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PROCEEDI NGS

CHAl RAMOVAN MARTIN:  We're here this
afternoon in Docket 19-084 for a hearing
regardi ng the Penni chuck Water Wrks Request
for Change in Rates, the settlenent agreenent
covering the request for change in rates in
this docket. And the financing issue in
Docket 20-055 has been filed. The hearing on
t he financing petition was held earlier
t oday.

| need to nmake the necessary
findi ngs because this is a renpote hearing
related to this docket.

As Chai rwoman of the Public
Uilities Commssion, | find that due to the
St at e of Energency decl ared by the Governor
as a result of the COVID 19 pandem c, and in
accordance wth the Governor's Energency
Order No. 12, pursuant to Executive O der
2020-04, this public body is authorized to
nmeet electronically. Please note that there
is no physical location to observe and |isten
cont enpor aneously to this hearing whi ch was

aut hori zed pursuant to the Governor's
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Enmergency Order. However, in accordance with
the Energency Order, | amconfirmng that we
are utilizing Wbex for this electronic
hearing. All nenbers of the Conmm ssion have
the ability to communi cat e cont enporaneously
during this hearing through this platform
and the public has access to

cont enporaneously listen and, if necessary,
partici pate. W previously gave notice to

t he public of the necessary information for
accessing the hearing in the Order of Notice.
| f anybody has a problem please cal
(603)271-2431. In the event the public is
unabl e to access the hearing, this hearing

wi || be adj ourned and reschedul ed.

Ckay. Let's start by taking roll
call attendance of the Conm ssi on.
Conm ssi oners, when you state your
att endance, please also state where you are
| ocated. And if anyone else is wth you,
pl ease identify them

My nane is Dianne Martin. | amthe
Chai rwoman of the Public Uilities

Comm ssion. | amlocated at ny hone in

{ DW 19- 084} [ Hear i ng] {07-01- 2020}
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Deerfield, New Hanpshire. No one else is

wth me.

Conmi ssi oner Bail ey.

COW SSI ONER BAI LEY:  Good
afternoon. |'m Comm ssi oner Kathryn Bail ey.

I'"'mlocated at ny hone, and no one else is

wth me.

CHAI RAWOVAN MARTI N: Commi ssi oner
G ai no.

COW SSI ONER G Al MO Good
afternoon. Mchael Gainb. |'min Concord,

New Hanpshire, by nysel f.

CHAI RMOVAN MARTI N Let's take
appear ances, starting wth Ms. Brown.

V5. BROMN: Good afternoon,
Comm ssioners. M nane is Marcia Brown with
NH Brown Law, representing Penni chuck Water
Works in this proceeding. And with ne today
as a wtness is Larry Goodhue, who is the
chi ef executive officer and chief financial
of ficer at Penni chuck Water Wrks. Al so on
the witness panel is Donald Ware. He is the
chi ef operating officer of Pennichuck Water

Wor ks. And also in attendance is Carol Ann
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Howe, who is the assistant treasurer and
director of regulatory affairs, and Jay
Kerri gan, who is Pennichuck's regul atory and
treasury financial analyst, as well as George
Torres, who is Pennichuck's corporate
conptroller, treasurer and chief accounting
officer. Thank you.

CHAl RWOVAN MARTIN: Al right.
Thank you.

M. Bolton, are you appearing in
t hi s docket ?

MR BOLTON: | am Madam
Chai rwoman. Steve A Bolton. |'m appearing
for the Gty of Nashua.

CHAl RA\MOVAN MARTI N: Ckay. Thank

you.
Ms. Shute.
M5. SHUTE: Good afternoon. M
nane is Christa Shute. |'ma staff attorney
for the Ofice of the Consuner Advocate. |'m

here on behal f of residential ratepayers.
Wth ne today is the OCA s finance director,
Janes Brennan, who will be a witness in

today's hearing. | amlocated in Hynesburg,
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Vernmont, and no one is in the roomwth ne.

CHAl RWOVAN MARTIN: Al right.
Thank you.

And M. Tuonal a.

MR TUOVALA: Thank you. Good
af t ernoon, Madam Chai r wonan and
Commi ssioners. Chris Tuonala, Staff attorney
for the New Hanpshire Public Utilities
Conmmi ssion. Wth nme as Staff's w tness,
Jayson LaFl amme, who is the assistant
director of the Gas and Water Division, also
here at the New Hanpshire Public Utilities
Conmm ssion. Thank you.

CHAl RWOVAN MARTIN: Al right.
Thank you.

So | have Exhibits 9 through 15
premarked for identification in this docket.
Is there anything else related to exhibits?

M5. BROMAN. Yes. W have a couple
of prelimmnary i ssues.

Wth respect to Exhibit 9, which is
the rate case settlenent, on Page 43 there is
a typographical error. There is a reference

on Page 43 to a Paragraph D, which that
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should be E©. And we can note that when we
get to that section during our presentation
t oday.

There was al so anot her i ssue
concerni ng adm nistrative notice, and the
parties have di scussed the benefit of having
the financi ng docket, which was heard earlier
today i n Docket DW 20-055, having the
transcri pt and record of that notice
avail able for use in this rate case
proceedi ng, just to pronote the orderly and

efficient conduct of the hearing and cut down

time.
CHAl RAOVAN MARTI N Ckay - -
M5. BROMN: [|'d like to note
t hat --
CHAI RWOVAN MARTI N: Go ahead.
MS. BROWN: Pardon ne?
CHAl RAMOVAN MARTIN: On the sane
I ssue?

MS. BROMN:. Wth regard to
adm ni strative notice.
CHAI RWOVAN MARTI N: Yes. Were you

still continuing on that issue?

{ DW 19- 084} [ Hear i ng] {07-01- 2020}
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10

MS5. BROMWN: Yes. Yes, | would |ike
to note that --

CHAI RWOVAN MARTI N: Go ahead.

MS. BROMWN: -- even though | don't
think the City of Nashua is a party in the
financing, the Cty of Nashua did appear.
And they are all -- so the universe of
parties that are involved in the rate case
were involved in the financing hearing this
nmorning, so | don't think there's any
prejudi ce or any issues wth, you know,
adequat e notice of use of that record in this
proceedi ng as wel |.

CHAl RMOVAN MARTI N:  Ckay. Does
anyone el se want to be heard on that?

[ No verbal response]

CHAl RWOVAN MARTI N: No obj ecti on
M. Bolton?

MR. BOLTON: No objection.

CHAl RWOVAN MARTIN: Al right.
Thank you. Then we will take adm nistrative
noti ce as requested.

MS. BROWN: Thank you. There is

one nore issue regarding the exhibits, and
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11

that is with respect to Exhibit 9, simlar to
in the financing docket, the note that it was
filed the day after what is prescribed for
filing dates in the PUC s rules. And we
woul d ask, as we did in the cover letter to
Exhibit 9, that the Comm ssion accept the
| ate-filed settl enent docket. The parties
bel i eve that because all parties
partici pated, there's no prejudice, and
havi ng the settl enent docunent hel ps pronote
the orderly and efficient conduct of today's
heari ng.

CHAl RMOVAN MARTI N Ckay. Any
obj ection fromany other party on that?

[ No verbal response]

CHAl RWOVAN MARTIN:. M. Bolton, you
were not involved this norning. Any
obj ecti ons?

MR. BOLTON: No objection.

CHAl RMOVAN MARTI N:  Ckay. G eat.
Seei ng none, any other issues? OCh, sorry. |
should rule on that before going on to the
next one. W wll accept the late filing by

one day.
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12

M5. BROMWN. Thank you.

CHAI RMOVAN MARTI N Anyt hi ng el se,
Ms. Brown?

M5. BROMN: Yes. | would like to
di spense with authenticating exhibits. And
to the extent this is sonewhat simlar to an
offer of proof, if | could just make note
that, with respect to Exhibit 14, the rate
case schedul es are essentially the version
t hat was accepted as Exhibit 4. They're the
rate case schedules, but in the confidential
version. Just so the record is fully
devel oped, that's the reason for introducing
that for Exhibit 11, which is the final
audi t. Penni chuck has no changes or
corrections to nake to that exhibit, and they
are fully aware of the contents.

Wth respect to Exhibits 10 and 15,
these are data responses offered by
Penni chuck Water Wirks. Penni chuck has no
changes or corrections to them And the
respondents were Donal d Ware and Larry
Goodhue, who are going to be testifying

today, and they are wlling to accept and
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13

adopt those discovery responses as part of
their testinony today.

Wth respect to Exhibit 12, that is
Larry Goodhue's suppl emental testinony.
Agai n, there are no changes or corrections,
and M. Goodhue adopts that as part of his
t esti nony today.

And lastly, wth respect to
Exhi bit 13, which is the testinony of G egg
Therrien, by agreenent of the parties, M.
Therrien is not appearing as a w tness today,
and M. Ware is fully able to adopt and cover
any questions the Comm ssion nay have on his
testi nony.

So with that, | just wanted to
avoi d redundancy of having to drag the
W t nesses through authenticating those if we
could sinply accept those representations and
adopt i ons.

CHAl RMOVAN MARTIN: Do you plan to
have M. Goodhue adopt M. Therrien's
testi nony on the record?

MS. BROMWN: M. Goodhue can. But |

do know fromtal king wth Donald Ware, he is

{ DW 19- 084} [ Hear i ng] {07-01- 2020}
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[WITNESS PANEL: GOODHUE|WARE]

nost famliar with the nuances --

CHAl RMOVAN MARTIN: Oh, M. VWare --

M5. BROMNN: -- of the --

CHAl RAMOVAN MARTIN:  -- will adopt
it?

MS. BROMN:  Yes.

CHAl RMOVAN MARTI N:  Ckay. As |ong
one of your witnesses wll adopt it during
t esti nony.

MS5. BROMWN: Yes, that is the
att enpt .

CHAI RMOMAN MARTIN:  All right. Any

obj ection fromany other parties to
proceeding i n that way?

[ No verbal response]

CHAl RA\MOVAN MARTI N: Ckay. Al
right. Then we will start with swearing in
the witnesses. Ms. Robidas.

(VWHEREUPON, LARRY D. GOODHUE, DONALD L.
WARE, JAYSON LAFLAMVE, JANMES BRENNAN,
were duly sworn and cautioned by the
Court Reporter.)

CHAl RWOVAN MARTI N Ckay.

Ms. Brown.
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[WITNESS PANEL: GOODHUE|WARE]

DI RECT EXAM NATI ON

BY M5. BROMN:

Q

Yes. I|I'mgoing to direct ny questions
initially to M. Goodhue. Just want to nake
sure | get a picture of you. There.

M . Goodhue, i n your testinony in the
fi nanci ng docket, you explained in the record
the positions that you hold. And so I'd just
li ke to make note that part of the transcri pt
we're going to recogni ze, and |I' m goi ng avoi d
t hose questions here.

But | did want to ask you, wth respect
to your area of expertise, can you pl ease
explain on the record what you consider to be
your area of expertise.

(Goodhue) My area of expertise through ny
career is on the financing side nostly of the
corporation. My degree fromcollege is in
accounting. | ama CPA, with ny CPAin a
suspended status in the state of New
Hanpshire, and have cone up through the
financial ranks in the various jobs or

enpl oynent that | have filled at this conpany

and at prior enployers. So ny tenure at

15
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[WITNESS PANEL: GOODHUE|WARE]
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Penni chuck has actually evol ved from bei ng
the conptroller to the CFO to the CEOQ and
as such, | do have operati onal experience,
but rely very heavily upon ny senior
managenment team for their expertise in their
specific areas. But ny specific, overall
area of expertise would be in the area of
financi ng, accounting and treasury function.
And your testinony today being offered is
going to be within that area of expertise, as
wel | as your experience in your present
posi ti ons?

(Goodhue) That is correct --

And can you briefly describe your invol venent
with this docket?

(Goodhue) I"'msorry. Can you repeat that?
Can you pl ease describe your involvenent with
t his docket ?

(Goodhue) | have been fully involved wth

t hat docket fromits inception through the
process of filing the case, providing

testi nony, responding to data requests, and
involved in the formati on and conpl eti on of

the settl ement agreenent submtted in this

{ DW 19- 084} [ Hear i ng] {07-01- 2020}
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17
docket .
Thank you.
M. Ware, | don't think we have your
nane and position in the record. |[If you

coul d pl ease state both.

(Ware) Yes. M nane is Donald Ware. | am
the chief operating officer of Pennichuck

Wat er Wor ks.

And do you hold any positions with Penni chuck
Water Works affiliates?

(Ware) Yes. | amalso the chief operating

of ficer of Pennichuck East Uilities,
Pittsfield Agueduct Conpany, the Penni chuck
Wat er Service Conpany, and Penni chuck

Cor por at i on.

And can you pl ease descri be your
responsibilities in those positions?

(Ware) Yes. As chief operating officer, |
work with the staff in the area of the field
operations, office operations relative to
provi di ng safe drinking water to our
custoners. So | work with our chief engineer
and engi neering staff, our water supply

director and water supply staff, our

{ DW 19- 084} [ Hear i ng] {07-01- 2020}
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di stributi on manager and the distribution
staff, our custoner service nanager and that
staff. And | have also worked with our

regul atory staff on this filing.

Thank you. And do you hold any professional
i censes?

(Ware) Yes. I'ma licensed professional

engi neer in Maine, New Hanpshire and
Massachusetts. | also ama distribution
Level 4 operator and a water supply Level 4
operator in the sane three states.

And wll the testinony you offer today be
within that area of expertise, as well as
your experience in your positions you just
descri bed?

(Ware) Yes, it wll.

Ckay. Now, M. Goodhue, if | could turn to
you, please. And do you have Exhibit 9, or 1
fromthe financi ng docket, and Bates Page 63
in front of you? This is the flow chart.
(Goodhue) Yes, | do.

And | just -- | know this was fully descri bed
in the financi ng docket, but could you just

sunmmari ze whi ch of these revenue requirenent

{ DW 19- 084} [ Hear i ng] {07-01- 2020}
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buckets have no change and whi ch ones do have
change in their costs.

(Goodhue) Change in their costs between rate
cases? Yes.

So if you |l ook at the di agram on Bates
Page 63 of Exhibit 1, this is a
representation of the elenental buckets to
our allowed revenue requirenent. And when
you | ook at the buckets, |I'mgoing to focus
first on the CBFRR, or the city bond fi xed
revenue requirenent. That has a fixed
conponent or value at this tine all the way
until January 25th of 2042, at which tine the
bonds that the Cty of Nashua floated to
Penni chuck Corporation in 2012 will be fully
exti ngui shed and repai d.

Wth regard to the DSRR buckets, in
essence, those are fixed anobunts as well, in
that, in each rate case the debt service
associated wth debt in place as of the test
year is a fixed anount relative to the debt
service on those | ong-term debt obligations
fromthat point in tine to their full

maturity at some tine in the future,
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dependi ng on each el enent of the debt service
having a maturity date.

Wth regard to the third maj or bucket,
whi ch the OERR, and is conprised of the
MOERR -- so, Mary, OERR -- or the NCERR --
which is the Nancy, CERR -- those would be
vari abl e expenses that in all |ikelihood
woul d i ncrease between rate cases, but could
decrease, but are subject to change because
t hey are based on actual usage |evels and
pricing levels relative to operating expenses
i ncurred for the prudent and necessary
operation of the utility to the benefit of
Its custoners.

Now, one point of clarification, M. Goodhue.
Wth respect to the references to dividends
in the settlenment agreenent. Can you pl ease
explain, or is it -- are you able to explain
when you're tal king about dividends, what's
actually happeni ng? Were is noney fl ow ng
in this diagranf

(Goodhue) Yes. So the only dividends that
are really leaving the corporation at all are

in -- or wiwth respect to the CBFRR

{ DW 19- 084} [ Hear i ng] {07-01- 2020}
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requi renent, which is the noney that is
produced out of our revenue requirenent at
PWVN Penni chuck East, and Pittsfield
Aqueduct, to provide the cash up to

Penni chuck Corporation to pay the obligation
tothe Cty in order to service the

$150.6 million worth of bonds they floated in
January 2012 to purchase the corporation at a
publ i c conpany status. They issued those
bonds as a hybrid offering. It was a

conbi nation of serialized bonds, as well as
term bonds wi th annual debt repaynent

requi renents and the full maturity of 30
years.

As in the offering statenent that they
had published for the issuance of those
bonds, there's a schedule that indicates the
annual debt service requirenment for each year
bet ween 2012 and 2042. And based on that
preci se anount of nobney that is required, the
City -- the Corporation, Pennichuck
Cor poration, has to pay a note paynent on the
80 percent of the noney that was invested in

t he Conpany as a note payabl e back to the
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[WITNESS PANEL: GOODHUE|WARE]

City, which is about $707, 000 and change per
nonth that is paid to the Gty on a nonthly
basis. And then on a quarterly basis, a
dividend is paid that is the nake-whol e
bet ween the sum of those 12 nonths of note
paynents to bal ance to that annua
requi renent to service those bonds on an
annual basis. It is about a quarter of a
mllion dollars per year, but it varies
because it's not a perfectly | evel paynent
stream for the 30 years. It is, you know, a
nearly perfectly level stream Those are the
only dividends that | eave the corporation.
There was a special provision in Docket
DW 11-026 that allowed for the possibility of
a special dividend to pay to the City nonies
to recoup their costs of pursuing em nent
domain leading up to that settl ement under
11-026; however, in our l|last rate case for
PWV under DW 16-806, it was clearly
redefi ned that no noney could | eave PWN PE
or PAC as regulated utilities in order to
fund a special dividend to the City. Any

fundi ng of a special dividend would have to

22
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cone fromunregul ated operations in order to
fund that in any manner.
Perfect. Thank you for that clarification.

So when soneone's referring to a
dividend, it's this bond paynent structure,
not the common definition of a dividend from
| i ke a coormbn stock or preferred stock; is
t hat correct?

