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Identification & Qualifications

Mr. Chernick, please state your name, occupation, and business address.
My name is Paul L. Chernick. I am the president of Resource Insight, Inc., 10 Court St.,

Arlington, Massachusetts.

Summarize your professional education and experience.

I received a Bachelor of Science degree from the Massachusetts Institute of Technology in
June 1974 from the Civil Engineering Department, and a Master of Science degree from the
Massachusetts Institute of Technology in February 1978 in technology and policy.

I was a utility analyst for the Massachusetts Attorney General for more than three
years, and was involved in numerous aspects of utility rate design, costing, load forecasting,
and the evaluation of power supply options. Since 1981, | have been a consultant in utility
regulation and planning, first as a research associate at Analysis and Inference, after 1986
as president of PLC, Inc., and in my current position at Resource Insight. In these capacities,
I have advised a variety of clients on utility matters.

My work has considered, among other things, the cost-effectiveness of prospective
new electric generation plants and transmission lines, conservation program design,
estimation of avoided costs, the valuation of environmental externalities from energy
production and use, allocation of costs of service between rate classes and jurisdictions,
design of retail and wholesale rates, and performance-based ratemaking and cost recovery
in restructured gas and electric industries. My professional qualifications are further

summarized in Attachment 1.

Have you testified previously in utility proceedings?

Yes. | have testified over three hundred and fifty times on utility issues before various
regulatory, legislative, and judicial bodies, including utility regulators in thirty-seven states
and six Canadian provinces, and three U.S. federal agencies. This previous testimony has
included planning and ratemaking for distributed resources, distributed resource planning,
the benefits of load reduction on the distribution and transmission systems, utility planning,

marginal costs, and related issues.
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Have you previously testified in other proceedings before this Board?
Yes. | testified in over 25 Board proceedings, as listed in my resume. | have also
assisted the Consumer Advocate in preparing comments and developing positions

in numerous proceedings and stakeholder processes.

Mr. Wilson, please state your name, occupation, and business address.
I am John D. Wilson. | am the research director of Resource Insight, Inc., 10 Court Street,

Arlington, Massachusetts.

Summarize your professional education and experience.

I received a BA degree from Rice University in 1990, with majors in physics and history, and
an MPP degree from the Harvard Kennedy School of Government with an emphasis in
energy and environmental policy, and economic and analytic methods. | have been
employed by Resource Insight since 2019.

Previously, | was deputy director of regulatory policy at the Southern Alliance for
Clean Energy for more than twelve years, where | was the senior staff member responsible
for SACE’s utility regulatory research and advocacy, as well as energy resource analysis.
I engaged with southeastern utilities through regulatory proceedings, formal workgroups,
informal consultations, and research-driven advocacy.

My work has considered, among other things, the cost-effectiveness of prospective
new electric generation plants and transmission lines, retrospective review of generation-
planning decisions, conservation program design, ratemaking and cost recovery for utility
efficiency programs, allocation of costs of service between rate classes and jurisdictions,
design of retail rates, and performance-based ratemaking for electric utilities.

My professional qualifications are further summarized in Attachment 2.

Have you testified previously in utility proceedings?
Yes. | have testified more than thirty times before utility regulators in California, Colorado,
Nova Scotia and the Southeast U.S., and appeared numerous additional times before various

regulatory and legislative bodies.

Have you previously testified in other proceedings before this Board?
Yes. | have filed testimony in thirteen matters. | have also assisted the Consumer Advocate
in preparing comments and developing positions in numerous proceedings and stakeholder

processes.
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On whose behalf are you testifying?

Our testimony is sponsored by the Nova Scotia Consumer Advocate.

Introduction

Please summarize NS Power’s application.

NS Power is proposing a 7.2% increase in revenues, compared to present rates, over the
2022-2024 GRA period. The 2024 revenue impact is 10.8% higher compared to present
rates, which would remain in effect if there is no GRA for 2025.

NS Power also proposes several changes to regulations and miscellaneous charges.

What topics do you discuss in your evidence?

We consider seven groups of topics:

o NS Power’s failure to comply with Board directives;

e [EXxcessive costs;

o Capital project revenue requirements, including both excessive costs of past capital
projects and NS Power’s request to include certain speculative projects in rate base;

e NS Power’s proposed deferral account and riders;

o Rate smoothing over the three-year rate period;

e Cost allocation; and

e Rate design, especially the residential customer charge.

What are your recommendations?
We have 30 recommendations, as follows.
With respect to the rate period and smoothing, we recommend:
1. That the Board not put new rates into effect in November or December, 2022.
2. If rates are put into effect beginning January 1, 2023, the revenue requirement
should not include costs from 2022 except for those covered by existing deferrals
(e.g., the FAM).
3. If the Board approves rate smoothing, it should ensure that it does not lead to
material over-recovery in future years.
4. If the Board approves rate smoothing and NS Power does not file a GRA for 2025,
either reduce 2025 rates by 2.5% across the board or, if the DDA is approved,
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direct NS Power to apply $23.4 million of annual revenues to reduce the DDA

2 balance beginning on January 1, 2025 until new base rates take effect.
3 With respect to NS Power’s performance, we recommend that the Board:
4 5. When setting the return on equity, take into account NS Power’s performance on
5 compliance with Board, as well as its failure to communicate with the Board
6 regarding substantial delays and cost overruns on major projects.
7 6. Renew its directive to NS Power to complete the line loss determination model,
8 including requirements to report progress on a quarterly basis and responsibility
9 to bear costs of completing the model.
10 7. Provide intervenors with further opportunities to investigate the minimum load
11 study.
12 8. Renew its directive to NS Power to complete a depreciation study, including
13 requirements to report on its progress on a quarterly basis until the project and
14 responsibility to bear costs of completing the depreciation study.
15 9. Direct NS Power to file a Generic Rate Design application for its TOU-RTP rate,
16 including an evaluation of that rate, considering relevant information from the
17 TVP pilot regarding customer participation and impact of time-varying pricing on
18 system fuel and capacity costs.
19 With respect to the impact of NS Block delays on fuel costs, we recommend that the Board:
20 10. Find that NS Power bears responsibility for the additional - in fuel
21 and cap-and-trade compliance costs due to undelivered energy from the NS
22 Block.
23 11. Either reduce the FAM balance by - alternatively defer the decision
24 to finalize the FAM balance adjustment to the 2020-2021 FAM Audit.
25 With respect to Port Hawkesbury Biomass Plant Fuel Costs, we recommend that the Board:
26 12. Direct that the issues with the heat rate and fuel costs be resolved in the 2020-
27 2021 FAM Audit, including reaching back to 2019 (or further, if appropriate) to
28 fully resolve the issue.
29 With respect to capital additions, we recommend that the Board:
30 13. Take NS Power’s pattern of cost overruns into account when setting the return on
31 equity.
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14.

Direct NS Power to update its revenue requirement by excluding forecast costs of
the four speculative projects and the related Tusket refurbishment discussed in

Section VI.B and listed in Table 3.

With respect to the decarbonization deferral account (DDA), we recommend that the Board:

15.

16.

17.

18.

19.

20.

21.

Reject NS Power’s proposal to include costs associated with early retirements,
including uncollected decommissioning costs, in the DDA.

Continue use of Accounting Policy 6530 to use asset-specific deferral accounts to
provide for recovery of all approved costs associated with early retirements,
potentially revising the policy to allow for amortization over a period longer than
five years.

Provide the Board’s views on whether it would be desirable for federal or
provincial legislation to authorize the use of securitization to recover approved
costs associate with early retirements.

Establish a capital tracker deferral accounting mechanism (which could be
named “DDA”) for the four Eastern Clean Energy Initiative (ECEI) projects.
Exclude indirect costs and savings associated with ECEI capital project costs
from the DDA or any other authorized deferral account.

Exclude PPA and advanced metering infrastructure (AMI) costs from the DDA or
any other deferral accounting mechanism.

Exclude grid modernization and workforce transition costs from automatic
inclusion in the DDA, but allow NS Power to propose deferral account treatment

for such costs associated in future applications.

With respect to the proposed DSM and Storm riders, we recommend that the Board:

22.
23.

24,

Reject the DSM and Storm riders as proposed.

Consider either incorporating all storm costs in base rates, or including certain
Level 3/Level 4 storm costs in the FAM as discussed in the following
recommendation.

Incorporate all DSM and (potentially) certain storm costs in the FAM, with storm
costs being either a positive or negative impact on the FAM balance as described

in Section VII.D.
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25. Any approved mechanism to track storm costs should be supported by a regular

proceeding to review NS Power’s performance on avoiding storm costs and

managing those storm costs that are inevitable.

With respect to cost allocation, we recommend that the Board:

26. Direct NS Power to conduct a review of its cost allocation methods, similar to that

outlined in 2013 Cost of Service Study data request responses, with additional

stakeholder engagement and final recommendations to the Board, including:

a.

Working with stakeholders to determine the most appropriate cost
allocation methods, considering existing and future investments in
carbon-free generation resources, increased reliance on purchased power
agreements (with a variety of non-standard delivery terms), battery
storage providing a variety of grid services, and investments intended to
support electrification and distributed energy resources.

Including any other allocation issues that need to be updated to reflect
emerging resources and improvements in data and analytic capabilities.
Not being restricted to or primarily guided by precedent.

Addressing alignment of cost allocation methods with dynamic pricing
tariffs, such as the time-varying pricing (TVP) pilot and the TOU-RTP
rates.

Completing an initial proposal within 9 months of a final order in this
proceeding

Targeting a completion date of the final recommendations, in

collaboration with stakeholders, within 18 months of the final order.

27. Allocate all pole costs to all distribution customers on the same basis.!

28. Reject the use of a minimum system study and instead allocate all poles and

primary conductor on primary demand; if the use of a minimum system study is

approved, address the flaws discussed in Section VIII.C.

With respect to rate design, we recommend that the Board:

29. Reject NS Power’s proposal to roughly double the residential customer charge.

30. Direct NS Power to establish monthly customer charges based on the class-

average service drop, meter and customer service costs.

1 We provide an alternate recommendation in Section VI111.B.
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III. The 2022-2024 Rate Period and Smoothing

Q: Please discuss the impact of NS Power’s proposal to smooth rates across the
three-year rate period.

A:  Typically, utilities use a single test year to establish the revenue requirement for base rates.
However, the Board has approved NS Power’s “use of a multi-year test year in order to
provide smoothing of rates and rate stability for customers.”? The effect is to “defer non-fuel
costs from 2022 and 2023 to be recovered in 2024, enabling equal annual increases over the
three-year test period.”

NS Power’s proposed smoothing mechanism results in a 2024 revenue requirement
that is “$23.4 million higher than the unsmoothed 2024 non-fuel revenue requirement,” or
2.5% above the unsmoothed 2024 revenue requirement forecast.* Thus, the smoothing
through 2024 would build in the $23.4 million surplus in rates for 2025 and until NS

Power’s rates are subject to a new GRA or equivalent.

Q: What are the implications if rate increases are not put into effect in August
2022?

A:  We are advised by counsel that, given the date of the application and the current schedule
for the GRA proceeding, that it is unlikely that any rate increases would be put into effect
before November 2022.

It does not seem reasonable to put a rate increase into effect in November and then
again in January. NS Power provides a number of reasons that it is best for rates to be set
effective on January 1, including (a) that all general rate increases and all adjustments to the
Base Cost of Fuel have been made on January 1 of each year, (b) that Annually Adjusted
Rates and equal billing plan rates are set as of January 1 of each year, and (c) that it is
common for fiscal years to begin on January 1, as do NS Power’s internal systems.®

NS Power suggests that if rates are put into effect on January 1, 2023, the proposed

revenue requirement increase from August 1, 2022 to December 31, 2022 would need to be

2 Exhibit N-16, Application, p. 84.

3 Exhibit N-16, Application, pp. 60-61.

4 Exhibit N-41, NS Power response to NSUARB IR-164.
5 Exhibit N-34, NS Power response to CA IR-8(a-b).
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included in 2023 and 2024 rates.® Furthermore, if approved, the smoothing mechanism

would need to be recalculated to achieve equal rate increases for each of those two years.

Is it equitable to recover revenues for 2022 costs if rates are not put into effect
until 2023?
No. NS Power has been operating under rates set in 2013 and chose the time at which it filed
this GRA. NS Power bears the risk that the Board will not have the opportunity to fully
review its request and put rates into effect in August, as requested. If rates are put into effect
on January 1, 2023, those rates should recover costs forecast for 2023 and should not reach
back to recover costs forecast for 2022, unless there is an existing deferral (e.g., the FAM).

Assuming that the Board does not approve rates until November 2022, we recommend
that the Board disregard the 2022 future test year and implement revised rates for 2023 and
2024 considering those two test years only.

We note that NS Power was unable to provide parties with rates that would result from
a Board decision effective January 1, 2023.7 Accordingly, the remainder of our testimony
refers to NS Power’s proposal for rates effective 2022-2024. If rates are set for 2023 and
2024 using their respective test years, with or without smoothing, implementation of our

recommendations should reflect 2023-2024 costs, revenue requirements, and rates.

Is smoothing reasonable as a concept?
Yes. It is reasonable for the Board to approve rates that progress upwards rather than adjust
up and down from year to year. However, the Board should review the outcome to ensure

that rate smoothing does not lead to material over-recovery in future years.

Is continued recovery of a smoothing surplus equitable?
No. When using a single test year, utilities are not generally authorized to raise base rates
above test year costs in subsequent years. The same principle applies to a multi-year test
year.

Under the proposed 2022-2024 rates, continuation of 2024 rates into 2025 (and
potentially beyond) would result in a revenue surplus as compared to the continuation of

2024 unsmoothed rates.

6 Exhibit N-41, NS Power response to NSUARB IR-159(b).
7 Exhibit N-34, NS Power response to CA IR-9(a); Exhibit N-41, NS Power response to NSUARB IR-159(a).

Evidence of Chernick and Wilson e Matter No. M10431 e June 7, 2022 Page 10



1 NS Power justifies these rates because the “variance is comparable to normal inflation

2 levels.”® This justification should not be accepted by the Board. If NS Power wishes to

3 propose an annual inflation adjustment for its rates, it should present its arguments.

4 The coincidence that the smoothing surplus in 2024 is similar to recent inflation rates

5 is not a cost-based justification for a future rate increase. We seriously doubt that NS Power

6 would make the same proposal if its smoothing resulted in revenues that are 2.5% below the

7 2024 revenue requirement.

8 Q: What are your recommendations to resolve this inequity?

9 A:  We suggest two options. One is that for 2025, if NS Power does not file a GRA, then rates

10 should be reduced by the smoothing surplus, currently projected at 2.5%, across the board.
11 While this will not result in rate stability, we do not expect many customers to complain.
12 Another option is that if the DDA is approved (see Section VII.A), then the Board could
13 direct NS Power to apply the smoothing suplus, currently projected at $23.4 million of
14 annual revenues, to reduce the DDA balance beginning on January 1, 2025 until new base
15 rates take effect.

16 IV. Failure to Complete Board Directives

17 Q: Please describe the instances in which NS Power has failed to complete Board
18 directives.
19 A: NS Power has failed to complete at least four Board directives related to its line loss model,

20 minimum system method study, depreciation study, and TOU-RTP rates.

21 A. Line Loss Determination Model

22 Q: Pleasesummarize the Board’s direction to NS Power with respect to its line loss

23 determination model.

24 A: In 2014, the Board directed NS Power to update its load research sample and line loss
25 model.® Prior to filing the 2022 GRA, the last progress report filed with the Board was in
26 2016, reflecting approval for the capital work order associated with the load research

8 Exhibit N-41, NS Power response to NSUARB IR-164(b).
9 NSUARB, Decision in NS Power 2013 Cost of Service Study (March 11, 2014), Matter No. M05473, p. 45.
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sample.l% In 2017, NS Power ceased work on the updated line loss determination model.l!
NS Power neither completed the study nor reported to the Board as directed.!?

The update to the line loss determination model was one of several undertakings
directed in the 2014 Cost of Service Study decision. On at least four occasions, the Board
stated and restated its expectations that the items in the undertaking be completed on

schedule and reported back within 30 days of completion.13

Q: Why s it significant that NS Power failed to update its line loss determination
model?

A: Inits 2014 decision, the Board stated that it, “expects the agreed-to updates to the cost of
service data anticipated through GRAs to alleviate the need for a scheduled full scale [cost
of service study].”!* Without these updates, it is possible, even likely, that the cost of service
is inaccurately allocated among customer classes, resulting in some customer classes having
rates that are unfairly high.

