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Q. Please identify the member s of the Electric Rate Design Panel

(“Panel”) and indicate on whose behalf the Panel istestifying.

A. The Panel consists of Pamela Dise, Kellie Smith, and Howard Gorman.

The Panel is testifying on behalf of Niagara Mohawk in rebuttal to
testimony filed on behalf of the Department of Public Service Staff

(“Staff’) and Multiple Intervenors (“MI”).

Q. Isthisthe Electric Rate Design Panel that submitted direct testimony

and corrections and updates testimony in this proceeding?

A. Yes, it is.

l. Overview of Rebuttal Testimony

What isthe purpose of the Pandl’ srebuttal testimony?

The purpose of the Panel’s rebuttal testimony is to respond to certain
issues raised in the testimony of the Staff Electric Rate Panel (“SERP”)
and Mr. Jeffry Pollock on behalf of MI. In addition, the Panel addresses
the Company’s proposal to defer and recover reliability support services

(“RSS”) costs. Specifically, the Panel addresses the following issues:

A. ECOSS | ssues

e Staff’s recommendation that, for purposes of revenue
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allocation and rate design, the Commission should rely on the
Embedded Cost of Service Study (“ECOSS”) submitted by the
SERP as Exhibit  (SERP-1 Corrected). (See SERP
testimony at 8, 11. 1-16). The Company’s ECOSS and the
ECOSS supported by the SERP use the same methodology and
differ only in that (1) the SERP recommends using Historic
Test Year information as the basis for the ECOSS, while the
Company uses Rate Year information, and (2) Staff and the
Company use different methodologies to allocate the cost of
line transformers and related accounts, as discussed
immediately below.

The SERP’s recommendation that the line transformer plant
account (Account 368) and related accounts be classified and
allocated using a zero-intercept approach, as was done for other
distribution plant accounts (Accounts 364-367). (SERP
testimony at 10, 11.4-17). The Company’s ECOSS assigned
line transformers among the rate classes by identifying which
rate classes are served by each line transformer.

MI Witness Pollock’s recommendation to modify the
Company’s ECOSS-CU by allocating the Primary and

Secondary Distribution Systems to Demand and Customer in
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the same proportions (MI testimony at 19, 11. 17-23). The
Company’s ECOSS recognized that the systems serve different
purposes, and thus classified a lower proportion of the systems
to Customer for the Primary System (50 percent) than for the
Secondary System (62 percent).

Mr. Pollock’s recommendation that Distribution Load
Dispatching costs (Account 581) be allocated on the basis of
non-coincident peak (“NCP”), and that none of the costs be
allocated to SC-3/3A customers taking service at Sub-
transmission or Transmission levels (MI testimony at 17, 11. 8-
15). The Company’s ECOSS allocates this item to all rate

classes based on MWh.

B. RevenueAllocation/Rate Design

The SERP’s approach to revenue allocation is the same as the
Panel’s, except that the SERP relies on an Historic Test Year
ECOSS. The Panel maintains that its Rate Year ECOSS
should be used. If, however, the Commission accepts Staff’s
proposal to use an Historic Test Year ECOSS for revenue
allocation, the ECOSS provided as Exhibit  (E-RDP-1R)

should be used because it corrects two minor errors in the
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ECOSS used by Staff. In addition, if the Commission accepts
Staff’s proposed revenue requirement, the Panel agrees with
Staff that no revenue allocation constraints should be applied
for any rate class.

Mr. Pollock’s recommendation that the Commission use his
alternative ECOSS as a guide in revenue allocation. The
Company disagrees with the changes Mr. Pollock recommends
be made to its ECOSS-CU and thus does not support the use of
his alternative ECOSS for revenue allocation purposes.

Mr. Pollock’s recommendation that the customer charge for

SC-3A be increased (MI testimony at 37, Table 6).

C. Merchant Function Charge

Staff’s recommendation that the Company change its
calculation of two components of the Merchant Function
Charge (“MFC”). First, Staff recommends that the
uncollectibles component be based on an average of the most
recent three years, as discussed in the testimony of the Staff
Accounting Panel, rather than one year as recommended by the
Company. Second, Staff takes the position that the “Other

Customer Capital Rate” should be used to determine the return
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requirement on commodity-related working capital, rather than
utilizing the authorized weighted average cost of capital, as
proposed by the Company.

The need to update (1) Staff’s calculation of the credit and
collections component of the MFC to reflect Staff’s revised
purchase of receivables (“POR”) sales forecast and revenue
requirement, (2) Staff’s calculation of the supply procurement
component of the MFC to reflect Staff’s revised revenue
requirement, and (3) the Company’s delivery/commodity
allocation of uncollectibles expense in the ECOSS to reflect

Staff’s revised revenue forecast.

Historic Demand

Mr. Pollock’s recommendation that Historic Demand be
eliminated for all customers receiving Expansion Power (“EP”)
and Replacement Power (“RP”), rather than waiting until those

customers are paying standard tariff delivery rates.

Revenue Forecast

Staff’s recommendation that the Rate Year revenue forecast be

adjusted using an alternative electric sales forecast. Staff’s
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recommended total operating revenues are $2.420 billion

versus the Company’s proposed total operating revenues of

$2.428 billion.

F. Reliability Support Services Costs
e The Company’s recommendation, as discussed in the rebuttal
testimony of the Electric Infrastructure and Operations Panel
(“EIOP”), that a surcharge be implemented to recover RSS

costs remaining to be reconciled or incurred from April 1, 2013

on.
Q. Isthe Panel sponsoring any exhibitsas part of itsrebuttal testimony?
A. Yes. The Panel is sponsoring three exhibits, which were prepared by or

under the supervision of one or more members of the Panel:

e Exhibit  (E-RDP-1R), which is the Historic Test Year
ECOSS that Staff originally asked the Company to provide in
response to DPS-338 (LAR-4), but with minor corrections;

e Exhibit  (E-RDP-2R), the Company’s narrative response to
Information Request MI-125 (MM-125) and Attachment 2 to
that response, which provides the results of the Company’s

Rate Year ECOSS to correct the ECOSS-CU for an error in the
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calculation of the Demand allocators; and
e Exhibit  (E-RDP-3R), a tariff leaf to address the

Company’s proposed RSS surcharge.

Proposed Changesto the ECOSS

A. Useof Historic Test Year or Rate Year Information

Doesthe Company agree with the SERP’s proposed use of an ECOSS
based on Historic Test Year information, rather than Rate Year
information?

No. The Company maintains that the ECOSS submitted with its
Corrections and Updates Testimony, as updated in Exhibit  (E-RDP-
2R), should be utilized as the basis for revenue allocation and rate design
for a number of reasons, including the fact that the rates being designed in

this proceeding are based on the Rate Year revenue requirement.

What isthe basisfor the SERP’srecommendation that the
Commission should use an ECOSS based on the Historic Test Year,
rather than the Rate Year?

The SERP asserts that an ECOSS based on historic costs and revenues
should be used because an ECOSS based on a pro forma year “has the

potential to introduce errors because [it is] based upon forecasts of future
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costs and revenues.” The SERP further argues that “using a forecast pro
forma study requires that the study be updated after the Commission
renders its final rate case determination,” and that they “prefer using the
historic ECOSS study since all costs and cost allocators are known and

updates are not required.” (SERP testimony at 8, 11.1-16).

Does the Company disagree with the SERP on this point?

Yes. There are several flaws in the SERP’s reasoning. First, the
uncertainty inherent in a forecast does not make the forecast unusable;
rather, it merely requires that care be taken in how the forecast is used.
The Company’s ECOSS reflects the Company’s actual Rate Year revenue
requirement, thereby capturing the known and measurable changes that
will occur between the Historic Test Year and when new rates are
established. These changes are not reflected in an ECOSS that is based
solely on historic data. The Rate Year data used in the Company’s
ECOSS provides the basis for the rates that the Commission will set and it

is logical and appropriate to design those rates using the same information.

Second, although the ECOSS supported by the SERP reflects some
adjustments to the Historic Test Year, it does not reflect all appropriate

adjustments. For example, sales and revenue have not been weather
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normalized. The Company’s ECOSS reflects normalized sales and other

known and measurable adjustments.

Third, if the ECOSS is not based on the Rate Year revenue requirement,
forecast Rate Year returns cannot be computed, which means that the
effectiveness of the proposed revenue allocation in moving toward cost of
service, as measured by progress toward unity in the Rate Year, cannot be

quantified.

Finally, updating the ECOSS after the Commission renders its order is a
small price for having more relevant information. Contrary to Staff’s
belief, updating the ECOSS is not a major undertaking—the turnaround
time to update the ECOSS is usually one or two days. Notably, in the
Company’s 2010 Electric Rate Case, the ECOSS was based on Rate Year

information and there was no difficulty or delay in updating it.

If the Commission determinesthat it isappropriatetorely on an
ECOSS based on the Historic Test Year, doesthe SERP’'SECOSS
reflect the appropriate revenue?

The revenue adjustments reflected in the SERP’s ECOSS, (SERP

testimony at 11, Lines 16-23) are necessary and appropriate, but sales and
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revenues would need to be weather normalized.

Please describe Exhibit _ (E-RDP-1R).

Exhibit  (E-RDP-1R) is the Historic Test Year ECOSS relied on by the
SERP and provided in the Company’s response to Information Request
DPS-338 (LAR-4), but with two minor corrections. (This corrected
version of the ECOSS was provided with the Company’s second
supplemental response to LAR-4.) First, the ECOSS in the original
response to LAR-4 included incorrect amounts for Historic Test Year
Cash Working Capital, Cash Working Capital — Commodity, and the
Earnings Base Adjustment. Second, the Panel recently became aware of
an error in the calculation of the Demand allocators used in performing the

ECOSS.

Do these corrections affect the results of the Historic Test Year
ECOSS?

The effects of the corrections are not significant, and the Company
believes that the impact on Staff’s recommendations, which were based on
the original Historic Test Year ECOSS, are negligible. As reflected in
Exhibit  (E-RDP-1R), the corrected class rates of return (Line 30) are

very close to those in the original version of the Historic Test Year
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ECOSS (Line 31). Similarly, the relative class rates of return in the
corrected Historic Test Year ECOSS (Line 34) are very close to the
original relative rates (Line 35). As discussed in the response to LAR-4
Supplemental 2, the overall rate of return decreased from 4.68 percent to

4.52 percent because of the higher rate base in the corrected ECOSS.

Do these corrections affect the Company’s Rate Year ECOSS?

The error in the calculation of the Demand allocators had a small impact
on the results of the original Rate Year ECOSS and ECOSS-CU. Exhibit
____(E-RDP-2R) provides the results of an updated version of the study.
As reflected in the exhibit, the impact is minimal—the corrected Rate
Year class rates of return (Line 32) are very close to those in the original
Rate Year ECOSS (Line 33), the relative class rates of return in the
corrected Rate Year ECOSS (Line 34) are very close to the original
relative returns (Line 35), and the revenue increases and decreases
required to achieve the target rate of return (Line 37) are very close to the

original increases and decreases (Line 38).

B. Line Transformers
The SERP recommendsthat the plant account for line transformers

(Account 368) and the line transfor mer-related portions of the
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13



10

11

12

13

14

15

16

17

18

19

20

21

Case 12-E-0201

Rebuttal Testimony of the Electric Rate Design Panel

Accumulated Depreciation, Maintenance and Depr eciation Expense
accounts (Accounts 364-367) be classified and allocated using an
approach similar to a zero inter cept study. How did the Company
assign these costs among the rate classes?

The Company’s ECOSS assigned line transformers among the rate classes
by identifying which rate classes are served by each specific line
transformer based on information from the Company’s Geographic
Information System. The cost of each line transformer (using current
replacement cost) was allocated among the classes served based on the

average NCP load for each rate class.

Why doesthe Panel believethat its approach to assigning line
transformersand related facilitiesamong therate classesis
preferable?

The Panel directly assigned costs to the customers served by each line
transformer, whereas the SERP used an allocation of costs. An allocation
should be used only when more precise information cannot be obtained; in
this case, more precise information was available and was used by the
Panel. Importantly, in the Company’s 2010 Electric Rate Case, the
Commission relied on an ECOSS that used this direct assignment

approach for line transformers and related costs.
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C. Customer Component of Primary Distribution System

Please explain M| Witness Pollock’s position regarding the
classification of the Primary Distribution System in the Company’s
ECOSS.

Mr. Pollock argues that the ECOSS should use the same
Demand/Customer split for the Primary and Secondary Distribution
Systems. Based on Mr. Pollock’s recommendation, the portion of the
Distribution Plant in FERC Accounts 364-367 classified to the Customer
component for the Primary Distribution System would increase from the
Company’s proposed 50 percent to 61.28 percent. These percentages are

weighted averages based on a composite of these four accounts.

Did any party propose changesto the Company’s methodology for
deter mining the Demand/Customer split for the Secondary
Distribution System?

No. The Panel set the Customer component of the Secondary System
equal to the Labor portion of capital projects over the past four years and
the Demand component equal to the balance. No party objected to this

method or to the calculation.

Why does Mr. Pollock recommend that the Customer component of
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the Primary and Secondary Distribution Systems should be the same?
Mr. Pollock’s recommendation is based on the mistaken belief that the
Primary and Secondary Distribution Systems use the same equipment, that
the only difference between them is the voltage levels at which they are
operated, and that because Primary and Secondary Distribution plant costs
are assigned to the same FERC accounts they should be treated the same
in the ECOSS. Contrary to Mr. Pollock’s testimony, and as explained by
the Panel in its direct testimony, there are substantial differences between
the Primary and Secondary Distribution Systems that support classifying

them differently.

Please explain.

As confirmed in the rebuttal testimony of the EIOP, there are substantial
differences between the equipment used and the functions served by the
Primary and Secondary Distribution Systems. For example, the Primary
System uses voltage regulators, cross-arms, switch enclosures, and
disconnect switches, while the Secondary System does not. This
equipment adds substantial capital cost to the Primary System and is not
Customer-related. The Primary and Secondary Distribution Systems also
differ in the main roles they serve in the Company’s distribution system.

The Primary portion of the distribution system serves several purposes:
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1.

It is the backbone of the overall distribution system, moving
electricity from the transmission/sub-transmission substations
to and through local areas, almost as an extension of the
transmission/sub-transmission system. The Primary System
also has the role of tying together subsystems for reliability
during storms or service interruptions. This portion of the
Primary System represents an estimated one-quarter of Primary

circuit miles.

It branches to continue moving electricity to local areas
(estimated to be less than a quarter of Primary circuit miles) or
it moves electricity through step-down transformers to the
Secondary System and then to customers taking service at
Secondary voltage (estimated to be half of Primary circuit

miles).

It connects Primary-voltage customers, typically large end-
users, to the distribution system. This portion of the Primary
System represents less than one percent of Primary circuit

miles.
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In contrast, the main purpose of the Secondary System is to connect the
majority of customers that take service at Secondary voltages to the

Primary Distribution System.

Q. What conclusions should be drawn from these differ ences between the

Primary and Secondary Systems?

A. The information above shows that the Customer-related portion of the

Primary System, that is, the portion that supports attaching customers, is
different from that of the Secondary System. Based on the functions it
serves, it is reasonable to classify approximately one-half of the Primary
Distribution System as Customer-related since 50 percent of the circuit
miles move electricity through step-down transformers to the Secondary

System.

Q. Doesthefact that the Primary and Secondary Systems ar e r ecor ded

in the same FERC accounts have any consequences for how they

should be classified in the ECOSS?

A. No. The purpose of the ECOSS analysis is to understand cost causation,

and therefore it does not simply rely on account titles.
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D. Distribution L oad Dispatching Expenses

M1 Witness Pollock objectsto the Company’s allocation of
Distribution Load Dispatching costsin itsECOSS. What isthe
Company’ sresponse?

The Company’s ECOSS allocates Distribution Load Dispatching costs
(Account 581) to all rate classes based on MWh, while Mr. Pollock
recommends that this item be allocated on the basis of NCP and that none
of these costs be allocated to SC-3/3A customers taking service at sub-
transmission or transmission levels. Mr. Pollock’s position is based on the
fact that these costs are 95 percent Labor and his mistaken belief that the
expense is primarily incurred to meet peak loads. He also cites the
NARUC Electric Utility Cost Allocation Manual and practice at other

New York State utilities.

