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STATE OF NEW HAMPSHIRE
PUBLIC UTILITIES COMMISSION
" EASTMAN SEWER COMPANY | |
| DW 08086 |

PETITION FOR APPROVAL OF FINANCING
. AND RATE INCREASES

PREFILED DIRECT TESTIMONY OF STEPHEN P. ST. CYR

What is your name and business address? N

My name is Stephen P. St. Cyr and my business address is 17 Sky Oaks Dfive,
Biddeford, Me. |

Who is your employer?

My employer is Stephen P. St. Cyr'& Associates.

What are your résponsibilities in this case?

My responsibilities are to suppo‘rt.anstman Sewer Compény’s (“Company” or
“Fastman’) reffort to obtain Public ‘Utilities Commission.(‘“PyUC”) aﬁproval of
financing frofn the Eastman CommunityvAsso’éi‘at;ion (“ECA%’) and approval of an
increase in the sewer rate and the capital reserve rate. My responsibilities include
preparing the ﬁnéﬁc_ial schedules and.p_r_ebﬁlyfedd‘irect vtes_t»imon‘y which describes
the ﬁﬁancing aﬁd the réte increaéés and the ﬁhancial échédules. In addition, I am

prepared to testify in support of financing and rate increases.



Have you prepared testi’rhc)riy before this CommiSSion?

Yes, I have prepared and presented testimony in numerous cases before the Public
Utilities Commission, including r’eqﬁests for néw and expanded franchises,

requests for approval of State Revolving Fund (“SRF”), commercial bank and

owner ﬁnancihgs‘and' requeé_fs fci)r_ra_te and step iﬁcrease:s.

What is the purpose of your testimony?

The purpose of -my testimoﬁy isto s:uppOrt'the Cdrppany’s éff()rt to borrow funds

from ECA, Which will allow the Cofnpany to make significant improvements to

the séwer System in 2008and2009 |

Please describe the 2008 and 2009 improvements to the sewer system.

West Cove B Pump Installation: The lift station at West Cove B has been the

most problematic component of th¢ entire collection and treatment facility
according to fhe System opefatpr. The céntrol p’anel has significant electrical
issues and the duplex pumps have consistgntly had problems handling solids. A
new 3” submersible pump was recéntly orderéd for this lift station and it should
be installed and Operatedf If the pump functions propp_rly, a second pump should
be ordered and installéd td cofnpleté the dupleX‘.system.’ An initial investigation
of the electrical system andControl- panel should be conducted by an outside
professional to troubleshoot the existing setup. The estimated cost is based on an
installation in the exis"ting‘ wet well and inclpdes installation of the pump, all
related plumbing,‘and all éléétricél'vi}ofk; The 'existin'g génerator, alarm with
dialer, and duplex Cohtroll'er would be left in place and are :chpatiblle‘with the

proposed improvements.



Influent Flowmeterlv & pH Meter: The inﬂ-u‘e,nt metering ;ecommendgd is a
requirerﬁent of the current Néw Hampéhifé Debartment of Ehvi.ronrﬁ.ehtdl
Services (NHDES) permit and‘ ﬁmstl be construcfced as soon as péssible to comply
with the permit requifements., \Th'e. 'eétifnate fbr jthe mete'fing' system includes a 4’
diameter manhole with a Palmer-Bowlus flume and an ultrasonic flowmeter to
monitor influent flow volume. It also inéludes.a pH probe W1th é stilling well to
monitor influent pH. Th_ese devices will be powered‘ via the power supply in the
Headworké B‘l.lildyihg.‘-‘ The" 'ccl)nstruc.:tion’ of the 'fheteringf system, including
excavation, bypass pumping, manhqle in_stalla’ti‘on, electrical work; backfill, and

clean up has been included in the estimated costs.

Headworks Modifications: A Mufﬁn Monster grinder should be ~installed in the
existing channel Within the neXt two yeafs; The bar screen reqﬁireé frequent
maintenance and may not catch small solids. The peros_edr grind_er is a low
maintenance alternative that will provide improved treatment in the aerated
lagoons by reducing the amount of solids entering the system. The. estimated cost
includes a Muffin M’onstér’ gﬁndét suitable for up to 700 gpm, channel mounted
frame assembly, and control_ pénel. The cost of ‘inSfalling thve':igrinder and frame,
all electrical work, one day of start up service, and a one year warranty have been

included in the estimated cost.



West Cove A Overflow Structure: The wet well at West Cove A Pump Station is

metal and currently has some rust:d:amage. .It is difficult to determine if the wet
well is ’inﬁltrating grouﬂdﬁe;ter because théré is typicallly sewage flowing into it.
The wet well has been in place for over 30 yg_a_rs,and Willi'require replacement
within the next 15 years. In éddition_ to the'vdéteriorating cdndition of the existing
wet well, this station should_include'an:o_verﬂow stfucture. The proposed
improvement inclucies thevi‘rllsivtallat:ion ofa new wet well and piping to connect the
new wet well to the existingl wet well. ,The new wet 'welli would be used as an
overflow structure during pump failure until the new pumps are installed. The
new pumps would be inétalled,in. th¢ new wet well. The old wet well would then
be used as an overflow structure. Tile éstimated cbst 1ncludes thev installation of a
new concrete wet well adj acent to the éXistingﬂ"one aﬁd' the piping and valves

required to connect the two structures.

West Cove‘APﬁrrip Station: The pumping StaﬁbnﬁtWést Cove A has had few
problems whén cdiﬁpared ‘to the resfj of the collection systefn. The station does,
however, have‘ signiﬁcant electrical issues and thé pumps hé\;e failed in the past.
A new VFD should be installed to replace the existing phase converter and a new
duplex control panel shoﬁl& be 'in_stéllcd. | The ekisting pumps should be replaced
and two different‘ options for néw purhps were ipvestigated as a part Qf the
research done for the Cépital "Imbrbvér‘r:le»nts Récomrr‘i‘evndatidn;s report. VThe ﬁrst
option involves the installation of a Gorman Rupp Mini Station that includes
duplex 4” é:én,trifuéal pumps ivnian abovegroﬁnd en_c‘losure.‘ T.he.second option is

to install new duplex 4” submersible pumps and a new rail system. The estimated



costs for each ‘opﬁon haVe been: sho‘wn and the estimates include VFD for phase
conversion and a duplex contrOiler: ’fhe submersible purﬁp éltemative is
recommended since it offers a considerable cost sé;Viﬁgs and very similar
performance to the mini station. The existing generator and dialer alarm will
remain in place. )

When doés fhe Company anticipaté Beginning thclei.const.ru‘c.tio'n of the
improVements? o |

The Company anticipates that construction of the 2008 improvements will begin
in spring/smﬁer ZQQS. The Company anf_iéipates that construction of the 2009
improverhents wivll> bégin in spring)summer 2009. o

When does the Company anticipate completing the coﬁsfi;uction of the
improvements?

The Company anticipates completlonof the 20()8 improvements in fall/winter
2008. The Company anticipates completioﬁ of the‘20109 imiarovefnents in
fall/winter 2009. R | o

What are the costs of the improvements?

The estimated costs are as follQWs:

West Cove B Pump Installation o | . $7,209
Influent Flowmetér & pH Meter | ‘ o 33,500 -
Headworks Modifications - : 71,225
West Cove A Ove’rﬂov} ~Struétufe o , o 59,800
West Cove A Pump Station EURE . 66,846
Total Estimated Costs | $238.5 80
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How much of the ébsfs will Be financed?

All of the costs.

What is the source of financing?

The Company expects to borrow the money from either a bank or the ECA.
Have the impro'\}ements‘beeh ’épproved by the Cérﬁpany”é SeWer Board?

The Company’s Séwer Board is considering such a reSbluﬁon. ‘

What are the expected terms and conditions of the financing?

The length of thev loan is 10 Years.‘ The interest rate is 7.00%.

How does the Company propose to recbver its investxﬁent?

The COmpeiny p'ropbses to reédvér its investment through éninc'.rease in the
capital reserve rate. |

Briefly, please exﬁléin your understanding of the history of the capital reserve
rate. | |

At thé time in which Eastman sought rec‘oifery. éf 1ts investment in the original
plant, the original plant was determined to be all contributed. With the
determinati_on that the‘plant was jcontribiite_d aﬁd fréated as,,contribution in aid of
construction (CIAC), the CIAC offset the plant in rate base resulting no rate base.
With no rate kba‘ls‘e, the Company had no me;clnsvin which td fund fninof
replacements and/or improvem_ents to plant. As such, the Public Utilities
Commission (“PUC”) Sfa;ff and the Company agreed, aﬁd the PUC ép_prdved, a
mechanism known as a capital reserve rate whereby the Company Would be
allowed to charge its custorﬁers én amouﬁt iﬁ order té fuﬁd minor replacements

and/or improvements to plant.
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How much htoney did the caf)ital fesérve rate geherate? :

The capital reserve rate generated $2,502 per quarter or $10,008 per year.

