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Co-Chair Bob Duff

Co-Chair Lonnie Reed

Senator Clark .J. Chapin
Representative Laura R, Hoydick

Energy and Technology Committee:

We are submitting testimony on sections 18 and 198 of H.B. 6380, AN ACT
CONCERNING IMPLEMENTATION OF CONNECTICUT'S
COMPREHENSIVE ENMERGY STRATEGY and sections 3{m} and 7{b} of 5.B.
839, AN ACT CONCERNING STATUTORY CHANGES TC ADVANCE
CONNECTICUT’S ENERGY POLICIES,

The Connecticut Energy Marketers Association (CEMA) represents 576
petroleun marketers, principally made up of home heating oil dealers and
gasoline distributers, located in Connecticut. CEMA members employ over
13,000 people in our state.

CEMA supports the language in section 18 of H.B. 6360 that would reduce
the sulfur content of home heating oil from 3000ppm fo 15ppm. and remaoves the
language in the law that would reguire Connecticut te wait for the states of New
York, Massachusetts and Rhode lsland to have a similar standard. We ask that
the committee work with us on language that would add a reguirement so that a
renewabls content could also be added to heating oil.

Studies show that a 15ppm heating oil with a 15% to 20% bio component (ULSD
B20) would make it the cleanest buming fossil fuel in the country. Requiring this
fuel would result in a reducing the sulfur content of heafing oil by 83.93%. This
reduction would leave heating oil with a sulfur content that is 75% less than
natural gas.

CEMA iz opposed to section 19 of H.B. 6360 that proposes to set into law a 25
year “hurdle rate”. In 2012 PURA rejected a similar proposal to increase the
hurdle rate in what we believe was an effort to protect ratepayers from higher
natural gas rates.

In the past the hurdle rate was reviewed by DFUC/PURA and mare recently they
made adjustments allowing the utilities to increase it to 20 years for SCG and



CNG. A technical review (by PURA) of the impact that an extended hurdle rate
would have on ratepayers is the only responsible way to determine what it should
he set at.

Setling the hurdle rate in statute is inappropriate and lacks the expertise required
to find out what the real cost would be to ratepayers. DEEF stated on page 143
of their draft Comprehensive Energy Strategy (CES) that “expanding the hurdle
rate payhack period to 25 vears would increase the rafe base of the gas
companies by approximately $338 miffion.” On page 15 of PURA's cormments in
response to the draft CES a utility employee was quoted saying If anyone thinks
we are going to implement this plan without increasing rates or having fo charge
more, then, you know, fet's just kind of all leave, because that ain't happening.”

Our association does not have experiise in setting utility rates, but we would ask
that the committee allow the specialists at PURA o do their job so that
ratepayers are not overly burdened with costs that they will incur if the hurdle rate
15 sel in statute

We recommend that language be added to this section that prohibits the
utilities from passing the cost of expanding their infrastructure 1o existing
ratepayers. We ask this In response to a “dala request” from PURA (attached)
that suggests a “new rate” would need to be created to pay for the expansion of
their gas lines In that same document the utilities acknowladge that the
expansion will require “new long term capacity” so that they can provide “reflable
service” at ‘higher rates And all these new costs and higher rates without any
guarantes that natural gas will remain less expensive in the future. If you want o
see a quick example of this, take a ook at table C-5 in the appendix of DEEF's
2013 CES, which indicates a negative NPV for conversion from vil 1o gas.

It my math is correct, and you allow the hurdle rate to be expanded, you get 2
NEW natural gas rates {one for new customers and one for existing ratepayers)
and higher base costs so that the ulllities can provide reliable service.

CEMA absolutely agrees with Governor Malloy when he states that he wanis a
“cleaner, cheaper and more refiable” fuel to our state. The only problem is
that natural gas is not that fuel. A 15ppm B20 heating oll is cleanar that natural
gas! 24 out of the last 28 years oil has been |ess expensive than gas and since
no one can predict future energy prices natural gas does not meet the "cheaper”
test! Finally, the utilities even admit that their existing supply can not support the
expansion of 300,000 new customers not to mention IS0 New England’s
warmings aboui the “overreliance” on natural gas. Now that does not sound very
reliabiel

Connecticut needs fusl neutral energy policies thal promoies conservation not
fuel conversion, If the utilities want new customers make them go out and pay
for it with their shareholders money — not your constituents money.



Sections 3{m) and 7{b) of S.B. 839 would diminish the Public Uiility
Regulatory Authority’s (PURA) autonomy by requiring them to follow policies
that are developed by the Depariment of Energy and Environmental Profection
(DEEPR) through the CES and other plans. The language in these sections
should be removed so that PURA can make decisions based on the impact that
proposed policies would have on ratepayers, A tolally independent PURA
ensures that ratepayers are protected.

Jim) Nobwithstanding any provision of the general stalules, the decsions of the Public Ufilities
Regulatory Authorily, inchiding, butnot limited to, decisions relaling to rate amondments
arisimi frim the Comprehensive Encrgy Strategy, the Inteprated Resources Plan, lhe
Conservation Load Manaszemend Plan and policies ostablished by the Department of Enervpy and
Crvironmenlal Protection, shall be gmided by such stralegy, plans and policies.

F{b).. The suthority shall requive the ulilization of such new principles and structures Lo the
exten| that the authority determines that their implementalion is in the public interest, as
identified by the Department of Energy and Favironmental Proleclion in the Infeurated
Bosonroes Plan and the Comprehensive Energy Strategy, and necessary or desirable Lo
accomplish the purpaoses of this provision without being unteir or discriminatory or unduly
burdensome or disruptive to any group or class of customers, and determines that such
principles and structures are capable of yielding required revenues. In reviewing the tates smd
rate sbuctures of electric and gas companics, the authority shall Jtake into consideralion
appropriate energy pelices, including those of the state s expressed in subsection () of this
sectlon| be auided by the goals of the Department of Energy and Fnvironmental Protection, a5
described in section 22a-2d, the Comprehensive Bnergy Strategy...

When local family owned home heating oll dealers want to expand their
businesses they have to do so without the benefit of increasing costs to their
customers. We ask that the committee allow for a level playing field so we can
fairly compete.

CEMA asks that the Energy Committee amend the language in H.B. 6360, AN
ACT CONCERNING IMPLEMENTATICON OF CONNECTICUT'S
COMPREHENSIVE ENERGY STRATEGY and §.B. 839, AN ACT
CONCERNING STATUTCRY CHANGES TO ADVANCE CONNECTICUT'S
ENERGY POLICIES to reflect the changes we have suggested in our testimony.

Respectiully,

C A7 4,

Vice President
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Witness: Camile Serna, Gregyg Therrien

Request from:  Public Utilities Hegulatory Authority

Questian:

(REGULATORY CHANGES) Draft CES, Natural Gas Sector Strategy, pp. 143-148. Discuss
each of the regulatory changes proposed by the draft CES in this section and include the
potential impact on ratepayers. Include resource cites.

Response:
The LDGCs provided a set of detailed comments to DEEP on their proposed regulatory changes. Below s
a copy of the scomments provided on December 21,2012 by the LDCs.

"The Draft proposes the establishment of a planned natural gas expansion process, to more effectively
help potantial customers switch to natural gas over a seven year time period. The goal of this program
would be to provide customers who can cost-effectively switch to natural gas the choice to switch more
quickly and efficiently, and cut their heating bills significantly. Savings that, in all likelihood, will flow back
to the local Connecticut economy. To accomplish this, the Drafi proposes a set of regulatory changes
and econamic incentives that, when implemented as part of a coordinated natural gas expansion process,
can reduce the costs of fuel switching, ensure a more reliable gas supply, and help more Connecticut
homeownets and businesses take advantage of fuel savings.

The leval of potential gas conversions envisionad in the Draft represents a significant increase compared
to currant levels. The Gas LDGs stand ready to invest the required capital and resources to ramp-up
convarsions and meet the targets laid out in the Draft. In order to ensure the opportunity can be captured
as quickly as possible to deliver the customer, eccnomic and environmantal benefits identified in the
Draft, the Gas LDCs have develaped four very specific recommendations that, if adepted in the final CES,
will significantly increase the chances of success.
1. Strengthen new project evaluation guidelings (hurdle rate model)
The Gas LDGs support DEEP's recommendations to introduce changas on hew the hurdle rate model
is used and calculated (recommendations 7 & 9). including lhe use of a 25 year timeframe for all
types of customnars and allowing greater flexibility when calculating customers’ main exdension costs
by allowing a “portiolio view™ and allowing the Gas LDCs to forgcast revenues. This support hinges
upon the ability of the Gas LDCs 1o recover prudent capital investments in a timely manner, outside of
a rate proceeding. Details of such rate recovery should be included in the planning document with
PURA, but should be fundamentally supported by DEEP as part of this expansion strategy.




The Gas LDCs propose the following additional recammaendations on this topic:

- Using 4 years of potential revenues from adjacent prospects wha are likely to switch to natural
gas once the new main |5 installed. When forecasting revenues, the Gas LOCs will include
magnitude and certainty of potential load additions over lime and the level of prospacts’
motivation to convert,

Expand evaluation metrics to include societal cunsiderations such as jobs created, savings to the
State, aconomic development opportunity and others jointly identified and guantified with DEER.
In addition, the Gas LDCs recammend including an assessment of enviranmental benefits and
benszfits from economies of scale for each of the potential expansion projects.
Focus on the following types of projects to consolidats:

o Downtown areas without aceess o natural gas

Foad reconstruction being planned by the local government or by DOT

Business parks and industrial parks

Multi-farnily housing, Including HUD managed facilities:; and

Residential neighborhoads with high level of interest as evidenced by factors such as

high call voluma, letter of interests, etc.

Lo B w v |

Implement & new rate design to fund syastem expansion

Changing the landscape to allow more customers to have access to natural gas will require
enhancing Lthe current regulatory framework. The Draft provides an initial outline of a new rate design
that will allow the expansion of the natural gas distribution system {recommendations 8, 10 & 11}
The Gas LDCs believe that these recommendations need to be enhanced in the final CES in order to
provide greater clarity and cerfainty on how this new rate design will help fund the system expansion
anvisioned in the Drafi.

The (3as LDCs agree with DEEP that the recovery of the revenue reguiremeants associated with the
expansicn plan {retum of and on capital investment, depreciation expense, associated incremental
Q&M costs, uncollectibles, income and property taxes) be deone on a timaly manner and propos:s that
this be zet via an annual tracker that is fully reconcilable. Gas LDCs also recommand that target
raturn on equity ["RBOE") for the expansion program needs to ba sufficient to attract incremental
capital and shall be based on the gas LDCs existing ROE and include an additional variable ROE
component based on certain pre-defined pedormance geals to ba agreed upen with DEEF.

In order to recover these revenue requirements, the Gas LDCs propese that a new rate design should
bie put in place. This new rate design would have two different rate componants. First a "Shared
Savlngs Hate' that would have the following characteristics:
Mew customers would be placed on a different rate schadule (e.0,, rate sehedule 24 fora
residential heating customer) that in effect will have its distribution rates increased bya pre-
determined percentage.
This rate may take the form of an increased monthly customear charge, anincrease on the
vaolumetdc charge or a combination of the fwo
A separate Shared Savings Rate would be established for differant classes of customers (e.g.,

residential, small business, and large business) since the economics for different classes may be

differant.

The Sharaed Savings Rate will be caleulated to allow each class of customers to retain the
majority of the differential botwean oil and gas prices. In this manner, the proposal allows
customers to recoup their initial imrestment over time.

The duration of the new rate schedule would be linked to the size of the program

The rate scheduls would ramain with the premise forits required duration, transferrable from ons
occupantiownar ta the next,



Second, the ravenue requirements dollars not collected through the Shared Savings Bate would be
collected manthly from all existing customers through a new rale, the "Systam Expansion Rate™. The
System Expansion Rate would be:

Feviewsd annually and trued up at the end of the expansion program;

Have a duraticn linked to the size of the program.

The System Expansion rate mechanism provides benefils not only to the participating customers, but
to all ether customers as well. Those bansfits are enumerated below:
- Pravides paricipating customers with a level of certainly araund achieving a payback for their
invastmant.
All customets receive the benefits of greater economic activity, more [obs, and a cleaner
anvironment.
As gas expansion occurs, economies of scale are realized as the LDCs fived costs of providing
delivery service will be spread among greater valumes and customers.

Tha Gas LDCs request that DEEP considers and studies this proposed new rate design and
incorporates it into the final CES in order to ensure the Governar and DEEP’s public policy goals are
attained in a timehy manner.

Suppart iImplementation of new custemet financing options by Gas LDCs

The Gas LDCs concur with DEER in ity assessmeant that providing financing options to customers s a

critical success factor in meeting thea geals outlined in the Draft {recommendation 3). The Gas LDGs

stand ready to support the State in providing these new financing options to customers, As such, the

Gas LDCs advance the following specific recommendations to kick start the efforts as soon as the

CES is finalized:

. The Gas LDCs proposs to launch a gas conversion financing program fosused on the residential
segment to fund initial customer conversion costs (eguipment and labor), The program would be
administered directly by the Gas LDCs to ensure it is guickly implemented and linked 1o the
expansion plan emvisionad by DEEP.

The Gas LDCs believe that commercial and industrial custormers have multiple altematives to
finance a carversion, including C-PACE, CLAP's Small Busingss Program, the recantly launched
C&i Altus Conversion Financing and traditional private financing.

Tha Gas LDCs would develop partnerships with third parties willing te finance the conversions
such as cradit unions, local banks and private investors. The Gas LDCs will be raplicating similar
models used in Massachusetts by Mortheast Utilities' subsidiary NSTAR,

The key feature of the program would be an interest rate buy-down to bring customer financing
rates o 1%, The Gas LDCs propose to fund the buy down from a funding peol created through
the allocation of a partion of certain purchased gas adjustments ["PGA") credits such as
intarruptible sales margin, capacity release margin, off system sales margin and pipeline refunds
as outlined by DEEPR in the Draft (recommendation 11). The Gas LOCs balieve that the use of
these cradits to buy down the interest rates can have a significant impact on establishing a
sustainable financing program. For example & $15 million annwal fund, could support close to
15,000 residential buy downs Assumes buying down rates from 7% to 1%, for an average loan of
55,625 (75% of the conversion cost of $7.500} and paid over 5 years.

Interast rate buy-downs could also be offered under a tiered structure, where customers that
choose more energy efficient equipment would get a lower interest rate than those selecting less
efficient heating equipment.

The Gas LDCs would offer an on-bill repayment option if so desired by third parties and end-
customers and after such an option is proven to be operationally and technically feasible.

The buy-down program could be adjusted to offer longertenm payment schedulas for low income
customers andfor landlords with 2-4 Linils.
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The suppori of Gas LDC capacity acquisitions is nesessay tn ensurs suiicient dexibility and relisbility
gxists in potilolic to meet firm growth scensanos

The process of adding interstate pipsline infrastrusturs represents a significant undsaking Tor
pipelines, gas ulilitizs, ensrgy policy makers and regulators. The project sponsor 2ppliss significant
capital and rescurces toa projeet. The regulated structura of the natural gas indusiry requires long
tarm contracts suppcering such capacity prior to its construclion, Any projsct must be desmed to be
intha “public convenience and recessity” to comply with lhe Natural Gas Act and the Fedsral Energy
Fegulatory Commission (“FERCT) must give formal approval of all aspacts of an expansion, after
rgorous revicw,

Currently tha Connacticit LDCs preject a nsed for new long lerm capacily in order to continue to
arovide raliable sarvice to growing firm marksts. These commitments will require long term contracis
{generally 15 years) al higher rates than "rolled in" contracts. The addition of capacity to the region
reaches back decadas and is the reason tha current infrastructure is in place. Significant state
baralits aoenie as a rasult of adding capacity inke Connecticut by enabling the ability to expand
utilization of natural gas to leverage the economic and envirenmeantal advaniagses natural gas can
bring o a heavily ol dependent state.

