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 1 P R O C E E D I N G 

 2 CHAIRMAN GETZ:  Okay.  Good afternoon,

 3 everyone.  We'll open the hearing in Docket DW 10 -141.

 4 And, note for the record that on July 19, 2010, L akes

 5 Region filed a proposal for permanent rate and te mporary

 6 rate increases.  The Commission issued an order s uspending

 7 the tariff and scheduling a prehearing conference .  That

 8 order was issued on August 17.  After a prehearin g

 9 conference on September 24, a secretarial letter was

10 issued on October 4 that approved a procedural sc hedule,

11 including a hearing on temporary rates for this a fternoon.

12 I'll note as well that a stipulation was

13 filed on November 18th by Staff and the Company, and a

14 corrected Stipulation was filed on December 10th.   We have

15 testimony from the Consumer Advocate filed on

16 November 24th, and a motion to file rebuttal test imony

17 from the Company filed on December 10.

18 So, with that procedural background,

19 let's take appearances please.

20 MR. CRANDLEMIRE:  Good afternoon.  My

21 name is Donald Crandlemire, appearing for Lakes R egion

22 Water Company.

23 CHAIRMAN GETZ:  Good afternoon.

24 MR. CRANDLEMIRE:  Good afternoon.

       {DW 10-141} (Re: Temporary Rates) {12-13-10}
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 1 MR. PATCH:  Douglas Patch, from the law

 2 firm of Orr & Reno, on behalf of the Property Own ers

 3 Association at Suissevale, Inc.

 4 CHAIRMAN GETZ:  Good afternoon.

 5 MS. HATFIELD:  Good afternoon,

 6 Commissioners.  Meredith Hatfield, for the Office  of

 7 Consumer Advocate, on behalf of residential ratep ayers.

 8 And, with me for the office are Steve Eckberg and  Rorie

 9 Hollenberg.  

10 CHAIRMAN GETZ:  Good afternoon.

11 MS. THUNBERG:  Good afternoon.  Marcia

12 Thunberg, on behalf of Staff.  And, with me today  is Mark

13 Naylor, Jayson LaFlamme, Jim Lenihan, and Doug Br ogan.

14 And, it is our intent to have Mark Naylor and Jay son

15 LaFlamme join Mr. St. Cyr as a panel later.  But I believe

16 Hidden Valley is also an intervenor, and that the y are

17 present in the room, if they want to make -- or, Staff

18 would suggest that they also appear today.  Thank  you.

19 CHAIRMAN GETZ:  Yes.  Is there somebody

20 appearing on behalf of the -- representing the Hi dden

21 Valley Property Owners?  

22 MR. DUBUC:  I'm Paul Dubuc, Vice

23 President of Hidden Valley Property Owners.  And,  we've

24 got several members of the Association here with us as
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 1 well.

 2 CHAIRMAN GETZ:  Okay.  Thank you.  And,

 3 will you be speaking on behalf of the Association ?

 4 MR. DUBUC:  Yes.

 5 CHAIRMAN GETZ:  Ms. Hatfield.

 6 MS. HATFIELD:  Thank you, Mr. Chairman.

 7 The OCA is also aware that there are several cust omers

 8 from other systems who are not intervenors, but w ho may

 9 wish to make a public statement at some point dur ing the

10 hearing.

11 CHAIRMAN GETZ:  Okay.  Are there

12 individuals who would like to make a public state ment?  I

13 guess the two most likely opportunities are right  now,

14 before we begin, or at the very end, before we co nclude.  

15 MS. ADAMS:  At the end would be fine.

16 CHAIRMAN GETZ:  Thank you.  Okay.  Is

17 there anything that we need to address before the  Company

18 proceeds?

19 MR. CRANDLEMIRE:  Yes.  I was going to

20 suggest this morning -- or, this afternoon that w e address

21 our Assented to Motion to File Rebuttal Testimony , seems

22 like a good thing to get out of the way before we  move

23 onto the case.

24 CHAIRMAN GETZ:  Okay.  As I understand
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 1 it, there's no opposition from the Consumer Advoc ate, but

 2 no positions have yet been taken by Suissevale or  Hidden

 3 Valley, is that correct?

 4 MR. CRANDLEMIRE:  I think that is

 5 correct.  I have heard from -- I think we did hea r from

 6 the Property Owners of Suissevale and we heard fr om Staff,

 7 and I think that the Consumer Advocate indicated no

 8 position on our motion.  And, we did not hear fro m anybody

 9 else.

10 CHAIRMAN GETZ:  Ms. Hatfield.  

11 MS. HATFIELD:  Thank you, Mr. Chairman.

12 We did let Mr. Crandlemire know that we had no po sition.

13 But that it was our expectation that, since the C ompany

14 was filing written rebuttal, which is helpful to get

15 before a hearing, that they wouldn't be doing ora l

16 rebuttal on the stand.

17 CHAIRMAN GETZ:  Mr. Crandlemire?

18 MR. CRANDLEMIRE:  Fine with us, unless

19 the Commissioners think it would be helpful to do  some

20 oral rebuttal.  But that's totally fine with us.  It

21 summarizes our position.

22 CHAIRMAN GETZ:  Okay.  Thank you.  So,

23 is it fair for me to conclude that there is no ob jection

24 to the rebuttal testimony?

       {DW 10-141} (Re: Temporary Rates) {12-13-10}
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 1 MS. HATFIELD:  Yes.

 2 MR. CRANDLEMIRE:  I think so.

 3 CHAIRMAN GETZ:  Then, hearing no

 4 objection, then please proceed, Mr. Crandlemire.

 5 MR. CRANDLEMIRE:  Okay.  Thank you.

 6 (Whereupon Stephen P. St. Cyr, Mark A. 

 7 Naylor, Jayson P. LaFlamme were duly 

 8 sworn and cautioned by the Court 

 9 Reporter.) 

10 STEPHEN P. ST. CYR, SWORN 

11 MARK A. NAYLOR, SWORN 

12 JAYSON P. LaFLAMME, SWORN 

13  DIRECT EXAMINATION 

14 BY MS. THUNBERG: 

15 Q. Mr. LaFlamme, I'm going to start with you, and then

16 move onto Mr. Naylor and then Mr. St. Cyr.  And,

17 Mr. LaFlamme, if you could please state your name  and

18 describe your responsibilities with the Commissio n

19 please.

20 A. (LaFlamme) My name is Jayson LaFlamme.  I'm an Analyst

21 in the Gas & Water Division of the Public Utiliti es

22 Commission.

23 Q. And, can you please describe your area of exper tise?

24 A. (LaFlamme) My area of expertise is in accountin g and
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 1 finance.

 2 Q. And, with respect to your work on the docket th at we're

 3 here today for, DW 10-141, can you please describ e what

 4 work you have done on this docket?

 5 A. (LaFlamme) I reviewed the Company's filing for

 6 temporary rates, as well as their filing for perm anent

 7 rates.  I participated in submitting data request s to

 8 the Company, and also participated in the Settlem ent

 9 Agreement that's being presented this afternoon.

10 Q. And, is this work that you just described, do y ou

11 consider this to be within your area of expertise ?

12 A. (LaFlamme) Yes.

13 Q. Mr. Naylor, if I could just get your name and p osition

14 and responsibilities on the record please.

15 A. (Naylor) Yes.  My name is Mark Naylor.  I'm the

16 Director of the Gas & Water Division here at the PUC.

17 Q. And, what do you consider to be your area of ex pertise?

18 A. (Naylor) My background is accounting and financ e.

19 Q. And, with respect to this docket, can you pleas e

20 explain what work you have done on this?

21 A. (Naylor) Yes.  I have also reviewed the Company 's

22 filing, request for temporary rates, and assisted  in

23 the preparation of the settlement document, which  we

24 are presenting today.
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 1 Q. Okay.  Mr. St. Cyr, if you could please state y our name

 2 and business.

 3 A. (St. Cyr) My name is Stephen P. St. Cyr.  And, the name

 4 of the business is "St. Cyr & Associates".

 5 Q. And, can you please describe your involvement w ith this

 6 docket?

 7 A. (St. Cyr) I prepared the initial filing based o n the

 8 books and records at the Company.  I've worked wi th the

 9 Company in responding to data requests, and have worked

10 with the Staff in developing the Stipulation Agre ement.

11 Q. And, at this time, I'd like to ask, Mr. St. Cyr , to

12 have you identify this document for the record pl ease.

13 A. (St. Cyr) This is the Company's initial filing in

14 Docket DW 10-141, dated July 16, 2010.

15 Q. And, is this the initial rate filing that you h ad

16 described that you had created?

17 A. (St. Cyr) Yes, it is.

18 MS. THUNBERG:  I'd like to have this

19 document marked for identification as "Exhibit 1" .

20 CHAIRMAN GETZ:  So marked.

21 (The document, as described, was 

22 herewith marked as Exhibit 1 for 

23 identification.) 

24 MS. THUNBERG:  I understand the

       {DW 10-141} (Re: Temporary Rates) {12-13-10}
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 1 Commissioners already have a copy, but this is

 2 sequentially numbered, in the event that we are r eferring

 3 to individual pages, you'll have a copy.

 4 BY MS. THUNBERG: 

 5 Q. I'd also like to have, Mr. Naylor, if you could

 6 identify this document for the record.

 7 A. (Naylor) This is a copy of the Settlement Agree ment

 8 entered into by Staff and Lakes Region Water Comp any in

 9 the matter of temporary rates in this docket.

10 Q. And, Mr. Naylor, is this document that you part icipated

11 in drafting?

12 A. (Naylor) Yes.

13 Q. And, are you familiar with the terms of this do cument?

14 A. (Naylor) Yes, I am.

15 Q. And, Mr. LaFlamme, did you also participate in the

16 drafting of this document?

17 A. (LaFlamme) Yes, I did.

18 Q. And, are you familiar with the content of this

19 document?

20 A. (LaFlamme) Yes.

21 Q. And, Mr. St. Cyr, I have the same two questions  for

22 you.

23 A. (St. Cyr) Yes, I was involved in the drafting.  And,

24 yes, I'm familiar with the document.
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 1 MS. THUNBERG:  Thank you.

 2 CHAIRMAN GETZ:  Ms. Thunberg, is this

 3 the revised version that was filed on December 10 th?

 4 MS. THUNBERG:  Yes, it is.  Staff does

 5 not intend on marking the version that was filed on

 6 November 18th.  Thank you for that clarification.

 7 CHAIRMAN GETZ:  Okay.  We'll mark it for

 8 identification as "Exhibit Number 2".

 9 (The document, as described, was 

10 herewith marked as Exhibit 2 for 

11 identification.) 

12 MS. THUNBERG:  While we're entering or

13 having -- dealing with the exhibits, I'd like to also mark

14 for identification the Rebuttal Testimony of Step hen

15 St. Cyr, but I'd like to have him just identify i t for the

16 record first.

