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The Northeast Utilites System

H.B. 5406 AN ACT ESTABLISHING A TASK FORCE TO STUDY BARRIERS TO THE
FORMATION OF MUNICIPAL UTILITIES
My name is Richard Soderman and | serve as Director of Legislative Policy for Northeast

Utilities Service Company. | am appearing on behalf of the Connecticut Light and Power

Company and Yankee Gas Services Company.

This bill proposes to perform a study of creation of municipal utilities. While we do not oppose a
bill that would study this question, we note that Massachusetts has recently completed a study.
Before Connecticut commits to spending additional funds on this study, it should consider
whether that Massachusetts study provides the information that the proponents of this bill seek.
| have attached a copy of the transmittal letter from the Department of Energy Resources
Commissioner to the Massachusetts committee chairmen, which provides a brief summary of
the report’s highlights. The report was prepared with the assistance of an external consulting
firm. A copy of the report is available at htip./www.mass.gov/eea/docs/doer/publications/doer-

municipal-utility-rpt.pdf.

Thank you for the opportunity to provide testimony on this proposal.
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The Honorable Barry R. Finegold

Joint Committee on Telecommunications, Uilities & Energy
State Houge — Room 473-B '
Boston, MA 02133

Re: Municipal Utility Report
Dear C_hairman Finegold,

Pursuant.to Section 107 of the Green Communilies Act of July 2, 2008 (“the Act”), the:
Masshchuseuq Department of Bnergy Resources (“DOER”) was required to conduct a study.to
‘cxaming potential impacts of municipalization of electric uuhty systems, which are primarily
owned and operaied by private investor-owned utilitics ('10Us”). In par{icular, Section.107°

reads.

“The depariment of encrgy resources shall condict a study of the fiscal impacl,
viability, statutory and regulalory barriers and Iangdenn results of esiublishing
and opcraung municipal-owned eleciric wlillties In the cammonweaﬂh

The aftached report is submitted to the Joint Commiliee on T&lmmmumcaticns, Umme.s and
Lnergy in compliance with Seetion 107 of the Act. The, DO,ER, with-the.assistance of La Capm
Assoviates, lins’ assembled information that provides backgmun 1 information and some pertinient
basic analyses on the issucs associated with formation of munioipal uiilities foruse by the

legis! ature, regulators such as the Department of Public Utilities (“DPU"), and other interested
parties as electric service municipalization policies are considered.

Section 107 of the Act also established an advisory comm;sslon o prO\rldc guldance and advice
regardmg ihe study, Therc ‘were four meetings held with thg. commission (o review.scope, study
fmethodqlogy, analyses and the draft report. In addition, in preparing the report, individual
interviews were conducted with most commission members in ‘order to insure that all relevant
issues were idontified and addressed. Both oral and writfen comuiénts on this report were
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received and every effort was made to incorporate relevant issiies 1dent;fied by contmission
werdbas d, B gnd balaneed wanner. - :

The study’s findings provide a nuniber of important insights into the d]f‘{'efences between
existing municipal electric utilities and investor-owned utilitiés in the' Commonwealth and the
process and some potential impacts of establishing new mimicipal uulauas Inall events,
however; it should be evident {hat the cotisideration ofeqiablnshmg any’ speclf‘ c municipal utility
will pase unique issues that will tequire situation-specifi¢ assessinetits,” Thie cwcumstanccs of
each will vary and proper due diligence will be required in‘eacl case,

Highligh{s

New vs. Existinng Municipal Utility

While this report présents a nuiber of anatyses-compating thie Comnicriwealth’s existing
mumc;pal electric utilities fo its existing investor-owtied-utilities (“10 the! teport emphisizes
that-a‘new municipal utility wiil not likely: résembléan ‘existing municipal utility for a number of
reasons. First; a new:tunicipal-wility will tieed 1o carry siguificantly fier deébtlevels than a
typical existing mitnicipal utility. ‘Existing municipal-utilitiés iave been'operating’ '
yearsiand have, over time; sigaificantly reduced thisirdebt levels, In adtition, existing federal
tax-law effectively precludes & municipality frarmi purcliasing the assets 6T anIOU withtax--
exempt debt. Consequently, a new municipalutility will' have highér:debtJevels dva higher cost
than an existing municipal utifity. With respect to power supply costs, many existing municipal
utilities either have an ownership.interestis power plants or have: lohgaterm eititlementso the™
value of that power, These arrangeménts have prowded them withia significant hedge against
rfsmg pchr costs. A new mumcl""'l‘uuluy wnll nothave the bénefil s of thesc ain‘angcments.

