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I. INTRODUCTION 1 

Q. Please state your name and business address. 2 

A. My name is George J. Eckenroth.  My business address is 107 Selden 3 

Street, Berlin, Connecticut 06037.   4 

Q. By whom are you employed and in what capacity? 5 

A. I am employed as the Director of Corporate Financial Policy for Northeast 6 

Utilities Service Company (“NUSCO”), a service company subsidiary of 7 

Northeast Utilities (“NU”) that provides centralized services, such as 8 

accounting and finance, to NU’s subsidiaries, including its transmission-9 

owning subsidiaries, The Connecticut Light and Power Company 10 

(“CL&P”), Western Massachusetts Electric Company (“WMECO”), Public 11 

Service Company of New Hampshire, Holyoke Water Power Company, 12 

and Holyoke Power and Electric Company.   13 
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Q. Please summarize your educational background and work experience. 1 

A. I have a Bachelor of Science degree in both economics and political science 2 

from Saint Joseph’s University.  I also hold a Master’s degree in Business 3 

Administration with a concentration in city management from the Joint 4 

School Program between Drexel University and the University of 5 

Pennsylvania, a Master’s degree in economics of finance from Trinity 6 

College, and a Master’s degree in accounting from the University of 7 

Connecticut.  In May 2005, I completed the requirements set by the Society 8 

of Utility and Regulatory Financial Analysts and was awarded the 9 

professional designation of Certified Rate of Return Analyst. 10 

  I joined NUSCO in 1982 and have held positions in budget 11 

management, financial planning and analysis, cash management, short-term 12 

finance and long-term finance groups.  Prior to joining NUSCO, I was 13 

employed by a division of Chase Manhattan Bank, Chase Econometrics, as 14 

an economic consultant.  I have also held positions in both the public and 15 

private sectors.  16 

Q. What is the purpose of your testimony? 17 

A. NUSCO is seeking three incentives for a comprehensive set of transmission 18 

upgrades to the southern New England transmission system, known as the 19 

New England East West Solution or NEEWS: (1) a 13.14 percent incentive 20 
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ROE (which represents a 150 basis point ROE adder); (2) inclusion of 100 1 

percent prudently incurred construction work in progress (“CWIP”) in rate 2 

base (“100 Percent CWIP Request”); and (3) recovery of 100 percent of 3 

prudently incurred costs of transmission facilities that are cancelled or 4 

abandoned, in whole or in part, for reasons beyond CL&P and WMECO’s 5 

control (“Abandoned Plant Recovery”).   6 

    The purpose of my testimony is to provide information in support of 7 

NUSCO’s request for incentives for NEEWS.  I will discuss the magnitude 8 

of NEEWS, the financial risks and challenges that NEEWS presents to 9 

CL&P and WMECO, and how the three requested incentives are tailored to 10 

alleviate those risks and challenges.    11 

II. SCOPE OF NEEWS 12 

Q. Please provide a general overview of NU’s major transmission capital 13 

expansion program.  14 

A. NU’s major transmission capital expansion program consists of two parts.  15 

The first is a major upgrade to the transmission system in the southwestern 16 

portion of Connecticut (“SWCT”), a region that is recognized by the 17 

Commission and ISO-NE as facing significant reliability and congestion 18 

concerns.  The upgrades to the SWCT transmission system, which are 19 

currently under construction, are estimated to cost approximately $1.63 20 
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billion and are expected to be completed and in-service by early 2009.1  1 

The large capital requirements for the SWCT transmission upgrades have 2 

created tremendous pressure on NU and its subsidiaries’ financial 3 

conditions in recent years, resulting in a downgrade of their credit ratings in 4 

