
July 5, 2024 

VIA HAND DELIVERY & ELECTRONIC MAIL 

Kristen L. Masse, EFSB Coordinator 
RI Energy Facility Siting Board 
89 Jefferson Boulevard 
Warwick, RI  02888 

RE:  Docket No. SB-2021-04 – The Narragansett Electric Company Aquidneck Island 
Gas Reliability Project Old Mill Lane, Portsmouth, Rhode Island  
Responses to Record Request Nos. 8 (Supplemental), 10 and 11 

Dear Kristen: 

On behalf of The Narragansett Electric Company (the “Company”), I have enclosed the 
Company’s responses to the Energy Facility Siting Board’s (the “Board”) Record Request Nos. 
10 and 11 from the Final Hearings in the above-referenced docket. Also enclosed is a 
supplemental response to Record Request No. 8 which includes new gas demand information 
from the Gas Long-Range Resource and Requirements Plan for the Forecast Period 2024/25 to 
2028/29 filed June 28, 2025 in RIPUC Docket No. 24-27-NG   

Due to the size of the document, this transmittal includes two hard copies of Attachment 
RR-10-1. Please let us know if the Board requires additional copies of this attachment. 

Please note that the Company’s response to Record Request No. 11 includes confidential 
customer specific information regarding the United States Navy. Therefore, the Company has 
provided a redacted and a confidential version of this response and has requested confidential 
treatment pursuant to R.I. Gen. Laws § 38-2-2(4)(B). 

GEORGE W. WATSON III

One Financial Plaza, 14th Floor 
Providence, RI 02903-2485 
Main (401) 709-3300 
Fax (401) 709-3399 
gwatson@rc.com 
Direct (401) 709-3351 

Also admitted in Massachusetts, 
Connecticut and Vermont 
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Thank you for your attention to this matter.  If you have any questions, please contact me 
at (401) 709-3351. 

Sincerely, 

George W. Watson III 

Enclosures 

cc: Docket SB-2021-04 Service List 
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STATE OF RHODE ISLAND  
ENERGY FACILITY SITING BOARD 

) 
In re:   ) 
The Narragansett Electric Company  ) 
Aquidneck Island Gas Reliability Project                              )         EFSB Docket No. SB-2021-04  
Old Mill Lane, Portsmouth, Rhode Island                             ) 

) 
) 

MOTION OF THE NARRAGANSETT ELECTRIC COMPANY  
FOR PROTECTIVE TREATMENT OF  

CONFIDENTIAL INFORMATION 

The Narragansett Electric Company (the “Company”) hereby respectfully requests that the 

Energy Facility Siting Board (the “Board”) grant protection from public disclosure of certain 

confidential information submitted by the Company. The reasons for the protective treatment are 

set forth herein. The Company also requests that, pending entry of that finding, the Board 

preliminarily grant the Company’s request for confidential treatment.  

The Company’s response to Record Request No. 11 (the “Confidential Response”) 

includes a summary of communications and information from the United States Navy (“Navy”) 

regarding energy events, needs, and plans with respect to Naval Station Newport (the “Navy 

Base”). The Navy keeps these communications and the Navy’s energy events, needs, and plans 

confidential and, through communications with the Company concerning the Board’s record 

request, has therefore requested it be kept confidential. 

I. LEGAL STANDARD   

Rhode Island’s Access to Public Records Act (“APRA”), R.I.G.L. §38-2-1 et. seq., sets 

forth the parameters for public access to documents in the possession of state and local government 

agencies.  Under APRA, all documents and materials submitted in connection with the transaction 

of official business by an agency are deemed to be a “public record,” unless the information 
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contained in such documents and materials falls within one of the exceptions specifically identified 

in R.I.G.L. §38-2-2(4). Therefore, to the extent that information provided to the Board falls within 

one of the designated exceptions to APRA, the Board has the authority under the terms of APRA 

to deem such information to be confidential and to protect that information from public disclosure. 

In that regard, R.I. Gen. Laws § 38-2-2(4)(B) provides that the following types of records 

shall not be deemed public:  

Trade secrets and commercial or financial information obtained 
from a person, firm, or corporation which is of a privileged or 
confidential nature. 

The Rhode Island Supreme Court has held that this confidential information exemption applies 

where the disclosure of information would be likely either (1) to impair the government’s ability 

to obtain necessary information in the future; or (2) to cause substantial harm to the competitive 

position of the person from whom the information was obtained.  Providence Journal Company v. 

Convention Center Authority, 774 A.2d 40 (R.I. 2001).  The first prong of the test is satisfied when 

information is provided to the governmental agency and that information is of a kind that would 

customarily not be released to the public by the person from whom it was obtained.  Providence 

Journal, 774 A.2d at 47.  

The Rhode Island Supreme Court has also noted that the agencies making determinations 

as to the disclosure of information under APRA may apply a balancing test. See Providence 

Journal v. Kane, 577 A.2d 661 (R.I. 1990). Under this balancing test, after a record has been 

determined to be public, the Board may protect information from public disclosure if the benefit 

of such protection outweighs the public interest inherent in disclosure of information pending 

before regulatory agencies. Kane, 557 A.2d at 663 (“Any balancing of interests arises only after a 

record has first been determined to be a public record.”). 
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II. BASIS FOR CONFIDENTIALITY  

The confidential information contained in the Company’s response to Record Request No. 

11 is the summary of certain communications with the Navy and related information the Navy has 

provided to the Company regarding energy events, needs and plans for its Navy Base.  The Navy 

has requested that the Company maintain the confidentiality of this information, and this customer 

specific information would ordinarily not be shared by the Company without its customer’s prior 

authorization.  Because the confidential information contained in the Confidential Response is not 

of a kind that would customarily be released to the public by the Company, the first prong of the 

Providence Journal test has been satisfied. See Providence Journal, 774 A.2d at 47.  For that 

reason, the Company is seeking protective treatment of the Navy’s information that would not 

typically be disclosed to the public.  

III. CONCLUSION  

For the foregoing reasons, the Company respectfully requests that the Board grant this 

motion for protective treatment of the confidential information contained in the Company’s 

response to Record Request No. 11. The Company has submitted redacted versions of the 

Confidential Response for the public record, and confidential versions subject to this motion for 

protective treatment.   

[SIGNATURES ON NEXT PAGE] 
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Respectfully submitted, 

THE NARRAGANSETT ELECTRIC 
COMPANY 

By its attorneys, 

George W. Watson, III (#8825) 
Robinson & Cole, LLP 
One Financial Plaza, 14th Floor 
Providence, RI 02903 
Tel. (401) 709-3351 
Fax. (401) 709-3399 
gwatson@rc.com

Steven J. Boyajian (#7263) 
Robinson & Cole LLP 
One Financial Plaza, 14th Floor 
Providence, RI 02903 
Tel. (401) 709-3359 
Fax. (401) 709-3399 
sboyajian@rc.com

Dated: July 5, 2024 
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CERTIFICATE OF SERVICE 

I hereby certify that on July 5, 2024, I delivered a true copy of the foregoing Motion via 
electronic mail to the parties on the Service List for Docket No. SB-2021-04. 

Heidi J. Seddon 



The Narragansett Electric Company 
Docket No. SB-2021-04 

In Re:  The Narragansett Electric Company Application for a 
License to Mobilize and Operate a Liquified Natural Gas (LNG) 

Vaporization Facility at Old Mill Lane (Portsmouth, RI) 
Responses to Record Requests 

Issued at the EFSB’s Final Hearings 

Record Request 8 (Supplemental) 

Prepared by or under the supervision of:  Tyler Olney 

Request: 

Please provide: 

a. Schedules which provide a breakdown of the components (i.e., energy efficiency, 
demand response, and electric heating conversions) of the total cost that comprise the 
Company’s Non-Infrastructure Proposal (with a moratorium) which is referenced on page 
37 of the Siting Report. Please show cost incurrence by year that is assumed in the 
Company’s forecast, by component.  Please also itemize the demand response measures 
by type and assumed annual cost. In performing this analysis, please use the Company’s 
best estimate of the number of years required to eliminate the capacity gap, taking into 
account contractor resources, availability of products and equipment, and the Company’s 
best judgment of customer adoption. Please provide an explanation of the key 
assumptions in the forecast. 

b. Please provide similar information for the proposal assuming no moratorium. 

Response: 

The Siting Report, filed in April 2022 under Docket No. SB-2021-04, identified two non-
infrastructure options that focused on resolving the capacity constraint that is otherwise solved 
by portable LNG operations at the Old Mill Lane site. As described in Sections 4.7 and 4.8 of the 
Siting Report, the non-infrastructure options were comprised of energy efficiency (EE), 
electrification (elec.), and gas demand response (DR) for both residential and commercial 
customers on Aquidneck Island. These options also included continued operation of portable 
LNG until the capacity constraint was assumed to be addressed, as well as an estimate of the 
incremental revenue requirement associated with the site work proposed in the Siting Report. 
The incremental demand response included two sub-initiatives: (1) fuel switching of commercial 
customers off natural gas and onto a delivered fuel, and (2) thermostat setback for residential and 
small/medium businesses. The fuel switching initiative was further segmented by the relative 
size of the firm C&I customers that could participate (Tier 1 included the two largest firm 
customers, Tier 2 included the next 33 largest firm customers, and Tier 3 included the next 204 
largest firm customers after that, as described in Section 4.7 of the Siting Report). Note that this 
incremental DR refers only to current firm C&I customers; existing non-firm customers on 
Aquidneck Island, such as the Navy, are already forecasted to not contribute to demand under 
design hour conditions. More broadly, all demand-side management (DSM) efforts included in 
these options are in addition to existing efforts that are already accounted for in the forecast. 



The Narragansett Electric Company 
Docket No. SB-2021-04 

In Re:  The Narragansett Electric Company Application for a 
License to Mobilize and Operate a Liquified Natural Gas (LNG) 

Vaporization Facility at Old Mill Lane (Portsmouth, RI) 
Responses to Record Requests 

Issued at the EFSB’s Final Hearings 

Record Request 8 (Supplemental), Page 2 

Prepared by or under the supervision of:  Tyler Olney 

The estimated cost to the Company (and consequently, gas customers) of the solution that 
included a moratorium, by year and by component, is shown in Table 1. Note that the total cost 
over the analysis period is $100 million, with a time-discounted value of $63 million, matching 
what was listed in Section 4.8 and Footnote 21 of the Siting Report. The estimated cost to the 
Company of the solution that did not include a moratorium, by year and by component, is shown 
in Table 2. Note that the total cost over the analysis period is $143 million, with a time-
discounted value of $86 million, matching what was listed in Section 4.8 and Footnote 20 of the 
Siting Report. 



The Narragansett Electric Company 
Docket No. SB-2021-04 

In Re:  The Narragansett Electric Company Application for a 
License to Mobilize and Operate a Liquified Natural Gas (LNG) 

Vaporization Facility at Old Mill Lane (Portsmouth, RI) 
Responses to Record Requests 

Issued at the EFSB’s Final Hearings 

Record Request 8 (Supplemental), Page 3 

Prepared by or under the supervision of:  Tyler Olney 

Table 1. Annual Company Cost of Non-Infrastructure Option with Moratorium from April 2022 (Millions $) [part a] 

Type Subcomponent 
2021-
22

2022-
23

2023-
24

2024-
25

2025-
26

2026-
27

2027-
28

2028-
29

2029-
30

2030-
31

2031-
32

2032-
33

2033-
34

2034-
35

EE1 Residential $0.00 $0.47 $0.96 $1.45 $1.96 $2.46 $2.98 $2.98 $2.97 $2.97 -$0.42 -$0.43 -$0.44 -$0.45
EE1 Commercial $0.00 $0.07 $0.14 $0.25 $0.32 $0.37 $0.44 $0.41 $0.39 $0.36 -$0.22 -$0.22 -$0.23 -$0.23
Elec. Residential $0.00 $0.64 $0.87 $1.32 $1.79 $2.30 $2.35 $2.39 $2.44 $2.49 $0.00 $0.00 $0.00 $0.00
Elec. Commercial $0.00 $0.07 $0.11 $0.19 $0.27 $0.32 $0.32 $0.33 $0.34 $0.34 $0.00 $0.00 $0.00 $0.00
DR Fuel Switch - Tier 1 $0.19 $0.19 $0.20 $0.20 $0.20 $0.21 $0.21 $0.22 $0.22 $0.23 $0.23 $0.23 $0.24 $0.24
DR Fuel Switch - Tier 2 $0.05 $0.42 $0.28 $0.50 $0.36 $0.39 $0.42 $0.25 $0.46 $0.50 $0.53 $0.57 $0.61 $0.41
DR Fuel Switch - Tier 3 $0.06 $0.08 $0.09 $0.11 $0.12 $0.16 $0.16 $0.19 $0.20 $0.23 $0.25 $0.28 $0.29 $0.33
DR Thermostat Setback $0.07 $0.09 $0.12 $0.13 $0.14 $0.15 $0.17 $0.18 $0.20 $0.21 $0.22 $0.24 $0.26 $0.28
Infra. Site Work $0.00 $0.00 $0.00 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86
Infra. LNG Trucking $3.50 $3.50 $3.50 $3.50 $3.50 $3.50 $3.50 $3.50 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
Total $3.86 $5.52 $6.27 $9.51 $10.53 $11.72 $12.41 $12.31 $9.08 $9.19 $2.46 $2.53 $2.59 $2.44
Sum over Analysis Period $100.4
NPV over Analysis Period $63.0

1 In addition to the incentive and administrative cost of EE, the net benefit of reduced wholesale gas purchases is counted as a negative cost to the Company 
throughout the analysis, which is why the cost of EE goes negative starting in 2031-32 when incremental incentives are no longer needed, but savings persist. 
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In Re:  The Narragansett Electric Company Application for a 
License to Mobilize and Operate a Liquified Natural Gas (LNG) 

Vaporization Facility at Old Mill Lane (Portsmouth, RI) 
Responses to Record Requests 

Issued at the EFSB’s Final Hearings 
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Table 2. Annual Company Cost of Non-Infrastructure Option without Moratorium from April 2022 (Millions $) [part b] 

Type Subcomponent 
2021-
22

2022-
23

2023-
24

2024-
25

2025-
26

2026-
27

2027-
28

2028-
29

2029-
30

2030-
31

2031-
32

2032-
33

2033-
34

2034-
35

EE Residential $0.00 $0.47 $0.96 $1.45 $1.96 $2.46 $2.98 $2.98 $2.97 $2.97 $2.96 $2.95 $2.94 $2.93
EE Commercial $0.00 $0.07 $0.14 $0.25 $0.32 $0.37 $0.44 $0.41 $0.39 $0.36 $0.34 $0.31 $0.28 $0.25
Elec. Residential $0.00 $1.13 $2.21 $3.32 $4.48 $5.72 $5.79 $5.89 $5.96 $5.91 $0.00 $0.00 $0.00 $0.00
Elec. Commercial $0.00 $0.15 $0.30 $0.43 $0.59 $0.76 $0.78 $0.80 $0.81 $0.87 $0.00 $0.00 $0.00 $0.00
DR Fuel Switch - Tier 1 $0.19 $0.19 $0.20 $0.20 $0.20 $0.21 $0.21 $0.22 $0.22 $0.23 $0.23 $0.23 $0.24 $0.24
DR Fuel Switch - Tier 2 $0.05 $0.42 $0.28 $0.50 $0.36 $0.39 $0.42 $0.25 $0.46 $0.50 $0.53 $0.57 $0.61 $0.41
DR Fuel Switch - Tier 3 $0.06 $0.08 $0.09 $0.11 $0.12 $0.16 $0.16 $0.19 $0.20 $0.23 $0.25 $0.28 $0.29 $0.33
DR Thermostat Setback $0.07 $0.09 $0.12 $0.13 $0.14 $0.15 $0.17 $0.18 $0.20 $0.21 $0.22 $0.24 $0.26 $0.28
Infra. Site Work $0.00 $0.00 $0.00 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86
Infra. LNG Trucking $3.50 $3.50 $3.50 $3.50 $3.50 $3.50 $3.50 $3.50 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
Total $3.86 $6.09 $7.80 $11.74 $13.54 $15.59 $16.32 $16.27 $13.08 $13.14 $6.39 $6.44 $6.47 $6.30
Sum over Analysis Period $143.0
NPV over Analysis Period $85.8



The Narragansett Electric Company 
Docket No. SB-2021-04 

In Re:  The Narragansett Electric Company Application for a 
License to Mobilize and Operate a Liquified Natural Gas (LNG) 

Vaporization Facility at Old Mill Lane (Portsmouth, RI) 
Responses to Record Requests 

Issued at the EFSB’s Final Hearings 

Record Request 8 (Supplemental), Page 5 

Prepared by or under the supervision of:  Tyler Olney 

As described in the Siting Report, these options were based on a significant level of incremental 
demand-side management beyond current statewide efforts, as restated in Table 3. 

Table 3. DSM Assumed for Options Identified in April 2022 Siting Report Section 4.8 

Non-Infrastructure Solution to 
Address Capacity Constraint, with 
a Moratorium 

Non-Infrastructure Solution to 
Address Capacity Constraint, 
without a Moratorium 

Demand 
Response (DR) 

Maximum achievable potential 
reached, continuing as an annual 
program through analysis period. 

Maximum achievable potential 
reached, continuing as an annual 
program through analysis period. 

Energy 
Efficiency (EE) 

Maximum achievable potential 
reached after 6-year ramp up, 
continuing until 2031 when the 
capacity constraint is projected to 
be addressed by persistent savings. 

Maximum achievable potential 
reached after 6-year ramp up, 
continuing through analysis period 
to address the capacity constraint 
and offset projected demand 
growth with persistent savings. 

Electrification 
(Elec.) 

20% of HVAC turnover assumed to 
electrify after a 5-year ramp up, 
continuing until 2031 when the 
capacity constraint is projected to 
be addressed by persistent savings.  

40% of HVAC turnover assumed to 
electrify after a 5-year ramp up, 
continuing until 2031 when the 
capacity constraint is projected to 
be addressed by persistent savings. 

Note: “Ramp up” refers to a straight-line increase in participation from pre-existing levels in year 
zero to the final amount in the final year of the ramp up period. “HVAC turnover” refers to the 
5% of existing natural gas customers assumed to replace their heating equipment each year 
(assuming a typical heating system lasts for 20 years), plus the number of forecasted new 
customers each year from the gas load forecast. 

In considering “the Company’s best estimate of the number of years required to eliminate the 
capacity gap, taking into account contractor resources, availability of products and equipment, 
and the Company’s best judgment of customer adoption”, there have been two key developments 
since the April 2022 Siting Report that may consequentially impact the analysis restated above: 

1. An updated Gas Load Forecast, as published in the June 2023 Long-Range Plan under 
Docket No. 22-06-NG, and 
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Vaporization Facility at Old Mill Lane (Portsmouth, RI) 
Responses to Record Requests 

Issued at the EFSB’s Final Hearings 

Record Request 8 (Supplemental), Page 6 

Prepared by or under the supervision of:  Tyler Olney 

2. Additional incentives for electrification of heat, such as the federal Inflation Reduction 
Act and the Office of Energy Resources’ (OER) Clean Heat Rhode Island program. 

