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I. INTRODUCTION
On February 1, 1999, Boston Edison Company ("Boston Edison"),(1) Cambridge
Electric Light Company ("Cambridge Electric"), Commonwealth Electric Company
("ComElectric") and Commonwealth Gas Company ("ComGas")(2) (together, "Joint

Petitioners") filed a petition for approval by the Department of Telecommunications and
Energy ("Department") of a rate plan pursuant to G.L. c. 164, § 94 ("Rate Plan"). The
first three named Joint Petitioners are "electric companies" within the meaning of G.L.
c. 164, § 1; the fourth named is a "gas company" within the meaning of G.L. c. 164, §
2. The Rate Plan is filed in conjunction with the merger of the Joint Petitioners' parent
companies, BEC Energy and Commonwealth Energy System ("ComEnergy System").
The parent will, upon merger, be called "Nstar," a Massachusetts business trust (Exh.
JJJ-2 (Supp.) at 1; Tr. 6, at 664). In addition, the Joint Petitioners requested that the
Department determine that no transfer of the franchise rights of Boston Edison,
Cambridge Electric, ComElectric, or Commonwealth Gas will result from the merger
and related transactions, and therefore, no approval by the Massachusetts General
Court is required under G.L. c. 164, § 21. The Department docketed this matter as
D.T.E. 99-19.
II. PROCEDURAL HISTORY
Pursuant to notice duly issued, the Department conducted public hearings on March 8,
1999 in Cambridge, March 9, 1999, in Hyannis, and March 10, 1999, in Framingham.
The Attorney General of the Commonwealth of Massachusetts ("Attorney General")
filed a Notice of Intervention pursuant to G.L. c. 12, § 11E. The Department allowed
the petitions to intervene of the Commonwealth of Massachusetts Division of Energy
Resources ("DOER"), Associated Industries of Massachusetts ("AIM"), Cape Light
Compact and Constituent Municipalities ("Cape Light Compact"), the Energy
Consortium ("TEC"), Massachusetts Institute of Technology and President and Fellows
of Harvard College (together "MIT/Harvard"), and the United Steelworkers of
America, Local 12004. In addition, the Department allowed the petitions to participate
as limited participants of Eastern Edison Company, Massachusetts Electric Company,
and Western Massachusetts Electric Company.
The Department conducted evidentiary hearings from April 22, 1999 through May 11,
1999. The Joint Petitioners presented five witnesses: Thomas J. May, president and
chief executive officer of BEC Energy and Boston Edison; Russell D. Wright, chief
executive officer of ComEnergy System; James J. Judge, senior vice president and
treasurer of Boston Edison; Thomas J. Flaherty, national partner of Energy Consulting
and a partner in the Deloitte & Touche Consulting Group, LLC; and John Scott
Magrane, Jr., vice president in the energy and power group of Goldman Sachs & Co.
The Attorney General presented two witnesses: Seabron Adamson, president of London
Economics, Inc.; and Raymond Hartman, director of Cambridge Economics, Inc.
Richard La Capra, principal of La Capra Associates, testified on behalf of DOER, and
MIT/Harvard offered the testimony of Sheree L. Brown, president of SVBK Consulting
Group.
The evidentiary record consists of over 400 exhibits, including responses to information
requests and record requests (Tr. 10, at 1276-1290), and the testimony presented at the

evidentiary hearings. Initial briefs were filed by the Joint Petitioners, Attorney General,
DOER, MIT/Harvard, and AIM. Reply briefs were filed by the Joint Petitioners,
DOER, MIT/Harvard, and AIM. The Attorney General filed no reply brief. In
addition, TEC filed written comments.
III. DESCRIPTION OF THE PROPOSED RATE PLAN
The Rate Plan has been proposed as part of a merger between BEC Energy and
ComEnergy System into a new holding company, Nstar.(3) Holders of BEC Energy and
ComEnergy System common shares will exchange their shares for a combination of
cash and stock in Nstar (Exhs. JJJ-2, at 2-10; JSM-1, at 7).(4) For those shareholders
who elect to exchange their shares for cash, $200 million dollars will be allocated to
BEC Energy shareholders and $100 million will be allocated to ComEnergy System
shareholders (Exhs. JJJ-1, at 2-3; JSM-1, at 7). The cash portion of the transaction is
expected to be financed primarily through current cash balances and internally
generated funds (Exh. JSM-1, at 7). At the close of the merger, current BEC Energy
shareholders are projected to own approximately 68 percent of Nstar's common stock
and current ComEnergy System shareholders are projected to own approximately 32
percent of Nstar's common stock (id.).
The Rate Plan has three major elements: (1) a four-year freeze in distribution rates for
the Joint Petitioners from the date of the consummation of the merger;(5) (2) the
recovery of merger related costs; and (3) a service-quality plan (Exh. RDW-1, at 9).
The Rate Plan affects only the distribution rates because the other components of
customer bills either are reconciling components (i.e., costs for which dollar-for-dollar
recovery is permitted) or lie outside the Department's jurisdiction (Exh. JJJ-1, at 5-6).
Accordingly, for Boston Edison, Cambridge Electric, and ComElectric, the transition
costs, transmission services,(6) standard offer service, and default service charges are
not covered by the Rate Plan and will not be affected by the rate freeze (id.). Similarly
for ComGas, reconciling rate elements, like the cost of gas adjustment clause and local
distribution adjustment clause (see Bay State Gas Company, D.P.U. 95-104 (1995);
Boston Gas Company, D.P.U. 93-60, at 267 (1993)), are not included in the Rate Plan
and are not covered by the rate freeze (id.).(7) The existing retail distribution rates for
Cambridge Electric and ComElectric under the Rate Plan will be adjusted to include the
demand-side management ("DSM") and renewable-energy charges that were mandated
as part of the Electric Restructuring Act of 1997 ("Act")(8) (Exh. RDW-1, at 11).
The proposed Rate Plan will freeze distribution rates for a period of four years
(Exh. RDW-1, at 10-11). Following the expiration of the rate freeze, distribution rates
established by the Department in any base rate proceeding would account for savings
gained as a result of the merger, net of the recovery of merger-related costs. There are
three general categories of costs that will be incurred to realize the benefits of the
merger: (1) transaction costs incurred in developing, executing, and obtaining the
necessary approvals for the merger; (2) system integration costs incurred to achieve the
synergies anticipated from the merger; and (3) the cost to BEC Energy's shareholders

associated with the merger; i.e., the premium over book value received by ComEnergy
System's shareholders ("acquisition premium")(9) (Exhs. JJJ-1, at 4-5; TJF-5U). The
precise amount of the acquisition premium will not be determined until the closing of
the merger because the structure of the transaction involves an exchange ratio of 1.05
Nstar shares for each share of ComEnergy System and because ComEnergy System's
book value is subject to change between the dates of the agreement to merge and the
actual closing (Exh. JJJ-1, at 4).(10) Similarly, the exact amount of the transaction costs
will not be known until the merger is completed.(11)
The costs associated with the merger will be recovered in two ways. Under the Rate
Plan, transaction and system integration costs will be amortized for ratemaking
purposes over a ten-year period and the acquisition premium will be amortized over a
40-year period.(12) While the transaction costs and most of the system integration costs
will be expended during the first three years, some portion of the system integration
costs will be incurred in subsequent years (Exh. TJF-4). For ratemaking purposes,(13)
the Rate Plan includes an amortization of $13.5 million per year in transaction, system
integration costs, and associated tax effects over a period of ten years (Tr. 8, at 10401042). The Joint Petitioners stated that the amortization level is subject to adjustment in
future rate proceedings if the actual transaction and system integration costs deviate
from the projected levels in later years (Tr. 8, at 1040-1042). Similarly, the Rate Plan
includes an amortization of $20.6 million per year for 40 years for the acquisition
premium (Exh. JJJ-1, at 9).
Based on the estimates of merger-related costs, during the first ten years after the
merger, the average amount and associated tax effect of merger-related costs will be
approximately $34.1 million per year ($20.6 million for the amortization of the
acquisition premium plus $13.5 million for amortization of the transaction and system
integration costs) (Exh. JJJ-1, at 9). During the subsequent 30-year period, after
recovery of the transaction costs is completed, the annual amortization of the remaining
unamortized acquisition premium and associated tax effect will total approximately
$20.6 million (id.).
The final element of the Joint Petitioners' proposal is the implementation of a service
quality plan to ensure, consistent with Department precedent, that there will be no
degradation of service as a result of the merger. The Joint Petitioners propose to track
and monitor service quality in a number of areas, to demonstrate that the level of
service quality will not be adversely affected by the merger (Exhs. RDW-1, at 19-21;
RDW-6; JJJ-1, at 15-16; JJJ-3).
IV. STANDARD OF REVIEW
The petition before the Department is unlike those considered in Eastern-Essex
Acquisition, D.T.E. 98-27 (1998), NIPSCO/Bay State Acquisition, D.T.E. 98-31
(1998), or Eastern-Colonial Acquisition, D.T.E. 98-128 (1999). The instant petition
arises from a merger of two Massachusetts business trusts that are sole owners of four

regulated utilities. That merger transaction does not fall directly under G.L. c. 164, §
96; but it does have G.L. c. 164, § 96 implications, because of the resultant request to
push the acquisition premium onto the books of the regulated subsidiaries and because
of the associated Rate Plan offered for G.L. c. 164, § 94 approval. This petition
requires some degree of adaptation of our standard of review to deal with the
circumstances presented by this case. Such adaptation is warranted because the public
interest standard underlies both Sections 94 and 96 of Chapter 164.
The petition seeks G.L. c. 164, § 94 approval of a Rate Plan designed as a component
of an overall merger of two holding companies. The Rate Plan makes specific provision
for the recovery of the costs to be incurred in completing the merger, including
transaction costs, acquisition premiums, and system integration expenses. The Joint
Petitioners consider the Rate Plan to be a fundamental component of the merger. They
argue that it is appropriate for the Department to apply the public interest standard
associated with G.L. c. 164, § 96 merger petitions in evaluating the Rate Plan
(Exh. TJM-1, at 12). We agree. An evaluation of the Rate Plan in a merger context
necessitates an examination of those features of the Rate Plan that are intended to
provide for recovery of the costs associated with the merger. Accordingly, in making a
determination pursuant to G.L. c. 164, § 94 whether the rates that would result from
the Rate Plan are just and reasonable and in the public interest, the Department's
judgment is informed by the G.L. c. 164, § 96 public interest standard.
The public interest standard is statutorily explicit in G.L. c. 164, § 96 and lies at the
heart of G.L. c. 164, § 94 by judicial construction. Although the public interest
standard is also explicit in G.L. c. 164, § 94's provisions for review of contracts for
sale of gas and electricity, G.L. c. 164, § 94 speaks generally in terms of the "propriety
of rates." The Department has considerable discretion in assessing the "propriety" of
rate petitions submitted under G.L. c. 164, § 94; and the Court has often so held. See
American Hoechest Company v. Department of Public Utilities; 379 Mass. 408, 411,
412, 413 (1980) (Department free to select or reject particular method of regulation as
long as choice not confiscatory or otherwise illegal). The Supreme Judicial Court has
construed G.L. c. 164, § 94 as requiring a public interest judgment by the Department
in a number of cases: Massachusetts Oilheat Council v. Department of Public Utilities,
418 Mass. 798, 804 (1994); Boston Real Estate Board v. Department of Public
Utilities, 334 Mass. 477, 495 (1956) ("[t]he controlling consideration of the
[D]epartment's statutory regulatory powers is implicit throughout the statute. It is the
standard which supports the grant of power over rates and regulations in general and it
is not necessary to specify further"); Massachusetts Institute of Technology v.
Department of Public Utilities, 424 Mass. 856, 867 (1997) ("we concur that the
recovery of prudent and verifiable stranded costs incurred by utility companies, as
appropriately authorized, is in the public interest."). See also Wolf v. Department of
Public Utilities, 407 Mass. 363, 369 (1990) ("the mission of the agency is to regulate in
the public interest," citing Zachs v. Department of Public Utilities, 406 Mass. 217,
223-224 (1989)). Recent Department orders also apply a public interest standard in
G.L. c. 164, § 94 cases: Tewksbury LNG, D.P.U. 97-49, at 27-28 (1997); Fitchburg

Gas and Electric Light Company Energy Bank, D.P.U. 95-75, at 9 (1995); and
Cambridge Electric Light Company, D.P.U. 94-101/95-36, at 8 (1995).
The corporate consolidation proposed here results in the ownership and operation of
four utilities ultimately by a single business trust. The creation of Nstar and the mergers
of ComEnergy System and BEC Energy into Nstar-owned holding companies occurs
outside the purview of G.L. c. 164, § 96, but the effects of the Rate Plan fall squarely
under G.L. c. 164, § 94. The situation exhibits certain features that make it one of first
impression. Because "the mission of the agency is to regulate in the public interest,"
Wolf, 407 Mass. at 369, we craft and apply a standard that amalgamates both G.L. c.
164, §§ 94 and 96's kindred public interest requirements. Where statutes of general
application allow a broad range of regulatory discretion but do not speak in
particularized terms to an instant case, the Court has recognized that "the decision
regarding what standard to apply is left to the [D]epartment's discretion." Wolf, 407
Mass. at 370 (in the parallel context of G.L. c. 159).
Where a rate proposal is presented that differs from past procedures, the Department
has devised a standard appropriate to that proposal. The public interest standard, with
particular reference to G.L. c. 164, § 96 criteria, is a reasonable guide for assessing the
G.L. c. 164, § 94 Rate Plan presented here. Both the Court and the Department itself
have, as noted, recognized that the public interest standard "supports the
[Department's] grant of power over rates." Boston Real Estate Board, 334 Mass. at
495.
The Department's authority to review and approve mergers and acquisitions is found at
G.L. c. 164, § 96, which, as a condition for approval, requires the Department to find
that mergers and acquisitions are "consistent with the public interest." In Boston Edison
Company, D.P.U. 850, at 6-8 (1983), the Department construed the G.L. c. 164, § 96
standard of consistency with the public interest as requiring a balancing of the costs and
benefits attendant on any proposed merger or acquisition. The Department stated that
the core of the consistency standard was "avoidance of harm to the public." Boston
Edison Company, D.P.U. 850, at 5 (1983). Therefore, under the terms of D.P.U. 850,
a proposed merger or acquisition is allowed to go forward upon a finding by the
Department that the public interest would be at least as well served by approval of a
proposal as by its denial. Eastern-Colonial Acquisition, D.T.E. 98-128, at 5 (1999);
NIPSCO-Bay State Acquisition, D.T.E. 98-31, at 9 (1998); Eastern-Essex Acquisition,
D.T.E. 98-27, at 8 (1998); Boston Edison Company, D.P.U. 850, at 5-8 (1983). The
Department has reaffirmed that we would consider the potential gains and losses of a
proposed merger to determine whether the proposed transaction satisfies the G.L. c.
164, § 96 standard. NIPSCO-Bay State Acquisition, D.T.E. 98-31, at 8 (1998);
Eastern-Essex Acquisition, D.T.E. 98-27 at 8 (1998); Boston Edison Company/Boston
Edison Mergeco Electric Company, D.P.U./D.T.E. 97-63, at 7 (1998). The public
interest standard, as elucidated in D.P.U. 850, must be understood as a "no net harm,"
rather than a "net benefit" test.(14) Eastern-Colonial Acquisition, D.T.E. 98-128, at 5
(1999); NIPSCO-Bay State Acquisition, D.T.E. 98-31, at 9-10 (1998); Eastern-Essex

Acquisition, D.T.E. 98-27, at 8 (1998); Mergers and Acquisitions, D.P.U. 93-167-A at
7 (1994). The Department considers the special factors of an individual proposal to
determine whether it is consistent with the public interest. Eastern-Colonial Acquisition,
D.T.E. 98-128, at 5 (1999); NIPSCO-Bay State Acquisition, D.T.E. 98-31, at 9-10
(1998); Eastern-Essex Acquisition, D.T.E. 98-27, at 8 (1998); Boston Edison
Company/Boston Edison Mergeco Electric Company, D.P.U./D.T.E. 97-63, at 7
(1998); Mergers and Acquisitions, D.P.U. 93-167-A at 7-9 (1995). To meet this
standard, costs or disadvantages of a proposed merger must be accompanied by
offsetting benefits that warrant their allowance. Eastern-Colonial Acquisition,
D.T.E. 98-128, at 5-6 (1999); NIPSCO-Bay State Acquisition, D.T.E. 98-31, at 9-10
(1998); Eastern-Essex Acquisition, D.T.E. 98-27, at 8 (1998); Boston Edison
Company/Boston Edison Mergeco Electric Company, D.P.U./D.T.E. 97-63, at 7
(1998); Mergers and Acquisitions, D.P.U. 93-167-A at 18-19 (1995).
Various factors may be considered in determining whether a proposed merger or
acquisition is consistent with the public interest pursuant to G.L. c. 164, § 96. These
factors were set forth in Mergers and Acquisitions: (1) effect on rates; (2) effect on the
quality of service; (3) resulting net savings; (4) effect on competition; (5) financial
integrity of the post-merger entity; (6) fairness of the distribution of resulting benefits
between shareholders and ratepayers; (7) societal costs; (8) effect on economic
development; and (9) alternatives to the merger or acquisition. Mergers and
Acquisitions, D.P.U. 93-167-A at 7-9 (1995). This list is illustrative and not
"exhaustive," and the Department may consider other factors, or a subset of these
factors, when evaluating a G.L. c. 164, § 96 proposal. Eastern-Colonial Acquisition,
D.T.E. 98-128, at 6 (1999)
Among these factors, the Department stated that it would consider societal costs, such
as job loss. Mergers and Acquisitions, D.P.U. 93-167-A at 7-8 (1994). We do not
lightly regard the effect of this or any other merger on employment. Eastern-Essex
Acquisition, D.T.E. 98-27, at 44 (1998). Proponents of mergers or acquisitions must
demonstrate that they have a plan for minimizing the effect of job displacement on
employees. Id. As the bulk of the merger-related savings relate to employment, the
Department specifically addresses the societial cost factor herein (Exh. TJF-1, at 6).
The Department's determination whether the merger or acquisition meets the
requirements of G.L. c. 164, § 96 must rest on a record that quantifies costs and
benefits to the extent that such quantification can be made. Eastern-Colonial
Acquisition, D.T.E. 98-128, at 7 (1999); NIPSCO-Bay State Acquisition, D.T.E. 9831, at 11 (1998); Eastern-Essex Acquisition, D.T.E. 98-27, at 9 (1998). To avoid an
adverse result, a petitioner cannot rest its case on generalities, but must instead
demonstrate benefits that justify the costs, including the cost of any acquisition
premium sought. Eastern-Colonial Acquisition, D.T.E. 98-128, at 7 (1999); NIPSCOBay State Acquisition, D.T.E. 98-31, at 11 (1998); Eastern-Essex Acquisition, D.T.E.
98-27, at 10 (1998); Mergers and Acquisitions, D.P.U. 93-167-A at 7 (1995). Such a

demonstration is particularly relevant in this case, where the Joint Petitioners offer
merger-related savings as a way to recover the costs associated with the merger.

V. RATE PLAN
A. Four-Year Base Rate Freeze
1. Joint Petitioners' Proposal
The Joint Petitioners proposed not to raise any of Boston Edison's, Cambridge
Electric's, ComElectric's, and ComGas' distribution rates for four years following the
consummation of the merger, unless exogenous factors result in cost changes (Exh.
RDW-1, at 9). The Joint Petitioners define exogenous costs as changes in tax laws, in
accounting principles, and in regulatory, judicial, or legislative requirements
(Exh. MIT/Harvard 1-26). The Joint Petitioners have not proposed a threshold level for
petitions to recover exogenous costs (Tr. 8, at 1017-18).
2. Intervenors' Proposals
a. Attorney General
The Attorney General proposed to compare Boston Edison's, Cambridge Electric's,
ComElectric's, and ComGas' current rates to what they would be during each of the
four years of the proposed rate freeze if determined using a price cap formula under
performance-based regulation ("PBR") (Exhs. AG-1; AG-2; AG-3).(15) The Attorney
General proposed a price cap formula for Boston Edison, Cambridge Electric, and
ComElectric that used a productivity offset of 2.40 percent, which was composed of a
total factor productivity change of 1.9 percent and a consumer dividend factor(16) of 0.5
percent (Exhs. AG-1, at 9; AG-2).
With respect to the inflation component of the price cap formula, the Attorney General
used the McGraw Hill DRI forecast, which projected inflation for each of the years
2000 through 2004 to be 1.39, 1.65, 1.90, 1.99, and 2.12 percent, respectively (Exh.
AG-3). For ComGas, the Attorney General's price cap formula used a productivity
offset of 1.85 percent, composed of an accumulated inefficiencies(17) factor of 0.85
percent and a future expected productivity growth factor of 1.0 percent (Exh. AG-1,
at 9-10). The Attorney General concluded that each of the regulated companies would
experience rate decreases under PBR (Attorney General Brief at 19).
b. DOER

