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PROCEEDI NGS

PRESI DI NG CHAI RPERSON BAI LEY: Good
nmorning. We're here today in Docket No.
DW 19-84 to consi der Pennichuck's request to
i ncrease rates and alter the ratenaking
nmet hodol ogy applicable to Penni chuck. W
recei ved an affidavit of publication on
August 21st. | note we have one intervention
request fromthe Cty of Nashua, and the OCA
filed a letter indicating that it would
participate in this docket. W also have a
motion for confidential treatnent of certain
officer and director conpensati on and enpl oyee
wages. Before we get started, let's take
appear ances.

MS. BROMN: Good nor ni ng,
Commi ssioner G aino, and then may | say Chair
Bai | ey today.

PRESI DI NG CHAI RPERSON BAI LEY: It's

acting chair, | guess.
MS. BROWN: Thank you. | am Marci a
Brown. I'mwth NH Brown Law, representing

Penni chuck Water Works in this rate case. And

tony right is Larry Goodhue, who is chief
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executive officer of Pennichuck. To his right
it Don Ware, who is the chief operating
officer. And to his right is Carol Ann Howe,
who is the assistant treasurer and director of
regul atory and busi ness services.

MR. BOLTON. Steve Bolt, city
corporation counsel for the Cty of Nashua.

MR KREIS: M turn. Thank you.
Good norni ng, Conmmissioners. | amD. Maurice
Krei s, doing business as Don Kreis. |I'ma
consuner advocate. M job here is to
represent the interests of the utility's
residential custoners. | have a distinguished
teamw th me today. Jim Brennan, our director
of finance, and our new Staff attorney,
Christa Shute. And we're sorry it isn't
Conmmi ssioner Gainbo's turn to be the presiding
officer, but we take the Conm ssion as we can.

PRESI DI NG CHAI RPERSON BAI LEY: Wl |,
t hanks a lot, M. Kreis.

MR KREIS: Wll, it was your turn
yest er day.

MR TUOMOLA: Good nor ni ng,

Comm ssi oners. Christopher Tuonol a,
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representing the Public Uilities Conm ssion.
To ny left I have Jayson Lafl ame, assi stant
director of Gas & Water Division; to his left,
Robyn Descoteau, utility analyst in the sane
division; to her left |I have David CGoyette,
anot her analyst in the division; and at the
end, Anthony Leone, another analyst in the Gas
& Water Division.

PRESI DI NG CHAI RPERSON BAI LEY: Al
right. Are there any objections to the City's
notion to intervene?

M5. BROMN. None fromthe Conpany.

PRESI DI NG CHAI RPERSON BAI LEY: M.
Kreis.

MR, KREI'S: Comm ssioner Bailey, the
OCA doesn't have any objection to the Gty of
Nashua's intervention, but we do note that the
City of Nashua is the ultimate owner of this
utility. And it is | think unusual, if not
unpr ecedent ed, for sharehol ders of
i nvestor-owned utilities to intervene as
shar ehol ders in proceedings. M understanding
is that the Gty of Nashua is here inits

capacity as a custoner of Penni chuck \Water
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Works. That strikes ne as emnently
reasonabl e. But the Conm ssion shoul d
consider limting the scope of the Gty's

i ntervention along those lines so that
essentially there aren't two votes in favor of
t he sharehol ders' interests here in a docket
like this.

M5. BROMN. | f the Conpany may ask
that the Cty of Nashua just concur with that
characterization on its scope of invol venent?

PRESI DI NG CHAI RPERSON BAI LEY: My
understanding fromthe notion is that you're
here as a ratepayer. |s that correct?

MR BOLTON: That is correct.

PRESI DI NG CHAI RPERSON BAI LEY: Do
you have any objection to being limted in
scope as to your status as a ratepayer?

MR. BOLTON: No objection.

PRESI DI NG CHAI RPERSON BAI LEY: Ckay.
Thank you. All right. W're going to grant
the notion to intervene, but Ilimt it to your
i nterest as a ratepayer.

MR BOLTON: Thank you.

PRESI DI NG CHAI RPERSON BAI LEY: Al
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right. Shall we take up the positions on the
motion for confidential treatnent of the

enpl oyee wages and officer and director
conpensati on?

MR TUOMOLA: Staff doesn't have a
position at this tinme, Conm ssioners, SO0 we
weren't prepared to go forward with an
argunent for or against.

PRESI DI NG CHAI RPERSON BAI LEY: Ckay.
Al right.

MS. BROWN: And neither was the
Conpany. But having said that, the argunments
that are in that notion would be, if it needed
to make a position today, would be what is
al ready stated in the notion.