Furthermore, for customers whose rates are set too low, they will receive inaccurate
price signals that may result in overconsumption that could uneconomically drive up system
costs.

Finally, NS Power should be using line loss data as an input into its transmission and
distribution planning processes, and particularly as a consideration when planning for and

evaluating interconnections due to the clean energy transition.

Q: What are the obstacles to completing a line loss study?

A: NS Power’s Application implies that the reason it has not completed a line loss study is that
it “is currently in the process of completing its implementation of AMI meters across the
province.”’> However, NS Power then goes on to state that the AMI data “may have an

impact on the determination of line losses” (emphasis added)

10 Exhibit N-34, response to CA IR-41(f)(iv).
11 Exhibit N-34, response to CA IR-41(e).

12 The Board directed NS Power “to report back to the Board the results and recommended revisions to the
cost of service for each of the above items within 30 days of the respective timeframes outlined above.”
NSUARB, Decision in NS Power 2013 Cost of Service Study (March 11, 2014), p. 46. NS Power confirmed that
the line loss determination model should have been completed in no more than 4 years and 2 months after
the March 2014 decision. Exhibit N-34, response to CA IR-41(b). Accordingly, NS Power should have reported
failure to complete the model as directed no later than June 2018.

13 NSUARSB, Letter to NS Power, Matter No. M06555 (January 8, 2015).

14 NSUARB, Decision in NS Power 2013 Cost of Service Study (March 11, 2014), p. 47.

15 Exhibit N-16, Application, p. 89.
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In fact, the load research sample project did not rely on AMI meters. The load research
project required “400 new load research meters to add to the existing sample.”16 Acquisition
of these meters was delayed due to meter vendors shifting to 3G or 4G cellular modems in
2016.17 The Board approved a capital work order to procure those meters in 2016.18 The
meters were placed in service on January 1, 2018.1° Using the load research sample, NS
Power has developed scaled class load shapes for 2019.20

NS Power further points to the lack of “Detailed data on secondary equipment and
feeder load shape data for a greater variety of feeders” as work required to update line loss
inputs.2! This requirement is not supported by NS Power’s prior evidence. For example, in
its 2016 progress report, it attached a data request response that describes “The process for
deriving a [cost of service study] forecast from load research data.”?2 The process does not
mention secondary equipment or feeder load shape data.

Furthermore, NS Power does not describe any ongoing efforts to obtain data on
secondary equipment or feeder load shape data. Currently NS Power does not even collect

data on the individual transformer peak.23

Q: Are NS Power’s reasons for not completing the line loss study reasonable?

A: No. The data required to complete the line loss study have been in NS Power’s possession
for nearly two years. NS Power’s excuses for failing to complete and use an updated line loss
study in this proceeding are not credible or reasonable.

We agree that NS Power should collect and use AMI meter data, secondary equipment
data, and feeder load shape data for both distribution system investment planning and rate
allocation purposes. Yet the evidence is clear that prior to this GRA, NS Power has
consistently represented that the load research sample, along with the hourly system load

curve, are the only necessary inputs to determine class-specific line loss factors. NS Power

16 Exhibit N-44, NS Power response to Synapse IR-33, Attachment 1, p. 8 (NS Power, Load Research Sample
Project Progress Update dated July 21, 2016).

17 1d.

18 Exhibit N-44, NS Power response to Synapse IR-33, Attachment 2 (Board letter dated November 15, 2016,
Matter No. MO7657).

19 Exhibit N-7, Matter No. M08984, NS Power response to NSUARB IR-042, Attachment 1.
20 Exhibit N-34, Response to CA IR-41, Attachment 1.
21 Exhibit N-34, Response to CA IR-41(g).

22 Exhibit N-44, NS Power response to Synapse IR-33, Attachment 1, p. 11 (NS Power, Appendix A, Response
to CA DR-2, Matter No. M05473).

23 Exhibit N-34, Response to CA IR-56(d).
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1 has confirmed that it should take only 1-3 months to implement a line loss determination

2 model once those data are available.

3 It appears that NS Power either chose to disregard the Board's directive or, due to the

4 lapse of time, simply forgot to complete the study. NS Power’s references to data from AMI

5 and other systems merely cloud the issue and lack credibility.

6 Q: Has the failure to utilize the load research sample impacted any recent

7 proceedings?

8 A: Yes. In November 2020, NS Power filed its time-varying pricing pilot rate application. Its

9 analysis relied upon scaled class load shapes from 2010.24 We concluded that it was not
10 reasonable to rely on those outdated load-related inputs for a new customer rate to be
11 deployed in 2022, as there has been a material shift in load shapes.2® In that proceeding, NS
12 Power did not disclose that it had developed more recent scaled class load shapes.26

13 B. Polesand Wires Functionalization Study

14 Q: Please summarize the Board’s direction to NS Power with respect to the poles
15 and wires functionalization study.

16 A: Inthe 2013 Cost of Service Study proceeding, the Board authorized NS Power to continue
17 the current method of functionalizing poles and wires until the results of NS Power’s studies

18 were available, followed by consultation with stakeholders.??

19 Q: When did NS Power make the results of its studies available?
20  A: NS Power provided the poles and wires functionalization study as part of its minimum

21 system study in response to Synapse IR-032 (Exhibit N-44).

24 Exhibit N-4, Matter No. M09777, Appendix J, NS Power response to Synapse DR-03 Attachment 5.

25 Exhibit N-13, Matter No. M09777, Evidence of John D. Wilson and Paul L. Chernick (February 22, 2021),
p. 57.

26 NS Power did not respond to our critique in its rebuttal evidence. Exhibit N-17, Matter No. M09777, Rebuttal
Evidence of NS Power (April 22, 2021).

21 NSUARB, 2013 Cost of Service Study Decision, Matter No. M05473 (March 14, 2014), pp. 40-41, para. 156,
163. The studies are described in Exhibit N-6, Matter No. M05473, NS Power response to Multeese IR-13,
Attachment 1.
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1 Q: Did NS Power engage in consultation with stakeholders regarding this study as

2 directed?

3 A: Nottoour knowledge. Furthermore, by providing this study as a response to an information
4 request, parties (and other stakeholders) have been denied any opportunity to obtain further
5 information as to when the study was conducted and investigate its methods, as discussed
6 in Section VIII below.

7 Q: Was NS Power complying with a Board directive when it completed the
8 minimum system study?

9 A: No. When asked to “describe the methodology by which the Company defines and

10 determines the ‘customer-related portion’ of the distribution system,” NS Power responded
11 in the relevant part that “Pole and Wire investment...is classified to both demand and
12 energy. This approach is consistent with industry standards [citing the 1992 NARUC
13 manual] and its classification in the 2022-2024 COSS has been revised for the purposes of
14 this Application in compliance with the Board’'s directive on the 2013 COSS hearing
15 (M05473).”

16 This response misconstrues the Board’s directive. As explained above, the Board
17 directed NS Power to conduct a pole and wires functionalization study. It did not reach any
18 findings or issue any directives with respect to a minimum system study.

19 C. Depreciation Study

20 Q: Please summarize the Board’s direction to NS Power with respect to the

21 depreciation study.

22 A: In2011, the Board approved a settlement in which NS Power committed to complete a hydro
23 asset study to assess future retirement and decommissioning obligations which was
24 intended to inform revised depreciation rates.28 NS Power completed the Hydro Asset Study
25 in 2018 and stated that it was “required for ... [the next] Depreciation Study.”2°

26 Similarly, NS Power “commissioned” the 2020 NSPI Power Production Sites
27 Remediation Study Update remediation study update “in support of on-going depreciation

28 NSUARB, Decision in 2011 Depreciation Rates Application (May 11, 2011), Matter P-891, Appendix A, p. 2.
29 Exhibit N-37, response to GT IR-50, response and Attachment 2, p. 6.
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studies.”s0 Thus, both decommissioning studies were represented to the Board and Parties
as steps toward an updated deprecation rate study.

The Board’s view is that it “believes regular and timely depreciation studies are key to
alleviate concerns of asset retirements remaining in rate base for indefinite periods of time
as occurs in the normal course of operations (Policy 6420).”3! In response, NS Power
committed to filing the depreciation study no later than Q1 2021.32 The expectation that the
asset studies would be followed by a depreciation study was expressed by the Board in a
2018 letter.33

Q: Why s it significant that NS Power failed to update its depreciation study?

A: NS Power acknowledges that, “Normally, a depreciation study filing would precede or
coincide with a GRA,” and further states that, “It is NS Power’s intention to file a
depreciation study following this GRA process with updated depreciation rates that, subject
to Board approval, will take effect upon approval of the Company’s next GRA.”34

Under the Cost of Removal (COR) and Asset Retirement Obligation (ARO) methods
future obligations, including future net salvage, are charged as a fixed percentage of
depreciation expenses.3> NS Power states that these method are “equitable to customers as
those that benefit from the use of the assets are the ones that pay proportionately for the
costs to remove the asset.”36 These forecast costs are subject to inflation, which “would
increase the amount of cost to be incurred and recovered through rates.”3”

NS Power argues that its failure to file a depreciation study is justified “due to the
uncertainty that existed with respect to the timing of the retirement of the Company’s coal

plants prior to the recent Federal and Provincial governments’ announcements regarding

30 Exhibit N-37, response to GT IR-50, response and Attachment 1, p. 4.
31 NS Power, Letter to NSUARB regarding Depreciation Study Timeline, Matter No. M09229 (June 2, 2020).

32 NS Power, Letter to NSUARB regarding Depreciation Study Timeline, Matter No. M09229 (June 2, 2020).
This was further confirmed by NS Power’s response to an information request which stated that the Company
was “currently working with a third-party deprecation consultant to prepare the Company’s depreciation
study filing [and] anticipates filing the depreciation study by the end of Q1 2021 or early Q2 2021.” Exhibit N-
5, Matter No. M09920, response to SBA IR-24 (January 29, 2021).

33 NSUARSB, Letter on Cost of Removal and Deferred Tax Regulatory Account Review Information, Matter No.
MO08353 (July 25, 2018), p. 3.

34 Exhibit N-16, Application, pp. 41-42.

35 Exhibit N-34, NS Power response to CA IR-23(h)

36 Exhibit N-41, NS Power responses to NSUARB IR-63(d)(i) and NSUARB IR-64(d)(i).
37 Exhibit N-34, NS Power response to CA IR-23(c).
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the phase out of coal-fired generation by 2030,” and because “the change in the useful life
of thermal generating assets was expected to be have [sic] the most significant impact on
the Company’s proposed depreciation expense.”38

This argument is unconvincing. First of all, it presumes that the Board will approve
the proposed DDA.

Second, as discussed above, NS Power has engaged a consultant to complete a
depreciation study and, at least at one point, anticipated it being completed a year prior to
filing this GRA.

Third, as NS Power states in its Application, in some cases the depreciation rates were
not established in the last depreciation study nor were they approved by the Board, rather
NS Power has used rates “based on the estimated useful lifespan for new assets.”3°

Fourth, at least with respect to the COR, NS Power is already projecting that its will
soon reach the point where it has spent more on removal of assets than it has collected
through depreciation expense.*0 It appears to us that depreciation rates were set too low in
2013, at least with respect to the COR portion.

Finally, even if the changes to the depreciation rates for assets outside the scope of the
DDA were less significant, it is not appropriate for NS Power to block the Board and
participants in the GRA from reviewing the evidence and reaching independent conclusions.

Without any updates to the useful lives of assets, the COR and ARO amounts, and
other relevant inputs to depreciation expense, the depreciation expense requested by NS
Power may be in error. If depreciation expense is in error, it will result in rate base being
more or less than the correct amount, resulting in an erroneous return on rate base being
authorized and put into rates. This may result in either overrecovery from current
customers, or imposing a future revenue requirement on customers who do not benefit from

the use of the assets, a circumstance that NS Power agrees is inequitable.

38 Exhibit N-41, NS Power responses to NSUARB IR-65(a) and (c).
39 Exhibit N-16, Application, p. 41.
40 Exhibit N-34, NS Power response to CA IR-23(j).
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TOU-RTP Tariff

Please summarize the Board’s direction to NS Power with respect to the TOU-
RTP tariff.

In 2021, the Board reviewed NS Power’s report on its TOU-RTP tariffs and expressed
“concern about the effectiveness of the RTP tariffs as currently designed,” and stated that
“further consideration should probably be part of a broader review under a future general
rate application or generic rate design proceeding.”#! According to the NSUARB IR-162, NS
Power agreed to the Board’s recommendation.*2 We were not able to review this Board
Confidential NS Power filing, so we are unclear whether NS Power committed to filing the
review in the GRA. However, in its response to the Information Request, NS Power now
rejects the Board’s direction, stating that “this can be resolved without the requirement for

a Generic Rate Design Proceeding or a GRA.”43

Why is it significant that NS Power may have failed to file information
reviewing the effectiveness of its TOU-RTP tariff?

The Board has stated that it is concerned that anticipated benefits of the tariff may not be
achieved, namely that the lower revenue from the RTP tariffs is not being adequately offset
by lower system fuel costs and increased margin on exports. This is of concern for two
reasons.

First, if the TOU-RTP tariff is effectively subsidizing the customer that is on the rate,
then other customers are paying those costs. This is particularly concerning since
representatives of other customers have not had the opportunity to review the annual
reports on the TOU-RTP tariff.

Second, NS Power is currently piloting TVP rates. Experience from the TOU-RTP tariff
could be relevant to understanding how customers respond to time-varying rates in general,

informing the design of the TOU and critical peak pricing (CPP) rates under evaluation.

4 NSUARB, Letter on 2020 Annual Report on TOU-RTP Tariffs, Matter No. M09954 (March 25, 2021), p. 3.
42 Exhibit N-41, NS Power response to NSUARB IR-162.
43 Exhibit N-41, NS Power response to NSUARB IR-162(a).
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Other Issues and Recommendations

m

Q: Are there any other failures to effectively engage with the Board that you wish
to discuss?

A: Yes. In addition to those three issues, the Board has also expressed concern when NS
Power’s execution of a capital project is not conducted in a manner consistent with the
application as approved. In the 2020 Gaspereau ATO decision, the Board stated, “NS Power
might have come to the Board earlier for approval of overspending and approval of a scope

change.” Further, the Board expressed concern that “NS Power proceeded with significant

O o0 9 N »n B~ W

spending on archaeology and Mi’kmaq engagement related activities without prior Board

—_
()

approval.”44

11  Q: Whatactions do yourecommend that the Board take in response to NS Power’s
12 failure to complete Board directives or effectively engage with the Board?

13 A: First, when setting the return on equity for NS Power, the Board should take into account

14 NS Power’s performance regarding compliance with Board directions, as well as its failure
15 to communicate with the Board regarding substantial delays and cost overruns on major
16 projects.

17 Second, the Board should renew its directive to NS Power to complete the line loss
18 determination model. NS Power should report on its progress on a quarterly basis until the
19 project is complete to the satisfaction of the Board. NS Power should bear any costs of
20 completing the model since it failed to complete this work as directed and because it has
21 already placed the load research sample project in service.

22 Third, the Board should provide intervenors with further opportunities to investigate
23 the minimum system study. The Board could allow further information requests and
24 supplemental testimony in this matter, or defer consideration of the minimum system study
25 until the completion of the process described at page 52.

26 Fourth, the Board should renew its directive to NS Power to complete a depreciation
27 study. If the DDA is approved, assets qualified for the DDA may be excluded from the study.
28 NS Power should report on its progress on a quarterly basis until the project is complete to

44 NSUARB, Board Decision, Gaspereau Dam Safety Remedial Works ATO (December 21, 2020),
MO09579, p. 3.
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the satisfaction of the Board. NS Power should bear any costs of completing the depreciation
study since it failed to complete this work as directed.

Fifth, the Board should direct NS Power to file a Generic Rate Design Application for
its TOU-RTP rate, including an evaluation of that rate. The evaluation should consider any
and all relevant information from the TVP pilot regarding customer participation and
impact of time-varying pricing on system fuel and capacity costs, and information from the
TOU-RTP rate review should also be considered in the final evaluation of the TVP pilot.
Ideally, the TOU-RTP rate evaluation would also include information from the line loss
model, but if that would lead to delay, then the evaluation should provide readers with clear

instructions as to how different levels of line loss would affect the evaluation findings.

V. Excessive Costs

A. Impact of NS Block Delays on Fuel Costs

Q: What has been the cost impact of delays in the delivery of the NS Block?