DOER estimated that during the four-year rate freeze period the Joint Petitioners would
forgo recovery of $136.4 million in merger-related costs, but would retain savings
projected to total $197.4 million (Exh. LAC at 6). DOER argues that the Joint
Petitioners' base rates should be lowered so that the projected net savings of $61.0
million would go to their customers (id. at 28).
According to DOER, the rate decrease should be determined in the following manner.
First, DOER proposed that the Joint Petitioners should lower their base rates by the
projected gross savings in year five of the Rate Plan net of any acquisition premium
amortization expense and merger-related amortization expense approved by the
Department (id. at 29). Second, DOER recommended that for each of the first four
years of the Rate Plan, the Joint Petitioners should implement a rate adder(18) that is
calculated by taking the difference between the projected gross savings in year five of
the Rate Plan and the projected gross savings for each of the first four years of the Rate
Plan, respectively (id. at 29). The rate decrease would be allocated on a pro-rata basis
across distribution companies and customer classes (id. at 29).
c. MIT/Harvard
MIT/Harvard estimated that the Joint Petitioners expected to achieve merger-related
savings of approximately $197.4 million over the four-year rate freeze period, and
retain approximately $90 million, representing the sum of: (1) $45 million in net pretax merger-related savings; (2) $5.5 million in pre-merger initiatives; and (3) $40
million associated with the recovery of the non-cash portion of the acquisition premium,
over the same period (Exhs. SLB-1, at 18-19; SLB-3). MIT/Harvard determined that
the Joint Petitioners would have net merger-related savings of approximately $95
million over the rate freeze period, which could be shared equitably by the Joint
Petitioners and their ratepayers (Exh. SLB-1, at 42).
Therefore, MIT/Harvard proposed that the Joint Petitioners should be required to
reduce current rates by the $45 million in net savings plus the associated taxes of $29.1
million, for a total of approximately $74.1 million during the term of the rate freeze
(for a rate reduction of approximately $18.5 million annually) (id., at 42-43; Exh. SLB3). MIT/Harvard proposed to allocate the rate reduction between Boston Edison and
ComEnergy System based on the number of administrative and general employees as of
1997, whereby Boston Edison's ratepayers would receive a annual rate reduction of
approximately $10.5 million, and ComEnergy System's ratepayers would receive an
annual rate reduction totaling approximately $8.0 million (Exh. SLB-1, at 43-44).
MIT/Harvard proposes to allocate the reduction attributable to ComEnergy System
among Cambridge Electric, ComElectric, and ComGas based on the total 1997
administrative and general expenses as of 1997, producing annual rate reductions of
approximately $.9 million for Cambridge Electric, $3.0 million for ComGas, and $4.1
million for ComElectric (id.).
3. Positions of the Parties

a. Attorney General
The Attorney General argues that for the proposed rate freeze to satisfy the no net harm
standard, the Joint Petitioners must first demonstrate that the current rates are just and
reasonable (Attorney General Brief at 18). The Attorney General maintains that the
Joint Petitioners made no attempt to demonstrate that their current rates are just and
reasonable (id.). In support of his position, the Attorney General notes that the most
recent full reviews of Cambridge Electric's, ComElectric's, and ComGas' rates were in
1993, 1991, and 1991, respectively (id., citing Cambridge Electric Light
Company/Commonwealth Electric Company/Canal Electric Company, D.P.U./D.T.E.
97-111, at 37 (1998)).
According to the Attorney General, if PBR is employed during the term of the rate
freeze, then the base rates for all four distribution companies would be reduced
(Attorney General Brief at 19). Therefore, the Attorney General concludes that the
record demonstrates that rather than producing savings for customers, the Rate Plan
deprives them of PBR-based rate decreases, to the benefit of shareholders (id.).
Consequently, the Attorney General considers that the proposed four-year rate freeze
fails to meet the no net harm standard and therefore should be denied (id. at 18).
b. DOER
DOER argues that the Department should reject the Joint Petitioners' proposal to freeze
rates for four years, maintaining that the rates that will be in effect during the rate
freeze period should be lower than the Joint Petitioners' current rates (DOER Brief at
18, citing Exhs. LAC; LAC-1). In support of its position, DOER advances two
reasons. First, DOER argues that the Joint Petitioners' current rates are too high, and
therefore cannot be considered just and reasonable (DOER Brief at 18). According to
DOER, pursuant to G.L. c. 164, § 94, the burden is on the Joint Petitioners to
demonstrate that their proposed Rate Plan results in just and reasonable rates (DOER
Reply Brief at 3). DOER claims that industry restructuring has lowered the Joint
Petitioners' costs because of (1) a decrease in capital costs caused by the divestiture of
relatively risky generating assets, and (2) the retirement of some high-cost debt with
proceeds retained by the Joint Petitioners in excess of their debt obligations on divested
generation assets through the use of securitization (DOER Brief at 18-19).
Second, DOER argues that the Joint Petitioners' current rates should be lowered to
ensure that their customers receive some of the savings that the Joint Petitioners
maintain will materialize (id. at 20). DOER estimates that the Joint Petitioners would
retain over $100 million in net savings over the proposed four-year rate freeze (DOER
Reply Brief at 2). DOER reasons that because the likelihood of the merger savings
materializing is primarily under the Joint Petitioners' control, it is essential that the
ratemaking treatment of the costs and savings create an incentive for the Joint
Petitioners to deliver on their customer savings projections (DOER Brief at 20). DOER
asserts that the proposed rate freeze creates an incentive for the Joint Petitioners to

achieve the projected savings only until the point at which they are expecting a base
rate case, with decreased incentives thereafter (id. at 20-21; DOER Reply Brief at 2).
Therefore, DOER concludes that the Joint Petitioners' proposed four-year rate freeze is
inconsistent with the Department's objectives of ensuring economic efficiency and cost
control (DOER Brief at 21).
c. MIT/Harvard
Like DOER, MIT/Harvard argues that the Department should reject the Joint
Petitioners' proposal to freeze Cambridge Electric's rates for four years because it will
not result in just and reasonable rates (MIT/Harvard Brief at 13). According to
MIT/Harvard, a four-year rate freeze provides no additional benefit to ratepayers
beyond those mandated by the Act, i.e., an initial ten percent rate reduction at the
commencement of retail choice and a 15 percent reduction by September 1, 1999 (id. at
14). Furthermore, MIT/Harvard notes that the Act mandated that distribution
companies preserve the economic value of those mandated rate reductions for the
seven-year duration of the transition period required under the Act, which covers the
entire rate freeze period proposed by the Joint Petitioners (id.). Therefore,
MIT/Harvard maintains that absent the Rate Plan, it is unlikely that the Joint Petitioners
would have raised their distribution rates during the next four years (id.).
With respect to the Joint Petitioners' claim that the rate freeze protects customers
against likely rate increases, MIT/Harvard states that Cambridge Electric failed to
provide evidence demonstrating that, but for the rate freeze, there would have been
sufficient increases in distribution costs to justify rate increases (id.). MIT/Harvard
argues that the record evidence, such as Cambridge Electric's return on equity of 16.7
percent for the year 1998, supports a full reexamination of Cambridge Electric's costs
collected through base rates (id. at 14-15). Therefore, MIT/Harvard argues that the
Joint Petitioners have failed to demonstrate that the current rates are just and reasonable
(MIT/Harvard Reply Brief at 4).
Finally, MIT/Harvard argues that the Joint Petitioners' current rates should be lowered
now, rather than wait for the next base rate case, to ensure that their ratepayers receive
some of the savings that the Joint Petitioners maintain will materialize (MIT/Harvard
Brief at 15-16, citing Exhs. SLB-1, at 18; SLB-3; MIT/Harvard Reply Brief at 6).
MIT/Harvard argues that it is not fair for the Joint Petitioners' shareholders to keep all
the projected savings that materialize during the rate freeze period (MIT/Harvard Brief
at 17). With respect to the Joint Petitioners' assertion that there will be a six-month
delay in achieving merger-related savings, MIT/Harvard argues that the Joint
Petitioners will achieve savings during the overall term of the rate freeze (MIT/Harvard
Reply Brief at 8). By way of illustration, MIT/Harvard asserts that the largest area of
synergies, over $400 million, represents labor cost savings that would be achieved
shortly after the merger's closing date (id.).
d. AIM

AIM states that under the Rate Plan, all net savings accrued during the rate freeze
period will go to the Joint Petitioners' shareholders (AIM Brief at 10). According to
AIM, this result provides a perverse incentive for the Joint Petitioners to achieve as
much savings as possible during the first four years and then become less aggressive on
cost-containment measures in subsequent years as the net savings incentive disappears
(id. at 11). AIM argues that if the Department grants the Joint Petitioners recovery of
an acquisition premium without passing on some of the projected savings, then all the
risks associated with the merger would be absorbed by the ratepayers, not the Joint
Petitioners (id.).
e. Joint Petitioners
According to the Joint Petitioners, by freezing rates for four years, ratepayers are
shielded from a possible rate increase that could result from: (1) failure to achieve the
anticipated cost savings in the early years, and (2) inflationary increases in costs (Joint
Petitioners Brief at 8, citing RDW-1, at 10-11). The Joint Petitioners assert that in real
terms, rates will be at or below what they otherwise would have been in the absence of
the merger (Joint Petitioners Brief at 30; Joint Petitioners Reply Brief at 19). The Joint
Petitioners maintain that the estimated nature of merger-related costs and mergerrelated synergies does not affect this conclusion (Joint Petitioners Reply Brief at 19).
The Joint Petitioners note that the four-year rate freeze is a voluntary commitment by
the Joint Petitioners that does not affect the rights of either the Department or the
Attorney General to seek a review of rates pursuant to G.L. c. 164, § 93 (id.). With
respect to AIM's argument that the Joint Petitioners' customers are absorbing all the
risks, the Joint Petitioners state that customers would receive all the savings in excess
of the actual merger-related costs (id.). Also, the Joint Petitioners note that the Rate
Plan neither provides for any return on the unamortized merger-related costs nor
guarantees that the Joint Petitioners will receive or benefit from any of the net mergerrelated savings (id. at 19, n.13).
According to the Joint Petitioners, PBR is not a part of the Rate Plan and therefore is
not relevant in this proceeding (id. at 36-37). The Joint Petitioners contend that, even if
a price-cap analysis is a relevant proxy for rate changes, the Attorney General's
analysis is flawed (Joint Petitioners Reply Brief at 17). The Joint Petitioners argue that
the Attorney General's witnesses provided a flawed analysis of productivity offsets to
be applied in a price cap formula (Joint Petitioners Brief at 36). The Joint Petitioners
state that in the case of the Attorney General's selected productivity factor for ComGas,
the Attorney General's witness arbitrarily adjusted historical productivity factors and
provided no credible evidentiary basis for his selected productivity offset or
accumulated inefficiencies (id. at 37, citing Exh. AG-1, at 7-9). In the case of the
electric utilities, the Joint Petitioners claim that the Attorney General's witness
measured productivity growth for the 1990 through 1995 time period during which
most electric utilities provided generation, distribution, and transmission service (id.
at 38). The Joint Petitioners state that because they have divested their generation

assets, the productivity offset proposed by the Attorney General's witness is not
relevant and should be rejected (id.).
Additionally, the Joint Petitioners argue that the inflation projections used by the
Attorney General's witnesses in their proposed price cap formula understate inflation
(Joint Petitioners Reply Brief at 17). The Joint Petitioners claim that the Attorney
General should have used the inflation forecast produced by the Wharton Economic
Forecast Association, Inc. ("WEFA") as the inflation projections (id. at 18, citing RRJP-1). The Joint Petitioners state that when the WEFA inflation numbers are applied to
a productivity offset of 1.5 percent, which is the productivity offset approved for
Boston Gas Company in D.P.U. 96-50-C (Phase I), ratepayers will experience an
overall increase of approximately $47 million over current rates (id. at 18, citing Exh.
AG 1-39). Therefore, the Joint Petitioners conclude that even if a Department-approved
price-cap formula were to be adopted, the four-year rate freeze would leave customers
no worse off (id.).
4. Analysis and Findings
The current distribution rates for Boston Edison, Cambridge Electric, ComElectric, and
ComGas have been approved by the Department as just and reasonable pursuant to
G.L. c. 164, § 94. See Boston Edison Company, D.T.E. 96-23, at 25-32 (1998);
Cambridge Electric Light Company/Commonwealth Electric Company/Canal Electric
Company, D.P.U./D.T.E. 97-111, at 38-40 (1998); Commonwealth Gas Company,
D.P.U. 91-60 (1993). Nevertheless, the Attorney General, DOER, and MIT/Harvard
contend that the Joint Petitioners must specifically demonstrate that current rates are
just and reasonable for the purposes of the proposed Rate Plan. We disagree with the
intervenors for the following reasons. First, a traditional rate case demonstration that a
company's rates produce no more or less than a reasonable level of earnings is required
when: (1) a company requests a general increase in rates pursuant to G.L. c. 164, § 94,
or (2) the Department determines that it is necessary to review a company's rates
pursuant to G.L. c. 164, § 93. Neither of these conditions apply in this case.
The Joint Petitioners are not proposing a general distribution rate increase; rather, they
are proposing to freeze rates at a level that has been determined by the Department to
be just and reasonable. In terms of the second condition, there is no evidence that
demonstrates the Joint Petitioners' current distribution rates are not just and reasonable.
The fact that Cambridge Electric earned a return on equity greater than that provided
for in D.P.U. 93-250 during a single year and has implemented some cost saving
measures is not sufficient to demonstrate that their current rates are not just and
reasonable. Until subsequent rates for any of the Joint Petitioners are established, their
current base rates are adjudged to be just and reasonable. A mere assertion to the
contrary cannot displace those adjudicated results. Id.
The Department has reviewed a company's earnings in the context of adopting an
alternative regulation plan, in order to determine whether the starting rates for such a

plan are reasonable. Boston Gas Company, D.P.U. 96-50, at 346-347 (1996); NYNEX
Price Cap, D.P.U. 94-50 (1995). However, the Rate Plan in this case is not an
alternative form of regulation. In both NYNEX and Boston Gas, the companies
proposed regulatory plans that provided for changes in rates over the terms of those
plans. As noted above, in this case, the Joint Petitioners are proposing simply to freeze
rates, not to define how rates may change in the future
In addition, with respect to the Attorney General's PBR comparison, the distribution
rates for Boston Edison, Cambridge Electric, ComElectric, and ComGas are not set
under a PBR. While the Act authorizes the Department to implement PBR, the PBR
regulatory scheme is not mandatory. St. 1997, c. 164, § 193; G.L. c. 164, § 1E. See
Eastern-Colonial Acquisition, D.T.E. 98-128, at 16 (1999), citing Massachusetts
Oilheat Council, 418 Mass. at 803-804. The Joint Petitioners have not proposed a PBR,
but a Rate Plan that incorporates a four-year rate freeze; it is not a traditional general
rate case. The Department finds that the Joint Petitioners' proposal to freeze rates for a
four-year period does not conflict with either the Act or with the Department's efforts
to implement PBR. Eastern-Colonial Acquisition, D.T.E. 98-128, at 17 (1999). See
also Eastern-Essex Acquisition, D.T.E. 98-27 at 16-17 (1998). Therefore, the
Department finds comparing the individual companies' rates to those under the
Attorney General's hypothetical PBR is not appropriate.
With respect to the argument that the Joint Petitioners may reap excessive net savings
from the Rate Plan, there is nothing in the merger that restricts the rights of the
Attorney General or any other party to seek a review of rates in accordance with G.L.
c. 164, § 93 (Tr. 6, at 830-831). Eastern-Essex Acquisition, D.T.E. 98-27, at 14
(1998). The Department will monitor the earnings of each of the Joint Petitioners's
distribution companies. Should the Department have a reason to believe that a
company's earnings are excessive, the Department would conduct an investigation of
that company's rates pursuant to G.L. c. 164, § 93.
On balance, the Department considers ratepayers to be better served by a commitment
now to a four-year rate freeze than by conducting a rate case examination now of actual
cost savings and cost increases. Since the rate freeze does not include an adjustment for
inflation, it actually represents a "real" rate decrease for customers over the four-year
period. This is contrasted to the uncertainty associated with litigating the costs and
benefits associated with this merger in a traditional rate case. In view of the time that
has elapsed since the Joint Petitioners' previous G.L. c. 164, § 94 rate applications, the
Department considers it probable that the results of a G.L. c. 164, § 94 investigation
would be a conclusion that an increase over the Joint Petitioners' present base rates
would be warranted. Accordingly, the Joint Petitioners' ratepayers would be at least as
well off with the proposed base rate freeze as they would be absent the proposed
merger. Therefore, the Department finds the Petitioners' proposal to freeze Boston
Edison's, Cambridge Electric's, ComElectric's, and ComGas' base distribution rates
for four years following consummation of the merger to be consistent with the public
interest.(19)

With respect to the Joint Petitioners' proposed exogenous cost adjustment, the
Department has defined exogenous costs as positive or negative cost changes beyond a
company's control that would significantly affect the Company's operations. EasternColonial Acquisition, D.T.E. 98-128, at 55 (1999); NIPSCO-Bay State Acquisition,
D.T.E. 98-31, at 18 (1998); Eastern-Essex Acquisition, D.T.E. 98-27, at 19 (1998).
The Joint Petitioners' proposed list of exogenous factors is identical to that set forth and
accepted by the Department in NIPSCO-Bay State Acquisition, D.T.E. 98-31 (1998),
Eastern-Essex Acquisition, D.T.E. 98-27 (1998), and Boston Gas Company,
D.P.U. 96-50 (1996). For purposes of the Rate Plan, exogenous factors shall be
defined, for Boston Edison, Cambridge Electric, and ComElectric, as those positive or
negative cost changes actually beyond the Joint Petitioners' control that uniquely affect
the electric distribution industry. For ComGas, exogenous factors shall be those
positive or negative cost changes actually beyond the Joint Petitioners' control that
uniquely affect the local gas distribution industry. See Boston Gas Company,
D.P.U. 96-50 (Phase One), at 292 (1996). If, during the term of the Rate Plan, the
Joint Petitioners seek to recover any exogenous cost, they must propose exogenous cost
adjustments, with supporting documentation and rationale, to the Department for
determination as to the appropriateness of recovery of the proposed exogenous costs.
As noted, the Joint Petitioners have proposed no threshold for a cost change to qualify
as an exogenous cost. The Department has stated that there should be a threshold for
qualification as an exogenous cost in order to avoid costly regulatory process over
minimal dollars. Eastern-Colonial Acquisition, D.T.E. 98-128, at 55 (1999); NIPSCOBay State Acquisition, D.T.E. 98-31, at 18 (1998); Boston Gas Company, D.P.U. 9650, at 288 (1996). Therefore, the Department has required that any individual
exogenous cost must exceed a threshold in order to qualify for recovery. NIPSCO-Bay
State Acquisition, D.T.E. 98-31, at 18 (1998); Boston Gas Company, D.P.U. 96-50, at
288 (1996). The Department considered a threshold for the opportunity to recover
exogenous costs in Eastern-Colonial Acquisition, D.T.E. 98-128, at 55 (1999).(20)
There, the Department found that the effect of any individual exogenous cost must
exceed $250,000 in a particular year in order for those petitioners to request recovery.
The Department finds that a principle of proportionality relating to the Joint Petitioners'
operating revenues is called for and so proportions the threshold set for the Joint
Petitioners to that set for Colonial Gas Company ("Colonial"). To make a determination
regarding an appropriate threshold here, the Department compares the Joint Petitioners'
and Colonial's operating expenses in 1998. The Department notes that Colonial's 1998
operating revenues were $167,978,495, which is approximately 10.4 percent of those
of Boston Edison, 141.5 percent of those of Cambridge Electric, 39.6 percent of those
of ComElectric, and 58.1 percent of those of ComGas (Exh. AG 1-5).(21) The
Department determines that threshold amounts of $2,400,000 for Boston Edison,
$175,000 for Cambridge Electric, $625,000 for ComElectric, and $425,000 for
ComGas are reasonable.(22) Therefore, any individual exogenous cost must exceed
$2,400,000 for Boston Edison, $175,000 for Cambridge Electric, $625,000 for
ComElectric, and $425,000 for ComGas in a particular year in order for the Joint
Petitioners to request recovery of exogenous costs.

B. Cambridge Electric and ComElectric Rate Adjustments
1. Introduction
During August of 1997, the base period relied upon in the Act, Cambridge Electric's
rates included average demand-side management ("DSM") charges of 0.099 cents per
KWH, and ComElectric's rates included average DSM charges of 0.207 cents per
KWH (Exh. RDW-1, at 12). Both Cambridge Electric and ComElectric in their
restructuring filing calculated their average distribution rates by bundling the 1997
DSM costs with the distribution costs derived from a 1995 cost of service study
(Exh. DTE 1-2). However, when Cambridge Electric and ComElectric calculated the
distribution charge for each individual rate class, it subtracted the Act-mandated DSM
charge for 1998 (0.330 cents per KWH) and Renewable Energy charge for 1998 (0.075
cents per KWH), from the bundled distribution charge (Tr. 6, at 790-791). Since the
1998 DSM and Renewable Energy charges are significantly higher then the 1997 DSM
charge, both Cambridge Electric and ComElectric argue that they have sustained, and
continue to sustain, large losses in their distribution revenues (id.).
2. Joint Petitioners' Proposal
In order to remedy the proposed shortfall, the Joint Petitioners propose to increase the
distribution rates for Cambridge Electric and ComElectric, effective upon the closing of
the merger (Exh. RDW-1, at 12-13). The Joint Petitioners calculated the increase by
taking the sum of the average DSM Charge mandated by the Act for the years 2000
through 2002, which is 0.268 cents per KWH and the average Renewable Energy
Charge mandated by the Act for the years 2000 through 2002, which is 0.100 cents per
KWH, and subtracting this sum from the total DSM and Energy Conservation Service
charges included in August 1997 rates (id., at 13).(23) This results in distribution rate
adjustments of 0.223 cents per KWH for Cambridge Electric and 0.161 cents per KWH
for Commonwealth (id.).(24) To ensure that the total rates paid by customers will not
increase, the Joint Petitioners propose that the respective transition charges, for
Cambridge Electric and ComElectric, be reduced by an amount equal to the increase in
the respective distribution charges (id., at 12-13). Therefore, the Petitioners contend
that the overall current rates would not increase and transition costs would be deferred.
3. Positions of the Parties
a. MIT/Harvard
MIT/Harvard notes that the distribution rates currently paid by Cambridge Electric's
customers were derived through a cost of service study based on a test year ending June
30, 1992, that was fully litigated by the Department and found to be reasonable in 1993
(MIT/Harvard Brief at 4, citing Cambridge Electric Light Company, D.P.U. 92-250
(1993)). MIT/Harvard states that the Department has not fully litigated Cambridge
Electric's rates since that time and, that in Cambridge Electric Light

