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I.   STATEMENT OF QUALIFICATIONS 1 

Q.   Please state your name and business address. 2 

A.   My name is Andrea C. Crane and my business address is 90 Grove Street, Suite 211, 3 

Ridgefield, CT 06877.  (Mailing address: PO Box 810, Georgetown, Connecticut 06829)  4 

 5 

Q.   By whom are you employed and in what capacity? 6 

A.    I am President of The Columbia Group, Inc., a financial consulting firm that specializes in 7 

utility regulation.  In this capacity, I analyze rate filings, prepare expert testimony, and 8 

undertake various studies relating to utility rates and regulatory policy.  I have held several 9 

positions of increasing responsibility since I joined The Columbia Group, Inc. in January 10 

1989.  I became President of the firm in 2008. 11 

 12 

Q.   Please summarize your professional experience in the utility industry. 13 

A.   Prior to my association with The Columbia Group, Inc., I held the position of Economic 14 

Policy and Analysis Staff Manager for GTE Service Corporation, from December 1987 to 15 

January 1989.  From June 1982 to September 1987, I was employed by various Bell Atlantic 16 

(now Verizon) subsidiaries.  While at Bell Atlantic, I held assignments in the Product 17 

Management, Treasury, and Regulatory Departments. 18 

 19 

Q.   Have you previously testified in regulatory proceedings? 20 
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A.   Yes, since joining The Columbia Group, Inc., I have testified in over 350 regulatory 1 

proceedings in the states of Arizona, Arkansas, Connecticut, Delaware, Hawaii, Kansas, 2 

Kentucky, Maryland, New Jersey, New Mexico, New York, Oklahoma, Pennsylvania, 3 

Rhode Island, South Carolina, Vermont, Washington, West Virginia and the District of 4 

Columbia.  These proceedings involved water, wastewater, gas, electric, telephone, solid 5 

waste, cable television, and navigation utilities.  A list of dockets in which I have filed 6 

testimony since January 2008 is included in Appendix A. 7 

 8 

Q.   What is your educational background? 9 

A.   I received a Master of Business Administration degree, with a concentration in Finance, from 10 

Temple University in Philadelphia, Pennsylvania.  My undergraduate degree is a B.A. in 11 

Chemistry from Temple University. 12 

 13 

Q. Do you have any additional relevant experience? 14 

A.   Yes, from January 1991 until January 1998, I served as Vice Chairman of the Water 15 

Pollution Control Commission in Redding, Connecticut.  This Commission was charged with 16 

designing, constructing, and operating a sewage collection and treatment facility for the 17 

Town of Redding.  18 

19 
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II.   PURPOSE OF TESTIMONY 1 

Q.   What is the purpose of your testimony? 2 

A. The Columbia Group, Inc. was engaged by The Division of Public Utilities and Carriers 3 

(“Division”) to review the recent base rate filing by Woonsocket Water Division (“WWD”) 4 

and to provide revenue requirement recommendations regarding the filing to the State of 5 

Rhode Island, Public Utilities Commission (“Commission”).  In developing my revenue 6 

requirement recommendations, I reviewed WWD’s testimony and exhibits and the responses 7 

to data requests propounded upon WWD by the Division and by the Staff of the 8 

Commission.  I also reviewed several prior Commission decisions as well as other 9 

documents useful in an analysis of WWD’s filing. 10 

 11 

III.   SUMMARY OF CONCLUSIONS 12 

Q.   What are your conclusions concerning WWD's revenue requirement? 13 

A.   Based on my review, my conclusions and recommendations are as follows: 14 

1. Based on the Rate Year ending June 30, 2013, WWD has pro forma revenue at 15 

present rates of $7,488,628, including $7,243,696 in operating rate revenue and 16 

$244,932 in miscellaneous service revenue (see Schedule ACC-1).  This is the same 17 

pro forma revenue that WWD included in its filing.  Thus, I am not recommending 18 

any revenue adjustments at this time. 19 

2. WWD has pro forma costs, including pro forma debt service costs, of $7,495,172 20 

(see Schedule ACC-1). 21 
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3.  Based on these determinations, a minimal rate increase of $6,544 is appropriate.  1 

This represents an increase of 0.09% over total pro forma rate revenue at present 2 

rates.  My recommendation is significantly less than the rate increase of 3 

$813,326, or 10.86%, requested by WWD in its filing (see Schedule ACC-1). 4 

4. As of the preparation of this testimony, we are still waiting for a report referenced 5 

in the response to DIV 2-15, as well as the response to one informal request.  My 6 

recommendations will be updated, if necessary, once we receive these responses. 7 

