The Commontwealth of Magsachugetts

DEPARTMENT OF PUBLIC UTILITIES

D.P.U. 17-05 November 30, 2017

Petition of NSTAR Electric Company and Western Massachusetts Electric Company, each
doing business as Eversource Energy, Pursuant to G.L. c. 164, § 94 and 220 CMR 5.00

et seq., for Approval of General Increases in Base Distribution Rates for Electric Service and
a Performance Based Ratemaking Mechanism.

ORDER ESTABLISHING EVERSOURCE’S REVENUE REQUIREMENT

APPEARANCES: Cheryl M. Kimball, Esq.

Danielle C. Winter, Esq.

Jessica Buno Ralston, Esq.

Keegan Werlin LLP

265 Franklin Street

Boston, Massachusetts 02110

FOR: NSTAR ELECTRIC COMPANY AND WESTERN
MASSACHUSETTS ELECTRIC COMPANY
Petitioners



D.P.U. 17-05

Maura Healey, Attorney General
Commonwealth of Massachusetts

By:

Joseph W. Rogers
Nathan C. Forster
John J. Geary
Matthew E. Saunders
Donald Boecke
William Stevens
Elizabeth A. Anderson
Alexander M. Early
Elizabeth L. Mahony
Shannon Beale
Christina Belew

Sara Bresolin

Joseph Dorfler

Assistant Attorneys General
Office of Ratepayer Advocacy
One Ashburton Place

Boston, Massachusetts 02108

Intervenor

Rachel Graham Evans, Esq.
Deputy General Counsel

100 Cambridge Street, Suite 1020
Boston, Massachusetts 02114
FOR: MASSACHUSETTS DEPARTMENT OF ENERGY

RESOURCES
Intervenor

Page ii



D.P.U. 17-05

Page iii

Jerrold Oppenheim, Esq.
57 Middle Street
Gloucester, Massachusetts 01930

and

Charles Harak, Esq.

Jennifer Bosco, Esq.

National Consumer Law Center

7 Winthrop Square

Boston, Massachusetts 02110

FOR: LOW-INCOME WEATHERIZATION AND FUEL
ASSISTANCE PROGRAM NETWORK AND
MASSACHUSETTS ENERGY DIRECTORS
ASSOCIATION
Intervenors

Amy E. Boyd, Esq.

Acadia Center

31 Milk Street, Suite 501

Boston, Massachusetts 02109

FOR: ACADIA CENTER
Intervenor

Robert A. Rio, Esq.

Associated Industries of Massachusetts

One Beacon Street, 16™ Floor

Boston, Massachusetts 02109

FOR: ASSOCIATED INDUSTRIES OF MASSACHUSETTS
Intervenor



D.P.U. 17-05

Page iv

Jeffrey M. Bernstein, Esq.

Rebecca F. Zachas, Esq.

Kathryn M. Terrell, Esq.

BCK Law, P.C.

271 Waverly Oaks Road, Suite 203

Waltham, Massachusetts 02452

FOR: THE CAPE LIGHT COMPACT
Intervenor

Nancy M. Glowa, Esq.

City Solicitor

Sean M. McKendry, Esq.

Assistant City Solicitor

City of Cambridge Law Department

795 Massachusetts Avenue

Cambridge, Massachusetts 02139

FOR: CITY OF CAMBRIDGE
Intervenor

David Ismay, Esq.

Megan M. Herzog, Esq.

Conservation Law Foundation

62 Summer Street

Boston, Massachusetts 02110

FOR: CONSERVATION LAW FOUNDATION
Intervenor

Andrew J. Unsicker, Maj., USAF

Lanny L. Zieman, Capt., USAF

Natalie A. Cepak, Capt., USAF

Thomas A. Jernigan

AFLOA/JACE-ULFSC

139 Barnes Drive, Suite 1

Tyndall Air Force Base, Florida 32403

FOR: FEDERAL EXECUTIVE AGENCIES
Intervenor



D.P.U. 17-05

Page v

Zachery Gerson, Esq.

Alicia Barton, Esq.

Foley Hoag LLP

155 Seaport Boulevard

Boston, Massachusetts 02210

FOR: NORTHEAST CLEAN ENERGY COUNCIL, INC.
Intervenor

Joey Lee Miranda, Esq.

Robinson & Cole LLP

280 Trumbull Street

Hartford, Connecticut 06103

FOR: RETAIL ENERGY SUPPLY ASSOCIATION
Intervenor

Warren F. “Jay” Myers, Esq.

Locke Lord LLP

111 Huntington Avenue

Boston, Massachusetts 02199

FOR: THE ENERGY CONSORTIUM
Intervenor

Kevin M. Lang, Esq.

Couch White, LLP

540 Broadway

P.O. Box 22222

Albany, New York 12201-2222

FOR: UNIVERSITY OF MASSACHUSETTS
Intervenor

Robert Ruddock, Esq.

Locke Lord Public Policy Group LLC

111 Huntington Avenue

Boston, Massachusetts 02199

FOR: WESTERN MASSACHUSETTS INDUSTRIAL GROUP
Intervenor



D.P.U. 17-05

Page vi

Charles S. McLaughlin, Jr., Esq.

Assistant Town Attorney

Town of Barnstable

367 Main Street

Hyannis, Massachusetts 02601-3907

FOR: TOWN OF BARNSTABLE
Limited Intervenor

Robert S. Troy, Esq.

Troy Wall Associates

90 Route 6A

Sandwich, Massachusetts 02563

FOR: CAPE AND VINEYARD ELECTRIC COOPERATIVE
Limited Intervenor

Paul G. Afonso, Esq.

Jesse S. Reyes, Esq.

Brown Rudnick, LLP

One Financial Center

Boston, Massachusetts 02111

FOR: CHARGEPOINT, INC.
Limited Intervenor

Robert J. Munnelly, Jr., Esq.

Davis, Malm & D’Agostine, P.C.

One Boston Place

Boston, Massachusetts 02108

FOR: CHOICE ENERGY, LLC
Limited Intervenor




D.P.U. 17-05 Page vii

Craig Waksler, Esq.

Pamela Rutkowski, Esq.

Eckert Seamans Cherin & Mellott, LLC
Two International Place, 16th Floor
Boston, Massachusetts 02110

and

Daniel Clearfield, Esq.

Eckert Seamans Cherin & Mellott, LLC

213 Market Street, 8th Floor

Harrisburg, Pennsylvania 17101

FOR: DIRECT ENERGY BUSINESS, LLC; DIRECT
ENERGY MARKETING, LLC; DIRECT ENERGY
SERVICES, LLC; AND DIRECT ENERGY SOLAR,
LLC
Limited Intervenors

Elisa J. Grammer, Esq.

Law Offices of Elisa J. Grammer

47 Coffin Street

West Newbury, Massachusetts 01985

FOR: ENERGY CONSUMERS ALLIANCE OF NEW
ENGLAND, INC. AND THE SIERRA CLUB
Limited Intervenors




D.P.U. 17-05

Donnalyn B. Lynch Kahn, Esq.
City Solicitor

Alan D. Mandl, Esq.

Assistant City Solicitor

City of Newton, Law Department
1000 Commonwealth Avenue
Newton, Massachusetts 02459

and

Douglas Heim, Esq.

Town Counsel

50 Pleasant Street

Arlington, Massachusetts 02476

and

Kevin Batt, Esq.

Anderson and Krieger LLP
50 Milk Street, 21* Floor
Boston, Massachusetts 02109

and

John P. Flynn, Esq.
Kerry R. Jenness, Esq.

Murphy, Hesse, Toomey & Lehane, LLP
300 Crown Colony Drive, Suite 410

Quincy, Massachusetts 02169
and

David J. Doneski, Esq.

KP Law, P.C.

101 Arch Street, 12™ Floor
Boston, Massachusetts 02110

Page viii

FOR: CITY OF NEWTON AND TOWNS OF ARLINGTON,

LEXINGTON, NATICK AND WESTON

Limited Intervenors




D.P.U. 17-05

Page ix

Laura S. Olton, Esq.

LSO Energy Advisors, LLC

38 Thackeray Road

Wellesley, Massachusetts 02481

FOR: POWEROPTIONS, INC.
Limited Intervenor

Bernice I. Corman, Esq.

EKM Law, PLLC

1616 H Street, NW, Suite 600

Washington, DC 20006

FOR: SUNRUN INC. AND ENERGY FREEDOM
COALITION OF AMERICA, LLC
Limited Intervenors

Hannah Chang, Esq.
Moneen Nasmith, Esq.
Earthjustice

48 Wall Street, 19th Floor
New York, New York 10005

and

Jill Tauber, Esq.

Earthjustice

1625 Massachusetts Ave., NW

Suite 702

Washington, DC 20036

FOR: VOTE SOLAR
Limited Intervenor

James M. Avery, Esq.

Pierce Atwood, LLP

100 Summer Street, Suite 2250

Boston, Massachusetts 02110

FOR: THE BERKSHIRE GAS COMPANY
Limited Participant




D.P.U. 17-05

Page x

Alexandra E. Blackmore, Esq.

Assistant General Counsel

National Grid

40 Sylvan Road

Waltham, Massachusetts 02451

FOR: MASSACHUSETTS ELECTRIC COMPANY AND
NANTUCKET ELECTRIC COMPANY
Limited Participant

Jonathan M. Ettinger, Esq.

Thaddeus A. Heuer, Esq.

Foley Hoag LLP

155 Seaport Boulevard

Boston, Massachusetts 02210-2600

FOR: MASSACHUSETTS WATER RESOURCES
AUTHORITY
Limited Participant

C. Baird Brown, Esq.

Drinker Biddle & Reath

One Logan Square, Suite 2000
Philadelphia, Pennsylvania, 19103

and

Christopher B. Berendt, Esq.

Drinker Biddle & Reath

1500 K Street, N.W., Suite 1100

Washington, District of Columbia 20005

FOR: MICROGRID RESOURCES COALITION
Limited Participant

Catherine Redmond, Esq.

Noble, Wickersham & Heart, LLP

1280 Massachusetts Avenue

Cambridge, Massachusetts 02138

FOR: UNION OF CONCERNED SCIENTISTS
Limited Participant




D.P.U. 17-05 Page xi

Melissa M. Horne, Esq.

Gregory Tumolo, Esq.

Higgins, Cavanagh & Cooney, LLP

10 Dorrance Street, Suite 400

Providence, Rhode Island 02903

FOR: WAL-MART STORES EAST, LP
Limited Participant




D.P.U. 17-05 Page xii

II.

III.

IV.

TABLE OF CONTENTS

INTRODUCGTION ...ttt e e e e e ae e aeaaanes 1
PROCEDURAL HISTORY ...ttt e 5
VERIFICATION OF NSTAR ELECTRIC’S ANNUAL RETURNS AND
DISTRIBUTION RATE BASE ASSETS ..., 11
A. INErOAUCHION .. et e 11
B. Positions of the Parties ...........ccoouiiiiiiiiiiiii e 14
C. Analysis and FIndings ..........coooiiiiiiiiiiiii i 15
1. Retention of Ernst & Young..........ccoooiiiiiiiiiiiiiiiiiiiiiiieien 15
2. Examination and Verification of NSTAR Electric’s Annual Returns... 15
3. Verification of the Assets in NSTAR Electric’s Distribution Rate Base
....................................................................................... 18
4. Other Information .............oooiiiiiiiii e 20
COMPANIES’ USE OF A SPLIT TEST YEAR......ociiiiiiiiiiiieeeeen 20
A. INErOAUCHION ..\t 20
B. Positions of the Parties ...........coouoiiiiiiiii 22
C. Analysis and FIndings .........coouiiiiiiiiiii 22
1. INtroOdUCHION ....ee i e 22
2. Analysis and FIndings ..........coviiiiiiiiiiiiii i 25
3. [70) 1 16d 15 1] 10 ) R S 27
CORPORATE CONSOLIDATION ...ttt e e iaeeaaas 28
A. INErOdUCHION ...t e 28
B. Description of the Proposed Merger..........cooviiiiiiiiiiiiiiiiiiiiiiiiiiieaan, 30
C. Section 96 CoNSIAETAtIONS ... .uuteeteitt et et eteet et eiteeiteaieeaeenneanaaanaans 31
1. Standard of REVIEW ......ooiuiiiiiiiiiii 31
2. Positions of the Parties ...........c.cooviiiiiiiiiiiiiiiiiiicei e 34
a. Attorney General ..........oooiiiiiiiiiiiii 34
b. RES A L 35
C. COMPANIES . ..enetintetit et 36
3. Analysis and FIndings ..........ccooooiiiiiiiiiiiiiii 36
a. SECLION 96 .. .ttt 36
i. Introduction.........ccooiiiiiiiii e 36
ii. Effects on Rates ........coovvviiiiiiiiiiiiiiiiiiiiineee 37
iii. Costs and Resulting Net Savings ...........cccevvvvnenn... 38
iv. Long-term strategies that will assure a reliable,
cost-effective energy delivery system....................... 40
V. Effects on Customer Service and Service Quality ....... 41

vi. Financial Integrity of the Post-Acquisition Entity........ 42



D.P.U. 17-05

VL

VII.

Page xiii

Vil.  ConCluSion .......cvvuiiiiii i 43

b. Financial Recordkeeping ............ccooviiiiiiiiiiiiiiiiiiiiiiinn, 44

D. StOCK TranSACtIONS . .. .euttt ettt ettt 46
1. INErOdUCHION ..t e 46

2. Standard of ReVIEW .........ooiiiiiiiiiiii 47

3. Analysis and FIndings .........ccoooiiiiiiiiiiii e 49

a. INtrodUCtion ... .ouveie i 49

b. Stock ISSUANCE . ....ovuiiiii i 50

c. G.L.C. 164, 8§99 .o 52

E. Confirmation of Franchises ............ccoiiiiiiiiiiiiiiiiiiiiiiiii e 53
1. INtrodUCHION ..c.ueeee e e 53

2. Analysis and FIndings .........ccoooiiiiiiiiiiiii e 53
REVENUES .. e 55
A. Test Year Revenue Adjustments .........co.vviuiviiiiiiiiiiiiiiiiiniene e 55
1. INtroOdUCHION ....ee i e 55

2. Companies Proposed Adjustments............cooevviiiiiiiiiiiiiniiinnnnnen. 56

a. Reclassification Adjustment and Normalizing Adjustments ..... 56

b. Pro Forma Adjustments ..............cooiiiiiiiiiiiiiiiiiiiiianne, 56

i. INtroduction........oouviuiiii i 56

1i. NSTAR Electric’s Rents from Electric Property......... 57

iii. NSTAR Electric’s Other Electric Revenues............... 59

1v. WMECo’s Restoration and Other Fees Revenues........ 60

3. Positions of the Parties ............coooiiiiiiiiiiiiiiiiiiiiiie e 61

a. Attorney General ..........oooiiiiiiiiiiiii 61

b. (010) 011 oX: 111 (-1 S 62

4. Analysis and FIndings ..........c.ooooiiiiiiiiiiiiiiii 63

a. Proposed Reclassification and Normalization Adjustments...... 63

b. Proposed Pro Forma Adjustments..............cccoeviiiiiiineinn.n. 63

1. NSTAR Electric’s Rents from Electric Property......... 63

il. NSTAR Electric’s Other Electric Revenues............... 68

1ii. WMECo’s Restoration and Other Fees Revenues........ 71

C. Other AdJuStments. ... ....oouvuiiiiiiiiiiiin e, 71

RATE BASE ... ot e e e et 72
A. INErOAUCHION . .e et e 72
B. Test Year Plant Additions............oovuiiniiiiiiii e 74
1. INErOdUCHION ...t e 74

2. Project DoCUMENtation. ... ...o.uvvuiriiiiin i e eee e enaeeaaes 75

a. INtroducCtion ......c.oiiii i 75

b. NSTAR EIECLIIC . onviiniiiiiiiie e 76

C. WIMECO ..t 79



D.P.U. 17-05 Page xiv

3. Positions of the Parties ... 81
a. Attorney General ...........cooiiiiiiiiiiii 81
b. DOER. ...t 83
c. COMPANIES ..ottt 83
4. Analysis and FIndings .........coooviiiiiiiiiiiiiiii e 85
a. Standard of Review ... 85
b. Plant Additions..........cooeiiiiiiii e 87
i. NSTAR EI€Ctric ..o.vvniiiiiiiiiiiiiiiieieeeeea 87
ii. WMECO. ..t 90
C. Post-Test Year Capital Additions...........cooevieiiiiiiiiiiiiiiiiiiiiieeeee 91
1. INErOAUCHION ... e et e 91
2. NSTAR Electric Projects..........ocooeiiiiiiiiiiiiiiiiiiiiceieieeeaee 92
3. WMECO Project ....co.oiuiiniiiii 94
4 Positions of the Parties ............coooiiiiiiiiiiiiiiiiiiiieee 95
a. Attorney General ...........coooiiiiiiiiiiii 95
b. Cape Light COmMPACE ....o.vvuiiiiiiiiiiieiei e, 97
c. (010) 111 o ;111 1 S 97
5. Analysis and Findings ..........ccoooiiiiiiiiiiiiiiiii e 101
a. INtroduCtion ........couiiiii e 101
b. Proposed Post Test-Year Plant Additions......................... 101
1. Significance of Proposed Plant Additions................ 101
1i. Status of Electric Avenue Substation ..................... 105
1ii. Status of Seafood Way Substation......................... 106
iv. Status of New Bedford Service Center................... 108
V. ConClUuSION ..o 110
c. Accumulated Deferred Income Taxes and Accumulated
DEPreciation ......cocvuiueitiiiitiitit i 111
d. (610) 1 16d 11 1 10 s P 114
D. Cash Working Capital ...........cooiuiiiiiiii e 114
1. INtrodUCHION . ...t 114
2. Companies Proposal...........coooiiiiiiiiiiiiiiiiii 116
3. Positions of the Parties .............c.oooiiiiiiiiiiii 119
4. Analysis and Findings ..........cooviiiiiiiiiiiiiiiiiiiiiiieieieieeaens 119
E. Materials and SUPPLIES......o.uiiniiiiii e 121
1. INErOdUCHION ...t 121
2. Positions of the Parties ...........cccoviiiiiiiiiiiiiiiiiiiicieeee 122
a. Attorney General .........oooiiiiiiiiiii 122
b. 101001110221 1 | TP 122
3. Analysis and FIndings ..........coiiiiiiiiiiiiiiiiiiiic e 123
VIII. OPERATIONS AND MAINTENANCE EXPENSES........ccciiiiiiiiiiiiiiiiienns 125

A. Employee Compensation and Benefits...............cooooiiiiiiiiiiiiii.. 125



D.P.U. 17-05

Page xv

1. INtroducCtion .......ooueiniie e 125
2 NON-UNION WaZES ..enuetitiitiitietteeee et ee e e eeeaens 126
a. INtroducCtion ... ..oouiieii i 126

b. Positions of the Parties ...............ccooiiiiiiiii . 128

i. Attorney General .............ccociiiiiii 128

il. COMPANIES ..e.ueneineiiii e 129

c. Analysis and Findings ...........cooiiiiiiiiiiiiiiii 130

3. UNION WAZES ..ottt ettt 133
a. INtroduction ... .....coeiuiiii i 133

b. Positions of the Parties ...............ccooooiiii 134

1. Attorney General ...........oooiiiiiiiiiii 134

il. COMPANIES ....neniniiii e 134

c. Analysis and Findings ...........cooiiiiiiiiiiiiiiiiiiii 135

4. Incentive COMPENSALION .....uvuutinetinttieiite et eieeiaeaaaans 138
a. INtroduction ... .....coueiuiinii i 138

b. Positions of the Parties ..............ccoooeviiiiiiiiiiiiiiiiiie. 139

i. Attorney General ............coooiiiiiiiiiii 139

il. COMPANIES ....ueneniiiie e 141

C. Analysis and Findings ..........coooiiiiiiiiiiiiiiiiiiiiien 142

5. Employee Benefits.........covueiiiiiiiiiiiiii e 147
a. INtroduction ... .....coueiuiiii i 147

b. Positions of the Parties ............cooeviiiiiiiiiiiiiiiii, 148

1. Attorney General ...........oooiiiiiiiiii 148

ii. COMPANIES ..eneeeineinitiit e 150

c. Analysis and Findings ..........ccooviiiiiiiiiiiiiiiiiiiien 152

1. Health Care EXpenses ...........ccoveeiiiiiiiiiiiiininn. 152

ii. 401(k) Savings Plan Costs ........ccoeviiiiiiiiiiiiian.. 155

Service Company Charges ........oouvviiiiiiiiiiiiii e, 156
1. INtrodUCtION . ...t 156
2. Positions of the Parties .............cooooiiiiiiiiiiii 158
a. Attorney General ..........ooiiiiiiiii 158

b. COMPANIES . ..enetintitieit e 161

3. Analysis and Findings ..........cooviiiiiiiiiiiiiiiiiiiiiiieieieieeaens 162
a. INtrodUuCtiON ...oueei e 162
SBIVICES . . ettt ettt 163

c PrICE. e 164

d. PN 1 (0707 15 10) 1 B PP 168

e. CONCIUSION ...ttt e 171
PayrOll TaXes . uueintiitietii e 171
1. INtroOdUCHION ..oveeee e 171
2. Positions of the Parties .............cooooiiiiiiiiiiiii 172

a. Attorney General .........oooiiiiiiiiii 172



D.P.U. 17-05 Page xvi

b. COMPANIES ...eieeniitete e 172
3. Analysis and FIndings ..........ccooiiiiiiiiiiiiiiiiiiiiiiieieie e 173
D. Uncollectible EXPENSE .......ovuiiuiiniiiiiiiiiii e 174
1. INtroducCtion .......ooueiniie e 174
2. Positions of the Parties ...........c..cooiiiiiiiiiiiiii 177
3. Analysis and FIndings .........ccoooieiiiiiiiiiiiiii e 177
E. Depreciation EXPense ........c.ocouuiiiiiiiiiiiiii i 180
1. INtrOdUCHION .. .eiveie e 180
2. Companies’ Depreciation Studies...........coceveviiiiiiiiiiiiiiineannen. 181
3. Attorney General’s Depreciation AnalysiS............coovieiiiiiinnn... 186
4 Positions of the Parties .............c.ocoiiiiiiiiiii 188
a. Attorney General ..o 188
b. Cape Light Compact ........ccoeiiiiiiiiiiiiiiiiiiieieeeae 194
c. {010 ) 111 o ;111 1 S 194
5. Standard of Review ... 200
6. Analysis and FIndings ..........ocoviiiiiiiiiiiiiiiiiiiiii e 201
a. Life ANalySes.....cooueiiiiiiiiiiii i 201
b. Net Salvage Factors..........c.oooiiiiiiiiiiiiiiiiiiiiiiiee, 201
C. Amortization Reserve Deficiency Adjustment ................... 209
d. COonNCIUSION . .eiieei e 211
F. Lease EXPENSE.....c.uuiiniiii i 212
1. INEroduCtion ....c.eennii e 212
2. Positions of the Parties .............c.ocooiiiiiiiiiiiiii 213
a. Attorney General ...........cooiiiiiiiiiiii 213
b. L070) 111022111 (1 214
3. Analysis and FIndings ..........ccocoiiiiiiiiiiiiiiii 216
a. INtroduction ... .....ooueiniiii i 216
b. Companies’ Test Year Lease Expense Associated with
56 Prospect Street Lease .........covvviiiiiiiiiiiiiiiiiiiiininn.. 216
C. Eversource’s Proposed Adjustments to NSTAR Electric’s Test
Year Lease EXPENse......coovvvuiiiiiiiiiiiiiiiiiiiiiiiiiieieeens 218
d. Eversource’s Proposed Adjustments to WMECo’s Test Year
Lease EXPenSe. ....couevuuirniiiiiiii e 221
G. Information System EXPEense .......c.ooiuiiuiiiiiiiiiiiiiiiiiiiiiiiieieeens 223
1. INErOdUCHION ...t 223
2. Position of the Parties ...........ccocoieiiiiiiiiiiiiiii i 225
a. Attorney General .........oooiiiiiiiiiii 225
b. 101001110221 1 | TP 229
3. Analysis and FIndings .........ccoviiiiiiiiiiiiiiiiii e 232
H. GIS Verification Adjustment ..........c.ovueiiniiiiiiiiiiiiii i ieeienaenn, 235
1. INtrodUCHION ...t 235

2. Positions Of the Parties .....oovvviiiiiiiiieie e 236



D.P.U. 17-05 Page xvii

a. Attorney General ...........cooiiiiiiiiiii 236

b. Cape Light Compact .......cccvuiiiiiiiiiiiiiiiiiieieieieenen 238

c. L010] 111 oF:1 11 1 S 238

3. Analysis and FIndings .........ccoooiiiiiiiiiiiiii e 240
I. INSUrance EXPensSe ... ...oueinuiiiiiiii i e 241
1. INtroducCtion .......ooueinii e 241
2. Positions of the Parties .............cooooiiiiiiiiiiiiiiii 242
a. Attorney General ...........coooiiiiiiiiiiii 242

b. COMPANIES .. .etneniiteti e 243

3. Analysis and FIndings .........ccoooeiiiiiiiiiiiii i 245
J. Property Tax EXPenSe ......o.oiuuiiiiiiiiiiiii i 247
1. INtrodUCtiON . ...t 247
2. Positions of the Parties .............c.ooioiiiiiii 249
a. Attorney General ..........ooooeiiiiiiiiiii e 249

b. COMPANIES ..ottt 249

3. Analysis and FIndings ..........ooviiiiiiiiiiiiii e 250
K. Rate Case EXPENSE .....oinuiiniiiiiiii i e 252
1. INtrodUCtion . ...ceeei e 252
2. Positions of the Parties .............c.oooiiiiiiiiiiiiiii 253
a. Attorney General ..........ooiiiiiiiii 253

1. Introduction...........cooeviiiiiiiiii e 253

1i. Rate Design......coovviniiiiiiiiiiiiiii i 254

1ii. Competitive Bidding Process...........ccooeviiiviiinnnnnn. 255

iv. Temporary Employees...........cooooeviiiiiiiiiiininn, 256

b. L070) 111022111 (1 257

i. Introduction..........ccooeiiiiiiiii e 257

ii. Rate Design.......cooeviiiiiiiiiiiiiiiiiiia 258

1ii. Competitive Bidding Process...........ccooevvviviiinnnnnn. 259

iv. Temporary Employees...........ccoooeiiiiiiiiiiiinin, 262

V. Normalization ..........ccoiiiiiiiiiiiiiiiiciieiea 263

3. Analysis and FIndings ..........ccoviiiiiiiiiiiiiiiiiiiiiiiiiiiiieieieiaeans 264
a. INtroduction ... .....ooueiniinii i 264

b. Competitive Bidding Process.........c.ooevviiviiiiiiiiiiiiinnnnn, 265

i. Introduction.........co.oieviiiiiii i 265

ii. Companies’ Request for Proposal Process............... 267

iii. Retention of Specific Consultants ......................... 269

c. Various Rate Case EXpenses ..........coovvviviiiiiiiiiniinennnen. 273

i. INtroduction.........ccooveiiiiiiii e 273

ii. Rate Design......coovvviiiiiiiiiiiiiiiiii i 273

iii. Temporary Employees...........covovviiiiiiiiiiiiiinnnnn, 275

iv. Remaining EXpenses .........c.cooeveviiiiiiiiiiiiiininn. 277

d. Fees for Rate Case Completion...........c.ccovvviviiiiniiininnnnn, 278



D.P.U. 17-05 Page xviii

e. Normalization of Rate Case Expense.............ccccvvevuennnn.. 279

f. Requirement to Control Rate Case Expense...................... 282

4. CONCIUSION ...vuetii e 285

L. Amortization of Goodwill........... ..o 285
1. INtrOdUCHION .. .eiveie e 285

2. Background ..o 286

3. Companies Proposal...........c.ocoiiiiiiiiiiiii 289

4. Positions of the Parties ............c.ccoviiiiiiiiiiiii i 290

5. Analysis and FIndings .........cooooiiiiiiiiiiiii e 292

M D.P.U. 10-170 Merger Costs and Savings ...........ccoevieeiiiieiniiniineennan... 295
1. INtrOdUCHION ... eeetee e e 295

2. Reported Merger-Related Savings and Costs...........cccevveieinenne... 296

3. Positions of the Parties .............c.ooioiiiiiii 297

a. Attorney General ..........ooooeiiiiiiiiiii e 297

b. COMPANIES ...eeeniitiete e 298

4. Analysis and FIndings ..........ocoviiiiiiiiiiiiiiiiiiiiii e 298

N. Amortization of Hardship Accounts.............coooiiiiiiiiiiiiiiiiiiiiiiiinens 302
1. INtrodUCtion . ...ceeei e 302

2. Positions of the Parties .............cooooiiiiiiiiiiiii 304

3. Analysis and FIndings ..........ccoiiiiiiiiiiiiiiiiii e 304

0. Regulatory ASSESSMENLS .......coueiuiitiitiit i 308
1. INEroduCtion ....c.eennii e 308

2. Positions of the Parties .............c.ocooiiiiiiiiiiiiii 310

a. Attorney General ...........cooiiiiiiiiiiii 310

b. L070) 111072111 (51 311

3. Analysis and FIndings ..........ccocooiiiiiiiiiiiiiiii 312

P. Normalization of WMECo’s Property Tax Deductions .......................... 315
1. INtroduction ........o.eiuiinii e 315

2. Positions of the Parties .............cooooiiiiiiiiiiiiiii 317

a. Attorney General ...........cooiiiiiiiiiii 317

b. L010) 111072111 (1 318

3. Analysis and FIndings ...........cocooiiiiiiiiiiiiiii 320

Q. Pension and Post-Retirement Benefits Other than Pension Expense ........... 323
1. INtroduction ........o.eiuiinii e 323

2. Analysis and FIndings ..........ccooooiiiiiiiiiiiiiii 324

R. Environmental Remediation CoStS..........cooeveiiiiiiiiiiiiiiiiiiiiiieeenn, 324
1. INtroduction .......coueiniie i 324

2. Analysis and FIndings ..........ccooooiiiiiiiiiiiiiii 325

S. Inflation AIIOWANCE.........o.einiiniiii e 326
1. INtroduction .......coueiniie i 326

2. Positions of the Parties .............coooiiiiiiiiiiiiiiii 328

3. Analysis and FIndings ..........coviiiiiiiiiiiiiiii e 328



D.P.U. 17-05 Page xix

IX. PERFORMANCE-BASED RATEMAKING MECHANISM ........ccooviiiiiiiiinn, 334
A. INtrOAUCHION . ...ttt e e e et e et e, 334
B. Companies PBR Proposal ...........ccoiiiiiiiiiiiii i 334

1. INtrOAUCHION ..ottt e e e 334
2. Formula EIEMENts ........cccoiiiiiiiiiiiii i e e e 335
a. Productivity Offset .......ccooviiiiiiiiiiiiiiiieee 335
b. Inflation Index and FIoor ........coooviiiiiiiiiiiiiiiiiiiiieens 337
c. Consumer Dividend ..ot 338
d. Grid Modernization Stretch Factor............cccooovvviinn..n. 339
e. Grid Modernization Plan Factor...............ccoovviiiiia. 339
f. Exogenous Cost Factor...........ocoviiiiiiiiiiiiiiiiiiniinen, 340
g. Earnings Sharing Mechanism .................cooo.. 341
h. |33 2 K< v 1 s DN 342
1. A (515 5 (o1 U 342
C. Positions Of the Parti€s .......covviiiiiiiiiiiiii e 342
1. Attorney General ........o.ooieiiiiiiii 342
2. ACAdIA COIMIET ..vvetiiiit i e ettt 348
3. Cape Light COmMPACE .....o.ovuiiniiiiii e 349
4. CLF .o e 352
5. DOER ... 353
6. Sunrun and EFCA ... 354
7. 80 E T T 355
8. VOte SOLaT. ... 356
9. COMPANIES ...eenentinit ettt 358
D. Analysis and FINdings .........ooiiiiiiiiiiii e 370
1. INtrOAUCHION ..ttt e 370
2. Department Ratemaking Authority ...............coooviiiiiiiiii.. 370
3. Evaluation Criteria for PBR ... 372
4. Rationale for PBR ...t 373
5. PBR Formula Elements..........oovviuiiiiiiiiii i 381
a. Productivity Offset .......ccoovniiiiiiiiiiie 381
i INtrodUucCtion ......covvviiiii e 381
ii. TFP Study Parameters............coovviiiiiiiiiiiininnnnn, 383

1ii. TFP Study Execution/Components; Input Price and
Productivity Differentials .................coooiiiiinn. 385
iv. ConCIUSION ...ovvt i e, 391
b. Inflation Index and FIoor ........ccoovviiiiiiiiiiiiiiiiiiieeen, 393
C. Consumer Dividend .........c.oovviiiiiiiiiiii i 394
d. Grid Modernization Plan Factor...............cccoooeiiiii.. 395
e. Exogenous Cost Factor...........ccvviiiiiiiiiiiiiiiiiiniiinen, 395
f. Earnings Sharing Mechanism ...............c.ocooiiiiiiinn.. 399
g. PBR Term.. ..ot 401



D.P.U. 17-05 Page xx

h. 1\ (55 3 1o T S 404

E. 0] 4 1o] 13 ] 10 o R 412
X. GRID MODERNIZATION PROPOSAL ..ot 414
A. INErOAUCHION ...t e 414
B. Grid Modernization Base Commitment.............cooeviiviiiiiiiiiiiieieanennen. 416
1. Companies Proposal...........c.ocoiiiiiiiiiiii 416

2. Positions of the Parties ...........c.ovviiiiiiiiiiiiiiiiiiiicie e, 420

a. INEEIVENOTS .. neeieei e 420

1. Inclusion of Base Commitment in PBR .................. 420

il. D.P.U. 12-76 Requirements..............cccevevennennen. 422

1ii. Business Case AnalysiS.........ccooeviiiviiiniiiniiinennnnn. 423

iv. Business as Usual...........coooeiiiiiiiiiiiiiiiiiienns 425

V. 1Y (15 o (o1 426

vi. Stakeholder Process.........ooovvuiiiiiiiiiiiiiiiiiiiiinnn, 428

b. COMPANIES ...eeeniitiete e 429

i. Inclusion of Base Commitment in PBR .................. 429

ii. D.P.U. 12-76 Requirements.............ccecevevennennnn. 430

iil. Business Case AnalysiS.........cccooiviiiiiiiiiiiiinan.. 431

1v. Business as Usual...........cooooiiiiiiiiiiiiiiiiiiiinn, 431

V. MELIICS nneineeiee e 432

vi. Stakeholder Process.........ooovviiiiiiiiiiiiiiiiiinenns 434

3. Analysis and FIndings ..........coviiiiiiiiiiiiiiii i 434

C. Energy Storage Demonstration Program ................ocooiiiiiiiiiiiiiiiiiinnn, 443
1. Companies Proposal..........c.coooiiiiiiiiiiiiiii 443

a. INtroduCtion ........couiiiii i 443

b. Proposed Projects..........cooviiiiiiiiiiiiiiiiiiiiiiiia 445

1. Martha’s Vineyard ............cooooiiiiiiiiiiiiiiiinn, 445

il. Wellfleet. ..o 446

iil. New Bedford ........coooiiiiiiii 447

iv. Pittsfield ........ooeveiii 447

2. Positions of the Parties ...........c.oooviiiiiiiiiiiiiiiiicee 448

a. 1 Ce) ) 110 448

b. L070) 111072111 (1 452

3. Analysis and FIndings ..........ccoviiiiiiiiiiiiiiiii e 455

a. INtroduCtion ......c.eiiiiiii i 455

b. Consistency with Applicable Laws, Policies, and Precedent.. 457

C. Size, Scope and Scale..........coviiiiiiiiiiiii 460

i. Introduction..........cooveiiiiiiiii e 460

ii. Stage One Projects .......ccvvuiviiiiiiiniiiniiiiiieiiaenns 461

iii. Stage TWO Projects.......ccovvivviiiiiiiiiiniiiiiiinnenns 465

iv. Third-Party Participation.............c.ccocoeviiiiiiinn. 467



D.P.U. 17-05 Page xxi

d. Evaluation Plan & Performance MetricS............covvvvvvinnn. 468
e. Bill IMPaCES «..eeeieiitiieee e 469
f. (010163 11 1 0 s 470
D. Electric Vehicle Proposal ... 471
1. Companies Proposal...........ccoooiiiiiiiiiiiii e 471
2. Standard of ReVIEW ......ovviiiiiiiiiii i e 474
3. Compliance with D.P.U. 13-182-A .. ..., 476
4 Additional Issues for Examination ...............ccccoiiiiiiiiiiniennnn... 478
a. INtroUCHION ...t e 478
b. Separate and Statewide Process............c.cooiiiiiiiiiiin. 479
. Positions of the Parties .............ccooeviiiiiiiiiiiniinn 479
il. Analysis and Findings .............cc.cooiii. 481
c. Evaluation Plan and Performance MetricS............ccovvveennn. 483
1. Positions of the Parties ..............cooeviiiiiiiiiannn, 483
il. Analysis and Findings .............cc.cooiii. 484
d. Behind-the-Meter Infrastructure .............cccovvvvvviiiiinnn.... 485
1. Positions of the Parties ..............cooeviiiiiiiiiannn, 485
il. Analysis and Findings ..............c.coooiiiL, 486
e. Program Modifications and Additions..................ccoeeeen.e. 487
1. INntroducCtion.......co.vviiiiiii i i e 487
il. TOU Rate Design and Demand Response................ 488
1ii. Site HOSt ISSUES ..o 492
iv. Bucket Truck Electrification ...............c.covvvvvviennn 495
V. EJ Communities and Communities on Competitive
SUPPLY e 496
f. Marketing and Education ...............cooooiiiiiiiiii, 499
g. Budget and Bill Impacts..........c.ccoviiiiiiiiiiiiiiiiiin, 500
5. (0001 16d 1113 10 s R 501
E. (0001 T6] 1113 16 o A 503
XI. COMPANIES’ FEE FREE PROPOSAL......c.ooiiiiiiiiic e, 505
A. | £ 15 (06 L0 1o 5 0] o T 505
B. Positions Of the Parti€s .......couvviiiiiniiiiiiiii e 507
1. Attorney General ........o.ooiuiiiiiiiii 507
2. Cape Light COmMPACE .....vvntiiiiit i 509
3. Low Income NetWOTK.....coouuiiiiiiiii i 510
4. L70) 10107212 § (1 511
C. Analysis and FINdings .........oooviiiiiiiiii e 515
XII. PROPERTY TAX COST RECOVERY PROPOSAL ......ooiiiiiiiiiiiiiieea, 520
A. INtrOAUCHION ..ot e e et e e 520

B. Companies Proposal..........ccoouiiiiiiiiiiii e 521



D.P.U. 17-05

Page xxii

C. Positions of the Parties ... 522
1. Attorney General ..........oooiiiiiiiiii 522
2. TEC and WMIG ..o 522
3. COMPANIES ...ueneentete e ee e 523
D. Analysis and FIndings ...........ccoooiiiiiiiiiiiiiii 523
XII. STORM COST RECOVERY MECHANISM......ciiiiiiiiiiiiiiiei e 525
A. Current Storm Funds and Storm Cost Recovery Filings......................... 525
1. NSTAR EIECLIIC .enviiitiniit i 525
2. WMECO .. e 527
B. Companies Storm Fund Proposal..............cocioiiiiiiiiin, 529
1. Storm Fund Mechanism .............coooiiiiiiiiiiiiiiiiiiiiinee 529
2. Outstanding Storm Fund Balance...................oooo, 535
C. Positions of the Parties ... 538
1. Attorney General ..........ooieiiiiiiiii 538
2. L010) 111 0 ;111 (< S PP 541
D. Analysis and FINdings .........cooviiiiiiiiiii e 545
1. INEroducCtion ....c..enie e 545
2. Continuation of the Storm Fund ................o 545
a. INtroduction .........co.evneiiii i 545
b. Storm Fund Threshold...................oo 547
c. Annual O&M EXPEeNnse ........cccvueiiiiiiiiiiiiiiiiiiiienennenn. 549
d. Annual Storm Fund Contributions Collected Through Base
Distribution Rates ............cooiiiiiiiiiiiiiiie 551
e. Storm Fund Cap ......coooiiiiiiiiii 554
f. Carrying Charges ......o.vvuiiiiiiiiiei e, 555
g. Replenishment Factor...............coooiiiiiiiiiiiiiiinn.. 558
h. Lean-In CoStS. ....oiuiiiiiii e 559
3. Recovery of Remaining Storm Balance ....................coiiiiiiin, 560
4. Storm Fund Reporting ..........c.ouiiiiiiiiiiiiiiiiiiiiiiinee 562
E. [010) 1161 L1153 10 ) s P 563
XIV. VEGETATION MANAGEMENT PROGRAM .....c.ccooiiiiiiiiiiiiiiiiiiieeen, 563
A. INErOdUCHION .. ceeee e e 563
B. Enhanced Vegetation Management Pilot ................coooiiiiiiiiiiiiiinnn, 564
1. INtroducCtion .......coueiniie e 564
2. Current Vegetation Management Program.....................c.oooe. 565
3. Companies Proposal..........coooviiiiiiiiiiiiiiiiiii e 567
a. Vegetation Management Resiliency Tree Work Pilot Program567
b. Vegetation Management RTW Pilot Cost Recovery............ 570
4. Positions of the Parties .............c.oooiiiiiiiiiiiii 571

a. Attorney General .........oooiiiiiiiiii 571



D.P.U. 17-05 Page xxiii

b. Cape Light Compact ........ccoeiiiiiiiiiiiiiiiiiiiieieeee 573

C. UMASS ..ottt 573

d. L010] 111 o ;11 <1 S 574

5. Analysis and FIndings .........ccoooiiiiiiiiiiiiii e 578

a. Vegetation Management RTW Pilot .....................ooi. 578

b. Vegetation Management RTW Pilot Cost Recovery............ 582

C. Annualization and Capitalization of Vegetation Management Costs ........... 584
1. Companies’ Proposal..........ccooiiiiiiiiiiiiiiiiiiiie 584

a. Annualization of Vegetation Management Expenses............ 584

b. CapitaliZation .........cciuiiiii i 585

2. Positions of the Parties ...........c.coooviiiiiiiiiiiiii 586

a. Attorney General ..o 586

b. Cape Light Compact ........ccoviiiiiiiiiiiiiiiiiiieieieeae 588

C. L070) 111022111 (51 588

3. Analysis and FIndings .........ccoooiiiiiiiiiiiii i 590

a. ANNUAlIZAtioN ......o.oiuiiii i 590

b. CapitaliZation ......couiiniii i 591

XV. VERIZON-RELATED VEGETATION MANAGEMENT COSTS ........c.cccene... 593
A. INtrOAUCHION ... eeee e e e 593
B. Positions of the Parties ............couiiiiiiiiiii e 595
1. Attorney General ............ooiiiiiii i 595

2. 70 ) 111 0 ;111 -1 S PP 597

C. Analysis and FIndings .........c.ooeviiiiiiiiiiiiiii i 598
XVI. CAPITAL STRUCTURE AND RATE OF RETURN .......c.cociiiiiiiiiiiiiiin, 602
A. 5110 01101615 10) 1 E PR 602
B. Capital STrUCTUTE «....ouetit e 605
1. Companies Proposal..........c.ooooiiiiiiiiiiiiii 605

2. Attorney General Proposal............ccooeiiiiiiiiiiiiiiiiiiiiiieiens 606

3. FEA Proposal .......co.oiiiiiiiiiii i 608

4. Sunrun and EFCA Proposal ..........c.cooiiiiiiiiiiiiiiiiiii 609

5. Positions of the Parties ...........c.cooviiiiiiiiiiiiiiiii 610

a. Attorney General ...........cooiiiiiiiiiiii 610

b. FE A 612

c. Sunrun and EFCA, and Cape Light Compact ................... 613

d. 101001110221 1 | TP 613

6. Analysis and FIndings ..........coviiiiiiiiiiiiiiii e 615

a. INtroduction ... .....coeineiiiii e 615

b Test-Year Capital Structure...........cccovveviiiiiiniininn.. 616
c. Post Test-Year Changes .........ocovvvvviiiiiiiniiiiiiiiiniinennn. 618
d CONCIUSION ...t 623



D.P.U. 17-05 Page xxiv

C. Cost of Debt and Preferred Stock ..........cooooiiiiiiiiiiiiii, 624
1. Companies Proposal...........ccoooiiiiiiiiiiiii e 624
2. Intervenor/Limited Intervenor Proposals................c.cooeiiiiiinn... 627
3. Positions of the Parties .............c.oooiiiiiiiiiiiii 627

a. Intervenors/Limited Intervenors ...........c.c.oooeviieiiiennennn.. 627
b. COMPANIES .. .etneniiteti e 628
4. Analysis and FIndings .........ccoooeiiiiiiiiiiiii i 628

D. PrOXY GIOUPS .. ettt 631
1. Companies Proxy Group ...........cooevieiiiiiiiiiiiiiiiiiiiiieeieeeaen, 631
2. Attorney General’s Proxy Group ...........cooevieiiiiiiiiiiiiiininnan... 632
3. FEA, Sunrun and EFCA Proxy Groups...........ccevvviiiiiiiiinnennn.. 633
4 Positions of the Parties .............c.ooiiiiiiiii 634

a. Intervenors/Limited Intervenors ...............c.coooiiiiiiiiina.n, 634
b. L010) 111 o ;111 (-1 S 635
5. Analysis and Findings ..........ccoooieiiiiiiiiii e 637
a. INtrodUCtiON ...t 637
b. PrOXY GIOUPS....outintiiitii e 638
c. Use of Holding Companies .............ccoeeieiiiiiiiiiiieinnannnn.. 639
d. Use of Short-term Debt ...........ccoiiiiiiiiiiiiiiin, 640
e. CONCIUSION . ..uetiii e 641

E. Return on EQUItY.......coiiii e 642
1. Companies Proposal...........ccooviiiiiiiiiiii 642
2. Attorney General Proposal...........cooooiiiiiiiiiiiiiiiiii 644
3. FEA Proposal .......co.oiiiiiiiiiii i 644
4. Sunrun and EFCA Proposal ..........ccooviiiiiiiiiiiiiiiiiiiieieeeenen, 645
5. UMass Proposal.........ccooiiiiiiiiiiiiiiiiii i 645
6. Market Conditions and Cost of Equity Trends.............c...c.cooeeni. 646

a. INtrodUCtiON .....eueit i 646
b. Positions of the Parties ...............ccooiiiiiiiii 649
1. Attorney General ............oooiiiiiiii 649

ii. FEA o 652

iil. Sunrun and EFCA ... ... 653

iv. Cape Light Compact .......c.oovvvviiiiiiiiiiiiiiiiiiinnn.. 655

V. L8 P 657

vi. COMPANIES ..enveneneinitie e 657

c. Analysis and Findings ..........coooeiiiiiiiiiiiiiiiiiiiiiiiaens 663
7. Discounted Cash Flow Model..............cocoooiiiiiiiiiiiii, 665
a. Companies DCF Analysis........cccouvieviiiiniiiiinininanen.. 665
b. Attorney General DCF Analysis........cccovvviiiiiiiniiinnnnn.n. 668
c. FEA DCF ADalysis ..c.vovuiiiiiiiiiiiiiiieiiiici e, 670
d. Sunrun and EFCA DCF Analysis ........ccooiiiiiiiiniiinninn.. 672

Positions of the Parties ....ocovvvviiiiiiiiiiiiiiiii s 673

e



D.P.U. 17-05 Page xxv

1. Attorney General .............coooiiiiii 673

ii. FEA o 675

iii. Sunrun and EFCA ... 676

iv. COMPANIES ..e.ueniineiniee e 676

V. Analysis and Findings .............ccooiiiiiiiiiiiin.. 682

8. Capital Asset Pricing Model..........c..cooiiiiiiiiiiiiii, 684
a. Companies Proposal ............coooiiiiiiiiiiiiii 684

b. Attorney General Proposal...............coooiiiiiiiiiiiiiiinn, 686

C. FEA Proposal ........coooiiiiii i 687

d. Sunrun and EFCA Proposal ..., 687

e. Positions of the Parties .............cocooiiiiiiiiiiiiiiiin.. 688

1. Attorney General ... 688

ii. FEA .o 689

iii. Sunrun and EFCA ... 690

iv. COMPANIES ....neniniiii e 691

f. Analysis and Findings ...........cooeviiiiiiiiiiiiiiiiiiieieienn, 692

9. Risk Premium Model ..........oooiiiiiiiiiii 694
a. Company Proposal ... 694

b. FEA Proposal .......cooiiiiiiiiiiiiiiiccc e 695

c. Sunrun and EFCA Proposal ...........c.ccooviiiiiiiiiiiiininnn.. 697

d Positions of the Parties ...............coooiiiiiiiiii 697

i. Attorney General ............coooiiiiiiiiiiiii 697

ii. FEA o 699

iil. Sunrun and EFCA ... ... 699

1v. (010) 111022111 (S P 700

e. Analysis and FIindings ..........c.coooiiiiiiiiiiiiiiiiiiiii, 701

10. F1otation COSES .....euiiniiii i 703
a. Companies’ Proposal ..........coooeiiiiiiiiiiiiiiiiiiiii, 703

b. FEA Proposal .........ccoiiiiiiiiiiiiii i 704

C. Sunrun and EFCA Proposal ...........c.c.ocooviiiiiiiiiiiinnnn. 704

d Positions of the Parties ...............coooiiiiiiiiiiiii, 705

1. Attorney General ... 705

ii. (010) 111022111 (S 705

e. Analysis and Findings ..........ccooviiiiiiiiiiiiiiiiiiiiiieens 705

11. CONCIUSION ...ttt e 707
XVII. PROPOSED TARIFF CHANGES AND FEES ...t 714
A. INErodUCHION ..c.veeee e 714
B. Proposed Terms and Conditions for Distribution Service ....................... 715
1. INtroducCtion .......coueiniieei e 715
2. Positions of the Parties .............c.oooiiiiiiiiiiiii 716

a. Attorney General ...........oooiiiiiiiii 716



D.P.U. 17-05

Page xxvi
1. Introduction...........cooeiiiiiiiiiii e 716
ii. Force Majeure .........cooeviiiiiiiiiiiiiiiiiiiiiiiiieieeens 716
iii. Obligation for Meter and Communication Device
Installation ............cooiiiiiiiii 717
iv. Limitation of Liability for Curtailment or Interruption of
SEIVICE . ettt 718
b. Cape Light Compact ........ccoeiiiiiiiiiiiiiiiiiiiieeeae 719
c. COMPANIES ..ottt e 720
1. Introduction...........cooeiiiiiiiiiiii e 720
il. Force Majeure .........ccoeeieiiiiiiiiiiiiiiiiiiieiens 720
1il. Obligation for Meter and Communication Device
Installation ............cooiiiiiiiiii 720
iv. Limitation of Liability for Curtailment or Interruption of
SEIVICE ..ttt 721
3. Analysis and FIndings .........ccoooiiiiiiiiiiiii i 722
a. FOrce Majeure. ... .c.ovuuiiiiiii e 722
b. Obligation for Meter and Communication Device Installation 724
c. Limitation of Liability for Curtailment or Interruption of Service
............................................................................ 725
d. Unusual Load Characteristics ...........ccoeeveiieiieineinennnennnnn. 728
e. CONCIUSION ..ottt 729
Administrative Fees and Charges...........coooeiiiiiiiiiiiiiiiiiiiiiiiiieeens 729
1. INtrOdUCHION .. .eeee e e 729
2. Positions of the Parties .............cooooiiiiiiiiiiii 730
a. Attorney General ..........ooiiiiiiiii 730
b. Low Income Network ..........cooiiiiiiiiiiiiiiiiiiiiiiiiiiene, 731
C. COMPANIES . ..eeetintitieit e 733
3. Analysis and FIndings .........c.ooviiiiiiiiiiiiiiiii 735
a. INtroduction ... .....ovueiniiii i 735
b. Returned Check Fee ..o 735
C. Sales Tax Abatement Fee ................cooiiiiiiiiiin. 736
d. Warrant and Account Restoration Fees ........................... 737
e. COoNCIUSION ...t 740
Terms and Conditions — Competitive Suppliers and Competitive Renewable
Energy Attribute SUPPlErs. ... ....ouiiiiniiiii i 741
1. INtroducCtion .......coueiniieei e 741
2. Positions of the Parties .............cooooiiiiiiiiiiiiiiii 742
a. Attorney General ...........oooiiiiiiiiiiii 742
b. Cape Light Compact ........ovviiiiiiiiiiiiiiiiiiiiiiiieieenenn, 742
c. Choice ENergy ....oovvviiiiiiii i 742
d. Low Income Network .........ccooiiiiiiiiiiiiiiiiiiiiiiiiiiene. 743

o

=
t
w2
>
)
N
@



D.P.U. 17-05 Page xxvii

f. TEC and WMIG .........ooiiiiiii e 744

g. The COmMPANIES. ......couiiniiniiiii e 744

3. Analysis and FIndings ..........ccoviiiiiiiiiiiiiiiiiiiii e 745

E. Residential Assistance Adjustment Clause ............ccoceieiiiiiiiiiiiiinnan... 749

1. INtrOdUCHION .. .eiveie e 749

2. Companies’ Proposal..........c.ocoiiiiiiiiiiiiiii 750

3. Analysis and FIndings .........ccoooeiiiiiiiiiiiii i 751

F. Renewable Energy Charge .........cccovuiiiiiiiiiiiiiiiiiiici e 753

1. INtroducCtion .......ooueinii e 753

2. Analysis and FIndings .........ccoooieiiiiiiiiiiiiic e 753

G. Optional Load Data Service Tariff ..., 753

1. INtrodUCtion . ...ceeei e 753

2. Positions of the Parties .............c.ooioiiiiiii 754

a Cape Light Compact ........ovviiiiiiiiiiiiiiiii i, 754

b. Choice ENergy ......ccoeiiiiiiiiiiiiii e 755

c. RES A Lo 755

d TEC and WMIG ..ot 756

e. COMPANIES ...eeeniitiete e 756

3. Analysis and FIndings ..........ooviiiiiiiiiiiiii e 757

H. Basic Service Cost Adjustment Provision..........c..covoeviiiiiiiiiiiiiiiinnnenn, 759

1. INtrodUCtion . ...ceeei e 759

2. Analysis and FIndings ..........ocoviiiiiiiiiiiiiiiiiiiiiiiiceieieieeans 760

L Additional Tariff ProviSions ............eoevuiuiiiiiniiiiiiiiineieeineeaes 762

Other Tariff ISSUES .....c.oiuiiiii e 763

1. Compliance Filings........ccoouiiiiiiiiiiiiiiiiii e, 763

2. Tariff Numbering System ..........c.coooiiiiiiiiiiiiiin, 763

XVIII. SCHEDULES: NSTAR ELECTRIC COMPANY ..ottt 766
A. NSTAR Electric Schedule 1 - Revenue Requirements and Calculation of

Revenue INCrease ........oouvieiiiiiiii e 766

B. NSTAR Electric Schedule 2 - Operations and Maintenance Expenses ....... 767

C. NSTAR Electric Schedule 3 - Depreciation and Amortization Expenses .... 768

D. NSTAR Electric Schedule 4 — Rate Base and Return on Rate Base ........... 769

E. NSTAR Electric Schedule 5 - Cost of Capital ............coooeiviiiiiiiiiian, 770

F. NSTAR Electric Schedule 6 - Cash Working Capital............................ 771

G. NSTAR Electric Schedule 7 - Taxes Other Than Income Taxes .............. 772

H. NSTAR Electric Schedule 8 — Income Taxes ...........ccoeieiiiiieiiiiiiinnan... 773

I. NSTAR Electric Schedule 9 - Revenues .............ccooiiiiiiiiiiiiiiiiiinan... 774

XIX. SCHEDULES: WESTERN MASSACHUSETTS ELECTRIC COMPANY ......... 775

A. WMECO Schedule 1 - Revenue Requirements and Calculation of Revenue
INCTEASE . ...t e 775



D.P.U. 17-05 Page xxviii

B. WMECO Schedule 2 - Operations and Maintenance Expenses ................ 776
C. WMECO Schedule 3 - Depreciation and Amortization Expenses ............. 777
D. WMECO Schedule 4 - Rate Base and Return on Rate Base.................... 778
E. WMECO Schedule 5 - Cost of Capital ..........ccoooiiiiiiiiiiiii. 779
F. WMECO Schedule 6 - Cash Working Capital ...............ccooiiiiiii... 780
G. WMECO Schedule 7 - Taxes Other Than Income Taxes ....................... 781
H. WMECO Schedule 8 - Income Taxes .........cooevueviiiiiiiniiiiiiiiiiennenn.. 782
L WMECO Schedule 9 - REVENUES ......c.ouuiniiiiiiiiiiiiiiiieeeeeee 783

XX. ORDER ... 784



D.P.U. 17-05 Page 1

I. INTRODUCTION

On January 17, 2017, NSTAR Electric Company (“NSTAR Electric”)' and Western
Massachusetts Electric Company (“WMECo0”), each doing business as Eversource Energy
(collectively, “Eversource” or “Companies”) filed a petition with the Department of Public
Utilities (“Department”) seeking approval of increases in base distribution rates for electric
service pursuant to G.L. c. 164, § 94 (“Section 94”), as well as other proposals. NSTAR

Electric’s last base distribution rate proceeding was in 2005. Boston Edison Company,

Cambridge Electric Light Company, Commonwealth Electric Company, NSTAR Gas

Company, D.T.E. 05-85 (2005). WMECo’s last base distribution rate proceeding was in

2010. Western Massachusetts Electric Company, D.P.U. 10-70 (2011).

At the time of the initial filing in this matter, NSTAR Electric and WMECo existed as
individual, wholly owned subsidiaries of Eversource Energy (Exh. ES-GMBC-1, at 24).
However, the subsidiaries were operated on a fully consolidated basis, with two geographic
areas designated as “Eversource East” (NSTAR Electric’s service area) and “Eversource
West” (WMECo’s service area) (Exh. ES-GMBC-1, at 24). The service area designated as
Eversource East encompasses the City of Boston and surrounding communities, extending
west to Sudbury, Framingham, and Hopkinton, as well as communities in southeastern
Massachusetts extending from Marshfield, south through Plymouth, Cape Cod, and Martha’s

Vineyard, and west through New Bedford and Dartmouth (Exh. ES-GMBC-1, at 24). Within

NSTAR Electric is comprised of three operating units - Boston Edison Company,
Cambridge Electric Light Company, and Commonwealth Electric Company

(Exh. ES-RDP-1, at 5). See also BEC Energy/Commonwealth Energy Systems,
D.T.E. 99-19 (1999).
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this geographic area, NSTAR Electric serves approximately 1.2 million residential and
commercial and industrial (“C&I”) customers in approximately 80 communities, covering
approximately 1,700 square miles (Exh. ES-GMBC-1, at 24-25).

The service area designated as Eversource West encompasses the City of Springfield
and surrounding communities, extending west to the New York border and north to
Greenfield and the Vermont border (Exh. ES-GMBC-1, at 25). Within this geographic area,
WMECo serves approximately 209,000 residential and C&I customers in approximately
59 communities in western Massachusetts, covering approximately 1,500 square miles
(Exh. ES-GMBC-1, at 25).

In the instant case, Eversource seeks to increase NSTAR Electric’s rates to generate
$56.1 million in additional revenues, an approximate 6.6 percent increase over current total
operating revenues (Exh. ES-DPH-2 (East), Sch. DPH-1 (Rev. 4)).2 Eversource seeks to
increase WMECo’s rates to generate $34.7 million in additional revenues, an approximate
25.4 percent increase over current operating revenues (Exh. ES-DPH-2 (West), Sch. DPH-1
(Rev. 4)).> The cost of service component of the Companies’ filing is based on a test year of

July 1, 2015 through June 30, 2016 (Exhs. ES-CAH-1, at 8; ES-DPH-1, at 8).

In its initial filing, Eversource sought to increase NSTAR Electric’s rates to generate
$60.2 million, a seven percent increase over current operating revenues

(Exh. ES-DPH-2 (East), Sch. DPH-1). Eversource revised the proposed increase
during the course of this proceeding.

In its initial filing, Eversource sought to increase WMECo’s rates to generate

$35.7 million, a 27 percent increase over current operating revenues (Exh. ES-DPH-2
(West), Sch. DPH-1). Eversource revised the proposed increase during the course of
this proceeding.
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The Companies’ requested rate increase includes the recovery of merger-related costs
and, for WMECo, exogenous costs associated with a settlement approved by the Department

in NSTAR/Northeast Utilities Merger, D.P.U. 10-170 (2012) and discussed below in

additional sections of this Order. The Companies also request approval, pursuant
G.L. c. 164, § 96 (“Section 96”), to complete the corporate consolidation of NSTAR

Electric and WMECo. Further, NSTAR Electric proposes, pursuant to Investigation into

Rate Structures that will Promote Efficient Deployment of Demand Resources,

D.P.U. 07-50-A (2008), to implement a rate mechanism to decouple its electric revenues
from its sales.

The Companies also propose to implement a performance-based ratemaking (“PBR”)
mechanism that would allow each company to adjust its distribution rates on an annual basis
through the application of a revenue-cap formula. Within the PBR mechanism, the
Companies propose to undertake $400 million in incremental capital investments over the
next five years on projects the Companies state are designed to integrate distributed energy
resources and improve service reliability, including projects to develop electric vehicle
infrastructure and electric-storage capabilities. The Companies also propose to implement a
credit/debit card payment system that will allow customers to pay their bills electronically
without a transaction fee. Further, the Companies propose to make certain changes to their
existing storm fund mechanisms, vegetation management programs, and methods used to

recover property taxes.
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Finally, the Companies’ initial filing included a number of rate design proposals,
including the elimination of separate rates for NSTAR Electric’s three operating units (i.e.,
Boston Edison Company, Cambridge Electric Light Company, and Commonwealth Electric
Company) and the establishment of one rate for each rate class; the consolidation and
alignment of NSTAR Electric’s and WMECo’s general service rate classes; the consolidation
of a number of reconciling mechanism rates; the introduction of a new optional time-of-use
rate (rate G-5) for certain small general service (rate G-1) customers; and the implementation
of a monthly minimum reliability contribution (“MMRC”) rate for new customers seeking to
install distributed generation. In their initial filing, the Companies did not propose to
consolidate the distribution rates of NSTAR Electric and WMECo. On June 1, 2017, the
Companies filed a revised rate design proposal that contained several key differences from
the Companies’ initial filing. In particular, the Companies now propose to: (1) consolidate
the revenue requirements of NSTAR Electric and WMECo for rates effective January 1,
2018 and January 1, 2019; (2) maintain existing rate classes, using legacy cost allocation
studies, for rates effective January 1, 2018; (3) consolidate rate classes and rates for NSTAR
Electric’s and WMECo’s residential customers effective January 1, 2019; (4) retain rate class
WR in 2019; and (5) modify the proposed transmission revenue allocation and rate design,
the low-income discount, and certain components of the MMRC rate.

The Department docketed this matter as D.P.U. 17-05 and suspended the effective
date of the proposed rate increases to investigate the propriety of the Companies’ request.

The Companies have requested that any new rates approved in this proceeding be
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implemented in two phases, with the first phase to take effect on January 1, 2018, and the
second phase to take effect on January 1, 2019.

II. PROCEDURAL HISTORY

On January 25, 2017, the Attorney General of the Commonwealth of Massachusetts
(“Attorney General”) filed a notice of intervention pursuant to G.L. c. 12, § 11E (a). The
following entities were granted full party intervenor status: (1) Acadia Center;

(2) Associated Industries of Massachusetts (“AIM”); (3) the City of Cambridge; (4) the
towns of Aquinnah, Barnstable, Bourne, Brewster, Chatham, Chilmark, Dennis, Edgartown,
Eastham, Falmouth, Harwich, Mashpee, Oak Bluffs, Orleans, Provincetown, Sandwich,
Tisbury, Truro, West Tisbury, Wellfleet, and Yarmouth, as well as Barnstable County and
Dukes County, acting together as the Cape Light Compact (collectively, “Cape Light
Compact”); (5) Conservation Law Foundation (“CLF”); (6) Department of Energy Resources
(“DOER™); (7) the Federal Executive Agencies (“FEA”); (8) Low-Income Weatherization
and Fuel Assistance Program Network and the Massachusetts Energy Directors Association
(“Low Income Network™); (9) Northeast Clean Energy Council (“NECEC”); (10) Retail
Energy Supply Association (“RESA”); (11) The Energy Consortium (“TEC?”);

(12) University of Massachusetts (“UMass”); and (13) Western Massachusetts Industrial
Group (“WMIG”).

The following entities were granted limited intervenor status: (1) the Town of
Barnstable; (2) Cape and Vineyard Electric Cooperative (“CVEC”); (3) ChargePoint, Inc.

(“ChargePoint”); (4) Choice Energy, LLC (“Choice Energy”); (5) Direct Energy Business,
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LLC, Direct Energy Business Marketing, LLC, Direct Energy Services, LLC, and Direct
Energy Solar, LLC (collectively, as “Direct Energy”); (6) the Energy Consumers Alliance of
New England, Inc., d/b/a Massachusetts Energy Consumers Alliance (“Mass. Energy”) and
the Sierra Club; (7) the City of Newton and the Towns of Arlington, Lexington, Natick and
Weston (“Municipalities”); (8) PowerOptions, Inc. (“PowerOptions™); (9) Sunrun, Inc.
(“Sunrun”) and the Energy Freedom Coalition of America, LLC (“EFCA”); and (10) Vote
Solar.* Finally, the following entities were granted limited participant status: (1) The
Berkshire Gas Company; (2) Massachusetts Electric Company and Nantucket Electric
Company, each d/b/a National Grid; (3) the Massachusetts Water Resources Authority;

(4) Microgrid Resources Coalition; (5) the Union of Concerned Scientists; and (6) Wal-Mart
Stores East, LP.

Pursuant to notice duly issued on January 30, 2017, the Department held ten public
hearings in the Companies’ service areas: (1) in Natick on March 22, 2017; (2) in Boston on
March 23, 2017; (3) in Cambridge on March 30, 2017; (4) in Barnstable on April 3, 2017;
(5) in New Bedford on April 5, 2017; (6) in Plymouth on April 6, 2017; (7) in Pittsfield on
April 10, 2017; (8) in Springfield on April 12, 2017; (9) in Tisbury on April 24, 2017; and
(10) in Greenfield on April 26, 2017. The Department also received written comments from

numerous public officials and NSTAR Electric and WMECo ratepayers.

Regarding intervention and limited intervention, see D.P.U. 17-05, Hearing Officer
Ruling on Petitions for Intervention at 6-8 (July 17, 2017); D.P.U. 17-05, Hearing
Officer Ruling on Petitions for Intervention at 5-9 (March 13, 2017).
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On June 9, 2017, the Department issued an Interlocutory Order that allowed for
additional public hearings, discovery, and testimony addressing the investigation of the
Companies’ revised rate design proposal. D.P.U. 17-05, Interlocutory Order at 13-14
(June 9, 2017) (“Interlocutory Order”). Pursuant to the Interlocutory Order, the Department
will issue a separate Order to address rate design issues. Interlocutory Order at 14.°

Pursuant to notice duly issued on June 23, 2017, the Department held three additional
public hearings in the Companies’ service area to receive comment on the revised rate design
proposal: (1) in Boston on July 26, 2017; (2) in Pittsfield on August 1, 2017; and (3) in
Barnstable on August 2, 2017. The Department also received additional written comments
from public officials and NSTAR Electric and WMECo ratepayers.

The Department held 15 days of evidentiary hearings from June 7, 2017, through
June 29, 2017, to address the non-rate design issues raised in the Companies’ initial filing.
The Department held four days of evidentiary hearings from September 11, 2017 through
September 14, 2017, to address all aspects of the Companies’ initial and revised rate design
proposals.

In support of the Companies’ filings, the following witnesses, all of whom are
employed by Eversource Energy Service Company (“ESC”), have provided testimony:

(1) Craig Hallstrom, President, Regional Electric Operations for Massachusetts and

Based on the revenue requirements approved in this Order, the Department directs the
Companies to provide updated allocated cost of service studies and bill impacts in the

same format as set forth in responses to Record Requests DPU-49 and DPU-50. This
update will be provided for illustrative purposes only. The Companies shall make this
filing within five (5) business days of this Order.
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Connecticut; (2) Penelope M. Conner, Chief Customer Officer and Senior Vice President;
(3) Douglas P. Horton, Director, Revenue Requirement - Massachusetts; (4) Paul R.
Renaud, Vice President of Engineering-Massachusetts; (5) Jennifer A. Schilling, Director of
Strategy and Performance; (6) Samuel G. Eaton, Project Director, Electric Vehicle Charging
and Energy Storage; (7) Sasha Lazor, Director, Compensation; (8) Michael P. Synan,
Director, Benefits Strategy; (9) Vera L. Admore-Sakyi, Director, Vegetation Management;
(10) Leanne M. Landry, Director, Budget and Investment Planning; (11) Edward A. Davis,
Director of Rates; (12) Richard D. Chin, Manager of Rates; (13) Jessica Cain, Vice
President of Customer Operations; and (14) Karen Hodge, Manager of Load Settlement and
Analysis. In addition, the following outside consultants provided testimony on behalf of the
Companies: (1) Mark E. Meitzen, Ph.D, Vice President, Christensen Associates;
(2) Dennis L. Weisman, Professor Emeritus of Economics, Kansas State University;
(3) Carl G. Degen, President, Christensen Associates; (4) Robert B. Hevert, Partner,
ScottMadden, Inc.; (5) John J. Spanos, Senior Vice President, Gannett Fleming Valuation
and Rate Consultants LLC; (6) James D. Simpson, Senior Vice President, Concentric Energy
Advisors; (7) David A. Heintz, Vice President, Concentric Energy Advisors; and
(8) Melissa F. Bartos, Assistant Vice President, Concentric Energy Advisors.

