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INTRODUCTION

Please state your name, title and business address.

My nameis George R. Gantz. | am the Senior Vice President of Distributed Energy Resources
for Unitil Service Corp. and an officer of Unitil Energy Systems, Inc. (*UES’ or “Company”).
My business addressis 6 Liberty Lane West, Hampton, New Hampshire.

What isthe purpose of your rebuttal testimony?

The Company isfiling rebuttal testimony to respond to the Testimony of Staff Witness George
McCluskey dated December 23, 2010. My testimony will address policy, ratemaking and
modeling issues. The specifics as the three project proposals, Crutchfield, Stratham and Exeter,
will be addressed in the Rebuttal Testimony of Thomas Palma.

In providing this rebuttal testimony | would first like to acknowledge that as thisisthefirst filing
under RSA 374-G, | believe the Staff and the Company share the objective of making sure that
the foundation in terms of policy, ratemaking and application of the statutory guidelinesin this
proceeding is clear and comprehensive and that it will provide a clearly articulated framework for
what we hope will be a successful and expanding application of RSA 374-G. Thiswill allow
Distributed Energy Resourcesto develop and expand as a tool supporting achievement of the long
term goals of increasing the state’ s efficiency, of promoting its indigenous energy sources and

energy independence and of reducing its contributions to global climate change.

Please summarize your testimony.

I will begin by addressing two overarching policy issues where the Company has concerns
relative to the position of Staff. Specifically, | will discuss the implications of RSA 374-G asa
framework for a utility to pursue a voluntary program on its own initiative, and why the
Commission should reward such initiative with favorable ratemaking treatment. In addition, |
will discuss the importance of the language in RSA 374-G which requires the Commission to

bal ance the various statutory guidelines.
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My testimony will then address the ratemaking proposals of staff and suggest that with certain
modifications, a“ Step Adjustment” ratemaking process could accomplish the goals of RSA 374-

Ginan administratively efficient manner.

Finally, I will address some of the modeling issues raised by Staff and provide the Company’s

recommendations for the Commission’ s consideration.

POLICY CONSIDERATIONS

In histestimony, Mr. M cCluskey recommendsthat the Commission deny the Company’s
request for Lost Base Revenues (LBR), and asa basisfor thisrecommendation he notesthat
the Company’s proposals are voluntary rather than mandatory. What isyour reaction to

that reasoning?

Frankly, | was puzzled by the recommendation and would suggest this issue be given a deeper
consideration. With respect to the question of LBR itself, one of the primary considerations that
Staff does not seem to have considered, isthe fact that failure to provide recovery of LBR in the
case of RSA 374-G investments would result in precisely the kind of disincentive for RSA 374-G
investments that the legislation is trying to overcome. Given that atraditional distribution
investment does NOT result in a decrease in kWh sales and corresponding distribution revenues,
and an aternative DER investment generally WOULD result in a decrease in kWh salesand a
corresponding decrease in distribution revenues, the failure to include LBR in the RSA 374-G
ratemaking process would provide a disincentive for a utility to make DER investments. The

Company believesthis result in unacceptable and inconsistent with the intent of the legislation.

Moreover, the fact that DER investments are, as the staff notes, voluntary, underscores this paint.
Why would a Company choose to undertake a voluntary and innovative initiative that failed even
to match the investment opportunity afforded by its traditional non-innovative business activity?
Rather, the fact that RSA 374-G is intended to encourage such voluntary initiative means that the
Commission should insure that its approach to all of the ratemaking issues under RSA 374-G,
including the provision for LBR, provides a highly favorable climate for DER investment.
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Indeed, while the Company has not requested consideration of an enhanced rate of return for its
DER investments in this proceeding, RSA 374-G:5.1V authorizes the Commission to provide

such an enhanced rate of return if it deemsit appropriate.

In histestimony, Mr. McCluskey offers several critiques of the Company’s estimatesfor the
costs and benefits of the proposed DER projects, and several timeshe makesareference
(e.g. page 22, the question beginning on Line 19) to making deter mination asto whether

projectsare cost-effective. What isyour reaction to these comments?