2005.   5 

  NU’s second major transmission capital expansion program involves 6 

building NEEWS, a comprehensive regional plan for addressing a series of 7 

related reliability problems in the southern New England transmission 8 

system.  In their joint testimony, David Boguslawski and Paul Renaud 9 

discuss the system deficiencies in the southern New England transmission 10 

system and the reliability concerns that NEEWS will address.  Exhibit No. 11 

NU/NG-100.  While NEEWS will have important regional benefits for 12 

New England, the large capital requirements for NEEWS will perpetuate 13 

CL&P’s and WMECO’s weakened financial condition in the coming years.   14 

 

                                              
 1 NU’s upgrades to the transmission system in SWCT are comprised of four major 
projects:  the Bethel-to-Norwalk project (completed in October 2006), the Middletown-
to-Norwalk project (expected to be fully placed in service by early 2009), the Glenbrook 
Cables project (expected to be placed in service by the end of 2008), and the Long Island 
Replacement project (expected to be placed in service by the end of 2008) (NU’s four 
projects in SWCT are collectively referred to herein as the “SWCT Projects”). 
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Q. Please discuss the magnitude of NU’s transmission capital expansion 1 

program within the context of NU’s overall capital expansion program.  2 

A. NU’s regulated utilities are making unprecedented capital investment in 3 

their transmission and distribution infrastructure.  They are expected to 4 

invest approximately $6.0 billion over the 2008-2012 time period to 5 

upgrade their transmission and distribution systems.  Of this amount, 6 

approximately $3.0 billion will be spent on new transmission upgrades.  As 7 

a whole, CL&P and WMECO’s combined transmission net plant in service 8 

will more than double from the end of 2008 to the end of 2013.  And even 9 

after CL&P’s Middletown-to-Norwalk Project is fully completed and 10 

placed in service by early 2009, CL&P and WMECO’s transmission net 11 

plant in service will increase by a growth factor of 1.61 from the end of 12 

2009 to the end of 2013.  See Exhibit No. NU/NG-201.  The principal 13 

factor contributing to CL&P/WMECO’s transmission growth is their 14 

considerable investments in building NEEWS.  15 

  On an individual company basis, from the end of 2008 to the end of 16 

2013, CL&P’s transmission net plant in service is expected to increase by a 17 

growth factor of 1.75 and WMECO’s transmission net plant in service is 18 

expected to increase by a growth factor of 7.38.  And, from the end of 2009 19 

to the end of 2013, CL&P’s transmission net plant in service is expected to 20 
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increase by a growth factor of 1.33 and WMECO’s transmission net plant 1 

in service is expected to increase by a growth factor of 7.24.  See Exhibit 2 

No. NU/NG-201.   3 

Q. Please discuss the magnitude of NEEWS. 4 

A. The total cost for NEEWS is approximately $2.1 billion with 5 

CL&P/WMECO’s share being approximately $1.409 billion2 and National 6 

Grid’s share being approximately $634 million.   7 

   In terms of costs, NU’s share of NEEWS represents a major 8 

financial undertaking.  Exhibit No. NU/NG-202 sets forth a cost forecast 9 

and spending timeline for CL&P’s and WMECO’s shares of the NEEWS 10 

investment.    11 

  To put the NEEWS investment in perspective relative to 12 

CL&P/WMECO’s transmission plant in service, I present cost comparison 13 

metrics for net transmission plant at the end of 2007.  However, because 14 

significant portions of the SWCT Projects are expected to enter service in 15 

                                              
 2 This figure, which is used for NUSCO’s rate and revenue impact calculations, is 
$81 million lower than the earlier $1.49 billion cost estimate for NUSCO’s share of 
NEEWS, which will continue to be refined as NEEWS moves through the planning, 
siting and permitting processes.  As discussed in the Joint Direct Testimony of David 
Boguslawski and Paul Renaud, the $1.409 billion figure does not include WMECO’s 
upgrades that are being pursued independently of NEEWS (and are not part of this 
incentive application), and does not include very preliminary budget estimates for electric 
magnetic field mitigation (which will be included in the scope of the applicable NEEWS 
project once siting is finalized) (Exhibit No. NU/NG-100 at n. 1, 8, and 10).    
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2008 and the entirety of the SWCT Projects (including the Middletown-to-1 

