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PROCEEDI NGS

CHAl RMVAN GOLDNER: Al l right. Good
norning. |'m Comm ssioner Goldner, and |I'm
j oi ned by Conmmi ssi oner Chattopadhyay.
M chael Haley fromthe DOJ will be joining us
shortly.

We're here this nmorning in Docket
DW 20- 156 for a hearing regarding the
Penni chuck East Utility rate case hearing on
t he settl enent.

Let's take appearances.
Penni chuck.

M5. BROMWN. Good norning, Chairnan
Gol dner, Comm ssi oner Chattopadhyay. |'m
Marcia Brown, with NH Brown Law, representing
Penni chuck East Utility. And with ne today
is Larry Goodhue, who is Pennichuck East
Utility's chief executive officer. He wll
al so be a wtness on the panel presenting
settlenent today. Also is Don Ware, who is
Penni chuck' s chi ef operating officer. He
will also be a witness on the panel today.
And in attendance is Carol Ann Howe, who is

t he assistant treasurer and director of
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regul atory affairs for the Conpany; Jay
Kerrigan, who's a regulatory and treasury
financi al anal yst; George Torres, who is the
corporate conptroller and treasurer and chi ef
accounting officer, as well as Chris Counti e,
who is the director of water supply and
comunity services -- systens, rather. Thank
you.

CHAI RMVAN GOLDNER:  Thank you.

O fice of the Consuner Advocate.

MR, KREI'S: Good norning, Chairnan
Gol dner, Conmm ssi oner Chattopadhyay. | am
Donal d Kreis, the consuner advocate, here on
behal f of residential utility custoners.

Wth nme today is our staff attorney, Julianne

Desnet .

MS. DESMET: Good nor ni ng.

CHAI RVAN GOLDNER: Good nor ni ng.
Thank you.

Depart nent of Enerqgy.

M5. AM DON: Good norning. |'m
Suzanne Am don. |'mrepresenting the

Departnent of Energy Regul atory Division in

this nmatter. And wth nme, pardon ne, is
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Jayson Lafl ame, who will be on the w tness
panel .

CHAI RMVAN GOLDNER:  Very good.
Thank you.

Next | had M. Mers on the |ist of
appearances. Do we have a status on M.
Myers?

MS. BROWN: We do not believe he is
attendi ng, al though we do have the Towns'
appear ance, as well as M. Husband.

CHAI RVAN GOLDNER:  Ckay. Next on
ny list is M. Lirette. Wuld that be --
would M. Lirette be maki ng an appear ance?

MS. BROAN: You're nute.

MR LIRETTE: Sorry about that.
Good norning. My nane is Ryan Lirette from
Sheehan Phi nney. |'m appearing on behal f of
the Town of Londonderry and the Town of
Litchfield as well. Wth nme is David Russell
of Russell Consulting, who is the Towns'

W tness. Thank you.
CHAI RMVAN GOLDNER:  Thank you.
And next | have M. Husband.

[ No verbal response]
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MS. BROWN: Chai rman Gol dner, | do
know that prior to the hearing starting,

M. Husband had stated that he did not have
vi deo, so he was going to go back out and

come back in. So | guess I'll turn to the
web noderator to see if she has himli sted.

MR GOODHUE: It shows that he's on
t he Webex, Marcia, but his mcrophone is
mut ed.

M5. BROMN: Ah. | don't see him

WEB MODERATOR:  Sorry. M. Husband
Is listed as an attendee. Do you want to
nove hi m back up?

M5. BROMWN: Yes. W need hi m noved
back up for appearances, yes.

MR KREIS: [If | mght leap in at
this point. It doesn't have to really be on
the record. But Ms. Gage fromour office is
hoping to attend the hearing renotely, and
she sent ne a nessage a nonment ago sayi ng
that she is in the attendee pool. She should
be el evated, if possible.

MR. HUSBAND:. Are you able to hear

ne now?
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CHAlI RVAN GOLDNER:  Yes.

MR. HUSBAND. Ckay. VYes, this is
Ri chard Husband. | am here representing
nmysel f. Thank you very nuch.

CHAI RMAN GOLDNER:  Thank you.

Moderator, were you able to el evate
Ms. Gage?

M5. GACGE: If you can hear ne?
t hink my video and audi o are worKki ng.

VWEB MODERATOR:  Yes.

MS. GAGE: kay. Thank you.

CHAI RVAN GOLDNER: M. Kreis, are
you okay?

MR, KREIS: Looks great. Thank
you.

CHAl RMVAN GOLDNER: Al l right. Do
we have anyone el se naki ng appearances?

[ No verbal response]

CHAl RMAN GOLDNER:  Ckay. No.

For prelimnary matters, Exhibits 5
t hrough 11 have been prefiled and premarked
for identification. Any material identified
as confidential in the filings will be

treated as confidential during the hearing.
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Anyt hi ng el se we need to cover
regardi ng exhi bits?

MS. BROAN: If | can also interject
that the Conpany will not be discussing
anything that's confidential. And in
Exhi bits 5 through 11, there is, to our
under st andi ng, no confidential nmaterial in
there. Exhibits 1 through 4 canme in through
the tenporary rate hearing.

CHAI RVAN GOLDNER:  Very good. That
was ny understanding as well. Thank you. |
just wanted to nake sure it was covered in
case | m ssed sonet hi ng.

Ckay. Anything el se regarding
exhi bits? No?

[ No verbal response]

CHAI RVAN GOLDNER:  And | just
wanted to confirm before we start that we do
have soneone to testify to each of the
exhibits. | believe that all the exhibits,
except for 7 and 10, will be covered by
Penni chuck wi tnesses. And | assune that, M.
Lirette, you'll be covering 7 and 10. Do |

have that right?
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M5. AM DON: Wiat we intend to do
on the part of the Departnment is to have M.
Lafl ame testify as to Exhibit 6, which is
t he revenue calculation. | believe that's
identified as Exhibit 6. And he wll also
speak to Exhibit 11, which is the Settl enent
Agreenent. But that is what we're prepared
to have himaddress. So I'l|l defer to
Attorney Brown at this point.

MS. BROWN: Chai rman Gol dner, if
you are wondering who is going to
aut henticate these, these are filings that
are publicly avail able, and the Conpany does
not object to their introduction into the
record for this proceeding. W believe that
the other exhibits, 7 and 10 that you
referenced, are integral to the resol ution
that was represented in the Settl enent
Agreenent. So while we may not have the
authors of the audit report in particular, I
bel i eve we do have the author for, or part of
t he author for Exhibit 7, PUC [sic] Staff
Recomrendati on, we hope that that will be

sufficient because we're going to be tal king

10
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11

about the substance of themto authenticate
t hem

MS. AMDON:. Just to interject,
Chai rman Gol dner, | believe M. Laflamme can
aut henticate those two exhibits, Exhibits 7,
which is a Departnent of Energy Staff
Recommendati on, and Exhibit 10, which is a
Staff Audit Report.

MR KREIS: If | mght interject.
| am confused. The rules of evidence do not
apply in Comm ssion proceedings. | do not
bel i eve that docunents need to be
authenticated in order to be placed in the
record.

CHAI RMVAN GOLDNER:  Yeah, thank you
for interjecting, M. Kreis. | amusing PUC
203: 23(b), which says, "All testinony of
parties and w tnesses, including any prefiled
witten testinony adopted by a w tness at
hearing, shall be nade under oath or
affirmation.” Can you comment on what |'m
usi ng?

MR KREIS: Wll, | believe that

that that rule speaks to the way that
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prefiled witten direct testinony should be
submtted and filed wth the Comm ssi on and
that the attachnents to the settlenent, of
course, are not prefiled witten testinony
either. And | also believe that the
Adm ni strative Procedure Act allows for the
adm ssi on of docunents as docunentary
evidence. And in sone circunstances |'ve had
this colloquy with past iterations of the
Comm ssion. | think basically any docunent
can be admtted into the record as
docunentary evidence, even if it is in the
formof witten prefiled direct testinony.
That said, | don't think there are any
pr obl emrs here.

CHAI RMVAN GOLDNER:  Yeah, | think
we're covered. It sounds |ike we have
W tnesses for each of the exhibits. So maybe
we'll take -- we'll take the | egal piece
under advi senent, and perhaps when M. Hal ey
arrives we can have further discussion. But
for now you' ve answered ny question. So
t hank you.

Any other prelimnary nmatters

12
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bef ore we have the w tnesses sworn in, and
does anyone object to any of the witnesses in
the prefiled testinony?

MS. BROWN. The Conpany has no
objection to the witnesses. |I'Ill answer that
question first.

CHAI RVAN GOLDNER:  Very good.

M. Kreis, Ms. Am don, any
objections to the w tnesses?

M5. AMDON: No, | have none. |
just want to nake sure that the panel is
sworn ininits entirety, including M.

Lafl anme, who is here in person. Thank you.

CHAI RMAN GOLDNER:  Thank you.

MR KREIS: No concerns fromthe

CHAI RVAN GOLDNER:  Thank you.
Ckay. Let's proceed with the w tnesses.
Ms. Robi das, would you pl ease swear
in the panel of w tnesses.
(VWHEREUPON, LARRY D. GOODHUE, DONALD L.
WARE, JAYSON LAFLAMVE were duly sworn
and cautioned by the Court Reporter.)
LARRY D. GOODHUE, SWORN

13
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DONALD L. WARE, SWORN
JAYSON LAFLAMVE, SWORN

MS. BROWN: Thank you for having
them sworn in, Chairman Goldner. This is
Marcia Brown. |1'mgoing to be taking the
first lead on the questions to present the
Settl ement Agreenent with M. Goodhue and M.
Ware. |In speaking with Staff for this panel
and the presentation, what | would just I|ike
to make sure that the Comm ssioners are
confortable with is we were going to question
M. Goodhue, M. Ware and M. Laflame in
sequence, issue by issue, according to the
Settl ement Agreenent, and then open it up for
either direct or if you want to call it
friendly cross by the other signatories of
t he docunent of the Settl enent Agreenent.
And t hen we woul d be open for | guess the
normal cross. But we don't have any
non-signatories here. And then it would be
open for Comm ssion questions, if that is
acceptable for today's presentation for the
Conmi ssi on.

CHAl RMAN GOLDNER: M. Kreis, M.

14
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15

Am don?

M5. AMDON: Yes. Just to explain,
they're going to wal k through the docunent
from begi nning to end, and when we get to,
for exanple, the cal culation of the revenue
requirenent, that's when I'Il be asking M.
Lafl anme to wal k through that specific
docunent for us.

CHAI RVAN GOLDNER:  Ckay. M.
Kreis, is that acceptable?

MR KREIS: Perfectly acceptable.
We have no witness to present today, so we're
happy with however Ms. Brown and Ms. Am don
would |i ke to present the agreenent.

CHAI RVAN GOLDNER: Ckay. So |I'm
goi ng to suggest one nore item before we get
started with the exam nation of the
W t nesses, and then | would |ike to take a
qui ck break to resolve any issues with this
next piece and the prior, now that M. Hal ey
has arrived. So we'll just take a quick
break before we go to direct exam nation just
to make sure we've cleared the decks before

the witnesses start.
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16

So just before the witnesses cone
and we take a quick break, | would just Iike
to nake sure that the standard of review --
to tal k about the stand of review that the
Commi ssion wll be |looking to today. And
"Il just briefly read this into the record.

"The Conm ssion's authorized to fix
rates at a hearing upon determ nation that
rates, fares and charges are just and
reasonable. 374:2, 378:7 and 378:28. The
Comm ssi on nmay approve pernanent rates if it
finds that they are just and reasonabl e and
reflect capital inprovenents that are found
to be prudent, used and useful. In
ci rcunstances where a utility seeks to
i ncrease rates, the utility bears the burden
of proving the necessity of the increase
pursuant to RSA 378:8 in determ ni ng whet her
rates are just and reasonable. The
Comm ssi on nust bal ance the custoners'

i nterest in paying no higher rates than
requi red agai nst the investors' interest in
obtaining a reasonable return on their

I nvestnent. As a settlenent agreenent
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17

pertains to a rate case, the underlying
standard to be applied is whether the
resulting rates are just and reasonabl e.
RSA 378:7."

So I'd just like to check with
Penni chuck Energy and OCA to see if you
agr ee.

MR KREIS: That, M. Chairman,
strikes ne as a particularly el egant and
conpr ehensi ve statenment of the applicable
| egal standard.

CHAI RMAN GOLDNER:  Thank you.

Ms. Am don.

MS5. AMDON:. | would agree. There
is a standard in the PUC rul es regarding

settl enent agreenents which al so adds, "not
only considered just and reasonabl e rates,
but that the settlenent agreenent is in the
public interest.” And that's PUC 203. 20(Db).
And | just wanted to add that so that you
have that next tine and you can just cover
ever yt hi ng.

CHAI RMVAN GOLDNER:  Thank you.

Ms. Brown.
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M5. BROAN: Wth that addition from
Attorney Am don, yes, that's the conpletion
of ny closing. So thank you. W are in ful
agreenent of the extent of the |egal standard
for today's hearing. Thank you.

CHAI RVAN GOLDNER:  Very good.
Thank you.

So we'll just take a five-m nute
brief recess while we consult with M. Hal ey
so we can then proceed directly to the
exam nation of the witnesses. So we'll take
a five-mnute recess. o off the record.
Thank you.

(Brief recess was taken at 9:28 a.m,
and the hearing resuned at 9:36 a.m)

CHAl RMVAN GOLDNER: Al l right. So
|l et's go back on the record. And M. Hal ey
just has a request for M. Kreis before we
pr oceed.

MR. HALEY: Can everybody hear ne?
| usually ampretty loud. But | can use the
m crophone if we need to.

CHAI RVAN GOLDNER: Pl ease do.

MR HALEY: Okay. |I'Ill use the

18
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m cr ophone.

