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PROCEEDI NG

CHAIRMAN IGNATIUS: Good morning. |

want to open the hearing in a consolidated docket , that
actually is four separate dockets that we've come together
on. Let me give you the numbers of those, and th en we
will take appearances. We are here on DW 07-105, which
began as an investigation into quality of service and
possible receivership for Lakes Region Water Comp any; DW
10-043, involving a filing and consideration of a ffiliate
agreements with LRW Water Services and Lakes Regi on Water
Company; DW 10-141, which was Lake Region's Petit ion for a
Permanent Rate Increase; and DW 11-021, which was Lake
Region's Petition for Approval of Long-Term Debt for debt
issuances going back as early as 2004. They were

consolidated by order of the Commission, and are all being
pulled together to be more efficient to deal with in one
proceeding, so we will take all of them today.

In addition, we have a procedural

situation that's a little bit different than the norm,
which is we have the designation of one Staff wit ness as a
Staff advocate and counsel for that witness as a Staff
advocate. That's Mark Naylor and Marcia Thunberg . And,
we have Staff witness Jayson Laflamme and Counsel Alex
Speidel as what you think of as a traditional Sta ff
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witness, which is not designated as a Staff advoc

So, with that, let's take appearances
please.

MR. RICHARDSON: Good morning,
Commissioners, and congratulations. We all get t
the best day of the year indoors, I'm afraid. Ju
Richardson, with Upton & Hatfield. I'm here on b
the Lakes Region Water Company. With me is Tom M
president; Stephen St. Cyr, its rate consultant;
Mr. Norman Roberge is also here, who provides acc
services; and behind me is Jake Dawson and Bob Mo

Bob will also be testifying today.

ate.

o spend
stin
ehalf of

ason, its

ounting

ntville.

CHAIRMAN IGNATIUS: Good morning. Thank

you.

MR. PATCH: Good morning, Chairman

Ignatius, Commissioner Harrington, Commissioner S
Doug Patch, with the law firm of Orr & Reno. And
appearing here today on behalf of Property Owners
Association at Suissevale, Inc. And, with me is

Skelton, who is the president of the association.

CHAIRMAN IGNATIUS: Good morning.

John

MR. NEWMAN: Ed Newman, representing the

Hidden Valley Property Owners Association.

CHAIRMAN IGNATIUS: Thank you. Isit

{DW 07-105/10-043/10-141/11-021} {03-08-12/Day
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"Newman", N-e-w-m-a-n?
MR. NEWMAN: Yes.

CHAIRMAN IGNATIUS: Thank you.

MR. McCRACKEN: Ron McCracken, Hidden

Valley Property Owners.

CHAIRMAN IGNATIUS: And, help me with

your last name again, sir.
MR. McCRACKEN: M-c-C-r-a-c-k-e-n.
CHAIRMAN IGNATIUS: McCracken?

MR. McCRACKEN: Yes.

CHAIRMAN IGNATIUS: Good. Thank you.

And, from which development?
MR. McCRACKEN: Hidden Valley.
CHAIRMAN IGNATIUS: Thank you.
MR. ENDRES: Bill Endres, a Hidden
Valley resident.
CHAIRMAN IGNATIUS: Thank you.

MS. HOLLENBERG: Good morning,

Commissioner Ignatius. And, Commissioner Scott a nd
Commissioner Harrington, welcome to you both. My name is
Rorie Hollenberg. I'm here on behalf of the Offi ce of
Consumer Advocate. With me this morning are Donn a
McFarland and Steve Eckberg. Thank you.

CHAIRMAN IGNATIUS: Good morning.
{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}
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MS. THUNBERG: Good morning. Marcia
Thunberg, on behalf of Advocate Staff, Mark Naylo r.

MR. SPEIDEL: Good morning,

Commissioners. Welcome and congratulations. Ale xander
Speidel representing Staff. | have Jayson Laflam me, Jim
Lenihan, and Doug Brogan, of the Water and Gas Di vision.

CHAIRMAN IGNATIUS: Thank you. Good

morning. And, just in case anyone's uncertain, t hisis a
new thing, to have a woman as the Chair, and ther e's been
great debate over what my title is. | think the answer
is, officially "Chairman”, and, in terms of the h earing,
whatever you're comfortable with. So, if it's "C hair",
"Madam Chair", "Chairman”, "Commissioner", anythi ngis
fine. Don't worry about it. And, the worse thin gis, if
anybody feels tongue-tied, that's not important t 0 me.

So, do we have procedural issues to
undertake before we move forward? Ms. Thunberg.

MS. THUNBERG: Yes. There has been

filed a motion to strike certain testimony. Staf fis
aware of that. That was filed by Office of Consu mer
Advocate and POASI. The other matter that Staff is aware
of is Hidden Valley may have a public statement. And, |
just had a conversation with Hidden Valley this m orning.
So, I'd like to pin that down or perhaps you coul d pin

{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

10

that down with Hidden Valley before we start with the
motion.

CHAIRMAN IGNATIUS: All right.

MS. THUNBERG: Those are the only issues
that | am aware of. Thank you.

CHAIRMAN IGNATIUS: Mr. Richardson.

MR. RICHARDSON: Thank you, Madam

Chairperson. The only concern that | have with r espect to
the Motion i n |'im ne that was filed jointly by OCA and the

Suissevale property owners is that, because of th e date on
which it was filed, we have not had our ten days to
respond. We received it by e-mail a week -- well , on
Friday of last week. So, | believe, under the ru les, we

have until Monday to respond.

| haven't really focused on preparing a

response because of that. And, I think, because we're
allowed the ten days, we intend to use those. We 're happy
to discuss the motion now, if that would benefit the
Commissioners. But we really feel that some of t he issues
need a written response. And, it would be premat ure to
rule on it before we've had a chance to file our written
response.

So, our plan is to present the testimony

that we have identified. And, in the event the C ommission

{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}
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grants the motion, it would have to strike those
of the testimony that would be presented here tod
Rather than, | mean, if we could have excluded it
time, but we just haven't had time to, obviously,
Lakes Region file an objection or the Commission

rule on it.

portions
ay.
ahead of
having

time to

CHAIRMAN IGNATIUS: Well, I want to give

everybody an opportunity to speak to the motion.

I'll tell you, at the outset, going through hours
testimony, and, after the fact, trying to sort ou
sentences should or should not be in the record,

is anything stricken, is not an effective use of

time. If you do not feel you're able to respond
motion now, and the Commissioners take an action
then I think the alternative would be that we iso
issues that are in dispute and we have separate,
identified portions where we address those disput
issues, so that they, if there is ultimately a de
remove any of them, they can be excised without g
line-by-line. We're not going to end up with ar
that looks like Swiss cheese. That's just not --

not useful.

So, you may want to think about that,

talk to your client. But | do not want to go for

But,

of
t which

if there
anybody's
to the
on it,

late the

ed
cision to
oing
ecord

that's

ward
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today with all of that disputed information mixed and
matched throughout the day. We need to find some way to
organize it to be effectively addressed.

MR. RICHARDSON: If you'd like --

CHAIRMAN IGNATIUS: You may sit. You
don't need to stand.

MR. RICHARDSON: If you'd like my
thinking on that issue, and it really -- | don't want to
start arguing the merits or in opposition to it u ntil the
Commission is ready to hear that. But the Compan y's view
IS is that the reply testimony was submitted in r esponse
to some very broad statements in the Staff testim ony that
the Company should be sold, and that its rates we re -- the
approved rates should only be half of what the Co mpany had
requested. And, so, we stepped back, and that re quired
some -- in order to respond to those broad issues , we
looked at a lot of aspects that relate to the ent ire case.
And, we can't really parse out any section of it. We're
really of the view that all of the testimony that was
submitted was appropriate.

CHAIRMAN IGNATIUS: Well, let me just
tell you what, as | read it, it seems to me there are very
identifiable issues, and tell me if this is wrong Ot
seems to me, one of the issues in dispute is what the

{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}
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return on equity should be, and the request of th e Company
now asking for a 12 percent, at a minimum, return on
equity. That's an identifiable issue that, as fa rasl
can see, stands alone. A second one is what the Company
has called the "START mechanism" step adjustment process.
That, again, as | see it, stands alone, and corre ct me if
I'm wrong. And, the third are the questions abou t the
managerial/financial status of the Company and ab ility to
move forward, and whether it should be facing

receivership, sale, all of that, as a third separ ate

issue.

MR. RICHARDSON: Yes. And, those

issues, for example, the sale of the Company, or

receivership, really relate to whether or not the Company
Is -- has adequate technical, financial, and mana gerial
capability. That's a broad issue. And, | think we've
squarely submitted responsive testimony related t o that
subject. | don't see how you can construe that i ssue
about sale of the Company or forcing it into rece ivership
as to not call into question the entirety of the Company's
operations. And, so, what we did is we looked at , when we
filed our testimony, we really looked at showing, for
example, that the Company had closed out all of i ts

letters of deficiency that have -- that were in e xistence

{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}
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at the time of the '07 docket. And, there's only
company-wide. And, there's an agreement now, in
today, if we offer this testimony, to resolve tha
well. So, we really feel strongly that the respo
we offered were appropriate, given the scope of w
were responding to in Staff and in the OCA's test
The other examples really follow the
same -- the same framework. For example, the ret
equity issue. Our rates were based upon a initia
that | believe requested either a 40 or a 44 perc
increase. Staff's recommended permanent rates ar
about 18 or 19 percent, | believe. That really r
us to go back and look at what we had requested,
"okay, we're not going to get half of what we req
what do we need to say in response to that?" And
one of the -- that's what caused us to revisit a
equity that was higher than what we had requested
Staff, by the way, had requested a lower than 9.7

return on equity.

one left
here

tas

nses that
hat we

imony.

urn on
[ filing
ent

e at
equired
and say
uested,

, really,
return on
. And,

5 percent

CHAIRMAN IGNATIUS: And, I'm not asking

you to get into the merits of your proposal. I'm really
asking, can we separate these issues so that ther e'sa
workable transcript?

MR. RICHARDSON: Yes.
{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}
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CHAIRMAN IGNATIUS: A record that can be

useful?

MR. RICHARDSON: 1 think that you've

correctly identified what the issues are. The la st
comment | would say that is the issue that you id entified
of the "START proposal, it's really the Company’ S view
that we would be, under that proposal, we would b e filing
a new request for a new rate treatment that would require
approval by the Commission. And, the Commission would,
obviously, have to issue an order of notice to do that.
So, it's -- even if that testimony is -- it doesn 't really
matter if that is allowed in or not allowed in, b ecause
we're not asking the Commission to approve the ra te
treatment in this proceeding. What we offered to do was
to give the Commission a menu of how we plan to d eal with
the underlying problem in the Staff's testimony, which is
lack of access to capital.
If the Commission isn't inclined to
offer an opinion on whether that process works or not, we
would likely seek a step increase or a future rat e
increase, in which we would specifically referenc e the
statute, RSA 374:3-a. That's in the testimony.
So, in terms of -- we recognize that the
OCA's position and Suissevale's, that it was not in the
{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}
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original order of notice. But it really doesn't matter,
because we're anticipating that a new order of no tice
would be issued at some point. And, we're not as king for
the Commission to approve the treatment in advanc e. We
are offering the concept, to say "this is how we plan to
move forward", in light of what is in the testimo ny that

was presented by Staff and OCA.

CHAIRMAN IGNATIUS: That's helpful. Mr.

Patch, do you have any comments on the Motion to Strike
and where we are procedurally? I'm sorry, Motion in
[imne?

MR. PATCH: I'd defer to the OCA for
now. Perhaps I'd have a few comments after they commented
first. But, if you'd be willing to let them spea k first,
then | think that would be helpful.

CHAIRMAN IGNATIUS: All right. Thank

you.

MS. HOLLENBERG: May I?

CHAIRMAN IGNATIUS: Ms. Hollenberg.

MS. HOLLENBERG: Thank you. | guess
responding to a few things that the Company has s tated.
Firstly, I guess | view the Motion to Strike more as not
having been required to have been filed at a cert ain time
for the hearing. | really think that the issues that were

{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}
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raised in this motion could have been raised oral ly at the
hearing. And, perhaps that would have required t he
Company to orally respond. But it was done more asa
matter of notifying everybody in advance of the h earing
that these were issues that we had with regard to certain
statements that the Company had filed in their re buttal
testimony.
And, 1, just to clarify, | really see

there being two primary types of information that the
motion seeks to keep from the record. One being

information that's provided without an appropriat e expert
opinion basis. And, then, the other being new in formation
or new proposals that none of the parties have ha dan
opportunity to explore and discuss in discovery.

With regards to the lack of expertise, |

don't really think that there's a lot to dispute about
that. Perhaps, | won't speak for counsel for the Company,
but it may be easier to respond to that issue tha n the
other issue about the new information. And, with regards
to the new information, such as the new informati on or
proposal on the START ratemaking method, | think that |
understand what the Company is saying, in that th ey're not
asking the Commission, at this point in their reb uttal,

for the Commission to approve a specific step inc rease or

{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}
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an amount of a step increase under that proposal.
what they are asking for is approval of that type
ratemaking mechanism, which is a -- in advance of
that request. So, if the Company were to file th
proposal to -- they're asking, basically, for
pre-permission that that's an appropriate ratemak
mechanism at this juncture in the docket. And, w
haven't had a chance to respond to that at all.

| would view that we be foreclosed from objecting

mechanism as a way to raise the Company's rates i

next case, based on that approval or determinatio
Commission. So, they are really asking for appro
the mechanism, at least the way I look at it, and

I'm misunderstanding it.

CHAIRMAN IGNATIUS: Thank you.

Ms. Thunberg.

But
of
filing

eir

ing

e really

And, so,
to that

n the

n of the
val of

maybe

MS. THUNBERG: Yes. Staff had assented

to the Motion i n i mne. But Staff, not to wholly

reiterate what OCA is arguing or the points that OCAis
making, but Staff agrees that this, the arguments that are
in the motion could have been raised at hearing. So, for
the excuse of waiting for the duration of ten day sin
order to respond, | would urge the Commission not to wait
for resolution of this motion. It is going to be
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problematic, as, Chairman Ignatius, you have iden tified,
in culling out the portions of the testimony that are
subject to be stricken. If the Company goes forw ard with
its direct case and is including the reply testim ony, and
we still don't have resolution of the motion, it' S going
to affect which exhibit, | mean, is the reply tes timony
going to be introduced in full or are we going to just
carve it out at the outset pending resolution of the
motion? There's just SO many problems with not r esolving
this motion now or this issue now.

It was distressing for me to hear
Attorney Richardson talk about their request, in
particular, for like the alternate rate treatment , is for
a future proceeding. That's not how Staff read t hat
testimony. Staff thought that was part of the ca se that
they were going to be making today as part of the ir
permanent rate proceeding.

So, anyway, Staff thinks it's, in
conclusion, it's problematic to not resolve the i ssue of
what can be fairly introduced into the record tod ay. We
need to resolve that today. Thank you.

CHAIRMAN IGNATIUS: Mr. Speidel?

MR. SPEIDEL: Staff -- non-advocate
Staff takes no position on the motion. However, we do
{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}
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believe that clarity, in one sense or another, wo

advisable as part of this proceeding. Thank you.

CHAIRMAN IGNATIUS: All right.

Mr. Patch, anything further?

MR. PATCH: Well, | guess the only thing

| would say in addition to that, | could see a wa
which the Commission, as a matter of sort of
administrative efficiency, could proceed today, t
testimony, basically taking under advisement the
Ultimately, you know, listen to the objection fro
Company, and then decide later whether you felt t
know, it was appropriate to strike or not to stri
what weight you ought to give to the evidence tha
know, that's subject of the dispute. Rather than
parse all that out now and slow down the hearing
proceeding. | think that might be one way to pro
mean, | think there are good issues raised by, an
sort of due process issues, raised by the way in
this testimony came in, and the substantive porti
particularly the ROE and the step adjustment proc
| think that's something, maybe after you've hear
testimony and after you'd seen the objection, you

have a better sense of what to do with that.

So, those are, | guess, the only

uld be

y by

ake the
motion.
m the
hat, you
ke, or
t's, you

try to

ceed. |
d mostly
which
ons,

ess. But
d the

would
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comments | would offer at this point.

CHAIRMAN IGNATIUS: Mr. Richardson, I'l
give you a chance to respond as well. | think
Commissioner Harrington had a question to you as well.

CMSR. HARRINGTON: Yes. Mr. Richardson,

you're saying that you're not asking for approval of
what's being referred to as the "START" ratemakin g formula
in this proceeding. And, | guess my question wou Id be,
what are you asking approval for? What is your p osition
then? You want to present that and say "this is an
alternative™? Are you asking for permission or a pproval
that that approach is okay, without getting into the
specifics? But, beyond that, are you getting bac k to the
original request for a rate increase that the Com pany put
in? Is that what you hope to come out of this pr oceeding?
I'm just a little confused as to where you're goi ng.

MR. RICHARDSON: Yes. If -- when we get

to admit Tom Mason's testimony, there is a docume nt that |
believe is marked as "Exhibit F" to his testimony . And, |
don't have a witness -- my exhibit list in front of me,

but | believe it's Exhibit 6. So, Exhibit --
CMSR. HARRINGTON: Excuse me. You're
referring to the December 12th testimony?

MR. RICHARDSON: Yes, 2011. And, |

{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}
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believe that, without having it in front of me, | could
pull it out, that document would say that the Com pany
isn't asking for the Commission to approve the tr eatment
until a future proceeding, because we recognize t hat we're
dealing with an abstract concept. So, | believe you hit
the nail on the head when you suggested that we w ere
really presenting the concept, and hoping that th e
Commission would encourage the Company to pursue the
concept. With the understanding that what the Co mpany has
proposed expressly recognizes that we're going to meet
with the parties. Any party that doesn't like a specific
proposal or a specific treatment could object to it. And,
we're under no -- there's no obligation on the pa rt of any
of the parties, or the Commission even, to approv ea
specific proposal until it's made. And, that wou Id be
after a hearing and an order of notice going out.

MS. HOLLENBERG: May I just make a
comment? | don't think the Company needs approva | to
provide the Commission with a proposal for altern ative
regulation. And, my concern is that, if the Comm ission
were to give that approval in this case, none of the
parties have had an opportunity to opine about th at.

CHAIRMAN IGNATIUS: Thank you.
Commissioner Harrington.
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CMSR. HARRINGTON: Again, I'm still kind

of a little confused. Assuming, let's just say, you
present that thing, and whatever happens happens. But
you're not asking for approval of anything at thi S
proceeding. What are you asking for approval of? Or, are
you -- just simply to stop and not approve anythi ng?

MR. RICHARDSON: We're starting to get

into the merits of the hearing now. But one of t he issues
raised by Staff was "lack of access to capital”. So, the
Company provided responsive testimony saying "thi sisour
plan”. And, essentially, there's a gap between t he
recovery of the debt on a capital improvement ver sus the

-- through rates.

CHAIRMAN IGNATIUS: Mr. Richardson, the
question is, what are you asking --

MR. RICHARDSON: Okay.

CHAIRMAN IGNATIUS: -- the Commission to
approve? Not the substance of it, butis it -- i t'snota
dollar figure of a step increase, correct?

MR. RICHARDSON: That is correct.

CHAIRMAN IGNATIUS: Is it the actual
methodology of a step increase? That's a differe nce --

MR. RICHARDSON: It would be the

methodology in a future step increase that has no t been
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requested yet.
CHAIRMAN IGNATIUS: Butis itto find,
in this case, what the methodology would be?

MR. RICHARDSON: It's to demonstrate to

the Commission that there is a plan that the Comp any has,
and is hoping the Commission will consider and pe rhaps
evaluate, in this proceeding, to resolve the unde rlying
issue of lack of access or limited access to capi tal.

CHAIRMAN IGNATIUS: But do you want, in
your mind, in this case, to resolve what that met hodology
should be?

MR. RICHARDSON: The Commission doesn't

need to. We think, if the Commission were to off er
guidance as to how it views the Company's proposa l, that
would be helpful. But we're not asking the Commi ssion to
approve or disapprove it in any sense. We're sim ply
responding to the testimony concerning the Compan y's lack

of access to capital.
CHAIRMAN IGNATIUS: Yes, please.
CMSR. HARRINGTON: I'm still getting a
little confused here.
MR. RICHARDSON: Okay.
CMSR. HARRINGTON: Let's put the START

thing out of the way. You're asking for some typ e of
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advisory position on that, it sounds like. The C ompany
proposed a rate increase and submitted that. Are you
still looking for approval of that original rate increase

as submitted?

MR. RICHARDSON: Yes. With the

understanding that, in Stephen St. Cyr's reply te stimony
from December 12, 2011, he stipulated to Staff's rate
schedules, with four changes. So, there's really only
four pieces where Staff and the Company disagree at this
point.

CMSR. HARRINGTON: But you're asking for
approval of those, with the four stipulations?

MR. RICHARDSON: Absolutely.

CMSR. HARRINGTON: And, then, the idea
would be, if that rate increase is approved, then you may
or may not come back in a subsequent proceeding a nd file
this, the so-called "START" thing?

MR. RICHARDSON: That is correct.

CMSR. HARRINGTON: Okay.

CHAIRMAN IGNATIUS: All right. We need
to figure out what we're doing in terms of the pr ocedure,
because what | don't want to do is bog down into a battle
over procedural issues and not move forward with

substance. This case has been going on for too | ong and
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we need to make progress.
Is there anything more on the procedural
question?

MR. RICHARDSON: If | may, | got

sidetracked responding to Commissioner Harrington S
questions. But, just briefly, the Company's test imony was
submitted on December 12th. And, for the Motion in limne
to be filed this late, it's not an oral motion, i t'sa
written motion. It's far for detailed than what you would
expect to see in an oral motion. And, so, | real ly think
the Commission's rules provide for ten days. We need the
ten days. And, when the parties waited, maybe fo r good
reasons, maybe not, to file it that late, that ca rries
with it the obligation that a written motion prov ides for
a ten-day objection period. And, it would be unf air to
force the Company to take away from time we would have
spent preparing for hearings, in order to basical ly get
the objection in before this hearing today. And, that's
something that | feel very strongly about, becaus e |l could
not have gotten to the level I'm at today if | ha dto
spend it preparing a response. It's a very detai led
motion. It refers to specific lines. It refers to
specific things that were or were not in response to.
And, it requires a lot of effort to respond to so mething
{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}
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like that.

The other substantive arguments that

were made moments ago, | just remind the Commissi

the rules of evidence don't apply. So, there rea

a basis to exclude testimony based on whether or
someone is or is not qualified as an expert, the
someone would be in superior court. That said, e
the OCA's testimony, ironically, on Page 18 of 20
describes Robert Montville as "a financial expert
took the OCA to mean that. And, | relied on the
expert that the Company already had. Admittedly,
not -- doesn't have a Ph.D in calculating returns
equity. But | took his expertise to be sufficien

an opinion as to whether or not the returns were
sufficient. If the Commission is not inclined to
his testimony, it has the discretion to do so. |
goes -- the issue goes to the weight of the testi

it's admissibility.

And that, really, and it wraps up what

the Company's filing is on the issue, we hope. A
agree with what Attorney Patch suggested. That |
the best way to do this is to take the motion und
advisement. You'll have our objection | believe

Monday. And, | don't think it's going to be diff

on that
ly isn't
not
way

venin

financial
he is
on

t to form

adopt
t really

mony, not

nd, |
think
er

on

icult to
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sort out what testimony is or is not responsive a
fact.
CHAIRMAN IGNATIUS: | would like to
suggest that we take a quick break to discuss thi
so, we will -- we're not adjourning, we're not su
We're taking a break to discuss. We'll be right
Thank you.
(Whereupon a recess was taken at 10:40
a.m. and the hearing resumed at 10:49

a.m.)

fter the

S. And,
spending.

back.

CHAIRMAN IGNATIUS: We've had a chance

to discuss the issues and try to find a way that we think
moves forward, makes good progress today, and sti Il
recognize the concerns raised by Mr. Richardson a bout an
opportunity to respond. | think the fact that th is
testimony was filed December 12th, and the motion only
came in on March 2nd is problematic, although som e motions
to strike and some motions i n |im ne are filed the day of

the hearing, they don't tend to be based on docum ents that
have been sitting for over two months in the Comm ission's
files. So, | have some sympathy with the Company on the
need to respond in less than the ten-day period. I'm not
sure it's a matter of law that you have a right t o it,

but, | think, as a matter of courtesy, we will al low for
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that to a limited extent.

As | described before, three separate

issues that were raised in the motion. And, so, if we can
look at them and try and think about them separat ely as
those three issues. The Commissioners and | have
discussed it, and have come to a conclusion that the issue
of the START methodology is something that really IS new,
as Mr. Richard acknowledged, and it needs to be n oticed.
It could be part of a future proceeding. As
Ms. Hollenberg noted, doesn't need to be blessed by the
Commission in order for the Company to pursue it, consider
it, or any other alternatives that it wants to de velop.
And, if working with stakeholders and Staff is he Ipful,
that's fine, but you never need an order of the C ommission
to do that. So, we understand that it's been put forward
as demonstration that the Company takes these iss ues
seriously and is trying to look proactively at wa ys to
improve the financial health of the Company. And , we
accept it for that purpose, but think it's not ap propriate
to go further on the issue of the START mechanism today.
So, to the extent that written testimony needs so me
excising to do that, that will have to be done.
On the issue of the managerial and
financial health of the Company, we believe that is fair
{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

30

rebuttal that could come in, in response to testi mony
raised by parties and the Staff. And, don't see a reason
for Mr. Richardson to have to file an objection o n that
issue, because we're prepared, based on the filin g itself,
to deny the motion as to the managerial/financial
competence issues, questions of the sale, receive rship,
all of that is fair rebuttal.

On the final, the third issue, the
return on equity, we will allow Mr. Richardson to file a
response on that issue of whether it should be in or out.
And, in order to make today's proceeding more man ageable,
we ask you to, all parties, to try to box in the
discussion of that issue as much as possible. No t have it
come in and out and in and out from different dis cussions,
but to really focus on it, and then move onto oth er
ISsues, in cross-examination to focus on it and m ove on.
So that we don't need a separate record, but we c an give
the stenographer a little better help in knowing if,
ultimately, there is a decision not to allow it, to be
able to excise it.

So, if that's understandable, and
anything further that my colleagues want to add? Does
everybody follow what | just laid out and can we move onto
testimony?
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MS. HOLLENBERG: May | ask just a
clarifying question? When you referred to the se
subset of issues, the managerial/financial rebutt
testimony of that nature, with regards to the OCA
motion, is that in reference to kind of things li
just looking for an example, for instance, the Mo
if you go to Page 4 of the OCA's motion, Paragrap
talks about Montville financial -- or, expressing
about the prudence of the management? So, things
that? Things of that nature, it's kind of within

CHAIRMAN IGNATIUS: Exactly.

cond
al

'S
ke, I'm
ntville,

h 15
opinions
like

that?