What did the Co'rhpe.ny do’withthe "ﬁinds genet_ated fr_om the capital reserve rate?
The Company separated the funds and 1nvested such funds with Fidelity.

When the Company had a capltal replacement/lmprovement how d1d the |
Company access the funds? » |

The Company provided.the PUC Staff v_t;vith info‘rmation"a_ibout the pfoj ectand a
request to fund the project. The PUC Staff rev1ewed the project and the request
for funds and made a reeommendatlon to the PUC The PUC approved the
project and the request for funds.

How much vadditionalvcapital brfe_serv'e’ funds Will’v be retluired in ordef to recover the
2008 and 2009 1mprovements‘7

The addltlonal capltal reserve funds needed are $33 241. Thls amount Wlll enable
the Company to pay principal and interest-on the ECA loan.

Has the Company detetmihed .th'e ,impeet ef the ﬁnanciné and the additions to
plant on the Company’s financial statements? -

Yes. Ihave prepared proforma financial statements idehﬁﬁed as SPS 1 SPS 2,
which id‘entifyvthe impact of the ﬁhancihg and the additions to plant along with

the specific journal entries (SPS 3).



Would you please explam Schedule SPS 1, Page 1 of 2, entitled Balance Sheet -
Assets and Other Deblts‘? | | |
Yes. Generally, column (a) identiﬁes the account title and PUC aeconnt number.
Column (b) identifies the actual Deeember 31, 2l_)07 account balanees. Column
(c) identiﬁes the 2008 ﬁnaneing and.-capital reserve adjustments. Column (d)
reflects the a'djnsted December 31, 2007 aceeantbalancesfifor the 2008 financing
and add_itions to plant. Column (e_)‘ identifies December 31, 2006-account
balances. Column (f) identiﬁes the December 31, 2005 acconnt balances.
Please explam the adJustments related to 2008 ﬁnancmg and capital reserve.
Schedule SPS 1, Page 1 of 2, contams 4 adJustments

The first adjustment to Utility Plant for $238,580 represents the total
additions to plant in service for the costs of the improvements.

The second adjustment to Accumulated Deprematlon for $4,023 represents
a half—year deprec1at1on on the $238,580 of plant addltlons

The third adjastment to Cash of '($6,123)'is'the'net of the cash received
from the ECA loan less payments for the new plant, for pursuing PUC approval of
the financing and payment of 1ncreased property taxes

' The fourth adJustment to M1scellaneous Deferred Deblts for $4,500 is the
net of the financing co_sts and the amortization of the ﬁnan"clng costs.

In additien to the four adjustments, the Company placed the additlonal
capital reserve bfunds in Special ﬁeposits and »rellev'es the Special Deposit account

when it makes principal and lnterest payments on the ECA loan. The net of the



fund going into the Speciai Deposif accoﬁnt and funds goihg out of the Speéial
Deposit account is zero. |

Pléase explain Schedule SPS 1, Pége 2 of 2,‘erititled Balancé Sheet - Equity
Capital and Liabilities.

‘ Thedescription of the éolﬁnﬁns is the>‘sam‘e as SPS 1, Pagé-Z of 2.

Please explain ,;the adjustments relatedvto,the 2008 ,ﬁnanci,ng,a;id Capital reserve.
Schedule SPS 1, Page 2 of 2, contains 3 adjustments. ” :

The first 'adjustment to Retained Eamihgs for ($5,469) represents the net
income impéCt of the variéué i’ncbrﬁe stétement tr‘aillsaictionsb(i.é., depreciation,
amortization of CIAC, taxes other than inp.ome' and incdnié téxé.s).

The sécénd adjustment to Other Long Term Debt for $221,498 represents
the net ambunt of the borrowings of $238,580' and the first year répayrhent of
principal on the loan of $17;082; - N |

The third adj .ustment‘to‘ net Contributio'n in Aid of Cohstructibn (“CIAC”)
represents the addition of $1’7,082 to CIAC less the amértization of CIAC of 288.

In édditioﬁ to’thé three.adjjistments, the Company uses a Miscellaneous
Operétiﬁg Reéérve account '.[0> réﬂect the ainouht obf_b cbap‘itayl ‘r'eserve ﬁmds collected
frofn customers énd to be used for c‘a'pital'- pfoj eéfs; : Wheﬁ',the fﬁﬁds'afe used for
capital proj ects,_ the Miscellaneous Operating Reserve account is charged and
CIAC and interést expense is credited. Th_e_net of the transactions going into the
Miscellaﬁeous Operating Reserve account and transéctions going out of the

Miscellaneous Operating Reserve account is zero.
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Would you please explain Schedule SPS 2, entitled Statement of Income?_

The description cf the columns is the same as SPS 1.

Please explain the adjnstments related to the 2008 ﬁnancing and capital reserve. .
There are 4adjustments 0 tiie Staternent of Inccme. -

The net adjustinent to revenue fcr" the capital reserve is zero. The.
Company recvords the r,evenue associated with the capital reserve but then offsets
that revenue with '.’credit to Miscellanecus Operating_ Reserve. The Miscellaneous
Operating Reserve represents a liability to-use such funds for capital
improvement. | |

The first adjustment to Depreciation Expense of $4,023 represents the
increase due to a half-year depre01at10n on the additions to plant

The second adJustment to Amortization of CIAC of ($28 8) represents the
increase due to a half—year amortlzation on the contributlon of plant.

The third adjustment to Taxes other than Income of $1,234 represents the
increase in state and local prcperty taxes due to th_e increase in plant in service.

The fourth adjustment to Interest Expense of $50Q represents the
Amortiaation of Debt Expense. | N
Please explain Schedule SPS-3, entitled Journal Entries.

Schedule SPS-3 iclentiﬁes the speciﬁe jcurnal entries ‘usedi to develop the
proforma financial statements. The 51gnif1cant Journal entries are the recording of
(1) the borrowing of funds, (2) the utihzation of the funds for the additions to

plant, (3) the repayment of the principal and interest on the loan, and (4) the

16



transactions effecting special deposits, miscellaneous operating reserve and
contribution in aid of construction.

Is there anything else that you.would 1ike to address béfore you address the rate
filing and the rate schedules? |
No.

Are you famﬂiar_-With the pending rate application of the-Company and with the
various exhibité sﬁbmitted as Scﬁedules 4 through 8 inclusive, with related pages
and attachmerﬁs? | N

Yes, [ am. The schedules were prepared by me, utilizing the financial records of
the Company witﬁ the assistance of 'COmpany- personnél. o

What is the test year that the‘ Compaﬂy 1s using m this ’ﬁling?

The Compény is utilizing the tv&el%ie rﬁonths eﬁded Decerﬁber 31 , 2067. :
Would you summarize the schedule entitled ‘fComputation of Revenue Deficiency
for the Test Year ende‘d‘DéCembefB_i, 200777 5

Yes. This schedule su;nma;ize_s the supporting schedules. The actual revenue
deficiency for the test period amounfs to $16,520. Itis bésed upbn an actual test
year beginning and ending 2007 aVerage rate base of $67,706, as summarized in
Schedule 5. The Cémpaﬁy is utﬂi‘ziﬁg its actual rate of return of10.00% for the
actual test year. The actual rate of return of 10.00% _whe_:n multi'pligd by the rate
base of $67,706, results in an op.erating income requiremcnt of $6,7.7i. As shown
on Schedule 7, the actuyéliyne»t operating income for the test period was ($9,749).
The operating income réquir‘e'm‘énfleiss"thev net ovpératin'g' ihéome results in an

Oper_ating income deficiency of $16,520. The Cbompar‘iy aséuhied a tax effect on

RERY



the operating income deﬁciehey of $0, resulting in'a revenue deficiency of

$16,520.

