
STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS 
PUBLIC UTILITIES COMMISSION 

 
IN RE: INTERSTATE NAVIGATION COMPANY  : 
PETITION FOR GENERAL RATE INCREASE  : DOCKET NO. 3573 
 

REPORT AND ORDER 
 

I. Introduction 

 On December 2, 2003, the Interstate Navigation Company (“Interstate” or 

“Company”) filed an application with the Rhode Island Public Utilities Commission 

(“Commission”) seeking a general increase in its existing rate schedule, for effect 

January 1, 2004.  Interstate’s request was designed to generate total revenue in the 

amount of $9,657,742.  This request, if approved, would produce additional revenues in 

the amount of $2,750,712, which translates to across-the-board rate increases of 39.8% 

with the exception of a proposed 93% increase to non-commuter passenger vehicles.  

Additionally, Interstate requested flexibility in certain of its rates.  On December 18, 

2003, the Commission docketed the matter and suspended the effective date pending an 

investigation. 

 The instant rate case filing represents Interstate’s fourth such filing in the last 

twenty years.  A brief history follows: 

Docket  Date Filed Increase Requested Allowed Increase Revenues 

1835  7/29/85 $283,765  $53,980  $2,592,260 

1935  3/22/89 $1,539,967  $770,000  $4,114,031 

2484  10/25/96 $1,907,026  $1,171,000  $6,208,285 

3573  12/2/03 $2,750,712 
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 On December 29, 2003, the Town of New Shoreham (“Town”) filed a timely 

Motion to Intervene to which no objection was filed.  Accordingly, pursuant to 

Commission Rule of Practice and Procedure 1.13(e) the Town was allowed full party 

status.   

II. Interstate’s Direct Case 

 In support of its filing, Interstate submitted the pre-filed testimony of Susan E. 

Linda, President and Treasurer of Interstate and Walter E. Edge, Jr., Consulting 

Department Director and President of the firm Bacon & Edge. 

 Ms. Linda maintained that Interstate has complied with each requirement 

contained in the Amended Settlement entered into between the Company, the Division of 

Public Utilities and Carriers (“Division”) and the Town that was approved by the 

Commission in Order No. 15300.1  Additionally, Ms. Linda indicated that Interstate has 

addressed the Town’s issues as set forth by Ms. Kimberly Gaffet, former First Warden, at 

the time of Docket No. 2484.2  Next, Ms. Linda provided an update regarding the 

progress of the Point Judith terminal reconstruction project, stating that the competitive 

bid process for a new terminal produced a lowest bid of $1.1 million, exceeding the 

budgeted amount.  Therefore, after commencing with a redesign project and applying for 

and obtaining the proper permits, Ms. Linda expected that the bid process will be 

completed by February 2004, at which time, the cost will be known.  She expected 

construction to be completed by early June 2004. 

 Ms. Linda pointed to five main reasons necessitating Interstate’s request for a rate 

increase: (1) a decrease in passenger and bicycle revenues; (2) an increase in overall costs 

                                                 
1 Interstate Exhibit 2 (Pre-Filed Testimony of Susan E. Linda), pp. 2-3.  
2 Id. at 4-5. 
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since Interstate’s last rate increase in 1997; (3) an increase in costs due to homeland 

security measures; (4) planned capital improvement programs to be undertaken; and (5) 

an increase in the appraisal of the Block Island terminal property leading to an increase in 

the lease payments.3   

 Ms. Linda elaborated on the capital improvement projects, stating that the 

Company has received several complaints about the M/V Nelseco, Interstate’s passenger-

only vessel that serves peak travel times.  Therefore, the first major capital investment 

proposed by the Company is the purchase of the larger vessel, M/V Anna C.  Interstate 

would then move the M/V Nelseco to the Newport/Block Island Run and place the M/V 

