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Luly E. Massaro, Commission Clerk 
Rhode Island Public Utilities Commission 
89 Jefferson Boulevard 
Warwick, RI  02888 
 
RE: Docket 4678 - Gas Infrastructure, Safety, and Reliability Plan Fiscal Year 2018 

Reconciliation Filing 
  

Dear Ms. Massaro: 
 

In accordance with National Grid’s1 gas tariff, RIPUC NG-GAS No. 101, at Section 3, 
Schedule A, Sheet 6, subpart 3.4.3, I have enclosed 10 copies of National Grid’s fiscal year (FY) 
2018 Gas Infrastructure, Safety, and Reliability (ISR) Plan Reconciliation filing, which relates to 
National Grid’s FY 2018 Gas ISR Plan filing in the above-referenced docket.  This filing 
provides an overview and description of the $106.97 million of actual capital investment and 
operation and maintenance (O&M) spending by category, as well as an explanation by category 
of major variances to the budget of $101.76 million, as approved by the Public Utilities 
Commission (PUC) in Docket No. 4678.  

 
The pre-filed direct testimonies of John B. Currie and Melissa A. Little are enclosed with 

this filing.  Mr. Currie presents National Grid’s FY 2018 Gas ISR Plan Annual Report and 
Reconciliation filing, including the actual spending for the period April 1, 2017 to March 31, 
2018.  Mr. Currie also provides details concerning the major spending variances by specific ISR 
Plan categories for this time period.  Ms. Little’s testimony presents the updated FY 2018 ISR 
revenue requirement associated with actual capital investment levels for each of FY 2012 
through FY 2018, actual tax deductibility percentages for FY 2017 capital additions, and updated 
O&M expenses.  As explained in Ms. Little’s testimony, actual tax deductibility percentages for 
FY 2018 capital investment will not be known until National Grid files its FY 2018 income tax 
return in December 2018, so National Grid has included certain estimated tax assumptions for 
this reconciliation.  At this time, National Grid estimates it will earn taxable income in FY 2018, 
so no net operating loss offset to accumulated deferred income taxes has been included in the 
vintage FY 2018 rate base calculation.  The actual tax deductibility percentages for FY 2018 
capital investment will be reflected in National Grid’s FY 2019 Gas ISR Plan Reconciliation 
filing next year and will generate a true up adjustment in that filing.  The updated FY 2018 
revenue requirement also includes an adjustment associated with the ISR property tax recovery 
formula approved in Docket No. 4323.  Finally, the Company’s FY 2018 revenue requirement 
includes the impact of the Tax Cuts and Jobs Act of 2017, which went into effect on 
                                                 
1 The Narragansett Electric Company d/b/a National Grid (National Grid or the Company). 

Robert J. Humm 
Senior Counsel 
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Decmeber 22, 2017, on vintage FY 2012 through FY 2018 investment.  In particular, the revenue 
requirement reflects (1) the reduction of the federal income tax rate from 35 percent to 21 
percent commencing January 1, 2018; and (2) the changes to the bonus depreciation rules 
eliminating bonus depreciation for certain capital investments, including ISR-eligible 
investments, effective September 28, 2017.   

 
As explained in Ms. Little’s testimony, the updated FY 2018 revenue requirement 

associated with the above-referenced items totals $34,438,608, which consists of $557,714 in 
O&M expenses and $33,880,894 of capital-related revenue requirement.  This includes the full-
year revenue requirement on vintage FY 2012 through FY 2018 ISR capital investments above 
or below the level of capital investment reflected in base distribution rates, and the property tax 
component.  This compares to the projected FY 2018 ISR revenue requirement of $36,550,952, 
which went into effect on April 1, 2017.   

 
Please note that the FY 2018 Gas ISR Reconciliation has been included in the calculation 

of the Gas ISR factor contained in National Grid’s annual Distribution Adjustment Charge 
(DAC) filing in Docket No. 4846, which National Grid filed with the PUC today under separate 
cover.  The DAC filing includes a reconciliation of forecasted collections to actual collections. 
 

Thank you for your attention to this filing.  If you have any questions, please contact me 
at 401-784-7415.  
 
        Very truly yours, 
         

 
 

Robert J. Humm 
 
Enclosures 
 
cc: Docket 4678 Service List 
 LeoWold, Esq. 

Al Mancini, Division 
 John Bell, Division  
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I. INTRODUCTION 1 

Q.  Please state your name and business address.  2 

A.  My name is John B. Currie.  My business address is 40 Sylvan Road, Waltham, MA 3 

02451.   4 

 5 

Q. By whom are you employed and in what capacity? 6 

A. I am employed by National Grid USA Service Company, Inc. (Service Company) as the 7 

Director of New England Gas Network Strategy.  I am the Rhode Island state 8 

Jurisdictional Lead for all gas issues, including those related to The Narragansett Electric 9 

Company’s (the Company) capital investment strategy.  In my role, I work closely with 10 

the Rhode Island Jurisdictional President and staff on all local issues related to the 11 

Company’s Rhode Island gas system.  My responsibilities also include working with 12 

regulators on issues related to the gas system, developing strategies to support Company 13 

objectives regarding investment in the gas system, and providing testimony regarding 14 

capital investments in the Company’s gas system during state regulatory proceedings. 15 

 16 

Q.  Please describe your educational background and professional experience. 17 

A.  I graduated from Saint Michael’s College in 1987 with a Bachelor of Science degree in 18 

Accounting.  In 2000, I graduated from Bentley University with a Master of Science 19 

degree in Taxation.   20 

 21 

3
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From 1987 to 1989, I worked as a staff accountant at Price Waterhouse (now 1 

PricewaterhouseCoopers).  In 1989, I was employed by New England Electric System, a 2 

predecessor company to National Grid, in internal audit.  From 1997 to 2016, I held roles 3 

of increasing responsibility related to Plant Accounting, Finance, and Regulation.  I 4 

assumed my current position in October 2016.  5 

 6 

Q.  Have you previously testified before the Rhode Island Public Utilities Commission 7 

(PUC)? 8 

A.  Yes.  I testified before the PUC in support of the Company’s fiscal year (FY) 2018 and 9 

FY 2019 Gas Infrastructure, Safety, and Reliability (ISR) Plans in Docket Nos. 4678 and 10 

4781, respectively.  I also sponsored written testimony in support of the Company’s FY 11 

2017 Gas ISR Plan Reconciliation filing.  In addition, I have testified before the 12 

Massachusetts Department of Public Utilities on several occasions, including in support 13 

of the 2017 and 2018 leak-prone pipe replacement plans of the Boston Gas Company and 14 

Colonial Gas Company, each d/b/a National Grid, which are designed to implement a gas 15 

system enhancement plan focused on the replacement of proactive mains and services.   16 

 17 

II. PURPOSE OF TESTIMONY 18 

Q. What is the purpose of your testimony? 19 

A. The purpose of my testimony is to present the Company’s FY 2018 Annual Report and 20 

Reconciliation filing for the Gas ISR Plan (also referred to as the Plan), including the 21 

4
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actual spending for the period April 1, 2017 to March 31, 2018.  As part of this filing, I 1 

also provide detailed information regarding the major spending variances by specific Plan 2 

categories for this time period.  As discussed in her pre-filed direct testimony, Company 3 

witness Melissa A. Little uses the actual spending information to calculate the FY 2018 4 

Plan revenue requirement, which is then reconciled with the Company’s actual Plan 5 

revenues for FY 2018.  The reconciliation balance will then be included in the 6 

Company’s annual Distribution Adjustment Charge (DAC) filing, which will be reflected 7 

in rates effective November 1, 2018.  8 

 9 

Q. Are you sponsoring any attachments with your testimony? 10 

A. Yes.  I am sponsoring the following attachment that accompanies my testimony: 11 

 Attachment JBC-1 Gas Infrastructure, Safety, and Reliability Plan Fiscal Year 12 
2018 Annual Report and Reconciliation 13 

 14 

III. FY 2018 GAS ISR PLAN ANNUAL REPORT AND ACTUAL SPENDING 15 

Q. Please summarize the results of the Company’s Gas ISR Plan actual spending for 16 

FY 2018 to the FY 2018 budget.   17 

A. Attachment JBC-1 to my testimony is the Company’s FY 2018 Gas ISR Plan Annual 18 

Report and Reconciliation of actual spending for the period April 1, 2017 to March 31, 19 

2018.  As set forth in Table 1 of that Attachment, for FY 2018, the Company spent 20 

$106.97 million for capital investment and operation and maintenance (O&M) expense 21 

under the Plan.  This amount represents a variance of approximately $5.21 million more 22 

5
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than the approved Plan annual budget of $101.76 million.  The $5.21 million over-budget 1 

variance for the year is discussed below in more detail for each specific category of the 2 

