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. INTRODUCTION

Q. Please provide your full name, title and business address for the record.
A. Julia Forgue, P.E. | am employed by the City of Newport where | serve as Director of

Utilities. My business address is 70 Halsey Street, Newport, RI.

Q. Are you the same Julia Forgue who submitted pre-filed direct testimony in this
docket?

A:Yes|am.

Q. What is the purpose of this testimony?

A. 1 would like to respond to certain points or conclusions made in the pre-filed
testimony of Thomas Catlin for the Division of Public Utilities and Carriers (“Division”)
and Christopher Woodcock for the Portsmouth Water and Fire District (“Portsmouth”). |

would also like to address issues regarding Newport’s funding of its restricted accounts.

Il. DIVISION TESTIMONY

Q. Do you agree with the adjustments Mr. Smith made in response to Mr. Catlin’s
testimony?

A. Yes, | do.

Q. Do you agree with Mr. Smith’s testimony regarding Consultant Fees?

A. Yes. | do. As Mr. Smith pointed out, Mr. Catlin’s recommendation to reduce non-rate
case related consultant costs to a level consistent with historical expenses does not fully
account for Newport’s increased need for consultants for the design/build projects at
Station One and Lawton Valley (collectively “Treatment Plant Projects”). In addition,

Newport is not double counting consultant costs as suggested by Mr. Woodcock.
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Q. Do you agree with Mr. Smith’s testimony regarding debt service?
A. Yes, and | would like to reinforce Mr. Smith’s testimony regarding debt service costs.
As set forth in Mr. Smith’s testimony, there is no guarantee that the Rhode Island Clean
Water Finance Agency (“RICWFA”) can fully fund the Treatment Plant Projects. As such,
we don’t know if the entire project can be funded through subsidized borrowings. If it
cannot, then Newport will have to seek unsubsidized loans for any portion the RICWFA
cannot fund. This will necessarily lead to higher interest rates. As such, and in
consultation with our financial adviser, Maureen Gurghigian of First Southwest, the

interest rate for the proposed borrowing should remain at 6%, while the cost of

issuance can be lowered to 12% (See rebuttal testimony of Maureen Gurghigian).

1ll. PORTSMOUTH DIRECT TESTIMONY

Q. Do you agree with the adjustments Mr. Smith made in response to Mr. Woodcock’s
testimony?

A. Yes | do.

Q. Do you have anything to add to Mr. Smith’s testimony?
A. Yes, | would like to further address some of the issues raised by Mr. Smith regarding
Mr. Woodcock’s direct testimony as well as some issues he did not address. These
issues are as follows:

= Debt Service

= (City Service Costs

= Chemical Costs

= Consultant Fees

= Monthly and Quarterly Reports

= Funding of Newport’s Restricted Accounts
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=  Pumping Costs

Q. What issue would you like to address regarding Debt Service?

A. As set forth above, | agree with Mr. Smith’s adjustment to Newport’s Debt Service
Cost. In addition, Mr. Woodcock testified that we overstated our debt service
requirements, which harms all rate payers. To support his claim, Mr. Woodcock states
that Newport has a history of changing Capital and Debt Service Plans and proposing to
use restricted Debt Service funds to repay the City of Newport." While I do not believe
we overstated our debt service needs, and Newport does not wish to engage in

rehashing past history, | feel | must address these issues briefly.

First, Mr. Woodcock claims that Newport has a demonstrated history of changing its
Capital Plans and not using allowed funds for the purposes claimed. In support of his
position he generally cites to Docket 4025. Yet, in Docket 4025, Mr. Woodcock never
alleged that Newport used capital funds for purposes other than claimed.?
Furthermore, it must be made clear that Newport does not use its restricted Capital

Fund Account for improper purposes.

