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What is your name énd what is your position with Penn?chuck Water
Works, Inc.? |

My name is Donald L. Ware. | am the Chief Operating Officer of the
Pennichuck‘Water Works, Inc. ("the Company"). | have worked for the
Company since 1995. | am a licensed professional engineer in New
Hampshire, Massachusetts and Maine.

Please describe your educational background.

I have a Bachelor in Science degree in Civil Engineering from Bucknell

University in Lewisburg, Pennsylvania and | completed all the required

. courses, with the excéption of my thesis, for a Masters degree in Civil

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

Administration from the Whittemore Business School at the University of
New Hampshire.

Please describe your'} professional background.

Prior to joining the Company, 1 served as the General Manager of the
Augusta Water District in Augusta, Mainé from v_1986 to 1995. | served as
the District's engineer between 1982 and 1986. Prior to my engagement
with the District, | served as a design engineer for the State of Maine
Departmet;t of Transportation for six honths and before that as a design-(‘

engineer for Buchart-Horn Consulting Engineers from 1979 to 1982.
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What are your responsibilities as Chief Operating Officer of the
Company?

As Chief Operating Officer, | am responsible for the overall operations of
the Company, including customer service, ’water quality and supply,. '
distribution, engineering and water system capital improvements. With
f_egard to capital improvements overseen by the Company’é Engineering

Department, | work closely with the Department and the Company’s Chief

' Engineer regarding project sele'ction, project design, project management

and construction management.

* What is the purpose of your testimony?

I will be discussing the operations of the Company’s and the impact of
these opérations on the requested rate inqrease. My teétimony will
interface with Larry Goodhue's and John Boisvert's testimony in regards to
addressing the operational proformas that are part of Schedule 1 and the

capital investments that impact Schedule 3.

~ Before beginning a detailed analysis for the Rate Case Schedules

please comment on how the change in ownership has impacted the
operations of the Company. |

The Company continues to operate its system in the same way as prior to
the acquisitibn. The operations work in eéch department continues to be
done by the.same people as pfior to the acquisition. The focus of the
operations employees, both béfore and after the acquisition, is to meet the

needs of our customers. The Company is supportive of the operations
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’staff and has developed strategic initiatives to insure that the Company

maintains highly motivated and well trained employees.. These initiatives

are listed in Pennichuck Corporation's Strategic Plan, which can be found

. on Pennichuck's web site, www.pennichuck.com under the Company

Reports section.

Please discuss the impact of the operating expenses and proformas
détailed in Schedule 1, the Operating Income Statement. |

The operating expenses reflected in the test year ending in December 31,
2012in conjuhction with the proformas‘ that | will be dichséing provide the
basis for the Company's Schedule 1. | will focus my discussions on thé
differences in ihe Operating Income Statement befWeen the year ending

12/31/2010 and the proformed test year ending 12/31/2012. As a matter

R—

of context, it is worth noting that the Company’s requested increase in

~revenues of 0.12% is far less than the 9.10% increase it would have filed

foras a publiciy owned company. The lower rate increase being sought is

* adirect reflection of the Eenefits of the acquisition of Pennichuck

Corporation by the City of Nashua, which are primarily derived from:

1. Reduced Return on Investment from 7.86% to 5.94% that
translates into a lower cost of funds for capitél investments.

2. Reduction in Public Company costs of 'approxi‘mately $1.87
million reflecting the total cost savings assaciated with the

change in ownership as detailed in Mr. Goodhue's testimony.
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Why do you compare the operating expenses for the year ending
12/31/2010 (Calendar Year 2010 or CY 10) to the proformed expenses
for the year ending 12/31/2012 (Calendar Year 2012 or CY-12)?

The comparison was made for the following reasons: |

1. The CY 10 data is readily available on the Company's Schedule 1.

2. The CY 12 data represents the expense data adjusted to what we

expect to experience during 2013. The proformed expenses reflect the
annualization of part year 2012 expense changes as well as the inclusion
aﬁd annualization of the known and measurable expenses that will be
incurred within 12 months of the test year ended on 12/31/2012. The
comparison of the expenses between CY 10 and CY12 presents a look
bver a 3-year time frame, which should eliminate the majorfty of expense
anomalies that may ocbur year over year, but are unlikely to occur when
doing an énalysis over a series of years. |
Please discuss elements of the Operating Income Statement,
beginning with the Production expense line explaining the difference
between the CY 10 expensé and'theCY 12 proformed expense.