(Goodhue) That is correct. And it's
sonething that | could actually, given the
tinme to do it, could define exactly what that
di vi dend woul d be for every year between now
and January 25th of 2042 by just taking that
of ficial docunent -- in fact, | have a
schedul e that lists that, and each year we
then set the quarterly dividend requirenent
to be one-fourth of that annual requirenent
for every year |eading up to 2042.

| appreciate that clarification.

Now i f we could turn to the settl enent
docunent and get to the neat of the MOEF
description. And | want to nmake sure you
have Exhibit 9 and open to Page 29, M.
Goodhue.
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(Goodhue) Wiich Bates page? |'msorry?

This is Bates Page 29 --

(Goodhue) 29.

-- where the settling parties are discussing
the materi al operating expense factor.
(Goodhue) | have it in front of ne.

Thank you. And can you please state for the
record what problemthis MOEF is intended to
addr ess?

(Goodhue) Primarily what it is intended to
addr ess, because our rate structure as we
just spoke about is based on

dol | ar- per-dol |l ar coverage of cash fl ows
needs in the various buckets of our allowed
revenue climate, two of which are fixed in
nat ure, being the CBFRR, which we spoke about
a nmoment ago. And, in essence, DSRR is a
picture climate as wel |l because our debt in
place at the tinme of a rate case is that of
fi xed repaynent obligation. And for any debt
that we | ayer on between rate cases now has a
fi xed conponent that could be added in as a
surcharge under our QCPAC, which was

aut hori zed in DW 16- 806.
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So the third bucket is the OCERR portion
of our allowed revenues, and that is the one
that has variability between rate case. One
of the key itens that occurs for us, as
opposed to investnent-owned utilities, is we
do not have any variability relative to
return on equity |Iike we would have had in
t he past, which would allow for the coverage
of what we would call regulatory |ag, where
you base your trading-off dollars that you
coul d pay public conpany sharehol ders their
di vi dends versus cover increasing operating
expenses between rate cases. So in our case,
where it is truly a nodel for cash flow
coverage, what we needed was an el enent to
actually account for the regulatory |ag that
occurs.

In this current case, we've got a case
that is based on test year 2018 test-year
expenses with certain pro formas through
2019. However, we're already in 2020, and I
guar ant ee you, the operating expenses that
we' re seeking to cover on July 1st, 2020 do

not match dollar-for-dollar to the operating
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expenses that are included in the CERR
portion of the case. So inmedi ately, even
with the pronulgation of the rate case, we
may be behind the eightball relative to the
full and adequate coverage of those operating
expenses on a dollar-for-dollar basis with
our allowed revenues.

And M. Goodhue, thank you for that
background. And | ooking at this diagram on
Page 63, can you pl ease explain how this
MOEF, MO E-F, factor affects the nateri al
operati ng expense revenue requirenment rate
stabilization fund?

(Goodhue) Yes. So having a MOEF, or M O E-F,
mat eri al operati ng expense factor, what we
are seeking here is a factor in our allowed
revenues out of a test case that gives sone
over-cover to the operating expenses fromthe
test year for that case. Those extra dollars
as collected in our revenues do not | eave the
operation. And in fact, the over-collection
of those in year one woul d be additi onal

doll ars deposited into the rate stabilization

fund for the MOERR RSF. So those doll ars
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woul d reside in there.

The real intention, and as we nodel ed
this, was how does the Conpany provide cash
for necessary operations between rate cases?
In a perfect world, in year one out of a rate
case, the over-collection would go into the
rate stabilization fund. |In year two, as
operati ng expenses i ncrease, we m ght be
neutral. Revenues m ght cover those. And in
year three, we woul d probably not have
revenues sufficient to cover all the
operati ng expenses, but the extra dollars
deposited in the rate stabilization fund in
year one would be there to offset and backup
t hose expenses as we promrul gate our next rate
case for rate relief based on now that new
| evel of operating expenses that need to be
i ncluded in our allowed revenues com ng out
of that subsequent case.

Q Perfect. Thank you

M. Ware, | would like to turn to you
Now.

A. (Ware) Al right.

Q And this is where | would |Iike to have you

{ DW 19- 084} [ Hear i ng] {07-01- 2020}




© 00 ~N oo o b~ w N P

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

[WITNESS PANEL: GOODHUE|WARE]

28

turn to Bates Page 70 of Exhibit 9. This is
the MOEF financial nodel. And understandi ng
t hat we've got a nodel run at the 3.67 total
i nterest cost and one at the 4.67, 1'd |ike
you to focus on Page 70, which is the 3. 67
total interest cost, if you have that pulled
up in front of you.
(Ware) | do.
And did you prepare this schedul e?
(Ware) Yes, | did.

M5. BROWN: And |1'd |ike to note
for the record that at the top corner on the

right it says DLWExhibit 1

BY M5. BROM:

Q

Now, M. Ware, you heard M. Goodhue's

expl anation of the MOEF. Can you wal k us

t hrough these nunbers on how the 9.5 MOEF
factor was arrived at?

(Ware) Yes. So as M. Goodhue indicated, the
goal of the MOEF, or the factor, is to allow
us, as we progress out of a test year and
revenues associated with the test year, to
cover expenses that are increasing either due

to inflationary or regulatory or operating
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needs. And so when we | ooked at this, you
know, in an ideal world, at the next rate
case the funds in the rate stabilization fund
underlying the MOERR, MO E-R R, or nateri al
operati ng expenses, would be at the inprest

| evel of 2.85 mllion. It would neither be
| ow nor high. For the Conm ssioners who may
or may not be aware, in 16-806, that docket,
when we set the inprest level up for the rate
stabilization funds, there was a nechani sm
that at each rate case we would true up to

t he agreed-upon -- (connectivity issue)

t hrough a three-year process of either
Issuing a deferred credit to custoners if we
had -- if the RSF over-topped, or if they
wer e bel ow where they should be, there would
be a deferred debit or an extra collection
over three years. So if we were $300, 000
under the total allowed anmount of 3,920, 000,
the way 16-806 would have worked is we woul d
have added $100, 000 to our revenue

requi rement to configure a refill the rate
stabilization fund. And the opposite --

(connectivity issue) in that if we were at
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$300, 000 over the 3,920,000, that we woul d
reduce our revenue requirenent by $100, 000
each year.

What we have found is that, as M.
Goodhue explained, is that the rate
stabilization funds underlying the city bond
fi xed revenue requirenent and the debt
service revenue requirenent are fine. They
operate well because the costs do not vary,

unli ke the material operating expenses. Wen

you | ook at three years -- and we did a
sensitivity analysis on this -- at a | evel
we'll choose of 3 percent a year increase in

t he operating expense, there's a conpoundi ng

effect. And the fact that, as M. Goodhue

nmentioned, it is now 2020, our revenue

requi rement to support the naterial operating

expenses W thout the -- (connectivity issue)
(Court Reporter interrupts.)

-- wWwthout the MOEF is al ready i nadequate.

If you had a 3 percent increase in 2020 over

the materi al operating expenses that we get

our revenues from 2019, you have, as you note

on this chart, a $600, 000 shortfall of

30
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revenues. |In 2021, if you add an additi onal
3 percent, you now have in that year over the
test year revenues set to cover operating
expenses alnost $1.3 mllion deficit. And
now in -- (connectivity issue)

(Court Reporter interrupts.)
(Ware) So in 2020, the deficit between -- and
again, this assunes we get the revenues that

we were granted based on consunption. So

we'll make that assunption, that the
revenue -- or consunption sales |level is what
was anticipated. |In 2020, wwth a 3 percent

I ncrease i n operating expenses over 2019, we
woul d have had a shortfall of revenue to
act ual expenses of just over $600, 000.

In 2021, if the expenses in 2021 went up
3 percent over those in 2020, or effectively
6 percent over the allotted expenses, or
al | oned expenses and revenues from 2019,
you're now alnost 1.3 mllion short in that
year alone. In those two years, you're
approaching a $2 mllion deficit. And then
in the year of the filing, which would be

2022, while that case is being prosecuted, if
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t he expenses have gone up another 3 percent,
by the end of 2022 the difference between

t hose expenses and the revenues that were
granted for 2019 expenses is 1.9 mllion.
And so --

M. Ware --

(Ware) Yes.

-- can you interject when you're referring to

nunbers, where on the exhibit so that we can
follow ng you for the record?
(Ware) Thank you.

Thank you.

(Ware) If you look, if all parties would | ook
at that DLWExhibit 1, and you | ook, there is

a box -- and unfortunately there are no cells

or rows here that says cal cul ate MOERR RSF.
It's alittle box that's underneath the
initial big box and hopefully everybody sees
that. You got the years 2020, 2021, 2022.
And you see the increases over the 2019, you
know, expenses. So you see those three
nunbers there in 2020. And this is based on
an assunption that operating expenses are

going up at 3 percent a year. |If they go up

32
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| ess, obviously the difference between the
all otted revenues based on 2019 expenses and
t he actual expenses goes down. |If it goes up

nore, the opposite happens. W use 3 percent
in this analysis. So you can see that over
the three-year tinme frane, if revenues match
what's granted, we woul d consunme al nost
3.8 -- we would fully consune the $2.8
mllion and be a mllion dollars in deficit
as a result in the RSF fund, which neans we
woul d be borrowi ng that noney from our
working capital line of credit.

The goal of the MOEF, as M. Goodhue has
described, is the dollars that are
over-col lected in 2020, where you're
collecting 9.5 percent nore in revenues than
t he projected 2019 expenses, results in your
havi ng noney that you should be able to put
into and build the materi al operating expense
RSF f und.

In year two, in this case 2021, the
9-1/2 percent naterial operating expense
surcharge -- or fund, excuse ne -- or factor

results in the revenues being collected in

{ DW 19- 084} [ Hear i ng] {07-01- 2020}




© 00 ~N oo o b~ w N P

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

[WITNESS PANEL: GOODHUE|WARE]

2021, inclusive of the MOEF, essentially
equal ing the 2021 operati ng expenses. So you
still have extra funds for the RSF fund
underneath the material operating expenses.
It still has extra funds init. In year
three, those funds are drawn down. And the
goal of setting the 9-1/2 percent was so that
in an ideal world, if operating expenses
travel ed at 3 percent increase per year, that
t here woul d be an overage or underage when
you eval uated the material operating expense
revenue fund.

And we did do a sensitivity anal ysis on
that, you know, that | ooked at the inpact of
havi ng | ower operating expenses or higher
operati ng expenses and what that would do to
the requirenent for setting the materi al
operati ng expense factor to try to keep that
bal anced.

And all the way at the bottom of that
exhibit you see a three-year analysis of the
| evel of that material operating expense rate
stabilization fund using the 3 percent

I ncrease i n operating expenses and the 9-1/2
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percent material operating expense factor.
And you can see how it initially results in a
hi gher | evel of nonies in the rate

stabilization funds supporting the materi al

operati ng expenses in year one. In year two,
that | evel doesn't change. |In year three, as
you're filing the rate case based on this

anal ysis, you can see the level is just bel ow
2.8 mllion; so below the desired i nprest --
(connectivity issue)

(Court Reporter interrupts.)

(Ware) -- inprest value that was set in DW
16- 806 of $2,850,000. So that whol e
mechanismis set to work.

If we got into periods of high inflation
as we hit the next rate case -- and nobody
wants to think about that -- but if we did,
to keep that fund flush, you would want to
| ook at or consider whether there was a need
to increase the materi al operating expense
factor. O the opposite, if increases in
operati ng expenses were | ess than
anti ci pated, and you believed that that trend

was going to extend, then you woul d change
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the material operating expense factor down.
The whol e goal of that material operating
expense factor is to try not to borrow noney
to maintain operational. As it currently
sits, you may recall we're borrow ng cl ose
to, or proposing to borrow close to $5.5
mllion to cover operating expenses with a
| ong-term note. That does not nake sense
froma | ong-term operati ng node, you know,
deferring and paying for your expenses that
you i ncurred by borrow ng noney on a
| ong-term basi s.

So, based on the cash nature of our
busi ness and how we operate, and the fact
that typically rate cases are three years
apart, the need for the nmaterial operating
expense factor to provide sone cash coverage
of operating expenses is very inportant.
It's inportant to our bond ratings, as M.
Goodhue has indicated. And so, you know, as
proposed, we believe that this is a factor
that will help our rating.

And just as an aside, and it was noted

in one of ny data requests, the Anerican
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WAt er Wor ks Associ ation recomends as a
mninmumthat utilities maintain a cash fund
of 25 percent of operating expenses as a
mnimumin order to be considered to be
viable. R ght now, our operating expenses
are at 20 mllion. |If you took that at face
val ue, they would say you need to have or
should have $5 million in reserve funds.

So | guess that covers everything.
Thank you. M. Ware, can | follow up on your
3 percent? Wat kind of -- you used
3 percent as an estinmate. Wat is your
confort level that that is either
underestimating the growh or is on target
w th the expected growth? |If you coul d speak
to that.
(Ware) | believe that going forward, that
should be fairly close to our nornal increase
I n operati ng expense. But again, as M.
Goodhue nentioned, we're staring at the
possibility of sonme |arge, uncontroll able
expenses associ ated with changes in
regul ations, particularly at PWNVin the area

of the PFCS -- or PFAS regul ations. That, in
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and of itself, dependi ng upon where the
nunbers end, could take an expense for carbon
that currently is about $200,000 a year to
about $1.5 nmllion a year. But short of sone
huge change li ke that, | believe that

3 percent is a fairly good nunber right now
in the current environnent that we are
relative to changes in operating expenses.

It is lower, by the way, than what we've
experi enced over the last five years. But
there were sone anonalies relative to those
that caused the increase in operating
expenses over the last five years to be

hi gher than the 3 percent we're targeting.
Thank you. Now, one other clarification, M.
Ware. You referenced a reconciliation. Wre

you referring to the reconciliation that

was -- that cane out of your |ast rate case,
that the -- | think Page 41 of the settl enent
agreenent refers to and states wll be

preserved? Was that the reconciliation you
wer e tal ki ng about, that three-year --
(Ware) Yes, yes.

Ckay. Thank you.
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And with respect to the issue of cost
control, because that cane up in the
fi nanci ng docket, | know you covered that in
your prefiled direct testinmny which has been
mar ked as Exhibit 2, did you have anything to
add to the list of cost control neasures that

M . Goodhue testified to?

A (Ware) No. | believe he covered everything

pretty thoroughly, | guess with the one
exception that we have invested in an asset
managenment and G S programthat ultimately is
going to allow us to have even better control
over our operating expenses and the
tinmeliness of our operating expenses and
control of our operating expenses.

Q Thank you, M. Ware.

M5. BROMWN: And for the record, |

woul d just note that Page 6 of Exhibit 2 of
M. Ware's testinony is where that
description can be found.

BY MR BROM:

Q M. Goodhue, if | could turn back to you for
your opi ni on.

I n your expertise in running a water
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utility and your expertise in finance, can
you offer an opinion as to why this materi al
operati ng expense factor nechanismis a good
sol ution as opposed to any ot hers?
(Goodhue) Yes. First off, M. Ware all uded
to the fact that the last thing you want to
be doing is borrow ng | ong-term debt to pay
for current operating expenses. W are
asking for a one-tinme opportunity to do that
in the financi ng docket. So the anal ogy |
woul d use there is the last thing you woul d
encourage people to do is to take out a hone
equity loan on their house, basically
borrow ng against the equity on their hone on
a long-termdebt to pay for their phone bill,
their water bill, their groceries. You don't
want to pay for short-termobligations with
| ong-term noney, especially when that
| ong-term noney cones along with it not just
the repaynent of the principal, but the
paynent of the interest that's tied to
servi ce that debt.

This MOEF will allow for the tinely

collection and all ow coll ected revenues
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W t hout the incurrence of |long-termdebt to
pay for short-term operati ng expenses. It
woul d all ow for the avoi dance of interest on
those costs. It will allow that we didn't
have a | ayering-on effect of having to refill
rate stabilization funds with | ayers of debt
t hat woul d | ayer upon each other rather than
properly pay for the expenses in a tinely
manner from when they are incurred.
Therefore, you got ratepayers -- again,
we'll go back to the inter-generationa
equity portion of this, in that current
rat epayers are paying for the cost of
expenses that they're currently experiencing
t he benefit from
And are those -- | think you were all uding
to -- | wanted to get to what are the
benefits to ratepayers of the MOEF. And that
I nter-generational subsidy issue is one of
themthat resolves it; is that correct?
(Goodhue) That is correct, because you're
col l ecti ng noney nuch nore closely aligned
with the tine in which the noney is being

used to pay for current operating expenses,
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versus the alternative would be to
periodically go out and i ssue debt to pay for
t hose operati ng expenses, and now you' ve got
an intergenerational inequity that custoners
are payi ng over tine for expenses that they
may not have been the beneficiary of.

Yup. Thank you.

MS. BROAN:  Now, Comm ssioners, the
parties had di scussed presenting its w tness
panel s and questions, marching through the
settl enent docket issue by issue. So at this
point, | amdone wth nmy questioning of the
Penni chuck wi tnesses on the MOEF and woul d
li ke to transfer it over to Staff and OCA for
t heir questions.

CHAI RWOVAN MARTI N: Questi ons of
their own witnesses or -- (connectivity
I ssue)

(Court Reporter interrupts.)

CHAl RAMOVAN MARTIN: | said
questions of their own w tnesses, or are we
goi ng to have questioning of these w tnesses
by other parties like we did in the | ast

case?
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(Court Reporter interrupts.)

M5. BROAN. And | was going to
respond as both, because it was our intent to
cover issue by issue, and whether if that
necessitated us bringing our witnesses on at
that juncture, or cross-examne -- or | guess
friendly recross of each party's w tnesses,
that we would handle it that way, issue by
i ssue, and bring in witnesses as we need to
to cover the issue.

CHAl RAMOVAN MARTI N: Everyone agree
wth that approach?

M. Tuonal a.

MR, TUOVALA: \Whatever is easiest
for the Conm ssioners, if we want to go page
by page through the settlenent. |[|'malso
prepared to just ask everything of ny
W t ness, Jayson LaFlanmme, in its entirety.
So |l leave it -- | defer to the
Comm ssi oners.