Plan.   3 

 4 

A total of 61.6 miles of leak-prone pipe were abandoned under all ISR categories, which 5 

is slightly above the plan of 61 miles.  In addition, the Company also abandoned 1.6 6 

miles of non-ISR leak-prone pipe as a result of Gas System Reinforcement main 7 

replacement projects, bringing total FY 2018 abandonments to 63.2 miles.  Elimination 8 

of cast and wrought iron and unprotected steel pipe (i.e., leak-prone pipe) remains a key 9 

element of the Company’s overall ISR plan and provides for further enhanced safety and 10 

reliability of the gas distribution system through removal of leak-prone pipe.  These 11 

materials have been identified in the Company’s Distribution Integrity Management Plan 12 

(DIMP) as riskier assets and have been targeted for replacement through a 20-year 13 

replacement plan.  The DIMP provides a structured approach to identification, evaluation, 14 

and mitigation of risks associated with the gas distribution system.  The Company has 15 

eliminated more than 178 gas leaks through abandonment of the 61.6 miles of leak-prone 16 

gas main. 17 

 18 

 I would like to point out that the Company’s fourth quarter report for the FY 2018 Gas 19 

ISR Plan indicated adjusted total spending of $108.32 million.  In preparation of this 20 

annual ISR Plan Reconciliation filing, the Company finalized adjustments totaling $1.35 21 

6
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million, which resulted in total spending of $106.97 million.  Total spending included a 1 

$1.86 million Administrative and General (A&G) adjustment that originated from an 2 

A&G activity time study completed by a third party consulting firm.  As a result of that 3 

review and supporting time study, the Company determined that an adjustment was 4 

necessary to capitalize work activity performed in direct or indirect support of 5 

construction, consistent with commonly accepted industry practices and allowed for by 6 

the Federal Energy Regulatory Commission (FERC) Uniform System of Accounts.  The 7 

total adjustment to be credited to expense and debited to capital is $2.06 million.  Final 8 

assignment of these adjustments resulted in a $1.86 million increase to the Plan.  This is 9 

consistent with the Company’s related O&M expense adjustment reflected in Docket No. 10 

4770.  11 

 12 

 As noted above, the total spending of $106.97 million was $5.21 million over the 13 

approved Plan budget.  Absent the A&G adjustment, the over-spend would have been 14 

$3.35 million. 15 

  16 

Q. What were the primary drivers for the $5.21 million over-budget variance in FY 17 

2018? 18 

A. As shown in Attachment JBC-1 at Table 2, the following drivers primarily contributed to 19 

the $5.21 million over-budget variance in FY 2018.  First, there was an over-budget 20 

variance of $5.35 million in the Non-Discretionary category, including increased 21 

7
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spending of $2.37 million for the Public Works program, increased spending of $3.18 1 

million for Pipeline Integrity projects, increased spending of $1.36 million for the 2 

Damage/Failure program, and decreased spending of $1.81 million for the 3 

decommissioning of the Cumberland liquefied natural gas (LNG) tank.  Second, there 4 

was an under-budget variance of $0.12 million in the Discretionary category, including 5 

under-spending of $1.72 million for the Proactive Main Replacement program, under- 6 

spending of $0.90 million for the Proactive Service Replacement program, and increased 7 

spending of $2.50 million for Reliability projects.   8 

 9 

A.   NON-DISCRETIONARY WORK 10 

Q. Please explain the over-budget variance of $2.37 million for the Public Works 11 

program in FY 2018.  12 

A.  For FY 2018, the Company incurred net spending of $14.59 million for the Public Works 13 

program against a plan of $12.22 million, resulting in an over-spending variance of $2.37 14 

million.  The key drivers for this over-spend include actual miles of leak-prone pipe 15 

replaced exceeding plan and timing associated with reimbursements on billable jobs.  The 16 

Company installed 12.4 miles against a plan of 11.0 miles for new gas main and 17 

abandoned 12.1 miles against a plan of 10.0 miles of leak-prone pipe through the Public 18 

Works program.  Significant projects completed during the year include those on Musket 19 

Road in Lincoln (5,273 feet), Blackstone Boulevard in Providence (5,225 feet), and Cole 20 

Avenue in Providence (4,519 feet). 21 

8
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Q. Please explain the over-budget variance of $3.18 million for the Pipeline Integrity 1 

program in FY 2018. 2 

A. Higher spending within the Pipeline Integrity program is largely due to $1.26 million of 3 

cost increases associated with the Laten Knight Road Take Station in Cranston as a result 4 

of large diameter heavy wall pipe welding and hydrostatic testing not anticipated in the 5 

original budget.  Carryover of the Providence River Crossing signage project for a total 6 

of $0.95 million also contributed to the spending increase.  In particular, weather issues, 7 

gas safety coordination, and the need to coordinate with the FY 2018 riser replacements 8 

contributed to the carryover of the signage project.  In addition, project costs increased to 9 

address severe corrosion issues identified in the signage structural members, along with 10 

modifications to the existing foundations to carry additional load from heavier structural 11 

members.  The Company also incurred over-spending of $0.76 million for design and 12 

permitting costs associated with the 200 pounds per square inch (psig) main replacement 13 

projects at Allens Avenue in Providence and Veterans Memorial Parkway in East 14 

Providence.  These costs were necessary to prepare for FY 2019 construction of these 15 

projects, which were included in the FY 2019 Gas ISR Plan.    16 

 17 

Q. Please explain the over-budget variance of $1.36 million for the Damage/Failure 18 

program in FY 2018. 19 

A. The primary driver for the $1.36 million over-spend for the Damage/Failure program in 20 

FY 2018 is the replacement of the Admiral Street at Charles Street Regulator Station in 21 

9
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Providence for a total of $1.35 million.  This project relates to a cinder block regulator 1 

station vault that the Company found had been significantly damaged by a City of 2 

Providence contractor following a sewer main replacement job.  Prior to the initiation of 3 

the sewer project, the Company worked closely with the City and the contractor to agree 4 

on a damage prevention plan.  While the damage prevention plan was followed, 5 

settlement occurred around the vault, which unexpectedly affected the Company’s 6 

facilities.  The replacement of the Admiral Street at Charles Street Regulator Station was 7 

required for the 2017-18 heating season.  By November 2017, construction was 8 

completed and the new station was operational.  Abandonment of the existing station will 9 

be completed in FY 2019.  This category also includes $0.23 million to fund two remote 10 

operated valves at the Manchester Street Take Station in Providence, providing the Gas 11 

Control center with remote shutdown capability.  This capability will enable the 12 

Company to immediately take action in the event of abnormal operating conditions, 13 

which will significantly decrease response time.  Additionally, in the event that abnormal 14 

operating conditions make the site unsafe for personnel access, the remote shutdown 15 

option can still be exercised safely. 16 

     17 

Q. Please explain the under-budget variance of $1.81 million for the Cumberland LNG 18 

Decommissioning project in FY 2018. 19 

A. For FY 2018, the Company spent $1.78 million of a budget of $3.59 million for the 20 

Cumberland LNG decommissioning project, resulting in an under-spending variance of 21 

10
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$1.71 million.  This includes a reduction of $0.10 million in FY 2018 costs to reflect the 1 

Company and the Division of Public Utilities and Carriers’ (Division) resolution of the 2 

capital costs associated with the decommissioning of the Cumberland LNG tank.  The 3 

remaining $1.20 million reduction in costs will be reflected as a retroactive FY 2017 4 

adjustment in this Reconciliation filing.  The FY 2018 work on the Cumberland LNG 5 

facility included all demolition activity and installation of remaining vaporization piping.  6 

The primary driver of the under-spend is the contractor bid process resulting in lower 7 

pricing than the amounts assumed in the budget.  At this time, the project has been 8 

completed.  No additional capital work related to the decommissioning of the 9 

Cumberland LNG tank will be required.   10 

 11 

In addition, the Company met with the Division in May 2017 to review disposition plans 12 

associated with a listing of major Cumberland LNG plant components.  Disposition 13 

methods typically include internal use, scrap, or third party sale.  To date, proceeds have 14 

been limited to a $13,000 salvage credit from the demolition contractor, Costello 15 

Dismantling Company, Inc.  This credit covered items that were not identified to be 16 

retained for internal use or for potential sale to a third party.  Any proceeds from third 17 

party sales will be credited back to customers in future reconciliation flings.  The 18 

Company will continue to update the Division as additional information becomes 19 

available. 20 

 21 

11



THE NARRAGANSETT ELECTRIC COMPANY 
d/b/a NATIONAL GRID 

RIPUC DOCKET NO. 4678 
FY 2018 GAS INFRASTRUCTURE, SAFETY, AND RELIABILITY PLAN 

ANNUAL RECONCILIATION FILING  
WITNESS:  JOHN B. CURRIE  

PAGE 10 OF 13  
               

 

 