MS. HOLLENBERG: Okay. Thank you so

much.

CHAIRMAN IGNATIUS: Thank you. All

right.

MR. RICHARDSON: 1 just note for the

record that the way you've described the Commissi
is acceptable. And, the Company's prepared to, t
extent it says so in the testimony, we'll stipula
we're not requesting approval of the START aspect
testimony today. We are simply presenting it to

the Company would propose to seek financing in th

on ruling
o the

te that

of the
show how

e future.

CHAIRMAN IGNATIUS: Well, | guess what |

was trying to say is, we -- it seems like a waste

of time
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to discuss something that you're going to have to
down the road, if you want to pursue that. Parti
not prepared to explore that, and it's for no val
because there's not any ruling to come of it. So
what | was trying to say is, we accept that the C
looking at methodologies and alternatives, and th
IS a response -- an effort to be responsive to co
that there hasn't been enough planning into the f
resolve these problems. We accept that. And, it
need to be further explored. That we -- the fact
some steps have been taken and ideas explored is
think we can stipulate in the record is taking pl
that fair? Is anyone concerned by that? What it

the methods are, --

MR. RICHARDSON: That's acceptable.

restage
es are
ue,

, | guess
ompany is
at that
ncerns
uture to
doesn't
that

-1

ace. Is

is, what

CHAIRMAN IGNATIUS: -- what the results

will be, is all yet to come. Thank you.

So, the order of proceeding,

Mr. Richardson, do you intend to call withesses

individually?

MR. RICHARDSON: Yes, | do. It will be

very briefly, though, because I'm primarily just having
them identify their testimony. To the extent the y have to
update it, | will ask them to do so, if there hav e been
{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

33
[WITNESS: Montville]

changes. And, then, I'll offer them for
cross-examination.
CHAIRMAN IGNATIUS: Thank you.
MR. RICHARDSON: The first witness for
the Company is Robert Montville.
CHAIRMAN IGNATIUS: Thank you. And, the
court reporter will swear you in.
(Whereupon Robert Montvil |l e was duly
sworn by the Court Reporter.)
ROBERT MONTVI LLE, SWORN
DI RECT EXAM NATI ON
BY MR. RICHARDSON:
Q. Mr. Montville, state your name and professional
affiliation for the record please.

A. My name is Bob Montville. | am an independent

financial consultant, have been for the last 20 y ears
-- 26 years, working with small business owners a nd
their management team for companies $25 million a nd
under.

Q. And, how are you involved with Lakes Region Wat er
Company?

A.  Anaccounting firm in Boston knew the Company h ad some
financial issues, and they recommended that | com e up
and talk to Mr. Mason, to bring my turnaround ski lIs to
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the Company. So, we had some discussions, and | was

hired to do that.

And, you've prepared testimony in this proceedi ng?
| have.
I'm going to show for you Exhibit 7. Excuse me . My

folder says "Exhibit 7", and | --
CHAIRMAN IGNATIUS: Mr. Richardson, just
before you go further. | have here a two-page Ex hibit
List. Was that prepared for today?

MR. RICHARDSON: Yes. It was emailed to

the parties yesterday. | have those documents he re with
me for all of the parties. Most of them, | belie ve with
only three exceptions, are already in the record on the

Commission's website as well.

CHAIRMAN IGNATIUS: And, the Clerk, are
we up to -- | confess | don't know where we stand . Are
there copies of this for all three Commissioners?

MR. RICHARDSON: Yes.

CHAIRMAN IGNATIUS: Were they here? We
only can find one here, so --

MR. RICHARDSON: [ have -- | brought 13

copies total with me for all the parties, the wit nesses.
And, I should have prefaced my question by saying it's
"LRW Exhibit 7", so that we would not overlap wit h exhibit
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[WITNESS: Montville]

designations from, for example, the temporary rat e case

that has already occurred.

MS. THUNBERG: If | could interject,

Chairman Ignatius. | can see briefly what you -- the list
that you have. | don't think the list that Attor ney
Richardson is talking about and what you have are the same
lists.

where this came. So, --

CHAIRMAN IGNATIUS: Well, I don't know

CMSR. HARRINGTON: It was sitting here

on the table.

CHAIRMAN IGNATIUS: Yes. |didn't bring
it. So, perhaps someone can share with us, if yo u've got
a protocol for how you're numbering the exhibits, that

would be helpful for us to see as well.

that right now.

MR. RICHARDSON: [ will try, I'll find

CHAIRMAN IGNATIUS: If we were to just

go sequentially from where we last were, where wo uld our

records show us?

MS. CARMODY: | think we have seven

exhibits in 10-141. And, we have two exhibits in 07-105.

| think what's going to happen is he's going to g ive us

"LRW Number 7", is that correct?
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MR. RICHARDSON: Yes. And, | made my

list before | had written my order of witnesses. So, |
have all 13 that | believe -- or, excuse me, 14, which |
believe is the list you have in front of you, tha tl

intend to present today.

CHAIRMAN IGNATIUS: Is it too difficult
for people if we just go sequentially and not des ignate
who the proffering party is, which is, we general ly just
run them 1 through --

MR. RICHARDSON: And, I'm -- it would be

difficult for me, because I've written all of my guestions
out with reference to the designations that | put on the

list sent to the parties. I've got all of the do cuments
that are required to be provided premarked with t he number
right on them. So, I'm hoping that we'll be able to chase
down in the record, and the Commission will have the
documents.

CHAIRMAN IGNATIUS: All right. Can you
get us a copy please of your list, I'm not sure i t's the
same thing that this is, three copies, one for ea ch
Commissioner?

MR. RICHARDSON: Yes.

MS. CARMODY: Could we get one, too?

CHAIRMAN IGNATIUS: And, the Clerk,
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four. And, we will try to keep up with our notat ions as
well.

MS. THUNBERG: Madam Chairman, while

we're on the subject of marking exhibits, with re spect to
Docket 10-141 having a series of exhibits, Staff' S
recommendation will be to take the 07-105 exhibit s and

fill in those exhibit numbers after the 10-141, s 0 we have
a sequential order of exhibits, rather than havin gto

worry about -- reference exhibit and docket numbe r every

time we talk about Exhibit 1 and Exhibit 2.
CHAIRMAN IGNATIUS: So, to effectively
re-introduce them in this with a new number?

MS. THUNBERG: Re-introduce the 07-105

Exhibit 1 and Exhibit 2 at the tail-end of 10-141 , SO we
have one sequential numbering. And, Staff would prefer to
add its testimony as exhibits after that. So, | guess
that would be 9 or 10 or something like that, wit hout the

designation of "Lakes Region".
CHAIRMAN IGNATIUS: Okay. That's fine.

MS. CARMODY: If we just take 07-105 and

make the "Exhibit 1" become "Exhibit 8" in 141, a nd
"Exhibit 9", and then begin with his exhibits as "LRW 7"
and then so forth? Is that what you're suggestin g?

MS. THUNBERG: That's not what Staff was
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suggesting, because of the complication of Attorn ey
Richardson having premarked his in his cross-exam ine --
or, his direct examination.

CHAIRMAN IGNATIUS: Let me ask that

during a break, since we don't have to deal with those
exhibits yet, during a break see what you can wor k out.
For the time being, Mr. Richardson, use your -- w hat
you're planning to do with your "Lakes Region" sp ecific
numbering. And, then, before we're done, we'll m ake sure
that everything has got a number and a home that we can

find it. Thank you.

CMSR. HARRINGTON: Just so I'm clear,
the LRW Exhibit 7 is singularly the Testimony of Robert
Montville?

MR. RICHARDSON: That is correct.

CMSR. HARRINGTON: Okay.

(Atty. Richardson distributing

documents.)

BY MR. RICHARDSON:

Q.

Mr. Montville, do you have LRW Exhibit 7 in fro nt of
you?

Yes, | do.

And, what is that?

That's my testimony regarding the financial sit uation
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of Lakes Region Water.

Q. Okay. And, I'm going to show you -- well, is t hat
testimony true and accurate to the best of your
knowledge?
A.  Yes,itis.
Q.  Are there any updates to your testimony that yo u need
to make?
A. | did provide a summary of all of my financial
findings, called a "Quick Summary", of "How did t he
Company get into this current financial crisis?"
Q. And, I'd like to show you LRW Exhibit 7A. What is
that? Is that the summary?
That is the summary that | just referred to.
Q. And, | believe, subject to check, is that an up date to
Exhibit B that is contained within LRW Exhibit 77?
A. | believe that's correct, but let me check.
MR. RICHARDSON: And, just for the
record, this document was e-mailed yesterday to a Il the
parties, so they would have it.
BY MR. RICHARDSON:
Q. Mr. Montville, what is the nature of those upda tes?
A.  We just -- the original analysis was to show th e cash
flow and operating results of the Company from 20 01 to
2010. And, since we had results for 2011, we dec ided
{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}
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40

to include those, so that we could have an 11 yea r
history of the financial performance of the Compa ny.
So, -- And, what are the results for 2011 showi ng? Is
there any change? Does it change the nature of y our
testimony?

MS. HOLLENBERG:

Excuse me. If | could

just -- I'm sorry. | am new to this case. So, | am only
a few days ahead of the Commission, in terms of r eviewing
the record, and | apologize. | understand that t he
Company forwarded this information yesterday. An d, |
guess I'm just trying to understand the purpose o fit. Is

it new information? Is it updated information to what's

been filed? Just a clarification.
MR. RICHARDSON

with Exhibit 7, --

MS. HOLLENBERG:

MR. RICHARDSON:

testimony, --

MS. HOLLENBERG:

MR. RICHARDSON:

labeled "Exhibit B".

MS. HOLLENBERG:

MR. RICHARDSON

. There is a document

Okay.

-- his prefiled

Uh-huh.

--that is | believe

Okay.

: This is the second

attachment. And, this is an update that shows th e 2011
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41

data. And, it has been added as a column to that . So,
it's an update --

CHAIRMAN IGNATIUS: Well, Mr.
Richardson, it's not an update. It's an entirely
different exhibit. It's a whole different format . t's
additional information. I'm a little confused at how
you're describing it as simply an "update”, unles sI'm
looking at the wrong thing.

MR. RICHARDSON: | understood the
numbers were basically the same for 2001 to 2011.

CHAIRMAN IGNATIUS: Well, if you just
look at the two documents, it's fairly obvious th at
they're very different, in format and in context.

CMSR. HARRINGTON: Just have one
question. Is there any significance to the color s on the
7A? Do those represent -- | mean, certain number sarein
red, some are highlighted in green, in blue, yell ow, and
then some others in black. Is that supposed to b e the
updates or --

MR. RICHARDSON: | think the witness
could probably explain that better than | could. I
don't know the answer. If you look at Exhibit 7, which
is on Page 11, that should correspond to what's i n
Exhibit 11A [ 7A?] , the notations that reflect the data.
{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}
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The format is a little bit different, | think due to
different people printing out the same spreadshee t.

MS. HOLLENBERG: I guess I would just
note for the record, I'll defer, in terms of the weight,
whether or not the Commission takes this informat ion into
consideration, but the OCA has not had an opportu nity to
review it or assess it.

CHAIRMAN IGNATIUS: Let me just say,
because | think we're going to be dealing with th is all
day, the Commission practice, and all of the part ies here
know this, is that we do things with prefiled tes timony,
we have opportunities for discovery, and the hear ing is
not supposed to be a time for new evidence to be
introduced. Occasionally, things do require upda tes, and
we accept that. More often, it's requiring corre ctions of
any mistakes, and then move into cross-examinatio n and
discussion of the testimony that's been filed. | t's not
trial-by-surprise, with things that show up the d ay of the
hearing. And, as | see, Exhibit 7A looks wholly
different, if 7 actually has been updated, it's - - I'm not
sure, or maybe it's just colors that are differen t, we
don't do things by surprise. And, Mr. Richardson , you
know that.

So, | would like to first go through Mr.
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Montville's testimony, as filed, with no new exhi bits.
And, at the end of his testimony, as filed, if th ere's
anything that needs to be updated and expanded, y ou make

your case on why that's appropriate.

MR. RICHARDSON: Understood. If I can
simply clarify, that | believe the only change th atisin
this document is that it includes the numbers for 2011.
But maybe the witness --

CHAIRMAN IGNATIUS: Well, I'd suggest
you take a look at your document, because that's just not

accurate.

BY MR. RICHARDSON:

Mr. Montville, you prepared 7A, is that right?
Right.
Could you explain what the relationship --

CHAIRMAN IGNATIUS: No. Mr. Richardson,

MR. RICHARDSON: Okay. I'm sorry.

CHAIRMAN IGNATIUS: | want to go through

Mr. Montville's testimony, as filed, and we deal with it
as filed. If there's any updates, not new exhibi ts. And,
at the end of that, if there are still things tha t he
feels are important to get and you feel you need to
discuss, make your case why you need to do that. But
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let's start with the case as filed, and get the f ocus on
the case as filed, not new ideas that the Company may have
come up with.

BY MR. RICHARDSON:
Q. Mr. Montville, | guess the question is, is Exhi bit 7,

you've adopted that as your testimony, right?

A. Yes.

Q. Okay. And, except for the fact that it does no t
include, your testimony from Exhibit 7 does not i nclude
the 2011 financial data, is that testimony true a nd
accurate?
Yes.

Q. Okay. And, do you adopt that as your testimony in this

proceeding?

Exhibit 7, yes.

Q. Okay. And, I'm -- you've heard, with the Commi ssion's
leave, you've heard the Commission's comments. W hat is
your understanding of what Exhibit 7 is intended - TA,
excuse me, is intended to show? Not substantivel y, but

what is the document?
A.  Exhibit 7A --
CHAIRMAN IGNATIUS: Before you answer
the question, | think I've been clear. Are youd one with

direct of Mr. Montville, other than 7A?
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MR. RICHARDSON: Yes. Yes. I'm just
trying to get him to explain whether or not --
CHAIRMAN IGNATIUS: All right. But,
once he answers that question, we're moving on.
you're done with your direct of Mr. Montville, ot
Exhibit 7A?
MR. RICHARDSON: Yes.
CHAIRMAN IGNATIUS: Allright. Go
ahead, Mr. Montville.
WITNESS MONTVILLE: I'm sorry, what
guestion did you want me to answer?
BY MR. RICHARDSON:
Q. Could you just explain, not what it shows
substantively, but what Exhibit 7A is?
A.  7A was just an update of 7, which showed some
adjustments made in prior years, as well as the
addition of 2011. | can tell you that the theory
both documents are the same. So, | think if we r
7, we will get a good understanding why the Compa
in the financial situation that it's in.

MR. RICHARDSON: Okay. Thank you.

WITNESS MONTVILLE: You're welcome.

CHAIRMAN IGNATIUS: All right.

Mr. Patch?

So,

her than

of
eview

ny is
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MR. PATCH: No questions of this
witness. Thank you.
CHAIRMAN IGNATIUS: | know that the
people from Hidden Valley are here, and there had
reference to wanting to make a public statement.
-- we probably should have addressed that earlier
forgot. Are you able to stay for the morning, an
good point, make a statement, or at the end of th
whichever is good for you?

MR. NEWMAN: Yes.

been

Do you

d, ata

e day,

CHAIRMAN IGNATIUS: Then, let's move on

through the cross-examination. Ms. Hollenberg.
MS. HOLLENBERG: Thank you.
CROSS- EXAM NATI ON

BY MS. HOLLENBERG:

Q. Mr. Montville, in your experience, have you eve r worked
with a utility, a public utility that's regulated by a
public utility commission?

A. No, and | think that's a good thing. I've been in over
200 companies in the last 26 years. It's irrelev ant
what type of business they're in. They're usuall yin
financial crisis. And, my job is to go in and he Ip
them to develop plans to get them out of that cri Sis.
| don't tell them how to pump water, service cust omers,
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repair cars. In financial management, it's block ing
and tackling. It's developing long-term business
strategies to get the company out of trouble, and

that's what | was hired for.

Q. Thankyou. Mr. Montville, have you ever testif ied on
the subject of ROE?
A. | have not.

Q. Thank you.
MS. HOLLENBERG: One moment please.
(Short pause.)
BY MS. HOLLENBERG:
Q. Have you ever testified or taken a position on the
issue of prudent management of a regulated public
utility?
| have not.
Q. Thank you. If I could just ask you, do you hav e a copy

of your testimony before you?

| do.

Q. Thankyou. On Page 3, at Lines 18 and 19, you express
an opinion "that the Company's funds” -- oh, yes, “that
the Company's funds have not been mismanaged in a ny
real sense."” Could you explain that qualificatio n
please?

A.  Sure. When | go into a company that's in troub le, I do
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10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

[WITNESS: Montville]

48

two things. First thing | look at is the expense
structure of the organization. And, the reason |
that, if you can find cost savings, and you can
maximize those, you drop a dollar-for-dollar to t
bottom line of the company. And, that's what | d
here. The second thing that | did is | went in a
look at revenues. And, you look if you have the
ability to affect revenues within the organizatio
that you can also drop money to the bottom line.
the first thing | did was scrub down all the expe

to the Company. What you're looking for is overp
individuals, too many employees, are spending mon
that they didn't need to spend to service custome
because you're trying to get them out of trouble
hurry. | went through two years, scrubbed down t
numbers, the last two years, | think '10 and '09,
some part of '11. | didn't see anything in my op
that showed that the Company was mismanaging thei
funds. As a matter of fact, when you're dealing
small businesses, about 80 percent of their expen
are in payroll. So, that's the first thing that

attack, specifically in a service business. You

at salary levels, you look at number of employees

And, | can tell you, based on my 26 years of

do

ey
rs,
ina
he
and

inion

with
ses
you

look
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experience, that no one in this company is overpa
one's getting rich. The benefit package is proba
below what I've seen over the last 26 years. |w
through cash flow, | went through expenditures.
with people within the organization. | saw nothi
there that gave me any indication that money was
spent inappropriately.

Thank you. Are you aware that in -- sorry, one
please. Are you aware that, in 2009, Lakes Regio
Water Company was found guilty of two felonies re
to its operations of a system in Tamworth?
| was made aware that there was a service issue
they were fined for, yes.

And, are you aware if the Company is paying mon
of its profits or any of its money on hand to pay
that fine?

Absolutely. Or, you could consider that the $8
of money that the owners have put in were used to
for that fine. | guess you could look at it eith
way.

And, is it your sense that criminal behavior is
behavior?
| don't think criminal behavior is prudent beha

But | wasn't asked to come into the Company to lo

id, no
bly
ent
| met
ngin

being

moment

n

lated

that

ey out

for

00,000

pay

er

prudent

vior.

ok at

{DW 07-105/10-043/10-141/11-021} {03-08-12/Day

1}




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

[WITNESS: Montville]

50

their service operations. | was asked to come in
Company to look at their numbers.

And, to the extent that the management of the C
resulted in criminal -- two criminal convictions,
that be, in your opinion, prudent management?

| would not think so, no. But | don't believe
person who is charged with that is running the Co

Thank you. The information, the financial info
that's provided in your rebuttal testimony, is it
accurate to say that you based your assessment on
analysis performed by Mr. Roberge?

It was an analysis prepared by the internal acc
that | actually went through and did a lot of che
on.

When was that analysis performed?

Oh, we've been doing this for, oh, God, | think
started back in June of '010. It's been updated
often.

When was the last update?

Actually, | think the last update was within th
week.

And, | guess, when was the update relative to y
rebuttal testimony? | presume that your rebuttal

testimony presented information that was not pres

to the

ompany

would

that the

mpany.

rmation

an

ountant

cking

quite

e last

our

ented
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o » © » O

earlier. So, what was the basis -- what update w
basis of that rebuttal?
I'm sorry, | don't follow the question. Could
repeat the question?
Sure. You filed rebuttal testimony?
Yes.
Based on a financial analysis?
Yes.
When was the most recent update of that analysi
your rebuttal testimony?
Well, I don't have my e-mails in front of me, d
everything through e-mail, but my guess is it was
probably sometime in December.
Okay.
| can't be certain of that, though.
Were the parties, to your knowledge, provided w
copies of that financial analysis at any point in
during this proceeding?
The parties?
Provided with that update, the financial update
analysis that you performed and Mr. Roberge perfo
in December of 2011?
I'm sorry, | didn't -- when you say "parties”,

you mean "parties"?

as the

you

s before

ith

time

rmed

who do
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Q. | guess the people that are sitting in this roo

m.

MR. RICHARDSON: Madam Chair, I'm just

concerned that the -- | don't have any problem wi
witness answering the question. But it really go
heart of what was happening in settlement discuss
during 2011, before | represented the Company in
proceeding. But that's -- the witness's answer w

require that he divulge that.

th the
es to the
ions

this

MS. HOLLENBERG: 1 guess I'm not looking

to get into confidential settlement conversations
apologize if that's the way that that came across
guess I'm just looking to establish or to get the
to confirm that the financial analysis that was o
about in Mr. Montville's rebuttal was one that wa
the parties did not engage in any discussion or d
about.

BY THE W TNESS:

A. | would assume that's -- | guess | don't know h

answer the question. | mean, --
BY MS. HOLLENBERG:
Q. Did you answer any discovery requests related t

updated financial analysis?

,and |

.
Company
pined

s not --

iscovery

ow to

o that

MR. RICHARDSON: Go ahead and answer. |

have no objection to the question at all, sir.
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WITNESS MONTVILLE: Repeat the question
again.
MS. HOLLENBERG: Sure.

BY MS. HOLLENBERG:

Q. The financial analysis that you based your rebu ttal
upon, --

A. Yes.

Q. -- presumably was based upon a revision that wa s done

in December of 2011?
Right.
Q. Did you answer any requests for information or
discovery requests from the parties in this room about
that financial analysis?
| don't believe | did.
Q. Okay. Thank you.

CHAIRMAN IGNATIUS: And, Ms. Hollenberg,

just to be clear, were any requests made? Are yo u asking
"did he refuse to answer?" or just "there were no ne
received"?

MS. HOLLENBERG: Thank you. No. I'm

not suggesting that the Company refused to answer . I'm
just suggesting that this goes to the weight of t hat
evidence, | guess, if that's the extent that you' re -- |

understood the Commission's ruling on his rebutta I
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testimony related to managerial and financial iss
that they would be accepted into the record. But
believe there's still an argument that they not b
sufficient weight. And, so, | guess I'm just try
establish they have not been vetted in discovery
parties. And, no, there was not an opportunity,

it was presented in rebuttal. | guess that's kin
where | was going.

CHAIRMAN GETZ: All right. Thank you.

ues to be
| do

e given
ing to

by the
because

d of

MS. HOLLENBERG: Okay. Do you want me

to clarify that with --
CHAIRMAN IGNATIUS: No. That's

understood. And, it's really more for a closing.

MS. HOLLENBERG: Okay. Thank you. |

don't have any other questions. Thank you.

CHAIRMAN IGNATIUS: Ms. Thunberg.

MS. THUNBERG: Thank you. Good morning,

Mr. Montville.

WITNESS MONTVILLE: Good morning.

MS. THUNBERG: Thank you for attending

here today.

BY MS. THUNBERG:

Q. Do you have a copy of Exhibit 7 in front of you ?
A. | do.
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And, I'd like to have you turn to Page 5 please
beginning with Line 3, | direct your attention to
Okay.

And, the question is posed to you about "about"
"what about the $100,000 fine imposed by the Stat
The guestion to you is, what is your understandin
the extent of the fine Lakes Region Water Company
be exposed to? What is the dollar amount?

It's $100,000. I'm sorry?

Are you aware that $100,000 fine is only half o

Lakes Region Water Company may be exposed to to p

I'm not. This is the number that | was given,
$100,000.

Okay. If Lakes Region Water Company had a situ
where it had to pay $100,000 up front, and had a
$100,000 criminal fine suspended, under that kind
fact pattern, what would your recommendation be t
Lakes Region on how to pay the remaining $100,000
So, I'm sorry, | don't understand the question.
apologize.

I'm posing a hypothetical to you.

Okay.

Because you just testified that the extent of t

that you are aware of is $100,000, and | am posin

-- o,
e?"
g of

may

f what

ay?

ation

of a

fine?

he fine

g to
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you a hypothetical of "what if they had a $200,00 0
fine?"
MR. RICHARDSON: I'm going to object,
just because it calls for speculation. And, I'm not
familiar with the basis for any fine or any chang e in any
fine that was imposed some time ago.
MS. THUNBERG: May | respond?
CHAIRMAN IGNATIUS: Please.
MS. THUNBERG: This goes to Mr.
Montville's professed expertise in financial matt ers.
And, he has a grasp of the financial condition of the
Company. And, under my hypothetical, I'm asking, "where
would the funds come from for a particular paymen t?" The
hypothetical identifies a payment of a criminal ¢ harge, |
could have used something else.
CHAIRMAN IGNATIUS: Well, is there a
basis for the hypothetical though? It sounds as though
your initial question was that you believe there was more
to the fine than the 100,000. If that's the case , why
don't you make an offer of proof.
MS. THUNBERG: I'll make an offer of
proof at this time. Because | was going to also introduce
evidence through another witness, but I'll make a n offer
of proof at this time.
{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}
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The sentencing document from the Court,
dated September 8th, 2009, has a provision where $100,000
statutory penalty assessment will be paid, and 50 ,000 of

the fine is suspended. Now, there are two felony

convictions that the Commission has been made awa re of,
there were two fines. The repayment of two $50,0 00 fines
is conditioned on 100 percent compliance with DES and
Commission rules, regulations, orders, et cetera.

In the event that post September 8th,

2009 Lakes Region has been deficient in complianc e,
there's a possibility of a trigger of the remaini ng
portion of the fine. And, Staff would like to qu estion
Mr. Montville on, now that he's seen Lakes Region 'S
financials, where such monies could come from.

MR. RICHARDSON: I'm just going to
object to the offer of proof, because | can't see the
document. And, apparently, it's not going to be marked,
and the witness isn't familiar with it, he can on ly
speculate.

CHAIRMAN IGNATIUS: Well, Mr.
Richardson, are you challenging, and please take a look at
the document, it sounds like Ms. Thunberg was rea ding from
a court document. This is your client. We can't bog down
over everything of whether you've seen it or not. So,
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take a look at it and let's try and move on.

MR. RICHARDSON: Ms. Thunberg has

prepared to offer as an exhibit, obviously, she's entitled
to do that. So, that's fine. And, as long as we have a
basis, so | can use it for redirect. That's fine

CHAIRMAN IGNATIUS: Well, | believe it's
already in the record. | can't put my fingers on it, but
we were --

MR. RICHARDSON: It's not in any of the
testimony as an exhibit.

