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 1 P R O C E E D I N G 

 2 CHAIRMAN GETZ:  Okay.  Good morning,

 3 everyone.  We'll open the hearing in Dockets DW 1 0-091 and

 4 11-018.  On May 7, 2010, Pennichuck Water Works f iled

 5 materials supporting a proposed increase in perma nent

 6 rates and a step rate increase that would result in a

 7 20 percent increase in rates, and also at that ti me sought

 8 approval of a Water Investment and Conservation A djustment

 9 Surcharge and an increase in temporary rates.  An  order

10 was issued on June 4 suspending the tariffs and s cheduling

11 a prehearing conference, which was held on July 1 4.  And,

12 on July 20, a secretarial letter was issued appro ving a

13 procedural schedule.  An order on temporary rates  was

14 issued on October 8th.  And, subsequently, there was a

15 motion to consolidate Dockets 10-091, the rate ca se, with

16 Docket 11-018, a special contract with Anheuser-B usch.

17 That motion to consolidate and a revised procedur al

18 schedule was approved on February 10.  And, we ha ve before

19 us today a Settlement Agreement that was filed on  May 19.

20 So, can we take appearances please.

21 MS. KNOWLTON:  Good morning, Chairman

22 and Commissioners.  My name is Sarah Knowlton.  I 'm with

23 the law firm of McLane, Graf, Raulerson & Middlet on.  I'm

24 here today for Pennichuck Water Works, Inc.  And,  with me
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 1 today from the Company are the Company's two witn esses,

 2 Donald Ware and Bonalyn Hartley, and also sitting  at

 3 counsel's table is Charles Hoepper and Dawn Deblo is from

 4 the Company.

 5 CHAIRMAN GETZ:  Good morning.

 6 MR. ALEXANDER:  Good morning.  John

 7 Alexander, from the law firm of Ransmeier & Spell man,

 8 representing Anheuser-Busch.

 9 CHAIRMAN GETZ:  Good morning.

10 MS. HOLLENBERG:  Good morning.  Rorie

11 Hollenberg and Steve Eckberg, here for the Office  of

12 Consumer Advocate.

13 CHAIRMAN GETZ:  Good morning.

14 MS. THUNBERG:  Good morning,

15 Commissioners.  Marcia Thunberg, on behalf of Sta ff.  And,

16 with me today is Mark Naylor, Jim Lenihan, Jayson

17 Laflamme, and Doug Brogan.

18 CHAIRMAN GETZ:  Good morning.

19 Ms. Knowlton, you're ready to proceed?

20 MS. THUNBERG:  We have some preliminary

21 matters to raise to you today.  In particular, we  have

22 premarked, among our -- or, by agreement of the p arties,

23 exhibits.  We have a list before you.  With respe ct to

24 Exhibit 3, it is our intent that what was filed
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 1 electronically or that appears at Tab 4 of the

 2 Commission's electronic docketbook be marked as " Exhibit

 3 3".  Because that exhibit is so voluminous, we ar e asking

 4 that we not be required to sequentially number th e pages

 5 of that document.  And, that we are asking specif ically

 6 for a waiver of 203.22, the Commissioners -- or, the

 7 Commission's administrative rule requiring sequen tial

 8 numbers.  We believe that, because the document i s tabbed,

 9 has identifying features on the schedules and on other

10 pages, that the intent of the rule is satisfied.

11 CHAIRMAN GETZ:  And, you're talking then

12 about the two volumes --

13 MS. THUNBERG:  Correct.

14 CHAIRMAN GETZ:  -- that were filed?

15 Okay.

16 MS. THUNBERG:  Additionally, I need to

17 clarify for the record that, where you three have  a

18 physical bound three -- two binders of this exhib it, on

19 our -- on the Commission's docketbook, at Tab 4, some of

20 the material is not electronically uploaded.  But  it is

21 our intent that even that non-electronic informat ion be

22 part of Exhibit 3.  And, I'm talking about annual  reports

23 that were bound and required to be filed.  And, s o, I just

24 want to make sure that that is clear on the recor d.
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 1 Also, we were -- at least Staff is

 2 requesting that we forgo needing to authenticate the

 3 testimony.  Staff has submitted testimony that's listed in

 4 the exhibit list for Jim Lenihan, Jayson Laflamme , and

 5 Mark Naylor.  Jim Lenihan is not going to be a wi tness,

 6 but he has no changes or corrections to make to h is

 7 testimony, and, if asked the same questions, woul d have

 8 the same responses.  So, I guess Staff is request ing that

 9 it be allowed to forgo authenticating the testimo ny, just

10 that the exhibit be allowed for identification as  is.

11 CHAIRMAN GETZ:  Any objection?

12 MS. KNOWLTON:  I have none.  The Company

13 would have the same request with regard to Mr. Le onard.

14 Ms. Hartley and Mr. Ware are here and can authent icate

15 their testimony, if the Commission so desires.

16 MR. ALEXANDER:  And, likewise,

17 Mr. Gorman, who was the expert for Anheuser-Busch , has

18 been excused from the proceeding.  And, I will re present

19 that his prefiled testimony remains the same.

20 MS. HOLLENBERG:  We are in agreement

21 with the Staff, Company, and Anheuser-Busch with regard to

22 authenticating the testimony.  I would just like to point

23 out for the Commission, to the extent that it was  not

24 clear, that we are continuing to contest the WICA , and
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 1 that that would be a separate portion of the hear ing

 2 today.  Thank you.

 3 CHAIRMAN GETZ:  Thank you.  All right.

 4 Then, we'll accept the identifications that have been

 5 listed in the exhibit list.  And, then, we will e nter the

 6 testimonies into the record.  So, anything else?

 7 MS. KNOWLTON:  The Company calls Donald

 8 Ware and Bonalyn Hartley.

 9 MS. THUNBERG:  And Staff also calls Mark

10 Naylor and Jayson Laflamme to the stand.

11 (Whereupon Donald L. Ware, Bonalyn J. 

12 Hartley, Mark A. Naylor, and Jayson P. 

13 Laflamme were duly sworn and cautioned 

14 by the Court Reporter.) 

15 DONALD L. WARE, SWORN 

16 BONALYN J. HARTLEY, SWORN 

17 MARK A. NAYLOR, SWORN 

18 JAYSON P. LAFLAMME, SWORN 

19  DIRECT EXAMINATION 

20 BY MS. KNOWLTON: 

21 Q. Good morning, Mr. Ware.  I'll start with you, i f I may.

22 Would you please state your full name for the rec ord.

23 A. (Ware) My name is Donald L. Ware.  

24 Q. By whom are you employed?
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 1 A. (Ware) I'm employed by Pennichuck Water Works.

 2 Q. What is your position with the Company?

 3 A. (Ware) I am President of the regulated water ut ilities.

 4 Q. And, when you say "the regulated water utilitie s", is

 5 that more than Pennichuck Water Works?

 6 A. (Ware) Yes.  I am President of Pennichuck Water  Works,

 7 Pennichuck East Utility, and Pittsfield Aqueduct

 8 Company.

 9 Q. Would you describe your job responsibilities as

10 President of the regulated utilities?

11 A. (Ware) I'm responsible for the day-to-day opera tions of

12 the utilities.  And, in conjunction with the CFO and

13 Ms. Hartley, responsible for the overall financia l

14 performance and customer service of the Company.

15 Q. Ms. Hartley, would you please state your full n ame for

16 the record.

17 A. (Hartley) Yes.  Bonalyn J. Hartley.

18 Q. By whom are you employed?

19 A. (Hartley) Pennichuck Water Works.

20 Q. What is your position with the Company?

21 A. (Hartley) Vice President of Administration and

22 Regulatory Affairs.

23 Q. What are your job duties in that role?

24 A. (Hartley) I'm responsible for the administratio n --
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 1 administrative operations for the Company, includ ing

 2 information technology, regulatory affairs, human

 3 resources, customer service, and the financial

 4 performance of the utilities.

 5 MS. KNOWLTON:  Thank you.

 6 BY MS. THUNBERG: 

 7 Q. Mr. Naylor, if you could please state your name  and

 8 position with the Commission for the record.

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

10 Director of the Gas and Water Division here at th e PUC.

11 Q. And, can you please describe your responsibilit ies?

12 A. (Naylor) Yes.  As Director of the Gas and Water

13 Division, I'm responsible for the work product of  the

14 Staff in that division, as well as that of the Au dit

15 Staff.

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

17 A. (Naylor) I have an accounting and finance backg round.

18 Q. And, prior to today, have you testified before this

19 Commission?  

20 A. (Naylor) I have.

21 Q. And, do you consider your testimony that you'll  be

22 offering today to be within your area of expertis e?

23 A. (Naylor) Yes, I do.

24 Q. Mr. Laflamme, if I could just have you state yo ur name
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 1 and responsibilities -- or, position with the

 2 Commission please.

 3 A. (Laflamme) Jayson Laflamme.  I'm a Utility Anal yst in

 4 the Gas and Water Division of the Public Utilitie s

 5 Commission.

 6 Q. And, as a Utility Analyst, can you please just describe

 7 briefly your responsibilities as to how they rela te to

 8 this docket?

 9 A. (Laflamme) Yes.  I examine filings that come be fore the

10 Commission that are filed by water and sewer util ities.

11 My area of expertise is in the accounting and fin ance

12 area.  So, I specifically review filings with reg ard to

13 the financial and accounting impact that they wou ld

14 have on customer rates, and then I provide

15 recommendations based on my review of those aspec ts.

16 Q. Thank you.  Is the testimony that you will be o ffering

17 today within your accounting and finance area of

18 expertise?

19 A. (Laflamme) Yes.

20 BY MS. KNOWLTON: 

21 Q. Given that the Commission has determined that

22 authentication of the testimony is not necessary,  Mr.

23 Ware and Ms. Hartley, I'd ask you to look at what 's

24 been marked for identification as "Exhibit 13", w hich
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 1 is the Settlement Agreement that is before the

 2 Commission today.  Do you have that before you?

 3 A. (Hartley) Yes.

 4 A. (Ware) Yes.

 5 Q. Ms. Hartley, are you familiar with the terms of  that

 6 Settlement Agreement?

 7 A. (Hartley) I am.

 8 Q. And, did you participate in the development of that

 9 Settlement Agreement on behalf of the Company?

10 A. (Hartley) I did.

11 Q. Mr. Ware, did you participate in the developmen t of the

12 Settlement Agreement?

13 A. (Ware) Yes.

14 Q. And, you're familiar with the terms of it?

15 A. (Ware) I am.

16 Q. Ms. Hartley, I'll start with you.  If you would  look at

17 Section II.A, "Revenue Requirement; Rate Base; Ra te of

18 Return; Capital Structure".  Can you please descr ibe

19 the revenue requirement that the Company agreed t o as

20 part of this Settlement?

21 A. (Hartley) Yes.  The total revenue requirement t hat we

22 agreed to as part of the Settlement is $26,997,16 4.

23 Q. What is the -- would you further identify the r ate base

24 and the capital structure that has been agreed to  by

             {DW 10-091 & DW 11-018}  {05-26-11}



      [WITNESSES:  Ware ~ Hartley ~ Naylor ~ Laflam me]
    14

 1 the Settling Parties?

 2 A. (Hartley) Yes.  This was based on a 2009 test y ear, and

 3 a rate base of $92,219,994, operating expenses of

 4 $17,209,913, with an overall rate of return of

 5 7.98 percent.

 6 Q. What is the overall increase that is included i n this

 7 Section II.A?

 8 A. (Hartley) 11.95 percent.

 9 Q. And, Ms. Hartley, are you familiar with the fac t that

10 the Company applied for a step increase as part o f its

11 request for rate relief in this docket?

12 A. (Hartley) Yes, we did.

13 Q. And, what does the Settlement provide with rega rd to a

14 step increase?

15 A. (Hartley) As part of the Settlement, the Compan y agreed

16 to forgo its request for the Settlement -- for th e step

17 increase.  The step increase originally called fo r a --

18 for a $900,000 in additional non-revenue-producin g

19 capital additions of about $4.8 million.

20 Q. Mr. Ware, would you just very briefly describe what

21 those capital additions were that were the subjec t of

22 the step?

23 A. (Ware) Yes.  A portion of the capital additions  were

24 associated with replacement of water mains and wa ter
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 1 services.  And, there was a portion associated wi th the

 2 construction of several pumping stations and

 3 replacement of several pumping stations.

 4 Q. And, are those all used and useful as of now?

 5 A. (Ware) Yes, they are.

 6 Q. Thank you.  Ms. Hartley, do you believe that th e

 7 revenue requirement that's embodied in Section II .A of

 8 the Settlement Agreement is a reasonable compromi se of

 9 all of the revenue requirement issues that were s et

10 forth in this case?

11 A. (Hartley) I do.

12 Q. And, how does this level of permanent rate reli ef

13 that's proposed in the Settlement Agreement compa re to

14 temporary rates that were approved by the Commiss ion in

15 this docket?

16 A. (Hartley) Temporary rates were approved in this  docket

17 October 8th of 2010 at 10.8 percent.  This docket  --

18 this Settlement for permanent rate purposes will call

19 for an increase, as stated before, of 11.95 perce nt,

20 and will be recoupable back to the effective date  of

21 June 16th, 2010.

22 BY MS. THUNBERG: 

23 Q. Mr. Naylor, are you familiar with the terms of

24 Exhibit 13, the Settlement Agreement?
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 1 A. (Naylor) Yes, I am.

 2 Q. Did you participate in the creation of this doc ument?

 3 A. (Naylor) Yes, I did.

 4 Q. And, are you aware of any changes or correction s that

 5 you have to this document?

 6 A. (Naylor) No.

 7 Q. And, Mr. Laflamme, are you familiar with Exhibi t 13?

 8 A. (Laflamme) Yes.

 9 Q. And, did you participate in the creation of thi s

10 document?

11 A. (Laflamme) Yes, I did.

12 Q. And, are you aware of any corrections or change s to

13 make to this document?

14 A. (Laflamme) No.

15 Q. And, I'd like to turn your attention, Mr. Lafla mme, to

16 the revenue requirement that Ms. Hartley just

17 discussed.  And, I'd like to have you explain how  the

18 Staff came to agree to the increase recommended?

19 A. (Laflamme) Yes.  The Staff, along with the othe r

20 parties, reviewed the filing that was submitted b y the

21 Company.  Staff and the other parties submitted d ata

22 requests to the Company.  And, based on an analys is of

23 the filing and the subsequent responses by the Co mpany

24 to Staff and OCA and Anheuser-Busch data requests , as
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 1 well as a review of other information on file her e at

 2 the Commission, specifically, the 2009 Annual Rep ort,

 3 and also an audit was performed by the NHPUC Audi t

 4 Staff.  And, based upon that, the parties settled  on

 5 the amounts that have been discussed by Ms. Hartl ey

 6 previously.

 7 Q. And, in settling on the amount of the revenue

 8 requirement, if we were to look for adjustments

 9 recommended by Staff, they would appear in the

10 schedules attached to this document, to the Settl ement

11 Agreement?

12 A. (Laflamme) Yes.

13 Q. With respect to the items of plant in rate base , do you

14 have an opinion as to the used and usefulness of those

15 items?

16 A. (Laflamme) Based upon Staff's analysis, includi ng the

17 audit report that was submitted as part of discov ery in

18 this case, Staff believes that the items in rate base

19 are used and useful.

20 Q. And, Mr. Naylor, do you have an opinion as to t he just

21 and reasonableness of this revenue requirement?

22 A. (Naylor) Yes.  We believe that the revenue requ irement

23 proposed in the Settlement would result in rates that

24 are just and reasonable.
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 1 Q. Mr. Ware, I do have a question for you, this re lates to

 2 expenses.  And, it came up as a question of a pub lic

 3 comment when I was perusing the Docketbook.  And,  it

 4 related to the customer inquiring on the complian ce

 5 status of Pennichuck Water Works, as to DES and E PA.

 6 And, I was wondering if you could speak to the qu estion

 7 of "what is the status of Pennichuck Water Works'

 8 compliance?"

 9 A. (Ware) If you're speaking about overall complia nce --

10 Q. Uh-huh.

11 A. (Ware) -- with the Safe Drinking Water Act, we are in

12 compliance in all of our -- both the core system and

13 our satellite systems with the requirements of th e Safe

14 Drinking Water Act.

15 Q. Is Pennichuck Water Works subject to any letter s of

16 deficiency with the Department of Environmental

17 Services?

18 A. (Ware) We happen to have a letter of deficiency  on a

19 dam called "Salmon Brook Dam".  And, we have been

20 working with the DES to resolve that particular i ssue.

21 We also have several letters of deficiencies on o ur

22 other dams related to minor issues, which, again,

23 typically come up.  And, we're working with the D ES to

24 correct those issues.
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 1 Q. And, do the letters of deficiency speak to the water

 2 quality aspect?

 3 A. (Ware) No.

 4 Q. Thank you.  And, with respect to expenses that are

 5 subject to or included in this Settlement Agreeme nt,

 6 can you please explain what the Company -- what

 7 Pennichuck Water Works practices, as far as using  a

 8 competitive bid, to keep some of the expenses in check?

 9 A. (Ware) Yes.  In the operations, and, first of a ll, all

10 capital work that exceeds $10,000 or more goes th rough

11 a competitive bid process, in order to attract th e best

12 possible bid.  Also, in the operational side, sta ff,

13 where possible, goes out and seeks competitive bi dding

14 and proposals, again, on services that are being

15 provided by outside entities in the amount typica lly in

16 excess of $10,000.

17 MS. THUNBERG:  Thank you.

18 BY MS. KNOWLTON: 

19 Q. Ms. Hartley, if you would turn to Section II.B of the

20 Settlement Agreement, which relates to revenue fr om the

21 sale of certain cell tower leases.

22 A. (Hartley) Yes.  

23 Q. Do you see that in front of you?

24 A. (Hartley) Yes, I do.
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 1 Q. Okay.  And, if -- Mr. Ware, you know, either on e of you

 2 may answer these questions, if they're more

 3 appropriately directed to you.  Can you describe what

 4 the status of the cell tower issue was at the tim e of

 5 the filing of this case?

 6 A. (Hartley) Yes.  The Company, in a prior rate ca se, the

 7 Commission had stated that it would consider the

 8 Company -- in the Company's next rate case the

 9 appropriate allocation of benefits between ratepa yers

10 and shareholders for the sale of certain cell tow ers

11 that we had had previous in that case.  Regarding  the

12 proceeds of the sale, the Commission was going to  --

13 wanted the parties or desired that there would be  a

14 determination as to how those, the value or the

15 revenues received from those leases would be impu ted,

16 in terms of ratepayers versus the shareholders at  the

17 time.

18 Q. And, as part of that prior order in the prior r ate

19 case, had certain amounts of revenues been impute d --

20 A. (Hartley) Yes.

21 Q. -- as result of that order?

22 A. (Hartley) Yes.  At the time, the Commissioners and the

23 Commission order determined that it would be

24 appropriate to impute a value of $52,189 annually  for
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 1 the sale of those leases to be deducted from the

 2 revenue requirement at that time.

 3 Q. As part of the Settlement, did the Settling Par ties

 4 come up with a resolution to the allocation of th ose

 5 benefits between the ratepayers and the customers , Mr.