The proforma revenue deficiency for the test year amounts to $0. The Company
made four adjustments to its rate base, ihciuding.ari adjustment for cash working
capital, which increases due to 1ncreased proforma operatlng and mamtenance
expenses. The Company adJusted the rate of return to reflect its proforma capital
structure, its proforrna cost of debt, and its authorized 10.00% cost of equity. The
net of the adjustments to the capitaI. st’r'ueture-an'tl the adjustments to the cost rates
results in a rate of return of 8.30%. As such,, the rate of return of 8.30% when
multiplied by an adjusted rate base of $68,397, results in an operating income
requirement of $5,677. The Company increased its revenue by $2.3,145 in order
to allovt/ the Compahy to recover -itscosts and to earn a'fair and reasonable return
on its investment. The Company has determined that if the proposed revenue is
approved the average annual amount for a residential customer will increase from
$223 32to $327 80, an increase of $104 48 or 46. 28%

Would you please summarize Schedule 5, “Rate Base

Columns (b) & (c) show the actual balances of the-rate'base'items as per the -
Company’s financial statements for the years 2007 and 2006. Column (d) shows
the actual average beglnnmg and endrng 2007 balances, except for cash workmg
cap1tal whlch reflects the cash Workmg capltal for 2007.

Column (e) shows the 2008 proforma adJustrnents. Columrl (f) shows the

proforma beginning and ending 2007 balances. The rate base consists of Utility
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Plant, less Accumulated Depreciation,_ plus Ca_sh Working C,apital, Material and
Supplies, Prepayments, Net Contributioﬁs in Aid of Construction and
Accumulated Deferred Ir’;cofne, Taxes. The actual beginning a.nd ending average
rate base amounts 1o $‘67,"/'v06“. The Corﬁpaﬁy made fbﬁf édjusﬁn‘ehts to rate base.
The first adjustment to plant in service is $238,580.. These are the sarneb‘additions
that the Compény is requesting apioroval to finance. The second adjustment to
accumulated debfeéiatibn reflects the depreéiation associated with the 2008
additions. The th‘ird adjustment to Cashvworkihg'capital is $692. Working capital
is determined by 75/365 days of operating ..éxpeﬁ'Ses. The computation of working
capital is shown boryl schedule SA. The profdrmé beginning and ending average
rate basé amounfsvto _$68,397.

Would you please ‘explain:S‘chedule 6 enti;cied “Réte of 'Retlirh Information”?

The Company is proposing an overall rate of return df 8.30%. It is derived from
the weighted average cost rates associated with the debt and equity components of
the Company’s ‘capital" structure. The Cénipany’s capital structure consists of
Equrityb énd Deb;c Cai)ital. Thé Comi)any has no'short term d¢bt.

Its Equity Capital consists of $8,000 of 'Corvrvlmon Stbck, $‘66,262 of Other Paid in
Capital, and Retained Earnings of $27,244. The Company added the proposed
long term debt'of $2‘21’4‘987 The pfopOSed~ longy fermvhas a 10 year term and an

interest rate of 7%.
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Please explain Schedule 7, “Statement vof Income,” for the twelve months ended
December 31, 2007._

The‘ﬁrst column (cblnmn b) of Schedule 1 shbi&s the actuai nperating results of
the Company from January 1, 2007 through December 31, 2007. The Company'
hés filed its 2007 NHPUC Annual Report, which further supports the rate filing.
During the twelvé mnnths ended Déc,ernbér-ﬁ‘il., 2007, the Cornpany operating
revenues ambﬁnted to $1 12,.’3 1 0~,‘ an increasé of $491. Tne Cornpany’s revenue
has increased slightly 1n rec’ént yearsiihie to the addifion 'olfy a fevn'customers. The
Company customer base has remained stable. VThe Company had 535 customers

at December 31, 2007.

The Company’s operating expenses consi’st'of 6neinfion and maint'enéncev |
expenses, depreciation and amortization expenses, and taxes. Total 2007
operating expénsééyr ‘aim.ountevd t0,$122,059, an ,inc’re’asglofv $16,859 or 16%.
Operation and maintenance expenses increased $21,225, primarily due to
incrensés in system operator costs, miscellnneous exnensés, consulting costs and
building and repair expenses. The Company’s net bperating income amounted to
(39,749). | |

The Company reyiewed a number of expense accounts in its-preparation of the
rate filing. In its reviéw, the COmpany determined that cérfain énpenses needed to

be adjusted in order to reflect what would be considered normal and reoccurring.
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Please explam each of the proforma adjustments made to revenue as shown on
Schedule 7 in the second column (column c) and further supported on Schedule
TA.

The Company made one proforma adjustment to revenue.

Revenue |

Theproforma adjustment to revenue for $23,14$ represents the additional revenue
needed to recoyer the inCrease 1n ifs costs and o eam a réasonable ireturn on its
rate base.

The_ total p_roforma»adjustment to reyenue amounts to $23“,145.> |

Did the Company make any proforma adjustments to expenses?

Yes. The Company made a fe\y proforma adjustments to bexpenses as t‘ollotys:

Contracted Services

In 2007 Water System Operators, Incﬁ.;.the sewer system-operator began
monitoring the system: 7 days a week (rather than 3 days a Week) The monthly
fee for the increased momtormg 1ncreased from $2,217 to $3,5 OO Water System
Operators began charging the increased fee in November 2007. ADur_ing the test
year (2007), the annual costs incurredyvere $29,170 ($2,2 17 x 10 months +
$3,500x 2 months) The costs for 2008 are expected to be $42 000, resultmg ina

proforma adJustment of $12,830.

Other Consulting Expenses
In 2007 the Company incurred $5,333 of other consulting expenses. Upon further
review, the Company realized that certain costs ($'1.,91 6) reflected as other

consulting costs were related to the financing and rate filing and should have been
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deferred and recovered as either part.'of the cest of bt"he ﬁnaneing or as part of rate
case expenditures. In addition,'eertain other costs ($1,255) ‘were related to the
engtneering / capital study and should have been deferred and added to future
pla_rrt. As such, -the bCAI‘Qmp‘any_:is adjustihg its yother censulting expenses to reflect
the reduetiorl of these costs thert should have b'een‘ 'deferreti.A

Building and Equipment Repairs

In 2007 the Compahy incurred $5,333 of building and equipment repair expenses.
The 2007 level of expense \\'vaasﬁhigjher due to m'ore repairs than 2006 ($2,606) and
2005 (%4, 182) While the Company expects that reparrs w111 continue to be
needed and at a relatlvely high level due to the aglng of the system the Company
believes that an average ef the three years, 2005 — 2007, results in a reasonable
level Qf} repair expehse. : ‘As sueh, the.'Coympanyj’atzereged the repair 'expenses for
the three years, resulting in a repair expense level of $4,040 ($12, 12] /3). The
proforma adjustment reduces the 2007 repair expense by $1,293 ($5 333 -

$4,040).

Miscellaneous EXpenses

In 2007 the Company incurred $5,382 in miscellaneeus expenses. The significant
increase in miseellaneous'expense was due to a $5,000 peryrrrerrt tol Eastman
Community Association for reimbursement of an insurance deductible related to
the backup of sewer'ihto the'bats'ernent of acondo .uri'it. The bat:kup of the sewer
resulted from an April 2007 storm, the loss of power, the generator arid the
alarms. After muchvdiscussion, the Cornpany agreed to pay the Eastman

Community Association $5 ,000 for resolution of the matter. The $5,000 payment
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is a one time payment that the:.Company does not expect to incur in future years.
As such, the proforma adjustment to miscellaneous expenses for $5,000
represents the reduction of the one time costs.

Taxes other than Income

In 2007 the Company incurred $2,667 and $2,286 in state and local‘p‘roperty
taxes, respectively. rWith the addition of $238 580 of new plant, the Company
expects that the state and local property will i increase. The local property tax rate
that the Company pa1d W1th its most recent bllhng was $1 1.85 per thousand of
assessed value on building- and land The Company estlmates that $90, OOO of the
$238,580 in tmproveme_nts relates to the buildings, and would be subject to local
property taxes. As such,'the;estimated local pr_operty tax increase would be
$1,067 ($90,000 / 1,000 x $11.85). Assuming that the state assesses the same
$90,000, the estimated state property tan increase; Would be $167 ($>9‘0,00‘O /1,000
x $6.60).

Therefore, the Company estimates 'th_at the tnorease in state and local property
taxes to $1,234. The Company is aware that the State is changing the way that it
assesses utility property. As the Company learns more'about the change in the
State’s approach to assessing utility property, it may have to change the amount of

the proforma adjustment.

Federal Income Taxes and State Business Taxes
In 2007 the Company recorded federal income taxes and state business taxes of
($1,080) and ($760) respectlvely The negatlve taxes were due to the reversal of

tax expenses in pI’lOI' years. The proforma adJustment attempts to reﬂect the level
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of tax expense based on taxable income for the proforma test year. The Company
expects, baged on the taxable incbﬁlé fof thé' prof(’)rma te.stvye.ér, that federal
income tax and state business taxes will be $790 and $489, respectively. The
proforma adjlistment for fecieral income faiés and svt‘a'tev Eﬁsiness taxés are $1,870
and $1,249, respectively.: Also? see Schedule 8 for the income tax computation.
What was the total é'f the profonﬁa édj‘uétmentsft'c_) expenses? -

The total proforma adjustments to expenses amounts to $7,719.