PRESI DI NG CHAI RPERSON BAI LEY: Al
right. M. Kreis, do you have any position on
what we should do about that?

MR KREIS: | think that you should
deny the notion.

PRESI DI NG CHAI RPERSON BAI LEY: Al
right. Well, then we're not going to take it
up today. W'Ill leave it to -- we'll treat it

as confidential until there's a ruling.
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Ckay. Wth that, Ms. Brown, why
don't you start us off wth your initial
posi tion.

MS. BROWN. Thank you,
Conmmi ssioners. |'mgoing to remai n seated
just because | do have sone prepared renarks
that | hope to abi de by.

Thank you for your tine this
norni ng. And just to summarize the petition,
Penni chuck Water Wrks has filed this general
rate case because it's presently in an
earni ngs deficiency. And to renedy that
defi ci ency, Penni chuck has cal culated that it
needs to increase its revenue requirenent by
approximately 3.7 mllion. And in the
petition it cited that bunp in revenue
requi rement would result in a 11.91 percent
rate increase. But it is conplicated, or
t here's sone nuance to that 11.91, in that,
if you ook at the inpact to the custoners on
t he bingo, what we call the "bingo sheet" at
Tab 5, it conmes out to a 7.85 percent
I ncr ease.

There is al so a QCPAC program for

19- 084} [ PREHEARI NG CONFERENCE] {10- 03- 19}




© 00 ~N oo o b~ w N P

NN NN R R R R R R R R R R
A W N P O © 0 ~N O O M W N B O

the City of Nashua, a new intervenor this
proceeding. The QCPAC is a qualified capital
proj ect adjustnent charge. It's an annual
true-up, and it's intended to incent aging
infrastructure or replacenent. And that
annual true-up is happening. And part of the
mechanismfor the QCPACis it gets absorbed
into the rate case. So, even though the
petition states it's 11.91, when you start
addi ng and subtracting other rate nechani smns,
the rate is either going to be 7.85 or
actually less for the general netered
custonmers because they wll have the credit
of the -- or they will have already had the
QCPAC changing their bills.

l'd like to nove on to the notice
I ssue - -

PRESI DI NG CHAI RPERSON BAI LEY:
Before you nove off of the QCPAC i ssue, can
you explain to ne why it nakes sense to file a
QCPAC in 2020 for recovery of the 2019
i nvestnments rather than do it as part of the
rate case with a step adjustnent?

MS. BROWN: Don would like to
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addr ess that.

MR WARE: So, back when the QCPAC
was granted, at the time M. Naylor was head
of the division, and he said this is in lieu
of a step. W don't want to see step
I ncreases associated with rate cases anynore.
Because basically we had a -- if you | ook at
this, this was an 18-year test year. And
normal ly we woul d have gotten a step for
capital invested in '19. That's effectively
what the QCPACis. So we could do it as a
step, you know, instead of doing a QCPAC
filing for the investnents made in '19, which
we would file for in "20 if we wanted to w ap.
it up as a step, or we sinply do the QCPAC
pr ocess.

PRESI DI NG CHAI RPERSON BAI LEY: Ckay.
It seens to ne like while you're in the mddle
of arate case, it may nake sense to do it as
part of the rate case. But | think -- could
you tal k about that with Staff in the
t echni cal session and figure out what the nost
efficient use of resources is for that?

MR WARE: Sur e.
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PRESI DI NG CHAI RPERSON BAI LEY: Ckay.
Thank you.

All right. 1I'msorry, M. Brown.

CGo ahead.

MS. BROWN: Thank you. | was just
going to make note for the record all of the
nunmerous notifications that the Conpany has
undertaken to notify the public and its
custoners of this rate case. And as you noted
earlier, the affidavit of publication was
filed noting that the notice of the rate case
was published in the newspaper, genera
circulation, within its service territory. In
addition, the custonmer notice that appears at
Tab 6 of the rate case filing was also nail ed
t hrough a special nmailing to each and every
custoner of Penni chuck, and that included its
special contract custoners. The Conpany has
posted a hyperlink on its web site to the
Conmm ssion's docket informng custoners of the
pendency of this rate case. And it also has a
QRA, Answers to Commonly Asked Questions about
the rate case to help informits custoners who

visit the web site of issues in the rate case.
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l'd like to turn to the issue of
what's driving the revenue defi ci ency.
Property taxes is one of them and these are
nmore fully described in Don Ware's testi nony.
Property taxes continue to be a driver of the
rate increases. Pennichuck, since its | ast
rate case, which was based on a 2015 test
year, has nade approximately 25 mllion in
i nvestnent in infrastructure nai ntenance
progranms, in addition to investnent inits
booster station and wells. As indicated with
the QCPAC, it's been nmaking investnents in
aging infrastructure. And this is an
I mportant program because it's reducing | eaks
i n unaccounted-for water. And just to
hi ghlight that, the investnent in
unaccounted-for water has resulted in the
unaccounted-for -- or the investnent in
I nfrastructure has caused the unaccounted-for
water to go froman 18.5 percent increase --
or 18.5 percent down to a 13 percent drop --
or it's the percentage of its water that's
unaccounted for. So that's been a great