 8 

IV. DISCUSSION OF THE ISSUES 9 

A. Introduction 10 

Q. Please summarize WWD’s request for rate relief in this case. 11 

A. WWD is requesting a rate increase of $813,326 or 10.86% over its claimed level of pro 12 

forma revenue at present rates.   WWD witness Walter Edge claims that the most significant 13 

issue in this case is the fact that the Company has not earned the level of revenue anticipated 14 

in its last base rate.  In this case, WWD is proposing that the actual Test Year level of 15 

revenue be utilized as its pro forma Rate Year revenue.   16 

With regard to operating expenses, WWD has done a relatively good job of holding 17 

down operating costs.  As shown on Schedule DGB-2, WWD’s unadjusted operating 18 

expenses (excluding restricted accounts) in the Test Year were only marginally higher than 19 

operating expenses in fiscal year 2008: 20 

21 
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 1 

 Operating Expenses 
Fiscal Year 2008 $4,205,246 
Fiscal Year 2009 $4,646,721 
Fiscal Year 2010 $4,689,599 
Fiscal Year 2011 $4,216,255 

 2 

 These expenses include depreciation expense and do not include costs that were 3 

capitalized.  Thus, one cannot directly compare these historic costs to the Normalized Test 4 

Year costs of $3,783,372 (excluding restricted accounts) shown in Schedule WEE-3.  5 

Nevertheless, a review of the individual expense components does indicate that WWD 6 

appears to have done a relatively good job of controlling costs over the past few years. 7 

WWD is proposing an increase of $324,030 in various operating expenses, offset by 8 

a decrease of $172,818 in certain restricted accounts.  Thus, WWD has included a net 9 

increase of $151,211 from the normalized Test Year to the Rate Year.   10 

 In spite of these modest increases, we still believe that WWD’s Rate Year claim is 11 

overstated.   In some cases, WWD has included Rate Year adjustments that are speculative 12 

and do not reflect known and measurable changes to the Test Year.   In addition, WWD has 13 

also included City Services Charges that have not been supported with sufficient 14 

documentation.  Finally, WWD included funding for some restricted accounts that we 15 

believe is excessive in light of historical spending and current account balances.  Overall, we 16 

are recommending only a very modest rate increase for WWD.  Each of our adjustments will 17 

be discussed in more detail below.   18 
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 1 

Q. In addition to its requested rate increase, are there other important issues that have a 2 

potential impact on WWD and future rates for water service? 3 

A. Yes, there are two important issues that should be noted.  First, as described in the testimony 4 

of Ms. McGauvran, WWD is moving forward with its plans to construct a new treatment 5 

plant to meet the requirements of a June 27, 2008 Consent Agreement between the City of 6 

Woonsocket (“City”) and the Rhode Island Department of Environmental Management 7 

(“RIDEM”).  That agreement imposed certain requirements relating to suspended solids and 8 

the discharge of filter backwash that must be met by March 1, 2013.  The current filing 9 

includes debt service costs of $50,000 relating to a short-term bridge loan with the Rhode 10 

Island Clean Water Finance Agency (“RICWFA”) for site acquisition and preliminary 11 

engineering for the new treatment plant, as stated in the response to DIV 2-21.    12 

The second important issue is the impact, if any, of the City’s current financial 13 

difficulties upon the WWD.   It is my understanding that a Budget Commission is currently 14 

overseeing the finances of the City.  In response to CLC-1, WWD stated that as a standalone 15 

enterprise fund with its own revenue source, it should be excluded from Budget Commission 16 

oversight.  Nevertheless, WWD acknowledged that the Budget Commission has broad 17 

oversight authority in the Budget Commission statute.  WWD has asked the Budget 18 

Commission to clarify its role regarding oversight of WWD and its enterprise fund.  In 19 

preparing my testimony, I have assumed that the Budget Commission’s activities and 20 

oversight responsibilities will not impact upon WWD’s operations or its finances.  Similarly, 21 
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I have assumed that all existing WWD contracts, as well as City contracts that impact WWD 1 

employees, will be honored.  The recommendations contained in this testimony could change 2 

if it is determined that the Budget Commission has the ability to terminate these contracts or 3 

to supersede the authority of the Commission with regard to WWD’s operations and 4 

financial transactions. 5 

 6 

Q. Please summarize the post Test Year adjustments included by Mr. Edge in his 7 

testimony. 8 

A. Mr. Edge has included the following post Test Year adjustments in his revenue requirement 9 

claim: 10 

Personnel Expense $110,943 
Light and Power Expense $7,794 
Property and Fire Tax Expense $10,903 
Insurance Costs $204,389 
Debt Service Reserve ($202,067) 
Renewal and Replacement Reserve ($30,000) 
Operating Reserve Allowance $59,249 
  
Total $151,211 

 11 

Q.   Are you recommending any adjustments to the Company’s revenue or expense claims 12 

in this case? 13 

A.   I am not recommending any adjustments to WWD’s pro forma revenue claims.  Based on 14 

documentation provided in this case, I believe that WWD’s proposal to utilize the actual Test 15 

