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SUMMARY

The Department of Public Utilities (“Department”) issues this Order addressing the petitions
filed by Fitchburg Gas and Electric Light Company d/b/a Unitil (“Unitil” or “Company’’) on
August 17, 2023, seeking increases in electric and gas base distribution rates. The Department
docketed the petitions as D.P.U. 23-80 (electric division) and D.P.U. 23-81 (gas division). The
Attorney General of the Commonwealth of Massachusetts and the Department of Energy
Resources were parties to the proceedings.

Pursuant to G.L. c. 164, § 94, the Department conducted an intensive ten-month investigation of
the Company’s petitions, which included reviewing and evaluating Unitil’s annual revenues and
expenses; current and proposed cost-recovery mechanisms; residential and commercial and
industrial rate design; and capital structure and return on equity. To facilitate our investigation,
the Department required the parties to submit written testimony; gathered evidence through
written discovery; held three public hearings to receive public comments; conducted twelve days
of evidentiary hearings to cross-examine witnesses and collect additional information; and
weighed the parties’ arguments submitted through legal briefs. As noted in our decision below,
the evidentiary record in these proceedings includes over 4,000 exhibits.

The Department recognizes the economic impact that higher electric and gas base distribution
rates have on individual customers, businesses, and the surrounding communities. The
Department appreciates hearing from numerous residents, municipal officials, and business
owners who shared personal experiences struggling with the high energy costs and their opinions
regarding the Company’s petitions. These comments and opinions helped the Department gather
evidence and inform our decision.

As part of today’s decision to allow electric and gas rate increases, the Department reduces the
Company’s initially requested revenue deficiency by approximately 43 percent for the electric
division and by approximately 16 percent for the gas division. This reduction includes lowering
the Company’s requested return on equity from 10.50 percent for the electric division and 10.75
percent for the gas division to a combined 9.40 percent.

The Department also increases the discount on bills for qualifying electric low-income customers
from 34.5 percent to 40 percent. Gas low-income customers will continue to receive a
25-percent discount on their bills. Resources are available for any customer who has difficulty
paying their utility bill. Please visit: https://www.mass.gov/info-details/help-paying-your-

utility-bill

The Department recognizes the importance of establishing a regulatory paradigm that enables
utilities to navigate the Commonwealth’s transition to clean energy in a cost-effective manner
that provides significant benefits to customers. In today’s Order, the Department approves a
five-year performance-based ratemaking (“PBR”) plan for each of the Company’s operating
divisions. The plans are intended to incentivize the Company to identify and implement
operating efficiencies to minimize future cost increases to customers. As part of the plans, the
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Company agrees not to file petitions that seek to increase base distribution rates during the
five-year term.

The Department also approves a set of performance scorecard metrics that will measure the
range of benefits under a PBR plan in the following categories, which are tied to the goals of the
PBR 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.

The Department supports customer conversion to electrified and decarbonized heating
technologies, including heat pumps that transfer thermal energy from outside for use in interior
structural heating. As such, the Department approves a residential heat-pump rate available to all
customers in rate classes RD-1 and RD-2 who install and use heat pumps in all or part of their
homes. The Company’s proposed heat-pump rate offerings reduce the variable kilowatt-hour
rate associated with electric use during the winter when heat pumps would result in increased
electricity use to replace traditional gas heating equipment. The Company’s heat-pump rate is a
reasonable, cost-efficient solution to mitigate the potential high bills associated with heat-pump
implementation faced by residential and low-income customers within the context of current rate
structure. The Department directs the Company to engage in meaningful outreach and education
efforts to raise awareness of the heat-pump rate option.

The Department seeks to dissuade gas customer expansion and to align rate structure with the
Commonwealth’s climate objectives. To achieve this objective, the Department instructed the
Company to revise its per-customer revenue decoupling mechanism to a decoupling approach
based on total revenues to discourage the addition of new gas customers.

Under even normal operations, it is essential that utilities maintain a safe and reliable distribution
system. As the Commonwealth moves toward electrification, there is heightened scrutiny on the
ability of the distribution system to deliver for customers. To that end, the Department has
reviewed and modified, as necessary, the Company’s vegetation management and storm
resiliency programs, which are designed to reduce outages during storms by minimizing the
potential for tree and vegetation contact with overhead utility lines and reduce tree exposure
along select circuits.

The Department’s decision seeks to enable the Commonwealth to move into its clean energy
future while simultaneously safeguarding ratepayer interests and maintaining affordability for
customers; ensuring safe, reliable, and cost-effective electric and natural gas service; and
minimizing the burden on low- and moderate-income households as the transition proceeds.
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L INTRODUCTION

On August 17, 2023, Fitchburg Gas and Electric Light Company, d/b/a Unitil (“Unitil” or
“Company”) filed separate petitions' with the Department of Public Utilities (“Department”) to:
(1) increase its electric base distribution rates to generate $6,775,526 in additional base
distribution revenues;? and (2) increase its gas base distribution rates to generate $10,893,803 in
additional revenues.® Based on changes made during the proceeding, these initial amounts were
revised, and the Company’s total revenue deficiency for its electric division decreased to
$5,142,340, while the total revenue deficiency for the gas division increased to $11,227,825
(Exhs. Unitil-CGDN-10, at 1 (Rev. 4) (electric); Unitil-CGDN-7, at 1 (Rev. 4) (gas)).*

In addition to the requested rate increases, Unitil seeks separate five-year
performance-based ratemaking (“PBR”) plans for its electric and gas divisions, as well as

numerous other ratemaking proposals, as discussed in the sections below. Unitil bases its

In the interest of administrative efficiency, the Department investigated both dockets
simultaneously and held joint public and evidentiary hearings. Further, we issue only one
Order in both dockets. These cases are not consolidated, however, and remain separate
proceedings.

The Company’s initial revenue deficiency included the transfer of $2,673,750 in costs
recovered through certain reconciling mechanisms to base distribution rates, effective
July 1, 2024. Net of these transfers, the proposed overall increase to distribution
revenues was $4,101,776. Unless otherwise noted, the Department has referred to the
Company’s “AMI Excluded” cost-of-service updates for its electric division.

The Company’s initial revenue deficiency included the transfer of $4,202,178 in revenue
requirement on the capital investments made as part of its Gas System Enhancement Plan
to base distribution rates, effective July 1, 2024. Net of these transfers, the proposed
overall increase to revenues was $6,691,625.

Schedule 1 (electric) and Schedule 1 (gas) below provide the initially requested, adjusted,
and final approved revenue requirement for the electric and gas divisions.
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proposed base distribution rate increases on a calendar test year of January 1, 2022 through
December 31, 2022. The Company was last granted increases in electric base distribution rates

and gas base distribution rates through approved settlements in 2020. Fitchburg Gas and Electric

Light Company, D.P.U. 19-131 (2020) (gas); Fitchburg Gas and Electric Light Company,

D.P.U. 19-130 (2020) (electric). The Department docketed the instant petitions as D.P.U. 23-80
(electric division) and D.P.U. 23-81 (gas division)® and suspended the effective date of the
proposed rate increase until July 1, 2024, for further investigation.

The Company is a wholly owned utility subsidiary of Unitil Corporation
(Exhs. Unitil-RBH-1, at 8 (electric); Unitil-DJH-1, at 8 (gas)). Unitil Corporation is a public
utility holding company engaged in the retail distribution of electricity and gas through its three
utility subsidiaries: (1) the Company, which provides electric and gas service in Massachusetts;
(2) Northern Utilities, Inc. (“Northern Utilities”), which provides gas service in Maine and New
Hampshire; and (3) Unitil Energy Systems, Inc. (“UES”), which provides electric service in New
Hampshire (Exhs. Unitil-RBH-1, at 8 (electric); Unitil-DJH-1, at 8 (gas)). In addition, Unitil
Corporation is the parent company of Granite State Gas Transmission, which is an interstate
natural gas pipeline company serving Northern Utilities in Maine and New Hampshire

(Exhs. Unitil-RBH-1, at 8 (electric); Unitil-DJH-1, at 8 (gas)).

In some instances, the two dockets contain division-specific prefiled direct and rebuttal
testimony, supporting schedules, discovery responses, and briefs. For ease of reference,
the Department has designated the documents as (electric) or (gas). Where the filing is
exactly the same in both dockets, there is no division-specific designation (e.g.,
Company’s Reply Brief).
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Unitil Corporation also owns the following subsidiaries: (1) Unitil Service Corp.
(“USC”), which provides administrative and professional services to Unitil Corporation’s utility
subsidiaries; (2) Unitil Realty Corp. (“URC”), which owns and manages its corporate
headquarters in Hampton, New Hampshire; (3) Unitil Resources, Inc., which had been the parent
of Usource, an energy brokerage and advisory service Unitil Corporation divested in 2019; and
(4) Unitil Power Corp., which had functioned as the full requirements wholesale power supply
provider for UES, but currently has limited business and operating activities
(Exhs. Unitil-RBH-1, at 8-9 & nn.3, 4 (electric); Unitil-DJH-1, at 8-9 & nn.3, 4 (gas)).

The Company provides retail electric and gas distribution service to customers in the City
of Fitchburg and the Towns of Ashby, Lunenburg, and Townsend (Tr. 1, at 55). In addition,
Unitil provides gas-only distribution service in the City of Gardner and the Town of Westminster
(Tr. 1, at 55). In total, Unitil serves approximately 46,600 electric and gas customers in these
six communities (Exhs. Unitil-RBH-1, at 8 (electric); Unitil-DJH-1, at 8 (gas); Tr. 1, at 55).

II. PROCEDURAL HISTORY

On August 25, 2023, the Attorney General of the Commonwealth of Massachusetts
(“Attorney General”) filed a notice of intervention in each docket pursuant to G.L. c. 12,
§ 11E(a). On September 26, 2023, the Department granted the Department of Energy
Resources’ (“DOER?”) petition to intervene as a full party. Pursuant to notice duly issued, the
Department held an in-person public hearing in the City of Fitchburg on November 9, 2023, and
two virtual public hearings on November 29, 2023. The Department received comments from
nearly 30 residents and elected officials opposing the Company’s petitions. Numerous

commenters raised issues with the Company’s energy rates in relation to other Massachusetts
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distribution utilities and questioned the level of the Company’s executive compensation. The
commenters also described personal hardships associated with high residential energy bills and
noted that commercial and industrial (“C&I”) customers were leaving, or choosing not to locate
in, the Company’s service area.® The Department appreciates the thoughtful comments provided
by the Company’s customers and their representatives.

The Department held eight days of evidentiary hearings from February 1, 2024 through
March 1, 2024. In support of its filings, Unitil sponsored the testimony of the following
witnesses: (1) Robert B. Hevert, CFA, president and chief administrative officer, Unitil
Corporation, and senior vice president, Company; (2) Daniel J. Hurstak, senior vice president,
chief financial officer, and treasurer, Unitil Corporation, and vice president and treasurer,
Company; (3) Christopher J. LeBlanc, vice president, gas operations, USC; (4) Mark A.
Lambert, vice president, customer operations, USC; (5) Carol A. Valianti, vice president,
communications and public affairs, USC; (6) Kevin E. Sprague, vice president, engineering,
USC; (7) Cindy Carroll, vice president, customer energy solutions, USC; (8) Sara M. Sankowich,
director, sustainability and shared services, USC; (9) Christopher J. Goulding, vice president,
finance and regulatory, USC; (10) Daniel T. Nawazelski, manager, revenue requirements, USC;
(11) Todd R. Diggins, controller and chief accounting officer, Unitil Corporation, and vice
president and controller, Company; (12) Andre J. Francoeur, manager, financial planning and
analysis, USC; (13) John F. Closson, vice president, shared services and organizational

effectiveness, USC; (14) Chad R. Dixon, manager, general accounting, USC; (15) Tressa N.

6 The Department will address any specific comments, as necessary, in the sections below.
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Bickford, manager, utility accounting and budgeting, USC; (16) Laura Terry, manager, total
rewards, USC; (17) Jacob Sylvain, supervisor, general accounting, USC; and (18) Emily
Anderson, supervisor, regulatory accounting, USC. Unitil also sponsored the testimony of the
following external consultant witnesses: (1) Mark Kolesar, managing principal, Kolesar
Buchanan & Associates Ltd.; (2) Nicholas A. Crowley, senior economist, Christensen
Associates; (3) Ned W. Allis, vice president, Gannett Fleming Valuation and Rate Consultants,
LLC; (4) John D. Taylor, managing partner, Atrium Economics, LLC; (5) Ronald J. Amen,
managing partner, Atrium Economics, LLC; and (6) Dylan W. D’ Ascendis, partner,
ScottMadden, Inc.

The Attorney General sponsored the testimony of four witnesses: (1) J. Randall
Woolridge, Ph.D., professor of finance at the Pennsylvania State University; (2) David E.
Dismukes, Ph.D., consulting economist, Acadian Consulting Group; (3) David J. Garrett,
managing member, Resolve Utility Consulting, PLLC; and (4) Lafayette K. Morgan, public
utilities consultant, Exeter Associates, Inc. DOER sponsored the joint testimony of three
employees from the policy, planning, and analysis division: (1) Marian Harkavy, director,
energy policy; (2) Austin Dawson, rates and supply analyst; and (3) Shevie Brown, gas policy
analyst.

The Attorney General and DOER each submitted an initial brief in each docket on
March 22, 2024. The Company submitted an initial brief in each docket on April 8, 2024. On
April 25, 2024, the Attorney General and DOER each submitted a reply brief applicable to both
dockets. On May 1, 2024, the Company submitted a single reply brief applicable to both

dockets. The evidentiary record in docket D.P.U. 23-80 consists of approximately
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2,200 exhibits, while the evidentiary record in docket D.P.U. 23-81 consists of approximately
1,900 exhibits. The evidentiary hearings combined both dockets and included responses to

81 record requests issued at those hearings.

I1I. PERFORMANCE-BASED RATEMAKING PROPOSALS

A. Introduction

In Fitchburg Gas and Electric Light Company, D.P.U. 15-80/D.P.U. 15-81 (2016), the

Company’s last adjudicated base distribution rate proceeding, the Department approved a
traditional cost-of-service ratemaking structure for both operating divisions and a Capital Cost
Adjustment (“CCA”) mechanism for the electric division to support capital expenditures
between base distribution rate cases. D.P.U. 15-80/D.P.U. 15-81, at 44-55, 364-365. In 2020,
the Department approved a settlement that increased base distribution rates by $1.067 million for
Unitil’s electric division and by $4.596 million (over two years) for Unitil’s gas division.

D.P.U. 19-131, at 5, 16; D.P.U. 19-130, at 5, 17. The Company continued under a
cost-of-service ratemaking structure.’

In the instant proceeding, the Company proposes to implement a PBR mechanism for its
electric and gas divisions. As discussed in greater detail below, for both its electric and gas
divisions, the Company proposes to incorporate revenue cap formulas that include a productivity
offset (“X factor”), an explicit consumer dividend, an earnings sharing mechanism and reopener
provision, an inflation index based on the Gross Domestic Product Price Index (“GDP-PI”’) and

an exogenous cost recovery provision (“Z factor”). For the electric division’s PBR mechanism,

7 In D.P.U. 19-130, the Company initially proposed a PBR plan but subsequently withdrew

the proposal as part of the settlement. D.P.U. 19-130, at 1, 8.
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Unitil proposes to use a general total revenue cap, and for the gas division, the Company
proposes to use a revenue-per-customer cap. Further, the Company proposes to implement a
K-bar mechanism to support electric division capital expenditures between rate cases, consistent
with the provision approved for NSTAR Electric Company (“NSTAR Electric”’) in NSTAR

Electric Company, D.P.U. 22-22 (2022).

B. PBR Mechanism Components

1. PBR Plan Term

For both its electric and gas division PBR plans, the Company proposes a five-year term,
to begin July 1, 2024, with the first annual rate adjustment thereafter to be effective July 1, 2025
(Exhs. Unitil-RBH-1, at 31 (electric); Unitil-DJH-1, at 26 (gas); proposed M.D.P.U. No. 408,
§ 1.0 (electric); proposed M.D.P.U. No. 274, § 5.0 (gas)). Under the Company’s proposals,
annual compliance filings would be submitted on or about March 15™ each year for the electric
division and on May 15" each year for the gas division (Exhs. Unitil-RBH-1, at 31 (electric);
Unitil-DJH-1, at 26 (gas)).

2. X Factor

For both its electric and gas divisions, the Company proposes a productivity offset, or
X factor, to be calculated as:

X = (%ATFP; - %ATFPEg) + (%AWE - %AW]), where

%ATFP is the percentage change in the electric/gas distribution industry total factor

productivity (“TFP”’) growth;

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

%AWE 1s the percentage change in economy-wide input price growth; and
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%AW1 is the percentage change in electric distribution industry input price growth.
(Exh. Unitil-NAC-1, at 43, 67-68; proposed M.D.P.U. No. 408, § 2.0 (electric); M.D.P.U.
No. 274, § 2.0 (gas)).

For the electric division, Unitil relied on the same TFP study approved for NSTAR
Electric in D.P.U. 22-22 (Exh. Unitil-NAC-1, at 35-36). The TFP and input price average in this
study spanned fifteen years, from 2006 to 2020 (Exh. Unitil-NAC-1, at 35). The results of the
study determined that the empirical X factor for a revenue cap was equal to -1.45 percent
(Exh. Unitil-NAC-1, at 35-36). See also D.P.U. 22-22, at 17.® For the gas division, Unitil relied
on the same TFP study approved for Boston Gas Company (“Boston Gas”) in Boston Gas
Company, D.P.U. 20-120 (2021) (Exh. Unitil-NAC-1, at 36). The TFP and input price average
in this study also spanned fifteen years, but from 2004 to 2018 (Exh. Unitil-NAC-1, at 36). The
results of the study determined that the empirical X factor for a revenue cap was equal

to -1.30 percent (Exh. Unitil-NAC-1, at 36). See also D.P.U. 20-120, at 34-35.° The Company

8 In D.P.U. 22-22, at 17, the Department found that the TFP study showed that from 2006
through 2020, the average growth in productivity for the regional electric distribution
companies was equal to -0.05 percent, while the average productivity growth for the
nationwide electric distribution companies was equal to 0.06 percent; the average input
price growth for regional electric distribution companies was equal to 3.11 percent, while
the average input price growth for the nationwide electric distribution companies was
equal to 3.17 percent; and the economy-wide average productivity growth was
0.34 percent, while the economy-wide average input price growth was 2.0 percent.
Further, the TFP study calculated the productivity offset using the productivity and input
price growth indices for the nationwide electric distribution companies rather than the
regional electric distribution companies. D.P.U. 22-22, at 17.

? In D.P.U. 20-120, at 34-35, the Department found that the TFP study showed that from
2004 through 2018, the average growth in productivity for the regional gas distribution
companies was equal to -0.71 percent, while the average productivity growth for the
nationwide gas distribution companies was equal to -0.05 percent; the average input price
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proposes to set the X factor for both divisions to zero, based on the Department’s decision
D.P.U. 22-22 (Exh. Unitil-NAC-1, at 43). The Company states that, in doing such, it has
constructed implicit consumer dividends for its electric and gas divisions of at least 145 and
130 basis points, respectively, as discussed below (Exhs. Unitil-RBH-1, at 25-26 (electric);
Unitil-DJH-1, at 21-22 (gas); Unitil-NAC-1, at 53).

3. Inflation Index and Floor

For both its electric and gas divisions, the Company proposes to base the price inflation
index included in the revenue cap formula on the GDP-PI as measured by the U.S. government
(Exh. Unitil-NAC-1, at 34-35). Under the Company’s proposal, the inflation index would be
calculated as the percentage change between the current year’s GDP-PI and the prior year’s
GDP-PI (Exhs. Unitil-NAC-1, at 34-35; proposed M.D.P.U. No. 408, § 6.0 (electric); proposed
M.D.P.U. No. 274, § 6.0 (gas)). For each year, the GDP-PI would be calculated as the average
of the most recent four quarterly measures of GDP-PI as of the second quarter of the year
(proposed M.D.P.U. No. 408, § 6.0 (electric); proposed M.D.P.U. No. 274, § 6.0 (gas)).
Additionally, the Company proposes an inflation floor of zero percent and an inflation ceiling (or

cap) of five percent (proposed M.D.P.U. No. 408, § 6.0 (electric); proposed M.D.P.U. No. 274,

§ 6.0 (gas)).

growth for regional gas distribution companies was equal to 2.37 percent, while the
average input price growth for the nationwide gas distribution companies also was equal
to 2.37 percent; and the economy-wide average productivity growth was 0.53 percent,
while the economy-wide average input price growth was 2.42 percent. Further, the TFP
study calculated its proposed productivity offset using the productivity and input price
growth indices for the regional gas distribution companies rather than the nationwide gas
distribution companies. D.P.U. 20-120, at 35, 82-83.
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4. Consumer Dividend

The Company used separate benchmarking studies for each division in support of the
consumer dividend proposals, and the studies included both unit cost and econometric analyses
(Exhs. Unitil-NAC-1, at 55, 71-109; Unitil-NAC-4; Unitil-NAC-2). For both its electric and gas
divisions, the Company proposes to include a consumer dividend of zero basis points
(Exhs. Unitil-RBH-1, at 26 (electric); Unitil-DJH-1, at 21-22 (gas); proposed M.D.P.U. No. 408,
§ 6.0 (electric); proposed M.D.P.U. No. 274, § 6.0 (gas)). The Company states that while the
explicit consumer dividend is zero, the proposed zero X factors create an “implicit” consumer
dividend of 1.45 and 1.30 for the electric and gas divisions, respectively (Exhs. Unitil-RBH-1,
at 25-26 (electric); Unitil-DJH-1, at 21-22 (gas); Unitil-NAC-1, at 53; DPU 13-13 (electric)).
Additionally, the Company states that the implicit consumer dividend actually is closer to
1.95 percent for the electric division because the revenue cap has no allowance for customer
growth, which the Company assumes will continue to grow at its historical rate of 0.50 percent
over the duration of the proposed PBR term (Exh. DPU 13-8 (electric)).

5. K-bar Adjustment

For both its electric and gas divisions, the Company proposes to include 2023
post-test-year capital additions into base distribution rates at the outset of the PBR plan on
July 1, 2024 (Exhs. Unitil-KSTB-1, at 27 (electric); Unitil-KSTBCL-1, at 25 (gas)). As part of
this proposal the Company would adjust base distribution rates for depreciation expense, return
on rate base, associated federal and state income taxes, property taxes, and revenues for all

capital additions in service through December 31, 2023.
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Further, for the electric division, Unitil proposes, as part of the PBR formula, a K-bar
adjustment that would allow additional revenues to be collected through the PBR adjustments,
beginning July 1, 2025, to provide funding for capital investments (Exhs. Unitil-NAC-1, at 44;
proposed M.D.P.U. No. 408, § 8.0 (electric)).!® The K-bar approach would establish a level of
eligible capital recovery based on a historical average of capital additions placed into service
from 2019 through 2023, escalated to current year dollars by the applicable GDP-PI change and
an X factor of zero (Exh. Unitil-4 (2/1/24) (electric); proposed M.D.P.U. No. 408, § 8.0
(electric)). Specifically, under the Company’s proposal, the K-bar revenue requirement would
be calculated by rolling forward 2019 through 2023 plant additions, cost of removal, and
retirements and then calculating a revenue requirement based on that theoretical rate base
calculation (proposed M.D.P.U. No. 408, § 8.0 (electric)). The K-bar revenue requirement is
then compared to the capital investment costs approved in the instant proceeding and adjusted to
2024 costs using the PBR mechanism approved in the instant proceeding to establish the
incremental K-bar revenue support (Exh. Unitil-NAC-1, at 46).

Furthermore, the petition for approval of Unitil’s Electric Sector Modernization Plan

(“ESMP”) is currently ongoing in Fitchburg Gas and Electric Light Company, D.P.U. 24-12. In

10 In 2016, the Alberta Utilities Commission developed a “K-bar” approach to supplemental

capital funding for Alberta electric distribution utilities (Exh. Unitil-MK-1, at 37-38
(electric), citing AUC 20414-D01-2016). The Alberta Utilities Commission amended its
K-bar method in 2018 (Exh. Unitil-MK-1, at 43 (electric), citing AUC 22394-D01-2018).
Under this approach, the I-X PBR formula escalates historical average capital additions
not subject to recovery through capital trackers to form the basis of future approved
capital recovery (Exh. Unitil-MK-1, at 37-38 (electric)). Recoverable capital
expenditures are obtained from the differential between the utility’s escalated historical
capital needs and what each utility actually will collect under the I-X PBR formula for
these types of capital additions (Exh. Unitil-RBH-1, at 26-27 (electric)).
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that filing, Unitil is petitioning the Department to recover costs incurred from ESMP investments
through a separate reconciling mechanism (Tr. 5, at 511-512). Pursuant to G.L. c. 164, § 92B,
the Department must issue an Order in the ESMP docket by August 31, 2024. Thus, due to the
uncertainty of the outcome in that proceeding, Unitil provided two illustrative PBR adjustments,
one of which includes recovery of ESMP investments through the K-bar mechanism, and another
of which does not (Exhs. Unitil-4 (ESMP Excluded) (2/1/24) (electric);

Unitil-5 (ESMP Included) (2/1/24) (electric)).

6. Earnings Sharing Mechanism and Reopener Provision

For both its electric and gas divisions, the Company proposes to adopt an earning sharing
mechanism (“ESM”) consistent with the design approved for NSTAR Electric in D.P.U. 22-22
(Exhs. Unitil-RBH-1, at 28-29 (electric); Unitil-DJH-1, at 23 (gas); Unitil-NAC-1, at 48-50).
Specifically, the proposed ESM would trigger a sharing with customers on a 75/25 percent basis
(75 percent to customers and 25 percent to the Company) where the computed distribution return
on equity (“ROE”) exceeds 100 basis points above the ROE authorized in this proceeding
(Exhs. Unitil-RBH-1, at 28-29 (electric); Unitil-DJH-1, at 23 (gas); Unitil-NAC-1, at 48-50).
The Company’s proposed ESM is asymmetric, and customers would not be responsible for
earnings deficits at any level (Exhs. Unitil-RBH-1, at 28-29 (electric); Unitil-DJH-1, at 23 (gas);
Unitil-NAC-1, at 49). Further, the Company proposes that for any year in which the ROE is
above the bandwidth, the percentage of earnings that is to be shared with customers would be
credited to customers in the following year and that the impact of the prior year’s adjustment
would be excluded from the calculation of the subsequent year's sharing (Tr. 5, at 482-483). The

Company acknowledges that any ESM adjustment would be subject to a full investigation in an
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adjudicatory proceeding (proposed M.D.P.U. No. 408, § 10 (electric); proposed M.D.P.U.
No. 274, § 10 (gas)).