CHAI RAWMOVAN MARTI N: | appreciate
the effort to break it down by issue, but I
think it conplicates the exam nation. So |

think the way we did it this norning is

{ DW 19- 084} [ Hear i ng] {07-01- 2020}




© 00 ~N oo o b~ w N P

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

[WITNESS PANEL: GOODHUE|WARE]

44

easi er.

MS. BROWN:  Fi ne.

CHAl RAMOVAN MARTIN:  So let's do it
t hat way.

M5. BROMN: Ckay. Then | wll
continue on with the Penni chuck panel then,

or the w tnesses.

BY M5. BROMN:

Q

M. Goodhue, | just want to ask you about
affiliate agreenents.

The proposed revenue requirenment
cont ai ns enpl oyee costs that are apporti oned
anong the Pennichuck famly of conpanies; is
that correct?
(Goodhue) Yes, it is.
And is that pursuant to a cost allocation
agr eenent ?
(Goodhue) It is.
And are you aware of whet her that agreenent
is on file with the Conm ssi on?
(Goodhue) It is. Yes, it is.
Ckay. Now, M. Ware, | would like to turn to
you and have you cover the five-year average

I ssue that appears in the settlenent at
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Page 37.

(Ware) Ckay.

And can you pl ease explain how the five-year
average cal cul ati on was derived from

Penni chuck' s | ast rate case?

(Ware) Yes. The five-year average is based
on the test-year usage and the precedi ng four
years' usage. So we're |ooking at an average
over a five-year tine franme for usage, or in
this case, sales, for purposes of the revenue
requi rement and expenses as opposed to using
just the test year's usage and expenses for
setting revenues and expenses.

Ckay. And can you please explain briefly
what the parties have agreed to to change

t hat formul a?

(Ware) Yes. During the -- when you | ook at
the 2018 test year, it incorporated 2016. As
everybody probably recalls, the sumer/fall

of 2016, there was a severe drought. W were
fortunate enough that in the core system we
had plenty of water, and people used it
tremendously. As a result, we had a very

| arge year in terns of sales. [If you put
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that into the five-year average, it was goi ng
to cause the five-year average sal es and
punpage to be hi gher than what woul d be
normal. And in fact, four out of the five
years were bel ow 2016. So that woul d have
resulted in future years' revenue set on a

hi gher | evel of usage and sal es than woul d
nornmal |l y be expected. And you woul d

i mredi ately have -- it would have resulted in
not having sufficient revenues.

So the idea of the five-year average in
the settlenent was that we woul d | ook at
those five years, the test year and the four
precedi ng years. W would cal cul ate the
average. W would conpare that average
agai nst each of those five years. |If there
was a year where the usage was 15 percent
nore or less than that five-year average,

t hat year woul d be taken out of the average,
and we woul d go back one year further to

cal cul ate the five-year average; you know,
nore of take that abnornmal year out. But

t hat abnornal year is where the year is

15 percent nore or |less than the five-year
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aver age.
Thank you.

M. Goodhue, 1'd like to have you turn
your attention to the business enterprise
tax, business profit tax discussion that's on
Page 38.

( Goodhue) Yes.
| just need to find you on ny screen. Thank
you.

Can you pl ease explain the problemwth
t he present operating expense revenue
requi rement and your paynents that are
requi red under the business profits tax and
what this paragraph -- what this termof the
settl enent agreenent is intended to address?
( Goodhue) Sure.

Accommodat e a three-part questi on.

(Goodhue) So Penni chuck Water Works, as a
part of the consolidated group under

Penni chuck Corporation, filed a consolidated
federal incone tax return and state incone
tax return, or business profit tax return,
with the State of New Hanpshire, and as such,

Is subject to taxation as a C Corp. wth
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respect to the legal entity, a taxable entity
both at the federal and state | evel.
Currently, out of 16-806, the cash costs
of any income taxes, whether they be state or
federal, are not inclusive in our CERR
portion of our allowed revenues. So we do
not have cash coverage in our revenues to pay
for the cash costs of incone tax that are
i nposed upon the corporation by the federal
governnent for the state of New Hanpshire.
The taxes that the corporation is
subject to are: Federal incone taxes to the
IRS, as well as business profits taxes to the
state of New Hanpshire, or in the
alternative, the business enterprise tax in
t he state of New Hanpshire. | always refer
to the business enterprise tax in the state
of New Hanpshire as basically being a m ni num
I ncone tax for businesses in the state of New
Hanmpshire, in that it is cal cul ated
regardl ess of whether a corporation is
profitable or not. They are subject to the
busi ness enterprise tax, and it is cal cul at ed

based upon wages paid, interest expense and
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di vi dends paid, and as such, there is a

m ni mum requi rement that corporations nust
pay tax in the state of New Hanpshire. That
obligation is offset against any net
operating | osses that are generated for

busi ness profits taxes to create what is
called a BET credit -- so, a B-E-T credit.
That BET credit has a limted |ife span that
can be used to offset business profits taxes
that may be incurred in years foll ow ng that
current year.

All this being said, we were |ooking to
have all of our corporate incone taxes
included in this rate case. However, in
di scussions with the parties and in
settlenent of this, we agreed that the only
current cash need we really have right nowis
t he business enterprise tax. And that nust
be paid on a quarterly basis, and an annual
filing and true-up of those anobunts due under
t he busi ness enterprise tax currently. And
why is that? WelIl, because the corporation
is currently in a net operating | oss position

both for federal incone taxes and for
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busi ness profits tax with the State of New
Hanmpshi re.

One of the concerns we have is that the
operating | osses can fully shelter our tax
obligation at the federal |evel currently.
But when the Tax Cuts and Job Act, or TCIA,
was passed by the federal governnent in |ate
2017, they al so nade sone changes to how net
operating | osses could be used to offset
taxabl e i ncone. Any net operating |osses
that were earned prior to the TCJA can be
used one hundred percent to offset taxable
i ncone, turning into a zero tax paynent if
you have enough of them However, net
operating | osses that were earned after TCIA
was put in place can only shelter taxable
incone to the extent of 80 percent. So we
know that we're going to get to a point where
we burn through our pre-TCJIA NOLs and
actually be in a cash paynent situation for
f ederal taxes, even though we nmay have enough
NOLs to fully shelter taxable incone.
However, that's not happening right now.

One of the other factors that happened
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out of the TCJA passage was the sunsetting of
an exenption that existed since 1992, |
bel i eve, where CIAC, contributions in aid of
construction, given to water utilities in
this country were not subject to taxation as
I ncone to those utilities. Wth TCIA that
exenpti on sunsetted, and now Cl AC i s taxable
to water utilities.

As a corporation, we filed a docket with
t he PUC | ast year on behalf of our regul ated
utilities for a tariff change, which was
approved, and allowed for us to gross up Cl AC
coll ected from devel opers on a goi ng-forward
basi s, such that they have to pay us the
gross-up or the tax incurred fromthe
contributions of that CIAC. That noney is
collected, held in a separate bank account,
and is actually the feed noney, or the FIFO
basi s noney, to pay cash basis on incone
t axes when we burn through those NOLs and
t hose dol |l ars now becone due and payabl e.
And the whol e basis for that was the
sunsetting of that Cl AC provision would cause

an acceleration of the use of NOLs that coul d
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fully shelter taxable incone. Very |ong
answer to a short question.

At the end of the day, what it cane down
to was we have a cash obligation that is
current, and will be current and ongoi ng, and
that has to do wth the BET tax obligation
for the corporation; as such, we settled wth
the parties to have that introduced as a
conmponent of our MOERR covered expenses and
to defer the request for further
I mpl enent ati on of federal incone taxes and
busi ness profits taxes to a point in tine in
the future where those are truly going to
becone a current cash obligation as a part of
t he costs of running the conpany.

That fully answers ny question, M. Goodhue.
Thank you.

Can | have you turn to Page 39 with
respect to the re-prioritization of the DSRR
0.1 funds? Can you pl ease speak to or
summari ze what the parties have agreed to
al | ow Penni chuck to do?

(Goodhue) Yes. So out of Case DW 16-806,

t hat docket, the DSRR 0.1 el enent to our rate
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structure was created. And what was agreed
to in that case was that those .1 fund

nmonies -- as we refer to them ".1 fund

noni es” -- are to be used as seed nobney for
capital each year, such that certain capital
projects could be funded with that coll ected
cash versus having to incur debt to pay for
those capital projects. However, one of the
things that is not covered is when we have
any deferred assets that have to be

incurred -- i.e., studies for engi neering
studi es, doing a bat netric survey of our
ponds, various itens |like that, other

I ntangi bl e assets that are avail abl e and

al | owabl e as deferred assets -- we do not
have an el enent right now to pay for those in
our rate structure. Also, it seened a little
bit counterintuitive to have .1 nobnies go
towards capital when we may have an

I mpai rnment on our rate stabilization funds.
Wiy woul d we all ow those funds to go down and
have noney sitting on the side that we
couldn't put into those funds?

So what we're asking for is a
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re-prioritization, No. 1, to pay for those
i ntangi bl e assets or deferred assets first
out of .1 nonies collected so we have cash to
pay for those; No. 2, to use those nobnies to
help rebuild the rate stabilization funds and
support those between rate cases. Again,
that's a benefit to our custoners in not
havi ng those funds be inpaired, how that
supports our ability to i ssue debt at
favorabl e rates, and that we're not needi ng
to collect in the next rate case for any
deficiencies that mght exist in those rate
stabilization funds. And then thirdly, to
use those funds as that seed noney for
capital projects as was originally approved
and agreed to in DW 16- 806.
Thank you for that summary.

M . Goodhue, wth respect to Page 41,
and this is the re-establishnment of the
i mprest levels, in the financing docket there
was much di scussion on how a portion of the
financing is going to help re-establish the
i nprest level of the material operating

expense revenue requirenent. But can you
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pl ease just give us sone background on how
the re-bal ancing of the other rate
stabilization funds happens? And | believe
this is pursuant to the last rate case. |If
you could explain it for the record. Thank
you.
(Goodhue) Sure. Qut of DW 16-806 there was a
coupl e things that happened with the rate
stabilization funds. |If I go back in
hi story, the rate stabilization fund was
first established at a $5 mIlion inprest
| evel based on noney that the City of Nashua
borrowed and put into the Conpany as a
backstop, really, purely to backstop and
i nsure that the repaynent of the CBFRR coul d
be reinforced. It was there for PWVto use
but did not have -- it had an -- and to repay
it. But it had an elenent to it where PEU
and PAC could use it, but it had no nethod to
pay it back.

So in 16-806, we did a couple things.
We requested a bifurcation of the 5 mllion,
to |l eave a portion of that with PWV

3.92 mllion; and to reserve 1,080, 000 to be

55
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al l ocated to Pennichuck East and Pittsfield
Agqueduct -- 980,000 for Pennichuck East and
$100, 000 for Pittsfield Aqueduct. Then the
3.92 mllion for PWNwas further bifurcated
and all ocated to support each of the three
el enental revenue buckets for the all owed
revenue requirement for PWN $680, 000 was
al l ocated to the CBFRR rate stabilization
fund; 390,000 to the DSRR rate stabilization
fund; and $2.85 nmillion to the MOERR rate
stabilization fund. Also in that was -- and
you have to think of it alnbst as if we're
operating this fund accounting like a
muni ci pality would be. Each of these silos
operate onto their own, and the noney
nmovenent up and down for those revenue
conponents and the rate stabilization funds
t hat support them work aut ononobus of each
other. And so you can have between rate
cases -- and this will nost likely occur wth
each rate case. W get to the next rate
case, the CBFRR rate stabilization fund wll
be over-topped nost likely. The DSRR rate

stabilization nost likely will be over-topped

56
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because they have a fixed requirenent for
their usage relative to a variable supply of
cash coming fromrevenues.

And so the first thing that happens in a
rate case, what we would be | ooking for, is
the reallocation of the inprest |evels:
Bringing the CBFRR rate stabilization back to
the 680, the DSRR rate stabilization funds
back to the 390, and any access noney there
transferred to the MOERR rate stabilization
fund, and then | ooking at them holistically
relative to the $3.92 million inprest |evel
as to whether it is overfunded or
under funded, as M. Ware tal ked about, for
either the return of nonies to ratepayers
over three years or the collection from
rat epayers over three years to bring it back
to that full inprest level of $3.92 mllion.
Thank you, M. Goodhue.

I would next |ike to ask questions of
M. Ware with respect to the cost of service
st udy.

(Ware) Ckay.

M. Ware, could you just rem nd us, for the
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record, what is the objective of the
al |l ocated cost of service study?
(Ware) A cost of service study is conpleted
to ensure that the revenues collected from
each custoner class is appropri ate based on
t he expenses that are generat ed.
Thank you. And so on Page 42, where we have
recommendat i ons from Concentric, these were
t he adjustnents that M. Therrien recommended
to make sure the custonmer cl asses were paying
their fair share; is that correct?
(Ware) That is correct.
Ckay. Now, one of the recommendati ons nade
by M. Therrien was to start collecting nore
revenues fromthe fixed charge. Do you
recall that recommendati ons?
(Ware) Yes.
And why di d Penni chuck decide not to adopt
t hat recommendati on?
(Ware) | addressed that in ny testinony, but
I will address it again.

As the Conm ssion may or may not be
aware -- the Conmi ssioners -- we are about a

91 percent fixed cost and 9 percent vari able

58
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cost business. W get about 55 percent of
our revenues fromvariable sales. So if

sal es are bel ow those that are antici pated or
granted in the rate case, we don't get the
revenues to cover those fixed costs. But we
build a I ot of mechanisns to deal wth that
as well.

The real issue becones that noving nore
into the fixed costs would result in a | ower
volunetric rate. That would result in
certain custoners, |ow users, paying higher
anounts. So it really ends up penali zing
retired people, snmall users, single people.
And while it would match the revenue
requi rement -- or how the revenues are
generated to the expenses, again, it would
penal i ze your small user. It would al so
result in, because of that | ower volunetric
rate, people using nore water because it was
| ess expensive at the volunetric |level. More
water for lawn irrigation, nore water for
what ever you can i nmagi ne.

So it goes contrary towards the current

goal of many entities, is that inclining
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bl ock rate structures where the volunetric
rate is going up. There's no coupling of a
cost of service study to how you generate
your revenues or rates. But the rates are
derived in order to cause conservation to
take effect. So we believe the current
structure, the split between volunetric and
fi xed charge, has been in effect for al nost
as long as |I've been at the utility, where
there's been a swing fromone direction or

t he other. W' ve had nunerous cost of
servi ce studies occur for those reasons. And
we reconmmend it occur for the reasons | just
said. It wll result in conservation not
bei ng i ncurred, and a higher fixed charge
would result in your small user, and
particularly your retired fol ks paying a

hi gher anmount.

Thank you, M. Ware. Now, with respect to
the cost of service recommendati on on private
fire protection, the settling parties are
keepi ng that recomendation; is that correct?
(Ware) Yes.

But with respect to nunicipal fire
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protection, that recomendati on of

24. 2 percent increase be adjusted in one
year, that is a recommendation that the
settling parties are not fully accepting at
this point; is that correct?

(Ware) That is correct.

So can you please wal k us through, and this
may spill over into Page 43 of the settl enent
agreenent, how the parties are treating the
correction for municipal fire protection and
getting that -- | guess having the group
finally pay its full cost?

(Ware) Yes. So it's inportant for you to
note that based on the cost of service study
that foll owed the recomended met hodol ogy of
t he Anerican Water Wrks Associ ation, that

t here needed to be sone redistribution of
where revenues were collected from as far as
custonmer classes. Currently, the rate
structure as it sits, if you were to do an
across-the-board rate increase, it would
result in private fire and nunicipal fire
custoners paying | ess than appropri ate based

on the cost of service study.
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Wien we | ooked at and worked with the
Cty of Nashua, but al so being aware of other
communities that woul d be inpacted who have
muni ci pal fire, that junp to 24.2 percent was
going to be a big lift for a | ot of
communities in the current conditions. And
so the goal was to phase in increases to the
muni ci pal fire year over year over year to
bring themslowy up fromthe anount that was
agreed upon in the settlenent agreenent, to
ultimately get themto the point that they
are paying that cost of service rate. And
that was projected -- or the projection was
to nove that over, | believe, a six-year tine
frame at 3 percent a year over the preceding
year. That would bring themup to the
muni ci pal fire custoner paying the
appropri ate share of the revenue requirenent
to cover the expenses associated wth the
delivery of municipal fire services.
Thank you, M. Ware. Can | have you turn to
page -- this is in the settlenent agreenent,
Exhibit 9 -- and to either of the proposed

purported rate changes. They appear at
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Page 88 for the estinmated revenue requirenent
and on Page 87 for the nmaxi mumrevenue
requirement. And if you could please wal k us
t hrough, for year one comng out of this rate
case, what the percent increases are settled
on.
(Ware) G ve ne -- Page 887
Page 87 has the maxi mum bi ngo sheet and
Page 88 has the estimated revenue
requirenment.
(Ware) Al right. Wll, let's work off of
Page 88. And I'mjust al nost there. Al
ri ght.

So, Page 88, which is Schedul e 9, shows
t he projected increases to each custoner
cl ass based on a bond sale of 3.67 percent.
And you'll note the first custoner class that
you see in that chart is GM that's general
netered residential fixed charges. That has
the | owest percent increase, and that is
7.48 percent. And that is based on the
revenue requirement that cane out of an
11. 35 percent overall increase in revenues

over current revenues versus the
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11. 91 percent that we sought, where the cost
of service study said the G M custoners
should get a 7.85 percent increase. So that
7.48 for the residential fixed charge is
right on target with the cost of service
study. And in the negotiations, that was one
of the stated or purposed goals of the OCA
Is to not have the rate for that G M
residential fixed charge exceed the
recommendati on of the cost of service study.
So that was hel d.