 6 Ware?

 7 A. (Ware) Yes, they did.

 8 Q. And, what is that?  What does the Settlement pr ovide in

 9 that regard?

10 A. (Ware) The Settlement provides, and Mr. Laflamm e

11 provided a calculation to this effect, that it wa s

12 looked at the amount of revenues that were genera ted

13 from the sale.  From that, it was subtracted -- h e

14 subtracted the imputed benefits of the revenue

15 reduction from the previous case.  And, then look ed at

16 the remaining dollars that were left, and said "w ell,

17 you know, half of those dollars", Staff believed and we

18 agreed in the Settlement, "belong to the ratepaye rs."

19 And, so, it was decided that there was -- it's ar ound

20 slightly over $150,000 of remaining value that wo uld

21 have gone to the customers.  And, so, it was deci ded to

22 continue to run for a three year period the $52,0 00 a

23 year in revenue reduction.

24 Q. Ms. Hartley, can you explain the mechanics of h ow that
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 1 will work?

 2 A. (Hartley) It's my under -- as it states in the

 3 Settlement Agreement and it's recommended by Staf f,

 4 there will be a deferred credit set up of approxi mately

 5 $157,000 on the Company's books, which also is a

 6 reduction to rate base in this case, and will be

 7 amortized over three years against the revenue of  the

 8 Company.

 9 Q. Does the Settlement Agreement, Mr. Ware, provid e for

10 any further imputation of revenues to the custome rs'

11 benefit?

12 A. (Ware) Yes.  One of the things that came up in

13 settlement was the fact that the Company had hire d The

14 Southwood Company to go ahead and package up the leases

15 and go out and sell those leases, monetize their value.

16 And, again, it's not an expertise that we had in- house.

17 So, a commission was paid to The Southwood Compan y, to

18 The Southwood Company of approximately $89,000.  And,

19 in the Settlement Agreement, we agreed that what we

20 would do is take -- continue for a fourth year th e

21 imputation of the revenue reduction of $52,000 --

22 $52,189.  So, effectively, the commission was sha red

23 between the Company and the customers the cost of  the

24 commission.
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 1 Q. And, when you say that the "expertise did not e xist

 2 in-house", are you referring to Pennichuck Water Works?

 3 A. (Ware) That is correct.

 4 Q. And, by that, do you mean the expertise necessa ry to

 5 put together a transaction of that complexity and

 6 identify a purchaser and bring it all the way thr ough

 7 closing?

 8 A. (Hartley) That is correct.  It started with the

 9 generation of an RFP, the identification of, you know,

10 potential entities who would be interested in

11 purchasing the value of the leases, evaluating th e

12 offers that were made, and then bringing it throu gh a

13 closing and making sure that all the transactions  that

14 needed to happen to transfer the leases was done

15 appropriately.

16 Q. And, Mr. Ware, does the provision in Section II .B of

17 the Settlement Agreement, with regard to the cell  tower

18 leases, resolve all outstanding issues with regar d to

19 those leases?

20 A. (Ware) Yes, it does.

21 BY MS. THUNBERG: 

22 Q. Mr. Laflamme, with respect to how you calculate d or

23 accounted for the cell tower revenues in your

24 calculations, did Mr. Ware describe them accurate ly?
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 1 Do you have any other explanation to offer?

 2 A. (Laflamme) No.  I think it was an accurate expl anation.

 3 Detailed -- that calculation is detailed on Page 17 of

 4 the Settlement Agreement, under Adjustment Number  7.

 5 Q. And, Mr. Naylor, I have a question for you.  I know

 6 that the Pennichuck witnesses covered this a litt le

 7 bit, but I would like to have it repeated again.  The

 8 different -- if you could please describe the

 9 differences or the similarities between how the

10 Commission had treated the cell tower revenues in  the

11 past and what is being offered for treatment in t he

12 Settlement Agreement.

13 A. (Naylor) Well, it's very similar in the prior, at least

14 two or three cases where the issue was dealt with , in

15 terms of the revenues the Company was receiving f rom

16 the leases, they were shared with customers on a 50/50

17 basis.  In this particular case, the Company has sold

18 the leases.  And, so, this provision in the Agree ment

19 accounts for a sharing of the sale proceeds of th e cell

20 tower leases.

21 MS. THUNBERG:  Thank you.  Sarah.

22 BY MS. KNOWLTON: 

23 Q. Mr. Ware, I'd ask you to look at Section II.C o f the

24 Settlement Agreement, which relates to the Fourth
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 1 Contract with Anheuser-Busch, which is a special

 2 contract.  Are you familiar with that contract, w hich

 3 is marked as "Exhibit 17" and is Attachment B to the

 4 Settlement Agreement?

 5 A. (Ware) Yes, I am.

 6 Q. And, would you provide some background on how t hat

 7 issue came to be part of this case?

 8 A. (Ware) Yes.  As the Commission hopefully is awa re, we

 9 had a series of long term contracts with

10 Anheuser-Busch.  At the time that we began this r ate

11 case, we were in what was called "Contract 3".

12 Contract 3 had provisions for Anheuser-Busch to

13 basically take water at various rates based on av erage

14 day, peak day, and peak hour.  When we completed the

15 Cost of Service Study this time around, and we we re

16 looking at the allocation of costs that belonged with

17 Anheuser-Busch, the allocation of the associated fixed

18 costs with the water supply facilities that serve

19 Anheuser-Busch, the return on the investment, the

20 property taxes, and the depreciation expense were

21 allocated based on those Contract 3 values; basic ally,

22 a 2 million gallon a day average day, a 3 million

23 gallon peak day, and a 4 million gallon a day pea k

24 rate.  That resulted in a substantial increase in  what
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 1 was going to be Anheuser-Busch's rate that they w ere

 2 paying.  I will say, at the same time Anheuser-Bu sch,

 3 over the last four or five years, has been in a v ery

 4 aggressive mode of reducing their water consumpti on.

 5 And, so, they were looking at this large increase .  

 6 And, basically, at that stage, they

 7 wrote to us and said "We want to exit out of this

 8 contract."  Again, for those not familiar with

 9 Anheuser-Busch, they have a series of on-site wel ls

10 that were used back in the 1960s as their source of

11 supply.  Water quality needed substantial treatme nt.

12 And, you know, it had been in their best interest  all

13 along to purchase water from the Company because the

14 cost was less.  They felt that this tipped the sc ales,

15 if you will, and said, you know, "We should go ba ck to

16 our own supply."

17 So, we got the letter terminating the

18 Third Contract.  That initiated discussions on th e

19 Fourth Contract.  And, it became evident pretty q uickly

20 on that the reality was is that the allocation wa s

21 based on a usage that Anheuser-Busch no longer ne eded.

22 In fact, over the previous year Anheuser-Busch ha d used

23 less than a million gallons a day.  And, so, it w as

24 decided that we would see if we could negotiate a  new
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 1 contract with a allocation of usage that reflecte d

 2 Anheuser-Busch's current usage patterns.  And, so , we

 3 went back and looked at that, and that was the ge nesis

 4 of the Fourth Contract that is part of this Settl ement

 5 Agreement.

 6 Q. Would you describe the salient provisions with regard

 7 to the rate set forth in the Fourth Contract?

 8 A. (Ware) Yes.  This is a ten year contract.  It r equires

 9 us to provide Anheuser-Busch with a average day o f a

10 million gallons -- up to a million gallons a day of

11 water, a peak day of a million and a half gallons  a

12 day, and a peak hour rate of 2 million gallons a day.

13 The rates that Anheuser-Busch will be charged are

14 broken essentially into three buckets:  A meter c harge,

15 which is our standard 6-inch meter charge; a fixe d

16 revenue component, which -- that's the based mont hly

17 fixed fee, that is tied to Anheuser-Busch coverin g,

18 again, the fixed costs of the water supply facili ties

19 that serve Anheuser-Busch; and then there is a

20 volumetric rate in the contract.  And, that volum etric

21 rate is there associated with paying for the cost  of

22 producing the water and their share of the admin.  and

23 general cost of operating the Company.

24 Q. Mr. Ware, were there any changes to the Fourth Contract
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 1 from what was originally filed back in January 20 th of

 2 this year to what's attached to the Settlement

 3 Agreement and marked as "Exhibit 17"?

 4 A. (Ware) Yes.  In the process of reviewing the co ntract

 5 and looking at the allocations, and the cost of s ervice

 6 are very complex, and you want to make sure you h ave

 7 all the proper allocations, it was determined tha t

 8 payroll taxes, which are about $520,000 a year, h ad

 9 been left out of the allocation to Anheuser-Busch .

10 And, so, that was found out, it's about $25,000 a  year

11 would be their share based on the cost of service

12 allocation, that was found out, and that was -- t hat

13 allocation or the dollars associated with that

14 allocation were added to the new -- or, adjusted in the

15 contract.

16 Q. So, is the only substantive change to that cont ract the

17 change in the volumetric rate?

18 A. (Ware) Yes.

19 Q. Do you believe that the Fourth Contract in the form

20 attached to the Settlement Agreement is in the pu blic

21 interest?

22 A. (Ware) Yes, I do.

23 Q. Why is that?

24 A. (Ware) For a number of reasons.  It allows the Company
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 1 to continue to, and its customers, to benefit fro m a

 2 long-term contract with a large user, who does ha ve

 3 other supply options.  It properly allocates cost s to

 4 Anheuser-Busch, and ensures that those costs that , if

 5 Anheuser-Busch goes away, the associated costs wi th the

 6 dams, the water treatment plant, the storage tank  in

 7 Nashua still exist.  So, it ensures a stream of i ncome

 8 on a fixed basis that we can count on.  Anheuser- Busch

 9 continues to pay their share of the volumetric us age

10 and their share of the admin. and general costs

11 associated with the operation of the Company.  An d, we

12 believe having a ten year contract that properly

13 allocates costs and ensures that our largest cust omer

14 remains on line is good for the customers, good f or the

15 Company, good for Anheuser-Busch.

16 BY MS. THUNBERG: 

17 Q. Mr. Naylor, have you reviewed Exhibit 17?

18 A. (Naylor) Yes, I have.

19 Q. And, I have a very similar question to you that  was

20 asked of Don Ware about what the benefits are.  A nd, to

21 the extent that you have additional ones that Mr.  Ware

22 did not already articulate, my question is to you  to

23 please state them?

24 A. (Naylor) Really nothing different.  The Anheuse r-Busch
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 1 contract provides for just about a million dollar s

 2 annually in revenue.  The costs to serve Anheuser -Busch

 3 are fully covered under that rate, rates called f or in

 4 the contract.  To lose Anheuser-Busch as a custom er

 5 would necessarily result in those costs being rec overed

 6 from other customers, all other customers.  So, w e

 7 believe that what has been presented, in terms of  the

 8 Fourth Contract and its impact on the Company's r ates,

 9 is appropriate.

10 BY MS. KNOWLTON: 

11 Q. Ms. Hartley, I have some questions that are dir ected to

12 you with regard to rate design.  Mr. Ware referre d to a

13 Cost of Service Study that was performed in assoc iation

14 with the filing of this case.  Are you familiar w ith

15 that Cost of Service Study?

16 A. (Hartley) I am.

17 Q. And, would you describe, in general terms, what  that

18 study recommended.

19 A. (Hartley) The original study recommended a shif t,

20 primarily a shift from allocable costs to more to  the

21 fixed customer charge.  And, since then, as Mr. W are

22 has just explained, we've revised the study for

23 Anheuser-Busch.  And, we've also revised the stud y that

24 is part of the Settlement to forgo that shift.  S o, at
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 1 this point, there will be no rate design method - - no

 2 change in the rate design methodology or a shift in

 3 costs from the -- that we had originally recommen ded to

 4 the customer charge from the volumetric charge.

 5 Q. When you -- you just referred to the revision t o the

 6 Cost of Service Study to address the Settlement

 7 Agreement.  Is that the document that's been mark ed as

 8 "Exhibit 14"?

 9 A. (Hartley) Yes, it is.

10 Q. And, did that revised study take into account a ll of

11 the provisions in the Settlement Agreement?

12 A. (Hartley) It did.  The results of that study no w, as

13 far as allocations is concerned, allocates

14 85.17 percent to water service revenue, 3.73 perc ent to

15 private fire, 11.10 percent to municipal fire rev enues,

16 total revenues 100 percent at $26,997,164.  In ad dition

17 to that, there were other adjustments, there were  other

18 adjustments that the Company agreed to in part of  the

19 revision.  And, in addition to the -- forgoing th e

20 shift in the allocation to the customer charge, t he

21 percentage of the customer charge was limited onl y to

22 the percentage of the increase in this case, whic h is

23 11.95 percent.  And, the Company also settled on an

24 adjustment to a number of customer accounts for t he
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 1 purpose of the Cost of Service Study to account f or

 2 customers prior to 2008 and prior who had no acti vity

 3 on their accounts.  So, we adjusted the service - - the

 4 Cost of Service Study for those.

 5 Q. And, may I ask you a question about that?  Why would

 6 there have been no activity on those accounts?

 7 A. (Hartley) We don't know exactly.  We just know that the

 8 homes are abandoned, there's no activity on the h ome --

 9 at the homes, or the facility, in some cases it w as

10 commercial.  And, we check it periodically.  But

11 there's no activity, no reading on the meters.  W e

12 can't get in to even pull the meters.  It may be due to

13 some of the economic conditions that we've experi enced

14 in the last two or three years here in -- nationa lly,

15 not just in the -- not just in New Hampshire.  An d,

16 maybe people have just abandoned their homes in p lace.

17 But we have no information to bill them.  So, wha t we

18 have done is we've written the amounts that were on the

19 accounts off as bad debt, and then we've asked th e

20 Staff to consider these particular accounts as ha ving

21 no activity and should be excluded from calculati ng the

22 cost of service allocation, because, obviously, w e're

23 not going to achieve revenue from these accounts for

24 some time into the future.
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 1 Q. And, did all of the Settling Parties, that bein g the

 2 Staff, the Office of Consumer Advocate, Anheuser- Busch,

 3 and, of course, the Company agree to that change in the

 4 Cost of Service Study?

 5 A. (Hartley) Yes, they did.  We had more accounts that we

 6 had requested.  However, as part of settlement, w e

 7 agreed to those accounts that were 2008 or older with

 8 no activity.

 9 Q. And, are there other provisions in the Settleme nt

10 Agreement with regard to rate design?

11 A. (Hartley) Yes.  Again, going -- referring to Mr . Ware's

12 testimony, there was a change in the allocation f or

13 payroll taxes for Anheuser-Busch, as part of the

14 administrative allocation of costs.  And, I belie ve

15 that would -- that was the summary of the changes  to

16 the original Cost of Service Study.

17 BY MS. THUNBERG: 

18 Q. Ms. Hartley, I just have a follow-up question o n this

19 line of questioning about the change in the numbe r of

20 meters.  And, if you were to try to find out wher e that

21 change is embodied, I'm looking at Exhibit 14, --

22 A. (Hartley) Yes.

23 Q. -- and at Schedule 15, Page 1 of 5, 2 of 5?

24 A. (Hartley) Yes.  If you turn to the Cost of Serv ice
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 1 Study, Page 1 of 5, you will note at the bottom o f each

 2 one of the various classes of customers there's b een an

 3 adjustment made by Mr. Palko.  And, in particular , we

 4 can look at the residential section.  If you look  at

 5 the very bottom, it says "Per settlement 5/8 inch  less

 6 15 meters [or] 180 bills", and then he had made

 7 adjustments for "3/4 inch meters less one meter [ or] 12

 8 bills", and then a "2 inch meter less three meter s [or]

 9 36 bills."  So, that adjustment has been made her e.

10 There was also one more adjustment, I believe, fo r a

11 fire service.  

12 Q. If I can interrupt you, --

13 A. (Hartley) Sure.

14 Q. -- I believe it's on Page 4 of 5, asterisk in t he

15 middle of the page?

16 A. (Hartley) Four of five.  Yes.  Thank you.  One,  in the

17 section entitled "Private Fire Protection", as no ted at

18 the bottom of that section, you'll see that "one 8 inch

19 customer [or] 12 bills [were] removed per the

20 Settlement" for a fire protection account.

21 MS. THUNBERG:  Thank you.

22 BY MS. KNOWLTON: 

23 Q. Ms. Hartley, if you would now turn to recoupmen t

24 associated with the permanent rates.  You testifi ed
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 1 earlier that I believe that the rates will go bac k to

 2 June 16th, 2010?

 3 A. (Hartley) Correct.

 4 Q. What is the derivation of that date?

 5 A. (Hartley) That was when customers were first no ticed in

 6 Pennichuck Water Works' core system and its satel lites.  

 7 Q. And, how will recoupment occur in this case?

 8 A. (Hartley) What the Company does is we go back t o

 9 June 16th, they will be prorated on a service ren dered

10 basis.  And, each individual customer, we actuall y have

11 a program that will calculate the impact to each

12 individual customer based on their actual usage.  And,

13 we will take into account the 11.95 percent.  But , in

14 addition to that, we must take into account that we

15 achieved temporary rates effective I believe

16 October 8th of 2010 of 10.8 percent, and that wil l be

17 taken into effect also in the calculation.

18 Q. And, does the Company -- has the Company agreed  to

19 provide a calculation of that recoupment between the

20 temporary and permanent rates to the Commission?

21 A. (Hartley) Yes.

22 Q. And, has the Company agreed that it would also provide

23 the Office of Consumer Advocate with a copy of th at

24 same calculation?
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 1 A. (Hartley) Yes.

 2 Q. If you would now turn to Section II.F, which ad dresses

 3 the rate impact of the Settlement Agreement.  Do you

 4 have that before you, on Page 6 of the Settlement

 5 Agreement?

 6 A. (Hartley) Just give me one moment please.  Yes,  I have

 7 it in front of me.

 8 Q. You have that in front of you.  In Section II.F , the

 9 Settlement Agreement indicated that the Company w ould

10 be updating the Cost of Service Study to take int o

11 account the provisions in the Settlement Agreemen t and

12 providing that to the Commission and the parties to

13 determine what that rate impact would be on custo mers.

14 Has the Company done that?

15 A. (Hartley) Yes.  We've prepared a Report of Prop osed

16 Rate Changes.  We've also provided a schedule sho wing

17 what the impact would be on the average residenti al

18 customer bill with a 5/8ths meter.

19 Q. And, if you would look at Exhibit 16, which is the

20 Report of Proposed Rate Changes, would you walk u s

21 through that by customer class?

22 A. (Hartley) Yes.  The Report of Proposed Rate Cha nges

23 shows a total revenue increase of "$2,880,185".  Of

24 that total increase, 200 -- "$2,446,956" are
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 1 attributable to the General-Metered customers, or

 2 "12.8 percent".  For Private Fire Protection,

 3 "$154,695" [$154,675? ] is apportioned to fire

 4 protection at "18.15 percent".  For the hydrants,  the

 5 public hydrants, "$179,781" increase, or

 6 "6.38 percent".  For the Anheuser-Busch Contract that

 7 Mr. Ware has detailed, "$58,635", or "6.8 percent ".

 8 And, for the Milford Contract, "$6,052", or

 9 "6.89 percent".  And, then, for the Hudson Contra ct,

10 "$34,086", or "12.81 percent".  Again, totaling

11 "$2,880,185" increase, or "11.", and, for roundin g,

12 came out to be "94", but the Settlement calls for

13 11.95 percent.