The proformed CY 12 production expense is $148,457 more than the CY
10 expense or about 3.9% over 3 years (aboUt 1.3% per year); The
primary cause for this expense increase is purchased water costs
associated with the completion of the Derry — Drew Woods

Interconnection. In 2012, the Company purchased $123,204 of water :

from Derry versus $0 in 2010.

032



LS N

[3,]

~N O

10
11

12

13

14

15

16
17
18
19
20
21

22

23

Please explain the production éxpense proformas found in Schedule
1, Attachment B, Page 1.

This proforma adjustment reflects an annualizéd increase of $19,921 -
associated with a 2.5% increase in union Wage rates, a $26,315 increase
in non—‘\un’ion wages, and an increase in sludge disposal costs resulting
from an increase in ‘sludge disposal rates. As an offset to these increased
costs, the Company expects a reduction in its electric costé of $71,713 - |
based on bids received for the supply portion of its electric power bill in thé

fall of 2012. The new, lower electric supply costs went into effect on

‘November 1, 2012. The proforma for the Company’s electric costs

accounts for an additional 11 months of savings that the Company will

experience in 2013 | , | | ’ .
Pléase explain the changes to the proforma income statement
resulting in a $4,505‘i_ncrease iﬁ Transmission and Distribution
expense iﬁcurred between the CY 10 and CY 12,

This increase resulted from increases in nonunion and union labor wage

~ rates amounting to an annualized wage increase of $51,010. The

increase in wage rates was offset 'by decreased expénses associated with

main and servi_ce repairs in the amount of about $53,000. The cost
sévings were primériiy the result of fewer main repairs in 2012 Qersus
2010. This is consistent vyith the ebb and flow of operating ekpenses the
Company has discussed in previous rate cases where the cost to repair

water mains and services is higher some years and less in others. For
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instance, the cost of service and main repairs in 2011 was $40,000

. greater than the cost of service and main repairs in 2012.

Pleasé explain the Transmission and Distribution expense proforma _
found in Schedule 1, Attachment B, Page 2.

This proforma adjustment reflects the annualization of the increase to the
union wages of 2.5% amounting to a $31,393 wage increase in
conjunction with an increase in non-union salaries in the amount of
$19,617, resulting in an overall proformed wage impact of $51 ,0_1 0.

Please explain the $238,444 increase in Engineering Expense
between CY 10 and CY 12.

The CY 12 expenses include two additions to the engineering staff in
2013; a Water Supply Engineer in training and an Asset Management

Project Leader. The Water Supply Engineer in training is a replacement

- for the Company's water supply engineer who left in the spring of 2009.

The Asset Management Project Leader is the Compa.ny’s lead onits Aéset
Management, Data Presentation and Coliection and GIS projects. The
value of these projects to the Company is described in Mr. Bbisvert’s
vPennichuck Water Works testimony. In addition to these two new staff
positions, the Company added an AUTOCad Technician in 2011. These
three positions account for $174,000 of the $238,444 increase. The
:remaining amount of the increase in engineering expenée 'is the résult of

three years of annual wage increases and about $8,500 in fuel expense

increases between 2010 and 2013."
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Please explain the $40,520 decrease in Customer Accounts and .

Collection expense incurred between CY 10 and CY 12,

The Company is proforming a decfease in print management costs of
$39,415 as detailed in Schedule 1, Attachment B, Page 4. This reduction
in operating expenses is the result of a recent réquest for bids_to proVide
the Company's print rﬁanagement, which resu[ted in a lower amount of
$42 800 with an offset for increasedvpostage costs of $3,385. The bid
process was compléted in advance of the expiration of the existing 2-year

contract for these services, which was set to expire at the end of 2013,

realizing these cost reductions in advance of 2014. -

Please explain the $405,781 increase in Administrative and General

Costs between CY 10 and CY 12?