17 BY MS. THUNBERG: 

18 Q. Mr. St. Cyr, could you please identify this doc ument

19 for the record.  

20 A. (St. Cyr) Yes.  This is my rebuttal testimony i n this

21 docket, in response to OCA's testimony.

22 CHAIRMAN GETZ:  That will be marked for

23 identification as "Exhibit Number 3".

24 (The document, as described, was 
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 1 herewith marked as Exhibit 3 for 

 2 identification.) 

 3 BY MS. THUNBERG: 

 4 Q. Mr. St. Cyr, with respect to Exhibit 3 that's j ust been

 5 marked, did you prepare this document or was it

 6 prepared under your direct control?

 7 A. (St. Cyr) I prepared it.

 8 Q. You prepared it.  Do you have any changes or

 9 corrections to make to this document?

10 A. (St. Cyr) No, I do not.

11 Q. And, if you were asked the questions contained in this

12 rebuttal testimony today, would your answers be t he

13 same?

14 A. (St. Cyr) Yes, they would be.

15 Q. And, do you adopt that testimony as part of you r

16 testimony today?

17 A. (St. Cyr) I do.

18 Q. Thank you.  With respect to the Settlement Agre ement,

19 Mr. LaFlamme, do you have any changes or correcti ons to

20 that document?

21 A. (LaFlamme) No, I don't.

22 Q. And, Mr. Naylor, do you have any changes or cor rections

23 to make to the Settlement Agreement?

24 A. (Naylor) No.
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 1 Q. And, Mr. St. Cyr, are you aware of any correcti ons or

 2 changes that need to be made to the Settlement

 3 Agreement?

 4 A. (St. Cyr) No, I'm not.

 5 Q. Thank you.  I'd like you to turn your attention  to

 6 Page 2 of the Stipulation Agreement, and specific ally

 7 the "Revenue Requirement" section.  And, Mr. LaFl amme,

 8 I'd like to start with you.  Could you please des cribe

 9 the basis for this proposed temporary revenue

10 requirement.

11 A. (LaFlamme) Yes.  The Settlement Agreement is pr oposing

12 an increase in revenues for temporary rates of

13 "$143,964", which equals an "18.51 percent" incre ase.

14 The total revenue requirement being recommended b y this

15 Settlement Agreement is "$921,829".  The basis fo r

16 deriving that amount is found on Schedule 1 to th e

17 Settlement Agreement.  And, there it indicates th at the

18 revenue requirement was based on an agreed upon r ate

19 base of $2,324,509, a rate of return of 8.23 perc ent,

20 and which yielded the $921,829 revenue requiremen t, and

21 resulted in the proposed increase of $143,964.

22 Q. I'd like to just continue on with you, Mr. LaFl amme,

23 with just a couple more questions.  Did Staff pro pose

24 any specific adjustments from the Company's initi al
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 1 filing in determining this revenue requirement?  And,

 2 if so, why?

 3 A. (LaFlamme) Yes.  Most of the adjustments that S taff

 4 proposed pertain to the Company's rate base.  Whe n the

 5 Company submitted their filing, their rate base w as

 6 determined based upon a two-point average, taking  the

 7 rate base as of 12/31/08 and averaging that with the

 8 rate base at 12/31/09, and coming up with an aver age

 9 rate base amount of $2,395,540.  The majority of

10 Staff's adjustments resulted from that Staff used  a

11 five quarter average for the determination of rat e

12 base.  And, in addition to that, Staff also made a

13 number of adjustments, which mirrored adjustments  made

14 to the plant that the Company placed in service a nd is

15 proposing to recover in the DW 08-070 docket.  

16 Staff, and with regards to operating

17 income, the most significant adjustment that Staf f made

18 was the elimination of the Company's adjustment f or

19 income taxes.  And, that's found on Schedule 3 to  the

20 Settlement Agreement.

21 Q. And, in total, were there about 20 adjustments that

22 Staff made in these schedules?

23 A. (LaFlamme) That is correct.

24 Q. Okay.  And, with respect to the plant in servic e -- or,
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 1 actually, let me strike that question.  Thanks.  The

 2 information, Mr. LaFlamme, that you relied upon i n

 3 creating these schedules, was it derived from the  books

 4 and records on file with the Commission?

 5 A. (LaFlamme) Yes.

 6 Q. And, Mr. Naylor, I'd like to ask you a general question

 7 as to why Staff is supportive of temporary rates for

 8 Lakes Region?

 9 A. (Naylor) We're supportive of temporary rates fo r the

10 Company largely because the level of plant additi ons

11 that the Company has been required to make is qui te

12 significant.  The Company's permanent rate filing  in

13 this case is for an increase in revenues of about

14 40 percent.  And, in addition, the Company is

15 requesting a consideration of a step adjustment b eyond

16 that for additional plant, which would, if approv ed,

17 result in an increase of about another 32 percent .  So,

18 while those, the permanent and the step adjustmen t

19 requests, will be evaluated in the coming months in the

20 permanent rate phase of this proceeding, it's qui te

21 clear that, based on the capital that the Company  has

22 invested, that the Company will require an increa se in

23 rates, purely based on capital requirements.  So,  we

24 believe that an increase in rates for temporary r ates
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 1 at this time of about 18 percent is reasonable,

 2 considering what may ultimately come.

 3 MS. THUNBERG:  Mr. Chairman, to

 4 facilitate presentation today, counsel for the Co mpany and

 5 Staff coordinated our direct.  And, at this point ,

 6 Attorney Crandlemire has a few questions.

 7 MR. CRANDLEMIRE:  Thank you.  

 8 BY MR. CRANDLEMIRE: 

 9 Q. Mr. St. Cyr, can you speak to why you believe t hat this

10 Stipulation is a reasonable agreement for tempora ry

11 rates from the Company's perspective?

12 A. (St. Cyr) Yes.  The test year that's being used  in this

13 proceeding is 2009.  During 2009, the Company

14 experienced a net loss of over 200,000.  Its net

15 operating loss for the year was approximately $2, 500.

16 This is a company that's in a cash-strapped posit ion.

17 Its existing revenues are inadequate to cover its

18 expenses and to meet its obligations.  And, the C ompany

19 believes that these assets are in service, they'r e used

20 and useful, they're providing service to the Comp any's

21 customers, and believes that the Settlement Agree ment

22 that the Company and the Staff has reached is a f air

23 compromise, in order to enable the Company to rec eive

24 some revenue on a temporary basis and begin to al low it
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 1 to earn a rate of return.

 2 Q. Can you just speak to the issue of rate of retu rn,

 3 given where the Company is now and what this Temp orary

 4 Stipulation would provide for?

 5 A. (St. Cyr) Well, as I said, the Company's net op erating

 6 loss, which is specifically identified on Schedul e 3 on

 7 the schedules to the Stipulation, the "Actual Tes t

 8 Year" is the first column of numbers on that sche dule.

 9 You know, we had revenues of 990,000, expenses of

10 991,000, some income taxes, resulting in a net

11 operating loss of "$2,539".  This is an indicatio n that

12 the Company has not earned any return on its inve sted

13 -- its invested plant.  On the earlier schedule, you

14 can see that the Company's had $2.3 million inves ted in

15 plant.  And, during 2009, the Company did not ear n a

16 return on that plant.

17 Q. And, finally, could you just speak to the issue  of the

18 public interest, as it relates to this temporary

19 filing, in your view?

20 A. (St. Cyr) I believe it's in the public interest  for

21 these temporary rates to be approved.  Without th ese

22 rates, the revenue is inadequate to allow the Com pany

23 to earn a return.  When it's unable to earn a ret urn,

24 it's unable to access capital markets, and it's a t risk
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 1 of not meeting some of its financial obligations.

 2 MR. CRANDLEMIRE:  Thank you.  I have no

 3 further questions at this time.

 4 BY MS. THUNBERG: 

 5 Q. Mr. Naylor, I'd like to just ask you, if the Co mmission

 6 were to approve this Temporary Rate Stipulation, do you

 7 have an opinion as to whether there's any risk of  the

 8 company over-earning?

 9 A. (Naylor) No.  The Company would not over-earn w ith an

10 approval of these, this level of temporary rates.

11 Q. Mr. LaFlamme, I'd like to ask, with respect to the

12 rates for this Company, under this Temporary Rate

13 Stipulation, do you know what the impact in a dol lar

14 amount would be to the customers?

15 A. (LaFlamme) Yes.

16 Q. I'm just trying to get a correlation between th is

17 "18.51 percent" temporary rate increase to what t he

18 customers may actually see.

19 A. (LaFlamme) A calculation of the rates appears o n

20 Schedule 5 to the Settlement Agreement.  And, tha t

21 will, if temporary rates are approved, it will re sult

22 in an average annual charge to customers of $562. 98 per

23 year.  That's compared to the present average ann ual

24 charge to customers of $469.57 per year, or a $93 .41
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 1 increase on an annual basis; $7.78 per month.

 2 Q. Thank you.  Mr. LaFlamme, do you have an opinio n at

 3 this juncture of the proceeding as to whether the  Staff

 4 will be recommending the same rate design be held ?

 5 A. (LaFlamme) Yes.

 6 Q. And, I'm sorry, I asked you a multipart questio n.  What

 7 is Staff's opinion as to the rate design?

 8 A. (LaFlamme) That the rate design will continue a s it has

 9 been for temporary rates.

10 Q. Let me ask it a different way.  If permanent ra tes are

11 finally determined, and they are using a rate des ign

12 that's different than what is employed with the

13 temporary rates, is that something that can be ea sily

14 reconciled by Staff, so that there's no subsidy b etween

15 classes?

16 A. (LaFlamme) Yes.

17 Q. Okay.  Thank you.  Mr. St. Cyr, I'd like to mov e to you

18 and question you about, on Page 3 of the Agreemen t,

19 regarding the "Effective Date and Recoupment", it

20 states that "all customers were notified of the

21 proposed rate increases", that's the third senten ce in

22 that paragraph on Page 3.  And, I'd like to just have

23 you describe how customers were notified and when ?

24 A. (St. Cyr) The Company went ahead and prepared a  display
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 1 advertisement, which was sent to all of its custo mers

 2 around September 15th.  It was required to provid e that

 3 to customers by no later than September 17th.  Th e

 4 notice included an indication that the Company wa s

 5 seeking an increase in its permanent rates, and

 6 included consideration of Gunstock Glen customers  being

 7 incorporated into that consolidated rate.  It pro vided

 8 a table which showed what the existing rates were  and

 9 what the proposed rates were, and what the increa se

10 was, both in terms of dollars and percentage.  An d, it

11 notified customers of the prehearing conference a nd

12 their ability to participate in the proceeding at  that

13 time.

14 Q. And, Mr. Naylor, a question to you about the

15 September 17th, 2010 effective date.  Is it Staff 's

16 position that all customers were notified effecti ve or

17 by that date of the permanent rate increase reque st?

