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IN RE: UNITED WATER RHODE ISLAND : 

GENERAL RATE FILING   : DOCKET NO. 4255 
 
 

REPORT AND ORDER 
 
 

I. Background 

On June 3, 2011, United Water Rhode Island, Inc. (“United Water RI” or 

“Company”), a wholly-owned subsidiary of United Waterworks, Inc. (“UWW”) which in 

turn is a wholly owned subsidiary of United Water Resources (“UWR”), filed an 

application with the Rhode Island Public Utilities Commission (“Commission”) pursuant 

to R.I.G.L. §39-3-11 for authority to increase its rates and charges for water service 

rendered within its service area.  The Company requested an overall increase in annual 

revenues of $1,218,702, or 43 percent, to be effective July 3, 2011 for a total cost of 

service of $4,077,004.  On June 16, 2011, the Commission suspended the effective date 

of United Water RI’s requested rate increase in order to conduct a full investigation and 

to hold public hearings.  On June 24, 2011, the Town of South Kingstown, a municipality 

within the Company’s service area, moved to intervene in the instant Docket.1  

This general rate case filing represents United Water RI’s first rate filing since 

January 1999.  The following table provides a brief history: 

                                                 
1  Rule 1.13 of the Commission’s Rules of Practice and Procedure provides “…any person claiming a right 
to intervene of an interest of such nature that intervention is necessary or appropriate may intervene in any 
proceeding before the Commission.  Such right or interest may be…[a]n interest which may be directly 
affected and which is not adequately represented by existing parties and as to which movants may be bound 
by the Commission’s action in the proceeding…any other interest of such nature that movant’s 
participation may be in the public interest.” 



 2

 

Year   Docket    Amount  Amount 
Filed   Number   Requested  Granted 
1980   1547    $ 312,934  $ 187,458 
1983   1734    $ 359,802  $ 149,824 
1991   2006    $ 439,608  $ 320,626 
1999   2873    $ 492,000  $ 420,000 
 

United Water RI and the Division of Public Utilities and Carriers (“Division”) 

each submitted Pre-filed Testimony addressing all, or portions of, United Water RI’s 

revenue requirement for the twelve month period ending December 31, 2012 as the 

proposed Rate Year and using the twelve month period ending December 31, 2010 as the 

test year. 

II. United Water Rhode Island Direct Testimony 

 In support of its request for increased revenues, United Water RI submitted the 

pre-filed direct testimonies of Stanley J. Knox, the Company’s General Manager, Obioma 

N. Ugboaja, a Rate Analyst with United Water Management and Services, Inc. 

(“UWMS”)2, Pauline M. Ahern, CRRA, a Principal with AUS Consultants, Timothy J. 

Michaelson, Senior Director in the Regulatory Business Department of UWMS, Thomas 

G. Lippai, a Rate Analyst with UWMS, and Christopher P.N. Woodcock, President of 

Woodcock & Associates, a consulting firm specializing in water and wastewater rate and 

financial studies. 

A.  Stanley J. Knox 

 Stanley J. Knox provided testimony to discuss the Company’s history, its cost 

cutting control measures, current initiatives and improvements, affiliate relationships and 

why the rate increase is necessary.  Mr. Knox described the history of United Water RI 

                                                 
2 UWMS is a subsidiary of United Water Resources. 
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noting that it employs ten full time employees to serve the 7,338 metered residential 

customer, 715 commercial customers, 10 industrial customer, 97 municipal customers, 

three wholesale customers and 183 private fire customers and to provide private and 

public fire service in South Kingstown and Narragansett.  He identified two well fields, 

the Tuckertown Well Field and Howland Well Field, as having a production capacity of 

7.3 million gallons of water per day as well as two additional properties available to 

develop additional supply if needed.3 

 Mr. Knox described the Company’s water treatment process noting that it is 

currently in compliance with all state and federal regulations.  He identified a number of 

new regulations that have been promulgated since the Company’s last rate case including 

the Federal Homeland Security Act that requires both an Emergency Response Plan 

assuring quality dependable water in the event of a crisis and a Vulnerability Assessment 

Plan focusing on security, the Rhode Island Department of Health Cross Connection and 

Backflow requirements that requires retrofits for all non-residential dwellings, and the 

EPA’s Groundwater Rule that mandates testing of all wells within twenty-four hours 

when there is a positive coliform sample.4 

 The two primary reasons that United Water RI needs a rate increase were 

identified by Mr. Knox as: the increase in the investment in Plant In-Service and the 

added costs of operation and maintenance expenses, primarily, labor, power and 

chemicals, taxes and depreciation.  Mr. Knox noted that because United Water RI is part 

of a large national company, it has the ability to negotiate better prices for many of its 

costs including chemicals and energy.  He discussed how the United Water RI has 

                                                 
3 United Water RI Exhibit 1a, Direct Testimony of Stanley J. Knox, June 3, 2011 at 1-4. 
4 Id. at 4-7. 
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controlled energy costs by installing high efficiency motors and through hedging.  

Another cost savings measure identified by Mr. Knox was the elimination of the Post-

Retirement Health care plan and pension eligibility for the Company’s new employees.5 

 Mr. Knox described United Water RI’s wholesale customers, the Municipality of 

Narragansett and the Town of South Kingstown, which operates the Middlebridge 

System and the South Shore System.  He pointed out that United Water RI has benefited 

from additional revenues caused by growth in both of these communities.  He identified 

the major additions to Plant In-Service as 1) the installation of 10,000 feet of 12” DI main 

from United Water RI’s existing system up Route 1 South, 2) the construction of the 

Saugatucket Road Pump Station which separated the Sherman tank and the Tower Hill 

tank, increased the ability to transmit Water to the Tower Hill tank, provided greater 

storage to the Sherman tank and increased the flow around the north end of the 

distribution system, 3) the design and calibration of the System Hydraulic Modeling 

utilized for both capital planning and operational simulations, 4) the main replacement on 

Boston Neck Road resulting in increased flow capacity and improved transmission, and 

5) the main replacement in Wakefield on Northrup Street.  Mr. Knox described the 

Business Technology Master Plan (“BTMP”), which includes the implementation of a 

new billing and customer service system and is part of the revenue requirement.  He 

stressed the importance of the BTMP as allowing United Water RI to keep pace with 

technological advances thus reducing risk due to outdated support systems.6 

 At the present time, the Company plans to implement three aspects of the BTMP: 

a) a new Customer Information System (“CIS”), b) an Enterprise Asset Management 

                                                 
5 Id. at 7-9. 
6 Id. at 9-13. 
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(“EAM”) system and c) a geographic information system (“GIS”) with all systems linked 

to mobile field staff.  Mr. Knox noted that replacement of the existing CIS will be 

completed in October of 2011.  He stated that implementation of the EAM will begin in 

2012 and be completed in eighteen months.  Following implementation of the EAM the 

mobile field staff will be linked to the Company’s data systems within approximately 

eighteen months.7 

 Regarding the CIS, Mr. Knox discussed the business and technical reasons that it 

was important for United Water RI to separate itself from the WINS II system which is 

an outsourced system.  He asserted that the WINS II system does not meet United Water 

RI’s business needs in that it does not provide the appropriate level of integration or 

allow service personnel to support the needs of its customers.  He noted improved 

business process and management reporting as resulting once the Company separates 

itself from the WINS II system.  Mr. Knox asserted that from a technical point of view, 

the computer language used by the WINS II system has outlived its usefulness and is no 

longer readily utilized in the market.  He identified a number of risks in remaining on the 

WINS II system including the lack of commitment on the part of the owner/operator of 

the system in further investment or development of the system, the migration from the 

system of other clients thereby reducing the client base and the limited number of staff 

that have detailed knowledge of that system.8   

 Mr. Knox listed the benefits of a new CIS to include billing, account 

management, revenue management, credit and collections, field device management and 

field service work management.  Specifically, he discussed the ability of this system to 

                                                 
7 Id. at 13-14. 
8 Id. at 14-16. 
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provide response to a customer inquiry during the customer’s first contact assuming a 

field visit is not necessary.  He noted that all of a customer’s accounts would be linked 

allowing a customer service representative (“CSR”) the ability to access all accounts 

from a single location.  The new system would also allow for improved scheduling of 

customer appointments, improved handling of customer complaints, pre-emptive 

monitoring, customers being able to select their channel of communication with the 

Company, and improved billing services by allowing for payment plans and installment 

deposit plans to be shown on the bill.9  

 Mr. Knox discussed how the capital improvements will improve flow and 

pressure and provide timeliness and accuracy while ensuring that the Company is able to 

meet its obligation to provide high quality water and water service to its customers in a 

cost efficient manner.  He mentioned that the Company’s strategy is to complete one 

project per year and noted that since the last rate case, United Water RI has replaced 

almost 8,000 feet of varying width pipe as well as 80 percent of residential meters being 

replaced with radio frequency transmitting meters.  He described the results obtained 

from research grants offered by Suez Environmental, United Water RI’s parent company, 

through its R&I Alliance as allowing the Company to optimize operations, reduce 

operating costs and improve water quality.  Specifically, he identified the pipe asset 

management and storage tank operations as two of the areas where the R&I Alliance has 

benefitted Rhode Island customers.10  

 Mr. Knox described a number of R&I projects that are planned including: a) a 

grant to study the use of a special membrane to remove volatile substances from drinking 

                                                 
9 Id. at 16-19.  
10 Id. at 20-23. 
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water, b) a project to evaluate fixed metering networks which will allow customers to 

view real time usage and allow United Water RI to better assist customers in identifying 

leaks and c) continued research at the Company’s research center.  He also identified the 

numerous ways that United Water RI has proven its commitment to conservation by the 

distribution of low flow household water fixtures, bill stuffers with savings tips, 

immediate response to suspected leaks and its low level of system loss.  These efforts, he 

asserted, have resulted in a decrease in the average residential customer usage from 217 

gallons of water per day to 157 gallons of water per day since United Water RI’s last rate 

case.  In addition to these conservation efforts, Mr. Knox stated that the Company uses a 

number of communication methods to inform its customers and other stakeholders about 

the Company’s activities and performance including its website, the news media, 

meetings with local officials and school programs.11 

 United Water’s corporate Customer Service Group has also conducted customer 

satisfaction surveys where United Water RI has consistently been the number one 

company.  Mr. Knox noted that the Company receives very few complaints.  He  

identified the individuals that will provide pre-filed testimony and described the services 

and functions that UWM&S provides to United Water RI noting that without these 

services and functions being provided on a regular basis, United Water RI would not be 

able to effectively meet ever changing state and federal regulations.  Mr. Knox also 

described the Sector Agreement between United Water RI and United Water New York 

which provides operational, engineering and management support to United Water RI on 

an as needed basis.  He explained how corporate United Water is divided into six sectors, 

each which includes a large sector utility, in this instance New York and several smaller 
                                                 
11 Id. at 23-26. 
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companies like Rhode Island.  This Sector Agreement was filed with the Commission in 

1998.12 

B.  Obioma N. Ugboaja 

 Obioma N. Ugboaja, a rate analyst for UWMS, provided testimony to sponsor 

normalized operating revenues and to present the proposed tariffs for the rate year.  He 

identified the historic test year as the calendar year ending December 31, 2010 and the 

rate year as the calendar year ending December 31, 2012.  He presented adjusted test year 

revenues of $2,885,747.  After adding adjustments for customer growth and weather 

normalization, Mr. Ugboaja determined the rate year revenue to be $2,858,302.  He noted 

that with the exception of the public and private fire classes, United Water RI used a 

simple trend analysis to project customer growth with a five year historical period as its 

data sample.  For the fire classes, Mr. Ugboaja used the number of hydrants in the test 

year as the projected number of hydrants for the rate year.  Mr. Ugboaja’s projections 

revealed a 1.6 percent growth in United Water RI’s residential class and a 0.40 percent 

growth in its commercial class.  He described how growth was projected for all classes 

and explained that a more detailed approach was used to project the consumption for the 

residential class because that class of customers accounts for approximately ninety 

percent of the Company’s customer base.  He pointed out that while growth has 

historically trended upwards, actual billed consumption has trended downwards opining 

that this downward trend may be the result of water conservation.  He identified weather 

and the economy as possible explanations for the decrease in actual billed consumption.13 

                                                 
12 Id. at 26-29. 
13 United Water RI Exhibit 1b, Direct Testimony of Obioma N. Ugboaja, June 3, 2011 at 1-5. 
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 Mr. Ugboaja asserted that the modest increase in customer growth is tempered by 

the lower consumption volumes.  He described the fire protection services as 187 fire 

service lines and 658 public fire hydrants that bring in $252,368 of revenue.  He stated 

that since no new developments are planned to be constructed for the rate year, United 

Water RI projected the same number of hydrants and service lines as its historic test year.  

He identified certain adjustments made to miscellaneous revenues, turn on/off fees 

estimated to be approximately $6292 during the rate year, a water quality protection 

charge which is a statutorily mandated surcharge estimated to be $13,880 for the rate 

year, tank truck sales normalized using a five year average of $13,032 and miscellaneous 

fees totaling $3,098 for meter test charges, returned checks and fees from the Point Judith 

Country Club.14   

 Mr. Ugboaja alleged that the current tariff does not provide sufficient revenue for 

the Company to cover the costs of serving its customers and proposed the changes 

recommended by Mr. Woodcock based on his findings in the Class Cost of Service 

(“CCOS”) study that he prepared.  He described the increases proposed to the three 

components of service: a) service charges which are proposed to increase between 35 

percent and 108 percent depending on meter size, b) volumetric rates which include 

inclining block rates that will increase by approximately 29 percent for the first block and 

approximately 21 percent in its second block for residential customers and will increase 

by 69 percent for non-residential customers and wholesale rates which are proposed to 

increase by 26 percent to reflect the full cost of service and c) fire service which is 

                                                 
14 Id. at 6-8. 
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proposed to increase by 100 percent for public service and between 4.8 percent and 103 

percent for private service depending on the service line.15 

 While the rates do not reflect the full cost of service for each customer class, Mr. 