The Company additionally proposes to include a reopener provision in its proposed
electric division and gas division PBR plans (Exhs. Unitil-RBH-1, at 29 (electric); Unitil-DJH-1,
at 23 (gas); Unitil-MK-1, at 68-69). Specifically, Unitil proposes to seek to reopen the PBR
framework if the Company’s earned ROE falls below 6.50 percent in any single calendar year
beginning in 2025, or below 7.00 percent for two consecutive calendar years
(Exhs. Unitil-RBH-1, at 29 (electric); Unitil-DJH-1, at 23 (gas); Unitil-MK-1, at 68-69). The
reopener proceeding would determine the cause of the earnings deficit and whether adjustments
should be made to the PBR plan, potentially re-basing the Company’s revenue requirement
(Exh. Unitil-MK-1, at 68-69).

7. Exogenous Cost Factor

For both its electric and gas divisions, Unitil proposes to include in the PBR adjustment

formula an exogenous cost provision, i.e., Z factor, which it defines as positive or negative

changes to its costs that are beyond the Company’s control and are not reflected in the GDP-PI
or other elements of the PBR adjustment formula (Exh. Unitil-NAC-1, at 47-48). The Company
would calculate the exogenous cost factor as a percentage of the previous year’s base revenues
(proposed M.D.P.U. No. 408, § 9 (electric); proposed M.D.P.U. No. 274, § 9 (gas)).

Unitil proposes that to be eligible for exogenous cost recovery the cost change must:
(1) be beyond the Company’s control; (2) arise from a change in accounting requirements or
regulatory, judicial, or legislative directives or enactments; (3) be unique to the electric (or

natural gas) distribution industry as opposed to the general economy; and (4) meet a threshold of
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“significance” for qualification (Exh. Unitil-NAC-1, at 48; proposed M.D.P.U. No. 408, § 9
(electric); proposed M.D.P.U. No. 274, § 9 (gas)). The Company proposes the significance
threshold for exogenous costs to be set for the rate year at $110,000 and $60,000 for the electric
and gas divisions, respectively, and for both thresholds to be adjusted annually by the change in
GDP-PI (Exh. Unitil-NAC-1, at 48; proposed M.D.P.U. No. 408, § 9 (electric); proposed

M.D.P.U. No. 274, § 9 (gas)).

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

As an initial matter, the Attorney General argues that alternative forms of regulation,
including PBR plans, do not create ratepayer benefits, particularly during an energy transition
like the one in Massachusetts and, as such, the Company’s proposed PBR plans should be
rejected in favor of a broad-based all-in capital investment tracker (Attorney General Brief
at 6-8, 16-18, citing Exhs. AG-DED-1, at 11-12, 16-17; AG-DED-Surrebuttal-1, at 7; Attorney
General Reply Brief at 4-6). In particular, the Attorney General rejects the notion that rates
under the proposed PBR plans will be stable, predictable, or capped (Attorney General Reply
Brief at 8-10). Rather, the Attorney General asserts that rates will increase annually with the
PBR adjustment, and the increases will vary (and thus are not capped) depending on certain
factors, including inflation (Attorney General Reply Brief at 8-10).

According to the Attorney General, an all-in capital tracker is more transparent and less
administratively burdensome compared to the PBR mechanism, and it benefits the Company and

ratepayers by balancing timely recovery of prudently incurred capital investments with a proper
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and thorough review of their necessity and reasonableness (Attorney General Brief at 17).
Further, the Attorney General contends that the Company’s current electric division capital
tracker (i.e., the CCA) has worked well since its inception in 2016 (Attorney General Brief at 17,
citing D.P.U. 15-80/D.P.U. 15-81, at 44-55; Attorney General Reply Brief at 11-13).
Nevertheless, the Attorney General asserts that if the Department approves a PBR plan for the
Company’s operating divisions, certain modifications are warranted.

b. X Factor

First, the Attorney General argues that the Company improperly relied on outdated TFP
studies from other proceedings and, as such, the proposed negative X factors and implicit
consumer dividends are flawed (Attorney General Brief at 10-11; Attorney General Reply Brief
at 7-8). Further, the Attorney General contends that with a zero-productivity offset, if the
Company’s proposed PBR plans are approved, rates will increase annually consistent with the
overall rate of inflation over the term of the PBR plan (Attorney General Brief at 10). The
Attorney General asserts that the Company’s proposed zero X factor is unacceptable (Attorney
General Reply Brief at 6-7). Moreover, the Attorney General notes that in Massachusetts
Electric Company’s and Nantucket Electric Company’s (collectively, “National Grid (electric)”)
pending base distribution rate proceeding the petitioners proposed an X factor of 0.16 percent,
and she asserts that an updated TFP study could have just as easily provided a positive X factor
for Unitil (Attorney General Brief at 11, citing Exh. NG-MM-NC-1, at 26; Massachusetts

Electric Company and Nantucket Electric Company, D.P.U. 23-150).
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c. Consumer Dividend

The Attorney General challenges the Company’s benchmarking study and the proposed
zero percent consumer dividend (Attorney General Brief at 10-12). The Attorney General argues
the Department has never approved a consumer dividend of zero and has long recognized
ratepayer benefits associated with non-zero consumer dividends (Attorney General Brief at 12,
citing D.P.U. 22-22, at 59). Further, the Attorney General notes that even though NSTAR
Electric proposed a zero X factor in its last base distribution rate case, the company still
proposed to raise the consumer dividend to 0.25 percent (Attorney General Brief at 12, citing
D.P.U. 22-22, at 19). Moreover, she asserts that the presence of a so-called implicit consumer
dividend is impossible to verify because Unitil relies on outdated TFP analyses and, in any event,
is overstated because the capital spending embedded in the calculation of the 1.45 percent
productivity factor for the electric division have been increasing at rates higher than those for
operation and maintenance (“O&M”) expense (Attorney General Brief at 11; Attorney General
Reply Brief at 9-10). The Attorney General recommends a consumer dividend for the
Company’s electric and gas divisions of 0.25 percent (Attorney General Brief at 13, citing
Exh. AG-DED-1, at 37).

d. K-bar Adjustment

The Attorney General asserts that if the Department allows the K-bar adjustment, the
K-bar revenue requirement should be calculated using a fixed historical average of capital
additions placed in service from 2019 through 2023, instead of using a rolling average of capital
additions (Attorney General Brief at 13-14, citing Exh. AG-DED-1, at 44). According to the

Attorney General, using a rolling average is inappropriate because it could potentially encourage



D.P.U. 23-80 Page 19
D.P.U. 23-81

inefficiency and provide an incentive to inflate future K-bar allowances (Attorney General Brief
at 13, citing Exh. AG-DED-1, at 44). Further, the Attorney General asserts that any future
increases should be adjusted if the Company fails to make minimal capital investments
consistent with the K-bar allowance (Attorney General Brief at 13-14, citing Exh. AG-DED-1,
at 44-45).

e. Reopener Provision

The Attorney General argues that the Department should reject the proposed reopener
provision (Attorney General Brief at 15). According to the Attorney General, the reopener
provision would allow Unitil to seek to reset rates, while also insulating the Company from the
consequences of poor operating performance (Attorney General Brief at 14 & n.14, citing Tr. 5,
at 471). The Attorney General contends that in D.P.U. 22-22, the Department rejected NSTAR
Electric’s request for a reopener provision and should adhere to that precedent in this case
(Attorney General Brief at 15 & n.15, citing D.P.U. 22-22, at 68).

2. DOER

DOER argues that the Company fails to provide any specifics regarding how it would use
the purported flexibility in the proposed PBR plans to reduce reliance on natural gas or shift
customers to electrified heating or other non-emitting gas alternatives (DOER Reply Brief at 14).
DOER does not address any of the specific components in the Company’s proposed PBR

mechanisms.
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3. Company

a. Introduction

The Company asserts that its electric and gas division PBR proposals are necessary to
meet the evolving challenges in the current operating environment due to advances in energy
technology, various public policies addressing climate change, more stringent customer
requirements, additional physical and cybersecurity requirements, and demand for system
reliability and resilience (Company Brief at 23 (electric); Company Brief at 24 (gas)). The
Company contends that its proposed PBR plans will allow it to accomplish these goals while
maintaining its financial integrity (Company Brief at 29 (electric); Company Brief at 38 (gas)).
The Company argues that approval of the proposed K-bar mechanism for its electric division is a
key component of the PBR plan’s ability to accomplish these goals as it will provide adequate
and timely revenue support for required capital investments which, in turn, will send positive
signals to the financial markets about the Company’s outlook (Company Brief at 30 (electric)).
Further, the Company maintains that the Department has previously approved plans similar to its
current proposal for NSTAR Electric and National Grid (electric) and has done so as a means to
meet the challenges of the same operating environment faced by the Company (Company Brief
at 57-58 (electric); Company Brief at 25 (gas)).

The Company argues that, taken as a whole, its proposed PBR plans adhere to
Department precedent, will provide necessary revenue to support the electric and gas distribution
systems, are not excessively focused on cost recovery issues, will achieve specific measurable
benefits, and will reduce regulatory and administrative costs (Company Brief at 83 (electric),

citing Exhs. Unitil-NAC-1, at 61-67; Unitil-MK-1, at 4-8, 67, 71; Company Brief at 67-68 (gas)).
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Thus, the Company asserts that its proposed PBR plans should be approved without modification
(Company Brief at 58 (electric); Company Brief at 33 (gas)).

In this regard, the Company disagrees with the Attorney General’s position that an all-in
capital tracker is a more appropriate alternative than the proposed PBR plans (Company Brief
at 83-84 (electric); Company Brief at 69 (gas)). Unitil rejects the notion that the benefits
provided by a PBR plan must be greater than any other alternative forms of regulation, and
instead the Company submits that it need only demonstrate that the proposed PBR plans are
more likely than current regulation to meet Department goals (Company Brief at 84-85 (electric),

citing D.P.U. 22-22, at 48; Incentive Regulation, D.P.U. 94-158, at 57 (1995); Company Brief

at 69 (gas)). Further, Unitil argues that the Attorney General has provided no evidence to
support the claim that the benefits provided by an all-in capital tracker, or those of another
alternative form of regulation, would outstrip those of the Company’s proposed PBR plans
(Company Brief at 84-85 (electric)).

b. X factor

The Company asserts that given the data set used to develop NSTAR Electric’s TFP
study, as well as the results of more recent TFP studies, it was reasonable for the Company to
conclude that the X factor approved in D.P.U. 22-22 was relevant and appropriate for use in the
instant proposals (Company Brief at 64-65 (electric), citing Exhs. Unitil-RBH-1, at 4, 25
(electric); Unitil-NAC-1, at 36-38, 42-43; Unitil-MK-1, at 6, 60; Company Brief at 56-57 (gas),
citing Exh. Unitil-DJH-1, at 4, 20 (gas)). In this regard, the Company argues that the Attorney
General fundamentally misconstrues the role of TFP studies and their relationship to the X factor

and has drawn a false comparison between the proposed zero X factors in the instant proceeding
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and the X factor proposed by National Grid (electric) in D.P.U. 23-150 (Company Brief

at 103-104 (electric); Company Brief at 87-88 (gas)).!! Further, Unitil rejects the notion that the

TFP studies are outdated, or the results flawed, as the Company submits that the studies span

15 years of recent data and including “a small number of new observations” would not

dramatically change the results (Company Brief at 104 (electric); Company Brief at 88 (gas)).
Finally, Unitil argues that when the empirical X factor is substantially negative, the

Company’s revenues will grow at a rate that is slower than that of the industry average

(Company Brief at 105 (electric); Company Brief at 89 (gas)). Thus, according to the Company,

average customer rates will increase more slowly than the industry average, all else equal

(Company Brief at 105 (electric); Company Brief at 89 (gas)).

c. Consumer Dividend

Unitil submits that its unit cost benchmarking study demonstrated that the Company’s
electric and gas divisions face higher costs than most companies, though similar costs compared
to other small companies (Company Brief at 70 (electric), citing Exhs. Unitil-NAC-1, at 56;

AG 7-52 (electric); RR-AG-30; Company Brief at 61-62 (gas), citing Exh. Unitil-NAC-1,
at 57-58). Further, according to Unitil, the econometrics benchmarking studies demonstrated

that the Company’s costs rose slightly faster than average over the 15-year sample period, but are

1 The Company argues that by referencing the National Grid (electric) TFP study on brief,

the Attorney General improperly seeks to introduce extra-record evidence (Company
Brief at 103 (electric); Company Brief at 87-88 (gas)). In any event, the Company
contends that the Attorney General’s argument is invalid because the calculation of the
X factor in this proceeding uses the output price measure of GDP-PI rather than the input
price measure proposed by National Grid (electric) in D.P.U. 23-150 (Company Brief

at 103-104 (electric); Company Brief at 88 (gas)).
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not dramatically different from the typical company, both in the national sample and in the
Northeast region (Company Brief at 70 (electric), citing Exh. Unitil-NAC-1, at 57; Company
Brief at 62 (gas), citing Exh. Unitil-NAC-1, at 58).

The Company asserts that its proposed zero consumer dividend for its electric and gas
divisions is appropriate, particularly when viewed in context of the reasonable productivity
gains, the PBR mechanism as a whole, and the Company’s financial integrity (Company Brief
at 71, 110-111 (electric); Company Brief at 63, 96 (gas)). Further, the Company submits that,
contrary to the Attorney General’s misunderstanding, setting the X factor to zero does, in fact,
create an “implicit consumer dividend” of 1.45 for the electric division'? and 1.30 for the gas
division (Company Brief at 47-48, 67, 106 (electric); Company Brief at 40, 58, 90 (gas)).
Further, Unitil contends that by proposing a zero X factor, the Company has effectively proposed
to reduce the annual revenue adjustment mechanism that would otherwise apply under the
Department’s PBR method, thereby accepting a significant “stretch factor” that would require
meaningful and ongoing operating efficiencies (Company Brief at 65-66, 106 (electric), citing
Exh. Unitil-RBH-1, at 4, 25 (electric); Company Brief at 57, 90 (gas), citing Exh. Unitil-DJH-1,
at 4, 20 (gas)). According to Unitil, a zero X factor will require the Company to achieve
significantly greater efficiency gains than would result if the factor was set closer to the
empirical industry average TFP (Company Brief at 66, 106 (electric), citing Exh. Unitil-MK-1,

at 6, 60; Company Brief at 57, 90 (gas)). Thus, the Company asserts that because this larger

12 The Company further argues that the revenue cap formula for its electric division does

not allow increases in revenue due to an increase in its customer base, which creates an
implicit consumer dividend that is closer to 1.95 if current customer growth continues at
its historical pace (Company Brief at 106-107 (electric)).
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productivity offset is set out in the I-X mechanism in the PBR plans, consumers will be
guaranteed a more immediate and larger share of benefits in the annual rate adjustments, which
represent benefits beyond the Department’s historically approved consumer dividend amounts
(Company Brief at 66, 106 (electric), citing Exh. Unitil-MK-1, at 6, 60; Company Brief at 57, 90
(gas)). The Company also insists that its small size and lack of ability to benefit from economies
of scale will make it more difficult to benefit from efficiency improvements, and that due to its
size it should not be expected to have a consumer dividend equal to that of its larger peers
(Company Brief at 107-108 (electric); Company Brief at 90-91 (gas)).

Finally, the Company rejects the Attorney General’s recommendation that the
Department should apply a consumer dividend of 0.25 percent, similar to what was approved for
NSTAR Electric in D.P.U. 22-22 (Company Brief at 112 (electric); Company Brief at 95-96
(gas)). The Company argues that the consumer dividend in D.P.U. 22-22 essentially was a
“negotiated” number that was found to be appropriate when considering the other changes and
modifications made to the PBR plan in that proceeding (Company Brief at 112 (electric), citing
D.P.U. 22-22, at 59; Company Brief at 95-96 (gas)).

d. K-bar Adjustment

Unitil argues that in approving the K-bar in D.P.U. 22-22, the Department found that
NSTAR Electric required flexibility to address evolving energy and climate policies and to
maintain aging infrastructure and enhance resiliency to address climate change (Company Brief
at 73-74 (electric), citing D.P.U. 22-22, at 60-61). Further, the Company notes that in
D.P.U. 22-22, the Department also found that any capital investment program must encourage

prudent investments while maintaining efficiencies and appropriate cost control measures
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(Company Brief at 74 (electric), citing D.P.U. 22-22, at 60-61). In addition, the Company points
to the Department’s finding that while capital spending will be critical to achieve the
Commonwealth’s growing electrification needs and ambitious climate targets, a multi-year PBR
plan should have reasonable and predictable rate impacts for distribution customers, especially
given the volatility of deregulated energy supply (Company Brief at 74 (electric), citing

D.P.U. 22-22, at 60-61). Unitil asserts that it is in the same position as NSTAR Electric and that
the foregoing considerations are equally applicable in the instant proceeding as they were in
D.P.U. 22-22 (Company Brief at 74-75 (electric), citing Exhs. Unitil-RBH-1, at 26-27,
Unitil-NAC-1, at 45; Unitil-MK-Rebuttal at 18-19); Unitil-KSTB-1, at 30-33 (electric);
Unitil-KSTB-13 (electric); AG 1-18 (Rev.); DPU 41-2 (electric)).

In particular, the Company argues that consistent with D.P.U. 22-22, the Department
should approve a rolling average of historical capital additions for use in calculating the K-bar
revenue requirements and should reject the Attorney General’s recommendation to use a fixed
five-year historical average (Company Brief at 116-119 (electric), citing D.P.U. 22-22, at 66).
The Company argues that using a fixed five-year average of capital additions, as recommended
by the Attorney General, would not appropriately capture the capital spending that the Company
will undergo over the PBR term to further the Commonwealth’s energy transition (Company
Brief at 118 (electric)). Further, Unitil asserts that using a fixed five-year average of capital
additions would provide the Company with a predictable revenue stream regardless of whether it
places capital additions into service at an appropriate pace, which could be worse for customers

if the Company is under-investing (Company Brief at 118-119 (electric)).
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Regarding investing, Unitil rejects the Attorney General’s recommendation to adjust
allowed K-bar increases if the Company fails to make investments at an appropriate pace
(Company Brief at 119 (gas)). According to Unitil, the Department already has the ability to
investigate capital spending if it concludes the Company inappropriately over-estimated its
budget forecasted in this proceeding (“Forecasted Budget™) or is lagging on investment
implementation (Company Brief at 119 (electric)). Additionally, the Company notes that in
D.P.U. 22-22, the Department implemented a ten-percent cap to allow a degree of flexibility
from the Forecasted Budget while still providing protections for customers (Company Brief
at 119 (electric), citing D.P.U. 22-22, at 63).

The Company also raises the issue of ESMP recovery and the K-bar (Company Brief
at 75-78 (electric)). The Company argues that the optimal route for ESMP recovery, outside of
recovery through a separate reconciling mechanism, would be for the Department to approve the
K-bar for core capital additions and then also allow the Company to recover the revenue
requirement for completed ESMP capital additions as an overlay to the allowed K-bar core
capital recovery (Company Brief at 78 (electric)). The Company maintains that if ESMP
recovery is not authorized as an aspect of the PBR plan, then the Company will need to
deprioritize ESMP investments until later years (Company Brief at 78 (electric)).

e. ESM and Reopener Provisions

Unitil argues that the proposed ESM will provide an opportunity for the Company’s
customers to more immediately share in the benefits of the PBR plans, rather than receiving the
benefits only at the end of the PBR terms when the revenue requirement is rebased (Company

Brief at 79-80 (electric), citing Exhs. Unitil-MK-1, at 63-64; Unitil-MK-Rebuttal at 7; Company
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Brief at 45-46). Unitil contends that it did not propose a symmetrical ESM where customers
would share earnings and deficits to prevent customers from facing price risk if the Company
earns less than its authorized return, unless and until the earnings gap is substantial enough to
warrant a new base distribution rate case (Company Brief at 80 (electric); Company Brief at 46
(gas)). The Company notes that instead of proposing a symmetrical ESM, it proposed the
reopener provision (Company Brief at 80 (electric), citing Exh. Unitil-RBH-1, at 29 (electric);
Company Brief at 46 (gas), citing Exh. Unitil-DJH-1, at 23 (gas)).

Unitil asserts that, contrary to the Attorney General’s contention, the reopener provision
does not insulate the Company from subpar performance, and the Department would be under no
obligation to alter the PBR plan to compensate the Company for poor management or
inefficiency (Company Brief at 80-81 (electric); Company Brief at 65 (gas)). According to the
Company, the Department would have latitude to enact remedial solutions that would leave
shareholders, not ratepayers, responsible for corrective measures (Company Brief at 81
(electric); Company Brief at 65-66 (gas)). The Company further contends that the reopener
provision is reasonable because Unitil is a small company that will be operating under PBR plans
for the first time and, therefore, it requires this additional safeguard to protect its financial
integrity (Company Brief at 82 (electric); Company Brief at 66 (gas)).

The Company further rejects the Attorney General’s argument that the reopener provision
is similar to the ROE risk adjustment that the Department rejected for NSTAR Electric in
D.P.U. 22-22 (Company Brief at (electric); Company Brief at 97 (gas)). In particular, the
Company asserts that the proposed ROE risk adjustment would have entitled NSTAR Electric to

an automatic adjustment without Department review, while the reopener provision proposed by



D.P.U. 23-80 Page 28
D.P.U. 23-81

Unitil carries no such automatic alteration (Company Brief at 123 (electric); Company Brief
at 98 (gas)).

f. Exogenous Cost Factor

The Company argues that its proposed Z factor for its electric and gas divisions align
with Department precedent as it is consistent with the Z factors recently approved by the
Department in other proceedings (Company Brief at 82 (electric), citing D.P.U. 22-22;

D.P.U. 20-120; Massachusetts Electric Company and Nantucket Electric Company,

D.P.U. 18-150 (2019); NSTAR Electric Company and Western Massachusetts Electric
Company, D.P.U. 17-05 (2017); Company Brief at 67-68 (gas)).

D. Analysis and Findings

1. Introduction

In the sections below, we review our ratemaking authority and conclude 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 applied to review
incentive regulation proposals. Finally, we review the Company’s proposed PBR plans, and we
determine whether allowing its PBR plans is in the public interest and will result in just and
reasonable rates.

2. Department Ratemaking Authority

Pursuant to G.L. c. 164, § 94, the Legislature has granted the Department extensive

ratemaking authority over electric distribution companies (“EDCs”) and local gas distribution
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companies (“LDCs”).!* 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 EDCs
and LDCs 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); see also G.L. c. 164, § 1E (authorizes Department to
establish PBR for jurisdictional electric and gas companies).
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). Boston Edison Company v. Department

of Public Utilities, 375 Mass. 1, 19 (1978). 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

Massachusetts Electric Company v. Department of Public Utilities, 376 Mass. 294, 302 (1978).

In addition, G.L. c. 164, § 76, grants the Department broad supervision over EDCs and
LDCs. Under G.L. c. 164, § 76C, the Department has the authority 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. Investigation into Rate Structures that Promote

13 Pursuant to G.L. c. 165, § 2, the Department’s ratemaking authority under G.L. c. 164,

§ 94, also applies to water distribution companies.
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Efficient Deployment of Demand Resources, D.P.U. 07-50-B at 26-27 (2008). 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 have been many variations and
adjustments in the specific application of this model to individual utilities as circumstances have
differed across companies and across time. D.P.U. 07-50, at 8. Over the years, EDCs and LDCs
subject to the Department’s jurisdiction have operated under PBR or PBR-like plans. See, e.g.,

D.P.U. 22-22, at 80-81; D.P.U. 20-120, at 102-103; NSTAR Gas Company, D.P.U. 19-120, at 58

(2020); D.P.U. 18-150, at 47; D.P.U. 17-05, at 371-372; Bay State Gas Company, D.T.E. 05-27,

at 382 (2005); Boston Gas Company, D.T.E. 03-40, at 471 (2003); The Berkshire Gas Company,

D.T.E. 01-56, at 10 (2002); Massachusetts Electric Company and 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 a modification 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. In addition, the Department
validates the propriety of the continued use of PBR as a meaningful regulatory format.

3. Evaluation Criteria for PBR

The Department must approach the setting of rates and charges in a manner that:
(1) meets our statutory obligations 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,
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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
PBR plans or PBR-like mechanisms on a finding that such regulatory methods would better

satisfy our public policy goals and statutory obligations. See, e.g., Boston Gas Company,

D.P.U. 96-50 (Phase I) at 261 (1996); D.P.U. 94-158, at 42-43; New England Telephone and

Telegraph Company, D.P.U. 94-50, at 139 (1995).

As part of our investigation of incentive ratemaking, the Department examined the
criteria to evaluate PBR proposals for EDCs and LDCs. D.P.U. 94-158, at 52-66. 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;

Attorney General v. Department of Telecommunications and Energy, 438 Mass. 256 n.13 (2002)

(in determining propriety of rates under G.L. c. 164, § 94, Department must find that rates are
just and reasonable). 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 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
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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 additional factors that 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 in 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.

4. Rationale for PBR

The production and consumption of electricity in Massachusetts is evolving. Legislative
and regulatory initiatives underpin these changes, through policy initiatives designed to address
climate change and to foster a clean energy economy through the promotion of energy
efficiency, demand response, and distributed generation, and the procurement of long-term

contracts for renewable energy. See, e.g2., An Act Driving Clean Energy and Offshore Wind,

St. 2022, ¢. 179, § 68 (“2022 Clean Energy Act”); An Act Creating a Next-Generation Roadmap
for Massachusetts Climate Policy, St. 2021, c. 8, § 87 (“2021 Climate Act”); Massachusetts 2050

Decarbonization Roadmap;'* An Act Relative To Green Communities, St. 2008, c. 169 (“Green

14 The Massachusetts 2050 Decarbonization Roadmap defines eight decarbonization

pathways, and the “All Options” pathway is the benchmark compliant decarbonization
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Communities Act”); An Act Establishing the Global Warming Solutions Act, St. 2008, c. 298;
An Act Relative to Competitively Priced Electricity in the Commonwealth, St. 2012, ¢. 209,

§ 36; Green Communities Expansion Act, § 83A; Executive Order No. 569: Establishing an
Integrated Climate Change Strategy for the Commonwealth (September 16, 2016). Both EDCs
and LDCs must adapt to these policy-driven market developments.

