STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS
PUBLIC UTILITIES COMMISSION

IN RE: INTERSTATE NAVIGATION :
COMPANY APPLICATION FOR GENERAL : DOCKET NOS. 3762 & 3764

RATE INCREASE AND REQUEST FOR FAST
FERRY RATES

REPORT AND ORDER

On July 31, 2006, the Interstate Navigation Company (“Interstate”) filed an
application with the Rhode Island Public Utilities Commission (“Commission™) seeking a
genera] increase in its existing rate schedule for effect September 1, 2006. Interstate’s
request was designed to generate total revenue in the amount of $11,333,579. This
request would produce additional revenue in the amount of $2,438,522, which translates
to 27.41% across the board increase. The Commission suspended the effective date of
the proposed rate increase.

The instant general rate case filing represents Interstate’s fifth such filing in the

last twenty-one years. A brief history follows:

DATE INCREASE ALLOWED
DOCKET FILED REQUESTED INCREASE REVENUES
1835 7/29/85 $ 283,765 $ 53,980 $2,592,260
1935 3/22/89 $1,539,967 § 770,000 $4,114,031
2484 10/25/96 $1,907,026 - $1,171,000 $6,208,285
3573 12/2/03 $2,750,712 $1,456,061 $8.804,337
3762 7/31/06 $2,438,522

I. INTERSTATE’S DIRECT TESTIMONY
In support of its filng, Intefstate submitted the pre-filed testimonies of Joshua
Linda, Vice President of Interstate, and Walter Edge and David G. Bebyn, who are
outside consultants. In his pre-filed testimony, Mr. Linda discussed the general financial

and operational condition of Interstate as well as its future goals. Mr, Linda stated that




the Point Judith terminal reconstruction project was substantially completed on May 26,
2006 at a cost of $943,206. The State of Rhode Island had awarded the contract to J.G.
Edwards Construction Company.

He outlined the major reasons for the proposed rate increase. First, he mentioned
rising fuel costs and stated that the state fuel surcharge operates in a somewhat unfair
manner to passengers to the benefit of freight and vehicle traffic. Second, he noted the
significant amounts of money invested in improving Interstate’s service by purchasing
the M/V Anna C and upgrading the M/V Carol Jean. Third, he asserted that Interstate’s
passenger and bike revenues have declined in recent years as a result of competition.
Also, Mr. Linda explained that Interstate has historically forgone paying out dividends in
order to reinvest the money into the company such as by rehabilitating and purchasing
ships.

Mr. Linda stated that Interstate’s immediate goal is to continue to improve its
vessels and service, comply with the Homeland Security Coast Guard regulations and
improve the terminal areas at Point Judith and on Block Island. In order to stem the
growing loss of summer customers and stop the downward spiral of revenues, Interstate
has undertaken creative strategies of retaining and expanding its customer base such as
offering fast ferry service in 2006. Also, Mr. Linda outlined Interstate’s capital needs for
the next three or four years, which set forth extensive improvements to Interstate’s
vessels. He noted that he anci his father perform hours of maintenance on these vessels

and that if this work were completed at local shipyards, he estimated the cost to be




$680,000 in labor costs. Lastly, he mentioned capital and maintenance planned for
Interstate’s terminals.!

In his pre-filed testimony, Mr. Edge discussed the proposed rate increase for
Interstate’s traditional ferry service. Mr. Edge stated that by far the largest increase to
Interstate’s costs is the increase in fuel costs for its traditional ferries. Since Interstate’s
last rate increase was only two years ago, Mr. Edge determined that 41 of Interstate’s 64
expense accounts and all revenue accounts can be left at test year levels. Mr. Edge
indicated that Interstate is requesting an increase in revenue of $2,438,522 or 27.4%, but
since certain revenues are not impacted by the proposed rate mcrease, the impacted rates
must be increased by 29.40%. Mr. Edge noted the vessels Interstate currently owns and
stated that during the summer of 2006, it leased the M.V. Athena to provide fast ferry
services. But, he did not address their one year lease in this rate filing because any net
profit from this fast ferry service in 2006 will be utilized to either purchase a fast ferry,
subsidize its lifeline traditional rates or enhance service to customers at the determination
of the Commission. Mr. Edge asserted that the 2006 fast ferry profits should not be used
to reduce the rate increase in this traditional rate filing.>

For the rate year cost of service, Mr. Edge first discussed revenues. He indicated
that Interstatée has 12 sources of revenues in the test year, but about 90% of Interstate’s
revenues come from four accounts: passenger, car/truck, bike and freight. Mr. Edge
explained that Interstate’s revenues are directly affected by weather and that Interstate’s
peak in revenues is during June through August. Based on a few adjustments, Mr. Edge

determined that Interstate’s overall revenue has been flat from fiscal year 2001 through

! Interstate Ex. 2 (Linda’s direct testimony) pp. 2-12.
? Interstate Ex. 1 (Edge’s direct testimony), pp. 2-8.




fiscal year 2005. As a result, Mr. Edge chose to leave all of the revenue accounts at the
adjusted test year level, which ended November 30, 2005, for the rate year.3

Next, Mr. Edge discussed Interstate’s expenses. For the sake of simplicity and
because Interstate received a rate increase two years earlier. Mr. Edge left 40 of
Interstate’s 64 expense accounts at the test year level. In the area of payroll, payroll taxes
and fringe benefits, Mr. Edge indicated that Interstate tries to control payroll spending by
establishing a 5 pércent cap on salary expense increase from year to year. He noted that
in 2002, Interstate had a large salary increase due to a Department of Labor lawsuit
regarding overtime pay. Also, he indicated that in 2005, Homeland Security
requirements increased payroll expenses on average above 5 percent. However, Mr.
Edge decided to calculate salary increases for the rate year using Interstate’s goal of 5
percent. “Mr. Edge then calculated payroll taxes and used the company’s standard
3 percent of gross payroll to project the pension contribution. As for health benefits,

Mr. Edge utilized the most current rates and increased health insurance costs by 13.75

percent for the rate year.”

In other expense accouhts, Mr. Edge calculated depreciation by utilizing the
depreciation lapse schedule prepared by Interstate’s outside accountant and added
appropriate capital items. For crew expense, Mr. Edge increased the amount by the same
5 percent as he did payroll expense. For wharfage, Mr. Edge calculated the wharfage
costs in the rate year by reviewing all of the wharfage contracts. He also indicated that
Interstate only has a month to month lease for Old Harbor facilities due to circumstances

beyond Interstate’s control and that it is paying a fair market rate for the lease based on

*1d., pp. 9-11.
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an outside appraisal. Regarding charter expense, Mr. Edge reduced it to zero because the
charter of the M.V. Anna C ended when Interstate purchased it from Nelseco Navigation.
For bar supplies, Mr. Edge stated that their accounts are too volatile and difficult to
project, but he kept them at test year levels because they are not material.’

As for Homeland Security expense, Mr. Edge explained that after the 9/11 attacks
the Department of Homeland Security published “Port Security Regulations”, which
requires Interstate to spend significant amounts of money on security. In Docket
No. 3573, Mr. Edge noted that Interstate agreed to put all monies collected for Homeland
Security in a restricted account to be used exclusively for vessel and port security, and
report the status of the restricted account on an annual basis to the Commission.
Mr. Edge indicated that Interstate has hired Block Island’s former police chief, William
McCombe, as its company security officer and after two years of operations the reserve
account had a net balance of approximately $33,000. Mr., Edge recommended leaving the
Homeland Security allowance at the same Ievel as in Docket No. 3573 and to keep itin a
restricted account. In regards to local transfer expense, Mr. Edge explained that local
transfer expenses are payments made by Interstate to Lambs Package Service, which
provides a delivery service on Block Island of UPS packages sent to the island on
Interstate’s boats. Mr. Edge calculated that the average percentage increase from 2002
through the test year was 1.3.2 percent and he used this percentage to increase the test
year expense to the rate year level.® .

In other expense accounts, Mr. Edge projected the rate year advertising expense to

be 5 percent higher than the 2006 advertising plan. For professional services, which are

> 1d., pp. 14-16.
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primarily legal and accounting services, Mr. Edge utilized the average of the last three
actual 'year_s and the test year to estimate $363,399 for the rate year. In the area of credit
card administration, Mr. Edge statc_ad that these fees have increased by well over 15
percent for the rate year. Regarding telephone expense, Mr. Edge left it at the test year
level for the rate year. As for insurance expense, Mr. Edge explained that Interstate pays
small injury and damage claims itself due to a large deductible it has on its primary
insurance policy against large claims as a result of more catastrophic events. In total,
Mr. Edge estimated $285,314 as the rate year insurance expense. For the gross receipts
tax, Mr. Edge based the amount on the rate year revenue requirement. As for vessel and
terminal maintenance, Mr. Edge reviewed Mr. Joshua Linda’s analysis of major
maintenance expense and capital items that will be needed for the vessels and the
terminals over the next three fiscal years. He projected rate year major vessel
maintenance to be $223,610 and projected terminal expense to be $71,466. In addition,
he included $50,000 per year for emergency repairs for vessel maintenance.’

Mr. Edge discussed the fuel surcharge. He explained that the state legislature
enacted an emergency fuel surcharge to protect transportation utilities from significant
increases in fuel costs, and discussed a few flaws in it as originally enacted. Although
some changes in the legislation have been made, Mr. Edge indicated that there are a
number of weaknesses in how the surcharge is applied. He noted it is unfair that
passengers and vehicles pay the same fuel charge and that the surcharge penalizes
passengers who ride the ferry in the offfseasén when the excess cost of fuel is divided by
a much smaller number of passengers resulting in a much higher emergency fuel

surcharge. To redress these problems, Mr. Edge recommended that the cost of fuel be

1d., pp;. 1822,




placed into base rates, which would only increase the test year amount by less than 4
percent. Based on recent fuel prices and estimated increases, Mr. Edge estimated a
reasonable average rate year price of $2.81 per gallon, which would become the trigger at
which Interstate would use the fuel surcharge. As for the rate case expense, Mr. Edge
estimated the expense to be $180,000 and is in addition to the yearly PUC administrative
cost which was left at the test year level. He amortized the $180,000 expense over two
years for $90,000 a year and noted that rate case expense from last case was amortized
over five years, or $30,000 a year. In total, Mr. Edge included rate case expense
allowance for the rate year at $120,000.%

Next, Mr. Edge discussed Interstate’s rate base and rate of return. Mr. Edge
explained that net utility plant represents over 95 percent of Interstate’s rate base, and he
calculated a rate base for 2007 of $11,112,116. He indicated that the capital structure for
Interstate is 30.31 percent equity and the remainder was long-term debt. He calculated a
return on equity of 12 percent. Mr. Edge did not utilize the discounted cash flow method
or the capital pricing model because Interstate does not distribute dividends and there are
no regulated ferry companies comparable to Interstate. Mr. Edge did note that the return
on equity for Interstate was 10.75 percent in the last rate case. Instead, he utilized
Narragansett Electric’s return on equity of 10.50 percent and added 150 basis points for
added risk of competition, additional risk related to the utility’s size, and Interstate’s
entry into the fast ferry market. Mr. Edge noted that each 50 basis points add only

$15,633 to the revenue requiremen’t.9

#1d,, pp. 23-27.
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For rate design, Mr. Edge proposed an across the board rate increase for all rates
in the filing and made some minor changes in freight tariffs. This across the board
increase resulted in all rates increasing 30.26 percent and the adult round trip rate
increasing from $14.30 to $18.60."

In his pre-filed testimony, Mr. Bebyn selected as a test year December 1, 2004 to
November 30, 2005. He made twelve adjustments to normalize the test year. First, he
removed interest income of $44,901 from revenue because cash is not part of the rate
base aﬁd, therefore, accrues to the stockholders. Second, he reclassified $84,395 from
payroll expense to crew expense. Third, he eliminated the provision of federal income
tax amount of $425,576. Fourth, he removed interest expense of $625,618 because it will
be accounted for in the return on rate base calculation. Fifth, he eliminated the cash
over/short amount of $2,841 because it is not a proper cost of service item. Sixth, he
increased the Connecticut corporate tax amount to $250. Seventh, he removed a portion
of the landing fee expense in the amount of $70,000 because it was a non-recurring
expense due {o a settlement of a law suit with the Town of Narragansett. Eighth, he
removed revenues and expenses relating to the fuel surcharge. Ninth, he reduced the
gross receipts tax by $5,656. Tenth, he added $30,000 of rate case expense to reflect the
yearly amortization of prior rate case expense. Eleventh, he incfeased the depreciation
expense by $70,677 to correct an error on the depreciation lapse schedules. Lastly, he

reclassified charter income of $158,990 to miscellanecous charter income. !’