As| read Mr. McCluskey’ s testimony, | realized that the Staff and the Company were looking at
the modeling questions somewhat differently. | believe the Staff is viewing the model and its
calculations as an exercise limited to consideration of the direct economic considerations of a
proposed project to ratepayers, including participants and non-participants, whereas the Company
had attempted to provide a quantitative analysis tool that would also factor in some of the indirect
considerations contained in the RSA 374-F guidelines. Specificaly, the Company developed the
add-on economic impact evaluation, chose to include assumptions rel ative to the presently non-
monetized value of carbon emission reductions, and developed a“local distribution impact”
module, features which the Staff criticizes. 1n addition, the Company believes that while Staff
has focused on the direct economic considerations, they have not adequately factored in the

consideration of these other factors as required by RSA 374-G.

The Company does not object to a separation of the direct, monetized economic impacts on
ratepayers from other factors, and, in fact, we think there is merit to the attempt to be more
precise in the calculation of these direct impacts. However, wethink it is equally important to
acknowledge the significant and very large benefits over the long term that will result from DER
investments in those categories where the benefits are not monetized or difficult to monetize.
Indeed, some of the major benefits of DER investments in comparison to traditional utility
investments relate to the transformational character of more aggressive energy efficiency and
renewabl e resource devel opment — and the broader “societal” objectives of energy independence,
local economic devel opment and responding to global climate change. Inits“balancing” of the
guidelinesin RSA 374-G, the Company recommends that the Commission give appropriate

weighting to these non-monetized factors — particularly in the early stages of the program
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development. Specifically, the balancing of these guidelines with the direct economic factors
should not just be in the nature of a“tie-breaker” for projects that are borderline relative to direct
ratepayer economic impact. We will refer to thisissue in our rebuttal testimony on each of the

projects.

RATEMAKING ISSUES

In histestimony, Mr. McCluskey arguesfor theregection of areconciling mechanism for
DER cost recovery. Oneof the arguments he makesisthat the working capital component
compensatesfor thetimelag in therecovery of the Company’s DER investments. Could

you comment on thisargument?

Y es, this statement was not correct, as Staff acknowledged in data response to UES Request 1-3.
Nothing in the Commission’ s working capital alowance compensates the Company for the time
value of money for capital or other costs prior to the point in time when those costs are included
inrates. Working capital compensates for the timing related capital needs of the Company once
investments and costs are included in rates, not before. The ability of the Company to begin
recovering the costs associated with its DER investment activities on a contemporaneous basisis,
in fact, a serious concern for the Company and was one of the key rationales behind its design of
afully reconciling DER rate recovery mechanism. Moreover, as noted above, DER investments
arevoluntary. Without amethod for contemporaneous cost recovery, the Company would find it

difficult to justify taking on these initiatives.

The Company continues to believe that a fully reconciling rate mechanism, such as the proposed
DERIC, is an appropriate ratemaking method as, anong other things, it would address the
Company’s concern for a contemporaneous investment recovery. The Company notes again, that
regardless of when arateis calculated or put in place and what estimates are included in the rate
calculation, the Company would never book to actual costs any investment recovery until after
the investment was in service and used and useful.  Under any fully reconciling mechanism, if
thereis aperiod in which revenues are higher than they should be because of a problem with the

estimates, those revenues are returned to customers with interest.
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However, the Company’s concern for contemporaneous recovery of its DER investments could
be addressed in a Step Adjustment processin one of two ways. The first approach would be for
the Company to implement the Step Adjustment in the month after the project goesinto service.
However, this could result in multiple step adjustments being implemented through the course of
ayear, creating a complex and potentially confusing result for customers. The second approach
would be to provide for asingle annual Step Adjustment, but to include an investment carrying
charge at the Company’ s overall cost of capital for the period of time from placing a given DER

investment in service to the implementation of the Step Adjustment.

Doesthe Company have additional concernsrelative to the Staff proposal to implement
DER ratesthrough Step Adjustments?