Ugboaja, stated that it was United Water RI’s intention to gradually phase-in rates over 

time to reflect the true cost of service.  He offered that local economic and political 

concerns, competitive pressures and the need to avoid rate shock are issues to be 

examined when determining final rates for utilities in addition to the CCOS.  He asserted 

that the proposed rates are fair and balance the interests of all customers served while at 

the same time encouraging conservation by sending appropriate price signals to 

consumers and allowing United Water RI to provide quality and reliable service to its 

customers.16  

C.  Pauline M. Ahern 

 Pauline M. Ahern, a Principal with AUS Consultants, provided testimony 

regarding the rate of return, the cost of equity, the cost long-term debt and the capital 

structure.  She recommended a rate of return of 8.74 percent based on the consolidated 

capital structure at March 31, 2011 of UWW which consists of 47.53 percent long-term 

debt and 52.47 percent common equity at a long term debt cost of 6.15 percent and her 

recommended cost of equity of 11.10 percent.  Ms. Ahern used a proxy group to arrive at 

her recommended cost of equity, because United Water RI is not publicly traded and thus 

a market-based cost of common equity could not be determined directly from the 

Company.  Noting that no proxy group can be assembled that will have identical 

characteristics of United Water RI, she asserted that the proxy group results could be 

                                                 
15 Id. at 9-11. 
16 Id. at 11-12. 



 11

adjusted to reflect unique financial and/or business risk of the Company.  She arrived at 

an 11.10 percent cost of common equity after evaluating four market-based cost of 

common equity models each of which she discussed individually.  Ms. Ahern noted that 

her recommended common equity cost was based on a proxy group of eight water 

companies that was adjusted downward by 21 basis points to reflect United Water RI’s 

lower financial risk and adjusted upward by 55 basis points to account for United Water 

RI’s small size relative to the eight companies in the proxy group.17 

 Prior to beginning her discussion on each of the cost methods she utilized to reach 

her conclusion, Ms. Ahern asserted that use of multiple models adds reliability when a 

cost rate is set for a particular company.   She defined business risk as the riskiness of a 

company’ common stock without considering debt and/or preferred capital and provided 

quality of management, regulatory environment, customer mix and concentration of 

customers, service territory growth, capital intensity and size as examples of business risk 

that would have a direct bearing on earnings.  She noted that the higher the business risk, 

the greater the rate of return demanded by shareholders.  She identified a number of 

business risks facing the water industry to include tightening health and safety 

regulations, drought, water source overuse, runoff and threatened species/habitat and 

environmental protection that limit supply availability.  She also contrasted water utilities 

to other public utilities stating that they are typically vertically engaged, providing the 

entire service from acquiring supply to distribution.18 

 In addition to the risks, Ms. Ahern discussed how the water industry is much more 

capital intensive than that of other utilities and how it requires more investment to 

                                                 
17 United Water RI Exhibit 1c, Direct Testimony of Pauline M. Ahern, June 3, 2011 at 1-6. 
 
18 Id. at 6-8. 
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produce revenue.  She stated that in 2010 it took United Water RI $5.10 in net utility 

plant to produce $1.00 of operating revenue.  She noted that United Water RI is 

projecting an approximate 82 percent increase in capital investments over the next five 

years.  Because water utilities have lower depreciation rates, Ms. Ahern asserted that 

depreciation as a source of internally generated cash is less for water utilities than it is for 

other utilities and pointed out that United Water RI’s average depreciation rate for 2010 

was 2.1 percent which was lower than the 3 percent average for water utilities.  While 

noting that water utilities are capital intensive, she offered that capital expenditures will 

increase significantly over the course of the next twenty years.  She cited an EPA fact 

sheet that stated transmission and distribution mains account for most of a water utility’s 

infrastructure.  She asserted that capital expenditures will require significant financing 

which is typically debt, equity and cash flow, and all of which are connected to the 

utility’s ability to earn a sufficient rate of return able to allow the utility to maintain a 

good credit rating and to attract new capital.19 

 Ms. Ahern alleged that because of the capital intensity, depreciation rates, 

significant capital expenditures and negative free cash flow relative to operating 

revenues, water utilities are a greater investment risk than electric, gas and combination 

electric gas utilities.  She also noted the increasing proportion of total debt to earnings 

before interest, taxes, depreciation and amortization (“EBITDA”) which indicates 

financial risk for water utilities increasing significantly and now being higher than that of 

electric, combination electric and gas and natural gas utilities as opposed to ten years ago 

when that risk was lower than those other utilities.  Additionally the decline in funds for 

operations to total debt, low level interest coverage ratios and returns on equity (“ROE”) 
                                                 
19 Id. at 8-14. 
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that are lower than those for electric, combination electric and gas and natural gas utilities 

for the ten year period ending in 2010 are other indicators that water utilities have an 

increased investment risk.  Ms. Ahern asserted the water utilities generally earn far less 

than their authorized ROEs as opposed to electric, combination electric and gas and 

natural gas utilities further supporting her assertion that water utilities are riskier 

investments than other utilities.20 

 In discussing her assertion that United Water RI has an additional extraordinary 

business risk because of its small size, Ms. Ahern alleged that smaller companies are less 

able to cope with significant events that affect sales, revenues and earnings such as the 

loss of a large customer and extreme weather conditions.  She asserted that because of the 

risk associated with the smallness of a company, investors demand a greater return to 

compensate for the lack of liquidity and marketability of their investment.21  

 Ms. Ahern defined financial risk as additional risk created by the introduction of 

additional capital, debt and preferred stock, into the capital structure.  She asserted that 

when there is a high amount of this type of capital in the capital structure, consideration 

must be given in establishing a cost of common equity that will compensate for the 

higher financial risk created by this capital.  She discussed the S&P rating matrix 

pointing out that the eight water companies in her proxy group were split A+ (A), 

Excellent and Intermediate and that United Water RI was not rated by either Moody’s or 

S&P.  Although the business and financial risks of the companies in the proxy group may 

be different, Ms. Ahern stated that the fact that these companies have the same 

bond/credit rating indicates that the combined risks are similar.  She asserted that bond 

                                                 
20 Id. at 14-18. 
21 Id. at 18-19. 
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and credit ratings are a good way to compare the investment risks of different companies, 

because they provide a thorough and comprehensive analysis of all diversifiable business 

risks.22 

 Ms. Ahern described how she selected the eight companies in her proxy group 

with criteria that included:  Water Company Group of AUS Utility Reports (April 2011); 

consensus five-year EPS growth rate projections; positive Value Line five-year DPS 

growth rate projections; Value Line adjusted betas; no cut or omission of dividends 

during five years ending 2010; 60 percent or greater of 2010 total operating income 

derived from and 60 percent or greater of 2010 total assets devoted to regulated water 

operations; and no public announcement of involvement in any major merger or 

acquisition activity.  Comparing the eight companies selected for her proxy group, she 

found that those companies had an average 7.87 percent earnings rate on book common 

equity based on 50.30 percent total permanent capital excluding short term debt with the 

average dividend payout ratio of 66.14 percent.  The range of total debt as a percentage of 

EBITDA for 2006-2010 averaged 6.04 times, and funds from operations relative to total 

debt averaged 16.81 percent.23 

 Ms. Ahern described the Efficient Market Hypothesis (“EMH”) as the foundation 

of modern investment theory.  She explained that the “semistrong” form of the EMH 

assumes all publicly available information and risks are taken into account by investors 

and thus are fully reflected in securities prices.  She emphasized that no specific common 

equity model should be relied on exclusively and that in order to emulate investor 

behavior, the results of the different models should be considered.  She asserted that she 

                                                 
22 Id. at 19-22. 
23 Id. at 22-23. 
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considered the Discounted Cash Flow (“DCF”) model, the Risk Premium Model 

(“RPM”), the Capital Asset Pricing Model (“CAPM”) and the Comparable Earnings 

Model (“CEM”).24 

 In describing the DCF model, Ms. Ahern noted that when investors buy stock, 

they do so for an expected total return rate which is determined by the dividend yield and 

the expected growth rate.  The sum of the dividend yield and the expected growth rate is 

the capitalization rate or the total common equity return rate expected by investors.  She 

utilized the single-stage constant growth model, as it is the most commonly used model 

with public utilities because utilities, especially water utilities are in a mature stage of 

their life cycles and are not transitioning from growth stage to growth stage.  She 

identified a number of characteristics to support her assertion that the utility industry is 

relatively stable and mature including the fact that returns on investment for this industry 

are set through a ratemaking process, as opposed to through the competitive market, and 

the longevity of the industry.25 

 Ms. Ahern used unadjusted dividend yields based on the average of closing 

market prices for the 60 day period ending April 1, 2011.  She explained that dividend 

yield must be adjusted, because dividends are paid quarterly and not daily.  She adjusted 

the actual average dividend yield upward by ½ the annual growth rate, because the 

various companies increase their quarterly dividend at different times during the year.  

She asserted that this conservative approach of a ½ growth rate increase was reasonable.  

She explained how investors rely on analysts’ earnings growth expectations and how 

such expectations have a significant effect on market prices and the appreciation of those 

                                                 
24 Id. at 23-25. 
25 Id. at 25-27. 
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prices and cited authorities, Myron Gordon and James Bonbright to support her assertion 

that analysts’ forecasts are superior to financial statements and historical extrapolations 

and her use of EPS growth rate projections in the cost of common equity analysis.  In 

addition to using security analysts’ projected EPS growth rates, she used Value Line’s 

projected five-year compound growth rates in EPS for each company in her proxy group. 

Ms. Ahern’s calculations resulted in her recommendation for a cost of common equity of 

9.81 percent which was the median for the companies in her proxy group.26 

   The second model Ms. Ahern evaluated was the RPM which she defined as 

based on the premise that the greater the risk borne by investors, the greater the return 

they require.  She asserted that equity capital has a greater investment risk than debt 

capital.  Ms. Ahern noted that with the RPM theory, the cost of common equity equals 

the cost rate for long term debt plus a risk premium over that cost rate to compensate 

shareholders for the additional risk they assume by being last-in-line for any claims 

against the corporation’s assets and earnings.  She distinguished the RPM and the CAPM 

by noting that the RPM uses a beta approach taking into account market risk which is a 

very small percentage of total risk.  Additionally, because the CAPM uses a risk-free rate 

of return, it does not reflect the company’s specific risk.27 

 Ms. Ahern set forth the steps in the RPM analysis starting with how she 

determined the expected bond yield.  She used a consensus forecast of approximately 

fifty economists of the expected yield on Aaa rated corporate bonds for the six calendar 

quarters ending with the third calendar quarter of 2012 and made 51 basis point 

adjustment to that yield to be the equivalent of a Moody’s A2 rated public utility bond 

                                                 
26 Id. at 27-31, Schedule PMA-6. 
27 Id. at  31-33. 
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resulting in an expected bond yield applicable to a Moody’s A rated public utility bond of 

6.06 percent.   She adjusted this by 16 basis points to make the prospective bond yield 

applicable to an A3 public utility bond because her proxy group’s average Moody’s bond 

rating is A3 resulting in the expected specific bond yield of 6.22 percent.28 

Ms. Ahern identified the mean equity risk premium of her proxy group as 4.39 

percent.  She asserted that because betas are derived from market prices of common 

stocks over a five year period, beta derived equity risk premiums should be given 

substantial weight.  She explained that the total market equity risk premium utilized is 

6.30 percent and is based on the average of the long-term historical market risk premium 

and forecasted market risk premium as well as an equity risk premium based upon a 

study of the holding period returns of the S&P Public Utility Index relative to A rated 

public utility bond yields.  She used the average historical yield on Moody’s Aaa and A 

rated corporate bonds for the period 1926-2010 and supported her use of the long holding 

period by noting that it is consistent with the long-term investment horizon presumed by 

the DCF model.  She calculated the long-term historical equity risk premium on the 

market as a whole to be 5.80 percent by subtracting the long-term arithmetic mean yield 

on corporate bonds from the long-term arithmetic mean total return rates on the market as 

a whole.  She supported her use of the arithmetic mean, as opposed to the geometric 

mean, by asserting that its use takes into account variance in returns and equity risk 

premiums allowing investors to meaningfully evaluate prospective risk.  She also cited 

various authorities to further support her assertion.29 

                                                 
28 Id. at 33-34. 
29 Id. at 34-39. 
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Because both ratemaking and the cost of capital are prospective, Ms. Ahern 

asserted that a prospective market risk equity premium is essential.  She explained her 

calculation of the 6.30 percent equity risk premium as deducting the April 1, 2011 Blue 

Chip Financial Forecasts consensus estimate of about 50 economists of the expected yield 

on Moody’s Aaa rated corporate bonds for the six calendar quarters ending with the third 

calendar quarter of 2012 of 5.55 percent from the forecasted annual total return rate on 

the market as a whole of 12.34 percent resulting in a forecasted total market equity risk 

premium of 6.79 percent.  She then added this with the historical equity risk premium of 

5.80 percent and divided that sum by two since she gave equal weight to the forecasted 

and the historical equity risk premiums.  This 6.30 percent equity risk premium was 

adjusted by the median beta of the proxy group, 0.73, to result in a beta driven premium 

of 4.60 percent which was then added to that based on the holding period returns for 

public utilities with A rated bonds, 4.17 percent, and then divided by two to reach the 

beta adjusted risk premium of 4.39 percent.  Then Ms. Ahern added the beta adjusted risk 

premium of 4.39 percent to the adjusted prospective bond yield of 6.22 percent to arrive 

at her recommended RPM common equity cost rate of 10.61 percent.30 

 The third method Ms. Ahern discussed was the CAPM which she noted defines 

risk as the covariability of a security’s returns with the market’s returns as measured by 

beta.  A beta of less than 1.0 indicates lower variability than the market and a beta of 

greater than 1.0 indicates higher variability than the market.  She pointed out that this 

method assumes that all non-market risks or unsystematic risks can be eliminated through 

diversification and any risk that cannot be eliminated is called market or systematic risk.  

