
 
April 17, 2020 
 

Debra A. Howland, Executive Director 
New Hampshire Public Utilities Commission 
21 South Fruit Street 
Concord, New Hampshire 03301-2429 
 
Re:  DW 19-147, Hampstead Area Water Company, Inc. 
 Petition for Approval of Financings   

Dear Ms. Howland: 

In this letter, Staff of the New Hampshire Public Utilities Commission (Staff) 
recommends the Commission approve an assented to motion to bifurcate consideration of 
two loans contained in a financing petition submitted by Hampstead Area Water 
Company, Inc. (HAWC or Company) in the above-mentioned matter.  Staff further 
recommends the Commission approve a financing for HAWC for an amount up to 
$1,204,815 from the New Hampshire Drinking Water and Groundwater Trust Fund 
(DWGTF) administered by the NH Department of Environmental Services (DES).  A 
detailed narrative of the proposed financings as well as the basis for Staff’s 
recommendations follow. 
 
Background 
 
 On September 9, 2019, HAWC filed a petition with the Commission requesting 
approval of two financings related to its portion of Phase I construction of the Southern 
NH Regional Water Interconnection Project (Project).1  The testimonies and attachments 
of HAWC’s consultant, Stephen P. St. Cyr, and HAWC’s President, Harold Morse, 
accompanied the petition. 
 The first loan (CIAC Tax Loan) in an amount up to $1,204,815 from the NH 
DWGTF is for payment of anticipated federal and state income taxes.  These taxes are the 
result of HAWC’s approved receipt of Contributions in Aid of Construction (CIAC) in 

                                                 
1 The Southern NH Regional Water Interconnection Project is an initiative supported by DES to transmit water 
supply from Manchester Water Works to the towns of Windham, Salem, Atkinson, Hampstead, and Plaistow.  The 
Project has two phases.  Phase I will enable a total maximum daily flow of 1 million gallons per day (MGD) to the 
regional systems.  The current total estimate for Phase I, including HAWC’s portion, is $26.9 Million.  The 
completion of Phase I is anticipated by the end of 2020.  Phase II, when completed, will enable the supply of an 
additional 3.13 MGD of water to the region.  The current estimated cost of Phase II is $13.8 Million.  There is 
currently no specific timeline for initiation of Phase II’s construction.  (See Weston & Sampson Memorandum dated 
January 4, 2019 included as Attachment A to Exhibit 8 of HAWC’s original filing.)     
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the form of a $3,283,750 grant2, also from the DWGTF, and $778,000 in estimated 
contributed plant from the Towns of Salem and Plaistow.3  Each contribution will finance 
HAWC’s portion of Phase I construction of the Project.  Mr. Morse’s testimony 
explained that a substantial portion of the planning process for the project took place 
prior to 2018 when the receipt of CIAC was exempt from taxation for water utilities.  The 
enactment by Congress of the Tax Cuts and Jobs Act (TCJA) of 2017, however, removed 
that exemption.  As such, it is now necessary for HAWC to borrow funds to pay its 
anticipated income tax liability on the CIAC that it will receive related to Phase I.   
 

Even though the Company is able to borrow an amount up to $1,204,815 from the 
DWGTF for this purpose, HAWC’s original filing estimated that it would only need to 
borrow $894,494 to pay its potential tax liability.  Through discovery, however, HAWC 
now estimates that it will borrow $1,102,356 from the total approved funds.4 

 
With regard to the terms of the CIAC Tax Loan, the financing will amortize over 

a twenty-five year period through monthly payments including interest based on a rate of 
2.96%.5  Commencing six months from the date of substantial completion of HAWC’s 
portion of the Project, interest payments will be required for a term of six months.6  After 
which point, principal and interest payments will be required for the balance of the loan 
term.  Final procurement of the loan is first subject to Commission approval in 
accordance with RSA 369:1, and then approval by the Governor and Council.  

 
The second loan (MSDC Loan) described in HAWC’s initial petition is for an 

amount of $392,500 to finance a portion of a total $892,500 Merrimack Source 
Development Charge (MSDC)7 assessed by Manchester Water Works (MWW) as a 
result of Phase I.  HAWC’s total MSDC is in accordance with an agreement dated March 
29, 2019 between MWW and the Project’s participants, included as Attachment C to 
Exhibit 8 of HAWC’s original filing, which established a purchased capacity rate of 
$3.57 per gallon per day.  The Company’s purchased capacity resulting from Phase I will 
be 250,000 gallons per day, resulting in HAWC’s calculated MSDC of $892,500 ($3.57 x 
250,000 gallons per day).  According to Mr. St. Cyr’s testimony, a $500,000 capital 
contribution from the Company’s shareholder will provide the necessary funding for the 
remaining portion of the total MSDC. 

 

                                                 
2 See Exhibit 1 of Company’s original filing. 
3 See Staff 3-10. 
4 See Staff 3-10. 
5 The Company’s initial filing indicated an interest rate of 2.97%.  In its response to Staff 3-1, the Company 
confirmed that the interest rate on the loan is actually 2.96%. 
6 See DES response to Staff Question 1(c) dated December 3, 2019.  
7 The MSDC is a capacity charge assessed by MWW as a means of developing the Merrimack River as an additional 
source of supply for MWW. The Commission first approved the MSDC in Manchester Water Works, Order No. 
18,628 (April 6, 1987).  For a further brief history of the MSDC and MWW’s regulation by the Commission, see 
Pennichuck East Utility, Inc. & Pennichuck Water Works, Inc., Order No. 26,076 at 2 (November 17, 2017). 
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 Staff’s discovery revealed that HAWC applied for the MSDC Loan through the 
DWGTF.  In August 2019, the DWGTF Advisory Commission informed HAWC of its 
decision to defer consideration of the MSDC Loan until a later date.8  The Company 
anticipates the DWGTF Commission will take this matter up again at a subsequent time, 
but as of this date, that has not yet occurred.  In the alternative, HAWC is prepared to 
borrow the required funds from Pentucket Bank via the line of credit it holds with that 
institution at an estimated interest rate of 5.00%.9  The Company’s preference, however, 
is to borrow the funds from the DWGTF.10  
 
 Given the continued uncertainty regarding HAWC’s MSDC Loan request, Staff 
inquired as to the Company’s willingness to submit a motion to the Commission to 
bifurcate consideration of the two proposed loans, to which the Company agreed.11  
Consequently, on February 25, 2020, HAWC filed an Assented-to Motion to Bifurcate 
Consideration of the Company’s proposed MSDC Loan and CIAC Tax Loan.  In that 
motion, HAWC indicates that the Commission’s consideration of the CIAC Tax Loan is 
most critical as it pertains to this summer’s actual construction of Phase I.  Further, given 
the current uncertainty regarding the precise terms and conditions that HAWC will obtain 
relative to the MSDC Loan and the fact that its consideration is not presently as critical as 
that of the CIAC Tax Loan, HAWC requests that the Commission consider the two 
financing requests separately, giving priority to the CIAC Tax Loan. 
 

HAWC’s original petition filed last September specifically requests the following 
of the Commission: 
 

• Authority to accept a grant from the DWGTF in the amount of $3,283,750 for the 
construction of HAWC’s portion of infrastructure related to Phase I of the 
Southern NH Regional Water Interconnection Project (Project), 

• Authority to borrow an amount up to $1,204,815 from the DWGTF to pay 
anticipated income taxes incurred from the acceptance of CIAC, 

• Authority to borrow an amount up to $392,500 from either the DWGTF or a bank 
to finance a portion of the total MSDC assessed by MWW to HAWC relative to 
the Project, 

• A finding that the execution of loan documents by the Company for the purpose 
of consummating the two requested financings are consistent with the public 
good, 

• A finding that the proposed amounts and uses of the proceeds of the two 
financings are prudent and consistent with the public interest, and 

• Authority to increase rates by such amounts as to enable the Company to recover 
its investment and earn a reasonable rate of return on such investment. 

                                                 
8 See Exhibit 1 of the Company’s initial filing and Staff 1-4. 
9 See Staff 1-1. 
10 See Staff 2-3. 
11 See Staff 4-2. 
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On September 19, 2019, Staff informed HAWC that it would only be examining 
the two requests for financing contained in the filing pursuant to RSA 369:1 and RSA 
369:4.  Staff further stated that it would not be examining the prudency of the Company’s 
proposed improvements, at this time, nor HAWC’s request for authority to increase rates.  
HAWC agreed with Staff’s characterization of the purpose of its filing and scope of 
review.12      
 
 Between October 2019 and January 2020, Staff propounded four rounds of 
discovery on the Company, to which HAWC provided responses.  Staff also made 
inquiries of DES personnel relative to the Company’s participation in Phase I of the 
Project and the related approved funding from the DWGTF. 
 
Motion to Bifurcate Consideration of the Two Proposed Financings 
 
 On February 26, 2020, HAWC filed its assented to motion to bifurcate the 
underlying financing petition that seeks Commission approval of two distinct financings.  
HAWC requested that the Commission allow bifurcation of the two financings, allowing 
the approval of the CIAC Tax Loan, as described below, to proceed.  HAWC argued that 
the time sensitive nature of the CIAC Tax Loan, with the upcoming construction season, 
and the uncertainty of the terms regarding the MSDC Loan support bifurcation.  The 
Commission has approved a similar bifurcation of financing in the past, stating that the 
bifurcation “would promote the orderly and efficient conduct of the proceeding.”  
Pennichuck Water Works, Inc., Secretarial Letter, January 18, 2018, (Docket No. DW 17-
183) at 1.   Staff recommends the Commission approve HAWC’s motion for the same 
reasons.   
 
 As previously stated, the terms and conditions of the proposed MSDC Loan at 
present remain uncertain, as is also the exact lender of these funds.  That uncertainty 
prohibits Staff from making a recommendation to the Commission.   Given the critical 
juncture that now exists relative to the impending commencement of Phase I 
construction, Staff recommends the Commission move forward with approval of the 
proposed CIAC Tax Loan at this time as those terms are certain and examined by Staff.   
Staff anticipates that once the DWGTF Advisory Commission provides a definitive 
answer to HAWC regarding the pending MSDC Loan, the Company will advise the 
Commission relative to its financing plans in this regard.  Staff will then review those 
plans, including any updated terms and conditions of the proposed MSDC financing.  
Staff will then provide the Commission with its recommendation regarding the MSDC 
Loan at a future date. 
 
CIAC Tax Loan 
  

                                                 
12 See Staff 1-29. 
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 Under RSA 369:1, public utilities engaged in business in this state may issue 
evidence of indebtedness payable more than twelve months after the date thereof only if 
the Commission finds the proposed issuance to be “consistent with the public good.”  
Analysis of the public good involves looking beyond the actual terms of the proposed 
financing to the use of the funds and the effect on rates to insure protection of the public 
good.  Appeal of Easton, 125 N.H. 205, 211 (1984).  “[C]ertain financing related 
circumstances are routine, calling for more limited Commission review of the purposes 
and impacts of the financing, while other requests may be at the opposite end of the 
spectrum, calling for vastly greater exploration of the intended uses and impacts of the 
proposed financing.”  Lakes Region Water Company, Inc., Order No. 25,753 (January 13, 
2015) at 4-5, citing Public Service Company of NH, Order No. 25,050, 94 NH PUC 691, 
699 (2009).  
 
 The Commission engages in a more limited review for routine financing requests.  
Pennichuck Water Works, Inc., Order No. 26,247 at 4 (May 3, 2019).  A routine request 
is one that “will have no discernable impact on rates or deleterious effect on 
capitalization, [and] in which the funds are to enable . . . investments appropriate in the 
ordinary course of utility operations.” Id.  In the case of the instant financing, while the 
resulting estimated rate increase is not de minimus, it is also not discernable, nor will the 
proposed financing have a deleterious effect on capitalization, as discussed below.  As 
such, and consistent with other Commission-approved financings from the DWGTF, 
Staff reviewed HAWC’s filing as a routine financing. 
 
 In its filing, HAWC avers that the CIAC Tax Loan is in the public interest 
because the underlying Project enables the Company to provide safe and reliable water 
service to its existing customers as well as consumers within the Town of Plaistow. 
Petition at 4.  Mr. Morse, in his testimony, states that completion of the Project is 
beneficial to HAWC with regard to system operation and resource planning.  
Specifically, the Project will enable HAWC to provide stability to its two core systems 
relative to both regular and emergency water supply.  
 
 In its response to Staff 1-20, HAWC provided a letter from DES Commissioner 
Robert R. Scott in support of the Company’s filing.  In his letter, Commissioner Scott 
stated that HAWC’s participation in the Project would benefit its existing customers by 
facilitating: 
 

1) Increased reliability of HAWC’s water supply, as some existing wells are 
experiencing declining yield. 

2) Improved water quality by enabling HAWC to prioritize higher quality wells. 
3) A reduction in system complexity by allowing HAWC to take more than half of 

its existing wells offline. 
4) An ability to expand to address contamination and/or loss of water in private 

wells. 
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Commissioner Scott further emphasized the critical nature of the Company’s 
participation in the Project because of the necessity to wheel the regional water supply 
through the HAWC water system to enable service to the Town of Plaistow.  Finally, 
Commissioner Scott echoed the Company’s arguments for approval of the financing by 
stating that it will support HAWC’s continuing ability to provide safe and reliable service 
to its customers at just and reasonable rates. 

 
With regard to the impact that Phase I will have on customer rates, HAWC 

estimates a resulting increase of 17.31% in its revenue requirement from existing 
customers.13  This estimate, however, is inclusive of projected increases in HAWC’s 
operating expenses resulting from Phase I of $340,000, and is after anticipated revenues 
from the Town of Plaistow of $88,000. 

 
With regard to HAWC’s capital structure, the Company indicates there will be a 

relatively small adjustment.  Revised Schedule SPS-3 included in the Company’s 
response to Staff 3-10 shows a debt/equity ratio after the completion of Phase I of 
66%/34%.  This is compared to the Company’s projected debt/equity ratio after approval 
of HAWC’s recent tank financing in DW 18-138 of 63%/37%.14 While the Company’s 
highly leveraged position remains of great concern, Staff notes the commitment made by 
HAWC’s shareholder in DW 18-138 to make capital contributions of at least $750,000 
between 2019 and 2021.  Staff also notes that Mr. St. Cyr’s testimony states that HAWC 
will file a general rate case with the Commission at the conclusion of Phase I.  As such, 
Staff anticipates that HAWC’s overall capital structure will be an issue taken up for 
consideration during that proceeding. 