The (as LDCs are dedicated to fulfilling DEEP's gas expansion goals and intsnd fo make necsssary
lang tarm capacity commitmsnts to ensuro that the gas policy objectives can be achieved, and net be
limited by inadeguate capacity.  Aftsr welghing thes pros and cons of capacity decision sirategies,
aggressive and proactive capacity decisions ars desmead integral to the fulfiliment of the State’s
encrgy geals. The nesd to maks a pipeling preject commitment will be necessary prior o the
davelopment of the gas expansion plan snvisionsd by DEEP in the Draft. As such, in tho linal CES,
DEEP should indicaie its supperl of the Gas LOCs io:
+ Plan on a bast cost basls using the growth projections cutlined in the Drall,

Take into account whare potential system growth will ocour as wall as exisling syslom conslrainis

fo identify capacity commiiments.

Enterinto the necessany commilmants and agreements in order to ensure that DEEMS policy

objectives can ba achiovad, and not te limited by Inadequate capacily.

Wark to get the necessary suppart from PURA for capacity commilmanis.”



4. Thesupport of Gas LDC capacity acquisitions is necessary to ensure sufficient flexibility and refiabilily
exists in porfolio to meet firm growth scenarios
The process of adding interstate pipeling infrastructure represents a significant undertaking for
pipelines, gas utilities, enargy policy makers and regulators. The project sponsor applies significant
capital and resources to & project, The regulated structure of the natural gas industry requires long
term contracts supporting such capacity priar to its canstruction.  Any project must be deemed to ba
in the “public conveniencs and nacessity” to comply with the Matural Gas Act and the Federal Energy
Regulatory Commission ("FERC") must give formal approval of all aspects of an expansion, after
rgoToUs review.

Gurrently the Connecticut LDCs project a need for new long term capacity (n order to continua to
provide relisble service to growing firm markets. These commitments will require long term conlracts
{generally 15 yaars) at higher rates than “rolled in" contracts. The addilion of capacity to the region
reaches back decacdes and is the reason the current infrastructure is in place. Significant state
benefits acciue as a resuli of adding capacity into Connacticut by enabling the ability 1o expand
utilization of natural gas to leverage the economic and environmental advantages natural gas can
bring to a heavily oil dependent state.

The Gas LDCs are dedicated to fulfilling DEEP's gas expansion goals and intend to make necessary
larg torm capacity commitments to ensure that the gas policy objectives can be achieved, and not be
limited by inadequate capacity. After weighing the pros and cons of capacity decision strategies,
aggressive and proactive capacity decisions are deemaed integral to the fulfillment of the State's
energy goals. The need to make a pipeline project commilment will be necessary prior to the
develepment of the gas expansion plan envisioned by DEEPR inthe Draft. As such, inthe final CES,
DEEF sheuld Indicate its support of the Gas LDCs 1o
. Plan on a best cost basis using the geowth projections outlined in the Draft.

Take into account where potential system growth will occur as well as existing system constraints

fe identity capacity commitments.

Enter into the necessary commitments and agreements in order to ensure that DEEP's policy

cbjectives can be achieved, and not be limited by inadequate capacity.

Waorl to get the necessary support from PURA for capacity cemmitmeants.”
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l Clean Diesel Fuel Alllance
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Locemative, marine and non-road diesel fuel slandards besin al laler dates {excepl 10
California).

EPA fuel slandards [or locometive, mwarione and gop-road diesel fizel engines and equipment,
such as tanm or conslrucion cquipment, become effective at dates Iatar than those for
Tighweay vehiclos:

«  [desel fuel intended for lagomotive, murine und mom-roud engines snd squipmen is required to
meet the Low Sulfur THesel fuel maximum specilicalion ol SIH ppoa sulfie in 2007,

a Dy June 20100, the ULETY fuel standird of 15 ppm sul e wall spply wonon-read diesel el
produstion,

& Beginning in 2002, Tocometive and manine dieael el must meet the ULED fuel standard of 13
ppm smlfor

Click here for FEPA Winterizution Standards Letler 11-30-07 (PIIF),
Click heare for Mon-rond ULSE Use Fael Sheet (PO,
Click herve for Mom-rouad Dnese] Pump Labels {PL.

Mon-read Thesel Fuel Standards
Who Coversd Fuel | 2006 | 2007 | 2008 | 2000 (2070 12011 (2012 | 24013 | 2014
Laioc

Refiners & | NOK-ROAD - o e o - o Sl

300+ 500 | 500 | 500 | 15 | 1S 15 15 IS5

Large
Refmers &
Tmporters

LOCOMOTIVE | 500+ | 500 | 500 | 500 | 300 | 300 | 15 15 15
& MARINE Lppm | ppm [ ppm ppm | ppm | ppm | ppm | ppm | ppo

Small

Refiners & [NONROAD. 100 {500+ |500+ 5001 | 500 | 500 | 500 | 500 | 15
: LOCOMOTIVE

Other % MARINE ppin | ppm | ppy | ppm | ppal | ppm | ppm | ppm | ppm

Bxceptions

Lixeepr in Cahfornia, comphance dates lor Non-Road, Locometive and Marine fuels in
the yvears indicated are: June 1 for refiners and ymporters, August | dovwnstream from
relinerics through fuel tenminals, October 1 fuor retail outlets, and December 1 for in-
LS.

In Calilomia, all dicsel fuel transitionsd to UT.ST in 2006, Locomotive and Marine
diesel Tuels were reguired to transition to 15 ppm ULST effechve Januwary | 2007




Connecticut Full Fuel Cycle Efficiency and Carbon Emissions
Residential Hydronic Heating and Domestic Hot Water Systems

Energy Efficiency and Life Cycle Carbon Emissions

A Consortivm of Stote Qitheot Associations commissioned o
GFreenfrolse Gds Profect to study' the fuill fuel cycle efficiency
to determine the energy efficiency and GHE emissions impact
for hydronic heating systems which olso provide domestic hot
water. The research concluded that facusing on sustainabiliny
i the huilf environment requires life cyele gssessments of
opergtiong! building energy systems.  Sustoinable energy
production and consumption should alse require life cycle
tssessments from wellhead to burmer Lig,

Fuel Mix

System Energy Efficiency (Resource Conservation)

Connecticut is projected 1o experience significant changes in
its natural gas supply mix by 20200 Connecticut will see a
significant decrease in gas from Westorn Canada and the Gulf
Coast, increase in gas from the Rocky  Mountzing,
Midcontinent and the Southwest, increase of Gulf Coast LNG
and LNG shipmeants into regional terminals.

Fugl Cycle Emissions

Figure 1 shows the fuel cycle emissions.in pounds of CO;, per
MMBtu of fuel delivered (not including end-usz cquipment
officicncy) for each fuel type in 2006 and 2020, This graph
provides €Oy, emission up to the hurner tip and gives an
emissions impact understanding of potential changes in fuel
mix between 2006 and 2020, Marginal comparisons between
heating oil and biofuel blends should be made versus the
marginal LNG supply. Figure 1 shows that delivered bio-
blends can provide less CO;, emissions ‘than marginal LNG
without taking Tiito account system cfficiencies.
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Figure 1 = Connacticut Fuel Cycle Emissions

“Fina' Report Resource Analysis of Locigy Use ard Greenhouze Gzs
Emssions [rom Kosidertial Soilars tor Soace Heating end Hel Water”,
Brice Hednian znd Anna Hamaozon, ICF Inlerpalicnal, August 2008,

Fage | 1

Brookhaven National Laboratory® (BML} developed an
accuratn method o determine. system Cefficency  for
intograted  heating and domestic hot' water residential
s*..rsl:l:!n-uz4 The BHL model is more accurate in predicting
actual building heating and DHW performance and the
cormonly  used AFUE  methodology. Three bailer
configurations were examined; an average bailer currently
sold, a high efficiency boiler and a condensing bailer,  The
comparison was performed on a 2,500 f* ranch home with 2
basement with typical “code” construction. Figures 2 and 3
provide the total annual resource energy requirements to
provide heating and hot water services to the modeled 2,500
sguare foot house {including encrgy use along the fuel cycle

and  end  use equipment efficicncy). Tatal energy

requirements to provide the annual heating and hot water
services s higher for natural gas for both the average, high
efficiency non-condensing units in 2008 (Figure 2), reflecting
two important factors: 1) large amount of Gulf Coast and
Western -Canadian gas supply, and 2} the appliance and
system efficiency advantage oil and biofuel blends have
versus natural gas and LNG through less water content’,

160.00

1AD.00

120,00
10000 -+
BO.O0
60,00
40,00 -
20.00
0.00

MMBtu f Year

Average High Efficlency  Condensing

Flgure ¥ - 2006 Fuel Cycle Energy

Figure 3 shows that ultra low sulfur diesel {ULSD) and B20
have higher zource energy efficiency than the natural gas
supply and marginal LNG across the baard in 2020.

performance of Integrated Hydronic Syslams, Projecl Reporl, Way 1,
2007, Thomas &_ Bulcher, Brockhoven Mational | zborztan.

AFUL loacs 1o low estimates of the energy savings potentizl of medern,
ircegrated systarns, particularly where advanced controls aso used,

With rospisct to current non-cendensing zppliarces - nzlural gzas
maximum bailer AFUE efficianoy iz 832 and oil mezaimwm bailer sk
elficlzncy is 58% with the reason for fhis cifferantial being the water
contant in the fuel ard resultert comboslion gas dewpoinl affecting
pEOrmarce,

Liquid Fusls Resasmn Cenler
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Figure 3 - 2020 Fuel Cycle Energy

Life Cycle Emissions Comparison

Figures 4 and 5 show a condensing boiler using marginal LMG
supply produces &% less €4, per year than heating ail in
2006 and only 5% less O, emissions than ULSD in 2020.
Remarkahly, if vou compare a high efficiancy non-condensing
boiler uzing LMG supply you find it produces 4% less CO.. per
year than heating oil in 2006 and 2% more CO.. emissions
than ULSD in 2020. In 2006, 2 high efficiency B10: boiler
produces the same CO;. emissions per year as a high
effliciency boiler using LNG and in 2020 a condensing B20
(ULSD} boiler produces 2% less €0, emissions per year than a
condensing boiler using LNG.
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Figure 4 - 2006 Annual £0;, Emissions in Pounds per Yaar

Life Cycle Emissions Planning
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Figure 5 - 2020 Arnual CO2e Emissions in Pounds per Year
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Fuel delivery characteristics will vary dramatically aver time,
as supply sources vary and sustainable alternatives enter the
market, creating complexity regarding fuel switching policy
designed to reduce carbon emissions. Figure 6 assumes a
linear shift in emissions from 2006 to 2020, The liguid fuel
bio-blend (between B10 and BI5} is projected to emit less
Che emissions than LMG going forward from around 2015
based upon this projection.

Clearly, today’s policies and regulations must take future fuel
divarsity Into account Lo prevent unintended consequences

and to deliver the lowest patential emissions solutions.

Page | 2

Figure & = Emizsions for a High Efficiency Boiler over Time

Conclusions

Resource energy analysis and full fusl cycle emissions analysis
are more comprehensive and accurate methods bo assess the
total energy and cmissions impacts of residential energy
consumption, Site  energy  analysis only  takes into
consideration the ultimate consumption stage, Significant
enargy s consumed, with resulting €O emissions, during all
stages of energy use

There are strong energy and environmental reasons, for

combined hydronic heating and DHW systems, to encourage

the development and/or use of:

= Sustaipable biofuels = BS today, B10 in the near futurez and
B20 as supply and technology permit

= ULS Diesel as it becomes available

= High efficiency hon-condensing oil-fired boilers

= Condensing gas and oil-fired boilers

Care should be taken selecting policy approaches that provide
either regulatory mandate or cansumer incentive to change
behavior that may fareclose future innovation.  Eliminating
ailheat dealers of taday wWill alsa eliminate the B20 dealers of
Lormarrow,

Liquid Fusls Rezsarch Center
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Commizsioncer Danisl Esty

CT Department of Energy & Environmental Protection
79 Elmy Street

Hartford, CT 06108-5127

Senator Beh Dufi, Co-Chair

Representative Lonnie Resd, Co-Chair

Senator Clark Chapin, Ranking Member
Representative Laura Hoydick, Ranking Membser
Energy and Technology Committeo

Rocm 3200 Legislative Office Building

Harfford, CT 06108

Re:  Drait 2012 Comprehensive Energy Strategy for Connecticut

Public Act 11-80, An Act Concerning the Establishment of The Depariment of
Energy and Environmental Protection and Planning for Connecticut's Ensrgy Fulure §51,
codified as §16a-3d of the General Statutes of Connecticut {Conn. Gen. Stat.) directed the
Commissioner of the Department of Encrgy and Environmeanial Protection, in consultation
with the Connecticut Energy Advisory Board te prepare a Comprehensive Encrgy Straiegy
(CES) plan. In that same statute, the Public Utilities Regulatory Authority (Authority or
PURA) was tasked with commenting on the proposed plan's “impact on ratepayers”

The Authority approciates the opportunity to comment on the draft CES. In the
attached comments, the Authority does not altempt to arguo ihe merits of the many Issuss
addressed in the CES, hut rathor to assess the impact on ratepayers, As areguilatory and rate-
setling authority, the PURA does not have broad authority to allow ratepayer funds to bo Lsed
for non-utility related purposes.  Ratemaking principles generally do not allow recovery of
invastment that is not currently used and ussful. However, much of the GES is aimed at
societal benefits and investing in the future. The PURA leaves those imporiant issues to the
wisdom of the Legislature.

In complying with Conn. Gen. Stat. §16a-3d(b) directing PURA to comment on tha
proposed plan’s impact on ratepayers, the Authority interprets the dirociive as intended to
measure the impact on ratepayers as ratepayers not the impact to the general citizenry.

Sincarcly,

Kimberley J. Santopiatro
Excculive Sscretary
PUBLIC UTILITIES REGULATORY AUTHORITY

co: Mailing List
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FURA COMMENTS ON THE
BRAFT COMPREHENSIVE EMERGY STRATEGY

EXECUTIVE SUMMARY

The draft Comprehensive Energy Straiegy for Connecticut (CES) enumerates
many socieial goals and concurrently has the potential o cost ratepayers more for
service than they currently pay. Many of the CES proposals rely on assumpiions
that must be closely reviewed to avoid uneconomic outcomes. In some instances,
many cosls are not considered when avaluating the appropriateness of investment,
and details arg not provided to support conclusions.

The PURA addresses the impact that the CES will have on the general body of
ratepayers or non-participanis whe are unable 1o, or choose not to, participaie in any of
the initiatives. One of the aims of the CES |s 1o lower uiility bills for Conneclicut
resldents and businesses. In the long t2rm, such reductions may be possible, but in the
near ferm, the sflects of the CES and other factors, such as nommal utility rate
increasas, system hardening and resiliency expenditures, storm response expenses
and New England electric transmission expansion expenditures that also impact
ratepaver bills will be to increase rates. The general body of ratepayers would provide
funding to subsidize programs that target individuals' specific energy use, and would be
assigned the risk if the initiatives do not meet projeciions. Notwithstanding the above,
the number of variables going forward that could afiect the PURA's ahalysis makss any
prediciion of future savings for the non-participanis speculative.

Due to the unprecedented, large number of electric and gas programs scheduled
to begin almost simuitansously, the Public Utlities Regulaiory Authority {Authority or
PURA) can only properly assess ratepayer impact by viewing the CES as a single
program and racognizing the many concurrent electric initiatives that ratepayers may be
required to fund. The CES programs are not the only drivers that will place upward
pressure on ulility rates as stated above.

The OCC supported a comprehensive cost evaluation as well. | reguested that
the DEEP engage in an analysis of the impacl on bills of all oi the various programs and
initiatives that are on the horizon, rather than evaluating each in isolation.’ As concrete
initiatives come befors the PURA, it will review and decide upon proposals that will have
specific raiepaver impact. The Authority provides the following points on the major
issues discussed in the CES that will have an impact on the slectric distribution
companies' (EDCs) and gas |ocal distribulion companies’ (LDCs) ratepayers.