She explained that investors require compensation for this market risk and described how 
                                                 
30 Id. at 39-41, Schedule PMA-8. 



 19

a risk-free rate of return is added to a market risk premium which is then adjusted to 

reflect the systematic risk of the individual security relative to the total market as 

measured by beta.  She applied both the traditional CAPM and the Empirical Capital 

Asset Pricing Model (“ECAPM”) and averaged the two to come up with her result.  Ms. 

Ahern adopted a 4.88 percent risk free rate of return which was based up the average 

consensus forecast for the reporting economists in the April 1, 2011 Blue Chip Financial 

Forecasts of the expected yields on 30-year U.S. Treasury bonds for the six quarters 

ending with the third calendar quarter 2012.  She explained that the prospective yield on 

long-term U.S. Treasury bonds was appropriate for use as the risk free rate, because it is 

consistent with the long-term cost of capital to public utilities measured by the yields on 

A rated public utility bonds, the long-term horizon presumed in the standard DCF model 

used in regulatory ratemaking, and the long-term life of the jurisdictional rate base to 

which the allowed rate of return will be applied.31 

 Ms. Ahern deducted the 4.88 percent risk free rate of return from the Value Line 

projected total annual market return of 12.34 percent resulting in a forecasted total market 

equity risk premium of 7.46 percent.  Next she deducted the long-term income return on 

U.S. Government Securities of 5.20 percent from the SBBI-2011 historical total market 

return of 11.90 percent for a historical equity risk premium of 6.70 percent.  The 6.70 

percent historical equity risk premiums resulted in an average total market equity risk 

premium of 7.08 percent.  She added the company specific risk premium, which was 

derived by multiplying the average total market equity risk premium of 7.08 percent by 

the Value Line adjusted beta for each company, to the 4.88 percent risk free rate to 

calculate the CAPM result for each of the companies in her proxy group and a median 
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CAPM of 10.20 percent.  To calculate the ECAPM, instead of multiplying the beta by the 

7.08 percent average total market equity risk premium, she added 25 percent of the 

average total market equity risk premium with 75 percent of the beta times the average 

total market equity risk premium and then added that to the 4.88 percent risk free rate for 

a median ECAPM for the proxy group of 10.50 percent.  Finally she averaged the CAPM 

and the ECAPM results to calculate her recommended cost rate of 10.26 percent.32  

 Ms. Ahern evaluated the CEM which she asserted was consistent with the Hope 

doctrine that the return received by an equity investor should be commensurate with the 

return on investment of other firms with corresponding risks.  She noted that the true cost 

of an investment is equivalent to its next best alternative use of the funds being invested.  

She pointed out that regulation is intended to mimic competition and to provide a fair rate 

of return.  She explained that she used a proxy group of non-price regulated firms similar 

in risk to the price regulated utilities in her proxy group, because to choose a proxy group 

of price regulated utilities would be circular as achieved returns are a function of 

authorized ROEs.33 

 Ms. Ahern described her proxy group as a group of eighty-five domestic no-price 

regulated non-utility companies that had systematic and unsystematic risks equaling that 

of the companies in her water company proxy group.  These companies had similar 

unadjusted betas and standard errors of regression.  She asserted that for her proxy group 

of eight water companies, the median of all of the five-year projected returns on book 

common equity, net worth or partners’ capital is 15.00 percent.  After exclusion of four 

firms that she identified as outliers because of their significantly different returns from 
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their respective means which she determined after applying a test of significance, her 

conclusion of CEM cost rate is 14.50 percent.34 

 Ms. Ahern’s concluded that a cost of equity of 11.10 percent was reasonable 

considering the results of the four methods she employed.  She supported her use of four 

models by noting that no one model is precise enough to support sole reliance on that one 

model, all of the models have application problems, all are based on EMH and finally, the 

use of all four is supported by financial literature and regulatory precedent.  She noted 

that she made a downward financial risk adjustment of 00.21 percent because of United 

Water RI’s higher ratemaking common equity ratio of 52.47 percent as opposed to the 

average of the proxy group which is 49.26 percent and an upward adjustment of 00.55 

percent to account for the small size of the Company.  After her adjustments, Ms. Ahern 

stated her recommended common equity cost rate is 11.10 percent for an overall rate of 

return of 8.74 percent.35 

D.  Timothy J. Michaelson 

 Timothy J. Michaelson presented testimony to address the test year, the rate year, 

and depreciation expense for the rate year and to sponsor the revenue requirement.  He 

identified the test year as the year ending December 31, 2010 and the proposed rate year 

as the year ending December 31, 2012.  He described how he prepared the rate base for 

the rate year by first developing the rate base for the test year and then forecasting each 

element.36 

 Mr. Michaelson first discussed Utility Plant in Service noting that the average 

balance of Plant in Service is $22,270,513.  He derived this figure by forecasting 
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additions and retirements for each month beginning December 31, 2010 and adding or 

subtracting those forecasts from each month’s balance.  Then he added all of the balances 

for the months beginning December 31, 2011 and ending December 31, 2012 and 

averaged that total to arrive at his final figure for ratemaking purposes.  He calculated the 

($6,213,068) average Accumulated Depreciation by adding the monthly balances for 

December 31, 2011 through December 31, 2012 and dividing that amount by thirteen 

months.  Contributions in Aid of Construction (“CIAC”) were calculated in the same 

manner by summing the monthly balances for the thirteen months beginning December 

31, 2011 and ending December 31, 2012 and then dividing that total by thirteen to arrive 

at average CIAC used in the Rate Base calculation of ($3,072,858) which was amortized.  

The amortized amount was used in calculating the $510,632 annual Depreciation 

Expense.37   

 Regarding Accumulated Deferred Income Taxes (“ADIT”), Mr. Michaelson 

provided schedules to show the differences in tax and book depreciation for projected 

2011 and 2012 for existing assets and assets planned to be put into service.  He calculated 

Unamortized Investment Tax Credit (“ITC”) and Materials and Supplies the same way as 

he calculated Utility Plant in Service, Accumulated Depreciation and CIAC by using the 

thirteen month method.  Cash Working Capital (“CWC”) was calculated by using 1/8 of 

Operation Maintenance expenses for a $235,028 allowance.  Mr. Michaelson noted that 

United Water RI painted two tanks in 2008 and will start amortizing this expense over ten 

years beginning in February 2012 to coincide with the anticipated date when the new 

rates will take effect.  He also asserted that the Boston Neck tank is scheduled to be 

painted in October 2012 and this expense will begin to be amortized in that same month.  
                                                 
37 Id. at 3-5, Exhibit 3, Schedules 1, 2, 3, 4. 
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Mr. Michaelson provided a schedule calculating the deferred tax impact on the monthly 

unamortized balance using the thirteen month method used previously.38 

 Mr. Michaelson asserted that the Company is proposing a three year amortization 

period for deferred rate case expense beginning in February 2012 which is projected to 

total $320,500.  He applied the 78.4 percent unfunded percentage to the expected FAS-

106 expense for 2011 and 2012 and then added one twelfth of unfunded 2011 and 2012 

expenses to the previous month’s unfunded balance to determine the current month’s 

balance.  Once he calculated the Deferred Tax impact, a thirteen month average of the net 

balance was used to determine the amount to be included in Rate Base.  He explained the 

three year amortization period for rate case expense as being appropriate, because future 

planned capital expenses and cost increases will require the Company to file more 

frequently than the twelve year period that has passed since the last filing.39 

 Finally Mr. Michaelson described how adjusted Depreciation Expense was 

calculated noting that the prior month’s Plant Account balance is added/subtracted from 

one-half of the current month’s additions/retirements and then one twelfth of the annual 

depreciation rate for each Plant Account is applied to that calculation.  He asserted that 

the $510,632 figure was a total of each month’s expense.  He again pointed out that the 

amortization of CIAC is included in that calculation.  Regarding the CIS system, Mr. 

Michaelson noted that because of its size relative to other computer software, the 

Company was proposing to amortize this expense separately over seven years and 

referenced that this expense is included in Depreciation expense.  Lastly, he stated that he 
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prepared an exhibit showing summarized information of operating income, rate base and 

rate of return for the rate year at present rates and the proposed rates.40 

E.  Thomas G. Lippai 

 Thomas G. Lippai, analyzed United Water RI’s expenses and adjusted them to 

reflect known and measurable changes and performed normalizing calculations in order 

that those expenses fairly represented the Company’s operations into the rate year.  He 

normalized expenses based on known and measurable changes for expenses that could be 

independently analyzed and used the 3.327 percent represented by Blue Chip Financial 

Forecast’s estimated increase to the GDP Price Index for expenses where no such 

information to reflect known and measurable changes was available.  He sponsored 

twenty-three schedules supporting his adjustments.41 

 Mr. Lippai’s ($16,658) adjustment to wages and salaries represented 2011 pay 

increases, a projected salary increase of 2.7 percent to represent pay increases for the rate 

year, overtime pay normalized based on a three year historical average percentage and 

incentive compensation.  He also adjusted this expense by 1.44 percent for labor 

transferred in and 22.53 percent for labor transferred out or capitalized labor which was 

based on a three year historical average percentage.  He applied the net of those 

percentages, 21.09 percent, to normalized fringe benefits, based on the three year 

historical average percentage, associated with the labor transferred in or transferred out or 

capitalized.  The normalized fringe benefits costs included payroll taxes, health and 
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welfare costs, worker’s compensation, pension, PEBOP, 401k and other employee 

costs.42 

 The average kilowatt per hour (“kWh”) usage per million gallons (“mg”) was 

calculated by Mr. Lippai using the average of the three year historical kWh and total 

water production which he then applied to the total rate year water produced to determine 

the rate year kWh water usage.  He calculated the power costs by applying projected 

distribution and commodity unit prices per kWh to total rate year kWh usage.  He then 

applied the inflation rate per the GDP to the current rates.  He asserted that the Company 

has an existing contract with Constellation New Energy for the commodity portion of 

power costs that is effective until December 2013.  He noted that the power expense for 

the rate year is less than the test year, and he made an adjustment to reflect the decrease 

of $28,439.  Mr. Lippai used a three year average to determine chemical usage per mg.  

He made a $4,867 adjustment to reflect the projected increase in this cost based on the 

2011 chemical unit prices adjusted by the GDP Price Index for 2012.43  

   Mr. Lippai asserted that the Company no longer provides pension and PEBOP 

benefits for new hires in an effort to contain costs.  He stated that the United Water RI’s 

actuary projected a decrease of $27,227 for pension expense and $12,436 for PEBOP 

expense.  In discussing other employee benefits, Mr. Lippai noted that United Water RI 

employees contribute approximately 20-25 percent of their health benefit costs which he 

projected, based on information from outside Human Resource consulting firms, will 

increase by ten percent in the rate year.  He adjusted rate year life insurance and 401k 

expenses by applying the 2.53 percent base wage increase effective April 2011 and the 
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2.7 percent base wage increase effective April 2012 to the test year amounts.  He 

increased other employee benefit expenses by applying the GDP inflationary rate to the 

three year historical average.44 

 Mr. Lippai amortized tank painting expense over a period of ten years.  Two tanks 

were painted in 2008 and one other will be painted in the fourth quarter of 2012.  The 

proposed amortization of this cost results in a $38,574 adjustment.  He described 

Transportation/Vehicle expense to include fuel costs, maintenance and repair costs and 

other miscellaneous costs including insurance and depreciation.  He noted that because 

some labor was either transferred out or capitalized this expense decreased resulting in a 

$12,257 reduction to the test year expense.  Test year insurance expense for general 

corporation, property and worker’s compensation was adjusted by $256 to reflect value 

increases, liability and industry increases, loss rate history and increased payroll 

amounts.45 

 Mr. Lippai computed the Customer Information/Billing expenses for the rate year 

by increasing the average cost per customer for billing, printing, processing and postage 

for the 2010 calendar year and adding to that average, an increase for customer growth 

resulting in a $659 increase in the rate year.  He projected Rate Case expense after full 

adjudication of the instant matter to be $320,500 and proposed a three year amortization 

of this expense.  Mr. Lippai explained rent expense for property that United Water RI 

leases.  The property rate year lease expense was increased by 4 percent for the rate year 

which Mr. Lippai described as consistent with prior increases.  United Water RI also 

leases a transmission line which was turned over to the Company and for which the 
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Company was making loan payments.  Those loan payments will be complete in March 

2012 leaving United Water RI with a $4864 reduction in loan payments for the rate 

year.46  

 Mr. Lippai described the components of Outside Services as including 

administration, accounting, tax, communications, customer service oversight, finance, 

human resources, information systems, legal, procurement, technical services and other 

general services necessary in the proper conduct of business.  He noted that test year 

Management and Services Fees was adjusted by 2.7 percent to reflect the projected wage 

increase.  Mr. Lippai explained that accounting and auditing, information systems and 

management fee components were adjusted by a 3.327 percent inflationary factor per the 