As | testified in past dockets, Newport’s Capital Plan is always subject to change, but this
does not mean Newport uses these funds for improper purpose.® Newport Water’s
Capital Plan uses the Infrastructure Replacement Plans (IRP) submitted to the RIDOH
every five (5) years. The 2010 IRP updated and replaced the 2005 IRP. The Capital Plan
identifies projects projected to commence in certain fiscal years and Newport Water’s

staff attempts to maintain the schedule. However at times projects are delayed for

! Woodcock Direct, p.6
2 Woodcock Direct, Docket 4025, pp.33-35
? Julia Forgue Rebuttal, Docket 3818, pp.23-27
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specific reasons such as delays in receiving regulatory approvals; projects requiring
more time to develop than anticipated; changes in the approach to the project; changes

in regulatory submission deadlines; etc.

Second, Mr. Woodcock states that Newport has presented debt service plans that
change after revenues are approved. Mr. Woodcock cites Newport’s Response to PWFD
1-6 as an example.4 Once again, | must stress that Newport does not use its restricted
Debt Service Account to pay expenses other than debt service. In response to PWFD 1-6
Newport did not state that it “changed” its Debt Service Plan. Rather, Newport
explained that name designations changed. In addition, we explained the particular
circumstance surrounding the Easton Pond Dam Improvements borrowing. For that
particular borrowing, Newport could not obtain the proper certificate of approval
(“COA”) from the Rhode Island Department of Environmental Management for the
entire project. Because Newport could not obtain this COA, we had to take out a Bond
Anticipation Note (BAN), which is now scheduled to be rolled over into a RICWFA

borrowing for the full cost of the Easton Pond Dam Improvement Project.

Newport did not voluntarily “change” its plan to borrow from the RICWFA for the Easton
Pond Dam Improvement Project. Newport simply ran into a road block with the COA
that delayed the full borrowing. As | have pointed out in my testimony from past
dockets, obtaining certificates of approval can be problematic for some projects.” This
results in delays wherein a BAN has to be taken out. Simply because borrowing is
delayed does not mean Newport is diverting money from its Debt Service Account for

inappropriate purposes.

* Woodcock Direct, p. 6
> Forgue Rebuttal, Docket 4025, pp. 11-13
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Third, Mr. Woodcock testified that in Docket 3578 Newport proposed to use Restricted
Debt Service Funds to repay the City of Newport.® Mr. Woodcock summarizes the
circumstances in Docket 3578 in one sentence without providing all the facts. As Mr.
Woodcock knows, Newport had cash flow problems following the completion of Docket
3578 and needed to transfer $317,955.00 from the Restricted Repayment to the City
Account to the Debt Service Account to make a debt service payment.” Eventually,
Newport was allowed to reimburse the $317,955.00 to the Repayment to the City
Account from the Debt Service Account.® Thus, Newport’s use of debt service funds to

repay the City was simply a reimbursement. Furthermore, it was approved by the

Commission.

Q. Can you address Mr. Woodcock’s recommendations regarding City Services?

A. Yes, | agree with Mr. Smith’s testimony on this topic. | also do not think this issue
should be re-litigated in this docket. However, for the record, | do disagree with Mr.
Woodcock’s testimony that increased capital projects “minimally” impact City
Departments, “if at all.”® The City of Newport’s departments are impacted by the
Treatment Plant Projects. These are enormous public works projects, and the City is

closely involved in bringing them to fruition.

The City’s Finance Director, Laura Sitrin, provided testimony in Docket 4025 that is
relevant to this issue:

“[1] think it is important to take a big picture view of the Water Fund and its role
in the overall municipality of the City of Newport. The Water Fund is the second
biggest fund in the City, and there is no separate Board or Authority that

® Woodcock Direct, p.6

’ See Docket 3578 Order No. 18121, December 17, 2004
® Docket 3578, Order No. 18590, March 16, 2006

® Woodcock Direct, p.13 lines 11-12
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manages its operations. The Water Fund’s capital and debt needs alone require
significant effort on the part of policy makers, managers and other employees of
the City of Newport. The capital, debt and operating issues are technical,
complicated and difficult to immediately understand. Furthermore, the Water
Fund is highly regulated by several different agencies, including, but not limited
to, the Rhode Island Public Utilities Commission. This requires a greater degree
of attention and extra effort to understand the applicable regulations and ensure
compliance.