As described above, the Company proposes to operate under a PBR plan for both its
electric and gas divisions for the next five years (Exhs. Unitil-RBH-1, at 31 (electric);
Unitil-DJH-1, at 26 (gas); proposed M.D.P.U. No. 408, § 2.0 (electric); proposed M.D.P.U.

No. 274, § 2.0 (gas)). Unitil states that its operating environment is changing due to evolutions
in energy technology, policies addressing climate change, more stringent customer requirements,
and a need for system resilience and security, and that the Company’s proposals in the instant
proceeding are designed to adapt to this evolving environment (Exhs. Unitil-RBH-1, at 13-15
(electric); Unitil-DJH-1, at 14-16 (gas)). According to the Company, PBR affords the Company
the latitude to focus on operations and to meet expectations, while providing the critical
resources necessary to respond to and meet the public policy objectives outlined above

(Exh. Unitil-MK-1, at 70-71). In addition, the Company submits that the PBR plan will support
both capital investment and O&M costs (Exh. Unitil-MK-1, at 60-61). Further, the Company
expects that without a PBR plan, the Company would likely file at least one additional base

distribution rate case through the end of 2029 to keep up with the substantial capital investment

pathway using midpoint assumptions across most technical parameters (Massachusetts
2050 Decarbonization Roadmap at 15, found at:
https://www.mass.gov/doc/ma-2050-decarbonization-roadmap/download).
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expected over a five-year period (Exhs. Unitil-RBH-Rebuttal at 13 (electric);
Unitil-DJH-Rebuttal at 9 (gas)).

As discussed above, the Attorney General argues that the Company’s PBR plans do not
create ratepayer benefits and should be rejected in favor of an all-in capital tracker (Attorney
General Brief at 6-8, 16-18, citing Exhs. AG-DED-1, at 11-12, 16-17; AG-DED-Suirrebuttal-1,
at 7; D.P.U. 15-80/D.P.U. 15-81, at 44-55; Attorney General Reply Brief at 4-6, 8-13). Further,
as detailed above, the Attorney General recommends several modifications to the Company’s
proposals, should the Department approve a PBR plan.

The Department finds that the Company has demonstrated that its PBR plans for its
electric and gas divisions, as modified below, are appropriate modifications to traditional cost of
service/rate of return ratemaking. In particular, the proposed PBR plans are designed to support
the Company’s ability to adapt to a changing regulatory environment and navigate the demands
of the Commonwealth’s energy transition in an efficient, cost-effective manner throughout the
five-year term (Exhs. Unitil-RBH-1, at 13-15, 19-20 (electric); Unitil-RBH-Rebuttal at 13 (gas);
AG 7-28 & Att. (electric); Unitil-DJH-1, at 13-16 (gas); Unitil-DJH-Rebuttal at 10 (gas);

AG 7-34 & Att. (gas)). The Department expects that under the PBR plans, Unitil will have a
reliable source of revenue to meet the capital and O&M demands necessary to move the
Company toward electrification and decarbonization, while also achieving cost efficiencies and
ensuring that customers are not subjected to frequent base distribution rate proceedings

(Exhs. Unitil-RBH-Rebuttal at 13 (electric); Unitil-DJH-Rebuttal at 10 (gas)). As discussed
below, the Department approves for Unitil’s electric division a K-bar approach to capital

spending within the approved PBR plan. The flexibility and revenue predictability provided by
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the K-bar approach should allow the Company to address considerable capital spending to meet
the clean energy transition goals, as well as other future expenses, without additional cost
recovery filings (Exhs. Unitil-RBH-1, at 26-27 (electric); Unitil-KSTB-1, at 30-33 (electric);
Unitil-NAC-1, at 45; Unitil-MK-Rebuttal at 18-19; Unitil-KSTB-13 (electric); AG 1-18 (Rev.);
DPU 41-2 (electric)). Further, the K-bar approach is formulaic in nature, which provides for
simplicity and a measure of administrative ease during the annual PBR filing review

(Exh. Unitil-NAC-1, at 47; proposed M.D.P.U. No. 408, § 8.0 (electric)).

In addition, the Department finds that, in this instance, the PBR plans are better suited to
satisfy the Department’s public policy goals and statutory obligations than the Attorney
General’s proposed all-in capital tracker. In particular, the Department finds an all-in tracker
that provides dollar-for-dollar recovery for investments is inconsistent with the principle of
spending efficiency that a PBR plan is intended to encourage. Further, in contrast to the K-bar
approach for capital cost recovery, the Attorney General’s recommended all-in capital tracker
would require annual review of all capital investments, which may be unduly burdensome and
difficult to complete in a timely manner.

As discussed in Section IV.D. below, the Department has approved a variety of
PBR-specific metrics to measure the Company’s performance and the full range of benefits that
will accrue under the PBR plan with the goal of assuring customers and stakeholders that
standards of service are maintained or improved, and that meeting clean energy goals are
advanced during the PBR term. As such, we are satisfied that the Company’s proposed PBR
plans are not overly focused on cost recovery. Below, the Department addresses the specific

components of the PBR plans and whether the proposed PBR mechanisms appropriately balance
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ratepayer and shareholder risk, are in the public interest, and will result in just and reasonable
rates.

5. PBR Plan Components

a. PBR Plan Term

The Company proposes a five-year PBR term for both its electric and gas division
(Exhs. Unitil-RBH-1, at 31 (electric); Unitil-DJH-1, at 26 (gas); proposed M.D.P.U. No. 408,
§ 2.0 (electric); proposed M.D.P.U. No. 274, § 2.0 (gas)). The five-year PBR term would
commence on July 1, 2024, and expire on June 30, 2029, during which there would be four
annual PBR mechanism adjustments, taking effect each July 1, beginning in 2025
(Exhs. Unitil-RBH-1, at 6 (electric); proposed M.D.P.U. No. 408, § 2.0 (electric); Unitil-DJH-1,
at 6 (gas); proposed M.D.P.U. No. 274, § 2.0 (gas)). In conjunction with the PBR term, the
Company proposed for both its electric and gas division a stay-out provision whereby the
Company may not file a base distribution rate case during the PBR term if it would result in new
base distribution rates going into effect earlier than July 1, 2029, subject to the proposed
reopener provision (proposed M.D.P.U. No. 408, § 2.0 (electric); M.D.P.U. No. 274, § 2.0 (gas)).
The Department has found that a well-designed PBR plan 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. 96-5 (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. 19-120, at 63; D.P.U. 18-150, at 53; D.P.U. 17-05,

at 402; D.P.U. 96-50 (Phase I) at 320; D.P.U. 94-158, at 64.
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Previous PBR plans approved by the Department have had terms of five and ten years.
See, e.g., D.P.U. 22-22, at 54 (five years, with a possible five-year extension); D.P.U. 20-120,
at 72 (five years); D.P.U. 19-120, at 65 (ten years); D.P.U. 18-150, at 56 (five years);

D.P.U. 17-05, at 404 (five years); D.T.E 05-27, at 399 (ten years); D.T.E. 03-40, at 495-496
(ten years); D.T.E. 01-56, at 10 (ten years); D.P.U. 96-50 (Phase I) at 320 (five years).

As noted above, the Company intends to undertake substantial capital investments over
the next five-year period to meet the Commonwealth’s clean energy transition goals of increased
electrification and decarbonization, as well as to maintain safe and reliable service
(Exhs. Unitil-RBH-1, at 27 (electric); Unitil-KSTB-1, at 30-33 (electric); Unitil-KTSB-13
(electric); Unitil-KSTBCL-1, at 26-29 (gas); Unitil-KSTBCL-13 (gas); Unitil-MK-1, at 61).
Based on the specific circumstances presented in this case, the Department concludes that a
five-year PBR term will allow for the resources and flexibility necessary for the Company to
adjust its operations and investments efficiently and, in turn, best ensures ratepayer benefits of
increased operational efficiencies and improved service, and the opportunity for avoided
administrative costs. The Department therefore approves a PBR plan term of five years for both
Unitil’s electric and gas divisions. In addition, a stay-out provision provides the important
benefit to ratepayers of ensuring strong incentives for cost containment under the PBR.

D.P.U. 22-22, at 55; D.P.U. 19-120, at 65; D.P.U. 18-150, at 55; D.P.U. 17-05, at 403.
Accordingly, the Department adopts a stay-out provision in conjunction with the five-year term.

We address the reopener provision in Section III.D.5.g. below.
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b. Revenue Cap

For the electric division’s PBR mechanism, Unitil proposes to use a general total revenue
cap based on the [-X formula and also accounting for the Z factor, the K-bar, and the ESM
(Exh. Unitil-NAC-1, at 33)."> For the gas division, the Company proposes a similar cap, but
with two differences: (1) there is no K-bar provision; and (2) the proposed revenue cap contains
a decoupling mechanism that allows for revenue growth associated with new customers, making
it a revenue-per-customer cap (Exh. Unitil-NAC-1, at 34).

The Department approves the revenue cap formula, as proposed for the electric division
PBR mechanism. In Section XIIL.I.2. below, the Department determined that for its gas division,
the Company must transition to a revenue decoupling mechanism (“RDM”) based on total

revenues, rather than a revenue-per-customer approach. Accordingly, the Department directs the

15 The formula is as follows:

Revenue; = (Revenuer; * (1 + It — X - CD)) + Z; + K¢ + ESM;

Where Revenue; represents a given year’s allowed revenues; Revenuey.; represents the
prior year’s allowed revenues; It is the measure of inflation in the given year; X is the
productivity factor; K¢ is the K-bar mechanism in the given year; CD is the consumer
dividend; Z: is the exogenous cost mechanism; and ESM is the earnings sharing
mechanism.

16 The formula is as follows:

Revenue; / Customer; = (Revenuey.; / Customer * (1 + I; — X - CD)) + Z¢ + ESM;

Where Revenue; represents a given year’s allowed revenues; Revenue.; represents the
prior year’s allowed revenues; Customer; represents the number of customers in the given
year; Customert.; represents the number of customers in the prior year; I; is the measure
of inflation in the given year; X is the productivity factor; CD is the consumer dividend;
Z: is the exogenous cost mechanism; and ESM; is the earnings sharing mechanism.
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Company to modify the gas division’s revenue cap formula consistent with the findings in this
Order to the following form:

Revenue; = (Revenuer; * (1 +1;— X - CD)) + Z; + ESM;
Where Revenue; represents a given year’s allowed revenues; Revenue.; represents the prior
year’s allowed revenues; I; is the measure of inflation in the given year; X is the productivity
factor; CD is the consumer dividend; Z; is the exogenous cost mechanism; and ESM; is the
earnings sharing mechanism.

c. Productivity Offset

As noted above, the Company proposed for its electric and gas divisions an X factor of
zero percent (Exh. Unitil-NAC-1, at 43, 67-68; proposed M.D.P.U. No. 408, § 2.0 (electric);
M.D.P.U. No. 274, § 2.0 (gas)). The Department acknowledges the Attorney General’s concerns
with respect to the Company’s reliance on the TFP studies submitted in D.P.U. 22-22 and
D.P.U. 20-120 (Exh. AG-DED-1, at 29-33; Attorney General Brief at 10-11; Attorney General
Reply Brief at 7-8). We recognize that TFP analyses frequently change from year to year, which
suggests that using the most recent range of data is more appropriate and would allow us to
verify the Company’s claim that the X factor calculates to -1.45 for the electric division
and -1.30 for the gas division (Exh. Unitil-NAC-1, at 35-36). In this instance, however, the
Department finds that the Company’s reliance on the TFP studies submitted in D.P.U. 22-22 and
D.P.U. 20-120 do not warrant a rejection of the Company’s PBR proposals. Despite Unitil’s
claims regarding the validity of the TFP studies, the Company voluntarily set the X factors to
zero, consistent with NSTAR Electric’s proposal in D.P.U. 22-22, to be implemented in

conjunction with the K-bar adjustment (Exh. Unitil-NAC-1, at 43).
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The Department finds that the Company’s proposed X factors of zero are appropriate,
particularly when considering the other changes and modifications to the PBR plans approved
herein. D.P.U. 22-22, at 57. As such, we approve X factors of zero. Should the Company
propose to continue a PBR plan in each of its next base distribution rate cases, the Department
directs the Company to use TFP studies that employ the most recent 15 years of data available,
as continued reliance on the TFP studies submitted in D.P.U. 22-22 and D.P.U. 20-120 (or TFP
studies submitted in other utilities’ rate proceedings) would be inappropriate.

d. Inflation Index

In D.P.U. 94-50, at 141, the Department found that the GDP-PI is the most accurate and
relevant measure of output price changes for the bundle of goods and services the TFP growth
for which is measured by the Bureau of Labor Statistics. In addition, the Department found that
GDP-Pl is: (1) readily available; (2) more stable than other inflation measures; and
(3) maintained on a timely basis. D.P.U. 94-50, at 141. In the instant proceeding, no party
disputes that the GDP-PI is an appropriate measure for inflation in a revenue cap PBR formula.
The Department finds that the Company’s use of GDP-PI as an inflation index in the PBR
formula is reasonable and, therefore, we approve its use.

As described above, the Company has proposed to include an inflation cap of five percent
in the revenue cap formula for both its electric and gas divisions, meaning that even if inflation
rises above five percent, the Company will set the inflation component of the PBR formula at
five percent (proposed M.D.P.U. No. 408, § 6.0 (electric); proposed M.D.P.U. No. 274, § 6.0

(gas)). The parties did not raise any objections to the proposed inflation cap. Accordingly, the
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Department approves the Company’s proposed inflation index using GDP-PI and an inflation cap
of five percent.

The Company also proposed an inflation floor of zero so that a negative PBR adjustment
would not occur (proposed M.D.P.U. No. 408, § 6.0 (electric); proposed M.D.P.U. No. 274,
§ 6.0 (gas)). The Department finds that an inflation floor of zero, to correspond with the
approved X factor, is a reasonable component of the PBR mechanisms for the Company’s
electric and gas divisions, particularly when coupled with the inflation index cap approved
above. Accordingly, the Department approves an inflation floor of zero for the Company’s
electric and gas divisions.

e. Consumer Dividend

The consumer dividend is intended to reflect expected future productivity because of the
move from cost-of-service ratemaking 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
share these productivity gains with ratepayers (Exhs. Unitil-NAC-1, at 71, Unitil-RBH-1, at 25
(electric); Unitil-DJH-1, at 21 (gas)). The Department has found that a consumer dividend
represents an explicit, tangible ratepayer benefit. D.P.U. 22-22, at 59; D.P.U. 20-120, at 83;
D.P.U. 19-120, at 86; D.P.U. 18-150, at 60-61; D.P.U. 17-05, at 395.

As discussed above, the Company proposed to include a consumer dividend of zero basis
points but argues that the X factor set to zero combined with the stretch created by the growth in
customer base creates an “implicit” consumer dividend of up to 195 basis points for the electric
division and 130 basis points for the gas division (Exhs. Unitil-RBH-1, at 25-26 (electric);

Unitil-DJH-1, at 21-22 (gas); Unitil-NAC-1, at 53; DPU 13-8 (electric); DPU 13-13 (electric)).
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The Department is not persuaded by the Company’s position. First, we are unable to discern
from the TFP studies, which as noted do not provide updated data, the accuracy of the
Company’s calculations. Second, the Department has never approved an explicit consumer
dividend of zero, having routinely found a consumer dividend to be an explicit, tangible
ratepayer benefit. See, e.g., D.P.U. 22-22, at 59; D.P.U. 20-120, at 83; D.P.U. 19-120, at 86;
D.P.U. 18-150, at 60-61; D.P.U. 17-05, at 395.!7 Third, the Company acknowledges that a
utility implementing a PBR plan for the first time will have a greater potential for incremental
performance gains than a utility already operating on such a plan (Exhs. DPU 13-13 (electric);
DPU 11-10 (gas)). Fourth, the unit cost and econometrics benchmarking studies demonstrate
that the Company’s cost performance is below average, and the Department has found that
average and below average cost performers, and even utilities where future productivity gains
may be lower than expected, should adopt consumer dividends above zero (Exhs. Unitil-NAC-1,
at 56-59; AG-DED-1, at 36-40; AG-DED-3, Schs. 3-6; AG 7-52 (electric); AG 7-53 (electric);
AG 7-54 (electric); AG 7-55 (gas); AG 7-56 (gas); AG 7-57 (gas)). D.P.U. 20-120, at 92-93;
D.P.U. 18-150, at 61-62; D.P.U. 17-05, at 394-395; D.P.U. 03-40, at 485. Fifth, the Company
acknowledges that a consumer dividend reflects future expected productivity or cost efficiency
gains, and the Department expects that the PBR plans approved in this proceeding will lead to

such gains (Exhs. Unitil-RBH-1, at 25 (electric); Unitil-DJH-1, at 21 (gas)).'®

17 In D.P.U. 19-120, at 85-86, the Department rejected Boston Gas’ decision to not apply a
consumer dividend (i.e., effectively a zero percent consumer dividend) and instead set a
consumer divided of 0.15 percent.

18 The Department also notes that Unitil has referred to the PBR plan approved in

D.P.U. 22-22 as justification for several of the Company’s proposals in the instant
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Based on the above considerations, the Department finds that it is necessary to approve
an explicit consumer dividend for the Company’s electric and gas divisions, consistent with our
precedent. Given the other components of the PBR mechanisms approved in this proceeding, the
Department concludes that a consumer dividend of 25 basis points represents an appropriate
explicit, tangible ratepayer benefit. D.P.U. 22-22, at 59; D.P.U. 20-120, at 83; D.P.U. 19-120,
at 86; D.P.U. 18-150, at 60-61; D.P.U. 17-05, at 395. Further, we find that it is reasonable and
appropriate for the consumer dividend to apply when inflation exceeds two percent.

f. K-bar Adjustment

As noted above, the Company proposes a K-bar adjustment that would allow additional
revenues to be collected through the PBR adjustments, beginning July 1, 2025, to provide
funding for capital investments for its electric division (Exh. Unitil-NAC-1, at 44; proposed
M.D.P.U. No. 408, § 8.0 (electric)). The Department recognizes that, during the PBR term,
Unitil will require flexibility to address the evolving energy and climate policies governing
EDCs, as well as to maintain aging infrastructure and enhance resilience to address the impacts
of climate change. To address these issues and keep pace with the Commonwealth’s growing
electrification needs and ambitious climate targets, the Company likely will need significant

capital investments to develop a dynamic and modern distribution network. The Department

proceeding (see, e.g., Exhs. Unitil-RBH-1, at 21-22 (electric); Unitil-MK-1, at 6-7, 64,
66; Unitil-NAC-1, at 28-31, 35-36, 43; Unitil-MK-Rebuttal at 3-4). NSTAR Electric
voluntarily set its consumer dividend to 25 basis points as part of a compromise due to
the expected cost-recovery potential of the K-bar mechanism. D.P.U. 22-22, at 59. As
noted below, the Department approves the Company’s K-bar component in this
proceeding, and an explicit consumer dividend will ensure that some benefits of the
K-bar-oriented PBR plan for the electric division are returned to ratepayers.
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anticipates that Unitil may identify several capital projects to achieve these objectives during the
development of its ESMP pursuant to G.L. c. 164, § 92B. The Department recognizes that
required investments will go beyond the Company’s grid modernization proposals approved in

Second Grid Modernization Plans, D.P.U. 21-80-B/D.P.U. 21-81-B/D.P.U. 21-82-B (2022)

(“Second Grid Modernization”). The Department also finds that any capital investment program
must encourage prudent investments while maintaining efficiencies and appropriate cost control
measures. Further, while capital spending will be critical to achieve the Commonwealth’s
growing electrification needs and ambitious climate targets, a multi-year rate plan should have
reasonable and predictable rate impacts for distribution customers, especially given the volatility
of deregulated energy supply. Based on these considerations, the Department finds that the
K-bar approach will provide sufficient funds to improve the resiliency and maintain the safety
and reliability of the distribution system while maintaining efficient and appropriate cost
controls. Therefore, the Department approves the incorporation of the K-bar in the Company’s
electric division PBR mechanism.

The Department has reviewed both a fixed historical average and annual rolling-average
K-bar approach (Exhs. AG-DED-1, at 44; AG-DED-3, Sch. 7; Unitil-4 (2/1/24) (ESMP
Excluded) (electric); Unitil-5 (ESMP Included) (electric); DOER 2-10, Att.(electric);
RR-DPU-24, Att.). The Department finds that implementing a rolling-average K-bar balances
providing a reasonable level of funding for capital improvements while protecting ratepayers
from rate increases that have no corresponding benefits. A fixed historical average-based K-bar,
on the other hand, would provide the Company with a predictable level of funding each year of

the PBR term, but it would be unrelated to the Company’s actual capital investments. While the



D.P.U. 23-80 Page 45
D.P.U. 23-81

Department fully expects that Unitil will pursue system improvements annually, we
acknowledge that large-scale capital projects may be difficult to forecast (Exh. Unitil-MK-1,
at 4).

Further, historically, ratepayers have been financially protected from delays in capital
spending due to regulatory lag. Distribution companies generally may not recover costs
associated with capital improvements until after the Department completes a prudency review
and determines that the capital investments are used and useful to customers. D.P.U. 20-120,
at 155; D.P.U. 19-120, at 161-162; D.P.U. 17-05, at 85. The Department is concerned that using
a fixed historical average to determine the increase in capital costs could expose customers to
rate increases with no corresponding benefit if the Company fails to place projects into service in
a timely manner. Thus, as we evaluate the design of the K-bar, the Department is mindful of
balancing the Company’s capital needs with the important consideration of the level of annual
rate adjustments for customers. Based on these considerations, we find that the annual
rolling-average K-bar provides an appropriate incentive for the Company to undertake necessary
capital projects to meet its system needs and to adequately address relevant environmental and
equity issues, as well as provides the flexibility required to adjust to project cost changes and to
complete projects in a timely manner (Exhs. Unitil-RBH-1, at 19-20 (electric); Unitil-CGDN-1,
at 72 (electric); Unitil-NAC-1, at 46-47; Unitil-MK-1, at 55-56).

Further, while the Department finds that an annual rolling-average K-bar provides
ratepayers protection from annual rate increases without associated capital investments, the
Department also finds it reasonable and appropriate to protect customers from substantial rate

increases in the event that the Company makes significant capital investments in a single year
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without a full prudency review. To address this concern, Unitil has proposed to limit the amount
of capital improvements that may be included in the annual K-bar adjustment. Specifically, the
Company proposes an annual capital spending constraint of ten percent from the Forecasted
Budget (Exh. AG 1-18, Att. 1; proposed M.D.P.U. No. 408, § 8.0 (electric)). The Department
approves the Company’s proposed ten percent of forecasted annual capital spending cap on
K-bar net plant additions.

Beginning with the annual PBR adjustment effective July 1, 2025, the Company’s actual
capital costs for the calendar year prior to the year of the annual PBR plan filing (calendar year
2024 investments for rates effective July 1, 2025), shall be allowed for inclusion in the
calculation of the K-bar average capital cost to the extent that the actual capital costs do not
exceed the Forecasted Budget by more than ten percent, with no prudence review necessary at
that time. Rate base included in the revenue requirement approved by the Department in this
proceeding shall also be used in the K-bar calculations. The K-bar formula will calculate
revenue support for the Company using the approved rate base associated with capital additions
to determine the annual revenue support available in the respective PBR year. To the extent that
the actual capital costs in the prior year, in aggregate, exceed the Forecasted Budget by more
than ten percent, the K-bar allowance shall be capped at the ten-percent variance from the
Forecasted Budget by excluding the variance from the K-bar calculation (proposed M.D.P.U.
No. 408, § 8.0 (electric)). Projects with the lowest costs will be eligible for inclusion in the
annual K-bar adjustment up to the ten-percent cap. The Department finds that this approach is
fair to the interests of both ratepayers and the Company, is administratively efficient, and will

avoid the burdensome review of an annual capital tracker mechanism.
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In its 2025 PBR annual adjustment filing, the Company shall calculate the K-bar
adjustment for effect July 1, 2025, using the five-year average of actual plant additions placed in
service from 2020 through 2024 ' (Exh. Unitil-4 (2/1/2024); proposed M.D.P.U. No. 408, § 8.0
(electric)). The K-bar adjustment for effect July 1, 2026, will calculate the K-bar using the
five-year average of plant additions placed in service from 2021 through 2025 (proposed
M.D.P.U. No. 408, § 8.0 (electric)). The K-bar adjustment for effect July 1, 2027, will calculate
the K-bar plant additions using the five-year average of plant additions placed in service from
2022 through 2026 (proposed M.D.P.U. No. 408, § 8.0 (electric)). The five-year average will be
updated in the same manner for each subsequent year that the K-bar remains in effect (proposed
M.D.P.U. No. 408, § 8.0 (electric)). For the K-bar calculation, the depreciation rate shall be
calculated by dividing the depreciation expense approved in the instant proceeding by the gross
plant approved in the instant proceeding. The property tax rate shall be the property tax expense
approved in the instant proceeding divided by the net utility plant in service approved in the
instant proceeding. The return on rate base shall be the rate of return as shown in the
division-specific Schedule 4 below.

The Department acknowledges the Company’s arguments regarding ESMP investment
recovery in the context of the PBR plan (Company Brief at 75-78). As noted above, the
Department must issue its Order in D.P.U. 24-12 by August 31, 2024. In that docket, the
Department will address the appropriate recovery mechanism to be used for ESMP investments.

If the Department determines in that docket that Unitil may recover ESMP investment costs

19 In Section V.B.5. below, the Department approves recovery of the Company’s

post-test-year capital additions for the electric and gas divisions.
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through base distribution rates, the Company may include future ESMP investments in the
rolling average K-bar calculation, beginning with ESMP investments placed in service in 2024.
Further, any ESMP investments allowed to be recovered through base distribution rates would
not be subject to the annual capital spending constraint of ten percent from the Forecasted
Budget, so as to not unduly delay the implementation of those investments (Tr. 11,

at 1144-1146). Further, if ESMP investments are to be recovered through base distribution rates,
the Company shall track those investments separately and provide such information to the
Department in the annual PBR adjustment filings, consistent with the filing requirements
discussed in Section II1.D.6. below.