MS. THUNBERG: [I'll explain that it's
not a marked exhibit in 10-141 or 07-105 that I'm aware
of. However, it was filed, | believe, by OCA as a cover
letter. So, it would be in the Commission's dock etbook.
But --

CHAIRMAN IGNATIUS: All right. Well,
let's -- if the point of the question is, Mr. Mon tville
hasn't seen it, it's not what he knows personally , but, if
your point is, if there is that sort of provision as you
read it, what would the Company's response be? | s that
your question?

MS. THUNBERG: Correct.

CHAIRMAN IGNATIUS: Is that,
Mr. Richardson, any problem with your witness ans wering
{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}
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that question?

MR. RICHARDSON: He can answer the

question.

MS. THUNBERG: At this point, | think,
because we will be referring to this document in other
portions of the hearing, it would be appropriate to mark
it for identification as an exhibit. And, so, I' m going

to offer it as such.

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

CHAIRMAN IGNATIUS: Any objection,
Mr. Richardson?
MR. RICHARDSON: No objection to marking
it for identification.
CHAIRMAN IGNATIUS: It will be marked
for identification as Exhibit Staff -- are we doi ng
"Staff" numbering?
MS. CARMODY: I guess it would --
CHAIRMAN IGNATIUS: "Staff Advocate 1"?

MS. THUNBERG: Or "Exhibit 10".

BY MS. THUNBERG:

Mr. Montville, I just handed you a document. C ould you
please identify it for the record.

It's "The State of New Hampshire Judicial Branc h Return
from Superior Court - State Prison Sentence".

How many pages is this document, Mr. Montville?
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A.

Three.
CHAIRMAN IGNATIUS: And, for the time
being, I'm calling this "Staff Advocate 1". If w e end up
realigning everything, we will make a matrix for everybody
and send it out to the world, so we can all be st raight.

But, for the time being, let's just call it that.
(The document, as described, was
herewith marked as Exhi bit Staff

Advocat e 1 for identification.)

BY MS. THUNBERG:

Q. Mr. Montville, | draw your attention to Page 2 of this
document, paragraph numbered "11". And, there's a
check box next to "$50,000". Do you see that?
| do see it.

Q. And, do you see that this is also under the par agraph
"Other Conditions"?

Yes. |seeit.

Q. And, do you also agree that this document refle cts that
this "$50,000 of the fine is suspended, condition ed on
good behavior and compliance”, et cetera?

Yes.

Q.  Now, turning to Page 5 of this document, do you see the
similar provision regarding suspension of the $50 ,000
fine? Paragraph 11.

{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}
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o > O >

Yes.
Okay. So, back to my question, --
Okay.
-- if Lakes Region has somehow not met the cond
the sentencing, has this exposure of two $50,000
with your understanding of its cash flow, what is
opinion on how Lakes Region can pay for this?
The Company itself, in the position it's in now
probably not pay for that fine. The only way the
possibly could do it would be to continue to stre
out vendors for another hundred thousand dollars.
know, my guess would be is that it would become a
issue for the stockholders of the organization to
address.
Thank you. I'm turning back to Exhibit 7, Page
I'm on Line 6. And, you indicate "the Company's
CEO, Thomas Mason, Sr. ". And, with respectto T
Mason, Sr., are you aware of what his present rol
legal role and title in the Company is?
| believe he's still a stockholder in the Compa
| do not believe he's active in the day-to-day
operations of the Company.
And, when you say you "believe", are you relyin

your own observation or statements from other peo

ition of
fines,

your

, could

y
tch

You
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prior
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A. | certainly have never seen him in the times th
have been at the facility.

Q. Okay. Butdo you or do you not know if he hold
official title with the Company?

A. | do not believe -- | do not think he does. I
100 percent positive. | know he's a stockholder.

Q. Fair enough. Thank you. Mr. Montville, would
agree that Lakes Region Water Company is operatin
tight cash flow?
| would say that that's true.

Q.  Are you familiar with traditional rate of retur

regulation?
A. | have some familiarity with it, but | am not a
on it.

Q. Okay. Understanding that you may not have an e
in this, to the best of your ability in answering
next question is, knowing that Lakes Region has a
cash flow, and there's an opportunity to increase
under traditional ratemaking, do you have an opin
to how frequently Lakes Region should come in for
permanent rate increases?

A. | think that would depend upon the expense stru
the growth of the expense structure of the

organization, to a limited degree, but | think th

atl
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m not
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xpertise
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biggest issue is the cash flow. Problems are bei
generated by the capital asset acquisitions that
need. So, | would think, based on our five year
projection, that we have substantial capital asse
needs that have to be addressed. So, it will be
frequent.
Have you been asked to come up with a plan of w
Lakes Region should come in for rate relief in se
with capital addition?
Absolutely not. | have only been asked to deve
five year business plan cash flow, and to develop
amount of revenues that we need to meet that cash
requirement.
Mr. Montville, with respect to access to capita
do you -- or, | guess, is Lakes Region presently
to access capital through either a bank or SRF fu
to your knowledge?
| have talked to the bank about looking at what
cash flow needs are. And, to be quite honest wit
they are very concerned about the Company's abili
pay debt through cash flow over a short-term peri
five to seven years, versus how they would get ba
money on the capital asset additions, which would

exceed 30 plus years. So, that is a concern.

ng
they

hen

quence

lop a
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Other -- 1 don't think it's going to be

any different from any type of other loan lending

authority. If we're going to put a million to

two million dollars into the Company, and we're g oing
to get that back through depreciation, which conv erts
to cash over 20 years, there's no bank that's goi ng to
allow them to pay that money back under a 20 year
period. Thisisn't a mortgage. They all want th eir
money between five to seven years.
Now, when you say "they all want their money ba ck
between five and seven years", are you answering that
from your experience with loans to regulated util ities
or in general, if you could clarify?
I'm talking about general business terms, okay?
Okay.
And, | have talked to the bank that they alread y have a
relationship with. And, they have told us that t hey
would be willing to lend money to the Company, bu t they
have to be assured that there are revenues that a re
going to pay back that debt, plus interest, withi n five
to seven years. And, unfortunately, from my
understanding about generating revenues, that it takes
us between 20 and 30 years or more to get those ¢ apital
asset additions back through rates.
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Q. Mr. Montville, are you familiar with the State

Revolving Loan Fund process?

A. | am not. | know that they had an opportunity to
borrow other monies in the past, but the owners d ecided
not to do it, and | would have concurred. That i t was
the same situation, that they didn't have the rev enues

to pay back that debt.

Q. Just to clarify, so, are you then not familiar with SRF

financing terms, such as loan forgiveness?
A. | read some documents, | wouldn't say I'm an ex pertin
it, but | read some documents about it, yes.
MS. THUNBERG: Okay. Fair enough.
Staff Advocate has no questions.
CHAIRMAN IGNATIUS: Mr. Speidel?
MR. SPEIDEL: No further questions,
Chairman Ignatius.
CHAIRMAN IGNATIUS: Thank you.
Commissioner Harrington.
CMSR. HARRINGTON: Yes, | have a couple
guestions.
BY CMSR. HARRINGTON:
Q.  You had stated, Mr. Montville, that you had "sc rubbed
down", | think was your term, the expenses. And, I'm

just curious, this thing that shows up with the
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pensions being paid, that seems to be, to the bes
my understanding, there was -- people were employ
and then they retired, and then sometime after th
left the Company, the Company decided to award th
pensions? Is that -- that seems like kind of an
unusual practice. Can you comment on that?
| think it was the owners, who had made a subst
amount of investment in the Company over the year
they also had, you know, taken limited salaries.
once they retired from the Company, they took wha
was termed a "pension” from the organization. An
think that has been stopped, based on conversatio
that we've had with Staff.
Okay. I'll have more questions on that later,
defer those. On your testimony, on the bottom of
Page 5, continuing to the top -- bottom of Page 4
continuing to the top of Page 5, you state "The
financial problems facing the Company are a direc
result of the fact that its rates are inadequate
cover operating expenses and to provide a reasona
return on its investment." Can you state as to w
this occurred? | mean, was this because the Comp
applied for adequate rates, in your opinion, and

were denied? Or, is it simply they just never bo
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to apply for adequate return on their investment?

| really honestly do not know the history of wh at they
applied for, when they applied for it. | know th ere's
been some contention over whether or not they hav e done
that on a consistent basis. All | do know is, is that
the revenues that they generated, which were a fu nction
of rates, have been insufficient to run the Compa ny,
and to pay for capital asset additions.

Okay. Just to follow up on that, on Page 3, an d the
answers to -- on Line 7, in the answer to the que stion
on "was the Company imprudently managed?", you sa y
"no". But, if they didn't -- if you're not even aware
if they requested adequate rate recovery, and tha t was
denied, how can -- wouldn't that indicate that th ey
were acting imprudently, if they just simply didn it
bother to request adequate rate recovery?

My commentary regarding the managerial capabili ties of
the Company are related to my experience with the
current management team. And, that's what was
addressed in every meetings we had. That others felt
that the current management team was -- is not ca pable
of running the business. | did not see that.

So, your expression of that "they weren't impru dently
managed" does not regard to the fact that, as you
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state, the fact that the rates were inadequate to
the operating expenses over the past period of ti

Absolutely.

Q. Okay. There was a question of fines being brou

and | think we had stated that the fines, due to
we're calling "State Advocate's Exhibit 1", that
probably couldn't pay the additional $100,000, if
were re-imposed due to non-compliance with the te
the agreement. What were the impacts of the firs
$100,000 on the financial wherewithal of the Comp
It sounds like the second $100,000 would be
significant. Was the first of equal significance

A. Yes. I mean, it's just, you're in a negative c
position and it's added an impact. Personally, |
think the Company would be able to meet another f
And, | can't comment on the assets of the stockho
But, if | were in that position or it were my com
| think you have to turn to the stockholders and
they're going to have to deal with it, because th
isn't sufficient revenues to pay an additional fi

Q. Okay. So, it would be fair to say then that th
$100,000 of fine had a significant impact on the
financial wherewithal of the Company?

A. Yes, | believe so. But, at the same time, | th
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the owners have also, | mean, you know, we have a
deficit. 1 don't know if I'm allowed to refer to
but if you go back to Page 11 and look at Exhibit
had almost a million dollar deficiency in cash fl
from 2001 to 2010. And, | analyzed that deficien
And, I'm going to try to make this simplistic. |
understand that you're saying that it has a finan
impact, but the owners, that deficit had to be fu
somewhere. | mean, it's very simple in business.
is not complicated. If your revenues exceed your
expenses, that converts to negative cash flow.
Someone's got to fund that cash flow. There's on
few places you can fund that. Number one, you go
the ownership of the Company. Number two, you go
financial institutions or other investors. And,
three, you stretch out your vendors.

Well, in my analysis, it's very simple.
That the Masons put in $600,000, and that could h
been -- part of that could have been the impact o
paying that fine, along with stretching out vendo
another 400 plus thousand. So, if you take the w
million dollars or close to a million dollars in
negative cash flow, which that 110,000 -- or, 100

is in there, it probably came out of the Masons'
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one way, shape, form, or other.

Q. Allright. And, one final question. You menti oned
that it's basically, on a loan from anybody, for any
institution, payback would be required in a five to
seven year period. And, you said also that the ¢ apital
assets are depreciated over at least 20 years, if not
longer, they're setting up a conflict between how you
could pay back the loan.

Now, given the fact that that same 20
year plus depreciation applies to other small wat er
companies, other small utilities, did you look in to how
they were financing it? Because, obviously, some body
must be getting some loans or are they all justd oing
it from owner investment in the Company?

A. Well, | think that what the studies that | did of the
small water companies that have been wrapped up i nto
Lakes Region, they have run into the same problem
That's the reason they're out of business. And, S0, we
inherited a lot those problems. | mean, obviousl y, if
you have a strong balance sheet, you may be able to
fund the differential between that. | mean, obvi ously,
| think, if you -- we all know business. If I've gota
$100 million balance sheet, versus a million doll ar
balance sheet, it's a lot easier to fund deficien cies
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in any one particular transaction or multiple
transactions. This company doesn't have that bal
sheet. | don't think a company that does a milli
dollars in business that has that equity of less
million dollars can fund the deficiency between t
capital assets that they have to make today and g
that back 20 years from now. | mean, it's like,
way | look at it, | look at it -- | try to boil t

down very simply. | can go out and buy, you know
a mortgage for $500,000. And, if the bank wants
back in five years, | got to have enough money to
that back. | can't assume that I've got 30 years
income earning to get that back, and it's the sam
situation here.

But, | guess my question would be, did you look
other, besides the "conglomerate", or whatever yo
to call it that's now Lakes Region Water Company,
you look at other similar utilities of water comp

in New Hampshire or Maine or other places in New
England, and see what was the approach they were
to borrowing money, given that they're probably u
the same 20 year plus depreciation?

| did not.
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CMSR. HARRINGTON: Okay. Thank you.
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CHAIRMAN IGNATIUS: Commissioner Scott.

CMSR. SCOTT: Yes. Good morning.

WITNESS MONTVILLE: Good morning.

BY CMSR. SCOTT:

Q.

On Page 2 of your Exhibit 7 of your testimony,
and then into 2, you mentioned, and you just stat
described below", so I'm going to assume that, bu
mentioned "only with limited exception" and "near
of the Company's expenditures...were prudently
incurred”. | was just curious, could you explain
statement.

You know, when I, going through the numbers, th
Company, I'll give you one perfect example. The
Company has very limited benefits that they offer
employees. Which, in my opinion, is going to be
problematic to retain long-term employees. And,
rates -- and, their salaries are extremely reason
in my opinion. But they do offer 100 percent hea
insurance. That's there only benefit, payment of

health insurance.

Now, what I've seen in most small

businesses, most don't offer 100 percent. But th
certainly offer other types of expenses. You kno

things like that. They were minuscule. There wa
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Q.

nothing that | could pick up and make a dramatic
on the bottom line of the Company in a short peri
time, based on what | saw.

Thank you. Earlier you mentioned, in the discu
regarding the State Revolving Loan Fund, --

Right.

-- that you would have advised, if you had been
consulted, or were you consulted on that?

| was not.

Okay. That you would be advised -- yes, you wo
advise the Company not to do that. | was curious
would there be conditions, to the extent that you
understand the Revolving Loan Fund, given that th
a 50 percent -- there's a potential for a 50 perc
principal forgiveness, for example, are there
conditions that you could see where that money wo
have been acceptable to take?

If the Company could generate enough revenues t
back what they would have borrowed from that
organization, or any facility, and they had the a

to match revenues with payment periods, even if t
were a debt forgiveness, and | did briefly look a
this, and, if | recall, even with the debt forgiv

they still wouldn't have been able to meet their
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payments.

Also, and | apologize, because | don't really h ave it
handy here, but, in the docket, there's a mention

regarding the Mount Roberts property. And, I'll get to
my question here for you, regarding an initial

purchase, and it was characterized as a favor to a past

employee, | believe, and then a sale between that

property to the Company itself. The documentatio n
shows it was originally purchased for $250,000, a nd
then sold to the Company for | think $750,000. | was
curious, is that a type of thing you've seen befo re
with other companies, and would you call that pru dent?
| mean, it's hard for me to comment on that. Y ou know,
| guess, if somebody bought an asset on the cheap , and
they were able to sell it at fair market value, | think

that would be okay.

MR. RICHARDSON: May | ask the Chair

just to clarify, just so we don't go too far down the
wrong path. But the land has not been sold to th e
Company. There was a proposal at one point. But there
are other witnesses that could probably answer th at
question or the specifics of that. And, | justw ant to
alert the Commission not to continue thinking tha t the

Company had bought the land.

{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

[WITNESS: Montville]

75

WITNESS MONTVILLE: Yes, | was -- |

didn't want to say it, because it was -- my opini on, it

was not sold to the Company.

CMSR. SCOTT: Well, thank you for that

clarification. And, I'll hold my questions then.
you.

CHAIRMAN IGNATIUS: Thank you. Other
questions? Do you want to go ahead? Commissione r
Harrington.

CMSR. HARRINGTON: Just one other
question.

BY CMSR. HARRINGTON:

Q.  Sounds like you've spent quite a bit of time wi
management of the Company. Did you have any
recommendations that you made to them on how they
financially put their house in order, with the
exception of large rate increases? Is there anyt
else that they could do?

A.  Thereis nothing that | saw. And, as | explain
earlier in my testimony, the first thing you do i
to expense cutting, dollar-for-dollar expense cut
I'm sure they could probably get rid of one or tw
employees, but | think that's going to negatively

impact the service that their providing to their

Thank
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customers. | mean, we're not talking about a lot
money here. | don't know how to give you an exam
I'm in a company in Hooksett right now, | don't k
this is relevant, but, in the last month, we have
by making cuts, $300,000 to the bottom line. Cha
the dynamics of the company. But it was there.
were overspending, they had too many employees, t
had non-productive employees. They were spending
on things that weren't necessary to run the busin
That's not the case here.
CMSR. HARRINGTON: All right. Thank
you.

BY CHAIRMAN IGNATIUS:

Q. Mr. Montville, your review of the Company, did
involve looking at the affiliated entities and ra

charged back in --

A. | did look at that, yes. And, | talked to Tom

it. | looked at what his company charges Lakes R
Water, based on different levels of service and
equipment used. | didn't find that to be outrage

| think the rates, | don't have it in front of me

an hourly rate of 50 something dollars per hour,
could have been less than that. | mean, we all p

more than that to have an electrician come into o
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house. | thought it was reasonable. The only ne gative
that | thought, and I told him that, if | were in volved
in helping him with the day-to-day, we were going to
change it the other way, | thought that the amoun t of

money that was charged to others by -- affiliated
companies by Lakes Region Water was under what it
should be. That that rate should be increased. And,

the rate should be somewhere, | believe, in 20

something dollars per hour. And, the way I did t hat is
| went in and looked at the average hourly rate, what
the FICA taxes were, what the benefit package was , and,
you know, and they should have a small amount of profit
in there. | did go through that calculation. An d,
that's something that needs to be changed, | woul d
agree.

There was a suggestion in some of the other tes timony
that we'll get to later that the amounts charged to the
utility were higher for the same thing than they were
being charged to one of the non-utility affiliate S.

Did you see anything suggesting that?

That -- | don't recall that. But, to the best of my
knowledge, no. | just looked at the rates that t hey
were charging to Lakes Region Water, and back and

forth. And, | felt that we needed to, "we", mean ing
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Lakes Region Water, needed to raise our rate to t
other affiliate. That needed to be done.

Did you look at purchases of property?

Purchases of property? Asset purchases by the

Yes.

| did not.

Did you look at who the utility has gone to for
vendors, and whether those decisions have been
appropriate?

| did not look at individual vendors. | dealt
increasing in vendor payables from a cash flow
perspective. | think | know what you're getting
you want to hear my opinion? The concern always
that, when we had -- what | have heard from multi
sources, including Staff, is that, when we had wo
be done by Lakes Region Water, that we did not go
for a bid, and to try to make sure that the rates
are being charged by the affiliate were comparabl
what outsiders would charge. That's a fair quest
You know, | think the problem that you run into,
have to be honest with you about this, is that, a
think we've lost perspective of this, is that we

afford to pay outside vendors in a lot of cases.

Tom Mason, Jr.'s company has done the work and ha

he
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become the bank for the Company. | don't know.
don't see companies going in to do $20,000 worth
work and have to wait six months to get paid. Th
has to be done, because it's for the benefit of t
customers.
So, when you described the difficulty of vendor
are owed significant amounts of money, --
Yes.
-- do you know how many of those vendors are ac
affiliated entities?
| believe it would be one, would be Thomas Maso
company.
And, "Tom Mason, Jr.'s company" being which com
Lakes Region Water Resources.

MR. MASON: Services.

CONTI NUED BY THE W TNESS:

A.

Services. All right.

BY CHAIRMAN IGNATIUS:

Q.
A.

Q.

A.

Lakes Region Water Services?

Really, my focus was on Lakes Region Water.
Fair enough. Do you know a dollar figure for h
of that, you've got it here and I'm not finding i
much of the --

Payables?
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Yes, vendor payables. | think Page 5 of --

| don't really know.

$457,000 is the total, I think, on your testimo
right?

Right. | don't have the payables listed, I did
include them in my testimony. | do not know what
balance is right now.

How do the creditors, as your testimony says, i
delay paying its vendors, who now take on the pos
of being its creditors for approximately $457,027

that's on Page 5 of your testimony.

Yes.

How long is that situation sustainable?

| really -- | think you're at the mercy of the

You know, when | go in and do workouts, a lot of
the vendors are not in a very good position. The
don't -- they only have two choices. They could
the Company into bankruptcy, which they're usuall
secondary position, and they'll be lucky to get
anything, and, if they do, it's probably less tha
cents on the dollar. So, what they do is is they
hope and pray that the Company can turn itself ar
and they'll get payment. What else can they do?

this could go on for months and months and years
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years and years. And, there are vendors that won tdo
business with you. And, if you need a vendor, wh at
happens, in most of these cases, is they look at their

checkbook, | need that vendor, | need a thousand

dollars' worth of service. They make -- you make

decisions every day. Do you use that $1,000 to g et
that vendor service or product that's going to ge nerate
revenues or take care of customers or -- and you put

somebody else on it. You rob Peter to pay Paul.
They've been doing it for a long time.
MR. RICHARDSON: If it would help the
Commission, we could provide updated data on the current
payable status.
CHAIRMAN IGNATIUS: Well, perhaps when
Mr. Mason is testifying we could do that?
MR. RICHARDSON: Yes.
CHAIRMAN IGNATIUS: Thank you.
BY CHAIRMAN IGNATIUS:
Q. I'dlike to ask you a few questions about the r eturn on

equity recommendation in your testimony.

Okay. Sure.
Q.  And, I'll try to follow my own rules and sort o f keep
these confined together. You stated that it shou Id be

at, as you put, a "minimum of 12 percent ROE"?
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Q.

Correct.

What do you mean by a "minimum™?
Okay.

Is that an open-ended number or what?

You can reference where -- what my task was wit

Company. My task was, number one, "why are we in

problem?" My second task is, "help us build a
long-term business plan to get out of this proble
that we can operate efficiently, and keep our cus
happy, keep people employed." So, what | did is,

just developed a five year cash flow plan, based

existing numbers, modeling percentage of increase

basic expenses, and also looking at a capital ass
addition improvement plan. And, so, | came up wi
number. Here's the cash that we need. Here's th
that we're getting today. The difference is what
going to need to sustain this plan and just conve
into return of equity. I just converted that cas
return on equity based on -- based on the formula
| mean, call it what you want, I'm looking at dol
So, you haven't done a discounted cash flow or
other methodology that --

| have not. I'm looking at pure spendable doll

All right. And, the exhibit you attached to yo
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testimony, it's the last page, | believe, of some
returns authorized in a number of water cases tak
from the National Association of Water Companies?
Right.
That shows a date of 2008 for the companies tha
were looking at, is that correct?
Right. | actually was curious to look and to s
the averages were, so | did some research, found
organization, and got them to send me the data he
As most of you know, most of these associations a
behind by, you know, one or two years, because th
collect it from their members, and that's what th
had. And, | tried to pick, you know, some differ
levels of type companies, so --
The chart that you -- or, the list that you hav
like it has a range from 6.1 percent at the low e
and 21.9 percent at the high end.
Right.
I'm sure there's a story to be told there.
Yes.
But, other than the few outliers, they seem to
the 8 and a half to 11 percent, one up at 12.5, i
right?

Yes.
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Q. Okay. And, you're not testifying that these ar e--

you've somehow studied to see what's representati ve and

what matches this company?

Right.

Q. It's just some data you looked at?

A. Right. Because | knew what we needed for cash to make
this company successful, and | know | had to conv ertit
to an RO -- a return on equity based on the way t he
rates are done. I'm not a rates expert, but | ha dto
figure out the formula of what we needed for cash . So,
when | came up with the 12 percent, and I've hear d
numbers that the average around here was 8, 9 per cent
that they were giving, | wanted to make sure that our
request, you know, there was some substantiation, some
data behind it that other companies had got this type
of rate of return. And, this is a business at ri sk
that needs a higher rate of return to get the cas h.

CHAIRMAN IGNATIUS: Thank you. That's
helpful. Nothing else from the Bench. Mr. Richa rdson,

any redirect?
MR. RICHARDSON: Very limited.
REDI RECT EXAM NATI ON
BY MR. RICHARDSON:

Q.  Onthat last point, you said "the Company needs "t
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has "higher risk”. Is that higher risk due to it S
management or is it due to the nature of the busi ness

that it operates?

Due to the nature of the business that it opera tes.

Q. And, you were asked questions about the $100,00 0
penalties, or the two penalties for $100,000, bot h of
which were half suspended. Is it your understand ing
that the Company has been making periodic payment s over

three years?

Yes.

And, do you know what those payments are?
| do not remember what those payments are.

Does "3,300" sound about right?

> O » O »

Could be right. | just don't remember, to be h onest
with you.

MR. RICHARDSON: And, it states in the

document itself that the -- it ends three years a fter
September 29th, | believe. But the document spea ks for
itself, so --

CHAIRMAN IGNATIUS: Thank you.
BY MR. RICHARDSON:
Q. You were asked about Tom Mason, Sr.'s involveme ntin
the Company. Is it your understanding that he's been

in a nursing home for a couple of years?
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A. | had heard that.

MR. RICHARDSON: | have no further
questions.

CHAIRMAN IGNATIUS: Thank you. Then,

you're excused. Thank you for your testimony.
WITNESS MONTVILLE: You're welcome.

CHAIRMAN IGNATIUS: It's now a little
after 12. Let's go off the record for a moment.

(Brief off-the-record discussion

ensued.)

CHAIRMAN IGNATIUS: So, back on the
record. We will take a break for lunch and be ba ck at
1:15. Thank you.

(Whereupon the lunch recess was taken at

12:06 p.m. and the hearing reconvened at

1:21 p.m.)

CHAIRMAN IGNATIUS: Good afternoon. |

understand, over the break, there was some work a t getting
the exhibit numbering agreed to, which | very muc h
appreciate. And, it sounds like we'll be running by

category, numerically by --
MR. RICHARDSON: Party.
CHAIRMAN IGNATIUS: -- by party, thank

you. So, we have copies, Mr. Richardson, of your
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Exhibits 1 through 14?

MR. RICHARDSON: That is correct.
CHAIRMAN IGNATIUS: Thank you.

MR. RICHARDSON: And, | have given them

to Suissevale and to -- and to OCA. | didn't get a
chance, before you came back, to give them to Sta ff. But
I'll try to do that as soon as | can, or, if we g eta

break, as soon as possible.

