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PROCEEDI NGS

CHAI RVAN | GNATI US: We're back
on the record, resunming with M. Mason
conti nuing on the stand.

Before we begin, | do want to
note and nake sure that parties are aware of
this.

We recei ved today, |ate norning,
t he response from Lakes Region to the record
request, from M. Richardson. Thank you.

That should be -- it says it was sent out by
electronic mail. | don't knowif you've al so
gi ven hard copies to the parties.

MR. RI CHARDSON: | have hard
copi es here. W haven't addressed how to --
whet her to nark it as the next exhibit, which
woul d be LRW Exhi bit 15.

CHAI RVAN | GNATI US: Wl |, |
think we've reserved a record request for it.
So |l think it's Record Request 1.

HEARI NGS CLERK: That's correct.

MR. RI CHARDSON: Ckay.

CHAI RVAN | GNATI US:  So we don't

need to remark it. | just wanted to nake sure
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everybody was aware of that and take a | ook.
(LRWC RR1 received and narked for

identification.)

MR RI CHARDSON: | have,
courtesy of the OCA, | have copies here. |
neglected to print themout before | left this

nor ni ng, Sso...

CHAl RMAN | GNATI US:  That's all

right.

M. Patch, yes?

MR. PATCH. | just have one
request |1'd like to make, and that is wth
regard to a letter that | heard reference to

t hi s nor ni ng.

M. Mason nade reference to the
fact that there's a letter fromthe
shar ehol ders, apparently to the water utility
conpany, about the ability to be able to use
Mount Roberts for the purpose of energency
wells. And |I've never seen that letter
before, and so | think it would be useful if a
record request could be reserved for that
| etter, because it seens to ne it's very

relevant to sonme of the other testinony that's
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been provi ded.

CHAI RVAN | GNATI US:  Well, it has
been referred to a couple of tines, both today
and | ast week. Is it actually avail able and
we don't need to nmake a record request?

MR. RI CHARDSON: Subject to
check, it mght be in Exhibit 14. | don't
know if it's contained in that.

CHAI RVAN | GNATI US:  Wel |, why
don't we ask the Conpany to take a | ook at the
full packet of 14 while we're begi nning. And
if it's not there --

MR, Rl CHARDSON: It was ny
under standi ng that DES was going to require
that a letter be sent as part of its ultinate
approval for the permt for the Mwunt Roberts
smal |l production well. So it nmay be that we
have to physically provide themwth the

letter. O if it hasn't been provided

already, | don't know --
MR MASON: | believe there is a
letter. | don't know where it is. I think it

was witten quite sone tine ago when we

started to use it as a tenporary source. But
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it would probably take ne a little bit to dig
it out. |I'mnot sure exactly where it is.

CHAI RVAN | GNATI US:  All right.
Let's make that Record Request nunber --

HEARI NGS5 CLERK: Four .

(Record Request No. 4 reserved.)

CHAI RVAN | GNATI US: Thank you.
Record Request No. 4. And that's the letter
t hat was executed between M. Mason, Sr., as
owner of the parcel, and Lakes Regi on, the
utility, to use a well or wells on that
property?

MR, MASON: Yes.

CHAI RVAN | GNATI US:  All right.
l"mlosing track. Were are we in
cross-exam nation? OCA, are you conpleted in
your questi oni ng?

MS. HOLLENBERG  Yes, | am

Thank you.

CHAI RVAN | GNATI US: Thank you.
So, Staff -- the Non-Advocate Staff is next.
Thank you.

MR. SPEIDEL: Yes. Thank you,

Chairman Ignatius. Staff does have a few
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[WITNESS: MASON]

short background questions of M. Mason.

CHAI RVAN | GNATI US:  Sure.
CROSS- EXAM NATI ON BY MR SPEI DEL

As far as, M. Mason, is it fair to say that

your famly, the Mason famly, has been

active in the water services business in

central New Hanpshire for quite a while?

Since the early ' 70s.

Since the early '70s. And you've been

involved in that industry yourself for quite

a while as well?

That's pretty much what | did when | got out

of high school was start in the construction

end of it.

Wul d you be able to tell us, M. Mson, as

to what role the Lakes Regi on Water Conpany

pl ays for your famly, or how your famly

views this conpany, in terns of its role in

it?

My dad started it in the early '70s, maybe

|late '"60s. It's been his kind of baby the

whol e tinme. He expanded it. He took on

wat er systens that had i ssues and pretty

much used that -- that was pretty much his
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[WITNESS: MASON]

life. He pretty nmuch worked 24/7 on
what ever problens were with it.

Q So, to sone extent, is it fair to say that
your father would be personally invested in
this conpany?

A Oh, definitely.

Q So he views it's his duty to conti nue
operati ng the conpany?

A Well, not anynore. But | nean, for the
|l ongest tine it was his duty. He really
felt Ii ke he was responsi bl e and that he
woul d do the best job he could for his
cust oners.

Q And you are working in the conpany at the
behest of your parents?

A Yes.

Q Thank you very nmuch, M. Mason. | have no
further questions.

CHAI RVAN | GNATI US: All right.
Conmmi ssi oner Harri ngton.

| NTERROGATORI ES BY CVSR. HARRI NGION:

Q Yeah. Okay. | asked this question before
of sonebody else -- I'mnot sure who -- but

| think you'd be the npbst i1nportant person

10
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[WITNESS: MASON]

11

to answer it.

Just | ooking ahead to this summer, is
there sufficient water supply for all the
custoners this sunmer?