The rate filing process alone requires increased effort on the part of the City
Manager, Water personnel and Finance personnel. It also requires additional
attention from the City Solicitor and City Council. Also, the Water Fund’s
financial activities and payroll are intertwined to a large degree with other City
operating funds. Vendor checks are issued from the Water Fund’s own checking
account, but all other financial activity is handled through wire transfers and
journal entries. All of these factors create an environment where more support
is needed for the Water Fund than for other funds.”*

These same principals apply to the Treatment Plant Projects. Thus, the allocation of City
Services should not change for the reasons set forth in my testimony and Mr. Smith’s

testimony.

Q. Do you have any comments on Mr. Woodcock’s testimony concerning chemical
costs?
A. Yes. Newport agrees that Chemical costs should be based on actual chemical pricing
for FY12. However, Mr. Woodcock stated that there seemed to be no basis for the
estimated use. Chemical usage has been calculated using the three year running
consumption of the chemical with the following exceptions:

e Sodium Chlorite usage at both Lawton Valley and Station has increased in an

effort to lower TTHM levels. This is projected to continue at or slightly above FY

2010 levels.

19 6jtrin Rebuttal, Docket 4025, p. 2
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e Sodium Hydroxide usage is based upon a full year consumption for FY 2010 and
nine months for FY 2009. Both treatment plants converted to Sodium Hydroxide

in September, 2008.
e Copper Sulfate usage is based upon the average of FY 2008 and FY 20100only. FY

2009 was not used due to being an abnormally low consumption year for the

chemical.

Thus, it is our position that Chemical costs should be based on the actual chemical

pricing for FY12 applied against the quantities we calculated.

Q. Do you have any comments on Mr. Woodcock’s testimony regarding consultant
fees?

A. Yes, | agree with Mr. Smith’s testimony on this topic. Newport is not double counting
its consultant fees. Because of the Treatment Plant Projects, we are employing a
number of different consultants who are being paid from different sources as set forth

in Figure 1 attached to Mr. Smith’s testimony.

Q. Do you agree with Mr. Woodcock’s suggestions regarding monthly and quarterly
reporting?

A. No | do not. | do agree with Mr. Woodcock that | have “better firsthand knowledge
of the goings on”! in the Water Division, and | keep track of the financial issues
affecting the Water Division. Furthermore, by requesting to discontinue the monthly
and quarterly reports, | am not suggesting “it is not important to gather this type of

»12

financial information.”* Working closely with the Deputy Utility Director for Finance, |

! Woodcock Direct, p. 24
2 Woodcock Direct, p. 24
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know the amount of outstanding payroll and funds owed to the City and outside
vendors at all times. The issue in this case is the reports themselves and their value. It is
simply our request that Newport be ordered to file the same reports that other

regulated water utilities typically file. Newport is also willing to continue producing the

monthly cash flow narrative.

As | testified in past dockets, the monthly reports are mere snapshots in time of the last
day of each month. The information in the reports is stale the day they are filed. In
fact, the reports can be affected by what day of the week the month ends. Mr.
Woodcock uses the example of Newport’s June 2011 report, which showed a number of
payables. June 30, 2011 fell on a Thursday and many customers pay on, or immediately
before, the last day of the month, and those payments would not have been posted
until July 5" or later due to the holiday. In fact, the information in the June 2011 report
was completely different thirty days later:
e Newport owed four payrolls in the June report and only two in the July report.
e The second and third quarter sludge disposal payments to the City had not been
made in the June report. In the July report they had.
e Equipment charges for the month of April had not been paid in the June report.
In the July report they had.
e $100,000.00 of vendor invoices were 60 days overdue in the June report. In the

July report this number was $5,488.42.