Company/ComElectric Company/Canal Electric Company, D.P.U./D.T.E. 97-111, the
Department made clear its intent to review thoroughly Cambridge Electric's costs and
the manner in which those costs are allocated (MIT/Harvard Brief at 4, citing Exh.
SLB-1, at 10-11; D.P.U./D.T.E. 97-111, at 39-40). MIT/Harvard argues that until that
review has been performed, no rate increase is warranted (MIT/Harvard Brief at 4).
MIT/Harvard also claims that Cambridge Electric's requested increase constitutes a
single-issue rate case (id., at 6, 9). MIT/Harvard notes that Department precedent
generally does not allow single-issue rate cases and that Cambridge Electric has made
no demonstration warranting a change or exception to this precedent (id.).
MIT/Harvard states that Cambridge Electric's proposed distribution rate increase
should be denied because it incorrectly relies on the claim that Cambridge Electric has
not fully recovered its DSM and Renewable Energy expenditures (MIT/Harvard Brief
at 6). MIT/Harvard maintains that since March 1, 1998, Cambridge Electric has been
fully recovering its mandated DSM and Renewable Energy expenditures through
changes in the current tariffs (id. at 6-8; MIT/Harvard Reply Brief at 2). Therefore,
according to MIT/Harvard, Cambridge Electric has no basis for the requested increase
(MIT/Harvard Brief at 6).
MIT/Harvard maintains that DSM and Renewable Energy costs are already being
collected from customers in full as a result of a prior Department proceeding
(MIT/Harvard Reply Brief at 3, citing Cambridge Electric Light
Company/Commonwealth Electric Company/Canal Electric Company, D.P.U./D.T.E.
97-111 (1998)). MIT/Harvard contends that the Joint Petitioners' characterization of the
proposed rate increase as akin to an exogenous adjustment permitted in accordance with
PBR price cap plans is inapposite, because the Joint Petitioners have not proposed a
PBR price cap in this case (MIT/Harvard Reply Brief at 3). Therefore, MIT/Harvard
asserts that absent a thorough review of all costs, no increase is warranted (id.).
MIT/Harvard notes that Cambridge Electric's return on equity for 1998 was
16.7 percent, which was in excess of the 11 percent return approved in D.P.U. 92-250
(id. at 10). MIT/Harvard states that Cambridge Electric may have had high earnings
because it (1) had implemented several cost reduction measures including a significant
decrease in the number of employees, and (2) had large increases in revenues caused by
an increase in energy sales (id. at 10-11). Therefore, MIT/Harvard argues that a full
review of Cambridge Electric's costs is needed before an increase in rates is allowed
(id. at 11).
b. Joint Petitioners
The Joint Petitioners argue that the proposed adjustments to Cambridge Electric's and
ComElectric's distribution rates do not constitute a general increase in rates, but
represent an increase in the DSM charge, which has historically been a separately
computed and reconciled rate element (Joint Petitioners Brief at 33; Joint Petitioners
Reply Brief at 22). The Joint Petitioners note that the DSM charge remains a separately

stated charge whose price is mandated by the Act and had been included in Cambridge
Electric's restructuring plan considered in D.T.E. 97-111 (Joint Petitioners Brief at 33,
citing Act, § 19; Cambridge Electric Light Company/Commonwealth Electric
Company/Canal Electric Company, D.P.U./D.T.E. 97-111, at 40-41). Also, the Joint
Petitioners note that customer bills will not increase because Cambridge Electric and
ComElectric will lower their transition charges by an amount equal to the distribution
charge increase (Joint Petitioners Brief at 33).
According to the Joint Petitioners, even if this distribution rate adjustment were
construed as a single-issue rate case (a construction whose validity they do not
concede), the Department has previously granted exceptions to its general policy by
allowing changes in base rates to include increases to a single cost item (id.). For
example, the Joint Petitioners state that in D.P.U. 87-21-A, the Department required all
regulated utilities to adjust base rates to incorporate a change in the federal tax rate (id.,
citing D.P.U. 87-21-A at 5-12 (1987)). Also, the Joint Petitioners analogize the
proposed rate increase here to the provisions of the Act which permit exogenous cost
adjustments for PBR price cap plans (Joint Petitioners Brief at 33, citing New England
Telephone and Telegraph Company, D.P.U. 94-50, at 172-173 (1995); Boston Gas
Company, D.P.U. 96-50 (Phase One), at 289-294 (1996)). Therefore, the Joint
Petitioners state that the Rate Plan's distribution rate increases related to the DSM
increase caused by legislative action, are consistent with Department precedent, and
should be approved (Joint Petitioners Brief at 33).
4. Analysis and Findings
Cambridge Electric's and ComElectric's base rates were last changed in their
restructuring proceeding, Cambridge Electric Light Company/Commonwealth Electric
Company/Canal Electric Company, D.P.U./D.T.E. 97-111 (1998). In designing the
base rates in D.P.U./D.T.E. 97-111, Cambridge Electric and ComElectric chose to
bundle the 1997 DSM revenues with the distribution revenue requirement. However,
when Cambridge Electric and ComElectric calculated the base rates for each customer
class, they subtracted the 1998 DSM and Renewable Energy revenues attributable to
each rate class from the class' distribution revenue requirement, including 1997 DSM
revenues. Since the 1997 DSM revenues were lower than the 1998 DSM and
Renewable Energy revenue, the base rates so set undercollect the distribution revenue
requirement.
Two of the many goals of the rate design in D.P.U./D.T.E. 97-111 were to allow
Cambridge Electric and ComElectric (1) to be revenue neutral with respect to the
collection of Distribution revenues, and (2) to collect the DSM and Renewable Energy
charges mandated by the Restructuring Act. Consistent with the rate reductions
mandated by the Act, Cambridge Electric and ComElectric achieved the second goal
but inadvertently failed to achieve the first goal. Cambridge Electric and ComElectric
would have also achieved the first goal had they either (1) kept the DSM revenues
separate from the distribution costs or (2) bundled the 1998 DSM and Renewable

Energy revenue requirement with the 1998 distribution revenue requirement, instead of
the 1997 DSM revenues. If Cambridge Electric and ComElectric were to continue
billing at their current rates, they would undercollect the distribution revenue
requirement approved in D.P.U./D.T.E. 97-111 by approximately $49.8 million
(Exhs. RDW-1, at 13; RDW-3). Undercollecting the revenue requirement is inequitable
for Cambridge Electric and ComElectric because it does not allow them a fair
opportunity to earn their allowed rates of return.(25) Therefore, in order to collect the
distribution revenue requirement approved in D.P.U./D.T.E. 97-111, Cambridge
Electric's and ComElectric's proposed adjustments to their distribution rates are
allowed. Accordingly, Cambridge Electric and ComElectric may submit revised
distribution tariffs reflecting the proposed adjustments to the distribution rates.
VI. COSTS TO ACHIEVE MERGER
A. Transaction and System Integration Costs
1. Joint Petitioners' Proposal
The Joint Petitioners estimate that the total pre-tax transaction and system integration
costs associated with the merger will be $111,058,000, consisting of $24,155,000 in
pre-tax transaction and regulatory costs, and $86,903,000 in systems integration costs
considered necessary to integrate ComEnergy System's systems into those of BEC
Energy (Exhs. TJF-1, at 6; TJF-4).
The $24,155,000 in transaction and regulatory costs consist of: (1) $17,079,000 in
transaction costs; (2) $5,076,000 in regulatory process costs; and (3) $2,000,000 in
communications costs (Exhs. TJF-1, at 64-65; TJF-5U, at 3). Transaction costs are
defined as professional fees paid for assistance on certain aspects of the merger,
consisting of $10,079,000 in bankers' fees, $4,000,000 in attorney fees, $2,000,000 for
stock exchange registration, and $1,000,000 in consulting fees (Exhs. TJF-1, at 64-65;
TJF-5U, at 15). Regulatory process costs are defined as the cost of presenting this
petition, as well as required Securities and Exchange Commission ("SEC"), Federal
Energy Regulatory Commission ("FERC"), and Department of Justice ("DOJ") filings,
consisting of $4,000,000 in attorney fees, $826,000 in registration fees, and $250,000
in consulting fees (Exhs. TJF-1, at 64; TJF-5U, at 16; Tr. 4, at 346-348).
Communications costs are defined as the cost of disseminating information to
shareholders, employees, customers, vendors, rating agencies, and regulatory
commissions (Exhs. TJF-1, at 64; TJF-5, at U11; DTE 1-33; Tr. 4, at 344-346).
The $86,903,000 in system integration costs consist of: (1) $27,118,000 in employee
separation costs; (2) $3,000,000 in employee retention costs; (3) $1,000,000 in
relocation costs; (4) $1,500,000 in facilities reconfiguration costs; (6) $44,702,000 in
information technology integration costs; (7) $700,000 in telecommunications costs; (7)
$1,883,000 in directors and officers' tail coverage liability insurance;(26) and (8)
$7,000,000 in transition costs incurred for outside services intended to facilitate the

integration of BEC Energy and ComEnergy System (Exhs. TJF-1, at 26-27; TJF-4;
TJF-5H, at 1; TJF-5U, at 1). While the majority of these costs would be incurred
during the first three years after the merger, certain information technology integration
and telecommunications costs are expected to be incurred on an annual basis through
2009 (Exh. TJF-4).
Certain types of transaction and regulatory process costs, such as investment banker
fees and some types of legal consulting fees, are not considered deductible for income
tax purposes (Exh. JJJ-1, at 8; Tr. 8, at 1024-1025). Additionally, certain types of
system integration costs, including employee separation, relocation, and facilitiesreconfiguration costs attributed to ComEnergy System, are not considered deductible
for income tax purposes (Exh. JJJ-1, at 8; Tr. 8, at 1024-1025). For purposes of this
proceeding, the Joint Petitioners estimated that $37,000,000 in transaction and system
integration costs were not tax deductible, with a remaining $74,100,000 would be
deductible for income tax purposes (Exhs. JJJ-1, at 8; TJF-4, at U3; Tr. 8, at 10241025). Application of a combined federal and state income tax factor of 39.225 percent
to the $37,100,000 non-deductible expenses produces a pre-tax expense of
approximately $60,900,000 (Exhs. JJJ-1, at 8; TJF-4, at U3 (confidential)). Therefore,
the Joint Petitioners estimated that the total pre-tax transaction, regulatory, and system
integration expense associated with the merger would be $135,000,000 ($74,100,000 +
$60,900,000) (Exh. JJJ-1, at 8-9).
While most of these costs will be expended in the first three years after the merger,
other costs will be incurred over the subsequent seven years (id., at 9; Tr. 8, at 10321033, 1041). Under generally accepted accounting principles, certain types of mergerrelated expenses may require different treatment for financial accounting versus
ratemaking purposes (Tr. 8, at 1031-1032). As part of the Rate Plan, the Joint
Petitioners request Department approval for the deferral of the transaction and system
integration costs that are incurred through the year 2003, and for a ten-year
amortization for ratemaking purposes of transaction and system integration costs (Exh.
JJJ-1, at 9; Tr. 8, at 1040-1042).(27) At the end of the ten-year amortization period, the
Joint Petitioners anticipate filing a "true-up" of the actual transaction and system
integration costs for reconciliation purposes (Tr. 8, at 1032-1033).
2. Positions of the Parties
a. Attorney General
The Attorney General argues that the Joint Petitioners' proposal to collect transaction
and system integration costs through base rates is not tied to a demonstration, much less
the achievement, of merger savings (Attorney General Brief at 13-14). The Attorney
General faults the Joint Petitioners' witness' analysis of the costs and savings associated
with the merger as inconsistent with testimony provided before other regulatory
agencies, maintains that the witness lacked understanding about key parts of his
testimony, and questions his credibility (id. at 15-17). The Attorney General maintains

that under the Joint Petitioners' proposal, customers would be required to pay for
merger costs, even if no merger savings were ultimately achieved (id. at 14).
Therefore, the Attorney General concludes that this feature of the Rate Plan fails to
satisfy the Department's no net harm standard (id., citing Eastern-Essex Acquisition,
D.T.E. 98-27, at 8 (1998); Boston Edison Company/Boston Edison Mergeco Electric
Company, D.P.U./D.T.E. 97-63 at 7 (1998); Mergers and Acquisitions, D.P.U. 93167-A at 18, 19).
b. DOER
DOER opposes the Joint Petitioners' proposed recovery of transaction and system
integration costs associated with the merger, stating that the prospective nature of the
expenses are contrary to Department precedent (DOER Brief at 11). While conceding
that certain administrative costs relative to the merger may be reasonable, DOER
argues that the Joint Petitioners have failed to make any showing that the proposed
inclusion of transaction expenses complies with Department standards (id. at 11-12).
c. AIM
AIM argues that the Joint Petitioners' request for preapproval of transaction and system
integration cost recovery is unlike any other merger proposal considered by the
Department, and leaves ratepayers at risk for merger-related costs, even if actual
merger-related savings are minimal (AIM Brief at 8-9).
d. Joint Petitioners
The Joint Petitioners argue that the costs to achieve the merger, including transaction,
regulatory, and system integration expenses, represent real costs to shareholders for
which they must be granted the opportunity to recover, and whose recovery is a
prerequisite for the completion of the merger (Joint Petitioners Brief at 22-23). The
Joint Petitioners contend that because the merger-related costs are small in relation to
merger-related savings, and since the vast majority of these costs would be incurred at
the time the merger is completed, or shortly thereafter, ratepayers bear virtually no risk
that these costs would exceed merger-related savings (id. at 21-22).
3. Analysis and Findings
a. Transaction and Regulatory Costs
The Department has recognized that there are transaction costs associated with a merger
or acquisition, and that these costs may be recovered in rates provided the public
interest standard of G.L. c. 164, § 96, is satisfied. Eastern-Colonial Acquisition,
D.T.E. 98-128, at 90 (1999); Eastern-Essex Acquisition, D.T.E. 98-27, at 52-53
(1998); Mergers and Acquisitions, D.P.U. 93-167-A at 16, 18-19 (1994). Certain
transaction costs, such as regulatory filing fees, are elements necessary for the

completion of any merger (Exh. TJF-1, at 18, 64). The Joint Petitioners estimated that
the transaction and regulatory costs resulting from this merger will be $24,155,000
(Exh. TJF-5U, at 3). Although a number of intervenors have posed general challenges
to the level of transaction costs, the Department has recognized that certain mergerrelated costs are not subject to the same level of precision as generally can be attained
in a traditional cost-of-service rate proceeding. Eastern-Essex Acquisition, D.T.E. 9827, at 51 (1998). Mergers and Acquisitions recognized that precise calculation of costs
and benefits is not always possible and so required quantification to the extent such
quantification can be made. Mergers and Acquisitions, D.P.U. 93-167-A at 7 (1994).
Therefore, the Department examines the basis for these transaction cost estimates in our
determination of the costs and benefits associated with the merger, to the extent that
these costs can be quantified.
The largest single component of the transaction costs, $10,079,000 in bankers' fees,
was estimated by applying rates developed through contractual fee arrangements to the
estimated market valuation of the transaction, consistent with standard business practice
(Exh. DTE 1-31; Tr. 4, at 348-350). The Joint Petitioners estimated $4,000,000 in
attorney fees related to the merger itself, with another $1,000,000 in consulting fees;
these estimates were derived based on the anticipated complexity and length of time
associated with the developing the final merger agreement, as well as the need for
outside consultants for issues relative to synergies analysis, nuclear ownership issues,(28)
environmental issues, and unregulated operations (Exh. TJF-5U, at 15; Tr. 4, at 351).
Another $2,000,000 was estimated as Nstar's required filing fee under the rules of the
New York Stock Exchange (Exh. TJF-5U, at 15; Tr. 4, at 350). The proposed expense
level is consistent with the experience of Deloitte Consulting in previous transactions
(Exh. DTE 1-31). Taking into consideration the contractual arrangements with the
investment bankers, the need for filing fees, and Deloitte Consulting's experience from
other business combinations, the Department finds that the proposed transaction
expense of $17,079,000 is commensurate with the complexity of the merger and
reasonable in amount for purposes of evaluating the costs associated with the merger.
Regulatory approval expenses were estimated based on the anticipated complexity and
time associated with the various state and federal proceedings, the potential need for
outside consultants on discovery and potential rebuttal issues, and filing fees required
pursuant to the SEC's Rule 457(f) (Exh. TJF-5U, at 16; Tr. 4, at 347-348). The
proposed expense level is consistent with the experience of Deloitte Consulting in
previous transactions, allowing for the single-state regulatory jurisdiction, under which
the Joint Petitioners operate, versus multi-state jurisdiction utilities involved in other
utility mergers, and the subsequent reduced level of review required by FERC (Exh.
DTE 1-32). Taking into consideration the necessity of these types of expenses and the
basis by which the Joint Petitioners estimated the level of these expenses, the
Department finds that the proposed regulatory approval expense of $5,076,000 is
commensurate with the complexity and nature of the merger and reasonable in amount
for purposes of evaluating the costs associated with the merger.

Communications costs were estimated at a level that would provide for the range of
direct mail and other media options that may be necessary to inform employees,
customers, vendors, and shareholders about the merger and its effect upon them (Exh.
DTE 1-33; Tr. 4, at 344-346). The proposed expense level is consistent with the
experience of Deloitte Consulting in previous transactions (Exh. DTE 1-33; Tr. 4, at
346). Although these costs do not lend themselves to the same level of quantification as
may be possible with other types of merger-related expenses, the Department
recognizes the need for customers, vendors, shareholders, and members of the public to
be informed on the merger and its particular effects on them. The Department finds the
proposed communications expense of $2,000,000 to be commensurate with the
complexity and nature of the merger and reasonable in amount for purposes of
evaluating the costs associated with the merger.
The overall scope of the transaction, as measured by the probable value of the stock
transfer, is approximately $948 million.(29) The Department has considered transaction
costs in the context of the magnitude of assets involved and the complexity of the
transaction. See Eastern-Essex Acquisition, D.T.E. 98-27, at 52 (1998). The merger
transaction involves the formation of a Massachusetts business trust, the creation of two
limited liability corporations as shell entities, and the merger of two other
Massachusetts business trusts with a total market capitalization of $2.8 billion with
these shell entities (Exhs. JJJ-1 (Supp. at 1); TJF-5U, at 15). This transaction involves
the Department, SEC, FERC, and DOJ for various regulatory approvals. Transaction
costs of $24,155,000 are reasonable in view of the magnitude of the combined system's
market assets of $2.8 billion and the multiple transactions required to complete the
business consolidation. Accordingly, the Department includes the full $24,155,000 in
transaction costs in our estimate of the costs associated with the consolidation. For
present purposes, the estimates of costs are reliable.
While the Department will consider these transaction costs in our evaluation of the costs
and benefits associated with the consolidation, the transaction and regulatory expenses
will be determined with finality soon after the completion of the merger (Tr. 4, at 352353). The Joint Petitioners intend to provide the Department with updated transaction
costs shortly after the close of the merger, at the end of the 90-day post-merger closing
period (Tr. 7, at 873). However, the Joint Petitioners anticipate that the final level of
communications expenses will not be fully determined until early in the year 2000 (Tr.
4, at 353). Accordingly, the Department directs the Joint Petitioners to provide the
Department with an accounting of the final transaction costs within 90 days from the
date of the closing of the merger, to the extent available. Specifically, the Joint
Petitioners shall provide a detailed listing of the transaction, regulatory, and
communications costs incurred to date to the Department within 90 days, which shall be
updated to include final communication-related expenses no later than March 30, 2000.
b. System Integration Costs

As with merger-related transaction costs, the Department has recognized that there are
post-merger costs associated with a merger or acquisition which may be recoverable if
the public interest standard of G.L. c. 164, § 96 is satisfied. Eastern-Essex Acquisition,
D.T.E. 98-27, at 51-52 (1998); Mergers and Acquisitions, D.P.U. 93-167-A at 16, 1819 (1994). The Joint Petitioners estimated that the system integration costs resulting
from this merger will be $86,903,000 (Exh. TJF-4). Intervenors have challenged the
level of system integration costs and the Joint Petitioners' analytical methods in general
terms; however, no specific challenges to the assumptions or calculations have been
made. The Department examines the bases for these system integration cost estimates in
our determination of the costs allowed to be recovered under the Rate Plan.
Separation costs were estimated on the basis of the Joint Petitioners' determination of
the number of employee reductions based on post-merger staffing needs, the
compensation ranges for the affected employee classifications, and assumptions about
the form of severance packages and separation assistance programs for employees
(Exhs. TJF-1, at 62; TJF-5U, at 1-7; Tr. 3, at 219-223; Tr. 4, at 321-324, 334-335).
Although these costs are estimated, the Department recognizes that the merger will
result in employee reductions through a combination of new hiring policies, attrition,
and layoffs (Exh. TJF-1, at 62, Tr. 3, at 322-324). The Joint Petitioners have made a
reasonable estimate of the number and types of employees that are likely to be
separated as a result of the merger, as well as a reasonable estimate of the projected
savings in compensation expense. The projected severance packages are fairly
representative of those that are likely to be negotiated with these employees, based on
the experience of Deloitte Consulting (Exh. TJF-5U, at 5; Tr. 4, at 423). The projected
employee-assistance program expense level is consistent with the experience of Deloitte
Consulting in previous transactions involving companies of this size (Exh. TJF-5U,
at 7; Tr. 4, at 421-422). Therefore, the Department concludes that the proposed
separation expense of $27,118,000 is reasonable in amount. Accordingly, the
Department includes these costs in our evaluation of the costs and benefits associated
with the merger.
Employee relocation costs were estimated using the assumption that, as a result of the
centralization of certain functions, a number of management employees would need to
relocate their homes closer to their new work sites (Exhs. TJF-1, at 63, TJF-5U, at 9;
Tr. 4, at 420). The Joint Petitioners estimated that, based on an analysis of employee
positions, 20 employees could be potentially be affected and thereby take advantage of
an employee relocation program, which may include moving expenses, house hunting
expenses, cost of living differentials, and closing costs (Exh. TJF-1, at 63; Tr. 4, at
420). The Joint Petitioners estimated a cost per employee relocation of $50,000 (Exhs.
TJF-1, at 63, TJF-5U, at 9). The Department recognizes that post-merger staffing
changes may result in employee transfers to other work sites, which in some cases may
require the affected employee to change residence. The Joint Petitioners have made a
reasonable estimate of the number of employees who may be affected by work site
transfers. Although the scope of the employee relocation program has yet to be
formulated, the proposed cost per employee relocation is consistent with the experience

of Deloitte Consulting in previous transactions (Exh. TJF-1, at 62). Therefore, the
Department includes the employee relocation costs of $1,000,000 in our evaluation of
the costs and benefits associated with the merger.
Employee retention costs, represented by bonuses to be paid to certain key employees
in exchange for their decisions to remain with Nstar during the transition period, were
estimated on the assumption that 100 key employees, mostly in the information
technology area, would be paid a $30,000 bonus each to remain with Nstar (Exhs. TJF1, at 62, TJF-5U, at 8). The Joint Petitioners' assumption about the bonus level
corresponds to six months' salary, based on the Joint Petitioners' average employee
salary of $60,000 per year (Exh. TJF-1, at 35). The Department recognizes that
financial inducements to certain key personnel, particularly those in the information
technology area, would be reasonable in order to encourage these employees to remain
with Nstar during the transition period. The Joint Petitioners have made a reasonable
estimate of the number of employees who may be eligible for retention bonuses. The
proposed bonus level, while subject to final determinations by management, is
consistent with the experience of Deloitte Consulting in previous transactions (Exh.
TJF-1, at 62). Therefore, the Department includes the employee retention costs of
$3,000,000 in our evaluation of the costs and benefits associated with the merger.
Directors and officers liability tail coverage was based on an assumed 1.5 times the
annual directors and officers liability premiums for BEC Energy and ComEnergy
System (Exh. TJF-5U, at 16). The proposed expense level is derived from the 1997
premiums paid by BEC Energy and ComEnergy System, to which a multiple of 1.5 has
been applied based on discussions with an insurance broker (id.; Tr. 4, at 418-419).
The Department recognizes that former directors would be entitled to insurance
coverage to protect them from legal liabilities arising from their acts while serving as
directors. The proposed directors and officers liability tail coverage of $1,883,000 is
consistent with the experience of Deloitte Consulting in previous transactions (Exh.
TJF-1, at 63). Therefore, the Department includes the proposed directors and officers
liability tail coverage costs in our evaluation of the costs and benefits associated with
the merger.
Facilities reconfiguration costs, information technology integration costs,
telecommunications costs, and transition costs were estimated based on a number of
considerations, including previous transactions (Exh. TJF-5U, at 3, 10-14). Although
these costs are estimates, the Department recognizes that the merger will result in the
restructuring of Nstar affiliates' physical plant requirements, as well as system
reconfigurations which will require a number of years to complete with outside
assistance. The Joint Petitioners have provided the basis for the cost estimates, which
rely extensively on the experience of other utility mergers (Tr. 4, at 424-425). The
proposed reconfiguration, information technology, telecommunications, and transition
costs are commensurate with the complexity and nature of the merger and are
reasonable in amount. Therefore, the Department includes these costs in our evaluation
of the costs and benefits associated with the merger.