You nean the Bal noral and Sui sseval e
custoners, or general ?

Al l custonmers of Lakes Region Water. Wuld
there be a sufficient supply of water to
provide for all the custoners?

Yes, with the use of the -- you know, the
tenporary use of the Munt Roberts property.
That's what ny next question was, so | won't
ask it.

Goi ng back to that Mount Roberts thing,
l"ma little confused on sone of the
structure of how that works. The land is
owned by your parents.

Correct.

Separate fromtheir ownership in the
utility.

Ri ght. They personally own it.

And what about the equi pnment there? Right
now there is a working well. 1'm show ng

there's punps and tanks and filters and so
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[WITNESS: MASON]

A

Q
A.

12
forth.
Well, no. No, the tank is on a separate
pi ece of property. That belongs -- the

property and the tank bel ong to Lakes Region
Water. The only thing on the well field
property is an old tear-down house that's
still there frombefore and four wells.

They paid for all the equi pnent. Two of

t hem have punps in them

Excuse ne. Who is "they"?

My parents. They paid for everything. They
paid for the drilling of the wells, the
construction of the road, the -- all the
hydraulic work that was done, the reports,
and pretty nuch everything up to date,
except for the recent small well w thdrawal
fromit that we did in-house a couple weeks
ago.

So the well equipnent that's | ocated on that
Mount Roberts property is owned by your
parent s?

Correct.

So they own the punps --

Ever yt hi ng.
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[WITNESS: MASON]

>

13

-- and what ever.

Yeah.

Ckay. And how does that work out
contractually then, if they're supplying --
as a separate entity, they're supplying
water to the utility?

It's nore of a loan. You know, they're
wlling to basically | et Lakes Regi on Water
use the facilities that they've constructed
until we work out the details with

Sui sseval e and - -

That's what I'mtrying to get to. So they
retain ownership of the property and all the
material on it, all the capital structures,
if you wll.

Right. Rght. Al the -- | nean, |'msure
that Lakes Region will probably have to pay
the electric bill for the power. But other
than that, they're going to absorb the power
for what they already have, you know, the
wells, the punps. That's about all that's
up there.

And the outcone of this is that, basically,

if youre wlling -- if the utility's
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[WITNESS: MASON]

A
Q
A.
Q

A

wlling to pay the electricity, and | assune
the day-to-day, if there's any nai ntenance
i nvol ved - -

Real |y shoul dn't be.

-- on the equipnent, then they're going to
provi de you free water, basically?

That's what they've done for the |ast four
years, yeah. They haven't charged a dine.
Is there any witten agreenent on this?
Just the letter saying that it was okay to
do. You know, there's a very sinple letter
that ny parents wote years ago -- | believe
it was a couple years ago -- saying that,
you know, they didn't have a problemwth
Lakes Regi on Water using the facilities for
tenporary water during the sumer nonths.
But this is a separate letter fromthe one
that M. Patch was referring to.

No, no, that is the sane letter.

They' re one and t he sane.

Yes.

Ckay. | thought he was referring to one
about an easenent --

No, no, there's no easenent. |It's just a --

14
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[WITNESS: MASON]

A

| don't know. You never net ny dad. He's a
handshake guy. You know, kind of a -- it
was al ways an agreenent. And a couple years
ago when all this started to happen, we --
made himwite a letter basically saying,
okay, it's all right for Lakes Regi on Water
to use the property.

Ckay. So in effect, then, it's sort of if
the utility wants to pay for the
electricity, you can take as nuch water out
of here as you want.

Well, what's perm ssi ble by DES.

Ckay. And the water that cones out of
there, then there's no guaranty of quality
or anything like that by your parents.

Wll, it's -- no, no. |It's extensive
testing. We have to still do all the
testing that is nornally required on a well.
| nmean, we've done nultiple and nultiples of
tests on it, fromuraniumto arsenic to
anyt hi ng el se.

And that permt is going to be issued to the
utility then.

| would assune so, but | really don't -- |

15
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[WITNESS: MASON]

16

never really tal ked to DES about how t hat
woul d wor K.
|"mjust trying to figure out who's
responsible for the quality of the water
that gets delivered fromthat site.
There really shouldn't be any issue with it.
But, you know, | nean, it's -- | can't
i magi ne there would be. But | don't know
t he answer to that.
Ckay. Well, that's sonething we need to
find out: Who is the permt going to be
i ssued to, and who's responsible for neeting
the conditions of that permt? |Is it your
parents or is it the utility?
Right. GOkay. | can definitely check on
t hat .

CHAI RVAN | GNATI US: Wl l, is the
permt application sonmething that's already in
the record?

THE W TNESS: Yeah, | believe it

MR. RI CHARDSON: There is an
application for prelimnary permt that is

submtted to DES under the DES-approved
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[WITNESS: MASON]

schedule, and that's in LMWR [sic] Exhibit 14.
And there are other docunents that the
Conpany' s al so provided that are not i ncl uded
in that exhibit but that relate to sone of

t hose questi ons.

For exanple: The Conpany has
proposed to DES and OCA, and provided to
Staff, an explanation of its view of how this
ultimately would be transferred as a Lakes
Region Water utility property. And we were
contenplating filing an affiliate agreenent.
We were contenpl ati ng basically requesting
either a step increase as part of this case --
which is now no | onger a proposal that we're
making. It looks like it will have to cone in
a future case.