°1d., pp. 31-33.
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II. FAST FERRY RATES

On August 29, 2006, Interstate filed a rate application with the Commission for its
fast ferry operation. The application was placed in a separate docket, Docket No. 3764.
Interstate filed a motion seeking permission to continue existing fast ferry rates beyond
October 9, 2006 and expedited épproval of the fast ferry rates. In its motion, Interstate
explained that the Division has granted Interstate authority to operate a seasonal fast ferry
- between Point Judith and Block Island and for 2006 Interstate leased the M/V Athena
from Island Hi-Speed Ferry. In 2006, the Commission approved Interstate’s fast ferry
rates for the 2006 summer season which was the same as Island Hi-Speed Ferry’s fast
ferry rates. Interstate stated that it planned to purchase all of the Rhode Island assets of
Island Hi-Speed Ferry including the M/V Athena by November 1, 2006 and will be
running the Athena in 2007 and beyond. Thus, Interstate requested that its fast ferry rates
continue in effect beyond 2006, Also, Interstate requested that a hearing be waived
pursuant to R.I.G.L. 39-3-12 and requested an exemption of certain rate filing
requirements in the Commission’s Procedural Rules. Interstate reiterated it has
committed that any profits from the fast ferry service will be utilized to subsidize lifeline
conventional rates, purchase another fast ferry vessel or enhance services to customers
with the Commission making the ultimate determination. '

In support of the filing, Mr. Edge submitted pre-filed testimony. Mr. Edge
explained that although Interstate stifl plans to purchase its own fast ferry .VGSSGI,
Interstate’s purchase and use of M/V Athena will allow Interstate to provide fast ferry
services to its customers in the interim, give greater experience to Interstate in fast ferry

operations, and provide a continuance of fast ferry service now that Island Hi-Speed

12 Interstate’s Motion seeking approval of Fast Ferry Rates (8/29/06).




Ferry has left the Rhode Island fast ferry market. He cited a previous Commission order
indicating that fast ferry service is a discretionary service and there was not a need for a
hearing. He asserted that Interstate needs approval for the extension of the fast ferry rates
so that Interstate can close on the purchase of the Island Hi-Speed Ferry’s assets on
November 1, 2006."

On September 8, 2006, the Division of Public Utilities and Carriers (“Division™)
and the Town of New Shoreham (“Town™) filed separate letters indicating they did not
object to Interstate’s motion and stated that the fast ferry portion of Interstate’s business
should be reviewed in Docket No. 3762."* On September 15, 2006, Interstate, the
Division and the Town filed a Stipulation. The Stipulation indicated that Interstate’s high
speed rate filing should be approved by the Commission while issues related to the
ratemaking treatment of Interstate’s high speed operations in the context of determining
Interstate’s revenue requirements would be deferred to Docket No 3762. Also, Interstate
agréed to provide by November 10, 2006 a detailed itemization of direct revenues and
costs associated with the first year of high speed operations, and that Interstate wouid
also provide an income statement and balance sheet related to the first year of high speed
operations.”” At an open meeting on September 28, 2006, the Commission approved the
Stipulation and Interstate’s motion and fast ferry application.

ITI. DIVISION

On October 27, 2006, the Division submitted the pre-filed testimony of David

Effron, an outside consultant. At the outset, he summarized his testimony by indicating

that Interstate had a net revenue requirement of $8,931,934 and would necessitate a 10.48

1 Mr. Edge’s direct testimony in Docket No. 3764, pp. 1-5.
14 See Letters by the Division and the Town (9/8/06).
B Joint Ex. 1 (Stipulation).
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percent increase over revenues produced by base rates for traditional services. The rates
for freight would not be increased and rates applicable to commuter passengers and
vehicles would not be increased by more than 5 percent, but the remaining revenue
deficiency would increase the other rates by 12.35 percent. He also stated that Interstate
should have an incentive plan which would have a five year term, a rate freeze with
limited exceptions for certain rate classes, and an earning sharing mechanism (“ESM”).'6

Mr. Effron calculated a revenue deficiency of $873,587. For the cost of service,
Mr. Effron proposed a total cost of service of $9,990,570. In the area of cz_tsh operating
expenses, Mr. Effron reviewed payroll expense and disagreed with Interstate’s proposal
to increase payroll expense by 5 percent. Mr. Effron stated it was inappropriate to
include Homeland Security personnel costs with payroll. Once Homeland Security is
excluded from payroll expense, there is an increase of 8.2 percent for payroll from fiscal
year 2003 to the test year or approximately 3.2 percent a year. This adjustment decreased
Interstate’s rate year payroll expense by $101,790 and also caused a commensurate
reduction in payroll taxes by $11,873. For health insurance, Mr. Effron made various
adjustments. He noted that the company had erroneously included the health insurance
expense of an extra employee and failed to include the savings from 15 percent co-
payment of the health insurance premium. Also, Mr. Effron projected that Interstate
calculated health insurance costs starting in 2002 instead of 2003. As a result, Mr. Effron
reduced Interstate’s rate year health insurance expense by $86,457."

Mr. Effron reviewed other expense accounts. For crew expense, Mr. Effron

proposed increasing the actual test year crew expense by 6.84 percent, which is the same

16 Div. Ex. 1 (Effron’s direct testimony), pp. 3-4.
1d., pp. 5-8.

i1




percentage he utilized to increase payroll expense. This adjustment was $5,171 less than
the rate year expense calculated by Interstate. For wharfage, Mr. Effron disallowed
$39,124 sought by Interstate because it had failed to provide any documentation
supporting the doubling of wharfage fees at the Point Judith dock. As for Homeland
Security expense, Mr. Effron noted that since fiscal year 2005 there has been an annual
allowance of $395,956. He disagreed with Interstate’s accounting and asserted that there
is a credit balance in this account as of May 31, 2006 in the amount of $83,450 and
recommended amortizing the balance over three years. Mr. Effron then adjusted
Interstate’s proposed rate year for Homeland Security expense of $395,956. He noted
that $144,730 is for capital additions and should be charged to capital accounts and
depreciated over their useful lives. Also, he pointed out that operations expense in this
amount should not be $57,420 but approximately $21,000, which is the average cost over
the last two years. Mr. Effron agreed with the forecasted personnel expense of $202,900
for the rate vear in ‘the Homeland Security expense account. In the end, Mr. Effron
proposed a Homeland Security expense of $196,083."8

" Mr. Effron analyzed expense accounts in other areas. The local transfer expense
is the cost of delivering UPS packages sent on Interstate’s boats to their final destination,
and Interstate is eventually reimbursed by UPS. Interstate calculated an increase of
$38,452 to test year for thé local transfer expense based on the average annual increase in
this expense over the last five years of 21.1 percent. Mr. Effron disagreed with this
adjustment because Interstate is reimbursed by UPS for the local transfer expense and
thus if the expense increases so would the reimbursement from UPS. In the area of

professional services, Mr. Effron recommended an adjustment to eliminate professional

¥ 1d,, pp. 9-13.
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fees related to Island Hi-Speed Ferry and the certificate of public convenience and
necessity (“CPCN”). He noted that there was $121,770 in legal fees associated with
Island Hi-Speed Ferry and CPCN out of the total actual test year professional expense of
$342,259, Utilizing a ratio, Mr. Effron estimated that there was $40,590 in other
professional services related to Island Hi-Speed Ferry and CPCN. As a result, Mr.
Effron’s adjusted test year professional services expenses was $179,899 or $183,500 less
than Interstate’s proposal of $363,399. Furthermore, Mr. Effron disallowed, as a matter
of public policy, $24,500 in lobbying expenses, which were included in other
professional fees. On credit card administration fees, Mr. Effron reduced Interstate’s
proposal by 25 percent or $39,835 because he assumed that one-half of the fees refated to
advance payments and that the earnings return to the company on the advance payments
is adequate to offset the fees incurred by Interstate.

For fuel expense, Mr. Effron noted that it is the second largest item of operation
and maintenance expense, exceeded only by payroll, and is also very difficult to predict.
He strongly disagreed with Interstate’s estimate of a 21 percent annual incréase in the
price of fuel oil or basing the cost of fuel oil on prices from November 2004 to November
2005. He noted that fuel oil prices actually declined from September 2005 to September
2006. Mr. Effron did agree that it is beneficial for actual fuel costs to be in base rates
rather than to collect fuel costs through a surcharge mechanism in order to avoid
unrcasonable cross subsidies. To avoid the asymmetry in a surcharge mechanism,
Mr, Effron recommended Interstate should be required to accrue in a reserve account the
difference between a $2.00 per gallon charge in the base rates and the actual cost of fuel

oil, times the volume of fuel oil purchased. The balance in the reserve account would be

¥1d, pp. 13-17.
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used to .offset subsequent purchases of fuel oil in excess of $2.00 per gallon. This
approach would reduce the estimated rate year fuel oil expense by $472,629.%

Mr. Effron discussed a few other expense accounts. In rate case expense,
Mr. Effron reduced Interstate’s request in the amount of $60,000 by eliminating the rate
case expense related to the prior rate case and amortizing the rate case expense for the
present rate case over three years rather than two years. For the gross receipts tax,.
Mr. Effron utilized a tax rate of 1.25 percent rather than 1.50 percent and applied the tax
to Interstate’s revenue requirement as adjusted by Mr. Effron. For depreciation expense,
Mr. Effron adjusted the depreciation life from three years to ten years as applied to
general additions to vessel improvements in 2006 and 2007, which reduced the
depreciation expense by $17,500. Regarding income tax expense, Mr. Effron used the
return method of calculating income tax expense and the income tax rate of 34%, which
is the rate for taxable income between $335,000 and $10,000,000.%!

Next, Mr, Effron discussed the rate base and rate of return. For the rate base,
which s the net investment in facilities necessary to provide utility service, Mr. Effron
indicated that Interstate failed to reflect accumulated deferred income taxes (“ADIT”)
related to accelerated tax depreciation in excess of straight line book depreciation. He
stated that the balance of ADIT should be deducted from the plant in service in
Interstate’s rate base. Mr. Effron explained that the difference between the book basis of
the fixed assets and the fax basis of the fixed assets reflects the cumulative difference
between the book depreciation and the tax depreciation on the fixed assets, and that

GAAP requires that deferred taxes be recorded on the difference between the book basis

1d., pp. 18-22.
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and the tax basis of the fixed assets. As a result, he calculated a net balance in ADIT of
$691,363 as of May 31, 2005 after deducting a deferred tax debt balance of $93,315
relating to operating loss carry-forwards. Mr. Effron also recommended that capital
additions related to Homeland Security be charged to appropriate plant accounts. For the
rate of return, Mr. Effron noted that Interstate’s authorized return on equity (“ROE”) is
10.75 percent rather than the proposed ROE of 12.0%. He retained this level for the
ROE. Since common equity is only 30.31 percent of Interstate’s capital structure and the
remaining portion of the capital structure consists of long-term debt at the rate of 6.40
percent, the weighted average rate of return is 7.72 percent. Thus, Mr. Effron calculated a
return on rate base of $804,006.%

In miscellaneous revenues, Mr. Effron deducted these revenues from the total cost
of service because these services, such as bar revenues, are not tariffed. However,
Mr. Effron adjusted miscellaneous revenues to incorporate expected profits from the high
speed ferry service, which will be provided by a separate division of Interstate. Based in
part on Interstate’s projections in Division Docket No. D-06-53, he projected $221,927 in
high speed ferry profits. The projection was also based on Mr. Effron’s elimination of
the repayment of the principal on the loan to finance the acquisition as an expense. Also,
Mr. Effron, for the purpose of calculating the high speed profits, eliminated the interest
on $700,000 related to a non-compete agreement and goodwill because he considered it a
premium over the fair value of the asset.”

For the rate design, Mr. Effron recommended no increase in freight rates because

it would harm the island’s economy and only a 5 percent increase for commuter

> 1d., pp. 25-29.
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passengers and vehicles since they use the service regularly but are only about 6 percent
of total revenues. The remaining rates would have a rate increase of approximately 12.35
percent. Lastly, Mr. Effron discussed creating an incentive rate plan for Interstate to
operate more efficiently similar to plans that Narragansett Electric and New England Gas
Company currently have. He proposed a five year plan with all rates frozen for the first
two years and in the last three years allowing for rate increases based on the consumer
price index (“CPI”) for all rates except freight, and commuter passengers and vehicles.
Also, Interstate would have an ESM. Under the ESM, Interstate would keep earnings
accumulated over the five year period for all earnings up to 150 basis points above its
authorized ROE and share equally with customers on a 50/50 basis any earnings which
are more than 150 basis points above its authorized ROE.*

IV. TOWN’S POSITION

On QOctober 27, 2006, the Town filed a Position Memorandum.”> The Town
opposed Interstate’s proposed rate increase, and indicated that Interstate has failed to
‘ provide relevant information to assess Interstate’s request. Regarding fuel costs, the
Town supported an increase in the base rate recovery of fuel costs but did not support
Interstate’s proposed fuel cost of $2.81 per gallon because Interstate’s projected fuel cost
is well above the test year average and could cause Interstate to overcollect from
ratepayers if fuel costs are below the projected level. The Town asserted that it would be
unreasonable to increase. the base rate portion of fuel above $1.979, the test year average.
As for legal and accounting costs, the Town argued that Interstate’s costs in this filing are

inflated by the inclusion of extraordinary, non-recurring costs associated with Interstate’s

*1d., pp. 32-35.
% On September 6, 2006, the Town of New Shoreham intervened. There was no objection to the motion.
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battles with Island Hi-Speed Ferry. The Town indicated that Interstate’s regulatory legal
and accounting costs should be amortized over three years after the high speed ferry costs
are removed. The Town’s proposal would reduce Interstate’s rate year expense for legal
and accounting expenses by $242,266.%

The Town next discussed fast ferry operations. The Town recommended that any
carnings from the summer of 2006 be credited to ratepayers as an offset to any
conventional service revenue requirement. Also, the Town urged a fully allocated cost
approach to ensure that conventional service is not subsidizing high speed ferry
operations. The Town estimated that the high speed service should absorb at least
$840,000 of Interstate’s operating costs, and therefore, there should be a high speed
revenue credit of $840,000. In the alternative, the Town recommended establishing a
detailed basis for charging high speed ferry operations with their direct costs plus a
reasonable portion of joint and common costs. Lastly, the Town asserted that high speed
ferry earnings for revenue credit purposes cannot be reduced or offset by the substantial
$1.4 million asset acquisition premium incurred by Interstate in paying well over book
value for Island Hi-Speed Ferry’s Rhode Island assets.”’