I mprovenent. And that's in the core system
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As far as the community water systens, the
I nvest nents have reduced the unaccounted-for
water from 10.5 percent to 8.9 percent. So
it's going in the right direction, and those
are -- you know, if you save water, you save
noney. So it's a cost control neasure for
t he Conpany.

Al so, operating expenses have
i ncreased. Cost of purification cheni cals,
power, sludge renoval, |abor costs have all
i ncreased. The Conpany has tried to control
t hese costs, such as using seasonal enpl oyees
to undertake seasonal activities such as
pai nti ng hydrants or performng water quality
nmoni tori ng. Another cost control neasure
t hat the Conpany has testified toin its
prefiled testinony regards its control of
heal t hcare costs. It's annual increase now
averages 2.46 percent. And if you conpare
that wth ot her busi nesses that are many
tines that rate, that's a testanent to their
ability to control costs.

l'd like to note that in this rate

filing, the Conpany has provided a cost of

13
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service study conducted by Concentric Energy
Advisors. And I think it's, you know, conmon
knowl edge that nost of a water utility's
costs are fixed, and very few of them are
vari able costs. And so as to Pennichuck's
system in the cost of service study G eg
Therrien found that 82 to 91 percent of
Penni chuck's costs are fixed, and only
8 percent are variable. And given that
difference in costs between fixed and
variable, M. Therrien recommended a few
changes to how the revenue requirenent is
al | ocat ed anong the custoner classes. And
whil e the general neter customers would see
a -- would have a 7.85 percent increase for
their share of the revenue requirenent, the
proposal is to increase the fire protection
rates by 72.9 percent so that they will nore
fairly share their burden of the revenue
requi rement.

Muni ci pal fire protection rates are
proposed to go up by 24 percent, and thus the
City of Nashua's intervention. W understand

the sensitivity of changi ng rate design, but
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in lieu of a cost of service study and naki ng
sure that rates are reflecting who is
creating those costs, these tweaks will make
the rate design nore fair.

| would |like to nmake note that
three custoners have witten in. They had
requests for senior discounts. One person
had objected to the rate increases, clainng
t hat they were higher than the rate of
inflation. The Conpany respectfully
di sagrees with that. But | just wanted to
make note that these custoner issues had cone
in. The third custoner al so was taking i ssue
to the calculation of the rate design. |
just wanted to nake note that the Conpany is
aware of these issues and will continue its
efforts, outreach efforts to custoners to try
to clarify how rates are nade.

Wth respect to the proposed
changes to the ratenaki ng structure, you have
Larry Goodhue's testinony and his
suppl enental testinony. Larry works for
Penni chuck Water as their CEOQ  However, in

his own right, he's an expert in accounting,
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finance and tax. So it's a wealth of
i nformati on and anal ysis that are contai ned
in his testinmonies. And he, in consultation
with the rating agencies, have conme up wth
sonme tweaks that they feel are necessary,
that the rating agenci es agree are necessary,
and they are as follows, and they're al so
illustrated in M. Goulding' s testinony:
Creating a material operating expense
surcharge. This would be an annual
surcharge, unlike the QCPAC -- or the
I ncreases would trickle down to the custoner
rates like a QCPAC. And this would be to
adjust for inflationary increases on nateri al
operati ng expenses. The Conpany woul d
propose that the change in custoner rates
woul d coincide with the QCPAC just to avoid
cust oner confusion.

O her tweaks woul d be to include
t he actual cash basis of incurred federal and
state corporate i ncone taxes in the operating
expenses of Penni chuck's operating expense
revenue requirenent, which the Conm ssion has

previ ously approved; re-prioritizing the

16
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usage of the 0.1 debt service revenue

requi renment funds that are coll ected each
year; reallocate the inprest val ue of

Penni chuck' s aggregate RSF, which is the rate
stabilization fund, in order to achieve an
esti mated two-year coverage for individual
funds. And as noted in the testinonies, cash
coverage is a concern of the Conpany.