Manitou, another older boat, on standby.  The M/V Anna C will allow additional truck 

space to further the needs of the island.  The M/V Anna C is fully winterized and is 

similar in size to the M/V Carol Jean, but is newer and more powerful and has previously 

been leased by Interstate from Nelseco Navigation during high demand periods.  With 

regard to the $3.1 million purchase price, Ms. Linda indicated that it had been set by an 

independent appraisal and represents 1/3 of the replacement cost of the vessel.4 

 The second major capital improvement project, according to Ms. Linda, is the 

renovation of the M/V Carol Jean, a vessel which was placed in service in 1984.  The 

purpose of the renovations is to replace parts that have been in service beyond their 

useful life.  At the same time, the Company intends to winterize the boat by insulating 

and finishing the interior of the cabin and to install air conditioning in the cabin to better 

                                                 
3 Id. at 7-10. 
4 Id. at 8-9. 
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compete with the amenities of the competition.    According to Ms. Linda, the Company 

expects the project to cost approximately $3 million.5 

 Turning to the Company’s goals for the future, Ms. Linda explained that the 

Company’s immediate goals are to add the M/V Anna C to the fleet, to comply with new 

Homeland Security Coast Guard regulations, to improve the staging and terminal area at 

Point Judith and to rebuild the M/V Carol Jean.  With regard to long term goals, Ms. 

Linda indicated that the Company is looking for ways to “come up with creative 

strategies for retaining and possibly even expanding our customer base.”6  Four of the 

five ideas presented related to pricing flexibility.  The remainder related to a proposal to 

increase non-commuter vehicle rates by 93% in order to “discourage people from taking 

their cars to Block Island….The increased rate[s] will help to make up for the anticipated 

loss of traffic…[and] will open up more spaces for the greatly increased demand for truck 

space on the ferries.”7  With regard to pricing flexibility, Ms. Linda suggested that, “with 

regard to ticket sales to summer tourists, we believe we should be able to retain whatever 

additional revenues we are able to generate from summer tourists.”  More specifically, 

she suggested that:  

 If the charge is increased, the additional dollars collected from any summer tourist 
 rate increase imposed over and above the rates approved in this docket would first 
 go to cover any shortfall in Interstate’s authorized return on rate base and then the 
 excess may be retained by Interstate in full as additional profit, which will not be 
 counted against the regulatory profit allowance.8 
 

                                                 
5 Id. at 9-10. 
6 Id. at 11. 
7 Id. at 11-12. 
8 Id. at 13. 
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Ms. Linda’s justification for a non-tariffed rate was that the market on a given day should 

be allowed to set the rate in order to control prices in the competitive market.9 

 Mr. Edge provided testimony regarding the test year of June 1, 2002 through May 

31, 2003, a rate year of June 1, 2004 through May 31, 2005, the cost of service/revenue 

requirement, rate base, rate of return, and rate design, together with an evaluation of the 

rate impact per customer class.10  Mr. Edge provided a review of the previous rate case, 

including the revenue requirement, rate of return, return on equity and other 

miscellaneous agreements contained in the approved Settlement.11 

 Mr. Edge pointed to three major reasons causing the need for a rate increase, 

namely, a loss of revenues during the period FY 2003 and anticipated loss of revenues for 

FY 2004, an increase in costs versus revenues during the seven years since Interstate’s 

last rate case, and the anticipation of a number of capital projects which will require an 

increase in debt service.12  The result of these factors is a requested increase in revenue of 

$2,750,712, or 39.8%.  The impact on a same day, round trip, adult ticket would be an 

increase from $12.80 to $17.90.13 

 Mr. Edge indicated that he made seven normalizing adjustments to the test year, 

specifically: (1) removing $18,529.43 in interest income from revenue on the basis that 

cash is not a part of rate base and the return on cash investment is shareholder rather than 

ratepayer revenue; (2) adding one-fifth of the net proceeds of the sale of the Manisee 

vessel per the previously approved Stipulation; (3) reducing depreciation expense in the 

amount of $563,362 for a one-time amortization of refinancing costs; (4) removing 