Did the Compe‘l.ny' revi.ewi its dthér expenéés?

Yes. The Company reviewed a number of other operating expenses, but decided
thét the exp‘ensés ére ”reasohaﬁ_lefénd‘i feOécurfiﬁg, and‘ prévide a proper baéis in
which to establish future rates.

Does column d of Schedule 7 represent the sum of the actual test year arhounts
(column b) plus the profor;na adj‘uStments (column ¢)?

Yes it does. | | |

Does column e and f represent the revenue and expenses for the twelve months
ended December 31, 2006 and 2005, respectively?

Yes it does. |

Would you please expléin Sé‘h’edulé ‘8beht‘itkled' “Income tax Computation”?

The proforma incomé» tax computation starts with rate base of $68,_.3 97 times the
equity percentage of 3.14% of the cost of capital, resulﬁng in the oﬁerating net
income required of $2,149 that is subjecf to federal income and state business

taxes. The Cbnip’any adds interest income of $2,372 that is aiso 'subj ect to taxes



to determine taxable ineome 'of $4,477. 'The federal incorne taxes and state
business taxes are $790 and $489, respectively..

Is the Company proposing to chanée the‘r‘a’re designy?

No. The Company'ha's.ba'p‘pl,ied the p_rOpesed sewer rate increaseproportrionally to
all rts'cusforners. | - | |

Is there anythlng else that you would hke to drscuss?

Yes. The Company has engaged the services of Stephen P. St. Cyr & Assoc. The
Company has agreed to an hourly fee of $105 00 (plus out of pocket costs) for
work performed in preparatlon of the rate ﬁhng and pursurt of the rate increase
during the rate proceeding. At this point, the Company do_es not anticipate
utilizing outside legal council. The Compan}r will make every effort to minimize
its rate case expense |

Is there anythrng further that you Would hke to dlscuss’7

Yes. In the event that the, PUC suspends the propOSed rates pending the
Commission’s investigation of such rates prior to rendering a final order, the
Company’ respectfn'lly requests that ’IVJ-‘U.C grant temporary »rjates. In support of
such ternporary rares, as pert ef thrs ﬁling, the éompany nas included testimony
‘and schedules. . |

Would you please summarize what the Company is requesting in this docket?
Yes the Company is requestmg PUC approval of a ﬁnancmg of $238,580, an
increase in the annual caprtal reserve amount from $10 008 to $43 249 and an
increase in the annual" sewer revenue from $—1 1 1,841 to $1}34,986, effectlve

immediately. The increase in the capital reserve amount will enable the Company

19



to pay prinpipal and interest on the financing of the 2008 and 2009 improvements.
The increase iﬁ the sewer revenues will benable' the Compaﬁy to .earn a return of
8.30% on its invéstment, reflected in a pfoforma rate base of $68,397, and recover
its ongoing operating expenses. ’T‘h‘e averag;a aﬁnﬁal amount for a residential
customer Will increase from $223.32 to $327 .80, an increase of $104.48 or
46.28%.

Does this cdnciude your teéftimdny?» o

Yes. "

20






Eastman Sewer Company Schedule 1
Page 1 of 2
Balance Sheet - Assets and Other Debits
Actual 2007 Financing/ Proforma 2007 Actual 2006 Actual 2005
Year End CapRes Year End Year End Year End
Line Account Title (Number) Balance Adjustments Balance Balance Balance
No. (a) (b) (c) (d) (e) ()
UTILITY PLANT . _ ;
1 Utility Plant (101-105) $ 2,486,095 | $ 238,580 | $ 2,724675 | $ 2,486,095 [ $ 2,475,208
2 Less: Accumulated Depr. and Amort. (108-110) $ 1,975,695 | $ 40231(% 1,979,718 1 § 1,899,916 | § 1,835,748
3 Net Plant $ 510,400 | $ 234,557 | $ 744957 | $ 586,179 | $ 639,460 |
4 Utility Plant Acquisition Adj. (Net) (114-115) 2 :
5 |Total Net Utility Plant ' $ 510,400 [ $ 234,557 | $ 744,957 | § 586,179 1 $ . 639,460 |
OTHER PROPERTY AND INVESTMENTS
6 Nonutility Property (121)
7 Less: Accumulated Depr. and Amort. (122)
8 Net Nonutility Property
9 Investment in Associated Companies (123) )
10 Utility Investments (124) ‘
11 |Total Other Property & Investments 3 - $ -1$ -
) CURRENT AND ACCRUED ASSETS : : .
12 |Cash (131) : 32,427 (6,234)} - . 26,193 ' 51,385 44,669
13  |Special Deposits (132) 78,345 - 78,345 64,927 75,259
14 |Accounts and Notes Receivable-Net (141-144) 14,478 14,478 © 12,629 | 11,376
15 |Plant Materials and Supplies (151) - ) .
16 |Prepayments (162-163) 11,084 11,084 4,925 9,385
17 |Misc. Current and Accrued Assets (174) 3,000 3,000 . 6,000 7,500
18 |Total Current and Accrued Assets $ 139,334 [ $ (6,234)| $ 133,100 [ $ - 139,866 | $ 148,189
DEFERRED DEBITS :
19  |Miscellaneous Deferred Debits (186) 15,890 4,500 20,390 14,046 . -
20 |Accumulated Deferred Income Taxes (190)
21 |Total Deferred Debits $ 15,890 [ $ 4,500 | $ - 20390 | $ 14,046 | $ -
TOTAL ASSETS AND OTHER DEBITS $ 665,624 | $ 232,823 | $ 898,447 | $ 740,091 | $ 787,649

SPSt. Cyr
8/12/2008




Eastman Sewer Company Schedule 1
Page 2 of 2
Balance Sheet - Equity Capital and Liabilities
Actual 2007 Financing/ Proforma 2007 Actual 2006 Actual 2005
Year End CapRes Year End Year End Year End
Line Account Title (Number) Balance Adjustments Balance Balance Balance
No. (a) (b) {c) - (d) - (e) (f)
EQUITY CAPITAL
1 Common Stock Issued (201) 8,000 $ 8,000 % 8,000 8,000
2 |Preferred Stock Issued (204) | ‘
3  |Other Paid-In Capital (211) 66,262 : 66,262 66,262 66,262
4 Retained Earnings (217) 32,713 (5,469)| 27,244 | 40,134 | 30,666
5 Proprietary Capital (propnetorshtps & partnerships) (218) ] ] :
6 |Total Equity Capital . 106,975 (5,469)| $ 101,506 $ 114,396 104,928
LLONG TERM DEBT
7 Other Long-Term Debt (224) - 221,498 221,498 - -
CURRENT AND ACCRUED LIABILITIES : .
8 Accounts Payable (231) 1,798 1,798 3,451 1,823
9  [Notes Payable (232)
10 |Customer Deposits (235)
- 11 |Accrued Taxes (236)
12 |Accrued Interest (237) '
13 [Misc. Current and Accrued Liabilities (241) 3,020 , 3,020 7,640 7,852
14 |Total Current and Accrued Liabilities 4,818 $ 48181 % 11,091 ‘9,675
DEFERRED CREDITS
15 Ac:vances for Construction (252)
16  |Other Deferred Credits (253) :
17 jAccumulated Deferred Investment Tax Credits (255)
18 |Miscellaneous Operating Reserves (265) 78,345 - 78,345 65,789 . 75,259
19 |Contributions In Aid of Construction - Net (271-272) 473,142 16,794 489,936 544,631 593,603
20 Accumulated Deferred Income Taxes (281-283) 2,344 2,344 4,184 4,184
21 665,624 232,823 | $ 898,447 | $ 740,091 787,649