The Attorney General sponsored the testimony of the following witnesses:
(1) David Dismukes, Ph.D., Consulting Economist, Acadian Consulting Group;
(2) J. Randall Woolridge, Ph.D., Professor of Finance, Goldman, Sachs & Co. and

Frank P. Smeal Endowed University Fellow in Business Administration at the University
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Park Campus of the Pennsylvania State University; (3) David Effron, Consultant, Berkshire
Consulting Services; (4) Donna Ramas, Principal, Ramas Regulatory Consulting, LLC;

(5) Gregory L. Booth, P.E., President, PowerServices, Inc., UtilityEngineering, Inc., and
Booth, PLLC; (6) Scott J. Rubin, independent consultant; and (7) William W. Dunkel,
Principal, William Dunkel and Associates.

Acadia Center sponsored the testimony of: (1) Abigail Anthony, Ph.D., former
Director, Grid Modernization Initiative, Rhode Island; and (2) Mark LeBel, Staff Attorney,
Acadia Center. The Town of Barnstable sponsored the testimony of: (1) Douglas N. Riley,
Esq.; and (2) Daniel Wolf, Chief Executive Officer, Cape Air. The City of Cambridge
sponsored the testimony of Stephen J. Lenkauskas, City Electrician.

CVEC sponsored the testimony of: (1) Paul Gromer, president, Peregrine Energy
Group; (2) Jennifer Rand, Town Administrator, West Tisbury; and (3) Carol A. Woodbury,
Superintendent of Schools, Dennis-Yarmouth Regional School District. Cape Light Compact
sponsored the testimony of: (1) Paul L. Chernick, president, Resource Insight, Inc.;

(2) Kevin F. Galligan, president, Galligan Energy Consulting, Inc.; (3) Karl R. Réabago,
Executive Director, Pace Energy and Climate Center at the Elisabeth Haub School of Law;
and (4) Jonathan F. Wallach, Vice President, Resource Insight, Inc.

ChargePoint sponsored the testimony of Michael K. Waters, Director, Utility
Solutions (East), ChargePoint. CLF, Mass. Energy, and the Sierra Club jointly sponsored
the testimony of Douglas B. Jester, Partner, 5 Lakes Energy LLC. FEA sponsored the

testimony of: (1) Michael P. Gorman, Managing Principal, Brubaker & Associates, Inc.;
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and (2) Amada M. Alderson, Senior Consultant, Brubaker & Associates, Inc. The
Municipalities sponsored the testimony of: (1) William H. Ferguson, Energy Program
Manager, City of Newton; (2) Mark Sandeen, Managing Director, RePower Partners LLC;
(3) Jillian Wilson-Martin, Sustainability Coordinator, Town of Natick; and
(4) Donna VanderClock, Town Manager, Town of Weston.

RESA sponsored the testimony of Frank Lacey, independent consultant. Sunrun and
EFCA jointly sponsored the testimony of: (1) Tim Woolf, Vice President, Synapse Energy
Economics; (2) Melissa Whited, Senior Associate, Synapse Energy Economics; and
(3) David J. Garrett, Managing Member, Resolve Utility Consulting, PLLC. TEC sponsored
the testimony of James D. Bride, Principal, Energy Tariff Experts, LLC.

UMass sponsored the testimony of: (1) Raymond Jackson, Director, Physical Plant
Division, UMass; (2) Michael McGerigle, Deputy Director, Facilities, UMass; and
(3) Richard Silkman, Ph.D., Chief Executive Officer, Competitive Energy Services, LLC.
Finally, Vote Solar sponsored the testimony of: (1) Ronald J. Binz, public policy consultant;
and (2) Nathan Phelps, Program Manager, Distributed Generation Regulatory Policy, Vote
Solar.

Following the June 2017 evidentiary hearings, the following parties filed initial and
reply briefs: (1) Eversource; (2) Acadia Center; (3) the Attorney General; (4) Cape Light
Compact; (5) ChargePoint; (6) Choice Energy; (7) DOER; (8) FEA; (9) Low Income

Network; (10) Mass. Energy and the Sierra Club; (11) NECEC; (12) RESA; (13) Sunrun and
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EFCA; (14) Vote Solar; and (15) WMIG and TEC. The following parties filed only initial
briefs: (1) AIM; (2) CLF; and (3) UMass.

Following the September 2017 rate design-related hearings, the following parties filed
initial and reply briefs related to rate design issues: (1) Eversource; (2) Acadia Center;
(3) Attorney General; (4) Cape Light Compact; (5) City of Cambridge; (6) CVEC;
(7) DOER; (8) FEA; (9) Low Income Network; (10) Municipalities; (11) NECEC;
(12) Sunrun and EFCA; (13) TEC; (14) Town of Barnstable; (15) UMass; (16) Vote Solar;
and (17) WMIG.

The evidentiary record includes responses to 242 sets of information requests issued to
the Companies, intervenors, and limited intervenors and responses to 111 record requests.

1.  VERIFICATION OF NSTAR ELECTRIC’S ANNUAL RETURNS AND
DISTRIBUTION RATE BASE ASSETS

A. Introduction

Pursuant to a settlement between the Companies, DOER, and NSTAR Gas Company
(“NSTAR Gas”) (“DOER Settlement”) approved in D.P.U. 10-170 (see also Sections V.A
and VIIL.M below),® NSTAR Electric was required to file with the Department an
independent study that included: (1) an examination and verification of the annual returns to
the Department for the four-year period ending December 31 of the test-year period; and
(2) verification of the assets contained in NSTAR Electric’s distribution rate base as of the
test year end, developed through a systematic review as described in the National Association

of Regulatory Commissioners (“NARUC”) Rate Case and Audit Manual (DOER Settlement

6 Pursuant to 220 CMR 1.10(3), the Department incorporates by reference the DOER

Settlement filed and approved in D.P.U. 10-170-B.
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at Art. 3.3 & n.1). In its decision approving the DOER Settlement, the Department directed
NSTAR Electric to submit the required information by April 15, 2015, or 60 days prior to
the filing of its next base rate case, whichever occurred first. D.P.U. 10-170-B at 3, 66.

Pursuant to the DOER Settlement, the examination and verification of NSTAR
Electric’s annual returns and the verification of the company’s distribution rate base assets
was to be conducted by an independent accounting firm identified through a competitive bid
process conducted by NSTAR Electric in consultation with the Attorney General and DOER
(DOER Settlement at Art. 3.3). More specifically, the Attorney General and DOER were to
select the independent accounting firm, subject to the consent of NSTAR Electric (DOER
Settlement at Art. 3.3). The costs of the independent study would not be eligible for rate
recovery (DOER Settlement at Art. 3.3).

With respect to the examination and verification of NSTAR Electric’s annual returns,
the selected independent accounting firm was tasked to verify the mathematical accuracy of
the returns; verify that the operating costs reported in the annual returns reconcile to NSTAR
Electric’s financial statements, including, but not limited to, the company’s audited income
statement and balance sheet; and confirm that the annual returns were rendered in accordance
with regulatory accounting standards and requirements, as applicable (DOER Settlement
at Art. 3.3).

Regarding the verification of NSTAR Electric’s distribution rate base assets, the
systematic review was to include a comprehensive listing of assets, and include a verification

of assets in plant-in service, plant held for future use, construction work in progress,
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gains/losses from property sales, and acquisition adjustments/goodwill (DOER Settlement
at Art. 3.3 n.1).

Finally, as part of its decision in D.P.U. 10-170, the Department directed NSTAR
Electric to provide the following additional information, traceable to the annual returns, for
calendar years 2012 through 2015:" (1) total operations and maintenance (“O&M?”) expense;
(2) depreciation and amortization; (3) taxes other than income taxes; (4) income taxes;

(5) total plant in service; (6) rate of return; and (7) total operating revenues by rate
component. D.P.U. 10-170-B at 23, 66.°

Following a competitive bid process, Ernst & Young, LLP (“Ernst & Young”) was
selected to perform the independent accounting study of NSTAR’s Electric’s annual returns
and distribution rate base assets (Exh. ES-DPH-1, at 8, 11-12). On April 15, 2015, NSTAR
Electric submitted the verification of its annual returns performed by Ernst & Young for
calendar years 2010 through 2014 (Exhs. ES-DPH-1, at 10; ES-DPH-4, Sch. DPH-2,
at 56-60). On October 30, 2015, following extensions granted by the Department, NSTAR
Electric submitted: (1) the rate base examination performed by Ernst & Young as of

December 31, 2014; and (2) information regarding the aforementioned seven categories of

As part of its decision in D.P.U. 10-170, the Department approved a base rate freeze
applicable to the distribution rates of NSTAR Electric, NSTAR Gas, and WMECo, so
that base rates in effect on January 1, 2012, remained in place until January 1, 2016.

D.P.U. 10-170-B at 18-19, 107.

For purposes of this additional information, the Department directed NSTAR Electric
to provide the information separately for each of its component companies: Boston
Edison Company, Cambridge Electric Light Company, and Commonwealth Electric
Company. D.P.U. 10-170-B at 66 n.67.



D.P.U. 17-05 Page 14
financial information for calendar years 2012 through 2015 (Exhs. ES-DPH-1, at 10;
ES-DPH-4, Sch. DPH-2, at 5-27, 76-79). On November 15, 2016, NSTAR Electric
submitted Ernst & Young’s verification of the company’s 2015 annual return

(Exhs. ES-DPH-1, at 11; ES-DPH-4, Sch. DPH-2, at 66-70). The same day, NSTAR
Electric submitted the rate base examination performed by Ernst & Young updated through
June 30, 2016, the end of the test year in this case, and information regarding the seven
categories of financial information, also updated through June 30, 2016 (Exhs. ES-DPH-1,

at 11; ES-DPH-4, Sch. DPH-2, at 34-49, 81-82).

B. Positions of the Parties

On brief, the Companies summarize the scope and results of Ernst & Young’s work
and, in particular, note that the verification of the assets in NSTAR Electric’s distribution
rate base supports the company’s rate base computation used to develop its cost of service
(Companies Brief at 152-156). Thus, the Companies assert that Ernst & Young’s
examination of NSTAR Electric’s rate base assets provides an independent verification that
the company’s computed rate base is accurate and appropriate to use in computing NSTAR
Electric’s revenue requirement (Companies Brief at 156). No other party addressed the
independent accounting study of NSTAR Electric’s annual returns and distribution rate base

assets.
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C. Analysis and Findings

1. Retention of Ernst & Young

As noted above, the examination and verification of NSTAR Electric’s annual returns
and the verification of the company’s distribution rate base assets was to be conducted by an
independent accounting firm identified through a competitive bid process conducted by
NSTAR Electric in consultation with the Attorney General and DOER (DOER Settlement
at Art. 3.3). The record shows that NSTAR Electric developed a request for proposals
(“RFP”) in consultation with DOER and the Attorney General, and the RFP was issued to
five national accounting firms (Exh. ES-DPH-1, at 11). NSTAR Electric subsequently
received two qualifying bids in response to the RFP (Exh. ES-DPH-1, at 11). NSTAR
Electric, DOER, and the Attorney General agreed to retain Ernst & Young (Exh. ES-DPH-1,
at 11). Based on the foregoing, the Department finds that NSTAR Electric complied with the
requirements of the DOER Settlement by working with the Attorney General and DOER and
selecting Ernst & Young through a competitive bidding process (Exh. ES-DPH-1, at 11-12).
Further, we note that the Companies have not included for recovery in this proceeding any
expenses associated with Ernest & Young’s scope of work.

2. Examination and Verification of NSTAR Electric’s Annual Returns

With respect to the examination and verification of NSTAR Electric’s annual returns,
the record shows that Ernst & Young analyzed NSTAR Electric’s annual returns and Federal
Energy Regulatory Commission (“FERC”) Form 1 filings for the years ending December 31,
2010 through December 31, 2015 (Exh. ES-DPH-4, Sch. DPH-2, at 56-60, 66-70). More

specifically, for each of the foregoing years, Ernst & Young agreed the balance sheets and
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income statements found in NSTAR Electric’s FERC Form 1 filings with those found in the
company’s general ledger (Exh. ES-DPH-4, Sch. DPH-2, at 59, 69). Next, Ernst & Young
traced NSTAR Electric’s general ledger back to the audited financial statements for each
subject year, and considered any differences or reclassifications from the audited financial
statements to the FERC Form 1 filings (Exh. ES-DPH-4, Sch. DPH-2, at 59, 69). In
addition, Ernst & Young confirmed the mathematical accuracy and internal consistency of the
FERC Form 1 filings (Exh. ES-DPH-4, Sch. DPH-2, at 59, 69).

For each of the subject years, Ernst & Young also analyzed the calculations of
NSTAR Electric’s return on equity (or “ROE”) as they appeared in the FERC Form 1 filings
(Exh. ES-DPH-4, Sch. DPH-2, at 59, 69). More specifically, Ernst & Young agreed the
revenue and expense items contained within the return calculation to the corresponding FERC
Form 1 income statement (Exh. ES-DPH-4, Sch. DPH-2, at 59, 69). Next, Ernst & Young
agreed the asset and equity items contained within the return calculation to the corresponding
FERC Form 1 balance sheet (Exh. ES-DPH-4, Sch. DPH-2, at 59, 69). In addition, Ernst &
Young recalculated applicable allocation factors, average balances, and the ROE percentage
(Exh. ES-DPH-4, Sch. DPH-2, at 59, 69).

As a standard for guidance in analyzing NSTAR Electric’s annual ROE calculation,
Ernst & Young used the Department’s April 3, 2003, letter to gas and electric distribution
companies, which sets forth the manner in which an electric distribution company’s ROE
should be calculated (Exh. ES-DPH-4, Sch. DPH-2, at 59, 69; see also Department Letter

Re: Annual Returns (April 3, 2003)). Ernst & Young determined that NSTAR Electric’s
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calculation of total common equity was not fully consistent with the Department’s guidelines,
as NSTAR Electric neglected to make a necessary adjustment in deriving total proprietary
capital (Exh. ES-DPH-4, Sch. DPH-2, at 59-60, 69-70). However, Ernst & Young noted
that the effect of such an adjustment was modest, with “minimal effect on the average rate of
return” for the 2010-2015 period (Exh. ES-DPH-4, Sch. DPH-2, at 59-60, 69-70).9

Based on the foregoing, the Department finds that the scope of work performed by
Ernst & Young was sufficient to verify the mathematical accuracy of NSTAR Electric’s
annual returns and to verify that the operating costs reported in the annual returns reconcile
to NSTAR Electric’s financial statements. Further, Ernst & Young’s examination was
sufficient to confirm whether the annual returns were rendered in accordance with regulatory
accounting standards and requirements. The Department also accepts Ernst & Young’s
corrections to NSTAR Electric’s earned ROE calculations for proprietary capital, and further
note that these corrections have a negligible effect on NSTAR Electric’s earned ROE as
reported to the Department (Exh. ES-DPH-4, Sch. DPH-2, at 60). Accordingly, the
Department concludes that Ernst & Young’s examination and verification of NSTAR
Electric’s annual returns complies with the requirements set forth in the DOER Settlement

(DOER Settlement at Art. 3.3). The Department directs the Companies, going forward, to

Specifically, the average ROE reported on the FERC Form 1 for the years 2010
through 2015 is 11.39 percent, while the average ROE for the same period taking into
account the adjustment associated with total proprietary capital is 11.41 percent

(see Exh. ES-DPH-4, Sch. DPH-2, at 60, 70). Ernst & Young notes that it did not
consider the impact, if any, of verification of NSTAR Electric’s rate base assets on
the annual return analysis or ROE calculation (Exh. ES-DPH-4, Sch. DPH-2, at 60,
70).
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revise their calculation of total utility common equity in a manner consistent with the
Department’s April 3, 2003, letter.

3. Verification of the Assets in NSTAR Electric’s Distribution Rate Base

As noted above, Ernst & Young also was retained to verify the assets in NSTAR
Electric’s distribution test year end rate base (DOER Settlement at Art. 3.3). The record
shows that Ernst & Young conducted a comprehensive review of NSTAR’s Electric’s plant in
service, which included physically observing assets; comparing and corroborating accounting
records and asset operating systems; testing sample work orders to confirm accurate and
timely updating of accounting and operating systems and appropriate recording of assets;
identifying “unusual items” that required further investigation; applying general analytics to
the reasonableness of unit costs of various assets over time; and validating the cost of general
plant by analyzing the related work orders and agreeing the work order amounts to the
balances in the accounting records (Exh. ES-DPH-4, Sch. DPH-2, at 10-21, 39-43). Ernst &
Young also confirmed, through review and analysis of supporting documentation, the
accuracy of other items in NSTAR Electric’s distribution rate base, including plant held for
future use, gains and losses, accumulated depreciation, and accumulated deferred income
taxes (Exh. ES-DPH-4, Sch. DPH-2, at 7, 21-25, 36, 44-46). The record shows that Ernst
& Young conducted this systematic review in a manner consistent with the NARUC audit
manual (Exh. ES-DPH-4, Sch. DPU-2, at 9, 38).

Based on its examination, Ernst & Young identified small discrepancies in quantities

and types of assets, but no errors that would materially affect the assets in NSTAR Electric’s
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distribution rate base (Exh. ES-DPH-4, Sch. DPH-2, at 7, 25, 36, 47). Ernst & Young
attributed the discrepancies to the early vintage of many of the assets and the different
methodology for maintaining records between NSTAR Electric’s accounting and operating
systems (Exh. ES-DPH-4, Sch. DPH-2, at 7, 25).

Ernst & Young made a number of recommended adjustments to costs to correct for
the aforementioned discrepancies. In particular, Ernst & Young recommended that:

(1) certain assets should be retired totaling $11,301,550 (see Exhs. ES-DPH-4, Sch. DPH-2,
at 7, 13, 16; ES-DPH-3 (East), WPs DPH-28, at 3, DPH-29); (2) certain assets should be
reclassified between accounts totaling $6,651,075 (Exhs. ES-DPH-4, Sch. DPH-2, at 20, 27,
36, 40; ES-DPH-3 (East), WP DPH-28, at 3); and (3) certain assets should be removed from
plant in service totaling $418,733 (see Exhs. ES-DPH-4, Sch. DPH-2, at 2, 36-37, 40;
ES-DPH-3 (East), WP DPH-28, at 3). The record shows that the Companies incorporated
these corrections into NSTAR Electric’s plant in service and depreciation and amortization
reserve accordingly (Exhs. ES-DPH-1, at 14; ES-DPH-3 (East), WPs DPH-28, at 3,
DPH-29).

Based on the foregoing, the Department finds that Ernst & Young conducted a
systematic review of the assets in NSTAR Electric’s test year end distribution rate base,
which included a comprehensive listing of assets, and a verification of assets in plant in
service, plant held for future use, construction work in progress, gains/losses from property
sales, and acquisition adjustments/goodwill, in a manner consistent with the NARUC audit

manual. Accordingly, the Department concludes that Ernst & Young’s verification of the
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assets in NSTAR Electric’s distribution rate base complies with the requirements set forth in
the DOER Settlement (DOER Settlement at Art. 3.3).

4. Other Information

Pursuant to the Department’s Order approving the DOER Settlement, NSTAR Electric
provided the following information for 2012 through the end of the test year in this case:
(1) total O&M expense; (2) depreciation and amortization; (3) taxes other than income taxes;
(4) income taxes; (5) total plant in service; (6) rate of return; and (7) total operating revenues
by rate component (Exh. ES-DPH-4, Sch. DPH-2, at 76-79, 81-82).
See also D.P.U. 10-170-B at 66. Further, for each category, NSTAR Electric provided the
applicable reference in the FERC Form 1 (Exh. ES-DPH-4, Sch. DPH-2, at 76, 81). The
Department has reviewed this information, and we find that NSTAR Electric has substantially
complied with the directives set forth in D.P.U. 10-170-B."°

IV.  COMPANIES’ USE OF A SPLIT TEST YEAR

A. Introduction

The cost of service component of the Companies’ filing is based on a test year of

July 1, 2015, through June 30, 2016, a non-calendar or “split” test year (Exhs. ES-CAH-1,

10 In its approval of the DOER Settlement, the Department directed NSTAR Electric to

provide this information separately for each of its three component companies

(i.e., Boston Edison Company, Cambridge Electric Light Company, and
Commonwealth Electric Company). D.P.U. 10-170-B at 66 n.67. In response,
NSTAR Electric noted that it had ceased separate tracking and reporting for its legacy
operating companies as of January 1, 2007 (Exh. ES-DPH-4, Sch. DPH-2, at 76). In
view of the unavailability of legacy company-specific data and the fact that NSTAR
Electric began operations as a single corporate entity effective January 1, 2007, the
Department accepts this information in the format provided.
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at 8; ES-DPH-1, at 8).11 Non-calendar test years have, on occasion, been accepted by the

Department. See, e.g., Massachusetts Electric Company and Nantucket Electric Company,

D.P.U. 15-155, at 21-22 (2016); Plymouth Water Company, D.P.U. 14-120, at 16 (2015);

Milford Water Company, D.P.U. 12-86, at 1 (2013). However, the Department has

expressed its strong preference for a calendar year test year and has noted that any company
that seeks to rely on a split test year faces a high burden to demonstrate as a threshold matter
that its proposed test year is reviewable and reliable and represents a full accounting of the
company’s operations for the period. D.P.U. 14-120, at 16 & n.11.

In support of its split test year filing, the Companies retained the accounting firm of
Deloitte & Touche LLP (“Deloitte & Touche”) to review the Companies’ operations and
verify the accuracy of its non-calendar year test year financial data (Exhs. ES-DPH-1, at 9,
15; ES-DPH-4, Sch. DPH-3; Tr. 4, at 794). Deloitte & Touche issued a report of its
findings, which the Companies submitted as part of the initial filing in this case
(Exh. ES-DPH-4, Sch. DPH-3). Further, the Companies provided account level detail at the
six-digit FERC account level, along with a mapping to the balances as reported on the
Companies’ respective FERC Form 1, and an explanation of adjustments, if any
(Exh. ES-DPH-4, Schs. DPH-4 (East), (West)). In addition, the Companies provided

documentation showing historical account data of expense and revenue activity for the years

1 A test year that spans two calendar years, as opposed to a test year based on a

calendar year, is often referred to as a “split” test year. NSTAR Gas Company,
D.P.U. 14-150, at 45 n.26 (2015); Plymouth Water Company, D.P.U. 14-120, at 12,
16 (2015). A test year, whether a calendar test year or a “split” test year, comprises
a period of twelve consecutive calendar months.
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2015 and 2016, as well as the split test year ending June 30, 2016 (Exhs. ES-DPH-1, at 17;
AG-51-4 & Atts.).

B. Positions of the Parties

On brief, Eversource summarizes the scope and results of Deloitte & Touche’s work
and argues that the Companies have satisfied the Department’s requirements for reliance on a
split test year (Companies Brief at 156-158). No other party addressed the Companies’ use
of a split test year.

C. Analysis and Findings

1. Introduction

It is well-established Department precedent that base rate filings are based on an

historic test year, adjusted for known and measurable changes. NSTAR Gas Company,

D.P.U. 14-150, at 45 (2015); D.P.U. 07-50-A at 52-53; Massachusetts Electric Company,

D.P.U. 18204, at 4 (1975); see also Massachusetts Electric Company v. Department of

Public Utilities, 383 Mass. 675, 680 (1981). In establishing rates pursuant to Section 94, the

Department examines a test year on the basis that the revenue, expense, and rate base figures
during that period, adjusted for known and measurable changes, provide the most reasonable
representation of a distribution company’s present financial situation, and fairly represent its

cost to provide service. D.P.U. 14-120, at 9; see Ashfield Water Company,

D.P.U. 1438/1595, at 3 (1984).
The selection of the test year is largely a matter of a distribution company’s choice,

subject to Department review and approval. Fitchburg Gas and Electric Light Company,

D.P.U. 15-80/D.P.U. 15-81, at 145-146 (2016), citing D.P.U. 07-50-A at 51; Boston Edison
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Company, D.P.U. 1720, Interlocutory Order at 7-11 (January 17, 1984). The Department
requires that the historic test year represent a twelve-month period that does not overlap with
the test year used in a previous rate case unless there are extraordinary circumstances that

render a previous Order confiscatory. D.P.U. 14-150, at 45, n.26; Massachusetts Electric

Company, D.P.U. 19257, at 12 (1977). The test year is generally the most recent
twelve-month period for which financial information exists. D.P.U. 14-150, at 45 n.26;

Boston Edison Company v. Department of Public Utilities, 375 Mass. 1, 24, cert. denied,

439 U.S. 921 (1978).

As noted above, the Department has expressed strong preference for a test year cost
of service based on a calendar year as opposed to a split test year. D.P.U. 14-120, at 12,
16; see also D.P.U. 14-150, at 45, n.26. Although the Department has, on occasion,
accepted a non-calendar test year, see D.P.U. 15-155, at 21-22; D.P.U. 14-120, at 10, 16;
D.P.U. 12-86, at 1, we also have recognized that there are significant complications
associated with the use of a split test year that can call into question the use of such data to

establish rates. D.P.U. 14-120, at 10; see AT&T Communications of New England, Inc.,

D.P.U. 90-133-A at 5-6 (1991). For example, test year amounts associated with a split test
year will not tie back to amounts included in the Annual Returns submitted to the
Department, which are prepared on a calendar-year basis. D.P.U. 15-155, at 14-15;

D.P.U. 14-120, at 11. The use of a split test year also limits the Department’s ability to
review year-to-year changes in expense levels. D.P.U. 15-155, at 15; D.P.U. 14-120, at 11.

This limitation is of significant concern to the Department because reliance on a split test
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year may create an improper incentive for utilities to book expenses into a certain time period
for purposes of creating an inflated test year expense. D.P.U. 15-155, at 15;

D.P.U. 14-120, at 11. Another complication associated with use of a split test year involves
year-end accounting for accrued revenues and expenses which, if not properly recognized in

the rate setting process, may result in distorted measurement of net operations.

D.P.U. 15-155, at 15; D.P.U. 14-120, at 11; see The Berkshire Gas Company,

D.P.U. 1490, at 35-37 (1983).
It also is well established that the burden is with a company to satisfy the Department

that the company’s proposal will result in just and reasonable rates. D.P.U. 15-155, at 15;

D.P.U. 14-120, at 11-12; Boston Gas Company, D.T.E. 03-40, at 52, n.31 (2003),

citing The Berkshire Gas Company, D.T.E. 01-56-A at 16 (2002); New England Gas

Company, D.P.U. 10-114, at 22 (2011); Boston Gas Company, D.P.U. 93-60, at 212

(1993); Blackstone Gas Company, D.P.U. 19579, at 2-3 (1978).12 Therefore, given the

importance of the concerns discussed above and their significance for ratepayers, the
Department affirms its very clear preference to use an historic calendar year test year to
establish rates. D.P.U. 15-155, at 15; D.P.U. 14-120, at 11-12.

The Department has noted that any decision to rely on a non-calendar test year will
carry with it a high burden for a company to demonstrate that its proposed rates are just and

reasonable. D.P.U. 15-155, at 15-16; D.P.U. 14-120, at 12. Specifically, any company that

12 That the burden of proof is always with those who take the affirmative in pleading is

a long-held tenet in Massachusetts jurisprudence. Phelps v. Hartwell, 1 Mass. 71, 73
(1804).
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seeks to rely on a split test year, as a threshold matter, must demonstrate by clear and
convincing evidence that its proposed test year is reviewable and reliable and represents a full
accounting of the company’s operations for the period. D.P.U. 15-155, at 16;

D.P.U. 14-120, at 16; see D.P.U. 19579, at 2-4; Cape Cod Gas Company/Lowell Gas

Company, D.P.U. 18571/18572, at 4-14 (1976). Further, at a minimum, a company that
proposes to use a split test year must be prepared to make a threshold showing:

1) how its test year account balances tie back to the account balances as reported
in the Annual Returns;

2 that the amounts have been properly audited (or, in the case of a small water
company that is not a subsidiary of a publicly traded entity, otherwise verified)
and are available for review;

3) that a meaningful year-to-year review of changes in expense levels and
revenues is possible, such that the Department can determine whether the
company’s test year expenses and revenues are representative of its ongoing
costs and revenues, are reasonable in amount, and account for any seasonal
variability; and

“) that the company has properly recognized accruals booked to reserve accounts,
including any end of period reconciliations of those account balances.

D.P.U. 15-155, at 16; D.P.U. 14-120, at 16 n.11.

2. Analysis and Findings

The record shows that Eversource retained Deloitte & Touche to verify that: (1) data
contained in the FERC Form 1 and Form 3-Q information prepared for the split test year was
from the books and records of the Companies; (2) data included in the computation of the
revenue requirement reconciles to the FERC Form 1 and Form 3-Q data, as appropriate; and
(3) amounts included in Eversource’s calculations of revenue requirements agree to other

amounts within the Companies’ filing as appropriate (Exhs. ES-DPH-1, at 9; ES-DPH-4,
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Sch. DPU-3). As noted above, the Companies also provided internal account data in support
of its use of a split test year (Exhs. ES-DPH-1, at 17; ES-DPH-4, Schs. DPH-4 (East),
(West); AG-51-4 & Atts.).

Based on our review of the Deloitte & Touche report and the account level detail
provided by the Companies, we find that it is possible to tie the Companies’ test year account
balances back to the account balances as reported in the annual returns. See D.P.U. 14-120,
at 16 n.11. Further, while the Deloitte & Touch report does not represent an audit or an
unqualified opinion letter, we find that Deloitte & Touche’s examination provides an
independent and extensive review of the Companies’ test year cost of service data that is
sufficient to make the D.P.U. 14-120 threshold showing. See D.P.U. 15-155, at 18."

Given the scope of Deloitte & Touche’s examination, as set forth in the report, the review
was comparable to the scope of a typical financial audit.

In addition, we conclude that the aforementioned information, when reviewed in
conjunction with the annual return verification conducted by Ernst & Young (as discussed
above) and the historical account data provided by the Companies, allows for a meaningful
review of year-to-year changes in expense levels in order to determine whether the
Companies’ test year expenses and revenues are representative of their ongoing costs and
revenues, are reasonable in amount, and account for any seasonal variability.

See D.P.U. 14-120, at 16 n.11.

We note that Deloitte & Touche performs regular annual audits of the Companies’
financial statements (Tr. 4, at 796).
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Finally, we find that the Companies have demonstrated that they properly recognized

accruals booked to reserve accounts, including any end of period reconciliations of those

account balances. See D.P.U. 14-120, at 16 n.11. In particular, the Companies

incorporated several adjustments to test year data in order to ensure the proper recognition of

expenses in the test year (Exhs. ES-DPH-1, at 18; ES-DPH-2 (East), Sch. DPH-6, at 4

(Rev. 2); ES-DPH-2 (West), Sch. DPH-6, at 4 (Rev. 1)).

3. Conclusion

Based on the above considerations, the Department finds that Eversource has satisfied
the split test year threshold requirements set forth in D.P.U. 14-120 and has demonstrated
that its financial data is reviewable and reliable and represents a full accounting of the
Companies’ operations for the test year period. D.P.U. 14-120, at 16; see D.P.U. 19579,
at 2-4; D.P.U. 18571/18572, at 4-14.1 Therefore, we conclude that there is sufficient
reviewable and reliable information in the record to evaluate Eversource’s filing based on a
test year for the twelve months ending June 30, 2016. While we accept Deloitte & Touche’s
report for purposes of determining the accuracy and reviewability of the financial information
submitted by the Companies in this case, we do not accept the report as a proxy for
establishing the appropriate cost of service in this case. The Department will evaluate the
reasonableness of costs and appropriate ratemaking treatment in the specific sections of this

Order that follow.

14 Further, we note that Eversource has not included for recovery in this case the costs

associated with Deloitte & Touche’s retention for purposes of supporting the
Companies’ use of a split test year.



D.P.U. 17-05 Page 28
Finally, we emphasize that our findings here are limited to the specific facts and
circumstances of this case and in no way change the Department’s clear preference for
companies to use a calendar year test year as the norm. D.P.U. 15-155, at 22;
D.P.U. 14-120, at 16. We reiterate that any company that seeks to rely on a split test year
must, at a minimum threshold level, make a prima facie showing by clear and convincing
evidence that its proposed test year is reviewable and reliable and represents a full accounting
of the company‘s operations for the period. D.P.U. 15-155, at 22; D.P.U. 14-120, at 16;
see D.P.U. 19579, at 2-4; D.P.U. 18571/18572, at 4-14. Failure to make such a robust
showing will result in dismissal of the company’s rate proceeding.

V. CORPORATE CONSOLIDATION

A. Introduction

In D.P.U. 10-170, NSTAR Gas and NSTAR Electric, along with their parent holding
company NSTAR, and WMECao, along with its parent holding company Northeast Utilities
(collectively “joint petitioners™) sought approval from the Department to merge NSTAR and
Northeast Utilities into a consolidated organization."> On February 15, 2012, the joint
petitioners, the Attorney General, and DOER submitted a proposed settlement (“Merger
Settlement”) to the Department. That same day, the joint petitioners and DOER submitted to
the Department a separate proposed settlement, the DOER Settlement (see Section III. A

above).'® On April 4, 2012, the Department approved both the Merger Settlement and the

15
16

The merger was reviewed by the Department pursuant to Section 96.
Pursuant to 220 CMR 1.10(3), the Department incorporates by reference the Merger
Settlement filed and approved in D.P.U. 10-170-B.
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DOER Settlement and, consequently, the joint petitioners’ proposed merger.

D.P.U. 10-170-B at 107-108. In the Order approving the settlements, the Department
approved a rate freeze applicable to Eversource’s base distribution rates until January 1,
2016. D.P.U. 10-170-B at 36, 39-41.

While the Department’s approval of the Merger Settlement allowed for the merger of
NSTAR and Northeast Utilities, neither the Merger Settlement itself nor the Department’s
approval of the Settlement constituted approval of the merger or consolidation of the separate
operating companies (i.e., NSTAR Electric, NSTAR Gas, and WMECo). D.P.U. 10-170-B
at 103. These companies remain legally and functionally separate and subject independently
to the Department’s jurisdiction under G.L. c. 164, § 1. D.P.U. 10-170-B at 103. The
Companies now seek to legally consolidate WMECo with and into NSTAR Electric,'” with

NSTAR Electric as the surviving entity (Exhs. DPU-20-1; AG-30-7, at 49-50).18

17 Upon obtaining Department’s approval, the Companies will execute a merger

agreement to accomplish the corporate reorganization (Exh. DPU-20-1, at 2-3).
18 On July 6, 2016, the Companies filed a petition with the Department for an advisory
ruling that the provisions of Section 96(d) made it unnecessary to seek Department
approval of the consolidation of NSTAR Electric and WMECo  into a single legal
entity. NSTAR Electric Company/Western Massachusetts Electric Company,
D.P.U. 16-108, at 1 (2017). The Department determined that the enactment of
Section 96(d) did not eliminate the need for the Companies to seek approval of such a
merger, because: (1) the Merger Settlement predated the enactment of Section 96(d);
and (2) the terms of the Merger Settlement demonstrated the intent of the settling
parties in that proceeding to require review and approval by the Department of the
merger of NSTAR Electric and WMECo under Section 96. D.P.U. 16-108, at 14-21.
The Department concluded that the proposed consolidation of NSTAR Electric and
WMECo would require Department review and approval on the merits pursuant to
Section 96, and that such a proposal could be submitted as part of Eversource’s
then-anticipated rate case filing. D.P.U. 16-108, at 20.
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B. Description of the Proposed Merger

As a result of the Merger Settlement, NSTAR Electric and WMECo are fully
integrated from a management and operational perspective (Exh. ES-CAH-1, at 7). The
Companies have consolidated day-to-day field operations, capital-investment planning,
including electric field operations, electric system operations, resource planning, and
emergency response planning for NSTAR and WMECo (Exh. ES-CAH-1, at 39-41). The
Companies’ Proposed Merger represents a legal consolidation of two affiliates of a single
holding company, and would require no operational changes (Exhs. ES-CAH-1, at 39;
DPU-20-1).

As a result of the Proposed Merger, WMECo’s outstanding common stock would be
converted into that of NSTAR Electric using an exchange rate of 0.00023007 shares of
NSTAR Electric common stock per share of WMECo common stock, whereupon WMECo
will cease to exist (Exhs. DPU-20-1; AG-30-7, Att. at 49—51).19 NSTAR Electric would
then, as the surviving entity, acquire all of WMECo’s state and FERC-jurisdictional
facilities, contracts, and assets, including assets dedicated to providing utility service, as well
as associated obligations (Exhs. DPU-20-1; AG-30-7, at 7-8, 50). The consolidated entity
would provide electric service to approximately 1.4 million customers in Boston and
139 cities and towns in eastern and western Massachusetts, covering a collective area of

approximately 3,200 square miles (Exh. DPU-20-1). The Companies anticipate that, pending

19 As discussed further below, because WMECo currently has 434,653 shares of
common stock outstanding, the stock exchange will result in these shares being
converted into 100 shares of NSTAR Electric common stock (see Exh. AG-30-7, Att.
at 49).
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approval by the Department, the corporate consolidation would be effective January 1, 2018,
coinciding with the effective date of new rates resulting from this proceeding

(Exh. ES-CAH-1, at 8).

On March 2, 2017, the Companies received authorization from FERC for NSTAR
Electric’s acquisition of WMECo’s jurisdictional facilities (Exhs. ES-DPH-1, at 4;
DPU-20-1(e)). As part of a separate request, also on March 2, 2017, the Companies
obtained FERC approval, pursuant to Section 203(a)(1)(B) of the Federal Power Act, for an
internal corporate reorganization (Exh. DPU-20-1, at 2). The Companies also sought FERC
approval of NSTAR Electric’s assumption of WMECo’s short-term debt obligations;
however, this request remains pending (Exh. DPU-20-1, at 2).

C. Section 96 Considerations

1. Standard of Review

Section 96 sets forth the Department’s authority to review and approve mergers,
consolidations, and acquisitions and, as a condition for approval, requires the Department to
find that the proposed transaction is “consistent with the public interest.” Section 96 is the
lineal descendent of St. 1908, c. 529, § 2, and these core words of the standard, “consistent
with the public interest,” date from that century-old enactment. In the past, the Department
has construed the Section 96 standard of consistency with the public interest as requiring a
balancing of the costs and benefits attendant on any proposed merger or acquisition, stating
that the core of the consistency standard is “avoidance of harm to the public.” Boston

Edison Company, D.P.U. 850, at 5-8 (1983). Thus, the Department has historically

interpreted the merger standard as a “no net harm” test, meaning that a proposed merger or
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acquisition is allowed to go forward upon a finding by the Department that the public interest
would be at least as well served by approval of a proposal as by its denial. NEES/EUA

Merger, D.T.E. 99-47, at 16 (2000); BECo/ComEnergy Acquisition, D.T.E. 99-19, at 10

(1999); Eastern/Colonial Acquisition, D.T.E. 98-128, at 5 (1999); NIPSCO/Bay State

Acquisition, D.T.E. 98-31, at 9 (1998); Eastern/Essex Acquisition, D.T.E. 98-27, at §;

D.P.U. 850, at 5-8.

In D.P.U. 10-170, the Department modified the Section 96 standard from a “no net
harm” test to a “net benefits” test. D.P.U. 10-170, Interlocutory Order on Standard of
Review at 21 (March 10, 2011). Accordingly, to satisfy the statutory requirement that a
transaction is “consistent with the public interest,” petitioners must demonstrate that the
benefits of a consolidation, merger, or acquisition outweigh the costs. D.P.U. 10-170,
Interlocutory Order on Standard of Review at 21-22, 27. To determine whether petitioners
have satisfactorily met this burden, the Department continues to consider the special factors
surrounding an individual proposal. D.P.U. 10-170, Interlocutory Order on Standard of
Review at 26-27.

The Department has held that various factors may be considered in determining
whether a proposed merger or acquisition is consistent with the public interest pursuant to
Section 96. Traditionally, the Department has considered the following factors: (1) effect on
rates; (2) effect on the quality of service; (3) resulting net savings; (4) effect on competition;
(5) financial integrity of the post-merger entity; (6) fairness of the distribution of resulting

benefits between shareholders and ratepayers; (7) societal costs; (8) effect on economic
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development; and (9) alternatives to the merger or acquisition. Guidelines and Standards for

Mergers and Acquisitions, D.P.U. 93-167-A at 7-9 (1994) (“Mergers and Acquisitions”).

The Department has held that this list of factors is illustrative and not “exhaustive,” and the
Department may consider other factors, or a subset of these factors, when evaluating a
Section 96 proposal. D.T.E. 99-47, at 17-18; D.T.E. 99-19, at 11-12; D.T.E. 98-128, at 6.
No one factor is controlling.

As amended in 2008, Section 96 expressly requires the Department to consider, at a
minimum, the following four factors: (1) proposed rate changes, if any; (2) long-term
strategies that will assure a reliable, cost-effective energy delivery system; (3) any anticipated
interruptions in service; and (4) other factors that may negatively impact customer service.
The second factor, regarding long-term strategies, is the only one not previously addressed in

the so-called “nine-factor test” established in Mergers and Acquisitions.20

Although Section 96 mandates that the Department consider the specific factors
enunciated in the statute, the Department is not foreclosed from considering the nine factors,

or a subset of those factors, established in Mergers and Acquisitions. Furthermore,

depending upon the nature of the transaction, in determining whether the transaction is

consistent with the public interest, the Department may consider additional factors not

20 The remaining statutory factors correspond to factors established in Mergers and

Acquisitions. Specifically, the first factor in Section 96 is subsumed by the first
factor established in Mergers and Acquisitions, the effect of the proposed transaction
on rates. The third and fourth factors delineated in Section 96 correspond to the
second factor established in Mergers and Acquisitions, the effect on the quality of
service.
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delineated in the statute or established in Mergers and Acquisitions. D.T.E. 99-47, at 17-18;

D.T.E. 99-19, at 11-12; D.T.E 98-128, at 6.

The Department’s determination as to whether the merger or acquisition meets the
requirements of Section 96 must rest on a record that quantifies costs and benefits to the
extent such quantification can be made. The Department also may undertake a more
qualitative analysis of those aspects that are hard to measure. D.P.U. 10-170, Interlocutory

Order on Standard of Review at 27; Boston Edison Company/Cambridge Electric Light

Company/Commonwealth Electric Company/Canal Electric Company, D.T.E. 06-40,

at 16-17 (2006); D.T.E. 99-47, at 18; Mergers and Acquisitions at 7. A Section 96 petition

that expects to avoid an adverse result cannot rest on generalities, but must instead
demonstrate benefits that outweigh the costs, including the cost of any acquisition premium
sought. D.P.U. 10-170, Interlocutory Order on Standard of Review at 21-22, 27;

D.T.E. 99-47, at 18; D.T.E. 99-19, at 12; D.T.E. 98-128, at 7; D.T.E. 98-31, at 11;

D.T.E. 98-27, at 10; Mergers and Acquisitions at 7.

2. Positions of the Parties

a. Attorney General

While the Attorney General does not specifically object to the Proposed Merger, she
notes her concern that the Department has not yet considered the associated rate effects of the
Companies’ proposal to consolidate various rates and rate classes for NSTAR and WMECo
(Attorney General Brief at 211). She asserts that the Department should defer any decision
on the Proposed Merger until it has heard all the evidence on the Companies’ current rate

design proposals and the rate effects on customers (Attorney General Brief at 211-212).
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Further, the Attorney General argues that regardless of whether the Department approves the
Proposed Merger, it should require Eversource to maintain separate financial accounting
records and to file separate Annual Returns with the Department if and until all rate classes
are merged (Attorney General Reply Brief at 100-101). According to the Attorney General,
absent separate accounting records for each operating company, there will be no accounting
data to support the rates and charges Eversource bills to customers in the two service
territories (Attorney General Reply Brief at 100). Additionally, she contends that if the
Department wanted to perform a cost of service for WMECo’s customers, Eversource no
longer would have the data available if separate financial accounting is eliminated, and the
tracing back of base rate, transmission, transition, and basic service costs to the operating
companies would be “impossible” (Attorney General Reply Brief at 100).

b. RESA

Although RESA asserts that it has no inherent problem supporting the concept of the
proposed corporate consolidation of NSTAR Electric and WMECo and its efforts to enhance
operational efficiencies, RESA opposes the Companies’ rate class and rate consolidation
proposals, which RESA claims is part of the corporate consolidation proposal (RESA Brief
at 5; RESA Reply Brief at 3). Specifically, RESA maintains that Eversource’s proposals for
consolidation of rate classes and rates, as well as proposed changes to basic service
procurement, could potentially have a negative impact on competition, and, as a result, are

not in the public interest (RESA Reply Brief at 3).
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C. Companies

Eversource argues that the Department should allow the corporate consolidation of
NSTAR Electric and WMECo (Companies Brief at 159-160). According to the Companies,
the Proposed Merger will eliminate the need to prepare and file separate Securities and
Exchange Commission (“SEC”) Forms 10K and 10Q for WMECo, as well as separate FERC
Forms 1 and 3Q (Companies Brief at 159, citing Exh. ES-DPH-1, at 183-184). Further,
Eversource contends that although the financial reporting systems and processes will be
consolidated, such a consolidation will not prevent the Companies from maintaining separate
rates for customers in the pre-merger service territories (Companies Brief at 159). Finally,
the Companies note that they are not proposing to consolidate the revenue requirement
calculation as part of the Proposed Merger, though they provided a consolidated revenue

requirement for illustrative purposes (Companies Brief at 160).

3. Analysis and Findings
a. Section 96
1. Introduction

As noted above, Section 96 requires the Department to consider, at a minimum, four
statutory factors in evaluating the Proposed Merger. The Department also may consider any
of the additional factors set forth in the “nine-factor test” established in Mergers and
Acquisitions. Further, depending upon the nature of the transaction, the Department may
consider additional factors, not delineated in the statute or established in Mergers and

Acquisitions. See D.T.E. 9947, at 18; D.T.E. 99-19, at 12; D.T.E. 98-128, at 6.
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The Department’s analysis will focus on the following factors: (1) proposed rate
changes at the time of the transaction, if any; (2) costs and resulting net savings of the
merger; (3) long-term strategies that will assure a reliable, cost-effective energy delivery
system; (4) effect on customer service, including interruptions in service; and (5) financial
integrity of the post-acquisition entities. The Department considers these factors to
encompass the four factors specified in Section 96, and deems these to be relevant here in
light of the specific terms of the Proposed Merger.

ii. Effects on Rates

The first factor we consider in our Section 96 analysis is the proposed rate changes at
the time of the transaction. The Attorney General and RESA argue that the Department must
consider the effect of the Proposed Merger on customers’ bills, and RESA specifically
expresses concern with the effect of the Companies’ proposed consolidation on competition
(Attorney General Brief at 211-212; RESA Brief at 3-7; RESA Reply Brief at 3). In
addition, the Attorney General argues that the Department should defer any decision on the
Proposed Merger until it has heard all of the evidence on the Companies’ current rate design
proposals and the rate effects on customers (Attorney General Brief at 211-212).

The Department finds that the corporate consolidation of NSTAR Electric and
WMECo will not, in itself, result in any changes to the rates, prices, charges, or terms and
conditions applicable to NSTAR’s or WMECo’s customers, nor to the Department’s ability to
review current or future rate changes (Exhs. DPU-20-2; AG-30-7, Att. at 13-20). As such,

the Department finds the effect on rates to be a neutral factor in our Section 96 analysis of
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the Proposed Merger. Therefore, the Department finds it unnecessary to defer its decision
on the Proposed Merger.

1ii. Costs and Resulting Net Savings

In reviewing a proposed merger, one of the factors that the Department considers is
the resulting net savings, if any. The Department has recognized that transaction costs may
accompany a merger or acquisition, and that these costs may be recovered in rates provided
that they meet the public interest standard of Section 96 as part of the general reckoning of
costs and benefits under this statute. D.T.E. 99-47, at 36; D.T.E. 99-19, at 37;

D.T.E. 98-27, at 52-53. In reviewing estimated merger savings, the “Department’s review .
. . must be based on whether the figures proposed by the [p]etitioners are reasonable
estimates.” D.T.E. 99-47, at 47, 50. Projections of future events are not subject to the
same standards of measurement and evaluation that the Department uses in a rate case;
rather, they can be judged in terms of whether they are substantiated by past experience, and
supported by logical reasoning founded on solid theory. D.T.E. 99-47, at 50.

Most of the operational savings associated with the combination of NSTAR Electric
and WMECo into one entity have already been achieved through the Merger Settlement.
Specifically, during the test year the Companies experienced a cost savings attributable to the
2012 consolidation of $27.3 million for NSTAR and $4.5 million for WMECo
(Exh. ES-DPH-4, Sch. DPH-10, at 56). Net of the proposed amortization expense, the
Companies anticipate an annual savings as a result of the consolidation of approximately

$25 million for NSTAR, and $4 million for WMECo (see Exhs. ES-DPH-1, at 156;
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ES-DPH-3 (East), Sch. DPH-24, at 3 (Rev. 3); ES-DPH-3 (West), Sch. DPH-24, at 3
(Rev. 3); ES-DPH-4, Sch. DPH-10, at 56).

Eversource anticipates that its shareholders will incur a one-time cost of
approximately $2 million to complete the Proposed Merger transaction, consisting of
$1 million in legal costs and $1 million in vendor support costs associated with updates of
financial reporting systems (Exh. DPU-20-8). The Companies expect modest additional
savings from the Proposed Merger, arising from the consolidation of corporate accounts,
reconciliations, audits, and regulatory filings (Exh. DPU-20-3; Tr. 5, at 1022-23).
Specifically, the Companies expect ratepayers to see annual savings in the range of $500,000
to $1 million through increased administrative efficiency resulting from streamlining of
corporate and regulatory processes, including reduced use of outside services, fees, and
amortized rate case expense (Exh. DPU-20-8). Additionally, the Companies anticipate
interest rate savings from an approximate 25 basis point reduction in WMECo’s borrowing
costs, saving up to $750,000 annually (Exh. DPU-20-8).

Although the Companies’ expected savings of $500,000 to $1.75 million are relatively
modest, the Department recognizes that they are nonetheless tangible, greater than the
expected costs, and would accrue annually to ratepayers, while the merger-related costs will
be a one-time cost borne by shareholders (Exhs. DPU-20-8; DPU-20-9). The Department
concludes that Eversource has made a fair and reasonable demonstration of the costs and
savings that would result from the Proposed Merger, and that over time the Proposed Merger

would result in net savings for ratepayers (Exhs. DPU-20-8; DPU-20-9; DPU-52-2).
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Accordingly, the Department finds that, based on an analysis of the savings and costs related
to the Proposed Merger, as presented by the Companies, there would be an overall net
benefit to ratepayers from approval of the Proposed Merger.

1v. Long-term strategies that will assure a reliable,
cost-effective energy delivery system

The third factor that we consider in our Section 96 factor analysis is long-term
strategies to provide a reliable, cost-effective energy delivery system. The Proposed Merger
is not expected to have any impact in relation to system reliability and long-term energy
delivery infrastructure, as the operational processes that support these outcomes already are
fully consolidated as a result of the Merger Settlement (Exh. DPU-20-3). However, we note
that activities and commitments that advance clean energy development and address climate
change are important components of this Section 96 factor as well. D.P.U. 10-170-B
at 76-77. Thus, we consider the effect of the Proposed Merger on clean energy development
and climate change mitigation in the Commonwealth.

In D.P.U. 10-170-B, the Department found that the consolidation of NSTAR Electric
and WMECo under a single holding company would facilitate the energy efficiency, solar,
and Electric Vehicle (“EV”) Pilot provisions of the Merger Settlement, and provide material
benefits for the ratepayers of NSTAR Electric and WMECo in the form of energy efficiency,
solar, and EV initiatives, as well as long-term renewables procurement, and public outreach
concerning the Commonwealth’s climate goals. D.P.U. 10-170-B at 80-83, 85-87, 90-96.
We find no evidence that the legal consolidation of NSTAR Electric and WMECo in the

instant proceeding would weaken the anticipated benefits recognized from the Merger
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Settlement or serve to frustrate the Commonwealth’s clean energy development or climate

! Based on the above findings, the Department concludes that the Proposed

change goals.’
Merger is consistent with the maintenance of a reliable, cost-effective energy delivery

system.

V. Effects on Customer Service and Service Quality

As part of our Section 96 review, we next look at the potential impact of the Proposed
Merger on quality of service, any anticipated interruptions of service, and any other factors
that may adversely impact customer service. The Department recognizes the importance of
maintaining service quality, particularly when the merger of entities and the resultant efforts
to achieve cost savings can potentially lead to service quality degradation. D.P.U. 10-170-B

at 73; Boston Gas Company/Essex Gas Company, D.P.U. 09-139, at 23 (2010).

The Companies demonstrated that changes in restoration practices and other measures
following the merger of NSTAR and Northeast Utilities have already resulted in a reduction
of almost 40 percent to WMECo’s average duration of outages (Exh. ES-CAH-1, at 9). In
addition, there has been a reduction of approximately 30 percent in WMECo’s average
frequency of outages (Exh. ES-CAH-1, at 9). The Companies fully anticipate that continued
improvement will occur as system investment and grid modernization continue
(Exh. ES-CAH-1, at 9). The Department is satisfied that the Proposed Merger would cause

no detrimental changes to customers and would have no noticeable customer-facing effects

21 As discussed in detail in Section X below, Eversource makes proposals in this

proceeding to enable investment in technologies such as electric storage, electric
vehicles, and other initiatives to improve the resiliency of the distribution system and
further the Commonwealth’s clean-energy goals.
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(Exh. DPU-20-5). In addition, no interruptions in service are anticipated in relation to the
Proposed Merger (Exh. DPU-20-4).

The Companies do not offer specific improvements to customer service and service
quality based solely on the legal consolidation of NSTAR Electric with WMECo.
Nevertheless, the performance benchmarks included in Eversource’s existing service quality
plans provide strong incentives to ensure that its ratepayers will be protected from service

degradation following the Proposed Merger. Service Quality Standards for Electric

Distribution Companies and Local Gas Distribution Companies, D.P.U. 16-SQ-10 through

D.P.U. 16-SQ-14 (2016). Furthermore, the Department finds that Eversource will have the
opportunity to improve its service quality to its ratepayers through increased administrative
efficiencies and the adoption of combined best practices post-merger (Exh. DPU-20-8).
Therefore, in analyzing the Proposed Merger’s effect on customer service and service
quality, the Department finds that the Proposed Merger will not result in any adverse impact
on customer service or the quality and consistency of service to ratepayers and will instead
support the continued improvements in service quality recognized following the merger of
NSTAR and Northeast Utilities.

vi. Financial Integrity of the Post-Acquisition Entity

Finally, the Department considers the financial integrity of the post-acquisition
company as a factor in our Section 96 analysis of the Proposed Merger. Mergers and
Acquisitions at 8-9. Eversource states that the Proposed Merger will have no negative

impact on the financial integrity of the surviving company, NSTAR Electric
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(Exh. DPU-20-11). A review of NSTAR Electric’s current financial and operating data, as
represented by its annual returns to the Department and filings with both FERC and the SEC,
demonstrates that it is a financially viable company (Exhs. AG-1-2, Att. (a) (Supp. 1);
AG-1-2 (Supp. 2); AG-1-2, Att. (a) (Supp. 3); AG-1-2, Att. (b) (Supp. 3)). The Companies
do not expect to significantly change NSTAR Electric’s capital structure as a result of the
Proposed Merger (Exh. DPU-20-11). Additionally, the Companies do not expect the
consolidation to have an impact on NSTAR Electric’s credit rating or borrowing costs
following the consolidation (Exh. DPU-20-11). Furthermore, NSTAR Electric intends to
assume the debt obligations of WMECo (Exh. DPU-20-8). The lower borrowing costs of
NSTAR Electric, applied to WMECo’s operations, will improve the financial integrity of
NSTAR Electric as the surviving operation (Exh. DPU-20-8).

Moreover, NSTAR Electric’s post-merger financial position is likely to be enhanced
by the ability to reduce costs through the savings described above. As such, the Department
finds no reason to expect that the Proposed Merger would compromise the financial integrity
of NSTAR Electric as the surviving company. Accordingly, for all of these reasons, the
Department finds that the merger would have a beneficial effect on NSTAR Electric’s
financial integrity.

vii.  Conclusion

As described in detail above, the Department finds that the Proposed Merger will

provide net savings to ratepayers, long term strategies that will assure a reliable,

cost-effective energy delivery system, potential further improvements in customer service and
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service quality, and increased financial integrity of NSTAR Electric as the surviving entity.
Accordingly, the Department finds that the Companies have satisfied the statutory
requirement that the Proposed Merger is “consistent with the public interest,” by
demonstrating that the benefits of the Proposed Merger outweigh the costs.

b. Financial Recordkeeping

As noted above, Eversource seeks to consolidate the financial recordkeeping of the
Companies post-merger (Companies Brief at 159). The Attorney General requests that the
Department require the Companies to retain separate financial accounting records and to file
separate Annual Returns, if and until all rate classes are merged (Attorney General Reply
Brief at 100-101).

Gas and electric companies engaged in the manufacture and sale or distribution of gas
or electricity are required to keep their books and accounts in a form prescribed by the
Department. G.L. c. 164, § 81; 220 CMR 50.00, 51.00, 52.00. The Department may
require that a company maintain certain records and accounting practices. Fryer v.

Department of Public Utilities, 373 N.E.2d 977, 374 Mass. 685 (1978). The Department has

previously required merging companies that intend to maintain their existing rate structures to
maintain separate financial records in order to allow for proper identification of costs

between multiple service areas. Bay State Gas Company/Brockton-Taunton Gas Company,

D.P.U. 18133, at 5 (1974).
In this instance, the Department finds that it is necessary for the consolidated

company to maintain separate accounts for the former NSTAR Electric and WMECo entities
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because these companies currently have separate rates, and may continue to maintain the
same after this proceeding.”> Moreover, despite the operational integration of the
Companies, the potential for degradation in service quality-related activities still exist.
D.P.U. 09-139, at 24. Therefore, the Department directs the Companies to maintain
separate financial records and service quality data. As to the form of the separate financial
records, Eversource may consider direct assignment or allocation through the use of
subaccounts, when appropriate.

We now turn to the Attorney General’s request that the Companies be required to file
separate Annual Returns for what will be the former NSTAR Electric and WMECo.
Companies are required to furnish a return annually to the Department, in a form prescribed
by it. G.L. c. 164, § 83. The Department has not previously required companies to
maintain separate annual returns by legacy service territories as a condition of a merger.
Moreover, the Attorney General’s proposal for separate Annual Returns was first raised in
her reply brief. Consequently, there is an insufficient evidentiary record to determine

whether the post-merger consolidated NSTAR Electric would be able to separate its financial

2 The Department has observed that the failure to maintain separate accounts will, over

time, eliminate rate differentials between separate service areas by virtue of the lack
of reliable cost data. D.P.U. 18133, at 5. Rate consolidation, if such is to be
permitted in the future, should be based on substantial evidence, and not through
default. In this regard, the Department will address any such issues in its subsequent
Order addressing rate design issues.
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data to the degree necessary to file separate Annual Returns, as the Attorney General
proposes.

As such, while the Department will require the Companies to keep separate financial
records and service quality data for the legacy NSTAR Electric and WMECo, we decline to
require the consolidated Companies to file separate Annual Returns. The Department will
consider the consolidation of service quality reporting metrics in the context of the
Companies’ service quality filings.

D. Stock Transactions

1. Introduction

As of December 31, 2016, NSTAR Electric had 100 common shares outstanding with
a par value of $1.00 per share, and WMECo had 434,653 common shares outstanding with a
par value of $25 per share (Exhs. AG-1-2, Att. (a) at 150-151 (Supp. 3); AG-1-2, Att. (b)
at 142-143 (Supp. 3)). In order to effect the Proposed Merger, the Companies propose to
exchange all the common shares of WMECo for common shares of NSTAR Electric based
on an exchange ratio of 0.00023007 shares of NSTAR Electric common stock for each share
of WMECo common stock (Exh. AG-30-7, Att. at 50). Consequently, 434,653 aggregate

common shares of WMECo will be converted into 100 shares of NSTAR Electric (see

2 In the case of combination gas and electric utilities, the Department has not attempted

to segregate capital structures between gas and electric operations. This is because
the Department considers cash to be fungible, and thus has concluded that it is not
appropriate or feasible to allocate the components of the utility’s capital structure
among various operating divisions. Fitchburg Gas and Electric Light Company,
D.T.E. 02-24/25, at 225 (2002); Fitchburg Gas and Electric Light Company,
D.P.U. 1214-D at 4-5 (1985). These same inherent difficulties would arise with
efforts to generate separate Annual Returns by service area.
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Exh. AG-30-7, Att. at 49). WMECo’s exchanged stock certificates will be cancelled
automatically and cease to have any rights with respect to the surviving company

(Exh. AG-30-7, Att. at 51).

2. Standard of Review

To approve the issuance of stock, bonds, coupon notes, or other types of long-term
indebtedness by a gas or electric company, the Department must determine that the proposed

: 24
1ssuance meets two tests.

First, the Department must assess whether the proposed issuance
is reasonably necessary for the purpose for which such issuance of securities has been

authorized. G.L. c. 164, § 14; Fitchburg Gas and Electric Light Company v. Department of

Public Utilities, 395 Mass. 836, 841-842 (1985) (“Fitchburg II”), citing Fitchburg Gas and

Electric Light Company v. Department of Public Utilities, 394 Mass. 671, 678 (1985)

(“Fitchburg 1”). The Supreme Judicial Court has found that, for the purposes of

G.L. c. 164, § 14, reasonably necessary means “reasonably necessary for the
accomplishment of some purpose having to do with the obligations of the company to the
public and its ability to carry out those obligations with the greatest possible efficiency.”

Fitchburg II at 842, citing Lowell Gas Light Company v. Department of Public Utilities,

319 Mass. 46, 52 (1946) (“Lowell Gas”). In cases where no issue has been raised about the
reasonableness of management decisions regarding the requested financing, the Department
limits its G.L. c. 164, § 14, review to a determination of reasonableness of the company’s

proposed use of the proceeds of a securities issuance. Colonial Gas Company,

4 Long term refers to periods of more than one year from the date of issuance.

G.L. c. 164, § 14.
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D.P.U. 90-50, at 6-7 (1990); Canal Electric Company, et al., D.P.U. 84-152, at 20 (1985).

The burden of proving that an issuance is reasonably necessary rests with the company

proposing the issuance, and the Department’s authority to review a proposed issuance is not

limited to a perfunctory review. Fitchburg I at 678; Fitchburg II at 842; Lowell Gas at 52.
Second, the Department must determine whether the company meets the net plant test.

Milford Water Company, D.P.U. 91-257, at 5 (1992); Edgartown Water Company,

D.P.U. 90-274, at 5-7 (1990); Barnstable Water Company, D.P.U. 90-273, at 6-8 (1990);

Colonial Gas Company, D.P.U. 84-96, at 5-8 (1984).” Regarding the net plant test, a
company is required to present evidence that its net utility plant is equal to or in excess of its

total capitalization. Aquarion Water Company of Massachusetts, D.P.U. 11-55, at 12, 28-29

(2011); D.P.U. 90-50, at 4-5. For purposes of this test, net utility plant is derived from
utility plant in service less accumulated depreciation and excluding the following:
(1) contributions in aid of construction; (2) construction work in progress; and (3) goodwill.

D.P.U. 11-55, at 12, 28-29; Southern Union Company, D.T.E. 01-32, at 10-11 (2001);

D.P.U. 84-96, at 5, 7-8. The Department’s definition of total capitalization is, for purposes

25 The net plant test is derived from G.L. c. 164, § 16, which provides the Department

with authority to protect against an impairment of capital. Childs v. Krey,

199 Mass. 352, 356 (1908). Thus, when the Department approves a securities
issuance under G.L. c. 164, § 14, we require a demonstration that the fair structural
value of the plant and land exceeds the company’s outstanding stock and long-term
debt. D.P.U. 84-96, at 5. When the value of such plant and land is less than the
value of the company’s outstanding stock and long-term debt, the Department may
prescribe conditions and requirements to make good within a reasonable time the
impairment of the capital stock. G.L. c. 164, § 16.
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of this test, the sum of long-term debt, preferred stock, common stock, and premiums on
common stock outstanding. D.P.U. 11-55, at 28-29; D.P.U. 84-96, at 5.2

Where issues concerning the prudence of a company’s capital financing have not been
raised or adjudicated in a proceeding, the Department’s decision does not represent a
determination that any specific project is economically beneficial to the company or to its

customers. Boston Gas Company, D.P.U. 95-66, at 7 (1995). Further, the Department’s

approval of a securities issuance in a G.L. c. 164, § 14, proceeding may not in any way be
construed as a ruling on the appropriate ratemaking treatment to be accorded any costs
associated with the proposed financing. D.P.U. 95-66, at 7.

3. Analysis and Findings

a. Introduction

The Companies will enter into an agreement and plan of merger upon receiving
Department approval of the Proposed Merger, including the issuance of common stock as
necessary to exchange with WMECo (Exhs. DPU-20-1, at 1; AG-30-7, Att. at 49-51). As
noted above, Department approval is required for any stock issuance by a gas, electric, or
water company. G.L. c. 164, § 14. In addition, G.L. c. 164, § 16 is implicated in any
petition brought under G.L. c. 164, § 14, and G.L. c. 164, § 99 is implicated in any petition
brought under Section 96. Therefore, the Department will examine the proposed stock

issuance pursuant to G.L. c. 164, §§ 14, 16, and 99.

26 For purposes of the net plant test, the Department excludes retained earnings from the

calculation of total capitalization. D.P.U. 11-55, at 28 n.29; Southern Union
Company, D.T.E. 04-36, at 9-10 (2004). In addition, premiums on common stock
are treated as common stock. Western Massachusetts Electric Company,

D.P.U. 09-50, at 16 (2010), citing D.T.E. 04-36, at 9 n.5.
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b. Stock Issuance

The Proposed Merger requires the issuance of 100 common shares by NSTAR
Electric as consideration in the transaction (Exh. AG-30-7, Att. at 49-51). The Companies
represent that the purpose of the stock issuance by NSTAR Electric is to facilitate the merger
of WMECo into NSTAR Electric (Exh. AG-30-7, Att. at 49-51). The Department has found
that issuance of stock by an operating company for the purpose of exchanging for the stock
of another operating company that is being acquired pursuant to Section 96 is a legitimate
utility purpose as contemplated by G.L. c. 164, § 14. D.T.E. 06-40, at 22-23;

D.T.E. 99-47, at 61; Brockton Edison Company/Fall River Electric Light Company,

D.P.U. 19552, at 9. Therefore, the Department finds that the proposed stock issuance by
NSTAR Electric is reasonably necessary to accomplish a legitimate purpose in meeting
NSTAR Electric’s service obligations in accordance with G.L. c. 164, § 14, and thus meets
the first prong of the Department’s two-prong standard.

With regard to the net plant test requirement of G.L. c. 164, § 16, as of
December 31, 2016, NSTAR Electric had plant in service of $7,796,064,193, with an
accumulated depreciation reserve of $ 2,256,001,075, for a net plant balance of
$5,440,063,118 (Exh. AG-1-2, Att. at 28 (Supp. 3)). NSTAR Electric’s total capitalization
for purposes of the net plant test on that same date was $2,143,000,100, consisting of
$100 in common stock, $43,000,000 in preferred stock, and $2,100,000,000 in long-term
debt (Exh. AG-1-2, Att. (a) at 32 (Supp. 3)). NSTAR Electric subsequently issued

$350,000,000 in long-term debt on May 6, 2017, and issued another $350,000,000 on
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October 5, 2017 (Exh. DPU-31-6). NSTAR Electric Company, D.P.U. 16-189, Compliance

Filing (October 13, 2017). A portion of the October 5 issuance will be used to refinance
$400,000,000 in long-term debt that will mature on November 15, 2017 (Exhs. DPU-31-6;
AG-1-2, Att. (a) at 154-155 (Supp. 3); AG-26). D.P.U. 16-189, Compliance Filing
(October 13, 2017).

Additionally, as of December 31, 2016, WMECo had utility plant in service of
$1,935,531,756, along with accumulated depreciation of $347,401,580, for an aggregate net
plant of $1,588,130,176 (Exh. AG-1-2, Att. (b) at 26 (Supp. 3)).”’ In turn, WMECo’s total
capitalization for purposes of the net plant test on that same date was $579,771,476,
consisting of $10,866,325 in common stock, $3,905,151 in premiums on common stock, and
$565,000,000 in long-term debt (Exh. AG-1-2, Att. (a) at 30 (Supp. 3)). NSTAR Electric
intends to reclassify WMECo’s exchanged common stock and premiums as additional paid-in
capital, thus eliminating these balances from consideration in the net plant test
(Exh. AG-30-7, Att. at 141). As such, for purposes of the net plant test, NSTAR Electric’s
post-merger net plant would be $7,028,193,294, with a total capitalization of
$3,008,000,200,%® resulting in an excess of net utility plant over outstanding capital of
$4,020,193,094. The Department finds that NSTAR Electric’s current and post-merger plant

investment is sufficient to support the proposed issuance of 100 shares of common stock.