A:  There have been three direct cost impacts of the delay in the delivery of the NS Block. First,
because the 2020-2022 Fuel Stability Plan (FSP) assumed an amount and schedule for
delivery of NS Block energy that was not delivered, $70.7 million in additional energy costs
were incurred through August 14, 2021.45

Second, the delay in the NS Block energy is the primary contributor to the $2.9 million
in additional NS Power Cap-and-Trade compliance costs recorded up to September 2021.46
Third, since the Acceleration Agreement began on August 15, 2021, there have been
an additional _ in fuel costs due to undelivered energy.4” These costs have
increased the balance owed by customers under the 2020-2022 FSP. On the other hand,
when the undelivered energy is delivered at some point, then fuel expenditures will be

reduced below forecast and customers will see savings. Since the later deliveries may occur

45 Exhibit N-34, NS Power response to CA IR-22(a)(i) UPDATE. Furthermore, NS Power has estimated that
the non-delivery of NS Block energy cost $205.5 million from January 1, 2018 to October 31, 2021. NSUARB,
NSPML Final Assessment Decision, Matter No. M10206 (February 9, 2022), p. 16, para. 30.

46 Exhibit N-34, NS Power response to CA IR-22(a-b).
47 Exhibit N-40, NS Power response to NRR IR-43(a).

Evidence of Chernick and Wilson e Matter No. M10431 e June 7, 2022 Page 20



1 during periods with lower marginal fuel costs, those future savings may not offset the higher

2 costs that occurred during 2021-2022, resulting in a net cost to customers.

3 Q: Does NS Power bear responsibility for these costs?

4 A: Yes. NS Power was the primary advocate for building the Maritime Link and contracting
5 with NALCOR for energy from Muskrat Falls. As the Board has previously observed,
6 “NSPML and NS Power have over-promised and under-delivered when they describe
7 benefits from the Maritime Link.”#8 The Board imposed a holdback process which
8 guaranteed customers benefits of at least $10 million per year in 2018 and 2019.4°

9 With respect to the additional fuel costs since the Acceleration Agreement was put into
10 effect, the Board has determined that “the FAM Audit process is the appropriate forum to
11 review the economic value received by ratepayers from [re-delivery] transactions.”> The
12 Board has also established a holdback mechanism to reserve $2 million to cover the cost of
13 replacement energy in any month that 90% of the NS Block is not delivered.5!

14 Q: What compensation do you recommend to customers in light of the cost

15 impacts?

16  A: Prior to the implementation of the Acceleration Agreement, customers were charged -
17 - in excessive fuel and cap-and-trade compliance costs that will be recovered in rates as
18 the FAM is trued-up to reflect the final balance. This has been partially offset by the 2020
19 and 2021 holdbacks of $5.8 million and $0.1 million.52 Accordingly, we recommend that the
20 Board reduce the FAM balance owed to NS Power by

21 Alternatively, the Board could defer this question to the 2020-2021 FAM Audit.
22 However, we recommend that the Board direct the balance reduction in this proceeding, but
23 allow for it to be adjusted in either direction as a result of the FAM Audit.

48 Board Decision, Matter No. M10206, NSPML Final Assessment (February 9, 2022), p. 14, para. 20.
49 Board Decision, Matter No. M10206, NSPML Final Assessment (February 9, 2022), p. 79, para. 210.
50 Board Decision, Matter No. M10206, NSPML Final Assessment (February 9, 2022), p. 29, para. 68.
51 Board Decision, Matter No. M10206, NSPML Final Assessment (February 9, 2022), p. 16, para. 31.

52 NSUARB, Board Letter, Maritime Link Benefits Q4 2020 Report (March 4, 2021; no matter number);
Exhibit N-24, Matter No. M10206, NSPML, Maritime Link Benefits, Q3 2021 Report (November 12, 2021).
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Port Hawkesbury Biomass Plant Fuel Costs

Please summarize the fuel costs for the Port Hawkesbury Biomass plant.

The energy content of fuel purchased for Port Hawkesbury Biomass is greater than the
amount burned in the plant, due to causes such as decay, measurement error and other
losses in the biomass stockpile. In 2021, NS Power surveyed the actual fuel in its stockpile
and initially accounted for a shortfall as fuel consumption in 2021, resulting in a very high
heat rate for 2021.

This issue came to the attention of the FAM Small Working Group when Mr. Wilson
noticed that the reported heat rates for 2020 and especially 2021 were higher than forecast
in the FAM budget. For example, in 2021, the reported heat rate prior to accounting for the
survey adjustment was - Btu/kWh.

NS Power then adjusted the annual fuel usage, shifting fuel from 2021 into 2019. After
the survey adjustment the 2021 heat rate was reduced to Btu/kWh, while the reported
2019 heat rate increased from - to - Btu/kWh. Table 1 provides NS Power’s original
forecasts from the FAM Budget and adjusted actual estimates of heat rates for 2019 through
2021, along with the GRA forecast for 2022.

Table 1: Port Hawkesbury Biomass Claimed Average Monthly Fuel Cost and

Consumption Datas3

2019 2020 2021 2022F
Total Costs ]
MMBtu I
$/ MMBtu I
Adjusted Heat Rate e
Forecast Heat Rate ]

Q:
A:

What are your concerns about the costs after the survey adjustment?
We have two concerns. First, we are concerned that while the survey adjustment may have
accurately reconciled the total costs, MMBtu, and tonnes consumed, NS Power may not have

applied that reconciliation to the correct time period. In the absence of an explanation for

53 Exhibit N-34, NS Power updated response to CA IR-25(a-b), except 2019 data from FAM Quarterly Report
Q4 2019 CONFIDENTIAL.pdf, p. 107, as adjusted based on the response. Forecast heat rates for 2019-2021
from FAM Quarterly Report Q4 2019 CONFIDENTIAL.pdf, p. 33, FAM Quarterly Report Q4 2020 PCON.pdf,
p. 39, and FAM Quarterly Report Q4 2021 PCON.pdf, p. 39.
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the very poor performance reported for 2019, we are concerned that the survey adjustment
may have shifted excess fuel consumption into the wrong time period. Hence, the apparent
improvement in heat rate from 2019 to 2021 may be an artifact of NS Power’s computations,
rather than a real trend.

Second, we are concerned that NS Power is using an unreasonably low assumption
about the Port Hawkesbury Biomass heat rate in both forecasting and operations. NS Power
has not provided specific information about why the survey adjustment was necessary.
Regardless of the reason that NS Power retrospectively adjusted fuel consumption, it is
possible that such adjustments will occur in the future.

Retrospective increases in the quantity of fuel burned to generate electricity mean that
Port Hawkesbury Paper is generating less efficiently than was believed at the time the plant
was dispatched. Operators should not use a heat rate that is derived from the as-delivered
energy content of the fuel when making dispatch decisions. Instead, operators should use
the cost of the fuel as delivered, but the heat content of the fuel as consumed, accounting for
decay in heat content and fuel weight.

After taking into account the survey adjustment, the three-year average heat rate for
the PHB plant is - Btu/kWh, which is . higher than forecast for 2022. With respect
to forecasting, this suggests this GRA was prepared based on an understated heat rate for
PHB. If this GRA had been prepared with the higher heat rate assumption, it is likely that
Port Hawkesbury Biomass dispatch would have been lower and overall forecast costs would
have been higher. If we have interpreted the situation correctly, then the 2022-2024 fuel
cost rates are set too low and will be more likely than not to require a true-up to recover
actual costs.

More important, if NS Power’s plant operators are underestimating the heat rate for
the PHB plant, then it is likely to be over dispatched, when imports or anther fuel would be
less expensive, resulting in excessively high actual costs. If the operating assumptions are
not corrected, then customers will pay excessive fuel costs through future FAM adjustments

to recover actual costs.

What action do you recommend the Board take to address the problems with
PHB plant data?
The Board should issue a directive to resolve this issue in the FAM Audit, providing specific

direction that the FAM Audit provide evidence on the actual heat rate (for dispatch
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purposes) and to determine if customers overpaid for power generated by PHB beginning
in 2019. While 2019 is outside the scope of the 2020-2021 audit, since NS Power has
indicated that the 2021 survey adjustment is based on higher-than-previously-reported fuel
consumption in 2019, it is appropriate to reach back to 2019 (or further, if appropriate) to

fully resolve this issue.

Capital Project Revenue Requirements

Excessive Costs of Past Capital Projects

Please describe the evidence that NS Power has failed to control costs of capital
projects.
In its decision on the 2021 ACE Plan, the Board found that that NS Power has much more
frequent and larger cost overruns than projects under budget because NS Power has either
“inadequate ... capital cost estimating/budgeting practices, inadequate cost minimization
efforts, or a combination of both.”54

In Mr. Wilson’s review of thirteen NS Power Applications for Authorization to
Overspend (ATO) for the 2022 ACE Plan proceeding, he discussed evidence that confirmed
the Board’s finding.5®* Mr. Wilson’s review found that when the Board has critiqued NS
Power in an ATO decision, it has usually expressed concern about shortcomings in initial

investigations and an overreliance on historical experience.

What actions do you recommend that the Board take in response to this pattern
of cost overruns?
When setting the return on equity for NS Power, the Board should take into account this

pattern of cost overruns.

54 NSUARB Decision, 2021 ACE Plan, Matter No. M09920 (June 10, 2021), p. 24, para. 56.

55 Evidence of John D. Wilson on Behalf of the Consumer Advocate, 2022 Annual Capital Expenditure Plan
(February 24, 2022), M10366, pp. 19-22.
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1 B. Inclusion of Speculative Projects in Capital Project Forecast

2 Q: Please summarize NS Power’s proposed forecast for capital project additions.
3 A:  Asshown in Table 2, the largest category of capital project additions is generation, and
4 nearly half of the forecast additions are planned for 2024. These capital project additions
5 contribute to rate base and result in a revenue requirement for the duration of the project-
6 specific depreciation period.

7  Table 2: Forecast Capital Project Additions by Function and Year ($million)s¢

Function 2022 2023 2024 Total
Generation 1315 189.7 224.7 545.9 (39%)
Transmission 67.1 67.4 249.8 384.2 (27%)
Distribution 98.2 105.1 107.1 310.5 (22%)
General Property 43.0 81.9 36.7 161.6 (12%)
Total 339.9 (24%) 444.0 (32%) 618.4 (44%) 1,402.2 (100%)
Unapproved 44.5 (13%) 200.6 (45%) 253.2 (41%) 498.3 (36%)
8
9 Q: Doyouhave any concerns about the capital project addition forecast?
10 A: Yes, we have three concerns.
11 First, over one-third of NS Power’s capital project additions are for unapproved
12 projects. Of this, 27% are for projects at existing hydroelectric facilities and 57% are for
13 Eastern Clean Energy Initiative (ECEI) projects. NS Power has a poor track record of filing,
14 initiating, and completing hydro projects on schedule. The ECEI projects are still in
15 development and the schedule for filing applications and receiving approval (if granted) is
16 uncertain. If unapproved projects are not placed in service (or are substantially delayed),
17 then there is a revenue requirement associated with costs that should not be charged to
18 customers.
19 Second, the nine largest hydro projects make up about 40% of the total forecast
20 generation project additions.>” This may be surprising, since the application narrative
21 focuses on the “Path to 2030.7%8 Yet, The Application is almost silent on this substantial area
22 of investment.

56 Exhibit N-27, Schedule RB-1. Unapproved additions are from Exhibit N-41, NS Power response to NSUARB
IR-95, Attachment 1.

57 Exhibit N-34, response to CA IR-43. The nine hydro projects represent $213 million compared to $350
million estimated for ECEI from 2022-2024 in the 2022 ACE Plan. Exhibit N-1, 2022 ACE Plan Application,
Matter No. M10366, p. 19.

58 Exhibit N-16, General Rate Application, pp. 7-13.
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Third, 44% of NS Power’s capital project additions are forecast for 2024. In general, it
appears to me that NS Power often delays applying for projects that it forecasts two or more
years out. Similar to my concern for hydro projects, if the massive investment in capital
projects pending does not actually occur in 2024, then rate base and associated rate recovery

will be significantly overstated.

Q: Please elaborate on your concern about the forecast capital project addition
forecast for large hydro projects.

A: NS Power forecasts $213 million in capital project spending for 2022-2024 for nine major
projects with total budgets over $5 million. Of those nine projects, only two are Board-
approved and ongoing.5°

The other seven projects are likely to see schedule delays. Specifically, we are

concerned that:

o The Mersey Redevelopment project (Cl 39472) is unlikely to begin on the
anticipated schedule. The project has been included in each of the past six ACE
plans as a subsequent submittal project.6° In the 2022 ACE Plan proceeding, NS
Power initially indicated that it would be filed in Q2 of 2022, but witness J.
MacDonald testified that “it’s likely later in the year.” NS Power responded to an
IR by stating that it is “not in a position to provide” annual costs based on the
most recent scope refinement.5!

e The Tusket Falls Main Dam project (Cl 29807) is on hold, and NS Power
currently expects to re-file its ATO Application in Q4 2022 (Matter No.
M10197).62 This project has been subject to considerable delays and cost
overruns. It is questionable whether project completion will be cost-effective, as
opposed to decommissioning. If a decision to decommission the dam is made, it
seems likely that no application would be approved by the end of 2024.

e Although the Gaspereau Dam Safety ATO (CI 16374) has been approved by the
Board, the project is currently on hold due to Mi’kmaq engagement
requirements. This project has been subject to considerable delays and cost

59 Exhibit N-34, response to CA IR-43.

60 Exhibit N-34, response to CA IR-44(a).
61 Exhibit N-34, response to CA IR-44(b).
62 Exhibit N-34, response to CA IR-44(b).
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overruns.83 Although it seems unlikely to be entirely cancelled, the schedule for
completion and placing the project in-service appears quite speculative.

o NS Power estimates that it will file Annapolis Decommissioning project (Cl
47650) in Q2 of 2023. The Board denied NS Power’s recent Application to find
the Annapolis Tidal Generation Station no longer used and useful after an eleven-
month proceeding. The Board found that it had “insufficient evidence at this time
to find that decommissioning of the Generating Station is the least cost option for
ratepayers.”®4 Based on the record of that proceeding, it appears likely that NS
Power will require considerable time to evaluate decommissioning and its
alternatives, and that the proceeding itself will be lengthy.

While we do not have specific concerns about the other three hydro projects, given NS
Power’s overall track record on these large projects, it seems reasonable to expect that some
or all of these projects will be filed later than anticipated.

Furthermore, there is a second project on the Tusket system, the Tusket Facility
Refurbishment (Cl #48913). While there are no early indications of problems with this
project, because there is a reasonable probability that Tusket Main Dam ATO Application
could result in decommissioning, we expect that consideration of the refurbishment
Application may be delayed until a decision is reached on the dam Application. Accordingly,
these projects should be considered in combination.

These schedule delays have consequences for the capital project addition forecast. If a
speculative project is delayed for a year, then its costs might be pushed back a year, resulting

in both a postponement of costs and a cumulative reduction in 2024 rate base.

Does NS Power’s application allow for rates reductions if these hydro projects
are delayed?

Not during the 2022-2024 rate period, and potentially never. If actual costs are less than
forecast, all other things being equal, NS Power’s earnings would increase. If the proposed
earnings band is exceeded, NS Power proposes that customers would benefit by directing
50 percent of earnings above the band to reduce the balance of the proposed

Decarbonization Deferral Account (DDA).

63 NS Power, letter suspending Gaspereau work (February 4, 2022), Matter No. M09579.

64 NSUARB, Board Decision in Annapolis Tidal Generation Station Retirement, Matter No. M10013 (January
13, 2022), p. 55.
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Thus, customers would only be compensated for cost savings due to project delays if
the earnings band is exceeded, and then would only receive half of the excess, and that
benefit would only reduce rates after a future rate case determines a revenue requirement

for the proposed DDA.

What is the potential impact of removing these projects from the GRA?

As shown in Table 3, we estimate that the 2022-2024 revenue requirement would be
reduced by over $20 million if the two Tusket projects, Mersey, Annapolis Tidal, and
Gaspereau were removed from the forecast revenue requirement. Furthermore, if NS Power
does not come in for a rate case in 2025, then a revenue requirement of over $10 million

would be included in continuing rates, even if the projects do not move forward.

Table 3: Revenue Requirement Associated with Hydro Projects ($ million) %5

2022 2023 2024 Total
Tusket Falls Main Dam ATO (CI 29807) 0.6 1.4 1.5 3.5
Mersey Redevelopment (Cl 39472) 1.9 4.4 6.7 13.0
Annapolis Decommissioning (Cl 47650) 0.1 0.1 0.7 0.9
Tusket Facility Refurbishment (Cl 48913) 0.0 0.2 0.3 0.5
Gaspereau Dam Safety (Cl1 16374) 0.7 0.9 0.9 2.5
Total 3.4 7.0 10.1 20.5

We acknowledge that our estimate of the impact on the revenue impact may require
refinement. For example, NS Power indicates that there would be some partial offsets to the
$0.9 million revenue requirement from delaying the Annapolis decommissioning, stating

that:

There would be a minimal impact on the rate application. Although amortization
would be removed, it would be partially offset by higher depreciation, interest
and equity costs.56

How do you recommend the Board treat the four speculative projects?