Year revenue levels for all revenue accounts is appropriate.  I have reviewed the history of 16 
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each revenue category, both operating revenue and miscellaneous revenue.  Based on this 1 

review, the use of the actual Test Year data appears reasonable. However, I am 2 

recommending adjustments to several of WWD’s expense claims.  Specifically, I am 3 

recommending adjustments to its claims for: Light and Power Expense, Property and Fire 4 

Tax Expense, Insurance Expense, City Services Charges Expense, Infrastructure 5 

Replacement Fund, Debt Service Reserve, and Operating Reserve Allowance. 6 

 7 

B. Light and Power Expense 8 

Q.   How did WWD determine its claim for Light and Power Expense? 9 

A. As shown in the details provided in Schedule WEE-6a, WWD’s claim is based on Test Year 10 

electric usage, by electric account, adjusted for known and measurable changes in its energy 11 

charge from Hess.  In addition, WWD reflected some minor adjustments to its charges for 12 

other components of Electric Rate Schedule G32.   13 

 14 

Q. Please describe your recommended adjustment to WWD’s Light and Power Expense 15 

claim. 16 

A. A summary of WWD’s adjustment is shown in Schedule WEE-6.  As shown in that 17 

schedule, WWD’s actual Test Year costs included $1,202 in late payment penalties.  These 18 

penalties are not an appropriate expense claim to recover from regulated ratepayers.  WWD 19 

has the responsibility to pay its bills in a timely manner and to avoid late payment fees.  20 

Moreover, there is no indication that the delay in payment was due to the lack of funds by 21 
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WWD.  Thus, WWD management should have taken the appropriate steps to see that its 1 

Light and Power bills were paid in a timely manner and that late payment fees were avoided. 2 

In addition, since late payment fees are not a normal operating expense, they are not 3 

expected to reoccur in the future.  Such non-recurring costs should be excluded from 4 

WWD’s revenue requirement claim.  For both these reasons, at Schedule ACC-2, I have 5 

made an adjustment to remove $1,202 of late payment fees from WWD’s claim for Light and 6 

Power Expenses. 7 

 8 

 C. Property and Fire Tax Expense 9 

Q. How did WWD develop its claim for property and fire taxes? 10 

A. WWD first calculated the difference between its actual Test Year costs and its Interim Year 11 

costs for each taxing authority.  As shown on Schedule WEE-7, WWD applied the resulting 12 

percentage increase to the Interim Year costs to develop its pro forma claim for the Rate 13 

Year. 14 

 15 

Q. Are you recommending any adjustment to WWD’s claim? 16 

A. Yes, I am.  I recommend that the Company’s claim be rejected, and that instead the Interim 17 

Year costs be reflected in the Company’s revenue requirement.  There is no evidence to 18 

suggest that the percentage increases experienced in the Interim Year will also be 19 

experienced in the Rate Year.  As shown in Schedule DGB-2, Property and Fire Taxes have 20 

been very stable over the past three years: $160,738 in fiscal year 2009, $159,792 in fiscal 21 
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year 2010, and $160,127 in fiscal year 2011.  While costs did increase to $163,543 in the 1 

Interim Year, any further increase would be speculative and would, in my view, not meet the 2 

regulatory criteria for a known and measurable change to the Test Year.  Accordingly, I 3 

recommend that the Interim Year costs be reflected in WWD’s revenue requirement.  My 4 

adjustment, which reduces WWD’s operating expenses by $3,516, is shown in Schedule 5 

ACC-3. 6 

 7 

 D. Insurance Expense 8 

Q. What costs are included in WWD’s Insurance Expense claim? 9 

A. As shown on Schedule WEE-8, these costs include vehicles and equipment insurance, 10 

workman’s compensation insurance, liability insurance, group life insurance, health 11 

insurance, and dental insurance. 12 

 13 

Q. How did WWD develop its claim for Rate Year Insurance Expenses? 14 

A. Similar to the methodology used for Property and Fire Taxes, WWD first calculated the 15 

difference between its actual Test Year costs and its Interim Year costs for each insurance 16 

category.  WWD then applied the resulting percentage increase to the Interim Year insurance 17 

costs to develop its pro forma claim for the Rate Year.  WWD’s methodology results in an 18 

increase of $155,589.  As shown in Schedule WEE-8, there was no increase between the Test 19 

Year and the Interim Year for three of the insurance categories: vehicles and equipment 20 

insurance, liability insurance, and group life insurance. 21 
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 1 

Q. Have you accepted WWD’s proposed adjustment? 2 

A. No, I have not.  Once again, I believe that this methodology results in a speculative 3 

adjustment and should be rejected by the Commission.  Instead, I recommend that the 4 