CHAIRMAN IGNATIUS: Please do.

MR. RICHARDSON: ['d like to call,

rather than call Tom Mason next, Mr. St. Cyr has asked if
he could proceed sooner, so that he won't have to come
back a second day. This being the busy season fo r annual

report filings and things of that nature.

CHAIRMAN IGNATIUS: That's fine. | have
no problem with Mr. St. Cyr in testifying next. But | do
realize that | had forgotten to check back with t he folks
from Hidden Valley, and see that they're not here
Ms. Hollenberg, do you have information?

MS. HOLLENBERG: 1do. |inquired with

them before they left at lunch, to see if they wa nted me
to submit their statement to the Commission. And , | made
copies of it, and I've inquired with the parties as to

whether or not they would object to introducing t his as an

{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

88
[WITNESS: St. Cyr]

exhibit. So, | could do that now at this time or | can
wait until later, whatever you suggest.
CHAIRMAN IGNATIUS: Why don't we wait
until the end. But thank you very much for talki ng with
them.
MS. HOLLENBERG: You're welcome.
CHAIRMAN IGNATIUS: All right. Mr. St.
Cyr, unless there's anything else?

MR. RICHARDSON: And, just so the

Commission is aware, I've discussed preliminarily allowing
Mr. Skelton to proceed afterwards, if it looks li ke we're
going to run out of time. But we kind of left it that we
may not do that, but that may happen, if it becom es
necessary.

CHAIRMAN IGNATIUS: All right.

(Whereupon Stephen P. St. Cyr was duly

sworn by the Court Reporter.)

STEPHEN P. ST. CYR, SWORN
DI RECT EXAM NATI ON
BY MR. RICHARDSON:
Q. Mr. St. Cyr, could you state your name and prof essional
affiliation for the record please.

A. My name is Stephen P. St. Cyr. And, I'm with S t. Cyr &

Associates, who provide accounting, tax, and regu latory
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services, primarily to utilities, and mostly wate r and

sewer companies.

And, what has your involvement been with Lakes Region
Water?
I've worked with Lakes Region now for probably a

decade. I've involved in preparing their annual

report, and involved in their regulatory proceedi ngs
before this Commission, primarily financing and r ate
filings.

Okay. I'd like to show you some documents that have

been premarked as exhibits, and ask if you could

identify them please. The first is marked "LRW

Exhibit 1". Could you explain what that is pleas e.
This is the Petition for Approval of Financing. It was

submitted in 2011, and it's my prefiled direct

testimony.
Okay. And, --
MS. THUNBERG: Can | just have a
clarification, Attorney Richardson.? What you ha nded me
for Exhibit 1 was prefiled testimony, and Mr. St. Cyr
described it as including other things, like the initial

filing. Or, did | hear that incorrectly?
WITNESS ST. CYR: | described it as the

Petition for Approval of Financing, and it's my p refiled
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direct testimony.

MS. THUNBERG: Oh. You were just

identifying the docket, not that you were includi ng the

petition?

MR. RICHARDSON: Yes.

WITNESS ST. CYR: That's correct.

MS. THUNBERG: Thank you.

BY MR. RICHARDSON:

Q.

A.

Okay. The next document is "LRW Exhibit 2". C

explain what that is please.

This is labeled "Lakes Region Water Company Yea
12/31/2009". And, it's a "Schedule of Notes Paya
Accrued Interest, Interest Expense & Capitalized
Interest".

And, am | correct in understanding, those are t
schedules that accompany your testimony in that
proceeding?

Yes.

I've just handed you a copy of "LRW Exhibit Num
What is that? Perhaps you could turn to Page 12
that exhibit.

This is my direct testimony in Docket DW 10-141
Okay. And, | believe, am | correct in thinking

also includes the initial filing that came in tha

ould you

r Ended

ble,

he

ber 3".

of

that
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A.
Q.

case?

Yes. Along with the supporting schedules.

Okay. Now, I'd like to give you Exhibit 5 now -- O,

excuse me, LRW Exhibit 4.

CHAIRMAN IGNATIUS: Before you go on,

Mr. Richardson, I'm sorry. Exhibit 3, Mr. St. Cy r, it
says "testimony and schedules”. And, the thing t hat's
marked here is an "Introductory Letter". Is that what
you're calling the "testimony"?

MR. RICHARDSON: Yes, because his

testimony begins on Page 12, as he noted. And, w hat has
just occurred to me this moment is there is a dif ferent
docket number on the first page than is on Page 1 2. But
this is what was downloaded from the Commission's website
in the 141 docket. | don't honestly know why the re's a
"10-184" number on it. That might be a typograph ical

error or something.
CHAIRMAN IGNATIUS: Can we all agree
that that should read "10-141"? Thank you.

MS. THUNBERG: I'm sorry, Madam Chairman

and Attorney Richardson, did you say that it was mismarked

as including a number "184" on the rate case?
MR. RICHARDSON: Yes.

MS. THUNBERG: Because 09-184 was the
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prior rate case that was withdrawn, for clarifica tion.
CHAIRMAN IGNATIUS: It sounds like the
new number got glued onto the old number, and cam e up with
one that should have been "10-141".
BY MR. RICHARDSON:
Q. I'm sorry, did | ask you to identify LRW 4 and 5?
A. No, but I will. LRW Exhibit 4 is my rebuttal t estimony
in DW 10-141. And, LRW Exhibit 5 is my reply
testimony, on behalf of the Company, in the docke ts
that are before the Commission today.
Q. Okay. And, the final two documents I'd like to show
you are marked --
CHAIRMAN IGNATIUS: Before you move on,
we're just trying to sort out papers here foram oment.
(Short pause.)
CHAIRMAN IGNATIUS: And, when was the
rebuttal testimony filed?

MR. RICHARDSON: There were two pieces

of rebuttal testimony, | believe. Understanding that |
was not at that hearing, but | believe there was rebuttal
testimony in response to temporary rates, which | believe
he just has before him. And, then, there was reb uttal
testimony -- that was in December of 2010, and, t hen, in

December of 2011, there was what | called "reply
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testimony" that was filed on December 13th, 2011. So, --
MS. HOLLENBERG: If | may, those are --
so, those are Exhibit 4, is the rebuttal temporar y
testimony, and Exhibit 5 is the rebuttal permanen t
testimony, so to speak.
CHAIRMAN IGNATIUS: Called "reply".
MS. HOLLENBERG: "Reply" it's called.
But it's --
MR. RICHARDSON: Yes. Yes. Yes.
CHAIRMAN IGNATIUS: Thank you.
MR. RICHARDSON: And, the dates are
listed on the exhibit list that I've given out.
MS. HOLLENBERG: Thank you.
MR. RICHARDSON: So, that's --
CHAIRMAN IGNATIUS: Ms. Thunberg.
MS. THUNBERG: Can | also interject on
the list here, on the exhibit list? What you've handed
out for LRW Exhibit 4 | believe is already marked as --
or, has been marked earlier as a number. So, --

CHAIRMAN IGNATIUS: | think at the end

-- there are a number of things that are going to be
double-booked. And, so, | think at the end we ne edto
have some time with the Clerk, to make sure that anything
that's double marked we're aware of. Let's keep this
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numbering. If there is anything that hasn't been
up, be sure we add it at the end. But, at worst,

two versions, it's better than missing one.

BY MR. RICHARDSON:

Q.
A.

Mr. St. Cyr, did you review LRW Exhibits 4 and
Yes, | did.
Okay. And, finally, I believe you have LRW Exh
and 9 in front of you as well. Can you explain w
those are?
LRW Exhibit 8 is the 2010 PUC Annual Report.
And, what is LRW Exhibit 9?
LRW Exhibit 9 is recently filed amended 2010 pa
the Annual Report.
So, are these documents true and accurate to th
of your knowledge and belief?
Yes.
Do you adopt them as your testimony or as the a
reports that have been filed with the PUC?

Yes.

MR. RICHARDSON: Thank you.

picked

we have

5?

ibits 8

hat

ges to

e best

nnual

CHAIRMAN IGNATIUS: Does that conclude

your direct?

MR. RICHARDSON: Yes. He's just

adopting his testimony, and he's available for
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cross-examination.

CHAIRMAN IGNATIUS: Thank you.

Mr. Patch.

MR. PATCH: Thank you. Mr. St. Cyr, |

have a few questions.

CROSS- EXAM NATI ON

BY MR. PATCH:

Q. | think you heard this morning Commissioner Sco tt ask a
guestion about the price of the land related to M ount
Roberts. And that, in the original filing, as |
understand it, there was about $1.5 million that the
Company put in or related to the development of t he
Mount Roberts well system, including the price of the
land, which is currently owned by the shareholder S, is
that correct?
That's correct.

Q. And, the price of the land included in that 1.5 million
was what?

750,000 was the original proposed price.

Q. And, the amount that was -- that the shareholde rs paid
for that land when they bought it five or six yea rs ago
was what?
| believe that amount was $220,000.

Q.  So, if I calculate correctly, that's about $530 ,000
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more than what the shareholders paid for it, is t
correct?
My understanding is that was the fair market va
the Company perceived the value of the land was w
And, actually, if I can just make one correction.
think the purchase of the land was actually 250,
220, as | recall.
Okay. So, that would make it a difference of a
$500,0007?
That's correct.
And, who did you say perceived the value of the
be that? Was it shareholders or the utility?
The shareholder.
The shareholders. But the utility apparently a
because they put it in the utility filing?
| think the purpose of it being included in the
was it was an issue that the Company has to addre
some point in time. And, initially, when we prep
the filing, it was the Company's intent to act on
part of this particular case.
So, as of this point in time, what we have in t
although the Company has essentially withdrawn th
Mount Roberts request from this particular procee

but what we have as a project that the Company be

hat

lue that
orth.
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not

bout
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greed,
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A.

has to be done at some point in the future isa p
that would cost one and a half million dollars, i
right?
That was the Company's estimate, yes.
And, the step increase, the "START", you know,
you call it, the step increase program that was b
to the attention of all the parties involved in
December, which is really no longer part of this
proceeding, but | need to ask you at least one qu
about it. That totaled about $1 million, is that
correct?
That's correct.
And, that -- and, all that included was about $
for Mount Roberts, correct?
That is also correct.

So, what the Company is looking at over the nex

don't know how many years, maybe four or five yea

about two and a half million dollars of capital
projects in order to address issues that the Depa
of Environmental Services has found with various
capital assets in the system, is that correct?

These were not -- not projects that DES necessa

directed the Company. These are the Company's ow

year business plan and a determination of the cap

roject

s that

whatever

rought
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requirements needed over that five year period.
where the roughly a million dollars come from.
So, it's actually a mixture of some things DES
requires or is likely to require, like Mount Robe
and some that it does not require?
At this point, | don't know as there is a speci
requirement. This is the Company's own determina
in terms of what its capital needs are. And, I d
know as there is a DES requirement associated wit
of those particular needs over the next five year
Okay. And, as you've indicated, that land is s
owned by the shareholders, correct, that Mount Ro
land?
That's correct.
And, there is no agreement between the utility
shareholders for the use of that land currently,
there?
There is not, no.
There has been work done on that land, though,
develop wells, is that correct?
That is correct.
And, if I understand correctly, the total amoun
been invested in that work is somewhere in the ra

$200,0007?

That's

is -- it

rts,

fic
tion
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That's my understanding, too.

And, that's money, if | understand your -- | th

-- I guess it would be LRW Number 3, which is you
July 2010 testimony, Page 16, and I'm looking at

| think it's 28 to 33, roughly. If I understand
correctly, what's been invested in that property

far, the money has been put forward again by
shareholders. It says there, I'm reading from th
The shareholders have drilled four test wells. T
shareholders have started the lengthy groundwater
withdrawal permitting process. The shareholders
the process of selecting a firm to complete the
necessary permitting requirements for all four we
So, kind of sounded like the shareholders were ta
responsibility for the development of Mount Rober
that correct?

Yes.

But, at some point, the Company presumably went
this Commission and asking for the utility take o
that project and the money associated with it and
charge that to ratepayers, correct?

That is also correct, yes.

And, Suissevale is one of those ratepayers, is

correct?

ink it's
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A. Yes.

Q.  And, obviously, the way Suissevale pays for it IS
different than the other individual ratepayers, b ecause
Suissevale has a water supply agreement approved by
this Commission that dictates the rates that are paid

to Lakes Region Water, correct?
A. Correct.
MR. PATCH: Thank you. That's all |
have.
CHAIRMAN IGNATIUS: Ms. Hollenberg.
MS. HOLLENBERG: Thank you. Good
afternoon, Mr. St. Cyr.
WITNESS ST. CYR: Good afternoon.
BY MS. HOLLENBERG:
Q. | just want to make sure | understand something that
you just said on cross-examination from the
representative for Suissevale. Did you say that the
capital investment that the Company is forecastin gto
do in the next five years, that none of that is
required by DES?
A. That's my understanding.
Q.  Okay.
A. There's no specific requirement currently that the

Company is under that would require future
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expenditures, except for the Mount Roberts.
Okay. | guess that's the clarification. That didn't
seem consistent with what my understanding was of that.

At least there was one outstanding Letter of

Deficiency.
MS. HOLLENBERG: And, | guess I only ask

that question for clarification, and | want to ju st look
to the Chairman and ask, if at some point, | know Sarah
Pillsbury is here from the Department of Environm ental
Services, and | don't know if she wants to make a comment
on the record, but it probably would be helpful i f that
could happen today, as opposed to having her come back
another day. So, at some point, if we could offe r her
that opportunity, that might be helpful to get ju sta

status report from DES.
CHAIRMAN IGNATIUS: Is that something
you've discussed with the parties and the Staff?

MS. HOLLENBERG: No, itisn't. But we

have recently been in meetings together with them . And,
so, | didn't think there was any big -- | just wa S
thinking that it would be helpful for the Commiss ion. But
I'll defer --

CHAIRMAN IGNATIUS: As | had mentioned

to Mr. Richardson, and --
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MR. RICHARDSON: We have no objection.

CHAIRMAN IGNATIUS: Good. Just for the
future, as | said earlier, we don't do things by surprise.

MS. HOLLENBERG: Uh-huh.

CHAIRMAN IGNATIUS: So, it sounds as
though something that you would like to have her speak,
and that would be something to discuss in advance

MS. HOLLENBERG: Okay. It's really -- |
was trying to make it a suggestion for the Commis sion,
that's all. It was something that reminded me wh en he

made that statement.
CHAIRMAN IGNATIUS: Okay. It may well
be a good idea.

MS. HOLLENBERG: Okay.

CHAIRMAN IGNATIUS: I'm not saying she
shouldn't.

MS. HOLLENBERG: Okay.

CHAIRMAN IGNATIUS: 1 just, the way we
do things with all this prefiled stuff --

MS. HOLLENBERG: Uh-huh.

CHAIRMAN IGNATIUS: --is so that we can
move as efficiently as we can. Mr. Richardson.

MR. RICHARDSON: Just | think, | mean,

it's a very interesting suggestion. | would actu ally love
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to see it happen. | can't, as a private party, y

we can't compel State employees to speak. But, i

wants to, | think it would be very helpful, becau

Company really is caught between DES and PUC requ

The DUC [ DES? controlling what the Company needs to do;
the PUC controlling how the Company gets reimburs

it. And, so, I think it would be very helpful.

ou know,
f she
se the

irements.

ed for

CHAIRMAN IGNATIUS: Well, let's continue

with this witness. And, then, maybe at a break w

iron out the details of that.

€ can

MS. HOLLENBERG: Thank you. If I could

just have one moment?
(Short pause.)
BY MS. HOLLENBERG:

Q. Mr. St. Cyr, I'm new to this case. And, I, in my
review of it in the recent days, what strikes me is, as
even surprisingly for a consumer advocate to thin k
this, but what strikes me is, why is this company --
why didn't this company come in for rate increase S more
frequently, sooner than 2010, things to that effe ct?
And, you've been with the Company as their adviso r for
you said "a decade”. And, so, I'm curious about that.
Because | do understand the costs associated with rate
increases, but | also see what - where we're at w ith
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this company at this point, and it seems as thoug h
there's got to be a middle path. So, | would won der if
you could comment on that?

A. Sure. | guess I'd like to sort of dispel the n omer
[ sic ] that the Company hasn't been here before the
Public Utilities Commission. You know, our last full
rate case was an '05 case, based on a, I'd say, 2 004
test year. And, since that time, we were here in an
'08 case, and we've had three step adjustments. And,
that would have been an '08 case based on, I'll s ay, a
2007 test year. But it was primarily to allow th e
Company to recover its additions to plant, I'm no t
exactly sure of the years, but | would say 2006 a nd
'07, and then there was a third step increase tha t Il
say was 2008. We were here before the Commission in
2009 for an SRF financing. We were here again in 2010
for a second SRF financing. This is a 2010 case.

Q. So, if | could just interrupt you then there. So,
then, | guess that begs my question of why are we -
why are we in a situation that I'm at least perce iving
to be a fairly significant, almost | want to say "dire"
financial situation for the Company, if they have been
in as much as they have? Is it that the rate inc reases
that have been proposed along the way have not be en
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sufficient or should have been higher? Or, how i
that we're here, if you guys have been in here ev
other year, every year?
| think part of it is, in each of those proceed
the Company probably walked out of the proceeding
less -- certainly less money than it asked for.
part of it is that the rates may have been inadeq
although they were rates that we would have agree
in the process. But the other part of it is that
Company has had significant additions to plant, y
know, throughout this entire period, and continue
have significant additions to plant.
But, since 2000 and -- | mean, | think you were
in that you said the step increases that, | mean,
firstly, that this company actually got a very un
rate relief, which rarely ever happens, in that t
were awarded step adjustments outside the context
base rate case for, what you said earlier, 2006,
and 2008, which is fairly extraordinary, if you |
the cases that come through the Commission, at le
the past few years that I've been here. Why -- |
| don't understand. Have there been a lot of
investments since that 2008 time period that woul

it such a dire -- dire financial situation?
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A. Well, there have been other additions to plant.
know, we can certainly provide you with how much
was, but that's a factor. The other factor that
like to bring to your attention is, like the 2005
for example, isn't settled until 2006. So that,
though you had a case, you know, part of it is th
delay in the time period between the beginning of
case and when rates -- when you can finally get a
order and then you have the opportunity to implem
the rate.

Q. Right. And, that's with a temporary rate recou

| mean, | imagine that -- is it that you have the
ability to at least preserve some of that or avoi

of that lag through securing temporary rates in t
beginning of a proceeding. | understand what you
saying. | guess I'm just trying to figure out wh
gone wrong along the way, to cause us to be in a
situation where, at least from my perspective, as
relative newcomer to the case, you have -- you ha
some parties taking positions that the Company is
really, even the Company itself, basically, | mea
think Mr. Montville said words to the effect of "
Region Water Company is a business at risk." 1g

I'm just having a difficult time understanding th
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But | appreciate your responses.

And, do you know what the current

accounts payable --

MR. RICHARDSON: I'm sorry. |really

want to hear the response and let the dialogue to
But | want to hear what the witness's response is

question.

MS. HOLLENBERG: Okay. Sure.

CHAIRMAN IGNATIUS: I'm not sure if

there was a question, but --

OocCcCur.

to that

MR. RICHARDSON: | understood that she

was asking really why, in light of what she was s aying,
what his thoughts were.

BY THE W TNESS:

A.  And, | guess, to sum it up, it's a combination of rates
probably not being adequate, --

BY MS. HOLLENBERG:

Q.  Uh-huh.

A.  --ongoing capital expenditures, and the implem entation
of rates that tend to be, you know, a year or two after
the period in time in which, you know, expenditur es
actually take place. It's a combination of all o f
those three things.

Q. But how is that unique for any other water comp any? |
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A.

mean, you have water companies that are experienc
other utilities that are doing the exact same thi

are coming in after-the-fact, after they make
investment in their plant. There's regulatory la
expenses go up, and they're not in a situation wh
the Staff of the Commission is recommending that
Company be sold. That's pretty significant.

And, | guess the -- at least part of the answer
guestion would be that it's -- that it's affectin
company to a greater extent than it's affecting,
one relatively small system. This is a combinati
multiple small systems that the Company has acqui
over time and that are in various states of disre
The Company has never really gotten the credit fo
of bringing the systems up to speed. But they ha
multiple systems in which they have to do this to
versus maybe a smaller, one water system type ent
that, you know, that you go in and fix something
then they're done fixing it. Well, in this compa
case, they can go in an fix one system, but then
have another system that has to be fixed. They h
got 17 of these systems.

So, if you have a company, though, like Pennich

Utilities, which has numerous systems that are
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disconnected, located all over southern New Hamps hire,
what distinguishes them, and they're also experie ncing
the same things you talked about, what distinguis hes
them?
| don't -- to even put this company in a compar ison
with any Pennichuck --
Uh-huh.
-- company is really unfair. You know, there a re
really very few companies of this size. There's only
one other company that | can think of that is sor t of
similar to Lakes Region, and most of the other
utilities | would say are mostly single-system sy stems.
So, there's only two utilities that | would say a re
really comparable in that respect. And, to make any
comparison between this company and a Pennichuck
company is just really unfair.
Okay. So, then, let's make a comparison to the company
that you're probably thinking about, which is HAW C, no?
That is the company.
Okay. So, they're a company that is similarly
situated, in your own words, to this Lakes Region , and
they have numerous disconnected systems. And, HA WC,
you know, has had problems in the past, but is re ally,
you know, hasn't had any regulatory issues, that I'm
{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}
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aware of anyway, in the recent past.

A. Yes. And, | guess that is a fair comparison, a nd
there's a couple of things that | want to bring o ut.
First of all, the HAWC systems, | would say, at | east
in recent years, are newly constructed systems, t hat
their affiliate was involved in, and would have b uilt
those systems, you know, with the thought that, y ou
know, ultimately, an affiliated company is going to own
them and be responsible for them for a number of years.
That's very different than Lakes Region, who wasn 't

involved in building any of these systems, and ac quired
them -- acquired those systems from what Tom very often
refers to as "developer-built systems”. And, a | ot of
times those systems are built sort of with the mi nimum
requirements in mind. They do what they need to doin
order to get water to their development, and then they
walk away from them, and they don't really care w hat's
in the ground. You know, that's probably one of the
most significant differences.
The second difference would be the age.
The HAWC systems, certainly over the last decade, are
all relatively new systems. As opposed to the La kes
Region systems, which are, | would say, you know, 30
years in the ground, very different in that respe ct.
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And, then, a third difference, | would

say, is, and HAWC's done a tremendous job of kind
turning things around. They were in a similar
situation to Lakes Region probably, I'll say, fiv

years and prior. But, one of the other significa
differences is, is that's a utility that has an

affiliate that builds these water systems to serv

their homes and their communities, and HAWC can a
go to them. They're a -- you know, they're a com
that has an ownership in companies that have put
into the system any time that HAWC needs money, t
have a sort of major partner, if you will, in hav

the ability to fund mutual operations.

Lakes Region really doesn't have that.

They have Tom's parents. And, while that worked
long time, for relatively small money, we're just
finding out that that really doesn't work anymore
What is it about, because you have familiarity
HAWC company and with their experiences in the re
past, where they were having some difficulties at
Commission, and then they have been able to
successfully file a few, a couple of rate cases,

are doing fairly well these days. What is it abo

aside from the fact that they have this partnersh
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with an affiliate, that caused them to be able to

around their management? | mean, my understandin

that their records were abysmal. And, a rate cas
actually that they filed, | think it was 2002, ha

be basically dismissed without prejudice, because
wasn't sufficient data, and it may have beenin a
year than that. But what else could it have been
contribute to the turnaround of the business, | g
would say? Did they add any management?

My recollection is the big addition to manageme
that they had a -- | guess he's a controller that
had not had before. With --

So, they added -- go ahead. Excuse me.

-- one, probably one person in particular that

of an addition to the utility operation that hadn
been involved before. But, | think, to put aside
partner is unfair, because they converted, and th
subject to check in terms of the money, but there
over a million dollars owed to them that was conv
to equity, and they put another, you know, I'm go
say somewhere between 500 to a million dollars th
converted to equity, too. And, those two were
significant pieces that helped turn it around, an

was done by the, you know, the owner of the affil
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But, presumably, if you're familiar, they, you know, if
their records were in such a state as to have cau sed
them to not be able to finish a rate case, subjec tto
check, if you're not familiar with that, is it po ssible
that the addition of this controller, which would be a
financial management kind of influence, contribut ed to

their recovery?

I'm sure the addition of that controller certai nly
helped. But the issue with the records was that they
didn't have adequate records of their plant. And , the
resolution of that was to have their field people go
out and essentially do a physical inventory of th e
plant, and then to sort of match that up with wha t was
recorded on the books. So, the issue with respec tto
the inadequate records had to do with plant issue s that

were resolved by the field people.
MS. HOLLENBERG: Okay. | understand.
Thank you for clarifying that. Okay. One moment please.
(Atty. Hollenberg conferring with Mr.
Eckberg.)
MS. HOLLENBERG: | don't have any other
questions. Thank you.
CHAIRMAN IGNATIUS: Thank you.

Ms. Thunberg.
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MS. THUNBERG: | do have questions,
although | do need to do a little bit of a setup first,
because | was anticipating crossing Mr. Mason and not Mr.
St. Cyr earlier this afternoon.
MS. HOLLENBERG: If I might just say
“thank you" to Mr. St. Cyr. | forgot to say that before |
finished.
WITNESS ST. CYR: You're welcome.
MS. THUNBERG: Good afternoon, Mr. St.
Cyr.
WITNESS ST. CYR: Good afternoon.
BY MS. THUNBERG:
Q. Do you have a copy of Exhibit 1 in DW 07-105 in front
of you? It's the Settlement Agreement in the
investigation docket?
| do not.
Q. Youdo not. | have a copy for your reference, since
we'll be talking about it. Mr. St. Cyr, did you
participate in the creation of that document that I

just gave you?

Yes, | did.
Q. And, are you familiar with the terms of that do cument?
A. It's been a while since | looked at it, but, ye S.

MS. THUNBERG: Okay. Madam Chairman, |
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assume that the Commissioners have copies of the exhibits
from -- that have already been marked?

CMSR. HARRINGTON: Could you give us the

date?

CHAIRMAN IGNATIUS: We don't have them
with us. | don't know if they're -- | don't thin k that --
it's certainly not in my file. It may be upstair S

somewhere, but --

MR. RICHARDSON: Is this the settlement
agreement in the '07 docket?

MS. THUNBERG: Yes.