GDP to test year amounts.  He adjusted the remaining components by applying the 3.327 

percent inflationary factor to a three year historic average of those expenses.  He 

identified the total dollar adjustment for Outside Services as $3,140.  Mr. Lippai 

explained that Regulatory Commission Expense was based on R.I. Gen. Laws §39-1-23 

and other Operation and Maintenance expenses were adjusted by applying the 3.327 

percent inflation factor to the three year historical average.47 

 Regarding Property Tax, Mr. Lippai applied a three year historical average 

percentage change of 6.15 percent in the actual taxes paid from 2007 through 2010 to the 

test year which resulted in an increase of $23,522.  He used current federal and state 

statutory tax rates to determine payroll tax expense and made a $380 adjustment to Gross 

Receipts Tax to reflect a rate of 1.25 percent being applied to rate year operating 

revenues.  Mr. Lippai adjusted Federal Income Tax by the current statutory rate of 35 
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percent.  He explained that the 3.327 percent Inflationary Factor was based on the Blue 

Chip Financial Forecast’s estimate of increases to the GDP Price Index per the December 

1, 2010 issue to cover the years 2011 and 2012.  Finally, he calculated Interest expense 

by applying the weighted cost of debt to the rate year rate base amount.48 

F.  Christopher P.N. Woodcock 

 Finally, Christopher P.N. Woodcock provided testimony updating the cost of 

service allocations and rates.  Mr. Woodcock noted that United Water RI requested rate 

year revenue of $4.077 million which amounts to an increase of $1.218 million or 43.3 

percent of current revenues.  He explained that the cost of service study supports 

significant increases to public fire service and customers service charges.  He noted that 

in the prior Docket, No. 2873, neither one of these charges was increased to reflect fully 

its cost.  Recognizing that going to full cost of study based rates would result in a 

significant shift in revenues, Mr. Woodcock proposed phase-in rates that are less than the 

cost of service for retail fire service and customer service charges.  He noted that United 

Water RI’s proposed increase for metered retail rates that is greater than indicated to 

offset the phase in rates proposed for retail fire service and customer service charges.  He 

asserted that the proposed rates for United Water’s wholesale customers are not impacted 

by the proposed adjustments to the retail fire service and customer service charges.49  

Mr. Woodcock identified and described the eleven main schedules and supporting 

schedules that he attached to his testimony.  He discussed the cost of service study he 

prepared for the Company in Docket No. 2873 noting that the parties agreed to phase-in 

some of the increases to the public fire protection charges and the service charges for 
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smaller meters that the study indicated should both be increased substantially.  Mr. 

Woodcock asserted that the Company is not presently proposing to adopt cost based 

rates.  He pointed out that the cost based $245 per quarter public fire charge is consistent 

with the $200 per quarter charge derived in Docket No. 2873.  Mr. Woodcock 

recommended doubling the public fire service charges, about one half of the cost based 

increase which he noted would move them closer to the cost based rates, and shifting the 

remaining portion of this cost to the retail base costs.  He also recommended increasing 

the 5/8 inch meter quarterly service charge by about half the amount indicated with the 

remaining portion being assigned to the retail base costs.  In both instances, he did not 

recommend that the wholesale customers share in this increase as these charges are 

unrelated to the sales for resale.  Mr. Woodcock acknowledged that his recommended 

phase-in adjustments will increase the bill of a typical residential customer using 2000 

cubic feet per quarter by approximately $7 per quarter.  He also noted that this 

recommendation is not unusual citing the Commission’s recent decision in Pawtucket 

Water’s recent filing in Docket No. 4171 whereby both the public fire protection charges 

and the 5/8” service charges were set below the cost of service.50 

III. Division of Public Utilities and Carriers Direct Testimony 

The Division presented the testimonies of Thomas S. Catlin, a principal with 

Exeter Associates, Inc., Jerome D. Mierzwa, a principal with Exeter Associates, Inc., and 

Matthew I. Kahal, an independent consultant specializing in the areas of energy, utility 

and telecommunications. 

A.  Thomas S. Catlin 
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Thomas Catlin provided testimony on behalf of the Division to evaluate United 

Water RI’s rate year rate base and net operating income at present rates.  He 

recommended the overall revenue increase he believes necessary to generate the return on 

rate base recommended by Division witness, Matthew Kahal.  Mr. Catlin accepted United 

Water RI’s test year as the year ending December 31, 2010 and its rate year as the year 

ending December 31, 2012 for determining the revenue requirement.  He recommended a 

revenue increase of $896,196 as opposed to the $1,218,702 requested by the Company as 

what he found as necessary to generate the 7.58 percent rate of return recommended by 

Mr. Kahal.51  

Mr. Catlin made a number of adjustments to United Water RI’s rate base and 

operating income.  He adjusted Plant in Service to reflect a $198,000 investment that 

United Water RI included in contributions in-aid-of construction but failed to reflect as 

an investment in Plant in Service.  He reduced United Water RI’s adjustment to Material 

and Supplies by $15,575.  To justify this reduction, he asserted that since this expense has 

declined since mid-2010, the most recent 13-month average should be used to reflect 

investment levels as opposed to the historical 13-month average used by United Water 

RI.  Mr. Catlin made two adjustments to Cash Working Capital, the first to eliminate tank 

painting amortization expense from the expense base used in the calculation of cash 

working capital, asserting that it should be treated like all other depreciation and 

amortization expenses as it is recorded as a regulatory asset and included in rate base, and 
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the second to adjust the O&M base to reflect the adjustments he made, which based on 

the 1/8 method reduces United Water RI’s cash working capital allowance by $15,419.52 

Even though he accepted the deferral of the tank painting costs, which was never 

approved by the Commission, Mr. Catlin alleged that the Company’s proposed 

amortization schedule of the costs of painting the Sherman and Howland Aerator tanks 

was inappropriate and should have begun in 2008 when the painting was complete rather 

than in 2012 as the Company proposes.  He adjusted the deferred tank painting costs 

included in rate base to reflect the amortization of the costs for the 45 month period, May 

2008 when the tanks were put back into service, to February 2012, when the Company 

assumed amortization would begin resulting in a net reduction in rate base of $57,461 

after accounting for an associated reduction in accumulated deferred income taxes.  He 

also eliminated the balance of deferred rate case expense from rate base consistent with 

prior Commission practice as affirmed by the Rhode Island Supreme Court in Providence 

Gas Company v. Malachowski, 656 A.2d 949 at 953 (R.I. 1995) and pointed out that if 

these unamortized rate case costs were to be included in rate base, they should be stated 

on a net of tax basis as they are deductible for income tax purposes.53 

Mr. Catlin proposed a $44,972 reduction to rate base to reflect the increase in 

ADIT resulting from a provision for federal bonus depreciation of 100 percent for 2011 

and 50 percent for 2012.  Regarding Incentive Compensation, Mr. Catlin proposed two 

adjustments.  First he reduced the full target level of incentive for the Manager and 

Superintendent from 15 percent and 10 percent to 12.45 percent and 7.55 percent, 

respectively, as these amounts were the average incentive payments that these two 
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employees received over the last three years.  He did not reduce the Supervisor full target 

incentive, as the individual in that position is a new hire, and Mr. Catlin had no historical 

data for that position.  He also adjusted this expense to exclude the 40 percent of the 

bonus for these employees that is directly associated with meeting financial goals which 

he described as not appropriate to be recovered from ratepayers.  Mr. Catlin also 

proposed an adjustment to the incentive compensation billed to United Water RI for 

United Water Management and Services employees reducing that expense by the $17,000 

attributable to meeting corporate financial goals.54 

Regarding Benefits Transferred Out, Mr. Catlin reduced O&M expense by $1,078 

to reflect the amount that United Water RI inadvertently omitted for the OPEB transition 

obligation.  He also adjusted medical benefits expense in order to reflect the Company’s 

acknowledged correction to the number of employees receiving medical coverage.  He 

also recommended a five year amortization period for rate case expense, as opposed to 

the three year period recommended by United Water RI, noting that a five year period 

was reasonable in light of the fact that the last two rate cases were filed eight and ten 

years apart.  Pointing out that the cost of the Consumer Confidence Reports for 2009 and 

2010, which is part of the Outside Service Expense, was included in another account, Mr. 

Catlin reduced this expense to reflect the same.  Finally, Mr. Catlin proposed a ten year 

amortization period for the new CIS as opposed to the seven years proposed by United 

Water RI.  He reasoned that two other utilities with which he was involved had identified 

ten years as the useful life of their newly installed CIS.55 

B.  Jerome B. Mierzwa 
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Jerome Mierzwa provided testimony addressing United Water RI’s cost of service 

study and rate design proposals.  He explained that the cost of service study is conducted 

to determine the level of costs properly recoverable from each rate class.  He identified 

the two most common methods in allocating costs as the base-extra capacity method and 

the commodity-demand method.  He described the base-extra capacity method as one 

where costs and investment are classified into four categories and then divided between 

meter and service related costs and account or billing related costs before they are 

allocated to the various customer classes.  The commodity-demand method classifies 

usage related costs as demand and commodity before being allocated to the various 

customer classes.56 

Mr. Mierzwa testified that United Water RI employed the base extra-capacity 

methodology and included the residential and non-residential retail classes, the sales for 

resale class and the public and private fire protection classes.  He identified what he 

termed as several undesirable rate impacts of United Water RI’s cost of service study.  

The first impact Mr. Mierzwa noted as undesirable was United Water RI’s shift of 

$400,000 from fire protection charges to the retail classes.  He also pointed out a shift of 

$350,000 from billing charges to usage charges in an effort by United Water RI to reduce 

the increase in monthly service charges.57 

While not proposing any changes to the allocation factors used in United Water 

RI’s cost of service study, Mr. Mierzwa did recommend that Mr. Catlin’s revenue 

requirement adjustments be accepted.  He also proposed adjustments to both cost shifts.  

First, he recommended maintaining the $130 per quarter public fire hydrant charge 
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proposed by United Water RI which will result in reducing the $400,000 cost shift to 

$320,000.  Mr. Mierzwa’s second recommendation was to reduce the service charge cost 

from $350,000 to $320,000.  He prepared a revised cost of service study reflecting the 

Division’s adjustments and the change in consumption volumes identified by United 

Water RI in its response to a data request from the Division.58 

C.  Matthew I. Kahal 

Matthew Kahal presented testimony on behalf of the Division to address the 

Company’s proposed rate of return and cost of common equity and his recommendation 

regarding the same.  Mr. Kahal noted the United Water RI is owned by United Water 

Works, Inc. (“UWW”) which is a wholly-owned subsidiary of Suez Environmental S.A. 

(“Suez”) which is a foreign company that has both utility and non-utility operations.  He 

noted Ms. Ahern’s recommendation for an overall authorized rate of return of 8.74 

percent and asserted that the Company provided little explanation for its capital structure 

of 52.47 percent common equity and 47.53 percent long-term debt.  He concurred with 

the approach of using the proposed capital structure of UWW explaining that United 

Water RI is capitalized at 100 percent equity which would not be appropriate for 

ratemaking purposes and that UWW is the ultimate source of United Water RI’s capital 

base.  Furthermore, he noted that utilization of Suez’s capital structure would not be 

reasonable as it only has 6.2 percent of its assets devoted toward water utility service as 

opposed to UWW’s 96 percent devoted to water utility service.59 

Mr. Kahal recommended a rate of return of 7.58 percent which included an ROE 

of 9.5 percent and a capital structure of 49.9 percent total debt and 50.1 percent common 
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equity.  He used a 6.07 percent rate for cost of debt based on United Water RI’s response 

to a data request regarding recent debt refinancing.  Mr. Kahal noted Ms. Ahern’s ROE 

recommendation and set forth his 9.5 percent ROE which he stated was developed from a 

proxy group of water utilities similar to Ms. Ahern’s using the DCF method.  He also 

used a gas distribution proxy group as a check which he indicated as been employed by 

Ms. Ahern in past water utility cases and which yielded results demonstrating that the 

results obtained from his water proxy group were conservative.  Lastly, Mr. Kahal 

employed a CAPM analysis.  He asserted that the results obtained from his evaluation 

and consideration of the instability of the financial markets support his recommendation 

of a 9.5 percent ROE.  He also indicated that he considers United Water RI to be a low-

risk utility company.60  

Noting that his review yielded ten years of declining capital cost trends and three 

years of close to zero short-term Treasury rates, Mr. Kahal stated that interest rates have 

trended down and remained low.  He pointed out that while low short term rates are 

attributable to Federal Reserve policy decisions, low long term rates are reflective of 

market weakness, the inflation outlook and international events.  He asserted that 

although there has been market volatility within the few weeks that he prepared his 

testimony, utility stocks were relatively stable in 2011.  He relied on the most recent six 

month average of market data, as has been his practice, and considered the recent market 

turmoil in developing his recommendation for United Water RI.61  

While agreeing that it is reasonable to rely on the capital structure of UWW, Mr. 

