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Please state your name, business address and occupation. 

My name is James L. Lenihan, and my business address is 21 Soutl~ Fruit St. Concord, 

New Hampshire 03301. I arn employed as a Utility Analyst by the New Hampshire 

Public Utilities Commission (Commission). 1 am a graduate from St. Francis College, 

Maine with a B.A. in Economics, and subseqi~eiitly completed graduate courses at the 

University of Maine. 111 1985 I attended the Michigan State University Regulatory 

Studies Program. During the period 1969-73 I was a Junior High School instructor ill 

Biddeford, Maine. In the fall of 1973 I joined the Cost of Living Council in Washington, 

D.C. From 1974 to 1984 I held various positions in the Federal Energy Administration 

and the Department of Energy as an Analyst in the areas of fossil fuel availability, 

distribution, and price for the residential, industrial and utility sectors on a national as 

well as regional level. In July of 1984 I joined the staff of the New Hampshire Public 

Utilities Commission. 

What is the purpose of your Testimony? 

The purpose of 111y testimony is to review Pennichuck Water Works Ii~c.'s (Pennichuck or 

the Petitioner ) Cost of Service findings and recommendations submitted in support of 

this permanent rate proceeding. 

How many customers are provided water service by Pennichuck? 

Pennichuck serves approxi~nately 24,800 metered customers primarily located in the City 

of Nasliua. In addition, Pennichuck serves the entire town of Amherst, limited areas in 

the towns of Merrimack, Hollis, Bedford, Derry, Plaistow, Milford, Epping, Salem and 

Newmarket. Anheuser-Busch and the towns of Milford and Hudson are provided service 



~111der the tenns of special contracts. Peiinicliuck also provides Municipal as well as 

private fire protection. 

Would you describe Pennichuck's current rates prior to the authorization of 

temporary rates in this proceeding? 

Peiinichuck provides a general metered service which is comprised of a monthly $15.36, 

or $46.08 quarterly service charge for a 518 in. residential meter as well as a volumetric 

charge of $2.40 per hundred cubic feet for all water consumed. At tlie time of the filing, 

Pennichuck was i n  tlie process of converting all custoniers from quarterly to nionthly 

bills. The conversion to monthly billing was completed in November 2008 and as of 

December 2008 all customers were to be billed on a monthly basis. The consu~nption 

portion of the bill is a single rate for all water consumed for all ineter sizes. The special 

contracts have n~inimum charges and volun~etric rates which are established in 

accordance with the tenns and conditioils of the special contracts. In addition to metered 

water service, Pennichuck provides municipal and private fire service. The private fire 

service costs are recovered through means of graduated charges increasing based on the 

size of tlie service pipe entering the property. Costs of serving the inunicipal fire 

protection customers are recovered by means of a hydrant charge and all inch-foot charge. 

How much of  an increase in annual revenue is Pennicuck seeking in this 

proceeding? 

Pennichuck is requestiilg a per~naiient increase in rates to reflect an annual revenue 

increase over the test year ending on Deceniber 3 1, 2007 in the amount $3,193,638 or a 

14.72 percent increase over test year revenues. In addition, the Petitioner is requesting 



two step increases to reflect post test year additions. The first step increase requested is 

in the amount of $1,096,560 or a 5.05 percent increase over test year revenues and a 

second step increase originally requesting a $1,195,589 or 5.5 1% increase which was 

later modified to reflect capital additions that were deferred. The modified second step 

reduced the amoiuit of tlie increase requested to $822,299 or 3.79 percent over the test 

year revenue. The total annual reveliile increase sought by Pennichuck including the two 

steps is 23.56 percent. 

What are the factors resulting in the increases proposed by Pennichuck? 

The increases result from completion of upgrades to its water treatment plant in 2008, 

replacing aging water mains, services, valves and hydrants in 2007 as well as the 

installation of radio meter readers in 2007 to achieve the Company's transition form 

quarterly to nionthly billing. The step adjustnlent i~lcludes recovery of additional capital 

expenditures beyond the end of the test year and into 2008. Operating expense increases 

which have occurred or will occur within twelve months follow the test year are also 

included in this pemianent rate increase. 

Does Pennichuck currently have temporary rates in effect? 

Yes, on December 30, 2008 by Commission Order 24,926 Pennichuck was granted an 11 

percent increase over its last authorized annual revenue. Pennichuck originally filed for 

an 11.27 percent increase, however, tlie parties to the stipulatioil agreement recommend 

an 11 percent temporary rate increase in revenue and was approved by the Conln~ission 

for effect on service rendered on or after July 28, 2008. The temporary revenue increase 

translated into a 318 inch residential monthly customer charge of $1  6.55 and a volumetric 



rate of $2.64 per hundred cubic feet. 

How did the Petitioner propose to adjust its current rates to achieve the 11.27 

percent temporary rate increase? 

Originally, Pennichuck proposed to follow tlie res~ilts of its June 2008 Cost of 

Service Study submitted in this proceeding for implenienting temporary rates. The study 

recommended the general metered class increase by 1 1.07 percent, private fire class by 

69.72 percent, niuilicipal fire protection by l . l  percent, Anheuser Busch, 12.75 percent, 

Milford Contract volunietric charges 11.99 percent and the Hudson volu~netric charges 

9.13 percent. Given the study reco~ii~iiended such a large increase in pemianent rates for 

private jire protection, it was recommended in the stipulation on teniporary rates that less 

that the full amount of the proposed increase to private fire protection be placed in effect 

pending f~~r ther  investigation into tlie recommendations of the study. For the purposes of 

establishing temporary rates, tlie increase in private fire protection was shared equally 

between municipal and private fire protectio~i custonlers. The remainder of the rate 

increase was borne proportionally by all Pennichuck's custoniers in accordance with the 

findings in the Cost of Service Study. 

For the purpose implementing an increase in permanent rates and possibly 

additional step increases in this proceeding, will staff continue to recommend the 

increase to the private fire protection class be shared with the municipal customers'? 

No, for the purpose of implementing a pemianent increase in this proceeding, and should 

the comniission approve the step increases, staff would recommend that the private fire 

protection class rates be adjusted in accordance with tlie recommendations in the of the 



Cost of Service Study. Further investigation into the reasons for the increases were 

outlined in the infonnation submitted in response to staff data request 4-1 attached. It is 

recommended, that although substantial, the private fire protection increases are 

necessary to keep rates in line with cost. The only way not to fully implement tlie 

increases to private fire protection would require the revenue short fall to be borne by the 

other classes. Given tlie number and magnitude of rate increases Pennichuck customers' 

have experienced in the past ten years, I would not recommend recovering a short fall 

from other classes. 

Did you have any other issues with the results and recommendations of the Cost of 

Service Study'! 

No. 

What increase would a residential (518-inch meter) customer see as a result of the 

proposed permanent and step increases? 

Slio~ild tlie pemianent rate and step increases be approved as modified an annual water 

bill for a single family home would be approximately $557.59 based on an average usage 

of 9.53 hundred cubic feet of water per month. This w o ~ ~ l d  represent an increase of $8.23 

per month over currently effective permanent rates. 

When is Pennichuck proposing the increases become effective? 

The revised tariff pages submitted in  this proceed governing the permanent, temporary 

and step increases all identify and effective date of August 1,  2006. However since the 

effective date of tetnporary rates in this proceeding is July 28, 2008, should the 

Commission approve a pemlanent rate increase above the temporary rate level, the 



1 temporary and permanent rates would be reconciled back to the effective date of the 

2 temporary rates. If tlie Coinniission approves a step adjustment to reflect ilnprovements 

3 in 2008, staff recommends that the effective date of the step adjustments be no earlier 

4 than the effective date of issuance of a final Commission Order in this proceeding. Staff 

5 also recommends that any reconciliation not include any expenses associated with the 

5 step adjustment. 

7 Q. Does this conclude your testimony? 

8 A.  Yes. 



Attachment JLL-1 

DW 08-073 
PENNICHUCK WATER WORKS, INC. RESPONSE TO 

STAFF DATA REQUESTS FROM TECHNICAL SESSION- SET 4 

Date Request Received: 2/26/09 
Request No. Staff 4-1 

Date of Response: 311 1/09 
Witness: Bonalyn J. Hartley 

John R. Palko 

REQUEST: 
a) Please provide the percentage rate increase for public and private 

fire protection for the years 2001 through 2008. 

b) Please explain the cost increase to the private fire protection. 

RESPONSE: 
a) Please see attached schedules for public and private fire protection 

rates and the footnoted percentage increases in 2007 and 2008. 
Also included is a schedule of public fire protection revenues from 
the years 2000 to 2007 that reflect revenue increases due to the 
number of inch foot and hydrants updated annually as well as the 
2007 rate increases. 

b) As was noted in the response to Staff 3-16, it is difficult to pinpoint 
any one item as being responsible for the increase in private fire 
protection rates. As further noted, the increase in private fire 
protection rates is due to the combination of changes, both in 
investment and in operating expenses, which have occurred since 
the prior study and to the totality of a11 allocations in the present 
study. 

In order to obtain additional information and insight concerning 
the increase to private fire protection, a number of comparisons 
involving present rate revenues, the results of the present (i.e., the 
June 2008 study based on a 12/31/07 test period) cost of service 
allocation study, and the results of the prior (i.e., the July 2001 
study based on a 12/31/00 test period) cost of service allocation 
study were developed. These comparisons are attached to this 
response. Note that identification of the attachments is provided in 
the footer at the bottom of each attachment. 

A number of comparisons are set forth on the attached Schedule 1. 
The topmost compares present rate revenue to the results of the 
12/31/00 cost allocation. As is shown thereon, the revenue from 
private fire protection showed a percentage increase of less than 
half the percentage increase of net revenues from sales while 
municipal fire protection revenues showed a greater percentage 



Attachment J L L l  

increase than net revenues fi-om sales. In and of itself, this 
indicates that, all else being equal, private fire protection would 
require greater increases than the overall increase and the increase 
to municipal fire. 

The center portion of Schedule 1 compares the results of the 
1213 1/00 cost allocations witb the results of the 12/31/07 cost 
allocations. This shows that relatively more costs were allocated 
to private fire in the 123 1 107 study than in the 1213 1 100 study. 

The bottom comparison on Schedule 1 shows the 12/31/07 
indicated percentage increases over present rate revenues. 

The attached Schedule 2 shows the increase in the number of both 
private and municipal fire protection billing units from the 
12/31/00 study to the 1U3 1/07 study. As shown thereon, the 
number of private fire protection billing units increased by almost 
20% while the increase in municipal fire protection billing units 
was only about 7%. This means that, on a percentage basis, more 
of the total fire protection cost responsibility would be allocated to 
private fire in the 12/31/07 study than was allocated in the 
1213 1 100 study. 

Additionally, comparing the data set forth on Schedule 2 with that 
in the top portion of Schedule 1 shows that over the seven years 
between studies, the revenue increase fiom private fire was only 
slightly greater than the increase in billing units, while the revenue 
increase from public fire was significantly greater than the increase 
in billing units. 

The attached Schedule 3 compares the private and the municipal 
class allocators used in the 1213 1/07 and the 1213 1/00 cost 
allocation studies. These allocators bear out the fact, as noted and 
discussed above, that the relatively greater increase in private fire 
protection billing units means that more of the total fire protection 
cost responsibility would be allocated to private fire. In the 
12/31/00 study, 13.42% of the revenue requirement was 
attributable to all fire protection with 2.81% attributable to private 
fire protection and 10.61 % attributable to municipal fire protection. 
In the 12/31/07 study, the total fire protection responsibility 
increased to 13 .go%; however, municipal fire protection cost 
responsibility decreased to 10.12%, while private fire protection 
cost responsibility increased noticeably to 3.68% of the net 
revenue requirement. 
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Several other comparisons were developed to provide additional 
data and information for this response. The attached Schedule 4 
sets forth a comparison of the results of the functional cost 
allocations fiom the 1213 1/07 study and the 1213 1/00 study. This 
comparison shows that there was minimal change in the fire 
hydrant fimctional cost but significant change in the base and extra 
capacity hct ional  costs. Significant portions of the extra capacity 
functional costs are subsequently allocated to fire protection. 
Given the relatively greater increase in private fire protection 
billing units when compared with municipal fire protection billing 
units, relatively more of the fire protection responsibility for extra 
capacity costs would be allocated to private fire. 

The attached Schedule 5 starts with the 12/31/07 functional cost 
allocation (which was also set forth on Schedule 4) and applies 
both the 1213 1/07 private fire class allocators and the 1213 1/00 
private fire class allocators. The results show that if the 1213 1/07 
private fire class allocators were not changed fiom the 12/31/00 
study, the indicated 1213 1/07 private fire cost responsibility would 
be $806,793 or a decrease of $108,872 fiom the actual 12/31/07 
study. This would represent a 57.36% increase above present rate 
private fire revenues. This is still significant, being more than 4 
times the overall increase. 

Finally, the attached Schedule 6 applies both the 12/31/00 
functional cost allocation results and the 1213 1/00 private fire class 
allocators to the current $24,898,859 net revenue requirement. 
Under this scenario, private fire would only be responsible for 
$699,68 1 of the 1213 1 107 net revenue requirement. While this is a 
decrease of $215,984 from the indications of the 12/31/07 study, it 
represents an $186,967 (or 36.47%) increase above the $512,714 
present rate private fire protection revenue. This is still significant, 
being about 2.8 times the overall increase. 

It is noted that in developing fire service capacity units (refer to 
Schedule 7, Page 2 of 2 in the 12/31/07 cost of service allocation 
study), no weighting factors were applied to private fire service. It 
is not uncommon to weight private fire more than municipal fire 
given the fact that fire flow demands and requirements in areas 
served by private fire protection facilities are usually greater than 
the fire flow demands and requirements in areas served solely by 
municipal fire protection. If such a weighting were used in the 
12/31/07 study, the resulting allocations to private fire protection 
service would have been ever greater. 



Attachment JLL-1 

Also note (either by reference to Schedule 5 herein or by reference 
to Schedule 5, Page 1 of 1 in the 12/31/07 study) that no functional 
customer-services costs were allocated to private fire. Arguments 
can be made that some portion of these costs should be allocated to 
private fire. If this were done, the overall allocation of cost 
responsibility of private fire protection service would increase even 
further. 

In closing, it is noted that the allocations and resulting cost and rate 
increases to private fire protection service developed in the 
12/31/07 study, even though large, are reasonable based on the 
study itself and the discussions and information set forth herein. 
Of course, a gradual approach can be taken in increasing the 
private fire protection rates and revenues, recognizing that any 
revenue not received from the private fire protection class would 
need to be recovered from other classes. 



Pennichuck Water Works, Inc. R~~~~~~~ to staff 4-l(a) Pennichuck Water Works, Inc. 
DW 08-073 

Private Fire protection Rates : (1 1 (2) (3) Attachment Staff 4-1 
Size 2001 2002 2003 2004 2005 2006 2007 2007 2008 Page 1 of 8 

4"orsmaller $ 23.75 $ 23.75 $ 23.75 $ 23.75 $ 23.75 $ 23.75 $ 28.62 $ 29.35 $ 40.05 
6 $ 39.85 $ 39.85 $ 39.85 $ 39.85 $ 39.85 $ 39.85 $ 48.02 $ 49.25 $ 67.20 
8 $ 58.67 $ 58.67 $ 58.67 $ 58.67 $ 58.67 $ 58.67 $ 70.70 $ 72.51 $ 98.94 

Public Fire Protection Rates: (1 (2) (3) 
Size 2001 2002 2003 2004 2005 2006 2007 2007 2008 

Inch Foot -$ 0.0920 $ 0.0920 $ 0.0920 $ 0.0920 $ 0.0920 $ 0.0920 $ 0.1109 $ 0.1137 $ 0.1160 
Hydrant $ 134.40 $ 134.40 $ 134.40 $ 134.40 $ 134.40 $ 134.40 $ 162.00 $ 166.08 $ 201.96 

Notes: - 
(1) 20.50% step ihcrease for service rendered as of 1/5/07 
(2) 3.07% additional step increase for service rendered as of 6/1/07 
(3) reflect temporary increase of 36.45% for private and 21 6 4 %  for public hydrant and 2.04% for public inch foot issued 

12130108 for services rendered as of 7/28/08. 
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Pennichuck Water Works, Inc. 
DW 08-073 
Attachment Staff 4-1 
Page 3 of 8 

Pennlchuck Water Works, Inc. 
Date for Request No. Sleff 4-1 

Allocation and Revenue Comparisons 

Attachment JLLl  

12/31/00 Present Rate $ % 
Allocation Revenue lncrease lncrease 

Private Fire Protection 421,450 512,714 91,264 21.65 

Municipal Fire Protection 1,589,671 2,493,950 904,279 56.88 

Net RevenuelRequirernent 14,879,788 22,007,885 7,028,097 46.92 

The above tabulation compares the results of the cost of setvlce allocation based 
on the 12131100 test period with the present rate revenues which were current at 
the time of the June 2008 cost of sewlce allocallon study. Dollar Increases and 
percentage increases are shown. 

12/31 100 12131107 $ % 
Allocation A m  Increase lncrease 

Private Fire ProtecUon 421,450 915,665 494,215 117.27 

Municipal Fire Protection 1,589,671 2,520,828 931,157 58.58 

Net RevenuelRequirernent 14,979,788 24,898,859 9,919.071 66.22 

The above tabulation compares the results of the cost of service allocalion based 
on the 12131lW) test period with the results of the cost of sewice allocation based 
on the 12/31/07 test period. Dollar Increases and percentage increases are shown. 

Present Rate 12131107 f % 
Revenue Allocatkm lncrease lncrease 

Private Fire Protection 512,714 915,665 402,951 78.59 

Municipal Fire Protection 2,493,950 2,520,828 26,878 1.08 

Net RevenuelRequirement 22,007,885 24,896,859 2,888,974 13.1 3 

The above tabulation compares Ihe present rate revenues with results of the cost 
of service allocation based on the 12/31/07 test period. Dollar increases and 
percentage increases are shown. 
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Pennichuck Water Works, Inc. 
DW 08-073 
Attachment Staff 4-1 
Page 4 of 8 

Pennichuck Water Works, inc. 
Dala for Request No. Staff 4-1 

lncrease in Number of Fire Protection Billing Units 

Private Fire Protecllon 

Number Number lncrease % 
Size - j@12131107 ~12131100 In Number lncreese 

ire Protection 

Number Number Increase % 
@12131107 @12/31100 in Number Increase 

Hydrant 2,458 2,309 149 6.45 

Inch-Feet 18,344,114 17,116,582 1,227,532 7.17 

This schedule compares the number of fire protection 
bllling unHs In the 12131100 test perlod wlth the number of 
fire protection billing unils In the 12/31/07 test period. The 
increase in number and the percentage increase are shown. 
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Pennichuck Water Works, Inc. 
DW 08-073 
Attachment Staff 4-1 
Page 5 of 8 

Pennichuck Water Works, lnc. 
Data for Request No. Staff 4-1 

Comparison of Class Allocators - Test Periods Ending 12/31/07 and 12/31/00 

Tesl Period Test Period 
Endina lU31107 Endina 12/31/00 Change Between 
% to % to % to % to Test Periods 

Functional Cost Priv Fire Muni Fire Priv Fire Munf Flre Prlv Fire Muni Fire 

Base Cost 0.28 0.72 0.24 0.70 0.04 0.02 

Extra Cap Max Day 7.04 17.82 6.50 18.60 0.54 (0.78) 

Extra Cap Max Hour 10.25 25.96 8.15 23.29 2.10 2.67 

Cust - Comm'l 5.35 0.04 5.33 0.04 0.02 0.00 

Cusl - Meters 0.00 0.00 0.00 0.00 O.UO 0.00 

Cusl - Services 0.00 0.00 0.00 0.00 0.00 0.00 

Fire Hydrants 0.00 100.00 0.00 100.00 0.00 0.00 

Net Revenue Req'm'nt 3.68 10.12 2.81 10.61 0.87 (0.49) 

Combined Flre % 13.60 13.42 0.36 

Thls schedule compares the private and municipal fire class allocators used in the cost of service allocation 
studies based on the test periods ending lU31107 and 12M1100. The last two colomns show Re magnitude 
of the change in each individual allocator. 
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Pennichuck Water Works, Inc. 
DW 08-073 
Attachment Staff 4-1 
Page 7 of 8 

Pennichuck Water Works, Inc. 
Data for Request No. Staff 4-1 

Effect of Using 12/31/00 Class Allocators far Private Fire 

12/31/07 12/31/07 Allocation Private Fire Allocetion 
Allocation To Private Fire Usina 12/31/00 Factors $ 

Functional Cost Results - % s - % $ Difference 

Base Cost 9,658,898 0.28 27,605 0.24 23,661 3,944 

Extra Cap Max Day 6,109,640 7.04 430,119 6.50 397,127 32.992 

Extra Cap Max Hour 3,406.156 10.25 349,131 8.15 277,602 71,529 

CUS~ - Comm'l 2,033.832 5.35 108,810 5.33 108,403 407 

Cust - Meters 1.695.152 0.00 0 0.00 0 0 

CUS~ - Services 1,317,118 0.00 0 0.00 0 0 

Fire Hydrants 478.063 0.00 0 0.00 0 0 

Net Revenue Req'm'nt 24,898,859 915,665 806,793 108,872 

This schedule allocates the functional cost components developed in the cost of s e ~ ~ c e  a l b t i o n  study 
based on the 12/31/07 test period to Private Fire using the class allocators from the 12/31/07 shrdy and 
the dass allocators from the 12/31/00 study. The last column shows the resulting differences between the 
two sets of dass allocators. 
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Pennichuck Water Works, Inc. 
DW 08-073 
Attachment Staff 4-1 
Page 8 of 8 

Pennichuck Water Works, Inc. 
Data for Request No. Staff 4-1 

Current Private Fire Allocation Based on 12/31/00 Allocators 

12/31/00 Allocated % to Allocated 
Functional Cost % Prlv Fire to Priv Fire 

Base Cost 43.32 10,786,187 0.24 25,887 

Extra Cap Max Day 20.48 5,099,286 6.50 331,454 

Extra Cap Max Hour 15.68 3,904,141 8.15 318,187 

CUS~ - Cort-tJnBl 1.82 453,159 5.33 24,153 

Cust - Melers 8.90 2,215,998 0.00 0 

Cust - Services 6.65 1,655,774 0.00 0 

Flre Hydrants 3.15 784,314 0.00 0 

Net Revenue Req'm'nt 100.00 24,898,859 2.81 699,681 

This schedule uses the results of the 12/31/00 test period functional cost 
allocation and the 12/31/00 private fire class ellocators to allocate the 
current 8 24,898,859 net revenue requirement to the private fire class. 
Based on the 12/311000 test period parameters, private fire would be 
responsible for $699,681 of the current net revenue requirement Thls 
represents a $186,967 (or 36.47%) increase above the $512,714 present 
rate revenue. 
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New Hampshire Public Utilities Commission 

Pennichuck Water Works, Inc. 

D W 08-073 

Petition for Permanent Rates and Step Increases 

Direct Testimony of Jayson P. Laflamme 

INTRODUCTlON 

Please state your full name. 

My name is dayson P. Laflaninie. 

By whom are you employed and what is your business address'? 

1 am e~nployed by the New Hampshire Public Utilities Co~nniission (NHPUC) and my 

business address is 2 1 South Fruit Street, Suite 10, Concord, New Hampshire. 

What is your position at the NHPUC? 

I am a Utility Analyst in the Gas and Water Di\ ision. 

Please describe your duties a t  the NHPUC. 

I am responsible for the cvaluatio~l of rate and financing filings, including the 

recommendation of changes i n  revenue levels that conform to regulatory methodologies. 

I represent Staff in meetings wit11 company officials, outside attorneys and accountants 

relative to rate case and financing matters as wcll as the Commission's rules, policies and 

procedures. 

Would you please describe your educational background? 

I received a Bachelor of Science Degree in Accounting froni Lyndon State College in 

1989. In 1998, I attended the NARUC Annual Regulatory Studies Program at Michigan 



State University. In 2002, I attended the 22"d Annual Western Utility Rate School in San 

Diego, Cali fomia. 

Would you please describe your work experience? 

In 1989, I was hired as a Staff Accountant by Driscoll & Con~pany, a CPA finn located 

in Littleton, New Hampshire. 1 perfonned audits, reviews and compilations as well as 

prepared tax returns for a variety of entities. I was eventually promoted to the position of 

Manager. In 1997, I was hired as a Utility Examiner in the A ~ ~ d i t  Division of the 

NHPUC. I11 that position, I participated in field audits of the books and records of 

regulated ut~lities in the electric, telecon~munications, water, sewer and gas industries. 1 

examined reports and filings submitted to the Comn~ission by regulated utilities and 

perfomled rate of return analyses. In 2001, I was promoted to my current position as a 

Utility Analyst in the Commission's Gas and Water Division. 

What is the purpose of your testimony? 