(By M. Harrington) Ckay. So in LRW14
there's a prelimnary report formfor new
small production wells for snmall comunity
wat er system dated Decenber '07. That's
the form | guess. The date is February 29,
2012. And it lists the water system owner
as Thomas Mason, Jr., president of Lakes

Regi on Water Conpany, and the well site

17
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[WITNESS: MASON]

owner i s Tom and Barbara Mason of
Moul t onbor ough, New Hanpshire.

So, am | correct in assum ng, then,
that the permit is being issued to Thonas
Mason, Jr. or the Lakes Regi on Water

Conpany?

A | would say that, but | don't know w t hout

talking to DES specifically.

Q Maybe that's sonmething we can cone back to
later on and find out exactly what's going
on. I'mjust trying to determne -- this
permt is going to have a nunber of
conditions on it, and I'mtrying to figure
out who's responsi ble for maki ng sure those

conditions are conplied wth.

A. Sur e.

MR RICHARDSON:. And if | may
provide kind of ny |egal analysis in response
to that question. M viewis that the
permttee will be the utility. And the DES,
we're expecting, is going to require an
agreenent or a letter, basically sone type of
bondi ng comm tnent fromthe owner of the

property that it is not going to be used for
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[WITNESS: MASON]

any purpose that's inconsistent with its use
as a water well supply, which basically
restricts the use of the property. And that
is sonething we're expecting DES is going to
request. So | think that, to ne, that kind of

answers the question as to how DES is | ooking

at this as a permt that will be issued to the
water utility -- that is, regulated as a water
utility -- by DES for a public water system

wth the understanding that they're
essentially issuing a waiver to allow an
i nformal agreenment to protect the property
rat her than outright ownership or a recorded
easenent, and the prinmary reason being that
there's an issue with the underlying cost of
the | and that woul d have to get resolved. And
that's the primary reason why, at |east ny
understanding -- | wasn't involved in the
earlier phases of this proceeding. But that's
the primary reason why the Mount Roberts
project was basically taken out of the
Conpany's rate request in this case.

CMSR. HARRI NGTON: To make that

answer a little bit shorter then, the Lakes
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[WITNESS: MASON]

20

Regi on Water Conpany, the utility, will be
issued the permt, and they wll be
responsible for conplying with the ternms of
that permt.

MR. RI CHARDSON:. Absol utely,
because they put the water in the pipes.
So. ..

CVBR. HARRI NGTON: Thank you.
(By M. Harrington) And just to get back to
it again, since you don't own any of the
equi pnent on there, none of that is

obvi ously being placed in the rates at all.

No.
Ckay. And you nentioned -- if there was any
mai nt enance or electric cost, howw |l you

be collecting the costs associated with
that, | nmean, if you have to pay for the
electric bills for the punps?

It's a separate service, and it only goes to
the tanks and to the wells. You know,
there's a --

No, | don't nean physically how you know how
much it is. Were are the funds going to be

comng fromto pay for running punps that
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[WITNESS: MASON]

21

are not in your rate base?

They're going to have to cone fromthe
general operations.

And are those accounted for in any of your

present rates right now?

Those -- | would say no.
And you' ve excluded themfromthis filing.
So it sounds |like these punps wll be

runni ng sonetine this summer. So the cost
of running that Munt Roberts equi pnent will
cone in as a loss to the Conpany then?

| would say so.

Ckay.

| don't think it's a ton of -- you know, a
very substantial anmount of noney. They're
not huge punps. They're, you know -- |
woul d say the electric bill up there
probably isn't over, you know, naybe $500 a
nmont h, four or $500 a nonth. W're talking
about a limted -- you know, probably, say,
| ate June, July and August. So it's not a
huge anount of noney.

And then, again, the future of this will be

det er m ned about what happens on t he need
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[WITNESS: MASON]

for the -- | can't renenber the nane of the

conpany -- to whol esale the water to?

A. Correct.

Q A coupl e qui ck questions on the conpany
structure. I'mstill trying to get this
straight.

The conpany is -- the conpany itself,

the utility, is owed a hundred percent by

your parents.

A Ri ght .

Q Ckay. And they're the stockhol ders and al so

t he board of directors.

A They're part of the board of directors,

right.
Q Ri ght. And who appoints the board of

di rectors?

A That was before ny -- I"'mnot really sure on
that answer. | nean, ny parents own a
hundred percent of the stock. | suppose
that they -- you know, how it happened was

we all sat down as a famly and di scussed,
you know, that everybody be included in sone
way in the conpany as a board nenber or --

inny case, | runit. [|'mnot even on the

22
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[WITNESS: MASON]

boar d.
' mjust assumng that there has to be sone
met hodol ogy, sone | egal process where
sonebody, nmaybe two stockhol ders, since they
own the whol e conpany, we're going to
appoint A, B and Cto the board of
di rectors.
Yeah, we -- our past | awer, Don
Crandlemre, added ny sisters to it a year
or so ago, or a couple years ago. |'m not
exactly sure when. And -- however, | don't
renenber the legalities of it at the tine.
Ckay. Al right. Wll, we'll just |eave
t hat al one then.

On Exhibit LW-- LRWG6, Page 6, which
is your rebuttal testinony --
Excuse ne?
Your rebuttal testinony. Sorry. |Is this
t hing not cl ose enough so you can hear ne?