The Department finds that K-bar design approved above will bring several benefits to
customers over the Company’s proposal. First, using a rolling average will reduce the K-bar
revenue if Unitil (electric) does not timely complete and place in-service projects prior to the
next K-bar adjustment. The prospect of less K-bar revenue should incentivize the Company to
complete projects in a timely manner and will limit customer exposure to costs associated only
with projects actually completed. Further, the spending cap will benefit customers by limiting
potential rate increases. Finally, a rolling K-bar is administratively efficient, as it is a formulaic
adjustment.

The Department finds, consistent with D.P.U. 22-22, that the rolling-average K-bar
mechanism will, given prudent management and decision making, provide the Company with
adequate levels of revenue to support the capital investment that will be required in the coming
years, while adhering to PBR principles. D.P.U. 22-22, at 66. With the approval of the K-bar

mechanism, the Department expects a reasonable level of stability in Unitil’s electric division
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capital project spending over the PBR plan term, as opposed to a disproportionate amount of
spending in certain years, such as a proposed test year in the event Unitil files a new base
distribution rate case upon expiration of the PBR plan term. The burden will be on the Company
to manage expenditures and plan accordingly to keep pace with capital investment while
developing and building a distribution network capable of supporting the Commonwealth’s
decarbonization goals. As part of its annual PBR filings, Unitil shall file a forecast of the capital
projects planned to go into service in the subsequent year, and the associated costs of those
projects, for informational purposes. Additionally, Unitil will file the actual distribution plant
additions for the year prior to the annual PBR filing that will be the basis of the K-bar net plant
additions. For example, in its 2025 annual PBR filing, Unitil shall file its forecasted 2026
planned capital projects expected to be in service. Then, in its 2026 annual PBR filing, Unitil
will make an informational filing of its actual 2025 capital additions placed in service by the end
of the first quarter of 2026. These informational filings will assist the Department and
stakeholders to monitor Unitil’s (electric) progress on achieving the Commonwealth’s 2050
climate targets, as well as increase transparency to stakeholders, provide a measure of
accountability in the Company’s decision making, and provide a check on the accuracy of the
Company’s projected capital spending.

g. ESM and Reopener Provision

For both its electric and gas divisions, the Company proposes an asymmetrical ESM that
would trigger a sharing with customers on a 75/25 percent basis (75 percent to customers and
25 percent to the Company) where the computed distribution ROE exceeds 100 basis points

above the ROE authorized in this proceeding (Exhs. Unitil-RBH-1, at 28-29 (electric);
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Unitil-DJH-1, at 23 (gas); Unitil-NAC-1, at 48-50). The Company proposes that for any year in
which the ROE is above or below the bandwidth, the percentage of earnings that is to be shared
with customers would be credited to customers in the succeeding year and that the impact of this
prior year adjustment would be excluded from the calculation of the subsequent year's sharing
(Tr. 5, at 482-483).

The Department has found that ESMs may be integral components of incentive regulation
plans, as they 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 &
n.116. An ESM offers 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. 18-150, at 70;

D.P.U. 17-05, at 400; Western Massachusetts Electric Company, D.P.U. 10-70, at 8 n.3 (2011);

D.T.E. 05-27, at 404-405. For this reason, the Department finds that there is a significant benefit
to implementing an ESM as part of the PBR mechanism approved in this case.

The Company developed the proposed ESM in alignment with recent Department
precedent (Exhs. Unitil-RBH-1, at 28 (electric); Unitil-DJH-1, at 23 (gas)). The Department has
traditionally found that a PBR term of five years warrants an asymmetrical ESM with upside
sharing with customers but no downside adjustments. D.P.U. 18-150, at 70-71; D.P.U. 17-05,
at 400-401. Further, the Department has approved ESMs with deadbands of 100 basis points or
greater. D.P.U. 22-22, at 70; D.P.U. 19-120, at 89; D.P.U. 18-150, at 71-72; D.P.U. 17-05,
at 401; D.T.E. 05-27, at 405; D.T.E. 03-40, at 500; D.P.U. 96-50 (Phase I) at 326.

In this Order, the Department has approved a PBR plan term of five years for Unitil’s

electric and gas operating divisions. As such, we find it appropriate to approve an asymmetrical
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ESM with no downward adjustment. Specifically, the ESM will have a deadband of 100 basis
points above the Company’s authorized ROE. If the Company’s actual ROE exceeds the
authorized ROE by more than 100 basis points, the earnings above the deadband will be shared
75 percent with customers and 25 percent with the Company.

The Company’s reopener provision would allow the Company to petition the Department
to revisit the PBR plans if the Company’s earned ROE falls to or below 6.50 percent in any one
year, or 7.00 percent for two consecutive years (Exhs. Unitil-RBH-1, at 29 (electric);
Unitil-DJH-1, at 23 (gas); Unitil-MK-1, at 68-69). The Department previously rejected a form of
a reopener in for NSTAR Electric. D.P.U. 22-22, at 67-68. The Department finds that the
Company’s stay-out provision would be essentially meaningless with the inclusion of a reopener
and would blunt the incentives for cost-control that are supposed to be fostered under a PBR
plan. Accordingly, the Department rejects the Company’s proposed reopener provision for both
its electric and gas divisions.

h. Exogenous Cost Factor

As noted above, the Company proposed to include in the PBR adjustment formula for its
electric and gas divisions an exogenous cost provision, i.e., Z factor (Exh. Unitil-NAC-1,
at 47-48; proposed M.D.P.U. No. 408, § 9 (electric); proposed M.D.P.U. No. 274, § 9 (gas)).
The Company proposed that to be eligible for exogenous cost recovery the cost change must:
(1) be beyond the Company’s control; (2) arise from a change in accounting requirements or
regulatory, judicial, or legislative directives or enactments; (3) be unique to the electric (or
natural gas) distribution industry as opposed to the general economy; and (4) meet a threshold of

“significance” for qualification (Exh. Unitil-NAC-1, at 47-48; proposed M.D.P.U. No. 408, § 9
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(electric); proposed M.D.P.U. No. 274, § 9 (gas)). The Company proposed the significance
threshold for exogenous costs to be set at $110,000 for the electric division and $60,000 for the
gas division in 2024 and adjusted annually by the change in GDP-PI (Exh. Unitil-NAC-1, at 48;
proposed M.D.P.U. No. 408, § 9 (electric); proposed M.D.P.U. No. 274, § 9 (gas)).

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, where the company
was subject to a stay-out provision, these costs 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. The Company proposed to adopt a definition of exogenous costs that is
consistent with the definition adopted by the Department in D.P.U. 94-50 (Exh. Unitil-NAC-1,

at 47-48; proposed M.D.P.U. No. 408, §§ 3-4 (electric); proposed M.D.P.U. No. 274, § 1 (gas)).
Accordingly, the Department finds that the Company’s proposed definition of exogenous costs in
this instance is appropriate.

As noted above, the Company proposed an exogenous cost significance threshold of
$110,000 for the electric division and $60,000 for the gas division for each individual event for

the first PBR year ending June 30, 2025, subject to annual adjustments thereafter based on
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changes in GDP-PI (Exh. Unitil-NAC-1, at 48; proposed M.D.P.U. No. 408, § 9 (electric);
proposed M.D.P.U. No. 274, § 9 (gas)). 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. 22-22, at 73; D.P.U. 20-120, at 97; D.P.U. 19-120,
at 93-94; D.P.U. 18-150, at 66-67; D.P.U. 17-05, at 397; D.T.E. 03-40, at 491; D.T.E. 01-56,

at 22-46; D.P.U. 96-50 (Phase I) at 293. Consistent with our precedent and facts of this case, the
Department finds that $110,000 for the electric division and $60,000 for the gas division is a
reasonable exogenous cost significance threshold for the Company, which has total operating
revenues of $88,963,526 and $47,823,978, respectively, and is implementing for each division a
multi-year PBR plan with the overall design approved herein (Exhs. Unitil-NAC-1, at 48;

AG 1-2, Att. 6.04, at 98 (electric); AG 1-2, Att. 7.04, at 41 (gas); proposed M.D.P.U. No. 408,

§ 9 (electric); proposed M.D.P.U. No. 274, § 9 (gas)).

In addition, the Company has proposed, and we have allowed, that the exogenous cost
significance threshold be subject to annual adjustments based on changes in GDP-PI as measured
by the U.S. Bureau of Economic Analysis (Exh. Unitil-NAC-1, at 48; proposed M.D.P.U.

No. 408, § 9 (electric); proposed M.D.P.U. No. 274, § 9 (gas)). The Department is satisfied that
this proposal appropriately considers the effects that inflation will have on the threshold in the
later years of the PBR term. D.P.U. 22-22, at 74; D.P.U. 19-120, at 94; D.P.U. 18-150, at 67;

D.P.U. 17-05, at 398; D.T.E. 01-56, at 11-14; Eastern Enterprises/Colonial Gas Company,

D.P.U. 98-128, at 56-57 (1999). Accordingly, we set the Company’s threshold for exogenous

cost recovery at $110,000 for the electric division and $60,000 for the gas division, for each
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individual event in the first PBR year, ending June 30, 2025, subject to annual adjustments
thereafter based on changes in GDP-PI as used in the PBR mechanism.
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. Boston Edison Company, D.T.E. 99-19, at 25 (1999); 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 exogenous cost bears the burden of demonstrating the propriety of the exogenous
cost and that the proposed exogenous cost change is not otherwise reflected in the GDP-PL
D.P.U. 96-50 (Phase I) at 292-293; D.P.U. 94-50, at 171. For these reasons, the Department
does not prejudge the qualification of any future events as exogenous costs and will consider
each proposal for recovery of exogenous costs on a case-by-case basis. At the time that it seeks
exogenous cost recovery, the Company must demonstrate that the event meets both the definition
and threshold for exogenous costs approved herein.

1. PBR Adjusted Revenues

The Department has found it suitable to modify PBR plans or simplified incentive plans

to exclude adjustments for certain types of costs. See, e.g., NSTAR Electric Company,

D.P.U. 23-92, Exhs. ES-ANB/DJB at 14; ES-ANB/DJB-1, at 3 (2023) (removing solar
expansion program costs and certain storm fund costs from PBR adjustment); D.P.U. 22-22,
at 76-77 (solar expansion program costs to be removed from PBR adjustment); D.P.U. 18-150,

at 73 (excluding solar facility costs from PBR adjustment); NSTAR Electric Company,

D.P.U. 18-101, Exhs. NSTAR-DPH at 18; NSTAR-DPH-1, at 1 (2018) (certain storm costs

excluded from PBR adjustment); D.P.U. 17-05, at 392 (removal of certain grid modernization
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investments); NSTAR FElectric Company and NSTAR Gas Company,

D.P.U. 08-56/D.P.U. 09-96, at 18-19 (2010) (removal of certain pension and post-retirement
benefits other than pension (“PBOP”) costs).

In Section XIII.D.2. below, the Department approves the transfer of costs from the
Company’s Solar Cost Adjustment (“SCA”) tariff into base distribution rates. As explained in
further detail in Section XIII.D. below, the SCA tariff recovers costs and credits revenues to
customers associated with the Company’s operation of a solar facility at Sawyer Passway in the
City of Fitchburg (“Sawyer Passway Project”). The Department finds that it is appropriate to
remove these costs from the PBR mechanism adjustment calculation and maintain the revenues
associated with the solar facility at the level approved in this proceeding until the Company’s
next base distribution rate case. The Sawyer Passway project represents power generation costs,
rather than distribution costs. Further, the costs associated with the Sawyer Passway project fall
outside the Company’s regular operations of safely and reliably delivering electricity to
customers. Accordingly, even if the Company does not replace these assets when they retire, it
could perversely continue to collect a revenue target that increases annually by the PBR
mechanism. The Department, therefore, directs the Company to revise the definition of PBR
revenue to exclude the costs of the Sawyer Passway project.

Further, the Company’s proposed PBR tariff for its electric division notes that the “Major
Storm Reserve Fund Contribution and the Storm Resiliency Program Funding” shall be excluded
from the PBR revenue requirement (proposed M.D.P.U. No. 408, § 4.0(2) (electric)). As
explained in further detail in Section IX. below, the Company’s major storm reserve fund

(“storm fund”) contribution includes the annual storm fund contribution and the annual O&M
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expense for storm events collected through base distribution rates (proposed M.D.P.U. No. 408,
§ 4.0(23) (electric)). Based on its initial proposals in this proceeding, the Company proposed to
annually exclude from the PBR revenue requirement $416,000 in storm fund contribution
(proposed M.D.P.U. No. 408, § 4.0(23) (electric)). The Department finds it appropriate to
exclude the storm fund contribution from the PBR revenue requirement. In Sections IX.D.3.b. &
IX.D.3.c. below, however, the Department approves a total storm fund contribution of $383,000
annually.?® Therefore, the Company shall revise its PBR tariff to reflect the adjusted storm fund
contribution.

As set forth in further detail in Section VIII.C. below, Unitil’s Storm Resiliency Program
(“SRP”) funding is an annual amount recovered through base distribution rates associated with

the Company’s storm resiliency pilot approved in Fitchburg Gas and Electric Light Company,

D.P.U. 13-90 (2014). The current annual amount is $501,445. D.P.U. 13-90, at 21. Based on its
initial proposals in this proceeding, the Company proposed to annually exclude from the PBR
revenue requirement $666,096 in SRP funding, which the Department approves in

Section VIII.C.4. below (proposed M.D.P.U. No. 408, § 4.0 (31) (electric)). The Department,
however, denies the Company’s proposal to annually reconcile SRP costs. Thus, unlike the
storm fund mechanism, the Company will be unable to seek recovery of storm resiliency costs
above the representative level in base distribution rates. Given this decision, we find that the
SRP funding should not be excluded from the PBR revenue requirement, and we direct the

Company to revise its PBR tariff accordingly.

20 The $383,000 comprises $267,000 in annual storm fund contribution and $116,000 in
annual O&M expense.
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6. Conclusion

In the sections above, the Department has reviewed the Company’s PBR plan proposals.
We conclude that the proposed PBR plans, as modified above, are likely to advance the
Commonwealth’s important climate objectives, and to promote the Department’s goals of safe,
secure, reliable, equitable, and least-cost service and economic efficiency, cost control, lower
rates, and reduced administrative burden in regulation. See, e.g., 2021 Climate Act; Green
Communities Act; An Act Establishing the Global Warming Solutions Act, St. 2008, c. 298; 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); G.L. c. 25,

§ 1A.

In addition, we conclude that the PBR plans, as approved, will provide the Company 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 is
convinced that the PBR plans, as approved, better satisfy our public policy goals and statutory
obligations, including promotion of a safe and reliable electric distribution system, and of the
Commonwealth’s clean energy mandates and goals.

With the modifications required herein, the Department finds that the PBR plans
appropriately balance ratepayer and shareholder risk, are in the public interest, and will result in
just and reasonable rates pursuant to G.L. c. 164, § 94. Accordingly, the Department approves

the PBR plans for the Company’s electric and gas divisions, subject to the modifications above.
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The Company, in its compliance filing, shall submit revised PBR plan tariffs for the electric and
gas divisions consistent with the findings in this Order.

Further, the Company shall submit annual PBR adjustment filings for the electric and gas
divisions, including all information and supporting schedules necessary for the Department to
review the proposed PBR adjustments 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, and an earnings sharing calculation for the
year, two years prior to the rate adjustment. In addition, the Company shall file revised summary
rate tables reflecting the impact of applying the base distribution rate changes provided in the
PBR adjustment filing.

Unitil proposed to submit its annual PBR adjustment filings on or before March 15 for its
electric division and on or before May 15 for its gas division, for rates effective July 1. The
Department has previously determined that a minimum of three months is needed to provide the
Department and intervenors an opportunity to determine the appropriateness of PBR and other

similar filings. Eversource Gas Company of Massachusetts, D.P.U. 22-122, at 11 n.6 (2022);

NSTAR Gas Company, D.P.U. 22-121, at 16 n.14 (2022). Thus, we direct the Company to

submit its annual PBR adjustment filings for both the electric and gas division on or before
March 1 of each year, commencing in 2025 and continuing for the five-year term of the PBR.
Consistent with our findings above, the PBRs shall continue in effect for a total of

five consecutive years starting July 1, 2024, with the last adjustments taking effect on July 1,

2029, subject to the findings set forth above.
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IV.  PBR SCORECARD METRICS

A. Introduction

The Company proposes a suite of scorecard metrics for its electric and gas divisions,
organized into the following high-level categories: (1) customer satisfaction and engagement
(electric and gas divisions); (2) peak demand reduction (electric division); (3) safety and
reliability (gas division); (4) climate transition and greenhouse gas (“GHG”) emissions reduction
(electric and gas divisions); and (5) emissions reductions (gas division) (Exhs. Unitil-RBH-1,
at 29-30 (electric); Unitil-ESMP-1, at 7-10 (Rev.) (electric); Unitil-ESMP-Rebuttal at 17-18
(electric); Unitil-DJH-1, at 24-25 (gas); Unitil-GSMP-1, at 6-9 (gas); Unitil-MK-1, at 8).2!

The Company states that its proposed scorecard metrics are aligned with the
Department’s policy objectives of improving customer service, safety and reliability, reducing
system peak demand, and strategic planning for climate adaptation, and that the metrics will
allow the Department and stakeholders to track the benefits that accrue over the PBR term
(Exhs. Unitil-ESMP-1, at 8 (Rev.) (electric); Unitil-RBH-1, at 29-30 (electric);
Unitil-ESMP-Rebuttal at 7; 21-23; 29 (electric); Unitil-DJH-1, at 24 (gas); Unitil-GSMP-1, at 28

(gas); Unitil-GSMP-Rebuttal at 7; Unitil-MK-1, at 8).

21 In response to the Attorney General’s recommendation, the Company proposed an

additional metric to track termination of service to low-income customers for its electric
division (Exhs. Unitil-ESMP-Rebuttal at 4, 17-18 & n.5 (electric); AG-DED-1, at 58).
Unitil did not propose the same metric for the gas division because the Company does not
have census-level data for gas customers (Exh. DPU 43-8 (gas)).
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B. Proposed Scorecard Metrics
1. Customer Satisfaction and Engagement Metrics (Electric and Gas
Divisions)
a. Introduction

For its electric and gas divisions, Unitil proposes a suite of metrics addressing customer
satisfaction and engagement (Exhs. Unitil-ESMP-1, at 9, 10-19 (Rev.) (electric); Unitil-GSMP-1,
at 8, 19-28 (gas)). As discussed below, most of these metrics apply to both the Company’s
electric and gas divisions, while a few are division-specific. Additionally, in response to a
recommendation by the Attorney General, Unitil proposes to include a scorecard metric to track
termination of electric service to low-income customers (Exh. Unitil-ESMP-Rebuttal at 17
(electric)).

Additionally, the Company is in the process of implementing a large information
technology initiative called “Project Phoenix” (Exhs. Unitil-ESMP-1, at 13 (Rev.) (electric);
Unitil-GSMP-1, at 23 (gas)). The Company states the project includes an upgraded web portal
that is designed, among other things, to provide a more robust customer experience through new
customer information system functionality along with an enhanced payment platform
(Exhs. Unitil-ESMP-1, at 13 (Rev.) (electric); Unitil-GSMP-1, at 23 (gas)). The Company
expects Project Phoenix to be complete by July 1, 2024 (Exhs. DPU 28-10 (electric); DPU 23-3
(gas)). As discussed below, various aspects of the Company’s proposed metrics depend on
completing Project Phoenix (Exhs. Unitil-ESMP-1, at 14-15 (Rev.) (electric); Unitil-GSMP-1,

at 22-23 (gas)).
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b. Customer Satisfaction with Customer Service Metric (Electric and

Gas Divisions)

Unitil’s proposed customer satisfaction with customer service metric is based on a survey

conducted by the Company’s cloud-based phone system and applies to electric and gas
customers (Exhs. Unitil-ESMP-1, at 12-13 (Rev.) (electric); DPU 52-2 (electric);
Unitil-GSMP-1, at 21-22 (gas); DPU 40-1 (gas)). All customers who elect to speak to a
customer service representative by phone are provided with the option to take the survey at the
end of their call (Exhs. DPU 32-5 (electric); DPU 27-3 (gas)). During the survey, the customer
is asked six questions about overall call satisfaction: (1) the overall experience with the call;
(2) the courtesy demonstrated by the customer service representative; (3) the quality of the
response of the customer service department; (4) the level of effort put forth by the agent in
assisting the customer; (5) the knowledgeability of the customer service representative; and

(6) whether the customer needed to contact the Company more than once to resolve the issue
(Exhs. DPU 32-5 (electric); DPU 27-3 (gas)). The customer is asked to respond to these
questions on a scale from one to seven where seven describes the highest level of satisfaction,
and the percentage of responses with a rating of five to seven are categorized as “satisfied”
(Exhs. Unitil-ESMP-1, at 12 (Rev.) (electric); DPU 32-5 (electric); Unitil-GSMP-1, at 21-22
(gas); DPU 27-3 (gas)). The Company’s current three-year average is 89 percent of callers
qualifying as “satisfied” (Exhs. Unitil-ESMP-1, at 12 (Rev.) (electric); Unitil-GSMP-1, at 22
(gas)). The Company proposes to alter the scale in 2024 so that satisfaction is ranked from zero
to ten, and the percentage of responses with a rating of six to ten are categorized as “satisfied”
(Exhs. Unitil-ESMP-1, at 12 (Rev.) (electric); DPU 32-5 (electric); Unitil-GSMP-1, at 22 (gas);

DPU 27-3 (gas)). The Company proposes a target of 85 percent of calls scoring high enough to
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qualify as “satisfied” (Exhs. Unitil-ESMP-1, at 9, 12 (Rev.) (electric); Unitil-GSMP-1, at 22

(gas)).

C. Digital Engagement Metrics (Electric and Gas Divisions)

The Company proposes a suite of metrics in the area of digital engagement, with four
metrics applicable to the electric and gas divisions, and one metric applicable only to the electric
division (Exhs. Unitil-ESMP-1, at 9, 13-19 (Rev.) (electric); Unitil-GSMP-1, at 8, 22-28 (gas)).
First, the Company proposes a metric to track the number of MyUnitil profiles that are enabled
over the course of the PBR term (Exhs. Unitil-ESMP-1, at 16 (Rev.) (electric); Unitil-GSMP-1,
at 25-26 (gas)). A MyUnitil profile allows customers to access their billing history, payment
history, usage history, email, SMS notifications, and self-service forms (Exhs. Unitil-ESMP-1,
at 16 (Rev.) (electric); DPU 32-6 (electric); Unitil-GSMP-1, at 25-26 (gas); DPU 27-6 (gas)).
Unitil does not propose benchmarks or targets for this metric at this time, but the Company plans
to do so in a future annual PBR adjustment filing once functionality is enabled by Project
Phoenix and the Company can compile sufficient data to support benchmarks and targets
(Exhs. Unitil-ESMP-1, at 14, 16 (Rev.) (electric); Unitil-GSMP-1, at 25-26 (gas)).

Second, the Company proposes a metric to track and report on the number of self-service
interactions that are enabled over the course of the PBR term (Exhs. Unitil-ESMP-1, at 17 (Rev.)
(electric); Unitil-GSMP-1, at 26 (gas)). As examples of self-service interactions, the Company
proposes to include live web chats with a customer service representative, new service requests,
service disconnection, transfer of service, updates to customer mailing addresses, requests to
enroll and update the auto-pay option, and requests to initiate alternative payment plans

(Exhs. Unitil-ESMP-1, at 17 (Rev.) (electric); Unitil-GSMP-1, at 26 (gas)). The Company
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intends to report monthly volumes by transaction type on an annual basis, and it will propose
specific targets for this metric in a future annual PBR adjustment filing once functionality is
enabled by Project Phoenix and the Company can collect sufficient data (Exhs. Unitil-ESMP-1,
at 17 (Rev.) (electric); Unitil-GSMP-1, at 26 (gas)).

Third, the Company states that it is currently working with its vendors to develop a
metric for notifications and alerts once Project Phoenix is completed and functionality has been
tested (Exhs. Unitil-ESMP-1, at 18 (Rev.) (electric); Unitil-GSMP-1, at 27 (gas)). The Company
expects to propose the metric in a future annual PBR adjustment filing (Exhs. Unitil-ESMP-1,
at 18 (Rev.) (electric); Unitil-GSMP-1, at 27 (gas)). The Company’s notifications and alerts
functionality is intended to enable customers to enroll in payment notifications, appointment
reminders, and a high usage or bill alert (Exhs. Unitil-ESMP-1, at 17-18 (Rev.) (electric);
Unitil-GSMP-1, at 26-27 (gas)).

Fourth, the Company states that it is also working with vendors to develop a metric for
mobile applications once Project Phoenix is completed (Exhs. Unitil-ESMP-1, at 19 (Rev.)
(electric); Unitil-GSMP-1, at 27-28 (gas)). The Company expects to propose the metric in a
future annual PBR adjustment filing (Exhs. Unitil-ESMP-1, at 19 (Rev.) (electric);
Unitil-GSMP-1, at 28 (gas)). The mobile application will allow customers to pay their bill, view
utility usage, view billing and payment history, enroll in paperless billing, view alerts, update
their MyUnitil profile information, obtain electronic access to the customer newsletter, access
smart meter data, and access information on ways to save on their bill (Exhs. Unitil-ESMP-1,

at 19 (Rev.) (electric); Unitil-GSMP-1, at 27 (gas)).