So ny understandi ng, from where we
are right now, is that there were a couple of
exhibits. It was not clear at first whether
there woul d be a witness who would testify as
to their admssibility into evidence under
the PUC rules. After a little bit of back
and forth, it appears we do now have a
Wi tness who is able to testify. So I think
that the issue is noot for today's purposes.
But | did understand that, M. Kreis, you had
a concern that perhaps that rule is not
applicable to this, and I just wanted to hear
what that was so | can be sure to take that
into account in the future for advice to the
Conmi ssi on.

MR KREI S: Sur e. RSA 541- A: 33,

I, which is a provision of the

Adm ni strative Procedure Act, says, "The
rules of evidence shall not apply in

adj udi cati ve proceedi ngs. Any oral or
docunent ary evidence may be" -- [connectivity
i ssue]

[ Court Reporter interrupts.]

19
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MR KREIS: Again, | was reading
from RSA 541-A: 33, IlI. "Any oral or
docunentary evi dence nmay be received, but the
presiding officer may exclude irrel evant,

i mmaterial or unduly repetitious evidence.
Agenci es shall give effect to the rul es of
privilege recogni zed by law. Objections to
evi dence offered may be nmade and shall be
noted in the record. Subject to the

f oregoi ng requirenents, any part of the

evi dence may be received in witten formif
the interests of the parties will not thereby
be prejudiced substantially."”

In Iight of that | anguage in
Paragraph Il of Section 541-A:33 -- excuse ne
-- RSA 541-A: 33, all of the settl enent
agreenent and all the attachnents thereto are
clearly adm ssible as evidence in this
proceedi ng, particularly in circunstances
where there are no issues or facts in
controversy and all of the parties present
agree to the adm ssion of those exhibits.

MR HALEY: Thank you. |

appreciate that summtion. Like we said, |

20
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[WITNESS PANEL: Goodhue|Ware|Laflamme]

think for today's purposes it appears to be
noot because we have soneone who is wlling
to testify to all of them But | appreciate
you provi di ng that background for us.

CHAI RMVAN GOLDNER: Thank you, M.

Kreis.

Shoul d we nove to the direct
exam nation of wtnesses? | think, M.
Brown, 1'll recognize you at this tine.

MS. BROWN: Ckay. Thank you very
much. And I'mgoing to start with M.
Goodhue and M. Ware.
DI RECT EXAM NATI ON
BY M5. BROW:
Q M. Goodhue, if you could please state your
full name for the record.
A Sure. M nane is Larry Goodhue.
Q And coul d you pl ease descri be the position
that you hold wth the Conmpany.
A (Goodhue) Yes. | amboth the chief executive
officer and chief financial officer of
Penni chuck East Utility.
Q And what do you do -- what are your

responsibilities wthin those positions?

21
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[WITNESS PANEL: Goodhue|Ware|Laflamme]

(Goodhue) As CEO, | amresponsible for the
overall managenent and supervision of the
busi ness, coordinating that with all of the
seni or nanagenent team and enpl oyees the
Conmpany. And as chief financial officer, I'm
responsible for all treasury and financi al
activities for the Conpany.
Thank you. And M. Goodhue, have you
testified before this Comm ssion before?
(Goodhue) Yes, multiple tines, in both -- for
bot h Penni chuck East Utility and its sister
subsi di ari es, Penni chuck Water Wbrks and
Pittsfield Agueduct Conpany.
Wth respect to today's testinony, is your
testinony -- or actually, let ne back up.
What do you consider to be your area of
expertise?
(Goodhue) My area of expertise is primarily
on the financial and treasury side and
overall managenent. As it pertains to this
case, |'mresponsible for the overal
managenment of the Conpany, with specific
areas of expertise being in the financial and

treasury realns, including as it pertains to

22
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[WITNESS PANEL: Goodhue|Ware|Laflamme]

cash fl ow coverage and fi nanci al covenant
conpl i anci ng.

Thank you. And noting that area of
expertise, would the testinony that you offer
today be within that area of expertise?
(Goodhue) Yes, directly or indirectly.

Ckay. Thank you. M. Ware, if | could have
you state your nane and position for the
record.

(Ware) Yes. M nane is Donald Ware, and | am
t he chief operating officer of Pennichuck
East Utility.

And can you pl ease descri be your
responsibilities wthin that position.

(Ware) Yes. | oversee the operations side of
Penni chuck East, which includes oversight of
cust oner service, distribution, water supply,
and engi neeri ng departnents of the conpany
and their various functions.

Thank you. Have you previously testified

before this Comm ssi on?

(Ware) Yes, | have.
And do you hol d any professional |icenses?
(Ware) Yes. | ama |licensed professional
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engi neer in the states of New Hanpshire,
Massachusetts and Maine. | amalso a

i censed Grade |V water treatnent operator
and Grade |1V distribution operator in New
Hanpshi re, Massachusetts and Mai ne.

Ckay. So if | were to characterize your area
of expertise, would that be -- would that

i nclude the responsibilities that you just

| i sted for being chief operating officer and
al so being a licensed P.E. and |icensed water
oper ator?

(Ware) Yes, that would be correct.

Ckay. And the testinony today that you wl|
be offering, will it be wthin those areas of
expertise?

(Ware) Yes, it is.

Ckay. M. Goodhue, for the record, | think
it would be hel pful to get some background
context on Penni chuck East's ownership by
Nashua. Could you pl ease descri be that

owner shi p rel ati onshi p.

(Goodhue) Yes, | can. And also for the
benefit of the transcribing, if I do not talk

clearly enough or | oud enough, please |let ne
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know, and | will do what | can to correct
t hat .

This settlenent cane along after a
decades-1 ong di spute between the Gty of
Nashua and Penni chuck. The Cty of Nashua
acqui red the conpany out of public conpany
status on January 25th, 2012. Based upon
this acquisition, as approved in Docket DW
11-026, the followi ng structure cane into
pl ace: Penni chuck Corporation, the parent
conpany of Pennichuck East Uility, as one
sol e sharehol der being the Gty of Nashua,
New Hanpshire, which was allowed to enter
into that relationship under a specific
statute entered into and added to law in the
state of New Hanpshire under the em nent
domain statutes within the state. Based on
that -- so you have a nuni ci pal sharehol der
of a public -- of a private corporation,
formerly a public conpany. And that parent
cor poration, Pennichuck Corporation, has five
whol | y- owned subsi diaries, three of which are
regulated utilities, one is a real estate

hol di ng conpany, and one is a non-regul at ed
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contract operator business. One of those
three regulated utilities is Pennichuck East
Uility.

In order to facilitate the acquisition
wth the Cty of Nashua, New Hanpshire, there
was a settlenent agreenent under DW 11-026,
and a funding of that acquisition was
acconpli shed through a bond i ssuance that the
City perfornmed in order to secure the funds
to buy the corporation out of public status.
But al so what was created was a structure in
support of that financing activity and
acquisition activity relative to | eaving the
three regulated utilities which serve,
between the three, 30 different communities
within the state, Pennichuck East Uility
representing 19 communities, to nake sure
that they renain as regulated utilities to
the protection of all of the communities
served, not just the city of Nashua.

Thank you. M. Goodhue, has this city -- or
the Gty of Nashua's ownership of Penni chuck
Corp. and then ultinately the regul at ed

utilities, has that affected the cash fl ow
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and capital of the regulated utilities --

( Goodhue) Yes.

-- and if so, can you pl ease expl ai n?
(Goodhue) Yes, it has. So prior to the
January 25th, 2012 acquisition, as a publicly
traded conpany, the Conpany -- the
corporation and the regulated utilities had
access to both debt and equity markets to
fund their operations. But as a debt-only-
funded entity after that January 2012

acqui sition, the Conpany is sol ely dependent
on its cash flow coverage to cover operating
expenses, fund -- pay back the Gty for the
acqui sition, and service these external
debts, both that were in exi stence at the
time of the acquisition and external debt

whi ch has now been added on for capital

I mprovenents that were prudent and necessary
for the duties it carries out to its
custonmers on an ongoi ng basi s.

Ckay. M. Goodhue, have the financi al

i npacts or effects of the Cty's ownership
been a driver in the Conpany seeking

nodi fications to its revenue structure --
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(Goodhue) Absolutely. Modifications,

i ncludi ng both the nodifications requested in
t his docket, were and are needed to the
Conpany's ratenaking structure in order to
secure necessary financing, the covenants
associated wth that financing, and enable it
to fund the debt service associated with the
debt i ncurred.

After the acquisition, it took us nearly
two years to find | enders that would lend to
t he Conpany after that acquisition was
conpl et ed, based on our uni que ownership
structure. We neither | ooked |like a
municipality with the ability to do all the
things a municipality can in setting its own
rates, you know, issuing general obligation
bonds, having taxing authority and the |i ke,
nor were we a private corporation, where we
could actually go out into the entity markets
and i ssue stocks as a publicly traded
conpany. So as a result, certain
nmodi ficati ons were needed for us to be able
to not only establish relationships with

| enders to access noney needed to run the
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corporation, but we needed nodifications that
woul d ensure that we could neet the covenants
and repaynent requirenents on that debt in
order to maintain and continue to source
needed debt capital in order to provide for
t he operations the conpany.

Q Thank you for that explanation, M. Goodhue.
[ connectivity issue]

[Court Reporter interrupts.]

MS. BROWN: Thank you for pointing
out that there's a del ay between nute and
unmute for this.

BY M5. BROW:

Q M . Goodhue, thank you for that explanati on.
I would like to have you, if you could, have
Exhibit 11 in front of you. For the record,
this has been premarked as Exhibit 11. It is
the Settl ement Agreenent anong the parties.
Do you have that?

A (Goodhue) | do have that open in front of ne,
yes.

Q Ckay. M. Goodhue, are you famliar with the
terms within this Settl enent Agreenent?

A (Goodhue) | am
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And are you famliar with the attachnents to
the Settl ement Agreenent?

(Goodhue) 1 am

M. Ware, because you will also be testifying
about the settlenent, are you famliar with
the terns of the Settl enent Agreenent?

(Ware) | am

And are you famliar with the attachnents to
t he Settl enent Agreenent?

(Ware) I am

And goi ng back to you, M. Goodhue, are you
awar e of any changes or corrections that need
to be nade to the Settl enment Agreenent and
Its attachnments?

(Goodhue) I am not aware of any changes or
corrections that are required.

Ckay. And M. Ware, are you aware of any
changes or corrections that need to be nmade
to the Settlenent Agreenent and attachnments?
(Ware) | am not aware of any corrections or
changes to the Settl enent Agreenent.

Ckay. And one of those attachnents, M.
Goodhue, has been marked as Exhibit 8. It is

Attachnent D. It's a narrative. Do you have
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that in front of you?

(Goodhue) | do.

Ckay. 1'd like to ask you sone nore
background questions about cash fl ow and
funding. So can you for the record -- you
may want to use the flow charts which begin
at Page 6 of this Attachnent D, which is
Exhi bit 8.

Can you pl ease wal k us through how t he
Conmpany's cash flows anpbng the vari ous
account s?

(Goodhue) Yes, | will attenpt to do this as
clearly as possible --

So we have a rate structure that was
approved for this conpany in the prior rate
case, DW 17-128, which adopted the
nmul ti - bucket allocation of approved
revenues -- of the approved revenue
requi renment for the corporation. This is in
conformty with the sane structure that was
approved for Pennichuck Water Wirks, a
subsidiary, in two prior cases, DW 16-806 and
DW 19-084, as well as was recently approved

for Pennichuck's Pittsfield Agueduct Conpany
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inits nost recent rate case. | apol ogi ze.
The docket nunber on that one is not rolling
off ny tongue. But it was the nobst recently
conpl eted case in Pittsfield Aqueduct.

In the prior case for Pennichuck East
Utility, this nmulti-bucket approach to the
approved revenue requirenent was establi shed.
As shown in the flow chart, it is made up of
three primary buckets, but five buckets in
total .

First off was the CBFRR, which is the
city bond fixed revenue requirenent. This
was actually initially established in DW
11-026 for all of the regulated utilities as
an el emental piece of the rate structure that
was required to facilitate the acquisition by
the Gty of Nashua for Penni chuck
Corporation. At the tine of the acquisition,
the City issued $150.6 mlIlion worth of bonds
to buy the Conpany out of public conpany
status. Those were revenue bonds, and as
such, the bond hol ders needed to have sone
certainty of the repaynent of those bonds

used to acquire the Conpany. And the
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revenues of the Conpany were used as a
supporting nmechani smfor those bonds. So as
part of the approved rate structure in 11-026
was the formation of this CBFRR portion of

al l owed revenues. And that portion is a
fixed portion of revenues that is used to
cash flow the nonies that are floated up to
the corporation and paid back as a note
payabl e or dividend to the City relative to

t hose bonds.

The other two el enental buckets of the
approved revenue requirenent that were set up
was the COERR portion of allowed revenues and
the DSRR portion of allowed revenues.

The OERR, or the operating expense
revenue requirenment, is a portion of the
revenues that are tied directly to the
operati ng expenses of the Conpany fromthe
| ast test case. That is further broken down
into material or non-material operating
expenses.

The DSRR, or the debt service revenue
requi rement, is a portion of revenues that is

needed to service existing debt at 1.1 tines
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multiple in order to nmake sure the covered
conpliancy and full debt service can be
perfornmed and paid by the Conpany on the
service of its debt.

In this case, we are asking for the
MOERR portion of the approved revenues to
include a factor called the MOEF, or the
mat eri al operating expense factor, which
we'll talk about a little bit further on as
we go through this relative to adequacy of
coverage and the elimnation of regulatory
| ag as a debt-only-funded organi zati on.

If you turn to page, starting with
Page 7 of this flow chart, it really shows
how cash flows relative to the various parts
of the allowed revenue requirenment. First
of f, the breakout of the three buckets of
revenue comng out of the |ast rate case
establish the pro rata portions of all owed
revenues that are to be allocated between the
t hree buckets, the CBFRR, the OERR, and the
DSRR porti on of all owed revenues. On a
weekly basis, as we collect cash, the nonies

are deposited into separate bank accounts
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based on those pro rata shares, and then at
the end of the nonth that is trued up to the
actual revenues earned, and then it is
conpared with the all owed revenue conponents
fromthe |last rate case. |If revenues are in
excess of the all owed anbunts, nonies are
deposited into rate stabilization funds that
backst op these buckets of cash. |If revenues
are deficient fromallowed, it's drawn out of
those rate stabilization funds in order to
facilitate the paynents to the City on our
debt and on our operating expenses.