We recommend that the Board exclude these four speculative projects, plus the Tusket

Facility Refurbishment facility, from the forecast rate base. Both the timing and approved

65 Qur estimate includes the pre-tax weighted average cost of capital and depreciation expense. Exhibit N-41,
NS Power response to NSUARB IR-095, Attachment 1; Exhibit N-17, FOR-10, Attachment 1 UPDATED;
Exhibit N-17, NS Power response to DA-01, Attachment 1; NS Power, Q1 2022 Capital Report, Matter No.

M09920.

66 Exhibit N-41, NS Power response to NSUARB IR-70(d).
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costs of these projects are too uncertain to merit inclusion in a future test year. Approved

costs for these projects can be dealt with in a future proceeding.

Do you have similar concerns about the ECEI projects?
Yes. Parties have filed numerous Information Requests in this and the 2022 ACE
proceedings requesting details about the ECEI projects; the responses indicate that NS
Power still has basic questions to resolve prior to filing applications. For example, NS Power
has not yet confirmed which coal unit it will propose converting to gas in the ECEI Coal
Conversion project.8” This project is the fourth-largest generation project included in the
capital addition forecast with a project estimate of $32.3 million, which is forecast to be
entirely complete by the end of 2024.68

As shown in Table 4, we estimate that the 2022-2024 revenue requirement for the four
ECEI projects is over $57 million. Furthermore, if NS Power does not come in for a rate case
in 2025, then a revenue requirement of over $30 million would be included in continuing

rates.

Table 4: Revenue Requirement Associated with ECEI Projects ($ million) 69

2022 2023 2024 Total
ECEI Transmission (Cl C0044391) 3.7 9.6 15.5 28.7
ECEI Energy Storage (Cl C0045132) 1.8 5.4 7.1 14.3
ECEI Wind (CI C0044771) 1.2 2.8 4.2 8.3
ECEI Coal Conversion (Cl C0044392) 0.6 2.1 3.2 5.9
Total 7.2 19.9 30.1 57.2

Our concerns about the uncertainty for the ECEI projects may be mitigated by NS
Power’'s DDA proposal. NS Power states, “If the in-service date of a project required to meet
decarbonization mandates was delayed, the decrease in operating costs and depreciation
expense would result in a reduction to the DDA.”70 Thus, while there would still be no rate
reduction if the Board ultimately denied an ECEI project application or the project is delayed

relative to the GRA cost forecast, the “reduction to the DDA” could benefit customers at

67 Exhibit N-34, NS Power response to CA IR-45(c)(i).

68 Exhibit N-34, response to CA IR-44(b).

69 Our estimate includes the pre-tax weighted average cost of capital and depreciation expense. Exhibit N-41,
NS Power response to NSUARB IR-095, Attachment 1; Exhibit N-17, FOR-10, Attachment 1 UPDATED.

70 Exhibit N-34, response to CA IR-45(a).

Page 29



O© 0 3 O W

10

12
13
14

15
16
17
18
19
20

some future date by reducing the revenue requirement associated with the DDA. We discuss
this further in Section VII.A.3.

VII. Proposed Deferral Account and Riders

A. Decarbonization Deferral Account (DDA)

Q: Please summarize the proposed DDA.
A: NS Power is requesting approval for the DDA, which would be a regulatory asset that
includes:
e Costs associated with retirement of coal-fired generation;
e Depreciation and financing costs for renewable generation;
¢ Incremental expenses for thermal generating facilities that are no longer
required;
e Workforce transition costs;
e Termination costs associated with fuel supply contracts; and
e Other direct and indirect costs associated with the transition to clean energy.”

NS Power argues that the “key advantage of the DDA is the flexibility it allows the Board to
manage rate impacts and affordability issues over time, while also considering the rate
consequences of new renewable energy sources.”’2

Essentially, the DDA would be a “capital tracker” with the addition of decremental
capital and OM&G adjustments.”® NS Power states that there would be no rate impacts from
the DDA in this GRA.™

1 Exhibit N-16, Application, pp. 49-50; Exhibit N-17, Appendix 7A, DDA Evidence, pp. 14-15, 20-21.

72 Exhibit N-17, Appendix 7A, DDA Evidence, p. 22. See also Exhibit N-41, NS Power response to NSUARB IR-
73(c).

73 Exhibit N-37, NS Power response to Grant Thornton IR-24.
74 Exhibit N-17, Appendix 7A, DDA Evidence, p. 22.

Evidence of Chernick and Wilson e Matter No. M10431 e June 7, 2022 Page 30



1 Q: Why does NS Power believe that it should not rely solely on GRAs for cost

2 recovery?

3 A: NS Power is concerned that “capital additions would be lumpy, irregular, and could be

4 substantial in certain years depending on the level of investment,” “with regulatory lag and

5 recovery uncertainty.””s

6 Q: Whatis your general reaction to the proposed DDA?

7 A We agree that regulatory assets, including deferral accounts and other similar accounting

8 mechanisms, can reasonably be used to address retirements and unusual investments.

9 However, we are concerned that almost any future capital costs could be associated with the
10 transition to clean energy and eligible for inclusion in the DDA. This would eliminate the
11 linkage between established practices for determining depreciation rates.
12 Furthermore, while NS Power also includes savings associated with the transition to
13 clean energy as eligible for inclusion in the DDA, it is not clear how those savings would be
14 discovered. The process is likely to focus mainly on costs—indirect savings could be out of
15 scope. Without knowing what the accounting rules might be for the DDA, it is hard to really
16 know what is being proposed. But it smacks of single-issue ratemaking, favoring extended
17 capitalization of both capital costs and expenses.
18 We are also concerned that NS Power has not proposed specific accounting policies
19 for the DDA. We anticipate that the Board would require detailed, asset-specific accounting
20 rather than pooling of retirement amortizations, new investments in generation and
21 transmission, and other costs. The vagueness of NS Power’s DDA proposal might make it
22 appear fairly simple, but we expect it would quickly become complicated and contentious.

23 Q: If there will not be any immediate rate impacts, and rate base will increase as
24 a result of the accounting mechanism, how does the DDA provide “flexibility”?

25 A: Inthe 2022-2024 GRA period, we do not see how the DDA provides flexibility. The “key

26 advantage” of flexibility cited by NS Power appears to be very much a future concept rather
27 than a reality in this GRA. NS Power suggests that it will propose rate recovery for the DDA
28 in its next GRA.”® NS Power appears to be requesting approval today for a problem that it
29 has not really been able to define with a solution whose details are to be determined.

75 Exhibit N-34, NS Power response to CA IR-30(d); Exhibit N-37, NS Power response to Grant Thornton IR-
24.

76 Exhibit N-17, Appendix 7A, DDA Evidence, p. 22.
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That said, NS Power has identified some issues with current accounting policies that
the Board should address in this GRA proceeding. As discussed in the following subsections,
we support the use of deferral accounts for retirement balances (including securitization)
and ECEI project costs, but do not believe any other actions should be taken to open up

deferral accounting for other potential costs and revenues.

Amortization Costs Associated with Early Retirements

Should amortization costs associated with early retirements be included in the
DDA?

No. We see no compelling reason to develop entirely new accounting policies to handle the
amortization costs associated with early retirements. We do not object to the Board
considering revisions to Accounting Policy 6350 to allow for amortization of regulatory
assets to extend longer than five years. We are also supportive of the Board pursuing

authority to securitize these costs and recover them at the cost of debt.

What is the Board’s current policy with respect to cost recovery for assets
removed from service?

Accounting Policies 6350 and 6420 govern cost recovery of retirements. Policy 6420 is used
for routine asset retirements, such as when a generating station “comes to the end of its
useful life in the normal course, and within an expected time frame.””” Such assets are
retired from plant in service, with the original cost “charged to accumulated depreciation,
with no immediate gain or loss recognized.””® Thus, Policy 6420 would not be relevant to
any of the asset retirements that may be considered for the DDA.

A 2020 Board letter set forward the Board'’s view of Policy 6350.

[T]he intent of [Policy 6350] is to capture retirements that are significant,
unforeseen or extra-ordinary in nature. ...

7 NSUARB, Board Decision on Annapolis Tidal Generation Station Retirement, Matter No. M10013 (January
13, 2022), pp. 10-11, para 19.

78 NSUARB, Board Decision on Annapolis Tidal Generation Station Retirement, Matter No. M10013 (January
13, 2022), p. 10, para 18.
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The question of what is significant, unforeseen or extra-ordinary also requires
judgement. As examples, the Board generally requires a formal hearing process
for capital costs in excess of $5 million, this would be a reasonable cut off to
consider an unplanned retirement subject to Policy 6350. Further, significant,
unforeseen or extra-ordinary may not relate to a dollar, but the percent of the
asset pool the retirement represents. The Board provides these examples merely
as context and should not be considered prescriptive.

... The Policy, as currently written, permits flexibility. Policy 6350 requires NS
Power to write an asset off in the year it is no longer used and useful. It goes on
to state in order to enhance rate stability, which could include rate shock or
reduced return in that year as examples, the utility can seek approval to amortize
the balance for up to five years with Board approval. The deferral of this write off
creates a regulatory asset. Further, Policy 6350 states the unamortized cost may
remain in rate base, and any cost of capital should be expensed in the period
incurred. These decisions related to rate base and return are only to be made if
the Board approves deferring the write off. The Board considers the return on a
regulatory asset separately from the initial investment.

The Board concludes the intent of Policy 6350 aligns with the flexibility that can
be provided and confirms decisions related to return on assets, subject to Policy
6350, shall remain on a case by case basis.”

Q: What changes in accounting policies would be required to implement the DDA?

A: NS Power states that:

NS Power has not assessed the requirement for revisions to its Accounting
Policies to accompany the creation of the DDA and the transfer of costs to that
account. If the DDA is approved and NS Power determines that a change to the
Company'’s accounting policies are required, NS Power would request approval
of the proposed changes from the Board at that time.8°
Q: Why did NS Power not propose to use asset-specific deferral accounts to
account for the unrecovered plant balances due to early retirements?
A: NS Power states that this was not discussed in the DDA Evidence “because the DDA
mechanism was judged to be a superior approach.” It is not entirely clear why NS Power

determined that the DDA mechanism is superior, because its only explanation is that this

9 NSUARB, Board letter on NS Power Revised Accounting Policies, Matter No. M09929 (May 5, 2020), pp.
2-3.
80 Exhibit N-41, NS Power response to NSUARB IR-73(d).
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approach was common when “generating assets were being sold or where securitization of
transition costs was implemented.”8!
NS Power identifies three differences between an asset-specific deferral account and
its proposed DDA, as follows:
31. Asset-specific deferral accounts are not structured to recover the cost of a specific
‘one-off’ activity such as asset retirement or sale;
32. The DDA would track eligible energy transition costs on a cumulative basis rather
than a standalone basis; and
33. The DDA would adjust, where appropriate, to account for changes that are
incremental/decremental to what was included in base rates or captured
completely in a rate rider such as the FAM.82
In our opinion, asset-specific deferral accounts and securitization both have significant

advantages over the proposed DDA. We will discuss securitization in Section O below.

Please explain why you believe asset-specific deferral accounts have
advantages over the proposed DDA.

While NS Power cites the cumulative nature of the DDA proposal as an advantage, we view
at as a potential complication. NS Power has not proposed a specific approach to rate
recovery, which is itself problematic, so we will have to speculate.

In each year, presumably the Board would determine what percentage of the DDA
should be recovered, similar to a depreciation rate. However, as assets are added to the DDA
(or credits reduce the DDA), the regulatory asset’'s depreciation cost would increase (or
decrease). This would result in volatility in the revenue requirement that may be difficult to
forecast.

Another approach might be for the Board to set a fixed cost recovery amount. In this
case, the depreciation cost for new assets added to the DDA would not be recovered. This
cost deferral would result in carrying costs for the additional DDA assets, further increasing
the balance of the DDA. While the accounting is feasible, it seems unnecessarily complicated
for transactions in which the balances are known, such as early plant retirements.

We view the use of an asset-specific deferral account with a known lifetime and

scheduled amortization as being more easily understood and tracked. In terms of flexibility,

81 Exhibit N-34, NS Power response to CA IR-32(a).
82 Exhibit N-34, NS Power response to CA IR-32(b).
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the Board could consider revising Accounting Policy 6350 to allow amortization periods

longer than five years.

Q: Why might the Board wish to extend the amortization period for retired assets
beyond five years?

A: The Board has considered the length of the amortization period from the perspective of
intergenerational equity. NS Power’s consultant Mr. Reed has expressed different views on
this question, depending on the circumstances. In his Annapolis Tidal Retirement evidence,

the Board summarized Mr. Reed’s testimony as noting:

... the need to minimize the intergenerational equity issue relating to the length
of time between the benefits being received from an asset (pre-2019), and who
in the future will be paying for the remaining cost, stating the need to promptly
present an application to accelerate the cost recovery of that asset.83

In that proceeding, the Board agreed with Mr. Reed.84

However, in the DDA Evidence, Mr. Reed expresses a different view, as follows:

In terms of intergenerational equity, the Company’s proposal considers that
there are future benefits to customers of decarbonization, including avoided
emissions, less exposure to volatile commodity prices, less expensive base load
generation, avoided carbon tax costs, and environmental and societal benefits
that come with renewable “green” energy. This measure of customer benefits
supports a longer recovery period for energy transition costs. The Energy
Transition in Nova Scotia is occurring at an extraordinary pace, and the assets
that will need to be retired have already provided great value to customers and
are actively included in planning and implementing the Energy Transition
through the Company’s IRP processes. It therefore follows that it is appropriate
that the costs of these assets be recovered over a period reflecting the future
benefits provided by the Energy Transition whose length will be at the discretion
of the NSUARB, not over the remaining life of the thermal assets.8>

The DDA Evidence also discusses the rate impacts of the combination of asset retirements

and new investments, including renewable energy resources.86

83 NSUARB, Board Decision in Annapolis Tidal Generation Station Retirement, Matter No. M10013 (January
13, 2022), p. 17, para. 37.

84 NSUARB, Board Decision in Annapolis Tidal Generation Station Retirement, Matter No. M10013 (January
13, 2022), p. 42, para 86.

85 Exhibit N-17, Appendix 7A, DDA Evidence, p. 28.
86 Exhibit N-17, Appendix 7A, DDA Evidence, pp. 22-23.
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Our opinion falls somewhat in between these two views. We generally agree that the
amortization period should begin promptly and minimize the length of time between the
benefits received from the asset and those who pay for the asset. On the other hand, we agree
that the cumulative costs of the energy transition will be larger than retirement costs
considered in past proceedings, with potentially substantial bill impacts. Circumstances
may arise in which the Board may prefer to extend the amortization period of a deferral

account beyond five years.

Should uncollected decommissioning costs be included in the DDA?

No. We see no compelling reason to develop entirely new accounting policies to handle the
uncollected (or underestimated) costs associated with decommissioning assets that are
retired early. NS Power will need to file a capital work order or other application for this
work, and the costs can be treated in a manner that is similar to the amortization costs

associated with early retirements.

Securitization—Alternative to Deferral Accounts

Please explain securitization and your views on this option.

RMI describes securitization as follows:

A ratepayer-backed securitization allows ratepayers to directly raise low-cost
debt on the basis of a pledge of the future revenues from a dedicated surcharge
on their bills. The proceeds from the debt issuance can then be used to finance
near-term ratepayer obligations or needs. For example, a rate-regulated tariff on
a coal plant is generally sized to allow for both recovery of investments in the
plant made by its owner, along with an administratively set return on that
investment over the life of the plant. If the plant becomes uneconomic to run,
then barring any utility malfeasance, the owner is generally able to continue to
recover historic investments and a return on unrecovered capital through tariffs,
even if the plant is factored down or retired. Much like refinancing a mortgage,
securitization allows ratepayers to refinance that obligation to reduce their
financing costs from a higher return on utility capital (often including higher-
cost equity as well as debt) to lower-cost securitized debt.8”

87 Paul Bodnar et. al., How to Retire Early: Making Accelerated Coal Phaseout Feasible and Just, RMI, 2020,

p. 29.
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Securitization requires specific enabling legislation. We are not aware of any legislative

2 authority for the Board to securitize the undepreciated balance of coal-related assets that
3 NS Power retires.
4 If federal or provincial legislation is passed to enable the use of securitization, we
5 believe it could be far more effective at mitigating the rate shock associated with the clean
6 energy transition than the proposed DDA because it actually reduces the cost of paying down
7 the financial obligations. While NS Power estimates that the financing cost of the DDA
8 during the 2022-2024 GRA period would be $39.4 million, if the same assets were
9 securitized as debt, the cost would be only $29.1 million.88
10 The Board may wish to use the decision in this matter to support federal or provincial
11 legislation authorizing securitization to recover approved costs associated with early
12 retirements.