D.P.U. 23-80 Page 64
D.P.U. 23-81

Finally, Unitil states that it is working with vendors to develop an electric division metric
for outage notification once Project Phoenix is completed (Exhs. Unitil-ESMP-1, at 19 (Rev.)
(electric)). The Company expects to propose the metric in a future annual PBR adjustment filing
(Exh. Unitil-ESMP-1, at 19 (Rev.) (electric)). Outage notification functionality will allow the
Company to notify customers when their service is out and provide them with an estimated time
of restoration (Exh. Unitil-ESMP-1, at 18-19 (Rev.) (electric)).

d. Average Speed of Answer of Gas Emergency Calls Metric (Gas
Division)

Unitil proposes a metric to measure the Company’s call response time to emergency calls

that report gas leaks and odors (Exh. Unitil-GSMP-1, at 8, 20 (gas)). The proposed metric would
measure, in seconds, the time it takes for a customer service representative to answer a customer
call reporting a gas leak, odor, or other emergency (Exh. Unitil-GSMP-1, at 20 (gas)). The
Company reports that its average response time for gas emergency calls over the last three years
is just over four seconds (Exh. Unitil-GSMP-1, at 20 (gas)). As a performance target for the
proposed metric, the Company proposes the five-year average response time to gas emergency
calls will not exceed ten seconds over the PBR plan term (Exh. Unitil-GSMP-1, at 20 (gas)).

€. Low-Income Service Termination Metric (Electric Division)

In response to a recommendation from the Attorney General during the proceeding,
Unitil proposes to develop a metric to track termination of electric service to low-income
customers (Exhs. Unitil-ESMP-Rebuttal at 4, 17-18 & n.5 (electric); AG-DED-1, at 58). The
proposed metric would provide monthly data (on a going-forward basis) regarding low-income
customer service terminations, consistent with the low-income termination metric approved in

D.P.U. 22-22 (Exh. Unitil-ESMP-Rebuttal at 17-18 (electric)). According to the Company, the
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data would include the percent and number of low-income customers by census tract areas who
had their service terminated for non-payment and who have accounts with past-due balances at
levels eligible for disconnect (Exh. Unitil-ESMP-Rebuttal at 17-18 (electric)).

2. Peak Demand Reductions Metrics (Electric Division)

Unitil proposes four metrics in the category of peak demand reduction
(Exh. Unitil-ESMP-1, at 9, 20-28 (Rev.) (electric)). First, the Company proposes to measure the
battery output of Company-owned storage at a substation in the Town of Townsend,
Massachusetts (“Townsend substation”).?> Unitil’s proposed scorecard metric would measure
battery output from the Townsend substation during transformer peak load on days that
transformer load exceeds 80 percent of its rating (Exh. Unitil-ESMP-1, at 21 (Rev.) (electric)).
The Company’s goal is to reduce the Townsend substation transformer load by 500 kW during
peak hours (Exhs. Unitil-ESMP-1, at 9, 20-21 (Rev.) (electric); Unitil-KSTB-1, at 24-26
(electric); DPU 20-1 (electric)). Peak demand reduction will be measured by metering data at
the storage site and the Townsend substation transformer (Exh. Unitil-ESMP-1, at 21 (Rev.)

(electric)).

22 In 2021, the Company installed an energy storage (i.e., lithium battery) and management

system at the Townsend substation to help maximize the efficiency of renewable energy
and lower costs in the region (Exh. Unitil-KSTB-1, at 25 (electric)). The battery project
was designed to use the energy stored at the Townsend substation to reduce load during
key hours of the day (Exh. Unitil-KSTB-1, at 25 (electric)). Thus, the battery project
serves as a “non-wires alternative” and provides load-shifting and load-shaping
capabilities, thereby deferring the installation of additional substation transformer
capacity at the Townsend substation (Exh. Unitil-ESMP-1, at 21 (Rev.) (electric)). The
Townsend battery project was placed in service in 2021 and has been reviewed by the
Department for prudency. Fitchburg Gas and Electric Light Company, D.P.U. 22-82-A
at 7 & Exh. Unitil-DJH-2, at 1, line 24 (2023).




D.P.U. 23-80 Page 66
D.P.U. 23-81

Second, the Company proposes a Volt-Var Optimization (“VVO”) metric. According to
Unitil, VVO technology enables the Company to manage voltage levels and reactive power to
achieve efficient electric grid operations by reducing system electrical losses, peak demand,
and/or energy consumption (Exh. Unitil-ESMP-1, at 21-22 (Rev.) (electric)). Unitil’s VVO
investments include the installation of automated controls on voltage and reactive power
equipment on all distribution circuits in the Company’s service area over the next five to
ten years (Exh. Unitil-ESMP-1, at 22 (Rev.) (electric)).?

Unitil’s proposed VVO scorecard metric would measure peak load reduction resulting
from VVO technology at the Company’s seven substations?* once the VVO technology is
installed at each substation (Exh. Unitil-ESMP-1, at 9, 22-23 (Rev.) (electric)). The Company
proposes a target level two-percent peak reduction at each substation (Exh. Unitil-ESMP-1, at 9,
22-23 (Rev.) (electric)). The Company uses a three-year average annual peak load as the
baseline against which to measure the proposed two-percent target reduction
(Exh. Unitil-ESMP-1, at 23 (Rev.) (electric)).

Third, the Company proposes an energy efficiency metric to measure the cumulative

“Net Summer kW™ reductions associated with the Company’s interventions in the MassSave

23 The Company reports that it has implemented VVO on the circuits served from the

Townsend substation, and that testing is underway to verify the VVO system is producing
the expected benefits (Exh. Unitil-ESMP-1, at 22 (Rev.) (electric)). The Company states
that it has begun the installation and commissioning of field equipment on the circuits
served from two other substations — one on Summer Street in Fitchburg and the other in
Lunenburg (Exh. Unitil-ESMP-1, at 22 (Rev.) (electric)).

24 The Company has substations in Townsend, Lunenburg, Summer Street, West Townsend,

Beech Street, Pleasant, and Princeton Road (Exh. Unitil-ESMP-1, at 22-23 (Rev.)
(electric)).
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energy efficiency programs for the period 2022-2028 (Exh. Unitil-ESMP-1, at 26-27 (Rev.)
(electric)). The Company proposes a cumulative target level 3.17 MW reduction in Net Summer
kW reductions by 2028 (Exh. Unitil-ESMP-1, at 27 (Rev.) (electric); Tr. 6, at 530-531). To
establish a baseline against which to measure the proposed target, Unitil used actual results from
its energy efficiency program in 2022 (Exh. Unitil-ESMP-1, at 26 (Rev.) (electric)). The target
was developed from Department-approved energy efficiency plan values for 2023 and 2024, and
the Company’s estimated values for 2025-2028 (Exh. Unitil-ESMP-1, at 26-27 (Rev.) (electric)).
Finally, the Company proposes an active demand response (“ADR”) metric to measure
the peak demand impact of demand response measures implemented by the Company. Unitil
states that its ADR programs lower system peak demand by actively calling on customers to
briefly reduce their electric loads during targeted periods of high system demand either through
direct control or curtailment measures (Exh. Unitil-ESMP-1, at 24 (Rev.) (electric)). The
Company relies on two primary ADR strategies: (1) direct control strategies, such as dispatching
controllable, customer-owned, behind-the-meter technologies (e.g., wireless thermostats and
storage devices); and (2) curtailment efforts, such as offering incentives to customers who, with
prior notice, reduce load when called upon to do so (Exh. Unitil-ESMP-1, at 24-25 (Rev.)
(electric)). The Company has set a target of a 0.25 MW reduction annually
(Exh. Unitil-ESMP-1, at 9, 24-26 (Rev.) (electric)). To establish a baseline against which to
measure the proposed target, Unitil used actual results from its energy efficiency program in
2022 (Exh. Unitil-ESMP-1, at 26 (Rev.) (electric)). The target was developed from
Department-approved energy efficiency plan values for 2023 and 2024 (Exh. Unitil-ESMP-1,

at 26 (Rev.) (electric)).
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3. Safety and Reliability Metrics (Gas Division)

For its gas division, Unitil proposes four metrics under the safety and reliability category
(Exh. Unitil-GSMP-1, at 7, 10-19 (gas)). First, the emergency response rate within 45 minutes
metric is designed to track the time elapsed, in minutes, from when a report of a gas odor is
received to when a Unitil representative arrives at the scene (Exh. Unitil-GSMP-1, at 11 (gas)).
Unitil’s average response rate during the five-year period 2018 through 2022 is approximately
99 percent of calls responded to within 45 minutes (Exh. Unitil-GSMP-1, at 11 (gas)). For
purposes of the proposed metric, the Company proposes to commit to a target of 95 percent of
calls responded to within 45 minutes (Exh. Unitil-GSMP-1, at 11 (gas)).

Second, the total damages per 1,000 Dig Safe tickets metric is designed to track the
number of excavation damages per 1,000 Dig Safe tickets (Exh. Unitil-GSMP-1, at 12-13 (gas)).
The Company’s baseline for this metric is 1.95 damages per 1,000 Dig Safe tickets based on a
five-year average (2018 through 2022) plus one standard deviation (Exh. Unitil-GSMP-1, at 13
(gas)). As a performance target, the Company proposes that the five-year average of total
damages per 1,000 tickets will not exceed the baseline of 1.95 damages per 1,000 tickets
(Exh. Unitil-GSMP-1, at 13 (gas)). Further, as part of this metric, Unitil proposes to track and
report on: (1) total at-fault damages per 1,000 Dig Safe tickets; (2) total at-fault damages due to
records per 1,000 Dig Safe tickets; (3) total at-fault damages due to human error per 1,000 Dig
Safe tickets; and (4) total damages not-at-fault per 1,000 Dig Safe tickets (Exh. Unitil-GSMP-1,
at 15 (gas)).

Third, Unitil proposes a Grade 2 leak metric to measure the Company’s commitment to

repair or eliminate Grade 2 leaks within nine months of detection (Exh. Unitil-GSMP-1, at 15-16
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(gas)). Under this proposed metric, the Company would measure the number of days from the
date a Grade 2 leak is reported to the date the leak is repaired (Exh. Unitil-GSMP-1, at 16 (gas)).
Finally, the proposed pipeline safety management system (“PSMS”) implementation
metric would measure the progress of the Company’s pipeline safety efforts
(Exh. Unitil-GSMP-1, at 17 (gas)). The PSMS was developed by the American Petroleum
Institute Recommended Practice 1173 with input from the National Transportation Safety Board,
the Pipeline and Hazardous Materials Safety Administration, states, and industry representatives
(Exh. Unitil-GSMP-1, at 16 (gas)). The American Petroleum Institute Recommended
Practice 1173 is a management system that is designed to strengthen an organization’s safety
culture and is organized around certain essential elements for the comprehensive and systematic
management of safety-related activities (Exh. Unitil-GSMP-1, at 16 (gas)).> The Company
would track its progress using a PSMS Maturity Model, which has five levels that evaluate an
operator’s progress in the implementation and effectiveness of its PSMS: planning, developing,
implemented, sustaining, and improving (Exh. Unitil-GSMP-1, at 18-19 (gas)). The Company
proposes a target of achieving the “implemented” stage by the end of the PBR term
(Exh. Unitil-GSMP-1, at 19 (gas)). Unitil proposes to engage a third party in 2024 to perform an
independent assessment of the Company’s PSMS implementation and that assessment will set a

baseline for this metric (Exhs. Unitil-GSMP-1, at 19 (gas); DPU 23-5 (gas)).

25 The essential elements are leadership and management commitment; stakeholder

engagement; risk management; operational controls; incident investigation, evaluation
and lessons learned; safety assurance; management review and continuous improvement;
emergency preparedness and response; competence, awareness, and training; and
documentation and record keeping (Exh. Unitil-GSMP-1, at 16 (gas)).
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4. Climate Transition and GHG Emissions Reductions Metric (Electric and

Gas Divisions)

In 2020, Unitil Corporation established two enterprise-wide carbon reduction targets: a

50 percent reduction of direct (Scope 1) emissions®® by 2030; and a net-zero target for direct
emissions by 2050 (Exhs. Unitil-ESMP-1, at 29 (Rev.) (electric); Unitil-GSMP-1, at 32 (gas)).
The Company states it is actively taking steps to meet these targets by, among other things,
making building efficiency improvements, focusing emissions reduction efforts on the
replacement of leak-prone pipe, and transitioning to alternative fuels and electrification for
Company-owned vehicles (Exhs. Unitil-ESMP-1, at 29-30 (Rev.) (electric); Unitil-GSMP-1,
at 32 (gas)). Unitil completes an annual GHG emissions inventory to monitor progress towards
these targets and to assess the effectiveness of reduction initiatives (Exhs. Unitil-ESMP-1, at 30
(Rev.) (electric); Unitil-GSMP-1, at 32 (gas)).

In the instant case, the Company proposes a climate transition metric that will target a
ten-percent reduction in Scope 1 emissions by 2027 against a 2022 baseline
(Exhs. Unitil-ESMP-1, at 10, 30 (Rev.) (electric); DPU 20-4 (electric); Unitil-GSMP-1, at 9, 32
(gas); DPU 6-10 (gas); DPU 25-6 (gas)). The proposed metric will report the Company’s
progress towards meeting the target on a Massachusetts-specific basis (Exhs. Unitil-ESMP-1,

at 30-31 (Rev.) (electric); DPU 20-4 (electric); Unitil-GSMP-1, at 33 (gas); DPU 25-6 (gas)).

26 Scope 1 emissions are direct emissions resulting from the Company’s use of fossil fuels

or releases of GHG (i.e., fleet, heating, fugitive pipeline emissions)
(Exhs. Unitil-ESMP-1, at 28 (Rev.) (electric); Unitil-GSMP-1, at 32 (gas)).
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5. Emissions Reduction Metrics (Gas Division)

Unitil proposes two emissions reduction scorecard metrics (Exh. Unitil-GSMP-1, at 8,
28-31 (gas)). First, the Company proposes a metric that will measure progress in emissions
reductions, in metric tons, associated with replacement of leak-prone distribution infrastructure
through the Gas System Enhancement Plan (“GSEP”) (Exh. Unitil-GSMP-1, at 8, 30 (gas)). The
Company established a methane emissions baseline of 2,075 metric tons based on the
Company’s year-end 2018 distribution system emissions, which were reported to the
Massachusetts Department of Environmental Protection (“MassDEP”) in April 2019
(Exhs. Unitil-GSMP-1, at 30 (gas); DPU 25-2 & Atts. (gas)).?” The Company’s target for this
metric is a 50 percent reduction to this baseline of methane emissions by year-end 2027
(Exh. Unitil-GSMP-1, at 30 (gas)).

Unitil proposes a second emissions reductions metric that will measure the time it takes
the Company to repair Grade 3 leaks identified as having a significant environmental impact
(“G3SEI”) (Exh. Unitil-GSMP-1, at 8, 28 (gas)). The Company is committing to repair all
G3SEI leaks located on non-GSEP infrastructure within twelve months of designation, which
exceeds the requirement in the Department’s regulations (Exh. Unitil-GSMP-1, at §, 28, 30-31

(gas)).”

27 Natural gas system emissions on the Company’s distribution system are measured

pursuant to MassDEP regulations under 310 CMR 7.73 (Exhs. Unitil-GSMP-1, at 30
(gas); DPU 25-2 (gas)).
28 Department regulations require the following timeframes for eliminating leak-extent
designated Grade 3 leaks: (i) leak-extent designated leaks with a leak extent between
2,000 and 10,000 square feet shall be repaired or eliminated within two years of initial
designation, provided that any such leaks located on a pipe scheduled for repair under the
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C. Positions of the Parties

1. Attorney General

The Attorney General argues that the Company’s metrics do not meet the Department’s
established standards because they produce insufficient and inadequate information and do not
measure the benefits attributable to the PBR plans (Attorney General Brief at 15-16, citing
D.P.U. 22-22, at 115; D.P.U. 17-05, at 405). In this regard, she asserts that because the proposed
metrics are not tied to PBR outcomes, they will not incentivize customer benefits (Attorney
General Brief at 16).

Further, the Attorney General argues that due to the lack of penalties for substandard
performance, the proposed metrics do not show that the Company is committed to achieving the
policy objectives implicit in the metrics (Attorney General Brief at 16). Moreover, the Attorney
General claims that the Company’s proposed PBR metrics should include financial penalties to
rebalance the risk-reward calculus between Company shareholders and ratepayers (Attorney
General Brief at 16).

2. DOER

DOER maintains that the Company’s proposed metrics are simply tracking metrics
(DOER Reply Brief at 14-15). Specifically, DOER contends that the proposed metrics track the

Company’s own emissions, not those of its customers (DOER Reply Brief at 14-15). In addition,

GSEP within five years shall be repaired or eliminated within three years of initial
designation; and (ii) leak-extent designated leaks with a leak extent greater than

10,000 square feet shall be repaired or eliminated within twelve months of initial
designation, provided that any such leaks located on a pipe scheduled for repair under the
GSEP within three years shall be repaired or eliminated within two years of initial
designation. 220 CMR 114.07.



D.P.U. 23-80 Page 73
D.P.U. 23-81

DOER asserts that the Company’s proposed emissions metrics track progress on projects related
to the GSEP, which are already required by statute (DOER Reply Brief at 14-15).

DOER also contends that the Company’s proposed emissions scorecard metrics do not
amount to new or incremental commitments to reduce its customers’ reliance on natural gas
(DOER Reply Brief at 14-15). DOER asserts that to rectify these deficiencies, the Department
should direct Unitil to complete the strategic electrification case study on York Avenue in
Fitchburg and to file a report with the results in a compliance filing in this docket no later than
January 31, 2025, or another date prior to the Company’s submission of its first Climate

Compliance Plan on April 1, 2025, pursuant to the directives in Investigation into Role of Gas

Local Distribution Companies as Commonwealth Achieves Target 2050 Climate Goals,

D.P.U. 20-80-B (2023) (DOER Brief at 27-29; DOER Reply Brief at 15). According to DOER,
the urgency of the Commonwealth’s statutory emissions reduction targets for 2025 and 2030
requires that pilot proposals be as far along as possible prior to utilities making compliance
filings required by the Department’s decision in D.P.U. 20-80-B (DOER Brief at 28-29; DOER
Reply Brief at 15).
3. Company

Unitil asserts that it has provided detailed information on its proposed metrics, sufficient
to provide the Department and stakeholders with a means to track how the Company is managing
its operations in light of the shifts facing the electric and gas industries (Company Brief at 138

(electric), citing Exh. DPU 38-1 (electric); Company Brief at 117 (gas), citing
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Exhs. Unitil-DJH-1, at 15-16, 24-25 (gas); Unitil-GSMP-1, at 6 (gas)).?° The Company also
contends that it has provided substantial evidence that its proposed metrics fully comply with
Department precedent, and that all the proposed metrics are based on metrics that have been
approved by the Department for use in the context of PBR plans (Company Brief at 139
(electric), citing Exh. Unitil-ESMP-Rebuttal at 22 (electric); Company Brief at 117-118 (gas),
citing Exh. Unitil-GSMP-Rebuttal at 22 (gas)). Further, Unitil rejects the Attorney General’s
contention that the Company’s proposed metrics are not linked to PBR outcomes and argues that
its proposed metrics are tied to the goals of the PBR plans because a primary goal of the plans is
to establish a framework that provides the necessary revenue support, without multiple
time-consuming rate cases, to enable the Company to focus on activities that advance state
policy (Company Brief at 139 (electric); Company Brief at 118-119 (gas)). According to Unitil,
the proposed metrics will track the Company’s performance on these activities (Company Brief
at 139 (electric); Company Brief at 118-119 (gas)).

Regarding specific metrics, Unitil argues the Department has found there is value in
including customer satisfaction metrics as part of a PBR plan evaluation and, as such, the
Company proposes the various scorecard metrics focused on customer satisfaction and
engagement (Company Brief at 128-132 & n.52 (electric), citing D.P.U. 19-120, at 110). In

particular, Unitil asserts that nearly all of these metrics are directly related to digital engagement

2 The Company concedes that for some proposed metrics, final targets and annual

reporting requirements will be set in the context of a future annual PBR adjustment filing
as more information becomes available (Company Brief at 124-125 (electric), citing
Exhs. Unitil-ESMP-1, at 14-15 (Rev.) (electric); DOER 2-14 (Rev.) (electric); Company
Brief at 111 (gas), citing Exh. Unitil-GSMP-1, at 24 (gas)).
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with customers and are intended to bring the Company into closer alignment with the
expectations of its customers, streamline digital communication options, and modernize the
customer experience through technological innovation (Company Brief at 128 (electric)).

The Company also contends that its proposed metric to track termination of electric
service to low-income customers is both consistent with the approved metric in D.P.U. 22-22 and
is timely given the Department’s recently opened investigation into energy affordability for

residential customers in Energy Burden Inquiry, D.P.U. 24-15 (Company Brief at 126 (electric),

citing Exh. Unitil-ESMP-Rebuttal at 16-18 (electric)). Further, the Company asserts that in
several PBR proceedings, the Department has identified system peak demand reduction as an
important objective, thus justifying the four proposed peak demand metrics (Company Brief

at 132-135 & n.56 (electric), citing D.P.U. 22-22, at 121-122; D.P.U. 17-05, at 407, 409-410).
Likewise, for the gas division, the Company stresses that measuring performance in the areas of
safety and reliability are key components of a PBR plan and, as such, warrant the proposed
safety and reliability metrics (Company Brief at 102-107 (gas)).

Similarly, the Company notes that the Department has previously recognized that metrics
measuring progress towards climate transition and GHG emissions reductions are an appropriate
component of a PBR plan (Company Brief at 135 (electric); Company Brief at 117 (gas)). The
Company contends that its proposed metric is in line with its enterprise-wide carbon targets
(Company Brief at 135 (electric), citing Exh. DPU 20-1 (electric); Company Brief at 115, citing
Exhs. Unitil-GSMP-1, at 31 (gas); DPU 25-6 (gas)). Unitil also claims that the Department has
found that a methane emissions reduction metric tied to the GSEP will assure the Company is

achieving the emission target goals while facing future uncertainties in the gas distribution
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industry (Company Brief at 114 (gas), citing D.P.U. 20-120, at 141; D.P.U. 19-120, at 111).
Moreover, the Company reiterates its commitment to repair G3SEI leaks, and notes that if there
are changes to the GSEP statute during the PBR term, the Company will revise the G3SEI metric
as necessary (Company Brief at 113 (gas), citing Exh. Unitil-GSMP-1, at 8, 28, 31 (gas)).

The Company explains that it did not propose incentives or penalties to its proposed
metrics because it maintains that in the initial stages (i.e., first generation) of PBR
implementation, “reporting-only” scorecard metrics are more appropriate in identifying the data
and information needed, the quality and volume of data generated, as well as how it should be
measured, tracked, and reported (Company Brief at 127 (electric), citing D.P.U. 20-120, at 3,
130-141; D.P.U. 19-120, at 106-113; D.P.U. 18-150, at 120-132). Furthermore, according to the
Company, several of the metrics relate to processes that are still being developed and, as such, it
is too soon to construct reasonable penalties or metric-specific incentives (Company Brief at 127
(electric), citing Exhs. Unitil-ESMP-1 (Rev.) at 14-15, 18-19 (electric); DPU 28-6 (electric);
DPU 28-8 (electric); DPU 28-9 (electric); DPU 28-10 (electric); Company Brief at 119 (gas),
citing Exhs. Unitil-GSMP-1, at 24, 27-28 (gas); DPU 23-3 (gas); DPU 23-6 (gas)).

Unitil disagrees with the Attorney General’s assertion that because the proposed metrics
do not include penalties, they do not commit the Company to achieving the Commonwealth’s
policy objectives, and that penalties are necessary to rebalance the risk-reward calculus between

Company shareholders and ratepayers>? (Company Brief at 139 (electric), citing Attorney

30 Unitil argues that its proposed ESM, under which customers share in earnings surpluses

above a threshold but are not responsible for earnings deficits at any level, directly
contradicts the Attorney General’s assertion that the risk-reward calculus in the
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General Brief at 16; Company Brief at 119 (gas)). Unitil argues that an asymmetrical
penalty-only framework would shift the focus of the PBR from improving existing processes and
services and advancing Commonwealth policy objectives to maintaining the level of
performance necessary to avoid penalties (Company Brief at 140 (electric), citing

Exh. DPU 13-12; Company Brief at 119 (gas), citing Exhs. Unitil-GSMP-Rebuttal at 7 (gas);
DPU 11-8 (gas)). Nonetheless, the Company asserts that it will identify and develop a
symmetrical (incentive/penalty) framework by the fourth year of the PBR plans (Company Brief
at 142 (electric), citing Exh. Unitil-ESMP-Rebuttal at 10 (electric); Company Brief at 121 (gas),
citing Exh. Unitil-GSMP-Rebuttal at 6)). Unitil maintains that collecting data for a minimum of
three years to develop a symmetrical penalty/incentive mechanism is consistent with the
Department’s service quality precedent (Company Brief at 142 (electric), citing

Exh. Unitil-ESMP-Rebuttal at 10 (electric), citing Service Quality Guidelines, D.P.U. 12-120-D

at 45,46 n.7, 57 (2015); D.P.U. 12-120-C at 81, 100; Company Brief at 121 (gas)).

Regarding DOER’s arguments, Unitil argues that DOER fails to recognize the steps the
Company has taken to continue to advance the Commonwealth’s energy transition, as
embedding sustainability into the Company’s strategic decision-making process and lowering
GHG emissions are central to its vision and operating philosophy (Company Brief at 100 (gas),

citing Exh. Unitil-GSMP-1, at 28 (gas)). The Company notes that these objectives are key

Company’s PBR plans is tilted in favor of investors (Company Brief at 140 (electric),
citing Exhs. Unitil-RBH-1, at 28-29 (electric); DPU 41-4 (electric); Company Brief

at 120 (gas), citing Exhs. Unitil-DJH-1, at 22-23 (gas); Unitil-GSMP-Rebuttal at 8 (gas);
DPU 32-2 (gas)).
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components of the proposed PBR plans in the form of relevant scorecard metrics (Company
Brief at 100 (gas), citing Exh. Unitil-GSMP-1, at 28-34 (gas)).

Further, the Company notes that the objective of the York Avenue electrification study is
to identify the estimated scope, schedule, costs, challenges, benefits, and rate impacts of
neighborhood electrification of the gas distribution system (Company Brief at 100-101 (gas),
citing Exhs. Unitil-DJH-Rebuttal at 26 (gas); DOER 3-1). According to the Company, the
overall goal of the study is to determine the costs and benefits of neighborhood electrification in
advance of filing a neighborhood electrification pilot as part of the Company’s Climate
Compliance Plan as set out in D.P.U. 20-80-B (Company Brief at 101 (gas), citing
Exh. DOER 3-1). Unitil asserts that DOER has failed to provide any justification to “artificially
accelerate” the Company’s timeline for carefully and deliberately investigating and analyzing a
complex issue (Company Brief at 101 (gas)).