                                                 
9 Id. at 13.   
10 Interstate Exhibit 3 (Pre-filed testimony of Walter E. Edge, Jr.), p. 2. 
11 Id. at 4-5. 
12 Id. at 5. 
13 Id. at 6. 
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$265,522.63 in interest expense from the cost of service because he maintained that the 

interest expense will be accounted for in the return on rate base calculation; (5) removing 

rent expense from the wharfage expense account; (6) increasing the test year pension 

expense by $15,633 to account for an understated employee pension expense on the basis 

that Interstate does not pay pension contributions annually, but rather, catches up “when 

times are good”; and (7) eliminating the cash over/short amount of $4,621.91 on the basis 

that it is an improper cost of service item which fluctuates between revenue and expense 

from year to year.14 

 Mr. Edge explained that the revenues from Interstate’s regulated activities provide 

approximately 91% of Interstate’s overall revenues.  Comparing the allocation of 

revenues in the last docket to the test year only, passenger, bicycle and freight revenues 

decreased while car/truck revenue increased.15  The remainder of the revenue from 

unregulated activity is used to reduce the revenue requirement.16  Mr. Edge explained that 

Interstate is a summer peaking utility but is affected by the weather during the entire year, 

noting that when looking at performance in only one year, “it is imperative to consider 

the weather in that year.”17 

 After comparing the passenger, car/truck and bicycle revenues together over the 

course of five fiscal years, Mr. Edge opined that although passenger and bicycle revenues 

declined to a certain extent due to competition, Interstate does not believe that all lost 

revenue is the result of direct competition from Island Hi-Speed Ferry, but rather is a 

                                                 
14 Id. at 8-9.  Mr. Edge provided an analysis of revenues and expenses for four years and the test year to 
show that the test year ending May 31, 2003 is a “normal” year.  Id. at 9. 
15 Id. at 11.  Comparing percentages alone, the revenues from regulated activities during the test year 
actually represent a gain over the percentages from the previous docket.  See id. 
16 Id. 
17 Id. at 11-12.  Mr. Edge noted that FY 2002 was a very good year for Interstate, opining that it was an 
aberration. 
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combination of competition, the impact of the events of September 11, 2001 on travel, a 

drop in the economy, and the introduction of a new high speed ferry from Quonset Point 

to Martha’s Vineyard.18  Mr. Edge projected a higher reduction of passenger and bicycle 

revenues in FY 2004 and 2005 than FY 2003 as compared to FY 2002 or 2001, fearing 

that declining revenues has “no end in sight.”19  With regard to car/truck revenue, Mr. 

Edge used an average increase from FY 1999 through FY 2003, noting that it is not 

subject to competition, but is affected by the weather.  Mr. Edge made no adjustment to 

freight revenue from the test year, noting that this revenue is more a function of 

construction on the island rather than weather.20  Addressing revenues from unregulated 

activities, Mr. Edge indicated that he left bar expenses, mail revenue and charter revenue 

at test year levels.  He noted that landing fee commission revenue increased in the test 

year due to the addition of the Narragansett landing fee, but because Mr. Edge is 

projecting a decline in ridership, he has reduced the landing fee commission revenue 

accordingly.  Therefore, after all adjustments, Mr. Edge projected total rate year gross 

revenue at current rates at $6,907,030.21 

 Turning to projected rate year expenses, Mr. Edge indicated that he reviewed the 

individual expense accounts to determine all known and measurable changes.  However, 

in some cases, accounts were left at test year levels or were projected based on a four 

year average plus the test year.22  Mr. Edge made increasing adjustments to the following 

expense accounts: Payroll and related taxes – $340,553; Depreciation – $558,581; Other 

Vessel Expense – $84,896; Wharfage – $177,794; Rent – $835; General Maintenance – 

                                                 
18 Id. at 12-13. 
19 Id. at 14. 
20 Id. at 14-15. 
21 Id. at 15-16. 
22 Id. at 16. 
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$20,574; Utilities – $66; Advertising – $153,083; Other traffic expense – $12,649; Office 

– $4,073; Credit Card Administrative Fees – $15,480; Telephone – $24,445; Employee 

Insurance – $34,968; Employee Pension – $9,477; Insurance – $72,783; Municipal Tax – 