Kahal identified several problems with United Water RI’s proposed capital structure.  
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First, he noted that United Water RI omitted short-term debt from its proposal.   The 

second problem identified by Mr. Kahal was United Water RI’s omission of a negative 

balance sheet entry “Other Comprehensive Income” which results in the overstating of 

UWW’s common equity balance by $3.285 million.  Mr. Kahal explained that short term 

debt should be included in the capital structure of a company, because it helps to finance 

operations and is the least expensive type of financing.  He pointed out that since UWW 

uses short term debt for financing, it will likely continue to do so in the future.  He 

pointed out that since United Water RI’s Allowance for Funds Used during Construction 

(“AFUDC”) does not reflect short term debt, it is important that it be included in the 

Company’s capital structure for setting a fair rate of return.  To reflect short term debt, 

Mr. Kahal used a 12-month average for the period ending June 2011 which averaged 

$28.7 million or 4.0 percent of capitalization.  He noted that the low cost rate on short-

term debt of 1.1 percent is expected to continue through 2013.  After reversing the 

overstatement to common equity noted above, Mr. Kahal identified the Company’s 

equity balance of $356.1 million.  Based on his adjustments, he recommended a capital 

structure of 45.8 percent long term debt, 4.04 percent short term debt and 50.13 percent 

common equity.  Mr. Kahal also adjusted the Company’s proposed embedded cost of 

debt to reflect its recent interest expense savings that resulted from its redemption of a 

$20 million debt issue at a cost rate of 5.3 percent to a new issue at a cost rate of 4.1 

percent.  His recalculation resulted in a reduction in the embedded cost rate from 6.15 

percent to 6.07 percent.62 

Mr. Kahal discussed Ms. Ahern’s evaluation of United Water RI’s business risk, 

specifically the capital investment needed to comply with the Safe Water Drinking Act 
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and the Company’s small size, noting that there has been no significant change in the 

Company’s risk profile since its last rate case.  Explaining the corporate structure of 

United Water RI, Mr. Kahal asserted that its ultimate parent, Suez, and the parent of its 

holding company UWW, infuses equity into it from time to time.  He pointed out that 

even though United Water RI is not rated by major credit rating agencies, UWW is rated 

as an A- by Standard & Poors (“S&P”), which considers water utilities like electric and 

gas distribution utility companies, to be low risk.  Based on S&P’s recent summary 

identifying UWW’s stand-alone business risk as excellent, Mr. Kahal asserted that Ms. 

Ahern’s 0.55 percent size adjustment was not warranted.63 

In discussing cost of equity, Mr. Kahal defined it as that amount required by 

investors to acquire or to hold on to a company’s common stock.  He noted that two 

factors determine the cost of equity of a company:  fundamental conditions in the market 

and business and financial risks of the individual company.  He recognized that Ms. 

Ahern adhered to these principles in her DCF analysis, but asserted that her RP and CE 

analyses veered from those principles by using excessive historical and non-market data.  

He used both the DCF and CAPM models emphasizing the DCF results because most 

utility regulatory commissions, including Rhode Island, rely heavily on this method in 

developing the cost of equity and setting a fair rate of return.64 

 Mr. Kahal identified the objective of the DCF model as estimating the discount 

rate expected by investors on the price of a particular publicly traded common stock.  He 

then set forth the elements of the model’s equation.  He noted that the constant growth 

rate assumption is reasonable for regulated utilities particularly when applied to a group 
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of companies.  Because this model can only be applied to publicly traded companies, it 

could not be applied to United Water RI.  Furthermore, because of Suez’s extensive 

international and non-utility operations, it was not reasonable for Mr. Kahal to apply the 

DCF model to Suez.  He selected a proxy group to eliminate any fluctuations in data that 

cannot be counted for in a simple DCF study and which will cancel out anomalies 

through the averaging process.  He noted that his group was similar to Ms. Ahern’s group 

and that she used all but one of the same companies.  He also used a proxy group of 

natural gas distribution companies as a check on the results of his water utility proxy 

group noting that Ms. Ahern has done the same in the past although not in the instant 

matter.65 

 Mr. Kahal used nine companies, four of which are small water companies and 

whose assets are principally devoted to regulated utility service.  He noted that the one 

company he used that Ms. Ahern excluded did not materially affect his DCF results.  He 

stated that because the non-utility operations of some of the companies he used in his 

proxy group are minimal he did not believe it was necessary to make an adjustment to his 

recommendation to reflect those riskier non-regulated operations.  He mentioned Ms. 

Ahern’s 0.55 percent size adjustment and her downward adjustment of 0.21 percent  for 

United Water RI’s strong capital structure noting that although he did not make an 

adjustment, his 9.5 percent recommendation slightly exceeds that of the proxy groups 

results.66 

 Using the six-month time period, Mr. Kahal’s  dividend yield component of 3.33 

percent reflected an average of the proxy group dividend yields which he described as 
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stable over the six month period.  He used the half-year growth rate adjustment technique 

to adjust this yield to 3.4 percent noting that the yield used in the model should be the 

value of what investors expect to receive over the course of a year.  He pointed out that 

Ms. Ahern also used the half-year growth rate adjustment, but used a 60-day average as 

opposed to the six-month average he used.  Because of the stability of the market data for 

the group, Mr. Kahal recognized that Ms. Ahern’s approach did not produce a 

significantly different result than the result he had obtained.67 

 Regarding the growth rate, Mr. Kahal asserted that it should be prospective 

observing that Ms. Ahern placed exclusive weight on securities analysts projections of 

earnings per share.  He averaged five sources, YahooFinance, MSNMoney, Reuters, 

CNNfn and Value Line, along with other evidence to obtain his 5.5 to 6.5 percent range 

for long-term growth rate.   In order to test the reasonableness and to corroborate the 

growth rate, Mr. Kahal also compiled three other measures of growth rates published by 

Value Line, growth rates of dividends and book value per share and long-run retained 

earnings growth.  He pointed out that this information was only available for the five 

larger companies in his water proxy group and ranged between 4.25 and 4.8 percent for 

these three other measures.  Mr. Kahal noted that the Commission has historically 

favored the use of earnings retention growth, here averages 4.6 percent, but suggested 

that sustainable growth be included as an adder which he estimated at 1.2 percent for a 

total growth rate range of 5.8 percent.  He concluded that the 5.8 percent sustainable 

growth rate and the 6.15 percent analysts’ earnings projections support a reasonable 

range of 5.5 to 6.5 percent.68 
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 Based on his calculation using an adjusted dividend yield of 3.4 percent and a 

long-term growth range of 5.5 to 6.5 percent, Mr. Kahal identified a DCF range of 8.9 to 

9.9 percent, with a midpoint of 9.4 percent.  When asked to compare his recommendation 

to Ms. Ahern’s, Mr. Kahal responded that she recommended a range with a midpoint of 

9.81 percent which falls within his recommended range.69 

 Mr. Kahal discussed his evaluation of the gas company proxy of nine companies 

and identified an adjusted dividend yield of 3.8 percent for this group.  He identified a 

growth rate range of 4.5 percent for securities analyst earnings, to 5.5 percent for 

sustainable growth rate.  This range with the 3.8 percent adjusted dividend yield revealed 

a DCF return range of 8.3 to 9.3 percent with a midpoint of 8.8 percent.  Mr. Kahal stated 

that this supported his 9.5 percent recommendation noting that the 9.3 percent upper end 

of his range reflects the use of the sustainable growth rate methodology.70 

 Mr. Kahal identified the CAPM methodology as a form of risk premium 

methodology most often used in rate cases after the DCF method.  He noted the cost of 

equity as equaling the yield on a risk-free asset added to the sum of an equity risk 

premium multiplied by beta, which is a firm-specific risk measure computed as 

movements of the firm’s stock compared to movement of the market as a whole.  This, he 

stated, measures the investment risk that cannot be reduced or eliminated through asset 

diversification.  Since the market has a beta of 1.0, a low risk company would have a beta 

of less than 1.0 and a high risk company would have a beta of greater than 1.0.  Of the 

three variables in the formula, Mr. Kahal testified that two were directly observable, the 

yield on the risk-free asset, e.g. a Treasury security yield, and the beta, which is published 
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by an investor service such as Value Line.  The challenge, he stated, comes in measuring 

the expected return on the overall market.  He pointed out that both he and Ms. Ahern 

used the Value Line published beta.71 

 Mr. Kahal used a beta of 0.72 percent noting that Ms. Ahern’s used a beta that 

was slightly higher, 0.74 percent.  He also used long-term Treasury yields that averaged 

4.25 percent over the last six months and an equity risk premium range of 5 to 8 percent.  

His calculations revealed a CAPM range of 7.9 to 10.0 percent with a midpoint of 8.9 

percent.  He pointed out that had he used Ms. Ahern’s market risk premium of 7.1 

percent, his CAPM result would have been 9.36 percent.  He justified his 5 to 8 percent 

range because of uncertainty regarding the true market return value and as supported by a 

finance publication that was also cited by Ms. Ahern.  Additionally, he pointed out that 

Ms. Ahern’s 7.1 percent equity risk premium falls within his range.72 

 Finally, Mr. Kahal discussed Ms. Ahern’s recommendations for the various 

methodologies.  First he alleged that her ROE recommendation was distorted by the 14.5 

percent Comparable Earnings estimate and that her size adjustment was improper.  

Specifically for her DCF recommendation, he asserted that his securities analyst growth 

rate average which was 0.5 percent lower than hers was compiled with more recent and 

comprehensive data and that she had failed to calculate a sustainable growth rate which 

the Commission has relied on previously.  Regarding her CAPM analysis, Mr. Kahal 

asserted that there is no basis or support for her use of the ECAPM adjustment.  

Furthermore, he noted that her 4.88 percent risk free rate greatly overstates Treasury 

yields.  Mr. Kahal found Ms. Ahern’s expected cost of debt to be out of line with current 
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market conditions.  Additionally, he alleged that the CE method is not useful for 

determining cost of equity as it has nothing to do with the cost of equity not to mention 

the other problems with this method.  Lastly, Mr. Kahal indicated that Ms. Ahern did not 

present persuasive evidence in support of her size adjustment.73 

IV. United Water Rhode Island Rebuttal Testimony 

 In response to the Division’s Direct Testimonies, United Water RI  presented the 

rebuttal testimoniees of Mr. Michaelson, Mr. Lippai and Ms. Ahern.   

A.  Timothy J. Michaelson 

 Mr. Michaelson identified Mr. Catlin’s proposed adjustments to rate base to 

which United Water RI agreed.  The first of those adjustments was the addition of 

$198,000 in rate base to reflect the Company’s inclusion of the Contribution associated 

with the transmission main that services the Indian Lake Shore Development that was 

omitted from the Plant in Service schedule.  Mr. Catlin’s adjustment to utilize the most 

recent 13 month average balance available as opposed to the 13 month period ending 

December 31, 2010 was accepted and lowered rate base by $15,575.  United Water RI 

agreed to an adjustment of Cash Working Capital of $6,397 which reflects: the exclusion 

of the $38,574 tank painting amortization expense, a reduction of $3,526 of incentive 

compensation resulting in a lowering of O&M expense, a reduction of $10,051 of 

Medical Benefits Expense, an increase of O&M expenses by $1,080 to reflect an 

adjustment to Benefits Transferred Out, and the agreement with Mr. Catlin that the 

$5,113 OPEB Transition Obligation should be part of the Benefits Transferred Out 

calculation and the adjustment of Benefits Transferred Out to reflect the lowering of the 

Medical Expense and the Payroll Taxes associated with lower Incentive Compensation, 
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and the lowering of Regulatory Commission Expense to reflect the lower revenue 

requirement compared to the original filing.  United Water RI also agreed to reduce Rate 

Base by $57,461 to reflect amortization of the tank painting costs for the Howland 

Aerator and Sherman tanks beginning in 2008 instead of waiting until rates are set in the 

instant matter.  The Division’s recommendation to remove unamortized Rate Case 

Expenses of $272,756 from Rate Base was accepted by United Water RI as was the 

Division’s adjustment to Accumulated Deferred Income Taxes which reduced Rate Base 

by $44,972.74 

 Mr. Michaelson set forth Mr. Catlin’s proposed adjustments that were not 

acceptable to United Water RI.  Specifically, the Company did not agree with the 

proposed adjustment to the CIS amortization period, because the Company’s internal 

experts recommended a seven year amortization period which was previously allowed in 

its Pennsylvania case (Docket R-2011-2232985).  His updated Rate Base to $10,874,770 

after the adjustments made in the rebuttal testimony.75 

B.  Thomas G. Lippai 

 Mr. Lippai provided rebuttal testimony to address adjustments made by Mr. 

Catlin to incentive compensation, rate case amortization and outside services expense and 

noted that United Water RI is not contesting the Division’s adjustments relating to 

reduced incentive compensation for the Manager and Superintendent, benefits transferred 

out and medical benefits expense.   He described the Short Term Incentive Plan (“STIP”) 

as based on personal and financial performance of all active exempt employees not 

eligible for any other annual incentive program offered by the Company.  He noted that 
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the Division adjusted the financial goal portion of the STIP which accounts for forty 

percent of the award and which is determined by averaging the STIP paid to eligible 

employees for achieving the financial goals using the years 2008, 2009 and 2010.  He 

disagreed with Mr. Catlin’s reason that the incentive to improve the Company’s financial 

performance is not consistent with the ratepayers’ interests alleging that it is part of an 

employee’s total compensation package.  He noted that it is a way for the Company to 

attract and retain qualified staff.  He also pointed out that this portion of an employee’s 

compensation is not considered base pay for benefit calculations and if United Water RI 

consolidated these incentives into base pay, labor costs would increase thus causing an 

increase in the revenue requirement.  He asserted that the STIP also provides a benefit to 

ratepayers by reducing the revenue requirement and resulting in lower rates.  