14 Q. And, if you would look at the bottom of Exhibit  16,

15 there is a note there at the bottom.  Can you exp lain

16 to us what the purpose of that note is?

17 A. (Hartley) "The proposed rates and the amount of  the

18 increase is based on the Cost of Service Study.  In the

19 Study, a slight difference is noted in the alloca tion

20 of the proposed revenue versus the revenue requir ement

21 reflected in the rate filing schedules."  That's

22 primarily due to the fact that the way the Cost o f

23 Service Study is allocated and calculated, it's b ased

24 on number of bills, it's based on number of meter s, and

             {DW 10-091 & DW 11-018}  {05-26-11}



      [WITNESSES:  Ware ~ Hartley ~ Naylor ~ Laflam me]
    38

 1 there's always slight differences when they calcu late

 2 the study versus what the Company has required fo r a

 3 revenue requirement.

 4 Q. If you would now look at Exhibit 15, --

 5 A. (Hartley) Uh-huh.

 6 Q. -- which is the impact of the Settlement on a

 7 residential customer.  Can you walk us through ho w the

 8 Settlement, if it's approved by the Commission, w ill

 9 impact the Company's residential customers?

10 A. (Hartley) Yes, I will.  Currently, before the t emporary

11 increase, the customer charge for a 5/8ths meter was

12 $18, $18.18 per month.  As a result of the tempor ary

13 increase of 10.8 percent, that was increased to $ 20.14

14 per month.  An, as a result of the Settlement

15 Agreement, at 11.95 percent, the customer charge will

16 now be $20.34, if approved by the Commission.

17 Additionally, we have the volumetric

18 charge per hundred cubic feet, originally was $7. 88 --

19 I'm sorry, $2.90, based on a usage unit of 7.88, and

20 that is consistent throughout the calculation.  A nd, as

21 part -- as for temporary rates was increased to $ 3.21,

22 and, as a result of this Settlement, $3.30.  Tota l

23 volumetric charges to the customers have -- would  be

24 $22.85 before the temporary rate, $25.29 as a res ult of
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 1 the temporary increase, and $26 as a result of th e

 2 Settlement.  Total monthly bill is estimated for the

 3 average residential customer at $46.34.  And, if we

 4 look at the very bottom -- and the annualized amo unt

 5 would be about $556.08.  And, if we look at the b ottom

 6 of the schedule, you will see that the incrementa l per

 7 month for the temporary was $4.40 per month, $5.3 1 as a

 8 result of the Settlement.  Annualized at the temp orary

 9 rate was $52.80.  And, now, if the Settlement is

10 approved by the Commission, the average residenti al

11 customer will see an annualized increase of $63.7 2.

12 MS. KNOWLTON:  Marcia.

13 BY MS. THUNBERG: 

14 Q. Mr. Naylor, I have a question with respect to t he

15 recoupment between temporary and permanent rates.   And,

16 if you could please describe what will happen, on ce the

17 Commission approves permanent rates, what is Staf f's

18 role in reviewing the recoupment recommendations?

19 A. (Naylor) Staff would review the Company's filin g, the

20 Company's analysis of the difference between temp orary

21 and permanent rates, and file a report with the

22 Commission with a recommendation with respect to what

23 the Company has filed.

24 MS. THUNBERG:  Thank you.
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 1 BY MS. KNOWLTON: 

 2 Q. Ms. Hartley, one more question on recoupment.  Will the

 3 amount that is being recouped from each customer,  will

 4 that appear as a line item on the customer's bill ?

 5 A. (Hartley) Yes, it will be a separate line item.

 6 Q. Thank you.  Does the Settlement Agreement provi de for

 7 recovery of rate case expense for the Company?

 8 A. (Hartley) It does.

 9 Q. What does it provide?

10 A. (Hartley) It provides that each customer will b e billed

11 on a monthly basis over 12 months with a total co st of

12 the rate case expenses.  Again, those rate case

13 expenses, though, must be reviewed by Staff, and the

14 Company has agreed to also submit those same expe nses

15 to the OCA.

16 Q. And, does OCA have the right under the Settleme nt

17 Agreement to submit its position on the recovery of

18 those rate case expenses to the Commission?

19 A. (Hartley) Yes.  Yes, they do.  

20 Q. And, what types of expenses has the Company inc urred,

21 too, as part of this case?

22 A. (Hartley) Legal, consulting, and some administr ative

23 expenses, as well as some publications.

24 Q. The Settlement Agreement states that rate case expenses
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 1 are estimated at approximately $5.50 per customer .  Is

 2 that the final figure?

 3 A. (Hartley) No, that's not.  We haven't received all of

 4 the invoices, including some bills for today, for  this

 5 case.  But, once we do, we will submit those to t he

 6 Commission for their approval.

 7 Q. And, when the Settlement refers to "$5.50", tha t's the

 8 total charge per customer, in that range?

 9 A. (Hartley) In that range, we're estimating about  $5.50.

10 We do not have the final number yet, but it shoul d be

11 in that range.  And, that would be per customer.

12 Q. And, is that a one-time surcharge?

13 A. (Hartley) We had agreed to do it -- to surcharg e the

14 customer over 12 months.

15 Q. And, once the Commission has issued its final o rder,

16 will the Company make a compliance filing with re gard

17 to the rate case expense?

18 A. (Hartley) Yes.  We will file that with the Comm ission.

19 Well, once the Staff and the OCA have reviewed th e

20 expenses and approved them, then it will be filed  with

21 the Commission.

22 Q. And that will be set forth in the Company's tar iff?

23 A. (Hartley) Yes, it will.

24 MS. KNOWLTON:  Thank you.
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 1 BY MS. THUNBERG: 

 2 Q. Mr. Naylor, with respect to Section G, "Rate Ca se

 3 Expense Surcharge" on the Settlement Agreement, i t lays

 4 out that Pennichuck will "submit its...expense re quest

 5 to Staff and OCA for a review."  And, then, from there,

 6 Staff and OCA make a recommendation to the Commis sion.

 7 Can you please just elaborate a little bit more o n what

 8 Staff does for its review?

 9 A. (Naylor) I think there's a couple of objectives  in the

10 review of rate case expenses.  One is to ensure t hat

11 the costs a Company is seeking to recover are

12 reasonable, are only related to the rate proceedi ng,

13 and are direct expenses that are not otherwise

14 recovered by the Company through its existing rat es.

15 Q. I'd just like to back up and ask you a general question

16 about the rates that Ms. Hartley described.  Does  Staff

17 have an opinion as to the just and reasonableness  of

18 the permanent rates recommended in the Settlement

19 Agreement?

20 A. (Naylor) Yes, we do.  We believe that the reven ue

21 requirement called for in the Settlement and the rates

22 that result from that revenue requirement are jus t and

23 reasonable.

24 BY MS. KNOWLTON: 
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 1 Q. Mr. Ware, I would like to address some question s to you

 2 with regard to Section II.H of the Settlement

 3 Agreement, which describes provisions relating to  the

 4 Water Infrastructure and Conservation Adjustment

 5 Charge, otherwise referred to as the "WICA".  Are  you

 6 familiar with that portion of the Settlement Agre ement?

 7 A. (Ware) Yes, I am.

 8 Q. Can you identify -- well, first of all, which p arties

 9 have agreed to this provision?

10 A. (Ware) The Company, the Staff, and AB have agre ed to

11 the WICA adjustment.

12 Q. Okay.  And, would you describe the terms of tha t WICA

13 adjustment that have been agreed to?

14 A. (Ware) Yes.  Effectively, the terms of the WICA  that

15 was agreed to was that this would be a pilot prog ram.

16 And, that it would be re-evaluated at the next ca se.

17 And, either -- at that case, either terminate it or

18 possibly would be to continue it as a pilot or to  make

19 it permanent.

20 Q. And, can I stop you there and ask you a questio n?  When

21 you say "the next case", do you mean the next rat e case

22 of Pennichuck Water Works?

23 A. (Ware) Yes.

24 Q. Okay.  You may continue.
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 1 A. (Ware) And, the types of projects that would be

 2 eligible were defined as being the replacement of  aging

 3 infrastructure, water mains, water services, hydr ants,

 4 and gates.  And, in this case, the projects are l imited

 5 to the core system.  And, specifically, why the c ore

 6 system?  That's where the aging infrastructure is .  The

 7 satellite systems are all newer and don't have th e

 8 aging infrastructure that would fit into the WICA

 9 criteria that we have agreed to.

10 Q. And, what do you mean by "aging infrastructure" ?

11 A. (Ware) The infrastructure that we are looking a t really

12 falls into two major categories, surrounding our cast

13 iron water main that was installed between 1853 a nd

14 1937.  That is the unlined cast iron water main t hat's

15 in the system.  And, then, during and immediately  after

16 the war years, steel mains were used that were no t

17 lined, and, again, have been subject to the same sort

18 of internal corrosion and the associated problems  with

19 that corrosion as the unlined cast iron.  So, tho se are

20 the target facilities.

21 Q. And, how often would the Company conduct WICA p rojects?

22 A. (Ware) In the case of Pennichuck Water Works, w e would

23 plan to do annual projects.  We have approximatel y

24 slightly over 50 miles worth of unlined cast iron  and
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 1 steel water main to replace.  Hoping to do, in th e

 2 WICA, someplace between a little over two miles t o

 3 upwards of three miles of main a year.  The proje cts

 4 right now in the plan has been to continue to par tner

 5 with the City in their Sewer Separation Project, in

 6 order to minimize disruption to the customers, th e

 7 neighborhood, and help reduce overall cost of tra ffic

 8 control and pavement replacement.

 9 Q. How do you coordinate with the City to make tha t

10 happen?

11 A. (Ware) We, "we", the engineering staff, meets w ith the

12 City engineering and public works staff numerous times

13 a year.  But, typically, in the fall of the year,  when

14 you're looking at the following year, sit down an d look

15 at, you know, where the City is planning projects .

16 And, again, this is, as I described before, where  the

17 sewer is old, the water is old, they went in at t he

18 same time.  And, so, typically, when the City has

19 identified projects that they are going to do, wh ich

20 are driven by either (a) their paving program or (b)

21 problems with their infrastructure failing, then we

22 partner with them and agree that we'll go out and  do

23 work with them in those areas.

24 Q. Does the Settlement contain any restrictions on  the
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 1 WICA Program?

 2 A. (Ware) It limits the amount of WICA projects th at we

 3 can do.  And, the projects that would be done can 't

 4 result in an overall revenue increase of more tha n

 5 2 percent in any particular year, and sets a cap of

 6 7.5 percent increase in total before we would be

 7 required to come in for a rate case.

 8 Q. Do you believe that the WICA is necessary for t he

 9 Company?

10 A. (Ware) I think the WICA is very, very important  to the

11 Company.  And, you know, we're recommending a pil ot.

12 But this is a large-scale pilot.  We have a lot o f

13 aging infrastructure.  You know, that's the hue a nd

14 cry, as we're all aware throughout the industry.  And,

15 we're in the process of replacing that.  Being ab le to

16 do it in a timely fashion, and have it recovered in a

17 process where it results in gradualism in rates, keeps

18 us motivated and in the saddle to make these

19 replacements and coordinate with the City, I thin k are

20 all important aspects of the WICA.

21 Q. Can you explain the logistics of how the WICA P ilot

22 will work in terms of the process that would be

23 implemented by the Company and bringing projects before

24 the Commission?
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 1 A. (Ware) Yes.  First of all, it is a full reviewe d

 2 process that involves notification to the custome rs.

 3 The plan is to make the first filing in the fall of

 4 this year for projects proposed for 2012, 2013, a nd

 5 2014.  And, so, we would identify the projects th at we

 6 would be looking at and estimate what the cost of  those

 7 projects were going to be.  The reason behind

 8 completing those projects, notify, again, our

 9 customers, and submit to the interested parties, Staff,

10 OCA, and others, relative to what those projects are

11 and, you know, our plans for them.

12 Then, you know, we would go through the

13 process, say, in 2012 of constructing the first y ear's

14 worth of WICA projects.  At the end of that year or

15 when the projects are complete, submit the cost

16 associated with those projects and improvements t o,

17 again, Commission for audit purposes, to ensure, again,

18 that the projects are used and useful, that the p roject

19 -- and what the final project costs are.

20 Q. And, from a rate perspective, how would the WIC A be put

21 in place?

22 A. (Ware) The WICA would be recognized as a separa te line

23 item on the bill.  It would be shown as a surchar ge.

24 And, that surcharge would basically incorporate t he
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 1 cost associated with the return on the investment  in

 2 the infrastructure, the depreciation expense asso ciated

 3 with the infrastructure, and the estimated proper ty

 4 taxes associated with the infrastructure.

 5 Q. And, must the investment be used and useful pri or to

 6 implementing the surcharge on the customer bill?

 7 A. (Ware) Yes.

 8 Q. Does the Settlement provide for any tax -- spec ial tax

 9 provisions with regard to the WICA?

10 A. (Ware) Yes.  In the first year of the surcharge , you

11 would estimate the increased property taxes, by l ooking

12 at the value of the new infrastructure, multiplyi ng it

13 by the tax rate in effect, and that would be the tax

14 expense associated with that particular asset.  I n the

15 second year, once we can see what the actual taxe s are

16 on that infrastructure, that amount would be adju sted

17 either up or down to reflect the actual taxes.

18 Q. You indicated that the OCA did not join in the

19 Settlement on the WICA?

20 A. (Ware) That is correct.

21 Q. Did the Company agree in the Settlement Agreeme nt to

22 provide certain information to the OCA as part of  the

23 WICA Program?

24 A. (Ware) Yes, it did.
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 1 BY MS. THUNBERG: 

 2 Q. Mr. Naylor, I'd like to also ask you some quest ions

 3 regarding the WICA section of the Settlement Agre ement.

 4 And, first, I'd like to ask you to please describ e some

 5 of the benefits of the WICA Program to customers.

 6 A. (Naylor) Certainly.  We -- The Commission has h eard

 7 testimony on the WICA in two prior dockets before  this

 8 one, the Aquarion docket, in 08-098, and, more

 9 recently, the Pittsfield Aqueduct Company, in 10- 090.

10 The objectives are the same here.  I think what w e

11 expect and hope that the WICA will achieve would be, as

12 Mr. Ware indicated, a focused approach to aging - - the

13 issues of aging infrastructure, stretching out th e

14 amount of time between rate cases.  We certainly hope

15 that will be the case.  Significantly, for custom ers, I

16 think this has the potential to lessen rate shock  in

17 the future, as customers would see more gradual c hanges

18 in their bills over time.  And, certainly, if we are

19 able to speed up the replacement of aging

20 infrastructure, then it stands to reason we would  see a

21 more reliable distribution system.  So, those I t hink

22 are the major goals for the WICA Program.

23 Q. Mr. Naylor, I'd like to just ask you about, the re's a

24 sequence of years described, in year one, project s will
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 1 be proposed, and, ultimately, in subsequent years , they

 2 would be conducted, and then recovery or put into  rate

 3 base, treatment would be requested.  If I can hav e you

 4 compare the process of Staff's review under a WIC A,

 5 versus the process of Staff's review under a step

 6 adjustment to plant, if you could just comment.  Does

 7 WICA offer Staff more involvement in this capital

 8 planning that ultimately will be going into rate base?

 9 A. (Naylor) Yes, it certainly does.  And, we hope that, in

10 the case of Pennichuck Water Works, the City of N ashua,

11 we certainly hope that they would be a party to t he

12 reviews as well.  But it does, it gives the Staff  and

13 any other parties that wish to participate an

14 opportunity to engage in discussions with respect  to

15 priorities with respect to replacement of

16 infrastructure.  And, I think, really, that's one  of

17 the major benefits with respect to involvement, t hat we

18 may not always have that level of review, in term s of

19 the planning, where our reviews in rate cases are

20 typically more looking back and ensure the pruden cy of

21 investments.  Then, in this case, Staff and the o ther

22 parties will be working with the Company and look ing

23 forward.

24 MS. THUNBERG:  Sarah, I have no more
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 1 questions.

 2 MS. KNOWLTON:  I have no further

 3 questions for the panel.

 4 CHAIRMAN GETZ:  Mr. Alexander?

 5 MR. ALEXANDER:  No questions.

 6 CHAIRMAN GETZ:  Ms. Hollenberg?

 7 MS. HOLLENBERG:  Thank you.  Just one

 8 clarifying question, I guess.  To the extent that  I have

 9 cross-examination on the WICA, I should do that n ow, even

10 if Mr. Eckberg will be taking the stand at some p oint --

11 CHAIRMAN GETZ:  Yes.

12 MS. HOLLENBERG:  -- to be available?

13 Okay.  Thank you.  Good morning.

14 WITNESS WARE:  Good morning.  

15 WITNESS NAYLOR:  Good morning.

16 CROSS-EXAMINATION 

17 BY MS. HOLLENBERG: 

18 Q. I'd like to start my questions on the Page 3 of  the

19 Settlement Agreement, and anyone who would like t o

20 answer, either the Company or Staff.  Page 3 disc usses

21 the cell tower lease revenue resolution.  And, I just

22 wanted to clarify that the additional 52,000 that  will

23 be imputed in year four is over and above the $15 7,256?

24 A. (Ware) Yes.  That is correct.
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 1 Q. Thank you.  And, with regards to, on Page 5, in

 2 Paragraph 3.  Actually, sorry, Page 4, Paragraph 3,

 3 it's at the top of the page.  This is the paragra ph

 4 that talks about the "monthly volumetric charge" for

 5 Anheuser-Busch under the Fourth Special Contract.   And,

 6 it says it's "initially set at 0.9178".  You woul d

 7 agree that that number has been revised to "0.956 8"?

 8 A. (Ware) Yes.  That is correct.

 9 Q. And, that number can be found in Attachment B t o the

10 Settlement Agreement, is that correct?  Which is the

11 Fourth Special Contract?

12 A. (Ware) Yes.

13 Q. And, if you turn to Attachment B to the Settlem ent

14 Agreement, which is marked as "Exhibit 17", do yo u

15 agree that, at Page 5 of 10, in Paragraph 4(c), w e

16 would find the revised monthly volumetric charge for

17 AB?

18 A. (Ware) Yes.

19 Q. Thank you.  Mr. Ware, you testified earlier abo ut

20 competitive bidding processes that the Company us es.

21 Can you tell me whether or not the Company

22 competitively bids consultants for its rate case

23 expenses?

24 A. (Ware) No, we do not.
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 1 Q. Thank you.  Why is that?

 2 A. (Ware) There's a lot of understanding the Compa ny's

 3 history, the process, working relationships with all

 4 parties, that, you know, the Company believes it has

 5 got consultants, lawyers, who have high integrity  and

 6 who understand the process and, you know, are ver y

 7 efficient at what they do.  Rather than, you know , the

 8 bidding process very often results in people, aga in,

 9 who need to be brought up to speed, who need to

10 understand the Company and its mechanisms and how  it

11 works.  So, in the case of a rate case -- in the rate

12 case example, we have historically used certain

13 consultants and lawyers in order to be what we be lieve

14 is more efficient in the process overall for the

15 customers.

16 Q. Thank you.  Mr. Ware, I believe you testified e arlier

17 today about the fact that Pennichuck Water Works did

18 not have the appropriate expertise to sell the ce ll

19 tower leases.  Do you recall that?