My testimony will provide Staffs recommendation with regard to a permanent rate 

revenue requirement for Pennichuck Water Works, Inc. (PWW or the Company). My 

testimony will also provide Staffs recommendations regarding the Company's request 

for two step increases relative to this rate proceeding. 

STAFF RECONIMENDATION FOR PERMANENT RATES 

Please provide a brief summary of PWW's request for permanent rates in this 

proceeding. 

On June 23, 2008, PWW filed a petition, including testimony and supporting schedules, 

requesting approval of a permanent rate increase in order to generate additional revenue 



of $3,193,79 1, wliicli represents a 14.72% increase in annual operating water revenue. 

The Conlpany utilized a 2007 test year in making its detem~inations. 

Are temporary rates currently in effect in this docket? 

Yes. 011 December 30, 2008, the Comniission issued Order No. 24,926 authorizing a 

tenlporary revenue increase of 1 1.00% to be i~nplemented on a service rendered basis, 

effective July 28, 2008. 

Before discussing the specifics of Staffs recommended revenue requirement, are 

there any general comments that you would like to make? 

Yes. I would like to commend tlie Comn~ission's Audit Staff for their excelletit work in 

this case. The Audit Staff was quite tlioroirgli in its examination of the Company's test 

year and discovered many items which were included in its Final Audit Report dated 

February 10, 2009 (Final Audit Report). Many of these items have been incorporated 

into Staff's recolnniendations. 

Please summarize Staffs recommendation regarding a permanent rate revenue 

requirement for PWW in this case. 

As indicated on Schedule 1 of Attachment JPL-1, Staff is recommending a revenue 

requirement totaling $23,718,630. This represents an increase of $2,015,562, or 9.29%, 

over tlie Company's pro-foniied test year operating water revenue of $21,703,068. 

Staffs reco~nmended revenue requirenient is calculated utilizing a total rate base of 

$77,843,943 which is computed 011 Schedule 2 of Attachment JPL- 1 and provides for an 

overall rate of retl~rn of 7.07% which is based upon the direct testimony of David C. 

Parcell, Staffs cost of capital consultant in this proceeding. The revenue deficiency 

before tax effect is $1,217,198. When the federal and state tas effect of $798,364 is 



1 added to this revenue deficiency, the overall increase in the Company's revenue 

2 requirement becomes $2,015,562. 

3 Q. What was used for a Federal and State tax rate? 

4 A. As indicated on Schedule 1 A of Attachment JPL- 1 ,  an overall effective tax rate of 

5 39.6 1 %  was computed. This is the same effective tax rate presented by the Company in 

6 its filing. 

7 

RATE BASE 

Please discuss the rate base amount calculated by Staff on Schedule 2 of Attachment 

JPL-1. 

Coliiinn ( 1 )  sliows the thirteen-moi~th averages for the various components of PWW's 

rate base which together total $72,945.003. Column (2) provides a summary of the 

Con~pany's adjustments to these con~ponel~ts as proposed in its original filing. The 

cumulative effect ofthe Company's adjustments results in an increase in rate base of 

$3,974,060 to an amount of S76,9 19,063 which is presented in Column (3). Columns (4) 

and (5) provide a summary of Staffs adji~stments to rate base. Staff's adjustments are 

fiirther detailed 011 Schedule 2A of Attachn~ent JPL- 1 and provide for a net increase of 

S924.880 to an alnount of $77,843,943 which is presented in Col~imn (6). 

Please explain Staff Adjustment # 1 to reduce Plant in Service by an amount of 

$1 0,000. 

This adjustment stems from Staff Audit Issue # 1 contained in the Final Audit Report. 

011 March 23, 2007, a previous NHPlJC Audit Report was issued relative to the step 

adjust~nent recognized by the Conipany in its prior rate case; docket DW 06-073. In that 



report, the Audit Staff discovered and the Con~pany agreed that plant in service was 

overstated by an amount of $10,000. However, during its most recent examination, the 

Audit Staff discovered that the credit adjustment that was required to correct this 

overstatement had not been recorded by the Company until June 2008. Thus. for the test 

year, plant in service was still overstated by $ 1  0,000. Staff Adjustment # 1 has been 

recorded to correct this overstatement. 

Please explain Staff Adjustment # 2 to reduce Plant in Service by an amount of 

$565. 

This adjustment pertains to Staff Audit Issue # 2 which concerns a shareholder related 

advertising expense that was erroneously recorded as plant in service. Audit Staff 

and the Company agreed that this expense in the amount of $565 should be reclassified 

from plant in service to a niiscellaneo~~s non-utility expense line item. Therefore, Staff 

Adjustment # 2 reduces plant in service by the amount of this advertising expense. 

Please explain Staff Adjustment # 3 to Plant in Service and Staff Adjustment # 5 to 

Accumulated Depreciation which increases these respective accounts by $1,875. 

These adjustments relate to Staff Audit Issue # 4 concerning a pump which was 

erroneously recorded as retired by tlie Company in its general ledger. The combination 

of Staff Adji~stnlent # 3 to increase plant in service and Staff Adjustlnent # 5 to increase 

accun~ulated depreciation, both by an amount of $1,875, reverses the retirement of this 

pump recorded on the Company's books. The net result of these adjustn~ents is a $0 

impact on rate base. 

Please explain Staff Adjustment # 4 reducing Accumulated Depreciation by an 

amount of $1,456,400. 



In its filing, PWW included a pro-foniia adjustnient reducing its test year average plant in 

service balance by an amount of $1,456,400. This amount represents the difference 

between the total cost and the calculated test year average cost of certain "non-revenue 

producing plant" which was retired during the test year. However, the Company did not 

make a similar pro-foiliia adjustment to its accumulated depreciation test year average 

balance. Such an adjustnient would be necessary in order for the Company's filing to be 

in conformity with NHPUC regulatory accounting rules for plant retirements. Thus, Staff 

lias included its Adjustment # 4 to reduce accum~~lated depreciation, as well. by the 

amount of S 1,456,400. 

Please explain Staff Adjustment # 6 which reduces Cash Working Capital by 

$501,590. 

There are actually two factors which combine to form the basis for this adjustment. First, 

Staff lias made a number of pro-foniia adjustments to PWW's operation and maintenance 

(O&M) expenses. These adjustments, which result in a net increase of $98,590 in total 

O&M expenses to ail amount of $10,343,969, will be further discussed later in my 

testimony regarding Schedules 3 and 3A of Attachment JPL-1. The second and more 

significant factor contributing to this adjustment is the use of a 12.33% working capital 

percentage. In its filing, PWW proposed  sing the same working capital percentage of 

17.40% that had been employed in its prior rate cases going back to docket DR 97-058. 

This percentage was based upon a calculated 63.5 day lag between incurred expenses and 

billed revenue. However, in its filing, the Company explained its intenti011 of moving 

from a quarterly billing cycle for its custonlers to a monthly billing cycle during 2008. In 

its response to Staff Data Req~~es t  2-20, PWW stated that this transition had been 



completed as of November 2008. It is Staffs position that a casli working capital 

percentage should be utilized which is reflective of the Company's current billing cycle. 

Therefore, Staff is proposing a casli working capital percentage of 12.33% which 1s based 

upon a mo~itlily billing cycle. Staff Adjustment # 6 combines the factors of an increase in 

pro-foniia O&M expenses and an accelerated billing cycle with tlic result being a 

$50 1,590 decrease in casli working capital. 

Please discuss Staff Adjustment # 7 which increases Unamortized Deferred Debits 

by an amount of $5,968. 

This adjustment stems from the Company's response to Staff Data Request 2-1 3. In that 

request, PWW was asked about two unamorti~ed deferred debits which were to be fi~lly 

anlortized during 2008. 111 its response, tlie Company indicated that the pro-fonna test 

year amortization expense relative to these two items should be reduced to amounts that 

are eqilal to the respectic e test year ending balances of these items. As will be disc~~ssed 

later in ~ i iy  testimony, Staff Adji~stnient # 26 was recorded in order to reduce pro-forma 

test year amortization expense by a combined amount of $5,968 relative to tlie two 

deferred debits. The purpose of Staff Adjustment # 7 IS  to record a corresponding rate 

base adjustment in order Illat the ~~naniortized deferred debit itellis are also properly 

rccorded for rate ~iiaking purposes. 

Please explain Staff Adjustment # 8 which reduces Unamortized Deferred Debits by 

an amount of $25,333. 

In its filing, PWW submitted a pro-forma adjustment to increase its rate base by the net 

amortized cost of a compensation stildy for non-union e~iiployees and executives that it 

conducted during 2008. For reasons that will be further elaborated LIPOII later in my 
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testimony, Staff is proposing that recovery on this deferred asset should be made a part of 

the step adjustments proposed in this case. Therefore, Staff Adjustment # 8 removes tlie 

net amortized cost of tlie 2008 Compensation Study in the amount of $25,333 from 

PWW's rate base for purposes of detemiining a permanent rate. 

NET OPERATING INCOME 

Please discuss the Operating Income Statement for PWW presented on Schedule 3 

of Attachment JPL-1. 

Column ( 1  ) presents tlie actual test year operating activity for the Company which results 

i l l  the recognition of $4,680,242 in Net Operating Income. Column (2) surnniarizes the 

adjustnients presented by t l ~ e  Company in its filing relati\,e to test year operating income 

and expenses. The Company's ad.justments reduce test year net operating inco l~~e  by 

$600,475 to an amount of $3,079,767 whicl~ is shown in Coli11111i (3). C o l i ~ n ~ ~ ~ s  (4) and 

(5) sun~marize Staff's acljustments to operating income and expenses from Schedule 3A 

of Attachment JPL-I.  Staff's adjust~neilts result in a net tax effected increase in the 

Company's pro-fornia net operating income of $206,602. Column (6) presents StafFs 

proposed pro-forma net operating income amount of $4,286,369 wliicli is the amount 

used by Staff to calculate the increase in t l~e  Company's revenue requirement on 

Schedule 1 of Attaclinie~~t SPL-I. Columns (7) and (8) present the effect of Staffs 

calculated revenue requirement from Schedule 1 of Attachment JPL-I resillting in a net 

operating income I-equirement of $5,503,567. 



With regard to the adjustments that Staff is proposing to PWW's Operating 

Revenue, please first discuss Staff Adjustment # 9 which increases Other Water 

Revenue by an amount of $232,293. 

In its response to Staff Data Request 1 - 1  2, the Co~npany stated that net jobbing reF.enue 

in the amount of $232,293 had not been incl~~ded in net operating income for rate making 

purposes as had been the case in its prior rate filings. Therefore, Staff Adjustment # 9 

has been recorded in order that the Company's pro-fonna test year includes this net 

jobbing revenue. 

Please discuss Staff Adjustment # 10 to increase Other Water Revenue by the 

amount of $5,308. 

In PWW's response to Staff Data Request 2-1 6, the Company indicated that its pro-foniia 

revenue should be increased by the amount of $5,308 in order to properly match an 

increase in jobbing revenue relat~ve to pro-fornla increases in jobbing salaries as 

presented in its filing. 

Please discuss Staff Adjustment # 1 1  which increases Other Water Revenue by 

$77,435. 

It  its response to Staff Data Request 3-1 7, PWW stated that as part of its reqc~est for 

increased rates that it was also requesting increases in its ~niscellaneous utility service 

fees. This includes increases in its Senice Connection and Disconnection of Water 

Service and Collection charges from $28 to $46 during regular ho~lrs and fro111 $40 to $63 

during non-regular I I O L I ~ S .  Also included is an increase in its Service Pipe Connection fee 

from $85 to $160. During the technical session lield between the parties in this case on 

February 26, 2009, PWW presented a revenue analysis showing the pro-fornia effect on 



test year revenue that would result from instituting these proposed increases in service 

fees. A copy of this analysis is attached to my testimony and is identified as Attachment 

JPL-2. The combined increase in test year revenue resulting from PWW's proposed 

adjustments in its service fees is $77,435 which has been included in Staff's 

determination of peni~anent rates via Staff Adjustment # I 1 .  

Turning our attention now to Staff's adjustments to the Company's operating 

expenses; please explain Staff Adjustment # 12 to increase Production Expenses by 

$303,322. 

In its original tiling, PWW proposed a pro-foni~a increase 1t1  its chemical expenses of 

$20,5 15. However, in its response to Staff Data Request 2-2, the Company indicated that 

i t  was experiencing a more significant increase in chemical costs during 2008 as 

compared to its test year to the extent that it proposed that its chemical expense pro- 

forma should be modified to an amount of $323,837. Further, the Company stated that it 

was anticipating that this level of chemical expense would continue into the fi~ture. 

Therefore, Staff Adj~~stment # 12 in the amount of $303,322 increases PWW's original 

pro-fonna adjustment for chemical expenses to the Company's modified request. 

Please discuss Staff Adjustment # 13 to increase Production Expenses by $55,512. 

This pro-fom~a adjustment stems from Staff Audit Issue # 10 which includes an agreed 

upon adjnstnient between the Audit Staff and the Con~pany to reduce p~~rchased power 

expense relative to the treatment plant by an amount of $ 5 5 3  12. Tlie purpose of this 

adjustment is to correct various accrual postings to this account made during the test year. 

Please explain Staff Adjustment # 14 which reduces Production Expenses by $5,847. 



This adjustment is based L I ~ O I I  Staff Audit Issue ft 1 1  regarding a 2006 expense itern in 

tlie amount of $5,847 that was included in tlie 2007 test year. Staff Adjustment # 14 

removes this expense from the Company's pro-forma test year. 

Please discuss Staff Adjustment # 15 which reduces Transmission and Distribution 

Expense by an amount of $49,350. 

PWW included a pro-for~iia adjustment relative to tlie significant increases in gas and 

diesel prices that it  was experiencing at tlic time that i t  made its rate filing wit11 the 

Commiss~on in June of last year. Since tliat time, however, gas and diesel prices have 

decreased s~gnificantly. Therefore, Staff 1s proposing tliat the Conipa~iy's pro-foniia 

adjustiiient relati\,e to file1 priccs slioilld be removed from the test year so tliat the 

Conipany's actilal test year expense is considered for rate making pill-poses. 

Please explain Staff Adjustment # 16 to decrease Administrative and General 

Expenses by an amount of $71,947. 

In its filing, PWW i~icluded pro-forma i~icreases in wages in the amoi~nts of $34,008 and 

$37,939 relative to customer service positions that i t  was intendi~ig to f i l l  in Sune and 

Octobcr of 2008. However, in its respolises to Staff Data Req ilests 2- 15 and 4-4, the 

Co~iipany indicated that i t  Iiad subseqire~itly deter~nined that these positions were 110 

longer required. Therefore, Staff Adjustment # 16 removes the pro-fornia salary expense 

relative to these positions from Ilie Company's test year. 

Is Staff proposing any other pro-forma adjustments relative to the elimination of the 

Customer Service positions discussed above'? 

Ycs. Staff Adjustment # 17 is recorded to further reduce administrative & general 

expenses by $27,772 for tlie benefit costs associated with these eliminated positio~is tliat 



had been pro-foniied into the test year by the Company in its filing. Staff Adji~stliient # 

34 is recorded in order to eliminate tlie pro-fonna allocation to affiliates of the salaries 

and benefits for these positions in tlie amount of $28,021. The nct rcductio~i in test year 

expense resulting froni Staff Adji~stments # 16, # 17 arid # 24 is $71,698 [$71,947 + 

$27,772 - $28,021 1. 

Please discuss Staff Adjustment # 18 which increases Administrative and General 

Expenses by an amount of $2,698. 

This Staff adjustment s te~ns from tlie Company's rcsponse to Office of Consi~mer 

Advocate (OCA) Data Req~~es t  1-8. 111 that response, PWW requested an increase 

relative to its reg~~latory commissiori expense pro-fonna from $6,080, as was originally 

proposed, to a revised amount of $8,778. Staff believes tliat the Company's explanation 

for tliis revision is reasonable and therefore is proposing this adjustment to increase tlie 

Con~paliy's test year expense by $2,698. 

Please explain Staff Adjustment # 19 to increase General and Administrative 

Expenses by $1,749. 

In its response to OCA Data Request # 1-9, PWW requested an increase in its coniputer 

maintenance expense pro-fonna, net of affiliate allocation, by an aniount of $1,749. Staff 

18 believes that the Conlpany's explanation for this revision is reasonable and therefore is 

19 proposing Staff Adjustment # 19 to increase PWW's test year expense by this amount. 

2(1 Q. Please explain Staff Adjustment # 20  to increase Administrative and General 

2 1 Expenses by an amount of $5,882. 

22 A. In its response to Staff Data Request 3-3. PWW indicated tliat there was an error in thc 

23 calculation of its ~ i~ i sce l l a~~cous  general expense pro-fomia in the aniount of $5,882. 

12 



Staff co~lcurs that an error exists in the Company's filing and therefore is proposing this 

adjustment in order to correct that error. 

Please discuss Staff Adjustment # 21 which reduces Administrative and General 

Expenses by an amount of $9,916. 

This adjust~llent is based on Staff Audit Issue # 14 where i t  was found that the 

Company's outside service expense contained two charges that should be eliminated 

from the test year. The first, in the a~iioii~it of $3,640 (net of affiliate allocation), was for 

illvestment advisory expenses incurred during 2006. The second charge, in tlie amount of 

$6,276 (net of affiliate allocation), relates to a cost that has been previously disallowed by 

tlie Commission. Therefore, Staff Adjustmelit # 2 1 for the combined amount of $9,916 

has been recorded in order to remove these expenses from PWW's pro-fonna test year. 

Turning our attention to the Inter-division Management Fee, please explain Staff 

Adjustment # 22 which reduces the Company's operating expenses by $21,901. 

The Company is affected by a management fee allocation relative to various costs that are 

Incurred by PWW's parent, Perinichuck Corporation (PCP), which are allocated to five 

snbsidiaries: PWW. Pennichuck East Utility (PEL'), Pittsfield Aqueduct Company (PAC), 

Pennicli~~ck Water Ser\.ice Company (PWSC), and The So~~tllwood Corporation (TSC). 

Staff Audit Issue # 12 revealed that cliarges relative to f o ~ ~ r  legal invoices to PCP had 

been over-accrued during the test year by an a~iiount of $25,8 17. PWW's share of this 

over-accrued expense is $21,901 (76.0%). Therefore, Staff Adjustnient # 22 Iias been 

recorded in order to reduce PWW's test year expenses by its share of the over-accrued 

amount. 



Please discuss Staff Adjustment # 23 which results in an $838 reduction in the Inter- 

division Management Fee. 

This adjustment relates to Staff Audit Iss~le # 13 which pertains to a charge to the parent 

corporation in tlie amount of $1,103 that was originally rccordcd as a test year expense 

but, in fact, sliould be reclassified as a debt issc~ance cost deferred asset. PWW was 

allocated $838, or 76.0%. of tliis charge. Therefore. Staff Adjustment # 23 removes this 

expense froni the Company's pro-fonna test ycar. 

Concerning the Company's Depreciation Expense, please discuss Staff Adjustment 

# 25 which reduces test year expense by $4,143. 

In its tiling, PWW included a pro-fol-ma adjustment relative to an increase in tlie 

deprec~ation life tliat i t  was L I S I I I ~  for filter media froni five years to seven years. On an 

annual basis, tliis woi~ld r e s~~ l t  in a decrease in depreciation expense of $8,286. However, 

in its filing, tlie Company only proposed recognition of half this amount. or $4,143. In its 

response to Staff Data Request 2-1 2. PWW acknowledged tliat on a going-forward basis 

tlie fill1 decrease in depreciation expcnsc s l io~~ld be recognized. Therefore, Staff 

Adjustment # 25 fi~rtlier reduces the Company's test year depreciation expense by an 

17 additional $4,143. 

18 Q. Please explain Staff Adjustment # 26 to reduce Amortization Expense by an amount 

19 of $5,968. 

20 A. As was discussed previo~~sly with regard to Staff Adji~stmeiit # 7, this adj~istnient also 

2 1 stems from the Conipa~iy's response to Staff Data Request 2-13. in which PWW was 

22 asked about two deferred debits which were to be fully amortized during 2008. As a 

2 3 result of the Company's response, it was detemiined that the test year amortization 



expense relative to these two items should be reduced to amounts that are equal to tlie 

respective ending balances of the two unamortized deferred debit items. Therefore, Staff 

Adji~stment # 26 was recorded in order to reduce pro-fomia test year amortization 

expense by a conibined amoulit of S5,968 relative to these items. 

Please explain Staff Adjustment # 27 which reduces PWW's Amortization Expense 

by an amount of $12,667. 

This adjustment corresponds with Staff Adjustment # 8 and also pertains to PWW's pro- 

forlila adjust~iient to increase its test year expenses relative to the anliual amortization of 

the cost of a coliipensation study for non-union elnployees and executives that it 

conducted during 2008. For reasons that will be fi~rtlier elaborated upon later in my 

testimony, Staff is proposing that this pro-foni~a adjust~nent should be made a part of the 

step adjustments proposed in this case. Therefore, Staff Adjustment # 27 removes the 

amortization expense i l i  the amount of $12,667 relative to the 2008 Compensation Study 

from PWW's test year expense for the purpose of deterliiining permanent rates. 

Please explain Staff Adjustment # 28 which reduces the Company's Real Estate Tax 

expense by an amount of $101,577. 

During the test year, tlie Coliipany recognized $1,5 12,803 for state and municipal real 

estate tax expense. Tlie Company's rate fil~ng also proposed pro-forma adji~stments to 

increase tlie test year real estate tax expense by an additiolial $599,805. The conibined 

amount of real estate tax expense for rate niaking purposes reflected in the Company's 

rate filing is $2,112,608. Tlie Company's respolise to Staff Data Request 2-1 0 included 

PWW's real estate tax bills for the year 2008. In Attachment JPL-3, Staff used this 

infoniiation to create an alialysis of pro-for~na real estate tax expense based on tlie 



Company's 2008 real estate taxes. Columns ( I )  through (3) show tlie m~micipal and state 

property taxes tliat were assessed dul-ing 2008 totaling $2,013,395. Columns (4) through 

(7) of Attaclinient JPL-4 detail an adjustment based 011 the fact tliat, with regard to a 

number of parcels. the Con~pany was not only being assessed the State Utility Property 

Tax by the State of Neu Hanipshire but was also being assessed this tax by certain 

n~ilnicipalities as well, thus resulting in an overpayment of property taxes. Colunins (4) 

tlirougl~ (7) of Attachment JPL-4 calculates this overpay~nent in tlie a~nount of $2.364 

wliich is deducted frolii the total ~i~~lnicipal  real estate taxes shown in Column (3) 

resulting in an adjusted seal estate tax assessn~ent for 2008 of $2,01 1,03 1 shown in 

Column (8). This aniount, wli~cli is $101,577 less than the pro-forma real estate tax 

expense proposed by the Company, is tlie basis for Staff Adjilstment # 28. 

TAX EFFECT O F  OPERATING INCOME AND EXPENSE ADJUSTMENTS 

Please briefly explain Schedule 3B of Attachment JPL-1. 

This scl~edule calculates tlie income tax effect of tlie above described revenue and 

expense adjustments. The combined inipact of Staff Adjustments # 9 tliro~lgl~ # 28 is a 

net increase 111 the Company's pro-fonna net operating income in tlie aliiount of 

$340,801. Tliis increase in net operating income results in a marginal increase in  PWW's 

New Hampshire Business Profits Tax (NHBPT) of $28,968 calci~lated at a rate of 8.50%. 

In order to calc~~late  the n~argi~ial federal income tax effect, Staff offset tlie calculated 

NHBPT by a decrease in  state income taxes stemming from Staff Audit Issue # 9 where it  

was fo~lnd tliat $1,200 for State of Massacliusetts excise tax had been erroneously 

recorded on PWW's books. Therefore, tlie net state income tax adjustment is $27,768 
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[$38,968 - $1,2001. The marginal nct income resulting from Staffs adjustnients subject 

to federal income tax is $3 13,033 wliich results in a marginal increase in federal income 

taxes of $106,43 1 calci~lated at a rate of 34.00%. After tax effect, tlie net increase in 

operating income resulting from Staff7s pro-forn~a adjustments is $206,602. 

STAFF RECOMMENDATION FOR STEP ADJUSTMENTS 

Please provide a brief summary of P\VW's request for step increases in this 

proceeding. 

In  addition to a request for an increase in permanent rates, the Company's origi~ial filing 

also contained a request for two step increases in its operating revenue. Thc first step 

increase (Stcp One) encompasses net water treatment plant upgrades of $7,179,943 which 

were installed as of May 2008. As a result, PWW requested an initial incremental step 

increase in its revenue of $1,095,263, or 5.05%. For its second step increase (Step Two). 

tlie Conlpany was originally anticipating that additional net water treatment plant 

upgrades of $8,15 1,558 would be installed as of November 2008. This woultl have 

resulted in an additional incremental step increase in revenuc of $ 1,196,149, or 5.5 1 %. 