In other expense accounts, the Town indicated that Interstate overstated its payroll
expenses by including the Homeland Security payroll and having a payroll increase of 5
percent when in 2004 the increase was well below 5 percent. Also, for the Point Judith
wharfage expense, the Town indicated that Interstate’s estimate of a doubling of this
wharfage expense is épeculative and should be denied. The Town recommended an

investigation of the lease expenses for the Old Harbor Wharfage because the lease is a

2% Town’s Position Memorandum, pp. 1-6.
1d., pp 6-12.
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month to month arrangement with a related party. For Homeland Security expenses, the
Town expressed concern that Interstate may be charging to Homeland Security accounts
costs which are not mandated and which include one-time capital expenditures. The
Town recommended that the Homeland Security fund be dismantled for ratemaking
purposes. However, the Town indicated that expenses should be tracked internally
through separate accounts, and Interstate must demonstraté that the expenditures are
reasonable and prudent. For Point Judith renovations, the Town stated that Interstate has
not properly credited a federal grant of $47,000 for this account. In vessel and terminal
maintenance, the Town opposed $50,000 for emergency repairs allowance and stated
Interstate should be required to formalize its maintenance as well as capital planning
budgeting. For rate case expense, the Town recommended that the expenses be
amortized over at least a three year period. As for the ROE, the Town supported a ROE
of 10.5 percent because Interstate does not have a year-round conventional ferry
competition and now has the only high speed ferry service from mainland Rhode Island

to Block Island.?®

V. INTERSTATE’S REBUTTAL

On November 14, 2006, Interstate submitted the pre-filed rebuﬁal testimonies of
Mr. Edge and William McCombe, the Security Officer for Interstate. In his rebuttal
testimony, Mr. Edge stated that the difference between the Division and Interstate’s
position is the result of few large issues. One issue, fuel costs, is not really an issue
according to Interstate, and Interstate will agree to the Division’s position. As for another
major issue, rate year fast ferry profits, Interstate indicated it supports using rate year fast

ferry profits to subsidize lifeline rates but felt there are weaknesses in the Division’s

#Id., pp. 13-18.
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calculation. Mr. Edge noted that these two adjustments represent $694,556 or 44 percent
of the difference between Interstate and the Division and neither of these two issues
adversely impacts Interstate if implemented correctly. As for the Town, Mr. Edge noted
that it failed to present an expert witness to support its memorandum and cost allocation
model?

Mr. Edge indicated his acceptance of the Division’s adjustments to the following
accounts: employee insurance, crew expense, local transfer, other professional expense
(lobbying), credit card fees, fuel and FIT. Also, he agreed with the Division’s
methodology for payroll taxes and gross receipts tax. Mr. Edge noted that the two largest
items in disagrcement remained Homeland Security and professional fees. For
professional fees, Mr. Edge noted Interstate’s professional fees have averaged $300,000
for the past seven years and the Division’s proposal of only allowing $179,899 is
inadequate. Also, Mr. Edge noted that although the total professional fees expense
amount is consistent from year to year, the matters addressed are different from year to
year. For Homeland Security, Mr. Edge disagreed with the Division’s position to
eliminate the Homeland Security restricted account and eliminate the purchase of capital
items through Homeland Security funds. Mr. Edge noted Interstate projected that more
than the allowance being sought in this rate case will be spent in the rate year and that it
would be more expensive to purchase capital items such as cameras and fences through
long-term financing. Through his discussion with Mr. McCombe, Interstate’s security
officer, Mr. Edge was aware of over $500,000 in items to be purchased over the next five
years for security reasons and of the need to replace items purchased two years ago due to

reduced useful life due to exposure to salt air and sea conditions. In conclusion, Mr.

¥ Interstate Nav. Ex. 4 (Edge’s rebuttal testimony), pp. [-3.
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Edge stated that Interstate would agree to a Homeland Security allowance of $300,000 a
year which is a reduction of $95,956, while maintaining it as a restricted account with
annual reports of expenditures to the Division and Commission.™

Mr. Edge discussed the remaining expense issues. For payroll expenses,
Mr. Edge agreed that only $60,000, related to Homeland Security positions, should be
eliminated from payroll expenses and that the payroll percentage increase should be 4.2
percent, which is in the middie range between the Division and Interstate’s original
positions. Regarding wharfage, Mr. Edge noted that Interstate has received an email
from the State explaining that, based on recent appraisals for nearby properties, the lease
increases in Point Judith have averaged 75 percent to 100 percent, which supports
Interstate’s original calculation. For rate case expense, Mr. Edge agreed to a three year
amortization of the rate case expense in this rate case, but vehemently disagreed with the
Division’s elimination of the unamortized portion of the previous rate case expense. He
believes it would be unfair since Interstate had originally sought a three year amortization
in the prior case but the Division’s position of a five year amortization was adopted.
Regarding depreciation, Mr. Edge indicated that the adjustment of $7,744 is not worth
fighting since this adjustment will change if the Commission continues the Homeland
Security account.”!

As for other issues, Mr. Edge stated that the Division’s ADIT adjustment should
be reduced to reflect two items listed on Interstate’s books that have not been included on

Interstate’s tax return, which reduces the ADIT by $110,860. Also, Mr. Edge repeated

that Interstate’s ROE should be 12 percent. For the fast ferry, Mr. Edge disagreed with

% m_'a PP- 3-8.
*1d., pp. 8-10.
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the Division’s approach to not include repayment of debt on $1.4 million in intangible
assets purchased from Island Hi-Speed Ferry while requiring all profit from the fast ferry
operation to be used to subsidize conventioneil ferry rates. He recommended an estimated
rate year fast ferry profit of $208,357 to subsidize conventional rates and that $234,080 in
fast ferry profits for 2006 be placed into a restricted cash account to be used to balance
variances in actual profit from fast ferry operations over the years. Furthermore, Mr.
Edge stated that Interstate is requesting a $300,000 adjustment to rate year revenue at test
year levels because in 2006 Interstate suffered an 8.8 percent reduction in passenger
traffic and a 5.7 percent reduction in vehicle traffic. Also, Interstate would not discuss a
rate freeze until it had a better understanding of what rate relief it would receive, Lasily,
Mr. Edge indicated that rates should be increased equally across the board because there
is no cost allocation study.™

In his rebuttal preﬁled testimony, Mr. McCombe discussed Interstate’s Homeland
Security needs. He referenced $329,730 in proposed capital item purchases such as
computer upgfades, identification card system, and cameras. He noted that Interstate
spends $200,000 a year on personnel costs, $50,000 a year on equipment rentals and
small purchases, and $20,000 a year on supplies. Mr. McCombe stated that an annual
$300,000 Homeland Security account would be sufficient. He explained that with the
$50,000 remaining in his annual Homeland Security allowance, he would purchase the
previously referenced capital items over a number of years. He noted that Interstate has
received federal grants and will continue to apply for grants for Homeland Security,
which woﬁld be added to the Homeland Security reserve funds. As for the fast ferry,

Mr. McCombe identified $36,000 in imtial start-up costs associated with security

*21d,, pp. 10-14,
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equipment which would come from 2006 fast ferry profits. Also, he stated that labor
costs would be $20,000, but could be performed by the fast ferry crew. Also, there would

be $10,000 in annual operations and equipment which would be charged directly to fast

ferry 0perati0ns.33

VI. SETTLEMENT

On December 7, 2006, Interstate and the Division jointly filed a Settlement
Agreement (“Settlement™). In the Settlement, Interstate proposes to implement a rate
increase designed to prdduce $1,100,694 of additional revenues per year for effect
January 1, 2007. There will be a 0 percent increase for freight, a 5 percent increase for
commuter passengers and commuter vehicles, and a 15.72 percent increase for all other
tariff services. Also, Interstate will adjust its fuel surcharge level to reflect a base price
for fuel of $2.00 per gallon (including taxes). There will be a rate freeze for 2007 and
2008 except for the statutory fuel surcharge if the fuel oil price exceeds $2.00 per gallon,
or an exogenous event, which is a state or federal initiated cost change or a catastrophic
event that causes a .change in Interstate’s annual revenue requirement by more than
$100,000. If Interstate files for a change because of an exogenéus event, it must do so by
March 1st and Interstate cannot seek a rate increase for an exogenous event if its ROE is
above 11 percent.3 4 |

During 2008 through 2010, Interstate could file annually on or before
November 15th for a change in rates to be effective on the following January 1st equal to
the percentage change in the average Consumer Price Index (“CPI-U Northeast™) from

the twelve months ended September 30th of the prior year to the twelve months ended

3 Interstate Nav. Ex. 5 (McCombe’s rebuttal testimony), pp. 4-6.
?* Joint Ex. 2 (Settlement) pp. 1-7.
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September 30th of the current year. . However, rates applicable to commuters, commuter
vehicles and freight will not be increased. Also, during 2008 through 2010, Interstate
could file annually or before November 15th, requesting an increase in rates if its ROE is
below 5.5 percent. Also, in 2007 through 2011, Interstate is authorized an ROE of 11
percent; and any accumulated earnings over 12.5 percent will be shared equally between

Interstate and its 'customers.3 >

For the fast ferry operations, the Division agreed not to object or recommend
suspension to any changes Interstate may propose for the fast ferry except in
extraordinary circumstances. Also, the actual pre-tax profit earned by the fast ferry
division of Interstate will be included in the cumulative five-year earnings sharing
calculation. The pre-tax profit used in calculating the 5.5 percent ROE, Earnings Below
Floor will not be less than zero. The $365,750 of pre-tax fast ferry profits for 2006 will
be amortized over three years beginning in 2007.%%

The base price of fuel oil is set at $2.00 per gallon, which includes all applicable
taxes. Whenever the price of fuel ¢il is below $2.00 per gallon, Interstate will accrue a
resérve equal to the volume purchased in that month, times the difference between the
actual average price and the $2.00 per gallon base price. If the price of fuel oil is above
$2.00 per gallon, the cost will be charged against the credit balance, and any excess fuel
cost will be used to calculate the fuel surcharge for the following month. For Homeland
Security account, the balance in this reserve account is $83,450 as of May 31, 2006 and
$250,000 will be annually recorded for the homeland security account. Also, the annual

amortization rate case expense is $83,333 through 2009. Furthermore, Interstate will

. E_;a pp- 7-10.
* 1d., pp. 10-11.
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establish the appropriate balance of ADIT on its books of account as of May 31, 2007.
This balance of ADIT will be maintained in conformity with GAAP. Lastly, Interstate
will continue to use the depreciation accrual rates in effect during the twelve months

which ended November 30, 2005 37

VI, TOWN’S OPPOSITION TO THE SETTLEMENT

On December 11, 2006, the Town filed a memorandum which expressed
opposition to a portion of the Settlement between Interstate and the Division. The Town
did not contest the proposed revenue increase of $1.1 million, the proposed rate design,
or the treatment of fuel costs. The Town also accepted the three year amortization of rate
case expenses, the use of 2006 fast ferry profits, and the calculation of ADIT.®

However, the Town rejected various aspects of the Settlement. First, the Town
argued that the Settlement shifis the risks associated with the fast ferry ‘operation to
traditional service customers. The Town cited the Exogenous Event provision, and stated
that fast ferry operations could harm traditional service earnings. Also, the Town argued
that the traditional service would bear virtually all joint and common costs. - Second, the
Town opposed the absence of annual earnings sharing, and Intefstate’s ability to keep the
entire ROE between. 11 and 12.50 percent. Third, the Town opposed the Earnings Below
Floor provisions because according to the Town, Interstate would be guaranteed an 11
percent ROE. Fourth, the Town argued against the five-year incentive plan for Interstate
because it did not include a productivity factor or service quality plan.39

In the alternative, the Town recommended various modifications to the

Settlement. First, the Town recommended that the Exogenous Event provision should

7 1d, pp.11-15.
3% Town’s Opposition to the Settlement, pp. 1-2.
* Id., pp. 3-6.
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not apply to fast ferry operations or include property tax changés, but include an offset
for insurance payments or third party payments due to a catastrophic event. Second, the
Town recommended that the five-year rate plan should have a productivity factor fo
offset CPI-based rate increases and a service quality plan. Third, the Town argued that
the Earnings Below Floor provision be removed. Fourth, the Town indicated that fuel
costs should be excluded from the inflation réte increase adjustment because of the
separate fuel charge mechanism. Fifth, the Town also opposed the Settlement provision
allowing the Division to waive its statutory ability to seek a suspension and investigation
of Interstate’s fast ferry rate filings. Léstly, the Town stated that Interstate should be
required to capitalize its Homeland Security expenditures.40
VIII. HEARING
After duly published notice, a public hearing was conducted at the Commission’s

offices at 89 Jefferson Boulevard, Warwick, Rhode Island on December 12, 2006. The

following appearances were entered:

FOR INTERSTATE - Michael McElroy, Esq.
FOR DIVISION : William Leuker, Esq.
Special Assistant Attorney General
FOR TOWN : Alan Mandl, rEsq.
FOR COMMISSION | : Steven Frias, Esq.