Note that there are other key assumptions that underpin the non-infrastructure solutions, 
specifically regarding demand response and energy efficiency, that are assumed to have not 
changed significantly from the original analysis. The savings potential and cost for demand 
response were based on an analysis of large, firm C&I customers at the time, which is assumed 
to have not changed significantly since then. For energy efficiency, the 2020 market potential 
study that was used to establish savings potential and cost at the time is still the latest 
comprehensive study published.2

The latest published design day demand forecast for Aquidneck Island (the June 2023 Forecast) 
is shown in Figure 1 and Figure 2, and is compared to the forecast used to size the non-
infrastructure options in the April 2022 Siting Report (the June 2021 Forecast).3 The June 2023 
Forecast identifies relatively higher demand in the short-term but relatively lower demand in the 
long-term compared to the June 2021 Forecast. Importantly, the Long-Range Plans in which 
these forecasts were published have a 5-year outlook. Extended forecasts have been generated 
and shown here to provide more context. While these forecasts are presented as a point estimate, 
there is uncertainty that is not reflected in the graphs, especially in the later years. 

2 Available at: https://rieermc.ri.gov/rhode-island-market-potential-study-2021-2026/  
3 The June 2023 Forecast was published under Docket No. 22-06-NG, and the June 2021 Forecast was published 
under Docket No. 5043.   
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Figure 1. Forecasted Design Hour Supply/Demand Balance on Aquidneck Island 

Figure 2. Forecasted Design Hour Pipeline Supply Shortfall (“Capacity Constraint”) on Aquidneck Island 

As described in Section III.B.3 of the Gas Long-Range Resource and Requirements Plan for the 
Forecast Period 2023/24 to 2027/28 filed on June 30, 2023 in RIPUC Docket No. 22-06-NG, the 
June 2023 Forecast includes the impact of DSM efforts at historical achievement levels, plus the 
increasing penetration of the Company’s energy efficiency programs beyond historical levels. As 
noted above, there are additional initiatives not implemented through programs administered by 
the Company that may have an impact on future demand for gas in Aquidneck Island. This 
includes the OER’s Clean Heat Rhode Island (“CHRI”) program and the state’s proposed Home 
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Efficiency Rebates (“HER”) program that would take advantage of federal IRA funding.4 The 
potential statewide impact of these programs is roughly estimated in Table 4. 

Table 4. Statewide Electrification Targets from New, non-Company Initiatives 

Source OER: CHRI Federal IRA: HER 

Total Funding Per OER* $25M for 3 years $32M for 8 years 

Portion of Funding 
for Electrification 
of heat Incentives 

Assumes 7% reserve 
for admin for CHRI, 
and 50% of HER funds 
used for heat 
electrification** 

93% 50% 

Annual Funds 
Available for 
Incentives 

Funding available for 
incentives divided by 
years 

$7.75M/yr $3.70M/yr 

Assumed Incentive 
per Heat Pump 

Per OER*, assuming 4-
ton heat pump per 
home 

$4,000/cust $4,000/cust 

Budgeted Annual 
Electrifications 

Available incentive 
funds divided by 
incentive per home 

1,938 customers per 
year 

497 customers per 
year 

*  CHRI budget and incentive rates and HER program budget listed by OER at 
https://energy.ri.gov/heating-cooling/clean-heat-ri and https://energy.ri.gov/energy-
incentives/home-energy-rebate-program, respectively. 

** CHRI also offers incentives for heat pump water heaters and electrical service upgrades, 
which may facilitate full electrification but also increase the cost per customer, thereby 
decreasing the total number of customers budgeted to participate. HER funds are reserved 

4 Note that OER is also developing implementation plans for the Home Electrification and Appliance Rebates 
(“HEAR”) program, which will receive an approximately $31 million in additional federal funding, but the current 
program proposal intends for those funds to “provide rebates to low-and-moderate-income households for electrical 
and appliance upgrades that are not already provided through other programs”, which would preclude heat 
electrification currently incentivized via CHRI, as described in an April 2024 presentation, available at: 
https://energy.ri.gov/sites/g/files/xkgbur741/files/2024-04/HEAR%20Straw%20Proposal%20Presentation.pdf. 
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broadly for energy efficiency improvements, and OER has tentatively indicated that 
approximately half of the funds may be utilized to incentivize heating electrification. 

Allocating the impact of these statewide initiatives to Aquidneck Island requires many 
assumptions around program implementation outside of the Company’s control. Between 
October 2023 and March 2024, roughly 10% of the rebates the OER has paid or reserved through 
CHRI have been for Aquidneck Island, as shown in Table 5. 

Table 5. Clean Heat Rhode Island Rebates Paid/Reserved from October 2023 - March 2024 

Municipality Paid or Reserved Amount ($) Total Rebates

Portsmouth $169,693 (3%) 47 (4%)

Middletown $99,675 (2%) 36 (3%)

Newport $225,990 (5%) 38 (3%)

Aquidneck Island Total $495,357 (10%) 121 (9%)

Rhode Island Total $4,927,683 (100%) 1,330 (100%)

Source: Clean Heat Rhode Island Statistics, retrieved at: 
https://cleanheatri.com/resources/program-statistics/  

If 10% of the annual budgeted electrifications estimated in Table 4 occur in Aquidneck Island, 
that would equate to roughly 245 customers adopting heat pumps annually. Assuming that all of 
these customers are current or projected gas customers and that all of these participants fully 
remove themselves from the gas system (which is not a requirement), these 245 residences 
would be estimated to reduce design hour demand by roughly 12 Dth/hr each year.5

Several high-level assumptions underpin this analysis that likely cause the estimated potential 
savings from electrification via statewide programs to be overstated, including: 

 All participation includes electrification of heat; 
 The installed heat pumps fully displace the existing heating system, whereas initial 

information provided to the Company by OER indicates only around 30% of participants 
are fully displacing their existing heating source; 

5 Assuming a typical residential customer consumes 1 Dth/day on the design day, and 0.05 Dth/hr in the design 
hour, based on the ratio of forecasted design day demand to annual demand in Aquidneck Island applied to 
residential usage per customer. 
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 All participation is by existing natural gas customers or by current delivered fuel 
customers who are otherwise forecasted to join the gas system;6

 Program funding is utilized in Aquidneck Island at similar levels as to what has been seen 
since the CHRI program launched in September 2023; 

 Program funding, such as CHRI and IRA, persists at similar levels into the future; and 
 Customers in Aquidneck Island and Rhode Island more broadly continue to adopt heat 

pumps at a level commensurate with the allocated funding. 

Given the Capacity Constraint is currently roughly 237 Dth/hr on the design hour as shown in 
Figure 2, a reduction of 12 Dth/hr annually from current and planned statewide and federal 
programs alone would be insufficient to eliminate the Capacity Constraint within the 
timeframe of the extended forecast. 

To assess what it would take to eliminate the Capacity Constraint by a certain date, the model 
used to inform the non-infrastructure options presented in the April 2022 Siting Report was 
updated with (1) the June 2023 Forecast, (2) incremental Company DSM initiatives starting 
hypothetically in 2024, and (3) refined electrification parameters. Electrification parameters were 
refined based on the latest assumptions developed for Rhode Island’s Future of Gas proceeding 
under Docket No. 22-01-NG, as shown in Table 6. These values represent the incremental cost of 
a heat pump over an efficient gas system. Overall, costs only changed slightly, after accounting 
for available incentives and inflation.  

Table 6. Electrification Cost Assumptions 

Parameter 
April 2022 Siting Report 

Analysis (2023$) 
Future of Gas Analysis (2023$) 

Pre-Incentive Post-Incentive 

Incremental Electrification 
Cost – Residential Customer 

$13,000 $18,200 $12,100 

Incremental Electrification 
Cost – C&I Customer 

$18,400 $41,500 $19,000 

Source: Electrification parameter assumptions used in April 2022 Siting Report analysis were 
detailed in Chapter 14 of the Aquidneck Island Long-Term Gas Capacity Study, published in 
September 2020, available at: https://www.rienergy.com/aquidneck-long-term-gas-capacity-

6 Note that according to the 2022 American Community Survey, roughly 10,890 residences on Aquidneck Island 
utilize utility gas as their primary heating fuel, compared to roughly 10,154 residences that utilize delivered fuel as 
their primary heating fuel, where Aquidneck Island is assumed to include census tracts 401-412. See Table B25040 
of 2022 ACS 5-Year Estimates, available at: https://data.census.gov/table/ACSDT5Y2022.B25040  
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study. Note that April 2022 Siting Report figures were increased from 2020$ as presented in the 
2020 Aquidneck Island Long-Term Gas Capacity Study to 2023$ using an effective inflation 
multiplier of 118%. Electrification parameter assumptions used in the Future of Gas analysis are 
taken as the difference between “default” heat pump costs and efficient gas boiler/furnace costs, 
as extracted from “Docket 22-01-NG – E3 Technical Analysis – Appendix B.xlsx” published 
May 7, 2024, available at: https://ripuc.ri.gov/Docket-22-01-NG. Note that residential post-
incentive costs assume a 4.5-ton system, in accordance with the Future of Gas analysis, and a 
$1,350/ton effective incentive rate from statewide and federal programs. C&I customer costs 
assume 3,500 sqft per C&I building with a 9-ton system, and a $2,500/ton effective incentive 
rate from statewide and federal programs. 

Energy prices were also updated to reflect the latest available data from the US Environmental 
Information Administration (EIA), as shown in Table 7. Included in this update is the inclusion 
of projected energy price changes over time, which may shift the relative cost-effectiveness of 
electrification over time. Upon review of the values in Table 7, the relative cost-effectiveness has 
not improved for residential customers, as both electric and gas prices have increased, with 
electric prices projected by the EIA’s Annual Energy Outlook (AEO) to increase more than gas 
prices through 2035. For commercial customers, however, the heat pump value proposition has 
apparently improved, with electric prices decreasing and gas prices increasing.   

Table 7. Energy Prices used for Estimating Cost of Heat Pump Operation 

Parameter 
April 2022 Siting Report 

Analysis 
Updated Analysis 

Base Value a Real CAGR b Base Value c Real CAGR d

Electric Rate 
($/kWh) 

Residential $0.204 0% $0.230 0.42% 

Commercial $0.178 0% $0.143 -0.28% 

Gas Rate 
($/Dth) 

Residential $15.09 0% $18.17 -0.48% 

Commercial $12.52 0% $15.29 0.35% 

Source: (a) Base energy prices used in April 2022 Siting Report analysis were from 2018 EIA 
176 and 861 data for Narragansett Electric Company in Rhode Island; (b) Energy prices were 
assumed to stay constant in real terms in April 2022 Siting Report analysis; (c) Base energy 
prices used in updated analysis presented herein are from 2022 EIA 176 and 861 data for 
Narragansett Electric Company in Rhode Island; (d) CAGR in real terms taken as CAGR 
between 2025-2035 from the US EIA’s 2023 AEO. EIA 176 data is available at: 
https://www.eia.gov/naturalgas/ngqs/, EIA 861 data is available at:  
https://www.eia.gov/electricity/data/eia861/, and EIA AEO (specifically, Table 3.1) is available 
at: https://www.eia.gov/outlooks/aeo/tables_ref.php.  
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Incorporating the changes described above, the non-infrastructure options were resized and 
reanalyzed. These solutions were sized to eliminate the capacity constraint after the winter of 
2031-32, which was an analogous timeline (8 years) as that contemplated in the April 2022 
Siting Report. The resulting quantities of DSM required to meet this target are shown in Table 8, 
with differences from Table 3 highlighted. Note that the incremental DSM may be necessary 
later in time because of the later starting point, and relatively more electrification would be 
needed in the case of a moratorium given the relatively higher design hour demand currently 
forecasted. But the same level of electrification is forecasted to be needed in the case of no 
moratorium, because the design hour demand forecasted after 2030 is less than was previously 
forecasted. 

Table 8. DSM Assumed for Non-Infrastructure Options as Assessed in May 2024 

Non-Infrastructure Solution to 
Address Capacity Constraint, with 
a Moratorium 

Non-Infrastructure Solution to 
Address Capacity Constraint, 
without a Moratorium 

Demand 
Response (DR) 

Maximum achievable potential 
reached, continuing as an annual 
program through analysis period. 

Maximum achievable potential 
reached, continuing as an annual 
program through analysis period. 

Energy 
Efficiency (EE) 

Maximum achievable potential 
reached after 6-year ramp up, 
continuing until 2033 when the 
capacity constraint is projected to 
be addressed by persistent savings. 

Maximum achievable potential 
reached after 6-year ramp up, 
continuing through analysis period 
to address the capacity constraint 
and offset projected demand 
growth with persistent savings. 

Electrification 
(Elec.) 

25% of HVAC turnover assumed to 
electrify after a 5-year ramp up, 
continuing until 2032 when the 
capacity constraint is projected to 
be addressed by persistent savings.  

40% of HVAC turnover assumed to 
electrify after a 5-year ramp up, 
continuing until 2032 when the 
capacity constraint is projected to 
be addressed by persistent savings. 

Note: Font in bold red indicates differences from the original analysis performed for the April 
2022 Siting Report presented in Table 3.    
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Table 9 and Table 10 show the annual cost to the Company of the non-infrastructure options with 
and without a moratorium, respectively, by year and by component. Comparing to the results in 
from the April 2022 Siting Report, there is very little difference overall in the expected cost 
based on the updates described above. 
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Table 9. Annual Company Cost of Non-Infrastructure Option with Moratorium from May 2024 (Millions $) [part a] 

Type Subcomponent 
2023-
24

2024-
25

2025-
26

2026-
27

2027-
28

2028-
29

2029-
30

2030-
31

2031-
32

2032-
33

2033-
34

2034-
35

2035-
36

2036-
37

EE7 Residential $0.00 $0.47 $0.96 $1.45 $1.95 $2.46 $2.97 $2.97 $2.97 $2.96 -$0.42 -$0.43 -$0.44 -$0.45
EE4 Commercial $0.00 $0.07 $0.14 $0.25 $0.32 $0.37 $0.44 $0.41 $0.39 $0.36 -$0.22 -$0.22 -$0.23 -$0.23
Elec. Residential $0.00 $0.57 $0.94 $1.44 $1.82 $2.32 $2.37 $2.43 $2.48 $0.00 $0.00 $0.00 $0.00 $0.00
Elec. Commercial $0.00 $0.05 $0.07 $0.11 $0.14 $0.18 $0.18 $0.18 $0.18 $0.00 $0.00 $0.00 $0.00 $0.00
DR Fuel Switch - Tier 1 $0.00 $0.19 $0.20 $0.20 $0.20 $0.21 $0.21 $0.22 $0.22 $0.23 $0.23 $0.23 $0.24 $0.24
DR Fuel Switch - Tier 2 $0.00 $0.42 $0.28 $0.50 $0.36 $0.39 $0.42 $0.25 $0.46 $0.50 $0.53 $0.57 $0.61 $0.41
DR Fuel Switch - Tier 3 $0.00 $0.08 $0.09 $0.11 $0.12 $0.16 $0.16 $0.19 $0.20 $0.23 $0.25 $0.28 $0.29 $0.33
DR Thermostat Setback $0.00 $0.09 $0.12 $0.13 $0.15 $0.16 $0.17 $0.18 $0.20 $0.21 $0.23 $0.25 $0.26 $0.28
Infra. Site Work $0.00 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86
Infra. LNG Trucking $3.50 $3.50 $3.50 $3.50 $3.50 $3.50 $3.50 $3.50 $3.50 $0.00 $0.00 $0.00 $0.00 $0.00
Total $3.50 $7.30 $8.16 $9.54 $10.43 $11.60 $12.30 $12.19 $12.47 $6.35 $2.45 $2.53 $2.59 $2.44
Sum over Analysis Period $103.9
NPV over Analysis Period $65.8

7 In addition to the incentive and administrative cost of EE, the net benefit of reduced wholesale gas purchases is counted as a negative cost to the Company 
throughout the analysis, which is why the cost of EE goes negative starting in 2031-32 when incremental incentives are no longer needed, but savings persist. 
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Table 10. Annual Company Cost of Non-Infrastructure Option without Moratorium from May 2024 (Millions $) [part b] 

Type Subcomponent 
2023-
24

2024-
25

2025-
26

2026-
27

2027-
28

2028-
29

2029-
30

2030-
31

2031-
32

2032-
33

2033-
34

2034-
35

2035-
36

2036-
37

EE Residential $0.00 $0.47 $0.96 $1.45 $1.95 $2.46 $2.97 $2.97 $2.97 $2.96 $2.96 $2.95 $2.94 $2.92
EE Commercial $0.00 $0.07 $0.14 $0.25 $0.32 $0.37 $0.44 $0.41 $0.39 $0.36 $0.33 $0.31 $0.28 $0.25
Elec. Residential $0.00 $0.85 $1.73 $2.62 $3.56 $4.51 $4.60 $4.68 $4.77 $0.00 $0.00 $0.00 $0.00 $0.00
Elec. Commercial $0.00 $0.09 $0.18 $0.25 $0.34 $0.44 $0.44 $0.40 $0.40 $0.00 $0.00 $0.00 $0.00 $0.00
DR Fuel Switch - Tier 1 $0.00 $0.19 $0.20 $0.20 $0.20 $0.21 $0.21 $0.22 $0.22 $0.23 $0.23 $0.23 $0.24 $0.24
DR Fuel Switch - Tier 2 $0.00 $0.42 $0.28 $0.50 $0.36 $0.39 $0.42 $0.25 $0.46 $0.50 $0.53 $0.57 $0.61 $0.41
DR Fuel Switch - Tier 3 $0.00 $0.08 $0.09 $0.11 $0.12 $0.16 $0.16 $0.19 $0.20 $0.23 $0.25 $0.28 $0.29 $0.33
DR Thermostat Setback $0.00 $0.09 $0.12 $0.13 $0.15 $0.16 $0.17 $0.18 $0.20 $0.21 $0.23 $0.25 $0.26 $0.29
Infra. Site Work $0.00 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86 $1.86
Infra. LNG Trucking $3.50 $3.50 $3.50 $3.50 $3.50 $3.50 $3.50 $3.50 $3.50 $0.00 $0.00 $0.00 $0.00 $0.00
Total $3.50 $7.62 $9.05 $10.86 $12.36 $14.04 $14.78 $14.66 $14.98 $6.35 $6.38 $6.45 $6.47 $6.30
Sum over Analysis Period $133.8
NPV over Analysis Period $81.2
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Achieving the level of participation in DSM identified in Table 8 would require significant effort 
and community buy-in, as described in Section 4.7 and 4.8 of the April 2022 Siting Report.  

Effectively increasing the number of C&I customers with non-firm gas service via the fuel 
switching demand response initiatives may be particularly challenging, given that many existing 
non-firm customers are requesting firm service to reduce their reliance on delivered fuels. More 
broadly, as demand response initiatives require opt-in each year and for each called event, 
customer participation may vary annually and participation in events may fail to reach 
projections. Together, this presents a risk of not achieving forecasted peak reductions that would 
be needed to offset the need for portable LNG at Old Mill Lane.  

Reaching maximum achievable potential for energy efficiency, as identified in the latest statewide 
potential study, would require providing incentives that cover 100% of the incremental cost of 
measures to all customers. If that incentive level was offered, customers would still need to opt-in 
to participation at projected levels, which would require significant marketing efforts and 
acceptance by customers in the area.  Workforce and equipment supply constraints could also 
hinder the ability to reach those adoption levels. 