D. Analysis and Findings

1. Introduction

As discussed in Section III.D.4. above, the Department has approved separate PBR plans
for the Company’s electric and gas divisions. To measure the full range of benefits that will
accrue under the PBR plans, the Department finds that it is appropriate to establish a set of broad
performance metrics that are tied to the goals of the PBR plans and are consistent with the
Department’s regulatory objectives.

The Attorney General and DOER raise concerns that as tracking metrics, the metrics
produce insufficient information and will not incentivize customer benefits (Attorney General

Brief at 16; DOER Reply Brief at 14-15). The Attorney General also raises concerns regarding
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the lack of penalties for substandard performance and asserts that the metrics should include
financial penalties to rebalance the risk-reward calculus between Company shareholders and
ratepayers (Attorney General Brief at 16). The Department is unpersuaded by these concerns.
Although the metrics are tracking and reporting in nature, the Company still is subject to
penalties for deficient performance under the Department’s service quality guidelines. Further,
the approved PBR plans should incentivize the Company to reduce costs and operate more
efficiently.

The Department has reviewed the extensive record regarding the Company’s proposed
metrics (see, e.g., Exhs. Unitil-ESMP-1, at 9-31 (Rev.) (electric); Unitil-ESMP-Rebuttal at 3-30
(electric); AG-DED-1, at 46-65; DOER-1, at 34-35; AG 7-32 (electric); DOER 2-13 through
DOER 2-15 (electric); DPU 20-1 through DPU 20-13 (electric); DPU 32-1 through DPU 32-8
(electric); DPU 38-1 through DPU 38-13 (electric); DPU 52-2 through DPU 52-9 (electric);
Unitil-GSMP-1, at 10-33 (gas); Unitil-GSMP-Rebuttal at 3-29 (gas); AG 7-38 (gas); DOER 2-13
through DOER 2-15; DPU 6-10 (gas); DPU 23-2 through DPU 23-6 (gas); DPU 25-2 though
DPU 25-8 (gas); DPU 27-1 through DPU 27-9 (gas); DPU 43-7 (gas)); Tr. 6, at 544-564). As
discussed further below, we find that each of the proposed metrics is tied to the goals of the PBR
plan and is consistent with the Department’s regulatory objectives, subject to the modifications

below.
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2. Proposed Metrics
a. Customer Satisfaction and Engagement Metrics (Electric and Gas
Divisions)
1. Customer Satisfaction with Customer Service Metric

(Electric and Gas Divisions)

As noted above, Unitil’s proposed customer satisfaction with customer service metric is
based on a survey conducted by the Company’s cloud-based phone system and applies to electric
and gas customers (Exhs. Unitil-ESMP-1, at 12-13 (Rev.) (electric); DPU 52-2 (electric);
Unitil-GSMP-1, at 21-22 (gas); DPU 40-1 (gas)). The Department has previously expressed a
preference for relative rankings and third-party survey administration for PBR metrics, most
recently for NSTAR Electric. D.P.U. 22-22, at 116. The Department, however, recognizes
Unitil’s limited resources and the potential expense associated with retaining outside survey
administrators, and we find that the Company should move forward with its numerical score and
self-administration of its satisfaction survey (Exhs. Unitil-ESMP-Rebuttal at 15, 20 (electric);
Unitil-GSMP-Rebuttal at 15, 20-21 (gas)). The Company proposes a target of 85 percent of calls
scoring high enough to qualify as “satisfied,” which is a four-point reduction from its current
three-year average of 89 percent of callers qualifying as “satisfied” (Exhs. Unitil-ESMP-1, at 12
(Rev.) (electric); Unitil-GSMP-1, at 22 (gas)). The Department finds that a target that represents
a decrease from current performance does not put an appropriate emphasis on customer service,
nor does it represent the preservation of an already-high level of customer service. Accordingly,
the Department directs the Company to change its customer satisfaction with customer service
target to preserve the current customer satisfaction service level of at least 89 percent over the

five-year term of the PBR plan.
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Further, the Company proposes to alter the customer satisfaction ranking scale from a
range of one to seven where the percentage of responses with a rating of five to seven is
categorized as “satisfied,” to a range of zero to ten where the percentage of responses with a
rating of six to ten is categorized as “satisfied” (Exhs. Unitil-ESMP-1, at 12 (Rev.) (electric);
DPU 32-5 (electric); Unitil-GSMP-1, at 22 (gas); DPU 27-3 (gas)). The Department is not
persuaded that a widening of the range of customer responses that qualify as “satisfied” is
appropriate. To properly measure customer satisfaction, and in conjunction with maintaining the
customer satisfaction service level of at least 89 percent, we direct the Company to consider only
ratings between seven and ten (on a scale of zero to ten) as “satisfied.” Further, we direct Unitil
to develop options for customers who speak languages other than English and limited English
proficient speakers to respond to the survey, and to report on these efforts in the first annual PBR
adjustment filing.’! With these modifications, the Department finds that the customer
satisfaction with customer service metric appropriately creates a focus on customer service
(Exhs. Unitil-ESMP-1, at 12 (Rev.) (electric); DPU 32-5 (electric); DPU 52-3, Att. 1 (electric);
Unitil-GSMP-1, at 21-22 (gas); DPU 27-3 (gas); DPU 40-2, Att. 1 (gas)).

1. Digital Engagement Metrics (Electric and Gas Divisions)

The Company proposes several metrics in the area of digital engagement: (1) MyUnitil

Profiles; (2) self-service transactions; (3) customer notification and alerts; (4) mobile

31 In selecting the non-English languages, the Company shall be guided by the

Massachusetts Office of Environmental Justice and Equity “languages spoken” map,
which can be found at the following website: https://www.mass.gov/info-
details/environmental-justice-populations-in-massachusetts. The Company shall select
the languages spoken by more than five percent of the population in the service area.
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applications; and (5) outage notifications (Exhs. Unitil-ESMP-1, at 9, 13-19 (Rev.) (electric);
Unitil-GSMP-1, at 8, 22-28 (gas)). The Department recognizes that customers rely on digital
interactions to pay bills, report outages, receive service updates, etc. As such, there are benefits
to providing convenient and accessible digital tools to customers and doing so can improve
customer experience and education. It stands to reason that the Company’s suite of digital
engagement metrics is an important component in this process.

Unitil has not proposed any performance targets for its digital engagement metrics, but
the Company intends to do so once Project Phoenix is completed and functionality enabled
(Exhs. Unitil-ESMP-1, at 14-19 (Rev.) (electric); Unitil-GSMP-1, at 25-27 (gas)). The
Department has found that a lack of historical data is not necessarily a reason to reject proposed
metrics, especially if additional reporting over time will ameliorate any concerns and allow the
Department to assess improvements. D.P.U. 19-120, at 110. The Department, however, finds
that a proposed metric at least should be developed to some degree before it is presented for our
evaluation. Based on these considerations, the Department approves the Company’s MyUnitil
profiles and self-service transactions metrics, and we direct the Company to provide baselines
and goals for these metrics as part of its 2025 annual PBR adjustment filings
(Exhs. Unitil-ESMP-1, at 16-17 (Rev.) (electric); DPU 28-9 (electric); Unitil-GSMP-1, at 25-26
(gas); DPU 23-6 (gas)).

The remaining three digital engagement metrics — notification and alerts, mobile
applications, and outage notifications — are broad categories, and the Company has not described
the metrics to any degree of specificity, as it still is working with vendors to develop the metrics

(Exhs. Unitil-ESMP-1, at 18-19 (Rev.) (electric); Unitil-GSMP-1, at 27-28 (gas)). Accordingly,
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the Department finds it is premature to approve these three metrics. The Department directs the
Company to develop the metrics and their baselines and targets and to present complete
proposals as part of the 2025 annual PBR adjustment filings (Exhs. DPU 28-9 (electric);

DPU 23-6 (gas)). The Department will evaluate the appropriateness of the Company’s digital
engagement metric proposals at that time.

1il. Average Speed of Answer of Gas Emergency Calls Metric

(Gas Division)

Finally, Unitil proposed a metric to measure its call response time to gas leak, odor, and

emergency calls for its gas division (Exh. Unitil-GSMP-1, at 20 (gas)). The metric measures the
amount of time, in seconds, for a customer service representative to answer a customer
emergency call (Exh. Unitil-GSMP-1, at 20 (gas)). Unitil’s current three-year average is slightly
over four seconds, but the Company proposes to maintain an average of ten seconds or better
over the PBR term (Exh. Unitil-GSMP-1, at 20 (gas)). The Department finds that a target that
represents a significant decrease from current performance does not sustain the Company’s level
of performance. Accordingly, the Department directs Unitil to change its Gas Emergency

Calls — Average Speed of Answer metric target in its annual PBR adjustment filings to

five seconds to preserve a similar level of performance over the PBR plan term.

1v. Low-Income Service Termination Metric (Electric
Division)

Next, Unitil proposed a metric to track termination of service to low-income electric

customers (Exh. Unitil-ESMP-Rebuttal at 18 (electric)). The Department finds that the proposed

low-income termination metric is reasonable and reflects important policy goals
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(Exh. Unitil-ESMP-Rebuttal at 17 (electric)). Accordingly, the Department approves the
low-income termination metric.

b. Peak Demand Reductions Metrics (Electric Division)

As noted above, the Company proposed a total of four metrics in the category of peak
demand reduction: (1) a measure of the battery output at the Townsend substation; (2) a measure
of the impact of VVO technology on peak load reduction; (3) a measure of the peak demand
reduction from the energy efficiency programs; and (4) a measure of the peak demand reduction
from ADR (Exh. Unitil-ESMP-1, at 9, 20-27 (Rev.) (electric)). In D.P.U. 17-05, at 409-410, the
Department identified system peak demand reduction as an important objective and found that
the Company should consider all aspects of its business to set a comprehensive target and
identify a separate benchmark to allow for the portion of the target that is enabled by PBR. In
D.P.U. 22-22, at 121-122, the Department determined that the proposed peak demand reduction
metrics were an appropriate starting point for developing a more advanced system peak
reduction metric, and that reporting on the proposed peak demand reduction metric would
provide important data to facilitate the evaluation of benefits associated with the Company’s
demand reduction efforts. D.P.U. 22-22, at 121-122.3?

As proposed by the Company, the Department finds that the Company’s proposed peak

demand reduction metrics do not measure how the proposed PBR plan directly impacts the

32 NSTAR Electric, similar to Unitil, proposed a peak reduction metric which separately

measured and reported peak reductions stemming from six measures and programs:
(1) energy efficiency; (2) demand response; (3) company-owned storage;

(4) company-owned solar; (5) upgrades to standard technologies; and (6) VVO.
D.P.U. 22-22, at 91.
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demand reduction results (Exhs. Unitil-ESMP-1, at 9, 20-27 (Rev.) (electric); DPU 20-1
(electric); DPU 20-2 (electric)). Further, the targets for these metrics were established outside of
the context of the PBR plan, as the Townsend substation project is currently in service and is set
to discharge in a manner that reduces peak transformer load by the target amount. The VVO
target reductions are based on assumptions reported in the Company’s 2022-2025 Grid
Modernization Plans, and the energy efficiency and ADR targets are based on and extrapolated
from the Company’s current energy efficiency plan (Exhs. Unitil-ESMP-1, at 21-26 (Rev.)
(electric); DPU 20-1 (electric)). Further, most of the capital costs associated with achieving
these targets are recovered through non-PBR avenues, as VVO investments are recovered
through the Grid Modernization Factor (“GMF”) while energy efficiency and ADR program
costs are recovered through the Company’s energy efficiency charge (Exh. DPU 20-2 (electric)).
Moreover, the Company does not contend that the targets for the four metrics would not be
achieved in absence of the PBR plan (Exh. DPU 20-2 (electric)).

The Department recognizes that under the PBR plan, Unitil will be working to manage
costs and operations across all of the Company’s assets (Exh. DPU 38-10 (electric)). As such,
reporting on the proposed metrics could provide important insights into how the Company is
working to advance the Commonwealth’s policies. Further, Unitil expects that the PBR plan will
produce peak load reductions above and beyond what could be achieved under the Company’s
current regulatory framework (Tr. 6, at 548-549). Additionally, the Company expects that the
PBR framework will allow it to manage its costs and operations associated with all its assets to
advance the Commonwealth’s policies in a more efficient manner (Tr. 6, at 553-554). The

Department expects that this increased efficiency should result in improved performance across
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the associated peak reduction programs. Furthermore, additional reductions could result from
the Company leveraging the PBR mechanism to identify and implement additional types of
measures that may reduce peak load (Tr. 6, at 549-551).

The Department also expects reductions of peak demand under a PBR plan to exceed the
aggregate of reductions forecasted from non-PBR mechanisms, due to the efficiency gains and
additional measures discussed above. The proposed peak demand reduction metrics are a
starting point for developing a more advanced system peak reduction metric. As such, the
Department approves the Company’s proposed peak reduction metrics, with the following
modifications and additions. First, we direct the Company to report its Company-owned storage
metric as a non-asset specific metric, which would allow any future asset contributions to be
included and not just limited to the Townsend substation project. Next, the Department directs
the Company to include an additional “other” category to track PBR-enabled reductions from yet
to be identified and implemented initiatives. Finally, the Department directs the Company to
report the aggregate reductions from all tracked categories. As the Department expects the
proposed PBR plan to generate peak reduction benefits beyond what is achieved under the
Company’s current regulatory framework, comparing the actual aggregate reductions to the sum
of the targets will provide insight into this performance.

C. Safety and Reliability Metrics (Gas Division)

As described above, Unitil proposed four metrics under the safety and reliability
category: (1) emergency response rate within 45 minutes; (2) total damages per 1,000 Dig Safe
tickets; (3) total grade 2 leaks older than nine months; and (4) PSMS implementation

(Exh. Unitil-GSMP-1, at 7, 10-19 (gas)). First, for the emergency response rate metric, the
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Company set a performance target of 95 percent of calls responded to within 45 minutes

(Exh. Unitil-GSMP-1, at 11 (gas)). The Company’s five-year response rate is 99 percent of calls
within 45 minutes (Exh. Unitil-GSMP-1, at 11 (gas)). Although the Company’s proposed target
is slightly below the average, the Department finds that the proposed target will still maintain a
high level of performance over the five-year PBR term. Further, the proposed target compares
favorably with the current service quality standard of 97 percent of Class I and Class II odor calls

within 60 minutes. Service Quality Investigation, D.P.U. 16-80 through D.P.U. 16-90, Att. A

at 14 (2017). Accordingly, the Department approves the Company’s metric.

Second, the Department finds that Unitil’s total damages per 1,000 Dig Safe tickets
metric appropriately creates a focus on risk mitigation and safety, is important for tracking the
effectiveness of the Company’s damage prevention program, and is consistent with Department
precedent. D.P.U. 20-120, at 138-139; D.P.U. 19-120, at 108. The Department, however, directs
the Company in its annual PBR adjustment filings to expand the damage prevention metric to
include the following additional measures: (1) cost of at-fault damages (Company at fault);

(2) cost of not-at-fault damages (third-party contractor); and (3) costs recovered for not-at-fault
damages (third-party contractor). These additional measures will provide the Department with
more insight and information with which to evaluate the Company’s progress in safety over the
course of the PBR term. These measures will also allow the Department to assess the impacts of
damages that are the Company’s fault, versus those that are not. Further, the Department directs
the Company to provide in its annual PBR adjustment filings the most recent three years of data
of the aforementioned additional measures, if available, to establish an appropriate benchmark.

The Department also finds that the Company’s proposed baseline and target measure of
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1.95 damages per 1,000 Dig Safe tickets is reasonable (Exh. Unitil-GSMP-1, at 13 (gas)).
Accordingly, the Department approves this metric with the foregoing modifications.

Third, the Company proposed to repair or eliminate all Grade 2 leaks within nine months
of detection (Exh. Unitil-GSMP-1, at 15-16 (gas)). It is a statutory requirement that Grade 2
leaks must be repaired within twelve months from the date of classification. G.L. c. 164, § 144.
The Department has found that with respect to emissions reductions, any improvement from the
statutory requirements is a noteworthy goal that benefits customers and the environment.
D.P.U. 19-120, at 112. Accordingly, the Department approves the Company’s metric, as it
reflects a commitment to maintaining an aggressive approach toward the elimination of gas
leaks.

Finally, with respect to PSMS implementation, the Company proposes a target of
achieving the “implemented” stage by the end of the PBR term, and to engage a third party in
2024 to perform an independent assessment of the Company’s PSMS implementation and to set
a baseline for this metric (Exhs. Unitil-GSMP-1, at 19 (gas); DPU 23-5 (gas)). The Department
finds that the Company’s proposal is consistent with precedent and the commitment to pipeline
safety efforts will result in improvements in safety and reliability, which benefit customers.
D.P.U. 20-120, at 139; D.P.U. 19-120, at 108-109. Accordingly, the Department approves this
metric.

d. Climate Transition and GHG Emissions Reduction Metric (Electric
and Gas Divisions)

As noted above, the Company proposes a climate transition metric that will target a
ten-percent reduction in Scope 1 emissions by 2027, against a 2022 baseline

(Exhs. Unitil-ESMP-1, at 30 (Rev.) (electric); DPU 20-4 (electric); Unitil-GSMP-1, at 32 (gas);



D.P.U. 23-80 Page 89
D.P.U. 23-81

DPU 6-10 (gas); DPU 25-6 (gas)). The proposed metric will report the Company’s progress
towards meeting the target on a Massachusetts-specific basis (Exhs. Unitil-ESMP-1, at 30-31
(Rev.) (electric); DPU 20-4 (electric); Unitil-GSMP-1, at 33 (gas); DPU 25-6 (gas)).

The Department recognizes that GHG emissions reductions are broad-ranging initiatives,
and that the Company’s proposed metric provides a means to track how it is managing its
operations working to advance critical policy initiatives (Exhs. Unitil-ESMP-1, at 28 (Rev.)
(electric); DPU 38-1 (electric); Unitil-GSMP-1, at 33 (gas)). Additionally, the Department has
recognized that metrics measuring progress towards climate adaptation and GHG emissions
reductions are reasonable and appropriate in connection with a PBR plan. D.P.U. 22-22,
at 122-123; D.P.U. 20-120, at 141; D.P.U. 19-120, at 111-112; D.P.U. 17-05, at 411. As such,
the Department approves the Company’s climate transition and GHG emissions reduction metric,
with one modification. We direct the Company to report its emissions reductions on a
Massachusetts-only basis relative to a 2022 baseline, as proposed, and to include segment
reporting by source type. Specifically, the Company shall break out its proposed reported
Scope 1 emissions into GHG Protocol Standard categories and shall include the Scope 2 category
of emissions due to consumption of purchased electricity and electric transmission and
distribution line losses. This directive is intended to provide additional insight into the
Company’s actions to further key policy goals. Finally, we note that Unitil is developing a
climate adaptation/transition plan to achieve its stated objectives with respect to reducing GHG
emissions (Exhs. Unitil-ESMP-1, at 29 (Rev.) (electric); DPU 20-3 (electric); Unitil-GSMP-1,

at 31-32 (gas)). The Department directs Unitil to include in its annual PBR adjustment filings an
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update to the completion status of its climate adaptation/transition plan and to submit a copy of
the plan when it is completed.

e. Emissions Reduction Metrics (Gas Division)

The Company proposes a metric that will measure progress in emissions reductions, in
metric tons, associated with replacement of leak-prone distribution infrastructure through the
GSEP (Exh. Unitil-GSMP-1, at 8, 30 (gas)). Specifically, the Company targets a 50 percent
reduction by 2027 to its 2018 year-end baseline of 2,075 metric tons of methane emissions
(Exhs. Unitil-GSMP-1, at 30; DPU 25-2 & Atts. (gas)). As an initial matter, we find that the
Company’s baseline is appropriate, as it represents the first year of reporting pursuant to
310 CMR 7.73 (Exhs. Unitil-GSMP-1, at 29 (gas); DPU 25-2 & Atts. (gas)). Further, the
Department finds that this metric can serve as an indicator of the Company’s ability to properly
manage the GSEP program among all other necessary work to provide safe and reliable natural
gas service, and to continuously achieve the annually declining emissions limits per MassDEP’s
regulations. Additionally, the metric would provide assurance that the Company is managing its
GSEP program in light of the future uncertainties in the gas distribution industry. We also find
that the metric is consistent with those previously approved by the Department. D.P.U. 20-120,
at 141; D.P.U. 19-120, at 111. Accordingly, the Department approves this metric.

Unitil proposed a second emissions reductions metric that will measure the time it takes
the Company to repair G3SEI leaks (Exh. Unitil-GSMP-1, at 8, 28 (gas)). Emissions reductions
are important from an environmental policy perspective, and timely G3SEI leak repairs can
improve public safety and reduce the risk of long-term environmental impact. The Company’s

metric will commit it to repairing all G3SEI leaks located on non-GSEP infrastructure within
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twelve months of designation, which exceeds the requirement in the Department’s regulations
(Exh. Unitil-GSMP-1, at 8, 28, 30-31 (gas)). 220 CMR 114.07. Accordingly, we approve this
metric.

Finally, we address DOER’s arguments regarding customer emissions and reliance on
natural gas and the York Avenue electrification study (DOER Brief at 27-29; DOER Reply Brief
at 14-15). In D.P.U. 20-80-B at 87, the Department directed each LDC to work with the relevant
EDC to study the feasibility of piloting a targeted electrification project in its service territory.
The Department directed each LDC to file its project proposal by March 1, 2026, for inclusion in
its 2030 Climate Compliance Plan. D.P.U. 20-80-B. The Company reports that it is in the early
stages of developing the York Avenue neighborhood electrification case study
(Exhs. Unitil-RBH-Rebuttal at 33 (electric); Unitil-DJH-Rebuttal at 26 (gas); DOER 3-1). The
objective is to identify the estimated scope, schedule, costs, challenges, benefits, and rate effects
of electrifying the York Avenue gas distribution system located in Fitchburg, which is scheduled
to be part of the GSEP in 2030 (Exhs. Unitil-RBH-Rebuttal at 33 (electric); Unitil-DJH-Rebuttal
at 26 (gas); DOER 3-1). Further, the Company intends to determine the likely costs and benefits
of neighborhood electrification prior to filing a neighborhood electrification pilot by March 1,
2026, as required by D.P.U. 20-80-B (Exhs. Unitil-RBH-Rebuttal at 33 (electric);
Unitil-DJH-Rebuttal at 26 (gas); DOER 3-1).

As noted above, DOER asserts that the Department should direct Unitil to complete the
strategic electrification case study on York Avenue in Fitchburg and file a report with the results
in a compliance filing in this docket no later than January 31, 2025, or another date prior to the

Company’s submission of its first individual Climate Compliance Plan on April 1, 2025 (DOER
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Brief at 27-29; DOER Reply Brief at 15).3> We are not persuaded that accelerating the York
Avenue study is necessary for approval of the PBR plan or scorecard metrics. Nor do we find it
appropriate to treat Unitil differently than other LDCs subject to the same directives in our
decision in D.P.U. 20-80-B. Given the directives in D.P.U. 20-80-B, and in recognition of the
scope of work necessary to complete the electrification study, we decline to modify the March 1,
2026, deadline established in that proceeding at this time.

V. RATE BASE
A. Introduction

Unitil reported a pro forma total utility plant in service balance of $189,114,975 for its
electric division (Exh. Sch. RevReq-4 (Rev. 4) (electric)). The Company reduced its total plant
in service by $89,728,816 in accumulated depreciation, resulting in a net utility plant in service
0f $99,386,159 (Exh. Sch. RevReq-4 (Rev. 4) (electric)). Unitil further reduced its net utility
plant in service by the following amounts: (1) $11,650,499 in net deferred income taxes;

(2) $4,269,516 in excess deferred income taxes; (3) $1,548,062 for customer advances;
(4) $168,431 for customer deposits; and (5) $7,597 for unclaimed funds (Exh. Sch. RevReq-4
(Rev. 4) (electric)). Finally, the Company added $2,121,478 in materials and supplies and

$1,043,035 in cash working capital (Exh. Sch. RevReq-4 (Rev. 4) (electric)). Based on these

33 In D.P.U. 20-80-B at 134, the Department directed each LDC to file individual Climate
Compliance Plans every five years, with the first such Plan being due on or before
April 1, 2025.
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adjustments, the Company determined that its total pro forma electric division rate base was
$84,906,567 (Exh. Sch. RevReq-4 (Rev. 4) (electric)).?*

Unitil reported a pro forma total utility plant in service balance of $218,160,275 for its
gas division (Exh. Sch. RevReq-4 (Rev. 4) (gas)). The Company reduced its total plant in
service by $75,100,925 in accumulated depreciation, resulting in a net utility plant in service of
$143,059,350 (Exh. Sch. RevReq-4 (Rev. 4) (gas)). Unitil further reduced its net utility plant in
service by the following amounts: (1) $19,268,801 in net deferred income taxes; (2) $5,575,350
in excess deferred income taxes; (3) $21,532 for customer advances; (4) $68,468 for customer
deposits; and (5) $7,628 for unclaimed funds (Exh. Sch. RevReq-4 (Rev. 4) (gas)). Finally, the
Company added $2,225,875 in materials and supplies and $1,342,689 in cash working capital
(Exh. Sch. RevReg-4 (Rev. 4) (gas)). Based on these adjustments, the Company determined that
its total pro forma gas division rate base was $121,686,135 (Exh. Sch. RevReq-4 (Rev. 4) (gas)).