20 A. (Ware) Yes.

21 Q. Do you agree that that information was not prov ided in

22 any of the Company's direct testimony in this cas e?

23 A. (Ware) We did not address that.  That is correc t.

24 Q. And, you also agree that that information was n ot
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 1 provided in response to any of the data requests in

 2 this case?

 3 A. (Ware) Subject to check, I would say that that is

 4 correct, yes.

 5 Q. Okay.  Thank you.  You also testified about the

 6 Anheuser-Busch Fourth Special Contract, and said

 7 something to the effect of that "Anheuser-Busch c ould

 8 go back to its own supply", and I also believe yo u said

 9 something to the effect of Anheuser-Busch having "other

10 supply options."  Do you recall that, those state ments?

11 A. (Ware) Yes.

12 Q. Could you clarify what other options Anheuser-B usch has

13 for a supply of its own water?

14 A. (Ware) Yes.  Anheuser-Busch has several on-site  gravel

15 wells that are permitted by the DES, have an allo tted

16 capacity of several million gallons a day or perm itted

17 capacity, and that is their other supply option.

18 Q. Okay.  Thank you.  Ms. Hartley, you testified e arlier

19 today about the adjustment to the number of custo mers

20 for the purposes of the rate design provisions of  the

21 Settlement Agreement.  Do you recall that testimo ny?

22 A. (Hartley) Yes, I do.

23 Q. And, could you tell me why or do you agree that  that,

24 the reduction to the number of customers, was not
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 1 proposed in the Company's initial filing?

 2 A. (Hartley) That's correct.

 3 Q. Could you tell me why that's the case?

 4 A. (Hartley) Well, when the Company prepared its f iling in

 5 the early part of 2010, on a test year of 2009, a s we

 6 proceeded through the case and through the year, it

 7 became clear to us that what had been maybe a few

 8 customers here and there that you might not be so

 9 concerned about, in terms of empty homes, or

10 abandonments in this case, became increasingly mo re

11 problematic to the Company.  And, in fact, I beli eve,

12 for Pennichuck Water Works, at the end of 2010, w e

13 wrote off $100,000 worth of bad debt.  A lot of t hat

14 was due to what we all know now is severe economi c

15 conditions, not just here, but nationally.  And, some

16 of these people just left their homes or couldn't

17 afford to pay bills or, you know, they were bank- owned

18 or they were foreclosed.  We don't know all the

19 reasons.  I can't even probably understand to thi s day,

20 in specific incidents, why some homes were abando ned or

21 not.  The problem became so apparent as we procee ded

22 through the case that the Staff -- the Company as ked

23 the Staff and the OCA to consider some adjustment  to

24 the Cost of Service Study, because we had these b uilt

             {DW 10-091 & DW 11-018}  {05-26-11}



      [WITNESSES:  Ware ~ Hartley ~ Naylor ~ Laflam me]
    56

 1 in as potential accounts that we would -- we woul d be

 2 deriving revenue from.  And, it became very clear  that,

 3 not only was this, and we agreed on a 2008 mark, in

 4 terms of recognizing those accounts that had no

 5 activity, but there are many accounts after that and

 6 are still out there that have no activity.  And, in

 7 fact, these accounts that we've adjusted for stil l have

 8 no activity.  We checked it.  So, this has become  a

 9 challenge for the Company, not just in -- not jus t in

10 this matter, but just in collections in total.  S o, we

11 were appreciative that the Staff and -- that we c ould

12 settle on some adjustment to this.

13 Q. To the extent that this issue remains a concern  of the

14 Company, would the Company be willing to include a

15 proposal, such as this adjustment to the number o f

16 customers, in an initial filing in its next rate case?

17 A. (Hartley) I think we're going to -- this may no t be an

18 ongoing problem for the Company.  As I said, if i t was

19 one or two, we wouldn't be concerned.  I think we 're

20 going to need to monitor it and see where we're g oing

21 from here.  See how fast the economic recovery is , how

22 fast these homes maybe become occupied and become

23 viable customers.  I just don't think I could for esee

24 what's going to happen in the next few years.  Bu t,

             {DW 10-091 & DW 11-018}  {05-26-11}



      [WITNESSES:  Ware ~ Hartley ~ Naylor ~ Laflam me]
    57

 1 certainly, we'll be looking at it.  And, if it's not --

 2 if we can see that this problem has rectified its elf to

 3 some degree and our economy has improved, and,

 4 certainly, I hope so, then we probably wouldn't h ave

 5 such a need.  But, in the future, we will be look ing at

 6 this.  And, when we file cases in the future, we will

 7 present that at our initial filing.

 8 Q. Thank you.  I have a question about recoupment.   And, I

 9 guess, Ms. Hartley, this would probably be best

10 directed to you.  And, I'll try and ask it in as least

11 confusing way as possible.  In prior rate cases, the

12 Company has begun recoupment for temporary rate

13 purposes during the rate case.

14 A. (Hartley) That's correct.

15 Q. And, so, when the rate -- when the temporary ra te order

16 has come out, the Company has begun to go back to  the

17 effective date for purposes of rates and begun th e

18 recoupment?

19 A. (Hartley) That's correct.

20 Q. Can you confirm that that -- did that happen in  this

21 case or no?  

22 A. (Hartley) No.  As part of the temporary rate

23 settlement, the Company agreed that it would not recoup

24 back to the effective rate -- effective date.  Wh at we
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 1 would do is wait till permanent rates, as approve d by

 2 this Commission, were set.  And, at that time, we  would

 3 go back to the June 16th, 2010 date for recoupmen t.

 4 Q. Okay.  Thank you.  Exhibit 15 references, it's the

 5 "Proposed Rate Impact on [the] Residential Custom er

 6 Bill", and it references as "average consumption" .

 7 And, I may have missed this.  But could you tell me

 8 what that amount is, "average consumption"?

 9 A. (Hartley) Yes.  It's 7.88 hundred cubic feet.

10 Q. Thank you.

11 A. (Hartley) Based on the test year, just to be cl ear.

12 Q. Thank you.  Mr. Naylor, you testified, I believ e it was

13 you, about the Staff's review of rate case expens es,

14 and you listed several criteria that the Staff us es to

15 ascertain whether or not the -- whether or not to

16 approve the rate case expenses requested.  And, o ne of

17 the criteria was that the "costs are reasonable".   Can

18 you tell me how the Staff assesses whether or not  the

19 costs for the rate case expenses are reasonable?

20 A. (Naylor) Well, it's a judgment call, obviously.   We're

21 interested in seeing, for example, what tasks are  being

22 billed, these would be legal bills or consultant bills.

23 What tasks were undertaken, ensuring that those a re

24 related to the case at hand.  You know, it's a ju dgment
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 1 call, clearly.  But, you know, just making sure, I

 2 think, primarily that the billed hours are accura te for

 3 the work that was done and billed to the Company.

 4 Q. Does the Staff look to filings in other cases t o assess

 5 whether or not amounts are reasonable or is it

 6 generally just case-by-case?

 7 A. (Naylor) It really has to be case-by-case.  I m ean, we

 8 certainly have not established any metrics for ho w much

 9 legal is appropriate or, you know, whether there is

10 some limit to what's reasonable, in terms of lega l

11 expense or how much time a cost of capital consul tant

12 spends on a case.  There would be no metrics of t hat

13 type.

14 Q. Okay.  Thank you.  Now, turning to the WICA, I believe.

15 And, I'm going to start with you, Mr. Naylor.

16 A. (Naylor) I knew that was going to be the case.

17 Q. We've been here before.  And, so, this will not  -- my

18 questions will probably not come as much of a sur prise

19 to you, and, hopefully, they will be quick and

20 painless.  Do you agree that the Aquarion -- one moment

21 please.  Do you agree, in the Aquarion rate case,  that

22 you testified that "the WICA surcharge was a

23 significant change to the traditional method of

24 ratemaking"?
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 1 A. (Naylor) Yes, I did.

 2 Q. And, do you agree that you testified, during th e

 3 Aquarion rate case, that it was "Staff's opinion that

 4 the PUC's existing framework for setting rates ha s

 5 worked well"?

 6 A. (Naylor) Yes, I did.

 7 Q. At that time, Staff "did not believe that mecha nisms

 8 that provide for changes to customer rates withou t a

 9 full analysis of all of the utility's costs are

10 particularly fair to customers, and may further u pset

11 the balance of risk in utility ratesetting."  Do you

12 remember that?

13 A. (Naylor) I have always had that concern, yes.

14 Q. Thank you.  And, that WICA reduces risk inheren t in the

15 provision of traditional utility service?

16 A. (Naylor) Yes.

17 Q. And, that the WICA surcharge provides greater b enefits

18 to the utility than to the customer?

19 A. (Naylor) Taken alone, yes.

20 Q. And that, you testified to that effect in both the

21 Aquarion rate case and the PAC rate case?

22 A. (Naylor) I believe that is true, yes.

23 Q. Thank you.  And, you testified recently in both ,

24 actually, the DW 10-090 PAC rate case and in this  rate
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 1 case, in your written testimony, that "WICA reduc es

 2 regulatory lag, speeds up cash flows, and mitigat es

 3 litigation risk for the utility."  Do you recall that

 4 testimony?

 5 A. (Naylor) Yes, I do.

 6 Q. You testified in your -- in this case, in writt en

 7 testimony, that "one way to address the...shiftin g of

 8 risk" to customers which occurs with a WICA, is t o

 9 "eliminate the...step adjustments".  Do you recal l

10 that?

11 A. (Naylor) Yes.

12 Q. "Or to restrict the step adjustments to very la rge

13 capital projects impacting service quality"?

14 A. (Naylor) Yes.  I think that is an effective way  of

15 balancing the introduction of a WICA with respect  to

16 customers.

17 Q. How does the elimination or restriction of the step

18 adjustment mechanism address the shifting of risk  to

19 customers?

20 A. (Naylor) Well, I think, if you look at what the

21 Commission has done in recent years, and I guess by

22 "recent years", I would say, you know, eight to t en

23 years, perhaps that long.  Step adjustments have become

24 a regular feature of water rate cases.  I think t hat's,
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 1 you know, somewhat understandable, given all of t he

 2 circumstances that water utilities find themselve s in

 3 recently, with respect to the requirements that t hey

 4 face from their environmental regulator, and the other

 5 issues that they face with respect to the age of the

 6 systems.  And, this is true throughout New Hampsh ire,

 7 and certainly throughout all of the United States .

 8 Many municipal, you know, urban systems are 100 y ears,

 9 150 years old.  So, we see large rate increases

10 percentagewise from the water utilities in recent

11 years.  So, I think that's, you know, one of the things

12 that we needed to keep in mind when we look at ho w this

13 Commission is dealing with the issues presented b y the

14 water utility.

15 Q. And, the Commission has established, at least t hrough

16 cases, certain parameters.  And, I think you refe r to

17 them, you know, generally in your testimony that are

18 appropriate for the approval of a step adjustment .  Do

19 you agree with that?

20 A. (Naylor) Yes.  Yes.  The criteria has, for the most

21 part, been limited to the consideration of signif icant

22 projects, large projects, however you measure "la rge"

23 in relation to the Company, that take place, you know,

24 in relatively short time after a test year, which , if
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 1 not recognized in rates, would create an immediat e

 2 earnings deficiency when that item was placed in rate

 3 base.

 4 Q. And, do you agree that the Commission has, in a t least

 5 one rate case in the recent past, rejected a step

 6 adjustment because it didn't meet that "large pro ject"

 7 criteria?

 8 A. (Naylor) You'll have to refresh my memory.

 9 Q. Was there a Lakes Region Water case, where ther e was a

10 -- there was multiple step adjustments proposed, and I

11 believe one of the three, I think it was, --

12 A. (Naylor) That's correct.

13 Q. -- the Commission rejected?

14 A. (Naylor) That's correct.  It was DW 08-070, Lak es

15 Region Water Company.

16 Q. And, you would agree that that was a reason for  your --

17 that was the reason for your disagreement with th e step

18 adjustment proposed in this case, that it didn't meet

19 the "large project" criteria?

20 A. (Naylor) That's correct.

21 Q. I think you characterized the step proposal in this

22 docket as including all or nearly all of PWW's ca pital

23 spending in the year immediately following the te st

24 year.  Do you recall that?

             {DW 10-091 & DW 11-018}  {05-26-11}



      [WITNESSES:  Ware ~ Hartley ~ Naylor ~ Laflam me]
    64

 1 A. (Naylor) I do.

 2 Q. Mr. Naylor, you agree that the Aquarion WICA wa s

 3 proposed in that case and approved as a pilot pro gram?

 4 A. (Naylor) Yes, I do.

 5 Q. And, that you testified in the Aquarion case th at "the

 6 introduction of a mechanism, such as WICA, can op en the

 7 door to other similar pass-through of costs"?

 8 A. (Naylor) I have always had that concern, yes.

 9 Q. Do you recall that the Commission's order that approved

10 the Aquarion WICA did so on a "trial basis"?

11 A. (Naylor) I believe that's the case, if it's -- as it is

12 similar to language that we're using here is a "p ilot

13 program", I think that's correct.

14 Q. Okay.  And, you would agree that the Aquarion W ICA

15 pilot has only just completed the first full year  of

16 that program?

17 A. (Naylor) Yes.  They have filed a complete three  year

18 budget proposal.  And, I believe, you know, five or six

19 months ago the Company filed its first request fo r a

20 surcharge based on its -- would be 2010 capital

21 spending.  So, I would say, yes, that would be on e full

22 cycle.

23 Q. Thank you.  The parties to the Aquarion Settlem ent

24 Agreement intended the WICA pilot to be affirmati vely
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 1 reviewed by the Commission.  Do you agree with th at?

 2 A. (Naylor) Yes, I do.

 3 Q. And, that was to occur no later than Aquarion's  next

 4 rate case, is that correct?

 5 A. (Naylor) That's correct.

 6 Q. That would be the time when the Commission and the

 7 parties would evaluate the impact of the WICA and  its

 8 effectiveness, is that correct?

 9 A. (Naylor) Correct.

10 Q. And, you agree that there has been no formal re view by

11 the Commission of the effectiveness of the Aquari on

12 WICA Program at this time?

13 A. (Naylor) There has not been yet.

14 Q. Do you agree that one of Staff's objectives in

15 supporting the Aquarion WICA was providing an inc entive

16 to increase Aquarion's rate of infrastructure

17 replacement?

18 A. (Naylor) Yes.

19 Q. And, you would -- you testified at the PAC hear ing

20 recently that you "don't know if that objective h as

21 been met as a result of the Aquarion WICA."  Do y ou

22 recall that?

23 A. (Naylor) I do.

24 Q. And, I think you stated something to the effect  that
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 1 "it's too soon to know that."  Do you agree with that?

 2 A. (Naylor) I believe that's correct, yes.

 3 Q. Thank you.  If the Commission approves the PWW WICA,

 4 will there be a review of the effectiveness of th e

 5 pilot at some point in the future?

 6 A. (Naylor) Yes.

 7 Q. At the next rate case?

 8 A. (Naylor) Yes.

 9 Q. And, how will that effectiveness be measured?

10 A. (Naylor) Well, I think it's going to have to be

11 measured in a number of ways.  Certainly, the rat e of

12 infrastructure replacement, whether or not it has

13 achieved objectives of greater time between rate cases,

14 mitigating rate shock, contributing to a more rel iable

15 distribution system, all of those types of things .

16 Q. Thank you.  Do you -- you do not dispute that t he

17 Aquarion WICA was a term in a comprehensive settl ement

18 of all the issues in that case?

19 A. (Naylor) I do not dispute that.

20 Q. And, you do not -- or, do you agree that the Aq uarion

21 Settlement is not precedent?

22 A. (Naylor) Yes.

23 Q. The parties to the Aquarion Settlement Agreemen t

24 included municipal customers and residential
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 1 ratepayers, do you agree with that?

 2 A. (Naylor) Yes.

 3 Q. All of these -- all of the parties to that Sett lement

 4 Agreement -- or, all of the parties to that docke t,

 5 excuse me, either supported or did not oppose the  WICA?

 6 A. (Naylor) I believe that's correct, yes.

 7 Q. Do you remember testifying in the Aquarion -- a t the

 8 Aquarion hearing that it was helpful to Staff in coming

 9 to a settlement that included the WICA that "the active

10 parties to the proceeding viewed [the WICA] favor ably"?

11 A. (Naylor) Yes.  As I recall, both the Town of Ha mpton

12 and the Town of North Hampton were supportive of the

13 concept.  That each of those communities had thei r own

14 concerns about aging infrastructure, certainly, w ith

15 the water utility that serves them, but in their other

16 areas of municipal concern.  And, so, we thought that

17 that was very helpful to have them as active

18 participants.

19 Q. And, the OCA was an active participant in that

20 proceeding as well?  

21 A. (Naylor) Yes, you were.

22 Q. Do you remember testifying at the Aquarion hear ing that

23 you thought it was helpful that the towns were

24 interested in seeing something like a WICA?
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 1 A. (Naylor) Yes.

 2 Q. And, that you testified in that case that "this  broad

 3 support was among the necessary agreements for St aff's

 4 support of the Aquarion WICA", do you recall that ?

 5 A. (Naylor) I think it was one of the factors, yes .

 6 Q. Okay.  Thank you.  Mr. Naylor, continuing with

 7 questions for you.  There is some references in t he

 8 Company's rebuttal testimony about the WICA being  an

 9 authorized mechanism in other states.  Do you hav e a

10 familiarity with that testimony?

11 A. (Naylor) Yes, I do.

12 Q. Do you agree that the WICA in Connecticut is au thorized

13 by statute?

14 A. (Naylor) Yes, I believe that is the case.

15 Q. And, are you familiar with whether or not the W ICAs in

16 any other states are authorized by statute or are  done

17 without a statutory authorization?

18 A. (Naylor) I don't know.  The only one that I'm a ware of

19 specifically is Connecticut, because Aquarion is

20 headquartered in Connecticut.  And, I believe, in  that

21 case, they provided us with a copy of the legisla tion.

22 Q. Okay.  Thank you.  Do you agree that there is n o WICA

23 or WICA-like mechanism in use in any of the New E ngland

24 states, other than New Hampshire, besides Connect icut?
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 1 A. (Naylor) I don't specifically know if either of  the

 2 other four states have one.

 3 Q. One moment please.  You testified at the hearin g in DW

 4 10-090, regarding PAC, that your understanding of  the

 5 status of the WICAs or "DSICs", as they're also c alled

 6 in other states, was based on information that yo u may

 7 have obtained in the Aquarion case.  Do you recal l that

 8 testimony?

 9 A. (Naylor) Yes.

10 Q. Are you aware that the WICA in California is li mited to

11 one utility?

12 A. (Naylor) No, I'm not.

13 Q. Are you aware that the West Virginia Public Ser vice

14 Commission recently rejected, in April 2011, a

15 utility's WICA proposal?

16 A. (Naylor) No, I'm not.

17 Q. Are you aware that in some states utilities are

18 prohibited from filing base rate cases in the sam e year

19 as filing a request for a WICA?

20 A. (Naylor) No, I'm not.

21 Q. Do you have any sense of what would happen in N ew

22 Hampshire if the -- if the Commission approves th e PWW

23 WICA, for instance, if the Company were to file a  base

24 rate case in June of a year, would they file a WI CA
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 1 surcharge filing in December of the same year?  O r

 2 could they, I guess?