27 This figure excludes construction work in progress, Account 107.

28 $2,143,000,100 + 700,000,000 - $400,000,000 + $565,000,000 + $100.
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C. G.L.c. 164, § 99

General Laws chapter 164, § 99 (“Section 99”) is the operative statute governing
increases in capital stock to effect an acquisition and it states:

The purchasing or consolidated company may, for the purposes authorized
by [G.L. c. 164, §§ 96 and 97], increase its capital stock and issue bonds in
the same manner and subject to the limitations provided in [G.L. c. 164,

§§ 13, 14, 18, and 19]; and may, for the same purpose and subject to the
same limitations and notwithstanding any special law applicable thereto,
exchange its securities for those of the selling or merged company upon
such terms as the [D]epartment approves; but the aggregate amount of the
capital stock and the aggregate amount of the debt, respectively, of the
consolidated companies shall not, by reason of such consolidation, be
increased.

The Department has determined that, for purposes of Section 99, capital stock consists
of common stock, preferred stock, and premiums on stock. D.P.U. 99-47, at 63-64; Boston

Gas Company, D.P.U. 17138, at 7 (1971); Pittsfield Coal Gas Company, D.P.U. 10956

(1954).

The Companies must demonstrate that the aggregate amount of capital stock and debt
for NSTAR Electric and WMECo will not increase as a result of the Proposed Merger. As
noted above, NSTAR Electric’s capital stock as of the date of the Proposed Merger will
consist of $100 in common stock and $43,000,000 in preferred stock (Exh. AG-1-2, Att. (a)
at 32 (Supp. 3)). WMECo’s capital stock consists of $10,866,325 in common stock and
$3,905,151 in premiums on common stock (Exh. AG-30-7, Att. at 148). Thus, the aggregate
par and premiums of the Companies’ capital stock is $57,771,576.

Using the stock exchange ratios proposed by the Companies, 100 shares of NSTAR

Electric common stock would be issued in exchange for 434,653 shares of WMECo common
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stock (see Exh. AG-30-7, Att. at 49). The Department has reviewed the proposed exchange
ratios and post-merger capital stock balance, and finds that the aggregate amount of the
Companies’ capital stock will not increase as a result of the Proposed Merger. Moreover,
because no new debt would be issued, the aggregate amount of the Companies’ debt would
not increase as a result of the Proposed Merger. Therefore, the Department finds that no
further action is required under Section 99.

E. Confirmation of Franchises

1. Introduction

The Companies request that the Department confirm that NSTAR Electric, as the
surviving corporation subsequent to the Proposed Merger, will retain all franchise rights and
obligations that were previously held by WMECo and that further action, pursuant to
G.L. c. 164, § 21, is not required to consummate the merger (Joint Petition at § 28;

Exhs. DPU-20-12; DPU-35-5). None of the parties commented on this issue.

2. Analysis and Findings

General Laws chapter 164, § 21, states: “[a] corporation subject to this chapter shall

not, except as otherwise expressly provided, transfer its franchise, lease its works or contract

with any person, association or corporation to carry on its works, without the authority of the
general court” (emphasis added). Moreover, G.L. c. 164, § 98 states that “[t]he purchasing
or consolidating company shall except as provided in [G.L. c. 164, § 97],% have and enjoy

all the powers, rights, locations, licenses, privileges and franchises, and be subject to all the

General Laws chapter 164, § 97 pertains to the acquisition of a water storage
reservoir or hydroelectric plant by an electric company.
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duties, liabilities and restrictions, of the company selling or merged as aforesaid, so far as
they are applicable to the purchasing or consolidated company.”

The Department has determined that approval of corporate mergers pursuant to
Section 96 obviates the need for separate legislative approval under G.L. c. 164, § 21 for

transfer of franchise rights. New England Gas Company et al., D.P.U. 13-07-B at 11-18

(2014); D.T.E. 99-47, at 65-66; Haverhill Gas Company, D.P.U. 1301, at 4 (1984). The

Department has stated that an action properly approved under Section 96 would not require
separate authorization of the General Court because the General Court itself authorized the
Department to approve such a transaction. D.P.U. 13-07-B at 11-12; D.P.U. 1301, at 5.
The various franchise rights held by WMECo have been acquired from time to time
by WMECo and its predecessors in interest since their inception through various actions,
including special legislative acts, Department orders, grants of location, easements, and rights
of way (Exh. DPU-20-12; Tr. 1, at 111-113). See, e.g., St. 2008, c. 273; St. 1962, c. 731;

St. 1952, c. 113; St. 1910, c. 580; St. 1900, c. 42; Western Massachusetts Electric

Company/Huntington Electric Light Company, D.P.U. 16972, at 7-8 (1971); Huntington

Electric Company/Strathmore Paper Company, D.P.U. 13534, at 4 (1961); Lee Electric

Company, D.P.U. 4020 (1930).° The Companies have not requested that the Department
investigate or verify the current validity of any franchise right (Tr. 1, at 114). Further, no

issues have been raised as to the validity of WMECo’s franchise rights.

30 The documentation supporting these franchise rights dates as far back as the late

nineteenth century, and is maintained on a decentralized basis at WMECo’s various
service centers (Tr. 1, at 113-114).
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On the effective day of the merger, NSTAR Electric will have and enjoy its own
existing powers, rights, locations, privileges, and franchises and will be subject to all the
associated duties, liabilities, and restrictions. In addition, NSTAR Electric will have and
enjoy the powers, rights, locations, privileges, and franchises of WMECo and will be subject
to all the associated duties, liabilities, and restrictions of WMECo. The Department finds
that approval of the Proposed Merger pursuant to Section 96 obviates the need in this case
for legislative approval under G.L. c. 164, § 21. D.P.U. 13-07-B at 17-18; D.T.E. 99-47,
at 65-66; D.P.U. 1301, at 4. Accordingly, the Department hereby ratifies and confirms that
all the franchise rights and obligations currently held by WMECo shall continue with NSTAR
Electric after the consummation of the merger.

VI. REVENUES

A. Test Year Revenue Adjustments

1. Introduction

Eversource reported total test year operating revenues of $2,769,893,671 for NSTAR
Electric and $479,998,869 for WMECo (Exhs. ES-DPH-2 (East), Sch. DPH-5, at 1 (Rev. 3);
ES-DPH-2 (West), Sch. DPH-5, at 1 (Rev. 3)). Eversource proposes adjustments to the
Companies’ test year operating revenues: (1) to remove costs recovered through ratemaking
mechanisms that operate outside of base; (2) to normalize the booked test year amounts for
ratemaking purposes; and, (3) to account for known and measurable changes in O&M
expense levels occurring after the end of the test year and through the midpoint of the rate
year (Exh. ES-EPH-1, at 21). The proposed adjustments reduce total operating revenues to

$854,286,489 for NSTAR Electric and $136,621,525 for WMECo (Exhs. ES-DPH-2 (East),
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Sch. DPH-5 (Rev. 3); ES-DPH-2 (West), Sch. DPH-5 (Rev. 3)). The proposed adjustments
are set forth in further detail below.

2. Companies Proposed Adjustments

a. Reclassification Adjustment and Normalizing Adjustments

Eversource proposes to reclassify $244,975 in special contract revenues from NSTAR
Electric’s Distribution Revenue category to its Other Revenue category (Exhs. ES-DPH-1,
at 31; ES-DPH-2 (East), Sch. DPH-5, at 1 (Rev. 3)). Eversource states that this adjustment
was made to recognize that special contract revenues are not part of the revenue requirement
that is used to determine the revenue decoupling adjustments (Tr. 6, at 1184-1185). This
adjustment has no net impact on total operating revenues (see Exh. ES-DPH-2 (East),

Sch. DPH-5, at 1 (Rev. 3)).

Eversource also proposes normalization adjustments totaling $1,918,235,114 for
NSTAR Electric and $343,813,492 for WMECo (Exhs. ES-DPH-2 (East), Sch. DPH-5
(Rev. 3); ES-DPH-2 (West), Sch. DPH-5 (Rev. 3); DPU-25-11; AG-19-9). These
adjustments are intended to remove revenues that are reconciled and recovered outside of
base distribution rates (e.g., through reconciling mechanisms) or to correct for discrepancies
between calculated and booked revenues (Exhs. ES-DPH-1, at 31-32; AG-19-9, Att. at 1).

b. Pro Forma Adjustments

1. Introduction

Eversource proposes a number of pro forma adjustments totaling $2,627,932 for
NSTAR Electric and $436,148 for WMECo (Exhs. ES-DPH-2 (East), Sch. DPH-5 (Rev. 3);

ES-DPH-2 (West), Sch. DPH-5 (Rev. 3)). According to Eversource, these adjustments
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account for purported known and measurable changes in the Companies’ operating revenues.
Each proposed adjustment is set forth separately below.

ii. NSTAR Electric’s Rents from Electric Property

Eversource proposes to increase NSTAR Electric’s revenues associated with its rents
from electric property, which includes facilities leases and pole attachment revenues, by
$1,363,355 (Exhs. ES-DPH-1, at 33-35; ES-DPH-2 (East), Sch. DPH-5 (Rev. 3);
ES-DPH-3 (East), WP DPH-5, at 2). This overall adjustment is the result of proposed
adjustments to the following rental agreements.

The first adjustment is associated with NSTAR Electric’s pole attachment agreement
with RCN Corporation (“RCN”). Under this agreement, RCN is obligated to pay NSTAR
Electric a fee for attaching certain equipment to poles, including attachments to poles jointly
owned by NSTAR Electric and Verizon (Exh. DPU-38-7, Att.). During the test year,
Eversource booked $2,401,664 in revenues associated with the RCN agreement
(Exh. ES-DPH-2 (East), WP DPH-5, at 2). According to the Companies, RCN notified
Eversource that, starting January 1, 2016 (i.e., halfway through the test year), RCN entered
into a pole attachment agreement with Verizon whereby RCN would pay Verizon half of the
pole attachment revenues previously paid to Eversource (i.e., RCN would pay each pole
owner the jointly owned rate for applicable pole attachments as opposed to the solely owned
rate it had paid only to NSTAR Electric in 2015) (Exh. DPU-38-7; Tr. 15, at 3087).
Eversource states that, going forward, NSTAR Electric’s share of pole attachment revenues

from RCN will be $1,824,336 (Exhs. ES-DPH-1, at 33; ES-DPH-3 (East), WP DPH-5, at 2
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(Rev. 3)). Accordingly, Eversource proposes to decrease its test year revenues by $577,328
(Exhs. ES-DPH-1, at 33; ES-DPH-3 (East), WP DPH-5, at 2 (Rev. 3); Tr. 15, at 3087).

Second, Eversource anticipates rental revenues from NSTAR Gas for its share of the
use of facilities in Plymouth, Somerville, and Hyde Park to decrease by $61,007
(Exhs. ES-DPH-1, at 33-34; ES-DPH-3 (East), WP DPH-5, at 2 (Rev. 3)). According to
Eversource, this revenue decrease for NSTAR Electric reflects the most updated costs to be
charged to NSTAR Gas (Exh. ES-DPH-1, at 33-34).

Third, Eversource proposes to increase its rental revenues for NSTAR Electric by
$1,542,042 to reflect changes associated with its relocation of its New Bedford service center
to a new facility in New Bedford (Exhs. ES-DPH-1, at 34; ES-LML-1, at 46;

ES-DPH-3 (East), WP DPH-5, at 2 (Rev. 3); DPU-36-4, Att.).31 Eversource states that a
portion of the new facility will be rented to NSTAR Gas, which accounts for the increase in
rental revenues (Exh. ES-DPH-1, at 34).

Next, Eversource proposes to increase NSTAR Electric’s rental revenues by $82,424
to reflect lease revenues received from MembersPlus Credit Union and Herb Chambers
Companies (Exhs. ES-DPH-1, at 34-35; ES-DPH-3 (East), WP DPH-5, at 2 (Rev. 3)).
According to Eversource, this adjustment does not represent a change in test year levels;
instead it is a normalizing adjustment to recognize these revenues in its account for Other
Rent from Electric Property rather than as an offset to rent expense (Exhs. ES-DPH-1, at 35;

ES-DPH-2 (East), Sch. DPH-18, at 2; ES-DPH-3 (East), WP DPH-5, at 2 (Rev. 3)).

3 The New Bedford service center project is addressed in Section VII.C below.
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Finally, Eversource recently entered into a lease agreement with Beth Israel Hospital

to rent a section of the Companies’ facility in Westwood to the hospital (Exhs. DPU-8-3 &

Atts. (Supp. 1)); Tr. 4, at 779-780; Tr. 6, at 1182-1184). Eversource states that this

agreement will increase rental revenues by $377,224 for NSTAR Electric (Exhs. DPU-8-3 &

Att. (b) (Supp. 1); ES-DPH-3 (East), WP DPH-5, at 2 (Rev. 3); Tr. 4, at 779-780; Tr. 6,

at 1182-1184).

1ii. NSTAR Electric’s Other Electric Revenues

Eversource proposes to increase NSTAR Electric’s Other Electric Revenues by
$1,264,577 (Exhs. ES-DPH-3 (East), WP DPH-5, at 1 (Rev. 3); DPU-25-8, Att.). This
adjustment comprises a proposed increase of $1,713,654 to account for adjustments related to
restoration and other fees, and a proposed decrease of $449,077 associated with the expected
cancellation of a transmission service agreement between NSTAR Electric and the Town of
Belmont, Massachusetts Municipal Light Department (“Belmont Light”) (“Belmont Service
Agreement”) (Exhs. ES-DPH-3 (East), WP DPH-5, at 1 (Rev. 3); DPU-25-6, at 1;
DPU-25-8, Att.; DPU-25-9; AG-37-2).

With respect to fees, NSTAR Electric proposes increases in its returned check fee,
account restoration fee (meter), and warrant fee (Exhs. ES-DPH-3 (East), WP DPH-5, at 1
(Rev. 3); DPU-25-8, Att.; DPU-25-9).* Further, Eversource proposes revenue adjustments

for three additional fees — an account restoration fee (pole), an account restoration fee

32 The warrant fee includes costs associated with preparation of paperwork, time at

courthouses, police details, constables/sheriffs, locksmiths, and court fees
(Exh. DPU-6-4, Att. (¢)).



D.P.U. 17-05 Page 60
(manhole), and a sales tax abatement fee (Exhs. ES-DPH-3 (East), WP DPH-5, at 1

(Rev. 3); DPU-25-8, Att.; DPU-25-9).33 Eversource’s proposed fees are addressed in
Section XVII.C below.

1v. WMECo’s Restoration and Other Fees Revenues

Eversource proposes to increase WMECo’s restoration and other fees revenues by
$436,148 to account for adjustments related to restoration and other fees (Exh. ES-DPH-3
(West), WP DPH-5 (Rev. 3); AG-19-41, Att.). Specifically, Eversource proposes increases
to WMECo’s return check fee, account restoration fee (meter), warrant fee, and account
restoration fee (manhole), and an adjustment to reflect a sales tax abatement fee
(Exhs. ES-DPH-3 (West), WP DPH-5 (Rev. 3); AG-19-41, Att.). Eversource also proposes
an adjustment to WMECo’s Other Electric Revenue to reflect a decrease associated with the
account restoration fee (pole) (Exhs. ES-DPH-3 (West), WP DPH-5 (Rev. 3); AG-19-41,

Att.).** Eversource’s proposed fees are addressed in Section XVII.C below.

3 The proposed increase of $1,713,654 to account for adjustments related to restoration

and other fees is broken down as follows: (1) return check fee — $94,996; (2) account
restoration fee (meter) — $1,344,954; (3) warrant fee — $138,804; (4) account
restoration fee (pole) — $11,954; (5) account restoration fee (manhole) - $5,324; and
(6) sales tax abatement fee — $117,622 (Exhs. ES-DPH-3 (West), WP DPH-5, at 1
(Rev. 3); AG-19-41, Att.).

The proposed increase of $436,148 to account for adjustments related to restoration
and other fees is broken down as follows: (1) return check fee — $24,583; (2) account
restoration fee (meter) — $384,552; (3) warrant fee — $7,919; (4) account restoration
fee (manhole) - $9,708; (5) sales tax abatement fee — $11,086; and (6) account
restoration fee (pole) — ($1,700) (Exhs. ES-DPH-3 (East), WP DPH-5 (Rev. 3);
DPU-25-8, Att.; DPU-25-9).

34
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3. Positions of the Parties

a. Attorney General

The Attorney General argues that, consistent with Department precedent, the
Companies’ revenues should be adjusted to reflect the test year-end number of pole
attachments multiplied by current pole attachment rates (Attorney General Brief at 199, citing

Massachusetts Electric Company and Nantucket Electric Company, D.P.U. 09-39, at 121

(2009); Massachusetts Electric Company, D.P.U. 95-40, at 79 (1995); Boston Edison

Company, D.P.U. 85-266-A/85-271-A, at 117 (1986); D.P.U. 1720, at 85). Using this
method, the Attorney General calculates the amount of pole attachment test year-end revenues
to be included in the cost of service as $4,554,630 for NSTAR Electric and $810,302 for
WMECo (Attorney General Brief at 199-200, citing Exh. AG-51-17; RR-AG-26).

Further, as described in Section XVII.C below, the Attorney General challenges
several of Eversource’s proposed fee increases. The Attorney General does not, however,
offer any specific adjustments to revenues related to these challenges.

Finally, the Attorney General argues that the Companies should not be allowed to
make a pro forma adjustment to eliminate $449,077 in revenues related to the Belmont
Service Agreement (Attorney General Brief at 196; Attorney General Reply Brief at 50).
According to the Attorney General, the proposed adjustment cannot be recognized as a
known and measurable change because it has not occurred and the record does not support a
finding that the contract will be terminated (Attorney General Brief at 196; Attorney General
Reply Brief at 50-51). Further, the Attorney General contends that the Companies have

failed to establish that termination of the Belmont Service Agreement is outside the normal
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ebb and flow of revenue changes resulting from the addition and departure of customers

(Attorney General Brief at 198).

b. Companies

The Companies argue that its proposed revenue adjustments are consistent with the
Department’s practices and should be accepted (Companies Brief at 172-175). With respect
to pole attachments revenues, the Companies contend that the Attorney General’s revenue
adjustment calculations based on test year-end pole attachment counts and rates are erroneous
because she transposed the rates assigned to jointly- and solely-owned poles, which inflated
her calculation (Companies Brief at 507-508).>> The Companies arguments concerning the
reasonableness of the proposed increases to specific fees are summarized below in
Section XVII.C.

Regarding the Belmont Service Agreement, the Companies argue that because
Belmont Light completed the construction of a new substation and is taking steps to transfer
its load to the new substation, it is “very unlikely” that Belmont Light will continue taking
service under the Belmont Service Agreement (Companies Reply Brief at 144). Therefore,

the Companies assert that the Department should allow the proposed adjustment to remove

3 According to the Companies, the test year-end pole attachment revenue calculations

using the correct (i.e., non-transposed) rates for jointly and solely owned poles are
$2,994,480 for NSTAR Electric and $439,623 for WMECo (Companies Brief

at 507-508, citing Exhs. ES-DPH-3 (East), WP DPH-5, at 2; ES-DPH-2 (West),
Sch. DPH-5, at 1; AG-51-17; AG-51-17 (Rev. 1); RR-AG-24). The Companies do
not, however, propose to use these revenue calculations as the baseline for their
proposed revenue adjustments.
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revenues related to the Belmont Service Agreement (Companies Brief at 507; Companies
Reply Brief at 144).

4. Analysis and Findings

a. Proposed Reclassification and Normalization Adjustments

The Department has reviewed the evidence supporting Eversource’s proposed
reclassification of NSTAR Electric’s special contract revenues and the Companies’ proposed
normalization adjustments (Exhs. ES-DPH-1, at 31-32; ES-DPH-2 (East), Sch. DPH-5
(Rev. 3); ES-DPH-2 (West), Sch. DPH-5 (Rev. 3); AG-19-9 & Att.; DPU-25-11). We find
that the aforementioned adjustments are consistent with Department practice and, therefore,
are allowed.

b. Proposed Pro Forma Adjustments

1. NSTAR Electric’s Rents from Electric Property

As noted above, Eversource proposes to increase NSTAR Electric’s revenues
associated with its rents from electric property by $1,363,355 (Exhs. ES-DPH-1, at 33-35;
ES-DPH-2 (East), Sch. DPH-5 (Rev. 3); ES-DPH-3 (East), WP DPH-5, at 2 (Rev. 3)).

The Department has reviewed the evidence supporting the proposed adjustments
relating to NSTAR Gas’ share of the Plymouth, Somerville and Hyde Park facilities leases;
the relocation of the New Bedford service center; the Members Plus Credit Union and Herb
Chambers lease; and Beth Israel Hospital’s lease of space at the Companies’ Westwood
facility (Exhs. ES-DPH-1, at 33-35; ES-DPH-3 (East), WP DPH-5, at 2 (Rev. 3); DPU-8-3
& Atts. (Supp. 1); DPU-36-4, Att.; Tr. 4, at 779-780; Tr. 6, at 1182-1184). We find that

the aforementioned adjustments are known and measurable. Therefore, the Department
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allows the proposed adjustments to the Companies’ revenues in the amount of $1,940,683
related to the leases identified above.

With respect to pole attachments revenues, the Companies propose to decrease test
year revenues by $577,328 to reflect a change in pole attachment revenues from RCN
(Exhs. ES-DPH-1, at 33; ES-DPH-3 (East), WP DPH-5, at 2 (Rev. 3)). Although the
Attorney General did not address the specific adjustment related to RCN, she argues that, in
order to conform to Department precedent, the Companies’ test year pole attachment
revenues should be adjusted upwards to reflect the test year-end number of pole attachments
multiplied by the current pole attachment rates (Attorney General Brief at 199).

Like other revenues received by the Companies, pole attachment revenues are an
offset to expenses and serve to reduce the revenue requirement that is used to design rates.
In order to ensure that a representative level is used as an offset to expenses, the Department
adjusts test year pole attachment revenues on the basis of the test year-end number of

attachments, as well as the test year-end pole attachment rates. Fitchburg Gas and Electric

Light Company, D.P.U. 11-01/D.P.U. 11-02, at 167-168 (2011); D.P.U. 09-39, at 121;

D.P.U. 9540, at 79; D.P.U. 85-266-A/85-271-A at 117; D.P.U. 1720, at 85.

Here, the Companies did not apply Department precedent (i.e., projected revenues
based on actual test-year end number of attachments and attachment rates) when calculating
the proposed level of pole attachment revenues to include as an offset in rates. Instead, the
Companies propose to use test year pole attachment revenues as the baseline to apply a

post-test year adjustment (Exhs. ES-DPH-1, at 33; ES-DPH-3 (East), WP DPH-5, at 2
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(Rev. 3)). We find that the method proposed by the Companies is likely to understate the
representative level of pole attachment revenues to include as an offset in rates.”® Therefore,
the Department declines to adopt the method proposed by the Companies, and will instead
apply the Department’s precedent to calculate the appropriate level of pole attachment
revenues.

Applying Department precedent, the Attorney General offers a calculation of the
representative level of test year-end pole attachment revenues to be included in cost of service
(Attorney General Brief at 199-200, citing Exh. AG-51-17; RR-AG-26).”” However, as
noted by the Companies, the Attorney General incorrectly transposes the rates assigned to
jointly- and solely-owned poles in her calculation (Exh. AG-51-17; RR-AG-24). While not
proposing to use these revenue calculations as the baseline for their proposed revenue
adjustments, but to demonstrate the error in the Attorney General’s calculation, the
Companies provide their own calculation of test year-end pole attachment revenues by
multiplying the total number of attachments to jointly owned and solely owned poles by the
respective rates for jointly and solely owned poles in each service territory (Companies Brief

at 508-509, citing Exh. AG-51-17; RR-AG-26). Based upon the Companies’ calculations,

36 It is generally anticipated that the number of pole attachments (as well as pole

attachment rates) will increase over time. See e.g., D.P.U. 11-01/D.P.U. 11-02,

at 167-168; D.P.U. 09-39, at 120-121.

Using this method, the Attorney General maintains that the test year-end pole
attachment revenues are $4,554,630 for NSTAR Electric and $810,302 for WMECo
(Attorney General Brief at 199-200, citing Exh. AG-51-17; RR-AG-26).

37
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total test year revenues would exceed test year-end revenues by $1,638,762.® The
unexplained magnitude and direction of this difference between total test year revenues and
test year-end revenues is significant, thereby causing the Department to question the
reliability of the Companies’ pole attachment data in this proceeding.

One possible explanation for the difference is that the Companies failed to account for
revenues from antenna attachments in their test year-end calculation. Antenna attachments
command a significantly higher rate than other types of attachments (i.e., $200 for solely
owned poles and $100 for jointly owned poles, as compared to $10.00 and $5.00, for solely
owned poles and jointly owned poles, respectively for NSTAR Electric, and $9.00 and
$4.50, for solely owned poles and jointly owned poles, respectively for WMECo)

(Exh. AG-51-17). The Companies have not, however, identified the test year-end number of
antenna attachments or otherwise broken down the data by attachment type.

Additionally, the Department has identified other discrepancies with the Companies
pole attachment data that lead us to conclude that they cannot be used to reliably calculate
test-year end pole attachment revenues consistent with Department precedent. For example,
in Exhibit AG-51-17, the Companies report a total of 87,267 pole attachments in WMECo’s

service territory. However, in response to Record Request AG-26, the Companies report a

38 Using this method, the Companies indicate that test year-end pole attachment revenues

are $2,994,480 for NSTAR Electric and $439,623 for WMECo (Companies Brief
at 508-509, citing Exhs. ES-DPH-3 (East), WP DPH-5, at 2; ES-DPH-2 (West),
Sch. DPH-5, at 1; AG-51-17; RR-AG-24; RR-AG-26). As noted above, the
Companies have not proposed to include these numbers in cost of service. By
comparison, actual test year pole attachment revenues as reported by the Companies
are $4,632,577 for NSTAR Electric and $440,288 for WMECo (or a difference of
$1,638,097 for NSTAR Electric and $665 for WMECo) (RR-AG-24).
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total of 92,587 pole attachments for WMECo (i.e., 87,480 attachments on jointly owned
poles and 5,107 attachments on solely owned poles). Therefore, there is an unexplained
variance of 5,320 pole attachments between the two data sets. Accordingly, based on the
evidence available in this proceeding, the Department is not able to apply our standard
precedent to calculate a reliable, representative test year-end level of pole attachment
revenues.

The Companies have the burden to demonstrate that they have included a reliable,
representative level of pole attachment revenues as an offset in rates. Because the Companies
have not presented data sufficient to allow us to calculate year-end pole attachment revenues
in a manner consistent with our long-standing precedent, we must apply an alternate method
in this case to arrive at a representative level of pole attachment revenues.

The Department found above that the Companies’ proposal to adjust test year pole
attachment revenues is likely to understate the representative level of pole attachment
revenues to include as an offset in rates.>’ Accordingly, the Department declines to adopt the
Companies’ proposal, including the pro forma adjustment of $577,328. Rather, based on the

evidence presented in this case, the Department finds that unadjusted test year pole

39 The Companies proposed to adjust test year revenues by $577,328 to account for an

anticipated change in pole attachment revenues from RCN (Exh. ES-DPH-3 (East),
WP DPH-5, at 2 (Rev. 3)). If the Companies had correctly applied Department
precedent in this case, no adjustment to account for a change in RCN-related revenues
would be required because the correct rates for all RCN attachments would already be
reflected in the test-year end calculation. Because RCN adjusted the amount it paid
NSTAR Electric for pole attachments starting January 1, 2016 (i.e., halfway through
the test year), the change would have been reflected in an end-of-test year calculation
of the number of pole attachments (by type) multiplied by the then-current pole
attachment rates (Exh. DPU-38-7; Tr. 15, at 3087).
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attachment revenues will provide a reasonable, representative level of pole attachment
revenues to include as an offset in rates. Any concerns that our inability to apply
Department precedent would underrepresent the pole attachment revenue offset are addressed
by the use of unadjusted test year revenues, as we find it will produce the most reasonable,
representative test year-end level of pole attachment revenues given the available evidence in
this case. Accordingly, the Companies shall include the following amounts in revenues:
$4,632,577 for NSTAR Electric and $440,288 for WMECo (RR-AG-24).

Our adoption of this method in the instant case is not intended to change Department
precedent regarding pole attachment revenues. In all future rate proceedings, the Companies
shall calculate test year-end pole attachment revenues based on the test year-end number of
pole attachments by type and the then-current rates for each attachment type (e.g., antenna
attachments). The Companies shall provide sufficient data to support the reasonableness and
reliability of these calculations, including pole attachment numbers, attachment types, and
attachment rates.

ii. NSTAR Electric’s Other Electric Revenues

As noted above, Eversource proposes to increase NSTAR Electric’s Other Electric
Revenue by $1,264,577 (Exhs. ES-DPH-3 (East), WP DPH-5, at 1 (Rev. 3); DPU-25-8,
Att.). This adjustment comprises a proposed increase of $1,713,654 to account for
adjustments related to restoration and other fees, and a proposed decrease of $449,077
associated with the expected cancellation of the Belmont Service Agreement

(Exhs. ES-DPH-3 (East), WP DPH-5, at 1 (Rev. 3); DPU-25-9). The reasonableness of
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NSTAR Electric’s proposed fees is addressed in Section XVII.C below. Consistent with the
Department’s findings therein, NSTAR Electric’s Other Electric Revenue shall be reduced by
$1,073,517.

Regarding the Belmont Service Agreement, the Attorney General urges the
Department to deny the Companies’ proposal to reduce revenues by $449,077 to reflect the
termination of the agreement (Attorney General Brief at 196-198; Attorney General Reply
Brief at 50-51). Specifically, the Attorney General argues that Eversource did not establish
that the termination of the Belmont Service Agreement is outside the normal ebb and flow of
revenue changes resulting from the addition and departure of larger customers (Attorney
General Brief at 196-198). Although the Companies maintain that the adjustment is known
and measurable, they do not address arguments about ebb and flow (Companies Reply Brief
at 144-145).

The Department seeks to include in rates the likely cost of providing the same level of

service as was provided in the test year. Fitchburg Gas and Electric Light Company,

D.T.E. 99-118, at 17; Boston Gas Company, D.P.U. 88-67 (Phase I) at 140. Therefore, the

Department does not normally make adjustments for post-test year changes in revenues
attributed to customer growth unless the change is significant and outside of the normal “ebb

and flow” of customers. D.T.E. 03-40, at 27; Fitchburg Gas and Electric Light Company,

D.T.E. 02-24/25, at 77 (2002); Massachusetts American Water Company, D.P.U. 88-172,

at 7-8 (1989); Bay State Gas Company, D.P.U. 1122, at 46-49 (1982). The rationale for this

policy is that revenue adjustments of this nature would also require a number of
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corresponding adjustments to expense and could disrupt the relation of test year revenues to

test year expenses. D.T.E. 03-40, at 27; New England Telephone and Telegraph Company,

D.P.U. 86-33-G at 322-327 (1989). However, the addition or deletion of a customer or a
change in a customer’s consumption, either during or after the test year, that (1) represents a
known and measurable increase or decrease to test year revenues, and (2) constitutes a
significant change outside of the “ebb and flow” of customers, may warrant an adjustment.
D.T.E. 03-40, at 28. A change can be significant in one set of circumstances and
insignificant in another. In cases where a significant change is found to exist, the
Department may include (or exclude) a representative level of sales corresponding to a
proven change in the derivation of a utility’s revenue requirement. D.T.E. 03-40, at 28;
D.T.E. 02-24/25, at 80; D.T.E. 99-118, at 14-20; D.P.U. 88-172, at 7-9. In making the
“ebb and flow” determination, the Department has consistently considered the effect on a
company’s total distribution operating revenues. See D.T.E. 02-24/25, at 80;
D.T.E. 99 118, at 18. Total distribution revenues are the standard for comparison - not
some subset such as special contracts. See, e.g., D.T.E. 02-24/25, at 80-81.

Here, NSTAR Electric’s total test year distribution revenues are $854,286,489
(Exh. ES-DPH-2 (East), Sch. DPH-5, at 1). The proposed $449,077 reduction in revenues
due to the termination of the Belmont Service Agreement represents a decrease of
0.05 percent in total distribution operating revenues. The Department finds that the impact
of the loss of revenues from the termination of the Belmont Service Agreement is not

significant and is within the normal ebb and flow of business. D.P.U. 03-40, at 27-31;
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Dedham Water Company, D.P.U. 1217, at 7-9, 39 (1983). Accordingly, we deny the pro

forma adjustment to NSTAR Electric’s other operating revenues in the amount of $449,077.%

1ii. WMECo’s Restoration and Other Fees Revenues

As noted above, Eversource proposes to increase WMECo’s restoration and other fees
revenues by $436,148 to account for adjustments related to restoration and other fees
(Exh. ES-DPH-3 (West), WP DPH-5 (Rev. 3); AG-19-41, Att.). The reasonableness of
WMECo’s proposed fees is addressed in Section XVII.C below. Consistent with the findings
contained therein, WMECo’s Other Electric Revenue shall be reduced by $358,726.

C. Other Adjustments

During the rate design track of this proceeding, Eversource proposed to discontinue
the separate accounting methods currently used by NSTAR Electric and WMECo for net
metering, and instead move to a single, uniform method (Exh. DPU-63-11). More
specifically, Eversource seeks to modify the reporting currently applied by WMECo in its
billing and accounting processes in order to be consistent with NSTAR Electric’s method for
recovering net metering credits through the net metering recovery surcharge (“NMRS”)
(Exh. DPU-63-11). Thus, for both NSTAR Electric and WMECo, the non-reconciling
distribution portion of revenue displaced (“DDR™) no longer would be recovered through the

NMRS but, instead, would be recovered through the Companies’ revenue decoupling

40 Having found the proposed revenue adjustment is not significant, we need not address

the Attorney General’s argument that the proposed revenue adjustment was also not
“known and measurable.”
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mechanism (Exh. DPU-63-11).*' Eversource states that it does not expect to incur any
significant information technology-related costs in order to implement this change

(Exh. DPU-63-12).

The Department finds that Eversource’s proposal to implement a uniform accounting
method for the recovery of net metering credits and DDR is reasonable and, therefore, is
approved. As a result of this modification, WMECo’s test year distribution revenues and
energy sales will need to be lowered by $464,646 and 13,780,890 kWh, respectively, to
reflect a common accounting treatment for billed revenues (Exh. DPU-65-1). In addition, the
revenue decoupling normalizing adjustment will need to be increased by $464,646 to meet the
target revenue of $132,415,739 (Exh. DPU-65-1). Accordingly, the Department will reduce
WMECo’s test year distribution revenue by $464,646 and increase the normalizing
adjustment for revenue decoupling by $464,646.

VII. RATE BASE
A. Introduction

NSTAR Electric’s test year rate base was calculated as $2,649,117,430
(Exh. ES-DPH-2-3 (East), Sch. DPH-27 (Rev. 4)).*> To this amount, NSTAR Electric

proposes to add $88,730,573 in adjustments for a total proposed rate base of $2,737,848,003

4l Eversource’s revenue decoupling proposal will be addressed in our subsequent Order

addressing rate design issues.
Minor discrepancies in any of the amounts appearing in this section are due to
rounding.

42
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(Exh. ES-DPH-2-3 (East), Sch. DPH-27 (Rev. 4)).* NSTAR Electric’s total proposed rate
base consists of: (1) $3,630,658,728 in net utility plant in service; (2) $34,922,056 in
materials and supplies; (3) $60,537,693 in regulatory assets; and (4) $37,582,185 in cash
working capital, less (1) $984,848,121 in accumulated deferred income taxes; and

(2) $41,004,538 in customer deposits and advances (Exh. ES-DPH-2-3 (East), Sch. DPH-27
(Rev. 4)).

WMECo’s test year rate base was calculated as $436,819,949 (Exh. ES-DPH-2-3
(West), Sch. DPH-27 (Rev. 3)). To this amount, WMECo proposes to add $2,821,938 in
adjustments for a total proposed rate base of $439,641,887 (Exh. ES-DPH-2-3 (West),

Sch. DPH-27 (Rev. 4)).** WMECo’s total proposed rate base consists of (1) $581,503,227
in net utility plant in service; (2) $2,242,787 in materials and supplies; (3) $19,209,890 in
regulatory assets; and (4) $7,641,476 in cash working capital, less (1) $168,549,368 in
accumulated deferred income taxes; and (2) $2,406,125 in customer deposits and advances

(Exh. ES-DPH-2-3 (West), Sch. DPH-27 (Rev. 4)).

- NSTAR Electric’s pro forma adjustment includes an increase of $105,536,686 in net

utility plant less $16,818,289 in accumulated deferred income taxes
(Exh. ES-DPH-2-3 (East), Sch. DPH-27 (Rev. 3)).
4 WMECo’s pro forma adjustment includes an increase of $3,488,926 in net utility
plant less $672,829 in accumulated deferred income taxes (Exh. ES-DPH-2-3 (West),
Sch. DPH-27 (Rev. 3)).
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B. Test Year Plant Additions

1. Introduction

From January 1, 2005 through June 30, 2016,45 NSTAR Electric added
$2,622,881,608 to its net distribution plant in service (Exhs. ES-LML-2 (East) (Rev);
ES-CAH-1, at 17). NSTAR Electric’s adjusted test year actual plant in service as of
June 30, 2016 totaled $5,177,571,546 (Exh. ES-DPH-2 (East), Sch. DPH-28 (Rev. 3)).

From January 1, 2010 through June 30, 2016,46 WMECo added $238,919,345 to its
net distribution plant in service (Exh. ES-LML-2 (West)). WMECo’s adjusted test year
actual plant in service as of June 30, 2016 totaled $829,598,715 (Exh. ES-DPH-2 (West),
Sch. DPH-28 (Rev. 3)).

NSTAR Electric’s 2016 actual plant in service amount includes $58,901,659 of plant
moved from construction work in progress (“CWIP")* to plant accounts during calendar

year 2016 (Exhs. AG-1-2, Att. 7(j) at 118-119; AG-1-2, Att. (a) at 126-127 (Supp. 3)).

45 NSTAR Electric’s most recent test year ended on June 30, 2005 (Exh. ES-LML-1,
at 4). Although the Company provided calendar year-end plant balances to align with
financial reports that supported these balances, capital additions placed into service
prior to June 30, 2005 are already included in NSTAR Electric’s rate base
(Exhs. ES-LML-1, at 22; ES-LML-2 (Rev.); Tr. 4, at 760-777).

46 WMECo’s most recent test year ended on December 31, 2009 (see Exh. ES-LML-1,
at 4). See also D.P.U. 10-70, at 57.
47 CWIP is a temporary holding account used to collect costs during the design and
construction of a capital project. 220 CMR 51.01(1); 18 CFR Chapter 1, Part 101,
Balance Sheet Chart of Accounts, Account 107 (Construction Work in Progress —
Electric). For accounting purposes, CWIP is represented as an asset; under
traditional ratemaking, CWIP is not included in rate base until the project is
completed and in service. D.P.U. 11-43, at 34, n.35. Once a capital project is
completed, the CWIP balance is transferred to the appropriate plant accounts.
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NSTAR Electric’s 2016 actual plant in service amount also includes a pro forma adjustment
of $30,733,095 related to post-test year plant additions moved from CWIP to plant accounts
as part of its proposal to include these additions in the test year end rate base in this
proceeding (Exh. AG-1-2, Att. (a) at 126-127 (Supp. 3)).*® In sum, the 2016 plant in service
amount includes a net increase of $89,634,754 attributable to a net decrease of equal
magnitude to 2016 CWIP balances (Exhs. AG-1-2, Att. 7(j) at 118-119; AG-1-2, Att. (a)

at 126-127 (Supp. 3)).

2. Project Documentation

a. Introduction

Eversource’s Project Authorization Policy (“PAP”) governs the decision-making,
evaluation, and approval of all capital and reimbursable project spending (Exh. ES-LML-1,
at 7). The Companies’ strategic plan (“Strategic Plan”), a component of the PAP, serves as
the foundation for annual investment addressing infrastructure needs, system conditions, new
customer growth, and other factors (Exh. ES-LML-1, at 8-10). Although the PAP and the
Strategic Plan are currently enterprise-wide, NSTAR Electric and WMECo retained separate
project-level capital authorization processes for much of the period between the Companies’
last base rate proceedings and the end of the test year in this proceeding (Exh. ES-LML-1,
at 7-8, 14-18). Specifically, WMECo’s project authorization process was conducted through
reviews by its Operating Company Review Committee (“OCRC”). We discuss NSTAR
Electric’s and WMECo’s capital authorization processes and associated project documentation

below.

48 We address the post-test year plant additions separately below.
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b. NSTAR Electric

NSTAR Electric’s capital authorization process, governed by the PAP, sets initial
documentation requirements based on project size (Exh. ES-LML-1, at 11-14). Specifically,
projects that incur or are estimated to incur direct charges over $100,000 require a purpose
and necessity (“P&N”) document (Exh. ES-LML-1, at 11-12). A P&N includes: (1) a
project description and objectives; (2) a scope and justification; (3) a financial evaluation;

(4) a risk assessment; (5) alternatives considered; (6) a technology assessment (for
information system projects only); (7) a project schedule; (8) project milestones; and (9) an
implementation plan (Exh. ES-LML-1, at 11-12). Additionally, projects whose direct costs
exceed the initially authorized budgeted amount by predetermined amounts require a
supplemental P&N explaining the changes that affect the cost and requesting supplemental
authorization (Exh. ES-LML-1, at 13). In particular, a project requires a supplemental P&N
if direct costs exceed the authorized budgeted amount by: (1) $25,000 for projects more than
$50,000, but less than or equal to $250,000; (2) $50,000 for projects more than $250,000,
but less than or equal to $500,000; (3) ten percent for projects greater than $500,000; and
(4) ten percent for any project with a variance greater than $1.0 million (Exh. ES-LML-1,

at 13).

In the instant proceeding, Eversource provided several listings of NSTAR Electric’s
capital additions along with supporting documentation (Exhs. ES-LML-1, at 36; ES-LML-2
(East) (Rev.); ES-LML-3 (East); ES-LML-3A (East); ES-LML-4 (East); ES-LML-5 (East)).

Eversource also provided a summary of NSTAR Electric’s distribution capital additions that
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shows total capital additions by year (Exhs. ES-LML-1, at 34; ES-LML-2 (East)). Further,
Eversource provided NSTAR Electric’s plant in service summary sheets by year for
January 1, 2005 through June 30, 2016 that reconcile to the respective FERC Form 1 along
with supporting schedules (Exhs. ES-LML-1, at 34; ES-LML-3 (East); ES-LML-3A (East)).
Additionally, Eversource provided a chronological list of all NSTAR Electric projects/work
orders for specific projects with direct charges over $100,000 and blanket programs,
including original budgeted estimate, last revised pre-construction estimate, actual direct
costs, percentage variance of pre-construction estimate compared to initial estimate, and
percentage variance of actual direct costs compared to pre-construction estimate
(Exhs. ES-LML-1, at 35; ES-LML-4 (East)).

For the purposes of documentation provision, NSTAR Electric classified capital
additions as either distribution plant, general plant, or intangible plant (Exh. ES-LML-1,
at 28). Each of these types of plant additions are further divided into the following five
project types to reflect distinct documentation requirements: (1) specific projects with direct
charges over $100,000; (2) blanket programs; (3) blanket work orders with direct charges
over $50,000; (4) specific projects with direct charges under $100,000; and (5) blanket work
orders with direct charges under $50,000 (Exh. ES-LML-1, at 28).

Eversource provided project documentation for NSTAR Electric’s specific projects
with direct charges over $100,000, blanket programs, blanket work orders with direct
charges over $50,000, and specific projects with direct charges over $50,000 and less than

$100,000 (Exhs. ES-LML-1, at 35-36; ES-LML-4 (East); ES-LML-5 (East)). Specifically,
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the documentation for NSTAR Electric’s specific projects with direct charges over $100,000
includes capital authorization analyses, P&N documents, supplemental P&N documents
where applicable, variance analyses, funding information, and closing reports

(Exhs. ES-LML-1, at 36; ES-LML-5 (East)). The documentation for NSTAR Electric’s
blanket programs, blanket work orders with direct charges over $50,000, and specific
projects with direct charges over $50,000 and less than $100,000 includes closing reports and
variance data where applicable (Exhs. ES-LML-1, at 35-36; ES-LML-4 (East); ES-LML-5
(East)).

Of note, NSTAR Electric’s accounting data and project documentation for 2005-2013
differs in format, but not in content from that of 2014-2016 (Exh. ES-LML-1, at 22-23; see,
e.g., Exh. ES-LML-5 (East), “15 NSTAR 2007 Box 1 of 3,” “35 NSTAR 2015 Box 1
of 17). Following the merger of Northeast Utilities and NSTAR, Eversource replaced the
varied financial processes and systems previously in place across the individual operating
companies (Exh. ES-LML-1, at 20-21). As part of the Financial Simplification and
Standardization Project (“FSSP”) project, Eversource implemented a single general ledger, a
single budgeting tool, a centralized cost repository, and a new information technology
platform (Exh. ES-LML-1, at 20-21). The new systems catalogue similar information as the
legacy systems but present certain information differently (Exh. ES-LML-1, at 20-21).

In order to aid data conversion to the new systems, Eversource temporarily adjusted
NSTAR Electric’s authorization threshold for P&N documents. Specifically, NSTAR

Electric, which normally requires a P&N for projects with direct costs over $100,000,
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switched to requiring a P&N for project with total costs over $200,000 for calendar year
2014 (Exh. ES-LML-1, at 23-24).

C. WMECo

From the end of WMECo’s last test year through 2016, WMECo’s
project-authorization process was conducted through reviews by its Operating Company
Review Committee (“OCRC?”), which consists of directors of the Engineering and Operation
functions, managers of each operating area (Springfield, Hadley/Greenfield, and Pittsfield),
Managers of Engineering, Substations, the Projects Group, Business Services and
Facilities/Stores, Senior Engineering team members, and, occasionally, WMECo’s Vice
President and President (Exh. ES-LML-1, at 7, 14). The OCRC reviewed projects proposed
by Engineering staff and provided initial project funding approval for all capital projects
implemented in WMECo’s service territory (Exh. ES-LML-1, at 14). The OCRC received
project details in the form of project-need statements and revisions, visual presentations, and
verbal discussion (Exh. ES-LML-1, at 17). The OCRC also monitored project progress,
responded to changes in system needs, and adjusted the capital plan when necessary
(Exh. ES-LML-1, at 14, 16-17). In 2016, WMECo transitioned its capital authorization
process from the OCRC to the Eversource-wide process governed by the PAP
(Exh. ES-LML-1, at 18). Though the Operations, Investment Planning, and Engineering
personnel still continue to discuss and evaluate projects, WMECo’s ultimate capital project

authorization process is now conducted according to the PAP (Exh. ES-LML-1, at 18).
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In the instant proceeding, Eversource provided for WMECo several listings of, along
with supporting documentation for, the capital additions included in rate base as of June 30,
2016 (Exhs. ES-LML-1, at 37; ES-LML-2 (West); ES-LML-3 (West); ES-LML-3A (West);
ES-LML-4 (West); ES-LML-5 (West)). Eversource also provided a summary of WMECo’s
distribution capital additions that shows total capital additions by year that fully reconcile to
the respective FERC Form 1 (Exhs. ES-LML-1, at 37; ES-LML-2 (West); ES-LML-3
(West)). Further, Eversource provided WMECo’s plant in service summary sheets by year
for January 1, 2010 through June 30, 2016 along with supporting schedules
(Exhs. ES-LML-1, at 38; ES-LML-3 (West); ES-LML-3A (West)). Additionally,
Eversource provided a chronological list, along with supporting documentation, of all
WMECo projects/work orders for specific and annual projects with total costs over
$100,000, including variance analyses for each capital addition to the revised amount for
each addition (Exhs. ES-LML-1, at 39; ES-LML-4 (West); ES-LML-5 (West)).

For the purposes of documentation provision, WMECo also classified capital additions
as either distribution plant, general plant, or intangible plant (Exh. ES-LML-1, at 28). Each
of these types of plant additions are further divided into the following three project types to
reflect distinct documentation requirements: (1) specific projects with total costs over
$100,000; (2) annual projects with total costs over $100,000; and (3) projects with total costs
under $100,000 (Exh. ES-LML-1, at 28). Eversource provided documentation for
WMECo’s specific and annual projects with total costs over $100,000 including capital

authorization analyses, system planning project proposals, asset management project
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proposals, asset management multi-year project estimates, and project closing reports

(Exh. ES-LML-5 (West)). Eversource also submitted WMECo’s project-need statements and
revisions, as well as variance analysis documentation for any project with a final variance
that exceeds ten percent (Exh. ES-LML-1, at 18).

As with NSTAR Electric, Eversource’s implementation of the FSSP in 2014 caused
WMECo’s accounting data and project documentation for 2010-2013 to differ in format, but
not in content from that of 2014-2016 (Exh. ES-LML-1, at 22-23). The Companies did not
identify any interim changes to WMECo’s project authorization thresholds similar to those
made to NSTAR Electric’s project authorization thresholds associated with the data
conversion to the new systems (see Exh. ES-LML-1, at 23-24).

3. Positions of the Parties

a. Attorney General

The Attorney General contends that the Companies’ test year level of capital additions
is inflated and constitutes a “spending spree” (Attorney General Brief at 101). The Attorney
General claims that the Companies spent an average of $265 million per year on capital
additions in the three years leading up to the test year and then spent $404 million on capital
additions in the test year (Attorney General Brief at 102-103, citing Exhs. AG-1-17;
AG-1-17, Atts. (a) and (b)). According to the Attorney General, these costs contribute to a
pro forma cost of service that is unrepresentative of, and greatly exceeds, the Companies’

normal costs (Attorney General Brief at 101).
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The Attorney General also disputes Eversource’s position that a review and clean-up
of its CWIP account caused the increase in test year capital additions for two reasons
(Attorney General Reply Brief at 8-10). First, the Attorney General maintains that the
Companies do not explain why such a review took place mainly during the test year
(Attorney General Reply Brief at 8). The Attorney General adds that the 52 percent increase
in test year capital additions as compared to the previous year shows that the Companies’
efforts to update plant balances are tipped heavily toward the test year (Attorney General
Reply Brief at 10, citing Companies Brief at 421). Second, the Attorney General argues that,
despite the Companies’ claim that its CWIP review and post-test year additions are the
drivers of increased test year capital additions, test year spending in some capital accounts is
anomalously high (Attorney General Reply Brief at 10). In particular, the Attorney General
contends that the following accounts exhibit unusually high spending patterns during the two
six-month periods that comprise the test year as compared to the two six-month periods
immediately before and after (January through June of 2015 and July through December of
2016): (1) office furniture and equipment (Account 391); (2) transportation equipment
(Account 392); (3) tools, shop, and garage equipment (Account 394); and (4) communication
equipment (Account 397) (Attorney General Reply Brief at 10). The Attorney General
argues that the spending patterns of these accounts demonstrate markedly high test year
capital spending not attributable to the CWIP review or post-test year capital additions

(Attorney General Reply Brief at 10).
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b. DOER

DOER argues that the Companies’ proposed test year is unrepresentative of its overall
pattern of capital investments over time (DOER Brief at 14). In particular, DOER claims
that NSTAR Electric’s test year capital expenditures of $363 million are a significant outlier
in comparison to prior years’ capital expenditures (DOER Brief at 14). In particular, DOER
asserts that NSTAR Electric’s test year capital expenditures are $123 million, or 51 percent,
greater than the twelve-year annual average from 2005 to 2016 (DOER Brief at 14-15).
DOER also contends that WMECo’s test year capital expenditures of $56 million are less
anomalous than NSTAR Electric’s, but still elevated when compared to WMECo’s historic
average capital expenditures (DOER Brief at 15-16). Specifically, DOER asserts that
WMECo’s test year capital expenditures are $10 million, or 22 percent, greater than the
eight-year annual average from 2009 to 2016 (DOER Brief at 16). DOER recommends that
the Department take several steps to ensure that the high level of test year capital spending
does not result in unjust and unreasonable rates for customers, including: (1) reviewing
supporting documentation for test year capital projects; (2) reviewing pro forma adjustments
for post-test year additions; and (3) considering the test year levels of capital spending when
determining whether or a not a ratemaking mechanism designed to fund additional capital

spending is warranted in this proceeding (DOER Brief at 17-18).

C. Companies

The Companies assert that they have properly supported the net plant in service
through June 30, 2016 (Companies Brief at 267). Specifically, the Companies argue that

they have demonstrated the prudent incurrence and used and useful status of the capital
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additions proposed for inclusion in rate base by providing thousands of pages of
documentation, including project cover sheets, approved amounts, actual costs, cost variance
information, and closure papers (Companies Brief at 267, citing Exhs. ES-LML-1 through
ES-LML-8). Additionally, the Companies claim that they provided information regarding the
allocation, cost, and cost control of capital expenditures in direct testimony (Companies Brief
at 267, citing Exh. ES-LML-1, at 33-42). Finally, the Companies argue that they provided
additional information regarding project management cost control in oral testimony
(Companies Brief at 267, citing Tr. 6, at 1208). The Companies thus maintain that the
Department should include all capital additions through June 30, 2016, including those
associated with specific projects, blanket projects, and blanket programs, in the rate base
calculation (Companies Brief at 277-278).

Eversource contends that the increase in test year capital spending relative to previous
years is not a result of the Companies’ efforts to “inflate” test year capital additions
(Companies Brief at 420, citing Attorney General Brief at 102-104). Rather, the Companies
argue that a 2015 effort to clear CWIP balances on projects placed into service prior to the
test year resulted in the increase in test year capital additions (Companies Brief at 420).
Eversource adds that it further reduced the CWIP balance by the post-test year plant additions
for a total net CWIP balance decrease, and concordant net plant in service increase, of
$89,634,754 (Companies Brief at 421, citing Exh. AG-1-2 & Att., part 7; AG-1-2, Att. (a)
(Supp. 3)). The Companies thus argue that the Attorney General’s allegations are

unsupported and that the Department should reject them.
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Moreover, Eversource asserts that the increase in particular plant accounts is
attributable to several large projects being placed into service during the test year, rather than
unusually high spending (Companies Reply Brief at 105). Specifically, the Companies assert
that the Electric Gas Insulated Switchgear 2011 HW Child project, the NSTAR VoiceOver IP
project, and the Companies’ ongoing annual replacement of fleet vehicles, explain the
account balance increases in accounts 391, 397, and 392, respectively (Companies Reply
Brief at 105-106). As such, the Companies claim that the Attorney General’s allegations that
the Companies have gone on a “spending spree” is factually incorrect and inconsistent with
record evidence (Companies Reply Brief at 106-107). Thus, Eversource asserts that the
Department should find that it did not impermissibly inflate test year capital spending
(Companies Brief at 423).

4, Analysis and Findings

a. 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 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
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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.

D.P.U. 93-60, at 24-25; 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).

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. Boston Gas Company/Colonial Gas Company/Essex Gas

Company, D.P.U. 10-55-B at 13-16 (2013); Bay State Gas Company, D.P.U. 09-30,

at 144-145 (2009); Boston Gas Company, D.P.U. 96-50 (Phase I) at 21-24 (1996);

D.P.U. 95-40, at 7-8; D.P.U. 93-60, at 25-26; The Berkshire Gas Company,

D.P.U. 92-210, at 24 (1993). In addition, the Department has stated that:

In reviewing the investments in main extensions that were made without a cost
benefit analysis, the [c]lompany has the burden of demonstrating the prudence
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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 [clompany must provide reviewable
documentation for investments it seeks to include in rate base.

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

b. Plant Additions

1. NSTAR Electric

As described above, NSTAR Electric follows a project authorization policy to manage
its capital projects (Exh. ES-LML-1, at 7). In accordance with the authorization policy,
projects that incur or are estimated to incur more than $100,000 in direct costs require a
P&N. NSTAR Electric explained that it temporarily increased the P&N threshold to
$200,000 in total costs for calendar year 2014 in order to aid data conversion to the new
unified system (Exh. ES-LML-1, at 20-21). Further, projects whose direct costs exceed the
authorized budgeted amount by predetermined thresholds require a supplemental P&N
(Exh. ES-LML-1, at 12-13). During the course of a particular project or program, NSTAR
Electric controls costs and maintains oversight at multiple levels (Exh. ES-LML-1, at 18-19).
In addition to the use of supplemental P&N authorization, individual project managers review
invoices and labor costs charged to projects on a monthly basis to ensure that the invoices,
employee time, and all associated costs are properly charged to the projects
(Exh. ES-LML-1, at 20). Additionally, senior management reviews the scope, size, design,
and status of each current project on a monthly basis to ensure that the cost estimates remain
accurate as well as to determine if projects should be altered or delayed based on the most

recent system and cost information available (Exh. ES-LML-1, at 19). We find that NSTAR
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Electric’s project authorization and review policy and cost control measures are reasonable
and appropriate.

No party challenged the prudence of the costs associated with or the in-service status
of NSTAR Electric’s capital projects proposed for inclusion in test year end rate base.
Although the Attorney General argues that the level of capital additions in the test year
constitutes a “spending spree,” the Department is not persuaded that this is the case. An
account-level review of the test year’s capital additions reveals that several large projects,
some spanning multiple years, placed into service during the test year contributed to the test
year capital additions amount (Exhs. ES-LML-3A (East), Sch. LML-2015-A-2,
lines 127-129, 1587-1609; ES-LML-3A (East), Sch. LML-2016-A-2, lines 51-53, 73-185;
ES-LML-5 (East), “29 NSTAR 2011 Box 2 of 2,” “038-35086"; ES-LML-5 (East),

“33 NSTAR 2013 Box 2 of 2,” “017-35103”; ES-LML-5 (East), “35 NSTAR 2015 Box 1
of 1,” “035-05319”). Of the four accounts noted by the Attorney General, three accounts
included large, multi-year projects. Specifically, a five-year technical systems upgrade was
placed into service in December 20135, a three-year voice communication system
consolidation project was placed into service in June 2016, and an annually recurring fleet
vehicle replacement program was operating during the test year (Exhs. ES-LML-3A (East),
Sch. LML-2015-A-2, lines 127-129, 1587-1609; ES-LML-3A (East), Sch. LML-2016-A-2,
lines 51-53, 73-185; ES-LML-5 (East), “29 NSTAR 2011 Box 2 of 2,” “038-35086";
ES-LML-5 (East), “33 NSTAR 2013 Box 2 of 2,” “017-35103”; ES-LML-5 (East),

“35 NSTAR 2015 Box 1 of 1,” “035-05319”). The Department has found that decisions
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regarding the level and types of capital investment to be made by a company rest, in large
part, with company management. D.P.U. 85-266-A/85-271-A at 11; D.P.U. 09-30, at 145.
The Department also has recognized that distribution companies have full discretion to
exercise judgement in maintaining the safety and reliability of their distribution system.

Boston Gas Company/Colonial Gas Company/Essex Gas Company, D.P.U. 10-55, at 134

(2010); D.P.U. 10-114, at 66. In pursuit of this goal, a company may, in a particular year,
spend more or less on capital additions than any particular multi-year average of annual
capital additions. There is no evidence that the higher level of capital expenditures incurred
during the test year represents some form of “catch up” for under-investment in prior years,
or that NSTAR Electric’s practice of closing completed construction to plant is deficient.

C.f. Bay State Gas Company, D.T.E. 05-27, at 103, n. 78 (2005) (prolonged delay in

booking completed construction out of CWIP can produce unnecessary litigation as to
whether such plant is used and useful). Thus, we are not convinced that a particular level of
capital spending in the test year or other years is the result of evidence of anything other than
the year-to-year fluctuations inherent to any capital-intensive enterprise. Therefore, the
Department is not persuaded by the Attorney General’s and DOER’s argument that the
increase in test year capital spending relative to previous years is a result of the Companies’
efforts to “inflate” test year capital additions. Accordingly, we conclude that no adjustment
to rate base is necessary with respect to NSTAR Electric’s level of capital additions during
the test year. As noted above, Eversource provided project documentation for the various

categories of NSTAR Electric’s proposed plant additions. The Department has reviewed the
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information provided on behalf of NSTAR Electric for the projects it proposes to include in
rate base, and we find that the project costs were prudently incurred and the projects are used
and useful in service to customers (Exhs. ES-LML-1; ES-LML-2 (East) (Rev.); ES-LML-3
(East); ES-LML-3A (East); ES-LML-4 (East); ES-LML-5 (East)). Accordingly, the
Department allows the cost of these projects to be included in rate base.
ii. WMECo

As described above, WMECo followed a project-authorization process through
reviews by the OCRC to manage its capital projects (Exh. ES-LML-1, at 7). The OCRC
reviewed projects proposed by Engineering staff and provided initial approval and funding for
these projects (Exh. ES-LML-1, at 14). The OCRC controlled costs by monitoring the
progress of capital projects, comparing the capital spending to the financial targets established
in the capital operating plan, and making necessary adjustments to maximize the value of
these investments given a constrained budget (Exh. ES-LML-1, at 16-17). In addition to this
monitoring process, WMECo controlled costs through monthly “Work Plan” meetings in
which senior management reviewed the scope, size, design, and status of each approved
project to determine if any alterations were necessary (Exh. ES-LML-1, at 19). If a change
to a capital plan or budget was deemed necessary, project managers submitted their
recommendations to senior management for review and approval, allowing management a
high level of control over ongoing and planned projects (Exh. ES-LML-1, at 19). We find
that WMECo’s project authorization and review policy and cost control measures are

reasonable and appropriate.
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No party challenged the prudent cost incurrence or in-service status of WMECo’s
capital projects proposed for inclusion in test year end rate base. Similar to our findings
above, we are not persuaded that WMECo’s increase in test year capital spending relative to
previous years is a result of Eversource’s efforts to inflate test year capital additions. We
reiterate that distribution companies have full discretion to exercise judgement in the level
and types of capital investment necessary to maintain the safety and reliability of their
distribution system. D.P.U. 10-55, at 134; D.P.U. 10-114, at 66. Accordingly, we
conclude that no adjustment to rate base is necessary with respect to WMECo’s level of
capital additions during the test year.

As noted above, Eversource provided project documentation for the various categories
of WMECo’s proposed plant additions. The Department has reviewed the information
provided on behalf of WMECo for the projects it proposes to include in rate base and finds
that the project costs were prudently incurred and the projects are used and useful in service
to customers (Exhs. ES-LML-1; ES-LML-2 (West); ES-LML-3 (West); ES-LML-3A (West);
ES-LML-4 (West); ES-LML-5 (West)). Accordingly, the Department allows the cost of
these projects to be included in rate base.

C. Post-Test Year Capital Additions

1. Introduction

Eversource proposes to include four post-test year projects in rate base, of which
three represent post-test year additions by NSTAR Electric and one represents a post-test year
addition by WMECo (Exh. ES-LML-1, at 42-43). In particular, Eversource proposes to

include the costs for a new substation on Electric Avenue in Boston (“Electric Avenue”), a
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new substation on Seafood Way in Boston (“Seafood Way”), and a new service center in
New Bedford (“New Bedford service center”) in NSTAR Electric’s rate base

(Exh. ES-LML-1, at 43). Eversource also proposes to include the cost for its Montague
substation improvement project (“Montague”) in WMECo’s rate base (Exh. ES-LML-1,

at 45-46). These projects are further described below.

2. NSTAR Electric Projects

Eversource states that Electric Avenue is intended to support increased load growth,
and, as such, is constructed to ultimately support 39 distribution circuits (Exh. ES-LML-1,
at 43-44). According to Eversource, one distribution circuit was energized in November
2016, six additional distribution circuits are scheduled to be energized in 2017, and twelve
are scheduled to be energized in 2018-2019 (Exh. ES-LML-1, at 44). The remaining circuits
are reserved for future use (Exh. ES-LML-1, at 44).

Eversource states that Seafood Way is intended to provide back-up load relief for the
existing K Street substation in South Boston (Exh. ES-LML-1, at 44). Eversource states that
two distribution circuits are scheduled to be energized by February 2017, three additional
distribution circuits are scheduled to be energized by the end of 2017, and a total of
12 distribution circuits are scheduled to be energized in 2018-2019 (Exh. ES-LML-1, at 45).
The remaining circuits are reserved for future use (Exh. ES-LML-1, at 45).

Eversource states that the New Bedford service center relocates the existing electric
and gas service center in New Bedford to a new facility at a nearby location in the same city

(Exh. ES-LML-1, at 46). According to Eversource, the old facility is in need of extensive
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repairs and must be vacated because of the poor environmental conditions (Exh. ES-LML-1,
at 46-47). Eversource states that the cost of the new property was $8.3 million, and
additional costs must be incurred to complete renovation work, including costs associated
with a new HVAC system, a new electrical system, mechanical and plumbing work, a
complete fit-out for electric and gas operations, and site work (Exh. ES-LML-1, at 48-49).%
Eversource received a temporary certificate of occupancy for this facility on August 25, 2017
(Exh. ES-14).

Eversource initially proposed to include $31,800,000 in plant additions for the Electric
Avenue project, $44,500,000 in plant additions for the Seafood Way project, and
$24,000,000 in plant additions for the New Bedford project, for a total of $100,300,000 in
NSTAR Electric plant additions (Exh. ES-DPH-3 (East), WP DPH-28, at 1). During the
course of the proceeding, Eversource updated the proposed plant additions to recognize their
actual costs as of April 30, 2017 (Exhs. ES-DPH-2-3 (East), WP DPH-28, at 1 (Rev. 3));
ES-LML-8 (Supp. 2), at 1; Tr. 13, at 2767; Tr. 15, at 3086). Eversource now proposes to
include in NSTAR Electric’s rate base $32,949,477 in plant additions for Electric Avenue,
$42,718,949 in plant additions for Seafood Way, and $29,868,260 in plant additions for the
New Bedford service center, for a total of $105,536,686 in plant additions
(Exh. ES-DPH-2-3 (East), WP DPH-28, at 1 (Rev. 3)). Eversource estimates that once the

three NSTAR Electric projects are fully built-out, the total distribution-related costs of

9 NSTAR Gas is expected to occupy 32 percent of the facility and is expected to

contribute $1,581,582 to NSTAR Electric annually as rent expense (Exhs. ES-DPH-1,
at 34; ES-DPH-2 (East), WP DPH-5, at 2-3).
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Electric Avenue, Seafood Way, and the New Bedford service center will be $61 million,
$66 million, and $30 million,™ respectively (Exhs. ES-LMLI1, at 44-49; AG-24-5; AG-24-6).

3. WMECo Project

Eversource states that the Montague project, at WMECo’s substation in the Town of
Montague, is intended to replace nine oil circuit breakers for the eight feeders and bus tie,
replace two vacuum breakers for two substation transformers, and refurbish the substation
yard (Exh. ES-LML-1, at 46). Eversource planned to substantially complete the project by
spring 2017 (Exh. ES-LML-1, at 46).

Eversource initially proposed to include $5,400,000 in plant additions and $325,049 in
plant retirements, associated with the Montague substation improvement project
(“Montague”) (Exh. ES-DPH-3 (West), WP DPH-28, at 1). During the course of the
proceeding, Eversource updated the proposed plant additions and plant retirements to
recognize actual costs as of April 30, 2017 (Exhs. ES-DPH-2-3 (East), WP DPH-28, at 1
(Rev. 3); ES-LML-8 (Supp. 2), at 1; Tr. 13, at 2767; Tr. 15, at 3086). Eversource now
proposes to include in WMECo’s rate base $3,813,975 in plant additions, less $325,049 in
plant retirements, associated with Montague (Exh. ES-DPH-2-3 (West), WP DPH-28, at 1

(Rev. 3)).

0 The $30 million estimate for the New Bedford service center includes the sale of the

old service center, the purchase of the new property, and all renovations and upgrades
(Exh. ES-LML-1, at 49).
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4, Positions of the Parties

a. Attorney General

The Attorney General argues that Eversource’s proposal to include in NSTAR
Electric’s rate base three post-test year plant additions and in WMECo’s rate base one
post-test year addition is inappropriate (Attorney General Brief at 105; Attorney General
Reply Brief at 10). The Attorney General claims that none of the four projects proposed by
the Companies meet the Department’s standards for post-test year plant additions (Attorney
General Brief at 108). Specifically, the Attorney General contends that Electric Avenue,
Seafood Way, and the New Bedford service center represent only 0.61 percent, 0.86 percent,
and 0.46 percent, respectively, of NSTAR Electric’s actual test year-end plant in service
(Attorney General Brief at 107, citing Tr. 13, at 2771-2772). Further, she contends that
Montague represents only 0.61 percent of WMECo’s test year-end plant in service (Attorney
General Brief at 107, citing Tr. 13, at 2773). The Attorney General thus maintains that none
of these four projects is significant enough in amount to meet the Department’s standard for

inclusion in test year end rate base (Attorney General Brief at 107-108, citing Bay State Gas

Company, D.P.U. 13-75, at 106-107 (2014)).