Howcver. subsequent to its 01-iginal filing, PWW submitted revised testimony and 

schedules pertaining specifically to its second step increase request which i t  was scaling 

back so as to include $5,445,539 in subseqnent net water treatment plant upgrades. The 

revised second step increase proposed by the Conlpany would result in an increase in 

revenue of $823,836, or 3.80%. 

Has the Company completed all of the upgrades associated with Step One and 

revised Step Two'? 



It would appear tliat all of the upgrades have been con~pleted. The Company's filing 

indicated tliat the upgrades associated witli Step One were conipleted as of May 2008. In 

its response to Staff Data Request 2-22, the Company expressed its anticipation that tlie 

upgrades associated witli revised Step Two would be conlpleted by the end of J a n ~ ~ a r y  

2009. 

Has Staff reviewed the actual costs associated with these major upgrades to PWW's 

treatment plant? 

No. However, i t  is anticipated tliat tlie hTHPUC Audit Staff will be reviewing the actual 

costs of constructio~i pertaining to the two sets of treatment plant upgrades relatively 

soon. Upon completion of tliat review, a report containing the Audit Staffs  findings 

conce~iiing these upgrades will be issued. In  the mean time, and for purposes of my 

testimony, I will be utilizing the amounts provided by the Company in its filing and 

discovery responses relative to tlie upgrades associated with Step One and Step Two. It 

should be noted. however, that many of the amounts provided are estimates and tliat the 

final costs associated witli tlie proposed step adjustments are yet to be determi~ied by the 

Company and verified by tlie Commission Staff. 

What is Staff's recommendation at this time with regard to PWW's request for step 

increases in rates relative to the treatment plant upgrades? 

The upgrades to PWW's treatmerit plant were considered in docket DW 05-094 which 

involved a request for financing approval. Staff Counsel has advised nie that in 

Conlmission Order # 24,5 10, issued on September 2, 2005, the Comniission found tliat 

tlie proposed upgrades to the Company's treatment plant were reasonably necessary and 

consistent with the public good. Therefore, subject to the findings of the NHPUC Audit 



Staff relative to the actual costs incurred for these upgrades, Staff supports the step 

increases proposed by the Company in its rates to recot,er the cost of its treatment plant 

additions. Staff anticipates that once the audit of the plant upgrades is completed, a 

recomniendation from the parties will be presented to tlie Commission regarding tlie 

a c t ~ ~ a l  proposed step increases in ratcs. Staff reconimends that the effective date of tlie 

proposed step increases be on or after the date of tlie Con~n~ission's final order in this 

proceeding. 

Did PWW request an increase in its Pension Expense for rate making purposes'? 

Yes. The Company is requesting tliat a $298,308 increase in pension expense be 

recognized as part of the proposed step increases. The Company explained in ~ t s  

response to Staff Data Req~lest 3-8 that it is facing a substantial increase in its pension 

cxpense for two reasons. First, for purposes of detennining its 2008 pension expense, 

IRS reg~~lations required the use of ~~pdated mortality tables. As a result of i~sing these 

ne\v mortality tables, the pension expense recognized by PWW and its affiliates increased 

from $634,978 for 2007 to $782,273 for 2008; an increase of $ 1  57,295. PWW's sliare of 

this increase is $1 1 3,095, or 7 1.90%. Second, as a result of the recent fall in the stock 

niarket, the Co~i ipa~~y ' s  pension plan assets Iiave lost an approximate $1.5 niillion, or 

24%, in value. The resulting shortfall in the return on these assets will need to be 

recovered through additional pension plan expense spread over fi~tilre years starting in 

2009. Thus, tlie Company indicated tliat tlie pension plan expense tliat i t  and its affiliates 

will recognize in 2009 \vill be $1,039,871, which is $414,893 more tlia~i what was 

recognized during tlie test year. PWW's sliare of this increase in pension expense is 



$298,308, or 71.9094, which is tlie amount that the Company is recl~~esting be recognized 

for an increase in its pension plan expense. 

What is Staff's position concerning PWW's request? 

Staff has a concern that such a request constitutes an improper "stretching of the test 

year." Tlie Conipany is requesting consideration of a 2009 level of pension expense in a 

case with a 2007 test year. Staff believes tliat tlie concept of step adjustments was 

developed in order to recognize for rate purposes significant plant invest~lie~lts that 

immediately followed tlie test year so as to avoid the s~tuation where a utility experiences 

a revenue deficiency ~mmediately after tlie completion of a rate case. The underlying 

intent is to obviate the immediate need for filing a subsequent case so soon after one has 

been already conipleted. However, in tlie case of PWW, that has not been liappeni~ig. 

Staff recognizes that this is in large part due to the significant additions that have been 

occurring relative to the Company's water treatment plant. TIILIS, recently, new rate cases 

Iiabe been filed by PWW approximately within a year from the close of its previous rate 

proceeding. In tliese cases, PWW has 111ade requests to "update" the test year for "known 

and nieasurable" changes in its operating Income and expenses that have occurred within 

tlie twelve months following the close of tlie test year. However, the Company's request 

in this instance is to use its anticipated 2009 pe~isio~l expense level. Staff believes that 

s ~ ~ c l i  a request constitutes a departure from balancing the interests of the stockliolders of 

tlie i~tility and its customers. In addition, tlie pension expense incurred by the Company 

is in large part a filnction of tlie current econonlic conditions as those conditions impact 

the plan investments. These conditions can and will likely change. However, the timing 

of such c l ~ a ~ l s e  is ilncertain. Therefore, i t  is Staffs conclusion that i~sing the 2009 



pension expense in this case does not result in a proper balancing of the interests, and 

further, does not meet the "known and measurable" standard for pro-fonna adjustnients. 

Staff does, I iowe~ er, agree to an adjustment of tlie Co~iipany's share of pensio~i expense 

to tlie calculated 2008 level whicli is by-and-large the r e s ~ ~ l t  of the change in mortality 

tables. As indicated previously, this represents an increase in PWW's pension expense of 

$1 13,095. Staff fi~rtlier recommends tliat tliis adjustment should be included in the 

Company's proposed Step Two. 

Does Staff have a concern regarding the allocation of certain Unamortized Deferred 

Debits'! 

Yes. During discovery, it came to Staffs attention tliat PWW was carrying certain 

deferred dcbits on its books which are act~lally a benefit to the Company's affiliates as 

well. However, it does not appear that the affiliates were carrying any portion of tliese 

deferred costs on their respective books. Tliese items include deferred pension costs, 

deferred post employnient and retirement liealtli costs, a deferred SERP. deferred VEBA 

Trusts, employee recruiter fees, the cost of union negotiations, a 2004 compensation 

st~ldy and Synergen computer training. The total test year average cost of tliese items is 

$3,956,658. In addition, the Company proposed in its request for permanent rates that the 

deferred cost of a 2005 compensation s t ~ ~ d y  i l l  the amount of $38,000 sliould also be 

incl~lded in its pro-forma test year for rate making purposes. Staff is concenied that 

while it is apparent that tliese items provide a conimon benefit to PWW and its affiliates, 

it is only PWW's custoniers who are bearing tlie cost relative to the rate of retun1 on 

these assets through rates. Staff is also concerned tliat tlie amortization expense 

associated with certain of tliese items is not being allocated amongst tlie affiliates. 



Did Staff express its concerns to the Company during discovery? 

Yes. In Staff Data Request 2-1, the Company was asked why it did not appear that any 

portion of tlie pension and benefit deferred assets was being allocated to its affiliates. In 

response, PWW indicated its concern tliat if such an allocation was to be included in tliis 

rate proceeding, a portion of the costs associated witli those items would be stranded ~ ~ n t ~ l  

rate filings were submitted for its reg~ilated affiliates; PEU and PAC. The Company 

stated tliat it felt that any such allocations should be deferred until such time as the 

allocated costs could be reflected in the rate cases of tliese other regulated affiliates. 

What is Staff's reaction to PWW's response? 

Staff believes that tliis rate proceeding is the most opportune time to address tliis issue 

and thus proposes tliat tlie allocation of the unamortized deferred debits as well as any 

corresponding expense allocations should be reflected in the Company's proposed Step 2. 

The benefits of tliis approach would include a soniewhat immediate ad-justment in 

PWW's customer rates. Also, for the Company, tliat reduction w o ~ ~ l d  be cushioned by 

virt~ie of tlie fact that it would coincide witli a step increase in rates relative to its 

treatment plant upgrades. As far as tlie deferred recognition of the stranded costs by 

PWW's reg~ilated affiliates, PAC currently has a rate proceeding pending before the 

Commission in DW 08-052 which is scheduled to conclude in the late suninier of this 

year. Staff would not be opposed to considering tlie inclusion of PAC's share of tliese 

allocated costs in tliat rate proceeding. Staff also believes that PEU should be in a 

position to make another rate filing with the Co~nmission within approximately one 

year's time which could also include a request for recovery of its share of these allocated 

costs. 



Q. Has Staff prepared schedules which show the effect of its previously explained 

recommendations relative to Step One and Step Two? 

A. Yes. With regard to Step One, I liavc included Attachment .lPL-4 with my testimony 

which sliows a $1,293,3 14, or 5.96%, step increase in reveliue. For Step Two, 1 have 

included Attacli~iie~it SPL-5 which sliows the calculation of an additional $1,004.71 1 ,  or 

4.63%, step increase in revenue. Each attaclinient is based upon the amounts provided by 

tlie Company in its filing as well as its subsequent discovery responses. As I indicated 

previously, these a~iiounts have neither been finalized by tlie Conipany nor audited by the 

Commission Staff. 

VII. ILLUSTRATION OF STEP ONE 

Q. Please provide a brief narrative which explains S ta f f s  computations for Step One in 

Attachment JPL-4. 

As illustrated on Sclicdule 1 of Attachment JPL-4, Staff is utilizing the same a~iiount of 

$7,179,944 proposed by the Company in its filing for net additions to rate base relative to 

Step One. The 7.07% rate of rcturn utilized by Staff is based upon the direct testimony oi' 

David C. Parccll, Staff's cost of capital consultant in this proceeding. An operating 

inconie requirement for Step One of $507,622 results when this rate of retuni percentage 

is applied to the Company's proposed net additions to rate base. Fro111 Schedule 3 of 

Attachment JPL-4, Staff deteniiined that $273.4 10 in net additional operating expenses 

will be recognized by the Company from tlie installation of its new plant associated wit11 

Step One. These additional expenses added to the operating income requirement results 

in a revenue deficiency before taxes of $781,032. When the federal and state tax inconie 
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effect relative to Step One of $5 12,282 is added to this revenue deficiency, the overall 

increase in PWW's revenue requirement becomes $1,293,314 which is a 5.96% increase 

ovcr the Company's test year water revenue of $21,703,068. 

It appears froni Schedules 3 and 3A of Attachment JPL-4, that Staff made four 

adjustments to the Company's proposed net operating expenses for Step One. 

Could you please briefly explain these adjustments'! 

Staff Adjustnients # 29 and # 30 stcm froni the Company's response to Staff Data 

Request 2-24 in which the Company indicated that in its filing only a half-year of 

depreciation expelise adjustments were reflected relative to tlie plant additions and 

retirements resulting from Step One. Therefore, Staff Adjustment # 29 increases 

depreciation expense by $1 54,764 for plant additions and Staff Adj~~stment  # 30 

decreases depreciation expelise by $10,324 for plant retirements, for a net i~icrcase in 

depreciation expense of $144,440. Staff Adjustments # 3 1 and # 32 are based upon tlie 

Company's response to Staff Data Req~~es t  2-23 where it  was indicated that there was no 

provision for real estate taxes made in the original filing for tlie net additions to plant for 

Step One. Staff Adjustment # 3 1 provides Staffs  calculation of addit~onal property taxes 

relative to plant additions in the amount of $149,256. Staff Adjustment # 37 shows 

Staffs  calculation of reduced property tax expense associated with plant retirements in 

the amount of $7.491. Conibi~ied, these adjustments result in a net increase in the 

Company's property tax expelise of $141,765. 

ILLUSTRATION OF STEP TWO 



Please provide a brief narrative which explains S t a f f s  computations for Step Two 

as contained in Attachment JPL-5. 

As illustrated 011 Scliedule 1 of Attacli~iient JPL-5, Staff is utilizing an adjusted amount 

for net additions to rate base of $4,7 1 1,329 relative to Step Two. The 7.07% rate of 

return ~ltilized by Staff is based ~lpon the direct testimony of David C. Parcell, Staffs  cost 

of capital cons~~ltant in this proceeding. An operating income requirement for Step Two 

of $333,091 results when this rate of return percentage is applied to the adjusted proposed 

net additions to rate base. From Sclied~~le 3 of Attacliiiient JPL-5, Staff detennined that 

$273,654 in net additional operating expenses will be recognized by tlie Conipany 

relative to Step Two. These additional expenses added to the operating income 

requirement results i l l  a revenue deficiency before taxes of $606,745. When tlie federal 

and state income tax effect relative to Step Two of $397,966 is added to this revenue 

deficiency, tlie overall increase i n  PWW's revenue requirement becomes $1,004,71 1 

wliicli is a 4.63% increase over the Company's test year water revenue of $21,703,068, 

Please provide a brief explanation of S t a f f s  adjustments to Rate Base relative to 

Step Two. 

The purpose of Staff Adjusti~ient # 33 which reduces plant in service by $25,480 is in 

order to properly reflect tlie cost of renioval for replaced niains. This adjustment is based 

i~pon tlie Company's response to Staff Data Request 2-24 as is also tlie case for Staff 

Adjustment # 34 which reduces accumulated depreciation by $191 relative to the same 

replaced mains. Staff Ad jus t~~~en t  # 35 is based upon the Company's response to Staff 

Data Request 2-28 and corrects the cost of removal associated with the Merriniack 

Village Dan1 by decreasing accumulated depreciation by $157,500. Staff Adjustment # 



36 increases tlie Conipany's cash working capital by $13,943 relative to an increase in 

tlie Co~iipany's pension expense of $1 13,095 which was previoi~sly explained in niy 

testimony. Staff Adjilstment # 37 represents an allocation of a portion of unamortized 

deferred debits to the Co~iipany's affiliates in tlie amount of $1,1 1 1,82 1 .  Staff 

Adjustment # 38 records tlie Company's allocated portion of a 2008 Compensation Study 

in the aniount of 5 18,2 15 whicli it Iiad requested approval for in its pennanent rates. The 

basis for Staff Adjustments # 37 and # 38 has been explained previously in niy testimony. 

In an attenipt to be eclilitable to tlie Conipany relative to Staff Adji~stnient # 37, Staff is 

also proposing Staff Adjustment # 39 in order to also reflect an allocatio~i of a portion of 

tlie Company's ilnfi~nded FAS 106 and 158 costs to its affiliates in the amount of  

$2 13,25 1 .  

\\'auld it also be possible for you to provide a brief explanation of Staff's proposed 

adjustments to the Company's net operating expenses relative to Step Two? 

As discussed previously, Staff Adjustment # 40 increases PWW's test year pension 

expense by an aniount of $1 13,095 in order to reflect the 2008 expense level for this cost. 

Staff Adjustnients # 41 and # 42 stem from tlie Company's response to Staff Data 

Request 2-24 in which tlie Company indicated that in its filing only a half-year of 

depreciation expense adjustments Lvere reflected for the plant additions and retirements 

resulting from Step Two. Therefore, Staff Adjustment # 4.1 increases depreciation 

expense by $1 16,904 for the Step Two plant additions and Staff Adjustment # 42 

decreases depreciation expense by $8,497 for corresponding plant retirements. Staff 

Adjustment # 43 reduces depreciation expense by $382 resulting from the cost of 

removal adjustment for replaced mains indicated in the Company's response to Staff Data 



Request 2-24. The net increase in depreciation expense tliat is proposed by Staff is 

$108,025. Staff Adjustments # 44 and # 45 are related to Staff Adjustments # 37 and # 

38, respectively, whicli 1iai.e been pre\,iously discussed. Staff Adjustment # 44, which 

reduces annual operating expcnses by S7,106, relates to certain  ina amortized deferred 

debits for which Staff detenii ined that tlie corresponding amortization expense for these 

items was not being appropriately allocated to its affiliates. The purpose of Staff 

Adjustment # 45 is to recognize PWW's share of the annual amortization expense of the 

2008 Compensation S t ~ ~ d y  previously recorded in Staff Adj~~stnient # 38. The net 

increase in amortization expense being proposed by Staff is $2,991. Staff Adj~~stnients # 

46 and # 47 are based upon the Company's response to Staff Data Request 2-23 where it  

was indicated tliat there was no provision for real estate taxes made in tlie original filing 

for the net addit~ons to plant for Step Two. Staff Adjustment # 46 provides Staffs 

calculation of the additional property taxes arising from the Step Two plant additions in 

an amount of $1 14,961. Staff Adj~~stment # 47 shows Staffs  calculation of tlie property 

tax reduction associated with Step Two plant retirements in an anio~rnt of $4,393. 

Combined, these adjustments result i n  a net increase in the Company's property tax 

expense of $1 10,568. 

Does this conclude your direct testimony? 

Yes. 



Attachment JPL-1 
Schedule 1 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

REVENUE REQUIREMENT 

Rate Base (Sch 2) 

Rate of Return 

Operating Income Requirement 

Operating Income (Sch 3) 

Revenue Deficiency Before Taxes 

Divided by Tax Factor (Sch 1A) 

Revenue Deficiency 

Test Year Water Revenue (Sch 3) 

Revenue Requirement 

Percent Increase 



Attachment JPL-1 
Schedule 1A 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

EFFECTIVE TAX FACTOR 

Taxable lncome 

Less: NH Business Profits Tax 

Federal Taxable lncome 

Federal lncome Tax Rate 

Effective Federal lncome Tax Rate 

Add: NH Business Profits Tax 

Effective Tax Rate 

Percent of lncome Available if No Tax 

Effective Tax Rate 

Percent Used as a Divisor in Determining 
the Revenue Requirement 

Tax Multiplier 



Attachment JPL-1 
Schedule 2 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

RATE BASE 

(1 (2) (3) (4) (5) (6) 
Test Year Pro-forma Adj's Pro-forma 
Average Per Company Test Year Adjusted 

(Co Filing - (Co Filing - Tab 13; (Co Filing - Pro-forma Adj's Rate Base 
Tab 13; Sch 3) Sch 3; Att's A - E) Tabl3; Sch 3) Per Staff Sch 2A Per Staff 

Plant in Service $ 128,961,502 $ 5,102,806 $ 134,064,308 $ (8,690) 1-3 $ 134,055,618 

Accumulated Depreciation (30,924,929) (360,382) (31,285,311) 1,454,525 4-5 (29,830,786) 
Deferred Rental Credit - Hecop Ill (1 32,433) (1 32,433) (1 32,433) 
Acquisition Adjustment - Net (605,253) (605,253) (605,253) 
Contributions in Aid of Construction - Net (22,115,526) (22,115,526) (22,115,526) 

Net Plant in Service 75,183,361 4,742,424 79,925,785 1,445,835 81,371,620 

Cash Working Capital 
Materials and Supplies 
Prepayments 
Unamortized Deferred Debits 

Customer Advances (85,544) (85,544) (85,544) 
Customer Deposits (1 73,160) (1 73,160) (1 73,160) 
Deferred Income Taxes (9,216,029) (9,216,029) (9,216,029) 
Regulatory Liability (924,151 ) (924,151 ) (924,151) 
Unamortized Investment Credit (850,512) (850,512) (850,512) 
Unfunded FAS 106 and 158 Costs (758,902) (758,902) (758,902) 

TOTAL RATE BASE 



Attachment JPL-1 
Schedule 2A 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

PRO-FORMA ADJUSTMENTS TO RATE BASE 

Adi # 

PLANT IN SERVICE 

1 To reduce Plant in Service for plant adjustment stemming from prior Staff Audit 
(Per Staff Audit lssue # 1) 

2 To reduce Plant in Service by amount of non-utility advertising expense erroneously recorded 
as a fixed asset. (Per Staff Audit lssue # 2) 

3 To reinstate asset that was erroneously recorded as retired in the Co's Gen'l Ledger. 
(Per Staff Audit lssue # 4) (See Staff Adj # 5) 

Total Adjustments - Plant in Service 

ACCUMULATED DEPRECIATION 

4 To record the corresponding pro-forma adjustment to Accumulated Depreciation 
relative to the Co's calculation on Tab 13; Sch 3; Att A; Ex 4 of their filing regarding retired 
non-revenue producing plant. (See Tab 13; Sch 3; Att A; Adj IB of Co filing) 

5 To reinstate asset that was erroneously recorded as retired in the Co's Gen'l Ledger. 
(Per Staff Audit lssue # 4) (See Staff Adj # 3) 

Total Adjustments - Accumulated Depreciation 

CASH WORKING CAPITAL 

6 To adjust Cash Working Capital in order to reflect Staffs O&M pro-forma adj's as well as 
the Co's switch from quarterly customer billing to monthly customer billing: 

Total 0 & M Expenses (Att JPL-I; Sch 3; Column (6)) 
X 45 days 1365 days (Reflective of Monthly Customer Billing) 
Cash Working Capital allowance 
Less: Amount per Company filing (Tab 13; Sch 3 of Co filing) 

UNAMORTIZED DEFERRED DEBITS 

7 To adjust Co's proforma adj to Unamortized Deferred Debits - Other. (Per Co 
response to Staff DR 2-1 3) (See Staff Adj # 26): 

Adjustment for BerkelylSwart Terrace Study 
Adjustment for WTP Sludge Tank Cleaning - 2005 

8 To reclassify Co's pro-forma adj for 2008 Compensation Study as a step adjustment item 
(See Tab 13; Sch 3; Att B; Adj II C of Co Filing) (See Att JPL-5; Sch 2A; Adj # 38) 

Total Adjustments - Amortization Expense-Other 

Net Staff Pro-forma Adjustments to Rate Base 



Attachment JPL-1 
Schedule 3 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 
OPERATING INCOME STATEMENT 

(1) (2) (3) (4) 
Pro-forma Adj's Pro-forma 

12 Months Per Company Per Company 

(6) (7) (8) 

Revenue Test Year 
Ended (Co F ~ l ~ n g  -Tab 13 (Co Flllng - Staff Pro-forma Pro-forma Deflc~ency Pro-forma 

12131107 Sch 1 Att's A - G) Tab 13 Sch 1) Adjustments Sch 3A Test Year (Sch 1) (Sch 1 ) 
OPERATING REVENUES 
Water Sales 
Water Sales for Resale 
Olher 
Gain on Dlsposal of Utility Property 
Total Operating Revenues 21.547.91 2 390,072 21,937,984 315.036 

OPERATING EXPENSES 
0 & M Expenses. 
Product~on 3,449,914 152,770 3.602.684 241.963 12-14 3,844,647 3.844.647 
Transm~ssion and Distr~bution 1,221.403 91.086 1.312.489 (49,350) 15 1.263.139 1.263.139 
Engineering 540.788 11,023 551.81 1 551.81 1 551.81 1 
Customer Accounting 339.031 339.031 339.031 339.031 
Admin~strative and General 5,609.087 543.573 6,152.660 (99.305) 16-21 6.053.355 6.053.355 
Inter-Division Management Fee (1,402,374) (310,922) (1,713,296) 5,282 22-24 (1,708,014) (1,708,014) 
Total0 & M Expenses 9.757.849 487.530 10,245.379 98.590 10,343,969 10.343.969 

Depreciation Exp I Acquisition Ad] 3,329.392 290,681 3,620,073 (4.1 43) 25 3.61 5.930 3.61 5.930 
Amortization Expense - ClAC (446.433) (446.433) (446.433) (446.433) 
Amortization Expense - Other 32.456 6.385 38.841 (18,635) 26-27 20.206 20,206 
Rent Expense Fit-up Allowance 
Payroll Taxes 482,351 482.351 482.351 482,351 
Real Estate Taxes 1,512.803 599.805 2,112.608 (101.577) 28 2.01 1.031 2.01 1,031 
Taxes - Other 1.200 1.200 1,200 1.200 
Total Operating Expenses 14.669.618 1.384.401 16,054,019 (25,765) 16.028.254 16.028.254 

Net Operating lncome 
Before Income Tax 6.878.294 (994,329) 5.883.965 340,801 6.224.766 2,015,562 8,240,328 

lncome Taxes 
NH Bus~ness Prof~ts Tax ' 
Federal lncome Taxes ' 
Provision for ITC 
Total lncome Taxes 

NET OPERATING INCOME 

565,653 (84.51 8) 481.135 27,768 Sch3B 508.903 171.323 680.226 
1.665.435 (309.336) 1,356.099 106.431 Sch 38 1.462.530 627.041 2.089.572 

' Includes deferred taxes 



Attachment JPL-1 
Schedule 3A 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

PRO-FORMA ADJUSTMENTS TO REVENUE AND EXPENSES 

Adj # 

PRO-FORMA ADJUSTMENTS TO REVENUES: 

OTHER WATER REVENUE 

9 To record Net Revenues from Merchandising, Jobbing and Contracts. (Per Co response 
to Staff DR 1-12) 

10 To record additional pro-forma jobbing revenues. (Per Co response to Staff DR 2-16) 

I 1  To reflect change in revenue resulting from Co's proposed increase in customer fees 
(See Att JPL-2): 