Commission utilize the Interim Year costs to determine WWD’s revenue requirement.  My 5 

adjustment is shown in Schedule ACC-4 and will reduce WWD’s claimed Insurance 6 

Expense by $81,425. 7 

 8 

 E. City Services Charge Expense 9 

Q. Please describe WWD’s claim for City Services Charges. 10 

A. In its filing, WWD included a claim of $320,453 related to charges allocated from the City.  11 

This allocation included both labor costs for services provided by City personnel as well as 12 

an allocation of certain non-labor costs.   The annual amount of $320,453 has been charged 13 

to WWD for the past three fiscal years. 14 

 15 

Q. How was this charge determined? 16 

A. In response to DIV 1-9, WWD provided a schedule purporting to support City Services 17 

Charges in the amount of $326,122.  This included $201,671 in Personnel Services costs as 18 

well as other charges, as shown below: 19 

20 
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 1 

Costs Allocated to WWD:  
Personnel Services $201,671 
Personnel Budget Purchased Services (9%) $1,544 
Finance Dept. Safety Paper & Supplies (15%) $1,490 
Finance Dept. Equipment Maintenance (15%) $6,173 
Tax Sales & Delinquent Account Collections $20,000 
Apex & Other Software Costs (15%) $6,810 
Opal & A/R Accounting Systems Maintenance  $15,000 
City Property Expenses (12.5%) $73,435 
Total $326,122 

 2 

  3 

Personnel costs include costs for the Finance, Public Works, and Executive 4 

Departments.  Finance Department personnel allocations range from 9.0% to 20%.  With 5 

regard to costs for the Director of Public Works and the Public Works Executive Secretary, 6 

33% of these costs are allocated to WWD.  In addition, 10% of the costs of the Office of the 7 

Mayor (Executive) are allocated to WWD. 8 

With regard to non-labor costs, the largest cost category relates to a general City 9 

Property Expense allocation that includes electrical, heating, security, and other costs for the 10 

City Hall Building.  According to the response to DIV 3-5, the accounting and customer 11 

service employees of the water department have office space in the City Hall.  The response 12 

to DIV 1-9 indicates that WWD was allocated 12.5% of all City Property Expenses, based on 13 

a finding that 6 out of the 48 employees working in City Hall are water division employees. 14 

 15 

Q. Do City employees use timesheets to record and allocate their time? 16 
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A. No, according to the response to DIV 3-4, City employees do not use timesheets to record 1 

their time.  Therefore, there is no independent documentation to verify that the costs being 2 

allocated to WWD are reasonable relative to the amount of time being spent on WWD 3 

activities.  Moreover, according to the response to DIV 3-6, no studies have been conducted 4 

within the last five years to support the costs allocated from the City to WWD.  There is no 5 

assurance that the costs allocated to WWD are cost-based or commensurate with the effort 6 

required to safely and efficiently manage the water utility.  Without such documentation, it is 7 

impossible to verify that the City Services Charge Expenses do not result in any 8 

subsidization of other City services by water utility customers.   9 

 10 

Q. Are you recommending any adjustment to the City Services Charge Expenses allocated 11 

to WWD? 12 

A. Yes, I am. Unfortunately, neither the City nor WWD have provided sufficient documentation 13 

to verify the reasonableness of the cost allocation.  In the absence of any studies or 14 

timesheets to support the allocation, it is very difficult to determine the appropriate amount 15 

of costs, if any, that should be allocated to WWD.  Faced with this difficulty, I am 16 

recommending that the Commission disallow the personnel costs for the Office of the Mayor 17 

and the City Property Expenses associated with City Hall.  18 

  Both the personnel costs associated with the Office of the Mayor and the City 19 

Property Expenses are fixed costs.  Regardless of the amount of time and effort spent by the 20 

Mayor on WWD activities, the City is required to pay its Mayor and to operate City Hall.  21 
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Thus, these costs would be incurred by the City regardless of whether or not it offered 1 

municipal water service.  Accordingly, I am recommending that these two areas of cost be 2 

eliminated from WWD’s revenue requirement.  I am not recommending any adjustment to 3 

the remaining personnel or non-labor costs allocated to WWD.  While I recognize that the 4 

City has failed to fully support these costs, nevertheless it is reasonable to conclude that 5 

some level of incremental support is being provided to WWD.  Therefore, I have limited my 6 

recommended adjustments to the fixed executive-type costs discussed above.  My 7 

adjustment is shown in Schedule ACC-5.  My recommendation to remove the Office of the 8 

Mayor charges and the City Property Expenses reduces the City Services Charge Expense 9 

from $320,453 to $236,300. 10 

 11 

Q. Isn’t it reasonable to assume that some level of Executive Support and City Property 12 

expenses associated with City Hall should be allocated to WWD? 13 

A. If WWD or the City had provided timesheets and other detailed documentation to support the 14 

City Services Charges Expense allocations, then it may have been reasonable to include 15 

some amount of executive costs or general City Hall costs in water utility rates.  However, 16 

given the lack of supporting documentation, it was necessary to develop a recommendation 17 

that would balance the need to compensate the City fairly with the need to ensure that water 18 

utility rates are reasonable and include only those costs necessary to provide safe and reliable 19 

service.  Therefore, my recommendation, which only eliminates executive-level fixed costs 20 

that would be incurred in the absence of the WWD, provides an appropriate balance and 21 
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should be adopted by the Commission. 1 