Contrary to Mr. Pollock’s assertions, as the EIOP confirms in its rebuttal
testimony, Distribution Load Dispatch is an activity that must be
performed minute-by-minute, not just during peak periods, because it
supports system reliability, which must be maintained at all times. The
main determinant for staffing levels, and therefore labor costs, for
Distribution Load Dispatch is the amount of maintenance work being done

on the system at a given time because operator actions are required to
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coordinate maintenance work with line loading, and to divert load when
necessary, in addition to managing supply and delivery of electricity. The
variability of this cost is illustrated by the fact that staffing levels, while
stable during the daytime, are lower at night and sometimes on weekends,

when maintenance work is not performed.

How doesthe manner in which Distribution Load Dispatch operating
expenseisincurred compareto capital costsfor distribution system
assets?

As Mr. Pollock notes in his testimony, capital costs must be incurred so
the system can meet peak demands; once they are incurred the ability to
handle non-peak loads is a by-product. The same is not true of the labor
costs incurred for Distribution Load Dispatch; those costs can be, and are,
incurred based on daily conditions. That is, the resources (and, therefore,
the costs incurred) to perform the Distribution Load Dispatch function at
the peak are not available on a constant basis—at peak and non-peak
times—to perform the function. Rather, the costs need to be incurred each

day and at different levels during various time periods.

What doesthisimply for the allocation of Distribution Load Dispatch

costs?
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Because Distribution Load Dispatch costs are not caused by peak period
conditions, but instead are caused by daily conditions on the distribution
system, allocating this cost based on MWh, as the Company’s ECOSS
does, much more closely reflects cost causation than allocating it based on
NCP, as recommended by Mr. Pollock. Therefore, the Commission
should accept the allocation methodology for Distribution Load Dispatch

costs used in the Company’s ECOSS.

What reason does Mr. Pollock give for hisrecommendation not to
allocate Distribution L oad Dispatch to SC-3/3A customerstaking
service at sub-transmission or transmission levels?

Mr. Pollock states these customers do not use the distribution system.

IsMr. Pollock correct?

No. Mr. Pollock’s recommendation wrongly assumes that the rate class
names (i.e., Sub-transmission and Transmission) equate to Operational
Control function. On the contrary, the Distribution Load Dispatch
function is required for operational control purposes for all customers
served at less than 115kV, which is the dividing line between
Transmission Operation Control (which includes the Transmission Load

Dispatch function) and Distribution Operation Control (which includes the
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Distribution Load Dispatch function). Only a very few customers take
service at 115kV or above and do not use Distribution Load Dispatch.
Therefore, the Company believes that its ECOSS properly and reasonably

allocates this cost to the correct rate classes.

E. MI’sAlternative ECOSS

What isthe Panel’s recommendation regarding the alter native
ECOSS presented by Mr. Pollock?

The Panel recommends the Commission use the Company’s study, not the
one prepared by Mr. Pollock, as the basis for revenue allocation and rate
design. Except for the two items noted above, Mr. Pollock supports the

methodology used by the Company in its ECOSS.

Revenue Allocation/Rate Design

A. Historic Test Year ECOSS

In itsoverview, the Panel identified that certain correctionswould
need to be made if the Commission determinesthat an Historic Test
Year ECOSS should be used for revenue allocation. Please explain.
If the Commission accepts Staff’s proposal to use an Historic Test Year
ECOSS, the ECOSS submitted with the Company’s second supplemental

response to DPS-338 (LAR-4) and summarized in Exhibit  (E-RDP-
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1R) should be used because it corrects the two minor errors discussed

above.

B. Support for SERP RevenueAllocation

Doesthe Panel agreethat, if the Commission approves Staff’s
proposed revenue requirement, no revenue allocation constraints
should be applied for any rate class?

Yes. If the Commission accepts the Staff revenue requirement as
presented on Exhibit  (SAP-1 Corrected), total transmission and
distribution revenue would decrease by 0.2 percent (Exhibit  (SERP-1
Corrected), Line 17). While the Panel endorses the concept of gradualism,
if the revenue change approved by the Commission is small, there is no
need to limit class increases or decreases. The purpose of gradualism is to
mitigate extreme rate impacts. Limiting rate class increases when
unnecessary would undermine the realignment step of revenue allocation,

which is important in moving rate classes closer to their cost of service.

C. Customer Chargesfor SC-3 and SC-3A
What does Mr. Pollock recommend regarding customer char ges?
Mr. Pollock recommends that customer charges for SC-3A customers be

increased to the amounts shown in the Primary Customer, Secondary
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Customer, and Billing Customer functions in the ECOSS that he prepared.

Doesthe Panel agree with Mr. Pollock’s recommended customer

charges?

No. Mr. Pollock includes in his proposed customer charges the costs

associated with Account 930.2 (which consists primarily of Environmental

Remediation costs) and Account 908 (which consists of Energy Efficiency

costs), neither of which are normally included in the customer charge.

The table below shows the effect of eliminating these costs from the

customer charge, with the allocated costs taken from Schedules 9, 10, and

11 of the Company’s original ECOSS, Exhibit  (E-RDP-1).

Proposed Customer Charges and Customer Costs

SC-3A- SC-3A-

Sec/Pri SubT SC-3AT
Customer-classified costs in $2.004.000 | $2.294.000 | $7.645.000
Company ECOSS 7 T T
Primary Customer- Acct 930.2 (253,000) (345,000) | (1,164,000)
Secondary Customer- Acct 930.2 (381,000) (519,000) | (1,752000)
Billing Customer- Acct 930.2 (8,000) (11,000) (38,000)
Billing Customer- Acct 908EE (178,000) (243,000) (820,000)
Costs in Customer charge $1,184,000 | $1,176,000 | $3,871,000
Number of Customer bills- annual 1,127 1,016 1,072
Costs in C}lstomer charge / $1,051 $1.157 $3.611
monthly bills
Company’s Proposed Customer $902 $1.400 $3.172

Charges
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The table shows that the Company’s proposed customer charges are
reasonably close to the Customer-classified costs normally included in the
customer charge. The Company has proposed keeping customer charges

at their current levels to minimize intraclass revenue shifts.

M erchant Function Charge

Please summarize Staff’s recommendations regar ding the M er chant
Function Charge.

The MFC has four components: (1) commodity-related credit and
collections, (2) commodity-related uncollectibles expense, (3) costs
associated with electric supply procurement, and (4) the return
requirement for commodity-related working capital. With two
exceptions, the SERP agrees with the Company’s methodology for

calculating these components.

Please describe the two changesthat the SERP is proposing be made
to the Company’s methodology for calculating the MFC components.
First, the SERP is proposing that the Company use a three year average of
the uncollectible rates to calculate the uncollectibles component of the
MFC, instead of using data for the most recent one year period as was

proposed in the Company’s filing. Second, the SERP is proposing that the
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Company use the “Other Customer Capital Rate” instead of the pre-tax
weighted average cost of capital to determine the return requirement on

commodity-related working capital.

A. Uncollectibles Expense Component of MFC

Doesthe Company agree with Staff’s proposed changesto the
uncollectibles expense component of the MFC?

No. As discussed in the rebuttal testimony of the Shared Services and
Customer Panel, the Company maintains that its methodology is more

appropriate to calculate the uncollectible rate.

If Staff’srecommendation regarding calculation of the uncollectible
rate wer e adopted, are any corrections necessary?

Yes. The Company has reviewed Exhibit  (SERP-7 Corrected), Page
3, and determined that Staff has not correctly updated the forecast of
commodity revenue shown on Line 4 to reflect the overall change in
Staff’s sales forecast. In addition, Exhibit _ (E-RDP-7), Schedule 1,
Page 3 from the Company’s original filing would need to be updated if
Staff’s revenue forecast and proposed methodology for calculating the
uncollectibles component were adopted because the schedule not only

updates the uncollectible rates used in the MFC calculation (which Staff
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accurately reflects in Exhibit  (SERP-7 Corrected), Page 3, Line 3), but
also allocates overall uncollectibles expense in the ECOSS between

delivery and commodity.

B. Return on Commodity—Related Working Capital

Doesthe Panel agree with Staff’s proposed changesto the working
capital component of the MFC?

No. The Company continues to support the use of the pre-tax weighted
average cost of capital to calculate the working capital component of the
MFC. The basis for the Company’s position is set forth in the rebuttal

testimony of the Revenue Requirements Panel.

C. Credit and Collections and Supply Procurement Components
of MFC

Arethereother changesthat should be madeto Staff’s calculation of

the MFC?

Yes. Two changes should be made to Staff’s calculation of the credit and

collections component of the MFC shown on Exhibit  (SERP-7

Corrected), Page 4 and one change should be made to the supply

procurement component.
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Please explain the two changesto the credit and collections component
of the MFC.

First, the Company found that the forecast POR kilowatt-hour sales used
to calculate the credit and collections per kilowatt-hour rates for non-
demand, demand and street lighting customers were not updated to reflect
Staff’s proposed sales forecast changes. In the Company’s original filing,
the forecast POR kilowatt-hours were calculated by applying Historic Test
Year POR ratios to the ESCO sales forecast. The Company proposes that
the POR kilowatt-hour sales should be updated using the same
methodology once the final sales forecast has been determined. Second,
because the Company’s credit and collections revenue requirement was
based on the results of the ECOSS in the Company’s original filing, it
would need to be revised to reflect the results of the Historic Test Year
ECOSS if the Commission adopts Staff’s recommendation that an Historic

Test Year ECOSS be used.

What changeto Staff’s calculation of the supply procurement
component of the MFC does the Company believe is necessary?
Similar to the credit and collections component, the supply procurement

revenue requirement was not updated to reflect Staft’s Historic Test Year

ECOSS. Thus, the revenue requirement will need to be updated for this
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as well to reflect the Historic Test Year ECOSS, if it is adopted.

Historic Demand

Mr. Pollock assertsthat the Company should eliminate the use of
Historic Demand for all RP and EP customers. Doesthe Company
agreewith Mr. Pollock’s Exhibit __ (JP-5), which purportsto show
that there would be a minimal changein delivery revenuesif Historic
Demand were eliminated?

No. The example that Mr. Pollock submitted in Exhibit  (JP-5) is
based on only one customer for one month. Even for that one customer,
the annualized impact (assuming the same load for twelve months) that
would have to be collected from other customers through the Company’s

Revenue Decoupling Mechanism would be approximately $653.

Would there be additional revenue impacts from the examplerelied
on by Mr. Pollock that arenot reflected in histestimony?

Yes. Based on Exhibit  (JP-5), the customer would also experience an
annual reduction of approximately $969 in the form of reduced
surcharges. This amount would be collected from other customers
through the Company’s surcharge reconciliation mechanisms. Thus, if

Historic Demand were eliminated for the customer shown in Exhibit
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(JP-5), the estimated lost revenues that would have to be collected from
other customers would total $1,622. If Historic Demand were eliminated
for all customers before full standard delivery rates were phased in, the
burden of the lost revenues resulting from the change for all these
customers would be shifted to the Company’s other customers. The
Company does not believe that other customers, who are already paying
full standard tariff rates, should bear that burden, particularly given that
the customers who are subject to Historic Demand benefit from RP and EP
delivery discounts and the exemption from surcharges on their RP and/or
EP allocations. In addition, all EP and RP customers will receive
additional benefits effective July 1, 2013, as approved in Case 11-E-0535
and noted in Mr. Pollock’s testimony (at 33). The Company does not
support providing the additional benefit suggested by Mr. Pollock at the

expense of other customers.

If the Commission wereto eliminate Historic Demand for all
customersreceiving existing EP and/or RP allocations, what other
changes would be required?

If the Commission eliminated Historic Demand for all customers receiving
RP and EP allocations, the following additional changes would be

required:
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The sales forecast would need to be reduced by removing
the billed Historic Demand kilowatt-hours.

The load factor percentages used to determine the forecast
billing demand by service class and voltage delivery levels
(“VDL”) would need to be modified.

The forecast retail revenues at current rates for each
applicable service class and VDL would need to be
decreased.

The forecast billing determinants used as allocators in the
ECOSS would need to be modified.

The forecast billing determinants used for rate design

would need to be modified.

If the Company isnot proposing to eliminate Historic Demand for RP
and EP customersuntil they are paying full standard tariff rates, why
did the Company include them in the ECOSS?

The elimination of Historic Demand and the decision to include RP and
EP customers in the ECOSS are separate issues. EP and RP customers are
currently being phased in to full standard tariff rates, and the majority of
these customers will pay full standard tariff rates as of January 1, 2016.

To properly determine base delivery rates for the applicable service
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classifications for these customers, all costs and revenues forecast at full
standard tariff rates need to be included in the ECOSS. The discounted
delivery rates that are currently billed for EP and RP allocations will be
reconciled through the Company’s proposed Replacement and Expansion
discount deferral, which was allocated to all service classifications in the
ECOSS. The same methodology (inclusion in ECOSS at full standard
tariff rates and allocation of the discount to all classes) has been used for
the Company’s contract customers and was approved in the 2010 Electric

Rate Case.

Revenue Forecast

A. Correctionsto Staff’s Revenue Forecast

Doesthe Company agree with the forecast revenuesat current rates
presented in Exhibit _ (SERP-6 Corrected)?

No. The Company does not agree with the revenue forecast utilized in the
SERP’s testimony. The Company continues to support its total retail
revenues of $2.278 billion submitted in its Correction and Updates
Testimony, Exhibit  (E-RDP-4CU), Schedule 2. Except as discussed
below, the Company’s miscellaneous revenues were updated to reflect the
September 2012 Blue Chip Economic Indicators, as discussed in the

Revenue Requirements Panel rebuttal testimony. The changes to
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miscellaneous revenues are shown on Exhibit  (RRP-11R).

Doesthe Company agree with the sales forecast used by Staff to
calculatetheforecast revenuesat current rates presented in Exhibit
____ (SERP-6 Corrected)?

No. The Company supports the electric sales forecast filed in its
Corrections and Updates Testimony and shown in Exhibit  (JFG-
13CU), as discussed in Company Witness Joseph F. Gredder’s rebuttal

testimony.

B. L ate Payment Char ge Revenue

Did Staff recommend any changesto the Company’sforecast of Late
Payment Chargerevenue?

The Staff Gas Rates Panel recommended that the late payment charge
(“LPC”) revenue included in the Company’s gas operating revenue
forecast be adjusted. However, a similar adjustment to the Company’s

electric operating revenue forecast was not discussed in the testimony filed

by the SERP.

Doesthe Company agree with Staff’s proposed adjustmentsto gas

LPC revenue?
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The Company agrees that an adjustment should be made, but does not
agree with the methodology proposed by the Staff Gas Rates Panel. As
described in the rebuttal testimony of the Company’s Gas Rate Design
Panel, LPC revenues should be increased proportionate to the Company’s
requested Rate Year revenue increase. In the Gas Rate Design Panel’s
rebuttal testimony, the Company is proposing the following calculation to
adjust gas late payment revenues to reflect the Company’s requested Rate

Year revenue increase:

LPC Revenue = Rate Year Revenue Increase x LPC %/(1+LPC%)

LPC % = LPC percentage for Historic Test Year

The increase in forecast Rate Year LPC revenues would then
correspondingly reduce the requested increase to Rate Year delivery

revenues to determine the associated increase to delivery rates.

Initsinitial filing, did the Company make a similar adjustment to
electric LPC revenuein the electric operating revenue forecast?

No. Upon review of Staff’s proposed adjustment to gas LPC revenue, the
Company realized that a similar adjustment should have been, but was not,

made to electric LPC revenue. The Company believes that a portion of the
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Company’s requested base rate increase should be allocated to LPC
revenue based on a calculation similar to the one proposed by the Gas
Rate Design Panel in its rebuttal testimony. The Historic Test Year LPC
percentage for electric revenues is presented in Exhibit  (E-RDP-4),

Schedule 5, Page 7.

Surchar geto Recover RSS Costs

In therebuttal testimony of the EIOP, the Company proposes
offsetting certain deferred RSS costs with deferred liabilities and
implementing a sur char ge beginning April 1, 2013 to recover any
ongoing RSS costs. Please explain how the surcharge would be
calculated and collected from customers.