You nmentioned the five-year capital
i mprovenent plan. And we discussed a little
bit about this earlier. And if you would go
to LRW12, Page 6, that's the settl enent

agreenent from 2008. And in the settl enent

23
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agreenent there were two -- there appear to
be two filings that were required. One was
on Page 2, under Section A, which was
covered by the stipulation agreenent that
was di scussed earlier. But there was al so
another filing on Page 6, Section E, little
I, where it tal ks about Lakes Regi on agrees
to prepare a construction budget for 2008
t hrough 2010 and agrees to prepare a source
and use of funds statenent for that sane
peri od.

Now, the five-year budget that we
di scussed earlier that was in your rebutta
testinony, | haven't been able to find
anyt hi ng equivalent to that. Was a
constructi on budget for 2008 through 2010
ever prepared and submtted?
| believe that was a tinme when we were
having all the neetings, the quarterly
meetings with the Staff, DES. And | think
OCA was there also. | believe that what we
did is we kept working through construction
agreenents and tal ki ng about them | don't

know that there was one officially put

24

07-105/10-043/10-141/11-021}{03-15-12/ DAY 2 P. M

ONLY}




© o0 ~N oo o b~ w N

N RN N NN R R R R R R R R R
A W N P O ©O OO N OO O »d W DN -~ O

[WITNESS: MASON]

together |ike the 2011 one.

Ckay. And getting back to the present
constructi on budget, which would be in your
pretrial filing -- | think that was the one
that there was sone debate over which
exhibit it is. | believe it's exhibit --
well, Page 33 of LRR -- LRWExhibit 6. And
there's a list there for capital projects
from 2000 to 2016.

What page did you say agai n?

Thirty-three. It's part of attached
Exhi bit E.
Yeah, | got it.

| believe, and I just wanted to confirm
this, that you had nentioned earlier that
not everything from 2011 had been conpl et ed;
is that correct?

Correct. There's still sone itens on there
that didn't happen.

How nuch? | mnmean, can you just give ne a
rough figure of the noney? How nmuch? Are
we -- there's quite a bit of noney here.
Yeah, right. | don't have a breakdown.

What we had done is we prepared it by

25
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A

di vision, by the 17 divisions, and kind of
got lunmped in here. So I'mnot actually
exactly sure on sone of these things which
projects --

Coul d we say, then, in rough figures, half
of themremains to be conpleted, a quarter

or 90 percent?

|'mgoing to guess half. But that's
strictly a -- until | look at exactly
what -- |i ke replacenment undersized nain,

" mnot sure exactly where that was.

And just a followup to, | think -- I'"m not
sure whose question it was earlier, but they
tal ked about this. | nean, we have things
in here like repair and repl acenent, which
assune sone of that would invol ve | ooking at
punps and neters and office equi pnent. Many

times that's going to involve mai ntenance

wor k, not capital replacenent. But this is
just -- I"'mtrying to figure a way you'd
budget. You'd just put it all into the

capi tal budget? You don't break it down to
an O & M budget versus capital ?

Ch, no. | think we have an O & M budget.

26
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And these are -- you know, take conputer
equi pment, upgrade conputer. W had to --
our software package that we had went
obsol ete, and they woul dn't support it
anynore. So then we had to go out and do
sonet hing different.

Shop equi pnent, tools. I|I'msure that's
sone new equi pnent that we bought. | think
it was sone electrical neters we used for
testing certain electrical issues.

There's a lot of repair and replace. So is
that just because you don't know what you're
going to do, or is that standard term nol ogy
you use when you feel you're going to

repl ace sonet hi ng?

Repair main on Valley Road... replace main
on Val |l ey Road?

Well, 1f you |l ook at various years, it shows
up in quite a few pl ace.

Ch, yeah. |If you look at, like, repair
existing well, it neans you kind of rehab
it. You got a well that's in place. You
can go down and have ways of cl eaning them

to nmake them better
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Ckay. |I'mjust trying to figure. Those you
consi der capital cost, not O & Mcost.

Yes.

Ckay. Al right. Thank you. I'msorry
about junping around here a little bit with
my questions. | haven't had a chance to put
themin specific order.

Sur e.

l"mtrying to get a handl e on who perforns
t he overall engineering managenent of the
system And by that | nean, you have water
systens have a constant barrage of new
regul ations, as you're -- I"'msure you're
aware of, that cone at you. You have
different things with capacity changi ng
because you're bringing on new houses onto
t he system soneti nes.

Ri ght .

You have sonething that breaks or whatever.
Is there anybody that's performng |ike

the -- who does that function of the

engi neeri ng nmanagenent of the systemto
ensure that it's going to work and it's in

conpliance with the -- wth all the permts

28
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and so forth?

Jake, right there. Jake Dawson, with the
white tie. He is kind of like our systens
specialist, as far as contact with the
State, working with the DES, working with
the different prograns that are out there
and avai l abl e, planni ng what needs to do --
what we need to do, when. You know, we have
a ton of telenetry out there now that tells
us we can pick up -- you know, it's a cel
phone base that goes to a web site,
basically. So we can pull all that up, and
we can actually tell when there's a leak in
a subdivision. W pretty nmuch get an idea
pretty quick by tracking things. And he
monitors all that stuff to make sure that it
goes -- you know, that we get peopl e out

t here because it's using too nmuch water or
too nmuch power. You know, we track our
power usage, see if there's any changes in
power over a period of tine.

So you have sonebody that's perform ng that
functi on.

Yeah, yeah.
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| just wanted to nmake sure. And agai n,

apol ogi ze for junping around. But getting

back to the Staff Advocate exhibits, which

were 8 and 9, having to do with the

affiliate agreenents.

