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What is your name and what is your position with Pennichuck Water

Works, Ing.? |

My nameiis._,D‘p'nald L Ware.v lam 'thé Chilef Operating Officer of the
Pittsfield Adqueduet Company ("the Company"). | have wcrked for the
Company since 1995, | am a licensed brOfessic;nai enginéer in New
Harﬁps’hi‘re, Massachusetts and Maine.

Please describe your educational background.

| have a Bachelor in Seience degree in. Civil Engineering from Bucknell
-Uniye'rsi‘iy in Lewisburg, Penmsylvania and | completed all the required
courses, with the exception of my thesls, for a Masters degree m Givil

Engineering from the same institution. | have a Masters in Business

Adrvinistration from the Whittemore. Business Sehool at the University of

Mew Hampshire,
Pleass deseribe your professional background.

Prior to joining the Company, | served as the General Manager of the

-Augusta Watter District in Augusta, Maine from 1986 to. 1998, | served as

ihe District's engineer belwsen 1982 and 1986, Prior to miy engagement
with the Ristriet, | sefved as-a design enginsar for the Etate of Maine
Department of Transportation for six munihs and before that as adesign

enginear for Buchart-Harn Consulting E‘agsﬁeéfs from 1979 to 1982.
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What are your responsihilities as Chief Operating Gificer of the

Company?

As Ch’ief‘():peratfng: Officer, 1 am responsible for the overall aperations of

the Company, including customer service, water quality and supply,

distribution, engingering and water system. capital ifmpm\ie‘men{s. With
regard fo capital improvements overseen by the Oorﬁpany’s Engineering
Department, | work closgly with the Department and the Company’s Chief
E‘ngineer regarding project seledion, prqjecft,design, project management

and caonstruetion management. '

What is the purpose of your festimony?

| will be discussing the operations of the Company and the impact of these

operations on the requested rate increase. My testimony will interface

- with Larry Goodhue's and John Boisvert's testimony in regards to

addressing the operational profofmas that are part of Schedule 1 and ihe
capital investrents that impact Schedule 3.
Before beginning a detailed analysis for the Rate Case Sehedules

pleasy comment on how e change in ownership has Impagted the

 operations of the Company.

The Company continuss 1o operate its sysienin ihe same way a5 prior fo

the acquisition.. Alltheermployees who pardorrn work for the Company sre

employad by Peridhudi Water Woiks and their time:is efther givertly

ehargad to PAC through work orelers or i.n;:ii?f@eiiy:vi%amugh 4 Management

Fes Allocation, pursuant fo the 2006 Cost Allosation Agresmeént. The
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operations work in each department continues te be done by the same
people as prior to the acquisition. The focus of the operations employees,
both beforé and after the acquisition, 15 to méet the neéds of our |
customers. The Company is supportive of the operations staff and has.
developed strategic initiatives fo insure-that the Gompany‘;m,aihta'ins Vhig’hiy
motivated and well trained employses. These initiatives are listed in
Pennichuck Cmpgraﬁen's Strategic Plan, which can be fand on .

Pennichuck's web site, vyww,

panhichuck.com under the Gompany Reports
section. |

Please discuss the impact of the operating expenses and proformas
detailed v Schedule 1, %_hie» Gperating lngore Statement.

A The operating expensss. reflactad in the test year ending in

Decernber 31, 2012, in conjunction with the brofarmas that | will be

a discussing, provide the basis for the Company's Schedule 1. 1 will focus

my discussions on the differenices in the Operating lncome Statement

between the year ending 12/31/20:10 and the proformed test year ending

“32131:/-5201‘2.. As a matfar of c@ﬁiaxé, it is warth noting thatthe Gompany's
fequested increase in revenues of 9.34% is far less than the 21.78%
increase itwould hiave filed for as 4 publigly tradad company. - The lower
rate Inorease baing sought Is g-diract reflection of the 1‘::3;%7%@?%‘&3 of the
gequisition of Pennichuck Corporation by the Gity of Mashua, which ars

primarily derived from;
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1. Reduced Return on: Investment from 8.52% to 6.85% that
translates into a lower cost of funds for capital investments.
2. Reduetion in Management Fee allocation from Pennichuck
Corporation and Pennichuck Water Work's Inc. of almost
$81,000, reflecting the Cenﬁp:anyissﬁarte of cost savings,
associated viith the change in ownership.
Why do you cornpare the operating expenses for the year ending
1213112010 {Calendar Year 2010 or CY 10) to the prﬁbrméd expenses
for the year ﬁe*n‘ding 1213112012 {Calendar Year 2012 or GY 12)?
The ce,mpa:ri.écnwas made for the following feasens:
1. The CY 10.data is readily avajlable on 'the(:ﬂm_gaahy’vsf Sehadule 1.
2. The GY 12 data represents the expense data adjusted fo what we