« The EDCs and LDCs proposed three-year Conservation and Load
Management (C&LM) budgets totaling 51.246 billion, which would be
reflected in ratepayers’ monthly bills it approved. $See, Section IILA.
Conservaiion Budgets and Programs.

1 DCC Dacember 21, 2012 Wiitten Comments soncerning the deaft 2012 Comprehensive Enargy
Strategy, po
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Tho T3 siatad thai ratenayers cannot indaiiniizly suppoit the bulk of shetgy
efficiancy oragram budgsts. Energy efilciency proposals shoulo cenigr on &
ahit from a reliance on radepayor iunding o one that nas a much greater
focus on oivate capital lsveraged by limitsd govemment funding, wiieh
lcesens ibe impact on public utility aiss. See, Section llI. Energy Efficisncy

The CES stated that Bl financing must nave snforcemeant mechanisims that
lower lenders’ nisks. With or without onforcemsnt machanisms, on-hill
financing may havs the potential to increase uncolleciible accounts that would
affect the general ratepayer rates. Service termination, as a par of these
programs, should be limited o what is containad in current siaivies relaled o
non-payment. See, Szction 1.0, Upiront Capital Outlay.

The CFS suggesied thai landlords may be relusiant fo paricipate in the
state’s energy efficlency programs if thelr properiies have health and safety-
ralated codo violations, such as asbesios, mold, ar "tnob-and-tube” aleciiic
wiring. These code violations would have ic be remsdied before a home
cnergy audit could be performad. Although the detalls of any such program
are not stated in the CES, the PURA is cancerned with the potential of
ratepayer funds baing used to remedy landlord cods viclations. Sze, Saction
1.0, Upfroni Capital Qutlay.

Connecticut has the hignest renewable poriiclio standards (RPZ) and the
legst renswable sources of any New England siate. The CES
recommended a rapid expansion of in-state renawablz power. Additional
renewable sources of energy are likely to raise cosis and ulimately raigs
as a result of ihe subsidies that are given o renewables. S2e, Section
IV.B. Benawable Power.

The proposed expansion of an estimated 900 milzs of naw gas mains io the
LDCs' disiribution systems and the addition of 305,000 new fiim cusiomers
would be a 53% increase in customers.  sSuch growih is In conirast to ihe
LDCs’ addition of 57 miles of main in 2012 and ihe average growth rate ovar
the past asven vears of approximaisly 1.1% per year. Ses, Ssction V.
Matural Gas Expansion Plan

The LDCs stated ihat the implemeniation of the CES's proposed gas
expansion plan could not be done withoui increasing customer rates or
charges. Sez, Section V. Natural Gas Expansion Plan.

For the proposed ofi-main customer expansion, the average capital cost o
connest. one new coff-main  customer would be $16180, which is
approximately four times highar than the CES estimated cost of $4,288. See,
Seciien V B. Oif-Bystem Capiial investment — Seqgmeni B.

The Authority con
giztybuiler-onby i T

Ll

ducted s own analysis and camparsd ouay's averages
ar all three LDCs somaincd with the average kil ibst



would exist for all 883,850 customers in year sevan. [he Increase in the
avarage disiribution-only bill weuld be 37%. Ses, Section V.C.3. Increase o
Average Distribution-Cnly Bill

The substantial proposed expansion of the natural gas system could result in
an additional increase of $2.26 billion In rate base and may not gecur without
funding from all natural gas ratepayers and potentially all state residents.
Historically, the Authority has made every effort {o prevent subsidies between
customers and customsar classes including minimizing existing ratepayers
being responsible for reducing the cost 1o connect new customers. See,
Seciion V.C 2. Bevenue Requiramants.

It i& premature to provide a full revenue requiremeni calculation for the
estimated $813 milllon cost to provide services o 177,000 poiential new on-
main customers and for the estimated 51.4 billion cost to provide services (o
89,000 potential new off-main customers. However, the LUGs estimated that
the additional annual revenue requiremeant associated with the proposed on-
main expansion is approximately 20% of the additional annual rate base
amount. Hence, the LDCs calculated an estimated peak annual revenus
requirement of approximately $163 (5812 x 20%) million for the on-main
expansion and approximately $238 (51,400 x 20%) million for the off-main
expansion. See, Section V.C.2. Bevenue Requirements.

At present, there are noi enough construction crews in Connecticut to
implement the proposed expansion plan as described in the CES. The LDCs
indicated that It could take a vear o frain new construclion crews plus
contractors from outside the state want long-term contracts before committing
io a project. During 2012, the three LDCs installed a total of 57 miles of
mains for new business and 6,250 services. The Authority estimates that the
LDCs would need to add approximately 200 new crews to install the 800
miles of new main and 305,000 services, which would increase cost and
impact ratepayers. See, Section V.C.4. Consiruction Crews,

Under the proposed expansion plan, the minimum estimated incremental
capacity required {o meet the increased dermand for 305,000 new clstomears
would be approximately 280,000 Mcf and cost an additional estimated $21
million annually for which all existing raiepayers would be responsible. See,
Section V.D. Gas Supply.

To the Authority's knowledge, the LDCs have not had any reliability issuss in
the recent past, and it only becomes an issue when a LDC does not have
enough peak day supply to meet axisting firm demand or uses interruptible
supply to mest firm load. See, Section V.D.5. Reliability of Nalural Gas.

Elactric reliahility issues related to large gas-fired generators in New England
have occurred in the recent past due fo intermuplible gas supply being used by
a number of generators mstead of firm supply io produce eleciricity. These
issues currently are being discussed 0 the Federal Energy Regulatory
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Commission’s Occke: ADZ2-12-00, Coarginaticn beiwesn Matural Sas soo
Elzcivic Mailkets, Soe, Ssction V.0L3, Relizibiliv o Mafural Gas.

s Seme of the CES's proposals wauld result in an fncreass in pipeline dameand
charges, a reducticn I non-firm margins (NFMs), and a 35 month additions)
distribuiion charge. The pioposed A75% decrease in NFM lo subsidize ihs
addition of the new customers would result in 2 $35.5 million inerease i the
gas costs for all ratepayers hased on 2012 data. These spaciiic proposals
would rasuli in an Increase of $18.18 to $27.62 fo one speciiic menth Tor an
average residential customer. Ses, Section V.D.5. Impact of Ceifain [fems on
All Natural Gas Ratgpayers.

@ The total estimated cost for the connection of the proposed Segment &,
89,000 aff-main customers is $2.04 billion, which does not include any oiher
costs such as system costs, operation and mainienance costs, gas costs, and
adrinistrative costs. At the completion of the axpansion, the estimated cost
of eonnecling a new residential heating customer would be $15,126 and for a
large C&l 75 KW co-generator, 52 8 million. Sse, Ssction V.E, Segment B —
89,000 Customers.

The CES focusad on sirategies for ensrgy sfiicisncy, renewable power, industiial
snergy needs, elsctric supply, naiural gas, and transporiaiion. The PURA issusd
discovery requests to the EDCs and the LDCs in an effort to avaluaie the CES
proposals and the impact on ratepaysrs., Answers o these discovery raquesis waro
the subject of technical meetings held on January 28, 2013 and January 29, 2013.
During the Authority's review of the information provided by the uiilities, it becams
apparent that the ability to quantify individual program costs with precision Is limited.
The totality of program costs will need fo be understood before funding is advanced for
individual programs. The Authority providos cormments on the impact on ratepayers
regarding all of these areas and, In particular, the natural gas expansion plan.
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PURA COMMENTS ON THE
DRAFT COMPREHENSIVE ENERGY STRATEGY

. ENERGY EFFICIENGY STRATEGY

The CES contemplated substantial increases in energy efficisncy spending for all
cusiomer sectors2 The effectiveness of any expended conservation dollars must be
avaluated through proper cost bensfit analysis to ensure thal customers are receiving
greater benefits on conservation programs. The Authority agrees ihal the energy
afficiency proposals should center on a shift from a rellance on ratepayer funding ic one
that has a much greatar focus on private capital leveraged by limited government
funding® The PURA assumes thal the more expensive options that would either
Involve taxpayer funds or result in unacceptably high rates will not proceed. The
Authotity notes that The Connecticut Light & Power Company (CL&P) asserts that
the five proposals in the CES, if implemented, may aifect the reliability of the CL&P
electric distribution system. In addition, CL&P argues that all of its distribution
system customers should not subsidize the cosis to provide premium reliability
service to a select few customers and/or municipalities.s  While additional
conservation, if swccessfully implemented, could lower bills, the PURAs recem
expenence indicates that this has net occurred.

Finally, the Authority agrees with the OCC that over the next three vears, electnc
bills paid by Conneacticut’s EDC customers will experence upward financial pressure
from many different sources. These include a wide range of renewable energy project
initiatives under development, system hardening and resiliency expenditures, storm
response expenses, additional investments In electric transmission system projecis
throughout New England, potential distribution rate increases, and over-market
purchased power contracis for new gas-fired generating facilities. According to the
QCC, these Initiatives are estimated to increase overall electric rates for Connecticut
customers by a total of $1 billion for the period 2013 to 2015, yet they do not appear o
be factored into the DEEP's analysis in the Efficiency Sector of the CES.5

A, CONSERVATION BUDGETS anD PROGRAMS

On November 2, 2012, the EDCs and the LDCs filed their respective proposed
three-year conservation budgets in the Connecticut Energy Efficiency Fund's
Conservation and Load Management Plan for 2013 through 2015 (C&LM Plan).® The
thres-yzar CLEM Plan contains two related yet distinet plans comprised of two different
levels of proposed funding, a Base Plan and an Expanded Flan. The Base Plan
reflected the standard three-year budgets and savings asscciated with the traditicnal

CES, p 11,

GES pia:

CL&P Bespeonse o DR-GT, pp. 1-3.

OCC Comments, gp. 8 and 9.

Daocket Moo 12-11-04, FURA Review of the Connecticui Srergy Efficiency Fund's Gas Consenvalion
ang Load Mansoemenl Blan for 2013 through 2015,

| B e R © s S




funding, and the Expanded Plan described Increassed funding levels.” On February 25,
20153, the EDCs and LDCs refiled the entire C&LM Plan with certain revisions that
increased the combined three-year budgets by §11.7 million. For the next three years,
the EDCs proposad a combined Base Budgat of 5307 million, an Expanded Budget of
$743 million, and a total budget of 51.1 billion. The LDCs proposed a combinad Base
Pudget of $72 milion, an Expanded Budget of $124 million, and a total budget of $196
million. The proposed total EDC's and LDC's conservation budgsts aver the next three
years is $1.246 billion. The following is a breakdown oi the EDCs and LDUs proposed
base and expanded budgetis for the next three years.

EDCs REVISED PROPOSED COMBINED BUDGETS

Year Base Budgst Expandad Budgel Total Per Year

2013

$101,454, 742

5185432, 432

$206,6887,174

2014 $102,275,794 $248,142 964 $348,418,758
- 2045 $102,838,953 $301,745,735 5404.584,688
Totals $306,569.489 $743,321,131 $1,045,890,520

LOCS REVISED PROPOSED COMBINEDR BUDGETS

Year Base Budget Expanded Budgst Total Per Year
2013 $24,118,792 537,422,835 $61,541,627
2014 $23,539,158 #d1,962,303 $65,501.462
2015 $24,061,516 $45,038,883 $60,100,209
Totals 571,718 467 $124,424,021 $196,143,488

CA&LM Plan, pp. 24, 893, 320, & 397.

Funding for conservation programs currently allowed io be recovered in customer
rates include only the base budget amounts approved for 2012. Base levels for glectric
C&LM are funded through a 3 mill / KWh charge on CL&P and The United llluminating
Company (U1) customers’ bills. Naiural gas expenditures are funded through a
conservation adjustment mechanism (CAM) imposed on Connecticut Natural Gas
Corporation (CNG), The Southern Connecticut Gas Company {Southern), and Yankee
Gas Services Company (Yankee) customers.

The proposed expanded poriion of electric C&LM funding represenis a 243%
increase above base spending. Below is an illustration of the annual impacis under
average levels of consumption for various rale classes. This impact is at the base
proposed levels of electric CALM spending for CL&P and Ul cusiomers® The CES
estimated that all cost-effective spending could be approximately $327 million annually,
an increase of $85 million above the total proposed base and sxpanded budget through

TOCAELM Plan, pp. 1 and 2

 ld.
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20229 Approximately 822 million is funded from sources other than the 3 mill / kWh
charge." These additional funding sources are held constant and removed from the
total in determining a going forward conservation charge. As the current 3 mill / kKWh
charge is set to generate approximately $84 million, an increase to 5271 million ($327
million - $22 million of other funding - $34 million natural gas conservation) would
represent a 223% increase in the mill rate. Below are the annual and 10-year

projections under the all cost effective scenarie, which eguates to a rate of $.00969 /
KW h.

All Cost Effective Budgst Conservation Contributions from CL&P Customers

A | B c D
- Average Annual 2013-2022
Annual 2071 Gonsarvation Conservation
Cusiomer type or class Consumpiion Contribution Contribution
{kWh) (B *%.00869 KWhY | {C" 10 yrs)
Hesidential Custornars
Incoime Eligible 9,665 $93.56  BE3R.AT
Electric Service i B510 H83.54 $333.45
| Electric Heating 13,215 $127.82 51,279.21
Time of Use/Day 12,750 | $12342 5123420
C&l Customers - '
Averago C&l B Mot Provided Mot Provided Mot Providad
| High G&l {actual usage) | 186422308 | $1,223697.94 $12.287,679.41 |

2012 Electric C&LM Degision, p. 8.

All Cost Effective Budget Conservation Contributions from Ul Customers

A = I B
Average Anmnual 2013-2022
Annual 2001 Conservation Conservation
Customer typ2 or class Consumption Contribution Contributions
(kW (B * 5.0096% kWh) (C~ 10 yrs) I:
Residential Cusiomars _ _
Income Eligible 6,728 $EE.11 5651.08
Average Residanlial i 6,804 $es.86 $E58.63
Tima of use 13.028 _ 3126.11 51,261.11
C&] Customers y ;
Low uso Cal 30,842,000 $299,518.56 $2,895,185.60
Average C&l B0,048748 | 5531,271.B8 §5812 71881
High G&l 120,220,255 | $1,163,819.19 511,638,191.88 |

g,

The 2012 base and expanded budgets for the natural gas conservation programs
are listed below. Charges for natural gas conservation under the CAM are determinad
by an approved natural gas conservation budget spread over the forecast sales for
which the budget will be in place. The percentage increase listed below reflecis the
CAM line item increases for the expanded budget by rate class.

3 CES,p. 11

W Decision dated August 8, 2012, Docket Mo, 12-02-01, PURA Heview of the Energy Efficiency Fund's
Electric Conservation and Load Management Plan for 2043 {2012 Electric TALM Dacisian), p. 7
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| Expanded
Yenkes Bass Budgst % Increzss
Residential 3,814,000 3 6,198,350 B3%
Cal 42 850,000 5 6,257,075 120%
Administrative S 394,500 F 891,750 205
Total 57,088,500 | $13,047,184 85%
' - Expandsd
CNG Base Budget % Increase
Residential | 83371172 & 5,656,820 B5%
cal | $2,350,000 $ 4,555,751 94%
Adminisirative $ 355500 | % 533250 50%
Total $6,076,672 | $10,645,821  75%
Expanded
Souihern Base Budgst % Increase
Residantial $5,436,803 $ 5,993,173 i -
 cal $2 200,000 S 3,984,561 81%
Administrative $ 355,500 5 533250 50%
| Total $5.992,303 | $10,510,984 78%

Decision dated January 4, 2012, Docket No. 11-10-02, PURA Heviaw of the Connecticut Energy
Efficiency Fund’s Gas Conservation and Load Management Plan for 2012, pp. & and 7.