As discussed in the EIOP’s rebuttal testimony, the Company proposes to
defer RSS costs incurred from September 1, 2012 through March 31, 2013
and to offset those deferred costs with deferred liabilities. The Company
proposes to recover all RSS costs remaining to be reconciled as of April 1,
2013 and all costs incurred on or after that date through a separate
surcharge mechanism to address RSS costs from the mothballing of the
Dunkirk units, as well as other RSS costs that arise prospectively. The
Company proposes to calculate the surcharge on a forecast basis and

assess it to customers on a current basis with an annual reconciliation
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including interest at the Other Customer Deposit Rate. The RSS costs will
be allocated to service classifications based on the most recent
transmission plant allocator and assessed on a volumetric basis, per kWh
for non-demand service classifications and per kW for demand service
classifications. The RSS surcharge will be applicable to all customers
with the exception of those customers whose rates are developed using
marginal costs (Empire Zone qualifying load and Excelsior Jobs Program
qualifying load). The Company’s tariff leaf enumerating the mechanics of

the surcharge is provided as Exhibit  (E-RDP-3R).

Conclusion

Doesthat conclude the Panel’srebuttal testimony?

Yes, it does.
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List of Exhibits

Exhibit  (E-RDP-1R) Staff-Requested Historic Test Year ECOSS in
Response to Information Request DPS-338 (LAR-4),
With Minor Corrections

Exhibit  (E-RDP-2R) Company’s Narrative Response and Attachment 2 to
Information Request MI-125 (MM-125)

Exhibit  (E-RDP-3R) Proposed Tariff Leaf on RSS Surcharge
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Staff-Requested Historic Test Year ECOSS in Response to Information Request
DPS-338 (LAR-4), With Minor Corrections
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Exhibit _ (E-RDP-2R)

Company’s Narrative Response and Attachment 2 to Information Request MI-125
(MM-125)
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Page 1 of 4

Date of Request: September 20, 2012 Multiple Intervenors Request No. 125
Due Date: September 30, 2012 NMPC Req. No. 796

NIAGARA MOHAWK POWER CORPORATION d/b/a National Grid

Case 12-E-0201 and 12-G-0202 — Niagara Mohawk Power Corporation d/b/a National Grid

Request For Information

FROM: Multiple Intervenors
TO: Electric Rate Design Panel

Request: In reference to Niagara Mohawk’s Corrections and Updates Cost of Service
Study, provide a copy of the demand allocation corrected study.

Response:
The Company has become aware of an error relating to the computation of the Demand

allocators in the Rate Year Embedded Cost of Service Study submitted with the Corrections and
Updates testimony of the Electric Rate Design Panel (ECOSS CU). This response presents the
ECOSS CU (Corrected), which corrects the ECOSS CU for that error.

In computing the load factors used in computing the Demand allocators used in the ECOSS CU
(and the original ECOSS), the MWh should have reflected measurements taken at the meter. In
the ECOSS CU (and the original ECOSS), the MWh for the year ended November 30, 2011
instead reflected measurements at the generator. The ECOSS CU (Corrected) uses Demand
allocators calculated based on load factors with all MWh correctly measured at the meter.

The ECOSS CU (Corrected) is provided in Attachment 1 to this response (the file named NiMo-
E 2012 ACOS (MI-125)Attach 1.xIsm). Attachment 2 (the file named NiMo-E 2012 ACOS (MI-
125) Attach 2.pdf) presents a summary of the ECOSS CU (Corrected) (page 1), and the corrected
calculation of the Demand allocators (pages 2-3).

As shown on Attachment 2, page 1, the ECOSS CU (Corrected) class rates of return (line 32) do
not vary substantially from the ECOSS CU rates (line 33). Similarly, the ECOSS CU
(Corrected) relative rates of return (line 34) do not vary substantially from the original relative
rates (line 35). (Of the eleven classes listed, nine had a change of 3 basis points or less, one
changed by 5 basis points and one changed by 9 basis points.) Also, the required revenue
increases and decreases in the ECOSS CU (Corrected) (line 37) do not vary substantially from
the original revenue increases and decreases (line 38).

Name of Respondent: Date of Reply:
Howard Gorman September 21, 2012

SADATA\Client13 15101-15400\15277\Discovery\13th Set of Information Requests.docx

41



Niagara Mohawk Power Corporation

d/b/a National Grid
Case 12-E-0201

Exhibit __ (E-RDP-2R)

(%6°6) %E8T %96 %CYT  %60T  %6C %29 %L.'S (w6v)  (%1'L) %ECT %SG0'6 palid sy s
(%2'TT)  %0'LT %06 %LET  %TO0T  %S¢C %G9 %6'S (%8%)  (%T2) %'CT %G0'6 (pe1981100) ND SSOOT -(1498p) “Joul anuanay /¢
9¢
06'T 090 160 §8°0 260 12T vT'T 9T'T 197 9T 680 00'T pojld SY-UINBy anlle|gy  Gf
66'T 790 66°0 980 S6°0 62T €T'T GT'T 99'T GLT S8°0 00T (p91931100) ND SSODT -UINAY BAIRIRY  ¥E
%G€ 0T %6¢'¢ %9¢'S %09’V %00'S %¢6'9 %129 %TE9 %60'6 %7196 %E9' Y %S.LYY'S palidsy gg
m %80T %ISE  %WB6ES  %TLY  %LTS  %E0L  %IT9 %929  %r06  %vS6 %IV %SY'S (Pe19e1I0D) ND SSOOT -y z¢e
I\ 1€
mb %9E'EE  %IEEE  UIEEE  UIEEE  UIEEE  UIEEE  WIEEE  %UIEEE  WIEEE  %UIEEE  %ILEE %9E°EE alelxel  og
A~ (vzT) 88'T 66°0 16°7T T 120 TL0 990 (€50 (62°0) LET 00T (10ap) Jout sAnelY 67
(%2'TT)  %0'LT %06 %LET  %IO0T  %ST %G9 %6'S (%8%)  (%T'2) %t 'CT %S0'6 0% (9sea108p) 8SLAIOUI BNUBASY 82
(e8's)  9z8's LT9'T vll'e 0. 9TT'T AN ev6'0T  (020't)  (€€0'T)  EvL'C0T 09%'82T (eseal08p) aseasoul BNUBASY [z
9C
%8E°L  %8EL  %8EL  %8EL  %8EL  %8EL  %8EL  %8EL  %8EL  %8EL  %S8EL %8€°.L aseg eJey UO WNIBY sz
144
768'8 968'0T  629'C £25'9 Tvy'T 156'8 929'8¢ TES'6E  BIS'TT  0T8'C 229'69T 207'262 BWOOUIJON €2
57y GEY'S LT8'T goz'e 12 087'y 82€'vT  /8L'6T  G9.'S LOV'T 968'78 £GE'pT Soxe] swoou| ¢z
9¥E'€T  T6Z'9T  9WP'S 88/'6 29T'C TEV'ET  ¥S6'Cy  8TE'6S  ¥8C'.T  LTZ'W 8TS'7SC GG/ '8EY awodul Xel-ald 1z
10,05 90€'vy  LET'PT  TSS'TC  LOS'S €GG'7€  /€8'G6  BOT'OST 8SL'€y  0VZ'6 8/5'G/9 L12'60T'T 0z
0 0 0 0 0 0 0 0 0 0 0 0 149 61
¥19'9 7602 9ee'e 0LT'Y 99/ 059'S Zv6'LT  006'CC  829'9 0T.'T €87'00T G62'9.T 18Yl0 / Xe) [eJousD) g1
807'9 95¢'9 £80'C 68.'c 1.8 GEO'S SI¥'9T  6v9'€e  See'. 259'T 118'S0T 29€'6LT asuadxa uoneroaidsg i1
18 T T r4 €T 8eT A% 026 9T¥ 0T T.¥'8T L1¥'02 Aianijs@ -s8|qnos|ooun 91
86G'/T  GS8'0E  LT.'6 68S'ET  958'E 0€.'T¢  GSO0'T9  0¥9'88  88¥'6Z  898'S L¥1'0S¥ SYT'EEL sesuadxa Bunessdo st
T
I¥0'vy  16S'09 ¥8S'6T  OVE'TE  699'/ v86'SY  06/'8ET /[Z¥'S6T Z¥0'T9  [SY'ET  960'0%6 Z€0'8¥S'T Jswalinhbay enusnsy €1
66T 79'0 66°0 98'0 G6°0 62'T erT ST'T 99T SL'T G8'0 00T uiney sAelRY ¢t
%80T %ISE  %WB6ES  %TLY  %ITS  %E0L  %IT9 %929  %r06  %rS6 %IV %GLYY'S aseg ojey UoO wNBY 11
0T
9TS'02T vOT'/¥T 08T'6y 68€'88 GZG'6T  ¢8Z'TZT 188'/8€ +S9'GES 6/0'0GT L/0'8E  66£'862'C 980'296'€ ssegoley 6
8
¥60'€T  SOT'S 0892 19Ty 600'T 875'8 726'€C  TCZS'€E  90T'PT  €€9'C G70'90T ¥£8'STZ BWOOUI I8N £
92G'9¢  909'0y  LTE'ST  vO¥'€Z  GS6'S OvE'9E  9S¥'90T €96'0ST 900°0S  /G8'0T  LOE'TZL 8€1'€02'T sesuadx3 9
S
029'6y  TLL'TS  [96'/T  S9S'/Z  ¥96'0 898'yy  B8LE'0ST ¥8Y'P8T ZTT'V9  06¥'PT  2GE'/Z8 Z/S'6TY'T anuansyY [el0l v
(€02) 161'2T Ty 69€'E LYE'T L97'S ITE'YT  8TE9T  6E0'Y VLT 1¥5'19 9/8'0¢T anuanaI IBYID €
0 e 12 zL 0z 112 199 26S'T 28S 16 799'8 0£6'TT SJUNOJSIP pallaplo]
€¢8'6y  086'8C  €08'ST  veT'vC¢  16S'S v8T'6E  V¥6E'STT ¥/G'99T 22S'6S  G29'2T  T¥T'TSL 99/'9/2'T anuanal uoanguIsiq 1
uedL L9 s-nor uest 1d REIS puewsg WeAON  NOL
Bunybi -NOL -NOL ) . ) . |enuapisey aoueeg 1UN02Y auI
Uee b  UssS 8 us9) ab -ua9) abaeT uso abue] -Uss) abue] UD ||eWS U [[ewS  "pIsay
€ Jo T abed

s)nsay Jo Alewiwing
(pe103110D ND SSOD3) FT0Z Jea A arey

SZT-1IN 03 ¢ Jusuiliaeny

T0¢0-3-¢T 3se)

puo [euoneN /e/q/p

uolelodiod Jamod dmeyoln erebeiN

42



Niagara Mohawk Power Corporation

d/b/a National Grid
Case 12-E-0201

(E-RDP-2R)

Exhibit

Page 3 of 4

868'9
%6°GS 8689 866 908'€E %.'9S 2el9 CET CYE €L %609 18T'9 €0T 220 €E
%EE69T T 2T.'202 %T'0C¢ST ¢ 106902 %EVeYT ¢ 610°20C
%.'68 9L 2.1'000'9 %0176 G89 G98'9€9'S %8'.8 6T. 662'CES'S
%6°'€L 9.2 89G'G8/'T %9'GL 0.¢ 186'88.'T %8'.8 LEC GEE'ee8'T
%ECL S0¢ 168'962'T %¢'69 (444 €00'EVE'T %8'17. [Aa4 8G2'CSY'T
%E'6. 18T G9G'€SZ'T %808 G/T v12'Tve'T %7188 VLT YS9'EVE'T
%SG'CL 1443 ¥6.'781°C %.'89 L9€ 9€5'802'C %T1'89 69€ 120'202'C
%S'8S LG8 OvE'68E'Y %6'T9 018 Z6'26E'Y %0°€S 06 192'65E'Y
%T'€S GE6 TOE'SYE'Y %T1°0S T00'T GZG'88E'Y %T'vS L16 GI8'LVE'Y
%'y €LT €8.T¥9 %.'6€ 18T 8€0'0€9 %t Cy €LT vET'€V9
%0°LS 1L 68T'G5E %S'T9 L9 282'29¢ %669 09 YvT'0LE
%6'T1 €60 ZCT'TSE'TT %t'EV Zr6'e €1128T'TT %.L'TS v.€2 250'91.'0T
doT dJTo1u doT dOT 0} uo doT dOT 0} uo
1e 401984 01INQIIIU0D UM 1e 101984 1IINQLIU0D UMIA 1e 101984  IINQLIU0D UMW
Jea A1S91 [e21101SIH [ea1101S1H
peo Jea A 1591 peo] [221101SIH peo] [221101SIH

TT0¢/0E/TT Papuz SYIUOIN 2T

0T0¢Z/0E/6 P3puz SYIUOIN 2T

600¢/T€/8 P3puz SYIUOIN 2T

ovL'L 866'908'€E

%661 6EL'L 866 908'€E %9°TS 06€'L CET'C8E €L %6°CS Gel'L €0T'/20'€E
%901 LS FAVEA\1 %G'GE L9 106'90¢ %8'Tv LS 610°20¢
%909 0ET'T 2..'0009 %6°8L 918 G98'9¢9'G %9°¢L 0.8 662'2ES'S
%0°0L T6¢ 89G6'G8.°T %689 L6¢ 186'88.'T %9°¢L 18¢ GEE'ce8'T
%069 aT¢e 168'96¢'T %T1°99 Ged £00'cve'T %/.'99 [AT4 8GC'CSY'T
%L'TL 66T G9G'eSC'T %SEL €6t V12 Tve'T %6°L9 9¢¢ yS9'eve'T
%¢C'99 €8¢ ¥6.'v8T'C %0°€9 (0[0)7 9€G'802'¢C %199 a8t 120'202'
%.L'TS 896 0vE'68e'y %875 GT16 Zr6'26e'y %081 9e0'T 192'6GE'Y
%€ 09 G86 TOE'SvE'Y %6°LY 9v0'T G2S'88e'y %T Ly ¥S0°T GI8'LVEY
%¢'8¢ 67 €8.'T¥9 %0°6€ 781 8€0'0€9 VA €LT veT'er9
%0°LS TL 68T'qSE %T'TS T8 28¢'29¢ %181 L8 YPT0LE
%6°6€ 8ve'e 2CT'18E'TT %1 0v 9GT'C €1128T'TT %SG 869'C 250'9v.'0T
dON dON dON ssp

peoT peoT : ) ) ) peoT ) : ) )

TT0¢/0E/TT Papuz SYIUOIN 2T

0T0¢Z/0E/6 P3puz SYIUOIN 2T

600¢/T€/8 P3puz SYIUOIN 2T

(p81938440)D) $101820||V puewWad

=X8YDd  6¢

washks 8z

Bunybin /g

uell-NOL ue abie71 9g
19ns-NOL U9 abreq Gz
d/S-NOL us9 8bre g
uesl-us abe1 €7
lid-uag abie71 Z¢
29S-ud9 abre1 T2
puewsq us9 |lews 0¢
Wwag ON U9 |[ewS BT
NOL [enuspisay 8T
lenuspissy LT

sse|D ajey 91

=1%yd €T

washks  ¢T

Bunybi  TT

uel]-NOL us abie7 QT
1ans-NOL uao abreT]
d/S-NOL us9 abre
uel ] -us9 abue
1id-ua9) abue
29S-U99) abue
puewsaq uso |[ews
waq ON ua9 [jews
NOL [enuspisey
[enuspisey

AN MO O~

sse|D arey aul

€ 10 g abed

GZT-1IAl 01 Z Juswydeny

T020-3-2T 8seD

pLIS [euoneN /e/q/p

co_a.m\_oat_ou 19aMOd YMeYoN mhmmm_z

43



Niagara Mohawk Power Corporation

d/b/a National Grid
Case 12-E-0201

Exhibit

(E-RDP-2R)

Page 4 of 4

safeljon Arepuodas 1e paAlas si peoj Jo %T°8T (q)
sabeljon Arepuodas 1e paAlss si peo] JO %626 (B)

