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[WITNESS: ECKBERG]

PROCEEDI NGS

CHAI RVAN | GNATI US: And Ms.
Thunberg, were you finished?

M5. THUNBERG | was finished
yes.

CHAI RMAN | GNATIUS:  So | think
we go to the Conpany next.

MR. RICHARDSON: | believe so.

Dd you want to clarify on the
record what we tal ked about, or did you want

to ask | ater?

MS. HOLLENBERG | thought we
were going to do cross and then -- that's all
| said. | thought you were going to do cross

first.

STEPHEN R. ECKBERG, PREVI OQUSLY SWORN,
CROSS- EXAM NATI ON (r esuned)

BY MR Rl CHARDSON:

Q M. Eckberg, let ne ask you, | guess kind of
in order of inportance, a question about --
you | ooked at Lakes Region Water's Record
Request 2, as | understand that's been

mar ked. Do you have that in front of you?
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[WITNESS: ECKBERG]

Yes, | do.

All right. Let nme get a copy in front of
you. Essentially, as | understood, you
agreed with Staff that the Conpany's
accounts payabl es has increased, which is in
fact, what, 500 and -- what is it -- 7,000
is what it shows?

Appr oxi mately, yeah. The nunber at the
bottomis $506, 815. 65.

Now, the test year was 2009. And | believe
Staff's testinony you di scussed was that at
the end of the test year it was

approxi mately $350,000; is that right?

| believe at the end of the test year it was
$374, 000.

Ckay. Three hundred seventy-four. Now, if
you |l ook at the attachnent, the spreadsheets
in Record Request 2, do you see where
there's a total under Non-Rate Case Vendors,
and that's $322, 115. 567

That's correct. | see that.

And during the test year in 2009, there
really woul dn't have been -- or you woul dn't

have expected to see the sane | evel of rate
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[WITNESS: ECKBERG]

>

Q

case expenses that we currently have now,
woul d you?

There certainly may have been sone rate case
expenses at that point in tine as the

Conpany's consul tants prepared for the

filing.

Right. For the -- in 2009?

Yeah.

The filing was submtted in what? June of
20107

| suppose that's correct.

Yeah. And then at the end of 2010 -- |
believe that was Mark Nayl or's testinony,
who i ndi cated that you were asked about, and
you agreed with his position, that at the
end of 2010 there was $471, 000 t hat was
outstanding; is that correct?

That was sinply a fact that was in M.

Nayl or' s testi nony, yes.

And that was based, | believe, on the annual
report?

| believe that's the source of his
information there, yes.

Do you have any i ndependent verification of
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[WITNESS: ECKBERG]

that, or are you just relying that M.
Nayl or got it correct?

| believe that | checked the annual report
nyself. Qur office has copies of those as
wel | .

So that's consistent with your recoll ection,
then, for the end of 2010.

Yes.

Ckay. Now, when you factor in that the
Conpany now has, according to this

schedul e -- and | understand you haven't
audited this -- but according to this
schedul e, $184,700.09 in rate case expenses,
doesn't that suggest that, in ternms of the
overall | evel of payables, that you take out
the influence of the rate case, and there's
actual ly been what appears to be a
significant reduction?

|"mnot sure |'d characterize it as "a
significant reduction.”™ | think what you're
conparing is -- you're suggesting that |
shoul d conpare the $322, 000 anpunt, which is
t he subtotal excluding the rate case

expenses, and conpare that to the previous

07-105/10-043/10-141/11-021}{03-21-12/ DAY 3 P.M

ONLY}




© o0 ~N oo o b~ w N

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

[WITNESS: ECKBERG]

nunbers; is that correct? The year-end 2009
and 2010 nunbers?

Well, and what | was actually -- what | was
asking was a little bit different. |If you
were conparing 471,000 for the end of 2010
Wwth the present nunber -- as of, | believe,
March 9, 2012 -- of 506, and then taking
into account the rate case expenses, it

| ooks to nme that, adjusting for the rate
case expenses, there's actually been a
reduction in payables that are not rel ated
to the rate case.

| would suggest that it would be
appropriate, then, to have a siml ar

br eakdown of the nunber 471,000, just so
that we could be assured that we're
conpari ng apples to appl es.

Right. So in other words, you woul d agree
wth nme that, in order to nmake a fair
conpari son between what was happeni ng at the
end of 2010 and what's happeni ng t oday, and
whet her or not there's really been progress,
you woul d need to eval uate what the | evel of

rate case expenses were at the end of 2010,
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[WITNESS: ECKBERG]

approximately six nonths into the rate case,

versus what they are now.

A. | think I1'd word it alittle bit

differently. | don't think it's unfair to
conpare the total accounts payabl e at
year-end. But perhaps a different

conpari son, which may be nore infornative or
useful, or sinply different, would be to
conpare the total accounts payable in a
simlar way: To exclude the rate case
vendors or previous rate case expenses which
may appear in other accounts payabl e.

Q HmMm hmm  And isn't it true that another
factor that you' d want to take into account
inthis is to what extent the Conpany's
conti nued to nmake capital inprovenents that
are not included in this rate case, because
the only way to recover on those would be to
file a step increase or a new rate case;

right?

A The only way that we woul d eval uate what ?

" mnot sure |I'm foll ow ng.
Q Well, I guess what -- you know, if you | ook

at whet her or not the Conpany's rates are

10
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[WITNESS: ECKBERG]

sufficient to keep up with its operating
expenses, you'd want to know if the Conpany
is taking noney that it would have
ordinarily earned as return on its

i nvestnment and reinvested that in the
capital, or if it's undertaken projects
because it didn't have sufficient capital to
do that and had to delay paying sone of its
consul tants.

| would agree with you that the accounts
payabl e total is not the single neasure of

t he Conpany's financial health, no.

Hm hmm  And so, for exanple, if you | ooked
at the line, there's HydroSource

Associ ates -- do you see that -- as $10, 9577
Yes, | do.

That could be for a capital project?

M5. HOLLENBERG |'mgoing to
object to that because the Conpany knows what
it is for, and | guess M. Eckberg is basing
hi s know edge of what these anmounts are
related to on the nanes. And | don't know --
| guess | could I et himanswer whether or not

he knows what that is.

11
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[WITNESS: ECKBERG]

CHAl RMAN | GNATIUS: | f you don't

know, that's a fair answer as well.

A | don't know specifically what that's for.
Q (By M. Richardson) Ckay. | don't nean to
bel abor the point. | think you' ve at |east

recogni zed that, to the extent the Conpany
IS -- its returns aren't sufficient, it's
going to have to pay for -- it may have to
defer paynent of sone of its vendors who are

provi di ng capi tal inprovenents.

A | would agree with that, yes.

Q Let ne go back to ny notes then, which I
have dutifully lost in front of ny very
eyes.

Let me switch to | guess what |'d
characterize as a curious comrent or
question that | had about -- you have LRW
Exhibit 14 in front of you?

A | have that avail able here, yes.
Q Ckay. And you were asked about one of the
things that you had -- | don't renenber

saying it, but you said that you had sone
questions or concerns about information that

the Conpany had filed comng into these
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[WITNESS: ECKBERG]

o >» O > O »

hearings. Do you recall that?

Yes, | did say that in response to a
question from Attorney Hol |l enberg. Yes.
Yeah. And the exanple you gave was the
ownership of wells. | believe it's on

Page 317

On Page 31 of LRWExhibit 147

Correct.

Yeah.

Do you have that in front of you?

| do have that page in front of ne, yes.
And you are aware of what a water well
conpl eti on report is?

A water well conpletion report? No, |'m not
famliar wth that docunent. No.

Well, I'll represent to you that when a
contractor drills a well, he or she is
required to file a report with DES. So
you're not famliar wth that process then?
No. That sounds |li ke that's sonet hi ng under
DES regul ati ons.

But you'd agree with ne, | ooking down at
this page, that this is an inventory of

wells, and sone of them have nothing to do,

13
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[WITNESS: ECKBERG]

A

14

| would assune, with Lakes Regi on Water?

| don't know. | think that's precisely the
question that was raised in ny mnd when |
saw this informati on. For exanple: | don't
know whether it has to do with Lakes Regi on
Water, the regulated utility, or what it has
to do wwth. That's why the question cane up
to ne.

Ckay. Al right. Well, I wasn't sure what
you were intending to state by raising
questions about that exhibit. So that's
what - -

| hope | nmade that clear.

Ckay. It's -- do you -- have | m ssed the
poi nt? You were sinply asking -- or
reflecting upon the fact you didn't know
what this |list was?

That's right. | didn't know what that |i st
was.

All right. Gkay. You indicated that you
woul d defer to Staff's revenue requirenent.
Do | understand that the O fice of Consuner
Advocate -- | nean, and you' ve been asked

questions about this for your personal
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[WITNESS: ECKBERG]

opinion. But do |I understand correctly that
the Ofice of Consuner Advocate has agreed
to not seek receivership in this case? |Is

t hat your understandi ng of what the Ofice
of Consuner Advocate's position is?

A No, that's not ny understanding. M
understanding is as | stated in ny
testinony. W offered the suggestion to the
Conmi ssion, as we had offered to the
Conpany, that perhaps a type of voluntary
recei vership could be one potential course
of action that m ght be useful in noving the
Conpany f orwar d.

Q And was the reason for a voluntary
recei vershi p because it would hel p address
one of the biggest problens facing the
Conpany, which is the need to conplete
projects and increase rates to cover the
cost of those w thout having to do a full

rate case?

A Well, | think the maj or reason was that, at

the time | prepared ny testinony, there were
ongoi ng settl enent negoti ations. There were

al so questions in the mnd of the attorneys

15
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[WITNESS: ECKBERG]

i nvol ved as to whether all the conditions
for a forced receivership had been net. So
this was the approach that | took in ny
t esti nony.
And so are you agreeing with me that, to
sone extent, the voluntary receivership was
i ntended to be a nechanismto address the
need for rate increases wthout the need to
go through a full rate case?
| believe that under a receivership, whether
it would be a voluntary one or a forced
receivership, | believe that that woul d be
one of the factors that would |i kely be --
would cone into play. 1It's ny understandi ng
that there would probably be the possibility
of rate increases with a nore streanline
process avail abl e.
Ckay.
But as | also testified before, | have not
been personally involved in a receivership
docket .

MR, RI CHARDSON: Ckay. Could I
ask that the Ofice of Consuner Advocate

clarify whether or not they are requesting a

16
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[WITNESS: ECKBERG]

17

receivership at this tine?

CHAI RVAN | GNATI US: Why not ask
hi m t he questi on?

MR. RICHARDSON: Well, | believe
| have asked him

CHAI RVAN | GNATI US:  Well, you --

MR, RI CHARDSON: But | believe
what he says is different than what |
under st and the Consuner Advocate has told ne.
So | --

CHAI RVAN | GNATI US: ' m not sure
|'ve heard that direct question. There was a
| ot nore conplicated ones. So why not try it
directly, and then we'll see where we go.

MR, RI CHARDSON:  Sur e.

(By M. Richardson) M. Eckberg, is the
O fice of Consuner Advocate asking for a
recei vership as part of this proceedi ng?

M5. HOLLENBERG  Coul d you
clarify if you're asking himare they -- has
the O fice of Consuner Advocate recommended or
is asking for receivership under the statute
that you referenced before, or if their

testinony is voluntary receivership?
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[WITNESS: ECKBERG]

MR. RI CHARDSON: |'m asking him
to confirmwhat | understood in discussions
wth counsel, that the O ffice of Consuner
Advocat e was not seeking a receivership in
this case. That was their | egal position.

CHAI RVAN | GNATI US: Wel |,
counsel has got whatever views counsel has.
Your wtness is on the stand, so ask the

w tness what his viewis.

MR, RICHARDSON. Wwell, it would
shorten ny cross-examnation if | knew the
answer .

Do you not want to answer
t hat ?

M5. HOLLENBERG  Sur e. | can
try and clarify, if you'd IliKke.