So these charts are a replication, and
|*'mgoing to say an enhancenent of the exact
di agrans that have been actually in place
since the DW17-128 case with Penni chuck East
Uility, as well as in the two forner cases
with PWN and the nost recently conpl eted
case with Pittsfield Agueduct. The only
enhancenent to these charts over and above
what was approved in the entire structure
fromthat | ast case for Penni chuck East
Uility can be found really on Page 8, where
it tal ks about the MOERR havi ng t he MOEF
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coupled to it, such that flow of cash

I ncludes that factor and that portion of the
coll ected dollars, the allocated revenues,
and the operati ng expenses that are trued up,
as there is an interplay between nonies
earned fromrevenues and how those are paid
and how those rate stabilization funds are
mai ntai ned at their inprest levels relative

t o backst oppi ng the revenue buckets of the
Conpany between rate cases.

And so again, without going further into
this, trying to give a high-level flyover on
this, again, this is an el enental and
descriptive set of docunents that are very
inportant to the Settlenent Agreenent, in
that it gives an actual step-by-step
illTustration of howthis is a very regul ated
and mandat ed process for how dollars are
col |l ected, where they are placed. And where
they do not | eave the Conmpany, they either
reinforce or utilize the rate stabilization
funds to the benefit of custoners between
rate cases. Those extra dollars do not | eave

t he Conpany in any way, shape or form but
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going to topping off those rate stabilization
funds, or using themto make sure anpl e cash
flowis in place to pay for all the necessary
and prudent operating expenses of the Conpany
bet ween cases.
M . Goodhue, when you just in your
expl anati on had stated that this docunent was
“in place,” | just want to bring out -- you
were invol ved, were you not, w th Penni chuck
Water Works and Pittsfield Aqueduct Conpany's
nost recent general rate cases?
(Goodhue) | was directly involved. Yes,
ma' am
Okay. And so this Exhibit 8, which is the
Attachnment D narrative and flow charts, this
was also filed in the nost recent Pittsfield
Agqueduct case and Penni chuck Water WrKks
case?
(Goodhue) It was. And | amthe actual
ori ginal author of these charts.
Thank you. Thank you. | just wanted to get
that into the record.

Wth respect to dividends, this issue

cones up, and it's worth explaining to people
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how di vi dends in the Penni chuck world and the
Cty of Nashua works. Can you pl ease j ust
expl ain the fl ow of dividends from Penni chuck
Cor poration, or anong the Penni chuck

conpani es?

(Goodhue) Sure. So there's two different

| evel s of dividends. One I'"'mgoing to

call -- [connectivity issue]

[Court Reporter interrupts.]

(Goodhue) So to restart, there are two
different types of dividends: Ones that
woul d be | eaving the corporation or they are
external to the corporation, and those which
are internal within the corporation. | wll
speak to the external ones first.

Wien the Cty acquired Pennichuck, as |
menti oned before, it did so by issuing
$150.6 million of revenue bonds, with the
revenues of the three regulated utilities,
bei ng PWN PEU and PAC, as the basis of
revenue supporting the repaynent of those
bonds, you know, at that tine.

In DW 11- 026, the CBFRR portion of

revenues for the three was established in
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order to provide the cash flow to service

t hose bonds. The City acquired Penni chuck.
The $150.6 mllion was put into the
corporation; 80 percent is debt and

20 percent is equity fromthat issuance. And
the CBFRR portion of allowed revenues is a
source of funds to service the $120 mllion
note payable to the Gty, as well as the
quarterly dividends on the $30 m I lion of
equity, in order to provide 100 percent of

t he annual debt service on those issued
bonds. Annually, Pennichuck pays
approximately $8.5 mllion in note paynents
on the note payabl e and approxi mately
$275,000 in dividends for this purpose. PEU,
along with PWV and PAC, pay their pro rata
share of those anmpunts through their CBFRR

al | oned revenues based on the approved

met hodol ogy in DW 11-026.

As far as internal dividends, the CBFRR
portion of allowed revenues is a fixed
portion of revenues whi ch has no associ at ed
expenses on the P & L, but the cash fl ow

engi ne as a direct pass-through of that cash
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t hat passes up to the corporation, the

Penni chuck Corporation level, in order to
facilitate those external note payments and
di vidends. As such, that cash noves on a
daily basis. Al of our bank accounts are
ZBA accounts, or zero bal ance accounts, that
are swept to zero every single night by the
bank by either sw tching noney up fromthe
subsidiaries to the parent corporation or
down fromthe parent corporation bank account
down to the subsidiaries, depending on the
net bal ance of the bank account on that given
debt. What | nean by that is, if collections
on recei vabl es exceeded paynents goi ng out on
checks each day, there would be a positive
bal ance in the bank account. That positive
nmoney woul d nove up fromthe subsidiary up to
the parent, and vice versa if it was the
other way. At the end of the year, we do
authorize a dividend fromthe subsidiary
conpani es to the Penni chuck Corporation
parent conpany |level to nenorialize all of

t he cash novenents to the parent conpany for

the CBFRR portion of revenues that occurred
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during the year. So that noney doesn't | eave
the consolidated group, but it is a

pass-t hrough between the entities within the
corporation. The only external dividend is

t hat di vidend that was authorized or approved
for the servicing of the bonds through

DW 11- 026.

There was a provision for the
possibility of a special dividend that could
be paid by Penni chuck Corporation to the Cty
of Nashua, but that was further encunbered
and specified wthin prior docunents of
DW 17-128 and DW 16-806 for Penni chuck \Water
Wor ks, that any special dividend could not
come out of any nonies earned or generated by
the three regulated utilities. It would have
to cone fromnonies that were earned outside
of the regulated utilities and the other
subsidiary corporations that are subsidiaries
of Penni chuck Corporati on.

Thank you for wal ki ng us through that
conplexity. One |ast question about these
di vi dends, or a couple nore questions.

Are these di vidends shown on the
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ratemaking fl ow chart in Attachnment D?
(Goodhue) The di vidends thensel ves are not
shown in the flow chart. But the CBFRR
portion of allowed revenues is the portion of
al l oned revenues that is used to service the
di vi dends and the note payable to the Gty
fromeach of the regulated utility conmpani es.
Ckay. Then the next question. Because these
are for bond paynents, when will this
di vi dend novenent cease?
(Goodhue) The CBFRR for both the dividends
and the note payable wll cease as of
January 25th, 2042. That was the, |'m going
to say the termnation or expiration date of
t he 30-year hybrid bond issuance that the
City issued in support of the acquisition.
Ckay. Thank you.

And the question that | started out wth
I's sonetines people confuse this type of
di vi dend that you've expl ai ned or just
descri bed with what people would commonly
think of as a dividend. Can you pl ease
sunmari ze by explaining the difference

bet ween t hose two.
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(Goodhue) Sure. The dividends for the Cty
are a fixed anmount tied directly to the bond
I ssuance approved in the acquisition. They
are, in essence, a fixed obligation for the
30-year period from January 25th, 2012 to
January 25th, 2042. They are not |like a
preferred common stock dividend which coul d
be dependent on profitability targets and
attained return on equity. These dividends
were set up elenentally as an obligation in
support of the bond i ssuance and have a fi xed
anount duration, as opposed to public conmpany
di vi dends, which are determ ned on a
quarterly basis, declared and then paid by
conpani es based upon financi al perfornance.
Ckay. M. Goodhue, thank you for that

expl anati on.

If I can nove on to the MOEF section of
the settlenment. And | just want to have you
turn your attention to Exhibit 11, Page 11
And this is the discussion about the materi al
operati ng expense factor.

Now, in the flow chart you nentioned

that -- let nme just go back to the fl ow
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chart, Page 6 -- that the nmaterial operating
expense revenue requirenent, the MOERR, had
this MOEF tied at the hip, so to speak.
(Goodhue) That is correct.

And this section of the settlenent on Page 11
Is that MOEF that you were tal king about in
the flow diagram correct?

(Goodhue) It is.

Ckay. And can you please state for the
record, what problemis this MOEF factor
meant to address?

(Goodhue) In the factor to be included in the
MOERR portion of the allowed revenues to give
I nclusion of nore than 100 percent of the

t est-year expenses included in the case,
addi ti onal nonies collected under this are
deposited into the MOERR RSF account in the
first year outside of a rate case, which
hopeful | y operati ng expenses have not risen
in any materi al nanner over those test-year
expenses. |In the second year, as expenses
increase with inflation and other factors,
the MOEF factor is intended to provide
neutrality between the MOERR and MOEF al | owed
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revenues and the operating expenses they're
intended to cover. In year three, as
operati ng expenses have once again increased,
t he excess funds earning and deposited in the
MOERR RSF fund are avail able to provide funds
to pay for those operating expense increases
as the Conpany pursues its next rate case, to
re-establish its rate base on current

t est - year expenses.

Wiy is this inportant? As a debt-only-
funded corporation, we do not have any return
on equity or excess profitability that would
normally be used to pay for public conpany
dividends. This was intentionally
constructed this way in the acquisition in
order to, I'mgoing to say "squeeze down" the
revenues that tie directly to the cost of
operations and not produce excess profits
that would go to public conpany sharehol ders.
One of the difficulties wwth this as we go
through a rate resetting process -- and |
think we're in the 15th nonth of this case
ri ght now -- once we do get new rates, you

know, we're well outside of the test year and
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any inflationary or other increases have

al ready occurred. And so regulatory lag is a

real issue that we needed to deal with within

this case. It was what we dealt with in

getting this approved for Pennichuck \Water

Works, as well as for Pittsfield Aqueduct.
This MOEF is designed to make sure that

the rate stabilization funds that are there

to backstop the revenues of the Conpany

bet ween rate cases, allow ng the Conpany to

pay for its operating expenses, service its

debt, and fully cash flow the operation

bet ween pernmanent rate increases, has a

factor that helps mtigate this regul atory

lag, that without this factor is a |ag that

is permanent in its overall basis.

Ckay. And | just wanted to pick up on one

| ast point. The MOERR has a rate

stabilization fund | believe you just

ref erenced; correct?

(Goodhue) It does.

And can you just reiterate again the

i nterplay between this factor and that RSF?

(Goodhue) So that factor is tied to the MOERR
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portion of allowed revenues. And basically,
if you | ook at test-year operating expenses,
i nstead of having dollar-for-doll ar coverage,
we're looking in this case at $1.04 per
dollar. That extra 4 cents on those expenses
Is noney that's collected in revenues. But
when we do the weekly and nonthly conpari son
of our actual revenues versus our all owed
revenues, those excess dollars go into and
get deposited into the MOERR rate
stabilization fund. They reside in that
fund. And again, the intent here is that in
year one, where expenses nay not have

I ncreased enough to offset that factor, there
are extra dollars sitting there in the rate
stabilization fund. Hopefully in year two
we're in a neutrality situation, where noney
I's neither deposited nor drawn out of that
rate stabilization fund. And then in year
three, as we're getting to the tail end and
seeki ng anot her adjustnent in permanent
rates, where operati ng expenses are probably
exceedi ng what cash is conm ng in under our

al |l owed revenues, those nonies are there
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avai |l able to help pay for those operating
expenses as we await the next rate case
process and resetting of the rates.
Great. Thank you.

M. Ware, | have a question for you.
Now, the MOEF factor | believe was set at an
expense of 3 percent per year. Can you
pl ease explain, is there any possible
situation where the rate stabilization fund
for the MOERR will be above what we call the
"inmprest"” |evel?
(Ware) Yes. So, first of all, for purposes
of clarification, it should be noted that the
MOEF in this case was ultimately set at
4 percent. The request for the nmateri al
operati ng expense factor was for 6 percent.
And the basis for that was that we eval uated
I ncreases i n operating expenses, | ooking back
over the |last period of three to five years;
So on average, around 3 percent per year
i ncrease i n operating expenses. As such, in
doi ng the bal anci ng act that M. Goodhue
t al ked about, we set an annual increase in

operati ng expenses at 3 percent per year.
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And that was the basis of the calculation for
what was needed in or what we would ask for
in the material operating expense factor,
t hat being said, as M. Goodhue descri bed,
ei ther between rate cases, which are three
years apart, either in over-funding or
under -fundi ng that occurs within the rate
stabilization fund that underlies the
mat eri al operati ng expenses.

And what woul d that be? So we projected
a three percent per year increase in
operati ng expenses over the test-year pro
forma expenses. |If the rate of increase in
expenses is less than 3 percent, we would
generate extra revenues. And those extra
revenues would be -- and when | say "extra

revenues,"” those are revenues that would
exceed the expenses in the nmaterial operating
expense revenue requirenent. Those extra
revenues woul d, as M. Goodhue expl ai ned,
pass down into and fill the nateri al
operati ng expense revenue rate stabilization

f und.

Additionally, the volunetric rate, which
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I's responsible for roughly 50 percent of the
revenues that Penni chuck East brings in, is
based on a five-year sales average. |If the
sal es exceed in any one year, or all three
years, exceed the average sales that were
used in determ ni ng what was needed, we woul d
produce, again, revenues in excess of those
that were required or set to cover the
test-year operating expenses. The result
again woul d be revenues in excess of

expenses. That cash difference again would
go down in the rate stabilization fund. So
there's a potential that if you had less in
expected i ncrease in operating expenses, and
coupled that with sal es each year that exceed
the basis of the sales in the rate case, that
you could overfill the rate stabilization
fund and go above its inprest val ue that was
allocated in the rate case. There's $898, 000
I mprest value for the RSF, rate stabilization
f und.

Ckay. M. Ware and M. Goodhue, you both
referenced a rate case reconciliation. And

"Il just start with you, M. Ware. | bring
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your attention in Exhibit 11, the Settl enent
Agreenent, to Page 16, |ast paragraph. |Is
this the reconciliation nechani smyou were
referring to?

(Ware) Yes.