MR. RICHARDSON: You have that as "LRW
Exhibit 12" in the package that you got --

CHAIRMAN IGNATIUS: Okay. Thank you.
So, we do have it from Mr. Richardson. Thank you

BY MS. THUNBERG:

Q. Mr. St. Cyr, I'd like to draw your attention to Page 7
of that Settlement Agreement, and, in particular, to
the section entitled "Rate Increase". And, this
paragraph states that a "rate of return calculati on
will be submitted by May 30th, 2008." Am | readi ng
that correctly?

A. Yes, you are.

Q. And, did you participate in filing the rate of return
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calculation?

Yes.

And, I'd like to make an offer of proof at the

The paragraph talks about a deadline of "May 30th
2008" as the rate of return needing to be filed o
And, according to the Commission's docketbook, th
received on June 2nd, 2008. And, I'd like to pul
document up right now. And, Mr. St. Cyr, can you
the docketbook projection, that you had made the
dated June 2nd?

| believe that | can just barely see it.

Okay. I'm going to try to pull it up more clea
Okay. Now, | realize you don't have this documen
front of you, but I'm trying to refresh your
recollection. Would you agree that the rate of r
that you filed on June 2nd, 2008, on behalf of th
Company, showed a rate of return of 4.12 percent?
Yes.

Okay.

But, can | just ask, what does the -- on that s
schedule, below the actual rate of return, what i
authorized rate of return cited?

The authorized rate of return you have stated i

8.23 percent.
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So, the Company earned half of what it was auth orized,
based on that document.
Yep. Turning back to the Settlement Agreement, in the
"Rate Increase" paragraph, it also talks about, " Onan
annual basis, Lakes Region agrees to calculate it S
actual rate of return, and include [it] with its annual
reports.” Do you create and file the annual repo rts on
behalf of Lakes Region?
| do.
So, would you have been responsible for filing this
annual calculation of rate of return?
Yes.
Do you know, off the top of your head, whether, after
May 2008, in that next annual report, if you file d that
annual calculation?
| don't recall, no. I'd have to check the annu al
report.
| have the annual report here. | don't know ho w to
read it. If | showed it to you, do you think you could
take a moment? | don't want to take 15 minutes o f your
time, but --
It wouldn't -- it wouldn't have been filed as p art of
the document.
Okay.
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A. But it potentially could have been filed along with the

document. It wouldn't necessarily be attached to the
annual report. And, I can certainly check to see N
would have that calculation, if we, in fact, prep ared
it.

MS. THUNBERG: | think it would be

easier, at this point, if Staff asked for a recor d
request. By way of offer of proof, Staff has the annual
report, cannot find your calculation. And, I'm s eeking to
get a confirmation of your -- the next calculatio n. So,
the record request would be for a copy of what Mr . St. Cyr
would have filed on behalf of the Company for its annual
-- to qualify for the annual report of rate of re turn for

that next year.
CHAIRMAN IGNATIUS: What year are you
asking for?
BY MS. THUNBERG:
Q. Mr. St. Cyr, if you had filed one in June of '0 8, what
would the next annual report year be?
It would be 2008.
Q. So, --

A. This one would have been for 2007.

MS. THUNBERG: Okay. Madam Chairman,

I'm looking for -- Staff is looking for the 2008 filing of
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the report of the annual rate of return for the C ompany.
CHAIRMAN IGNATIUS: All right. Any
objection, Mr. Richardson, with the record reques t?
MR. RICHARDSON: Whereas the record
request is for records on file with the Commissio n, |
mean, if it hasn't been -- is the position, it ha sn't been
filed? 1don't-- | mean, surely, the Commission knows
better than the Company does whether it was filed with the
Commission.
MS. THUNBERG: | guess this, | don't
know if this is argument or offer of proof, but S taff has
been trying to corroborate in the records whether Lakes
Region actually filed the annual calculation of r ate of
return. We cannot find it. Staff has looked thr ough the
annual reports. There is no separate document. When |
turn back to 07-105, which was the genesis of thi S
requirement, there is no separate filing for that rate of
return. So, I'm simply trying to track it down, because
Mr. St. Cyr has stated, in his direct testimony, on Page
2, that the Company has complied with the require ments of
07-105 Settlement Agreement.
CHAIRMAN IGNATIUS: So, | take it the
request is, "was it filed as part of the 2008 Ann ual
Report, either in the report itself or as a submi ssion
{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}
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that came with the Annual Report, or, presumably, any
other piece of paper that came in with that calcu lation
for 2008?"

MS. THUNBERG: That is the crux of the
inquiry, because | cannot corroborate that it was filed
either through the docketbooks or in looking at t he annual
report that was filed.
CHAIRMAN IGNATIUS: All right.
MR. RICHARDSON: We have no objection --
MS. THUNBERG: Thank you.
MR. RICHARDSON: -- to looking for it
and filing it, and whatever we find in response t o the
record request.
CHAIRMAN IGNATIUS: Okay. So, let's
reserve an exhibit number for that record request N
guess, let's make a category called "Record Reque sts".
So, "Record Request 1", yes?
MS. CARMODY: Okay.
(Record Request 1 reserved.)
BY MS. THUNBERG:
Q. Mr. St. Cyr, turning back to this report of the rate of
return being "14.12" [4.12? ] . Isthat for Lakes Region
Water Company, the regulated utility, or for the

Company as a whole?
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A.  The actual rate of return is "4.12 percent". A nd, this
would be for the regulated water company. There IS no
-- I mean, that's the company. There is no other
calculation that any other entity would be includ ed in.
Q. Mr. Naylor can ask my question more succinctly, I
think, with his finance background. I'm deferrin g my
guestion to Mr. Naylor, who can ask it more succi nctly.

BY MR NAYLOR

Q. The question relates to net operating income fo r the
utility. This would be a calculation of rate of return
for revenues and expenses above the line. Would that
4.12 percent be net utility operating income, mea ning
all items above the line, or for the Company as a n
entirety, meaning that it would take into account items

below the line?

A. It's the former. In fact, you can take a look at that
schedule and tie those numbers to the annual repo rt.
And, the net operating income as reflected on tha t

schedule would be the same net operating income
reflected on the income statement in the 2007 PUC
Annual Report. All those numbers are derived rig ht
from the PUC Annual Report.
MS. THUNBERG: Madam Chairman, | have a

second record request, because I'm in a similar s ituation
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in trying to corroborate that the rate of return was filed
for 2009. So, the request is for whatever the Co mpany
would have filed in compliance with the Settlemen t
Agreement requirement that the annual report -- 0 r, the
rate of return be reported annually. And, this w ould be
for year 20009.

MR. RICHARDSON: | understood the prior

record request to include all the years for which the
Company would have filed information. So, that's -- if we
want to just modify the earlier one, | didn't rea lize it

was specific to a year.
CHAIRMAN IGNATIUS: All right.

MR. RICHARDSON: We'll certainly do

that.
CHAIRMAN IGNATIUS: If that's jumping
the gun, that's probably a good thing. Should we make it
more than --
MS. THUNBERG: Correct. Staff is happy
to expand the record request to include all years that the
Company felt it was obligated to make such report ing, and
not just limit it to 2008. Thank you, Mr. Richar dson.
CHAIRMAN IGNATIUS: All right. Thank
you. And, Ms. Thunberg, could | just clarify, if the
answer is "it was filed, and there's a duplicate copy
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that's submitted with the record request"”, that's clear.
If the answer is "it was not filed", are you aski ng the
Company to do that calculation and submit it now or just

note that it was not filed?

MS. THUNBERG: Staff is merely noting

that it did not comply, if the answer is "no", an dit
cannot be found, | guess you're begging the quest ion.
Yes, Staff, if there's a requirement out there, S taff's
position would be, "yes, the Company should compl y with
whatever obligations it has." But the point of t oday's
cross-examination was to hone in on the statement by Mr.
St. Cyr that "Lakes Region was in compliance with the

Settlement Agreement", and should try to find
corroboration for that statement, which we cannot find.
CHAIRMAN IGNATIUS: Thank you.

WITNESS ST. CYR: Am | allowed to

comment?

CHAIRMAN IGNATIUS: Mr. Cyr, it sounds
like, talk to your attorney. It's fine with me, if it's
fine with him.

BY MS. THUNBERG:

Mr. Cyr, do you have any clarification you wish to add
to our -- Staff's record request? Is that enough ?
| appreciate that. This is a document that 1 d id
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participate in and that the Company worked really
on fulfilling the requirements. | would say, you

in a broad sense, there were five or six differen
categories, and within each category there were f
six different things that the Company agreed to d
was happy to do. And, | guess, if there's one or
things that we didn't do as an oversight, then |
apologize to the Commission for that. But someth
like this is relatively small, compared to the 20
requirements that we did make. The most signific
ones being the outstanding Letters of Deficiencie
existed at the time that have since all been solv
Mr. St. Cyr, would you agree that, if the Compa
not have a handle on -- or, if the Company cannot
identify its actual rate of return, that it is

difficult to know when to come in for timely rate
relief?

| would disagree with that. That's not the onl

in which the Company would focus on. In fact, |
say that this would be, you know, at the bottom o
handful of items that they would consider. First
foremost, they're looking at cash. And, second,
they're looking at, you know, their revenue and

expenses. So, while this is a calculation that s
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puts a numeric amount on what the actual return i
what a deficiency might be, in terms of the day-t
operation of the Company, they are focused much m
cash and much more on expenses, and that's what,
know, they're basing decisions on.
Thank you. I'd like to have you turn to LRW Ex
Page 30. Do you have that in front of you?
Yes, | do.
| draw your attention to the "Rate of Return” |
it says actual is "8.3"?
It does say that, yes.
Is the Company doing better from the 4.12?
Yeah, this rate of return is a -- | guess if yo
refers to "Schedule 4". If you look at -- see if
can find Schedule 4.
Schedule 4 appears to be on Page 43.
This is -- the "8.3" is sort of a weighted aver
the Company's actual costs that existed back in 2
and that rate of return is supported by Schedule
And, what it shows is the Company's actual cost o
debt, its cost of equity, which, at the time, we
9.75 percent, and as a weighted average of the
Company's debt and equity cost. It's not the sam

calculation that we just saw on the screen. It's

s or
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A.

different calculation.

Thank you. 1 just wanted a clarification that, on your
"Permanent Rates" page, which is Page 30 of LRW E xhibit
3, that rate of return is really more akin of cos t of
capital than a rate of return for the Company, is that
correct?
That is correct.
MR. RICHARDSON: Do we want to just note
for the record that this was filed with the Commi ssion,

and so we don't have to re-file this document in response
to the other record request?

CHAIRMAN IGNATIUS: Well, I'll let

Ms. Thunberg respond. | think she was trying to draw a
distinction between the two numbers and what they re
showing, and they may not be equivalent.

MR. RICHARDSON: Okay. | justwas
pointing out, | mean, | didn't realize this, but this
document, obviously, was filed with the Commissio nin
2010, and it has the rate of return information t hat was

part of the record request.

MS. THUNBERG: Attorney Richardson, I'd

like to clarify, Mr. St. Cyr just explained that the rate
of return calculation that was shown, that was re ported to
the Commission as "4.12", was of a different ilk than the
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rate of return calculation shown on Exhibit 3, Pa ge 30, as
"8.30". That the "8.30" is more a cost of capita | number,
rather than the rate of return that the Settlemen t
Agreement is calling for annual reports of.

BY MS. THUNBERG:

Q. Is that correct? Is my explanation correct?

A.  That's correct.

MR. RICHARDSON: Okay. Thank you.

BY MS. THUNBERG:

Q. Mr. St. Cyr, just a little bit further on this 8.3.
There are references in your testimony that talk about
a "rate of return”. So, when you're talking abou t
"rate of return” and the number "8.3" is mentione d, are
we to read that more that you're talking about th e cost
of capital, rather than the actual rate of return ?

A. Yes. |think it's commonly referred to as the "rate of
return” in these regulatory filings. But, as you cite,
it's more akin to a cost of capital than it is a rate
of return.

Q. Next, | want to turn to the annual reports. Yo u said
that you compile them for the Company, is that co rrect?
That's correct.

Q. In the last five years, how many times has Lake s Region
filed its annual reports by the end-of-March dead line?
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| don't specifically know. But | know they do extend
the -- request an extension of the annual report from
time to time.
When Lakes Region Water Company needs a extensi on of
time to file its annual report, do you know what the
reason is?
Generally, it has to do with the closing of wor k orders
and the finalization of plant records.
Who, in the company, would perform that work th at you
just described?
The end work would be done by Norm Roberge. Bu the's
dependent on, you know, the company field people and
company management, in order to, you know, have
documents in and, you know, documents final.
Mr. St. Cyr, | had a bit of a problem trying to find
this line item. With respect to your direct test imony,
if you have that in front of you?
This is still Exhibit 3, LRW Exhibit 3?
Yes. Marked "LRW Exhibit 3".
And, what page are you on?
Page 11.
CHAIRMAN IGNATIUS: This is not the
Bates stamp number 11, but the actual testimony P age 11,

which is also 22?
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MS. THUNBERG: My apologies. I'm still

trying to get organized for cross of Mr. St. Cyr. Yes.
Thank you, Chairman Ignatius.

BY MS. THUNBERG:

Q. Page 11, Bates stamp 22. And, I'm looking at - -or, |
draw your attention, Mr. St. Cyr, to Lines 29 to 31.
And, specifically, to the sentence "The long term debt
balance has increased from 2008 due to the amount owed
the New Hampshire Department of Correction”. And ,
could you direct me in the schedules where that | ine
item is?

A. I'm looking at Page 66 in LRW Exhibit 3. And, if you
look --

Q. This is "Temporary Rate Schedule B" -- "4B"?

A. Yes.

Q. Okay.

A. Yes.

Q. Thank you.

A. If you look sort of in the second block of note
payables, the one, two -- third line item from th e
bottom, that says "N/P NHDOC", that's the Departm ent of
Corrections. You can see the statement refers to there
was no balance at 12/31/08, and, at 12/31/09, the reis
a balance of "103,880". The statement makes refe rence
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Q.

to long-term debt has increased in part because o
that. And, if you just continue along that parti
line, you'll see, in Column (h), that the Company
actually backs that amount out of its cost of cap
calculation. And, the reason that we do that is
it's not something that is in the rates of the
customers that it pays. So, it was backed out of
cost of capital, as well as the ongoing payments
not reflected in the rate case either.
Mr. St. Cyr, my understanding was the fine was
$100,000. Do you know why this amount is "103,88
rather than "100,000"?
| do not know.
Okay. Thank you.
CHAIRMAN IGNATIUS: Well, before you
leave that, we've seen in a couple different docu
times it says "100,000", and at other times it sa
"110,000". Your Column (e) has the "110". In Mr
Montville's testimony, it had both the "100" and
"110". Do you know why the "110" keeps showing u
WITNESS ST. CYR: Actually, | do not.
We should certainly get clarification of that.
MR. RICHARDSON: | believe, subject to

check, and we can certainly confirm with the Comp

cular

ital

that

the
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accountant, who has the detailed schedule on this . But
there was -- it was paid at a rate of, | believe, $3,300 a
month for a period of 36 hundreds -- 36 months. | don't
have my calculator in front of me, but | think th at might

work out to be the higher number.

MR. MASON: What | remember is, because

it wasn't paid all at once, there was basically i nterest
on top of it for the three-year payments. | don' t
remember the calculation, | just remember it ende dup
around 110,000 total, after, in September, when i t's over
with.

CHAIRMAN IGNATIUS: Thank you.

BY MS. THUNBERG:

Q. Mr. St. Cyr, in your direct testimony, on Page 91
don't know that you need to actually refer to it, my
general question, in your statement that Lakes Re gion
incurred legal fees from Ransmeier & Spellman dur ing
the 2009 test year, do you know if those legal fe es

have been paid in full?

| do not know.
Q. You also make reference to legal fees from Shah een &
Gordon in the amount of "$18,198". Do you know i f

those are paid in full?

A. | don't know that either. Although, the purpos e of
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this section, and sort of calling these out to yo

that we backed them out of the test year expenses
that they would not find their way into the test

and not be paid for by ratepayers.
Are you familiar with the Company's records for
Generally, yes.

Generally. Do you know if there were any legal
incurred for the criminal matter in 2010?
| do not specifically know that, no.

Mr. St. Cyr, I'd like to stick with LRW Exhibit

have you turn to Bates stamp Page 58, which is

"Schedule 1 Temporary Rates". Oh, I'm sorry, 54.

Please let me know when you're there.

I'm there.

Okay. At the very bottom, it shows a total net
"207,674", do you see that?

| do.

This loss is for Lakes Region Water Company in
is that correct?

That's correct.

So, this loss is a below-the-line loss?

That's correct.

And, it's not for the regulated utility?

CHAIRMAN IGNATIUS: I'm sorry.

year

20107

fees

3, but

loss of

total,
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BY THE W TNESS:

A.

| don't distinguish between, it's all a regulat
utility. It is not normally included in rates, t

portion below the line.

BY MS. THUNBERG:

Q.

My esteemed finance cohort has reminded me, thi
is distinct from the net water utility operating
is that correct?
That is correct.
Okay. So, we have a net water utility operatin
income, it's a loss of "2,539", up higher in this
schedule, correct?
That's correct.
And, then, we have below-the-line adjustments,
total loss is 207,000, correct?
674, that's correct.
Okay. Now, focusing on the "$2,539" loss, woul
agree that that would be somewhere around a negat
1 percent rate of return?
Probably not quite 1 percent, but it would be a
negative return, yes.
And, this is for year-end balance 2009, correct
That's correct.

Okay. In relation to this 2009, a negative rat

ed
he

s loss

loss,

so the

d you

ive

e of
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o » 0 »

return, do you have an opinion on the 2010 rate o
return? Are we still going in the down direction
If I can just grab my 2010 PUC Annual Report, t
be helpful.

Do you need a copy?
No, | have a copy. Thanks. This is LRW Exhibi
And, if you look at Page 19, "Statement of Income
2010, the net operating income loss, this is on L
11, is 80 -- I'm sorry, net operating income was
"84,920".

I'm sorry, can you repeat which page, what Bate
page are you on?

Bates stamp Page 22, original Page 19.

Thank you. | think we're with you now.

The Company --

You might want to actually wait for the Commiss

to --

CHAIRMAN IGNATIUS: Thank you.

MS. THUNBERG: Okay. Thank you.

BY MS. THUNBERG:

Q.
A.

Please proceed, Mr. St. Cyr.
This is the Company's Statement of Income for 2
originally filed with the Commission. The net

operating income that's used in the determination

f

?

hat will

t 8.

,in

ine

S stamp

ioners

010 as
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the rate of return is shown on Line 11, and it's

"84,290". And, if you jump over to the next colu mn,
this is the 2009 amount that you were just talkin g
about, showing as a negative "2,539". And, on a total

company basis, the net income or loss for 2010 is

"16,525". And, then, | guess, as long as we're t alking
about 2010, | just want to call to your attention the
amended 2010 PUC Annual pages. This is --

What amended pages are you talking about?

You asked about the Company's position in 2010, and I'm
citing you what was filed originally, and then wh at was
just filed recently, in terms of the amended page S.

Staff hasn't had a chance to look at the amende d pages.

| guess what you're saying on the record then, is it

fair to characterize that the numbers that | was asking
for you to tell me about in 2010 have recently ch anged?
Yes.

Okay.

And, they changed because of the Company's acce ptance

of Staff's position in this particular case.

Okay.
CHAIRMAN IGNATIUS: And, Mr. St. Cyr,
this is what's been marked for identification as "LRW
Exhibit 9"?
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WITNESS ST. CYR: Yes. Those were the
pages | was about to make reference to.

BY MS. THUNBERG:

Q. Mr. St. Cyr, turning back to Page Bates stamp 5 4 of LRW
Exhibit 3, and looking back at the losses, the "2 ,539"
versus the "207,674" loss. I'll just wait till y ou get
there.

Mr. St. Cyr, | believe earlier in
testimony you said that you have been doing the b 00ks
for the Company for the past or are familiar with the
finances of the Company for the past decade, is t hat
correct?
Yes.

Q. Does it -- with this disparity between the 2,00 0 and
the 207,000 roughly loss numbers, has the Company had
this kind of disparity in the past? That's, | gu ess,
one question. The second question is, is this us ual?

A. The Company has experienced losses along the wa y. And,
every time there's an increase, whether that's ou t of
the 2005 case or a step increase, well, then thos e

losses tend to decrease in the subsequent year. But,
as the Company makes more investments in plant an dit
incurs more costs, then it tends to go the other way.

Q. Does this 207,674 loss represent a drain on the
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Company?
Yes.

Q. Mr. St. Cyr, turning to your reply testimony, a nd I'm
on Page 2, Bates stamp Page 2. And, sorry, I'll wait

for you to get to the document. Page 2.

A. Page 2, yes.

Q. Under the section "Use of Year End Rate Base", draw

your attention there.

A. Yes.

Q. Is it fair to say you dispute Staff's use of a 13-month
average balance?
| do.

Q. Areyou aware that the Commission's administrat ive
rules prescribe a 13-month average rate base?

| am aware of that, or a five quarter rate base

Q. Thank you for that clarification. Correct. Wo uld you
agree that using an average rate base provides va lue to
a utility by providing some rate base credit for assets

that have been retired during a test year?
A.  Yes, | would agree with that.
MS. THUNBERG: I'm done with my cross
questions. Thank you very much, Mr. St. Cyr.
CHAIRMAN IGNATIUS: Thank you.

WITNESS ST. CYR: You're welcome.
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CHAIRMAN IGNATIUS: Mr. Speidel?
MR. SPEIDEL: No further questions.
Thank you.

CHAIRMAN IGNATIUS: Commissioner

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

Harrington?

CMSR. HARRINGTON: Yes. Thank you.

BY CMSR. HARRINGTON:

Q. You mentioned earlier that there was a -- the C ompany
had a five year plan that you were involved in
developing, is that correct?

A. | wasn't actually involved in developing it, bu tlam
aware that such a plan exists.

Q. And, where does the Mount Roberts property fit into
that? As | understand, it was originally going t 0 be
put in as a capital expense in this filing, but t hen
subsequently was withdrawn. Does it show up in t hat
five year plan as coming back in?

A. It's a separate -- | guess the expenditures ass ociated
with that particular project are significant enou gh on
their own that the Company sort of treats that se parate
from the rest of its operation. The five year pl an
that was referred to earlier doesn't specifically
address that.

Q. So, are we to assume that within the next five years
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Q.

the Company will not be requesting to add that to
rate base?

| would not make that assumption, no.

But you just -- it was just left out of the fiv

plan as to whether it was going to be added one w
the other?

| guess the Company's sense is it has to be add
on its own.

All right. So, you have a five year plan that
address a huge asset at the Company, | guess?

| guess | don't think of it in terms of it "not
addressed". | think of it as being addressed on
own. The Company has to treat that particular
investment separate and different than how it wou
treat the other investments that it makes within
five year plan. The rest of the five year plan

pertains to a lot of, you know, things that are g

to happen every year, you know, pumps needed to b

replaced, lines needing to be repaired.

Okay. Well, moving on then, you mentioned the
There were hearings at the PUC for that. | belie
said there was two of them?

That's correct.

And, earlier we heard from Mr. Montville that,

the

e year

ay or

ressed

doesn't

being

its
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oing
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basically, a fairly quick review of these, he con
that they required a payback period of five to se

years, and the depreciation would take over 20 ye

plus, so there's no way the Company could make pa

on those loans. Why did they waste their time an
effort filing with the PUC and having hearings on
something that | guess it appears, to a financial

person, which I'm not, that it would be obvious t

the Company would not be able to pay them back, s

did you pursue that?
When Mr. Montville made reference to the "five

year payback period", he was talking about I thin

specifically the Company's bank and most commerci

lenders. He was not specifically referring to th
State Revolving Funds. Most of the State Revolvi
Fund loans are paid back over 20 years. And, tho
are, | would say, more affordable to the Company.
in the end, the Company still didn't generate eno
revenue in order to pay back those particular loa
over a 20-year period, when some of the assets th
was funding with those loans had lives of 40 or 5
years.

Okay. Maybe | misunderstood it. | thought he

referring not only to commercial loans, but to SR

cluded
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loans, as well as the ARRA loans. Well, but | ca
check that in the transcript. What you're saying

is that these were paid back, these particular lo
that you had the hearings on would be paid back o
years, but the assets would have a depreciated li
40 or 50 years?

Forty to fifty years.

So that gets me still back to the initial quest

I'm assuming you knew that up front, because that
doesn't seem to be something that would have to b
analyzed, | mean, the terms of the loan are going
pretty straight forward, the depreciation rates a
set. Why pursue the hearings, which is a fairly
time-consuming, money-consuming option? Why not
say "we don't want to apply for those loans, beca
won't be able to pay it back"?

| think it was a function of a couple of things

of all, the Company has the capital requirement.
it's always looking at how to meet that requireme
And, the State Revolving Fund loans are more attr
and more affordable than, you know, other financi
opportunities. And, | think at the time there wa
-- some sense that, you know, maybe there is some

that the Company could do. That, you know, if we

then
ans
ver 20

fe of

ion.

to be
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just

use we
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something out with Staff as part of some kind of
adjustment or some kind of way in which to shorte
lives of the recovery period, then maybe a State
Revolving Fund loan could work.

And, was that pursued with the Staff and the Co
and denied, that option? | guess | should say, w
was the conclusion of these hearings? I'm not fa
with them.

The conclusion of the hearings were that the lo
approved. But there was no -- the hearings didn’
address how the Company would recover -- recover
investment that would be financed with those loan
So, subsequent to the approval, the Company mad
decision to say, "even though we have the approva
we're not going to pursue closing these loans"?

At least in the first loan, as | recall, we got

point where we were pretty close to closing on a

And, you know, the management of the Company and
ownership just looked at the numbers and, in the
found that the potential revenue stream, based on
longer lives, was not sufficient to pay the loan,
attractive as the loans may be, there would still
shortfall, and there wasn't a way in which to pay

shortfall.

step

n the

mmission
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Q. Okay. And, the costs associated with those hea rings,
lawyers, whatever, were those eventually passed o nto
the ratepayers or were those costs covered by the
investors?

A.  Those particular costs were written off. And, --

Q. Excuse me, when you say "written off", what doe s that
mean? I'm not quite sure.

A. That they were charged to expense and would not have
been paid by ratepayers.

Q. So, the costs were borne by the shareholders?

A.  Would have been borne by the shareholders, yes.

Q. Okay.

A.  And, those are relatively small costs, in terms of
regulatory dollars. Those particular hearings we re
somewhat expedited. | don't even recall if there was a
hearing. Some of those SRF loans were approved w ithout
a hearing. So, there were relatively small dolla rs
spent in obtaining that approval.