CHAI RVAN | GNATIUS: | have to
say, you've said nunerous tines what your
position is. So what |I'mtrying to understand
fromM. R chardson is what do you want the
W tness to be speaking to.

MR. RI CHARDSON: Ckay.
Understood. | don't have any questions

further on receivershi p, because | understood

18
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[WITNESS: ECKBERG]

that that was not what they were requesting in
this case.

CHAI RVAN | GNATI US: Wl l, let's
not -- | don't want to play ganes. And I
don't know what's goi ng on.

M. Eckberg --

THE W TNESS: Yes, Conmmi ssi oner.

CHAI RVAN | GNATIUS: -- are you
seeki ng recei vership under a voluntary basis
as opposed to a statutory basis?

THE W TNESS: M testinony
stands. | proposed a voluntary receivership
approach, and that is one of the options I
bel i eve that the Comm ssion coul d exerci se.

As | testified this norning, the OCA woul d not
object to the Conm ssion opting for a forced
recei vership. But that's not ny testinony.

M5. HOLLENBERG  May | pl ease
clarify sonet hi ng?

CHAI RVAN | GNATI US:  All right.

M5. HOLLENBERG | can clarify
it inclosing, if you prefer.

CHAI RVAN | GNATI US: "' mj ust

trying to keep what ever evidence we have on

19
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[WITNESS: ECKBERG]

the record clear. And if it's not clear, it
needs to be clarified. WMaybe on redirect you
can inquire of your wtness.

MS. HOLLENBERG  Ckay.

Q (By M. Richardson) The issue of access to
capital, that's a problemthat is addressed
in your testinony. Wiat | didn't see in
your testinony was whet her you woul d agree
that it's a problemessentially facing snall
wat er systens throughout the state of New
Hanpshire. | was wondering if you could
tell ne whether you agree that that's the
case.

A Do you have a specific reference to ny
testi nony that you wanted to point ne to? |
don't believe --

Q Sure. You were asked by Ms. Thunberg if the
recent violations changed your position on
whet her or not the Conpany should be pl aced
in receivership. And did | understand
correctly, you said that you didn't know?

A | believe | said that the recent violations
di d not change ny position.

Q Ckay. Al right. And | nean, aren't
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[WITNESS: ECKBERG]

21

wat er-quality violations -- or Drinking
Water Act, | should say, violations, isn't
that a problemthat's systemc to small

wat er systens throughout the state of New
Hanpshi r e?

| don't think | could coment on that.
haven't --

Ckay.

| have not nmade any, you know, survey of
violations incurred by the average snall
wat er conpany.

Ckay. Well, then, how do you reach a

concl usion that any violations that you' ve
observed are due to the Conpany's managenent
when you don't understand -- or you haven't
eval uated, | should say, how the industry as
a whole is able to respond to the types of
demands that regulations are putting on
small water systens?

Coul d you clarify the question for ne?

You' re asking ne to conpare --

Let nme show you sonmething. Maybe | can do
this in reference to an exhibit. | don't

know what nunber we're on right now.

07-105/10-043/10-141/11-021}{03-21-12/ DAY 3 P.M

ONLY}




© o0 ~N oo o b~ w N

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

[WITNESS: ECKBERG]

Tom could you distribute those for ne?
MR MASON:  Sure.
MR RICHARDSON:. Are we on 18
now?
THE CLERK: Correct.
MR RI CHARDSON: LRW-- okay.
So we'll mark this LRW 18.
(Exhibit LRW 18 nmarked for
identification.)
Q Ckay. Thank you. And do you see here --

have you ever seen this docunment before?

A. No, | don't believe | have.

M5. HOLLENBERG  Woul d you |i ke
an opportunity to reviewit, M. Eckberg?
THE W TNESS: Il would |ike an
opportunity. |I'mnot sure what the nature of
the questions |I'mgoing to be asked about the
docunent are.
Q (By M. Richardson) Wll, |let ne ask you ny
question, and then you can spend as nuch
tine as you need. |I'mnot trying to rush
you.
The first paragraph is really what |

wanted to ask you about, in a nutshell,

22
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[WITNESS: ECKBERG]

where it says, "It is wdely recognized that
small public water systens carry a nuch
hi gher burden to maintain conpliance with
the Safe Drinking Water Act. This is due
not only to their small er user base, but
often the shortage of financial, manageri al
and/ or technical resources to ensure the
continued and reliable delivery of safe
water to all custoners.” And then it says,
"I n New Hanpshire, systens serving fewer
t han 250 peopl e incur about 77 percent of
the drinking water violations in the state.™
And it references a report.

M5. THUNBERG  Conmm ssi oner --
Chai rman I gnatius, | have a rel evance question
regarding this docunent. |If this is for snal
water utilities, and they're using a threshold
of 250 custoners, | don't know how it rel ates
to Lakes Regi on, which serves 1600.

CHAI RVAN | GNATI US: M.
Ri char dson.

MR. RI CHARDSON: Certainly.
I'll offer that Lakes Regi on Water should be

known to all, including Staff Advocate, is

23
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made up of 17 separate systens that average

| ess than a hundred custoners per system So

| feel this is really straight to the heart of

the matter, the business environnent and the

envi ronnent in which the Conpany oper ates.
CHAI RVAN | GNATI US: I think --

|l et's proceed, but briefly on this. W'IlI

give it the weight it's due. | want to nake

sure that the questioning of this really

focuses on Lakes Region, its nmanagenent and

its issues, and not a survey of the industry

generally. |If you have a few questions on

this, fine. But let's not spend a |lot of tine

on this.

(By M. Richardson) Wll, M. Eckberg would

you like nore tine to review the docunent

or --

| followed along with the first paragraph as

you read that.

Ckay.

And | think I"'mglad to field a question

fromyou about this docunent.

So | guess ny concern is that you had

i ndi cated previously that you hadn't done an

24
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anal ysis or a review of to what extent the
chal | enges facing the Conpany were an
i ndustry-wi de problemfor a small water
systens. | nean, do you agree with what DES
states there?
Well, I"mnot sure | can agree with it. I'm
not disputing the facts that are presented
here. But | haven't read this report. |
presune that this sheet is presenting
accurate informati on based upon the report.

| would al so say that | believe when
Ms. Thunberg asked ne earlier about those
two additional notices of violation, | think
| said that did not provide any additional
i mpetus to ny concerns about the Conpany; it
nmerely served to maintain ny existing |evel
of concern.
Ckay. But isn't it true, though, that a | ot
of those concerns are really the result of
the fact that this is a conpany that's
operating 17 water systens, with an average
of |l ess than 100 custoners per systenf
| don't think | addressed that issue at all

inny testinony, did |I?
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| don't believe that you did. And so
that's really --

Ckay.

-- | guess |I'mwonderi ng why you woul dn't
think that would be relevant in taking into
account the performance of the Conpany's
managenent, given the systens that they're
oper ati ng.

| don't think anyone forced the Conpany to
take on the responsibilities that it has.
Hrm hmm  But you' ve seen Tom Mason's
testinony, right, and the exhibits that are
attached to it?

Hs reply testinony you're speaking of?

Yeah. Wy don't we pull that out, because

there is a docunent 1'd like to ask you
about. | believe it's LMR 6 or LRW-- |
apol ogi ze.

| believe | have a copy of that reply
testinony here. 1It's not officially marked
as Exhibit 6, but it's a copy that I

pri nt ed.

Al'l right. Does yours have -- yours has the

page nunbers on it that are down on the
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bot t onf?
Yes, it does.
Ckay. Do you see Page 20? And at the top
it says "Lakes Regi on Water Conpany, Inc. -
Public Utilities Hi story."
Page 207?
Yes.
M5. THUNBERG  That's Mason
Exhi bit B, correct, Attorney Ri chardson?
MR Rl CHARDSON: LRW Exhi bit 6.
M5. THUNBERG  But attached to
this, is it Mason Exhibit B?
MR. RICHARDSON: Onh, |I'msorry.
| heard you say "8." |It's Mason Exhibit B,
yes.
Perhaps |I'm m ssing sone of the page
nunbers. Are you referring to Bates page
nunber s?
(By M. Richardson) Yes.
| think I"'m m ssing those in ny copy, which
makes it difficult to... ny attorney just
provided ne with a copy.
All right. So you have Page 10 in front of

you?
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Yes, | do.
Ckay. You see here -- let's | ook at Deer
Run, for exanple. That was one of the
systens where there was a violation that was
noted by Attorney Thunberg. OCh, it was Deer
Cove. |'msorry.
Yes. It's difficult to keep all these
systens straight, isn't it?
Wll, it was -- | guess it was ny attenpt to
grab at a coincidence that was right in
front of me. But let's |look at that one
nonet hel ess.
Deer Run or Deer Cove?
Deer Run. Fifty-nine custoners as of
12/7/11. And you see here that it was
pur chased after a Comm ssion investigation,
because Staff and the owner-devel oper -- |
assune -- it says that Staff was concerned
about his ability, the owner's, to operate
t he conpany.

So, | nmean, | guess ny question for you
is: 1Isn't Lakes Regi on Water Conpany
providing a service to the public by taking

very chall enging water systens and trying to
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put them together and inprove their

perf or mance?

A. | believe that there have been -- there has

been testinony in the past from Staff
concerning that issue, that Staff has nade
statenents that the Conpany has provi ded a
service by taking on troubled water systens.
Yes.

Q But |I'm not asking what Staff said in the

past. Wat |I'm asking you is --

A | don't believe | offered any testinony on

t hat i ssue.

Q But isn't the Conmpany providing a service to
the public, a valuable one, by taking snall
wat er systens that are not operable on their
own accord and consolidating themin order
to provide, if you will, a base of
enpl oyees, additional expertise that those
systens woul dn't have in the absence of

Lakes Regi on buyi ng t hent

A Wll, I feel like you' re asking ne to agree

wth the premise that ignores a |ot of other
i nf or mati on.

Q Well, | amasking you to agree with the

29
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prem se. So perhaps you could tell ne why
you di sagr ee.

Well, first of all, this -- it appears from
the information presented in this table that
this action of the Conpany acquiring the
Deer Run water systemoccurred in 1991,
which is over 20 years ago, | think.

Hhm hmm

And so it may very well be the case that the
Conpany provided a val uable service in the
past, but that val uable service is no | onger
bei ng provi ded.

Wll, then, do I take it fromthat, that you
di sagree wth what DES seens to be saying,
which is that to this day it continues to
be -- what was the word that they used --
it's a much hi gher burden to nmain [sic]
conpl i ance when you're operating small water
syst ens.

' mnot saying that | disagree with that.
Ckay. So if that's true, then why isn't,
notwi thstanding -- | assune you woul d agree
that the Conpany's operations aren't

perfect. You don't have 100- percent
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conpl i ance.

A | think we agree on that point.

Q So why -- isn't it a value, nonethel ess,
what the Conpany is doing, to try to inprove
t he performance of these systens by
consolidating themin the Lakes Regi on

famly, as it were?

A | was going to say --

M5. HOLLENBERG |I'mgoing to
object to that question, only because counsel
for the Conpany only just made the comrent
about how the systens were separate and thus
constituted small, independent or separate
systens, and now we're tal ki ng about
consolidating themfor their benefit. And so
| guess I'ma little bit confused about the
questioning. It appears that there are two
prem ses being put forth to the wtness.

CHAI RVAN | GNATI US: M.

Ri chardson, do you want to respond or rephrase
t he questi on?

MR RICHARDSON:. I'Il attenpt to

rephrase the question.

Q (By M. Richardson) You recogni ze that
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there's a real continuumthen; you know, a
small water systemw th only 5 custoners
m ght be nore chall engi ng than one with 500.

A Yes, | would agree with that.

Q And so, even though the Conpany's operation
performance may not be perfect, you would
agree with ne that it has perhaps inproved
the performance of these snaller water
systens that were failing.

A | would agree that there is a generally
agreed upon benefit to consolidating smaller
wat er system operations into the operations
of the larger, well-run water utility.
There's a generally recogni zed benefit due
to cost efficiency of serving nore
customers, yes.

Q And that's the case, even though the
Conmpany's record isn't perfect.