Further, the Attorney General asserts that Eversource did not account for related
post-test year changes to either of the Companies’ rate bases that would serve to partially
offset the inclusion of these projects in rate base (Attorney General Brief at 108). First, the
Attorney General claims that Eversource made no post-test year adjustment to the
Companies’ accumulated depreciation, which is deducted from rate base and would partially

offset the effects of the plant additions’ increase to rate base (Attorney General Brief
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at 105-106, citing Exh. AG-DJE-1, at 12-13). Second, the Attorney General claims that
Eversource made no post-test year adjustment to the Companies’ sales to reflect load growth
that the substation projects are designed to support (Attorney General Brief at 106, 108,
citing Exh. AG-DJE-1, at 12-13). Third, the Attorney General argues that Eversource made
no post-test year adjustment to NSTAR Electric’s proposed materials and supplies balance to
annualize the effect of an approximately $10 million transfer from the materials and supplies
inventory to the Electric Avenue substation project (Attorney General Brief at 106-107, citing
Exhs. ES-DPH-1, at 178; ES-DPH-3 (East), WP DPH-27; ES-LML-1, at 43-44; Tr. 13,

at 2768-2770). Consequently, the Attorney General maintains that this $10 million in
materials and supplies has been counted twice in Eversource’s proposal for NSTAR Electric’s
test year-end rate base (Attorney General Brief at 107).

Finally, the Attorney General argues that Eversource’s attempts to analogize this
situation to that experienced in NSTAR Gas’ most recent base rate case in order to justify the
inclusion of these post-test year additions is not supported by evidence (Attorney General
Reply Brief at 10-11, citing D.P.U. 14-150, at 48). The Attorney General distinguishes this
case from that in D.P.U. 14-150 on the basis that: (1) unlike the 24-month lag between the
end of the test year and the rate year used in D.P.U. 14-150, Eversource has experienced a
corresponding lag of only 18 months; (2) unlike Eversource, NSTAR Gas adjusted all rate
base elements beyond the end of the test year, including all increases in accumulated
depreciation and other offsets to its post-test year plant additions; and (3) unlike Eversource,

NSTAR Gas adjusted test year sales to reflect load growth accompanying its post-test year
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plant additions (Attorney General Reply Brief at 11, citing D.P.U. 14-150, at 48-49). Thus,
the Attorney General asserts that the Companies’ proposed treatment of post-test year plant
additions is improper and one-sided in that it recognizes changes to rate base that increase its
revenue requirement but not those that have an offsetting effect (Attorney General Reply
Brief at 12).

Based on these considerations, the Attorney General recommends that the Department
reject Eversource’s proposal to include all four proposed post-test year additions (Attorney
General Brief at 108). Accordingly, the Attorney General asserts that NSTAR Electric’s rate
base should be reduced by $88,718,397, with its depreciation expense reduced by
$1,919,677, and that WMECo’s rate base should be reduced by $3,294,282, with its
depreciation expense reduced by $96,992 (Attorney General Brief at 108).

b. Cape Light Compact

The Cape Light Compact agrees with the Attorney General that the Department
should reject Eversource’s proposal to include in NSTAR Electric’s rate base three post-test
year plant additions and to include in WMECo’s rate base one proposed post-test year
addition (Cape Light Compact Brief at 79-80, citing Exh. AG-DJE-1, at 10-14). Thus, Cape
Light Compact asserts that the proposed post-test year plant additions and related expenses
should be eliminated from the Companies’ revenue requirements (Cape Light Compact Brief

at 80).

C. Companies

Eversource argues that the Department should approve its proposal to include three

post-test year plant additions in NSTAR Electric's rate base, and one post-test year plant



D.P.U. 17-05 Page 98
addition in WMECo’s rate base (Companies Brief at 425; Companies Reply Brief at 107).
The Companies present four arguments in support of their petition that the post-test year
plant additions be included in rate base (Companies Brief at 426-430).

First, the Companies claim that the post-test year plant additions are significant under
Department precedent (Companies Brief at 425, citing D.P.U. 13-75, at 109 and 112). In
support of this argument, the Companies illustrate that NSTAR Electric’s post-test year plant
additions represent the following increases as percentages of test year-end rate base:

(1) Electric Avenue represents 1.2 percent of rate base ($32,949,477/$2,734,402,771);

(2) Seafood Way represents 1.5 percent of rate base ($42,718,949/$2,734,402,771); and

(3) the New Bedford service center represents 1.1 percent of rate base
(29,868,260/$2,734,402,771) (Companies Brief at 427, citing Exhs. ES-DPH-2 (East),

Sch. DPH-28; ES-DPH-3 (East), WP DPH-28). The Companies argue that, taken together,
the three NSTAR Electric post-test year plant additions represent 3.8 percent of rate base
(Companies Brief at 427). Eversource also illustrates that WMECo’s proposed post-test year
project represents approximately 0.08 percent of that company’s rate base
($3,813,975/$440,871,528) (Companies Brief at 427). The Companies therefore conclude
that the post-test year plant additions represent a significant amount of rate base under
Department precedent (Companies Brief at 426-427, citing D.P.U. 13-75, at 109, 112).

Second, Eversource asserts that each of the proposed post-test year capital additions
meets the Department’s known and measurable and in-service requirements for inclusion in

rate base (Companies Brief at 425, citing D.P.U. 14-150, at 43-44; Dedham Water
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Company, D.P.U. 84-32, at 17 (1984); D.P.U. 906, at 7-11). The Companies claim that
they have provided documentation supporting the in-service status of each post-test year
addition, as well as their known and measurable nature (Companies Brief at 425, citing

Exhs. ES-CAH-1, at 13-16; ES-LML-1, at 42-49; ES-LML-8; ES-LML-8 (Supp. 1);
ES-LML-8 (Supp. 2); ES-DPH-2 (East), Sch. DPH-28 (Rev. 2); ES-DPH-2 (East),

WP DPH-28 (Rev. 2); ES-DPH-2 (West), Sch. DPH-28 (Rev. 2); ES-DPH-2 (West),

WP DPH-28 (Rev. 2); AG-19-4; AG-19-37; AG-24-6).

Third, Eversource argues that “unique circumstances” similar to those present in
NSTAR Gas’ last base rate case warrant the inclusion of the proposed projects in rate base
(Companies Brief at 428, citing D.P.U. 14-150, at 45-50). The Companies note that in
D.P.U. 14-150, NSTAR Gas experienced a 24-month lag between the end of the test year
used in that case and the effective date of the rates approved in that order (Companies Brief
at 428, citing D.P.U. 14-150, at 45-50). The Companies represent that the 18-month lag in
the instant proceeding is similar to the circumstances facing NSTAR Gas (Companies Brief
at 428). Thus, the Companies maintain that the Department should include the post-test year
additions to rate base to mitigate the impact of the lag between the end of the test year and
the effective date of the rates being approved in this order (Companies Brief at 429).

Finally, the Companies claim that in the event that the PBR and the accompanying
five year stay-out provision are approved, disallowing the proposed projects and delaying cost

recovery for five years would be “punitive” (Companies Brief at 430). Eversource adds that
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such a result would cause the rates effective January 1, 2018 to misrepresent the Companies’
actual cost structure (Companies Brief at 430).

Eversource also specifically addresses some of the arguments raised by the Attorney
General in support of her recommendation to disallow the proposed post-test year plant
additions (Companies Reply Brief at 107). First, the Companies claim that the Department
should disregard the Attorney General’s contention that the projects are not significant
because her analysis of the additions’ significance is flawed (Companies Brief at 427, citing
Attorney General Brief at 107). The Companies maintain that the Attorney General, in
executing the significance test, incorrectly used gross plant in service as the denominator,
which yielded skewed results (Companies Brief at 427). Second, Eversource argues that the
Department should reject the Attorney General’s concerns regarding the Companies’ failure
to account for load growth, reasoning that any increase in sales will be in and addressed by
the implementation of revenue decoupling in this proceeding (Companies Reply Brief at 107).
Third, Eversource argues that should the Department find it appropriate to make any
offsetting adjustments, the Companies have provided the necessary information to adjust rate
base for the increase in accumulated depreciation associated with the post-test year plant
additions (Companies Reply Brief at 107). The Companies thus affirm that they have
demonstrated that the post-test year plant additions warrant inclusion in rate base and have

been properly included as such in the instant proposal (Companies Reply Brief at 110-111).
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5. Analysis and Findings

a. Introduction

The Department does not recognize post-test year additions or retirements to rate
base, unless the utility demonstrates that the addition or retirement represents a significant

investment that has a substantial effect on its rate base. Boston Gas Company,

D.P.U. 96-50-C at 16-18, 20-21 (1997); D.P.U. 96-50 (Phase I) at 15-16; D.P.U. 95-118,

at 56, 86; D.P.U. 85-270, at 141 n.21; Massachusetts-American Water Company,

D.P.U. 1700, at 5-6 (1984). See also Southbridge Water Supply Company v. Department of

Public Utilities, 368 Mass. 300 (1975). As a threshold requirement, a post-test year addition

to plant must be known and measurable, as well as in service. D.P.U. 84-32, at 17;
D.P.U. 906, at 7-11. The Department has historically judged the significance of an
investment by comparing the size of the addition in relation to rate base and not based on the

particular nature of the addition. Western Massachusetts Electric Company, D.P.U. 1300,

at 14-15 (1983).

b. Proposed Post Test-Year Plant Additions

i. Significance of Proposed Plant Additions

Eversource claims that the subject post-test year plant additions are significant under
Department precedent (Companies Brief at 425, citing D.P.U. 13-75, at 109, 112).
Specifically, the Companies argue that, taken together, the three NSTAR Electric post-test

year plant additions represent 3.8 percent of rate base and the one WMECo project represents
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0.8 percent of rate base (Companies Brief at 427).>"  According to the Companies, these
post-test year plant additions meet the Department standard for significance (Companies Brief
at 426-427, citing D.P.U. 13-75, at 109-112).

As an initial matter, the Department finds that Eversource’s presentation of the three
NSTAR Electric projects as one, aggregated project for purposes of executing the
significance test is inconsistent with the Department’s typical practice of evaluating individual
post-test year projects for inclusion in rate base. D.P.U. 13-75, at 108-109; Oxford Water
Company, D.P.U. 1699, at 4 (1984); D.P.U. 1700, at 5-6. Although the Department, on
occasion, has combined individual plant additions for purposes of examining significance, we
have done so based on a finding that the individual projects are integral to one another from

an engineering or operational perspective. Aquarion Water Company of Massachusetts,

D.P.U. 08-27, at 35 (2009); D.P.U. 95-118, at 56. Here, Eversource’s proposed plant
additions, while entirely within the scope of the Companies’ ongoing efforts to provide safe
and adequate service to their customers, have not been demonstrated to be so interrelated to

one another that they warrant examination on a combined basis. Therefore, the Department

! Eversource’s briefs inadvertently present the rate base comparison calculation as

0.08 percent (Companies Brief at 427; Companies Reply Brief at 109). In addition to
correcting the typographical error, the Department notes that Eversource’s application
of the significance test inappropriately uses gross plant additions as the numerator and
proposed test year end rate base as the denominator, which is inconsistent with the
Department’s practice of using net plant as the numerator and unadjusted test year-end
rate base as the denominator (Companies Brief at 427). D.P.U. 13-75, at 108-109;
D.P.U. 1699, at 4; D.P.U. 1700, at 5-6. As such, the Department presents the
correct application of the significance test which yields a conclusion that Montague
represents 0.8 percent of WMECo’s test year end rate base
($3,488,926/$436,819,949) (Exh. ES-DPH-2 (West), WP DPH-28, at 1 (Rev. 3)).
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will evaluate the significance of each proposed post-test year addition on an individual basis.
Further, although Eversource has petitioned in this proceeding to merge NSTAR Electric and
WMECo into a single corporate entity, it is not proposing to consolidate the revenue
requirement calculation at this time (Exh. ES-DPH-1, at 3). Accordingly, the Department
will review each post-test year plant addition relative to each operating company’s test
year-end rate base.

Eversource’s post-test year plant additions proposed for inclusion in NSTAR Electric’s
rate base, Electric Avenue, Seafood Way, and the New Bedford service center, total
$39,949,477, $42,718,949, and $29,868,260, respectively, as of April 30, 2017
(Exh. ES-DPH-2 (East), WP DPH-28, at 1 (Rev. 3)). The Department finds that, when
compared to a test year-end rate base of $2,649,117,430 (Exh. ES-DPH-2 (East),

Sch. DPH-27 (Rev. 3)), the Electric Avenue project, the Seafood Way project, and the New
Bedford service center project each represent significant additions to NSTAR Electric’s test
year-end rate base.”> Eversource’s post-test year plant addition proposed for inclusion in
WMECo’s rate base, the Montague substation improvement project, represents $3,488,926 in
net plant additions (Exh. ES-DPH-2 (West), WP DPH-28, at 1 (Rev. 3)).>> The Department

finds that, when compared to a test year-end rate base of $436,819,949, Montague does not

> The Department notes that the Attorney General’s application of the significance test

uses plant in service as the denominator, which is inconsistent with the Department’s
typical practice of using test year-end rate base as the denominator (Attorney General
Brief at 107, citing Tr. 13, at 2771-2773). D.P.U. 13-75, at 108-109; D.P.U. 1699,
at 4; D.P.U. 1700, at 5-6.

>3 $3,813,975 in plant additions - $325,049 in plant retirements = $3,488,926 in net
plant additions (Exh. ES-DPH-2-3 (West), WP DPH-28, at 1 (Rev. 3)).
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represent a significant addition to WMECo’s test year-end rate base (Exh. ES-DPH-2 (West),
Sch. DPH-27 (Rev. 3)). Therefore, the Department will only consider Electric Avenue,
Seafood Way, and the New Bedford service center for further review - i.e., whether the
costs associated with the projects are known and measurable and were prudently incurred,
and whether the projects are in service and used and useful.

Before we turn to that analysis, we note that we are not persuaded by Eversource’s
arguments concerning the purported similarities between the instant case and the factual
scenario in D.P.U. 14-150. As we found in D.P.U. 14-150, at 50, the circumstances
presented there were unique, and we did not intend for that decision to mark a wholesale
change in the standard of review for post-test year plant additions and the required showing
of significance. Further, we find unconvincing the Companies’ arguments with respect to the
relevance of the PBR term to the proposed post-test year plant additions. D.P.U. 96-50
(Phase I) at 15. Instead, we find no reason in the instant case to depart from our historical
evaluation of the significance of proposed post-test year rate base additions vis-a-vis a
company’s test year-end rate base.

Having determined that the three projects proposed for inclusion in NSTAR Electric’s
rate base represent significant additions, the Department next determines whether (1) the
costs associated with the projects are known and measurable, (2) the costs were prudently
incurred, and (3) the projects are in service and used and useful. The Department will

evaluate Electric Avenue, Seafood Way, and the New Bedford service center in turn.
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ii. Status of Electric Avenue Substation

Eversource has provided sufficient evidence to document the reported cost of the
Electric Avenue project of $32,949,477 (Exh. ES-LML-8, at 183, 323 (Supp. 2)). As such,
we find that the costs incurred as of April 30, 2017, are known and measurable.

Next the Department considers whether the costs associated with Electric Avenue as
of April 30, 2017 were prudently incurred. No parties have contested NSTAR Electric’s
decision to commence the Electric Avenue project or NSTAR Electric’s management of the
project. The Department finds that the Electric Avenue substation is necessary to support
increased load requirements for portions of the City of Boston neighborhoods of Brighton,
Allston, Longwood Avenue Medical and the Town of Watertown (Exhs. ES-CAH-1, at 13;
ES-LML-1, at 43). Further, the record shows that Eversource provided documentation
supporting the prudency of the costs associated with this project, including purpose and
necessity documents, capital budget estimates, work orders, project cost sheets, variance
explanations as of December 21, 2016, project authorization forms, and closing reports as of
April 30, 2017 (Exhs. ES-LML-8, at 56-110 (Supp. 1); ES-LML-8, at 183-323 (Supp. 2);
AG-19-3, Atts. (a), (b); Tr. 15, at 3086). Thus, the Department finds that the costs
associated with Electric Avenue as of April 30, 2017, were prudently incurred.™

Finally, the Department considers whether Electric Avenue is in service and used and

useful to customers. The record indicates that Electric Avenue includes twelve 115-kilovolt

> We address the Attorney General’s argument regarding the materials and supplies

balance attributable to Electric Ave in Section VII.E below.
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(“kV”) gas insulated switchgear breakers to interconnect to two transmission lines, three

15 kV, 62.5 megavolt-ampere (“MVA”) 115/14-kV distribution transformers, six sections of
distribution switchgear and three 15 kV, 9.6 megavolt ampere reactive (“MVAR?”) capacitor
banks, a cutover of 19 existing distribution lines, and 39 distribution circuits

(Exh. ES-LML-1, at 43-44). Of these substation components, the record indicates that:

(1) transmission line 282-521 was energized and placed in service on December 6, 2016;

(2) all gas insulated switchgear breaker equipment™ was in service as of December 21, 2016;
and (3) distribution line work will continue through 2018 (Exh. ES-LML-8, at 99-110

(Supp. 1)). In addition, Eversource represents that seven distribution circuits are scheduled
to be energized in 2017 (Exh. ES-LML-1, at 44). The remaining components of the
substation are still in progress, or are being held for future use as the substation is built to
provide for future load growth (Exh. ES-LML-1, at 43-44; ES-LML-8, at 99-110 (Supp. 1);
AG-24-6). Based on these considerations, we conclude that Electric Avenue was initially
placed into service in December of 2016, and remains in service today (Exhs. ES-LML-1,

at 44; ES-LML-8; ES-LML-8, at 99-110 (Supp. 1); AG-19-3, Atts. (a), (b); AG-19-4, Att.).

1ii. Status of Seafood Way Substation

Eversource has provided sufficient evidence to document the reported cost of the
Seafood Way project of $42,718,949 (Exh. ES-LML-8, at 324, 468 (Supp. 2)). As such, we

find that the costs incurred as of April 30, 2017, are known and measurable.

» Gas insulated switchgear breaker equipment is transmission plant and, accordingly,

the costs associated with this equipment are not proposed for recovery in this
proceeding (Exh. AG-34-5).
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Next the Department considers whether the Seafood Way project costs as of April 30,
2017, were prudently incurred. No parties have contested NSTAR Electric’s decision to
commence the Seafood Way project or NSTAR Electric’s management of the project. The
Department finds that the Seafood Way substation is necessary to provide back-up relief for
Eversource’s existing substation in South Boston, used to serve the Seaport district of Boston,
which has experienced significant load growth in recent years (Exhs. ES-CAH-1, at 14;
ES-LML-1, at 44). Further, the record shows that Eversource provided documentation
supporting the prudency of the costs associated with this project, including purpose and
necessity documents, capital budget estimates, work orders, project cost sheets, variance
explanations as of December 21, 2016, project authorization forms, and closing reports as of
April 30, 2017 (Exhs. ES-LML-8, at 1-155 (Supp. 1); ES-LML-8, at 324-468 (Supp. 2);
AG-19-3, Atts. (e), (f)). Thus, the Department finds that the costs associated with the
Seafood Way project as of April 30, 2017, were prudently incurred.

Finally, the Department considers whether Seafood Way is in service and used and
useful to customers. Seafood Way includes three gas insulated 115-kV breakers and twelve
115-kV gas insulated switchgear breakers to interconnect with two transmission lines, three
62.5 MVA 115/14-kV distribution transformers, four sections of distribution switchgear, four
1-5kV 9.6 MVAR capacitor banks, 17 existing distribution lines from the K Street substation,
and 32 distribution circuits (Exh. ES-LML-1, at 45). Of these substation components, the

record indicates that: (1) transmission line 385-516 was energized on December 6, 2016; and
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(2) GIS*® was energized on December 9, 2016 (Exh. ES-LML-8, at 44-45 (Supp. 1)). In
addition, Eversource represents that five distribution circuits are scheduled to be energized in
2017 (Exh. ES-LML-1, at 45). The remaining components of the substation are still in
progress, or are being held for future use as the substation is intended as a backup for the

K Street substation and is built to meet future load growth (Exh. ES-LML-1, at 44-45;
ES-LML-8, at 44-55 (Supp. 1); AG-24-5). Based on these considerations, we conclude that
Seafood Way was placed into service in December 2016, and remains in service today

(Exhs. ES-LML-1, at 45; ES-LML-8; ES-LML-8, at 44-55 (Supp. 1); AG-19-3,

Atts. (e), (f); AG-19-4, Att.)

1v. Status of New Bedford Service Center

Eversource has provided sufficient evidence to document the reported cost of the New
Bedford Service Center of $29,868,260 (Exh. ES-LML-8, at 97 (Supp. 2)). The total
amount of $29,868,260 comprises $18,856,557 in costs incurred through April 30, 2017 and
$11,011,703 in remaining committed costs incurred after April 30, 2017 (Exh. ES-LML-8,
at 1 (Supp. 2); Tr. 4, at 802).57 As such, we find that the costs of $29,868,260 associated
with the New Bedford service center are known and measurable.

Next the Department considers whether the costs associated with the New Bedford

Service Center were prudently incurred. No parties have contested NSTAR Electric’s

26 GIS is transmission plant and, accordingly, the costs associated with this plant are not

proposed for recovery in this proceeding (Exh. AG-34-7).

These committed costs are costs under a fixed price contract associated with securing
the service center’s certificate of occupancy (Exh. ES-LML-8, at 1 (Supp. 2); Tr. 4,
at 802).

57
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decision to relocate the New Bedford service center or NSTAR Electric’s management of the
project. The Department finds that this project was necessary to replace the NSTAR
Electric’s current older facility and to provide an operations center for NSTAR Electric and
NSTAR Gas (Exhs. ES-CAH-1, at 16; ES-LML-1, at 46-47). Further, we note that
Eversource conducted a cost-benefit analysis of several alternatives before determining that
relocating was the most cost effective option (Exhs. ES-LML-1, at 47; AG-19-5 & Att.). In
addition, Eversource provided documentation supporting the prudency of the costs associated
with this project, including project authorization forms, supplement request forms, project
cost sheets, variance analyses as of December 12, 2016, and invoices (Exhs. ES-LML-§,

at 111-131 (Supp. 1); ES-LML-8, at 76-182 (Supp. 2); AG-19-3, Atts. (c), (d); Tr. 15,

at 3084-3085). Eversource’s initial estimate of $30 million included the sale of the old
service center (Exh. ES-LML-1, at 49). Eversource’s instant proposal to include
$29,868,260 in costs associated with the service center, however, does not include the sale of
the old property (Exhs. AG-24-7; AG-43-3). Based on the above, the Department finds that
the costs associated with the New Bedford service center were prudently incurred.

Finally, the Department considers whether the New Bedford Service Center is in
service and used and useful to customers. Eversource submitted a 30-day temporary
certificate of occupancy for the New Bedford service center project on August 25, 2017
(Exh. ES-14). The certificate states that the work authorized by the permit had been partially
completed and approved by the City of New Bedford, Office of the Building Commissioner

(Exh. ES-14). Further, it is noted that all City of New Bedford inspectors had made their
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final inspections of the land and building and that the premises were safe to occupy

(Exh. ES-14). Based on these considerations, the Department is satisfied that the New
Bedford service center meets the standard for in service and used and useful

(Exhs. ES-LML-8; AG-19-3, Atts. (c), (d); AG-19-4, Att.; AG-24-6; ES-14).

See D.P.U. 95-118, at 20, 56.

V. Conclusion

Having found that NSTAR Electric’s arguments concerning the purported similarities
between the instant case and the factual scenario in D.P.U. 14-150 were not persuasive, we
need not address the Attorney General’s arguments regarding the differences between the
instant case and the factual scenario in D.P.U. 14-150. Further, because we determine that
our decision in D.P.U. 14-150 is inapplicable in this case, we also decline to adopt the
Attorney General’s recommendation to adjust the Companies’ test year sales to reflect load
growth accompanying its post-test year plant additions. However, the Department finds it
appropriate to adjust NSTAR Electric’s rate base for accumulated depreciation, as agreed to
by the Companies and discussed in further detail below. Finally, as noted below in
Section VII.E, we decline to adopt the Attorney General’s “double counting” argument with
respect to the Electric Avenue project.

Based on the above considerations, we approve Eversource’s proposal to include in
NSTAR Electric’s rate base the following expenditures as of April 30, 2017:

(1) $32,949,477 associated with Electric Avenue; (2) $42,718,949 associated with the

Seafood Way project; and (3) $29,868,260 associated with the New Bedford service center.
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C. Accumulated Deferred Income Taxes and Accumulated
Depreciation

Consistent with our inclusion of the three NSTAR Electric post-test year plant
additions and exclusion of one WMECo post-year plant addition, we will make certain
corresponding adjustments to Accumulated Deferred Income Taxes (“ADIT”) and
accumulated depreciation, as detailed below.”® Otherwise, the rates being approved here
would misrepresent the Companies’ underlying cost structure.

Eversource proposes to include $16,818,289 in ADIT for all three NSTAR Electric
post-test year plant additions (Exh. ES-DPH-2 (East), Sch. DPH-30 (Rev. 3)). The proposed
ADIT is not provided on a project-specific basis (Exh. ES-DPH-2 (East), Sch. DPH-30
(Rev. 3)). In this case, however, the Department has approved the inclusion of all three
NSTAR Electric post-test year plant additions in test year-end rate base. Accordingly, the
Department accepts Eversource’s proposal to increase NSTAR Electric’s test year-end
reserve for deferred income taxes by a total of $16,818,289 (Exh. ES-DPH-2 (East),

Sch. DPH-30 (Rev. 3)).

Eversource also proposes to include $672,829 in ADIT for WMECo’s post-test year
plant addition (Exh. ES-DPH-2 (West), Sch. DPH-30 (Rev. 3)). For reasons discussed
above, the Department has denied Eversource’s proposal to include the Montague substation

improvement project in WMECo’s test year-end rate base. Accordingly, the Department

>8 The effects of the Department’s decision here on the Companies’ depreciation expense

are addressed below in Section VIII.E of this Order.
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denies Eversource’s proposal to increase WMECo’s test year-end reserve for deferred income
taxes by a total of $672,829.

In its reply brief, Eversource provides a recommended accumulated depreciation
amount for each of the three NSTAR Electric post-test year plant additions (Companies Reply
Brief at 110, 110, n. 34). Given that this recommended adjustment was made on brief and
not during the evidentiary phase of the proceeding, the Department declines to accept it.
Rather, in calculating the investment balance upon which to accumulate depreciation, the
Department will use the plant addition amounts approved in this case. More specifically, the
Department multiplies the annual depreciation rate by the plant addition amount approved in
this case, adjusted for the number of days the plant addition has been in service as of the date
rates go into effect (January 1, 2018). The Department adds the accumulated depreciation
amounts for each plant account with a positive balance to arrive at a total accumulated
depreciation amount for each addition.

For the Electric Avenue project, the $32,949,477 addition comprises $24,556,686 in
Account 362, Station Equipment, and $8,392,791 in Account 366, Underground Conduit
(Exh. ES-DPH-2 (East), WP DPH-28 (Rev. 3)). NSTAR Electric’s depreciation rates during
this proceeding for Accounts 362 and 366 were 2.384 percent and 2.432 percent, respectively
(Exh. AG-1-24, Att. (B)). Electric Avenue was energized from the transmission system on

December 6, 2016, and so it will be in service for 390 days on January 1, 2018
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(Exh. ES-LML-8, at 101 (Supp. 1)). Therefore, the Department increases NSTAR Electric’s
test year-end reserve for depreciation by $843,622 for Electric Avenue.”

For the Seafood Way project, the $42,718,949 addition comprises $33,983,164 in
Account 362, Station Equipment, and $8,735,785 in Account 366, Underground Conduit
(Exh. ES-DPH-2 (East), WP DPH-28 (Rev. 3)). NSTAR Electric’s depreciation rates during
this proceeding for Accounts 362 and 366 were 2.384 percent and 2.432 percent, respectively
(Exh. AG-1-24, Att. (B)). Seafood Way was energized from the transmission system on
December 6, 2016, and so it will be in service for 390 days on January 1, 2018
(Exh. ES-LML-8, at 46 (Supp. 1)). Therefore, the Department increases NSTAR Electric’s
test year-end reserve for depreciation by $1,092,655 for Seafood Way.60

Eversource also provides a 2017 accumulated depreciation amount of $430,642 for the
New Bedford service center in its proposed post-test year adjustment to lease revenue in
recognition of NSTAR Gas’ use of the New Bedford service center (Exh. ES-DPH-2 (East),
WP DPH-5 (Rev. 3)). Therefore, the Department increases NSTAR Electric’s test year-end
reserve for depreciation by $430,642 for the New Bedford service center.

Finally, consistent with our decision to deny Eversource’s proposal to include the
Montague substation improvement project in WMECo’s test year end rate base, we will make

no adjustments to WMECo’s test year-end reserve for depreciation for Montague.

% $24,556,686 * (.02384 * (390/365))+$8392791 * (.02432 * (390/365)) = $843,622.

60 $33,983,164 * (.02384 * (390/365))+$ 8,735,785 * (.02432 * (390/365)) =
$1,092,655
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d. Conclusion

In accordance with the above findings, the Department denies Eversource’s proposal
to include in WMECo’s test year-end rate base $3,813,975 in post-test plant additions and
$325,049 in plant retirements associated with the Montague substation improvements. The
Department approves Eversource’s proposal to include in NSTAR Electric’s test year-end
rate base a total of $105,536,686 in plant additions, comprising $32,949,477 for Electric
Avenue, $42,718,949 for Seafood Way, and $29,868,260 for the New Bedford service center
(Exhs. ES-DPH-2 (East), Sch. DPH-28 (Rev. 3)); ES-DPH-2, (East), WP DPH-28 (Rev. 3)).
Additionally, the Department approves Eversource’s proposal to increase NSTAR Electric’s
test year-end reserve for deferred income taxes by a total of $16,818,289. Finally, the
Department increases Eversource’s test year-end reserve for depreciation by a total of
$2,351,645, comprising $843,622 for Electric Avenue, $1,092,655 for Seafood Way, and
$430,642 for the New Bedford service center. The effect of these adjustments on the
Companies’ rate bases is provided in Schedule 4 for NSTAR Electric and Schedule 4 for
WMECo below.

D. Cash Working Capital

1. Introduction

In their day-to-day operations, utilities require funds to pay for expenses incurred in
the course of business, including O&M expenses. These funds are either generated internally
by a company or through short-term borrowing. Department policy permits a company to be
reimbursed for costs associated with the use of its funds or for the interest expense incurred

on borrowing. D.P.U. 96-50 (Phase I) at 26, citing Western Massachusetts Electric
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Company, D.P.U. 87-260, at 22-23 (1988). This reimbursement is accomplished by adding
a cash working capital component to the rate base calculation.

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

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

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

D.P.U. 11-01/D.P.U. 11-02, at 163, citing D.P.U. 10-114, at 108; D.P.U. 10-70, at 78;
D.P.U. 10-55, at 204-205; D.P.U. 09-39, at 114; D.P.U. 09-30, at 151-152; New England
Gas Company, D.P.U. 08-35, at 38 (2009); D.T.E. 05-27, at 99-100. For these reasons, the
Department requires all electric and gas companies serving more than 10,000 customers to
conduct a fully developed and reliable O&M lead-lag study. D.P.U. 11-01/D.P.U. 11-02,

at 164.

o1 When a fully developed and reliable lead-lag study is not available, FERC applies a

45-day convention to determine the cash working capital allowance. Carolina Power
and Light Company, 6 FERC ¢ 61,154, at 61,296 (1979). As a result, companies
occasionally refer to the 45-day convention as the FERC convention.

D.P.U. 11-01/D.P.U. 11-02, at 150 n.81.
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2. Companies Proposal

In WMECo’s last base rate case, the Department excluded basic service cash working
capital from the cash working capital allowance recovered through base rates. D.P.U. 10-70,
at 77-78.% The Department calculated separate lead-lag factors for O&M expense and for
basic service, and provided for the recovery of a basic service cash working capital
allowance as a separate cost component through the Basic Service Costs Adjustment
(“BSCA”) factor.® D.P.U. 10-70, at 78, 367. Here, Eversource proposes to use the same
method for NSTAR Electric as well and states that it removed the basic service cash working
capital allowance from the total cash working capital included in rate base (Exh. ES-DPH-1,
at 198-199).

Eversource conducted a lead-lag study to determine its cash working capital
requirements for both O&M and basic service (Exhs. ES-DPH-1, at 194-195; ES-DPH-6).
Each component uses revenue lag days and expense lead days to determine the cash working
capital requirement (Exh. ES-DPH-1, at 195). Eversource conducted its lead-lag study using
in-house personnel to update the net lag days associated with each component of its proposed

cash working capital allowance (Exhs. ES-DPH-6; DPU-40-2).

62 Basic service cash working capital provides cash working capital for expenses paid by

NSTAR Electric and WMECo on behalf of customers for wholesale electric power
supply and renewable energy contracts (Exh. ES-DPH-1, at 198).
63 Eversource’s proposed Basic Service tariff, M.D.P.U. No. 516, includes revisions to
provide for the recovery of a working capital allowance associated with basic service
within its BSCA factor. Eversource states that it will update its BSCA filings based
on the lead-lag factors approved in this proceeding (Exh. ES-DPH-1, at 198-199).
Revisions to the Basic Service tariff are addressed in Section XVII.H below.
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Eversource calculated a revenue lag to be used in both the O&M and basic service
cash working capital net lag factors. The revenue lag consists of a “meter reading or service
lag,” “collection lag,” and a “billing lag” (Exh. ES-DPH-1, at 196). The sum of the days
associated with these three lag components is the total revenue lag experienced by Eversource
(Exh. ES-DPH-1, at 196). Eversource calculated a meter reading or service lag of
15.21 days (Exhs. ES-DPH-1, at 196; ES-DPH-6, Sch. WC-2, at 1). This lag was derived
by dividing the number of billing days in the test year by twelve months and then in half to
arrive at the midpoint of the monthly service periods (Exhs. ES-DPH-1, at 196; ES-DPH-6,
Sch. WC-2, at 1). The collection lag, which reflects the time delay between the mailing of
customer bills and the receipt of the billing revenues from customers, totaled 30.82 days
(Exhs. ES-DPH-1, at 196; ES-DPH-6, Sch. WC-2, at 1). The collection lag was obtained by
dividing the average daily accounts receivable balance by the average daily revenue amount
to arrive at the collection lag (Exhs. ES-DPH-1, at 197; ES-DPH-6, Sch. WC-2, at 1).
Finally, Eversource applied a billing lag of one day, based on the fact that most of
Eversource’s customers are billed the day after meters are read (Exhs. ES-DPH-1, at 197;
ES-DPH-6, Sch. WC-2, at 1).** Based on the foregoing, Eversource calculated a total
revenue lag of 47.03 days by adding the number of days associated with each of the three
revenue lag components (Exhs. ES-DPH-1, at 198; ES-DPH-6, Sch. WC-2, at 1).
Eversource’s O&M cash working capital is comprised of O&M expense, payroll

taxes, and property taxes (Exh. ES-DPH-1, at 199). Eversource pays these expenses to

Eversource made no adjustment in the lead-lag study to account for customers for
which additional time is required to process bills (Exh ES-DPH-1, at 197).
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finance the activities conducted in service to customers before the Companies receive
payment from customers for those services (Exh. ES-DPH-1, at 199-200). To calculate the
O&M expense lead period, Eversource disaggregated its O&M expense into eight major cost
categories: net payroll, regulatory commission expenses, corporate insurance, other O&M,
property taxes, FICA & Medicare, federal unemployment tax, and state unemployment tax
(Exhs. ES-DPH-1, at 201; ES-DPH-6, Sch. WC-4). Eversource reviewed test year payments
and calculated the lead days for each category based on either all payments or a sampling of
payments (Exh. ES-DPH-1, at 201). Once Eversource determined lead days for each
category, it used the sum of the lead days weighted by dollars to arrive at an O&M expense
lead of 13.73 days (Exh. ES-DPH-6, Sch. WC-4). Eversource then subtracted the expense
lead of 13.73 days from the revenue lag of 47.03 days to produce a net O&M expense lag of
33.30 days (Exhs. ES-DPH-1, at 203; ES-DPH-6, Sch. WC-1). Eversource derived an
O&M expense cash working capital factor of 9.12 percent by dividing the net lag days of
33.30 by 365 days (Exh. ES-DPH-6, Sch. WC-1 at 1). This factor, multiplied by the total
costs applicable to cash working capital65 of $411,936,870 for NSTAR Electric, and
$83,757,914 for WMECo, produces a proposed cash working capital allowance of
$37,582,186 and $7,641,475 for NSTAR Electric and WMECo, respectively

(Exhs. ES-DPH-1, at 203-204; ES-DPH-2 (East), Sch. DPH-32 (Rev. 4); ES-DPH-2 (West),

Sch. DPH-32 (Rev. 4)).

63 These costs are comprised of total O&M expense, less uncollectible accounts, plus

taxes other than income taxes (Exhs. ES-DPH-2 (East), Sch. DPH-32 (Rev. 4);
ES-DPH-2 (West), Sch. DPH-32 (Rev. 4)).
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Eversource determined the basic service net lag by comparing the revenue lag of
47.03 days to the expense lead associated with basic service (Exh. ES-DPH-6, Sch. WC-1).
To determine the expense lead associated with basic service, Eversource identified all
supplier invoices that were paid during the test year and calculated for each invoice the
number of days from the midpoint of the related service period to the date the invoice was
paid (Exhs. ES-DPH-1, at 199; ES-DPH-6, Sch. WC-3). Eversource then dollar weighted,
totaled, and averaged the days to arrive at an overall weighted average basic service expense
lead (Exhs. ES-DPH-1, at 199; ES-DPH-6, Sch. WC-3). Eversource’s study produced an
expense lead associated with basic service of 45.31 days (Exh. ES-DPH-6, Schs. WC-1,
WC-3, at 2). When compared to the revenue lag of 47.03 days, the net lag for basic service
is 1.72 days (Exhs. ES-DPH-1, at 199; ES-DPH-6, Sch. WC-1).

3. Positions of the Parties

On brief, Eversource summarizes its calculation of the basic service and other O&M
cash working capital requirements and asserts that the Companies’ calculations are consistent
with Department precedent (Companies Brief at 169-171). No other party addressed
Eversource’s proposed cash working capital calculations.

4, Analysis and Findings

The purpose of conducting a cash working capital lead-lag study is to determine a
company’s “cash in-cash out” level of liquidity in order to provide the company an
appropriate allowance for the use of its funds. D.P.U. 87-260, at 22-23. 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
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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.
D.P.U. 11-01/D.P.U. 11-02, at 164. 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.

The Department has reviewed the evidence in support of Eversource’s lead-lag study
and we conclude that Eversource properly calculated the total revenue lag of 47.03 days to be
applied to both the O&M and basic service expense leads (Exhs. ES-DPH-1, at 196-197;
ES-DPH-6, Sch. WC-2, at 1). Further, the Department finds that Eversource properly
calculated the O&M expense lead of 13.73 days and the resulting net lag of 33.30 days
(Exhs. ES-DPH-1, at 203; ES-DPH-6, Schs. WC-1, WC-4). Eversource’s proposed O&M
net lag factor of 33.30 days is lower than the Department’s 45-day convention
(Exhs. ES-DPH-1, at 204; ES-DPH-6, Sch. WC-1). Additionally, we find that Eversource’s
decision to perform a lead-lag study with in-house personnel was a cost-effective means to
determine its cash working capital requirement (Exh. DPU-40-2). See Bay State Gas
Company, D.P.U. 12-25, at 97 (2012). For these reasons, the Department accepts
Eversource’s lead-lag study and the resulting O&M cash working capital factor of

9.12 percent (33.30 days/365 days).



D.P.U. 17-05 Page 121

Application of the O&M cash working capital factor of 9.12 percent to the level of
O&M and taxes other than income tax expense authorized by this Order produces a cash
working capital allowance of $34,945,015 for NSTAR Electric and $7,188,554 for WMECo.
The derivation of this cash working capital allowance is provided in Schedule 6 of this
Order.

Further, the Department finds that Eversource properly calculated the expense lead for
basic service of 45.31 days and the net lag for basic service of 1.72 days (Exhs. ES-DPH-1,
at 199; ES-DPH-6, Schs. WC-1, WC-3, at 2). This results in a basic service net lag factor
of 1.72 days for purposes of the cash working capital allowance in the BSCA.

E. Materials and Supplies

1. Introduction

The Department typically allows a company to include a representative level of its
materials and supplies balance in rate base, which is determined using a 13-month average

balance. Boston Edison Company, D.P.U. 19991, at 16 (1979); Housatonic Water Works

Company, D.P.U. 86-235, at 3-4 (1987); High Wood Water Company, D.P.U. 1360, at 7-8

(1983); D.P.U. 1300, at 29. Eversource reports a balance of $34,922,056 in materials and
supplies for NSTAR Electric and a balance of $2,242,787 in materials and supplies for
WMECo, both based on a 13-month average of the respective account balances during the
period of June 2015 through June 2016 (Exhs. ES-DPH-2 (East), WP DPH-27 (Rev. 3);
ES-DPH-2 (West), WP DPH-27 (Rev. 3); ES-DPH-3 (East), WP DPH-27 (Rev. 3);

ES-DPH-3 (West), WP DPH-27 (Rev. 3)).
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2. Positions of the Parties

a. Attorney General

The Attorney General argues that the Electric Avenue substation project discussed
above in Section VII.C includes approximately $10 million in inventory that was delivered
from the warehouse in Avon, Massachusetts, to the project site in August 2015 (Attorney
General Brief at 106-107, citing Exh. AG-19-1; Tr. 8, at 2668-2770). She contends that no
adjustment was made on the balance of materials and supplies included in NSTAR Electric’s
rate base to annualize the effect of this transfer of inventory (Attorney General Brief at 107,
citing Tr. 8, at 2668-2770). Thus, according to the Attorney General, NSTAR Electric’s
proposed rate base includes a “partial double counting” of the $10 million transferred from
the materials and supplies inventory to the Electric Avenue substation project (Attorney
General Brief at 107; Attorney General Reply Brief at 13). The Attorney General has not
proposed any specific recommendation regarding any adjustments to Eversource’s materials

and supplies balance.

b. Companies

Eversource argues that it has calculated its materials and supplies balances included in
rate base based on the 13-month average balances, consistent with Department precedent
(Companies Brief at 169, 433). According to the Companies, the intent of relying on a
13-month average is to normalize from the balance included in rate base any abnormal
month-to-month variability, or to avoid the reliance on a single data point that might skew the
average balance (Companies Brief at 433). In this regard, Eversource contends that the

Attorney General’s argument is an attempt to “cherry pick” a large transaction in order to
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reduce the materials and supplies balance included in rate base (Companies Brief at 434).
However, Eversource contends that an adjustment to annualize the $10 million is not
necessary or appropriate as the transfer does not represent a “double-count” of costs
(Companies Brief at 433). Rather, Eversource claims that it properly calculated the materials
and supplies balances and it has properly included post-test year additions in rate base
(Companies Brief at 433). Based on all of these considerations, Eversource asserts that the
Department should approve the Companies’ proposed materials and supplies balances
(Companies Brief at 434).

3. Analysis and Findings

Utilities keep on hand various materials and supplies for use in the course of normal
operations. The Department’s long-standing practice has been to include a representative
level of a company’s materials and supplies balance in rate base. D.P.U. 19991, at 16. The
Department allows this adjustment to compensate a utility for the carrying cost associated
with its inventory. Because of the month-to-month fluctuations in this account, a 13-month
average balance is used. D.P.U. 86-235, at 3-4; D.P.U. 1300, at 29. The Department’s
13-month convention requires the use of monthly balances for the twelve months of the test
year, plus the month prior to the first month of the test year. See D.P.U. 15-155, at 146;
D.P.U. 10-114, at 101-102; D.P.U. 86-235, at 3-4.

The Department has reviewed Eversource’s schedules and the monthly balances
provided in the record (Exhs. ES-DPH-2 (East), WP DPH-27 (Rev. 3); ES-DPH-2 (East),

WP DPH-27 (Rev. 3); ES-DPH-3 (East), WP DPH-27 (Rev. 3); ES-DPH-3 (West),
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WP DPH-27 (Rev. 3)). The record shows that Eversource calculated the materials and
supplies balances for NSTAR Electric and WMECo using the 13-month average of the
account balances from June 2015 (the month preceding the start of the test year) through
June 2016 (the end of the test year) (Exhs. ES-DPH-3 (East), WP DPH-27 (Rev. 3);
ES-DPH-3 (West), WP DPH-27 (Rev. 3)).66 Thus, the Department concludes that
Eversource properly calculated the average balance of materials and supplies consistent with
Department precedent. D.P.U. 15-155, at 146; D.P.U. 10-114, at 101-102; D.P.U. 86-235,
at 3-4; D.P.U. 1300, at 29.

As noted above, the Department recognizes that a company’s materials and supplies
account balance will fluctuate as inventory is moved in and out of the account. In
recognition of those month-by-month fluctuations, the Department does not rely on a spot
balance, but rather uses a 13-month average balance for ratemaking purposes. Moreover, the
purpose of the 13-month balance convention is to set a representative level of materials and
supplies, not to track the movements of specific inventory items or to reconcile them to a
company’s plant investment balance in rate base.

Based on our review of the materials and supplies balances for the relevant 13-month
period for NSTAR Electric, we find that the average balance of $34,922,056 is representative
of the monthly activity in that account. Similarly, we find that the average balance of
$2,242,787 is representative of the monthly activity in WMECo’s materials and supplies

account. Because the Department’s 13-month convention is meant to account for the

66 The test year used by Eversource was the twelve-month period from July 1, 2015

through June 30, 2016 (Exhs. ES-CAH-1, at 8; ES-DPH-1, at 8).
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movement of inventory in and out of this account, including that associated with construction
projects, we reject the Attorney General’s argument that there is “partial double counting” of
the inventory transferred to the Electric Avenue substation.®’

Based on all of these considerations, the Department finds that no adjustments to
Eversource’s proposed materials and supplies balances are warranted. Accordingly, the
Department allows in the Companies’ respective rate base the materials and supplies balances
of $34,922,056 for NSTAR Electric and $2,242,787 for WMECo.

VIII. OPERATIONS AND MAINTENANCE EXPENSES

A. Emplovee Compensation and Benefits

1. Introduction

When determining the reasonableness of a company’s employee compensation
expense, the Department reviews the company’s overall employee compensation expense to
ensure that its compensation decisions result in a minimization of unit-labor costs.

D.P.U. 10-55, at 234; D.P.U. 96-50 (Phase I) at 47; Cambridge Electric Light Company,

D.P.U. 92-250, at 55 (1993). This approach recognizes that the different components of

67 The Department acknowledges that it previously made a specific adjustment to

materials and supplies in a prior base rate case to avoid double counting of certain
inventory proposed for inclusion in rate base. Boston Edison Company, D.P.U. 160,
at 12-13 (1980). However, at that time, the Department used an electric distribution
company’s year-end materials and supplies balance to establish a representative level
for ratemaking purposes, rather than the 13-month average balance now in use.

See D.P.U. 160, at 12-13; D.P.U. 160, Policy Statement of the Commission
Concerning the Adoption of Year-End Rate Base (1980); see also D.P.U. 19991,

at 16 (rejecting the 13-month average balance convention for electric distribution
companies). As noted above, the use of the current 13-month average materials and
supplies balance levelizes the month-to-month fluctuations, including those associated
with large construction projects. Accordingly, we find that the adjustment in

D.P.U. 160 is inapplicable in the instant case.
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compensation (i.e., wages and benefits) are, to some extent, substitutes for each other and
that different combinations of these components may be used to attract and retain employees.
D.P.U. 92-250, at 55. In addition, the Department requires a company to demonstrate that
its total unit-labor cost is minimized in a manner supported by its overall business strategies.
D.P.U. 92-250, at 55.

A company is required to provide a comparative analysis of its compensation expenses
to enable a determination of reasonableness by the Department. D.P.U. 96-50 (Phase I)
at 47. The Department evaluates the per-employee compensation levels, both current and
proposed, relative to the companies in the utility’s service territory and utilities in the region
that compete for similarly skilled employees. D.P.U. 96-50 (Phase I) at 47; D.P.U. 92-250,

at 56; Bay State Gas Company, D.P.U. 92-111, at 103 (1992); Massachusetts Electric

Company, D.P.U. 92-78, at 25-26 (1992).

2. Non-Union Wages

a. Introduction

During the test year, NSTAR Electric booked $45,084,065 in payroll expense for
non-union personnel, including base wages and overtime pay (Exh. ES-DPH-2 (East),
Sch. DPH-13, at 2 (Rev. 3)). Eversource proposes to increase NSTAR Electric’s non-union
payroll expense by $3,707,986 based on: (1) a non-union wage increase of three percent

effective April 1, 2016; (2) a non-union wage increase of three percent effective April 1,
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2017; and (3) a non-union wage increase of 2.75 percent effective April 1, 2018
(Exhs. ES-DPH-2 (East), Sch. DPH-13, at 2 (Rev. 3); ES-15, at 2).

During the test year, WMECo booked $12,488,174 in payroll expense for non-union
personnel, including base wages and overtime pay (Exh. ES-DPH-2 (West), Sch. DPH-13,
at 2 (Rev. 3)). Eversource proposes to increase WMECo0’s non-union payroll expense by
$1,027,103 based on: (1) a non-union wage increase of three percent effective April 1,
2016; (2) a non-union wage increase of three percent effective April 1, 2017; and (3) a
non-union wage increase of 2.75 percent effective April 1, 2018 (Exhs. ES-DPH-2 (West),
Sch. DPH-13, at 2 (Rev. 3); ES-15, at 2).

The Companies determined their non-union wage increases based on a comparative
analysis of non-union base salaries and total compensation against median base salaries and
total compensation in the energy/utility and general industry sectors in the Northeast, using
studies performed by Towers Watson (Exhs. ES-SL-1, at 16; ES-SL-6; ES-SL-7; ES-SL-8).
The Companies also analyzed whether their actual and proposed merit wage increases were in

line with the market by surveying the actual and projected wage increases in the

68 As noted below, Eversource provided a letter, dated August 24, 2017, which indicates

its commitment to institute (1) a 2.0 percent payroll increase for non-exempt union
employees of NSTAR Electric, effective June 2, 2018; and (2) a 2.75 percent payroll
increase for the Companies’ exempt and non-exempt non-union employees, effective
on or before April 1, 2018. Eversource designated the letter as Exhibit ES-13.
However, that exhibit designation was given to a different exhibit at the evidentiary
hearings (Tr. 19, at 3656). Further, Eversource has provided an exhibit in this
proceeding relative to the New Bedford service center, which it has marked as
Exhibit ES-14 (see Section VII.C above). As such, the Department will designate the
August 24, 2017, letter as Exhibit ES-15 and cite to it as such in the remainder of this
Order.
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energy/utility and general industry sectors (Exhs. ES-SL-1, at 16, 23; ES-SL-9). In addition,
the Companies provided a historical comparison of non-union base wage increases to union
base wage increases (Exhs. ES-SL-1, at 21; ES-SL-5).

b. Positions of the Parties

1. Attorney General

The Attorney General asserts that the Department should deny NSTAR Electric and
WMECo’s proposed non-union payroll expense in 2018 for two reasons (Attorney General
Brief at 136). First, the Attorney General claims that the Companies have not demonstrated
that the proposed increases of 2.75 percent are reasonable (Attorney General Brief at 137).
The Attorney General states that the non-union salary studies included in the Companies’
filing demonstrate that the Companies’ non-union employees are already making more than
two percent above industry averages for positions of similar responsibilities (Attorney
General Brief at 137, citing Exhs. ES-SL-6; ES-SL-7; ES-SL-8). Second, the Attorney
General argues that by not providing a management commitment letter for the 2018 payroll
increases, the Companies have not provided evidence to support the proposed increases
(Attorney General Brief at 137). The Attorney General contends that the Companies have
not provided an affidavit, sworn testimony from senior management, or any other contractual
or firm commitment to the wage increase (Attorney General Brief at 137). For these
reasons, the Attorney General recommends that the Department deny the Companies’

proposed 2018 non-union payroll increases (Attorney General Brief at 137).
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ii. Companies

The Companies assert that the adjustments for non-union employees represent the
actual percentage wage increases for the years 2016 and 2017 and thus are known and
measurable (Companies Brief at 202). With respect to the 2018 compensation, Eversource
claims that it establishes a base pay range for each job based on 90 percent to 110 percent of
the median market rate derived in conjunction with Towers Watson, a global human
resources consulting firm that assists the Companies in setting competitive salary ranges,
variable pay levels, and evaluating and recommending changes to employee benefit plans
(Companies Brief at 461, citing Exh. ES-SL-1, at 4-5). The Companies assert that this base
pay range is consistent with standard compensation practices (Companies Brief at 461, citing
Exh. ES-SL-1, at 5). Further, the Companies argue that they test the competitiveness of the
non-union base salaries and total compensation levels against the external market on an
ongoing basis, and they annually review non-union employee salary adjustments and total
compensation, both current and projected, against external market trends for energy/utility
companies and general industry to determine if they are reasonable (Companies Brief
at 461-462, citing Exh. ES-SL-1, at 15). According to Eversource, these efforts demonstrate
that the Companies’ non-union salary adjustments are closely aligned with the relevant
markets (Companies Brief at 462, citing Exhs. ES-SL-1, at 15-18; ES-SL-6 through
ES-SL-9). Finally, Eversource notes that the Department has found that similar
compensation data and analyses, including those used by NSTAR Gas in its last base rate

proceeding, have demonstrated the reasonableness of non-union salary levels (Companies
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Brief at 462, citing D.P.U. 14-150, at 143; D.P.U. 10-55, at 245; D.T.E. 05-27, at 109;
D.T.E. 02-24/25, at 94).

Regarding the 2018 payroll increase to non-union employees, the Companies assert on
brief that they will provide a management commitment letter by September or October
of 2017, prior to the Order being issued in this proceeding (Companies Brief at 463, citing
Exh. DPU-45-18; Tr. 15, at 3116). According to the Companies, in recent base rate
proceedings, the Department has found acceptable the production of a management
commitment letter prior to the issuance of the Order (Companies Brief at 463-464, citing
D.P.U. 14-150, at 142-143; D.P.U. 13-75, at 146-147, 151-152).

Based on the above considerations, the Companies assert that they have demonstrated
that the non-union salary levels, including the planned 2018 base wage increase, are
reasonable and consistent with Department’s precedent (Companies Brief at 462-463). As
such, the Companies argue that the Attorney General’s recommendations regarding the
disallowance of these costs are without merit and should be rejected (Companies Brief
at 464).

C. Analysis and Findings

The Department’s well-established standard for post-test year non-union payroll
adjustments requires a company to demonstrate that: (1) the non-union salary increase is
scheduled to become effective no later than six months after the date of the Department’s
Order; (2) if the increase has not occurred, there is an express commitment by management

to grant the increase; (3) there is a historical correlation between union and non-union raises;
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and (4) the non-union increase is reasonable. D.P.U. 85-266-A/85-271-A at 107;

D.P.U. 96-50 (Phase I) at 42; D.P.U. 95-40, at 21; Fitchburg Gas and Electric Light

Company, D.P.U. 1270/1414, at 14 (1983).

Two of the Companies’ proposed non-union wage increases occurred before the
issuance of the Department’s Order: on April 1, 2016 and April 1, 2017 (Exhs. ES-DPH-2
(East), Sch. DPH-13, at 2 (Rev. 3); ES-DPH-2 (West) at 2 (Rev. 3)). Additionally, on
August 24, 2017, following the submission of briefs, the Companies provided a management
commitment letter stating that a 2.75 percent payroll increase for non-union employees will
take place on or before April 1, 2018 (Exh. ES-15, at 2). Based on this information, the
Department finds that non-union salary increases are scheduled to become effective no later
than six months after its Order, and there is a commitment by management to grant the
increase that has not yet occurred.

In addition, Eversource provided a historical correlation of non-union and union wage
increases, and demonstrated that it awarded non-union and union pay increases every year
since 2006 (Exhs. ES-SL-1, at 13; ES-SL-5). Between 2006 and 2017, union wage increases
were between 2.75 percent and 4.8 percent, and non-union wage increases were between
2.5 percent and 3.25 percent (Exh. ES-SL-5). Based on this information, the Department
finds that a sufficient correlation exists between union and non-union wage increases. See

Fitchburg Gas and Electric Light Company, D.P.U. 07-71, at 76 (2008); Essex County Gas

Company, D.P.U. 85-59-A at 18 (1988).
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With respect to the reasonableness of the non-union wage increases, the Companies
annually review their current and projected salary levels against external energy companies
and the general industry to determine if they are competitive to the market median
(Exh. ES-SL-1, at 15). Specifically, Eversource compared its current and projected annual
base salaries for non-union employees against median annual salaries for comparable
positions in the Northeast by using survey data from a Towers Watson study (Exhs. ES-SL-1,
at 15; ES-SL-6; ES-SL-7; ES-SL-8). This comparison showed that for NSTAR Electric,
non-union total cash compensation is 2.3 percent above market median, WMECo’s non-union
total compensation is 1.1 percent below market median, and service company non-union total
compensation is 2.4 percent above market median (Exhs. ES-SL-6; ES-SL-8). The results of
this comparison demonstrates that NSTAR Electric’s total cash compensation is 101.2 percent
of the external market, WMECo’s total cash compensation is 101.7 percent of the external
market, and ESC’s total cash compensation is 100.2 percent of the external market
(Exhs. ES-SL-1, at 17-20; ES-SL-6; ES-SL-7; ES-SL-8). The Department finds that the
Companies have demonstrated that their total proposed compensation is competitive with the
market median and, therefore, reasonable (Exh. ES-SL-1, at 15).

Based on the above, the Department finds that Eversource has demonstrated:
(1) non-union salary increases are scheduled to become effective no later than six months
after the Department’s Order; (2) there is an express management commitment to grant
a 2.75 percent non-union wage increase that is scheduled to occur after the date of this

Order; (3) there is a historical correlation between union and non-union payroll increases;



D.P.U. 17-05 Page 133
and (4) the non-union wage increases are reasonable. Accordingly, we allow the Companies’

adjusted non-union payroll expense.

3. Union Wages

a. Introduction

During the test year, NSTAR Electric booked $74,441,305 in payroll expense for
union personnel, including base wages and overtime pay (Exh. ES-DPH-2 (East),
Sch. DPH-13, at 2 (Rev. 3)). Eversource proposes to increase NSTAR Electric’s union
payroll expense by $5,363,174 based on: (1) a union wage increase of 2.75 percent effective
June 2, 2016; (2) a union wage increase of 2.50 percent effective June 2, 2017; and (3) a
union wage increase of two percent effective June 2, 2018 (Exhs. ES-DPH-2 (East),
Sch. DPH-13, at 2 (Rev. 3); ES-15, at 1).

WMECo booked $10,511,256 in payroll expense for union personnel, including base
wages and overtime pay during the test year (Exh. ES-DPH-2 (West), Sch. DPH-13, at 2
(Rev. 3)). Eversource proposes to increase WMECo’s union payroll expense by $667,536
based on: (1) a union wage increase of 2.50 percent effective October 1, 2015; (2) a union
wage increase of 2.50 percent effective October 1, 2016; (3) a union wage increase of
three percent effective October 1, 2017; and (4) a post-test year adjustment of $173,600 for
the annualization of new hires needed to comply with a union settlement mandating a staffing
level of 206 represented employees (Exhs. ES-DPH-1, at 65; ES-DPH-2 (West),

Sch. DPH-13, at 2 (Rev. 3)).
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b. Positions of the Parties

1. Attorney General

The Attorney General argues that WMECo’s pro forma adjustment of $173,600 to
account for the annualization of new hires and maintain a mandated staffing level of
206 employees should be disallowed (Attorney General Brief at 109; Attorney General Reply
Brief at 19). According to the Attorney General, the fluctuations in employee levels
experienced by WMECo are not large enough to require an expense adjustment - i.e., they
are not outside the normal ebb and flow of employee levels (Attorney General Brief at 109).
The Attorney General underscores that the total WMECo employee complement was 298 in
June 2016 and was down to 288 in December 2016 (Attorney General Brief at 109; Attorney
General Reply Brief at 19). She contends that this fluctuation represents the normal ebb and
flow of employee levels and, therefore, the Department should deny WMECo’s adjustment to
annualize the cost of having a 206-employee complement and reduce its pro forma O&M
expense by $173,600 (Attorney General Brief at 109; Attorney General Reply Brief at 19).

The Attorney General did not take issue with the Companies’ proposed adjustments to
payroll expense for union wage increases scheduled to occur in calendar years 2015, 2016,
2017, and 2018.

ii. Companies

The Companies assert that the Department should reject the Attorney General’s
argument that the change in the number of employees represents the normal ebb and flow in
the workplace (Companies Brief at 434). The Companies explain that at the end of the test

year, WMECo hired additional union employees to comply with a union arbitration
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settlement that required WMECo to maintain a bargaining unit staffing level of

206 represented employees (Companies Brief at 202, citing Exh. ES-DPH-1, at 65). Thus,
Eversource states that it made an adjustment to WMECo’s payroll expense to annualize the
cost of labor hires in the test year to reflect the annualized level of labor in the revenue
requirement (Companies Brief at 202, citing Exh. ES-DPH-1, at 66). The Companies
maintain that in calculating this adjustment, WMECo accounted for union employees who
were hired in the test year to meet the employee commitment level as well as the employees
who left WMECo during that period, and included only the incremental costs to annualize the
new union hires made during the test year (Companies Brief at 435, citing Exhs. ES-DPH-1,
at 65-67; ES-DPH-3, WP DPH-13, at 2 (West); Tr. 13, at 2781). Based on these
considerations, the Companies assert that they properly reflected the costs associated with
union staffing levels in the cost of service and that its union compensation adjustments are
appropriate and should be approved by the Department (Companies Brief at 202, 435-436;
Companies Reply Brief at 116).

C. Analysis and Findings

The Department’s standard for post-test year union payroll adjustments requires that
three conditions be met: (1) the proposed increase must take effect before the midpoint of
the first twelve months after the date of the rate increase; (2) the proposed increase must be
known and measurable (i.e., based on signed contracts between the union and the company);
and (3) the proposed increase must be reasonable. D.P.U. 11-01/D.P.U. 11-02, at 174;

D.P.U. 96-50 (Phase I) at 43; D.P.U. 95-40, at 20; D.P.U. 92-250, at 35.
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The Companies’ proposed union payroll adjustments appropriately include only those
increases that have been granted before July 1, 2018, the midpoint of the first twelve months
after the Department’s Order in this proceeding (Exhs. ES-DPH-2 (East), Sch. DPH-13, at 2
(Rev. 3); ES-DPH-2 (West), Sch. DPH-13, at 2 (Rev. 3)). Additionally, the union payroll
increases that occurred in 2016 and 2017 are based on signed collective bargaining
agreements between the Companies and the respective unions (Exhs. DPU-45-08, Att.;
DPU-45-12, Att.; DPU-45-14, Att.). Further, on August 24, 2017, Eversource provided a
management commitment letter stating that a two percent payroll increase for union
employees of NSTAR Electric will take effect on June 2, 2018 (Exh. ES-15, at 1). Thus, the
Department finds that the proposed union wage increases are known and measurable.

Further, with respect to the reasonableness of the union wage increases, the
Companies submitted a comparison of their average union wages with other employers in the
Northeast (Exhs. ES-SL-1, at 9; ES-SL-2; ES-SL-3). The analysis provided demonstrates
that hourly rates paid to the Companies’ union employees are comparable to the median
hourly rates other employers in the region pay for the selected union job titles
(Exhs. ES-SL-2; ES-SL-3). Thus, we find that the Companies have demonstrated the
reasonableness of the union wage increases.

Finally, Eversource proposes a normalizing adjustment to WMECo’s union payroll
O&M expense to account for union settlement obligations that mandate a staffing level of at
least 206 employees by the end of 2016 (Exhs. ES-DPH-1, at 66 n.2; DPU-23-1, Att.;

Tr. 13, at 2777-2783). The Companies included a pro forma adjustment for WMECo of
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$173,600 to reflect the costs associated with this new level of staffing in the cost of service
(Exh. ES-DPH-2 (West), Sch. DPH-13, at 2 (Rev. 3)).

The Department notes that employee levels routinely fluctuate because of retirements,
resignations, hirings, terminations, and other factors. D.P.U. 88-172, at 12;
D.P.U. 1270/1414, at 16-17. The Companies made no explicit effort to demonstrate that the
level of union employees was significant or outside the normal fluctuation of union employee
levels. Nonetheless, the Department will analyze the impact of WMECo’s union employee
hires and departures during the test year on employee staffing levels as well as payroll
expense levels to determine whether they constitute a significant change. The record shows
that there were seven net full-time union employees who were hired during the test year,
which constitutes 3.08 percent of the total WMECo union employee count of 227 employees
in the last month of the test year (Exhs. ES-DPH-3, WP DPH-13, at 2 (West); AG-1-44, Att.
at 3). The proposed pro forma adjustment of $173,600 represents 1.34 percent of WMECo’s
union test year payroll expense (Exh. ES-DPH-2 (West), Sch. DPH-13, at 2 (Rev. 3)). The
Department has previously found that similar fluctuations in the test year did not represent
significant changes to test year employee levels or test year payroll expense. D.P.U. 15-155,

at 160-162; Nantucket Electric Company, D.P.U. 88-161/168, at 67 (1989).

Further, the Department notes that WMECo maintained a level of 206 union
employees or more during each month of the test year, with an average union employee
count of 212 (Exh. AG-1-44, Att. at 3). Therefore, a level of payroll expense associated

with at least 206 union employees is already represented in the proposed cost of service,
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eliminating the need for an additional adjustment to annualize the payroll expense associated
with maintaining a union employee level of 206. Based on the evidence provided above, the
Department finds that the pro forma adjustment of $173,600 associated with WMECo union
hires does not constitute a significant change and, therefore, we do not allow the adjustment
to be included in WMECo’s cost of service. In addition, concordant adjustments to payroll
tax expense will be made, as set forth below in Section VIII.C.

4. Incentive Compensation

a. Introduction

The Companies’ incentive compensation represents the portion of wages and salaries
paid to non-union employees of NSTAR Electric and WMECo, and it is paid in March for
performance in the prior year (Exh. ES-DPH-1, at 72). During the test year, NSTAR
Electric booked $18,170,774 in incentive compensation for non-union personnel
(Exh. ES-DPH-2 (East), Sch. DPH-14, at 2 (Rev. 3)). Eversource proposes to decrease
NSTAR Electric’s incentive compensation by $3,148,685 (Exh. ES-DPH-2 (East),

Sch. DPH-14, at 1 (Rev. 3)).

During the test year, WMECo booked $3,177,908 in incentive compensation for
non-union personnel (Exh. ES-DPH-2 (West), Sch. DPH-14, at 2 (Rev. 3)). Eversource
proposes to decrease WMECo’s incentive compensation by $714,682 (Exh. ES-DPH-2
(West), Sch. DPH-14, at 1 (Rev. 3)).

The factors contributing to the lower amount of proposed rate year incentive
compensation expense for both NSTAR Electric and WMECo are as follows: (1) the test

year level of expense was normalized to remove out-of-period and non-recurring items;
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(2) the incentive compensation amounts awarded during the test year were reduced to target
levels; and (3) further reductions to test year levels were necessary because of changes in the
executive management team (Exh. ES-DPH-1, at 70-71).

b. Positions of the Parties

1. Attorney General

The Attorney General argues that the Department should remove executive incentive
compensation that is based on the attainment of financial goals from the Companies’ cost of
service because it is contrary to Department precedent and the Companies have not
demonstrated a ratepayer benefit (Attorney General Brief at 118-119, citing D.P.U. 10-55,
at 253-254; D.P.U. 11-01/D.P.U. 11-02, at 192-194; D.P.U. 08-35, at 97; Attorney General
Reply Brief at 21). First, the Attorney General notes that incentive compensation for the
Chief Executive Officer, James Judge, and the Chief Financial Officer, Philip Lembo, is
based on the achievement of individual goals related to the overall corporate financial goals
of earnings per share, dividend growth, and credit rating (Attorney General Brief at 119-120,
citing Exh. DPU-45-21(e); Tr. 4, at 827). The Attorney General states that even the
Companies acknowledge that they have made an error in requesting incentive compensation
recovery for the Chief Executive Officer and Chief Financial Officer (Attorney General
Reply Brief at 20). Thus, the Attorney General recommends the elimination of $577,135
from the revenue requirement for incentive compensation tied to the Companies’ Chief
Executive Officer and Chief Financial Officer (Attorney General Brief at 120, citing

RR-AG-4; RR-AG-4, Att. at 2).
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Next, the Attorney General contends that the amount of incentive compensation
attributable to the Companies’ other three named executive officers, Messrs. Leon Olivier,
Werner Schweiger, and Gregory Butler (“Named Executives”) should be reduced by
70 percent. She bases this recommendation on the structure of the Companies’ incentive
compensation program for these individuals, which she contends is split 70 percent for
financial performance and 30 percent on operational performance (Attorney General Brief
at 120, citing Exh. DPU-45-21, Att. at 46). She argues that Eversource’s financial goals are
inherent in the Named Executives’ positions, regardless of whether the Companies have
written in operational goals for these executives (Attorney General Reply Brief at 21). In
addition, the Attorney General asserts that each of the Named Executives is responsible for
financial performance through the budget that each oversees (Attorney General Reply Brief
at 20).