13 3.  Eastern Clean Energy Initiative (ECEI) Projects

14 Q: Please summarize NS Power’s proposal to include ECEI project costs in the
15 DDA.
16 A: NS Power proposes to add $350.4 million in capital costs to rate base in 2023 and 2024 for

17 four ECEI projects, with associated depreciation and return.s® As discussed in Section VI.B,
18 the revenue requirement over the 2022-2024 GRA totals over $57 million. They are
19 included in the 2022 ACE Plan as subsequent submittal project, but as the applications have
20 not been filed, NS Power has not specified their entire scope of work.

21 e (C0044391 ECEI Transmission — a single regional transmission line;

22 e (C0045132 ECEI Energy Storage — 200 MW of grid scale batteries interconnected
23 at the transmission level;

24 e (C0044771 ECEI Wind — utility-owned wind generation (this is not the provincial
25 rate base procurement); and

26 e (C0044392 ECEI Coal Conversion — conversion of a single coal-fired unit to

27 natural gas.

28 NS Power does not propose to include the $350 million in ECEI costs in the DDA.
29 Rather, “NS Power is proposing to include costs incremental (or decremental) to the amount

88 Exhibit N-39, NS Power response to Munis IR-10(b, d).
89 Exhibit N-41, NS Power response to NSUARB IR-95, Attachment 1.
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included in NS Power’s revenue requirement associated with the Company’s obligation to
meet the legislative decarbonization requirements in the DDA.”?° For example, if no ECEI
applications are approved by 2024, then the estimated revenue requirement of $57 million

for those projects (see Section VI1.B) would presumably be credited to the DDA.

Q: Would the inclusion of any ECEI capital costs in a deferral account be
consistent with precedent?

A:  As NS Power recognizes, the DDA is unprecedented and, furthermore, the use of a deferral
account for the costs of new utility-owned generation would be unprecedented in Nova
Scotia and apparently in North America.®! Thus, even though deferral accounts have been
used by some utilities for transmission system investments, including battery storage
projects, the use of a deferral account to finance utility-owned wind generation and coal

conversion projects may be unprecedented.

Q: Should NS Power’s proposal to reconcile ECEI project costs be approved?

A:  Yes, with modification. We are supportive of using a deferral accounting mechanism for
ECEI project costs because of the unusual circumstances in this GRA. The forecast $350
million addition to rate base and associated $57 million revenue requirement is substantial
and is driven by recent federal and provincial policies as well as system needs. If NS Power
is able to proceed with these investments on schedule, it is reasonable to include their costs
in the future test year rate base.

However, there is substantial risk that NS Power’s actual costs will fall short of the
forecast used to develop rates, such as if the Board ultimately denied ECEI project
applications or projects are delayed. In such circumstances, customers could pay as much
as $57 million for these projects during the 2022-2024 period even though up to $350

million in rate base costs are not actually incurred.

9 Exhibit N-41, NS Power response to NSUARB IR-92(b).

91 Exhibit N-41, NS Power response to NSUARB IR-72. With respect to the use of any type of deferral account
for new utility-owned generation, in an information request, NS Power was asked to comment on the
observation that in the DDA Evidence, “all of the cited precedents from other jurisdictions related to utility-
owned generation assets are past investments.” NS Power contested the premise of this question, stating that
it is “incorrect that ‘all’ of the cited cases relate exclusively to past investments.” NS Power stated that the DDA
evidence discussed “resource replacements, advanced metering infrastructure and grid modernization.”
Exhibit N-34, NS Power response to CA IR-29(c)(ii). None of the examples are new utility-owned generation.
The resource replacements, other than storage, referenced in the DDA evidence are PPAs. Exhibit N-17,
Appendix 7A, DDA Evidence, p. 14.
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It seems reasonable to us to establish a capital tracker for the ECEI projects given their
importance and magnitude. As discussed in Section VI1.B, NS Power proposes that “If the in-
service date of a project required to meet decarbonization mandates was delayed, the
decrease in operating costs and depreciation expense would result in a reduction to the
DDA.”92 Using a deferral account to account for the difference between the forecast costs for
the ECEI projects and the actual costs does not reduce rates immediately upon denial or
delay of a project, but the “reduction to the DDA” could benefit customers at some future

date by reducing the revenue requirement associated with the DDA.

Should indirect costs and savings associated with ECEI capital project costs be
included in a deferral account?
No. Including those indirect effects would be too complex for a deferral account that is
supposed to accumulate known costs. Identifying the indirect costs and savings would be
complicated and contentious. Parties might argue that addition of a transmission line,
battery facility or wind farm would increase the operation of some thermal generators and
reduce the operation of others, changing maintenance intervals are other O&M costs. Or
that the need for other capital projects were accelerated or delayed by the ECEI project. In
that process, NS Power would obviously have advantages in arguing for inclusion of alleged
indirect costs and exclusion of potential savings. Extensive consultation and regulatory
review would be needed to assess the validity of those claims, negating the potential benefits
of the deferral account.®® NS Power has not proposed specific accounting policies as to how
such costs or savings would be identified and how to avoid single-issue ratemaking
problems.

In any event, it is unlikely that ECEI projects will be placed in service much before
2025. NS Power can file a new GRA to account for forecast indirect costs and savings

associated with these projects.

92 Exhibit N-34, response to CA IR-45(a).

93 These problems do not arise in a GRA, in which all prudent costs are rolled into rates, regardless of their
indirect connection to ECEI projects.
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Other “Appropriate” DDA Costs

What are some other costs that NS Power believes would be appropriate to
include in the DDA?

NS Power suggests that grid modernization,®* PPAs related to the energy transition,®
workforce transition,®® and advanced metering infrastructure (AMI)% costs might be

appropriate to include in the DDA.

Should grid modernization costs be included in the DDA?

No. While grid modernization initiatives are often capital-intensive projects, they are
complex and may provide new services as well as replace obsolete equipment. Grid
modernization is a very broad term, ranging from conventional upgrades (capacity, control,
monitoring, redundancy and resilience) to emerging high-technology solutions.
Determining which expenditures would be eligible for DDA treatment would not be
straightforward. To the extent that grid modernization initiatives include the replacement
of obsolete equipment that are currently in rate base, then the return on the equipment in
rate base and the return on the replacement equipment in the DDA would represent
duplication of the return.

It may be appropriate for NS Power to apply for deferral treatment when a substantial
grid-modernization project is included in an ACE Plan or Subsequent Submittal application.
The DDA Evidence discusses Duke Energy’s South Carolina application for deferral of its
Power/Forward project. The accounting order authorizing the deferral account included
substantial caveats, including the opportunity for parties to address “the reasonableness of
these costs, any return sought, and including any carrying costs in a subsequent general rate

case or other proceeding.”98

Should power purchase agreement (PPA) costs be included in the DDA?
No. PPA costs are generally expenses. For example, the DDA Evidence discusses AEP Ohio’s

use of a rider to flow through the net revenues or costs associated with its sale of contractual

94 Exhibit N-17, Appendix 7A, DDA Evidence, pp. 17-18.

9 Exhibit N-34, NS Power response to CA IR-29(c)(i). Exhibit N-17, Appendix 7A, DDA Evidence, pp. 15-16.
9 Exhibit N-17, Appendix 7A, DDA Evidence, pp. 14-15.

97 Exhibit N-17, Appendix 7A, DDA Evidence, pp. 16-17.

98 Public Service Commission of South Carolina, Docket No. 2018-206-E, Order No. 2018-751.
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power into a wholesale market.®® While these costs were potentially associated with revenue
recovery associated with utility-owned renewable energy resources, the DDA Evidence
suggests that AEP Ohio’s rider was handled on an expense basis. Adding PPA expenses (or
net revenues) to the DDA would result in immediate treatment of those costs as a capital
asset. This is unreasonable as a default approach.

Instead, PPA costs should continue to be treated as costs within FAM. If there is a net
increase in FAM costs as a result of new PPAs (e.g., the PPA costs exceed the fuel savings),
then the net impact on the FAM will deferred at the cost of capital until the next GRA or FSP

is approved and rates are set to recover the imbalance.

Should workforce transition program costs be included in the DDA?

No. Workforce transition costs are generally expenses. For example, the DDA Evidence
discusses PG&E’'s employee retention, retraining and severance program, which were
financed through an expense account.l°© Even if NS Power proposes a transition program
whose costs are expenses, adding it to the DDA would result in immediate treatment as a
capital asset. This is unreasonable as a default approach.

Furthermore, NS Power has not recently proposed a transition program that required
special rate treatment, and thus there are no precedents for how it would be structured and
monitored for prudence.

If NS Power wishes to propose a transition program covering costs that it believes are
not reasonably covered by its existing revenue requirement, it should file an application and

request appropriate rate treatment within that application.

Should AMI costs be included in the DDA?

No. NS Power’s AMI project has already been approved and is nearly complete. NS Power
does not specifically propose including these costs in the DDA but mentions this as an
example of appropriate costs for a DDA in the DDA. There is no need for AMI costs to be

included in the DDA.

99 Exhibit N-17, Appendix 7A, DDA Evidence, p. 15.
100 Exhibit N-17, Appendix 7A, DDA Evidence, pp. 14-15.
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5. Proposed Mechanisms to Reduce the DDA

Q: Will the DDA be reduced during the 2022-2024 GRA period?
A: Potentially. NS Power proposes three means by which the DDA balance may be reduced.
First, NS Power proposes to apply the customer portion of the earnings sharing
mechanism (ESM) to reduce the balance of the DDA.10! This would be in lieu of past practice
in which the FAM was used to account for customer benefits from the ESM.
Second, NS Power suggests that it needs a deferral account to accept federal funds for
decarbonization programs whose timing is not matched with NS Power’s costs.102
Third, NS Power proposes to reduce the DDA with cost savings from any ECEI projects

whose costs are lower than forecast.

Q: Isthe DDA necessary for customers to benefit from the ESM?

A: No. Either the existing FAM mechanism or the DDA could provide customers with offsets
to future rates. The FAM mechanism is somewhat more certain on timing, as the benefits
would be applied to a FSP update in 2025 irrespective of whether or not NS Power chooses

to file a GRA for 2025 rates.

Q: Isthe DDA necessary to accept and account for the benefits of federal program
funds?

A:  Probably not. NS Power states that, “The accounting treatment for any funds received from
the federal government would depend on the conditions under which those funds were
provided.”193 NS Power further explains that where grant funding is provided for capital
projects, it would “add the net amount to rate base and recover the net amount of capital
investment from customers.”%4 It is possible that federal government funds intended to
cover expenses such as new fuel costs or employee transition costs, rather than capital,
might require novel accounting treatment.195 Any such circumstances should be dealt with

when further information is available.

101 Exhibit N-17, Appendix 7A, DDA Evidence, p. 22.

102 Exhibit N-17, Appendix 7A, DDA Evidence, pp. 22, 26-27.
103 Exhibit N-41, NS Power response to NSURB IR-5(d).

104 Exhibit N-41, NS Power response to NSURB IR-5(d).

105 Exhibit N-41, NS Power response to NSURB IR-5(a).
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Is the DDA necessary to account for cost savings from ECEI projects?

As discussed in Section VII.A.3, we believe that a capital tracker styled deferral account

3 could be useful for this purpose.
4 Is the proposed DDA necessary to accommodate revenues and cost savings?
5 Overall, we are not persuaded that NS Power’s identification of three methods for reducing
6 the DDA justifies creating such an ambiguous and broadly-scoped deferral account. We
7 support the use of single-asset deferral accounts for retirements (with potential
8 modifications to extend the amortization period beyond the current 5-year limit) and a new
9 type of special-purpose, two-way capital tracker deferral account for the four proposed ECEI
10 projects, as discussed in Sections VII.A.1 and VII.A.3, respectively. Any revenues linked to
11 those assets can be accounted for within those mechanismes.
12 B. DSM Rider
13 Please summarize NS Power’s request for a DSM Rider.
14 NS Power proposes to reinstate the use of a DSM Rider. The DSM Rider would pass through
15 costs associated with EfficiencyOne’s (E1) DSM program costs, including both the estimated
16 DSM program costs and a true-up Balance Adjustment that would reflect the difference
17 between actual costs and billed amounts.1° NS Power argues that, “It is not appropriate or
18 necessary that positive or negative variances in DSM program spending accrue to NS
19 Power.”107
20 NS Power proposes to include the DSM Rider as a separate line item on customer bills
21 in order to “promote transparency as to programs and costs managed by NS Power and
22 EfficiencyOne.”108
23 Do you agree that E1’s DSM program costs should be passed through to
24 customers?
25 Yes. We agree that NS Power should neither benefit from over recoveries nor be penalized
26 due to under recoveries of DSM program costs. If the revenue requirement for DSM

106 Exhibit N-16, Application, pp. 102-103.
107 Exhibit N-16, Application, p. 103.
108 Exhibit N-34, NS Power response to CA IR-33(a).
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1 program costs is included in NS Power’s base rates, it could create an incentive for NS Power

2 to delay or diminish E1l's DSM programs in order to reduce its costs.

3 Q: Doesthe 2015 legislation that ended the DSM Rider prohibit a new DSM Rider?
4 A: It appears that the 2015 legislation was carefully worded to only void the February 1, 2013
DSM Rider.

(93]

Q: Would the proposed DSM Rider be similar to the FAM?

6
7 A:  Yes. We agree with NS Power that these riders share several characteristics, including that
8 each:

9

e Isdesigned to recover actual costs;

10 e Recovers costs largely outside of NS Power’s direct control (especially for DSM);
11 e Follows cost oversight in a well-established regulatory process;

12 e Provides a well-established cost-of-service basis for costs; and

13 e Issetin advance, then trued up based on actual costs and revenues. 109

14 Q: Are there important differences between the proposed DSM Rider and the
15 FAM?

16 A: Yes, those differences include the following:

17 e Underlying FAM costs are managed by NS Power, DSM costs are managed by E1;
18 e Magnitude of FAM costs is higher than DSM costs;

19 e Volatility of FAM costs is greater than DSM costs;

20 e FAM costs are subject to an audit, while DSM savings are subject to an evaluation
21 report;

22 e FAM reporting includes monthly, quarterly, annual, and biannual reporting

23 elements, while the DSM program includes quarterly, annual and triennial

24 reporting elements;!° and

25 e Stakeholders engage in the FAM process through the Small Working Group and
26 in the DSM program oversight through the DSM Working Group.

27 Q: Do you support NS Power’s proposed DSM Rider?
28 A: No. While we agree that actual DSM program costs should be fully recovered from
29 customers without opportunity for over or under recovery, NS Power’s justification for a

30 separate rider is not convincing.

109 Exhibit N-34, NS Power response to CA IR-33(b).
110 Exhibit N-34, NS Power response to CA IR-33(b).
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First, we do not agree with NS Power that stakeholder engagement in the process of

2 reviewing actual revenues and the calculation of the annual true-up is best conducted by the
3 DSM working group. While there is significant overlap in the membership of the FAM Small
4 Working Group and the DSM Working Group, the current focus of the two groups is quite
5 different.
6 The FAM Small Working Group is used to reviewing revenue forecasts and NS Power’s
7 FAM reporting has a well-established, if complex, process for reporting on annual true-ups.
8 The DSM Working Group does not have any analogous reporting process. Furthermore, the
9 DSM Working Group is intended to have participants who bring DSM program expertise to
10 the group, and many of its members will not be familiar with accounting practices such as
11 those used in the FAM.
12 Overall, we think the addition of a true-up process to the DSM Working Group would
13 be an inefficient use of that stakeholder group’s time and focus.
14 Second, we do not agree that it is necessary or important to have the DSM Rider appear
15 separately on customer bills. In our experience, customers are more likely to find a
16 proliferation of separate charges on bills to be confusing. When customers review monthly
17 bills, they are not usually looking for information regarding who manages the costs, they are
18 looking to verify that the charges are reasonable and accurate, and may also be looking for
19 information that would help them reduce their bills.
20 We will discuss our alternative recommendation below.
21 C. Storm Rider

22  Q: Please summarize NS Power’s request for a Storm Rider.
23 A: NS Power proposes a new Storm Rider to collect storm restoration costs in excess of forecast
24 costs for Level 3/Level 4 storms. The Storm Rider would be capped at 2 percent of forecast

25 retail revenues, with any excess being deferred to the subsequent year. 111

26 Q: Will a Storm Rider properly incentivize NS Power to invest in the grid?
27  A:  Awell-designed Storm Rider can maintain appropriate incentives for NS Power to invest in

28 the grid. It is a reasonable concern that NS Power might not maintain or winterize its grid

1 Exhibit N-16, Application, pp. 104-105.
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facilities if it can just wait for a storm to damage them and then pass the costs along to
customers.