1679 T18'996 ¢ %€'99
T G6T'€0C %cC'69S9T
68. 90€'85¢'9 %506
T9¢ 297'608'T %T1'6L
L0¢2 vOT'v0E'T %T¢L
€8 0,£'009 %/L'28
0€e 0v¥9°2LT0°C %869
168 L6T'90E'Y %8S
056 vECT'TIE'Y %t'cS
G.T 08€'9€9 %Sy
S99 GT.'95E %829
61.'C 60C'ETT'TT %/.'SY
uolissiwusue.d | do1
-doT UMIA Je9A 31eY 40} J01oe
Jea\ a1ey peo] abessny

vTOC/TE/CT PapUT JBaA 31y

GVe'S 106G L0€°. T18'996 ¢€
65 65 65 G6T'€0¢ %€'6E
0TO0'T 90£'85¢'9 %L°0L
€6¢ 2976087 %G°0L
q oy v¢c v¢c YOT'v0E'T %999
96 0.£'009 %0°'TL
1G€ 1G€ 0v9°2T0°C %S9
756 756 756 L6T'90E'Y %G'1S
© 9007 8¢0'T 8¢0'T vEC'TIE Y %18y
28T 28T 2]} 08€'9€9 %6°6€
8. 8. 8. GT.'9G¢ %¢C'CS
G20'E Geo'e Geo‘e 60CETT'TT %6’ TV
A1epuodag Aewild  uoissiwsue. | doN
-dON SSB|[O  -dON Sse|D  -dON Sse|Q UMIN Jea A 318y  J0j J01oed
JeoA dley  JBaA dley 1eaA a1ey peo] abelsny

vTOC/TE/CT PpUT JB3A 31y

(p819384410)D) S101820||V puewWa(

=X8YD  6¢

washks 8z

Bunybin /g

uell-NOL ue abie71 9g
19ns-NOL uso abre Gz
d/S-NOL us9 8bre g
uesl-usao abie1 €7
lid-uag abie71 Z¢
29S-ud9 abre1 T2
puewsq us9 Jlews 0¢
Wwag ON U9 |[ewS BT
NOL [enuspisay 8T
lenuapisey /T

sse|D ajey 91

=3%yd €T

washks  ¢T

Bunybi  TT

uel]-NOL us9 abie] QT
1ans-NOL uao abreT]
d/S-NOL us9 abre
uel ] -us9 abue
1id-ua9) abue
29S-U99) abue
puewsaq uso |[ews
waq ON ua9 [jews
NOL [enuspisey
[enuspisey

AN MO O~

sse|D arey aul

€ J0 ¢ abed

GZT-1IAl 01 Z Juswydeny

T020-3-2T 8seD

pLIS [euoneN /e/q/p

co_a.m\_oat_ou 19aMOd YMeYoN mhmmm_z

44



Exhibit _ (E-RDP-3R)



Case 12-E-0201

Rebuttal Testimony of the Electric Rate Design Panel

Exhibit _ (E-RDP-3R)

Proposed Tariff Leaf for RSS Surcharge

45



Niagara Mohawk Power Corporation
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Page 1 of 1
PSC NO: 220 ELECTRICITY LEAF:
NIAGARA MOHAWK POWER CORPORATION REVISION:
INITIAL EFFECTIVE DATE: SUPERSEDING REVISION:
“DRAFT”
GENERAL INFORMATION
50. RELIABILITY SUPPORT SERVICES (RSS) SURCHARGE
50.1 The RSS surcharge provides for recovery from customers of costs incurred by the Company, and

approved by the Commission, for third-party services to ensure that local reliability needs are met. RSS costs
may include both fixed and variable third-party charges. Fixed and estimated variable charges will be
included in the RSS surcharge and subsequently reconciled as provided in Rule 50.2.2.3.

50.1.1 The RSS surcharge is applicable to all customers taking service under P.S.C. No. 220 and
214 Electricity, regardless of supplier, including Replacement and Expansion Power, Recharge New
York Power, High Load Factor Power, Preservation Power, and customers taking service under S.C.
No.12 in accordance with the terms of their individual contracts.

50.1.1.1 Empire Zone qualifying load and Excelsior Jobs Program qualifying load are not
subject to this surcharge.

50.2 The recovery of RSS costs shall be allocated to service classifications based on the most recent
transmission plant allocator.

50.2.1 RSS costs incurred on or after April 1, 2013 (including any reconciled amounts from prior
periods) will be assessed on a forecast basis and recovered from customers on a current basis.

50.2.2 The RSS surcharge will be applied to customers on a sales forecast basis.

50.2.2.1 The RSS surcharge will be collected from customers on a volumetric basis, per
kWh for non-demand service classifications and per kW for demand service classifications.

50.2.2.2 The RSS surcharge shall be determined by dividing the amount of RSS costs
incurred by the Company for each service classification as determined in Rule 50.2 above
by the forecast sales or demand for that service classification

50.2.2.3 The RSS surcharge collected from customers will be subject to an annual
reconciliation for any over or under collections from the previous year. The RSS
reconciliation over or under collections will be credited or surcharged to customers, which
will include interest at the applicable other customer deposit rate.

50.3 The RSS surcharge shall be shown on statements filed with the Public Service Commission apart
from this rate schedule not less than fifteen (15) business days before its effective date.

Issued by Kenneth D. Daly, President, Syracuse, NY
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Rebuttal Testimony of the Electric Infrastructure and Oper ations Panel

| ntroduction

Please identify the member s of the Electric I nfrastructure and
Operations Panel.

The Panel consists of Ellen S. Smith, Keith P. McAfee and Allen C.

Chieco.

Isthisthe Panel that testified previously in this proceeding?
Yes. The Electric Infrastructure and Operations Panel (“EIOP”) provided
testimony as part of the Company’s April 27, 2012 and July 16, 2012

filings.

What isthe purpose of the Panel’ s testimony?

The Panel responds to certain issues raised in the testimony of the Staff
Electric Infrastructure Panel, Staff Vegetation Management Panel, and
Staff Reliability Performance Mechanism Panel regarding the Company’s

electric infrastructure and operations plans.

Does the Panel sponsor any exhibits?
Yes. The Panel sponsors the following exhibits:
. Exhibit  (EIOP-1R): Transmission Capital Plan — Revised

. Exhibit _ (EIOP-2R): Distribution Capital Plan — Revised

Page 1 of 35
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Rebuttal Testimony of the Electric Infrastructure and Operations Panel

. Exhibit  (EIOP-3R): Mid-span mowing table of planned sites
. Exhibit _ (EIOP-4R): Copy of Response to IR DPS-449 (CVB-1)
. Exhibit  (EIOP-5R): I&M Repair Performance CY2009-Aug.

31,2012

Has the Company revised the funding levels for its proposed capital
investment and operations plans?

Yes. The Company accepts several of Staff’s proposed capital
adjustments, resulting in changes to the Company’s transmission and
distribution capital plans. These adjustments are reflected in Exhibit
(EIOP-1R), which updates Exhibit  (EIOP-5CU and represents the
Company’s revised transmission capital plan, and Exhibit  (EIOP-2R),
which updates Exhibit  (EIOP-9) and represents the Company’s revised
distribution capital plan. For the most part, the Company does not accept

Staff’s proposed adjustments to its operations and maintenance programs.

How is the remainder of the Panel’s testimony structured?

In Section II, the Panel addresses Staff’s recommendations regarding the
Company’s electric infrastructure investment plan. In Section III, the
Panel addresses recommendations regarding the Company’s proposed

operations and maintenance programs, other than vegetation management.

Page 2 of 35
50



10

11

12

13

14

15

16

17

18

19

20

21

Case 12-E-0201

II.

Rebuttal Testimony of the Electric Infrastructure and Operations Panel

In Section IV, the Panel addresses Staff’s recommendations regarding the
vegetation management programs. In Section V, the Panel responds to
Staff’s recommendation for a new performance metric for inspection and
maintenance program repairs and changes to the existing estimating
performance metric. In Section VI, the Panel addresses allocation of costs
associated with distribution load dispatch and the primary and secondary

distribution systems.

Capital Investment Plan

Transmission Capital Expenditure Reporting

Please address Staff’s recommendation that the Company file a report
describing reasons for underspending in years where spending is
more than five percent below the annual transmission budget.

The Company currently submits several periodic reports relating to its
electric infrastructure planning and investment. The Company’s quarterly
investment plan report includes, among other things, information
regarding actual investment, performance against budget, and details about
individual program and project implementation. The Company proposes
to meet with Staff to determine what different or additional information

would be useful to include in these reports.

Page 3 of 35
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Rebuttal Testimony of the Electric Infrastructure and Operations Panel

Relay Replacement Strategy

Q. Does the Company accept Staff’s recommendation to reduce the

Relay Replacement Strategy in FY16?

A. Yes. Staff’s testimony acknowledges that the Relay Replacement Strategy

is important to maintaining and improving transmission system reliability,
but recommends a reduction of $4.739 million in the program in FY'16.
The reduction proposed by Staff will extend the timing of the program,
thereby delaying the reliability benefits. Nevertheless, the remaining
program funding allows for meaningful progress for the benefit of

customers and the Company therefore accepts the adjustment.

Transmission Transformer Replacement Strategy

Q. Does the Company agree with Staff’s recommendation regarding
spare transformers as part of the Transformer Replacement

Strategy?

A. Yes. Maintaining an appropriate number of spares for long lead-time

items such as transformers is a reasonable management tool that benefits
customers. The Company agrees to perform the analysis recommended by
Staff and to evaluate the results to determine whether adjustments to the

Company’s approach are appropriate.

Page 4 of 35
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Other Damage/Failur e Strategy

Doesthe Company agree with Staff’s proposed adjustmentsto the
Other Damage/ Failure Strategy?

Yes. Staff’s adjustments are based on historic information using three-
year average expenditures to arrive at consistent annual spending for FY 14
through FY17. Staff’s proposed funding levels are reasonable and the
Company accepts Staff’s proposed downward adjustments of $2.9 million

in FY14 and $0.1 million in FY'15.

Conductor Clear ance Strategy

Doesthe Company agree with Staff’s adjustmentsto the Conductor
Clearance strategy?

No. Staff recommends that the Conductor Clearance strategy be reduced
in FY'15 and FY 16 on the grounds that “there is no specific timeline
established for FERC’s approval of the proposed [bulk electric system
(“BES”)] definition . . . .” (Staff EIP at 31). However, the Company’s
Conductor Clearance strategy is not driven by the proposed changes to the
BES definition, but by compliance with existing safety standards and

Staff’s adjustments would inappropriately defer compliance.

Specifically, the Conductor Clearance strategy is necessary to restore

Page 5 of 35
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ground clearances for overhead conductor spans to comply with the
National Electrical Safety Code (“NESC”) standards, consistent with the
Commission’s Safety Orders in Case 04-M-0159. The Company will
verify existing line clearance on over 300 lines and proposes to perform
the work under an eight-year implementation schedule that ramps up
through FY 14 and continues at approximately $15 million per year for the
period FY15 - FY21. The Company’s eight-year program schedule was
developed to meet existing NESC requirements across the entire
transmission system, not the pending changes regarding the definition of
the BES. Indeed, absent a waiver or exception, the Company estimates
that the work scheduled under its eight-year plan to meet the NESC
standards could be required to be completed within just two or three years
if the FERC adopts the definitional changes to the BES, which would
significantly increase program costs in those years. If FERC rejects or
extends the anticipated timeline for the proposed BES definition change, it
would still be necessary for the Company to move forward to address
clearance issues to meet the NESC standards. Accordingly, no adjustment

to the Conductor Clearance Strategy is warranted.

Interconnection Meter Investment Program

Does the Company agree with Staff’s adjustments to the

Page 6 of 35
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Interconnection Meter Investment Program?
Yes. The calculation methodology proposed by Staff produces a
reasonable result and the Company accepts the $1.8 million downward

adjustment for FY'14.

Other System Capacity and Performance (Overdutied Breaker

Program)

Does the Company agree with Staff’s adjustments relating to the
Overdutied Breaker Program?

Yes. Staff’s adjustment to Project CNYPL26 (to replace overdutied
115kV breakers in the Central and Mohawk regions) is consistent with the
Company’s updated project estimate, which was completed during
preliminary engineering (Step 2A in the End to End (“E2E”) Project
Management Process). Changes in project estimates are expected as
projects mature through the E2E process. Generally, the Company does
not adjust its overall budget levels to correspond to every fluctuation of an
individual project estimate. Rather, the Company manages its overall
capital investment plan to accommodate minor project or program-specific
differences within overall budget levels. Nevertheless, in this instance, the
Company accepts Staff’s adjustment of $5.4 million over four fiscal years

(FY14 - FY17).

Page 7 of 35
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Southwest NY Reliability Criteria Compliance Program

Please summarize Staff’s comments regarding NRG’s mothballing of
the Dunkirk plant.

Staff calls for additional system studies; generally supports
implementation of certain capital projects proposed by the Company;
opposes a deferral of capital-related costs and proposes to include costs in
base rates to the extent known; and opposes creating a recovery surcharge
for the costs of the Reliability Support Services (“RSS”) agreement with
Dunkirk to the extent such costs could be recovered from an existing

customer credit balance.

What is the Company’s position regarding Staff’s recommendation to
perform additional system studies?

Staff requests that the Company perform a reliability comparison of the
amount of load at risk of being shed, the duration of that risk, and the
probability of contingencies that contribute to that risk under two cases:
one with Dunkirk available and one with Dunkirk unavailable, but
assuming that the Company’s proposed June 2013 transmission
reinforcements are in place. The transmission system in western and
southwestern New York is susceptible to a number of voltage and loading

issues in various seasons under a multitude of system conditions and

Page 8 of 35
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contingencies. The broad scope of the requested analyses cannot be
performed within a reasonable timeframe. The Company proposes to
meet with Staff to discuss results of the analyses performed to date, as
well as results of analyses currently being conducted, to determine
whether other beneficial studies that could be performed in a reasonable

timeframe should be done.

Does the Company agree with Staff’s position regarding the Warren —
Falconer #171 line project?

Yes. The Company maintains that the preferred alternative to addressing
the reliability concerns on the Warren-Falconer #171 line is to reconductor
the line. The Company, however, agrees with Staff that substantial
investment should not be made until First Energy commits to invest on its
portion of the line. If such commitments are not forthcoming, the

Company will pursue alternatives to reconductoring the line.

Does the Company agree with Staff’s position on the recovery of costs
associated with the Southwest NY Reliability Criteria Compliance
Program for projects due for completion by June 2013?

The Company agrees in principle with Staff’s recommendation. However,

the cost adjustments reflected in Exhibit _ (EIP-2) in the Reliability
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Criteria Compliance Program do not match the description in Staff’s
testimony. In its testimony, Staff recommends that the capital
expenditures related to the Southwest projects that are due to be completed
by June 2013 be reflected in the Company’s capital plan and that the
associated revenue requirement be reflected in base rates instead of
deferred for future recovery. The analysis performed by Staff accelerates
the in-service date for the Homer Hill Capacitor Banks under project
C31457 to June 2013. In addition, Staff recommends including the
following projects in the capital investment plan with in-service dates of
June 2013:

e Packard Install 2" Bus Tie - C43736

e Huntley 2™ Bus Tie - C43737

e Dunkirk Install Mobile Capacitor Banks - C43738

e Bennett Road Supply Change - C43739

e Station 39 Supply Change - C43740

e Station 55 Supply Change - C43741
However, Staff’s recommended cost adjustments reflected in Exhibit
(EIP-2) omit funding for the Gardenville capacitor banks under project
C43735. Project C43735 is one of the projects needed by June 2013 to
address the reliability issues resulting from the mothballing of the Dunkirk

plant. Under project C43735, the Company will purchase and install four
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capacitor banks at Gardenville Substation and connect them to the existing
115kV busses. Including this project increases capital funding in FY'13 by
$3.5 million and in FY 14 by $2 million. Accordingly, the total
adjustments to the Southwest NY Reliability Criteria Compliance Program
should be upward adjustments of $10.25 million and $4.29 million in
FY13 and FY 14, respectively, and a downward adjustment of $0.300

million in FY'15.

Do the additions/accelerations of the identified projects affect any
other projects in the transmission capital investment plan?

Yes. There is a second major project at Gardenville Substation (under
project C05156 (see Exhibit _ (EIOP-5CU), p. 2 of 5), due for
completion by FY 2017), which calls for the complete rebuild of the
existing 115kV substation. The scope of project C05156 also includes
four 115kV capacitor banks. The current plan is to disconnect three of the
four capacitor banks installed under project C43735 from the existing
115kV busses and move them to their final location in the rebuilt
Gardenville Substation under project C05156. Thus, three of the four
capacitor banks purchased under project C43725 will be used under
project C05156. The fourth capacitor bank under project C05156 will be

purchased in FY15 and installed at the appropriate time. The remaining
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capacitor bank installed under project C43735 will be disconnected from
the system and maintained as a spare. Because the major material for
three of the four 115kV capacitor banks purchased under project C43735
will be utilized in the rebuilt Gardenville Substation, the Company
proposes reducing the capital requirement for project C05156 by $1.2
million in FY'15, which represents the material cost for the three capacitor

banks.