gy licy pect to'energy efi‘ A‘ncy" rorewable porttotm
stanidards nd retdll cémpelttum, lhes reqmreniems wal{ further dist ngutsh _ _new municlpal
wility from an existing one; ~ - . B e

Exhibit 10 of this report provides an illustrative example to try and bettér understand how lhe
capltal cost structure of a new municipal. utility, under three. differcnt assel value scenarios, might:
‘affect its overall cost relative to existing] 10Us. For all other cost components averages for
gxisting 10Us #nd municipal wilities were ysed except for power supply. which was held ,
constant for [OUs and municipal uf lities, This cxhibit suggoests that cven. under thelowest asset

: 'value case, it may be dlfﬁcu!t for ahew mui 'clpa! uuhly 16 mateh an msu?g IOUs costs,

Valuation of utility assets commues 10.be controversial. There'is only & smgle DPU case posl-
4940 mvolvmg the purchase of utility 4ssets where the town of Stow desired 1o purchase the
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electrie distribwtion assets from the Hudson Light Depariment, 2 municipal ulility that serves
Stow. The DPU issued a ruling that utilized a methedology to value the gssets based on an equal
weigliting of the original cost of the assets less depreciation (“net book™) and the replacement
cost of the assets less depreciation, adjusted for the condition of the assets. Tha_t_-me!hodology‘
was upheld by the Massachuselts Supreme Judicial Court (“SIC”). In December 2009, the -
Massachusetts Appeals Tax Board issued a vuling on the value of National Grid’s natural gas
assets Jocated in the City of Boston. In its decision, it utilized essentially the same methodology
used by the DPU in the' Stow-Hudson case. and affirmed by the SJC. These rulings suggest that
4epfacemeni cost of the distribution assets, not just net book, is an appropriate consideration fot

determining value,

Barriers 10 Municipajization

The most: sngmﬁcam barrier to-municipalization identified by proponents of municipalization is

that the JOU hasno:requirement to sollits distribution asscls to any municipality; regardless.of

the price-it is williiigdo.pay. The role.of the: DPU is as arbiter on the value of the-assels and. -

other refated issues by thereis no obhgatlon on the part of the 10U to accept the DPU’S fi mimgs

and praceed with s evenif the munigipalily is willing to accep! those findings and pro

with the:purchase ition, propqnents mgue that this bamer not: only ennbles the 10 to.
j

From the lO _s_perspeclwe lhe exustmg Iegislahun {s nota bamer at ai! bul sunply rmrrors the
process it uses:wheneverit is pmsented withan opportunity to sell all or some of ity assets to:any -
party. regardless. of whether it istoa mumclpaluy, publlc corpomtmn or.private; mveslors Any

s : by d'

wﬁhihe transactlon or td i'céorhmcnd Boéfd or sharcholdcr appmval of !he iransacllon lf such
approval i§ requned( :

Locdl Conitrd

over whith: rﬁsxdenis can exercise a much greater level of control, .
electric munlmpwl utility’s “shar¢holders” share more common interests. tha hOSe of tite OU
and nre Ilkcly to inake different choices: than those made by the 10U as WEH as be mote .
tesponswe to local needs and isstes. ,
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From the perspective of the DPU and IOUs, the service quality standards approved and enforced
by the DPU address the interests of all customers, While these standards do not cover every
aspect of an electric ulility’s opetations and are not location specific, they do cover every
important service provided by electric utilities relating to system reliability, safety and other

aspects of the customer’s experience.

Finally, greater local cotitrol has potential implications for the Commonwealth's energy policy
objectives. Existing municipal utilities are exempt from implementing many of the state’s
energy policies. Those policies include robust energy efficiency programs, renewable portfolio
standards, tiet mefering, retail'competition and a variety of other initiatives under the Green
Communities Act. While maby municipal utilities have voluntarily adopted various aspects of
the Commonwealth's énergy policies, many have not. In addition, the initiatives of thase
municipal utilities that have adopted portions of these policies are far less robust than those of
the IOUs in both scope.and size. Serious consideration should be given to requiring new
municipal utilities to comply with the Commonwealth’s goals and initiatives regarding its energy
future. . ' '

1t was not the intent of this study to reach definitive conclusions regarding whether electric
municipalization is, of ismot, a desirable outcome. Morcover, thiat conclusion ean only be
reached by evaluating a specifio transaction against a setof objectives and goals that may vary
from niunicipality to municipality, anid perhaps sometimes even between a mufifeipality and the
Commonwealih, ST _

‘Regards, -