Yes. We are aso concerned with how to factor in for rate recovery our start-up costs and, more
significantly, the ongoing and very uncertain costs relating to the ongoing DER program
development, project monitoring, evaluation and reporting, and future regulatory proceedings.
Our intent with the reconciliation proposal was to treat these expenses in the same way we treat
similar expenses for our energy efficiency programs — as an element of afully reconciling cost
recovery mechanism. Thisinsures adirect match of our costs with the revenues collected —
insuring neither an excess of charges to customers nor an inadequate recovery to the Company. |
note that we would also agree with Staff that in a mature program/project planning and evaluation
process costs should be factored into evaluations of costs and benefits, as they are in the case of

the Company’ s energy efficiency programs.

We do not think it appropriate to recover these highly variable costs in step adjustments which are
based on specific DER investments going into service. The ability to provide precise estimates
and allocations to individual projects of these costsislikely to be very difficult — moreover, they
are not likely to be stable over time, therefore resulting in a significant risk either that the

Company would under-recover its costs or ratepayers would over-pay.

As one alternative, these costs could be recovered in a separate, and much smaller, fully
reconciling charge for DER-related expenses. Or they could be incorporated into an existing

reconciling cost recovery mechanism, such as the External Delivery Charge mechanism.
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In this context it isimportant to note that all of the Company’ sinternal costsin the DER initiative
pursuant to this docket are fully incremental. For example, when we reorganized the group in
July 2009, all of my prior responsibilities were shifted to others, and the appropriately allocated
share of those incremental personnel costs are now recoverable in the Company’ s base rates. My
ongoing direct personnel costs, aswell asthose of Mr. Palma and other personnel involved in
designing and implementing DER, are being allocated directly to EE and DER program
initiatives, for which base rate recovery is not anticipated. The advantage of this approach is that
the internal costs for these programs do not get “baked in” to the Company’ s base rates — but
rather are assigned to, evaluated as a part of, and recovered in conjunction with, the programs

they are part of —on afully reconciling basis.

Mr. McCluskey raisesa concern relative to the addition of Company over head coststo the

investment costs of the DER projects. Could you comment on thisissue?

Yes. We appreciate and share the Staff’ s desire to minimize costs, but we think the Staff
misunderstood what our purpose was in including a 30% factor in our estimates for project
investment costs. Quite simply, we do not know, at thistime, what the total costs are that will be
incurred by the Company in taking any given project from the approval process through to
completion. We have always intended that what gets booked to a given DER project will be
based on actual accounting costs in accordance with our normal capital accounting process, not
based on estimates. When we asked our accounting group for an estimate to use in our
calculation, they indicated that atypical internal cost factor for locally contracted projects
involving oversight but not construction supervision, would be 30%. | think it likely that our

actual costswill be lower, but have no experience on which to base that conclusion.

The costs that will be tracked and booked to the project would include costs associated with:
Completion of definitive Customer Participation Agreement; Inspection of facilities and
installation; RFP development, issuance and contractor selection and negotiation, if any;
Engineering or engineering review, if any; Costs of securing permits, licenses, easements or other
approvals, if necessary; and other direct project-related activities. We continueto believe that a

30% factor is a conservatively high estimate of what these costs will be for a given project.
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Mr. McCluskey also objectsto the Company’s proposal to updatethe capital structure and
debt costsfor purposes of the return calculation, noting that “UES in seeking to shield itself
from therisks of adverse changesin capital structure and debt costs.” Could you comment

on thisissue?

Yes. Our proposal to update capital structure and debt costs was intended to insure that the costs
included in rates over time are as accurate as possible — particularly as we expected the DERIC
mechanism would be in place for along time. Thiswas not an effort to shield the Company
against risk. Infact, wethink itisaslikely that updating capital structure and debt costs at any
given point would result in lower rather than higher rate calculations. We continue to believe that

these updates would be appropriate.

MODELLING ISSUES

Mr. McCluskey’stestimony included a number of criticisms of the Company’s economic

modeling of the proposed projects. Can you respond to these?