Then we took all of the other general
netered charges in conjunction with the
vari ous contract charges which traveled wth
t he general nmetered charges and said how nuch
revenue do we have to generate fromthose to
make up |l oss of revenues if we phase in the
muni ci pal fire, or the FP-hydrants. [|f you
| ook at this chart, that is the nunici pal
fire, the FP-hydrants, the fifth |ine down.
And so we bal anced the wheel. |Instead of
them getting 24.2 percent, it would have been
sonething less than that if we got 11.35, but

it would have been around 23 percent. You'l
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notice they only are getting a 9.77 percent
increase. So we said it was agreed upon that
as part of this phase-in, that the first set
of rates out of this case, that we would have
the increase to nunicipal fire be the sane as
to the general, all the other general netered
and contract charges; hence, the
9. 77 percent.

As you nentioned, private fire, we kept
at the recommended cost of service study,
whi ch was 72.09 percent. But again, because
what we're asking for this chart is based on
11. 35 percent increase versus the 11.91 that
was in the cost of service study, you take
the ratios of those two and it results in a
68. 59 percent increase.

So when you | ook at these rates, the
cost of service study is matched to the
rel ati ve general netered residential fixed
charges and the private fire charges. Al
t he other charges are bl ended together to
gi ve the required revenue requirenent. And
t hen each successive year out of this, this

settl enent agreenent wll increase the charge
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to the FP-hydrants, or nunicipal fire, by

3 percent. That will produce extra revenues,
which, in turn, we will have a slight
decrease each of those years to all the other
G M and contract charges other than the G M
residential fixed charge, which is al ready at
the cost of service study.

Coul d you junp ahead to Bates Page 89.

(Ware) Yes.

And are these the negative 53 percent in year
one and then year two, negative 55?

(Ware) So, again, to clarify, this is
actually -- that chart is based on the

11. 91 percent increase, which is why you see
this 7.85 for the hone neter 5/8-inch fixed
and then zero percent and zero percent. And
then the negative, essentially half a percent
that we're tal ki ng about in years one and
year two, yes, that reflects the fact that if
you | ook down at the general -- at the
muni ci pal fire line, the cost of service
study recomrended 24.2. The rate case
settlenent, if we ended up at the

11. 91 percent, and that all depends upon the
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bondi ng, woul d have been at 10. 25 percent.
But that woul d have gone up the next year by
3 percent, bringing in additional revenues,
because those revenues are currently being
collected fromall the other custoners.
That's the cause of the .53 percent drop in
rates in the second year out to those
customer cl asses, and the sane in year two
outside of the rate case.

Thank you for that explanation of those
schedules, M. Ware. Can | have you jum
ahead to Exhibit E, which is the very | ast
page of this settl enent packet, to the
illustrative bills inpact?

(Ware) Yes.

Can you pl ease explain the settlenent on how
to mtigate the rate inpact to custoners of
not only this rate case, but you' ve got the
QCPAC i npl enent ati on, rate case expenses,
recoupnent ?

(Ware) Yes. Normally, and there's
assunptions here as to when this rate case is
going to be conpleted, we effectively file a

new tariff for the rates. W get approval of
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rate case expense and we get those filings
in. So under normal circunstances, rate case
expense recoupnent, really Line 4, would
start as soon as practical and extend over a
12-nonth period. R ght now we are assum ng
that the inpact of this rate case woul d be
taking effect in the Cctober bills. So
you'll note that in Septenber of 2020 you've
got 5/8-inch neter charge of $22.58. 1In the
case of a residential, you know, custoner,
where we have the rate increase that's being,
you know, projected, in this case the

11. 35 percent overall, but the 7.48 percent

i ncrease to the general netered custoner,
5/8-inch neter residential, that's the

i ncrease from 22.58 to 24.27. So when the
rate case takes effect in Cctober, the
Increase in the volunetric charges, you see

t hat goes up from Septenber to Cctober.
Normal |y, starting in Novenber, if not
Cctober's bills, we would have filed for a
recovery of rate case expense, and the 38
cents you see starting in March of 2021 woul d

nornmally be starting in either October or
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Novenber of 2020. And we've al so, based on
the settlenent, said that we would coll ect
the rate case expense | believe over a
12-nont h peri od. So we'll collect it,

i nstead of November 2020 t hrough October of
2021, we'll start collecting it in March of
2021 through February of 2022. So that was
deferred so that it didn't hit at the sane
tinme as other, you know, associ ated

I ncr eases.

And what are those? W have the rate
recoupnent, the difference between tenporary
and permanent rates, that will go back to
April, based on the order that was just
i ssued. This actually assuned that it would
be going back to March. But again, normally
t hat recoupnent would take effect at the sanme
time as the rates went into effect for the
new rate case; so in the Cctober, Novenber
time frane. Normally recoupnent happens over
a 12-nonth tinme franme. In this case, we've
extended that 12 nonths to 18 nobonths, and
we' ve del ayed the initial collection of the

recoupnent, the difference between tenporary

69
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rates and pernmanent rates, to the January
time frane; so, again, offsetting that from
ot her i ncreases.

And lastly is the QCPAC recoupnent.
Normal | y t hat has been done over a two-nonth
period. W're extending that over a
four-nonth period. You know, we've deferred
that to start in Novenber. Typically that
woul d happen, again, when the order is issued
for the QCPAC, we woul d recoup back.

Wiat do we need to recoup? W borrowed
the noney on April 30th to pay for the
qualified capital projects that occurred in
2019. The first principal and interest
paynents are due six nonths -- and M.
Goodhue can correct nme -- | think it's just
the first interest paynent is due six nonths
| ater, and then principal and interest
paynents are due at 12 nonths. And so we
have that first interest paynment where we
need to have coll ected the noney from our
custoners to pay for it. And so the
recoupnent, you know, was del ayed based on

the April 30th sale and spread out as long a
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period as we could and still ensure that we
coll ected the necessary cash to pay what w ||
be, you know, the paynent due in either
January or February. And so that was
deferred; instead of being spread over two
nont hs, spread over four nonths. And the
goal was to step in these vari ous increases
and recoupnents, not have themhit all at
once, delay them as far out as possible,
under standi ng that, again, we're trying to
bal ance cash fl ow whi ch we've tal ked about,
or quite a bit, you know, agai nst cash needs.
So, hopefully that gives you a sufficient
expl anati on of that table.

So the Conpany was able to delay collection
to help custonmers absorb the inpact.

M. Ware, | would like to have you turn
to Page 88. It's the report of proposed rate
change estimates. And this is Exhibit 9, the
settl enment agreenent. And there are specia
contracts that are |listed under the Rate
d ass.

(Ware) Yes.

Now, can you pl ease explain how this rate
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change -- how rate cases affect the speci al
contracts?

(Ware) Yes. So bear with ne, please, while |
get to Page 88. But we currently have
special contracts that were all approved by
the Public UWilities Conmm ssion with
Anheuser - Busch; with the Town of MIford; the
Town of Hudson; the Tyngsboro Water District;
and our sister subsidiary, Pennichuck East
Uilities; all custoners of Penni chuck \Water
Wor ks where we have whol esal e wat er

contracts. Each of those contracts ties

I ncreases to increases for other Pennichuck
Water Works contracts or custonmers in various
fashions. Each one's a little unique. So,
for instance, you'll notice in
Anheuser - Busch, MIford and Hudson, they have
a fixed contract charge. It's a charge where
essentially they are paying for the capital
that we invested -- we, Pennichuck Water
Works infrastructure -- that was unique to
providing service to that particular entity.
So, you know, in the case of Penni chuck East

Uilities, while there isn't a contract
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charge, there's a m ninum charge that they
have to pay, a m ni nrum usage. So these are
set. But, for instance, the volunetric and
met er charges for Anheuser-Busch specifically
says, and | believe it's in the settl enment
agreenent -- and | don't have, you know, all
t hese agreenents nmenori zed -- was based on
the inpact to the Nashua core custoner. In
t he town of Hudson, | believe it was based on
the inpact to the rates charged to the
single-famly residential custonmer. And so,
you know, there's little nuances in each
contract that tell us whether a custoner --
whet her a special contract custoner is going
to get -- what percentage increase that
they're going to get to their --
(connectivity issue)

(Court Reporter interrupts.)
-- that each of the special contract
custonmers are going to get as a result of a
rate case, such as the one we're going
t hrough. You know, | guess, if you want, |
can go over the specifics of how each one of

those contracts is set up. So -- go ahead.
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No, | was just going to say the overview
was -- | just wanted to get in the record
that there's inpacts fromthis general rate
case that inpact certain parts of the speci al
contract. And | think you were descri bing
that. But if you have any nore specific
information, I'Il let you go for alittle bit

| onger. But | think you' ve essentially
covered the question.

(Ware) Yeah. And so each of the

nmechani sms -- each of the contracts has an
approved way to change the rates. And I'11
just use as an exanple, Hudson. So their

fi xed charges, as | said, does not change,
but the contract says that their volunetric
charge, which is their only other charge,
changes at the sane percentage as residenti al
custoners in Nashua. That's the contract

| anguage. So out of this rate increase,
there will be an increase to residenti al
custoners associated with volunetric usage
of, we'll use the 10.25 percent exanple. So
if the residential custoners' volunetric

charge in Nashua goes up 10. 25, what Hudson
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pays for volunetric goes up 10. 25 percent.
And like | said, there's different nuances.
In MIford's case, and I'll just -- this

is the only other one that 1'Il cite -- it
says that the volunetric rate change is the
sane as the volunetric change on file with
the NHPUC for the City of Nashua. That's a
1988 contract. W don't have -- at this
stage, we don't have, where we used to back
in 1988, a difference in rates between what
we charge in Nashua and outside of Nashua,
the PWVcustoners. [It's all the sane. But
each one of the special contracts w |
receive an increase in revenue -- oOr in
charges in accordance with their contracts,
which are all tied in one way or the other to
what happens with the rates in Nashua or to
Penni chuck Water Wrks custoners.

Thank you for that, M. Wire.

M. Goodhue, | would like to turn to you
for sone questions on the reporting, if you
could. Do | have you?

( Goodhue) Yes.
Ckay. Now, M. Goodhue, this is Page 46 of
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Exhi bit 9 of the settl enment agreenent. And
t he Conpany has agreed to certain reportings
to the Conmi ssion. But can you pl ease put
into the record briefly what reporting

Penni chuck needs or does to its parent and
other entities?

(Goodhue) Sure. So we have vari ous

st akehol ders that we report to. W report
financial results to our own board of
directors on a nonthly basis. W provide
financial statenents to the Public Uilities
Conmm ssion on a nonthly basis. W provide a
quarterly report to our sharehol der and neet
wth themto discuss that report on a
quarterly basis. W have nonthly reporting
to all of our lenders -- so, American United
Life I nsurance for the note payable; TD Bank,
who is the senior | ender for both our working
capital line of credit at Penni chuck Corp.,
as well as our fixed asset line of credit at
PWVN Co-Bank, for the termloans and fixed
asset line of credit for Pennichuck East
Uility. W have nonthly reporting that we

prepare to Standard & Poor's as our rating
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agency. We provide nonthly reports to
Moody's, who is the rating agency for the
AULlI debt on its own. So there are a nunber
of entities that we nust provide reporting,
and it is not just on a financial basis, but
it is also to show conpliance wth debt
covenant requirenents on the underlying debt.
I'"'msorry. | cannot hear you, Attorney
Br own.
|'"msorry. There was banging, so | put
nysel f on nute.
( Goodhue) Sure.
M. Goodhue, so then, with respect to the
addi tional obligations Pennichuck is taking
on in this reporting section then, is it fair
to say that because you already are preparing
the data for all the reports, that these
additional reportings aren't going to be
onerous for the Conpany to adhere to?
(Goodhue) No. In fact, the incone statenent
reporting is basically identical to what
we're reporting to the PUC currently. Wth
regard to the bal ance sheet, what we tal ked

about was expanding, |I'mgoing to say the
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line itemdetail on the bal ance sheet
reporting, such that it could give visibility
to the Conmm ssion for the GAAP basi s bal ances
for the rate stabilization funds in the Cap
section on the bal ance sheet.

Wth regards to the sem -annua
reporting -- and we picked sem -annual for a
coupl e good reasons -- it was actually
di scussed to have a different nodality as to
t hat reporting, but we wanted to make sure
that the informati on we provi ded was good
information. So when you | ook at our debt
servi ce schedule, the fact that the
pr eponder ance of debt for PWVis bonded debt
t hat has sem -annual paynment requirenents, to
have that be nonthly or quarterly would, in
essence, be reporting w thout substance. So
havi ng that be sem -annual reporting would
now encapsul ate nore properly information
that is useful to the parties relative to the
obl i gati ons under those debt service
requi rements.

Li kewi se, when it conmes to BET and BPT

reporting, again, as | stated earlier, we
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have quarterly estimated paynments we nust pay

on BPT or BET wth an annual filing
requi rement. But to have that out as a | one
wol f, | guess you m ght say, as the only

quarterly report didn't nmake sense,
especially in the overall nature of that. So
to put that into the sem -annual reporting
requi renent nmade sense, as well as for the
federal income tax requirenent.

And then as far as the MOERR, our
vari ance report, because of the conprehensive
nature of that and how that is tied in, that
was agreed upon to be an anal ysis done on a
sem -annual basis. That is very anal ogous
to -- part of the reporting we do to our own
board is really an analysis on a nonthly
basis as to the variability of operating
expenses versus budget and prior year
actuals. So this is going to give us better
visibility and variance reporting relative to
al l onwed | evel s of MOERR expenses versus
actual incurred | evels and expl anation of the
maj or vari ances that conprise those.

And then when it cones to annua
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reporting, there's alittle bit nore of a
tinme all owance relative to reporting that,
because year-end cl osi ngs are nuch nore
conpr ehensi ve, tine-consum ng. They're part
of the process of conpl eting our annual
audit, with our outside auditors preparing
t he annual report filing with the PUC, and
such that this is all going to be tied into
t hose year-end activities relative to the
reconciliation of the net incone | oss of
cal cul ated revenue, surplus or deficit, as
well as the reconciliation of regul atory
bal ance on the RSF, all a part of that
year - end aggregati on reconciliation of the
amounts to be reported upon.

Ckay. Thank you.

M. Goodhue, with respect to your
opinion on the rates -- and | ask this even
t hough we have the settling parties are
proposi ng estimated and naxi mum r evenue
requi rements, and the actual custoner rate
wll be determned |ater -- do you have an
opinion as to the just and reasonabl eness

finding that the Conm ssion has to nmake on
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rates? And what is that opinion, if you have
one?
(Goodhue) Yes, and it's probably simlar to
what | woul d have stated earlier this norning
in the precedi ng hearing, which is being
adopted, | guess, into this.

| don't necessarily know the right terns
| egal |y, but, you know, when you | ook at the
just and reasonabl eness of this, our rate
structure, as originally approved in DW
11-026, as further nodified in DW16-806, and
as being requested in this case, is one that
I's anal ogous to the ownership structure and
the ability to finance and fund this
corporation and its operations for the
benefit of our custoners. W noved froma
traditional investor-owned utility with a
optimal 50/50 debt/equity m x, which was nuch
nore costly for ratepayers in the long term
to one that is purely debt-financed. And the
structure that was approved in the 11-026,
enhanced in 16-806, and further being
requested to be enhanced in this case, is

tied to the adequacy of providing cash fl ow
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fromrevenues to pay for necessary and
prudent operating expenses, but to not
generate excess profits that would | eave the
corporation any excess anounts col |l ected
woul d be favorably bolstered in rate
stabilization funds, again to the benefit of
custonmers, either now or in the long term

M. Goodhue, M. Ware, | would like to ask if
you have an opi nion on the just and

reasonabl eness of the expected custoner rates
fromthis rate case.

(Ware) Yes. | believe that the proposed
rates and structure of ratemaking as per this
rate case are just and reasonable for all the
reasons that M. Goodhue st at ed.

The finding that the Comm ssion nust nake as
to any plant that's included in the revenue
requirenent is is it prudent, used and
useful. And do you have an opinion on the
plant included in -- well, in the revenue
requi rement ratemaking structure?

(Ware) Yes. | believe, as the Conm ssioners
are hopefully aware, our plant is not

di scussed in this rate case because annual ly
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our plant is evaluated through the QCPAC
process. Wat is being incorporated into the
permanent rates is the 4.06 percent surcharge
t hat was approved by the Conm ssion for

| mprovenments, capital inprovenents nade to
plant in 2017 and 2018. And, you know, we
were al ready granted surcharges based on a
detailed review by Staff and the

Conmmi ssioners as to the plant that went in in
2017, which resulted in a QCPAC surcharge,
and sane with 2018. So the plant that's

bei ng i ncorporated in the pernmanent rates for
this rate case has been through the prudency
test through the QCPAC filings that were
conpleted in 2018 and 2019.

Thank you, M. Ware.

M. Goodhue, do you have an opini on on
the use and useful ness, or anything to add to
M. Ware's opinion?

(Goodhue) | would not add anything. | think
he succinctly described how that is eval uated
and tested through our entire rate structure,
i nclusi ve of the QCPAC filing process.

And M. Goodhue, know ng that we are adopting
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your testinony fromthe financing, | was
going to ask you a question on the urgency of
the timng of orders. But do you think you
al ready conveyed that nessage in your

fi nanci ng testinony?

(Goodhue) | believe so. But perhaps to
reiterate, the nost crucial timing is truly

t he approval of the financing petition, such
t hat we can get the issuance of the bonds

i ssued as cl ose to Septenber 1st as possi bl e.
The benefit to that is we'll be able to take
advantage, to the extent that it's avail abl e,
of the naxi mum savings that can be accrued
fromthat bond issuance, which then dovetails
into this rate case and is an el enental part
of the overall rate increase that custoners
wi ||l be subjected to. And the hope is that
it's going to be south of the 11.91 percent
that we noticed if we can bring greater
savings to bear, such as that rate increase
coul d be down at that 11.35 percent or
sonmething like that. So that would actually
show a direct elenental benefit to that

process and what it really neans to custoners
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to have an effective and positive result from
that, and a positive credit rating.