 
Staff recommends the Commission approve HAWC’s request for financing 

relative to its proposed CIAC Tax Loan in an amount up to $1,204,815.  Staff believes 
the Company has shown that it is necessary to borrow these funds to pay the anticipated 
income tax liability resulting from its acceptance of CIAC from Phase I.  Based on DES’s 
assertions, Staff further believes the Project, itself, appears to be appropriate and in the 
public good.  Lastly, the terms of this financing from the DWGTF are favorable. As such, 
Staff believes that these terms, when compared with other possible financing options, 
mitigates the overall impact the Project will have on overall customer rates. 
 
 
Requests for Additional Commission Approvals 
 

                                                 
13 See Staff 3-10.  HAWC’s original filing projected an increase in its revenue requirement of 20.17%. 
14 Commission Order No. 26,230 (March 29, 2019) approved a financing of up to $1,020,000 from the DWGTF.  
That Order reported a potential debt/equity ratio projection calculated by Staff of 72%/28% upon full withdrawal of 
that loan and assuming a full withdrawal of HAWC’s $1 Million line of credit with Pentucket Bank.  HAWC’s 
debt/equity projection contained on Schedule SPS-3 does not reflect any withdrawal on its available line of credit 
funds.    
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 As stated previously, HAWC included in its petition a number of other requests 
for Commission approval in addition to its request for financing approval.  Among these 
was a request for authority from the Commission to accept a grant from the DWGTF of 
$3,283,750 for the construction of HAWC’s portion of the Phase I infrastructure.  While 
Staff reviewed the grant funds approved for HAWC within the context of the financing 
requests, Staff believes that Commission approval for the receipt of those grant funds is 
not specifically required as it does not conflict with the terms of its tariff and the funds 
are not subject to repayment or considered a financing. RSA 369:1. 
 

HAWC’s petition also sought a Commission finding that the proposed amounts 
and uses of the proceeds of the financings are prudent and consistent with the public 
interest.  While Staff reviewed the proposed Phase I projects anticipated for construction 
by HAWC within the context of the financing requests, it did not evaluate the prudency 
of these projects.  Staff believes RSA 369:1 and RSA 369:4 do not require a prudency 
determination at this time and that such would be premature until the proposed plant is in 
service, and used and useful.  See Hampstead Area Water Company, Inc., Order No. 
26,230 (March 29, 2019) at 9 (the Commission’s approval of the loan “does not foreclose 
or limit our review in a future rate case of the prudency, use, and usefulness of any specific 
project directly or indirectly financed by this transaction. The Commission and Staff also 
retain the authority under RSA 374:4 to keep informed of HAWC’s use of the financing 
independently and apart from any RSA 378:28 review”).    

  
 Lastly, HAWC’s petition requested Commission authority to increase its rates by 
such necessary amounts as to enable the Company to recover its investment and earn a 
reasonable rate of return on its proposed investment.  Staff has not historically supported 
a rate increase simultaneous with a request for financing approval, as it believes such 
constitutes single-issue ratemaking. Staff further believes that a request to increase rates 
should be in conjunction with a finding that the underlying plant is prudent, in service, 
and used and useful. 
 
Conclusion 
 
 Staff recommends the Commission approve HAWC’s request to bifurcate 
consideration of the two loans originally requested for approval in its financing petition. 
As such, Staff further recommends the Commission approve, at this time, HAWC’s 
proposed CIAC Tax Loan in an amount up to $1,204,815 from the DWGTF administered 
by DES.  Staff also recommends the Commission defer consideration of the MSDC Loan 
of $392,500 until the actual terms and conditions associated with that loan are fully 
determined.  If you have any further questions related to this matter, please do not 
hesitate to contact me. 
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Sincerely, 
 
      /s/ Jayson P. Laflamme 

 
Jayson P. Laflamme 
Assistant Director, Gas-Water Division 

 

Attachments: Staff Discovery 
   
cc:  Service List 
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 SOUTHERN NEW HAMPSHIRE REGIONAL WATER INITIATIVE COST OF SERVICE STUDY REPORT 

 

June 27, 2019 

 

Mr. Jeffery W. McClure, P.E. 

Senior Associate 

Weston & Sampson 

100 International Drive, Suite 152 

Portsmouth, NH 03801 

 

Subject:  Southern New Hampshire Regional Water Initiative Cost of Service Study – Hampstead Area 

Water Company 

 

Dear Mr. McClure, 

 

Raftelis Financial Consultants, Inc. (Raftelis) is pleased to provide this Cost of Service Report to Weston & 

Sampson for the New Hampshire Department of Environmental Services’ project, the Southern New 

Hampshire Regional Water Initiative (SNHRWI).  

 

The major objectives of the study include the following: 

• Develop a cost of service methodology and model to appropriately functionalize, allocate, and distribute 

costs in order to understand the cost of wheeling, or providing bulk wholesale water, from one 

community to another; 

• Utilizing said methodology and model, the following scenarios were to be analyzed: 

• Calculate a cost justified volumetric rate that the Town of Salem (Salem) can assess the Town 

of Windham (Windham) for providing wholesale water wheeling services; 

• Calculate a cost justified volumetric rate that Salem can assess the Hampstead Area Water 

Company (HAWC) for providing wholesale water wheeling services; 

• Calculate a cost justified volumetric rate that HAWC can assess the Town of Plaistow for 

providing wholesale water wheeling services. 

 

This draft report summarizes the key findings and recommendations related to the development of the cost of 

service analyses for HAWC. We expect this initial report will result in further discussions with all stakeholders 

and that some modifications may be necessary to finalize a set of methodologies and rates that all agree to. It 

has been a pleasure working with you, and we look forward to continuing our work with you to finalize this 

important project for the region. 

 

Sincerely, 

 
Dave Fox 

Manager 
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1.1. Background 

In late 2018, Raftelis was contracted by Weston & Sampson to perform wholesale water cost of service studies 

for the Southern New Hampshire Regional Water Initiative (SNHRWI), directed by the New Hampshire 

Department of Environmental Services (DES). The proposed SNHRWI includes the potential connection of 

water systems maintained by Manchester Water Works (MWW), the Hampstead Area Water Company 

(HAWC), and the towns of Salem, Derry, and Plaistow. The project would supplement domestic water 

demands water demands in the towns of Windham, Salem, Atkinson, Hampstead, and Plaistow through a 

regional water supply partnership.  

 

 

1.1.1. OBJECTIVES OF THE STUDY  
 

Raftelis was engaged with the primary objective of develop a cost of service-based rate study for developing 

wholesale, or wheeling, rates for water transported through the region’s transmission systems of the SNHRWI. 

This report serves to summarize our findings, results, and recommendations for wheeling charge calculations 

for the Hampstead Area Water Company (HAWC) portion of the SNHRWI.  

 

The charges to be calculated through this study include developing a cost justified volumetric rate that HAWC 

can assess the Town of Plaistow for providing wholesale water wheeling services.  

 

1.2. Wholesale Cost of Service Methodology 
Based on the objectives for this study and our understanding of the SNHRWI proposed system, Raftelis 

determined that the most appropriate methodology for calculating a wheeling rate is to use the Utility Approach 

to rate setting. The Utility Approach to rate setting is consistent with industry standards and guidelines for 

determining wholesale rates and charges and is recommended by the American Water Works Association.  The 

Utility Approach to rate setting focuses on three primary cost components: 

 

• A proportionate share of the annual depreciation expense associated with the assets that provide service 

to wholesale customers;  

• A rate of return applied to the utility’s investment in these assets; and 

• A proportionate share of the operating and maintenance (O&M) expenses related to these assets. 

The aforementioned components were developed utilizing a test year of calendar year 2017, which complete 

and audited data is present. In addition to audited 2017 data, expected and measurable changes to 

accommodate the proposed SNHRWI operations were added in for a complete measure of the cost of service. 

It should be noted that it was assumed that Salem’s purchases from Salem, of approximately 250,000 gallons 

per day, will be assessed at a rate of $3.06 per one hundred cubic feet (Ccf), which is draft and contingent on 

the finalizing of our similar report to Salem which presented the calculation of wholesale rates for HAWC as 

well as the Town of Windham. Table 1 presents the test year full cost components for HAWC. These cost 

components will be utilized later in this report to demonstrate the functionalization, allocation, and distribution 

required to provide wheeling services only.  
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 2      SOUTHERN NEW HAMPSHIRE REGIONAL WATER INITIATIVE 

Table 1: Test Year Costs 

 
 

Once the test year costs were developed, a cost of service analysis, utilizing the aforementioned Utility 

Approach, was performed. The basic principle in the establishment of cost of service rates is to achieve general 

fairness in the recovery of costs from various classes of customers.  The approach used in this study is based on 

the principles endorsed by the American Water Works Association (AWWA); which allows DES and the 

SNHRWI communities to demonstrate rates have not been set in an arbitrary or capricious manner and one 

class of customer is not subsidizing another to an unjustifiable extent.  Costs have been allocated between 

customer classes based on their estimated demand requirements and recognizing the different costs associated 

with serving different customer classes. 

 

These costs were allocated proportionately to water customers based on how they use the system. The 

appropriate level of detail required for a cost of service analysis is contingent on system characteristics, and the 

accuracy and availability of data necessary to support the analysis. Based on discussions with HAWC staff, it 

was determined that water cost components should be allocated into functional components consistent with the 

most significant cost causative characteristics of the customer base. The water components included source of 

supply, treatment, transmission, distribution, storage, meters, fire protection, billing (customer service), and 

administration support. Summarizing this allocation process, costs were grouped into three categories: General 

Water, Fire Service, and Customer Service. Table 2 presents the allocation of test year costs into these 

categories.  

 

Cost Component Test Year

Source of Supply 396,052$           

Pumping Expenses 284,516             

Water Treatment Expenses 170,729             

Transmission and Distribution Expense 83,991               

Customer Accounts Expense 113,121             

Administrative and General Expenses 504,818             

MSDC Charges 64,070               

Additional Support 55,000               

Chloramine Conversion (for 20 stations) 66,367               

Shannon Road Booster Station 11,593               

Rate of Return 499,547             

Taxes Other Than Income 159,664             

Income Taxes 144,869             

CIAC 219,204             

Depreciation 500,470             

Total 3,274,011$      
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Table 2: Test Year Costs by General Function 

 
 

The aforementioned functional Fire Service and Customer Service costs were then discarded from the 

remainder of the analysis, as these costs are typically not recovered through wholesale rates. The general water 

functional costs that remained were then allocated to their cost components in accordance with how facilities 

are designed. Water cost components allocations included base, extra-capacity, and categories reflecting costs 

that are explicitly incurred for retail-only or wholesale-only service. Specifically, water cost components related 

to the functional aspects of the system including water source of supply, treatment, transmission and 

distribution, and storage were assigned based on a base-extra capacity cost allocation approach.  This approach 

allocates a portion of these costs to serving a base demand and peak demand. Reasonable allocation factors 

were determined for each of these components, and are consistent with industry standards and practices and 

utilized flow data from HAWC’s customer demand characteristics and water production facilities.  A summary 

of this process is presented in Table 3.  

 

Table 3: Test Year Costs by Cost Component 

 
 

Cost Component General Water Fire Service Customer Service

Source of Supply 394,071$                    1,980$                       -$                              

Pumping Expenses 283,093                     1,423                         -                                

Water Treatment Expenses 169,875                     854                            -                                

Transmission and Distribution Expense 34,113                       2,252                         47,626                       

Customer Accounts Expense -                                -                                113,121                     

Administrative and General Expenses 424,283                     3,134                         77,401                       

MSDC Charges 63,750                       320                            -                                

Additional Support 46,226                       341                            8,433                         

Chloramine Conversion (for 20 stations) 55,779                       412                            10,176                       

Shannon Road Booster Station 9,744                         72                             1,778                         

Rate of Return 393,149                     5,984                         100,415                     

Taxes Other Than Income 125,657                     1,912                         32,094                       

Income Taxes 114,013                     1,735                         29,120                       

CIAC 172,516                     2,626                         44,062                       

Depreciation 393,875                     5,995                         100,600                     

Total 2,680,145$                 29,040$                      564,826$                    

Cost Component Base Extra Capacity Wholesale-only Retail-only

Source of Supply 10,226$          12,499$          371,346$        -$                   

Pumping Expenses 127,392          155,701          -                    -                    

Water Treatment Expenses -                    -                    -                    169,875          

Transmission and Distribution Expense 21,668            12,445            -                    -                    

Customer Accounts Expense -                    -                    -                    -                    

Administrative and General Expenses 132,565          150,340          -                    141,378          

MSDC Charges -                    -                    -                    63,750            

Additional Support 20,802            25,424            -                    -                    

Chloramine Conversion (for 20 stations) 25,101            30,679            -                    -                    

Shannon Road Booster Station 4,385              5,359              -                    -                    

Rate of Return 216,442          156,206          -                 20,501            

Taxes Other Than Income 69,179            49,926            -                 6,553              

Income Taxes 62,768            45,300            -                 5,945              

CIAC 94,976            68,544            -                 8,996              

Depreciation 216,841          156,495          -                 20,539            

Total 1,002,343$      868,917$         371,346$         437,538$         
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 4      SOUTHERN NEW HAMPSHIRE REGIONAL WATER INITIATIVE 

Similar to how Fire Service and Customer Service costs were discarded, so were extra capacity and retail-only 

costs. These costs are typically incurred to only provide service to retail customers, and hence should be 

excluded from costs to be recovered from wholesale rates. These remaining costs were then distributed to 

wholesale only customers by utilizing projected wholesale flows as a percentage of total projected water 

productions and purchases. A similar process was completed for HAWC’s calculated non-operating expenses 

such as its depreciation and rate of return. 

 

The following table (Table 4) presents the final rate calculation that HAWC could assess the Town of Plaistow.  