While the Department will consider these system integration costs in our evaluation of
the costs and benefits associated with the consolidation, these expenses cannot be
quantified with finality until 2009, when the final information technology integration
and telecommunications expenditures are made. Accordingly, the Department directs
the Joint Petitioners to provide a detailed listing of the system integration costs, to the
extent available, no later than the filing date of the first rate proceeding brought by any
one of Nstar's regulated companies. Eastern-Essex Acquisition, D.T.E. 98-27, at 57
(1998).
c. Accounting Deferral
The Joint Petitioners seek Department approval of an accounting deferral of the
transaction and system integration costs incurred through the year 2003. The
Department has previously held that financial accounting treatment does not
automatically dictate ratemaking treatment. Massachusetts Electric Company, D.P.U.
92-78, at 80-81 (1992); Bay State Gas Company, D.P.U. 89-81, at 33 (1989). For
financial accounting purposes, it is appropriate to levelize the annual transaction and
system integration costs associated with this merger, in order to facilitate an evaluation
of the costs and benefits contemplated by the merger. Accordingly, the Joint Petitioners
are permitted to book the annual transaction and system integration expenses incurred
to Account 186 through the year 2003, with an annual expense of $13,500,000 to be
written off against the respective accounts which gave rise to these expenses. At the end
of the deferral period, the Joint Petitioners shall provide the Department with an
itemization of the actual transaction and system integration costs, along with the
remaining unamortized balance, if any, in the account.
B. Acquisition Premium
1. Joint Petitioners' Proposal
The Joint Petitioners estimate that the merger will result in an acquisition premium of
approximately $502 million, equal to the difference between the $948 million purchase
price for which ComEnergy System's shareholders will be able to either convert their
shares into those of Nstar or redeem for cash and ComEnergy System's book value of
approximately $446 million (Exhs. TJM-1, at 8; JJJ-1, at 4). This estimate was
developed by multiplying the imputed purchase and exchange price per share of
ComEnergy System common stock, $44.10, by the 21.5 million outstanding shares, for
a total of $948 million, and then subtracting ComEnergy System's December 31, 1998
book value of approximately $446 million, determined by multiplying the December
31, 1998 book value per share of $20.75 by 21.5 million shares (Exh. JJJ-1, at 4).
According to the Joint Petitioners, the acquisition premium can not be precisely
determined until the closing of the merger, because of book value fluctuations for
ComEnergy System and the 1.05 to 1.00 exchange ratio intended for shares, which
would have an effect on the number of Nstar shares that would be issued (id., at 5).
The Joint Petitioners intend to inform the Department of the actual amount of the

acquisition premium and related accounting entries within 90 days from the closing of
the merger (Tr. 5, at 486).
Because the transaction will be recorded using purchase accounting, the acquisition
premium, assuming an acquisition premium of $502 million, will be recorded on the
books of the Joint Petitioners, and consequently, on the books of Nstar, and amortized
over a period of 40 years as an annual charge to earnings of approximately $12.6
million before income taxes, and $20.6 million including income taxes (Exh. JJJ-1, at
7-8; Tr. 5, at 477-478). The Joint Petitioners propose to allocate the acquisition
premium among both ComEnergy System's and BEC Energy's regulated operations on
the basis of the estimated savings each regulated utility would accrue as a result of the
merger (Exhs. DTE 1-14; DTE 1-16; Tr. 5, at 474, 485-486, 520; Tr. 6, at 812-813).
The Joint Petitioners state that some allocation of the acquisition premium to BEC
Energy is reasonable because the merger-related savings will benefit both ComEnergy
System's and BEC Energy's regulated operations (Exh. DTE 1-14).
2. Intervenors' Proposals
a. DOER
DOER contested the Joint Petitioners' calculation of the recoverable acquisition
premium level. In considering the level of recoverable acquisition premiums, DOER
considered acquisition premiums to consist of two components: (1) the difference
between book and "true" market value as represented by the acquired company's stock
price at the time the merger was announced ("stock premium"); and (2) the difference
between the actual purchase price and the stock premium ("control premium") (Exh.
LAC at 16-17). DOER stated that inclusion of both the stock premium and the control
premium in the allowable acquisition premium would overstate the costs of the merger,
because shareholders would experience a post-merger increase in the market value of
their investment equal to the level of the acquisition premium, allowing them
subsequently to sell those shares for the new, increased value (id. at 18). Therefore,
DOER concluded that it was neither necessary nor appropriate to require ratepayers to
compensate shareholders for anything more than the control premium (id. at 19-20).
DOER stated that it was possible that shareholders may experience dilution of their
stock value if the purchase price exceeded the "true" market value of the acquired firm,
based on a comparison of pre-merger and post-merger stock prices (id. at 21). DOER
estimated that the proposed merger may result in dilution to BEC shareholders of
approximately $50 million, at the most (id. at 21-22; Tr. 10, at 1246-1247). Regardless
of the amount of the potential earnings dilution, DOER stated that the Joint Petitioners
must demonstrate that recovery of this earnings dilution through rates is necessary to
permit the merger to be completed, which DOER noted is not necessary for business
combinations in other industries (Exh. LAC at 22).
b. MIT/Harvard

MIT/Harvard proposed that the acquisition premium be limited to approximately
$100,000,000, representing the actual cash component of the total purchase price.
According to MIT/Harvard, amortization of the non-cash portion of the acquisition
premium would allow shareholders to benefit through the "markup" of book assets to
market value, which would result in increased cash flow and be likened to allowing
regulated utilities to increase rate base to include unrealized market value (Exh. SLB-1,
at 30).
MIT/Harvard determined the non-cash portion of the acquisition premium by first
recalculating the acquisition premium based on ComEnergy System's 1998 Form 10K,
assuming that the maximum number of shares are converted to cash and ignoring the
revaluation of ComEnergy System's unregulated subsidiaries (id., at 26). Using the
data from the 1998 Form 10K, MIT/Harvard estimated that the total acquisition
premium would be $500,059,252 (id.). MIT/Harvard then subtracted $100,000,000
representing the cash payment option provided to ComEnergy System's shareholders
(id.; Exh. SLB-4). Therefore, MIT/Harvard concluded that the Joint Petitioners'
proposed acquisition premium was overstated by approximately $400 million (Exh.
SLB-1, at 30-31).
According to MIT/Harvard, recovery of the full acquisition premium would result in
significant benefits for shareholders (Exh. SLB-1, at 31). In support of its position,
MIT/Harvard first noted that BEC Energy's earnings per share ("EPS") for 1997 and
1998 were $2.71 and $2.77, respectively, while ComEnergy System's EPS were $2.27
and $2.48, respectively (Exhs. SLB-1, at 31; SLB-4). After factoring in the Joint
Petitioners' calculations of the effects of the merger and related transactions, including
merger-related costs and savings, on Nstar's total earnings and balance sheet,
MIT/Harvard determined that even with the inclusion of the amortization of the noncash portion of the acquisition premium, Nstar's post-merger EPS would increase to
$2.986 (Exhs. SLB-1, at 32; SLB-4). Exclusion of the non-cash portion of the
acquisition premium increases the EPS to $3.1438 (Exhs. SLB-1, at 32; SLB-4).
3. Positions of the Parties
a. Attorney General
The Attorney General argues that the Joint Petitioners inappropriately seek to shift all
the risks related to merger costs and savings, including the acquisition premium, onto
their respective ratepayers (Attorney General Brief at 14). The Attorney General
maintains that the Joint Petitioners have failed to demonstrate the presence of merger
savings, much less the ability to achieve such savings, in contravention of the
Department's no net harm standard (id.). The Attorney General faults the Joint
Petitioners for failing to specify the level of acquisition premium intended to be
"pushed down" to each of the distribution companies, or the basis for any allocation,
thus rendering it impossible for the Department to make any findings on the costs and
benefits of the proposed merger (id. at 14-15).

The Attorney General argues that mergers have occurred, and will continue to occur,
without specific "customer support mechanisms" such as acquisition premium recovery,
because benefits to shareholders exceed true merger costs (id. at 29). The Attorney
General recommends that the Department reject the requested recovery level of
acquisition premiums in this case, because of the failure of the Joint Petitioners to
provide sufficient information as to the allocation of the acquisition premium among
their operating subsidiaries (id. at 29-30, citing Exhs. LAC-1, at 17-18; SLB-1,
at 30, 32-34). In the alternative, the Attorney General proposes that the recoverable
acquisition premium be limited to the control premium, as derived by DOER (Attorney
General Brief at 29-30).
b. DOER
DOER notes that the Department has repeatedly found that the recovery of acquisition
premiums must be made on a case-by-case basis, after a petitioner has demonstrated
that such recovery is necessary to implement a merger that will benefit customers and
serve the public interest (DOER Brief at 15-16, citing Mergers and Acquisitions,
D.P.U. 93-167-A at 18-19 (1994); DOER Reply Brief at 3, citing Bay State-NIPSCO,
D.T.E. 98-31, at 38 (1998); Eastern-Essex Acquisition, D.T.E. 98-27, at 61 (1998);
Mergers and Acquisitions, D.P.U. 93-167-A at 18-19 (1994)). Despite this
requirement, DOER argues that the Joint Petitioners have failed to demonstrate that
their proposal meets Department requirements, by providing almost no evidence to
support their position that recovery of the acquisition premium is warranted beyond
"simple assertions" that recovery of acquisition premiums is a condition of the merger
agreement (DOER Brief at 16-17, citing Exhs. TJM-1 at 12; JJJ-1 at 10). DOER argues
that because the Joint Petitioners have failed to present the full range of benefits the
merger will afford shareholders, the Department has been left unable to fully examine
the costs and benefits of the merger (DOER Brief at 35). Moreover, DOER maintains
that the merger will result in revenues for the Joint Petitioners in the latter years of the
proposed 40-year amortization that are significantly in excess of those necessary to
recover the costs associated with the merger (id.).
DOER contends that permitting recovery of the full acquisition premium would
overstate the costs of the merger, because the post-merger market value of the
combined companies would increase to a value equal to the acquisition premium,
allowing shareholders subsequently to sell those shares for the new value and
experience a windfall profit that had been funded by ratepayers (id. at 22-23).(30) By
way of example, DOER points out that, if the merger is approved and Nstar ultimately
divests itself of its gas operations, that portion of the acquisition premium allocated to
ComGas may be included in the total selling price for that utility (id. at 23-24).
Therefore, DOER argues that while Nstar's shareholders would immediately recoup
that portion of the total acquisition premium from the purchasing entity, the purchasing
party would be seeking recovery of an additional acquisition premium, thus forcing
ratepayers to pay twice for the acquisition premium (id. at 24). DOER urges the

Department to restrict any amortization of acquisition premiums to the amount that
corresponds to the control premium (id. at 33-34).
DOER argues that, contrary to the claims of the Joint Petitioners, the required
accounting entries associated with this merger would not give rise to true costs for
which shareholders must be compensated, reasoning that a "charge against earnings" as
postulated by the Joint Petitioners is an artificial construct. According to DOER,
financial texts caution against an overemphasis on charges against earnings resulting
from business combinations (id. at 30-31, citing Copeland and Weston, Financial
Theory and Corporate Policy at 25 (1983)). Additionally, DOER contends that
goodwill, as represented by an acquisition premium, has an indeterminate useful life,
which suggests that an examination of whether to provide for an amortization of
acquisition premiums should be premised on whether the underlying asset is being
"consumed" and whom the asset is intended to benefit (DOER Brief at 32-34).
DOER distinguishes the acquisition premium from the concept of earnings dilution,
explaining that acquisition premiums relate to pre-merger prices, whereas earnings
dilution is a function of post-merger conditions to the extent to which the purchase price
of a firm exceeds its pre-merger market value (id. at 25). DOER posits that, in the case
of companies with multiple revenue streams, such as regulated utilities involved in nonregulated ventures, it is possible that the additional revenues associated with nonregulated ventures will result in increased EPS, and thereby not subject that utility to
earnings dilution (id. at 25-27, citing Exhs. LAC at 22; DOER 1-3).
DOER notes that the Joint Petitioners anticipate that this merger will result in increased
EPS for the combined companies, offsetting the effects of any premium paid in the
acquisition (DOER Brief at 27-28, citing Exhs. LAC at 22; DOER 1-3). In view of the
opportunities afforded by Nstar's unregulated ventures, DOER concludes that
acquisition premiums be allowed only if (1) the merger has been completed and is
producing substantial net benefits, (2) the control premium and other merger-related
costs have been prudently incurred, and (3) the acquiring firm's shareholders have
experienced a reduction in value through post-merger stock prices (DOER Initial Brief
at 23, 29). DOER reasons that, given the apparent benefits that the merger would bring
to shareholders as described above, it is "highly unlikely" that a reduction in the
allowed acquisition premium level would prevent the merger from taking place (id.
at 35-36).
c. MIT/Harvard
MIT/Harvard argues that the Joint Petitioners' proposed treatment of the acquisition
premium unjustly benefits shareholders by allowing recovery of some $400 million in
non-cash-related acquisition premiums representing asset gains beyond the actual level
of investment or potential earnings dilution, representing the non-cash portion of the
acquisition premium (MIT/Harvard Brief at 15). According to MIT/Harvard, the effect
of the proposed merger will be an increase in combined EPS for the Joint Petitioners,

and a substantially greater increase in EPS with the removal of the non-cash portion of
the acquisition premium, with shareholders reaping all of the benefits (id. at 17, citing
Exh. SLB-1, at 30-31). MIT/Harvard contends that although the entire acquisition
premium would be recognized as a cost for accounting purposes, the non-cash portion
does not require a cash outlay by the merging parties, and thus does not constitute a
recoverable merger-related expense (MIT/Harvard Reply Brief at 8).
d. AIM
AIM requests that the Department reevaluate its standards concerning recovery of
acquisition premiums (AIM Brief at 5-6). According to AIM, the Department's
standard provides no incentive for gas or electric companies to provide real and
substantial savings to ratepayers through mergers which would occur in any event, even
in the absence of acquisition premium recovery (id. at 6).
In the alternative, AIM advocates that if the Department determines that recovery of
acquisition premiums is permissible, ratepayers must be provided with immediate and
equitable customer rate reductions as a condition of any merger (id.). Furthermore,
AIM proposes that the Department apply a "least-cost" standard(31) in evaluating the
level of allowable acquisition premium, in order both to evaluate BEC Energy's and
ComEnergy System's System's decisionmaking process independently, and to be
consistent with the Department's findings in Mergers and Acquisitions that the
acquisition premium should be limited to the amount necessary to permit a beneficial
merger to take place (id. at 10, citing Exh. LAC at 14; Mergers and Acquisitions,
D.P.U. 93-167-A (1994)).
e. Joint Petitioners
The Joint Petitioners argue that recovery through rates of the acquisition premium is a
prerequisite for the merger to be completed, as expressed in the Merger Agreement
(Joint Petitioners Brief at 22-23, citing Exh. JJJ-3 (Supp.) at 59). The Joint Petitioners
maintain that the level of the acquisition premium was the result of arm's-length
negotiations between the respective managements of BEC Energy and ComEnergy
System, performed consistent with their respective fiduciary duties to their shareholders
(Joint Petitioners Brief at 25-26). According to the Joint Petitioners, the acquisition
premium represents a real cost to shareholders that, under purchase accounting, must
be recorded on the consolidated books of the Joint Petitioners and, ultimately, Nstar in
order to prevent earnings dilution for shareholders (id. at 25; Joint Petitioners Reply
Brief at 7-8). The Joint Petitioners argue that the intervenors have presented no
evidence that the purchase price paid for ComEnergy System's common stock was
excessive or significantly different from prices paid in other mergers recently approved
by the Department (Joint Petitioners Reply Brief at 9-10, citing RR-DTE-1; EasternEssex Acquisition, D.T.E. 98-27, at 5, n.7 (1998)).

The Joint Petitioners contend that the intervenors' arguments concerning the application
of the control premium standard to define the recoverable level of the acquisition
premium are misplaced. The Joint Petitioners challenge the theoretical assumptions
behind the use of the control premium, and note that the intervenors' own witnesses
conceded that the acquisition premium, computed as the difference between purchase
price and book cost, represents a real, non-tax-deductible charge against earnings (Joint
Petitioners Brief at 33-34, citing Tr. 10, at 1186-1187, 1245; Joint Petitioners Reply
Brief at 6-7).
4. Analysis and Findings
The Department has stated that it will consider individual merger or acquisition
proposals that seek recovery of an acquisition premium, as well as the recovery level of
such premiums, on a case-by-case basis.(32) NIPSCO/Bay State Acquisition, D.T.E. 9831, at 38 (1998); Eastern-Essex Acquisition, D.T.E. 98-27, at 61 (1998), citing
Mergers and Acquisitions, D.P.U. 93-167-A at 18-19 (1994). Under the Department's
G.L. c. 164, § 96 public interest standard, a company proposing a merger or
acquisition must demonstrate that the costs of the transaction are accompanied by
benefits that warrant their allowance. Thus, allowance or disallowance of an acquisition
premium would be just one part of the cost/benefit analysis under the G.L. c. 164, § 96
standard. Mergers and Acquisitions, D.P.U. 93-167-A at 7 (1994). The fact that a
merger agreement may include, as one of its provisions, language to the effect that
recovery of acquisition premiums is a necessary condition of the merger, although
useful to know, would not, in and of itself, provide sufficient justification for approval
of recovery of the acquisition premium.
Concerning the Attorney General's and DOER's arguments favoring the use of the
control premium as the appropriate measure of the recoverable acquisition premium,
we note that the total difference between book value and the actual purchase price
represents a real cost that must be recorded on the books of Cambridge Electric,
ComElectric, and ComGas. Contrary to DOER's assertions, the actual purchase price is
the true market value of the acquired entity because it is the intersection of what the
sellers believe the acquired company is worth and what the purchasers are willing to
pay. BEC Energy is paying approximately $948 million for assets with a reported book
value of approximately $446 million. This payment over book value results in an
acquisition premium of $502 million (Exh. TJM-1, at 8). The acquisition premium will
be amortized over a period of 40 years, with a corresponding effect on Nstar's balance
sheet and earnings equal to an annual charge of approximately $12.6 million over 40
years (Exh. JJJ-1, at 7). Both the Joint Petitioners and the intervenors acknowledged
that the Joint Petitioners' definition of the acquisition premium amortization constitutes
a non-deductible charge against earnings (id.; Tr. 10, at 1186-1187, 1245). In order to
recover after-tax earnings sufficient to offset the $12.6 million annual amortization, the
distribution companies would have to generate $20.6 million in annual revenues
(Exh. JJJ-1, at 7-8). Contrary to DOER's assertion, non-cash costs, such as those
represented by the acquisition premium, do have an effect on a utility's earnings.

Unless Nstar obtains a reasonable opportunity to maintain its EPS and common equity
balance through recognition of the acquisition premium, the result will be a loss in
Nstar's earnings stream and a diminution in the market value of Nstar's common stock
(id., at 10). Application of the control premium standard here would be genuinely
harmful to Nstar's shareholders to such a degree that the loss likely would eliminate
any reason for BEC Energy and ComEnergy System to consummate the merger, to the
ultimate detriment of ratepayers through loss of future economies that could be realized
under the proposed merger. NIPSCO/Bay State Gas Acquisition, D.T.E. 98-31, at 41
(1998).
Similarly, the Department does not agree with DOER on the need to link the acquisition
premium with particular assets. The Joint Petitioners are not seeking inclusion of the
acquisition premium in rate base, nor are they seeking a return on the unamortized
balance (Tr. 5, at 477-478).(33) The amortization of the acquisition premium will have
an effect on earnings that must be accounted for as part of the Department's evaluation
of the costs and benefits related to the proposed merger.
Turning to MIT/Harvard's argument that the approximately $100 million actual cash
outlay by shareholders represents the appropriate level of the recoverable acquisition
premium, the Department notes that MIT/Harvard's witness acknowledged that the
entire balance of the acquisition premium represents an actual cost that would be
recorded on ComEnergy System's books (Tr. 10, at 1186-1187). Regardless of the
form of payment being used in this merger, whether represented by cash or common
stock, there is a difference between ComEnergy System's purchase price of
approximately $948 million and reported book value of approximately $446 million, of
approximately $502 million (Exh. TJM-1, at 8).
Although MIT/Harvard has correctly pointed out that accounting principles do not
necessarily mandate ratemaking treatment, the Department has concluded above that
unless Nstar is accorded a reasonable opportunity to maintain its EPS and common
equity balance, the result would be a loss in Nstar's earnings stream and a diminution
in the market value of Nstar's common stock. Limiting recovery of the acquisition
premium to the approximately $100 million cash outlay would also be genuinely
harmful to Nstar's shareholders, to a degree that may render the proposed merger
between BEC Energy and ComEnergy System not viable. The negative effect on this
proposal and on future merger negotiations would be to the ultimate detriment of
ratepayers. Therefore, the Department rejects the use of either a control premium
standard or a cash outlay standard as the appropriate measure of recoverable acquisition
premium levels. The difference between the purchase price and book value of
ComEnergy System is fairly representative of the economic costs that Nstar's
shareholders would bear as a result of this merger.
With regard to DOER's concern that future business decisions by Nstar may result in
ratepayers paying for multiple acquisition premiums, the Department recognizes that a
balance representing unamortized acquisition premiums may remain on the books of a