The | ast tweak the Conpany proposes
is treating debt issuance costs for long-term
debt ot her than tax-exenpt and tax-aligned
I ssuances. Again, all of these are ained to
address the cash coverage and re-establish
Penni chuck's positive outl ook, wth the
overall goal of increasing Pennichuck's
overall credit rating, which would then
translate into | ower cost of debt and savi ngs
to custoners.

The Conpany would also |ike to note
for the record that the Audit Staff of the
Conmmi ssi on has al ready been conducting a
revi ew t he Conpany's books and records. And
t he Conpany appreci ates Staff getting goi ng

on that because it's customary in rate cases
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for the audit to be done of its books and
records, and that is already underway.

So, aside fromthat, the Conpany
| ooks forward to review ng the proposed
procedural schedule that the Staff has
al ready di ssem nated anong the parties here
and | ook forward to discussing the issues in
the tech session. Thank you very nuch.

PRESI DI NG CHAI RPERSON BAI LEY: Ms.
Brown, can you tell me how your proposal
differs froman annual rate case? If we were
to approve a surcharge for nmintenance and
operati ng expense increases every year, and
you have a surcharge for capital i1nvestnent
every year, what would be left for a rate
case, and why is that not the same as an
annual rate case?

M5. BROMN. [It's isol ated expenses
that are targeted to be trued-up and tracked
according to their increase.

And | guess with that, | would ask,
do you have any other --

PRESI DI NG CHAI RPERSON BAI LEY: I

nmean, are there any other expenses that are
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excl uded that woul d be saved for a rate case?
It seens to ne |like you're asking for an
annual rate case. So when you get into your

t echni cal session and you deal with this case,

pl ease keep that in mnd. And also keep 378:7

In m nd.
M5. BROMN. Yes. Thank you.
PRESI DI NG CHAI RPERSON BAI LEY: Ckay.
All right. And also, | don't know if you can

answer this question. But another question
that cane to ny mnd as | was review ng the
materials on a prelimnary basis is it seens
i ke you want to be treated |ike a munici pal
utility, but you still want to be regul ated by
the Public Uilities Comm ssion. Has the
Conpany consi dered just beconi ng a mnuni ci pal
utility?

M5. BROMWN. That would require
reopeni ng Docket 11-026, which was basically
the resolution of the six-year em nent donain
battl e i n Docket DW 04-048, where the
out - of - muni ci pal -- the non-Nashua custoners
and municipalities did not have a confort

| evel that they had a venue to air any
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concerns if they only could go to the city
council or the Cty of Nashua. So there is a
hi storic reason why the Comm ssion required
Penni chuck to remain a regulated utility, and
it was basically to offer a venue for due
process for non-Nashua custonmers and towns.
And I'"'mgoing to --

MR GOCDHUE: Sure.

MS. BROMN: That list is going to be
suppl enented by Larry Goodhue.

MR, GOODHUE: Larry Goodhue, CEO of
t he Conpany. You know, that consideration has
a | ot of consequences whi ch woul d be vari ous
| evel s: Accel eration of current debt
i mpacting the bonds that were al so i ssued by
the City relative to this deal. So, really,
t aki ng that step back and reversi ng what was
done several years ago would have a great deal
of uni ntended consequences, whi ch woul d be
very detrinental overall to the Conpany's
rat epayers relative to current debt issues
t hat m ght be accel erated and things |ike
that. There are certainly advantages to the

regul ation, as Ms. Brown nentioned, in that
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Penni chuck Water Wrks is one of three
regul ated utilities in the state that are
oper at ed underneath a consol i dated corporate
group. Al of the manpower and resources for
those three utilities are actually enpl oyees
that are staff or fleet of Pennichuck \Wter
Works that are cross-charged to those ot hers.
So when you | ook at the benefits and the
consequences of that, it's not just about one
entity, but it's about 30 different towns and
communities that are served in this state.
And in the resolution under 11-026 fromthe
em nent domai n process that preceded that,
t hat was sonething that was highly visible and
hi ghly taken into consideration in the ruling
by the Comm ssion relative to the em nent
domain hearing relative to that entire
structure.

PRESI DI NG CHAI RPERSON BAI LEY: Ckay.
Thank you.

M. Bolt, do you want to give us
your initial position?

MR BOLTON: |'mhere to |l earn and

observe and understand what this neans for the
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Cty of Nashua. | may sit in. Thank you.
PRESI DI NG CHAI RPERSON BAI LEY:  Just
turn your m crophone on, please.
MR, BOLTON: Is that on? Thank you.
Largely, I'mhere to |l earn and
observe and understand what the proposed rate

increase in nunicipal fire protection is

going to nean for the Cty. | expect that we
wi || be happier the | ower that increase is.
But I will be -- I welcome the opportunity to

under st and better.