TOTAL EQUITY CAPITAL AND LIABILITIES

SPSt. Cyr
8/12/2008




Eastman Sewer Company

Statement of Income

Schedule 2

: Actual 2007 Financing/ Proforma 2007 Actual 2006 Actual 2005
Line Account Title (Number) Year End Balance CapResAdj Year End Balance | Year End Balance | Year End Balance
No. @ (b) (©) (d) e) ()
UTILITY OPERATING INCOME i
1 |Operating Revenues(400) $ 112,310 -3 112,310 | $ 111,819 | 110,112
2 Operating Expenses:
3 Operating and Maintenance Expense (401) 114,657 114,657 93,432 95,370
4 Depreciation Expense (403) 75,779 4,023 79,802 74,917 73,919
5  |Amortization of Contribution in Aid of Construction (405) (71,490) (288)] (71,778) (70,609) (69,684)
6  |Amortization of Utility Plant Acquisition Adjustments (408) : ' .
-7 - [Amortization Expense-Other (407) . .
8 Taxes Other Than Income (408) 4,953 1,234 6,187 4,600 6,417
9 Income Taxes (409.1, 410.1, 411.1, 412.1) (1,840) (1,840) 2,850 1,600
10 |Total Operating Expenses $ 122,059 4,969 | $ 127,028 | $ 105,190 | $ 107,622
11 |Net Operating Income (Loss) (9,749) (4,969) (14,718)| . 6,629 2,490
12 OTHER INCOME AND DEDUCTIONS , . B
13 |Interest and Dividend Income (419) 2,328 2,328 2,839 3,014
14  |Allow. for funds Used During Construction (420) : I
15 |Nonutility Income (421)
16 . |Gains (Losses) From Disposition of Nonutility Property (422)
17 . |Miscellaneous Nonutility Expenses (426) -
18 - [Interest Expense (427) : (500) (500)] -
19 |Taxes Applicable To Other Income (409.2, 410.2, 411.2, 412.2) . . i
20 |Total Other Income and Deductions 3 2,328 - (500)] $ 1,828 | $ 2839193 3,014
21 |NET INCOME (LOSS) $ (7,421) (5,469)| $ (12,890){ $ . 9468 1| % 5,504

SPSt. Cyr
8/12/2008




Eastman Sewer Company . Schedule3

Journal Entries for Financing and Capital Reserve

Dr. Miscellaneous Deferred Debit B 5,000 ,

Cr. Cash : ' = a 5,000
To record costs to pursue financing and rate adjustment to capital reserve

Dr. Cash ... o238880
Cr. Long Term Debt 238,580
To record receipt of cash and related obligation

Dr. Plant o o . 238580

Cr. Cash R o 238,580
To record capital expenditures on plant replacements/improvements

Dr. Depreciation Expense : . 4,023

Cr. Accumulated Depreciation : R : 4,023
To record one-half year depreciation on plant additions

Dr. State/l.ocal Property Taxes ' 1,234

Cr. Cash o ’ ' 1,234
To record additional state and local property taxes and additional business taxes

Dr. Long Term Debt - 17,082

Dr. Interest Expense o S 18189 _
Cr. Special Deposit ' - © 33,241
To record payment of principal and interest on long term debt

Dr. Amortization of debt expense , : 500

Cr. Miscellaneous Deferred Debit ' IR 500
To record amortization of financing/capital reserve:costs T ;
Dr. Special Deposit _ . 33,241

Cr. Revenue ' o - © 33,241
Dr. Revenue 33,241

Cr. Miscellaneocus Operating Reserve 33,241
To record additional capital reserve

Dr. Miscellaneous Operating Reserve C 33,241

Cr. Contribution in Aid of Construction - ' 17,082
Cr. Interest Expenses 16,159
To record reduction in miscellaneous operating reserve and addition to CIAC

Dr. Accumulated Amortization of CIAC 288

Cr. Amortization of CIAC 288

To record one-half year amortization on additions to CIAC



Eastman Sewer Company
Computation of Revenue_Deficiency

For the Test Year Ended December 31, 2007

Rate Base (Schedule 5)

Rate of Return (Schedule 6)
Operating Income Required

Net Operating Income (Schedule 7)
Operating Income Deficiency

Tax Effect

Revenue Deficiency

SPSt. Cyr
8/12/2008

Actual

$67,706

Schedule 4

Proforma

$68,397




Eastman Sewer Company Schedule 5
Rate Base
December | December Actual Proforma
2007 2006 " Average | Average
Line Account Title Balance Balance Balance | Adjustments| Balance
No. (a) (b). (c) (d) (e) ()
1 Plant in Service $ 2,486,095 ‘$ 2,486,095 $2,486,095 | $ 238,580 $2,724,675
2 Less: Accumulated Depreciation (1,975,695) (1,899,916)] (1.937,806) (4,023)|  (1,941,829)
-3 Net Utility Plant $510,400‘. $586,179 $548,290 $234,557 |  $782,847
4 Cash Working Capital 23,‘562‘ '1‘9,200 23,562 692 24,254
5 Méterial and Supplies 0' 0 0 0
| 6  |Prepayments 11,084 4,925 8,005 ;8‘,%.005
7 |Contribution :in Aid of Construction - Net‘. (473,142) (544,631) (508,887) (234,557) (743{4‘44)
8 Accq'mulate’d‘ Deferred Income Taxés (2,344) (4,184) (3.264)|. | @.&)
9 Tptél Rate Base &_G_g,S_B_Q $61,489 $67.706 $692 w
SPSt. Cyr

8/12/2008




Eastman Sewer Company

Working Capital

Operating amd Maintenance Expenses
751365

Working Capital

SPSt. Cyr
8/12/2008

2007
Proforma
Amount

$118,023

2007
“Actual
Amount

$114,657

. Schedule 5A

2006
Actual
Amount

$93,432

20.55%

$19,200



Eastman Sewer Company Schedule 6
Page 1 of 2
Rate of Return Information
, Weighted
Component Comp’o_nent Average
Overall Rate of Return ‘Ratio - . Cost Rate Cost Rate
Equity Capital 31.43% 10.00% 3.14%
Long Term Debt 68.57% 7.52% 5.16%
Total Capital 100.00% | 8.30%
2007 2007
Capital Structure for Ratemaking Purposes Proforma Ratios
Common Stock | $ 8000 2.48%
Other Paid in Capital 66,262 20.51%
Retained Earnings é7;244 | 8.43%
Total Equity $ 101,506 31.43%
Long Term Debt $221,498 68.57%
Total Capital $ -’32.3,’004 100.00%
Capital Structure 2007 2007 2006 2005
for 2007 - 2005 Proforma Actual Actual Actual
Common Stock $ 8,006 $ 8,000 $ 8000 $ 8,000
Other Paid in Capital 66,262 B ‘66,262 ' 66,262 66,262
Retained Earnings 27,244 32,713 ' ,-40,134 30,666
Total Equity $ 101,506 $ 106,975 $ 114,396 $ 1>04,928
Long Term Debt 221,498 - $ - $ -
Total Capital . $ 323,004 | $ 108,975 $ 114,396 $ 104,928




Schedule 6

Page 2 of 2
Cap Struct Ratios 2007 o 2007. . 2006 2005
for 2007 - 2005 Proforma Actual ' S Actual Actual
Common Stock 2.48% v 7.48% 6.99% 7.62%
Other Paid in Capital 20.51% ’ 61‘.94‘%' L . 57.92% ) 5 63.15%
Retained Earnings | 8.43% 30.58% 35.08% 29.23%
Total Equity 31.43% | 100.00%| | 100.00% 100.00%
Long Term Debt 68.57%)| | 0.00% 0.00%| 0.00%
Total Capital 100.00% o 100.00%| - | - 100.00% 100.00%

Cost of Common Equity 'Capital

The Company is utilizing a cost of common équity of 10%.

SPSt. Cyr
8/12/2008




Eastman Sewer Company Schedule 7
Statement of Income
Actual 2007 Proforma Proforma 2007 Actual 2006 Actual 2005
Line Account Title (Number) Year End Balance Adjustments Year End Balance | Year End Balance | Year End Balance
No. (a) (b) ) () e) )
UTILITY OPERATING INCOME
1 . |Operating Revenues(400) 3 112,310 23,145 | $ 135,455 | $ 111,819 1 $ 110,112
2 Operating Expenses: . : :
3 Operating and Maintenance Expense (401) 114,657 3,366 118,023 93,432 95,370
4 Depreciation Expense (403) i 75,779 75,779 74,917 73,919
5 Amortization of Contribution in Aid of Construction (405) - (71,490) (71,490) (70,609) (69,684)
6. |Amortization of Utility Plant Acquisition Adjustments (406) o :
7 Amortization Expense-Other (407)°
8 Taxes Other Than Income (408) 4,953 1,234 6,187 4,600 6,417
9 Income Taxes (409.1, 410.1, 411.1, 412.1) - (1,840) $3,119 1,279 2,850 1,600
10 |Total Operating Expenses $ 122,059 77191 % - 129778 |$ 105,190 | $ 107,622
11 |Net Operating Income (Loss) ' (9,749) 15,426 5,677 6,629 2,490
12 OTHER INCOME AND DEDUCTIONS . .
13 |Interest and Dividend Income (419) 2,328 2,328 2,839 3,014 |
14 |Allow. for funds Used During Construction (420) .
15 - |Nonutility Income (421)
16  |Gains (Losses) From Disposition of Nonutility Property (422)
17  |Miscellaneous Nonutility Expenses (426)
18 |interest Expense (427) -
19 . |Taxes Applicable To Other Income (409.2, 410.2, 411.2, 412 2) . . : :
20 ~|Total Other Income and Deductions $ 2,328 -1 $ .. 23281% 2,839 1 8% 3,014
21  |[NET INCOME (LOSS) $ . (7,421) 15,426 | $ .  8,0051|% 9,468 | § "~ 5,504
SPSt. Cyr -

8/12/2008




Eastman Sewer Company Schedule 7A
Statement of Income - Proforma Adjustments Page 1 of 3

Operating Revenues

2007 Test Year Proforma v $135,455
2007 Test Year Actual T SR S 112,310
Proforma Adjustment 7 . $23.145

To adjust test year revenues for the additional revenue needed in order for the Company to earn
its rate of return and to recover its expenses.