 2 

Q. Are you recommending any other adjustment to the Company’s claim for City Services 3 

Charge Expenses? 4 

A. Yes, I am.  On May 3, 2012, the Commission issued an Order in Docket No. 4309, requiring 5 

the WWD to net certain hydrant fees owed by the City against City Services Charges until 6 

such time as the WWD recovered the hydrant fees owed.   To provide a brief background, 7 

R.I.G.L. § 39-3-11.1(C) states, “In setting rates for publicly owned water authorities, the 8 

commission shall not require the payment of rental fees for fire hydrants from any 9 

municipality that has prohibited such fees by ordinance as provided in section 45-39-4 and 10 

has given notice to the commission of said ordinance.”  On December 22, 2011, the City 11 

filed a Hydrant Ordinance with the Commission prohibiting hydrant fees to the City and 12 

stating that “the rental or other charges for any fire hydrant located within the city which is 13 

supplied by the Water Division shall be the responsibility of the water ratepayers of the 14 

Water Division.”   WWD subsequently filed a request to recover the revenue that would no 15 

longer be collected from hydrant charges to the City from City ratepayers.  The Commission 16 

approved the implementation of a fire protection charge, effective February 1, 2012. 17 

  In evaluating the Hydrant Ordinance and request for a fire protection charge, the 18 

Commission determined that the City had not been paid the hydrant charge to the WWD 19 

since July 1, 2011, and that the City did not intend to pay these arrearages due to budget 20 

constraints.  The total amount due to WWD for service prior to December 22, 2012 is 21 
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$272,932.1  The Commission ordered that WWD “collect the public fire protection charge 1 

from the City of Woonsocket for the period July 1, 2011 through December 21, 2011 by 2 

netting the Hydrant Fees it is owed by the City against the City Services it is required to pay 3 

to the City at the level allowed in Docket No. 3800 until such time as the hydrant fee 4 

receivable has been reduced to zero.” 5 

  In response to COMM 1-27, WWD stated that “the offset approach suggested by the 6 

Commission was impossible because given the City’s very difficult financial position the 7 

City had already collected the City Services revenue.”  This statement is problematic for two 8 

reasons.  First, the Commission did not “suggest” this offset, rather, it ordered such an offset 9 

to be made.  Second, the fact that the WWD had prepaid the City Services charges casts 10 

further doubt on the argument that that these charges are cost-based reimbursements for 11 

services rendered, and instead suggests that the City Services Charges are viewed by both 12 

parties as simply a revenue-transfer mechanism to force WWD ratepayers to contribute to 13 

the City’s General Fund. 14 

 15 

Q. What do you recommend? 16 

A. Since the WWD was not able to comply with the Commission’s order during the fiscal year 17 

ending June 30, 2012, I recommend that the Commission impute the past-due City hydrant 18 

revenue into rates that will be established as a result of this case.  Accordingly, at Schedule 19 

ACC-5, I have made an adjustment to reduce the pro forma annual City Service Charges that 20 

                         
1 Order in Docket No. 4309, page 5. 
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I recommended above, by the amount that is owned to WWD by the City.  In calculating this 1 

offset, I have assumed a three-year amortization period for the amounts owed.  Thus, I have 2 

reduced the $236,300 that I recommended above for City Services Charge Expense by 3 

$90,977 annually.   4 

 5 

Q. What is the total adjustment that you are recommending to WWD’s City Services 6 

Charges? 7 

A. As shown in Schedule ACC-5, I am recommending a total adjustment of $175,130.  This 8 

includes an adjustment of $84,153 relating to the elimination of the Office of the Mayor 9 

allocation and City Property Expense, and $90,977 relating to amortization of the past due 10 

amounts owed by the City for past due hydrant charges. 11 

 12 

 F. Infrastructure Replacement Fund 13 

Q. How much is the WWD requesting in this case for annual funding of the Infrastructure 14 

Replacement Fund? 15 

A. The WWD is requesting continuation of the amount of annual funding to the Infrastructure 16 

Replacement Fund approved in the last rate case, i.e., $1,956,000.   17 

 18 

Q. Has WWD actually spent the amounts allocated to the Infrastructure Replacement 19 

Fund over the past few years? 20 

A. No, WWD has not spent anywhere near the level of authorized Infrastructure Replacement 21 
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Fund allocations over the last several years.  As shown in the response to DIV 2-12, WWD’s 1 

actual Infrastructure Replacement Fund expenditures over the past four years were as 2 

follows: 3 

 Actual IFR Expenditures 
2008 $384,934 
2009 $360,331 
2010 $1,287,467 
2011 $1,268,023 

 4 

 In addition, as shown in Schedule WWD-10, WWD currently has accrued carryover funds of 5 

$5,791,096. Therefore, WWD has not undertaken the level of Infrastructure Replacement 6 