Pro-torma Actual 

Meter On/Off Collections $ 90,763 $ 55,328 = $ 35,435 
Service Connection Fees 89,600 47,600 = 42,000 77,435 

Total Adjustments - Other Water Revenue $ 315,036 

PRO-FORMA ADJUSTMENTS TO EXPENSES: 

PRODUCTION 

12 To adjust Co pro-forma for anticipated increase in chemical costs. (Per Co response 
to Staff DR 2-2): 

Increase in Chemical Costs per Co's response to Staff DR 2-2 $ 323,837 
Less: Co pro-forma adj per Tab 13; Sch 1; Att B; Adj Ill A of Co filing (20,515) $ 303,322 

13 To adjust purchased power expense relative to the Co's Treatment Plant. (Per Staff 
Audit lssue # 10) 

14 To reduce Maintenance Structures: Source/Supply expense by Ecosystem Project 2006 
invoice. (Per Staff Audit Issue # 11) 

Total Adjustments - Production 

TRANSMISSION and DISTRIBUTION 

15 To reverse Co pro-forma adj for increases in gas and diesel prices. (See Co proforma 
adj per Tab 13; Sch 1 ; Att B; Pg 2; Adj II C of Co filing) 

ADMINISTRATIVE and GENERAL 

16 To eliminate the salaries of two customer service positions which the Co indicates 
were not hired. (Per Co responses to Staff DR's 2-15 and 4-4): 

06/01/08 Customer Service Hiring 
10101 108 Customer Service Hiring 



Attachment JPL-1 
Schedule 3A 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

PRO-FORMA ADJUSTMENTS TO REVENUE AND EXPENSES 

Adj # 

17 To reduce benefit cost relative to the elimination of two customer service salaries. 
(See Staff Pro-forma Adj 16): 

Staff Pro-forma Adj 16: 
Benefits Pro-forma Percentage 

18 To revise Co's pro-forma adj relative to ~ e ~ u l a i o r ~  Commission Expense. (Per 
Co response to OCA DR 1-8): 

Revised Co Pro-forma (Per response to OCA DR 1-8) 
Less: Original Co Pro-forma (Per Tab 13; Sch 1 ; Att C; Pg 2; 
Adj IV A of Co filing) 

19 To record additional pro-forma computer maintenance expenses (Per Co response 
to OCA 1-9): 

Total additional computer maintenance expenses (Per OCA DR 1-9) 
% Allocated to PWW 

20 To correct Co's proforma adj to Miscellaneous General Expense. (Per Co response 
to Staff DR 3-3). 

Corrected pro-forma adj per Co response to Staff DR 3-3 
Less: Co proforma adj per Tab 13; Sch 1; Att C; Pg 2; Adj X A of Co filing 

21 To reduce test year expense by outside service charges. (Per Staff Audit lssue # 14): 
Investment advisory services 
Costs previously disallowed by NHPUC 

Total Adjustments - Administrative and General Expense 

INTER-DIVISION MANAGEMENT FEE 

22 To reduce PCP to PWW Management Fee for Nutter invoices. (Per Staff Audit lssue 
# 12) 

23 To reduce PCP to PWW Management Fee relative to remarkenting expense. (Per Staff 
Audit lssue # 13) 

24 To reduce payroll pro-forma adjustment to reflect elimination of two customer service 
positions. (See Staff Pro-forma Adj's 16 & 17): 

Staff Pro-forma Adj 16: 
Staff Pro-forma Adj 17: 
Total 
Affiliate Allocation Percentage 

Total Adjustments - Inter-Division Management Fee 



Attachment JPL-1 
Schedule 3A 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

PRO-FORMA ADJUSTMENTS TO REVENUE AND EXPENSES 

Adi # 

DEPRECIATION EXPENSE I ACQUlSTlON ADJUSTMENT 

25 To correct Co's pro-forma adj to Depreciation Expense. (Per Co response 
to Staff DR 2-12): 

Corrected pro-forma adj per Co response to Staff DR 2-1 2 
Less: Co pro-forma adj per Tab 13; Sch 1 ; Att E; Adj I D 

AMORTIZA'TION EXPENSE - OTHER 

26 To adjust Co's pro-forma adj to Amortization Expense - Other. (Per Co 
response to Staff DR 2-1 3) (See Staff Adj # 7): 

Adjustment for BerkelyISwart Terrace Study $ (4,984) 
Adjustment for WTP Sludge Tank Cleaning - 2005 (984) $ (5,968) 

27 To reclassify Co's pro-forma adj for 2008 Compensation Study as a step adjustment item. 
(See Tab 13; Sch 1; Att F; Adj I C of Co filing) (See Att JPL-5; Sch 3A; Adj # 45) 

Total Adjustments - Amortization Expense-Other $ (18,635) 

REALESTATETAXES 

28 To adjust Co's Real Estate Tax Pro-formas (Att JPL-3) 

Net Staff Pro-forma Adjustments to Operating Income before Income Tax Effect 



Attachment JPL-1 
Schedule 36 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

PRO-FORMA ADJUSTMENTS TO INCOME TAXES 

INCOME TAXES 
To reflect the income tax effect of pro-forma adjustments to revenue and expense: 

Pro-forma Adjustments per Staff: 
Water Sales 
Water Sales for Resale 
Other Revenue 
Gain on Disponsal of Utility Property 
Production Expense 
Transmission and Distribution Expense 
Engineering Expense 
Customer Accounting Expense 
Administrative & General Expense 
Inter-Division Management Fee 
Depreciation Expense / Acquisition Adj 
Amortization Expense - ClAC 
Amortization Expense - Other 
Rent Expense Fit-up Allowance 
Payroll Tax Expense 
Real Estate Tax Expense 

Net Income/(Expense) before Income Tax Resulting from Staff Pro-forma Adjustments 340,801 

Add: MA Excise Tax erroneously recorded on Company's Books. 
(Per Staff Audit Issue # 9) 

Less: New Hampshire Business Profits Tax @ 8.5% (28,968) 

Total State Income Tax Adjustment (27,768) 

Net Income/(Expense) from Staff Pro-forma Adjustments Subject to Federal Income Tax 31 3,033 

Less: Federal income Tax @ 34% (1 06,431 ) 

Net Pro-forma Adjustments per Staff 



Attachment JPL-2 

Revenue Analysisllncrease in Fees 

No. Meter onloff Current Total Proposed Total 
Collections Fee Revenue Fee Revenue 

2007 2007 

Reg Hours 1906 $ 28.00 $ 53,368.00 $ 46.00 $ 87,676.00 
After Hours 49 $ 40.00 $ 1,960.00 $ 63.00 $ 3,087.00 

$ 55,328.00 $ 90,763.00 

No. PWW Service 
Inspection Fee* 

' Inspection Fees are charged through PWW Jobbing for regulated utilities. 

PEU 
No. Meter onloff Current Total Proposed Total 

Collections Fee Revenue Fee Revenue 
2007 2007 

Reg Hours 72 7 $ 28.00 $20,356.00 $ 46.00 $ 33,442.00 
After Hours 19 $ 40.00 $ 760.00 $ 63.00 $ 1,197.00 

$ 21 ,I 16.00 $ 34,639.00 

PAC 
No. Meter onloff Current Total Proposed Total 

Collections Fee Revenue Fee Revenue 
2007 2007 

Reg Hours 154 $ 28.00 $ 4,312.00 $ 46.00 $ 7,084.00 
After Hours 0 $ 40.00 $ - $ 63.00 $ 

$ 4,312.00 $ 7,084.00 

No. Meter onloff Current Total Proposed Total 
Collections Fee Revenue Fee Revenue 

2007 2007 

Reg Hours 130 $ 28.00 $ 3,640.00 $ 46.00 $ 5,980.00 
~ f t e r  Hours 



Attachment JPL-3 

Taxing 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

ANALYSIS OF MUNICIPAL AND STATE REAL ESTATE TAX PRO-FORMA ADJUSTMENT 
(Staff Adjustment # 28) 

2008 Municipal Property Taxes Assessed State School Tax Assessed by Municipalities 
l 'st  Issue 2'nd Issue Total State School Tax 

Entity Identification # Billing Billing Taxes Valuation Rate per $1,000 Assessment 

Amherst 002-1 39-000 $ 8,312 $ 20,371 $ 28,683 
002-026-000 13,109 38,924 52,033 
01 2-001 -000 460 493 953 
01 6-001 -000 534 573 1,107 
005-007-000 1,792 1,922 3,714 
005-007-00 1 205 219 424 
016-021-001 1,804 1,935 3,739 

Bedford 8-1 6-66 
39-98-85-1 
1-18-A 
26-7-A 
1-24-1-1 
3-5-55-1 
2-23-3-1 
34-28 
34-36 
34-36-A 

Derry 10-062-020 
07-047-007 
07-047-005 
09-057 
10-0 10-A 
06-1 05 
10-098-1 03 
13-0 15-001 -054 
Redfield Estates 

(8) 
Adjusted 
Property 

Tax - 2008 

Hollis 033-0 17 3,092 4,015 7,107 
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Attachment JPL-3 

Taxing 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

ANALYSIS OF MUNICIPAL AND STATE REAL ESTATE TAX PRO-FORMA ADJUSTMENT 
(Staff Adjustment # 28) 

2008 Municipal Property Taxes Assessed State School Tax Assessed by Municipalities 
l ' s t  Issue 2'nd Issue Total State School Tax - 

Entity Identification # Billing Billing Taxes Valuation Rate per $1,000 Assessment 

Newmarket R7-14W 934 1,023 1,957 

Plaistow 99-40 1,637 2,082 3,719 

Salem 91589911 1,872 2,146 4,018 

2008 Municipal Property Tax Assessment $ 1,623,980 $ 2,364 

Add: 2008 NH State Utility Property Tax 
State Valuation $59,002,154 
State Tax Rate per $1,000 ' $ 6.60 
2008 State Utility Tax Assessment I $ 1,000 389,414 

Total 2008 Property Tax Assessment 

Less: Property Tax Expense - 2007 

Less: Proforma Adjustment for Property Taxes per Co Filing 

Staff Pro-forma Adjustment for Property Taxes 

(8) 
Adjusted 
Property 

Tax - 2008 

A = Includes a State School Tax assessment by the municipality. 



Attachment JPL-4 
Schedule 1 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

REVENUE REQUIREMENT - STEP ADJUSTMENT # 1 

Rate Base (Sch 2) $ 7,179,944 

Rate of Return 7.07% 

Operating Income Requirement 507,622 

Operating Income (Sch 3) (273,410) 

Revenue Deficiency Before Taxes 78 1,032 

Divided by Tax Factor (Att JPL-1; Sch 1A) 60.39% 

Revenue Deficiency 1,293,314 

Test Year Water Revenue (Sch 3) 

Revenue Requirement 

Percent Increase 

(Amounts have neither been finalized by the Company nor audited by Staff.) 



Attachment JPL-4 
Schedule 2 

Plant in Service 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

RATE BASE - STEP ADJUSTMENT # 1 

(1) (2 )  (3 (4 (5) (6) 
Rate Base Company's Revised Rate 

Additions per Adjustments to Base Additions Adjusted 
Original Filing Original (Tab 14; Pro-forma Adj's Rate Base 

(Tab 14; Sch 3) Filing Sch 3 - Revised) Per Staff Sch 2A Per Staff 

$ 6,356,346 $ - $ 6,356,346 $ 6,356,346 

Accumulated Depreciation 823,598 823,598 823,598 
Deferred Rental Credit - Hecop Ill 
Acquisition Adjustment - Net 
Contributions in Aid of Construction - Net 

Net Plant in Service 7,179,944 7,179,944 7,179,944 

Cash Working Capital 
Materials and Supplies 
Prepayments 
Unamortized Deferred Debits 

Customer Advances 
Customer Deposits 
Deferred Income Taxes 
Regulatory Liability 
Unamortized Investment Credit 
Unfunded FAS 106 and 158 Costs 

TOTAL RATE BASE 

(Amounts have neither been finalized by the Company nor audited by Staff.) 



Attachment JPL-4 
Schedule 3 

OPERATING REVENUES 
Water Sales 
Water Sales for Resale 
Other 
Gain on Disposal of Utility Property 
Total Operating Revenues 

OPERATING EXPENSES 
0 B M Expenses 
Product~on 
Transmission and Distribution 
Engineering 
Customer Accounting 
Admln~strative and General 
Inter-Division Management Fee 
Total 0 8 M Expenses 

Depreciation Exp I Acquisition Adj 
Amortization Expense - ClAC 
Amortization Expense - Other 
Rent Expense Fit-up Allowance 
Payroll Taxes 
Real Estate Taxes 
Taxes - Other 
Total Operating Expenses 

Net Operat~ng lnconie 
Before lncome Tax 

lncome Taxes: 
NH Business Profits Tax ' 
Federal lncome Taxes 
Provision for ITC 
Total lncome Taxes 

NET OPERATING INCOME 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

OPERATING INCOME STATEMENT -STEP ADJUSTMENT # 1 

(1) (2) (3) (4) 
Oper IncIExp Company's Revised 
Add~t~ons per Adjustments to Oper IncIExp Addit's 
Original Fillng Original (Tab 14, Staff Pro-forma 

(Tab 14: Sch 1) F~ling Sch 1 - Revised) Adjustnients 

Revenue Test Year 
Pro-forma Def~ciency Pro-forma 

Sch 3A Test Year (Sch 1) (Sch 1) 

(14,155) (14,155) (24.327) Sch 38 (38.482) 109,932 71,449 
(51.809) (51.809) (89,038) Sch 38 (1 40,847) 402.350 261.503 

(65.964) (65.964) (1 13,366) (179,330) 512,282 332.952 

' Includes deferred taxes 

(Amounts have neither been finalized by the Company nor audited by Staff.) 



Attachment JPL-4 
Schedule 3A 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

PRO-FORMA ADJUSTMENTS TO REVENUE AND EXPENSES - STEP ADJUSTMENT # 1 

Adj # 

PRO-FORMA ADJUSTMENTS TO EXPENSES: 

DEPRECIATION EXPENSE 1 ACQUISITION ADJUSTMENT 

29 To adjust depreciation expense in order to recognize a full year of additional 
depreciation on new plant in service. (Per Co response to Staff DR 2-24) 

30 To adjust depreciation expense in order to recognize a full year of reduced 
depreciation on retired plant in service. (Per Co response to Staff DR 2-24) 

Total Adjustments - Depreciation Expense 1 Acquisition Adjustment 

REALESTATETAXES 

31 To reflect additional property tax expense associated with new plant in service. 
(Based on Co response to Staff DR 2-23): 

New Plant in Service - Step Adjustment # 1 
Less: 112 Year Depreciation 
New Net Plant in Service 
Combined Tax Rate per $1,000 ($15.30 Nashua 1$6.60 St of NH) 

32 To reflect reduced property tax expense associated with retired plant in service. 
(Based on Co response to Staff DR 2-23): 

Retired Plant in Service - Step Adjustment # 1 
Less: Accumulated Depreciation 
New Net Plant in Service 
Combined Tax Rate per $1,000 ($15.30 Nashua 1$6.60 St of NH) 

Total Adjustments - Real Estate Taxes 

Net Staff Pro-forma Adjustments to Operating Income before Tax Effect 

(Amounts have neither been finalized by the Company nor audited by Staff.) 



Attachment JPL-4 
Schedule 3B 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

PRO-FORMA ADJUSTMENTS TO INCOME TAXES - STEP ADJUSTMENT # 1 

INCOME TAXES 
To reflect the income tax effect of pro-forma adjustments to revenue and expense: 

Pro-forma Adiustments per Staff: 
Water Sales 
Water Sales for Resale 
Other Revenue 
Gain on Disponsal of Utility Property 
Production Expense 
Transmission and Distribution Expense 
Engineering Expense 
Customer Accounting Expense 
Administrative & General Expense 
Inter-Division Management Fee 
Depreciation Expense 1 Acquisition Adj 
Amortization Expense - ClAC 
Amortization Expense - Other 
Rent Expense Fit-up Allowance 
Payroll Tax Expense 
Real Estate Tax Expense 

Net Incomel(Expense) before Income Tax Resulting from Staff Pro-forma Adjustments (286,205) 

Less: New Hampshire Business Profits Tax @ 8.5% 24,327 

Net Income/(Expense) from Staff Pro-forma Adjustments Subject to Federal Income Tax (261,877) 

Less: Federal income Tax @ 34% 

Net Pro-forma Adjustments per Staff 

(Amounts have neither been finalized by the Company nor audited by Staff.) 



Attachment JPL-5 
Schedule 1 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

REVENUE REQUIREMENT - STEP ADJUSTMENT # 2 

Rate Base (Sch 2) $ 4,711,329 

Rate of Return 

Operating Income Requirement 333,091 

Operating Income (Sch 3) (273,654) 

Revenue Deficiency Before Taxes 606,745 

Divided by Tax Factor (Att JPL-1; Sch 1A) 

Revenue Deficiency 

Test Year Water Revenue (Sch 3) 

Revenue Requirement 

Percent Increase 

(Amounts have neither been finalized by the Company nor audited by Staff.) 



Attachment JPL-5 
Schedule 2 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

RATE BASE - STEP ADJUSTMENT # 2 

(1) (2) (3) (4) (5) (6) 
Rate Base Company's Revised Rate 

Additions per Adjustments to Base Additions Adjusted 
Original Filing Original (Tab 14; Pro-forma Adj's Rate Base 

(Tab 14; Sch 3) Filing Sch 3 - Revised) Per Staff Sch 2A Per Staff 

Plant in Service $ 7,197,398 $ (2,445,326) $ 4,752,072 $ (25,489) 33 $ 4,726,583 

Accumulated Depreciation 954,160 (260,693) 693,467 157,691 34-35 851,158 
Deferred Rental Credit - Hecop Ill 
Acquisition Adjustment - Net 
Contributions in Aid of Construction - Net 

Net Plant in Service 8,151,558 (2,706,019) 5,445,539 132,202 5,577,741 

Cash Working Capital 
Materials and Supplies 
Prepayments 
Unamortized Deferred Debits 

Customer Advances 
Customer Deposits 
Deferred Income Taxes 
Regulatory Liability 
Unamortized Investment Credit 
Unfunded FAS 106 and 158 Costs 213,251 39 213,251 

TOTAL RATE BASE 

(Amounts have neither been finalized by the Company nor audited by Staff.) 



Attachment JPL-5 
Schedule 2A 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

PRO-FORMA ADJUSTMENTS TO RATE BASE - STEP ADJUSTMENT # 2 

Adj # 

PLANT IN SERVICE 

33 To record reduction in plant in service relative to cost of removal of replaced mains. 
(Per Co response to Staff DR 2-24) 

ACCUMULATED DEPRECIATION 

34 To reduce accumulated depreciation relative to cost of removal adjustment for replaced mains. 
(Per Co response to Staff DR 2-24) 

35 To correct cost of removal adjustment so as to incluce the cost of removal associated with the 
Merrimack Village Dam. (Per Co response to Staff DR 2-28) 

Total Adjustments - Accumulated Depreciation 

CASH WORKING CAPITAL 

36 To adjust Cash Working Capital in order to reflect Staffs O&M pro-forma adj's as well as 
the Co's switch from quarterly customer billing to monthly customer billing: 

Total 0 & M Expenses (Att JPL-5; Sch 3; Column (6)) 
X 45 days 1365 days (Reflective of Monthly Customer Billing) 
Cash Working Capital allowance 
Less: Amount per Company filing 

UNAMORTIZED DEFERRED DEBITS 

37 To allocate a portion of certain Unamortized Deferred Debits to PWW's affiliates. 
Deferred Pension Costs (FAS 158) 
Deferred Post Employment Health Costs (FAS 158) 
Deferred Post Retirement Health Costs (FAS 158) 
Deferred Asset - SERP 
VEBA Trust - Union 
VEBA Trust - Non-union 
Employee Recruiter Fees 
Union Negotiations -- 2006 - 2007 
2004 Compensation Study 
Synergen Training - 2007 
Total 
Composit Affiliate Allocation Percentage 

38 To record Co's portion of 2008 Compensation Study. (See Att JPL-1; Sch 2A; Adj # 8) 
2008 Compensation Study Cost $ 38,000 
Less: Annual Amortization (3 years) (1 2,667) 
Net 2008 Compensation Study 25,333 
Composit PWW Allocation Percentage 71.90% 18,215 

Total Adjustments - Unamortized Deferred Debits $ (1,093,606) 



Attachment JPL-5 
Schedule 2A 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

PRO-FORMA ADJUSTMENTS TO RATE BASE - STEP ADJUSTMENT # 2 

Adj # 

UNFUNDED FAS 106 AND 158 COSTS 

39 To allocate a portion of Unfunded FAS 106 and 158 Costs to PWW's affiliates 
Unfunded FAS 106 and 158 Costs 
Cornposit Affiliate Allocation Percentage 

Net Staff Pro-forma Adjustments to Rate Base 

(Amounts have neither been finalized by the Company nor audited by Staff.) 



Attachment JPL-5 
Schedule 3 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

OPERATING INCOME STATEMENT - STEP ADJUSTMENT # 2 

(1) (2) (3) (4) (5) (6 )  (7) (8) 
Oper InciExp Company's Revised 
Additions per Adjustments to Oper IncIExp Addit's Revenue Test Year 
Or~ginal Filing Original (Tab 14. Staff Pro-forma Pro-forma Deficiency Pro-forma 

(Tab 14; Sch 1) Filing Sch 1 - Revised) Adjustments Sch 3A Test Year (Sch 1) (Sch 1) 
OPERATING REVENUES 
Water Sales $ - $ 
Water Sales for Resale 
Other 
Gain on Disposal of Utlity Property 
Total Operating Revenues 1.004.711 1,004,711 

OPERATING EXPENSES 
0 & M Expenses 
Production 
Transmission and Distribution 
Engineering 
Customer Account~ng 
Administrative and General 113,095 40 113.095 113,095 
Inter-D~vis~on Management Fee 
Total 0 & M Expenses 113,095 11 3.095 11 3,095 

Depreciation Exp i Acquisltlon Ad] 141,743 (22.288) 119,455 108,025 41-43 227.480 
Amortization Expense - ClAC 
Amortization Expense - Other 2,001 44-45 2.001 
Rent Expense Fit-up Allowance 
Payroll Taxes 
Real Estate Taxes 110.568 4647  110.568 
Taxes - Other 
Total Operat~ng Expenses 141.743 (22.288) 11 9.455 333,689 453,144 453,144 

Net Operat~ng lncome 
Before Income Tax (141,743) 22,288 (1 19,455) (333.689) (453.144) 1,004.71 1 551.567 

Income Taxes: 
NH Business Profits Tax ' (12.048) 1.894 (10.154) (28.364) Sch 3 8  (38,518) 85,400 46.883 
Federal Income Taxes ' (44.096) 6.934 (37.162) (103.81 1) Sch 3 8  (140.973) 312,566 171,593 
Provision for ITC 
Total Income Taxes (56,144) 8.828 (47.316) (132.174) (179.490) 397.966 218,476 

NET OPERATING INCOME $ (85,599) $ 13,460 $ (72,139) $ (201,515) $ (273,654) $ 606,745 $ 333,091 

' Includes deferred taxes 

(Amounts have neither been finalized by the Company nor audited by Staff.) 



Attachment JPL-5 
Schedule 3A 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

PRO-FORMA ADJUSTMENTS TO REVENUE AND EXPENSES - STEP ADJUSTMENT # 2 

Adj # 

PRO-FORMA ADJUS'TMENTS TO EXPENSES: 

ADMINISTRATIVE AND GENERAL EXPENSES 

40 To adjust Company's Pension Expense to 2008 level. (See Co response to Staff DR 3-8) 
2008 Pension Expense $ 782,273 
Less: 2007 Pension Expense (624,978) 
Increase in Pension Expense 157,295 
Composit PWW Allocation Percentage 71 .go% $ 113,095 

DEPRECIATION EXPENSE I ACQUISITION ADJUSTMENT 

41 To adjust depreciation expense in order to recognize a full year of additional 
depreciation on new plant in service. (Per Co response to Staff DR 2-24) 

42 To adjust depreciation expense in order to recognize a full year of reduced 
depreciation on retired plant in service. (Per Co response to Staff DR 2-24) 

43 To reduce accumulated depreciation relative to cost of removal adjustment for replaced mains. 
(Per Co response to Staff DR 2-24) 

Total Adjustments - Depreciation Expense I Acquisition Adjustment 

AMORTIZATION EXPENSE - OTHER 

44 To allocate a portion of amortization expense relative to certain unamortized deferred debits to the 
Co's affiliates. 