B.   DISCRETIONARY WORK 1 

Q.  Please explain the under-budget variance of $1.72 million for the Proactive Main 2 

Replacement program in FY 2018. 3 

A. For FY 2018, the Company spent approximately $52.38 million of a budget of $54.11 4 

million for the Proactive Main Replacement program, resulting in an under-spending 5 

variance of $1.72 million.  The primary driver of this under-spend is that abandonment 6 

miles came in under plan.  In FY 2018, the Company installed 46.0 miles of new main 7 

and abandoned 48.5 miles of leak-prone pipe within the Proactive Main Replacement 8 

program.  This represents completion of 97.0 percent of the planned total of 50 9 

abandonment miles.  The shortfall of abandonment miles was offset by the Public Works 10 

program exceeding plan in regard to delivery of leak-prone pipe abandonment miles.      11 

 12 

Q. Please explain the $0.90 million under-budget variance for the Proactive Service 13 

Replacement program. 14 

A. For FY 2018, the Company spent approximately $0.002 million of a budget of $0.90 15 

million for the Proactive Service Replacement program, resulting in an under-spending 16 

variance of $0.90 million.  As explained in more detail in the Company’s FY 2019 Gas 17 

ISR Plan filing in Docket No. 4781, the Company and the Division have determined that 18 

the Proactive Service Replacement program overlaps with other programs in the Gas ISR 19 

Plan and should be discontinued. 20 

 21 

12
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Q. Please explain the $2.50 million over-budget variance for the Reliability programs in 1 

FY 2018. 2 

A. For FY 2018, the Company spent approximately $13.95 million against a budget of 3 

$11.45 million for the Reliability program, resulting in an over-spending variance of 4 

$2.50 million.  The primary drivers of this over-spending variance are related to the 5 

Allens Avenue Multi Station Rebuild project and Take Station Refurbishment projects.  6 

These projects were partially offset by the deferral of work associated with two Pressure 7 

Regulating Facilities projects at Roger Williams Avenue in East Providence.  Prior year 8 

carryover, design changes, and environmental mitigation factors have contributed to 9 

higher costs for the Allens Avenue Multi Station Rebuild project, which are partially 10 

offset by cost reductions associated with the deferral of elements of the FY 2018 work 11 

plan and the deferral of long lead materials purchased for future year construction.  The 12 

over-spend for Take Station Refurbishment projects was primarily caused by scope 13 

changes on the Dey Street Regulation Station project.  The Company completed 1.0 mile 14 

of leak-prone pipe abandonment through the Reliability program.  15 

 16 

IV.  ANNUAL RECONCILIATION 17 

Q. What is the amount of FY 2018 capital spending that the Company is seeking to 18 

reconcile in this filing? 19 

A. The Company is seeking to reconcile its FY 2018 actual capital spending of $106.41 20 

million in this filing.  As noted in prior Gas ISR Plan filings, in implementing the Gas 21 

13
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ISR Plan in any fiscal year, the circumstances encountered during the year may require 1 

reasonable deviations from the original Plan approved by the PUC.1  The primary drivers 2 

of the $5.23 million net capital over-spending variance for FY 2018 were in the Non-3 

Discretionary Work category, which accounted for $5.35 million of over-spend towards 4 

the net capital over-spend.  This included over-spending of $1.36 million for reactive 5 

Damage/Failure projects, over-spending of $2.37 million for Public Works projects, over-6 

spending of $3.18 million for Pipeline Integrity projects, and under-spending of $1.81 7 

million on the Cumberland LNG Decommissioning project.  These programs were 8 

partially offset by a $0.12 million under-spending in Discretionary programs, which 9 

included $1.72 million of under-spend in the Proactive Main Replacement program; 10 

$0.90 million of under-spend in the Proactive Service Replacement program; and $2.50 11 

million of over-spend in the Reliability program, which is largely due to the Allens 12 

Aveue Multi Station Rebuild project.  The reasons for the $5.23 million net capital over-13 

spending variance for FY 2018 are clearly consistent with the intent of the Gas ISR Plan 14 

to maintain the overall safety and reliability of the Company’s gas system and to ensure 15 

that customers are charged only for the appropriate Plan costs in the ISR annual 16 

reconciliation filing. 17 

 18 

                                                           
1  See FY 2012 Gas ISR Plan filed with the PUC on December 20, 2010, at Section 1, page 3 of 6, in  

Docket No. 4219. 
 

14
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Q. What is the amount of FY 2018 O&M spending that the Company is seeking to 1 

reconcile in this filing? 2 

A. The Company is seeking to reconcile approximately $0.56 million of actual O&M 3 

spending for FY 2018.  In the Plan, the Company requested $0.57 million of incremental 4 

O&M expense to hire, train, and supervise an additional 16 full-time equivalent (FTE) 5 

personnel to support main replacement work for FY 2018.  Similar to FY 2015 through 6 

FY 2017, the Company had also agreed to track and reconcile the amount of actual O&M 7 

expense associated with these new hires for FY 2018.  For FY 2018, the O&M expense 8 

associated with the 16 FTEs required in support of the expanded main replacement 9 

program totaled approximately $0.56 million, resulting in an under-budget variance of 10 

$0.01 million.  11 

   12 

V. CONCLUSION 13 

Q. Does this conclude your testimony? 14 

A. Yes.   15 

15
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EXECUTIVE SUMMARY 
 

In accordance with its tariff, RIPUC NG-GAS No. 101, at Section 3, Schedule A, Sheet 
6, subpart 3.4.3, The Narragansett Electric Company d/b/a/ National Grid (Company) submits 
this Annual Report and Reconciliation filing for the fiscal year (FY) 2018 Gas Infrastructure, 
Safety, and Reliability (ISR) Plan, which the Rhode Island Public Utilities Commission (PUC) 
approved in Docket No. 4678.  This filing provides an overview and description of the $106.97 
million1 of actual capital investment and operation and maintenance (O&M) spending by 
category, as well as an explanation by category of major variances to the budget of $101.76 
million approved in Docket No. 4678.   

 
FY 2018 Actual Results 

As set forth in Table 1 below, in FY 2018, the Company spent $40.08 million for Non-
Discretionary capital work (i.e., work required by legal, regulatory code, and/or agreement, with 
limited exceptions), $66.33 million for Discretionary capital work, and $0.56 million for O&M 
expense under the Gas ISR Plan.  These amounts are approximately $5.35 million more than 
planned on Non-Discretionary programs and approximately $0.12 million less than planned on 
Discretionary programs compared to the approved annual Gas ISR capital budget of $34.73 for 
Non-Discretionary programs and $66.46 million for Discretionary programs, and approximately 
$0.01 million less than the O&M budget of $0.57 million approved in Docket No. 4678.  A total 
of 61.6 miles of leak-prone pipe was abandoned from all ISR categories, which is slightly above 
the plan of 61 miles.  The Company eliminated more than 178 gas leaks through abandonment of 
the leak-prone gas main in FY 2018.  The variances by category of work are shown in Table 1, 
with the key drivers discussed in greater detail below.  Additional details of each sub-category 
are provided in Table 2.   

                                                            

1  The Company’s fourth quarter report for the FY 2018 Gas ISR Plan (also referred to as the Plan) indicated an 
adjusted total spending of $108.32 million.  In preparation of this annual reconciliation filing, the Company 
finalized adjustments totaling approximately $1.35 million, which resulted in total spending of $106.97 million. 
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Table 1 

Narragansett Gas 
FY 2018
in Millions

Category Budget Actual Variance

NON-DISCRETIONARY
Public Works* $12.22 $14.59 $2.37
Mandated Programs $18.67 $22.11 $3.43
Damage / Failure Reactive
Cumberland LNG Decommissioning $3.59 $1.78 ($1.81)
NON-DISCRETIONARY SUB-TOTAL $34.73 $40.08 $5.35

DISCRETIONARY
Proactive Main Replacement $54.11 $52.38 ($1.72)
Proactive Service Replacement
Reliability $11.45 $13.95 $2.50
DISCRETIONARY SUB-TOTAL $66.46 $66.33 ($0.12)

Capital Total $101.19 $106.41 $5.23

O&M $0.57 $0.56 ($0.01)

TOTAL $101.76 $106.97 $5.21
*Public works includes reimbursements  
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Non-Discretionary Work2 
 
Public Works Program - $2.37 million over-budget variance 

 For FY 2018, the Company incurred net spending of $14.59 million for the Public Works 
program against a plan of $12.22 million, resulting in an over-spending variance of $2.37 
million.  In particular, the Public Works program includes total spend of approximately $14.70 
million against a fiscal year budget of $13.55 million, and reimbursement of $0.12 million 
against a reimbursement budget of $1.33 million.  The key drivers for the over-spend include 
actual miles of leak-prone pipe replaced exceeding plan and timing associated with 
reimbursements on billable jobs.  The Company installed 12.4 miles against a plan of 11.0 miles 
for new gas main and abandoned 12.1 miles against a plan of 10.0 miles of leak-prone pipe 
through the Public Works program.  Significant projects completed during the year include those 
on Musket Road in Lincoln (5,273 feet), Blackstone Boulevard in Providence (5,225 feet), and 
Cole Avenue in Providence (4,519 feet).  Public Works cost detail is provided in the table below. 