There has been and will continue to be a significant effort to increase heat pump adoption, 
throughout the Northeast and Rhode Island especially. Other states have published the number of 
heat pumps incentivized annually through their programs, which is aggregated in Table 11. These 
states are very different in composition and incentives offered. To that end, there are two major 
caveats to applying this data as a comparison to the adoption needed here: 

 This includes all baseline heating systems (e.g. oil, propane, wood, electric resistance heat, 
etc.).  To resolve this capacity constraint on Aquidneck Island customers would need to 
electrify in lieu of natural gas heating, and the value proposition for electrifying natural 
gas heating is worse than that of other fuel types. 

 While Table 11 denotes total heat pumps installed, it does not indicate how many heat 
pumps fully displaced the existing heating load, which would be necessary on Aquidneck 
Island to solve the Capacity Constraint.  

With those caveats in mind, attempting an apples-to-apples comparison to the adoption 
percentages shown in Table 8, programs in Massachusetts and New York have regularly achieved 
5%-20% participation, which is significantly less than the 25%-40% required to solve the 
Capacity Constraint by 2032 as shown in Table 8. This underscores the significant effort that 
would be needed to solve the Capacity Constraint in that timeline, as well as the significant 
incentive and marketing costs estimated in Table 10 and Table 11.  As was identified in the 2020 
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Aquidneck Island Long Term Gas Capacity Study, electrifying such a high number of gas HVAC 
replacements will generally require an incentive higher than the incremental cost of the heat 
pump. That is because even with the relatively high efficiency of heat pumps, current energy 
prices mean that the cost of heating with natural gas is less expensive than the cost of heating with 
electricity. The incentive therefore also must cover the increased cost of operation for the 
customer. 

Table 11. Recent Heat Pump Program Participation by Nearby States, in Total and as a Percent of “Potential Participating 
Customers” * 

State Utility 
Total 
Customers 

2021 2022 2023

Massachusetts All 3,201,811 8,603 (5%) 18,362 (11%) 28,084 (18%)

New York 

Central Hudson 321,074 2,899 (18%) 2,776 (17%) 2,105 (13%)

Con Edison + 
Orange & Rockland 

3,833,226 9,842 (5%) 11,863 (6%)** 5,590 (3%)**

National Grid 1,707,355 1,137 (1%) 1,547 (2%) 2,506 (3%)

NYSEG + RG&E 1,304,667 1,788 (3%) 4,126 (6%) 3,470 (5%)

Long Island Power 
Authority 

1,151,520 4,236 (7%) 4,264 (7%) 6,659 (12%)

Source: “Total Customers” based on sum of bundled and delivered residential and commercial 
electric customers per 2022 EIA 861 data. Massachusetts annual heat pump participation listed by 
MassSave, at: https://www.masssave.com/about/news-and-events/news/mass-save-sponsors-
announce-record-number-of-heat-pump-installations-across-massachusetts. New York utilities’ 
annual heat pump participation listed in the annual NYS Clean Heat Report, filed in April each 
year under Matter No. 18-M-0084, at: 
https://documents.dps.ny.gov/public/MatterManagement/CaseMaster.aspx?MatterCaseNo=18-M-
0084.  

*“Potential Participating Customer” is defined here as total customers divided by 20, which is the 
assumed lifetime for HVAC equipment used throughout this analysis; because 1/20th of 
customers’ existing equipment reaches the end of its useful life each year, roughly 1/20th of 
customers may decide to install a heat pump each year.  

**Con Edison paused acceptance of ASHP heat pump incentive applications in May 2022 after 
exceeding its budget set in 2020. The New York Public Service Commission authorized an 
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additional funding mechanism in August 2022, and Con Edison officially relaunched its 
program in January 2023. 

Supplemental Response: 

June 2024 Forecast Update

The recently published Gas Long-Range Resource and Requirements Plan (see PUC Docket No. 
24-27-NG) for the Forecast Period 2024/25 to 2028/29 includes a forecast of design hour demand 
for the Portsmouth take station of 1,309 Dth/hr for the 2024/25 winter season. This implies a 
pipeline supply shortfall of 264 Dth/hr on Aquidneck Island for that season. This is relatively 
higher demand for 2024/25 than had been forecasted in June 2023, which had identified a supply 
shortfall of 237 Dth/hr for that season.  

At the same time, the updated forecast indicates less peak hour growth than the prior forecast, 
with a compound annual growth rate (“CAGR”) of ~0.1% in the June 2024 forecast compared to 
~0.7% in the June 2023 forecast. For the winter of 2028/29, the June 2024 forecast identifies 
design hour demand for Portsmouth of 1,314 Dth/hr, compared to 1,310 Dth/hr from the June 
2023 forecast. 

Taken together, this forecast update implies that: 
 The Non-Infrastructure Option without a Moratorium, as described in Tables 8, 9, and 10, 

would require a similar level of DSM to mitigate the capacity constraint by 2032 under the 
updated forecast, because the forecast identifies similar design day demand around that 
time as the prior forecast; and 

 Because the new forecast identifies minimal load growth, a moratorium on new gas 
connections may not significantly reduce the amount of DSM needed to mitigate the 
capacity constraint. 
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Record Request 10 

Prepared by or under the supervision of:  Office of General Counsel 

Request: 

Please provide a copy of The Narragansett Electric Company’s charter. 

Response: 

Please see Attachment RR-10-1 for a copy of the current version of The Narragansett Electric 
Company’s (the “Company”) charter.   

The Company’s legislative authorization to distribute natural gas in the City of Newport and the 
Towns of Portsmouth and Middletown is not written in the Company’s charter.  Rather, that 
authorization is contained within the charter of the Providence Gas Company.  A copy of an 
August 6, 1996 amendment to the legislative charter of the Providence Gas Company evidencing 
the legislative authorization to distribute and sell natural gas in the City of Newport and the 
Towns of Portsmouth and Middletown, which was referenced during the Energy Facility Siting 
Board’s June 17, 2024 hearing in this docket, is attached as Attachment RR-10-2.  

The Providence Gas Company was a subsidiary of Providence Energy Corporation.  Providence 
Energy Corporation was merged into Southern Union Company through a merger approved by 
the Rhode Island Division of Public Utilities and Carriers (the “Division”) by Report and Order 
dated July 24, 2000, in Division Docket Nos. D-00-02 and D-00-03.  A copy of the Division’s 
Report and Order approving this merger is attached as Attachment RR-10-3.  

The Company acquired the Rhode Island gas business assets of Southern Union Company 
through a transaction approved by the Division by Report and Order dated July 25, 2006, in 
Division Docket No. D-06-13.  A copy of the Division’s order approving this acquisition is 
attached as Attachment RR-10-4. 

The Company became the holder of the legislative authorization to distribute and sell natural gas 
in the City of Newport and the Towns of Portsmouth and Middletown through this series of 
transactions.  Pursuant to R.I. Gen. Laws § 39-3-26, the Company’s charter was automatically 
amended, without separate written amendments, to the extent necessary to authorize this series of 
transactions.    
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Effective Without the Governor's Signature

Aug. 9, 1996.

AN ACT IN AMENDMENT OF THE ACT ENTITLED "AN ACT TO INCORPORATE
THE PROVIDENCE GAS COMPANY" PASSED AT THE JUNE SESSION OF THE

GENERAL ASSEMBLY A.D. 1847 AS THE SAME HAS BEEN FROM TIME TO TIME
AMENDED

It is enacted by the General Assembly as follows:

SECTION 1. An act entitled "An Act to Incorporate the Providence Gas Company" passed at the June session of
the general assembly, A.D. 1847, as the same has been from time to time amended, is hereby further amended as
set forth in sections 2 and 3 below:

SECTION 2. The Providence Gas Company, in addition to the powers heretofore granted to it, is hereby
authorized and empowered to lay its pipes, make and sell gas, and exercise its other corporate powers in any and
all locations outside the state of Rhode Island.

SECTION 3. The Providence Gas Company, in addition to the powers heretofore granted to it, is hereby
authorized and empowered to lay its pipes and make and sell gas and exercise its other corporate powers in the
city of Newport and in the towns of Burrillville (to the extent heretofore authorized by the division of public
utilities), Charlestown, East Providence, Middletown, Portsmouth, Tiverton, Hopkinton, and Westerly, or any of
them, and for the purposes aforesaid but only with the consent of the city council of such city or the town
council of any such town, to open the ground in any part of the streets, lanes, highways and public places therein
for the purpose of laying and repairing pipes and for other purposes in connection therewith.

SECTION 4. This act shall take effect upon passage.

As always, your comments concerning this page are welcomed and appreciated.

Thank you for stopping by!
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STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS
DIVISION OF PUBLIC UTILITIES AND CARRIERS

100 ORANGE STREET
PROVIDENCE, RHODE ISLAND 02903

IN RE: Petition of Valley Gas Company, Bristol :
and Warren Gas Company and Southern :  Docket No. D-00-02
Union Company for Approval of Mergers :

IN RE: Petition of Providence Energy Corporation, :
Providence Gas Company and Southern : Docket No. D-00-03
Union Company for Approval of Mergers :

REPORT AND ORDER

1. INTRODUCTION

On January 27, 2000, the Valley Gas Company (“Valley”) the Bristol and

Warren Gas Company (“Bristol”) and the Southern Union Company (“Southern

Union”) (collectively the “Valley/Southern Union Companies” or “Petitioners” or

“Companies”), filed a petition with the Rhode Island Division of Public Utilities

and Carriers (“Division”) seeking an approval of merger.  The petition included

a proposed Agreement and Plan of Merger (“Merger Agreement”).  The petition

was filed pursuant to the requirements of Rhode Island General Laws, Sections

39-3-24, 39-3-25 and 39-3-26.  The Division docketed the Valley/Southern

Union Companies petition and designated the case D-00-02.

Also on January 27, 2000, the Providence Energy Corporation

(“ProvEnergy”) and Southern Union filed a notification with the Division

detailing an Agreement and Plan of Merger (“Merger Agreement”) that

ProvEnergy and Southern Union had previously executed on November 15,
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1999.  The notification stated that ProvEnergy had merged with and into

Southern Union.

Upon receipt of the January 27, 2000 ProvEnergy and Southern Union

notification of merger, the Division contacted ProvEnergy to notify ProvEnergy

that the Division would be exercising jurisdiction over the merger through

authority conferred under Sections 39-3-24 and 39-3-25, supra; and also

under the broad regulatory powers of the Division as conferred under Rhode

Island General Laws, Sections 39-1-1, 39-1-15, 39-1-38, 39-3-28, 39-3-30, 39-

4-3 and 39-4-13.  The Division indicated that the invocation of jurisdiction was

necessitated by virtue of ProvEnergy’s ownership of the Providence Gas

Company (“ProvGas”), a natural gas distribution company operating in Rhode

Island under the regulatory oversight of the Division.

Neither ProvEnergy nor Southern Union objected to the Division’s

invocation of jurisdiction and authority over the merger.  ProvEnergy and

Southern Union accepted the Division’s interest in the merger’s concomitant

impact on ProvGas and ProvGas’ Rhode Island ratepayers.  Accordingly, the

Division transformed the ProvEnergy, ProvGas and Southern Union (collectively

the “ProvGas/Southern Union Companies” or “Petitioners” or “Companies”)

notification into a formal petition for approval of merger and designated the

docketed case D-00-03.

Following the docketing of the two merger petitions, the Division received

motions to intervene by the Energy Council of Rhode Island (“TEC-RI”) and the
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Department of Attorney General (“Attorney General”), each seeking to intervene

in both merger dockets.1

The Division subsequently scheduled and conducted a consolidated

prehearing conference on March 23, 2000.  The dockets were consolidated in

view of Southern Union’s involvement in both mergers and for reasons of

administrative economy.  A procedural and hearing schedule was established

at the March 23 prehearing conference.  The petitioners also stated that they

had no objections to the interventions requested by TEC-RI and the Attorney

General.2  The Division’s Advocacy Section (“Advocacy Section”), an

indispensable party, also entered an appearance in each docket.

2. SUMMARY OF MERGER PETITIONS

A. Valley Gas/Southern Union Companies’ Merger Petition

The Valley Gas/Southern Union Companies’ merger petition recites the

following relevant information and claims:

•  Valley and Bristol are both public utilities in the State of Rhode

Island, and Southern Union is a public utility corporation organized

under the laws of the State of Delaware.  Valley and Bristol are

wholly-owned subsidiaries of Valley Resources, a Rhode Island

corporation, and serve approximately 64,000 customers.

                                           
1 TEC-RI’s motions were filed on February 28, 2000.  The Attorney General’s motions were filed
on March 2, 2000.
2 The petitioners did not object to the intervention motions and consequently all were granted
perfunctorily pursuant to Rule 17(e) of the Division’s Rules of Practice and Procedure.
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•  Southern Union is an international energy distribution company

based in Austin, Texas with approximately $1.8 billion in assets as of

December 31, 1999.  After consummating this and other previously-

announced mergers, Southern Union will operate as a utility in Rhode

Island, Massachusetts, Pennsylvania, Texas, Missouri and Florida,

serving more than 1.6 million customers.

•  If the merger is approved, Southern Union will operate as a public

utility in the State of Rhode Island with Valley and Bristol constituting

the “Valley Division” of the “New England Business Unit” of Southern

Union.  Southern Union, to the extent that it operates as a public

utility in the State of Rhode Island, will be subject to regulation under

Title 39 of the General Laws.

•  The Merger Agreement provides initially for the merger of Valley

Resources into SUG Acquisition Corporation, a wholly-owned

subsidiary of Southern Union.  Upon consummation of this merger,

SUG Acquisition Corporation’s corporate existence will cease and

Valley Resources will be a wholly-owned subsidiary of Southern

Union.  Immediately after this merger is completed, Valley and Bristol,

wholly-owned subsidiaries of Valley Resources, each will be merged

into Valley Resources.  Immediately following these subsidiary

mergers, Valley Resources will merge into Southern Union.  Valley

Resources’ utility operations will then become the Valley Division of

the New England Business Unit of Southern Union, and Valley
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Resources’ non-utility subsidiaries will become subsidiaries of

Southern Union.  The mergers will become effective following the

approval of the Merger Agreement by the stockholders of Valley

Resources and the satisfaction or waiver of all other conditions to the

mergers, including the requisite regulatory approvals.  As a result of

the initial merger of Valley Resources into SUG Acquisition

Corporation, each share of Valley Resources’ common stock will be

converted into the right to receive $25.00 in cash.

•  Valley and Bristol are currently seeking legislative amendments to

conform their respective charters to the provisions of Rhode Island

General Laws, Section 39-3-26 which was amended at the last session

of the General Assembly – to allow their respective mergers.

•  The mergers are designed to be transparent to Valley’s and Bristol’s

customers.  There will be no base rate increase sought as a result of

the mergers.  Southern Union will continue to provide service to

Valley’s and Bristol’s customers.

•  The current directors of Valley Resources, Valley and Bristol will

resign.  The officers of Valley and Bristol will continue as officers of

the Valley Division until such time as the surviving corporation

determines otherwise.

•  Southern Union will not seek recovery of merger-related costs,

including the acquisition premium, in Valley’s or Bristol’s base rates.

However, Southern Union will request that in future ratemaking
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proceedings consideration be given to alternative performance-based

approaches to recognize and encourage operational improvements,

whether or not merger related.

•  The petition states that the mergers “will have specific benefits” for

Valley’s and Bristol’s customers.  The anticipated benefits include the

following:

- The customers of Valley and Bristol will become customers of a

financially larger company.

- Gas cost fluctuations will be mitigated as a result of the greater

purchasing power of the surviving corporation and a greater

opportunity to enter into more beneficial long-term gas supply

contracts.

- The surviving corporation will have an enhanced ability to raise

capital at reasonable rates for investment in the gas distribution

system and customer service.  This will result in improved

opportunities to introduce new technologies.

- There will be a further unbundling of rates to allow customers a

broader range of choice of gas suppliers.

- There will be savings of administrative costs (e.g. elimination of

directors’ fees and other costs associated with Valley Resources as

a publicly traded company).

•  As a result of the mergers there will be no layoffs in Valley’s or

Bristol’s work forces.  Southern Union will honor Valley’s and Bristol’s
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union contracts, and there will be no change in employee benefit

programs for at least two years.

•  All other existing contracts will be honored after the mergers.

•  The officers and employees of Valley and Bristol will continue their

commitment to community service with non-profit agencies. (Valley

Exh. 1).

B. ProvGas/Southern Union Companies’ Merger Petition

The ProvGas/Southern Union Companies’ merger petition (notification)

recites the following relevant information and claims:

•  Founded in 1929, Southern Union is a natural gas local distribution

company, incorporated under the laws of the State of Delaware, with a

principal place of business in Austin, Texas.  Southern Union serves

approximately 1.2 million distribution customers through four

operating divisions located in Texas, Missouri, Florida and

Pennsylvania.

•  ProvEnergy is a holding company established and incorporated under

the laws of the State of Rhode Island in 1981, with a principal place of

business in Providence, Rhode Island.  ProvEnergy owns two

regulated natural gas distribution companies, The Providence Gas

Company (“ProvGas”) and North Attleboro Gas Company (“North

Attleboro”).  ProvEnergy’s unregulated business enterprises consist

primarily of Providence Energy Services, Inc., a retail marketer of

natural gas, oil and electricity, and ProvEnergy Fuels, Inc. a retail
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fuel-oil distributor.  ProvGas was organized in 1847 as a Rhode Island

corporation and currently serves approximately 170,000 customers in

Providence, Newport and 23 other cities and towns in Rhode Island.

North Attleboro was organized in 1930 as a Massachusetts

corporation and currently serves approximately 3800 customers in

North Attleboro and Plainville, Massachusetts.

•  ProvEnergy concluded that significant benefits could result from a

business combination with a larger organization having access to

greater resources, and therefore, that such a combination would be in

the best interest of ProvEnergy’s customers, employees and

shareholders.  ProvEnergy chose Southern Union as a merger partner

based on the assessment that Southern Union was in the best

position to offer the highest value for shareholders while meeting

those principal objectives.

•  The ProvGas/Southern Union Companies maintain that the merger

will provide opportunities to improve service quality and to create the

potential for gas-cost reductions as a result of the coordination of  gas

resources.  Because ProvEnergy will serve as the headquarters for

Southern Union’s New England operations, ProvGas states that it will

continue to serve its customers with the same skilled and dedicated

employees who know and understand local needs.