A Are we tal king about the general situation,
or are we tal king about Lakes Regi on Wat er
specifically?

Q That was ny specific question with respect
to Lakes Regi on Water.

A | think, as | said a few nonents ago, it may

32
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have been a benefit in the past to
consolidate these water systens. |'m not
sure | agree that it's still a benefit that
this Conpany continues to operate the way it
operates and serve custoners the way it

serves them

Do you understand -- well, |let ne ask you
this: Mark Naylor, | believe in response to
a data request -- strike that. 1'Il ask M.

Nayl or that question.

Now, there is -- this is another
docunent that is along the sane |lines, so
"Il just ask you if you can comment on this
perhaps differently.

Along the sane lines as what? | guess |'|
see in a nonent.

MR RICHARDSON: So this will be
LWR Exhi bit 19 now?

THE CLERK: Correct.

MR. RI CHARDSON: Thank you.
(By M. Richardson) And | gave that to you;
correct?
No, | don't have a copy.

CHAI RVAN | GNATI US: So nar ked.
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(Exhibit LRW19 nmarked for
identification.)
(By M. Richardson) Wre you involved in the
content on the Comm ssion's web site at all,
inits preparation?
Am | involved wth?
Yeah. D d you help prepare -- for exanple,
you see the page in front of you? You
recogni ze that as the Conm ssion's web site?
It appears to be the Comm ssion's web site.
| certainly amnot involved in preparing
this material, no.
| nmean, this essentially gets at the sane
issue. It says here that the nunber of
regul ated water utilities has declined
considerably in recent years, primarily due
to the acquisition of smaller utilities by
| arger ones. And then it refers to the fact
that 39 existed in 1999, and today there's
only 20 left. And it says that this is a
trend that has taken place across the
country, as the requirenents -- the Safe
Drinking Water Act and the need for

repl acement of aging infrastructure have

34
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made it increasingly difficult for snall
water utilities to acquire the capital
needed to invest in their systens.

Now, woul d you agree with ne that the
need to replace aging infrastructure is the
primary need that's facing Lakes Regi on
Wat er Conpany?

(Wtness revi ews docunent.)

A You' re asking ne a separate question that's
not here on that page; is that correct?

Q Wll, I"'mreferring you to the concl usion
that's on the PUC web site, and |' m aski ng
you if you agree that the problemthat I
just read to you, cited here, is the primry
probl em faci ng Lakes Regi on Water.

A Vwll, first of all, I think that if | had
anything to do with witing this, | m ght
word sone of this a little differently. But
that's really not your question.

Q That's right.

A But | do agree that the Conpany is faced
with replacing aging infrastructure, yes.

Q And so | guess -- | nean, that is really ny

question then. | nean, you've reconmmended a

35
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reduction in the Conpany's rates, a fairly
significant one, fromwhat the Conpany
requested -- 40 percent, down to what Staff
i's recomendi ng, about 18.5; right?

| believe that's correct. But | believe
that earlier in nmy testinony on the stand
today | said that the OCA was wlling to
agree with Staff's revenue requirenent.
Right. And an 18.5-percent increase is what
Staff's revenue requirenent was.

That's correct.

| nmean, | guess ny question is: How does
reduci ng the Conpany's revenue requirenents
ultimately solve the problent? That, | nean,
isn't really addressed | think in Staff's
testinony of -- this is a small water
system It has problens that are unique to
smal | water systens.

The problens are endemc to small water
systens. An 18-1/2-percent rate increase is
an increase to rates, first of all. 1 think
you made it sound |i ke your question

i nvol ved a rate decrease. But we don't need

to read back your question. But | just
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wanted to say that that is an increase in
rates.

And what exactly is the question you
want nme to answer?

Q Well, isn't -- hasn't -- doesn't your

testi nobny concerning rates, as well as
Staff's testinmony that you' re now
adopting -- it doesn't really take into
account the fact that this is a small water
systemthat is nore difficult to operate
t han, say, a Pennichuck woul d be because of
the very nature of the assets being

oper at ed?

A. Well, | think the issues that | identified

in nmy testinony were specifically related to
this Conmpany. So | think they do take into
account the fact that this is the conpany
we're tal king about. And as | said earlier,
many of the revenue-requirenent adjustnents
that | proposed in ny testinony were
intended to highlight issues which | felt
were indications of the Conpany's

probl emati ¢ managenent. For instance: The

Conmpany installed fire hydrants but has no

37

07- 105/ 10- 043/ 10- 141/ 11- 021} { 03- 21- 12/ DAY 3 P. M
ONLY}




© o0 ~N oo o b~ w N

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

[WITNESS: ECKBERG]

38

fire protection revenues that it collects
from anyone, either the town or the private
parties. And | have no information as to
why that's the case. | offered

information -- a revenue-requirenent

adj ust ment, where the Conpany has two
separate swi mm ng pools and col |l ects one
anount of revenue from one special sw nm ng
pool rate and a different anount from

anot her one, and the Conpany provided no
information as to why those are
significantly different anmounts of revenue
that it collects. These are things that, to
me, appear to be concerns about the way the
Conpany is lead -- not collecting revenue
fromits custoners that perhaps it shoul d.
But | nean, to nme, it al nost seens besides
the point, because | don't recall the
fire-protection revenues bei ng that
significant. And it seens to ne there's a
much | arger issue here, which is the fact
that a small water systemis not easy to
operate in conpliance with the regul ati ons,

and it's not easy to get capital.
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M5. HOLLENBERG |'mgoing to
object to the question, only because | think

it's been asked and answered several tines at

this point.

CHAI RVAN | GNATIUS: | agree with
that. M. Richardson, can you nove on?

MR.  RI CHARDSON: I wll. But

wWwth the Comm ssion's | eave, may | ask that
the witness clarify that he didn't make an
adjustnent to reflect that in the rates?

CHAI RVAN | GNATI US: You nay ask
hi m t hat .

A That | didn't nmake an adj ust nent
specifically related to the fact this is a
smal | water Conpany?

Q (By M. Richardson) That's right.

A " mnot sure how | would make -- |'m not
sure how anyone woul d nmake a specific
adjustnment for that. But | would agree that
| didn't nake one.

Q M ght a higher rate of return on equity that
reflects the risks that the Conpany is faced
wth be one way of doing that?

A | amnot a return-on-equity expert, and I
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did not offer any testinony on that issue.
So | really amnot confortable responding to
t hat questi on.

Ckay. You were asked a question about
tenporary rates. And | believe there was
sone confusion at the tinme because you gave
an answer wWith respect to the step
increases. And that was, | believe, in
response to Attorney Thunberg.

Do you recall when the Conpany's step
increases went into effect in the... |
believe it would be the 08-070 docket?
| believe the 08-070 docket had two phases,
if we could call themthat. The first phase
covered Step Increases 1 and 2, which were
i npl enented separately. The second phase of
t he docket, which involved Step 3 increase,
it's ny understanding that that step
I ncrease was i npl enented sinultaneously with
the tenporary rates in the current docket,

t he 10-141 rate case.
And when did Step 1 and 2 go into effect?
Do you know t he date?

| don't know the date, off the top of ny
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head, no.

| believe you were asked that question in
response to payables. And the question was
concerni ng whether the tenporary rates had
i nproved the payable situation, or if it had
gotten worse. That obvi ously woul d have an
i mpact, right, the date that the first step
i ncrease went into effect?

| would say it has the potential to make an
increase. |f that occurred sinultaneously
wth the tine when the Conpany began payi ng
pensi ons and began paying the fine to the
Departnent of Corrections, it may not have
had an increase in inprovenent.

l"msorry. |I'mjust trying to get to the
fact that when you gave your prior answer,
you weren't -- you didn't know when Step 1
and Step 2 would have gone into effect when
you were asked by, | believe, Attorney
Thunber g about whether the tenporary rates
and step increases were in effect.

" mnot clear on your question, | have to
say.

All right. I'msorry. So you were asked
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about whet her the payabl es had i ncreased,
notw t hstandi ng the step i ncreases that were
made. And it was ny understandi ng that the
step increases had gone into effect at the
same tine as the tenporary rates.
| believe the third step increase occurred
sinmul taneously with the tenporary rate
increase. The first two step increases
occurred prior to that by probably a year.
Ckay.
And if I'mwong, please feel free to
correct ne.
No, no. That's fine. It was -- that was
really nmy point, the point of ny
clarification.
Ckay.
And | apologize if |I took a roundabout way
of getting there.

| would like you to | ook at -- and give
me a second to get the docunment in front of
me -- the two letters of violation that you
were asked about. And | think that is Staff
Advocate's 10. And there are two docunents

dated January 24th and January 20t h.

07-105/10-043/10-141/11-021}{03-21-12/ DAY 3 P.M

ONLY}




© o0 ~N oo o b~ w N

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

[WITNESS: ECKBERG]

A Yes, | have those. Staff Advocate
Exhi bit 10, yes.

Q Now, I'"'mgoing to -- in light of the
questions you were asked and the responses,
' mgoing to ask these questions in the
negati ve.

For exanple: It says at the top of
the -- I'"'mlooking at the January 24th
docunent. It says the -- let's |ook at the
second bullet. "Flooding occurring inside
t he punp house.”™ Punp -- "Flooding is
occurring as a result of a tenporary water
line that is leaking. This situation nust
be corrected i mMmedi ately. "

A | see that | anguage.

Q | take it you don't know that the Conpany
has already corrected that situation.

A That's correct. | don't know if the Conpany
has corrected that.

Q And you don't know, for exanple, whether the
| eaki ng water actually had al ready been
treat ed.

A Whet her the what ?

Q It was basically drinking water, or whet her

43
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or not it was that had | eaked out.
| don't know what the cause of the fl ooding
is other than what it says here.
Right. It says that the top of the well can
be fl ooded. But | take it you don't know
whet her or not that actually occurred.
No, | don't.
The el ectrical hazard in the punp house, do
you know that that is sinply an issue
wth -- I'"'mdrawi ng a blank here -- the
conduit being mssing and that it has been
repaired?
It doesn't say anything about m ssing
conduit. It sinply says wiring attached
wth wire nuts in a flooded situation. So
" mnot sure exactly what the nature of the
remedy would be for that situation.
And that really gets to the heart of ny
question. And what | would like to do is
show you a docunent.

MR Rl CHARDSON: | guess we're
at Lakes Regi on Water 21 now?

THE CLERK: Twenty.

MR Rl CHARDSON: Twenty. |
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apol ogi ze.
(Exhibit LRW20 nmarked for
identification.)
| believe you indicated on cross-exan nation
from Attorney Thunberg that you had been
alerted to these violations in response to
an e-mail fromDES. And is this that
e-mail ?
This appears to be the e-mail that was
forwarded to ne by Steve Roy, yes. | would
say | prefer to use the word "i nformed"
rather than "alerted."” This is not a call
to action on ny part in any nmanner.
| apologize. | didn't nmean to inply that,
and | appreciate your clarification.
Ckay.
And you see here that it says, regarding A
and B -- and I'm | ooking at the one, two,
three, four, fifth paragraph. It says,
"Regarding the status of Itens A and B" --
Yes.
-- "DES is aware that LRAC is taking...
action to address Itens A and B." And that

woul d be the two systens that are referred
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tointhe letters of Staff Advocate 10.

| believe that those are these two notice of
viol ations are the ones that are referred to
here, yes. And it does say that it appears
t hat Lakes Regi on Water Conpany is taking
sone action to address those itens. Yup.
Ckay. And --

| would certainly apologize if | created the
i mpression that Lakes Regi on Water was not

pl anning to take any action on these.

No, no.

| don't believe that was anything that I
said this norning or earlier.

No, | agree with you. And I'mjust -- |
don't think you were asked if -- you know,
for the other piece to the puzzle, which is
whet her or not the Conpany -- or DES

i ndi cated that these issues were being

resol ved.

M5. HOLLENBERG Well, they
don't indicate that they're being resol ved.
They say that Lakes Region is "taking sone
action,” and then continue to say, "In both

I nstances, an investnent in treatnent i1 s
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anticipated, and it is unclear to Staff when
full conpliance will be achi eved."”
| see that | anguage as well.