Norwalk Project) is expected to be placed in service by early 2009, I also 2 

present cost comparisons based upon 2008 and 2009 projected transmission 3 

plant in service.  The results of this comparison are as follows.   4 

  CL&P/WMECO’s NEEWS investments represent 131 percent of 5 

their 2007 net transmission plant in service, 79 percent of their projected 6 

net 2008 transmission plant in service, and 61 percent of their projected 7 

2009 plant in service.3  See Exhibit No. NU/NG-203.  8 

  On an individual company basis, CL&P’s and WMECO’s 9 

investments in NEEWS represent 79 percent and 785 percent, respectively 10 

of 2007 net plant in service; 47 percent and 583 percent, respectively of 11 

2008 projected transmission plant in service; and 36 percent and 571 12 

percent, respectively of 2009 projected transmission plant in service.  Id. 13 

  In addition, relative to historical transmission expenditures, NU’s 14 

share of NEEWS is a considerable investment.  Specifically, 15 

CL&P/WMECO’s investments in NEEWS represent 91 percent of their 16 

total transmission capital expenditures for the 2003-2007 period.  See 17 
                                              

3 As discussed in the Boguslawski/Renaud Testimony, NEEWS is an inter-related 
set of transmission upgrades and should be viewed as a single integrated project.  Exhibit 
No. NU/NG-100.  But whether viewed as a single project or as four separate projects, the 
NEEWS upgrades are large scale transmission investments.   
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Exhibit No. NU/NG-204.  On an individual company basis, CL&P’s and 1 

WMECO’s investments represent 53 percent and 1101 percent, 2 

respectively, of their transmission expenditures over this period.  Id.  These 3 

figures include the large capital expenditures associated with the major 4 

build-out in SWCT, which as explained earlier in my testimony, is the first 5 

part of NU’s transmission expansion program.  If such costs were excluded, 6 

the size of NEEWS relative to CL&P/WMECO’s historical transmission 7 

expenditures would be even larger.  Id.    8 

  Simply put, CL&P/WMECO’s share of NEEWS, by any cost 9 

comparison metrics, represents an enormous financial investment.   10 

Q. How will CL&P and WMECO finance the construction of NEEWS? 11 

A. CL&P and WMECO will finance the costs of NEEWS as it is being 12 

constructed through a mix of internally generated cash flow, capital 13 

infusions from their parent company, NU,4 and debt financing.  For day-to-14 

day operations, CL&P and WMECO rely upon short-term borrowings 15 

under their credit facilities.  CL&P/WMECO’s long-term borrowings are 16 

                                              
 4 NU has publicly stated that it intends to issue approximately $500 million of 
common equity over the next five years, of which a substantial portion will be used to 
finance NEEWS. 
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expected to be done through the issuance of first mortgage bonds by CL&P 1 

and senior unsecured notes by WMECO. 2 

III. CL&P’S AND WMECO’S FINANCIAL CONDITIONS 3 

A. Cash Flows 4 

Q. Please discuss CL&P’s and WMECO’s current cash flow positions. 5 

A. Because of their aggressive construction program over the past several 6 

years, CL&P and WMECO have experienced periods of negative cash 7 

flows.  By this I mean that their capital expenditures have exceeded funds 8 

from operations.  To cover the shortfalls, they have had to obtain debt and 9 

equity financing.  Exhibit No. NU/NG-205 shows CL&P’s and WMECO’s 10 

current cash flows for the period 2003 to 2007.  Exhibit No. NU/NG-205 11 

also shows CL&P’s and WMECO’s cash flows are expected to be negative 12 

in 2008, as the credit rating agencies have recognized.  Exhibit No. 13 

NU/NG-206 contains S&P’s August 12, 2008 credit ratings reports for NU, 14 

CL&P, and WMECO.  S&P noted that NU’s “Total consolidated capital 15 

spending is expected to be about $1.3 billion in 2008, versus expected cash 16 

from operations of $450 million to $500 million.”  Based upon this, S&P 17 

concluded that “[t]he net cash flow to capital spending ratio could be about 18 

40% in 2008, low for the rating.”   19 
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Q. How will the NEEWS investments affect CL&P’s and WMECO’s cash 1 