The CES proppsed a dedicated surcharge on fuel oil prices to fund oil efficiency
programs that increase efficiency for oil customers. LUnder this proposal, customers that
are on-main and do not fully converi to natural gas {(non-heating only), would be subjact
to three conservation charges (electric, natural gas and fuel oil). This is noteworthy as
there are approximately 63,000 non-heating customers among the three LDCs.

B. FINANCING ENERGY EFFICIENCY INVESTMENTS

The CES indicated that a critical element of the energy efficiency proposals
centers on a shift from a reliance on ratepayer funding to one that has a much greater
focus on private capital leveraged by [imited government funding.’? The Authority
endorses the concept of this shift, especially in light of an estimated 262% increase in
spending that the CES endorsed. More private capital included in financing energy
efficiency will lessen the effect on public utility rates. Over time, this initiative should
allow ratepayer furnding to be scaled back. The CES also advocated regulatory
changes In the PGA credil sharing. Specifically, the allocation of PGA credits would be
for an interest rate buy-down to bring customer financing rates to 1% instead of being
used to reduce rates generally.12

Presently small business owners can receive loans for efficiency upgrades from
the utilities at ratepayer-subsidized inferest rates. The loans are then pald back on
utility bills with no enforcement mechanisms, such as the ability to shut off senvce io

" CES, p. 13,
12 CES, p, 139: Hasponas to DR-31.
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customers who default on the loans.®  Aliermaitive financing, and ihes concurrent
dacraase in ratepayar funding should be included in the planning horizon ™ Failure o
specify the amount and sources of fuiure financing will not allow market players (o plan
efiectively and may create a markel expeciation of continuous ratepayer funding that
will prove difiicult to reverse later. The best way ic ensure consistent funding for energy
efficiency is to diversify the revenue sources that suppori tham. Further, the CES stated
that ratepayers cannot indefinitely suppent the bullk of energy efficiency program
budgets.1a

C. HoME ENERGY SOLUTIONS PROGRAM

The CES stated that of the 251,000 custemers eligible for the Home Energy
Solutions Program (HES Program), only 74,000 residents have paricipated since
2007 % There is.a nead to review the geals. incentives, and ratepayer bensiiis of
efficiency programs prior to expansion of the HES Program o ensure efficient use of
current ratepayer funding. Any fyps of program should ensure that cusiomers are not
being overseld on the benefiis of conversion and understand all of the ramifications and
costs of a changeover.

The CES indicated that the HES program has over-rewarded companies that can
perform the initial audits en masse. The CES recommended that a scorecard be
developed to evaluate contractor performance, fested and refined to make it as effective
as possible.’ The PURA is concerned that financial rewards to contractors are linked
to the number of customer conversions that are achieved, Any over-rewarding of
contraciors would result in an increase in conservation expenses, impact the cosi
benefit analysis, and uliimately ratepayers through higher rates.

D. UrrronTt Capimal OuTLAY

The CES concludsd that the major bairier- to customers seeking deesper
efficiency measures s the upfront capital ouitlay. For residents who heat with oil,
converting to more energy-efficient less expensive naiural gas has an average
rasidential cost of $7,500. Conn. Gen. Stat. §16a-40| direcis the DEEP {o esiablish
residential heating egquipment financing through on-bill financing or by other means
The CES stated that bill financing must have enforcement mechanisms that lower
lenders' risks.’®  This suggestion guestions the effectiveness of ulility company
enforcement meachanisms. With or without enforcement mechanisms, on-bill financing
may have the potential to increase uncollectible accounts that would affect the general
ratepayer rates. The OCC disagrees, for consumer protection reasons, with allowing
utility shut-offs for nonpayment of loans.’® The PURA believes that service termination,

T3 -CES, p. 25

12 QCC Comments, p. 7
15 GES p.B.

18 CES, p. 21.

17 GES, pp. 21 and 253,
18 CES, p. 40,

18 GO Comments, o0 2.
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as a part of these programs, should be limited to what is contained in current statutes
related 1o non-paymeant.

The CES suggested that landlords may be reluctant to participate in the stae's
energy efficiancy programs if their properties have healih and safety related code
yiolations, such as asbestos, mold, or “knob-and-tube” elecinc wirng. These code
violations would have 1o be remedied bafore a homea ensrgy audi could be petormed.=0
Although the details of any such program are not stated in the CES, the PURA is
concemed with the potential of raiepayer funds being used to remedy lanclord code
viclations.

1. ELECTRICITY SECTOR STRATEGY
B DecrEASED ELECTRIC PRICES

The CES noted that a number of factors have decreased prices for eleciric
consumers.2! COne is a large dacline in the price of natural gas coupled with the fact that
45% of the generation mix in Connecticut is gas-fired. A smaller portion of the decrease
is due to the expiration of the recovery of stranded costs by the Competitive Transition
Adjustment/Systern Benefit Charge. The reduclion in current electric prices should not
be seen as a permanent reduction.

The largest factor in the current electricity price decrease in natural gas
commodity price subject to volatility. The cost of gas is projecied o increase by 2017 22
Therefore, the current electric price decrease should not be ireated as "found monay”
for other programs. This cushion should be preserved, as any other approach would
have a significant impact on consumers when commodity prices increase as expected.
The OCC argued that the “allin” price for elscticlty paid by customers may have
already ebbed, even adjusting for inflation.”

B. BenEwaRLE POWER

Connecticut has the lowest amount of renewable resources of any New England
state and the highest RPS siandards. Under the cutrent structure, entilies serving
Cornecticut's load routingly fail to meet the current RPS goal, The CES called for a
rapid expansion of in-state renewahble power while also supporting a regional
collaboration to procure the most cost-effective oul-of-state renewable resources.®
Additional renewahbles sources of energy are likely to raise cosis and ultimately
ratepayer rates and bills as a result of the subsidies given to renewables. The process
of rapidly expanding in-state renewable power is costly given Connecticut’s limited
renewahble resources. A comprehensive and imparfial cost-benefit analysis should
precede any further ratepayer commitment to renswable energy projects to ensure that
the estimated impact on gustomers is understood prior to investment in a strategy.=s

20 CES, p. 32.
21 CES, p 74
2 CES, p. 81.
23 QCC Commenis, p. 28,
=1 CER, p. B2,
25 Ul Response to OR-GEZ,
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Based on the potential availability of renewable resources in Conneciicut, the fact that
consideration is being given to raising the RPS target above the current 20% target by
2020 is of concem

The potential cost impact that pursuing wind and solar resolrces would have on
ratepayers needs to be assessed. The polential for in-state wind generation is limited
since Gonnecticut lacks the geographic characteristics of MNorthem Maine, New
Hampshire, and Cape Cod. In 2012, the Authority established a $1 billion zero
emissions REC (ZREC) and a low emissions REC (LREC) program.2® Conceming the
ZREC pottion of that program, solar only has a load factor in the 15% 1o 17% range.
The CES stated that “[ulnless regional development of renewable resources and
enabling transmission accelerates, Conneclicul cusiomers could face Aliernalive
Compliance Payment (ACP)27 obligations of more than $250 million {in 2012 dollars)
annually by 2022 under the structure of the existing RFS."2%  All else being egual,
increasing the RPS weould only increase these obligations.

C. NucLEAR AND NATURAL (GAS GENERATION

The CES pointed to Connecticuf’s reliance on nuclear (47%) and natural gas
(45%) generation, which accounts for 92% of the current electric generation. While
these sources meet current needs, this limited diversification in generation exposes the
state to both price and reliability risks.2® The CES called for an electricity sector that
nas greater flexibility, more diverse sources of supply, a higher use of renewable energy
and a commitment to capacity increases in step with demand growth. Connecticut is
part of a regional wholesale market, so diversity is viewed as a regional and state issue.
There is no dispute that these are worthy goals, however, achieving these goals in
unison rmay prove to be difficult and costly. Increased flexibility, diversity of resources
and a higher use of renewables will lIkely not lead to reduced electricity costs.

The CES pointed fo potential ptice spikes in natural gas as being problematic.3©
Potential price spikes have implications for the natural gas build-out and customer
conversion program that the CES contemplates. Additionally, potential price spikes and
the effect that they may have on the projected custormer savings are of major concern
from a ratepaysr perspective. MNatural gas price volatility has the potential to be the
single largest factor affecting ratepayers due to its significant impact on customers’ bills.

D. CLEAN EMERGY RESODURCES

The CES stated that regional coordination and federal regulation to phase out
dirty power planis within and beyond the state's borders are neesded to address

26 See Decision daled April 4, 2012 in Docket Mo. 11-12-08, Joint Petition by The Connecticut Light and

The ACP is a penalty to be paid by ratepaye'r“:_j_i;l. the ovent that the 2020 goal is not met.
28 CES, p. 82.

28 CES, p. 82,
W CES, p i1,
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Connecticut’s air guality 1ssucs effectively® They will, however, coma &l a price of
highar rates to ratapayers. Matching the bansfils with the costs is oriical.

1. Landlord Gensration and Sale of Electricity

The CES recommended that the state allow "submetering” of &leciiiciy produced

on site by a landlord in 2 mulii-icnant building. The arrangemant described n the CES
iz a limited case of submetering.® More generally, submeiering is the praciice of a
landlord individually metaring the eleciric usage in a muliiHenant building, regardless of
who supplies the eleciricity, with a master mefer installed by the electric uility. A
master meter measures ihe electiic usage of the enfire premises. Billing of each tenant
is based on the billing rate for the electrieity consumed, and a landlord may not chargs
more for eleciricity than the utility rate applied to all cansumption metered ai the main
meter. Unless safeguards are put in place, clectric submetering could be harmiul o
tenants of buildings. !t sets up a monopoly amangement, whereby landlords may
charge tenants excessive rates for eleciricity, subject io minimal protection or
ntervention from a regulatory authority. The tenants cannaot Dpt out of such an
arrangement, chooss an altemate electic supgplisr, or participate in ulility-sponsoresd
consarvation programs, since they are not uiility customers.

2, Financial Implications of CES on ENC Ratepayers

The cost of eguity was an important consideration in the CES because it affects
the utility service rates paid by all customers. One of the risks affecting squity costs and
typically faced by EDCs is the volaillity of sales revenuss. The EDCs’ sales revenues
are negaitively affected through lost revenues resulting from conservation and load
managemeant measures. To mitigale the loss of revenues by the EDCs due io
expanded conservation and lead management, the CES advocales decoupling.
Decaupling is a regulatory mechanism that enables a utility to recover iis allowad cosis
even as sales decline dus to efficiency gains.

In 2008, the Authority established a decoupling mechanism for Ul on a pilet basis
that providas for the difference hetween the aciual revenue collected as compared fo
ihe allowed revenue set by the Authority to be trued up In an adjusiment mechanism.®®
For CL&P, the Authority implamented decoupling through rate design in 2007 and then
denied full decoupling in 20103 The unanficipated loss of revenues from increased
conservation reduces esxpected returns and may be perceived by invesiors as an
increase in risk. Ul and CL&P argued that their ROEs should reflect this increase in risk
and called for higher allowed ROEs in their respective rale cases, all other factors held
constant. Howsaver, all other factors ars usually not held constani. The key
considerations are whather ensrgy efficiency investments increase or lessen revenue
volatility, whether the expected loss in revenues is accounted for in setting rates, and

2114,

42 GES, p. 107.

23 DLuiaif.'In -:'" stz FF‘bI'JnI'}F 4,.2008, W Dockst Ne. €8-07-04, Application of The Upided [Tuminating
2 lts Rales and Charres
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whether revenus volatllity is mitigated threugh rale design or bue-up mechanisms,
Increasaes in required ROEs should be avoided, as they sguate to higher rates for
customers.

Hi. NATURAL GAS EXPANSION PLAN

The CES proposed an expansion oi an sstimated 300 miles of new gas mains (o
the LDCs' distribution systems and the addition of 305,000 naw firm cusiomers
consisting of on-main customers (Segment A, 216,000) and off-main customers
(Segment B, 83,000).% The proposed expansion represenis a 53% increase in
customers over the LDCs' December 31, 2011 578,860™ existing meter/cusiomer base.
That growth is in contrast to the LDCs' addition of 57 miles of main in 2012 and the
average growth rate over the past seven years of approximately 1.1% per year. Given
its size, the proposed expansion could have a sigaificant impact on all gas ratepayers
depending on how much of the expansion needs to be subsidized by existing
ratepayers. | is estimaied that 250,000 dekatherms of incremental capacity will be
needed to provide service to these new customers.?? Existing ratepayers may end
up being responsible for the cosi of this capacity before new customers are
connected to the system. The cost of the incremental capacity is currently
unknown. Adequate gas pipeline capacity is both a short- and long-term igsue and may
not be available in guantities to support the scope of the prapesed expansion plan.

After the CES plan is approved, the LOCs plan to file a joint plan that propeses to
expand natural gas conversion activities over the next seven years fargeting cost-
effective potential on- and off-main cusiomers, The plan would be developed In
consultation: with the DEEP and submitied to the Authority for approval.®8

A Ou-Main CAPITAL INVESTMENT — SEGMENT &

The CES stated that the LDCs astimated that there are about 177,000 homes
and businessss in Connecticut lecated on-main that currently have ne gas service. In
addition, that there are 39,000 non-heating gas custormers that have the potential 1o
convert to heating. The non-heating customers will have the same overall conversion
costs as the “on main” customers (&.g., for equipment replacement); however, the gas
companigs incur little to no distribution infrastructure ceosts when the customer converis,
li appears that the CES used for purposes of its analysis, 216,000 (177,000 + 39,000)
new Segment A customers, 89,000 Segment B customers for a total of 305,000, In
reading this portion of the CES plan, the Authority used the plan’s assumption of
305,000 new customers. These numbers do noi malch the customear numbers
presented by the LDCs. The CES calculated the estimated cost lo convert 218,000
Segment A customers {o be approximately $815 million 32

35 CES. pp. 5, 124-1286;

3% Tha LDCs latest matar count was 578,890 [CNG, 173.217; Southermn, 193,362; and Yankes, 212,371)
as of Decembar 31, 20011 CHG, Scuthermn, Yankes FERD Form 28 Whils some customers have mars
Lhan ans rmetar, the bllling is the seme as i sach metsr was anothar customer

4 Response to DR-15.

28 CES, p. 135

50 CES, pp.128-148; NMesponse o DFES Questions, dated August 17, 2012, p. 1, Table.



Ths Authorfy anayzed the pofential rate impact on exisling raizpayars
aesociated with ihe 218,000 on-main Segment Acusicmers. The CTES datined a now
firen rasidantial en-main customel a3 one thai is located within 150 fest from an exisiing
nziural gas main,  Lnder this assumoiion, ne main sxiersion would e needed o
convart thess cusiomsrs to naiural gas. The =S furthor cstimaied that the average

cost for service and meter installations would be $4.283 for a new residantial customer.
47,669 for a commercial customer and 511,504 foran industrial customer.™”

Under ths LDCS proposal, any residential customar within 150 fest of an exisling
main would be considerad an average customer. The Hurdle Raie™ would not be used
for that customer even if a short extension of new main were required to connaci them
io the existing sysiem* [i is unclear how the LDCs define this distance. Une
interoretation is that the lengih of pipe put in the ground to serve the cusiomer musi be
no longer than 150 fest. Another is that the 1580 feel Is the [inear distance in a straight
line from the main to the home across a customer's property. In ihe latier case, the
actual length of new main plus the service could be greater than 150 feet, while tho
warding of the definiticn is still mei. The definition of whether an averags naw cusiomsay
is within 180 fest of an existing main must be clear and unambiguous. [ speciiically
should indicate whether 150 [cet from an existing main is for the langth of a ssrvice or
naw main nlus the sewice length. Depending on how the 150 fzet is defined, the total
cost to provide sewvice to a customer would be higher or lower uliimately afrzciing the
capltal costof serving that customar.