 3 A. (Naylor) I believe there's nothing in the Settl ement

 4 proposal that we're making that would preclude th e

 5 Company from doing that.  I think, from what we'v e

 6 included here, makes it clear that the WICA will be

 7 evaluated at the Company's next rate case, and wo uld

 8 need to be reauthorized, if you will, in some way  in

 9 the Commission's final order in that case before it

10 could continue.

11 Q. Could you envision, though, a circumstance wher e a rate

12 case was pending, and they filed a WICA during th at

13 case, such that they would have two, basically, t wo

14 rate cases pending at the same time?

15 A. (Naylor) Yes.

16 Q. Mr. Naylor, you testified at the recent PAC hea ring

17 that the -- that the PAC WICA was limited to

18 infrastructure replacement to the same size as th e

19 existing infrastructure.  Do you recall that test imony?

20 A. (Naylor) Yes.  I reviewed the transcript, and I 'm aware

21 that we did not specify specifically treatment of  a

22 potential upsizing, and indicated at the hearing that

23 it was my expectation that similar size pipe woul d be

24 used as a replacement.
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 1 Q. Is it your expectation that that would be the s ame or

 2 similar limitation to the PWW WICA?

 3 A. (Naylor) Yes, it would.  Although, I certainly don't

 4 think it's prudent to suggest the Company could n ever

 5 make a proposal for a change in size.  They would

 6 certainly need to make a case that it was appropr iate

 7 to do so.  But I just don't think it makes a lot of

 8 sense for the Commission not to consider it.

 9 Q. Would the Commission Staff and the Commission r eview

10 whether or not an upsizing was revenue-producing,  if it

11 was proposed, for purposes of setting a WICA surc harge?

12 A. (Naylor) Yes, I think it's an appropriate thing  to

13 consider.  Clearly, the focus and the intent of t he

14 WICA is replacement of infrastructure that is not

15 revenue-producing.

16 Q. Thank you.  You agree that -- you would agree t hat the

17 Aquarion WICA may be modified in the future by th e

18 Commission, either on its own initiative or at th e

19 request of Staff or any party?

20 A. (Naylor) I believe the Commission has that powe r, yes.

21 Q. And, that I believe you testified earlier that,  if the

22 WICA is approved in this case, the Commission cou ld

23 modify or terminate the WICA before -- oh, I'm so rry

24 you didn't testify to this.  If approved, can the
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 1 Commission modify or terminate the PWW WICA befor e the

 2 next PWW rate case?

 3 A. (Naylor) I believe it can.  I'm going to have t o refer

 4 to specifically what we've provided in the Settle ment

 5 Agreement that's the subject of the hearing this

 6 morning.  I believe we have language in the docum ent

 7 with respect to termination of the WICA.  Yes.  I f you

 8 -- Page 10 of the Settlement Agreement, which, in

 9 Paragraph 8, contains the language that I'm think ing

10 of.  With respect to continuation of the Company' s

11 collection of the revenues that it would be recei ving

12 through a WICA, I guess this is sort of an expect ation

13 of the parties -- the Settling Parties, that the

14 Commission would authorize continuation of the re covery

15 of those revenues through its base rates if the W ICA

16 were terminated.

17 Q. But that, that language that you're referring t o on

18 Page 10, in Paragraph 8, you interpret that as me aning

19 that the Commission has the authority to modify o r

20 discontinue the WICA outside or before the Compan y's

21 next rate case?

22 A. (Naylor) I believe the Commission has that powe r, yes.

23 Q. Thank you.  There has been some discussion in t he

24 filing, as well as in the testimony today, about the
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 1 reduction in the frequency of general rate cases.   And,

 2 Mr. Naylor, do you agree that you do not know tha t the

 3 WICA will reduce the frequency of PWW's general r ate

 4 cases?

 5 A. (Naylor) I agree that I do not know that, yes.

 6 Q. Thank you.  Do you agree that there are a lot o f

 7 reasons that companies file rate cases that are n ot

 8 within a company's control?

 9 A. (Naylor) Yes.

10 Q. And, when do you expect -- does Staff have any

11 expectation at this time when the Company will co me in

12 for its next rate case if the WICA is approved?

13 A. (Naylor) I have no idea.

14 Q. Thank you.  You would agree that there is no li mit in

15 the PWW Settlement on the Company's ability to fi le a

16 base rate case after the WICA is authorized?

17 A. (Naylor) I do not believe there is any limit on  it.

18 Q. And, you would agree that there is no rate case

19 stay-out provided in the Settlement Agreement, is  that

20 correct?

21 A. (Naylor) That is correct.

22 Q. Do you also agree that there are no terms that

23 expressly assure the reduction of rate case expen ses in

24 the Settlement Agreement?
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 1 A. (Naylor) There are none.

 2 Q. Thank you.  Would you agree that the WICA proce ss

 3 that's contemplated by the Settling Parties is an

 4 adjudicative process?

 5 A. (Naylor) As I understand that term, yes.

 6 Q. Thank you.  Is it Staff's position that the Com mission

 7 can call PWW, if it does approve the WICA, in for  a

 8 rate case at any time afterwards?

 9 A. (Naylor) Yes.

10 Q. Can you tell me, has the Commission -- has the

11 Commission initiated a water rate case with PWW?

12 A. (Naylor) I don't believe it has in my tenure.

13 Q. Thank you.  Mr. Naylor, you would agree that th e

14 revenue requirement recommended by the Settlement

15 Agreement does not include any WICA increases?

16 A. (Naylor) It does not.

17 Q. Thank you.  And, are you familiar with, I belie ve you

18 testified a moment ago that you're familiar with

19 Mr. Ware and Ms. Hartley's rebuttal testimony.  D o you

20 recall the portion of that testimony where Ms. Ha rt --

21 where there's a discussion about the pending dock et DW

22 11-026?

23 A. (Naylor) Could you point me to that please.

24 Q. Yes, I will.  Thank you.  The question begins o n --
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 1 well, on Page 2, there's no numbers, but it's the

 2 second page, and then continues onto the next pag e.

 3 And, do you see on Page 3 of the rebuttal testimo ny,

 4 starting on Line 3, it says "A potential acquisit ion by

 5 the City of Nashua in DW 11-026 has no relevance to

 6 whether a WICA should be granted in this case"?

 7 A. (Naylor) I see that.

 8 Q. Thank you.  Are you participating in the DW 11- 026

 9 docket?

10 A. (Naylor) Yes.

11 Q. And, is it correct that Ms. Hartley filed testi mony in

12 that docket?

13 A. (Naylor) Yes, she did.

14 Q. And, the purpose of her testimony was to presen t a

15 financial analysis reflecting rates for customers  of

16 the Pennichuck utilities under City ownership.  D o you

17 agree with that characterization?

18 A. (Naylor) That's pretty close.  I wouldn't say i t was

19 necessarily a "financial analysis" to determine r ates.

20 I think it's a comparison of the revenue requirem ents

21 on a pro forma basis between current ownership and City

22 ownership.

23 Q. Okay.  Thank you.  And, do you also agree that the

24 conclusion of Ms. Hartley's testimony was that th e
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 1 rates for the customers of PWW, PEU, and PAC woul d be

 2 at or lower than current ownership?

 3 A. (Naylor) I believe that the conclusion is that the

 4 revenue requirements are very similar on a pro forma

 5 basis.

 6 Q. And, are you familiar with the adjustments that

 7 Ms. Hartley made in her testimony in that case?

 8 A. (Naylor) Yes, I am.

 9 Q. And, do they include reductions of certain expe nses

10 associated with the City being the owner, as oppo sed to

11 Pennichuck being privately owned?

12 A. (Naylor) Yes.  Reductions relating to corporate

13 overhead.

14 Q. And, those reductions are in the millions of do llars.

15 Do you agree with that?  

16 A. (Naylor) I believe that's correct, yes.

17 Q. Do you agree that there are other testimonies f iled in

18 the DW 11-026 docket that state the expectation t hat

19 the result is premised on the rates being approve d in

20 this docket?  I'll ask -- if I could ask you a

21 different question.  Do you agree that the testim ony

22 filed -- other testimony filed in DW 11-026 refer ences

23 the Commission's approval of the rates proposed i n this

24 case?
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 1 MS. KNOWLTON:  I'm going to object to

 2 any further questioning in this regard.  I don't see the

 3 relevance of the questioning with regard to the S ettlement

 4 proposal that's before the Commission in this doc ket and

 5 what the testimony in another docket demonstrates , or

 6 doesn't demonstrate, for that matter.

 7 MS. HOLLENBERG:  Sure.  Thank you.  I

 8 believe that the two dockets are related.  And, I  believe

 9 that the Joint Petitioners, including Pennichuck,  made

10 them related in their filings in DW 11-026.  And,  the OCA

11 has concerns about the approval of a WICA surchar ge in

12 this docket, in light of the fact that there is a  proposed

13 revenue requirement mechanism proposed in that ot her

14 docket.  And, that is why I'm asking about the re lation

15 between the dockets, because the rebuttal testimo ny

16 expressly states that they're not relevant.

17 CHAIRMAN GETZ:  I'm going to permit some

18 questioning further on this line.

19 MS. HOLLENBERG:  I don't have very many

20 more questions about it.  Thank you.

21 BY MS. HOLLENBERG: 

22 Q. Mr. Naylor, I believe I had asked if you are fa miliar

23 -- are you familiar with any other testimonies fi led in

24 DW 11-026?
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 1 A. (Naylor) Yes, I am.

 2 Q. Okay.  And, are you familiar with Mayor Lozeau' s

 3 testimony?

 4 A. (Naylor) Yes.

 5 Q. Would you agree, subject to check, that Mayor L ozeau

 6 references the approval of the PWW proposed rates  in

 7 her testimony?

 8 A. (Naylor) Yes.

 9 Q. Okay.  And, are you familiar with Mr. Patenaude 's

10 testimony?

11 A. (Naylor) I am.

12 Q. And, would you agree, subject to check, that

13 Mr. Patenaude also references the Commission's ap proval

14 of the proposed PWW rates in his testimony?

15 A. (Naylor) Yes, he does.

16 Q. Thank you.  Mr. Naylor, do you agree that the r ates --

17 PWW's rates will not change if the Commission app roves

18 the acquisition in DW 11-026?

19 A. (Naylor) I believe that is the request of the J oint

20 Petitioners.

21 Q. Okay.  And, if the rates did not change upon th e

22 acquisition approval, do you agree that there -- that

23 the reductions to expenses that are discussed in the

24 Joint Petitioners' testimony will not be reflecte d in
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 1 the rates?

 2 A. (Naylor) Well, based on my understanding of the

 3 proposal in 11-026, that is essentially correct.  That

 4 the reduction in expenses, which is proposed to t ake

 5 place at the corporate level, would essentially b e

 6 negated, and that's my opinion, by other costs, w hich

 7 would be essentially assigned to the three utilit ies.

 8 Q. But the rates, as they are set in this case, wo uld not

 9 be -- would not be -- the expenses that are inclu ded in

10 the rates as set in this case would not be incurr ed

11 following the acquisition by the City?

12 MS. KNOWLTON:  And, I'm going to

13 continue to object to this line of questioning.  I don't

14 -- I really don't see the relevance between the p roposed

15 Settlement Agreement in this case, and that all o f the

16 Settling Parties are coming before the Commission  asking

17 to be approved, including a revenue requirement, and what

18 may or may not be included in the rates if the Co mmission

19 were to approve an acquisition of Pennichuck Corp oration

20 by the City of Nashua.  That docket is currently ongoing.

21 There has not been any determination in that dock et.  And,

22 I think this line of questioning does not have an y

23 relevance to the consideration here.

24 CHAIRMAN GETZ:  Ms. Hollenberg, I
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 1 interpret your line of questioning to be "whether  the WICA

 2 is necessary or useful, depending on what happens  in that

 3 other case."  Is that your point?

 4 MS. HOLLENBERG:  Well, the OCA is

 5 concerned about there being a rate mechanism that  exists

 6 as a result of this rate case, and that having an other

 7 rate mechanism that could possibly -- that could be

 8 created, we think that there is a risk that could  be

 9 created in the other rate case.  And, we think th at there

10 is a risk that the Company -- I guess there's two  concerns

11 that we have.  We have a concern about the fact t hat the

12 Company is not agreeing to a rate case stay-out, because

13 it says that this is going to reduce rate cases, and we're

14 not seeing any affirmative showing of that.  And,  then, on

15 the other side --

16 CHAIRMAN GETZ:  Okay.  That's a

17 different issue unrelated to what's going on in 1 1-026.  I

18 mean, that's an independent issue.  But what --

19 MS. HOLLENBERG:  Right.  And, then, on

20 the other side, our concern is that, with the app roval of

21 the WICA, the Company will be able to increase it s rates

22 outside of a base rate case, when there could be some

23 significant changes to the way that its rates are  -- to

24 the way that its expenses exist and its revenues and
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 1 things that will change under the City ownership.

 2 CHAIRMAN GETZ:  So, it's another basis

 3 for your argument of why there should be no WICA?

 4 MS. HOLLENBERG:  Yes.

 5 CHAIRMAN GETZ:  I'm going to overrule

 6 the objection.

 7 BY MS. HOLLENBERG: 

 8 Q. Do you want -- I guess I could try to repeat th e

 9 question.  Do you agree that, I mean, if the Comm ission

10 approves the acquisition by the City, you were ju st

11 testifying about the fact that the reduced expens es

12 would be negated by other costs that could be inc urred,

13 is that correct?  Do you recall that?  You just

14 testified a moment ago?

15 MS. THUNBERG:  Can I just ask a

16 clarification on this question?  And, whether the  approval

17 of the acquisition is as proposed in the Joint Pe tition?

18 Is that how you're phrasing the question?

19 MS. HOLLENBERG:  Yes.

20 BY THE WITNESS: 

21 A. (Naylor) Yes.  I think that sort of has to be t he

22 working assumption.  That, in the questions that you're

23 posing, that the Commission approves the filing a s it's

24 presented without modification.
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 1 MS. HOLLENBERG:  Uh-huh.

 2 BY THE WITNESS: 

 3 A. (Naylor) I think that's a critical understandin g.

 4 BY MS. HOLLENBERG: 

 5 Q. So, they'll be reduced -- I'm sorry.

 6 A. (Naylor) So, yes.  My opinion of the filing tha t the

 7 Joint Petitioners have made, my understanding of it, is

 8 that the Joint Petitioners propose that the rates  for

 9 the three utilities stay in place post merger, be cause

10 the revenue requirements, in total, under City

11 ownership will remain very close or very similar to the

12 revenue requirements that will exist under curren t

13 ownership, including, presumably, the rates that

14 Pittsfield Aqueduct and Pennichuck Water Works re ceive

15 in their pending rate cases.

16 Q. And, I guess, to try and make it as simple as p ossible,

17 would you agree that the components of the revenu e

18 requirements in this case would be different than  the

19 components of the revenue requirements under City

20 ownership?

21 A. (Naylor) I believe that is true, yes.

22 Q. Okay.  Thank you.  Mr. Ware, I'll direct my que stions

23 for the Company to you.  You agree that the Compa ny

24 contends that the WICA will reduce rate case fili ngs
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 1 and expenses?

 2 A. (Ware) All things being equal, all your other e xpenses

 3 are the same, clearly, getting a return on an

 4 investment each year should allow us to extend ou t rate

 5 cases.  Again, all other things being equal.  No

 6 changes relative to other things.

 7 Q. Do you have any current expectations for when P WW will

 8 file its next rate case?

 9 A. (Ware) It is impossible for us to speculate.  A s an

10 example, our property taxes over the last year we nt up

11 $700,000.  If you can tell me what's going to hap pen to

12 property taxes and other expenses that we can't

13 control, I could give you a projection.

14 Q. So, you would agree with Mr. Naylor's statement  earlier

15 that there are many things that the Company -- th ere

16 are many expenses and circumstances that the Comp any

17 cannot control that would impact the filing of a rate

18 case?

19 A. (Ware) That is correct.  And, they would be the  same

20 with or without the WICA.

21 Q. Okay.  But do you agree that it's -- the Compan y has

22 postulated that it's an affirmative benefit of th e WICA

23 to reduce rate cases?

24 A. (Ware) Yes.  I happen to believe that, again, a ll
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 1 things being equal, that the implementation of a WICA,

 2 if we were going to come in without a WICA, it mi ght

 3 be, say, three years.  If the expenses and everyt hing

 4 else were the same that would have brought us in in

 5 three years, I believe the WICA would have allowe d us

 6 to extend out to a fourth year.

 7 Q. Is the Company willing to agree to a rate case stay-out

 8 if the Commission approves the WICA?

 9 A. (Ware) If you can guarantee what's going to hap pen with

10 property taxes and all other expenses, we would

11 consider it.  But, since nobody can guarantee tha t,

12 there's absolutely no way that anybody with any

13 business expertise would agree to a rate case sta y-out.

14 Q. So, the answer is "no"?

15 A. (Ware) That is correct.

16 Q. Thank you.  Do you know when the last time the

17 Commission required PWW to come in for a base rat e

18 case?

19 A. (Ware) In my time with the Company, it has not

20 happened.

21 Q. You would agree that, if the Commission does no t

22 approve the WICA, that the Company remains legall y

23 entitled to seek rate relief for its investment i n the

24 system?
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 1 A. (Ware) Yes.

 2 Q. And, do you recall that you testified in the PA C docket

 3 about your belief that, with the WICA, "at least one

 4 rate case would be avoided"?

 5 A. (Ware) Yes.

 6 Q. You did not offer any such testimony in this ca se, is

 7 that correct?

 8 A. (Ware) Subject to check, I'll assume that you'v e read

 9 my testimony and that we didn't say that.

10 Q. How come?

11 A. (Ware) Just left out.  As I indicated, I believ e very

12 strongly that, if all things being equal, the WIC A

13 allows us to recover two percent a year, over a t hree

14 year period, which has been typically the Company 's

15 rate case filing scenario, that it allows us to c ollect

16 6 percent, should allow us to extend another year , with

17 all other expenses, which they wouldn't vary betw een

18 the WICA and a non-WICA program.

19 Q. I just wanted to ask you if you could clarify.  The

20 original Schedule DW-1 that you filed with the or iginal

21 filing, as well as the revisions to that schedule  that

22 were provided in discovery, those include calcula tions

23 of the annual rate increases contemplated with th e

24 WICA, do you agree?  
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 1 A. (Ware) It provides an estimate of those that we  might

 2 expect, yes.

 3 Q. And, do you have a sense of what the change to those

 4 increases is as a result of the Settlement Agreem ent

 5 with the new revenue requirement, because I belie ve

 6 they're a percentage of the revenue requirement?

 7 MS. KNOWLTON:  Ms. Hollenberg, can you,

 8 actually, Mr. Ware, before you answer, can you --  can we

 9 have one before us and have Mr. Ware look at that ?

10 MS. HOLLENBERG:  Sure.  It's in his

11 testimony.

12 MS. KNOWLTON:  Okay.  Could you show him

13 the page that you're referring to?

14 MS. HOLLENBERG:  It's Schedule DW-1,

15 it's the schedules.

16 MS. KNOWLTON:  Okay.  But I just want to

17 make sure that we all have the same page before u s.  So,

18 do you want to tell us which page it is in the fi ling?