flows? 2 

A. NEEWS will perpetuate CL&P/WMECO’s weakened financial condition.  3 

This is because of the large capital requirements for NEEWS, coupled with 4 

the long construction period – i.e., NEEWS is not expected to be completed 5 

and placed in-service until the 2012/2013 timeframe.  As shown in Exhibit 6 

No. NU/NG-205, CL&P’s and WMECO’s cash flow positions will remain 7 

stressed due to the large capital requirements for NEEWS.  Specifically, 8 

Exhibit No. NU/NG-205 shows that NEEWS will cause CL&P’s and 9 

WMECO’s cash flows to remain negative until the project is fully 10 

completed and placed into rates in 2013.  And, as discussed later in my 11 

testimony, credit rating agencies consider cash flow to be a key factor in 12 

evaluating a utility’s credit ratings.  13 

B. NU’S Credit Ratings  14 

Q. Why are credit ratings important to a utility? 15 

A. A credit rating is an informed opinion grounded in rigorous analysis of the 16 

relative credit quality of a utility and the debt instruments it issues.  Credit 17 

ratings measure a utility’s ability to make timely payments of principal and 18 

interests on debt and have a significant impact on whether that utility will 19 

be able to raise capital on a timely basis and upon favorable terms. 20 
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  A credit rating is also a forward-looking opinion on the quality of 1 

debt issued by a utility and not a commentary on the performance of its 2 

equity shares.  A credit rating, however, will certainly be one factor of 3 

many that influence equity investors’ opinions. 4 

Q. How do a utility’s credit ratings and financial risk ratings affect the 5 

availability and cost of capital? 6 

A. Credit ratings allow an investor or lender to readily and directly compare 7 

credit quality across industries and companies within an industry based on 8 

independent, objective methodologies.  This aids efficient pricing, portfolio 9 

management and trading of securities. 10 

  An investment grade rating gives a utility access to a larger base of 11 

investors (and lenders) all competing for the investment.  By law certain 12 

large institutional investors are precluded from investing in non-investment 13 

rated instruments.  Additionally, most institutional investors limit their 14 

exposure to lower rated securities.  An investment grade rating gives a 15 

utility access to a larger segment of both the public and private capital 16 

markets.  This access and competition has the effect of lowering the cost of 17 

capital.  The ability to successfully access the public markets signals a level 18 

of financial discipline, and enhances credibility by indicating a utility's 19 

willingness to be voluntarily more transparent and forward looking. 20 
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Q.  What are the criteria used by the rating agencies to determine a 1 

company’s credit rating? 2 

A. All three rating agencies (S&P, Moody’s, and Fitch) use qualitative 3 

analysis and quantitative measures in assigning a company’s credit ratings.  4 

Qualitative analysis examines a company’s external and internal operating 5 

environments, including qualitative factors of management, competitive 6 

position, operations, markets and regulatory environment.   7 

  Quantitative measures include the standard financial ratios that 8 

measure liquidity, interest coverage and leverage (i.e., Funds from 9 

Operations (“FFO”) to Interest Coverage (FFO/Interest); FFO to Total Debt 10 

(FFO/Debt); and Total Debt to Total Capital).  The FFO/Interest and 11 

FFO/Debt ratios are the most important ratios used by the credit rating 12 

agencies to evaluate a company’s cash flows and the company’s ability to 13 

meet its financial obligations. 14 

Q. Please discuss NU and its subsidiaries’ credit ratings in recent years.   15 

A. NU’s recent major transmission upgrades began with its large construction 16 

program to expand and upgrade the transmission system in SWCT – i.e., 17 

the SWCT Projects.  These large-scale and costly upgrades have adversely 18 

affected NU and its subsidiaries’ financial health, beginning with a 19 

downgrade of NU’s and its subsidiaries’ credit ratings in 2005 due to an 20 
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expected decline in these companies’ FFO/Debt coverages, which will be 1 