=] Dee-SysTem CARTAL INVESTMENT - SEGHENTH

Tha CES cited a Departmant of Economic and Cormmunily Development (DECD)
study that indicaied thers was a polential of 89,000 new ofi-main cusiomers (Segmeni
B) within Connecficut. # The DECD study siated ihat the LDCs would have to add
almost 800 miles of new natural gas mains during two, five-year periods® The
Authorily developed the analysis below showing the potential impact 1o raiepayers
associated with the axpansion plan far the off-main customers cited in Scgmeni B,

Far the cost per mile of oif-main, the CES usad different numbers than those
provided by the LDCs. The CES estimated the capiial cost to add 88,000 customers 1o
ha approximately $1.44 billion. This number includes $926 million for the 800 miles of
new distribuiion mains over a seven-year period and $512 millien for sarvices and
meters.’® Based on the Sagment B total capiial invesiment of $1.44 billion, the
Authority calculaied the average cost per new off-main customer of $18,180 {$1.44
billion / 83,000 new customers). This cosi is approximately four times highar than the

0 GES, pp. 121 and 124.

N The Husdle Rats is o celewlalion whereby the gas company would invest (snd fhen iecover from
existing ratzpayers) tho costs of expanding the distribuiion system fo add a new customer T ths
oupected inersase in revandes from supplying natural gas lo the new customear is sufiicient to racaver
bicith the costs and tha associaied utility rate of return ovora speciiic sertad of time.

=2 Ty A/20013, pn, 459-465

23 I 20dd, Conrecticut’s LOCe comeissiorad the DTED fo produes s udy of The Scoromic Immaet of
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ZES, p. 128
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CES estimated cost of $4,283 for a new on-main customer.  As with all capital
invesiments, the LDGs' sharehclders initially fund ihose cosis in excess of ihe
contribution-in-aid-of-construction (CIAC). Subsequently, each LDC could request, in a
future rate case, recovery from ratepayers for such items as their capiial investment
through the rate of return (ROR) on raie base, depreciation, and taxss on the 5144
billion associated with the addition of 83,000 customers.

. IMPACT OF THE EXPANSION ON RATEPAYERS
1. Ratz Base

The CES estimated the total proposed cost for Segments A and B customers to
be $2.26 billion ($815 million for on-main new customers + 31.44 hillion for off-main new
customers). This amount does not include any expansion costs upsiream of the new
customers or peaking iacilities that may be necessary to support the addition of the new
customers. CNG and Southem have preliminary information conceming the expansion
af the LNG facilities; however, neither company has issued bidding documents for the
project. CNG and Southemn belisve the expansion is econemical but will not have a
reasonable cost estimate until bids have been recaived from contraciors 1

As of December 31, 2011, the LDC total rate base numbers for Mains, Senvices,
Meters, and Meter Installations accounts was $2.08 billion as stated in their annual
reports.¥”  Acceptance of the CES' proposed expansion plan would result in an
additional increase of $2.26 billion in rate base. This increase would more than double
the LDCs' latest rate base of $2.08 billion for a tofal plant investment in those accounts
of §4.34 billion at the end of seven years. The 34.34 billion does not include any other
plant additions occurring during the seven—year period. Finally, the CES did not provide
a breakdown of the capital investment cost between sevvices and meters. Therefore, it
is unclear if the capital investment associated with meter installations was included in
the CES capital investment for Segments A and B If it was not included, ithe capital
investrmant amount would be higher, increasing ihe revenue reguirement and
conseguently increasing rates.

As part of the expansion plan, the CES recommended that the Hurdle Rate
payback period be increased to 25 years for the three LDCs. Expanding the Hurdle
Rate payback period would increase the rale base funded by the gas companies and
ultimately their general ratepayers by approximately $339 million.*® Any increase in the
payback period for the Hurdle Rate nesds to be fully analyzed to determine whether it is
cost effective and the potential impact to the new customear and existing ratepayers.

3 Fevenus Requiresmenis

a. LDCs’ Analysis of Potential Impacis on Raiepayers

Ty /2843, po 407,
2011 NG, Southearn and Yarkee Fadera! Energy Degulatony Sommission Fanms Mo, 2, po 208,
B CES porad.
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Tha LDCs stated ihat it was promaturs (o provide 2 Tl revenus reglirsmsnt
caleulation for the estimated $813 milion cost to grovide sswines fo 177 000 potentlal
now orf-main customers and for the sstimated 31.4 pilllon cost o provide sorvicss 10
30 000 sotential new off-main customers. Currenily, they do ot have cetalsd cosis,
such as depreciation, related D&M, property faxss, uncclleciinls expense and ihe iax
freatment associated with this potential expansion plans. However, the LDCs estimated
inat the additional annual revenus requirement associated with the proposed ch-main
expansion is approximately 20% of the additional annual rate base amouni. Hence, fie
LDCs calculated an estimated peak annual revenue requirement of approximately $163
($813 x 20%) million for the on-main expansion and approximately $288 (51,400 x 20%)
million for the off-main expansion. Addiionally, the LDGs are unable to dstermine the
lavel of subsidization required from sxisting customers pecause they have not
determined the overall revenue redquirament and coiresponding raie  design.
Meveriheless, they indicated thai the subsfaniial expansion of the natural gas system
anvisioned in the CES may noi cccur without some funding from all gas ratepaysrs and
potentially zil siate residents through taxes and bonding. The LBCs siated that they
agree with the CES thai the recovery of the revenue reduirements, the retums of and o
capital invesimeni, depreciation sxpense, assoclated incremental O8N oosis,
uncollectible aexpense, income and property taxes, asscciated with the expansion plan
should be dona in a timaly manngr and sat via a fully reconcilable annual tracker.=

To recover ihe estimated §1.4 billion for the ofi-main expansion, ihe LDCs
ragommended a new rate design with two difficrent rate componenis. First, a Shared
Savings Rate (S5R) for new customers in the form of either current disiribuiion rates
increased by a pre-determined percentage, or an increased monthly customer charge,
an increase on the volumetric charge or a combination of the two. Second, any ravenus
requirement dollars not collected through the 85R would be collected maonihly from all
existing customers through a new System Expansion Rate (SER). The proposed SER
would be raviewsad annually, trusd up at the end of the expansion program, and hava a
duration linked to the size of ihe program.=0

Tha alloeation of the revenue reguiremsnt betwseen the new and existing gas
cusiomars would denend on factors such as the size and cost of the program, the leva]
of S87 revenues from ihe new customers, the potentfal impact on existing rafepaycrs
and ihe price differentials betwsen gas and fuel oil. The LDCs plan to submit their
detailad proposal as part of the expansion plan filing subseguent to the issuance of the
final CES %1 The LDCs stated thai the implementation of the gas expansion plan could
not be done without increasing cusiomer rates or charges. Tha significant expansion
required by the CES plan is differant from that allowed under nomal rale regulations,
For ihis reason, the LDCs are proposing the S8R and 5EH 1o help fund the Segmeant 2
S¥nansion. 2

The LDGCs provided the caloulations dspicted in ihe iable hzlow o snow the
potential impaects of the natural gas pipeline expansions proposed in the CES on

Hesponza o DR-26. nas T and 2.
50 Mewporssio DR-E3
3

91 Fesnonse to DR-345.

9 PURE!s Technizal Meeting, T 092852013, op. 402 and 463,
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existing ratepayers.s®  The gas companies emphasized ihal these caloulations
represent a high-level estimate and are based on highlighted assumptions. Thus,
changes to those assumptions will change the results. Furthermore, the LDCs noied
the rate impact represents the peak revenue requirements during the expansion period.

As the expansion is executed, it will take several years before reaching this peak
level, and once the peak level is reached, rates will starl to decline. For example, under
the seven-year expansion program, the revenue reguirement will grow in each of the
first years, reach its maximum level in the final seventh year of the capital expansion
and then decrease over the remaining life of the expansion investments. The reason
that the revenue requirement will decline beyond the peak year Is that depreciation
reduces the net plant value and related required refurn.  Additionally, the potential
ratepayer impact will wane over time as additional expansion volume and revenue make
an increasing contribution toward the declining revenue requirement beyond the peak
year. Thus, over the life of the assels, on a levelized basis, the impact on existing
ratepayers will be substantially lower than for the peak year period. > The following is
the table provided by the LDCs where “Res” slands for rasidential customers, "Comm”
commercial customers, and “Ind” industrial customers.

53 Respense o NH-68, p. 3.
5 |d., po. 1 and 2.



Iafn Expansion fosls - Rale lnpact

| [TEM Has | Conim fnd Foial
(Gross capital invesimeart - mater & gan ﬂmu lons) ) | $ 1,373
Hences EnLETnan ; 205
et canital invesiment - mater & sawices {5 in ilions) _ 5 1,151
Grozs off-mein sapfel investmant - maing & inmilians) ) ] 525
Econarnies of 2cala assumpiicn e H E | S
Mot off-main capital invesimsit - mains | $|nm|I|{n 2 e |5 880
Total off-main capitalinvestmant (§ in milicns) i | § 2070
Peak annual revonue requiraments assumption a0
Peak annual revonus requirements (3 in milllons} _ B 5 414
Off4main customer addiiions {by end of oxparsion phan) 51,508 37,333 539 89,378

'[Jn -main custormer addifons (by ernd of expansian plan) 160,852 15,585 5G9 177008
New customer addiiions {cn-main and off-main} | 212,358 52,918 1,108 | 265,284 |
Average anntial usage por customer (MCF) | 100 300 ! 500

Distrifstiion shaige unit rate [SMCF] 5 BO0|S  7E0[§  7a0

Avarags annual distibution margin per custamar per yesr 5 5005 2250 |% 3500

Custemer annual distabution margins ($ n millicns) it 7015 118 5 45 263
Shuﬁfall reveniue rgguirements {$ milions) ) g 121

ferad Savings Hate forngur cuziomers 0% 30% 30%
"anmd Savings dale’ margin percusiomer ppryezr 5. D5 675 | % 1,080
Shared Savings Rate annual revenues (3 In millions} % 5114 /15 1|8 B8

Shorfall ravenue racuiraments (& millions) J | 3 33

Alocetion across cusfomer clags T 2% 2%, |05
Allocatad ravanuo raguremeis o recovar(in mﬂlrnaj et 255 714 1% B
Existing nernber of custonens 488,665 48,726 2592 | 549,283
“System Expansion Rafe” annual customer impact & 311 % 151 |5 228
"Systam Expansion Rata" montily customey impact S 424|585 12&57 |4 2148
Supply, CAM and other non-disitbution et rafes [SMCE) § BED|S 83015 450 |
Total annugl Bl 2stimato |$ 14E0|§ 420015 6750 -
*System Expansion Rafe’ % Impact cn totsl il | 3.0% 3.6% 3.8%

The LDCs' calculations of the potential ratepayar impact of the propossd
axpansion of the natural gas distibuiion pipelines are noticeably skewed fowards the
assumption that all 266,384 nsw cusiomers are added by the and of the expansion
period and that the average usage per customar is achievable. Any changes io ihe
number of potential customars and estimated average consumption will drastically
changs the amounts to ba contnbuted by existing customers. Duzng iha eallier y2ars
of tha expansion, existing customers are likely to be responsibla for a significant portion
of the revenue requiremaent. For axample, under the assumption thai ihe total cost of
the expansions is sgually prorated over seven years, the annual revenue requiremant |'r|
year one under the LDCs total rsturn of 20% is approximaiely 358 millon (8414 7 7).
chly 5% of the poisniial new customars wers addad In year one, the estimated nosql
u[a'r i mn r—“-vc—, il |”:CCIUE..:1[’J a from thess new customers would he apgroximately $12
iy e BY nder thiz scocnavo, sxisting ratspayers wobld be

'-f-:':r aproximesy 'Fil} rinilion

E
5

-
::
Crrace -\.ll'
o rx_:u
& ¢

i

o



Fage 19

Similarly, in year three, the annual revenue reguirement |5 approximately 5177
million ($52 x 3). If only 25% of the potential new customers were added by year thies,
the estimated total distributlon revenue recoverable from these new customers would be
approximately $85 million [($293 + $88) x 25%)]. Under this scenario, existing
ratepayers would be respansible for approximately $82 million (3177 - 535). Changes
to the assumpiions underlying the calculations of the estimated revenus requirement
and new customer growth lavel will have profound impact on the level of the additional
revenue raguirement recovarable from existing ralepayers.

In the past, the Authoriiy has made every eifort to prevent subsidies between
customers and customer classes and existing ratepayers have not been responsible for
reducing the cost to connect new cusiomers. The substantial proposed expansion of
the natural gas system could result in an additional increase of $2.26 billion in raie base
and may not ocour without funding from all natural gas ratepayers and potentially all
state residents. Historically, the Authority has taken steps toward assigning costs fo the
customers that cause the cost to be incurred and designing rates 1o refleci this position

b. Authority Analysis of Potential Impacts on Ratepayers

The CES did not indicate the rate at which the Segments A and B expansions
would occur over the seven-year period. The LDCs' exhibits did not indicate how the
projected growth would occur over the seven-year period.™ Therefore, the Authority
assumed the expansion would be linear and equally weighted each year. This
assumption simplifies the analysis of the issues associated with the expansion and on
the potential impact on customer rales. The Attachment A analysis presenis iis
assumptions and two options, each with a different cost of equity.

The CES recommended that the Authority consider authorizing a ROE based in
part on performance for both the electric and gas companies.®® Yyhile the PURA cannot
predict the extent to which the ulilities will perform, assuming different levels oi
performance and correspending levels of ROE, it can provide an example of what the
impact would be on ratepaysrs of varying ROBs. The annual capital investment for
each year is assumed to be $322 million ($2.26 billion expansion plan / 7 years). In
Option 1, the Authority caloulated the ratepayers’ impact using the numbers provided in
the CES and an average ROR of 9.13%, which represenis the average of ihe three
LDCs' approved RORs (CNG 9.31%, Southem 9.26%, and Yankee 8.833%). This
calculation results in a revenue reguirement for the first year of $18 million assuming
that, on average, one-half of the $322 million rate base is in-service during year one.

The Curmulative Revenue Requirement for the expansion over seven years
would be $938 million. In Option 2, the PURA calculated the potential effect of raising
the BOE to 12%. This resulis in a first-year revenue requirement of $24 million and a
cumulative revenue reguirement of $1.168 billion in year seven. The impact on
ratepayers with a higher 12% ROR is a cumulative revenue requirement increase of
5229 million {$1.168 billion - $332 millicn) over the seven-year expansion period. Any

3% Rosponss o Data Request Mo, 88 Suppieniental,
S5 CES, p. 102
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nersass ing mm aiy's ROR would bo incluasd in the reverte roguirements o its hexl
rate case snd could result in an Increass in rates chargsd to ratspayers

If the LTCs efiectively increase iheir cusiomaors By an additional 503,000, they
nay need fo expand their ousfied natural gas (LNG) poaking facilities (o mest & much
highar design peak day capacity requirarnant. This costis unknewn. An exampls of the
cost to Yankes when i built & new LNG facility several years ago was an initial capiial
invasiment of $108 millien. The facility added an annua! ravenue rsguiramant of
appmmmaic'y $21.6 million. This amount was based on the assumption ihat a revenus
reguiramant is 20% of a capiial invesiment / raie base.

Neither the CES nor the PURA’s revenue requirsmsnt analysis ineluded the
iollowing items: costs asscciated with any fuiure LOC increases (o the cast iron sieel
replacement programs; LDC revenus increasss associated with normal capital
investment; and any other typical capiial investmant or expense increass that occuis in
a rate case. Additionally, the revanue reguirement shown above dozs not includs any
cost increasas asscciated with the supply of matsrials fo build the sxpansion; the
poiznfial cost increase that may ocour fo obifain gualified coniracters io build the
axpansion; and [ or any other cosis that may result from the proposed SCC-mile
axpansicn in the LDCs' distribution systems. [f & revenus snortiall occurs, all
ratepayers could be responsible for the capital invesiment associated with the
expansion.

- Increase to Average Distribution-Only Bill

Tha Authority conducted its own analysis and compared ioday's average
disiribution-onty bill for all three LDGs combinad with the average bill thai weuid exist for
all 883,880 cusiomers in year seven. The increase in the average distribuiion-only bill
would be 37% as discussed below. The companies submittaed a high-level rate impact
calculation that included many assumptions that they expect to change. The Authority's
analysis presented here demonsirates the increass in ine average distribution-only bill
for year seven. [ also makes assumptions that will require revising as more detailed
and reliable informaiion becomes availabla.