Executive Counsel
Mr. Edge and Mr. Effron were presented as witnesses. Mr. Mandl was permitted

to engage in cross-examination.”! Under cross-examination, Mr. Edge explained that

4 '

Id, pp. 6-12. :
! Interstate objected to the Town’s attorney being allowed to cross-examine witnesses since the Town had
not pre-filed any testimony. Interstate relied on Order No. 17574, which stated that “in the future, full
intervention will only be allowed fo a movant if that movant makes an affirmative showing that it will be
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because there are no added costs in the common cost area for operating the high speed
ferry, the high speed ferry operation should not include common costs such as with
management salaries or the Old Harbor lease. Mr. Mandl also made a record requ.est as
to whether Interstate would agree to maintain the same number of runs for its traditional
ferry service. Mr. Edge stated that any commitments made by Interstate in prior dockets
are in effect unless specifically eliminated by the proposed Settlement. Mr. Effron
explained that the exogenous event provision in the Settlement would not be applicable
for 2006. Also, Mr. Effron differed from Mr. Edge and indicated that the exogenous
event provision would not be applicaBle to fasf ferry operations. Also, Mr. Effron noted
that the CPI adjustment would not apply to all of Interstate’s revenue because commutér
passehgers or vehiclé_s and freights would be excluded, and therefore, the inclusion of
fuel costs in the inflation adjustment strikes a balance. Mr. Effron noted that a loss in the
fast ferry operation would not be included in the earnings below floor calculation, but a
loss would be included in the earnings sharing calculation. Mr. Effron justified using a
five year average for carnings sharing because Interstate’s earnings could have
fluctuations based on weather and competition. Also, Mr. Edge stated that workers who
commute to Block Island but are not residents of Block Island would not be eligible for
the commuter rates.™

Under cross-examination by the Commission, Mr. Edge agreed that the

acquisition premium and the transaction costs related to Hi-Speed Ferry will be excluded

filing pre-filed testimony.” Tr. 12/12/06, pp. 16-18. The presiding Commissioner, Chairman Germani,
overruled the objection. The phrase “full intervention” in the context of Order No. 17574 is clarified to
indicate that a party can present witnesses only if pre-filed testimony is submitted. Also, in Docket No.
3497, the Town of Cumberland was not permitted to cross-examine wiinesses because the Town of
Cumberland failed to provide timely responses to data requests, which prejudiced the other parties in the
case. Tr. 12/12/06, pp. 40-41, 45. The Town of New Shorcham has not failed to respond to responses to

any data requests in this docket. 7
2 Tr. 12/12/06, pp. 53-55, 60-63, 66, 70-76, 80-82, 8§5-86.
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from the traditional ferry cost of service. He also agreed that the $5.6 million used to
purchase the Island Hi-Speed Ferry will not be part of Interstate’s capital structure or the
rate base for various earnings calculations. Mr. Effron defined acquisition premium as
the difference between the price paid and the net book value of the asset in the hands of
the prior owner, and that this is the definition used by this Commission. Both Mr. Effron
and Mr. Edge agreed that it would not affect Interstate to exclude the acquisition
premium for the Island Hi-Speed Ferry from Interstate’s cost for traditional services. Mr.
Effron defined ring fencing as the isolation of non-utility operations from the
determination of the utility’s revenue requirements. Mr. Edge concurred that there was a
possibility that the high speed ferry division could incur losses and be unprofitable. Mr.
Edge agreed that Interstate gets 10 percent to 20 percent or approximately $1 million of
its revenue from commuter or freight rates, and the cost of fuel oil as a percentage of
Interstate’s cost of service is also in the 10 percent to 20 percent range and is
approximately $1 million. Mr. Edge justified the need for an earnings floor due to
Interstate’s very small size and the risk it faces from weather and competition.
Mr, Effron and Mr. Edge clarified that the 5.5 percent ROE earnings below floor
provision only allows Interstate to increase its ROE to 5.5 percent, and not 11.0 percent.

Also, Mr. Effron noted that any increase under the earnings below floor provision would

‘be for only one year.43

Mr. Edge indicated that based on Interstate’s earnings history, it is very unlikely it
would ever earn a ROE above 16.5 percent. Mr. Edge calculated that 150 basis points or
1.5 percent of ROE for Interstate.is approximately $40,000. Mr. Edge stated that

- allowing Interstate to keep the first 1.5 percent in ROE above 11 percent for earnings

“ 1d., pp. 89-113.
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sharing was an incentive to Interstate to agree to the Settlement which includes a rate

4
freeze.*

The parties were requested to determine if they recognize that the Commission
has the authority to request earnings reports prior to the end of the five year rate plan and
to end of the settlement if the Commission deems it to be in the public interest. Mr. Edge
clarified that any amounts used by the fast ferry from the Homeland Security account will
be charged to the fast ferry division. Mr. Effron concurred that the Commission will
interpret the Settlement as the need arises. Also, Mr. Edge concurred that an employer is
frugal if they provide a defined contribution plan for their employees and require a 15

petcent co-pay of health care premiums.”

IX. AMENDED SETTLEMENT

In response to various Commission record requests, Interstate and the Division
filed an Amended Settlement Agreement (“Amended Settlement'”) on December 15,
2006. The Amended Settlement requires Interstate to continue the commitments and
obligation it made regarding various services in the settlement approved in Docket
No. 3573. It excluded the acquisition premium for the fast ferry from Interstate’s rate
base and the establishment of rates for traditional ferry service. Also, the Amended
Settlement prevents a loss from the fast ferry operations from reducing the amount of
earnings sharing. In addition, the exogenous events provision was clarified to make it

applicable only to events which affect traditional ferry services. Lastly, it recognized the

* 1d., pp. 120, 126-129.
*1d., pp. 135-136, 222-224.

28




Commission’s ongoing obligation to protect the public from improper and unreasonable
rates regardless of a settlement agreement. 46

On December 20, 2006, the Town filed a letter in response to the Amended
Settlement. The Town expressed satisfaction in regard to various issues addressed by the
Amended Settlement such as the incorporation of existing service commitments, and the
justification given at the hearing for the inflation factor, and the earnings below floor
provision. The Town also expressed satisfaction with the improvements in the Amended
Settlement regarding the acquisition premium and the exclusion of a loss in the fast ferry
operations from the earnings sharing calculation.

The Town remained troubled as to other issues, but decided to defer to the
Commission’s judgment on the issues. Regarding the amended exogenous event
provision, the Town stated that the new exogenous event provision allows the possibility
of an event to the fast ferry to be deemed fo affect traditional ferry services. Also, the
Town indicated that it should be made clear that the Commission retains its statutory
authority to suspend rate increases allowed under the Settlement. Furthermore, if under
the Settlement the Division is allowed to waive its rights to request suspension of a fast
ferry rate filing, the Town indicated that its rights should not be affected regarding future
fast ferry rate filings. In addition, based on the hearings, the Town requested various
findings. The Town requested that the Commission find that after the expiration of the
rate plan, the various rate adjustments allowed under the Settlement would also expire. It

also requested that the Commission find that the exogenous event provision would not be

% Amended Settlement Agreement filed 12/15/06.
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applicable to 2006 costs and that insurance proceeds and third party revenues would
offset the rate impact of an exogenous event.*’

In response to final Commission data requests, an Amended Settlement
Agreement (“Final Amended Settlement”) was filed on December 22, 2006. It clarified
that the Commission has the ability to suspend a rate increase requested under the
Settlement pursuant to R.I.G.L. § 39-3-11. It included a revised appendix to the
Settlement for commodity rates.*® At an open meeting on December 27, 2006, the
Commission reviewed the evidence and approved the Final Amended Settlement as just,

reasonable and in the public interest.

X. RESIDENCY CRITERIA

On April 17, 2007, Interstate and the Town filed a joint pefition with the
Commission clarifying the criteria utilized to determine who is eligible for the discounted
Block Island resident ferry rates. The parties agreed to use the residency criteria set forth
in the New Shoreham Code of Ordinances. To receive the discount rate for Block Island,
a person must certify that they reside on Block Island for at least nine months of the year
as well as have a Rhode Island driver’s license and be registered fo vote on Block Island.
On April 26, 2007, Interstate filed a revised application for issuance of a Block Island
Ferry Islander Card, which added the requirement that the application be notarized.*
This revision was made at the request of the Division. On May 2, 2007, the Division

recommended approval of the joint petition with the revised application. At an open

7 Town’s 12/20/06 letter.
* Pinal Amended Settlement filed 12/22/06. This settlement is attached as Appendix A and is hereto

incorporated by reference herein.
** The application for issuance of a Block Island Ferry Island Card is attached as Appendix B and is hereto

incorporated by reference herein.




meeting on May 10, 2007, the Commission approved the joint petition with the revised

application as filed on April 26, 2007.

COMMISSION FINDINGS

Interstate is a rather small utility that provides a lifeline to a small population on
an island. In this case, Interstate has taken a large step towards controlling its operational
expenses by agreeing to a five year rate plan. The Commission must determine if this
rate plan is in the public interest while giving consideration to the small size of Interstate
and the nature of its utility service.

At the outset, the Commission reviewed the rate revenue level set at the beginning
of the five year rate plan. In the Settlement, the parties agreed to a revenue increase of
$1,100,694. This is very close to the Division’s original position of allowing an increase
of $873,587, and significantly below Interstate’s original revenue increase of $2,438,522.
In the context of a settlement, this proposed level of a revenue increase appears
reasonable.

lNext, the Commission reviewed the proposed rate design. The Settlement would
provide for no rate increase on freight, only a 5 percent rate increase for commuter
passengers and vehicles, while increasing all éther rates by 15.72 percent. This is
appropriate since the lifeline provided by Interstate are the services it provides to Block
Island residents by shipping freight and transporting Block Island residents and their

~vehicles. * Rate increases for lifeline services must be kept to a minimum. The non-
lifeline services of Interstate are discretionary in nature and a matter of choice.
Therefore, individuals can avoid these rate increases by not utilizing the services.

Accordingly, the proposed rate design appears reasonable.
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The proposed five year rate plan gives additional protection to lifeline services.
From 2007 through 2011, there will be a rate freeze for Block Island residents and
freight. This rate freeze gives substantial protection to the lifeline services used by Block
Island 1‘f:sliden‘[s..50 Also, in the Amended Settlement, Interstate agreed to continue the
commitments it made in Docket No. 3573 to provide the same level of service to its
customers.

Other customers of Interstate also benefit from the five year rate plan. For 2007
and 2008, there is a rate freeze on all rates. From 2009 through 2011, all rates except for
freight and commuters will still receive protection from high rate increases. The
Settlement limits rate increases to the annual percentage change in the CPI, which is a
recognized measure of inflation. This will help protect customers of Interstate from
facing a rate increase in excess of increases in the cost of living. Although in past rate
plans, the Commission has offset inflation adjustment factors with a productivity factor, it
would be very difficult to develop a productivity factor for a small ferry company.’’
Also, the CPI rate increase provision is not applicable to commuter or freight rates, and
therefore, 80 percent to 90 percent of Interstate’s revenue requirement would be
increased under the CPI provision. |

There are various other rate adjustment provisions which the Commission
reviewed. The Settlement increased the fuel cost in the base rates to $2.00 per gallon.
Therefore, the statutory fuel surcharge will be charged only if the fuel cost goes above
$2.00 per gallon, but a credit for consumers will be given if the fuel cost is below $2.00

per gallon. This is appropriate and is an improvement over the current method of

50 To obtain this protection, an individual will need to meet the requirements in the Application for Issuance

of a Block Island Ferry Islander Card.
3 See Order No. 14129 (approving New England Telephone’s Price Regulation Trial plan).
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calculating the fuel surcharge. The new method for calculating the fuel surcharge will
avoid off-peak riders of the Interstate ferry from subsidizing on-peak riders of the
Interstate ferry.52

To protect Interstate’s financial condition during the five year rate plan, the
settlement included an earnings floor provision, which allows Interstate to increase its
revenues to obtain a 5.5 percent ROE if it can demonstrate that its ROE is below 5.5
percent. This is an unusual provision for a rate plan. However, Interstate is a very small
utility and its earnings can fluctuate significantly due to weather conditions since ferry
usage declines in the summer due to poor weather. Although National Grid, the gas
utility, does not have an eaﬁings floor provision even though its earning fluctuate due to
weather, it 1s a large utility and has a weather normalization clause to protect its revenues
from changes in the weather. Under these circumstances, an earnings floor provision for
Interstate is acceptable with this five year rate plan.