•  As a result of the merger, ProvGas will become an operating division

of Southern Union.  The Merger Agreement sets forth the sequence of
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events that will result in the merger of ProvEnergy and Southern

Union, which includes the following steps:

(1) Southern Union and ProvEnergy will obtain all necessary
approvals of the mergers from their respective shareholders;

(2) Southern Union will create GUS Acquisition Corporation
(“NewCo”) as a Rhode Island corporation and wholly owned
subsidiary of Southern Union for the purpose of effecting the
merger with ProvEnergy and its wholly owned subsidiaries;

(3) NewCo will be merged with and into ProvEnergy in
accordance with the laws of the State of Rhode Island.
ProvEnergy will be the surviving corporation in the merger and
will continue its existence under the laws of the State of
Rhode Island;

(4) Immediately following the merger of NewCo with and into
ProvEnergy, North Attleboro will merge with and into
ProvEnergy, in accordance with the general business laws of
Massachusetts and Rhode Island, with ProvEnergy being the
surviving corporation;

(5) Immediately following the merger of North Attleboro with and
into ProvEnergy, ProvGas will merge with and into
ProvEnergy, in accordance with the general business laws of
Rhode Island, with ProvEnergy being the surviving
corporation;

(6) Immediately following the merger of ProvGas with and into
ProvEnergy, ProvEnergy will merge with and into Southern
Union in accordance with the general business laws of Rhode
Island and Delaware, with Southern Union being the surviving
corporation;

(7) At the effective time of the merger between ProvEnergy and
Southern Union, each share of the approximately 6.1 million
issued and outstanding shares of ProvEnergy common stock,
will be automatically converted into the right to receive $42.50
in cash;

(8) Upon the completion of the conversion of ProvEnergy common
stock into cash, as described above, ProvEnergy will become a
division of Southern Union. (ProvGas Exh.1).

•  As a result of the mergers with Southern Union, ProvEnergy, ProvGas,

North Attleboro Gas, Valley Gas and the Fall River Gas Company
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(“Fall River Gas”) will become operating divisions of Southern Union.3

Each company, however, will continue to do business under the name

currently used.  These operating divisions will be organized by

Southern Union into its “New England Business Unit,” which will be

anchored by ProvEnergy.

•  Although organized as separate operating divisions within the New

England Business Unit, the new divisions will not function wholly as

stand-alone entities.  The Petitioners represent that certain corporate

and administrative functions such as treasury, financial reporting,

and investor relations, will be more economical if performed on a

consolidated basis, and therefore, will be performed by Southern

Union for all of its operating divisions.  In addition, gas distribution

activities will be managed on a coordinated basis, which the

Petitioners claim will increase overall system reliability and lower

overall gas costs.

•  The Petitioners state that the overall impact of the merger on

customers will largely be in the nature of customer-service

enhancements that will result from technology upgrades, increased

distribution system reliability and similar benefits that will flow over

time from participation in a larger organization.  The Petitioners claim

that the merger with Southern Union is likely to produce some cost

                                           
3 In addition to its proposed mergers with ProvEnergy, Valley and Bristol, Southern Union is
contemporously seeking a merger with the Fall River Gas Company, in Massachusetts.
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savings over the long term by virtue of the ability to coordinate and

consolidate certain corporate and gas-distribution activities of the

New England Business Unit.

•  The Petitioners claim that the merger of Southern Union and

ProvEnergy will have no immediate impact on base rates.  The base

rates charged to ProvGas customers are the product of Energize RI, a

three-year Price Stabilization Plan Settlement approved by the Rhode

Island Public Utilities Commission  (“Commission”) in August 1997,

which is set to expire on September 30, 2000.  The Petitioners state

that any base-rate change necessitated by the expiration of Energize

RI, will be unrelated to the merger.

•  The Petitioners state that some cost savings will result from the

merger over time as a result of the consolidation of certain

administration activities.  The Petitioners state that these cost savings

will actually help to offset rate increases that may otherwise be

required in the absence of the merger.

•  The Petitioners note, however, that these savings are not of the same

magnitude as the costs that will be incurred by Southern Union to

accomplish the merger.  The petition identifies the following three

costs to be borne by Southern Union:

(1) transaction costs relating to fees, appraisals
and outside service such as accounting, legal,
investment banking, actuarial, environmental,
and engineering consultants; (2) integration costs
to effect the consolidation of the operations of the
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merging companies, such as the cost of upgrading
computer systems and restructuring business
functions to attain net cost savings; and (3) the
acquisition premium.

•  The Petitioners state that Southern Union is not seeking recovery of

the acquisition premium or other merger-related costs based on

achieved synergies.  Rather, Southern Union proposes that

consideration be given to alternative ratemaking models that

recognize and encourage operational improvements, whether or not

merger-related.  Southern Union encourages the Division to continue

initiatives to move away from the traditional cost-of-service, rate-of-

return model for establishing utility rates and instead to rely on

alternative approaches involving performance-based ratemaking

(“PBR”) concepts.  Southern Union believes that PBR and earnings-

sharing models can provide a workable framework within which

ProvGas can be given sufficient incentives to increase operating

efficiencies, while improving customer service and system integrity

with a corresponding opportunity for increased earnings to

shareholders.

•  The Petitioners state that operating these systems as a single,

integrated system will create the ability to adjust gas deliveries and

gas flows between the affiliated distribution systems, thereby

improving the delivery capabilities of the overall system.  In addition,

the coordination of the gas-supply portfolios of the combined
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operations will enable Southern Union to utilize peak-shaving

facilities  and peaking-supply contracts more efficiently.  The merger

is also expected to create economies of scale in relation to gas-

purchasing and outsourcing opportunities that may result in cost

savings over the long term.

•  The Petitioners state that the proposed merger will not adversely affect

the quality of service experienced by ProvGas customers and is likely

to result in improved service quality because of the resources that will

be available from the larger organization.

3. HEARINGS AND APPEARANCES

In response to the petition filings, the Division conducted duly noticed

consolidated public hearings on May 31, and June 1, 2000.  The hearings were

held at the Division’s hearing room, located at 100 Orange Street in Providence.

The following counsel entered appearances:

Docket No. D-00-02
For Valley, Bristol and
Southern Union: Deming E. Sherman, Esq.

For the Advocacy Section: Elizabeth Kelleher, Esq.
Special Assistant Attorney General

For the Attorney General: Paul J. Roberti, Esq.
Assistant Attorney General

For TEC-RI: Andrew J. Newman, Esq.

Docket No. D-00-03

For ProvEnergy, ProvGas
and Southern Union: Robert J. Keegan, Esq.
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For the Advocacy Section Elizabeth Kelleher, Esq.

For the Attorney General: Paul J. Roberti, Esq.
Assistant Attorney General

For TEC-RI: Andrew J. Newman, Esq.

4. PETITIONERS’ DIRECT CASES

A. Valley Gas/Southern Union Companies’ Direct Case

The Valley Gas/Southern Union Companies proffered four witnesses in

support of their merger petition.  The witnesses were identified as: Mr. Alfred P.

Degen, Chairman, President and CEO of Valley and Bristol, and Chairman,

President and CEO of Valley Resources, Inc. (“Valley Resources”), the parent of

Valley and Bristol; Mr. Peter H. Kelley, President and Chief Operating Officer of

Southern Union; Mr. Ronald J. Endres, Executive Vice President and Chief

Financial Officer of Southern Union; and Mr. Orlando M. Magnani, a principal

in the consulting firm of Navigant Consulting, Inc., 200 Wheeler Road, Suite

400, Burlington, MA 01803.

Mr. Alfred Degen’s testimony echoed many of the merger details

contained in the petition.  Mr. Degen also sponsored a copy of the Merger

Agreement being proposed by the Companies. (Valley Exh. 3).

Mr. Degen related that Valley Resources decided to enter into the Merger

Agreement with Southern Union because its directors and officers believe that

the proposed mergers are in the best interests of both the stockholders of

Valley Resources and the customers of Valley and Bristol.  He testified that the

stockholders of Valley Resources will receive fair value for their shares, and,

over time, as part of a larger company, Valley’s and Bristol’s customers will
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receive a number of benefits.  Mr. Degen thereupon reiterated the benefits

outlined in the petition.  In sum, he related that the surviving company would

be a financially larger company, with greater purchasing power and with an

enhanced ability to raise capital (Id., p. 6).

Mr. Degen also emphasized that there will be no base rate increases

sought as a result of the mergers.  He further related that Valley’s and Bristol’s

customers will notice no changes in the day-to-day operations of the

Companies.(Id., p. 5).

In closing, Mr. Degen assured the Division that the “public interest will

be served by the proposed mergers and the quality of service rendered by Valley

and Bristol to their customers will be enhanced.” (Id. p. 7).

     Mr. Peter Kelley offered testimony relative to Southern Union’s

organizational structure, and its business approach and strategic direction.  He

also discussed the reasons for the merger with Valley Resources, and why he

believes the merger will be beneficial to Valley’s and Bristol’s customers.

     Mr. Kelley offered the following description of Southern Union and its

organization structure:

… the Company’s primary business is the sale and
distribution of natural gas.  Southern Union now serves
approximately 1.2 million gas distribution customers through
four operating divisions.  Our Texas division, Southern Union
Gas Company, serves approximately 523,000 customers in
various Texas towns and cities in west Texas (including El
Paso and Monahans), the Gulf Coast (including Galveston and
Port Arthur), the Rio Grande Valley (including McAllen and
Brownsville), south Central Texas (including Austin and
Lockhart), and north Texas (including Mineral Wells and
Weatherford).  Our Missouri division, Missouri Gas Energy,
serves approximately 487,000 customers in western Missouri,
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including the cities of Kansas City, St. Joseph, Monett, and
Joplin.  Southern Union acquired its Missouri properties in
early 1994.  Our Florida division, South Florida Natural Gas,
serves approximately 5,000 customers in the vicinity of New
Smyrna Beach and Lauderhill and was acquired in January
1998.  Our newest division, PG Energy, was acquired by
Southern Union in November 1999 and serves about 154,000
gas distribution customers in central and northeastern
Pennsylvania, including the cities of Scranton, Wilkes-Barre
and Williamsport.

In addition to its natural gas distribution divisions,
Southern Union has several energy-related, non-utility
subsidiaries.  These subsidiaries are involved in natural gas
marketing, electric power marketing, intrastate pipeline
transportation service, propane sales and distribution, and
international (Mexico) activities (Valley Exh. 4, pp. 2-3).

     Mr. Kelley testified that Southern Union’s business approach emphasizes

efficient operations, high quality customer service, sales activities that focus on

improved utilization of Southern Union’s distribution systems, and growth

through cost-effective system expansions and strategic acquisitions.  He related

that Southern Union believes that this approach will make it “a highly

successful participant in the increasingly competitive energy marketplace” (Id.,

p. 4).  Mr. Kelley added that Southern Union expects that highly reliable, low

cost gas distribution service will lead to growth in customers and throughput,

thereby creating value for both customers and shareholders. (Id.).

     Mr. Kelley stated that a number of factors make Southern Union’s business

approach successful.  He identified the factors as safety and reliability, low cost

gas procurement, highly motivated employees, deployment of new technologies,

and economic development.

The Narragansett Electric Company
Docket No. EFSB SB-2021-04

Attachment RR-10-3
Page 16 of 79



17

     Mr. Kelley related that providing safe and reliable service is a prerequisite to

successful participation in an increasingly competitive marketplace.  He related

that price is secondary if the service is not safe and dependable.  He further

related that recent developments in the area of performance-based regulation

typically recognize the importance of maintaining service quality and reliability.

     Mr. Kelley observed that after safety and reliability, the customer’s primary

concern is the amount he or she pays for gas service.  He related that although

low cost distribution service benefits the customer, the cost of gas portion of a

customer’s bill often can represent more than half of the total bill for a sales

customer.  Accordingly, the witness stated, Southern Union works diligently to

secure additional supply sources in order to place competitive pressures on

incumbent suppliers in its service areas.  As an example, Mr. Kelley stated that

after acquiring its Missouri properties, the Company successfully negotiated

with a major pipeline to expand service to the Kansas City area.  He stated that

the Company also actively participates in proceedings before the Federal

Energy Regulatory Commission.  Mr. Kelley also noted that Southern Union

has participated in various El Paso Natural Gas Company rate proceedings to

help keep customer bills in Southern Union’s El Paso Service Area among the

lowest in the nation.  Mr. Kelley noted that in the Northeast, the natural gas

industry competes with fuel oil and other heating energy sources for the

“privilege of serving customers.”  He concluded, therefore, that it is imperative

that Southern Union maintain the lowest costs possible in order to maintain

and grow our customer base in this region.  He stated that Southern Union
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would apply its resources and expertise to meet Valley’s and Bristol’s customer

demands for reasonably priced, reliable service (Id., p. 6).

     Mr. Kelley next testified that for its business objectives to be achieved,

employees must have a clear understanding of the Company’s overall business

strategy and must be able to make effective, timely decisions in today’s fast

paced business environment.  He described Southern Union’s employees as

knowledgeable, highly motivated individuals who are provided with the tools to

achieve Southern Union’s objectives.  He explained that Southern Union has a

“flat” organizational structure.  He related that employees at all levels have

significant decision making responsibility and authority and are committed to

Southern Union’s business strategy and objectives.  Mr. Kelley testified that

through cross-training opportunities and active team participation, Southern

Union’s employees have proven to be the Company’s most valuable resource

(Id., pp. 6-7).

     Mr. Kelley testified that Southern Union has determined that cost-effective

deployment of technology initiatives is the key to the attainment of improved

operating efficiencies and/or enhanced customer service, both of which he

asserted are critical to successful participation in today’s energy marketplace.

     As an example, he cited Southern Union’s installation of automated meter

reading systems throughout its Missouri properties.  Mr. Kelley related that

this new technology allowed Southern Union to achieve its objective of

enhancing customer service by ensuring timely and accurate billing.
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     Mr. Kelley testified that Southern Union believes that when a local economy

prospers, both businesses and residents benefit.  It is for this reason, the

witness stated, that Southern Union works “to keep its rates and gas costs as

low as possible.”  Mr. Kelley contended that this is how Southern Union

contributes to the economic development of the local economy (Id., p. 8).

     Mr. Kelley next discussed the reasons why Southern Union is seeking three

mergers in the New England area.  He related that by merging with Valley,

ProvEnergy and the Fall River Gas, Southern Union would be expanding its

geographic diversity.  He explained that this diversity would reduce Southern

Union’s dependence on economic and weather conditions in any single-

operating region.  He testified that Southern Union will benefit because “the

stability of the Company’s earnings and cash flow will be enhanced” (Id., p. 9).

     Mr. Kelley also explained that these three New England companies were

chosen because their business perspectives are compatible with Southern

Union’s business perspectives.  He related that the compatibility provides “the

opportunity to effectively coordinate our operations” (Id.).

     Mr. Kelley additionally opined that Valley’s and Bristol’s customers will

experience enhanced customer service over time.  He reasoned that due to the

expansion of its customer base, Southern Union believes that the deployment

of new technologies will become more economical.  He related that introducing

new technologies will enhance Southern Union’s customer service and will

improve the Company’s gas distribution operations in an unbundled,

competitive marketplace.  Mr. Kelley concluded that, as a result, Southern
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Union will be well positioned to control rates and improve service for the benefit

of customers (Id., p. 9).

     Mr. Kelley added that Valley’s and Bristol’s (and ProvGas’) customers would

also benefit by being customers of a financially larger company.  He stated that

the improved access to capital markets and greater flexibility in financing

alternatives should bring benefits to Valley and Bristol and their customers

(Id., p.10).

     Mr. Ronald Endres was proffered by the Valley/Southern Union Companies

for the purpose of describing the terms of the Merger Agreement between

Southern Union and Valley Resources; and the other corporate commitments

that Southern Union has made in connection with the merger.  Mr. Endres also

discussed why Southern Union believes the price paid for Valley Resources is

fair and reasonable.  Mr. Endres additionally reviewed the specific costs and

benefits associated with achieving the merger and why Southern Union believes

the merger is consistent with the public interest.  His testimony concluded with

a description of the various state regulatory approvals required for completion

of the merger (Valley Exh. 6).

     Mr. Endres testified that under the terms of the Merger Agreement, Valley

Resources would merge into Southern Union in a transaction valued at

approximately $160 million, including Southern Union’s assumption of Valley

Resources’ debt.  He related that for each outstanding share of Valley

Resources common stock, Valley Resources shareholders would receive $25.00

in cash (Id., p. 2).
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     In addition to the financial terms of the agreement, Mr. Endres testified that

Southern Union has made several significant commitments related to

employees.  He testified that Southern Union has agreed to maintain employee

benefits that are no less favorable in the aggregate than the current benefits for

a 24-month period subsequent to closing of the merger.  He further testified

that Southern Union has agreed to provide retiree medical plan coverage

substantially comparable to the current coverage for a five-year period.  Mr.

Endres related that Southern Union has agreed to recognize the tenure of the

employees under all benefit plans and to assume all of the collective bargaining

agreements.  The witness stated that with regard to management, the merger

agreement identifies current Valley Resources officers, who will become officers

of Southern Union’s Valley division of its New England Business Unit, which

will be composed of the pending transactions with Valley Resources,

ProvEnergy, and Fall River Gas. (Id., pp. 2-3).

       Mr. Endres further testified that although not required by the Merger

Agreement, Southern Union has committed that there would be no layoffs as a

result of the merger.  He related that Southern Union would rely on its local

management for decisions relating to Valley’s and Bristol’s gas distribution

operations and will require local management, in carrying out those

responsibilities, to be responsive to Rhode Island regulators.  He also stated

that the Company would continue the level of investment in Valley’s and

Bristol’s distribution systems necessary to maintain safe and reliable service to

all customers.  Mr. Endres assured the Division that Southern Union and
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Valley Resources intend to work cooperatively with Rhode Island regulators to

ensure that all regulatory requirements are satisfied (Id., pp. 3-4).

     Mr. Endres testified that Southern Union has determined that the purchase

price of Valley Resources is fair and reasonable based on a comparison of

certain measures of value for recent, comparable mergers.  Mr. Endres

explained that the following three measures of value for recent mergers were

considered: (1) price-to-earnings multiples, (2) price-to-book value multiples,

and (3) total price paid (including assumption of debt) per customer.  Mr.

Endres thereupon offered an exhibit that provided details on twelve other

mergers, to show that buyers have paid multiples of between 19.6 and 39.2 of

earnings, with an average of 28.9.4  He related that the corresponding measure

for the Valley Resources acquisition in 24.0, which is below 75 percent of the

listed transactions.  With regard to price-to-book value multiples, Mr. Endres

stated that the instant merger with Valley Resources entails a multiple of 3.3,

which is slightly above the high end of the listed transactions (Id., p. 4).

       Mr. Endres testified that the last measure of utility transaction value is the

price paid per customer.  He explained that the use of this measure is

predicated on the belief that access to customers is a major driver of the future

value of a utility.  Mr. Endres related that research shows a fairly broad range

for this measure, with an average of approximately $3,100 per customer.  He

testified that Southern Union’s merger with Valley Resources reflects a price

                                           
4 Mr. Endres’ exhibit includes details on twelve comparable merger transactions (See Exhibit
RJE-1, attached to Valley Exh. 6).
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per customer of $2,480, which is lower than 80 percent of the listed

transactions (Id., p. 5).

       Mr. Endres concluded that based on these comparisons, Southern Union

determined that the price offered for Valley Resources is entirely consistent

with recent market valuations for gas distribution properties and is fair and

reasonable (Id.).

     Mr. Endres next discussed the anticipated benefits of the merger.  He

related that the merger would enhance gas supply reliability, particularly with

respect to the operation of local peak shaving facilities.  He opined that over

time, economies would also be realized through dispatching on a combined

system and in purchasing supplies to satisfy the larger portfolio of the

combined companies (Id. p. 5).