18 A. (Naylor) Yes, it is.

19 Q. I'd like to move onto the issue of reconciliati on.

20 And, Mr. LaFlamme, just ask you a few questions a bout

21 that.  Are you familiar with the reconciliation

22 provision under RSA 378 of temporary and permanen t

23 rates?

24 A. (LaFlamme) Yes.
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 1 Q. And, can you just please briefly describe, at t he

 2 conclusion of this docket, we're asking for tempo rary

 3 -- or, Staff is asking for temporary rates at thi s

 4 point, at the conclusion of this proceeding, can you

 5 please explain what's going to happen to these

 6 temporary rates?

 7 A. (LaFlamme) If the Commission approves permanent  rates

 8 in this docket, then the amount of temporary rate s

 9 collected by the Company will be compared to what  the

10 rates would have been under permanent rates.  And , the

11 difference between permanent rates and temporary rates

12 will either by refunded to customers or recouped from

13 customers depending upon the level of permanent r ates.

14 Q. Okay.  And, one other follow-up question on thi s point.

15 So, today, Staff and the Company are not asking t he

16 Commission for approval of any specific

17 temporary/permanent recoupment amount, is that co rrect?

18 A. (LaFlamme) That is correct.

19 Q. That would require additional approval from the

20 Commission?

21 A. (LaFlamme) Yes.

22 Q. Mr. Naylor, one question about Mr. LaFlamme's r esponse

23 of reconciliation truing up permanent rates to

24 temporary rates, and the possibility of a refund.   That
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 1 may be something that's allowed in the statute, b ut can

 2 you apply to this particular proceeding and offer  an

 3 opinion as to the likelihood of a refund under

 4 reconciliation?

 5 A. (Naylor) Well, it doesn't seem likely, given th e --

 6 given the magnitude of the permanent rate increas e

 7 request.  But we don't know that yet.  We still h ave to

 8 do a full review of the Company's permanent rate filing

 9 before we can offer an opinion on that.  But, as I

10 indicated in earlier testimony, the Company has

11 requested, for permanent rates, an increase of

12 40 percent.  What we're supporting today, for tem porary

13 rates, is an increase of about 18 percent.

14 Q. Thank you.  Mr. LaFlamme, do you have an opinio n as to

15 the just and reasonableness of the temporary rate s

16 proposed in the Stipulation?

17 A. (LaFlamme) Yes.  I believe that the rates being

18 proposed are just and reasonable.

19 Q. And, Mr. Naylor, the same question to you.

20 A. (Naylor) Yes.  I believe what we're supporting today is

21 a reasonable level of increase for temporary rate s for

22 the Company.

23 Q. And, would you agree that customer rates result ing from

24 this Temporary Stipulation, if approved, would be  just
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 1 and reasonable?

 2 A. (Naylor) Yes, I do.

 3 Q. And, Mr. St. Cyr, do you have an opinion as to the just

 4 and reasonableness of the temporary rates propose d in

 5 the Stipulation?

 6 A. (St. Cyr) I do.  I believe they're just and rea sonable.

 7 I believe the Company is employing significant as sets

 8 that are in service, they're used and useful, and

 9 providing service to customers.  This will give u s the

10 opportunity to earn a rate of return.  And, I do

11 believe it's in the public interest.

12 MS. THUNBERG:  That concludes our

13 direct.  Thank you.

14 CHAIRMAN GETZ:  Mr. Crandlemire?

15 MR. CRANDLEMIRE:  Yes.  We have no

16 follow-up questions either.

17 CHAIRMAN GETZ:  Okay.  It concludes

18 direct.  So, I take it that neither of you have

19 cross-examination for one another's witnesses, is  that

20 correct?

21 MR. CRANDLEMIRE:  That's correct.

22 MS. THUNBERG:  That's okay.

23 CHAIRMAN GETZ:  Okay.  Mr. Patch?

24 MR. PATCH:  No questions.  Thank you.  
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 1 CHAIRMAN GETZ:  Mr. Dubuc? 

 2 MR. DUBUC:  No questions.  Thank you.

 3 CHAIRMAN GETZ:  Ms. Hatfield?  

 4 MS. HATFIELD:  Thank you, Mr. Chairman.

 5 Good afternoon, gentlemen.

 6 WITNESS ST. CYR:  Good afternoon.  

 7 WITNESS NAYLOR:  Good afternoon.  

 8 WITNESS LaFLAMME:  Good afternoon.

 9 CROSS-EXAMINATION 

10 BY MS. HATFIELD: 

11 Q. Mr. Naylor, I believe you just testified a few moments

12 ago that the temporary rates "based on the books and

13 records on file with the Commission".  Did I hear  that

14 correctly?

15 A. (Naylor) I'm not sure I said that.  But, genera lly, the

16 Staff analysis of what's an appropriate temporary  rate

17 begins with the most recent reports on file with the

18 Commission.

19 Q. I'm sorry, it may have been Mr. LaFlamme who te stified

20 to that.  Do either of -- can either of you tell us

21 what books and records that you are basing the

22 temporary rates on?

23 A. (LaFlamme) We're basing it on the annual report  --

24 annual reports on file with the Commission.
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 1 Specifically, the 2009 Annual Report that was fil ed for

 2 the Company, and which was the basis of the Compa ny's

 3 filing for both permanent and temporary rates.

 4 Q. And, Mr. St. Cyr, I believe it was you who poin ted us

 5 to Schedule 3 to the Settlement Agreement.  And, you

 6 were talking about the loss that the Company is

 7 showing, is that correct?

 8 A. (St. Cyr) Yes, it is.

 9 Q. Did those figures take into account the "pensio ns" that

10 the Company is currently paying to Mr. and Mrs. M ason?

11 A. (St. Cyr) Yes, they do.

12 Q. And, are you aware of how much was paid in thos e

13 pension amounts in 2009?

14 A. (St. Cyr) No, I'm not specifically aware of the  amount.

15 Q. Would you accept, subject to check, looking at

16 Attachment 2 to Mr. Eckberg's testimony filed in this

17 case, that the 2009 amount was just over $30,000?

18 Excuse me, it was $36,000 to Mr. Mason, and rough ly

19 $16,000 to Mrs. Mason?

20 A. (St. Cyr) I would accept that subject to check.

21 Q. And, do the costs in Schedule 3 also include lo an

22 reduction payments that are paid to Mr. and Mrs. Mason?

23 A. (St. Cyr) No, they do not.

24 Q. So, if we look at that same attachment to Mr. E ckberg's
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 1 testimony that's been filed in this case, that sh ows

 2 roughly $30,000 in loan reduction payments paid t o

 3 Mr. and Mrs. Mason, that $30,000 is not included in the

 4 revenues that the Company is seeking to recover t hrough

 5 the temporary rates?

 6 A. (St. Cyr) Yes, the $30,000 would show as a redu ction to

 7 liabilities on the balance sheet, and would not a ppear

 8 on this schedule, which is the operating income

 9 statement.

10 Q. And, those amounts that are owed to Mr. and Mrs . Mason,

11 do I have it correct that the Company is paying t hem a

12 rate of return -- excuse me, an interest rate of

13 9.75 percent on those amounts?

14 A. (St. Cyr) You'd have to be more specific on the  amounts

15 that you're referring to.

16 Q. Any amounts that are owed to Mr. and Mrs. Mason  that

17 the Company is characterizing as "debt".

18 A. (St. Cyr) The debt that the Company has to Mr. and

19 Mrs. Mason gets paid sporadically.  And, I'm not sure

20 that there's ever a calculation of interest, per se.

21 And, the amounts that gets paid is really a funct ion of

22 the Company's cash position and its ability to ma ke

23 some kind of payment.

24 Q. But, again, looking at this attachment to Mr. E ckberg's
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 1 testimony, which was provided in discovery to you r

 2 response to OCA Set 1, Number 17, it looks as tho se, at

 3 least in 2009, there were weekly payments made, b oth

 4 for what the Company referred to as "pension", an d then

 5 also for amounts that the Company calls "loan

 6 reduction".  Are you familiar with those?

 7 A. (St. Cyr) Yes, if you could show me the schedul e, I

 8 would appreciate that.

 9 (Atty. Hatfield showing document to 

10 Witness St. Cyr.) 

11 WITNESS ST. CYR:  I'm sorry, if you

12 could repeat the question now.

13 BY MS. HATFIELD: 

14 Q. Well, you referred to "loan repayments" as "spo radic".

15 A. (St. Cyr) Yes.

16 Q. And, that schedule showed that they, at least i n 2009,

17 were happening on a weekly basis.  Is that correc t?

18 A. (St. Cyr) This schedule does show weekly paymen ts,

19 although that's not consistent with my understand ing of

20 how they're paid.

21 Q. So, if --

22 A. (St. Cyr) It's possible that the payments have been

23 attributed to these particular weeks, rather than

24 actually paid in that fashion.
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 1 Q. So, could the Company provide a corrected updat ed

 2 response to that data request please?

 3 MS. HATFIELD:  And, Mr. Chairman, even

 4 though we haven't marked Mr. Eckberg's testimony yet, it

 5 seems as though we might want to reserve an exhib it for a

 6 record request to that effect.  So, that would be  a

 7 request to update the response to OCA Data Reques t Set 1,

 8 Number 17.

 9 CHAIRMAN GETZ:  Okay.  We'll mark that

10 for identification as "Exhibit Number 4".

11 (Exhibit 4 reserved) 

12 CHAIRMAN GETZ:  And, Mr. St. Cyr, you

13 understand the request?

14 WITNESS ST. CYR:  Yes, we do.

15 MS. HATFIELD:  Thank you.

16 BY MS. HATFIELD: 

17 Q. Mr. LaFlamme, I believe you were asked some que stions

18 about "rate design".  Do you recall that?

19 A. (LaFlamme) Yes.

20 Q. Has the Company filed a cost of service study i n this

21 case?

22 A. (LaFlamme) I don't believe it has.

23 Q. Is rate design discussed in the Settlement Agre ement?

24 A. (LaFlamme) I don't believe it is.
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 1 CHAIRMAN GETZ:  Well, I think, as I see

 2 it, in Exhibit 2, in "Terms of the Agreement", on  Page 2

 3 of 6, Part B is entitled "Rate Design".

 4 WITNESS LaFLAMME:  Oh.  Okay.  I stand

 5 corrected.

 6 BY MS. HATFIELD: 

 7 Q. Mr. St. Cyr, I wanted to ask you a few question s about

 8 your rebuttal testimony that has been marked as

 9 "Exhibit 3".  Do you have that before you?

10 A. (St. Cyr) I do.

11 Q. If you would please turn to what is the second page.  I

12 don't believe that the pages are numbered, but I would

13 like to ask you a question on the second page of your

14 actual testimony.  Do you see the question at the  top

15 of that page that asks you to "respond to the iss ue

16 raised by Mr. Eckberg [related] to the pension

17 expense"?