And M. Goodhue, when you were referring to,
in the event of an over-funding of the RSF
that there's a reconciliation nechanism on
Page 16, is this the reconciliation nechani sm
you were referring to?

(Goodhue) It is.

Ckay. M. Ware, if | could go back to you.
You nentioned that the MOEF was originally
requested at 6 percent based on your anal ysis
of expenses, settled at 4. Can you pl ease
explain why that MOEF is now at 4 percent?
(Ware) Yes. So in settlenent discussions,
we, all parties, were looking at a fairly
substantial -- not fairly -- a substanti al
rate i ncrease, and we were | ooking at
potential ways to mtigate that expense. So
the MOEF itself -- effectively, each percent
of the MOEF creates about an $80, 000 revenue

requirenent. So at 6 percent, it was going
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to create a $480, 000 revenue requirenent,
which translates to about 4.8 percent of the
overall increase that we were originally
seeking. And so as di scussions ensued, the
questi on becane: Wll, can you |lower the
MOEF? Can you -- you know, and as we | ooked
at that, the concern was that | owering the
MOEF woul d result in, if operating expenses
went up as expected, it could result in, you
know, the RSF fund, the material operating
expense RSF, being depl eted by the next case.
The | ower the MOEF, the greater the chance of
t he depl eti on.

So as we look at -- the Towns and the
DOE and the OCA -- we determ ned that we
would try and go with 4 percent. And since
we needed to refill the RSF funds which were
fully depleted, and we were going to have to
borrow t he noney one tine only, hopefully, to
refill the RSF buckets fromtheir |evels at
the end of 2020 to the inprest |levels that we
wer e seeking, that we would borrow the
2 percent in cash that the MOEF woul d have

generated over the three years, if it was at
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6 percent versus 4 percent, in order to make
sure that we can get between rate cases,
assum ng i ncreases at expenses at 3 percent.

So the MOEF was set at 4 percent. The
addi ti onal cash necessary to get us to
6 percent was borrowed again this one tine,
and the net result of that was | ower rates
because we weren't collecting that extra
2 percent over each year. W were going to
get it back effectively over a 30-year tine
frame, or a 25-year tine frane, the | ength of
t he | oan.
Thank you, M. Ware.

M. Ware, the description of the
4 percent MOEF and the 3 percent expense --
or growt h expense factor, is that shown in
your exhibit, DLWExhibit 1, which, for the
record, is Attachnent A in the Settl enent
Agreenent, marked as Exhi bit 57?
(Ware) Yes, it is.
And can you just please note for the record
where this 4 percent -- | believe at the top
ri ght corner of the first page?

(Ware) Right. So the MOEF is at the top
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ri ght-hand side, to the right of that box.
And the factor used in calculating the MOEF,
the increase, the 3 percent increase, iIs
found -- [connectivity issue] -- where it
t al ks about increased material operating
expenses - -

[Court Reporter interrupts.]
(Ware) So the MOEF reference of 4 percent is
found to the right of the box at the top
where it says "Requested MOEF. 4 percent.”
The antici pated operating -- increase in
operati ng expenses that was used to cal cul ate
that is found to the left of that box where
It says "Increase in material operating
expenses of 3 percent."
And M. Ware, how confident are you of your
calculation or estimate of the rate of
I ncrease for the expenses?
(Ware) As | previously stated, the 3 percent
I's based on a | ook back at what has happened
with material operating expenses. And that
I's addressed at the bottomof Exhibit 5 of ny
DLW Exhi bit 1. And dependi ng upon the tine

frame that was utilized, and adjustnents and
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pro formas, the far right-hand, you know,
nunber is 2.97 percent for increase in
operati ng expenses over the three-year period
from 2018 to 2020. |If we | ook over at the
five-year period or the -- you know, actually
si x-year period from 2016, ending 2020, it's
actually 5.75 percent. Hopefully, we believe
that we will be in at that 3 percent range or
t hereabouts. As we're all aware, we are
seeing right now, unfortunately, some extrene
inflationary pressure on things |ike
chem cal s, fuel and power.
Thank you. And for the record, M. Ware, DLW
Exhibit 1, which is Exhibit 5, Attachnent A
to the Settlenent Agreenment, is in two pages.
And so the 2.97 percent that you referenced
woul d be on Page 2 in the bottom ri ght-nost
colum, and then the 5.75 is also at the
bottom of that box. Do you have that -- is
t hat correct?
(Ware) That is correct.
Ckay. Thank you.

Now, M. Goodhue, if | could ask you a
policy question about the MOEF. Can you
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pl ease offer your opinion as to why the MOEF
mechani smis a good sol ution for Penni chuck
East Utility?
(Goodhue) Yes. | will do ny best to --
[ connectivity issue]

[Court Reporter interrupts.]
(Goodhue) Thank you. The MOEF is a good
solution to the nost pervasive problemw th
t he MCERR portion of allowed revenues coni ng
out of a rate case; as | specified, that is
regul atory | ag and the coverage of our
operati ng expenses. It generally takes a
conpany in excess of 18 nonths to get new
rates for a filed rate case. |In that tine
frane, operating expenses have generally
i ncreased above all owed | evels, and as such,
the RSF funds used to support the cash flow
operations of the conpany have becone
impaired. This inpairnment is in essence
pernmanent, as there is no nechani sm under the
Conpany's ownership structure to nake up for
that deficit other than periods of dry
weat her patterns where revenues nay exceed

al |l owed revenues.
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In order to avoid the negative inpacts
of this, including fully inpaired RSF funds,
non- conpl i ance with bank covenants, the cost
of borrowing noney to refill RSF funds, the
MOEF al |l ows for the adequacy of funding of
the RSF accounts in support of cash flow
needed to operate a utility, avoiding the
negati ve i npacts and costs of the alternate
solutions to this problem which are higher
rate increases at every rate case, or the
cost of debt to replenish certain reserve
funds, or the inability to obtain debt needed
to run the business.

We did do a borrow ng in support of this
rate case, a one-tine borrowing, to refil
the rate stabilization funds to their fully
i nprest levels after they had becone fully
Impaired since the |ast rate case. And that
was done, again, with a view of that being a
one-tine-only situation so that we could
reset the table, inplenent the MOEF into the
al l oned revenues, allow ng for adequacy of
cash fl ow between rate cases to stabilize the

rate stabilization funds, to stabilize rates,
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and allow for a different, I'mgoing to say
"slope of the line," or where revenues and

i nvestnents go for the Conpany on a

goi ng-forward basi s.

Thank you, M. Goodhue. Can you pl ease
summari ze the benefits of the MOEF to

r at epayers?

(Goodhue) Yes, and hopefully |I'm not being
redundant. But by including this factor in
the OCERR portion of allowed revenues, it
al l ows revenues to adequately support
operati ng expenses between rate cases while
avoi ding the inpact of periodic materi al
borrow ng of funds to refill the rate
stabilization funds, or anortizing the inpact
of refilling the rate stabilization funds
over a short period of tine over the next
rate case, both of which would have materi al
I mpact on rates in those subsequent cases.
Ckay. M. Ware, do you have any opi nions on
t he benefits of the MOEF to add to M.
Goodhue' s testi nony?

(Ware) No. | believe he has adequately

descri bed the benefits.
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Ckay. Can | have you turn to Page 13 of
Exhibit 11?7 And in particular, this is the
cal culation the five-year runni ng average --
l'"msorry -- the five-year revenue average.
Are you there?
(Ware) Yes.
Ckay. Thank you. |If you could please state
or explain what this paragraph is doing wth
respect to an atypical year
(Ware) Yes. So the basis of the cal cul ation
of the volunetric rate -- [connectivity
I ssue]

[ Court Reporter interrupts.]
(Ware) -- that is utilized to set the revenue
requi rement was typically what we called the
test-year sales; so how nuch water did we
sell in the test year? But, you know, the
vari ance between year over year over year can
be, you know, anywhere from a coupl e
percentage points to as nuch as 20 percentage
points difference, and as a result could
result in an under-collection or
over-col l ection of revenues. So as such,

back in the previous PWVcase, DW 16-804 and
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t he PEU case DW 17-128, it was determ ned to
ki nd of snoboth out the inpact of using the
test-year sal es, which, again, can vary
widely, to utilize a five-year average of
sal es.

So we | ook back during the test year at
t he sal es, the nunber of hundreds of cubic
feet sold in each of the five years, and we
t ake an average of that, and as a result, we
t hen use the average hundreds of cubic foot
sold over the prior five years as the basis
for calculating the volunmetric rate. That
said, there was a concern that we have
extreme years. And by exanple, an extrene
year can be either very wet or very dry, and
as such, those years can throw off that
five-year average. And by exanple, 2020,
whi ch again was not part of this cal cul ation,
the sales were nore than 15 percent of the
five-year average that was utilized in DW
17-128, while in 2021, the sales are going to
be less -- are going to be nore than
15 percent |ess than the five-year average.

So interestingly enough, we have had two
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atypi cal years over the |last five years.

So in arate case, if there is an
atypi cal year when you | ook at the five-year
average, if one of those, including the
five-year, the atypical year, is greater or
| ess than 15 percent of the five-year
average, that year is thrown out for average
pur poses and we go back to the preceding
year, the sixth prior year, to calcul ate the
five-year average, again, with the goal of
approxi mati ng a sales volune that | ooks |ike
an average. Yes, you're going to have, you
know, years that are above the five-year
aver age between test years and bel ow, but
hopefully they average out.
Perfect. Thank you, M. Wire.

M. Goodhue, if | could have you turn to
Page 13 of Exhibit 11, and in particular, the
par agraph entitled "Inclusion of Actual New
Hanmpshi re Busi ness Enterprise Tax Cash
Paynents." Are you at that section?
(Goodhue) Yes, | am
Ckay. By way of background, can you pl ease

explain the various state and federal taxes
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t hat PEU pays?
(Goodhue) Yes. As | nentioned, com ng out of
t he acquisition by the Gty of Nashua,
Penni chuck Corporation is a unique entity
within the state of New Hanpshire, as well as
on a nationw de basis. W are a private
corporation with a nmunicipal sharehol der. W
are an 1120 filer for corporate incone taxes
at the federal level. So Penni chuck
Corporation and all of its subsidiaries would
file a consolidated federal tax return and a
consolidated state corporate tax return. W
are subject to federal inconme taxes as a
corporation. W are subject to New Hanpshire
busi ness profit taxes within the state of New
Hanpshire. And we are subject to what
refer to as the "m ni mrum cor porate tax"
within the state of New Hanpshire, or the New
Hanmpshi re Busi ness Enterprise Tax.

One of the things that occurs wth a
regul ated water utility on a fairly
consi stent basis -- because water utilities
are extrenely capital-intensive utilities, if

you | ook at our bal ance sheet, 80 percent or
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t hereabouts of our assets are our fixed
assets. These are long-lived assets for book
and accounti ng purposes. Book and accounti ng
pur poses, the average useful life of our
fixed assets approxi mates 42, 43 years on
average, sone being 80 years in life, sone
nmuch shorter end of the curve. However, for
federal tax purposes, water utility assets
have an appreciable |life of 25 years. As a
result, there is what is called a Schedule M
or basically a deferred tax elenent for our
corporate taxes, and that because the
depreciation life is so nuch shorter for our
fi xed assets at a corporate tax |level at the
federal basis versus books, we tend to have
deferred taxes and/ or net operating | osses
and shelters in place.

As a result, the corporation is
currently in an NOL, or net operating |oss,
net operating loss carry-forward position for
both federal and state business profits tax
basis; so as such, we do not have a current
cash obligation on either of those. However ,

we do have a current cash obligation for the
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busi ness enterprise tax, as it is a product
of payroll, dividends and interest that a
corporation incurs within the state of New
Hanpshire. However, the shelter for business
profits taxes and federal incone taxes is
subject to a little bit of a differenti al
since the Tax Cut and Jobs Act was passed in
Decenber of 2017, in that, any NOLs that have
been generated since that act was put into

pl ace can only shelter 90 percent of taxable
i nconme, whereas any NOLs generated before
that act could shelter 100 percent. And

t hose are on a FIFO basis, first in first out
basis. So as such, once we burn through all
of our 100 percent shelter NOLs, we'll only
have partially shelterabl e NCOLs.

There are other factors in the tax code
that al so inpact the deductibility and
includability of certain attributes of the
Conpany's operations, including the ClAC tax,
which was in place as an exenpti on since
1992. That exenption was sunsetted with DCIA
at the federal level. And then recently with

t he nost recent passage of the Infrastructure
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Act, that exenption was put back in place to
exenpt CIAC for a water utility or wastewater
utility fromfederal taxation. However, that
exenption has not yet been reinstated at the
state | evel for business profits taxes.

So as a result, and this is where it's
really fundanental ly inmportant to understand
t he Conpany's unique capital structure. W
are a private corporation that is debt-only-
funded like a nunicipality, but we're not a
muni ci pality. W're subject to federal and
state incone taxes. W're subject to state
and | ocal property taxes.

Thank you. M. Goodhue, could you pl ease
summari ze when the Conpany has to nake
paynents towards these state and federal

t axes.

(Goodhue) Yes. Quarterly paynents are due on
any cash obligations under those taxes. As |
nment i oned, because of our NOL status for both
federal incone taxes and New Hampshire

busi ness profits taxes, those quarterly
paynents result in a zero dollar paynment of

t hose taxes. However, we do have to pay
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paynents quarterly, quarterly estimtes based

on the full year inpact of our business
enterprise taxes that are anticipated to

result at the conclusion of each tax year.

And if | could have you further explain, what

Is the exact problemthat the Conpany
encounters with respect to paying the taxes
and the funds bei ng avail abl e under the
operati ng expense revenue requirement, or

maybe under the -- yeah, the MOERR portion?

(Goodhue) So currently, none of the corporate

t axes, federal, New Hanpshire business
profits, or BET, are included as a covered
itemin the MOERR portion of our allowed

revenues. As such, the cash needed to pay

t hese obligations has been a further erosion

of the MOERR RSF funds, where the paynents
are due and payable fromthe subsidiaries of
the corporation and then to the taxing
authority, in this case being the New
Hanpshi re Departnment of Revenue

Adm ni strati on.