adversely affected by large capital expenditure programs.  See Exhibit No. 2 

NU/NG-206 (Moody’s February 16, 2005 and S&P’s May 27, 2005 3 

Ratings Reports discussing the negative impact of NU’s major construction 4 

program on its credit ratings).   5 

  The financial strain on NU and its regulated subsidiaries has 6 

continued to the present time based on their on-going construction program, 7 

including the upgrades to the New England transmission system – most 8 

notably the NEEWS upgrades.  Indeed, credit rating agencies have 9 

specifically pointed to NEEWS construction as the reason for the 10 

continuation of NU’s and its subsidiaries’ weak financial profiles.  Exhibit 11 

No. NU/NG-206 contains S&P’s August 12, 2008 credit ratings reports for 12 

NU, CL&P and WMECO.  S&P describes the impact of the capital 13 

spending program, including the NEEWS investments, on NU, stating that 14 

the capital needs “over the next several years will be heavy” and that, 15 

“[g]iven the financial strain imposed by the capital expenditure program, 16 

higher credit ratings are precluded at this time.”  Id.  17 

Q. What are CL&P’s and WMECO’s current corporate credit ratings 18 

and how are their senior secured debt, senior unsecured debt and 19 

preferred stock currently rated by the three major credit rating 20 
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agencies?  1 

A. CL&P/WMECO’s credit ratings (corporate, senior secured debt, senior 2 

unsecured debt, and preferred stock) are investment grade with the 3 

exception of S&P’s rating of CL&P’s preferred stock.  Current credit 4 

ratings for CL&P and WMECO are provided in the table set forth at 5 

Exhibit No. NU/NG-207. 6 

Q. What do these ratings generally show about NU and its subsidiaries? 7 

A. Credit rating agencies have noted that NU and its subsidiaries’ credit 8 

ratings are weak in comparison to their peers, due to the large expenditures 9 

discussed above.  For example, S&P’s Ratings Report of August 12, 2008 10 

for NU (Exhibit No. NU/NG-206) states: 11 

 12 
NU’s financial profile is slightly weak for the rating 13 
level.  Adjusted funds from operations (FFO) interest 14 
coverage for the 12 months ended June 30, 2008, was 15 
3.2x, and adjusted FFO to total debt was about 11.5%.  16 
Standard & Poor’s expects credit protection measures 17 
to continue to be stretched for the rating level for the 18 
foreseeable future.   19 

  Moreover, Moody’s October 19, 2007 ratings report shows that 20 

NU’s FFO/Debt ratio is low for its rating/business risk level.  See Exhibit 21 

No. NU/NG-206.  Specifically, Moody’s FFO/Debt ratio range for 22 

Baa/Medium companies, such as NU, should be in the range of 13 percent 23 
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to 25 percent; NU’s FFO/Debt ratio is at the low end of this range at 14 1 