Total Proforma Adjustment to Operating Revenues , _ : $23.,145

Operation and Maintenance Expehses

Contracted Services - Sewer System Operations

2007 Test Year Proforma } - : $42,000
2007 Test Year Actual 29,170
Proforma Adjustment | 3 - ) $12.830

To adjust test year expenses for increase in contracted services related to the operations of the
sewer system. : ‘ ’

Other Consulting

2007 Test Year Proforma o . o - $2,162°
2007 Test Year Actual - o 533
Proforma Adjustment : ($3.171)

To adjust test year expenses for expenditures related to financing and rate filing and engineering /
capital study S c Co

Building & Equipment Repairs

2007 Test Year Proforma ' $4,040

2007 Test Year Actual ' 5,333
Proforma Adjustment R R ) ($1,293)

To adjust test year expenses for the 3 year average of building and equipment repairs
program. R g



Schedule 7A

Page 2 of 3
Miscellaneous Expenses
2007 Test Year Proforma . S $382
2,007 Test Yeaf Actual 5,382
Proforma Adjustment s R R _ ($5,000)

To adjust test year expenses for the payment of $5,000 to thve condo associafion for sewer backup
incident

Total Proforma Adjustment to Operating & Méintenance Expensés | ' $3,366

Taxes other than Income

2007 Test Year Proforma o R $6,187
2007 Test Year Actual ‘ 4,953
Proforma Adjustment - -  $1.234

To adjust test year expenses for the increase in state and local property taxes due to the increase
in plant in service

Income Taxes

Federal Income Taxes

2007 Test Year Proforma | ’ V - - $790

2007 Test Year Actual ‘ (1,080)
Proforma Adjustment ' o o ‘ S $1.870

To adjust test year expenses for the increase in federal income taxes due to the increase
in revenue

State Business Taxes

2007 Test Year Proforma | ' $489
2007 Test Year Actual o AT | 760
Proforma Adjustment _ $1.249

To adjust test year expenses for the increase in state business taxes due to the increase
in revenue



Schedule 7A

Page 3 of 3
Total Proforma Adjustments' to Income Taxes ' $3.119

Total Proforma Adjustment to Operating Expenses $7.719

SPSt. Cyr
8/12/2008



Eastman Sewer Company

Income Tax Computation

Total Rate Base

Equity Component of Cost of Capitalv
Operating Net Income Required |
Interest Income

Taxable Income

Tax Effect (.2858)

Income Required before Income Taxes
Less: NH Business Pfoﬁts Tax @ 8.5%
Income subject to Federal Taxes

Less: Federal Income Tax @ 15%

Income after Income Taxes

SPSt. Cyr
8/12/2008

Actual
$67,706

10.00%

$6,771

Schedule 8

Proforma
$68,397
3.14%

$2,149






‘Eastman Sewer Company

before the
New Hampshire Public Utilities Commission
' ‘ DW 08-086
- Proposed Statement to Customer
Date
Name
Address

Dear Customer,

On August 15, 2008 Eastman Sewer Company (“Eastman” or “Company”) requested
New Hampshire Public Utilities Commission (“NHPUC”) approval of the financing of 2008 and
2009 system improvements and an increase in rates to service the debt and earn a return on its
investment and cover its operating expenses. If the financing and rate filing is accepted as
submitted, the Company would realize an annual increase in capital reserve funds of $33,241 and
permanent revenues of $23,145 effective immediately. The average annual amount for a
residential customer would increase from $223.32 to $327.80, an increase of $104.48 or 46.28%.

The need for the financing and rate increases are due to the 2008 and 2009 planned
improvements to the sewer system, to the need to service the debt, to allow the Company to earn
a return on its investments and to cover increased operating expenses. The Company has not
raised its rates since it was purchased by ECA and, in fact, the rates have remained at the current
level ($56 per quarter) for the past 16 years.

The rate increase will be subject to review and ultimate approval by the NHPUC. The
Company will keep you apprised of the proceeding before the NHPUC and its ultimate

conclusion.

SinCetel'y,






Response to cértain PUC 1604.01 F 1111 Rate Case Filin'g-Requirément's

(3) Federal income tax reconciliation

(4) NH and federal income tax factors

(8) Most recent construction budget

(11) Membership fees, dues, donations

(12) Management Audit and Depreciation ‘Study

(14) List of Officers and Directors
(15) Amount of Voting Stock
(16b) Payments ... in excess of $1}0,000 ,

(18) Balance Sheets and Income Statements

(21) Projects need for Extefnal Financing

- The Company does not file a
separate tax return.

See attached.
As part of this filing, the Company is

proposing to finance its 2008 and
2009 capital improvements

~ amounting to $238,580.

The Company does not belong to any

- associations, etc.

The Company engaged CLD
Consulting Engineers to review the

- . system and recommended: needed

improvements and related costs. On
March 13, 2008 CLD issued its
report entitled Capital Improvements
Recommendations.

Please‘see Schedule A-4 of the 2007
PUC Annual Report

Please see Schedule A-S of the 2007
PUC Annual Report

~ Please see Schedule A-7 of the 2007

PUC Annual Report

The balance sheets and income

- statements for the years 2005 — 2007

are reflected in the rate filing
schedules

As part of this filing, the Company is
proposing to finance its 2008 and
2009 capital improvements

~ amounting to $238,580.



(22) Capital Budget ... Source and Use of Funds  See responsé to 8 and 21.‘

(25) Subsidiary : - The Company is a subsidiary of
Eastman Community Association
(“ECA”). The ECA’s function and
activities are completely unrelated to
the sewer company. As such, it does
not see the need to duplicate “all
items required.”

(26) Subsidiary ‘ o ’ See ré'spohse to 25.

(28) Support . ' ~ There is no additional support.
SPSt. Cyr
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Eastiman Sewer Company

Effective Tax Factor

Taxable Income 100.00%
Less: NH Business Profits Tax 8.50%
Federal Taxable Income 91.50%
Federal Income Tax Rate 15.00%
Effective Federal Income Tax Rate 13.73%
Add; NH Business Profit Tax 8.50%
Effective Tax Rate 22.23%
Percent of Income Available if No Tax 100.00%
Effective Tax Rate 22.23%
Percent Used as a Divisor in Determining

the Revenue Requirement 77.78%
Tax Multiplier 28.58%
SPSt. Cyr

8/12/2008







August 15, 2008

Debra Howland

Executive Director & Secretary
Public Utilities Commission

21 S. Fruit Street, Suite 10
Concord, N. H. 03301-2429

Dear Ms. Howland:

Eastman Sewer Company’s (“Eastman” or “Company”) filing for financing and
the proposed rate change in DW 08-086 was prepared utilizing the Company’s books and
records. To the best of my knowledge and belief, the filing including its revenue and
expenses and assets and liabilities accurately reflects the Company’s books. '

Sincerely,

-

'31,“7\\_« \ <y L\\q*
Stephen P. St. Cyr
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STATE '(_‘)F.NEW HAMPSHIRE
PUBLIC UTILITIES COMMISSION
'EASTMAN SEWER COMPANY
~ DW 08-086

PETITION FOR APPROVAL OF FINANCING
AND RATE INCREASES

 TEMPORARY RATES

PREFILED DIRECT TESTIMONY OF STEPHEN P. ST. CYR

What is yéur name and business address? |

My name is Stephen P. St. Cyr and my business éddfess is 17 Sky Oaks Drive,
Biddeford, Me. : o

Who is your employer?