So, long story short, getting an order
on the financing by, say, the third week of
July woul d be very key so that we coul d
conplete the financing tinme |line and
therefore ook for the order on a tinely
basis on permanent rates early this fall so
that we could proceed with the process of the
stair steps that M. Ware tal ked about, as
far as billing, or the staggered billing of
these el enental parts of the rate case.

Thank you, M. Goodhue.

M5. BROAN. And | don't have any
further questions for direct for M. Ware and
M . Goodhue.

CHAl RAMOVAN MARTIN:  Ckay. At this
time we'll do what we did before, allowthe
other parties to ask any clarifying
questi ons.

So, M. Bolton, would you like to
start?

MR BOLTON: Just briefly.
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CRCSS- EXAM NATI ON

BY MR BCOLTON:

Q

M. Ware, you explained the nmunicipal fire
protection and how its rates would be treated
in the settlenent agreenent. Wth regard to
the rates for municipal fire and its i npact
on other rates, does that settlenent result
in a fair and reasonable treatnent for al

cl asses?

(Ware) Yes, | would believe so. That's why
we settled on that, again, substanti al

I ncrease that the cost of service study
directed. And, you know, given, again, the
towns and the way they function, phasing it
in over tinme | think is appropriate and fair.
Thank you, M. Ware.

M. Goodhue, you're famliar with the
fire protection -- the agreenent as far as it
affects the fire protection rates; correct?
( Goodhue) Yes.

And do you agree with M. Ware's response,
that it results in fair and reasonable rates
for all classes?

(Goodhue) Yes. And for the benefit of the

86
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Conmi ssioners, a great deal of tinme was spent
between the parties to this settl ement
agreenent to really work to a result that was
constructed to be fair and reasonable to all
cl asses com ng out of this case and as it
woul d be inplenented in the years com ng out
of this case relative to the full coverage of
the rate increase by cl asses of custoners.
Thank you. That's all | have.

CHAl RAMOVAN MARTI N: Ckay. Thank
you.

Ms. Shute, do you have questions?

M5. SHUTE: Yes. Thank you.

CRGCSS- EXAM NATI ON

BY Ms. SHUTE:

Q

So |l just will followup on M. Bolton's
questions to just help create a little
clarity in terns of how the bal ance is
cr eat ed.

The six years -- M. Ware, you spoke
about six years of rate increase to the
muni ci pal fire protection. At what point,
after the initial year, at what point does

the municipal fire reach that proposed cost
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of service study rate increase, and do those
t hree percent rate increases year over year
go beyond that cost of service rate increase
and -- and I'msorry to ask three questions
at the sanme tine, but | think the answer is
just easier all once -- does that increase
that stays in place for the additional tine,
what i npact does that have? Wat inpact do
t hose three additional years have on the

ot her rate cl asses?

(Ware) Ckay. Again, we have to assune a
static world. During the six years, as
everybody knows, there wll be additional
rate cases. But in the interim if you just
| ook at this case, about four years down the
road, the municipal fire rate is at its ful
recommended cost of service percentage. And
during the last two years it's actually

hi gher than what the cost of service study
woul d have recomended based on the 2018 test
year. So initially, the nmunicipal fire, in
order to be brought up slowy is, if you want
to use the term being "subsidi zed" by other

ratepayers. Later in the stream the reverse

88
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happens, where the nunicipal fire has been
brought up slowy is slightly higher than it
would be, and it in turnis resulting in a
decrease in the rates, or a subsidization of
the rates for the other GMcustonmers. So it
was a balance. It was trying to strike that
rate of increase that would work for the
muni ci pal fire folks, but ultinmately there is
a returning of sone of the funds through the
mechanismas it's established, again, all

t hi ngs bei ng equal, through this six-year
process. And then, as agreed upon, there
will be a cost of service study done at the
end of that tine frane associated with the
next rate increase, at which point, you know,
everything will be trued up to the
appropriate | evels based on the cost of
service study between custoner cl asses.

Thank you. And that was ny next question,
whi ch was, though there's typically a cost of
service study every other rate case, this

is -- the cost of service study wll be
pushed out one additional rate case in order

to allow for the -- in order to allow for the
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change in rates that have been outlined in
the settl ement agreenent; correct?
(Ware) Yes.
Thank you. Two other quick, clarifying
questi ons.

So, previously there was one GMtariff
sheet for residential and conmmercial and
i ndustrial -type custoners. And wth the
changes that will go into effect with these,
if this settlenment agreenent is approved,
t here would now be a GMresidential tariff
sheet with fixed and volunetric charges and a
GMtariff sheet for all others wth fixed
volunetric charges; is that correct?
(Ware) Yes. The only difference is we know
the area, the 5/8-inch nmeter in the
settlenent, is in the area of the 5/8-inch
residential -- or 5/8-inch G M custoner
class. And so, yeah, that woul d have a
different rate than other 5/8-inch neters in
the G Mclass, and as such, the tariff sheets
woul d be all altered slightly to reflect that
and make it clear, you know, based on

custoner class and neter size, what their
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respective rate woul d be.
So | actually think that where the -- |
t hought that where the settl enent agreenent
wound up was that the residential rate
that -- the residential fixed rates for all
neter sizes would increase by the sane
7.85 percent, that it was not -- that it's
not relegated just to the 5/8. | understand
that the --(connectivity issue)
(Ware) That is correct.

(Court Reporter interrupts.)
-- nmeter size or pipe size. Sorry.
(Ware) So for the residential custoner class,
you are correct. So there are sone
residential custoners with 5/8-inch neters;
there's sone with 3/4-inch meters; there's
sone with 1-inch neters, and sonme even with
2-inch neters. Those wll all have -- so
through all neter sizes there will be one
rate for the fixed charge based upon neter
size for residential custoners which wll
experi ence that we use the 7.85 percent
i ncrease. And for the 5/8-inch, through al

neters sizes for all the other general
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net ered custoners, the commercial, the
i ndustrial and the nunicipal, all have a
different -- (connectivity issue) -- based on

t he 10. 25 percent, or whatever the final

percentage was that's determ ned. So you're

right. There will be relatively -- the
volunetric rates will be the sane for al
cust oner cl asses. The neter rates -- or the

fi xed charges which are associated with neter
charge will be different for the residenti al
custoner class versus the industrial,
comrerci al and muni ci pal class custoner.
Ckay. Thank you very nuch for that
clarification.

| also just wanted to further clarify a
statenent that was nmade around -- on the cost
of service in regards to fixed versus
variable rates. And you nentioned that there
were other ways in which that issue was
addr essed rat her than by changi ng how t he
rates are done. And just verifying and
hi ghl i ghting that one of the reasons for the
rate stabilization funds is to pronote the

ability to keep | ower fixed costs versus --
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and allow increases in variable costs. |Is
that correct?

(Ware) Yes. There are two nechanisns in the
current rate structure to help deal with that
di fference between where the revenues are
comng from either fixed or volunetric,
versus the cost. The first is the use of the
five-year average year. So we're not basing
t he revenue requirenent based on a
consunption that happened in any one year.

So in a perfect world, every year woul d be
averaged and your volunetric consunption
woul d be exactly what was in the rate case
and you'd have no issues; the revenues woul d
cover everything. But it's not a perfect
worl d, and we get variances. So that's
mechani sm number one.

And nunber two, yes, we have the rate
stabilization funds that work both ways. |If
we have a hot, dry year, and so our
volunetric sal es are above the five-year
average that the rates were based on, we're
going to get extra revenues. Those revenues,

in turn, flow down proportionately into each
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one of the RSF funds. The opposite is al so
true. |If we have a wet year -- 2019 was a
good exanple -- and the revenues that come in
are less than those that were projected based
on the last rate case volunetric sales
because the volunetric sales are down, we can
t ake noney out of the RSF fund to produce --
to provide sufficient cash to pay the
expenses.

So, yeah, there are two nechanisns in
the current rate structure there to deal with
the m smat ch bet ween how we col | ect revenues
and how expenses -- or in the nature of the
expenses.

Thank you. M next question is to follow up
on the reporting. And | think that M.
Goodhue spoke to this, though either of you
are wel cone to answer.

Do you agree that the reporting that's
associated wth the MOERR vari ance report,
part of its intention is to provide the
Conmmi ssion with visibility on how the revenue
that's connected to the material operating

expense factor, the MOEF that we are tal king
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about today that's recommended in this

settl enment agreenent in order to provide
relief to the Conpany, that that variance
report will help denonstrate how t hat MOEF
revenue i s bei ng used?

(Goodhue) This is M. Goodhue speaking. And,
yes, the whole goal in that reporting was to
show how funds from al |l owed revenues are used
to support nmaterial operating expenses in

t hat conponent of revenues. And really, it's
part of giving visibility to the Conm ssion
and the parties as to the prudency of how
expenses are incurred.

As | discussed earlier in either this
session or the prior session, operating
expenses can vary for a nmultitude of reasons.
And so what is included in this is not only
reporting as to the variance, but a narrative
as to what is the basis for that vari ance.
You know, so if we've got a new arsenic
standard that all of a sudden causes the
Conpany to have to replace arsenic nedia at a
hi gher frequency than woul d have been the

case during the test year for the case, that
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woul d be the reason that those expenditures
went up, even if the cost of that arsenic
nmedi a on a per cubic foot basis did not
change, and ot her factors.

So the whole inpact -- intent here is to
give better visibility between rate cases as
to material operating expenses incurred by
t he Conpany.

Thank you. And that transparency and
accountability is indicated in the -- that
report is intended to capture sort of

80 percent of the increases in those materi al
operati ng expenses. And part of the reason
that it's structured |like that is because
there's no one percentage that is going to --
that you can sort of put alimt on in terns
of a financial report because it could be a
very | arge percentage of a small anpbunt or a
very tiny percentage of a | arge anpunt that
resulted in a material 1ncrease.

So could you verify that and then just
speak to that, that 80 percent, and this
bei ng a narrative report rather than, you

know, a financial accounting printout.
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(Goodhue) Yes. And part of that is, too, if
you | ook at, say we had a situation where our
mat eri al operati ng expenses were only varyi ng
fromthe all owed expenses by 2 percent.
Wll, that's not far off. However, you had
one expense that was 50 percent over and
anot her one that was 48 percent under. Well,
those are materi al variances swi ngi ng both
directions. But if you just |ook at the
aggregate total, it doesn't give really a
real full visibility as to what are the
underlying factors that are driving overall
operati ng expenses.

So the narrative is very nuch, and it's
very simlar to what we report to other
st akehol ders, |ike our own board of
directors, or actually have to explain when
we' ve got greater than 10 percent vari ances
t hat nust be explained in the annual report
tothe PUC. And it really is a narrative to
| ook at what is happening with operating
expenses, why are they varying, are there
trends, what are the outlying factors that

are causing those variations to occur.
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Great. Thank you. | would like, sort of as
a continuation of that, to just -- through
t he techni cal sessions and the settl ement
di scussi ons there was, you know, a variety of
conversations. And we've spoken about it,
both in the financing docket today and here
in regards to just and reasonabl e
expendi tures and operati ng expenses. And we
entered into evidence, or into the record, as
Exhi bit 15, the Conpany's response to Staff
data requests that asked the Conpany to
expl ain the operational and capital -rel ated
deci si on- maki ng processes in place that
reduce the opportunity for the Conpany to
make i nmprudent decisions. |I'mnot going to
ask you to go through that because between
t he financi ng docket and this one, | think a
| ot of that has been covered. And to the
degree it hasn't, the Conm ssioners are
obvi ously welcone to further dig in.

| did want to clarify a couple
statenents inside of that docunent. So if
you could turn to Exhibit 15, at the top of

Page 2. You're still on nute.
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(Goodhue) Sorry about that. |I'mtrying to
find Exhibit 15. 1've got a nunmber of things
open. | just want to nmake sure | go to the
ri ght thing.

Tech Sessi on Response 6-1.

(Goodhue) 6-1? Ckay. Hold on one second.
Bear with me. | apol ogi ze.

No probl em

(Goodhue) | thought | had that open. Onh,
boy.

Well, | can probably read enough of it that
you don't actually need to be |Iooking at it.
(Goodhue) COkay. | appreciate that. Thank
you. Thank you.

No problem So at the top of that page, you
refer to the possibility of the Conpany
violating a financial covenant on the working
capital line of credit, quote, "w thout an
ability to cure,” end quote. And | assune
that you're referring to a situation, or an
exanpl e of a situation in which the

Commi ssion woul d deem the expenditures to not
be just and reasonable. So when you speak

about "without an ability to cure,” were you
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referencing an exanple as if the Comm ssi on
had deened it not just and reasonabl e and

t herefore unable to cure?

(Goodhue) Yeah. | think there's two ways
that could be. That is exactly an exanpl e of
an inability to cure. But the other way is
with our working capital line of credit, we
do have the 30-day clean-up provision. So if
we had expenditures that were over and above
what our revenues coul d support, we could not
clean out that facility and we woul d then be
in default on that facility and it would no

| onger be available to us. And it would al so
cause a cross-default in the line of credit,
whi ch then woul d make that unavail able to us.
And now, all of a sudden, we've got sone real
probl ens and a set of dom noes for that. So
there's areal -- it's alnost |ike a cleaver
hangi ng over us relative to maki ng sure we
spend our dollars prudently, that we're not,
you know, how does the saying go, we're not
incurring bills that we can't cash type of

t hing, you know. | nean, so there is that.

So that ability to cure isn't just fromthe
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Conmmi ssion's perspective but froma banker's
perspective. The ability to cure is to be
able to turn a default into a non-default.
So that's what I'mreally speaking to there.
Ckay. So both of those circumstances apply.
(Goodhue) Yeah. Correct.

And then two thirds of the way down from t hat
fairly | ong paragraph you indicate that the,
quot e, "Sol e sharehol der has no desire to
make any additional equity investnents into
t he Conpany,"” end quote. And referring back
to your testinony that you provided at the
begi nning of this afternoon, that |ack of
desire is based on the inability of the Cty
to collect dividends -- or the inability of
the regul ated utilities to provide dividends
to the parent corporation and therefore to a
sol e sharehol der of the parent corporation
Is that correct?

(Goodhue) That is correct. | nean, if you
think about it, we've got a sol e sharehol der.
And why woul d a sol e sharehol der make an
addi tional equity investnent or contribution

to the Conpany? There would need to be sone
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bona fide beneficial reason to do that. And
to the extent we do not have the ability to
service that, there is no desire. And we've
verified that or error-checked that with the
Cty.

You know, they nmade a purchase of this
corporation in settlenent of the em nent
domai n proceedi ngs. Looking at that as being
a one and done, putting a structure in place
t hat could service those bonds that were used
to purchase the corporation, we were an
entity that operates on its own under the
auspi ces of the PUC for the service of
customers through the related utilities in 30
communities that we serve within the state of
New Hanpshire. So it's not just Nashua
residents that benefit fromthis overall
structure. And that was one of the key
tenets that upheld the whole em nent donain
proceedings that led to the acquisition of
t he corporation under 11-026 and the
structure that was established therein.

Ri ght. And those dividends that are
collected now for the CBFRR in 2042, and when
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the CBFRR is conpleted, then effectively
there are no | onger any dividends going to
the City; correct?

(Goodhue) That is correct. And, you know,
one point | would like to actually reinforce,
too. Not only does the PUC have a |imtation
on us being able to provide any kind of a

di vidend out of the regulated utility over
and above that specified dividend, the
service to the CBFRR, that same | anguage is a
portion of our |oan agreenent w th our
comercial | ender for the working capital
line of credit. So there's a limtation by
themas well that is consistent and tied to
the limtation inposed by the PUC and in
conformty with 11-026 and 16-806, as far as
the definition and restriction relative to

t hat .

Ckay. And the last question that's connected
to that Exhibit 15. It indicates on the
first page, and is also connected to the new
report, sem -annual reporting requirenment for
the MOERR variations, is that you -- you

I ndi cate that under tight cash fl ow
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conditions for operating expenses, prudency
I's al nost assured because there is no extra
cash, recognizing that the material operating
expense factor will probably provide extra
cash flowin the initial year, maybe into
year two, and then that reserve wll be
needed for the third year.

So, though there is a | oosening of the
tightness in cash flow, and thus that's -- or
fromthe OCA' s perspective, that was part of
maki ng sure the MOERR vari ance report was
I ncluded. But those -- you know, the cash
over a rate case period still remains tight
under the current 9.50 percent factor, even
t hough it won't be as -- even though it won't
be as tight as the previous years, it
effectively is not debilitating the rate
stabilization fund. So, anyway, is that a
fair characterization?

(Goodhue) Yes. And perhaps | can respond in
this way: W' ve got certain annual

requi rements we nmust neet with our | ender.
But the other part of it is our only ability

toreally get areset in our rates is when we
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file a rate case every three years. So the
notivation isn't for a day or for a year, but
it's to make sure that we have a continuity
of the prudency of our operating expenses
bet ween rate cases, because that's the only
way we can support ourselves is through the
cash flow generated fromrevenues and the
stabilization and nai nt enance of those rate
stabilization funds to hel p bol ster that
during the seasonality each year and bet ween
rate cases as expenses increase between those
rate cases. Absolutely.
Super. Thank you very nuch.
MS. SHUTE: Madam Chai r wonan,
that's all the questions that | have.
(D scussion off the record.)
(Recess was taken at 2:43 p.m, and the
hearing resuned at 3:13 p.m)
CHAl RMOVAN MARTI N:  Ckay. Let's go
back on the record. And | believe it was M.
Tuomal a' s turn.
MR, TUOVALA: Yes. Thank you,

Madam Chai r wonman.
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I had one followup question. | believe it's

going to be directed toward M. Goodhue. And

it seens to have been inadvertently |left out
of the prior discussion.
But on Bates Page 40, please, of Exhibit

9 -- and this is one of the requested

nmodi fications to the PWNs current ratenaking

structure -- if you could briefly discuss
what the recovery of the SRF and DWGTF debt
I ssuance cost entails, please.

(Goodhue) Yes. Thank you very nuch, M.
Tuomal a.