Staff does not support a deferral mechanism for Dunkirk-related
capital project costs that are not reflected in the Company’s revenue
requirement in this case and, presumably, also opposes discrete
deferrals associated with the mothballing or closing of generation
plants that have not yet been identified. Please respond.

The Company disagrees with Staff’s position that the Company should
request deferral treatment under the Commission’s regulations in the
event material incremental costs are required to address generation
retirements or mothballing. The Company understands Staff’s
disinclination to agree with special deferral mechanisms. However, the
Company maintains that the circumstances presented by the Dunkirk
mothballing demonstrate that this is sufficiently unusual to warrant a

separate deferral mechanism.
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The Dunkirk mothballing situation is the first of its kind in New York
State—previous generation plant shutdowns have not resulted in the
reliability concerns presented here. Staff’s testimony recognizes the need
for significant and expedited capital investment. While the Company has
worked quickly to identify capital projects required to maintain reliable
system performance once Dunkirk is unavailable, it is very likely that the
analyses being performed by the Company will identify the need for
additional projects. Niagara Mohawk will discuss its further analysis and
determinations regarding additional projects with Staff. If Staffis in
agreement that additional projects are necessary, the Company should
have the authority to defer the associated costs to maintain reliable service
to customers in the face of this unique event with major implications for
system performance. Similarly, in the event of a presently unanticipated
generation mothballing or closure that has significant reliability
consequences, the Company would consult with Staff as to its analyses
and any planned projects to address the reliability concerns. Subject to
Staff’s agreement with the Company’s planned capital projects, the

Company should be able to defer the associated costs.

Does the Company agree with Staff’s recommendation regarding

recovery of RSS agreement costs?
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In part. The Staff Electric Infrastructure Panel recommends that a portion
of the Company’s forecast $128 million of deferred liability be used to
offset the current RSS costs. Staff recommends that, to the extent RSS
costs continue in the future, a surcharge mechanism should be used to
recover those costs. The Company agrees that offsetting current RSS
costs with the forecast deferred liability is appropriate. However, it is
unclear what current period Staff is referring to, as it might refer to the
nine month initial contract term commencing September 1, 2012 and
expiring May 31, 2013 or the period from September 1, 2012 until March
31, 2012 prior to when new base rates will go into effect. The Company
proposes to defer RSS costs from September 1, 2012 through March 31,
2013 and to implement a surcharge to recover all RSS costs remaining to
be reconciled or incurred on or after April 1, 2013 coincident with new
base rates, as further discussed in the rebuttal testimony of the Electric
Rate Design Panel. The Company agrees that offsetting the seven months
(September 2012 — March 2013) of deferred RSS costs with the forecast
deferred liability is reasonable and will mitigate the impact on customers.
Subsequently, however, timely recovery of RSS costs from the
mothballing of the Dunkirk units, as well as other RSS costs that arise
prospectively, through a surcharge is important and reasonable in light of

the unexpected and unusual circumstances, the modest impact this
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proceeding is expected to have on customer bills, and to preserve the
regulatory liability for purposes of maintaining future rate stability for

customers.

Northeast Region Reinforcement—Spier-Rotterdam 115KV Line

Does the Company agree with Staff’s recommendation to track and
absorb any incremental costs associated with assuring that the Spier-
Rotterdam steel poles are straight?

Yes. The Company agrees that customers should not bear additional costs
related to manufacturing issues affecting the straightness of the steel poles.
The Company has been working closely with the pole manufacturer to
assure the issues are addressed and anticipates that all incremental costs
associated with addressing the straightness issues will be borne by the
manufacturer. To the extent the Company incurs any incremental costs
not covered by the manufacturer, it will expense those costs below the line
to exclude them from future revenue requirements and/or earnings sharing

calculations.

Distribution Blanket Accounts

Does the Company accept Staff’s proposed adjustments to four

distribution blanket accounts (damage/failure, reliability, meters
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purchases and general equipment)?

In part. Staff recommends setting the funding levels for the identified
blanket accounts at the average spending levels since January 1, 2011 for
FY 14 and applying a four percent annual escalation factor for FY'15 and
FY16. The Company accepts that historic expenditures and the proposed
escalation rate for the Damage/Failure Blanket Account, the Reliability
Blanket Account and the General Equipment Blanket Account are
reasonable. The Company, however, does not accept Staff’s adjustment

with respect to the Meter Purchases Blanket Account.

Staff recommends downward adjustments of $1.67 million, $1.91 million
and $2.04 million in FY'14, FY'15, and FY 16, respectively, for the Meter
Purchases Blanket Account. The Company’s proposed funding levels for
this blanket account were based on its base meter needs as well as
sufficient funding to complete AMR installations for approximately two
percent of customers. There are approximately 31,000 electric customers
that do not have AMR technology installed on their meters (approximately
10,000 transformer-rated meters and 21,000 self-contained meters), which
represent the final two percent of customers without AMR meters. The
Company proposes to complete installation of AMR technology for these

customers over the next three years (FY14 — FY16). The funding levels
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proposed by Staff, while sufficient to accommodate the Company’s base
meter needs, are insufficient to address these AMR installations.

Accordingly, the Staff’s adjustments should be rejected.

Buffalo Street Ligcht Cable Replacement

Does the Company agree with Staff’s recommendation regarding the
Buffalo Street Light Cable Replacement program?
Yes. The Company accepts Staff’s request that, by April 15, 2013, it

submit a more comprehensive plan for implementing the program.

Network Arc Flash Program

Does the Company agree with Staff’s proposed adjustments to the
Network Arc Flash program?

Yes. The Network Arc Flash program is a new program being
implemented to comply with the 2012 edition of the NESC. Staff
recommends, and the Company accepts, a reduction of $2 million in the
FY 14 funding levels to allow for additional time to plan and prioritize

work under the program.

Side Tap Fusing

Does the Company agree with Staff’s proposed adjustment to the Side
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Tap Fusing program?

No. Staff recommends a downward adjustment of $1.1 million from the
Company’s proposed $1.8 million annual funding level primarily on the

grounds that the Company has not spent the budgeted amount previously

and did not identify the number of installations it planned to perform.

This program, however, was budgeted and active for the first time in
FY13. Under the program, the Company plans to review the fusing needs
of 400 feeders each year. Thus far in FY13, 398 feeders have been
reviewed and over 2,400 side tap fuse locations have been identified.
Further, on those feeders, fuses would be beneficial on nearly 4,000
completely self-protected unfused transformers to improve feeder
protection schemes. In the first five months of the program (through
August 2012), the Company has spent $0.359 million and forecasts total
FY 13 spend of approximately $1.3 million. As the program matures,
cycle times are expected to be shorter and the Company expects to fully
utilize the proposed budget. A significant reduction in program funding
would substantially reduce the number of feeders the Company could
review in the coming years. Therefore, Staff’s adjustments should be

rejected.
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Smart Grid (“Advanced Grid Applications”)

Please address Staff’s proposed adjustments regarding Advanced
Grid Application funding.

The Company did not request funding for the Advanced Grid Application.
Estimated costs associated with this program were reflected in certain
previously prepared documents that were included as workpapers and
provided for information purposes only. Because program funding was
not included in the Company’s capital investment plan, Staff’s

adjustments should be rejected.

Reserve Budgeting

Please address Staff’s proposed adjustments regarding the
Company’s reserve budgets.

Staff proposes significant adjustments to the reserve funding for sub-
transmission and distribution asset condition work. Staff asserts that the
Company should do a better job forecasting asset condition work and
reflecting it specifically in the capital plan. Although the Company agrees
it would be preferable to know in advance what future work will present
the highest priority, in practice, determining what work to perform when is
influenced by a variety of dynamic issues. Factors such as scope changes,

permitting issues, availability of planned interruptions, emerging condition
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or performance issues, severe weather, and customer-driven changes may
affect the prioritization of work. Because these factors are difficult to
project, the Company uses reserve budgets to manage work effectively
and flexibly, which ultimately results in a more efficient capital plan and
is in the best interest of customers. As Staff notes in its testimony, in IR
DPS-393 (BWD-9) the Company identified a significant number of sub-
transmission projects that could be funded under the reserve budget.
Typically these sub-transmission projects are needed to address potential
safety or reliability concerns and can have a direct effect on customer
reliability. The reductions proposed by Staff to the reserve budgets for
sub-transmission ($5.47 million in 2015 and $7.29 million in 2016) and
distribution ($10 million in 2016) are substantial and would appreciably
limit the Company’s ability to efficiently deliver needed sub-transmission

and distribution projects. Thus, Staff’s adjustments should be rejected.

Has the Company prepared a summary of the capital adjustments
discussed above?

Yes. A summary of the capital adjustments accepted by the Company, the
resulting capital funding levels, and the corresponding impacts on cost-of-

removal are presented in Exhibit _ (RRP-13R), p. 11 of 12.
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Has the Company reflected the adjustments to the capital investment
plan in its revenue requirement?

Yes. The impact of these adjustments is reflected in the revenue
requirement as described in the rebuttal testimony of the Revenue

Requirements Panel.

Operations & Maintenance Expense

Operating Expense (“opex”) Associated with Incremental Capital
Investment (“capex”)

Please explain Staff’s proposed adjustment to reduce opex associated
with incremental capex.

Staff recommends a $1 million flow-through adjustment to reduce opex
associated with incremental capex based on Staff’s adjustments to the
capital plan. The Company does not agree with all of Staff’s proposed

capex adjustments and therefore does not agree with Staff’s adjustment.

What is the Rate Year impact on opex associated with incremental
capex adjustments accepted by the Company?

The Rate Year forecast of opex associated with incremental capex, as
revised to reflect the Company’s acceptance of certain Staff adjustments,

is approximately $5.071 million, as shown in Exhibit _ (RRP-13R), p. 12

Page 21 of 35
69



10

11

12

13

14

15

16

17

18

19

20

21

Case 12-E-0201

Rebuttal Testimony of the Electric Infrastructure and Operations Panel

of 12. This represents a reduction of approximately $0.517 million from
the opex associated with incremental capex reflected in the Company’s

corrections and updates filing.

Sub-Transmission Tower Painting

Does the Company agree with Staff’s recommendations regarding
funding for sub-transmission tower painting?

Yes. Staff accepted the Company’s proposed funding level, but added that
it should be subject to downward-only reconciliation and refund to
customers of any difference between the rate allowance and the actual
program expense consistent with the Company’s proposal for transmission
tower painting. In light of the challenges the Company has experienced
with respect to tower painting, the Company accepts Staff’s

recommendation.

Transmission Footer Inspection and Maintenance Program

Does the Company agree with Staff’s adjustment to the Transmission

Footer Inspection and Maintenance Program?

Yes. Staff recommends a downward adjustment of $1 million, resulting in
an annual funding allowance of $2.441 million. The Company agrees that

the 30 percent repair-to-inspection ratio Staff used to calculate the funding
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allowance is appropriate.

Storm Fund — Contractor Disallowance and Information Tracking

Does the Company agree with Staff’s recommendations regarding the
contractor disallowance calculation used in the storm fund and the
proposal to analyze additional information relating to certain major
storm events?

Yes. The Company accepts Staff’s proposal to include additional titles in
the contractor disallowance calculation. In addition, the Company accepts
Staff’s proposal that the Company perform a detailed analysis of costs
following any storm event with more than ten days post-restoration work

to gather information for use in future rate proceedings.

Operations and Maintenance (“O&M”’) Program Reporting

Please respond to Staff’s recommendation to supplement current
reporting requirements to include information on O&M programs.
The Company’s O&M program budgets and tracking mechanisms are
structured differently from its capital budget and investment tracking
systems. The Company proposes to meet with Staff to discuss the type of
information available for tracking and reporting and to better understand

the nature of the information Staff is seeking. Thereafter, the Company
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and Staff would agree on the content and timing of supplemental reporting

to be provided.

Staff Vegetation Management Panel

Transmission Vegetation Management

What adjustments does Staff propose for transmission vegetation
management?

The Staff Vegetation Management Panel recommends a downward
adjustment of $0.700 million to the proposed transmission vegetation
management funding level. Staff’s proposed adjustments are based on its
position that the need for certain vegetation management activities will be
substantially reduced or eliminated in the Rate Year compared to the

Company’s projections.

Does the Company agree with Staff on this proposed adjustment?
No. The Company maintains that its proposed allowances for mid-span
mowing, off-cycle rights-of-way (“ROW”) work and “trim-STC (stump,
treat & chip)-mow” work are necessary to maintain reliable system

performance.

With respect to its proposed adjustment of $0.300 million for mid-span
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mowing, Staff maintains that there is little remaining mid-span mowing
left to be done. While the Company agrees that mid-span mowing needs
are declining, it will still be needed in the Rate Year and the costs are not
negligible. The Company plans to perform mid-span mowing on portions
of over two dozen lines listed in Exhibit  (EIOP-3R) to maintain safe
clearances and reliable performance. The Company believes Staff’s
recommendation that it abruptly halt mid-span mowing is inconsistent

with the obligation to maintain reliable service.

Staff also proposes a $0.400 million adjustment related to off-cycle ROW
work and trim-STC-mow work. Regarding off-cycle work, Staff asserts
that mid-span mowing has vastly reduced the level of off-cycle work
needed, which renders the use of historical average spending a poor
predictor of future spending. However, mid-span mowing does not in all
cases eliminate or even reduce the need for off-cycle work, which is
unplanned or emergency work that occurs during the full term of the ROW
cycle. Issues unaffected by mid-span mowing that can drive the need for
off-cycle work include:
e Landowner interaction, including ROW usage for orchards and
nurseries and tree removal requests for construction, farming and

other reasons;
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e Human actions affecting tree health and mortality such as logging,
recreational vehicle usage, construction and vandalism;
e Natural infestation such as insects, woodpeckers and beavers; and
e Weather interaction such as lightning, erosion, flooding and fire.
Off-cycle work can also result from extraordinary growing seasons
producing a greater than normal edge tree or vine growth, as well as
drought conditions that may accelerate tree mortality along the ROW

edge.

In addition, there are areas in the ROWs where mid-span mowing cannot
be performed, such as wetlands, streams, orchards and other agricultural
areas, and in areas proximate to residences. Therefore, it is inaccurate to
conclude that past mid-span mowing eliminates or vastly reduces the need

for off-cycle work.

With respect to trim-STC (stump treat & chip)-mow work, Staff states that
this is typically “hotspot” work and therefore average historic spend is not
appropriate to estimate future spending. Trim-STC-mow site work is
cyclical work that is done on ROW locations zoned Residential or
Commercial/Industrial. These sites have attributes, including aesthetics,

proximity to dwellings, maintained yards and/or transportation routes,
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which require techniques such as pruning, chipping and/or mowing to
treat. These sites are inventoried and scheduled on cycle, but require
special equipment (€.9., bucket truck, chipper or mower). The work is
variable by technique and more expensive than routine floor work and
therefore is planned and budgeted separately. As the work is done on the
same cycle as floor work, the Company used an average annual historic
spend for the full cycle term (7 years) to estimate the revenue requirement
for FY14. The Company applied the average cost per acre to the acres of
trim-STC-mow work inventoried and scheduled for the Rate Year to arrive

at its cost estimate of $0.808 million in the Rate Year.

Staff also asserts that the Commission’s 2005 Order in Case 04-E-0822
directing utilities to remove right-of-way trees should result in the costs of
trim-STC-mow work going down as trimming work is eliminated.
Contrary to Staff’s assumption, the majority of trim-STC-mow work
projected for the Rate Year is not planned for transmission ROW, which
was the primary focus of Case 04-E-0822. On the transmission system,
voltages are higher, lines are higher, and the Company typically owns the
ROW property interests. However, the majority of planned trim-STC-
mow sites are on the Company’s sub-transmission system, where voltages

are lower, lines are lower, and property rights are primarily easements. Of
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the 3,542 trim-STC-mow sites in the treatment database, 3,030 are on sub-
transmission ROWSs. As a result, actions required by Case 04-E-0822

have little effect on the need for this type of work.