So a final question with respect to this term

of the Settlenent Agreenent. What is this --
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how is this fixing the situation?
(Goodhue) What we're including in the
Settl ement Agreenent in this case is the
i ncl usi on of the NHBET bei ng a conponent of
t he MCERR expenses, therefore as a covered
el enent expense by the CERR portion of our
al l oned revenues. Nothing is being included
for federal or business profits taxes at this
ti me because, again, we don't have a cash
flow requirement for those at this tine.
Shoul d that becone a factor in the future, we
w ll introduce that into a future rate case
for inclusion when that does becone a cash
fl ow need.
Perfect. Thank you very much, M. Goodhue,
for that explanation.

Can | pl ease have you turn to the next
I ssue which appears on Page 14 of Exhibit 117
( Goodhue) Yes.
And this termconcerns the re-prioritization
of usage of avail abl e debt service revenue
requi rement 0.1 funds --
( Goodhue) Yes.

-- 1f you are there. kay.
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And in your prefiled testi nobny which was
i ncluded as Exhibit 1, did you testify as to
the need to re-prioritize the use of the
DSRR?
(Goodhue) Yes, | did include in ny testinony
the need to re-prioritize the usage of the
collected 0.1 funds under the DSRR portion of
al | owed revenues.
Coul d you provide a brief summary of those
concer ns.
(Goodhue) Yes. The Conpany's currently
aut hori zed usage of the DSRR 0.1 funds
fundi ng of certain capital projects wthout
the i ncurrence of debt. However, the Conpany
has certain expenditures it nust incur that
are neither covered by the OERR portion of
al | oned revenues nor the DSRR/ QCPAC process
which allows for the incurrence of debt to
fund those expenditures. By re-prioritizing
the DSRR 0.1 funds, the use of these funds to
first pay for deferred assets that do not
qualify for debt fundi ng and QCPAC cover age
closes this gap in the revenue structure.

And then using the 0.1 funds to next refill
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any deficits in the RSF funds has the benefit
of reducing inpact on custoners in future
rate cases for the refilling of those RSF
funds, should that be the case. Lastly,

t hose funds woul d then be used for capital
projects without the incurrence of debt.

Now, M. Goodhue, the fourth sentence down in
this termstates that the DSRR was i ntended
to replace both the rate of return and
depreci ati on expense. Do you see that?
(Goodhue) Yes, | do.

And does Penni chuck East Utility currently
have a return on rate base and depreciation
expense?

(Goodhue) It has neither return on rate base
nor any substantive return on equity. W
have a return on equity that is allowed, but
it's at a stated level. And we have no
equity to earn that upon. So regardl ess of
what that factor would be, it does not
generate any type of a return.

Ckay. So then ny next question is, of the
expenses that the settling parties are asking

the DSRR be appropriate for the funds to be
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used on, woul d those sane expenses have
ot herwi se been paid for through the -- either
back when Penni chuck was under a traditional
revenue structure, would have been -- would
have come out of the return on rate base and
depreci ati on expense?
(Goodhue) And/or the return on equity.
Ckay. Thank you.

M. Ware, do you have anything to add to
M. Goodhue's testinony on this subject?
(Ware) No, | do not.
Ckay. Can | then have M. Goodhue turn to
Page 15 of Exhibit 11 --
(Goodhue) | amthere.
-- to the termof recovery of RSF and
dri nki ng water and groundwat er debt issuance
costs.
(Goodhue) Yes, and I would just clarify that
It 1s "SRF" instead of "RSF." W have all
t hese acronyns. So what we're tal king about
is the recovery of the state revol ving fund,
SRF, for Drinking Water and G oundwat er Trust
Fund, or DWGIF, issuance costs. These are

two sources of debt funding that the Conpany
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woul d pursue if projects are eligible for
those | oans. W woul d pursue those | oans for
a couple reasons. No. 1, as a rule, the cost
of that debt on an interest rate basis is
quite favorable; no. 2, the terns associ ated
with them coul d be favorabl e and nay have
other attributes that make them nore
favorabl e than ot her sources of debt; but No.
3, you know, there are certain requirenents

t hat cone along with them including a
project nmust be eligible in order to obtain

t hat fundi ng.

The reason that we have this included in
the rate structure is that, under the present
rate structure for the Conpany, debt
acqui sition expenses for PEU s drinking water
state revolving | oan fund and SRF | oans are
not included in the CERR portion of covered
expenses. Cash coverage is key for PEU s
bond rating agencies and/or | enders. So
basically one of the things we want to nake
sure is that we have full coverage for each.

To give an exanpl e, Penni chuck Water

Wor ks, a subsidiary of PEU, funds the
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preponderance of its capital wth issued
bonds. And the issuance costs of those bonds
are actually capitalized into the bond

I ssuances. Wth the issuance costs under the
SRF and Drinking Water and G oundwat er Trust
Fund | oans, even though the cost of
acquisition of this debt is di mninus,
there's no el enental coverage for these costs
in our existing rate structure as it exists
at this tine.

So, M. Goodhue, the intent of this section
then is -- or this termof the Settl enment
Agreenent is to allow for a nmechani smfor
recovering those i ssuance costs for these
particul ar types of |oans that aren't

ot herwi se -- that have issuance costs rolled
into then?

(Goodhue) That is correct. You know, in all
aspects of what we've done with the nodified
rate structure in this conpany, both as has
been approved in a prior docket and requested
in this docket, is all about adequacy of cash
fl ow coverage of necessary and prudent

expenses. In acquiring these SRF and
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Dri nki ng Water and Groundwat er Trust Fund
L-O-A-NS, which actually are beneficial for
our custoners as opposed to other loans if
and when we can achi eve them because of the
el ements that | tal ked about as far as | ower
cost of debt service, |ower cost of
I ntroduci ng the debt, certain other el enental
factors included in that -- we also need to
make sure that we have the cash flow to cover
t he cost of actually closing on these | oans
and i ssuing and entering into these debt
agreement s.
Thank you, M. Goodhue.

M. Ware, do you have anything to add to
M. Goodhue's -- I"msorry. M. Ware, do you
have anything to add to M. Goodhue's
testi nony?
(Ware) No, | do not.
Ckay. Then thank you, M. Goodhue, for
correcting ny "RSF' gaffe.

If I could have you, M. Goodhue, turn
to the next term which is the
re-establishnent of the inprest |evels. For

the record, I'"'min Exhibit 11, Page 16.
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And M. Goodhue, can you tell us what's
an i nprest |evel?
(Goodhue) Yeah. An inprest level is --
refers to an account that naintains a fixed
target bal ance and is regularly used and
repl eni shed to that necessary level. 1Inits
sinmplest form anyone who's famliar with a
petty cash account that a conmpany may
maintain, it has a fixed level. And at all
times within that petty cash fund they're
either -- there's currency, or currency and
recei pts that add up to that target bal ance,
such that it has a targeted bal ance that it
nmust mai nt ai n.

The inprest level in RSF funds were
est abl i shed based on the el enental need for
t hose reserve funds to be maintained. And as
such, those funds are to be nmaintained at
that target level, and if over-filled, the
over-filling is returned to custoners in the
next rate case. |If under-filled, they're
recovered and refilled for ratepayers to
bring themto those target |evels, as that

target bal ance is the elenental |evel for
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whi ch t he adequacy of coverage i s sought for
t he purpose that those funds have been put in
pl ace.

Thank you. And M. Ware, I'mgoing to turn
to you and have you pl ease explain how the

i mprest levels were set for these various
RSF, rate stabilization funds, that are in
the flow chart.

(Ware) Ckay. So PEU currently has a total
RSF i nprest |evel of $980,000. That | evel
was set in DW17-128. That $980, 000 was
PEU s all ocable portion of the $5 mllion
that the Gty borrowed when they acquired --
as part of the $151 mllion to purchase the
stock of Pennichuck Corporation. The

$5 mllion was borrowed and given to

Penni chuck Corporation so that -- to be

mai ntai ned as a fund of cash that would
ensure that the utilities, that the
corporation could always pay the City the
necessary cash in the formof paynents for
the City to pay for its paynents for the $151
mllion.

So $5 mllion was set aside at the
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utility, originally in Pennichuck Water

Wrks, as a rate stabilization fund. It was
solely underneath -- it was solely a backstop
to paynents to the city bond fixed revenue
requi rement, that if revenues that were
necessary that went into the city bond fi xed
revenue requirement were insufficient for any
reason to pay the paynent to the Gty for the
corporation's obligation, that noney coul d be
drawn fromthat $5 mllion. Again, it was a
two-way nechanism |If we collected extra
revenues in the CBFRR bucket, the extra
revenues over the required paynent to the
Cty flowed down into that underlying fund
originally established just to Penni chuck
Water Works in DW17-128; $980, 000 of the

$5 mllion that was sitting in the PWVRSF
account was transferred to Penni chuck East.
And that was a -- that anount was based on

t he anount of equity each conpany had as of
the end of 2011. So it could be bal anced
out. Each conpany -- Pittsfield Aqueduct
Conpany, Pennichuck East Uility and

Penni chuck Water Works split that $5 mllion
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based on the equity on the books, again as a
backstop for their ability to nake paynents
to the Cty.

But additionally, because it was
determ ned that because there were -- you
know, when we tal k about the buckets of
revenues, there is no vari ance year over year
or inflationary pressure on paynents to the
Cty. That paynent is the sane every year
until 2042. But when you | ook at operating
expenses, as we've already gone through,
t hose do change year over year due to
I ncrease in operating expenses. So there was
the need to have a backstop to any shortfal
i n revenues that cone in versus operating
expenses. And then also there was a
potential shortfall in the paynent of the
debt service revenue requirenent, which was
nmeant to be covered by the 10 percent
over-covered. That all said, that $980, 000
was distributed into the three buckets -- the
material -- or CBFRR RSF, the materi al
operati ng expense RSF, and t he DSRR RSF.

Now, when we | ooked at that back in
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DW 17-128, and we assuned at that stage an

I ncrease i n operating expenses of about, at
that stage it was three and a half percent,

it resulted in the fact that PEU needed to
have an overall RSF cash in a perfect world
of $1,920,000. But there was only $980, 000
to be distributed. So distributed anongst
each of the three buckets, we took the

980, 000, divided it by the 1.92 mllion and
put a percentage into each of the buckets to
establish the level that is currently in the
RSFs, which are 60,000 in the city bond fi xed
revenue requirenment RSF; $898, 000 in the
requi renent for the material operating
expense revenue requirenent, and the residual
of the 980,000 in the DSRR revenue
requirement. So those RSFs are where they
are. And either we need to increase those to
keep them from bei ng depl eted, or the
alternative was the installation of the MJEF
to help deal with the operating increases
associated with inflation or an
under - perform ng of revenues coll ected due to

| ower than expected sal es.
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Now, M. Ware, these RSFs were depleted; is

t hat correct?

(Ware) That is correct.

Can you pl ease summari ze the order of

magni tude that these were depleted to?

(Ware) Yes. So as stated, the RSF funds were
establi shed and funded as part of DW17-128.
So beginning with the year starting after the
test year for that rate case, which is 2016,
once the case was settled, which was actually
in 2018, those funds were established for
each one of the RSF funds. So between 2017
and the end of 2020, which was the 12-nonth
period followng the test year in this case,
operati ng expenses in particular, you know,
went up as we saw somewhere north of

3 percent. But renenber, the revenue
requirenment in DW17-128 was set for
operati ng expenses pro forma to 2016. The
result was that as the years progressed, the
operating -- the revenues associated with
operati ng expense varied with season -- with
the weather in any one year, but they did not

Increase with operating -- to natch operating
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expense increases. As a result, over that
four-year period, the $980,000 in initial
fundi ng across the three RSFs turned into a
deficit of $1.144 mllion. So presently --
or at the end of 2020, the RSF funds had a
negative value in total of $1.144 mllion.

So to get back to the inprest |evels neans
that the utility needed $2.124 million to pay
of f the negative val ue whi ch was borrowed
fromour short-termline of credit and to
bring the cash level in those RSF funds back
to their inprest |evel of $980, 000.

And M. Ware, the repl eni shnent was done

t hrough the recent financing; is that
correct?

(Ware) Yes, that is correct. There were two
choices to replenish that. One was to set up
as an expense a deferred debit, neaning that
we woul d collect that $2.1 million over a
peri od of years under the rate case nmechani sm
t hat was set up; typically that would be
three years. So it would have required an
addi ti onal revenue requirenent of $700, 000 a

year for the next three years to rebuild from
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the current deficit to the projected inprest
val ues.

O the second option which was expl ored
as part of settlenent was either extending
t he period of recovery of the rate
stabilization fund beyond three years through
a deferred debit as an operating expense, or
borrow the noney. Wth the inplenentation of
the MOEF, if that is granted, we should not
have to borrow noney going forward to cover
i ncreased operati ng expenses. The MOEF
shoul d adequately deal with both regul atory
|l ag and inflationary pressures, assum ng that
it's set at the appropriate level. And so,
you know, to spread out that three years or
four years of loss, it was better served to
t he ratepayers to borrow the noney to finance
t hat anount, exactly what was approved and
recently happened. W closed on the | oan on
Novenber 30th, borrowed the $2.124 mllion
that we just discussed; it was the deficit in
t he RSF funds at the end of the 2020, the
di fference between the inprest | evel and the

current | evel s. And i n those RSF funds as of
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the closing of that | oan on Novenber 30th, |
beli eve was the | oan cl osing date, have been
fully replenished at this stage.
M. Goodhue, do you have anything to add to
M. Ware's testinony on this subject?
(Goodhue) No, | do not. Thank you.

M5. BROMN. At this point we're at
the next term which is the revenue
requi rement. As we di scussed at the outset,
Staff and the Departnent and the Conpany were
goi ng to toggl e between direct exam nation of
its wtnesses. So | turn it over to Attorney
Am don for M. Laflamme to take a | ead on
this revenue requirenent section.