regulated utility that has been reacquired by a third party.(34) As we noted in Mergers
and Acquisitions, D.P.U. 93-167-A at 18-19 (1994), the Department will not
automatically allow recovery of acquisition premiums, but rather require a showing that
such premiums are allowable to the extent that there are benefits resulting from the
merger at issue. Petitions for recovery of future acquisition premiums that would be
incurred as a result of subsequent mergers would stand or fall on their own merits.(35)
With respect to the level of consideration paid by BEC Energy for ComEnergy System,
the record evidence demonstrates that the purchase price was evaluated by the Joint
Petitioners in comparison with purchase prices associated with other recent mergers and
acquisitions by LDCs, and in light of the potential long-term benefits (Exhs. JSM-1,
at 5-6; RDW-1, at 6-7; TJM-1, at 6; MIT/Harvard 1-22 (confidential)). A purchase
price at a multiple of book value expresses a buyer's expectations of the acquired
company's future contributions to combined operations. Eastern-Essex Acquisition,
D.T.E. 98-27, at 64 (1998). The particular exchange rate in merger or acquisition stock
transactions involves a number of matters of value to the buyer, including a premium
for management control and long-term strategic and economic value perceived by the
buyer as accruing from the transaction. Id.
Between 1987 and 1999, acquisition prices in gas and electric distribution company
mergers have ranged between 0.6 times and 3.0 times the book value of the acquired
company, with an average of 1.9 times book value (Exh. JSM-2; RR-DTE-1). These
prices represented price-earnings multiples ranging from 7.3 to 26.7 times earnings,
with an average of 15.9 times earnings (RR-DTE-1). In more recent transactions, i.e.,
those occurring since 1997, gas and electric distribution company mergers have been
based on purchase prices ranging between 1.0 times and 3.0 times the book value of the
acquired company, with an average of 2.1 times book value, and price-earnings
multiples ranging from 9.9 times to 26.7 times earnings, with an average of 17.3 times
earnings (id.). The 2.1 times multiple over book value that BEC Energy paid for
ComEnergy System is well within the range of values paid and actually equal to the
average since 1997. Thus, it is clear that BEC Energy, as a knowledgeable and willing
buyer, was prepared to pay a premium over ComEnergy System's book value in
exchange for long-term growth potential, while remaining cognizant of its fiduciary
responsibilities to its shareholders to minimize any purchase price (Exh. MIT/Harvard
1-39).
The proposed purchase price for ComEnergy System's stock is equal to 2.1 times the
reported book value (Exh. JSM-2; RR-DTE-1). This price represents a price-earnings
multiple of 21.2 times ComEnergy System's most recent earnings, and a stock price
16.5 percent greater than the price prior to the announcement of the merger (RR-DTE1). The proposed purchase price and exchange ratio in this case are consistent with
industry experience (Exhs. JSM-2; RR-DTE-1). Both BEC Energy's and ComEnergy
System's independent advisors, Goldman Sachs and Barr Devlin, have severally opined
that the terms of the transaction are reasonable (Exhs. RDW-1, at 6-7; MIT/Harvard 139; Tr. 4, at 349-350). Moreover, the Department's review of ComEnergy System's

financial and operating data, as represented by its annual returns to the Department,
SEC, and shareholders, supports the analysis provided by the Joint Petitioners that
these independent analyses provide a reasonable market valuation for ComEnergy
System. In the case where negotiations occur between knowledgeable parties bargaining
in good faith to fulfill their fiduciary duties to their respective shareholders, the
outcome of that process is very likely to state or approximate the market value of the
acquired assets. That outcome obtains here. Therefore, the Department finds that the
proposed purchase price for ComEnergy System's common stock and proposed
exchange ratio are in line with experience in other acquisitions and represent reasonable
and valid expressions of today's market conditions. Eastern-Essex Acquisition, D.T.E.
98-27, at 64-65 (1998).
Turning to the actual level of the acquisition premium, the Joint Petitioners have
estimated an acquisition premium level of $502,000,000, while MIT/Harvard has
estimated an acquisition premium level, including the non-cash portion, of
$500,059,252 (Exhs. SLB-1, at 26; SLB-4). Although the difference between the two
estimates is small, the Department must determine a reasonable measure of the
allowable acquisition premium level to arrive at the total estimated costs associated with
the merger, in order to complete our review of the general balancing of costs and
benefits required under our G.L. c. 164, § 96 consistency standard. MIT/Harvard
relied on ComEnergy System's Form 10K for the year 1998 to develop the acquisition
premium estimate provided in Exhibit SLB-1 (Exh. SLB-1, at 26). The Form 10K
provides the most currently-available information concerning asset book values and the
number of common shares outstanding, in greater detail than would have been available
to the Joint Petitioners at the time of their filing. The Department accepts
MIT/Harvard's acquisition premium calculation of $500,059,252 as a reasonable
estimate for purposes of our evaluation of the costs associated with the merger. The
Department finds that the Joint Petitioners have demonstrated that recovery of
$500,059,252 in acquisition premiums is necessary in order to consummate the merger.
The actual level of the acquisition premium will be dependent upon a number of
factors, including the actual number of ComEnergy System shares outstanding upon the
closing date, ComEnergy System's book value as of the completion of the merger, the
extent to which ComEnergy System shareholders exercise the cash buyout option, and
the revaluation of ComEnergy System's unregulated assets. Thus, the actual amount of
the acquisition premium cannot be precisely calculated until the consummation date or
shortly thereafter, although its range is formulaically determined. Eastern-Essex
Acquisition, D.T.E. 98-27, at 65 (1998). The formula for calculating the amount is
sound and acceptable. The Joint Petitioners are hereby directed to provide the
Department with a copy of the journal entries or a schedule summarizing such entries
upon completion of the merger, in sufficient detail so as to provide the actual
acquisition premium.
C. Merger-Related Savings

1. Introduction
The Joint Petitioners state that the merger of BEC Energy and ComEnergy System
should result in approximately $667 million of estimated savings during the ten-year
period 2000 through 2009, less $24 million in pre-merger cost-reduction measures
already planned or initiated, for merger-related savings of approximately $643 million
(Exh. TJF-1, at 5-6; Tr. 4, at 330).(36) Although the Joint Petitioners considered that
merger-related savings generally would continue into future periods, the savings
estimates were presented in nominal dollars and limited to the first ten years following
the merger (Exh. TJF-1, at 11). The savings calculation was based on savings that were
attributable to the merger, i.e., those savings would not be attainable but for the merger
of the two business trusts and their combination under Nstar (id. at 7, Exh. TJM-1
at 7). The Joint Petitioners considered the potential for merger-related savings in (1)
corporate, field, and field support staff, (2) corporate and administrative programs, (3)
purchasing economies, and (4) energy sourcing (Exh. TJF-1, at 24-25).
2. Corporate, Field, and Field Support Staff
The Joint Petitioners estimate that $403 million in savings will result from corporate,
field, and field support staffing reductions (id., at 37). In calculating the estimate, the
Joint Petitioners assumed that existing corporate, administrative, and technical support
functions within the two holding companies could be consolidated (id., at 33).(37) The
Joint Petitioners determined the payroll reductions by first identifying employment
positions at BEC Energy and ComEnergy System that could be reduced through the
merger, primarily through the creation of an integrated corporate and administrative
organization (id., at 34). As a result of this analysis, the Joint Petitioners estimated that
362 positions could be eliminated as a result of the merger, of which 296 positions are
in corporate and operations support functions, and the remaining 66 positions are in
field services (id., at 37). The Joint Petitioners then applied an average salary level by
function to each of the position reductions in these respective areas, based on 1998
salary levels for each company and escalated by one year, to derive an average blended
salary of $60,000 per position (id., at 35; Tr. 4, at 321-322, 332-335). To calculate
payroll overhead, the Joint Petitioners relied on a blended benefits loading rate of 42.4
percent to estimate aggregate benefits costs (Exhs. TJF-1, at 33-37; TJF-5B at 1; Tr. 4,
at 360-361). To account for capitalized payroll, a blended capitalization rate of 7.8
percent for corporate positions and another blended capitalization rate of 30.4 percent
for field and field support positions was applied based on the stand-alone companies
(Exhs. TJF-1, at 36; TJF-5B at 2). As a result of this analysis, the Joint Petitioners
concluded that corporate, field support, and field staff savings of $403 million would
result from the merger.
3. Corporate and Administrative Programs
The Joint Petitioners estimate that the merger will result in savings of approximately
$210.2 million in corporate and administrative programs. These savings are distributed

into 12 categories: (1) $17.4 million in administrative and general overhead savings; (2)
$8.8 million in public relations; (3) $20.4 million in benefits administration; (4) $16.1
million in insurance; (5) $25.7 million in information services operations and
maintenance; (6) $50.8 million in capitalized information services costs; (7) $22.6
million in professional services; (8) $42.3 million in facilities costs; (9) $1.7 million in
shareholder services; (10) $1.0 million in vehicles expense; (11) $2.4 million in
association dues; and (12) $1.9 million in credit facilities expenses (Exh. TJF-1, at 3859). For each of these expense categories, the Joint Petitioners developed savings
estimates based on a number of considerations, including conversations with selected
BEC Energy and ComEnergy System personnel, analysis of fixed and variable
expenses, and the use of assumptions (Exhs. TJF-5D - TJF-5P; Tr. 4, at 342-343; 354396).
4. Purchasing Economies
The Joint Petitioners estimate that the merger will result in a total of $46.3 million in
savings through purchasing economies over a ten-year period. These savings represent:
(1) $34.9 million in procurement savings resulting from the increased purchasing
volumes of materials and supplies and the greater purchasing power created by the
merger, (2) $1.4 million in inventory savings resulting from standardization and sharing
of spare parts and components, and (3) $10.0 million in contract service savings
resulting from the aggregation of work activities and increased purchasing leverage
with service providers (Exh. TJF-1, at 55-58). For each of these expense categories,
the Joint Petitioners developed savings estimates based on a number of considerations,
including historical inventory experience, inventory turnover, and contract service
requirements (Exhs. TJF-5Q, TJF-5R; TJF-5S; Tr. 4, at 400-413). The Joint
Petitioners explained that procurement and inventory savings are difficult to quantify,
because they hinge on a prediction of how well the combined system will be able to use
its increased size to negotiate lower unit prices (Exh. TJF-1, at 58). The Joint
Petitioners claimed that the results of prior mergers show that estimated savings in
purchasing have been achieved (id.; Exh. DTE 1-30; Tr. 4, at 412-413).
5. Energy Sourcing
The Joint Petitioners expect that, because the electric distribution companies' different
load and peaking profiles, the combination of Boston Edison, Cambridge Electric, and
ComElectric into one system entity will result in avoided capacity costs associated with
the solicitation and procurement of standard offer and default service of $7.1 million
over the 2000-2009 period (Exh. TJF-1, at 60; Tr. 7, at 849-852). The Joint Petitioners
calculated the savings by using a base forecast of estimated capacity payments over the
2000-2009 period, and multiplying the base forecast by the estimated reduction in
demand (capacity) to arrive at the monthly savings (Exh. TJF-5T). The Joint Petitioners
expect to solicit bids for combined standard offer service at the end of 1999, covering
100 percent of Boston Edison's load and 64 percent of Cambridge Electric's and
ComElectric's combined load (Tr. 7, at 852-853).(38) This combined load will then be

adjusted for attrition for each successive year of the standard offer (id.). Because the
combined load of the two companies is expected to be less than the sum of their
individual loads, the savings in standard offer service purchases will be included in the
bids the electric distribution companies expect to receive (id., at 851-852). In preparing
this estimate, the Joint Petitioners assumed that the electric distribution companies
would continue to supply a decreasing portion of the standard offer service until the end
of the standard offer period in 2004 (id., at 851-855). The Joint Petitioners also
assumed that 100 percent of the default service load will be supplied by the electric
distribution companies through the year 2009 (Tr. 7, at 856).
2. Positions of the Parties
a. Attorney General
The Attorney General asserts that the benefits of a merger must at least equal the
associated costs, including the acquisition premium, to consumers before the costs may
be allowed for ratemaking purposes (Attorney General Brief at 14, citing Eastern-Essex
Acquisition, D.T.E. 98-27, at 8 (1998); Mergers and Acquisitions, D.P.U. 93-167-A
at 18-19 (1994)). The Attorney General maintains that the record does not contain cost
and savings information specific to the four distribution companies (Attorney General
Brief at 14). Therefore, the Attorney General concludes that the Department would be
unable to make any findings as to the costs and benefits that the proposed merger and
Rate Plan might produce for each of the distribution companies (id. at 15).
b. DOER
DOER opposes what it considers the Joint Petitioners' reliance on merger savings
produced from through internal estimates (DOER Brief at 13). DOER contends that
because an independent evaluation of the prudency of the costs and projected savings
does not exist, the Department has been left dependent upon the Joint Petitioners'
assessment of the costs necessary for the merger to proceed and the level of projected
merger-related savings (id.).
c. AIM
AIM contends that the Joint Petitioners have made it clear that merger-related savings
are wholly dependent upon how the Joint Petitioners execute their post-merger plans
(AIM Brief at 8). AIM argues that although the actual level of merger-related savings is
dependent upon the actions of the Joint Petitioners, there is no incentive for the Joint
Petitioners to achieve the level of savings proposed here (id.).
d. Joint Petitioners
The Joint Petitioners contend that the savings demonstrated in this proceeding likely
make the Rate Plan the single most beneficial utility proposal ever reviewed by the

Department (Joint Petitioners Brief at 17). The Joint Petitioners argue that Deloitte
Consulting conducted a comprehensive, detailed, and well-documented analysis of
merger-related savings using direct analysis, estimation, and comparisons to other
transactions, and that the results of this analysis are unrebutted (id. at 17-18). The Joint
Petitioners maintain that the Attorney General's criticisms of Deloitte Consulting's
analysis are based on misleading and inaccurate assertions about the record evidence
(Joint Petitioners Reply Brief, at 12-14). Additionally, the Joint Petitioners contend that
the identified merger-related savings will increase through the compounding effect of
future inflation, and will continue indefinitely into the future (Joint Petitioners Brief, at
21, citing Exh. TJF-1, at 11; Tr. 3, at 298; Tr. 5, at 565)
3. Analysis and Findings
To meet the G.L. c. 164, § 96, public interest standard, merger-related costs must be
accompanied by offsetting merger-related benefits that warrant their recovery, including
the cost of any premium sought. Eastern-Colonial Acquisition, D.T.E. 98-128 at 5-6
(1999); NIPSCO-Bay State Acquisition, D.T.E. 98-31, at 9-10 (1998); Eastern-Essex
Acquisition, D.T.E. 98-27, at 8-10 (1998). Therefore, in order to recover mergerrelated costs, a petitioner must demonstrate savings related to the merger that are at
least equal to the costs of the merger.
The Department recognizes that the savings presented by the Joint Petitioners are based
on forecast amounts. However, the determination of savings through 2009 requires the
Department to consider both historic and projected savings. Reliance on precedent
based solely on historic test-year cost of service is not a sufficient guide in this case.
Eastern-Colonial Acquisition, D.T.E. 98-128, at 20 (1999). The evaluation of these
savings is not subject to the same level of precision as generally can be attained in a
traditional rate case setting. Id. Therefore, the Department's review of the Joint
Petitioners' savings estimates must be based on whether the figures proposed by the
Joint Petitioners are reasonable estimates.(39)
With respect to the Joint Petitioners' estimate that $403 million in savings will result
from corporate, field, and field support staffing reductions, the Joint Petitioners have
presented a reasonable, considered estimate that 296 corporate and operations support
positions, and 66 field support positions, could be eliminated through the creation of an
integrated corporate and administrative organization (Exh. TJF-1, at 34). The
Department also accepts the Joint Petitioners' use of an average blended salary of
$60,000 per position as consistent with the compensation levels associated with the
employee positions that may be eliminated (id., at 35). The Department also accepts the
Joint Petitioners' selection of a 42.4 percent blended benefits loading rate as a welldeveloped estimate of the payroll overhead associated with the employee positions
proposed to be eliminated as a result of the merger. Finally, the Department accepts the
Joint Petitioners' capitalized payroll estimates as consistent with the recent experience
of the Joint Petitioners (Exhs. TJF-1, at 36; TJF-5B at 2). The Department concludes
that the Joint Petitioners have provided a fair and reliable estimate of the savings that

would result from the merger. Accordingly, the Department uses a corporate operations
and support staffing savings estimate of $403 million for purposes of evaluating the
costs and benefits associated with the proposed merger.
The Department notes that the vast majority of anticipated merger-related savings is due
to corporate, field, and field support staff reductions. The Department's standard of
review for mergers lists societal costs as a factor, among others, that must be weighed
and balanced against the benefits resulting from the merger and Rate Plan. The
Department has interpreted societal costs to include effects on employees. EasternColonial Acquisition, D.T.E. 98-128, at 86 (1999); Eastern-Essex Acquisition, D.T.E.
98-27, at 42 (1998). We do not lightly regard the effect of this or any other merger on
employment. While perpetuation of job redundancies in a consolidated Nstar system
would impose avoidable costs and thus be detrimental to ratepayers, the elimination of
these redundancies can and should be accomplished in a way that mitigates the effect on
BEC Energy's and ComEnergy System's employees. Eastern-Essex Acquisition,
D.T.E. 98-27, at 42 (1998). The Joint Petitioners have stated their commitment to
undertake all reasonable efforts to mitigate the effect of the consolidation of BEC
Energy's and ComEnergy System's operations on the estimated 362 employees whose
positions are expected to be eliminated as a result of the merger (Exh. JJJ-1, at 21). To
follow up on the effectiveness of the Joint Petitioners' proposed efforts to assist
displaced workers, the Department directs the Joint Petitioners to submit annual reports
detailing their displaced employee assistance efforts. Three reports are required. The
first report is to be filed one year after the consummation of the merger, with the
second and third reports to be submitted annually thereafter. Eastern-Essex Acquisition,
D.T.E. 98-27, at 44 (1998).
Turning to the area of corporate and administrative program savings, the Department
notes that the Joint Petitioners estimate that $50.8 million of the $210 million in
corporate and administrative program savings are associated with foregoing duplicative
or unnecessary information and computer-related systems (Exh. TJF-5H). The Joint
Petitioners took into account projected savings of computer and information projects
that would have likely been implemented between the years 2000-2003 in the absence
of the merger (id., at 15). The Joint Petitioners used 1998 estimates and an escalation
rate of 2.5 percent to project the costs of computer and other information systems
during the latter part of the four-year rate freeze, and consequently overlook
technological innovation and advancements that would be expected during that period.
Therefore, the Department considers the Joint Petitioners' estimate information-system
savings to be somewhat overstated. For purposes of this analysis, the Department has
removed the 2.5 percent annual escalation factor applied by the Joint Petitioners to the
information-system cost estimates, and has recalculated the savings estimate. Based on
this analysis, the Department concludes that the Joint Petitioners' information systemsrelated savings estimate of $50.8 million should be reduced by $1.3 million, to $49.5
million.

The Department has reviewed the Joint Petitioners' estimates in the other 11 corporate
and administrative programs areas where savings estimates were developed. The Joint
Petitioners have estimated these savings based on a review of the fixed and variable
costs associated with each of these cost categories, and Deloitte Consulting's experience
attained through other utility mergers for these types of expenses (Exhs. TJF-5D -5P;
Tr. 3, at 310). The Joint Petitioners have provided a fair and reasonable estimate of the
savings that would result from the merger in each of these areas. Therefore, the
Department accepts the Joint Petitioners' savings estimated in these 11 corporate and
administrative program areas. Accordingly, the Department uses a corporate and
administrative savings program estimate of $208.9 million, as compared with the Joint
Petitioners' estimate of $210.2 million, for purposes of evaluating the costs and benefits
associated with the proposed merger.
With respect to purchasing economies, the Joint Petitioners assumed that the cost
reduction for engineered materials would be five percent, with a cost reduction for
consumables and stock/standard materials of seven percent, based on management
expertise and experience with prior transactions (Exh. TJF-1, at 56). The Department
has reviewed the analogous savings projections for the 16 mergers and acquisitions in
the gas and electric industry described in Exhibit AG 4-8. Based on that set of
transactions, the highest expected cost reduction for both engineered and stock/standard
material was five percent (RR-DTE-5). The Department concludes that the seven
percent reduction for consumables and stock/standard materials is insufficiently
unsupported on the record. Based on the experience from other utility mergers, the
Department concludes that a five percent reduction in the cost of consumables and
stock/standard materials may be reasonably expected as a result of the merger.
Application of the five percent savings rate in lieu of the Joint Petitioners' seven
percent rate for combined stock materials of $33.8 million and consumable materials of
$2.1 million, escalated at a rate of 2.5 percent for two years as provided in Exhibit
TJF-5Q, results in savings to engineered materials, consumables and stock/standard
materials of approximately $26.1 million, versus the Joint Petitioners' estimate of $34.9
million for this particular cost category. Additionally, the Joint Petitioners have
proposed savings estimates for inventory and contract services totaling $11.4 million,
which the Department accepts as consistent with the experience of Deloitte Consulting
(Exhs. TJF-5R; TJF-5S; Tr. 4, at 405-413). Accordingly, the Department uses a
purchasing savings estimate of $37.5 million, as compared with the Joint Petitioners'
estimate of $46.3 million, for purposes of evaluating the costs and benefits associated
with the proposed merger.
With respect to energy purchases, the Department has reviewed the savings estimate,
including the data and assumptions relied upon by the Joint Petitioners. There are
difficulties inherent in estimating cost savings in these areas, particularly those related
to standard offer service. However, the Joint Petitioners have provided a fair and
reliable estimate of the savings that would result from the merger, taking into account
load and peaking profiles and the opportunities afforded by vendor leveraging (Exh.
TJF-1, at 59-60). Accordingly, the Department uses an energy savings estimate of $7.1

million for purposes of evaluating the costs and benefits associated with the proposed
merger.
The Department recognizes that the savings presented by the Joint Petitioners are based
on forecast amounts. As noted in Eastern-Colonial Acquisition, D.T.E. 98-128, at 18
(1999), projections of future events are not subject to the same standards of
measurement and evaluation that the Department uses in a rate case; rather, they can be
judged in terms of whether they are substantiated by past experience, and supported by
logical reasoning founded on sound theory. The evidence demonstrates that the
projected merger-related savings will be $656.9 million over the ten-year period
between the years 2000 and 2009, less $24 million in pre-merger initiatives, for total
merger-related savings of $632.5 million.
D. Recovery of Merger-Related Costs
1. Joint Petitioners' Proposal
Under the Rate Plan, the costs associated with the merger will be recovered in two
ways. The transaction costs and system integration costs will be amortized for
ratemaking purposes over a ten-year period, and the acquisition premium will be
amortized over a 40-year period (Exh. RDW-1, at 10-11). As described above, the
Joint Petitioners estimated that the combined transaction costs and system integration
expense would be approximately $111 million, with an estimated acquisition premium
of approximately $502 million (Exhs. TJF-5U; JJJ-1, at 4). During the first ten years
after the merger, the average amount and associated tax effect of the transaction costs,
system integration costs, and acquisition premium would be approximately $34.1
million per year (Exh. JJJ-1, at 9). During the subsequent 30-year period, when the
recovery of transaction and system integration costs is completed, the annual
amortization of the remaining unamortized acquisition premium and associated tax
effect will total approximately $20.6 million (id.). During the distribution rate freeze,
the Joint Petitioners will be at risk to achieve cost synergies sufficient to offset these
costs (Exh. RDW-1, at 10-11). After the distribution rate freeze, rate proceedings for
any of the four distribution utilities will take into account both the recovery of merger
costs (including the acquisition premium) and savings associated with the merger (id.).
Because the Joint Petitioners are seeking to demonstrate through this proceeding that
merger-related savings will exceed merger-related costs, the Joint Petitioners consider a
fundamental feature of the Rate Plan to be the recovery of their merger-related costs
(including the acquisition premium) through base rates at the time of their next base
rate proceedings (Exh. TJM-1, at 11; Tr. 5, at 489-504). While the Joint Petitioners
may request recovery of merger-related costs through base rates after the end of the
four-year rate freeze, the Rate Plan does not require the filing of a base rate case at that
time (Tr. 5, at 489-504; Tr. 8, at 1027-1029). Because the Joint Petitioners seek to
make a demonstration here of merger-related savings, they do not propose to