My employer is ‘Stvc‘:phen P. St Cyr& ASédéiates; :

What is the purpose of your testimony regarding temporary rates?_

In the event tﬁat the Publié Utiliﬁes Cominissioﬁ (‘;PﬁC’;) ‘sﬁsper;ds the proposed
permanent rates pending the Commission’s Ainvestigation of such rates prior to
rendering,aiﬁnal ordér;the Conipar_iy're"spectfunllytr.equésts that the PUC grant
temporary rates. The purpose Qf my testimony rgggr,ding temporary rates isto
provide an overview of thev Conﬂ;pany;é proi)osed tempbréry rates and thé basis for
such rates.

Please provide an OVer;/ieW of the req'ubevsts for tempdfaty._ rates.

The Company 1s prqposing to increase revenues by $20,960 on a temporary basis.
The increase iﬁ revenﬁes of $20,960 ona tenﬁporary basis would allow. the.

Company to earn a return of 10_% on its investments and cover its operating costs.



= Y SRS

The'Compaﬁy has not adjusted its rate base and rate of return. The rate base has
nét been adjusted by vche addition of the 2 00‘8 and 2009 iﬁlprOVeménts (and the
related contribution in aid of cons‘tructior‘l).' The rate of retum has not been
édjusted by the additiorvialid‘ebvt and-"tﬁé 'v.feAIa'ted interest cos‘ts.‘ Rev'enue has béen
adjusted only by the increase 1n revenues necessary for the Company to earn its
authorized raté of return and éover its operating costs. Expenses have only been
adjusted by the additional federal and state taxes-on the increase in revenue. The
Company is not feques’ﬁng é chahgéih the capifal‘r‘eséfVe" rate és part of its
requests for temporary rates.

Is there anything else that you Wduld like to address before you address thé rate
schedules that support the temporary rates?

. o .

Did you prepare the »terr‘iporary rate schedules i‘dentiﬁed. as schedules 1 — 67

Yes, the temporary rate schedules were prepared by me.‘

What is the test yeaf tha‘t»theCompény is using in thjs ﬁling‘?

Thé;Company is utilizing the' ééme twelve rﬁbnths ended "De'ciember 31, 2607 for
temporary ra’tes;

Would you summarize schedule 1 entitled “Computation of Revenue Deficiency
for Temporary Ratés fo'r the Test Year endedi_Dece'mber 31,2007

Yes. This‘sc’hedu‘le‘summarizes the éﬁ‘})portiﬁg. sc;hedules;. Tﬁe éctual revenue
deficiency for the test period afrioﬁnts to $20,96O tis béséd upon an actual test
year beginning and ending 2007 average rate base of $67,706, as summarized in

Schedule 2. The Company is utilizing its authorized rate of return of 10.00% for



the actual test year. The authorized'rate of return of l0.0ll%, when multiplied by
| the rate base of $67,70>6,-‘resultsv in an op_erating income requirement of $6,771.
As shown on’Schedule' 4, tlle actual net operati'ng ‘in;:olﬁe for the test period tvas
($9,749). The operating income requl_remen_t less the net‘, operating income results
inan operating income deﬁciency of $16,520. With the additional revenue, there
will be additional'federal and state ta_xes.- The additional .federal and state taxes
amount to $4,440. The addition of the additional taxes of $4,440 and the
operating income deficiency of $16,520 s'ums'to a revenue deficiency of $20,960.
Would you please summarize Schedule 2, “Rate Base for Temporary Rates™?

The rate base consrsts of Plant in Servrce less Accumulated Depreciation, plus
.Cash Working Cap1tal Material and Supphes Prepayments Net Contributions in
Aid of Constructlon.and Accumulated Deferred Income Taxes. The actual
beginning and ending average rate base amounts to $67,706. The Company made
no proforma adjuStments to rate bkase_.. L

Would you pleaee eriplain Sclredule 3 entitled “Rate of Return Information for

: Temporary Rates”‘? | | o

The Company is utilizing its authorized rate of return of 10%. The Company’s
test year capital structure is all_ equrty The COmnany’s authorized rate of return is
10%. The Company has made no proforma adjustments to its capital structure
and no changes to its author1zed rate of return |

Please explam Schedule 4, “Statement of Income for Temporary Rates,” for the

twelve months ended December 31 2007



The first column (column b) of Schedule 1 shows the actual operating results of
the Company from January 1 2007 through December 31, 2007 Durlng the
twelve months ended December 31 2007, the Company recorded operatlng
revenues of $112,3 lO. Its net operating income (loss) was ($9,749).

The Company adJusted 1ts revenue by $20 960 1 in order to reahze its operatlng
income required of $6,771. The Company ad]usted its expenses by $4 440 for the
increase in federal and state taxesassomated w1th the 1ncrease in revenues.

Would you please explain Schedule 5 entitled ‘fIncome Tax Computation for
Temporary Rates_’_"? .

The income tax computation based on actual test year results starts with rate base
of $67,706 times the authorized equity percentage of 10 OO% of the cost of
capital, resulting in the operating net income required of $6,771 that is subject to
federal income and state business taxes. The,Co‘mpany» adds interest income of
$2,328 that is also subject to taxes to deterrnlne taxable income of $9 099 The
federal income taxes and state busrness taxes are $1 606 and $994 respectlveiy
When the federal and state taxes are compared to federal and state taxes in the test
year, the proforma adiustmentamounts to $4;440. .

Is the Company proposing to change the ratedesign‘_?‘ .

No. The Company has applied the proposed sewer rate increlase proportionally to
all its customers.

Please’ explain Schedule 6 entitled ?‘Rcﬁp&t of Prop‘OSed Rate Changes for

Temporary Rates.”



The “Authorized Presént Revenués” for sewer service amount to $111,841. The
Compaﬁy is prbpdsing to increése révenﬁés 4'ofv $20,:96k0v fo‘rv a fempc)fafy perioa.
With the proposed increase in revenues of $20,960, the total “Proposed
Re,v_enués’.’: amoi;nts té $1':32,_801_. L | o

What irﬁpact does the proposed increase m revenues have on residential
customers? " | - |

The average residential customer is presently paying $204.62 per year for sewer
service. With t‘hev propos.ed:incr'ea‘sV‘e, tﬁé .a“v.erage residential customer will be
paying $242.96 per year, an increase of $3$_.35~ or 18.74% for sewer service.
For temporarsr rates,‘ié the Cofnpany bréposiné any éhange to fhe capifal reserve
rate?

No.

Would you please summarize what the Comp‘anyvig, requesting for temporary
rates? | IR
Yes, the Company is requ¢sting an increase in the annual sewer revenue from
$111,841 to $1 32,801 effective imniediatéiy. The increase 1n the sewer revenues
wi_ll}enable}as the Company to earn its guthorized rate of return 01 10.00% on its
investment and réco%/er bits onéovin;g dpératiﬁg expehsés. ' Thé avéfage an'nﬁal
amount for a residential customer will increase from $204.62 to $242.96, an
increase of .$38..35 or 1 j8.7‘4%‘. | |

Does this conc}lude-you,r t_estimony.?

Yes.



Eastman Sewer Company = RN - . Schedule 1
Computation of Revenue Deficiency for Temporary Rates

For the Test Year Ended De’cember 31,2007

Actual
Rate Base (Schedule 2) » T I $67,706
Rate of Return (Schedule 3) | | | 10.00%
Operating Income Required , - o . $6,771
Net Operating Income (Schedule 4)- , o -9,749
Operating Income Deficiency ‘ IR o B $16,520
Tax Effect ' ' - I 4,440
Revenue Deficiency ’ v $20,960

SPSt. Cyr
8/14/2008



Eastman Sewer Company Schedule 2
Rate Base for Temporary Rates
December | December Actual Proforma
2007 2006 Average _ Average
Line Account Title Balance Balance Balance | Adjustments| Balance.
No. @ (b) (c) (d) (e) (f
1 |Plantin Service |8 2,4’86,_095 $ 2486,005| $2486,095 $2,486,005 | |
2 Less: AccumulatedﬂDepreciation' {1,975,695) {1.899,916) (1.937.806) | (1.937,806) .
3 Net Utility Plant | $510,400 | >$5,86,179' $548,290 :,$548,290
'4‘ Cash Wo:rking Capital 23,562 19,200 | 23,562 23,562
5 " |Material énd Supplieé 3 0 0 | -0
6 Prépayménts 11,084 | 4,925 - 8,005 | | ‘8,005
7 Contribution in Aid'of Construction‘-';'Net (473,142) : (544,631) (508;887) 0 E (508,887) L
8' Accumulafed‘ Deferred Income Taxvesv , Q_@ﬁg) | (4.184) | @,M | (3,264) '
9 |Total Rate Base - | $69.560 $61.489 | $67.706 $0 $67,706 |
SPSt. Cyr