Distribution Vegetation Management

Please address Staff’s proposed adjustment to distribution vegetation
management funding.

While it acknowledges that the Company’s distribution vegetation
management program has been successful and has contributed to solid
reliability performance in recent years, Staff recommends an adjustment of
$1.8 million on the basis that historic spending has been below budgeted
levels for the past three years. Staff’s adjustment is based on its
calculation of the average percentage by which actual spending was below

budget in the years Staff reviewed.

Does the Company agree with this adjustment?

No. As Staff recognizes, the vegetation management program has been a
success and boosted the reliable performance of the distribution system.
Staff erroneously relies on historic spend even though the cost of
distribution vegetation management is trending upwards, and then

compounds its error by analyzing budgets versus historic spend. Staff’s
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proposed adjustment would negatively impact the Company’s ability to

maintain cycle trim levels and jeopardize distribution system reliability.

Staff’s analysis of historic spend was based on the Company’s response to
IR DPS-449 (CVB-1), a copy of which is included as Exhibit _ (EIOP-
4R). IR DPS-449 (CVB-1) shows that actual vegetation management
spending increased 3.6 percent from FY'10 to FY11, and 5.0 percent from
FY11 to FY12. Thus, despite an increase in costs of nearly 8.8 percent
from FY10 to FY12, the Company is proposing a FY 14 funding level that
is less than 1.3 percent greater than FY 12 costs, while Staff’s proposed
adjustment would cut funding to 3.4 percent less than FY12 spending.
This would impair the Company’s ability to manage reliability and is not
reasonable. Moreover, Staff’s focus on the relationship between historic
spending and budgets is irrelevant to establishing the appropriate Rate
Year allowance for this work. Staff’s comparison of budgets to actuals for
FY10 sheds no light on the appropriate rate allowance in FY14. A more
appropriate analysis would be to compare calendar year 2011 (25 percent
of FY11 and 75 percent of FY'12) actual spend of $39.2 million, which
exceeded the $38.4 million rate allowance reflected in the CapEx/OpEx

Stipulation in the 2010 Electric Rate Case.

Page 29 of 35
77



11

12

13

14

15

16

17

18

19

20

21

Case 12-E-0201

Rebuttal Testimony of the Electric Infrastructure and Oper ations Panel

Staff’s recommended adjustment is based on a flawed analysis and would
result in unwarranted funding reductions below current and historic
spending levels and would adversely affect the Company’s ability to

maintain reliability.

Staff Reliability Performance M echanism Panel

I nspection and Maintenance (“1&M”) Repair Metric

Please describe Staff’s proposed per formance metric for 1& M
program repairs.

Staff recommends establishing a new performance metric for the repair of
Level II and Level III deficiencies. Specifically, Staff proposes a
mechanism with a negative revenue adjustment of $2 million in the event
the Company does not repair at least 85 percent of Level II deficiencies
and at least 75 percent of Level III deficiencies identified through the I&M
program within the allotted repair time periods (i.e., one year for Level 11

and three years for Level III).

Doesthe Company agree with Staff’s proposal ?
No. The Company’s performance on Level II and Level III deficiency
repairs has been satisfactory and does not warrant imposition of a potential

negative revenue adjustment. Exhibit  (EIOP-5R) provides a summary
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of identified deficiencies and repair activity for calendar year 2009
through August 31, 2012. The table shows, by year, the number of Level
IT and III deficiencies identified by priority level, the number of repairs
made within and beyond the respective timeframes, and the number of
deficiencies that have not yet been repaired, whether current or overdue.
The overwhelming number of deficiencies have either been repaired
within the applicable timeframes or are not yet due for repairs. For
example, of the deficiencies found in 2009, over 97 percent of the 20,358
total Level II items were repaired on time and over 90 percent of the
59,068 total Level III items were either repaired on time (83 percent) or
are not yet due (7.7 percent). For 2010, more than 93 percent of the
21,435 Level II items were fixed on time and of the 41,057 Level 111
items, nearly 27 percent have already been repaired and none of the
remaining items are overdue. Given its repair program and schedule, the
Company is on track to complete repairs on remaining items and newly
identified ones within the respective timeframes. Staff’s concern is

unsupported and no performance metric is required.

Would the imposition of a new metric create other challenges?

Yes. The Company makes every effort to schedule repairs identified

under the I&M program in the most efficient manner possible. This
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includes evaluating repairs within the respective program timeframes and
coordinating repairs with other work when possible. Establishing a
performance metric with negative revenue exposure may create a
disincentive to coordinate repairs and reduce overall program efficiency,
which could increase costs. This unintended consequence and the
negligible potential increase in on-time repair rates militates against
imposition of a new metric. However, given Staff’s concern with the
timing of I&M repairs, the Company proposes to consult with Staff
regarding program implementation to determine what if any additional

program reporting would address Staff’s concerns.

Estimating Perfor mance Metric

Please respond to Staff’s proposed changesto the estimating

per formance metric.

The Company accepts Staff’s proposed modification of the potential
negative revenue adjustment calculation. The Company also accepts the
exemption provision included in Exhibit _ (RPM-1), which is a
continuation of the existing provision. The Company does not accept

narrowing the existing exemption provision.

Staff does not agree with the Company’s proposal to exclude generator
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interconnection and DOT/public works projects from the metric
calculation, but instead states in its testimony that if “DOT or
interconnection projects are the sole reason for the Company failing to
meet its estimating [reliability performance metric],” the Company could
petition the Commission for an exemption. (Staff Reliability Performance
Mechanism Panel at 7-8). The ability to seek an exemption in certain
circumstances is essential to the fair operation of the estimating
performance metric. In fact, the language included in Staff’s proposed
service quality assurance program attachment (Exhibit  (RPM-1), p. 7 of
8) provides that: “[t]he Company has the right to request exceptions for
discrete projects where there are scope changes or significant
circumstances.” However, Staff’s testimony suggesting that such
exemption would apply only if interconnection or DOT projects are the
“sole reason” for failing the metric is too strict. Given that the language in
Exhibit  (RPM-1) is a continuation of the existing exemption language
for the estimating metric, and that the rest of Staff’s testimony does not
reveal an intention to restrict the currently existing exemption provision,
the Company believes the Staff RPM Panel’s use of the word “sole” in its
testimony was in error. If it was intended, however, the Company opposes

it.
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Allocation of Costs Associated with Distribution Load Dispatch and

the Primary and Secondary Distribution Systems

Multiple Intervenors raises certain allocation issues relating to
Distribution Load Dispatch and the functions of the Primary and
Secondary Distribution Systems. Please respond.

Distribution Load Dispatch is an activity that must be performed minute-
by-minute, not just during peak periods, because it supports system
reliability, which must be maintained at all times. The main determinant
for Distribution Load Dispatch labor costs is staffing levels, which are
related to the amount of maintenance being done on the system at a given
time because operator actions are required to coordinate such work with
line loading, and to divert load when necessary, in addition to managing

supply and delivery of electricity.

The Primary and Secondary Distribution Systems are comprised of
similar, but not identical asset classes and serve different functions. The
Secondary System consists of assets that are related to serving individual
customers, whereas assets comprising the Primary System are situated
farther “upstream” and serve more of a network role. In light of the
functions performed by the two systems, it is reasonable to classify a

smaller portion of the Primary System as customer-related as compared to
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VII.

the Secondary System. Accordingly, the classification of approximately
one-half of the Primary System as customer-related as described in the

rebuttal testimony of the Electric Rate Design Panel is reasonable.

Conclusion

Doesthis conclude the Panel’ s testimony?

Yes, it does.
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Exhibit _ (EIOP-1R)
Exhibit _ (EIOP-2R)
Exhibit _ (EIOP-3R)
Exhibit _ (EIOP-4R)

Exhibit _ (EIOP-5R)

List of Exhibits

Transmission Capital Plan — Revised
Distribution Capital Plan — Revised
Mid-span mowing table of planned sites
Copy of Response to IR DPS-449 (CVB-1)
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Case 12-E-0201

Rebuttal Testimony of the Electric Infrastructure and Operations Panel

Exhibit _ (EIOP-2R)

Distribution Capital Plan — Revised
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Case 12-E-0201
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d/b/a National Gri

Case 12-E-0201
Exhibit __ (EIOP-2R)

Niagara Mohawk Power Corporation
Page 4 of 8
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Niagara Mohawk Power Corporation

d/b/a National Gri

Case 12-E-0201
Exhibit __ (EIOP-2R)
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d/b/a National Gri

Niagara Mohawk Power Corporation
Case 12-E-0201

Exhibit __ (EIOP-2R)
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Case 12-E-0201

Rebuttal Testimony of the Electric Infrastructure and Operations Panel
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Mid-span mowing table of planned sites
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Niagara Mohawk Power Corporation
d/b/a National Grid
Case 12-E-0201
Exhibit  (EIOP-3R)

Page 1 of 1

Lines Scheduled for Mid-Span Mowing in FY14

FY14 Mid-span Mowing

ROW # Line Number Line Name Division
11016 14 Clay - GE NYCE
11018 11 Clay - Teall #11 NYCE
11038 3 Oneida - Cortland NYCE
11040 4 Oswego - Clay NYCE
11048 2 SUNY - Cortland NYCE
11310 1&2 Boonville - Porter NYMV
11328 6 Porter - Terminal NYMV
11336 7 Terminal - Schuyler NYMV
11506 12 Alcoa - Dennison NYNO
11518 22 Browns Falls - Newton Falls NYNO
11530 9 Colton - Carry Falls NYNO
11550 1 Raymonadville - Norfolk NYNO
11600 4 Thousand Is - Coffeen NYNO
12756 12 Geres Lock - Onon. CoGen NYCE
12026 15 Grooms - Inman Rd NYCA
12028 13 Grooms - Johnson NYCA
12036 2 Menands - Reynolds Rd NYCA
12050 17 Rotterdam - Albany NYCA
12052 14 & 15 Rotterdam - GE NYCA
12056 35 Rotterdam - Woodlawn NYCA
12064 5&9 Trinity - Albany NYCA
12506 12 Clinton - Marshville NYNE
12510 6 Inghams - St Johnsville NYNE
10040 129 Packard - Huntley #129 NYFR
10042 182 Packard - Union Carbide (Grand ISI{NYFR
10202 117 & 119 "Batavia - Golah #117 119" NYGN
10402 158 Valley - Ischua #158 NYSW

Mid-span Mowing will be performed on sections of the above lines according to the

Company's Part 84 Transmission ROW Management Plan
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Copy of Response to IR DPS-449 (CVB-1)
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Niagara Mohawk Power Corporation
d/b/a National Grid

Case 12-E-0201

Exhibit __ (EIOP-4R)

Page 1 of 2
Date of Request: July 19, 2012 Request No. DPS -449 (CVB -1)
Due Date: July 30, 2012 NMPC Req. No. NM 630

NIAGARA MOHAWK POWER CORPORATION
Case No. 12-E-0201 and 12-G-0202 - Niagara Mohawk Power Corporation
d/b/a National Grid - Electric and Gas Rates

Request for Information

FROM: Christian Bonvin
TO: Electric Infrastructure and Operations Panel

SUBJECT:  Tree Trimming

Request:

1. Please provide the budgeted and actual expenditures, on an annual basis,
related to the vegetation management for 2010 through 2012 and the annual
forecasted spending levels for 2013 through 2015. The information may be
provided on a calendar year or fiscal year basis.

a) Distribution Cycle Trimming
b) Hazard Tree On-Cycle
¢) Hazard Tree Off-Cycle
d) Worst Feeders

e) Interim/Spot Trim

f) Sub-T On-road

g) Sub-T Off-road

h) Police/Flagman Detail
i) Customer Requests

j) Trouble Maintenance
k) Other

Response:

1. The annual budgeted and actual expenditures related to the vegetation management
for FY10, FY11 and FY 12 along with the forecasted annual spending levels for these
items FY13 through FY'15 is provided in Attachment 1 to CVB-1.

Name of Respondent: Date of Reply:
Craig M. Allen July 27,2012
Form 103
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Niagara Mohawk Power Corporation
d/b/a National Grid
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Exhibit _ (EIOP-5R)
Page 1 of 1

Summary of Deficiencies and Repair Activity - 2009 through Aug. 31. 2012

Not Not
Calendar Prority Level / Deficiencies | Repaired In | Repaired - | Repaired - | Repaired - Not Due
Year Repair Expected Found (Total) | Time Frame | Overdue Not Due Overdue Made | Missed yet
2009
1l Within 1 year 20358 19814 544 0 0] 97.33%] 2.67%|] 0.00%
1} Within 3 years 59068 48981 309 4534 5244] 82.92%| 9.40%| 7.68%
2010
Il Within 1 year 21435 19961 1471 0 3] 93.12%] 6.88%] 0.00%
I Within 3 years 41057 11083 0 29974 0] 26.99%| 0.00%] 73.01%
2011
Il Within 1 year 28082 22095 1149 4650 188) 78.68%| 4.76%|] 16.56%
1} Within 3 years 22101 4451 0 17650 0] 20.14%] 0.00%| 79.86%
2012
Il Within 1 year 27936 1653 0 26283 0] 5.92%] 0.00%] 94.08%
1l Within 3 years 23375 517 0 22858 0] 2.21%] 0.00%] 97.79%
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I ntroduction
Please identify the member s of the Service Company Panel.
The Panel consists of David B. Doxsee, James M. Molloy, and Sharon

Partridge.

Isthisthe Service Company Panel that testified previously in these
proceedings?
Yes, this Panel provided direct testimony as part of Niagara Mohawk’s

April 27, 2012 filing.

What isthe purpose of the Panel’ s testimony?

The Panel responds to certain issues raised by the Department of Public
Service Staff Accounting Panel (“Staff”) in its Direct Testimony dated
August 31, 2012. Specifically, we are addressing Staff’s concerns with: 1)
the Company’s service level agreements; (2) the review and approval of
the monthly service company bill; and (3) the monthly budgeting and

review process.

Service Level Agreements

Staff expresses concerns (at 151, 158) that Niagara M ohawk does not

treat the service company asit would “ any other non-affiliated third-
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party vendor” and that Company’scurrent SLAs*“contain no
provision for bench marking or market testing of the servicesthat are
provided . ..” and do not contain “pricing information such asprice
and quantities of servicesto be provided.” Doesthe Panel have
comments regar ding these concer ns?

National Grid’s service company differs from non-affiliated, third-party
vendors in important respects that should not be lost sight of in arriving
at the appropriate governance structure. Unlike non-affiliated, third-
party vendors, the service company charges out its services at cost and is
not a profit-seeking venture that is compensated for risks that non-
affiliated, third party vendors can be expected to absorb. In some cases,
it would not be practicable for National Grid to meet each of Staff’s
proposals for each and every service company function. That being said,
while progress has been made on the SLAs, National Grid recognizes
that further improvements can be achieved. National Grid understands
Staff’s concerns and agrees that it must demonstrate to the Commission’s
satisfaction that the service company’s charges to Niagara Mohawk are
just and reasonable. National Grid commits to working with Staff to
develop SLAs that will contain costs and more detailed service
descriptions and, to the extent practicable, establish meaningful

performance metrics to ensure that the services provided by the service
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companies achieve reasonable levels of cost and quality and provide a
basis for comparing the cost of services, along with other important
criteria, provided by the service companies to appropriate market
alternatives. To the extent one or more of such comparisons indicates
that the National Grid service company function does not provide
reasonable value to Niagara Mohawk, National Grid will develop a plan
to address the discrepancy. We believe that the recent audits conducted
by NorthStar Consulting Group, Liberty Consulting and Overland
Consulting will provide information and suggestions that are likely to be
useful in establishing SLAs that address Staff’s concerns while affording
National Grid the flexibility needed to manage its operations in a
constantly evolving business environment and to continue to leverage the

synergies of a large organization.

Doesthe Company agree with Staff’srecommendation (at 164-165)
that after the consolidated accounting system has been in place long
enough that twelve months of cost data ar e available, the Company
should undertake an analysisthat will show that Niagara Mohawk is
not cross subsidizing its affiliates?