demonstrate continued net savings resulting from the merger as part of any future rate
proceeding (Tr. 8, at 1027-1029).
2. Positions of the Parties
a. Attorney General
The Attorney General states that the Rate Plan should not be approved on the terms and
conditions proposed by the Joint Petitioners (Attorney General Brief at 12). According
to the Attorney General, because the Rate Plan would permit the Joint Petitioners to
recover merger-related costs without any commitment to restrain these costs and offset
them by demonstrated merger-related savings, the Joint Petitioners have not provided
any assurances that ratepayers will not be harmed by the Rate Plan (id at 12, citing Tr.
8, at 1027-1028). Therefore, the Attorney General concludes that the Department
would be unable to make any findings as to the costs and benefits that the proposed
merger and Rate Plan might produce for each of the distribution companies (Attorney
General Brief at 15).
b. DOER
DOER contends that Department precedent establishes that expenses for which a utility
seeks base rate recovery be based on actual expenses incurred in a historical test year
(DOER Brief at 11, citing Boston Gas Company, D.P.U. 96-50 (Phase I) at 50 (1996)).
DOER asserts that because the Petitioners are presenting expenses prospectively for
ratemaking purposes, their filing is inconsistent with Department precedent. DOER
contends that the only mechanism established by the Department for the preapproval of
costs focused on the preapproval of electric company investment in new generating
facilities and other resource acquisitions under a prudency standard (DOER Brief at 9,
12).(40) Further, DOER states that the merger-related costs did not encompass "major
incremental electric company investment" (id. at 9, citing Electric Generating
Facilities, D.P.U. 86-36-C at 98 (1988); D.P.U. 86-36-E at 1 (1988); 220 C.M.R. §
9.00, et seq.).
DOER states that in order to recover investment costs (i.e., acquisition premiums) in
base rates, the Department requires a company to demonstrate that the investment is
"least cost" from the standpoint of ratepayers and that all reasonable alternatives have
been sought (DOER Brief at 14; DOER Reply Brief at 4). DOER asserts that the
Department typically requires investments for which preapprovals are being sought be
put to a competitive test before the costs are placed into rates (DOER Brief at 14;
DOER Reply Brief at 4, citing Electric Generation Facilities, D.P.U. 86-36-E at 3;
IRM Streamlining, D.P.U. 94-162). In contrast to the requirements established by the
Department, DOER argues that the Joint Petitioners have not made a reasonable
demonstration that the merger-related costs represent a "least cost" investment from the
standpoint of ratepayers (DOER Brief at 15; DOER Reply Brief at 4). Therefore,
DOER concludes that the Joint Petitioners' proposed recovery of the acquisition

premium does not comply with the "least cost" standard and as such, should be denied
(DOER Brief at 15; DOER Reply Brief at 4).(41)
c. MIT/Harvard
MIT/Harvard raises two issues relating to the Joint Petitioners' proposed preapproval of
the merger-related costs. First, MIT/Harvard states that the Joint Petitioners' basis for
seeking approval to recover the merger-related costs rests upon projected merger
related savings anticipated to occur as a result of operational synergies (MIT/Harvard
Brief at 4). Second, the integration of COM/Energy's and Boston Edison's operations
will introduce issues of cross-subsidization relating to the allocation of the mergerrelated costs and savings among the respective utilities and ratepayers (id.).
MIT/Harvard contends that if the level of projected merger-related savings are realized,
these savings should be shared in an equitable manner with ratepayers (MIT/Harvard
Reply Brief at 6).(42) MIT/Harvard argues that rather than sharing the "substantial and
demonstrated" merger-related savings with ratepayers immediately when they occur,
the Joint Petitioners' proposal only offers an "illusionary assurance" that cost savings
will flow to ratepayers through the normal ratemaking process (id.). According to
MIT/Harvard, the Petitioners actually intend to account for merger-related savings at
some indefinite point, only when the Joint Petitioners file a distribution base rate case
after the expiration of the Rate Plan (id.). Therefore, MIT/Harvard contends that the
Joint Petitioners are able to enjoy savings into perpetuity, while preserving the right to
increase rates if the savings are not realized (id.).
In addition, MIT/Harvard argues that the Joint Petitioners have not offered any
assurances that excessive earnings will not occur during the term of the Rate Plan or
after the proposed Rate Plan (id.). MIT/Harvard maintains that the effect of the merger
will be to increase Nstar's EPS (MIT/Harvard Brief at 17; citing Exh. SLB-1, at 3031).(43) Although the Joint Petitioners state that the proposed rate freeze does not
preclude the ability of the Department or the Attorney General to seek a review of rates
in accordance with G.L. c. 164, § 93, MIT/Harvard contends that the Joint Petitioners
seek inappropriately to place the burden on the other parties to determine whether the
Joint Petitioners are receiving excessive earnings (MIT/Harvard Reply Brief at 7).
MIT/Harvard asserts that based on the record evidence substantiating the level of
merger-related savings, the Joint Petitioners' approach is inconsistent with the
Department's obligation to establish just and reasonable rates (id.). Further,
MIT/Harvard argues that by the time excess earnings are detected, investigated, and
rectified, "any excess gains would inure solely to shareholders with no refund to
ratepayers legally available" (id.).
d. AIM
AIM states that the Department should reject the proposed Rate Plan because it is not
consistent with the public interest (AIM Brief at 5).(44) AIM contends that guaranteeing

recovery of the merger-related costs without demonstration of immediate ratepayers
savings results in an economic benefit to shareholders at the expense of ratepayers
(id.).(45) AIM asserts that the estimated merger-related savings are contingent upon how
the Joint Petitioners execute their Rate Plan and as such, are within their control (id. at
8). AIM contends that ratepayers will only realize any significant incentives during the
four-year rate freeze period, with no assurance that the Joint Petitioners will be diligent
in their effects to produce savings thereafter (id. at 10).
Further, AIM argues that if the merger-related savings do not materialize, the Rate Plan
does not include a method that would tie the projected savings achieved to the recovery
of the acquisition premium (id. at 8-9). AIM asserts that since the Rate Plan fails to
treat ratepayers and shareholders equally the Department should modify the Rate Plan
so that ratepayers are guaranteed recovery of all merger-savings (46) (id. at 8).
AIM concurs with the testimony of MIT/Harvard's witness requiring a "least-cost"
approach to assess the prudency of merger and acquisition deals that had been
negotiated "behind closed doors" (id. at 10). Citing DOER's witness, AIM asserts that
this process will eliminate the need for a speculative examination of whether the merger
yields the optimal solution to benefit ratepayers (id.; citing Exh. LAC at 14). Further,
AIM contends that the "least-cost" standard is consistent with Mergers and Acquisitions
requiring merging entities to demonstrate that the acquisition premium is limited to the
amount necessary to permit a beneficial merger to occur (AIM Brief at 10).
AIM recommends that the Department hold the Joint Petitioners to the estimated cost
savings projections stated in its Rate Plan. Furthermore, AIM requests that the Joint
Petitioners be required to use the "rate adder" method (47) discussed by MIT/Harvard's
witness to identify savings before allowing any recovery of merger-related costs (id. at
12).
e. Joint Petitioners
The Joint Petitioners assert that the record establishes that the costs of the merger will
not exceed merger-related savings (Joint Petitioners Reply Brief at 9). Further, the Joint
Petitioners assert that because shareholders bear the risk of successful implementation
of the savings initiatives, the Rate Plan maximizes the incentive for the Joint Petitioners
to achieve the savings (id.).(48)
The Joint Petitioners contend that the ten-year, straight-line amortization of the costs to
achieve the merger, subject to adjustment to actual expenditures, is a reasonable costrecovery method (Joint Petitioners Brief at 25). According to the Joint Petitioners, the
proposed Rate Plan ensures that the merger-related savings will flow to ratepayers
through the normal ratemaking process and the merger-related costs that make the
savings possible must also be accounted for in rates to avoid earnings dilution (id. at
22).(49) The Joint Petitioners state that the manner in which merger-related costs will be

recovered under the proposed Rate Plan is reasonable and is to the benefit of ratepayers
(id. at 23).
The Joint Petitioners state that the precedent relating to "least-cost" transactions
involves investments and contractual obligations in electric generation facilities and that
the Department would be "hard pressed" to find any investment or contractual
obligation that will result in the level of long-term customer benefits as presented and
demonstrated by the proposed merger (Joint Petitioner Reply Brief at 9). The Joint
Petitioners further assert that the merger between the Joint Petitioners cannot be judged
against least-cost "notions" and "discarded regulatory mechanisms" that assume the
appropriateness of a competitive bidding process (Joint Petitioners Brief at 35).
According to the Joint Petitioners, the merger is a direct result of detailed negotiations
bargained in "good faith" between two parties that provides substantial long-term
benefits to ratepayers and shareholders and therefore, does not fall under the "least
cost" standard (id.).
3. Analysis and Findings
The Rate Plan in this proceeding raises issues similar to those addressed by the
Department in our previous G.L. c. 164, § 96 reviews of the propriety of allowing
recovery of acquisition premiums and other costs associated with a merger. See, e.g.,
Eastern-Colonial Acquisition, D.T.E. 98-128 (1999); NIPSCO-Bay State Acquisition,
D.T.E. 98-31 (1998); Eastern-Essex Acquisition, D.T.E. 98-27 (1998); Mergers and
Acquisitions, D.P.U. 93-167-A (1994). In those cases, the Department found that
mergers and associated cost recovery proposals must be "consistent with the public
interest." Eastern-Colonial Acquisition, D.T.E. 98-128 at 4-5 (1999). See also,
NIPSCO-Bay State Acquisition, D.T.E. 98-31 at 9-11 (1998); Eastern-Essex
Acquisition, D.T.E. 98-27 at 8-10 (1998). The Department has reaffirmed that the
public interest standard must be understood as a "no net harm" standard. EasternColonial Acquisition, D.T.E. 98-128 at 4-5 (1999). See also, NIPSCO-Bay State
Acquisition, D.T.E. 98-31 at 9-10 (1998); Eastern-Essex Acquisition, D.T.E. 98-27 at
8 (1998). Here, the Joint Petitioners' G.L. c. 164, § 94 Rate Plan's conformance to the
public interest will be similarly assessed.
The transaction and system integration cost recovery features of the Rate Plan differ
from those found in previous merger proposals, in that the Joint Petitioners are seeking
specific findings as part of this proceeding on projected merger-related costs, so that the
merger-related costs may be recovered. The cost recovery features here can be
contrasted with those in other merger petitions recently considered by the Department.
In Eastern Enterprises' acquisition of Essex County Gas Company, the Department
permitted those petitioners the opportunity to recover their merger-related costs during
a 10-year rate freeze, with shareholders bearing the risk that merger-related costs might
exceeded merger-related benefits. Eastern-Essex Acquisition, D.T.E. 98-27, at 68
(1998). In NIPSCO Industries' acquisition of Bay State Gas Company, the Department

accepted that a showing of quantifiable benefits would be made in a future proceeding
after the end of a two-year rate freeze, but made future recovery of merger-related
costs dependent on such a showing. NIPSCO-Bay State Acquisition, D.T.E. 98-31, at
47 (1998).(50) In Eastern Enterprises' acquisition of Colonial, the Department approved
the petitioners' proposed tracking mechanism which will be used to determine the
amount of merger-related costs be allowed into cost-of-service in the future, after the
end of the 10-year rate freeze. That tracking mechanism would measure future mergerrelated savings by comparing actual cost-of-service to a model of what Colonial's costs
would have been absent the merger. Eastern-Colonial Acquisition, D.T.E. 98-128, at
65 (1999). All acquisitions will have unique characteristics, and the Department has
committed to a case-by-case review, tailored to circumstances presented. Id., at 20 n.23
(1999); Mergers and Acquisitions, D.P.U. 93-167-A at 7.
In order for the Department to approve, in this proceeding, the future amounts of
merger-related costs that will be allowed in cost-of-service in a future rate proceeding,
the Department would have to have a high degree of confidence in the demonstration
that offsetting savings will be realized. Reaching that level of confidence requires an
evaluation of both the margin between projected merger-related costs and savings (i.e.,
a margin of error in projections) and the quality of the evidence supporting those
projections. As noted earlier, the quality of projections can be judged in terms of
whether they are substantiated by past experience, and supported by logical reasoning
founded on sound theory. Eastern-Colonial Acquisition, D.T.E. 98-128, at 18 (1999).
The Department has found that projected merger-related savings of $632.5 million
would probably be realized through the merger between the years 2000 and 2009. The
Joint Petitioners have provided detailed, substantial, and credible evidence in support of
these projections, as Mergers and Acquisitions, D.P.U. 93-167-A at 7, requires (Exhs.
TJF-3, TJF-4, TJF-5A though 5V; Tr. 3, at 310). The projected merger-related costs
during that same period, including the amortization of the acquisition premium, are
estimated to be $308.7 million. These merger-related costs consist of $135 million in
after-tax transaction and system integration costs and $205.7(51) million in acquisition
premium amortizations.(52) Therefore, merger-related benefits are projected to exceed
merger-related costs by approximately $323.8 million, which goes well beyond meeting
the Department's "no net harm" standard to the point of actually providing net benefits
to customers. Even if the merger does not produce the level of net savings anticipated
by the Joint Petitioners, the magnitude of the difference between the approximately
$632.5 million in savings and $308.7 million in costs supports the conclusion that
significant savings to ratepayers will likely result from the merger.(53)
Because the acquisition premium would continue to be amortized over a remaining
period of 30 years after the ten-year rate freeze from which merger-related savings
were derived, the effect of the acquisition premium would remain a cost which must be
accounted for as part of our G.L. c. 164, § 96 standard as applied to the recovery of
acquisition premiums. The net present value of the $20.6 million annual amortization of
the acquisition premium, discounted at a rate of 11 percent(54) over the remaining period

of 30 years, is approximately $179 million.(55) Therefore, even without consideration of
merger-related savings that may continue beyond the ten-year savings timeframe, the
total costs related to the merger of $486.7 million(56) are still considerably less than the
merger-related savings of $632.5 million. Accordingly, upon this conclusive showing,
the Department finds that the merger will produce significant benefits for ratepayers
and, as discussed below, will allow the merger-related costs proposed by the Joint
Petitioners to be included in the cost of service of any future rate proceeding.
Under the Rate Plan, during the distribution rate freeze, the Joint Petitioners will be at
risk to achieve cost synergies sufficient to offset the costs of the merger (Exhibit RDW1, at 10-11). When the rate freeze is over, rate proceedings for each of the Joint
Petitioners will account for the opportunity to recover merger costs and for savings
resulting from the merger. As in Eastern-Essex Acquisition, D.T.E. 98-27, at 14
(1998), the opportunity to recover is expressly acknowledged. The record here amply
supports the probable validity of the Joint Petitioners' forecast of savings (Exhs. TJF5A through TJF-5U). All forecasts have, however, their limitations, especially in later
years. During the initial rate freeze period, the incentive is strongest for the companies
to seek synergies and consequent savings (which, of course, is not to say that regulatory
incentives after the rate freeze are not also strong, although the Department has
recognized the limitations of cost-plus regulation. NYNEX Price Cap, D.P.U. 94-50, at
114-115 (1995)).(57) To confirm the confidence in the forecast of savings and to
document for future proceedings that merger-related cost-cutting measures were
implemented during the rate freeze, the Department directs the Joint Petitioners to file a
one-time report of cost-saving measures taken and results achieved during the rate
freeze. That joint report of all four companies will be due not later than 90 days after
the end of the rate freeze (or not later than the filing by any of the four companies of a
future rate proceeding, should such a proceeding occur first). The report should draw
upon contemporaneous documentation developed and maintained through the period of
the rate freeze. A thorough and well-documented report can offer sufficient assurance
that the savings achieved during the rate freeze can and will persist well beyond the
initial period. The savings initiatives described by the Joint Petitioners are of a kind
that, once instituted, will serve as a baseline for future rate proceedings.
E. Allocation Issues
1. Joint Petitioners' Proposal
In their initial filing, the Joint Petitioners proposed to attribute the acquisition premium
exclusively to BEC Energy's and ComEnergy System's regulated entities. The Joint
Petitioners claimed that the provisions of Accounting Principles Board Opinion No. 16
"Business Combinations"(58) require ComEnergy System to revalue its unregulated
subsidiaries to their respective fair market values prior to the completion of the merger
(Exhs. JJJ-1, at 5; RDW-1, at 11; DTE 1-13; DTE 1-15; MIT/Harvard 1-36). During
the hearings, the Joint Petitioners explained that by revaluing ComEnergy System's
unregulated subsidiaries to establish their fair market value,(59) a portion of the total

system acquisition premium would be implicitly "captured" by the unregulated
subsidiaries, and thus not passed on to regulated operations (Tr. 5, at 481-485; RRDTE-6).(60)
The Joint Petitioners propose to assign transaction and system integration costs, as well
as merger-related savings, among the affiliates of both BEC Energy and ComEnergy
System (Exh. RDW-1, at 14-16). The Joint Petitioners did not propose a specific
allocation method to assign these merger-related costs and savings to their regulated and
unregulated subsidiaries (id., at 18; Exh. MIT/Harvard 2-13; Tr. 6, at 804-805). The
Joint Petitioners propose that, consistent with traditional allocation methods,(61) the net
savings resulting from the merger would be allocated in a way that will capture
economies and apportion synergies and costs to customers of all entities (Exhs. RDW1, at 16-18; MIT/Harvard 2-13). The objective of the allocation approach would be to
align incurred costs to realized savings among all the subsidiaries benefitting from the
merger (Exhs. DTE 1-15; DTE 1-16; Tr. 5, at 475-476; Tr. 6, at 818). The Joint
Petitioners anticipate that the cost savings will likely be achieved in approximately the
same proportion as the percentage of shared services and costs that will be allocated
and charged to the subsidiaries (Exh. RDW-1, at 17-18; Tr. 6, at 812-813). In this
respect, the Joint Petitioners claim that, given the small magnitude of the unregulated
operations relative to the regulated activities, most of the costs and synergies from the
merger will accrue to the regulated subsidiaries (Exh. DTE 1-16; Tr. 5, at 475-476; Tr.
6, at 818-819).(62) The Joint Petitioners will submit their proposed allocation method to
the Department in time for it to be in place by the end of the four-year rate freeze (Exh.
AG-3-12; Tr. 6, at 805). The Joint Petitioners consider that this would provide
sufficient experience with regard to the integration of operations and the appropriate
allocation of cost responsibility to propose a specific cost-allocation plan to the
Department (Exhs. JJJ-1, at 11).
2. Positions of the Parties
a. Attorney General
The Attorney General contends that the lack of any evidence regarding how mergerrelated costs will be allocated between regulated and non-regulated subsidiaries of each
holding company, between wholesale and retail operations, or among the four utility
companies precludes any Department review of the propriety of costs and benefits that
the proposed Rate Plan might produce for each individual utility company and
unregulated affiliate (Attorney General Initial Brief at 12, 14-15). In particular, the
Attorney General points out that even though the Joint Petitioners represented before
FERC that merger-related savings will accrue for Belmont Municipal Light
Department, a wholesale customer of Cambridge Electric, wholesale customers will not
be charged for any of the merger-related costs (id. at 25). According to the Attorney
General, since the wholesale contract rates are locked for several years, the Joint
Petitioners' proposal would allow their shareholders to retain all of the merger-related

savings associated with those wholesale contracts, while charging the retail customers
the merger-related costs (id.).
The Attorney General argues that the failure of the Joint Petitioners to address the issue
of allocating costs of the merger to unregulated subsidiaries contravenes the
Department's long-standing precedent regarding allocation of costs, which includes the
allocations of costs among affiliates (id. at 26). As a result of this failure, the Attorney
General concludes that the proposed Rate Plan should not be approved (id. at 15).
b. DOER
DOER contends that the best mechanism by which to allocate merger-related costs and
benefits is through a full and formal review of the Joint Petitioners' base rates (DOER
Brief at 39).
c. MIT/Harvard
MIT/Harvard argues that the Joint Petitioners' failure to incorporate any proposal
establishing a means of allocating merger-related costs and savings among ratepayers of
the four individual utilities introduces the prospect of cross-subsidization and represents
a fundamental flaw in the Rate Plan (MIT/Harvard Initial Brief at 2, 21). MIT/Harvard
asserts that, absent a reasonable and equitable allocation method, the Department
cannot conclude that the rates resulting from the merger will be just and reasonable (id.
at 21). MIT/Harvard contends that if the Joint Petitioners are guaranteed recovery of
the merger-related costs, they should be ordered to develop an equitable cost allocation
method at the outset in order to protect ratepayers against cross-subsidization (id.).
d. AIM
AIM argues that because the Joint Petitioners have failed to demonstrate the allocation
of either the merger-related expenses or the acquisition premium, the Department and
ratepayers are left to "guess at" the magnitude of merger-related savings that will
accrue to each operating company (AIM Brief at 8).
e. Joint Petitioners
The Joint Petitioners argue that the creation of an allocation system is not necessary at
this time to meet the "no net harm" standard because the allocation of net savings will
not have an effect on rates until after the four-year rate freeze is over (Joint Petitioners
Brief at 17, citing Exh. RDW-1, at 19). Therefore, the Joint Petitioners maintain that as
long as a Department-approved allocation procedure is in place by the end of the initial
four years, ratepayers will be assured of Department protection against the risk of
cross-subsidization (id.).