Union Negotiations -- 2006 - 2007 $ 22,095 
2004 Compensation Study 2,639 
Synergen Training - 2007 556 
Total 25,290 
Composite affiliate allocation percentage 28.10% $ (7,106) 

45 To record Co's portion of amortization expense relative to 2008 Compensation Study. 
(See Att JPL-1; Sch 3A; Adj # 27) 

Annual Amortization: 2008 Compensation Study $ 12,667 
Composit PWW Allocation Percentage 71.90% 9,107 

Total Adjustments - Amortization Expense - Other $ 2,001 

REAL ESTATE TAXES 

46 To reflect additional property tax expense associated with new plant in service. 
New Plant in Service - Step Adjustment # 2 
Less: 112 Year Depreciation 
New Net Plant in Service 
Combined Tax Rate per $1,000 ($15.30 Nashua 1$6.60 St of NH) 



Attachment JPL-5 
Schedule 3A 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

PRO-FORMA ADJUSTMENTS TO REVENUE AND EXPENSES - STEP ADJUSTMENT # 2 

Adi # 

47 To reflect reduced property tax expense associated with retired plant in service. 
Retired Plant in Service - Step Adjustment # 2 
Less: Accumulated Depreciation 
New Net Plant in Service 
Combined Tax Rate per $1,000 ($15.30 Nashua / $6.60 St of NH) 

Total Adjustments - Real Estate Taxes 

Net Staff Pro-forma Adjustments to Operating Income before Income Tax Effect 

(Amounts have neither been finalized by the Company nor audited by Staff.) 



Attachment JPL-5 
Schedule 36 

DW 08-073 
PENNICHUCK WATER WORKS, INC. 

PRO-FORMA ADJUSTMENTS TO INCOME TAXES - STEP ADJUSTMENT # 2 

INCOME TAXES 
To reflect the income tax effect of pro-forma adjustments to revenue and expense: 

Pro-forma Adiustments per Staff: 
Water Sales 
Water Sales for Resale 
Other Revenue 
Gain on Disponsal of Utility Property 
Production Expense 
Transmission and Distribution Expense 
Engineering Expense 
Customer Accounting Expense 
Administrative & General Expense 
Inter-Division Management Fee 
Depreciation Expense 1 Acquisition Adj 
Amortization Expense - ClAC 
Amortization Expense - Other 
Rent Expense Fit-up Allowance 
Payroll Tax Expense 
Real Estate Tax Expense 

Net Income/(Expense) before Income Tax Resulting from Staff Pro-forma Adjustments (333,689) 

Less: New Hampshire Business Profits Tax @ 8.5% 28,364 

Net Income/(Expense) from Staff Pro-forma Adjustments Subject to Federal Income Tax (305,325) 

Less: Federal income Tax @ 34% 103,811 

Net Pro-forma Adjustments per Staff 

(Amounts have neither been finalized by the Company nor audited by  Staff.) 
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INTRODUCTION 

PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS ADDRESS. 

My name is David C. Parcell. I am President and Senior Economist of Technical 

Associates, Inc. My business address is Suite 60 1 ,  105 1 East Cary Street, Richmond, 

Virginia 232 19. 

PLEASE SUlVIMARIZE YOUR EDUCATION BACKGROUND AND 

PROFESSIONAL EXPERIENCE. 

I hold B.A. (1969) and M.A. (1970) degrees in economics from Virginia Polytechnic 

Institute and State University (Virginia Tech) and a M.B.A. (1985) from Virginia 

Con~monwealth University. I have been a consulting economist with Technical 

Associates since 1970. 1 have provided cost of capital testimony in pitblic utility 

ratemaking proceedings dating back to 1972. In connection wit11 this, I have previously 

filed testimony andlor testified i n  over 400 utility proceedings before more than 40 

regi~latory agencies in the United States and Canada. Appendix 1 provides a more 

complete description of my education and relevant work experience. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IIC' THIS PROCEEDING? 

I have been retained by the Con~mission Staff to evaluate the cost of capital aspects of the 

current filing of Pennichi~ck Water Works, Inc. ("PWW" or "Company"). I have 

perfomled independent studies and an1 nlaking reco~nmendations of the current cost of 

capital for PWW. 111 addition, becai~se PWW is a subsidiary of Pennichi~ck Corporation 

("PC" or "Parent"), I also have evaluated this entity in my analyses. 

HAVE YOU PREPARED AN EXHIBIT IN SUPPORT O F  YOUR TESTIMONY? 

Yes, I have prepared one exhibit, identified as Schedule 1 throi~gh Schcdulc 13. This 

exhibit was prepared either by me or under my direction. Tlie information contained in 

this exhibit is correct to the best of my knowledge and bclicf. 

Technical Associates, Inc. 



RECOMMENDATIONS AND SUMMARY 

WHAT ARE YOUR RECOMMENDATIONS IN THIS PROCEEDING? 

My overall cost of capital recom~iieridations for PWW are: 

Percent Cost Return 
Long-Tenii Debt 57.78% 5.30% 3.00% 
Common Equity 42.22% 9.00- 10.00% 3.80-4.22% 

Total 100.00% 6.86-7.28% 
7.07% mid-point 

PWW's application requests a return on cornmori equity of 1 1.25 percent aiid 

overall rate of retunl of 7.81 percent. Tlie only difference between PWW's request a id  

niy recommendation is the cost of equity capital, where PWW proposes a 1 1.25 percent 

return aiid I recommend a 9.0 percent to 10.0 percent return. 

PLEASE SUMMARIZE YOUR COST OF CAPITAL ANALYSES AND 

RELATED CONCLUSIONS FOR PWW. 

This proceeding is concerned witli PWW's regulated water utility operations in New 

Hampshire. My analyses are concerned witli the Conipany's total cost of capital. The 

first step in perfoniiing these analyses is the developnient of the appropriate capital 

structure. PWW's proposed capital structure is thc profoni~a December 3 1 ,  2007 capital 

structure ratios of PWW. I also use this capital structure in my cost of  capital analyses. 

The second step in a cost of capital calculation is a determination of the embedded 

cost rate of long-tenn debt. I have used tlie 5.30 percent cost rate for long-tenii debt 

contained in PWW's application. 

The third step in tlie cost of capital calculation is tlie estimation of  the cost of 

colnlnon equity. I have eniployed tliree recognized iiiethodologies to estimate tlie cost of  

equity for PWW. Each of these methodologies is applied to two groups of proxy water 

utilities. l'liese three methodologics and my findit~gs are: 

Technical Associates. Inc. 



-- Metliodology -- Range 
Discoi~nted Cash Flow 9.0-1 0.0% (9.5% mid-point) 
Capital Asset Pricing Model 8.5-9.0% (8.75% mid-point) 
Comparable Eaniings 1 0.00% 

Based upon these findings, 1 conclude that the cost of common e q ~ ~ i t y  for PWW is within 

a range of 9.0 percent to 10.0 percent (9.5 percent mid-point), which reflects the range for 

each ~ilodel results. 

Combining these three steps into a weighted cost of capital resillts in an overall 

rate of retilni range of 6.86 percent lo 7.28 percent (7.07 percent mid-point, which 

incorporates a cost of common equity of 9.5 percent). My specific cost of capital 

recommendation for PWW is 7.07 percent. 

Technical Associates, Inc. 



ECONOMICILEGAL PRINCIPLES AND METHODOLOGIES 

WHAT ARE THE PRIMARY ECONOMIC AND LEGAL PRIIVCIPLES THAT 

ESTABLISH THE STANDARDS FOR DETERMINING A FAIR RATE O F  

RETURN FOR A REGULATED UTILITY'? 

Public utility rates are nomially establislied in  a manner designed to allow the recovery of 

their costs. including capital costs. This is Srcqueutly referred to as "cost of service" 

ratenlaking. Rates for regulated public utilities traditionally have been primarily 

establislied using tlie "rate basc - rate of return" concept. Under this method, utilities are 

allowed to recover a level of operating cxpcnscs, taxes, and depreciation deemed 

reasonable for rate-setting purposes. and are granted an opportunity to carn a fair rate of 

retu1-11 on the assets utilized (&, rate base) in providins service to their customers. 

Tlie rate base is derived from tlie asset side of the utility's balance sheet as a 

dollar amount and tlie rate of return is developed from tlie liabilities/owners' equity side 

of the balance slieet as a percentage. Tlie revenue impact of tlie cost of capital is thus 

deri\.ed by multiplying the rate base by the rate ofretirni (including income taxes). 

Tlie rate of retuni is developed from lhe cost of capital, which is estimated by 

weighting the capital s t r i ~ c t ~ ~ r e  components (&, debt, preferred stock, and common 

equity) by their percentages in tlie capital structi~re and n~ultiplying these by their cost 

rates. This is also known as the weighted cost of capital. 

Technically, "fair rate ofreti1111" is a legal and accounting concept tliat refers to an 

ex post (after tlie fact) earned return on an asset base, while the cost of capital is an 

econoniic and financial concept which refers to an ex ante (before the fact) expected or 

req~~ired return on a liability base. 111 regulatory proceedings, however, the two temis are 

often used interchangeably. 1 have equated the two concepts in niy testimony. 

From an econo~iiic standpoint, a fair rate of return is nornially intcrprctcd to mean 

tliat an efficient and econoniically managed utility will be able to niaintain its financial 

integrity, attract capital, and establish coniparable returns for similar risk investments. 

These concepts are derivcd from economic and financial theory and are generally 

implemented using financial niodels and economic concepts. 
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Although I an1 not a lawyer and I do not offer a legal opinion, my testimony is 

based on lily i~nderstanding that two United States Supreme Court decisions are 

i~niversally cited as providing tlie standards for a fair rate of return. The first is Bluefield 

Water Works and Improvement Co. v. Public Serv. Conim'n of West Virginia, 262 U.S. 

679 (1923). In this decision, the Court stated: 

What anniial rate will constitute just compensation depends i~pon many 
circunistances and ni~ist be determined by the exercise of fair and 
enlightened judgment, having regard to all relevalit facts. A public 
utility is entitled to sucli rates as will peniiit i t  to earn a return 011 tlie 
value of the property uliich it  employs for the convenience of the public 
e q ~ ~ a l  to tliat generally being made at tlie same tinie and in the same 
general part of tlie country 011 investments in other business 
undertakings wliich are attended by corresponding risks and 
uncertainties; but it has no constitutional right to profits such as are 
realized or anticipated in highly profitable enterprises or speculative 
ventures. The return slio~ild be reasonably sufficient to assure 
confidence in the financial soundness of the utility, and should be 
adequate, under efficient and economical management, to maintain and 
support its credit and enable it to raise the money necessary for tlie 
proper discharge of its public duties. A rate of return may be reasonable at 
one time, and beconie too high or too lob by clianyes affecting 
opportunities for investment, tlie money market, and business conditions 
generally. [Emphasis added.] 

I t  is my  iders erst an ding that the Bluefield decision established the following standards for 

a fair rate of return: comparable earnings, financial integrity, and capital attraction. It  

also noted tlie changing level of required returns over tinie as well as an underlying 

assumptio~i tliat tlie utility be operatcd in a efficient manner. 

Tlie second decision is Federal Power Comni'n v. Hope Natural Gas Co., 320 

U.S. 591 ( 1  942). In that decision, the C o ~ ~ r t  stated: 

Tlie rate-making process under tlie [Natural Gas] Act, i.e., tlie fixing of 
'just and reasonable' rates, involves a balancing of tlie investor and 
consumer interests . . . . Fro111 the investor or company point of view i t  is 
iniportant tliat Illere be enough revenue not only for operating expenses 
but also for the capital costs of tlie business. These include service 011 the 
debt and dividends 011 tlie stock. By that standard the return to the equity 
owner sl io~~ld be commensurate with returns on investments in other 
enterprises having corresponding risks. That return, moreover, should 
be sufficient to assure confidence in tlie financial integrity of the 
enterprise, so as to maintain its credit and to attract capital. [Empahsis 
added.] 
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The Hope case is also frequently credited witli establishing the "end result" doctrine, 

wliich maintains that the methods utilized to develop a fair return are not important as 

long as tlie end result is reasonable. 

The three economic and financial parameters in tlie Bluefield and Hope decisions 

- colnparable earnings, financial integrity, and capital attraction - reflect the economic 

criteria encompassed in the "opportu~iity cost" principle of economics. The opportunity 

cost principle provides that a utility and its i~ivestors should be afforded an oppol-tunity 

(not a guarantee) to eani a return commensurate with returns they could expect to achieve 

on investments of similar risk. The opportunity cost principle is consistent with tlie 

fi~ndamental premise on wliicli regulation rests, nalnely, that it is intended to act as a 

surrogate for competition 

HOW CAN THESE PARAMETERS BE EMPLOYED TO ESTIMATE THE COST 

OF CAPITAL FOR A UTIL,ITY6? 

Neither tlie courts nor eco~io~iiic/fina~icial theory have developed exact and mechanical 

procedures for precisely deterniining tlie cost orcapital. This is tlie case because the cost 

of capital is an opportunity cost and is prospective-looking, wliicli dictates that it mi~st be 

estimated. 

There are several usefill models that can be e~nployed to assist in estimating tlie 

cost of equity capital, wliich is the capital structure item that is the most difficult to 

detennine. These include tlie discounted cash flow ("DCF"), capital asset pricing model 

("CAPM"), comparable eaniings ("CE") and risk premium ("RP") nietliods. Each of 

these metliods (or models) differs from tlie others and each, if properly e~nployed. call be 

a useful tool in estimating tlie cost of common equity for a regulated utility. 

WHICH METHODS HAVE YOU EMPLOYED IN YOUR ANALYSES OF THE 

COST OF COMMON EQUITY IN THIS PROCEEDING? 

1 have utilized three metliodologies to detennine PWW's cost of common equity: tlie 

DCF, CAPM, and CE nietliods. Each of these niethodologies will be described in more 

detail in niy testimony that follows. 
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GENERAL ECONOMIC CONDITIONS 

WHY ARE ECONOMIC AND FINANCIAL CONDITIONS IMPORTANT IN 

DETERMINING THE COSTS O F  CAPITAL:' 

The costs of capital, for both fixed-cost (debt and preferred stock) components and 

common equity, are determined in  part by current and prospective economic and 

financial conditions. At any given time, each of the following factors has an influence 011 

tlie costs of capital: tlie level of economic activity (i.e., growth rate of tlie economy), the 

stage of the business cycle (i.e., recession, expansion, 01- transition), the level of inflation, 

and expected economic conditions. My understanding is tliat this position is consistent 

with the Bluefield decision tliat noted "[a] rate of retuni may be reasonable at one tinie, 

and beconie too high or too low by changes affecting opportunities for investment, the 

money market, and business conditions generally." 

WHAT INDICATORS O F  ECONOMIC AND FINANCIAL ACTIVITY HAVE 

YOU EVALUATED IN YOUR ANALYSES? 

I Iiave examined several sets of economic statistics fi-om 1975 to tlie present. 1 cliose this 

tinie period because it pennits tlie evaluation of econornic conditions over three fill1 

business cycles plus tlie current cycle to date, allowing for an assessinelit of changes in 

long-term trends. This period also approximates tlie beginning and continuation of active 

rate case activities by pi~blic utilities. 

A business cycle is comliionly defined as a complete period of expansion 

(recovery and growth) and contraction (recession). A fill1 business cycle is a i~sefi~l and 

convenient period over which to measure levels and trends i n  long-tern1 capital costs 

because i t  incorporates the cyclical (i.e., stage of business cycle) influences, and tlii~s, 

pemlits a conlparison of structural (or long-tenii) trends. 

PLEASE DESCRIBE THE TIMEFRAME OF 'THE THREE PRIOR BUSINESS 

CYCLES AND THE MOST RECENT CYCLE. 

The three prior coniplete cycles and most recent cycle cover the following periods: 
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1 Business Cycle Expansion Cycle --- Contraction Period 
3 1975-1 982 Mar. 1975-.luly 198 1 Aug. 198 1 -0ct. 1982 

1982-3991 Nov. 1982-July 1990 Aug. 1990-Mar. 1991 
199 1-200 1 Apr. 199 1 -Mar. 2001 Apr. 200 1 -Nov. 200 1 
Current Dec. 200 1 -Nov. 2007 Dec. 2007-Present 

Source: National Bureau of Economic, Rcst.arcli, "Business Cycle Expansions and Contractions." 

DO YOU HAVE ANY GENERAL OBSERVATIONS CONCERNING THE 

RECENT TRENDS IN ECONOMIC CONDITIONS AND THEIR IMPACT ON 

CAPITAL COSTS OVER THIS BROAD PERIOD? 

Yes, I do. As I will describe below, until rcccntly the U.S. economy enjoyed general 

prosperity and stability over the period since the early 1980s. 'fhis period has been 

characterized by longer econo~nic cxpansions, relatively tame contractions, relatively low 

and declining inflation, and declining interest rates and other capital costs. The current 

business cycle began in late 2001, followiug a soniewhat modest recession earlier in the 

ycar. 

Over the past two years, on the other hand, the economy has slowed significantly, 

initially as a result of the 2007 collapse of the "sub-prime" mortgage market and related 

liquidity crises in the financial sector of the economy. Subsequently, this financial crisis 

intensified with a more broad-based decline initially based on an intensive increase in 

petroleum prices and an increasing decline in the U.S. financial sector culminating with 

the collapse and/or bailouts of a substantial number of long-standing institutions such as 

Bear Steams, Lehn~an Brothers, Merrill Lynch, Freddie Mac, Fannie Mae, AIG and 

Wachovia. This crisis has recently been described as the worst financial crisis since the 

Great Depression. The U.S. government is in the process of implementing unprecedented 

actions to attempt to correct or minimize its scope and effects. As of this time the 

consequences of these goveni~nental initiatives are unclear. There is presently a 

universal acceptance that the economy is in a recession. Should the economic recession 

become severe. the impacts on cost of capital would likely be characterized by lower 

utility growth and declining capital costs due to a decline in corporate profits and 

expected earnings growth. It is clear that a serious recession would also have negative 

impacts on PWW's customers, in tenns of income levels, unemployment and higher 
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poverty levels. In addition, it  is likely that PWW's business customers are experiencing 

lower profits as a result of the recession. Clearly, this is not an environment in which it is 

sensible to increase tlie profitability of a regulated company such as PWW. 

PLEASE DESCRIBE RECENT AND CURRENT ECONOMIC AND FINANCIAL 

CONDITIONS AND THEIR IMPACT ON THE COSTS OF CAPITAL. 

Schedule 2 shows several sets of economic data. Pages 1 and 2 contain general 

macroeconomic statistics while Pages 4 through 6 contain financial market statistics. 

Pages I and 2 sliow that tlie U.S. economy ended 2007 as the sixth year of an economlc 

expansion although, as indicated previously, tlie economy was then entering a decline. 

This is indicated by the growth in real (i.e., adjusted for inflation) Gross Domestic 

Product ("GDP"), industrial production, and tlie increase in the une~iiployment rate. 'This 

most recent expansion was characterized by slower growth, in coniparison to prior 

expansions which resulted in lower inflationary pressures and interest rates. 

The rate of inflation is also shown on Pages 1 and 2. As is reflected in the 

Consumer Price Index ("CPI"), for example, inflation rose significantly during the 1975- 

1982 business cycle and reached double-digit levels in 1979-1980. The rate of inflation 

declined substantially in 198 1 and remained at or below 6.1 percent during tlie 1983-1 991 

business cycle. Since 199 1 ,  the CPI has been 4.1 percent or lower. The 0.1 percent rate 

of inflation in 2008 was the lowest level of the past thirty years. This is indicative of 

virtually no inflation, wliicli slioi~ld also be reflective of lower capital costs. 

WHAT HAVE BEEN THE TRENDS IN INTEREST RATES? 

Pages 3 and 4 sliow several series of interest rates. Rates rose sharply to record levels in 

1975-1981 when the inflation rate was high and generally rising. Interest rates declined 

substantially in conjunction with inflation rates tlirougliout the remainder of the 1980s 

and throughout the 1990s. Interest rates declined even further from 2000-2005 and 

generally recorded their lowest levels since the 1960s. 

During tlie past several years, long-tern1 interest rates have remained low by 

historic standards. During the 2001 recession and early in tlic succeeding expansion, the 

Federal Reserve lowered interest rates (i.e., Federal Funds rate) 1 1  times in 2001 and 
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twice in 2003 in an effort to stimulate the economy. Following this, the Federal Reserve 

increased sliort-ten11 interest rates on 17 occasions betwccn 2004 and 2006,' although 

each tinie by only 0.25 percent, in an attempt to ensurc that any perceived inflationary 

expectations will not stifle cont in~~ed economic growth. Nevertlleless, tlie Federal 

Reserve actions did not result in a pronounced increase in long-term rates. Most recently, 

howecer, the Federal Reserve has lowered the Federal Funds rate (i.e., short-term rate) on 

several occasions and as February 20, 2009 it is 0.25 pcrcent, an all-time low. Over the 

past several years, long-tern1 interest rates have rcniained relatively stable, by historic 

standards. The year 2008 experienced a pronounccd decline in short-term rates, a slight 

decline in long-tenn U.S. Treasury Sec~~rities yields, and an increase in utility bond 

yields. The initial months of 2009 has secn a reduction in tlie levels of corporate yields. 

Q. WHAT HAVE BEEN THE TRENDS IN COhiIMON SHARE PRICES? 

A. Pages 5 and 6 show several series of c o n ~ ~ n o n  stock prices and ratios. These ratios 

indicate that share prices were essentially stagnant during the high inflationlinterest rate 

environment of the late 1970s and early 1980s. On the other hand, the 1983-1991 

business cycle and the most rccent cycles witnessed a significant upward trend in stock 

prices. Since the beginning of tlie current financial crisis, on tlie other hand, stock prices 

have declined precipitously and have been very volatile. Stock prices in 2008 and early 

2009 are down significantly from 2007 levels, reflecting the financial/economic crises. 

Q. WHAT CONCLUSIONS DO YOU DRAW FROM YOUR DISCUSSION OF 

ECONOMIC AND FINANCIAL CONDITIONS? 

A. It is apparent that rccent and current economiclfinancial circ~rmstances are rad~cally 

different from any that have preva~led since at least the 1930s. The recent deterioration in 

stock prices and tlic decline 111 U.S. Treasury bond yields and increase in corporate bond 

yields reflect tlic "flight to quality" that describes the extreme reluctance of inveslors to 

purchase common stocks and corporate bonds wh~le  moving investments into the very 

safe governlncnt bonds. 

' See Federal Reserve Bank of New York, "tlistorical Changes of the Target Federal Funds and Discount Rates." 
www.~~ewyorkted.orgi~~~arketsistatistics/dlyrates/fedrate,ht~~~l. 
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This ''flight to safety" s l io~~ld  not be interpreted to reflect an increase in the cost of 

capital, liowcvcr. Rather, it more PI-operly reflects an "availability of capital" since 

investors have been recently been ~~nwilling to invest in any assets other than U.S. 

Treasury bonds. As I noted previously. the opportunity cost of capital, as nieasured by 

tlie recent and current returns of unregulated finns, has been tlie lowest in recent memory. 

Clearly, this cannot be claimed to reflect an increase in tlie cost of capital for a regulated 

firni such as PWW. 
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PENNICHUCK'S OPERATIONS AND RISKS 

PLEASE SUMMARIZE PWW AND ITS OPERATIONS. 

PWW is a public utility tliat provides water services to sonie 110,000 people in New 

Hampshire. The Company dates to 1852 and is presently tlie largest investor-owned 

water iltility in New Hampshire. PWW is a subsidiary of PC. 

PLEASE DESCRIBE PC. 

PC is a holding company, whose prilicipal subsidiaries are water utilities tliat provide 

water in New Hampshire and a sniall portion of Massacliusetts. According to PC's 2008 

Fomi 10-K, it owns five operating subsidiaries: 

Pennichuck Water Works, Inc. ("PWW") our principal subsidiary, was 
establislied in 1985 and services tlie City of Nashua, New Hampshire and 10 
surrounding New Hanipsliire municipalities located in southern New Hampshire 
with an estimated population of 1 10,000, alnlost 10% of tlie popillation of the 
State of New Hanipsliire. 

Pennichuck Water Service Corporation ("PWSC") is in tlie contract operations 
field. Currently, PWSC Iias operations and managenlent agreements with tlie 
towns of Hudson, NH and Salisbury and Hyannis, MA. PWSC is the certified 
operator for many 11011-community water systems, providing laboratory testing, 
nionitoring and consulting services. 

Pennichuck East Utility, Inc. ("PEU") was organized in 1998 and serves 15 
commi~nities most of which are located in southern and central New Hanipsliire. 

Pittsfield Aqueduct Company which was acquired in 1998 serves customers in 
Pittsfield, New Ha~iipsliirc, as well as three otlier coni~nunities in central and 
nortliern New Hanipslii re. 

The Southwood Corporation is engaged in real estate managelnent and 
comniercialization activities. Soutliwood's holdings include approximately 450 
acres of developable land located in Nasliua and Merri~nack New Hampshire. 

W H A T  ARE T H E  SEGMENT RATIOS O F  PC? 

These are shown on Schedule 3. Page 1 indicates the ratios of operating reveriiles, net 

income, capital additions and assets Tor tlie three major business segments of PC - water 
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~~ti l i ty ,  water management and real estate. This indicates that the ~vater utility operations 

fonn the vast majority (i.e., 90 percent or greater) of PC's combined operations. 