NS Power proposes to avoid this incentive by only being allowed to pass through costs
in excess of its forecast costs for the largest storms. It would retain an incentive to avoid
these costs because it would benefit when costs were lower than forecast for all storms.

We think it could be useful to add additional incentives for cost control and will discuss

these in our recommendation below.

Would the proposed Storm Rider be similar to the FAM?
Yes. We agree with NS Power that these riders share several characteristics, including that

each:
o Is designed to recover actual costs;
o Recovers costs driven by causes largely outside of NS Power’s direct control,;
o Follows cost oversight in a well-established regulatory process;
e Provides a well-established cost-of-service basis for costs; and
¢ Issetinadvance, then trued up based on actual costs and revenues.!!2

Are there important differences between the proposed Storm Rider and the
FAM?

Yes. The most important is that while the resulting FAM balance is allocated to or from
customers, the Storm Rider is a one-way tracker, with costs in excess of the forecast

recovered but no credit for costs below forecast. Other differences are as follows:

e Magnitude of FAM costs is higher than storm costs;

o Volatility of FAM costs is greater than storm costs;

o FAM costs are subject to an audit, while Storm Rider costs would be overseen
through an application process;

o FAM reporting includes monthly, quarterly, annual, and biannual reporting
elements, while NS Power proposes that the only reporting for the Storm Rider
would be through the annual application process;3 and

e Stakeholders engage in the FAM process through the Small Working Group and
would be able to participate in the Storm Rider application as parties to the
proceeding.

12 Exhibit N-34, NS Power response to CA IR-34(b).
113 Exhibit N-34, NS Power response to CA IR-34(b).
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Do you support NS Power’s proposed Storm Rider?

We are ambivalent regarding the need for any Storm Rider. NS Power’s evidence does show
that Level 3 and Level 4 storm costs are highly variable. This places NS Power at significant
cost risk if there are several years with high storm costs in a row.

On the other hand, as NS Power acknowledges, “In absolute and relative terms, the
magnitude and volatility of costs of fuel are vastly greater than those to be recovered
through the Storm Rider.”*4 (emphasis added)

We also view the proposal as inequitable, in that costs over the forecast are eligible for
recovery, but if costs are below forecast, NS Power makes no provision for their refund. We
estimate that NS Power’s proposed storm rider would result in average cost recovery of
$15.4 million plus carrying costs, with actual costs of only $13.4 million. Our estimate is
shown in Attachment 3 and assumes that costs are distributed using a lognormal function
(a normal distribution cannot be used since costs are never negative).

We may be too cynical, but surely NS Power was aware that this would be seen as
inequitable and expected that this would be modified.

We will discuss our alternative recommendation below.

D. Recommended Regulatory Oversight for DSM and Storm Riders

What is your recommendation for the DSM and Storm riders?

We recommend that the Board direct NS Power to incorporate the DSM and Storm riders

into the FAM. The forecast DSM and storm expenses should be included in FAM rates after

allocation to classes. Reporting of actual costs and revenues should be aligned with FAM

quarterly and annual reporting; monthly FAM reports should remain limited to fuel costs.
NS Power may object to including DSM costs in the FAM on the basis that the FAM is

designed to recover fuel costs. We believe this recovery mechanism would be appropriate,

since:
e the FAM already recovers non-fuel costs, such as the Earnings Sharing
Mechanism;
e DSM programs complement reduce the consumption of fuel;

14 Exhibit N-34, NS Power response to CA IR-34(b).
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o DSM costs are expenses; and
o NS Power has even less control over DSM expenditures than it has over fuel
costs.

Storm costs are somewhat more dissimilar. They are also expenses, but they are not
related to fuel consumption. However, the Board has used the FAM to account for other
non-fuel adjustments in the past. Since both DSM and storm costs are proposed to be trued-
up on an ongoing basis, they have much in common with the FAM.

As noted above, we are ambivalent about whether the Storm Rider should be
approved. If the Board determines that all storm costs should instead be included in base
rates, then our recommendation would apply only to the DSM Rider.

If the Board decides that it is appropriate to establish a mechanism to track storm
costs, then we recommend two measures to promote accountability for avoiding storm costs
in the first place, and managing those storm costs that are inevitable.

First, we recommend that the Board determine the appropriate average level of
revenue recovery for storm costs and place these into base rates. The difference between
actual costs and revenue recovery for storm costs should be trued-up in the FAM. In order
to promote accountability, we recommend that NS Power bear responsibility for a portion
of excess storm costs and retain a portion of below-average storm costs.

This cost-sharing mechanism is shown in Attachment 3. Using the assumption that
storm costs are distributed using a lognormal function, we recommend an alternative
revenue requirement that would, on average, result in recovering the average forecast costs
could be cost recovery in base rates of $13.4 million with a true-up of 80% of the difference
between actual Level 3/Level 4 storm costs and the $13.4 million in base rates. That would
give NS Power’s shareholders 20% of any below-average storm costs and responsibility for
20% of any excess storm costs. The maximum net cost to shareholders would be very
unlikely to exceed about $4 million, even if annual costs exceed the five-year historical
maximum by as much as 60%.

A less desirable alternative, giving NS Power no cost-control incentives, would be a
two-way true-up for all costs, setting the true-up fraction to 100%. If the Board selects this
approach, we recommend that base rate recovery be reduced to the median forecast storm
costs of $12.03 million (calculated in Attachment 3) rather than the mean forecast of $13.40

million in the Level 3/Level 4 storm costs.
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Second, if the Board approves a mechanism to track storm costs, there should be an
annual or biennial proceeding in which the Board and parties have an opportunity to review
NS Power’s performance on avoiding storm costs and managing those storm costs that are
inevitable. The annual performance standards proceeding might be an appropriate
procedural mechanism for such a review, although the storm-cost review may be more more
detailed than the rest of the issues covered in those matters.

The Board could require NS Power to submit, in addition to its existing reports, a new
report on storm costs. The report would include a summary of the costs incurred due to
storms, the causes of the damages contributing to those costs, and data on factors
contributing to the costs (e.g., age and condition of damaged equipment, vegetation
management, adequacy of labour and materials), etc. Parties would then have the
opportunity to file information requests and comments on the report. If the Board identifies
material issues in those comments, it could order further proceedings or open up a new

matter at its discretion.

VIII.Cost Allocation Issues

Q: Which issues do you discuss, with respect to the COSS?
A:  We deal with three groups of issues:
e Generation cost classification and allocation:;
e Sub-functionalization of primary and secondary costs for poles; and

¢ Minimum system study used in the classification of distribution costs.

Q: Was your review of the COSS constrained in any manner?

A:  Yes. In contrast to the rest of the COSS computations, NS Power’s Application did not
provide the data or computation of its so-called “minimum system study,” which was the
source for the classification of distribution costs between customer number and demand, as
well as the pole and wire subfunctionalization, both of which we discuss below. The only
reference to this important study in the Application is a general description and in
Concentric Energy Advisors’ report (Appendix 11A), pp. 3-5, where it is referred to as
“distribution system sub-functionalization and classification.”

As discussed in Section IV.B, NS Power provided the minimum system study in

response to Synapse IR-032 (Exhibit N-44). Since the proceeding does not provide an
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opportunity for further information requests on discovery responses, we have not had any

opportunity to probe the basis of the data or assumptions in the minimum system study.

Q: What aspects of the minimum system study are not well documented?

A:  The minimum system study is based on data collected by NS Power for 42 feeder sections.

We do not have any way of knowing how representative the selected sections are
(in terms of urban, suburban and rural service; service voltage and hence cost; or
underground/overhead mix), or how NS Power selected the 42 feeder sections.
Concentric excluded seven of the feeder sections from the pole analysis, without
explanation.

NS Power does not provide a justification of the minimum size for the various
types of conductor.

NS Power provides the length of each feeder section in meters in its response to
CA IR-11(f) and uses the length of each section in terms of “50-meter spans” in
the minimum system study.!'> These two sources are not consistent, and we
cannot reconcile them without further discovery.

Similarly, in response to a request for “the number of phases in each line section,”
NS Power provides a “Primary Conductor Configuration (Count)” value for each
of the feeder sections.6 These values are much lower than the “50-meter spans”
in the minimum system study. Table 5 summarizes the inconsistencies in the
length of the feeders.!” While two sources specify a total length of about 638.5
km, the sources that provide numbers of spans imply 30% to 170% greater length.
The minimum system study “Conductor Circuit Length” includes conductor
lengths for primary overhead and underground conductor, which add up to the
lengths provided in NS Power’s response to CA IR-11(f), as well as length of
overhead and underground secondary and a column titled “Triplex,” without any
explanation of what the triplex length refers to or how it is used.

Table 5: Summary of Sample Feeder Section Length Data

Source Primary Meters @ 50m/Span
Spans or "Count" Meters
Discovery
CA IR-12b 16,785 839,240

115The minimum system study refers to “Count Per 50m Span” in several tabs and computes “Span Adjusted
Cost” as 50 times the cost per meter in the “Cost Tables” tab.

116 Exhibit N-34, NS Power response to CA IR-12(b).
17 We exclude the secondary line lengths, since feeders comprise the primary system.
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CA IR-11(f) 638,462 638,462
Minimum System Study

Pri_Cond_ WP 34,629 1,731,441

ConductorCircuitLength 638,464 638,464

A. Cost Classification and Allocation for Generation and Transmission

Please summarize NS Power’s classification and cost-allocation methods for
generation.

For most fixed generation resource costs (non-volumetric purchased power costs, capital
cost recovery and fixed O&M), NS Power uses the Load Factor/3 Coincident Peak (LF/3CP)
method, originally approved by the Board in 1995 and confirmed in 2013. NS Power explains

this method as follows:

A percentage of costs, equal to the system peak load factor percentage is
considered energy related and allocated on the kWh at generation. The
remaining costs are considered demand-related and are allocated based on the
sum of three coincident peak demands at generation for December, January and
February (the peak winter period). Environmental and fuel conversion assets in
the rate base are extracted up front and classified 100% as energy-related.'8

NS Power further explains that the LF/3CP method “is designed to apply only to the
baseload generation of Steam, LM6000 and Hydro. The other sources of generation such as
wind and peaking gas turbine plant are classified in a different manner in the cost of service
studies.”’® Application of the LF/3CP method to hydro includes the Maritime Link
transmission assessment that allows for the NS Block and economy energy imports.t20

Gas turbine and grid-scale battery costs are classified entirely as demand-related and

allocated entirely on 3CP, and wind generation costs are allocated 18% to 3CP and 82% to

18 Exhibit N-18, SR-01, Attachment 1a, p. 6.

19 Exhibit N-34, NS Power response to CA IR-2(d). The Port Hawkesbury and other in-province biomass
generation is also allocated using the LF/3 CP method. Exhibit N-34, NS Power response to CA IR-6(a-b).

120 Exhibit N-18, SR-01, Attachment 1c, p. 3. In 2017, when the substantial delivery of the NS Block was
anticipated in April 2018, NS Power and the stakeholders agreed to use the SLF/3CP method for the Maritime
Link cost for the 2017-2019 Fuel Stability Plan (Exhibit N-34, CA IR-6 Attachment 2, p. 2). Since that
agreement, the delivery of the NS Block was repeatedly delayed, with partial delivery starting in August 2021,
and the Maritime Link has been used more for economy energy and less for firm supplies. We do not see a
way to correct the past misallocation of the Maritime Link costs in this proceeding and the mix of services that
will be delivered in 2022—2024 remains to be determined.
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energy.!?! Generation resources under long-term contracts are treated similarly to utility-
owned assets, depending on the type of resource.?2 Short-term energy purchases are

allocated on energy.

Q: Do you have any concerns with NS Power’s cost allocation method for
generation and transmission?

A:  Yes. The cost allocation methods were developed and approved prior to the large increases
of wind and contracting for the NS Block. These are only the first of what is likely to be
several more major shifts in NS Power’s overall generation strategy. The concept of base
load power, which underlies the LF/3CP method, may gradually lose its relevance to the NS
Power generation mix. The critical periods for system reliability and driving generation and
transmission investments may no longer align with peak NS Power customer loads, but with
conditions of low wind or regional demand.

As this shift occurs, the Maritime Link will increasingly be used to access market
energy, which has substantially different characteristics than the firm hydro energy
delivered via the NS Block. Furthermore, the introduction of battery storage, construction
of the Reliability Tie, increased regional wind (and potentially solar) penetration, and
investment in other assets that are intended to serve functions historically associated with
generation, distribution and transmission raises questions related to functional

classification as well as class allocation.

Q: How do you recommend updating the cost allocation methods?

A:  We recommend that the Board direct NS Power to conduct a review of its cost allocation
methods, similar to that outlined in 2013 Cost of Service Study data request responses, with
additional stakeholder engagement and final recommendations to the Board. 122 The Board
should direct NS Power to work with stakeholders to determine the most appropriate cost
allocation methods, considering existing and future investments in carbon-free generation
resources, increased reliance on purchased power agreements (with a variety of non-
standard delivery terms), battery storage providing a variety of grid services, and

investments intended to support electrification and distributed energy resources.

121 Exhibit N-18, SR-01, Attachment 1a, p. 8.
122 Exhibit N-34, NS Power response to CA IR-6(c).

123 Exhibit N-1, NS Power 2013 Cost of Service Study Application, Matter No. M05473, Appendix A (April 11,
2013); see in particular NS Power response to Avon DR-16, beginning at p. 28 of Appendix A.
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While the primary purpose for this study would be to update the allocation of
generation and regional transmission project costs, the study should include any other
allocation issues that need to be updated to reflect emerging resources and improvements
in data and analytic capabilities. The study should not be restricted to or primarily guided
by precedent; the intent should be to align NS Power’s cost allocation methods with the types
of technologies that it anticipates relying upon in the next decade or two.

The study should also address alignment of cost allocation methods with dynamic
pricing tariffs, such as the time-varying pricing (TVP) pilot and the TOU-RTP rates. While
cost allocation and rate design are separate processes, the same planning and operational
considerations should drive the definitions of seasons, peak periods, and the like for both
processes.

The Board should direct NS Power to complete an initial proposal within 9 months of
a final order in this proceeding, and to target a completion date of the final

recommendations, in collaboration with stakeholders, within 18 months of the final order.

B. Primary/Secondary Distribution Sub-Functionalization

Why does the NS Power COSS divide the distribution costs between primary
and secondary equipment?
The NS Power primary distribution system consists of lines operating at 4,000V to
26,400V,24 running from the distribution substations over distances of miles to customers
who can be served at those voltages and to the line transformers that step the voltage down
to under 600V to serve the majority of customers (residential, streetlighting, small general,
and many larger general and industrial customers). The under-600V lines running from the
transformers to the location of customers are called the secondary distribution system.125
While all distribution customers use the primary system, the customers served directly
at primary do not directly use the secondary system. It is therefore appropriate to
distinguish secondary from primary distribution costs, to the extent that the secondary

system requires additional investment beyond the cost of serving the same loads at primary.

124 Exhibit N-34, NS Power response to CA IR-56, Attachment 1.

125 The lines from the distribution system to the customer’s meter are called service drops and should be
accounted for separately.
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How does NS Power’s COSS sub-functionalize distribution costs between
primary and secondary costs?
In splitting primary from secondary costs, NS Power applies the following sub-
functionalization rules:126
1. Substations are treated as primary.
2. Overhead conductor costs are divided between primary and secondary based on the ratio
of replacement costs for overhead primary and secondary conductor on the 42 feeders.
3. Underground line costs are divided between primary and secondary based on the ratio
of replacement costs for underground primary and secondary conductor on the 42
feeders.
4. The costs of poles are sub-functionalized base on replacement costs of the mix of
primary-only, secondary-only and shared poles in 35 of the 42 feeder sections.
a. The portion of the pole costs in the 35 sections for poles that carry only primary
are treated as primary.
b. The portion of the pole costs in the 35 sections for poles that carry only secondary
are treated as secondary.
a. The costs of shared poles are divided between primary and secondary based on
the ratio of the costs of replacement primary and secondary poles, if each shared
pole were replaced by both a primary and a secondary pole.