Fund expenditures authorized by the Commission even though significant funds were 7 

available for additional projects.   8 

  Moreover, it is likely that much of WWD’s attention over the next few years will be 9 

focused on construction of the new treatment plant.  As a result, there may not be as much 10 

emphasis on Infrastructure Replacement (or Renewal and Replacement) projects as there 11 

would otherwise be.  In addition, it is my understanding that WWD does not have a 12 

permanent Superintendent in place at this time, a fact that is also likely to have an impact on 13 

the level of activity relating to Infrastructure Replacement and Renewal and Replacement 14 

projects.  I would expect reduced activity with regard to these projects until such time as a 15 

permanent Superintendent is hired and has the opportunity to assess WWD’s Infrastructure 16 

Replacement and Renewal and Replacement programs.  Accordingly, there is no reason to 17 

believe that WWD will be spending considerably more from the Infrastructure Replacement 18 
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Fund than it has spent over the past few years. 1 

 2 

Q. What do you recommend? 3 

 A. Given the fact that WWD has not spent its authorized annual Infrastructure Replacement 4 

Fund allowance over the past several years, and given the large surplus that has accumulated 5 

in the Fund, I recommend that the annual Infrastructure Replacement Fund allowance 6 

included in prospective rates be reduced to $1,500,000.  This is still well above the amount 7 

actually spent by WWD in any of the past four years but it is a more reasonable allowance 8 

than the $1,956,000 claimed by WWD.  Moreover, since I understand that WWD intends to 9 

file another rate case within a relatively short period of time, the parties will have the 10 

opportunity to examine more recent data and make an adjustment in the next case, if the 11 

WWD demonstrates that it has significantly increased the amount spent on Infrastructure 12 

Replacement Fund projects.  My adjustment to reduce WWD’s Infrastructure Replacement 13 

Fund allowance from $1,956,000 to $1,500,000 is shown in Schedule ACC-6. 14 

 15 

 G. Debt Service Reserve 16 

Q. How much has WWD included in its claim for Debt Service Reserve costs? 17 

A. WWD has included Debt Service Reserve funding of $1,630,000 in its claim.  This 18 

represents a reduction from the $1,832,067 currently embedded in base rates.   19 

 20 

Q. What is the current balance of the Debt Service Reserve account? 21 
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A. As shown on Schedule WEE-12, WWD projected a surplus of $436,781 at the end of fiscal 1 

year 2012. 2 

 3 

Q. Are you recommending any adjustment to WWD’s claim? 4 

A. Yes, I am.  Debt Service Reserve costs are easier to estimate than other types of costs 5 

incurred by WWD, due to the fact that these costs are tied to specific financing agreements 6 

and the annual payments are established many years into the future.  Moreover, WWD has 7 

virtually no discretion over these expenditures.  Unlike Infrastructure Replacement Fund 8 

projects, WWD cannot choose to delay debt service payments or to modify the size of a 9 

payment.  Accordingly, the Debt Service Reserve expenditures are predicable and stable.   10 

Given that these expenditures are known with relative certainty, I believe that that the 11 

Debt Service Reserve funding proposed by WWD is excessive.  As shown in Schedule 12 

WEE-12, WWD projects a reserve balance of $436,781 by the end of the 2012 Fiscal Year 13 

and projects annual funding of $1,703,112 in Fiscal Years 2013, 2014, and 2015.  Assuming 14 

that the 2012 Fiscal Year surplus is amortized over three years, WWD would need only 15 

$1,557,518 per year in the Rate Year and subsequent two years to fund its debt service costs. 16 

While I believe it is reasonable to include some amount over this minimum funding level in 17 

utility rates, I believe that WWD’s claim is too high, especially when one considers the 18 

relative stability of these payments.  Given a projected net annual cost of $1,557,518, I am 19 

recommending that the Commission include an annual Debt Service Reserve funding level of 20 

$1,600,000 in utility rates.  This amount will still provide some “cushion” to WWD to meet 21 
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unanticipated Debt Service Reserve costs, but it is more reasonable for ratepayers than the 1 

$1,630,000 proposed by WWD.   My adjustment is shown in Schedule ACC-7. 2 

 3 

 H. Operating Reserve Allowance 4 

Q. What is an Operating Reserve Allowance? 5 

A. WWD is not an investor-owned utility.  Accordingly, it is regulated on a cash-flow basis.  6 

WWD’s revenue requirement does not include any return on rate base, which is traditionally 7 

included in the revenue requirement of an investor-owned utility.  However, the Commission 8 

has traditionally allowed municipal water utilities to collect an Operating Reserve Allowance 9 

of 1.5% of expenses in order to mitigate cash-flow problems, and to provide for unforeseen 10 

expenditures or reduced revenue.  WWD has included an Operating Reserve Allowance of 11 

1.5% of total costs in its revenue requirement claim. 12 

 13 

Q. What are you recommending in this case? 14 

A. I recommend that the Commission continue to permit WWD to recover a 1.5% Operating 15 

Reserve Allowance, but I recommend that this percentage be applied only to WWD’s 16 

operating and maintenance expenses.  These costs are subject to greater variation and 17 

uncertainty than the capital costs included in WWD’s filing.  Accordingly, at Schedule ACC-18 