Yes. There were anumber of observations and critiques offered relative to the Company’ s cost
benefit calculations. | have addressed the conceptual issue of isolating the directly monetized
economic factors earlier in my rebuttal testimony. In addition, we respond to a number of the
comments relative to particular project datainputsin Mr Palma stestimony. Therefore, my
testimony in this section will be limited to specific modeling conventions and approaches. In
sum, we agree with several of the comments, we agree in part with most, and we disagree with a

few. | will begin with the disagreements.

Mr. McCluskey statesthat he feelsthe discount rate utilized in the Net Present Value
calculations, a value of 3.66%, “under statesthe consumers' time value of capital.” Could

you comment on that statement?

While there are many arguments about how to measure the “consumer discount rate” and what
that rate should be, the rate calculated and provided in the Synapse study is being used for the
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identical purposein the benefit cost calculations for New Hampshire' s energy efficiency
programs. The method on which the updated calculation is based has been in place for anumber
of years and has been vetted among the various parties and accepted by the Commission. We do
not think it valid to abandon that Synapse discount rate in this proceeding unlessit is abandoned

for energy efficiency purposes aswell.

In histestimony and calculations, Mr. McCluskey indicatesthat he believesthe Synapse
avoided energy costs aretoo high, and based on a comparison with recent market rates he

makes a downward adjustment of 10%. How do you respond to that recommendation?

We are concerned with any calculation that isolates and adjusts a single factor from a
comprehensive, long term analysis such as that provided by Synapse. Individual factors may vary
at any given point in time, but in doing long term comparative studiesit isimportant to maintain
as much consistency as possible, and adjusting one factor without assessing all of them risks
introducing abias. | would a so note that energy prices are notoriously variable — the change
noted in Mr. McCluskey’s analysis could be reversed in the next few months or years. Again, |
would al so emphasize the importance of being consistent between evaluations of energy
efficiency and DER —if energy prices are adjusted for one purpose they should be adjusted for
the other aswell. We do not agree with the adjustment of energy prices.

What aretheareas of Mr. McCluskey’stestimony with which you agree?

We agree that there is an additional generation capacity benefit that may be available from
bidding DER projects as Other Demand Resources in the 1SO forward capacity market, and we
did not factor this potential benefit into our analysis. | would only note that thisis not atrivial
process and entails significant dedication of financial and personnel resources to the application
process and well as continuing reporting and monitoring requirements. We had anticipated that
the net FCM revenues would be factored in as Offset Revenuesin the DERIC reconciliation

caculations.
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We also agree that the avoided cost rates for Transmission and Distribution should reflect
company-specific calculations, as they are available and are likely to be more accurate than the

generic calculations in the Synapse report.

Consistent with my testimony above, we also find it acceptable to remove from the economic cost
benefit calculation any indirect values that are not presently monetized. Thisincludesthe
economic development benefits, the externalities of carbon reduction and the local distribution
system reliability / project avoidance calculation. However, al three of these considerations have
important value in the Commission’s consideration and balancing of the RSA 374-G guidelines,
and we think it important to cal culate and assess the magnitude of these benefits to the extent

possible.

Mr. McCluskey’stestimony identifiesa number of costs, including financing costs, that he

felt had been excluded from the Company’sanalysis. Can you comment on this argument?

Yes. Our analysis, which looks at the up-front capital requirement for a project relative to its
lifetime benefits, isasimplified calculation. Technicaly, | agree with Mr. McCluskey that it
would be more accurate to compute the lifetime revenue requirement associated with a project as
well as the lifetime benefits, discounting both in NPV terms. Thiswas a more elaborate modeling
approach that we did not attempt in our original presentation, but we think it is appropriate for

future evaluations.

I would note that the importance of the more detailed life-cycle revenue requirement calculation
islargely afunction of the difference between the cost of capital included in the revenue
requirement and the discount rate. If they were the same, the more elaborate technique would

not be necessary. But asthe cost of capital in the revenue requirement is based on the Company’s
weighted average cost of capital, and the discounting is done at a societal discount rate, the more

complex calculation is appropriate.