Additionally, being able to retain employees provides consistency of service and 

increased efficiency.  Based on his analysis, he recommended that only the Division’s 

adjustment to incentive compensation as it relates to the Superintendent and Manager be 

accepted by the Commission and that the amount of adjustments that the Division made 

for the United Water RI and the UWM&S employees be added back into the revenue 

requirement.76 

 Mr. Lippai also discussed Rate Case Amortization and the Division’s proposed 

increase of the Company’s proposal from three to five years.  He noted that United Water 

RI does not anticipate an extended time period between rate filings like the twelve years 

that have passed since its last rate filing.  He reiterated the major capital projects planned 

to go into service over the next few years that will result in the Company’s having to 
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request further rate increases.  He recommended that the Commission accept the 

Company’s three year amortization schedule for rate case expense.77  

Regarding Other Outside Services, Mr. Lippai asserted that the Division’s 

adjustment was only to 2008 CCR costs that were included in the Other Outside Services 

account and did not include 2009 and 2010 CCR costs that were included in the Other 

Operation and Maintenance Expense category.  He noted that the elimination of the 

Company’s proposed adjustment would not allow for the adjustment of other costs also 

included in the Other Outside Services account.  Mr. Lippai identified a revised operation 

and maintenance expense of $1,864,587 and federal income tax as a result of the 

Company’s acceptance of certain of the Division’s adjustments.78 

C.  Pauline M. Ahern 

Ms. Ahern’s rebuttal testimony addressed Mr. Kahal’s direct testimony and 

recommendations concerning capital structure and rate of return.  The first thing she 

disputed was his inclusion of short-term debt in United Water RI’s capital structure.  Her 

reasons for objecting to the inclusion of short-term debt included the fact that short-term 

debt is primarily used by UWW to fund interim capital projects, gaps in working capital 

and has only been used intermittently in UWW’s history.  She noted that the monthly 

volatility of UWW’s short-term debt balance indicates that it should not be used 

continuously to fund rate base.    She also disputed Mr. Kahal’s inclusion of other 

comprehensive income in his common equity ratio, specifically the negative $3.285 

million amount that she asserted was not related to the results of company operations but 

to the difference between pension funding and the actuarially determined pension 
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expense.  She did not object to Mr. Kahal’s 6.07% cost of long term debt as that is the 

rate of such debt at the current time.79 

Ms. Ahern also challenged Mr. Kahal’s use of a proxy group of natural gas 

distribution companies.  She asserted that this was inadequate for cost of capital 

purposes, because this group could not reflect specific water industry risk and that use of 

the publically traded water utilities for a proxy group is sufficient to derive an investor 

required rate of return.  Based on her opinion, the analysis of the natural gas proxy group 

was inappropriate and not reflective of the unique risks of water utilities.  She did not 

address Mr. Kahal’s cost of common equity for his natural gas utility proxy group.  She 

did update her recommended cost of common equity and noted that she and Mr. Kahal 

have an identical water proxy group.80 

Regarding Mr. Kahal’s recommended 9.50% cost of common equity, Ms. Ahern 

asserted that it was inadequate because it was based primarily on the DCF method which 

has the tendency to either overstate or understate investors’ true required return.  

Specifically, Ms. Ahern reiterated her direct testimony and her reasoning for using more 

than one cost of equity model to determine a fair cost of common equity rate.  She 

alleged that Mr. Kahal’s recommendation based on the DCF model will not accurately 

identify investors’ required return rate when there is a significant difference between the 

market value and the book value of the common stock.81 

Ms. Ahern also criticized Mr. Kahal’s CAPM analysis asserting that he did not 

use a projected yield for his risk-free rate, that he relied upon a range of outdated risk 

premiums and that was not representative of the expected return range of risk premiums 
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and that he did not use an ECAPM analysis.  She alleged that his use of average yields on 

30-year U.S. Treasury bonds for the March-August 2011 period ignores the fact that both 

cost of capital and ratemaking are prospective and asserted that the rates in this case will 

affect a future period of time.  Her second criticism of Mr. Kahal’s analysis was of his 

disregard of the EMH which she spent considerable time discussing in her direct 

testimony.  She argued that forecast accuracy is only revealed after some future period of 

time.  She stressed that projections of interest rates should be included in a cost of 

common equity analysis because they are available to investors and because use of the 

projections is consistent with the EMH.  Ms. Ahern also asserted that the premium range 

used by Mr. Kahal was stale, not supported by empirical evidence and not representative 

of expected market equity risk premiums.  She contended that his use of outdated 

information was inconsistent with the prospective nature of cost of capital, ratemaking 

and the CAPM theory.  She stated that Mr. Kahal should have given weight to an 

expected market return.  She reiterated her academic support for use of the ECAPM 

which she stressed that Mr. Kahal should have employed noting that if he had, his CAPM 

analysis would have yielded a properly calculated CAPM cost rate of 11.49% as opposed 

to, what she alleged was, his grossly understated range of 7.90% to 10.00%.82 

Ms. Ahern declared that had Mr. Kahal’s calculations been proper, he would have 

calculated a range of common equity of 9.50% to 11.49% with a midpoint of 10.50% 

prior to making business and financial risk adjustments.  Based on this, she recommended 

that the Commission reject his 9.5% cost of common equity recommendation.  While 

acknowledging that a downward adjustment of 0.32% was appropriate to reflect financial 

risk, United Water RI’s smaller size justified a size adjustment.  She asserted that Mr. 
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Kahal’s failure to make a size adjustment ignores the fact that use of funds, and not the 

source of those funds, that is a determining factor in what gives rise to the risk of 

investment and the risk-appropriate rate of return.  She supported her assertion that a size 

adjustment was necessary by noting that United Water RI’s risk of investment is 

independent of its parent and that the overall rate of return set in this proceeding will be 

applied to United Water RI’s ratebase.  She also pointed out that the companies in the 

proxy group had significantly higher market capitalization than that of United Water RI 

and that smaller companies tend to be riskier investments leading investors to expect a 

greater return on investment to compensate for this added risk.83 

Responding to Mr. Kahal’s criticism of her direct testimony, Ms. Ahern asserted 

that both academic literature and jurisdictional regulatory precedent support her use of 

the ECAPM calculation in the cost of common equity analysis.  She also declared that it 

is appropriate to use projected returns and risk-free rates in such analyses.  Ms. Ahern 

maintained that Mr. Kahal was incorrect in stating that her CEM analysis is not market 

based noting that her methodology used the average unadjusted beta, which resulted in 

companies comparable in non-diversifiable market risk, and the average residual standard 

error of the regression, which resulted in companies that are comparable in diversifiable 

risk, ultimately giving rise to the water company betas.  Finally, she updated her 

recommended rate of return on common equity to 11.75%, but indicated that because of 

the current economic climate and the state of the capital markets, the Company would 

maintain its requested 11.10% return on common equity resulting in an overall rate of 

return of 8.71%.84 
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V.  Settlement Agreement 

On December 23, 2011, United Water RI and the Division filed a Settlement 

Agreement85 and jointly requested that the Commission approve the same.  The 

Settlement Agreement included Joint Settlement Exhibits that set forth the specific terms 

of the Agreement that allows United Water RI to collect additional operating revenue for 

the Rate Year of $941,834 for a total cost of service of $3,817,598.  The additional 

allowed revenue amounts to a 32.8% increase in total cost of service.  The Settlement 

Agreement specified that a typical residential customer will experience an increase of 

23.8% or $4.46 per month.  The proposed increase for a non-residential customer will 

range from 53.0% to 53.9% while a wholesale customer will experience an 18.4% 

increase.  Fire service will increase by 100% for municipal fire service and from 39.5% 

to 62.0% for private fire service customers.  At the time of the filing of the United Water 

RI rebuttal testimony, the Company and the Division were in agreement on all issues but 

four:  Cash Working Capital, Incentive Compensation, Rate Case Expense Amortization 

and CIS Amortization.  After negotiation, the parties resolved those issues as follows.   

Regarding Cash Working Capital, the Division’s Direct Testimony recommended 

an amount of $219,609, and United Water RI’s Rebuttal Testimony requested $228,631.  

The parties’ compromise resulted in an agreed amount for Cash Working Capital of 

$222,162.  United Water RI’s acceptance of the decrease to its original $235,028 request 

filed in its Direct Testimony was the result of accepting the Division’s recommendation 

to reduce expenses that resulted in a $12,866 reduction in Cash Working Capital.  The 

specific reductions in Cash Working Capital were the exclusion of $4,822 in tank 

painting amortization and the decreases in Incentive Compensation – Company 
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Employees of $1,292, Incentive Compensation – UWM&S Fees of $2,288, Benefits 

Transferred Out of $135, Rate Case Amortization of $991 and Other Outside Services of 

$3,339.86 

The parties also agreed to an amount of $17,015 for Incentive Compensation.  

This amount reflected a reduction in the original request for a 10 percent incentive 

payment to the Superintendent of United Water to a 7.55 percent incentive payment and a 

reduction in the original request for a 15 percent incentive payment to the Manager to a 

12.45 percent incentive payment.  The reduction in the percentage decreases resulted in 

an $11,024 reduction of United Water RI’s original $26,031 request for incentive 

compensation to $15,007.87 

Although United Water RI originally requested a three year amortization period 

for Rate Case Expense and the Division recommended that the Commission allow a five 

year period, the parties agreed to four years within which to amortize this expense 

resulting in an $80,125 annual expense.88  Compromise was also made to the 

amortization period for CIS for which United Water RI had requested a 7 year period and 

the Division had recommended a 10 year period.  Ultimately the parties agreed on an 8 

year period within which to amortize this expense or $59,042 per year.  This adjustment 

resulted in a $3,888 net adjustment to Rate Base after Accumulated Depreciation was 

reduced by $5,982 to reflect the $41,877 amount of Rate Year Accumulated Depreciation 

per Settled Amount and the $2,094 Deferred Income Tax Effect of the Reduction in 

Accumulated Depreciation at 35%.89  
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The compromise of United Water RI’s capital structure involved the Company’s 

acceptance of the Division’s incorporation of 4.04% short-term debt at a 1.10% cost rate 

and the Division’s acceptance of 9.85% cost of the Company’s 50.13% equity.  The 

compromise resulted in a rate of return of 7.76%.90 

VI. HEARING 

After published notice, the Commission conducted a public hearing on January 

10, 2012 at the Commission offices located at 89 Jefferson Boulevard, Warwick, Rhode 

Island.  The following appearances were entered: 

  FOR UNITED WATER RI : Joseph Keough, Esq. 

  FOR THE DIVISION  : Leo Wold, Esq. 
       Special Assistant Attorney General 

  FOR THE COMMISSION : Patricia S. Lucarelli, Esq. 
       Chief of Legal Services 

 Ms Ahern was the first witness to testify on behalf of the Company.  When 

questioned about whether or not she was comfortable with the settled ROE that was 

lower than her recommendation, Ms. Ahern replied that she was “comfortable with the 

settlement in toto….”  She testified that although United Water RI’s percentage of equity 

in its capital structure is less than its parent company, a little bit above 50 percent as 

opposed to approximately 52 percent, she believes that this slightly lower percent is 

sufficient for the Company and that there is parity between United Water RI and its 

parent.  She stated that there were two reasons supporting her assertion.  The first reason 

is that the approximate 52 percent equity of the parent was based on the capital structure 

as of March 2011 and the approximate 50 percent is based on the rate year ending 2012.  

She also pointed out that the United Water RI proposed capital structure is comparable 
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with the capital structures of those companies included in the proxy group and the 

industry average common equity ratios.  She acknowledged that when establishing a 

capital structure, a regulated company’s actual capital structure is used if it is appropriate.  

She noted that United Water RI is one hundred percent equity which is not cost effective 

from a revenue standpoint.  She referred to the consolidated parent capital structure 

which she described as consistent noting that she made a financial risk reduction to 

reflect the slightly high 52 percent equity of the parent and pointed out that it was 

appropriate to look to the consolidated parent as opposed to using a hypothetical when 

the regulated subsidiary’s capital structure is inappropriate.91   

 Mr. Michaelson described United Water RI’s corporate structure identifying Suez 

Environment as the ultimate parent company in the United Water RI hierarchy.  He 

testified that Suez Environment is the parent of Suez Environment North America that is 

the parent of United Water, Inc.  He further identified United Water, Inc. as the parent of 

United Water Resources, the parent of United Waterworks which is the parent of United 

Water RI.  Mr. Michaelson explained that he is employed by United Management 

Services which is under United Water Resources.  He represented that United Water RI 

would likely be back before the Commission within three years seeking rate relief, 

because of two large capital projects, the construction of water tanks anticipated to be in 

service in 2013 and 2014 and the associated main work, totaling approximately $8 

million.92 

Mr. Michaelson represented that some of the companies in the hierarchy including 

United Water RI have inclining block rates which he noted could be classified as a 
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conservation rate.  Mr. Ugobaja interjected that the first 24 ccf per quarter constitutes a 

block for residential customers and the amounts exceeding 24 ccf per quarter have a 

second rate structure.  Mr. Michaelson justified the 100 percent increase in public fire by 

explaining that the cost of service study revealed an actual percentage increase of more 

than 200 percent.  He noted that the 100 percent requested increase is a gradual step 

toward the actual increase.  In response to whether either the Town of Narragansett or the 

Town of South Kingstown had objected to this increase, Mr. Knox represented neither 

Town had publicly objected to the increase and that the Town of  South Kingstown had 

only questioned the timing of the increase.  He also identified the rate impact on a 

residential customer as a 23 percent increase.  Finally, Mr. Catlin represented that the 

Division believes that the settlement is reasonable and in the best interest of the 

ratepayers and the Company.93 

DECISION 

Immediately following the hearing, the Commission considered the evidence and 

approved the Settlement Agreement and associated revenue requirement.  The 

Commission and the Division thoroughly reviewed, analyzed and evaluated the evidence, 

documentary and oral, presented by the parties and considered the public comment 

presented as is typical in any rate case.  This process began as soon as the initial 

application was filed in June 2011.  The Commission believes that after months of 

thorough and probing review, the Settlement Agreement presented by United Water RI 

and the Division is supported by the considerable evidence presented and is fair, 

reasonable and in the best interest of the utility and its ratepayers.  
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This Commission is statutorily bound to ensure that rates are just and reasonable, 

and that any approved rate increases are otherwise necessary for the utility to obtain 

reasonable compensation for services rendered to the public.  R.I. Gen. Laws §§ 39-3-11 

and 39-3-12.  Specifically, the Settlement Agreement represents a significant reduction in 

the additional operating revenue originally requested by United Water RI.  In its June 3, 

2011 filing, the Company sought additional operating revenue in the amount of 

$1,218,702 for a 43% increase in its cost of service.  The Settlement Agreement reflects a 

32.8% increase in the Company’s cost of service requiring additional operating revenue 

of $941,834 for a total cost of service of $3,817,598.   