MR. RI CHARDSON: And | hope the
Commi ssion appreciates that | have a w tness
that could explain what's bei ng done to
address these. (Cbviously, these are very
recent. They're post-testinony. The e-mail
that | have from DES has yesterday's date. So
| would be willing to offer M. Mason to
respond to those questions. But instead, |'ve
only got the witness that was asked about
these two exhibits. So that's why --

CHAI RVAN | GNATI US:  Well, let's
hol d of f on deciding whether M. Mason's going
to be recall ed.

But just for clarity, the
e-mail may be from March 20t h, but the
viol ati on dates are January 24 and
January 20, 2012; correct?

MR. RICHARDSON: That's right.

CHAI RVAN | GNATI US:  Waich is
prior to our previous sessions here in the

heari ng room

47
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MR. RICHARDSON:. That's right.
And there are already -- 1I'll represent to the
Conmmi ssion that ny witnesses would testify
that these violations are under agreenent to
be resolved. There is a conpliance filing --
actually, why don't | ask M. Eckberg that
question, because | believe one of the
docunents says precisely that.
Your question then is?
(By M. Richardson) Yes. You see -- let's
| ook at the January 24th docunent agai n.
"Pl ease be advised that" -- in the second
paragraph -- "if the subject system has not

corrected the deficiencies or it is not in

conpliance with DES" -- "with a DES-approved
CAP" -- which stands for Corrective Action
Plan -- "by March 21, 2012..." Wre you
aware that the Conpany has -- is in

di scussions with DES to submt that plan for

April 1st?

No, I'"'mnot aware of that at all. No.
Ckay.

And j ust because there was -- a nonent ago
there was a question about dates. | just
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want to be clear that this notice of
violation is dated January 24, 2012, and it
relates to a sanitary survey which took

pl ace on Novenber 22nd, 2011. kay?

Hhrm hmm

There's three different dates going on here.
There was a date of the inspection, the date
of the report and the date of the e-nmuil,
March 20th, inform ng us of that situation.
Right, right. And you understand that after
a sanitary survey is done, typically if
there are violations, DES would informthe
operator of the system by sending them a
notice of violation and ask that they be
fixed. This is the first step.

"1l accept that. [I'mnot intimately
famliar with DES processes and procedures.
But I'lIl accept that as their standard
process, certainly.

What is your opinion -- you' ve obviously
recomrended that the Conpany's rates be
reduced fromwhat it requested in its
filing. D d you ever eval uate what Lakes

Region's rates were in relation to ot her

49
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water utilities?

| have been involved in a nunber of other

water utility rate cases, so | have sone

general famliarity with those rate | evels.

But | can't quote you dollars and cents,

right off the top of ny head.

All right. Maybe you could help ne out

t hen, because you're aware of what the form

S-1is; right? That is filed as part of the

annual reports.

Part of the annual report.

Right. And that's the water consuned. And

| would |ike to provide you with the

Company's S-1. Oh, here it is.

| think the Conpany's Exhibit Ais the 2010

annual report?

Yes, yes. And I'll give you a copy so we

don't all have to flip through all of these.

Ckay.

This is -- this particular docunent is also

going to have two other utilities that |

wll get to that are in it for conparison.
CHAI RVAN | GNATI US: Mark this as

LRW?21 for identification. |I think M. Eckberg
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needs a copy.
(Exhibit LRW21 marked for
identification.)

MR RICHARDSON: Ch, did | not?
Thank you.

(By M. Richardson) So this is the S 1

page -- excuse ne. |It's the third one --
let's ook at the third page of this
exhibit, which is Lakes Regi on Water's 2010
annual report for the year ending 2010.
Does this have a nunber 1 in the | ower

ri ght-hand corner?

Yes, it does.

Ckay.

M5. THUNBERG Can | just ask
for clarification, M. Richardson? On these
sheets fromthe 2010, this is as filed, not
any of the anmended stuff that was filed by the
Conpany | ately?

MR. RICHARDSON: | believe this
is as filed. However, if you look at, |
believe it's LWR Exhibit 9, | don't think that
you' || see any changes to this schedul e.

Al though, it's in theory possible that the
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revenue nunber may -- there may have been a
correspondi ng change. | don't know the answer
tothat. | didn't change it. Excuse ne.

(By M. Richardson) So what | wanted to ask
you, | ooking at the number for Lakes Regi on
Water, you see there's a total for sales.
And | believe if you take -- 1'Il represent
to you, if you take out -- you take the
total 655,992 for revenue, and you subtract
out the special contracts with Suisseval e,
you arrive at a nunber of 496, 000 | ess 679.
Does that sound right?

Sounds pretty close to right, just by
eyebal |l arithmetic here.

And then, if you divide that by the nunber
1050 netered custoners, subtracting the one
cust oner of Suissevale, you end up with a
nunber of $473 per custoner. Does that
sound right to you?

"Il accept your -- the results of your

di vi si on probl emthere.

Hm hmm And 1'1l represent to you that
when you subtract out the Suisseval e sal es

fromthe equation and divide by the nunber
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of custoners, you end up with 2,779 cubic
feet per custoner. And so | guess ny
question to you is -- that doesn't sound
like it's a lot of nobney to ne relative to
ot her water systens.

Not in conparison to other water utilities

it doesn't seem particularly high, no.

And 1'Il represent that, if we did that sane

exercise for Pittsfield Aqueduct, which |
believe is also in that exhibit --

M5. HOLLENBERG PEU.
In this exhibit?
(By M. Richardson) Yes.
| thought this was Lakes Regi on information.
Ri ght. There was one page for Lakes Regi on.
But | wanted to provide you with all three.
So do you see there's also an S-1 form for
the annual report of Pittsfield Aqueduct
Conpany, Inc.?

CVBR. HARRI NGTON:  First page.
Yes, | see that. | note that it's for year
ended Decenber 31st, 2009, a different year.
(By M. Richardson) Yeah. No, and I

apol ogi ze for that. | had to go with what |

53
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A

could get off the web.

If you |l ook there, | believe it's --

the total revenue is 1,000 -- or $1, 889, 864.

And | divided that by 1771 custoners, and |
cane up with a nunber of $1067 per custoner
and sal es of 6211 cubic feet per custoner.
Ckay. 1'll accept the results of your

cal cul ati ons agai n.

| nmean, so to ne, that suggests that Lakes
Region is providing service at rates that
are basically half of what Pittsfield
Agueduct is doing.

Are you suggesti ng we shoul d doubl e the

rates for the Conpany then?

No, |'m not suggesting that.
Ckay.
But | nean it's already -- | believe you

agreed wth what DES had said, that it's a
difficult job to operate small water
systens. And Lakes Region is trying to do
that wi thout the benefit of what Pittsfield
Aqueduct has, which is over 100 enpl oyees

t hrough the whol e Penni chuck famly; right?

| don't know exactly how many enpl oyees

54
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Penni chuck has at the nonent. But | would
agree that it's probably nore than Lakes
Regi on Wat er Conpany, yes.

Does 100 sound about right? M information
obviously is a little old, but --

" mnot sure. And |I'mnot sure whether
you're including the enpl oyees of the
service conpany as well, which is an
affiliate of Pennichuck. So...

Hm hmm  But | guess ny -- and |'11
represent to you that we could do the sane
calculation for P.E. U, and we come up with
$4, 275, 140. We woul d divide that by
P.E.U's 5,418 custoners, and we'd cone up
with a nunber of $789 per custoner per year
on sal es of about 9,818. Does that --

obvi ously, subject to that check. But does
nmy mat h sound correct to you?

"Il accept your -- the results of your

cal cul ati ons.

| nean, | guess, doesn't this beg the
question -- or in ny mnd it does. | nean,
isn't Lakes Regi on Water undertaki ng an

extraordinarily difficult job and really
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doing the best that it can from a managenent

perspective, with very little noney?

A Is there -- you want a response to that?
Q Yes, pl ease.
A Ckay. It alnost sounded rhetorical to ne.

| wasn't sure.
The Conpany i s perhaps doi ng the best

it can. The nunbers that you've just quoted
i ndicate that, on average, it seens Lakes
Region's rates are | ower than the two
conpani es that you' ve conpared it to. But,
again, the Comm ssion has a process by which
we establish rates by | ooking at expenses
and revenues over a test year period, not
necessarily by conparing those rates with
ot her water utilities.

Q | agree.

Ckay.

>

Q And ny point, of course, being that Lakes
Regi on has sone uni que chal | enges because of
its size that sone of these other
utilities --

M5. HOLLENBERG |I'mgoing to

object. He's testifying.

56

07- 105/ 10- 043/ 10- 141/ 11- 021} { 03- 21- 12/ DAY 3 P. M
ONLY}




© o0 ~N oo o b~ w N

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

[WITNESS: ECKBERG]

CHAI RVAN | GNATI US: (Objection is
sustai ned. Do you have a question?
(By M. Richardson) Well, ny question was
that, while that is true, there are uni que
chall enges that a smaller water utility has
t hat a Penni chuck, for exanple, does not
have due to the size.
| believe that's true. And probably
Penni chuck has some chal | enges t hat Lakes
Regi on does not have.
Hm hmm  Let ne change gears, if that's
okay.
Yup.
You have your testinony in front of you, |
assune? | want to ask you sone questions

about sone of the exhibits init, and

particularly as they relate to the affiliate
agr eenent .

Ckay.

Now, you state generally -- and | don't have
t he page nunber in front of me. It's not

i mportant -- but that you believe that the

affiliate agreenent cones into conflict with

the concept of it having to be the | ower --
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excuse ne -- the higher of cost or narket.
Did | summari ze that correctly?

A It's nmy understandi ng that, when the Conpany
provi des services or when the Conpany -- it
gets a little confusing. Wen the
Conpany -- apparently, M. Mason may agree
wth ne on that point.

MS. HOLLENBERG  Excuse ne. |If
| mght interject? Could you direct the
W tness to the portion of the testinony that

you're referring to, please?

MR. RICHARDSON: | don't have
the page in front of nme. | could probably
find it.

M5. HOLLENBERG Page 14.

Q (By M. Richardson) Wll, let ne ask you

this: Your testinony refers to a principle
of the agreenent having to be consi stent
wth the higher of cost or nmarket; right?
That was in your testinony. |1'd like to ask
you about that, but I'mjust trying to nake
sure we're on the sane page.

A | think we're on the sane page, Page 14.

Q Excellent. | guess what ny concern was, you
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and | probably agree that the cost is the
cost to the utility to provide an enpl oyee's
part-time services to the affiliate, the
servi ce conpany. |Is that what the cost --
Did you just say sonething about part-tine?
Yes. Ckay. The -- let ne strike that
portion of it.

The cost, then, in this principle that
you' ve articulated, is the cost of the
utility to allow the service conpany to use
the enployees. So it's the utility's cost.
It's ny understanding that the rules are
that the appropriate standard that applies
here is that when the Conpany provides
services to an affiliate, it will do so at
the greater of cost or market.

Hm hmm  But that's not ny question. My
question is what is -- what does the "cost"”
refer to, and do you agree with ne that
"cost" refers to the utility's cost for that
enpl oyee?

Yes, it refers to the fully | oaded cost,
including all aspects. Al costs that the

conpany incurs for that enpl oyee.
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Q Ckay. But the "market" for the enpl oyee,
isn't that what the enpl oyee gets in the

mar ket pl ace?

A | believe that -- again, |I'mnot an

econom st. But | believe that the "nmarket
refers to the nmarket rate for simlar
enpl oyees providing sim|lar services.

Q Ri ght. But you've used the $50 nunber,
which is akin to what the service conpany
woul d bill the enpl oyee out at.

M5. HOLLENBERG  We're tal king
about -- excuse ne. |'mgoing to object
because he's asked a question about the
utility charging a service conpany.

MR. RI CHARDSON: ' msorry.
Yeah, yeah. 1'Il clarify that. Wthdraw the
questi on.

CHAI RVAN | GNATI US: Thank you.