Page 2 of Schedule 3, in t ~ ~ r i i ,  shows the relative amounts of utility operating 

revenues attributable to the three utility s~ibsidiaries of PC. This indicates tliat PWW is 

the primary utility subsidiary, as it accounts for about 80 percent of the combined 

operating revenues. 

WHAT ARE T H E  CURRENT BOND RATINGS O F  PC? 

The debt of PWW is rated Baa3 by Moody's. This rating has been in effect since 2005. 

HOW' DO THESE RATINGS COMPARE T O  OTHER PUBLICLY-TRADED 

WATER UTILITIES? 

According to AUS Utility Reports, only 4 of tlie 10 covered water utilities have S&P 

bond ratings. Of the 4, two arc ratcd single-A and one is rated double-A. The other has 

triplc-A ratings apparently reflcctiiig the existence of insured debt. Only one of tlie 10 

companies has Moody's ratings; this is single-A rated. The lack of ratings by most of tlie 

water utilities i~nplies tliat PWW is less risky than water utilities generally. This follows 

since a rated company is perceived to have a recognized risk profile assigned by an 

independent rating agency, whereas an ~~nra ted  company does not. 

DOES THE ONGOING EMINENT DOMAIN PROCEEDING IMPACT T H E  

COST O F  CAPITAL FOR PWW? 

Since 2002, the City of Nashua has been involved in an ongoing effort to acquire a 

significant portion of PWW's assets through an eminent domain proceeding. At the 

present time, PWW is involved in tlie appeal of the hlHPUC decision dated July 25, 2008 

tliat the City s l io~~ld  be permitted to accl~~ire tlie Company's assets. According to PC's 

2008 Fomi 10-K, tlie Company has engaged an investment banking fimi to "advise it 

regarding a possible settlement with tlie City." 

I do not believe tliat this eminent domain proceeding, as well as any speculation 

as to its ultimate outcome, should impact the cost of capital for PWW in this proceeding. 
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1 also note that PWW does not appear to be claiming that its cost of equity should be 

directly impacted by this fixtor. 
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CAPITAL STRUCTURE AND COST OF DEBT 

WHAT IS THE IMPORTANCE OF DETERMINING A PROPER CAPITAL 

STRUCTURE IN A REGULATORY FRAMEWORK? 

A utility's capital structure is important because the concept of rate base - rate of return 

regulation requires that a utility's capital structure be determined and utilized in 

estimating the total cost of capital. Within this framework, it is proper to ascertain 

whether the utility's capital structure is appropriate relative to its level of business risk 

and relative to other utilities. 

As discussed in Section Ill of my testimony, the purpose of determining the 

proper capital structure for a utility is to help ascertain its capital costs. The rate base - 

rate of return concept recognizes the assets einployed in providing utility services and 

provides for a return on these assets by identifying the liabilities and common equity (and 

their cost rates) used to finance the assets. In this process, the rate base is derived from 

the asset side of the balance sheet and the cost of capital is derived from the 

liabilities/owners' equity side of the balance sheet. The inherent assumptioi~ in this 

procedure is that the dollar values of the capital structure and the rate base are 

approximately equal and the former is utilized to finance the latter. 

The common equity ratio (i.e., the percentage of common equity in the capital 

structure) is the capital structure itelm which no~lnally receives the most attention. This is 

the case because colnmon equity: (1) ~isually commands the highest cost rate; (2) 

generates associated income tax liabilities; and, (3) causes the most controversy since its 

cost cannot be precisely determined. 

HOW HAVE YOU EVALUATED THE CAPITAL STRUCTURE OF PWW AND 

PC? 

1 have first examined the five year historic (2003-2007) and recent (Nov. 30, 2008) 

capital structure ratios of PWW and PC. 

WHAT ARE THE CAPITAL STRUCTURE RATIOS OF PWW AND PC? 
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Tliese are shown on Schedule 4. Tliese common equity ratios of PWW and PC, on a 

consolidated basis, are s~~mniarized below: 

Pe~inicli~~ck Water Works Pennicliuck Corporation 
2003 47.9O/;, 52.5% 
2004 49.9% 52.9% 
2005 5 1 .0'%, 52.4% 
2006 49. O'Yn 48.0% 
2007 40.9% 41.3% 
Nov. 30,2008 42.3% 42.5% 

These ratios indicate a decline in coiii1iion equity percentage for both PWW and PC in 

2007 and 2008. The Company maintains (e.g., Mr. Walker's testimony 011 page 12) that 

this decline is due to PC's inability to sell additional equity due to the eminent domain 

proceeding. 

HOW DO THESE CAPITAL STRUCTURES COMPARE TO THOSE OF 

INVESTOR-OWNED WATER UTILITIES? 

Scliedule 5 SI IOM~S the common e q ~ ~ i t y  ratios (including short-tenii debt in capitalization) 

for the two groups of proxy water i~tilities identified in a following section of my 

testimony. These are: 

Value Line AUS Utility 
Year Water Group 
-- 

Reports 
2003 46% 46% 

Tliese common equity ratios are seen to be generally higher than those of PWW since 

2007. 

WHAT CAPITAL STRUCTURE RATIOS HAS PWW REQUESTED IN THIS 

PROCEEDING? 

The Co~upany requests use of the following (profonna December 31, 2007) capital 

structure: 
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Capital Item Percent 
Long-Tern1 Debt 57.78% 
Conlnlon Equity 42.22% 

According to PW W witness William Patterson, the pro fonna adjustment to the 

Conlpany's actual December 3 1, 2007 capital structure reflects an equity infusion from 

PC in early 2008 from funds derived from the sale of real estate. 

Q. WHAT CAPITAL STRUCTURE DO YOU PROPOSE TO USE IN THIS 

PROCEEDING? 

A. I have utilized the proposed capital stri~cture that is contained in the Company's filing. 

This capital structure reflects the proforma per books ratios of PWW and is similar to the 

recent actual capital structure ratios. I note that the capital structure proposed by PWW 

does not include short-tenn debt. I generally favor the inclusion of short-tern1 debt in a 

utility's capital structure for ratemaking purposes, especially when i t  can be shown to be 

consistently financing a portion of rate base. It does not appear that PWW has 

consistently utilized short-tern1 debt in recent years. 

Q. WHAT IS THE COST RATE OF LONG-TERM DEBT IN THE COMPANY'S 

APPLICATION? 

A. l'he Company's tiling cites a cost of long-tenn debt of 5.30 percent. I use this rate in 1i1y 

cost of capital analyses. 

Q. ARE YOU AWARE THAT PWW HAS PROVIDED THE STAFF WITH A 

"REVISED" COST O F  LONG-TERM DEBT CALCULATION? 

A. Yes, I am. It is nly understanding that PWW has provided Staff with a "revised" set of 

long-ten11 debt embedded cost rates that primarily differ from those in the Company's 

filing by including a rate of retunl or carrying cost on the unamortized amount of 

issuance costs. I note that PWW apparently has not requested that its cost o r  debt be 

modified from that contained in the original filing. However, the Staff requested me to 

address this proposal in my testimony. 
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DO YOU AGREE WITH PWW'S REVISED COST OF DEBT METHODOLOGY? 

No, I do not. I believe that PWW's proposal has the inipact of over-recovering the cost 

of debt. This is the case since, even tlio~~gli the Company does not receive tlie gross 

proceeds fro111 each debt issue (and recovers the differential between the gross and net 

proceeds through the cost of debt), the capital structure used by the Company for 

establishing its total cost of capital does include the gross aniount of long-tern1 debt. 

Thus, tlie Company is earning a return on the full, or gross, amount of its long-tern1 debt 

throughout the life of each long-term debt issue and is thus fully compensated for its debt 

costs. 

CAN YOU PROVIDE AN EXAMPLE OF WHY THIS IS THE CASE? 

Yes, I can. Schedule 5 of PWW's filing shows the "Effective Rate" of each of its debt 

issues. Consider, for example, the "BFA of NH" issue, which has an outstanding balance 

of $4 million and an "Effective Rate" of 6.52 percent. This cost rate contains an "All In 

Annual Cost" of S260,S 19, wliicli includes $8,8 19 of "Ann~~al  Aniortization" of the debt 

discount. 

The Company's alternative metliodology, as provided to the Staff, indicates a cost 

of 6.73 percent for this debt issue. This rate is derived by dividing the $260,819 "All In 

Annual Cost" by tlie "Outstanding Debt Funded" (which is the $4 million "Outstanding 

Balance" less tlie $126,404 "i~nan~ortized issuance costs"), which results in the 6.73 

percent cost rate in PWW's revised cost rate for this issue. 

Recalling that the fill1 $4 million of the outstanding balance of the BFA of NH 

issue is in the capital structure (which can be verified by comparing the $58,164,687 

outstanding balance of long-term debt shown on Schedule 5 with Schedule I ) ,  it is 

apparent that the 6.73 percent over-compensates the Company for its debt cost. This is 

the case since tlie $4 million aniount outstanding is in the capital structure used to 

develop the total cost of  capital, not the "Outstanding Debt Funded" which PWW used to 

develop its 6.73 percent cost in its "revised" cost of debt. 
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CAN THE COST O F  COMMON EQUITY BE DETERMINED WITH THE SAME 

DEGREE O F  PRECISION AS THE COSTS OF DEBT AND PREFERRED 

EQUITY'? 

No. The cost ratcs of debt and preferred stock are largely deteniiined by Interest 

payments, issue prices, and related expenses. The cost of conimon equity, on the other 

hand, cannot be precisely quantified, priniarily because this cost is an opportunity cost. 

There are, however, several models \vliicli can be employed to estiniate the cost of 

conimon equity. Three of the primary methods - DCF, CAPM, and CE - are developed in 

the following sections of niy testimony. 
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SELECTION OF PROXY GROUPS 

HOW HAVE YOU ESTINIATED THE COST OF COMMON EQUITY FOR 

PWW? 

PWW is not a publicly-traded company. Conseqnently, it is not possible to directly apply 

cost of  equity niodels to this entity. Its parent company, PC, howeber, is publicly-traded. 

As a result, i t  is possible to condilct direct analyses of its cost of  coninion equity. 

How,cver, it is cilstomary to analyze groups of comparison or "proxy" companies as a 

substitute for PWW and PC to determine their cost of common equity. 

I have examined two such groups for comparison to PWW and PC. The first 

proxy group is the group of four water utilities that are includcd in Value Line Investment 

Survey. The second group is the complete set of \\,ater utilities reported in AUS Utility 

Reports. This is similar to the group o f  six ~ a t e r  utilities identified by PWW witness 

Walker i n  his cost of  capital analyses and identified as "Water G r o ~ ~ p  Followed by 

Analysts," alth0~1~11 i t  includes two conipanies not contained in Mr. Walker's group (i.e., 

Connecticut Water and Middlesex Watcr). 

Technical Associates, Inc. 



DISCOUNTED CASH FLOW ANALYSIS 

WHAT IS T H E  THEORY AND NIETHODOLOGICAL BASIS O F  T H E  

DISCOUNTED CASH FLOW MODEL1? 

Tlie discounted cash flow (DCF) niodel is one of  the oldest. as well as the most 

commonly-used, models for estimating the cost o f  common equity for public utilities. 

The DCF model is based on the "dividend disco~unt model" of  financial tlieol-y, which 

maintains that the value (pricc) of any security or co~iimodity is the discounted present 

value of  all fi~ture cash flows. 

Tlie most comnlon variant of  the DCF model assumes that dividends are expected 

to grow at a constant rate. This variant of the dividend discount liiodel is known as the 

constant growtli or Gordon DCF model. In this framework cost of capital is derived by 

the following formula: 

where: K = discount rate (cost of capital) 

P = current price 

D = current dividend rate 

G = constant rate of expected growth 

This forniula essentially recognizes that tlie return expected or required by investors is 

comprised o f  two factors: tlie dividend yield (current income) and expected growtli in 

dividends (future income). 

PLEASE EXPLAIN H O W  YOU IIAVE EMPLOYED T H E  DCF MODEL. 

I have utilized the constant growtli DCF model. In doing so, I havc combined the cun-ent 

dividend yield for each group of proxy utility stocks described in the previous sectlon 

with several indicators of  expected dividend g o w t h .  
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HOW DID YOU DERIVE THE DIVIDEND YIELD COMPONENT O F  THE DCF 

EQUATION. 

There are several methods tliat can be used for calculating the dividend yield component. 

These methods generally differ in the manner in which the dividend rate is employed; 

i.e., current versus f i~ t i~re  dividends or annual versus qi~arterly compounding of 

dividends. I believe the n~ost appropriate dividend yield component is a qilarterly 

conipo~~nding variant, which I S  expressed as follows: 

Tliis dividend yield component recognizes tlie timing of dividend payments and d~vidend 

increases. 

The Po in my yield calculation is tlie average (of high and low) stock price for 

each proxy compaliy for the most recent three month period (December 3008 to February 

2009). The Do is tlie current annualized dividend rate for each proxy company. 

HOW HAVE YOU ESTIMATED THE DIVIDEND GROWTH COMPONENT O F  

THE DCF EQUATION'? 

The dividend growth rate component of the DCF model is usi~ally the most cri~cial and 

colitroversial element involved in i~sing this methodology. The objective of estimating 

the dividend growth component is to reflect tlie growth cxpccted by investors tliat is 

embodied in tlie price (and yield) of a company's stock. As such, it  is important to 

recognize that individual investors have different expectations and consider alteniativc 

ilidicators in deriving their expectations. This is evidenced by the fact that every 

investment decision resulting in tlie purchase of a particular stock is matched by another 

investment decision to sell that stock. 

A wide array of indicators exist for estimating the growth expectations of 

investors. As a result, it is evident tliat no single indicator of growth is always used by all 

investors. I t  therefore is necessary to consider alternative indicators of dividend growtli 

in deriving the growth coniponent of the DCF model. 

I have considered five indicators of growtli in my DCF analyses. These are: 

1 .  2003-2007 (5-year average) earnings retention, or fundamental growth; 
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2. 5-year average of historic growth in earnings per share (EPS), dividends 

per sliarc (DPS), and book value per share (BVPS); 

3.  2008, and 301 1-201 3 PI-ejections of earnings retention growth; (per Value 

Line); 

4. 2005-2007 to 20 1 1-291 3 projections of EPS, DPS, and BVPS (per Value 

Line); and, 

5. 5-year projections of EPS growth as reported in First Call (per Yalioo! 

Finance). 

1 believe this combination of growth indicators is a representative and appropriate 

set with which to begin the process of estimating investor expectations of dividend 

growth for the groups of proxy companies. I also believe that these growth indicators 

reflect the types of info~iiiation that investors consider in making their investment 

decisions. As I indicated previously, investors have an array of infoniiation available to 

them, all of which slioi~ld be expected to have some impact on their decision-making 

process. 

Q. PLEASE DESCRIBE YOUR INITIAL DCF CALCULATIONS. 

A. Schedule 6 presents my DCF analysis. Page 1 shows tlie calc~~lation of tlie "raw" (i.e., 

prior to adjustment for growtli) dividend yield for each proxy company. Pages 2 and 3 

show the growth rate for the groups of proxy companies. Page 4 shows the "raw" DCF 

calculations, which are presented on several bases: mean, median, and range of low!liigh 

values. These results can be summarized as follows: 

Mean Median 
Mean Median ~ i g l i ~  ~ i g l i '  

Value Line Group 7.5% 7.30/0 9.1% 9.3% 
AUS Group S.7% 8.9% 1 1.4% 11.1% 

1 note that the individual DCF calculations shown on Schedule 6 should not be 

interpreted to reflect tlie expected cost of capital for the proxy groups; rather, the 

L's~ng o~i ly  the Ilighest growth rate. 
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individual values shown should be interpreted as alternative information considered by 

Investors. 

The DCF results in Schedule 6 indicate average (mean and median) DCF cost 

rates of about 7% percent to 9 percent. The highest DCF rates (i.e., using the highest 

growth rates only) are about 9 percent to 1 1 percent. 

WHAT DO YOU CONCLUDE FROM YOUR DCF ANALYSES'? 

Bascd upon my analyses, I believe a broad range of 7 %  percent to 1 1  percent represents 

the current DCF cost of cquily for the proxy groups. This is approximated by the 

averagelmean values, as well as the top DCF calculations for the groups examined in the 

previous analysis. I recommend a 9 percent to 10 percent (9.5 percent mid-point) for 

PWW, which focuses on the middle portion ofthe DCF range. 

I note that my reco~~imendatio~~ does not incorporate either the lowest DCF costs 

(i.e., 7 percent to 8% percent) of the upper end (which reflects only a single growtll rate 

estimate). 
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CAPITAL ASSET PRICING MODEL ANA1,YSIS 

PLEASE DESCRIBE THE THEORY AND METHODOLOGICAL BASIS OF 

THE CAPITAI. ASSET PRICING MODEL. 

The Capital Asset Pricing Model (CAPM) is a version of tlie risk premium method. Tlie 

CAPM describes and measures the rclationship between a security's invcstmcnt risk and 

its market rate of  retLlr17. Tlie CAPM was dcvcloped in the 1960s and 1970s as an 

extension of  modern portfolio theory (MPT). which studies the relationships among risk, 

diversification, and expected returns. 

HOW IS THE CAPM DERIVED? 

Tlie general fonn of  the CAPM is: 

K = R ,  + PiR,,,-R, ) 

where: K = cost of  ec l~~i ty  

R1- = risk fi-ee sate 

R,,, = retunl on market 

p = beta 

R,,,-R,. = market risk premium 

As noted previously, the CAPM is a variant of the risk premium metliod. I believe tlie 

CAPM is generally si~perior to tlie simple risk premium method because tlie CAPM 

specifically recogni7es the risk of a particular company or industry (i.e., beta), whereas 

the siniple risk preniiuni method docs not, but I-ather tlie simple risk premium method 

assumes thc same cost of equity for all companies exhibiting similar bond ratings. 

WHAT GROUPS O F  CONIPANIES HAVE YOU UTILIZED T O  PERFORM 

YOUR CAPM ANALYSES? 

1 have performed CAPM analyses for the same groups of  proxy irtilities evaluated in my 

DCF analyses. 
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WHAT RATE DID YOU USE FOR THE RISK-FREE RATE'? 

The first tenii of the CAPM is the risk-free rate (Rr). The risk-free rate reflects the level 

of retuni that can bc achieved without accepting ally risk. 

In CAPM applications, the risk-free rate is generally recognized by use of U.S. 

Trcasury securities. Two general types of U.S. Treasury securities are often utilized as 

the Rr  component - short-tenii U.S. Treasury bills and long-ten11 U.S. Treasury bonds. 

1 Iiave perfomied CAPM calculations using the three month average yield 

(December 2008-Febr~lary 2009) for 20-year L.S. Treasury bonds. Over this three montli 

period, these bonds had an averaze yield of 3.49 percent. 

WHAT IS BETA AND WHAT BETAS DID YOU EMPLOY IN YOUR CAPM? 

Beta is a measure of the relative volatility (and thus risk) of a particular stock in relation 

to tlie overall market. Betas of less than 1 are considered less risky than the market, 

whereas betas greater tlia~i 1 are more risky. Utility stocks traditio~~ally have had betas 

below 1 .  I utilized tlie most recent Value Line betas for each company in the groups of 

proxy utilities. 

HOW DID YOU ESTIMATE THE MARKET RISK PREMIUM COMPONENT? 

The market risk p re~ i i i u~ l~  component (R,,,-RI,) represents the investor-expected premium 

of coninio~i stocks over the risk-free rate, or gove~~iment  bonds. For the purpose of 

estimating tlie ~narket risk premium, I considered alteniative measures of r e t ~ ~ n l s  of the 

S&P 500 ( a  broad-based group of large U.S. companies) and 20-year U.S. Treasury 

bonds. 

First, I have compared tlie actual annual returns on equity of tlie S&P 500 with tlie 

actual annual yields of U.S. Treasury bonds. Schedule 7 shows the retuni on equity for 

the S&P 500 group for the period 1978-2007 (all available years reportcd by S&P). This 

Schedule also indicates the annual yields on 20-Year U.S. Trcasury bonds, as well as the 

annual differentials (i.e., risk preniiu~iis) between thc S&P 500 and U.S. Treasury 20- 

Year bonds. Based upon these returns, I concludc that this versioll of the risk premiun~ is 

about 6.5 percent. 
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I Iiave also considered tlie total retirrns (i.e., dividendslinterest plus capital 

gainsllosses) for tlie S&P 500 group as well as for the long-tern1 government bonds, as 

tabulated by Ibbotson Associates, using both arithmetic and geometric means. I have 

co~isidered tlie total returns for tlie entire 1926-2008 period, which are as follows: 

S&P 500 L-T Gov't Bonds Risk Premium 
Aritlimetic 1 1.7% 6.1 YO 5.6% 
Geometric 9.6% 5.7% 3.9% 

I conclude from this tliat tlie expected risk preniium is about 5.3 percent (i.e., average of 

all three risk premiums). I believe tliat a combination of arithmetic and geometric nieans 

is appropriate since investors have access to both types of means and, presumably, both 

types are rcflected in investment decisions and th~ts stock prices and cost of capital. 

Sclied~~le 8 shows niy CAPM calculations itsing thc risk pretnium. The results 

are: 

Mean Median 
Value Line 8.8% 8.8% 
AUS Group 8.3% 8.4% 

WHAT IS YOUR CONCLUSION CONCERNING THE CAPM COST OF 

EQUITY? 

The CAPM res~~l t s  collectively indicate a cost of about 8% percent to 9 percent for the 

two groups of coniparisoli utilities. I conclude that the CAPM cost of equity for PWW is 

also 8% percent to 9 percent. 
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CONIPARABLE EARNINGS ANA1,YSIS 

PLEASE DESCRIBE THE BASIS O F  THE CE METHODOLOGY. 

Tlie CE iiietliod is derived from tlie "corresponding risk" standard of tlie Bluefield and 

Hope cases. This method is tli~is based opon the econoniic concept of opportunity cost. 

As previously noted, the cost of capital is an opportuiiity cost: tlie prospective return 

available to iiivestors from alternative investments of similar risk. 

The CE method is designed to nieasure the returns expected to be earned oil tlie 

original cost book value of siniilal- risk enterprises. Thus, tliis nietliod provides a direct 

measure of the fair return, becausc tlic CE nietliod ti-anslates into practice tlie competitive 

principle upon which reg~ilation is based. 

The CE method normally examines the experieiiced andlor projected returns on 

book coninion equity. The logic for retunis on book equity follows from tlie use of 

original cost rate base regulation for public utilities, which uses a iitility's book coninion 

equity to dete~liiine tlie cost of capital. This cost of capital is, in turn, used as the fair rate 

of return which is then applied (inilltiplied) to the book value of rate base to establish tlie 

dollar level of capital costs to be recovered by tlie utility. This technique is thus 

cons~stent with the rate base methodology used to set utility rates. 

HOW HAVE YOU EMPLOYED THE CE METHODOLOGY IN YOUR 

ANALYSIS O F  P W W S  COMMON EQUITY COST? 

I conducted Llie CE ~iietliodology by examining realized returiis on equity for several 

SroLlps of conlpanies and evaluating the investor acceptance of these returns by reference 

to tlie resulting market-to-book ratios. In this nianner i t  is possible to assess tlie degree to 

which a given level of retuni equates to tlie cost of capital. It is generally recognized for 

utilities that market-to-book ratios of greater than one (i.e., 100%) reflcct a situation 

where a company is able to attract new ecluity capital w i tho~~ t  dilution (i.e., above book 

value). As a result, one objective of a fair cost of equity is the maintenance of stock 

prices above book val~re. 

I would fi~rtlier note that the CE analysis, as I have employed it, is based Lipon 

market data (tlirougli the use of market-to-book ratios) and is thus essentially a market 
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test. As a result, niy co~nparable eaniings analysis is not subject to the criticisms 

occasionally made by soliie who maintain tliat past eanied retunis do not represent the 

cost of capital. In addition, my comparable earnings analysis uses prospective returns 

and thus is not backward looking. 

WHAT TIME PERIODS HAVE YOU EXAMINED IN YOUR C E  ANALYSIS? 

My CE a~ialysis considers the experienced equity r e t ~ ~ n i s  of the proxy groups of utilities 

for the period 1992-2007 (i.e., last sixteen years). The CE analysis requires that I 

exanii~ie a relatively long period of time in order to deteniiine trends i n  eaniings over at 

least a El111 business cycle. Further, in estimating a fair level of return for a fi~ture period, 

it is important to examine earllings over a diverse period of time i l l  order to avoid any 

i~ndue influence from unusual or abnormal conditions tliat lnay occur in a single year or 

shorter period. Therefore, in for~iiing my judgment of the current cost of equity I have 

focused on two periods: 2002-2007 (the last business cycle) and 1992-2001 (the most 

recent coniplete business cycle). 

PLEASE DESCRIBE YOUR CE ANALYSIS. 