So the manner in which we acquire debt

for the corporation, for PWVN generally falls

within three buckets. 1It's either bonded
debt, which we tal ked about ad nauseam t oday,
and the cost of i1ssuance for bonds gets
enbedded into that debt issuance. So, you
know, the cost of that service to debt is
covered within our rate structure. However,
t he other source of getting capital for PWV

as arule is either a state revol ving fund
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| oan through the DES or a Drink Water and
Groundwat er Trust Fund | oan, again through
the DES. However, when you do those

borrowi ngs, those dollars committed in those
debt issuances do not include the cost of

I ssuance for those debt issuances. They're
generally fairly di mninus. | nean, it's
actually fairly i nexpensive, fortunately, to
I ssue debt through those progranms. It
usual |y wi nds up being $10, 000 or | ess,
regardl ess of the size of the offering.

But currently in our rate structure, we
have nothing that allows for the cost of that
debt issuance, even at the $10,000 |level, to
be included in our rate structure in any one
of the authorized and all owed revenue
buckets. So what we're asking for is a
nodi fication to allow those di m ni nrus debt
I ssuance costs for SRF and Drinking Water and
G oundwat er Trust Fund | oans to be included
as an expense, included in the outside
servi ces account for Penni chuck Water Wbrks.
Qut si de services is a conponent el enent al

expense that is included in the NOERR portion
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of our allowed revenues -- the Nancy, not
Mary -- which are operati ng expenses that are
approved as a part of our rate structure but
are not supported and backst opped by the RSF
or MOERR expenses. So it's included in
there. That was included in -- the NCERR was
constructed to actually have a prudency and
testabl e area of our expenses. But we needed
to have revenue cover for the cost of
i ssuance for those necessary debts when and
if incurred for capital projects. Thank you.
| apol ogize for mssing that in the
testinony, and | appreciate your question on
t hat .
Q Thank you very nmuch, M. Goodhue.

MR TUOVALA: That's all the
questions that | have, Madam Chai r worman.

CHAl RWOVAN MARTIN: Al right.
Well, | believe, Ms. Shute, it's your round
to do direct with your w tness.

MS. SHUTE: Thank you.

DI RECT EXAM NATI ON
BY Ms. SHUTE:

Q M. Brennan, could you please state your ful
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nane for the record. Your -- yeah, there you
go.

Janes J. Brennan

And coul d you pl ease identify your position
and responsibilities with the Ofice of the
Consuner Advocat e.

I'"'mthe finance director for the OCA, and
perform anal ysis and testi nony across dockets
in the Electric, Water and Gas Divisions. M
role includes formul ati ng positions and
maki ng recommendati ons for the OCA as we
advocate for the interest of residential

r at epayers.

And coul d you pl ease identify your

i nvol vement in this docket.

|'ve been involved in reviewing the filing
and participated in discovery and techni cal
sessions and in settlenent discussions.

Thank you. |Is there anything that you would
like to add to the record in support of the
settl enent agreenent?

Yes. The OCA agrees and strongly supports

t he settl enent agreenent and believes the

cash fl ow based revenue requirenent fornula
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illustrated in the appendi x provides
significant cost savings to custoners as
conpared to a traditional cost of service
revenue requirenent design that includes cost
of equity. Wth this settlenent agreenent
and nodi fi ed revenue requirenent design,
there's a continuation of a step-w se
evolution in PWVs regul atory nodel follow ng
t he 2011 Nashua acquisition. The revenue
requi rement design is a unique rate design
nationally anong regul ated utilities. It is
based on audi bl e, transparent cash fl ow needs
and coul d be descri bed as a quasi-nmuni ci pal
rate design.

The OCA strongly supports two points in
the settl enent agreement: First, the
adopti on of the MOEF, which provides the
nor mal expected needed working capital to
operate their business; and second, the
I ncreased transparency provided by additional
reporting, financial reporting and nanagenent
reporting as the proposed new MOEF conponent
gets introduced in this settlenment agreenent.

Thank you, M. Brennan. So in your opinion,
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this settlenent agreenent is just and
reasonabl e and in the public good and

i nterest of residential ratepayers?

Yes.

MS. SHUTE: Thank you. Those are
all the questions that | have.

CHAl RMOVAN MARTI N Ckay. Thank
you.

M. Bolton, do you have questions
of this witness? M. Bolton, are you able to
hear ne?

MR BOLTON: ' m sorry. | was --

CHAl RWOVAN MARTI N That's okay.

MR. BOLTON. | have no questions
for M. Brennan.

CHAIl RAMOVAN MARTIN: Ckay. Great.

Thank you.

M. Tuonal a.

MR. TUOVALA: Thank you, Madam
Chai rwoman. | do not have any further

questions for M. Brennan.
CHAl RWOVAN MARTI N:  Ckay. And
Ms. Brown?

MS. BROWN: Penni chuck has no
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questions of OCA' s w tness.

CHAl RMOVAN MARTI N:  Ckay. G eat.
Thank you.

M. Tuomal a, your w tness.

MR. TUOVALA: Thank you, Madam
Chairwoman. 1'd like to call Jayson LaFl amme
as ny witness. | have a few prelimnary

questions for himto |lay the groundwork,
which are a repeat of the questions fromthe
earlier proceeding, 20-055, but |I would just
want to get that on the record.

DI RECT EXAM NATI ON

BY MR TUOVALA:

Q

M. LaFl amrme, could you state your full nane
for us, please.

Jayson LaFl anme.

And what is your position at the New
Hampshire Public Uilities Comm ssion?
|'mthe assistant director of the Gas and
Wat er Division.

Can you briefly describe for everyone what
your duties entail?

| directly supervise the Water Staff of the

Conmm ssion and primarily oversee the course
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of exam nations of various water and

wast ewat er dockets that cone before the
Commi ssion. And | also directly exam ne

sel ect dockets that come before the
Commi ssi on, such as the dockets that are
bei ng heard t oday.

So is it fair to say you ve been extensively
i nvol ved in discovery, technical sessions and
di scussions with the parties regarding this
settl enent agreenent?

Yes, | have.

And anot her general question. Have you
testified before the Comm ssion before?

Yes, | have.

Thank you. If | could draw your attention to
what's been marked, premarked as Exhi bit

No. 9. It's the settlenment agreenent we've
been heavily discussing. Do you have that
docunent in front of you?

Yes, | do.

And again, did you assist in the preparation
and aut horship of this docunent?

Yes.

And woul d you say -- excuse ne. Do you w sh
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to make any revisions to this docunent at
this tinme?
No.
And to the best of your know edge, this
exhibit is true and accurate?
Yes.
Thank you, M. LaFl anme.

And i n addressi ng what we've heard in
t he extensive testinony from Messrs. Goodhue
and M. Ware, do you have any di sagreenent
fromany of the things discussed regardi ng
the settl ement agreenent, or points of
clarifications that you want to make
regarding their testinony?
No, | do not.
Ckay. And so would you agree on a high | evel
that the requests for nodification of the
current ratemaking structure, as both M.
Ware and M. Goodhue described in their
testi nony, would you classify those requests
as reasonabl e and recommend approval of those
rat emaki ng nmechani sm changes at this tinme?
Yes.

And to direct your attention to the materi al
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operati ng expense factor, which was both
described by M. M. Goodhue and M. Ware,
and al so the OCA, as M. Brennan had j ust

di scussed, does Staff support the

i npl enment ati on of the MOEF as wel | ?

Yes, Staff supports the inplenentation of the
MOEF.

If I could direct your attention to Bates
Page 29, | just wanted to highlight for the
record, and | believe it's the | ast paragraph
of that page. It relates the MOEF to a
mechani smthat exists currently in PWVs

rat emaki ng structure. Wuld you agree with
t hat statenent?

Yes. It's akin to the DSRR 0.1 mechani sm
that | think was descri bed by M. Goodhue
either this norning or -- | believe this
nor ni ng.

Ckay. So while these recommended r at enaki ng
mechani sm adj ustnents for PWV including the
MOEF, is certainly unique to any other
regulated utility I would say that the New
Hanpshi re PUC regul ates, but it is sonewhat

akin to the current trajectory of PWNs
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current ratemaking structure. |In other
words, this isn't out of left field. This is
on par with the evolution of PWVat this
poi nt .
Certainly, yes.
Ckay. Thank you for that.

If I could turn your attention to Bates
Page 31. And this begins the general
di scussi on of the revenue requirenent. And
agai n, you were extensively involved in the
devel opnent of this section of the settl enment
agreenent; correct?
Yes, | was.
Coul d you briefly explain Pages 31 through 33
of the settlenent agreenent. Specifically,
you have an estimated revenue requirenent,
and then you al so posit a nmaxi mum revenue
requi rement.
Yeah. And in order to do that, | would
probably direct attention to, actually, Page
76 through 86 of the settlenent agreenent,
which is identified as Appendi x 2, Attachnent
C. And | would specifically draw attention

to the very first page, which is Page 76,
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whi ch provides a sunmmary of the cal cul ati on
for both the estimted and the nmaxi mum
proposed revenue requi renent presented in the
agr eenent .

First of all, if you could turn to that.
The very left colum is nerely a
recal cul ati on of the revenue requirenent that
was proposed in PWNs original filing. And
there you see the three revenue buckets that
were -- have been di scussed previously today
at the top. On Line 1 you see the city bond
fi xed revenue requirenent, or CBFRR Lines 2
t hrough 7 woul d be the conponents of the
operati ng expense revenue requirenment, or
CERR.  And then Lines 13 through 16 are the
debt service revenue requirenent conponent,
or DSRR. And all those conponents were
established in PWNVs | ast rate proceedi ng, DW
16- 806.

If you nove to the mddle colum, what's
presented is the estinmated revenue
requi rement by including the proposed MCOEF,
which you'll see the calculation for that is

on Lines 8 through 11 of that. And
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specifically on Page 10, you'll see the
proposed 9-1/2 percent MOEF, which is
nultiplied to the materi al operating expenses
of 18, roughly $18.9 mllion, resulting in
cal cul ated MOEF of approxi mately
$1.8 mllion, which would result in a
nodi fi ed operating expense revenue
requi rement of approxinately $21.3 nillion.
The other adjustnent, if you go down to
Li nes 17 through 19, you'll see the
application of the estinmated savings fromthe
DW 20- 055 financing. And again, | would just
stress that that's just an estimte based on
a total interest cost estinmate of 3.67
percent for the financing, and resulting in a
$970, 000 debt service savings. And if you
apply the debt service coverage requirenent,
which is 1.1, the total estimted savi ngs
woul d be 1,067,000. And then adding all of
t hose conponents together, you would get a
total proposed revenue requirenent of
$35, 661, 000.
And then going |lower on the cal cul ati on,

you'll see where a portion of that revenue
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requirenment is actually going to be derived
from ot her operating revenues. So
subtracting those, you get proposed water
revenues from base rates of $35, 240,000 | ess
pro forma water revenues for the test year of
$31, 649. The proposed increase in annual
revenues from base rates woul d be $3, 591, 103
or 11.35 percent.

As | think as indicated prior to that,
t he Conpany is already collecting QCPAC
surcharge. So the revenues for the QCPAC are
actually going to be subsuned into the
increase in the base rates. So, subtracting
those pro forna QCPAC charges that are
al ready being collected by the Conpany, the
actual increase in annual water revenues that
wll be realized by the Conpany wll be
actually $2,343,000, or a 7.40 percent
I ncr ease.

The right-nost colum shows the
cal cul ation of the stipul ated maxi rum revenue
requi rement indicated in the settl enent
agreenent, whereas the settling parties have

agreed that the percentage increase in annual
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revenues from base rates that Pennichuck w |
see coming out of this rate proceeding wll
not exceed what was proposed by the Conpany
inits original filing, which was an

11. 91 percent increase.

In deriving that, you'll see that the --
if you go up to Line 17, this scenari o was
based on a 4.67 percent total interest cost
fromthe DW20-055 financing. So it woul d
result in a lower realized savings for debt
servi ce of $491, 000, approximately. And then
after applying the 1.1 coverage requirenent,

t he estimated reduction in the revenue
requi rement fromthe proposed financi ng would
be approxi mately $540, 000.

And then going up to Line 10, so as not
to exceed the stipulated maxi mumi ncrease in
the revenue requirenent, it shows that the
mat eri al operating expense factor has been
reduced fromthe recommended 9-1/2 percent to
a factor of 7.66 percent, which would | ower
t he operati ng expense revenue requirenent and
woul d result in the maxi mumrevenue

requi renment that's being proposed in the
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settl enment agreenent of $35, 418. 749, which
represents an 11.91 increase in base rates.
And then after taking into account the QCPAC
revenues that are already being collected by
t he Conpany, the Conpany woul d actually
realize an increase in revenues of
7. 97 percent.
Thank you, M. LaFlame, for that very
t hor ough expl anati on of this very handy
chart.

I would like to take a step back, but
al so noving forward in the settl enent
agreenent, on Bates Page 33 through 36. |It's
the request for Comm ssion action, the orders
to be produced. And for clarification, if
this settl enent agreenent is approved, the
parties are | ooking for the Conmi ssion to
I ssue three orders: One, the financing which
we' ve di scussed earlier today and partly
during this afternoon's session; two would be
t he order approving this entire settl enent
agreenent, the ratemaki ng changes. But al so
it would be approving a nmaxi num revenue

requi rement, but rates would not be adjusted
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at this tine; correct?
That is correct.
So you' d have a second order that approves
the entire revenue -- excuse ne -- the entire

settl enent agreenent and the changes

i ncluded. And there would be a third order

I ssued sonetinme in the fall to coincide with
the financing, wherein that third order, the
final revenue requirenent will be determ ned
and rates will be changed at that tine; is
that correct?

That's correct. And that revenue requirenent
woul d be based on the actual savings realized
by the Conpany, the actual debt service
savings realized by the Conpany fromits bond
I ssuance estinmated to occur sonetine during

t he nonth of Septenber.

Ckay. And as expl ai ned before, we won't know
the final revenue requirenent until the
financing can go forward; correct?

That is correct.

And is it Staff's position that, even if the
maxi mum r evenue requi renent shown in the

third colum on Bates Page 76 were to be
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i mpl enented, it would still produce just and
reasonabl e rates that PWNs custoners woul d
face?
Yes, that would be Staff's position.
Thank you for that, M. LaFl amme.

If I could direct your attention to
Bat es Pages 47 through 51, same exhibit,
Exhibit 9. And that discusses, in the second
hal f, resolution of repeat audit issues. |
certainly don't need you to |ist each of them
off. But could you summari ze why this
section exists, first of all, in the
settl enent, and what the end result is of
adoption of these audit-issued changes?
Right. Well, as everyone knows, you know,
PWN cones in regularly for rate increases and
makes regular rate filings with the
Comm ssion. And in each of those rate
filings, the Comm ssion's Audit Staff
exam nes the books and records of the Conpany
and thoroughly vets the financial information
for the Conpany and their conpliance wth
Comm ssion rules and procedures. For a

nunber of those audits there have been
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certain recurring audit findings whereby,
based on certain nuances particular to PWV
and its accounting and reporting procedures,
based in -- a nunber of which are based on
its unique corporate and ratenaking
structure, the Public Uilities Comm ssion
Audit Staff has made sone findings which the
Conpany -- which there's been di sagreenent by
t he Conpany based on these nuances in its
accounting and reporting procedures. And so
as a result, sone of these audit findings
have been -- have reoccurred for two, three,
four rate cases.

So | went to the director of the Audit
Di vi si on and asked how we could nove forward
with these, because there were certainly not
going -- | nean, the Conpany and the Audit
Staff, there was really not going to be
agreenent with regards to the treatnent of
certain itenms. So the director, realizing
that, said that the best thing to do would be
to specifically place these itenms in a
settl enent agreenent for approval by the

Comm ssion. And that's pretty much the
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underlying story with these itens that you
see here, is that they' re either recurring
audit issues witten up by the Audit Staff,
or potential audit issues that will reoccur
in future rate proceedings. So in order to
achi eve adm nistrative efficiency, the
parties have put these itens in for

Conmmi ssi on approval, and specifically asking
for approval of the uni que accounting and
reporting procedures that are used by the

Conmpany with regards to these particul ar

itens.
So just to sumup that, Jayson -- M.
LaFl amme, excuse ne -- it would be for, as

you said, adm nistrative efficiency to save
time of both the Audit Staff and the Conpany
with this agreenment ahead of tine on howto
handl e their filings. So the bottomline is
it's a tinesaver for both the Comm ssion and
the Conpany to really focus on the issues

t hat need to be exam ned during either their
filings or their full rate cases.

That is correct.

Thank you.

{ DW 19- 084} [ Hear i ng] {07-01- 2020}




© 00 ~N oo o b~ w N P

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

[WITNESS: BRENNAN]

126

If you could turn to Bates Page 51. And
a quick question on that. It's a discussion
about the frequency of rate cases and Staff's
position on how -- what is Staff's position
on the frequency that PWV should come in for
rate cases?

Well, given the uni que ratenaking structure
that PWN presently has, made even nore uni que
by the MOEF proposal, it would be Staff's
position -- and this was agreed to by the
other settling parties -- that the Conpany
woul d be on a three-year cycle wth regards
to when it would file for a rate adjustnent
in the future.

Thank you for that, M. LaFl amme.

If I could backtrack for a nonent
regardi ng the reporting requirenents, the new
reporting requirenents. And | believe it was
M. Brennan fromthe OCA, or possibly
Attorney Shute, discussing the increased
reporting requirenments allow the Conm ssion a
wat chful eye over the MOEF, the adjustnent
factor. Wuld you agree with that statenent,

that the increased reporting requirenent wll
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give greater transparency to the Conm ssion
and better avail thenmselves to see exactly
how t he MOEF pl ays out in the new rat enaking
mechani sn?
Yes. Froma regul atory perspective, we | ook
at the reporting requirenents indicated in
the settl enment agreenent as necessary in
order to nonitor the MOEF nechani sm as wel
as there are -- there's anot her nmechani sm
whi ch has not been fully inplenented but has
been teed up for the next rate proceeding is
the i nclusion of the New Hanpshire busi ness
profits tax and the federal incone tax. And
so a couple of those reporting requirenents
pertain specifically to that and gives, from
a regul atory perspective, an ability to
moni tor the Conpany's activity with regards
to the cash paynents or refunds that it
receives relative to its state and federal
I ncone taxes.
Thank you for that, M. LaFl anme.