Q (By M. Richardson) You've used for a narket
nunber $50; right?

A | have used that because that's, apparently,

the rate that the water service conpany
charges to the regulated utility. And in

that relationship, there's a correspondi ng
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standard, which is that, when the service
conpany provides its enpl oyees or equi pnent
to the Conpany, it should -- the cost to the
Conpany nust be the | esser of cost or

mar ket .

But the enployee -- the water utility

enpl oyee only gets his wage. You've heard
M. Mason say that. W're not taking the
water utility, having himwork for the
servi ce conpany and then bill the water
utility back. That doesn't happen. |Is that
your under st andi ng?

Maybe you could make that a little clearer
for ne.

Sure.

l'mnot sure I"'mfollow ng the question.
Yeah. And | would appreciate it -- and |
don't say this as a criticism But |I'm
soneti nes asking you "yes" or "no" questions
because | really want to junp to the next

| evel , and you ki nd of gave ne a | onger

expl anation which required ne to backtrack a
little bit.

So the market nunber that you used is
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$50. Yes or no?

A Yes, that's the information | had avail abl e
to ne.

Q But that $50 isn't what the enpl oyee woul d
earn in the market. That's what the service
conpany would bill the enpl oyee out at.
Aren't those different narkets?

A |'mnot sure. | believe it's the Conpany's
responsibility to provide that information.

Q Ckay. But you've provided that information
in your testinony. And | guess you' re not
sure what the appropriate narket is.

A | ' ve nade a conparison using the information
avai l able to ne. The Conpany has not
provi ded any other infornmation avail abl e.

Q Ckay. Let's |look at SRE Attachnent 2, and

believe it's Paragraph 4.

A Number ed Par agraph 47?
Q Yes.

A. On Page 2.

Q

Yes. That's right. You'll probably get
there faster than ne.

CHAI RMAN | GNATIUS:  And this is
in OCA Exhibit 1; correct?
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MR RI CHARDSON: Yes.

| have that.
(By M. Richardson) I'"'msorry. 1'mon the
wrong attachnment. That's why | didn't see
t he nunbers.

So in Paragraph 4, | believe it says,
"The Conpany stated in response to discovery
that the total nunber of hours billed by
LRAC to LRWAS during the test year was 983.5
at $19 an hour." Did | read that correctly?
Yes, you did.

Ckay. And if we were to just take that out

and apply it on a per-year basis -- assum ng
the test year is representative -- we'd end
up with approximately... | have $18, 000

witten down, but I don't knowif that's --
do you have a calculator in front of you?

As a matter of fact, | do.

What does that work out to?

983.5 tines 19 is $18, 686. 50.

Ckay. Now, and that's noney that, under

the -- at the $19-an-hour rate is -- goes to
t he water conpany fromthe service conpany.

That's correct.
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Ckay.

That's ny under st andi ng.

Now, you would agree with ne, | assune, that
the utility has to have some excess enpl oyee
capacity so that it has sufficient staffing,
you know, to respond to questions that cone
up during normal business hours if an

enpl oyee is on vacation, or on a 24/7 basis
if there's an energency.

' mnot sure whether that's consi dered
excess capacity or whether that's consi dered
the capacity that the Conpany needs to neet
its responsibilities.

And so | guess what I'mtrying to say is,
it's not like -- a water conpany isn't |ike
a law office, where | could just close the

| aw of fice on any given day, go on vacation
and conme back and neet ny deadlines |ater.

It has to -- you have to have the ability to
run the water conpany at all tines.

| believe that there's probably soneone that
needs to be available to respond to

enmer genci es 24-hour a day, because that's

when they may occur, yeah.
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And to do that, you need to have nore
enpl oyees -- or nore enpl oyee capacity than
you woul d have at any particul ar nonent.
So, for exanple: |If you only needed two
enpl oyees to run the water system during the
day, you'd actually have to hire nore than
two, because if one of those is out for two
weeks or is off doing sonething else, you
need to have those people available. |
mean, do you understand the concept |'m
getting at?
| understand the concept. |[|'mnot sure
agree with the result of your argunent.

For instance, ny Adjustnent No. 9
di scussed the Conpany's desire to coll ect
for 2600 hours of work for a single
enpl oyee. So, that's greater. That anount
of work is greater than what one woul d
nornmal |y consider a single enployee of about
2,080 hours for a full-time worker. So I'm
not sure where you want to go with the
concept of what's a full-tine enpl oyee.
Well, | guess what I"'mtrying to get at is

that the Conpany has to have a certain
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anount of enpl oyee capacity so that people
are available at all tinmes, even if they're
not actually doing a project at that nonent
or they're not responding to an energency,

for exanple; right?

A That sounds sonewhat reasonabl e, yeah.

Q And so by borrow ng enpl oyees as they're
avail able fromthe utility and using themin
t he manner descri bed by Tom Mason -- for
example, if they're going out to do a neter
read or sonething like that -- isn't the
servi ce conpany providing revenue to the
wat er conpany to conpensate it for
essentially what |'ve described as excess

capacity?

A Well, I"'mnot sure |I've agreed with you on

t he excess capacity issue. But the service
conpany is providing sone revenue to the
regulated utility. The point |I've tried to
make here is that | don't believe the
servi ce conpany is providi ng enough revenue.
Q Well, et ne ask you this then: If we
assune that you are correct -- and |I'm goi ng

to take issue with this. But |let's assune

66

07- 105/ 10- 043/ 10- 141/ 11- 021} { 03- 21- 12/ DAY 3 P. M
ONLY}




© o0 ~N oo o b~ w N

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

[WITNESS: ECKBERG]

67

that the correct nmarket for the enployee
services -- not the $15 to $19 that the
servi ce conpany woul d pay for a part-tine
enpl oyee, but it's the $50 -- it wouldn't
make any sense for the service conpany to
pay that enployee $50 if they could go out,
as Tom Mason said, and hire an enpl oyee for
$15 or for $19, would it?

If the service conpany is available to -- if
it has people that it can hire for |ess
noney, that would be, | think from an
econom st's perspective, that would be a
rational thing for it to do.

Exactly. So if this conpany was ordered to
pay the utility -- the service conpany was
ordered to pay the utility $50 an hour, as
you' ve suggested, that wouldn't be rationa
because they could hire sonebody for, say,
$15 or $19.

The Conpany hasn't -- | don't believe the
Conpany's offered any testinony to that
effect, but --

But you just said it wouldn't be -- well,

you heard M. Mason testify that that's the
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Q

case, that he believes he could hire sonmeone
for $19 or $20 -- or excuse nme -- for $15 or
$109.
Ckay.
So it wouldn't make any sense, would it? |
mean, it wouldn't be rational, as you said.
There are standards that affiliate
agreenents have to neet, whether you or
agree with them | believe that those
standards are in the Comm ssion's rul es.
" mnot nmaking these things up, M.
Ri char dson.
Ckay. But what I'mtrying to get at is that
you' ve recomrended $50 an hour for the
affiliate agreenent, and if that were to
happen, it would put the service conpany in
a position --

M5. HOLLENBERG  (bj ecti on.
Testinony by the attorney.

MR RICHARDSON. |I'mtrying to
posit a hypothetical. That's in his
t esti nony.

CHAI RVAN | GNATI US: Go ahead.
(By M. Richardson) That would put the

68

07-105/10-043/10-141/11-021}{03-21-12/ DAY 3 P.M

ONLY}




© o0 ~N oo o b~ w N

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

[WITNESS: ECKBERG]

69

Conpany in the position of paying $50 an
hour, which I think you said was not

rati onal from an econoni c standpoint --

And it's not rational -- if the service
conpany feels it can hire the |abor it needs
for less, then | would assune that it would
do that.

So then, the net effect of changing the rate
to $50 an hour woul d be that the water
servi ce conpany would likely hire the

enpl oyee at the | ower rate, and the water
utility would not receive $18,660. Isn't
that the case?

That perhaps m ght be a consequence. |I'm
not sure. That's a hypothetical question, I
t hi nk.

Hm hmm  Well, in that hypothetical, then,
both the service conpany and the water
utility would essentially | ose the benefit
of sharing the sane enpl oyee.

| think we're here tal ki ng about the

regul ated utility. |'mnot necessarily --
don't believe ny responsibility is to be

concerned with the econom c health of the
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servi ce conpany necessarily.
Q That's true. So the utility would | ose the

benefit of the $18,686 in that hypothetical.

A That may be the case. |'mnot sure.

Q Now, | nean, you understand that the service
conpany is using the utility enpl oyees on
occasion to, for exanple, provide service to
Sui ssevale. | nean, that m ght be one of
the systens that they operate where they

share an enpl oyee.

A That' s possi bl e.

Q And isn't there a benefit that the public as
a whole -- in other words, the public
interest -- derives frombeing able to use
t he sane enpl oyee to operate basically both
parts of a connected systenf

MS. HOLLENBERG ~ (bj ection. |
guess | think it sounds |ike he's asking the
W tness to basically give a | egal opinion
about whether or not that arrangenment would be
consistent with the public interest.

MR. RI CHARDSON: He's al ready
testified it's not consistent with the public

i nt erest. Sol'd like to have hi m answer the
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questi on.

CHAI RVAN | GNATI US: And your
question is about a shared enpl oyee bet ween
Sui sseval e and who?

MR. Rl CHARDSON: \Whet her or not
the sharing of a utility enpl oyee between the
utility and the service conpany provides a
benefit to the public.

CHAI RVAN | GNATI US:  Wel |, you've
al ready asked that. So what's the new
question that has to do with Sui sseval e?

MR. RI CHARDSON: Well, | was
usi ng Sui sseval e as an exanpl e, where the
wat er servi ce conpany, as the Conm ssion
knows, is operated by -- Suissevale is
operated by the water service conpany. So |
was trying to ask himif that would provide a
benefit of having the sane enpl oyee
essentially operate on both sides.

MS. HOLLENBERG  Rel evance.

CHAI RMVAN | GNATIUS: | think you
can ask the question, and if we can get an
answer and nove to sonething new -- it's now

3:15, and | have a very bad feeling that we're
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not going to make it through two nore

W t nesses.

Coul d you restate the question for ne?
There's been consi derabl e back and forth

t here.

(By M. Richardson) Yeah. Absolutely. Let
me -- why don't you do your best to answer
what | [sic] think the question is, because

| think you could probably do it better than

| coul d.
But in a nutshell, isn't there a
benefit to the public interest -- that is,

the custonmers of both the service conpany
and the custonmers of the utility -- in being
able to share an enployee and utilize their
joint expertise, utilize their know edge of
even connected systens?

You're asking ne to agree that there is a
public interest that benefits the water
service conpany, and | sinmply can't do that.
' mnot charged with the responsibility of
bei ng concerned about the service conpany.
My responsibility is the residential

ratepayers of the regulated utility.
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But the Comm ssion's -- isn't the

Comm ssion's standard to revi ew whet her or
not the affiliate agreenent is consistent
wth the public interest?

If you could provide ne with the | egal
standards by which they, the Comm ssi on, has
to reviewthe affiliate agreenents, that

m ght be sonething | can opine on. But,
again, |I'mnot an attorney and...

But | guess you didn't evaluate that aspect
when you forned your opinion about whether
there were those types of things?

| didn't evaluate the benefit to the service
conmpany, no.

And you didn't eval uate whet her or not the
water utility conmpany mght |ose the $18, 686
if the service conpany was required to pay
$50 an hour.

| believe in response to discovery, M.
Mason i ndicated that that m ght be an
outcone. But the predom nant issue for ne
is that | see informati on which does not
seemto conply with the standards for

affiliate agreenents. That's why |'ve made
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t hi s proposed adj ust nent.

Q But yes or no. You didn't eval uate whet her
or not your recommendati on of changi ng the
rate to $50 woul d cause the water utility to
| ose approxi mately $18, 686.

A No, | did not.

Q Ckay. Thank you.

MR. RI CHARDSON: | have no
further questions.

CHAI RVAN | GNATI US:  All right.
Thank you. | think we have, then, M.
Spei del. Any questions of M. Eckberg?