B. Plant Additions

1. Introduction

Unitil identified 244 electric division capital projects that were completed between
January 1, 2019 and December 31, 2022 (Exh. Sch. Unitil-KSTB-1 (electric)). Moreover, Unitil
identified 74 electric division common capital projects that were completed between January 1,
2019 and December 31, 2022 (Exh. Sch. Unitil-KSTB-5 (electric)). Common projects are either:
(1) projects allocated across both of the gas and electric divisions of the Company; or (2) USC

projects that are allocated across the Company and its affiliates (Exh. Unitil-KSTB-1, at 20 n.2

Minor discrepancies in any of the amounts appearing in this Order are due to rounding.
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(electric)). Further, Unitil identified 63 electric division capital projects that were completed
between January 1, 2023 and December 31, 2023 (Exh. Sch. Unitil-KSTB-9 (electric)). Finally,
Unitil Electric identified 38 electric division common capital projects that were completed
between January 1, 2023 and December 31, 2023 (Exh. Sch. Unitil-KSTB-16 (electric)). For
each project, the Company provided the funding project number, a brief project description,
references to the page numbers of exhibits where construction authorization documentation and
cost records can be found for each project, the budgeted amount, the total amount authorized, the
plant in service, cost of removal, salvage, and the total amount expended

(Exh. Schs. Unitil-KSTB-1 (electric); Unitil-KSTB-5 (electric); Unitil-KSTB-9 (electric);
Unitil-KSTB-16 (electric)).

In addition, Unitil proposes to move into rate base capital projects reviewed by the
Department in the Company’s CCA proceedings for capital additions made since January 1,
2019, including the Townsend Substation Battery Storage Project®> (Exh. Unitil-KSTB-1, at 23,
24 (electric)). Further, the Company proposes to transfer recovery of the Sawyer Passway Solar
Facility*® into rate base and to flow the market recovery credits associated with the solar

investments to customers through the Revenue Decoupling Adjustment Factor (“RDAF”’) rather

35 The Townsend Substation Battery Storage Project uses the energy stored at the substation

in Townsend to reduce load during key hours of the day, which enables the Company to
avoid the need for future expensive upgrades at the substation level (Exh. Unitil-KSTB-1,
at 25 (electric)). The project was reviewed by the Department in and placed in service

in 2021. D.P.U. 22-82-A at 7 & Exh. Unitil-DJH-2, at 1, line 24.

36 This proposal is discussed in Section XIIL.D. below.
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than continuing to return these credits to customers through the SCA cost recovery factor
(Exh. Unitil-CGDN-1, at 7 (electric)).

Unitil identified 135 gas division capital projects that were completed between January 1,
2019 and December 31, 2022 (Exh. Sch. Unitil-KSTBCL-1 (gas)). Unitil identified 74 gas
division common capital projects that were completed between January 1, 2019 and
December 31, 2022 (Exh. Sch. Unitil-KSTBCL-5 (gas)). Common projects are either:
(1) projects allocated across both of the gas and electric divisions of the Company; or (2) USC
projects that are allocated across the Company and its affiliates (Exh. Unitil-KSTBCL-1,
at 21 n.3 (gas)). In addition, Unitil identified 39 gas division capital projects that were
completed between January 1, 2023 and December 31, 2023 (Exh. Sch. Unitil-KSTBCL-9
(gas)). Finally, Unitil Gas identified 38 gas division common capital projects that were
completed between January 1, 2023 and December 31, 2023 (Exh. Sch. Unitil-KSTBCL-16
(gas)). For each project, the Company provided the funding project number, a brief project
description, references to the page numbers of exhibits where construction authorization
documentation and cost records can be found for each project, the budgeted amount, the total
amount authorized, the plant in service, cost of removal, salvage, and the total amount expended
(Exh. Schs. Unitil-KSTBCL-1 (gas); Unitil-KSTBCL-5 (gas); Unitil-KSTBCL-9 (gas);
Unitil-KSTBCL-16 (gas)).

2. Project Documentation

Unitil’s electric division annual capital budgeting process relies on engineering planning
studies that identify the need for reliability projects and system improvements

(Exhs. Unitil-KSTB-1, at 6 (electric); Unitil-KSTBCL-1, at 7 (gas)). Capital budgets are created
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using a “bottom up” process with input from dozens of engineering, operations, and IT
employees and, upon approval by senior management, the final budget is presented to the Board
of Directors for final approval (Exhs. Unitil-KSTB-1, at 6-7 (electric); Unitil-KSTBCL-1, at 7-8

(gas)). Each project’’

submitted must meet the following requirements: (1) a well-defined
project scope; (2) a detailed justification that describes the need for the project; and (3) the cost
of each project estimated to a level of accuracy of 80 percent or better (Exhs. Unitil-KSTB-1,
at 8 (electric); Schs. Unitil-KSTB-14 (electric); Unitil-KSTB-15 (electric); DPU 22-1 (electric);
Unitil-KSTBCL-1, at 9 (gas); Schs. Unitil-KSTBCL-14 (gas); Unitil-KSTBCL-15 (gas)). In
addition, all projects in the capital budget are also assigned one of three priorities, varying from
essential to discretionary (Exhs. Unitil-KSTB-1, at 10 (electric); Sch. Unitil-KSTB-15 (electric);
Unitil-KSTBCL-1, at 10-11 (gas); Sch. Unitil-KSTBCL-15 (gas)). The Company reviews each
electric and gas division project to ensure that it has been appropriately categorized and
prioritized within the budget, and to ensure that complete documentation of scope, justification,
and cost estimates have been provided (Exhs. Unitil-KSTB-1, at 10 (electric);

Schs. Unitil-KSTB-14; Unitil-KSTB-15 (electric); DPU 22-1 (electric); Unitil-KSTBCL-1, at 11

(gas); Schs. Unitil-KSTBCL-14 (gas); Unitil-KSTBCL-15 (gas)).

37 Each project is classified into categories, which include transmission, substation, electric

distribution, annual requirements, transportation, structures, and general equipment
(Exhs. Unitil-KSTB-1, at 9 (electric); Unitil-KSTBCL-1, at 10 (gas)). Each category is
further divided into subcategories such as overhead extensions, underground extensions,
street light projects, telephone company requests, line relocations (highway projects), and
reliability projects for the electric division and main extensions, pipe replacements,
highway projects, distribution system improvements, valve installation and other specific
projects for the gas division (Exhs. Unitil-KSTB-1, at 9 (electric); Unitil-KSTBCL-1,

at 10 (gas)).
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Further, a construction authorization must be prepared and submitted for approval for
each project in the budget, and each authorization must be fully approved prior to the
commencement of any work, except in unforeseen emergencies (Exhs. Unitil-KSTB-1, at 11-12
(electric); Schs. Unitil-KSTB-14 (electric); Unitil-KSTB-15 (electric); Unitil-KSTBCL-1,
at 12-13 (gas); Schs. Unitil-KSTBCL-14 (gas); Unitil-KSTBCL-15 (gas)). Each construction
authorization form includes: (1) a project description and objectives; (2) a scope and
justification; (3) an estimated cost summary; (4) project schedule; (5) project milestones;

(6) management/approver authorization signatures; and (7) changes in scope or spending
(Exhs. Schs. Unitil-KSTB-4 (electric); Unitil-KSTB-15 (electric); Schs. Unitil-KSTBCL-4 (gas);
Unitil-KSTBCL-15 (gas)).

The construction authorizations are approved by one or more managers or department
heads, and all authorizations over $50,000 also require the approval of the vice president of
finance and regulatory (Exhs. Unitil-KSTB-1, at 12 (electric); Sch. Unitil-KSTB-14 (electric);
DPU 22-2 (electric); Unitil-KSTBCL-1, at 13 (gas); Sch. Unitil-KSTBCL-14 (gas)). In addition,
all authorizations exceeding $500,000 must be approved by the Company’s controller and the
chief financial officer (Exhs. Unitil-KSTB-1, at 12 (electric); Sch. Unitil-KSTB-14 (electric);
DPU 22-2 (electric); Unitil-KSTBCL-1, at 13 (gas); Sch. Unitil-KSTBCL-14 (gas)). Changes in
scope or cost of projects underway require the submission of revised authorizations by the
project supervisor and must be resubmitted for approval in the same manner as the original
authorization, with the additional approval of the Company’s controller and the chief financial
officer (Exhs. Unitil-KSTB-1, at 13 (electric); Schs. Unitil-KSTB-14 (electric); Unitil-KSTB-15

(electric); Unitil-KSTBCL-1, at 14 (gas); Schs. Unitil-KSTBCL-14 (gas); Unitil-KSTBCL-15
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(gas)). The project supervisor’s responsibility is to manage the cost of each project to the
original authorized amount; however, a small number of projects may overrun the original
estimate due to conditions in the field, increases in material costs, estimating errors, and/or other
factors (Exhs. Unitil-KSTB-1, at 13 (electric); Schs. Unitil-KSTB-14 (electric); Unitil-KSTB-15
(electric); Unitil-KSTBCL-1, at 14 (gas); Schs. Unitil-KSTBCL-14 (gas); Unitil-KSTBCL-15
(gas)). For cost control, if the cost of a project exceeds the authorized amount by 15 percent and
$5,000, a supplemental authorization must be submitted that includes a detailed description of
the reasons the project exceeded its authorized amount and must be resubmitted for approval
(Exhs. Unitil-KSTB-1, at 13 (electric); Sch. Unitil-KSTB-14 (electric); Unitil-KSTBCL-1, at 14
(gas); Sch. Unitil-KSTBCL-14 (gas)).

Small, routine projects performed over the course of the year with costs below a specific
threshold are budgeted and authorized under a single authorization known as a blanket
authorization (Exhs. Unitil-KSTB-1, at 14 (electric); DPU 22-4 (electric); Unitil-KSTBCL-1,
at 15 (gas)). Examples include small line extensions, telephone company requests, new outdoor
lighting requests, capital repairs to restore service when damage to the electric system occurs,
transformer purchases, meter purchases, and requests for billable work (Exh. Unitil-KSTB-1,
at 14-15 (electric); Unitil-KSTBCL-1, at 15-6 (gas)). At the beginning of the year, the Company
authorizes spending for blanket authorizations for six months; mid-year, the Company reviews
the spending against the budget and revises the authorizations for the remainder of the year
(Exhs. Unitil-KSTB-1, at 16 (electric); Sch. Unitil-KSTB-14 (electric); DPU 22-4 (electric);
Unitil-KSTBCL-1, at 16-17 (gas); Sch. Unitil-KSTBCL-14 (gas)). Individual authorizations are

not required for electric division projects where the estimated cost is less than $30,000 and gas
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division projects where the estimated cost is less than $40,000, provided that such projects are
covered by an approved blanket authorization (Exhs. Unitil-KSTB-1, at 15 (electric);
Unitil-KSTBCL-1, at 16 (gas)). Similar to other authorizations, if spending under a particular
blanket authorization exceeds or is expected to exceed the original authorized amount by

15 percent and $5,000, the blanket authorization must be revised or supplemented

(Exhs. Unitil-KSTB-1, at 15 (electric); Unitil-KSTBCL-1, at 16 (gas)).

For the purposes of providing documentation on capital additions, Unitil presented
multiple schedules and documents, including: (1) electric and gas plant in service and completed
construction not classified from 2019 through 2022; (2) electric and gas plant in service and
completed construction not classified by Federal Energy Regulatory Commission (“FERC”)
account and year from 2019 through 2022; (3) total spend on electric and gas projects closed
each year from 2019 through 2022; (4) electric and gas project authorizations, budget inputs, and
cost records from 2019 through 2022; (5) for the electric and gas divisions, common plant in
service and completed construction not classified from 2019 through 2022; (6) for the electric
and gas divisions, common plant in service and completed construction not classified by FERC
account and year from 2019 through 2022; (7) total spend on electric and gas common projects
closed each year from 2019 through 2022; and (8) for the electric and gas divisions, common
project authorizations, budget inputs, and cost records for 2019 through 2022
(Exhs. Schs. Unitil-KSTB-1 through Unitil-KSTB-8 (electric); Schs. Unitil-KSTBCL-1 through
Unitil-KSTBCL-8 (gas)). Moreover, Unitil proposed to include in rate base electric and gas
division capital additions for projects placed in service and closed to plant by the end of 2023

(i.e., post-test year) (Exhs. Unitil-KSTB-1, at 27(electric); Unitil-KSTBCL-1, at 24-25 (gas)).
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During the proceeding, the Company updated the record with the actual 2023 electric and gas
plant additions and supporting documentation in a similar manner as outlined above

(Exhs. Schs. Unitil-KSTB-9 through Unitil-KSTB-12 (electric); Unitil-KSTB-16 through
Unitil-KSTB-19 (electric); DPU 4-1 & Atts. (electric); Sch. Unitil-KSTBCL-9 through
Unitil-KSTBCL-12 (gas); Unitil-KSTBCL-16 through Unitil-KSTBCL-19 (gas); DPU 4-1

& Atts. (gas); DPU 32-1 & Atts. (gas)). To support the costs of the capital additions included in
the aforementioned listings, the Company provided copies of capital construction authorization
forms, supplemental project authorization forms, capital budget estimates, actual project cost
records, authority approvals, variance explanations, and closing reports

(Exhs. Schs. Unitil-KSTB-1 through Unitil-KSTB-12 (electric); Unitil-KSTB-14 through
Unitil-KSTB-19 (electric); DPU 4-1 & Atts. (electric); Schs. Unitil-KSTBCL-1 through
Unitil-KSTBCL-12 (gas); Unitil-KSTBCL-14 through Unitil-KSTBCL-19 (gas); DPU 4-1 &
Atts. (gas); DPU 32-1 & Atts. (gas)).

3. Positions of the Parties

a. Attorney General

The Attorney General argues that the Company’s proposed adjustment to the test-year
plant in service balances to reflect plant additions and retirements during 2023 should be denied
because inclusion of post-test-year expenses is not appropriate when using a historical test year
(Attorney General Brief at 62). The Attorney General points out that when using a historical test
year, the Department has allowed utilities to recover post-test-year plant additions in limited
circumstances, which she claims are not present in this proceeding, such as when a utility sought

to include only a specific capital project or initiative representing a significant investment that



D.P.U. 23-80 Page 101
D.P.U. 23-81

had a substantial effect on its rate base (Attorney General Brief at 62, citing D.P.U. 20-120, at 79
n.53). According to the Attorney General, the Company seeks to include virtually all 2023 plant
additions in its plant in service costs, and in doing so, the Company ignores the Department’s
past practices or assumes that its proposed PBR plan will be approved (Attorney General Brief
at 63). On this last point, the Attorney General argues that the Company, in support of its
proposal to include post-test-year plant in service costs, relies on precedent where other utilities
were authorized to operate under PBR plans (Attorney General Brief at 64, citing
Exh. AG-LKM-Surrebuttal-1, at 2). The Attorney General points out that unlike those
companies, Unitil is not currently authorized to operate under a PBR plan and, therefore, the
Department should disallow the proposed post-test-year capital projects (Attorney General Brief
at 64).

Further, the Attorney General claims that in evaluating the inclusion of post-test-year rate
base costs, the prudency of such costs does not overcome the fact that the Department generally
does not recognize post-test-year additions or retirements (Attorney General Brief at 64, citing

Massachusetts Electric Company, D.P.U. 92-78, at 5 (1992)). Finally, the Attorney General

maintains that Unitil’s electric division has an existing capital tracker which provides for
recovery of all post-test-year capital additions during the annual review of those costs and,
therefore, there is no need to include post-test-year capital additions in this case (Attorney
General Brief at 64 n.41). For the above reasons, the Attorney General asserts that 2023 plant
additions or retirements should not be included in the Company’s rate base (Attorney General

Brief at 62-64).
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b. Company

Unitil maintains that the project documentation provided in this proceeding suffices to
facilitate the Department’s review of plant additions put into service since the Company’s last
base distribution rate case and to demonstrate that its capital expenditures were reasonably and
prudently incurred (Company Brief at 281, 288 (electric), citing Exh. Schs. Unitil-KSTB-1
through Unitil-KSTB-8 (electric); Company Brief at 234, 242 (gas) citing
Exh. Schs. Unitil-KSTBCL-1 through Unitil-KSTBCL-8 (gas)). In addition, Unitil asserts that it
provided a detailed explanation of its planning and capital budgeting processes as well as the
authorization and control of capital spending (Company Brief at 281 (electric), citing
Exhs. Unitil-KSTB-1, at 4, 6-11, 11-18 (electric); DPU 4-1 (electric); Company Brief at 234
(gas), citing Exh. Unitil-KSTBCL-1, at 5, 7-12, 12-19 (gas)). Therefore, the Company maintains
that it has demonstrated that its capital additions were prudently incurred and used and useful in
providing service to customers and that the Department should approve the capital additions for
inclusion in rate base (Company Brief at 281, 288 (electric); Company Brief at 234, 242 (gas)).

Further, Unitil argues that consistent with the Department’s decision in D.P.U. 22-22, it is
proposing to include in its rate base capital additions for projects placed in service and closed to
plant by the end of 2023 (Company Brief at 289 (electric), citing Exh. Unitil-KSTB-1, at 27
(electric); Company Brief at 243-244 (gas), citing Exh. Unitil-KSTBCL-1, at 24 (gas)). The
Company submits that during the proceeding, it provided the requisite capital project
documentation through the end of calendar year 2023 to support these post-test-year plant

additions (Company Brief at 289 (electric), citing Exh. Unitil-KSTB-1, at 28 (electric)).
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4. 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 to earn 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 should have been

known at the time. Massachusetts-American Water Company, D.P.U. 95-118, at 39-40 (1996);

D.P.U. 93-60, at 35; Fitchburg Gas and Electric Light Company, D.P.U. 84-145-A at 26 (1985).
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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. 92-210, at 24 (1993); Metropolitan

District Commission v. Department of Public Utilities, 352 Mass. 18, 24 (1967). In addition, the

Department has stated that:

In reviewing the investments ...that were made without a cost benefit analysis, the
[cJompany 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]lompany must provide reviewable documentation for investments it seeks to
include in rate base.

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

5. Analysis and Findings

The Company has provided sufficient project documentation (e.g., capital construction
authorization documents, revised or supplemental project authorizations, capital budget
estimates, work orders, actual project cost records, the approval routing process, variance
explanations, and closing reports) and additional supporting information to enable the
Department to determine that the costs associated with its electric division and gas division
capital projects through 2023 are known and measurable, prudently incurred, and the capital
additions are used and useful in providing service to customers (Exhs. Schs. Unitil-KSTB-1
through Unitil-KSTB-12 (electric); Unitil-KSTB-14 through Unitil-KSTB-19 (electric); DPU 4-1
& Atts. (electric); DPU 22-9 & Att. (electric); DPU 22-10 & Att. (electric); DPU 22-11 & Att.

(electric); DPU 22-12 & Att. (electric); DPU 42-37 & Atts. (electric); DPU 42-38 & Atts.
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(electric); DPU 42-39 & Atts. (electric); DPU 42-40 & Atts. (electric); DPU 54-7 (electric);
Schs. Unitil-KSTBCL-1 through Unitil-KSTBCL-12 (gas); Unitil-KSTBCL-14 through
Unitil-KSTBCL-19 (gas); DPU 4-1 & Atts. (gas); DPU 28-7 (gas); DPU 28-8 (gas); DPU 28-9
(gas); DPU 32-1 & Atts. (gas)).

Further, to demonstrate cost control efforts, Unitil provided information regarding its
capital planning and authorization procedures, which included the Company’s current capital
budget input and review processes and the corresponding levels of authorization by dollar
threshold, as described above (Exhs. Unitil-KSTB-1, at 12-16 (electric); Schs. Unitil-KSTB-14;
Unitil-KSTB-15 (electric); Unitil-KSTBCL-1, at 13-17 (gas); Schs. Unitil-KSTBCL-14 (gas);
Unitil-KSTBCL-15 (gas)). In addition to maintaining the documentation required by the
construction authorization policy, the record shows that the Company’s project supervisors
review and analyze every project on a monthly basis for actual spending versus authorized
spending, prepare revised or supplemental authorizations for projects that are forecast to exceed
15 percent and $5,000 over the authorized amount, and re-route for approval as necessary
(Exhs. Unitil-KSTB-1, at 13-14 (electric); DPU 22-3 (electric); DPU 42-36 (electric);
Unitil-KSTBCL-1, at 14-15 (gas)).

The Attorney General argues that post-test-year plant additions should not be included in
the Company’s rate base and instead should be recovered through its capital tracker, i.e., the
CCA (Attorney General Brief at 62-64). As set forth in Section II1.D.5.f. above, the Department
approves the Company’s electric division a PBR plan with a K-bar mechanism to recover capital
costs. Further, in Section XIII.A.2. below, the Department accepts the Company’s proposal to

transition from the CCA to PBR and to phase out the CCA mechanism. Consistent with the
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findings above and with the Department’s recent precedent, we approve Unitil’s proposal to
include the Company’s 2023 electric division plant additions in rate base without regard to the
size of the plant additions in relation to rate base. D.P.U. 22-22, at 60-61, 129 n.66, 135-136. As
set forth in Section II1.D.4. above, the Department also approves a PBR plan for the Company’s
gas division. Consistent with Department precedent, the Department allows the Company’s
2023 gas division plant additions in rate base without regard to the size of the plant additions in
relation to rate base. D.P.U. 20-120, at 74-79; D.P.U. 19-120, at 169-170.

No intervenor challenged the prudency of the Company’s proposed plant additions.
Based on our review of the Company’s testimony, capital authorization processes, and capital
project supporting documentation, we find that Unitil’s cost control measures are reasonable and
appropriate, and that costs associated with the subject capital projects were prudently incurred,
and the resulting plant additions are used and useful in providing service to ratepayers.
Therefore, the Department will include the Company’s electric and gas division capital additions
placed in service between January 1, 2019 through December 31, 2023 in the Company’s plant
in service.*®

C. Cash Working Capital Allowance

1. Introduction

The purpose of conducting a cash working capital lead-lag study is to determine a
company’s “cash in-cash out” level of liquidity to provide the company an appropriate allowance

for the use of its funds. Western Massachusetts Electric Company, D.P.U. 87-260, at 22-23

38 The Department addresses the Company’s CCA mechanism in Section XIII.A. below.



D.P.U. 23-80 Page 107
D.P.U. 23-81

(1988). Such funds are either generated internally or through short-term borrowing. See

D.P.U. 96-50 (Phase I) at 26. Department policy permits a company to be reimbursed for costs
associated with the use of its funds and for the interest expense incurred on borrowing.

D.P.U. 96-50 (Phase I) at 26; D.P.U. 87-260, at 22. 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. Fitchburg Gas and Electric Light Company, D.P.U. 11-01/D.P.U. 11-02, at 164

(2011). In the event that the lead-lag factor is not below 45 days, a company will face a high
burden to justify the reliability of such a study and the reasonableness of the steps the company
has taken to minimize all factors affecting cash working capital requirements within its control,
such as the collections lag. D.P.U. 11-01/D.P.U. 11-02, at 164.

2. Company Proposal

Unitil conducted a lead-lag study to determine its cash working capital requirements for
its electric and gas divisions (Exhs. Unitil-CRD-2 (electric); Unitil-CRD-3 (electric);
Unitil-CRD-2 (gas); Unitil-CRD-3 (gas)).* A lead-lag study compares the timing difference
between (1) the incurrence of costs by a company and the company’s subsequent payment of

such costs (“expense lead”) and (2) the receipt of service by customers, and the customer’s

39 The cash working capital associated with purchased power expense and external

transmission expense will be recovered through the Company’s Basic Service Cost
Adjustment provision, and the cash working capital associated with other operating
electric operating expenses will be recovered through inclusion in the Company’s rate
base (Exh. Unitil-CRD-1, at 3 (electric)). The cash working capital associated with
purchased gas expense will be recovered through the Company’s Cost of Gas Adjustment
provision, and the cash working capital associated with other gas operating expenses will
be recovered through inclusion in the Company’s rate base (Exh. Unitil-CRD-1, at 3

(gas)).
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subsequent payment for these services (“revenue lag”). D.P.U. 11-01/D.P.U. 11-02, at 151.
Each component of the Company’s cash working capital allowance uses revenue lag days and
expense lead days to determine the cash working capital requirement (Exhs. Unitil-CRD-1, at 5
(electric); Unitil-CRD-1, at 4 (gas)). Unitil conducted its lead-lag study using in-house
personnel to update the net lag days associated with each component (Exhs. Unitil-CRD-1, at 1
(electric); Unitil-CRD-1, at 1 (gas)).

Unitil calculated a revenue lag to be used in its cash working capital net lag factors
(Exhs. Unitil-CRD-1, at 6-7 (electric); Unitil-CRD-2, at 2 (electric); Unitil-CRD-1, at 5 (gas);

99 ¢

Unitil-CRD-2, at 2 (gas)). The revenue lag consists of a “service lag,” “collection lag,” and a
“billing lag” (Exhs. Unitil-CRD-1, at 5 (gas); Unitil-CRD-2, at 2 (gas); Unitil-CRD-1, at 6-7
(electric); Unitil-CRD-2, at 2 (electric)). The sum of the days associated with these three lag
components is Unitil’s total revenue lag (Exhs. Unitil-CRD-1, at 6-7 (electric); Unitil-CRD-2,
at 2 (electric); Unitil-CRD-1, at 5 (gas); Unitil-CRD-2, at 2 (gas)).

Unitil calculated a service lag of 15.21 days for both the electric and gas divisions
(Exhs. Unitil-CRD-1, at 7 (electric); Unitil-CRD-2, at 2 (electric); Unitil-CRD-1, at 5-6 (gas);
Unitil-CRD-2, at 2 (gas)). This lag was derived by dividing the number of billing days in the test
year by twelve months and dividing that total in half to arrive at the midpoint of the monthly
service periods (Exhs. Unitil-CRD-1, at 7 (electric); Unitil-CRD-2, at 2 (electric); Unitil-CRD-1,
at 5-6 (gas); Unitil-CRD-2, at 2 (gas)). The collection lag, which reflects the time delay between
the mailing of customer bills and the receipt of the billing revenues from customers, totaled

42.36 days for the electric division and 56.14 days for the gas division (Exhs. Unitil-CRD-1, at 8

(electric); Unitil-CRD-2, at 2 (electric); Unitil-CRD-3, at 1 (electric); Unitil-CRD-1, at 6-7 (gas);
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Unitil-CRD-2, at 2 (gas); Unitil-CRD-3, at 1 (gas)). The collection lag was derived by dividing
the average daily accounts receivable balance by the average daily revenue amount
(Exhs. Unitil-CRD-1, at 8 (electric); Unitil-CRD-2, at 2 (electric); Unitil-CRD-3, at 5 (electric);
Unitil-CRD-1, at 5 (gas); Unitil-CRD-2, at 2 (gas); Unitil-CRD-3, at 5 (gas)). Finally, for both
divisions the Company applied a billing lag of 1.07 days, based on the fact that customers are
billed the day after meters are read and taking into consideration delays for weekends and
holidays (Exhs. Unitil-CRD-1, at 7-8 (electric); Unitil-CRD-2, at 2 (electric); Unitil-CRD-3, at 3
(electric); Unitil-CRD-1, at 6 (gas); Unitil-CRD-2, at 2 (gas); Unitil-CRD-3, at 3 (gas)). Based
on the foregoing, and by adding the number of days associated with each of the three revenue lag
components, Unitil calculated a total revenue lag of 58.63 days for its electric division and
72.41 days for its gas division (Exhs. Unitil-CRD-1, at 9 (electric); Unitil-CRD-2, at 2 (electric);
Unitil-CRD-3, at 1 (electric); Unitil-CRD-1, at 8 (gas); Unitil-CRD-2, at 2 (gas); Unitil-CRD-3,
at 1 (gas)).