The majority of the administrative savings achieved were the result of a v

reduction in the number of Company officers ahd their related

compensation, resulting in total savings in wages of $1.2 million between

officers out of the 2012 expenses. Other expense savings associated with

~ the 2010 and 2012 expenses, after proforming the salaries for formef

the acquisition are detailed in Mr. Goodhue's testimony.

Acquisition Savings, however, were offset _by thé’follc’)wing increases:
. .

27
3.

Increased Insurance Expenses--approximately $228,000;
Increased Retirement Expenses--approximately $520,000;

Increased Health Care Expenses--approximately $280,000;
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4, Increased Computer Equipment Maintenance Expenses--
approximately $42,000; and |

5.  Three years of annual wage increases for the Company’s customer
service, information technology, administrative and aécounting staff.

Please explain the proforma found in Schedule 1, Attachment C,

Page 1.

~ This proforma annualizes the April 2013 wage increases included in the

Administraiive and General Expense account. The proforma also
eliminates all salaries paid in 2012 to the former executives (discussed

above) through their departure/termination dates, between late January

and early May of 2012.

Please explain the more significant proforma adjustments detailed
on Schedule 1, Attachmént C, Page 2 |

The proformas detail some of the changes in expenseé discussed
previously. Additioiially, the insurance proforma details the savirigs that
will result in 2013 as the result of the Company’s renewal insurance
prémiums for the policy year beginning January 1, 2013. The $17,873
reductioh in insurance expenses from these 2013 policy renewals is an
offset to the $228,000 in insurance costs incurred by the Company

between 2010 and 2012. The $33,701 of increased Computer

- Maintenance Expenses is associated with the Company’s Asset

Management and GIS programs.
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There are no proforma increases associated with Health Care
expense. Please explain.

The Company is in the process of transitioning to a health care plan with a
$3,000/$9,000 deductible from a plan with a $2,000/$6,000 deductible.
The new plan will have higher Co-pays and a four-tiered drug plan. The
transition between plans is expected to keep health care costs flatin 2013
relative to those experienced in 2012. The change in plans is set to oceur
in 2014. |

Please explain the reduction in Interdivisional Management fee,

pursuant to the 2006 Cost Allocation Agreement, of $375,330

‘between CY 10 and CY 12.

This reduction is the direct result of the City's Acquisition of Pennichuck
Corporation and reflects the savings at the Corporate Level of decreased

expenses associated with being privately owned versus a publicly traded

company.

. = What is the overall impact of the operating expense proformas and

the CY 12 operating expenses when compared to the CY 10
operating expenses? ;

The CY 12 operating expenses are $381 ,338 greater than the year ending
CY 10 eperating. expenses or about 3.4% over 3 years. |

Please discuss the Property Tax section of opefating deduetions

section of the Operating Income Statement.
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Property taxes continue to escalate at rates well in excess of inflationary

levels. The increase in property taxes between 2010 and 2012 of

- $650,052 translates to an ir{crease of ju‘st over 23.4%. During this same

time frame Plant in Service, net of depreciation expense and the Municipal
Acquisitibn Regulatory Asset increased by 2.1%. Schedule 1, Attachment
D captures the projected increase in property taxes associated with the
asset additions and reﬁréments reflected in Schedule 1.A. Attachments A
and B.

Relative to impacts on the 6perating revenues please explain what
has happened to the consumption patterns in the Company?

The Company evaluated consumption patterné by focqsing on the winter
quarter consumptipn as it is not impacted .by-summer usage and irrigatioh,
and is considered in the industry to be representative of base residential
consumption. Exhibit DLW—1 details the current consumption pétterns.

This exhibit shows a clear drop in base residential per day household

,consumption, amounting to 9.4% over the past 3 years. The impact on

revenues of the drop in base consumption of 10.2 CCF per household per
year was partially offset by a 2.6% increase in customers. CY 12 revenues
were slightly higher than these granted as part of DW10-091 as a result of
higher_ surhmer sales. The base consumption in 2012\was 8.5% less, or

352,928 CCF in comparison to the 2009 based consumption. The

seasonal consumption in 2012 was 435,074 CCF greater than in 2009

11
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with the net result being that volumetric sales in 2012 ended up being
82,146 CCF greater than in 2009. |

The variance in Seasonal load of 435,074 CCF at current rates of $3.30
per éCF translates into a revenue swing of $1,468,744 or a poténtial
operating loss of abodt $750,000. This swing in operating revenues due
to summer usage and the resultant variance in net income presents a
chéllenge to Pennichuck with its current rate structure. The miriimél ,
émount of ~equity in ihe business limits the return that can be used to cover

reductions in operating revenues.