The Attorney General does not challenge the fact that these Named Executives have
certain operational goals, rather, she emphasizes that through their positions, they have the
means and obligation to meet the corporate financial goals, and the Companies have not met
their burden to show otherwise (Attorney General Reply Brief at 21). Shareholders are the
beneficiaries of increases to earnings, according to the Attorney General, and they should
bear the cost of incentive compensation linked to earnings, not the Companies’ ratepayers
(Attorney General Brief at 121). Thus, the Attorney General recommends the additional

elimination of $295,592, or 70 percent of the Named Executives’ incentive compensation that
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is linked to the achievement of financial targets (Attorney General Brief at 121; Attorney
General Reply Brief at 21).

il. Companies

The Companies agree that goals that are directly tied to achieving financial targets,
such as earnings per share, dividend growth, and credit rating, are not recoverable under
Department precedent (Companies Brief at 443-444). The Companies do not challenge the
Attorney General’s recommendation to remove the Chief Executive Officer and Chief
Financial Officer’s portion of incentive compensation from the cost of service (Companies
Brief at 444). The Companies do not, however, agree with the proposed adjustment
calculated by the Attorney General (Companies Reply Brief at 117). Eversource argues that
the Attorney General calculated the disallowance based on information provided in the
Companies’ response to Record Request AG-4, which only shows the reduction of the cash
incentive to target for the test year and is inclusive of transmission and distribution amounts
(Companies Reply Brief at 117). The Companies maintain that $533,160 is the correct
reduction to cost of service and that it is the amount actually incorporated in the revenue
requirement in this proceeding (Companies Reply Brief at 116-117).

The Companies oppose the Attorney General’s recommendation to remove 70 percent
of the incentive compensation paid to the Named Executives, and claim that they do not have
incentive compensation tied to achieving financial targets (Companies Brief at 444, citing
Exh. DPU-45-21). The Companies assert that the goals of the Named Executives are tied to

operational targets, such as safety, customer satisfaction, cost reductions, increasing
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efficiencies, and complying with state and federal laws and regulations (Companies Brief

at 444, citing Exh. DPU-45-21). These goals provide a direct benefit to ratepayers,
according to the Companies, and therefore the Department should reject the Attorney
General’s recommendation (Companies Reply Brief at 119). Moreover, the Companies
express that the Named Executives’ careful management and adherence to operational budgets
benefits customers in terms of lower rates (Companies Reply Brief at 119). Finally, the
Companies argue that they use financial goals as the trigger for funding the incentive
compensation plan in a given year (Companies Reply Brief at 117, citing Tr. 6, at 1156,
1163, 1166-1167). The Companies explain that the incentive compensation pool cannot be
funded unless specific financial goals are met, and they maintain that this structure is
consistent with Department precedent (Companies Reply Brief at 117-118, citing Tr. 6,

at 1156, 1163, 1166-1167).

C. Analysis and Findings

The Department has traditionally allowed incentive compensation expenses to be
included in a utility’s cost of service if: (1) the expenses are reasonable in amount, and
(2) the incentive plan is reasonably designed to encourage good employee performance.

D.P.U. 07-71, at 82-83; Massachusetts Electric Company, D.P.U. 89-194/195, at 34 (1990).

For an incentive plan to be reasonable in design, it must both encourage good employee
performance and result in benefits to ratepayers. D.P.U. 93-60, at 99.
First, the Department must determine whether the costs associated with Eversource’s

incentive compensation program are reasonable in amount. The Companies normalized the
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test year level of expense to remove out-of-period and non-recurring items for both NSTAR
Electric and WMECo (Exhs. ES-DPH-1, at 41, 44, 72; ES-DPH-2, Sch. DPH-14, at 2
(East); ES-DPH-2, Sch. DPH-14, at 2 (West)). Further, since the Companies awarded
incentive compensation payouts above the target level during the test year, they reduced the
revenue requirement to include only the amount of incentive compensation at target levels
(Exhs. ES-DPH-1, at 72; ES-DPH-2, Sch. DPH-14, at 2 (East); ES-DPH-2, Sch. DPH-14,
at 2 (West); DPU-45-32). Finally, Eversource adjusted the test year levels of incentive
compensation to reflect changes in the executive management team to ensure that the
representative amount of incentive compensation for the current executive team is reflected in
the revenue requirement (Exhs. ES-DPH-1, at 72-73; ES-DPH-2, Sch. DPH-14, at 2 (East);
ES-DPH-2, Sch. DPH-14, at 2 (West); DPU-45-32). Based on our review of this evidence,
the Department finds that Eversource has demonstrated that its incentive compensation costs
are reasonable in amount. See D.P.U. 10-70, at 103; D.P.U. 09-39, at 140.

Second, the Department must determine whether the Companies’ incentive
compensation plan is reasonable in design. The record shows that Eversource’s incentive
compensation program for both its union and non-union employees is based on the individual
performance of the employee or targeted goals for safety, reliability, customer and
community responsiveness, and costs control, as well as the performance of the business unit
in which employees work (Exhs. ES-SL-1, at 24; DPU-23-9). Specifically, incentive
compensation is awarded when business unit objectives are reached, which establishes an

incentive pool (Exhs. ES-SL-1, at 24; DPU-45-20, AG-19-18). An individual employee’s
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compensation is then tied to a variable pay component that is dependent on his or her job
scope level (Exhs. ES-SL-1, at 24-25; DPU-58-13; AG-19-17). Payment to the employee is
based on the employee’s individual performance against pre-determined goals relating to his
or her position, as evaluated by his or her supervisor (Exhs. ES-SL-1, at 26; DPU-45-23;
DPU-58-13, AG-19-18). Further, Eversource ensures that its employees are committed to
meeting customer needs by establishing performance goals that are based on providing safe
and reliable services at reasonable costs to customers (Exhs. ES-SL-1, at 26; DPU-45-23).

A portion of Eversource’s incentive plan is tied to meeting financial performance
objectives (Exh. DPU-45-21, at 3). The Department has previously articulated its
expectations on the use of financial targets in incentive compensation plans and the burden to
justify recovery of such costs in rates. D.P.U. 15-80/D.P.U. 15-81, at 115-116; Fitchburg

Gas and Electric Light Company, D.P.U. 13-90, at 82-83 (2014);

D.P.U. 11-01/D.P.U. 11-02, at 192-193; D.P.U. 10-70, at 105-106; D.P.U. 10-55,

at 253-254. Specifically, where a company seeks to include financial goals as a component
of incentive compensation design, the Department expects to see the attainment of such goals
as a threshold component, with job performance standards designed to encourage good
employee performance (e.g., safety, reliability, customer satisfaction goals) used as the basis
for determining individual incentive compensation awards. D.P.U. 14-150, at 147;

D.P.U. 13-90, at 82-83; D.P.U. 11-01/D.P.U. 11-02, at 192-193; D.P.U. 10-70,

at 105-106; D.P.U. 10-55, at 253-254. A company that nonetheless wishes to maintain

financial metrics as a component of the formula used to determine individual incentive
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compensation must be prepared to demonstrate direct ratepayer benefit from the attainment of
these goals or risk disallowance of the related incentive compensation costs. D.P.U. 13-90,
at 83; D.P.U. 11-01/D.P.U. 11-02, at 193; D.P.U. 10-70, at 106; D.P.U. 10-55,

at 253-254.

The incentive compensation paid to the Companies’ Chief Executive Officer and Chief
Financial Officer is directly tied to meeting financial metrics, such as earnings per share,
dividend growth, and credit rating (Exh. DPU-45-21, at 3). The Companies recognize that
incentive compensation for their Chief Executive Officer and Chief Financial Officer should
be removed from the cost of service because their individual incentive compensation goals
are directly tied to achieving financial targets (Companies Brief at 443-444, citing
Exh. DPU-45-21, at 3; Companies Reply Brief at 116). The Attorney General calculates the
incentive compensation for the Chief Executive Officer and Chief Financial Officer to be
$577,135 (Attorney General Brief at 120, citing RR-AG-4, Att. at 2; Attorney General Reply
Brief at 20). The Companies contend that the correct amount attributable to these executives
is $533,160 and assert that the Attorney General relies on the wrong record request to
calculate her figure (Companies Reply Brief at 117). The Companies, however, do not
provide a derivation of the $533,160 figure (Companies Reply Brief at 117).

In calculating the correct disallowance, the Department relies on the information
contained in the Companies’ response to Record Request DPU-18, in which the Companies
present incentive compensation included in the cost of service and the estimated payroll tax

expense. We find the total incentive compensation associated with the Chief Executive
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Office and the Chief Financial Officer and subject to disallowance to be $460,042 ($108,807
+ $351,235) for NSTAR Electric and $85,221 ($20,156 + $65,065) for WMECo
(RR-DPU-18). Accordingly, the Department will remove these amounts from the
Companies’ respective revenue requirement. In recognition of these incentive compensation
adjustments, concordant adjustments to payroll tax expense will be made, as set forth below
in Section VIII.C.

The Attorney General also contends that the Department should reduce the
Companies’ requested recovery of incentive compensation paid to the Companies’ Named
Executives because, she claims, 70 percent of their incentive compensation is based on the
Companies’ overall financial performance (Attorney General Brief at 120). Eversource
utilizes financial goals, specifically earnings per share, as the trigger for funding the incentive
compensation plan in a given year (Exh. AG-19-18; AG-19-19, at 1; Tr. 6, at 1156, 1163,
1166-1167). However, we find that only the Chief Executive Officer and the Chief Financial
Officer are awarded incentive compensation based on the achievement of the overall
corporate financial goals, such as earnings per share, dividend growth, and/or credit rating
(Exh. DPU-45-21, at 3; Tr. 6, at 1155-1156). We are persuaded that the Named Executives’
incentive compensation is tied to the achievement of operational targets, such as fostering a
safety culture, implementing process improvements that drive improved customer satisfaction,
increasing efficiencies and reducing costs, implementation of advanced cybersecurity
protocols and plans, ensuring compliance with state and federal mandates, laws and

regulations, and meeting the Commonwealth’s energy and environmental policy goals
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(Exh. DPU-45-21, at 4-5; Tr. 6, at 1156). We conclude that these goals are directly aligned
with the interests of ratepayers. D.P.U. 14-150, at 147; D.P.U. 10-70, at 104. Further,
while the Named Executives may have some departmental financial goals, such as budgeting
(see Exh. DPU-45-21, at 4-5; Tr. 6, at 1158), the Named Executives’ incentive compensation
is not based on the achievement of the Companies’ overall corporate financial goals, such as
earnings per share, dividend growth, and/or credit rating (Exh. DPU-45-21, at 3; Tr. 6,

at 1155-1156). Based on these considerations, we conclude that the incentive compensation
paid to the Named Executives is consistent with Department precedent and, therefore, we
decline to adopt the Attorney General’s recommendations. For all of the foregoing reasons,
we find that Eversource’s incentive compensation plan is reasonable in design.

5. Emplovee Benefits

a. Introduction

Eversource booked $19,870,555 in test year employee benefits expense for NSTAR
Electric (Exh. ES-DPH-2, Sch. DPH-11, at 2 (East)).69 Eversource proposes to increase
NSTAR Electric’s employee benefits expense by $2,652,549, comprising the following
adjustments: (1) an increase of $2,498,028 for health care expense (i.e.,
medical/prescription, vision, and dental) based on a 7.2 percent working rate;"° (2) an

increase of $323,914 in 401(k) savings plan costs by applying to the test year level of

69 The test year amounts of employee benefits booked by Eversource to NSTAR Electric

and WMECo represent amounts booked solely to O&M expense and do not represent
any capitalized amounts (see Exhs. AG-1-50 & Atts.; AG-51-5 & Atts.).
70 A “working rate” represents the per-employee expected claims levels for the
following year and is provided by the Companies’ benefits consultants and external
vendor partners, Cigna and Express Scripts (Exhs. ES-DPH-1, at 58; DPU-45-34).
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expense a payroll percentage adjustment of 7.589 percent; and (3) a decrease of $169,393 to
reflect the allocation of a representative amount of basic service administrative costs in the
basic service adder (Exhs. ES-DPH-1, at 57-59; ES-DPH-2 (East), Sch. DPH-11, at 2
(Rev. 3)).

Eversource booked $3,047,400 in test year employee benefits expense for WMECo
(Exh. ES-DPH-2, Sch. DPH-11, at 2 (West)). Eversource proposes to increase WMECo’s
employee benefits expense by $412,040, comprising the following adjustments: (1) an
increase of $465,944 for health care expense (i.e., medical/prescription, vision, and dental)
based on a 7.2 percent working rate; (2) an increase of $24,483 in 401(k) savings plan costs
by applying to the test year level of expense a payroll percentage adjustment amount of
7.313 percent; and (3) a decrease of $78,387 to reflect the allocation of a representative
amount of basic service administrative costs in the basic service adder (Exhs. ES-DPH-1,
at 57-59; ES-DPH-2 (West), Sch. DPH-11, at 2 (Rev. 3)).

b. Positions of the Parties

1. Attorney General

The Attorney General argues that because the Companies self-insure, their medical
costs are not based on contractual increases, but on working rates that Eversource develops
(Attorney General Brief at 122). In this regard, the Attorney General claims that in order to

71

derive the working rate, the Companies used a “health care growth rate””" of 9.5 percent,

which she claims does not represent the actual increase in the Companies’ employee medical

m While the Attorney General refers to the “health care growth rate,” it appears from

her arguments and references in her briefs that she is referring to the annual medical
and prescription trend rate, as it appears in Exhibit DPU-45-31, Attachment (b).
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costs, is beyond any credible growth rate observed in the market, is not known and
measurable, and is unsupported by any record evidence (Attorney General Brief at 122-123,
citing Exh. DPU-45-31; Attorney General Reply Brief at 21, citing Exh. DPU-45-31,

Att. (b)).

More specifically, the Attorney General claims that the Companies do not incur higher
health care costs at the 9.5 percent growth rate through a fixed premium; rather, they only
pay actual costs (Attorney General Reply Brief at 22). Further, the Attorney General adds
that the Companies incur no penalty if the health care growth rate forecast is over-inflated, so
if the 9.5 percent health care growth rate is higher than actual costs, the benefits will flow to
shareholders (Attorney General Reply Brief at 22). Additionally, the Attorney General
argues that the Companies’ management “made up” the growth rate, and that there is no
independent study or survey supporting the 9.5 percent growth rate for health care costs
(Attorney General Reply Brief at 22).

Based on these arguments, the Attorney General contends that the Companies have
calculated adjustments to their test year medical expenses based on inflated estimates of

72

health care growth rates (Attorney General Brief at 122)."” Thus, the Attorney General

asserts that if the Department allows an increase to the Companies’ health care expense, it

” In further support of her arguments, the Attorney General claims that the Companies’

actuarial reports for retiree benefit costs forecast a growth rate of 6.25 percent, while

general inflation in the economy has been around two percent (Attorney General Brief
at 124, citing Exhs. AG-JRW-1, at 82; AG-JRW-14, at 6; ES-RBH-1, at 35; Tr. 6,

at 1113-1115; Attorney General Reply Brief at 22). The Attorney General also claims
that the Society of Actuaries’ model is forecasting a 5.5 percent growth rate for 2018

for health care costs (Attorney General Reply Brief at 22).
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should do so based on “more reasonable health care trends” (Attorney General Brief at 124).
In this regard, the Attorney General claims that a more reasonable health care growth rate of
6.5 percent (rather than 9.5 percent) should be used (Attorney General Brief at 124, citing
RR-AG-8; Attorney General Reply Brief at 21-22). She states that using this health care
growth rate to derive the working rate would result in an increase of medical costs of
$1,668,140 for NSTAR Electric and an increase of $329,237 for WMECo (Attorney General
Brief at 124, citing RR-AG-8).
il. Companies

The Companies argue that the Attorney General mischaracterizes the Department’s
precedent on the use of working rates (Companies Brief at 445; Companies Reply Brief
at 124). According to the Companies, their working rate calculation conforms to Department
requirements as they developed their working rates in a similar manner to the working rates
approved by the Department in D.P.U. 15-155 (Companies Brief at 447; Companies Reply
Brief at 119). Specifically, the Companies note that they designed their working rates with
the support of consultants that employed an underwriting process to make projections for the
upcoming year (Companies Brief at 447, citing Exh. ES-MPS-1, at 10). Further, the
Companies claim that their consultants estimated total plan expenses and benefit payments,
and reviewed Eversource’s own claims as well as national trend data in order to determine
work rate trends (Companies Brief at 447). Eversource asserts that the working rates used to

calculate the adjustment are correlated to NSTAR Electric’s and WMECo’s experience,
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rather than that of a broad-based pool of insured entities (Companies Brief at 197; Companies
Reply Brief at 119).

Next, Eversource disputes the Attorney General’s representation that the Companies
used an annual health care growth rate of 9.5 percent (Companies Brief at 448; Companies
Reply Brief at 119). Rather, the Companies contend that the 9.5 percentage rate is actually
the annual medical and prescription drug growth rate and just one component of the overall
projected percentage increase in health care costs, which the Companies assert is 7.2 percent
(Companies Brief at 448, citing Exh. DPU-45-31, Att. (b); Companies Reply Brief at 119,
citing Attorney General Brief at 21-23). Moreover, the Companies disagree with the
Attorney General’s purported health care growth rate of 6.5 percent and claim (1) that the
Attorney General “cherry picked” the Companies’ working rates calculation, and (2) that the
Attorney General’s recommended value is out of line with the history and expected future of
healthcare costs for Eversource employee health plans (Companies Brief at 449, citing
Exh. DPU-45-31, Att. (b); RR-AG-8; Companies Reply Brief at 122-124). The Companies
reiterate that actual claims experience in combination with actuarial assumptions were used to
develop their working rate for the 2017 plan year, and, therefore, the Department should
disregard the Attorney General’s recommendation (Companies Brief at 448; Companies Reply
Brief at 124). Further, Eversource states that since it is self-insured, it is in the Companies’
interest to develop accurate and reasonable working rates in order to include the appropriate

medical expense in rates (Companies Reply Brief at 123).
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Based on these considerations, Eversource asserts that the Department should accept
the Companies’ proposed medical cost adjustments (Companies Brief at 449; Companies
Reply Brief at 124).

C. Analysis and Findings

1. Health Care Expenses

To be included in rates, health care expenses, such as medical, dental, and vision,

must be reasonable. The Berkshire Gas Company, D.T.E. 01-56, at 60-61 (2002);

D.P.U. 92-78, at 29-30; Nantucket Electric Company, D.P.U. 91-106/91-138, at 53 (1991).

Further, companies must demonstrate that they have acted to contain their health care costs in
a reasonable, effective manner. D.T.E. 01-56, at 60; D.P.U. 96-50 (Phase I) at 46;

D.P.U. 92-78, at 29; D.P.U. 91-106/91-138, at 53. Finally, any post-test year adjustments
to health care expense must be known and measurable. D.T.E. 01-56, at 60; D.P.U. 96-50

(Phase I) at 46; North Attleboro Gas Company, D.P.U. 86-86, at 8 (1986).

As an initial matter, the Department finds that Eversource’s health care expenses are
reasonable and that the Companies have taken reasonable and effective measures to contain
these costs (Exh. ES-MPS-1, at 8-10). For example, Eversource is self-insured
(Exh. ES-MPS-1, at 10). Further, the Companies introduced a “High Deductible Health
Plan” design that encourages consumerism; consolidated medical carriers and streamlined
options; negotiated an agreement with its pharmacy manager that resulted in discounts for
prescription drugs, lower fees, and larger rebates; employs a number of
utilization-management programs such as Step Therapy programs, which encourages the use

of lower-cost generic medications; uses quantity-limit programs that utilize the U.S. Food
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and Drug Administration guidelines regarding dosage limits; is involved in prior-authorization
programs that require clinical evidence before filling certain higher-cost and higher-risk
medications; uses mail order for maintenance drugs to generate savings associated with the
elimination of dispensing fees; and targets intervention on use of brand-name medications
when generics are available (Exh. ES-MPS-1, at 9).

Eversource also employs pricing strategies that encourage employees to consider
lower-cost health-plan options and also encourage the evaluation of alternate health-plan
coverage available to employed family members (Exh. ES-MPS-1, at 13). Additionally, the
Companies introduced three new plan designs for non-union employees, and negotiated the
implementation of the same health plan offerings for its unions (Exh. ES-MPS-1, at 13).
Under its employee-contribution model, Eversource applies strategies that encourage
employees to consider lower-cost health plan options and encourage the use of alternate
coverage for family members (Exh. ES-MPS-1, at 13). The Companies’ non-union
employees pay a lower percentage of their own premium cost and a higher percentage of
premiums for dependents, and they bear the cost of buying a higher level of coverage
(Exh. ES-MPS-1, at 13). Further, the Companies periodically benchmark their health care
benefit programs against the programs of other employers (Exh. ES-MPS-1, at 5). Finally,
Eversource offers wellness programs to help manage and improve employee health, which in
turn helps to moderate health costs over time (Exh. ES-MPS-1, at 4, 14-15).

Turning to the specifics of Eversource’s proposed health care expense, the Companies

maintain that they have relied on the most recent working rates to develop the appropriate
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adjustments to test year costs to reflect the increases that are expected through July 2018
(Companies Brief at 196; Companies Reply Brief at 119). The Department has previously
denied recovery of pro forma health care expenses based on working rates derived from
actuarial estimates encompassing a broad-based pool of insured parties.
D.P.U. 15-80/D.P.U. 15-81, at 137; D.P.U. 13-90, at 94. In the instant case, however,
Eversource’s working rate is derived using Eversource-specific data such as medical and
prescription drug claims expense, enrollment figures, plan design details, administration
costs, and fees (Exhs. ES-DPH-1, at 57; ES-MPS-1, at 12; ES-MPS-2; DPU-45-31;
DPU-45-34; Tr. 6, at 1117-1130). The Companies’ external benefits consultants developed
the working rate using actuarial principles; the rate is based on the Companies’ actual
insurance claims and cost trends experienced during the two years prior to the test year
(Exh. ES-MPS-1, at 11). Therefore, we conclude that Eversource’s proposed working rates
are sufficiently correlated to NSTAR Electric’s and WMECo’s experience, rather than that of
a broad-based pool of insured entities, to warrant their use in determining the Companies’
health care expense in this proceeding. See D.P.U. 15-155, at 176-177.

Having found that Eversource’s working rates are acceptable and consistent with

Department precedent, we accept the Companies’ working rates of 7.2 percent and decline to

& The Department recognizes that disallowing Eversource’s post-test year adjustments

on the basis of working rates could provide a disincentive for companies to implement
aggressive cost control measures, such as switching to self-insurance, when such
measures otherwise would be deemed cost-effective. D.P.U. 15-155, at 177;

D.P.U. 95-40, at 26; D.P.U. 92-210, at 22. However, we reiterate that working
rates must be correlated to the petitioner’s experience, rather than that of a
broad-based pool of insured entities.
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adopt the Attorney General’s recommendations. In this regard, we note that the Attorney
General’s recommended health care growth rate of 6.5 percent, which she claims would
produce a working rate of 2.4 percent (see Tr. 6, at 1129-1130; RR-AG-8), does not
sufficiently correlate to the Companies’ experience with health care costs for active
employees.”* Based on these findings, the Department accepts the Companies’ proposed
adjustments to test year health care expenses.

ii. 401(k) Savings Plan Costs

As noted above, Eversource proposes to increase NSTAR Electric’s 401(k) savings
plan costs by $323,914, which represents a proposed 7.589 percent salary increase for union
and non-union employees (Exhs. ES-DPH-1, at 57-59; ES-DPH-2 (East), Sch. DPH-11, at 2
(Rev. 3)). Similarly, Eversource proposes to increase WMECo’s 401(k) savings plan costs
by $24,483, which represents a proposed 7.313 percent salary increase for union and
non-union employees (Exhs. ES-DPH-1, at 57-59; ES-DPH-2 (West), Sch. DPH-11, at 2
(Rev. 3)). The Department has found that employee contributions to utility-sponsored
savings plans are voluntary and, thus, subject to fluctuation. D.P.U. 13-90, at 102-104;

Commonwealth Electric Company/Cambridge Electric Light Company,

D.P.U. 89-114/90-331/91-80 (Phase One) at 66-67 (1991); Commonwealth Electric

Company, D.P.U. 88-135/151, at 68 (1989). In the absence of a demonstration that the

b We also are not persuaded by the Attorney General’s reliance on the Society of

Actuaries’ forecast of a 5.5 percent growth rate, which she presented for the first time
on brief (Attorney General Reply Brief at 22). Unlike the Companies’ derivation of
working rates, the Society of Actuaries’ forecast is based on inflation, real income per
capita, and excess medical cost growth, not data specific to the Companies (see
https://www.soa.org/research-reports/2016/research-hlthcare-trends/).
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post-test year participation levels are more representative of future participation than the total
employee contributions made during the test year, the Department declines to permit any
adjustment above the expense booked during the test year. D.P.U. 92-250, at 48;

D.P.U. 89-114/90-331/91-80 (Phase One) at 66-67; D.P.U. 88-135/151, at 68.

Here, the Companies’ proposed increases are based on the assumption that the
increase in savings plan contributions will be consistent with the overall increases in salaries
(Exh. ES-DPH-1, at 58-59). Thus, the Companies’ proposed increases are based on
percentage increases to union and non-union salaries regardless of whether an employee
participates in or makes contributions to the 401(k) savings plan. In addition, the Companies
have not demonstrated that the post-test year participation levels are more representative of
future participation that those contributions made during the test year. Thus, the Department
disallows the Companies’ proposed increases associated with 401(k) savings plan costs.
D.P.U. 92-250, at 48; D.P.U.89-114/90-331/91-80 (Phase One) at 66-67;

D.P.U. 88-135/151, at 68; see also D.P.U. 14-150, at 152-153. Accordingly, the
Department reduces NSTAR Electric’s proposed cost of service by $323,914 and reduces
WMECo’s proposed cost of service by $24,483.

B. Service Company Charges

1. Introduction

Beginning with the April 10, 2012 effective date of the merger of Northeast Utilities
and NSTAR (see Section V.A above) and through December 31, 2013, Northeast Utilities
Service Company (“NUSCO”) and NSTAR Electric & Gas Service Company (“NE&G”)

operated as a single service company organization despite being separate legal entities
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(Exh. ES-DPH-1, at 26). Effective January 1, 2014, NE&G was legally merged into
NUSCO, with NUSCO as the surviving entity (Exh. ES-DPH-1, at 26). Effective

February 2, 2015, Northeast Utilities and all of its subsidiaries began doing business as
Eversource Energy, and NUSCO was renamed ESC (Eversource Service Company)

(Exh. ES-DPH-1, at 26).

ESC provides administrative, corporate, and management services to NSTAR Electric,
WMECao, and other operating subsidiaries of Eversource Energy (Exh. ES-DPH-1, at 26).
The Companies incur expenses from ESC in two ways: (1) through direct charges, which
are billed to the Companies for costs incurred and work performed by ESC personnel; and
(2) through common costs, which are allocated among the respective subsidiaries that receive
services provided by ESC based on allocation factors (Exh. ES-DPH-1, at 27).> All ESC
charges are billed to NSTAR Electric and WMECo in conformance with service agreements,
which specify the services that are provided to the Companies (Exh. ES-DPH-1, at 27). ESC
provides services to NSTAR Electric and WMECo in numerous functional areas such as
accounting, communications, conservation and load management services, construction,
customer relations, demand side management, energy supply, engineering, facilities, finance
and business planning, human resources, information technology, legal, rates and regulation,

and taxes (Exh. AG-1-26, Atts. (a), (b)).

» ESC uses an internal document called the Cost Charging and Allocation Manual to

determine the allocation of costs among its operating subsidiaries. When costs cannot
be charged directly because they benefit more than one business segment, the
allocators are used. The cost allocation method is intended to ensure the accurate
charging of service company costs to its affiliates (Exh. AG-1-28, Att. (d)).
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Eversource included ESC charges in the corresponding expense categories in the test
year (e.g., salary and wages) (Exhs. ES-DPH-2 (East), Schs. DPH-11, DPH-13 (Rev. 3);
ES-DPH-2 (West), Schs. DPH-11, DPH-13 (Rev. 3)). Additionally, Eversource included
various ESC charges in the normalizing or known and measurable adjustments to the cost of
service in the appropriate expense categories. For example, salaries of ESC employees are
included in the Companies’ proposed adjustment to payroll expense (Exhs. ES-DPH-2 (East),
Sch. DPH-13 (Rev. 3); ES-DPH-2 (West), Sch. DPH-13 (Rev. 3).

ESC’s charges include an equity rate of return component, which is intended to
provide for a return on ESC’s assets that are used for the benefit of its affiliates
(Exh. AG-1-25; Tr. 15, at 3065; RR-AG-21). During the test year, NSTAR Electric booked
$32,133,446 in charges from ESC, of which $1,988,563 was related to ESC’s equity rate of
return component (Exh. AG-1-25, Att. (a)). During the test year, WMECo booked
$6,653,794 in charges from ESC, of which $414,549 was related to ESC’s equity rate of
return component (Exh. AG-1-25, Att. (b)).

2. Positions of the Parties

a. Attorney General

The Attorney General identifies two issues related to service company charges. First,
the Attorney General explains that ESC charges related to general service company overhead
are applied with the ESC labor costs to the accounts in which the labor costs are charged
(Attorney General Brief at 111). The overhead charges include a return on equity on ESC
assets, among others (Attorney General Brief at 111). The Attorney General calculates that

during the test year, ESC charges for the return on equity component of total service
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company overhead were $1,988,563 for NSTAR Electric and $414,549 for WMECo
(Attorney General Brief at 111, citing Exhs. AG-DR-1, at 4; AG-1-25, Atts. (a), (b)). The
Attorney General argues that the return on equity that ratepayers pay on ESC assets should
be limited to the return on equity found to be fair and reasonable by the Department in this
proceeding (Attorney General Brief at 111-112, citing Exh. AG-DR-1, at 5). Thus, the
Attorney General calculates reductions to ESC overhead costs included in the test year to be
$307,754 for NSTAR Electric and $31,307 for WMECo based on her recommended return
on equity of 8.875 percent (Attorney General Brief at 112, citing Exhs. AG-DR-1, at 5;
AG-DR-2, Sch. 2).

Second, the Attorney General proposes that test year charges from ESC should be
reduced for the impacts of Eversource’s proposed acquisition of Macquarie Utilities, Inc.

(“Macquarie”), then pending before the Department in docket Eversource Energy/Macquarie

Utilities, Inc. Acquisition, D.P.U. 17-115 (Attorney General Brief at 112-113).7 According

to the Attorney General, mergers and acquisitions of utility companies typically result in

significant cost savings for the post-merger and post-acquisition companies by merging the

76 On June 29, 2017, Eversource and Macquarie filed a petition with the Department

seeking approval, pursuant to G.L. c. 165, § 2, and G.L. c. 164, § 96, of a change of
control of Macquarie, which is a holding company of Aquarion Water Company of
Massachusetts (“AWC-MA”) and its subsidiaries in Connecticut and New Hampshire.
The petition seeks approval of a transaction whereby Eversource will acquire
Macquarie, including AWC-MA and its subsidiaries, for approximately

$1.675 billion, comprised of approximately $880 million in cash and an estimated
$795 million of assumed Macquarie debt (see Exh. AG-1-2, Att. (a) at 2, 5-7

(Supp. 4)). The Department approved the acquisition on November 28, 2017.
Eversource Energy/Macquarie Utilities, Inc. Acquisition, D.P.U. 17-115

(November 28, 2017).
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service company functions and thus reducing the allocation of service company costs to the
operating companies (Attorney General Brief at 113; Attorney General Reply Brief at 27). In
support of her position, the Attorney General cites multiple examples of mergers and
acquisitions that resulted in cost savings, such as the merger between Northeast Utilities and
NSTAR; the merger and acquisition involving Boston Edison Company and Commonwealth
Energy; the Northeast Utilities and Yankee Gas merger; and Northeast Utilities’ acquisition
of Public Service Company of New Hampshire (Attorney General Brief at 113-114). The
Attorney General claims that the acquisition of Macquarie should result in the consolidation
of functions between Eversource and Macquarie’s subsidiaries Aquarion Water Company of
Massachusetts, Aquarion Water Company of New Hampshire and Aquarion Water Company
of Connecticut (hereinafter collectively as “Aquarion”), which would reduce the costs to be
allocated to NSTAR Electric and WMECo post-acquisition (Attorney General Brief

at 113-114).

The Attorney General recommends using the Companies’ COS5 allocation factor as a
reasonable means of reducing indirect costs allocated to NSTAR Electric and WMECo as a
result of the acquisition, as this factor includes plant, revenues, and expense, and it is based
on a 50/50 split of allocation codes C04 and B10 (Attorney General Brief at 115). The
Attorney General calculates the impacts of the inclusion of Aquarion in the calculation of the
CO5 allocation factor and computes an estimated 5.31 percent reduction in costs charged to
NSTAR Electric, or a $6,285,012 reduction in test year O&M expenses (Attorney General

Brief at 117; Attorney General Reply Brief at 27). Similarly, she produces a 5.52 percent
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reduction in costs charged to WMECo, or a $1,054,299 reduction in test year O&M expenses
(Attorney General Brief at 117; Attorney General Reply Brief at 27). The Attorney General
emphasizes that, contrary to the Companies’ interpretation, her recommended adjustments are
not based on a reduction of costs incurred by ESC, but rather are based on the impact of
including Aquarion in the allocation factors utilized by the service company (Attorney
General Reply Brief at 28). The Attorney General recommends that the Department reduce
the Companies’ pro forma cost of service to reflect these cost reductions from Eversource’s

purported consolidation with Aquarion (Attorney General Brief at 117).

b. Companies

The Companies contend that in calculating a proposed reduction of ESC overhead
costs, the Attorney General incorrectly applies the Companies’ most recently authorized rates
of return of 10.5 percent for NSTAR Electric and 9.6 percent for WMECo (Companies Brief
at 438, citing Exh. AG-DR-2, Sch. 2). The Companies submit that the return on equity used
by ESC during the test year was 9.71 percent from July 2015 to December 2015 and
9.78 percent from January 2016 to June 2016 (Companies Brief at 438). According to the
Companies, ESC’s rate of return is determined annually by calculating the average authorized
return for each regulated entity, weighted based on Eversource’s C09 allocator, which
considers Gross Plant Assets and Net Income (Companies Brief at 438, citing RR-AG-21).
The Companies maintain that the Department should disregard the Attorney General’s

recommended return on equity of 8.875 percent and should instead approve Eversource’s
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suggested return on equity of 10.5 percent, which the Companies claim would set the most
appropriate basis for reducing ESC overhead costs (Companies Brief at 439).

Turning to Eversource’s recently approved acquisition of Macquarie, the Companies
agree with the Attorney General that although there were significant savings associated with
the Northeast Utilities/NSTAR merger as well as others, they claim that savings in those
mergers cannot be used as a measure for potential savings related to the Macquarie
acquisition because Eversource does not have plans to integrate Aquarion functions with the
existing Eversource organization (Companies Brief at 442; Companies Reply Brief at 126,
citing D.P.U. 17-115, Exh. DPU-1-20)). Eversource explains that as a result, the
operational savings will be more limited than those achieved in the Northeast
Utilities/NSTAR merger (Companies Brief at 442, citing D.P.U. 17-115, Exh. ES-AQ-1,
at 17). Instead, Eversource proposes that it will directly bill Macquarie for any services
provided such as cash management, tax compliance, executive management, and legal
(Companies Reply Brief at 126).

3. Analysis and Findings

a. Introduction

The Department permits rate recovery of payments to affiliates where these payments
are: (1) for services that specifically benefit the regulated utility and that do not duplicate
services already provided by the utility; (2) made at a competitive and reasonable price; and
(3) allocated to the utility by a method that is both cost-effective in application and
nondiscriminatory for those services specifically rendered to the utility by the affiliate and for

general services that may be allocated by the affiliate to all operating affiliates.



D.P.U. 17-05 Page 163
D.P.U. 15-155, at 270-271; D.P.U. 13-75, at 184; D.P.U. 12-25, at 231 ;

D.P.U. 89-114/90-331/91-80 (Phase I) at 79-80; Hingham Water Company, D.P.U. 88-170,

at 21-22 (1989); AT&T Communications of New England, Inc., D.P.U. 85-137, at 51-52

(1985). In addition, 220 CMR 12.04(3) provides that an affiliated company may sell, lease,
or otherwise transfer an asset to a distribution company, and may also provide services to a
distribution company, provided that the price charged to the distribution company is no
greater than the market value of the asset or service provided.

b. Services

In determining whether the services rendered by an affiliate specifically benefit a
regulated utility and do not duplicate services already provided by the utility, it is necessary
to examine whether there is any overlap between the services rendered by an affiliate and the
operating company’s functions. D.P.U. 13-75, at 184; D.P.U. 08-27, at 80-81;

D.P.U. 1699, at 11-12. The services provided to the Companies by ESC employees include
administrative, technical, and professional services within numerous functional groups,
including: accounting, auditing, conservation and load management, construction, demand
side management, energy supply, engineering, environmental, facilities, finance and business
planning, human resources, information technology, insurance, legal, procurement, rates and
regulation, taxes, and many other various functions (Exhs. ES-DPH-1, at 26; AG-1-26,
Atts. (a), (b)). The Companies require these types of services on a continuing basis for the
proper operation of their business and the delivery of electric service to their customers.

Therefore, these services specifically benefit NSTAR Electric and WMECo in providing
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service to their customers, and the services provided by ESC are not duplicative of services
already provided by the Companies’ personnel.

C. Price

Next, the Department evaluates whether ESC charges to NSTAR Electric and
WMECo are competitive and reasonable. In prior cases, when determining whether services
were charged at a competitive and reasonable price, the Department accepted a review of
employer compensation structures compared to the market because service company charges
tend to be primarily labor-related. D.P.U. 15-155, at 272; D.P.U. 13-75, at 186;

D.P.U. 12-25, at 233; D.P.U. 09-39, at 260. The record shows that compensation of ESC
employees is competitive compared to the market median (Exhs. ES-SL-1, at 15; ES-SL-8).
The Companies provided evidence of the competitiveness and reasonableness of ESC costs by
comparing ESC base salaries and total cash compensation against median base salaries and
total cash compensation in the energy/utility and general industry sectors in the Northeast
using a Towers Watson study (Exh. ES-SL-8). In particular, the cost comparisons show that
ESC employees’ base salary is approximately 100.4 percent of the external market and that
total cash compensation is approximately 100.2 percent of the external market

(Exhs. ES-SL-1, at 20; ES-SL-8). The defined competitive market range is between 90 and
110 percent of the market median (Exh. ES-SL-1, at 20). Thus, Eversource’s analysis
demonstrates that the services provided by ESC are closely aligned with third-party rates

observed in the market (Exh. ES-SL-8). Based on the foregoing, the Department finds that



D.P.U. 17-05 Page 165
the Companies have adequately demonstrated that ESC services provided to NSTAR Electric
and WMECo were charged at a competitive and reasonable price.

The Attorney General proposes that overhead costs charged by ESC during the test
year should be reduced to reflect the return on equity approved by the Department in this
proceeding (Attorney General Brief at 111). The Attorney General calculates reductions to
ESC overhead costs included in the test year of $307,754 for NSTAR Electric and $31,307
for WMECo based on the 8.875 percent return on equity recommended by the Attorney
General (Attorney General Brief at 112, citing Exhs. AG-DR-1, at 5; AG-DR-2, Sch. 2).

The Companies did not challenge the Attorney General’s recommendation as it
pertains to using the return on equity set in this proceeding, however, they indicate that the
return on equity used by ESC during the test year was 9.71 percent from July 2015 to
December 2015 and 9.78 percent from January 2016 to June 2016, not 10.5 percent for
NSTAR Electric and 9.6 percent for WMECao, as cited by the Attorney General (Companies
Brief at 438). Further, the Companies argue that the appropriate return on equity to use to
set the basis for any reduction in ESC overhead costs should be 10.5 percent (Companies
Brief at 438-439).

The Department agrees that the return on equity on ESC overhead costs should be
based on the return on equity found to be just and reasonable in this proceeding. Aquarion

Water Company of Massachusetts, D.P.U. 11-43, at 145 (2012); D.P.U. 08-27, at 82. As

set forth in Section XVI.E below, the Department has concluded that a return on equity of
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10.0 percent is appropriate for the Companies. Therefore, the Department will use a return
of equity of 10.0 percent to determine ESC’s overhead costs.

Next, we find that the Attorney General’s recommended calculation of the ESC
overhead costs adjustment (Exh. AG-DR-2, Sch. 2) inappropriately overlooks the fact that the
ESC’s equity rate of return component is derived from multiple entities (RR-AG-21).
Therefore, we decline to adopt the Attorney General’s recommendations. Similarly, we are
not persuaded by the Companies’ use of a C09 allocator to determine ESC’s annual equity
rate of return component (RR-AG-21). In particular, we note that the record shows that the
CO09 allocator relies on data from WMECo, CL&P, and Yankee Gas Services Company
(Exhs. AG-1-28, Att. (d) at 7; AG-1-92, Att. at 1). We find that the absence of NSTAR
Electric data as part of the allocator calls into question the validity of the use of the C09
allocator to apportion ESC’s equity rate of return component. Therefore, the Department
concludes that it is appropriate to use a different allocator.

The Department has examined the allocators used in the Cost Charging and Allocation
Manual. Given the scope of services provided by ESC and its role in the operations of
Eversource’s affiliates, including NSTAR Electric and WMECo, the Department considers it
appropriate to select an allocator that covers a broad range of affiliates. Based on this
consideration, the Department finds that the C11 allocator covers a wide range of Eversource
affiliates, and includes the allocation factors for both NSTAR Electric and WMECo
(Exh. AG-26-23, Att. at 1). As such, we conclude that using the C11 allocator to apportion

ESC’s return on equity is reasonable and appropriate.
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Using the C11 allocator and the return on equity approved by the Department in this
proceeding, ESC’s equity rate of return component can be calculated as follows. First, the
Department notes that during the first half of the test year (i.e., July 2015 through
December 2015), ESC charged NSTAR Electric and WMECo $486,590 and $99,511,
respectively, in equity rate of return components (Exh. AG-1-25, Atts.). During the second
half of the test year (i.e., January 2016 through June 2016), ESC charged NSTAR Electric
and WMECo $1,501,973 and $315,038, respectively, in equity return components
(Exh. AG-1-25, Atts). Thus, ESC’s total equity rate of return component during this period
was $2,403,112 (Exh. AG-1-25, Atts.). ESC used an equity rate of return component during
the split test year of 9.71 percent from July 2015 to December 2015, and 9.78 percent from
January 2016 to June 2016 (RR-AG-21). These returns, weighted by ESC’s equity rate of
return components during these periods, produce a weighted return on equity for ESC of
9.76 percent.”’

Because the C11 allocator would represent a weighted average of allowed returns on
equity, it is necessary to develop a composite return on equity component for the Companies’
other affiliates used in the C11 allocator. Using ESC’s weighted return on equity of
9.76 percent as calculated above, as well as the allocation factors provided in
Exhibit AG-26-23, NSTAR Electric’s currently allowed return on equity of 10.5 percent, and

WMECo’s currently allowed return on equity of 9.6 percent, the return on equity for the

7 ((($486,590 + $99,511) x 9.71 percent) + ($1,501,973 + $315,038) x 9.78) /
$2,403,112 = 9.76 percent).
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other entities in the C11 allocator can be mathematically derived as 9.35 percent.”® With this
data, and using the 10.0 percent return on equity being granted to the Companies, ESC’s test
year weighted average return on equity can be mathematically calculated as 9.60 per(:ent.79
Finally, the Department multiplies the return on equity component included in ESC’s
overhead charges ($1,988,563 for NSTAR Electric and $414,549 for WMECo) by the
percentage change in ESC’s equity component of 0.16 percent (9.76 — 9.60 = 0.16) to
calculate the appropriate reduction to overhead costs charged by ESC during the test year
(Exhs. AG-1-25, Atts. (a), (b)). Based on these calculations, we find that NSTAR Electric’s
proposed ESC charges should be reduced by $3,778 and WMECo’s proposed ESC charges
should be reduced by $662. Accordingly, the Department reduces NSTAR Electric’s
proposed cost of service by $3,778 and reduces WMECo’s proposed cost of service by $662.

d. Allocation

Finally, we evaluate the method of allocating costs from ESC to NSTAR Electric and
WMECo. When allocating costs among affiliates, it is preferable that costs associated with a
specific utility are directly assigned to that utility. In the absence of a clear relationship
between the cost and the affiliate, or when costs cannot be directly assigned, these costs
preferably should be allocated using cost-causative allocation factors to the extent such

allocation factors can be applied, with general allocation factors used to allocate any

7 (9.76 percent - (34.67 percent x 10.5 percent) — (4.41 percent x 9.60 percent) /

(1.00 - 0.03467 - 0.0441)) = 9.35 percent.
L (10.0 percent x 34.67 percent) + (10.0 percent x 4.41 percent) + (9.35 percent x
60.92 percent) = 9.60 percent).
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remaining costs. D.P.U. 15-155, at 274; D.P.U. 13-75, at 188;
D.P.U. 11-01/D.P.U. 11-02, at 318-321; D.P.U. 10-114, at 271-274.

ESC provides services to NSTAR Electric and WMECo pursuant to service
agreements, and ESC costs are charged based on the method of allocation set forth in the
service agreements (Exhs. ES-DPH-1, at 27; AG-1-26, Atts. (a), (b)). ESC charges are
made directly to the Companies and, when direct assignment is not possible, through
allocation factors (Exh. AG-1-26, Atts. (a), (b)). ESC expenses are directly charged to the
appropriate business segment whenever possible for costs incurred in carrying out activities
or conducting business for that entity (Exh. AG-1-28). When more general costs are
incurred to serve the operating companies that cannot be directly assigned, such costs are
allocated among the operating companies based on an allocation method (Exh. AG-1-28).
The allocations are designed to be proxies for cost causation within a particular function
(Exh. AG-1-28).% Allocations are made only after it is determined that it is not practical or
reasonably possible to perform a direct assignment of the costs (Exh. AG-1-28).

To ensure accuracy of the allocations, ESC is required to maintain a system for
accumulating all costs by direct charges as much as possible (Exh. AG-1-26, Atts. (a) at 7,
(b) at 7). Additionally, the Companies require ESC employees to charge their time and
expenses appropriately and to keep time records that identify hours worked, account numbers
charged, departments, and other code designations that ensure proper charging of ESC costs

(Exh. AG-1-26, Atts. (a) at 7, (b) at 7). Finally, ESC accounting records are required to

80 For example, the Human Resources function uses an allocator based on labor charged

to each company (Exh. AG-1-28).
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specify the nature of the services performed in detail so that charges may be determined and
correctly accounted for by the operating company under its Uniform System of Accounts
(Exh. AG-1-26, Atts. (a) at 7, (b) at 7). The Department has reviewed the method of
allocation for ESC’s charges, and finds that it is cost-effective in application and
nondiscriminatory.

The Attorney General recommends that the Department reduce the overall level of
costs allocated to the Companies to account for potential savings associated with Eversource’s
acquisition of Macquarie (Attorney General Brief at 117; Attorney General Reply Brief
at 27). Proposed changes to test year revenues, expenses, and rate base require a finding that
the adjustment constitutes a “known and measurable” change to test year cost of service. See

Eastern Edison Company, D.P.U. 1580, at 13-17, 19 (1984); D.P.U. 84-32, at 17,

Massachusetts Electric Company, D.P.U. 136, at 3 (1980); Chatham Water Company,

D.P.U. 19992, at 2 (1980); D.P.U. 18204, at 4; New England Telephone & Telegraph

Company, D.P.U. 18210, at 2-3 (1975); Boston Gas Company, D.P.U. 18264, at 2-4

(1975). It is also well-recognized that cost savings arising from merger activities may be
considered by the Department, to the extent that such savings can be quantified under a

known and measurable standard. Plymouth Water Company, D.P.U. 14-120, at 108-112

(2015); Massachusetts Electric Company/Nantucket Electric Company, D.P.U. 09-39, at 275

(2009); Bay State Gas Company/Unitil Corporation, D.P.U. 08-43-A at 45 (2008).

While the Department has approved Eversource’s proposal to acquire Macquarie,

Eversource does not plan to integrate Aquarion’s operations with the existing Eversource
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organization following the transaction, and thus does not anticipate allocating any centralized

services costs to Aquarion’s operations. Eversource Energy/Macquarie Utilities, Inc.

Acquisition, D.P.U. 17-115, at 66 (November 28, 2017). To the extent that Eversource
implements any changes to Aquarion’s operations or integrates functions between the two
entities, those changes will take place over time and as Eversource becomes familiar with
Aquarion’s water operations. D.P.U. 17-115, at 66-67. As a result, any future allocation of
costs are speculative at this time. Accordingly, the Department declines to accept the
Attorney General’s recommended adjustments to account for any savings associated with
Eversource’s proposed acquisition of Macquarie.

e. Conclusion

Based on the foregoing analysis, the Department has adjusted the Companies’ charges
from ESC in recognition of the return on equity being approved in this proceeding.
Accordingly, the Department reduces NSTAR Electric’s proposed cost of service by $3,778

and reduces WMECo’s proposed cost of service by $662.

C. Payroll Taxes

1. Introduction

During the test year, NSTAR Electric booked $9,689,692 in adjusted payroll taxes
(Exh. ES-DPH-2 (East), Sch. DPH-26 (Rev. 3)). NSTAR Electric proposes to increase
payroll tax expense by $594,616 to recognize the additional payroll taxes associated with its
pro forma Federal Insurance Contribution Act (“FICA”) and Medicare expense

(Exh. ES-DPH-2 (East), Sch. DPH-26 (Rev. 3)).
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During the test year, WMECo booked $1,652,894 in adjusted payroll taxes

(Exh. ES-DPH-2 (West), Sch. DPH-26 (Rev. 3)). WMECo proposes to increase its payroll

tax expense by $112,550 to recognize additional payroll taxes associated with its pro forma

FICA and Medicare expense (Exh. ES-DPH-2 (West), Sch. DPH-26 (Rev. 3)).

2. Positions of the Parties

a. Attorney General

The Attorney General argues that the Department should reject Eversource’s proposal
to include incentive compensation in its cost of service for the Chief Executive Officer,
James Judge; the Chief Financial Officer, Philip Lembo; and the Named Executives (Attorney
General Brief at 120-121). The Attorney General recommends corresponding associated

payroll tax expense reductions (Attorney General Brief at 122).

b. Companies

The Companies state that they calculated the change in FICA payroll tax related to the
various labor and incentive compensation adjustments, and have made applicable adjustments
to payroll taxes as a result (Companies Brief at 249, citing Exh. ES-DPH-1, at 173). The
Companies claim that the FICA taxable wage limit will continue to increase in the rate year
since it has increased in all but three years since 1982 at a compound growth rate of
four percent (Companies Brief at 250, citing RR-DPU-41; Tr. 15, at 3018-3021). The
Companies assert that the FICA taxable wage cap percentage increase is commensurate with
the payroll increase percentage used as the basis for the payroll tax adjustment, and thus, the
Department should approve the Companies’ calculation of payroll taxes (Companies Brief

at 250).
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Finally, addressing the Attorney General’s arguments, the Companies concede that
incentive compensation and accompanying payroll taxes associated with James Judge and
Philip Lembo should be removed from the cost of service (Companies Brief at 444).
However, as discussed above in Section VIII.A.4 above the Companies argue that the
incentive compensation (and, therefore, accompanying payroll taxes) associated with the
Named Executives are appropriate for inclusion in the cost of service.

3. Analysis and Findings

The Department has examined the record related to the Companies’ payroll tax
calculations (e.g., Exhs. ES-DPH-2 (East), Sch. DPH-26 (Rev. 3); ES-DPH-2 (West),

Sch. DPH-26 (Rev. 3)). The record shows that the FICA taxable wage limit will increase by
two percent for the rate year (RR-DPU-41 & Att. (Supp.)). Nonetheless, we find that
revisions to the Companies’ proposed payroll tax calculations are necessary.

First, as set forth above in Section VIII.A.4 above, the Department has excluded from
NSTAR Electric’s cost of service $460,042 in incentive compensation for the Chief
Executive Officer and Chief Financial Officer. The level of estimated payroll tax proposed
in the cost of service related to these adjustments for these two employees is $27,485 ($5,785
+ 21,700 = $27,485) (RR-DPU-18, Att.). Therefore, the Department reduces NSTAR
Electric’s proposed cost of service by $27,485.

Likewise, the Department has excluded from WMECo’s cost of service $85,221 in
incentive compensation for the Chief Executive Officer and Chief Financial Officer. The

level of estimated payroll tax proposed in the cost of service related to these adjustments for
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these two employees is $5,092 ($1,072 + $4,020 = $5,092) (RR-DPU-18, Att.). Therefore,
the Department reduces WMECo’s proposed cost of service by $5,092.

Second, as set forth in greater detail in Section VIII.A.3 above, the Department has
excluded from WMECo’s cost of service $173,600 based on the elimination of the
Companies’ proposed adjustment to the annualization of union hires. To determine a
representative level of payroll taxes, the Department divides total test year payroll tax
expense by total test year payroll expense and finds that WMECo’s overall payroll tax rate is
7.19 percent ($1,652,894 / $22,999,340 = 0.0719) (Exhs. ES-DPH-2 (West),

Schs. DPH-13, at 2, DPH-26 (Rev. 3)). Accordingly, the Department further reduces
WMECo’s proposed cost of service by $12,482 ($173,600 * 0.0719 = $12,482) to account
for the reduction in payroll taxes related to the elimination of WMECo’s proposed adjustment
to union hires.

Combining the effects of the Department’s revisions to payroll tax expense, the total
reduction to NSTAR Electric’s pro forma payroll tax expense is $27,485. Likewise, the total
reduction to WMECo’s pro forma payroll tax expense is $17,574.%

D. Uncollectible Expense

1. Introduction

During the test year, NSTAR Electric and WMECo booked $15,073,652 and
$5,163,634 respectively in bad debt expense (uncollectible expense) related to its total

operations (Exhs. ES-DPH-2 (East), Sch. DPH-8; ES-DPH-2 (West), Sch. DPH-8 (Rev. 3)).

1 For purposes of presentation, the Department records these adjustments on the FICA

line of Schedules 7.
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NSTAR Electric proposes to decrease its distribution-related bad debt expense by $3,573,684
over the test year level based on the application of a bad debt ratio of 0.7084 percent
(Exhs. ES-DPH-2 (East), Sch. DPH-8, at 2 (Rev. 3); ES-DPH-3 (East), WP DPH-8, at 1
(Rev. 3)). WMECo proposes to decrease its distribution-related bad debt expense by
$2,063,199 over the test year level based on the application of a bad debt ratio of
1.2435 percent (Exhs. ES-DPH-2 (West), Sch. DPH-8, at 2 (Rev. 3); ES-DPH-3 (West),
WP DPH-8, at 1 (Rev. 3)).

NSTAR Electric calculated its distribution-related bad debt ratio by dividing its total
delivery service net write-offs for the twelve-month periods ending on June 30, 2014,%
June 30, 2015, and June 30, 2016, of 3511,307,976,83 by its average retail revenues for that
same period of $1,596,307,390 (Exh. ES-DPH-3 (East), WP DPH-8, at 1 (Rev. 3)).** This
calculation results in a bad debt ratio of 0.7084 percent (Exh. ES-DPH-3 (East), WP DPH-§,
at 1 (Rev. 3)). NSTAR Electric then multiplied the bad debt ratio of 0.7084 percent by test

year retail revenues of $1,623,411,077 to arrive at a bad debt expense of $11,499,968

82 Eversource states that the Companies’ net write-offs are comprised of the actual

customer accounts written off for non-payment minus recoveries related to previously
written-off account balances (see Exh. ES-DPH-1, at 48-49). Eversource states that
the resulting net write-off ratio is intended to represent the portion of the Companies’
respective non-basic service billed revenues that they will ultimately be unable to
collect from their customers (see Exh. ES-DPH-1, at 49).
8 NSTAR Electric’s net write-offs do not include write-offs associated with the
arrearage management program, prior judgments, or basic service (Exhs. AG-22-3;
ES-DPH-3 (East), WP DPH-8, at 2 (Rev. 3)).
84 NSTAR Electric’s retail revenues do not include revenues associated with basic
service (Exh. ES-DPH-2 (East), WP DPH-8, at 2 (Rev. 3)).
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(Exh. ES-DPH-2 (East), Sch. DPH-8, at 2 (Rev. 3)). The resulting bad debt expense
represents a decrease of $3,573,684 when compared to NSTAR Electric’s test year level of
expense of $15,073,652 (Exh. ES-DPH-2 (East), Sch. DPH-8, at 2 (Rev. 3)).

NSTAR Electric also calculated a bad debt expense associated with the proposed
revenue increase. NSTAR Electric multiplied the bad debt ratio of 0.7084 percent by its
proposed revenue increase of $56,098,325 to arrive at a proposed bad debt adjustment of
$397,391 (Exh. ES-DPH-2 (East), Sch. DPH-3 (Rev. 4)).

WME-Co calculated its distribution-related bad debt ratio by dividing its total delivery
service net write-offs for the twelve-month periods ending on June 30, 2014, June 30, 2015,
and June 30, 2016, of $3,095,807,85 by its average retail revenues for that same period of
$248,968,008 (Exh. ES-DPH-3 (West), WP DPH-8, at 1(Rev. 3)).* This calculation results
in a bad debt ratio of 1.2435 percent (Exh. ES-DPH-3 (West), WP DPH-8, at 1 (Rev. 3)).
WMECo then multiplied the bad debt ratio of 1.2435 percent by test year retail revenues of
$249,340,158 to arrive at a bad debt expense of $3,100,435 (Exh. ES-DPH-2 (West),

Sch. DPH-8, at 2 (Rev. 3)). The resulting bad debt expense represents a decrease of
$2,063,199 when compared to the Company’s test year level of expense of $5,163,634

(Exh. ES-DPH-2 (West), Sch. DPH-8, at 2 (Rev. 3)).

8 WMECo’s net write-offs do not include write-offs associated with the arrearage

management programs, year round hardships, or basic service (Exhs. AG-22-1;
ES-DPH-3 (West), WP DPH-8, at 2 (Rev. 3)).
86 WMECo’s retail revenues do not include revenues associated with basic service
(Exh. ES-DPH-3 (West), WP DPH-8, at 2 (Rev. 3)).
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WMECo also calculated a bad debt expense associated with the proposed revenue

increase. WMECo multiplied the bad debt ratio of 1.2435 percent by its proposed revenue

increase of $34,676,801 to arrive at a proposed bad debt adjustment of $431,191

(Exh. ES-DPH-2 (West), Sch. DPH-3 (Rev. 4)).

2. Positions of the Parties

Eversource argues that it has met the Department’s standard for the inclusion of a
representative level of bad debt expense in the Companies’ respective cost of service
(Companies Brief at 188). Thus, Eversource asserts that the Department should approve the
Companies’ respective proposed bad debt expense (Companies Brief at 188). No other
parties address the Companies’ bad debt calculations.

3. Analysis and Findings

The Department permits companies to include for ratemaking purposes a
representative level of bad debt in their cost of service. D.P.U. 09-39, at 164; D.P.U. 96-50
(Phase I) at 70-71; D.P.U. 89-114/90-331/91-80 (Phase I) at 137-140. The Department has
found that the use of the most recent three years of data available is appropriate in the
calculation of bad debt expense. D.P.U. 96-50 (Phase I) at 71. A company’s bad debt ratio
is derived by dividing the three-year delivery service net write-offs by the delivery service

billed revenues for the same period. Western Massachusetts Electric Company,

D.P.U. 84-25, at 113-114 (1984); D.P.U. 1720, at 27; Massachusetts American Water

Company, D.P.U. 1700, at 22 (1984). This bad debt ratio is then multiplied by test year

delivery service billed revenues, adjusted for any distribution revenues increase or decrease
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that is approved in the current rate case. See D.P.U. 07-71, at 106-109; D.P.U. 96-50
(Phase 1) at 71.

The Department has reviewed Eversource’s bad debt calculations and the materials
supporting these calculations (Exhs. ES-DPH-1, at 48-50; ES-DPH-2 (East), Sch. DPH-§;
ES-DPH-2 (East), Sch. DPH-3 (Rev. 3); ES-DPH-3 (East), WP DPH-8 (Rev. 3); ES-DPH-2
(West), Sch. DPH-8 (Rev. 3); ES-DPH-2 (West), Sch. DPH-3 (Rev. 3); ES-DPH-3 (West),
WP DPH-8 (Rev. 3)). The Department concludes that the method used by Eversource to
calculate its uncollectible expense adjustments is consistent with Department precedent.
D.P.U. 09-39, at 164; D.P.U. 07-71, at 106-109; D.P.U. 96-50 (Phase I) at 70-71;

D.P.U. 89-114/90-331/91 80 (Phase I) at 137-140. Therefore, the Department approves the
application of NSTAR Electric’s delivery service related bad debt ratio of 0.7084, applied to
test year delivery service revenues (Exh. ES-DPH-2 (East), Sch. DPH-8, at 2 (Rev. 3)).
Further, the Department approves the application of WMECo’s delivery service related bad
debt ratio of 1.2435 percent, applied to test year delivery service revenues (Exh. ES-DPH-2
(West), Sch. DPH-8, at 2 (Rev. 3)).

As set forth above, NSTAR Electric’s application of the 0.7084 percent bad debt ratio
to the test year normalized delivery service revenues of $1,623,411,077, produces a bad debt
expense of $11,499,968 (Exh. ES-DPH-2 (East), Sch. DPH-8, at 2 (Rev. 3)). During the
test year, the Company booked $15,073,652 in distribution-related bad debt expense

(Exh. ES-DPH-2 (East), Sch. DPH-8 (Rev. 3)). Accordingly, the Department approves
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NSTAR Electric’s proposed decrease to its test year cost of service in the amount of
$3,573,684.

Further, as set forth above, NSTAR Electric calculated a bad debt expense of
$397,391 associated with its proposed revenue increase (Exh. ES-DPH-2 (East), Sch. DPH-3
(Rev. 4)). Applying the same 0.7084 percent bad debt ratio set forth above to the
distribution revenue increase approved in this case of $12,244,581 results in a bad debt
expense in the amount of $86,739. Accordingly, the Department reduces NSTAR Electric’s
proposed cost of service by $310,652.

WMECo’s application of the 1.2435 percent bad debt ratio to the test year normalized
delivery service revenues of $249,340,158 produces a bad debt expense of $3,100,435
(Exh. ES-DPH-2 (West), Sch. DPH-8, at 2 (Rev. 3)). During the test year, WMECo booked
$5,163,634 in distribution-related bad debt expense (Exh. ES-DPH-2 (West), Sch. DPH-8
(Rev. 3)). Accordingly, the Department approves WMECo’s proposed decrease to its test
year cost of service in the amount of $2,063,199.

Further, WMECo calculated a bad debt expense of $431,191 associated with its
proposed revenue increase (Exh. ES-DPH-2 (West), Sch. DPH-3 (Rev. 4)). Applying the
same 1.2435 percent bad debt ratio set forth above to the distribution revenue increase
approved in this case of $24,785,725 results in a bad debt expense in the amount of
$308,200. Accordingly, the Department reduces WMECo’s proposed cost of service by

$122,990.
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E. Depreciation Expense

1. Introduction

During the test year, NSTAR Electric booked $153,841,701 in depreciation and
amortization expense, and WMECo booked $25,799,702 in depreciation and amortization
expense (Exhs. ES-DPH-1, at 135; ES-DPH-2 (East), Sch. DPH-23 (Rev. 3); ES-DPH-2
(West), Sch. DPH-23 (Rev. 3)). Eversource proposes to reduce the test year depreciation
and amortization expense by $1,614,549 for NSTAR Electric®” and to increase the test year
depreciation and amortization expense by $4,432,822 for WMECo, based on the application
of proposed accrual rates to their pro forma plants in service (Exhs. DPH-1, at 135; DPH-2
(East), Sch. DPH-23 (Rev. 3); DPH-2 (West), Sch. DPH-23 (Rev. 3)). The proposed pro
forma distribution and amortization expense is $152,227,152 for NSTAR Electric and
$30,232,524 for WMECo (Exhs. DPH-1, at 135; DPH-2 (East), Sch. DPH-23 (Rev. 3);
DPH-2 (West), Sch. DPH-23 (Rev. 3)).

The Companies’ proposed accrual rates are the result of two depreciation studies,
conducted separately for NSTAR and WMECo, establishing annual depreciation accrual rates
by account as of June 30, 2016 for all electric plant (Exh. ES-JJS-1, at 2). In addition,

based on the results of the individual depreciation studies, the Companies have provided

87 Eversource states that the proposed decrease for NSTAR Electric is primarily driven

by longer service lives, and longer amortization periods for intangible assets than what
are reflected in the current rates (Exhs. ES-DPH-1, at 136; ES-JJS-4, at 4).
88 Eversource states that the proposed increase for WMECo results primarily from the
use of higher net salvage values (Exhs. ES-DPH-1, at 136; ES-JJS-1, at 4-5).
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weighted accrual rates, to be employed by the consolidated entity (Exhs. ES-DPH-1, at 135;
ES-JJS-1, at 3).

The Attorney General sponsored a witness, providing an alternative set of depreciation
accrual rates (Exhs. AG-WWD-1 through AG-WWD-17). The accrual rates the Attorney
General proposed rely on the life analysis the Companies provided, as well as the dispersions
and percent reserves (Exh. AG-WWD-1, at 32). The only adjustment to the Companies’
accrual rate calculation that the Attorney General recommends is to reduce the Companies’
proposed net salvage factors (Exh. AG-WWD-1, at 32).

2. Companies’ Depreciation Studies

Eversource prepared depreciation studies for NSTAR Electric and WMECo,
calculating annual depreciation accrual rates by account for all electric plant as of June 30,
2016 (Exhs. JJS-1, at 2; ES-JJS-2; ES-JJS-3). The Companies’ studies employ the straight
line remaining life method of depreciation,89 using the average service life procedure

(Exh. ES-JJS-1, at 7).”° The annual depreciation rates seek to distribute the unrecovered cost

8 The straight line remaining life method of depreciation allocates the original cost of

the property, less accumulated depreciation, less future net salvage, in equal amounts

to each year of remaining service life (Exh. ES-JJS-1, at 13).
% The average service life procedure defines the group or account for which the
remaining life annual accrual is determined. Under this procedure, the annual accrual
rate is determined for the entire group or account based on its average remaining life
and the rate is then applied to the surviving balance of the group’s cost. The average
remaining life of the group is calculated by first dividing the future book accruals
(original cost less allocated book reserve less future net salvage) by the average
remaining life for each vintage. The average remaining life for each vintage is
derived from the area under the survivor curve between the attained age of the vintage
and the maximum age. The sum of the future book accruals is then divided by the
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of fixed capital assets over the estimated remaining useful life of each unit, or group of
assets, in a systematic and rational manner (Exh. ES-JJS-1, at 7). The Companies have also
provided weighted accrual rates for future use by the consolidated entity (Exhs. ES-DPH-1,
at 135; ES-JJS-1, at 3).

The two-step process of preparing the Companies’ depreciation studies began with
estimating the service life and net salvage values for each depreciable group of assets
(Exh. ES-]JS-1, at 7). Eversource used the retirement rate method on the service life data to
determine the average rates of retirement the Companies experienced during the time period
covered by the studies (Exh. ES-JJS-1, at 8).”' Eversource then plotted the average
retirement rates to create original survivor curves for each property group, representing the
average survivor patterns that several vintage groups experienced (Exh. ES-JJS-1, at 9).
Next, the Companies compared the original survivor curves to a standard set of Iowa-type

survivor curves (“Iowa curve”) to smooth and extrapolate the data (Exh. ES-JJS-1, at 9).92

sum of the annual accruals to determine the average remaining life of the entire group

for use in calculating the annual depreciation accrual rate (Exh. ES-JJS-1, at 13-14).
ol The retirement rate method is an actuarial method of developing survivor curves based
on the average rate of retirement (Exh. ES-JJS-1, at 8).
92 Iowa-type survivor curves are a widely used group of generalized survivor curves that
contain the range of survivor characteristics usually experienced by utilities and other
industrial companies (Exh. ES-JJS-1, at 9). The Iowa curves were initially developed
at the Iowa State College Engineering Experiment Station during the 1920s and 1930s;
18 curves were initially published in 1935, and four additional survivor curves were
identified in 1957. D.P.U. 12-25, at 274 n.170.
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Each study determines the average service life of the plant account, using the Iowa curve
with the closest fit (Exh. ES-JJS-1, at 9).

The Companies estimated life expectancies for significant facilities, with anticipated
concurrent retirements of the entire facility, using the life span technique
(Exh. ES-JJS-1, at 10).”> The Companies used interim survivor curves to describe the rate of
retirement for non-structural elements of the facility, and probable retirement dates provided
the rate of final retirement for each year of installation of the facility (Exh. ES-JJS-1, at 10).
The Companies’ estimates of the probable retirement dates and life spans for each facility
were based upon consideration of the age, use, size, construction, management outlook, and
the typical life spans experienced and used by other electric utilities for similar facilities
(Exh. ES-1JS-1, at 11).