Schedules 9 and 10 co~itain suni~iiaries of experienced retunis on equity for several 

groups of companies, while Schedule 1 1 presents a risk co~iiparison of utilities versus 

iuiregu lated firms. 

Schedule 9 shows tlie earned returns on average common equity and market-to- 

book ratios for tlie two groups of proxy utilities. These can be summarized as follows: 

Historic Prospective 
Group ROE M/B ROE --- 

Value Line Group 8.6-1 1 .O% 160-235% 9.3-12.5% 
AUS Group 9.5- 1 1 . 1  % 172-233% 9.3- 12.5% 

These results indicate that historic retur~is of 8.6-1 1 . 1  percent have bee11 adequate to 

produce market-to-book ratios of 160-235 percent for the groups of proxy utilities. 

Furthemiore, projected reti~nis on equity for 2008 and 201 1-2013 are within a range of 

9.3 percent to 12.5 percent for tlie utility groups. These relate to 2007 market-to-book 

ratios of 200 percent or higher. 
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Q. HAVE YOU ALSO REVIEWED EARNINGS O F  UNREGULATED FIRMS? 

A. Yes. As an altenlative, I also examined a group of largely unregulated finns. I have 

examined the Standard & Poor's 500 Composite group, since this is a well recognized 

group of finns that is widely utilized in the investment comn~unity and is indicative ofthe 

competitive sector of the economy. Schedule 10 presents the earned retums on equity 

and market-to-book ratios for thc S&P 500 group over tlie past sixteen years. As thls 

Schedule indicates, over the two periods tliis group's average eamcd rctilms ranged fi-om 

13.9 percent to 14.7 percent with market-to-book ratios ranging between 284 percent and 

341 percent. 

Q. HOW CAN T H E  ABOVE INFORMATION BE USED T O  ESTIMATE T H E  COST 

O F  EQUITY FOR PWW? 

A. The recent eanlings of the proxy utility and S&P 500 groups can be utilized an indication 

of the level of return realized and expected in the regulated and competitive sectors of the 

economy. I n  order to apply these returns to the cost of equity for proxy utilities, 

however, it is necessary to compare the risk levels of the water utility industries with 

those of the competitive sector. I havc donc this in Schedule I I ,  ~ i l ~ i c l i  compares several 

risk indicators for the S&P 500 group and the utility groiIps. The information in this 

schedule indicates that the S&P 500 group is slightly more risky than the utility proxy 

groups. 

Q. WHAT RETURN ON EQLIITY IS INDICATED BY T H E  C E  ANALYSIS? 

A. Based on tlie recent eaniings and market-to-book ratios, 1 believe the CE analysis 

indicates that the cost of equity for the proxy utilities is no more than 10 percent. Recent 

return of 8.0-1 1 . 1  percent have resulting in  market-to-book ratios of 160 and greater. 

Prospective I-elurns of 9.3-1 2.5 percent have been accompanied by market-to-book ratios 

of over 200 percent. As a rcsult, it is apparent that returns below this level would result 

in market-to-book ratios of well above 100 percent. A n  camed return of 10 percent or 

less should 111~1s result in a market-to-book ratio of at least 100 percent. As I indicated 

earlier, the fact that market-to-book ratios substantially exceed 100 percent indicates that 
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historic and prospective returlis of 10 percent reflect earnings levels that exceed the cost 

of equity for those regulated com~~anies .  
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1 XI. RETURN O N  EQUITY RECOMMENDATION 

PLEASE SUMMARIZE THE RESULTS O F  YOUR THREE COST O F  EQUITY 

ANALYSES. 

My three nietliodologies produce the following: 

Discounted Cash Flow 9.0-10.0% (9.5 mid-point) 
Capital Asset Pricing Model 8.5-9.0% (8.75 mid-point) 
Comparable Earnings 10.00% 

My overall conclusion from these results is an overall range of 9.0 percent to 10.0 

percent, which focuses on tlie respective ranges of m y  individual model findings. 

Focusing on the respective mid-points, tlie range is 8.75 percent to 10.0 percent. I 

recommend a cost of equity rate of 9.0 percent to 10.0 percent for PWW. 

Technical Associates, Inc. 



1 XII. 

7 - 
3 Q. 
4 A. 

5 

6 

7 

8 

9 

lo Q. 

1 1  

12 

13 A. 

14 

15 

I 0 

17 

TOTAL COST O F  CAPITAL 

WHAT IS THE TOTAL COST O F  CAPITAL FOR PWW? 

Schedule 1 reflects the total cost of capital for the Company ~ ~ s i ~ i g  the profonna 

December 3 1 ,  2007 capital structure and cost of long-ten11 debt, and my common equity 

cost reconimendations. The resulting total cost of capital is a range of 6.86 percent to 

7.28 percent, with a mid-point of 7.07 percent. I recommend that this 7.07 total cost of 

capital be established for PWW. 

DOES YOUR COST O F  CAPITAL RECOMMENDATION PROVIDE THE 

COMPANY WITH A SUFFICIENT LEVEL O F  EARNINGS T O  MAINTAIN ITS 

FINANCIAI, INTEGRITY'? 

Yes, it does. Schedule 12 shows tlic pre-tax coverage that would result il' PWW eanied 

the mid-point of my cost of capital recommendation. As the res~ilts indicate, the mid- 

point of my recommended range would produce a coverage level within the benchmark 

range for an A rated utility. In addition, the debt ratio (which reflects the capital structure 

as proposed by the Company) is within that benchmark for a BBB rated utility. 
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1 XIII. COMMENTS ON COMPANY TESTIMONY 

HAVE YOU REVIEWED T H E  COST O F  CAPITAL TESTIMONY P W W  

WITNESS HAROLD WALKER? 

Yes, I have. 

WHAT IS YOUR UNDEKSTANDING O F  HIS COST O F  EQUITY 

RECOMMENDATION FOR PWW? 

Mr. Walker is recommending a cost of equity for PWW of 1 1.25 percent. 

HOW DOES HE DERIVE HIS COST O F  EQUITY RECOMMENDATION? 

Mr. Walker perfonns the following cost of equity analyses and derives the indicated 

results: 

Water Group Followed By Analysts 
DCF CAPM RP 

Common Equity Cost Rate Range 1 1.6% 14.4% 1 1.2% 

Investme~it Risk Adjustment 0.05 0.05 0.05 

Adjusted Common Equity Cost 
Rate Range Applicable to 
Pennichuck Water Works, Inc. 1 1 .65 14.45 1 1.25 

Recomn~ended Conl~non Equity 
Cost Rate for Pennichuck 
Water Works, Inc. 

'4 

25 I have prepared Schedule 13 in order to s ~ ~ ~ i i ~ ~ i a r i z e  Mr. Walker's cost of equity modcls, 

26 data employed, and conclusio~is. As this indicates, Mr. Walker included a "lcverage 

27 adjustment" of 0.60 percent to his DCF and risk premium results. In addition, he added a 

28 size premium to his CAPM results. 

2 0 

30 Q. DO YOU HAVE ANY DISAGREEMENTS WITH ANY O R  ALL O F  MR. 

3 1 WAI,KER'S METHODOLOGIES AND RECOMMENDATIONS? 
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Yes, I have disagreenients with each of his cost of equity nicthodologies and conclusions. 

I also disagree with his leverage adjustment and size premiuni. 

PLEASE BEGIN WITH HIS DCF MODEL AND CONCLUSIONS. 

Mr. Walker's DCF model yield uses the average of thc yicld as of April 2008 and twelve- 

nionth average yield for the period ending April 2008, with tlie resulting yield increased 

by one-half of the growth rate. His adjusted yicld of 2.8 percent is similar to my adjusted 

yields of 2.7 percent and 3.4 percent, respectively, which are based on a three-mo~itli 

average for the period ending Febriiary 2009. 

Mr. Walker considers several growth rates in his DCF analyses, including 

projected EPS, DPS, and cash flow. Howcver, his DCF growth rate of 8.2 percent only 

considers projections of EPS. 

Finally, Mr. Walker increases his DCF resillts by use of his leverage adjustment. 

DO YOU BELIEVE IT IS APPROPRIATE TO GIVE EXCLUSIVE WEIGHT TO 

FORECASTS OF EPS IN A DCF CONTEXT? 

No, I do not. 

WHY IS IT IMPRCIPER TO RELY HEAVILY ON EPS PROJEC1'IONS 1N 

DCF CONTEXT'! 

There have been sevcral cvents i n  recent years that would given investors reason to 

question the accuracy of EPS projections, and therefore the relative weight of such 

forecasts i l l  establishing stock prices. 

First, rcccnt acadeniic scholarship has challenged the accuracy of analysts' EPS 

forecasts. A prominent example is a 1998 article (in the Financial A~ialysts Joiuiial, Vol. 

54, No. 6, Nov./Dec, 199S, 35-42) titled "Why So Much Error In Analysts' Earnings 

Forecasts'?" by Vijay Kumer Chopra. I n  this article, the ai~thor concluded, "Analysts' 

forecasts of EPS and growth in EPS tend to be overly optimistic." He concluded that 

analysts' forecasts of EPS over the past 13 years have been tilore than twice tlie actual 

growth ratc. 
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Another source is less academic and more directly in the financial ~nainstreanl. 

011 March 26, 2002, Federal Reserve Chairnian Alan Greenspan spoke to an audience at 

the Sten1 School of B~~siness  of New York U~liversity. In that speech, (available at tlie 

FRB's websi te: http://\s'\v\\ . fecieralrcser\.e. q o ~  ), tlie Chairman addressed the liistorical 

relationships and roles of corporations, financial institutions and brokerage-based 

investment analysts: 

For the most part, despite providing limited incentives for board ~iiembers 
to safeguard shareholder interest, this paradigm has worked well. We are 
fortunate for financial niarkets have had no realistic alternative other than 
to depend on the chief executive Division to ensure all objective 
evalnation of the prospects of tlie eorporation. Apart froni a relatively few 
large inslit~~tional investors, 1101 many existing or potential sl~arel~olders 
have the research capability to analyze corporate reports and thus judge 
the invest~nent v a l ~ ~ e  of a corporation. This vitally inlportant service has 
become doniinated by finiis in the business of i~nderwriting or selling 
securities. 

But, as we  can see from recent history, long-term earnings forecasts of 
brokerage-based securities analysts, on average, had been persistently 
overly optimistic. Three-to five-years earnings forecasts for each of 
the S&P 500 corporations, compiled from projections of securities 
analysts by I/B/E/S, averaged almost 12 percent per year between 
1985 and 2001. Actual earnings growth over the period averaged 
about 9 percent. 

Perhaps the last sixteen years for which systeniatic data have been 
available are a historic aberration. But the persistence of tile bias year 
after year s~~gges ts  tllal it  more likely results, at least in  part, from the 
proclivity of finns that sell secnrities to retain and promote analysts with 
all optimistic inclination. Moreover, tlie bias apparently has been 
especially large when tlie brokerage firm issuing the forecast also serves 
as an underwriter for the company=s securities. 
(Emphasis added). 

Still another source of new insi~lll  and perspective is, unfortunately, the well-publicized 

financial debacles of Enron and WorldCom. These sagas demonstrate dramatically how 

analysts are often either unwilling to discern or incapable of discerning potentially 

disastrous impacts on a company's projected EPS, and how even c~~r ren t  earnings can be 

distorted by tlie complex financial niacliinations of large, aggressive corporations. 
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Further, during 2003, ten of tlie nation's largest securities firms agreed to pay a 

record $1.4 billion i l l  penalties to settle U.S. government charges involving investor 

abuses, maliy of which resulted ti-0111 a~ialysts' forecasts and recommendations tliat the 

government charged were biased and subject to conflicts of interests. This settlement 

largely greu out of a New York State investigation and reflects the national, and e\.en 

international, scope of the negative perceptions of analysts' forecasts and 

reco~i i~~~e~ida t ions .  These and otlier similar investigations and complaints have 

underscored a growi~ig awareness that analysts' estimates cannot be considered an 

unbiased source of growth expectations by investors, and tliis has important implications 

for a DCF analysis that exclusively i~icorporates any such estiniates. 

Filially, tlie depth and severity of the current recession creates additional 

uncertainty to tlie process of projecting corporate growtli rates. Investors should be 

aware that recent pro-jections of EPS growtli have not been realized. 

111 sumniary, investors are now very much aware of recent scandals involving 

security a~ialysts, including the E~iron and WorldCom debacles, conflicts of interest that 

liave resi~lted in settlements, fines, and public admonislin~ents, as well as otlier negative 

connotations related to tlie reliability of analysts' forecasts. This clearly calls into 

question the reliance on analysts' forecasts as the primary source of growtli in a DCF 

context. 

IS IT POSSIB1,E THAT RECENT STEPS BY THE SECURITIES AND 

EXCHANGE COMMISSION HAVE THE EFFECT O F  REMOVING ANY PAST 

PROBLEMS WITH ANALYSTS' FORECASTS? 

No, I do not believe so. Tlie SEC measures may liave the impact of correcting some past 

abuses by analysts and forecasters, but tliis does not mean that all investors will be 

convinced tliat the proble~ii is solved. The extremely negative publicity associated with 

the Enron, WorldCom, and New York State investigations will have a lingering effect 011 

investors. wliose losses due to incorrect and/or improper forecasts have a much larger 

impact on tlieir decision-making than some pro~iiise by the SEC that abuses have been 

eliminated. In any event, it remains a far-fetched proposition to maintain tliat all 
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investors rely exclusively on analysts' forecasts of EPS in niaking all investment 

decisions. 

PLEASE DESCRIBE YOUR DISAGREEMENTS WITH MR. WALKER'S CAPM 

ANALYSIS. 

Mr. Walker employs a CAPM aiialysis where lie uses a 4.7 percent risk free rate, a 1 .O1 

beta, and a 7.2 percent historic risk p r e n i i ~ ~ ~ i i  and 8.8 percent projected risk premiu~ii. 

Mr. Walker's CAPM analysis is also increased by a small cap adjustmelit. 

Mr. Walker's 4.7 percent risk free rate was based on data as of  the preparatio~i of 

Iiis testimony (i.e., prior to June 2008), but is substantially above the inore current yield 

that 1 use -- 3.49 percent. 

Anotlier conceni with Mr. Walker's CAPM analysis is his 7.2 percent historic risk 

premi~ini compone~it. Mr. Walker's risk premium is based 011 two studies - the 1926- 

2007 Ibbotsoii Associates study sliowing a 7.2 percent differential between common 

stocks (i.e., S&P 500) and lo~ig-tern1 govemnieiit bonds, and an 8.8 percent "projected" 

risk pre~iiiuni between the projected niarket return (i.e., estimated growth in stock prices 

plus dividend yield) for the Value Line coniposite index. I disagree with both of these 

studies. 

The Ibbotsoii Associates s t ~ ~ d y  gives equal weight to annual return differentials 

througliout the 1926-2007 period. This assullies that investors place equal weights to 

events occurring in tlie 1930's (i.e., Great Depression), 1940's (i.e., World War 11) and 

1970's-early 1980's (i.e., high inflation and interest rates) to those of  more recent times. 

Thcse conditions have not existed i l l  tlie past 20+ years and there are few, if any, 

projections that they will be repeated in the near term. I do not believe it is ratiolial to 

~ilaintain that investors base their decisions 011 S L I C ~ I  a belief. The mere proposition that 

i~ivestors rely 011 this long period of  data siniply because it  is availablc is not sufficient 

reason to set utility rates on this basis. 111 addition, it is apparent that an update of tlic 

[bbotson data to include 2008 results in much lower risk premiums. 

The second study priniarily relies on forecasts of stock prices by Value Line. I 

believe it is h i r  to say that 110 one can predict the level o f  future stock prices, yet, this is 

what Mr. Walker relies 011 in this part of  his risk preniiuni analysis. 

3 8 Technical Associates, Inc. 



Finally, I disagree with Mr. Wall<er's 1.9 percent size preniil~ni. The betas used in 

liis co~ilparable groups reflect tlie relative niove~nent in these companies stock prices (i.e., 

beta) and thus already reflect any perceived risk associated with size. There is thus no 

reason to add a size adjustment. 

PLEASE DESCRIBE MR. WALKER'S RISK PREMIUM METHODOLOGY 

AND CONCLUSIONS. 

Mr. Walker's risk premium methodology combines his estimate of the prospective yield 

011 A rated public utility bonds (6. I percent) with an "equity risk premium" of 4.5 percent 

to arrive at a risk premium cost of equity of 10.6 percent. He then "adjusted" this value 

to "accoi~nt for tlie differences in leverage between market value capitalization rates. 

PLEASE DESCRIBE YOUR DISAGREEMENTS WITH NIR. WALKER'S RISK 

PREMIUM ANALYSIS. 

Mr. Walker utilizes a 4.5 percent risk premiiuii, wliicli he derives by comparing the stock 

returns of public utilities over several periods with corresponding bond returns. Tliis 

process suffers from the same deficiencies as did his risk pre~iiiuni calculations in Iiis 

CAPM niethodology. It is fi~rtlier apparent, from liis Schedule 20, page 3, that tlie 

respective risk PI-emiu~iis have been declining over time, as is evidenced by the fact that 

the premii~~iis over tlie most recent period are the s~nallest of all tlie periods examined. 

YOU PREVIOUSLY MENTIONED THAT MR. WALKER ADDED A 

LEVERAGE ADJUSTMENT TO CERTAIN O F  HIS COST O F  EQUITY MODEL 

RESULTS. PLEASE DESCRIBE THIS ADJUSTMENT AND PROVIDE YOUR 

COMhIENTS ON THE APPROPRIATENESS O F  SUCH IN ADJUSTMENT. 

Mr. Walker is proposing a "leverage adjustnient" which is essentially an adjustment to 

tlic DCF cost rate to offset Mr. Walker's concern that "the DCF only provides a 

reasonable esti~iiate of the comparable groups common equity when their market price 

and book value are similar." As a result, Mr. Walker utilizes a "leverage adjustment" to 

liis DCF and risk premiuni cost of equity model results to reflect differences in book 

value and market value. 

Technical Associates, Inc. 



I strongly disagree with Mr. Walker's proposed adjustment. Investors are well 

aware tliat water i~tilities have their rates established based upon tlie book value of their 

assets (rate base) and capitalization. As a result, investors are not expecting a regulatory 

award on any other basis, nor sliould they be compensated for any difference between the 

book value and market value of their common equity. 

1 fi~rthcr note that, during tlie depressed stock price period of the 1970s and early 

1980s, utility witnesses did not propose any negative leverage adjustments to lower the 

DCF cost of equity for tlie fact that i~tility niarket-to-book ratios were below 100 percent. 

DOES THIS CONCLUDE YOUR PRE-FILED TESTIMONY? 

Yes. it  does. 

Technical Associates, Inc. 



Exhibit-(DCP-I) 
Schedule 1 

PENNICHUCK WATER COMPANY 
TOTAL COST OF CAPITAL 

Amount 11 Percent Cost Weighted Cost 

Long-Term Debt $58,164,687 57.78% 5.30% 11 3.06% 

Common Equity $42,508,454 42.22% 9.00% 10.00% 3.80% 4.22% 

Total $100,673,141 100.OOOh 6.86% 7.28% 

Mid-Point 7.07% 

11 Pro forma amounts as of December 31, 2007, as contained in Schedule 1 of Company Filing. 
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ECONOMIC INDICATORS 

Real Industrial Unernploy- 
GDP Production rnent Consumer Producer 

Year Growth* Growth Rate Price Index Price Index 

1975 - 1982 Cycle 

1991 Cycle 
9.5% 
7.5% 
7.2% 
7.0% 
6.2% 
5.5% 
5.3% 
5.6% 
6.8% 

1992 - 2001 Cycle 
3.1 % 7.5% 
3.3% 6.9% 
5.4% 6.1% 
4.8% 5.6% 
4.3% 5.4% 
7.2% 4.9% 
5.9% 4.5% 
4.3% 4.2% 
4.2% 4.0% 
-3.4% 4.7% 

Current Cycle 
-0.1% 5.8% 
1.2% 6.0% 
2.5% 5.5% 
3.3% 5.1 % 
2.2% 4.6% 
1.7% 4.6% 
-1.8% 5.8% 

*GDP=Gross Domestic Product 

Source: Council of Economic Advisors, Economic Indicators, various issues. 



Exhibit-(DCP-I) 
Schedule 2 
Page 2 of 6 

ECONOMIC INDICATORS 

Real Industrial Unemploy- 
GDP Production ment Consumer Producer 

Year Growth* Growth Rate Price Index Price Index 

2002 
I st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2003 
I st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2004 
I st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2005 
I st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2006 
I st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2007 
I st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2008 
I st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

Source: Council of Economic Advisors, Economic Indicators, various issues. 
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INTEREST RATES 

US Treas US Treas Utility Utility Utility Utility 
Prime T Bills T Bonds Bonds Bonds Bonds Bonds 

Year Rate 3 Month 10 Year Aaa Aa A Baa 

1975 - 1982 Cycle 
7.99% 9.03% 
7.61% 8.63% 
7.42% 8.19% 
8.41 % 8.87% 
9.44% 9.86% 
11.46% 12.30% 
13.93% 14.64% 
13.00% 14.22% 

1983 - 1991 Cycle 
11.10% 12.52% 
12.44% 12.72% 
10.62% 11.68% 
7.68% 8.92% 
8.39% 9.52% 
8.85% 10.05% 
8.49% 9.32% 
8.55% 9.45% 
7.86% 8.85% 

1992 - 2001 Cycle 
7.01 % 8.1 9% 
5.87% 7.29% 
7.09% 8.07% 
6.57% 7.68% 
6.44% 7.48% 
6.35% 7.43% 
5.26% 6.77% 
5.65% 7.21 % 
6.03% 7.88% 
5.02% 7.47% 

Current Cycle 
4.61 % 
4.01 % 
4.27% 
4.29% 
4.80% 
4.63% 
3.66% 

[I] Note: Moody's has not published Aaa utility bond yields since 2001. 

Sources: Council of Economic Advisors, Economic Indicators; Moody's Bond Record; Federal 
Reserve Bulletin; various issues. 
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INTEREST RATES 

US Treas US Treas Utility Utility Utility Utility 
Prime TBi l ls  T Bonds Bonds Bonds Bonds Bonds 

Year Rate 3 Month 10 Year Aaa [I] Aa A Baa 

2005 
Jan 
Feb 
Mar 
A P ~  
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 
2006 
Jan 
Feb 
Mar 
Apr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 

2007 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 

2008 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 

2009 
Jan 
Feb 

Sources: Council of Economic Advisors, Economic Indicators: Moody's Bond Record; Federal 
Reserve Bulletin; various issues. 
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STOCK PRICE INDICATORS 

S8P NASDAQ S8P S8P 
Year Composite [I] Composite [I]  DJIA DIP EIP 

1975 - 1982 Cycle 
802.49 
974.92 
894.63 
820.23 
844.40 
891.41 
932.92 
884.36 

1983 - 1991 Cycle 
1,190.34 
1,178.48 
1,328.23 
1,792.76 
2,275.99 

[ I ]  2,060.82 
2,508.91 
2,678.94 

491.69 2,929.33 
1992 - 2001 Cycle 

599.26 3,284.29 
715.16 3,522.06 
751.65 3,793.77 
925.1 9 4,493.76 

1,164.96 5,742.89 
1,469.49 7,441.15 
1,794.91 8,625.52 
2,728.15 10,464.88 
3,783.67 10,734.90 
2,035.00 10,189.1 3 

Current Cycle 
1,539.73 9,226.43 
1,647.17 8,993.59 
1,986.53 10,317.39 
2,099.32 10,547.67 
2,263.41 11,408.67 
2,578.47 13,169.98 
2,161.65 1 1,252.62 

[ I ]  Note: this source did not publish the S&P Composite prior to 1988 and the NASDAQ 
Composite prior to 1991. 

Source: Council of Economic Advisors, Economic Indicators, various issues. 
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STOCK PRICE INDICATORS 

S&P NASDAQ S&P S&P 
YEAR Composite Composite DJlA DIP EIP 

2002 
I st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2003 
I st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2004 
I st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2005 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2006 
I st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2007 
I st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2008 
1st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

[ I ]  Note: this source did not publish the S&P Composite prior to 1988 and the NASDAQ 
Composite prior to 1991. 