Once the U.S. Foundation Project is in place for a sufficient period, the

Company would be willing to provide an analysis demonstrating that its
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cost allocation policies and procedures have been successfully
implemented and that, as a consequence, National Grid’s affiliates are
being assigned costs that are accurate, transparent and consistent with
those policies and procedures. As discussed in the Panel’s direct
testimony (at 48), National Grid’s revised cost allocation policies and
procedures are intended to achieve a cost causative allocation process
that will be consistently applied throughout National Grid and will rely
on a general allocator only when there is no readily determinable cost
causative basis available to allocate costs. By successfully implementing
these policies and procedures, National Grid believes that it will ensure

that no cross subsidization is occurring in the National Grid organization.

Review and Approval of the M onthly Service Company Bill /

M onthly Budgeting and Review Process

Doesthe Panel have any commentswith respect to Staff’s assertion
(at 157) that the problem with the current review of monthly service
company billsisthat “thereisno onefrom the Niagara M ohawk
oper ating company who is objectively or independently reviewing
and making surethechargesit isincurring from the service
companiesarecorrect”?

There is no reason to believe that a service company employee is less
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capable of or less interested in representing the interests of Niagara
Mohawk than a Niagara Mohawk employee. In recognition of Staff’s
ongoing concerns, however, National Grid will assign a Niagara
Mohawk employee to review the Company’s bills and charges from the

service company.

Doesthe Panel agree with Staff’s claim (at 157-158) that the review
process for service company billsis problematic because the billsare
“automatically paid in lieu of any review” ?

No. Staff incorrectly equates the timing of the review of a bill with the
absence of any review. The service company bill review process is
ongoing and multiple levels of review occur. Whether this review occurs
before or after the service company bill is paid makes very little
difference as long as the review takes place within a reasonable period of
time. If, after review, a correction is necessary to a bill that has already
been paid, a manual journal entry is prepared and run through the billing
in the month it is entered. From National Grid’s perspective, this is an
administratively preferable way to perform service company billing
compared to holding up bills while the various layers of review take
place. National Grid believes that it should be afforded the flexibility to

manage its service company billings in accordance with its current
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practice as long as it maintains procedures that will assure that service

company bills are accurate.

Doesthe Panel agree with Staff’sassertion (at 163) that the monthly
reporting of actuals versus budget does nothing to ensurethat
service company charges are appropriately allocated?

No. When variances from budgets are identified, they receive a closer
review. In the preparation of the monthly financial report to the
President of the New York Jurisdiction, each functional area of the
service company provides detailed analysis and variance explanations
that are reviewed by the New York Finance team to ensure that the
charges are in line with expectations and that the variance explanations
adequately address deviations from budgeted and prior year expense
levels. To the extent that variances result from an erroneous allocation of
affiliate costs, they would be identified and corrected as a result of the

monthly review of actuals versus budget.

Furthermore, the New York Finance monthly budgeting process is more
than a reporting of actuals versus budget. The New York Finance team is
also able to compare prior year actuals for Niagara Mohawk and the

allocations to all other National Grid companies to review allocation
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shifts and identify and address any improper allocations or cross-
subsidization concerns. It should be noted that the New York Finance
team is comprised of highly experienced personnel dedicated to the New

York operating companies.

Has National Grid recently implemented any additional in-depth
analysesthat will enhancetheinternal review of service company
charges?

Yes. A more in-depth analysis began in fiscal year 2013. Specifically, a
report was developed to sample service company accounts payable costs
(direct or allocated) charged to Niagara Mohawk. The sampling includes
all line items that allocate more than $10,000 to Niagara Mohawk, as
well as any line items under $10,000 that appear unusual based on the
vendor name and/or allocation percentage. The sample comprises more
than 75 percent of the accounts payable costs charged to Niagara
Mohawk. Line items are sorted by functional area and by vendor name
to facilitate the review. Decision support teams representing each service
company function perform a line by line review of the items for their
respective functions to determine whether the charges are correctly
allocated to Niagara Mohawk, and submit their findings to New York

Finance with a brief description of the nature of the charge, whether each
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line item is correct, and when a correction will be processed if the charge

1s incorrect.

This additional analysis provides improved attention to line item detail in
the review of service company charges. National Grid hopes to build on
this new process to develop service company budgeting and billing
processes that will address the concerns identified by Staff and improve

the accuracy of service company billings.

Conclusion

Doesthis conclude the Panel’ s rebuttal testimony?

Yes.
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Please state your name and business addr ess.
My name is Michael Barrett. I am a Partner with the accounting firm of
Ernst & Young LLP (“E&Y”). My business address is 55 Ivan Allen

Boulevard, Atlanta, GA 30308.

Please describe your professional and educational qualifications.
My curriculum vita, which fully details my academic and work
experience, is attached as part of Exhibit  (SCP-5), which is sponsored

by the Service Company Panel.

What is purpose of your rebuttal testimony?

E&Y was previously retained by National Grid Service Company, Inc.
(“National Grid”) to analyze service company operating & maintenance
(“O&M”) costs being allocated to the various National Grid entities and
related business units. E&Y performed an analysis of these costs, which
was included in Niagara Mohawk’s April 2012 filing in these proceedings
as Exhibit _ (SCP-5). The purpose of my testimony is to rebut the
testimony of the Staff Accounting Panel and Staff Witness Richard

Schuler Jr. concerning that E&Y analysis.

Please summarize your responseto Staff’s claims concerning the

Page 1 of 20
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E&Y analysis.

The arguments advanced by Staff in support of its recommendation that
the Commission reject the Company’s proposed normalization
adjustments that were supported by E&Y’s analysis are without
foundation. In claiming that E&Y did not demonstrate that its analysis
was statistically valid, Staff fails to recognize that the normalization
adjustments derived from E&Y’s analysis are not the product of an
extrapolation of random sample data; they are directly observed
adjustments. Staff does not dispute the directly observed adjustments. In
addition, Staff’s claim that E&Y’s analysis of service company O&M
costs should be rejected because E&Y failed to analyze capital costs is a
non-sequitur. It was appropriate for E&Y to confine its analysis and

proposed adjustments to O&M costs.

Staff’s criticisms of E&Y’s approach are unwarranted. E&Y’s risk-
based approach was better and more effective than a random sampling
approach. E&Y applied random selection statistical sampling at the
vendor level when it determined the specific vendor population was
sufficiently homogenous and it was appropriate to do so. E&Y also
performed additional sampling or complete validation beyond the

statistical sample when errors were identified. There is no basis for Staff
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to assume that the application of a randomly selected statistical sample

approach would have resulted in a more representative conclusion.

To summarize, the normalization adjustments proposed by the Company

and supported by E&Y’s analysis are completely reasonable.

Do you sponsor any exhibitsas part of your rebuttal testimony?

Yes. I sponsor the following exhibits, which were prepared or compiled

under my direction and supervision:

(1) Exhibit  (MB-1R) presents an analysis of the impact of
transactions discussed by the Staff Accounting Panel (at 80 to 82)
on Niagara Mohawk’s test year expenses; and

(i1) Exhibit  (MB-2R) presents an analysis of the transactions
discussed by the Staff Accounting Panel (at 80 to 82) and
demonstrates why the Staff Accounting Panel’s criticisms of

E&Y’s testing of these transactions are not valid.

What specific claimsin Staff’s testimony do you disagree with?
E&Y assisted Niagara Mohawk in reviewing its Historic Test Year O&M
charges from the service companies. E&Y’s analysis supports

normalization adjustments that increased Rate Year O&M expenses for
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the Company’s electric operations $2.420 million and decreased Rate Year
O&M expenses for its gas operations $0.673 million. The Staff
Accounting Panel does not accept these adjustments based on claims that:

o Although E&Y states that they sampled $1.023 billion of
transactions, in fact they only tested a fraction of that amount
(Staff Accounting Panel at 80),

o The examination that E&Y performed on a small number of
samples was not sufficient (Staff Accounting Panel at 82),

o E&Y’s analysis only looked at O&M expenses; they made no
examination of capital related charges. By excluding 40
percent of the total charges from the testing population, the
validity and completeness of the analysis is further
compromised (Staff Accounting Panel at 87), and

o E&Y has not shown that its study is reasonably representative,

unbiased or statistically valid (Staff Accounting Panel at 80).

I disagree with these claims as well as Staff’s overall recommendation that
the Company’s proposed normalization adjustment as supported by

E&Y’s analysis should be rejected.

Q. The Staff Accounting Panel, citing Staff Witness Schuler’stestimony,
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states (at 80), “E& Y hasnot shown that the study isreasonably
representative, unbiased or statistically valid.” Do you agreethat this
isavalid reason to reject the normalization adjustmentsthat arethe
product of that analysis?

No, I do not. The normalization adjustments that result from E&Y’s
analysis are not the product of an extrapolation of random sample data.
The adjustments identified by E&Y are directly observed and are fully
supported on that basis. The Staff Accounting Panel does not take issue

with the specific cost errors corrected by the E&Y analysis.

Did E& Y use a statistical approach to the overall analysis conducted
in this case?

No. We did not use a pure random selection statistical sampling approach.
We concluded that based on the nature of the costs, the lack of
homogeneity among the costs, and the resulting difficulty of drawing
random samples that would be representative of the population, a
statistical sampling approach would not be effective. We followed a
sampling approach that in part was based on a risk-based screening to

identify costs to review and utilized random selection statistical methods.

Please explain.
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We took a risk-based approach based on the nature of the various types of
costs included in the service company O&M costs (e.g., payables, labor,
and employee expenses) that was designed to achieve adequate coverage

of those total amounts and allow us to express a conclusion on that total.

We worked with National Grid management to gain an understanding, for
each of these categories of costs, of the general approach used by National
Grid to account for costs, to validate the costs charged to the particular
cost centers, and to define the business relationship with vendors retained
and the nature of the services or goods provided. Further, we reviewed
and discussed internal controls over procurement, labor cost allocations,
and accounts payable processing to inform ourselves as to potential risks

of improper cost direction by time period, business unit, or cost type.

We then reviewed data in each of the categories, and validated this data
through our testing. We believe that sufficient data was tested to reach a
conclusion through a combination of selecting the largest items in a
population and judgmental sampling from the remaining items. Using this
risk based sample selection methodology, we reviewed sufficient records
to obtain a target percentage of review coverage that we deemed adequate

for us to draw a conclusion on each of the categories.
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For each category of cost, specific items were selected (such as the
specific vendors selected for our accounts payable review). We gained or
confirmed our understanding of the nature of the transactions by
evaluating the relationship with the specific vendor in question (e.g., the
nature of the vendor and services they were hired to perform) as well as
how the associated costs were developed, documented, allocated and
reported. Based on that information, we were able to use our professional
judgment to identify an appropriate sample of the vendors/transactions
where the risk of inconsistency or error in recording or allocating these
costs was higher. We then focused on additional review of the highest risk
areas. We were thus able to achieve adequate review coverage to support
our conclusions through testing rigor correlated with the level of risk.
Where extensive review of documentation was warranted by the level of
risk, based on our review of all supporting documentation, we performed

more rigorous and extensive testing.

How does the specific cost information affect therisk based analysis?
The specific cost information affects the risk based analysis in a number of
ways.

e The invoice or other corroborating information informs the risk

analysis. Other corroborating information are provided to National
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Grid by the vendor and are utilized by National Grid as the basis for
payment, and include, for example, summary contractor charge data
(for temporary labor vendors), telephone line charges by employee (for
cellular telephone charges), and vendor and lease payment schedules
(for leases).

Some costs are recurring under the terms of a contract, some vendors
perform recurring services that vary within some bounds, and some
costs are simply one time purchases. The significance of the
recurrence of the cost is the impact it has on the risk of error or
inconsistency in cost allocation, and thus on the need for additional
testing. For example, once compliance with the contract terms is
determined, costs under an annual service contract that are direct
charged to a particular function exhibit little risk of error if the
subsequent monthly invoices are similar. Costs charged by a recurring
vendor also exhibit lower risk of outlier invoices. Whereas for one-
time costs, there are fewer comparable costs or corroborating cost
information to help assess risk, and as such, additional testing may be
warranted.

Charging can either be by a direct charge or by applying an allocation
methodology. Purely random sampling methodologies would take no

account of the method by which a cost was charged to a cost center.
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However, there is a lower risk of incorrect charging for a cost related
to a good or service that is used in a specific program and in a specific
business unit when that cost is direct charged to that business unit. At
the same time, there can also be a lower risk in a purely allocated cost,
such as the provision of benefit plan management services, which are
established in well-defined bill pool/allocation codes. Moreover, a key
risk reducing element results from the consistent application of
consistent direct charge or bill pool/allocation code methodologies
over a long period of time. Our risk based sampling approach
appropriately considers these factors.

In the payroll cost area, job profiles within a department are expected
to be allocated to business units in certain ways. Where individuals
input their own allocation of costs, outliers from the expected charging
are higher risk and may require further testing. Conversely, where
departments had default cost allocations in place and individuals
would have to manually enter exceptions to deviate from the default
allocators, the higher risk items related to individuals that never
charged the default allocator.

In the employee expense cost area, the type of cost and the description
facilitated the use of key word searches to identify costs that would not

normally be charged to customers. These techniques were applied to
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the population of employee expenses to highlight higher risk items for

further testing.

Q. The Staff Accounting Panel (at 80-82) identifiesa number of test items

for which it contendsthat E& Y only tested a small portion of the costs

for particular vendors. Do you have any comments concer ning these

illustrations?

The Staff Accounting Panel’s examples are not representative of vendors

charging costs to Niagara Mohawk.

As shown on Exhibit _ (MB-1R), only three of the eight vendors in
the Staff Accounting Panel’s examples had any costs charged to
Niagara Mohawk at all, and one of those three charged costs that were
immaterial. Accordingly, these provide no basis for the Staff
Accounting Panel to assess our work or the validity of our conclusions.
Based on the nature of the vendor costs in the cited examples, the costs
had a low risk of misapplication.

Exhibit  (MB-1R) provides a table that sets forth the impact of the
specific examples cited by the Staff Accounting Panel on Niagara
Mohawk’s electric and gas operations in the Historic Test Year. As
shown in the exhibit, the total charges associated with the items that

the Staff Accounting Panel takes issue with is approximately $4.5
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million in the Historic Test Year to Niagara Mohawk’s electric and gas
operations and, of those charges, E&Y made adjustments of $(15,664)
and $(163) for the electric and gas segments, respectively, of the total
$2.420 million in electric O&M adjustments and $(0.673) million in
gas O&M adjustments identified in our analysis. The Staff
Accounting Panel inappropriately draws a conclusion concerning our
analysis and proposed Rate Year adjustments based on these eight
items that have virtually no impact on Niagara Mohawk’s costs. In
addition, the Staff Accounting Panel does not contend that E&Y’s
adjustments of $(15,664) and $(163) relative to these eight examples

are not accurate.

Q. Have you prepared an exhibit that describesthe basis of the
transactional analyses conducted by E& Y for each of the eight

vendor sidentified by the Staff Accounting Panel at pages 80-82?

A. Yes, Exhibit  (MB-2R) sets forth E&Y’s analysis and demonstrates why

we believe that our risk-based sample approach was appropriate and our

analysis was correct with respect to each vendor.

Q. Arethere examples of testing performed on other specific vendors

wheretherisk analysisindicated a higher level of risk that you would
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liketo discuss?

Yes. The nature of the costs underlying the examples cited by the Staff

Accounting Panel was such that it resulted in a low risk of inconsistency

or error; therefore, we deemed that effective coverage of the vendor could

be achieved, even with limited testing, to be able to conclude on the

population for those vendors. There were other vendors where the nature

of the costs made the risk higher and the level of required testing to

achieve effective coverage of those vendors was much more extensive.

Examples of these vendors include:

1.

The Portland Group Inc. (Workbook C1.171, $9,520,197 in total
costs, 7,290 total transactions, and $1,030,054 in total allocation
adjustments of which $2,060 affected Niagara Mohawk Gas) — The
Portland Group Inc. is an example of a vendor similar to A F
Supply (i.e., a vendor that provides gas conversion supplies whose
costs are direct charged to the appropriate business unit based on
the location the items were physically shipped to or where services
were actually provided), which was identified by the Staff
Accounting Panel and discussed in Exhibit _ (MB-2R). Based on
our original assessment, we initially deemed the level of risk of
error for the vendor to be low and designed our testing

accordingly. We selected a limited sample within each of the six
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business units to confirm our understanding. However, we noted
errors in our limited testing and deemed that full testing of all
transactions for the vendor was required. Ultimately, 100 percent
of invoices available for testing were reviewed for appropriate
allocation of costs.