According to the Companies, net salvage value is the salvage value received for the
asset upon retirement, less the cost of retiring the asset (Exh. ES-JJS-1, at 12). When the
cost to retire the asset exceeds the salvage value, the result is a negative net salvage value
(Exh. JJS-1, at 12). The net salvage factors the Companies proposed are based on a
combination of statistical analyses and informed judgment (Exh. ES-JJS-1, at 13). The
statistical analyses considered the cost of removal and gross salvage ratios to the associated
retirements during a 24-year period for NSTAR Electric, and during a 17-year period for

WMECo, along with data trends measured using three-year moving averages and the most

9 Under the life span technique, a property unit’s final retirement date is estimated, and

the estimated survivor curves applied to each vintage of interim replacements are
truncated at the ages coinciding with the estimated final retirement date
(Exh. ES-JJS-1, at 10).
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recent five-year indications (Exh. ES-JJS-1, at 13). The Companies supplemented statistical
data with information from management and operating personnel about practices and plans as
well as the estimates used by other electric utilities, and analyzed the information to obtain
reach informed judgments about average service lives and net salvage characteristics
(Exh. ES-JJS-1, at 8). Based on the estimated service life and net salvage values, the
Companies calculated the composite remaining lives and annual depreciation accrual rates,
using the straight line remaining life method (Exh. ES-JJS-1, at §, 13).*

For certain general plant accounts, Eversource relied on amortization accounting
(Exh. ES-JJS-1, at 14). Eversource explains that amortization accounting is used for
accounts with a large number of units, but small asset values, where the use of depreciation
accounting would be difficult because of the need to conduct periodic inventories to properly
account for plant in service (Exh. ES-JJS-1, at 14).95 Under amortization accounting, each
plant account or group of assets added in each vintage year is assigned an anticipated life
during which the asset is expected to remain in service, and then removed from a company’s
books at the end of that period (Exh. ES-JJS-1, at 14). Consequently, plant that is retired

before the end of the amortization period nonetheless remains on a company’s books until the

o The straight line remaining life method of depreciation allocates the original cost of

the property, less accumulated depreciation, less future net salvage, in equal amounts

to each year of remaining service life (Exh. ES-JJS-1, at 13).
95 NSTAR Electric uses amortization accounting for Accounts 391.10, 391.20, 393.00,
394.00, 395.00, 397.00 and 398.00; and WMECo uses amortization accounting for
Accounts 391.10, 391.20, 393.00, 394.00, 397.00, 397.10, 397.30 and 398.00
(Exhs. ES-JJS-1, at 15; ES-JJS-2, at 45, 50-51; ES-JJS-3, at 45, 50-52). These
accounts represent less than two percent of NSTAR Electric’s depreciable plant and
less than four percent of WMECo’s depreciable plant (Exh. ES-JJS-1, at 15).
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end of the amortization period, while plant that remains in service as of the end of the
amortization period is retired for plant accounting purposes but is not necessarily removed
from actual service (Exh. ES-JJS-1, at 14).

In the process of conducting the depreciation studies, the Companies identified
deficiencies in the general plant amortization reserves for NSTAR Electric and WMECo
(Exhs. ES-JJS-1, at 15; ES-JJS-2, at 50-51; ES-JJS-3, at 50-51). In order to adjust the
amortization reserves and achieve more stable accrual rates for these accounts in the future,
the Companies first identified, for each account, the reserve balance that would have existed
had the proposed amortization rate been used for all assets in that account, as well as the
unrecovered difference (Exhs. ES-JJS-2, at 50-51; ES-JJS-3, at 50-51). The Companies then
calculated an aggregate unrecovered difference of $643,489 for NSTAR Electric and
$2,376,406 for WMECo (Exhs. ES-JJS-2, at 50-51; ES-JJS-3, at 50-51). Eversource
proposes to collect this unrecovered difference over a five-year period, resulting in an annual
amortization of $128,698 for NSTAR Electric and $475,881 for WMECo (Exhs. ES-JJS-1,
at 15, 17; ES-1JS-2, at 51; ES-JJS-3, at 51; ES-DPH-3 (East), WP DPH-23 (Rev. 3);
ES-DPH-3 (West). WP DPH-23 (Rev. 3)).

The Companies applied the depreciation and amortization accrual rates to the account
balances of depreciable plant, including the post-test year plant additions, to determine

depreciation and amortization expense for each utility plant account
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(Exh. ES-DPH-1, at 13).°® The result is a proposed depreciation and amortization expense
for NSTAR Electric of $152,227,152 and a proposed depreciation and amortization expense
for WMECo of $30,232,524 (Exhs. DPH-1, at 135; DPH-2 (East), Sch. DPH-23 (Rev. 3);
DPH-2 (West), Sch. DPH-23 (Rev. 3)).

3. Attorney General’s Depreciation Analysis

The Attorney General retained a depreciation witness who sponsored testimony and
offered modified depreciation accrual rates (Exhs. AG-WWD-1 through AG-WWD-17). The
Attorney General did not contest Eversource’s proposed life analyses, but challenged the net
salvage factors the Companies used as excessive (Exh. AG-WWD-1, at 10).

The Attorney General first notes that based on Eversource’s actual salvage experience,
the Companies have been accruing net salvage values that are 2.9 times the actual net salvage
costs incurred, with Account 366 (underground conduit) accruing salvage at a rate ten times
in excess of actual salvage (Exh. AG-WWD-1, at 10-16). Furthermore, the Attorney
General states that the Companies’ percent reserve (i.e., book depreciation reserve divided by
book plant in service) has grown from 28.2 percent to 31.8 percent since the Companies’
previous depreciation studies, and there has been a corresponding increase in the depreciation

reserve of 81 percent versus the increase of 61 percent in plant in service (Exh. AG-WWD-1,

% NSTAR Electric’s proposed depreciable plant includes the post-test year additions of

$42,718,949 for the Seafood Way substation, $32,949,477 for the Electric Avenue
substation, and $29,868,260 for the New Bedford service center (Exhs. ES-DPH-1,
at 137, 178; ES-DPH-3 (East), WP DPH-28 (Rev. 3). WMECo’s proposed
depreciable plant includes the post-test year addition of $3,488,926 for the Montague
substation (Exhs. ES-DPH-1, at 137, 179; ES-DPH-3 (West), WP DPH-28 (Rev. 3)).
Eversource’s post-test year plant additions are addressed in Section VII.C above.
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at 19-23). The Attorney General also compared the theoretical depreciation reserve to the
actual depreciation reserve,”’ and states that the actual book depreciation reserve is slightly
higher than the theoretical depreciation reserve (Exh. AG-WWD-1, at 23-24). Finally, the
Attorney General states that Eversource’s depreciation studies give greater weight to net
salvage as a percentage of retirement, and thereby factor future inflation into the development
of the Companies’ proposed salvage factors (Exh. AG-WWD-1, at 36-42).%

Based on her analysis of the salvage data, the Attorney General determined that
different salvage factors are warranted for a number of NSTAR Electric’s and WMECo’s
plant accounts (Exh. AG-WWD-1, at 27-28, 31).99 Using Eversource’s life analyses and her
proposed salvage factors, the Attorney General produced her own proposed depreciation
accrual rates (Exhs. AG-WWD-1, at 32; AG-WWD-3, at 1-6). Based on the Companies’

depreciable plant balances as of the end of the test year, the Attorney General proposed a

o7 The theoretical depreciation reserve assumes that the timing of future retirements and

net salvage are exactly in conformance with the results predicted by the selected
survivor curve. D.P.U. 10-114, at 129 n.57.
% The Attorney General states that the concept of net salvage as a percentage of
retirement was developed decades ago, when companies experienced positive salvage
values (Exh. AG-WWD-1, at 40-41). She states that the Companies’ use of net
salvage as a percentage of retirement results in the net cost of removal being
determined using the lower value of future dollars, but the collection of those costs in
the more-valuable current dollars (Exh. AG-WWD-1, at 41-42).
% The Attorney General proposed the use of different salvage factors for NSTAR
Electric plant accounts 366, 367, 369.1, 369.2, and 373 and for WMECo plant
accounts 362, 364, 365, 366, 367, 369.1, 369.2, 370, and 371 (Exh. AG-WWD-1,
at 31).
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decrease in depreciation expense of $6,539,020 for NSTAR Electric, and a decrease in
depreciation expense of $2,972,154 for WMECo (Exh. AG-WWD-1, at 33).

4. Positions of the Parties

a. Attorney General

The Attorney General argues that the Companies’ proposed depreciation accrual rates
are excessive, and proposes an alternate set of depreciation accrual rates (Attorney General
Brief at 154; Attorney General Reply Brief at 62). Alternatively, she argues that, at a
minimum, the Department should employ the principal of gradualism by limiting any change
in the net salvage value accrual rates to be no more than 20 percent of the existing net
salvage accrual rate (Attorney General Brief at 154; Attorney General Reply Brief at 62).
The Attorney General has not challenged any aspect of Eversource’s depreciation accrual rate
calculations, other than the Companies’ selection of net salvage values.

First, the Attorney General argues that the net salvage rates Eversource used in its
depreciation studies overstate the actual net salvage costs experienced by 2.9 times (Attorney
General Brief at 156, citing Exh. AG-WWD-1, at 15; Attorney General Reply Brief at 51).
She notes that the net salvage factors the Companies proposed would amount to an annual
cost to ratepayers of $42,726,188, compared to the $14,755,633 average experienced
between 2013 and 2015 (Attorney General Brief at 156, citing Exh. AG-WWD-1, at 10;
Attorney General Reply Brief at 57, citing Exh. AG-WWD-1, at 4). The Attorney General

notes that in a recent Connecticut Public Utilities Regulatory Authority (“CPUC”)
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decision,'® the CPUC limited net salvage values to 1.2 times the values actually incurred
(Attorney General Reply Brief at 57, citing Exh. AG-WWD-1, at 26). The Attorney General
argues that her proposal would move the Companies’ depreciation accrual rates to be more in
line with the Companies’ experience (Attorney General Reply Brief at 57, citing

Exh. AG-WWD-1, at 28).

Further, the Attorney General cites the percent book reserve and its importance in the
determination of depreciation expense calculations (Attorney General Brief at 154, citing
RR-DPU-26, at 64-65)."”" She notes that the Companies’ percent book reserve has been
growing, and claims that when the depreciation accruals are significantly higher than the
actual incurred net salvage and the actual retirements, the depreciation reserve will grow
rapidly (Attorney General Brief at 155, citing Exh. AG-WWD-1, at 19). The Attorney
General observes that the percent reserve grew 3.6 percentage points, from 28.2 to
31.8 percent (i.e., 12.8 percent) from the time of the Companies’ prior depreciation studies
(Attorney General Brief at 155, citing Exh. AG-WWD-1, at 19). She argues that during that
period, depreciation accruals have been $19.2 million per year higher than necessary to
maintain a constant percent reserve, and that the Companies have not disputed this growth
(Attorney General Brief at 155, citing Exhs. AG-WWD-1, at 19; AG-WWD-5;
AG-WWD-13; Attorney General Reply Brief at 52). Additionally, the Attorney General

argues that the book depreciation reserve is currently above its theoretically correct level

100 United Illuminating Company, No. 16-06-04, at 46 (2016).

ot The percent reserve is calculated by dividing the book depreciation reserve by the

book cost of gross plant.
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(Attorney General Brief at 155, citing Exhs. AG-WWD-1, at 23-24; AG-WWD-7). She
argues that the depreciation rates the Companies proposed would continue to increase the
percent reserve by $11.2 million per year, further demonstrating that the proposed
depreciation accrual rates are excessive (Attorney General Brief at 155, citing

Exhs. AG-WWD-1, at 20; AG-WWD-5; ES-JJS-1, at 4; Attorney General Reply

Brief at 52).

The Attorney General notes that the Companies fail to explain why the growth in the
percent reserve is necessary, but instead dismiss the growth as “irrelevant” (Attorney General
Reply Brief at 52, citing Company Brief at 546). She argues that the percent reserve is not
irrelevant, but rather provides a gauge, demonstrating in this case that the Companies’
depreciation accruals collect an excessive amount of depreciation expense (Attorney General
Reply Brief at 52). The Attorney General points out that the National Association of
Regulatory Utility Commissioners’ (“NARUC”) Depreciation Practices Manual states that “if
further analysis confirms a material imbalance, one should make immediate depreciation
accrual adjustments” (Attorney General Reply Brief at 53, citing RR-DPU-26, at 187-194).
The Attorney General argues that her proposal would maintain the depreciation reserve at or
near its theoretically correct level (Attorney General Reply Brief at 54).

Next, the Attorney General argues that the Companies have incorrectly included
future inflation in the calculation of the net salvage values (Attorney General Brief at 158,
citing Exhs. AG-WWD-1, at 36; ES-JJS-1, at 13; Attorney General Reply Brief at 54, citing

Exh. AG-WWD-1, at 34-40). She notes that the first step in performing a salvage analysis
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is to convert the observed dollars to constant dollars, which she maintains the Companies
have failed to do (Attorney General Brief at 158, citing Exh. AG-WWD-Surrebuttal-2). She
argues that because the ratio of salvage to retirements the Companies used includes both
current dollars and future dollars, the salvage values incorporate inflation (Attorney General
Brief at 158). In addition, the Attorney General argues that the Companies have given more
weight to the ratio, unconverted to constant dollars, than they have to the dollar value of
experienced net salvage, thereby overstating the values by the time value of money (Attorney
General Brief at 158). She asserts that the Companies’ analysis produced misleading results
by relying on a ratio that includes the impact of inflation that occurs between the time the
investment goes into service and the time it is retired (Attorney General Brief at 158;
Attorney General Reply Brief at 55). Additionally, she claims that the Companies have
conceded that future inflation had an impact on the net salvage values (Attorney General
Reply Brief at 54, citing Companies Brief at 545). The Attorney General argues that using a
constant dollar analysis would result in a significantly lower negative percent net salvage
value (Attorney General Brief at 159, citing Tr. 9, at 1771-1773; Attorney General Reply
Brief at 54). Using FERC Account 364 to illustrate her argument, the Attorney General
calculates that a constant dollar analysis would yield a negative 37 percent net salvage value,
rather than the negative 60 percent calculated in the Companies’ depreciation studies
(Attorney General Brief at 159; Attorney General Reply Brief at 54, citing

Exh. AG-WWD-1, pp. 34-40; Tr. 9, at 1771-73).
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The Attorney General further argues that the Companies’ calculation of net salvage
using current dollars does not result in a cost-based rate and violates NARUC’s Public Utility
Depreciation Practices Manual, which clearly states that future inflated costs should not be
used (Attorney General Brief at 159-160, citing RR-DPU-26, Att. at 21-22). Further, the
Attorney General claims that the Companies have mischaracterized her argument, which is
not that future customers should bear the cost of retirement, rather that customers should pay
only the cost of retirement and not an artificially inflated one (Attorney General Reply Brief
at 55).

The Attorney General argues that the Companies’ proposed net salvage values would
also result in intertemporal subsidization of future ratepayers who would potentially benefit
from a smaller rate base and lower returns (Attorney General Brief at 160; Attorney General
Reply Brief at 57).'2 She also notes that the proposed net salvage factors are significantly
more negative than those currently approved by the Department, representing an increase
from negative 35 percent to negative 60 percent and adding $2,526,650 to the Companies’
depreciation expense (Attorney General Brief at 157, citing Exh. AG-WWD-1, at 17). The
Attorney General points out that the Companies’ proposed net salvage factors are inconsistent
with other similarly situated utility companies (Attorney General Brief at 157, citing
Exh. AG-6-17).

The Attorney General argues that the Companies’ proposal would in effect transfer the

burden of raising capital from shareholders to ratepayers, to the detriment of ratepayers

102 Intertemporal subsidization is the incidence of ratepayers bearing the cost of benefits

that accrue to previous or future customers.
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(Attorney General Reply Brief at 61, citing Exh. ES-JJS-Rebuttal at 48). She argues that
because the effect of higher depreciation accruals on rate base does not affect distribution
rates until a subsequent rate case, ratepayers will not receive a return on the depreciation
expense they have been charged, resulting in an interest free loan to the Companies (Attorney
General Reply Brief at 61, citing Tr. 9, at 1791-1796). Further, she argues that the
Companies’ position about future net rate base being lower is based on the assumption that
the current rate-base regulation will continue unchanged for decades into the future (Attorney
General Reply Brief at 61, citing Tr. 9, at 1791-1796). She contends that ratepayers would
be better off paying off credit card debt than paying more in depreciation expense (Attorney
General Brief at 160; Attorney General Reply Brief at 61).

The Attorney General notes that other jurisdictions have adopted the net salvage
approach she is recommending (Attorney General Brief at 161; Attorney General Reply
Brief at 56, citing Exh. AG-WWD-1, at 28). She argues that her proposal would charge
ratepayers 2.2 times the actual net salvage experienced, rather than the 2.9 times actual net
salvage that the Companies’ proposal would produce (Attorney General Brief at 162;
Attorney General Reply Brief at 57). The Attorney General claims that adopting her
proposed method would be a gradual improvement, taking into consideration the interest of
ratepayers as well as those of the Company’s shareholders (Attorney General Brief at 163;
Attorney General Reply Brief at 57).

The Attorney General notes that Eversource has proposed net salvage values that are

more negative than current values for 13 of 23 accounts, many being significantly more
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negative (Attorney General Reply Brief at 62, citing Exh. AG-WWD-1, at 35).'® Thus, she
recommends that, barring the approval of her proposed depreciation accrual rates, the
Department employ gradualism, limiting any change in the net salvage value accrual rates to
20 percent of the existing net salvage accrual rate, to dampen the impact of rate increases
from other aspects of this base rate proceeding (Attorney General Brief at 164; Attorney
General Reply Brief at 62). She notes that the Department considered gradualism when
evaluating the reasonableness of a company’s proposed net salvage factors (Attorney General

Reply Brief at 62, citing Fitchburg Gas and Electric Light Company,

D.P.U. 15-80/15-81, at 217-18).

b. Cape Light Compact

The Cape Light Compact supports the use of the Attorney General’s proposed
depreciation accrual rates (Cape Light Compact Brief at 82, 83). The Cape Light Compact
contends that the Attorney General has provided ample rationale to support her proposal

(Cape Light Compact Brief at 82).

C. Companies

Eversource argues that the Attorney General’s proposal is a radical departure from
both nationally accepted regulatory policy and Department precedent, and would result in
intergenerational inequity (Companies Brief at 542). The Companies maintain that the cost
of net salvage must be allocated over the period of time that an asset will be in service, so

that the future costs of net salvage are charged to the customers receiving the benefit

103 Of the remaining ten accounts, the Companies proposed less negative net salvage

values for six accounts, and no change for four accounts (Attorney General Reply
Brief at 62, citing Exh. AG-WWD-1, at 28).
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(Companies Brief at 542, citing Exh. ES-JJS-Rebuttal-1, at 6-7, 16, 21, 34). The Companies
argue that the Attorney General’s proposal establishes net salvage rates based on an
approximation of recent net salvage costs, which is akin to treating salvage costs as an
operating expense (Companies Brief at 453; Companies Reply Brief at 163). Additionally,
Eversource argues that future removal costs are likely to be higher than current removal costs
because retirements will likely be higher in the future (Companies Brief at 544, citing
Exh. ES-JJS-Rebuttal-1, at 36-37, 40). The Companies contend that the Attorney General’s
excessive focus on current net salvage costs would give rise to significant under-recoveries of
salvage costs, and result in deferring these costs to future customers who will not have
received the benefits of these assets (Companies Brief at 544, citing Exh. ES-JJS-Rebuttal-1,
at 36; Companies Reply Brief at 163).

The Companies note that the Attorney General made a similar argument in Bay State
Gas Company’s (“Bay State Gas”) 2012 base rate proceeding, in which she recommended
that the Department reduce the net salvage component of depreciation expense for Bay State
(Companies Brief at 547, citing D.P.U. 12-25, at 278, 309; Companies Reply Brief at 163,
citing D.P.U. 12-25, at 278, 283). Eversource maintains that while the Attorney General
criticized Bay State Gas’ net salvage, as including inflated future cost of removal, Bay State
Gas responded that the costs of annual retirements in the future will exceed current levels of
retirements, and that its approach would result in intergenerational equity (Companies Brief
at 547, citing D.P.U. 12-25, at 282, 297). Eversource states that in the end, the Department

rejected the Attorney General’s arguments on net salvage, and contends that the Department
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should reject the Attorney General’s proposal in this proceeding as well (Companies Brief
at 547, citing D.P.U. 12-25, at 309-312; Companies Reply Brief at 163).

The Companies also contend that the Attorney General has not sufficiently supported
her claim that her net salvage approach has been adopted in multiple jurisdictions, as she
cites only to Connecticut and Maine as the other jurisdictions that have adopted the approach
(Companies Reply Brief at 160-161). Moreover, Eversource argues that the Attorney
General’s proposal in the instant docket is actually inconsistent with the approaches adopted
by both Connecticut and Maine (Companies Reply Brief at 161). The Companies point out
that while the Attorney General proposes net salvage rates based on multiplying the
three-year average net salvage rate by 2.2, Connecticut adopted a net salvage method of
multiplying a company’s three-year average of the net salvage cost by a factor of 1.2, and
Maine relied on a three-year average net salvage factor with no multiplication factor
(Companies Reply Brief at 160-161, citing Exh. AG-WWD-Surrebuttal-1, at 31; Tr. 9,
at 1717-1719).

The Companies contest the Attorney General’s argument that they have incorporated
future inflation into their net salvage factors (Companies Brief at 544-545). The Companies
contend that their proposed depreciation rates are based on the nominal costs for both the
original and the net salvage costs, and that neither is adjusted for inflation (Companies Brief
at 545, citing Exh. ES-JJS-Rebuttal-1, at 46; Companies Reply Brief at 164). They argue
that to the extent that there is any future inflation included in their net salvage analysis, the

inclusion has only a minimal impact on the results, and maintain that the Attorney General
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implicitly incorporates inflation by using a multiple of current net salvage costs (Companies
Brief at 545, citing Exh. ES-JJS-Rebuttal-1, at 44-45; Companies Reply Brief at 163). The
Companies argue that their approach assures that the future cost to remove an asset will be
recovered from current customers over the service life of the asset (Companies Brief at 545;
Companies Reply Brief at 163). Additionally, the Companies challenge the amount of
inflation that is actually included. Using NSTAR Electric’s Account 364 for illustrative
purposes, Eversource points out that while the average age of retirements in this account is
20.7 years, the average age of assets in the account is 18.0 years, thus concluding that there
are only 2.7 years of inflation included (Companies Brief at 545, citing

Exh. ES-JJS-Rebuttal-1, at 45; Companies Reply Brief at 163, citing Exh. ES-JJS-Rebuttal-1,
at 44-45).

The Companies argue that the estimated net salvage values used in their studies are
based primarily on company-specific information, not on data from other electric utilities,
and that industry data are only used as a guide (Companies Brief at 545). They assert that
net salvage rates are often higher for companies in or near large metropolitan areas, where
removal costs are greater, which limits the relevance of a comparison to industry averages
(Companies Brief at 546). The Companies further note that other distribution firms use net
salvage values that are more negative, and claim that the net salvage values used in their own
depreciation studies were well within the industry range (Companies Brief at 546, citing

Exhs. ES-JJS-Rebuttal-1, at 53; AG-6-17, Att.).
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The Companies dismiss as irrelevant the Attorney General’s argument regarding the
increase in the book reserve, and do not consider the increase to be a basis upon which to
reject their proposal (Companies Brief at 546). The Companies argue that the book reserve
percentage increases over time as assets depreciate, and that such increases do not indicate in
any way that the Companies’ depreciation rates are too high (Companies Brief at 546, citing
Exh. ES-JJS-Rebuttal-1, at 51; Companies Reply Brief at 165).

The Companies argue that while the Attorney General’s proposal may produce a
reduction in customer rates in the short-term, through lower depreciation accrual rates, it will
result in higher costs to customers over the long term (Companies Brief at 547; Companies
Reply Brief at 164). Eversource contends that reducing depreciation rates would reduce the
level of accumulated depreciation over time and, consequently, produce a larger rate base in
the future, thus requiring customers to pay a larger return on rate base (Companies Brief at
547; Companies Reply Brief at 164, 165). The Companies note that the Attorney General’s
witness acknowledged the increase in future rate base would result with her proposed accrual
rates (Companies Brief at 547, citing Tr. 9, at 1791, 1795).

The Companies oppose the Attorney General’s alternative proposal to limit increases
in net salvage factors to twenty percent, stating that their proposed net salvage factors overall
are not significantly higher than a twenty percent increase (Companies Brief at 548, citing
Exhs. ES-JJS-Rebuttal-1, at 45; AG-6-21(a); ES-JJS-2, at 154, 158; ES-1JS-3, at 128-129;
Companies Reply Brief at 165-166). The Companies note that there are number of large

plant accounts for which they have proposed a net salvage rate that is either less negative or
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104
unchanged,

as well as several accounts where their proposed net salvage rates are less
negative than the historical net salvage analysis indicated (Companies Brief at 548, citing
Exhs. ES-JJS-Rebuttal-1, at 45; AG-6-21(b) Att.; ES-JJS-3, at 128; Companies

Reply Brief at 166).'” Eversource claims, therefore, that it has already adopted a
conservative approach and that the Attorney General’s recommendation is unnecessary
(Companies Brief at 548, citing Exh. ES-JJS-Rebuttal-1, at 45; D.P.U. 15-80/D.P.U. 15-81,
at 217-218; Companies Reply Brief at 166). Eversource argues that, on a consolidated basis,
the proposal represents a reduction in test year depreciation expense of approximately

$8.4 million (Companies Brief at 550; citing Exhs. ES-JJS-1, at 17; ES-JJS-5; Companies
Reply Brief at 166).

Based on these considerations, the Companies argue that the Attorney General’s
recommendation would overturn the Department’s ratemaking precedents on depreciation and
will harm intergenerational equity (Companies Brief at 550). Thus, they assert that the
Department should reject the Attorney General’s depreciation rates and associated

recommendations in this proceeding and instead adopt the Companies’ depreciation proposal

(Companies Brief at 550).

104 NSTAR Electric Account 365 (Overheard Conductor and Devices), NSTAR Electric
Account 367 (Underground Conductors and Devices), NSTAR Electric Account 368
(Line Transformers), and NSTAR Electric Account 369.1 (Services — Overhead)
(Exh. AG-6-21(a), Att.).

105 WMECo Account 364 (Poles, Towers and Fixtures), WMECo Account 365
(Overhead Conductors and Devices), NSTAR Account 364 (Poles, Towers and
Fixtures), and NSTAR Account 366 (Underground Conduit) (Exh. AG-6-21(a), Att.;
AG-6-21(b), Att.).
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5. Standard of Review

Depreciation expense allows a company to recover its capital investments in a timely
and equitable fashion over the service lives of the investments. D.T.E. 98-51, at 75;

D.P.U. 96-50 (Phase I) at 104; Milford Water Company, D.P.U. 84-135, at 23 (1985);

Boston Edison Company, D.P.U. 1350, at 97 (1983). Depreciation studies rely not only on

statistical analysis but also on the judgment and expertise of the preparer. The Department
has held that when a witness reaches a conclusion about a depreciation study that is at
variance with that witness’ engineering and statistical analysis, the Department will not accept
such a conclusion absent sufficient justification on the record for such a departure.

D.P.U. 92-250, at 64; The Berkshire Gas Company, D.P.U. 905, at 13-15 (1982);

Massachusetts Electric Company, D.P.U. 200, at 21 (1980).

The Department recognizes that the determination of depreciation accrual rates
requires both statistical analysis and the application of the preparer’s judgment and expertise.
D.T.E. 02-24/25, at 132; D.P.U. 92-250, at 64. Because depreciation studies rely by their
nature on examining historic performance to assess future events, a degree of subjectivity is
inevitable.'® Nevertheless, the product of a depreciation study consists of specific accrual
rates to be applied to specific account balances associated with depreciable property. A mere

assertion that judgment and experience warrant a particular conclusion does not constitute

106 This is especially relevant in the calculation of net salvage factors where the cost to

demolish or retire facilities cannot be established with certainty until the actual event
occurs. D.P.U. 92-250, at 66; D.P.U. 1720, at 44; D.P.U. 1350, at 109-110.
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evidence. See Eastern Edison Company, D.P.U. 243, at 16-17 (1980); D.P.U. 200,

at 20-21; Lowell Gas Company, D.P.U. 19037/19037-A at 23 (1977).

It thus follows that the reviewer of a depreciation study must be able to determine,
preferably through the direct filing, and at least in the form of comprehensive responses to
well-prepared discovery, the reasons why the preparer of the study chose one particular
life-span curve or salvage value over another. The Department will continue to look to the
expert witness for interpretation of statistical analyses but will consider other expert
testimony and evidence that challenges the preparer’s interpretation and expects sufficient
justification on the record for any variances resulting from the engineering and statistical
analyses. D.P.U. 89-114/90-331/91-80 (Phase One) at 54-55. To the extent a depreciation
study provides a clear and comprehensive explanation of the factors that went into the
selection of accrual rates, such an approach will facilitate Department and intervenor review.

6. Analysis and Findings

a. Life Analyses

The Department has reviewed Eversource’s depreciation studies and supporting
workpapers, and finds that the Companies have properly supported their proposed service
lives and survivor curves (Exhs. ES-JJS-1; ES-JJS-2; ES-JIS-3; AG-6-2, Atts. (a) through
(f); AG-6-3(a); AG-6-2(b)). Therefore, the Department accepts the Companies’ proposed life
and survivor curves.

b. Net Salvage Factors

The selection of salvage factors is more subjective than the determination of service

lives and survivor curves. This subjectivity occurs because salvage values are theoretically



D.P.U. 17-05 Page 202
intended to represent the future cost of retirements, which cannot be known with certainty
until the actual retirement occurs. D.P.U. 92-250, at 66; D.P.U. 1350, at 109. Despite this
lack of certainty, the determination of net salvage factors is critical to any depreciation study.
If the negative net salvage cost (i.e., cost of removal is greater than anticipated salvage
value) is overestimated, the depreciation reserve is inflated by the over-accrual of
depreciation, and thus will understate a company’s rate base in future rate case proceedings.
Conversely, if net positive salvage costs (where salvage value is greater than removal costs)
are overestimated, capital recovery is deferred, and both the utility and ratepayers face
increased risk. D.P.U. 1350, at 107. Consequently, it is necessary to exercised reasoned
judgment in the determination of salvage values.

In the instant filing, the Attorney General has challenged, with the support of the
Cape Light Compact, Eversource’s proposed net salvage factors (Attorney General Brief
at 155; Attorney General Reply Brief at 51; Cape Light Compact Brief at 82). Specifically,
the Attorney General argues that the Companies fail to account for inflation in their
calculation of the proposed net salvage values (Attorney General Brief at 155; Attorney
General Reply Brief at 51). The Companies counter-argue that the traditional depreciation
approach was followed, and that to the extent any inflation is included in the calculation, the
effect is minimal (Companies Brief at 542, 545).

The Companies’ book percent reserve has grown from 28.2 percent at the time of the

prior depreciation studies to 31.8 percent in the June 30, 2016 (Exh. AG-WWD-1,
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at 19-20).'”” Book percent reserve measures the portion of depreciated plant that has already
been recovered from past ratepayers (RR-DPU-26, Att. at 64-65). One approach to

calculating the depreciation accrual rate is to use percentages as follows,

100 —u—c¢

depreciation accrual rate = 3

where u is the percent reserve, ¢’ is the percent future net salvage, and E is estimated
average remaining life (RR-DPU-26, Att. at 64-65). Therefore, the book percent reserve
directly affects the depreciation accrual rate, and acts as an auto-corrective mechanism
(RR-DPU-26, Att. at 65). Because depreciation accruals are credited to the depreciation
reserve account, to the extent that the accrual rates are too high, the depreciation reserve will
grow, as well as the book percent reserve, assuming all other factors being equal. That
growth will in turn yield lower depreciation accrual rates in future calculations

(RR-DPU-26, Att. at 64-65). Therefore, the Companies’ assertion that the percent reserve is
irrelevant is incorrect. Nevertheless, the growth in percent reserve informs us only that prior
period depreciation accrual rates were too high, and does not in itself indicate whether the
currently proposed depreciation accrual rates are also excessive.'*® Consequently, this

finding does not represent the end of our analysis.

107 The book percent reserve is calculated as the book depreciation reserve divided by the

book plant in service (RR-DPU-26, Att. at 65).
108 In the case of small companies where capital additions have been minimal, the percent
reserve will increase over time, and may reach 100 percent. Harbor Electric Energy
Company, D.P.U. 15-157, at 115-116 & n.42 (2016) (percent reserve of 100
percent); South Egremont Water Company, D.P.U. 95-119/122, at 12 (1996) (percent
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The Companies’ average annual net salvage cost between 2013 and 2015 was
$14,755,633, while the Companies’ estimated net salvage costs over this same period of
$42,726,188 (Exh. AG-WWD-1, at 10). Eversource defends its salvage estimates, maintaining
that future removal costs are likely to be higher than current removal costs because
retirements will likely be higher in the future (Companies Brief at 156; Companies Reply
Brief at 54). Labor costs are a significant component of the cost of removal, and while they
may increases over time, so do placement labor costs, and a higher removal cost related to a
higher value of plant retired may result in essentially no change in the percentage cost of
removal (RR-DPU-26, Att. at 160-161).'% Unless expectations of life or inflation change,
the salvage ratio should be constant (Exh. AG-WWD-Surrebuttal-2, at 5). The Companies
have not provided any evidence that they anticipate a change in inflation, but they state that
average service lives have increased for many accounts (Exh. JJS-1, at 4). The effect of
longer average service lives, however, would be to decrease the salvage ratio, rather than to

increase it (Exh. AG-WWD-Surrebuttal-2, at 4—5).110 Furthermore, if labor costs and/or the

reserve of 93 percent) Granville Centre Water Company, D.P.U. 89-241, at 2 (1990)
(percent reserve of 79 percent).

109 Cost of removal is essentially labor, although transportation, costs of disposing of

wastes, repaying costs, and other items are also includable (RR-DPU-26, Att. at 34).

1o The salvage ratio is a function of age and inflation and can be modeled using the

equation (g) x (1 + p) 4 where V is the salvage value, B is the installation cost, p is

past inflation and A is the years since installation''® (Exh. AG-WWD-Surrebuttal-2,
at 4-5). Then the future salvage of the replacement is Vx(1 + f)* where f is the
future inflation rate and L is the life of the replacement

L
(Exh. AG-WWD-Surrebuttal-2, at 4). The future salvage ratio then, is % and if
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number of items to be removed are increasing, it becomes economical in many cases to
invest in special tools that may actually result in an overall decrease in removal cost per item
removed (RR-DPU-26, Att. at 160-161). The factors that cause future costs of removal to
differ from the past, such as changes in labor costs and removal techniques, are difficult to
predict with accuracy over the considerably long periods of time between the placement of
plant and its retirement (RR-DPU-26, Att. at 161).

The Attorney General argues that the salvage values are too high because Eversource
fails to convert the salvage ratio to constant dollars, thereby ignoring the time value of
money (Attorney General Brief at 158). The Companies counter that the Attorney General
only considers inflation in the net salvage values, but not the initial installation costs
(Companies Brief at 545; Companies Reply Brief at 163). Additionally, the Companies
contend that to the extent that any inflation is included, it is only for the difference between
the average age of the assets and the average age of retirements (Companies Brief at 545;
Companies Reply Brief at 163). Salvage ratios are a function of inflation
(Exhs. AG-WWD-Surrebuttal-2, at 5; ES-1, at 7). The numerator is measured in dollars at
the time of retirement, while the denominator is measured in dollars at the time of installation
(Exh. AG-WWD-1, at 37). A first step in salvage analysis is to convert the observed dollars
to constant dollars, which removes inflation from the ratio so that the salvage schedules can

be analyzed (Exhs. AG-WWD-Surrebuttal-2, at 8; ES-1, at 5). The Companies argue that the

the past inflation rate is equal to the future inflation rate, and the life of the original
equals that of the replacement, then the salvage ratio will be V/B, unchanged from the
original (Exh. AG-WWD-Surrebuttal-2, at 4). That is, the ratio of net salvage cost to
retirement costs will be unchanged after L years.
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Attorney General selectively applies the concept of inflation by adjusting only the net salvage
and ignoring the initial installation costs (Companies Brief at 545; Companies Reply Brief at
163). The Department disagrees. The Companies earn a return on the net plant at the

weighted cost of capital. D.T.E. 03-40, at 321; Assabet Water Company, D.P.U. 95-92,

at 31 (1996); D.P.U. 1580, at 13 (see Schedules 4 below). The weighted cost of capital
consists of equity and debt. Debt earns a nominal interest rate which is the real interest rate,
plus expected inflation. Equity earns a return, which can be calculated as the cost of debt,
plus a risk premium. Therefore, the inflation is embedded in the Companies’ return on
investment. Additionally, the Companies argue that any inflation for net salvage is only for
the period represented by the difference between the average age of the plant and the average
age of retirement (Companies Brief at 545; Companies Reply Brief at 163). The Companies
use NSTAR Electric’s Account 364 to demonstrate that an inflation is nominal,111 citing to
2.7 years of inflation for that particular account (Companies Brief at 545;
Companies Reply Brief at 163). However, that would belie the argument that the net salvage
costs are expected to be 1.7 times the current costs experienced for that particular account. ''?
The effect of including a future cost of removal without discounting it for the time
value of money is to give the Companies the equivalent of an interest free loan. The
Companies begin collecting the cost of removal when the plant is installed, which it should,

as the ratepayers that benefit from the plant should be the ratepayers who pay for the plant to

111
112

NSTAR Electric’s Account 364 is associated with Poles, Towers and Fixtures.

The three-year average net salvage amount for NSTAR Account 364 is $2,762,226,
while Eversource proposes to include $4,800,217 in the calculation of depreciation
expense (Exh. AG-WWD-1, at 15, Table 1).
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avoid intergenerational subsidization. By including an inflated net salvage value, however,
the ratepayers pay for a cost that the Companies will not incur for some time into the future.
See D.T.E. 98-51, at 76; D.P.U. 1350, at 107. During that time period, Eversource has the
use of those depreciation funds. Assuming that Eversource invests in itself, the Companies
would realize the benefit of something akin to the allowed rate of return. However, in the
future when the Companies file a petition seeking new base distribution rates, the inflated
depreciation rates will have the effect of increasing the Companies’ accumulated depreciation.
This in turn reduces the net plant on which the Companies will earn a return going forward,
by the difference in the inflation for the period since the most recent base rate case.
Therefore, the money “borrowed” from ratepayers will effectively be given back,
compounding for the period of time between rate case filings. In turn, assuming that
Eversource files rate cases once every five years, the new depreciation rates in the
subsequent base rate case filing would then repeat the process, effectively resulting in a series
of short term, interest free loans of five-, four-, three-, two- and one-year durations, repeated
indefinitely. Additionally, a PBR mechanism, that increases the entire rate base annually,
would exacerbate the situation. Because rate-base includes the depreciation expense, which is
composed, in part, of the estimated net salvage values, each year the amount that ratepayers
are charged for net salvage would be inflated by the PBR factor, which would increase the
over-collection.

The Companies argue that lower depreciation rates would result in a larger rate base

in future rate cases, against which ratepayers would pay a return (Companies Reply Brief
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at 164). While this is true, the additional future cost to ratepayers would only be the product
of the weighted cost of capital and the reduction in depreciation accruals. The savings to
ratepayers would be (1-WCC) multiplied by the reduction in depreciation accruals.
Therefore, the argument is unpersuasive and, because rates are based on uninflated net
salvage values, irrelevant to our analysis here.

The Companies also argue that the Attorney General would prefer to treat net salvage
costs as the equivalent of an operating expense rather than to allocate the costs over the time
in which assets serve customers (Companies Reply Brief at 163). The NARUC Depreciation
Manual reports that many jurisdictions have chosen to treat salvage costs as operating
expenses, in part because the difficulty in accurately estimating gross salvage values and the
future costs of removal has generated considerable controversy (RR-DPU-26, Att. at 157).
Additionally, the NARUC Depreciation Manual cites the trend towards negative salvage
values as an incentive for some jurisdictions to treat the costs as operating expenses
(RR-DPU-26, Att. at 157). Notwithstanding NARUC’s evaluation of depreciation practices,
however, the Department has long recognized the incorporation of net salvage in a
company’s depreciation accrual rates, as embodied in the remaining life method.

D.P.U. 12-25, at 307; D.P.U. 1350, at 97-98; Bay State Gas Company, D.P.U. 19497,

at 16-17 (1978); Boston Gas Company, D.P.U. 19470, at 48 (1978). Our findings with

respect to Eversource’s net salvage analysis do not signal the Department’s intention to
require the expensing of salvage costs, but rather the Department’s recognition that the

Companies have overstated their salvage estimates.
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Based on the foregoing considerations, the Department finds that Eversource’s
proposed net salvage factors overstate the Companies’ salvage costs and produce excessive
depreciation accrual rates. As a partial remedy, the Attorney General has proposed the use
of different salvage factors for five NSTAR Electric plant accounts and nine WMECo plant
accounts (Exh. AG-WWD-1, at 31). The Department has examined both Eversource’s and
the Attorney General’s proposed net salvage factors, including the assumptions behind the
selection of each net salvage factor. Based on our examination, the Department finds that the
Attorney General’s proposed salvage factors for NSTAR Electric’s accounts 366, 367, 369.1,
369.2, and 373, as well as her proposed accrual rates for WMECo’s accounts 362, 364, 365,
366, 367, 369.1, 369.2, 370, and 371 strike a reasonable balance between historic net
salvage trends, more recent net salvage trends, and the Companies’ anticipated future net
salvage costs, while maintaining the theoretical depreciation reserve. Therefore, the
Department will use the Attorney General’s proposed net salvage rates in determining
Eversource’s depreciation accrual rates.

C. Amortization Reserve Deficiency Adjustment

As noted above, Eversource proposes a five-year amortization of what it considers to
be $643,489 in under-accruals in NSTAR Electric’s general plant accounts and $2,376,406 in
under-accruals in WMECo’s general plant accounts (Exhs. ES-JJS-2, at 50-51; ES-JJS-3,
at 50-51). An accrual rate must be sufficient to permit a company to recover its original
capital investment over the productive life of the asset, while avoiding placing the financial

burden solely on current or future customers. D.T.E. 98-51, at 76. Where the Department
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determines that under-accruals have developed because of neglectful practices of
management, ratepayers should not bear the financial burden of such negligence.

D.P.U. 19470, at 49-50; Wannacomet Water Company, D.P.U. 13525 (1962).

The Companies’ over- and under-accruals in general plant accounts occurred because
of the inevitable variances among the vintage balance, theoretical reserve, and book reserve
that occur with amortization accounting (Exh. DPU-11-11). There is no evidence that the
over- and under-accruals in these accounts are the result of any imprudent actions on the part
of NSTAR Electric or WMECo. Accordingly, the Department finds that the Companies have
correctly calculated the under-accruals associated with their general plant accounts. In
reaching this conclusion, the Department finds that the Companies’ proposed amortization
rates for Accounts 391 through 398 are reasonable and supported by the evidence
(Exhs. ES-JJS-2, at 45-46, 50-51; ES-JJS-3, at 45-46, 50-51).

The Department has examined the Companies’ proposed method to eliminate their
amortization under-accruals. Eversource proposes the use of a five-year amortization period,
reasoning that this particular amortization period is the most commonly used amortization
period, correlates with the shortest amortization period for each of the accounts, and is
generally close to the period by which the Companies would prepare their next depreciation
studies (Exh. DPU-11-11). For NSTAR Electric, the remaining lives of general plant assets
booked to Accounts 391.1, 391.2, 393, 394, 395, 397, and 398 range from 3.5 years for
Account 391.2 to 24.0 years for Account 393, with a dollar-weighted overall average of

7.8 years (see Exh. NSTAR-JJS-2, at 50-51). Most of NSTAR Electric’s over- and
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under-accruals are associated with Accounts 391.1, 391.2, and 397, of which Accounts 391.1
and 397 and have remaining lives of approximately ten years (Exh. NSTAR-JJS-2, at 50-51).
For WMECo, the remaining lives of general plant assets booked to Accounts 391.1, 391.2,
393, 394, 395, 397 (GPS), 397 (Other), and 398 range from 3.2 years for Account 391.1 to
24.7 years for Account 397 (GPS), with a dollar-weighted overall average of 8.0 years (see
Exh. NSTAR-JJS-3, at 50-51). Most of WMECo’s under-accruals are associated with
Account 397, which has a remaining life of 6.7 years (Exh. NSTAR-JJS-3, at 50-51).

Based on this information, the Department finds that using a five-year amortization
results in excessive charges to ratepayers. Based on our examination of the remaining life of
the assets and accounts most significantly affected by the over- and under-accruals, the
Department finds an amortization period of eight years strikes a reasonable balance between
the need to eliminate the overall under-accruals and the need for intergenerational equity
among current and future customers. Accordingly, the Department will apply an eight-year
amortization to NSTAR Electric’s under-accrual of $643,489, which produces an annual
amortization of $80,436 for its general plant under-accruals. The Department will apply an
eight-year amortization to WMECo’s under-accrual of $2,376,406, which produces an annual
amortization of $297,051 for its general plant under-accruals.

d. Conclusion

In order to calculate the Company’s annual depreciation expense based on the revised
accrual rates, the Department has applied the accrual rates approved by this Order to the

Company’s depreciable plant balances included in rate base. As discussed in Section VII.C



D.P.U. 17-05 Page 212
above, the Department has allowed the inclusion of NSTAR Electric’s proposed post-test year
plant additions, but has excluded $3,335,790 in post-test year additions associated with
WMECo’s Montague substation upgrades. Finally, the Department has reduced NSTAR
Electric’s amortization reserve deficiency adjustment from the proposed $128,698 to

$80,436, and has reduced WMECo’s amortization reserve deficiency adjustment from the
proposed $475,881 to $297,051. Based on this analysis, the Department finds that NSTAR
Electric’s annual depreciation and amortization expense is $145,626,751, and that WMECo’s
annual depreciation and amortization expense is $29,984,446. Accordingly, NSTAR
Electric’s proposed depreciation expense is reduced by $6,600,402, and WMECo’s proposed
depreciation expense is reduced by $3,248,078.

F. Lease Expense

1. Introduction

During the test year, NSTAR Electric and WMECo booked $3,660,277 and
$749,592, respectively, in lease expense associated with various facilities (Exhs. ES-DPH-2
(East), Sch. DPH-18 (Rev. 3); ES-DPH-2 (West), Sch. DPH-18 (Rev. 3)). The test year
lease expense includes rent and facility expenses allocated to NSTAR Electric and WMECo
associated with Eversource’s use of property located at 56 Prospect Street in Hartford,
Connecticut (“56 Prospect Street”) (Exhs. AG-26-13, Atts. (a) at 2, (b); AG-26-22,

Atts. (a), (b); AG-31-15; AG-50-12; Tr. 4, at 829-833). Specifically, the Companies’
respective test year costs of service include $110,453 and $18,300 associated with rent
expense and $89,397 and $8,867 associated with facility expense related to 56 Prospect Street

(Exhs. AG-26-13, Atts. (a) at 2, (b); AG-26-22, Atts. (a), (b); AG-31-15; AG-50-12).
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Eversource proposes a net increase of $620,331 in NSTAR Electric’s test year lease
expense pertaining to the following adjustments: (1) an increase of $348,979 associated with
a lease for the Waltham Service Center executed in August 2016; (2) an increase of $377,297
associated with an increase in the net plant value of Eversource’s facility in Southborough,
along with an increase in the occupancy rate of that facility from 25 percent to 32 percent;
and (3) a decrease of $105,945 associated with an intercompany rent general ESC overhead
rate (“GSCOH”) offset (Exh. ES-DPH-2 (East), Sch. DPH-18 (Rev. 3)). These adjustments
result in a pro forma test year lease expense of $4,280,608 for NSTAR Electric
(Exh. ES-DPH-2 (East), Sch. DPH-18 (Rev. 3)).

Eversource proposes a net increase of $13,819 in WMECo’s test year lease expense
pertaining to the following adjustments: (1) an increase of $12,795 associated with scheduled
increases in several leases between WMECo and various communications companies; (2) an
increase of $1,342 associated with scheduled increases in lease payments beginning in
September 2016 for Eversource’s satellite facility in Lee; and (3) a decrease of $317
associated with an intercompany rent GSCOH offset (Exh. ES-DPH-2 (West), Sch. DPH-18
(Rev. 3)). These adjustments result in a pro forma test year lease expense of $763,412 for
WMECo (Exh. ES-DPH-2 (West), Sch. DPH-18 (Rev. 3)).

2. Positions of the Parties

a. Attorney General

The Attorney General does not challenge the Companies’ proposed pro forma
adjustments to lease expense. However, the Attorney General argues that the Companies

have inappropriately included in their test year costs of service the aforementioned expenses
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associated with 56 Prospect Street (Attorney General Brief at 134, citing Exhs. ES-DPH-2
(East), Sch. 18, at 2 (Rev. 2); ES-DPH-2 (West), Sch. 18, at 2 (Rev. 2); AG-50-12; Tr. 4,
at 829-833; Attorney General Reply Brief at 28). According to the Attorney General, the
Companies have failed to provide persuasive evidence that 56 Prospect Street is necessary for
providing electric distribution service to Massachusetts ratepayers, or that the facility benefits
such ratepayers (Attorney General Brief at 134; Attorney General Reply Brief at 29).
Further, the Attorney General notes that the Companies already have a Massachusetts
headquarters consisting of 25,676 square feet of space in the Prudential Center Tower in
Boston, as well as significant additional office space in Westwood and New Bedford
(Attorney General Brief at 134, citing Exhs. ES-DPH-2 (East), Sch. DPH-18, at 2 (Rev. 2);
ES-DPH-2 (West), Sch. DPH-18, at 2 (Rev. 2); AG-26-13 & Atts.; AG-50-15). Finally, the
Attorney General contends that the Connecticut Public Utility Regulatory Authority
(“PURA”) denied the Companies’ affiliate, Connecticut Light & Power Company (“CL&P”),
recovery of costs associated with leasing 56 Prospect Street on the basis that those costs were
superfluous and unnecessary (Attorney General Brief at 135; Attorney General Reply Brief

at 28). Accordingly, the Attorney General asserts that the Department should disallow the
rent and facility expenses associated with 56 Prospect Street (Attorney General Brief at 136;

Attorney General Reply Brief at 30).

b. Companies

As an initial matter, the Companies challenge the Attorney General’s reliance on

PURA’s decision concerning 56 Prospect Street (Companies Brief at 458). According to the
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Companies, PURA did not find that 56 Prospect Street was unnecessary, but instead
disallowed the costs associated with the facility because Northeast Utilities made the explicit
decision to purchase the property rather than expand the utility’s prior location in Berlin,
Connecticut (Companies Brief at 458, citing Exh. AG-15, at 39-40).

Further, Eversource argues that, regardless of the PURA decision, the Companies
have demonstrated in this proceeding that Massachusetts customers directly benefit from the
lease of 56 Prospect Street (Companies Brief at 458-459). For example, Eversource notes
that senior staff meetings and presentations related to the Massachusetts distribution functions
are conducted at that facility (Companies Brief at 458-459, citing Exh. ES-DPH-1, at 1;

Tr. 4, at 833).

In addition, Eversource contends that only costs related to the Companies’ distribution
functions are included in their respective revenue requirements, and that such costs are
properly allocated to the Companies based on the square footage of floor space occupied by
each business unit (Companies Brief at 459). As such, the Companies claim that lease
expenses associated with 56 Prospect Street are reasonable in nature and, therefore,
appropriate for recovery (Companies Brief at 459-460, citing D.P.U. 15-155, at 298;

D.P.U. 89-114/90-331/91-80 (Phase I) at 96; Companies Reply Brief at 128).

Finally, the Companies assert that the remaining pro forma adjustments to their lease

expenses reflect known and measurable changes in rent expense through July 1, 2018, and

are reasonable in nature (Companies Brief at 220-221). Therefore, Eversource asserts that
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the Department should approve the Companies’ proposed pro forma adjustments (Companies
Brief at 221).

3. Analysis and Findings

a. Introduction

A company’s lease expense represents an allowable cost qualified for inclusion in its
overall cost of service. D.T.E. 03-40, at 171; D.P.U. 88-161/168, at 123-125. The
standard for inclusion of lease expense is one of reasonableness.

D.P.U. 89-114/90-331/91-80 (Phase One) at 96. Known and measurable increases in rental
expense based on executed lease agreements with unaffiliated landlords are recognized in cost
of service as are operating costs (e.g., maintenance, property taxes) that the lessee agrees to
cover as part of the agreement. D.P.U. 95-118, at 42 n.24; D.P.U. 88-67 (Phase I)

at 95-97. When facility leases have been entered into with affiliated companies, the
Department will limit the return component to the weighted cost of capital applicable to the
petitioning company, and limit depreciation expense to the amount generated by the
petitioning company’s own accrual rates. D.P.U. 10-55, at 266-267; D.P.U. 08-27, at 84.

b. Companies’ Test Year Lease Expense Associated with
56 Prospect Street Lease

As noted above, the Companies’ respective test year costs of service include $110,453
and $18,300 associated with rent expense, and $89,370 and $8,867 associated with facility
expense related to 56 Prospect Street (Exhs. AG-26-13, Atts. (a) at 2, (b); AG-26-22,

Atts. (a), (b); AG-31-15; AG-50-12). Eversource argues that Massachusetts customers

directly benefit from the lease of 56 Prospect Street and, therefore, it is appropriate to
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include a portion of the lease expenses associated with that property in the Companies’ costs
of service (Companies Brief at 458-459). We disagree.

The record shows that, at most, one Eversource employee who otherwise exclusively
focuses on Massachusetts operations sometimes travels to 56 Prospect Street for “senior team
presentations and other meetings” (Tr. 4, at 435). The Companies have failed to provide any
persuasive evidence regarding the nature, frequency, or duration of the meetings, why
Massachusetts personnel were invited, or the extent to which Massachusetts operations were
even discussed.'”® Based on the record, we simply cannot discern any benefits to
Massachusetts ratepayers associated with Eversource’s share of the lease expenses related to
56 Prospect Street. As such, the Department finds that the Companies have failed to sustain

their burden of demonstrating that these lease expenses are reasonable. See, e.g., Aquarion

Water Company of Massachusetts, D.P.U. 08-27, at 32 (2009); Bay State Gas Company,

D.P.U. 05-27, at 93-96 (2005); Phelps v. Hartwell, 1 Mass. 71, 73 (1804). Accordingly,

the Department will reduce NSTAR Electric’s proposed cost of service by $199,850,'* and

will also reduce WMECo’s proposed cost of service by $27,167.'°

13 On brief, the Companies note that one of their witnesses in the instant case has his

primary office at 56 Prospect Street, and, therefore given his “significant involvement
in this case and as the Project Director for any future NSTAR Electric and WMEC]|o]
[electric vehicle] and [s]torage programs ... the Compan[ies’] distribution customers
are deriving a direct benefit from the 56 Prospect Street facility” (Companies Brief

at 458-459). The Companies’ arguments on brief are not evidence and, therefore,
cannot be relied upon in reaching our decision.

e $110,453 in rent expense + $89,397 in facility expense.

15 $18,300 in rent expense + $8,867 in facility expense.
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C. Eversource’s Proposed Adjustments to NSTAR Electric’s Test
Year Lease Expense

As noted above, Eversource proposes a net increase of $620,331 in NSTAR Electric’s
test year lease expense pertaining to three adjustments: (1) an increase of $348,979
associated with a lease for the Waltham Service Center executed in August 2016; (2) an
increase of $377,297 associated with an increase in the net plant value of Eversource’s
facility in Southborough, along with an increase in the occupancy rate of that facility from
25 percent to 32 percent; and (3) a decrease of $105,945 associated with a GSCOH offset
(Exh. ES-DPH-2 (East), Sch. DPH-18 (Rev. 3)).

Regarding the rental expense for the Waltham Service Center, the record shows that
NSTAR Electric entered into written lease agreement with an unaffiliated party for this
facility, and that NSTAR Electric presently occupies space at this location pursuant to the
terms and conditions of the executed lease agreement (Exhs. ES-DPH-1, at 92-93; DPU-3-1;
AG-1-64, Att. (c)). The Department has reviewed the terms and conditions of the executed
lease agreements and related documents, as well as the explanations for the pro forma
adjustment, and we find that NSTAR Electric’s total lease expense and operating costs are
appropriately documented and, as such, represent a known and measurable change to NSTAR
Electric’s test year cost of service (Exhs. ES-DPH-1, at 92-93; DPU-3-3; AG-1-64, Att. (c)).
Accordingly, the Department allows the proposed increase of $348,979 to NSTAR Electric’s
proposed cost of service.

Turning to the lease expense associated with NSTAR Electric’s use of the

Southborough facility, the Department finds that Eversource incorrectly calculated both the
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test year expense and the pro forma expense. The Southborough facility is a shared facility
owned by NSTAR Gas (Exhs. ES-DPH-1, at 93; DPU-3-2; DPU-3-4; DPU-32-13;
DPU-32-15). NSTAR Gas allocates a portion of its revenue requirement to NSTAR Electric
as intercompany rent based on the square footage of the facility occupied by NSTAR Electric
(Exhs. ES-DPH-1, at 93; DPU-3-2; DPU-3-4). In addition, there is no lease agreement
associated with NSTAR Electric’s use of the Southborough facility (Exh. DPU-3-2).
Eversource booked to NSTAR Electric a test year lease expense of $513,428, and Eversource
proposes an adjustment of $377,297, which results in a pro forma test year lease expense of
$890,725 associated with the Southborough facility (Exhs. ES-DPH-2 (East), Sch. DPH-18,
at 2 (Rev. 1); DPU-32-17, Att.)."'® Eversource states that the proposed adjustment is due to
NSTAR Electric’s increased occupancy of the facility from 25 percent to 32 percent, as well
as an increase in the net plant value of the Southborough facility (Exhs. ES-DPH-1, at 93;
DPU-3-4; DPU-32-13). Further, a portion of the lease expense purportedly recognizes a
depreciation expense rate of 2.13 percent and a carrying charge rate of 11.16 percent, which
represents the pre-tax rate of return approved for NSTAR Gas in D.P.U. 14-150

(Exhs. DPU-3-4; DPU-32-15; DPU-32-15, Att.; DPU-32-17).

He In the initial filing, Eversource reported that NSTAR Electric’s test year rent expense

for the Southborough facility was $513,428, and Eversource proposed an adjustment
of $71,462 (Exhs. ES-DPH-1, at 93; ES-DPH-2, Sch. DPH-18, at 2 (East)).
Eversource subsequently revised these amounts to reflect an increase in net plant
balance as of December 31, 2016, as well as a correction to the calculation of
depreciation expense (Exhs. ES-DPH-2 (East), Sch. DPH-18, at 2 (Rev. 1); DPU-3-4;
DPU-32-17).
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Eversource asserts that it is appropriate to use NSTAR Gas’ approved cost of capital
and depreciation rate to determine intercompany rent allocated to NSTAR Electric for use of
the Southborough facility because NSTAR Gas is the owner of the facility
(Exhs. DPU-32-15; DPU-32-17). The Department has found, however, that where a
petitioning company pays depreciation expense and/or a return component on a facility owned
by an affiliate, customers of the petitioning company are forced to subsidize the operations of
the affiliate. D.P.U. 10-55, at 266-267; D.P.U. 08-27, at 84. As such, the Department has
limited the return component to the weighted cost of capital applicable to the petitioning
company, and limited the depreciation expense to the amount generated by the petitioning
company’s own accrual rates. D.P.U. 10-55, at 266-267; D.P.U. 08-27, at 84. Therefore,
the Department finds that application of NSTAR Gas’ 11.16 percent weighted cost of capital
and 2.13 percent depreciation rate to determine NSTAR Electric’s allocated share of the
Southborough facility understates the required lease expense. D.P.U. 10-55, at 266-267;
D.P.U. 08-27, at 84.

To derive appropriate test year lease expense for ratemaking purposes, the Department
will apply the pre-tax weighted cost of capital of 10.90 percent and depreciation rate of 3.90
percent being approved in this Order. This produces a pro forma annual lease expense for
the Southborough facility of $936,074. Accordingly, the Department will increase NSTAR

Electric’s proposed cost of service by $45,354 .17

17 $936,079 - $890,725 - $45,354.
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Finally, Eversource proposes a decrease in NSTAR Electric’s test year lease expense
of $105,945 associated with a GSCOH offset (Exhs. ES-DPH-1, at 92; ES-DPH-2 (East),
Sch. DPH-18 (Rev. 3)). The GSCOH is an ESC overhead rate, which is an adder to labor
and charged to the account in which the associated labor is charged (Exh. ES-DPH-1,
at 37, 94). The Department has reviewed this adjustment and we find that it represents a
known and measurable change to NSTAR Electric’s test year lease expense (Exh. ES-DPH-2
(East), Sch. DPH-18 (Rev. 3)). Accordingly, we allow the proposed decrease of $105,945 to
NSTAR Electric’s proposed cost of service.

d. Eversource’s Proposed Adjustments to WMECo’s Test Year
Lease Expense

As noted above, Eversource proposes a net increase of $13,819 in WMECo’s test
year lease expense pertaining to three adjustments: (1) an increase of $12,795 associated
with scheduled increases in several leases between WMECo and various communications
companies; (2) an increase of $1,342 associated with scheduled increases in lease payments
beginning in September 2016 for Eversource’s satellite facility in Lee; and (3) a decrease of
$317 associated with an intercompany rent GSCOH offset (Exh. ES-DPH-2 (West),

Sch. DPH-18 (Rev. 3)).

Regarding WMECo’s communications leases, the record shows that they are subject
to written agreements with unaffiliated parties, and that WMECo uses these services to listen
to conversations between workers and dispatchers across a whole district area, as well as to
enhance system reliability and reduce outage times (Exhs. ES-DPH-1, at 93; DPU-3-5;

AG-1-64, Att. (k)). The Department has reviewed the terms and conditions of these executed



D.P.U. 17-05 Page 222
lease agreements and related documents, as well as the explanations for the pro forma
adjustments, and we find that WMECo’s total lease expense and operating costs are
appropriately documented and, as such, represent a known and measurable change to
WMECo’s test year cost of service (Exhs. ES-DPH-1, at 93; DPU-3-5; AG-1-64, Att. (k)).
Accordingly, the Department allows the proposed increase of $12,795 to WMECo’s proposed
cost of service.

Similarly, with respect to the Lee satellite facility, the record shows that WMECo
entered into written lease agreement with an unaffiliated party for this facility, and that
WMECo presently occupies space at this location pursuant to the terms and conditions of the
executed lease agreement (Exhs. ES-DPH-1, at 93; DPU-3-7; AG-1-64, Att. (1)). The
Department has reviewed the terms and conditions of the executed lease agreements and
related documents, as well as the explanations for the pro forma adjustment, and we find that
WMECo’s total lease expense and operating costs are appropriately documented and, as such,
represent a known and measurable change to NSTAR Electric’s test year cost of service
(Exhs. ES-DPH-1, at 93; DPU-3-7; AG-1-64, Att. (i)). Accordingly, the Department allows
the proposed increase of $1,342 to WMECo’s proposed cost of service.

Finally, Eversource proposes a decrease in WMECO’s test year lease expense of $317
associated with a GSCOH offset (Exhs. ES-DPH-1, at 92; ES-DPH-2 (West), Sch. DPH-18
(Rev. 3)). The Department has reviewed this adjustment and we find that it represents a

known and measurable change to WMECo’s test year lease expense (Exh. ES-DPH-2 (West),
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Sch. DPH-18 (Rev. 3)). Accordingly, we allow the proposed decrease of $317 to WMECO0’s
proposed cost of service.

G. Information System Expense

1. Introduction

Eversource proposes to include the costs associated with its Supply Chain Project as a
post-test year adjustment to information systems expense (Exhs. ES-DPH-1, at 96;
ES-DPH-2, Sch. DPH-19 (Rev. 3); DPU-9-11; DPU-45-57; AG-43-2; AG-54-4; Tr. 6,
at 1192). Eversource explains that the Supply Chain Project will consolidate and standardize
all supply chain activities across each Eversource Energy operating company to eliminate
redundancy, leverage industry-best practices, and introduce modern technology to sourcing,
contracting, and materials management-related activities (Exh. ES-DPH-1, at 94).
Eversource states that it will need to deploy Ariba, Maximo, and Oracle Accounts Payable
software tools in order to achieve these objectives (Exh. ES-DPH-1, at 94). Once the project
is completed, Eversource states that there may be cost savings as soon as the first year of
implementation due to process efficiencies and reduced labor (Exhs. ES-LML-8, at 145
(Supp. 1)); DPU-9-5; Tr. 6, at 1209-1210). Eversource originally estimated a project
in-service date for the Supply Chain Project of February 17, 2017, but the Companies
subsequently amended the in-service date to July 3, 2017 (Exhs. ES-LML-8, at 145
(Supp. 1); AG-19-22; AG-42-1; AG-42-2; AG-42-3; AG-50-18; Tr. 6, at 1190; Tr. 9,
at 1827; Tr. 15, at 3054, 3059).

Eversource explains that the Supply Chain Project comprises three main components:

(1) Supply Chain software; (2) eSourcing/Portal software; and (3) System Integrator
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(Exh. AG-42-8; AG-42-9). Because the Supply Chain Project makes use of several external
software tools, as well as externally contracted labor, Eversource states that it issued RFPs to
multiple qualified sources to facilitate a competitive bidding process (Exhs. ES-DPH-1,

at 94-95; AG-42-8; AG-42-9; AG-42-12; AG-50-19). Specifically, Eversource issued RFPs
to three bidders on April 10, 2015, for the Supply Chain software and eSourcing software
(Exh. AG-42-8). Eversource ultimately executed an agreement with IBM on July 31, 2015
for the Maximo software solution and with SAP on September 21, 2015, for the Ariba
solution (Exh. AG-42-8). Further, Eversource issued RFPs to six bidders on April 17, 20135,
for the System Integrator, and ultimately executed an agreement with Infosys on October 19,
2015 (Exh. AG-42-8).

Eversource proposes to treat the Supply Chain Project as a capital asset on ESC’s
books, and to recover the costs associated with this project, including depreciation, property
taxes, and a return component, through a post-test year adjustment to expense to be reflected
in NSTAR Electric’s and WMECo’s revenue requirements (Exhs. ES-DPH-1, at 96;
DPU-9-10; DPU-9-11). Eversource proposes to allocate the costs associated with the Supply
Chain Project using its budgeted service company labor allocator and to charge the associated
expenses to each operating company using GSCOH, the general ESC overhead rate, which
Eversource describes as an adder to labor to be charged to the account to which the
associated labor is charged (Exhs. ES-DPH-1, at 96-98; ES-DPH-4, Sch. DPH-8, at 1-2;
DPU-9-3; DPU-45-52; DPU-45-53; AG-1-92; AG-1-92, Att. at 5; AG-42-10; AG-42-11).

Eversource states that while there are general service contracts between ESC and its
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affiliates, including NSTAR Electric and WMECo, there is not a specific service agreement
for the Supply Chain Project (Exh. DPU-9-9; AG-1-26, Atts. (a), (b)).

During the test year, NSTAR Electric and WMECo booked $6,100,492 and
$1,397,941, respectively, in information systems expense unrelated to the Supply Chain
Project (Exhs. ES-DPH-2 (East), Sch. DPH-19 (Rev. 3); ES-DPH-2 (West), Sch. DPH-19
(Rev. 3); DPU-45-57; Tr. 9, at 1827). Eversource requests a pro forma adjustment to test
year information systems expense of $1,248,167 and $237,936 for NSTAR Electric and
WMECo, respectively, to reflect project costs of $36,420,160 associated with the Supply
Chain Project incurred through April 30, 2017 (Exhs. ES-DPH-2 (East), Sch. DPH-19
(Rev. 3); ES-DPH-2 (West), Sch. DPH-19 (Rev. 3); AG-42-1; AG-43-2; Tr. 6, at 1216;

Tr. 9, at 1830). Eversource states that although it anticipates the total project capital costs to
be $41.2 million, it plans on deferring additional cost recovery until its next base rate
proceeding because the project is expected to be placed into service after the close of the
evidentiary record in this proceeding (Exh. AG-42-5; AG-43-2; Tr. 6, at 1189-1190; Tr. 15,
at 3059).

2. Position of the Parties

a. Attorney General

The Attorney General recommends that the Department disallow the costs associated
with the Supply Chain Project (Attorney General Brief at 126). The Attorney General
provides three distinct arguments to support this recommendation, each of which she asserts
provides an independent basis for rejection from NSTAR Electric’s and WMECo’s revenue

requirements (Attorney General Brief at 126).
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First, the Attorney General argues that the Supply Chain Project is a post-test year
plant addition at the service company level and did not go into service prior to the end of
hearings in this case (Attorney General Brief at 127). The Attorney General notes that
Eversource initially estimated an in-service date of February 2017, but subsequently updated
its estimate to July 3, 2017 (Attorney General Brief at 127, citing Exhs. DPU-9-7; DPU-9-7,
Att. at 5; AG-42-1). Further, because Eversource still will be testing the platform after July
3, 2017, the Attorney General claims that the Supply Chain Project cannot be considered in
service, and instead should be classified as construction work in progress (Attorney General
Brief at 127, citing Tr. 15, at 3054-3055, 3064).

Second, the Attorney General contends that the costs associated with the Supply Chain
Project are not known or measurable and thus do not meet the Department’s standard for
adjustments to test year cost of service (Attorney General Brief at 127-128). The Attorney
General asserts that, although actual project expenditures included for recovery may be
known as of April 30, 2017, the amount that will be charged to NSTAR Electric and
WMECo is not known or measurable (Attorney General Brief at 128). To support this
assertion, the Attorney General notes that ESC proposes to allocate costs associated with the
Supply Chain Project to its affiliates using a budgeted labor allocator, which the Attorney
General claims is not the actual labor allocator that ultimately will be used to assign costs to
the Companies (Attorney General Brief at 128, citing Exh. ES-DPH-4, Sch. DPH-8 (Rev. 1).