Newport has no issue with providing the information in the monthly cash flow narrative,
and the standard financial reports that other regulated water utilities file. This would
provide all the parties with information regarding Newport’s payables. However, the

time needed to produce the monthly and quarterly cash flow reports and trial balances
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can be put to better use especially considering the anticipated demands of the

Treatment Plant Projects.

Mr. Woodcock also attempts to show that Newport’s payables are not being paid. This
is simply not true. Newport pays its bills as soon as money is available to pay them. The
charts on page 23 of his testimony demonstrate that Newport will always have payables
at the end of every month. This is because invoices arrive every month. Newport’s
ability to pay vendors and the City at any moment in time depends on cash receipts and
the amount we must retain for restricted account transfers. Filing monthly cash flow

and trial balance reports will not change this process.

Q. Has Newport changed the way it funds its restricted account?
A. Yes. As pointed out in the Docket 4025 Order most utilities fund their accounts to
conform with their bond indentures:

“Newport Water is unique as to other regulated non-investor owned water
utilities in Rhode Island in that when consumption is reduced, the funds that end
up short are the O&M accounts. Other water utilities fund O&M first and then
fund their restricted accounts on a whole dollar basis in a certain priority order
until there are no more revenues left with which to fund. Therefore, most of the
other water utilities are under-funded in their IFR accounts, but have not had to
rely on their respective host city for cash flow. ** Conversely, Newport Water has
been funding their restricted accounts first on a whole dollar basis and O&M
last.*** Had Newport Water applied their revenues in the same manner as the
other water utilities, there would most likely not have been an issue of
outstanding payables to the City in either this docket or Docket No. 3818.”*3

In the past, Newport did not fund its accounts in strict conformance with its bond
indenture. Newport interpreted the Commission’s Orders as requiring it to fund its

Restricted Accounts first. However, after consultation with bond counsel, Newport

3 Docket 4025 Order, pp 77-78
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must begin funding its accounts in strict conformance with the bond indenture. Thus,

beginning in July 2011 Newport will fund its accounts in the following order:

1. Operating Fund for Operating & Maintenance Expenses;

2. Restricted Accounts established by the City as required by any order of
the PUC used to pay O&M Expenses ( Electricity, Chemicals, Retiree
Insurance, Accrued benefits Buyout, Salary & Wage Increase) ;

Debt Service Account;

Operating Revenue Allowance Account;

Capital Spending Account Accounts; and

o v & w

Other Restricted Funds or Accounts established by the City in compliance

with applicable law or as required by any order of the PUC.

Q. Do you have any comment on Mr. Woodcock’s testimony about Newport’s
tracking of pumping costs?

A. Yes. As detailed in Data Response PWFD 2-3 Newport Water continues to track
separate costs for the operation of the 6MG finished water pumps at Lawton Valley and
the booster pump at Station 1. Costs for this pumping are broken down into electricity,
labor, and repair/maintenance costs. FY 2010 costs were detailed in PWFD 2-3 and

attached is a summary of the FY10 and FY11 costs.

Mr. Woodcock also indicates that Newport should provide the IFR report to include the
“full capital program.” Newport currently does this by providing information in the
format previously agreed to by all the parties and the Commission. Projects are added

to the quarterly IFR report from the capital program when the project begins to draw

10
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funds. Similarly projects are removed from the quarterly IFR report when they are

completed.

Q. Does this conclude your testimony?

A. Yes it does.

11
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Finished Water Pumping Expenses

Station One
50275 Repair & Maintenance - Equipment

50311 Operating Supplies
Labor

Electrical

Total Station One
Lawton Valley
50275 Repair & Maintenance - Equipment
50311 Operating Supplies
Labor

Electrical

Total Lawton Valley

FY 2010

$0.00
$2,622.00
$6,552.00

$17,747.00

$26,921.00

$254.67

$2,123.33

$2,196.00

$19,873.00

$24,447.00

FY 2011

$0.00
$2,590.00
$6,552.00

$13,665.00

$22,807.00

$951.82

$1,825.00

$3,285.00

$25,789.00

$31,850.82
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