$8,018; CT Corp. Tax – $250; Permits and Licenses – $2,392; Unemployment Comp. 

and Federal and State Unemployment – $10,335; Vessel Maintenance – $19,660; 

Computer Expense – $4,712; Fuel Expense – $43,756; Homeland Security – $702,10523; 

Federal Income Tax – $105,701; and Rate Case Expense – $50,000.  Mr. Edge made 

decreasing adjustments to the following expense accounts: Crew Expense – ($76,894); 

Supplies – ($10,650); Charter – ($363,000); Local Transfer – ($11,220); Refunds, Voids 

and Credits – ($10,600); Registrations – ($687).24 

 A portion of the increase to payroll expense is related to an additional 

crewmember at a salary of $30,000 to cover the increased staffing for the M/V Anna C, a 

staffing requirement that Mr. Edge maintained is required by law and Coast Guard 

Regulation.  One third of the increase is related to management raises to Susan, Ray and 

Josh Linda in the amount of $108,901 over the salary amounts for January through June 

2004.  Mr. Edge provided several justifications “in addition to the fact that Interstate’s 

management salaries are below market salary levels” including work related to the M/V 

Carol Jean, work related to the Point Judith Terminal, work related to new Homeland 

Security requirements, dealing with increased competition from various sectors, and work 

related to the M/V Anna C.25  Another portion is related to five percent increases in 

                                                 
23 The Homeland Security expense listed herein is the correct amount as stated in Mr. Edge’s testimony and 
does not correspond to his schedule WEE-7 per his footnote therein.  The amount stated in the schedule is 
$547,460 and is the amount listed as the increase in expense for the Adjusted Rate Year. 
24 Interstate Exhibit 3, WEE 7. 
25 Interstate Exhibit 3, p. 18. 
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salaries for FY 2004 and FY 2005 for the remainder of the positions.  Finally, Mr. Edge 

made related adjustments to payroll taxes. 26 

 Turning to the decrease in charter expenses, Mr. Edge noted that as a result of 

Interstate purchasing the M/V Anna C there will be no charter expense in the rate year.27  

With regard to the increase in insurance and casualty expenses, Mr. Edge indicated that 

most of the increase is due to the addition of the M/V Anna C to the fleet as well as an 

anticipated overall 5% increase in premiums.28 

 With regard to the increase in wharfage and rent expense, Mr. Edge indicated that 

there is an expected significant increase in the wharfage charge by Interstate Nav. as a 

result of an independent appraiser’s appraisal of the appropriate wharfage charge.29  

Interstate Nav. is raising the Old Harbor lease from $120,000 per year to $237,500 per 

year.  The increased rate includes the current charge for the first four months of the rate 

year and the increased charge for the remainder as the current lease expires on September 

30, 2004.  Mr. Edge also made allowances for expected increases in fees to be paid to the 

State of Rhode Island.30 

 Although Professional Services were kept at the test year level of $377,844, Mr. 

Edge noted that these fees have been increasing steadily during the previous three years, 

from $256,213 in 2001 to $377,844 in 2003.  These fees include $29,600 for General 

Accounting Services, $39,800 for Regulatory Related Accounting Services, $4,303 for 

Pension Administration, $33,246 for lobbyist fees, and “ever increasing legal needs.”31 

                                                 
26 Id. at 18-19.  Salary expenses were increased by $58,028 from the test year to FY 2004 and by $257,857 
from FY 2004 to the rate year.  Id. at 19. 
27 Id. at 20. 
28 Id. at 21. 
29 Interstate Nav. is a separate entity from Interstate Navigation, the regulated entity. 
30 Interstate Exhibit 3, p. 21, WEE 12. 
31 Id. at 22. 
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 Addressing the adjustment for increased advertising expenses, Mr. Edge argued 

that in order to compete with Island Hi-Speed Ferry’s summer-only service advertising 

budget of $100,000, Interstate requires an increase from its test year expense of $196,917 

to $350,000.  Mr. Edge pointed to four other reasons for the increase, namely, retention 