Ckay.

And there's also, | believe, LWR [sic]

Exhi bit 10 was anot her exanpl e of an

affiliate agreenent.

Hhrm hmm

And one of the questions | had, there was

sone di scussion on a few things on here.
First, when it tal ks about the

contractor -- water conpany utilization of

contractor personnel in any of these

agreenents and there's a rate that cones up

down there, you had said, for exanple,

personnel, including a pickup vehicle, was

the sane as what you see in the Appendi x A,

which lists things |ike enployee's hourly,

payroll tax, et cetera.

Correct.

There doesn't appear to be an overhead cost

in there. | s there sonewhere?
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There -- well, the overhead cost... well, |
actually don't know how our account ant
figured it out. | couldn't tell you. Wat
we did is -- he's pretty thorough.
Nor mand's pretty thorough. And basically,
he cane up wth nunbers that represented
everyt hing, you know.
So it's safe to assune sonething in there --
Yeah, there's --
(Court Reporter interjects, as parties
are speaking at the sane tine.)
-- accounts for the cost of the buil ding,
for adm nistrative staff, for tel ephone
bills. Al that gets sonehow filtered down
into these hourly rates.
| believe so.
Ckay. Thank you. And one ot her question I
had on those. |If you go to the Staff

Advocate's 8, at that point, under

Appendi x A, it says "contractor utilization
of water conpany personnel." And it has the
personnel, including the pickup vehicle, and

it says $50 an hour. Then, if you go to

Staff Advocate 9, the sane thing under
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Appendi x A, personnel, including the pickup,
goes to $19 an hour. And that was held
through to LRWExhi bit 10, where it's still
the $19 an hour. And | believe you said
that that's probably gone to $25 now.

A Correct.

Q Why was it $50 for, | don't know how | ong?
At least in 2008 it was $50, and then it

went down to 19.

A | don't know that it actually was. This was

a first attenpt, and it was when we were

doing the neetings with Staff and everybody.

And the original thought -- you know, when
you first look at it -- or we first | ooked
at it, we thought, well, it should probably

be even on the first | ook. But once we
started to figure out that there was an
issue with that -- you can't send sonebody
out, and | can't charge extra noney for
them so | can only charge what | charge ny
normal custoners, which didn't | eave any
noney for LRWWater Services. |If | was
payi ng Lakes Regi on Water $50 and chargi ng

t hem out at $65, there just wasn't enough
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there to do it. So then we got | ooking at
nore of a cost-of-service type of thing, you
know, what it actually cost the water
conpany.

Ckay. You were asked about bidding, and it
appears that your answer was for projects
and mai ntenance fromthe utility, and that
on the day-to-day activities, a leak in the
line or sonething like that, it just didn't
lend itself towards bidding it out because
you needed soneone that was famliar wth
the system who could respond pretty rapidly,
|i ke a service conpany does.

Correct.

Now, what about -- you have schedul ed

mai nt enance on capital projects. Let's say
you know t hat once every five years you're
going to pull apart Punp 21 or whatever and
do sonme work on it, and you're going to
schedul e that for April because it's a

| ow- usage nonth or whatever. Do any of

t hose projects get bid out, or do those
automatically go to the service conpany as

wel | ?
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Sone of themget bid out. The mgjority of
them-- it ends up being that we get very
| eery about projects, because at the end of
t he project we have to pay the contractor.
And what ends up happening is, you know,
when LRW Water Services does it, it can keep
the bill, you know, and pay it over a year
or whatever. But if you go and hire the
contractor to do the sane job that you can
do -- and then at the end of the job,
obvi ously the guy wants to be paid. It
makes it kind of difficult.
Ckay. But if I were to ask, then, you would
be able to show ne exanpl es of where sone
projects had been bid out.
Ch, sure.
Ckay. But the main reason that you -- |I'm
trying to figure out how you incorporate
that into the cost.

| guess what you're saying is the
service conpany sort of floats the cost of
this for sone period of tinme at no charge to
the utility.
Exactly.
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So when you incorporate that into the cost,
they're comi ng out cheaper, you believe, in
the long run?

Yeah. | nean, it gives us tine to pay it
off in increnental anounts and there's no
interest involved. And it takes sone of the
stress off the water conpany.

Ckay. There was sone statenents made
earlier -- and | guess it's taken from
various parts the testinony. But it was
said that one of the problens was the | ack
of the ability to borrow noney from ot her

t han the sharehol ders was one of the
problens facing the utility, as well as the
| aggi ng nature of step increases for capital
expendi t ures.

Am | correct in assumng that the
particular rate case that we have in front
of us noww !l not cure those probl ens?
Anything will help. But until the conpany

has a positive cash flow, it's hard to

attract people to -- you know, even banks --
to fund things. 1|'ve had many banks say
they were willing to fund things, but their
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problemis they get hung up on the fact that
| can't show a repaynent nmethod that seens
to work through the rates. Again, when you
| ook at the length of a note, or even a
20-year note, and you get 50-year payback
fromthe custoners, they | ook at that and

t hey go, That doesn't nake any sense to us.
You can't -- you know, we can't see how
you're going to pay that paynent every

nont h.

Q Ckay. And as far as the "other than from
t he sharehol ders,” that woul d represent your
not her and your father --

A Correct.

Q And | think you said earlier that one of
your sisters now has power of attorney for
your father?

A She does.

Q So her and her nother are the two that woul d
make any future decisions on the
shar ehol ders | oani ng nore noney to the
utility?