Mr. M cCluskey discussesthe benefits associated with the Renewable Portfolio Standard,
and indicates that the Company failed to include one of the two benefit streamsthat will be

available from renewable DER investments. Can you respond to thisclaim?
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Mr. McCluskey is correct that there are two possible RPS related benefits and the Company only
factored in one. Specifically, there is a benefit to all ratepayers associated with any reductionin
energy requirements resulting from the fact that this reduction will reduce the Company’s RPS
compliance costs. In addition, for renewable generation projects, there is also the benefit
associated with Renewable Energy Credits which are generated. These may be sold in the RECs
market or used to satisfy the Company’s RPC compliance requirements. Mr. McCluskey claims
that the Company left out the second benefit. However, | think it isactually the reverse. As
noted in a data response, the Company did not factor in the value of areduced RPS compliance
obligation, and that isarelatively small benefit. We did, however, factor in the direct RECs
value for renewabl e energy based on the renewable generation output of the projects. However,
we may have modeled that factor incorrectly in the case of the Exeter project, as RECswould

NOT be available for generation from the microturbine.

CONCLUSION

Doesthat complete your testimony?

Yes, it does.



UES Revenue Requirement Estimate - Stratham

Estimated Direct Cost
Estimated UES Cost

Total Investment
Customer Contribution
Investment Tax Credit

Net UES Investment
Investment Life

Effective Income Tax Rate
Pre-Tax Rate of Return
After Tax Rate of Return
Tax Depreciation Schedule
Property Tax Rate

EM&V

Other O&M

Working Capital days
Discount Rate

Plant Investment

Book Depreciation
Depreciation Reserve EOY
Tax Depreciation

Timing Difference

Deferred Taxes

Deferred Tax Reserve EOY
Net Plant EOY

Average Net Plant
Working Capital Addition
Net Rate Base

Pre-Tax Return (incl Inc Tax)
Property Tax

EMV

Other

Depreciation

Revenue Requirement

NPV (beginning of year)

CUMULATIVE

15%

30%

20
39.61%
11.45%

8.70%
20.00%
0%

290,000

100,050
233,450

32.00%

19.20%

2% Plant Investment
per schedule

12
3.25%

1
233,450
11,673
11,673
46,690
35,018
13,870

26,098
0
4,669
500
11,673
42,940

42,259

444,578

2
233,450
11,673
23,345
74,704
63,032
24,967
38,837
171,268
189,587
6,233
195,820

22,421
0
4,669
500
11,673
39,263

37,424

18,788
0
4,669
500
11,673
35,630

32,892

11.52%

4
233,450
11,673
46,690
26,893

16,275
0
4,669
500
11,673
33,116

29,609

11.52%

5
233,450
11,673
58,363
26,893

14,181
0
4,669
500
11,673
31,023

26,864

5.76%

6
233,450
11,673
70,035
13,447

12,403
0
4,669
500
11,673
29,244

24,527

0.00%

7
233,450
11,673
81,708
0
-11,673

8
233,450
11,673

4,669
500
11,673
27,262

21,448

26,428

20,138

25,595

18,888

74,786

53,453

13
233,450
11,673
151,743
0
-11,673

23,094

15,484

14
233,450
11,673
163,415
0
-11,673

21,427

13,476

20,593

12,544

19,759

11,657

18,926

10,814

18,092

10,012

Schedule GRG-R-1

17,258

9,250



Summary of Direct Economic Factors

Stratham Solar PV Project

NPV Total Costs

NPV Direct Benefits
Capacity
Generation
Summer
Winter
Transmission
Distribution
DRIPE
Total Capacity