The Rhode Island Supreme Court has stated that “the proper rate of return ‘is a 

matter of judgment, not an immutable number.’”  Blackstone Valley Electric Company, 

Docket No. 1605, Order No. 10695 (issued May 12, 1982) citing Providence Gas v. 

Burman, 376 A.2d 687 (R.I. 1977).  A public utility is not entitled to earn a return that 

may be earned by a highly profitable enterprise; however, the return should be sufficient 

to permit the utility to maintain financial integrity, attract necessary capital and fairly 

compensate investors for the risks they have assumed while at the same time providing 

appropriate protection to the relevant public interests, both existing and foreseeable.  

Bristol County Water Company, Docket No. 1502, Order No. 10355 (issued January 15, 

1981)(citation omitted).  The Company’s original filing proposed a return on equity of 

11.1%.  The Division filed testimony supporting a return on equity of 9.5%.  Both parties 

presented extensive testimony in support of their positions and challenged the positions 

of each other.  The Commission believes that the 9.85% return on equity agreed to by the 
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parties in the Settlement Agreement is a fair and reasonable amount and is representative 

of the proxy group used by the parties.  

When the Commission is faced with an inappropriate capital structure from which 

to set rates, it may either rely on the capital structure of the parent, in this case UWW, or 

a proxy group.   See The Narragansett Electric Company v. Rhode Island Public Utilities 

Commission, 35 A.3d 925 (R.I. 2012); In Re:  New England Gas Company’s Distribution 

Adjustment Clause, Docket No. 3459, Order No. 17524 (issued August 1, 2003); Public 

Service Commission of State of New York v. FERC, 813 F.2d 448 (1987).  In the past, this 

Commission has utilized the actual capital structure at the holding company level when 

the subsidiary utility’s capital structure is either non-existent or otherwise deemed not 

reasonable for rate setting purposes.   

  Because United Water RI is capitalized at 100 percent equity, its capital 

structure would not be appropriate for ratemaking purposes.  Furthermore, the capital 

structure of Suez Environmental is not appropriate as only a small portion of its 

operations are water utility operations.  Both Ms. Ahern and Mr. Kahal recommended 

using the capital structure of the parent UWW as UWW is the ultimate source of United 

Water RI’s capital base and has 96% of its operations as water utility operations.  The 

Commission finds this to be an appropriate capital structure.  United Water RI proposed a 

capital structure of 52.74% common equity with an actual cost rate of 11.1 and 47.53% 

long-term debt with an actual cost rate of 6.07%.  The Division proposed 50.13% 

common equity at 9.50%, 45.83% long term debt at 6.07% and included 4.04% short 

term debt at a cost rate of 1.10% including short-term debt which United Water RI had 

argued was not appropriate.  The Commission is satisfied that the parties compromise of 
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a capital structure of 50.13% common equity at a cost rate of 9.85%, 45.83% long term 

debt at a cost rate of 6.07% and 4.04% short term debt at a cost rate of 1.10% is fair and 

reasonable and will be sufficient to permit United Water RI to maintain financial 

integrity, attract necessary capital and fairly compensate investors for the risks they have 

assumed while at the same time providing appropriate protection to the relevant existing 

and foreseeable public interests. 

The Commission applauds the parties for the compromises they made throughout 

the course of this rate case, especially with regard to United Water RI’s agreement to 

reduce incentive compensation for its top management.  This agreement is a clear 

indication to the Commission of United Water RI’s understanding of how the increase 

requested will impact its customers and its efforts to minimize that impact, while still 

providing a well-deserved incentive to its top quality management.  Additionally, United 

Water RI demonstrated its willingness to compromise and further minimize the effect that 

increase will have on its customers.  Specifically, United Water RI’s agreement to 

amortize rate case expense over the course of four years as opposed to three years and to 

amortize CIS over eight years as opposed to seven years will in addition to the other 

agreed to adjustments lessen the impact that the rate increase will have on customers.  

United Water RI is to be commended for its obvious concern of its ratepayers and its 

efforts to minimize the effect of any rate increase that will be imposed on those 

ratepayers.   
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 ACCORDINGLY, it is  

(20782) ORDERED: 

1. United Water Rhode Island, Inc.’s request to collect an additional 

$1,218,702 is denied.  United Water Rhode Island, Inc. is 

authorized to collect an additional $941,834 in revenues on usage 

on and after January 12, 2012. 

2. The terms of the Settlement Agreement between United Water 

Rhode Island, Inc. and the Division of Public Utilities and Carriers 

are approved. 

3. United Water Rhode Island is allowed a rate year rate base of 

$10,872,191. 

4. United Water Rhode Island, Inc. is allowed an overall rate of 

return of 7.76%. 

5. United Water Rhode Island, Inc.’s proposed capital structure is 

denied.  The capital structure approved for ratemaking purposes 

shall be comprised of 50.13% equity, 45.83% long term debt and 

4.04% short term debt. 

6. United Water Rhode Island, Inc.’s proposed cost of capital is 

denied.  The cost of common equity shall be 9.85%, the cost of 

long term debt shall be 6.07% and the cost of short term debt shall 

be 1.10%. 

7. United Water Rhode Island, Inc.’s request for a $20,541 

adjustment to incentive compensation shall be reduced to $15,007. 
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for private fire service customers, the proposed increase ranged from 39.5% to 

61.0%. 

3. United Water filed testimony and schedules from the following witnesses in support 

of its application: 

a. Timothy J. Michaelson, Senior Director, United Water Management & 
Services, Inc.; 
 

b. Thomas G. Lippai, Senior Regulatory Specialist, United Water Management & 

Services, Inc.; 

c. Obioma (Obie) N. Ugboaja, Rate Analyst, United Water Management & 
Services, Inc.; 
 

d. Stanley J. Knox, General Manager, United Water Rhode Island, Inc.; 

e. Pauline M. Ahearn, Principal, AUS Consultants; and,  

f. Christopher P.N. Woodcock, Woodcock & Associates, Inc. 

4. The Town of South Kingstown filed a Motion to Intervene in this Docket on June 22, 

2011. United Water did not object.  

5. The Town of South Kingstown did not submit any pre-filed written testimony in this 

Docket. South Kingstown did submit public comment at the September 15, 2011 

public hearing. 

6. The Division investigated United Water’s requested rate increase with assistance 

from its staff and outside expert consultants.  The Division issued data requests and 

filed direct testimony from the following witnesses: 

a. Thomas S. Catlin, Principal, Exeter Associates, Inc.; 

b. Jerome D. Mierzwa, Principal, Exeter Associates, Inc.; and, 
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c. Matthew I. Kahal 

7. The Parties engaged in settlement discussions after United Water submitted its 

rebuttal testimony. 

8. The Parties gave due consideration to the testimony, exhibits, schedules, data 

requests, data responses, settlement discussions, and other documentation in this 

Docket and agreed to a comprehensive settlement that resolves all issues relating to 

United Water’s application to increase rates.   

9. The Parties agree that this Settlement Agreement is a just and reasonable resolution 

of the issues in this proceeding and jointly request its approval by the Commission. 

III. TERMS OF SETTLEMENT 

10. The Parties agree that the Joint Settlement Exhibits attached as Exhibit 1 (Schedules 

1 – 16) and Exhibit 2 (Schedules 1 – 11) are accurate and reflect the Parties’ 

agreement.  

11. The agreed rates allow United Water to collect additional operating revenue in the 

rate year (Calendar Year 2012) in the amount of $941,834 to support a total cost of 

service of $3,817,598.  This results in a 32.8% increase in total cost of service.   

12. For a typical residential customer, the impact of this increase will result in an 

increase of $4.46 per month or 23.8%. The proposed increase for non-residential 

customers will generally range from 53.0% to 53.9%. For wholesale customers the 

increase is 18.4%. The proposed increase for municipal fire service is 100% and for 

private fire service customers the proposed increase generally ranges from 39.5% to 

62.0%. 
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IV. EFFECT OF SETTLEMENT 

13. This Settlement Agreement is the result of a negotiated agreement.  The Parties 

conducted the discussions that produced this Settlement Agreement with the 

explicit understanding that all offers of settlement and discussion relating thereto 

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 any other proceedings. 

14. The Parties’ agreement to the terms of this Settlement Agreement shall not be 

construed as an agreement to any matter of fact or law beyond the terms hereof.  

By entering into this Settlement Agreement, matters or issues other than those 

explicitly identified in this agreement have not been settled upon or conceded by 

any party to this Settlement Agreement, and nothing in this Settlement Agreement 

shall preclude any party from taking any position in any future proceeding regarding 

such unsettled matters. 

15. This Settlement Agreement is the product of negotiation and compromise. The 

making of this Settlement Agreement does not establish any principle or precedent. 

This Settlement Agreement shall not be deemed to foreclose any party from making 

any contention in any future proceeding or investigation. 

16. If the Commission rejects this Settlement Agreement, or modifies any provision 

herein, this Settlement Agreement shall be deemed withdrawn and shall be null and 

void in all respects. 





Docket No. 4255
Ex. 1 (Joint Settlement) Sch. 1

Page 1 of 2

Amount per Amount per Revenue Amounts
Company at Division Division at Increase/ After Revenue

Present Rates Adjustments Present Rates (Decrease) Incr. / (Decr.)
Operating Revenues

Metered Sales 2,569,432$         17,462$           2,586,894$         941,834$         3,528,728$         
Fire Protection 252,568              252,568              -                   252,568              
Other Operating Revenues 36,302                36,302                36,302                

Total Operating Revenues 2,858,302$         17,462$           2,875,764$         941,834$         3,817,598$         

Operating Expenses
O&M Expense 1,877,083$         (64,305)            1,812,778$         2,426               1,815,204$         
Depreciation Expense 510,632              (8,434)              502,198              -                   502,198              
Property Tax 271,022              271,022              -                   271,022              
Payroll Rax 56,446                (692)                 55,754                -                   55,754                
Gross Receipts Tax 35,729                218                  35,947                11,773             47,720                

Income before Income Taxes 107,390$            90,675$           198,066$            927,635$         1,125,701$         

Current Income Taxes (159,075)             34,651             (124,423)             324,672           200,249              
Deferred Federal Income Taxes 83,486                2,952               86,438                86,438                
Amortization of ITCs (4,668)                 -                       (4,668)                 -                       (4,668)                 

Total Operating Expenses 2,670,655$         (35,610)$          2,635,045$         338,871$         2,973,916$         

Utility Operating Income 187,647$            53,072$           240,719$            602,963$         843,682$            

Rate Base 11,073,931$       10,872,191$       10,872,191$       

Rate of Return 1.69% 2.21% 7.76%

UNITED WATER RHODE ISLAND, INC.

Summary of Operating Income
Rate Year Ended December 31, 2012
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Amount Amount per Division
Per Division Source

Proposed Rate Base 10,872,191$         Ex. 1 (JS) Sch. 2

Required Rate of Return 7.76%

Net Operating Income Required 843,682$              

Net Operating Income at Present Rates 240,719                Ex. 1 (JS) Sch. 1 page 1

Net Income Surplus/(Deficiency) (602,963)$             

Revenue Multiplier (2) 1.5620102

Base Rate Revenue Increase 941,834$              

Verification
Revenue Increase/(Decrease) 941,834$              
PUC Assessment 0.25759% 2,426$                  
Gross Receipts Tax 1.25% 11,773                  

Federal Taxable Income 927,635$              

Federal Income Tax 35.00% 324,672                

Net Income (602,963)$             

Notes:
(1)  Per Exhibit 3 (Michaelson), Schedule 10.

(2)  Calculation of Conversion Factor
Revenues 1.000000
PUC Assessment 0.002576
Gross Receipts Tax 0.012500
Net Federal Taxable Income 0.984924

Federal Income Tax 0.344723

Revenue Conversion Factor 0.6402007

Revenue Multiplier 1.56201025

UNITED WATER RHODE ISLAND, INC.

Determination of Revenue Increase
Rate Year Ended December 31, 2012
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UNITED WATER RHODE ISLAND, INC.

Amount per Division Adjusted
Description Company (1) Adjustments (2) Per Division

Utility Plant in Service 22,270,513$      198,000$             22,468,513$        
Less:  Accumulated Depreciation and Amortization (6,213,068)         5,982                   (6,207,086)           

Net Utility Plant in Service 16,057,445$      203,982$             16,261,427$        

Materials and Supplies 103,664             (15,575)                88,089                 
Cash Working Capital 235,028             (12,866)                222,162               
Deferred Tank Painting (net of Deferred Income Tax) 147,639             (57,461)                90,178                 
Deferred Rate Case Expense 272,756             (272,756)              -                           

Total Additions 759,087$           (358,657)$            400,430$             
-                         -                           -                           

Contributions in Aid of Construction (3,596,531)         -                           (3,596,531)           
Accumulated Deferred Income Taxes (1,534,287)         (47,066)                (1,581,353)           
Unamortized ITCs (98,414)              (98,414)                
Unfunded FAS 106 (net of Deferred Income Tax) (513,369)            -                           (513,369)              

Total Deductions (5,742,601)$       (47,066)$              (5,789,667)$         

Total Rate Base 11,073,931$      (201,740)$            10,872,191$        

Notes:
(1)  Per Exhibit 3 (Michaelson), Schedule 1, page 4 of 4.

(2)  Refer to page 2 of this Schedule.