18 A. (St. Cyr) I do.

19 Q. And, do you see your response that you "acknowl edge

20 that that expense was paid during the test year"?

21 A. (St. Cyr) I do.

22 Q. And, then, in the last paragraph -- excuse me, sentence

23 of that paragraph that begins on Line 9, you stat e "The

24 Company recognizes the OCA's concerns and believe s that
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 1 this issue should be further discussed and evalua ted as

 2 part of the permanent rate case."  Did I read tha t

 3 correctly?

 4 A. (St. Cyr) Yes, you did.

 5 Q. But are those amounts included in the temporary  rates?

 6 A. (St. Cyr) The amounts paid to the Masons for pe nsions

 7 during the year are included in the temporary rat es.

 8 Q. Then, on the bottom of the third page of your

 9 testimony, Mr. St. Cyr, or, actually, beginning c loser

10 to the top of the third page, you raise -- you re spond

11 to an issue raised by Mr. Eckberg that relates to  the

12 "York Village development".  Do you see that?

13 A. (St. Cyr) Yes, I do.

14 Q. And, then, later in your response, at the botto m of

15 that page, and going onto the fourth page, you re ferred

16 to what you say the "so-called "bartering issue" raised

17 by Mr. Eckberg", both in this case and in the oth er

18 case.  Do you see that?

19 A. (St. Cyr) Yes, I do.

20 Q. And, you're referring to what the Company has c alled

21 "service trades", which is basically a bartering

22 arrangement between the Company and its affiliate , is

23 that correct?

24 A. (St. Cyr) Yes.
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 1 Q. And, are those amounts included in temporary ra tes?

 2 A. (St. Cyr) They are not.

 3 Q. And, they have been removed according to the Se ttlement

 4 between Staff and the Company?

 5 A. (St. Cyr) That's correct.

 6 MS. HATFIELD:  We have nothing further.

 7 Thank you.

 8 CHAIRMAN GETZ:  Thank you.  Commissioner

 9 Below.

10 CMSR. BELOW:  Thank you, Mr. Chairman.

11 BY CMSR. BELOW: 

12 Q. Is Barbara G. Mason a former employee of Lakes Region

13 Water Company, Inc.?

14 A. (St. Cyr) Yes, she is.

15 Q. And, what year did she retire from employment?

16 A. (St. Cyr) It was a few years ago, I'll say 2007 ,

17 2006/2007.

18 Q. And, is the same true of Thomas Adam Mason?

19 A. (St. Cyr) He was an employee, and he retired la ter.  I

20 would say closer to 2008.

21 Q. And, is 2009 the first year these so-called "pe nsions"

22 were paid?

23 A. (St. Cyr) I believe it's the first year that th e

24 pension was paid for Thomas Mason.  It's not the first

       {DW 10-141} (Re: Temporary Rates) {12-13-10}



          [WITNESS PANEL:  St. Cyr~Naylor~LaFlamme]
    33

 1 year that the pension was paid for Barbara.  It w ould

 2 be the second or third year.

 3 Q. Okay.  And, when were those initially approved by the

 4 board of the water company?

 5 A. (St. Cyr) I don't have the specific date when t hey were

 6 initially approved.

 7 CMSR. BELOW:  Okay.  That's all.

 8 CHAIRMAN GETZ:  Commissioner Ignatius.

 9 CMSR. IGNATIUS:  Thank you.

10 BY CMSR. IGNATIUS: 

11 Q. Perhaps following on Commissioner Below's quest ion, was

12 there an approval by the board of the water compa ny?

13 A. (St. Cyr) There was.

14 Q. And, so, I guess, as a record request or reserv e an

15 exhibit, if you could locate the dates and copies  of

16 approvals of those pensions?

17 A. (St. Cyr) Yes, we'll do that.

18 CHAIRMAN GETZ:  Okay.  We'll save

19 Exhibit 5 for that response.

20 (Exhibit 5 reserved) 

21 BY CMSR. IGNATIUS: 

22 Q. Mr. Naylor, as you reviewed the books and recor ds, you

23 responded today that that was the starting point,  it

24 was the beginning of your analysis of temporary r ates.

       {DW 10-141} (Re: Temporary Rates) {12-13-10}



          [WITNESS PANEL:  St. Cyr~Naylor~LaFlamme]
    34

 1 And, what else did you look at in considering an

 2 appropriate response to the temporary rate reques t?

 3 A. (Naylor) Well, there was some -- a number of

 4 adjustments made, as detailed in the schedules.  I

 5 think one of the most important things to me is t o

 6 evaluate what the Company's permanent request is and

 7 what the potential -- potential rate increase is on a

 8 permanent basis, to give us some kind of guidelin e for

 9 whether or not an increase, first of all, for tem porary

10 rates is warranted, and, second, what level it sh ould

11 be.  So, that's kind of the parameters, the bound aries

12 of what might be reasonable.

13 Typical of water utilities in the last

14 10 to 15 years that, when we see rate filings fro m

15 these companies, primarily driven by the capital

16 requirements they're faced with from DES, we see 20,

17 30, 40 percent rate increase requests.  And, so, one of

18 the things we want to look at is, with other fact ors,

19 of course, what's a reasonable level of increase for

20 temporary rates, such that the customers aren't h it

21 with a much larger increase when permanent rates are

22 approved.  It provides some cushioning to that, a nd

23 also significantly reduces the level of recoupmen t that

24 might be necessary at the conclusion of the case.   So,
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 1 it's really a combination of those factors, as we ll as

 2 a review of what their earnings was in the test p eriod.

 3 Q. If you had based your recommendation only on th e books

 4 and records on file, would the amount that, in yo ur

 5 view, the Company might be entitled to for tempor ary

 6 rates be higher or lower than what you ended up w ith?

 7 A. (Naylor) I don't recall exactly, sitting here, what

 8 their earnings looked like, just based on an anal ysis

 9 of their test period.  I don't know what that is.

10 Q. Well, let me ask it differently.  In the adjust ments

11 that your team put together and Mr. LaFlamme test ified

12 to, so perhaps he can answer this as well, in the  20 or

13 so adjustments that were made, did that have the effect

14 of bringing the -- knocking out certain expenditu res or

15 adding new expenditures to the Company's records?

16 A. (St. Cyr) I might be able to answer that.  If y ou want

17 to refer to Schedule 3 of the Stipulation Agreeme nt.

18 Q. All right.

19 A. (St. Cyr) The first column is what the Company' s actual

20 experience was during 2009.  The Company made a s eries

21 of adjustments itself to get to what it filed and

22 requested for temporary rates.  That's part of wh at

23 Staff and the OCA and other parties to the procee ding

24 reviewed.  You can see on this particular schedul e the
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 1 adjustments that they made to the operating expen ses.

 2 And, then, across the table, what the final adjus tment

 3 to operating income is, the "191,307".  And, then , in

 4 addition to that, they also reviewed rate base, w hich

 5 is Schedule 2.  And, the series of adjustments th at

 6 they made to rate base are shown on Schedules 2a and

 7 further supported by 2b and c.

 8 Q. Mr. LaFlamme, did you want to add anything?

 9 A. (LaFlamme) Yes.  If you go back to Schedule 3, and it

10 shows what the Company reported in their annual r eport.

11 And, that's the most left-hand column of numbers,  the

12 "Actual Test Year".  The Company made a number of

13 adjustments for temporary rate purposes.  And, if  you

14 look at that, the majority of the adjustments act ually

15 reduce their operating expenses from what was act ually

16 reported by the Company during the test year.

17 Staff's review of -- Staff reviewed the

18 adjustments that the Company proposed.  And, we - -

19 Staff made no amendments or alterations to those

20 adjustments at all, for the most part, because th e net

21 effect was a reduction in operating income.

22 The only -- the two adjustments that

23 Staff did make, major adjustments that the Staff did

24 make, was, first of all, under "Water sales to ge neral
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 1 customers", Staff added the operating income incr ease

 2 that is being proposed in the DW 08-070 docket, a nd

 3 that's the "$11,833".  The other adjustment that Staff

 4 made was to reduce the income tax adjustment that  the

 5 Company proposed in its filing.  The Company prop osed

 6 an income tax adjustment of "$25,490".  Staff rem oved

 7 that adjustment for purposes of temporary rates, and

 8 the Company agreed to that adjustment for tempora ry

 9 rates.

10 Q. Thank you.

11 A. (LaFlamme) So, I guess, in -- I guess, in answe r to

12 your question a few minutes ago, I think, ultimat ely,

13 there were more adjustments made to reduce operat ing

14 expenses than to increase them.

15 Q. All right.  In your testimony earlier this afte rnoon,

16 Mr. LaFlamme, you said that the average annual ch arge

17 was on one of your schedules, --

18 A. (LaFlamme) Schedule 5.

19 Q. Thank you.  And, you compared it to what the cu rrent

20 average was.  Can you restate what the current av erage

21 is?

22 A. (LaFlamme) I determined that the current averag e charge

23 per customer was $469.57, and that's based on an

24 average annual usage per customer of 27.3 ccf.
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 1 Q. Well, that looks like almost a $100 increase fr om the

 2 current year to what a year would be under the pr oposed

 3 rule -- the proposed rates, excuse me?

 4 A. (LaFlamme) Yes.

 5 Q. The discussion of the expansion into York Villa ge

 6 raised by Mr. Eckberg is something that is also

 7 discussed in greater length I think in the step

 8 increase docket, which we will get to later this

 9 afternoon.  But let me just ask either Mr. Naylor  or

10 Mr. LaFlamme, is there any way in which, in this

11 Temporary Rate Settlement, the York Village expen ses

12 and revenues play a part?

13 A. (Naylor) It doesn't.  I don't think there was, I don't

14 think there's an impact for temporary rates.  As you

15 referred to, we did adjust the step adjustment th at's

16 the subject of DW 08-070, but there's no adjustme nt for

17 temporary rates.

18 Q. Thank you.  Mr. Naylor, also a question to you.   The

19 debt that Mr. St. Cyr just referred to as not hav ing a

20 "defined interest rate", can you give any more

21 elaboration on that and whether that's something that

22 has been approved by the Commission, debt for whi ch

23 there doesn't seem to be a defined interest rate?

24 A. (Naylor) I don't believe that that debt has bee n
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 1 approved by the Commission.  I believe it's the c ase

 2 that there are primarily vehicle loans, if I reme mber

 3 correctly from the case, that have not received

 4 Commission approval.  But, specifically, to the i ssue

 5 of loans from stockholders, no, I don't believe t hat's

 6 been approved.  That issue, among several others,  is

 7 something that we'll be reviewing in the permanen t

 8 case.

 9 Q. In your schedules, does that debt, what you des cribed

10 as "loans from stockholders", does that play a pa rt in

11 the calculations that you and your team undertook ?