The Settlement also seeks to protect Interstate’s financial condition during the
five year rate plan by including an exogenous event provision. An exogenous event
provision in a multi-year rate plan is common and expected.” However, tﬁere was some
confusion regarding the interpretation of the exogenous provision during the hearing. It
is clear that the exogenous event provision is not applicable to costs incurred in 2006 and
in calculating any rate adjustment due to an exogenous event, any insurance proceeds and

third party revenues will offset the rate increase. More importantly, the exogenous event

32 Although the CPI provision does not exclude fuel costs, the percentage of revenues excluded from the
CPI for commuters and freight is the equivalent of the percentage of expenses associated with fuel costs.
Thus, the inclusion of fuel costs in the CPI calculation counter balances the exclusion of commuter and

freight rates from CPI rate increases.
» See e.g. Order Nos. 18037, 17417, and 17381 {multi-year rate settlements for Narragansett Electric,

Verizon-Rhode Island and New England Gas).
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provision is for actions that clearly adversely impacts Interstate’s traditional ferry service.
An exogenous event provision is appropriate under a rate freeze plan. However, this
settlement does not impose rate restrictions upon the fast ferry. If an exogenous event
oceurs to Interstafe’s fast ferry, Interstate could seek to raise its fast ferry rates.>* Thus,
the exogenous event provision is not applicable to fast ferry operations. Disputes may
arise under this exogenous event provision. However, it is the Commission that has the

authority to interpret the settlement it approves.™

Next, the Commission must discuss Interstate’s fast ferry operation. Interstate’s
fast ferry service is a utility service under Rhode Island law. However, it is entirely a
discretionary service. Thus, the Commission’s regulatory policy towards a fast ferry
service is significantly more flexible from the Commission’s regulatory approach to
lifeline or traditional ferry service.”® Based on this difference, the Commission allowed
Interstate’s fast ferry operation to include an acquisition premium in setting ifs rates, but
expressly excluded the acquisition premium for the fast ferry from negatively affecting
the traditional ferry service.”” Thus, lifeline ratepayers and traditional ferry service
customers will not be reimbursing Interstate’s shareholders for the acquisition premium
for purchasing Island Hi-Speed Ferry. This is consistent with prior Commission
decisions excluding acquisition premiums from a utility’s cost of service.”® Although the

acquisition premium is included in the fast ferry’s costs, the fast ferry is entirely

** See Order No. 17417 (indicating the need for an exogenous event provision diminishes with greater
pricing flexibility). _
> See e.g. Order Nos. 18198, 17644 and 17524.

* Order No. 17619.
57 An acquisition premium is the difference between the price paid for an asset and its net book value.

58 See Order Nos. 18037 and 17381.

34




discretionary and, therefore, lifeline customers are not required to use this service and
assist Interstate’s shareholders in recouping its acquisitton premium.

Not only must the acquisition premium for the fast ferry be excluded from
Interstate but it must not negatively impact Interstate’s traditional ferry rates. In the
Amended Setilement, only a credit from the fast ferry division can be passed on to
Interstate’s traditional ferry rates. If there is an overall loss in the fast ferry division, no
loss will adversely affect the traditional ferry service Instead a zero balance will be
recorded when the earnings below floor or the earnings sharing mechanism calculation is
made. Not allowing an overall loss from the fast ferry division to cause a rate adjustment
or a reduction in earnings sharing will protect traditional ferry service customers. It is
also consistent wifh the utility concept of ring fencing.” The Final Amended Settlement
approved by the Commission is consistent with these principles and concepts.

A significant component of most multi-year rate plans is the ESM. The ROE for
the ESM is set at 11 percent ROE. Although this is a slight increase from Interstate’s
current ROE of 10.75 percent, the rise in interest rates since Interstate’s last rate case can
justify this slight rise in the ROE as well a the small size of the utility. In addition,
earnings sharing does not begin until the Interstate’s ROE is 12.5 percent. Although
National Grid, both its electric and gas utilities, is allowed to retain a portion of merger
savings, Interstate does not have merger savings from acquiring its fast ferry. This
retention by Interstate of earnings between 11 percent and 12.5 percent ROE equates to
approximately $40,000 in earnings for Interstate. In light of the small amount of these

earnings, the small size of the utility and the willingness of Interstate for the first time to

* Ring fencing prevents losses in non-utility operation from adversely affecting a utility’s revenue
requiremenis. In addition, the Commission did not explore the issue of a cost allocation study between
Interstate’s traditional and fast ferry divisions becanse no expert testimony was presented on this issue.
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accept a rate freeze and multi-year incentive plan, the Commission accepts this provision
in light of the overall settlement.

In addition, the ESM for Interstate calculates earnings over a five year period
rather than annually. This is also of some concern to the Commission since National
Grid, the gas utility, shares earnings on an annual basis. However, unlike National Grid,
Interstate does not have a weather normalization clause to stabilize its finances if weather
conditions should cause a drop in revenues. Also, Interstate is subject to competition
from a ferry service from New London, Connecticut while National Grid is the gas
distribution monopoly in Rhode Island. Furthermore, Interstate is a much smaller utility
which generates a much smaller amount of shareholders earnings than National Grid’s
gas operations. An annual proceeding to calculate earnings sharing could be as costly in
regulatory expense relating to witnesses and attorneys as the amount of earnings to be
shared with customers determined by such a proceeding. Lastly, based on the most
recent decade of Interstate’s earnings which consistently show earnings below an 11
percent ROE, it appears unlikely there will be much earnings sharing unless the fast ferry
division -of Interstate proves remarkably proﬁtable.6° Under the circumstances, the
calculation of earning sharing over a five year period for Interstate is accepted.

Lastly, the Commission must clarify its legal authority regardless of its approval
of this settlement. - There are numerous provisions in the settlement for allowing
Interstate to request rate adjustments pursuant to various provisions such as earnings
below floor, inflation and exogenous events. At the expiration of the multi-year rate

plan, these provisions would no longer be applicable and Interstate could return to

% pUC Ex. 2 (Data Resp. No. 5)

36




traditional cost of service regulation.’’ More importantly, the Commission has the
statutory right pursuant to R.I.G.L. § 39-3-11 to suspend and investigate any rate increase
requested by Interstate pursuant to any provision of the settiement to ensure that the rate
increase is justifiable based on the evidence such as inflation, earnings or an exogenous
event. Any potential suspension of a rate increase pursuant to a provision of this
settlement should be short, assuming Interstate provides the information necessary to
complete a reasonable investigation of Interstate’s request.®? The approval of any
settlement cannot erode the Commission’s statufory authority to suspend a rate increase.

Most importantly, the approval of this multi-year settlement does not limit the
Commission’s legal authority to seek an earnings report from Interstate at any time or
limit the Commission’s legal autho_rity' to terminate the settlement if the Commission
deems it in the public interest. The approval of any settlement cannot erode the
Commission’s statutory obligation to modify rates to protect the public against improper
and unreasonable rates.** The Final Amended Settlement, which was approved by the
Commission, appears to recognize the Commission’s plenary statutory authority in public
utility regulation.

On the whole, the Final Amended Settlement appears to be in the public interest.
The mulii-year rate plan will provide significant protection from rate increases for the

residents of Block Island, who rely on Interstate’s lifeline service.

®! Final Amended Settlement, p. 8.
52 In addition, although it is unlikely the Commission would suspend a rate filing for Interstate’s fast ferry

since it is a discretionary service, the Town certainly can request a fast ferry rate filing being suspended
even if the Division does not request the suspension of the filing.
8 See e.g. Order Nos. 18198, 17644 and 17524.
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Accordingly, it is

( 18957 ) ORDERED:

. Interstate Navigation’s Application for Fast Ferry Rates and its Motion filed on
August 29, 2006 is hereby approved.

. The Stipulation filed on September 15, 2006 is hereby approved.

. The Amended Settlement as last filed on December 22, 2006 is hereby approved.

. The Passenger and Vehicle Rates and the Rules Governing All Tariffs filed as
Exhibit 2 to the December 15, 2006 Settlement are approved for effect on January

1,2007.

The Commodity Rates filed on December 22, 2006 are approved for effect on

January 1, 2007

. The Joint Petition filed on April 17, 2007 with the revised Application for

Issuance of a Block Island Ferry Islander Card filed on April 26, 2007 is hereby

approved.

. Interstate Navigation shall comply with all other findings and instructions

contained in the Report and Order.
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EFFECTIVE JANUARY 1, 2007 IN WARWICK, RHODE ISLAND
PURSUANT TO OPEN MEETING DECISIONS ON SEPTEMBER 28, 2006,

DECEMBER 27, 2006 AND MAY 10, 2007. WRITTEN ORDER ISSUED MAY 11,

2007.

PUBLIC UTILITIES COMMISSION

L Gane,

Elia Germani, Chaﬁrﬁ‘lan

Robert B. Holrook Comm1§€10ner

P D /o™

Mary E. Bray{Commissioner /
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APPENDIX A

STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS

RHODE ISLAND PUBLIC UTILITIES COMMISSION

IN RE: INTERSTATE NAVIGATION COMPANY - ) :
GENERAL RATE FILING — ) DOCKET NO. 3762
TRADITIONAL SERVICE RATES ) :

AMENDED SETTLEMENT AGREEMENT

L. INTRODUCTION

A. Summary

The Intefstate Navigation Company (“Interstate” or the “Company™) enters intd this
settlement agreement (the “Settlement Agreement” or “Settlement’) with the Division of Public
Utilities and Carriers (the “Division”)_(togethér, the “Settling Parties™), to resolve all issues |
arising in this docket, R.I.P.U.C. Docket No. 3762.

The Settling Parties are seeking approval of the Settlement Agreement by the
Commission by December 26, 2006, so that the fafes established in this Agreement may. become
cffective as of January 1, 2007. Elements of the Settlement inclu&e, among other provisions, a
two year rate freeze on rates for traditional ferry service after an increase in ba_se rates to produce
$1,100,694 in additional annual revenues cffective January 1, 2007, restrictions on rate increases
for traditional ferry service in 2009_, 2010, and 2011, a performance-based rate plan which

includes an earnings sharing mechanism, and procedures to credit customers for decreases in fuel




prices for traditional ferry services below a $2.00 per gallon floor (including taxes) during the
term of the Rate Plan established by the Settlement.

B. Procedural History

On July 31, 2006, the Company filed a request for a traditional ferry service rate increase
totaling $2,438,522. During the period August 1 through November 30, 2006, the Company
responded to numerous data requests issued by the Division, Commission, and the Town of New
Shoreham (“the Town”). On October 27, 2007, the Division filed the direct testimony of David
J. Effron, and the Town filed its Position Memorandum through its legal counsel. On November

13 and November 14, 2006, the Company submitted its rebuttal testimony.

C. Parties’ Statement

This Settlement Agreement is based on extensive discovery and negotiations among the
Settling Parties concerning all issues involved in establishing new base rates for traditional ferry
service to become effective January 1, 2007. After due consideration of the testimony, exhibits
and other documentation included in the filings by Interstate, the Division, and the Town, the
Settling Parties now have agreed to a comprehensive settlement in the rate case which resolves
all issues reiating 1o the Compaity s Uadiiioual >c1 vive 1ovenuc iCquiiCindiit, iaid base, 1ate ot
return, rate design, and certain service related issues including the incorporation of the
‘ Company’s new high speed ferry service into its business plan. The Settling Parties agree that
the Settlement Agreement is just and reasonable, and represents a fair and equitable overall

resolution of all of their concerns.

The Settlement Agreement is as set out below.



1L RATE INCREASE AND RATE DESIGN

For traditional ferry service on and after January 1, 2007, Interstate Navigation Company
shall implement a rate increase from the rates currently in effect, designed to produce $1,100,694
of additional revenues per year, calculated as shown on Exhibit 1, measured using a rate year of
calendar year 2007. The tariffs included in Exhibit 2 shall be approved and implemented
effective January 1, 2007, for calendar years 2007 and 2008 (“the Rate Freeze Period”). The
tariffs for traditional ferry service in Exhibit 2 include a 0% increase for freight, a 5% increase
for commuter passengers and commuter vehicles, and a 15.72% increase for all other tariff
services from the base rates presently in effect. Interstate will concurrently adjust its fuel
surcharge level to reflect a base price for fuel of $2.00 per gallon (including taxes), effective
January 1, 2007, and will implement the fuel surcharges prospectively pursuant to the procedures
specified in Section I'V.B, below.

Only the holders of a current Rhode Island driver’s license with solely a Block Island
address on the license are eligible for passenger commuter rates, except that for students
attending the Block Island School who are too old to qualify for the child rate and too young to
obtain a Rhode Island license, a current Biock Isiand School picture identification card may be
used to establish eligibility for the commuter passenger rate. To be eligible for the commuter
car, SUV, van and pick-up truck rates, the vehicle (1) must be driven by a driver with solely a
Block Island address on the current Rhode Island license, and (2) must have solely a Block
Island address on the vehicle registration. The eligibility criteria will be included in the

Company’s tariff and on the Company’s website.



III. RATE PLAN

The Rate Plan for traditional ferry service will be in effect from January 1, 2007, through
December 31, 2011. This Rate Plan will consist of a Rate Freeze Period consisting of the
- calendar years 2007 and 2008 and a Post Rate Freeze Period consisting of the calendar years
2009, 2010, and 2011.