 

Table 4: Calculation of Wholesale Rate (per Ccf) 

 

 Plaistow

Cost of Service

Operating Expenses 201,917$                     

Rate of Return 141,372                       

Depreciation 52,380                        

Other Non-Operating 85,516                        
-                                 

Total: Cost of Service 481,185$                     

Estimated Flow (Ccf) 121,992                       

Calculated Rate per Ccf 3.94$                         
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APPENDIX A:  

FULL COST OF SERVICE 
ALLOCATIONS  
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Functional

Operations and Maintenance Expense Category General Fire Customer

Source of Supply Water Service Service

Operations

Operation Supervision and Engineering -$                    General Water 99.5% 0.5% 0.0%

Operation Labor and Expenses 4,832                General Water 99.5% 0.5% 0.0%

Purchased Water 373,213            General Water 99.5% 0.5% 0.0%

Miscellaneous Expenses 23                    General Water 99.5% 0.5% 0.0%

Rents -                      General Water 99.5% 0.5% 0.0%

Maintenance

Maintenance Supervision and Engineering 1,677$              General Water 99.5% 0.5% 0.0%

Maintenance of Structures and Improvements 4,647                General Water 99.5% 0.5% 0.0%

Maintenance of Collecting and Impounding Reservoirs -                      General Water 99.5% 0.5% 0.0%

Maintenance of Lake, River, and Other Intakes -                      General Water 99.5% 0.5% 0.0%

Maintenance of Wells and Springs 11,660              General Water 99.5% 0.5% 0.0%

Maintenance of Infiltration Galleries and Tunnels -                      General Water 99.5% 0.5% 0.0%

Maintenance of Supply Mains -                      General Water 99.5% 0.5% 0.0%

Maintenance of Miscellaneous Water Source Plant -                      General Water 99.5% 0.5% 0.0%- - - -

Subtotal: Source of Supply 396,052$          394,071$            1,980$               -$                      

Pumping Expenses

Operations

Operation Supervision and Engineering -$                    General Water 99.5% 0.5% 0.0%

Fuel for Power Production -                      General Water 99.5% 0.5% 0.0%

Power Production Labor and Expenses -                      General Water 99.5% 0.5% 0.0%

Fuel or Power Purchased for Pumping 177,913            General Water 99.5% 0.5% 0.0%

Pumping Labor and Expenses 23,050              General Water 99.5% 0.5% 0.0%

Expenses Transferred-Credit -                      General Water 99.5% 0.5% 0.0%

Miscellaneous Expenses 16,254              General Water 99.5% 0.5% 0.0%

Rents -                      General Water 99.5% 0.5% 0.0%

Maintenance

Maintenance Supervision and Engineering -$                    General Water 99.5% 0.5% 0.0%

Maintenance of Structures and Improvements 31,112              General Water 99.5% 0.5% 0.0%

Maintenance of Power Production Equipment -                      General Water 99.5% 0.5% 0.0%

Maintenance of Pumping Equipment 36,187              General Water 99.5% 0.5% 0.0%- - - -

Subtotal: Pumping Expenses 284,516$          283,093$            1,423$               -$                      

Water Treatment Expenses

Operations

Operation Supervision and Engineering -$                    General Water 99.5% 0.5% 0.0%

Chemicals 10,961              General Water 99.5% 0.5% 0.0%

Operation Labor and Expenses 149,034            General Water 99.5% 0.5% 0.0%

Miscellaneous Expenses -                      General Water 99.5% 0.5% 0.0%

Rents -                      General Water 99.5% 0.5% 0.0%

Maintenance

Operation Supervision and Engineering -$                    General Water 99.5% 0.5% 0.0%

Maintenance of Structures and Improvements -                      General Water 99.5% 0.5% 0.0%

Maintenance of Water Treatment Equipment 10,734              General Water 99.5% 0.5% 0.0%- - - -

Subtotal: Water Treatment Expenses 170,729$          169,875$            854$                  -$                      

Transmission and Distribution Expense

Operations

Operation Supervision and Engineering -$                    T&D Supervision 40.6% 2.7% 56.7%

Storage Facilities Expenses -                      General Water 99.5% 0.5% 0.0%

Transmission and Distribution Lines Expenses 13,300              General Water 99.5% 0.5% 0.0%

Meter Expenses 16,564              Customer Service 0.0% 0.0% 100.0%

Customer Installations Expenses 1,228                Customer Service 0.0% 0.0% 100.0%

Miscellaneous Expenses 2,138                General Water 99.5% 0.5% 0.0%

Rents -                      General Water 99.5% 0.5% 0.0%

Maintenance

Maintenance Supervision and Engineering -$                    T&D Supervision 40.6% 2.7% 56.7%

Maintenance of Structures and Improvements -                      General Water 99.5% 0.5% 0.0%

Maintenance of Distribution Reservoirs and Standpipes 7,026                Storage 100.0% 0.0% 0.0%

Maintenance of Transmission and Distribution Mains 11,774              General Water 99.5% 0.5% 0.0%

Maintenance of Fire Mains -                      Hydrants 0.5% 99.5% 0.0%

Maintenance of Services 23,035              Customer Service 0.0% 0.0% 100.0%

Maintenance of Meters 6,799                Customer Service 0.0% 0.0% 100.0%

Maintenance of Hydrants 2,127                Hydrants 0.5% 99.5% 0.0%

Maintenance of Miscallenous Equipment -                      T&D Supervision 40.6% 2.7% 56.7%- - - -

Subtotal: Transmission and Distribution Expense 83,991$            34,113$             2,252$               47,626$             

Functional Categories
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Customer Accounts Expense

Operations

Supervision -$                    Customer Service 0.0% 0.0% 100.0%

Meter Reading Expenses 12,787              Customer Service 0.0% 0.0% 100.0%

Customer Records and Collection Expenses 100,334            Customer Service 0.0% 0.0% 100.0%

Uncollectible Accounts -                      Customer Service 0.0% 0.0% 100.0%

Miscellaneous Customer Accounts Expenses -                      Customer Service 0.0% 0.0% 100.0%- - - -

Subtotal: Customer Accounts Expense 113,121$          -$                      -$                      113,121$            

Sales Expenses

Operations

Sales Expenses -$                    General Water 99.5% 0.5% 0.0%- - - -

Subtotal: Sales Expenses -$                    -$                      -$                      -$                      

Administrative and General Expenses

Operations

Administrative and General Salaries 16,542$            Total O&M 84.0% 0.6% 15.3%

Office Supplies and Other Expenses 46,764              Total O&M 84.0% 0.6% 15.3%

Administrative Expenses Transferred-Cr. -                      Total O&M 84.0% 0.6% 15.3%

Outside Services Employed 259,165            Total O&M 84.0% 0.6% 15.3%

Property Insurance -                      Total O&M 84.0% 0.6% 15.3%

Injuries and Damages 35,731              Total O&M 84.0% 0.6% 15.3%

Employee Pension and Benefits 85,838              Total O&M 84.0% 0.6% 15.3%

Franchise Requirements 5,520                Total O&M 84.0% 0.6% 15.3%

Regulatory Commission Expenses 6,408                Total O&M 84.0% 0.6% 15.3%

Duplicate Charges Cr. -                      Total O&M 84.0% 0.6% 15.3%

Miscellaneous Expenses 31,950              Total O&M 84.0% 0.6% 15.3%

General Rents 16,900              Total O&M 84.0% 0.6% 15.3%

Maintenance

Maintenance of General Plant -$                    Total O&M 84.0% 0.6% 15.3%- - - -

Subtotal: Administrative and General Expenses 504,818$          424,283$            3,134$               77,401$             

MSDC Charges

Annual Expense 64,070$            General Water 99.5% 0.5% 0.0%- - - -

Subtotal: MSDC Charges 64,070$            63,750$             320$                  -$                      

Additional Support

FTE to support new water flows and chloramination 55,000$            Total O&M 84.0% 0.6% 15.3%- - - -

Subtotal: Additional Support 55,000$            46,226$             341$                  8,433$               

Chloramine Conversion (for 20 stations)

Chloramine Pump Package System 14,000$            Total O&M 84.0% 0.6% 15.3%

Ammonia Analyzer 15,200 Total O&M 84.0% 0.6% 15.3%

Chlorine cost 5,990 Total O&M 84.0% 0.6% 15.3%

Ammonia cost 10,837 Total O&M 84.0% 0.6% 15.3%

Pump House Updates 20,000 Total O&M 84.0% 0.6% 15.3%

Electricity for chemical system only 340 Total O&M 84.0% 0.6% 15.3%- - - -

Subtotal: Chloramine Conversion (for 20 stations) 66,367$            55,779$             412$                  10,176$             

Shannon Road Booster Station

Pumps 3,500$              Total O&M 84.0% 0.6% 15.3%

Mag-meter 833 Total O&M 84.0% 0.6% 15.3%

SCADA Monitoring & Equipment 1,500 Total O&M 84.0% 0.6% 15.3%

Electricity 5,760 Total O&M 84.0% 0.6% 15.3%- - - -

Subtotal: Shannon Road Booster Station 11,593$            9,744$               72$                   1,778$               

Contingency

-$                    Total O&M 84.0% 0.6% 15.3%- - - -

Subtotal: Contingency -$                    -$                      -$                      -$                      
- - - -

Total: Operating & Maintenance Expenses 1,750,257$     1,480,934$      10,789$           258,534$         

12.87$         

Plant in Service

Intangible Plan

Intangible Plant - Franchise 36,583$            Plant Investment 78.7% 1.2% 20.1%-                      -                       -                       -                       

Subtotal: Intangible Plan 36,583$            28,791$             438$                  7,354$               

Source of Supply and Pumping

Land and Land Rights 76,185$            General Water 99.5% 0.5% 0.0%

Stuctures & Improvements 1,276,644          General Water 99.5% 0.5% 0.0%

Wells & Springs 921,763            General Water 99.5% 0.5% 0.0%

Supply Mains 106,525            General Water 99.5% 0.5% 0.0%

Pumping Equipment 1,656,980          General Water 99.5% 0.5% 0.0%-                      -                       -                       -                       

Subtotal: Source of Supply and Pumping 4,038,098$        4,017,907$         20,190$             -$                      
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Water Treatment

Water Treatment Equipment 735,971$          General Water 99.5% 0.5% 0.0%-                      -                       -                       -                       

Subtotal: Water Treatment 735,971$          732,291$            3,680$               -$                      

Transmission & Distribution

Distribution Reservoirs & Standpipes 2,795,608$        Storage 100.0% 0.0% 0.0%

T&D Mains 6,240,925          General Water 99.5% 0.5% 0.0%

Services 2,250,484          Customer Service 0.0% 0.0% 100.0%

Meters and Meter Installations 1,340,115          Customer Service 0.0% 0.0% 100.0%

Hydrants 158,156            Hydrants 0.5% 99.5% 0.0%

Other 303,311            General Water 99.5% 0.5% 0.0%-                      -                       -                       -                       

Subtotal: Transmission & Distribution 13,088,598$      9,307,914$         190,087$            3,590,598$         

General Plant

Office Furniture and Equipment 1,420$              Plant Investment 78.7% 1.2% 20.1%

Transportation Equipment 153,990            Plant Investment 78.7% 1.2% 20.1%

Tools, Shop and Garage Equipment 3,975                Plant Investment 78.7% 1.2% 20.1%

Computer Equipment 97,088              Plant Investment 78.7% 1.2% 20.1%-                      -                       -                       -                       

Subtotal: General Plant 256,473$          201,847$            3,072$               51,554$             
-                      -                       -                       -                       

Total: Plant in Service 18,155,723$   14,288,750$    217,467$         3,649,506$      

Depreciation

Intangible Plan

Intangible Plant - Franchise 915$                Depreciation 72.4% 0.9% 26.7%-                      -                       -                       -                       

Subtotal: Intangible Plan 915$                662$                  9$                     244$                  

Source of Supply and Pumping

Land and Land Rights 1,905$              General Water 99.5% 0.5% 0.0%

Stuctures & Improvements 31,074              General Water 99.5% 0.5% 0.0%

Wells & Springs 29,303              General Water 99.5% 0.5% 0.0%

Supply Mains 1,530                General Water 99.5% 0.5% 0.0%

Pumping Equipment 64,129              General Water 99.5% 0.5% 0.0%-                      -                       -                       -                       

Subtotal: Source of Supply and Pumping 127,941$          127,301$            640$                  -$                      

Water Treatment

Water Treatment Equipment 31,316$            General Water 99.5% 0.5% 0.0%-                      -                       -                       -                       

Subtotal: Water Treatment 31,316$            31,159$             157$                  -$                      

Transmission & Distribution

Distribution Reservoirs & Standpipes 36,760$            Storage 100.0% 0.0% 0.0%

T&D Mains 129,952            General Water 99.5% 0.5% 0.0%

Services 51,959              Customer Service 0.0% 0.0% 100.0%

Meters and Meter Installations 76,485              Customer Service 0.0% 0.0% 100.0%

Hydrants 3,019                Hydrants 0.5% 99.5% 0.0%

Other 24,428              General Water 99.5% 0.5% 0.0%-                      -                       -                       -                       

Subtotal: Transmission & Distribution 322,604$          190,384$            3,776$               128,444$            

General Plant

Office Furniture and Equipment -$                    Depreciation 72.4% 0.9% 26.7%

Transportation Equipment 12,731              Depreciation 72.4% 0.9% 26.7%

Tools, Shop and Garage Equipment 205                  Depreciation 72.4% 0.9% 26.7%

Computer Equipment 4,759                Depreciation 72.4% 0.9% 26.7%-                      -                       -                       -                       

Subtotal: General Plant 17,695$            12,810$             168$                  4,717$               
-                      -                       -                       -                       

Total: Depreciation 500,470$        362,317$         4,748$              133,405$         

Taxes

Taxes Other Than Income

Utility Property Tax 30,274$            Plant Investment 78.7% 1.2% 20.1%

Real Estate 129,390            Plant Investment 78.7% 1.2% 20.1%-                      -                       -                       -                       

Subtotal: Taxes Other Than Income 159,664$          125,657$            1,912$               32,094$             

Income Taxes

Business Enterprise Tax 144,869$          General Water 99.5% 0.5% 0.0%-                      -                       -                       -                       

Subtotal: Income Taxes 144,869$          144,144$            724$                  -$                      
-                      -                       -                       -                       

Total: Taxes 304,533$        269,802$         2,637$              32,094$           

Amortization

CIAC 216,489$          Plant Investment 78.7% 1.2% 20.1%

Other 2,715                Plant Investment 78.7% 1.2% 20.1%-                      -                       -                       -                       

Total: Amortization 219,204$        172,516$         2,626$              44,062$           

Return

Estimate 499,547$          Plant Investment 78.7% 1.2% 20.1%-                      -                       -                       -                       

Total: Return 499,547$        393,149$         5,984$              100,415$         
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O&M Expenses Extra Wholesale Retail