And the | ast specific issue | wanted to
di scuss is Bates Page 54, and this is solely

for the record, regarding PWVs notion for
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confidential treatment. And just to
hi ghlight that, Staff agrees wth
recommrendi ng approval to the Conm ssi on of
PWN s notion for confidential treatnent; is
t hat correct?
Yes. The itens that were requested for
confidential treatnent were
conpensation-related itens, and Staff
supports the Conpany's notion for
confidential treatnment of those itens.
Thank you, M. LaFl amre.

And in summary for Staff's position,
while rates won't be changing if the
Conm ssi on decides to approve this settl enent
agreenent and issue an order sonetine in
July, do you agree, again, that with the
approval of the financing and this possible
maxi mum revenue requirenent, that the results
woul d be just and reasonabl e rates pursuant
to RSA 374:2, RSA 378:7 and RSA 378: 277
Yes. For all the reasons that have been
previ ously di scussed both this norning and
this afternoon, Staff believes that the

revenue requirenment that wll ultimtely
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result fromthis settlenent agreenent wl|
result in just and reasonabl e rates.
Thank you. And ny final question, M.
LaFl amme. Do you feel that -- is it Staff's
opi nion that the settl enent agreenent which
has been gl obally approved -- or excuse ne --
agreed to and signed by all the parties,
fairly bal ances the interests of the
rat epayer but also the interests of the
utility itself?
Yes.
Thank you, M. LaFl anme.
MR TUOVALA: Madam Chai rwoman, |
have no further questions for ny wtness.
CHAl RA\MOVAN MARTI N: Ckay. Thank
you. M. Bolton, do you have any questions?

MR. BOLTON: No questions, Madam

Chai r.
CHAl RMOVAN MARTI N Thank you.
Ms. Shute.
MS. SHUTE: No questions. Thank
you.
CHAl RWOVAN MARTI N Ckay.
Ms. Brown.
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M5. BROMWN: No questions by
Penni chuck. Thank you.
CHAl RAMOVAN MARTIN: Al right.
Thank you.
Conmi ssi oner Bailey, you' re up.
COW SSI ONER BAI LEY: Thank you. A
| ot of ny questions were answered by M.
LaFl anme on Page 76 of Exhibit 9. | just
want to make sure that | understand what |

was trying to figure out.

QUESTI ONS BY COW SSI ONER BAI LEY:

Q

So the city bond finance revenue requirenent

i sn't changi ng.

R ght.

And the debt service requirenent is going
down. So the only thing that's really
increasing is the operating expenses; is that
ri ght?

By application of the proposed MOEF factor.
Yup. So the revenue requirenent increase is,
could you say, alnost prinmarily to create the
MOE factor? You don't have to answer, M.
LaFl amme. One of the Conmpany w tnesses could

answer that.
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(Goodhue) So this is M. Goodhue. To answer
your question, | guess in summation, that is
the case. It was one of the reasons that we
were pursuing the financing docket as we did,
and the refinancing, and trying to find a way
to actually fund the inplenentation of the
MOEF as a rate structure el enent that woul d
have a beneficial inpact now and into the
future. And so by acconplishing the

refi nanci ng and the aggregation of that
together allows the | everage to do so.

Ckay. Regarding the fire protection rate,
the municipal rate up, it's increasing by

24 percent to align it wth the cost of
service study over six years. But the
private fire protection rate i s going up

72 percent, and it's an i nmedi ate i ncrease;
Is that correct?

(Ware) This is M. Ware. Yes, that is
correct.

How many private fire protection custoners do
you have, and can you give ne an exanpl e of
what ki nd of customer that would be |ike?

(Ware) Yes. So let ne just pull up the
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appropriate schedule, which is Schedule 9 in
the exhibits, that would identify the nunber
of custoners that are private fire custoners.
But who they are is, for instance, a school
has a sprinkler systemthat has a 6-inch |ine
going into the building that's unnmetered that
feeds the sprinkler system That's a private
fire customer with a sprinkler system

Again, private fire system

A school, M. Ware? A school is not a
nmuni ci pal custoner?

(Ware) So in ternms of custoner class, if you
t hi nk about a school, they're a general

net ered custoner, but municipal, and they
have a fixed meter charge and a volunetric
charge. But if they have a private fire
service, then they get charged for a private
fire service. So private fire services are
owned by nunicipal entities, they're owned by
private entities, and in sone cases by
residential entities.

So what's the difference between -- who gets
to pay the nunicipal fire protection rate?

(Ware) That would be paid by, for instance,

{ DW 19- 084} [ Hear i ng] {07-01- 2020}




© 00 ~N oo o b~ w N P

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

[WITNESS: BRENNAN]

133

in Nashua, the Cty of Nashua pays those
charges. In Bedford, the Gty of Bedford
pays those charges for the private fire
protection in, say, Bedford H gh School.
So --
Who pays the nunicipal rate?
(Ware) Typically, again, it's the comunity
through their taxes. So the nunicipal fire
rate is for the public fire hydrants that are
out in the street. The private --
Ch, okay.
(Ware) -- supports the sprinkler systens in
t he bui |l di ngs.
Private fire protection is in the building,
and municipal fire protection is the fire
hydr ant s.
(Ware) Yes.
Thank you. Ckay.

Every tine | nove ny nouse, | can't get
back to the page | want to go to.

Can we | ook at page -- what's the bil
i npact page?

MS. BROMWN: Wi ch page?
COW SSI ONER BAI LEY: Page 88. ' m
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BY COVM SSI ONER BAI LEY:

Q
A

Q

Ckay. Are you there, M. Ware?
(Ware) Yes.

So the first shaded columm -- you went

134

through this with your attorney, but | m ssed

sone of it and | want to nake sure |
understand this.
The first shaded col um shows the

increase in bills to each custoner class if

you get the total interest cost that you used

as --(connectivity issue)
(Court Reporter interrupts.)
COWM SSI ONER BAI LEY: The first
gray shaded colum fromthe right shows the

percent increase in rates -- well, it's

actually revenue, correct, M. Ware, revenue?

(Ware) Yes.

By custoner class to get the 11. 35 percent

I ncrease in revenue?

(Ware) That is correct.

Ckay. And that is based on an assunption
that the increase that you get fromthe bond

i ssuance is 3.67?
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(Ware) That is correct.

Ckay. And then --

(Ware) Go ahead.

And then the colum on the far right is --
(Ware) That is actually increase in revenues
in what they will be payi ng above and beyond
what they're currently paying, which has the
QCPAC surcharge in it.

Right. Gkay. Al right. Thank you.

And then where is the bill inpact page?
(Ware) That is the last page in this. |
think it's Bates 90 -- or excuse ne. |I'm
sorry. It is 91.

Ckay. And does this show ne the difference
that a custoner woul d expect in a total bill,
Sept enber before the -- is it Septenber

bef ore the changes?

(Ware) Yes. Septenber is what is before any
changes. So an average residenti al
custonmer's currently payi ng $53. 09.

And t hat includes the QCPAC char ge.

(Ware) Yes. Yes, that's Line 3, the $2.07.

Ckay. And then in October a custoner would

pay?

135
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(Ware) $55.51 total. So that woul d be based
on the 11 -- I"'mtrying to think. This is

t he 11. 35 percent overall increase. For the
residential customer it's 7.48 percent. And
t he nmeter charge or custoner fixed charge, it
woul d be 9.85 percent volunetric. So that
woul d be the charge wthout the -- the QCPAC
surcharge, as Jayson said, has been subsuned
up into the October base rate, and none of

t he associ ated charges -- so the QCPAC has
gone away until we inplenent the one for this
year fromthe filing that's currently open.
And - -

Do you expect that to occur in Novenber?
(Ware) Yes. | nean, because that's based --
t he percentage -- we need to know t he
percentage of the rate increase and the final
dollars in the rate increase to determ ne
what the surcharge is to develop the dollars
that we need to get to cover the costs

associ ated with the bonds.

Ckay. So if we just look at the rate
increase fromthis rate case, not including

the QCPAC, it's the difference between 53. 09
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and 55. 51.
(Ware) Yes.
Ckay. Al right. Thank you.

M. Brennan, | think, suggested that
this was a quasi-nunicipal rate design. Has
t he Conpany ever consi dered becom ng a
muni ci pal utility?

(Goodhue) Conm ssioner Bailey, this is M.
Goodhue respondi ng. Probably the best
context for that is nerely all of the
docunentation in support of DW11-026. There
were very conpelling reasons in the
resolution of the em nent domai n proceedi ng,
as well as many ot her unintenti onal
consequences that would cone from any kind of
a munici palization effort. You know, one of
t he key concerns in the em nent domain
settlenment, 11-026, was that the interest of
residents and custoners in 30 communities

t hroughout the state needed to be observed
rather than just the residents of the city of
Nashua. So part of this was relative to that
entire settlenent. And so, you know, No. 1,

it wouldn't be the Conpany's objective to
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create a quasi-nunicipal; at this juncture,
it would be the Gty pursuing that. But
there were a very -- a great nunber of
factors that were brought to bear in that
case that woul d becone inpedinents to that
becom ng a possibility for a favorable
outcone relative to the overall treatnent of
custoners in all the comunities we serve for
both PWN PEU and PAQ

Ckay. Thank you.

I think the |last question that | have is
about the reserve accounts, the RSF accounts.
Do they earn interest when you overcollect?
(Goodhue) They do not. They're restricted
cash accounts that are non-interest-bearing
accounts. Unfortunately, even if they were
I nt erest-beari ng accounts, the anount of
Interest that could be earned is so di
mninus relative to what's avail abl e out
there. But they are restricted cash accounts
t hat are designated and held aside for the
specific all owed purpose under our rate
structure.

Ckay. Thank you.
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COW SSI ONER BAI LEY: That's all
t he questions | have, Madam Chair.
CHAl RWOVAN MARTI N Ckay.
Conmmi ssi oner @G ai no.
QUESTI ONS BY COW SSI ONER d Al MO,
Q Good afternoon. | don't have too nany
questions. But M. Goodhue, can we turn to
Page 76.
A (Goodhue) I'msorry. |It's better when I turn
off mute when | respond. | apol ogi ze.
You said Page 76, Conm ssioner G ai np?
Q | thought it was 76. Let ne -- yeah, 76.
Correct. It's 76 in attachnment in Exhibit 9.
A (Goodhue) So you're tal ki ng about the summary
cal cul ati on of revenue requirenent schedul e?
Q Right. And what | want to do is harken back
to the discussion we had earlier this norning
in the other docket. And we had an exchange
where you suggested that under vari ous
scenari os you thought that ratepayers and the
Conmpany woul d be better off at various
interest rates. And is it fair to say that
this, that Page 76, validates that assertion?

A (Goodhue) It absolutely does, Conm ssioner
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Gainpb. In fact, this was based on two, |I'm
going to say nodalities, you know, a 3.67 and
a 4.67 CC. W all know very well that it's
going to be neither one of those. |It's going
to be sonewhere better or worse. Qur hope is
that it's going to be better. M hope is it
woul d actually be able to bring to bear
sonething that's actually better than the
m ddl e col um because we experience greater
savings than the 9.70. But again, we don't
know until we go to narket.

| can tell you that devel opnents, you
know, currently, as | nentioned this norning,
relative to rates and certain opportunities
that nmay be there, that our investment
bankers are working on actually through the
day today, in the break today, they told nme
about things that they're working on right
now t o maybe bring even better savings to
bear. And we would love to cone to you and
say, look, it's not $970,000, it's
$1, 020,000, and then the rate increase i s now

(Court Reporter interrupts.)
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(Goodhue) So this is a good representati on of
what could be brought to the table, | guess
you m ght say, based on the savings that
coul d be accrued or will be accrued fromthe
bond i ssuance, depending on the actual rate
of the issuance.

Ckay. Al right. Mving on to Page 91 of

t he sanme exhibit. And I'lIl wait one second
for you to get there.

(Goodhue) 1'mthere.

Ckay. Geat. So | think this chart
illustrates the phased-in approach that's
going to happen with respect to rates.

( Goodhue) Correct.

| guess I'd like to hear to what extent the
COVI D- 19 pandem c played a factor in this.
And maybe you could just provide a little
nore detail.

(Goodhue) So I wll tell you that, you know,
what is portrayed here, as far as |'m goi ng
to say extension or deferral of certain
recoupnments that we would normally be
requesting in this case, was the result of a

very candi d di scussi on between the settling
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parties to this case. And part of that was
brought to bear because of what is going on
in our state, in our country, and around the
worl d right now because of COVID 19. And so
there was sone sensitivity brought to bear
And what we were asked by other parties is
what is the maximum | ati tude that the Conpany
could offer with regard to how t hese m ght
get phased in and how this m ght i npact
custoners, but also not to erode the absolute
benefit of what we're doing. W filed a rate
case because we need rate relief. So to get
rate relief and never recover it, that would
be a problem So what could we do that would
be, 1"'mgoing to say, a conproni sed position
that would still work for the Conpany, but
coul d be | guess beneficial or accommbdati ng
to the circunstances that people are
experiencing in our state as our custoners
relative to the tangential inpacts of
Covl D- 19.
Thank you. And good that it was factored in.
I think there was a reference to the

Aneri can Water Associ ation standard of havi ng
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25 percent of operating costs in a fund. And
I want to nmake sure this proposal is prem sed
on that. Five mllion dollars is -- seeks to
get at that 25 percent standard?

(Ware) | was --

(Goodhue) M. Ware responded to that. But

let ne -- before you junp in, real quick,

Don. We do not neet that specific

requi rement |evel. Don is talking about an

i ndustry average. W are below that. And I
wll hand it off to M. Ware at this tine.
(Ware) Yes, that was a recommendation. And
when we were discussing this with Staff and

trying to strike a balance in what the rating

agencies will |l ook at, again, we're kind of a
uni que animal. As sonebody nenti oned, gee --
Il think it was Jim-- you're a

quasi -muni ci pal entity.

So the Anerican Water Associ ation
represents both investor-owned
quasi - muni ci pal and nuni ci pal water
departnents. And lately they' ve been
focusing in on their research foundati on on,

you know, ways to inprove credit ratings.
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And out of that canme recommendati ons for
percent ages of, again, operating expenses,

not debt, you know, but operati ng expenses,
and what they would recommend that you have
in a cash reserve as a mninum So

25 percent was the mninumthat they
recommended. There are communities -- and in
no way, shape or formwould we ever seek

this -- that have 100 percent. O course,
they're a triple Arating. But the cost of
havi ng 100 percent of one year's worth of
operati ng expenses sitting in the bank
doesn't -- it doesn't work. GCetting a triple
A rating doesn't justify the expense of that.
So we try to find that sweet spot. W worked
really hard with Staff to nake sure that the
rate stabilization fund was established at a
| evel that gave us adequate cash coverage and
liquidity that the bond agencies are | ooking
for to allow our rating to step up, but not
so much that you get a better bond rating,

but at a cost that you never recover due to

t he change in bondi ng rates.

That nakes sense. | understand the
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sensitivity and that there was a cal cul us
I nvol ved.

So what woul d generally be the Conpany's

standard nunmber? Wuld it be three mllion?
Is 3 mllion the general anount you want in
t he fund?

(Ware) Well, we -- go ahead, Larry.
(Goodhue) Yes. So, Comm ssioner G ai nb, we
have the $3.92 nmillion inprest level. And we
feel, based on the analysis that we've done,
that with the inplenentation of the MOEF,
that that $3.92 million | ooks |like a
reasonabl e and adequate | evel for the rate
stabilization fund.

It's inportant to note a coupl e of
things, too. If we took themas purely as
bond reserve fund as federally required for
bonds, we woul d have to have an anount of
noney much larger than that $3.92 nillion.
But we would have to borrow that noney. W
don't have an equity way to do that.

The other thing is when M. Ware was
t al ki ng about nunicipalities having 25, 50,

100 percent of reserve cash sitting on their
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side that enhances their bond rating, that's
not the only factor that undergirds a doubl e
A or atriple Abond rating. Minicipalities
on their own can change rates at will. They
don't have to seek and get approval from
sonebody el se. They have | eani ng
authorities. So they've got various
authorities that al so support a preferenti al
bond rating. As a corporation, as an A+,
we're an investor-grade rated utility. Could
we get possibly to AA-? Maybe. | don't see
us goi ng nmuch higher than that. But we
certainly don't want to drop fromthe
I nvestnent-grade rating that we're at and not
be able to attract -- the key thing is not
just the rating, but that outlook. And the
fact that we have a rating, and it's
considered to be a sustainable rating, allows
demand for our bonds to be very good, which
Is beneficial in pricing our bonds when we
i ssue theminto the marketpl ace.
Ckay. Thank you.

| want to nake sure | understand the

justification for the 9.5 percent cap. |Is
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that sinply three years with inflation at
3 percent? 1|Is that the general justification
for that 9-1/2 percent nunber? 1s there
sonet hi ng el se there?
(Goodhue) M. Ware?
(Ware) That is the general premse. 1In
di scussions with Staff, we | ooked at -- |ike
| said, we actually | ooked at what the
mat eri al operati ng expense factor would have
to be if increase in operating expenses was
2-1/ 2 percent, 3-1/2 percent, 4 percent and,
you know, yielded -- with the goal of the
MOEF bei ng set, such that as you cane into
the next rate case at the end of the year of
the filing, that the material operating
expense RSF would be at or around still that
$2,850,000. It would not have been
significantly eroded. So dependi ng upon the
underlying circunstances, it then changes the
mat eri al operati ng expense factor you woul d
| ook for.