     Mr. Endres predicted further savings associated with the elimination of

certain “public company” functions, which will be performed by Southern

Union on a consolidated basis after the merger, as well as savings in industry

association dues and credit line commitment fees (Id., p. 6).  He opined that

other savings may occur over time as a result of realization of economies of

scale in purchasing materials and supplies, centralized employee benefits

administration, consolidation of information technology systems, adoption of

the best practices of operating properties throughout the combined companies,

and regional coordination of the New England operations.  He related that

these other types of savings can only be reasonably identified, quantified, and

realized subsequent to the consummation of the merger after experience with
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joint operations is achieved and a thorough assessment of human and non-

human resource capabilities has occurred (Id.).

     Regarding the types of savings to be realized from the elimination of

duplicative “public company” functions, Mr. Endres related that Southern

Union and Valley Resources incur annual expenses associated with their

respective boards of directors, annual shareholder meetings, preparation and

processing of required public filings, stock exchange listings, and stock transfer

agents.  He explained that these functions would no longer be separately

performed by Valley Resources.  He added that dividend processing and

disbursement expenses would also be eliminated for Valley Resources.  Mr.

Endres did note, however, that although Valley Resources will no longer incur

these “public company” expenses, Valley Resources will be allocated a share of

Southern Union’s expenses associated with these functions.  Mr. Endres also

noted that Valley Resources will save expenses through single memberships in

the American Gas Association and the New England Gas Association and

through lower credit line commitment fees.  In total, Mr. Endres calculated the

estimated annual net savings to be $264,644 for Valley Resources from these

sources (Id., p.7).5

     Mr. Endres next discussed merger-related costs, including the acquisition

premium being paid by Southern Union.  Mr. Endres defined an acquisition

premium as the :

                                           
5 See Exhibit RJE-3, attached to Valley Exh. 6.
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… amount paid for a utility in excess of the
historical book value of the seller’s recorded net assets
(Id., p. 7).

Mr. Endres related that this concept and the requirement that utilities

separately recognize premiums in their accounting records, is unique to

regulated utilities and has existed for a number of years.  He explained that by

accounting for acquisition premiums independently of the related net assets,

the acquisition premium could be separately analyzed by regulatory

authorities.

     Regarding the acquisition premium in the instant Merger Agreement, Mr.

Endres offered the following calculation:

… the merger agreement requires the payment of
$25.00 in cash per share of Valley [Resources] common
stock, or $124,625,000, assuming 4,985,000
outstanding shares.  The recorded historical book value
of Valley’s net assets at May 31, 1999 was
$37,467,000, resulting in an acquisition premium of
approximately $87,158,000.  The precise amount of the
acquisition premium may differ at closing depending on
a number of factors, including the results of operations
of Valley prior to closing (Id., p. 8).

     In addition to the acquisition premium, Mr. Endres testified that other costs

are required to accomplish the Merger Agreement.  He explained that these

expenditures can generally be separated into transaction costs and integration

costs.  He related that transaction costs encompass the direct, non-recurring

costs to consummate an acquisition and includes items such as fees paid to

outside consultants for accounting, legal, investment banking, actuarial,

environmental, engineering and other services, appraisals, and other direct
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costs to complete the acquisition.  He quantified the additional transaction

costs related to Valley Resources at $5,000,000 (Id., p. 8).  Mr. Endres

explained that integration costs are incurred to effect the consolidation of the

operations of the merging companies and could include items such as the costs

of upgrading computer systems and costs of restructuring certain business

functions.  He testified that integration costs would become quantifiable as

integration efforts develop (Id.).

     Mr. Endres testified that Southern Union is not seeking recovery for any of

the transaction, acquisition or integration costs it will incur through the

mergers.  He related that to pursue such recovery would invariably lead to

extensive analyses and protracted debates about whether specific savings

would offset merger-related costs.  Mr. Endres testified that as an alternative

Southern Union will be endorsing initiatives to move away from the traditional

cost-of-service, rate-of-return model for establishing utility rates and instead to

rely on alternative approaches involving PBR concepts.  He stated that

Southern Union believes that PBR and earnings-sharing models can provide a

workable framework within which Valley Resources can be given sufficient

incentives to increase operating efficiencies, while maintaining quality

customer service and system integrity with a corresponding opportunity for

increased earnings to shareholders.  He called this type of plan a “win-win” for

customers and shareholders (Id., p. 9).

     Accordingly, Mr. Endres declared that Southern Union:

… will request that it be afforded the opportunity
to develop, for filing in a future proceeding, a proposal to
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establish an alternative performance-based approach to
setting rates for Valley, which would tie its
performance, under an approved set of criteria, to its
earnings.  In making such a proposal in the future,
Southern Union would ask that Rhode Island regulators
consider performance-based approaches to strengthen
incentives for continued operational improvements
following the merger.  In the event that this alternative
approach is not acceptable, Southern Union would
request that merger-related costs be recognized in
future ratemaking proceedings to the extent that
savings are demonstrated to have resulted from the
merger.  In the interim, Southern Union proposes no
change to the base rates for Valley (Id., p. 10).

Mr. Endres also hoped that future ratemaking proceedings would take into

account Southern Union’s efforts to provide “efficient high quality service and

to arrange low cost, reliable gas supplies” (Id.).

     Mr. Endres next discussed the factors on which he based his conclusion

that the instant merger is in the public interest.  He identified six factors,

namely: (1) impact on rates, (2) financial integrity of the post-merger entity, (3)

effect on service quality, (4) effect on competition, (5) social costs, and (6)

economic development (Id., p. 11).

     Mr. Endres opined that the merger would not have an adverse effect on

rates because Southern Union plans to continue with Valley’s current base

rates after the merger.

     Mr. Endres also contended that Valley’s financial integrity would be

improved as a result of the merger.  Mr. Endres related that the size and

diversity of Southern Union’s operations will provide Valley and Bristol with

greater financial stability, improved access to capital markets and enhanced
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financing flexibility.  He opined that over time, this should result in lower

overall financing costs on more favorable terms and conditions.

     As for the merger’s effect on service quality, Mr. Endres echoed Mr. Kelly’s

comments.  He emphasized that high quality customer service is essential in

today’s energy marketplace.  He opined that the merger would result in

improved service quality because of the resources that will be available from

the larger organization (Id., p. 12).

     Regarding competition, Mr. Endres pointed out that Southern Union does

not have any operations in the New England area.  He concluded, therefore,

that the acquisition would not eliminate or have any adverse impact on existing

competition (Id., p. 13).

     Mr. Endres also claimed that there would not be any societal costs resulting

from the merger.  He offered the following basis for this conclusion:

Societal costs typically result when a merger causes
involuntary employee reductions that are accomplished
without programs, such as outplacement programs and
retraining support, to provide assistance to displaced
employees.  Southern Union did not enter the merger
with the intent of achieving cost savings through
employee layoffs.  The Company has stated that there
will be no layoffs caused by the merger.  Future
developments in the business, including customer
demands and new technologies, will drive staffing, both
types and levels.  At the same time, Valley employees
will have improved career opportunities as a result of
being a part of a larger, growing organization.  Further,
as explained in the testimony of Peter Kelley, local
management will be responsible for Valley’s operations,
including staffing.  Thus, there will be no adverse effect
on Valley’s workforce as a result of the merger (Id., p.
14).
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Mr. Endres also maintained that the merger would have a positive impact on

economic development in Valley’s and Bristol’s service territories.  Mr. Endres

relied on Southern Union’s commitment to high quality customer service and

the lowest possible rates as the bases for this prediction (Id., pp.14-15).

     Predicated on the foregoing factors, Mr. Endres asserted that the proposed

merger is “consistent with the public interest” (Id. p.15).

     Mr. Orlando Magnani was offered by the Valley/Southern Union Companies

to describe the gas supply benefits to Valley and Bristol resulting from the

merger of Fall River Gas, ProvEnergy and Valley Resources with Southern

Union.

     Mr. Magnani testified that Valley and Bristol customers will receive two

types of benefits, specifically, increased reliability and gas cost savings.  He

opined that reliability would increase as a result of the ability to plan, contract

and dispatch on an integrated basis.  He opined that gas cost savings will

occur as a result of more efficient utilization of upstream pipeline resources;

more efficient utilization of peakshaving facilities and contracts; and economies

of scale and enhanced market knowledge in purchasing gas supply (Valley Exh.

5, p. 3).

     Mr. Magnani supported his conclusion with an overview of Valley’s and

Bristol’s existing gas supply and transmission portfolio.  Mr. Magnani testified

that Valley and Bristol currently receive pipeline deliveries from Tennessee Gas

Pipeline (“Tennessee”) and Algonquin Gas Transmission (“Algonquin”) and

peaking supplies from Distrigas, Duke Energy and Pawtucket Power.  He
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related that Distrigas can be received in the form of liquid deliveries by truck or

vapor through Tennessee.  Mr. Magnani testified that the contract to provide

liquid terminates on October 31, 2002 while the contract to provide a

combination of liquid and vapor expires on October 31, 2005.  He stated that

the Duke Energy supply was delivered by Tennessee but terminated on March

31, 2000.  He further stated that the Pawtucket Power supply is delivered by

Tennessee under a long-term contract that expires on October 31, 2010.  Mr.

Magnani concluded that Valley’s and Bristol’s portfolio is heavily weighted to

supplies from Tennessee and their ability to receive gas from Algonquin is

limited (Id., p. 4).

     Mr. Magnani testified that the merger with Southern Union would improve

supply reliability because Southern Union’s supply sources will further

diversify the portfolio available to the Northeast.  He also opined that improved

communications will allow the combined companies to better plan for routine

projects and to react more quickly if a problem occurs (Id.).

     Mr. Magnani also explained that dispatching on a combined system basis is

more efficient than dispatching on a stand-alone basis.  He noted that if one

company has more capacity to receive gas from a less expensive source than it

can use, that gas could be moved to one of the other companies by

displacement (Id. pp. 5-6).  He also explained that additional savings may

result from the aggregation of deliveries across more delivery points.  Mr.

Magnani related that aggregating deliveries will reduce the likelihood and

magnitude of daily imbalances on a given pipeline system (Id., p. 6).
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     Mr. Magnani further testified that the integration of the portfolios would

allow the Companies to reduce purchases of LNG or other high cost

supplemental fuels.  He noted that Valley and Bristol both currently need to

purchase LNG (Id., pp. 6-7).

     Mr. Magnani also testified that integration would further allow more

effective utilization of combined vapor/liquid contracts.  He suggested that

pipeline and storage surplus of one company could be used to displace the

need of another company to take LNG as vapor during the winter season.  He

testified that this will allow more of the winter LNG supplies to be taken as

liquid.  Mr. Magnani stated that this will permit the companies to extract more

of the higher form value of liquid LNG as well as reduce their overall takes of

LNG (Id.,  p. 7).

     Mr. Magnani explained that integration would also facilitate the Companies’

ability to provide backup services for each other’s peak shaving facilities.  He

related that this is true because there would be more peakshaving capacity

available to offset the loss of a single source and because the communication

between the Companies would significantly reduce the time required to

implement backup services compared to a non-integrated system (Id.).

     Mr. Magnani additionally noted that Valley and Bristol would benefit from

having access to the backup capabilities of ProvEnergy’s Providence LNG

facility.  He related that, when required, ProvEnergy could vaporize additional

LNG into its system and redirect a corresponding  amount of its Tennessee gas

to Valley and Bristol.  He explained that there would be no incremental
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transportation charges for this service because the cost of delivering gas to

Valley and Bristol is the same as delivering gas to Providence.  He noted that

gas could also be exchanged directly between Valley, Bristol and ProvEnergy

through an existing interconnect (Id., p. 8).

     Mr. Magnani next testified that the mergers should provide economies of

scale with respect to the purchases of gas required for the Companies’

combined New England market requirements.  He identified two factors from

which savings could result:

First, the New England companies and the Southern
Union companies are connected to pipelines that are
owned by the same parent companies but operate in
different parts of the United States.  The companies also
buy gas from the same national suppliers.  This
provides for greater operational flexibility and the
opportunity for more efficient dispatch of available
supply contracts.

Second, the availability of greater market knowledge
than would be available to the individual companies
provides an opportunity to lower daily gas costs.
Stand-alone companies do not share market knowledge.
The combined companies will share their knowledge
and will realize economies associated with making
larger purchases on a more informed basis (Id., p. 9).

     In closing, Mr. Magnani related that there are a number of synergies that

can be identified from the proposed mergers.  He concluded that these various

synergies will bring about significant reductions in gas cost in the future.

B. ProvGas/Southern Union
Companies’ Direct Case

The ProvGas/Southern Union Companies proffered three witnesses in

support of their merger petition.  The witnesses were identified as: Mr. James
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DeMetro, Executive Vice President of ProvEnergy and ProvGas; Mr. Peter H.

Kelley, President and Chief Operating Officer of Southern Union; and Mr.

Ronald J. Endres, Executive Vice President and Chief Financial Officer of

Southern Union.

Mr. James DeMetro’s testimony included a brief description of

ProvEnergy and its affiliate, ProvGas.  Mr. DeMetro also discussed the reasons

for the merger and why he believes ProvGas’ customers will benefit (ProvGas,

Exh. 5).

Mr. DeMetro’s description of ProvEnergy and ProvGas essentially

paralleled the description provided in the petition.  Mr. DeMetro’s testimony did

indicate that ProvGas’ service territory is comprised of 730 square miles (Id., p.

2).

Mr. DeMetro testified that over the past several years, ProvEnergy’s

Board of Directors (the “Board”) and the management of ProvEnergy have

closely followed industry-restructuring developments.  He related that

deregulation of the gas industry, which first started at the national level with

the unbundling of interstate natural gas pipeline services, has continued at the

state level with unbundling initiatives  being promoted by both LDCs and

regulators.  Mr. DeMetro testified that with this restructuring of the utility

industry, the attractiveness of LDCs has grown significantly.  According to the

witness, convergence in the energy industry has made local utilities an

extremely valuable part of any retail energy company’s portfolio.  He explained

that traditional regional gas and electric utilities are repositioning themselves
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as national and even international retailers of distributed power and energy

services.  At the same time, he related, restructuring initiatives are requiring

companies to make significant investments in technology, which Mr. DeMetro

contends has motivated companies to reach across industry lines and

geographic borders in an effort to grow their customer base and to capture

additional economies of scale.  Mr. DeMetro testified that New England LDCs

have been targeted for acquisition for a number of additional reasons,

including the area’s relatively low saturation of natural gas, the introduction of

new gas transmission lines into the region, and the large number of small

LDCs in the region (Id., pp. 2-3).

Mr. DeMetro testified that the Board has concluded that three primary

factors are driving gas industry mergers.  He identified the underlying factors

as:

… (1) the need to create economies of scale
and/or scope in order to maintain
competitiveness; (2) the recognition that
technology investments are key to achieving
efficiency gains, but require a larger capital base;
and (3) that convergence in the energy industry
was causing a high value to be placed on local
utilities by larger, more diverse energy companies
looking to become major players in the utility
industry (Id., p. 3).

Mr. DeMetro related that after considering these factors, the Board

concluded that significant benefits could result from a business combination

with a larger organization.  Mr. DeMetro related that the Board also believes
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that such a combination would be in the best overall interest of ProvEnergy’s

customers, shareholders and employees (Id., p.  4).

Mr. DeMetro testified that upon reaching this conclusion ProvEnergy

sought a larger financial partner with resources to support continued growth

as a broad based energy supplier throughout New England with a shared

commitment to serve customers safely and reliably (Id.).  Mr. DeMetro related

that ProvEnergy has found this partner in Southern Union.  Mr. DeMetro

stated that ProvEnergy believes that Southern Union is in the:

… best position to offer the highest value for our
shareholders while providing benefits for
customers and enhanced opportunities for
employees (Id., p. 5).

Mr. DeMetro testified that ProvEnergy expects the following benefits will

result from the merger:

First and foremost, the merger will enable us to
deliver benefits to the customers of ProvGas that
would likely not be realized without the merger.
The merger will provide ProvEnergy with access
to resources that will enable us to be more
competitive and to continue to honor our
commitments to our customers, the communities
we serve and our employees.  This merger offers
the potential for increased efficiency and
improved customer service for customers of
ProvGas.  In addition, Southern Union has agreed
to operate ProvEnergy as the headquarters for its
New England operations, which will enable us to
continue serving our market with the same skilled
and dedicated people who know and understand
local needs.  Moreover, ProvEnergy believes that
a larger, more diversified company will benefit
ProvGas employees over the long term by
providing them with greater opportunities and a
more dynamic working environment.
ProvEnergy’s shareholders will also benefit from
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the merger because they will receive a fair value
for their stock in an all-cash transaction (Id., p. 5).

Mr. DeMetro next discussed the anticipated benefits for ProvGas’

customers.  He explained that the impact of the merger on customers will

largely be in the nature of customer-service enhancements resulting from

technology upgrades, increased distribution system reliability and similar

benefits that would flow over time from participation in a larger organization.

He added that even though undertaken for strategic purposes, he believes the

merger with Southern Union is likely to produce some cost savings by virtue of

the ability to coordinate and consolidate certain corporate functions as well as

the opportunity to integrate the operations of Southern Union’s other Northeast

companies over the long term (Id., p. 6).

Mr. DeMetro also stated that ProvGas’ customers will experience some

benefits relating to the gas supply function.  One benefit was described as a

increase in overall system reliability, resulting from the ability to plan, contract

and dispatch gas supply resources on an integrated basis (Id.).  A second

benefit was described as gas cost savings resulting from more efficient

utilization of peakshaving facilities and peaking supply contracts, as well as the

attainment of larger economies of scale and enhanced market knowledge in

purchasing gas supply (Id.).

Mr. DeMetro explained that coordinating the gas supply resources of

ProvGas, Fall River Gas and Valley Resources will improve supply reliability

because the integrated system will have access to a more diverse set of

resources than would be available on an individual basis.  He related that this
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is particularly important with respect to peaking resources.  Mr. DeMetro

explained that if operational or supply difficulties occur on one company’s

system, supplies accessible to one of the other companies can be diverted to

meet that need.  Mr. DeMetro related that the same is true for dispatching gas

supply resources.  He related that dispatching on a combined system basis is

more efficient than dispatching on an individual system basis, because gas

supplies can be moved across the system using displacement, and therefore, all

companies have the ability to take advantage of lower-cost supplies that may

be available today to only one of the companies.  He opined that seasonal

resources can be managed more efficiently in the same way (Id., p. 7).

Mr. DeMetro added that the most significant potential for achieving gas-

cost savings will occur in relation to peaking supplies.  As an example, he

related that ProvGas currently is evaluating alternatives for obtaining a new

peaking supply.  He stated that by coordinating its peak-shaving needs and

resources with those of Fall River Gas and Valley, ProvGas’ need for this new

resource may be reduced or eliminated.  He concluded that this would provide

substantial value to customers (Id.).

Mr. DeMetro also testified that he expects gas supply-related savings

when each company’s assets are planned, managed and dispatched in an

integrated manner.  Additionally, he expects that the combined companies will

share their market knowledge, which he believes should create the opportunity

to lower daily gas costs where, on a stand-alone basis, such market

information would not normally be shared (Id., p. 8).
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Also regarding the issue of benefits to ProvGas’ ratepayers, Mr. DeMetro

maintained that the merger “will have no immediate impact on the base rates

charged to ProvGas customers” (Id.).  He related that although ProvGas may

need to seek a base-rate increase after the expiration of its Energize RI rate

plan, he emphasized that such an increase would not be related to the merger

with Southern Union (Id., pp. 8-9).