Source of Supply Base Capacity Only Only

Operations

Operation Supervision and Engineering -$                      Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Operation Labor and Expenses 4,808                 Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Purchased Water 371,346             Purchased Water 0.00% 0.00% 100.00% 0.00%

Miscellaneous Expenses 23                     Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Rents -                        Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Maintenance

Maintenance Supervision and Engineering 1,669$               Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Maintenance of Structures and Improvements 4,624                 Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Maintenance of Collecting and Impounding Reservoirs -                        Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Maintenance of Lake, River, and Other Intakes -                        Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Maintenance of Wells and Springs 11,602               Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Maintenance of Infiltration Galleries and Tunnels -                        Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Maintenance of Supply Mains -                        Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Maintenance of Miscellaneous Water Source Plant -                        Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%- - - - -

Subtotal: Source of Supply 394,071$           10,226$                12,499$                371,346$              -$                        

Pumping Expenses

Operations

Operation Supervision and Engineering -$                      Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Fuel for Power Production -                        Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Power Production Labor and Expenses -                        Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Fuel or Power Purchased for Pumping 177,023             Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Pumping Labor and Expenses 22,935               Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Expenses Transferred-Credit -                        Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Miscellaneous Expenses 16,173               Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Rents -                        Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Maintenance

Maintenance Supervision and Engineering -$                      Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Maintenance of Structures and Improvements 30,956               Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Maintenance of Power Production Equipment -                        Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Maintenance of Pumping Equipment 36,006               Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%- - - - -

Subtotal: Pumping Expenses 283,093$           127,392$              155,701$              -$                        -$                        

Water Treatment Expenses

Operations

Operation Supervision and Engineering -$                      Treatment 0.00% 0.00% 0.00% 100.00%

Chemicals 10,906               Treatment 0.00% 0.00% 0.00% 100.00%

Operation Labor and Expenses 148,289             Treatment 0.00% 0.00% 0.00% 100.00%

Miscellaneous Expenses -                        Treatment 0.00% 0.00% 0.00% 100.00%

Rents -                        Treatment 0.00% 0.00% 0.00% 100.00%

Maintenance

Operation Supervision and Engineering -$                      Treatment 0.00% 0.00% 0.00% 100.00%

Maintenance of Structures and Improvements -                        Treatment 0.00% 0.00% 0.00% 100.00%

Maintenance of Water Treatment Equipment 10,680               Treatment 0.00% 0.00% 0.00% 100.00%- - - - -

Subtotal: Water Treatment Expenses 169,875$           -$                        -$                        -$                        169,875$              

Transmission and Distribution Expense

Operations

Operation Supervision and Engineering -$                      T&D Mains 63.52% 36.48% 0.00% 0.00%

Storage Facilities Expenses -                        T&D Mains 63.52% 36.48% 0.00% 0.00%

Transmission and Distribution Lines Expenses 13,234               T&D Mains 63.52% 36.48% 0.00% 0.00%

Meter Expenses -                        T&D Mains 63.52% 36.48% 0.00% 0.00%

Customer Installations Expenses -                        T&D Mains 63.52% 36.48% 0.00% 0.00%

Miscellaneous Expenses 2,127                 T&D Mains 63.52% 36.48% 0.00% 0.00%

Rents -                        T&D Mains 63.52% 36.48% 0.00% 0.00%

Maintenance

Maintenance Supervision and Engineering -$                      T&D Mains 63.52% 36.48% 0.00% 0.00%

Maintenance of Structures and Improvements -                        T&D Mains 63.52% 36.48% 0.00% 0.00%

Maintenance of Distribution Reservoirs and Standpipes 7,026                 T&D Mains 63.52% 36.48% 0.00% 0.00%

Maintenance of Transmission and Distribution Mains 11,715               T&D Mains 63.52% 36.48% 0.00% 0.00%

Maintenance of Fire Mains -                        T&D Mains 63.52% 36.48% 0.00% 0.00%

Maintenance of Services -                        T&D Mains 63.52% 36.48% 0.00% 0.00%

Maintenance of Meters -                        T&D Mains 63.52% 36.48% 0.00% 0.00%

Maintenance of Hydrants 11                     T&D Mains 63.52% 36.48% 0.00% 0.00%

Maintenance of Miscallenous Equipment -                        T&D Mains 63.52% 36.48% 0.00% 0.00%- - - - -

Subtotal: Transmission and Distribution Expense 34,113$             21,668$                12,445$                -$                        -$                        

Customer Accounts Expense

Operations

Supervision -$                      Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Meter Reading Expenses -                        Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Customer Records and Collection Expenses -                        Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Uncollectible Accounts -                        Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Miscellaneous Customer Accounts Expenses -                        Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%- - - - -

Subtotal: Customer Accounts Expense -$                      -$                        -$                        -$                        -$                        

Sales Expenses

Operations

Sales Expenses -$                      Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%- - - - -

Subtotal: Sales Expenses -$                      -$                        -$                        -$                        -$                        

Water Cost Drivers
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Administrative and General Expenses

Operations

Administrative and General Salaries 13,903$             Total O&M 31.24% 35.43% 0.00% 33.32%

Office Supplies and Other Expenses 39,304               Total O&M 31.24% 35.43% 0.00% 33.32%

Administrative Expenses Transferred-Cr. -                        Total O&M 31.24% 35.43% 0.00% 33.32%

Outside Services Employed 217,820             Total O&M 31.24% 35.43% 0.00% 33.32%

Property Insurance -                        Total O&M 31.24% 35.43% 0.00% 33.32%

Injuries and Damages 30,031               Total O&M 31.24% 35.43% 0.00% 33.32%

Employee Pension and Benefits 72,144               Total O&M 31.24% 35.43% 0.00% 33.32%

Franchise Requirements 4,639                 Total O&M 31.24% 35.43% 0.00% 33.32%

Regulatory Commission Expenses 5,386                 Total O&M 31.24% 35.43% 0.00% 33.32%

Duplicate Charges Cr. -                        Total O&M 31.24% 35.43% 0.00% 33.32%

Miscellaneous Expenses 26,853               Total O&M 31.24% 35.43% 0.00% 33.32%

General Rents 14,204               Total O&M 31.24% 35.43% 0.00% 33.32%

Maintenance

Maintenance of General Plant -$                      Total O&M 31.24% 35.43% 0.00% 33.32%- - - - -

Subtotal: Administrative and General Expenses 424,283$           132,565$              150,340$              -$                        141,378$              

MSDC Charges

Annual Expense 63,750$             Treatment 0.00% 0.00% 0.00% 100.00%- - - - -

Subtotal: MSDC Charges 63,750$             -$                        -$                        -$                        63,750$                

Additional Support

FTE to support new water flows and chloramination 46,226$             Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%- - - - -

Subtotal: Additional Support 46,226$             20,802$                25,424$                -$                        -$                        

Chloramine Conversion (for 20 stations)

Chloramine Pump Package System 11,767$             Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Ammonia Analyzer 12,775               Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Chlorine cost 5,034                 Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Ammonia cost 9,108                 Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Pump House Updates 16,809               Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Electricity for chemical system only 286                   Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%- - - - -

Subtotal: Chloramine Conversion (for 20 stations) 55,779$             25,101$                30,679$                -$                        -$                        

Shannon Road Booster Station

Pumps 2,942$               Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Mag-meter 700                   Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

SCADA Monitoring & Equipment 1,261                 Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%

Electricity 4,841                 Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%- - - - -

Subtotal: Shannon Road Booster Station 9,744$               4,385$                 5,359$                 -$                        -$                        

Contingency

-$                      Production & Pumping Costs 45.00% 55.00% 0.00% 0.00%- - - - -

Subtotal: Contingency -$                      -$                        -$                        -$                        -$                        

- - - - -

Total: Operating & Maintenance Expenses 1,480,934$     342,138$           392,447$           371,346$           375,003$           

Check -$                      

Plant in Service

Intangible Plan

Intangible Plant - Franchise 28,791$             Plant Investment 55.1% 39.7% 0.0% 5.2%-                        -                          -                          -                          -                          

Subtotal: Intangible Plan 28,791$             15,851$                11,439$                -$                        1,501$                 

Source of Supply and Pumping

Land and Land Rights 75,804$             Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Stuctures & Improvements 1,270,261          Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Wells & Springs 917,154             Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Supply Mains 105,993             T&D Mains 63.5% 36.5% 0.0% 0.0%

Pumping Equipment 1,648,695          Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%-                        -                          -                          -                          -                          

Subtotal: Source of Supply and Pumping 4,017,907$         1,827,687$           2,190,220$           -$                        -$                        

Water Treatment

Water Treatment Equipment 732,291$           Treatment 0.0% 0.0% 0.0% 100.0%-                        -                          -                          -                          -                          

Subtotal: Water Treatment 732,291$           -$                        -$                        -$                        732,291$              

Transmission & Distribution

Distribution Reservoirs & Standpipes 2,795,608$         T&D Mains 63.5% 36.5% 0.0% 0.0%

T&D Mains 6,209,720          T&D Mains 63.5% 36.5% 0.0% 0.0%

Services -                        Treatment 0.0% 0.0% 0.0% 100.0%

Meters and Meter Installations -                        Treatment 0.0% 0.0% 0.0% 100.0%

Hydrants 791                   Treatment 0.0% 0.0% 0.0% 100.0%

Other 301,794             T&D Mains 63.5% 36.5% 0.0% 0.0%-                        -                          -                          -                          -                          

Subtotal: Transmission & Distribution 9,307,914$         5,911,773$           3,395,350$           -$                        791$                    

General Plant

Office Furniture and Equipment 1,118$               Plant Investment 55.1% 39.7% 0.0% 5.2%

Transportation Equipment 121,192             Plant Investment 55.1% 39.7% 0.0% 5.2%

Tools, Shop and Garage Equipment 3,128                 Plant Investment 55.1% 39.7% 0.0% 5.2%

Computer Equipment 76,409               Plant Investment 55.1% 39.7% 0.0% 5.2%-                        -                          -                          -                          -                          

Subtotal: General Plant 201,847$           111,123$              80,198$                -$                        10,526$                
-                        -                          -                          -                          -                          

Total: Plant in Service 14,288,750$   7,866,434$        5,677,208$        -$                       745,109$           
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Depreciation

Intangible Plan

Intangible Plant - Franchise 662$                  Depreciation 51.1% 40.0% 0.0% 8.9%-                        -                          -                          -                          -                          

Subtotal: Intangible Plan 662$                  338$                    265$                    -$                        59$                      

Source of Supply and Pumping

Land and Land Rights 1,895$               Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Stuctures & Improvements 30,919               Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Wells & Springs 29,156               Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Supply Mains 1,523                 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Pumping Equipment 63,809               Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%-                        -                          -                          -                          -                          

Subtotal: Source of Supply and Pumping 127,301$           57,285$                70,016$                -$                        -$                        

Water Treatment

Water Treatment Equipment 31,159$             Treatment 0.0% 0.0% 0.0% 100.0%-                        -                          -                          -                          -                          

Subtotal: Water Treatment 31,159$             -$                        -$                        -$                        31,159$                

Transmission & Distribution

Distribution Reservoirs & Standpipes 36,760$             T&D Mains 63.5% 36.5% 0.0% 0.0%

T&D Mains 129,303             T&D Mains 63.5% 36.5% 0.0% 0.0%

Services -                        Treatment 0.0% 0.0% 0.0% 100.0%

Meters and Meter Installations -                        Treatment 0.0% 0.0% 0.0% 100.0%

Hydrants 15                     Treatment 0.0% 0.0% 0.0% 100.0%

Other 24,306               T&D Mains 63.5% 36.5% 0.0% 0.0%-                        -                          -                          -                          -                          

Subtotal: Transmission & Distribution 190,384$           120,920$              69,449$                -$                        15$                      

General Plant

Office Furniture and Equipment -$                  Depreciation 51.1% 40.0% 0.0% 8.9%

Transportation Equipment 9,217                 Depreciation 51.1% 40.0% 0.0% 8.9%

Tools, Shop and Garage Equipment 148                   Depreciation 51.1% 40.0% 0.0% 8.9%

Computer Equipment 3,445                 Depreciation 51.1% 40.0% 0.0% 8.9%-                        -                          -                          -                          -                          

Subtotal: General Plant 12,810$             6,544$                 5,122$                 -$                        1,145$                 
-                        -                          -                          -                          -                          

Total: Depreciation 362,317$        185,088$           144,851$           -$                       32,378$             

Taxes

Taxes Other Than Income

Utility Property Tax 23,826$             Plant Investment 55.1% 39.7% 0.0% 5.2%

Real Estate 101,831             Plant Investment 55.1% 39.7% 0.0% 5.2%-                        -                          -                          -                          -                          

Subtotal: Taxes Other Than Income 125,657$           69,179$                49,926$                -$                        6,553$                 

Income Taxes

Business Enterprise Tax 144,144$           Total O&M 31.2% 35.4% 0.0% 33.3%-                        -                          -                          -                          -                          

Subtotal: Income Taxes 144,144$           45,037$                51,076$                -$                        48,031$                
-                        -                          -                          -                          -                          

Total: Taxes 269,802$        114,216$           101,002$           -$                       54,584$             

Amortization

CIAC 170,379$           Depreciation 51.1% 40.0% 0.0% 8.9%

Other 2,137                 Depreciation 51.1% 40.0% 0.0% 8.9%-                        -                          -                          -                          -                          

Total: Amortization 172,516$        88,129$             68,970$             -$                       15,417$             

Return

Estimate 393,149$           Plant Investment 55.1% 39.7% 0.0% 5.2%-                        -                          -                          -                          -                          

Total: Return 393,149$        216,442$           156,206$           -$                       20,501$             
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 SOUTHERN NEW HAMPSHIRE REGIONAL WATER INITIATIVE COST OF SERVICE STUDY REPORT 

 

June 27, 2019 

 

Mr. Jeffery W. McClure, P.E. 

Senior Associate 

Weston & Sampson 

100 International Drive, Suite 152 

Portsmouth, NH 03801 

 

Subject:  Southern New Hampshire Regional Water Initiative Cost of Service Study – Town of Salem 

 

Dear Mr. McClure, 

 

Raftelis Financial Consultants, Inc. (Raftelis) is pleased to provide this Cost of Service Report to Weston & 

Sampson for the New Hampshire Department of Environmental Services’ project, the Southern New 

Hampshire Regional Water Initiative (SNHRWI).  