Q. Okay. Moving onto a different subject, maybe t he 60 --
| was going to say the "$64,000 question"”, but | guess
it's probably more than that. But the Company ha s come
forward and requested a rate increase, which they
subsequently modified by taking out the Mount Ste vens
property. But let's -- putting Mount Stevens asi de,
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because you say it's being looked at separate, --

Mount Roberts.

I'm sorry. "Mount Stevens”, | don't no where |
from. Mount Roberts, okay. Mount Roberts aside,
they were granted the rate increase that was requ
would this be a long-term fix to the present fina
crisis that the Company is seeing? Or, by saying
is -- would two years from now they be back sayin
"we're in another financial crisis and we need an
large rate increase"?

It's certainly not a long-term fix. | think of

terms of sort of a temporary fix, a fix for today
Because the Company continues to have the capital
requirements, and the existing rates do not provi
internal generated funds in order to finance thos
capital improvements. So, it's certainly not a
long-term fix. It's a helpful fix to put us in a

better position than we were before.

So, then, what you're saying is, if you were to
granted a 40 percent rate increase, which is fair
substantial, anyway you look at it, | guess, that
couple of years from now you would be back asking
another 40 percent rate increase or something alo

that same level?

go that
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| can't comment on the "40 percent". But, to t he
extent that the Company spends 200,000 in 2011 an d
200,000 in 2012, well, the rates that would be se t
today, coming out of this hearing, would not allo w the
Company to pay those particular investments. So, that
the Company would need future rate increases in 0 rder
to pay for those future capital expenditures. Th e
rates that the Commission approve largely cover s ort of

existing costs and past investments. They don't

include current increases in costs or future

investments.

Okay. So, you anticipate some future large cap ital

investments by the Company?

Our own plan has the five years at a million do llars,
and then the Mount Roberts at a million and a hal f.
So, the rates that the Company is requesting woul d not

include either of those investments.

Okay. Getting back to the document that we wer e
talking about earlier, which was the -- I'm not s ure
which one it is, the one that had the Annual -- t he

Settlement Agreement, which was 8 or 9?
The DW 07-105 Settlement Agreement?
Yes, that's the one. But, anyways, it was -- p art of

that Settlement Agreement was talking about the n eed
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for an annual reporting. Yes, it's on Page 7, ta lks
about a rate increase, and it says that you're su pposed
to submit on "May 30, 2008", then on an annual ba Sis.
And, there was a lot of discussion on whether you
actually submitted the rate of return with the an nual
report or not, now there's a record request out f or
that. | guess, more important than what you subm itted
with the annual report, is the last sentence of t hat
Section iv, which says, "If necessary, Lakes Regi on
will prepare and file more frequent [rate] reques ts for
rate increases.” Subsequent to May 30th, 2008, h ow
many rate -- requests for rate increases have bee n
filed?
This is -- the immediate result of that particu lar
provision would have been an '08 case, in which t here
were three step increases approved in that '08 ca se.
And, | don't remember the exact timing of when th ose
step increases would have gone into effect. But this
is -- this is May of 2008. So, it's likely that there
would have been a rate increase in 2009, and one in
2010. And, then, we filed this case in 2010 as w ell.
So, there's already been three step increases, on e
temporary rate increase, and we're here on the
permanent rate increase.
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Q. Okay. | guess then, what I'm trying to do is g et down
to the source of the problem. It appears, if you put
these step increases in in 2008, that was a resul t of
the June 2nd, 2008 filing, which is the one that was
supposed to be in by May 30th?

A. The May 30, 2008 filing of the rate of return i sa
one-page calculation, and would be a component in
determining, you know, whether you should file fo ra
rate increase or not. But the immediate impact o f this

provision was the filing of -- that was made in t he
2008 docket that resulted in the three step incre ases.

Q. Three step increases in 2008. Now, assuming, i n 2009,

things weren't financially rosy, was there any, a gain,
here, was there any frequent request for rate inc reases
looked at at that point when -- or were things do ing
better in 2009?

A.  The Company would have been doing a little bit better
as a result of the step increases, but not
significantly better. And, essentially, the resu It of
that is this particular case.

Q. Okay. All right. Well, just moving on again. Just
looking at some of these figures of -- this is in LRW
8, and | don't remember which chart we were on he re,
but there's a chart that showed net operating exp enses,
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| think it was Chart F-2, on Page Bates stamp 22.
this would be, | guess, Line 14. And, just going
on this one showing for, | guess this is, correct
yes, this is 2010. So, it seems as if things swu
around quite a bit. And, looking at 2010, it has
operating income of "$84,920". This would be Pag
Bates stamp 22.

A.  And, what specific line number are you looking
Fourteen.

A. And, you know, this is an example of, you know,
getting better, probably as a result of the step
increases, but not sufficient enough in order to
it to earn its rate of return and to meet its ong
expenses.

Q. And, when you're looking at rate of return, wha
you're -- this is the -- this is the net operatin
what do you push that against to get the rate of
return?

Against the average rate base.

Q. Okay. So, it's the average rate base. Okay.
this number, if you continue down this, it goes f
being rosy to not quite so rosy, when you get dow
the very bottom, where you talk about a net incom

loss, with a loss of $16,000. Which is, again, g
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A.

A.

Q.

bit better than the last year, but still neverthe
loss. What figure is the more important one? Th
water utility operating income of 84,000 or the n
income to, I'm not sure to what, the loss of 16,0

The number that's used in the determination of
the net operating income. It's actually the Line
the specific reference.

Okay.

And, it's that number, compared to, you know, a
base, in order to determine what the rate of retu
Well, | guess I'm trying to get the correlation
the two numbers, and it's probably obvious I'm no
accountant. If the line item 11 number is positi
but | guess what you're saying isn't positive eno
give it the rate of return requested or authorize
But let's say that that number was to increase.
this bottom number then going to be problematic i
stays negative?

Well, if the net operating income increased, th
net income or loss, in this case, loss, would act
decrease and go away. If the net operating incom
to double, for example, well, then the net income
would become a positive net income.

Right. But, looking back through to the previo
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you have a, | don't know, about an 86, $87,000 --

$87,000 swing to the good on your net water incom e
profit, | guess, in this case. But your net inco me, at
the very bottom of the page, that was a change of

191,000. So, there's going to -- obviously, one helps
the other, but it looks like the -- the bottom of the
page net income could still go negative, even if the
net operating loss income for the utility was, yo u
know, substantially positive.

A. Let me just draw your attention to another page that
might help answer that.

Okay.

A. I'm looking at, this is LRW Exhibit 3, this wou Id be
the Company's initial rate filing.

Q. And, what page are we on now?

A. If you look at Page 31.

Q. That's the Bates stamp page or --

A. It's the only number on that particular page, 3 1.

Q.  Okay.

A.  And, in this first column, "Actual 2009 Year En d Rate
Base", that's the -- in the prior document you we re
looking at, that's the -- those are the same numb ers.

Q. Okay.

A.  The net operating loss for 2009 was "2,539". T hat's
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Line Number 11. In the Company's initial filing, we
proposed increasing that number to $225,000, roug hly,
in order to result in a -- what we're calling in Column
(d) "proforma 2009 year end rate base" -- "year e nd
balance", rather, of 22 -- 222,205 [ 222,209 ?]. Inthe
Company's initial filing, that's where we said ne t
operating income needed to be in order for the Co mpany
to earn its rate of return. So, in comparison to where
we are actual, that's the number that we had subm itted
in the initial filing, as what was necessary in o rder
for the Company to earn its rate of return.
Okay. So, you're saying, basically, about a qu arter of
a million dollars in additional revenue is requir edto
get to the rate of return that has been approved?
That's correct. If you look at the "Operating Revenue"
line, Line 1, the proforma adjustment amount,
"290,788", that's what the Company said was neces sary
for revenues to increase in order to produce a ne t
operating loss -- or, net operating income that a llows
the Company to earn its rate of return.
And, one other question, and maybe you might ha ve
already kind of addressed this. But there seems to be
drastic swings from one year to the other. | mea n,
looking at the net operating income, 2007, it was
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70,000; 2008, it was negative 85,000; 2009, it wa S
negative 2,500; 2010, it was positive 136,000. | s this
because of additions of -- because you're kind of
lagging behind on the addition, the step increase s from
capital expenditures?

A. That's part of it, yes.

Q. Is there some other part as well then?

A. It can also be a function of the given level of expense
in a given year. The maintenance component, for
example, in all of these utilities fluctuates fro m year
to year.

Q. Something big breaks?

A.  Yes. Some year, it could be high, the next yea rit
could be low. You know, we tend to average them out
over time. But that, too, would affect these num bers,
depending on what level of expenses in that given year
is.

CMSR. HARRINGTON: All right. Thank
you. | don't have any more questions.

CHAIRMAN IGNATIUS: Thank you.
Commissioner Scott.

CMSR. SCOTT: Good afternoon.

WITNESS ST. CYR: Good afternoon.

BY CMSR. SCOTT:
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Q. Perhaps | can pick up on the same line of quest ioning.
So, again, some of the earlier discussion was loo king
at your rate of return calculations, and, obvious ly,
stuff on the screen, you had the 2007 submittal. I
know there's some question of whether the Commiss ion
actually has the documents. But do you happen to
remember what the -- you mentioned in the 2007 th ere
was a 4.12 actual rate of return, versus the auth orized
8.23 percent. Do you happen to remember, at leas t
approximately, what the follow-on years were, so we get
a feel for where that's going, where it's going?

No, I'm sorry. | don't remember, no.

Q. That's fair. Okay. Well, let's look at the on e that
you did see, where, again, it's a 4.12, versus an 8.23
percent, which is authorized. So, help me throug h this
from my perspective, if you could. 4.12 is what was
the actual rate of return, and the Company could have
got over an 8 percent. Is that a good thing or a bad
thing?

A.  That's a bad thing. That's indicating that, yo u know,
either revenues were short or expenses were high. But
the net result is that we didn't enough net opera ting
income to realize what we were authorized to earn
It's about half of what we were authorized.
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So, what would be, seeing that happening, again
just talked about, | understand there can be some
maintenance malfunction that you don't necessaril
predict, and | understand that. But wouldn't tha
cause, you know, being proactive, wouldn't you ad
the Company to look at that and make adjustments
than later? Is that a fair statement?

It's hard to predict breaks, you know, particul
maintenance component of utility rates. You know
there is no particular plan. You know, when it b
it breaks. And, you know, this is a company that
know, now has a capital improvement plan that it'
hoping to address some of these things going forw
but there's always going to be an element of some
unanticipated, unplanned expenditures, just becau
that's the nature of the business that the utilit
in.

Thank you. And, you touched upon my next quest
too, which was, you talked a little bit about the
year plan or a five year plan. To your understan
was there a five year plan or some kind of long-t
planning when you first got with the -- were affi
with the Company?

| don't know as there was a formal five year pl
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there was always a planned capital expenditure.

Company has always had a sense of, you know, what

needed to do at least in the next year, and proba

two or three years out. But there was no -- no f

five year plan that exists today.

But there is one now?

Yes, there is.

And, to the extent there was a plan before, cer

to the one that you're talking about now, does th
assume have built in a certain, for want of a bet
word, attrition with the equipment, that you expe
certain rate of failure, that type of thing?

That's correct. Probably half of the existing
expenditures gets to a certain number of pumps an
lines and breaks, that the Company doesn't specif
know which pump or which line, but that it knows
year it has to replace a certain number of pumps
has to replace a certain number of pipes. So, th
current five year plan, | would say probably abou
of the annual expenditures includes a provision f
that.

And, along those lines, has there been a change
between now and the past, as far as what the plan

maintenance amounts would be?

The

bly

ormal

tainly,
at |
ter

cta

annual

ically

every

and it

t half

or

ned

{DW 07-105/10-043/10-141/11-021} {03-08-12/Day

1}




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

[WITNESS: St. Cyr]

156

The planned maintenance amounts, in terms of wh ether

they should be more or less?

Yes, as far as finances.

| think it's probably, today, there's a better

definition of, you know, a better effort to ident ify,

you know, where the likely trouble areas are and to
plan accordingly, as opposed to before, maybe not as
much of an effort to specifically identify.

Good. Thank you. Back to the State Revolving Fund and
the ARRA money. My understanding, that type of m oney
really exists to help companies like your clients out,
| believe. So, | was little bit taken aback, get ting
into the case, reading that that was not taken,
availed, and, as | mentioned earlier, you know, t here's
always a principal forgiveness. It seemed like - - it
seemed like it would be good for the Company and for
the ratepayers, certainly. | was curious, given the
statements earlier that there wouldn't be a way t 0 pay
it back, so the Company decided not to go that wa y, how
is it that so many other companies, | assume, and I
don't know the numbers, but, nationally, hundreds ,If
not thousands of companies have taken advantage o f
this. What's different about this company than a Il the
other companies?
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A.

Mr. Montville talked earlier about a stronger b

sheet. | think that may be part of the answer.
know, to the extent that there is a bigger compan
a stronger balance sheet, their ability to absorb
differences between, you know, revenues that are
generated over 40 years, versus principal and int
payments over 20 years, they have better ability

which to do that.

Well, that's not really true of some of

the smaller utilities. And, unless they have som
partner, some other source of income, they're
essentially in the same position that Lakes Regio
would be in, and that, you know, they're going to
-- they're going to struggle in order to meet the
payments, if the revenue, you know, is being real
over 40 years, and they're paying the loan over 2
years.

Let me ask you a different way. How in the fut
what would need to happen to this utility to be a
the future to take advantage of that type of fund

The recovery period has to more closely match t

repayment period. As part of my testimony, and s
the earlier discussions about the START approach,

in my testimony, | was advocating matching the re
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of the assets with the length of the loan. You k
that way you'd have a match between the revenue t
required in order to pay the loan. Well, that wo
significantly help Lakes Region and significantly
the smaller utilities.

CMSR. SCOTT: Thank you.

BY CHAIRMAN IGNATIUS:

Q. Let me keep on in that area, because I'm really
lost here. So, | don't want to put words in your
mouth, but | really am not getting it. If, as
Commissioner Scott says, these ARRA loans through
SRF really seemed good for companies that are
struggling, and we've seen so many companies take
advantage of that money, why does it work for the
it doesn't work for this company?

A. You know, I'm aware of one company that | work
that, you know, has an SRF loan, and is presently
position where it's not able to pay that. So, it
be interesting to see how that kind of works itse
out. But, | think, for as attractive as the SRF
are, and to the extent that it comes with some so
forgiveness, that makes it even more attractive,
end, if there isn't enough revenue that is brough

from the investment to pay the loan, then you rea
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have to question whether it's prudent for the uti
to take on a principal and interest payment that
knows from the get-go that it's not able to pay.

| think, in this company's case, it looked at tha
light of its own financial position and sort of i
ongoing struggles, and decided that it wouldn't b
prudent for it to do it under the current
circumstances.

So, why did -- you said there were two filings

loans that were pursued through the Commission, a

then ultimately not closed on, is that correct?
That's correct.

Did something change in the course of the pende
each of those cases, so that it was a good idea a
start, but ultimately wasn't?

I'm going to say, subject to check, that the se

loan might have had some principal forgiveness al
with it, where the first SRF loan didn't. So, it
worth the Company taking a second look to see if
could make it work. And, I think it also gets to
Company's willingness in its effort to meet the
requirements that it feels like it has. It feels

it always has to be looking, and is trying to fig

out a way to make the improvements that it thinks

for SRF
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necessary. So, it's always going to look at Stat
Revolving Fund money, and it's always going to tr

figure out a way to make it work.

But, in at least these two cases, you

know, while initially it thought it was a good id

and it was a way in which to help, when it got ri
down to closing and having to sign the loan, and
looking at what the payment was versus the revenu
stream, it just didn't feel like it could take on

debt, when it was already struggling.

So, other than the payment required and the rev
stream that was anticipated, there's no other rea
why the Company chose not to go forward with the
funds?

It was an inadequate amount of revenue generate
the investments in order to pay the principal and
interest on the loan.

Did the Company then pursue and actually close
other loans instead?

It has not. In the short term, it continued to

from the owners of the Company, and then those lo
were later converted to equity. And, they were
converted to equity in part because the Company

couldn't service those loans either.
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CHAIRMAN IGNATIUS: Mr. Richardson?
MR. RICHARDSON: | apologize for
interrupting. | don't want to do so.

CHAIRMAN IGNATIUS: That's all right.

MR. RICHARDSON: But we took Mr. St. Cyr

out of order, and | had intended to put on Thomas Mason,
who actually sponsored testimony on the SRF loans . And,
I'm worried we are kind of walking down a directi on where
there's a piece to the picture that's missing. A nd, |
just -- I'm not going to ask anyone to change the ir
questions, but | do already want to correct somet hing or
provide the piece that's missing, or maybe we can just
defer some of this to when Mr. Mason testifies.

CHAIRMAN IGNATIUS: That's fair. And,
if there's anything that Mr. Mason has in additio n or
corrective, that's fine. We'll take it also. Wh erever we
begin, we always have to circle back to get the w hole
picture, | realize.

BY CHAIRMAN IGNATIUS:

Q.  On the other loan applications that are the sub ject of
one of the other consolidated cases that deal wit h debt
incurred from 2004 up through 2009, and then addi tional
2010 debt, why was the Company not making those f ilings
along the way?
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A.  You know, | would say that they should have bee n, and
certainly would going forward. Part of it is, so me of
the loans, for example, are for vehicles. And, i t's
just that sort of time-consuming, expensive proce ssto
come to the PUC for a vehicle, for example. What we've
talked about internally is that the Company has t o]
think more in terms of, rather than financing for a
specific item, like a vehicle, that they should b e
looking at, you know, what they're, in the fall o f one
year, they should be looking at what their requir ements
are for the next year, making a filing. And, eve n
though there may not be specific items that neces sarily
make up that, you know, they would have certain m oney
earmarked for certain things, but they probably d 0 need
to think in terms of making an annual filing for
anticipated expenditures in the subsequent year.
Q. You were advising them during all this period, were you
not?
| was, yes.
Q. And, was your advice that they come in and seek
approval for that, those indebtedness and vehicle s?
A. | think somewhere along the line | would have s aid
that, yes.
Q. And, the response?
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| would say, for example, in the case of vehicl

was likely that it already had occurred. That, y
know, a vehicle broke, and they needed to either
or replace it, and they decided to replace it. A

you know, they went ahead and did that. So, itw
sort of already done. And, the Company expected
some point in time that it would have to, you kno
bring those things before the Commission, and did
this particular case.

Six years later, in the case of the earliest on
correct?

Yes.

You testified earlier this afternoon that you d

believe the Mount Roberts investment was pursuant

any DES requirement, is that correct?

No. | said that | didn't believe any of the ot
projects in the five year plan that make up the m
dollars were as a result of DES requirements. My
knowledge is that there is a requirement for Moun
Roberts, but there's no other requirement that I
aware of.

Thank you. | got that backwards. Your underst
of what DES is requiring is what? And, if you do

know, that's all right. We've got other witnesse
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But, while you're on the stand, what is your

understanding of the DES requirement?

A.  Therequirement, as it pertains to Mount Robert S,isa
source of supply to serve the Balmoral system and the
Suissevale system.

Q.  What's your understanding, from knowing the boo ks and
records of the Company, of the ownership status o f the
Mount Roberts parcel of land?

A. | think Mr. Mason is probably in a better posit ion to
speak to that.

Q.  Allright. In your dealings with the Company, what is
the role of Mr. Mason, Sr., right now?

A. My understanding is he's not involved at all.

Q. Is he an officer?

A. | do not believe so.

Q. Is he a shareholder with a say in the decisions of the
Company, of the utility?

A. He is a shareholder. | don't believe he's maki ng any
decisions related to the utility. And, actually, if
you look at your 2010 PUC Annual Report, and I'm

looking at Page 4, this is Original Page 4, Bates Page
7. The list of officers and directors are disclo sed on
that page. And, on the next page is the list of
shareholders, which is Tom and Barbara Mason.
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Q. And, is this Tom Mason, Jr.?

A. Under the list of officers, "Tom Albert Mason" is at
that table. And, under the list of directors, "T om
Adam Mason" is Tom's father. And, on the next pa ge --

Q. Hold on. Hold on. So, Line 1 would be Tom Mas on, Jr.

CHAIRMAN IGNATIUS: You're not really a
junior.
MR. MASON: We have different -- yeah.
Exactly.
CHAIRMAN IGNATIUS: Okay.
BY CHAIRMAN IGNATIUS:
Q. The younger. And, Line 11 would be Mr. Mason, the
elder, is that correct?
That's correct.
Q. And, how about "Barbara Mason", who appears in both
Lines 2 and 12?
That's Tom's mother.
Q. Allright. So, she is still an officer, treasu rer, and
a director?

That's correct.

Q. And, then, the other, the two Masons below, on Lines 2
-- excuse me, 3 and 4, the other officers, who ar e
they?

A.  They would be Tom's sisters.
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Q. Tom the younger's sisters?

A. Tom the younger's sisters or Tom the older's da ughters.
MR. MASON: Just to clarify a little on
my dad. He's in his mid-eighties now and he's in a
nursing home, and has been for a couple years now , except
for a few weeks, when | tried to bring him home f ora
little bit, but it didn't really work out. So, h eis
definitely out of the picture and has nothing to do with
the company, and is struggling healthwise in a nu rsing
home at this point.
CHAIRMAN IGNATIUS: Thank you.

BY CHAIRMAN IGNATIUS:

Q. Mr. St. Cyr, on the discussion earlier about a 13-month
average versus an end-of-year balance, you had sa id you
understood -- | think you said that the use at th e
Commission is traditionally the 13-month average,
correct?

Either a 13-month average or a five-quarter ave rage.

Q. And, for the companies that you -- other compan ies that
you do work for here at the Commission, that's
consistently done for those companies, is it not?

A.  What's consistently done is the companies very often
submit a beginning and end-of-year average, you k now, a
two-point average, and some ask for a year-end av erage,
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and most settle on a five-quarter average.

Q. And, am I right that it makes a difference, if you had
a large investment in December, but the year woul d look
very different than if it happened in January of the

following year?

A. That's correct. If you take a $100,000 investm ent made
in December of any year, under a 13-month average , only
1/13th of that investment would be reflected in r ate
base and then incorporated in rates. And, our po int,
with respect to advocating year-end rate base her e, is
the fact that, you know, these are 2009 additions to
plant that have been long completed, providing se rvice
to customers, you know, now for at least two year S, you
know, going on three years, and it just doesn't m ake
sense for those assets not to be fully reflected in
rate base.

CHAIRMAN IGNATIUS: | have no other
guestions. But Commissioner Harrington may.

CMSR. HARRINGTON: No, not at this time.

CHAIRMAN IGNATIUS: All right. Nothing
else. Mr. Richardson, any redirect?

MR. RICHARDSON: Yes. Steve, how are
you doing right now? Do you need a break or --

WITNESS ST. CYR: I've got a little more
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water. I'm good.

MR. RICHARDSON: All right. | just

wanted to check. He's been there for a while. | I try
to proceed very quickly.
REDI RECT EXAM NATI ON

BY MR. RICHARDSON:

Q. Mr. St. Cyr, do you have LRW Exhibit 7 in front of you?
And, that would be Bob Montville's testimony, |
believe. Is that there?

A. | do not have that, no.

MR. RICHARDSON: Shoot. | have
struggled to find mine. Where it went after Mr. Montville
testified is -- probably right here. All right.
Excellent.

BY MR. RICHARDSON:

Q. I'm going to show you Mr. Montville's testimony . This
is primarily for the Commission's benefit. If yo u turn
to where it says, | believe the small schedule th ere,
it's "Exhibit C". We're looking at LRW 7, Bates
Page 12. But | want to flip through that to the next
page, which would be 13. And, can you see anywhe re on
that Exhibit C where the rate of return informati on is?
If not, go to 14.

A. It's not specifically shown on Page 13.
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Q.

All right. Turn to Page 15, if you would pleas

the bottom, the last line.

CMSR. HARRINGTON: I'm sorry. Could he

repeat his answer to the last question on the rat
return --

MR. RICHARDSON: | was looking at the
wrong page. So, I'll withdraw the question and a

if it's okay, to turn to Page 15 of LRW Exhibit 7

BY MR. RICHARDSON:

Q.

And, do you see there where Mr. Montville has p
a rate of return that he calculated?

Yes, | do see that.

And, is that generally, obviously, | don't know

-- oh, he is still here, but is that generally
consistent with the rates of return and what your
understanding of what they have been?

It looks like the calculation is a little bit

different.

Okay.

But it's substantially the same.

Okay. Allright. So, that's fine. You were a
guestions about Hampstead Area Water Company, or
and you indicated that there was an affiliate tha

able to provide capital to the water company. Do

e of

sk him,

rovided

if he

sked
HAWC,
t was

you
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know who that affiliate was or what they did?

The affiliate is Lewis Builders Development Cor p.
Okay. So, that was a real estate development c ompany,
correct?

That's correct.
Okay. And, the relationship being then that th ey would
build the water system, and then flip it to their

affiliate water company, is that right?

Yes.
And, so, the source of funds might be the profi ts and
losses sold -- or, excuse me, the profits sold fr om the
real estate development, that's not available to Lakes
Region?

That's correct.

Thank you. Do small water companies typically hit
their rate of return, their allowed rate of retur n?
| would say no.

Okay. How many small water utility companies d o you

work with in New Hampshire?
CHAIRMAN IGNATIUS: I'm sorry. How is
this redirect? What's raised on cross that leads to your
questioning?
MR. RICHARDSON: He was asked if --

there were questions about small water utilities and their
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return, it's so long ago, | can't remember who as ked it.
| did write it down in my notes to ask that in re sponse.
CHAIRMAN IGNATIUS: All right.

MR. RICHARDSON: | believe it was one of

the Commissioners, or asking a question about whe ther the
Company had hit its allowed rate of return. And, | was
intending to show that it's not unusual for the s mall
water company class to not make the mark, just be cause of

the nature of the business that they're in.
CHAIRMAN IGNATIUS: All right.
BY MR. RICHARDSON:
Q. So, do you -- what is your experience working w ith

small water utilities?

A. Most of them do not realize their authorized ra te of
return.

Q. And, does Lakes Region fall out of -- are they unusual
or do they kind of fall within what you generally see?

A. They are not unusual in not realizing their rat e of
return.

Q. And, what's the extent of your experience? I m ean,
have you worked with only two or three, or 20? | don't
know.

A. | probably have a dozen small water companies t hat |
work with that are regulated by the Public Utilit ies

{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

[WITNESS: St. Cyr]

172

Commission.
Okay. You were asked about the 12-month averag
the 13-month average or the five-quarter average.
| believe you alluded to the fact that there were
improvements that were made. Were those
non-revenue-generating or were they revenue-gener
improvements?
They would be non-revenue-generating improvemen
Now, just to use Mount Roberts as an example, |
you were asked and you indicated that there was a
of about $750,000 for the land, and that it was a
$1.5 million project. Is that right?
That's correct.
So, 750 would be the estimate of the cost of th
infrastructure improvements, does that sound righ
That, yes.
So, how does that $1.5 million total compare to
Company's present rate base?
It's a significant difference. It's not quite
but it's a significant investment.
Just ballpark, what's the Company's rate base?
This is as of 12/31/2010. The Company's net ut
plant is about $3 million.