As in the Valley/Southern Union Companies’ direct case, Southern

Union’s President and Chief Operating Officer, Mr. Peter Kelley; and its

Executive Vice President and Chief Financial Officer, Mr. Ronald Endres, also

testified in support of the ProvGas/Southern Union Companies’ merger

petition.

The testimony proffered by Messrs. Kelley and Endres in the

ProvGas/Southern Union Companies’ case was substantially similar to the

testimony proffered in the Valley/Southern Union Companies’ merger case.

Mr. Kelley again described the organizational structure of Southern

Union.  He also reiterated the Company’s business approach and strategic

direction.

Mr. Kelley similarly discussed the reasons why safety, reliability, low cost

gas procurement, motivated employees, new technology deployment and

economic development are important to Southern Union (ProvGas Exh. 3, pp.

3-8).

Mr. Kelley’s description of why Southern Union agreed to the merger with

ProvEnergy directly paralleled the description in the Valley/Southern Union
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Companies merger case.  In short, Southern Union is endeavoring to expand

the geographic diversity of its operations in order to reduce its independence on

economic and weather conditions in an single operating region (Id., pp. 8-9).

As in the Valley/Southern Union Companies’ case, Mr. Endres described

the principal terms of the Merger Agreement.  In the ProvGas/Southern Union

Companies Merger Agreement, each share of the approximately 6.1 million

shares of ProvEnergy common stock will be converted into the right to receive

$42.50 in cash (ProvGas Exh. 4, pp. 2-3).  All other terms are substantially

similar to the Valley/Southern Union Companies’ Merger Agreement (Id., pp. 3-

4).

Mr. Endres again analyzed the merger based on a comparison of certain

measures of value for recent comparable transactions.  As in the

Valley/Southern Union Companies case, Mr. Endres considered three

measures of value: (1) price-to-earnings multiples, (2) price-to-book value

multiples, and (3) total price paid (including assumption of debt) per customer

(Id., pp. 4-5).

Mr. Endres sponsored an exhibit6 reflecting that buyers have paid

multiples of between 19.6 and 39.2 of earnings, with an average of 28.9 (Id., p.

5).  He related that the corresponding measure for the ProvEnergy acquisition

is 21.1, which he noted is lower than all but one of the other listed

transactions.  Mr. Endres observed that the price-to-book value multiples for

the ProvEnergy acquisition is 2.6, which he noted is somewhat below the

                                           
6 See Exhibit RJE-2, attached to ProvGas Exh. 4.
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average of the other listed transactions (Id.).  As for the price paid per customer

measure, Mr. Endres related that Southern Union’s merger with ProvEnergy

reflects a price per customer of $2,131.  He contrasted this price to the average

price of $3,100 per customer among the other listed transactions (Id.).

Based on these comparisons, Mr. Endres testified that Southern Union

has concluded that the price offered for ProvEnergy is consistent with recent

market valuations for gas distribution companies and is fair and reasonable

(Id.).

Mr. Endres next discussed the reasons why the Division should find the

merger to be consistent with the public interest.  This testimony too, directly

paralleled the testimony presented in the Valley/Southern Union Companies

merger case.  Generally, the reasons included: the elimination of duplicative

‘public company’ functions, no acquisition premium or other merger-related

costs, enhanced service quality, no adverse effect on competition, no resulting

societal costs, and a positive impact on economic development (Id., pp. 11-15).

5. DIRECT CASES OF THE ADVOCACY SECTION AND ATTORNEY GENERAL

A. Valley/Southern Union Companies’ Merger Case

     The Advocacy Section and the Attorney General jointly presented one

witness in the Valley/Southern Union Companies’ merger case.  The witness

was identified as Mr. Bruce R. Oliver, the President of Revilo Hill Associates,

Inc., 7103 Laketree Drive, Fairfax Station, Virginia.  Revilo Hill Associates, Inc.

was described as a consulting firm, specializing in economics and utility

planning matters.  Mr. Oliver was qualified as an expert witness in these areas.
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furnishing service to the public, and (b) that
the terms of the mergers are consistent with
the public interest.

2. Any assessment of the merits of the proposed
mergers must consider whether the ability to
provide safe and adequate service at the lowest
reasonable cost will be jeopardized.  In this
context, the Division’s determinations in this
proceeding should address: (a) the degree to
which the mergers can be expected to impact
ratepayer costs, (b) the effects of the mergers on
the reliability and safety of the services
provided, (c) the impact of the mergers on
competition, and (d) the potential influences of
the mergers on regulatory control and oversight
of the utility operations.

3. The mergers’ economic impact on ratepayers is
a key determinant of whether the mergers are
consistent with the public interest.  Thus, as a
general matter, the Division’s approval of the
mergers should be contingent upon
demonstration of reliable ratepayer benefits
that cannot be diminished by the Companies’
future actions or future regulatory
determinations.

4. The record in this proceeding indicates that
substantial uncertainties exist regarding the
merger’s impact on service reliability and
customer rates.  Therefore, any approval of the
mergers by the Division should require specific
rate and service commitments from the
Companies.  Moreover, any approval of the
merger should be structured in a manner that
does not in any way impede the ability of the
RIPUC to ensure that prospective regulated
earning will be premised on the Companies’
future performance concerning service and
rates.

5. Representations that the proposed merger
transactions will yield no net harm should not
be viewed as sufficient basis for concluding
that the mergers are consistent with the public
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interest.  The Division should require that the
mergers clearly produce net benefits for
stakeholders other than Valley and Bristol
shareholders, particularly for ratepayers.
Valley and Bristol shareholders should not be
the only stakeholders who stand to benefit
from the mergers.  Speculative assessments of
future ratepayer benefits should not be held
sufficient to justify a finding that the merger is
consistent with the public interest.

6. The Companies have not attempted to quantify
substantial elements of the merger-related cost
savings that they anticipate.  Without more
specific identification and quantification of
such cost savings, segregation of merger-
related and non-merger-related cost savings
becomes extremely difficult, and ratepayers
may be denied the benefit of cost reductions
that could have, and perhaps would have,
been achieved in the absence of the proposed
mergers.

7. The Companies make numerous references to
opportunities for savings resulting from
consolidation of activities among the utilities
that would comprise SU’s New England
Division.  However, the Companies have not
provided a timetable or plan to bring about
either the rate consolidation or consolidation of
operations for those companies.  In the context
of this proceeding, a key element of the public
interest for the State of Rhode Island is the
potential for consolidation of Valley and
ProvGas operations and tariffs.

8. The proposed mergers will give rise to
approximately $87 million of acquisition
premium costs, an estimated $5.0 million of
transaction costs, and an as yet unquantified
amount of integration costs.  The rate
treatment of these costs and their ultimate
impact on Valley ratepayers, however, cannot
be determined due to a contingency that SU
has imposed based on future action by the
RIPUC.  If SU cannot remove that contingency
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(i.e., the possibility that base rates will go up
as a result of the merger), then the Division
should defer any approval of the mergers in
this proceeding until the Companies gain
RIPUC approval of a post-merger rate plan.
Any Division order approving the merger
should make it explicitly clear that the Division
is not approving or endorsing the concept of
the inclusion of an acquisition premium or
other merger-related costs in base rates.

9. The merger proposals in this proceeding
represent just one of several recent efforts by
SU to acquire gas distribution utility
operations.  Over the past several years, SU
also has acquired gas distribution utility
operations in Missouri, Florida and
Pennsylvania.  It is also in the process of
acquiring Fall River Gas Company in
Massachusetts and Providence Gas Company
in Rhode Island.  However, Southern Union’s
post-merger operations in Missouri have
produced some significant customer service
and billing problems.  Nothing in the merger
proposals in this proceeding provide
substantial assurance that similar post-merger
customer service problems will be avoided if
the Division approves the Companies’ Petition.

 10.    To provide assurance to Valley customers that
     similar post-merger customer service problems
    will not arise, the Division should require the
   Companies to commit to a comprehensive service

 measurement and monitoring program.
Standards should be developed prior to
approval of the merger, as well as a structure
that  compensates ratepayers if historic levels of
service quality are not maintained.  Given
Southern Union’s experience in Missouri, it may
be appropriate to utilize some or all of the
service standards that have been developed
and implemented in that jurisdiction.

11.  With Southern Union’s diverse operations, the
cost allocation procedures that SU will use to

determine the allocation of corporate overheads
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and other commonly incurred costs to Valley are
critical for public interest in Rhode Island.  At this
point, however, the procedures that SU will use to
make such allocations, as well as the accounting
treatment for costs and benefits resulting from
additional Southern Union acquisitions, have yet
to be established.  Missouri has already taken a
fairly aggressive position on these matters, and
Rhode Island should require protections for its
ratepayers that are at least comparable to those
required of SU in Missouri.

12.  Additionally, the Companies should be  required
      to commit to maintaining a major presence in
     Rhode Island so that management and operations
     remain responsive to the needs of both customers
     and the broader public interest in Rhode Island.
     The Companies should also commit to specified
     actions and procedures to ensure continuation of
     necessary regulatory oversight and avoid any
     unwarranted impairment of the Commission’s
     authority.  Similarly, Valley customers need
     greater assurance that the Companies’
     commitments to capital projects, low income
     programs, and service enhancements will be

continued over time, not just for a brief
transitional period.

13.     The public interest of Rhode Island also suggests
    that the Division should act in this proceeding to
   ensure that rate of return determinations in future
   Valley proceedings before the RIPUC limit the
   percentage of common equity which is recognized
   for rate setting purposes.  Without such assurance
   of limits on the percentage of common equity, the
   Division may not be able to confidently conclude
   that rate impacts resulting from the mergers are
   consistent with the public interest.  Thus, when
   calculating Valley’s weighted cost of capital in
   future rate proceedings, any unamortized
  acquisition premium should be deducted from the
  common equity measurement in order to properly
  match the Companies’ capitalization with its actual
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  utility assets.  Or alternatively, the cost of capital
  should be developed based on a proxy group of
  comparable local gas distribution companies (Id.,
  pp. 9-15).

Mr. Oliver next discussed issues which he believed to be relevant to the

Division’s assessment of the merits of the proposed mergers.  He contended

that the most critical issues are those associated with the impacts of the

mergers on:

(1) changes in the levels of rates charged to customers,
(2) maintenance of at least historic levels of service quality, and
(3) merger effects on regulatory oversight and control (Id., p.18).

Mr. Oliver also stated that the Division must consider the meaning of the

phrase “consistent with the public interest,” as contained in Section 39-3-25, of

the Rhode Island General Laws.

Concerning this latter issue, Mr. Oliver related that the Valley/Southern

Union Companies have indicated that they consider the phrase to mean that ‘in

Rhode Island, a merger is consistent with the public interest when there is no net

harm resulting from the transaction’ (Id., p.19)8  Mr. Oliver took exception to

this ‘no harm’ standard espoused by the Companies.  Instead, he opined that

any approval of the Companies’ petition in this proceeding should be premised

on the same criteria that the Division applied in the “Narragansett, Blackstone

Valley, and Newport merger proceeding, which is ‘the best interest of

                                           
8 Reciting language from Companies’ response to discovery request AG 1-9 in Docket No. D-00-
3.
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ratepayers’ (Id., pp.19-20).9  He further opined that it would be difficult to

conceive a situation in which the assignment of 100 percent of merger-related

benefits to the Companies would constitute the “best interest of ratepayers”

(Id., p. 20).  Accordingly, Mr. Oliver related that the central issue then becomes

“what is the appropriate balance between ratepayer and shareholder interests”

(Id.).

     Mr. Oliver also emphasized that in this proceeding the Division’s

appropriate focus should be on the merger’s long-term impact on rates.  He

noted that Southern Union has estimated that the mergers would give rise to

an acquisition premium of $87 million and estimated transaction costs of $5

million.  Mr. Oliver related that if these costs were to be amortized over 40

years the annual cost would be $2.3 million.  He, therefore, concluded that

what the Companies might represent relative to rate impact for an interim

period is not dispositive.  Mr. Oliver stated that a $2.3 million annual increase

in Valley’s non-gas costs of service would represent roughly an 8% increase in

the Company’s base rate revenues (Id., p. 24).

     Mr. Oliver testified that the rate implications of the acquisition premium

and other merger-related costs could potentially become an issue in future rate

proceedings in the event that the Commission refuses to adopt the performance

                                           
9 Mr. Oliver’s reference to the “Narragansett, Blackstone Valley and Newport merger,” relates to
a similar merger proceeding conducted before the Division in Docket D-99-12 (See Order No.
16186, issued on February 25, 2000); and a concomitant rate proceeding before the Public
Utilities Commission in Docket No. 2930.
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based rates being suggested by Southern Union (Id., pp.24-25).  For this

reason, Mr. Oliver recommended that the Division consider the potential

customer impacts of such merger cost recovery in the context of this

proceeding (Id. p. 24).

     Mr. Oliver also recommended that two other rate-related issues be

considered in this proceeding.  First, he contended that it is important that any

unamortized acquisition premiums for any Southern Union mergers not be

considered in developing measures of capital structure or costs of capital for

Valley.  He concluded, therefore, that in future rate proceedings the fair rate of

return that underlies Valley’s rates should be based on the capitalization and

cost rates of the Valley operation.  He related that to the degree these measures

are not representative, then the rate of return should be established using data

for comparable local gas distribution companies (Id., p. 27).

     Secondly, Mr. Oliver testified that the Division should require that the

Companies commit to a timetable and plan for the consolidation of Valley and

ProvGas.  Mr. Oliver presumed that a large portion of any merger-related

savings will stem from such a consolidation, and therefore, he concluded, its

nature and timing will have a direct bearing on public interest considerations.

He further recommended that the Companies be required to disclose their

principles of consolidation with respect to unifying the tariff structures of

Valley and ProvGas and provide an explanation of how consolidation costs and

benefits are to be allocated between the two utilities (Id., pp. 27-28).
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     Mr. Oliver also spent some time discussing why he finds the merger-related

benefits enumerated by the Valley/Southern Union Companies to be small,

unquantified and/or speculative.  Mr. Oliver testified that the only benefits that

the Companies have quantified to date are those associated with the

elimination of duplicative public company functions.  Relying on a Southern

Union exhibit, Mr. Oliver related that the merger-related benefits are expected

to produce annual savings of $264,655 or less than 0.5% of Valley’s annual

utility revenues.  Mr. Oliver observed that these benefits would have little, if

any, perceptible impact on customers’ bills.  He added that any claims of net

benefits that have not been quantified must be considered at best, speculative

in nature, and therefore, unreliable and not sufficient support for a

determination that the proposed mergers are consistent with the public interest

(Id., p. 29).

     Mr. Oliver also offered explanations for why he concludes that the merger

may not mitigate gas cost fluctuations, reduce gas procurement costs, promote

further rate unbundling, improve reliability, or improve service for Valley and

Bristol ratepayers, as suggested by the Valley/Southern Union Companies’

witnesses.  In short, Mr. Oliver maintained that the record lacks sufficient

evidence to support these predictions (Id., pp. 30-34).

     In his closing comments, Mr. Oliver emphasized the importance of the

Division’s ability to maintain regulatory authority and oversight over a post-

merger public utility.  He related that cost allocations become a primary
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concern after a merger with a “foreign” company.  He also voiced concern

regarding the priority that will be given by the foreign corporate parent for the

local utility’s capital expenditures and service commitments (Id., pp. 35-38).

B. ProvGas/Southern Union Companies’ Merger Case

     The Advocacy Section and Attorney General jointly presented one witness in

the ProvGas/Southern Union Companies’s merger case.  The witness was

identified as Mr. Richard W. LeLash, 18 Seventy Acre Road, Redding,

Connecticut.  Mr. LeLash described himself as an independent financial and

regulatory consultant.  Mr. LeLash was qualified as an expert witness in public

utility financial and regulatory matters.

     Mr. LeLash testified that based on his review and analysis of the

ProvGas/Southern Union Companies merger petition and supporting testimony

and exhibits, he has reached several findings and conclusions.  He presented

the following summary:

1. In evaluating proposed mergers, regulatory
agencies consider whether or not the utilities’
ability to provide safe and adequate service at the
lowest reasonable cost will be jeopardized.  Their
analyses typically address: the degree that
ratepayer costs are reduced; the effects on
service reliability and safety; the impact on
competition; and the potential for reduced
regulatory control and oversight of the utility
operations.

2. Under Section 39-3-25 of the Rhode Island
General Laws, any proposed utility merger
should demonstrate that the facilities for
furnishing service to the public will not be
diminished, and that purchase, sale, or lease
terms are consistent with the public interest.
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3. Given the lack of specificity in the Companies’
filing concerning merger related issues,
substantial uncertainties exist regarding the
merger’s impact on service reliability and
customer rates.  Therefore, any approval of the
mergers by the Division should require specific
rate and service commitments by the Companies,
and the approval should be structured in such a
way that prospective regulated earnings will be
based on the Companies’ future performance
concerning service and rates.

4. The Companies have stated that the proposed
mergers will be in the public interest if there is not
net harm resulting from the transactions.
However, the Division should require that there
be some net benefit to ratepayers in order to
approve the mergers.  Given the level of risk
which will be assumed by ratepayers concerning
rates and service quality, it is only reasonable
that they should have some share of any merger
related savings.  In the end analysis, the
shareholders of Providence Energy should not be
the only stakeholders who stand to benefit from
the mergers.

5. In their Petition, the Companies claim that the
proposed mergers will bring about ‘customer
service enhancements’ and are ‘likely to produce
some cost savings over the long term.’  However,
in support of the mergers, the Companies have
not claimed, let alone quantified, cost savings
which will be associated with the envisioned
combination of companies.  Accordingly, the
merger approval process must address and
circumscribe the mergers’ impact on service,
regulatory control, and consumer rates.

6. Under any reasonable interpretation of the public
interest within the context of utility regulation, a
proposed merger’s economic impact on ratepayers
is considered to be a major determinant of
whether or not the merger is consistent with the
public interest.  As a general matter, it is
desirable that any proposed merger brings about
long-term ratepayer benefit.
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7. The proposed mergers will give rise to a $161.3
million acquisition premium and an unquantified
amount of transaction and integration costs.  At
this time the Companies are not seeking recovery
of the premium or other merger-related costs.
However, in the future, they plan to request a
performance based regulatory (PBR) framework
so that ProvGas can have performance incentives.
If such a PBR is not approved, Southern Union
will ‘request that merger-related costs be
recognized in future ratemaking proceedings to
the extent that savings are demonstrated to have
resulted from the merger.’

8. In addition to not specifying what type of PBR
mechanism would be acceptable to the
Companies or attempting to quantify possible
merger related savings, the Companies have not
provided a timetable or a plan to bring about the
consolidation of the Valley and ProvGas
operations and tariffs.  Absent such information,
it is impossible to assess the post-merger impact
of the envisioned consolidation.  Under the
assumption that prospective ratepayer benefits
will be related to such a consolidation, it is
reasonable to require that the Companies provide
a timetable and general plan for operational
consolidation.  Even with an acceptable
consolidation plan, the Division should still
require service standards and oversight
procedures.  There is a real risk that, in
restructuring labor intensive functions, necessary
staffing may be reduced below acceptable levels.
In effect, service should not become a trade-off for
cost reductions.