 
 

Public Works 

Category 
FY18 

Actuals 
% of Total 
Spend 

Base Labor, Overtime & Employee Expenses  $1,664,009  11% 

Benefits  $1,031,491  7% 

Clearing Burdens  $3,458,537  24% 

Contractor/Consultants  $5,058,724  34% 

Restoration/Police/Permits  $2,916,911  20% 

Materials  $641,663  4% 

Other  ($70,539) 0% 

        

Sub‐total  $14,700,797  100% 

        

City State Construction Reimbursements  ($115,155)   

        

Total Public Works  $14,585,642    

 
                                                            

2 Non-Discretionary programs include those required by legal, regulatory code, and/or agreement, or a result of 
damage or failure, with limited exceptions. 
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Mandated Programs – $3.43 million over-budget variance 
 

Spending for Mandated Programs was $3.43 million over-budget for FY 2018.  This 
variance was driven primarily by spending in the following categories: 

 
 Purchase Meters – For FY 2018, actual spending for meter purchases was $3.56 

million, which is $1.20 million higher than the budget of $2.37 million.  The 
Company’s meter change program impacts the number of meters required for 
purchase on an annual basis.  The increase in FY 2018 was due to a methodology 
change in how capital clearing is applied to individual projects, along with the 
number of actual meters purchased exceeding plan.  The capital clearing methodology 
change was a redistribution of costs rather than an overall increase to the results. 
 

 Pipeline Integrity (Integrity Management Program) – For FY 2018, actual spending 
for the Pipeline Integrity program was $3.93 million, which is $3.18 million higher 
than budget.  Higher spending within the pipeline integrity program is largely due to 
$1.26 million of cost increases associated with the Laten Knight Road Take Station in 
Cranston as a result of large diameter heavy wall pipe welding and hydrostatic testing 
not anticipated in the original budget.  Carryover into FY 2018 of the Providence 
River Crossing signage project also contributed $0.95 million to the spending 
increase.  In particular, weather issues, gas safety coordination, and the need to 
coordinate with the FY 2018 riser replacements contributed to the carryover of the 
signage project.  In addition, project costs increased to address severe corrosion issues 
identified in the signage structural members, along with modifications to the existing 
foundations to carry additional load from heavier structural members.  The Company 
also incurred additional over-spend of $0.76 million for design and permitting costs 
associated with the 200 pounds per square inch gauge (psig) main replacement 
projects at Allens Avenue in Providence and Veterans Memorial Parkway in East 
Providence.  These costs were necessary to prepare for FY 2019 construction of these 
projects, which were included in the FY 2019 Gas ISR Plan. 
 

 Reactive Leaks – The Reactive Leaks category includes Main Replacement 
(Reactive) – Cast Iron (CI) Joint Encapsulation; Service Replacement (Reactive) – 
Leaks; and Main Replacement (Reactive) – Maintenance.  For FY 2018, the 
Company spent $11.93 million against a plan of $11.51 million.  Variances within the 
individual programs are largely attributed to changes in how the Company classifies 
leaks for cost management purposes within the three programs.  The number of leaks 
repaired was 1,732 compared to a plan of 1,728 leaks. 
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Damage/Failure – $1.36 million over-budget variance 
 

The primary driver for the $1.36 million over-spend for the Damage/Failure program in 
FY 2018 is the replacement of the Admiral Street at Charles Street Regulator Station in 
Providence for a total of $1.35 million.  This project relates to a cinder block regulator station 
vault that the Company found had been significantly damaged by a City of Providence contractor 
following a sewer main replacement job.  Prior to the initiation of the sewer project, the 
Company worked closely with the City and the contractor to agree on a damage prevention plan.  
While the damage prevention plan was followed, settlement occurred around the vault, which 
unexpectedly affected the Company’s facilities.  The replacement of the Admiral Street at 
Charles Street Regulator Station was required for the 2017-18 heating season.  By November 
2017, construction was completed and the new station was operational.  Abandonment of the 
existing station will be completed in FY 2019.  This category also includes $0.23 million to fund 
two remote operated valves at the Manchester Street Take Station in Providence, providing the 
Gas Control center with remote shutdown capability.  This capability will enable the Company to 
immediately take action in the event of abnormal operating conditions, which will significantly 
decrease response time.  Additionally, in the event that abnormal operating conditions make the 
site unsafe for personnel access, the remote shutdown option can still be exercised safely. 
 
Cumberland LNG Decommissioning Project – $1.81 million under-budget variance 
 

For FY 2018, the Company spent $1.78 million of a budget of $3.59 million for the 
Cumberland liquefied natural gas (LNG) decommissioning project, resulting in an under-
spending variance of $1.81 million.  This includes a reduction of $0.10 million in FY 2018 costs 
to reflect the Company and the Division of Public Utilities and Carriers’ (Division) resolution of 
the capital costs associated with the decommissioning of the LNG tank in Cumberland.  The 
remaining $1.20 million reduction in costs will be reflected as a retroactive FY 2017 adjustment 
in this Reconciliation filing.  The FY 2018 work on the Cumberland LNG facility included all 
demolition activity and installation of remaining vaporization piping.  The primary driver of the 
under-spend is the contractor bid process resulting in lower pricing than the amounts assumed in 
the budget.  At this time, the project has been completed.  No additional capital work related to 
the decommissioning of the Cumberland LNG tank will be required.  In addition, the Company 
met with the Division in May 2017 to review disposition plans associated with a listing of major 
Cumberland LNG plant components.  Disposition methods typically include internal use, scrap, 
or third party sale.  To date, proceeds have been limited to a $13,000 salvage credit from the 
demolition contractor, Costello Dismantling Company, Inc.  This credit covered items that were 
not identified to be retained for internal use or for potential sale to a third party.  Any proceeds 
from third party sales will be credited back to customers in future reconciliation flings.  The 
Company will continue to update the Division as additional information becomes available. 
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Discretionary Work3 
 
Proactive Main Replacement Program – $1.72 million under-budget variance  
 For FY 2018, the Company spent approximately $52.38 million of a budget of $54.11 
million for the Proactive Main Replacement program, resulting in an under-spending variance of 
$1.72 million.  The primary driver of this under-spend is that abandonment miles came in under 
plan.  In FY 2018, the Company installed 46.0 miles of new main and abandoned 48.5 miles of 
leak-prone pipe within the Proactive Main Replacement program.  This represents completion of 
97.0 percent of the planned total of 50 abandonment miles.  The shortfall of abandonment miles 
was offset by the Public Works program exceeding plan in regard to delivery of leak-prone pipe 
abandonment miles.  Proactive Main Replacement cost detail is provided in the table below. 
 

Category FY18 Actuals

% of Total 

Spend

Base Labor, Overtime & Employee Expenses $5,082,757 10%

Benefits $3,438,586 7%

Clearing Burdens $10,921,724 21%

Contractor/Consultants $18,660,609 36%

Restoration/Police/Permits $12,277,617 23%

Materials $2,042,927 4%

Other ($41,027) 0%

Total $52,383,192 100%

Proactive Main Replacement

 

                                                            

3 Discretionary programs are not required by legal, regulatory code, or agreement, or a result of damage or failure, 
with limited exceptions. 
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Proactive Service Replacement Program – $0.90 million under-budget variance 

 For FY 2018, the Company spent approximately $0.002 million of a budget of $0.90 
million for the Proactive Service Replacement program, resulting in an under-spending variance 
of $0.90 million.  As explained in more detail in the Company’s FY 2019 Gas ISR Plan filing in 
Docket No. 4781, the Company and the Division have determined that the Proactive Service 
Replacement program overlaps with other programs in the Gas ISR Plan and should be 
discontinued. 
 
Reliability Program – $2.50 million over-budget variance 

For FY 2018, the Company spent approximately $13.95 million against a budget of 
$11.45 million for the Reliability program, resulting in an over-spending variance of $2.50 
million.  The over-spend includes higher spending on Allens Avenue Multi Station Rebuild 
project and Take Station Refurbishment projects.   These projects were partially offset by lower 
spending on Pressure Regulation Facilities projects.  

 
 Allens Avenue Multi Station Rebuild – For FY 2018, actual spending was $5.43 million 

against a plan of $2.97 million, resulting in an over-spending variance of $2.46 million.   
Prior year carryover, design changes, and environmental mitigation factors have 
contributed to higher costs for the Allens Avenue Multi Station Rebuild project, which 
are partially offset by cost reductions associated with the deferral of elements of the FY 
2018 work plan and the deferral of long lead materials purchased for future year 
construction.  The Allens Avenue Multi Station Rebuild project is a multi-year project 
consisting of rebuilding and replacing multiple regulator stations, piping, and 
appurtenances both at the current site and within the local distribution system.  
 