Uh-huh.

ts.
believe

value

t?

the

double,

lity
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So, an additional one and a half million dollar
be about half the current.
But it can't earn on the total, it can only ear
depreciated total, right? Don't you typically, w
you say -- people say your "rate base", you're lo
at plant, less depreciation, or am | wrong?
Yes, it's plant, less depreciation.
So, what's the net plant, less depreciation, fo
That's the number | gave you. The 3 million wa
utility plant.
All right.
Which is plant, less depreciation.
Your lawyer's memory is failing you. So, that'
So, that is -- how does that then -- | believe yo

testified that you felt that was a significant im

on the Company, to have to produce that type of a

project then?
That's correct.

Very quickly, I'm going to show you in a docume

has not been marked for ID, but | want to show yo

Exhibit 6, a letter at Page 28 of that exhibit.
get it out for the other parties. Do you know wh

that document is?

s would

n on the

hen

oking

r 20107

S net

s fine.

pact

nt, that

Let me

at

MR. RICHARDSON: And, before you answer,
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let me provide it to Staff. I'm sorry. Please w ait. As

the day goes on, | get worse --

10
11
12
13
14
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BY MR. RICHARDSON:

Q. So that this is Thomas Mason's testimony. I'm not
going to ask you to adopt it, but | just want to ask
you about that one exhibit, which is marked as "M ason
Exhibit D" in LWR [ LRW? Exhibit 6. Do you have that
in front of you?

A. | do.

Q. Okay. And, so, that's -- what is that? Havey ou seen
that before?

A. Yes, | have. In the process of companies obtai ning
State Revolving Funds, the State provides the Bus iness
Finance Authority with the financial information about
the applicants. And, this, | believe, is the let ter
that reviewed Lakes Region Water Company's applic ation
for -- this is probably the 2005 SRF loan -- I'm sorry,
2009 SRF loan.

Q. Yes. And, | believe the Settlement Agreement, am |
correct in understanding, the Company agreed in 2 008 to
seek SRF -- an SRF loan, right?

We did, yes.

Q. Okay. And, so, this document is dated Septembe r 24th,

2009. And, if you could go to the end of this
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A.
Q.

A.

document, I'll turn your attention to -- why don'’
look at, starting at Page 30 and 31, it's your
understanding, am | correct, that the Business Fi
Authority recommended against giving the Company
loan?
That is correct.
Okay. And, that was in part because of the fin
situation the Company was in?
That is also correct.
Do you remember any special conditions that wer
requested when the Company finally tried to get t
approval anyways?
Again, Mr. Mason may be a better person, but |
they were asking for his parents to sign personal
assets to back the loan.
Okay. And, so that the BFA recommended against
the Masons were required to make a personal guara
of the loan?
Yes.
And, that was at a time when the Company was lo
money, is that right?
That's correct.
How would you then characterize the Company's d

Did you think -- do you feel they voluntarily ref

twe

nance

ancial

he

believe

it, and

ntee

sing

ecision?

used

{DW 07-105/10-043/10-141/11-021} {03-08-12/Day

1}




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

176
[WITNESS: St. Cyr]

or were they kind of -- were they -- did they hav e no

choice but to turn away the funding, do you know?

They had the choice. But, again, it gets back to
dollars and cents. And, it just turned out that there
didn't appear to be enough revenue in order for t he

Company to pay back the loan.

Uh-huh. You stated, in response to either Staf f or the
OCA, that it was "unfair to compare this company to

Pennichuck Water Works" or "the Pennichuck compan ies"
you may have said. What is it about that compari son

that makes it unfair?
Size, geography, manpower. There's a number of reasons
why it's not really an apples-to-apples type
comparison.
Okay. What's -- just to highlight, what's the most
important in your --
CHAIRMAN IGNATIUS: Well, before you
answer. Mr. Patch?
MR. RICHARDSON: | don't know if the
microphone is off, but | can't hear him very well
CHAIRMAN IGNATIUS: Make sure you're
speaking into the -- is it on?
WITNESS ST. CYR: | think | must have

hit the button. My apologies.
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MR. PATCH: Thank you.

BY MR. RICHARDSON:

Q. So that the question was, what stands out in yo ur mind
as the most significant reasons why the compariso nis
unfair?

A. | guess | don't really think of it as a single one.
You know, that would be an example of a company t hat
has a stronger balance sheet and is maybe in a be tter
position to absorb some of those differences. Bu tit's

multiple reasons from --

MR. RICHARDSON: We'll follow up in
another context. That's it.

CHAIRMAN IGNATIUS: All right. Thank
you. Thank you, Mr. St. Cyr. | think, unless th ere's any
other questions, we can excuse you from the Bench . t's
now a little after 3:30. | know we need to take a break
for our court reporter. So, why don't we break. All
right. We'll take a break until 3:45. Thank you . And, |
guess, in the break, if it's possible to discuss the
possibility of Ms. Pillsbury speaking, if that's something
that the parties are interested in, and if she's
available, too. I'm not opposed, but it's not my -

MS. THUNBERG: I'm sorry, who did you
say is speaking?
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CHAIRMAN IGNATIUS: Ms. Pillsbury.

MS. THUNBERG: Okay. Thank you.

CHAIRMAN IGNATIUS: Thank you.

MR. RICHARDSON: We'll have that
discussion. Thank you.

(Whereupon a recess was taken at 3:37

p.m. and the hearing reconvened at 3:52

p.m.)

CHAIRMAN IGNATIUS: So, we're back on

the record. We are resuming. And, we are lookin g to see
if March 15th is available. It appears to be goo d for the
Commission and for many of the parties, but we ne ed
confirmation to continue on for this case, which we won't
be able to finish this afternoon. So, the next o rder of
business, | think, is either to continue with the
Company's witnesses, Mr. Mason, unless there's a plan for
the DES representative who's here to make a comme nt. Did
you talk about that during the break?

MR. RICHARDSON: We did talk about it.
| think a number of the parties were willing to d o that,
but then, as we thought about the details, things kind of
fell apart. The Company has no objection, if she wants --
if Ms. Pillsbury would like to testify, or to jus t offer a
statement, or even offer a response to questions from the
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Commission. We don't feel a need to do cross-exa mination,
but I think some of the other parties looked at i t
differently.

MS. HOLLENBERG: | could just say that |

merely offered it as an opportunity for the Commi ssion and
for myself about the status of the DES requiremen ts. |
thought, because Ms. Pillsbury was here, and had been
here, | just didn't want a time to go by that she didn't
have that opportunity, if she wanted it. So, I'm really
agnostic as far as what the Commission says about it.

CHAIRMAN IGNATIUS: Ms. Thunberg?

MS. THUNBERG: At least Advocate Staff's

position on this is, any official position on com pliance
with Lakes Region would be embodied in either LOD S or some
kind of document in writing, which either Ms. Pil Isbury
would either rely on or we can just use, and Staf f intends
to use some of those in cross with Mr. Mason. So , Staff
didn't see the need to have Sarah Pillsbury offer any
public statement, and also not know the breadth o f the
public statement and the inability to cross-exami ne. So,
Staff would prefer to not have a comment, is the bottom

line. Thank you.
CHAIRMAN IGNATIUS: Does Non-Advocate

Staff have a position?
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MR. SPEIDEL: Our general position is
that we would concur that it might be too problem
have a public statement taken by Ms. Pillsbury at
time.
CHAIRMAN IGNATIUS: Ms. Pillsbury, |
don't know if anyone asked you to come here or yo
were here because you were interested. So, we do
to use your time unnecessarily. And, you're welc
stay. Whether you speak or not, that's up to you
if you were waiting for something or if someone h
MS. PILLSBURY: No. I'm here as an

interested party, but | had no expectation to spe

CHAIRMAN IGNATIUS: Okay. All right.

atic to

this

u just
n't want
ome to
. But,

ad --

ak.

(Chairman and Commissioners conferring.)

CHAIRMAN IGNATIUS: All right. Why

don't we then continue, Mr. Richardson, with your

witness.

next

MR. RICHARDSON: So, the Company would

like to call Tom Mason for its final witness.

(Whereupon Thomas A. Mason was duly

sworn by the Court Reporter.)
THOVAS A, MASON, SWORN
DI RECT EXAM NATI ON

BY MR. RICHARDSON:
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Could you please, Mr. Mason, state your full na
including your middle name, | think, for the reco

Thomas Albert Mason.

And, what is your professional position or affi

in these proceedings?

President, Lakes Region Water Company.

And, just for the record, since it's come up, w

the Water Services company and what's your role i
that?

| own LRW Water Service.

Okay. Now, you made a statement during Mr. St.
testimony about what your father's involvement wa
-- is in the company today. Do you recall that?
Yes, | do.

Okay. Since that wasn't made under oath, I'd
you to adopt that statement or restate it, if you
would.

My dad has been living in a nursing home in Wol
for the past several years, about two years. And
pretty much, at this point, is fairly sick and no
really doing that well. And, at this point, he's
years old.

Okay. When did you take over the company?

| believe it was early 2008.

me,

rd.

liation

hat is

Cyr's

sin

ust like

feboro
, he
t

84
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o > 0 >

o » 0 » 0 *

Okay. Allright. Let me show you your testimo
I'll start with a document that's marked as "LRW
Do you recognize that?

Yes, | do.

And, what is it?

It's my testimony.

You also -- | believe, is there still in front

LRW Exhibit 8? That's the 2010 Annual Report.

| don't have that.

Okay. I'll give you a copy.

Thank you.

And, explain what LRW 8 is please?

It is the 2010 Annual Report.

You've seen the document that's marked "LRW 9",

right?

Yes.

Okay. Well, I'll show you a copy of it here.
Okay.

MR. RICHARDSON: I'm sorry, this looks
to be the incorrect document. Oh, here we go.

(Atty. Richardson handing document to

Witness Mason.)

BY MR. RICHARDSON:

Q.

And, what is that?

ny then.

6".

of you

is that
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A.

That's an updated 2010 Annual Report, that was
presented on March 2nd, 2012.

Okay. And, you're familiar with the affiliate
agreement that the Company is requesting that the
Commission approve?

Yes.

Okay. And, I'm going to show you LRW Exhibit 1
is this?

It's a copy of the Affiliate Agreement between
Water Service and Lakes Region Water Company.
Okay. I'm going to pull out the three final do
which are from the 2007 case. And, my apologies,
pulled out 12 before, when Mr. St. Cyr was testif
There itis. And, I'll represent to you that LRW
Exhibits 11, 12, and 13 are from the 2007 docket.

you recognize them to be the Order of Notice, the

Settlement Agreement, and the Commission's order

approving the Settlement Agreement as part of tha
proceeding?

Yes, | do.

Okay. Do you adopt these documents as your tes
and as exhibits -- accurate exhibits in this
proceeding?

Yes, | do.

done --

0. What

LRW

cuments,

ying.

Do

timony
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Q. Now, are there any updates, in terms of -- your
testimony discusses compliance status with respec tto
NHDES. Have there been any changes since you fil ed

your testimony?

A.  Yes. All the LODs that were opened are now clo sed,
except for the one that refers to Mount Roberts, in
which we have an agreement with DES that is in pl ace,
and that we've satisfied some of, and are working on

the schedule that we proposed.
Q. And, just to make the record accurate, I'm goin g to ask
that Mr. Mason adopt those documents. Or, do you
recognize what LRW Exhibit 14 is?
Yes, | do.
Q. Am | correct in understanding that this is the current

status of that one outstanding LOD?

Yes, itis.
Q.  Okay.
CHAIRMAN IGNATIUS: Before you go on,
you asked him to adopt it or something, but what is it?
There's no foundation. | don't know what we're | ooking
at.
MR. RICHARDSON: His testimony states
that there was one Letter of Deficiency for Mount Roberts
that was outstanding. That was as of December 12 th, 2011.
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And, that is still the case. However, since that
testimony was filed, the Company and DES have ent ered into
a agreed upon schedule and are proceeding under t hat

schedule to resolve that issue. And, that's what S
reflected in LRW Exhibit 14.

CHAIRMAN IGNATIUS: Well, that -- thank
you, but that's sort of a substance response. | mean,
just a foundation. Whose document is this? How was it

created? How is it that Mr. Mason is adopting it ?

MR. RICHARDSON: He's --

BY MR. RICHARDSON:

Q.

A.

Mr. Mason, could you explain how this impacts y our
prior testimony.

Sure. What this is you're looking at is a sche dule on
a Small Water -- Small Well Withdrawal Permit tha twe
need to acquire from the DES to use the wells on Mount
Roberts on a temporary basis, for the time being. And,
this is the initial application for that permit.

And, is it your understanding that this is requ ired to
move towards a more permanent solution for Mount

Roberts that the Company would ultimately bring b efore
this Commission?

Yes.

MR. RICHARDSON: | have no further
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questions.

CHAIRMAN IGNATIUS: All right. And,
just a little more of the foundation. When was t his filed
with DES?

MR. RICHARDSON: This -- there's been
some ongoing meetings with OCA, DES, and Suisseva le, there
was one meeting and some ongoing discussions. An d, that's
been happening since December through January, an d then a
meeting was held, | believe, February 1st of 2012 . And,
then, a schedule that was previously approved was then

amended, and you have the amended schedule now.
CHAIRMAN IGNATIUS: Has this been filed
with DES?
MR. RICHARDSON: It's been approved by
-- you have DES's approval letter in Exhibit 14, as well

as the Company's approved schedule, and then an

application that was submitted as required under the
schedule, is basically what those items are. | r eally
didn't -- | was avoiding asking a lot of direct a bout
that, because it's not information that's been su pported
by previous testimony, because this happened subs equent
thereto. But | just wanted him to provide, you k now, to
the extent his earlier testimony was now no longe r

current, | wanted to have him just provide that d ocument.

{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

187
[WITNESS: Mason]

CHAIRMAN IGNATIUS: Well, I'm not trying

to be difficult, but -- we can mark this for

identification. But, without some explanation of what it
IS, it doesn't just become an exhibit. So, you'r e telling
me that this entire packet is a mixture of an app lication
that's been filed and approved by DES, and it's a Il the

supporting documentation?

MR. RICHARDSON: And, followed by, if

you look at the schedule that's contained within that
exhibit, there's a period for review, because the re's an
application that follows the schedule, it's all i n
chronological order, that was submitted to DES, t hat DES
IS reviewing, with the understanding that there's a
schedule that provides for or the expectation is that DES
will give us -- will give us comments on its prel iminary
application, the Company's preliminary applicatio n, by the
end of this month. I'm sorry, | should say "prel iminary
report”. That's the name of the filing that is m ade at
DES under the drinking water regulations. It's c alled
"preliminary”, that's not -- I'm not trying to sa y that
the Company has not submitted what the regulation S
require.

CHAIRMAN IGNATIUS: Okay. Did you want

to ask a question, Commissioner Scott?
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CMSR. SCOTT: Yes. Just to clarify on

this page, who is the applicants specifically on this?

BY MR. RICHARDSON:

Q.

A.

Mr. Mason, do you want to explain again for the

Commissioner's benefit what that package is?

Sure. This is a packet that we put together in Lakes
Region Water's office to use the wells on a tempo rary
basis. For the last four years, we've used these wells
on an emergency basis with permission from the DE S.
This year, they asked us to be a little bit more formal
and submit a application package to be able to us e the
wells for the summer, or, for a period of time. And,

that's what this is.

CMSR. SCOTT: So, | was just trying to

clarify the legal entity who is making the applic ation?
WITNESS MASON: It's Lakes Region Water.
CMSR. SCOTT: So, the utility is making

it?
WITNESS MASON: Yes. Yes. We

definitely need the temporary source to supplemen t the

supply that we already have for the summer.
CMSR. SCOTT: Thank you.
CHAIRMAN IGNATIUS: Commissioner

Harrington.
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BY CMSR. HARRINGTON:

Q. Just so | get this, going to the front page the re on
the schedule, this -- the water system is there, it is
up, it's operable today?

A.  The wells are there. They're test wells. And, there's
actually four of them that are up there. Three o f them
are viable wells, one isn't a viable well. We ha ve
been able to get special exemptions to use them f ora
few weeks during the summertime to supplement the

supply that we have going now.

Q. And, subsequent to that, in the past you were d oing it
without these permits or they weren't required or --

A.  Well, without a formal permit. They were givin gus
more of a -- it was still a permit, but it wasn't quite
as complicated as this one. It was more of a pho ne
call, "can we use the wells?" "Yes, here's -- we Il
send you an email saying it's okay to do that."

Q. And, so, | guess getting back to my original qu estion
then, these are -- the only thing that's preventi ng you
from getting water out of these sources right now is
the completion of this permitting process?

Yes. On a limited basis.
Q. Okay.
A. It's not -- originally, we want to or did want togeta
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o » 0 »

Large Well Withdrawal Permit. And, this is a Sma
Well Withdrawal Permit, which is up to 40 gallons
minute, or 59,600 gallons a day. That is what we
asking for now. This is something we could gener
our office, and fairly economically. The Large W
Withdrawal Permit is super expensive. It's, you
by the time you get done with it, not the cost of
actual permit, but what you have to jump through
be easily several hundred thousand dollars. So,
kind of wanted to back away from that, until we c
figure out, you know, some issues that we have wi
whether we -- whether POASI is going to stay invo
with us or whether they're not going to be a cust
anymore, those types of things.

And, this, whatever we're referring to here, te
water system, is this in or not in rate base?

It's not.

It's not in rate base, okay. And, it won't be

this summer --

No.

-- or when it's used?

No.

And, then, the next question is, you say you ne

water for the summer. Will this, assuming the pe
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gets granted, will that ensure adequate water sup ply
for the heavy use summer months?
A. Yes.
CMSR. HARRINGTON: Thank you. That's
all I have.
CHAIRMAN IGNATIUS: We did the
cross-examination first, now you can inquire.

MR. RICHARDSON: | have no further

questions. And, just for the record, | should cl arify.
When | provided this document to Suissevale or in dicated,
actually, that this document hadn't previously be en

indicated that we would offer this as an exhibit, I
informed them | would do it for a very limited pu rpose,
just to update what the status of the permitting is, as it
relates to the '07 docket. And, that's why | was
deliberately trying to be cautious about what | s aid in
reference to it.

CHAIRMAN IGNATIUS: Thank you.

MR. RICHARDSON: So, with that said,
there's no further questions at this time.

CHAIRMAN IGNATIUS: Attorney Patch.

MR. PATCH: Thank you.

CROSS- EXAM NATI ON

BY MR. PATCH:

{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

[WITNESS: Mason]

192

Mr. Mason, Suissevale, or "POASI", as you refer
it, or "POSI", I think you call it, --
Yes.
-- Is an association of homeowners in Moultonbo
that owns and operates a water distribution syste
provides water to about 362 homes, is that correc
Yes, itis.
And, Lakes Region provides water to Suissevale
one master meter. So, Suissevale is, in effect,
wholesale customer of Lakes Region, is that corre
Correct.
And, in the Lakes Region system, Suissevale is
considered to be part of the Paradise Shores fran
which really constitutes Balmoral, which | think
about 391, approximately, individual customer
connections?
That sounds about right.
So, Paradise Shores, when we talk about that, w
mean Balmoral and Suissevale?
Correct.
Together. But the Paradise Shores franchise te
Suissevale isn't really in that territory. It's
the meter that serves it that's in that territory

correct?
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Yes.
And, Suissevale has been a customer since somet
the early 1990's, approximately 1994, is that cor
| believe we started to serve them on a wholesa
in 1993.
And, prior to becoming a customer of Lakes Regi
Suissevale operated its own water system, had its
wells, a pump house, a 24-gallon storage tank, yo
know, --
Yes.
-- to your knowledge, is that true?
Yes. Twenty-four thousand (24,000) gallons, ye
Yes. And, as we said before, but just to maybe
re-emphasize, the rates that Lakes Region charges
Suissevale are addressed in a water supply agreem
that was approved by this Commission, correct?
Yes.
| mean, as a special contract under PUC statute
Right.
And, in fact, a copy of that's attached to
Mr. Skelton's testimony, we haven't introduced th
an exhibit yet, but just to note that for the rec
copy of that order of the Commission, as well as

of the water supply agreement. So, Lakes Region,

ime in
rect?
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fact, doesn't own or maintain the water distribut
system beyond that master meter?
No, it does not.

Q. Or, said another way, Lakes Region is responsib
for providing water to the master meter. It has
responsibility for, and therefore doesn't incur a
expenses related to the water distribution system
Suissevale, is that true?

A. That's correct.

Q. In fact, Suissevale has an agreement with the s
service company that you referred to before, "LRW
Service", | think you said it's called?

Yes.

Q. And, Suissevale contracts with that company tha
own and operate for all services associated with
distribution system in Suissevale, correct?

Yes.

Q. So, in that capacity, you know, you | think are
owner of that particular service company, you're
of steps that Suissevale has undertaken solely at
own expense to improve its distribution system, s
like installing tele -- thank you. For some reas

have a problem with that word, I tried to say it

other day. Telemetry meter, so that they can tra

ion
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consumption, you know, basically 24 hours a day?

Oh, yeah. Definitely.

And, they put that in when? Do you recall when
was put in?

| think we put that in about four or five month

now.

And, that really helps them to determine whethe
there's a leak. | mean, obviously, if, at midnig
2:00 a.m., there's a lot of water being shown as
used in that meter, you know, when people aren't
generally using their water, that kind of shows m
there's a leak somewhere in the system, correct?
Yes. That's the purpose of it.

And, Suissevale has also been working to optimi
efficiency of the water distribution system, is t
true?

Yes.

Do you know why Suissevale became involved in t
particular rate proceeding? Do you remember, did
you actually --

Well, | actually probably started it a little b

I've been doing -- known everybody from Suisseval
30 -- probably 30 years the majority of the peopl

run the place. And, when all this was going on w

that

s ago

ht or

being

aybe

ze the

hat

his

n't

e for
e that

ith

{DW 07-105/10-043/10-141/11-021} {03-08-12/Day

1}




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

[WITNESS: Mason]

the tank, and then we were contemplating putting
these wells, | went to them, and | knew that thei
their supply agreement would be impacted pretty h
you know, it would be a good percentage increase.
| wanted them just to know up front, back in 2010
that was, you know, that was on the table, and th
they should be pretty attentive to how it all wor

out for them. Because | really wasn't sure how i
going to, at the time we didn't really have any
numbers, we just knew that it was going to be a s
increase, because of the way the contract's writt
for Suissevale.

And, in effect, when the 1.5 million for Mount
assuming that it was approved by the Commission,
that were to be put into effect, then, as you say
would be a fairly sizable increase in the amount
Suissevale pays to Lakes Region under the water s
agreement, correct?

Yes.

And, would it surprise you to learn that, based
initial filing, that the amount Suissevale was go
pay, according to their estimates, would have inc
from somewhere around $130,000 a year, to approxi

$290,000 a year?
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A.  The quick math in my head was 270.

Q. Okay. So, we're in the same ballpark?

A. Yes.

Q. And, in addition to that, if Lakes Region were to
develop Mount Roberts, and if Suissevale continue S
under the current arrangement, there's another pr oject
that would be necessary to upgrade the water main that
brings water from Mount Roberts to Suissevale, is that
correct?

A. Yes. When -- oh, geez, it had to be a year and a half
ago, after we had the new tank on line and the ne w
water main down into Balmoral, we had a meeting w ith
DES, in which Rick Skarinka suggested strongly th at we
not rely just on the pipe that was in existence t hat
went to Suissevale, and that Suissevale contempla te
running a water main down the street from the wel | --
from the tank itself, right to their -- dedicated to
their facility.

Q. And, as | understand it, there were at least tw o]
reasons, maybe there were more for doing that. O ne of
them was that the water could flow more freely to
Suissevale. Because, as | understand it, there's sort
of a 4-inch pinchpoint in Balmoral. In other wor ds,
the pipes coming from the water storage facility are
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larger. They get smaller, down to a 4-inch pinch
then they get larger again at Suissevale.

Yes.

So, that decreases the pressure flow.

| don't know if it decreases the pressure. The
actually two of them. There's one at the top of

hill near our old tank, where there's about a tho
feet of 4-inch. And, then, the piece that actual
feeds Suissevale itself, across a river and kind
through the words to Suissevale, is also only 4-i
Back when it was put in in '93, you know, there w
only probably, gosh, maybe 150 homes, and now the
300 and, | can't remember the number exactly, but
probably close to, well, it's probably double plu
So, there's actually two pinchpoints in the syste
And, it also runs all the way, | mean, Balmoral i
sizeable community, and the water main now is a b
off of an existing water main, that's only 4-inch
to. So, there's actually three spots.

Okay. And, so, one of the reasons to do this w
main would be to address that issue. Another one
understand it, is a concern by DES that the exist
water line runs under Shannon Brook, and it could

washed out if there was a flood. Is that your

point,
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understanding, too?

Yes. They were concerned about that. Where it
only supply to all 375 or 90, whatever you said i

And, the anticipated cost of this water line, i
understand correctly, is approximately $710,0007?
I'm looking at -- I'll refer you to, | think it's

Exhibit 3 -- Exhibit 6, I'm sorry, which is your
December 12th, 2011 reply testimony. And, it's P
of LRW Exhibit 6. You know, it's Page 6 of Exhib
Uh-huh.

And, there's a -- near the top of the page ther
ranking 1 through 10. And, if you look at number
says "Paradise Shores - Direct water main to Suis
from tank $710,000".

Yes. That's an estimate that we came up with t
LRW Water Services. We do quite a bit of pipelin
with my other company. And, we kind of measured
took kind of an educated guess, just to give Suis
an idea of where they stood. | mean, obviously,
have no idea if there's ledge in the way and that
of thing. So, it was just kind of a -- more a
budgeting number, to try to get them heading in t
right direction, to understand that, you know, it

be a sizeable chunk of money.
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Q.  And, the cost of this particular main would be handled
a little bit differently than the cost of Mount
Roberts. As | understand it, the cost of Mount
Roberts, since it would serve all of Paradise Sho res,
would essentially be shared between Balmoral and
Suissevale, correct?

A. Yes.

Q. And, so, that $290,000, or 270, the figure you gave, in
order to fully implement the Mount Roberts well s ystem,
if you had to put in that main that was somewhere in
the range of $710,000, the cost of that would act ually
have to be borne entirely by Suissevale, wouldn't it,
because that's not going to be -- that would not be
used to serve Balmoral?