Concerning the Attorney General's claim of cross-subsidization of wholesale and
unregulated operations by retail ratepayers, the Joint Petitioners assert that the
unregulated businesses will be allocated their proportionate share of merger-related
costs. Moreover, the Joint Petitioners contend that because wholesale rates will not be
affected by cost changes and because revenues from wholesale sales are credited to
retail rates, there will be no cost shifting to retail customers (id. at 16). With regard to
the Intervenors' complaints that a final allocation method has not been established, the
Joint Petitioners claim that it is not possible at this time to provide precise numbers as
to the allocation of costs and benefits over an extended period of time (id. at 15).
Therefore, given the Department's continuing jurisdiction over the allocation of costs
among the companies, the Joint Petitioners conclude that there will be no net harm to
customers (id.).
3. Analysis and Findings
The Joint Petitioners proposed to allocate the acquisition premium among BEC
Energy's and ComEnergy System's regulated operations, with what they consider a
small portion of the total acquisition premium assigned to ComEnergy System's
unregulated operations through an asset revaluation. The Joint Petitioners state the
assignment of the unregulated operations' share of the acquisition premium would be
made by independent accounting firms, using valuation methods consistent with
standard business practice (Tr. 5, at 484-485). The Joint Petitioners' method for
assigning a portion of the acquisition premium to ComEnergy System's unregulated
operations is consistent with generally accepted business practices (Exhs. DTE 1-13;
DTE 1-15; MIT/Harvard 1-36). Moreover, the proposed allocation method produces a
reasonable result which remedies any concerns about cross-subsidies of unregulated
operations by regulated operations.
With respect to the allocation of merger-related savings among the regulated entities,
the Joint Petitioners extensively discussed their intentions regarding the future
allocation of merger-related costs and benefits, but did not propose a specific allocation
formula (Tr. 6, at 805-807, 815). In determining whether the Rate Plan is consistent
with the public interest, the Department may examine affiliate transactions to ensure
that dealings between affiliated companies provide direct benefits to ratepayers and that
associated costs are reasonable and allocated in a nondiscriminatory manner. EasternEssex Acquisition, D.T.E. 98-27, at 46 (1998), citing G.L. c. 164, § 76A; Cambridge
Electric Light Company, D.P.U. 92-250, at 78 (1993); Bay State Gas Company,
D.P.U. 92-111, at 134-135 (1992). The Department historically has exercised its
obligation and authority to ensure that a company's affiliate costs passed on to the
company's ratepayers are reasonable and that ratepayers pay no more than a fair
portion of the costs. Id., citing Bay State Gas Company, D.P.U. 92-111, at 136-137
(1992); New England Telephone and Telegraph Company, D.P.U. 86-33-G at 113-211
(1989); Oxford Water Company, D.P.U. 1699, at 10-13 (1984).

In evaluating the Joint Petitioners' proposal the Department needs to verify that
ratepayers of each of the four utility companies will pay no more than a fair portion of
the merger costs. Even though the Joint Petitioners have shown that estimated aggregate
savings from the merger would exceed the expected aggregate merger costs, the
Department has no assurance that individual regulated utilities would not be assigned
merger-related costs which are not commensurate with savings. The Joint Petitioners
themselves recognized this outcome as a possibility (Tr. 6, at 817-818).
The reliance of the Department on an aggregate analysis of costs and benefits could be
sufficient if combined with an established formula that designates proper allocators of
costs among all subsidiaries. Under these conditions, it would be possible to align
merger-related costs to be recovered from an individual company's ratepayers to
merger-related savings specifically beneficial to that company.
Accordingly, the Joint Petitioners are hereby directed to develop a cost allocation
system for transactions among the subsidiaries of BEC Energy and ComEnergy System
consistent with Department precedent. In order to recover costs incurred from an
affiliate, a company must show that those costs: (1) are specifically beneficial to the
individual company seeking rate relief (as opposed to other subsidiary members of the
system as a whole); (2) compare reasonably to competitive prices; and (3) are allocated
by a formula that is cost-effective and nondiscriminatory. Eastern-Essex Acquisition,
D.T.E. 98-27, at 46 (1998), citing Oxford Water Company, D.P.U. 1699, at 13
(1984). In preparing this system, the Joint Petitioners must functionalize all costs,
classify the expenses in each functional category, identify the appropriate allocators,
and allocate all costs. Eastern-Essex Acquisition, D.T.E. 98-27, at 47 (1998), citing
Cambridge Electric Light Company, D.P.U. 92-250, at 90 (1993). Furthermore, the
Joint Petitioners must explain the underlying criteria or rationale for the choice of
allocators used to assign the costs among the operating companies. Id.
The Department acknowledges that the establishment of a cost allocation method
requires the Joint Petitioners to gain sufficient experience with regard to the integration
of operations and the appropriate allocation of cost responsibility among the
subsidiaries, as well as the complexity of the two corporate structures to be merged and
the uncertainty regarding the final structure of the post-merger entity (Exh. DTE 1-11;
Tr. 5, at 471-472; Tr. 6, at 668, 807). Therefore, the Joint Petitioners shall provide the
Department with their proposal for an allocation method encompassing the entire
corporate system created by the merger, either 90 days after the close of the rate freeze
or no later than the date that any one of Nstar's regulated operations files a petition for
rate relief pursuant to G.L. c. 164, § 94, whichever event is earlier.
VII. SERVICE QUALITY PLAN
A. Joint Petitioners' Proposal

The Joint Petitioners' proposed Rate Plan includes a service quality plan that would
apply to all four retail distribution companies. For the electric companies (i.e., Boston
Edison, Cambridge Electric, and ComElectric), the service quality plan establishes
performance standards, based on each company's historic performance, for four areas
of service quality: (1) system reliability, as measured by a system average interruption
duration index ("SAIDI," expressed as minutes of interruptions per customer per year)
and a system average interruption frequency index ("SAIFI," expressed as number of
interruptions greater than one minute per customer per year); (2) customer service, as
measured by the percentage of telephone calls answered within a specified time(63) and
the percentage of new customers who received service within a specified time of the
customer's completion of required permits and inspection ("on-time in-service");(64) (3)
safety, as measured by the incidence rate for lost-time accidents, expressed as the
average number of incidents per 100 full-time employees; and (4) billing, as measured
by the percentage of meters read on schedule (Exhs. JJJ-3, at 1-3; RDW-6, at 1-3). The
historic benchmarks and performance years for each measure are summarized in Table
1, below.
For ComGas, the service quality plan establishes performance standards, based on
ComGas' historic performance, for three areas of service quality: (1) customer service,
as measured by the percentage of telephone calls answered within 30 seconds; (2)
safety, as measured by the incidence rate for lost-time accidents (expressed as the
average number of incidents per 100 full-time employees), and emergency gas odor or
leak calls responded to within 60 minutes; and (3) billing, as measured by the
percentage of meters read on schedule (Exh. RDW-6, at 3-4).
Each company's post-merger performance in these service areas would be reported
annually to the Department and compared to its historic performance in order to
determine whether there has been a degradation in service (Tr. 7, at 965-966). The
Joint Petitioners stated that they intend to review their respective service quality data to
determine if there would be benefits to customers in integrating their existing systems
or developing new systems to track data in a uniform manner (Exh. JJJ-3, at 3). The
Joint Petitioners stated that if they determine, in the future, that such system integration
or development is beneficial to customers, they will report any new data collected to the
Department for our review (id.; Exh. RDW-6, at 3-4). The proposed service quality
plan did not include a mechanism to penalize the companies for degradation in service.
TABLE 1 SUMMARY OF PROPOSED BENCHMARKS FOR SERVICE QUALITY PLAN
SYSTEM
RELIABILITY
SAIDI
SAIFI

CUSTOMER
SERVICE
Telephone
Response
years (min.) years (inter.) years % /
(1) (2)
(1)
(3)
(1)
time
(4)

SAFETY
On-Time In-Service
years
(1)

% / time (5)

Lost Time
Accidents
years #
(1) incid.
(6)

BILLING
On-cycle
Meter Reads
years %
(1)
(7)

ComElec 1988- 115 1990- 1.484
'97
97
Camb. 1988- 44.7 1990- 0.511
'97
97
1989- 108.8 1989- 1.04
BECo
'98
98

1997- 67%/30 1997-98 96.3%/5days 1996-'98 2.13
98 sec
1997- 67%/30 1997-98 96.3%/5days 1996-'98 2.13
98 sec
1996- 70%/20 1996-98 93.3%/2days 1996-'98 0.62
98 sec
72%/30
sec

CUSTOMER SAFETY
SERVICE
Emergency Calls
Telephone

Response
years
%
(1) /time
(4)
ComGas

1997- 35%/30
98 sec

years
(1)

1998

% within 1
hr (8)

98.5%

BILLING
Lost Time
Accidents

On-cycle
Meter Reads

years #
(1) incid.
(6)

years % (7)
(1)

1996-'98 9.54

Notes
(1) Years upon which performance standard is based
(2) Minutes of interruptions per customer per year, excluding interruptions less than
one minute
(3) Number of interruptions per customer per year, excluding interruptions less than
one minute
(4) Percentage of telephone calls answered within specified time
(5) Percentage of new customers who received service within specified time after
completion of required permits and inspections
(6) Average number of incidents per 100 full-time employees
(7) Percentage of meters read on schedule
(8) Emergency calls responded to within 60 minutes

1/97- 97.5%
11/98
1/97- 99.1%
11/98
1996-98 89.2%

1/97- 96.2%
11/98

(Exhs. JJJ-3; RDW-6)
B. Position of the Parties
1. Attorney General
The Attorney General asserts that the Joint Petitioners' proposed service quality plan
would not provide adequate protection against degradation in the service provided to
customers and suggests two modifications to the proposed plan (Attorney General Brief
at 26-29). First, the Attorney General argues that the Department should establish
maximum penalties equal to at least one percent of each company's annual revenue, in
order to ensure maintenance of minimal service quality standards (id.). Second, the
Attorney General proposes that the Department should require that the service quality
plan include a performance measure based on statistics compiled by the Department's
Consumer Division (id.). The Attorney General asserts that the Consumer Division
statistics constitute the only data which lie outside the Joint Petitioners' control, and
therefore provide an independent assessment of how well the companies are
(1) handling service complaints, and (2) applying the Department's billing and
termination regulations (id. at 28-29).
2. MIT/Harvard
MIT/Harvard asserts that, given the lack of a penalty provision, the proposed service
quality plan does not provide adequate incentive to meet the established service quality
targets (MIT/Harvard Initial Brief at 18).
3. AIM
AIM criticizes the Joint Petitioners' service quality plan for failing to include either
penalties or Consumer Division statistics (AIM Brief at 12-13). AIM argues that any
approval of the Rate Plan must provide for both of these features as a precondition to
the merger (id.).
4. Joint Petitioners
The Joint Petitioners assert that their proposed service quality plan includes
comprehensive and reliable performance measures and historic performance data that
will allow the Department to determine whether there has been a degradation in the
companies' service quality as a result of the merger (Joint Petitioners Brief at 26-29).
The Joint Petitioners maintain that, because the historic performance data are based on
multi-year periods, the data provide the Department with reasonable proxies against
which to compare post-merger performance (id. at 28).

The Joint Petitioners state that the measures included in their proposed plan are based
on the measures approved by the Department in previous gas merger proceedings,
citing NIPSCO-Bay State Acquisition, D.T.E. 98-31 (1998); Eastern/Essex
Acquisition, D.T.E. 98-27 (1998), with two exceptions: (1) the use of SAIDI and
SAIFI to measure system reliability; and (2) the exclusion of complaint statistics
provided by the Department's Consumer Division (Joint Petitioners Initial Brief at 2728). The Joint Petitioners state that the use of a SAIDI and SAIFI to measure the
duration and frequency of power outages is a "logical means of tracking the
Companies' success in maintaining reliable electric service, the core function of an
electric utility" (id. at 28).
With respect to the Consumer Division's complaint statistics, the Joint Petitioners state
that they have not included these statistics in their service quality plan because: (1) the
subjective nature of calls to the Department, and (2) the likelihood of increased calls to
the Department due to industry restructuring in both the electric and gas industries
makes the use of these complaint statistics an unreliable indicator of the Joint
Petitioners' service quality (id. at 28).(65)
Finally, the Joint Petitioners argue that, although the Department can take many actions
under its general supervisory authority if service quality provided by a utility were to
suffer, the Department lacks legal authority in this case to impose automatic monetary
penalties in conjunction with the proposed Rate Plan (Joint Petitioners Reply Brief
at 25-26). The Joint Petitioners maintain that, although the Act grants the Department
authority to impose penalties for failing to meet service quality standards, these
standards must be established in accordance with regulations that are developed to
establish a comprehensive system of PBR (id.). The Joint Petitioners assert that,
because regulations to establish and require performance-based rates have not yet been
promulgated, no provision of the Department's governing statutes grants the
Department the authority to impose monetary penalties (id.).(66)
C. Analysis and Findings
1. Introduction
The Department's position regarding service quality plans was expressed in EasternEssex Acquisition, D.T.E. 98-27 (1998), in which the Department stated that quality of
service is an essential factor in reviewing a merger and that a service quality plan can
be an important bulwark against deterioration of a company's quality of service.
Eastern-Essex Acquisition, D.T.E. 98-27, at 32 (1998). The Department directed
"companies filing requests for approval of mergers and acquisitions to include a service
quality plan that is designed to prevent degradation of service following the merger."
Id. at 33, n.27. In this section, the Department addresses whether the Joint Petitioners'
proposed service quality plan would reasonably protect customers against degradation
in the Joint Petitioners' performance. The Department addresses the major components
of the proposed plan: (1) the proposed performance measures and (2) the proposed

performance benchmarks. In addition, the Department addresses the absence of a
penalty mechanism.
2. Performance Measures
As stated above, the Joint Petitioners' proposed service quality plan includes measures
for four performance areas; system reliability, customer service, safety, and billing.(67)
The Attorney General and AIM recommend that additional measures be included for
customer service, based on statistics compiled by the Department's Consumer Division.
For all of the regulated utilities in the Commonwealth, the Department's Consumer
Division maintains a record of calls received by customers regarding a company's
service quality and billing. The Department has directed companies to use the
Consumer Division's data to establish benchmarks to assess service quality, in the
context of both PBR plans and merger-related rate plans. See Eastern-Colonial
Acquisition, D.T.E. 98-128, at 82-83 (1999); Eastern-Essex Acquisition, D.T.E. 9827, at 39 (1998); Boston Gas Company, D.P.U. 96-50-C at 66-69 (1997).
The Consumer Division statistics can provide a useful measure of a company's service
quality in that the number of customer calls logged by the Consumer Division could
indicate inadequate communications between a company and its customers on matters
concerning invoices, billing adjustments, or other service quality concerns. See
Eastern-Colonial Acquisition, D.T.E. 98-128, at 82-83 (1999). Moreover, in cases
where companies are merging, the Department concludes that the number of complaints
made by the companies' customers to the Consumer Division provides a means to
compare the companies' service quality pre- and post-merger. Id. Accordingly, the
Department directs the Joint Petitioners to include, in the service quality plan for all of
the companies, performance measures using the Consumer Division statistics that track
customer complaint cases and customer bill adjustments. Other information may also
prove pertinent and useful. The benchmarks for these measures shall be based on each
company's performance during the three years preceding the performance year (e.g.,
for the year 2000, the benchmark will include the years 1997-1999). As in EasternColonial Acquisition, D.T.E. 98-128, at 83 n.63 (1999), the Department directs the
Joint Petitioners to work with the Department's General Counsel and the Consumer
Division to adapt the Consumer Division data for use in the service quality index
("SQI). The results of this effort shall be filed within six months from the
consummation of the merger.
While the Joint Petitioners may have concerns regarding the appropriateness of using
statistics derived from the Consumer Division's data in the changing electric and gas
industries, the appropriate forum to address these concerns is the generic proceeding
that the Department will hold regarding PBR issues and service quality plans.(68) The
Department may revise the measures using the Consumer Division statistics based on
the results of the generic proceeding and based on the cooperative efforts of the Joint
Petitioners, the Consumer Division, and the Department's General Counsel.

The Department finds that the service quality areas included in the proposed plan,
system reliability, customer service, safety, and billing, are appropriate, noting that
they are consistent with the service areas included in previous Department-approved
plans. See Eastern-Colonial Acquisition, D.T.E. 98-128, at 74-83 (1999); NIPSCO-Bay
State Acquisition, D.T.E. 98-31, at 29-32 (1998); Eastern-Essex Acquisition,
D.T.E. 98-27, at 32-39 (1998); Boston Gas Company, D.P.U. 96-50 (Phase One),
at 307-308 (1996). The Department additionally finds that, with the inclusion of the
Consumer Division statistics, the measures proposed to compare post-merger
performance to pre-merger performance will allow the Department to determine
whether there has been degradation of service. Accordingly, the Department approves
the performance measures as proposed.
3. Performance Benchmarks
As stated above, the proposed Rate Plan includes performance benchmarks for each of
the proposed measures, based on each company's actual performance during a specified
historic periods. The purpose of the benchmarks is to represent the level of pre-merger
performance that the Joint Petitioners would be expected to maintain (or exceed) during
the post-merger period. A comparison of the companies' post-merger performance to
the benchmark for each measure should allow the Department to determine whether
there has been degradation of service. In this section, the Department identifies three
benchmarks for Boston Edison and ComGas that, because of these companies'
performance during the years on which the benchmarks were based, would not
represent the level of pre-merger performance that the Joint Petitioners would be
expected to maintain (or exceed) during the post-merger period and, therefore, would
not allow the Department to determine whether there has been degradation of service.
The first such benchmark is associated with Boston Edison's telephone call answering
measure, which was based on Boston Edison's performance during the three-year
period 1996-1998. The record demonstrates that Boston Edison's performance in this
area improved significantly during the years 1997 and 1998, when compared to its
performance during 1996.(69) Boston Edison's witness testified that its performance in
this area during 1996 was "less than ideal." As a result, Boston Edison undertook a
"very focused effort" during 1997 to ensure that telephone calls were answered more
quickly (Tr. 7, at 919, 966-967). Boston Edison implemented additional changes in its
telephone answering operations during 1998 to balance the need to answer telephone
calls quickly with the need to provide high quality service to its customers.(70) Boston
Edison testified that, although its telephone answering statistics declined during 1998
(as compared to 1997), it believes that the overall quality of its service improved
(Tr. 7, at 919-920). The Department finds that: (1) based on Boston Edison's testimony
regarding its "less than ideal" performance in this area during 1996, and (2) because the
"one and done" approach introduced during 1998 will continue to be in effect during
the post-merger period, Boston Edison's telephone answering performance in 1996 and
1997 does not represent the level of pre-merger performance that Boston Edison should
be expected to maintain (or exceed) during the post-merger period. Therefore, the

Department rejects the use of 1996 and 1997 performance in the proposed benchmark
for Boston Edison's telephone call-answering-time performance measure. The
Department finds that, in order for the telephone answering benchmark to represent the
level of pre-merger performance that Boston Edison should be expected to attain (or
exceed) during the post-merger period, the benchmark should be based on Boston
Edison's performance during 1998.(71) Therefore, the Department directs the Joint
Petitioners to use the values for 1998 included in Exhibit JJJ-3, Attachment B as the
benchmark for this measure.(72)
The second benchmark identified by the Department is associated with Boston Edison's
on-cycle meter readings, which was based on Boston Edison's performance during the
three-year period 1996-1998. The record demonstrates that Boston Edison's
performance in this area continually improved during the years 1996 through 1998.(73)
The record also demonstrates that during the years 1996 and 1997, approximately
180,000 automatic meter reading ("AMR") devices were installed, with an additional
10,000 installed during 1998 and an additional 60,000 projected to be installed during
1999 (RR-DTE-14). Boston Edison testified that the recent installation of these devices
was "one of the reasons" that contributed to Boston Edison's improved performance in
this area (Tr. 7, at 974-975). The Department finds that, because of the significant
number of AMR devices installed since the beginning of 1996, and the corresponding
increase in on-cycle meter reads, Boston Edison's meter reading performance during
1996 and 1997 does not represent the level of pre-merger performance that Boston
Edison should be expected to attain (or exceed) during the post-merger period.
Therefore, the Department rejects the use of 1996 and 1997 performance in the
proposed benchmark for Boston Edison's on-cycle meter read performance measure.
The Department finds that, in order for the on-cycle meter read benchmark to represent
the level of pre-merger performance that Boston Edison should be expected to attain (or
exceed) during the post-merger period, the benchmark should be based on Boston
Edison's performance during 1998. Therefore, the Department directs the Joint
Petitioners to use the value for 1998 included in Exhibit JJJ-3, Attachment E
(92.5 percent) as the benchmark for this measure.
The third benchmark identified by the Department is associated with Commmonwealth
Gas' telephone call answering time measure, which was based on ComGas'
performance during 1997-1998.(74) The Petitioners acknowledged that ComGas'
performance during 1997 and most of 1998 was not "what we would want to see
happen. We would much prefer that these [numbers] improve. Our internal goal would
clearly be to at least exceed 50 percent within 30 seconds" (Tr. 7, at 984-985). The
Department finds that ComGas' historic performance clearly does not represent the
level of pre-merger performance that ComGas should be expected to maintain (or
exceed) during the post-merger period. Therefore, the Department rejects the Joint
Petitioners' proposed benchmark for ComGas' telephone-call-answering time
performance measure. The record is not clear regarding an appropriate benchmark for
this measure. Therefore, the Department directs ComGas to track its 1999 performance

in this area and submit this information to the Department by January 31, 2000. The
Department will determine the appropriate benchmark at that time.
4. Penalty Mechanism
As stated above, the proposed service quality plan does not include a mechanism to
penalize the companies for degradation in service. The Department previously has
found that a penalty provision is an important and necessary component of a service
quality plan in that it provides companies with a direct financial incentive motivation to
meet or exceed established performance standards. See NIPSCO-Bay State Acquisition,
D.T.E. 98-31 at 31-32 (1998); Boston Gas Company, D.P.U. 96-50-C at 71-72 (1997);
Boston Gas Company, D.P.U. 96-50 (Phase One) at 310 (1996);(75) NYNEX Price Cap,
D.P.U. 94-50, at 235-238 (1995). In addition, in our orders on previous merger cases,
the Department has stated that we will investigate establishing penalties at such time
that the companies file their completed service quality plans. See Eastern-Colonial
Acquisition, D.T.E. 98-128, at 78-79 (1999); Eastern-Essex Acquisition, D.T.E. 9827, at 34 (1998).
The Joint Petitioners' proposed service quality plan does not include a mechanism to
penalize the companies for degradation in service. Consequently, the plan may not
provide the companies with the direct financial incentive or motivation to meet or
exceed the established benchmarks, which the Department has previously found
necessary. Eastern-Essex Acquisition, D.T.E. 98-27, at 33 (1998). Therefore, the
Department directs the Joint Petitioners to file a proposal for a penalty mechanism
within six months of the date of the closing of the merger. The Department will then
investigate establishing a penalty provision as part of the Joint Petitioners' SQIs as a
disincentive or safeguard against the degradation of service. Eastern-Colonial
Acquisition, D.T.E. 98-128, at 78-79 (1999); Eastern-Essex Acquisition, D.T.E. 9827, at 33 (1998).
VIII. CONFIRMATION OF FRANCHISE RIGHTS
A. Introduction
The Joint Petitioners have requested that the Department confirm that no transfer of the
franchise rights of Boston Edison, Cambridge Electric, ComElectric, or ComGas will
result from the merger and, therefore, no approval by the Massachusetts General Court
is required under G.L. c. 164, § 21 (Petition at 4-5). Although the Joint Petitioners
restated their request on brief, the intervenors did not submit briefs on this issue.
B. Analysis and Findings
While the Joint Petitioners have proposed to consolidate many of the operations of
Boston Edison, Cambridge Electric, ComElectric, and ComGas, the corporate existence
of these distribution companies would continue after the merger of BEC Energy and

ComEnergy System as if no merger had taken place. No sale of assets or surrender of
these distribution companies' ability to provide service is proposed here. There will
merely be a wholesale change in the stock ownership of these companies from
shareholders of BEC Energy and ComEnergy System to shareholders of Nstar.(76) Thus,
the Department finds that no transfer of any franchise rights would result from this
merger, and that no legislative approval under G.L. c. 164, § 21 is required.
IX. ORDER
Accordingly, after due notice, hearing and consideration, it is
ORDERED: That pursuant to G.L. c. 164, § 94, and subject to the terms or conditions
of this Order, the Rate Plan for Boston Edison Company, Cambridge Electric Light
Company, Commonwealth Electric Company, and Commonwealth Gas Company is
hereby approved; and it is
FURTHER ORDERED: That, it is confirmed that upon consummation of the merger of
BEC Energy and Commonwealth Energy System, Boston Edison Company, Cambridge
Electric Light Company, Commonwealth Electric Company, and Commonwealth Gas
Company shall have all rights, powers, privileges, franchises, properties, real, personal
or mixed, and immunities to engage in all activities in all the cities and towns in which
Boston Edison Company, Cambridge Electric Light Company, Commonwealth Electric
Company, and Commonwealth Gas Company were engaged in immediately prior to the
merger, and that further action pursuant to G.L. c. 164, § 21 is not required to
consummate the merger of BEC Energy and Commonwealth Energy System; and it is
FURTHER ORDERED: That a copy of the journal entries, or a schedule summarizing
such entries, recording the effect of the merger shall be filed with the Department upon
consummation of the merger.
FURTHER ORDERED: That the Petitioners shall comply with all directives contained in
this Order.
By Order of the Department,

______________________________ Janet Gail Besser, Chair

______________________________ James Connelly, Commissioner

______________________________
W. Robert Keating, Commissioner

______________________________
Paul B. Vasington, Commissioner

______________________________
Eugene J. Sullivan, Jr., Commissioner
Appeal as to matters of law from any final decision, order or ruling of the Commission
may be taken to the Supreme Judicial Court by an aggrieved party in interest by the filing
of a written petition praying that the Order of the Commission be modified or set aside in
whole or in part.

