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Please state your name and business address.
My name is Maureen E. Gurghigian and | am a Managing Director at First

Southwest Company’s Lincoln, Rhode Island office.

Please describe your education and experience.

| hold a Masters Degree in business administration from the University of Rhode
Island. | am a registered Municipal Principal with the Municipal Securities
Rulemaking Board, holding the following licenses: Series 52, Series 53 and Series
63. Prior to joining First Southwest in 2001, | worked in public finance for Fleet
Bank and/or Fleet Securities for 16 years. From 1993 through 2000, | served as
Manager of New England Investment Banking at Fleet Securities, Inc. Before
joining Fleet, | spent 8 years in Rhode Island State Government, including four
years as Director of the Governor’s Policy Office under then Governor J. Joseph

Garrahy.

Can you describe First Southwest Company and the types of services it provides?
Since 1946, First Southwest Company has served as financial advisor to many
issuers such as schools, cities, airports, hospitals, sports complexes, water and
wastewater authorities and districts and toll roads. Currently the firm serves more

than 2,000 municipalities and agencies, including more than 400 in New England.

Can you please describe your duties at First Southwest Company.

| provide financial advisory services to issuers of municipal debt, primarily in the
State of Rhode Island. Annually, | am involved in more than 20 publicly offered
bond issues. In addition, | have supervisory responsibility for First Southwest’s

involvement with borrowings by the State of Rhode Island, numerous public
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agencies and 30 Rhode Island municipalities. Our office assists clients with the

origination of more than $800 million in public financing issues each year.

Have you previously testified before the Public Utilities Commission and Division
of Public utilities on rate related matters?

Yes, | have testified before the Public Utilities Commission and the Division of
Public Utilities and Carriers on behalf of the Narragansett Bay Commission,
Woonsocket Water Division, Pawtucket Water Supply Board and the City of

Newport, Utilities Division, Water Department (“Newport Water”).

Please describe your role in this proceeding.

| am assisting Newport Water and its financing team with the issuance of debt to
fund improvements to Newport Water’s Station One Treatment Plant and the
construction of a new water treatment plant at Lawton Valley (collectively
“Treatment Plant Projects” or “Projects”). Newport Water asked me to testify as a
rebuttal witness in this matter regarding its request to increase debt service

funding for the Treatment Plant Projects.

How much does Newport Water need to borrow for the Treatment Plant
Projects?

Newport needs to borrow more than $86 million between FY12 and FY14 to fund
the Treatment Plant Projects. It is my understanding that Newport Water seeks a
multi-year increase in this docket to phase in the debt service increases required

to finance the Treatment Plant Projects.
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How does Newport plan to seek this financing?
Ideally, Newport Water would like to completely fund the Projects through the
Rhode Island Clean Water Finance Agency (“RICWFA”). As the Commission knows,
the State of Rhode Island created a Drinking Water State Revolving Fund
(“DWSRF”) administered by the RICWFA to provide financial assistance to water
suppliers in accordance with the Safe Drinking Water Act Amendments of 1996.
This fund uses federal capitalization grants and state matching funds to provide
subsidized (25% below market-rate) loans to water suppliers for qualifying projects
listed on the Project Priority List maintained by the Department of Health. The
RICWFA sells bonds in the public market and loans the proceeds to its drinking

water borrowers pursuant to loan agreements. The DWSRF currently provides a

significant portion of funding for Newport Water’s ongoing capital program.

Newport Water identified the Treatment Plant Projects in its capital program, and
they are listed on the Rhode Island Department of Health’s Project Priority List.

Therefore, the projects qualify for subsidized DWSRF loans through RICWFA.

Will Newport be able to fund the entire cost of the Treatment Plant projects
through the DWSRF?

It is anticipated that the DWSRF will fund at least part of the Treatment Plant
Projects. Unfortunately, the RICWFA cannot guarantee complete funding for the
Treatment Plant Projects. Due to the size of the Projects and the amount of money
needed, the RICWFA may not have enough capacity to provide 100% of the
required financing. The DWSRF capacity is driven by the level of capitalization
grants provided by the federal government. Proposed cuts in federal funding will

result in fewer subsidized loans for borrowers such as Newport Water. The
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RICWFA reviews its capacity on an annual basis and takes into account the

projected funding level as well as the needs of prospective borrowers.

What are Newport’s options if it cannot completely finance the Treatment Plant
Projects through the RICWFA and the DWSRF?
Newport would need to seek unsubsidized financing for any portion of the
Projects that the RICWFA cannot fund through the DWSRF. Newport’s options
would include:
1. Borrow through the RICWFA on an unsubsidized or market rate basis. A
market rate loan from RICWFA would work very much like the conduit loans
Newport and other RICWFA borrowers have undertaken for non-SRF eligible
projects. RICWFA would sell a bond issue only on behalf of Newport and

Newport would pay the market rate.

2. Under current law Newport can only sell revenue bonds to RICWFA.
Newport could introduce legislation in the Rhode Island General Assembly

allowing it to issue revenue bonds directly to the public markets.

Under either scenario, market rate bonds would not provide the same discounted
interest rate as the DWSRF. However, they would allow Newport to obtain the
necessary funding if the RICWFA has insufficient lending capacity for the entire
Treatment Plant Projects. Other borrowers that have a combination of market rate
and subsidized loans include the Pawtucket Water Supply Board and the

Narragansett Bay Commission.
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Did you review the direct testimonies of Thomas Catlin submitted by the Division
of Public Utilities and Carriers and Christopher Woodcock submitted by the
Portsmouth Water and Fire District regarding Newport’s request for debt service

funding?

Yes, | did. | also reviewed Harold Smith’s rebuttal testimony on this issue.