5. Line transformers are treated as secondary.

Which of these subfunctionalization decisions are suspect?

The derivation of the pole split (item 4) displays multiple errors.

What problems have you found in NS Power’s sub-functionalization of pole
costs?

NS Power’'s COSS relies on an inappropriate and nonsensical subfunctionalization
approach, ignores the reality that secondary does not contribute to the cost of combination
poles, ignores the benefit of secondary service in reducing pole costs, and mis-allocates

fixture that are mostly related to primary service to secondary service.

126 Appendix 11A, pp. 3—5; Exhibit N-44 NS Power response to Synapse IR-032, Attachment 2.
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1 Q: Howdid Concentric determine the primary/secondary split of poles?

2 A “Concentric assumed that at each feeder, in the absence of combination poles, there would

3 have to be the same number of primary only and secondary only poles,” but provided no
4 basis for the assumption that NS Power’s hypothetical refusal to allow secondary lines on its

5 primary poles would result in someone (perhaps NS Power, perhaps groups of secondary

6 customers) building redundant poles to carry those secondary lines.’2?” Concentric then

7 allocated the cost of the combination poles in proportion to the estimated costs of the two

8 types of poles.

9 Rather than using all 42 feeder sections, Concentric used only 35 feeder sections,
10 leaving out two suburban sections (3S-309 and 70W-312) and five rural sections (19W-312,
11 2C-402, 57S-402G, 604C-311G, and 627V-311) that were included in the 42 sections and
12 used in the conductor analysis. We do not know why Concentric excluded those feeder
13 sections from the pole analysis.

14 Q: Isthis areasonable counterfactual for the allocation of poles?

15 A: No. Thatis a highly inappropriate approach. All distribution customers pay for the primary

16 system, including poles; to suggest that secondary customers should pay twice for the same
17 poles is ridiculous.

18 In other contexts. NS Power appears to recognize the inequity of repeatedly charging
19 a group of customers for the same equipment. From our review of the COSS, it appears that
20 streetlights attached to poles carrying conductor are not charged separately for their share
21 of those poles, even though a redundant dedicated light pole would be nearly as expensive
22 as the hypothetical redundant secondary poles. The decision not to triple-charge the
23 streetlights for poles (for primary, secondary and bracket attachment) is fair. The
24 streetlights pay for a portion of the pole costs, based on the same allocators as other classes,
25 and impose little or no incremental cost by attaching to the poles.

26 Yet NS Power proposes to double-charge secondary customers for the fact that
27 secondary lines are attached to many poles that would be required to primary anyway, even
28 though those secondary lines do not appear to impose any additional pole costs. A more
29 appropriate approach would be to compare the cost of the actual system (including
30 combined poles) to the costs of an all-primary system, to determine the incremental cost of

127 Exhibit N-34, NS Power response to CA IR-13.
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1 NS Power providing secondary service, similar to the actual configuration of the system for

2 customers currently served at primary.

3 Q: Has NS Power analyzed how much less expensive the combination poles would
4 be if they did not carry secondary lines?

5 A: No. NS Power says that it is unable to determine how many combination poles would be
6 shorter because without the secondary lines, because “pole height is driven by a number of
7 factors including but not limited to sag, clearance and safety requirement, and joint use
8 separation.”128

9 Q: Have you estimated how the costs of the combination poles differ from the
10 costs of the primary-only poles?
11 A: Yes. For the Poles_WP tab of the minimum system study, we computed the average costs
12 for primary and combination poles for both the simple average over the 35 sections and the

13 quantity-weighted average, as shown in Table 6.

14 Table 6: NSP-Estimated Replacement Costs per Pole

Simple Average | Weighted Average
Costs
Primary $466 $434
Secondary $266 $266
Combination $448 $453
Ratios
Combination: Primary 96% 104%
Secondary: Primary 57% 61%
15 The cost per pole is essentially equal for the primary poles as for the combination
16 poles, with the combination poles being a bit more expensive for one averaging technique
17 and a bit less expensive with the other. Across the 35 feeders, the ratio of the cost of the
18 primary poles to the combined poles varies from 92% to 136%, with a standard deviation of
19 almost 10%, so the costs of the combined and primary poles are not significantly different,
20 in either the statistical or the practical sense. In other words, the incremental cost of adding
21 secondary to a pole required for primary is effectively zero.

128 Exhibit N-34, NS Power response to CA IR-14.
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1 Q: How should the combination pole costs be sub-functionalized?

2 A: The combination pole costs should be allocated in exactly the same way as the primary pole
3 costs. Once the secondary customers are allocated their share of the primary poles (based
4 on demand and/or customer number), there is no basis for charging them a second time for
5 the same poles. Secondary customers do not require additional poles, by virtue of being
6 served at secondary; they just allow NS Power to save money on the poles.

7 Q: How should the poles carrying only secondary lines be sub-functionalized?

8 A:  We recommend the simplest approach, which is just to allocate all pole costs to all
9 distribution customers on the same basis (which we show in Section VIII.C to be primary
10 demand).
11 Alternatively, if the Board decides that NS Power should functionalize, classify and
12 allocate the secondary-only poles to secondary customers, then NS Power should provide
13 secondary customers an offset credit for the lower average cost of the poles they require. As
14 shown in Table 6, secondary poles are much less expensive than primary or combination
15 poles. A primary customer in the same location would require a much more expensive pole
16 (or poles) to carry the additional spans of primary. This approach would be rather
17 complicated, but would reduce the costs allocated to secondary customers, compare to
18 allocating all poles to all distribution customers.

19 Q: How do the minimum system study and COSS treat the cost of pole fixtures,
20 such as cross-arms, brackets, stays, and the like?

21  A: The Concentric minimum system study deals only with the costs of the poles themselves,

22 ignoring all the fixtures, most of which are required for the higher voltage and greater
23 clearance requirements of the primary lines. Yet the COSS subfunctionalizes the costs of
24 fixtures in proportion of the minimum system study split of the poles. Hence, even if its
25 approach were otherwise appropriate (which it is not), NS Power has allocated too much of
26 the fixture costs to secondary service.

27 NS Power also failed to account for the stub poles, which do not carry any conductors,
28 but steady the conductor-carrying poles, especially as the feeder changes directions or
29 terminates.’?® Those poles are more often required for the poles with primary lines, which
30 tend to be taller and bear the tension of many spans of line.

129 Exhibit N-34, NS Power response to CA IR-14(b).
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C. Minimum System Study for Classification of Distribution Costs

Q: What is the premise of a minimum system study for a distribution system?

A: Thisapproach is premised on the assumption that the length of the distribution system, and
hence at least the number of spans of primary conductor and the number of poles, is driven
by the number of customers, while the size of the conductors, the voltage of the primary
lines (and hence the height of the poles), and the grade of the poles (driven by the weight of
the lines and other equipment on them) are assumed to vary with demand. The “minimum?”
part of the minimum system is more properly a reference to the minimum cost of equipment
necessary to serve a customer with minimal load. Since no one builds distribution systems

only for minimum customers, the entire exercise is hypothetical.130

Q: Does NS Power claim that its minimum system study identifies the actual cost
of serving customers with minimal loads?

A: No. NS Power acknowledges that its minimum system study does not address “the number
of poles, length of conductor, and investment that NS Power is willing to add to rate base to
add a customer with minimal load, including a streetlight or a small residential customer.”13!
It is not clear how NS Power believes it can determine the minimum cost of serving a
customer with minimal load, if it cannot address how much it will spend on those customers.

Hence, the minimum system study cannot be used to isolate the portion of NS Power
revenue requirements that are attributable to the number of customers, apart from their

load.

Q: Does the length of the feeder segments vary with the number of customers in
NS Power’s sample?
A: Interestingly, no. As shown in Figure 1, the R2 is 0.00005, implying that there is essentially

no correlation between the number of customers and the length of the feeder.132

130 The closest real-world proxy for a minimum electric distribution system might be the old copper-wire
telephone systems, which operated at low voltage and did not distinguish primary from secondary service.

131 Exhibit N-34, NS Power response to CA IR-20.

132 Data from Response CA IR-11(f). We omitted the feeder with the most customers (129H-412, 2,460
customers and 14,227 m), to make the graph easier to read. Omitting this feeder has almost no effect on the
results.
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1  Figure 1: Feeder Section Customer Number and Length
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Q: What does this analysis suggest?
A:  Neither the number of poles nor the length of primary lines show any dependency on
customer number. The data provided by NS Power strongly suggests that customer number

has no effect on the costs of poles and primary lines. Without that effect, the fundamental

N N B~ W

premise of the minimum system approach falls apart.

What is NS Power’s support for its minimum system approach?

o0
?

9 A:  When asked to “describe the methodology by which the Company defines and determines
10 the ‘customer-related portion’ of the distribution system. NS Power responded in relevant
11 part that “Pole and Wire investment...is classified to both demand and energy. This
12 approach is consistent with industry standards [citing the 1992 NARUC manual] and its
13 classification in the 2022-2024 COSS has been revised for the purposes of this Application
14 in compliance with the Board’s directive on the 2013 COSS hearing (M05473).”

15 Q: Do the NARUC Manual and the Board’s directive in M05473 directly support
16 the methods that NS Power used in the minimum system study?
17 A: No. As for the NARUC Manual, it is important to recall that the document was finalized in

18 January 1992, thirty years ago, reflecting methods that had been used in preceding
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decades.!32 The specific table in the NARUC Manual cited by NS Power (Table 6-1 on page
87) simply notes that distribution poles and lines were typically classified as both demand-
and customer-related.

The Board’s 2014 decision instructed NS Power to continue the current method of
functionalizing poles and wires until the results of NS Power’s studies were available,
followed by consultation with stakeholders.13* As discussed in Section 1V.B, the Concentric
minimum system study was only filed as a response to an information request and we are

not aware of any consultation with stakeholders on this topic since 2014.

Q: Should the Board approve use of NS Power’s minimum system study?
A: No. For the reasons outlined above, as well as due to the specific problems discussed below,
the Board should reject the use of a minimum system study method in the GRA. The Board

should instead allocate all poles and primary conductor on primary demand.

Q: What specific problems with the minimum system study have you identified,
other than the problems of documentation, discussed above?

A: NS Power overprices the cost of minimum poles, misclassifies conductors, fails to account
for the load-carrying capacity of its assumed minimum system when allocating costs,
overstates conductor requirements due to demand-driven requirement for multi-phase
service, and overstates feeder length and pole count where multiple circuits on the same

route are built to serve demand.

1. Minimum Pole Cost

Q: What specific problems with the minimum system study have you identified,
other than the problems of documentation, discussed above?
A:  With regard to pole costs, NS Power assumes that all primary and combined poles must be

40’ high, regardless of the primary voltage, but provides no breakdown of the heights of

133 An updated cost allocation manual, co-authored by Mr. Chernick, was released in 2020: J. Lazar, P.
Chernick and W. Marcus, Electric Cost Allocation for a New Era: A Manual, Regulatory Assistance Project,
January 2020, attached as Attachment 4 and available at:
www.raponline.org/wp-content/uploads/2020/05/rap_lazar_naruc_cost_allocation_2020_feb_9.pdf.
Among other things, that manual rejects the minimum system method and the classification of distribution
costs on customer number in most situations.

134 NSUARB, 2013 Cost of Service Study Decision, Matter No. M05473 (March 14, 2014), pp. 40-41, para. 156,
163. The studies are described in Exhibit N-6, Matter No. M05473, NS Power response to Multeese IR-13,
Attachment 1.
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1 individual primary poles, or the voltage on each section, so we cannot determine the actual

2 minimum primary pole. Similarly, NS Power assumes that all secondary poles must be 35’

3 high, even though the minimum system study shows 356 poles (out of the 4,244 secondary

4 poles) in the sample that range from 20’ to 30’. NS Power essentially reprices a portion of

5 the poles at a “minimum” cost greater than their actual replacement cost. NS Power does

6 not provide any basis for its choice of minimum poles.

7 Q: How should the Board deal with the choice of minimum poles?

8 A: If the Board accepts our recommendation to allocate all poles on primary demand, the

9 minimum pole costs are not relevant to the COSS. If the Board wishes to entertain the idea
10 of treating some pole costs as customer-related (despite evidence to the contrary), it should
11 refer this issue to the study described at page 52.

12 2. Minimum Conductor Cost

13  Q: How did NS Power determine the minimum system sizes of conductors?

14 A: The minimum system study does not explain how the size and type of the minimum

15 conductors were selected, but either Concentric or NS Power selected conductor sizes larger
16 than the minimum for the type of service. As shown in Table 7, the minimum conductors
17 that NS Power selected are larger than the lowest-cost conductors in the Cost Table tab of
18 the minimum system study.

19 Table 7: Minimum Conductors

NSP "Minimum"*%® Actual Minimum?*%®

Conductor type Configuration $/Span | Configuration $/Span
Primary Overhead AASC 2/0 w/ Neutral $113.0 Various 1/0 and 2/0 | $56.5
Secondary Overhead AASC triplex Poly 1/0 $163.5 AASC Bare 1/0 $29.0
Primary Underground 81 AWG $56.5 1p UGALU#LXLP | $56.5
Secondary Underground 500MCM $1,451.0 | AASC Poly #2 $47.5

20

21 Some of the inconsistency in the minimum system study treatment of minimum

22 conductor sizes may result from Concentric’s failure to be clear about whether the conductor

135 Exhibit N-44, NS Power response to Synapse IR-032, Attachment 1, Tab min_sys_cond tab.
136 Exhibit N-44, NS Power response to Synapse IR-032, Attachment 1, Tab Cost Table.
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costs and lengths represent all the lines necessary for single-phase service, or whether some
are complete sets and others are individual phase conductors. The $113 that NS Power uses
for primary overhead is twice the minimum cost, to reflect one conductor and a neutral. It
appears that NS Power applies this cost to the length of a variety of line configurations, from
single conductors to quadruplex.

If Concentric applied the cost of a multiple-conductor line such as triplex to the sum
of the lengths of all the conductors and neutrals, it overstated the minimum conductor cost
in yet another manner. For the secondary lines, it appears that multiple minimum
conductors and neutrals would be less expensive than the sizes of conductors selected in the
minimum system study. The AASC bare 1/0 would not be appropriate for all secondary
overhead applications (such as those running through trees), but several other insulated

conductor types range from $47.50 to $77 per span.

How much would the lower minimum costs per span change the classification

of conductor costs?
Table 8 shows those effects on the customer-related portion of each type of conductor.
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1 Table 8: Effect of Lower-Cost Minimum Conductor

Minimum Conductor
Total on Feeder Sample
NS Power | Corrected
Primary Overhead Conductors
Total Circuit Length (50m Span) 12,629
Minimum Material Cost Per 50m Span $113.0 $56.5
Total Minimum Cost $1,427,095 $713,548
Total Replacement Cost $3,754,740
Customer (Minimum / Replacement) 38% 19%
Demand (1 — Customer) 62% 81%
Secondary Overhead Conductors
Total Circuit Length (50m Span) 4,923
Minimum Material Cost Per 50m Span $163.5 $29.0
Total Minimum Cost $804,905 $142,766
Total Replacement Cost $967,256
Customer (Minimum / Replacement) 83% 15%
Demand (1 — Customer) 17% 85%
Primary Underground Conductors
Total Circuit Length (50m Span) 140
Minimum Material Cost Per 50m Span $56.5 $56.5
Total Minimum Cost $7,916 $7,916
Total Replacement Cost $47,771
Customer (Minimum / Replacement) 17% 17%
Demand (1 — Customer) 83% 83%
Secondary Underground Conductors
Total Circuit Length (50m Span) 371
Minimum Material Cost Per 50m Span $1,451.0 $47.5
Total Minimum Cost $538,084 $17,615
Total Replacement Cost $658,127
Customer (Minimum / Replacement) 82% 3%
Demand (1 — Customer) 18% 97%

Table 9 shows the effect of applying the customer/demand split to the 2022 COSS,
Exhibits 3E and 3G. Overall, $87.6 million of conductor costs would shift from customer

allocators to demand allocators, including $61.0 million of secondary costs.