Such petition for appeal shall be filed with the Secretary of the Commission within
twenty days after the date of service of the decision, order or ruling of the Commission,
or within such further time as the Commission may allow upon request filed prior to the
expiration of twenty days after the date of service of said decision, order or ruling. Within
ten days after such petition has been filed, the appealing party shall enter the appeal in the
Supreme Judicial Court sitting in Suffolk County by filing a copy thereof with the Clerk

of said Court. (Sec. 5, Chapter 25, G.L. Ter. Ed., as most recently amended by
Chapter 485 of the Acts of 1971).

1. 1 A wholly-owned subsidiary of BEC Energy, a Massachusetts business trust.
2. 2 Cambridge Electric, ComElectric, and ComGas are wholly-owned subsidiaries of
Commonwealth Energy System, a Massachusetts business trust.
3. 3 To effect the merger, Nstar has created two limited liability companies, BEC
Acquisition Company LLC, and CES Acquisition LLC (Exh. JJJ-1 (Supp.) at 1). BEC
Energy will merge with BEC Acquisition LLC, with BEC Energy as the surviving entity
(id.). ComEnergy System will merge with CES Acquisition LLC, with ComEnergy
System as the surviving entity (id.).
4. 4 The Joint Petitioners reported that BEC Energy and ComEnergy System are expected
to operate for some indeterminate period after the merger as subholding companies of
Nstar (Tr. 5, at 471-472).
5. 5 The Joint Petitioners characterize the rate freeze as a unilateral commitment that does
not affect the rights of the Department or the Attorney General to seek a review of rates
in accordance with G.L. c. 164, § 93 (Tr. 6, at 830-831).
6. 6 Transmission rates are regulated by the Federal Energy Regulatory Commission
("FERC").
7. 7 The Rate Plan proposes to allow the Joint Petitioners' companies to increase
distribution rates to include cost changes resulting from exogenous factors such as
changes in tax laws, accounting changes and regulatory, judicial or legislative changes
(Exh. JJJ-1, at 6).
8. 8 "An Act Relative to Restructuring the Electric Utility Industry in the Commonwealth,
Regulating the Provision of Electricity and Other Services, and Promoting Enhanced
Consumer Protection Therein," St. 1997, c. 164.
9. 9 An acquisition premium represents the difference between the acquisition price and
the net book value of the acquired company. Eastern-Colonial Acquisition, D.T.E. 98128, at 4 n.4 (1999); Mergers and Acquisitions, D.P.U. 93-167-A at 9 (1994). Accounting
rules require that any acquisition premium paid be recorded on the books of the acquired
company and be amortized over a period not to exceed 40 years (Exhs. JSM-1, at 8; DTE
1-14). Eastern-Colonial Acquisition, D.T.E. 98-128, at 4 n.4 (1999).

10. 10 The merger provides for an exchange ratio of one Nstar share for each BEC Energy
share (Exh. JJJ-2 (Supp.) at 6).
11. 11 With the exception of some of the system integration costs, the costs to achieve the
merger and the acquisition premium will be final shortly after consummation of the
merger, and will be reported to the Department in the 90-day post-closing filing (Tr. 5, at
486; Tr. 8, at 1042-1043).
12. 12 The Joint Petitioners report that the accounting for ratemaking purposes may
deviate from the manner in which the merger-related costs will be booked for financial
reporting purposes (Tr. 8, at 1031).
13. 13 The Joint Petitioners will report in their 90-day, post-merger filing an accounting of
the taxable and non-taxable portions of the transaction costs (Tr. 8, at 1042-1043).
14. 14 The Department notes that a finding that a proposed merger or acquisition would
probably yield a net benefit does not mean that such a transaction must yield a net benefit
to satisfy G.L. c. 164, § 96 and Boston Edison Company, D.P.U. 850.
15. 15 The Attorney General's price cap formula consists of an inflation index less a
productivity factor.
16. 16 The Attorney General defines the consumer dividend factor as the expected future
rate of productivity growth among regulated firms, including improvements arising from
the change from cost of service-based regulation to PBR (Exh. AG-1, at 2-3).
17. 17 The Attorney General defines accumulated inefficiencies as inefficiencies built into
a utility's base rates because of the historical use of cost of service regulation, estimated
as the difference between the actual efficiency level of the firm and the "best practice"
level that can be currently observed (Exh. AG-1, at 3).
18. 18 DOER describes its rate adder as a mechanism to be applied to the Joint Petitioners'
distribution rates to account for merger-related savings during the first four years of the
Rate Plan (Exh. LAC at 29).
19. 19 In D.P.U./D.T.E. 97-111, the Department stated that it would conduct a thorough
review of the distribution rates of Cambridge Electric and ComElectric. D.P.U./D.T.E.
97-111, at 40. Such a review was not conducted as a part of our investigation, and we will
not mandate it prior to the end of the rate freeze. While review of the rates for Cambridge
Electric and ComElectric will likely not take place before the end of the rate freeze, it
could if the need for an earlier review is otherwise demonstrated.
20. 20 Threshold requirements were also examined in NIPSCO-Bay State Acquisition,
D.T.E. 98-31, at 18 (1998).

21. 21 In accordance with 220 C.M.R. § 1.10(3), the Department takes administrative
notice of Colonial's 1998 annual report.
22. 22 These threshold levels are equal to approximately between 0.147 to 0.150 percent
of the Joint Petitioners' 1998 operating revenues.
23. 23 The proposed distribution rate increase for Cambridge Electric is:
(0.268 cents/KWH + 0.100 cents/KWH) - (0.145 cents/KWH) = 0.223 cents/KWH.
The proposed distribution rate increase for ComElectric is:
(0.268 cents/KWH + 0.100 cents/KWH) - (0.207 cents/KWH) = 0.161 cents/KWH.
24. 24 In their filing, the Joint Petitioners proposed an adjustment of 0.269 cents per
KWH for Cambridge Electric (Exh. RDW-1, at 12-13). During evidentiary hearings,
the Joint Petitioners' witness testified that $579,150 in DSM-related revenues should
have been subtracted from Cambridge Electric's distribution revenue requirement
when, in fact, they were inadvertently subtracted from its transition charge revenue
requirement (Tr. 6, at 785-786). Accordingly, the Joint Petitioners propose to reduce
the Rate Plan's adjustment in distribution rates for Cambridge Electric from 0.269 cents
per KWH to 0.223 cents per KWH (Petitioners Reply Brief at 23).
25. 25 As we noted in Section V.A.4, above, this proceeding is not a general rate case;
therefore, the Department does not consider it necessary or appropriate to use this
petition as a forum to conduct the cost allocation analysis discussed in
D.P.U./D.T.E. 97-111.
26. 26 Directors and officers tail coverage provides liability insurance coverage for
former directors for claims arising out of, but raised subsequent to, their terms of
service as directors or officers (Exh. TJF-5U, at 1).
27. 27 Expenditures made after the year 2003 will be expensed in the year they are
incurred (Exh. JJJ-1, at 9).
28. 28 Nuclear ownership was at issue until the conveyance of Boston Edison's Pilgrim
Nuclear Power Station to Entergy in July, 1999. Divestiture of the nuclear plant was
approved by the Department in Boston Edison Company, D.T.E. 98-119 (1999) as the
first sale of a nuclear plant to a merchant owner in the United States.
29. 29 This estimate was developed by multiplying the imputed purchase and exchange
price per ComEnergy System share of $44.10 by approximately 21.5 million
outstanding shares. (Exh. JJJ-1, at 4).

30. 30 DOER notes that both Boston Edison and ComEnergy promoted the control
premium standard as the appropriate measure for the acquisition premium in Mergers
and Acquisitions (DOER Initial Brief at 22, n.4, citing Mergers and Acquisitions,
D.P.U. 94-167-A at 15 (1994)).
31. 31 In this context, "least cost" refers to limiting recovery to the amount necessary to
permit a beneficial merger to be completed, after a petitioner has made such a
demonstration (Exh. LAC at 14-15).
32. 32 As noted in the Standard of Review discussion, above at Section IV, the instant
petition presents some novel features that bear out Mergers and Acquisitions' prediction
that case-by-case review would prove warranted.
33. 33 In Eastern-Colonial Acquisition, D.T.E. 98-128, at 98-100 (1999), the
Department approved a return on Eastern Enterprises' cash investment of $144 million
that was used as part of the acquisition of Colonial, upon a demonstration that the use
of this cash reduced the overall cost of the merger. In this case, the Joint Petitioners
have not sought a return on any portion of the acquisition premium (Tr. 5, at 477-478).
34. 34 Concerns over the effect of "pyramiding" acquisition premiums in terms of utility
rate base was a driving force behind the Department's adoption of an original cost rate
base policy. See Report of the Special Commission on Control and Conduct of Public
Utilities, D.P.U. 3243, at 54 (1930). No case since Mergers and Acquisitions has
presented this issue; and so we need do no more than note it for future reference.
35. 35 DOER correctly notes that the selling company would have the opportunity to
recover its unamortized acquisition premium through negotiations with the purchaser.
36. 36 The estimated $24 million in pre-merger initiatives is included in the $667 million
savings estimate (Exh. TJF-5A, at 1-5).
37. 37 The Joint Petitioners noted that decentralization of certain functions or activities
may be necessary to avoid over-centralization and promote accountability (Exh. TJF-1,
at 33).
38. 38 The Cambridge Electric and ComElectric load consists of power being supplied
by Select Energy under a contract that expires at the end of 1999 (Tr. 7, at 854). The
remaining 36 percent is provided by the Southern Company under a contract that
expires in 2005 (Tr. 7, at 854).
39. 39 The Department discussed the pertinence and utility of rate case precedent to
G.L. c. 164, § 96 determinations in Eastern-Colonial Acquisition, where we stated that
rate case precedent provide analogies that may be analytically useful. Eastern-Colonial
Acquisition, D.T.E. 98-128, at 19 n.22 (1999).

40. 40 DOER states that under this approach, once the unit entered commercial
operation, and the company demonstrated a "need" for the facility and that the decision
to construct the facility was generally prudent, costs would be included in rates and
would remain provided that the facility continued to be "used and useful" (DOER Brief
at 13).
41. 41 DOER notes that the "least cost" standard is consistent with what is set forth in
the Mergers and Acquisitions, which suggests that the recovery of the acquisition
premium be limited to the minimum amount necessary to permit a merger to be
completed and only after the company has made such demonstration. Further, DOER
states that failure to address these established standards, the Petitioners have not
complied with Department's traditional goal in ratemaking to procure the least-cost
energy service. (DOER Initial Brief at 15, citing Boston Gas Company, D.P.U. 96-50
(Phase I) at 242-243 (1996)).
42. 42 MIT/Harvard argues that the Joint Petitioners' characterization of the mergerrelated saving as substantial, permanent, quantifiable, and benefitting ratepayers while
refusing to demonstrate when and how these savings will be allocated to ratepayers
violates the just and reasonable standard in establishing appropriate rates (See
MIT/Harvard Brief at 15; MIT/Harvard Reply Brief at 6).
43. 43 MIT/Harvard states that when the amortization of the non-cash portion of the
acquisition premium is excluded, the EPS is substantially higher (MIT/Harvard Brief
at 17).
44. 44 AIM states that the Department has endorsed policies that allow utilities to
recover reasonable merger-related costs, as long as ratepayers are at least as well off
with the merger as they would be without it (AIM Brief at 7, citing Eastern-Essex
Acquisition). In this proceeding, since the proposed merger will leave ratepayers in a
better position absent the merger, AIM contends that the Department should reject the
Petitioners' proposal (AIM Brief at 7).
45. 45 AIM notes that the Department will consider merger-related expenses on a caseby-case basis. AIM states that in this case, preapproval of merger-related costs without
a showing of immediate and real customer benefits results in substantial shareholder
benefits (AIM Brief at 9; AIM Reply Brief at 2).
46. 46 AIM contends that unless the Department requires guaranteed merger-related
savings in turn for the recovery of an acquisition premium, ratepayers absorb a high
level of risk. AIM asserts that this violates the Department's precedent which requires a
balancing of risk and rewards among shareholders and ratepayers (AIM Brief at 11).
47. 47 The "rate adder" proposed by MIT/Harvard's witness is a mechanism that would
identify, on an average basis over the four-year Rate Plan, the merger-related costs and
savings projected by the Joint Petitioners (Exh. LAC at 29). The rate adder will cease

to apply at the end of the Rate Plan, at which time the Joint Petitioners would be
permitted to file a rate case to adjust their rates to include additional savings, or
reasonable merger-related costs as may be recognized in a test year (id. at 29-30).
Under this mechanism, merger-related costs would be recoverable to the extent justified
by clearly-identified merger-related savings (id. at 30).
48. 48 The Joint Petitioners calculate that the savings over the first 10 years result in a
benefit-cost ratio for ratepayers of almost two-to-one, over $600 million in mergerrelated savings vs. $340 million amortization (Joint Petitioners Brief at 17). Over the
next 30 years, the Joint Petitioners state that the benefit-cost ratio expands to six-to-one
as the remainder of the $4-$5 billion in savings for the next 40 years is offset by the
$20.6 million per year amortization of the remaining acquisition premium. Thereafter,
the Joint Petitioners assert that ratepayers receive all of the savings "in perpetuity"
(id.).
49. 49 This requirement is consistent with the legitimate expectation of shareholders that
common stock earnings will not be diluted as a result of the merger. Because the costs
described above will have a significant and direct effect on earnings, a portion of the
synergies that will be achieved by the merger that are sufficient to recover the mergerrelated investment must be retained" (Exh. JJJ-3, at 10).
50. 50 In approving that petition, the Department cautioned that petitioners who in the
future sought to rely on future filings to demonstrate the presence of merger-related
benefits would not have met their burden to justify approval of merger-related costs
under G.L. c. 164, § 96. NIPSCO/Bay State Acquisition, D.T.E. 98-31, at 68 (1998).
51. 51 $500 million in recoverable acquisition premiums multiplied by combined
federal-state tax rate of 39.225 percent, and divided by 40 years.
52. 52 The Department considers the acquisition premium, if recovery is sought, to be
one of the costs that must be examined in evaluating the costs and benefits of a
proposed merger. Mergers and Acquisitions, D.P.U. 93-167-A at 18-19.
53. 53 The Department has noted that a finding that a proposed merger or acquisition
would probably yield a net benefit does not mean that such a transaction must yield a
net benefit to satisfy D.P.U. 850. Eastern-Essex Acquisition, D.T.E. 98-27, at 8
(1998).
54. 54 This calculation uses a return on equity that corresponds to those returns recently
granted by the Department. Eastern-Colonial Acquisition, D.T.E. 98-128, at 52-53
(1999).
55. 55 PV30 = (20.6/(1+.11)) + (20.6/(1+.11)2) + ... + (20.6/(1+.11)30)

56. 56 $308.7 million in costs over ten years, plus $179.0 million present value costs
after year ten.
57. 57 The point was raised by AIM that the incentive for savings is strongest during the
rate freeze. The reporting requirement described here addresses AIM's concern.
58. 58 APB 16 is a subsection of GAAP that specifies the rules to follow when entering
into a business combination (Exhs. DTE 1-33; MIT/Harvard 1-36; Tr. 5, at 479). APB
16 prescribes the allocation of costs of an acquiring company to the assets acquired in a
business combination recorded under purchase accounting (Exhs. DTE 1-13;
MIT/Harvard 1-36).
59. 59 The Joint Petitioners claimed that, as a practical matter, the fair market value of
the unregulated affiliates was not likely to be significantly above book value. This
correspondence is because approximately 80 percent of the book value of its
nonregulated assets are represented by (1) the MATEP cogeneration facilities, which
were only recently acquired by Advanced Energy Systems, a subsidiary of ComEnergy
System, and (2) several real estate operations for which the related land is in the
process of being sold off (RR-DTE-6; Tr. 5, at 487-488).
60. 60 By way of example, assuming for purposes of illustration that the fair market
value of ComEnergy System's unregulated subsidiaries with a book value of
approximately $50 million is equal to 110 percent of their book value, or $55 million,
the Joint Petitioners explained that $55 million would be deducted from the total
purchase price of approximately $950 million, leaving a net acquisition premium of
approximately $895 associated with regulated operations (RR-DTE-6). The difference
between this $895 million and ComEnergy System's book value of approximately $400
million, or $495 million, would be allocated among the regulated subsidiaries of
ComEnergy System and BEC Energy (id.).
61. 61 As an example of traditional allocation methods, the Joint Petitioners provided
the allocation study reviewed by the Department in Cambridge Electric Light
Company, D.P.U. 92-250 (1993) (Exh. RDW-5).
62. 62 Merger-related costs and savings are estimated by the Joint Petitioners for the
entire corporate organization combining BEC Energy and ComEnergy System without
any distinction between regulated and unregulated affiliates nor among the four
regulated companies (Exhs. AG 3-1; AG 3-2; Tr. 3, at 244-245; Tr. 4, at 398, 439).
However, the Joint Petitioners claim that approximately five percent or less of each
individual category of cost savings can be attributed to the unregulated businesses (Tr.
4, at 398).
63. 63 The specified time for this performance measure is 30 seconds for Cambridge
Electric and ComElectric, and both 20 and 30 seconds for Boston Edison.

64. 64 The specified time for this performance measure is 5 days for Cambridge Electric
and ComElectric, and 2 days for Boston Edison.
65. 65 The Joint Petitioners add that the exclusion of the complaint statistics is not meant
as a criticism of either the quality of the statistics or the important role that the
Consumer Division plays in dealing with consumer inquiries (Joint Petitioners Reply
Brief at 27).
66. 66 The Joint Petitioners state that the proposed Rate Plan is not a PBR proposal,
noting that, in Eastern-Essex Acquisition, D.T.E. 98-27, at 16 (1998), the Department
determined that a multi-year freeze proposed in the context of a merger-related rate
plan does not constitute a PBR proposal (Joint Petitioners Reply Brief at 26).
67. 67 Only the last three categories would apply to ComGas.
68. 68 As indicated in Eastern-Colonial Acquisition, D.T.E. 98-128 (1999), the
Department will open a generic proceeding to exercise the discretionary authority
granted by G.L. c. 164, § 1E regarding PBR, by Order of Notice issued on or about
October 1, 1999. Id. at 16, n.20.
69. 69 During 1996, BECo personnel answered 52.7 percent of telephone calls within
20 seconds, and 55.9 percent of telephone calls within 30 seconds. The corresponding
numbers for 1997 are 81.9 percent of calls answered calls within 20 seconds, and
84 percent of calls within 30 seconds; for 1998, BECo personnel answered 75.2 percent
of telephone calls within 20 seconds, and 77.3 percent of telephone calls within
30 seconds. The proposed benchmarks of 70 percent of telephone calls answered within
20 seconds, and 72 percent of telephone calls within 30 seconds were calculated as the
average of the value for the years 1996-1998 (Exh. JJJ-3, Att. B).
70. 70 BECo referred to the new system as a "one and done" focus, in which the person
answering the telephone call takes "ownership" of the caller's concerns and issues
(Tr. 7, at 919).
71. 71 The Department notes that BECo's telephone answering performance during the
first four months of 1999 are consistent with its performance during the same months of
1998 (see RR-DTE-12).
72. 72 These values are 75.2 percent of telephone calls answered within 20 seconds, and
77.3 percent of telephone calls within 30 seconds (Exh. JJJ-3, Att. B).
73. 73 During 1996, 84.6 percent of customers' meters were read on-cycle. During
1997, 90.4 percent of customers' meters were read on-cycle. Finally, during 1998,
92.5 percent of customers' meters were read on-cycle (Exh. JJJ-3, Att. E). Boston
Edison's performance during the first three months of 1999 represents a further
improvement over the corresponding period in 1998 (RR-DTE-14).

74. 74 During 1997, ComGas personnel answered 39 percent of telephone calls within
30 seconds. The corresponding numbers for 1998 are 31 percent of calls answered calls
within 30 seconds (Exh. RDW-6, Att. 8).
75. 75 The penalty provision of this order is the subject of appeal in Boston Gas
Company v. Department of Public Utilities, SJC-07970.
76. 76 As noted in Section III, above, BEC Energy and ComEnergy System are
expected to operate, at least temporarily, as subholding companies of Nstar.