MS5. AM DON: Good norning. First |
wanted to ask if anybody wants to take a
break. And | see a hand raised by the court
st enogr apher, so --

CHAl RVAN GOLDNER: Ckay. Wbhuld you
li ke to take 10 m nutes?

M5. AMDON: | think that woul d be
good for everyone. Thank you.

CHAI RVAN GOLDNER: Ckay. Of the

record.
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(Brief recess was taken at 11:59 a.m,
and the hearing resuned at 12:22 p.m)
CHAI RMVAN GOLDNER: Ckay. W'll go
back on the record. M. Am don.
MS. AM DON:  Thank you.
DI RECT EXAM NATI ON
BY M5, AM DON:

Q Good norning. It's still norning.

A. (Laf |l amme) Good nor ni ng.

Q Wul d you pl ease state your full name for the
record.

A (Lafl amme) Jayson Lafl amme.

Q And by whom are you enpl oyed?
A (Lafl amme) The New Hanmpshire Departnent of

Ener gy.

Q What is your position with the Comm ssion
[sic]?

A I amthe assistant director of the Water

G oup within the Regul atory Support D vi sion.
Q Coul d you pl ease sunmmari ze your previ ous work
experience with the Conm ssion?
A. (Laflamme) | joined the Public Uilities
Conmmi ssion in 1997 as a utilities examner in

the Comm ssion's Audit D vision. In 2001 |
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joined the Comm ssion's Gas and \Wat er
Division as a utility analyst and was
eventual |y pronoted to senior utility

anal yst, and in 2018 | becane the assi stant
director of the Gas and Water Division. And
in July of this year ny position was
transferred to the newly created Departnent
of Energy.

What are your responsibilities as assistant
director?

(Laflamme) | directly supervise the Water
Staff of their Regul atory Support Division
and primarily oversee the course of

exam nation for water and wastewat er dockets
that are filed with the Conmm ssion. And |
al so directly exam ne sel ect dockets that
cone before the Comm ssion, such as the one
bei ng heard t oday.

And M. Laflanmme, you have testified
previously before this Conm ssion, haven't
you?

(Lafl amme) Yes, | have.

Coul d you pl ease descri be your invol venment

with this docket.
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(Lafl amme) Yes. | exam ned the Conpany's
rate filing in conjunction with the books and
records previously on file with the

Comm ssi on regardi ng Penni chuck East Utility.
| participated in the discovery process
formul ati ng data requests, review ng data
responses, and participated in technical
sessions. | also participated in the
drafting of the Settlenment Agreenment that is
bei ng presented today. And | also materially
participated i n previous dockets in other
rate cases relative to the ratenaking

nmet hodol ogy proposed in this Settl enent
Agreenent, specifically DW11-026, which was
the Gty of Nashua's acquisition docket of
Penni chuck Corp. and subsidiaries; PWVrate
cases DW 16-806 and DW 19-084; previous PEU
rate cases DW13-126 and DW17-128. And |

al so participated in the recent Pittsfield
Agueduct rate proceeding, which is DW21-153.
Thank you. So the Settl enent Agreenent that
you participated in preparing is identified
as Exhibit No. 11 for identification; is that

ri ght?
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(Lafl amme) That is correct.

And this is a docunent that you assisted in
pr epari ng.

(Laflame) Yes. This is the Settl enent
Agreenent reached by the Conmpany, the
Departnent, and the other settling parties in
this proceedi ng regardi ng permanent rates.
Thank you. Do you have any revisions or
corrections to this docunent?

(Lafl amme) No, | do not.

So the information in Exhibit No. 11 is an
accurate depiction of the agreenent anong the
settling parties; is that right?

(Lafl amme) That is correct.

Now, if you turn to Page 17 of Exhibit 11
which is the Settl ement Agreenent, there's a
Section 3, begi nning "Revenue Requirenent."
And that section states that the parties
agreed to a total revenue requirenent derived
from base rates for PEU of $10, 130, 530. That
represents an increase of 16.79 percent in
PEU s pro forma test-year revenues; is that

ri ght?

(Lafl amme) That's correct.
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And it further indicates that the derivation
of this proposed increase can be found in
Attachnent B to the agreenent, which for
t oday' s heari ng has been marked for
identification as Exhibit 6. Do you have --
did you prepare Exhibit 67
(Lafl anme) Yes, | did.

M5. AMDON. So just for the
i nformation of the Conm ssioners, we'll be
t al ki ng about Exhibit 6 in much of the
questioning and answering today. So you

probably woul d want that available to you.

BY M5, AM DON:

Q

At the outset, could you please wal k us

t hrough the cal cul ati on of the proposed
revenue requirenent contained in that

Exhi bit 6.

(Lafl amme) Yes. | would direct your
attention to the summary schedul e cont ai ned
on Pages 1 and 2 which provides the

conpari son of the cal cul ati on of pernanent
rates as originally proposed by the Conpany
based on its filing for permanent rates.

That's found in Colum A There's al so the
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cal cul ation of PEU s revenue requirenent in
this case without the recently approved
financing in DW21-129, and that would be in
Columm B. And then finally there's the

cal cul ation of the pernmanent rates proposed
in the Settl enent Agreenent, and that is
found in Colum C.

Li nes 1 through 15 of the sunmmary
schedul e contain the three proposed
conmponents of PEU s revenue requirenent as
previ ously approved in DW17-128 and
described in the Settl enent Agreenent. These
conponents are the city bond fi xed revenue
requi renent, or CBFRR, which is found on
Line 1 of the summary; the operati ng expense
revenue requirenent, or OERR, which is found
on Line 12, the cal culation of which is on
Li ne 12; and then the debt service revenue
requi renment, or DSRR, which is cal cul ated on
Li ne 15.

As | indicated, Colum C contains the
cal cul ation of the revenue requirenent for
base rates and ot her operating revenues

proposed in the Settl ement Agreenent of
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$10, 160, 718. This is derived froma CBFRR on
Line 1 of $926, 309, the cal cul ati on of which
is further detailed on Schedule 1 of
Attachnment B, which is on Page 3; an OERR of
$7, 321,071 found on Line 12, which is further
detail ed on Schedules 2, 2A, 2B and 2C of
Attachnent B, which is Bates Pages 4 through
9; and then finally a DSRR of $1, 913, 338,
which is further detailed on Schedule 3, or
Page 10, that includes the financing approved
in DW21-129. Line 16, as well as Line 17,
contain the total of these three conponents,
or $10, 160, 718.

Subtracti ng ot her operating revenues of
30, 188 fromthat anount on Line 18 results in
t he proposed revenues to be derived from base
wat er rates of $10,130,530. Wen that anount
Is conpared to the test-year water sal es of
$8, 674,186 on Line 20, this represents a
proposed i ncrease of $1, 456, 344, or
16. 79 percent, shown on Line 21.
Thank you. Now, regarding the cal cul ati on of
i ndi vi dual revenue conponents, and

specifically the cal cul ation of the proposed
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mat eri al operati ng expense factor that was
di scussed in the testinony presented by the
Conpany, could you please wal k us through
that calculation. And just for clarity's
sake, Attachnent B to the settlenent is
Exhibit 6; is that right?
(Lafl amme) Correct.

M5. AMDON. Ckay. So if he's
t al ki ng about Exhibit B, he's talking

about -- | nean Exhibit 6 is Attachnent B.

BY Ms. AM DON:

Q
A

Anyway, please conti nue.

(Lafl amme) Yeah, | would turn your attention
back to Lines 2 through 12 of Attachnent B

t he summary schedul e, Exhibit 6, and
specifically looking at Colum C. Lines 2

t hrough 5 contain the proposed operating
expense conponents. And specifically, it
consi sts of operation and mai nt enance
expenses of $5,833,508 on Line 2; pro fornma
property tax expense of $1,132,017 on Line 3;
anorti zati on expense of $52,280 on Line 4;
and then finally the New Hanpshire Business

Enterpri se Tax expense of $23,882 on Line 5.
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The sum of these conponents, or $7,041, 777,
shown on Line 6 represents PEU s total
operati ng expenses. These expense itens are
shown in nore detail on Schedule 2, which is
Pages 4 and 5 of Attachnent B.

Line 7 through 11 contain the
cal cul ati on of the proposed nateri al
operati ng expense factor, or MOEF. First,
$7, 163 of designated non-material operating
expenses on Line 7 taken from Schedul e 2C.
Then the anortizati on expenses of $52,280 on
Line 8 are subtracted fromthe tota
operati ng expense anount of $7,041, 777,
resulting in the naterial operating expenses
that are subject to the MOEF of $6, 982, 334
found on Line 9.

To this anount, the 4 percent
agr eed- upon MOEF percentage on Line 10 is
applied, and this results in the cal cul at ed
MOEF of $279,293 on Line 11. And then when
this anpbunt is added to total operating
expenses of $7,041,777 fromLine 6, the
result is the total proposed operating

expense revenue requirenent, or OERR, of
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$7, 321,071 on Line 12.

Thank you. Does the proposed revenue

requi rement include debt service and

oper ati ng expenses, such as property tax
related to capital inprovenents placed in
service during 20197

(Lafl amme) Yes, it does.

Now, you were -- at the outset of the hearing
we were di scussing the marking of exhibits
for identification. And | want to refer to
t hose two particular exhibits, Exhibit 7 and
Exhi bit 10, and ask you to explain each in
turn. So we'll start with Exhibit 7.

(Lafl amme) Okay. Exhibit 7 was a
reconmendati on that was provided by the then
Public Uilities Comm ssion Staff and now t he
Energy Staff in Docket No. DW 20-019, which
I's Pennichuck East Utility's 2020 qualified
capital project annual adjustnent charge
docket. And this was the Staff
reconmendati on made to the Conmm ssion with
regards to that proceedi ng and i ncludes an
audit report specific to that docket, as well

as an engi neering report that was done
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specific to that docket.

And coul d you just sunmari ze the
recommendati on that was nade in that
attachnent .

(Lafl amme) There were actually two
reconmendations in that proceeding by the
Staff. The first was to reconmend approval
of the QCPAC, an additional 1.22 percent to
t he previously approved 2.98 percent QCPAC
for Pennichuck East Utility. And the

other -- and included in that was a
reconmendation to find that the capital
projects done in 2019 were prudent, used and
usef ul .

So at present, what is the status of the
docket and the Staff recommendati ons that
remai n?

(Laflamme) Wth regard to that particul ar

proceedi ng, what was proposed to be the QCPAC

surcharge was eventual |y subsuned into the
tenporary rate that was approved in PEU s DW
21- 056 rate proceedi ng.

And what happened to the recomendati on

regardi ng finding the 2019 capital investnent
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prudent, used and useful ?
(Laflamme) In the order regardi ng the QCPAC,
t he Conm ssion decided to effectively defer a
finding of the prudence, used and useful ness
of the 2019 plan additions to the rate case.
And consequently, the settling parties, wth
the exception |I think of the Towns of Exeter
and Litchfield and M. Husband, who take no
position on the issue, the remaining parties
agree that the Conmm ssi on shoul d nmake that
finding in this docket; is that correct?
(Lafl amme) That is correct.
Ckay. Thank you. So let's nove on to
Exhi bit 10.

Coul d you please tell us what this
docunent is.
(Lafl amme) Exhibit 10 was the audit report
that was generated fromthe Departnent of
Energy's Audit Staff. They exam ned the
books and records of Pennichuck East Utility
in conjunction with this rate case and
produced this report, which they filed on
April 9th, 2021.
Thank you. Now, Section B.3 of the
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Settl ement Agreenent also affirns the
settling parties agreenent to the

nmodi fication nade to PEU s North Country
capi tal recovery surcharge previously
approved by the Conmm ssion, the tenporary
rate -- in the tenporary rate order
proceeding in this docket, resulting in an
annual reduction in those revenues; is that
correct?

(Lafl ame) Yes. PEU s annual revenues
derived fromthe North Country capital
recovery surcharge will decrease by $2, 688,
from $181, 603 to $178, 915.

Thank you. Also, Section B.3 of the

Settl enent Agreenent, Exhibit 11, discusses
the total operating revenues anticipated to
be realized by PEU foll owi ng the

I mpl enent ati on of the pernanent rates
proposed in this proceeding. Could you

pl ease descri be that.

(Laflame) Yes. |If the Comm ssi on approves
t he proposed revenue requirenent, it is
anticipated that PEU will realize total

annual revenues of $10,339,633. And this is
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denonstrated on Attachnent B, the sunmary
schedule, Columm C. And | would direct you
to Lines 24 through 27. And it includes
revenues from base rates of $10, 130, 530;

ot her operating revenues of $30, 188 on

Li ne 25; and North Country capital recovery
surcharge revenues of $178,915 on Line 26.
Thank you. Now, if we go to just a headi ng
t hat appears at the bottom of Page 18 of

Exhi bit 11, the Settl enment Agreenent, it
begi ns a di scussion of the inpact of the
approved financing on the revenue

requi renment. Could you pl ease wal k us

t hrough t hat di scussi on.

(Lafl amme) Certainly. The Comm ssion
approved PEU s proposed financing in DW
21-129 on Cctober 29th, 2021, in Oder No.
26,538. The Conpany cl osed on that financing
on the 1st of Decenber, borrow ng $2, 546, 632
at 4.25 percent, wth a termof 25 years.
That financing is included on Schedul e 3 of
Attachnment B. You can find that on Page 10.
The financing resulted in a net reduction in

t he proposed revenue requirenent in this rate
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proceedi ng of $168,697. Again, directing
your attention to Attachnent B, or Exhibit 6,
this can be denonstrated by conpari ng Col umm
B of that sunmmary schedul e, which is the

cal cul ation of the revenue requirenent in
this case without the financing in
DW|[21]-129 and resulting in a revenue

requi rement of $10, 299, 226 on Line 19, and
conparing that with the actual revenue

requi rement being proposed in Colum C, Line
19, of $10, 130,530. The specific differences
consist of, first, a reduction in
anortizati on expense from $264, 735 to

$52, 280, which can be seen in conparing
Columms B and C on Line 4., and this is the
result of the elimnation of $212,455 in the
annual anortized repl eni shnent of the
Conpany's RSF debt which was originally
proposed in their rate case filing; secondly,
there's a reduction in the proposed MOEF from
$418,940 in Colum B, Line 11, to $279,293 in
Colum C, Line 11, which is the result of the
application of a 4 percent MOEF rather than a

6 percent MCOEF, thereby reducing that
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conmponent by $139,647; and then finally, the
| ast conponent is the increase in the debt
servi ce revenue requirement from $1, 729, 933,
shown in Colum B, Line 15, to $1,913,338 in
Columm C, Line 15. And that's based on the
annual principal and interest paynents
associated with the new financi ng of 166, 732
times the 1.1 debt service coverage factor
resulting in an increase of $183, 405.