Energy
Winter
Peak
Off Peak
Summer
Peak
Off Peak
Total Energy

Other
Energy DRIPE
REC Credit
Total Other

Total Direct Benefits

B/C Ratio

ADDITIONAL BENEFITS CALCULATED
Economic Development

CO2 Reduction

Localized Distribution

Total Benefits

B/C ratio w/ Total Benefits

Total

$444,578

$14,643
$0
$22,974
$40,611
$6,779
$85,007

$13,471
$17,577

$6,977
$8,231
$46,256

$15,515
$77,898
$93,413

$224,676

0.51

$421,040
$20,083
$3,307
$669,106

151

Participant

$0

$0
$0
$0
$0
$0
$0

$11,685
$15,247

$6,052
$7,140
$40,124

$0
$0
$0

$40,124

N/A

$0
$0
$0
$40,124

N/A

Schedule GRG-R-2

Non-Participants

$444,578

$14,643
$0
$22,974
$40,611
$6,779
$85,007

$1,786
$2,330

$925
$1,091
$6,132

$15,515
$77,898
$93,413

$184,552

0.42

$421,040
$20,083
$3,307
$628,982

1.41
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Stratham Solar PV Project Proposal
Review of RSA 374-G Guidelines

RSA 374-G Guiddlines

Assessment

(a) Whether the expected value of the
economic benefits of the investment
to the utility's ratepayers over the life
of the investment outweigh the
economic costs to the utility's

ratepayers.

Total estimated direct economic costs and benefits produce
an expected value for the benefit cost ratio of the project of
0.51.

Excluding participants, theratio is 0.42.

Including non-direct economic benefitsin the calculation
increases the cal cul ated benefit cost ratiosto 1.51 and 1.42,
respectively, for all customers and for non-participants
only.

(b) The efficient and cost-effective
realization of the purposes of the
renewable portfolio standards of RSA
362-F and the restructuring policy
principles of RSA 374-F:3.

The project will produce Class 1| RECs with an estimated
value of $77,898. These will be alocated to the
Company’s Default Service customers. An additional
benefit in reducing RPS compliance costs for al customers
has not been calcul ated.

The project supports the restructuring policy principles by:
demonstrating an option for customers to increase control
over their energy bills, encouraging a renewable technology
with benefits to the environment; and fostering innovation
in methods of assuring and improving distribution
reliability; reducing distribution line losses.

(c) The costs and benefits to any
participating customer or customers

The customer will be provided an economic benefit in the
form of alease payment that will help offset energy costs.

Thereis aso asignificant benefit in the form of local
education in the community about Solar PV and other
renewable energy options.

(d) The costs and benefits to the
company's default service customers.

The RECs secured by the project will be used by the
Company for RPS compliance, thereby reducing the cost to
the Company of securing equivalent Class |1 RECs.

(e) The energy security benefits of the
investment to the state of New
Hampshire.

The project demonstrates a new and exciting technology in
apublic building that directly reduces imports of electric
energy and the fossil fuels used to produceit. The
application will provide direct benefitsin the form of
energy and capacity price suppression (DRIPE) and
significant economic benefits from the displacement of
imports.
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(f) The environmental benefits of the
investment to the state of New
Hampshire.

The project will displace central station electric production
which results in environmental emissions, including CO2.
A value has been estimated for the carbon reduction at
$20,083.

(9) The economic development
benefits and liabilities of the
investment to the state of New
Hampshire.

The project will result in economic development benefitsin
two ways — by displacing the importation of energy from
outside the state (and consequently also displacing
purchases of fuels imported into the region) - and by
helping to foster the nascent renewable energy industry in
the state. A value has been estimated for economic
development benefits at $421,040. In addition, the project
is estimated to result in anew increase in three full time job
equivalents and wages and salaries of $100,399 annually.

This project will be undertaken at a particularly sensitive
time for the New Hampshire economy and for the
renewable energy industry, and will in asmall way provide
a stimulative benefit for both.

(h) The effect on the reliability,
safety, and efficiency of electric
service.

The project is a component of the Company’s plans to
develop and implement new and advanced techniques for
managing and improving its distribution system safely and
reliably. The project will result in adirect offset to
distribution system line losses. The Company anticipates
local distribution system benefits will result from this or
similar projects by avoiding or postponing the need for
distribution system investments.

(i) The effect on competition within
the region's electricity markets and
the state's energy services market.”

The project will be subject to competitive bidding,
encouraging the advancement of the state's energy services
markets.

The project also demonstrates one important customer
choice in support of renewable energy — a choice which
competes with purchases from the region’s electricity
market.