The current average distribution-only bill for all three uliliifes combined is
presently $5.63/Mcf. This reoresents the combined revenus raquirement awarded (o
the three LDCs in their respeclive |atest rate cass decisions divided by pro forma firm
sales that exisled in those casss. ™ This average disiribution pill does not include gas
costs,  Adding $451 million®® io the existing distribuiion revenue raguirement and
increasing total sales to 133,540,000 Mt o reflect the naw customer count of £53.580°¢
resulis in a new average distribution bill of $7.28/Mcf,  This averags hill was then
increased to $7.73 to reflect the inerease in pipsline demand charges.® The overall
increase reached in year ssven s §2 10, or 37%.

¢ Resconse o 13-7.
=8 Ruaponss o DH-Z5

Sea Tab Ia CES Dostio 823,800 Costomers fur 5RAY2 2illien Crperszn, g 46,
B0 Meprosonts 50018 new capoity shaia mitigated Sy alis so I,....-k..u-.-e.i '..| a ger MEF masis



Fage 21

The new bill of $7 73 in year seven does not include gas costs, which all parties
expect to Increase within the seven-year time hotizon. If the ROE is increasad by 300
basis points as a proxy for the incentive ROE, which the utilitizs belisve will be requirsd
to altract capital, the revenue reguiremeni will increase by an additional $80 million.
This would resuli in an average bill of 58.18, an increase of 32.55 or 45%.

Additionally, the new bill does not include any increment in customer hills to
cover such events as; normal rate increases, safety related cast ron to bare siesl
distribution main replacement, nor the myriad of ofher subsidies gas customers would
be required to coniribute to through their gas bill for the programs discussed in the CES.
Finally, the forecasted increase developed here assumes that all 305,000 customers
are fully connecied in year seven as planned. Any slippage in forecasted sales would
increase the average distribution bill as the level of sales available to contribute io cosis
decreases. For example, a 15% reduction in forecasted new sales growih could
increase the projected average distribution bill of $8.18 to $8.55, an overall increase of
2% over today's average bill.

4, Construciion Crews

The LDCs provided an exhibil that demenstrated how many miles of mans and
aumbear of services a single crew can install per year. & single crew can install 6 miles
of mains or 200 services per year based on a 166-day construction season. The exhibit
also showed that the three LDCs installed a total of 57 miles of mains for new business
and 6,250 services during 2012.81 Using the data cited above along with the goals set
forth in the CES, the Authority estimates that the LDCs would need to add 12 new
crews to install 72 additional miles of mains each year [(CES goal of 800 miles / 7)
vears — 57 miles of main installed in 2012] over and above the amount installed in 2012.
Assuming each new customer has an individual service, the LDCs would also heed to
add 187 new crews fo install 37,371 services a year [(305,000 services [ 7 years) —
6,250 services installed in 2012], Based on the above, the tolal number of new crews
needed to complete the proposed expansion plan would be 200 to install the 300 miles
of new main and 305,000 services. This would increase the cost of the expansion and
ncrease the cost o existing ratepayers. This analysis assumeas that the expansion
occure equally over each year, the number of mains installed during 20712 for new
husiness remains constant, and is included in the 900 miles of new mains to be installed
under the expansion plan.

Ix. Gas SuppLy

The three LDCs axpect to submii a proposed plan regarding the CES proposed
expansion plan to the Authority three o four months afier the CES has been finalized.
The off-main portion of the expansion is expecied to begin in 2014 and end by 2020.%2
If the LDCs begin their expansions in 2014 it would be in the middle of the five-year
supply and demand forecast perod. The LDCs already have mads commitments io
mest the normal load growih shown in the five-year forecast. Therefore, within the nex

1 Response to DR-24

BZ CNG, BCG and Yankes Besponzss o Intwrrogalery EN-9 0n Hocket No. 12-10-08, PURA Bevigw of
e Copnectiout Gas Utilides Forecasts of Bemand and Supaly 2013-2017.
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18 menths, the LDCs would have io find significant peak day capacity 1o serve any of
ihe custormers proposed in the CES.

T Incremerrial Ganacity

The 305,000 increase in new customers would require the addition of a large
increment of design peak day capacity because thers is not sufficient capacity in the
nipelines or within the L.DCs’ distribution systems or current peaking facilities to add
ihese new customers. The CES acknowledged that the interstaie pipeline systems are
constrained and that there is not enough interstate pipeling, storage or LDC peaking
capacity to serve a large-scals addition of new customers.s

The enly known potential capacity expansion project into Connecticut is the
Algonquin [ncremental Market (AIM) project with a targeted service commencement
date of November 1, 2016. It is currently unknowmn if this project will be built, how much
capacity the LDCs ultimately will purchase or the cost of this incremental capacity. The
Open Season® ended on November 2, 2012, and the FURA daes not know how much
pipeline capacity in total the LDCs will ultimately receive as part of the project. The
LDCs only included a 1.2% nommal annual growth rate as shown in its five-year Supply
and Demand Forecast that may be related to the above cited project or a combination of
projects.83 They did not include capacity additions e support the 305,000 new on-main
and off-main customers projected in the CES.5® As the Algonquin projeci will not
directly bring supply to Connecticut, the LDCs would need to acquire additional capacity
back to a supply source.

2. mpact on Demand Charges from CES
While the CES proposed to add up to 305,000 nsw customers fo the three L.DCs’

gas systems, It does not estimate how much design peak day capacity would be
necessary fo serve these additional customers.®” The entire body of ratepayers is

~ Lrésponsible for the capacity requirements demand charges. The Authority analyzed the

peak day capacity requirements with the addition of the 305,000 new customers o the
LDCs' distribution systems and determined the potential impact on ratepayers for such
tterns as gas costs and demand charges. Any incremental capacity needs estimated by
either the LDCs or the PURA at this time can only be calculated by using assumptions.
The Authority is well aware that its analysis will not be the final peak day neads of the
LDCs. It is enly a logical atiempi to show the scope of the required capacity additions
thai could be necessary.

One logical assumption is to estimate the peak day reguirements for the new
customers and utilize the residential and C&I customers’ peak day use as the potential

B2 CES, p. 136

B4 An Open Ssason is & procass by which the inferstate pipelines send out official requests o potantial
customers regarding the need for ncremantal capacity bofore a project is built to assoss interast.

Ses Docket No. 12-10-08, PURA Heview of the Cennscticut Gas Utilfies Forzeasts of Damand and
Supoly 2093-2017.

B8 LOCs Fesponsss o nterregatory EM-2, Docket No. 12-10-C6.
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ncremental peak day capacity necessary to suppott the proposed expansion plan. The
average finm residential peak day demand for both CNG and Southern is 1 Mcf and for
Yankee 0.75 Mcf, This resulis in an esiimated average peak day demand for a firm
residential customer of 0.92 Mcf [(1 Mcf + 1 Mcef + £.75 Mef) / 3], Only Yankee provided
the average firm commercial (12.08 Mcf) and industrial {10.74 Ncf) peak day demand
for 20125 The LDCs agreed it was reasonable to assume that the customers under
the expansion plan would have a design peak day demand that is greater than a single
family home.®? The LDCs have accepled the above assumptions.

The Authority used as a proxy for the LDCs the average of Yankee's C&l peak
day demand of 1141 Mecf [(12.08 + 10.74) / 2]. To determine the percentage of
residential and C&I| customers from total customers, the PURA averaged the LDCS’
customer numbers presented in their last rate cases.”™ For CNG, there were 90.84%
residential customers and 8.16% C&I customers; for Southem, 892.63% residential and
10.37% C&I; and for Yankee, 87.99% residential and 12.01% C&Il. This resulted in an
average of 83.48% for residential and 10.51% for C&l customers. For this analysis, the
Authority assumed that the 305,000 customers would consist of 272,944 (88.49% ~
305,000) residential customers using 0.92 Mcf on the peak day and 32,056 (10.51% *
305,000) C&l1 customers using 11,41 Mcf. This caleulation resulted in an estimated
design peak day demand increase of 616,867 Mcf or MMBtus”' per day [(0.92 Mef *
272,944 new residential customers) + (11.41 Mcf * 32,056 new C&l customers)]. The
616,867 MMBius represents estimated incremental peak day capacily requirements as
it is based on the above cited averages for both residential and C&! customer use.

The actual peak day capacity number would be higher than the combinad LDCs’
current design peak day capacity. For the winter of 2012/2013, the LDCs had a
combined design peak day firm load of 998,861 MMBtus.™ Based on the above, the
addition of the CES's proposed expansion of 305,000 new customers compared to the
LDCs’ current design peak day load for the winter of 2012/2013 results in an estimated
Increase of 61.77% (616,867 MMBtus / 838,661 MMBtus) to their existing design peak
day firm load. Consequently, the total demand charges for the LDCs would increase.
Currently, the demand charges for the 578,880 meters/customers as of the November
2012 PGA filing is $184,514,704.° The Authority calculated the design peak day
capacity of 47,443 MMBtus™ that the LDCs have available in their gas supply portfolios

5% NG, SCG and Yankee Responses to Interrogatory EN-1, in Docket No, 12-10-08.

BY  Tr. 1/29/13, pp. 417 and 418.

7 Schedules 3.4 in Docket Mes. 08-12-06, Application of Cennecticut Natural Gas Corporation for a
Rate lncrease; 08-12-08, Application of The Southern Conneclicut Gas Comeany fora Rale Ihcrease,;
“and 10-12-02, Application of Yankee Gas Services Company [or Amendsd Rate Schodules.

71 While billing is in Mel, the LDCs® peak day requirements are based on MWMBius, One Mcf of gas is
equal to 1.023 MMBlus of gas according fo the U5, Energy Informaticn Administration.

2 The 998,661 MMBtus represents (CHG 320,312 MMBtus + Southern 281,255 MMBlus + Yarkes
395,494 MMBtus). Docket Mo 12-10-06, CNG Southern, Exhibit 5-4; and Yankees, Exhibit V-4,

3 The $184,514,704 represents (353,424,461 for CNG + $53,056,750 for Southem + $78,033,483 far
Yankee), CNG, Scuthern and Yankee November 2012 PGA filings in Docket Na. 12-04-01, PURA
Semi-Annual Investinalion of the Purchased Gas Adlustment Clause Charges or Credis Filed by

Services Company.
b The 47 443 MMBius was calculated by subtraciing the peak day customer load of 598,661 MMWBLus
from the total peak day resouwrces of 1,046,104 MMBius (332,818 MMBlus for GNG + 285,158
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as of the winter of 2012/2013 to support the estimated normal firm customer growth of
1.2%.

3. Reliahility of Naturz| Gas

The CES stated that underastimating and purchasing too litlle capacity can lead
to rellability issues (e.g., a shorifall in supply during peak winter season), or might
require the gas companies to furm away new customers who want io convert.™
Regarding the first part of the statement, the Authority alsc notes the following. I the
LDCs do not have or cannot obtain the capacily to serve the nsw 305,000 cusiomers,
they would be unable to provide these customers with firm service. Reliability is defined
as the ability of an LDC to serve its existing firm customers on a design peak day and is
not based on the LDC's ability to provide firm service for a large expansion of customers
in the future. The CES's statement leaves the imprassion that reliability issues could
potentially ocour as a result of the CES propesed expansion, which is not accurate.
Only the ability to serve new and fufure customers would be affected. Reliability only
becomes an issue when the LDC does riot have enough peak day supply to mest
existing firm demand or uses interruptible supply to meet firm load. The use of
interruptible supply would not occur because of the 100% supplier of last resort

obligation that the LDCs must mainiain to continuously provide reliability 365 days a
year.

To the Authority's knowledge, the LDCs have not had any reliability issues n the
recent past because of their 100% supplier of last resort obligation. The Authonty is
also aware that refiability issues related o large gas-fired generators in New England
have ocourred in the recent past. Speciiically, these reliability Issues were due (o the
fact that interruptible gas supply was used by a number of generators instead of firm
supply to produce slectricity. These issues currenily are being discussed in the Federal

Energy PReguiatory Commission’s Docket AD12-12-00, Coordination between Natural
Gas and Electric Markests.

In addition, it appears that the CES Is developing a policy regarding natural gas
fracking™® that the gas ufilities could only be able to purchase gas from states of regions
that have the appropriate environmental and safety laws.”” If this policy were enacted,
the LDCs’ ability to purchase gas from certain states or regions might be limited. There
would be difficulty in differentiating between acceptable and non-acceptable gas. This
difficuity would affect the procurement of natural gas supply for Cannecticut at a time
when a significant expansion of the distibution systems and the addition of 305,000
customers would be underway. Such a policy could also increase the price of gas when
the infent was to increase the number of customers using gas as a fugl source.

MMBius for Soulbern - 414,090 MMBius for Yaonkes), Supply amd Demand Forecasis, Docket No.
12-10-08,

S CES,p. 136

i Pracking iz the propagation of Hydraulic fracturing 13 in a rock layer by a pressurizad fluid to relsass
petrolaum, natural gas, or othar substances for exisaction

T GES, p. 128,
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Ii the above precosed iracking policy was implemsnted and it reduced supply
options; the LDCs might have io purchase gas at a higher cost. In addition, the LDCs
may need to hire more staff, depending on the documentiation requirements thai would
be associated with a fracking discrimination policy. Therefore, the higher commaodity
cost of gas and the potential increase in the staffing levels of new employees could
ncrease each company's revenue requirement and ultimately impact ratepayers.

4. Impact of Certain ltems on All Natural Gas Raitepayers

The impact of the CES expansion plan on existing customers will be a function of
the total capital and cost of providing service to naw customers, the level of cusiomer
participation, CIACT from pariicipating custemers as a result of any Hurdle Rate model
analysis and rate design changes thal may be made to both participating and non-
participating customers to help fund the necessary investiments.

Tha LDCs stated that all existing customers not paricipating in the expansion
plan for Segment B would have to subsidize these new conversions.® As a result,
existing customers’ hills are expecied o increase. The Authority analyzad the: (1)
costs associated with the increased peak day demand resulting from the proposed
expansion plan; and (2) use of nen-firm margins (NFMs) fo reduce the cost of
conversions for the new customers. [n its analysis, the PURA used the numbers
provided by the LDCs’ i its response to DR-10 and information obtained during the
January 29, 2012 Technical Meeting. Subsequently, the PURA dstermined the
potential impact from these two items on a typical residential customers bill as
discussed below.

a. Impact of Segment B Distribution Gharges o &ll Ratepayers

The LDCs indicated that there would be additional distribution charges with the
addition of the estimated 29,000 customers in Segment B, and all of the ratepayers
would be subsidizing these new cuslomers. For example, a typical residential customer
using 100.3 Mef of gas a year would realize a distribution-related bill increase of $5 a
manth or $60 a year.®8 There will be additional increases resulling from the new paak
day demand to all existing customers’ bills resulting from the proposed expansion plan.

b. Impact of New Peak Day Demand to All Ratepayers

To meet the increased demand for the new Segments A and B customers, the
LDCs will have to procure additional peak day capacity of appreximately 250,000 Mcis
for which all ratepayers would be regponsible. The LDTs did not provide the cost for
the 250,000 Mcfs of peak day capacity. However, ihey estimated the cost 1o ratepayers
of procuring an additicnal 100,000 McT of peak day capacity at 100% load factor, which

A CIAC is 2 surcharge ibat is applisd o new customers' bills when the revenies associated with that
custerner are insulficienl o recover the connection costs owver the allowsd payback pericd. The new
customer must pay heso costs up-iront thraugh a CIAC surcharge on thelr respective bills

8 ONG & Souhemn Respensze to DR-T.

il Ty, 1/29/13, p. 486,

51T, 1/084.3 npe 278 and 280



results in a cost of approximaizly $35.5 million in addiiional demand cnsrgss. Ins

corresponding Lkt rats of 30,16 cer Mef is used io ealoulate the Tolal demant! chargss
custemers would |wa; in their hile®2 The unit rate for the 250,000 Mef ncremental
capacity addiion citsd by the LDCs would be 30.40 Wef [$0.16 7 (250,080 Mef / 100,600
Mc7)]. Basedonthe ahwe apalysis, an average residential customer using 100 Mel oor
vaar would pay an addiional $40 just related to demand charges. Using the same
calculation withewt any rmitigation of the demand charges, a residenlial customer would
oay an additional $80 a year just relaied to demand charges.