percent.   2 
 

Q. What is the likelihood that the credit ratings of NU, CL&P, and 3 

WMECO could be downgraded in the future? 4 

A. The combination of uncertain industry conditions,5 CL&P’s and WMECO’s 5 

weak financial ratios, and potential adverse regulatory rulings could result 6 

in a negative outlook or a further downgrade of their credit ratings.  For 7 

instance, S&P’s August 12, 2008 Rating Reports stated that the weak 8 

financial ratios for NU, CL&P, and WMECO make them “susceptible to a 9 

negative rating action if [their] financial performance and consequent 10 

coverage measures deviate from current expectations,” and that adverse 11 

regulatory decisions could also negatively affect their ratings.  See Exhibit 12 

No. NU/NG-206.   13 

  In addition, Fitch noted that “inadequate equity funding of the 14 

capital build-out [including NEEWS] or delays in the regulatory recovery 15 

of these costs could lead to negative rating action.”  Exhibit No. NU/NG-16 

206 (Fitch’s August 8, 2008 Ratings Report).  See also Exhibit No. 17 
                                              
 5 In his testimony, Dr. Avera explains that in recent years, investors have 
reevaluated their risk perceptions of electric utilities and that the utility industry, as a 
whole, has suffered steady erosion in credit quality.  See Avera Testimony (Exhibit No. 
NU/NG-600) at 14. 
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NU/NG-206 (Moody’s October 19, 2007 Ratings Report) (noting the 1 

magnitude of CL&P’s planned capital projects and its need to continue 2 

generating cash flows, capital infusions, and long-term debt issuances).    3 

IV. REQUESTED INCENTIVES 4 

A. ROE 5 

Q. What is your recommendation regarding an incentive rate of return on 6 

equity for NEEWS? 7 

A. CL&P and WMECO should be granted the requested 13.14 percent ROE 8 

incentive for NEEWS.  This represents an ROE adder of 150 basis points 9 

that is added to the base ROE of 11.64 percent approved in FERC Docket 10 

No. ER04-157.  A 13.14 percent ROE falls within the range of 11 

reasonableness that the Commission approved for the New England 12 

transmission owners in Docket No. ER04-157.  My recommendation is 13 

based upon several factors.  14 

  First, in the past few years since Congress’ enactment of the Energy 15 

Policy Act of 2005 and the Commission’s issuance of incentive policy 16 

standards in Order Nos. 679 and 679-A, the Commission has recognized 17 

that projects of the size and scope of NEEWS, coupled with the financial 18 

stresses placed on the utilities that are engaged in huge construction 19 

programs, are deserving of enhanced ROEs.  As noted earlier in my 20 

testimony, NEEWS is a large scale, multi-state transmission project with 21 
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important regional benefits.  The Boguslawski/Renaud Testimony explains 1 

that the complexity and geographic scope of NEEWS is on a much larger 2 

scale than any transmission project built in New England in the past two 3 

decades.  NEEWS has an estimated cost of approximately $2.1 billion.  4 

 CL&P/WMECO’s share of NEEWS is approximately $1.409 billion.  5 

This is a significant transmission investment for CL&P and WMECO, 6 

whose financial conditions, as noted earlier in my testimony, are already 7 

strained as a result of their significant construction program, including the 8 

capital expansion program in SWCT.     9 

  Second, NEEWS will provide critical reliability benefits to New 10 

England.  The NEEWS upgrades will address multiple reliability problems 11 

on the southern New England transmission system and help bring the 12 

region into compliance with applicable federal and regional reliability 13 

standards.  See Boguslawski/Renaud Testimony at 41-42 (Exhibit No. 14 

NU/NG-100). 15 

   Third, NEEWS is an interstate transmission project that involves 16 

multiple jurisdictions and requires numerous state and federal approvals, 17 

which presents special risks and challenges to NEEWS.  The siting and 18 

regulatory approvals required for NEEWS are discussed in detail in the 19 

Boguslawski/Renaud Testimony at 47 and Exhibit No. NU/NG-101 20 
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(NEEWS Project Summaries).  NEEWS must go through the siting 1 

approval process in Connecticut, Massachusetts, and Rhode Island, and 2 

thus faces the risk of multiple, inconsistent approval conditions from the 3 

state siting agencies.  The approvals of these agencies must be coordinated 4 

to ensure permitted construction in each state is combined into a single 5 

technically, environmentally, and economically practical project.   6 

  Fourth, the Boguslawski/Renaud testimony discusses cancellation 7 

and construction risks associated with NEEWS.  Exhibit No. NU/NG-100 8 

at 58-60.  In particular, it will be particularly challenging to coordinate the 9 