12 A. (Naylor) I don't believe it does, no.

13 Q. How about the pension payments?

14 A. (Naylor) Well, as Mr. St. Cyr indicated, the Co mpany's

15 test year earnings reflect inclusion of those pen sion

16 payments.  We're aware of that.  Given the nature  of

17 temporary rates versus permanent rates, whatever level

18 of permanent rates the Commission ultimately appr oves

19 will be reconciled back to the effective date, mi d

20 September.  So, we weren't particularly concerned  about

21 that.  As I indicated, the larger issue to me was , for

22 a company that's had substantial capital needs ov er the

23 last several years, and reflecting those, that ca pital

24 in rates, I think an increase of 18 percent for
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 1 temporary rates was reasonable.  And, we're setti ng

 2 aside some of these other issues for review in th e

 3 permanent phase of the case.

 4 Q. Mr. Eckberg identified a handful of issues and the

 5 rebuttal testimony from the Company was that they  were

 6 better handled in the permanent rate case, and I think

 7 you just alluded to that now.  Let me just be cer tain

 8 that all of the issues that Mr. Eckberg identifie s, to

 9 get your view on whether they're appropriately

10 considered in the permanent case, or whether for any

11 reason they would be included from further

12 consideration.  The special contract with the

13 homeowners association, the Property Owners Assoc iation

14 at Suissevale, if there are issues regarding that , is

15 that to be taken up in the permanent rate case?

16 A. (Naylor) Yes, I think so.  I understand that is sue that

17 the OCA has raised.  The Company has a special co ntract

18 with the Property Owners at Suissevale that opera tes

19 based on an analysis of the Company's capital it' s

20 devoted to serving Suissevale and the community s ystem

21 that it's attached to, based on the expenses and so

22 forth of operating that combined system.  So, I'm  aware

23 of those issues.  And, certainly agree that it's an

24 issue that can be looked at in the permanent rate  phase
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 1 of the case.

 2 Q. The expansion into York Village, is that approp riately

 3 taken up in the permanent rate case?

 4 A. (Naylor) Yes, it is.

 5 Q. The question of the long-term debt with the Com pany's

 6 owners, you've already spoken to as being part of  the

 7 rate case, the permanent rate case.  How about wh at's

 8 being called the "service trades"?

 9 A. (Naylor) Yes.  Very much an issue to be resolve d in the

10 permanent phase.

11 Q. And, the pension expenses we just discussed, th at would

12 also be part of the permanent case?

13 A. (Naylor) Correct.

14 CMSR. IGNATIUS:  Thank you.  No other

15 questions.

16 CHAIRMAN GETZ:  Thank you.

17 CMSR. BELOW:  I have a further

18 clarifying question.  

19 BY CMSR. BELOW: 

20 Q. Mr. St. Cyr, you I believe just testified that the --

21 what's characterized as "repayment of debt" to Mr . and

22 Mrs. Mason didn't affect the operating income

23 statement, that's Schedule 3.  And, that there wa sn't

24 really a calculation of interest versus principal .  Is
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 1 that because it's all being booked as principal

 2 repayment, and there's not an interest payment fo r the

 3 test year?

 4 A. (St. Cyr) I'm not sure how the Company calculat es its

 5 repayment, whether they break that out by princip al and

 6 interest.

 7 Q. If there was interest payment, would it show up  as a

 8 line item or be included in one of the existing l ine

 9 items on Schedule 3, as amended in Exhibit 2?

10 A. (St. Cyr) Well, interest expense doesn't normal ly show

11 up on the operating income statement.  That's a l ine

12 item further down the income statement.  It's usu ally

13 taken into consideration in the calculation of th e rate

14 of return.  And, in the temporary rate proceeding , the

15 Staff and the Company agreed that the rate of ret urn

16 would be 8.23 percent, which is from -- which is the

17 last approved rate of return by this Commission i n the

18 05-137 case.  So, it would have no impact on the

19 temporary rates.

20 CMSR. BELOW:  Okay.  Thank you.

21 CHAIRMAN GETZ:  Okay.  

22 BY CHAIRMAN GETZ: 

23 Q. Just one area of follow-up, Mr. St. Cyr, on

24 Commissioner Ignatius's question about York Villa ge.
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 1 And, in this case, in your rebuttal testimony, yo u say

 2 "York Village is squarely within the Company's

 3 franchise area", and then, in the other docket, 0 8-070,

 4 you cite a order of the Commission from December 22nd,

 5 1994.  And, I took a look at that order.  And, it

 6 doesn't seem to address it expressly, but there's  an

 7 ordering clause that says that "Lakes Region is

 8 authorized to operate within the service territor y

 9 outlined on a map included in Exhibit 1" in that case.

10 So, is what your testimony in this case is that, if we

11 go back and look at that map that's in our archiv es,

12 that it will show that York Village is within the  area

13 of the franchise?

14 A. (St. Cyr) That's correct.  And, the Company has

15 provided those to both Staff and the OCA.

16 CHAIRMAN GETZ:  Okay.  Thank you.  Any

17 redirect, Ms. Thunberg?  Mr. Crandlemire?

18 MS. THUNBERG:  None.  Thank you.

19 MR. CRANDLEMIRE:  None for me either.

20 Thank you.

21 CHAIRMAN GETZ:  All right.  Then, the

22 witnesses are excused.  Thank you, gentlemen.

23 Ms. Hatfield.

24 MS. HATFIELD:  Thank you, Mr. Chairman.
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 1 The OCA calls Stephen Eckberg.

 2 (Whereupon Stephen R. Eckberg was duly 

 3 sworn and cautioned by the Court 

 4 Reporter.) 

 5 STEPHEN R. ECKBERG, SWORN 

 6  DIRECT EXAMINATION 

 7 BY MS. HATFIELD: 

 8 Q. Good afternoon.  Would you please state your na me for

 9 the record.

10 A. My name is Stephen Eckberg.

11 Q. By whom are you employed?

12 A. I am employed by the Office of Consumer Advocat e as a

13 Utility Analyst.

14 Q. Have you previously filed testimony on behalf o f the

15 OCA?

16 A. Yes, I have.  A copy of my qualifications, whic h

17 includes a list of previously filed testimony, is

18 included with my testimony.

19 Q. Did you file testimony in this docket?

20 A. Yes, I did.

21 Q. Was that filed on November 24th, 2010?

22 A. Yes, it was.

23 Q. And, was that filed after the Settlement, the f irst

24 version of the Settlement that was filed by Staff  and
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 1 the Company?

 2 A. Yes, it was.  That's what the procedural schedu le in

 3 this docket called for.

 4 Q. Do you have a copy of your testimony before you ?

 5 A. I do.

 6 Q. Was it prepared by you or under your direction?

 7 A. It was, yes.

 8 Q. Do you have any corrections that you need to ma ke to

 9 that testimony?

10 A. Yes, I do.  As we just discussed a minute ago w ith the

11 previous panel, it has been brought to my attenti on

12 that the York Village development is, in fact, wi thin

13 the Company's franchise territory, according to O rder

14 Number 21,475, dated December 22nd, 1994.  I have

15 reviewed the map discussed in that order, and it does

16 appear, if my understanding is correct, that the York

17 Village development is within the Company's exist ing

18 franchise territory.  And, so, I would like to st rike a

19 sentence in my testimony that begins on Page 8, a t Line

20 23, and goes onto Page 9, Line 2.  I don't think I need

21 to read that sentence, but it starts with the wor d

22 "however", and ends with the word "customer" on t he

23 next page.

24 Q. Do you have any other corrections or changes?
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 1 A. No, I don't.

 2 MS. HATFIELD:  Mr. Chairman, I'd like to

 3 have Mr. Eckberg's testimony marked, I believe as  "Exhibit

 4 6".

 5 CHAIRMAN GETZ:  So marked.

 6 (The document, as described, was 

 7 herewith marked as Exhibit 6 for 

 8 identification.) 

 9 BY MS. HATFIELD: 

10 Q. Mr. Eckberg, did the OCA support the Settlement

11 Agreement that is before the Commission today in this

12 docket?

13 A. No.  The OCA did not support the Settlement Agr eement.

14 As I stated in my testimony, the OCA was supporti ve of

15 certain elements that were included in the Settle ment

16 Agreement.  But, overall, we believe that the

17 Settlement did not address other critical issues that

18 are facing the Company at this time.  A revised

19 Settlement was filed several days ago, as we've

20 identified here today.  And, that revised Settlem ent

21 did address one of the issues that I raised in my

22 testimony, specifically the York Village issue.

23 Q. Could you please very briefly summarize your te stimony

24 that's been marked as "Exhibit 6".
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 1 A. Certainly.  In my testimony, I identified sever al

 2 issues that related to the Company's costs, which  the

 3 OCA believes are not appropriate for inclusion in  any

 4 assessment of the Company's revenue deficiency.  I also

 5 identified two issues regarding the Company's rev enue,

 6 which I felt were significant enough that they wa rrant

 7 a fuller investigation before the OCA could agree  to

 8 any increase in rates, even on a temporary basis.

 9 The issues that I discuss in my

10 testimony are listed on Page 3 of that testimony,  and

11 then discussed in more detail in Pages 3 through 10.

12 And, those issues include, we've discussed them a

13 little bit already with the previous panel, but t hey

14 include pensions that are being paid to the owner s of

15 the Company on a weekly basis out of the Company' s cash

16 flow; unauthorized long-term debt borrowed from t he

17 Company's owners, which is earning at the equity rate

18 of 9.75 percent interest; costs related to servic e

19 trades or bartering that the Company has engaged in;

20 and also revenues related to Suissevale and York

21 Village.  And, again, the York Village issue has been

22 remedied by the revised Settlement.

23 I recommended in my testimony that the

24 Commission not approve the Settlement on Temporar y
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 1 Rates as filed, which proposed originally to gran t an

 2 18.15 percent temporary rate increase.  Now, the

 3 revised Settlement has a proposed 18.51 percent

 4 temporary rate increase.  Instead, the OCA has

 5 respectfully requested that the Commission set th e

 6 temporary rates at the level of current rates, to  allow

 7 the parties more time to investigate all of the i ssues

 8 that I raise in my testimony, as well as others.

 9 Q. Are you aware that the Company filed rebuttal t estimony

10 on Friday, December 12th, in this case?

11 A. Yes, I am.

12 Q. Have you had time to review that testimony?

13 A. I have read through the rebuttal testimony.  An d, I do

14 believe that, generally, Mr. St. Cyr acknowledges  that

15 the issues that I raised do need to be addressed at

16 some point in this docket.  Our position is that they

17 must be addressed before any rate increase is app roved.

18 The fact that temporary rates are reconcilable do es not

19 make it appropriate, in our view, to allow this c ompany

20 to increase rates, in light of the many serious i ssues

21 that must be addressed related to their manageria l and

22 financial capabilities.

23 Q. Do you have anything further to add, Mr. Eckber g?

24 A. Nothing further to add at this point.  Thank yo u.
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 1 MS. HATFIELD:  Thank you.  The witness

 2 is available for cross-examination.