 Take Station Refurbishment – For FY 2018, actual spending was $1.44 million against a 
plan of $0.80 million, resulting in an over-spending variance of $0.64 million.  The over-
spend for Take Station Refurbishment projects was primarily caused by scope changes on 
the Dey Street Regulation Station project in East Providence, including increasing the 
size of the outlet piping from the take station from 12 inches to 20 inches and an increase 
in the size of valves downstream of the pressure regulating devices.  

 
 Pressure Regulating Facilities – For FY 2018, actual spending was $0.91 million of a 

plan of $1.64 million, resulting in an under-spending variance of $0.73 million.  Deferral 
of completion of the majority of work associated with two Pressure Regulating Facilities 
projects at Roger Williams Avenue in East Providence contributed to this under-spend. 
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O&M – $0.01 million under-budget variance 
 

In the Plan, the Company requested $0.57 million of incremental O&M expense to hire, 
train, and supervise an additional 16 full-time equivalent (FTE) personnel to support main 
replacement work for FY 2018.  Similar to FY 2015 through FY 2017, the Company also had 
agreed to track and reconcile the amount of actual O&M expense associated with these new hires 
for FY 2018.  For FY 2018, the O&M expense associated with these 16 FTEs required in support 
of the expanded main replacement program totaled approximately $0.56 million, resulting in an 
under-budget variance of $0.01 million. 
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Table 2 

Narragansett Gas FY2017 
In Millions 

Category Budget Actual Variance
NON-DISCRETIONARY

Public Works
City State Construction - Non-Reimbursable $12.22 $13.33 $1.11
City State Construction - Reimbursable $1.33 $1.37 $0.04
City State Consturction - Reimbursements ($1.33) ($0.12) $1.21

Sub-Total $12.22 $14.59 $2.37
Mandated Programs
Corrosion $1.04 $0.58 ($0.46)
Purchase Meter (Replacements) $2.37 $3.56 $1.20
Pipeline Integrity IMP (Integrity Management Program) $0.75 $3.93 $3.18
Cross Bore Remediation $0.50 $0.20 ($0.29)
Service Replacements (Reactive) - Non-Leaks/Other $2.50 $1.90 ($0.60)

Main Repacement (Reactive) - CI Joint Encapsulation $3.52 $5.75 $2.23
Service Replacement (Reactive) - Leaks $7.26 $5.75 ($1.51)
Main Replacement (Reactive) - Maintenance $0.75 $0.43 ($0.32)

Sub-Total Reactive Leaks $11.52 $11.93 $0.41

Sub-Total $18.67 $22.11 $3.43

Damage /Failure (Reactive) $0.25 $1.61 $1.36

Cumberland LNG Decommissioning $3.59 $1.78 ($1.81)

NON-DISCRETIONARY SUBTOTAL $34.73 $40.08 $5.35

DISCRETIONARY
Proactive Main Replacement
Main Replacement (Proactive) - Leak Prone Pipe $52.11 $51.21 ($0.90)
Main Replacement (Proactive) - Large Diameter LPCI $2.00 $1.18 ($0.82)

Sub-Total $54.11 $52.38 ($1.72)
Proactive Service Replacement

Sub-Total $0.90 $0.00 ($0.90)
Reliability
Gas System Control $0.00 $0.34 $0.34
Valve Installation/Replacement $0.20 $0.01 ($0.19)
System Automation $1.00 $0.85 ($0.15)
Heater Program $0.20 $0.11 ($0.09)
Pressure Regulating Facilities $1.64 $0.91 ($0.73)
Allens Ave Multi Station Rebuild $2.97 $5.43 $2.46
Take Station Refurbishment $0.80 $1.44 $0.64
Gas System Reliability - Gas Planning $2.25 $2.23 ($0.02)
I&R Reactive $1.30 $1.55 $0.25
LNG - Blanket $0.59 $0.66 $0.07
Tools & Equipment $0.50 $0.40 ($0.10)

Sub-Total $11.45 $13.95 $2.50
DISCRETIONARY SUBTOTAL $66.46 $66.33 ($0.12)
Capital Total $101.19 $106.41 $5.23
O&M $0.57 $0.56 ($0.01)
TOTAL $101.76 $106.97 $5.21  
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I. INTRODUCTION 1 

Q. Please state your full name and business address. 2 

A. My name is Melissa A. Little, and my business address is 40 Sylvan Road, Waltham, 3 

Massachusetts 02451. 4 

 5 

Q. Please state your position at National Grid and your responsibilities within that 6 

position. 7 

A. I am a Director for New England Revenue Requirements in the Regulation and Pricing 8 

department of National Grid USA Service Company, Inc. (Service Company).  The 9 

Service Company provides engineering, financial, administrative, and other technical 10 

support to subsidiary companies of National Grid USA (National Grid).  My current 11 

duties include revenue requirement responsibilities for National Grid’s electric and gas 12 

distribution activities in New England, including the gas operations of The 13 

Narragansett Electric Company d/b/a National Grid (the Company). 14 

  15 

Q. Please describe your educational and professional experience. 16 

A.   In 2000, I received a Bachelor of Science degree in Accounting Information Systems 17 

from Bentley College (now Bentley University).  In September 2000, I joined 18 

Pricewaterhouse Coopers LLP in Boston, Massachusetts, where I worked as an 19 

associate in the Assurance practice.  In November 2004, I joined National Grid in the 20 

Service Company as an Analyst in the General Accounting group.  After the merger of 21 

National Grid and KeySpan in 2007, I joined the Regulation and Pricing department as 22 
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a Senior Analyst in the Regulatory Accounting function, also supporting the Niagara 1 

Mohawk Power Corporation Revenue Requirement team.  I was promoted to Lead 2 

Specialist in July 2011 and moved to the New England Revenue Requirement team.  3 

In August 2017, I was promoted to my current position.  4 

 5 

Q. Have you previously testified before the Rhode Island Public Utilities 6 

Commission (PUC)? 7 

A. Yes.  Among other testimony, I testified in support of the Company’s revenue 8 

requirement (1) in the 2017 general rate case filing in Docket No. 4770; (2) in the 9 

Fiscal Year (FY) 2018 Electric Infrastructure, Safety, and Reliability (ISR) Plan filing 10 

in Docket No. 4682; and (3) in the Gas ISR Plan and reconciliation filings for FY 11 

2016 in Docket No. 4540 and FY 2017 in Docket No. 4590, and the Gas ISR Plan 12 

filing for FY 2018 in Docket No. 4678.   13 

 14 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?    15 

A. In this docket, the PUC approved a Gas ISR factor that went into effect April 1, 2017.  16 

The ISR factor was based on a projected FY 2018 Gas ISR revenue requirement of 17 

$36,550,952 associated with the Company’s estimated ISR capital investment for FY 18 

2018 and FY 2017, and actual ISR capital investment during each fiscal year ended 19 

March 31 in FY 2012 through FY 20161 that were incremental to the levels reflected 20 

in rate base in the Company’s last base rate case (Docket No. 4323); and an estimate 21 

                                                 
1 The Company’s fiscal year is the 12 months ending March 31 of each year. 
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of operation and maintenance (O&M) expenses associated with additional personnel 1 

to support main replacement work for FY 2018.  Thus, the purpose of my testimony is 2 

to present an updated FY 2018 Gas ISR revenue requirement associated with actual 3 

capital investment levels for each of FY 2012 through FY 2018, actual tax 4 

deductibility percentages for FY 2017 capital additions, and updated O&M expenses.   5 

 6 

At this time, the Company’s Tax department estimates the Company will earn taxable 7 

income in FY 2018, and therefore the revenue requirement was calculated assuming 8 

no tax net operating loss (NOL) offset to accumulated deferred income taxes has been 9 

estimated for FY 2018.  The Company’s Tax department calculated taxable income 10 

when the Company closed its books for FY 2018, which has formed the basis for the 11 

estimate in this reconciliation.  Actual tax deductibility percentages for FY 2018 12 

capital investment will not be known until the Company files its FY 2018 income tax 13 

return in December of this year.  Consequently, the actual tax deductibility 14 

percentages for FY 2018 capital investment will be reflected in the Company’s FY 15 

2019 Gas ISR Reconciliation filing next year and will generate a true up adjustment in 16 

that filing.   17 

 18 

The updated FY 2018 revenue requirement also includes an adjustment associated 19 

with the ISR property tax recovery formula that was approved in Docket No. 4323.  20 