8/14/2008

ol




Eastman Sewer Company
Working Capital for Temporary Rates

2007
Proforma
Amount
Operating amd Maintenance Expenses - $114,657

75/365 20.55%

Working Capital - . : $23,562

SPSt. Cyr
8/14/2008

2007
Actual

‘Amount . |

$114,657

20.55%

. $23562

Schedule 2A

2006
Actual
_, Amount

$93,432

20.55%

$19,200



Eastman Sewer Company

Schedule 3

oo S Page 1 of 2

Rate of Return Information for Tempoary Rates

SR ‘ - - Weighted

Component Component Average
Overall Rate of Return Ratio Cost Rate Cost Rate
Equity Capital 100.00% 10.00% 10.00%
Long Term Debt 10.00% 0.00% 0.00%
Total Capital . 100.00% 10.00%

o . 2007 2007

Capital Structure for Ratemaking Purposes Actual Ratios
Common Stock | $ | k8,000 7.48%
Other Paid in Capital 66,262 61.94%
Retained Earnings 32,713 30.58%
Total Equity $ 106,975 100.00%
Long Term Debt | $0 0.00%
Total Capital |1 $ 108,975 100.00%
Capital Structure 2007 2007 2006 2005
for 2007 - 2005 "Proforma Actual . - Actual Actual
Common Stock 1$ 8000 $ 8,000 5 8,000 $ 8,000
Other Paid in Capital 66,262 66,262 | 66,262 66,262
Retained Earnings 32,713 32,713‘ | 46,134 30,666
Total Equity $ 106,975 $ 106,975 $ 114,396 $ 104,928
Long Term Debt - o - $ - $ -
Total Capital $ 106,975 $ 106,975 $ 114,396 $ 104,928



Schedule 3

‘ Page 2 of 2
Cap Struct Ratios 2007 =.2007 - | | .-2006 — 2005
for 2007 - 2005 Proforma Actual Actual Actual
Common Stock 7.48%)| L 7a48%| 6.99% 7.62%
Other Paid in Capital 61.94% 61.94% | 57.92% 63.15%
Retained Earnings | ) 3058% -30.58%| 35.08% 29.23%
Total Equity 100.00% 100.00% 100.00% 100.00%
Long Term Debt 0.00% - 0.00% . 0.00% 0.00%
Total Capital 100.00% 100’.60% 100.00% 100.00%

Cost of Common Equity Capital .

The Company is utilizing its authorized cost of common equity of 10%. -

SPSt. Cyr
8/14/2008




Eastman Sewer Company

Statement of Income for Temporary Rates

Schedule 4

SPSt. Cyr
8/14/2008

Actual 2007 Proforma Proforma 2007 Actual 2006 Actual 2005

Line Account Title (Number) Year End Balance Adjustments Year End Balance | Year End Balance | Year End Balance

No. (a) (b) ) (d) (e) ()

: UTILITY OPERATING INCOME - _ :

1 Operating Revenues(400) $ 112,310 1§ 20,9601 $ 133,270 5 111,819 $ 110,112

2 Operating Expenses: : ' : ' -

3 Operating and Maintenance Expense (401) 114,657 - 114,657 93,432 95,370

4 Depreciation Expense (403) 75,779 75,779 74917 73,919

5 Amortization of Contribution in Aid of Construction (405) (71,490) (71,490) (70,609) (69,684)

6 Amortization of Utility Plant Acquisition Adjustments (406) : v ’

7 Amortization Expense-Other (407) ‘ - ‘ :

8 Taxes Other Than Income (408) 4,953 - 4,953 4,600 6,417

9 Income Taxes (409.1, 410.1, 411.1, 412. 1) (1,840) : $4,440 17 - 2,600 2,850 : 1,600
- 10 |Total Operating Expenses 3 122,059 | $ 4,440} $ 126,499 | $ 105,190 | $ 107,622

11 Net Operatmg Income (Loss) (9,749) 16,5201 6,771+ 6,629 2,490

12 " OTHER INCOME AND DEDUCTIONS : . ‘

13 |Interest and Dividend Income (419) 2,328 2,328 2,839 3,014
14 |Allow. for funds Used During Construction (420) ’ :
15 |Nonutility Income (421) :

16 |Gains (Losses) From Disposition of Nonutlhty Property (422)
17  [Miscellaneous Nonutility Expenses (426)

18 |Interest Expense (427) -

19 |Taxes Applicable To Other income (409.2, 410.2, 411 2,412, 2) . o
20 |Total Other Income and Deductions $ 23281 % -8 23281 % 28391 % 3,014
-21 |NETINCOME (LOSS)" $ (7,421)| $ 16,5201 § 9,099 | $ 9,468 | $ 5,504




Eastman Sewer Company : _ Schedule 4A
Statement of Income - Proforma Adjustments ~ Page1of3

Operating Revenues

2007 Test Year Proforma A _ S ~ $133,270
2007 Test Year Actual - ' 112,310
Proforma Adjustment : , ' - v $20.960

To adjust test year revenues for the addiﬁohal revenue needéd in order for the Company to earn
its rate of return and to recover its expenses.

Total Proforma Adjustment to Operating Revenues - S R : ' $20,960
Operation and Maintenance Expenses

Contracted Services - Sewer System Operations

2007 Test Year Proforma |

2007 Test Year Actual

Proforma Adjustment | - o ’ $0

To adjust test year expensés for increase in contracted services related to the operations of the
sewer system. » '

Other Consulting

2007 Test Year Proforma

2007 Test Year Actual

Proforma Adjustment - | , , $0

To adjust test year expenses for expenditures related to financing and rate filing and engineering /
capital study

Building & Equipment Repairs

2007 Test Year Proforma

2007 Test Year Actual

Proforma Adjustment - ‘ S $0

To adjust test year expenses for the 3 year average of building and equipment repairs
program. - o : o o . v o



Schedule 4A

Page 2 of 3
Miscellaneous Expenses
2007 Test Year Proformé
2007 Test Year Actual
Proforma Adjustment R  _ o R , $0

To adjust test year expenses for the payment of $5,000 to the condo association for sewer backup
incident , - : : L - K

Total Pfoforma Adjustment to Operaﬁng & l\yllainténvaﬁce'E;(pevn‘seé - $0
Taxes other than Incdme

2067 Test Year Proforma

2007 Test Year Actual

Proforma Adjustment . o A - $0

To adjust test year expenses for the increase in state and local property taxes due to the increase
in plantin service :

Income Taxes

Federal Income Taxes

2007 Test Year Proforma ’ '$1,606

2007 Test Year Actual . | , : (1,080)
Proforma Adjustment : co | : o B $2.686

To adjust test year expenses for the increase in federal income taxes due to the increase
in revenue Lo ‘ R :

State Business Taxes

2007 Test Year Proforma o . _ .‘ $994
2007 Test Year Actual 760
Proforma Adjustment o S , $1.754

To adjust test year expenses for the increase in state business taxes due to the increase
in revenue



Schedule 4A

Page 3 of 3
Total Proforma Adjustments to Income Taxes . o : | . $4,440

Total Proforma Adjustment to Operating Exp‘enses ' _ 4,440

SPSt. Cyr
8/14/2008



Eastman Sewer Company

Income Tax Computation for Temporary Rates

Total Rate Base

Equity Component of Cost of Capitai
Operating Net Income Required
Interest Income

Taxable Income

Tax Effect (.2858)
~Income Required before Income Taxes
Less: NH Business Profits Tax @‘ 8.5%
Income subject to Federal Taxes =
Less: Federal Income Tax @ 15%

Income after Income Taxes

SPSt. Cyr
8/14/2008

Schedule 5

Actual

$67,706



Eastman Sewer Company

Report of Proposed Rate Changes for Temporary Rates ,

Utility
Tariff No.:
Sewer Rates

Rate of Class
of Service

Residential
Commercial
Total Sewer
Misc.

Total

Avg.Res.Cust.

Capital Reserve Rate
Total
Avg.Res.Cust.

Total Avg. Res. Cust.

SPSt. Cyr
8/14/2008

Eastman Sewer Company

Date Filed: 8/15/2008
Effective Date: Immediately

o Authorized 'Proposed Proposed

Effectof  Number of Present ~ Proposed @~ Change Change
Change Customers Revenue Revenue Amount Percentage
$20,439 533 $109,060 _ $129,499 $20,439 18.74%
$20,960 535 $111,841 $132,801 / $20,960 18.74%
o - 4 40 0 000%
$20,960 535 $112.310  $133.270 4 $20,960 18.66%
$0 535 $10008  $10,008 $0 0.00%
$38.35 $223.32  $261.67 $38.35  17.20%