 3 CHAIRMAN GETZ:  Thank you.  Mr. Dubuc,

 4 any questions for the witness?  

 5 MR. DUBUC:  None.

 6 CHAIRMAN GETZ:  Mr. Patch?

 7 MR. PATCH:  Yes.  Thank you.  Good

 8 afternoon.

 9 WITNESS ECKBERG:  Good afternoon.

10 CROSS-EXAMINATION 

11 BY MR. PATCH: 

12 Q. I want to focus on Pages 6 to 8 of your testimo ny,

13 which I believe is the area where you commented o n the

14 contract with Suissevale, is that correct?  It be gins

15 like on Line 4, Page 6, and ends Line 13 of Page 8.

16 A. That appears to be correct, yes.

17 Q. Now, is it your understanding that, I'll refer to the

18 Suissevale Property Owners as "POASI", if that's okay?

19 It's kind of an odd term.  But, anyway, that's th e one

20 that's typically used.  Is it your understanding that

21 POASI is an association of homeowners in Moultonb orough

22 that owns and operates a water distribution syste m that

23 provides water to about 350 homes?  Is that fair to

24 say?
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 1 A. That is basically my understanding of POASI, ye s.

 2 Q. And, that POASI is exempt from regulation as a public

 3 utility pursuant to an order issued by this Commi ssion

 4 in 2006?  I don't know if you've had a chance to look

 5 at that, but I've got copies here, if you'd like to

 6 take a look at that?

 7 A. It is my understanding that POASI is exempt fro m

 8 regulation by the Commission.  I'm not sure when the

 9 order was that created that situation.

10 Q. I'm just going to show it to you, just so we ca n

11 establish in the record when that was done.

12 A. Okay.

13 (Atty. Patch handing document to the 

14 witness.) 

15 BY MR. PATCH: 

16 Q. I think the order indicates it was November?

17 A. November 8th, 2006, yes.

18 Q. Okay.

19 A. Order Number 24,698.

20 Q. Thank you.  Now, is it your understanding that POASI is

21 a wholesale customer of Lakes Region?

22 A. Yes, that's my understanding.

23 Q. And, that it is part of the Balmoral or Paradis e Shores

24 part of the system, is that correct?
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 1 A. I'm not sure I'd phrase it exactly that way.  I t's my

 2 understanding that Suissevale gets its water from  the

 3 Paradise Shores system, yes.  I'm not sure I woul d be

 4 comfortable saying it's "part of that system".

 5 Q. That portion of the system, though, is independ ent from

 6 the rest of the system that Lakes Region has, is that

 7 fair to say?

 8 A. That's my understanding, yes.  There are a numb er,

 9 perhaps 17 different water systems that are manag ed by

10 the regulated utility.

11 Q. And, the mechanism for POASI being a wholesale customer

12 of Lakes Region is through a special contract tha t was

13 referred to I think earlier this afternoon that P OASI

14 has with Lakes Region that was approved by this

15 Commission in 2006.  And, I'm going to show you t he

16 order here, just so you've got the date and the o rder

17 in front of you.

18 A. Thank you.

19 Q. So, is that correct?  Is that your understandin g?

20 A. That is my understanding.  And, this Order Numb er

21 24,693 appears to be an order nisi approving a special

22 contract between Lakes Region Water and Suisseval e, or

23 POASI.

24 Q. And, as that order approving the Water Supply A greement
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 1 notes on Page 1 of the copy that I've given you, and

 2 I've highlighted certain portions of the agreemen t, the

 3 contract is for a term of 30 years, is that corre ct?

 4 A. That's what this order says, yes.

 5 Q. And, at least at the time, and I'm referring he re to

 6 Page 1, over onto Page 2, at the time that the or der --

 7 that the contract was approved and the order was

 8 issued, the agreement was that POASI would pay at  a

 9 volumetric rate that was higher than that charged  to

10 individual customers, but a fixed charge that was  lower

11 than that charged to individual customers, is tha t

12 correct?

13 A. That's what the language here indicates, yes.

14 Q. And, then, on Page 2, and you may have this

15 understanding anyway, but it refers to the fact t hat

16 Lakes Region provides water to POASI through one master

17 meter, is that correct?

18 A. Through -- I'm sorry, could you repeat that?

19 Q. That Lakes Region provides water to the Suissev ale

20 system through one master meter?

21 A. Yes, that is my understanding.  

22 Q. And, then, also on Page 2, is it your understan ding

23 that Lakes Region does not own or maintain the wa ter

24 distribution system beyond that master meter?
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 1 A. That is my understanding.  Lakes Region Water C ompany,

 2 the regulated utility, does not own the water

 3 distribution facilities within Suissevale, correc t.

 4 Q. And, so, is it therefore your understanding tha t Lakes

 5 Region is responsible only for providing wholesal e

 6 water to the master meter, that it has no

 7 responsibility for, and therefore does not incur any

 8 expenses related to, the water distribution syste m for

 9 POASI?  And, again, I'm referring to Page 2 of th e

10 order.

11 A. I'm hesitating, because I think there may be so me

12 interpretation that could be applied to your ques tion.

13 If I say that "it's my understanding that Lakes R egion

14 does not incur any expense to" -- maybe you shoul d

15 repeat the question for me, so I don't misspeak.

16 Q. Sure.  Is it your understanding that Lakes Regi on is

17 responsible only for providing wholesale water to  a

18 master meter, and that it has no responsibility f or,

19 and therefore does not incur any expenses related  to,

20 the water distribution system for POASI that is b eyond

21 the master meter?

22 A. I would say "yes" to that.

23 Q. Okay.  Thank you.

24 A. Uh-huh.
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 1 Q. And, is it your understanding that the rates th at POASI

 2 pays to Lakes Region are adjusted every year purs uant

 3 to a formula intended to reflect Lakes Region's a ctual

 4 expense of serving POASI for the prior year?  And , I'm

 5 referring now to Page 3 of the order, and I've

 6 highlighted certain portions of that.

 7 A. I don't see any highlights on Page 3.

 8 Q. Okay.  Maybe I forgot to do that, but --

 9 A. But I would say that, yes, my general understan ding is

10 that POASI's rates are adjusted annually, based u pon

11 the costs and financial results, I believe.

12 Q. And, is it your understanding that POASI, again , as the

13 order notes on Page 2, paid capital contributions

14 towards the water storage facility that was built  in

15 Paradise Shores?

16 A. Yes, that is my understanding.

17 Q. And, is it also your understanding that Lakes R egion

18 did not earn a rate of return on the contribution  in

19 aid of construction that POASI made?  And, now I' m

20 referring to Page 5 of the order.  

21 A. There's a section on Page 5 which is highlighte d with a

22 bracket.  Is that the section you're referring to ?

23 Q. Yes.  And, so, my question is really just speci fically

24 that Lakes Region did not earn a rate of return o n the
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 1 contribution in aid of construction that POASI ma de?

 2 A. That's what this language says.  The effect is that

 3 Lakes Region will not earn a rate of return on th e

 4 contribution in aid of construction portion of th e

 5 water storage tank.  I agree that's what this ord er

 6 says.

 7 Q. Okay.  Thank you.  And, it goes onto say, does it not,

 8 that "the contributions to the water storage tank  were

 9 not included in rate base, thus mitigating the im pact

10 to Lakes Region customers."  Is that correct?

11 A. It does say "which will mitigate the rate impac t to

12 Lakes Region's customers when the storage facilit y is

13 complete and in service", yes.

14 Q. Now, have you reviewed the data requests that L akes

15 Region has answered in this docket?

16 A. Yes, I have.

17 Q. I'm going to show you a few different data requ ests.

18 Actually, I've got five of them.  But, to make th ings

19 easier, I'm going to give you five copies right n ow.

20 And, they're POASI 1-1, 1-2, 1-3, 1-4, and 1-5.

21 (Atty. Patch handing documents to the 

22 witness.) 

23 MR. PATCH:  Do the other parties need

24 copies or do you have them?
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 1 MR. CRANDLEMIRE:  No.

 2 MR. PATCH:  Are you all set?

 3 MR. CRANDLEMIRE:  Yes.

 4 (Atty. Patch distributing documents.) 

 5 BY MR. PATCH: 

 6 Q. If you could take a look, Mr. Eckberg, first of  all, at

 7 1-2.  And, the question --

 8 A. Yes.  I have that in front of me.

 9 Q. Okay.  The question there was "Please provide t he total

10 volume of water provided to POASI by year during

11 calendar years '08, '09, and 2010 to date."  And,  I'm

12 going to focus on 2009.  The answer there for 200 9, in

13 hundred cubic feet, is what?

14 A. It's "15,555".

15 Q. And, then, the response to 1-3 indicates that L akes

16 Region provided how many hundred cubic feet to Ba lmoral

17 customers, which mean, as I understand it, the ot her

18 customers in that portion of the system?  Do you have

19 the answer for 2009?

20 A. Yes.  The response to POASI 1-3 indicates "8,18 6".

21 Q. And, I'm going to ask you, subject to check, wh ether,

22 you know, my math at least shows me that POASI's

23 portion of the water that Lakes Region provided t o all

24 customers in this portion of the system for 2009 was
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 1 about 64 percent.  You know, 15,000 over 24,000, when

 2 you add up the 8,800 plus the 1,500.  So, it was

 3 64 percent.  Would you accept that subject to che ck?

 4 A. Subject to check, certainly, I'll be glad to ac cept

 5 that.

 6 Q. And, then, POASI 1-1, if you could focus on tha t.  Is

 7 it fair to say that the Company indicates that it

 8 collected "$168,783" from Paradise Shores or Balm oral

 9 customers in '09?

10 A. That's the Company's response, yes.  "$168,783"  in

11 2009.

12 Q. And, the response to 1-4, the Company indicated  it

13 collected "$131,832" from POASI in 2009?

14 A. That's correct, yes.

15 Q. So, if my math is correct, again, for that sepa rate

16 portion of the Lakes Region Water system that

17 encompasses both POASI and Balmoral or Paradise S hores

18 customers, POASI contributed about 44 percent of the

19 total revenues, the total revenues being $300,613 .

20 Would you accept that subject to check?

21 A. I would.

22 Q. So, again, Lakes Region, the regulated utility,

23 provides no services to POASI and has no responsi bility

24 for the water distribution system beyond the sing le
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 1 water meter, you know, as we've already establish ed.

 2 That's correct?

 3 A. That's correct.

 4 Q. And, I'm going to ask you to take a look at POA SI 1-5,

 5 where we asked Lakes Region to "provide the total  costs

 6 which Lakes Region allocates to the Balmoral and POASI

 7 portion of the system for '08 and '09."  Do you h ave

 8 that in front of you?

 9 A. I do have Response 1-5 in front of me, yes.

10 Q. And, this response indicates the methodology th at's

11 used for allocating asset costs for Balmoral and POASI,

12 is that correct?

13 A. Yes.  This question, the response indicates how  asset

14 costs are allocated, yes.