A. Rate Freeze Period

Interstate’s rates reflected in Exhibit 2 shall be frozen for the Rate Freeze Period, subject
only to 1) statutory fuel surcharges if the price of fuel oil, including taxes, exceeds $2.00 per
gallon, subject to the procedures defined in subsection IV.B below, and 2) the exogenous events,
defined in subsection 1 below, that occur during the Rate Freeze Period (“Exogenous Events”).
During the Rate Freeze Period the Company will adjust rates of traditional ferry service resulting
from any of the Exogenous Events according to the procedures set forth in subsection 2, below.
The defined Exogenous Events (including catastrophic events) are applicable to the traditional
service only, unless the Exogenous Event adversely impacts the ability of the traditional service
to provide safe, reasonable, and adequate services and facilities per RIGL § 39-2-1(a).

1. Exogenous Events

a. State or Federal Initiated Cost Change: Interstate shall adjust its

rates (upward or downward) if the occurrence of a “State or Federal Initiated Cost Change,” as
defined below, causes (in the aggregate) a change in Interstate’s annual revenue requirement by
more than $100,000. For purposes of this Settlement, the term “State or Federal Initiated Cost
Change” shall mean:

(1) the enactment or promulgation of any new or amended

Federal, state, or local, laws or regulations, or of any decision issued by a court of competent



jurisdiction, governing income, revenue, sales, franchise, gross receipts or property taxes, or any
new or amended Federal, state or locally imposed fees (but excluding the effects of annual
changes in local property tax rates and revaluations);

(2) the elimination of any existing Federal, state or local tax or fee
obligations;

(3) any Federal, state or local legislative or regulatory mandates
which impose new or amended obligations, duties or undertakings, or remove existing
obligations, duties, or undertakings, which decrease or increase Interstate’s costs, revenue, or
revenue requirement; and,

(4) any externally imposed changes in the Federal state or local tax
rates, laws or regulations or of any decision issued by a court of competent jurisdiction,
governing income, revenue, or sales or other taxes, or any changes in Federal, state or local

imposed fees.

b. Catastrophic Events: Events beyond the control of Interstate’s

management, such as (but not limited to) 1) injuries or death(s) to persons, 2) and damage to
vessels or wharfs or other facilities caused by acts of god, acts of war, terrorism, criminal acts,
natural disasters, storms such as (but not limited to) hurricanes, fires, flooding, collisions, allisions,
or other similar events, and which cumulatively decrease or increase Interstate’s costs, revenue, or
revenue requirement by more than $100,000.

2. Procedure for Adjusting Rates During the Rate Freeze Period.

a. Procedure: If Interstate incurs any changes in costs, revenue, or
revenue requirement in excess of the thresholds set forth in the prior section in connection with

any of the Exogenous Events that have occurred during the Rate Freeze Period, Interstate shall



file for rate adjustments no later than March 1* following the year in which the amounts are
incurred. If Interstate has not made a filing, the Division has the right to make a filing on its own
to open a proceeding if the Division believes an Exogenous Event has occurred that should result
- in a rate decrease. Any proposed rate adjustments shall be subject to review by the Commission,
and after a public hearing and approval by the Commission, shall be implemented for service on
and after June 1st following the year in which the amounts are incurred (unless suspended by the
Commission) and shall be applied through a uniform percentage rate adjustment applicable to all
tariffed services (i.e. across the board). Absent extraordinary circumstances, any such filings are
limited to once per calendar year, and any costs incurred or avoided from such Exogenous
Events shall be deferred for consolidation in the single filing. However, when accumulated
deferred costs reach $100,000 the total cost shall accrue interest at an annual rate of 5% from
such time until recovered in rates. In instances where the total accrued costs are less than
$100,000 and the effective date of the adjustment is suspended beyond June 1st, the Company
shall be entitled to accrue interest at the 5% annual rate for the accumulated deferred costs (even
though less than $100,000) from June 1st until cost recovery is allowed. In any proceeding
under this subsection. the party claiming that there should be a rate modification resulting from
the occurrence of an Exogenous Event shall carry the burden of proving the occurrence and the
cost impact. The Company will file a certification with the Commission by March 1st of each
year during the Period of the Rate Plan, with copies to the Division, certifying that, to the best of
the Company’s knowledge and belief, there have been no occurrences of Exogenous Events
except as identified in the certification.

b. Earnings Limit; If and when the Company makes a filing seeking

an adjustment that increases rates under this section, if the average return on equity of the



Company, calculated using the same methodology as set forth in Section D.1.b below, for any
fiscal year period ending May 31* 2008, 2009 or 2010 exceeds 11%, the Company will not be
permitted to make a rate adjustment until the average return has dropped below 11%. If and
when the average return on equity drops below 11%, the Company may only recover costs on a
prospective basis (i.e. from the date the average return drops below 11% forward).
B. Post Rate Freeze Period
Interstate’s rates reflected in Exhibit 2 shall be subject only to the specific adjustments

defined below during the Post Rate Freeze Period of the Rate Plan.

1. Exogenous Events

During the Post Rate Freeze Period, the Company will adjust rates resulting from
any of the Exogenous Events, as set forth in subsection A.1, above.

2. Inflation

On or before November 15, 2008, 2009, and 2010, Interstate is authorized to .ﬁle
with the Commission a percentage change in rates, to be effective on the following January 1,
equal to the percentage change in the average Consumer Price Index (“CPI-U Northeast”) from
the twelve months ended September 30 of the prior year to the twelve months ended September
30 of the current year. Notwithstanding the foregoing, rates applicable to commuters, commuter
vehicles, and freight shall not be increased for any rate increases authorized pursuant to this
paragraph.

3. Earnings Below Floor

On or before November 15, 2008, 2009, and 2010, Interstate will file a report with
the Commission detailing the earned return on common equity (“ROE”) for the twelve months

ended as of the preceding May 31 (“the historic period”). If the ROE, calculated using the same
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methodology as set forth in Section D.1.a, below, is below 5.5% in the historic period, Interstate
will be required to submit a report detailing the ROE calculated using the same methodology as
set forth in Section D.1.b, below. If the ROE calculated using the same methodology as set forth
in Section D.1.b, below, is below 5.5%, Interstate shall be authorized to increase its traditional
ferry service rates across the board, effective the following January 1, to collect over twelve
months the revenue necessary to make up the difference between the ROE pursuant to Section
D.1.b in the historic period and 5.5%, except that if the report detailing the earned ROE is not
filed by September 1, the Commission will have the express authority to suspend any rate
increase pursuant to R.1.G.L. § 39-3-11. Any adjustment to rates pursuant to this subsection 3 is
independent of any adjustment to rates pursuant to subsection 2 above.

C. Traditional Cost of Service Ratemaking After the Rate Plan

After expiration of the Rate Plan, if not extended by agreement of the settling parties and
approval of the Commission, no special adjustments to rates for Exogenous Events, as described
in this Section, shall be permitted, and rate changes for traditional service may occur under
traditional cost of service (“COS”) principles, consistent with Rhode Island law. As such, the
Company is permitted to file a COS rate case to change rates effective January 2012 or later, if
the Company believes it has or will have a revenue deficiency for the applicable rate year. The
Division also has the right to file a complaint with the Commission requesting that the
Commission require a COS review to reduce rates beginning in January 2012 if the Division
believes that the Company has, or will have, a revenue excess.

D. Incentive-Based Savings Plan

A properly structured incentive-based rate plan can align the interests of the Company



and its customers by establishing appropriate incentives to maximize potential economies for the
benefit of the Company and its customers. To that end, the Parties agree that economies
achieved by the Company shall be shared between the Company and customers as described in
this section.

1. Earnings Reports

a. The Company will be required to file annual earnings reports with
the Commission by November 15 of each year during the Rate Plan Period, for the fiscal year
ending May 31% in that year, commencing November 15, 2008. Copies also will be filed with
the Division. This annual earnings report will calculate the earned ROE from the Company’s
financial statements on the basis of Generally Accepted Accounting Principles (GAAP). Itis
the intent of the Settling Parties to defer the final calculation of cumulative return on equity to
determine if the Company has exceeded the allowed rate of return until the end of the Rate Plan.
However, the Commission has the authority to require a report of the cumulative earned ROE
prior to the end of the Rate Plan.

b. The final determination of whether the Company has exceeded its
allowed rate of return on equity will be made at the end of the Rate Plan Period in a Final
Accumulated Earnings Report. Specifically, by June 1, 2012, Interstate shall file the Final
Accumulated Earnings Report that determines the actual cumulative average return on equity for
the entire Rate Plan Period from January 1, 2007, through December 31, 2011. For purposes of
calculating return and income taxes for this final determination, Interstate shall use the capital
structure and associated costs of capital approved by the Commission in this Docket No. 3762.
For purposes of these earnings reports, the allowed return on equity shall be 11.0%, and results

will be adjusted to reflect established Commission ratemaking principles. However, there will



be no adjustments to actual results to recognize or annualize prospective known and measurable
changes. The return on common equity will be calculated by dividing the net income available
for common equity by the common equity applicable to rate base. The common equity
- applicable to rate base shall be calculated by multiplying the common equity ratio required by
this subsection by Interstate’s average rate base. Any accumulated earnings as calculated in the
Final Accumulated Earnings Report over 150 basis points (1.50%) above the allowed return on
equity of 11.0% shall be shared 50% for customers and 50% for the Company. The customers’
share will be credited to customers through the procedure described in subsection 2 below.
2. Customers’ Share of Accumulated Earnings
Prior to proposing a method of crediting customers for the customers’ share of

carnings above the earnings thresholds, Interstate will consult with the Division to propose a
mutually acceptable method. The agreed upon method will then be filed with the Commission for
review and approval. If the parties cannot reach agreement, Interstate shall file its proposal directly
with the Commission subsequent to consulting with the Division and the Commission will make the
ultimate determination.

18 Fact Ferrv Rates and Terms and Conditions

The Fast Ferry service is a purely discretionary service. Therefore, Interstate shall be
authorized to apply to the Commission from time to time to change Fast Ferry Rates and Terms
and Conditions and, with Commission approval, to implement such changes on thirty (30) days’
notice. The Division, except in extraordinary circumstances, will not object to any such
changes, will not recommend any suspension by the Commission beyond the thirty (30) days’

notice, and will not request compliance with any traditional rate filing requirements other than
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the thirty (30) day notice. Also, the previously agreed methodology for the calculation of Fast
Ferry fuel surcharges will not change.
IV. SPECIFIED ACCOUNTING REQUIREMENTS
A. Fast Ferry

1. Prospective Earnings

All earnings reports required by Section 111, above, will include pre-tax profits
earned by Interstate’s Fast Ferry Division. The actual pre-tax profit earned by the Fast Ferry
Division will be calculated employing the debt service method, as shown on Schedule WEE-
IRY in this Docket No. 3762. The debt service will include annual interest and principal
repayments on all debt used by Interstate to acquire the operations of Island Hi-Speed Ferry in
2006. For the purpose of the reports required by Section I11.D.1.a, above, the annual Fast Ferry
pre-tax profit will be fixed at $208,357. However for the purpose of the cumulative five year
average ROE in Section 1I1.D.1.b above and for the purpose of calculating the Earnings Below
Floor in Section I11.B.3 above, the annual Fast Ferry pre-tax profit will be the actual pre-tax
profit calculated employing the debt service method, as shown on Schedule WEE-1RY in this
Doclet, Howaver the nre-tay nrofit uced in calenlating the cumulative five year average ROFE in
Section I11.D.1.b above and Earnings Below Floor will not be less than zero. Any acquisition
premium and any costs associated with the acquisition of the Fast Ferry will be excluded from
Interstate’s rate base and from the establishment of rates for traditional service. The Fast Ferry
pre-tax profit calculations shall not be affected by this exclusion.

2. 2006 Earnings

All earnings reports required by Section 111, above, will include profits earned by

Fast Ferry operations in 2006, deemed to be $365,750 on a pre-tax basis, amortized over a three
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year period ($121,916 per year) commencing January 1, 2007. The amortization will be
complete on December 31, 2009, and no amortization will be included in the calculation of
earnings subsequent to that date.

3. Revenues and Expenses

Interstate shall account for Fast Ferry revenues and expenses in a timely manner
and shall maintain the books of account for its Fast Ferry Division in a manner such that expense
categories shown on Schedule WEE-1RY in this Docket No. 3762 can be readily identified.

B. Fuel

1. Base Price

The base price of fuel oil included in the determination of the Company’s revenue
requirement for traditional ferry service in this Docket No. 3762 (“Base Price”) is $2.00 per
gallon, which includes all applicable taxes.

2. Fuel Price Less than Base Price

Commencing January 1, 2007, in any month in which the average price of fuel
purchased for traditional ferry services, including all applicable taxes, is less than the Base Price,
Intarctate will acore a recerve eanal tn the valnme of fiiel purchased in that month times the
difference between the actual average price and the Base Price. The reserve balance will be
maintained in a separate account on the Interstate balance sheet, or in a readily identifiable sub-
account.

3. Fuel Price in Excess of Base Price

Commencing January 1, 2007, in any month in which the average price of fuel
purchased for traditional ferry service, including all applicable taxes, is in excess of the Base

Price, for the purpose of calculating the Fuel Factor component of its rates for the following
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month, the “Fuel Floor” used in the calculation of the fuel cost eligible for recovery (“Fuel
Recovery”) will be equal to the Base Price. The eligible Fuel Recovery will be charged against -
the credit balance, if any, existing in the reserve account established pursuant to subsection 2,
above. Any eligible Fuel Recovery in excess of the credit balance in the reserve account will be
used to calculate the Fuel Factor (surcharge) component of Interstate’s traditional ferry service
rates for the following month.