A | would think it would probably be the three

girls -- the two sisters and ny nom

36
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Ckay. But only one of them actually has

power of attorney --

Power of attorney, right.

-- for your father.

Both of them are on the board of directors.

And along that line, there was a

statenent -- | think it was nade by you.

|'"mnot quite sure. But it was in the

testinony that sonetines the | oans made by

t he shareholders to the utility could not be

pai d back. So they were -- the sharehol ders

were given -- were paid off in equity. And

l"mjust trying to work that out in ny m nd.
If they own a hundred percent of the

conpany al ready and they | oan additi onal

nmoney to it, how -- where does the equity

cone fromto give to them since they al ready

own all the equity in the conpany?

It doesn't. Wat ends up happening, it just

gets turned into equity. You know, they

i nvest ed about $850, 000 a coupl e years ago

in the conpany, and it just -- it's part of

the equity of the conpany now. They don't

get anything back out of it.
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Ckay. So it just becones part of the
conpany. In other words, the loan is
witten off and --

Right. There's no way for the conpany to
pay it back. So the reality was we just
decided that, rather than calling it a | oan,
that we mght as well just make it equity.
' mnot an accountant. So |let ne give you
an exanple and see if | can wal k through
this, just so | can followit.

Let's just say the conpany was worth a
mllion dollars. The sharehol ders |oan the
conpany $500, 000. A year |l ater, everyone
deci des there's no way the conpany can pay
t he $500, 000 back. Presumably it went to
sonmet hing into the conpany to increase the
capital value of the conpany. So that's

just turned over to the sharehol ders as

equity. |Is that kind of the way it works?
Well, I don't knowif it's -- it's not --
they don't have access to it. It's in the
company.

It just remains in the conpany which they

own.
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Yeah. They don't get a dividend. They
don't get anything like that. It's just
straight -- it increases the value of the
conpany, the equity in the conpany, but
purely on paper. You know, they don't --
there's no dividends.

And you had nentioned that no one woul d | oan
you noney. That's a big problem Yet, you
had that ARRA | oan through the SRF, who were
willing to | oan you noney at a very, very,
very, very good rate. Better than you're
going to get from any bank.

Ri ght .

In fact, if you | ook at sone of the nobney
borrowed over the years, it would be in the
vicinity of maybe 50 percent of the rates
you' re tal king about, or |ess.

Ri ght .

And yet, you didn't take that. And it seens
like -- and I"'mstill trying to -- 1
understand you're trying to pay back this

40 -- the depreciation is 40 years and the

| oan ternms are 20. But how are you going to

get any nore noney? | nean, is there
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sonet hi ng better than that avail abl e?

No. | nean, what we -- well, sort of now.
After Sarah Pill sbury sat through the
nmeeting on Friday, she called ne on Monday,
and she had contacted the Feds and tal ked to
t hem and had cone to the conclusion that she
could actually offer a | onger term note
because she saw there was a real issue with
t he problemthere, you know, the payback
problem She infornmed ne on about Tuesday
that they had okay'd it, and that if -- we
had put in two applications for SRF noney
about a nonth ago. | don't know where we
rank. But we put in sone apps. And that

we -- you know, her feeling was we could
probably at |east extend it out to 30 years.
And if you were able to get a 30-year term

t hat woul d be sonmething then you' d be nuch

nore willing to consider?

Well, anything closer is better. But I
still have to get to the -- you know, |
really have a hard tinme until | can get to

the point that, if ny paynent's $1, 000 a

nonth, that | collect $1,000 fromthe
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cust oner sonehow.

And given the -- let's just say -- let's
assune that sonehow the 30 years was
sufficient. That still |eaves the hurdl e of

havi ng your parents co-sign, if you wll,

for the loan. Wuld that still be an issue
or --

Well, it's not -- | don't think it's an
issue. It just becones -- | nean, they have

to be guaranteed that there's enough noney
to pay the note. And | don't think anybody
woul d sign, personally guarantee a note that
t hey knew they couldn't pay. | nean,
they're both -- it's not |like they can go to
work. They're both fairly -- you know, they
can't supply nore npbney into that note than
what cones in fromthe conpany. So if the
note exceeds the anpbunt that they're getting
a nonth fromthe custoner, | don't know how
you pay the note back

But they did sign notes like that in the
past before.

They had. Again, |I'mnot sure | would.

You had said the other day, | think it was,
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that the design basis of the conpany --
meani ng the whole structure -- is based
around the demand for water in the first
week of July.

Correct.

Ckay. So it seens to ne as if you have a
structure set up where for a very short
period of tinme you have a very hi gh denmand,
and for a very long period of tine you have
a fairly snmall denmand; yet, your collection
of paynents is based on per gallon of water
consuned.

No.

Ckay.

We have a huge base charge per quarter. |
mean, that's --

That's what | was trying to get. How nuch

is that?

Yeah. | don't know the exact nunber. But |
think it's -- on the netered custoners, it's
around a hundred and -- hang on --

AUDI ENCE MEMBER: Hundred ten.
A hundred and ten dollars a quarter. That's

if you use water or you don't use a drop.
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Ckay. So that would work if -- you get
charged on the per-gallon -- you accunul ate
on the per-gallon basis, and if that stays
bel ow $110, you pay that.
No, no. You --
You pay the $110.