Source: Council of Economic Advisors, Economic Indicators, various issues. 
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PENNICHUCK CORPORATION 
SEGMENT INFORMATION 

2006 - 2008 

Operating Net Capital 
Segment Revenues Income Additions Assets 

Water Utility Operations $21,974 
89.7% 

Water Management Services $2,334 
9.5% 

Real Estate Operations $106 
0.4% 

Pennichuck Corp. Consolidated $24,484 

Water Utility Operations $27,217 
92.2% 

Water Management Services $2,287 
7.7% 

Real Estate Operations $23 
0.1% 

Pennichuck Corp. Consolidated $29,535 

Water Utility Operations $28,303 
91.4% 

Water Management Services $2,647 
8.5% 

Real Estate Operations $20 
0.1% 

Pennichuck Corp. Consolidated $30,979 

Source: Pennichuck Corporation, 2008 Form 10-K. 
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PENNICHUCK CORPORATION 
UTILITY OPERATING REVENUES 

($000) 

Utility 2007 2008 

Pennichuck Water $21,780 
80.0% 

Pennichuck East $4,654 
17.1% 

Pittsfield 

Total $27,217 

Source: Pennichuck Corporation, 2008 Form 10-K. 
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PENNICHUCK WATER WORKS, INC 
CAPITAL STRUCTURE RATIOS 

2003 - 2008 

COMMON LONG-TERM SHORT-TERM 
YEAR EQUITY DEBT DEBT 

Nov. 30, 2008 $4 1,462,366 $56,542,054 $0 
42.3% 57.7% 0.0% 
42.3% 57.7% 

So~~rce: Response to Staff 2-35. 
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PENNICHUCK CORPORATION 
CAPITAL STRUCTURE RATIOS 

2003 - 2008 
(000) 

COMMON LONG-TERM SHORT-TERM 
YEAR EQUITY DEBT DEBT 

Nov. 31, 2008 $47,004 
42.5% 
42.5% 

Source: Response to Staff 2-35. 
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PROXY WATER UTILITIES 
COMMON EQUITY RATIOS 

COMPANY 2003 2004 2005 2006 2007 

Value Line Water Group 

American States Water Co. 43% 48% 47% 50% 50% 
Aqua America, Inc. 44% 45% 44% 38% 43% 
California Water Service Group 46% 51 % 51 % 55% 57% 
Southwest Water Co. 51 % 63% 53% 56% 52% 

Average 46% 52% 49% 50% 51 % 

AUS Utility Reports Group 

American States Water Co. 
Aqua America, Inc. 
Artesian Resources Corp. 
California Water Service Group 
Connecticut Water Service, Inc. 
Middlesex Water Company 
SJW Corporation 
Southwest Water Co. 
York Water Company 

Average 

Source: AUS Utilitly Reports. 
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PROXY WATER UTILITIES 
DIVIDEND YIELD 

December 2008 - February 2009 
COMPANY DPS HIGH LOW AVERAGE Y l ELD 

Value Line Water Group 

American States Water Co. $1 .OO $37.79 $27.56 $32.68 3.1% 
Aqua America, Inc. $0.54 $21.65 $17.83 $19.74 2.7% 
California Water Service Group $1.18 $48.28 $36.91 $42.60 2.8% 
Southwest Water Co. $0.10 $5.74 $2.67 $4.21 2.4% 

Average 2.7% 

AUS Utility Reports Group 

American States Water Co. 
Aqua America, Inc. 
Artesian Resources Corp. 
California Water Service Group 
Connecticut Water Service, Inc. 
Middlesex Water Company 
SJW Corporation 
Southwest Water Co. 
York Water Company 

Average 3.4% 

Source: Yahoo! Finance. 
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PROXY WATER UTILITIES 
RETENTION GROWrH RATES 

COMPANY 2003 2004 2005 2006 2007 Average 2008 2009 1 I Average 

Value Line Water Group 

American States Water Co. -0.7% 1.2% 3.3% 2.6% 3.8% 2.0% 2.5% 3.5% 6.5% 4.2% 
Aqua America, Inc. 4.8% 4.8% 5.0% 4.1% 3.2% 4.4% 3.5% 3.5% 3.0% 3.3% 
California Water Service Group 0.7% 2.2% 2.1% 1.1% 1.1% 1.4% 4.0% 5.0% 6.0% 5.0% 
Southwest Water Co. 6.5% 1.5% 2.2% 2.7% -1.3% 2.3% 

Average 

AUS Utility Reports Group 

American States Water Co. 
Aqua America, Inc. 
Artesian Resources Corp. 
California Water Service Group 
Connecticut Water Service, Inc. 
Middlesex Water Company 
SJW Corporation 
Southwest Water Co. 
York Water Company 

Average 

Source: AUS Utility Reports and Value Line Investment Survey. 
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PROXY WATER UTILITIES 
PER SHARE GROWTH RATES 

5-Year Historic Growth Rates Est'd '05-'07 to '1 1 -'I 3 Growth Rates 
COMPANY EPS DPS BVPS Average EPS DPS BVPS Average 

Value Line Water Group 

American States Water Co. 3.9% 2.0% 4.5% 3.5% 11 .O% 5.0% 2.5% 6.2% 
Aqua America, Inc. 5.6% 8.5% 10.9% 8.3% 6.0% 5.5% 5.0% 5.5% 
California Water Service Group 3.7% 0.7% 7.1% 3.8% 11 .O% 2.0% 3.0% 5.3% 
Southwest Water Co. -4.5% 8.9% 7.0% 3.8% 9.5% 6.0% 1 .O% 5.5% 

Average 4.9% 5.6% 

AUS Utility Reports Group 

American States Water Co. 
Aqua America, Inc. 
Artesian Resources Corp. 
California Water Service Group 
Connecticut Water Service, Inc. 
Middlesex Water Company 
SJW Corporation 
Southwest Water Co. 
York Water Company 

Average 4.9% 5.6% 

Source: AUS Utility Reports and Value Line Investment Survey. 
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PROXY WATER UTILITIES 
DCF COST RATES 

HISTORIC PROSPECTIVE HISTORIC PROSPECTIVE FIRST CALL 
ADJUSTED RETENTION RETENTION PER SHARE PER SHARE EPS AVERAGE DCF 

COMPANY YIELD GROWTH GROWTH GROWTH GROWTH GROWTH GROWTH RATES 

Value Line Water Group 

American States Water Co. 3.1% 2.0% 4.2% 3.5% 6.2% 4.0% 4.0% 7.1% 
Aqua America, Inc. 2.8% 4.4% 3.3% 8.3% 5.5% 8.0% 5.9% 8.7% 
California Water Service Group 2.8% 1.4% 5.0% 3.8% 5.3% 8.0% 4.7% 7.6% 
Southwest Water Co. 2.4% 2.3% 3.8% 5.5% 5.0% 4.2% 6.6% 

Mean 

Median 2.8% 2.2% 4.2% 3.8% 5.5% 6.5% 4.4% 7.3% 

Composite - Mean 5.3% 7.0% 7.7% 8.4% 9.1% 7.5% 

Composite - Median 5.0% 7.0% 6.6% 8.3% 

AUS Utility Reports Group 

American States Water Co. 
Aqua America, Inc. 
Artesian Resources Corp. 
California Water Service Group 
Connecticut Water Service, Inc 
Middlesex Water Company 
SJW Corporation 
Southwest Water Co. 
York Water Company 

Mean 3.5% 2.7% 4.2% 4.9% 5.6% 7.9% 5.2% 8.7% 

Median 3.1% 2.4% 4.2% 3.9% 5.5% 8.0% 4.7% 8.9% 

Composite - Mean 6.2% 7.7% 8.5% 9.1% I I .4% 8.7% 

- -  - 

Composite - Median 5.5% 7.3% 7.0% 8.6% 11.1% 7.9% 

Note: negative average growth rates excluded from above DCF analyses. 



Exhib i t (DCP-1)  
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STANDARD & POOR'S 500 COMPOSITE 
20-YEAR U.S. TREASURY BOND YIELDS 

RlSK PREMIUMS 

20-YEAR RlSK 
Year EPS BVPS ROE T-BOND PREMIUM 

Average 14.09% 7.69% 6.46% 

Sources: Standard & Poor's Analysts' Handbook and lbbotson Associates 2008 Yearbook. 
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PROXY WATER U'TILITIES 
CAPM COST RATES 

RISK-FREE RISK CAPM 
COMPANY RATE BETA PREMIUM RATES 

Value Line Water Group 

American States Water Co. 3.49% 0.95 5.3% 8.5% 
Aqua America, Inc. 3.49% 0.90 5.3% 8.3% 
California Water Service Group 3.49% 1.05 5.3% 9.1% 
Southwest Water Co. 3.49% 1.10 5.3% 9.3% 

Mean 8.8% 

Median 8.8% 

AUS Utility Reports Group 

American States Water Co. 
Aqua America, Inc. 
Artesian Resources Corp. 
California Water Service Group 
Connecticut Water Service, Inc. 
lbliddlesex Water Company 
SJW Corporation 
Southwest Water Co. 
York Water Company 

Mean 

Median 8.4% 

Sources: Value Line Investment Survey, Standard & Poor's Analysts' Handbook, lbbotson 
Associates 2006 Yearbook. 
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PROXY WATER UTILITIES 
MARKET TO BOOK RATIOS 

1992-2001 2002-2007 
COMPANY 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 Average Average 

Value Line Water Group 

AmericanStalesWaterCo 142% 156% 124% 120% 134% 137% 148% 177% 168% 182% 176% 176% 181% 230% 205% 209% 149% 196% 
Aqua America. Inc. 140% 158% 151% 124% 189% 237% 313% 287% 302% 365% 304% 280% 307% 436% 332% 259% 320% 
CaliromiaWaterSewlceGm~ 147% 172% 157% 140% 16096 191% 207% 202% 186% 201% 199% 189% 218% 264% 223% 219% 176% 219% 
Southwest Water Co. 118% 112% 85% 75% 109% 153% 174% 223% 266% 240% 202% 250% 156% 241% 201% 172% 156% 204% 

Average 137% 150% 129% 115% 148% 180% 211% 222% 231% 247% 220% 224% 216% 293% 240% 215% 160% 235% 

Median 141% 157% 138% 122% 147% 172% 191% 213% 226% 221% 201% 220% 200% 253% 214% 214% 173% 217% 

AUS Utlllty Reports Gmup 

American States Water Co. 
Aqua America. Inc. 
Artesian Resources Corp. 
California Water Service Grot 
Conneniut Water Sewlca. Ir 
Middlesex Water Company 
SJW Corporation 
Southwest Water Co. 
York Water Company 

Mean 137% 157% 131% 133% 151% 176% 189% 207% 208% 241% 219% 240% 217% 269% 240% 210% 174% 233% 

Median 142% 172% 138% 132% 153% 166% 176% 202% 195% 240% 202% 250% 214% 240% 211% 209% 172% 221% 

Source: AUS Utility Reports and Value Line Investment Survey 



Exhibit-(DCP-I) 
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STANDARD & POOR'S 500 COMPOSITE 
RETURNS AND MARKET-TO-BOOK RATIOS 

1992 - 2007 

RETURN ON MARKET-TO 
YEAR AVERAGE EQUITY BOOK RATIO 

Averages: 

1992-200 1 

Source: Standard & Poor's Analyst's Handbook, 2008 edition, page 1. 
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RISK INDICATORS 

VALUE LINE VALUE LINE VALUE LINE S & P  
GROUP SAFETY BETA FIN S'TR STK RANK 

S & P's 500 
Composite 

Value Line Water Group 2.8 1 .OO B+ B+/A- 

AUS Utility Reports Group 2.5 0.91 B+ B+/A- 

Sources: Value Line Investment Survey, Standard & Poor's Stock Guide. 

Definitions: 

Safety rankings are in a range of 1 to 5, with 1 representing the highest safety or lowest risk. 

Beta reflects the variability of a particular stock, relative to ,the market as a whole. A stock with 
a beta of 1.0 moves in concert with the market, a stock with a beta below 1.0 is less variable 
than the market, and a stock with a beta above 1.0 is more variable than the market. 

Financial strengths range from C to A++, with the latter representing the highest level. 

Common stock rankings range from D to A+, with the later representing the highest level. 
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RISK INDICATORS 

VALUE LINE 
VALUE LINE VALUE LINE FINANCIAL 

COMPANY SAFETY BETA STRENGTH 

S& P 
STOCK 

RANKING 

Value Line Water Group 

American States Water Co. 3 
Aqua America, Inc. 3 
California Water Service Group 2 
Southwest Water Co. 3 

Average 2.8 1 .OO B+ 3.42 B+/A- 3.50 

AUS Utility Reports Group 

American States Water Co. 3 
Aqua America, Inc. 3 
Artesian Resources Corp. 
California Water Service Group 2 
Connecticut Water Service, Inc. 2 
Middlesex Water Company 2 
SJW Corporation 3 
Southwest Water Co. 3 
York Water Company 2 

Average 2.5 0.91 B+ 3.42 B+/A- 3.52 

Sources: Standard & Poor's Stock Guide and Value Line Investment Survey. 



Exhi bit-(DCP-I ) 
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TOTAL COST OF CAPITAL 
RATING AGENCY RATIOS 

COST WEIGHTED PRE-TAX 
ITEM PERCENT RATE COST COST 

Long-Term Debt 57.78% 5.30% 3.06% 3.06% 

Common Equity 42.22% 9.50% 4.01 % 6.69% (1) 

TOTAL CAPITAL 100.00% 7.07% 9.75% 

(1) Post-tax weighted cost divided by .60 (composite tax factor) 

Pre-tax coverage = 9.75%/3.06% 
3.18 X 

Standard & Poor's Utility Benchmark Ratios: 

A BBB 

Pre-tax coverage (X) 
Business Position: 

Total Debt to Total Capital (%) 
Business Position 

Note: Standard & Poor's no longer employs the pre-tax coverage 
ratios as one of its qualitative ratings criteria. The above-cited 

S&P benchmark ratios reflect the 1999 criteria reported by S&P. 
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SUMMARY OF COST OF EQUITY MODELS USED BY 
PENNICHUCK WITNESS WALKER 

Cost of Equity Model 
Analysts 
Group 

Discounted Cash Flow 
Adj Div Yield 
Growth 

DCF Cost 

Leverage Adj 0.60% 

DCF Result 11.6% 

Capital Asset Pricing Model 

Risk Free Rate 
Beta 
Risk Premium 

CAPM Cost 

Size Premium 

CAPM Result 

Risk Premium 
A Bond Yield 
Risk Premium 

RP Cost 

Leverage Adj 

Historic Projected 
4.7% 4.7% 
1.01 1.01 
7.2% 8.8% 

Risk Premium Result 
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BACKGROUND AND EXPERIENCE PROFILE 
DAVID C. PARCELL, MBA, CRRA 

PRESIDENT/SENIOR ECONOMIST 

EDUCATION 

M.B.A., Virginia Commonwealth University 
M.A., Economics, Virginia Polytechnic Institute and State University, 
(Virginia Tech) 
B.A., Economics, Virginia Polytechnic Institute and State University, 
(Virginia Tech) 

POSITIONS 
2007-Present President, Technical Associates, Inc. 
1995-2007 Executive Vice President and Senior Economist, Technical 

Associates, Inc. 
1993-1995 Vice President and Senior Economist, C. W. Amos of Virginia 
1972- 1993 Vice President and Senior Economist, Technical Associates, Inc. 
1969- 1972 Research Economist, Technical Associates, Inc. 
1968- 1969 Research Associate, Department of Economics, Virginia Polytechc 

Institute and State University 

ACADEMIC HONORS 

Omicron Delta Epsilon - Honor Society in Economics 
Beta Gamma Sigma - National Scholastic Honor Society of Business Administration 
Alpha Iota Delta - National Decision Sciences Honorary Society 
Phi Kappa Phi - Scholastic Honor Society 

PROFESSIONAL DESIGNATIONS 

Certified Rate of Return Analyst - Founding Member 
Member of Association for Investment Management and Research (AIMR) 

RELEVANT EXPERIENCE 

Financial Economics -- Advised and assisted many Virginia banks and savings and loan associations 
on organizational and regulatory matters. Testified approximately 25 times before the Virginia State 
Corporation Commission and the Regional Administrator of National Banks on matters related to 
branching and organization for banks, savings and loan associations, and consumer finance 
companies. Advised financial institutions on interest rate structure and loan maturity. Testified 
before Virginia State Corporation Commission on maximum rates for consumer finance companies. 
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Testified before several committees and subcommittees of Virginia General Assembly on numerous 
banking matters. 

Clients have included First National Bank of Rocky Mount, Patrick Henry National Bank, Peoples 
Bank of Danville, Blue Ridge Bank, Bank of Essex, and Signet Bank. 

Published articles in law reviews and other periodicals on structure and regulation of 
bankinglfinancial services industry. 

Utility Economics -- Performed numerous financial studies of regulated public utilities. Testified in 
over 300 cases before some thirty state and federal regulatory agencies. 

Prepared numerous rate of return studies incorporating cost of equity determination based on DCF, 
CAPM, comparable earnings and other models. Developed procedures for identifying differential 
risk characteristics by nuclear construction and other factors. 

Conducted studies with respect to cost of service and indexing for determining utility rates, the 
development of annual review procedures for regulatory control of utilities, he1 and power plant cost 
recovery adjustment clauses, power supply agreements among affiliates, utility franchise fees, and 
use of short-term debt in capital structure. 

Presented expert testimony before federal regulatory agencies Federal Energy Regulatory 
Commission, Federal Power Commission, and National Energy Board (Canada), state regulatory 
agencies in Alabama, Alaska, Arizona, Arkansas, California, Connecticut, Delaware, District of 
Columbia, Florida, Georgia, Hawaii, Illinois, Indiana, Kansas, Kentucky, Maine, Maryland, 
Missouri, Nebraska, Nevada, New Hampshire, New Jersey, New Mexico, Ohio, Oklahoma, Ontario 
(Canada), Pennsylvania, South Carolina, Texas, Utah, Vermont, Virginia, West Virginia, 
Washington, Wisconsin, and Yukon Territory (Canada). 

Published articles in law reviews and other periodicals on the theory and purpose of regulation and 
other regulatory subjects. 

Clients served include state regulatory agencies in Alaska, Arizona, Delaware, Missouri, North 
Carolina, Ontario (Canada), and Virginia; consumer advocates and attorneys general in Alabama, 
Arizona, District of Columbia, Florida, Georgia, Hawaii, Illinois, Indiana, Kansas, Kentucky, 
Maryland, Nevada, New Mexico, Ohio, Oklahoma, Pennsylvania, South Carolina, Texas, Utah, 
Vermont, Virginia, and West Virginia; federal agencies including Defense Communications Agency, 
the Department of Energy, Department of the Navy, and General Services Administration; and 
various organizations such as Bath Iron Works, Illinois Citizens' Utility Board, Illinois Governor's 
Office of Consumer Services, Illinois Small Business Utility Advocate, Wisconsin's Environmental 
Decade, Wisconsin's Citizens Utility Board, and Old Dominion Electric Cooperative. 
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Insurance Economics -- Conducted analyses of the relationship between the investment income 
earned by insurance companies on their portfolios and the premiums charged for insurance. 
Analyzed impact of diversification on financial strength of Blue Cross/Blue Shield Plans in Virginia. 

Conducted studies of profitability and cost of capital for propertylcasualty insurance industry. 
Evaluated risk of and required return on surplus for various lines of insurance business. 

Presented expert testimony before Virginia State Corporation Commission concerning cost of capital 
and expected gains from investment portfolio. Testified before insurance bureaus of Maine, New 
Jersey, North Carolina, Rhode Island, South Carolina and Vermont concerning cost of equity for 
insurance companies. 

Prepared cost of capital and investment income return analyses for numerous insurance companies 
concerning several lines of insurance business. Analyses used by Virginia Bureau of Insurance for 
purposes of setting rates. 

Special Studies -- Conducted analyses which evaluated the financial and economic implications of 
legislative and administrative changes. Subject matter of analyses include returnable bottles, retail 
beer sales, wine sales regulations, taxi-cab taxation, and bank regulation. Testified before several 
Virginia General Assembly subcommittees. 

Testified before Virginia ABC Commission concerning economic impact of mixed beverage license. 

Clients include Virginia Beer Wholesalers, Wine Institute, Virginia Retail Merchants Association, 
and Virginia Taxicab Association. 

Franchise, Merger & Anti-Trust Economics -- Conducted studies on competitive impact on market 
structures due to joint ventures, mergers, franchising and other business restructuring. Analyzed the 
costs and benefits to parties involved in mergers. Testified in federal courts and before banking and 
other regulatory bodies concerning the structure and performance of markets, as well as on the 
impact of restrictive practices. 

Clients served include Dominion Bankshares, asphalt contractors, and law firms. 

Transportation Economics -- Conducted cost of capital studies to assess profitability of oil pipelines, 
trucks, taxicabs and railroads. Analyses have been presented before the Federal Energy Regulatory 
Commission and Alaska Pipeline Commission in rate proceedings. Served as a consultant to the 
Rail Services Planning Office on the reorganization of rail services in the U.S. 
Economic Loss Analyses -- Testified in federal courts, state courts, and other adjudicative forums 
regarding the economic loss sustained through personal and business injury whether due to bodily 
harm, discrimination, non-performance, or anticompetitive practices. Testified on economic loss to a 
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commercial bank resulting from publication of adverse information concerning solvency. Testimony 
has been presented on behalf of private individuals and business firms. 

MEMBERSHIPS 

American Economic Association 
Virginia Association of Economists 
Richmond Society of Financial Analysts 
Financial Analysts Federation 
Society of Utility and Regulatory Financial Analysts 

Board of Directors 1992-2000 
SecretaryITreasurer 1994- 1998 
President 1998-2000 

RESEARCH ACTIVITY 

Books and Maior Research Reports 

"Stock Price As An Indicator of Performance," Master of Arts Thesis, Virginia Tech, 1970 

"Revision of the Property and Casualty Insurance Ratemaking Process Under Prior Approval 
in the Commonwealth of Virginia," prepared for the Bureau of Insurance of the Virginia 
State Corporation Commission, with Charles Schotta and Michael J. Ileo, 1971 

"An analysis of the Virginia Consumer Finance Industry to Determine the Need for 
Restructuring the Rate and Size Ceilings on Small Loans in Virginia and the Process by 
which They are Governed," prepared for the Virginia Consumer Finance Association, with 
Michael J. Ileo, 1973 

State Banks and the State Corporation Commission: A Historical Review, Technical 
Associates, Inc., 1974 

"A Study of the Implications of the Sale of Wine by the Virginia Department of Alcoholic 
Beverage Control", prepared for the Virginia Wine Wholesalers Association, Virginia Retail 
Merchants Association, Virginia Food Dealers Association, Virginia Association of Chain 
Drugstores, Southland Corporation, and the Wine Institute, 1983. 

"Performance and Diversification of the Blue CrossIBlue Shield Plans in Virginia: An 
Operational Review", prepared for the Bureau of Insurance of the Virginia State Corporation 
Commission, with Michael J. Ileo and Alexander F. Skirpan, 1988. 

The Cost of Capital - A Practitioners' Guide, Society of Utility and Regulatory Financial 
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Analysts, 1997 (previous editions in 1991, 1992, 1993, 1994, and 1995). 

Papers Presented and Articles Published 

"The Differential Effect of Bank Structure on the Transmission of Open Market Operations," 
Western Economic Association Meeting, with Charles Schotta, 197 1 

"The Economic Objectives of Regulation: The Trend in Virginia," (with Michael J. Ileo), 
William and Mary Law Review, Vol. 14, No. 2, 1973 

"Evolution of the Virginia Banking Structure, 1962-1 974: The Effects of the Buck-Holland 
Bill", (with Michael J. Ileo), William and Mary Law Review, Vol. 16, No. 3, 1975 

"Banking Structure and Statewide Branching: The Potential for Virginia", William and Maw 
Law Review, Vol. 18, No. 1, 1976 

"Bank Expansion and Electronic Banking: Virginia Banking Structure Changes Past, 
Present, and Future," William and Marv Business Review," Vol. 1, No. 2, 1976 

"Electronic Banking - Wave of the Future?" (with James R. Marchand), Journal of 
Management and Business Consulting, Vol. 1, No. 1, 1976 

"The Pricing of Electricity" (with James R. Marchand), Journal of Management and Business 
Consulting, Vol. 1, No. 2, 1976 

"The Public Interest - Bank and Savings and Loan Expansion in Virginia" (with Richard D. 
Rogers), University of Richmond Law Review, Vol. 11, No. 3, 1977 

"When Is It In the 'Public Interest' to Authorize a New Bank?", University of Richmond Law 
Review, Vol. 13, No. 3, 1979 

"Banking Deregulation and Its Implications on the Virginia Banking Structure," William and 
Mary Business Review, Vol. 5, No. 1, 1983 

"The Impact of Reciprocal Interstate Banking Statutes on The Performance of Virginia Bank 
Stocks", with William B. Harrison, Virginia Social Science Journal, Vol. 23, 1988 

"The Financial Performance of New Banks in Virginia", Virginia Social Science Journal, 
Vol. 24, 1989 

"Identifying and Managing Community Bank Performance After Deregulation", with 
William B. Harrison, Journal of Managerial Issues, Vol. 11, No. 2, Summer 1990 
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"The Flotation Cost Adjustment To Utility Cost of Common Equity - Theory, Measurement 
and Implementation," presented at Twenty-Fifth Financial Forum, National Society of Rate 
of Return Analysts, Philadelphia, Pennsylvania, April 28, 1993. 

Biography of Myon Edison Bristow, Dictionary of Virginia Biography, Volume 2,2001. 
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