Unitil’s O&M cash working capital is composed of O&M expense and other taxes
(Exhs. Unitil-CRD-1, at 9-12 (electric); Unitil-CRD-2, at 1 (electric); Unitil-CRD-1, at 8-11
(gas); Unitil-CRD-2, at 1 (gas)). To calculate the O&M expense lead period, Unitil
disaggregated its O&M expense into six major cost categories: labor-direct; labor-incentive;
medical and benefits; regulatory commission expense; USC charges; and other O&M expenses
(Exhs. Unitil-CRD-2, at 1 (electric); Unitil-CRD-2, at 1 (gas)).

Unitil reviewed test-year O&M-related payments and calculated the lead days for each
category (Exhs. Unitil-CRD-1, at 6 (electric); Unitil-CRD-2, at 3 (electric); Unitil-CRD-1, at 4-5

(gas); Unitil-CRD-2, at 3 (gas)). Once Unitil determined lead days for each category, it used the
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sum of the lead days weighted by dollars to arrive at an O&M expense lead of 34.39 days for its
electric division and 28.55 days for its gas division (Exhs. Unitil-CRD-1, at 9-12 (electric);
Unitil-CRD-2, at 1 (electric); Unitil-CRD-1, at 8-11 (gas); Unitil-CRD-2, at 1 (gas)). For its
electric division, the Company then subtracted the expense lead of 34.39 days from the revenue
lag of 58.63 days to produce a net O&M expense lag of 24.24; for the gas division, the Company
subtracted the expense lead of 28.55 days from the revenue lag of 72.41 days to produce a net
O&M expense lag of 43.86 days (Exhs. Unitil-CRD-1, at 3-4, 13 (electric); Unitil-CRD-2, at 1
(electric); Unitil-CRD-1, at 3-4, 11 (gas); Unitil-CRD-2, at 1 (gas)).

For its electric division, the Company derived an O&M expense cash working capital
factor of 6.64 percent by dividing the net lag days of 24.24 by 365 days (Exhs. Unitil-CRD-1,
at 13 (electric); Unitil-CRD-2, at 1 (electric)). The Company multiplied this factor by the total
costs applicable to cash working capital of $15,707,931 to calculate a cash working capital
allowance of $1,043,035 (Exhs. Unitil-CRD-1, at 13 (electric); Sch. RevReq-4-5 (Rev. 4)
(electric)). For the gas division, the Company derived an O&M expense cash working capital
factor of 12.02 percent by dividing the net lag days of 43.86 by 365 days (Exhs. Unitil-CRD-1,
at 11 (gas); Unitil-CRD-2, at 1 (gas)). The Company multiplied this factor by the total costs
applicable to cash working capital of $11,173,244 to calculate a cash working capital allowance
of $1,342,689 (Exh. Sch. RevReq-4-5 (Rev. 4) (gas)).

On brief, Unitil summarizes its lead-lag study calculations and cash working capital
requirements and asserts that the Company’s calculations are consistent with Department
precedent (Company Brief at 252-253 (electric); Company Brief at 215-216 (gas)). No other

party addressed Unitil’s proposed cash working capital calculations on brief.
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3. Analysis and Findings

The Department has reviewed the evidence in support of Unitil’s lead-lag study, and we
conclude that the Company properly calculated the electric division’s total revenue lag of
58.63 days and the gas division’s total revenue lag of 72.41 days (Exhs. Unitil-CRD-1, at 9
(electric); Unitil-CRD-2, at 1 (electric); Unitil-CRD-1, at 8 (gas); Unitil-CRD-2, at 1 (gas)).
Further, the Department finds that the Company properly calculated the electric division’s O&M
and other taxes expense lead of 34.39 days and the resulting net lag of 24.24 days, and properly
calculated the gas division’s O&M and other taxes expense lead of 28.55 days and the resulting
net lag of 43.86 days and (Exhs. Unitil-CRD-1, at 3-4, 13 (electric); Unitil-CRD-2, at 1
(electric); Unitil-CRD-1, at 3-4, 11 (gas); Unitil-CRD-2, at 1 (gas)).

Unitil’s proposed O&M net lag factors of 24.24 days for its electric division and
43.86 days for its gas division are lower than the Department’s 45-day convention
(Exhs. Unitil-CRD-1, at 3-4, 13 (electric); Unitil-CRD-2, at 1 (electric); Unitil-CRD-1, at 3-4, 11
(gas); Unitil-CRD-2, at 1 (gas)). Additionally, we find that Unitil’s decision to perform a
lead-lag study with in-house personnel was a cost-effective means to determine its cash working
capital requirement (Exhs. Unitil-CRD-1, at 1 (electric); Unitil-CRD-1, at 1 (gas)).

D.P.U. 22-22, at 140; Bay State Gas Company, D.P.U. 12-25, at 97 (2012). For these reasons,

the Department accepts the Company’s lead-lag studies and the resulting O&M cash working
capital factor of 6.64 percent for the electric division (24.24 days/365 days) and 12.02 percent for
the gas division (43.86 days/365 days).

As noted above, application of the O&M cash working capital factor of 6.64 percent to

the level of O&M and other taxes authorized by this Order produces a cash working capital



D.P.U. 23-80 Page 112
D.P.U. 23-81

allowance for the electric division of $1,060,317. Application of the O&M cash working capital
factor of 12.02 percent to the level of O&M and other taxes authorized by this Order produces a
cash working capital allowance for the gas division of $1,362,546. The derivation of the cash
working capital allowances is provided in the division-specific Schedule 6 below.

D. Accumulated Deferred Income Taxes

1. Introduction

The Company’s accumulated deferred income taxes (“ADIT”) consist of federal and state
deferred income taxes and are recorded in subaccounts of Account 283 (RR-DPU-41, Att. 1, at 4,
16-17). These subaccounts include plant-related ADIT and non-plant-related ADIT (Tr. 6,
at 588; RR-DPU-41, Att. 1, at 16-17).%°

Unitil proposes for its electric division an ADIT balance of $11,650,499, comprising
$11,867,825 in ADIT associated with utility plant and $335,477 in ADIT associated with
non-plant items, less $552,803 in ADIT associated with its Statement of Financial Accounting
Standard (“FAS”) 109 regulatory asset*! (Exhs. Sch. RevReq-4 (Rev. 4) (electric);
Sch. RevReq-4-6 (Rev. 4) (electric); Sch. RevReq-4-7 (Rev. 4) (electric)). Unitil proposes for its

gas division an ADIT balance of $19,268,801, comprising $19,576,047 in ADIT associated with

40 Plant-related ADIT results from the differences between accelerated depreciation expense

and depreciation expense on utility plant (Tr. 6, at 588). Fitchburg Gas and Electric Light
Company, D.T.E. 99-118, at 33 (2001); Essex County Gas Company, D.P.U. 87-59, at 27
(1987).

4 FAS 109 establishes financial accounting and reporting standards for the effects of

income taxes, including the recognition and treatment of deferred taxes. The regulatory
asset is shown as a negative amount because while ADIT is booked to a liability account,
the Company’s presentation of ADIT in its cost-of-service schedules is represented as a
positive entry (Exh. Sch. RevReq-4-6 (Rev. 4) (electric)).
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utility plant and $358,283 in ADIT associated with non-plant items, less $665,529 associated
with its FAS 109 regulatory asset (Exhs. Sch. RevReq-4 (Rev. 4) (gas); Sch. RevReq-4-6

(Rev. 4) (gas); Sch. RevReq-4-7 (Rev. 4) (gas)). During the proceeding, the Company updated
its test-year-end ADIT balances to ADIT balances as of December 31, 2023, adjusted for what
the Company considered to be known and measurable changes through June 30, 2024

(Exhs. Sch. RevReq-4-6 (Rev. 4) (electric); Sch. RevReq-4-6 (Rev. 4) (gas); Tr. 6, at 595-596).

2. Positions of the Parties

a. Attorney General

The Attorney General argues that the Company improperly adjusted the ADIT balances
to reflect estimates of 2023 activity and incorrectly includes 2023 ADIT balances in the proposed
rate base (Attorney General Brief at 64, citing Exh. AG-LKM-1, at 10). The Attorney General
asserts that the Company’s adjustment is inconsistent with Department precedent and the
Department should eliminate any 2023 estimated activity from ADIT (Attorney General Brief
at 64). Additionally, the Attorney General maintains that the Company’s electric division has an
existing capital tracker, which already provides for recovery of all post-test-year amounts related
to capital additions and thereby obviates the need for any post-test-year adjustments in the base

distribution rate case (Attorney General Brief at 64).

b. Company

On brief, Unitil summarizes its ADIT calculations (Company Brief at 253-254 (electric);

Company Brief at 217-218 (gas)).
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3. Analysis and Findings

a. Introduction

Deferred income taxes arise because of the differences between the tax and book
treatment of certain transactions, including the use of accelerated depreciation and the treatment

of certain operating expenses for income tax purposes. Fitchburg Gas and Electric Light

Company, D.T.E. 99-118, at 33 (2001); Essex County Gas Company, D.P.U. 87-59, at 27

(1987). This accumulated balance of interest-free funds is available to the utility to further invest
until it is then needed to fund the taxes due and payable in later years. Therefore, deferred

income taxes represent an offset to rate base. D.P.U. 87-59, at 63; AT&T Communications of

New England, 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). Nonetheless, the Department
has a general policy of matching the recovery of tax benefits and losses to the recovery of the

underlying expense with which the tax effects are associated. Commonwealth Electric

Company, D.P.U. 89-114/90-331/91-80 (Phase One) at 29 (1991); Massachusetts Electric

Company, D.P.U. 89-194/195, at 66 (1990).

b. Plant Related ADIT

From the updated ADIT balances, the Company deducted amounts related to costs that
are treated as below-the-line activities and costs recovered outside of base distribution rates, such
as through reconciling mechanisms, to derive the ADIT associated with base distribution rates
(Exhs. Sch. RevReq-4-6 (Rev. 4) (electric); Sch. RevReq-4-6 (Rev. 4) (gas)). In addition, the
Company included in its pro forma adjustments the first six months of ADIT roll-forward

amounts in 2024, related to distribution cost recovery items outside of base distribution rates that
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the Company proposes to roll into base distribution rates in this instant proceeding

(Exhs. Unitil-CGDN-1, at 4, 16 (electric); Sch. RevReq-4-7 (Rev. 4) (electric); Unitil-CGDN-1,
at 4, 7-9 (gas); Sch. RevReq-4-7 (Rev. 4) (gas)).** Unitil also excluded ADIT associated with
advanced metering infrastructure (“AMI”) costs, because the Company proposes to recover these
through a separate reconciliation factor outside of base distribution rates (see Section X. below).
For the electric division, the ADIT balance was further adjusted to exclude the amount assigned
to internal transmission (Exh. Sch. RevReq-4-6 (Rev. 4) (electric)).

Consistent with the allowed 2023 update of the electric plant additions in Section V.B.5.
the Department also recognizes the ADIT associated with that plant. The Department has
reviewed the Company’s proposed ADIT for the electric division and accepts the Company’s
calculations on the ADIT associated with the 2023 plant additions. Additionally, the Company
proposes roll-forward adjustments of $78,583 and negative $21,900 for January 1, 2024 through
June 30, 2024 to account for the activities associated with CCA and SCA, respectively
(Exhs. Unitil-CGDN-1, at 68 (electric); Sch. RevReq-4-7 (Rev. 4) (electric)). Consistent with
the Department’s decision to allow the roll-in of these investments in Sections XIII.A.2. and
XIIL.D.2., the Department accepts the roll-forward adjustments presented by the Company.
Finally, consistent with the Department’s decision to transfer the recovery of all costs related to
AMI from base distribution rates to the GMF as described in Section X. below, the Department

accepts the AMI adjustment presented by the Company (Exh. Sch. RevReq-4-6 (Rev. 4)

42 Specifically, the Company proposed to roll into base distribution rates costs currently

being recovered through its CCA, SCA, and GSEP reconciling mechanisms
(Exhs. Unitil-CGDN-1, at 4, 16 (electric); Unitil-CGDN-1, at 4, 7-9 (gas)).
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(electric)). Accordingly, the Department allows the Company’s proposed plant-related ADIT for
the electric division (Exhs. Sch. RevReq-4 (Rev. 4) (electric); Sch. RevReq-4-6 (Rev. 4)
(electric); Sch. RevReq-4-7 (Rev. 4) (electric)).

Consistent with the Department’s approval of the gas division’s post-test-year plant
additions in Section V.B.5., the Department accepts the Company’s calculations on the ADIT
associated with the 2023 plant additions (excluding 2023 GSEP plant additions). The
Department has reviewed the Company’s proposed ADIT for the gas division and accepts the
Company’s ADIT calculations. Additionally, the Company proposes a roll-forward adjustment
of negative $9,377 for January 1, 2024 through June 30, 2024 to account for the activities
associated with GSEP plant as of the test-year-end for plant-related ADIT at June 30, 2024
(Exhs. Unitil-CGDN-1, at 8-9 (gas); Sch. RevReq-3 (gas); Sch. RevReq-4-7 (Rev. 4) (gas)).
Consistent with the Department’s decision to allow the roll-in of the GSEP investment as of the
test-year-end in Section V.G.2. below, the Department accepts the roll-forward adjustment
presented by the Company. Accordingly, the Department allows the Company’s proposed total
plant-related ADIT balance for the gas division (Exhs. Sch. RevReq-4 (gas); Sch. RevReq-4-6
(Rev. 4) (gas); Sch. RevReq-4-7 (Rev. 4) (gas)).

C. Non-Plant Related ADIT

The Company’s proposed non-plant-related ADIT includes ADIT associated with
deferred rate case costs and FAS 109 federal and state income taxes (Exhs. Sch. RevReq-4-6
(Rev. 4) (electric); Sch. RevReq-4-6 (Rev. 4) (gas)). Additionally, the Company proposes a zero
balance in base distribution rates for pension and PBOP related ADIT (Exhs. Sch. RevReq-4-6

(Rev. 4) (electric); Sch. RevReq-4-6 (Rev. 4) (gas)).



D.P.U. 23-80 Page 117
D.P.U. 23-81

1. Deferred Rate Case Costs

Deferred rate case costs represent cash expenditures made in previous rate cases that have
not yet been recovered from the ratepayers (Tr. 6, at 582). The Department has previously
determined that deferred income taxes associated with a deferred expense are excluded from the
calculation of rate base because ratepayers have not been burdened with the costs.

D.P.U. 89-114/90-331/91-80 (Phase One) at 24-30; D.P.U. 89-194/195, at 66. Accordingly, the
Department will exclude the ADIT associated with deferred rate case costs from the calculation
of the Company’s ADIT rate base offset for the Company’s electric and gas divisions.
Therefore, the Department decreases the ADIT balance by $117,036 for the electric division and
$132,140 for the gas division.

1. Pension and Post-Retirement Benefits Other than Pension

In its non-plant-related ADIT proposal, the Company excludes the ADIT associated with
pension and PBOP expenses because they are currently recovered outside of base distribution
rates (Exhs. Unitil-CGDN-1, at 65 (electric); Unitil-CGDN-1, at 52 (gas)). As discussed in
Section VILE. below, however, the Department has eliminated the pension adjustment
mechanism (“PAM?”) in favor of recovery of all pension and PBOP expense through base
distribution rates. Consistent with this treatment, the Department finds it appropriate to include
ADIT associated with pension and PBOP expense in the Company’s rate base.

As of the end of the test year, the Company reported that its electric division had an
ADIT balance of $1,008,169 related to pension expense and $372,281 related to PBOP expense
(Exh. Sch. RevReq-4-6 (electric)). During the proceeding, the Company reported that as of the

end of 2023, its electric division had an ADIT balance of $1,122,455 related to pension expense
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and $276,982 related to PBOP expense (Exh. Sch. RevReq-4-6 (Rev. 4) (electric)). These
amounts correspond to the sum of the deferred federal and state income taxes related to pension
and PBOP expenses recorded in the Account 283 in the Company’s 2023 chart of accounts
(Exh. AG 1-34, Att. 2, at 16-17 (electric); RR-DPU-41, Att. 1, at 16-17 (electric)). Among the
pension and PBOP expenses related subaccounts of Account 283, there are regulatory asset
entries, i.e., $366,694* related to pension expense and $585,415% related to PBOP expense at
the end of 2023, that represent the result of the Company’s recording of accrued revenue

(Exh. AG 1-34, Att. 2, at 16-17 (electric); Tr. 6, at 580-581 (electric); RR-DPU-41, Att. 1,

at 16-17 (electric)). As previously noted, ADIT represents interest-free funds from ratepayers.
D.P.U. 87-59, at 63; D.P.U. 85-137, at 31; D.P.U. 1350, at 42-43; D.P.U. 18200, at 33-34.
Therefore, in considering the proper ADIT related to pension and PBOP expenses for the electric
division, the Department allows the Company’s ADIT with only the deferred taxes resulting
from the pension and PBOP expenses, resulting in the amounts of $699,060* associated with
pension and negative $285,293% associated with PBOP at the end of 2023 (RR-DPU-41, Att. 1,

at 16-17 (electric)).

43 $259,316 + $107,378 = $366,694 (RR-DPU-41, Att. 1, at 16-17 (electric))

“4$413,991 + $171,424 = $585,415 (RR-DPU-41, Att. 1, at 16-17 (electric))

4 The sum of the deferred federal income taxes of $534,454 and the deferred state income

taxes of $221,306 associated with pension expense at the end of 2023 multiplied by the
percentage associated with base rates, i.e., 1 — 7.5024 percent, equals $699,060
(Exh. Unitil-WP-1 (Rev. 4) (electric); RR-DPU-41, Att. 1, at 16-17 (electric)).

46 The sum of the deferred federal income taxes of negative $218,115 and the deferred state

income taxes of negative $90,318 associated with PBOP expense at the end of 2023
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Similarly, for the gas division, the Company provided the total ADIT related to pension
and PBOP at the test-year end and at the end of 2023 corresponding to the amounts shown in its
chart of accounts, which include the amounts resulting from the Company’s recording of accrued
revenue (Exhs. Sch. RevReq-4-6 & Revs. 1-4 (gas); AG 1-34, Att. 2, at 4 (gas); RR-DPU-41,
Att. 1, at 4 (gas)). Among the pension and PBOP expenses related subaccounts of Account 283,
there are regulatory asset entries, i.e., $327,711%7 related to pension expense and $586,72548
related to PBOP expense at the end of 2023, that represent the result of the Company’s recording
of accrued revenue (Tr. 6, at 580-581 (electric); RR-DPU-41, Att. 1, at 4 (gas)). Therefore, in
considering the proper ADIT related to pension and PBOP expenses for the gas division, the
Department allows the Company’s ADIT with only the deferred taxes resulting from the pension
and PBOP expenses. The Department adjusts the non-plant related ADIT to include $757,630%
associated with pension and negative $353,888 associated with PBOP at the end of 2023,
because the ADIT only includes amounts related to pension and PBOP expenses (RR-DPU-41,

Att. 1, at 4 (gas)).

multiples the ratio associated with base rates, i.e., 1 — 7.5024 percent, equals negative
$285,293 (Exh. Unitil-WP-1 (Rev. 4) (electric); RR-DPU-41, Att. 1, at 16-17 (electric)).

47 $231,749 + $95,962 = $327,711 (RR-DPU-41, Att. 1, at 4 (gas))
48 $414,917 + $171,808 = $586,725 (RR-DPU-41, Att. 1, at 4 (gas))

49 $757,630 is the sum of the deferred federal income taxes of $535,776 and the deferred
state income taxes of $221,854 associated with pension expense at the end of 2023
(RR-DPU-41, Att. 1, at 4 (gas)).

50 Negative $353,888 is the sum of the deferred federal income taxes of negative $250,261
and the deferred state income taxes of negative $103,627 associated with PBOP expense
at the end of 2023 (RR-DPU-41, Att. 1, at 4 (gas)).
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1l. FAS 109 Regulatory Asset

The FAS 109 regulatory asset originated from the Company’s implementation of
FAS 109 in February 1992 and the revaluation of deferred taxes associated with the increase of
the Massachusetts state corporate income tax rate from 6.5 percent to 8.0 percent in 2013
(Exhs. DPU 11-1 & Att. 1 (electric); DPU 9-1 & Att. 1 (gas)). FAS 109 regulatory asset
amortization amounts have been included in previous base distribution rate cases
(Exhs. DPU 11-1 (electric); DPU 9-1 (gas)). D.P.U. 15-80/D.P.U. 15-81, at 240-241;
D.P.U. 13-90, at 198-200; D.P.U. 11-01/D.P.U. 11-02, at 497.

For the electric division, the test-year-end FAS 109 regulatory asset balance recorded in
subaccounts to Account 182 is $597,640, according to the Company’s chart of accounts
(Exhs. AG 1-34, Att. 2, at 16 (electric); DPU 11-1 (electric); RR-DPU-41, Att. 1, at 16
(electric)). The Company includes in its Account 182 balance an accrual of $368,288 from
Account 173, representing the sum of the next twelve month of amortizations, resulting in an
additional year of amortization being included in the test-year end balance (Exhs. DPU 11-1,
Att. 2 (Rev.) (electric); DPU 42-16 (electric); RR-DPU-41, Att. 1, at 16 (electric)). Therefore,
the balance proposed by the Company represents the balance at the end of 2023. After adjusting
for internal transmission of 7.5024 percent, the FAS 109 regulatory asset balance at the end of
2023 is $552,803°! (Exh. Sch. RevReq-4-6 (Rev. 4) (electric); RR-DPU-41, Att. 1, at 16
(electric)). The Company proposes to decrease its ADIT by the FAS 109 regulatory asset

balance of $552,803 (Exh. Sch. RevReq-4-6 (Rev. 4) (electric)). Because the unamortized

31 $597,640 x (1 — 7.5024 percent) = $552,803
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FAS 109 regulatory asset balance represents the amount to be collected from the customers, the
Department finds the Company’s proposal is reasonable. D.P.U. 87-59, at 63; D.P.U. 85-137,
at 31; D.P.U. 1350, at 42-43; D.P.U. 18200, at 33-34. However, the balance recorded in
Account 182 includes $151,026 in tax gross-ups recorded in Account 254 (Exh. DPU 11-1 &
Att. 1 (electric)).’? As such, the Department will exclude the tax gross-ups from the balance,
producing a FAS 109 regulatory asset balance of $401,777 for the electric division.>?

For the gas division, the test-year-end FAS 109 regulatory asset balance recorded in
subaccounts of Account 182 is $665,529 according to the Company’s chart of accounts
(Exhs. AG 1-34, Att. 2, at 3 (gas); DPU 9-1 (gas); RR-DPU-41, Att. 1, at 3 (gas)). The
Company includes in its Account 182 balance accrued revenues of $211,188 from Account 173
representing the sum of the next twelve months of amortizations, resulting in an additional year
of amortization being included in the proposed balance (Exhs. DPU 9-1, Att. 2 (Rev.) (gas);
DPU 34-21 (gas); RR-DPU-41, Att. 1, at 3 (gas)). Therefore, the balance represents the balance
at the end of 2023. The Company proposes to decrease ADIT by the FAS 109 regulatory asset
balance of $665,529 (Exh. Sch. RevReq-4-6 (Rev. 4) (gas)). Because the unamortized FAS 109
regulatory asset balance represents the amount to be collected from the customers, the
Department finds the Company’s proposal is reasonable. D.P.U. 87-59, at 63; D.P.U. 85-137,

at 31; D.P.U. 1350, at 42-43; D.P.U. 18200, at 33-34. However, the balance recorded in

52 According to the Company, the asset Account 182 records the total regulatory asset, and

the liability Account 254 records the gross-up portion of the regulatory asset
(Exh. DPU 11-1, Att. 1 (electric)).

>3 $552,803 — $552,803 x (21 percent x (1 — 8 percent) + 8 percent) = $552,803 —
$151,026 = $401,777
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Account 182 includes $181,823 in tax gross-ups recorded in Account 254 (Exh. DPU 9-1 &
Att. 1 (gas)).>* As such, the Department adjusts the FAS 109 regulatory asset balance to
$483,706 to exclude grossed-up taxes of $181,823.%

d. Conclusion

Based on the above analysis, the Department finds that the total ADIT for Unitil’s
electric division is $12,098,256, comprising $11,867,825 in plant-related ADIT and $632,208 in
non-plant-related ADIT, less $401,777 in FAS 109 regulatory assets. The total ADIT for the
Company’s gas division is $19,722,226, comprising $19,576,047 for plant-related ADIT and
$629,885 for non-plant related ADIT, less $483,706 in its FAS 109 regulatory assets. The
Company has proposed ADIT balances of $11,650,499 for its electric division and $19,268,801
for its gas division (Exhs. Sch. RevReq-4 (Rev. 4) (electric); Sch. RevReq-4 (Rev. 4) (gas)).
Accordingly, the Department increases the Company’s electric division rate base ADIT offset by

$447,757 and increases the Company’s gas division rate base ADIT offset by $453,425.

>4 According to the Company, the asset Account 182 records the total regulatory asset, and

the liability Account 254 records the gross-up portion of the regulatory asset
(Exh. DPU 9-1, Att. 1 (gas)).

> $665,529 — ($665,529 x (21 percent x (1 — 8 percent) + 8 percent) = $665,529 —
$181,823 = $483,706
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E. Excess Accumulated Deferred Income Taxes

1. Introduction
On December 22, 2