The ISR property tax recovery adjustment became effective for periods subsequent to 21 

the rate year in Docket No. 4323 that ended on January 31, 2014.  Consequently, the 22 
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ISR property tax recovery adjustment covers only the months of February and March 1 

of 2014 and the 12 months ended March 31 in 2015, 2016, 2017, and 2018.   2 

 3 

As shown in Attachment MAL-1 on Page 1, Line 15, the updated FY 2018 Gas ISR 4 

revenue requirement collectible through the Company’s ISR factor for the FY 2018 5 

period amounts to $34,438,608, which is a decrease of $2,112,344 from the projected 6 

FY 2018 ISR revenue requirement of $36,550,952 previously approved by the PUC.  7 

This revenue requirement includes updated tax deductibility percentages for FY 2017 8 

and the catch-up adjustment related to a write-off of capital charges to certain work 9 

orders for vintage years FY 2013 through FY 2016 (discussed below) on prior fiscal 10 

years’ revenue requirements.  The decrease in the projected to actual revenue 11 

requirement is primarily attributable to adjustments for the capital work order write-12 

offs previously described in Docket No. 4678, as well as a decrease in income taxes 13 

due to the change in the federal income tax rate from 35 percent to 21 percent, 14 

partially offset by an increase to the revenue requirement for actual capital investment 15 

spending in excess of projected capital investment for FY 2018, as described in the 16 

testimony of Company witness John B. Currie.  17 

 18 

  Q. Are there any schedules attached to your testimony? 19 

  A. Yes, I am sponsoring the following attachment: 20 

 Attachment MAL-1:  Gas Infrastructure, Safety, and Reliability Plan 21 
Revenue Requirement Reconciliation Filing 22 

 23 
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II. GAS ISR PLAN FY 2018 REVENUE REQUIREMENT 1 

Q. Did the Company calculate the updated FY 2018 Gas ISR Plan revenue 2 

requirement in the same fashion as calculated in the previous ISR factor 3 

submissions and the FY 2017 ISR factor reconciliation?  4 

A.       Yes, the Company calculated the FY 2018 Gas ISR Plan revenue requirement in the                  5 

same fashion as calculated in the previous Gas ISR factor submissions with the 6 

following exceptions: 7 

 8 

 As noted in Section 3 of the FY 2018 Gas ISR Plan, the Company’s FY 2018 revenue 9 

requirement includes the impact of the Tax Cuts and Jobs Act of 2017 (Tax Act) on 10 

vintage FY 2012 through FY 2018 investment.  The Tax Act went into effect on 11 

December 22, 2017.  The Tax Act has many elements, but two aspects in particular 12 

have an impact on the Gas ISR revenue requirement.  The first aspect is the reduction 13 

of the federal income tax rate from 35 percent to 21 percent commencing January 1, 14 

2018.  The second aspect is changes to the bonus depreciation rules eliminating bonus 15 

depreciation for certain capital investments, including ISR-eligible investments, 16 

effective September 28, 2017.  The change in the bonus depreciation rules specifically 17 

impacts the tax depreciation that the Company calculated in its original Gas ISR filing 18 

for its vintage FY 2018 revenue requirement calculation.  Unlike the reduction to the 19 

Company’s revenue requirement for the decrease in the federal income tax rate, the 20 

change to the bonus depreciation rules has an increasing effect on the Gas ISR revenue 21 

requirement, which I discuss later in my testimony. 22 
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Other than these changes, the updated FY 2018 ISR revenue requirement calculation is 1 

identical to the ISR revenue requirement used for purposes of developing the approved 2 

ISR factors that became effective April 1, 2017 and, as described previously in the 3 

testimony in this proceeding, incorporates updated ISR investment amounts and 4 

known tax deductibility percentages.  I will rely on the testimony included in the 5 

Company’s FY 2018 ISR Plan filing in this docket for the detailed description of the 6 

revenue requirement calculation, and will limit my testimony here to summarizing the 7 

revenue requirement and the update for the known tax deductibility percentages.   8 

 9 

Q.  How was the Gas ISR revenue requirement revised for the change in the federal 10 

income tax rate from 35 percent to 21 percent?   11 

A. The decrease in the federal income tax rate from 35 percent to 21 percent reduced the           12 

amount of income tax to be recovered from customers on the return on equity 13 

component of each Gas ISR vintage year revenue requirement.  The return on rate 14 

base in each revenue requirement is calculated by multiplying the Gas ISR rate base 15 

by the weighted average cost of capital (WACC).  The equity component of the return 16 

on rate base is the taxable component of the Gas ISR revenue requirement.  The 17 

federal income taxes that the Company recovers from customers are derived by 18 

grossing up the WACC to a pre-tax rate of return.  Consequently, the Company 19 

revised the pre-tax WACC to reflect the change in the federal income tax rate.  The 20 

calculation of the revised pre-tax WACC is shown on Page 23 of Attachment MAL-1.  21 

The pre-tax WACC approved in Docket No. 4323 was 10.05 percent at the 35 percent 22 
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tax rate.  The new pre-tax WACC at the 21 percent tax rate, which became effective 1 

January 1, 2018, is 8.78 percent.  The Company used a blended WACC of 9.73 2 

percent to calculate the return on rate base on the FY 2018 column of each vintage 3 

year revenue requirement calculation, as the 35 percent federal income tax rate was in 4 

effect for nine months of FY 2018 (April to December) and the 21 percent federal 5 

income tax rate was in effect for three months of FY 2018 (January to March). 6 

 7 

Q. Were there any other revisions to the Gas ISR revenue requirement that were the 8 

result of the change in the federal income tax rate from 35 percent to 21 percent?   9 

Yes.  Effective December 31, 2017, the Company has restated all of its deferred tax 10 

balances based on the new 21 percent federal income tax rate because the Company 11 

will be paying income taxes as the book/tax timing differences reverse at the 21 12 

percent federal income tax rate.  However, because deferred taxes are an offset to rate 13 

base in the Gas ISR revenue requirement, reducing the deferred tax balances based on 14 

the 21 percent federal income tax rate has the effect of artificially increasing rate base.  15 

To counteract this artificial increase to rate base, a new line item called Excess 16 

Deferred Income Taxes has been added to each vintage year’s revenue requirement 17 

calculation reflecting the value of the decrease to ISR rate base as of December 31, 18 

2017.  The excess deferred income taxes represent the net benefit as of December 31, 19 

2017 that will eventually be earned by the Company through reduced future income 20 

taxes, and ultimately passed back to customers through base rates, along with non-ISR 21 

embedded plant-related excess deferred taxes and non-plant excess deferred taxes.  22 
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The period of time which the pass back of the plant-related excess deferred taxes to 1 

customers will take place will be over the average life of the Company’s plant assets, 2 

in accordance with the “protected” plant-related excess deferred tax provisions of the 3 

Tax Act.  The Company is currently in the process of calculating the amount of excess 4 

deferred taxes and the period of time to return that amount to customers in connection 5 

with the Company’s pending general base distribution rate case in Docket No. 4770. 6 

 7 

Q. Please describe the calculation of the excess deferred income tax amounts. 8 

A. The excess deferred income taxes are calculated on Page 24 of Attachment MAL-1.  9 

The Company derived the excess deferred income tax amounts by calculating the 10 

balance of ISR deferred taxes as of December 31, 2017 by vintage fiscal year, and 11 

multiplying that amount by the 14 percent change in the tax rate (35 percent minus 21 12 

percent).  Although calculated on Page 24, ISR deferred taxes for vintage FY 2012 13 

and FY 2014 are fully offset by tax net operating loss deferred tax assets.  Therefore, 14 

the adjustment to re-set deferred taxes based on the 21 percent federal income tax rate 15 

had no impact on ISR rate base, so no excess deferred tax offset was necessary in the 16 

revenue requirement calculation for those vintage years.  Similarly, proration 17 

adjustments that were reflected in the originally-filed revenue requirement calculation 18 

for vintage FY 2012 and FY 2014 have been set to $0 in this revised attachment.   19 

20 
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Q.  How was the Gas ISR revenue requirement revised for the change in the bonus  1 

 depreciation rules resulting from the Tax Act?   2 

A. Bonus depreciation, sometimes known as first year bonus depreciation, is an     3 

accelerated tax depreciation method that was first established in 2002 as an economic 4 

stimulus to incent United States corporations to increase capital investments.  Bonus 5 

depreciation allows companies to take an immediate tax deduction for some portion of 6 

certain qualified capital investments based on the bonus depreciation rates in effect for 7 

that year of investment.  Bonus depreciation rates have ranged from a high of 100 8 

percent in some years to as low as 30 percent for calendar year 2019, as specified in 9 

the tax laws prior to the passage of the Tax Act.  Pursuant to those prior tax laws, 10 

bonus depreciation was set to expire at the end of calendar year 2019.  As described 11 

previously in my testimony, the Tax Act changed the rules for bonus depreciation by 12 

eliminating bonus depreciation for certain capital investments, including ISR-eligible 13 

investments, effective September 28, 2017.  Accordingly, the tax depreciation 14 

calculation on Attachment MAL-1, Page 3 has been updated to modify the calculation 15 

of bonus depreciation on actual vintage FY 2018 Gas ISR Plan capital investment.  16 