(Court Reporter interjects, as parties

are speaking at the sane tine.)
The $110 is the mininmum quarterly charge,
regardl ess of how much water you use.
Correct.
And if you use enough water so that your
bill on a per-gallon basis goes above $110,
what happens then?
No. What happens is it's a base charge that
everybody gets charged, no natter whet her
you didn't even use your house.
Ckay.
And then it's $4 and sonething cents per 100
cubi c feet beyond that. Qur average person
uses about 2700 cubic feet a year. So
that's 27 tinmes $4 and what ever cents.
That's an average water bill. It works out

to be, for a netered custoner, about $490

07-105/10-043/10-141/11-021}{03-15-12/ DAY 2 P. M

ONLY}




© o0 ~N oo o b~ w N

N RN N NN R R R R R R R R R
A W N P O ©O OO N OO O »d W DN -~ O

[WITNESS: MASON]

44

per year is what our average netered
cust oner uses.

Qur average fixed-cost custoner, which
isit's a straight math deal, no neters,
where they just pay four quarters a year --
you know, once a quarter for four
quarters -- is about -- I think it's
slightly less, $465-ish, $470.

Now, I"'ma little confused. GCetting back,
you said it was $490 per year for your

nmet ered custoners?

That's an aver age.

And that's the charge above and beyond the
$110 a quarter?

No, that's inclusive.

So, that's $440 base charge. So your

aver age custoner only pays $50 a year based
on usage-?

That's why we're not really thrilled with
meters, because 82 percent, roughly, of our
peopl e are second- hone people. And they
just -- you know, they don't use a | ot of
water. The PUC s web site says that the

aver age person uses 8800 cubic feet. Well
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our netered data that we've had for 25 years
now says that our custoners only use

2700 cubic feet on average.

Ckay. Have you | ooked into, then, raising

t he base charge to account for the fact that

it's sort of Iike a denmand charge we i npose
on electric conpanies -- or electric
custonmers, where you want to use -- you have

all the water you want on July 4th, but you
use so little water the rest of the year?
Is the base charge -- doesn't seem
sufficient to cover this.

Correct. And nornmally when we get a rate
i ncrease, it's base charge -- you know,
there's always an addition to the base
charge. And then there's usually a snall
addition to the netered charge. You know,
we'd rather have it in the base charge for
I ncreases. But we have to work with PUC
Staff to kind of coordinate that.

So the base charge is just paid

regardl ess --

Regar dl ess.

And you said it was four sonething for a

45
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cubic foot of water for 100 cubic feet --
For 750 gal |l ons.

Ckay. So if you use 750 gallons in one
quarter, you'd be charged $110 plus the

f our - sonet hi ng.

Correct.

Ckay. So | can understand how t hat goes.
That's all | have for right now Thank you.

CHAI RMVAN | GNATI US: M. Scott.

| NTERROGATCORI ES BY CMBR. SCOITT:

Q
A.

Q

Good afternoon.

Hi .

On your reply testinony, which is LRW

Exhi bit 6 -- you've kind of already talked
about this -- on Page 31 you have -- you

t al ked about earlier the business finance
authority letter. |In ny paraphrasing, not
yours, it seens that one of the concerns
your senior credit officer had was the fact
that at the tine there was a civil suit
hangi ng over the Conpany's head. Again,
this is nmy paraphrasing, not yours. But
that created an uncertainty on what woul d

happen financially for the Conpany. And
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that seened to ne one of the main reasons,
in reading this docunent, why they were
recommendi ng perhaps this not be approved.
Is that fair?

Well, it definitely was, you know, a problem
at the tine. That was during the court
case, and it kind of all coincided at the
time, definitely.

So can you update us on the status of that
civil suit?

The civil suit is still -- 1 won't say it's
out there. Wiat it is, we just went before
the Suprenme Court wth sone questions over
Consuner Protection Act, in which we -- our
t eam was successful in getting that changed
around. So at this point, we're trying to
close it out. At this point, it's a |low
dollar, no nmatter what. It's not a whole
bunch of i ssue.

And as far as the nonetary fine, that
was for three years. And that will be done,
| believe, in |late Septenber, our fine
schedul e and our probation or whatever you

want to call it.
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So, based on those two things you just said,
that seened to take away a fair anount of
why the credit officer was suggesting you
don't go ahead with the SRF and the stinmulus
noney.

Oh, I"'msure it helped -- | nean, |'m sure
that wasn't a good thing.

And you just discussed with Comm ssi oner
Harrington the SRF and the fact that DES has
said maybe we can do this over 30 years now.
Yes.

What | didn't hear fromyou is are you

pl anni ng on going ahead with that? O
what's the Conpany's plan at the nonment?
Well, I'"'mhoping to -- one of the reasons
we're here in front of the PUC today is to
try to work out a way that works for us.

|'d borrow noney in a heartbeat, as |ong as
| can pay it back. | don't want to get in
the position where | can't pay the noney
back. There's not enough of a revenue
streamto pay the note back. It just
doesn't nake sense to ne. Thirty definitely

helps. And it mght work. | don't know. |
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haven't figured out the nunbers yet. It
m ght help and it mght nmake it work. But
to go the opposite way and say, all right, |
know that |1'mgoing to be setting up -- |I'm
going to have to find a way to subsidi ze
this, I don't know how you do that for a
smal | busi ness.
Ckay. Also in the sane docunent, but on the
next page, which is actually Page 32, your
Exhibit E on LRWG6, right in the center it's
| abel ed 2, starting with Deer Run?
Yes.
The next one down says Far Echo, and it
says, wth an asterisk, "NOV status." |
assune that's notice of violation?
Yeah. | don't believe there's any NOVs on
there right now The only thing we had to
do was... can | ask Jake? |'mnot exactly
sure.