8, I have made an adjustment to apply the 1.5% Operating Reserve Allowance to the pro 19 

forma level of operating and maintenance expenses that I have found to be reasonable.  In 20 

developing my adjustment, I applied the 1.5% to all costs except for the Infrastructure 21 
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Replacement Fund, the Debt Service Reserve, and the Renewal and Replacement Reserve.   1 

It should be noted that I have included both the Chemical Expense Reserve and Rate Case 2 

Expense Reserve in the amounts to which the 1.5% is applied.  As discussed below, I am 3 

recommending that the Commission terminate the restrictions on these two accounts.  If my 4 

recommendation is accepted, then chemical costs and rate case costs would be considered as 5 

normal operating and maintenance costs and would be included in the Operating Reserve 6 

Allowance along with other operating and maintenance expenses.   7 

 8 

Q. If the Commission rejects your recommendation to terminate the restriction of these 9 

two accounts, would you still recommend that these reserves be included in the 10 

calculation of the Operating Reserve Allowance? 11 

A. Yes, I would.  Even if the Commission decides to continue the restricted funding of these 12 

two accounts, I still recommend that the Chemical Expense Reserve and Rate Case Expense 13 

Reserve be included in the calculation of the Operating Reserve Allowance.  Although in 14 

that case, the annual funding amounts associated with these reserves would not vary each 15 

year, the actual underlying costs would still be subject to annual fluctuations, as would 16 

disbursements from the reserve.  Therefore, I believe that it would be appropriate to include 17 

the Chemical Reserve and Rate Case Reserve in the costs that are subject to the Operating 18 

Reserve Allowance.  Disbursements from the remaining reserve accounts do not fluctuate 19 

significantly and/or are within WWD’s control and therefore funding for the Infrastructure 20 

Replacement Fund, the Debt Service Reserve, and the Renewal and Replacement Reserve 21 
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should not be included in the costs subject to the Operating Reserve Allowance. 1 

 2 

Q. Is your recommendation consistent with the Commission’s decision in prior WWD 3 

cases? 4 

A. Yes, it is.   I made a similar adjustment in Docket 3800.  Moreover, in my testimony in that 5 

case, I noted that my adjustment was consistent with the Commission’s decision in the 6 

preceding WWD rate case (Docket No. 3626).  Mr. Edge later acknowledged that my 7 

recommendation was consistent with the Commission’s prior determination.  Moreover, in 8 

Data Request COMM 1-22 from Docket No. 3800, Mr. Edge indicated that he would accept 9 

my methodology in his rebuttal testimony, stating that he would “use the Commission 10 

approved approach.”  The Commission noted in its Order in Docket No. 3800 that Mr. Edge 11 

“also agreed with the methodology used by Ms. Crane in calculating the Operating Reserve 12 

Allowance.”2 Thus, the methodology that I am recommending in this case has been utilized 13 

in the past two WWD cases and has been accepted by Mr. Edge. 14 

 15 

Q. What is the impact of your adjustment? 16 

A. My recommendation to exclude the Infrastructure and Replacement Fund, the Renewal and 17 

Replacement Reserve, and the Debt Service Reserve from the calculation of the Operating 18 

Reserve Allowance will reduce the Operating Reserve Allowance by $55,590.  In addition,  19 

20 

                         
2 Order in Docket No. 3800, page 14. 
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the operating expense adjustments that I have recommended will reduce the Operating 1 

Reserve Allowance by an additional $3,919.  Thus, my total recommended reduction to the 2 

Operating Reserve Allowance proposed by WWD is $59,509, as shown in Schedule ACC-8. 3 

 4 

 I. Other Restricted Accounts 5 

Q. Please identify the restricted accounts that are included in WWD’s revenue 6 

requirement. 7 

A. WWD currently has five restricted accounts:  the Chemical Expense Reserve, Renewal and 8 

Replacement Reserve, Infrastructure Replacement Fund, Rate Case Expense Reserve, and 9 

Debt Service Reserve.   10 

 11 

Q. Does WWD have any discretion as to whether or not to fund these reserves? 12 

A. While the intent is that WWD will fund these reserves on an annual basis, up to the amount 13 

specified in its authorized revenue requirement, in practice WWD does have varying degrees 14 

of discretion with regard to funding at least some of these accounts.  The only reserve over 15 

which WWD has virtually no discretion is the Debt Service Reserve.  This is because WWD 16 

has a legal and contractual obligation to meet its debt service payments.  Moreover, as noted 17 

above, these payments are relatively predicable and stable.  WWD knows what its debt 18 

service payments will be for many years into the future as soon as new debt is issued and a 19 

debt amortization schedule is determined.  This is similar to a homeowner knowing with 20 

certainly what his mortgage payment will be for thirty years into the future. 21 
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With regard to the Infrastructure Replacement Fund and the Renewal and 1 