axpect to experiencs during 2013. The proformed expenses reflect the

annualization of part year 2012 expense changes as well asiheé inciusion

. and annualization of the known and measurable expsenises that will ba

incurred within 12 months of the test year ended on 12/31/2012. The

' comparison of the expenses between CY 10 and CY1 2 presents 8 look

ovar a 3-year time frame, which should eliminate the majority of expense

- anomalissthat may occur year ever year, buf are unilikely fo o¢cur whan

doing an analysis over a serias of years.
Please dissugs elomznts of the Opsrating Income Statement,
beginning with the Production expensé linie explaining the differance

between the CY 10 expenss angd the CV 12 proformed expensa,
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The proformed CY 12 production expense is $2,758 more than the ~CY‘1:0 '

expené*e or abaui,e.?% over 3 years (about 0.9% per yaar). The primary
cause fér;_this expense.increase s increased fabor ¢osts.

Please explain the pfod’aaﬁm expense proformas found in Schedule
1, Attachment B, Page 1. |

This proforma adjustment ée‘tai.ls the Company’s expected reduction of its

electric costs by $384 based on bids received for the supply portion of ifs

glectric power costin-the fall of 2012. The new, lower electric supply

cests went inta-effect on Ncavember"l, 2012. The proforma adjustment for

the Cormnpany’s eleatric costs @gcounts for an-additional 11 months of

savings that the Company will experience in 2013

- Pleass expiaén the ?$§13;§‘§3 incregss in Transmission and Distribution
expense lingurred hetwesn the CY 10 and Y 12,

This increass resulted from increased costs assoclated with main and

service repairs in-the amount of about $8,200. This coest differential was

due primarily to the need to undertalce five leak repairs in 2012 varsus ‘ -

' three in 2010. This is consistent with- variations in aperating expenses the

Compamg},ﬁas ﬁi;acu%@d in pravious ?a*te cases, For instance, the cost of
sefvige and maii repairs in 2011 was 32’1 196 greater than the CQ%; of
service .gnd rnain repairs in 2012,

Q. Plogse explain he Transmission and Distribution experiss

g;?"@’%é?mﬁ Foungd in Schadule 1, Attashment B, _%g@j 2.

oy
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This. proforma adjustment reflects the annualization of the increase fo the
union wages of 2.5% along with the impact of direct ov&rﬁea‘d costs
associated with the Company's expected five-year union ccar;.tract

Please explain the Customer Accounts and Collection sxpense
prefdm‘ta found in Schedule 4, Attachnient B, Page 3.,

The §mforrﬁa_.reﬂects a re‘ducﬁan in operating expenses ag the result of a
recent reguest forbids to provide the Company’s print managerﬁem,

which resulted in a lower costs forfarms and processing in the amount of

- $1,085, with an offset for increased postage costs of $85, resulting in a

proformed annual reduction in costs of $1,000. This bid process.was
completed in advanes of the exgiration of -'ihéexisiingr 2:yaar contract for
these services, which was set.to expire atthe endof 2013, The
'r‘s‘gge’ciafﬁﬁﬂs with the vehdor allowad the campany to _ré’aﬁzé these cost
redugtions. in advanee of 2014, the first officlal year of the contragt.
Please explain the $5,249 deeragdse in Adminisirative and @ﬁangwi
Costs befween GY 10 and CY 1292

Administrative costs decreased substantially in GY12 as the result of &

~ dicrease in ingurance expense of $30,334. This decrsase i insurance

sxpense was offset by an incréase in insurdinge sosts of $30,732
experienced in 2013, reflecting increases i the area of General and
Excgss Liability pramiuims f%lﬁé’@.ﬂiéié%ﬁij with e Cormpeny's hwo dams.
Adefifionally, outside servises in the amount-of §7:950 were proformed out

of the 2102 Administrative costs reflecling 2 ons-iime expense in 2012.
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What has the Company done to eombat the increase in insurance

associated with its dams?

‘The Company is in the process of remeving ong of the twd dais Operg‘ted

bythe Company. The removal of the Berry Brook Dam in 2013 will resutlt

Please explain the reduction in Interdivisional Management fee of
$31,111 between CY 10.and GY 12.

This reduction is the direct result of the City’s Acquisition of Pennichuck

“Corporation a:m:i~ reflects the savings at the corporate level of costs

associated with being privately owned versus a publicly trédsd company.
The savings reflected in this line of the Oparating Iricoms Statement are
g»rimaf§§y the result of PAG’s share of the approximately $’§;87 ‘million in
savings detailed in Mr. Gosthug's testimony. .

Please explaii the profoira adjustmants 1o the CY 12 Inteidivisional

Managsment fee ot $5,248.