PRESI DI NG CHAI RPERSON BAI LEY: Al
right. Thank you. M. Kreis.

MR KREI'S: Thank you, Conm ssi oner
Bailey. The Ofice of Consuner Advocate is
well versed in the cash flow nature of this
conpany's rate design. W understand how t hat
rate paradi gm can i npact the Conpany's bond
rati ng, and we know that | ower interest rates
for the Conpany on its bonds has a favorable
I npact on custoner bills. So we have, over
t he years, supported and contributed to the
devel opnent of that rate paradigm or that

revenue requirenment paradigm| guess | would
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say, as it's been devel oped in previous
dockets. But with respect to the Conpany's
current rate filing, we need to understand,
and we'l |l get to understand presunmably through
di scovery and tech sessions, exactly how and
why the Conpany i s experiencing such a
significant revenue deficiency under its
current operating revenue nmechani sns and what
adjustnments to those nechani sns are needed and
what adjustnents to the Conpany's rate design
are needed in light of the cost of service
study. | share Comm ssioner Bailey's concern
about what is essentially a request that the
Conpany be in a node of perpetual rate

adj ustment outside of the traditional rate
case nmechanism Penni chuck Water Works is
still an investor-owned utility. Comm ssioner
Bail ey alluded to RSA 378:7, which tal ks about
just and reasonable rates. The |ast sentence
of that statute says, "The Conm ssion shall be
under no obligation to investigate any rate
matter which it has investigated within a
period of two years.” And | think that has a

beari ng on what we're tal ki ng about here.
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Nevert hel ess, | have a hi gh degree
of optimsmthat we'll be able to cone to
sonme reasonable resolution in this rate case,
and we | ook forward to the technical session
and we | ook forward to agreenent on a
procedural schedule and | ook forward to
participating vigorously in this proceeding.

PRESI DI NG CHAI RPERSON BAI LEY:  Thank
you. M. Tuonol a.

MR TUOVALA: Thank you,
Comm ssioners. Staff, as has al ready been
di scussed, has circul ated a proposed
procedural schedule, and we'll be going
through that with the parties first off in the
techni cal session that will follow i mmedi ately
after the prehearing conference. W
anti ci pate several rounds of discovery and
several technical sessions to follow up on
t hat di scovery throughout the course of the
proceeding. And generally at a high |evel,
Staff anticipates discussing much of what's
been brought up today, including the MOXES
surcharge, the inpact of that on custoners as

you and M. Kreis discussed; the possibility
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of alnost a full to partial rate case every
year that Staff would need to exam ne; and
periodic rate adjustnents the consuners woul d
be facing. W'd also like to take a | ook at
the tangi ble effects of the credit ratings
upon bond i ssuances and that the debt
percentage -- excuse nme -- the interest rate,
and al so the general nature of this ratemaking
request. Each successive rate case that's
been brought to the Conmm ssion has generally
veered away from what was originally approved
by the Comm ssion in 11-026. But we | ook
forward to working with all the parties

t oget her at technical sessions and concl udi ng
its investigation for the Comm ssion. Thank
you.

PRESI DI NG CHAI RPERSON BAI LEY: Al
right. Does anybody have anythi ng el se that
we need to discuss before we | eave you to your
t echni cal session?

MR, TUOVALA: Comm ssioner, | just
wanted to add for the record, because | didn't
state that the Staff has no objection to

Nashua as an intervenor in this case.
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PRESI DI NG CHAI RPERSON BAI LEY:  Thank
you. Al right. Well, I wll adjourn the
heari ng and | eave you to your technical
session and | ook forward to seeing the
schedul e that you cone up with. Thank you.

(WHEREUPON t he heari ng was adj ourned at
10: 41 a.m)
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|, Susan J. Robidas, a Licensed
Short hand Court Reporter and Notary Public
of the State of New Hanpshire, do hereby
certify that the foregoing is a true and
accurate transcript of ny stenographic
notes of these proceedi ngs taken at the
pl ace and on the date herei nbefore set
forth, to the best of ny skill and ability
under the conditions present at the tine.

| further certify that | am neither
attorney or counsel for, nor related to or
enpl oyed by any of the parties to the
action; and further, that | amnot a
rel ati ve or enployee of any attorney or
counsel enpl oyed in this case, nor am!|
financially interested in this action.

(ORI G NAL CERTI FI CATI ON FI LED W TH
PUBLI C UTI LI TI ES COW SSI ON)

Susan J. Robi das, LCR/ RPR
Li censed Shorthand Court Reporter
Regi st ered Prof essional Reporter
N.H LCR No. 44 (RSA 310-A:173)
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