15 Q. And, if I'm reading this correctly, for '09, PO ASI was

16 allocated "61.85 percent" of the asset costs for this

17 portion of the water system, is that correct?

18 A. That's what the response indicates here on Line  18,

19 yes.  "61.85 percent".

20 Q. Now, in your testimony on Page 8, Lines 2 to 4,  where

21 you had just prior to that discussed the proposed

22 acquisition of land and development of additional  water

23 supply in the Paradise Shores water system, you

24 indicated that DES had indicated that the Paradis e
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 1 shores water system "has current supplies adequat e to

 2 serve the regulated Paradise Shores customers."  Did I

 3 quote that correctly?

 4 A. What lines were you referring to specifically?

 5 Q. Page 8, Lines 2 to 4.

 6 A. Yes.  I believe you did quote that accurately.

 7 Q. Now, was this -- how was this indicated to you?   Was it

 8 a written correspondence?  Was it by e-mail?  Was  it a

 9 telephone conversation?  A conversation in person ?

10 A. It was a telephone conversation.

11 Q. And, who at DES did you have that conversation with, if

12 you could?

13 A. I'm merely looking to my attorney in case she g ives me

14 a sign that I shouldn't say anything, which she's  not

15 doing.  So, I'll tell you that the conversation

16 occurred with Stephen Roy, who I think most of th e

17 parties are familiar with.  I think he's with the

18 Drinking Water and Groundwater Bureau of DES.

19 Q. But there's -- but there's nothing in writing f rom DES

20 to this effect, is that fair to say?

21 A. I don't have anything in writing at the moment,  no.

22 Q. And, this is just with regard to the -- I guess  what I

23 would call the "prospective", an additional suppl y of

24 water, independent of the one that POASI has alre ady
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 1 contributed to and is already in place now, is th at

 2 correct?

 3 A. My understanding is that POASI contributed to - -

 4 financial resources to build a storage tank.

 5 Q. That's correct.  To serve all of the customers in this

 6 area, correct?

 7 A. It would -- that tank would provide service to the

 8 regulated customers, as well as to the wholesale

 9 customers at POASI, correct.

10 Q. And, Mr. Roy's comments to you really had nothi ng to do

11 with a recommendation to this Commission about wh at it

12 should or shouldn't do in this case, is that corr ect?

13 It was just a factual statement?

14 A. That's correct.  It was not meant as a recommen dation

15 to the Commission.

16 Q. And, DES has not -- is not participating in thi s

17 docket, although I think you indicate in your tes timony

18 that it was your recommendation that they should have?

19 A. I believe that was a recommendation of the OCA early on

20 in this docket, yes.

21 Q. And, then, finally, am I correct that you're no t asking

22 the Commission, at this point in time anyway, to take

23 any action with regard to this particular issue?  I

24 mean, the Commission has approved a 30 year contr act,
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 1 it's in place, there's an order, as you've testif ied to

 2 and as we've pointed out, that was approved by th is

 3 Commission.  But you're not making any recommenda tion

 4 for any change in that order at this point in tim e?

 5 A. That is correct.  I'm not making any recommenda tion for

 6 a change.  My testimony included some facts about  the

 7 consumption and the percentages of consumption an d

 8 income, just similarly to what we've discussed he re

 9 this morning -- or, this afternoon, pardon me, an d to

10 make that information available for consideration .

11 But, no, I'm not making any specific recommendati on at

12 this point in time.

13 Q. And, presumably, any recommendation would be pa rt of

14 discussions that all the parties in this case wou ld

15 have, you know, including Suissevale, since we're  an

16 intervenor, is that correct?

17 A. Absolutely.

18 MR. PATCH:  Okay.  Thank you.

19 WITNESS ECKBERG:  You're welcome.

20 CHAIRMAN GETZ:  Ms. Thunberg?

21 MS. THUNBERG:  No questions.  Thank you.

22 CHAIRMAN GETZ:  Mr. Crandlemire?

23 MR. CRANDLEMIRE:  Yes.  Thank you.  Just

24 a single question.
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 1 BY MR. CRANDLEMIRE: 

 2 Q. Mr. Eckberg, on Page 3 of your testimony, --

 3 A. Yes.

 4 Q. -- in response to the question that starts on L ine 4,

 5 you have the four major issues which you identify , you

 6 kind of summarize your testimony there?

 7 A. Uh-huh.  Yes.

 8 Q. Your Question 3 that you raise, which is the "c osts

 9 related to the service trades...and its affiliate , and

10 third parties", you understand that those costs a re not

11 included in the temporary rates in this case?

12 A. I do understand that, yes.

13 MR. CRANDLEMIRE:  Great.  Thank you.

14 Nothing further.

15 CHAIRMAN GETZ:  Thank you.  One

16 administrative matter.  Let's mark for identifica tion as

17 "Exhibit 7" the five Suissevale data requests, 1- 1 through

18 1-5.

19 (The document, as described, was 

20 herewith marked as Exhibit 7 for 

21 identification.) 

22 CHAIRMAN GETZ:  Commissioner Below.

23 BY CMSR. BELOW: 

24 Q. I guess I do have a question, Mr. Eckberg, with  regard
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 1 to your concern about "costs related to long-term  debt

 2 and the interest rate on long-term debt paid to t he

 3 Company owners."  Is it your understanding that, for

 4 the temporary rate purposes, that the Staff calcu lated

 5 the return simply based on the previously agreed upon

 6 overall rate of return on the total adjusted rate  base?

 7 A. It is my understanding that Staff recommended t he use

 8 of the last official approved overall rate of ret urn,

 9 yes.

10 Q. So, I guess my question is, with regard to temp orary

11 rates, what actually is or isn't paid to the Comp any

12 owners, it would -- would you say it's fair to sa y it

13 doesn't directly bear on temporary rates, but is --

14 A. You know, I'm somewhat confused about that poin t,

15 Commissioner.

16 Q. Okay.  

17 A. I think the information we heard this morning - - or,

18 I'm sorry, again, it's an afternoon, not a mornin g

19 hearing, it's an afternoon hearing.  The testimon y we

20 heard earlier about the costs related to the week ly

21 payments was a little bit confusing to me.  I see m to

22 be understanding that the witnesses from the pane l were

23 saying that these costs were not included in eval uating

24 the Company's financial situation.  And, I believ e you
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 1 inquired further about that point.  I'm not 100 p ercent

 2 sure whether those costs are included.

 3 CMSR. BELOW:  Okay.  Thank you.

 4 CHAIRMAN GETZ:  Commissioner Ignatius?

 5 CMSR. IGNATIUS:  Nothing.  Thank you.

 6 CHAIRMAN GETZ:  Good afternoon,

 7 Mr. Eckberg.

 8 WITNESS ECKBERG:  Good afternoon.

 9 CHAIRMAN GETZ:  A couple of questions.

10 BY CHAIRMAN GETZ: 

11 Q. If I look at Page 2 of your testimony, which is  marked

12 for identification as "Exhibit Number 6", and

13 specifically Lines 15 through 17?

14 A. Yes.

15 Q. And, you say "While the books and records of th e

16 Company may demonstrate under-earning and the pos sible

17 need for a rate increase, the level of that

18 under-earning is unclear, and in the OCA's view i s

19 based in part on improper costs."  So, I'm taking  two

20 things from there.  One is, on the last statement ,

21 about "improper costs", that's basically the four

22 issues that you've outlined here in your testimon y, is

23 that fair to say or --

24 A. That's a fair, succinct way of putting it, yes.
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 1 Q. And, I saw, you know, where you quantified some  parts

 2 of that, specifically the pensions and the $52,33 7.

 3 But, if you have -- have you quantified the effec t of

 4 all four issues?

 5 A. All core --

 6 Q. All four issues.

 7 A. All four issues.  No, I have not.  And, just to  be sure

 8 to allay any concerns that Mr. Patch may have on Page

 9 3, of course, I have referred to revenues related  to

10 the special contract, and I'm not, again, making any

11 specific recommendation related to that issue.  S o, I

12 didn't want to necessarily include that under the

13 umbrella of what you're referring to as "improper

14 costs".  I don't want to leave the impression tha t I'm

15 saying improper costs are included in the Suissev ale

16 contract at all.

17 Q. So, effectively, though, if I'm looking at this

18 testimony, if you list the three issues, the cost s

19 related to pensions, the long-term debt, and the

20 service trades, -- 

21 A. Yes.

22 Q. -- effectively you're saying those are improper  costs

23 that you would take off the top of the permanent rate

24 increase, is that fair to say?
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 1 A. Yes, I would say that.

 2 Q. But you haven't quantified --

 3 A. No, I have not offered any total quantification  of

 4 those adjustments, in part, because the "service

 5 trades" issue, for example, was an issue that was

 6 identified in the other concurrent docket that we 'll be

 7 discussing later today, where service trade costs  were

 8 identified for some improvements that were to be

 9 included in the third step increase.  It's the OC A's

10 concern that there may be additional costs relati ve to

11 service trades beyond the scope of that third ste p

12 adjustment, which have not yet been audited and

13 identified.  So, we really don't have enough

14 information to know what amounts may be included.   The

15 only specific information we have about the servi ce

16 trades at this point would be the total amount of  debt

17 between the service company and an unrelated thir d

18 party, which is the source of those service trade

19 agreements.  Meaning, I can -- I don't believe it 's

20 available to me right here, but we have a number from

21 the Company as to what the total debt is.  I hope  I'm

22 making myself clear.

23 Q. Well, then, let me ask a question about the oth er part

24 of that sentence on Page 2.  You said "the level of the

       {DW 10-141} (Re: Temporary Rates) {12-13-10}



                     [WITNESS:  Eckberg]
    67

 1 under-earning is unclear."  What did you mean by that?

 2 A. Well, I meant -- I guess it depends upon what c osts one

 3 is willing to include.  I guess, from the Company 's

 4 perspective, the level of under-earning is clearl y

 5 specified.  It's not unclear in the Company's fil ing.

 6 However, the OCA believes, as I've said, that som e of

 7 the costs of the Company should not be included a s

 8 proper costs.  And, therefore, that would change what

 9 the level of under-earning is.  Rather than accep t the

10 Company's number, a different number would be

11 appropriate.  

12 Q. Well, I guess I --

13 A. And, therefore, we feel that approving temporar y rates

14 is acceptable, but that the temporary rates shoul d be

15 at the current rate level, rather than an increas ed

16 level.

17 Q. Okay.  I guess I was wondering, with respect to

18 Exhibit 2 and the Settlement Agreement, and Sched ule 3

19 to that lays out the net operating income loss, I  was

20 wondering if you had any specific concerns about that

21 schedule that was related to this statement about  the

22 level of under-earning being "unclear"?

23 A. Well, I believe, as we've -- as the previous pa nel

24 discussed, for instance, the pension costs, which  the
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 1 OCA believes to be an improper cost, that's our

 2 position.  Those costs are included in the Compan y's

 3 calculation there on Schedule 3.