Does the Company plan to increase its level of equity to deal with

this challenge?

In DW11-026 the Compény indicateci its desire to keep equity

le{tels low in order to keep rates as low as ,pdssible. The level of équity in
the Company may increase slightly in the future in the event the Company
has year-end retained' earnings that it can reinvest in its water systemé..

Has the Company p'ronioted conservation?

The Company has promoted conservation through semi-annual mailings

that have discussed proper lawn irrigation practices and that have
promoted the use of water saVing ﬁxfures. Additionally, the Company's
move to monthly billing allows a pricing signal to be sent in a timely

manner to customers who choose to irrigate.

 Without a change in rate design, promoting conservation further will affect

those who are least able to buy water saving fixtures. As more
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conservation occurs, the water rate associated with the volumetric charge

“will need to go up to capture enough revenues to pay for the fixed costs

that are paid for with volumetric revenue dollars.

Does the Company seek temporary rates?

Yeé. The Settlement Agreement requires that the 'Company seek
temporary rates. Because the permanent rate relief sought for PWW is so
low, however, the Compény is requesting that temporary rates be set at
current rates. Because the Company does not seek temporary ratés ata

level above current rates, | have not provided separate testimbny in this

~ case, as | have for Pennichuck East Utility, Inc. and Pittsfield Aqueduct

Company, Inc. where we seek temporary rate increases.
Will the proposed increase be spread uniformly across the various
customer classes?

YES.

‘Was a Cost of Service Study prepared as part of this case?

- No. The last cost’ofAsérvvice study was prepared as part of DW 10-091.

Inasmuch as there was little change in the mix of customers, assets and

eXpenses since DW10-091, the Company determined that preparing a

Cost of Service Study was not justified.

Please summarize the impact of the Company’s rate increase request

by Customer Class.
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The Tariff pages and Report of Proposed Changes sheets which detail thé |
impact or the rate increase by customer class are found in Sections 6 and
13 of the filing.

What is the status of the Company’s Water Infrastructure and

Conservation Adjustment Charge (WICA) Pilot Program?

The Commission issued Order No. 25,510, on May 15, 2013, in Docket
No. DW 124359, approving the Company's schedule of 2013 cépital
projects. The Commission indicated in its order that the scope of this
proceeding will include an evaluation of the benefits of the WICA program.
The WICA process is a rﬁulti-step, multi-year endeavor that will take
several years’ worth of data to fully evaluate with respect to the ultimate
benefits refated to the rate of infrastruct.ure replacement, frequency of rate

cases, mégr{itude of rate increases, and effect on system reliability. For

- purposes of this first evaluation and whether to extend the pilot program,

the process is working as expected in that we identified a three-year list of

-projects, focused Iargely on water main replacement, established a

system for prioritizing main replacements, and coordinated main

replacement work with the municipality to achieve sharing of costs.

The first rouhd of capital projects has been approved and we will follow up |

with a request for cost recovery for these projects by yéar end, at which
time we will submit our request for pre-approval of 2014 capital projects.
The WICA program shows great prdmise in terms of customer benefits by

creaﬁng an analytical device that identifies and prioritizes ¢ritical

14
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infrastructure replacement projects and linking it with a sound cost review
and cost recovery mechanism. As a result, the Company requests that
the Commission extend the WICA pilot tovpermit it to develop fully so that

program benefits may be realized.

How does the Company plan to notify its custom.ers of the pending

rate increase?

In accordance with Puc 1203.02(c) and (d), the Company will be notifying

its customers regarding the rate filing by providing a form of notice. The
notice will be included in mailings to customers as part of its regular
cycle billing. Additionally, when the Commission issues the order to

,. N

suspend tariffs and schedule a prehearing conferent:e, the Company

will provide notification in area newspaper(s).

Do you have any other testimony to offer?

No.
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