MR. DAWSON: At the tine of that
docunent bei ng put together, there was a
possibility of an NOV. But we've corrected it
since. That was for the --

(Court Reporter interjects, as parties
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are speaking at the sane tine.)

MR. DAWBON: That was for the
| ead and copper issues. It never nade it into
any type of enforcenent process.

CHAI RVAN | GNATI US: For the
record, you are?

MR. DAWSON: |'m Jake Dawson
from Lakes Regi on Water Conpany.

(By Cnsr. Scott) So, on the sanme venue,

ot her than -- as you nenti oned before, so
there's no ot her outstandi ng NOVs or no
vi ol ations --

No.

-- outstanding --

No.

-- other than the Munt Roberts LOD?
Correct.

Al right.

And we' ve wor ked extensively with DES on
that. We've had tons of neetings about
where we're going and how cone it's taken so
|l ong to deal wth.

M. Harrington covered a |lot of ny

questions, so --
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CHAI RMVAN | GNATI US: That's a
good t hi ng.
CVSR. SCOIT:  Yes.

Q (By Cnsr. Scott) The board of directors.
Could you help ne a little bit nore with
their 1 nvolvenent? Do they have any
i nvol vement in the managenent of the

conpany?

A No, not really. They're just on the board

of directors. Both of ny parents definitely
are not involved. And ny sisters are --
they both have their careers. Qher than
getting together every few nonths to talk
about what's going on -- and we update them
on the phone pretty regularly -- I'mpretty

much in charge of the whol e thing.

Q So what would you say the board of directors
do then?

A | think they're there to, you know, oversee
everything and be on board. | don't know

t hat they have any, you know, offici al
capacity. Neither one of themare in the
wat er busi ness. Have never been involved in

it. So they kind of rely on ne to make

51
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deci sions, to nake -- to run the conpany
correctly.

Q On a simlar vein, you nentioned earlier

unf ortunately, sounds |ike your dad' s not
doi ng so great.

Yeah. No.

And possi bly your nom too, it sounds |iKke.

They're both getting ol der.

o > O »

Both for the board of directors and as

owners, is there succession planning in

pl ace?

A Utinmately, I'Il end up -- you know, |I'Il| be
conpletely in control of the conpany. And
then neither ny sisters have any interest in
it, sol'll have to work out sonething with
t hem

Q All right. | think that's all | have.

CHAI RVAN | GNATI US: Thank you.
| have a few questions.

| NTERROGATORI ES BY CHAI RVAN | GNATI US:

Q Just a couple factual things to tie up that

| think you' ve probably spoken to, but I

wanted to be certain of.

The uraniumtreatnent in the Tammorth
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system is that -- what's the status of

t hat ?

That is under design. W have hired an

engi neering conpany to | ook at, you know,
howto -- if it's worth dealing wth,
basically. W're kind of limted on land in
Tamworth. And the well that has the urani um
init is a pretty decent well. But what we
are now doing at the present nonment is
trying to figure out whether it financially
makes sense to nove forward, or is it better
to go find another piece of property. W
suspect it's probably treatable as a backup
well, as long as we don't want to run it all
the time. But | know the cost of running
the well would be pretty expensive.

So the well is shut down for utility

pur poses.

Yes. For any pur pose.

Go ahead.

| said for any purpose. It's just a capped
well at the m nute.

And is there a uraniumissue with any other

wells that the utility uses?
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| don't believe so.

The affiliate agreenents that are part of
this consol i dated docket, we've had a | ot of
questions about. And confess | didn't
follow the answer on why the anount that the
service conpany pays the utility for someone
in a pickup truck is different than the
anount the utility pays the service conpany
for sonmeone in a pickup truck. And | know
you' ve explained it --

That's fine.

-- but it didn't sink in. So let's try that
one agai n.

Ckay. No problem As far as the LRW Wat er
Servi ces people, the only way that they get
paid is if they have billable hours to
sonebody, whether it's Lakes Regi on Water or
it's Franconia or Alton or whatever. That's
how their nbney is generated. So if they
wor k for Lakes Region, that neans they're
not working for sonebody else. And | charge
Lakes Regi on $50, which is $15 | ess than
everybody else that | charge.

Let's be careful, though, because when you
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say "Il," sonmetines you nean |, the service
conpany - -
| know. | understand.

-- and sonetines the utility. So let's try
and use "service conpany" and "Lakes
Region,"™ which is --

Yeah, | under st and.

Ckay.

So LRWrelies on billable hours to somebody
to pay the guys. The difference with Lakes
Region Water is, the way | read the rule for
affiliate, was that it is based on cost of
service or cost of what the enpl oyee is or
cost to the conpany, and that their pay is
derived fromactual billing. They don't
have bill able hours. They just have --
their pay is based in the rates of the
people. So they figure so many hours a
year, or however that works, and we have to
repl ace that noney. W don't have to -- the
way | read it, it has to be replaced. W
can't pay less than what the conpany -- it
costs the conpany for this person. But that

is the way we base it. So we took and we
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originally figured it out at $19 or

what ever, right around there. That was
three years ago probably. A person, a

pi ckup and all the things that go along with
it cost that nmuch noney. At this point, |
think it's nore in the $25-an-hour range,
accordi ng to Nornmand, our accountant.

And have you filed an anended affiliate
agreenent to be considered at that 