Thank you. Now, if we're staying on Page 19
of the Settl enent Agreenent, there's a
Provision 5 in the agreenent that says that
in light of the settlenent, that the proposed
tariff pages submtted in Novenber of 2020 by
t he Conpany shall not take effect; is that

ri ght?

(Lafl amme) That is correct.

And then if we go to the section nunbered 6
on the sane page, rate design, it says that
the all ocation of the derived revenue

requi rement will be nmade in accordance with
the chart on Bates Page 20 of the agreenent;
is that right?

(Lafl amme) That is correct.
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And in Schedule 4 of Exhibit 6, the revenue
requi renent cal culation report of proposed
rate changes, it's nore or less a reiteration
of this chart on Page 20 of the agreenent; is
that right?
(Laf |l anme) Yes.
Ckay. So having said that, what wll be the
I mpact of the proposed pernanent rates on
PEU s average residential custoners?
(Lafl amme) As discussed in Section B.7 on
Bat es Pages 20 and 21 of the Settl enent
Agreenent, Exhibit 11, for PEU s non-North
[sic] Country average residential custoners
using 6.5 hundred cubic feet, or CCF, of
wat er per nonth, and who were, before
tenporary rates were inpl enented, paying
$71.59 per nonth, the inpact of the proposed
rates will result in an increase of $12.72
per nonth, to $84.31, for an annual i ncrease
of $152. 64.

For PEU s Locke Lake average residenti al
custoners using 3.45 CCF per nonth, and who,
before tenporary rates paid $60.81 per nonth,

the i npact of the proposed rates will result
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in an increase of $7.11 per nonth, to $67.92,

for an annual increase of $85. 32.
For PEU s Sunrise Estates average

residential custoners using 3.45 CCF per

nmont h, and who before paid $58. 74 per nonth,
the i npact of the proposed rates wll result

in an increase of $6.96 per nonth, to $65. 70,

for an annual increase of $83.52.

And then finally for PEU s Birch Hill

aver age residential custoners using 3.45 CCF,

and who before paid $60.81 per nonth, the
I mpact of the proposed rates will result in
an increase of $7.22 per nonth, to $68. 03,
for an annual increase of $86. 64.
If we | ook -- thank you.

If we ook at the next section of the
Settl enent Agreenent, B.8 on Page 21, it
I ndi cates that the effective dates for
permanent rates shall be on a
servi ce-rendered basis effective
Decenber 24th, 2020. So how would you see

this being inplenented, both in terns of

filing the final rate tariffs and in terns of

tenporary rate recoupnent?
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(Laflamme) |If the Conm ssion i ssues an order
approving the permanent rates as proposed in
the Settl enent Agreenent, we woul d envision
t hat the Conpany would file tariff pages that
ef fectuate the approved permanent rates
within 15 days of the Conm ssion's order.

In Section B.9 of the Settl enent
Agreenent, it explains the agreed-upon
procedure for the filing and approval of
tenporary to pernmanent rate difference. And
we -- based on that, within 30 days of the
Conmm ssion's order on permanent rates, the
Conpany will file a reconciliation of the
revenues actually coll ected under tenporary
rates conpared to what it would have
coll ected in revenues had permanent rates
been in effect fromthe approved effective
date. And that would be until the date of
t he Conm ssion's order approving permanent
rates. That reconciliation would al so be
acconpani ed by the Conpany's proposal for
recovery of the cal cul ated revenue difference
t hrough customer surcharges or credits.

The settling parties wll have the
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opportunity to exam ne the Conpany's
proposal s and make recommendati ons as
warranted to the Conmm ssion. And then based
on the Conpany's filing, in addition to any
subsequent recommendations filed by the
settling parties, the Comm ssion wll issue
an order regarding the recovery of the
cal cul ated di fference between tenporary and
per manent rates. And then upon receipt of
that order, within 15 days PEU has agreed to
file a conpliance tariff supplenent regarding
its tenporary to permanent revenue
recoupnent.

And | understand that the proposed recoupnent
back to tenporary rates is consistent with
the authority of the Comm ssion under RSA
378:29. Do you agree?

(Lafl amme) | agree. Yes.

Thank you.

Ckay. So the next section is rate case
expense surcharge. And the Settl enent
Agreenent indicates that the parties agree
PEU shoul d be authorized to recover its

reasonabl e rate case expenses. Pl ease
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explain how that will occur.

(Lafl amme) Again, within 30 days of the

Commi ssion's order on pernmanent rates in this
proceedi ng, the Conpany will file its final
rate case expense request, pursuant to PUC
1905. 02, along with the necessary supporting
docunentation. The Conpany's proposal would
then -- there would be the opportunity by the
settling parties to exam ne the Conpany's
proposals and to nake recommendati ons to the
Commi ssion. Based on the Conpany's filing,
as well as the subsequent recommendati ons
filed by the settling parties, the Comm ssi on
Wil issue its order regarding PEU s recovery
of its rate case expenses. And then upon
recei pt of that order, within 15 days PEU
agrees to file a conpliance tariff suppl ement
regarding its recovery of rate case expenses
in this case.

And so if | understand you correctly, that
means that Staff will be reviewing the filing
on the rate case expenses to assure that
they' re reasonabl e and eligible for recovery.

(Lafl amme) That is correct.
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Thank you.

In Section 11, which I'mnot there yet,
Section 11 details the agreed-upon nonthly,
sem - annual and annual reporting by PEU to
file wwth the Comm ssion and with the
Departnent. Could you please explain the
pur pose of this reporting.

(Laflamme) Certainly. Simlar to the

addi tional reporting requirenments that were
approved for PWNin its previous rate case,
DW 19- 084, these reporting requirenents were
put forth in |ight of the proposed changes to
PEU s ratemaki ng nechanism And the settling
parties believe that these additi onal
reporting requirenments are necessary to
accurately determ ne whet her these changes
are actually acconplishing their intended

pur poses.

First, given the unique rate structure
previ ously approved for PEU and the
nodi fications to that rate structure proposed
in this Settlenent Agreenent, specifically
whereas PEU rates structure is based on a

cash fl ow net hodol ogy as opposed to an
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ear ni ngs net hodol ogy, these additi onal
reporting requirenents were designed to
officially determ ne whet her the Conpany is
over-earning or under-earning relative to its
uni que rate structure.

Secondly, PEU s rate structure resulted
in the creation of various rate stabilization
funds. And then further, this Settl enment
Agreement proposes the material operating
expense factor as a nmechani sm desi gned to
sustai n those funds between general rate
cases. As such, the proposed reporting
requi renents are al so designed to provide for
greater transparency on the part of the
Conmpany with regard to whether those reserve
funds and their associ ated nechani sns are
actually fulfilling their intended purposes
within the proposed ratenaking structure.

And then finally, these requirenents
were designed to assist in the determ nation
of other potential ratenmaki ng changes that
may be proposed by PEU i n subsequent rate
proceedi ngs, one of which is the potenti al

I nclusion of the cash paynents that PEU nakes
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relative to its share of the New Hanpshire
busi ness profits tax and federal incone tax
in future revenue requirenents.
Thank you. Proceeding to Page 25 of the
Settl enent Agreenent, and Paragraph 12,
resolution of repeat audit issues, could you
explain what is intended by the term "repeat
audit issues" and then how -- what are the
issues in this section and how they're
addr essed?
(Laflame) Well, during Audit Staff's
exam nati on of the Conpany's books and
records in conjunction with this rate
proceedi ng, there were a couple of audit
I ssues contained in the final audit report
where there was an indication of disagreenent
bet ween the Conpany and the Audit Staff with
regard to their resol ution.

The first issue pertained to the
al l ocation of certain supplenental executive
retirement plan costs shared between the
Conmpany and its affiliates. The Audit Staff
t ook the position that these costs were

I nappropriate for inclusion as one of the
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al |l ocati on determ nants anongst the
Penni chuck affiliates. The Conpany's
position, however, was that this is a
contractual obligation of the conpanies

i ncl uded in the managenent fee all ocation

since PEU s inception. As such, the settling

parties, except for the Towns of Litchfield
and Londonderry and M. Husband, reconmmend

t he Comm ssion find that the inclusion of

t hese costs as a conponent of the affiliate

al l ocation calculations is just and

r easonabl e. And it should be noted that the

Towns of Litchfield and Londonderry, and
M. Husband, actually take no position on
this audit issue and do not object to the

ot her settling parties' resolution of this

i ssue. And that is contained in Footnote 14

on Page 25 of Exhibit 11

The second i ssue pertains to the

appropriate accounting treatnent of principal

forgi veness of an Anerican Recovery and
Rei nvest nent Act, or ARRA | oan, and certain
SRF | oans. The Audit Staff's position is

that this should be accounted for as
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contributions in aid of construction. The
Conpany's position is that this should be
accounted for as a gain fromforgiveness of
SRF debt. Under the ratenaki ng nechani sm
previ ously approved for PEU and proposed in
the Settl ement Agreenent bei ng heard today,
both the Cl AC and gai n accounts have no
I mpact on the determ nati on of PEU s revenue
requi rement. As such, the settling parties,
except for the Towns of Litchfield and
Londonderry and M. Husband, recommend t hat
t he Comm ssion find that PEU s current
met hodol ogy for accounting for principal
forgi veness on its ARRA and SRF |loans is
acceptable. And again, with regard to the
Towns' position and M. Husband's position,
whil e they take no position on this audit
I ssue, they do not object to the other
settling parties' proposed resolution of this
I ssue. Again, referenced in Footnote 14 on
Page 25.

The proposed resolutions of these audit
i ssues are specifically being included in the

Settl ement Agreenent for the sake of
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adm nistrative efficiency with regard to
subsequent audits. It is hoped that if
approved by the Conmi ssion in this
proceedi ng, these issues wll be prevented
from becom ng recurring audit issues to be
dealt with within subsequent rate

pr oceedi ngs.

Thank you. Do you believe that the pernanent
rates proposed in the Settl enent Agreenent
are just and reasonabl e?

(Laf | ame) Yes.

And coul d you expl ain your reasoning.

(Lafl amme) The Departnent believes that the
proposed ratenmaki ng nodifications wl|l
provi de the necessary revenues to enable the
Conpany to neet its debt service and
operating requirenents. Also, the Depart nent
bel i eves that the specific ratenaking

nmodi fications contained in the Settl enment
Agreenent wl | provide further assurance to
the creditors of both the Conpany and its
affiliates regarding the sufficiency of PEU s
cash flow, liquidity and sol vency.

Further, while the Departnent recognizes
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that the proposed 16.79 percent rate increase
bei ng proposed in this Settl enent Agreenent
is not insignificant, it neverthel ess
represents an equitabl e balancing of the
i nterest between the utility and its
rat epayers. Therefore, the Depart nment
believes that the resulting rates are just
and reasonabl e for both the Conpany and its
custoners, and serves the public interest.
Thank you. So in summary, do you recomrend
t he Conmi ssi on approve the Settl ement
Agreenent for permanent rates, and that
approval wll set just and reasonabl e rates
for its custoners?
(Laf | ame) Yes.
And do you believe that it is in the public
interest -- the Settlenent Agreenent is in
the public interest?
(Lafl amme) Yes, | do.
M. Laflame, do you have anything to add to
your testinony?
(Laflame) Not at this tinme, no.
Ckay. So thank you very nuch.

MS. AMDON: | believe at this
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point, M. Chairnman, that Attorney Brown wl |
address additional issues with her w tnesses.
CHAI RVAN GOLDNER:  Ckay. Ms.
Br own.
MS. BROMWN: Thank you very nuch.
DI RECT EXAM NATI ON ( CONT' D)

BY M5. BROW:

Q M. Ware, | would like to start wth you.
And the question is concerning Exhibit 11 and
t he revenue requirenent that M. Lafl amme
just thoroughly described. Do you have
anything to add to his testinony on the
revenue requirement discussion?

A (Ware) No, | do not.

Q Ckay. And M. Goodhue, do you have anything
to add to M. Laflamme's description of the
revenue requiremnment --

A (Goodhue) No. M. Laflamme adequately and
fully described the conputati on and adequacy
of that conputation.

Q Ckay. And I will nmove on, M. Goodhue, to
t he next section. M. Laflame also fully
descri bed the inpact of the financing on the

settl ed revenue requirenent. Do you have
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A
Q

anything to add to his testinony?

(Goodhue) | do not. The only thing that |
woul d, for the record, is the |oan actually
cl osed on the norning of Novenber 30th rather
t han on Decenber 1st. And we were able to

I mpl enent the results of that closing on that
|l oan into this case based on the actual
conponents of the financing, including the
amount borrowed, the term and the interest
rate.

Thank you. And M. Ware, do you have
anything to add to M. Laflame's testinony
on the financial -- I"'msorry -- on the
financi ng i npact on the revenue requirenent?
(Ware) No, | do not.

Il would next, M. Ware, like to direct your
attention to the rate design section, and in
particular to Page 20 of Exhibit 11. Are you
also able to pull up Page 59 of the

Exhi bit 1, which is the report of proposed
rate change that the Conpany initially

pr oposed?

(Ware) | can. Hold on one m nute, please.

O | have it in front of me and | can read

112

{DW 20- 156} [ MORNI NG SESSI ON ONLY] {12-15-21}




© 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

[WITNESS PANEL: Goodhue|Ware|Laflamme]

you the percentages. Ckay. You' ve got your
book. Ckay.
(Ware) | have got it, yeah. Wich Bates page

in the original filing, please?