Do you believe that Mr. Smith’s rebuttal position regarding debt service is
reasonable?

Yes. | do. It is my understanding that Mr. Smith delayed the multi-year increase
Newport requested. According to Mr. Smith, Newport will not need to make debt
service payments in the Rate Year to fund the Projects because of the schedule for
selecting a vendor and starting construction. | also believe that Newport’s
continued use of 6% interest rate and a modified 12% cost of issuance is

reasonable given the time horizon for the borrowings.

Can you explain why a 6% interest rate and a 12% cost of issuance is reasonable?
Yes. As set forth in my testimony above, we do not know how much of the
Treatment Plant Projects can be funded through the DWSRF. Thus, it is possible
that Newport will use unsubsidized borrowing for a portion of the Projects.
Further, the borrowings will be done over three fiscal years. The current Bond
Buyer Revenue Bond Index was 5.15% on September 1, 2011. The median for the
past 12 months has been 5.35% and today’s tax exempt rates are at historical
lows. Since the borrowings will take place over a multi-year period, | believe that
modeling at 6.0% is prudent. Should the interest rate for the initial loan be less

than 6.0%, future increases required for subsequent loans would be lower.
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As for the cost of issuance, | am comfortable with Newport’s revision to 12%. |
believe that any further reduction would be unreasonable at this point. The major
portion of the 12% is the debt service reserve fund which is sized at 10% of par or
maximum annual debt service, whichever is lower. Since a market rate loan would
result in higher debt service, it is prudent to model the debt service reserve fund
at 10%. Based on recent experience, we would expect the other costs of issuance
would range from 1.5% to 2.0% depending upon the size of the loan. In addition,

the Treatment Plant Projects include the expense for a Feasibilty Study that is not

required for other DWSRF loans.

Are the 6% interest rate and 12% cost of issuance unreasonably conservative?

No. It is important for Newport to have enough funds in place as it embarks on
these major capital projects. It is my understanding that the Commission must
review Newport’s multi-year plan each time a successive increase is scheduled to
take effect. If Newport is able to fund a larger portion of the Projects through the
DWSRF, or if unsubsidized rates are lower than projected, then successive
increases can be reduced or otherwise modified. This is preferable to Newport not
having enough to service its debt if rates increase or the RICWFA’s capacity is
curtailed. Bond rating agencies and investors will look at Newport’s projected rates
and debt service coverage very carefully. Smoothing out rate increases for a multi-
year capital program is viewed positively by rating analysts. It is especially
important for Newport to maintain its bond rating as it initiates such a major
capital program since any negative rating action would result in much higher

interest costs, particularly for market rate loans.
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A.

Does this complete your testimony?

Yes it does.
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CERTIFICATION

| hereby certify that on September 21, 2011, | sent by electronic mail a copy of the
within to Service List herein below, and mailed one original and nine copies to Luly
Massaro, Clerk, Rhode Island Public Utilities Commission.

Parties/Address

E-mail Distribution

Phone/Fax

Julia Forgue, Director of Public Works
Newport Water Department

70 Halsey St.

Newport, Rl 02840

iforgue@cityofnewport.com

jtracey@cityofnewport.com

Isitrin@CityofNewport.com

401-845-5601
401-846-0947

Jon Hagopian, Esq.

Dept. of Attorney General
150 South Main St.
Providence, Rl 02903

jhagopian@riag.ri.gov

sscialabba@ripuc.state.ri.us

pdodd@ripuc.state.ri.us

dmacrae@riag.ri.gov

Mtobin@riag.ri.gov

401-222-2424
401-222-3016

Harold Smith

Raftelis Financial Consulting, PA
511 East Blvd.

Charlotte, NC 28203

Hsmith@raftelis.com

Hhoover@raftelis.com

704-373-1199
704-373-1113

Gerald Petros, Esq.
Hinckley, Allen & Snyder
1500 Fleet Center
Providence, Rl 02903

gpetros@haslaw.com

clomas@haslaw.com

401-274-2000

William McGlinn

Portsmouth Water & Fire District
1944 East Main Rd.

PO Box 99

Portsmouth, RI 02871

wmcglinn@portsmouthwater.org

401-683-2090
ext. 224

Ellen M. Evans

Senior Trial Attorney

Naval Facilities Engineering Command
Litigation Office

720 Kennon St., Bldg. 36, Room 136
Washington Navy Yard, DC 20374-5051

ellen.evans@navy.mil

202-685-2235
202-433-2591

Dr. Kay Davoodi, P.E.

Utility Rates and Studies Office
NAVFACHQ- Building 33

1322 Patterson Ave SE

Washington Navy Yard, D.C. 20374-5065

Khojasteh.davoodi@navy.mil

Larry.r.allen@navy.mil

202-685-3319
202-433-7159

Maurice Brubaker

Brubaker and Associates, Inc.
PO Box 412000

St. Louis, MO 63141-2000

mbrubaker@consultbai.com

bcollins@consultbai.com

401-724-3600
401-724-9909
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Thomas S. Catlin

Exeter Associates, Inc.

10480 Little Patient Parkway, Suite 300
Columbia, MD 21044

tcatlin@exeterassociates.com

410-992-7500
410-992-3445

Christopher Woodcock
Woodcock & Associates, Inc.
18 Increase Ward Drive
Northborough, MA 01532

Woodcock@w-a.com

508-393-3337
508-393-9078

Luly E. Massaro, Commission Clerk
Public Utilities Commission

89 Jefferson Blvd.

Warwick, Rl 02888

Imassaro@puc.state.ri.us

cwilson@puc.state.ri.us

sccamara@puc.state.ri.us

401-780-2107
401-941-1691
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