AN AW
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Table 9: Reclassification of Conductor

Total Primary Secondary
Source
Plant Demand Customer Demand | Customer
<1> <2> <3> <4> <5>
Overhead Wire Investment

a Table
NSP Classification 62% 38% 17% 83% | 9Table 8
NSP Factors b 1.000 0.493 0.302 0.034 0.171 | Exhibit 3E

c Table
Corrected Classification 81% 19% 85% 15% | 9Table 8
Corrected Factors d 1.000 0.644 0.151 0.175 0.030 | See notes
NSP Cost e | $156,429 $77,119 $47,242 $5,319 $26,749 | Exhibit 3E
Corrected Cost f | $156,429 $100,727 $23,633 $27,335 $4,733 | le xrowd

Underground Wire Investment

NSP Classification g 83% 17% 18% 82% | Table9
NSP Factors h 1.000 0.056 0.011 0.171 0.762 | Exhibit 3G

i Table
Corrected Classification 83% 17% 97% 3% | 9Table 8
Corrected Factors i 1.000 0.056 0.011 0.908 0.025 | See notes
NSP Cost k $47,603 $2,666 $524 $8,140 $36,273 | Exhibit 3G
Corrected Cost I $47,603 $2,661 $529 $43,225 $1,189 | 1k x row j

Notes: 2d = (2b + 3b) x 2¢

4d = (4b + 5b) x 4¢
2j = (2h +3h) x 2i
4j = (4h +5h) x 4i

3d =(2b + 3b) x 3¢
5d = (4b + 5b) x 5¢
3j=(2h + 3h) x 3i
5j = (4h + 5h) x 5i

How does this analysis of minimum conductor interact with your finding that
customer number is irrelevant to the cost of feeder length?

Taken together, the evidence demonstrates that customer count has a negligible impact on
primary and secondary wire investment costs. If the Board accepts our conclusion that
customer number does not affect feeder length (as shown in Figure 1), then it should reject
the use of any minimum primary conductor cost and allocate primary wire investment costs
to demand.

As for secondary conductor, the corrected minimum conductor cost is only about 9%
of NS Power’s estimate, before any adjustment for load-carrying capacity and phase count.
We believe that this value is small enough to be set to zero, resulting in all secondary
conductor cost being allocated on secondary demand. This question could be revisited

during the analysis and consultation described at page 52.
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Load-Carrying Capacity of Minimum System

Could the minimum system defined by Concentric for the minimum system
study to be allocated on customer number serve some load?

Yes. All the conductors would carry load. Hence, some portion of distribution demand could
be served by the “minimum” equipment whose costs are the basis of NS Power’s proposed

classification of some conductor costs as customer-related.

How should that be reflected in cost allocation?

If some equipment with load-carrying capacity is classified as customer-related and
allocated on customer number, that capacity should be credited to the classes that pay for
it, reducing their demand to reflect the capacity that requires equipment above the

minimum system level.

What would be the effect of that correction?
Classes with small customers (especially residential and small general) would be allocated a

smaller share of the demand-classified costs.

Did NS Power account for the load-carrying capacity of its assumed minimum
system?

No.

Phase Count and the Minimum System

What do you mean by “phase count”?

Each alternating-current consists of a neutral wire and one or more power-carrying
conductors. The voltage on each power-carrying conductor approximates a sine wave at 60
Hz. The transmission system and a large part of the distribution system have three
conductors, with the three conductors operating 120° out of phase with one another. That is
three-phase (3¢) service. Some customers require 3¢ service to power specific equipment
(such as motors designed for 3¢ operation), while large customers and large composite
loads on a feeder may need the three power conductors to carry enough current to meet
demand. But not all customers (and almost all residential customers) do not need 3¢ power.

When loads are low on part of a feeder, NS Power can install just one phase or two phases.
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Table 10 summarizes the number of 50m spans by number of phases for the minimum
system study sample. The number of phases is 182% of the number of conductor spans for
all primary, 233% for underground primary, and 140% for underground secondary. All

those extra phases are demand-related.

Table 10: Primary and Secondary Spans by Number of Phases'3”

Total 1@ 2¢p | 3¢9
Primary 12,503 | 7,180 | 378 | 4,942
Secondary 9,230 | 8,924 308
Overhead Secondary 8,860 | 8,627 232
Underground Primary 140 46 94
Underground Secondary 371 295 76

Q: How should the number of phases of conductor be reflected in a minimum
system study?

A:  The treatment of phases and neutral lines in the minimum system study should be reviewed
and the customer-related conductor plant should be limited to the costs of single-phase

service.

Q: How did NS Power account for the difference in costs between minimal single-
phase distribution and more expensive multi-phase distribution?

A: Itappears that NS Power completely ignored this issue.

As per industry standards, the minimum system analysis relies on system circuit
length. The circuit length was derived directly from GIS and as such, the length
of primary lines that are 1¢, 2¢, and 3¢, separately was not required or captured
for the study and is not available.138

In reality, NS Power was able to provide the number of spans with various numbers of

phases, as shown in Table 10.

137 Exhibit N-34, NS Power response to CA IR-12(b); Exhibit N-44, NS Power response to Synapse IR-032,
tabs Feeder Section Analysis, Secondary Conductors and Underground Conductors. We assume that the
guadraplex conductors are the three-phase overhead secondary lines; the Secondary Conductors phase-
related data for secondary are more difficult to interpret than the other conductor data.

138 Exhibit N-34, NS Power response to CA IR 16(b).

Evidence of Chernick and Wilson e Matter No. M10431 e June 7, 2022 Page 66



(o< e Y N I S

10
11
12
13

14
15
16
17

18
19
20
21
22

23

24
25
26
27

5. Multiple Circuits Driven by Demand

Q: Are the number of circuit miles independent of load levels?

A: No. Utilities, including NS Power, construct additional feeders to carry load that a minimum
set of area-spanning feeders would not. Those additional feeders may be on the same poles
as existing feeders or take a different route to pick up some load from the end of an
overloaded feeder. Frequently, multiple feeders will share a route out of a substation, before
dividing into different route. Hence, the number of poles and the kilometers of primary

conductor depend on demand, as well as the area to be served.

Q: Have you identified any specific NS Power projects that extended feeders and
added to circuit length, due to load growth?

A:  Yes. From various ACE filings, we have identified the following examples, presented with
the description provided in the relevant ACE filing:
CI 34602 25 kV Feeder Extension Bissett Road $1.3M

This project will serve to construct a 25 kV circuit from East Dartmouth to
Eastern Passage via Bisset Road. Work will include construction of a new 3 phase
25kV 336Al line, upgrading the existing single phase lines as well as voltage
conversion in the Cow Bay area from 12.5kV to 25kV....

This capital expenditure is required to relieve overloaded equipment. The East
Dartmouth 25kV feeder circuit 113H-442 supplying Caldwell Road, Cow Bay and
the Eastern Passage areas of Dartmouth exceeds overload criteria. Load on this
feeder at the 2008-09 peak was recorded at 432 amps. The overload criteria is a
maximum of325 amps.139

CI 40226 Sluice Pt PH 3 Addition 102W-312 $0.4M

This project will add a third phase to the feeder 102W-312 along Highway 308,
to balance the load on the existing two phases. The third phase will extend from
Highway #3 to Chemin des Bouleaux, approximately 7kms. This will aid in
balancing the load, as well as coordinating protection.140

139 Exhibit N-1, 2010 ACE Plan, Matter No. M02511, p.214.
140 Exhibit N-1, 2011 ACE Plan, Matter No. M03810, p.1,737.
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1 CI 25575 Reliability Keltic Drive New Feeder $1.7M

2 This project is for the distribution work required in constructing a new overhead
3 25 kV feeder from the Keltic Drive Substation....This feeder will extend from the
4 Keltic Drive Substation along Route #4 to Howie Center where it will supply a
5 portion of the load off overloaded feeders 11S-303 and 11S-411.14
6 CI 41359 79V-402 Feeder Load Reduction $0.4M
7 This project provides for the addition of two phases of 336 ASC conductor for
8 1600 m on the Sangster Bridge Rd....in order to offload 35V-312 and 79V-402.
9 Also inculded is the double-circuiting of 800 m of three phase 25 kV distribution
10 line along King St in Windsor in order to transfer additional load from 79V-402
11 to 79V-403 feeder.142
12 CI 41363 88W New Feeder $0.1M
13 This project provides for the distribution line work associated with the
14 installation of a new feeder to reduce loading on 88W-312 at Parade St in
15 Yarmouth. The distribution line will be underbuilt for 250 m on L-5536 from
16 88W to Pleasant St, and then a double-circuit line will be constructed for 300 m
17 along Pleasant St to Parade St....
18 This project is required to relieve an existing overload condition on feeder 88W-
19 312. The load on feeder 88W-312 exceeds NSPI's 325 amp feeder overload
20 criteria. Load relief is required to maintain service voltage levels and to maintain
21 reliability. It is also required to balance the load between the two transformers
22 at 88W since 88W-T52 is approaching its winter overload capability limit.143
23 CI 41341 1H-Water Street New Feeder $0.4M
24 This project includes: Establishing a new feeder out of substation 1 H-Water St
25 via Morris St.... Pulling in new 750kcmil cable to Manhole 65 at Morris St and
26 Queen St [and] Transitioning to overhead to split the existing 1H415 into
27 approximately equal halves.
28 ... feeder 1H-415 has exceeded NSPI’s feeder overload criterion of 325A(14MVA
29 at 25kV) with a peak load of 349 amps in late 2010/ early 2011. Load relief is
30 required to reducethis feeder’s peak loading.144

141 Exhibit N-1, 2011 ACE Plan, Matter No. M03810, p.1,731.
142 Exhibit N-1, 2012 ACE Plan, Matter No. M04600, p.918.
143 Exhibit N-1, 2012 ACE Plan, Matter No. M04600, p.635.
144 Exhibit N-1, 2012 ACE Plan, Matter No. M04600, p.632.
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CI 33622 Construct Two New Feeders Elmsdale $1.0M

This project provides for costs associated with the construction of two 25 kV
feeders out of EImsdale Substation....

This project is required to obtain additional feeder capacity out of ElImsdale
Substation to meet increasing load.14®

CI 47787 2H Armdale New Feeders $1.7M

This Project will address the addition of 4 new feeders at the 2H Armdale
substation to address the load growth on the peninsula, St Margaret’s Bay and
the Herring Cove Road Areas. The 4 new feeders will provide additional capacity
to both areas and reduce load on adjacent feeders.146

CI 46251 36V-303 Saxon St Double Circuit $0.5M

This project is to off-load primary distribution feeder 36VV-303 by rebuilding the
existing three-phase line between 36V substation and Middle Dyke Road in Port
Williams as a double circuit. The double circuit will allow for transferring a
portion of 36V-303 load to an adjacent feeder 36V-302 to manage peak
loading.1#7
Q: Does the Concentric minimum system study account for the length of feeder
sections that share poles with other feeders?
A:  No. NS Power responded to a request for that information for the feeders in the minimum
system study by claiming that “The information requested is not tracked in GIS
currently...”148 Hence, we have no idea whether NS Power and Concentric have understated

the amount of primary feeder length and the costs of the demand-related multiple feeders.

Q: Does the Concentric minimum system study account for the length of feeder
sections that were added to increase capacity and meet demand?

A: No.

145 Exhibit N-1, 2009 ACE Plan, Matter No. M00546, p.150.
146 Exhibit N-1, 2017 ACE Plan Application, Matter No. MO7745, p. 40.
147 Exhibit N-1, 2015 ACE Plan Application, Matter No. M06514, p. 885.

148 Exhibit N-34, NS Power response to CA IR 16b. We are surprised that NS Power’s GIS cannot identify the
feeders attached to each pole. In fact, the minimum system study spreadsheet does provide those data,
although like the rest of the minimum system study, they are difficult to interpret.
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How should the Board deal with these underestimations of demand-related

Q:
costs?

A:  The Board should include these issues (revision of the minimum conductor sizes and costs,
additional phases, feeders added to increase capacity) in the scope of the report and
consultation described on page 52.

IX. Residential Customer Charge

Q: Whatis NS Power’s proposal for the customer charge?

A:

NS Power proposes to roughly double the customer charge, as shown in Figure 12-2 of its
Application.

Figure 12-2: 2022-2024 Customer Charges Based on Cost of Service

Current | Proposed | Proposed | Proposed
Customer Charge Units 2022 for 2022 | for 2023 | for 2024
Domestic Service Tanff $/mo. 10.83 2175 2195 2199
Domestic Service Time-of-Day
Tanff $/mo. 18.82 21.75 21.95 21.99
Small General Tariff $/mo. 12.65 24 .45 24.15 24 .07

All of NS Power’s justifications for doubling the customer charge hinge on its claim that the
current customer charge is significantly lower than NS Power’s calculation of customer-
related costs. As discussed in Section V111, distribution costs are not appropriately allocated
based on the number of customers in each class using NS Power’s flawed minimum system

method.

Does the minimum system method even make sense for determining the cost
of an actual distribution system sized to meet actual customer demand?

No. The customer charge is properly intended to collect the actual cost to serve a minimum-
usage customer. Those costs are limited to the costs that vary directly with the number of
customers, such as meters, service drops, and a portion of billing and customer service.

We discuss in Section VI11.C the numerous flaws in NS Power’'s minimum system
study. That study should not even be used for cost allocation. Yet even if the Board were to
accept some results of NS Power’s minimum system analysis for cost-allocation purposes,
such results should not be used for rate-design purposes. Even if the Board found that the

number of customers in the various classes were a useful proxy for the length of the
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distribution system and hence some distribution costs, that does not imply that adding one
more customer, without significant load, requires that the distribution system be extended.
A new customer, or a hundred, may be added along the existing distribution system without
requiring additional poles or meters of conductor.

In other words, NS Power’s current system can accommodate many, many additional
small customers without requiring investments in new poles or wires, let alone substations.
The only costs required to add additional minimum customers to the actual system are the

costs of the service drop, meter, billing and customer service.

Are there other flaws in NS Power’s justifications for doubling the customer
charge?

Yes. NS Power makes a flawed argument that collecting “embedded fixed costs” using
volumetric energy charges contributes to cost transfers within classes and “will result in
uneconomic decisions” by customers, including decisions to invest in alternative energy
sources or conversion to electricity.

NS Power’s argument could be more wrong. Customers who choose to reduce their
load (and their usage charges) free up distribution system capacity for other customers.
Similarly, customers who convert to electricity may consume unused distribution capacity
and contribute to the need for system upgrades.

In contrast, a customer can only reduce its customer charge by disconnecting from NS
Power serivce entirely. In that situation, NS Power would be saved the cost of billing and
customer service, and would be able to recover some of the investment in the meter and
possibly the salvage value of the service drop. The labour costs of installing the meter and
service drop would not be recovered, and NS Power would have to pay the removal coss of
whatever equipment it salvaged. The salvage value of the service drop is likely to be much
less than the original or replacement cost. No distribution equipment would be freed up for
salvage or reuse from eliminating a customer, as opposed to eliminating load.

It is fundamentally uneconomic to charge for the distribution system on a per-

customer basis, since reducing the customer count does not reduce those investments.
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How would doubling the customer charge cause subsidization within the
residential class?

Usage-driven costs, including both variable and fixed costs, are driven by aggregate load and
are therefore appropriately recovered from each residential customer in proportion to their
contribution to load. To the extent that usage-driven costs are recovered through the fixed
customer charge rather than through the volumetric energy rate, residential customers with
below-average usage bear a disproportionate share of usage-driven costs and consequently
subsidize customers with above-average usage. In other words, a residential customer with
below-average usage pays more, and a residential customer with above average-usage pays
less, compared to their fair share of such costs.

For example, if a home is converted into a duplex or a commercial building is
subdivided to serve two businesses, the fundamental peak load drivers — building size and
design and potential occupancy — remain unchanged. When such an existing customer
premises is subdivided, without increased load, all that NS Power is required to provide is a
new meter and potentially a service drop. If the premises is not modified such that it would
result in a significant increase in load, there is no rationale for recovering additional costs
to cover the distribution system revenue requirement.

More generally, recovering distribution costs on a per-customer basis unfairly equates
the impact of a one-bedroom apartment with low peak load and energy use with the much
higher impact of a large mansion. Furthermore, since a large mansion is likely to be located
on a lower-density feeder line, the actual distribution system cost to serve the mansion is

likely to be higher than the one-bedroom apartment.

Does NS Power compare its current and proposed residential customer
charges to those of other utilities?

Yes. NS Power sponsors a comparison of residential monthly fixed charges for NS Power
and fourteen other Canadian utilities, showing an average of $21/month.° The five highest
customers charges are for the utilities in Ontario and Alberta. The average across provinces

would be considerably lower than the $21 simple average across utilities.

149 Exhibit N-17, Appendix 12A, Figure 11.
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