 

The major objectives of the study include the following: 

• Develop a cost of service methodology and model to appropriately functionalize, allocate, and distribute 

costs in order to understand the cost of wheeling, or providing bulk wholesale water, from one 

community to another; 

• Utilizing said methodology and model, the following scenarios were to be analyzed: 

• Calculate a cost justified volumetric rate that the Town of Salem (Salem) can assess the Town 

of Windham (Windham) for providing wholesale water wheeling services; 

• Calculate a cost justified volumetric rate that Salem can assess the Hampstead Area Water 

Company (HAWC) for providing wholesale water wheeling services; 

• Calculate a cost justified volumetric rate that HAWC can assess the Town of Plaistow for 

providing wholesale water wheeling services. 

 

This draft report summarizes the key findings and recommendations related to the development of the cost of 

service analyses for the Town of Salem. We expect this initial report will result in further discussions with all 

stakeholders and that some modifications may be necessary to finalize a set of methodologies and rates that all 

agree to. It has been a pleasure working with you, and we look forward to continuing our work with you to 

finalize this important project for the region. 

 

Sincerely, 

 
Dave Fox 

Manager 
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 COST OF SERVICE STUDY REPORT       1  

 

1.1. Background 

In late 2018, Raftelis was contracted by Weston & Sampson to perform wholesale water cost of service studies 

for the Southern New Hampshire Regional Water Initiative (SNHRWI), directed by the New Hampshire 

Department of Environmental Services (DES). The proposed SNHRWI includes the potential connection of 

water systems maintained by Manchester Water Works (MWW), the Hampstead Area Water Company 

(HAWC), and the towns of Salem, Derry, and Plaistow. The project would supplement domestic water 

demands water demands in the towns of Windham, Salem, Atkinson, Hampstead, and Plaistow through a 

regional water supply partnership.  

 

 

1.1.1. OBJECTIVES OF THE STUDY  
 

Raftelis was engaged with the primary objective of develop a cost of service-based rate study for developing 

wholesale, or wheeling, rates for water transported through the region’s transmission systems of the SNHRWI. 

This report serves to summarize our findings, results, and recommendations for wheeling charge calculations 

for the Town of Salem’s portion of the SNHRWI.  

 

The charges to be calculated through this study include the following: 

• Develop a cost justified volumetric rate that the Town of Salem (Salem) can assess the Town of 

Windham (Windham) for providing wholesale water wheeling services; 

• Develop a cost justified volumetric rate that Salem can assess the Hampstead Area Water Company 

(HAWC) for providing wholesale water wheeling services. 

 

1.2. Wholesale Cost of Service Methodology 

Based on the objectives for this study and our understanding of the SNHRWI proposed system, Raftelis 

determined that the most appropriate methodology for calculating a wheeling rate is to use the Utility Approach 

to rate setting. The Utility Approach to rate setting is consistent with industry standards and guidelines for 

determining wholesale rates and charges and is recommended by the American Water Works Association.  The 

Utility Approach to rate setting focuses on three primary cost components: 

 

• A proportionate share of the annual depreciation expense associated with the assets that provide service 

to wholesale customers;  

• A rate of return applied to the utility’s investment in these assets; and 

• A proportionate share of the operating and maintenance (O&M) expenses related to these assets. 

The aforementioned components were developed utilizing a test year of calendar year 2017, which complete 

and audited data is present. In addition to audited 2017 data, expected and measurable changes to 

accommodate the proposed SNHRWI operations were added in for a complete measure of the cost of service. 

It should be noted that it was assumed that Salem’s purchases from Derry, of approximately 300,000 gallons 

per day, will be assessed at a rate of $2.55 per one hundred cubic feet (Ccf). Table 1 presents the test year full 

cost components for Salem. These cost components will be utilized later in this report to demonstrate the 

functionalization, allocation, and distribution required to provide wheeling services only.  
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 2      SOUTHERN NEW HAMPSHIRE REGIONAL WATER INITIATIVE 

Table 1: Test Year Costs 

 
 

Once the test year costs were developed, a cost of service analysis, utilizing the aforementioned Utility 

Approach, was performed. The basic principle in the establishment of cost of service rates is to achieve general 

fairness in the recovery of costs from various classes of customers.  The approach used in this study is based on 

the principles endorsed by the American Water Works Association (AWWA); which allows DES and the 

SNHRWI communities to demonstrate rates have not been set in an arbitrary or capricious manner and one 

class of customer is not subsidizing another to an unjustifiable extent.  Costs have been allocated between 

customer classes based on their estimated demand requirements and recognizing the different costs associated 

with serving different customer classes. 

 

These costs were allocated proportionately to water customers based on how they use the system. The 

appropriate level of detail required for a cost of service analysis is contingent on system characteristics, and the 

accuracy and availability of data necessary to support the analysis. Based on discussions with Town Staff, it 

was determined that water cost components should be allocated into functional components consistent with the 

most significant cost causative characteristics of the customer base. The water components included source of 

supply, treatment, transmission, distribution, storage, meters, fire protection, billing (customer service), and 

administration support. Summarizing this allocation process, costs were grouped into three categories: General 

Water, Fire Service, and Customer Service. Table 2 presents the allocation of test year costs into these 

categories.  

 

Table 2: Test Year Costs by General Function 

 
 

The aforementioned functional Fire Service and Customer Service costs were then discarded from the 

remainder of the analysis, as these costs are typically not recovered through wholesale rates. The general water 

functional costs that remained were then allocated to their cost components in accordance with how facilities 

are designed. Water cost components allocations included base, extra-capacity, and categories reflecting costs 

Cost Component Test Year

Operational 1,060,852$        

Buildings 58,371               

Capital Projects 586,669             

Administrative and General Expenses 1,377,480          

MSDC Charges 76,885               

Additional Support 57,500               

Metering Building @ Derry Town Line 22,716               

Metering Pit on Route 111 for Salem to PEU 2,333                

Metering Building at Salem Town Line 4,103                

Rate of Return 716,143             

Depreciation 25,590               

Total 3,988,642$     

Cost Component General Water Fire Service Customer Service

Operational 1,000,494$                 27,102$                      33,256$                      

Buildings 58,079                       292                            -                                

Capital Projects 583,736                      2,933                         -                                

Administrative and General Expenses 1,326,138                   24,489                       26,853                       

MSDC Charges 76,500                       384                            -                                

Additional Support 57,213                       288                            -                                

Metering Building @ Derry Town Line 22,602                       114                            -                                

Metering Pit on Route 111 for Salem to PEU 2,322                         12                              -                                

Metering Building at Salem Town Line 4,083                         21                              -                                

Total 3,131,166$                55,634$                      60,109$                      
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 COST OF SERVICE STUDY REPORT       3  

that are explicitly incurred for retail-only or wholesale-only service. Specifically, water cost components related 

to the functional aspects of the system including water source of supply, treatment, transmission and 

distribution, and storage were assigned based on a base-extra capacity cost allocation approach.  This approach 

allocates a portion of these costs to serving a base demand and peak demand. Reasonable allocation factors 

were determined for each of these components, and are consistent with industry standards and practices and 

utilized flow data from the Town’s customer demand characteristics and water production facilities.  A 

summary of this process is presented in Table 3.  

 

Table 3: Test Year Costs by Cost Component 

 
 

Similar to how Fire Service and Customer Service costs were discarded, so were extra capacity and retail-only 

costs. These costs are typically incurred to only provide service to retail customers, and hence should be 

excluded from costs to be recovered from wholesale rates. These remaining costs were then distributed to 

wholesale only customers by utilizing projected wholesale flows as a percentage of total projected water 

productions and purchases. A similar process was completed for Salem’s calculated depreciation and rate of 

return. 

 

Finally, since Salem will be providing wholesale wheeling services to both HAWC and Windham, a 

determination must be made on whether the calculated wholesale rates should be different, or if both entities 

should be assessed the same wholesale rate, making the assumption that all customers classified as wholesale 

would fit into the same class. In the case of the dynamics of how Salem’s system will be utilized by Windham 

and HAWC, it was determined that Windham will utilize much less of Salem’s core system. Due to this, many 

of Salem’s core system assets and costs were excluded from the calculation of Windham’s rate for wheeling 

service.  

 

The following table (Table 4) presents the final rate calculations for HAWC and Windham.  

 

Table 4: Calculation of Wholesale Rate (per Ccf) 

 

Cost Component Base Extra Capacity Wholesale-only Retail-only

Operational 267,724$        89,064$          371,429$        272,277$        

Buildings 19,360            -                    -                    38,719            

Capital Projects 262,681          321,055          -                    -                    

Administrative and General Expenses 759,533          566,604          -                    -                    

MSDC Charges -                    -                    -                    76,500            

Additional Support 25,746            31,467            -                    -                    

Metering Building @ Derry Town Line 10,171            12,431            -                    -                    

Metering Pit on Route 111 1,045              1,277              -                    -                    

Metering Building at Salem Town Line 1,837              2,246              -                    -                    

Total 1,348,097$      1,024,144$      371,429$         387,497$         

 HAWC Windham

Cost of Service

Operating Expenses 332,960$                     225,062$                     

Rate of Return 36,948                        29,558                        

Depreciation 2,393                          1,915                          
-                                 -                                 

Total: Cost of Service 372,301$                     256,535$                     

Estimated Flow (Ccf) 121,992                       97,594                        

Calculated Rate per Ccf 3.06 2.63
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Functional General Fire Customer

Operations and Maintenance Expense Category Water Service Service

Operational

Small Tools & Equipment 10,829$            General Water 99.5% 0.5% 0.0%

Gas & Oil 21,714              General Water 99.5% 0.5% 0.0%

Gravel/Sand 12,084              General Water 99.5% 0.5% 0.0%

Resurfacing 26,559              General Water 99.5% 0.5% 0.0%

Chemicals 62,016              General Water 99.5% 0.5% 0.0%

Tubing and Parts 33,256              Customer Service 0.0% 0.0% 100.0%

Safety 1,132                General Water 99.5% 0.5% 0.0%

Contracted Services 132,116            General Water 99.5% 0.5% 0.0%

Water Samples/Lab Services 51,858              General Water 99.5% 0.5% 0.0%

Purchase of Water 373,295            General Water 99.5% 0.5% 0.0%

Meters/Replacement -                      Customer Service 0.0% 0.0% 100.0%

Hydrants 22,186              Hydrants 0.5% 99.5% 0.0%

Pipe Replacement 16,478              General Water 99.5% 0.5% 0.0%

Electricity 174,405            General Water 99.5% 0.5% 0.0%

Other Utilities 122,189            General Water 99.5% 0.5% 0.0%

Equipment -                      General Water 99.5% 0.5% 0.0%

Water Department Equipment 735                  General Water 99.5% 0.5% 0.0%- - - -

Subtotal: Operational 1,060,852$        1,000,494$         27,102$             33,256$             

Buildings

Cleaning Services 4,080$              General Water 99.5% 0.5% 0.0%

Building Maintenance 30,654              General Water 99.5% 0.5% 0.0%

Heat 23,637              General Water 99.5% 0.5% 0.0%- - - -

Subtotal: Buildings 58,371$            58,079$             292$                  -$                      

Capital Projects

Engineering Services 16,854$            General Water 99.5% 0.5% 0.0%

Building Improvements 51,595              General Water 99.5% 0.5% 0.0%

Water - Vehicles 51,595              General Water 99.5% 0.5% 0.0%

Improvements 60,624              General Water 99.5% 0.5% 0.0%

DBA Projects 406,000            General Water 99.5% 0.5% 0.0%- - - -

Subtotal: Capital Projects 586,669$          583,736$            2,933$               -$                      

Special Articles

Engineering Services -$                     General Water 99.5% 0.5% 0.0%

Water Improvements -                      General Water 99.5% 0.5% 0.0%- - - -

Subtotal: Special Articles -$                     -$                      -$                      -$                      

Administrative and General Expenses

Regular Pay 494,653$          Total O&M 96.3% 1.8% 1.9%

Temporary Pay 51,054              Total O&M 96.3% 1.8% 1.9%

Overtime Pay 76,276              Total O&M 96.3% 1.8% 1.9%

Employee Retirement Benefits 947                  Total O&M 96.3% 1.8% 1.9%

Stand-By Pay 7,110                Total O&M 96.3% 1.8% 1.9%

Retirement 71,852              Total O&M 96.3% 1.8% 1.9%

Disability Insurance 4,556                Total O&M 96.3% 1.8% 1.9%

Workers' Compensation 23,316              Total O&M 96.3% 1.8% 1.9%

FICA-Social Security 46,243              Total O&M 96.3% 1.8% 1.9%

Health Insurance 208,048            Total O&M 96.3% 1.8% 1.9%

Unemployment Compensation 681                  Total O&M 96.3% 1.8% 1.9%

Life Insurance 1,931                Total O&M 96.3% 1.8% 1.9%

Dental Insurance 7,384                Total O&M 96.3% 1.8% 1.9%

Clothing Allowance 6,268                Total O&M 96.3% 1.8% 1.9%

Office Supplies 537                  Total O&M 96.3% 1.8% 1.9%

Legal Services 10,616              Total O&M 96.3% 1.8% 1.9%

Audit 2,602                Total O&M 96.3% 1.8% 1.9%

Membership & Publications 1,430                Total O&M 96.3% 1.8% 1.9%

Printing and Binding 5,485                Total O&M 96.3% 1.8% 1.9%

Medical Exams/Hiring Expenses 344                  Total O&M 96.3% 1.8% 1.9%

Food 4,110                Total O&M 96.3% 1.8% 1.9%

Equipment Rental 26,034              Total O&M 96.3% 1.8% 1.9%

Telephone 30,392              Total O&M 96.3% 1.8% 1.9%

Postage 26,802              Total O&M 96.3% 1.8% 1.9%

Meetings and Training 4,840                Total O&M 96.3% 1.8% 1.9%

Radio Maintenance 90                    Total O&M 96.3% 1.8% 1.9%

Vehicle Maintenance 13,987              Total O&M 96.3% 1.8% 1.9%

General Liability 18,903              Total O&M 96.3% 1.8% 1.9%

Fleet Insurance 5,034                Total O&M 96.3% 1.8% 1.9%

Administrative Service Charge 210,477            Total O&M 96.3% 1.8% 1.9%

Property Insurance 14,723              Total O&M 96.3% 1.8% 1.9%

Recording Fees 340                  Total O&M 96.3% 1.8% 1.9%

Office Furniture & Equipment 416                  Total O&M 96.3% 1.8% 1.9%- - - -

Subtotal: Administrative and General Expenses 1,377,480$        1,326,138$         24,489$             26,853$             

Functional Categories
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MSDC Charges