The proforma: acijgsimems that resulted in the $5,248 incragise are

detailed o Schedule 1, Attachment G, Page 2. As detailed on this
schedule thers are increases associated with salaries dnd benefits,
ﬁﬁhiéﬁii&i{ﬁ%iéﬁﬁ af Bzzz%ffé af !;Ei?;géiétar %”«“:ée:s,, gension expenses, computer
softwara support fees and lsagseheld improvemeants oifsat by decreages in
lsuse costs and residusl bl 'f‘;';@mgéaﬁg aosts thelwers ncurrad insarly
7012, |

¢ annual sothyare faes.

Flease explaln tha Incrdase in compy




The Company has begun the process of develaping an asset
management plan and Geographical Information System (GI8). The
inc‘fea-s;e in annual soﬂWare fees is associated with the computer
programs ne‘ee.ésary to implement these programs, The valye of these

programs is discussed in Mr. Boisvert’s testimony.

Wihat is the overall impact of the operating gipetse profotmas and *

the CY 12 operating expenses when compared to the CY 10
operatintig Aexpenses? '

The GY 12 operating expenses. are $27,895 less than the .CY 10 operating
expernses.

Ploase distuss the Property Tax section of eperating deduciions

 seciion of the Operating npome éS;’&?erﬁ@r;&

Property faxes continue to escalate at rales in excass.of inflationary
!@ve‘i's. Duerto seme credils-and shilfts in propsrty ';i,aax&s's" batween the Stale
Utility tase and the Town of Plitsfield, the $60,787 resorded as pmperiy
taxes is not fully r%f lectiva of the change in property taxes since the rast
rate incraase. The increase in property taxes belween 2{3853 and 2012 in

the amount of §19,485 translales to an increase of just aver 24%. During

this same fime frame, Plant in Saivics, net of depregiation axpense and

the Municipal Acquisition Regulatory Asset (MARAY oitly inaraased by
10:1%. Sthednle 1, Attachmant D saplores the projecied increases in
propaity taxes associated With 1he assst additions and refiremiants

raflectad in Sshedule 1A, Attachrmenis Aznd B,
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Relative to imipacts on the operating revenues, please. explain what
has happened to the consumption patterns in the Company?

The Ccmpény evaluated consurnption patierns by focusing on the winter
quarter consumption as it is not impagcted by suriimer usage and irrigation

and is considerad in the industry to be representative of base residential

- consumption. Exhibit DLW-1 details the eurrent consumption patterns.

This exhibit shows & redlétion in basé residential per day hc‘rusahmd'

| consumption, amaunting to 17.1% over the past 3 year.s.‘ The impaet an

revenues of the drop in base consu:ﬁpt‘fon of 16.4 CCF per household per

year was further impacted by a 1.4% decrease in customers, The nat

- result of these two chariges is thiat the $683,989 in revenues ggnaraied in

2012 fell $48,612 shart of the revanue level set in DW10-090, The loss of
these reveénues, together with the increase in property taxes accounis for

almost 70% of the requested 9.34%: ‘;?faié ine‘reéss‘.

Has the Goriparly promoted conservation in the PAC systems?

- The Company has promoted consensation through semi-annual mailings ;

that Have distussed proper lawn irigation practices and that have
prornotad ’z%}é Lié‘é} of water saving fiwiures. Without a change in rate
c%efs‘ir;' such as a step up rate, promoting further @@ﬁ'@‘eﬁzaﬁ;ﬁn will affect
those who are 1east able 1o buy Water saving fixluras. As more
wr‘ssswaﬁm oeours, thewaler rate associated with consuription will nged
io increase ta gengrate sufficient revenues fici pay for the fixed costs that

aré funded with constimption based revenus dollars,
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Will the proposed inc'réase’.be spread uniformly across the various
customer classes?

Yes, |

Was aéﬁst@f sem}i‘c'e Study preg;ﬁared‘ as part of this case?

No. The last cost of service study was prepared as part of DVW10-080.

. Ihagmuch gs there was little change in the mix of custormers, assets and

expenses since DVW10-090, the Company coneluded that preparing & Cost

-of Service Study was not justified.

Please sumﬁiarize the impaci of the Company’s rate incraase reguest
by Gusiomer Class. -

The Tariff pages and Repori of Proposed Changes shieets which datail the
impagct or %:gz'e aie i_r%crea'se by sﬂst@m;e’r-ciass: are found in Sections 6 and
13 of the filing. . -

Hoir doss the Sompany plan to nofify its customars 5f the pentding

yake incraane?

Ifi accordarice with Puc “32{33;@2@ and (d), the Company will be notifying
its customers reg‘ardiﬁg the rate ﬁii‘ﬂg by providing @ form. of notiee. The
notics will be included in mailings- 1o customers as part of its ragilar
cyole billing, Additionally, whan the ﬁ@.mm%esééﬂ issuss.the order fo
stispand, tariffs é?arz'd schedile a prehearing conferenca, the Gﬁ;;vﬂpgaﬁy |

will provide noification in area newspaper(s).

Do you have diy ofher festimony to offer?

Mo,

11

049