Replacement Reserve, WWD does have some discretion regarding both the funding of these 2 

reserves and expenditures made from the reserves.  While there may be certain capital 3 

projects that must be completed at any given time, for the most part the projects funded by 4 

these reserves can be scheduled to take advantage of available funds.  Similarly, if funds are 5 

not available in these reserves, then projects may be postponed or rescheduled to a later date. 6 

The last two reserves, the Chemical Expense Reserve and the Rate Case Expense 7 

Reserve, are mechanisms to fund ongoing operating expenses of WWD.  Chemical costs are 8 

normal expenses that are integral to the operation of any water utility.  Moreover, WWD, 9 

and other water utilities, have limited ability to control or impact these costs.  The most 10 

significant factor impacting chemical costs is customer usage and the utility’s ultimate level 11 

of water sales.  Chemical costs are also periodically impacted by the need to replace carbon 12 

filters, although water utilities do have some limited flexibility with regard to the timing of 13 

such replacements. 14 

Rate case expenses, while not being incurred every year, are incurred periodically 15 

and again constitute a normal, ongoing operating expense for the utility.  In addition, while 16 

some rate case costs are in the utility’s direct control, there is some minimal level of rate 17 

case cost that must be incurred in order to actually compile and file a base rate case.  18 

Therefore, if a utility wants to file a base rate case, it must incur some level of rate case cost 19 

regardless of the balance in the Rate Case Expense Reserve, just as if a utility wants to sell 20 

water, there is some level of chemical expense that must be incurred regardless of the 21 
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balance in the Chemical Expense Reserve account.   1 

In general, having multiple restricted accounts adds complexity to the accounting 2 

function and, by definition, somewhat restricts the ability of the utility to manage its 3 

operations.  Therefore, regulatory commissions should utilize restricted accounts only when 4 

there is a compelling reason to do so.  There is no compelling rationale at this time for 5 

restricting the funds utilized for chemical expenses or for rate case costs.  For these reasons, 6 

I believe that the Chemical Expense Reserve and the Rate Case Expense Reserve should be 7 

terminated and instead the WWD’s revenue requirement should include a normalized level 8 

of chemical expenses and rate case costs. 9 

 10 

Q. Does your recommendation to terminate the Chemical Expense Reserve and the Rate 11 

Case Expense Reserve have any impact on WWD’s revenue requirement in this case? 12 

A. No, it does not.  In both cases, I believe that the annual amounts included in WWD’s claim 13 

are reasonable.  With regard to chemical costs, WWD incurred $218,018 of such costs in the 14 

Test Year. While this is less than the annual amount of $296,000 that WWD proposes to 15 

include in rates, utility rates should reflect some allowance for periodic carbon filter 16 

replacements, in addition to routine chemical costs.  Given the historic level of carbon filter 17 

replacement costs and the frequency with which such filters are replaced, I believe that 18 

$296,000 is a normalized, reasonable level of chemical expense to include in utility rates. 19 

  Similarly, while WWD will not have a rate case every year, a normalized level of rate 20 

case costs should be included in annual rates so that WWD will have sufficient funds to file a 21 
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base rate case when one is required.  WWD is seeking to continue the recovery of $69,864 1 

annually that was authorized in Docket No. 3800.  The WWD’s claim is based on a two-year 2 

amortization of net rate case costs for the current case of $163,743, which includes an offset 3 

of $63,565 in funds collected during the Interim Year.  This would result in annual costs of 4 

$81,872 over the first two years of new rates, slightly more than the amount that WWD seeks 5 

to recover in rates.  Therefore, while I am recommending that the Commission terminate the 6 

restrictions on amounts collected for chemical expenses and rate case costs, I am not 7 

recommending any adjustment to the annual expenses included in WWD’s revenue 8 

requirement claim relating to these items.  9 

 10 

 11 

V.   SUMMARY OF REVENUE REQUIREMENT RECOMMENDATIONS 12 

Q.   What is the result of the adjustments that you are recommending in this case? 13 

A.   I am recommending that following adjustments to WWD’s claim: 14 

 15 

Light and Power Expense ($1,202) 
Property and Fire Tax Expense ($3,516) 
Insurance Expense ($81,425) 
City Services Expense ($175,130) 
Infrastructure Replacement Fund ($456,000) 
Debt Service Reserve ($30,000) 
Operating Reserve Allowance ($59,509) 
Total Adjustments ($806,782) 
 16 

 17 
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My adjustments reduce WWD’s revenue requirement from the $8,301,954 reflected in Mr. 1 

Edge’s testimony to $7,495,172.  Based on pro forma revenue at present rates of $7,488,628, 2 

I recommend a rate increase of $6,544 or 0.09% of total rate revenue.  3 

 4 

Q. Does this conclude your testimony? 5 

A.   Yes, it does. 6 
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