Gardner Nelson (Workbook C1.171, $3,755,883 in total costs, 122
total transactions, and $107,642 in total allocation adjustments of
which $4,881 affect Niagara Mohawk Gas and $32,188 affected
Niagara Mohawk Electric) — Gardner Nelson is a vendor that
provides marketing related services and costs were charged to the
appropriate business unit based on whether the business unit
ultimately benefitted from the marketing program. We determined
it was necessary to test 100 percent of these transactions because
there were various marketing programs benefitting multiple
business units and both methods of charging (i.e., direct charges
and charges using bill pool/allocation codes).

Graybar Electric Company Inc. (Workbook C1.071 & C1.292,
$909,023 total cost, 2,441 in total transactions, and $73,716 in total
allocation adjustments of which $25,800 impacted Niagara
Mohawk Electric) — Graybar Electric Company Inc. is a vendor

similar to Stuart C. Irby Company, which was identified by the
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Staff Accounting Panel, in that Graybar is also a distributor of
components for the electric industry. As with Irby, the majority of
Graybar transactions were small in dollar amount. Again, we
decided to apply a combined sampling methodology using both
judgmental key item sampling for coverage and random sampling.
This approach resulted in selecting the largest invoices (i.€., key
items) and representative samples from the remaining population.
We noted exceptions in this representative sample pool related to
the purchase of rubber gloves and sleeves, and we therefore
expanded our testing of transactions found to exhibit traits similar
to those exceptions noted for rubber gloves and sleeves. For the
testing of the roll forward period, we tested all transactions
believed to have risk of similar exceptions noted in the purchase of

rubber gloves and sleeves.

Q. The Staff Accounting Panel also suggests (at 82-83) that the
examination that E& Y performed on a number of itemsthat it

actually tested was not sufficient. Do you agree?

A. No. As set forth below, we dispute the Staff Accounting Panel’s claim

with respect to each of the items that it deemed to be insufficient:

I. HSBC (Workbook C1.013) — P-Card Transactions

Page 14 of 20
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With respect to the Staff Accounting Panel’s claim that E&Y
never reviewed actual receipts for these transactions, we
utilized other corroborating information that was sufficient to
support our conclusion. This was in the form of detailed credit
card vouchers provided to National Grid by the vendor, which
is utilized by National Grid as the basis for payment. This
equates to a detailed electronic version of a credit card
statement. Our approach was threefold: 1) to test for
completeness of the data files, 2) to utilize the total payables
amount in the credit card voucher detail from the vendor and
reconcile the charges and charged bill pool/allocation code
and/or business units to the employee charged bill
pool/allocation code and/or business units for their payroll time
charging, and 3) to test storm-related costs. We also gained an
understanding of the National Grid policies regarding P-Cards.
At the end of each month, logs detailing all transactions are
required to be completed by all employees who have a P-Card.
These transaction logs include receipts for all purchases and a
valid business purpose for the transaction. This transaction log
is approved and signed off by the immediate

supervisor/manager and sent to Accounts Payable for
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processing. The P-Card Program is also subject to audit by the
Corporate Audit department. Any exceptions noted during the
manager review and/or Corporate Audit review is subject to
adjustment as part of those processes. As there are various
mechanisms to check the validity of receipts, we deemed this
low risk and detailed testing of the receipts was not conducted.
Additionally, our testing to confirm that the employees in
question were appropriately charging time to these bill
pool/allocation codes further supports that there was low risk
of improper inclusion of these expenses in the bill
pool/allocation code, as any errors noted would have resulted
in an adjustment.

While the Staff Accounting Panel (at 83) concludes that three
items were not tied back to the individual vouchers and
therefore should have been considered unsupported, we do not
believe these should be considered as errors or unsupported
costs. We noted that the costs as presented on the HSBC
voucher transaction detail were reported at a different level of
detail than in National Grid’s PeopleSoft Accounts payable
(“AP”) sub ledger. The HSBC voucher detail costs were

“rolled up” into summary amounts before posting to the
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PeopleSoft AP sub ledger. We determined that National Grid
used varying criteria to calculate these AP summary rolled up
postings of the HSBC voucher transaction detail. For example,
some detail would roll up by employee or by date, others by
expense type or business unit, etc. In testing of the time to
expense comparison described in Exhibit  (MB-2R), we
manually sorted and filtered the HSBC voucher transaction
details to tie transactions back to National Grid’s AP sub ledger
costs. For the three specific sample items questioned in the
Staff Accounting Panel testimony, we were able to tie out the
totals on an aggregate level as indicated by our transaction
completeness testing coverage described in Exhibit  (MB-
2R). However, because of the AP sub ledger roll up, it is not
possible to tie out each invoice in the dollar total to the AP sub
ledger values for those specific HSBC voucher transaction
details. As the sample was judgmental based on dollar amount,
E&Y appropriately selected three additional higher dollar

transactions to complete sample testing.

For all these reasons, the Staff Accounting Panel’s criticisms of

these transactions are incorrect and we performed adequate testing
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to validate our findings.

2. Pro Unlimited (Workbook C1.004) — Temporary Labor

While the Staff Accounting Panel (at 84) contends that E&Y
did not review actual transactions, we utilized other
corroborating information that was fully sufficient to support
our conclusion. This other corroborating information was in
the form of summary contractor charge data provided to
National Grid by Pro Unlimited, which is utilized by National
Grid as the basis for payment. Our approach was to reconcile
the contractor charge data from Pro Unlimited to the
contractors' charges and charged bill pools/allocation codes
and/or business units paid by National Grid. We then
compared 100 percent of these charges to the contractors’
managers’ charged bill pools/allocation codes and/or business
units for consistency. In all cases, the contractors’ managers
were National Grid employees. Where the bill pools/allocation
codes and/or business units information did not agree, we
contacted the managers to inquire about the project description
and the correct accounting string to be assigned to the

contractors. If necessary, we then reallocated the time as
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appropriate or reallocated it to non-utility operations if a proper
allocation could not be determined.

e While the Staff Accounting Panel further criticizes E&Y for
failing to remove certain Pro Unlimited items from the test
year, we disagree. The two transactions in question relate to
time cards for time worked in December 2010, but the
payments were not processed until Calendar Year 2011. Due
to the nature of the invoicing process, whereby there is a one-
month lag for receipt of invoices from Pro Unlimited and
because the volume of transactions is relatively similar
throughout the year, only 12 months of data were included in
the Historic Test Year. Therefore these two transactions do not
require an adjustment to the Historic Test Year as described by

the Staff Accounting Panel.

For all these reasons, the Staff Accounting Panel’s criticisms of E&Y’s

analysis of these transactions are unfounded and incorrect.

Q. Arethereany other specific comments from the Staff Accounting
Panel testimony that you would like to discuss?

A. Yes. As noted in our original report, we were not engaged to conduct a
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review of capital expenses, only service company O&M charges.

Q. If you did not review capital expenses, did you infer conclusions about

the entirety of Historic Test Year expenses, including capital expense?

A. No, our conclusions are on the accuracy of the service company O&M

charges only. Contrary to the suggestions of the Staff Accounting Panel
and Mr. Schuler, the fact that we did not review capital expenses in no
way detracts from the accuracy of our review of O&M charges. The
review of O&M charges was completely independent of a review of

capital charges.

Doesthis conclude your rebuttal testimony?

Yes.
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List of Exhibits

Exhibit  (MB-1R) Analysis of the Impact of Transactions Discussed by
the Staff Accounting Panel on Niagara Mohawk’s Test
Year Expenses

Exhibit  (MB-2R) Analysis of the Transactions Discussed by the Staff
Accounting Panel
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Exhibit  (MB-IR)

Analysis of the Impact of Transactions Discussed by the Staff Accounting Panel
on Niagara Mohawk’s Test Year Expenses
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Exhibit  (MB-2R)

Analysis of the Transactions Discussed by the Staff Accounting Panel
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A F Supply — A F Supply is a vendor that provides gas conversion supplies. Costs associated
with A F Supply are direct charged to the appropriate business unit based on the location the
items were physically shipped to or where services were actually provided. As such, we
determined that all of the charges for 2011 were charged directly to two business units (both
legacy KeySpan companies) and confirmed that this was correct with the process owners.
Based on this analysis and the fact that there were over 4,200 transaction line items of a
similar nature, we deemed the level of risk of error to be low and designed our testing
accordingly. We selected a limited sample within each of the two business units (i.e., total of
four transactions) used to confirm our understanding. We did not find any errors in the
allocation of cost and therefore concluded that the costs associated with this vendor were
allocated appropriately to the business units in question. As we believe the sample selected
was representative of the population of transactions and no errors were identified in the
sample, it was reasonable to apply the same conclusion to the population of transactions. In
accordance with our risk based approach, as we tested other vendors with transaction
characteristics similar to A F Supply (e.g., Blackman Inc, FW Webb CO, etc.) throughout our
testing period, we reduced our sample sizes for those vendors consistent with how we
sampled for A F Supply.

HSBC Corporate Card Services — HSBC is a vendor that supplies purchasing cards (P-cards)
to National Grid for use by employees for day-to-day purchases as well as storm-related
activities. These P-Cards are utilized to buy “low dollar” goods that cannot be purchased via
other buying channels. We determined that due to the nature of use of procurement cards, we
could conclude the cost is allocated appropriately by performing the following procedures:

e Transaction Completeness Testing: We judgmentally selected a sample of 25
line items from the PeopleSoft database based upon dollar value (getting
approximately 25% coverage of HSBC costs). We then tied these PeopleSoft
line items back to the HSBC P-card transaction files. The purpose of
performing this step was to reasonably conclude that the data from HSBC
transactions were accurately being captured in PeopleSoft. We also agreed
the files in total, only noting some immaterial differences, thereby validating
completeness of the files.

e Payroll to Cost Comparison: We judgmentally selected a sample of 25 line
items from the PeopleSoft database based upon dollar value. This resulted in
testing of approximately $365,000 of total transactions or approximately 5%
of the total population of dollars for the vendor. From within the judgmental
sample of 25 line items, we identified the employees responsible for the P-
card transactions. We compared the employee's PeopleSoft payroll allocations
with the P-card expense allocations, and concluded on each sample as to
whether or not the P-cards were appropriately being used and expensed by the
employees. We also confirmed the charging with the employee directly where
necessary. In instances where the bill pool/allocation code and/or business
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unit information did not agree, we contacted the employee and/or employee’s
manager to determine if the bill pool/allocation code required adjustment.
The purpose of performing this step was to reasonably conclude that
procurement card charges were in line with employee payroll allocations. As
we did not note any exceptions, further testing was not deemed necessary.

e 3Jorm Costs Coverage: As storm costs follow storm accounting as opposed to
normal employee payroll cost allocations, we identified all storm charges, and
followed up with management on the allocation codes utilized in expensing
storm P-card charges. We selected 100% of these costs for allocation testing.
This resulted in testing of approximately $680,000 of total transactions or
approximately 8% of the total population of dollars for the vendor. We
performed this step to reasonably conclude that storm charges were allocated
to the appropriate businesses based on the storm in question.

Blackman, Inc. — Blackman, Inc. is a vendor that provides gas conversion supplies. Costs
associated with Blackman, Inc. are direct charged to the appropriate business unit based on
the location the items were physically shipped to or where services are actually provided. As
such, we determined that all of the charges for 2011 were charged directly to three business
units (all legacy KeySpan companies) or used an allocation code based on the building
location and confirmed that this was correct with the process owners. Based on this analysis
and the fact that there were over 8,400 transaction line items of a similar nature, we deemed
the level of risk of error to be low and designed our testing accordingly. We selected a
limited sample within each of the three business units and the allocation code based on
building location used to confirm our understanding (i.e., total of 16 transactions). We did
not find any errors in the allocation of cost and therefore concluded that the costs associated
with this vendor were allocated appropriately to the business units in question and that no
additional testing was needed.

F W Webb CO — F W Webb CO is a vendor that provides gas conversion supplies. Costs
associated with F W Webb CO are direct charged to the appropriate business unit based on
the location the items were physically shipped to or where services are actually provided. As
such, we determined that all of the charges for 2011 were charged directly to six business
units (all legacy KeySpan companies) and confirmed that this was correct with the process
owners. Based on this analysis and the fact that there were over 4,000 transaction line items
of a similar nature, we deemed the level of risk of error to be low and designed our testing
accordingly. We selected a limited sample within each of the six business units (i.e., total of
eight transactions) used to confirm our understanding. We did not find any errors in the
allocation of cost and therefore concluded that the costs associated with this vendor were
allocated appropriately to the business units in question and that no additional testing was
needed.
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Stuart C Irby Company — Stuart C Irby Company (“Irby”) is an electrical distributor of a
variety of electrical products to serve their clients, including commercial entities, independent
contractors, and utilities such as National Grid. Irby had over 1,400 line items of consistently
low dollar amounts in the population that were charged directly to eight different business
units (combination of legacy National Grid and legacy KeySpan companies). The majority of
these charges were for small parts and tools including such items as safety gloves. Because
of the wide variety of charging to multiple business units, we decided to apply a combined
sampling methodology incorporating both judgmental key item sampling for coverage and
random sampling. This approach resulted in selecting the largest invoices (i.e., total of 17
invoices) and representative samples (i.e., total of 24 invoices) from the remaining
population. We noted an exception during testing of the interim period related to the
purchase of rubber gloves and sleeves. As a result, we expanded our sample for the interim
period, and for the testing of the roll forward period, we chose to test all invoices that could
potentially result in similar exceptions. For the interim period, we judgmentally selected an
additional sample of items, based on the previously identified exceptions, (i.e., total of 73
invoices) noting no further exceptions and concluded the testing was sufficient for this vendor
for this period. For the testing of the roll forward period, we tested all transactions found to
be at risk of having similar exceptions. This resulted in testing of 100% of the transactions in
the roll forward period.

Energy Federation Inc. — Energy Federation Inc. provides services related to energy
efficiency rebate programs. We note that any expenses incurred by National Grid for these
vendors are presented as a separate line item during the rate case process and not included as
part of the cost of service. Costs associated with Energy Federation Inc. are direct charged to
the appropriate business unit based on the location to which the rebates relate. As such, we
determined that all of the charges for 2011 were charged directly to eight business units
(mainly legacy KeySpan gas companies) and confirmed that this was correct with the process
owners. Based on this analysis, we deemed the level of risk of error to be low and designed
our testing accordingly. We selected a limited sample (i.e., total of two transactions) used to
confirm our understanding. We did not find any errors in the allocation of cost and therefore
concluded that the costs associated with this vendor were allocated appropriately to the
business units in question and that no additional testing was needed. In accordance with our
risk based approach, as we tested other vendors similar to Energy Federation Inc. (e.g.,
Action Inc., Conservation Services Group, Inc., etc.) throughout our testing period, we
reduced our sample sizes for those vendors consistent with how we sampled for Energy
Federation Inc.

Action Inc. — Action Inc. provides services related to energy efficiency rebate programs. We
note that any expenses incurred by National Grid for these vendors are presented as a separate
line item during the rate case process and not included as part of the cost of service. Costs
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associated with Action Inc. are direct charged to the appropriate business unit based on the
location the rebates relate to. As such, we determined that all of the charges for 2011 were
charged directly to five business units (legacy KeySpan gas companies) and confirmed that
this was correct with the process owners. Based on this analysis, we deemed the level of risk
of error to be low and designed our testing accordingly. We selected a limited sample (i.e.,
total of 64 transactions) used to confirm our understanding. We did not find any errors in the
allocation of cost and therefore concluded that the costs associated with this vendor were
allocated appropriately to the business units in question and that no additional testing was
needed.

Conservation Services Group Inc. - Conservation Services Group Inc. provides services
related to energy efficiency rebate programs. We note that any expenses incurred by National
Grid for these vendors are presented as a separate line item during the rate case process and
not included as part of the cost of service. Costs associated with Conservation Services
Group Inc. are direct charged to the appropriate business unit based on the location to which
the rebates relate. As such, we determined that all of the charges for 2011 were charged
directly to seven business units (legacy KeySpan gas companies) and confirmed that this was
correct with the process owners. Based on this, we deemed the level of risk of error to be low
and designed our testing accordingly. We selected a limited sample (i.e., total of 99
transactions) used to confirm our understanding. We did not find any errors in the allocation
of cost and therefore concluded that the costs associated with this vendor were allocated
appropriately to the business units in question and that no additional testing was needed.
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