19 MS. HOLLENBERG:  I can do that.  Sure.

20 BY MS. HOLLENBERG: 

21 Q. Do you have that page before you, Mr. Ware?  

22 A. (Ware) Yes, I do.

23 Q. Maybe you could tell us what page it is?

24 A. (Ware) It is the -- one of the last pages of my
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 1 testimony.  There's a spreadsheet with the propos ed

 2 mains and streets.  And, it's the first schedule there.

 3 Q. Do you have a sense of what the change is to th e

 4 increases that will be expected now that the reve nue

 5 requirement has been revised?

 6 A. (Ware) Well, you'd have to take, if we went to that

 7 program, first of all, the meters would come out of the

 8 program, because they're no longer in.  So, that would

 9 reduce it by about 20,000.  You know, as that was  laid

10 out, which was the generic program of 14,850 feet  a

11 year of pipe based on a certain breakdown of clea ning

12 and lining and replacing, it's going to be someth ing,

13 you know, probably again around that 1.6, 1.7 per cent,

14 because you're at a 27 million range.  The maximu m

15 allowed at 27 million, you would have to take tha t

16 2 percent, which would be $540,000.  And, you'd h ave to

17 look at the $430,000 over 540.  And, that's a

18 calculation I'm not going to do in my head.  Than k you.

19 MS. HOLLENBERG:  I wasn't asking you to

20 do it in your head.  Perhaps that would be someth ing that

21 the Company can provide in response to a record r equest.

22 I'm basically asking for an update to the schedul e, the

23 WICA related schedules attached to Mr. Ware, so t hat the

24 parties and the Commission has a sense -- have a sense of
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 1 the amount that -- the amount of additional reven ues that

 2 will be collected if the WICA is approved.

 3 CHAIRMAN GETZ:  Okay.  Let's reserve

 4 Exhibit 18 for that record response.

 5 (Exhibit 18 reserved) 

 6 MS. THUNBERG:  I have a clarifying

 7 question regarding this exhibit.  Mr. Ware, is it  the

 8 schedule that would be attached to Exhibit 4 of t he May

 9 17th, 2010 revised Donald Ware testimony?

10 WITNESS WARE:  I believe that it is.  In

11 other words, I'm looking at my testimony, which I  believe

12 is Exhibit 4.  And, at the back side of it, my te stimony

13 refers to Schedule DW-1, and that has a calculati on based

14 on our filing of projected revenues after the gra nting

15 essentially what we asked for, including the step , which

16 at the time was $28,802,000.  And, so, basically,  we would

17 revise this to reflect the $26,997,000 and change  for the

18 proposed increase, and the limitation would be 2 percent

19 of that.  So, effectively, it would drop from $57 6,000 a

20 year to a maximum of just under $540,000 a year.

21 MS. HOLLENBERG:  Thank you.  For the

22 record, there's no page number on it, which is pa rt of the

23 problem for my not being able to give it earlier,  I

24 apologize.
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 1 BY MS. HOLLENBERG: 

 2 Q. Do you have a sense, Mr. Ware, of at what point  in

 3 time, based on current capital expenditure plans,  the

 4 Company will reach the 7.5 percent WICA max?

 5 A. (Ware) It would typically be, at this rate, in the

 6 fourth year, if we hit about one and a half perce nt a

 7 year.  It would be 6 percent after four years.  I f

 8 you're at a full 2 percent, it would, obviously, be 8.

 9 But, you know, this is about what we anticipate.  So,

10 we're -- actually, it would be in the fifth year that

11 we would hit that maximum.

12 Q. Okay.  Thank you.  And, to confirm, the WICA is  only

13 for the core system?

14 A. (Ware) That is correct.

15 Q. Do you agree that you testified -- or, I'm sorr y, do

16 you -- would you agree that the age and type of w ater

17 mains and services in the community water systems  for

18 PWW will not require consideration for replacemen t for

19 another 40 to 60 years?

20 A. (Ware) Depends upon the particular systems.  So me of

21 the systems that were installed by developers in the

22 late '70s/early '80s were, unfortunately, done wi th

23 substandard materials and not properly installed,  and

24 experience a good degree of breakage that might - - then
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 1 it might make sense to look and say "we should re place

 2 this", rather than continue to do, you know, 20 o r 30

 3 repairs a year, as a for instance.

 4 Q. Did you make this statement in --

 5 MS. HOLLENBERG:  Well, may I approach

 6 the witness please?  Thank you.

 7 BY MS. HOLLENBERG: 

 8 Q. I'd like to show you your response to Staff 2-2 .

 9 A. (Ware) Yes.

10 Q. Okay.  And, in response to Staff 2-2, you were asked

11 "Is the proposed WICA anticipated to target only the

12 Company's core system and not the community syste ms?

13 Please confirm or explain."  And, your response w as

14 "Yes, at present the Company is only planning WIC A

15 projects in the Company's core water system.  The  age

16 and type of water mains and services in the commu nity

17 water systems will not require consideration for

18 replacement for another 40 to 60 years and thus o ne not

19 necessary to include."  So, a WICA is not necessa ry to

20 include.

21 A. (Ware) We are not asking for a WICA for the com munity

22 water systems.

23 Q. And, I read that correctly?

24 A. (Ware) Yes.
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 1 Q. Thank you.  Do you agree that PWW has no need f or step

 2 adjustments if the WICA is approved?

 3 A. (Ware) There are certain SDWA compliance issues  that

 4 might warrant a step.  We would no longer need st eps,

 5 obviously, associated with the large water main

 6 projects.  And, typically, they constitute the ma jority

 7 of the large projects we're talking about.  But, again,

 8 if we had an SDWA compliance issue that came up, and it

 9 was completed during or the year following a test  year,

10 we would like to think that we would be able to g et

11 consideration for that compliance project.  But, other

12 than those types of projects, typically, the WICA  is or

13 replaces the types of projects we would typically  ask

14 for in a step.  Another example might be a large

15 storage tank replacement, again, with a significa nt

16 cost.

17 MS. HOLLENBERG:  May I approach the

18 witness please?  Thank you.

19 BY MS. HOLLENBERG: 

20 Q. Mr. Ware, I'd like you to look at what's your r esponse

21 to Staff 3-2 please.  Would you agree that the la st

22 sentence of this response states "The Company wou ld

23 further note that if a WICA is granted, the need for

24 step increases as part of a rate case filing [wou ld] be
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 1 obviated."  Did I read that correctly?

 2 A. (Ware) That's what it says.  And, like I said, on

 3 further reflection as we think about these, and w e all

 4 know there's a lot going on, I think there are ti mes,

 5 although they're going to be rare, associated wit h Safe

 6 Drinking Water Act, for large infrastructure proj ects.

 7 And, again, we're talking about aging infrastruct ure,

 8 so a tank would fall into that.  But we've limite d --

 9 by the way, when this was written, there was curr ently

10 no limit to the aging infrastructure that would h ave,

11 say, precluded tanks or, for that matter, a large

12 treatment system replacement.

13 Q. You did not update this response, though, did y ou?

14 A. (Ware) No, I did not.

15 Q. Thank you.  Do you agree that the Settlement Ag reement

16 allows the Company to file for recovery of WICA c osts

17 of projects that are not yet complete?

18 A. (Ware) No.

19 Q. Okay.  Could you please look at the Settlement

20 Agreement at Page 9.  And, I'm looking at the sec ond

21 part of Paragraph 4, which begins on Page 8.  And , the

22 last sentence of that paragraph says "No project shall

23 be included for recovery in WICA unless the proje ct is

24 used and useful in providing service to customers  or
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 1 will be used and useful by the effective date of the

 2 WICA."  So, the Company can file for recovery of costs

 3 of projects that are not yet complete?

 4 A. (Ware) Well, you're -- effectively, the filing would

 5 include, you know, projects that are ongoing.  We 've

 6 talked about this.  But they will not be -- the o nly

 7 way they would become part of or allowed in the W ICA is

 8 if there are fully used and useful before the WIC A

 9 surcharge goes into place.  

10 Q. Okay.  And, my question was, "the Settlement al lows the

11 Company to file for recovery of the cost of proje cts

12 that are not yet complete?"

13 A. (Ware) And, this -- the insinuation there, it a llows

14 for us to file for a WICA that will be allowed fo r

15 projects that are fully used and useful at the ti me the

16 WICA becomes effective.

17 Q. But are not complete at the time of filing, is what you

18 just said?

19 A. (Ware) Yes.

20 Q. Okay.  And, so, how will the Company -- I'm sor ry, how

21 will the Commission, the Staff, and any other

22 interested parties review the actual costs associ ated

23 with projects that are not yet complete at the ti me of

24 filing?

             {DW 10-091 & DW 11-018}  {05-26-11}



      [WITNESSES:  Ware ~ Hartley ~ Naylor ~ Laflam me]
    94

 1 A. (Ware) The same way they do on a step right now .  They

 2 would, before the rate would go into effect, all the

 3 associated costs that we were desiring to get in that

 4 WICA would be submitted, go through the normal re view

 5 and approval process.

 6 Q. When would the Company provide the actual infor mation,

 7 the actual cost information, if it was a project that

 8 was ongoing at the time of filing?

 9 A. (Ware) So, the filing that we're talking about is a

10 filing that happens effectively by December 31st?

11 Q. Uh-huh.

12 A. (Ware) We would give the current information fr om the

13 work order at that time.  Typically, these projec ts are

14 going to essentially be completed.  But the reaso n this

15 was put in here, very often you get a bill after

16 December 31st for work that was completed prior t o

17 December 31st.  So, we would submit the bills as they

18 came in.  WICA projects typically don't occur in the

19 winter, you can't pave in the winter.  But there is

20 work that could and may run right up to the date and

21 slightly over the date in terms of getting the pr oject

22 complete.

23 Q. So, with a WICA that's effective April 1st, cou ld you

24 envision that you would provide information as la te as
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 1 March?

 2 A. (Ware) I would not see any reason why that woul d be.

 3 We would be willing to say we would submit it on or

 4 before -- any documentation on or before January 31st.

 5 Q. Thank you.  Ms. Hartley, I believe that, in the

 6 rebuttal testimony that you filed with Mr. Ware i n the

 7 DW 10-090 PAC case, you made an express commitmen t, and

 8 I'll direct you to the page in just a second, not  to

 9 recover the expenses associated with the WICA?  D o you

10 recall that?  And, I'm happy to direct you to the  page,

11 if you need it.  It's on Page 2, Lines 19 to 21, of

12 your PAC testimony.  I can -- I actually have a c opy

13 here for you, if you need it?

14 A. (Hartley) Oh, PAC testimony.  

15 Q. Yes.  Sorry.

16 A. (Hartley) I'm sorry, I don't have that testimon y.

17 (Atty. Hollenberg handing document to 

18 Witness Hartley.) 

19 BY MS. HOLLENBERG: 

20 Q. So, just to repeat, the page reference was Page  2.

21 MS. KNOWLTON:  Is that the rebuttal?

22 MS. HOLLENBERG:  Yes.

23 MS. KNOWLTON:  You gave me the

24 transcript.
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 1 MS. HOLLENBERG:  Oh, shoot.  Actually, I

 2 can give you a reference in the transcript.  

 3 BY MS. HOLLENBERG: 

 4 Q. Page 73 of the transcript, at Line 12.  Sorry a bout

 5 that.  There's a discussion about it.  And, if yo u --

 6 so, at Line 12 of the transcript, I ask you to lo ok at

 7 your rebuttal, Page 2, Lines 19 to 21, the questi on

 8 there is "Would there be any regulatory costs

 9 associated with the WICA?"  And, you -- at that t ime I

10 asked about what "regulatory costs" meant.  And, if you

11 continue down to Line 23, the response is "Yes.  There

12 would be some regulatory expenses associated with  the

13 WICA filing", onto Page 74, Line 1, "but that wou ld not

14 be included in the WICA charges."  And, I asked i f I

15 read that correctly, and you stated "You did."  D o you

16 see that?

17 A. (Hartley) Yes, I do.

18 Q. Could you tell me, this commitment to not recov er

19 regulatory expenses associated with the WICA is n ot

20 mentioned in your PWW rebuttal, can you tell me w hy

21 that's the case?

22 A. (Hartley) It wasn't thought of at the time.  An d, at

23 this time, the Company would make the same commit ment

24 we made in the PAC case.
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 1 Q. Okay.  And, I asked at the PAC hearing if "the Company

 2 would not oppose the Commission making the commit ment

 3 express in an order approving a WICA for PWW", an d, you

 4 know, you agreed to that.  It's actually Page 74 of the

 5 transcript.  You said "No, we would not."  And, " no, we

 6 would not oppose that."  Would you agree with tha t also

 7 for PWW?

 8 A. (Hartley) Yes, I would, or the Company would.

 9 Q. Thank you.  Mr. Ware or Ms. Hartley, you, in yo ur

10 rebuttal testimony, you disagreed with Mr. Eckber g's

11 assertion that the approval of the Aquarion WICA was

12 "based on a unique set of circumstances."  Do you

13 recall that?

14 A. (Ware) Yes.

15 Q. Do you disagree that the factual circumstances of

16 Aquarion -- of the Aquarion case were unique to

17 Aquarion?

18 A. (Ware) Every case would be, in many respects, u nique to

19 a particular utility.

20 Q. So, you're not, by disagreeing with Mr. Eckberg 's

21 assertion that "the Aquarion WICA was based on un ique

22 circumstances", you're not asserting that the PAC

23 circumstances are similar to the Aquarion

24 circumstances, are you?  I'm sorry, to PWW.
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 1 A. (Ware) No.  Aquarion -- I mean, PAC/PWW have th eir own

 2 set of unique circumstances.

 3 Q. And, Mr. Eckberg did not testify that the WICA was

 4 "unique to the industry", did he?

 5 A. (Hartley) I do not have his testimony in front of me,

 6 but I would say that his discussions was the uniq ueness

 7 to the Aquarion case.  We went over that in the P AC

 8 case.

 9 Q. Thank you.  In the rebuttal that the Company fi led,

10 there is a reference at Page 2, Lines 12 to 14, a bout

11 the WICAs in a number of states, including Connec ticut.

12 Do you recall that?

13 A. (Ware) Yes.

14 Q. Do you agree that this information was not prov ided in

15 your direct testimony?

16 A. (Ware) Yes.

17 Q. And, that it was not mentioned in any responses  by the

18 Company to discovery?

19 A. (Ware) Yes.

20 Q. Thank you.  And, the reference to the 1999 NARU C

21 resolution, that also was not mentioned in your d irect

22 testimony, is that correct?

23 A. (Ware) That is correct.

24 Q. And, that was not mentioned in any responses to
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 1 discovery in this case, is that correct?

 2 A. (Ware) Yes.

 3 CMSR. IGNATIUS:  Ms. Hollenberg, can I

 4 ask you a clarifying question?  Of those last two

 5 questions, to ask the witness to confirm that the  answers

 6 weren't contained in responses to discovery, sugg est that

 7 there was a question that called for those answer s and the

 8 witness was not forthcoming.  That's what I take from that

 9 question, since I don't have the discovery.  Is t hat your

10 assertion, that the Company withheld information that was

11 asked for in a discovery request?

12 MS. HOLLENBERG:  I wouldn't say that I'm

13 asserting that the Company -- I guess what, you k now, our

14 position is that we are facing, in rate case expe nses --

15 I'm sorry, rate cases where the case seems to con tinually

16 develop through the case.  And, this case is no - - I mean,

17 there are a number of instances in this case wher e factual

18 assertions are made after discovery is done.  So,  I guess

19 I'm not asserting that.  I don't know off the top  of my

20 head if there was a question that could have been

21 interpreted as directly asking for that informati on.  But

22 the Company was asked questions about the WICA, a nd it's

23 information that was never offered in support of its

24 request for a WICA, in terms of justifying its re quest,
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 1 until the rebuttal testimony, which, at that poin t in

 2 time, was too late for us to do any discovery on or to

 3 respond to in our own testimony.  

 4 CMSR. IGNATIUS:  Thank you.

 5 MS. HOLLENBERG:  You're welcome.

 6 WITNESS WARE:  I would like to answer

 7 relative to the testimony.  We did specifically r eference

 8 the Aquarion Water Company case, the fact that we  were

 9 looking to that and looking to do something simil ar.

10 Obviously, as you're well aware, this information  was

11 included in Mr. Bingaman's testimony, was include d also in

12 the overall testimony in the case.  So, we certai nly

13 believe you were aware of it, that that was part of the

14 reasoning.  It certainly has been part of our rea soning

15 all along.  And, if -- I'm not sure that it chang es your

16 line of questioning at all.

17 BY MS. HOLLENBERG: 

18 Q. Well, and you would agree that I'm aware of it as a

19 result of a different case than this?

20 A. (Ware) Yes.

21 Q. Thank you.  You attached to your rebuttal testi mony a

22 NARUC resolution.  I will get you the page number  in

23 just a second.  It's Exhibit BJH/DLW-R1.  It's th e last

24 page of the testimony.  It's not Bates stamped, b ut --
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 1 A. (Ware) Yes.

 2 Q. And, you would agree that, in the second paragr aph of

 3 this resolution, that it references an "automatic

 4 adjustment charge"?

 5 A. (Ware) Yes.  It says "automatic adjustment".

 6 Q. Thank you.

 7 MS. HOLLENBERG:  May I approach the

 8 witness please?  Thank you.  

 9 BY MS. HOLLENBERG: 

10 Q. I'd like to show you a document that has at the  top

11 left corner "National Association of State Utilit y

12 Advocates".  And, it goes -- the second line says

13 "National Association of State Utility Consumer

14 Advocates, and the third line says "Resolution"?

15 A. (Hartley) Uh-huh.

16 Q. And, if you turn the page, it says it's "Approv ed by

17 NASUCA" on "June" -- in "June, 1999".  Your NARUC

18 resolution was adopted in February 24th, 1999, is  that

19 correct?

20 A. (Ware) Yes.

21 Q. And, I just would like to ask you a little bit about

22 this NASUCA resolution.  The fourth paragraph, I guess,

23 it's the first "whereas" paragraph, states "certa in

24 regulated water companies have recently proposed
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 1 mechanisms for automatically increasing water rat es,

 2 prior to regulatory review, based upon isolated i tems

 3 of expense related to infrastructure projects."  Did I

 4 read that correctly?

 5 A. (Ware) Trying to find the particular note.  Yes , I see

 6 it.  Yes.

 7 Q. And, then, it continues "Whereas, the National

 8 Association of State Utility Consumer Advocates

 9 (NASUCA) believes that public interest is still b est

10 served by rate of return regulation of investor-o wned

11 water companies and that such automatic adjustmen t

12 mechanisms contradict several sound rate of retur n

13 ratemaking principles, including the matching

14 principle, because increases [of] items of rate b ase

15 are recognized far outside of the test year from which

16 all other rate base, as well as revenues, expense s, and

17 cost of capital items that are used when calculat ing

18 rates, allowing "piecemeal ratemaking" and preven ting

19 the recognition of any [simultaneously] offsettin g

20 reductions in other items."  Did I read that corr ectly?