required transmission outages necessary in order to perform the necessary 10 

system upgrades.  Id.  In addition, there are procurement and labor risks due 11 

to the recent increased demand for the construction of new transmission 12 

facilities throughout the country.  Id. at 60-62.  13 

  Fifth, NEEWS is a joint transmission project involving two New 14 

England transmission owners.  NU and National Grid will need to 15 

coordinate various issues related to the design, engineering, siting, and 16 

construction of the NEEWS facilities.  17 

  Finally, the construction of NEEWS involves the use of advanced 18 

technology as discussed in the Boguslawski/Renaud Testimony at 62-67.   19 
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  Q. Would the requested 13.14 percent incentive ROE produce an overall 1 

ROE that is just and reasonable? 2 

A. Yes.  The requested 13.14 percent incentive ROE is within the zone of 3 

reasonableness that the Commission approved in Opinion No. 489, as 4 

revised by the March 24, 2008 Rehearing Order in Docket No. ER04-157 5 

for the New England transmission owners (i.e., 7.3 percent to 13.5 percent).  6 

The Commission relied upon this zone in approving two recent applications 7 

under Section 205 of the Federal Power Act for transmission incentives.  8 

See The United Illuminating Company, 119 FERC ¶ 61,182 (2007), reh’g 9 

pending; Northeast Utilities Service Company, 124 FERC ¶ 61,044 (2008). 10 

  To confirm the justness and reasonableness of the requested 13.14 11 

percent ROE, I also evaluated and considered what an updated zone of 12 

reasonableness would look like, and in doing so, worked with Dr. William 13 

E. Avera of FINCAP, Inc. in updating the ROE analysis, using the same 14 

methodology that the Commission approved in Docket No. ER04-157.  15 

Based upon current capital market data, that ROE analysis demonstrates 16 

that the range would be 8.3 percent to 15.7 percent.  This provides further 17 

validation for the current zone, and that NUSCO’s request for an ROE of 18 

13.14 percent for NEEWS is just and reasonable.   19 
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  In his testimony, Dr. Avera describes his methodology for updating 1 

the zone and the results.  For purposes of this incentive filing, Dr. Avera is 2 

the witness who is sponsoring the updated ROE analysis.     3 

B. CWIP RECOVERY 4 

Q. Why are CL&P and WMECO seeking 100 percent CWIP treatment 5 

for NEEWS? 6 

A. NEEWS is a large scale transmission project requiring large capital 7 

expenditures during the construction period.  The additional revenues 8 

generated through 100 percent CWIP treatment for NEEWS would generate 9 

additional cash flow that will serve to support CL&P’s and WMECO’s 10 

ability to finance the construction of NEEWS and reduce the overall need 11 

to raise capital during the long construction period.  This would help to 12 

alleviate financial pressures on CL&P’s and WMECO’s existing credit 13 

quality and reduce the risk of a credit downgrade due to the impact of the 14 

NEEWS upgrades on their cash flows.  Further, adequate cash flow will 15 

also help assure that CL&P and WMECO obtain financing on reasonable 16 

terms to fund NEEWS and other needed transmission and distribution 17 

projects.  This is especially important in light of the recent turmoil in the 18 

financial and credit markets.  The availability of current cash flow through 19 

the 100 percent CWIP Request will help CL&P and WMECO raise equity 20 
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and debt capital from investors who may otherwise be discouraged by 1 