MR. SPEIDEL: Yes, | have a few
short background questi ons.

CROSS- EXAM NATI ON BY MR SPEI DEL

Q And M. Eckberg, these questions are rel ated

to your voluntary receivership concept that

you di scussed in your testinony.

A Yes.
Q | believe you're generally famliar with
your recommendations, so |I'lIl just launch

into themin the interest of tine.
In formul ati ng your concept of

voluntary receivership, did you concei ve of
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the fact that the Conm ssion would have to
approve such a voluntary receivership
arrangenment ?
Yes, that was certainly part of ny
consi derati on.
Ckay. And as part of that, did you conceive
of a specific basis for Comm ssion approval
of such an arrangenent in general terns,
such as general supervisory authority of the
Comm ssion or franchi se powers reviewed by
t he Comm ssi on?
| would say that was probably beyond the
scope of ny consi derati on.
Ckay. Thank you.

And finally, did you conceive of any
procedural recommendati ons in connection
w th your recomendati on?
No, | don't believe I did. | would probably
have |l eft those to the attorneys that | work
Wit h.

MR. SPEIDEL: Ckay. | have no

further questions. Thank you, Comm ssioners.

CHAI RVAN | GNATI US: Thank you.

Conmmi ssi oner Harri ngton.
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| NTERROGATORI ES BY CVSR. HARRI NGTON:

Q

Ckay. There was a |l ot of discussion on the
del i nquent property taxes that was shown in
Record Request No. 2. And | think we
established that there was a list of towns
there that were over 90 days in arrears and
that those were a substantial anount of
noney that were property tax bills. And
then there was sone di scussion on the test
year of 2009. This record request is
show ng the accounts payable as of 3/9/12.

Do you know fromthe test year 2009
what were the delinquent property taxes and
the total payabl es?
| do not know that specifically.

Since we just tal ked about this affiliate
agreenent, |I'Il try to ask ny questions on
that and get those out of the way.

Are you aware of any simlar
arrangenent between a water conpany or
utility and a service conpany with -- in
this case, where the utility provides
contracted services to the service conpany?

And let ne preface that by saying normally |
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woul d expect -- or at |east ny experience
wth sonething |ike this would be that you
have a service conpany -- hence, the nane,

t hey provide services. So the utility would
say, W need extra help for a particul ar

proj ect or whatever and they go to the
service conpany and they provide themw th
experti se and bodies. |'ve never heard of a
situation where the service conpany says, W
need help in the formof the expertise and
bodi es, so they go to the utility and say,
Can we hire your enployees on a contract
basi s? Have you ever heard of this
happeni ng anypl ace el se?

l"mnot famliar with any specific instances
of that. But they may exist. |'mnot sure.
Agai n, tal king about the affiliate
agreenents. On Page 14 of your testinony,
the bottom of the page, it tal ks about M.
Mason's response. And this has to do wth

t he new reduction of the rate from $50 to
$19 an hour. And it tal ks about the average
wage for Lakes Region field enployees is

$14. 31 --
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Yes.

-- approxi mate payroll tax, benefits,

vehi cl e cost, which equals $23.97 an hour.
And then it goes on to say that any fee
beyond $19 woul d not be cost-effective. |I'm
not sure what the rest of that neans.

But getting back to this, if a service
conpany had to go out in the narket, not
maki ng a -- not through this affiliate
agreenent. But if they were hiring
t enporary personnel, contract personnel, it
would -- is it reasonable to assune that
they would have to pay a rate that would
cover up to and including everything |listed
here under the $23 an hour? They woul d be
payi ng payroll taxes, wages, vehicle cost,
et cetera. And wouldn't they al so be adding
in overhead costs, such as, you know, rental
on buil di ngs where the enpl oyee worked,
adm ni strative staff that's associated wth
t hat contract enpl oyee and profits for the
conpany?
| believe all those costs should be incl uded

in the cost analysis, certainly.
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So it would seem then, we could concl ude

t hat chargi ng $19 an hour not only doesn't
cover all the costs as a bare-bones m ni num
for Lakes Services -- for Lakes Regi on Water
Conpany, but it doesn't cone close to
approaching the nmarket rate for that,
because the market rate woul d i ncl ude things
like -- that isn't included in the $23.97,
such as administrative costs, as well as
profits.

Well, |I believe that, you know, the Conpany
has provided this analysis of their cost of
the enpl oyee. | believe what you're

i ndi cating, Comm ssioner, is that there may
be nore information that's needed about what
the market rate for such an enpl oyee woul d
be so that an appropriate conpari son could
be made between the cost and the market
rate. And | would agree that there's nore
information that's needed.

Well, | guess even nore than that. This is
not the total cost for the enpl oyee. For
exanmple: They talk about their hourly rate

of pay, which is what they receive in their
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paycheck, their taxes. And then the only --
t he benefits and then the cost of the
vehicle. But there's no nmention of things
such as adm nistrative costs associated with
t he conpany, the salary of -- going to the
peopl e who arrange the contracts, the | egal
support that has to be done, all these other
t hi ngs such as that. And | would al so
assune it's safe to assune, unl ess soneone
was doing this as a public service -- and |
don't think any conpany is operating that
way -- that they would also include a profit
margin in there as well.

A HmMm hmm So | believe | agree with you. |If
you' re suggesting that maybe this $19 an
hour is not adequately representative of the
full costs, | think I would agree with that.

Q Thank you.

A But this is the analysis that was provided,

and | have no additional information. So. ..

Q Ckay. A few other questions. [1'Il try to
make this close -- or quick.
Earlier, | think it was in M. Mson's
testinony -- or it could have been one of
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the other financial people that spoke for
Lakes Regi on Water Conpany. In response to
a question, they said their 40-percent rate
increase was not a long-termfix, if they
were granted the full increase that they
were requesting. Maybe a little bit --
maybe 41 or sonething like that, in that
vicinity. That they would still have to
cone back in a year or two and cone with
anot her rate case; and hence, of course,
they would then have to come back with
additional rate case expenses. So | guess
| ' m aski ng, do you agree that that would

be -- is that the case?

| believe that it's quite likely that the
Conpany should cone back in for another rate
increase in the very near future.

Ckay. So then, getting back to the

di scussi on, goi ng back to Record Request 2,
on whet her the outstandi ng accounts payabl e
had gone up or gone down -- because as
counsel for Lakes Regi on had suggested, we
shoul dn't consider the rate case because

that was sort of one-tinme thing. [|'m
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assunmng if another rate case has to cone
in, as you said, in a very short tinme, there
woul d be expenses associated with that rate

case as wel | .

A There woul d be expenses for that case. |I'm

not sure they would be commensurate wth
t hese expenses. This case has been very
uni que.

Q Ckay. And just two nore questions.

On the voluntary receivership, how --
l"mtrying to get in ny mnd -- let's just
say the Comm ssion were to grant sonething
like that. How is that going to address the
financial situation of Lakes Regi on Water

Conpany?

A. Well, as | addressed -- | think | offered

sone testinony today, briefly, that it's ny
under st andi ng that under a receivership
situation, the receiver would |ikely have
the authority to request increases in rates.
And that may occur in a nore expedited
manner than what we're conceiving generally
as a full rate case. So that may be a way

to reduce the tine it takes to go through
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t hat process.

Ckay. Anything el se?

No. | think that's all | have to comrent on
t hat .

And we've had a | ot of discussion now on
vari ous concerns that people have brought up
about the Lakes Regi on Water Conpany, havi ng
to do wth violations and out st andi ng
paynments and, you know, seemni ngly m nor

t hi ngs, but they do tend to add up. Putting
out fire hydrants and not collecting any
revenue, granting pensions to people after
they've | eft the Conpany, chargi ng one
sw nm ng pool doubl e what they charge the

ot her swi mm ng pool, et cetera. There seens
to be ot of things there.

So | guess ny question is: Even with
hi gher rates or a higher RCE, in your
opi ni on, can Lakes Managenent [sic] Water
Conpany survive wth its present managenent,
or does it need sone new nanagenent wth
addi ti onal expertise?

Well, | think you've hit upon an inportant

poi nt there, Comm ssioner. | think that the
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OCA truly has difficulty imagining and bei ng
confortable with giving this conpany hi gher
rates with the existing nanagenent structure
and personnel in place. | think that's a
very big challenge for us to accept that.
And | think it's a big chall enge for
ratepayers as well. W don't have any of
the Conpany -- well, we have sone of the
Conpany's ratepayers in the roomw th us

t oday, but they're whol esal e rat epayers.
Quite frequently, there are actual
residential ratepayers before the Comm ssion
conpl ai ni ng about issues. And I think they
woul d conplain loudly were we to continue to
give rate increases to the sane managenent

t eam

Al right. Thank you. And one | ast
question: D d the OCA |ook at alternative
rate nethods -- and by this | nean things
such as, we've heard a | ot about everything
bei ng prem sed by July 4th or a coupl e ot her
weekends in the summer. That's what the
driving cost of the capital inprovenments and

stuff is. D d you |ook at anything |ike,
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say, different rates at different tines of

the year, higher rates during higher denand
times, and do you think that that woul d be

effective in addressing sone of the

concerns?

A Sort of like a peak pricing schene.

Q To sone extent, yes.

A That's an interesting idea. Nothing

specific |like that was consi dered thus far.
W had -- and ny testinony suggested that a
cost-of -service study be conducted as part
of the next rate case. And perhaps that's
sonet hing that could be considered if the
majority of investnents are driven by peak
capacity needs.

CVSR. HARRI NGTON: Thank you.

That's all | have.

CHAI RVAN | GNATI US: Commi ssi oner

Scott.
CVBR. SCOTT: Thank you.
| NTERROGATCORI ES BY CVSR. SCOIT:
Q Back to the affiliate agreenent. | guess
I'll start with the nore sinple question.

It appears to ne -- and the question is
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do you agree with this -- if | understand
right, | think the utility was trying to
represent that, to the extent there is idle
or excess tine for the utility staff,
there's a benefit to having those staff

| eased out, if you will, to the service
conpany, and that anmounts to 18, 000 and
change a year. Does that -- does that sound
correct to you?

| believe that's what the point they were
maki ng was, yes.

Ckay. Do you also agree or -- reading the
affiliate agreenent, there's nothing that
limts that use of utility enpl oyees to just
that idle or excess tine.

No, | believe the agreenent |eaves it w de
open as to when they're using the enpl oyees,
certainly.

So follow ng that, there's nothing that
would -- in the agreenent -- not necessarily
sayi ng that happens -- that would stop the
utility fromloaning out nultiple staff a
hundred percent of the tine at a di scounted

rate to the servi ce conpany.
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There does not appear to be any limt to

t hat, no.

| n your experience, is that a nornmal
agreenent that's done with a utility and a
servi ce conpany?

Well, as | think Conm ssioner Harrington
asked, did | have any experience with
utility personnel being | oaned out to the
servi ce conpany? And | think that aspect of
the relationship, I don't have any direct
famliarity with that.

So let ne ask a nore direct question. Does

OCA agree with that type of arrangenent

W thout limts?

Well, | think there ought to be -- | think
you raise sone interesting concerns. |If the
enpl oyees are being used without limt,

there may be concerns about overtine, for
instance. |If the service conpany's going to
use the enpl oyees for 40 hours a week, and
then the utility only uses them during
overtinme hours, then it would seem

hypot hetically, again, that the utility

woul d be incurring extra costs rather than

87

07-105/10-043/10-141/11-021}{03-21-12/ DAY 3 P.M

ONLY}




© o0 ~N oo o b~ w N

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

[WITNESS: ECKBERG]

doing it sone other way. So there are many
aspects of the affiliate agreenent which are
t roubl i ng.

Thank you. Also during your questioning --
and you nay not be the right one, but I'm
going to ask you anyway --

Fai r enough.

-- there was nuch di scussi on between Staff
Advocate Exhibit 10 and LRW Exhi bit 20
regardi ng noti ces of violation and
conpl i ance st at us.