Annual Expense 76,885$            General Water 99.5% 0.5% 0.0%- - - -

Subtotal: MSDC Charges 76,885$            76,500$             384$                  -$                      

Additional Support

FTE for support of new water flows 30,000$            General Water 99.5% 0.5% 0.0%

FTE for additional admin support 27,500              General Water 99.5% 0.5% 0.0%- - - -

Subtotal: Additional Support 57,500$            57,213$             288$                  -$                      

Metering Building @ Derry Town Line

PRV 1,600$              General Water 99.5% 0.5% 0.0%

Chemical Bulk Tank 3,000                General Water 99.5% 0.5% 0.0%

Chem Metering Pump (NaOH) 200                  General Water 99.5% 0.5% 0.0%

Chemicals (NaOH) 4,058                General Water 99.5% 0.5% 0.0%

Chloramine Pump Package System 1,500                General Water 99.5% 0.5% 0.0%

Ammonia Analyzer 760                  General Water 99.5% 0.5% 0.0%

Chemicals (Chlorine) 3,225                General Water 99.5% 0.5% 0.0%

Chemicals (Ammonia) 5,835                General Water 99.5% 0.5% 0.0%

Mag-meter 833                  General Water 99.5% 0.5% 0.0%

SCADA Monitoring & Equipment 1,500                General Water 99.5% 0.5% 0.0%

Electricity 204                  General Water 99.5% 0.5% 0.0%- - - -

Subtotal: Metering Building @ Derry Town Line 22,716$            22,602$             114$                  -$                      

Metering Pit on Route 111 for Salem to PEU

Mag Meter 833$                 General Water 99.5% 0.5% 0.0%

SCADA Monitoring & Equipment 1,500                General Water 99.5% 0.5% 0.0%- - - -

Subtotal: Metering Pit on Route 111 for Salem to PEU 2,333$              2,322$               12$                   -$                      

Metering Building at Salem Town Line

PRV 1,600$              General Water 99.5% 0.5% 0.0%

Mag Meter 833                  General Water 99.5% 0.5% 0.0%

SCADA Monitoring 1,500                General Water 99.5% 0.5% 0.0%

Electricity 170                  General Water 99.5% 0.5% 0.0%- - - -

Subtotal: Metering Building at Salem Town Line 4,103$              4,083$               21$                   -$                      

Contingency -$                     General Water 99.5% 0.5% 0.0%- - - -

Subtotal: Contingency -$                     -$                      -$                      -$                      
- - - -

Total: Operating & Maintenance Expenses 3,170,024$     3,054,666$       55,249$            60,109$            
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O&M Expenses Base Extra Cap. Wholesale Retail

Operational

Small Tools & Equipment 10,775$             Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Gas & Oil 21,605               Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Gravel/Sand 12,023               T&D Mains 62.3% 37.7% 0.0% 0.0%

Resurfacing 26,426               T&D Mains 62.3% 37.7% 0.0% 0.0%

Chemicals 61,706               Treatment 33.3% 0.0% 0.0% 66.7%

Tubing and Parts -                        Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Safety 1,126                 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Contracted Services 131,455             T&D Mains 62.3% 37.7% 0.0% 0.0%

Water Samples/Lab Services 51,598               Treatment 33.3% 0.0% 0.0% 66.7%

Purchase of Water 371,429             Purchased Water 0.0% 0.0% 100.0% 0.0%

Meters/Replacement -                        Treatment 33.3% 0.0% 0.0% 66.7%

Hydrants 111                   Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Pipe Replacement 16,395               T&D Mains 62.3% 37.7% 0.0% 0.0%

Electricity 173,533             Treatment 33.3% 0.0% 0.0% 66.7%

Other Utilities 121,578             Treatment 33.3% 0.0% 0.0% 66.7%

Equipment -                        Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Water Department Equipment 731                   Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%- - - - -

Subtotal: Operational 1,000,494$         267,724$              89,064$                371,429$              272,277$              

Buildings

Cleaning Services 4,059$               Treatment 33.3% 0.0% 0.0% 66.7%

Building Maintenance 30,501               Treatment 33.3% 0.0% 0.0% 66.7%

Heat 23,519               Treatment 33.3% 0.0% 0.0% 66.7%- - - - -

Subtotal: Buildings 58,079$             19,360$                -$                        -$                        38,719$                

Capital Projects

Engineering Services 16,770$             Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Building Improvements 51,337               Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Water - Vehicles 51,337               Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Improvements 60,321               Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

DBA Projects 403,970             Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%- - - - -

Subtotal: Capital Projects 583,736$           262,681$              321,055$              -$                        -$                        

Special Articles

Engineering Services -$                  Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Water Improvements -                        Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%- - - - -

Subtotal: Special Articles -$                      -$                        -$                        -$                        -$                        

Administrative and General Expenses

Regular Pay 476,216$           Total O&M 57.3% 42.7% 0.0% 0.0%

Temporary Pay 49,151               Total O&M 57.3% 42.7% 0.0% 0.0%

Overtime Pay 73,433               Total O&M 57.3% 42.7% 0.0% 0.0%

Employee Retirement Benefits 912                   Total O&M 57.3% 42.7% 0.0% 0.0%

Stand-By Pay 6,845                 Total O&M 57.3% 42.7% 0.0% 0.0%

Retirement 69,174               Total O&M 57.3% 42.7% 0.0% 0.0%

Disability Insurance 4,387                 Total O&M 57.3% 42.7% 0.0% 0.0%

Workers' Compensation 22,447               Total O&M 57.3% 42.7% 0.0% 0.0%

FICA-Social Security 44,519               Total O&M 57.3% 42.7% 0.0% 0.0%

Health Insurance 200,294             Total O&M 57.3% 42.7% 0.0% 0.0%

Unemployment Compensation 656                   Total O&M 57.3% 42.7% 0.0% 0.0%

Life Insurance 1,859                 Total O&M 57.3% 42.7% 0.0% 0.0%

Dental Insurance 7,109                 Total O&M 57.3% 42.7% 0.0% 0.0%

Clothing Allowance 6,035                 Total O&M 57.3% 42.7% 0.0% 0.0%

Office Supplies 517                   Total O&M 57.3% 42.7% 0.0% 0.0%

Legal Services 10,221               Total O&M 57.3% 42.7% 0.0% 0.0%

Audit 2,505                 Total O&M 57.3% 42.7% 0.0% 0.0%

Membership & Publications 1,377                 Total O&M 57.3% 42.7% 0.0% 0.0%

Printing and Binding 5,280                 Total O&M 57.3% 42.7% 0.0% 0.0%

Medical Exams/Hiring Expenses 331                   Total O&M 57.3% 42.7% 0.0% 0.0%

Food 3,957                 Total O&M 57.3% 42.7% 0.0% 0.0%

Equipment Rental 25,063               Total O&M 57.3% 42.7% 0.0% 0.0%

Telephone 29,259               Total O&M 57.3% 42.7% 0.0% 0.0%

Postage 25,803               Total O&M 57.3% 42.7% 0.0% 0.0%

Meetings and Training 4,659                 Total O&M 57.3% 42.7% 0.0% 0.0%

Radio Maintenance 86                     Total O&M 57.3% 42.7% 0.0% 0.0%

Vehicle Maintenance 13,466               Total O&M 57.3% 42.7% 0.0% 0.0%

General Liability 18,198               Total O&M 57.3% 42.7% 0.0% 0.0%

Fleet Insurance 4,847                 Total O&M 57.3% 42.7% 0.0% 0.0%

Administrative Service Charge 202,632             Total O&M 57.3% 42.7% 0.0% 0.0%

Property Insurance 14,174               Total O&M 57.3% 42.7% 0.0% 0.0%

Recording Fees 327                   Total O&M 57.3% 42.7% 0.0% 0.0%

Office Furniture & Equipment 401                   Total O&M 57.3% 42.7% 0.0% 0.0%- - - - -

Subtotal: Administrative and General Expenses 1,326,138$         759,533$              566,604$              -$                        -$                        

Water Cost Drivers
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MSDC Charges

Annual Exepense 76,500$             Retail Only 0.0% 0.0% 0.0% 100.0%- - - - -

Subtotal: MSDC Charges 76,500$             -$                        -$                        -$                        76,500$                

Additional Support

FTE for support of new water flows 29,850$             Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

FTE for additional admin support 27,363               Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%- - - - -

Subtotal: Additional Support 57,213$             25,746$                31,467$                -$                        -$                        

Metering Building @ Derry Town Line

PRV 1,592$               Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Chemical Bulk Tank 2,985                 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Chem Metering Pump (NaOH) 199                   Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Chemicals (NaOH) 4,038                 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Chloramine Pump Package System 1,493                 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Ammonia Analyzer 756                   Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Chemicals (Chlorine) 3,209                 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Chemicals (Ammonia) 5,806                 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Mag-meter 829                   Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

SCADA Monitoring & Equipment 1,493                 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Electricity 203                   Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%- - - - -

Subtotal: Metering Building @ Derry Town Line 22,602$             10,171$                12,431$                -$                        -$                        

Metering Pit on Route 111 for Salem to PEU

Mag Meter 829$                  Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

SCADA Monitoring & Equipment 1,493                 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%- - - - -

Subtotal: Metering Pit on Route 111 for Salem to PEU 2,322$               1,045$                 1,277$                 -$                        -$                        

Metering Building at Salem Town Line

PRV 1,592$               Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Mag Meter 829                   Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

SCADA Monitoring 1,493                 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%

Electricity 169                   Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%- - - - -

Subtotal: Metering Building at Salem Town Line 4,083$               1,837$                 2,246$                 -$                        -$                        

Contingency

-$                  Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%- - - - -

Subtotal: Contingency -$                      -$                        -$                        -$                        -$                        

- - - - -

Total: Operating & Maintenance Expenses 3,131,166$     1,348,097$        1,024,144$        371,429$           387,497$           
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 SOUTHERN NEW HAMPSHIRE REGIONAL WATER INITIATIVE COST OF SERVICE STUDY REPORT 

 

November 30, 2018 

 

Mr. Jeffery W. McClure, P.E. 

Senior Associate 

Weston & Sampson 

100 International Drive, Suite 152 

Portsmouth, NH 03801 

 

Subject:  Southern New Hampshire Regional Water Initiative Cost of Service Study – Town of Salem 

 

Dear Mr. McClure, 

 

Raftelis Financial Consultants, Inc. (Raftelis) is pleased to provide this Draft Cost of Service Report to Weston 

& Sampson for the New Hampshire Department of Environmental Services’ project, the Southern New 

Hampshire Regional Water Initiative (SNHRWI).  

 

The major objectives of the study include the following: 

• Develop a cost of service methodology and model to appropriately functionalize, allocate, and distribute 

costs in order to understand the cost of wheeling, or providing bulk wholesale water, from one 

community to another; 

• Utilizing said methodology and model, the following scenarios were to be analyzed: 

• Calculate a cost justified volumetric rate that the Town of Salem (Salem) can assess the Town 

of Windham (Windham) for providing wholesale water wheeling services; 

• Calculate a cost justified volumetric rate that Salem can assess the Hampstead Area Water 

Company (HAWC) for providing wholesale water wheeling services; 

• Calculate a cost justified volumetric rate that HAWC can assess the Town of Plaistow for 

providing wholesale water wheeling services. 

 

This draft report summarizes the key findings and recommendations related to the development of the cost of 

service analyses for the Town of Salem. We expect this initial report will result in further discussions with all 

stakeholders and that some modifications may be necessary to finalize a set of methodologies and rates that all 

agree to. It has been a pleasure working with you, and we look forward to continuing our work with you to 

finalize this important project for the region. 

 

Sincerely, 

 
Dave Fox 

Manager 
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 COST OF SERVICE STUDY REPORT       1  

 

1.1. Background 

In late 2018, Raftelis was contracted by Weston & Sampson to perform wholesale water cost of service studies 

for the Southern New Hampshire Regional Water Initiative (SNHRWI), directed by the New Hampshire 

Department of Environmental Services (DES). The proposed SNHRWI includes the potential connection of 

water systems maintained by Manchester Water Works (MWW), the Hampstead Area Water Company 

(HAWC), and the towns of Salem, Derry, and Plaistow. The project would supplement domestic water 

demands water demands in the towns of Windham, Salem, Atkinson, Hampstead, and Plaistow through a 

regional water supply partnership.  

 

 

1.1.1. OBJECTIVES OF THE STUDY  
 

Raftelis was engaged with the primary objective of develop a cost of service-based rate study for developing 

wholesale, or wheeling, rates for water transported through the region’s transmission systems of the SNHRWI. 

This report serves to summarize our findings, results, and recommendations for wheeling charge calculations 

for the Town of Salem’s portion of the SNHRWI.  

 

The charges to be calculated through this study include the following: 

• Develop a cost justified volumetric rate that the Town of Salem (Salem) can assess the Town of 

Windham (Windham) for providing wholesale water wheeling services; 

• Develop a cost justified volumetric rate that Salem can assess the Hampstead Area Water Company 

(HAWC) for providing wholesale water wheeling services. 

 

1.2. Wholesale Cost of Service Methodology 

Based on the objectives for this study and our understanding of the SNHRWI proposed system, Raftelis 

determined that the most appropriate methodology for calculating a wheeling rate is to use the Utility Approach 

to rate setting. The Utility Approach to rate setting is consistent with industry standards and guidelines for 

determining wholesale rates and charges and is recommended by the American Water Works Association.  The 

Utility Approach to rate setting focuses on three primary cost components: 

 

• A proportionate share of the annual depreciation expense associated with the assets that provide service 

to wholesale customers;  

• A rate of return applied to the utility’s investment in these assets; and 

• A proportionate share of the operating and maintenance (O&M) expenses related to these assets. 

The aforementioned components were developed utilizing a test year of calendar year 2017, which complete 

and audited data is present. In addition to audited 2017 data, expected and measurable changes to 

accommodate the proposed SNHRWI operations were added in for a complete measure of the cost of service. 