9. In its Missouri operations, Southern Union has
experienced problems with customer service, and
it has been required to institute various programs
and service measures to address the problem
areas.  During 1994, in its first year of ownership
of the Missouri operation, Southern Union had 1.1
million customer inquiries and complaints from its
470,000 Missouri customers.  As a result of
service problems, the Missouri PSC initiated an
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investigation of Southern Union’s billing and
customer service practices.  In its resulting report,
filed on April 28, 1995, the Commission’s
Management Service Department (“MSD”) staff
made 37 recommendations for service
improvements.  Subsequently, between November
1996 and February 1997, over 100,000 Missouri
customers experienced billing errors.

10. In order to ensure that similar problems do not
arise for ProvGas after the merger, the Companies
should commit to a comprehensive service
measurement and monitoring program.  Mutually
agreeable standards should be developed with
some form of incentive and/or penalty structure
to avoid service related issues concerning
customers and system reliability.  Given Southern
Union’s experience in Missouri, it may be
appropriate to utilize some or all of the service
standards which have already been developed
and implemented in that jurisdiction.

11. Concerning the issue of regulatory control, there
are several merger related issues which need to
be addressed.  With Southern Union’s diverse
operating structure, there must be specification of
cost allocation procedures for Valley and ProvGas
as well as for the regulated and unregulated
entities of Southern Union.  Procedures for cost
allocation associated with the consolidation of
Rhode Island operations as well as the
accounting treatment for additional Southern
Union acquisitions should be codified by the
Companies as a condition of the merger.  Also,
the Division should ensure that in any future
proceedings where ProvGas’ rate of return is at
issue, there should be a limit on the percentage of
common equity which is recognized for rate
setting purposes.  When calculating ProvGas’
weighted cost of capital, any unamortized
acquisition premium should be deducted from the
common equity measurement in order to properly
match the capitalization with the actual utility
assets.  In the alternative, the cost of capital
should be developed based on a proxy group of
comparable local gas distribution companies.
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12. Finally, the Companies should commit to specified
actions and procedures to ensure continuation of
necessary regulatory oversight and avoid any
unwarranted impairment of the Commission’s
authority.  Similarly, the Companies should be
required to commit to maintaining a major
presence in Rhode Island so that management
and operations remain responsive to the needs of
both customers and the broader public interest.
Rhode Island customers also need to obtain an
assurance that ProvGas will continue its
commitments to capital projects, low income
programs, service enhancements, and its on-going
competitive initiatives (Advocacy/AG Exh. 1).

        Mr. LeLash next discussed the standards that he believed should apply to

the Division’s approval of a utility merger in Rhode Island.  He asserted that

the applicable standard should ensure that the proposed merger will maintain

or improve reliability and customer service.  Mr. LeLash also opined that a

merger is not in the public interest if it will have the effect of increasing rates.

Moreover, he testified that there is “ample precedent that ratepayers should be

provided quantifiable benefits in order to warrant approval of a merger” (Id., p.

16).

Mr. LeLash explained that without tangible commitments from Southern

Union, the proposed mergers are problematical because the Companies have

not provided specifics as to how ratepayers may be affected (Id., p. 21).  He

emphasized that there is uncertainty concerning the ultimate rate treatment

for the acquisition premium and related transition and integration costs.  He

related that he was troubled because the Companies have not quantified

potential cost savings or provided any timetable or plan for the consolidation of

the Valley and ProvGas operations (Id.).
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Mr. LeLash thereupon offered recommendations relative to the requisite

commitments that the Division should require of Southern Union in the areas

of rates, service, and regulatory control.  Beginning with rates, Mr. LeLash

contended that while Southern Union indicates that it will not seek the

recovery of merger costs through rates, it has implicitly based this statement

on an expectation of a PBR framework in a future rate proceeding.

For this reason, Mr. Lelash recommended that the Division require the

Companies to affirm their initial public statements that the Companies “have

no intention of seeking to recover any of the premium paid for ProvEnergy by

the ratepayers.”10  He added that the Division should likewise specify that

ratepayers should be entitled to a share of any demonstrated merger savings

(Id., p. 24).  Mr. LeLash asserted that Southern Union should not be permitted

to retain 100 percent of such merger savings based on any claim involving the

amortization of the acquisition premium (Id.).

Of additional concern regarding rates, Mr. LeLash maintained that it is

also important that any unamortized acquisition premiums for any Southern

Union mergers not be considered in developing measures of capital structure or

costs of capital for ProvGas.  He further recommended that the Division require

that the Companies commit to a timetable and plan for the consolidation of

Valley and ProvGas.  Mr. LeLash recognized that a large portion of any merger

related savings will result from such a consolidation (Id., pp. 26-27).

                                           
10 Southern Union response to Discovery Request AG 1-32.
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On the issue of service, Mr. Lelash related that to the degree that

Southern Union seeks to achieve merger related savings, there is a risk that

labor extensive functions might be reduced with some degradation in the level

of service (Id., p. 27).  As an example, Mr. LeLash testified that such service

degradation occurred in Missouri after Southern Union took control of Missouri

Gas Energy Company (“MGE”) (Id., p. 28).

Mr. LeLash related that after Southern Union and MGE merged in 1994,

MGE received 1.1 million customer inquiries and complaints from its 470,000

Missouri customers on matters to do with billings and customer service.  He

explained that in response to the complaints, the Missouri Public Service

Commission (“MPSC”) opened an investigation and discovered that MGE had

mis-billed over 100,000 residential customers and more than 10,000 general

service customers.  Mr. LeLash related that the MPSC investigation resulted in

37 audit recommendations (Id., pp. 28-29).  To avoid this result in the instant

merger, Mr. LeLash recommended that Southern Union be required to define

appropriate service measures and performance benchmarks which will be

achieved on a prospective basis (Id., p. 29).

Mr. LeLash next addressed the importance of addressing the matter of

regulatory authority and oversight as part of the merger issue.  Based on the

type of issues that arose in Missouri and based on broader regulatory

concerns, Mr. LeLash contended that Southern Union should be directed to

provide the Division with a ‘most favored nation’ commitment.  In short, Mr.

LeLash related that the commitment should include specification that ProvGas
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and its ratepayers will not be adversely affected by any other Southern Union

acquisitions and that any allocation of joint and common costs will be subject

to Commission review and approval before such costs can be recovered in

Rhode Island rates.  He added that there also should be commitments that

ProvGas’ capital programs and expenditures as well as its customer assistance

programs will not be curtailed or diminished without specific Commission

authorization.  Similarly, he related, the Commission should have full access to

information concerning all of Southern Union’s operations for matters related

to the setting of rates and oversight of ProvGas’ regulated operations (Id., pp.

32-33).

Lastly, Mr. LeLash recommended that the Division require Southern

Union to make a concrete commitment to ensure that operations and

management functions continue to be controlled from a Rhode Island based

headquarters.  Mr. LeLash asserted that it is very beneficial that ProvGas

maintain a local presence so that customers and regulators have direct access

to decision-makers (Id., pp. 33-34).

6. SETTLEMENT AGREEMENT

At the outset of the May 31, 2000 hearing, the parties collectively moved

for a one day continuation of the proceedings in the consolidated dockets for

the purpose of completing and submitting a settlement agreement.  The parties

indicated that they were attempting to reach a comprehensive settlement

agreement that could result in a dispositive resolution to the parties’
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differences in the instant dockets.  The Division verbally granted the motion on

May 31, 2000.

During a subsequent hearing on June 1, 2000, the parties represented

that a comprehensive settlement agreement had been achieved.  The parties

proffered a joint exhibit as evidence of the agreement.  The exhibit, entitled

“Settlement Agreement” was proffered as a consolidated settlement agreement

by all parties and in both dockets.  The “Settlement Agreement” is attached to

this Report and Order, and incorporated by reference.11

As a consequence of this Settlement Agreement reached between the

parties, the hearing held on June 1, 2000 resulted in a nonadversarial

proceeding during which the parties’ witnesses discussed the principal

elements of the agreement and/or answered questions posed by the hearing

officer.  At the conclusion of the hearing, all parties urged adoption and

approval of the Settlement Agreement.12

7. DIVISION FINDINGS

The regulatory review necessitated by the petitions in issue is based on

statutory provisions contained in Rhode Island General Laws, Sections 39-3-24

and 39-3-25.  Section 39-3-24 provides that with the consent and approval of

the Division, but not otherwise:

Any public utility may merge with any other public utility …
provided that the merger … shall be authorized by a vote of at

                                           
11 The Settlement Agreement was entered on the record as “Consolidated Joint Exhibit 1”.
12 Due to the settlement reached in the Valley/Southern Union Companies’ case, rebuttal
testimony which had been previously filed by Valley and Bristol on May 30, 2000 was marked
for identification purposes only (See Valley Exhibits 7 and 8).
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least two-thirds (2/3) in interest of its stockholders at a
meeting duly called for the purpose.13

Section 39-3-25 provides, in pertinent part, that:

If, after the hearing … the Division is satisfied  that the prayer
of the petition should be granted, that the facilities for
furnishing service to the public will not thereby be diminished,
and that the purchase [and] sale … and the terms thereof are
consistent with the public interest, it shall make such order …
as it may deem proper and the circumstances may require.

Predicated on these relevant provisions, the Division considered the

instant petitions, primarily in the context of their potential for adversely

affecting existing service quality, and generally whether the mergers are

consistent with the public interest.  Toward this end, the Division spent

considerable time examining the record evidence for confirmation that

ratepayers will not be harmed by the proposed mergers.  The Division also

looked for substantiation that ratepayers would actually benefit from the

mergers, a claim universally asserted by all Petitioners.

The Petitioners have consistently maintained that the costs associated

with the mergers would not be borne by ratepayers.  However, this commitment

appeared to be intertwined with a condition subsequent that the Commission

ultimately adopt a performance-based ratemaking methodology for Southern

Union in future rate proceedings.  This ambiguity in the Petitioners’ promise to

not pass the costs of the mergers onto ratepayers was clearly an issue of

concern for the Division.

                                           
13 R.I.G.L. § 39-3-24(3).
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The Division was similarly concerned about the merger-related cost

savings espoused by the Petitioners, in view of the lack of supporting evidence

quantifying such projected savings.  The merger petitions further neglected to

provide any plans for either the rate consolidation or consolidation of

operations for the merging companies.

The Division also took great interest in the billing and customer service

problems that resulted in the State of Missouri after Southern Union merged

with a local distribution company in that state.  The Petitioners’ cases did little

to allay concerns of a similar potential debacle in Rhode Island.

Additionally, issues regarding future cost allocations relative to Southern

Union’s aggregated (multi-state) overhead costs, Southern Union’s commitment

to capital projects in the State, and the direction that post-merger regulatory

oversight would take were all concerns of the Division.

The record reflects that all of the aforementioned concerns were shared

by the Advocacy Section and Attorney General.  The testimony proffered by

Messrs. Oliver and LeLash included detailed discussions regarding these very

issues along with several warnings and recommendations for the Division to

consider.

The record reflects that the direct cases  filed by the Advocacy Section

and the Attorney General sparked ensuing settlement discussions between the

parties.  These settlement discussions have been productive, as evidenced by

the jointly filed Settlement Agreement before the Division.
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The Division has thoroughly examined the record in this case, and finds

that the stipulation proffered by the parties represents a fair and reasonable

resolution to the issues previously in dispute.  The Division also finds that the

stipulated agreement satisfies the Division’s initial concerns over the future

rate implications associated with the mergers’ costs, especially the acquisition

premium and “golden parachute” related costs.

Regarding the issue of “public interest”, the Division recognizes that:

In litigation involving the administration of regulatory statutes
designed to promote the public interests … interests of private
litigants must give way to the realization of public purposes”14

In the instant merger cases the Division finds that the Settlement Agreement

reached between the parties is consistent with the public interest.  Indeed, the

efforts being made to consolidate the rates and operations of the merging

companies should, if properly monitored by the Division, result in a net benefit

to the ratepayers.  Consequently, the Division shall adopt the “Settlement

Agreement” in its entirety, and approve its terms as a dispositive conclusion to

this consolidated merger proceeding.

The approval granted herein must, however, be conditioned on the

stockholder approvals mandated under Section 39-3-24(3), supra.  Specifically,

Rhode Island law requires that two-thirds of each utility’s stockholders

authorize the merger at a special meeting.  This law, therefore, would require

Southern Union’s, ProvEnergy’s (ProvGas) and Valley Resources’ (Valley’s and

                                           
14 New England Tel & Tel Co. v. PUC 376 A.2d 1036 (1977) quoting from Virginia Petroleum
Jobbers Ass’n v. Federal Power Commission, 259 F.2d at 925.
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Bristol’s) stockholders to each approve their respective mergers by at least a

two-thirds majority vote.  The Division’s approval of the mergers must be

conditioned on these requisite stockholder approvals.

Accordingly, it is

(16338) ORDERED:

1. That the January 27, 2000 petition filing by the Valley Gas Company, the

Bristol and Warren Gas Company and the Southern Union Company,

seeking Division approval of a proposed merger agreement between the

Petitioners, as modified by the Settlement Agreement reached and filed

during the instant proceeding, is hereby approved.

2. That the January 27, 2000 notification/petition filing by the Providence

Energy Corporation and Southern Union, seeking Division approval and

ratification of a merger agreement previously executed between the two

companies on November 15, 1999, as modified by the Settlement

Agreement reached and filed during the instant proceeding, is hereby

approved.

3. That the Division hereby adopts and approves the parties’ “Settlement

Agreement,” attached herewith, in toto.  The attached Settlement

Agreement is incorporated by reference.

4. That the approvals granted herein are conditioned upon the stockholder

approvals mandated under Rhode Island General Laws, Section 39-3-

24(3).  The instant approvals shall be effective upon the submission of
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evidence by the Petitioners that the stockholder approvals discussed

herein have been satisfied.  In the absence of such evidence of

stockholder approvals, this report and order shall become null and void.

5. The Petitioners shall have 90 days from the issue date of this Report and

Order to effectuate the necessary stockholder approvals, unless extended

by order of the Division.

Dated and Effective at Providence, Rhode Island on July 24, 2000.

Division of Public Utilities and Carriers

                                                                      
John Spirito, Jr., Esq.
Hearing Officer

                                                                      
Thomas F. Ahern
Administrator
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STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS
DIVISION OF PUBLIC UTILITIES AND CARRIERS

_________________________________
      )

In Re:  Petition of Valley Gas Company )
Bristol and Warren Gas Company, ) Docket No. D-00-2
and Southern Union Company )
________________________________)

_________________________________
)

In Re:  Petition of Providence Energy )
Corporation, Providence Gas Company, ) Docket No. D-00-3
and Southern Union Company )
________________________________)

SETTLEMENT AGREEMENT

Providence Energy Corporation (“ProvEnergy”), The Providence Gas

Company (“ProvGas”), Valley Gas Company (“Valley Gas”), Bristol and Warren

Gas Company (“Bristol and Warren”), Southern Union Company (“Southern

Union”) (collectively, the “Companies”), the Advocacy Section of the Division of

Public Utilities and Carriers (the “Advocacy Section”), Sheldon Whitehouse,

Attorney General (the “Attorney General”) and The Energy Council of Rhode

Island (“TEC-RI”) (together with the Companies, the “Settling Parties”) have

reached agreement on all issues arising in Docket Nos. D-00-2 and D-00-3, as

set forth herein, relating to the merger of ProvEnergy and ProvGas with and

into Southern Union and the merger of Valley Gas and Bristol and Warren with

and into Southern Union, and hereby jointly request approval by the Division

of Public Utilities and Carriers (the “Division”) of this Settlement Agreement
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(the “Agreement”).  The Agreement provides that the mergers of ProvEnergy,

ProvGas and Southern Union and Valley Gas, Bristol and Warren and

Southern Union are consistent with the public interest subject to the

conditions set forth herein relating to:  (1) the impact on rates charged to gas

customers in Rhode Island; (2) post-merger service quality; and (3) post-merger

regulatory oversight and control.

I. PREAMBLE

A. Introduction

On November 15, 1999, ProvEnergy and Southern Union entered into an

Agreement and Plan of Merger providing for the merger of ProvEnergy, and its

principal operating subsidiary, ProvGas, with and into Southern Union.  As a

result of the merger, ProvGas will become a division of Southern Union, which,

as the surviving corporation, will operate as a public utility in Rhode Island as

defined in R.I. Gen. Laws § 39-1-2.

On November 30, 1999, Valley Resources, Inc. (“Valley Resources”), the

parent corporation of Valley Gas and Bristol and Warren, and Southern Union

entered into an Agreement and Plan of Merger providing for the merger of

Valley Resources, Valley Gas and Bristol and Warren, with and into Southern

Union.  As a result of the merger, Valley Gas and Bristol and Warren will

become a division of Southern Union, which, as the surviving corporation, will

operate as a public utility in Rhode Island as defined in R.I. Gen. Laws § 39-1-

2.
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This Agreement is the result of the Settling Parties’ efforts to resolve

issues relating to the mergers and is intended to ensure that Rhode Island gas

customers experience a net benefit as a result of the mergers in relation to

their rates for gas service.  The Settling Parties’ further intend that Rhode

Island gas customers experience no diminishment in the quality of service that

they receive or the level of oversight and control by Rhode Island regulatory

authorities as a result of these mergers.

B. Procedural History

On January 27, 2000, ProvEnergy, ProvGas and Southern Union provided the

Division with information regarding the structure and impacts of the merger transaction.

Included in the filing were the statements of Peter H. Kelley, President and Chief

Operating Officer of Southern Union; Ronald J. Endres, Executive Vice President and

Chief Financial Officer of Southern Union; and James DeMetro, Executive Vice

President of ProvEnergy.

On January 27, 2000, Valley Gas, Bristol and Warren and Southern Union filed

with the Division a petition for approval of the proposed merger with Southern Union.

Included in the filing was the testimony of Peter H. Kelley, President and Chief

Operating Officer of Southern Union; Ronald J. Endres, Executive Vice President and

Chief Financial Officer of Southern Union; Alfred P. Degen, Chairman, President and

Chief Executive Officer of Valley Gas and Bristol and Warren; and Orlando M. Magnani,

Principal, Navigant Consulting, Inc.

On March 23, 2000, the Division conducted a pre-hearing conference in Docket

Nos. D-00-2 and D-00-3, in order to establish a procedural schedule for the Division’s
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review of the filings.  At that time, the Division granted the motion of TEC-RI to intervene

in both proceedings.  Pursuant to the procedural schedule, testimony of Richard W.

LeLash was filed on behalf of the Advocacy Section of the Division and the Attorney

General’s office on May 3, 2000 in Docket No. D-00-3, and the testimony of Bruce R.

Oliver was filed on May 4, 2000 in Docket No. D-00-2, also on behalf of the Advocacy

Section and the Attorney General’s office.  Subsequent to the filing of this testimony, the

Settling Parties commenced discussions on the proposed mergers.