Are you aware of any additi onal
conpl i ance issues with the Conpany, as far
as the OCA goes?

' mnot aware of any other violations, other
than the three that have been identified
here in the exhibit. And I'msorry I did
not | abel this exhibit. This is the e-mil
whi ch tal ked about the |Indian Mound Col f
Cl ub, the Deer Cove water and the Paradi se
Shores. Those were the three existing itens
that 1'maware of related to the Conpany.

CHAI RVAN | GNATI US: Lakes Regi on
20.
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THE W TNESS: Twenty. Ckay.
Thank you.

CMSR. SCOTT: Thank you. And
Madam Chair, given that | believe on the first
day of testinony | had directly asked the
utility whether they had any out standi ng
noti ces of violation, and what | understood
was the answer was no, | was a little bit
surprised to see Staff Advocate Exhibit 10.
Gven that, if you think it's appropriate, |I'm
interested in a records request outlining the
current status for all conpliance with the
Conpany, including any kind of correspondence
fromthe Departnent of Environnmental Services;
the status of permts, including expiration
dates. | say that because |I'm-- | understand
fromone of the testinony letters that there's
t he Mount Roberts permt. That inplies that
there's an expiration com ng the end of March.
Perhaps it's been addressed. But |I'd really
like to get a feel for the total conpliance
status of the Conpany in witing | think, as
well as -- even if you don't have a letter

from DES saying you' re out of conpliance, if
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there's a known conpliance thing going on, |
think that would be hel pful for us to
eval uat e.

CHAI RVAN | GNATI US: | think it's
a fair question. | would add to your |ist
fees. That was sonething we heard about on
the very first day, that there were
outstanding fees. They may have been all been
paid by now Let ne just finish, please. Any
identification of any outstanding fees or
ot her char ges.

M. Ri chardson, go ahead.

MR.  RI CHARDSON: If I could, I
beli eve the Comm ssion al ready has the
information in front of it. And I'mat a
| oss, because |I'mever |osing the paper that's
nost in front of ne. But | believe in the
cross of M. Eckberg, | marked as an exhibit
the e-mail from Sarah Pillsbury. And the
question was basically to her about whet her
t here were any outstanding issues of violation
of drinking water standards, you know, whet her
that was -- or drinking water regul ati ons, |

shoul d say. And her response was the three
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itens. And | -- okay. That is, if you read
the e-mail sequence in LRW 20, you have Ms.
Pill sbury's response to ne, as well as ny
question to her from Friday on that very
questi on.

CHAl RVAN | GNATI US: Wl l, M.

Ri chardson, wth all respect, your w tness was

asked were there any outstandi ng violations,

and his answer was "No." At that point, there

had been two new notice of violations that had

been issued. So | think it's a fair request
to have it all in one place, a clear exhibit
that identifies the full total of any

viol ati ons, the status of each of them the

status of any fees that are owed. W know t he

fines in the crimnal case. | don't think we
have to go through that. But if there's any
ot her penalties or fees or charges that are

I nposed, the status of those. Because | can
tell you the introduction of two new noti ces
of violation was quite a surprise, based on
M. Mason's testinony the other day. So that
will be Record Request No. 5.

(Record Request 5 reserved.)
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MS. THUNBERG  Chai r man
I gnatius, may | request that Staff and any
ot her parties be afforded five business days
to respond to the record request so that we
can corroborate it?

MR. RICHARDSON:. Certainly I
have no objection to people responding. M
question -- | guess I'mat a little bit of a
| oss, because | don't recall the nature of the
testinony that you're referring to and whet her

it was directed towards letters of deficiency

havi ng been resolved. | don't think that --
at least to ny recollection -- and ny
recollection isn't always the best -- but |

under stood that the question was of that
nature, a letter of deficiency.

CHAI RVAN | GNATIUS: Well, let's
make it absolutely clear then. And if | --
that's a good rem nder. | don't care what
it's called. | want whether it's a letter of
deficiency, whether it's a notice of
violation, if it's a statenment of a problem
VWhatever it is fromDES -- and | don't know

all their termnology -- that it be identified
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in Record Request 5.

MR. RI CHARDSON:. So ny question
was really at what point |I mght have the
benefit of review ng what was actually said at
the hearing. Do we know what the timng of
the -- can we go off the record and maybe ask
t he stenographer when that piece of the
transcript wll be?

CHAI RVAN | GNATIUS: W can go
off the record.

(Di scussion off the record.)

CHAI RVAN | GNATI US: Back on the
record. So, Ms. Thunberg.

MS. THUNBERG  Chai r man
I gnatius, Staff Advocate just has a concern.
It seens |ike Attorney Ri chardson may be
expandi ng the scope of the record request to
be another bite at the apple at rehabilitating
his wiwtness. |If the record request -- it
appears it's sinply to get a status of
out st andi ng vi ol ati ons, not an opportunity to
expl ain away why the testinony was as it was
earlier in the hearing sessions.

CHAl RVAN | GNATI US:  |'d agree.
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| think there are two different questions.
But M. R chardson

MR, RICHARDSON: |'mrem nded of
t he reasons why we asked for designation of
St af f Advocat es.

Thi s docunent was brought in
today. And as you nmy recall, | asked M.
Eckberg if he knew whet her or not many of
the i ssues had al ready been resolved. So |
feel that it is critical that we be all owed
to explain actually what has happened, |
mean, not just does the letter exist, but
has the Conpany resolved it. Because there
iIs -- a big piece of those docunents rel ates
to how t he Conpany has had di scussions wth
DES about resolving this and what the
Conpany has done. |In sone cases the
sanpling, for exanple, on --

CHAI RVAN | GNATI US: Wl |, M.
Ri chardson, let's not go into the details
ri ght now

MR RI CHARDSON: Okay. |
apol ogi ze.

CHAI RVAN | GNATI US: The request
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from Conm ssioner Scott, if you |listened, was
a status of conpliance with all of those
items. So he's asked you to explain where

t hi ngs stand.

MR. RI CHARDSON: Ckay.

CHAI RVAN | GNATI US: But it
shoul d be complete. It should be everything
that the Conpany is facing, whatever the
term nol ogy over at DES may be.

CVMSR. HARRI NGTON: | guess the
other thing 1'd like to add to that as well is
we have this Record Request No. 2, which is
t he account -- aged accounts payable. And as
we' ve di scussed quite a bit, there's a |l arge
nunmber of accounts payabl e over 90 days. So |
woul d al so add to this request that the
Conpany provide us with any | egal action or
notifications that they've received fromthe
peopl e that they owe noney to, as to any
pendi ng court cases, any -- you know, things
fromthe town saying you have so nmany days to
pay your property taxes or we're going to
start | egal action, or whatever the correct

terns are to that.

95

07-105/10-043/10-141/11-021}{03-21-12/ DAY 3 P.M

ONLY}




© o0 ~N oo o b~ w N

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

[WITNESS: ECKBERG]

96

CHAI RMVAN | GNATI US:  So i s that
an additional record request, No. 67

CVSR.  HARRI NGTON: Do you want
to nake it separate?

CHAI RVAN | GNATI US: I think so.

CVBR. HARRI NGTON: Ckay. Then
it would be separate.

CHAI RVAN | GNATI US: I s that
under st ood by everyone?

M5. THUNBERG  Yes.

M5. HOLLENBERG  Yes.

MR. RI CHARDSON: Not know ng the
answer to this question, | feel the need to
ask whet her the Conmm ssion would allow us to
file that subject to a protective order, if it
relates to legal action of that nature, not
know ng if there is anything.

CHAI RVAN | GNATI US:  Yes.

MR. RICHARDSON:. | just see that

as an issue that m ght ari se.

CHAI RVAN | GNATI US: | think
that's fair. It could be under a protective
order but still nade avail able to al

participants in the case, and they woul d be
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under the restrictions of not releasing it
publicly.

| think no other questions,

M. Eckberg. Thank you for your testinony.

M5. HOLLENBERG | just had --

CHAI RMVAN | GNATIUS:  Oh, |I'm
sorry. Forgot about redirect.

M5. HOLLENBERG I'Ill try to be
brief. And before | continue, | apol ogi ze,
but I amnot able to stay beyond 4: 15 today.
| didn't anticipate that the hearing would go
as long as it has gone. And |I'lIl defer to the
Commi ssion in terns of what they want to do in
terms of proceeding. But | apol ogize for
t hat .

REDI RECT EXAM NATI ON BY Ms. HOLLENBERG

M. Eckberg, to address the issue that cane
up on cross-exam nation about the OCA's
recommendati on for voluntary receivership,
you testified on cross-exam nation that it
was the OCA' s intent in recomendi ng
voluntary receivership that the OCA provide
an opportunity for a coll aborative effort

anongst the Conpany and the other parties to
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basically bring the Conpany up to -- up and
out of the hole that we see it's in; is that
correct, ny phrasing?

| believe | testified to that on

cross-exam nation. | believe that's the
substance of ny direct testinony as well.
And you are not recomendi ng traditional
recei vershi p, which would be otherw se

defi ned as a nandatory receivership under
the statutes that the Commission is

aut hori zed to act; is that correct?

That's correct. | did not make that
reconmendation either in nmy direct prefil ed
testi nony or today while on the stand.

And is the -- was the voluntary receivership
concept that the OCA offered to the

Conmmi ssion an attenpt to present a creative
solution to the many problens that are
facing this Conpany and the other parties,
in terns of solving the Conpany's probl ens?
| believe that's an excellent way to
characterize ny suggesti on.

And is it the only solution that is possible

to address the Conpany's problens?
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No, absolutely not, which is why | believe |
stated while on the stand here that the OCA
woul d not object to other possible solutions
whi ch the Commi ssion may arrive at to
resolve this situation.

And is it fair to say that the OCA would be
open to other possible solutions, so | ong as
t hose sol utions addressed two points; one
bei ng that the Conpany gets sone additi onal
financial resources, and the second being

t hat the Conpany have a managenent
governance in place that adequately protects
custoners?

| believe those are two very inportant

poi nts that the OCA would |li ke to see occur,
yes.

The concern that the OCA has about

getting -- about the Conpany receiving

addi tional financial resources is that we
have seen in recent years, especially

t hrough these proceedi ngs, that the
managenment and t he governance that exists
presently has not solved problens that have

existed for a long tine; is that correct?
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A That is correct. | believe the managenent
that's in place nowis the managenent that's
been in place for the last three to four
years, during which time the situation has
not i nproved.

Q You were asked on cross by Staff Advocates
whet her or not you had an opi ni on about
whet her additional rate i ncreases may have
been appropriate for the Conpany in the

recent past. Do you recall that question?

A. | do recall that.

Q Wul d you agree that it would be the OCA s
position that full base rate cases woul d be
requi red and not step adjustnent cases that
we've seen with this Conpany in the recent
past? W're tal ki ng about nore frequent

rate cases?

A Cenerally, yes. Full rate cases are nore

appropriate than step increases granted in
isolation of a rate case. G(Cccasionally
there are step increases which follow
shortly on the heels of a full rate case for
i nvestnments that are anticipated by a

Conpany.
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Q And those are usually considered wthin the
context of a full base rate case; right?

A Yes, they are.

Q You were asked about Record Request No. 2.
Do you have that before you? Couple of
questi ons.

A Record request No. 2, yes. About the
account s payabl e?

Q And on cross-exam nation by the Conpany, you
wer e asked specifically about sone itens at

the bottom of the page which are identified

as "Rate Case Vendors." Do you see that
section?

A | see that section, yes.

Q Are you famliar with the law firm of

Shaheen & Gor don?

A Yes, | am

Q And did they participate in any of the
pendi ng cases before the PUC -- or the rate
case in particular?

A Yes, they did participate in the rate case
on behal f of the Conpany. Yes.

Q Did they al so represent the Conpany in the

crim nal proceedings that the Conpany faced
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Q
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in 20097

That's ny under st andi ng, yes.

Is it possible that a portion of that anopunt
is not related to rate case expenses then?

| guess that's a theoretical possibility,

but it's... | guess it's possible. But here

they are identified as rate case expenses.

So. ..