It should be noted that it was assumed that Salem’s purchases from Derry, of approximately 300,000 gallons 

per day, will be assessed at a rate of $2.55 per one hundred cubic feet (Ccf). Table 1 presents the test year full 

cost components for Salem. These cost components will be utilized later in this report to demonstrate the 

functionalization, allocation, and distribution required to provide wheeling services only.  
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 2      SOUTHERN NEW HAMPSHIRE REGIONAL WATER INITIATIVE 

Table 1: Test Year Costs 

 
 

Once the test year costs were developed, a cost of service analysis, utilizing the aforementioned Utility 

Approach, was performed. The basic principle in the establishment of cost of service rates is to achieve general 

fairness in the recovery of costs from various classes of customers.  The approach used in this study is based on 

the principles endorsed by the American Water Works Association (AWWA); which allows DES and the 

SNHRWI communities to demonstrate rates have not been set in an arbitrary or capricious manner and one 

class of customer is not subsidizing another to an unjustifiable extent.  Costs have been allocated between 

customer classes based on their estimated demand requirements and recognizing the different costs associated 

with serving different customer classes. 

 

These costs were allocated proportionately to water customers based on how they use the system. The 

appropriate level of detail required for a cost of service analysis is contingent on system characteristics, and the 

accuracy and availability of data necessary to support the analysis. Based on discussions with Town Staff, it 

was determined that water cost components should be allocated into functional components consistent with the 

most significant cost causative characteristics of the customer base. The water components included source of 

supply, treatment, transmission, distribution, storage, meters, fire protection, billing (customer service), and 

administration support. Summarizing this allocation process, costs were grouped into three categories: General 

Water, Fire Service, and Customer Service. Table 2 presents the allocation of test year costs into these 

categories.  

 

Table 2: Test Year Costs by General Function 

 
 

The aforementioned functional Fire Service and Customer Service costs were then discarded from the 

remainder of the analysis, as these costs are typically not recovered through wholesale rates. The general water 

functional costs that remained were then allocated to their cost components in accordance with how facilities 

are designed. Water cost components allocations included base, extra-capacity, and categories reflecting costs 

Cost Component Test Year

Operational 1,060,852$        

Buildings 58,371               

Capital Projects 586,669             

Administrative and General Expenses 1,377,480          

MSDC Charges 76,885               

Additional Support 57,500               

Metering Building @ Derry Town Line 22,716               

Metering Pit on Route 111 for Salem to PEU 2,333                

Metering Building at Salem Town Line 4,103                

Rate of Return 716,143             

Depreciation 25,590               

Total 3,988,642$     

Cost Component General Water Fire Service Customer Service

Operational 1,000,494$                 27,102$                      33,256$                      

Buildings 58,079                       292                            -                                

Capital Projects 583,736                      2,933                         -                                

Administrative and General Expenses 1,326,138                   24,489                       26,853                       

MSDC Charges 76,500                       384                            -                                

Additional Support 57,213                       288                            -                                

Metering Building @ Derry Town Line 22,602                       114                            -                                

Metering Pit on Route 111 for Salem to PEU 2,322                         12                              -                                

Metering Building at Salem Town Line 4,083                         21                              -                                

Total 3,131,166$                55,634$                      60,109$                      
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 COST OF SERVICE STUDY REPORT       3  

that are explicitly incurred for retail-only or wholesale-only service. Specifically, water cost components related 

to the functional aspects of the system including water source of supply, treatment, transmission and 

distribution, and storage were assigned based on a base-extra capacity cost allocation approach.  This approach 

allocates a portion of these costs to serving a base demand and peak demand. Reasonable allocation factors 

were determined for each of these components, and are consistent with industry standards and practices and 

utilized flow data from the Town’s customer demand characteristics and water production facilities.  A 

summary of this process is presented in Table 3.  

 

Table 3: Test Year Costs by Cost Component 

 
 

Similar to how Fire Service and Customer Service costs were discarded, so were extra capacity and retail-only 

costs. These costs are typically incurred to only provide service to retail customers, and hence should be 

excluded from costs to be recovered from wholesale rates. These remaining costs were then distributed to 

wholesale only customers by utilizing projected wholesale flows as a percentage of total projected water 

productions and purchases. A similar process was completed for Salem’s calculated depreciation and rate of 

return. 

 

Finally, since Salem will be providing wholesale wheeling services to both HAWC and Windham, a 

determination must be made on whether the calculated wholesale rates should be different, or if both entities 

should be assessed the same wholesale rate, making the assumption that all customers classified as wholesale 

would fit into the same class. In the case of the dynamics of how Salem’s system will be utilized by Windham 

and HAWC, it was determined that Windham will utilize much less of Salem’s core system. Due to this, many 

of Salem’s core system assets and costs were excluded from the calculation of Windham’s rate for wheeling 

service.  

 

The following table (Table 4) presents the final rate calculations for HAWC and Windham.  

 

Table 4: Calculation of Wholesale Rate (per Ccf) 

 

Cost Component Base Extra Capacity Wholesale-only Retail-only

Operational 267,724$        89,064$          371,429$        272,277$        

Buildings 19,360            -                     -                     38,719            

Capital Projects 262,681          321,055          -                     -                     

Administrative and General Expenses 759,533          566,604          -                     -                     

MSDC Charges 47,685            28,815            -                     -                     

Additional Support 25,746            31,467            -                     -                     

Metering Building @ Derry Town Line 10,171            12,431            -                     -                     

Metering Pit on Route 111 1,045              1,277              -                     -                     

Metering Building at Salem Town Line 1,837              2,246              -                     -                     

Total 1,395,782$     1,052,959$     371,429$        310,996$        

 HAWC Windham

Cost of Service

Operating Expenses 337,439$                     228,645$                     

Rate of Return 36,948                         29,558                         

Depreciation 2,393                          1,915                          
-                                 -                                 

Total: Cost of Service 376,780$                     260,118$                     

Estimated Flow (Ccf) 121,992                       97,594                         

Calculated Rate per Ccf 3.09 2.67
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Functional General Fire Customer
Operations and Maintenance Expense Category Water Service Service

Operational
Small Tools & Equipment 10,829$ General Water 99.5% 0.5% 0.0%
Gas & Oil 21,714 General Water 99.5% 0.5% 0.0%
Gravel/Sand 12,084 General Water 99.5% 0.5% 0.0%
Resurfacing 26,559 General Water 99.5% 0.5% 0.0%
Chemicals 62,016 General Water 99.5% 0.5% 0.0%
Tubing and Parts 33,256 Customer Service 0.0% 0.0% 100.0%
Safety 1,132 General Water 99.5% 0.5% 0.0%
Contracted Services 132,116 General Water 99.5% 0.5% 0.0%
Water Samples/Lab Services 51,858 General Water 99.5% 0.5% 0.0%
Purchase of Water 373,295 General Water 99.5% 0.5% 0.0%
Meters/Replacement - Customer Service 0.0% 0.0% 100.0%
Hydrants 22,186 Hydrants 0.5% 99.5% 0.0%
Pipe Replacement 16,478 General Water 99.5% 0.5% 0.0%
Electricity 174,405 General Water 99.5% 0.5% 0.0%
Other Utilities 122,189 General Water 99.5% 0.5% 0.0%
Equipment - General Water 99.5% 0.5% 0.0%
Water Department Equipment 735 General Water 99.5% 0.5% 0.0%- - - -

Subtotal: Operational 1,060,852$ 1,000,494$ 27,102$ 33,256$

Buildings
Cleaning Services 4,080$ General Water 99.5% 0.5% 0.0%
Building Maintenance 30,654 General Water 99.5% 0.5% 0.0%
Heat 23,637 General Water 99.5% 0.5% 0.0%- - - -

Subtotal: Buildings 58,371$ 58,079$ 292$ -$

Capital Projects
Engineering Services 16,854$ General Water 99.5% 0.5% 0.0%
Building Improvements 51,595 General Water 99.5% 0.5% 0.0%
Water - Vehicles 51,595 General Water 99.5% 0.5% 0.0%
Improvements 60,624 General Water 99.5% 0.5% 0.0%
DBA Projects 406,000 General Water 99.5% 0.5% 0.0%- - - -

Subtotal: Capital Projects 586,669$ 583,736$ 2,933$ -$

Special Articles
Engineering Services -$ General Water 99.5% 0.5% 0.0%
Water Improvements - General Water 99.5% 0.5% 0.0%- - - -

Subtotal: Special Articles -$ -$ -$ -$

Administrative and General Expenses
Regular Pay 494,653$ Total O&M 96.3% 1.8% 1.9%
Temporary Pay 51,054 Total O&M 96.3% 1.8% 1.9%
Overtime Pay 76,276 Total O&M 96.3% 1.8% 1.9%
Employee Retirement Benefits 947 Total O&M 96.3% 1.8% 1.9%
Stand-By Pay 7,110 Total O&M 96.3% 1.8% 1.9%
Retirement 71,852 Total O&M 96.3% 1.8% 1.9%
Disability Insurance 4,556 Total O&M 96.3% 1.8% 1.9%
Workers' Compensation 23,316 Total O&M 96.3% 1.8% 1.9%
FICA-Social Security 46,243 Total O&M 96.3% 1.8% 1.9%
Health Insurance 208,048 Total O&M 96.3% 1.8% 1.9%
Unemployment Compensation 681 Total O&M 96.3% 1.8% 1.9%
Life Insurance 1,931 Total O&M 96.3% 1.8% 1.9%
Dental Insurance 7,384 Total O&M 96.3% 1.8% 1.9%
Clothing Allowance 6,268 Total O&M 96.3% 1.8% 1.9%
Office Supplies 537 Total O&M 96.3% 1.8% 1.9%
Legal Services 10,616 Total O&M 96.3% 1.8% 1.9%
Audit 2,602 Total O&M 96.3% 1.8% 1.9%
Membership & Publications 1,430 Total O&M 96.3% 1.8% 1.9%
Printing and Binding 5,485 Total O&M 96.3% 1.8% 1.9%
Medical Exams/Hiring Expenses 344 Total O&M 96.3% 1.8% 1.9%
Food 4,110 Total O&M 96.3% 1.8% 1.9%
Equipment Rental 26,034 Total O&M 96.3% 1.8% 1.9%
Telephone 30,392 Total O&M 96.3% 1.8% 1.9%
Postage 26,802 Total O&M 96.3% 1.8% 1.9%
Meetings and Training 4,840 Total O&M 96.3% 1.8% 1.9%
Radio Maintenance 90 Total O&M 96.3% 1.8% 1.9%
Vehicle Maintenance 13,987 Total O&M 96.3% 1.8% 1.9%
General Liability 18,903 Total O&M 96.3% 1.8% 1.9%
Fleet Insurance 5,034 Total O&M 96.3% 1.8% 1.9%
Administrative Service Charge 210,477 Total O&M 96.3% 1.8% 1.9%
Property Insurance 14,723 Total O&M 96.3% 1.8% 1.9%
Recording Fees 340 Total O&M 96.3% 1.8% 1.9%
Office Furniture & Equipment 416 Total O&M 96.3% 1.8% 1.9%- - - -

Subtotal: Administrative and General Expenses 1,377,480$ 1,326,138$ 24,489$ 26,853$

Functional Categories
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MSDC Charges
Annual Expense 76,885$ General Water 99.5% 0.5% 0.0%- - - -

Subtotal: MSDC Charges 76,885$ 76,500$ 384$ -$

Additional Support
FTE for support of new water flows 30,000$ General Water 99.5% 0.5% 0.0%
FTE for additional admin support 27,500 General Water 99.5% 0.5% 0.0%- - - -

Subtotal: Additional Support 57,500$ 57,213$ 288$ -$

Metering Building @ Derry Town Line
PRV 1,600$ General Water 99.5% 0.5% 0.0%
Chemical Bulk Tank 3,000 General Water 99.5% 0.5% 0.0%
Chem Metering Pump (NaOH) 200 General Water 99.5% 0.5% 0.0%
Chemicals (NaOH) 4,058 General Water 99.5% 0.5% 0.0%
Chloramine Pump Package System 1,500 General Water 99.5% 0.5% 0.0%
Ammonia Analyzer 760 General Water 99.5% 0.5% 0.0%
Chemicals (Chlorine) 3,225 General Water 99.5% 0.5% 0.0%
Chemicals (Ammonia) 5,835 General Water 99.5% 0.5% 0.0%
Mag-meter 833 General Water 99.5% 0.5% 0.0%
SCADA Monitoring & Equipment 1,500 General Water 99.5% 0.5% 0.0%
Electricity 204 General Water 99.5% 0.5% 0.0%- - - -

Subtotal: Metering Building @ Derry Town Line 22,716$ 22,602$ 114$ -$

Metering Pit on Route 111 for Salem to PEU
Mag Meter 833$ General Water 99.5% 0.5% 0.0%
SCADA Monitoring & Equipment 1,500 General Water 99.5% 0.5% 0.0%- - - -

Subtotal: Metering Pit on Route 111 for Salem to PEU 2,333$ 2,322$ 12$ -$

Metering Building at Salem Town Line
PRV 1,600$ General Water 99.5% 0.5% 0.0%
Mag Meter 833 General Water 99.5% 0.5% 0.0%
SCADA Monitoring 1,500 General Water 99.5% 0.5% 0.0%
Electricity 170 General Water 99.5% 0.5% 0.0%- - - -

Subtotal: Metering Building at Salem Town Line 4,103$ 4,083$ 21$ -$

Contingency -$ General Water 99.5% 0.5% 0.0%- - - -
Subtotal: Contingency -$ -$ -$ -$

- - - -
Total: Operating & Maintenance Expenses 3,170,024$ 3,054,666$ 55,249$ 60,109$
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O&M Expenses Base Extra Cap. Wholesale Retail
Operational

Small Tools & Equipment 10,775$ Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
Gas & Oil 21,605 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
Gravel/Sand 12,023 T&D Mains 62.3% 37.7% 0.0% 0.0%
Resurfacing 26,426 T&D Mains 62.3% 37.7% 0.0% 0.0%
Chemicals 61,706 Treatment 33.3% 0.0% 0.0% 66.7%
Tubing and Parts - Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
Safety 1,126 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
Contracted Services 131,455 T&D Mains 62.3% 37.7% 0.0% 0.0%
Water Samples/Lab Services 51,598 Treatment 33.3% 0.0% 0.0% 66.7%
Purchase of Water 371,429 Purchased Water 0.0% 0.0% 100.0% 0.0%
Meters/Replacement - Treatment 33.3% 0.0% 0.0% 66.7%
Hydrants 111 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
Pipe Replacement 16,395 T&D Mains 62.3% 37.7% 0.0% 0.0%
Electricity 173,533 Treatment 33.3% 0.0% 0.0% 66.7%
Other Utilities 121,578 Treatment 33.3% 0.0% 0.0% 66.7%
Equipment - Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
Water Department Equipment 731 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%- - - - -