21 A. (Ware) Yes.

22 Q. Thank you.  And, the third "whereas" paragraph states,

23 "whereas, automatic adjustment mechanisms further

24 create bad public policy by eliminating the built -in
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 1 regulatory incentive to control costs between rat e

 2 cases, and generates incentives to increase spend ing in

 3 order to avoid reduction of the surcharge which o ccurs

 4 if the water company's authorized return is reach ed."

 5 Did I read that correctly?

 6 A. (Ware) Yes.

 7 Q. Thank you.  And, the next "whereas" paragraph s tates,

 8 "whereas, when an automatic adjustment clause is

 9 adopted, rate stability is reduced and proper pri ce

10 signals are distorted by frequent rate increases,  and

11 no convincing evidence has been shown to support the

12 claim that frequency of rate case [expenses] is r educed

13 by such clauses."  Did I read that correctly?

14 A. (Ware) Yes.

15 MS. THUNBERG:  Mr. Chairman, I have a

16 question regarding relevance of -- I hear the lin e of

17 questioning about "automatic adjustments", but I' d like to

18 have some linkage between the statements from NAS UCA about

19 automatic adjustments and the WICA that's propose d with

20 the Settlement Agreement.  I'm not -- the WICA, u nder the

21 Settlement Agreement, is not an automatic adjustm ent.  So,

22 I'd like to have some linkage from OCA on how thi s line of

23 questioning is relevant.

24 MS. HOLLENBERG:  Well, actually, it
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 1 would be appropriate, I guess, for the Company to  provide

 2 the linkage, because they provided it in their re buttal

 3 testimony.

 4 WITNESS WARE:  We didn't refer to

 5 NASUCA.

 6 MS. HOLLENBERG:  So, to the extent --

 7 CHAIRMAN GETZ:  Well, let's hold on.

 8 So, your position is that you're disputing the

 9 introduction of the NARUC resolution, in answer t o the

10 relevance of the NASUCA resolution?  I'm not sure  I

11 understood your response to Ms. Thunberg's questi on.

12 MS. HOLLENBERG:  I'm actually not

13 disputing -- the Company provided the NARUC resol ution

14 attached to their rebuttal.  It says what it says .  There

15 was a NASUCA resolution that was issued shortly a fter this

16 resolution.  So, to the extent that you have info rmation

17 about the NARUC resolution, it's appropriate for you to

18 have information about the NASUCA resolution.

19 CHAIRMAN GETZ:  Okay.  That answer I

20 understand.  I didn't understand the previous one .

21 MS. KNOWLTON:  I mean, it just seemed to

22 me that she's just trying to get Mr. Ware to read  this

23 into the record.  That there's no question for hi m about

24 this, except for, you know, "is she reading this
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 1 correctly?"

 2 MS. HOLLENBERG:  I'm happy to give it as

 3 an exhibit, if you'd prefer.  

 4 CHAIRMAN GETZ:  Well, I think it's fine

 5 to introduce it the way it was introduced.  I thi nk the

 6 only point that's being established is there is a nother

 7 resolution that takes a different position than t he

 8 resolution that's been introduced.  So, let's mov e on.

 9 MS. HOLLENBERG:  Thank you.

10 CHAIRMAN GETZ:  Ms. Hollenberg, do you

11 have a sense of how much more cross?  Because, I think, at

12 a minimum, we're going to have to give Mr. Patnau de a

13 rest.

14 MS. HOLLENBERG:  Ten minutes.

15 BY MS. HOLLENBERG: 

16 Q. Mr. Ware, if you could look at the fifth "where as"

17 paragraph.  It states "Whereas, special incentive s are

18 not needed in order -- in order ensure adequate w ater

19 quality, pressure, and a proper reduction of serv ice

20 interruptions."  Did I read that correctly?

21 A. (Ware) Yes.

22 Q. Thank you.  And, the next "whereas" paragraph s tates

23 "Whereas, automatic adjustment mechanisms can

24 inappropriately reward water companies that have
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 1 imprudently fallen behind in infrastructure

 2 improvements."  Have I read that correctly?

 3 A. (Ware) Yes.

 4 Q. Thank you.  And, the next "whereas" paragraph s tates,

 5 "Whereas, it is inappropriate to tilt the regulat ory

 6 balance against consumers and shift business risk  away

 7 from water companies simply for the purpose of cr eating

 8 an incentive for these companies to fulfill their  basic

 9 obligation to provide safe and adequate service."   Did

10 I read that correctly?

11 A. (Ware) Yes.  And, I want to clarify that my re --

12 stating "yes" does not mean that I agree with wha t

13 you're reading.

14 Q. That's fine.  Thank you.  And, the next paragra ph

15 states, "Therefore, be it resolved, that NASUCA

16 strongly recommends state legislatures and state public

17 utility commissions avoid the implementation of

18 automatic adjustment charges for water company

19 infrastructure costs."  Did I read that correctly ?

20 A. (Ware) Yes.

21 Q. Thank you.  Mr. Ware or Ms. Hartley, in your re buttal

22 you discussed the current -- the pending litigati on

23 involving the proposed acquisition by Nashua of

24 Pennichuck Corporation.  Do you recall that testi mony?
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 1 A. (Hartley) Yes.

 2 A. (Ware) Yes.

 3 Q. I can direct you.  It's Page 2 of your testimon y.  I'm

 4 sorry.  Page 3.  And, at Line 10, you state "Give n that

 5 the Commission would have to approve any WICA

 6 surcharge, it will have ample opportunity to addr ess

 7 any concerns it might later have should the acqui sition

 8 of Pennichuck Corporation be approved in DW 11-02 6."

 9 Did I read that correctly?

10 A. (Ware) Yes.

11 Q. Thank you.  When will the Commission have ample

12 opportunity to address the WICA?

13 A. (Ware) I believe that Mr. Naylor indicated that  the

14 Settlement Agreement gives the Commission the rig ht to

15 terminate the WICA adjustment, if they don't see it as

16 appropriate.  And, I think there was a line of

17 questioning to Mr. Naylor about that.  And, my

18 understanding is that the Commission would have t he

19 right at any point to terminate the filing.  And,  so,

20 if the acquisition were to go through, and there was a

21 determination made that the revenue requirement b eing

22 generated by a WICA was unnecessary, I would expe ct

23 that the Commission indeed would seek to terminat e the

24 WICA at that stage.
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 1 Q. And, your expectation that the Commission would

 2 initiate a proceeding is based on what?

 3 A. (Ware) Based on the fact that they have a right  to

 4 evaluate, you know, the revenues and the need for  the

 5 revenues if an annual report is filed.

 6 Q. And, the Settlement Agreement talks about, I'll  get you

 7 the page, the multiyear proposals that will be fi led

 8 with the WICA, if you look at Page 8 of the Settl ement

 9 Agreement, for instance, Paragraph 2, talks about  the

10 filing of a three year capital budget for propose d WICA

11 projects.  I just want to try and see if I unders tand,

12 and I would welcome any comments that Staff has a bout

13 this as well.

14 But, in terms of the provision on Page

15 10 that says "Notwithstanding the Parties' agreem ent

16 that the Commission" -- you know, that "the WICA is a

17 pilot", and that "the Commission can modify or

18 discontinue [it]".  You know, the projects that h ave

19 been included in the WICA will continue to be

20 recovered, basically.  Can you -- I just want to try

21 and understand how that would work.  So, if the C ompany

22 filed in the fall of this year their three year

23 projected capital budget for the next three years , when

24 -- what projects would remain to be recovered if the
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 1 Commission discontinued?  So, for instance, if th e

 2 Commission --

 3 A. (Ware) The only projects that would be recovere d or

 4 remain or continue to be recovered are those that  are

 5 actually completed.  Each year, you're making a

 6 submission for the following three years.  Any pr oject

 7 that isn't completed obviously has no cost, hasn' t been

 8 recovered yet.  And, therefore, you wouldn't have  any

 9 mechanism to recover or any expectation to recove r.

10 Q. Okay.  Mr. Naylor, just a couple more questions  about

11 the WICA.  This is the third WICA pilot that the Staff

12 is proposing.  Are other water utilities eligible  for

13 WICA pilots?

14 A. (Naylor) I believe so.

15 Q. What criteria do water utilities -- other water

16 utilities need to meet in order to get a WICA pil ot?

17 A. (Naylor) Well, I think, I mean, are you asking an

18 opinion of Staff with respect to what we might su pport

19 in the future with respect to other utilities in the

20 state?  Is that the question?

21 Q. Well, my question is that, you know, it seems a s though

22 the pilot -- there continues to be new pilots bei ng

23 proposed.  And, I just wondered what the paramete rs and

24 requirements are for a WICA pilot, if they are go ing to
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 1 be available to other utilities?

 2 A. (Naylor) It has to be evaluated on a case-by-ca se

 3 basis, I would say.  I'm sure you're aware, there 's

 4 nothing in the statutes about WICA.  There's noth ing in

 5 our administrative rules about WICA.  So, we have  to --

 6 we have to react to the requests from the utiliti es as

 7 they are made, and make our best recommendations with

 8 respect to those requests.

 9 Q. Are there -- will there ever be too many pilots ?

10 A. (Naylor) That's kind of an absurd question, isn 't it?

11 Q. How many pilots will the Commission approve?

12 A. (Naylor) I would ask the Commission.  I don't k now.  I

13 just gave you the answer.  I mean, we're trying t o come

14 up with ways to address some of the problems and some

15 of the issues that we see with the water utilitie s.  I

16 mean, it's a fact that the Pennichuck companies, and

17 Aquarion, and a number of other utilities are her e

18 every two to three years with double digit percen t

19 increases.  We hear from customers and the Commis sion

20 hears from customers all the time about those

21 percentage increases and what the impact is, even  as

22 the economy has been so bad.  So, I think, you kn ow,

23 certainly, we, on the staff level, and I think in

24 general, the Commission needs to look at everythi ng
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 1 that we do and what we're -- what our process is,  and

 2 try to move the ball ahead a little bit at times.   And,

 3 I think it's clear from our support of the WICA P rogram

 4 for Aquarion and for the two Pennichuck companies  that

 5 the Commission has heard testimony on recently, i t's --

 6 we think it has merit to perhaps mitigate some of  the

 7 rate shock that customers are seeing, to try to m ove

 8 ahead on more reliable infrastructure, more relia ble

 9 distribution systems.  There are clear benefits t o

10 customers and clear benefits to the utility.  I t hink

11 the WICA proposals have an opportunity to demonst rate a

12 very good balancing of the interests.  And, that' s why

13 Staff is supportive of them.

14 Q. Would it be helpful to Staff if the Commission

15 established rules that set out the parameters and

16 requirements of the WICA Program?

17 A. (Naylor) I don't think it would hurt.  I think,

18 certainly, we have made recommendations in the th ree

19 dockets so far that the WICA has been requested,

20 providing, you know, what we think are appropriat e

21 parameters for evaluation of the proposals, for w hat

22 those proposals should look like, what projects a re

23 eligible, how we implement the surcharge, what cu stomer

24 notification is, what the bill presentation is, w hat
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 1 the Company's responsibilities are with respect t o

 2 noticing customers ahead of time and being prepar ed to

 3 answer the questions.

 4 So, I think we've done a good job with

 5 what we've proposed so far.  The Commission has

 6 approved the WICA in Aquarion, and the Pittsfield

 7 Aqueduct case is pending, as this one will be as well.

 8 So, we'll see.  But I think the WICAs have merit,  in

 9 this day and age of substantial rate increases fo r

10 water utilities that result from all of the issue s that

11 the water utilities face.

12 Q. Thank you.  One other, just one more question.  You

13 mentioned in your testimony earlier on direct tha t

14 there were certain objectives or major goals with

15 regard to the WICA.  And, one of them was, you kn ow, or

16 that you had an expectation that there probably w ould

17 be an increased reliability associated with the

18 infrastructure replacement.  Do you recall that

19 testimony?

20 A. (Naylor) Yes.  Yes.

21 Q. Do you agree that, in order for reliability to be

22 increased, that the rate of infrastructure replac ement

23 or repair needs to be increased?

24 A. (Naylor) Well, we certainly hope that's the cas e.
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 1 Q. But, I guess, do you agree that it's a matter o f common

 2 sense that you don't get increased reliability if  the

 3 infrastructure replacement stays the same or it c ould

 4 happen?

 5 A. (Naylor) I can't disagree with the premise of y our

 6 question.

 7 Q. Okay.

 8 A. (Naylor) I think it follows that an increased r ate of

 9 replacement certainly should advance the objectiv e of

10 more reliable systems.  It's going to depend on t he

11 individual systems; the age, the soils, all kinds  of

12 things, the original materials.  I mean, these ar e

13 things that the Company has testified on I believ e in

14 its original case.

15 Q. Okay.  Thank you.

16 A. (Naylor) And, a number of different factors to take

17 into consideration.

18 MS. HOLLENBERG:  Thank you.  No further

19 questions.  Thank you.

20 CHAIRMAN GETZ:  Commissioner Below.

21 CMSR. BELOW:  Yes.  Thank you.  

22 BY CMSR. BELOW: 

23 Q. Mr. Ware, this morning you were referring to th e City

24 of Nashua's ongoing work to replace sewer lines.  I
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 1 think, in your direct testimony, you also referre d to

 2 some of the work being related to the CSO or Comb ined

 3 Sewer Overflow Separation projects that the City might

 4 be undertaking, and looking at the opportunity to  do

 5 water line replacement in conjunction with the wo rk of

 6 the City.  Do you have a sense of how much, over the

 7 next two or three years, you anticipate would be a

 8 result of CSO projects, versus just a sewer line

 9 replacement project?

10 A. (Ware) The sewer line replacements that the Cit y have

11 been doing have typically been upon failure.  The  CSO

12 is a planned program driven by EPA regulations to

13 separate combined sewer/storm water.  One of the

14 challenges has been is that the City's program ha s

15 been, pardon the pun, fairly fluid.  And, so, you  know,

16 we've reacted, we typically have held a budget li ne to

17 try to give us enough budget to react to what the y do.

18 They outline programs, like this year, was about 50/50,

19 in terms of 50 percent sewer replacement, 50 perc ent

20 storm water replacement.  

21 Q. Does the City have a significant amount of CSO work in

22 its long-term plan?

23 A. (Ware) They are still negotiating, is my unders tanding,

24 with the EPA regarding, you know, the final amoun t of
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 1 separation versus possibly now some of the moveme nt is

 2 afoot to potentially treat -- try to not separate

 3 everything, since the next concern for water qual ity in

 4 the environment is non-point source discharges.  And,

 5 after you separate all the storm water, the storm  water

 6 contain certain contaminants that are now dispose d of

 7 at various locations, rather than going through a

 8 treatment process.

 9 Q. On Page 10 of the Settlement Agreement, there's  some

10 conditions.  And, I'm just trying to understand h ow

11 this would work.  It says "The Company, Staff, an d

12 Anheuser-Busch condition their support of the Agr eement

13 upon the Commission's acceptance of all the provi sions,

14 without change or condition.  The OCA expressly

15 conditions its support...upon the Commission's

16 acceptance of [everything] except the WICA propos al."

17 And, then, it says, "If the Commission does not a ccept

18 the provisions in their entirety,...any party her eto,

19 at its sole option..., may withdraw from the Agre ement,

20 in which [the Agreement becomes] null and void."  So,

21 does that mean that, if the Commission were to no t

22 approve the proposed WICA, that the Company or AB  could

23 withdraw from the Agreement and deem it null and void?

24 A. (Ware) Yes.
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 1 Q. But the vice versa is not necessarily true.  If  we

 2 approve it with the WICA, that doesn't give the O CA the

 3 option to withdraw from the Agreement?

 4 MS. HOLLENBERG:  That is correct.

 5 CMSR. BELOW:  Okay.

 6 BY CMSR. BELOW: 

 7 Q. How does the -- could you just elaborate a litt le bit

 8 on how the charge that's described in Paragraph 8  would

 9 work?  It's described as a "percentage applied to  the

10 total bill excepting miscellaneous charges".  So,

11 that's the tariffed rates that are the volumetric  rate

12 and the connection/meter size rate?

13 A. (Hartley) That's correct.

14 Q. And, so, there would be a uniform percentage fo r all

15 customers?  Is that the way it would be

16 equiproportional to all classes of customers, or is

17 there some proportioning to the classes first?  

18 A. (Hartley) We looked -- We interpreted this as

19 across-the-board increase to all customers, excep t for

20 the miscellaneous charges as noted.

21 Q. So, if it was a 1.5 percent increase that was a pproved,

22 it would be 1.5 percent on all volumetric and met er --

23 fixed meter charges?

24 A. (Hartley) Yes.
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 1 CMSR. BELOW:  That's all.

 2 CHAIRMAN GETZ:  Commissioner Ignatius.

 3 BY THE WITNESS: 

 4 A. (Hartley) Commissioner Below, one exception.  I  believe

 5 that you could not -- there are certain contracts , such

 6 as AB, that have a fixed portion that we cannot a gree

 7 --

 8 BY CMSR. BELOW: 

 9 Q. Actually, that was my other part of the questio n.  AB,

10 as well as, what, the Town of Milford, --

11 A. (Hartley) Right.

12 Q. -- for instance, they have special contracts?

13 A. (Hartley) Correct.

14 Q. But this would apply for their meter part and t heir

15 volumetric, but not some of the other special

16 arrangements in those contracts?

17 A. (Hartley) That's correct.

18 CMSR. BELOW:  Okay.  Thank you.

19 CMSR. IGNATIUS:  Thank you.

20 BY CMSR. IGNATIUS: 

21 Q. Ms. Hartley, while we're talking about rate imp acts, a

22 couple of quick questions.  The first, Exhibit 15  and

23 16, the Proposed Rate Impact on Residential Bills  and

24 the Report of Proposed Rate Changes, the top of t hose
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 1 both refer to "the Twelve Months Ended December 3 1st,

 2 2009".  Is that --

 3 A. (Hartley) Correct.

 4 Q. And, is that because that was your test year?

 5 A. (Hartley) That's correct.

 6 Q. All right.  The temporary rates that were impos ed were

 7 -- excuse me, that were approved were 10.8, corre ct?

 8 A. (Hartley) Correct.

 9 Q. Was that applied equally across the board?

10 A. (Hartley) Yes, it was.  Except, again, for thos e

11 portions of the contracts that were not -- that w ere

12 separated for a fixed portion, but the meter char ges or

13 volumetric charges that were contained in those

14 contracts, those also received the 10.8 percent

15 increase.

16 Q. So, if we look at Exhibit 16 that has the perce ntages,

17 if the Settlement Agreement were approved, they r ange

18 -- the increases range from 6.38 percent to

19 18.15 percent?

20 A. (Hartley) Correct.

21 Q. And, some of that increase has already been abs orbed

22 through the temporary rates, correct?

23 A. (Hartley) That's correct.

24 Q. Will there be some classes of customers that wi ll
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 1 receive a reduction in their surcharge, that's no t

 2 quite the right word, as everything gets reconcil ed

 3 back to the June 16th, 2010 --

 4 A. (Hartley) That is correct.  And, in fact, the w ay we

 5 calculate the recoupment, there could actually be  some

 6 G-M customers that get a refund, if they had used  less

 7 than what we were anticipating for an increase.

 8 Q. All right.  And, you stated before, I just want  to be

 9 sure I understood, the temporary rates were autho rized

10 in October 2011.

11 A. (Naylor) '10.

12 Q. I'm sorry.  October 2010.  But, not -- although  the

13 effective date in the order allowed you to have t hem

14 effective as of June 16th, 2010, you chose not to  do

15 that, is that correct?