You wer e asked whet her or not -- whether

i nsufficient -- on cross by the Conpany's
counsel, whether -- words to the effect --

or a question to the effect of whether
insufficient rates could explain an increase
inautility's payables. Do you recal
questioning along that line -- to accept the
prem se that isn't it possible that
insufficient rates could result in an

i ncrease in the Conpany's payabl es?

Yes, | accept that prem se. Yes.

Well, do you -- | believe you were asked
questions like that on cross. Do you recall
t hose questions?

| do recall that, yes.

Who's responsible for insuring that the
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Conpany's rates are sufficient?

The Conpany's nanagenent i s responsible for
requesting rate relief fromthe Conm ssion
when it believes that's appropriate.

Thank you.

You were asked about your testinony on
Lakes Regi on Water Conpany Exhibit 14 on
cross by the Conpany. And specifically, I
bel i eve the questioning was targeted at
trying to identify the point you were trying
to make about that information.

Yes.

Wul d you agree that the point was that the
information is new and it has not been

i nvestigated by the OCA?

That was generally the point | was trying to
make, yes, that it was information that
hadn't been subject to discovery and that
the information | identified on Page 31 of
that exhibit sinply raised sone questions
for me. That's all.

Thank you. You were asked on cross by the
Conpany about whether or not you consi dered

the state of affairs for snmall water
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conpani es i n New Hanpshire when maki ng your
reconmmendati on or your concl usions about the
Lakes Regi on Water Conpany's nanagement
deficiencies. Do you renenber that |ine of
questi oni ng?

Ceneral ly, yes.

Ckay. And in your experience in water
proceedi ngs at the New Hanpshire Public
Uilities Conmm ssion, have you seen ot her
wat er conpani es havi ng the extensive

probl ems and chal | enges that Lakes Regi on
Wat er Conpany faces in these proceedi ngs?
|'maware that there are other snmall water
conpani es which cone before the Conm ssion
in rate cases. The OCA does not al ways
participate in all of those dockets, because
they are very small conpanies and the OCA
has very limted resources. W have
participated in this rate case and ot her
cases relating to Lakes Regi on Wat er Conpany
because of the significant issues that have
cone up.

So, focusing on the cases that you' ve had

experience in at the OCA do you recall any
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other case involving a snmall water utility
t hat has been like this?

No, | don't.

Thank you. You were asked on
cross-exam nati on by the Conpany whet her or
not Lakes Region was providing a service to
the public by taking on troubl ed water
systens. Do you recall that |ine of
questi oni ng?

Yes, | do.

Do you have any specific know edge about the
I nprovenments or benefits that have enured to
the custoners of the water systens that
Lakes Regi on has taken over since they've

t aken over those systens?

Wll, I'maware that Lakes Regi on has nade
i nprovenents to sone of those systens -- to
many of those systens over the years. And
there are sone systens that are better off
now t han they were when the Conpany took
over.

You were asked about Lakes Regi on Water
Conpany, Exhibit 21. Do you still have a

copy of that in front of you? It's the
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three different pages fromthree different
annual reports of three different water
utilities.

Yes, | do have that here.

And | believe you were asked a question to
the effect of whether or not Lakes Region
Wat er Conpany's current rates are conparabl e
or conpared to or how they conpare to the
rates of these other utilities. Do you
recall that?

Yes, that was the general |ine of
questioning, was to conpare the average
rates of these three conpanies. Yes.

And the two other utilities that are
identified in that exhibit are Pittsfield
Aqueduct Conpany and Penni chuck Utilities,
Inc.; is that correct?

Yes. PEU and PAC. Correct.

And those are both conpanies affiliated wth
Penni chuck Cor porati on?

That's correct.

And do you recall, on the first day of this
hearing, M. St. Cyr testifying that Lakes

Regi on Wat er Conpany was not conparable to
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t he Penni chuck conpani es?

| believe | nmay have a note to that effect
in my own notes, yes.

You were asked on cross whether or not Lakes
Regi on was doing the best that it can. Do
you renenber that question?

The question sounds famliar. |'m not
exactly sure what ny response was.

That's okay. Recognizing that you are not
an attorney, is there such a |legal standard
at the Conm ssion as "doing the best that a
utility can"?

| don't believe that's one of the standards
that's usual |y eval uat ed.

Thank you. Wth regards to questioni ng on
cross about your affiliate agreenent

testi nony, do you recall you were asked
about the evidence that the Conpany provided
about the cost of the utility services to
the water service conpany? Do you recal

t hat ?

Yes. There were a nunber of the questions
about the affiliate agreenents.

So there were questions related to how much
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it cost the utility to provide services to
t he Conpany, and there was di scussi on about
costs in the range of 19 to the | ow 20s.
But it was in that range. Do you recal
t hat ?

A |'"msorry. | believe you just said the
utility -- how nuch it cost the utility to

provi de services to the Conpany and --

Q The servi ce conpany.

A The servi ce conpany.

Q Actually, let me just -- if | could just
show you the -- where's the affiliate

agreenent? |If | could just show you --

M5. HOLLENBERG  May | approach
the wi tness, please?

CHAI RVAN | GNATI US: Pl ease.

Q (By Ms. Hollenberg) -- Lakes Regi on Water
Conmpany Exhibit 10, which is the affiliate
agreenent. And | believe the second page
and the third and fourth pages are actually
the rates and the terns of the agreenent.
The first page is nore kind of general
terns.

A. Yes.
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So, in that docunent it says that the
agreenent is that the utility wll charge

t he service conpany $19 for services of the
utility's enployees; is that correct?
I|'mnot sure that's the exact | anguage
that's here, but | believe, yes, that's the
intent of this agreenent. Yes.

Ckay. And there's been discussion that
perhaps $19 isn't the actual cost of the
utility; is that correct?

There has been di scussi on about that. |
believe M. -- | believe one of the Conpany
W t nesses offered sonme informati on about
that as well. | hesitated there because |
couldn't recall whether it was M. Mason or
M. St. Cyr.

And to the extent that it is the utility
recovering costs of its enployees for its
services to an affiliate, the standard that
you believe applies is greater of cost or
market; is that correct?

That is correct.

And there was an exchange w th Conm ssi oner

Harri ngton about the fact that we do not
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have i nfornmati on about what the market cost
of the utility services are; is that

correct?

A. That's correct.

Q Ckay. |If you conpare the exhibit that
relates to the affiliate services to the
servi ce conpany, conpared to the service
conpany to the utility -- if you could

conpare those two schedul es --

A. Yes.

Q -- do you see that the sane cost conponents
are included within that personnel charge?
| apologize. | don't have it in front of

nme.

A Appendi x A covers the contractor utilization

of water conpany personnel and equi pment.

Q Do you agree, under the heading
Conpensati on, personnel includes -- the cost
i ncl udes enpl oyee's hourly rate; payroll
t axes; enpl oyee benefits; vehicle cost,
i ncl udi ng fuel, maintenance, insurance and

depr eci ati on?

A. Yes, that's what's included in that

$19- per - hour cost.
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Q Ckay. |If you go to Appendix B, it says
under Conpensati on, personnel, including

pi ckup truck. And then if you go down --

A. Several lines |later.

Q -- it says costs include the sane category,
the sane types of costs: Enployee's hourly
rate; payroll taxes; enpl oyee benefits;
vehi cle cost, including fuel, maintenance

i nsurance and depreciation. Are those --

A Those appear to be exactly the same

categories in both situations, yes.

Q And do you recall on Day 1 of -- | believe
it was Day 1 of the hearing, M. Mson
testified about the basis for the
affiliate's -- the service conpany's $50
rate?

CHAI RVAN | GNATI US: Ms.

Hol | enberg, |I'm going to stop you and ask
you -- we're on redirect here. Wat is it in
your question that ties to sonething that was
raised in cross that hasn't already been
addressed or couldn't have been addressed
before? So if you could tailor your question

to that, as |'ve asked others to do.
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MS. HOLLENBERG  Well, M.
Eckberg was asked a | ot of questions about his
position on the affiliate agreenent, and I
just wanted to point out to the Conm ssion
that | believe -- and | can do this as an
offer of proof -- M. Mason testified on Day 1
that the $50 rate that the affiliate charges
tothe utility is a market rate, and it's not
based on actual costs. So, to the extent that
the services are the sane cost conponents in
each -- for each type of service, either
provi ded by the affiliate or provided by the
utility, there may be information in the
record that that provides the narket rate of
what that service is.

CHAI RVAN | GNATI US:  All right.
But that sounds nore |ike a closing argunent.

M5. HOLLENBERG  Ckay.

CHAI RVAN | GNATI US:  So, just
focus on what M. Eckberg can testify to that
you need to address because of questions that
came up in questioning today.

MS. HOLLENBERG  Ckay. Thank

you.
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A
Q

113

(By Ms. Holl enberg) M. Eckberg, have you
ever heard of a conpany or a water -- of a
utility having excess enpl oyee capacity?
Wll, as | believe | responded to M.

Ri chardson, there was a question in ny m nd
about what constitutes "excess capacity."
M. Ri chardson suggested that havi ng
adequat e enpl oyees to cover all the needs of
t he conpany, even during non-regul ar work
hours, was a necessary requirenent for the
Conpany, that soneone woul d have to respond
to energencies on off hours, for instance.
And | agreed with that. But | believe that
| then said |I'mnot sure that neans that
that is excess capacity or whether that's
sinply appropriate capacity for the conpany
t o have.

If you were investigating a utility, and the
facts showed that the utility had enpl oyees
that were idle and not active and being paid
for them would you be concerned about

rat epayers payi ng for excess capacity?

| woul d be, yes.

Ckay. Thank you. You were asked on cross
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whet her or not it would be rational for the
servi ce conpany to pay $50 an hour when it
could pay less than that in the market for
the services it gets fromthe utility. Do
you recall that?

Yes.

Do you believe it's rational for the utility
to pay $50 for services it gets fromthe
service conpany if it could get these
services from sonewhere el se for |ess?

No. If it could get those services from
sonewhere else, it should, yes.

You were asked about whether or not there
was a benefit to the service conpany, or

Sui sseval e, of sharing enpl oyees between the
service conpany and the utility. Do you
recall that?

| recall that question. The question may
have been struck or objected to. |'m not
sure | nmade any kind of a response to that
questi on.

Wuld you -- does it followthat, if there's
a benefit to the service conpany or a

whol esal e custoner of a utility, that the
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other regulated-utility custoner shoul d pay
for that benefit? Does it automatically

follow that that would be the case?

A It doesn't automatically follow. And I

believe that | offered the response which
said | wasn't necessarily concerned wth the
financial health of the service conpany.

That wasn't within the area of the issues |
shoul d be concerned wth.

MS. HOLLENBERG  Thank you. |
don't have any ot her questions.

CHAI RVAN | GNATI US: Thank you.

Thank you, M. Eckberg.

You' re excused.

MR RICHARDSON:. If | may offer,
there was a question raised as to whether the
Shaheen & Gordon expenses included -- |
believe it was related to the crim nal defense
in exhibit -- in Record Request 2. |l
represent to the Conm ssion that they do not.
Those fees have been paid off. They were for
general legal. |If there's any -- that's a
very inportant question. |If there's any doubt

as toit, we would provide the Comm ssion wth
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t he docunentation to that effect.

CHAI RVAN | GNATI US: Thank you.
| don't see any need for further
docunent at i on.

M. -- I"msorry. M.
Thunberg, | think you would be next in the
W tnesses with M. Naylor. Are you prepared
to go forward?

M5. THUNBERG  Yes.

CHAI RVAN | GNATI US:  Let's go off

the record for a nonent.

(Di scussion off the record)

CHAl RMAN | GNATIUS:  So, let's go

back on the record. | think, because of
the -- we're at the end of the day, we ought
to just commence with M. Naylor first thing
on March 27th, at 9:00 o' clock in the norning.
Thank you, everyone, for al

of your tine. It has been a |ong day. So
we stand adjourned until the 27th.

(Wher eupon the Day 3 Afternoon Session

was adjourned at 4:12 p.m)
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