Certainly, like | said, at the end,
9-1/2 percent based on a 3 percent increase

I n operati ng expenses, which, you know, seens
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to be a practical nunmber after discussions
with Staff and OCA, that was what brought us
to the 9-1/2 percent. And we all agreed,
t hough, it is sonething that you woul d | ook
at at the next rate case: How did we do?
You know, this is a new step. So how did it
work? Did it work adequately? So that's
where it cane from

COWM SSI ONER G Al MO Madam Chai r,
bet ween the answers earlier today and today,
I think |I have a good understanding, and I
have no nore questions. And | thank all the
W tnesses for putting in the tine.

CHAl RMOVAN MARTI N Ckay. Thank
you.

QUESTI ONS BY CHAI RWOVAN MARTI N:

Q I just have one foll ow up question on the
private fire protection versus fire
protection, now that | understand -- or |
t hink | understand, excuse ne, that
muni ci palities make up a nunmber of custoners
in the private fire protection cl ass.

Wiy the preferential or disparate

treatnent related to public fire protection
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then? Can soneone explain that?
(Ware) So | guess, you know, the starting
poi nt was we cane in and asked that rates be
adj usted based on the cost of service study
study. So if, as we requested, we were
granted the 11.91 percent we requested, it
woul d have resulted in the general netered
class customer fixed volunetric charges going
up 7.85 percent, the nmunicipal fire charge
going up at the 24.2 percent, and the private
fire protection at 72.09. That was the
starting point. You know, through the
process of negotiating a settlenent, we cane
to terms wwth the final formthat we're at,
with the goal of noving everybody to a cost
of service-based result, so that, you know,
two rate cases fromnow we get to a point
t hat when a cost of service study cones out,
it's abided by inits totality and you go
where the rates say they're going to be.
There was such a big change here because
the | ast cost of service study that was done
for Penni chuck Water Whrks was back in 2006.

So, many rate cases had been gone over, and
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that's because of change in ownership, the
bui l ding of the new plant, a |lot of things
that transpired. And back then, because we
were in the throes of the em nent donmin, the
deci sion made -- there was a recomended
novenent at that tine to put nore into the
muni ci pal fire and private fire, that both at
the tine, Staff and the Conpany, said let's
not make any changes in that area right now.
There's too nmany noving parts. Let's get
settled in. And, you know, that's where we
are now.

So there's been a | ong period of tine,
14 years, wthout any adjustnment. In the
nmeantime, those two entities related to fire
got such a big hit because we were replacing
a lot of older water nmins, snall dianeter,
wth larger water nains in order to support
adequate fire protection.

So | think, you know, we nmake this
adjustment. We get where we need to go. And
then if we have the cost of service every two
rate cases, you won't see the dranatic

changes as there was in this, reconmended in
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this particul ar case.
Maybe Staff can speak to this. That doesn't
really explain to ne, though, why we're
giving private -- why we're giving public
fire protection four years to get up to cost
of service and private fire protection none.
(LaFl amme) From Staff's perspective, based on
the testinony of M. Therrien and M. Ware, |
think Staff's initial position was that we
agreed with the -- we agreed with the initial
distribution of the public fire protection at
24 percent and the private fire protection at
72 percent. As M. Ware alluded to, the Gty
of Nashua was unconfortable with the increase
all at once for budgeting purposes and want ed
a nore gradual increase, and so one was
negot i at ed.

But with regards to the private fire
protection, it's Staff's position that that
I ncrease of 72 percent is appropriate based
on the nunber of years since the |ast cost of
service study, and also the anount of plant
t hat has been put into service relative to

the i nplenentation of private fire
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pr ot ecti on.
Can you explain the reasoning why, if you
know, the Cty of Nashua wanted the gradual
related to that particular class?
(LaFl amme) | think probably -- | would think
that naybe M. Bolton would be better to
comment on that.
Well, M. Bolton is an attorney, so he's not
really a witness. But | will definitely hear

hi s argunment on that.

MR BOLTON: Well, this is what I
concentrated on, and this is what we were
able to achieve settlenent on. W did not
tal k about private fire very nuch. And |I'd
have to say | don't fully understand the
I mpact that would have on the Cty of Nashua.
What | did not realize is that the private
fire did not necessarily nean private; it
m ght be public in certain cases. So it may
be we'll ook at that harder in the future.
But it wasn't part of the deal we negoti ated
in this case.

CHAl RWOVAN MARTI N Ckay. Now

under stand. Thank you.
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All right. M. Shute, do you have
redirect?

MS. SHUTE: | do not.

CHAl R\MOVAN MARTI N M. Tuomal a?

MR TUOVALA: | do not, Madam
Chai r woman.

CHAl RMOVAN MARTIN: And Ms. Brown?

M5. BROWN:. Thank you to ny
col | eagues for acceding ne sone tine because
| do have a few

REDI RECT EXAM NATI ON

BY M5. BROMN:

Q

Wth respect to the municipalization question
t hat Conm ssi oner Bail ey asked, M. Goodhue,
you nenti oned one docket, the DW 11-026,
which was the Gty of Nashua's acquisition of
the water utilities. But was the other one
that woul d be instructive for viewoints of
all of the comunity water systens and towns
out si de of Nashua be in Docket 04-048, which
was the em nent domain battle?

(Goodhue) Yes, it would be. But that nunber
of the docket was not on the tip of ny

t ongue, Attorney Brown. But yes, you are
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correct.
Thank you. That was nore for the record.
Wth respect to -- you were asked
questi ons about -- M. Goodhue, you were
asked questions about the estinmated and
maxi mumin savings. And | just want to
revisit that these savings are critically
dependent on approvals and ti m ng of
approval s com ng out of the Comm ssion; is
that correct?
(Goodhue) Yes, it is.
And in particular, would you speak to the
signaling of the MOER -- I'msorry -- the
MOEF to the credit-rating agenci es and then
bei ng able to give you the credit rating that
you need in order to effectuate the estinated
and maxi mum revenue requirenent and savi ngs
that we're all tal king about today?
(Goodhue) Yes. Yes, and in sone ways, this
Is actually alnost a followon to a question
| answered for Conm ssioner Bailey in our
proceeding this nmorning, in that she asked
about the timng for the orders and the

crucial of those relative to the bond rating
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that we could seek for this bond issuance
that we're | ooking for on Septenber 1st. And
I had nentioned at that tine that the real
crucial -- the nbst crucial was getting the
order issued to approve the financing docket
on or around July 24th so that we coul d cl ose
on the bond by Septenber 1st.

But also in the bifurcated process that
Attorney Tuonala went through a few nonents
ago, in that a two-step order process here,
if we were to receive an order during the
nont h of July that al so basically approved
the settl ement agreenent as structured, but
did not approve a rate increase, in essence,
that order would then basically put in place
that the MOEF as a structure elenent is now
going to be an elenent in our revenue
structure. | would deemthat to be sonething
t hat woul d be very, very vital and inportant
when Standard & Poor's conducts their credit
review for us for this upcom ng bond
I ssuance. So not only would the
re-establishnent and refilling of the rate

stabilization fund be a benefit to the credit
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rati ng, but having now an MOEF i n concept
approved, just waiting for a final rate to be
set, would then, | feel -- again, | can't
guarantee -- but | feel would have a very
positive inpact on the overall credit rating
and outl ook for the bond, which would
translate into best savings to be
acconplished in this upcom ng bond i ssuance.
Thank you, M. Goodhue, for that. And
knowi ng that you have your expertise in
finance, that's an inportant conmment to nake.

M. Ware, | would like to have a
foll owup on your expertise on running
nunbers on rate design. And you were asked
questi ons about why nove so nuch -- or |
guess allow mtigation to such an extent with
t he nmuni cipal fire protection and not so nuch
with municipally-owed private fire
pr ot ecti on.

So ny question to you i s when you were
assessing the parties' requests to deviate
fromthe cost of service study, did you | ook
at the financial inpact to the Gty of

needing to mtigate nunici pal as opposed to
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allowng full inplenentation of full cost
pricing of the private fire that was
muni ci pal |y owned?

(Ware) When we | ooked at the Gty, yeah, |

al so | ooked at other communities -- Bedford,
Derry... there are two other PWVcommunities
Amherst -- with nmunicipal fire, but also

private fire, and | ooked at the inpacts on
t hose, you know, they were significant. |If
you | ook at Bates page -- in the settlenent
agreenent, if you | ook at Page 87, you can
see that currently in the revenues, if you
| ook at the relationship of private fire --
that's private, FP; and FP hydrants, that's
t he nmuni cipal fire -- revenues from nuni ci pal
fire are three tines as high as come from
private fire. And you see in custoner counts
there, there are five nunicipalities claimng
the municipal fire, and then there are 911
accounts wth private fire, which, again,
span the universe of residential custoners,
i ndustrial and comrerci al custoners.

So then, when we | ooked at it, we said

let's just do it across the board per the
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cost of service study. Because this had such
a |large inpact, you know, dollar-wi se on the
nmuni cipalities as it was originally proposed
if you cane in at 24 percent versus the

10. 25 percent, the nmunicipalities stepped
forward and represented t hensel ves and

negoti ated the settl enment that you see here.
But it is phased in. You know, at the end of
the day, they will pay their cost of service
amount. You know, as Jayson said, at this
stage there was no reason to diverge fromthe
cost service requirenent for private fire.
There was nobody who stepped up and said, you
know, we don't think private fire should be
brought up to speed imediately. |In fact,

all the years prior to this, you know, their
rates have been partially subsidized fromthe
G M cust oner.

So, again, you can run the nunbers a | ot
of different ways. This is the way it cane
out in settlenent. It's progressing towards
the cost of service study. And again, we
bel i eve that, you know, given those facts,

that it makes sense to proceed this way.
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Thank you, M. Ware.

M5. BROAN. And | don't have any
ot her questions to follow on for
clarification. So thank you for that
redirect.

CHAl RWOVAN MARTI N: Ckay. M.
Bolton, did you have any clarifying
questions?

MR BOLTON: | do not.

CHAl RAMOVAN MARTIN: Al right.
Thank you. Then we can excuse the w tnesses.

And we Wil strike I.D. on Exhibits
9 through 15 without objection and adnmt them
as full exhibits, with the nodification again
to Exhibit 9, on Page 43 that was noted
earlier.

Anyt hi ng we need to cover before
the parties state their closing argunents?

[ No verbal response]

CHAl RWOVAN MARTIN: Al right.
Then let's start with M. Bolton.

MR. BOLTON: Thank you, Madam
Chai rwoman and Conm ssioners. The Cty of

Nashua urges the Conm ssion to adopt the
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settlenent agreenent in all respects. But we
are nost concerned with nmunicipal fire. |
t hi nk the Conmmi ssion has heard that it is a
fair and reasonable result, a just and
reasonable result as to all rate cl asses,
that not only wll over the course of tine
the municipalities have to pay the dollar
amount set forth in the cost of service
study, but will in the out years, in the |ast
two years, pay nore, essentially giving
further relief to the other classes who may
bear a little extra during the first few
years of ranping up, all of which, as you've
heard, is fair and reasonabl e and just under
t he circunstances.

|'d like to say that | very much
appreciate all of the work that went into
comng to the settlenent agreenent on the
parts of all of the participants. Thank you.

CHAl RWMOVAN MARTI N: Thank you. M.
Shut e.

MS. SHUTE: Thank you, Chairwonman
Martin. As M. Brennan identified, the

O fice of the Consuner Advocate supports the
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settl enent agreenent. The OCA parti ci pated

I n nunmerous technical sessions and settl enent
conferences in support of these terns. W
especi ally appreciate the work of the Conpany
and the Staff in supporting these

di scussi ons, and the discussions with the
City of Nashua. Specifically, we support the
mat eri al operating expense factor as an
appropri ate ratenaki ng nechanismto
accommuodat e t he uni que structure of PWVand
its associated cash flow requirenents. W
beli eve the MOEF, in conjunction with the

exi sting QCPAC and rate stabilization funds,
enabl es the Conpany to neet the cash flow
necessary to maintain quality and safe
drinking water service, and the liquidity
sufficient to return to and nmaintain the

hi gher ratings fromcredit-rating agenci es.
We feel that the material operating expense
factor of 9.50 percent that increases the
revenue requirenent is reasonable, given

hi storical increases in expenses and the
potential of inflation and future changes in

mat eri al costs between rate cases.
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The O fice of the Consuner Advocate
al so supports the agreed allocation of rate
i ncreases anong the custoner classes. This
al l ocation takes into consideration the
reality of municipal budget cycles for all
muni ci palities involved, while ensuring
substantive anounts are returned to ot her
rat epayers over the next three rate cases.

Finally, we feel the addition of
t he sem -annual narrative report, in
conjunction with the nonthly, sem -annual and
annual financial reporting, provides the
accountability and transparency to ensure
that future nanagenent teans maintain the
sane |l evels of accountability to keep
operati ng expenses down that we have seen
fromthe current managenent.

For these reasons, we recomend the
Conm ssi on approve the settl enent agreenent
as just and reasonable and in the public
good. Thank you very nuch.

CHAl RAMOVAN MARTIN: Al right.
Thank you.

M. Tuonal a.
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MR. TUOVALA: Thank you, Madam
Chai r woman.

As a prelimnary matter, | wanted
to direct the Conm ssion's attention to Bates
Page 44 of Exhibit 9. This is a followup to
Conm ssi oner Bail ey's question regarding
customer inpact. And | felt it would be
hel pful to point the Conmi ssion's attention
to that portion of the record which describes
t he narrative of the inpact on custoner bills
that relates to the schedul e that was
di scussed earlier.

And | thank you again, Madam
Chai rwoman, and Conm ssioners. Staff fully
supports the settl enent agreenent. And
because this is truly a global settlenment
where all parties were extensively invol ved
in the drafting and finalization of this
settl enent agreenent, it was truly a
col | aborative effort on everyone's part. And
i ncluded in that settl enent agreenent wth
t he proposed nodifications to the ratenaking
mechani sm the additional reporting

requi renents, the adjustnents to the audit
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I ssues, the custoner allocation, and al so the
i nclusion of the MOEF, Staff's position is
t hat the Comm ssion shoul d approve the
settl enent agreenent because it truly does
bal ance the i nterests between the custoner
and also the interests of the utility in
hel ping to pronote a viable, a financially
viable water utility that wll provide safe
and clean drinking water to its custoners.
And in the end, Staff believes that everyone
benefits if the Comm ssion approves the
settlenent agreenent. And while the
settl enent agreenent as proposed doesn't
adj ust custoner rates at this tinme, it does
propose a maxi mum revenue requirenent which
Staff is confortable with and fully believes
that, even if the revenue requirement were
set at that maxi rum revenue requirenent as
M. LaFlame had testified, it wll produce
just and reasonable rates that neet the
statutory requirenents of 374:2, 378:27 and
378: 7.

So in conclusion, Staff fully

supports the settl ement agreenent and urges
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t he Conm ssion to approve. Thank you.

CHAI RMOVAN MARTI N Thank you.
Ms. Brown.

MS. BROWN: Thank you, Chairwonman
Martin, Conmm ssioners Bailey and G ai np, for
your tinme today. And I'mgrateful that we
were able to squeeze in two docket heari ngs
in one day. |'mnot going summari ze the
settl enent, and thank OCA and Staff for doing
t hat, and supporting the settl enent
agr eenent .

The Conpany greatly appreciates the
constructive participation of all the
parties, and in particular thanks Staff, OCA
and the Gty for their review and vetting of
t he i ssues. You know, the Conmi ssion has a
| ongst andi ng precedent of favoring
settlenents, if possible, rather than having
litigation. And today we presented to you a
settl enent which i ndeed produced better
results because of the vetting in the
settl enent process. |In particular, the
vetting i nproved the resolution of the

mat eri al operating expense problem and al so
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I mproved the nunicipal fire phase-in.

When Penni chuck approached this
rate case, the problemit faced was the
mat eri al operati ng expenses were exceedi ng
t he revenue requirenent bucket. The other
two buckets, as you've heard today, the CBFRR
and the DSRR, both have nore stabl e expenses.
So the depletion of the material operating
expense revenue requirenent was the issue.
The depl etion, as you heard in the testinony
t oday, necessitated the Conpany dipping into
its line of credit of its parent for over two
mllion. And it has also -- | believe in
testi nony today, M. Goodhue may have
nmenti oned that the Paycheck Protection
Program Loan of 2.5, even with that
availability, it has depleted its reserves
for material operating expenses. So clearly,
sonet hi ng needed to be done. And the Conpany
Is very pleased to have the result of the
mat eri al operating expense factor. And |
would like to credit that to Ji m Brennan,
because in a tech session he nentioned that.

And | want to thank himfor that
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br ai nst or m ng.

Now, notwi thstanding that this rate
case settlenent is not producing rates, we
feel that the estimted revenue requirenent
and the maxi mum revenue requirenment both wll
yield just and reasonabl e custoner rates in
the end for custoners.

As far as timng of the orders, as
you heard from M. Goodhue, the settling
parties respectfully QCPAC t he Conmi ssion
i ssue its approval for the bond financing no
| ater than July 24th, and al so approve the
settlenent in the rate case, in particular
the material operating expense factor, by
July 31st so that Pennichuck can then take
t hat approval, informthe credit-rating
agenci es, and hopefully successfully get a
very good rate on the bonds come Septenber.

Wth respect to the notions for
protective treatnent, |I'mnot going to
reiterate the argunents, but just note that I
filed a -- Pennichuck filed a notion and a
suppl enental notion, including the Superior

Court's approval that -- or decision that
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non-of fi cer enpl oyee conpensati on data, the
privacy interests of those enpl oyees

outwei ghs the public's need to access that
dat a.

So i n concl usi on, Penni chuck
greatly thanks the participants in this
docket for the vetting and the settl enent,
and respectfully requests that the
Conmmi ssioners issue orders. And we realize
t he ask that we're asking given this
pandem c. But again, thank you again for
your attenpts at trying to neet those order
I ssuance deadlines. Thank you.

CHAl RWOVAN MARTIN: Al right.

Wl |, thank you, everyone. | think it's very
clear that this is a product of a |ot of work
anong the parties, and | conmmend you for
that. We will take the matter under
advi senent. And this hearing i s adjourned.
Thank you.

(Wher eupon the hearing was adjourned at

4:41 p.m)
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