Summary of Rate Base
Rate Year Ended December 31, 2012
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UNITED WATER RHODE ISLAND, INC.

Rate Year Ended December 31, 2012

Amount Source

Rate Base per Company Filing 11,073,931$       Per Exhibit 3, Schedule 1, page 4

Division Adjustments
Indian River Transmission Main 198,000              Response to Div. 2-30
Materials  and Supplies (15,575)               Ex. 1 (JS) Sch. 5
Cash Working Capital (12,866)               Ex. 1 (JS) Sch. 6
Deferred Tank Painting (57,461)               Ex. 1 (JS) Sch. 7
Deferred Rate Case (272,756)             Refer to Testimony
Accumulated Deferred Income Taxes (44,972)               Ex. 1 (JS) Sch. 8
CIS Amortization Changes 3,888                  Ex. 1 (JS) Sch. 15

Total Division Adjustments (201,740)$           

Division Adjusted Rate Base 10,872,191$       

Summary of Adjustments to Rate Base
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UNITED WATER RHODE ISLAND, INC.

Summary of Adjustments to Net Income
Rate Year Ended December 31, 2012

Amount Source

Net Income per Company 187,647$         Exhibit 3 (Michaelson), Schedule 10

Division Adjustments
Update to Units of Service per Div. 4-9 Supplemental 11,179            See Note (1)
Incentive Compensation-Company Employees 7,166              Ex. 1 (JS) Sch. 9
Incentive Compensation-UWM&S Fees 11,895            Ex. 1 (JS) Sch. 10
Benefits Transferred Out 701                 Ex. 1 (JS) Sch. 11
Corrected Medical Benefits 5,155              Ex. 1 (JS) Sch. 12
Rate Case Amortization 17,360            Ex. 1 (JS) Sch. 13
Other Outside Services -                      Ex. 1 (JS) Sch. 14
CIS Amortization 5,482              Ex. 1 (JS) Sch. 15
Interest Synchronization (5,867)             Ex. 1 (JS) Sch. 4

Total Division Adjustments to Net Income 53,072$          

Net Income Per Division 240,719$         

Note:
(1)  Reflects correction to billing determinats er Supplemental Response to Div. 4-9.  Revenues at present
      rates calculated on Schedule 11 of Settlement Exhibit 2.



Docket No. 4255
Ex. 1 (Joint Settlement) Sch. 3

Page 2 of 2

UNITED WATER RHODE ISLAND, INC.

Summary of Adjustments to Net Income
Rate Year Ended December 31, 2012

Taxes Current Deferred Net
O&M Depreciation Other Than Federal Federal ITC Operating

Revenues Expenses Expense Oincome Income Taxes Income Taxes Amortization Income

Net Income per Company 2,858,302$    1,877,083$    510,632$       363,197$      (159,075)$     83,486$         (4,668)$         187,647$       

Division Adjustments

Update to Units of Service per Div. 4-9 Supplemental 17,462           45                  218               6,020            -                -                11,179          
Incentive Compensation-Company Employees (10,332)          (692)              3,858            -                -                7,166            
Incentive Compensation-UWM&S Fees (18,301)          6,405            -                -                11,895          
Benefits Transferred Out (1,078)            377               -                -                701               
Corrected Medical Benefits (7,931)            2,776            -                -                5,155            
Rate Case Amortization (26,708)          9,348            -                -                17,360          
Other Outside Services -                 -                -                -                -                
CIS Amortization (8,434)            2,952            -                -                5,482            
Interest Synchronization 5,867            (5,867)           

Total Division Adjustments 17,462$         (64,305)$        (8,434)$          (474)$            37,603$        -$              -$              53,072$         

Division Adjusted Net Income 2,875,764$    1,812,778$    502,198$       362,723$      (121,472)$     83,486$         (4,668)$         240,719$       
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UNITED WATER RHODE ISLAND, INC.

Calculation of Current Income Tax
Rate Year Ended December 31, 2012

Amount per Adjusted per Revenue Amounts
Company at Division Division at Increase/ After Revenue

Present Rates Adjustments Present Rates (Decrease) Increase
(A) (B) (C) (D) (E)

Operating Revenue 2,858,302$        17,462$           2,875,764$         941,834$         3,817,598$        

O&M Expense 1,877,083          (64,305)           1,812,778           2,426               1,815,204          
Depreciation Expense 510,632             (8,434)             502,198             -                   502,198             
Property Tax 271,022             -                  271,022             271,022             
Payroll Rax 56,446               (692)                55,754               55,754               
Gross Receipts Tax 35,729               218                 35,947               11,773             47,720               

Operating Income Before Income Taxes 107,390$           90,675$           198,066$            927,635$         1,125,701$        

Interest Expense 323,359             (16,763)           306,596             306,596             

Exceess Tax Depreciation 238,531             8,434               246,965             246,965             

Current Federal Taxable Income (454,500)            99,004             (355,496)            927,635           572,139             

Federal Income Tax at 35% (159,075)$          34,651$           (124,423)$          324,672$         200,249$           
Deferred Federal Income Tax 83,486               2,952               86,438               -                   86,438               
Investment Tax Credit Amortization (4,668)                -                  (4,668)                -                   (4,668)                

Total Federal Income Tax (80,257)$            37,603$           (42,654)$            324,672$         282,019$           

Notes:

(1)  Calculation of Interest Deduction
Rate Base 11,073,931$      10,872,191$       10,872,191$      
Weighted Cost of Debt 2.92% 2.82% 2.82%

Interest Deduction 323,359$           (16,763)$         306,596$            306,596$           

-                  
Federal Income Tax Effect at 35% 5,867               

Interest Synchronization Adjustment 5,867$             
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Balance (1)

August 101,586$           
September 101,027             
October 108,169             
November 85,305               
December 86,030               
January 2011 77,218               
February 92,724               
March 87,121               
April 84,078               
May 83,025               
June 75,377               
July 83,889               
August 79,871               

Average Balance 88,109$             

Balance per Company 103,684             

Adjustment to Balance of Materials & Supplies (15,575)$            

Note:
(1)  Per Exhibit 3 (Michaelson), Schedule 1 and the response

   to Div. 2-3.

UNITED WATER RHODE ISLAND, INC.

Adjustment to Materials and Supplies to

Rate Year Ended December 31, 2012
Reflect Most Recent 13 Month Average Balance
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Expense Working
Amount Capital

O&M Expense per Company (1) 1,880,222        235,028            

Division Adjustments (2)
Exclude Tank Painting Amortization (38,574)            (4,822)              
Incentive Compensation-Company Employees (10,332)            (1,292)              
Incentive Compensation-UWM&S Fees (18,301)            (2,288)              
Benefits Transferred Out (1,078)              (135)                 
Corrected Medical Benefits (7,931)              (991)                 
Rate Case Amortization (26,708)            (3,339)              
Other Outside Services -                   -                   

Adjustment to Cash Working Capital (12,866)            

Cash Working Capital Per Division 222,162$          

Notes:
(1)  Per Exhibit 3 (Michaelson), Schedule 1, page 4 of 4.

(2)  Reflects exclusion of tank painting amortization and Division adjsustments as summarized
      on Ex. 1 (Joint Settlement) Sch. 3.

UNITED WATER RHODE ISLAND, INC.

Cash Working Capital Analysis
Rate Year Ended December 31, 2012
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Amount

Average Balance Ber Company
Deferred Tank Painting 227,137$           
Accumulated Deferrred Income Taxes 79,498               

Net Balance per Company 147,639$           

Adjustment to Reflect Amortization from Completion
Monthly Amortization for Howland Aerator and Sherman Tanks 1,964                 
Months from May 2008 through January 31, 2012 45                      

Additional Amortization 88,401$             
Accumulated Deferred Income Tax Effect 30,940               

Net Reduction in Balance 57,461$             

Adjusted Balance per Division
Deferred Tank Painting 138,736             
Accumulated Deferrred Income Taxes 48,558               

Net Balance per Division 90,178$             

UNITED WATER RHODE ISLAND, INC.

Adjustment to Deferred Tank Painting Costs
Rate Year Ended December 31, 2012
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Amount
Increase in ADIT Balance due to Bonus Depreciation (1)

December 2011 37,454$          
January 2012 45,598            
February 45,598            
March 45,598            
April 45,598            
May 45,598            
June 45,598            
July 45,598            
August 45,598            
September 45,598            
October 45,598            
November 45,598            
December 45,598            

13 Month Average Increase 44,972$          

Note:
(1)  Per response to Div. 6-1.

UNITED WATER RHODE ISLAND, INC.

Adjustment to Accumulated Deferred Income Taxes to

Rate Year Ended December 31, 2012
Reflect Federal Bonus Deprecaiton
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Historal Recoverable
2012 Base Incentive Non Financial Incentive
Salary (1) Payment % (2) Percentage (3) Compensation

Supervisor 64,277$           5.00% 60.00% 1,928$            3,214         
Superindentent 78,632$           7.55% 60.00% 3,562              7,863         
Manager UWRI 99,695$           12.45% 60.00% 7,447              14,954       

Total 12,938$          26,031       

Amount per Company (1) 26,031            

Reduction in Total Eligible Incentive Compensation (13,093)$         

Amount Charged to Capital at 21.09% (1) (2,761)             

Adjustment to O&M Expense (10,332)$         

Adjustment to FICA Taxes at 7.65% (692)                

Total Adjustment to Rate Year Expense (11,024)$         

Note:
(1)  Amounts per Exhibit 4 (Lippai), Schedule 2A, page 1 of 4.

(2)  Percentages per Exhibit 4 (Lippai), Schedule 2A, page 1 of 4, multiplied by historical ratio of  actual
      bonus to target bonus for Superintendent and Manager.

UNITED WATER RHODE ISLAND, INC.

Adjustment to Company Incentive Compensation Expense
Rate Year Ended December 31, 2012
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Amount

UWM&S Incentive Compenstion attributable to Meeeting
Corporate Financial Goals (1) (17,000)$            

FICA Taxes at 7.65% (1,301)                

Adjustment to Rate Year UWM&S Fees (18,301)$            

Note:
(1)  Per response to Div. 8-1.

UNITED WATER RHODE ISLAND, INC.

Rate Year Ended December 31, 2012
Adjustment to Incentive Compensation included in UWM&S Fees
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Amount

OPEB Transition Obligation (1) 5,113$                 

Percentage of Benfiets Transferred Out (2) 21.09%

Adjustment to Operating Expense (1,078)$               

Notes:
(1)  Amount per response to Div. 6-5.

(2)  Per Exhibit 4 (Lippai), Schedule 3A, page 1 of 1.

UNITED WATER RHODE ISLAND, INC.

Adjustment to Include OPEB Transition Obligation

Rate Year Ended December 31, 2012
In Determination of Benefits Transferred Out
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Amount Corrected
Per Fliling (1) Amount (2) Adjustment

Medical Waiver Payments 2,000$            3,000$              1,000$            

Health, Dental and Vision Insurance 118,851          107,800            (11,051)           

Adjustment to Operating Expense 120,851$        110,800$          (10,051)$         

Amount Charged to Capital at 21.09% (3) (2,120)             

Adjustment to O&M Expense (7,931)$           

Notes:
(1)  Per Exhibit 4 (Lippai), Schedule 8 and 8A, page 1 of 1.

(2)  Per response to Div. 2-23.

(3)  Per Exhibit 4 (Lippai), Schedule 3A, page 1 of 1.

UNITED WATER RHODE ISLAND, INC.

Adjustment to Medical Benefits Expense
Rate Year Ended December 31, 2012
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Amount

Projected Rate Case Expense (1) 320,500$          

Settled Amortization Period -Years 4                       

Annual Amortization Expense 80,125$            

Amortization per Company (1) 106,833            

Adjustment to Amortization Expense (26,708)$           

Note:
(1)  Per Exhibit 4 (Lippai), Schedule 13.

UNITED WATER RHODE ISLAND, INC.

Adjustment to Rate Case Expense
Rate Year Ended December 31, 2012
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Amount

Increase in Other Outside Services per Company (1) 4,403$              

Amount Per Division (2) 4,403                

Adjustment to Outside Services Expense -$                  

Notes:
(1)  Per Exhibit 4 (Lippai), Schedule 15A.

(2)  Refer to testimony.

UNITED WATER RHODE ISLAND, INC.

Adjustment to Outside Services Expense
Rate Year Ended December 31, 2012
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Amount

CIS Investment (1) 472,333$        

Settled Amortization Period - Years 8                     

Annual Amortiztion Expense per Division 59,042$          

Amortization Expense per Company (1) 67,476            

Adjustment to Amortization Expense (8,434)$           

Rate Year Accumulated Depreciation per Settled Amount (2) 41,877$          

Rate Year Accumulated Depreciation per Company (1) 47,859$          

Adjustment to Accumulated Depreciation (5,982)$           

Deferred Income Tax Effect of Reduction in Accumulated Depr. at 35% 2,094$            

Net Adjustment to Rate Base 3,888$            

Notes:
(1)  Per Exhibit 3 (Michaelson), Schedule 3, page 13.

(2)  Calculated using Excel version of Exhibit 3, Schedule 3 with 8 year life.

UNITED WATER RHODE ISLAND, INC.

Adjustment to CIS Amortization Expense
Rate Year Ended December 31, 2012



Docket No. 4255
Ex. 1 (Joint Settlement) Sch. 16

Capitalization Cost Weighted
Capital Source Ratio Rate Cost Rate

Common Equity 50.13% 9.85% 4.94%
Short Term Debt 4.04% 1.10% 0.04%
Long-Term Debt 45.83% 6.07% 2.78%

Total 100.00% 7.76%

UNITED WATER RHODE ISLAND, INC.

Capital Structure and Rate of Return
Rate Year Ended December 31, 2012
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