16 A. (Hartley) It was part of a settlement on tempor ary

17 rates, in terms of that the Staff, and I believe mostly

18 the OCA, recommended that we would not recoup bac k to

19 the date of the customers' notice for temporary r ate

20 purposes.  However, the parties did agree that, o nce

21 permanent rates were awarded, we would be allowed  to

22 recoup back to 6/16/2010.  It wasn't like we just  said

23 "no, we won't do this."  It was part of a settlem ent

24 agreement.

             {DW 10-091 & DW 11-018}  {05-26-11}



      [WITNESSES:  Ware ~ Hartley ~ Naylor ~ Laflam me]
   120

 1 Q. And, I apologize for forgetting that there was a

 2 Settlement Agreement in that temporary phase.  Mr .

 3 Naylor, the calculations that will be necessary a re a

 4 little more complex than you often see with tempo rary

 5 and permanent rates, is that right?

 6 A. (Naylor) Right.  There's different proposed inc reases

 7 for the different customer classes, based on the

 8 results of the Cost of Service Study.  So, it wil l be a

 9 little more challenging to review the Company's

10 proposal for recoupment or refund, depending on t he

11 circumstances.

12 Q. But you're confident that you'll be able to sor t out

13 how the calculations are being done and work with  the

14 Company to get clarity?

15 A. (Naylor) Yes.

16 Q. The provision for rate case expenses in the Set tlement

17 Agreement, on Page 6, Ms. Hartley, is there any

18 inclusion in the rate case expenses to be filed f or the

19 eminent domain proceedings?

20 A. (Hartley) No.

21 Q. In follow-up to the question that Commissioner Below

22 asked about, the Company's ability to withdraw th e

23 Settlement, if the Commission were not to approve  the

24 WICA, and you stated that -- or, you or Mr. Ware,  I
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 1 forget, stated that "the Company had the right to

 2 withdraw, if that were to happen."  Do you have a

 3 position as to whether, in fact, you would withdr aw

 4 from the Settlement Agreement if that were to hap pen?

 5 A. (Hartley) At this time, we do not.  We would ha ve to,

 6 obviously, consider what implication that might m ean

 7 for the Company at that time.  Agree?

 8 A. (Ware) Yes.

 9 CMSR. IGNATIUS:  And, one last thing,

10 and this -- I maybe have just not seen it.  There  is

11 prefiled testimony that, Mr. Ware, in the special  contract

12 case, January 21st, 2011, that I don't see in the  exhibit

13 list.  And, maybe your counsel, after you're excu sed, may

14 want to explain that, if that's either in here an d I'm not

15 seeing it or doesn't need to be here.

16 MS. KNOWLTON:  No, that was -- it's not

17 on the list.  That is an inadvertent omission.

18 MS. THUNBERG:  Can we request at this

19 time that that testimony be marked for identifica tion as

20 "Exhibit 20", assuming that Exhibit 19 is going t o be

21 reserved for the NASUCA exhibit.

22 CHAIRMAN GETZ:  I don't think there was

23 any request, and I don't think there's any need f or the

24 NASUCA resolution to be an exhibit, since it's be en
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 1 apparently read in its entirety into the record.  So,

 2 let's have Exhibit 19 be the special contract leg islation

 3 -- or "legislation" -- testimony.

 4 MS. HOLLENBERG:  Mr. Chairman, just to

 5 clarify, I didn't read the entire NASUCA resoluti on.  If

 6 you want it, I'm happy to have it.  But I just re ad

 7 selected portions of it to clarify.

 8 CHAIRMAN GETZ:  Okay.  Thank you.

 9 (The document, as described, was 

10 herewith marked as Exhibit 19 for 

11 identification.) 

12 CMSR. IGNATIUS:  Nothing else.  Thank

13 you.

14 CHAIRMAN GETZ:  Any redirect?

15 MS. KNOWLTON:  I have none.  

16 MS. THUNBERG:  Yes.  Staff has just a

17 few.

18 REDIRECT EXAMINATION 

19 BY MS. THUNBERG: 

20 Q. Mr. Naylor, I had asked you a question about wh ether

21 you had any changes or corrections to make to the

22 Settlement Agreement, and OCA pointed out a corre ction.

23 I'm just trying to find it, so I can make sure th at -- 

24 CMSR. BELOW:  Page 4.
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 1 MS. THUNBERG:  Thank you.

 2 BY MS. THUNBERG: 

 3 Q. -- that Staff is in agreement with this, the co rrection

 4 to change if "0.9178" to read "0.9568"?

 5 A. (Naylor) Well, the way I read this, we have a c lause

 6 following that that indicates that the volumetric

 7 charge shall be revised to include "AB's proporti onate

 8 share of the Company's payroll taxes" described i n

 9 Section II.D of the Agreement.  And, referencing that

10 does provide the updated volumetric charge.  So, that's

11 why we did not offer a correction for that volume tric

12 rate.

13 Q. Thank you for that clarification.  I'm just, I guess,

14 being too exact here.  The question about, in

15 cross-examination, it was directed to you, about

16 sequencing of rate cases and WICA recoveries.  An d, I

17 just want to ask you a question of, if the WICA i s

18 allowed to continue, and we have this water compa ny

19 coming in for periodic rate cases, is it true tha t WICA

20 items that would be used and useful and would oth erwise

21 be sought for recovery in the WICA Program, if th ey

22 were in a test year in a rate case, they would be  --

23 they would go into rates through the rate case

24 mechanism, rather than the WICA, is that correct?
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 1 A. (Naylor) Yes, certainly.  You would have to mak e

 2 adjustments, under the scenario that was construc ted

 3 for consideration, you would have to take into ac count

 4 the fixed assets that would be associated with th e

 5 pending WICA in the rate case, and certainly take  into

 6 account the revenues, associated revenues as well .  So,

 7 those adjustments would have to be made in order to

 8 avoid any kind of double counting and in consider ation

 9 of the permanent rate case.

10 Q. Thank you.  My last question goes to you, Mr. W are.

11 And, you were asked to provide Exhibit 18, it was  a

12 record request, and it was an update of your Sche dule

13 DW-1.  And, it was brought to my attention during  that

14 cross that you have updated it already in respons e to

15 Staff 1-5.  And, I just want to -- and I can show  you

16 this, if you need to refresh your recollection?

17 A. (Ware) I'm familiar that we had updated it.  I' m afraid

18 to say I don't remember why we updated it.  But t here

19 was a request and there was something that needed  to be

20 changed in the original schedule.

21 Q. I guess what I -- I'll leave it that, because, if it's

22 not updated, we don't have it marked as an exhibi t

23 Staff 1-5.  But I just wanted to bring that to yo ur

24 attention in your preparation of Exhibit 18.
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 1 A. (Ware) So, I guess the question I have is, I'm to

 2 update the revised, the one that was submitted as  a

 3 result of Staff 1-, whatever it was, the data req uest?

 4 MS. HOLLENBERG:  May I respond to that

 5 please?

 6 CHAIRMAN GETZ:  Well, let's ask, Ms.

 7 Hollenberg, what was the intent?

 8 MS. HOLLENBERG:  Thank you.  Thank you.

 9 Actually, just to be fully clear, you updated you r

10 schedules twice.  And, I can just find it, just t o let you

11 know for your information, you updated in respons e to 1-5

12 and 2-1.  But it's my understanding that at that time you

13 wouldn't have contemplated not including the step

14 increase, which was my reason for asking for a re vision.

15 And, actually, if I could have both DW-1 and DW-2 ,

16 revisions to those to reflect the new revenue req uirement

17 under the Settlement Agreement.

18 MS. THUNBERG:  So, that's what we're

19 asking to be marked -- reserved for record reques t,

20 Exhibit 18, is that correct, OCA?

21 MS. HOLLENBERG:  Yes, it is.

22 CHAIRMAN GETZ:  Do you understand what

23 you're supposed to do, Mr. Ware?

24 WITNESS WARE:  I believe so, yes.
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 1 MS. HOLLENBERG:  Thank you.

 2 MS. THUNBERG:  And, Staff has no further

 3 redirect.

 4 CHAIRMAN GETZ:  Okay.  And, there

 5 appears to be nothing further for the panel.  So,  you're

 6 excused.  Thank you.  

 7 And, we'll take about fifteen minutes,

 8 and then resume with Mr. Eckberg.

 9 MS. HOLLENBERG:  Thank you.

10 (Recess taken at 1:04 p.m. and the 

11 hearing reconvened at 1:24 p.m.) 

12 CHAIRMAN GETZ:  Okay.  We're back on the

13 record now.  Ms. Hollenberg.

14 MS. HOLLENBERG:  Sure.  I just wanted to

15 clarify.  Are there questions for Mr. Eckberg?  B ecause,

16 if there are not, I won't ask him to take the sta nd, but

17 --

18 MS. THUNBERG:  Staff is not going to

19 have any questions.

20 MS. KNOWLTON:  I have no questions.

21 MR. ALEXANDER:  None.

22 CHAIRMAN GETZ:  Appears to be no

23 questions for Mr. Eckberg.

24 MS. HOLLENBERG:  Thank you.  So, then,
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 1 with the understanding that his testimony has bee n

 2 admitted for purposes of admission, then that's - - and

 3 Mr. Rubin's as well.  Thank you so much.

 4 CHAIRMAN GETZ:  Okay.

 5 MS. HOLLENBERG:  And, if I could just

 6 clarify that, in fact, for the reserved Exhibit 1 8, I only

 7 want a revision to DW-1, instead of both DW-1 and  DW-2.

 8 Thank you.

 9 CHAIRMAN GETZ:  Thank you.  Then, is

10 there any objection to striking the identificatio ns and

11 admitting the exhibits into evidence?

12 (No verbal response) 

13 CHAIRMAN GETZ:  Hearing no objection,

14 they're admitted into evidence.  Anything further  before

15 opportunity for closings?

16 (No verbal response) 

17 CHAIRMAN GETZ:  Hearing nothing, then

18 let's start, Mr. Alexander, any closing statement ?

19 MR. ALEXANDER:  I really have no closing

20 statement.

21 CHAIRMAN GETZ:  Thank you

22 Ms. Hollenberg.

23 MS. HOLLENBERG:  Thank you.  The OCA

24 came to an agreement on many of the issues in thi s case
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 1 for purposes of facilitating the Commission's

 2 determination in this matter and resolving those issues.

 3 We, however, as you can tell, do not agree with t he terms

 4 in the Settlement Agreement regarding the WICA.

 5 Really, it's our position that the

 6 Aquarion WICA was something that the Office of Co nsumer

 7 Advocate agreed to within the context of a compre hensive

 8 settlement agreement.  And, it was our understand ing at

 9 that time, and our intention in supporting the WI CA, that

10 agreeing to the WICA was based on the belief that  the

11 program would be formally evaluated by the Commis sion

12 before it was applied to the other water utilitie s in New

13 Hampshire.

14 We're not making the argument that the

15 WICA is not in place in some jurisdictions in the  United

16 States.  I would urge the Commission, to the exte nt that

17 you can, to learn of the status of the WICAs or D SICs in

18 other jurisdictions.  I think that it's a mechani sm that

19 has some support, and I think there are some oppo sition to

20 it on, not only at the Consumer Advocate level, b ut also

21 at the Commission level.  And, recently, in April , the

22 West Virginia Public Service Commission, in a lit igated

23 docket, ruled against a WICA proposal of a water utility.

24 As the Commission is aware, no formal

             {DW 10-091 & DW 11-018}  {05-26-11}



   129

 1 review of the Aquarion WICA has occurred at this time.

 2 And, so, it's our position that the Commission sh ould not

 3 approve another WICA pilot until that review take s place

 4 for the Aquarion WICA.  It's also our belief that  the

 5 Company has not sustained its burden in supportin g the

 6 fact -- or, in supporting the assertion that ther e will be

 7 benefits that flow to customers in the form of re duced

 8 rate case expenses.  We don't believe there is an y

 9 objective evidence in the record that the WICA wi ll result

10 in less frequent rate cases and reduced rate cost s to

11 customers.  Perhaps, had there been some assuranc e of

12 that, that might have been something that we coul d have

13 considered in exchange for support of the WICA, b ut it's

14 not something that has been offered.

15 The Company can really come in at any

16 time for a rate increase.  And, you know, with th at, we

17 believe that the benefit of the reduced -- the as sertion

18 that there will be a benefit of reduced rate case s and

19 expenses is really elusory.  

20 In the alternative, and due to the

21 circumstances in the pending docket DW 11-026, in volving

22 the acquisition by the City of Nashua of Pennichu ck

23 Corporation and its subsidiaries, we would take t he

24 position that it's not the right time for the WIC A for
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 1 PWW.  The City's proposed acquisition and ratemak ing

 2 structures, if they're approved, there will be si gnificant

 3 changes to the PWW expenses, as well as the way t hat PWW

 4 rates will be set in the future.  There is a poss ibility

 5 that expenses under City ownership will be signif icantly

 6 less than expenses under private, for-profit corp orate

 7 ownership.  This is, in fact, one of the benefits  that the

 8 City itself bases its position that the proposed

 9 acquisition is consistent with the public good.

10 According to PWW, a primary purpose of

11 the proposed WICA is to reduce the frequency of r ate

12 cases.  And, if this does play out as true, the p roposed

13 WICA could enable PWW to increase rates annually without a

14 full rate case for an extended period of time aft er the

15 City's indirect acquisition of PWW.  The WICA cou ld make

16 it possible for the Company, under indirect City

17 ownership, to avoid reflecting reduced expenses i n rates

18 for an extended period of time.  And, the Company  would

19 like you to think that the pending acquisition do cket is

20 not relevant to this rate case, but the Company i tself

21 expressly tied these two cases together in its pr efiled

22 testimony in the acquisition docket.  The Commiss ion

23 should not change the way that it sets PWW's rate s at this

24 time, when the Company's circumstances are in flu x.  
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 1 And, lastly, what I would say is, to the

 2 extent that the Commission intends to approve the  WICA in

 3 this case, you know, I would really -- the OCA wo uld

 4 support the Commission looking at the WICA throug h a

 5 rulemaking and making -- setting the requirements  and

 6 parameters of the WICA.  If it is indeed going to  be a

 7 generally applicable rate mechanism, then it shou ld be set

 8 through rules, as opposed to a case-by-case -- do ing on a

 9 case-by-case basis.

10 And, in closing, just thanking the Staff

11 and the Company for working with us to resolve th e issues

12 that we were able to resolve.  Thank you.

13 CHAIRMAN GETZ:  Thank you.

14 MS. HOLLENBERG:  And AB.  Sorry.

15 CHAIRMAN GETZ:  Ms. Thunberg.

16 MS. THUNBERG:  Thank you, Commissioners.

17 Staff requests that the Commission approve the sp ecial

18 contract in Docket DW 11-018 that was attached as

19 Attachment B to the rate case Settlement Agreemen t.  Staff

20 also respectfully requests that the Commission ap prove the

21 Settlement Agreement offered in Docket DW 10-091.   We

22 believe that the Company has demonstrated that it  is in

23 need of a rate increase.  Staff's position is tha t the

24 revenue requirement is reasonable, and that the r ates
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 1 resulting from there are just and reasonable.

 2 And, with respect to the arguments for

 3 and against the WICA, Staff has nothing further t o add,

 4 other than the WICA discussions that were in the testimony

 5 offered by Staff.  And, thank you.  That's it.

 6 CHAIRMAN GETZ:  Thank you.

 7 Ms. Knowlton.

 8 MS. KNOWLTON:  Thank you.  I also would

 9 like to thank the Staff, the OCA, and AB for all their

10 hard work in this docket.  The Company is very pl eased to

11 be presenting to the Commission today a Settlemen t

12 Agreement that encompasses all of the parties in the

13 docket, and that's not always the case.  And, so,  we're

14 very pleased about that.  And, we think that's a

15 significant accomplishment in and of itself.  Obv iously,

16 we're disappointed that the OCA has not joined in  on the

17 settlement on the WICA.  But I do think that ther e has

18 been testimony, both prefiled and testimony today  at the

19 hearing, that supports the Settlement that is pro posed.

20 All of the witnesses have testified, I believe, t hat the

21 revenue requirement that's been proposed will res ult in

22 just and reasonable rates.  That retaining Anheus er-Busch

23 as a customer of the Company is a very important

24 objective, and that the special contract that's p roposed
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 1 would achieve that result.

 2 With regard -- and that, generally, the

 3 Settlement Agreement is a reasonable compromise o f all of

 4 the issues.  As with any settlement, each party h as to

 5 consider, you know, what its willing to do to rea ch a

 6 settlement.  And, the Company has undertaken and made very

 7 significant concessions in this docket in order t o reach a

 8 settlement.  As Ms. Hartley and Mr. Ware testifie d, the

 9 Company has approximately $900,000 in revenue req uirement

10 associated with capital additions that are curren tly now

11 used and useful and that are not revenue-producin g that it

12 had sought a step increase for, that it essential ly

13 forwent recovery at this time in order to reach a

14 settlement in this docket.  And, so, we think it is

15 important to acknowledge that there have been sig nificant

16 concessions made.

17 You know, I would ask the Commission to

18 think about, when it's reviewing the Settlement A greement,

19 "what are the possibilities here if it were to no t grant

20 the Settlement Agreement in its entirety as propo sed?"  

21 I think, first, with regard to the WICA,

22 the OCA is asking that the Commission not approve  the

23 WICA, because there is an acquisition docket that 's

24 pending before this Commission.  We don't know, s itting
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 1 here today, what the outcome of that docket is.  We just

 2 don't.  And, I think it is very speculative and p remature

 3 if the Commission were to deny the WICA on the ba sis that

 4 this, you know, that there may be an acquisition in the

 5 future.  If that acquisition were not approved, t he

 6 Company has $900,000 of revenue requirement that' s, you

 7 know, currently associated with assets that are u sed and

 8 useful.  Mr. Ware has testified that there's pipe  that's

 9 been in the ground since 1853 that needs to be re placed

10 and will be replaced.  And, I think a very likely  outcome

11 is that this company is going to be back in on a rate --

12 you know, in here seeking a rate request, you kno w, which

13 is not necessarily on a full rate case to the ben efit of

14 the customers.  I think that is a real possibilit y.

15 I would also ask the Commission to think

16 about what the possibility is if it does not appr ove the

17 Settlement Agreement as it's proposed in its enti rety.

18 The Company certainly does have the ability to wa lk away

19 from the Settlement, and we would be back before the

20 Commission litigating a full rate case.  Which, y ou know,

21 as Ms. Hartley testified, we don't know that that 's the

22 Company's decision.  They will have to take that back to

23 its Board to consider.  But I think that is a rea l

24 possibility, and, you know, that comes at custome r expense
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 1 as well.

 2 So, I think there have been -- there has

 3 been ample testimony in support of why WICA is ne cessary,

 4 how it's going to benefit customers.  And, so, I would ask

 5 that the Commission find that the entire Settleme nt

 6 Agreement is in the public interest and approve i t.  Thank

 7 you.

 8 CHAIRMAN GETZ:  Okay.  Thank you.  Then,

 9 we'll close this hearing and take the matter unde r

10 advisement.

11 (Whereupon the hearing ended at 1:35 

12 p.m.) 
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