 C.  Parties’ Statement

This Agreement is based on discovery and negotiations among the

Settling Parties and resolves all outstanding issues in Docket Nos. D-00-2 and

D-00-3.  The Settling Parties agree that the provisions of the Agreement, and

the terms and conditions reflected therein, will ensure that the mergers are, as

a whole, consistent with the public interest and will provide direct benefits to

customers.  Accordingly, the Settling Parties jointly request the Division’s

approval of the Agreement.

II. TERMS OF SETTLEMENT

A. Impact on Rates

1. Acquisition Premium

The Settling Parties agree that the Companies will not seek direct or

indirect recovery of any acquisition premium in rates either through an
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amortization or rate base  adjustment in the future rate cases of ProvGas,

Valley Gas and Bristol and Warren, or their successors or assigns.

2. No Cost Recovery of “Golden Parachutes”

The Companies agree that they shall not recover any costs from

customers associated with so-called “golden parachute” or merger-related

bonus payments to any of the parent company officers that are triggered as a

result of the mergers.  Nor shall the Company include in rates the costs of any

“golden parachute” or merger-related bonus payments for such parent

company officers arising from other future mergers.

3. Plan and Timetable for Consolidation

In recognition of the fact that the Companies have not compiled or

submitted detailed information on the consolidation of operations and resulting

cost savings as of the date of this Agreement, the Settling Parties agree that the

Companies will develop and serve on all Settling Parties a plan pertaining to

the consolidation of the operations and tariffs of ProvGas, Valley Gas and

Bristol and Warren (the “Plan”), no later than September 1, 2001.  The Plan will

evaluate consolidating various operational and support activities of the

Companies including, but not limited to, those relating to:  (a) information

systems, such as customer call-center activities, customer billing functions and

financial management and accounting systems; (b) gas supply; (c) employee

benefits administration; and (d) rate tariffs.  The Plan will include estimated

savings that are projected to result from such consolidation and a timeline for
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implementing such changes, as well as estimates of the present value of such

savings.

No later than July 1, 2001, the Companies shall provide an outline of the

Plan to the Settling Parties and provide the Settling Parties with the

opportunity to propose additions or modifications to the Companies for

consideration in the final Plan.  The Settling Parties shall indicate their desire

to discuss such proposed additions or modifications with the Companies no

later than August 15, 2001.  No Settling Party shall waive the right to accept,

oppose or take any other position with regard to the final Plan as a result of

being provided with the opportunity to “preview” the Plan and to provide input

to the Companies.

Any base-rate case filing by the Companies made subsequent to the

production of this Plan, and any rate filing made pursuant to Section II.A.4 of

this Agreement, will incorporate the provisions of the Plan.  The results of any

such consolidation are presumed to produce net savings.  The Plan will

evaluate “One State, One Rate” with the goal of moving toward such a rate

design.

4. Treatment of Merger-Related Savings

The Settling Parties agree that merger-related savings pertaining to

consolidation and coordination among the merging companies will be shared

between the customers of ProvGas, Valley Gas and Bristol and Warren, or their

successors or assigns, and Southern Union shareholders.  The Settling Parties

further agree that reasonable merger related transaction and integration costs

The Narragansett Electric Company
Docket No. EFSB SB-2021-04

Attachment RR-10-3
Page 69 of 79



70

(excluding any acquisition premium or “golden parachute” and merger-related

bonus payments as described in Sections II.A.1 and II.A.2) would be recovered

only from demonstrated merger-related savings and the resulting net benefit

will be shared by customers and shareholders.15  The distribution of savings

between customers and shareholders will be subject to determination by the

Rhode Island Public Utilities Commission (the “Commission”) in a subsequent

proceeding.  This sharing determination will also consider the regulatory

treatment of post-merger extraordinary gains and losses on current or past

utility assets of ProvGas, Valley Gas and Bristol and Warren and their impact

on overall sharing mechanisms.  To this end, no later than December 1, 2001,

the Companies will file with the Commission a rate plan (the “Rate Plan”) as

well as the detailed consolidation plan developed pursuant to Section II.A.3 of

this Agreement.  The Rate Plan will be accompanied by supporting

documentation as required by Commission rules.  The Rate Plan will include a

merger-related savings sharing mechanism and will be subject to review by all

Settling Parties and the approval of the Commission.  Accordingly, Valley Gas

and Bristol and Warren agree not to file any base-rate increase proposals with

the Commission prior to the filing of the Rate Plan.  In addition, the Settling

Parties reserve all rights to accept, oppose or take any other position with

regard to any base-rate increase or Gas Cost Charge filing proposed by ProvGas

prior to the submission of the Rate Plan.

                                           
15 Following the merger closing, the Companies will provide the Settling Parties with the journal entries

made to account for any “golden parachute” and merger-related bonus payments as defined in
Section II.A. 2 of this Agreement.
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5. Future Performance-Based Ratemaking Proposal

The Companies have a right to propose a performance-based ratemaking

plan (“PBR Plan”) in the future that would allow ProvGas, Valley Gas and

Bristol and Warren customers to share in benefits resulting from operational

improvements, whether merger-related or non-merger-related, on an ongoing

basis.  Such a PBR Plan would be structured to ensure service quality is

maintained and would be subject to review and approval by the Commission.

None of the Settling Parties waive any rights with regard to such PBR plan, if

and/or when proposed, including opposition to PBR as proposed by the

Companies.

B. Post-Merger Service Quality

1. Establishment of Post-Merger Service Quality Measurement

Program

The Settling Parties agree that the quality of service experienced by

customers must not be diminished as a result of the mergers.  The Settling

Parties further agree that service-quality measures will be implemented after

the mergers as part of a comprehensive service-quality measurement and

monitoring program.

The Settling Parties agree to undertake a collaborative process to

accomplish the following objectives:  (1) to establish appropriate service

measures and enforcement mechanisms; (2) to establish an initial

measurement period for each measure for the purpose of setting performance

benchmarks; and (3) to determine a schedule for reporting such data to the
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Settling Parties.  The Settling Parties will conclude the collaborative process

within the 90-day period and a proposal will be submitted to the Division

within ninety (90) days of the date of a Division order accepting this agreement.

If the Settling Parties reach agreement on such service-quality measures and

enforcement mechanisms, the Settling Parties will jointly submit a proposal to

the Division for an order of approval.  If unresolved by the collaborative

process, the Companies will make a proposal to the Division, which may be

accepted or opposed by the Settling Parties, and will be subject to

determination by order of the Division following a litigated process.  In

establishing this approval process, the Settling Parties hereby agree that the

Division has jurisdiction to review and approve such service measures and

enforcement mechanisms.  Appeal from a Division order establishing service

measures and enforcement mechanisms will be made in accordance with the

Administrative Procedures Act R.I.G.L. § 42-35-1 et seq.  Appeal of any

subsequent Division order assessing enforcement mechanisms will also be

made in accordance with the Administrative Procedures Act R.I.G.L. § 42-35-1

et seq.

Within 30 days of the date of a Division order approving the service-

quality measures and enforcement mechanisms (proposed jointly by the

Settling Parties or as the result of a litigated process involving the Companies’

proposal), the Companies will commence a service-quality measurement period

using the approved measures.  Within 30 days of the close of this measurement

period, the Companies will propose a service-quality measurement and
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monitoring program that includes performance benchmarks for each measure

based on the data gathered over the measurement period or such other

benchmarks as the Division may determine, as well as a schedule for periodic

reporting of the data compiled for the purposes of monitoring post-merger

service quality.  The Settling Parties reserve the right to challenge or propose

any alternative benchmarks in a litigated proceeding.

2. Interim Reporting Requirements

Within 30 days of the date of an order by the Division approving this

agreement, ProvGas, Valley Gas and Bristol and Warren will provide the

Settling Parties with 12 months of historical data reflecting the statistics that

are currently compiled by each company.  Thereafter, for the period prior to the

proposal of the service-quality measurement and monitoring program as

provided above, ProvGas, Valley Gas and Bristol and Warren will provide the

Settling Parties with quarterly reports on the currently available service-quality

statistics.

C. Regulatory Oversight and Control

1. Joint and Common Cost Allocation

The Settling Parties agree that a portion of Southern Union’s joint and

common costs may be allocated to ProvGas, Valley Gas and Bristol and

Warren, or their successors or assigns, and may be requested for recovery in

the cost of service in future base-rate proceedings.  The Settling Parties agree

that, in any base-rate proceeding initiated by the Companies, the Companies

will have the burden of proving the reasonableness of any allocated or assigned
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cost to ProvGas, Valley Gas and Bristol and Warren from any Southern Union

affiliate, division or subsidiary, including all corporate cost allocations.  The

Settling Parties further agree that the Commission has the authority to assess

the reasonableness of such costs and the allocation thereof as part of its

determination of the revenue requirement in that proceeding.

2. Access to Books and Records

The Settling Parties agree that Southern Union will make available to the

Commission and the Division, and their designated representatives, at

reasonable times and places, pursuant to Commission rules, all books and

records and employees and officers of Southern Union and any affiliate,

division or subsidiary of Southern Union to provide access to information

pertaining to Southern Union’s operations as they relate to matters relevant to

setting rates and providing oversight over the regulated operations of ProvGas,

Valley Gas and/or Bristol and Warren.

3. Cost of Capital

The Settling Parties agree that it is the intent of this Settlement that

acquisition premiums and ownership by a parent company not distort future

cost of capital determinations for either ProvGas, Valley Gas and/or Bristol and

Warren, or their successor or assigns.  Therefore, prospectively, the Companies

will propose the following alternatives for establishing an appropriate capital

structure and associated capital cost rates for use in establishing rates for gas

distribution service:
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•  Southern Union’s actual, consolidated capital structure, its embedded debt and
preferred equity cost rates, and a reasonable cost of common equity consistent with
this capital structure and financial market and economic conditions at that time; and

•  A capital structure that reflects the capital structure for a comparable group of local
gas distribution companies similar in risk to ProvGas, Valley and/or Bristol and
Warren or their successors or assigns, on a stand alone basis, along with cost rates for
sources of capital that are consistent with this capital structure and financial market
and economic conditions at that time.

In addition, the Companies may propose other appropriate capital

structures and associated capital cost rates.  The Commission, in determining

prospective costs of capital, will retain the right to use one of the alternatives

proposed by the Companies, an alternative proposed by any Settling Party, or

some other alternative which the Commission determines to be most reflective

of the capitalization and cost of capital components for a typical, stand alone,

gas distribution utility.

4. Rhode Island Presence and Operations

The Settling Parties agree that a strong local presence is required in

order to ensure responsiveness to customers and to regulators overseeing the

regulated gas operations in Rhode Island and that, to ensure this

responsiveness, operations will continue to be managed from Rhode Island-

based corporate headquarters.  The Companies agree to the level of

distribution-system investment necessary to maintain safe and reliable service

to the customers of ProvGas, Valley Gas and Bristol and Warren, or their

successors or assigns.  The Companies further agree to maintain charitable

contributions consistent with commitments set forth in the merger agreements.

5. Merger Approval
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The Settling Parties agree that, pursuant to the Division’s approval of the

mergers and consistent with the provisions of R.I. Gen. Laws § 39-3-24,

Southern Union may exercise and enjoy all of the rights, powers, easements,

privileges, and franchises following the merger theretofore exercised and

enjoyed by ProvGas, Valley Gas and Bristol and Warren with respect to the

property, assets, plant and business merged with Southern Union.  Southern

Union acknowledges that it is assuming the franchise and service requirements

and responsibilities required of ProvGas, Valley Gas and Bristol and Warren.

6. Expansion of Eligibility for Transportation Services

The Settling Parties agree that, as part of the consolidation plan (set forth

in Section II.A.3) and the Rate Plan (set forth in Section II.A.4) Valley Gas and

Bristol and Warren will make a proposal to the Division to expand commercial

and industrial customer eligibility for transportation services to be roughly

comparable to that presently offered by ProvGas.

7. Failure to Comply with Agreement

If any Settling Party believes that the Companies have failed to comply

with any material provision of this Agreement that Settling Party may apply to

the Commission for a finding that the Companies have so failed to comply and

the Commission may assess appropriate penalties.

III. EFFECT OF SETTLEMENT AGREEMENT

This Agreement is the result of a negotiated settlement among the Settling

Parties.  The discussions that have produced this Agreement have been

conducted with the understanding that all offers of settlement and discussions
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relating hereto are and shall be privileged, shall be without prejudice to the

position of any party or participant presenting such offer or participating in any

such discussion, and are not to be used in any manner in connection with

these or other proceedings involving any one or more of the parties to this

Agreement or otherwise.  The consent by a party to the terms of this Agreement

shall not be construed as an agreement as to any matter of fact or law for any

other purpose.  In the event the Division (i) rejects this Agreement, (ii) fails to

accept this Agreement as filed, or (iii) accepts this Agreement subject to

conditions unacceptable to any party hereto, then this Agreement shall be

deemed withdrawn and shall be null and void in all respects.
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IN WITNESS WHEREOF, the Settling Parties hereto attest that this

Agreement is reasonable and have caused this document to be executed by

their respective representatives, each being fully authorized to do so.  Dated

this 31st day of May, 2000.

Respectfully submitted,

In Re:  Petition of Valley Gas Company )
Bristol and Warren Gas Company, ) Docket No. D-00-2
and Southern Union Company )

ADVOCACY SECTION OF VALLEY GAS COMPANY
THE DIVISION OF PUBLIC                          BRISTOL AND WARREN GAS COMPANY
UTILITIES AND CARRIERS By its Attorney,
By its Attorney,

_____________________________ ________________________
Elizabeth Kelleher Deming E. Sherman, Esq.
Special Assistant Attorney General EDWARDS & ANGELL, LLP
150 South Main Street 2800 BankBoston Plaza
Providence, Rhode Island 02903 Providence, Rhode Island 02903

SHELDON WHITEHOUSE SOUTHERN UNION COMPANY
ATTORNEY GENERAL By its Attorney,
By his Attorney,

_____________________________ _____________________________
Paul J. Roberti Deming E. Sherman, Esq.
Assistant Attorney General EDWARDS & ANGELL, LLP
Chief, Regulatory Unit 2800 BankBoston Plaza
150 South Main Street Providence, Rhode Island 02903
Providence, Rhode Island 02903

THE ENERGY COUNCIL OF RHODE ISLAND
By its Attorney,

_____________________________
Andrew J. Newman, Esq.
RUBIN & RUDMAN
50 Rowes Wharf
Boston, Massachusetts 02110
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In Re:  Petition of Providence Energy )
Corporation, Providence Gas Company, ) Docket No. D-00-3
and Southern Union Company )

ADVOCACY SECTION OF PROVIDENCE GAS COMPANY
THE DIVISION OF PUBLIC By its Attorney,
UTILITIES AND CARRIERS
By its Attorney,

_____________________________ ________________________
Elizabeth Kelleher. Robert J. Keegan, Esq.
Special Assistant Attorney General Keegan, Werlin & Pabian, LLP
150 South Main Street 21 Custom House Street
Providence, Rhode Island 02903 Boston, Massachusetts 02110

SHELDON WHITEHOUSE SOUTHERN UNION COMPANY
ATTORNEY GENERAL By its Attorney,
By his Attorney,

_____________________________ _____________________________
Paul J. Roberti Dennis K. Morgan
Assistant Attorney General Senior Vice President – Legal and Secretary
Chief, Regulatory Unit 504 Lavaca, Suite 800
150 South Main Street Austin, Texas 78701
Providence, Rhode Island 02903

THE ENERGY COUNCIL
OF RHODE ISLAND
By its Attorney,

_____________________________
Andrew J. Newman, Esq.
RUBIN & RUDMAN
50 Rowes Wharf
Boston, Massachusetts 02110
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The Narragansett Electric Company 
Docket No. SB-2021-04 

In Re:  The Narragansett Electric Company Application for a 
License to Mobilize and Operate a Liquified Natural Gas (LNG) 

Vaporization Facility at Old Mill Lane (Portsmouth, RI) 
Responses to Record Requests 

Issued at the EFSB’s Final Hearings 

Record Request 11 

REDACTED 

Prepared by or under the supervision of:  Jacques Afonso 

Request: 

Please describe the Company’s relationship with the Navy, the nature of the energy related 
discussions, how often they occur, and any insight the Navy provided to the Company regarding  
future energy needs.   

Response: 

The Narragansett Electric Company (the “Company”) has had a positive and long-standing 
relationship with the United States Navy (“Navy”) with respect to Naval Station Newport 
(“Navy Base”).  Electricity to the Navy Base is provided by an electric primary metered service, 
where the Navy owns and maintains all of the electric system behind the meter including a Navy 
electric substation.  The Navy also has numerous natural gas services that are all maintained by 
the Company, including a non-firm gas account (Building 7) that can be curtailed at times during 
the winter season (as noted in previous filings, see Exhibit No. TNEC-55, the Navy the 
curtailment is voluntary).  The Navy primarily interacts with the Company via the External 
Affairs (Jacques Afonso, Navy liaison and account manager) and Energy Efficiency (Jeffrey 
Dunham, Lead Field Sales Specialist Energy Efficiency) departments.  Interactions between the 
Company and the Navy (primarily their Community Planning Liaison Officer, Public Works 
Office and Engineering Department) have covered a wide range of topics throughout the years, 
such as emergency response, billing, system improvements (Company owned) and maintenance 
projects, energy efficiency and other ad hoc Navy requests.   

The following are examples of recent interactions between the Navy and Company on these 
topics: 
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In Re:  The Narragansett Electric Company Application for a 
License to Mobilize and Operate a Liquified Natural Gas (LNG) 

Vaporization Facility at Old Mill Lane (Portsmouth, RI) 
Responses to Record Requests 

Issued at the EFSB’s Final Hearings 

Record Request 11, Page 2 

REDACTED 

Prepared by or under the supervision of:  Jacques Afonso 

  
 

 
 

 
 

 
 

   
 

 
 

 
   

 
 

 
 

 
 

 
 

 

Regarding energy efficiency, the Company is actively engaged with the Navy regarding gas 
curtailment during the winter months and gas energy efficiency measures, interacting with the 
Navy on a regular (almost weekly) basis.  The Navy has been participating in the gas Demand 
Response program.  The Navy earned approximately $19,000 in 2022 and approximately 
$34,000 in 2023 for curtailing gas load.   

The Navy has completed, has underway, or will commence the following gas energy efficiency 
projects: 

 Pipe and equipment insulation project which will result in approximately 32,000 therms 
of savings annually (ongoing); 
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In Re:  The Narragansett Electric Company Application for a 
License to Mobilize and Operate a Liquified Natural Gas (LNG) 

Vaporization Facility at Old Mill Lane (Portsmouth, RI) 
Responses to Record Requests 

Issued at the EFSB’s Final Hearings 

Record Request 11, Page 3 

REDACTED 

Prepared by or under the supervision of:  Jacques Afonso 

 Pipe and equipment insulation project which will result in approximately 3,000 therms of 
savings annually (completed in 2023); 

 Pipe and equipment insulation project which will result in approximately 19,000 therms 
of savings annually (completed in 2023); and 

 Radiator steam trap replacements which resulted in approximately 20,000 therms of 
savings annually (completed in 2023). 

The following are some gas energy efficiency projects that are in the discussion and analysis 
phase: 
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