Subtotal: Operational 1,000,494$ 267,724$ 89,064$ 371,429$ 272,277$

Buildings
Cleaning Services 4,059$ Treatment 33.3% 0.0% 0.0% 66.7%
Building Maintenance 30,501 Treatment 33.3% 0.0% 0.0% 66.7%
Heat 23,519 Treatment 33.3% 0.0% 0.0% 66.7%- - - - -

Subtotal: Buildings 58,079$ 19,360$ -$ -$ 38,719$

Capital Projects
Engineering Services 16,770$ Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
Building Improvements 51,337 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
Water - Vehicles 51,337 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
Improvements 60,321 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
DBA Projects 403,970 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%- - - - -

Subtotal: Capital Projects 583,736$ 262,681$ 321,055$ -$ -$

Special Articles
Engineering Services -$ Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
Water Improvements - Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%- - - - -

Subtotal: Special Articles -$ -$ -$ -$ -$

Administrative and General Expenses
Regular Pay 476,216$ Total O&M 57.3% 42.7% 0.0% 0.0%
Temporary Pay 49,151 Total O&M 57.3% 42.7% 0.0% 0.0%
Overtime Pay 73,433 Total O&M 57.3% 42.7% 0.0% 0.0%
Employee Retirement Benefits 912 Total O&M 57.3% 42.7% 0.0% 0.0%
Stand-By Pay 6,845 Total O&M 57.3% 42.7% 0.0% 0.0%
Retirement 69,174 Total O&M 57.3% 42.7% 0.0% 0.0%
Disability Insurance 4,387 Total O&M 57.3% 42.7% 0.0% 0.0%
Workers' Compensation 22,447 Total O&M 57.3% 42.7% 0.0% 0.0%
FICA-Social Security 44,519 Total O&M 57.3% 42.7% 0.0% 0.0%
Health Insurance 200,294 Total O&M 57.3% 42.7% 0.0% 0.0%
Unemployment Compensation 656 Total O&M 57.3% 42.7% 0.0% 0.0%
Life Insurance 1,859 Total O&M 57.3% 42.7% 0.0% 0.0%
Dental Insurance 7,109 Total O&M 57.3% 42.7% 0.0% 0.0%
Clothing Allowance 6,035 Total O&M 57.3% 42.7% 0.0% 0.0%
Office Supplies 517 Total O&M 57.3% 42.7% 0.0% 0.0%
Legal Services 10,221 Total O&M 57.3% 42.7% 0.0% 0.0%
Audit 2,505 Total O&M 57.3% 42.7% 0.0% 0.0%
Membership & Publications 1,377 Total O&M 57.3% 42.7% 0.0% 0.0%
Printing and Binding 5,280 Total O&M 57.3% 42.7% 0.0% 0.0%
Medical Exams/Hiring Expenses 331 Total O&M 57.3% 42.7% 0.0% 0.0%
Food 3,957 Total O&M 57.3% 42.7% 0.0% 0.0%
Equipment Rental 25,063 Total O&M 57.3% 42.7% 0.0% 0.0%
Telephone 29,259 Total O&M 57.3% 42.7% 0.0% 0.0%
Postage 25,803 Total O&M 57.3% 42.7% 0.0% 0.0%
Meetings and Training 4,659 Total O&M 57.3% 42.7% 0.0% 0.0%
Radio Maintenance 86 Total O&M 57.3% 42.7% 0.0% 0.0%
Vehicle Maintenance 13,466 Total O&M 57.3% 42.7% 0.0% 0.0%
General Liability 18,198 Total O&M 57.3% 42.7% 0.0% 0.0%
Fleet Insurance 4,847 Total O&M 57.3% 42.7% 0.0% 0.0%
Administrative Service Charge 202,632 Total O&M 57.3% 42.7% 0.0% 0.0%
Property Insurance 14,174 Total O&M 57.3% 42.7% 0.0% 0.0%
Recording Fees 327 Total O&M 57.3% 42.7% 0.0% 0.0%
Office Furniture & Equipment 401 Total O&M 57.3% 42.7% 0.0% 0.0%- - - - -

Subtotal: Administrative and General Expenses 1,326,138$ 759,533$ 566,604$ -$ -$

Water Cost Drivers
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MSDC Charges
Annual Exepense 76,500$ T&D Mains 62.3% 37.7% 0.0% 0.0%- - - - -

Subtotal: MSDC Charges 76,500$ 47,685$ 28,815$ -$ -$

Additional Support
FTE for support of new water flows 29,850$ Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
FTE for additional admin support 27,363 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%- - - - -

Subtotal: Additional Support 57,213$ 25,746$ 31,467$ -$ -$

Metering Building @ Derry Town Line
PRV 1,592$ Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
Chemical Bulk Tank 2,985 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
Chem Metering Pump (NaOH) 199 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
Chemicals (NaOH) 4,038 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
Chloramine Pump Package System 1,493 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
Ammonia Analyzer 756 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
Chemicals (Chlorine) 3,209 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
Chemicals (Ammonia) 5,806 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
Mag-meter 829 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
SCADA Monitoring & Equipment 1,493 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
Electricity 203 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%- - - - -

Subtotal: Metering Building @ Derry Town Line 22,602$ 10,171$ 12,431$ -$ -$

Metering Pit on Route 111 for Salem to PEU
Mag Meter 829$ Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
SCADA Monitoring & Equipment 1,493 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%- - - - -

Subtotal: Metering Pit on Route 111 for Salem to PEU 2,322$ 1,045$ 1,277$ -$ -$

Metering Building at Salem Town Line
PRV 1,592$ Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
Mag Meter 829 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
SCADA Monitoring 1,493 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%
Electricity 169 Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%- - - - -

Subtotal: Metering Building at Salem Town Line 4,083$ 1,837$ 2,246$ -$ -$

Contingency
-$ Production & Pumping Costs 45.0% 55.0% 0.0% 0.0%- - - - -

Subtotal: Contingency -$ -$ -$ -$ -$

- - - - -
Total: Operating & Maintenance Expenses 3,131,166$ 1,395,782$ 1,052,959$ 371,429$ 310,996$
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NHDES Response to Questions from the Public Utilities Commission (PUC) 
Prepared by Erin Holmes 
December 3, 2019 
  
Hi Mike and Erin: 
 
The Commission received a filing from Hampstead Area Water Company (HAWC) requesting approval 
for a couple of financings related to Phase I of the Southern NH project.  Specifically, HAWC requested 
approval for a loan of $1,204,815 related to the anticipated CIAC Tax incurred from Phase I as well as a 
loan of $392,500 related to a partial amount of the MSDC associated with the project.  Staff was looking 
for some clarification regarding some of the facts surrounding HAWC’s request. 
 
With regard to the CIAC Tax loan of $1,204,815 authorized from the Drinking Water and Groundwater 
Trust Fund (DWGTF), could you please clarify or confirm the following: 
 

1) HAWC provided the following loan terms.  Could you please confirm these terms? 
a) Amortization – 25 years 

NHDES response - HAWC would be approved for a 25-year loan term on the CIAC tax. 
b) Interest Rate – 2.97% 

NHDES response - The interest rate was set on the Bond Buyer’s Weekly 11-Bond GO index 
for August 1, 2019 and is 2.96%.   

c) Interest Payments will commence 6 months following substantial completion of the project.  
(Could you please clarify the interest rate of the interest only payments?) 
NHDES response – The interest rate would be the 2.96%.  This is very similar to the loan 
amortization schedules for the State Drinking Water State Revolving Fund loan program. 

d) Principal and Interest payments will commence one year following substantial completion of 
the project. 
NHDES response – Yes.  Please note, contrary to a typical construction loan, NHDES 
anticipates the disbursement of the loan funds and the loan closing to occur in rapid 
succession.   

 
2) In support of how the CIAC Tax loan amount of $1,204,815 was calculated, the Company 

provided the attached worksheet prepared by Weston & Sampson.  After Staff reviewed this 
worksheet, it had a number of questions.  Could you please shed some light on the following 
items contained in the worksheet? 

 
a) The Project Total indicated on the worksheet appears to actually sum to an amount of 

$4,881,065 instead of $5,041,064; a difference of approximately $160,000.  Please explain. 
 
NHDES response - $160,000 was previously authorized for design and bidding from the 
MtBE Settlement Funds.  These funds are essentially grant funds and are a direct 
reimbursement of costs incurred. 

 
b) The worksheet indicates that one of HAWC’s Phase I Components is a “Westside Drive / 

Main St Contingency [sic] (15%)” for $258,750.   
i. Please provide further explanation regarding this project or line item as listed on the 

worksheet. 
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NHDES response – This is a construction contingency in order to have a conservative 
estimate for requesting grant funds.  NHDES cannot comment on what is considered CIAC 
but our understanding is the tax is applicable to the asset and would be adjusted if the project 
was below the estimated cost or above.  
 

ii. The Company’s filing indicates that HAWC will be undertaking a main replacement 
project on Shannon Road for the same estimated cost of $258,750.  Please clarify 
whether the project indicated in the Company’s filing (Shannon Road) for $258,750 is 
one and the same as the item indicated on the worksheet (Westside Drive / Main St 
Contingency) for the same amount. 
 
NHDES response – NHDES is not aware of a main replacement on Shannon Road and 
cannot comment whether or not HAWC is undertaking additional work.  As part of the 
Southern New Hampshire Regional Water Project, the Town of Salem constructed new 
water mains in the Shannon Road area to connect the Salem water distribution system 
with the HAWC water distribution system. Per the Southern Interconnect Agreement 
(“SIA”), HAWC will take ownership of one of these mains, which will become part of 
HAWC’s water distribution system (see item 2.d.i. below). NHDES cannot comment as 
to why the estimated cost for this water main in HAWC’s filing is the same as the item 
indicated as Westside Drive / Main St Contingency in the worksheet. The Shannon 
Road Area Water Main project is complete and HAWC should be able to provide the 
PUC with the actual cost of the portion they will own. 

 
c) The HAWC Construction & Contingency CIAC Tax line item indicated on the worksheet as 

$929,813 actually calculates to an amount of $886,613 ($3,283,750 @ 27%); a difference of 
$43,200.  Please explain.  (Note: $43,200 ÷ 27% = $160,000. See (a)) 

 
NHDES response – The difference is correct.  The $160,000 was previously authorized as 
explained above putting the total project cost at $3,443,750 (x 27% = $929,813).  NHDES 
does not have the expertise to comment as to what is actually taxable (engineering vs. capital 
equipment) under the CIAC tax. Perhaps the applicant could provide more detail in that 
regard.  

 
d) The worksheet indicates a CIAC Tax amount of $151,882 relative to the “Shannon Road 

Water Main (bid by Salem)” project: 
i. It appears this would indicate that the Town of Salem will be undertaking this project at 

a cost of $562,526 ($151,882 ÷ 27%) and then contributing it to HAWC.  Please clarify 
and explain this project as it pertains to HAWC. 

 
NHDES response – This is correct.  Per the Southern Interconnect Agreement (SIA) 
executed in April 2019, Salem was responsible for designing and constructing the 
Shannon Road area water main portion of the project, which included two new water 
mains needed to connect the Salem water distribution system to the HAWC water 
distribution system.  Per the Agreement, the Town of Salem will be giving one water main 
(approximately 2,500 linear feet) to HAWC to own, operate, and maintain as part of the 
HAWC water distribution system.   
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Salem constructed both mains as part of a single construction project because the mains 
were mostly parallel to each other in the same road, so there was an economy of scale 
constructing both as part of a single project even though one of the mains is part of 
HAWC’s system. The Shannon Road Area Water Main project is complete, so HAWC 
should be able to provide the PUC with the actual cost of the portion they will own.   
 

ii. Please confirm that HAWC will be responsible for paying the CIAC Tax if this project 
is, in fact, intended to be a contribution from the Town of Salem. 

 
NHDES response – NHDES cannot comment as to what is taxable under the CIAC tax.  
The Shannon Road portion of the project will be a contribution from Salem to HAWC and 
the work will be paid for through the Town of Salem’s grant from the Drinking Water and 
Groundwater Trust Fund.  It is NHDES’ opinion that the applicant (HAWC) should 
provide further explanation on this request for clarification and/or seek guidance from 
legal counsel that specializes in tax law.  

 
iii. The Company’s filing appears to indicate that HAWC (not the Town of Salem) will be 

responsible for the construction of the Shannon Road project for an estimated cost of 
$258,750.  Please clarify and explain. 
 
NHDES response – If this is in reference to the PUC comment 2.b.ii above, NHDES 
cannot comment on additional work and costs that are included in the filing.  If this 
cost is referring to $258,750 engineering contingency (15%) the work is described in 
the SIA and HAWC is responsible for design, construction, and maintenance of:  

• New meter station with pumps and chemical feed on Westside Drive 
• Approximately 600 linear feet of water main in Westside Drive from the new 

meter station to the existing HAWC water system. 
• Upgrades to a pressure reducing valve along Main Street 

 
e) The worksheet indicates a CIAC Tax amount of $123,120 relative to an “East Road Water 

Main (bid by Plaistow)” project.  It would appear this indicates that the Town of Plaistow will 
be undertaking this project at a cost of $456,000 ($123,120 ÷ 27%) and then contributing it to 
HAWC.   

i. Please confirm and explain.   
 
NHDES response – Similar to the case of Shannon Road with Salem, per the SIA, the 
Town of Plaistow is responsible for designing and constructing the East Road water 
main portion of the project to connect the HAWC water distribution system to the Town 
of Plaistow water distribution system. Plaistow will transfer to HAWC the portion of 
the water (approximately 1,500 linear feet) between the terminus of HAWC’s existing 
water distribution system and a pump station that Plaistow will construct near the 
Atkinson/Plaistow town line. 

 
ii. Please confirm that HAWC will be responsible for paying the CIAC Tax if this project 

is, in fact, intended to be a contribution from the Town of Plaistow. 
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NHDES response – Same response as comment 2.d.ii above.  NHDES cannot comment as 
to what is taxable under the CIAC tax law.   

 
With regard to the MSDC loan of $392,500, could you please clarify or confirm the following: 
 

3) In a letter dated August 16, 2019 from Erin to HAWC, she states, “the Commission has deferred 
the decision to award [the MSDC] loan request for $392,500 until a later date.”  HAWC 
subsequently communicated to Staff that the Commission tabled this item at an earlier meeting 
due to time constraints but HAWC anticipates that this loan will be considered at a subsequent 
Commission meeting in either November or December. 
 
NHDES response – As of December 2, 2019, this item is still tabled by the Commission.  
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