 4 CHAIRMAN GETZ:  Okay.  Thank you.  Any

 5 redirect, Ms. Hatfield?

 6 MS. HATFIELD:  No thank you, Mr.

 7 Chairman.

 8 CHAIRMAN GETZ:  Then, the witness is

 9 excused.  Thank you, Mr. Eckberg.

10 WITNESS ECKBERG:  Thank you.

11 CHAIRMAN GETZ:  So, I take it there are

12 no further witnesses this afternoon?

13 (No verbal response)  

14 CHAIRMAN GETZ:  So, at this point then,

15 is there any objection to striking identification s and

16 admitting the exhibits into evidence?  

17 (No verbal response) 

18 CHAIRMAN GETZ:  Hearing no objection,

19 we'll admit the exhibits into evidence.  Is there  anything

20 we need to address before providing an opportunit y for

21 public comment and closings?

22 (No verbal response) 

23 CHAIRMAN GETZ:  Hearing no objection,

24 then I guess let's start with the public comment.   Ma'am,
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 1 this is an opportunity to make a public comment o n this

 2 case, if you would like.  If you would like to do  so,

 3 please identify yourself for the record.

 4 MS. ADAMS:  Heidi Adams, Lake Ossipee

 5 Village.  Just from listening, it just seems as i f the

 6 capital improvements that are being done benefit a few

 7 developments, but mostly don't benefit the rest.  And, we

 8 end up paying for the capital improvements in pla ces like

 9 Paradise Shores or Hidden Valley that we don't ev en know

10 where they are.  And, I'd just question this prac tice,

11 because paying for these capital improvements is more or

12 less just expanding the water company and raising  its

13 value, but not doing a lot of good for us.

14 And, I -- everyone I've talked to, of

15 course, is not in favor of these rates being rais ed.  And,

16 I have a petition that has been signed by quite a  few

17 residents of Lake Ossipee Village, and I'd like t o give

18 that to you.

19 CHAIRMAN GETZ:  You can give it to the

20 Clerk.  

21 MS. ADAMS:  Okay.

22 (Ms. Adams handing document to the 

23 Clerk.) 

24 CHAIRMAN GETZ:  Does that complete your
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 1 statement?

 2 MS. ADAMS:  Yes, it does.

 3 CHAIRMAN GETZ:  Thank you.  Mr. Patch,

 4 closing?  

 5 MR. PATCH:  We have no position on the

 6 temporary rates.  Suissevale has no position.  So , I think

 7 we're all set.  I just wanted to make certain poi nts

 8 through the cross-examination.

 9 CHAIRMAN GETZ:  Thank you.  Mr. Dubuc?  

10 MR. DUBUC:  I have one last point of

11 interest to bring up.  The only question that we have is,

12 for the test year, it seems as though part of the

13 operating costs that was included to show what th e

14 Company's loss was, it almost appears as though $ 100,000

15 fine, which the state imposed against the Company , was

16 included as part of a loss.  And, I'm just questi oning

17 whether or not it's -- if that is the case or if that's

18 standard for fines that are imposed to be include d as part

19 of the loss.

20 CHAIRMAN GETZ:  Okay.  Well, I guess,

21 when we go to closings for the Company, if you ha ve an

22 opportunity to respond to that, Mr. Crandlemire, if you

23 can address that issue.  And, Mr. Dubuc, were you  pointing

24 to a particular page in the record where that --
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 1 MR. DUBUC:  I don't have the document in

 2 front of me.  But it's included in part of their overall

 3 operating costs as -- listed in one of their tabl es under

 4 -- as a loss, and it's clearly listed as a "state  fine".

 5 CHAIRMAN GETZ:  All right.  Thank you.

 6 Ms. Hatfield.

 7 MS. HATFIELD:  Thank you, Mr. Chairman.

 8 As Mr. Eckberg stated in his testimony and as he stated on

 9 the stand today, the OCA believes that, in light of the

10 significant issues that still need to be addresse d fully

11 in this case, the Commission should grant tempora ry rates

12 that are no higher than the Company's current rat es.

13 In their rebuttal testimony, the Company

14 in several places, does recognize the OCA's conce rns, and

15 they stated that they believe that some of our is sues that

16 we raise should be further discussed and evaluate d as part

17 of the permanent phase of the case.  And, we unde rstand

18 that we raised many issues that are not typical f or a

19 temporary phase, but we believe they are so impor tant to

20 whether the Company deserves a rate increase that  we

21 wanted to raise them at this point in the case.

22 I also wanted to bring to the

23 Commission's attention some of the testimony of t he

24 Company in the third step increase case that we w ill be
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 1 discussing after this hearing in DW 08-070, where  the

 2 Company makes some statements that we believe are

 3 alarming, and that really go to the seriousness o f the

 4 issues facing the Company.  On Page 4 of his rebu ttal, Mr.

 5 St. Cyr says that "The Company is reluctant to in cur debt

 6 with an arm's length lender because of the challe nges in

 7 meeting debt service requirements."  We think tha t goes to

 8 the Company's financial ability to manage a publi c

 9 utility.

10 Mr. St. Cyr's rebuttal in that case also

11 talks about the need to revise the Company's affi liate

12 agreements, which we also discussed in our testim ony in

13 that case.  I'm sure we'll get into that.  But th at

14 remains a serious ongoing problem that, if you lo ok at the

15 affiliate agreement between Lakes Region Water Co mpany and

16 Lakes Region Water Services, the amounts that the  services

17 company is charging to the utility are not proper .  And,

18 we think that those most be addressed before any rate

19 increase is approved.

20 In addition, on Page 5 of Mr. St. Cyr's

21 rebuttal in 08-070, he states "meeting the cash n eeds of

22 this utility is not easy."  Which, to us, is anot her

23 indication of the serious financial and perhaps m anagerial

24 challenges that the Company faces.  And, then, on  Page 2
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 1 of his rebuttal in 08-070, he states "The Company  does not

 2 believe that it would be able to meet the day-to- day needs

 3 of the utility without the affiliate."  This is e specially

 4 true, since the utility frequently cannot timely pay the

 5 affiliate for services provided.  Again, further evidence,

 6 we believe, of the Company's serious financial is sues.

 7 I also wanted to call the Commission's

 8 attention to its final order in DW 07-105, which is the

 9 Commission's investigation into whether the Compa ny should

10 be taken into receivership.  This is Order Number  24,877,

11 issued on July 25th, 2008.  And, in that order, t he

12 Commission approved the Settlement Agreement betw een the

13 Company and Staff.  And, among other things, on P age 7 of

14 the order, the Commission states that it will "al low Lakes

15 Region time to integrate these changes", which I believe

16 were changes contemplated in that settlement, "be fore

17 ruling on whether Lakes Region has the requisite

18 managerial, technical, and financial capabilities  to

19 maintain its utility franchise."  I believe that docket is

20 still open.  The parties have continued to meet i n

21 quarterly meetings.  But, I think, if you look at  that

22 order and that Settlement Agreement, there are se veral

23 things that the Company still has not done under that

24 Settlement Agreement that call its managerial and
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 1 financial capabilities into question, including s eeking

 2 low cost state revolving loan funds, preparing ce rtain

 3 budgets, and raising capital.  And, we urge the C ommission

 4 to remember that that docket is still open, and t hat,

 5 while we do hope that the Company is able to turn  things

 6 around and get on the track it needs to, it has n ot done

 7 so yet.  

 8 And, so, from our perspective,

 9 especially in light of all of the consumer commen ts that

10 we've received about continuing service quality i ssues, we

11 believe that the Company should not be granted a rate

12 increase of any level at this time.  Thank you.

13 CHAIRMAN GETZ:  Thank you.

14 Ms. Thunberg.

15 MS. THUNBERG:  Yes.  I will be brief,

16 because Staff's positions have already been artic ulated in

17 testimony and the exhibits today, so I won't reit erate

18 them in closing.

19 Staff respectfully requests the

20 Commission approve the Temporary Rate Stipulation  that is

21 presented today.  Thank you.

22 CHAIRMAN GETZ:  Thank you.  And,

23 Mr. Crandlemire, I don't know if you can respond to

24 Mr. Dubuc's question.  But, in any event, we woul d, as
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 1 part of our review, look into the issue of whethe r there

 2 is a $100,000 fine that's included in the test ye ar

 3 operating costs.  And, we would be looking at whe ther it's

 4 appropriate to do so.  But, if you have anything more

 5 specific --

 6 MR. CRANDLEMIRE:  Yes.  With your

 7 permission, Mr. Chairman, maybe Mr. St. Cyr could  address

 8 that quickly.  I think he might be able to addres s it in a

 9 response, that would be helpful to all concerned.

10 CHAIRMAN GETZ:  Mr. St. Cyr.

11 MR. ST. CYR:  The $100,000 fine is

12 included in the calculation of the net income, bu t it is

13 not included in the calculation of net operating income.

14 Net operating income is what's identified on Sche dule 3,

15 and is not included in the test year expenses.

16 CHAIRMAN GETZ:  Okay.  Thank you.  Mr.

17 Crandlemire.

18 MR. CRANDLEMIRE:  Yes.  Thank you very

19 much.  With respect to the concerns raised by the  Consumer

20 Advocate's Office, in this case, in this case, we  don't

21 think there's really any question, this Company i s

22 operating at a loss at the moment.  We don't thin k there's

23 any real question that the public is not -- the p ublic

24 interest is not served by having this Company con tinue to
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 1 operate at a loss.  There is no reasonable return  on the

 2 cost of its property in service at this point in time.

 3 That said, and for that reason, we think

 4 that the temporary rate compromise that was struc k is

 5 reasonable.  You know, a good number of the issue s that

 6 the OCA has concerns with, namely the affiliate-r elated

 7 issues, are not included within the temporary rat es.  We

 8 respect the OCA's concerns that they raised, and I think

 9 the OCA would acknowledge that some efforts are b eing made

10 or significant efforts to address a number of tho se right

11 now in a very constructive way.  We know those ar e going

12 to be thoroughly examined by the Staff and OCA as  part of

13 the permanent rate case.  But that doesn't elimin ate the

14 fact that this Company is operating at a loss at this

15 point in time.  And, we think that the revenue co mpromise

16 that has been struck is reasonable, helps the Com pany with

17 that, but still the Company certainly has more ad ditional

18 work to do to address other concerns.  

19 So, for those reasons, we request that

20 the Stipulation be approved.  Thank you.

21 CHAIRMAN GETZ:  Thank you.  Okay.  Then,

22 we will close this hearing and take the matter un der

23 advisement.  And, we'll take about a 10 or 15 min ute

24 recess in between starting the next hearing.  Tha nk you,
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 1 everyone.

 2 (Whereupon the hearing ended at 3:25 

 3 p.m.) 

 4

 5

 6

 7

 8

 9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

       {DW 10-141} (Re: Temporary Rates) {12-13-10}