The Attorney General argues that as a result, the actual level of costs Eversource will
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allocate to NSTAR Electric and WMECo for the Supply Chain Project are unknown
(Attorney General Brief at 128-129).

Third, the Attorney General argues that the Department should reject the post-test
year adjustment to expense associated with the Supply Chain Project because it fails to
recognize any of the associated, offsetting savings and benefits (Attorney General Brief
at 129, citing Exh. ES-LML-8 (Supp. 1) at 141-151). In particular, the Attorney General
asserts that the Companies estimate that efficiencies and reductions to materials will result in
$5.4 million in direct annual recurring savings and $2.8 million in one-time savings, as well
as potential indirect savings, at the service company level (Attorney General Brief at 129,
citing Exh. ES-LML-8, at 141-151 (Supp. 1)). The Attorney General argues that the
anticipated cost savings and benefits contributed to Eversource’s decision to go forward with
the project, and, as such, should not be treated as potential or conceptual savings, but rather
real savings to be reflected in the net costs of this project (Attorney General Brief
at 129-130, citing Tr. 6, at 1212-1213; Tr. 15, at 3054-3058; Attorney General Reply Brief
at 16). Thus, the Attorney General characterizes the Companies’ proposed adjustments as
one-sided, and argues that if cost savings were considered in conjunction with a more
reasonable rate of return, the Supply Chain Project would have a net negative impact
Eversource’s overall revenue requirement (Attorney General Brief at 130, citing
Exh. AG-DR-1, at 8). Therefore, the Attorney General recommends that the Department
reject the Companies’ pro forma adjustments to increase NSTAR Electric’s and WMECo’s

information systems expense (Attorney General Brief at 130).
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Alternatively, the Attorney General argues that if the Department allows the
Companies’ proposed post-test year adjustment to expense, the Department should make two
modifications to the proposed increases (Attorney General Brief at 131-132). First, the
Attorney General contends that Eversource’s use of NSTAR Electric’s and WMECo’s
proposed consolidated capital structure and cost rates is inappropriate and overstates the
revenue requirement to be allocated to NSTAR Electric and WMECo (Attorney General Brief
at 131, citing Exh. ES-DPH-4, Sch. DPH-8 (Rev. 1) at 8). According to the Attorney
General, if the Department approves the Companies’ proposed adjustments to information
systems expense, it should recalculate the adjustments using ESC’s capital structure and cost
of debt rate, and the return on equity approved in this case using the cost of debt information
contained in Exhibit AG-26-2, as is consistent with prior Department findings (Attorney
General Brief at 132, citing Exh. AG-26-2; Tr. 9, at 1833-1834; D.P.U. 15-155, at 303).
Second, the Attorney General contends that the allocation rate used to apportion
Supply Chain Project costs to NSTAR and WMECo  is overstated because it does not reflect
Eversource’s pending acquisition of the Aquarion Water Company (Attorney General Brief
at 126). Specifically, the Attorney General notes that the Supply Chain Project is intended to
benefit all Eversource Energy operating companies, including Aquarion Water Company
(Attorney General Brief at 131). The Attorney General argues that a failure to reduce the
costs to be allocated to NSTAR Electric and WMECo due to Eversource’s recent acquisition

of Aquarion Water Company would not be fair or reasonable to ratepayers, and, therefore,
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she recommends reducing the allocation rate used to apportion the Supply Chain Project costs

to NSTAR Electric and WMECo (Attorney General Brief at 131).

b. Companies

Eversource argues that the Department should approve its proposed post-test year
adjustment to information systems expense to reflect known and measurable Supply Chain
Project costs incurred through April 30, 2017 (Companies Brief at 222-223, 452, citing
Exhs. DPH-1, at 94; DPU-9-7; DPU-45-57; AG-19-22; AG-42-1; AG-43-2). Eversource
additionally claims that the project was placed in service on July 3, 2017 (Companies Brief
at 221-223, citing Tr. 6, at 1190). Eversource contends that it has appropriately calculated
the Supply Chain Project expense adjustment, and requests the Department’s approval to
incorporate this adjustment to the revenue requirements of NSTAR Electric and WMECo
(Companies Brief at 223).

Eversource also argues that the Department should reject the Attorney General’s
recommendation to disallow the costs associated with the Supply Chain Project, and provides
several responses to the Attorney General’s assertions (Companies Brief at 450). First,
Eversource asserts that the Attorney General mischaracterizes the in-service date of the
Supply Chain Project (Companies Brief at 450). Eversource claims that it transitioned to the
new supply chain system from June 30, 2017, to July 3, 2017, at which point the supply
chain software solution was deployed and, as it was fully operational, used to support the
procure-to-pay process (Companies Brief at 451, citing Tr. 15, at 3055). Eversource

contends that this process is typical for new information system projects and platforms, and
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states that the Department has previously approved recovery of post-test year information
system platforms with similar testing procedures (Companies Brief at 451, citing
D.P.U. 13-75, at 1, 110, 117). Further, the Companies claim that the Attorney General has
not provided evidence that the Supply Chain Project is not in service and providing a benefit
to the Companies’ customers (Companies Brief at 451). In addition, the Companies contend
that there is no Department standard requiring capital projects that result in post-test year
expense adjustments to be in service (Companies Reply Brief at 112).

Second, Eversource asserts that the Attorney General’s allegation that the Supply
Chain Project costs are not known and measureable is without merit (Companies Brief
at 452). Eversource claims that it is only seeking recovery of costs through April 30, 2017,
resulting in a revenue requirement of $1,248,167 for NSTAR Electric and $237,936 for
WMECo (Companies Brief at 452, citing Exhs. ES-LML-8 (Supp. 2); ES-DPH-2 (East),
Sch. DPH-19 (Rev. 2); ES-DPH-2 (West), Sch. DPU-19 (Rev. 2)). Eversource further
asserts that the allocated costs, as developed using the GSCOH allocator, are known and
measurable (Companies Brief at 452). In addition, Eversource claims that the labor allocator
used to allocate the costs associated with the Supply Chain Project to the operating companies
is the actual rate ESC uses to assign costs for the period it incurs the costs (Companies Reply
Brief at 112).

Third, Eversource argues that the Attorney General’s recommendation to reduce the
Companies’ proposed revenue requirement due to potential savings does not meet the

Department’s known and measurable standard, and therefore should be rejected (Companies
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Brief at 454). Eversource notes that it identified and calculated potential savings associated
with the Supply Chain Project on an Eversource-wide basis (Companies Brief at 453, citing
Exh. ES-LML-8 (Supp. 2), at 8). In addition, Eversource notes that these savings are based
on a 60 percent realization probability and can only be considered preliminary and, therefore,
are speculative (Companies Brief at 453, citing Exh. ES-LML-8 (Supp. 2), at 8). Eversource
claims that the Department has previously rejected proposed adjustments for savings achieved
by information system projects when the record showed that the savings did not meet the
Department’s known and measurable standard (Companies Brief at 453-454, citing

D.P.U. 15-155, at 307-308; D.T.E. 03-40, at 11; D.T.E. 02-24/25, at 76; D.P.U. 95-118,
at 130-131; D.P.U. 92-111, at 142; D.P.U. 92-78, at 50-51).

Next, Eversource argues that the Attorney General’s recommendation to adjust the
post-test year information system expense associated with the Supply Chain Project to reflect
ESC’s capital structure and actual cost of debt provided in Exhibit AG-26-2 should be
rejected (Companies Brief at 455). Eversource claims that the cost of debt provided in this
exhibit, which provides the actual capitalization for ESC as of December 31, 2016, includes
both short-term and long-term debt (Companies Brief at 455). Further, Eversource claims
that its actual capitalization reflects the fact that it is structured to provide shared services,
and, therefore, the cost of debt and capital structure for ESC fluctuates significantly from

month to month based on intercompany charges (Companies Reply Brief at 115).'18

18 On brief, Eversource recreates its capitalization to reflect only the inclusion of

long-term debt (Companies Brief at 455-456).
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In any event, Eversource claims that neither its actual capitalization as of December
31, 2016, which reflects approximately 40 percent equity, nor its capitalization as of
December 31, 2016, exclusive of short-term debt, which results in approximately 82 percent
equity, is appropriate for ratemaking purposes (Companies Brief at 457). Rather, Eversource
argues that both the capital structure and return on equity approved in this case for the
Companies should be used for the computation of NSTAR Electric’s and WMECo’s revenue
requirements associated with the Supply Chain Project (Companies Brief at 457).

Finally, Eversource argues that the Attorney General’s recommendation to disallow
the Supply Chain Project expense adjustment on grounds that the Companies have not
reflected the Aquarion Water Company acquisition is without merit and should be rejected
(Companies Brief at 454). Eversource notes that any adjustment to reduce ESC charges is
premature and not known and measurable (Companies Brief at 440).

3. Analysis and Findings

As noted above, Eversource seeks to treat the Supply Chain Project as a post-test year
adjustment to the Companies’ information systems expense (Exhs. ES-DPH-1, at 94, 96;
AG-43-2; Tr. 9, at 1830). Rates are designed to allow for recovery of a representative level
of a company’s revenues and expenses based on a historic test year adjusted for known and
measurable changes. D.T.E. 02-24/25, at 161; D.P.U. 92-250, at 106. The selection of the
test year is largely a matter of a distribution company’s choice, subject to Department review
and approval. See D.P.U. 07-50-A at 51; D.P.U. 1720, Interlocutory Order at 7-11

(January 17, 1984).
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In the instant case, the Companies did not incur any Supply Chain Project-related
costs in the test year (Exh. DPU-45-57; see also ES-DPH-2 (East), Sch. DPH-19 (Rev. 3);
ES-DPH-2 (West), Sch. DPH-19 (Rev. 3)). In fact, according to Eversource the costs were
not allocated to the Companies until July 3, 2017, the date upon which Eversource claims
that the Supply Chain Project was placed in service, and more than a year after the end of
the test year (Exh. DPU-45-57; Tr. 9, at 1827; Tr. 15, at 3055, 3058-3059, 3064).
Nevertheless, the Companies seek a post-test year adjustment to their costs of service in
order to reflect a level of costs that will be incurred in the rate year (Exh. ES-DPH-1, at 96).

Proposed changes to test year revenues, expense, and rate base require a finding that
the adjustment constitutes a “known and measurable” change to test year cost of service. See
D.P.U. 1580, at 13-17, 19; D.P.U. 84-32, at 17; D.P.U. 136, at 3; D.P.U. 19992, at 2;
D.P.U. 18204, at 4; D.P.U. 18210, at 2-3; D.P.U. 18264, at 2-4. A “known” change
means that the adjustment must have actually taken place, or that the change will occur based
on the record evidence. A “measurable” change means that the amount of the required
adjustment must be quantifiable on the record evidence. D.T.E. 98-51, at 62.

In the instant case, Eversource calculated a gross investment base of $36,420,160
based on ESC’s actual spending through April 30, 2017 (Exh. ES-LML-8, at 2 (Supp. 2);
Tr. 9, at 1830). Eversource calculated an estimated revenue requirement associated with the
Supply Chain Project based on the weighted average cost of capital, capital structure, and
depreciation expense that it requested in this case (Exh. ES-DPH-1, at 96-97; Tr. 9,

at 1830-1831). As noted above, Eversource then used a budgeted service company allocator
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to derive the amount of costs it seeks to assign to NSTAR Electric and WMECo
(Exh. ES-DPH-1, at 97).

Although Eversource claims that costs were allocated to the Companies following the
Supply Chain Project’s in service date of July 3, 2017, Eversource has failed to adequately
support this representation with sufficient record evidence. In particular, the record contains
no billing statements, invoices, or other related documentation to substantiate the actual
allocation of costs to the Companies in the amounts claimed by the Eversource. Therefore,
the Department cannot determine whether Eversource’s proposed adjustments to test year
information systems expense represent the level of expense to be incurred by the Companies
during the rate yealr.119

Based on these considerations, the Department is not persuaded that Eversource’s
proposed adjustments to the Companies’ information systems expense represent known and

measurable changes to the Companies’ costs of service. Therefore, the Department declines

to accept Eversource’s proposed adjustment. Accordingly, we reduce NSTAR Electric’s

19 The Department acknowledges the Attorney General’s arguments regarding

Eversource’s acquisition of Macquarie, a holding company of Aquarion Water
Company of Massachusetts and its subsidiaries in Connecticut and New

Hampshire. As noted above in Section VIII.B.3, while the Department has approved
Eversource’s proposal to acquire Macquarie, Eversource does not plan to integrate
Aquarion’s operations with the existing Eversource organization following the
transaction, and thus does not anticipate allocating any centralized services costs to
Aquarion’s operations. D.P.U. 17-115, at 66 (November 28, 2017). To the extent
that Eversource implements any changes to Aquarion’s operations or integrates
functions between the two entities, those changes will take place over time and as
Eversource becomes familiar with Aquarion’s water operations. D.P.U. 17-115,

at 66-67. As a result, any future allocation of costs is speculative at this time.
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proposed test year cost of service by $1,248,167 and reduce WMECo’s proposed test year
cost of service by $237,936.

H. GIS Verification Adjustment

1. Introduction

Eversource proposes to include the costs associated with NSTAR Electric’s
Geographic Information System (“GIS”) Verification Project (“GIS Project”) as a post-test
year adjustment to expense (Exhs. ES-DPH-1, at 103; ES-DPH-2, Sch. DPH-20 (Rev. 3);
DPU-22-10; AG-42-14). Eversource explains that its current GIS requires an upgrade in
order to, among other things, support any level of grid modernization (Exh. ES-DPH-1,
at 98). According to Eversource, the existing GIS was developed using historical paper
records mapping the overhead distribution system as it was constructed (Exh. ES-DPH-1,
at 98-99). Eversource states that these historical records were created based on system needs
and requirements at the time the records were created and, by design, did not capture the
level of specificity as to customer connections and other information now necessary to move
forward with technological innovation (Exh. ES-DPH-1, at 99). Thus, Eversource states that
an upgrade to the data stored in GIS is necessary in order to enable the proposed grid
modernization base commitment (see Section X.B below), to enable other non-modernization
requirements of the system, and to best utilize the utility’s new Outage Management System
(“OMS”) (Exh. ES-DPH-1, at 99).

Eversource states that the GIS Project involves a comprehensive survey of the system,
data collection, and data assembly into a format that can be uploaded into the existing GIS

system (Exh. ES-DPH-1, at 99, 103). Thus, on October 20, 2016, Eversource issued a RFP
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to four outside contractors and sought cost estimates for completion of this work

(Exhs. ES-DPH-1, at 100, 103; DPU-22-14). Eversource received responses from three of
the bid recipients (Exhs. ES-DPH-1, at 100, 103; DPU-22-14). On April 27, 2017,
Eversource executed a fixed-price contract with Davey Resource Group for a final total cost
of $5,956,381 for work to be completed in 2018 (Exhs. ES-DPH-2 (East), Sch. DPH-20
(Rev. 3); AG-19-26; AG-42-17, Att. (c), at 1, 39; Tr. 13, at 2776-2777).

Eversource proposes to treat the GIS Project as a one-time, non-recurring expense, to
be amortized over five years (Exhs. ES-DPH-1, at 103; DPU-22-15; AG-42-20). As such,
Eversource proposes to include in NSTAR Electric’s cost of service an annual amortization
expense of $1,191,276 (Exhs. ES-DPH-2 (East), Sch. DPH-20 (Rev. 3)).

2. Positions of the Parties

a. Attorney General

The Attorney General recommends that the Department disallow the costs associated
with the GIS Project (Attorney General Brief at 146). The Attorney General argues that this
non-recurring expense does not meet the Department’s standards for pro forma post-test year
adjustments to cost of service (Attorney General Brief at 146). Specifically, the Attorney
General contends that the actual costs associated with the proposed adjustment are not known
and measurable (Attorney General Brief at 146). To support this assertion, the Attorney
General claims that the actual cost of the GIS Project was not known at the time of
Eversource’s initial filing (Attorney General Brief at 146, citing Exh. AG-19-26). Further,

the Attorney General claims that Eversource still was in the technical review stage of the
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project during the discovery period of this proceeding (Attorney General Brief at 146-147,
citing Exhs. ES-DPH-1, at 103; AG-19-26).

The Attorney General submits that while Eversource did eventually introduce into the
record a contract for the GIS Project, the Companies have acknowledged that the contract is
subject to regulatory approval (Attorney General Brief at 147, citing Exhs. AG-42-17,

Att. (c); AG-50-23; Tr. 13, at 2777). Further, the Attorney General argues that a contract
entered into after the test year and before the record closes still does not meet the known and
measurable standard, as contracts can be adjusted and conditions of the contract may not be
met (Attorney General Reply Brief at 32, citing D.P.U. 15-155, at 277-278 n.199). In this
regard, the Attorney General contends that costs associated with the GIS Project are likely to
change over time as the work will not be completed until 2018, which is anywhere from one
and a half to two and a half years after the end of the test year (Attorney General Brief

at 147, citing Tr. 13, at 2776-2777).

In addition, the Attorney General argues that an annual expense of $1,191,276 is not
outside the normal ebb and flow of changes in expenses over time for a company the size of

NSTAR Electric (Attorney General Brief at 147, citing Dedham Water Company,

D.P.U. 1217, at 7-9 (1983); Bay State Gas Company, D.P.U. 1122, at 46-49 (1982)).

Finally, the Attorney General asserts that the GIS Project costs only represent approximately
0.04 percent of total Company revenues, and therefore this adjustment does not comply with

the Department’s standards for a post-test year expense (Attorney General Reply Brief at 34).
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For all of the above reasons, the Attorney General cautions against allowing the
proposed pro forma adjustment and setting a standard for cost recovery “more akin to a
future test[]year” (Attorney General Reply Brief at 32). Thus, she asserts that Eversource’s
proposal must be rejected and NSTAR Electric’s proposed cost of service reduced by
$1,191,276 (Attorney General Brief at 147; Attorney General Reply Brief at 34).

b. Cape Light Compact

Cape Light Compact supports the Attorney General’s recommendation to reduce
NSTAR Electric’s proposed cost of service by eliminating the adjustment associated with the
GIS Project (Cape Light Compact Brief at 79). Cape Light Compact agrees with the
Attorney General’s assertion that the costs associated with the GIS Project are not known,
and the associated annual expense is not outside the normal ebb and flow of changes in
expense over time for a company the size of NSTAR Electric (Cape Light Compact Brief
at 79, citing Exh. AG-DJE-1, at 7-8).

C. Companies

According to Eversource, the GIS Project is important for customer satisfaction
because it will assist NSTAR Electric in: (1) achieving the capability to quickly identify and
respond to customer outages; (2) implementing automated communication with customers
affected by outages; and (3) managing the distribution system from both a capacity and
voltage perspective (Companies Brief at 224, citing Exh. ES-DPH-1, at 99). Further,
Eversource asserts that it has received the lowest possible cost for completing this project
through the RFP process (Companies Brief at 224, citing Exh. ES-DPH-1, at 99). In

addition, Eversource contends that the executed contract presents a fixed price, which is
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known and measurable, and contains a scope of work and monthly milestone schedule
(Companies Brief at 467, citing Exh. AG-42-17, Att. (c); Tr. 13, at 2777). Specifically,
Eversource claims that the terms of the executed contract demonstrates that the total project
cost is $5.95 million, while the annual expense is $1.19 million (Companies Brief at 467,
citing Exh. ES-DPH-2 (East), Sch. DPH-20).

In response to the Attorney General’s argument that the contract is subject to
regulatory approval, Eversource contends that the only approval that is necessary is that of
the Department in this proceeding (Companies Brief at 467, citing Exh. ES-DPH-1, at 103).
In addition, in response to the Attorney General and Cape Light Compact’s argument that the
expense is within the ebb and flow of NSTAR Electric’s expenditures, Eversource contends
that the ratemaking process is intended to develop a representative level of revenue
requirement to be collected from customers and, absent exigent circumstances, it is not
intended to track and recover costs on a dollar for dollar basis (Companies Brief at 468,
citing D.P.U. 14-150, at 45-46; D.P.U. 13-75, at 106; D.P.U. 10-70, at 174;

D.P.U. 07-50-A at 51). Further, Eversource asserts that neither the Attorney General nor
the Cape Light Compact have provided support or analysis for the assertion that the annual
GIS expense is not significant, and, therefore, their argument that the project costs are within
the normal ebb and flow of expense does not have merit (Companies Brief at 512).

Finally, Eversource argues that the GIS Project is significant in both nature and
expenditure (Companies Reply Brief at 130). In particular, Eversource contends that the GIS

Project is critical to the Companies’ grid modernization base commitment investments,
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including advanced load flow and distribution management system investments, which benefit
customers and advance the Commonwealth’s energy and environmental policies (Companies
Reply Brief at 130, citing Exhs. ES-GMBC-2, at 26; AG-42-15). In addition, Eversource
asserts that the approximately $6 million GIS Project cost is a significant investment for
NSTAR Electric and therefore merits the Department’s approval (Companies Reply Brief

at 130).

3. Analysis and Findings

As noted above, Eversource seeks to treat the GIS Project as a one-time,
non-recurring expense, to be amortized over five years (Exhs. ES-DPH-1, at 103;
DPU-22-15; AG-42-20; Companies Brief at 467-468, 512; Companies Reply Brief at 130).
The Attorney General and Cape Light Compact argue that recovery of this particular expense
is inappropriate because, among other reasons, Eversource has failed to demonstrate that the
costs are known and measurable or extraordinary (Attorney General Brief at 146-147;
Attorney General Reply Brief at 34; Cape Light Compact Brief at 79). In this instance, we
need not reach the merits of these arguments.

The purpose of the GIS Project is primarily to enable Eversource’s proposed grid
modernization investments (see, e.g., Exhs. ES-DPH-1, at 99; ES-GMBC-2, at 19, 21, 26,
64; AG-42-15; AG-50-21; NECEC-4-4; Tr. 7, at 1228-1233; Tr. 8, at 1625-1626,
1632-1633, 1649-1650. While we acknowledge that the GIS Project will be used for some
important non-grid modernization requirements on the system, such as the OMS and

Customer Interface System (Exhs. ES-DPH-1, at 99; AG-42-16, at 2-3; AG-50-22), we
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conclude that the GIS Project is so inextricably linked to grid modernization efforts, that the
costs associated with the project are more suitable for review as a proposed grid
modernization investment. The Companies’ proposed grid modernization investments are
discussed in Section X.B below.

As noted above, Eversource proposes to include in NSTAR Electric’s cost of service
an annual amortization expense of $1,191,276 associated with the costs of the GIS Project
(Exhs. ES-DPH-2 (East), Sch. DPH-20 (Rev. 3)). Based on our findings above, costs
associated with the GIS Project will not be recovered in base distribution rates. Accordingly,
the Department reduces NSTAR Electric’s proposed cost of service by $1,191,276.

I. Insurance Expense

1. Introduction

The Companies propose increases to test year insurance expense of $158,407 for
NSTAR Electric and $22,675 for WMECo associated with insurance policy distributions
(Exh. ES-DPH-1, at 42, 45). More specifically, in March 2016, Eversource Energy received
a check in the amount of $456,242 from one of its excess general liability insurance carriers,
Energy Insurance Mutual (“EIM”), for its portion of a distribution of policyholders’ surplus
to EIM member companies (Exhs. AG-1-61, Att. (c) at 1; AG-19-13, Att. (0)). Of this
amount, $158,407 (34.72 percent of the total surplus) was allocated to NSTAR Electric and
$22,675 (4.97 percent of the total surplus) was allocated to WMECo (Exhs. AG-DR-1, at 12;
AG-19-13, Att. (0)). The Companies considered these distributions to be non-recurring, and,
therefore, removed the distributions from their respective test year costs of service through

normalization adjustments (Exhs. ES-DPH-1, at 38; ES-DPH-2 (East), Sch. DPH-12, at 2
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(Rev. 3); ES-DPH-2 (West), Sch. DPH 12, at 2 (Rev. 3). These adjustments result in
corresponding increases in both test year insurance expense and the level of insurance
expense being sought for recovery in this proceeding (Exhs. ES-DPH-2 (East), Sch. DPH-12,
at 2 (Rev. 3); ES-DPH-2 (West), Sch. DPH-12, at 2 (Rev. 3)).

2. Positions of the Parties

a. Attorney General

The Attorney General argues that the EIM insurance distributions allocated to the
Companies are not non-recurring events, and, therefore, the distributions should remain as
offsets to test year cost of service and reduce the Companies’ proposed rate year insurance
expense (Attorney General Brief at 109-111). In particular, the Attorney General notes that
EIM has consistently made policy surplus distributions to NSTAR Electric and WMECo in
each of the last four years between 2013 and 2016 (Attorney General Brief at 110-111, citing
Exh. AG-1-61, Atts. (f), (g); Attorney General Reply Brief at 24-25). Further, she suggests
that future policy surplus distributions are likely as EIM experienced substantial growth in its
presently existing policy holder surplus from $890 million to $972 million as of March 2016
(Attorney General Brief at 111, citing Exh. AG-19-13, Att. (0)).

In addition, the Attorney General contends that because the Companies’ cost of
service includes costs associated with its most recent policies provided by EIM, the cost of
service also should include surplus payments (Attorney General Reply Brief at 25).
Additionally, the Attorney General argues that even if Eversource chooses not to retain EIM
going forward, the change in insurance carrier would be in order to obtain “the best available

coverage at the best available rate,” so it is unclear how the Companies would be harmed by
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changing insurers under those circumstances (Attorney General Reply Brief at 26, citing
Companies Brief at 437). Rather, according to the Attorney General, any such cost
reductions achieved by the Companies after this case would be retained by the Companies
until a future rate case, in which case the adjusted test year would be based on the expense
associated with the most recent premiums for the actual policies in place, including the EIM
policies (Attorney General Reply Brief at 26).

Based on these considerations, the Attorney General asserts that the surplus payments
received during the test year should be considered in setting the Companies’ revenue
requirement (Attorney General Brief at 111; Attorney General Reply Brief at 26).
Consequently, the Attorney General recommends that the Department reduce NSTAR
Electric’s proposed cost of service by $158,407 and reduce WMECo’s proposed cost of

service by $22,675 (Attorney General Brief at 111; Attorney General Reply Brief at 26).

b. Companies

Eversource argues that the Department should reject the Attorney General’s
recommendation and accept the Companies’ proposal to remove EIM’s policy surplus
distribution from the revenue requirement (Companies Brief at 436). In support of their
position, the Companies contend that the EIM surplus distribution is not a recurring event
and any potential future disbursement is not known and measurable (Companies Brief at 436;
Companies Reply Brief at 125). The Companies note that for the years 2009 through 2012,
EIM did not pay out surpluses (Companies Brief at 436, citing Exhs. DPU-23-17; AG-1-61,

Atts. (f), (g)). Further, the Companies argue that there is no guarantee or commitment by
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EIM to make future surplus distributions (Companies Brief at 436-437, citing
Exh. AG-19-13, Att. (0); Companies Reply Brief at 124). Consequently, the Companies
argue that the fact that EIM has paid out surpluses in the past cannot be used as a foundation
for including these surplus payments going forward absent any type of commitment from
EIM (Companies Brief at 437).1%0

Additionally, the Companies note that they may not retain EIM as their insurance
carrier going forward (Companies Brief at 437). The Companies explain that ESC has
specific policies and processes in place to manage insurance costs, and annually evaluates all
insurance programs and policies with the aid of insurance brokers in order to secure the best
available coverage at the best available rate (Companies Brief at 437, citing Exh. ES-DPH-1,
at 61).'*' Eversource maintains that, given ESC and the Companies’ focus on managing
insurance costs, there is the potential that this annual review process could result in a
determination to seek coverage from an insurance carrier other than EIM (Companies Brief

at 437-438). The Companies state that under the Attorney General’s proposal, if it is later

120 The Companies note that while the Attorney General objects to the inclusion of rate

year salary increases for non-union employees in the revenue requirement absent a
letter of commitment from Eversource management (see Section VIII.A.2 above), she
seeks a reduction to test year insurance expense absent a third-party commitment to
disburse insurance surpluses in the future (Companies Brief at 437 n.51, citing
Attorney General Brief at 137).
121 Regarding this evaluation, the Companies state that approximately three to four
months prior to the renewal date of its insurance program, the Companies’ insurance
team holds a strategy meeting with Eversource’s insurance broker to discuss: (1) the
current coverage in place; (2) opportunities for improvement in coverage and
upcoming renewal requirements; and (3) strategies for presenting the Companies’ risk
mitigation requirements to the market in order to optimize the coverage Eversource
has in place (Companies Brief at 437, citing Exh. ES-DPH-1, at 62).
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determined that EIM will no longer be used as an insurance carrier, the effect of those
disbursements would still be embedded in the cost of service, even though the Companies
would no longer be eligible to receive surplus distributions (Companies Brief at 438). The
Companies argue that to avoid this inequitable result, the Department should disregard the
Attorney General’s recommendations (Companies Brief at 438).

3. Analysis and Findings

Rates are designed to allow for recovery of a representative level of a company’s
revenues and expenses based on a historic test year adjusted for known and measurable
changes. D.P.U. 10-55, at 276; D.P.U. 09-30, at 218; D.T.E. 02-24/25, at 161;

D.P.U. 92-250, at 106. The Department finds that the Companies undertook proper
measures to control property and liability insurance expense, and that the test year insurance
costs were reasonable (Exh. ES-DPH-3, WP DPH-12 (East); Exh. ES-DPH-3, WP DPH-12
(West)).

The record shows, however, that EIM made policy surplus distributions during the
test year and for each of the last four consecutive years (Exh. AG-1-61, Atts. (f), (g)).
Given this recent history of payments, we are not persuaded by the Companies’ argument
that the policy surplus distributions are non-recurring and not known and measurable.'*
Rather, the Department finds that EIM’s policy surplus distributions are analogous to those

made by Nuclear Electric Insurance Limited (“NEIL”). See D.P.U. 87-260, at 26-36. As a

12 While we acknowledge that the Companies may, at some point in the future, decide

that continued coverage under EIM is no longer compatible with their business needs,
much the same can be said for every one of Eversource’s insurance carriers.



D.P.U. 17-05 Page 246
mutual non-profit carrier, NEIL makes policyholder distributions to recognize a return of a
portion of the policy’s surplus. The Department has required participants to credit
policyholder distributions and other adjustments to customers in a manner approved by the

Department. New England Power Company/Montaup Electric Company, D.P.U. 1251,

at 10 (1983); Western Massachusetts Electric Company, D.P.U. 990-A at 10 (1982);

D.P.U. 990, at 4 (1981); Boston Edison Company, D.P.U. 376-A at 2 (1981); D.P.U. 376,

at 15-16 (1980); Western Massachusetts Electric Company, D.P.U. 147-B at 2-3 (1981).
The Department has historically treated such credits as an offset against the current NEIL
premium for ratemaking purposes because “policyholder distribution is a known and
measurable change that should be included as an offset to the Company’s current NEIL
premiums.”123 D.P.U. 87-260, at 38-39. Consistent with the treatment of NEIL surplus
distributions in prior cases, the Department finds that it is appropriate to adjust the
Companies’ cost of service to recognize the refund of the insurance proceeds from EIM.'**
Based on the above considerations, the Department will adjust the Companies’ cost of

service. Accordingly, the Department reduces NSTAR Electric’s proposed cost of service by

123 This ratemaking treatment is similar in concept to patronage refunds associated with

CoBank, a lending institution that focuses on water systems, where the refunds serve
to reduce the effective cost of the loan. Whitinsville Water Company, D.P.U. 08-33,
at 14 (2008).

124 Contrary to Eversource’s claim, the Attorney General’s argument on EIM

distributions is not inconsistent with her argument on rate year non-union salary
increases (see n.120 above). EIM policy distributions are governed solely by EIM,
and are wholly outside a company’s control. In contrast, a company’s decision to
grant rate year non-union salary increases is entirely within that company’s control, so
a letter of commitment might be appropriately required.
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$158,407, and reduces WMECo’s proposed cost of service by $22,675 (Exhs. ES-DPH-1,

at 42, 45; ES-DPH-2 (East), Sch. 6, at 4 (Rev. 3); ES-DPH-2 (West), Sch. 6, at 4 (Rev. 3)).

J. Property Tax Expense

1. Introduction

The Department’s policy is to base the level of property taxes in the revenue
requirement on the most recent property tax bills received from communities in which a
company has property. D.P.U. 15-80/D.P.U. 15-81, at 166; D.P.U. 12-25, at 330;

D.P.U. 08-35, at 150; D.P.U. 96-50 (Phase I) at 108-109; Colonial Gas Company,

D.P.U. 84-94, at 19 (1984). In D.P.U. 15-155, at 214-215, however, the Department stated
that it would consider alternative ratemaking proposals to address property tax expense.

In this proceeding, the Companies propose to adopt a new method for determining
property tax expense (Exh. ES-DPH-1, at 162). The proposed method focuses on personal
property tax and varies based on which valuation method a municipality uses. For
municipalities that use the “reproduction cost new less depreciation” (“RCNLD”) method'*
for assessing the value of personal property, the Companies propose to continue to use the

most recent tax bills to determine property tax expense (Exh. ES-DPH-1, at 167). For

125 The RCNLD valuation method applies a cost-inflationary factor to age the property in

question, with a 20 percent floor on the value of the asset. See Boston Gas Company
v. The Board of Assessors of Boston, Docket Nos. F275055, F275056, at Appellate
Tax Board 2009-1232 (December 16, 2009).
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municipalities that use the “new book value” (“NBV”) valuation method'*® for personal

127
as well

property, the Companies propose to use the most recent Form of Lists (“FOLs”),
as the most recent tax bills, to determine property tax expense (Exh. ES-DPH-1, at 166).
Specifically, the Companies propose to use the value of the personal property identified in the
most recent FOLs, along with the real property assessment, mill rate, Community
Preservation Act (“CPA”) charge, and water/sewer charge from the most recent tax bills, to
determine property tax expense in communities that use the NBV valuation method

(Exh. ES-DPH-1, at 166).

During the test year, NSTAR Electric booked $87,288,884 and WMECo booked
$14,965,006 in property tax expense (Exhs. ES-DPH-2 (East), Sch. DPH-25, at 1 (Rev. 3);
ES-DPH-2 (West), Sch. DPH-25, at 1 (Rev. 3)). Using the most recent FOLs for the NBV
communities and the most recent tax bills for the RCNLD communities, the Companies
propose to increase these amounts by $3,043,683 for NSTAR Electric and $2,477,473 for

WMECo (Exhs. ES-DPH-2 (East), Sch. DPH-25, at 1 (Rev. 3); ES-DPH-2 (West),

Sch. DPH-25, at 1 (Rev. 3)).

126 Under the NBV valuation method, personal property valuations are determined by

using the net book value of a company’s personal property (Exh. ES-DPH-1, at 163).
127 A FOL is a municipality-specific report that identifies the net book value of a
taxpayer’s assets in a specific community (Exh. ES-DPH-1, at 164-165). In the first
quarter of each calendar year, Eversource produces and submits a FOL to each
municipality in which the Companies own property (Exh. ES-DPH-1, at 164). The
FOL reports the net book value of the assets owned by the Companies in each
municipality as of the end of the most recent calendar year (Exh. ES-DPH-1,
at 164-165).
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2. Positions of the Parties

a. Attorney General

The Attorney General asserts that property tax expense must be based on verifiable
and non-controversial evidence (Attorney General Brief at 188-189, citing D.P.U. 12-25,
at 329-330). By contrast, the Attorney General argues that the Companies’ proposal is
unduly complicated and speculative (Attorney General Brief at 188-189).

The Attorney General maintains that the Companies’ proposal is similar to a property
tax proposal rejected by the Department in D.P.U. 15-155 (Attorney General Brief
at 188-189, citing D.P.U. 15-155, at 213-214). Specifically, the Attorney General contends
that, in D.P.U. 15-155, at 213-214, the Department rejected as speculative a company’s
attempt to calculate rate year property tax expense by applying current mill rates to the most
recent valuations (Attorney General Brief at 189-190). The Attorney General argues that the
Companies’ proposed use of potential, future personal property tax valuations in the instant
case is similarly speculative and must be rejected (Attorney General Brief at 189-190).
Further, the Attorney General contends that the Companies’ proposal would allow Eversource
to over collect property taxes as it is based on potential, future valuations, while its actual

property tax expense is based on lower, past valuations (Attorney General Brief at 189).

b. Companies

The Companies maintain that in D.P.U. 15-155, at 215, the Department invited
alternate proposals to address property tax expense (Companies Brief at 495). The

Companies argue that their proposal is distinct from the proposal rejected by the Department
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in D.P.U. 15-155 because it relies on known and measurable information, not speculation
(Companies Brief at 495-497).

According to the Companies, their proposed method is appropriate because, by using
the most recent FOLs, the proposal incorporates the most current property tax information
available (Companies Brief at 495). That is, the Companies argue that their proposal uses
FOLs to compute property tax in exactly the same manner as the NBV communities,
specifically using the appropriate municipal tax rate and updating for known and measurable
(and documented) personal property valuations (Companies Brief at 495-496, citing
Exhs. ES-DPH-1, at 167-173, ES-DPH-7 (East and West); DPU-39-5). Accordingly, the
Companies maintain that their proposed use of the latest FOLs to determine property taxes
will produce a highly reliable, known and measurable determination of the rate year property
tax expense (Companies Brief at 495-497).

3. Analysis and Findings

Historically, the Department has set property tax expense based on the most recent
property tax bills that a company has received. D.P.U. 15-80/D.P.U. 15-81, at 166;
D.P.U. 12-25, at 330; D.P.U. 08-35, at 150; D.P.U. 96-50 (Phase I) at 108-109;
D.P.U. 84-94, at 19. Because they are considered verifiable, non-controversial evidence, the
Department holds the record open in a proceeding to receive a utility’s most current, post-test
year tax bills. D.P.U. 88-67 (Phase I) at 165-166; D.P.U. 84-94, at 19.

For communities that use the RCNLD valuation method, the Companies propose to

continue to use the most recent tax bills to determine property tax expense (Exh. ES-DPH-1,
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at 167). We find that the Companies’ proposal is consistent with Department precedent and
results in a known and measurable change to test year property tax expense

(Exhs. ES-DPH-7 (East) (Rev. 3); ES-DPH-7 (West) (Rev. 3)).'*® See D.P.U. 15-155,

at 213-214; 320 n.237.

Communities that use the NBV valuation method rely on FOLs to determine personal
property valuations (Exhs. ES-DPH-1, at 168-172; DPU-39-11). In support of the
reasonableness of their proposal to use FOLs to calculate property tax expense in NBV
communities, the Companies calculated past property taxes using this method and FOLs from
prior years, and compared the results to the actual corresponding tax bills for those years
(Exhs. ES-DPH-1, at 168-172; DPU-39-11). After review, the Department finds that use of
the most recent FOLs in conjunction with information contained in the most recent tax bills
(i.e., real property assessment, mill rate, CPA charge, and water/sewer charge), produces a
non-speculative, reliable measure of the Companies’ rate year tax expense and satisfies the
Department’s known and measurable standard. See D.P.U. 12-86, at 243-245;

D.P.U. 95-118, at 148. Accordingly, the Department approves the Companies’ proposed
method to calculate property tax expense for communities that use the NBV valuation method

and finds that use of the method in the instant case results in a known and measurable change

128 As discussed below in Section XII, Eversource has pending challenges at the

Massachusetts Appellate Tax Board concerning communities’ use of the RCNLD
valuation method and has withheld a portion of the tax assessments pending the
outcome of these appeals. The Department has found that when a company has an
active appeal related to an abatement request, the most recent tax bill remains the
basis for determining property tax expense. D.P.U. 15-155, at 325-326.
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to test year property tax expense (Exhs. ES-DPH-7 (East) (Rev. 3); ES-DPH-7 (West)
(Rev. 3)).

During the test year, NSTAR Electric booked $87,288,884 and WMECo booked
$14,965,006 in property tax expense (Exhs. ES-DPH-2 (East), Sch. DPH-25, at 1 (Rev. 3);
ES-DPH-2 (West), Sch. DPH-25, at 1 (Rev. 3)). Based on the methods approved above, the
Department approves an adjustment to test year property tax expense of $3,043,683 for
NSTAR Electric and $2,477,473 for WMECo, resulting in a final property tax expense of
$90,332,567 for NSTAR Electric and $17,442,479 for WMECo (Exhs. ES-DPH-2 (East),
Sch. DPH-25, at 1 (Rev. 3); ES-DPH-2 (West), Sch. DPH-25, at 1 (Rev. 3)).

K. Rate Case Expense

1. Introduction

Initially, the Companies estimated that they would incur $2,359,880 in rate case
expense for NSTAR Electric and $1,556,395 in rate case expense for WMECo, for a total
rate case expense of $3,916,275 (Exhs. ES-DPH-2 (East), Sch. DPH-16; ES-DPH-2 (West),
Sch. DPH-16). Based on their final invoices and projected costs to complete the compliance
filing, the Companies propose a final rate case expense of $3,126,793 for NSTAR and
$1,741,529 for WMECo for a total rate case expense of $4,868,322 (Exhs. ES-DPH-2
(East), Sch. DPH-16 (Rev. 4); ES-DPH-2 (West), Sch. DPH-16 (Rev. 4); AG-4-14, Atts.
(a), (b) (Supp. 5)). The Companies’ proposed rate case expenses include costs related to
legal representation, miscellaneous expenses associated with preparing the rate case (e.g.,

fees, production costs, and temporary employees), and expert consulting services related to:
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(1) the PBR proposal; (2) allocated cost of service; (3) marginal cost of service;
(4) depreciation; and (5) cost of capital (Exh. AG-4-10, Atts. (a), (b)).

The Companies propose to normalize the rate case expense over five years
(Exhs. ES-DPH-1, at 87; ES-DPH-2 (East), Sch. DPH-16 (Rev. 4); ES-DPH-2 (West),
Sch. DPH-16 (Rev. 4)). Normalizing the Companies’ proposed rate case expense of
$3,126,793 for NSTAR Electric over five years produces an annual expense of $625,359
(Exh. ES-DPH-2 (East), Sch. DPH-16 (Rev. 4)). Normalizing the Companies’ proposed rate
case expense of $1,741,529 for WMECo over five years produces an annual expense of

$348,306 (Exh. ES-DPH-2 (West), Sch. DPH-16 (Rev. 4)).

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

The Attorney General asserts that the Companies have not met their burden to justify
full recovery of their rate case expense in this proceeding (Attorney General Brief at 147).
Specifically, the Attorney General argues that the Companies should not recover expenses
associated with their revised rate design proposal as these expenses were not reasonable and
were incurred due to the Companies’ imprudence (Attorney General Brief at 148). The
Attorney General also submits that the Companies should be limited in their recovery of
expenses associated with their PBR consultant and allocated cost of service consultants, on
the grounds that the Companies did not select the lowest qualified bidders to perform those
studies (Attorney General Brief at 148). Finally, the Attorney General contends that the

Companies should not recover expenses associated with work performed by temporary
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employees, as she claims that temporary employees were unnecessary given the size of the
Companies’ full-time workforce and that temporary employees worked on matters beyond
this rate case (Attorney General Brief at 148). Each of these arguments is discussed in
further detail below.

ii. Rate Design

The Attorney General submits that the Companies should not recover rate case
expense associated with the Companies’ revised rate design on the grounds that these costs
were not reasonable, appropriate, or prudently incurred under the circumstances (Attorney
General Brief at 147; Attorney General Reply Brief at 38). In support of her argument, the
Attorney General notes that the Companies filed a significantly revised rate design in the
middle of this proceeding (Attorney General Brief at 148-149). The Attorney General also
maintains that the revised rate design necessitated a new discovery period and additional
evidentiary hearings, which she states will cause the Companies and their consultant to incur
additional expenses (Attorney General Brief at 149).

The Attorney General attributes these additional expenses to the Companies’ own
imprudence as the Companies were solely responsible for the development and direction of
their rate design (Attorney General Brief at 149-150). In support, the Attorney General
asserts that the Companies’ revised rate design is an implicit admission that the Companies’
initial rate design was unreasonable (Attorney General Reply Brief at 39).

The Attorney General similarly argues that the Companies’ decision to file a revised

rate design constitutes a failure to contain rate case expense (Attorney General Brief
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at 149-150). She asserts that the flaws of the rate design were evident to the public, and
therefore the unreasonableness of the initial rate design should have been obvious to the
Companies and their consultant (Attorney General Reply Brief at 38). Further, the Attorney
General contends that the public hearings were held early enough in the proceeding to give
the Companies notice of the inadequacy of their initial rate design with sufficient time to file
a revised rate design without triggering a second rate design proceeding (Attorney General
Reply Brief at 39).

Finally, the Attorney General asserts that allowing Eversource to recover expenses
associated with the revised rate design will set a negative precedent, as the Companies will
benefit by recovering costs incurred due to their own imprudence in developing a flawed rate
design and their unreasonable delay in filing the revised rate design (Attorney General Brief
at 149-150; Attorney General Reply Brief at 38, 40). The Attorney General recommends
that the Companies should be responsible for all expenses associated with the revised rate
design (Attorney General Brief at 150).

1ii. Competitive Bidding Process

The Attorney General contends that the Companies’ expenses associated with their
PBR consultant and allocated cost of service consultant are excessive (Attorney General Brief
at 150). In support, the Attorney General points out that the Companies did not select the
lowest bidders to perform these studies (Attorney General Brief at 150). She argues that the
lowest bidders had substantial regulatory experience and expert familiarity in their respective

fields and asserts that the Companies failed to provide adequate justification for their
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selection of higher cost consultants (Attorney General Brief at 151; Attorney General Reply
Brief at 40).

The Attorney General additionally argues that the Companies’ consultants failed to
adequately control costs (Attorney General Reply Brief at 41). In support, the Attorney
General maintains that the Companies’ consultants had exceeded the budgets in their initial
bids even before accounting for their work on evidentiary hearings or on briefs (Attorney
General Reply Brief at 41). As a result, the Attorney General recommends that the
Companies’ recovery of costs associated with their PBR consultant and allocated cost of
service consultant should be limited to the budgets proposed by the lowest bidders for those
respective studies (Attorney General Brief at 151).

v. Temporary Employees

Finally, the Attorney General argues that the Companies should not recover expenses
associated with their temporary employees, as those costs were not reasonable or incurred
exclusively in support of the Companies’ rate case (Attorney General Brief at 151-152). As
an initial matter, the Attorney General notes that prior petitioners have used very limited, if
any, assistance from temporary employees in support of rate cases (Attorney General Brief
at 152, citing D.P.U. 15-155, at 228-29; D.P.U. 14-150, at 219-20; D.P.U. 10-55, at 313;
D.P.U. 09-39, at 278-79). Moreover, the Attorney General maintains that the Companies
have between eleven and 13 full-time employees in their rates and revenue requirements
department (Attorney General Brief at 152). She argues that these staffing levels were

capable of supporting the Companies’ rate case without the need for temporary employees
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(Attorney General Brief at 152). For these reasons, the Attorney General argues that the
Companies should not recover these expenses (Attorney General Brief at 152).

Additionally, the Attorney General argues that the Companies failed to demonstrate
that their temporary employees worked exclusively on the Companies’ rate case (Attorney
General Brief at 152; Attorney General Reply Brief at 41). In support, the Attorney General
asserts that during discovery, the Companies specifically identified seven temporary
employees who worked on the Companies’ rate case, and described the responsibilities of
each temporary employee (Attorney General Brief at 153). The Attorney General notes that
the Companies included an eighth temporary employee on invoices provided in support of
their rate case expense, but failed to identify this individual during discovery and failed to
describe this individual’s responsibilities (Attorney General Brief at 153). She argues that
this discrepancy demonstrates that the Companies failed to properly document work
performed by their temporary employees and calls into question whether the temporary
employees worked on matters beyond this rate case (Attorney General Brief at 153). Based
on the foregoing, the Attorney General argues that the Companies should not recover

expenses associated with their temporary employees (Attorney General Brief at 153).

b. Companies

1. Introduction

Eversource contends that it has met its burden to justify full recovery of rate case
expense by demonstrating that the Companies’ expenses were reasonably and prudently
incurred (Companies Brief at 212, 216). In particular, the Companies state that they

followed the Department’s requirements by engaging in a competitive request for proposal
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(“RFP”) process for each of its outside service providers (Companies Brief at 212). Further,
the Companies state that they evaluated the qualifications, experience and capabilities of each
responsive bidder (Companies Brief at 212). The Companies maintain that they selected
qualified consultants who provided the necessary services at a reasonable cost as determined
by their evaluations of each bidder (Companies Brief at 212, 216). Finally, the Companies
assert that the Department should reject the Attorney General’s arguments regarding rate
design-related expenses, the competitive solicitation process and temporary employees
(Companies Brief at 470-479; Companies Reply Brief at 139-141). These arguments are
addressed in further detail below.
il. Rate Design

The Companies assert that they acted prudently, in good faith and consistent with
Department precedent in developing their initial rate design proposal. Specifically, the
Companies argue that the proposal was designed to further the Department’s goals of
achieving efficiency and simplicity, while ensuring continuity and fairness between rate
classes and corporate earnings stability (Companies Brief at 469, citing D.P.U. 15-155,
at 455; D.P.U. 15-80/D.P.U. 15-81, at 294; D.P.U. 13-75, at 330; D.P.U. 12-25, at 444;
D.P.U. 10-114, at 341; D.P.U. 09-39, at 401; Companies Reply Brief at 139). The
Companies further contend that it was reasonable and prudent to develop a revised rate
design proposal in response to concerns raised by the Department, intervenors and the public,
and that such a revised approach was consistent with the obligation to provide safe and

reliable service at a reasonable cost (Companies Brief at 469-472; Report to the Legislature
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Re: Maintenance and Repair Standards for Distribution Systems of Investor-Owned Gas and

Electric Distribution Companies, D.P.U. 08-78, at 4 (2009); Incentive Regulation,

D.P.U. 94-158, at 3 (1995); Companies Reply Brief at 139).'%° In this regard, Eversource
argues that the prudence of the costs related to their revised rate design should be evaluated
based on how a reasonable company would have responded to the particular circumstances
and whether the Companies’ actions were prudent in light of all circumstances that were
known or reasonably should have been known (Companies Brief at 471-472, citing

D.P.U. 15-155, at 110; D.P.U. 15-80/15-81, at 72-73; D.P.U. 14-150, at 42; D.P.U. 93-60,
at 24-25; D.P.U. 85-270, at 22-23; D.P.U. 906, at 165). Applied in this instance, the
Companies assert that the decision to develop the revised rate design was reasonable based on
what the Companies reasonably knew at the time of development and in light of the extant
circumstances (Companies Brief at 471-472; Companies Reply Brief at 139). Accordingly,
the Companies argue that the costs were prudently incurred and should be allowed for
recovery (Companies Brief at 471-472; Companies Reply Brief at 139).

1ii. Competitive Bidding Process

Eversource concedes that its PBR consultant and allocated cost of service consultant

were not the lowest bidders; however Eversource argues that it adequately justified its

129 Eversource argues that it developed the revised rate design to address specific

concerns regarding the initial rate design and its associated bill impacts (Companies
Brief at 470). The Companies note that customers raised these concerns over the
course of ten public hearings and through written public comments (Companies Brief
at 470). The Companies also contend that, based on the subject matter of some
information requests posed to the Companies, the Department and intervenors
appeared to share these concerns (Companies Brief at 470).
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selection of consultants (Companies Brief at 474; Companies Reply Brief at 140-141). In

support, the Companies state that the primary objective in the selection process was to select

consultants who would provide high-quality services, at a reasonable price, and in a

cost-effective manner (Companies Brief at 473, citing Exh. AG-4-6). Regarding the PBR

consultant, Eversource states that it evaluated each bidder using specific criteria'* and

selected a consultant who, in the Companies’ judgment, combined a reasonable cost for the

study with a high level of expertise and experience (Companies Brief at 473-474, citing

Exh. DPU-21-3). Similarly, regarding the allocated cost of service study, Eversource asserts

that it evaluated each bidder using specific criteria,*! and selected a consultant who, in the

Companies’ judgment, provided a high level of technical proficiency at a reasonable cost

(Companies Brief at 473, citing Exh. DPU-21-3). Thus, according to the Companies, they

130

131

The Companies maintain that they evaluated each bidder based on: (1) overall
capability, including corporate experience with similar issues and familiarity with
NSTAR Electric, WMECo, and Department precedent; (2) project team capabilities,
including qualifications of the proposed staff in the subject matter; (3) technical
approaches, including the response to the request for proposal process; (4) proposal
quality; (5) pricing, including the proposed price for the work and proposed unit
rates, including markup; and (6) commercial review, including commercial
impediments and conflicts of interest (Companies Brief at 473-474, citing

Exhs. ES-DPH-1, at 85; AG-4-6, Att. (e)).

The Companies maintain that they evaluated each bidder based on criteria that were
similar to that used to evaluate the PBR consultant: (1) corporate capability, including
experience with similar issues, and familiarity with the Companies and the
Department; (2) project team capabilities, including qualifications of proposed staff;
(3) technical approaches, including proposed innovative approaches and the response
to the request for proposals; (4) proposal quality; (5) pricing, including the proposed
price for the work and proposed unit rates, including markup; and (6) commercial
review, including commercial impediments and conflicts of interest (Companies Brief
at 473, citing Exh. ES-DPH-1, at 85).
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selected consultants who struck a proper balance between cost considerations, levels of
expertise, and technical knowledge necessary to support their rate case (Companies Brief
at 474).

In addition to the competitive bidding process, the Companies state that they took

affirmative steps to control their rate case expense by, inter alia, carefully scrutinizing

invoices and selecting consultants who provided discounted, blended hourly fees and
not-to-exceed price caps on services (Companies Brief at 475, citing Exhs. DPU-21-16;
AG-4-9; Companies Reply Brief at 141). As a result of these cost control measures, the
Companies maintain that they identified billing errors which reduced their rate case expense
by approximately $10,000 (Companies Reply Brief at 141, citing Exh. AG-4-10, Atts. (d),
(e) (Supp. 1); (a), (b) (Supp. 3); (a), (b) (Supp. 4)). The Companies also maintain that these
cost control measures resulted in a credit of $245,000 for services after a consultant exceeded
a price cap (Companies Reply Brief at 141, citing Exh. AG-4-10, Atts. (d), (e) (Supp. 1);
(a), (b) (Supp. 3); (a), (b) (Supp. 4)).

Based on these considerations, the Companies argue that they adequately justified
selecting consultants who were not the lowest responsive bidders, and that they successfully
contained their rate case expense by using cost control mechanisms (Companies Brief at 474;
Companies Reply Brief at 141). For these reasons, the Companies assert that the Department

should reject the Attorney General’s recommendations (Companies Brief at 475).
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1v. Temporary Employees

The Companies argue that their use of temporary employees was reasonable and
appropriate given the complexity and scope of this proceeding (Companies Brief at 475). As
an initial matter, the Companies state that the full-time employees in their rates and revenue
requirements division are responsible for supporting all of the Companies’ regulatory filings
before the Department, not just this rate case (Companies Brief at 475-76, citing
Exh. AG-47-4, Atts. (a) through (n)). According to the Companies, these responsibilities
include developing testimony and analyses to support regulatory filings, as well as preparing
responses to information requests issued in Department adjudications (Companies Brief
at 476, citing Exh. AG-47-4, Atts. (a) through (n)).

Regarding the rate case, the Companies assert that the amount of work required to
support the Companies’ filing necessitated using temporary employees (Companies Brief
at 476). In support, the Companies note that the filing required “project documentation”
covering a twelve-year period for NSTAR Electric and a seven-year period for WMECo
(Companies Brief at 476). Collectively, the Companies assert that this work included
compiling, summarizing, and producing documents for approximately 3,200 projects and
lasted 18 months (Companies Brief at 476). The Companies argue that they did not have
adequate staffing levels for this effort, given the responsibilities of the full-time employees in
their rates and revenue requirements division in other proceedings (Companies Brief at 476).

In light of these circumstances, the Companies argue that their decision to use

temporary employees was reasonable and appropriate (Companies Brief at 476-477).
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Eversource also contends that it has demonstrated that the temporary employees worked
solely in support the Companies’ rate case (Companies Brief at 478, citing Exhs. AG-47-3;
AG-47-5). Therefore, the Companies assert that they should recover the costs associated
with their temporary employees as part of their rate case expense (Companies Brief at 479).

V. Normalization

The Companies propose to normalize their rate case expense over five years
(Exhs. ES-DPH-1, at 87; ES-DPH-2 (East), Sch. DPH-16 (Rev. 3); ES-DPH-2 (West),

Sch. DPH-16 (Rev. 3))."** The Companies assert that this normalization period is consistent
with Department precedent (Companies Brief at 217, citing D.P.U. 15-155, at 244).

In support, the Companies note that the Department has historically determined the
proper normalization period for rate case expense by calculating the average length of time
between a company’s last four rate cases (Companies Brief at 216-217). Using this method,
the Companies maintain that eight years is the average period between the last four rate cases
for both NSTAR and WMECo (Companies Brief at 216-217, citing Exhs. ES-DPH-4,

Sch. DHP-6 (East); ES-DPH-4, Sch. DPH-6 (West)).'*> However, according to Eversource,

132 Neither the Attorney General nor any other party commented on the Companies'

proposed normalization period.
133 The Companies calculated 9,043 days between the last four rate cases for NSTAR
Electric (Boston Edison Company, D.P.U. 92-92 (1992); D.P.U. 92-250;
D.T.E. 05-85; D.P.U. 17-05), which averages 8.26 years between rate cases, rounded
to 8 years (Exh. ES-DPH-4, Sch. DPH-6 (East)). The Companies calculated 9,167
days between the last four rate cases for WMECo (Western Massachusetts Electric
Company, D.P.U. 91-290 (1992); Western Massachusetts Electric Company,
D.T.E. 06-55 (2006); D.P.U. 10-70; D.P.U. 17-05), which averages 8.37 years, also
rounded to eight years (Exh. ES-DPH-4, Sch. DPH-6 (West)).
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the Department found in D.P.U. 15-155, at 244, that the Section 94 requirement for electric
distribution companies to file rate cases every five years effectively caps the normalization
period at five years (Companies Brief at 217). Therefore, the Companies contend that in
instances where a normalization period calculated pursuant to Department precedent results in
a period greater than five years, the Department instead will impose a five-year normalization
period (Companies Brief at 217, citing D.P.U. 15-155, at 244).

3. Analysis and Findings

a. Introduction

The Department allows recovery for rate case expense based on two important
considerations. First, the Department permits recovery of rate case expense that has actually
been incurred and, thus, is considered known and measurable. D.P.U. 10-114, at 219-220;
D.P.U. 07-71, at 99; D.T.E. 05-27, at 157; D.T.E. 98-51, at 61-62. Second, such expenses
must be reasonable, appropriate, and prudently incurred. D.P.U. 10-114, at 220;

D.P.U. 09-30, at 227; D.P.U. 95-118, at 115-119.

The overall level of rate case expense among utilities has been, and remains, a matter
of concern for the Department. D.P.U. 10-114, at 220; D.P.U. 07-71, at 99; D.T.E. 03-40,
at 147; D.T.E. 02-24/25, at 192; D.P.U. 93-60, at 145. Rate case expense, like any other
expenditure, is an area in which companies must seek to contain costs. D.P.U. 10-114,
at 220; D.P.U. 07-71, at 99; D.T.E. 03-40, at 147-148; D.T.E. 02-24/25, at 192;

D.P.U. 96-50 (Phase I) at 79. All companies are on notice that the risk of non-recovery of
rate case expenses looms should they fail to sustain their burden to demonstrate cost

containment associated with their selection and retention of outside service providers.
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D.P.U. 10-114, at 220; D.P.U. 09-39, at 289-293; D.P.U. 09-30, at 238-239; D.T.E. 03-40,
at 152-154. Further, the Department has found that rate case expenses will not be allowed in

cost of service where such expenses are disproportionate to the relief being sought.

D.P.U. 10-114, at 220; D.P.U. 10-55, at 323; see also Barnstable Water Company,

D.P.U. 93-223-B at 16-17 (1994).

b. Competitive Bidding Process

1. Introduction

The Department has consistently emphasized the importance of competitive bidding
for outside services in a petitioner’s overall strategy to contain rate case expense. See, €.g.,
D.P.U. 10-114, at 221; D.P.U. 09-30, at 227; D.T.E. 05-27, at 158-59; D.T.E. 03-40,
at 148; D.T.E. 02-24/25, at 192. If a petitioner elects to secure outsider services for rate
case expense, it must engage in a competitive bidding process for these services.

D.P.U. 10-114, at 221; D.P.U. 09-30, at 227; D.P.U. 07-71, at 99-100, 101; D.T.E. 03-40,
at 153. In all but the most unusual of circumstances, it is reasonable to expect that a
company can comply with a competitive bidding requirement. D.P.U. 10-55, at 342. The
Department fully expects that competitive bidding for outside rate case services, including
legal services, will be the norm. D.P.U. 10-55, at 342.

The requirement of having to submit a competitive bid in a structured and organized
process serves several important purposes. First, the competitive bidding and qualification
process provides an essential, objective benchmark for the reasonableness of the cost of the
services sought. D.P.U. 10-114, at 221; D.P.U. 09-30, at 228-229; D.P.U. 07-71, at 101;

D.T.E. 03-40, at 152. Second, it keeps even a consultant with a stellar past performance
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from taking the relationship with a company for granted. D.P.U. 10-114, at 221;

D.P.U. 07-71, at 101; D.T.E. 03-40, at 152. Finally, a competitive solicitation process
serves as a means of cost containment for a company. D.T.E. 03-40, at 152-153.

The competitive bidding process must be structured and objective, and based on a
request for proposal (“RFP”) process that is fair, open, and transparent. D.P.U. 10-114,
at 221, 224; D.P.U. 09-30, at 227-228; D.P.U. 07-71, at 99-100; D.T.E. 03-40, at 153.
The timing of the RFP process should be appropriate to allow for a suitable field of potential
service providers to provide complete bids, and provide the company with sufficient time to
evaluate the bids. D.P.U. 10-114, at 221; D.P.U. 10-55, at 342-343. Further, the RFP
issued to solicit service providers must clearly identify the scope of work to be performed
and the criteria for evaluation. D.P.U. 10-114, at 221-222; D.P.U. 10-55, at 343.

The Department does not seek to substitute its judgment for that of a petitioner in
determining which service provider may be best suited to serve the petitioner’s interests, and
obtaining competitive bids does not mean that a company must necessarily retain the services
of the lowest bidder regardless of its qualifications. D.P.U. 10-114, at 222; D.T.E. 03-40,
at 153. The need to contain rate case expense, however, should be accorded a high priority
in the review of bids received for case work. D.P.U. 10-114, at 222; D.T.E. 03-40, at 153.
In seeking recovery of rate case expenses, companies must provide an adequate justification
and showing, with contemporaneous documentation, that their choice of outside services is

both reasonable and cost-effective. D.P.U. 10-114, at 222; D.T.E. 03-40, at 153.
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ii. Companies’ Request for Proposal Process

The Companies issued RFPs to retain outside consultants associated with their:

(1) depreciation analysis; (2) cost of capital analysis; (3) marginal cost of service analysis;
(4) allocated cost of service analysis; (5) legal services; and (6) PBR proposal

(Exhs. DPU-21-1; DPU-21-6; AG-4-2). As noted above, the Companies bear the burden of
demonstrating that their selections of outside consultants and legal service provider are both
reasonable and cost-effective. D.P.U. 10-55, at 343; D.P.U. 09-30, at 230-231;

D.T.E. 03-40, at 153.

The Companies initially considered the capabilities of internal staff, including
technical expertise, resources, and access to data, prior to soliciting outside consultants
(Exh. DPU-21-5). We find that the Companies’ decision to retain consultants, rather than
using internal staff, to perform these tasks was reasonable given the complexity of the issues
and the overall scope of this rate case.

As noted above, as part of their efforts to retain outside consultants, the Companies
drafted RFPs for each outside service provider and distributed the RFPs to potential bidders
via email and electronic sourcing systems (Exhs. AG-4-3; AG-4-4, at 1). The record
demonstrates that each RFP set forth the scope of work to be performed and listed the
criteria required for qualification (Exh. AG-4-2, Atts.). The RFPs also outlined the
evaluation criteria that Eversource would apply to bidders, such as cost, strength of proposal,
familiarity with the Companies’ operation, industry experience, approach, depth of

understanding, and familiarity with Department precedent (Exh. AG-4-2, Atts). Regarding
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price, the RFPs required bidders to include a not-to-exceed price cap for certain phases of the
rate case and encouraged responsive bidders to propose alternative fee structures

(Exh. AG-4-2, Att. (a) at 3; Att. (b) at 5; Att. (c) at 4; Att. (d) at 5; Att. (e) at 3-4; Att. (f)
at 8). The Companies created internal review committees for each RFP to evaluate
responsive bids, and in certain instances conducted interviews with responsive bidders

(Exhs. ES-DPH-1, at 81-82; AG-4-6).

The Companies issued the RFP for the depreciation analysis to four potential bidders
and received three responsive bids (Exhs. DPU-21-1, at 2-3; AG-4-4, at 1-2; AG-4-5, at 1 &
Atts. (a) through (c)). The Companies issued the RFP for the cost of capital analysis to five
potential bidders and received four responsive bids (Exhs. DPU-21-1, at 3; AG-4-4, at 2-3;
AG-4-5, at 1 & Atts. (d) through (g)). Regarding the marginal cost analysis, the Companies
issued the RFP to four potential bidders and received one responsive bid (Exhs. DPU-21-1,
at 3; AG-4-4, at 3; AG-4-5, at 1 & Att. (h)). Further, the Companies issued the RFP for the
allocated cost of service analysis to six potential bidders and received three responsive bids
(Exhs. DPU-21-1, at 4; AG-4-4, at 3-4; AG-4-5, at 1-2 & Atts. (i) through (k)). The
Companies issued the RFP for the PBR analysis to seven potential bidders and received six
responsive bids (Exhs. DPU-21-1, at 5-6; AG-4-4, at 5-6; AG-4-5, at 2 & Atts. (1) through
(q)). Finally, the Companies issued the RFP for legal services to five potential bidders and
received four responsive bids (Exhs. DPU-21-1, at 4-5; AG-4-4, at 4-5; AG-4-5, at 2 &

Atts. (r) through (u)).
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The Department has reviewed the bids associated with the six categories of rate case
expense for which Eversource conducted a competitive solicitation, as well as the scoring and
evaluation material submitted by the Companies and other evidence regarding the selection
process, and we have considered the related arguments of the parties (Exhs. DPU-21-1;
AG-4-4; AG-4-5 & Atts.; AG-4-6 & Atts.). The Department is satisfied that the selection
process was appropriate and that the Companies scored and evaluated the bidders in a
reasonable and equitable manner. Further, we find that Eversource gave appropriate weight
to the billing structures of the various bidders and any differences among them, considered
other important price factors, such as price caps and other cost-containment features, and,
also considered important non-price factors, including familiarity with Department precedent
and, where relevant, the Companies’ operations (Exhs. ES-DHP-1, at 85; AG-4-5 & Atts.;
AG-4-6 & Atts.).

Based on these considerations, the Department concludes that the Companies
conducted a fair, open, and transparent RFP process to generate bids from outside consultants
and that the RFPs clearly identified the scope of work to be performed and the criteria by
which the Companies would evaluate responsive bidders. The Department further finds that
the Companies’ RFP process was adequately structured to allow the Companies to determine
the capabilities, approach, and pricing offered by each responsive bidder.

iii. Retention of Specific Consultants

(A)  PBR and Allocated Cost of Service Consultants

The Attorney General challenges the Companies’ selection of consultants for the PBR

consultant and the allocated cost of service consultant on the grounds that the Companies did
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not select the lowest bidders (Attorney General Brief at 150-151; Attorney General Reply
Brief at 40). The Companies concede that they did not select the lowest cost bidder for these
studies, but contend that their selections were adequately justified (Companies Brief

at 472-475; Companies Reply Brief at 141).

The Department does not require a company to choose the lowest bidder, provided
that the company adequately justifies its decision to do so. See D.P.U. 15-155, at 238-239;
D.P.U. 10-114, at 222; D.T.E. 03-40, at 153. While the Department will not substitute its
judgment for that of a petitioner in determining which consultant may be best suited to serve
the petitioner’s interests, the petitioner must demonstrate that its choice is both reasonable
and cost-effective. See D.P.U. 10-55, at 342-343.

Regarding the selection of the PBR consultant, the record demonstrates that the
Companies interviewed key personnel from responsive bidders (Exh. ES-DPH-1, at 5). The
Companies also provided the scoring sheets used in their evaluation of each responsive bidder
as contemporaneous documentation of their decision making process (Exh. AG-4-6, Att. (e)).
Given the complexity of the PBR issue, we are not persuaded by the Attorney General’s
suggestion that cost estimates should have been the sole driving factor behind the Companies’
decision. Rather, based on our review of the evidence, we find that the Companies
appropriately considered non-price factors in selecting their consultant, such as each bidder’s
level of expertise and overall capabilities (Exh. AG-4-6, Att. (e) at 1-2). Further, we find
that the overall costs associated with the PBR consultant are not unreasonable or

disproportionate to the overall scope of the work provided (Exhs. AG-4-2, Att. (f); AG-4-10,
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Atts. (a), (b), (c) (Supps.)). Based on these considerations, we find that the Companies
provided sufficient justification for not selecting the lowest bidder as their PBR consultant,
and that the selection of such consultant was reasonable. Moreover, we find that the
Companies took appropriate steps to control the costs associated with their PBR consultant,
including a not-to-exceed lump sum component for specific portions of this rate case

(Exhs. AG-4-5, Att. (n) at 28; AG-4-9). Accordingly, the Department concludes that
Eversource’s choice of PBR consultant was both reasonable and cost-effective.