Bonus depreciation for FY 2018 in the Company’s FY18 ISR Plan filing was based on 17 

bonus depreciation rates of 50 percent and 40 percent for calendar years 2017 to 2018, 18 

respectively.  However, pursuant to the Tax Act, bonus depreciation is no longer an 19 

eligible deduction as of September 28, 2017.  Investment in vintage FY 2018 Gas ISR 20 

capital projects occurred over the period April 1, 2017 through March 31, 2018.  21 

Because the September 28, 2017 effective date of the change to the bonus depreciation 22 
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rules occurred during FY 2018, the Company adjusted its calculation of vintage FY 1 

2018 tax depreciation on Page 4 of Attachment MAL-1 to reflect bonus depreciation 2 

eligibility for only a portion of FY 2018.   3 

 4 

Q. You stated earlier in your testimony that the change to the federal income tax 5 

rate from 35 percent to 21 percent reduced the amount of revenue needed to 6 

recover from customers, but the change to the bonus depreciation rules under the 7 

Tax Act has the opposite effect on the revenue requirement.  Please explain how 8 

the bonus depreciation rule changes increase the revenue requirement. 9 

A. As I described earlier, bonus depreciation is a form of accelerated depreciation.  This 10 

means the Company is able to depreciate assets on its income tax returns faster than it 11 

depreciates those assets on its books.  The difference between tax depreciation and 12 

book depreciation is referred to as book/tax timing differences.  Deferred income taxes 13 

are calculated by multiplying book/tax timing differences by the federal income tax 14 

rate.  ISR-related deferred income taxes are liabilities for income taxes that will 15 

eventually be paid to the federal government when the underlying book/tax timing 16 

difference reverses.  Deferred income taxes reflect the net cash benefit that the 17 

Company receives as a result of accelerated tax depreciation, and this benefit is passed 18 

along to customers as a reduction to rate base upon which the Company earns a return 19 

in the Gas ISR revenue requirement calculation.  Lower deferred taxes results in a 20 

lower reduction to rate base, which results in an increase in rate base over the levels 21 

included in the originally-filed FY 2018 Gas ISR Plan.  The change in the bonus 22 
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depreciation rules pursuant to the Tax Act have reduced the amount of bonus 1 

depreciation in the vintage FY 2018 tax depreciation calculation from the amount of 2 

bonus depreciation reflected in the original FY 2018 Gas ISR Plan.  This lower level 3 

of deferred income taxes results in a reduced offset to Gas ISR rate base, thereby 4 

increasing Gas ISR rate base, which increases the corresponding return on rate base.  5 

The increase in the return on rate base, in turn, increases the revenue requirement on 6 

vintage FY 2018 Gas ISR investment, partially mitigating the decrease in the revenue 7 

requirement for that year as a result of the decrease in the federal income tax rate from 8 

35 percent to 21 percent.   9 

 10 

Q. Are there any updates to the FY 2017 revenue requirement that are being trued 11 

up in the FY 2018 Gas ISR Reconciliation? 12 

A. Yes.  The Company filed its FY 2017 Gas ISR Reconciliation on August 1, 2017.  13 

However, the Company had not filed its FY 2017 income tax return until later that 14 

year in December.  As a result, the Company used certain tax assumptions at the time 15 

of its FY 2017 ISR Reconciliation filing.  The Company has revised its vintage FY 16 

2017 revenue requirement to reflect the following updates in Attachment MAL-1:    17 

(1) actual capital repairs deduction rate of 73.82 percent, as shown on Page 5, Line 2; 18 

(2) actual percentage of plant eligible for bonus depreciation of 97.53 percent, as 19 

shown on Page 5, Line 7; (3) actual tax loss on retirements of $466,074, as shown on 20 

Page 5, Line 19; and (4) actual NOL of $0, as shown on Page 4, Line 17.  In addition, 21 

the Company has reduced its FY 2017 capital investment by $1.2 million to reflect the 22 
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Company and Division of Public Utilities and Carriers’ resolution of the capital costs 1 

associated with the decommissioning of the liquefied natural gas (LNG) tank in 2 

Cumberland.2  Furthermore, the Company revised its vintage FY 2016 revenue 3 

requirement to reflect a work order write-off adjustment of $86,975, as shown on Page 4 

4, Line 33. 5 

 6 

Q. Please summarize the updated FY 2018 ISR revenue requirement.  7 

A. As shown in Attachment MAL-1 at Page 1, Line 15, the updated FY 2018 ISR 8 

revenue requirement amounts to $34,438,608, which consists of $557,714 in O&M 9 

expenses and $33,880,894 of capital-related revenue requirement.  As previously 10 

described, it includes the full year revenue requirement on vintage FY 2012 through 11 

FY 2018 ISR capital investments above or below the level of capital investment 12 

reflected in base distribution rates, as well as the property tax component. 13 

 14 

Q. How is Attachment MAL-1 structured? 15 

A. Page 1 of Attachment MAL-1 summarizes the individual components of the updated 16 

FY 2018 Gas ISR revenue requirement.  Page 1, Line 1 shows the O&M expenses 17 

associated with an additional 16 full time equivalent personnel to support main 18 

replacement work for FY 2018, as described in the pre-filed direct testimony of Mr. 19 

Currie.  Page 1, Lines 2 through 8 represent the full year 2018 ISR revenue 20 

                                                 
2 The Company provided a refund of $61,849 in its FY 2019 Gas ISR Plan filing dated March 2, 2018 to return 
to customers the revenue requirement it had previously recovered during FY 2017 associated with the $1.2 
million of Cumberland LNG decommissioning costs that the Company agreed to exclude from the ISR. 
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requirements for incremental FY 2012 through FY 2018 ISR investments – meaning 1 

those investments not included in the Company’s base rates – and as supported with 2 

detailed calculations on Pages 2, 4, 6, 8, 10, 12, and 14, respectively.  Page 1, Line 11 3 

reflects the reconciliation of the approved FY 2017 ISR revenue requirement for 4 

vintage FY 2017 investments with a revised vintage FY 2017 revenue requirement on 5 

those investments.  This reconciliation is necessary because the actual level of tax 6 

deductibility on FY 2017 investments was not known at the time of filing the FY 2017 7 

ISR Reconciliation factor or the FY 2018 ISR Plan filing.  Finally, Page 1, Line 12 8 

reflects a true-up to address an adjustment that was recorded in the Company’s FY 9 

2016 annual report, in which it wrote off certain work orders that had been charged to 10 

plant in FY 2013 through FY 2016 that should have been charged to expense.  Line 13 11 

reflects the adjustment to property taxes associated with the work order write off 12 

adjustment.  Detailed calculations of the updated FY 2017 and FY 2018 revenue 13 

requirements on vintage FY 2017 investments and the updated FY 2017 tax 14 

depreciation on vintage FY 2017 ISR investments are presented on Pages 4 and 5, 15 

respectively, of Attachment MAL-1.   16 

 17 

Q. Has the Company provided support for the actual level of FY 2018 ISR-eligible 18 

plant investments? 19 

A. Yes.  The description of the FY 2018 Gas ISR program and the amount of the 20 

incremental non-growth capital investment eligible for inclusion in the ISR 21 

mechanism are supported by the pre-filed direct testimony and supporting attachment 22 
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of Mr. Currie.  The ultimate revenue requirement on the incremental non-growth 1 

capital investment equals the return on the investment (i.e., average rate base at the 2 

WACC), plus depreciation expense and property taxes associated with the investment.  3 

Incremental non-growth capital investment for this purpose is intended to represent the 4 

net change in rate base for non-growth infrastructure investments since the 5 

establishment of the Company’s ISR mechanism effective April 1, 2011, and is 6 

defined as capital additions plus cost of removal, less annual depreciation expense 7 

embedded in the Company’s rates, net of depreciation expense attributable to general 8 

plant.  The actual ISR-eligible non-growth capital investment for FY 2018 amounts to 9 

$97.8 million3 associated with the Company’s FY 2018 ISR Plan (non-growth 10 

infrastructure investment net of general plant). 11 

 12 

Q. What is the updated revenue requirement associated with actual capital 13 

investment? 14 

A. The updated FY 2018 revenue requirement associated with the Company’s actual FY 15 

2012 through FY 2018 eligible plant investments amounts to $33,880,894.  This figure 16 

includes the updated FY 2018 revenue requirement on FY 2012 through FY 2018 17 

investment and the reconciliation of the approved FY 2017 ISR revenue requirement 18 

for vintage FY 2017 investment with the actual FY 2017 revenue requirement on that 19 

vintage investment.  20 

21                                                  
3 Total ISR-eligible capital investment for FY 2018 of $97.8 million plus total ISR-eligible cost of removal of 
$8.6 million reflects $106.4 million of actual capital spending, as referenced in the pre-filed testimony of Mr. 
Currie (Attachment JBC-1, Page 2, Table 1). 
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III.    CONCLUSION 1 