4. Disposition of Balance in Reserve Account

If a credit balance exists in the reserve account established pursuant to subsection
2, above, as of December 31, 2011, prior to proposing a method of crediting customers for that
balance, Interstate will consult with the Division to propose a mutually acceptable method. The
agreed upon method will then be filed with the Commission for review and approval. If the
parties cannot reach agreement Interstate shall file its proposal with the Commission and the
Commission will make the ultimate determination.

C. Homeland Security

1. Reserve Account

The balance in the Homeland Security reserve account as of May 31, 2006, is
$83,450. Interstate will continue the reserve method of accounting for Homeland Security
expenditures as established in Docket No. 3573, subject to the modifications in subsection 2,
below.

2. Annual Expense

The annual Homeland Security expense to be recorded by Interstate during the

term of the Rate Plan will be $250,000. Any capital expenditures in excess of $50,000 will be
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charged to the appropriate plant account or accounts and not against the accrued reserve for
Homeland Security.
D. Other

1. Rate Case Expense

For the purpose of all earnings reports required by Section III, above, Interstate
will amortize the cost of this rate case and the unamortized rate case cost of Docket No. 3573
over three years. The annual amortization expense is deemed to be $83,333. The amortization
will be complete on December 31, 2009, and no amortization will be included in the calculation
of earnings subsequent to that date.

2. Accumulated Deferred Income Taxes

Interstate will establish the appropriate balance of accumulated deferred Federal
income taxes on its books of account as of May 31, 2007, including a) the difference between the
book basis of its fixed assets and the tax basis of those fixed assets times the applicable Federal
income tax rate, and b) deferred federal income taxes on other book-tax temporary differences as
may be appropriate pursuant to GAAP. The balance of accumulated deferred income taxes will
be maintained in conformity with GAAP. The balance of accumulated deferred income taxes
will be deducted from plant in service to determine the rate base used in the earnings reports
required in Section 111, above.

3. Depreciation Accrual Rates

~ Interstate will continue to use the depreciation accrual rates in effect during the

twelve months ended November 30, 20035, for the term of the Rate Plan.
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V. EFFECT OF SETTLEMENT AGREEMENT

Nothing in this Settlement Agreement shall be construed to modify the previous
commitments and obligations of Interstate set forth in Sections 4 and 7 of the Stipulation and
Settlement in Docket #3573 dated May 12, 2004. This Settlement Agreement is the result of
negotiations among the Settling Parties. The discussions that have produced this Agreement
have been conducted on the explicit understanding that all offers of settlement and discussions
relating hereto are and shall be privileged, shall be without prejudice to the position of any party
or participant presenting such offer or participating in any such discussion, and are not to be used
in any manner in connection with these or other proceedings involving any one or more of the
parties to this Settlement or otherwise. The agreement by a party to the terms of this Settlement
Agreement shall not be construed as an agreement as to any matter of fact or law for any other
purpose. In the event that the Commission (i) rejects this Agreement, (ii) fails to accept this
Agreement as filed, or (iii) accepts this Agreement subject to conditions unacceptable to any
party hereto, then this Agreement shall be deemed withdrawn and shall be null and void in all
respects. The Parties recognize that the Commission has an ongoing obligation to protect the
sublic againgt improper and unreaconable rates that cannat he precluded by a settlement

agreement.

IN WITNESS WHEREOF, the parties agree that this Settlement Agreement is reasonable
and have caused this document to be executed by their respective representatives, each being
fully authorized to do so, and ask that this Settlement Agreement be substituted in its entirety for
the Settlement Agreement previously filed on December 7, 2006. Dated at Providence this 14™

day of December 2006.

Respectfully submitted,
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INTERSTATE NAVIGATION COMPANY

By its Attorney,

AN

RHODE ISLAND DIVISION OF PUBLIC
UTILITIES AND CARRIERS

By its Atiorney,

g’!{f/{;f /“..,x

Michael R. M{Elroy, Esq. (RI Bar No. 2627)
Schacht & McElroy

21 Dryden Lane

P.0. Box 6721

Providence, R 02940-6721
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William K Lueker Esq (R.I. Bar NG 6334}
Special Assistant Attorney General
Department of Attorney General
150 South Main Street
Providence, RI 02903



Passengers
Non Commuter
Commuter

Vehicles
Non Commuter
Commuter

Bikes & Mopeds
Freight

Charters

Tours

Tariff Revenue

Company
Original
Position

3,632,928
256,990

3,889,918

2,988,058
189,306

3,177,364

123,573
719,432
113,716

33,804

990,525

8,057,807

INTERSTATE NAVIGATION COMPANY
RATE YEAR REVENUE INCREASES

Percentage
Increase

15.72%
5.00%

15.72%
5.00%

15.72%
0.00%
15.72%

Remaining
Proposed Revenue
Increase Revenue Deficiency
571,233 4,204,161 3,632,528
12,850 269,840
584,083 4,474,001
469,835 3,457,893 2,988,058
9,465 198,771
479,301 3,656,665
19,430 143,003 123,573
- 719,432
17,880 131,596 113,716
- 33,804 6,858,275 a
37,311 1,027,836
1,100,694 9,158,501 1,100,654
(12,850)
{9,465)
1,078,379 b

15.72% b/a

Exhibit 1



Exhibit 2

STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION

Docket No. 3762

INTERSTATE NAVIGATION COMPANY

LOCAL TARIFF
Naming
PASSENGER AND VEHICLE RATES
FOR TRADITIONAL SERVICE
APPLYING BETWEEN

POINTS AND PLACES IN THE STATE OF

RHODE ISLAND

(As Indicated Herein)

EFFECTIVE: January 1, 2007

ISSUED BY:

Interstate Navigation Company
Susan Linda, President
Post Office Box 482
New London, Connecticut 06320
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Exhibit 2

RULE NO. 5 PETS OR ANIMALS ACCOMPANYING PASSENGERS:

Animals or pets will not be allowed to accompany passengers aboard ships unless such animals are se-
curely under leash.

RULE NO. 10 BAGGAGE DEFINED:

(a) Baggage may be either personal or sales sample cases defined as follows: Personal luggage or
baggage consists of wearing apparel, toilet articles or similar effects in actual use, necessary and
appropriate for the wear, use, comfort or convenience of the passenger for the purpose of the trip
and not intended for other persons or for sale. Sample cases are those to be used by salesman
containing samples or articles or merchandise for sale and for future transportation and not arti-
cles for immediate sale forthwith.

(b)  Money, jewelry, negotiable papers or like valuables should not be enclosed in baggage to be
checked. This carrier will not be responsible for such articles in baggage.

(©) All baggage must be enclosed in receptacles such as trunks, valises, suit cases, leather hat boxes
or satchels provided with handles, securely locked or otherwise fastened and made of material of
sufficient strength and durability and quality to withstand the rapid handling and piling incidental
to its transportation.

RULE NO. 15 BAGGAGE ACCOMPANYING PASSENGERS:

Each passenger purchasing an adult or child one way ticket will be allowed to transport without charge
fifty (50) pounds of luggage or baggage, which must be carried on and off the ship by the passenger at
points of embarkation and debarkation.

RULE NO. 20. ARTICLES IN AUTOMOBILES:

Carrier will not be responsible for articles left in automobiles when not loaded in car trunks.

ray

RULE NO. 25 DAMAGE TO AUTOMOBILES iN TRANSIT:

Any alleged damage to automobiles aboard ship shall be reported to ship's officers prior to leaving the
dock at destination.

RULE NO. 30 ROUND TRIP TICKET:
The carrier will not be responsible to persons holding round trip tickets for failure to provide return car-

riage due to weather or mechanical failure; the carrier will honor the return ticket by providing carriage
as soon as the weather and the sea are fit for navigation and the equipment is fit to operate.

IN24/06 RATE CASE/TARIFFS 2006



Exhibit 2

RULE NO. 35a OVERSIZED VEHICLES:

Deck space in general is restricted in the vessels by height and width. Outside deck space (which can
accommodate higher vehicles) is also very limited in availability. Therefore, Oversized Vehicles,
(which include cars, pick-up trucks, SUVs and vans) that do not fit the standard sized description of a
standard car, pick-up truck, or van, will be charged an Oversized Vehicle rate of $3.75 per linear foot,
but only if they are 7’ in height or less. If they are over 7° high, see Rule 35b. A standard car is no
more than 18' long, 6' wide, and 5' high. As examples, without limiting the generality of the foregoing,
the following are Oversized Vehicles that will be charged the per linear foot Oversized Vehicle rate of
$3.75 per linear foot but only if they are 7° in height or less:

e Any vehicles (including but not limited to cars, vans, and pick-ups) that are over 6' in width at
the widest point.

e Extended cab pick-up trucks.
e Dual-wheel vehicles (including but not limited to the F350 Ford Series).
e Small dump trucks with a pick up front, and a dump body.

e Stake body trucks.
® Vehicles where racks extend the length of the car, van or pick-up.

e Vehicles that are wider than standard. For example, the vehicle has a utility body containing tool
boxes, or the body of the vehicle is not ordinary or standard open backed.

® Vehicles that have ladder racks, or racks that hold pipes or other items on their roof.

° Any trailers (including but not limited to utility trailers), that are longer or wider than a standard
car or are over 6' wide at the widest.

RULE 35b VEHICLES OVER 7° HIGH OR THAT REQUIRE OUTSIDE
DECK SPACE:
® Any vehicles (including but not limited to cars, vans, pick-ups, SUVs, and trailers of any type)

that are over 7' in height at the highest point will be charged the $5.10 per linear foot truck rate.

° Any vehicles that require the use of the limited outside deck space will charged the per linear
foot truck rate of $5.10 per linear foot. For example, people will often put their bikes on their
car, and they often need outside deck space due to the extra height. We cannot guarantee them
the outside deck space (trucks have priority) and the bikes and racks may have to come down. In
such a case, if the bikes and racks come down and the car, van or pick-up is then otherwise stan-
dard size, the standard car, van or pick-up truck rate will apply, and the standard charges will
also apply to the bikes, racks, or other items removed from the vehicle.

- 3-
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RULE NO. 40 TIME LIMIT ON SUITS:

- Suits to recover on any claim for loss of life or bodily injury must be instituted within one (1) year from
the day when the death or injury occurred. Suits to recover on any claim other than loss of life or bodily
injury, including breach of contract, must be instituted within six (6) months of the scheduled arrival of

the passenger or property at destination.
RULE NO. 45 SCREENING AND INSPECTION:

Pursuant to Homeland Security Coast Guard Regulations, entering the ferry facility is deemed valid con-
sent to screening or inspection; and failure to consent or submit to screening or inspection will result in
denial or revocation of authorization to enter.

RULE NO. 50 ARTICLES LEFT ABOARD VESSEL:

Carrier will not be responsible for articles left aboard the vessel. Such shipments shall be charged for at
the minimum rates provided in the company's tariffs.

RULE NO. 55 DAMAGE TO AUTOMOBILES:

All vehicles are transported at owner's sole risk. Drivers must accompany vehicles. The company will
not be responsible for any damages to vehicles while in transport or while they are being loaded and
unloaded aboard the vessel. The owner or driver must drive the vehicle on and off the vessel. Inthe
event a vessel is canceled, the car reservation is also canceled. Any alleged damage to automobiles shall
be reported to vessel's officers prior to leaving dock at destination.

RULE NO. 60 CAR RESERVATION CANCELLATIONS:

Car reservations may be changed two times 7 full days in advance of departure, then only one time
within 7 days of departure. Cancellations made 7 full days in advance will be assessed a $10.00 cancel-
lation fee for each cancellation. No refunds will be made for cancellations made within 7 days of depar-
ture.

e v mTen o Ltartsc e B - .
RULE NG, 05 EICT R OVERIANG CHARCE:

There is a $7.00 additional charge per each way, in addition to the vehicle fee, for items over 7° on top
of cars, and the same fee will be charged for items on the front, back and side of vehicles as well as
items overhanging the roof of vehicles that exceed the length or width of the vehicle.

RULE NO. 70 NON-STANDARD VEHICLE CHARGES:

Vehicles that require more than one car space (such as limousines) may be charged an increased rate
based on the amount of deck space required for the vehicle as opposed to a standard car or SUV (see

also Rule 35).

TN24/06 RATE CASE/TARIFFS 2006
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RULE NO. 75 BLOCK TICKET SALES CHARGE:

There is 2 $19.50 block ticket sales service charge for all block sales of 25 or more tickets. The block
ticket sales service charge for arrangements made for group travel that includes making luncheon reser-
vations, bus tours, and/or other similar amenities shall be $35.00.

RULE NO. 80 ONLINE SALES CHARGE:

For 2ll online internet and telephone call center passenger transactions, there is a $2.00 convenience fee
per transaction, to cover postage/handling charges.

RULE NO. 85 LOST TICKET CHARGE:

There is a $13.00 charge for all lost tickets which are replaced (each way).