C. Mon-Firm Margins and PGA Cradils

The non-firm marging consist of interruptible on-systems margins and ofi-system
salas and capacity release margins. PGA eradits include non-firm margins and pipalins
refunds 2 The CES recommended using a portion of the non-finm margin credii {o
offset rate bass ar other costs incurred for the proposad expansion plan. Another
approach would bs to use a porion of the non-firm margin credit to reduce the CIAG
costs for off-main customars converting to gas. Ancther approach would be that PURA
allow 50% of the PGA cradit to support system expansion.®

In the past, the Autharity has not used sither the non-firm margin credits or the
PGA cradit to subsidize the system sxpansion and/or reduce ihe CIAC costs. Boih
actions would ralse all existing customere’ gas cosis. Historically, thess cradils have
heen used to reduce the cost of gas to customers. Using a ratepayer's credif to reduce
an individual customer's CIAG would be discriminatory and faver now cusiomers.

In response fo the CES, the LDCs proposed a gas conversion financing program
to fund customer scuipment, installation and labor costs for items such as fumaces.
The LDGCs used an axample for an annual fund of $15 million supported by NFMs. A
fund of ihis size would enable ihe LDCs to suppott interesi buy down raies associaied
with loans for conversions for approximately 15,000 nsw customers. The key feaiure of

the program wauld he an interest rate buy-down to biing customer financing rates i
1% 4

Had the CIAC and the interest buy-down programs been in efiect during 2012
[($20,438,778 4 $15,000,000) / $40,887 556] of the 2012 NFis would have besn
allocated to subsidize the addition of new customars.®® This would have rasulted in all
cusiomers paying $35,498,778 more for natural gas. The table pelow shows the resulis
of allocaiing 87% of the NFMs to new customers io subsidize their conversion o hatural
gas. The Authorily used ine latest PGA factors foi Tis calculation, which were filed by
each LDC for February 2013. The increasss range from $7.03 fo $15.30 to a customer
in just the menth of February 2013,

32 Baaponsz to DR-10.

8 Besponscs o UE-31 ard DR-A S,
B A5 R 145
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Impact on an Average Residential Customer Due to Proposed Reducstion in NFiMs

| February 2013 February 2013 bill | Inerease in February
Company  bill no change to with a 87% uill due to proposed

| NEMs reduction in NFMs reduction in NFNs
CMG | 5221.69 $228.02 ' 5 7.03
Southarn 523210 . 5247 .40 $15.20
Vankes +251.00 52566 .86 - 5 5.86 ,

These increases rasult only from the proposed change to the allocations of the NFMs
and do not include the bill impact from any other aspect of the proposed expansion
nlan.
d. Summary
The following table shows the total potential impact on a typical residential
customer's bill during the month of February 2013 from: increased demand charges,
reduction in NFMs, and the 55 menth additional disttibution charge. The increases

range from $18.18 to $27.62 for the month of February 2013 for an average residential
customer using 183 ccf.

Summary of Residential Customer Bill Increase from 3 Components

Original | Change to | Incremental Total Mew

February bill NFM capacity Additional | Incraase | February

2013 bill reduction cosis $5 charge inn il kifl .
CNG  5221.80 % 703 | 57.32 $5 $19.35 $241.24 |
Southern | 523210 $15.30 | 87.32 - B27e2 | 25972 |
Yankco 5251.00 $5.86 | 57.32 85 518.18 | §265.18 |
E. SECMENTS A anD B Cost Per CusToMER By CLABS

The CES proposed converting 216,000 on-main er low-use customer prospects
(Segment A) and building S00 miles of new distribution mains over a seven-year period
tc provide service to 89,000 new off-main customers (Segment B).57 For Segment A,
the CES slated that a cost of approximately $815 million to conneact the 216,000 firm
gas customers would be initially funded by the gas companiges and their existing
ratepayers, if the customer(s) passes the Hurdle Rate calculation. Any capiial
requirement greater than the revenue amount would be received from the individual
customer as a CIAC. The CES expecied that the $815 million capital investment would
not require a CIAC surcharge®® For Segment B, the CES estimated that the gas
companies would incur capital costs of approximately $1.438 billicn.

The Authority’s analyses detailed below assume the completion in year seven of
the CES's proposad sxpansion plan, The PURA estimated the cosis o connect one on-
main or off-main customsr In each class. The calculaticn Included the CES's estimatad
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total sverage caplial L.I_J:: p':r_;s_ o ashimatad revenus requircment ess degrsciaiion as
detalled in Attachment A, & Authorty notes tha? the costs listed ahove go rof inciuds
a2ny ciner cosis sUcn 43 syme,l. costs, oparation and maintenarce cesis, gas costs, and
adminisiraiive cosis.

1. Nescviption of Analysis

There was no analysis in the CES regarding the existing raispayers subsidizing
the new customers in Segments A and B for their respective expansions. The CES
cited estimated expansion costs, the combined LDCs' capital cosis, and the number of
residential and C&I custormers in eacn scomeant. However, LDC-specific information
was not provided for the additional 305,000 customers. Consaguenily, the Auihority
conducted its own analysis showing the total combined impact on the LDCs and nigi an
sach LOC or its respactive cusiomers.

To deizrmine the impact of the expansion on gas cusiomers, the PURA used
historical information from the LDCs’ last rate cases and thair respeciive annual reports.
Th@ Autharity calculated each class and individual customer cosis over tho seven-year

neriod for their reapaciive segment without any subsidization by other ratepayars, The
PUFLA calculated the cost per class and individual costomer for the addiion of the
216,000 cusiomers in Sagment A, the 89,000 customers in Segment B, and ihe fotal
205,000 customers. The Authority's goal was to determine the cest io one customer in
each class under several differant scenarios without subsidization from existing gas
custcmors, Also, caloulaiod was the cost to all of the existing 578,880 meter/cusicmar
base as of December 31, 2011, To allocats the costs to both the classes and individual
customers, the Authority used censumption as a proxy io deiermine a dollar amount o
reprasent a customer’s share of the expansion cost.

For thase analyses, the Authority used the CES sstimated capiial cosis. The
sevan-year expansion program was used as recommandad in the CES, In addiien, ihe
| DCa tofal firm customer count and corresponding Mefs from their 1ast rate casss were
used.5® Using this data, the Authoriiy calculated the natural gas customer percentage
for each raie class: Residential General: 12.88%; Residential Heaiing: 76.52%,
Bosidential Muitifamily: 0.46%; Small C&l: 8.41%; General C&l: 1.24%; and Large C&L
0.40%. Thesa petceniages we.u then applied (o the total customer count to ostimaiz
the number of customers in cach rats class. The Authotity calculated the average
annual use per customer by dividing ihe LDCs total Mot per class by the average
numbar of customers in that class: Residential General: 20 Mer, Fesidantial Heaating:
80 Mef; Residential Multifamily: 1,183 Mcf; Small C&l: 173 Mecf; General C&L 283 Mcf;
and Large C&L: 8,221 Mci. For sach rale class, the average number of natural gas
customears was then multiplied by the average Mei usage per customer o delermine &
total Mol in year seven. Than the expansion costs wore divided by the total Mot o
determine a unii cost per Mcof. The Authotily then muliiplied ihe iotal ratz class
customer usage in year sevan by the Mef unit cost to daterming ihe cosi parclass. Tha
total class cost was then divided by the numbear of natural gas custcmesrs in 2acn class
to datsmmine the individual annual average cusicmar cost for usags.

o8 Snbedulon B4 in Docket Moe, DR P05, 051507, and 10 4207



.5 Segment A — 216,000 Customers

The ioial estimaied cost for the connaction of the Segment A customers consists
of capital costs of $815 million and a cumulative revenue requirement of $333 million for
a total of $1.154 Lillion, The PURA calculated g unil cost of $333.23 per Mef by dividing
$1.154 billion by the total customer class usage of 29,373,280 Mcl. The calculation for
the addition of ons on-main customer out of the 216,000 Segment A customers s
ilustrated below.

CES COST TO 216,000 CUSTOMERS FOR $1.154 BILLION EXPANSION

Braakdown Average 216,000 Costper Class | Cosl per Cus.

218,000 Cugtomer | Tofal Cos. Class| for Expansion | for Expansion
Ralg Class Gustomers | Uss per Mef Usage Mei of 51.154 hillion | of 51154 billlon
Res. Ganeral 29.037 20 570,117 222,308,425 SO
Has. Haat 166,275 20 14,851 838 $502,606. 401 53,526
multitamity - Bes. 995 1,183 1,147,594 246,264,411 546,486
Ca&l- Emall 18,189 173 3, 147,206 5123,645,530 5,805
CE&l - Genzral 2,663 083 2,624,381 S103,105,153 FE8,530
C&l - Large 854 H5.0221 7.022 350 G875, 550 540 F52w 095

216,000 S0 375,290( $4,154,000,000

The analysis in this scenaric rasulted in an estimated cost o connect a new residential
non-heating customer at $789; a heating customer, $3,526; a multifamily customer,
$45,486; a small C&I customer, $6,805; a general C&I customer, $38,630; and a large
C&l customer. 5322998, The usage for a large C&| 75 KW co-generator would hs
almost double the 8,221 Mcf average shown above and the estimated cost to connect
them would be 8645,998 ($322 938 * 2.

3. Segment B — 89,000 Customers

The total estimated cost for the connection of the Segment B customers caonsists
of capital costs of 51.44 billion and a cumulative revenus requirement of $599 million for
a total of 52.04 billion. The FURA calculated a unit cost of $168.55 per Mef by dividing
$2.04 billion by the total customer class usage of 12,102,883 Mci. The calculation for

the addition of one off-main customer out of the 82,000 Segment B cusiomers is
illustrated below.

CES COST OF 89,000 CUSTOMERS FOR 52.04 BILLION EXPANSION

Braakdown Average 89,000 Cost per Class | Costper Cus.

35,000 Customer |Totat Cus. Class| for Expansion | for Expansion

Rats Class Customsrs | Use per Mot Usags Mci of 52.04 billion | of 32.04 billion
e Ganaral 11,552 20 234,909 $39,505.137 53,428
Res. Heal a8, 100 a0 G 11,1684 51,0680,060.554 B15,128
Muliifarmily - Hes. £110 1.183 486,212 501,784,927 F182.49M1
C&l - small Tany 173 1,285,766 218,676,154 SER195
C&l - Gznaral 1,100 983 1,081,343 182 255,580 165,733
C&l - Large 20E 2,221 2,883,468 BA87,708,209 51,382,741

A0 000 12102823 32 040,000,000




"

15 3

(1
)
i

The e:.*r;lg s I thiz scenario resulted in an estimatsd cost to connect a new residsniial
Aon-naating custorner gt 53,428 a heating customer. $15,128; a muiitamily cuslomer,

F1858.4419: o small C& cust omm, 528,186, 2 genaval &l cusiotinzr, $185.733

i &
targe C&l customer, 51,285,761, The usage for a large C&1 75 KW co-gensraic S ”‘IDLI'D.
ne almost doukle the 8221 Wcl average :bo*ﬂ-.1 shove ano the estimatsd cost o
connect them would be $2,771, 522 (§1,385,761°

A. Toizl Expansion of 305,041 Customers
The iotal estimaied cost for the conneciion of the ioial axpansion of 305,000

customars congists of mpital costs of %5225 billlon and a cumulative revenus
nequnremrnm of $939 milllion for a ioial of $3.20 billion. The PURA calculaied 2 unit cost
of $77.15 per Mof by dividing $2.20 billion by the toial customar class usage of
41,476,173 Mci. The ealeulation for the addition of one customer from the combined
305 000 customars in the groposed sxpansion plan is illustrated balow.

CES COST TO 205,000 CUSTOMERS FOR $3.20 BILLIGN EXPAMSION

Birsaldowi Aerage 205,000 Gost per Class | Costpor Gus.

306,000 Custarner | Tofal Cus. Slass| for Sxpansion | for Sxpacston

Rate Class Customers | Usa per Mof Usage Met of 533.20 billion | of $3.20 Eillion
Fes. Gonarsl 35,588 - =0 ROG02Y| BB, 110018 51,569
Hos. Heal 233,375] oof | £0.843853] 51,615,795,812 5,004
MultEnmily - Hes. 1,405 1,183 1,82, 807 $1258,290,081 £09 200
C&| - Srall 25, G50 173 4443078 ER47 BR4 554G 513,264
Cal - taoncral 2,780 TEEa R705,727|  5085,006,910 $75.661
[CE&l - Large _i2C8 822 0815818]  oreo,os2,da4] $534,505
b A0S, 000 e 41 478,174 53200.000,000 LR

The analysis in this scenario resulted in an estimated cost fo connsct a new residential
non-heating cusiomer at $1,569; a heating customer, $6,924; a multifamily custemer,
%91 .290: a small C&! customer, $13,364; a general C&l customer, 575,861, and a large
C&! cusiomer, $634.305. The usage for a large C&l 75 KW co-gencrator would be
almost double the 8,221 Mei average shown above and the sstimaied cost io connsct
tham would be 51,268,610 ($634,305 * 2}.

5 Total Expansion Cost impact on 578,820 Existing Custamers

The Auihority caleulated the estimated cost 1o the combined LDCs' firm gas
customer count if the expansion cost for the addition of 308,000 heating customers
wera spread across all of the 578,880 existing meizifcustomer base. The iotal
estimated cost for the connection of the total expansion of 305,000 customers consisis
of capital costs of $2.28 hillion and a cumulative revenue requirement of $939 million for
a3 total of $3.20 hilien. The PURA calculaied a unit cost of 340.65 par Mer by dividing
$3.20 hillien by the toial customer class usage of 78,721,777 Mei. The calculation for
the addition of one customer from the combined 205,000 customers in the preposed

axpansion plan spread across all of the 578,860 customers is illustrated balow.
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CES COST TO 575,890 CLUSTOMERS FOR £3.20 BILLIGN EXPAMNSION

Sraakdown | Average 5y 880 Cost per Class | Cost par Cus.

BTE,290 Customar |Totzl Sus. Class| for Expansion | for Expansion

Rats Class | Customars | Use par bef Usege Mel | of 33.20 billion | of §3.20 Billion
Mos General [ 75,138 20} 1,527 8941 62,110,018 527
Ros. Heat [ 412,946 80| 39, 749.477]  §1,615795.912 55,548
Lulliizmily - Res. [ 2,667 1,183 3,156.007]  $128,290.081 48,008
C&l - Small [ 15,895 173 B.424,668]  $347,8A4,556  dred
C&l-General | 7153 o83 7,082,470  $285,905 848 20,960
cal-lage [ 2 288 8,221 13,820,224}  $785,0082 454 5234,197

- | 578,800 78,721,777 $3,200,000.000

As a result of spreading the cost of the sxpansion over the entire body of existing
ratepayers of 578,880, the estimated cost to connect & new residential non-heating
customer would ha $827; a heating customer, $3,648; a multifamily customar, 348,098;
a small C&I customer, $7,041; a general C&l cusiomar, $39,8963; and a large Cé&l
customer, 5234,197. The usage for a large C&l 75 kKW co-generaior would be almost
double the 8,221 Mcf average shown above and the estimaled cost to connsct them
would be 5668,384 (3334137 * 2). This scenaric shows the subsidy that existing
ratepayers wolld have to pay to provide service to one customer oui of the 305,000
new customers.