delays in the recovery of the debt and equity carrying costs of the NEEWS 2 

investments during the long construction period.  Generally, the investment 3 

community views CWIP as more favorable than Allowance for Funds Used 4 

During Construction (“AFUDC”) given that AFUDC is not cash income 5 

but only a promise to pay once the project is completed and placed into 6 

service.     7 

  In sum, NEEWS presents financial risks and challenges to CL&P 8 

and WMECO due to the large capital expenditures and the long 9 

construction times with the final in-service date not until 2013.  Granting 10 

CL&P/WMECO’s requested incentives will improve their cash flows and 11 

thereby ease pressures on their finances, reduce the need for external 12 

financing, as well as encourage much needed new investments to address 13 

reliability issues in the southern New England region. 14 

Q. Please demonstrate how the 100 percent CWIP incentive will help 15 

alleviate CL&P’s and WMECO’s stressed cash flows due to the 16 

NEEWS project. 17 

A. The ability to include 100 percent CWIP in rate base while NEEWS is 18 

under construction will significantly help to reduce the stress on CL&P’s 19 

and WMECO’s cash flow positions.  As Exhibit No. NU/NG-208 shows, 20 
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for the period 2008 to 2013 inclusion of 100 percent CWIP in rate base will 1 

provide CL&P and WMECO with approximately $137 million in additional 2 

cash during the construction period.  This additional cash would benefit 3 

CL&P’s and WMECO’s cash flow position and would reduce the need for 4 

them to obtain debt and equity financing.  Exhibit No. NU/NG-208 also 5 

shows that the inclusion of 100 percent CWIP in rate base will provide 6 

CL&P/WMECO with approximately $4.6 million of interest expense 7 

savings for the period 2008 to 2013.  See Exhibit No. NU/NG-208.   8 

Q. Will 100 percent CWIP treatment for NEEWS help to mitigate the 9 

stresses on CL&P/WMECO’s financial health? 10 

A. Yes.  As noted, CL&P’s senior unsecured debt is currently rated BBB-, 11 

which is only one notch above non-investment grade by S&P.  WMECO’s 12 

unsecured debt is rated at BBB.  See Exhibit No. NU/NG-207.  It is 13 

therefore very important that the companies examine all possible actions 14 

that would minimize the impacts of the large investments in NEEWS on 15 

cash flows and financial ratios.  NUSCO’s request for 100 percent CWIP 16 

treatment, if granted, will somewhat alleviate stresses on CL&P/WMECO 17 

cash flows and financial ratios.  See Exhibit No. NU/NG-209.  While 18 

CL&P’s and WMECO’s financial ratios will slightly improve as a result of 19 
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the 100 percent CWIP in rate base, they will continue to be stretched and 1 

low for CL&P’s and WMECO’s rating levels.   2 

  In its August 8, 2008 ratings report, Fitch Ratings emphasized that 3 

the importance of adequate cash flow earnings through CWIP will be 4 

“vital” to the NU Companies’ credit ratings, especially as they undertake 5 

the NEEWS upgrades: 6 

Separately, inadequate equity funding of the capital build-out 7 
or delays in the regulatory recovery of these costs could lead 8 
to negative rating action.  This is particularly applicable to 9 
WMECO, which due to the upcoming New England East-10 
West Solution (NEEWS) family of transmission projects is 11 
projected to more than triple its debt. The company has 12 
indicated it will file with the FERC for an authorized 13 
incentive return as well as 100% CWIP in rate base.   14 
Adequate cash flow earnings through CWIP will be vital in 15 
maintaining the current rating quality. 16 

 (Exhibit No. NU/NG-206).  (Emphasis added). 17 

Q. Is an ROE incentive needed if CL&P and WMECO receive 100 18 

percent CWIP? 19 

A. Yes, the requested ROE incentive would still be needed – CWIP alone is 20 

not sufficient to address the risks associated with NEEWS.  The 100 21 

percent CWIP request is designed to address a different risk than the ROE 22 

incentive.  Specifically, the 100 percent CWIP would alleviate CL&P’s and 23 

WMECO’s cash flow difficulties associated with the large capital 24 

requirements of NEEWS during the construction process.  As the 25 
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CL&P/WMECO Cash Flows for 2003-2007 and  
Projected Cash Flows for 2008-2013 
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Current Credit Ratings of CL&P, WMECO and NU 
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Incremental Cash Impact of 100% CWIP vs. Traditional Ratemaking  
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CL&P/WMECO Projected S&P Ratios for 2009-2013 