RULE NO. 90 GROUP DISCOUNTS:

Carrier may from time to time apply a 15% promotional group discount rate to groups of 25 or more.
RULE NO. 95 ADVANCE TICKET DISCOUNT:

Carrier may sell advance tickets on a pay for 9 tickets in advance, get 10 tickets basis.

RULE NO. 100 COMMUTER RATE ELIGIBILITY:

Only the holders of a Rhode Island driver’s license with solely a Block Island address on the license are
eligible for commuter rates, and to be eligible for the commuter standard sized car, SUV, van and pick
up rates, (Oversized Vehicles as defined in Rule 35, are not eligible for the commuter vehicle rate), the
vehicle (1) must be driven by a driver with solely a Block Island license, and (2) must have solely a
Block Island address on its registration. Also, Block Island resident school students who are over the
age of eleven, but under the age of sixteen who attend the Block Island School may obtain the adult
resident commuter rate by presenting a valid Block Island School Photo Identification Card which will
be issued by the Town of New Shoreham.

EXPLANATION UF ABBKEVIATIONS

No. = Number
P.O. = Post Office
R.L = Rhode Island
R.ILP.U.C = Rhode Island Public Utilities Commission
NA = Not Available
PLF. = Per Linear Foot
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PASSENGER RATES
(Rates in Dollars and Cents Per Passenger)
ITEM:

Between Newport and Block Island Apply Column A Rates
Between Point Judith and Block Island Apply Column B Rates

COLUMN
A B
5 ADULT PASSENGER FARES
ONE WAY ADULT $9.85 |$10.10
ROUND TRIP ADULT $14.50 |$16.55
10 CHILDREN PASSENGER
FARES
ONE WAY $4.65 1$5.20
ROUND TRIP $6.70 |$8.20

Commuter Rate $10.50 (See Rule 100)

Senior Discount (over 65 years):
$ .50 off non-commuter one way tickets
$1.00 off non-commuter round trip tickets

NOTE a. The passenger rates for children published in Item No. 10 will apply to children five (5)
years of age up to and including children eleven (1 1) years of age when accompanied by

an adult. For children twelve (12) years of age and older the aduit passenger fares pub-
lished in Item No. 5 will be charged.

NOTE b. Children under five (5) years of age when accompanied by an adult will be transported
free.

FOR EXPLANATION OF ABBREVIATIONS AND REFERENCE MARKS SEE PAGE 5.
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VEHICLE RATES
ITEM:

Between Block Island and Newport Apply Column A Rates
Between Block Island and Point Judith Apply Column B Rates

RATES IN DOLLARS AND CENTS PER UNIT (one way)

COLUMN
A B

15 Automobiles (See Rules 20, 25, 35, 50, 55, 60, 65 and nfa 45.00
70 herein and Rule 20 of Freight Tariff)

16 Bicycles 2.90 290

16a Bicycle wagons, whether or not attached to a bicycle 290 2.90

16b Tandem Bicycles, whether or not attached to a bicycle 290 290

16¢ Electric Bicycles, motorized skateboards, and mini- 7.50  7.50
motorcycles
17 Motorcycles 19.70 19.70

18 Pick-up trucks, vans, and SUV's (See Rules 20, 25, 35,
50, 55, 60, 65 and 70 herein and Rule 20 of Freight

Tariff) n/a 54.30

19 Tmicks* (See note) n/a 5.107f

20 Hazardous Trucks* (See note) n/a 7.65/1f
Commuter Vehicle Rates:

o Standard-sized Automobiles $ 27.00
(See Rules 20, 25, 35, 50, 55, 60, 65, 70, and 100 herein and Rule 20 of Freight Tariff)

o Standard-sized Pick-up Trucks, Vans, and SUVs ~ $32.75
(See Rules 20, 25, 35, 50, 55, 60, 65, 70, and 100 herein and Rule 20 of Freight Tariff)

IN24/06 RATE CASE/TARIFFS 2006
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Except as set forth below, trucks carrying hazardous materials or dangerous goods, as de-
fined by 49 CFR, Subchapter C Hazardous Materials Regulations, the U.S. Coast Guard,
and the International Maritime Organization, can not be transported aboard passenger
vessels. Therefore, except as set forth below, when carrying these materials, the vessel
must operate strictly as a cargo vessel, and the per foot rate is as set forth above for haz-
ardous trucks. For this purpose, the Carrier will make a vessel available as a cargo vessel
on a reservation only, as available basis, at the rate set forth above per same day round
trip run from Point Judith to Block Island and return (maximum 4 hours). When avail-
able, the cargo vessel must be scheduled to leave Point Judith and complete the run at the
discretion of the Carrier.

Trucks which carry sludge for the New Shoreham Sewer Commission will be required to
travel on the hazardous truck cargo vessel, and will not be allowed to travel on a vessel
with passengers, but will be allowed to travel at the regular truck rate of $5.10 per linear
foot, because the sludge is not a hazardous material or dangerous good as defined by 49
CFR, Subchapter C, but odor from the truck is a problem for ferry passengers. In addi-
tion, trucks which carry garbage for the Town of New Shoreham will also be allowed, on
an as-needed basis, to travel on the hazardous truck cargo vessel, but at the standard truck
rate of $5.10 per linear foot, or they may travel on the usual passenger ferry.

Trucks which have a gross weight of 50,000 pounds or more and are not tractor trailer
trucks and are not carrying property for the Town of New Shoreham will be required to
pay, in addition to the per linear foot truck rate, a weight premium of $50 per one way
trip due to the weight limitations imposed upon the ferry vessels.

IN24/06 RATE CASE/TARIFFS 2006
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STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION

Docket No. 3762

INTERSTATE NAVIGATION COMPANY

LOCAL TARIFF
Naming
CLASS AND COMMODITY RATES
FOR TRADITIONAL SERVICE
APPLYING BETWEEN

POINTS AND PLACES IN THE STATE OF

RHODE ISLAND

(As Indicated Herein)

For reference to the governing Classification and other governing publications, see Rule No. 5 herein.

EFFECTIVE: January 1, 2007

ISSUED BY:

Interstate Navigation Company
Susan Linda, President
Post Office Box 482
New London, Connecticut 06320



EXPLANATION OF ABBREVIATIONS AND REFERENCE MARKS

Bbl= Barrel Min= Minimum Charge
Co= Company No.= Number
Col= Column NOIBN= Not Otherwise indexed by name
Conn= Connecticut in classification
Ctn= Carton Pkg= Package
1.C.C.= Interstate Commerce Commission Pt= Point
KD= Knocked Down R.I= Rhode Island Department of Public
Lbs= Pounds Utilities
M= Thousand SU= Set Up
MT= Empty Viz= Namely
&= And

RULES GOVERNING ALL TARIFFS
RULE NO. 5 GOVERNING CLASSIFICATION, RULES AND EXCEPTIONS TARIFF:

Governed, except as otherwise provided herein, by the Coordinated Freight Class- No. 11, The New
England Motor Rate Bureau, Inc., Agent's MF-L.C.C. No. A-210, MF-R.I.D.P.U. No. A-84 and by the
Rules, Regulations and Exceptions thereto, the New England Motor Rate Bureau, Inc., Agent's MEF-
I.C.C. No. A-202, MF-R.1L.D.P.D. No A-82, supplements thereto or successive issued thereof.

RULE NO. 10 APPLICATION OF RATES:

(a) Commodity rates named in this tariff are applicable only on shipments tendered to the carrier in
exact accordance with the commodity description and packing requirements set forth herein.

(h) Tinless ntherwise provided, the rates shown herein apply only on articles received on one bill of
Jading at one time and place from one consignor for delivery to one consignee at one place, at one des-
tination.

(c) The transportation obligation of the carrier under this tariff consists of the receipt of freight at its
dock at the shipping point and its transportation to the dock of the carrier at destination.




RULE NO. 15 MAXIMUM CHARGES:

In no case shall the charge for a given shipment be greater than the charge for a shipment of the same
commodity, of a greater weight, between the same points.

RULE NO. 20 MINIMUM CHARGES:

Except as provided in individual items herein rates named are subject to the following minimum
charges per shipment.

BETWEEN AND MINIMUM CHARGE
Newport or Pt. Judith, R.L. Block Island, R.L $4.00
RULE NO. 25 LIABILITY FOR FEEDING LIVESTOCK:

The carrier will not be responsible for the feeding or watering, of livestock transported. It shall be the
responsibility of the consignor to guarantee the carrier that a plentiful supply of feed and water shall be
placed aboard vessel prior to the boarding of such shipments of livestock.

RULE NO. 30 HOUSEHOLD GOODS, DESCRIPTION OF:

The rates on Household Goods apply to all Household Goods, new or used, including but not limited to
goods and personal effects such as furniture, clothing and residence furnishings and when shipped un-
crated will only be accepted at owner’s risk.

RULE NO. 35 INTEREST:

Totcsoot will be charmed on averdne acconnts (past 30 days) at 1.5% per month, plus reasonabie attor-

JEILWAWAIL VY RIL ww W

ney’s fees if collection efforts are needed.



RULE NO. 40 C.0.D. SHIPMENTS, COLLECTION AND REMITTAL CHARGES:

The following charges will apply for the collection and the remittance of C.0.D. bills collected from
consignees between all points in Rhode Island:

Charge for Collection and

When the amount collected is: remittance will be:
Not over TO $ 10.00 $ 090
$ 1001 TO 20.00 1.07
20.01 TO 30.00 1.25
30.01 TO 40.00 1.43
40.01 TO 50.00 1.61
50.01 TO 75.00 1.78
75.01 TO 100.00 2.23
100.01 TO 150.00 2.85
150.01 TO 200.00 3.57
200.01 TO 300.00 4.65
300.01 TO 400.00 5.72
400.01 TO 500.00 6.79
500.01 TO 1,000.00 2.03

OVER 1,000.00 8.03 per $1,000
RULE NO. 45 EMPTY CONTAINERS RETURNED, RATES APPLICABLE:

The rates in cents per can, case, carton or other empty alcoholic or nonalcoholic beverage container
including bottles in racks, or other containers not otherwise shown herein will apply as follows:

Pt. Judith
BETWEEN &
B.L

()
Containers with bottles, each 52
Containers without bottles, each 45
Milk Cans, Each 45
Milk Dispensers, each 52
Beer Kegs, each 1.07
(b)
The rates in cents per empty tank shall be returned as follows:
Soda Fountain tanks, each .80
Pyrofax tanks, each 1.07
Propane Gas Tanks, each 1.07



RULE NO. 50 FREIGHT TRANSPORTED AT OWNER'S RISK:

Shipments of livestock, pinball machines, music machines, neon or electric signs and pianos will be
accepted for transportation at owner's risk.

RULE NO. 55 TRANSPORTATION OF LIVESTOCK:

All Livestock, except household pets accompanied by an owner or handler, dogs, cats and animals of
like size in portable kennels, and fowl in crates, will be carried only in animal vans or trailers. The tar-
iff for such transportation will be the tariff for such vans or trailers.

RULE NQ. 60 PERSONAL PALLETS:

Personal pallets are $7.85 each. Personal pallets can be used on an as available basis in the discretion
of the Carrier and are solely to be used for the transportation of personal items (such as groceries and
luggage). Each pallet is 3 ¥4’ high and no items may be loaded on a personal pallet that are higher than
3 14°. Personal pallets will be given to customers on a “first come, first served” basis, and the boats are

limited to how many pallets can be taken. The number of personal pallets which can be taken will vary
trip to trip in the discretion of the Carrier based on the availability of deck space and pallets.

RULE NO. 65 SURFBOARDS:

Surfboards are $6.50 one way, $13.00 round trip.
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APPENDIX B
APPLICATION FOR ISSUANCE OF A BLOCK ISLAND FERRY ISLANDER CARD

1. Full name: Date of Birth;

2. Full time residence address (not a post office box):

3. By checking and signing below, under oath, I hereby certify that:

[J T am a full time resident of Block Island. I reside full time (for at least 9 months per calendar year) at the
Block Island address shown in #2 above.
AND
4. []1hold a current Rhode Island Registry of Motor Vehicles driver’s license that has a Block Island
address as the sole address on the license (license must be produced for inspection and copying).
OR

[ ]I am too young to obtain a Rhode Island Regisiry of Motor Vehicles driver’s license, but I attend
the Block Island School (current Block Island School photo i.d. must be produced for inspection and copying).
AND
5. [0 Tam a duly registered and valid Block Island voter as shown on the Block Island voter’s
registration list (voter’s list will be checked to verify).
OR
LT am too young to register to vote, but I attend the Block Island School and have produced a
current Block Island School photo i.d.

6. L] I wish to obtain the discounted Block Island resident rate for the following vehicles, which are
all registered with a Block Island address as the sole address on the Rhode Island registration
(registration for each vehicle must be produced for inspection and copying).

Vehicle #1
make model year vin #
Vehicle #1
make model year vin ¥
CERTIFICATION

I hereby certify and affirm, under oath, and under the pains and penalties of perjury, that the forgoing statements are
true, accurate and complete in all respects.

Date: Signature:

Sworn to and subscribed before me this  day of , 20

Notary Public

FOR INTERSTATE USE ONLY:
Application has been APPROVED [ DENIED []

Date:

Signature of authorized Interstate employee