Bates Page 59. | don't renenber which tab
it's on.

(Ware) Yes, | have that page.

Ckay. So in conparing Bates Page 59 from
Exhibit 1 to the table that appears on

Page 20 of Exhibit 11, the Percent I|ncrease
colum differs; is that correct?

(Ware) That is correct.

G M for instance, started out at 23.37, and
it's now 20.77; is that right?

(Ware) Yes.

Private FP, which would be fire protection,
started out at a reduction of 4.11 percent
and is now zeroed out. Do you see that?
(Ware) Yes.

And | would Ii ke to have you descri be from
FP- Hydrant and then down. It says W ndham
Raynond, Lee, Exeter, Birch Hill, Bow. Can
you pl ease descri be what components a

muni ci pal fire charge -- or what conprises a
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muni ci pal fire charge, and why all of these
hydrant listings are different?
(Ware) Yes. So from FP-Hydrants, that's
public fire protection that is paid for by --
[ connectivity issue]

[Court Reporter interrupts.]
(Ware) That is paid for by the | ocal
muni ci pality collected through taxes, and
that is paying for the municipal fire
protection in that community. And there are
four communities that pay for all or a
portion of the public fire protection
al l ocated through rates, and that's the towns
of Litchfield, Londonderry, Pel ham and
Raynond. And then the remaining |listings,
W ndham Raynond, Lee, Exeter, Birch Hill,
Bow public hydrant charges have the sane
basis as the FP-Hydrant charges to the
muni ci palities, but those charges are paid
for by the ratepayers thensel ves through a
separate charge on their bill outside of the
cust oner charge and the volunetric charge.

But the basis of all what woul d be

determ ned the public hydrant charges falls
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into two categories. There is a tariff
charge that's bei ng sought for the servicing
of hydrants. So it's based on the nunber of
hydrants in each of those comunities. And
then there is a conponent based on the inch
feet of water main that provide that fire
protection; inch feet being the size of the
water main. |If you have an 8-inch water nmain
and there's 100 feet of it, you'll have
800-inch feet. So when you | ook at those
charges that are listed, those charges are a
conbi nati on of the nunber of hydrants in each
community times the tariff rate per hydrant
pl us the nunber of inch feet in the comunity
times the tariff rate in inch feet. So the
rates are the sane across each one of those
publ i c hydrant charges, the tariff rates.

But because of the m xture of the nunber of
hydrants to the nunber of inch feet, the

I mpact on the rates that each comunity w |
pay is different because of the variance or

di fference in the bal ance between inch feet
and that in the nunber of hydrants.

Thank you very nuch for that explanation, M.
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o > O >

>

War e.

M . Goodhue, did you have any further
el aboration on M. Ware's and M. Laflamme's
testinony as to the custoner inpact?
(Goodhue) No, | do not.

M. Ware, | would like to pick up with you on
one elenent in the revenue requirenent that
M. Laflamme di scussed, and that was wth
respect to the QCPAC program and the issue of
prudent, used and useful.

If I could just ask you, of the, call
them plant additions that are bei ng taken
fromthe QCPAC program and are included in
the revenue requirenent, are all of those in
service?

(Ware) Yes, they are.

Do you consider themto be used and useful ?
(Ware) Yes, | do.

And do you consi der those investnents to be
prudent ?

(Ware) Yes, | do.

Ckay. M. Goodhue, do you have any

further -- anything further to add to M.

Ware's testinony on the prudent, used and
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useful issue?
(Goodhue) The only thing | would add is that
t he QCPAC programis designed specifically to
encapsul ate projects within a given cal endar
year. And in support of that, we have
policies and procedures in place to ensure
that capital is not only invested in, but is
used and useful by the end of each cal endar
year in support of the QCPAC programto nmake
sure that |layers of capital investnent are
not only invested in but are used and usef ul
as a prudent investnment in each cal endar year
i n support of those QCPAC.

[ Court Reporter interrupts.]
(Goodhue) And then we annual ly finance that
or refinance that because the assets are
funded by FALOC borrow ngs, which are fixed
asset line of credit borrow ngs during the
year, and in turn financed each year in
support of that program So there are not
only -- not only is it a fixed program but
there are el enental policies and procedures
in place at the Conpany to nake sure of

strict enforcenent to those boundaries wthin
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t hat program
Thank you very nuch, M. Goodhue, for that
expl anati on.

M. Ware, are you famliar with
Exhibit 9.? For the record, this is a
conpi l ati on of data responses.
(Ware) Yes.
And within Exhibit 9, did you author a nunber
of those data requests?
(Ware) Yes, | did.
And are you aware of any changes or
corrections that need to be nade to those
data requests or data responses and
suppl ement al responses?
(Ware) No, | am not.
Ckay. M. Goodhue, are you famliar with
Exhi bit 9 and the data responses wthin that
exhi bit?
(Goodhue) Yes, | absolutely am
And did you author sone of the data responses
w thin that exhibit?
(Goodhue) | either authored and/ or
conpr ehensi vely revi ewed every one of those

dat a responses.

118

{DW 20- 156} [ MORNI NG SESSI ON ONLY] {12-15-21}




© 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

[WITNESS PANEL: Goodhue|Ware|Laflamme]

Are you aware of any changes or corrections
that need to be made to either the underlying
data responses or any of the supplenents that
wer e included?

(Goodhue) I am not.

Ckay. Thank you.

M. Ware, | do want -- I'msorry. M.
Goodhue, | do want to cover an issue about
affiliate agreenent costs. Are those
affiliate agreenent costs in the proposed
revenue requirenent?

(Goodhue) They are. And as they're specific
to the 2006 cost all ocati on agreenent which
was approved by the Comm ssion, as filed
under Docket No. DW04-048, it covers the

al l ocation of costs that appear within the
current conpany's rate case filing. And that
cost allocation nethod is consistently
appl i ed throughout the corporation relative
to the allocation of shared costs that
benefit or are applicable to each of the
conpani es within the consolidated group.

M. Goodhue, M. Laflamme had covered the

tenporary and permanent recoupnment subject.
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Do you have anything to add to his testinony?
(Goodhue) | do not. | think M. Laflame
fully described the process and the | egal
authority and the timng and steps in that
process for which recoupnent of these

per manent rates, once approved, wll be
accounted for and bill ed.

M. Ware, do you have anything to add to M.
Lafl ame' s testinony about the tenporary

per manent rate recoupnent section?

(Ware) No, | do not.

| have a followup, a friendly cross of M.
Lafl anme, who is on our panel today.

M. Laflamre, during the rate case
expense testinony, you had indicated that the
settling parties would be given an
opportunity to coment on any rate case
expenses. Do you recall that testinony?
(Laf |l anme) Yes.

And would it be that all parties, regardless
of whether they settled, would be able to
comment on those rate case expenses?

(Lafl amme) That's ny under st andi ng.

Ckay. Thank you for that correction.
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M . Goodhue, do you have anything to add
to the rate case expense testinony from M.
Laf | amme?
(Goodhue) | do not.
And M. Ware, do you have anything to add to
the rate case expense testinony from M.
Laf | amme?
(Ware) No, | do not.
M. Goodhue, do you have anything further to
testify concerning M. Laflame's testinony
and expl anati on of the annual reporting or
the multiple reportings?
(Goodhue) | do not. The reporting
requirenents included in the Settl enent
Agreement are anal ogous to the reporting
requi rements that were adopted for Pennichuck
Water Works in DW19-084 and for PACin its
recent rate case, which, once again, | am not
recalling the docket nunber for that recently
conpl et ed case.
Thank you.

M. Ware, do you have anything to add to
M. Laflame's testinmony or M. Goodhue's

testinony regarding the nonthly, sem -annual
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and annual reporting section?

(Ware) No, | do not.

Now, M. Ware, with respect to the repeat
audit issues, you heard M. Laflame testify
as to Audit Issue 1 and Audit Issue 6. Do
you have anything further that you need --
that you wish to explain or testify to on

t hose issues?

(Ware) No, | do not.

And M. Goodhue, do you have anything to add
to the testinony just given today on Audit

I ssue 1 and resolution of Audit |ssue 67
(Goodhue) The only thing | would add in
support of what has already been testified by
M. Laflame is that we were taking the
opportunity in this case, like we did in the
nost recent cases for both PWVand PAC, to
set aside certain issues that cane up in
every single rate case with the sane
resolution in order to bring expedi ency and
efficiency to the process relative to these
specific issues.

Thank you, M. Goodhue.

Wth respect to -- and this is a
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question of M. Goodhue. Wth respect to the
three-year rate case termthat's found at the
bott om of Page 26, how frequently does the
Penni chuck famly of conpanies cone in for
rate cases in your experience?

(Goodhue) No. 1, in our experience, it's
been, as a rule, every three years. No. 2,
we feel that inposing a three-year regularity
or nodality for filing rate cases for PEU

| i ke we have al so adopted in PWN s nost

recent rate case, DW19-084, is actually in
the best interest for all parties to the
case. The structure of the revenue

requi renment for these conpanies is a cl osed
cycl e, where revenues, as has been spoken
about, are collected and any over-deposit or
under-filling of the rate stabilization funds
may occur. So it is inportant to have a
frequency of rate cases on an every-

t hree-year cycle for a couple of reasons.

No. 1, should over-filling of those accounts
occur, it is incunbent upon us to nmake sure

t hat those nonies are returned back to

custonmers in a tinely manner. No. 2, within
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that nodality of frequency, it gives us an
anpl e runway between rate cases, such that
we're not pancaki ng cases behi nd one anot her,
you know, in a nore frequent nmanner. But

No. 2 is to make sure that the incurrence of
operati ng expense fluctuations, whether it be
frominflationary pressures, whether it be
from change i n operations, change in water
qual ity standards and treatnent processes,
can be reflected in rates as are prudent and
necessary relative to the operation of the
conpany to the benefit of its custoners.
Thank you, M. Goodhue.

M. Ware, do you have Page 27 open in
front of you, if you could of Exhibit 11, the
Settl enent Agreenent, in particular the term
renewal of the 1997 water supply agreenent?
(Ware) Yes, | do.

Can you pl ease sunmmari ze for the
Conmm ssi oners, what is the Conpany agreeing
to in this paragraph?

(Ware) So we have a contract that we absorbed
when we purchased the current PEU systens

fromthe Town of Hudson, when they acquired
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t he consuners water systens, the New
Hanmpshi re Consuners Water Systens, back in

the 1998 tine frane. And there was an

agreenent in terns of how the wells that are

in Litchfield, but were owned by consuners
and now owned by Hudson, in terns of how
those wells woul d be shared, the cost would

be shared, as well as other conmdn assets,

such as like transm ssion, nmain storage tanks

t hat are used by both the comunities of
Litchfield and Hudson. The systens really
were never neant to be separate systens, but
they were separated with that change. So
this agreenment was derived and ultimtely
approved by the Public Uilities Commr ssion

relative to the sharing of assets.

There was a concern expressed during the

rate case relative to the efficiency of that
agreenent and whet her, you know, we shoul d
challenge it. There was a | ot of dial ogue
about that. But what we did agree to is
that, as part of the next opportunity when
that -- we have an opportunity to request

that that contract be reopened or that
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agreenent be reopened; that, one, we would do
so; but two, that when we did so, that if the
Town of Litchfield was willing, that we would
allow their attorney or representation of the
Town to sit in on, you know, that process and
be part of the process to ensure that, you
know, possibly a different view could be

| ooked at. So that's what the nature of this
agreenent was, is that, you know, we will not
l et that next time frame pass w thout asking
for that contract or agreement to be reopened
and consi dered, and consi dered, you know, in
i ght of sone of the concerns that were

voi ced during the process of this rate case.
Thank you. M. Goodhue, do you have any
further testinony on this subject --
(Goodhue) | think M. Ware portrayed sone of
the concerns. And perhaps one of the

i ntervenors who has the ability to testify in
this case may have sonething to add to that.
But specifically, we were addressi ng concerns
t hat were brought to bear within this case
and maki ng a provision, such that those

concerns could be addressed in a proper
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manner at the proper tine relative to the
contractual ability to open and address those
at that next point of opening in the

agr eenent .

Ckay. M. Goodhue, after review ng and
presenting this Settlenment Agreenent and its
multiple parts, do you have an opinion as to
the just and reasonabl eness of the rates
proposed in the revenue requirenent proposed
inthis --

(Goodhue) Yes, | believe that the proposed
rates would be just and reasonable. And I
don't know if | can recall the exact words
that M. Laflame used, but | believe he

t al ked about this being a proper bal ance of
the interests between the utility and its
custoners as to the rates and the ability to
service those custonmers as a regul ated
utility.

So | think I hear you agreeing that the
Settl enent Agreenent is in the public

i nt er est.

( Goodhue) Yes.

Ckay. M. Ware, do you have an opinion as to
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the just and reasonabl eness of the revenue
requirenent, the rates, and I1'll al so add on
the public interest elenment of the Settl enent
Agr eenent ?
(Ware) Yes, | believe that the Settl enent
Agreenent and the associated rates that are
bei ng sought provide a just and reasonabl e
result of this filing and that it is in the
public interest for the reasons stated
t hroughout this hearing.
And | thank you both for your testinmony this
nor ni ng because this ends our direct.

MS. BROWN: Chai rman Gol dner, thank
you.

CHAI RVAN GOLDNER: Ckay. Any nore
direct? M. Amdon?

M5, AM DON: No.

CHAl RVAN GOLDNER: Ckay. So next

we'll nove to cross-exam nation by M. Kreis
and the OCA. |'d suggest, though, that we
per haps take a break until 1:00 for | unch.

Everybody okay with that? GOkay. So let's
break and return at 1:00, and we'll begin

wth M. Kreis. Thank you. Of the record.
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(Lunch recess taken at 12:26 p.m and
concl udes the Mrning Session. The
heari ng resunes under separate cover
the transcript noted as Afternoon

Sessi on ONLY.)

n
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CERTI FI CATE

|, 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 COWM 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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