G. Equipment Replacement Costs

The CES stated that a naw gas customer would have 1o replace its existing oil-
burning furmace or boiler and hot water heater with a high-efiiciency gas fumace or
hoiler and, often, gas water heater. The cost to a rasidential customer for this type of
furnace or boiler would be approximately $3,000-54,000. A high-efficisncy gas fumace
or boiler can be used with existing radiaiors/duciwork, plus a natural gas water heater,
Further, the customer may also be responsible for the cost to have his/her oil tank
removed, depending on whether it is located underground or inside the home.

The CES also stated that the cost for equipmeant replacement for new Segment A
customers would bz approximately $1.84 pbillion and Segment B cusiomers
approximately $1.16 hillion. Service and meler installations will cost on average,
roughly $4.283 for a residential customer, $7.663 for a commercial customer and
$11,504 for an industrial customer. The CES referenced the DECD study and stated
that equipment replacement for off-main customers is estimated io be $7,500 for a
residential customer, $20,200 for a2 commercial customer and $40,600 for an industrial
customer®? The CES does net conlain supporting information as to how these amounts
were calculated.

The DECD study and CES have conilicting information. The CES referenced the
cost of equipment replacement while the DECD study discussed the cost to retrofit
existing heating equipment. According o the DECD study, if the cost to retrofit existing
oll haating equipmeant with high-efficiency natural gas heating eguipment and standard
AC in a 2,000 square foot (typical) residence is 57,500, the bresk-even period is six
ysars assuming the conversion s completed in 2011, The CES cited that the DECD

S CES, pp. 120-125
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study used 40,500 industrial customers. Howesver, the DECD study actually cited the
same number, $20,300, for commercial customers and also for industiial cusiomers.
Finally, the DECD study stated that if the cost to retrofit existing oil heating equipment
with high-efficiency natural gas heating squipment is $20,200, the break-even period
would be 7.4 years for commetrcial and 0.47 for industrial assuming the conversion is
completed in 2011.3

T Financial Implications an Ratepayers

The CES calls for the Connecticut LDCs to establish a planning process for
natural gas expansion. The CES also calls for the LDCs jointly to file a plan to expand
natural gas conversions, lowering the costs of conversion, and ensuring the reliability of
gas supply. It should also include a customer conversion plan and schedule, feasibility
analysis, outreach and marketing analysis, cosi reduction strategy, capacity
procurement, financing mechanisms, and regulatory proposals.™

The CES advocates seiting an allowed ROE In rate cases that would include a
performance component as discussed below:

. . . that PURA consider authorizing a variable return on squity tied o
quantitatively-tracked results in achieving public policy geals related fo
storm respense, global efficiency geals, grid reliability, eleclricity costs,
and perhaps other factors. This system would allow each company 1o
eam a performance-based rate of return based on defined periomance
targets. Performance-based returns will creale substantial incentives (o

perform. In faimess to ratepayers, poor performance should result in a
reduction in basis poinis.=s

The LDCs could face greater investor perceived risk due to ihe very large
increase in gas customers as called for in the CES. The CES proposed an expansion
plan that would increase the share of Connecticut homes and businesses heating witl
natural gas to 50% penetration for residential customers and 78% for firn C&l
customers®* The LDCs asserted that to effectively carry out the CES proposed
expansion plan, it would be necessary that the expansion program ROE be sufficient to
attract incremental capital and be based on the gas LDCs' exisiing ROE with an
additional varizhle ROE component based on certain pre-defined performance goals 1o
be agreed upon with DEEP %5

The CES proposed that approximately $1.4 bilion would be needed for the
construction of new gas mains that would be spread across some combination of new
gas customers, all gas ratepayers and bond funding. In addition, approximately 3815
million of the $1.4 billion wauld be reguired to connect cuslomers on or near gas mams

91 ECD, pp. 813

82 CES, pp. 188 and 139.
9 GES, p. 102,

% CES, pp. 125-128.

85 | DCs Hasponze to DR-52.
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to be financed by the LDCs.?8 The LDCs bslisve that this financing would be carried on
in a similar manner to the process that exisis at present. The LEGs would use a
combination of debi and equity to finance the expansion. This is the nomal method of
financing conducted by the LDCs, akhough the $815 million is well In excess of the
LDCs"™ historical needs to fund ihe CES gas expansion goals. The LDCs stated that a
regulatory framework that includes reasonable assurance of invesiment recovery
together with an aftractive return would be viewed favorably by ihe investment
communiiy.?’ Recovery of the revenue requirements associated with the sxpansion
plan on the capital nvesimeni and its return, depreciation expense, associated
incremental O&M expense, uncollectibles, income and propary taxes should be done
on a timely manner and effectuated through an annual tracker that is fully reconcilable .28

An aggressive expansion pragram may be viewed by investors as greater risk for
the LDCs and, therefore, all slse being egqual, an Increase in the ROE would be
necessary to equal this increase in risk. Such a larger ROE would translate to higher
rates for the customers of the LDCs. The LDCs testified that "[iff anyone thinks we are
going to implement this plan without increasing rates or having to charge more, then,
you know, let’s just kind of all leave, because thal ain’'t happening.™ To afiract capital,
the BOE must be sufiicient for investors to risk their money. As such and unless risk
mitigating measures are used {a.g., annual frackers), the LOCs will require an increase
in rates in order te increase ROFE to atiract investors. Therefore, LDC customers’
monthly bills could increase under the TES proposal.

The Authority cannot estimate an exact dollar amount increase nesded relaied to
an increase in required ROEs, However, at 2 minimum, and all else being equal, due (o
the increase in sk from the unprecedentad sxpansion program, an increase of some
amount in the allowed ROE would need to be considered. As an indication of the
impact of such an increase on revenue requirements, for every 10 basis point increase
in the allowed ROE based on the LDCs last rate cases, CNG's annual revenue
requirement would increase by $382.451, Southern's by 5521,864, and Yankee's by
$654.000.

F. SuMMARY DF CES's ImPacT onN Gas RATERAYERS

The CES proposed expansion plan will have an impact on all of the natural gas
ratepayers who would pay for the expansion through increases to their bills. The LDCs
provided existing and estimated numbers for the major compaonanis associated with the
CES proposed expansion, which are summarized below.19

92 GES, pp. 5 and 6.

37 |13Cs Pesponse to DR-24,

| DGs Mesporise to DA-35; 17, /29013, pp. 258-260.
Tr 12943, pp. 482-493

100 Hasponss to DR-AS.
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ITEM NS Southernm Yankee Taoial
cupansion Cost for 305,000 Customsts
Off-Systam
Caniial Invesiment — Services & Meters 55100
Capilal Investmeni - Mains Fo26N
i - ! X ite
Total Oif-Systam Investment Capital at $1.436N]
Year 7
On-System
Gapital Investment — Services & Meters £B13M
Capital Investmant — Mains S0
Impaci of Adjustment to Hurdlo Rate (1}
Total On-System Invesiment Capital at $a13M
Year 7
Total Invesiment Capital at 7-Year $0.0480]
itofal all lines above) I,
Cumulative Revenue Requirement at year 7 $450M
for Segments A and B it
Cost to ratepayers in year 7 {2
Minimum Demand Charges to add 305 000 3)
new CUStOmears
Total Design Peak Day Demand for 205,000 (3)
new customers in MMBius
OTHER EXPANSION COMPONENTS
Avarage ost for one new ofi-main residential Ly
¥ £10,283
customer (main costs only)
Averans cost for one new off-main com. $10.383
customer {main costs only $10,38:
Average cost for one new oif-main industnal £10.983
cusiomar (main costs only) Fii b
Awerage cost for ane new off-main res. 4,503
customear {sarvice & meter costs anly) 3
Avarage cost forone new aif-main com. 57 G6S
cusiomer (service & meter costs only) gl
Average cost far one new oft-main industrial 47.669
customer {sewvice & mater costs anly) :
Average cost for one new on-main cUsiomer 54 283
(service & meter costs) :
Avesrana cost for ong new on-main com. 7669
custamer {service & meter costs) .
Average cost for one new an-nain industrial o7 860
custamer (setvice & meter costs) '
Percant increass in custorner base comparad s@n
tothe end of 2011 et
ACTUAL i 0Cs DATA AS OF 2011
Customizr coum 161,083 173,725 208,571 540,983
e s53.373.244 | $54,267,622 | 470017451 | $177,658,317
[Jesign Peak Day Demand for winlsr
20171/2012 in MMBtus 220,212 251,255 a206,494 908 E61

Total riiles of mains forell ihree LDCS' eniire




~
)

Page !

cistr.bution systoms 2022 2281 3251 T.559

Taotal mites of mains installed during 2011 14.a 18.0 17.0 48.5

Total rate base for mains, sarvicas, melars

& meter installations including depraciation $231,510,228 | $529,360,500 | §660,187,245 | $1.321,077,985

Tetal rate base for all three LDCs including
Nepracialion

£366,637,845 | 5440455476 | $577.410,500 | 51,686.512,830

(1) An assessment of the impact of the adjustment to the hurdle rate is premature as the LDCs have not estimatad
lhe propertion of customers impacisd by the change. See alzo response to DE-42,

{2) Bes DR-Ta

{3) Scn respanses to DR-10, DR-15and DR-17.

This table shows the impact of the proposed expansion plan on the natural gas
ratepayers and includes paying a rate of return on rate base for the capilal invesiment
through increased rates. For the customer count in the exhibit, the LDOUs used their
actual data as of 2011. The LDCs’ exhibit shows the average cost of 14,666 for a new
off-rain gas customer, which is 342% higher than the average cost of $4,283 for a new
orn-main gas customer. The seven-year capital investment costs or rate base for the
expansion would be $2.243 billion, As staled earlier, the addition of the new naiural gas
customers will require an additional 616,867 MNBius of design peak day capacity.
When combinad with the LDCs’ combined current design peak cay firm load of 898,661
MM Btus, it totals 1,615,528 MMBtus.

The addition of 205,000 new natural gas customers results in an estimated
minimum annual demand charges of 5272,487,020 at the end of seven years as
cornpared to the 2012 demand charges of $184,514,704 for the current 575,890
meters/fcustomers. Based on an average LDC ROR of 9.13%, the cumulative revenue
requirement for the expansion would be $9398 million™ by vear seven.

G. PrRoPosED EXPANSION PLAN CONCLUSION

The expansion plan has the potential fo generate uneconomic investments
that would ultimately cost ratepayers, causing them to pay more for service than
they currently pay. The natural gas expansion plan relies on assumptions that need
io be carefully analyzed to avoid uneconomic investments. In some instances, the
PIURA has concerns that not all costs are being considered when evaluating the
appropriateness of invesiment, and that details are not provided fo suppor
conclusions arrived at in the CES. Depending on the number of customers
converting, the impact of the propesed expansion on exisling ralepayer 1s unknown.

It Iz unclear who would pay for the $2.26 billion of capital investment
associated with the expansion plan. The CES has used a number of possible
funding sources including ratepayers, bonding through the State of Connecticut,
third party private capital invesiment and funding through the utilities sharsholders.
Additional issuss that naed o be Tully examined includs:

= whether a shortfall between the revenus requirement and the collecied
reVENues may oocur;

121 Sae, Attachment A



exr s

o wheather axisting ratepayers should subsidize the scoition of the rew
sustomears throvugh ‘noreasad raies,

e how much of an upfront vats increasc may b2 necassary w complets ing
sXpansicn;

» the cosis associated with the additional veak day capacily on the
intzrsiate pipeline systems and when capacity would become available;

» wheiher capacity credits currently meludad in the PGA should bs used o
off set the conversion cost for naw customers and ihz corresponding
impact on all other ratepayers bills,

» how 1o quantiy additional cosis such as those associated wiith the
expansion of iha ligusfied natural gas facilities to meet the increased peak
-:!ay demand,; and

s wheihor it would be nacessary (o expand the existing system Lmﬁugh

raliahility projecis to mesat the new peak day demand incrsase along with
the cost.

V. (AS PIPELINE SAFETY

The Uniicd States Depariment of Transportation, Pipeline and Hazardous
hMaterials Safely  Administration (PHMSA) has recently implemented infegnty
managsmeant regulations for natural gas distribution systems (DIMP) that are intended
io help ensure pipeling integrity and improve pipsline safety. The purpose of the DIMP
requlations is to raquire that pipeline operators analyze their pariicular pipeline systems,
circumstances and programs to identify potential threats that could result in high
consequence aceidents and to subsequently address those threais before accidents
accur.  If accidents occur, rate paysrs are poientially impacited on several fronis
including loss of life, injury, lawsuits against the LDGC, higher insurance premiums, and
lower invesior interest. All of these would serve 1o drive up borrowing costs and lower
interast from the public for conversions fo naiuval gas.

One of the greaiest threats to the Conneclicut LDCs" system inteqrity is old
distribution infrastructure, such as cast ron and bare sieel piping. The only way to
reduce the threat of cast iron and bare stesl pipe leaks is replacement.  In addition,
another one of the kay elements of DIMP is the need io demonsiraie impiovement in
the safety of the LDCs’ systems. Forthe Connecticut LDCs to demonstraiz the requirad
safety imnrovement, it will be necessary to remove a significant portion of the cast iron
and bare steel piping from their systams.

Tho expansion of the naiural gas infrastiuciurs contamplated in the CES will
necessitate an increase in the workforce that is invelved with designing and construcling
said infrastructure. This (s the same workicrce that is involved with replacement of leak-
prone piping as well as other requiremeants siemming from DIMP. i s imperative that
iha safely of the natural gas system be given the highest priofty. If the nafural gas
companies are to ambark on this substantial expansion program, | must not imzact
thai replacement pragrams or related DIMP reguirsments.
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V. TRANSPORTATION

The CES focused on the development of sustainable funding scurces 1o maintain
exisling vehicular transporation infrastructure and to develop additional mobility options
within the state.' One of the challenges to expanding this arena is the cost of these
vehicles to customers, For example, plug-in hybrid and electric cars cost customers at
lzast 53,000 maore than comparable conventional vehicles, after a $7,500 federal credit.
If the federal tax credit expires as anticipated in 2015, the incremental cost of plug-in
hybrid electric vehicles increases to greater than $10,000. To help facilitate the
adoption of atternative fuel vehicles, the CES proposed that the PURA adopt the use of
firm rates for the basis of pricing natural gas vehicle fuel rather than linking the price o
gasoline. The CES proposed to increase the number of stations that can refuel eleciric
cars and natural gas vehicles.1%2

CLAF stated that one elemeant of the electric vehicle infrastructure could be to file
a trial tariff, on a ftrial basis, to collect the cost of energy associated with those charging
stations, but not for the infrastructure. There is a 2006 PURA Declision that prohibited
the LDCs from using ratepayers to fund additional NGV filling stations infrastructure 1
The OCC argued that increasing the usage of allernative fuel vehicles in Connecticut
does not warrant cross-subsidization from electric or natural gas ratepayers to fund
alternative vehicle fueling station infrastructure. 195

ML does not believe that local utilities should be building stations, but they could
help facilitate investment and attract more private capital. One way for that io happen is
by having MGV customers subscribe o an existing commercial rate. Currenily, these
customers are on the Natural Gas Vehicle Rate {Rate NGV), which is an interruptible
rate and priced to the aliernative fuel market."™ The non-firm margins obtained from
this interruptible service is minimal and flows back 1o firm ratepayers through the PGA.
It these entities are switched over fo a firm service, the reduction in the non-firm margin
will increase the overall cost of gas to cusiomers.

V. CONCLUSION

The draft CES is a positive first step toward a comprehensive energy policy
for the State of Connecticut. As with any document that attempts to address such
an expansive fopic as energy policy, there needs to be flexibility both in design and
execution, both drawing on consfructive siakeholder input that takes Into
consideration the views and recommendations from all affecied parties.

W2 CES, pp. 151-154,

103 CES, pp 157-177.

104 2es, Decision daled Degember 21, 2006 in Docket Moo 04-03-03, DPUC Review of ths Local
Distribution Companies’ Provision of Matural Gas for Meter Vehicles

105 GG Comments, po 4.

108 Ty, 1/20/13, pp. 324-328.
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