A. No, it wouldn't. It would definitely be borne by
Suissevale. | think, and | can't really guarante e
this, but | believe that we might have filed some
paperwork with the SRF people to see if we could get it
funded to help out with that, and | don't believe we
made the cut on the project.

Q. | think that's, in fact, described on Page 18 o f LRW
Exhibit 6, | think on that page, without spending time
now to look through it, | believe | remember seei ng it
described somewhere on there.
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Yes, that's what | remember.

Yes. And, so, the 270 or $290,000 figure, whic
you said, would be a significant hit to Suisseval
would, in fact, be much larger than that, when yo
in the cost of the water main?

Yes. That line, it would be, you know, the cos
water main would be on top of that.

And, | mean, | think Suissevale appreciates the
cooperation you've provided over the years. | kn
Page 12 of your testimony, you said that, you kno
after talking a little bit in response to Mr. Ske
testimony, you said that you would address Suisse
water supply needs using the most cost-effective
available, correct?

Yes. Definitely, | wanted to give them the opt

you know, looking at all of the big picture, beca
knew it was going to be costly.

And, so, | mean, | guess this is all by way of
| think you clearly understand, and hopefully the
Commission and the other parties understand, the
that Suissevale has undertaken some of the steps
Mr. Skelton describes in his testimony, when you
at these numbers, | mean, they basically had no ¢

in order to watch out for the interests of their
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membership?

A. | would definitely look at all the -- you know, all the
alternatives. | mean, you have to for your group or
your association.

Q. Justto go back a little bit. Back in | think it was
around 2004, Lakes Region began construction on a water
storage facility. And, that actually didn't come on
line until I think it was around 2008, wasn't it?

A.  Uh-huh. Yes, | believe so.

Q. And, the reason it didn't come on line was beca use the
first tank that was constructed had leaks, and | think
there was some litigation, and, ultimately, an
insurance settlement?

A. Yes. Yes. We actually went through | believe it was
close to two years of litigation with the insuran ce
company for the engineer that designed it. He ma de
some, basically, bad calculations, and the tank e nded
up with a ton of cracks in it, and it was unusual . So,
we ended up having to, although the engineer agre ed
that it was a mistake and he'd done it, but his
insurance company wanted to fight about it. So, it
took 18 months or so, | believe, or maybe even a little
longer than that to settle the case.

Q. And, this was I think a 325,000 gallon water st orage
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A.

tank, and it was being done to address concerns t
DES had, is that correct?

Well, it was -- it was something we actually st

my dad started it, again, | really wasn't that in

at the time. But he started it back in | think i
around 2000 looking for a piece of property, and
to find, you know, to basically come up with a bi
tank. At the time, we had about 50,000 gallons o
storage. And, there was a lot of building going
there was a lot of houses being added, a few in
Balmoral and quite a few in Suissevale. And, he
recognized that sooner or later we were going to
more storage than 50,000 gallons. So, that took
years to find the piece of property, move forward

it. And, then, | believe, | can't remember what

we made the agreement with Suissevale to fund par

that, through CIAC, and started the initiation of
project.

So, you're saying DES had no involvement in tha
Well, they had involvement. They never pushed
doing it. What they -- they encouraged it, | gue
don't think -- there was never an LOD or anything
it. It was just an encouragement that sooner or

we needed to get more storage on line.

hat

arted,
volved
t was
trying
gger
f

on,

need
a few
with
year
t of

the

t?

us into
ss. |
for

later

{DW 07-105/10-043/10-141/11-021} {03-08-12/Day

1}




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

[WITNESS: Mason]

204

And, as you said, in your testimony that's mark ed as
"Exhibit LRW 6", I think it's Page 11, and I'm lo oking
at Lines 4 and 5, "The water tank was constructed to
address the peak demands for water that occur dur ing
weekends and vacation weeks."

Right. Balmoral and Suissevale are largely sec ond home
communities, to the tune of about, I'm going to g uess,
pretty close to 80 percent second homes. So, we go
from a use of 150,000 gallons a day on the Fourth of
July week, to probably today, | bet you we're pro bably
talking 25 or 30,000 gallons. So, it's a huge
difference. And, what ends up happening is, ever ything
gets taxed for just a couple of weeks during the
summer, and then the rest of the year we kind of float
along and really don't supply anywheres near the water
that we do, except for, you know, several weekend sin
the summer and basically July Fourth week. It's a
unique -- | think it's fairly unique to the Lakes
Region, | would think.

And, you mentioned the contribution that Suisse vale
made to, and | believe it was made because the Co mpany
itself could not finance the project, I think the
project was somewhere in the range of $600,000, a nd
Suissevale put up 300,000, is that correct?
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They definitely put up 300,000. | was not real ly
involved in it at that point. So, I'm not really sure
the reasoning. | think it was a combination of, it was
nice to get some money to help out with, and also that
Suissevale was more interested in paying for it u p
front, so that they weren't charged all the inter est
and the handling costs and everything that would goon
over a period of years.
| mean, and | think Mr. Skelton referred to thi s in his
testimony, but it was Suissevale's understanding at the
time, you said you weren't really involved in it, but
it was their understanding that this was going to
address long-term needs for additional sources to serve
Suissevale and all of Paradise Shores?
It really is not a source. DES doesn't give yo ua
credit for having a tank really. You still need an X
amount of gallons a minute. Because what their t heory
is, "is what if everybody was there every day?" We use
it like a big buffer tank, where, on the weekend, the
tank drops a little bit, it might go down two or three
feet, and then it comes back up again on Monday, you
know, starting on Monday, and it gets refilled by , say,
Wednesday, and then Friday night it does the same
thing. That's our trends, and that's the way our water
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system works there.

DES's concern has always been, "well,

what if everybody just moved up there, and all of
sudden you had people living there seven days a w
That -- so, you need more source in that situatio
And, a lot of it had to do with the building that
going on. | mean, during the late '90s, and thro
probably till 2006, there was a ton of building i
area. It drastically changed the amount of water
we needed.

And, around that time, when Lakes Region propos
build the storage tank, did Lakes Region do an
evaluation or an analysis of the long-term water
needs for the Paradise Shores system?

| couldn't tell you. | know that we had a bunc
hydrogeology work done in the existing well field
And, | know, in 2008, that we deepened the bigges
well, to try to get more capacity. But I'm not s
about -- that was kind of right when | started, s
not really sure.

But, | mean, you would agree, wouldn't you, tha
there was going to be a significant investment in
water storage facility as was contemplated at tha

time, that that would have been the time to think

eek?"

was

ugh

n our

that

ed to

source

h of

ure

ol'm

t, if

{DW 07-105/10-043/10-141/11-021} {03-08-12/Day

1}




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

[WITNESS: Mason]

207

seriously about other water source needs, and whe re to
construct, you know, wells, where to construct th e
water storage facility, how to do it in the least cost
way for customers in Paradise Shores? Would you agree
with that?

A.  Yes. Inthe same token, | think at the time, w hen all
this started, we were in pretty good shape. The wells
have dropped off considerably in the Balmoral wel I
field over the years, at least the last five or s iX
years have started to real drop off considerably. And,
that's consistent with what rock wells do.

Q. Is that what wells are sort of driven hard, whe n
they're -- do you push them to the max; is that w hy
wells go dry like that or is it just the normal ¢ ourse
of things?

A. | think it's just the normal course of what hap pens.

If you look in the -- that well siting report tha t
everybody was talking about, one of the questions is,
you know, "has your well capacity dropped off?" And, |
think that's probably because they do. You know, that
| think it's kind of a -- | don't know that anybo dy
knows the answer exactly why. But | think it's
consistent that rock wells over a period of years start
to taper off and get worse and worse.
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Now, | think it was Suissevale's understanding
when this water storage facility was constructed,

it was supposed to help them in addressing pressu
problems in their system, because there's kind of
hill in Suissevale, as | understand it, and press
had been an issue before that. And, part of thei
belief at least was that the water storage facili
would help to address that. Is that your

understanding, too?

Yes. They used to have a pump system, even whe

were supplying water from the old tank, across th
river and into Suissevale, it went directly into
storage tank, and then it was re-pumped at a high
pressure to hit the top of the hill that they're
talking about. When we built the new tank, the r
we bought the piece of property that was bought,
because it had the right elevation to give the --
the top of the hill in Suissevale the required am
of pressure. | don't think that it's -- you know
were used to having probably 60 or 70 PSI at the
the hill, and now they probably have, I'm just --
can't remember exactly, but I'm going to say 25 P
which is a lot lower. It's above the legal amoun

has to be supplied, and that's what we were shoot

that,

that
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for. The higher we went on the hill, the problem
the more you -- when you get in the valley, the h
the pressure is. So, if you're trying to feed th
hill on the other side, you have to go down into
bottom to lake level, and then you have to come b
up. The more you raise that tank up on the hill
increase the pressure coming out of it, the more
houses on the lake have severe pressure, and then
obviously, it would raise the pressure at the top
the hill. You got to pick a happy medium. You g
get into that zone where it's not taking the plum
out of houses at the bottom of the hill and pipin
still supply a legal amount of water to the top o
hill. It was kind of a equalization thing, | don
know what you want to call it. But kind of best
could do of both worlds.
We've already covered, I think, sort of who own
Mount Roberts' property, the shareholders. When
acquired, back I think in the 2005/2006 time fram

| believe it was 2006.

was,
igher
at
the
ack
and

the

of
otto
bing
g, and
f the

we

s the

it was

And, why it was acquired. | mean, that's in yo ur
testimony, Page 11, Lines 10 to 14.
Sure.
Basically, as a favor to an employee, right?
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A. Yes. I mean, | can kind of bring you up to spe ed.
There was a woman that was working in our office that
lived up there, had some marital problems, needed to
pay her husband and needed the money then. So, m y dad
had recently sold some property in Massachusetts, and
he did a -- | can't remember the name of the tax law,
but he basically bought the property up there, to move
some money up into New Hampshire, and basically g et her
out of trouble. And, to tell you the truth, in

Moultonborough, it's always a good idea to have a piece
of property, you know, to buy property.

Q. But, | mean, clearly it wasn't purchased with w ell
sources in mind? | mean, it wasn't purchased --
certainly wasn't purchased by the utility, it was
purchased by the shareholders. But it wasn't pur chased
with the idea that necessarily that it would be u sed
for water, right?

A. Oh, definitely. It was just bought -- my dad t hought
it was a great idea, | mean, he agreed to it. An d,
within | think two weeks, he had transferred the -- you
know, he had paid for the property and transferre dit,
and it was just an investment.

Q. And, it wasn't purchased after some systematic analysis
of, you know, future water resource needs in the
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Paradise Shores system, and, you know, what's the
cost way to do that? What's the best, you know,
of land to do that? What's the closest location
would be the cheapest way to serve customers in t
Paradise Shores system, including Suissevale? Th
were no analyses like that done?
No. He didn't do anything. He just bought the
property as an investment at the time.
And, the drilling of the wells on Mount Roberts
the Summer of '08, is that correct?
It could be. It sounds right, but I'm not 100
sure.
And, now, help me with this. Was that drilling
as | understand what you said before, the water s
facility actually didn't come on line until maybe
was the Summer of '087?
Right.
Were the wells drilled because the water storag
facility was not available and ready to serve tha
demand?
No. What he had done is, he had had some hydro
work done by HydroSource. They said there's a co
of good sites. And, my dad, just like he did at

time, thought it was a good idea to put a test we
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A.

and see if there was anything actually there. So
did it. He did the first test well. The first o
wasn't successful. They did a second site that w
out better. And, then, they ended up doing the t
and fourth sites.
So, it wasn't done because DES said you needed
it, or it wasn't done because anybody, for any re
other than just your father decided that he'd see
there was any water up there?
As far as | know. | mean, to be truthful, it's
rare to get high volume wells. And, there was a
more chance that that land wouldn't have water th
would have a good supply on it.
I mean, and as we've noted, the land up there i
by the shareholder, not by the utility?
Correct.
Was there any sort of arm's length discussion b
the utility and the landowner before that was don
about how the ownership of the property issue wou
worked out or who would be responsible for it?
No, I mean, no one even --
Or any sort of letter, an agreement, or anythin
that?

Nothing. | mean, literally, we had no idea --

, he
ne
orked

hird

to do

ason

fairly

lot

an it
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had no idea whether there was any water on it or not.
His first thoughts were to build a ranch-type hou se up
there for my mother and himself, because they wer e

struggling to get around in their two-level house
And, so, you said it was drilled in the Summer of '08
you thought. Do you know when it was first used on an

emergency basis to serve Paradise Shores?

| don't, off the top of my head. Itwas--1r eally
don't know. It was shortly after that. It might have
been 2009.

MR. PATCH: Thank you.
CHAIRMAN IGNATIUS: Ms. Hollenberg.

MS. HOLLENBERG: Yes. Thank you. Oh,

yes. I'm sorry. Thank you. | have actually ask ed Staff
to do their cross before us, if that's amenable t o the
Company? | hadn't asked the Company yet. So, ar e you --
is that --

MR. RICHARDSON: There's no objection to
the order in which they do cross.

CHAIRMAN IGNATIUS: And, we'll go until
about 4:50, and then have to stop and see if we h ave any
final things to fix up and be out of here by 5:00

MS. THUNBERG: Understood. Good

afternoon, Mr. Mason.
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WITNESS MASON: Good afternoon.

BY MS. THUNBERG:

Q.

I'm looking at LRW Exhibit 14, and just kind of
clarification on, what again is this document
representing?
It is a Small Well Withdrawal Permit, an applic
for it.
And, who is funding this application?
Lakes Region Water.
Does Lakes Region Water have any legal means fo
securing its interest in the Mount Roberts proper
It doesn't have any investments there. So, no.
Let me ask it a different way. Does Lakes Regi
Company have an easement to secure its access to
water on Mount Roberts?
No. It has a -- | believe there's a letter tha
from my parents, saying that, you know, that it
used when needed.
Okay.
| don't think it's an easement.
And, one further question on this point. So, t
it correct that Lakes Region Water Company does n
have a lease, other than this gift or permission

letter, for use or access to the water from Mount

ation

ty?

on Water
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t just,
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A.

o » o »

Roberts?
They have no lease.
Mr. Mason, do you have a cost estimate for how
it's going to cost Lakes Region to process this
application?
Oh, gosh. It's not really that hard to do. We
end up with a thousand dollars in manhours maybe,
guessing. It's all done in-house. Jake's the on
that's been working on it.
I'm sorry. | thought you said this was a Small
Withdrawal Permit?
Yes.
Is that what it is?
Yes.
And, so, a Small Water Withdrawal Permit only ¢
few thousand dollars?
Yeah. You know, we have done several of them f
ourselves. They're fairly simple and uncomplicat
And, Lakes Region has the money to pay for this
It doesn't have a whole bunch of choice. It ha
it's part of, you know, Jake works for the Compan
time, and he's just allocated some hours to it.
Okay. | guess | may be confused and need you t

clarify for me. Lakes Region has a substantial

much

Water

osts a

or

ed.

S to --

y full
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accounts payable, correct?

Correct. Yes.

And, so, Lakes Region's proceeding with this Sm
Withdrawal Permit --

Okay.

-- is not -- is it going to add to the accounts

or not?

No.

And, the answer is "no", because it's -- Lakes
is using in-house personnel, correct?

Correct.

Okay. Thank you. Are the wells presently conn
the Lakes Region Water system?

No.

And, would part of this permit result in a conn
from those wells to Lakes Region Water?

To the tank, yes.

Okay. And, that being equipment, rather than
personnel, is there a cost associated with that
connection?

Well, there's some costs, yes. There would be
and the time to do it. And, that would be -- I b
that would be picked up -- no, I shouldn't say th

I'm not sure how that will work. Yes. That's pa

all Well

payable

Region

ected to

ection

the pipe
elieve
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A.
Q.

the stipulation with DES, is that we take the
above-ground pipe, right now we have a temporary
above-ground pipe, and we install it under the gr
That's part of their request for this permit. Th
part of this permit.
Okay. And, with respect to taking that pipe, b
it, or either installing a buried pipe somehow, i
cost of that something that's going to add to the
accounts payable?
Yes.
And, do you have an estimate on that?
| do not right here. | think we started to wor
one, but I'm not too sure we ever got that far.
think we talked about it more than anything else.
I'm looking at your reply testimony. And, part
reply testimony, on Exhibit E, you had listed out
capital projects. And, so, getting back to the p
connecting Mount Roberts well to the storage tank
that's not a project that's listed in your Exhibi
is that correct?
Hang on. I'm trying to get there. No, itis n
On Exhibit E, "Paradise Shores: Small Communit
approval for the Mount Roberts Emergency well" fo

"65,000", is that different than this Exhibit 14?

ound.

at's

urying

s the

k on
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iping,

t E,

ot.
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A.  Canyou say that over again please?

Q. I'm looking at Exhibit E on your testimony, you r reply
testimony. Sorry, | should have been more direct and
tell you where I'm looking.

A. Exhibit E. Okay, I've got it.

Q. Okay. On Exhibit E, in the Number 1's priority column
or section of the page, it has a couple of Paradi se
Shores listings.

A. Oh, I didn't see it. I'm sorry. No, thatis t he
number there. | guess we did carry that number. I
didn't see that. | apologize.

Q. Could you reiterate, for the first "Paradise Sh ores",
cost of $65,000, and then the second "Paradise Sh ores",
cost of 50,000, what are those projects? And, do they
relate to this permit, which is Exhibit 14 please ?

A. The first one does. To get the small community well
approval on line, there's several things that we have
to do. One is to get power up closer to the well It
is up close there, but it's still -- we still nee dto
bring it further up the hill. And, we need to, o n
insistence from DES, to put the pipe under the gr ound
and metered. Those are the requirements that we have.
So, we have to add meters up there, we have to pu t the
pipe under the ground, and we have to bring the
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electrical service up further. Those are the thr ee
things for this temporary permit.

Q. Okay. With the meters, electricity, those thin gs that
you just identified, do | put those in the "$65,0 00"
cost figure or are those part of the "$50,000" co st
figure?

A.  When you say the "50", the one down further, th at says
the "4 inch water main"?

Q. Yes.

A. That is actually the pinchpoint that they're ta Iking
about, up near the -- in the existing water syste m.

Q. So, thisis --

A.  Totally different.

Q. The "50,000" is not a Mount Roberts project the n?

A. No. It has nothing to do with it.

Q. Thank you. But the "65,000" is a Mount Roberts

project?
Yes.
And, when you talk about, or | think you answer ed
before, that the construction or the piping to co nnect
the temporary wells to the storage tank will incr ease
accounts payable, | see this "$65,000" number, is that
how much Lakes Region would estimate will be adde dto
accounts payable?
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A.

Q.

A.

| would say so.

Lakes Region -- am | correct in the statement t
Lakes Region cannot pay for this "$65,000" line i
Exhibit E presently?

Well, some of it, yes, basically. | mean, they
going to struggle to pay it. But | don't know wh
choice we have. We still have to supply water th
summer. What happens, in a normal case like that
my other company floats them the ability to do th

but we haven't really discussed that yet.

Thank you for that clarification. In conjuncti

the rate case -- | just have a couple more minute
I'm honoring the ten minutes of. And, did you
participate in the audit of the rate case?

No. Not really. | mean, | was around, but | w
involved in it very much.

| have some questions pertaining to the Final A
Report in the rate case docket, which is the 10-1
Have you read the Final Audit Report?

Oh, yes. No, | definitely read it.

Okay. Do you recall a discussion about Lakes R
Water Company paying late fees?

Yes.

And, my question to you is, does Lakes Region -

hat
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Lakes Region Water Company still incurring late f
Yes.
Another issue that came -- or, do you recall th
Audit Report discussing an issue about "missing
deposits”, "missing money"?
Yes.
Okay. And, can you briefly describe for the re
what the audit issue regarding "missing money"
involved?
| can remember it a little bit. But, what happ
was, there was a deposit that we thought got regi
by our people, but never got in the bank. And, w
had happened was, it ended up to be two different

deposits that were put in at a different time. A

they -- somehow or another the bank and our peopl

didn't get it all quite right. And, it was actua

the bank, but it wasn't -- it didn't -- didn't re

right. 1 don't know the actual, you know, | wasn
person in charge of that. But | know it wasn't r
missing, it was just -- it was just booked wrong
bank -- I think the bank had booked it wrong or
something.

Fair enough. Have there been any other instanc

like this missing money, where Lakes Region's rec

ees?
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A.

and the bank's records were not --

No. No, no. This was weird.
MS. THUNBERG: Okay. I'm at a breaking
point.
CHAIRMAN IGNATIUS: All right. Thank
you. Why don't we then stop for now with you, Mr . Mason.
You'll be back.
WITNESS MASON: Thanks.
CHAIRMAN IGNATIUS: And attend to any
other final details for today. Is anyone aware o f

anything that we need to wrap up with today?
Ms. Hollenberg.

MS. HOLLENBERG: Do you want me to do
this now or should | do it --

CHAIRMAN IGNATIUS: Sure. Why not.

MS. HOLLENBERG: Okay.

CHAIRMAN IGNATIUS: This is from the
Hidden Valley folks?

MS. HOLLENBERG: Yes. | have a letter
that Mr. Ted Newman, who was here earlier today, asa

representative of Hidden Valley Property Owners

Association, asked me to provide to the Commissio nasan
exhibit, and there was no objection by any of the parties.
And, | believe I've provided copies to everybody at this
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point.
CHAIRMAN IGNATIUS: Thank you.
MS. HOLLENBERG: And, | guess, just the
next available exhibit number. Or, if you want t odoit

"Hidden Valley Exhibit 1" --

CHAIRMAN IGNATIUS: Well, if it's just a
comment, in the same way that we have numerous cu stomer
comments, we can log them into the website that w ay. Was
Hidden Valley a formal intervenor?

MR. ECKBERG: Yes, they were.

MS. HOLLENBERG: 1| believe they were, in
at least one case involving the Company.

CHAIRMAN IGNATIUS: All right.

MS. HOLLENBERG: And, | do believe they

did file this letter with the Executive Director as well
yesterday maybe. So, just so you know, but they' re the
same letter.

MR. RICHARDSON: Yes.

CHAIRMAN IGNATIUS: Okay. Then, why
don't we make it an exhibit. And, if our numberi ng system
is by party, | guess we'll call it "Hidden Valley 1"

MR. RICHARDSON: | have no objection to
offering it -- marking it as an exhibit, but | do n't think

it was ever -- they never offered testimony. And , | still
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everyone add to the top of it "public comment sta tement".

haven't read the document yet, just because I onl y got it
today. So, | just wanted to note that for the re cord, if
that's okay.

(The document, as described, was
herewith marked as "Hidden Valley 1" for
identification.)
CHAIRMAN IGNATIUS: Why don't we add --
MS. HOLLENBERG: Uh-huh.
CHAIRMAN IGNATIUS: Which we use to
distinguish from testimony that's subject to
cross-examination. All right? Ms. Thunberg.

MS. THUNBERG: My only request for

clarification is, in talking with Hidden Valley t his
morning, they had not officially filed it with th e
Commission, so it wouldn't go in the docketbook. So, |
don't think it's going to go into the "customer” section
of docketbook by a filing. So, if we're bringing itin
through our clerk here today, | guess that would be the
mechanism to put it into the "customer" section. Because
it's, even though it's not going to be marked as an

exhibit, | don't believe he has filed it today.
CHAIRMAN IGNATIUS: I'm sorry. |

thought | was saying we were marking it as an exh ibit
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"Hidden Valley 1", and | just wanted to title it "public
comment statement”, so people knew that it had no t been
sponsored by a witness with cross-examination, bu t was

still an exhibit.
MS. THUNBERG: Thank you.

CHAIRMAN IGNATIUS: Thank you. Has

anyone else been able to check calendars for the 15th?
Our strong preference is that we begin at 9:00 on March
15th to continue this. And, sounds like that so far we've
got no problem with that. Is anyone aware of a c onflict?

MS. HOLLENBERG: | actually do have a

meeting with the auditors, who have just complete d the
audit of the PUC and the OCA, and has been schedu led to
have an exit interview meeting with them. So, | would not
be able to attend that morning. | could probably send
someone from our office, if that was the only dat e that it

could continue.

CHAIRMAN IGNATIUS: And, is it possible,
do you think, to reschedule? | know we also have audit
dates, and we were given some leeway to try and f it it
into our schedule, so --

MS. HOLLENBERG: | can ask. Butitis a
meeting that also includes the former Consumer Ad vocate,

whose schedule would, with her new schedule, it i nvolves
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her new schedule, too. So, | would have to coord inate

with a couple of people. But I can try and do th at.
CHAIRMAN IGNATIUS: Okay. Thank you. |

hate to put us out to the end of March, which is I'm

afraid what we're looking if we can't take the 15 th. That

just freed up for a different reason.

MS. HOLLENBERG: The only other comment

| would make is that we are scheduled to do, | do n't know
what the Commission's schedule is otherwise, but we're
scheduled for two days next week, Monday and Tues day, for
the PSNH temporary rate hearing in the Scrubber c ase,

which is 10-250 [ 11-250? ]. And, | don't think we're going
to use both days, but --

CHAIRMAN IGNATIUS: | think we may have
already snagged one of those days for a different reason.
All right. Are there any other matters for this
afternoon?

MR. SPEIDEL: Yes, Chairman Ignatius.

Part of the earlier interjection just related to the
identification of the Company's Exhibit 14, and
Ms. Thunberg addressed that matter. Thank you.

CHAIRMAN IGNATIUS: All right. Thank

you.

MR. RICHARDSON: I'm sorry. Could you
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-- | missed what was just stated.
MR. SPEIDEL: Oh, I'm sorry.
Ms. Thunberg had asked for a clarification on Exh ibit 14.
MR. RICHARDSON: Uh-huh.
MR. SPEIDEL: That satisfied my own
concerns. | just had wanted to interject it, so that the
transcript would have some references to what the material
was, but in a succinct fashion, but we got that.
MR. RICHARDSON: Thank you.

MR. SPEIDEL: So, in case anybody

wondered.

CHAIRMAN IGNATIUS: Allright. So, |
think, with that, why don't we conclude for the d ay, and
be back we expect on the 15th. We will send out a formal
-- I don't know if we'll send out a formal notice of that.
If we have all the parties present, it will save us having
to do that. But we will confirm that it -- my ho pe is
that it's the 15th, at 9:00 in the morning. Than k you for

your attendance. We'll stand adjourned.
(Wher eupon the hearing was adj ourned at
4:57 p.m, and the hearing to reconvene
on March 15, 2012, conmencing at 9: 00

a.m)

{DW 07-105/10-043/10-141/11-021} {03-08-12/Day 1}