Regarding the selection of the allocated cost of service consultant, the Companies
interviewed the three responsive bidders (Exh. ES-DPH-1, at 85). The Companies also
submitted the scoring sheet used in their evaluation of each responsive bidder as
contemporaneous documentation of their decision making process (Exh. AG-4-6, Att. (¢)).
Our review of the evaluation shows that the Companies reasonably eliminated one bidder
based on a lack of experience and eliminated the other bidder based on an unproven technical
approach and lack of experience (Exh. AG-4-6, Att. (c) at 2). Further, we find that the costs
related to the allocated cost of service consultant are not unreasonable or disproportionate to
the overall scope of work provided (Exhs. AG-4-2, Att. (d); AG-4-10, Atts. (a), (b), (d)
(Supps.)).

Based on these considerations, we find that the Companies provided sufficient
justification for not selecting the lowest bidder as their allocated cost of service consultant,
and that the selection of such consultant was reasonable. Moreover, we find that the

Companies took appropriate steps to control the costs associated with the allocated cost of
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service consultant, including a not-to-exceed lump sum component for specific portions of
this rate case (Exhs. AG-4-5, Att. (i) at 36; AG-4-9). Accordingly, the Department
concludes that Eversource’s choice of allocated cost of service consultant was both reasonable
and cost-effective.

(B) Remaining Consultants

Although the Attorney General does not challenge Eversource’s retention of
depreciation consultant, cost of capital consultant, marginal cost of service consultant, or
outside legal services, the Companies bear the burden of demonstrating that their selections
were both reasonable and cost-effective. D.P.U. 15-155, at 237-238; D.P.U. 10-55, at 343;
D.P.U. 09-30, at 230-231; D.T.E. 03-40, at 153. The record demonstrates that the
Companies analyzed responsive bids for each of these outside service categories based on
pricing, experience, expertise, and overall capability (Exh. AG-4-6, Atts. (a), (b), (g)).134
The Companies also submitted scoring sheets for each of these outside service categories as
contemporaneous documentation of their decision-making process (Exh. AG-4-6, Atts.).

Based on our review of the bids and the bid evaluation process, we find that

Eversource gave proper consideration to price factors, such as cost containment features and

price caps, and find that the overall costs associated with its depreciation consultant, cost of

134 The Department has previously determined that a company may reasonably select the

only responsive bidder to an RFP, provided the competitive solicitation process
adequately established an objective benchmark for evaluating the consultant. See
D.P.U. 10-114, at 230-231. In this case, the Department finds that the Companies’
RFP process established an adequate benchmark for the capabilities, approach, and
pricing for the marginal cost analysis, and that the Companies’ selection of an outside
consultant was reasonable and appropriate.
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capital consultant, marginal cost of service consultant and attorneys are not unreasonable or
disproportionate to the overall scope of work provided (Exhs. AG-4-2, Atts. (a), (b), (c), (e);
AG-4-10, Atts. (a), (b), (e), (), (g), (h) (Supps.)). Further, we find that Eversource gave
proper consideration to non-price factors, such as corporate capability and familiarity with
Department ratemaking precedent, and selected consultants who had an understanding of the
tasks for which they were requested to bid and who it determined would provide the best
combination of cost, expertise, and quality of service (Exhs. AG-4-5, Atts. (c), (e), (h), (i),
(n), (u); AG-4-6, Atts.). Accordingly, the Department concludes that Eversource’s choice of
depreciation consultant, cost of capital consultant, marginal cost of service consultant, and
legal services was both reasonable and cost-effective.

C. Various Rate Case Expenses

1. Introduction

The Department has directed companies to provide all invoices for outside rate case
services that detail the number of hours billed, the billing rate, and the specific nature of the
services performed. D.P.U. 10-114, at 235-236; D.T.E. 03-40, at 157; D.T.E. 02-24/25,
at 193-194. These expenses must be reasonable, appropriate, and prudently incurred.
D.P.U. 10-114, at 220; D.P.U. 09-30, at 227; D.P.U. 95-118, at 115-119.

il. Rate Design

The Attorney General argues that costs associated with the Companies’ revised rate
design were not reasonably incurred, and argues the Department should limit the Companies’
recovery to those costs incurred with the Companies’ initial rate design. (Attorney General

Brief at 147-150; Attorney General Reply Brief at 38-39). The Companies counter that it
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was reasonable and prudent to develop a revised rate design proposal in response to concerns
raised by the Department, intervenors and the public (Companies Brief at 469-472).

The Department has included consultant expenses as part of a petitioner’s litigation
expenses and we have declined to link recovery of these expenses to particular outcomes, as
this would constitute an unwarranted intrusion into management affairs. D.P.U. 95-118,
at 120. Further, we have recognized that imposing the Department’s judgment concerning a
company’s actions during adjudication would have the undesirable effect of chilling
management’s exercise of its responsibility to vigorously pursue legal rights and remedies in
accordance with management’s own good faith judgment. See D.P.U. 11-43, at 176;

D.P.U. 89-114/90-331/91-80 (Phase One), at 42; Boston Gas Company, D.P.U. 1100, at 107

(1982). As such, the Department typically is reluctant to interfere with management
judgment unless shown to be frivolous or in bad faith. D.P.U. 11-43, at 176; D.P.U. 1100,

at 103, 106-107, citing Fitchburg Gas and Electric Light Company, D.P.U. 19084, at 41

(1977). However, the Department has long held that a company’s rate case expenses must be
prudently incurred. D.P.U. 10-114, at 220; D.P.U. 09-30, at 227; D.P.U. 95-118,
at 115-119.

In the instant proceeding, the Department finds that the Companies’ decision to submit
a revised rate design proposal was not frivolous or in bad faith. Rather, we are satisfied that
the Companies revised the initial filing in response to meaningful concerns regarding bill
impacts and related issues raised by the intervenors and the public throughout the discovery

and public hearing phases of this proceeding (see, e.g., Exh. ES-RDP-Rebuttal-1, at 1-2).
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Under the circumstances, we find that the Companies’ decision to revise the rate design in
response to these concerns was prudent and in good faith, and we decline to adopt the
Attorney General’s recommendation. Furthermore, given the scope of this proceeding and
the complex rate design issues involved, we are not persuaded by the Attorney General’s
argument that the costs were unreasonable (Exh. AG-4-10, Att. (c) (Supps.)).

Nonetheless, the Department acknowledges the Attorney General’s concerns about the
level of rate case expense. As such, the Department expects that all companies filing base
rate proceedings will exercise prudent judgement in submitting initial proposals, so as to
avoid subsequent significant modifications that delay or extend the proceedings and/or
increase rate case expense. The Department will continue to closely scrutinize the propriety
of any such modifications and will deny rate case expense in instances where a petitioner acts
in bad faith or imprudently.

1ii. Temporary Employees

The Companies seek to recover $551,407 in rate case expense related to work
performed by temporary employees in the preparation and support of this rate case, with
85 percent of this expense allocated to NSTAR Electric and 15 percent of this expense
allocated to WMECo (Exhs. ES-DPH-3 (East), Sch. 16; ES-DPH-3 (West), Sch. 16;
DPU-21-20; AG-4-22; AG-47-3). The Attorney General argues that the Companies should
not recover expenses associated with their temporary employees, as those costs were not
reasonable or incurred exclusively in support of the Companies’ rate case (Attorney General

Brief at 151-152). We disagree.
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The staffing level of the Companies’ rate and revenue requirements division ranged
between eleven and 13 employees during the preparation of this rate case (Exhs. AG-47-5;
AG-47-6). The Department recognizes that these employees are responsible for supporting
all of the Companies’ regulatory filings before the Department, including preparation of the
Companies’ filings, developing testimony and analyses in support those filings, and
responding to information requests (Exh. AG-47-7, Atts. (a) through (n)).

Preparation of the Companies’ filing began in 2015 and required a substantial amount
of work, including the documentation of 3,200 projects, covering a twelve-year period for
NSTAR Electric and a seven-year period for WMECo (Exhs. AG-47-3; AG-47-5). Given
the level and duration of the work needed to prepare the rate case and the overall
responsibilities of the Companies’ rate and revenue requirements division, the Companies
have demonstrated that it was reasonable to retain additional staffing to prepare the rate case.
In addition, with the exception discussed below, the Department finds that the costs were
reasonable and sufficiently documented.

The Companies identified seven temporary employees who provided support for the
rate case (Exhs. DPU-21-20; AG-47-3; AG-47-4). The Companies produced the seven
temporary employees’ resumes and qualifications and identified the specific responsibilities,
scope of work, and costs for each of these employees (Exhs. AG-47-3; AG-47-5). However,
the documents provided by the Companies to support recovery of rate case expense related to
temporary employees also included cost information associated with an eighth, previously

unidentified, temporary employee (Exh. AG-4-10, Att. (i) (Supps. 2-5)). The Companies
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concede that they failed to identify the eighth temporary employee in their discovery
responses and further failed to detail the work performed by this individual (Companies Brief
at 478 n. 56). As a result, neither the Department nor the intervenors had the opportunity to
investigate the scope of work of this temporary employee or the costs associated with this
worker. D.P.U. 09-39, at 293-294.

For the reasons discussed above, the Department finds that the Companies have failed
to demonstrate that the costs for the eighth temporary employee were reasonable or prudently
incurred, and therefore, we will disallow recovery of these costs. The Department calculates
the costs for this eighth temporary employee to be $170,894 (Exh. AG-4-10, Att. (i)
Supps.)). Based on the Companies’ 85/15 percent cost allocation ratio for temporary
employees, NSTAR Electric’s proposed rate case expense shall be reduced by $145,260, and
WMECo’s proposed rate case expense shall be reduced by $25,634 (Exh. AG-4-22).

1v. Remaining Expenses

As noted above, the Department has found that the Companies’ selection of PBR
consultant, allocated cost of service consultant, depreciation consultant, cost of capital
consultant, marginal cost of service consultant, and attorneys were reasonable and
cost-effective. The Department has reviewed the invoices provided by the Companies that
support these costs, and finds that such invoices are properly itemized and the costs are
reasonable and prudently incurred (Exh. AG-4-10 & Atts. & Supps.). Accordingly, the
Department approves the recovery as rate case expense of all costs associated with these

consultants.
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d. Fees for Rate Case Completion

In their proposed rate case expense, the Companies have included: $35,000 as a
compliance phase flat fee for legal services; $200,000 as a compliance fee for their allocated
cost of service study;'* and $3,000 as a compliance fee regarding the marginal cost of
service study (Exhs. AG-4-10, Atts. (a) & (b) (Supp. 5)). These amounts are included in the
proposed final rate case expense amount of $4,697,428 (Exh. AG-4-10, Atts. (a) & (b)
(Supp. 5)). The Department’s long-standing precedent allows only known and measureable
changes to test year expenses to be included as adjustments to cost of service.

D.P.U. 10-114, at 237; D.T.E. 03-40, at 161; D.T.E. 02-24/25, at 195; D.T.E. 98-51,
at 61-62. Proposed adjustments based on projects or estimates are not known and

measureable, and recovery of those expenses is not allowed. D.P.U. 10-114, at 237;

135 According to the Companies, the compliance filing for the allocated cost of service

study includes: (1) revision of the allocated cost of service study with a new labor
allocator; (2) pre-mitigation rate design and bill impact analyses; (3) preparation of
pre-mitigation summaries and mitigation strategies; (4) preparation of mitigation bill
impact files; (5) mitigation of rate design and bill impacts; and (6) preparation of all
supporting exhibits (Exh. AG-4-10, Att. (d) at 19 (Supp. 5)). Further, Eversource
states that if the Department directs the Companies to revise test year billing
determinants for net-metering customers, the compliance filing will require revisions
of billing determinants for 200 WMECo customers in ten class combinations

(Exh. AG-4-10, Att. (d) at 19 (Supp. 5)). To comply with any such directive, the
Companies state that the compliance filing will include revisions for: (1) billing
determinant mapping files; (2) bill-impact files; (3) cost of service models for rate
classes; and (4) consolidation mitigation (Exh. AG-4-10, Att. (d) at 19 (Supp. 5)).
Finally, Eversource expects to perform the following tasks during the compliance
phase: (1) new calculation of net-metering billing determinant with modifications to
billing database and test year mapping; (2) modification of pre-mitigation bill impact
files for net-metering customers; (3) revision of allocated cost of service accounting
for change net-metering billing determinants; and (4) modification of mitigation bill
impact files for net-metering customers. (Exh. AG-4-10, Att. (d) at 19-20 (Supp. 9J)).
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D.T.E. 03-40, at 161-162; D.T.E. 02-24/25, at 196; D.T.E. 01-56, at 75. The Department
does not preclude recovery of fixed fees for completion of compliance filing work in a rate
case but the reasonableness of the fixed fees must be supported by sufficient evidence.
D.P.U. 10-114, at 237; D.T.E. 03-40, at 162; D.T.E. 02-24/25, at 196.

Given an adequate showing of the reasonableness of fixed contracts for services to
complete a case after the records closes and briefs are filed, a company may qualify to
recover such expenses. D.P.U. 10-114, at 237; D.T.E. 03-40, at 162; D.T.E. 02-24/25,
at 196. Documented and itemized proof is a prerequisite for recovery. D.P.U. 10-114,
at 237; D.T.E. 03-40, at 162; D.T.E. 02-24/25, at 196. Assuming that the fixed fee
agreement is properly supported, the fact that the consultants and the company have agreed to
complete the service for a fixed fee gives the Department a level of confidence in the
reasonableness of the level of effort and consequent expenditure to carry the case through to
a compliance filing. D.P.U. 10-114, at 237; D.P.U. 10-55, at 338.

The Department has reviewed the Companies’ basis for their proposed fixed fee and
has determined that this fixed fee is reasonable and supported by sufficient evidence
(Exhs. AG-4-10, Atts. (a) & (b) (Supp. 5)). Accordingly, we allow the Companies to
recover these costs as part of their rate case expense.

€. Normalization of Rate Case Expense

The Companies propose to normalize the rate case expense over five years, which

they claim is consistent with Department precedent (Companies Brief at 217, citing



D.P.U. 17-05 Page 280
D.P.U. 15-155, at 244). No other party commented on the Companies’ proposed
normalization period.

The proper method to calculate a rate case expense adjustment is to determine the rate
case expense, normalize the experience of an appropriate period, and then compare it to the
test year level to determine the adjustment. D.P.U. 10-55, at 338-339; D.T.E. 05-27,
at 163; D.T.E. 03-40, at 163; D.T.E. 02-24/25, at 197; D.T.E. 98-51, at 62; D.P.U. 95-40,
at 58. The Department’s practice is to normalize rate case expense so that a representative
annual amount is included in the cost of service. D.P.U. 10-55, at 339; D.T.E. 05-27,
at 163; D.T.E. 03-40, at 163; D.T.E. 02-24/25, at 191; D.T.E. 01-56, at 77; D.T.E. 98-51,
at 53; D.P.U. 96-50 (Phase I), at 77; D.P.U. 1490, at 33. Normalization is not intended to
ensure dollar-for-dollar recovery of a particular expense; rather it is intended to include the
cost of service as a representative annual level of rate case expense. D.P.U. 10-55, at 339;
D.T.E. 05-27, at 163; D.T.E. 03-40, at 163-164; D.T.E. 02-24/25, at 191; D.P.U. 96-50
(Phase 1) at 77.

In determining the period for normalization for rate case expense, the Department
typically looks to the average intervals between the filing dates of a company’s last four rate
cases. D.P.U. 15-155, at 243; D.P.U. 10-55, at 339; D.P.U. 1490, at 33-34. Applying this
method here, the normalization period for NSTAR Electric would be eight years, and the
normalization period for WMECo would also be eight years (Exhs. ES-DPH-4, Sch. DPH-6

(East) at 2; ES-DPH-4, Sch. DPH-6 (West), at 2; AG-4-23).
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In D.P.U. 15-155, at 244, the Department stated that the requirement in Section 94
for electric distribution companies to file rate cases every five years effectively caps the
normalization period at five years. Therefore, in instances where a normalization period
calculated pursuant to Department precedent results in a period greater than five years, the
Department stated that we would, instead, use a five-year normalization period.

D.P.U. 15-155, at 244.

Issues raised in the instant case, however, lead us to refine our findings in
D.P.U. 15-155. As the Companies correctly note, Section 94 requires the filing of rate
schedules (as compared to “rate cases”) no less than every five years, but does not specify
that the schedules must be designed to allow for an increase in base rates (Exh. DPU-47-1,
at 2). Accordingly, we will not treat the Section 94 requirement to file rate schedules no less
than every five years as a de facto five-year cap on the normalization period. Instead, we
will consider the filing requirements of Section 94, together with specific facts of the case, to
establish a normalization period that is an appropriate basis for determining a representative
annual level of rate case expense to include in cost of service.

The issue of rate case normalization period is particularly relevant where companies
may seek to adopt PBR plans that have terms longer than five years, as Eversource initially
proposed in the instant proceeding (Exh. DPU-24-1)."* The Department has previously
looked to the term of the PBR for guidance in establishing appropriate rate case expense

normalization periods. D.P.U. 09-30, at 241; D.P.U. 07-71, at 105; D.T.E. 05-27,

136 The Companies noted during discovery that their proposed PBR mechanism was

“designed to remain in place over the long-term” (Exh. DPU-24-1).
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at 163-164; D.T.E. 03-40, at 163; D.T.E. 01-56, at 77; D.P.U. 96-50 (Phase I) at 78-79. In
prior instances, the Department has normalized rate case expense over the term of a PBR,
finding that a PBR prevents a company from filing rate cases for a predetermined period.
See, e.g., D.P.U. 96-50 (Phase I) at 78-79. As such, we determined that the PBR term
provided a more representative basis in establishing a normalization period for rate case
expense. D.P.U. 96-50 (Phase I) at 78-79.

As discussed below in Section IX, the Department has approved a PBR for
Eversource with a five-year term and a stay-out provision that prevents the Companies from
filing a base rate case at any time during those five years. Based on the facts of this case,
the Department concludes that a five-year normalization period is an appropriate basis for
determining a representative amount of the Companies’ rate case expense. NSTAR Electric’s
and WMECo’s rate case expense adjustments are set forth below.

f. Requirement to Control Rate Case Expense

The Department recognizes the extraordinary nature of a base rate proceeding and the
associated investment of resources that is required for a petitioner to litigate its case before
the Department. This notwithstanding, we again emphasize the Department’s concern with
the amount of rate case expense associated with rate proceedings and the need for petitioners
to control these costs. D.P.U. 14-150, at 224; D.P.U. 11-01/D.P.U. 11-02, at 270;

D.P.U. 10-55, at 341; D.P.U. 09-39, at 286; D.P.U. 09-30, at 227; D.P.U. 08-35, at 129;
D.P.U. 07-71, at 99; D.T.E. 03-40, at 147; D.T.E. 02-24/25, at 192; D.P.U. 93-60, at 145.

Although we no longer require a company to file a specific proposal for shareholders to bear
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a portion of rate case expense, the Department’s ability to disallow a company’s recovery of
rate case expense for failure to adhere to our strict requirements concerning competitive
bidding, or for failure to pursue other reasonable cost-containment measures, or for failure to
properly itemize rate case expense invoices, provides a sufficient incentive for companies to
control rate case expense. D.P.U. 15-155, at 245.

Before exercising discretion to disallow recovery of rate case expense, the Department
will closely scrutinize company’s the RFP process to ensure that it is rigorous and
demonstrates that the selected outside consultants are reasonable and costs and cost-effective.
D.P.U. 15-155, at 245; D.P.U. 14-150, at 224; D.P.U. 14-120, at 86-87;

D.P.U. 11-01/D.P.U. 11-02, at 270; D.P.U. 10-55, at 343. We expect that cost containment
provisions to be included in rate case expense and companies to be aggressive in their cost
control measures. D.P.U. 15-155, at 245; D.P.U. 14-150, at 226-227; D.P.U. 13-90,

at 177-178. We will exercise our discretion to disallow recovery of rate case expense where
a company fails to adhere to Department precedent and in instances where the amount of
overall rate case expense appears to be excessive or disproportionate to the work performed.
See D.P.U. 15-155, at 246; D.P.U. 14-150, at 224; D.P.U. 14-120, at 86-87;

D.P.U. 11-01/D.P.U. 11-02, at 270; D.P.U. 10-55, at 343.

As noted above, base rate cases are extraordinary in nature. This particular base rate
proceeding, however, was more resource intensive than any recent case before the
Department. Eversource filed this proceeding on behalf of two electric distribution

companies, and the case involved the investigation of a number of complex issues, including
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the Companies’ request for corporate consolidation, their PBR and grid modernization base
commitment proposals, and their request for rate design consolidation and alignment. There
were 14 full party intervenors in this case and seven limited intervenors. The Department
conducted 13 public hearings and 19 days of evidentiary hearings. The Companies
responded to 242 sets of information requests and 111 record requests issued by various
intervenors and the Department. Further, the Companies were required to respond to a
number of different arguments raised by the parties on brief. Given these considerations, it
stands to reason that the overall level of rate case expense would be higher than what other
utilities have incurred in recent base rate proceedings. Nevertheless, we find that Eversource
complied with the Department’s cost-control mandates in this case, both in terms of
competitive bidding and other measures, such as not-to-exceed price caps on portions of each
consultant’s work, discounted consultant rates, and blended rates, in that these measures
reduced the Companies’ overall rate case expense (Exhs. AG-4-5, Att. (c) at 6, 16, 17,

Att. (e) at 10-11; Att. (h) at 8, 22-23; Att. (i) at 12, 39-44; Att. (n) at 28; Att. (u), at 2-5;
AG-4-9;AG-4-10, Atts. (a) & (b) (Supp. 3) & (Supp. 4), Atts. (d) & (e) (Supp.1)). We
reach our conclusion based on the specific facts of this case and fully expect companies in
future cases to demonstrate that they have taken aggressive measures to control their rate case
expenses. Failure to do so will result in the disallowance of all or a portion of rate case

expense.
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4. Conclusion

The Companies propose a rate case expense of $3,126,793 for NSTAR Electric and a
proposed rate case expense of $1,741,529 for WMECo, for a total rate case expense of
$4,868,322 (Exhs. ES-DPH-2 (East), Sch. DPH-16 (Rev. 4); ES-DPH-2 (West),

Sch. DPH-16 (Rev. 4); AG-4-10, Atts. (a) & (b) (Supp. 5)). The Companies propose to
normalize the rate case expense over five years, resulting in an annual expense of $625,359
for NSTAR Electric and an annual expense of $348,306 for WMECo (Exhs. ES-DPH-1,

at 87; ES-DPH-2 (East), Sch. DPH-16 (Rev. 4); ES-DPH-2 (West), Sch. DPH-16 (Rev. 4)).

As noted above, the Department has reduced NSTAR Electric’s proposed rate case
expense by $145,260 for an allowable rate case expense of $2,981,533. Further, we have
reduced WMECo’s proposed rate case expense by $25,634, for an allowable rate case
expense of $1,715,895. The Department also has concluded that the Companies’ allowed
rate case expense should be normalized over five years. Based on these findings, the
Department determines the Companies’ correct level of normalized rate case expense is
$596,307 for NSTAR Electric and $343,179 for WMECo. Accordingly, the Department
reduces NSTAR Electric’s proposed cost of service by $29,052 ($625,359 - $596,307) and
reduces WMECo’s proposed cost of service by $5,127 ($348,306 - $343,179).

L. Amortization of Goodwill

1. Introduction

Eversource has $398,707,477 in remaining acquisition premiums associated with the

BEC Energy and Commonwealth Energy System (“ComEnergy”) merger (“BEC/ComEnergy
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Merger”),13 7 which it amortizes annually in the amount of $17,590,044 (Exh. ES-DPH-2
(East), Sch. DPH-24, at 1 (Rev. 3)). During the test year, NSTAR Electric booked
$17,590,044 in goodwill amortization (Exh. ES-DPH-3 (East), WP DPH-24, at 4 (Rev. 3)).
NSTAR Electric proposes to use its test year amortization expense to determine the revenue
requirement in this proceeding (Exhs. ES-DPH-2 (East), Sch. DPH-24, at 1, 4 (Rev. 3);

ES-DPH-3 (East), WP DPH-24, at 1 (Rev. 3)).

2. Background

In 1999, the Department approved a rate plan for Boston Edison Company,
Cambridge Electric Light Company, Commonwealth Electric Company, and Commonwealth
Gas Company (together, “NSTAR Companies”) filed in conjunction with the
BEC/ComEnergy Merger. D.T.E. 99-19, at 1. The Department also approved the recovery
of an acquisition premium along with a 40-year amortization recovery period.

See D.T.E. 99-19, at 59.

The Department issued its Order approving the BEC/ComEnergy Merger in
July 1999. On November 23, 1999, the NSTAR Companies reported to the Department that
the acquisition premium as of September 1, 1999, totaled $477,945,697 (Exh. ES-DPH-4,
Sch. DPH-9, at 8). After allocating a portion of the acquisition premium to ComEnergy’s
unregulated affiliates, the NSTAR Companies allocated the remaining acquisition premium

among the regulated affiliates of both BEC Energy and ComEnergy (Exh. DPU-14-1(e) at 8

137 Where a utility is purchased at a price above its depreciated original cost, the

acquisition premium is the difference between that price and that cost and is recorded
as goodwill on the balance sheet. D.P.U. 14-150, at 228 n.134.
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(Supp.)). In its allocation process, the NSTAR Companies first increased the value of
ComEnergy’s unregulated affiliates by $11,881,441, to represent their aggregate fair market
values net of tax effects as of August 31, 1999 (i.e., immediately prior to the
BEC/ComEnergy Merger), as required by generally accepted accounting principles
(Exh. ES-DPH-4, Sch. DPH-9, at 13, 15-18). See also D.T.E. 99-19, at 86-87. The
$11,881,441 basis adjustment, as well as $8,676,000 in merger costs, were added to
ComEnergy’s preliminary common equity balance as of the date of the BEC/ComEnergy
Merger (i.e., $439,947,850) to produce a revised common equity balance for ComEnergy as
of September 1, 1999, of $460,507,291 (Exh. ES-DPH-4, Sch. DPH-9, at 8). The NSTAR
Companies then subtracted the revised common equity balance of $460,507,291 from the
$938,452,988 in total consideration paid for ComEnergy to produce an acquisition premium
of $477,945,697 (Exh. ES-DPH-4, Sch. DPH-9, at 8).138 This amount was allocated among
the NSTAR Companies based on an equal weighting of the number of customers and
distribution revenues, which produced an allocation of $386,874,268 (or 80.97 percent) in
acquisition premiums to NSTAR’s electric distribution affiliates (see Exh. ES-DPH-4,
Sch. DPH-9, at 5, 9).

As part of the year-end close in 1999, the NSTAR Companies reconciled and finalized
the goodwill calculation to recognize ComEnergy’s actual common equity balance as of the

date of the BEC/ComEnergy Merger, as well as $5,992,297 in loss contingencies

138 This calculation ensured that $11,881,411 of the total acquisition premium would be

attributed to ComEnergy’s unregulated operations, and not its regulated companies.
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representing change-in-control payments to certain ComEnergy executives (Exhs. ES-DPH-4,
Sch. DPH-9, at 13, 20; DPU-34-2, Att. A). The revised goodwill balance of $490,023,538
was reallocated among the NSTAR Companies, producing an allocation of $420,710,605 (or
85.86 percent) to the NSTAR Companies’ electric distribution affiliates (Exhs. ES-DPH-3
(East), WP DPH-24, at 4 (Rev. 3); ES-DPH-4, Sch. DPH-9, at 14).

In 2014, the first litigated rate case for the NSTAR Companies after the
BEC/ComEnergy Merger, the Department approved a rate increase for NSTAR Gas but
questioned the calculation of the basis adjustment to the acquisition premium as applied to
each of ComEnergy’s unregulated affiliates. D.P.U. 14-150, at 232.1%% The Department did
not adjust the calculation, but rather, put NSTAR Gas (and, by inference, Eversource) on
notice that the calculation would be a subject of inquiry in NSTAR Gas’ next base rate
proceeding. D.P.U. 14-50, at 232. In addition, the Department excluded $5,992,297 in loss
contingencies from the calculation of the acquisition premium attributable to NSTAR Gas.
D.P.U. 14-150, at 232-234. NSTAR Gas filed a motion for reconsideration of the
Department’s decision, and that motion is still pending. D.P.U. 14-150, NSTAR Gas’
Motion for Reconsideration and Clarification at 4-13 (November 19, 2015).140 However,

because the basis adjustment and loss contingency issues raised in D.P.U. 14-150 also affect

139 See D.P.U. 14-150, at 228-230 for a full procedural background.

140 On the same date, NSTAR Gas filed a separate Motion to Reopen Evidentiary Record

to provide documentation related to the goodwill computation.
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NSTAR Electric’s share of the acquisition premium, the Department finds it appropriate to
address our concerns raised in D.P.U. 14-150 in the current proceeding.

3. Companies Proposal

Eversource reports that as of December 31, 2016, it will have recovered
$182,283,534 in goodwill amortization, leaving a remaining recoverable balance of
$238,427,071 (Exh. ES-DPH-3 (East), WP DPH-24, at 4 (Rev. 3)). Eversource adds to this
balance deferred income taxes of $95,847,683 and a tax gross-up of $64,432,723,141 to
produce a total goodwill regulatory asset of $398,707,477 (Exh. ES-DPH-3 (East),

WP DPH-24, at 4 (Rev. 3); Tr. 5, at 1023).

Eversource states that the remaining amortization amount of $398,707,477, amortized
over the remaining 272 months of the 40-year (or 480-month) amortization period approved
in D.T.E. 99-19, results in an annual amortization of $17,590,044 (Exh. ES-DPH-3 (East),
WP DPH-24, at 4 (Rev. 3)). During the test year, NSTAR Electric booked $17,590,044 in
goodwill amortization (Exh. ES-DPH-3 (East), WP DPH-24, at 4 (Rev. 3)). Therefore,
NSTAR Electric proposes to use its test year amortization expense to determine the revenue
requirement in this proceeding (Exhs. ES-DPH-3 (East), WP DPH-24, at 1 (Rev. 3);

ES-DPH-2 (East), Sch. DPH-24, at 1, 4 (Rev. 3)).

14l The goodwill amortization is not deductible for federal or Massachusetts income tax

purposes. D.P.U. 14-150, at 230 n.137. Therefore, Eversource included a tax
gross-up to recognize the appropriate tax treatment of the goodwill amortization and to
ensure that NSTAR Electric is able to collect the income tax liability created as a
result of the increase in billed revenue necessary to recover the acquisition premium
(Exh. ES-DPH-3 (East), WP DPH-24, at 4 (Rev. 3)).
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4, Positions of the Parties

Eversource states that the Department approved the actual acquisition premium of
$490,023,438, of which approximately $420.7 million was allocated to NSTAR Electric
(Companies Brief at 233, citing Exh. ES-DPH-1, at 140-141). Eversource raises two issues
regarding the Department’s treatment of the acquisition premium in NSTAR Gas’ most recent
rate case, D.P.U. 14-150. First, Eversource notes that the Department questioned some of
the assumptions used by the NSTAR Companies to calculate the basis adjustment used to
attribute a portion of the acquisition premium to unregulated affiliates (Companies Brief
at 233-234, citing D.P.U. 14-150, at 232). The Companies assert that the Department
specifically questioned the NSTAR Companies’ decision not to write up the assets of
ComEnergy Steam Company (“ComEnergy Steam”) (Companies Brief at 233-234, citing
D.P.U. 14-150, at 232). Eversource maintains that the absence of ComEnergy Steam from
the list of unregulated affiliates provided in D.P.U. 14-150, Exh. AG-6-25(c),"** did not
mean that ComEnergy Steam had no market value, but rather that no adjustment to
ComEnergy Steam’s book value was warranted (Companies Brief at 234-235, citing
Exhs. ES-DPH-1, at 142; ES-DPH-4, Sch. 9, at 8). As such, Eversource contends that it
appropriately documented the necessary basis adjustments in D.T.E. 99-19 (Companies Brief
at 235).

Second, Eversource argues that the Department erred in excluding the $5,992,297 in

loss contingencies when calculating the amount of the acquisition premium in D.P.U. 14-150,

142 The documents provided in Exhibit AG-6-25(c) of D.P.U. 14-150 were entered into
the record of this proceeding as Exhibit ES-DPH-4, Schedule DPH-9.
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because these loss contingencies represent costs associated with employment contracts that
ComEnergy had in place with three of its officers prior to the BEC/ComEnergy Merger
(Companies Brief at 235-236). Eversource maintains that these employment contracts were
pre-existing arrangements that were part of the business acquired by NSTAR, and that the
payments made under their change-in-control provisions were triggered by the
BEC/ComEnergy Merger (Companies Brief at 235). Eversource argues that inclusion of
these change-in-control provisions in the goodwill calculation is consistent with the
accounting standards that governed the BEC/ComEnergy Merger at that time, Accounting
Principles Board Opinion No. 16, Business Combinations (“APB 16”), issued in

August 1970, and Statement of Financial Accounting Standards No. 38, “Accounting for
Pre-Acquisition Contingencies of Purchased Enterprises” (“SFAS 38”), issued in
September 1980 (Companies Brief at 235, citing Exh. ES-DPH-1, at 144).

Based on these considerations, Eversource contends that it has appropriately calculated
the acquisition premium and amortization, including the required gross-up for income taxes,
and therefore the Department should approve the proposed amortization (Companies Brief
at 236).

No other party commented on the Companies’ proposed adjustment in this proceeding.
Nonetheless, the Department acknowledges the Attorney General’s arguments raised in
D.P.U. 14-150 regarding the loss contingencies. D.P.U. 14-150, Attorney General’s
Opposition to the Company’s Motion to Reopen the Evidentiary Record and its Motion for

Reconsideration and Clarification at 6-8 (December 11, 2015).
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5. Analysis and Findings

Eversource seeks to amortize $398,707,477 in remaining acquisition premiums
associated with the BEC/ComEnergy Merger, over 272 months, for an annual amortization
expense of $17,590,044 (Exh. ES-DPH-2 (East), Sch. DPH-24, at 1 (Rev. 3)). The
Department has reviewed Eversource’s calculation of the acquisition premium associated with
the BEC/ComEnergy Merger and accepts Eversource’s proposed amortization expense
(Exh. ES-DPH-4, Sch. DPH-9). First, the Department finds that, in determining the basis
adjustment to be applied to their nonregulated affiliates, the NSTAR Companies appropriately
determined the fair market value of each of ComEnergy’s nine unregulated affiliates. Of the
nine unregulated affiliates, the values of five affiliates were written up to their fair market
value, the value of one affiliate was reduced, and the value of one affiliate was written off
entirely (Exh. ES-DPH-4, Sch. DPH-9, at 16-18).'* The values of Hopkinton LNG and
ComEnergy Steam were found to have no change in book value, based on various contracts
in effect at that time, and the NSTAR Companies determined that the fair market value of
these affiliates was represented by their book value (Exh. ES-DPH-4, Sch. DPH-9, at 18).
Based on our review, the Department is now satisfied that the NSTAR Companies
appropriately calculated the basis adjustment applied to ComEnergy’s unregulated affiliates

and we no longer have the concern that we raised in D.P.U. 14-150, at 232.

143 In the case of Advanced Energy Systems (“AES”), the tangible assets as represented

by the MATEP Generating Facility were written up, and long-term debt was restated
from $112.5 million to $105.008 million because the market rate for AES’ debt was
higher at that time than its actual rate (Exhs. ES-DPH-4, Sch. DPH-9, at 17;
DPU-14-2; DPU-34-1; Tr. 5, at 1025).
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Next, we turn to the inclusion of $5,992,297 in loss contingencies represented by
change-in-control payments in the calculation of the acquisition premium. This amount
represents anticipated payments to certain ComEnergy employees whose positions would be
expected to be affected by a change-in-control of a company, such as would result in a
merger or acquisition (Exh. ES-DPH-1, at 143). Change-in-control payment provisions are
often found in employment contracts of key employees, and are distinguishable from
severance packages that may be offered to employees in a post-merger or post-acquisition
setting (Exh. ES-DPH-1, at 143; Tr. 5, at 1029).144 At the time of the BEC/ComEnergy
Merger, the NSTAR Companies estimated that three ComEnergy employees would qualify
for change-in-control payments; however, based on the actual number of employees identified
with change-of-control agreements and the timing of their exercise of these provisions, the
total change-in-control payments ultimately paid out to ComEnergy employees was higher
than the $5,992,297 estimate reported earlier by the NSTAR Companies (Exhs. DPU-14-3,
Atts. (a), (b), (c); DPU-34-2, Att. (a) at 1; Tr. 5, at 1028-1029). The provisions of APB 16
and SFAS 38, which governed the transaction at that time, provide that these
change-in-control payments be included in the goodwill computation (Exh. ES-DPH-1,
at 144).

Given that the change in-control payments were made to certain former ComEnergy

personnel under provisions of employment contracts that were triggered by the

144 By way of comparison, 638 employees of the NSTAR Companies elected to take

separation packages under a Voluntary Separation Program intended to reduce staffing
redundancies in the post-acquisition NSTAR system (RR-DPU-40).
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BEC/ComEnergy Merger, the Department finds that these change-in-control payments were
appropriately part of the purchase price of ComEnergy. The Department further finds that
the $5,992,297 in change-in-control payments was less than the total change-in-control
payments ultimately paid out to ComEnergy employees, and thus represents a conservative
measure of the actual change-in-control payments made as part of the BEC/ComEnergy
Merger (Exhs. DPU-14-3, Atts. (a), (b), (c); DPU-34-2, Att. (a) at 1; Tr. 5, at 1028-1029).
Accordingly, the Department approves the inclusion of $5,992,297 in the calculation of the
acquisition premium. 145

The inclusion of these change-in-control payments in the calculation of goodwill
produces a total goodwill balance of $490,023,518, of which $420,710,605 is allocated to
NSTAR Electric (Exh. ES-DPH-2 (East), Sch. DPH-24, at 4 (Rev. 3)). Based on the current
amortization rate, the unamortized goodwill attributable to NSTAR Electric will be
$238,427,071 as of the end of 2016 (Exh. ES-DPH-2 (East), Sch. DPH-24, at 4 (Rev. 3)).
With the inclusion of an additional $95,847,683 in deferred income taxes and an additional
$64,432,473 in associated income taxes, NSTAR Electric’s unamortized goodwill and
associated income taxes will be $398,707,477 as of the end of 2016 (Exh. ES-DPH-2 (East),
Sch. DPH-24, at 4 (Rev. 3)).

The $398,707,477, divided by the remaining amortization period of 272 months as of

the effective date of the rates being authorized by this Order, produces an annual

145 The Department will address the inclusion of the loss contingencies in the calculation

of NSTAR Gas’ acquisition premium in its Order on NSTAR Gas’ motion for
reconsideration.
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amortization expense of $17,590,044 (Exh. ES-DPH-2 (East), Sch. DPH-24, at 4 (Rev. 3)).
Eversource proposed an amortization expense of $17,590,044 (Exh. ES-DPH-2 (East),

Sch. DPH-24, at 4 (Rev. 3)). Therefore, the Department accepts Eversource’s proposed
amortization expense.

M. D.P.U. 10-170 Merger Costs and Savings

1. Introduction

Pursuant to the Merger Settlement in D.P.U. 10-170 (see Section V.A above)
Eversource seeks to recover $26.2 million and $4.4 million in merger-related costs for
NSTAR Electric and WMECo, respectively, over a ten-year period (Exhs. ES-DPH-3 (East),
WP DPH-24, at 3 (Rev. 3); ES-DPH-3 (West), WP DPH-24, at 3 (Rev. 3)). The
Companies assert that their merger-related savings for the ten-year amortization period will
exceed their total merger-related costs (Exh. ES-DPH-1, at 156-157).

The Merger Settlement allows for the amortization of merger-related costs in the
Companies’ next rate case filing (Merger Settlement at Art. II (13), (14)). Further, pursuant
to the Merger Settlement, Eversource was required to file interim reports on merger
integration efforts, as well as a final merger integration report 60 days prior to the filing of
the first base rate proceeding following the base rate freeze period provided for as part of the
Merger Settlement (Merger Settlement at Art. IT (15)). The Companies filed the interim
reports, and provided a final merger integration report (“2016 Merger Report”) on

November 15, 2016 (Exhs. ES-DPH-1, at 153; ES-DPH-4, Sch. DPH-10).



D.P.U. 17-05 Page 296

2. Reported Merger-Related Savings and Costs

According to the 2016 Merger Report, the accrued enterprise-wide savings related to
the merger through December 31, 2015, amounted to $268.2 million, of which $68.8 million
was attributable to NSTAR Electric and $11.4 million to WMECo (Exh. ES-DPH-4,

Sch. DPH-10, at 55). During the test year, Eversource experienced $106.2 million in
merger savings, of which $27.3 million was attributable to NSTAR Electric and $4.5 million
was attributable to WMECo (Exh. ES-DPH-4, Sch. DPH-10, at 56). In total, Eversource
forecasts enterprise-wide savings from 2012 through 2022 of $1,158 million, of which
$300.4 million would be attributable to NSTAR Electric and $49.9 million would be
attributable to WMECo (see Exhs. ES-DPH-1, at 153; ES-DPH-4, Sch. DPU-10, at 54).

On an enterprise-wide basis, Eversource reports that it has incurred $125.9 million in
merger-related costs, excluding executive retention and separation payments, through
September 30, 2016 (Exh. ES-DPH-4, Sch. DPH-10, at 51, 52). Of these costs,
$26.2 million (20.8 percent) was allocated to NSTAR, and $4.4 million (3.51 percent) was
allocated to WMECo (Exhs. ES-DPH-1, at 156; ES-DPH-4, Sch. DPH-10, at 54). The
Companies report that there were no merger-related costs after December 31, 2015, and state
that no additional incremental merger-related costs are anticipated (Exh. ES-DPH-4,

Sch. DPH-10, at 51)."* As such, the Companies anticipate a net savings of $274.2 million

146 As part of D.P.U. 10-170, the petitioners included a net benefits test, in which

merger-related transaction and integration costs were estimated to total approximately
$164 million. D.P.U. 10-170-B at 57. The actual total merger related costs incurred
through the end of 2015 were $125,953,911, or 77 percent of the initial estimate

(Exhs. ES-DPH-4, Sch. DPH-10, at 52; AG-26-4 (Rev.) at 1). The Companies used
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for NSTAR Electric and $45.5 million for WMECo, during the ten-year period following the
merger (see Exhs. ES-DPH-1, at 153-155; ES-DPH-4, Sch. DPU-10, at 54). '’

The Companies propose to amortize merger-related costs over a ten-year period
(Exh. ES-DPH-1, at 156). Thus, the Companies propose an annual amortization amount of
$2,621,089 for NSTAR Electric and $442,096 for WMECo (Exhs. ES-DPH-1, at 156;
ES-DPH-3 (East), WP DPH-24, at 3 (Rev. 3); ES-DPH-3 (West), WP DPH-24, at 3
(Rev. 3)).

3. Positions of the Parties

a. Attorney General

The Attorney General did not address the Companies’ merger-related costs on brief.
Nonetheless, during the proceeding, she stated that $642,920 in costs should be excluded
from the calculation of Eversource’s merger costs to achieve because these costs are not
related to the D.P.U. 10-170 merger (see generally Exhs. AG-DR-1, at 13-16; AG-DR-SR1).
Specifically, the Attorney General states that the Department should exclude: (1) $138,946
in costs associated with a cancelled strategic management project that had previously been
recorded by Northeast Utilities as construction work in progress; (2) $305,651 in costs

associated with a 2011 audit of Northeast Utilities’ financial statements; and (3) $198,323 in

a gross plant allocator to attribute 20.81 percent, or $26,210,885, of the costs to
NSTAR and 3.51 percent, or $4,420,961, of the costs to WMECo (Exhs. ES-DPH-3
(East), WP DPH-24, at 3 (Rev. 3); ES-DPH-3 (West), WP DPH-24, at 3 (Rev. 3);
AG-26-7, Att.).
147 As reported by Eversource, total net savings enterprise-wide are $1,032.4 million, net
of $125.9 million in costs. Total net savings for NSTAR Electric are $274.2 million,
net of $26.2 million in costs. Total net savings for WMECo are $45.5 million, net of
$4.4 million in costs.
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reclassification expenses (Exhs. AG-DR-SR1, at 3, 7-9, citing Exh. ES-DPH-Rebuttal-1,

at 4, ES-DPH-Rebuttal-2, at 1, 6, 7, AG-26-4, Att.; AG-DR-Surrebuttal-1). The Attorney
General notes that excluding the aforementioned costs results in a $13,379 reduction to

NSTAR Electric’s amortization expense and a $2,257 reduction to WMECo amortization

expense (Exhs. AG-DR-SR1, at 9; AG-DR-Surrebuttal-1).

b. Companies

The Companies argue that they have demonstrated that merger-related savings equal
or exceed merger-related costs and, therefore, the Companies are entitled to recover their
merger-related costs (Companies Brief at 240). Eversource contends that the net
merger-related benefits, as currently forecast, are expected to exceed those initially developed
for the net benefits analysis performed for D.P.U. 10-170 (Companies Brief at 237).

The Companies also point out that Eversource has already paid out $46 million of the
expected savings to customers as part of the Merger Settlement upon the merger closing,
specifically, a $15 million credit to NSTAR Electric’s ratepayers and a $3 million credit to
WMECo’s ratepayers (Companies Brief at 237-238). The Companies further argue that their
proposal to amortize the merger-related costs over ten years is consistent with the Merger
Settlement and the amortization period approved by the Department for NSTAR Gas in
D.P.U. 14-150 (Companies Brief at 239; Companies Reply Brief, App. C at 22).

4. Analysis and Findings

Consistent with Department precedent, the Merger Settlement authorizes the
Companies, subject to Department review and approval, to recover merger-related costs upon

a showing that merger-related savings equal or exceed those costs (Merger Settlement



D.P.U. 17-05 Page 299
at Art. II (14)). See also D.P.U. 14-150, at 130-131; D.P.U. 10-170-B at 59. The Merger
Settlement provides that the Companies shall, for ratemaking purposes, amortize
merger-related transaction and integration costs over a ten-year period (Merger Settlement

at Art. II (13)).

The Companies propose to recover $26.2 million in merger-related costs for NSTAR
Electric, and $4.4 million for WMECo, over a ten-year period, or approximately
$2.6 million and $0.4 million annually (Exhs. ES-DPH-3 (East), WP DPH-24, at 3 (Rev. 3);
ES-DPH-3 (West), WP DPH-24, at 3 (Rev. 3)). The Companies argue that they have
demonstrated that merger-related savings for the ten-year amortization period will exceed the
total of merger-related costs (Companies Brief at 240).

Of the approximately $30.6 million in merger-related costs, the Attorney General
contests $642,920 in expenses, consisting of $503,974 in costs from Northeast Utilities’
auditor and $138,946 in consulting costs (Exh. AG-DR-S1, at 3-4, 7-9). The Department
has examined the supporting documentation relative to these expenditures
(Exhs. ES-DPH-Rebuttal-2, at 1-14; AG-26-4, at 23). The $503,974 in auditing costs consist
of an invoice for $305,651 associated with Northeast Utilities’ 2011 audit, and a journal
entry of $198,323 reported to be associated with merger-related auditing services
(Exh. ES-DPH-Rebuttal-2, at 1, 7). The $305,651 invoice consists of $290,000 in auditing
fees plus $20,116 in expenses, less $14,486 in expenses allocated to NSTAR Electric, with
the net expense of $295,630 grossed up for income taxes to $305,651 (Exh. DPH-Rebuttal-2,

at 1). It is unclear from the evidence provided by the Companies whether the $290,000 in
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fees is associated solely with the merger, or whether this represents WMECo’s own audit
expense. Therefore, based on the descriptions provided by Eversource, the Department is
not persuaded that the $305,651 invoice is associated solely with the merger. As to the
$198,323 journal entry, while it appears that some of the supporting documentation was not
provided, the Department is satisfied that this expenditure was related to the merger.

The remaining $138,946 in contested expenses consist of consulting costs associated
with a strategic management program that had been cancelled and written off by WMECo’s
parent company in 2012 (Exh. ES-DPH-Rebuttal-2, at 6). In the absence of further evidence
as to the nature of this program, the Department is not persuaded that the underlying costs
are appropriately associated with the merger. Therefore, the Department removes the
$138,946 in consulting costs from the overall level of recoverable merger costs.

Based on the foregoing analysis, the Department has excluded a total of $444,597 in
costs from the recoverable level of merger costs. Because Eversource had proposed a total
merger cost of $125,953,317 (Exhs. ES-DPH-3 (East), WP DPH-24, at 3 (Rev. 3);
ES-DPH-3 (West), WP DPH-24, at 3 (Rev. 3)), the Department finds that the level of
recoverable merger costs is $125,508,720. Of this amount, 20.81 percent, or $26,118,365,
is allocable to NSTAR Electric, and 3.51 percent, or $4,405,356, is allocable to WMECo.

The Department finds that the Companies’ allocated share of merger-related costs is
approximately $30,523,721 (see Exhs. ES-DPH-3 (East), WP DPH-24, at 3 (Rev. 3);

ES-DPH-3 (West), WP DPH-24, at 3 (Rev. 3); AG-26-7 (Att.)). Accordingly, in order to
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recover these costs, the Companies must show merger-related savings in excess of
$30.5 million.

The Department has examined Eversource’s calculations and assumptions and finds
that the Companies have demonstrated that their merger-related savings exceed their
merger-related costs (Exhs. ES-DPH-4, Sch. 10; AG-26-4 through AG-26-14 & Atts.;
AG-29-1 through AG-29-27 & Atts.). The Companies calculated that their net savings, over
the ten-year period following the merger, are expected to be $274.2 million for NSTAR
Electric and $45.5 million for WMECo (see Exhs. ES-DPH-1, at 153; ES-DPH-4,

Sch. DPU-10, at 54)."*® For NSTAR Electric, the annualized savings over the ten-year
amortization period were calculated as $27.3 million, compared to an amortized annual cost
of $2.6 million, resulting in an annual net benefit of $24.7 million (Exhs. ES-DPH-1, at 155;
ES-DPH-4, Sch. DPH-10, at 56). For WMECo, the annualized savings was calculated to be
$4.5 million, compared to an amortized annual cost of $0.4 million, resulting in an annual
net benefit of $4.1 million ((Exhs. ES-DPH-1, at 155; ES-DPH-4, Sch. DPH-10, at 56).
Even with the above disallowances, the Department finds that the Companies have
demonstrated that their merger-related savings will exceed their merger-related costs.
Therefore, consistent with the terms of the Merger Settlement, the Department finds that the
Companies are eligible to recover $30,523,721 in merger-related costs over a ten-year period
(see Merger Settlement at Art. II (13)). See also D.P.U. 14-150, at 130-131;

D.P.U. 10-170-B, at 59. Based on the recoverable level of merger-related costs and the

148 No party contested the savings calculations contained in the 2016 Merger Report.
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ten-year amortization period established under the terms of the Merger Settlement, NSTAR
Electric’s annual amortization is $2,611,837, and WMECo’s annual amortization is
$440,536.

NSTAR Electric had proposed an amortization expense of $2,621,089, and WMECo
had proposed an amortization expense of $442,096 (Exhs. ES-DPH-3 (East), WP DPH-24,
at 3 (Rev. 3); ES-DPH-3 (West), WP DPH-24, at 3 (Rev. 3)). Accordingly, the Department
reduces NSTAR Electric’s proposed cost of service by $9,252, and reduces WMECo’s
proposed cost of service by $1,560 (see Exhs. ES-DPH-1, at 156; ES-DPH-3 (East),
WP DPH-24, at 3 (Rev. 3); ES-DPH-3 (West), WP DPH-24, at 3 (Rev. 3)).

N. Amortization of Hardship Accounts

1. Introduction

Hardship protected accounts are residential accounts that are protected from shut-off
by the utility for nonpayment. 220 CMR 25.03, 25.05. To qualify for protected status from
service termination, customers must demonstrate that they have a financial hardship and meet
certain other requirements, such as a household member suffering from a serious illness or
residing with a child under twelve months of age. See 220 CMR 25.03(1), 25.03(3),

25.05(3)." All qualified accounts are protected from shut-off for nonpayment year round,

149 An account qualifies for protected status where the customer certifies that the

customer has a financial hardship, and: (1)a person residing in the household is
seriously ill; (2) a child under the age of twelve months resides in the household;
(3) the customer takes heating service between the period November 15™ and
March 15", and the service has not been shut off for nonpayment prior to
November 15™; or (4) all adults residing in the household are age 65 or older and a
minor resides in the household. 220 CMR 25.03. Customers who are unable to pay
an overdue bill and meet the income eligibility requirements for the Federal
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except for heating customers with a financial hardship. These heating accounts are protected
from shut-off for nonpayment only during the winter moratorium period (i.e., November 15™
through March 15™). 220 CMR 25.03(1)(a)(3), 25.03(1)(b).

The Companies state that because hardship protected accounts cannot be disconnected,
the accounts remain active and continue to receive service despite slow or non-payment of
amounts due (Exh. ES-DPH-1, at 149). Further, the Companies note that as the accounts
stay active, they do not become part of the write-off calculation to be included for recovery
from customers (Exh. ES-DPH-1, at 149).

According to Eversource, NSTAR Electric’s total active protected hardships accounts
receivable balance overdue for payment more than 360 days was $19,162,406 as of June 30,
2016, the end of the test year (Exh. ES-DPH-3 (East), WP DPH-24, at 2 (Rev. 3)). The
Companies propose to amortize the $19,162,406 hardship balance over a five-year period,
which results in an annual amortization expense of $3,832,481 (Exhs. ES-DPH-2 (East),
Sch. DPH-24 (Rev. 3); ES-DPH-3 (East), WP DPH-24, at 1 (Rev. 3)).

Additionally, the Companies state that WMECo’s total active protected hardships
accounts receivable balance overdue 360 days was $4,337,928 as of June 30, 2016
(Exh. ES-DPH-3 (West), WP DPH-24, at 2 (Rev. 3)). The Companies propose to amortize
the $4,337,928 hardship balance over a five-year period, which results in an annual
amortization expense of $867,586 (Exhs. ES-DPH-2 (West), Sch. DPH-24 (Rev. 3);

ES-DPH-3 (West), WP DPH-24, at 1 (Rev. 3)).

Low-Income Home Energy Assistance Program are deemed to have a financial
hardship. 220 CMR 25.01(2).
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2. Positions of the Parties

Eversource argues that its proposed treatment of hardship balances is consistent with
Department precedent, in particular the treatment afforded to WMECo  in its last base rate
proceeding (Companies Brief at 191-192, citing D.P.U. 10-70, at 214-216). Therefore, the
Companies assert that the Department should approve the proposed amortizations (Companies
Brief at 192). No other party commented on the proposed amortization of the balance of
hardship protected accounts.

3. Analysis and Findings

Under current ratemaking practice, there is no cost of service mechanism for the
Company to recover the balance of protected hardship accounts receivable.
See D.P.U. 15-155, at 249; D.P.U. 14-150, at 236; D.P.U. 10-70, at 210-211, n.12. Unlike
expenses that may be deferred for recovery in a subsequent rate case, the balance of
protected hardship accounts receivable cannot be recovered in rates unless the asset is deemed
impaired and written off. D.P.U. 15-155, at 249; D.P.U. 14-150, at 236; D.P.U. 10-70,
at 210-211, n.12. Because a utility’s hardship protected accounts remain active, the utility
cannot write off the unpaid balance and, therefore, cannot recover the amounts as bad debt
expense. D.P.U. 15-155, at 249-250; D.P.U. 14-150, at 235-236;
D.P.U. 15-80/D.P.U. 15-81, at 169; D.P.U. 13-90, at 159; D.P.U. 10-70, at 213.
Generally accepted accounting principles require that, without probable recovery of

outstanding balances, a company must recognize an impairment loss through a charge to its
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income statement and establish a reserve account on its balance sheet for the impaired asset.
D.P.U. 15-155, at 250; D.P.U. 10-70, at 214-215."

To provide for the probability of recovery and to avoid an impairment loss, the
Department has permitted utilities to collect through distribution rates an amortized amount of
significant protected hardship account receivables balances that are over 360 days past due.
D.P.U. 15-155, at 249-250; D.P.U. 14-150, at 236; D.P.U. 15-80/D.P.U. 15-81, at 171;
D.P.U. 14-150, at 236; D.P.U. 13-90, at 166; D.P.U. 10-70, at 219. Where such
ratemaking treatment has been allowed, the Department requires companies to provide, in
subsequent rate cases, information regarding collection efforts relative to outstanding hardship
account balances recovered through Department-approved amortizations as well as the
average annual amount of payments made by customers against these hardship account
balances. D.P.U. 15-155, at 252.

WMECo was permitted to amortize and recover its outstanding hardship account
balances over 360 days past due in D.P.U. 10-70. Consistent with the Department’s
directives in D.P.U. 10-70, at 220, the Department finds that WMECo has tracked the costs
included in the balance of hardship protected accounts allowed for recovery and removed
them from the bad debt expense (Exh. ES-DPH-2, Schs. DPH-6, at 4, DPH-8, at 2 (West)).
Further, we find that, consistent with the Department’s directives in D.P.U. 15-155, at 252,
WMECo has provided information regarding its collection efforts relative to outstanding

hardship account balances recovered through amortization since its last base rate case, as well

150 See Statement of Financial Accounting Standards No. 144.
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as the average annual amount of payments made by customers against these hardship account
balances (Exh. DPU-28-11). The Department has reviewed WMECo’s collection efforts, and
we find them to be reasonable (Exh. DPU-28-11). In addition, consistent with

D.P.U. 15-155, at 252, and D.P.U. 10-70, at 221, WMECo has credited through the
Residential Assistance Adjustment Factor (“RAAF”) payments made by customers toward the
hardship balances since its last rate case and through the test year in this case

(Exhs. ES-DPH-1, at 149; AG-51-10 & Att.).

Although NSTAR Electric has not previously sought to amortize and recover
outstanding hardship balances, it has separately tracked hardship balances since the
Department’s decision in D.P.U. 14-150 in order to remove these costs from bad debt
expense (Exhs. ES-DPH-1, at 39; ES-DPH-2, Schs. DPH-6, at 4, DPH-8, at 2 (East);
DPU-28-4; DPU-28-5; DPU-28-12, at 1; AG-19-13 & Att. (g))."”" Further, NSTAR Electric
has provided information regarding its collection efforts relative to outstanding hardship
account balances and customer payments toward those balances since the end of 2015
(Exh. DPU-28-12, at 2). The Department has reviewed NSTAR Electric’s collection efforts,
and we find them to be reasonable (Exh. DPU-28-12, at 2).

Eversource has demonstrated that both NSTAR Electric and WMECo have significant
protected hardship account receivables balances that are over 360 days past due

(Exhs. ES-DPH-1, at 146-150; ES-DPH-2 (East), Sch. DPH-24 (Rev. 3); ES-DPH-3 (East),

5t NSTAR Electric notes that it began tracking hardship account balances and customer

payments toward the balances after the Department’s decision in D.P.U. 14-150
(Exhs. DPU-28-5; DPU-28-12, at 1).
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WP DPH-24, at 1-2 (Rev. 3); ES-DPH-2 (West), Sch. DPH-24 (Rev. 3); ES-DPH-3 (West),
WP DPH-24, at 1-2 (Rev. 3); DPU-28-7, Att.). To provide for the probability of recovery
of these amounts in order to avoid an impairment loss, the Department will allow NSTAR
Electric to recover its test year balance of protected hardship accounts receivable in the
amount of $19,162,406, and WMECo to recover its test year balance of protected hardship
accounts receivable in the amount of $4,337,928 (Exhs. ES-DPH-1, at 147; ES-DPH-3
(East), WP DPH-24, at 2 (Rev. 3); ES-DPH-3 (West), WP DPH-24, at 2 (Rev. 3)).

As noted above, the Companies proposed to amortize recovery of these balances over
five years (Exhs. ES-DPH-1, at 147; ES-DPH-3 (East), WP DPH-24, at 1 (Rev. 3);
Exh. ES-DPH-3 (West), WP DPH-24, at 1 (Rev. 3)). Amortization periods are determined

based on a case-by-case review of the evidence and underlying evidence. Aquarion Water

Company of Massachusetts, D.P.U. 08-27, at 99 (2009); D.P.U. 93-223-B at 14;

D.P.U. 84-145-A at 54. In this case, we consider the size of the balance to be recovered,
the underlying facts giving rise to the accumulation of the balance, and the impact of
recovery on ratepayers. Based on these considerations and the record in this case, the
Department finds that five years is an appropriate amortization period. Amortizing
$19,162,406 over five years produces an annual expense of $3,832,481 for NSTAR Electric
(Exh. ES-DPH-3 (East), WP DPH-24, at 1 (Rev. 3). Amortizing $4,337,928 over five years
produces an annual expense of $867,586 for WMECo (Exh. ES-DPH-3 (East), WP DPH-24,

at 1 (Rev. 3)).
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Going forward, Eversource shall continue to track the costs included in the balance of
the Companies’ hardship accounts allowed for recovery so that these costs are properly
removed from bad debt expense. D.P.U. 10-70, at 221. Further, in its next rate case,
Eversource shall provide information regarding the Companies’ collection efforts relative to
outstanding hardship account balances recovered through amortization since the end of the
test year in this case. D.P.U. 15-155, at 252. In addition, WMECo shall credit through its
RAAF any payments made by customers towards the outstanding hardship account balances
recovered through the amortizations approved in the instant case. D.P.U. 15-155, at 252;
D.P.U. 10-70, at 221. Finally, beginning on January 1, 2018, NSTAR Electric shall credit
through its RAAF any payments made by customers towards the outstanding hardship
account balances recovered through the amortizations approved in the instant case.
D.P.U. 15-155, at 252; D.P.U. 10-70, at 221."%

0. Regulatory Assessments

1. Introduction

Eversource included in its base distribution cost of service the test year amount of
regulatory assessments, adjusted to remove transmission-related expenses and out-of-period

adjustments, as follows: (1) $7,389,986 for NSTAR Electric;153 and (2) $1,267,327 for

132 NSTAR Electric shall modify its Residential Assistance Adjustment Clause tariff

accordingly.
153 This amount is comprised of the following three invoices received by NSTAR Electric
during the test year: (1) the Attorney General’s assessment of $841,804; (2) the
Department’s general assessment $4,321,231; and (3) the Department’s Energy Trust
Fund assessment of $2,226,951 (Exh. ES-DPH-2 (East), Sch. DPH-17 (Rev. 3)).
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WMECo"* (Exhs. ES-DPH-2 (East), Sch. DPH-17 (Rev. 3); ES-DPH-2 (West),

Sch. DPH-17 (Rev. 3)). Eversource proposes to reduce NSTAR Electric’s adjusted test year
amount of regulatory assessments by $2,409,292 and to reduce WMECo’s adjusted test year
amount of regulatory assessments by $413,176, and it proposes to allocate these amounts
from base distribution to basic service (see Exhs. ES-DPH-1, at 90-91; ES-DPH-2 (East),
Sch. DPH-17 (Rev. 3); ES-DPH-2 (West), Sch. DPH-17 (Rev. 3)). Eversource determined
the amount of regulatory assessments to assign to basic service based on the percentage of
2015 basic service revenues that are in 2015 total intrastate operating revenues, which
calculates as 32.6 percent, and rounded up to 33 percent (Exhs. ES-DPH-1, at 91; ES-DPH-2
(East), Sch. DPH-17 (Rev. 3); ES-DPH-2 (West), Sch. DPH-17 (Rev. 3)).'> Eversource
also proposes that, for rates effective January 1, 2018, it will update the amount of regulatory
assessments assigned to basic service based on the 2017 basic service revenues and 2017
intrastate operating revenues, as these amounts are expected to be known and measurable by

the close of the record in this case (Exh. ES-DPH-1, at 91).'%¢

14 This amount is comprised of the following three invoices received by WMECo during

the test year: (1) the Attorney General’s assessment of $144,363; (2) the
Department’s general assessment of $741,059; and (3) the Department’s Energy Trust
Fund assessment of $381,905 (Exh. ES-DPH-2 (West), Sch. DPH-7 (Rev. 3)).
195 Eversource states that 2015 total intrastate operating revenues represent the most
recent full year available (Exh. ES-DPH-1, at 91).
156 Eversource notes that regulatory assessments levied by the Department are annually
allocated to each electric and gas company based on each company’s proportionate
share of total intrastate operating revenues, which include distribution revenues, and
revenues from various reconciling rate mechanisms (Exh. ES-DPH-1, at 90).
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2. Positions of the Parties

a. Attorney General

The Attorney General argues that Eversource’s proposal should be rejected, as it is
neither fair nor consistent with cost causation principles (Attorney General Brief at 144).
Specifically, she contends that singling out basic service customers for a rate increase based
on the revenues they generate rather than the cost of serving their rate classes is arbitrary and
unfair (Attorney General Brief at 144). The Attorney General claims that Eversource
provided no evidence that 33 percent of the Attorney General’s work or the Department’s
work, as represented by these assessments, is devoted to basic service matters (Attorney
General Brief at 144). Moreover, she contends that Eversource’s proposal “falsely
assume(s]” that customers on competitive supply require absolutely no Department resources,
when, she claims, those customers require significantly more resources than basic service

157

customers (Attorney General Brief at 144-145). For these reasons, the Attorney General

157 For instance, the Attorney General argues that the Department licenses all competitive

supply companies in the Commonwealth and plays a significant role in their oversight
(Attorney General Brief at 145, citing G.L. c. 164, §§ 1F, 102C(b); 220 CMR 11.05,
11.07; Interim Guidelines for Competitive Supply Investigations and Proceedings,
D.P.U. 16-156-A (July 6, 2017). Further, she contends that the Department gathers
data and maintains a website to compile the competitive supplier offers to retail
customers, which she claims requires significant resources (Attorney General Brief

at 144, citing Energy Switch Massachusetts, http://www.energyswitchma.gov). In
addition, the Attorney General notes that the Department receives complaints
regarding competitive suppliers from town officials and customer complaints through
its consumer division, and she claims that these complaints requires significant
Department resources (Attorney General Brief at 145, citing Initiatives to Improve the
Retail Electric Competitive Supply Market, D.P.U. 14-140, Vote and Order Opening
Investigation, at 3, 12 (December 11, 2014). Finally, she states that the Department
adjudicates an increasing number of dockets concerning municipal aggregation plans
(Attorney General Brief at 145, citing Town of Easton, D.P.U. 17-109 (June 30,
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asserts that Eversource’s proposal should be rejected, and that the Department should order
the Companies to continue to allocate all regulatory assessment costs to all base distribution
customers and to recover the costs through base distribution rates from all customers, using
the general allocators that the Department “normally uses” (Attorney General Brief

at 145-146).

b. Companies

Eversource argues that the Attorney General’s contention that the Companies’
proposal is unfair and inconsistent with cost causation principles is flawed (Companies Brief
at 465). According to Eversource, the Attorney General fails to support with evidence or
analysis her claims regarding the level of resources devoted by the Department to basic
service (Companies Brief at 465). Similarly, Eversource contends that the Attorney General
fails to rebut the Companies’ calculations that support its allocation proposal (Companies
Brief at 465, citing Exhs. ES-DPH-1, at 90-91; ES-DPH-2 (East), Sch. DPH-17 (Rev. 3);
ES-DPH-2 (West), Sch. DPH-17 (Rev. 3). Eversource asserts that as a result of the
Attorney General’s failure to provide any support for her assertions, the Department should
disregard her recommendation (Companies Brief at 466). Finally, Eversource states that
competitive suppliers should be paying regulatory assessments in light of the resources
expended by the Department on these suppliers and their customers (Companies Brief at 466,

citing Exh. DPU-33-8). However, the Companies note that there currently exists no

2017); City of Marlborough, D.P.U. 17-47 (April 20, 2017); Town of Billerica,
D.P.U. 17-44 (April 20, 2017).
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opportunity to charge such assessments to competitive suppliers (Companies Brief at 466,
citing G.L. c. 24A, § 3).

3. Analysis and Findings

In general, a company’s share of assessments made by the Department and other
agencies is recognized as a component of its cost of service. D.P.U. 12-86, at 154-155;

D.P.U. 85-137, at 83-85; South Egremont Water Company, D.P.U. 95-119/95-122, at 18

(1996); Westport Harbor Aqueduct Company, D.P.U. 93-142, at 6 (1993); Boston Edison

Company, D.P.U. 160, at 48-49 (1980). The amount of assessments included in a
company’s cost of service must be known and measurable. D.P.U. 85-137, at 84-85;
D.P.U. 95-119/95-122, at 18; D.P.U. 160, at 49.

Eversource included three regulatory assessments in its test-year amount. First, an
annual assessment is made by the Commonwealth’s Office of Consumer Affairs and Business
Regulation on behalf of the Attorney General that is levied against each electric, water, gas,
telephone, and telegraph company based on each company’s proportionate share of total
i