Q. Does this conclude your testimony? 2 

A. Yes. 3 
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Fiscal Year 2018
Actuals

Line
No. Operation and Maintenance Expenses
1 FY 2018 Operation and Maintenance Expense $557,714

Capital Investment:

2 FY 2018 Revenue Requirement on FY 2012 Actual Incremental Capital Investment $1,033,040
3 FY 2018 Revenue Requirement on FY 2013 Actual Incremental Capital Investment $243,183
4 FY 2018 Revenue Requirement on FY 2014 Actual Incremental Capital Investment $3,295,349
5 FY 2018 Revenue Requirement on FY 2015 Actual Capital Investment $6,407,467
6 FY 2018 Revenue Requirement on FY 2016 Actual Capital Investment $7,465,317
7 FY 2018 Revenue Requirement on FY 2017 Actual Capital Investment $5,652,566
8 FY 2018 Revenue Requirement on FY 2018 Actual Capital Investment $4,019,737
9 Total Capital Investment Revenue Requirement $28,116,659

10 FY18 Property Tax Adjustment $6,535,314

11 True-Up for Capital Repairs Deduction Rate, Tax Loss on Retirements, NOL, and Service Relocations in 
FY 2017 Revenue Requirement on FY 2017 Capital Investment in RIPUC Docket No. 4590 ($24,733)

12 True up for FY13-FY16 Work order write off - Capital (721,829)
13 True up for FY13-FY16 Work order write off - Property Tax (24,518)

14 Total Capital Investment Component of the Revenue Requirement $33,880,894

15 Total Fiscal Year Revenue Requirement $34,438,608

16 FY 2018 Plan Revenue Requirement as filed on January 26, 2017 $36,550,952
17 Increase/Decrease in FY 2018 Revenue Requirement ($2,112,344)

1 Exhibit JBC-1, Section 2, Table 1.
2 Page 14 of 25, Line 33
3 Page 12 of 25, Line 34
4 Page 10 of 25, Line 36
5 Page 8 of 25, Line 30
6 Page 6 of 25, Line 30
7 Page 4 of 25, Line 30
8 Page 2 of 25, Line 30
9 Sum of Lines 2 through 8

10 Page 18 of 25, Line 96(g)
11 Page 4 of 25, Line 32
12 Page 25 of 25, Line 12
13 Page 17 of 25, Line 66
14 Line 9 + Line 10 + Line 11 + Line 12 + Line 13
15 Line 1 + Line 14
16 FY 2018 Plan Revenue Requirement as filed on January 26, 2017
17 Line 15 - Line 16

The Narragansett Electric Company
d/b/a National Grid

FY 2018 Gas ISR Plan Revenue Requirement Reconciliation 
Annual Revenue Requirement Summary

The Narragansett Electric Company 
d/b/a National Grid 

RIPUC Docket No. 4678 
  FY 2018 Gas Infrastructure, Safety, 

and Reliability Plan Reconciliation Filing 
Attachment MAL-1 

Page 1 of 25 
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Line Month FY 2014 ISR In Not In Weighted
No. No. Month Additions Rates Rates Weight Average

(a) (b) (c) = (a) - (b) (d) (e) = (d) * (c)
1 $57,184,191
2 1 Apr-13 $5,751,208 4,765,349 $985,858 0.958     $944,781
3 2 May-13 5,751,208 4,765,349 985,858 0.875     862,626         
4 3 Jun-13 5,751,208 4,765,349 985,858 0.792     780,471         
5 4 Jul-13 5,751,208 4,765,349 985,858 0.708     698,316         
6 5 Aug-13 5,751,208 4,765,349 985,858 0.625     616,161         
7 6 Sep-13 5,751,208 4,765,349 985,858 0.542     534,007         
8 7 Oct-13 5,751,208 4,765,349 985,858 0.458     451,852         
9 8 Nov-13 5,751,208 4,765,349 985,858 0.375     369,697         

10 9 Dec-13 5,751,208 4,765,349 985,858 0.292     287,542         
11 10 Jan-14 5,751,208 4,765,349 985,858 0.208     205,387         
12 11 Feb-14 5,751,208 -                  5,751,208 0.125     718,901         
13 12 Mar-14 5,751,208 -                  5,751,208 0.042     239,634         

14 Total FY 2014 $69,014,490 $47,653,493 $21,360,998 $6,709,374

15 Total Additions February & March 2014 $11,502,415
16 FY 2014 Weighted Average Incremental Rate Base Percentage 31.41%

Column (a) =  Page 16 of 25, Line 1(c)
Column (b) =  Page 16 of 25, Line 2(c)
Column (d) = (12.5 - Month No.) ÷ 12
Line 15 = Line 12(c) + Line 13(c)
Line 16 = Line 14(e)/Line 14(c)

The Narragansett Electric Company
d/b/a National Grid

Weighted ISR Additions FY 2014
FY 2018 Gas ISR Plan Revenue Requirement Reconciliation 
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Line No.
1 Weighted Average Cost of Capital as approved in R.I.P.U.C. Docket No. 3943
2 (a) (b) (c) (d) (e)

3     Ratio      Rate
 Weighted 

Rate Taxes Return
4 Long Term Debt 40.63% 7.99% 3.25% 3.25%
5 Short Term Debt 11.66% 3.91% 0.45% 0.45%
6 Preferred Stock 0.00% 0.00% 0.00% 0.00%
7 Common Equity 47.71% 10.50% 5.01% 2.70% 7.71%
8 100.00% 8.71% 2.70% 11.41%
9

10 (d) - Column (c) x 35% divided by (1 - 35%)
11

12
13 (a) (b) (c) (d) (e)

14     Ratio      Rate
 Weighted 

Rate Taxes Return
15 Long Term Debt 49.95% 5.70% 2.85% 2.85%
16 Short Term Debt 0.76% 0.80% 0.01% 0.01%
17 Preferred Stock 0.15% 4.50% 0.01% 0.01%
18 Common Equity 49.14% 9.50% 4.67% 2.51% 7.18%
19 100.00% 7.54% 2.51% 10.05%
20
21 (d) - Column (c) x 35% divided by (1 - 35%)
22
23

24
25 (a) (b) (c) (d) (e)

26     Ratio      Rate
 Weighted 

Rate Taxes Return
27 Long Term Debt 49.95% 5.70% 2.85% 2.85%
28 Short Term Debt 0.76% 0.80% 0.01% 0.01%
29 Preferred Stock 0.15% 4.50% 0.01% 0.01%
30 Common Equity 49.14% 9.50% 4.67% 1.24% 5.91%
31 100.00% 7.54% 1.24% 8.78%
32 (d) - Column (c) x 21% divided by (1 - 21%)
33
34 Line 19(e) x 75% + Line 31(e) x 25% 9.73%

FY18 Blended Rate

The Narragansett Electric Company
d/b/a National Grid

FY 2018 Gas ISR Plan Revenue Requirement Reconciliation 
Calculation of Weighted Average Cost of Capital

Weighted Average Cost of Capital as approved in R.I.P.U.C. Docket No. 4323 at 35% income tax 
rate

Weighted Average Cost of Capital as approved in R.I.P.U.C. Docket No. 4323 at 21% income tax 
rate
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(a) (b) (c) = (b) - (a) (d) (e) = (a) + (d) (g)

Line No

Cumulative 
Book/Tax 

Difference at 
FY17

Projected 
Book/Tax 

Difference at 
FY18 Difference

Prorated Change 
as of 12/31/17

Cumulative 
Timing 

Difference 
through 
12/31/17

Excess 
Deferred Taxes 

at 12/31/17
1 35%
2 Vintage Year
3 2012 $2,352,123 $2,229,838 ($122,285) ($91,714) $2,260,409 $316,457
4 2013 ($2,090,173) ($1,948,516) $141,657 $106,242 ($1,983,931) ($277,750)
5 2014 $15,646,021 $15,133,051 ($512,970) ($384,728) $15,261,294 $2,136,581
6 2015 $64,903,087 $63,410,797 ($1,492,290) ($1,119,217) $63,783,870 $8,929,742
7 2016 $79,357,069 $77,172,768 ($2,184,301) ($1,638,226) $77,718,843 $10,880,638
8 2017 $74,989,365 $73,334,553 ($1,654,812) ($1,241,109) $73,748,256 $10,324,756
9 2018 0 $83,446,551 $83,446,551 $62,584,913 $62,584,913 $8,761,888

Calculation of Excess Deferred Taxes at 12/31/17
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