of Connecticut business previously carried to Block Island by Nelseco Navigation 

Company, erosion of revenues due to competition from the Martha’s Vineyard high 

speed ferry and post-September 11th decrease in tourism, alerting passengers to the 

addition of the M/V Anna C and renovations to the M/V Carol Jean, advise passengers of 

improved security, and informing customers of rate increase and new scheduling 

opportunities.32 

 Addressing the new account listed as Homeland Security, for which Interstate is 

seeking $702,105, Mr. Edge indicated that the Department of Homeland Security has 

published “Port Security Regulations” after the September 11, 2001 attacks.  There are 

six parts to the Regulations, three of which have costs attached.  According to Mr. Edge, 

the costs estimated in the Regulations add up to the amount requested.  Because the 

actual extent of the expenses is unknown, Interstate has agreed to put all revenue 

collected for Homeland Security into a restricted account in order to protect ratepayers 

from the possibility of excess earnings in the event Interstate does not have to expend the 

full $702,105.33 

With regard to the account entitled “Other Vessel Expense” for which Interstate is 

seeking $101,146, Mr. Edge did not provide any direct testimony.  In Schedule WEE-10, 

Mr. Edge provided a five year history of expenses, which included the test year, and took 

                                                 
32 Interstate Exhibit 3, pp. 23-24. 
33 Id. at 25-27. 
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the average to derive the rate year expense, which represents an $84,896 increase over the 

test year.  However, a review of the prior five years shows that the test year expense 

appears to have been significantly less than any of the prior four years.34  Mr. Edge used 

a similar methodology to arrive at a $76,894 reduction in Crew Expense when compared 

to the test year.  However, a review of the prior five years shows that the test year 

expense appears to have been significantly greater than any of the prior four years.35 

Turning attention to the calculation or Rate Base and Rate of Return, Mr. Edge 

explained that rate base is calculated by adding a utility’s net investment in fixed assets 

plus working capital and deferred debits.  According to Mr. Edge, the largest item in 

Interstate’s rate base, representing over 95%, is net utility plant.  A net investment is the 

original cost of utility plant minus the accumulated depreciation.  Mr. Edge explained 

that rate base is not simply the result of shareholder equity investment, but rather, is 

usually the result of both shareholder investment and a utility’s long term borrowing.36 

In calculating working capital, Mr. Edge indicated that in Docket No. 2484, 

Interstate agreed to working capital in the amount of $655,054 using the Division’s 

methodology, the Balance Sheet approach.  This same level of working capital was 

continued in the last rate case.  According to Mr. Edge, this amount has proven adequate, 

and is once again requested.37  Mr. Edge indicated that the percentage rate of return on 

rate base is calculated by adding the weighted cost of borrowing to the weighted cost of 

equity.38 

                                                 
34 Interstate Exhibit 3, WEE-10. 
35 Id. 
36 Interstate Exhibit 3, p. 28. 
37 Id. at 29. 
38 Id. 
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In calculating rate base for the rate year, Mr. Edge indicated that he began with 

the net utility plant value at May 31, 2003 in the amount of $8,140,478 and added known 

and measurable utility plant additions for the interim year June 1, 2003 through May 30, 

2004.  Of the $913,134 in additions, $838,274 was for a Bulkhead on Block Island and 

Dredging at Montville.  Next, Mr. Edge removed the depreciation that would be booked 

from the end of the test year to the beginning of the rate year in the amount of $864,827 

in order to arrive at the beginning of the rate year net utility plant amount for the rate base 

at June 1, 2004.  Next, Mr. Edge added to this amount rate year activity, including 

additions and depreciation.  The additions to rate year total $6,506,233, of which, 

$6,100,000 accounts for the purchase of the M/V Anna C and the repowering and 

upgrade of the M/V Carol Jean.  The rate year depreciation, according to Mr. Edge will 

be $1,262,871, for a total Utility Plant at the End of the Rate Year of $13,432,146.39 

Discussing the benefit of adding the M/V Anna C to Interstate’s Fleet, Mr. Edge 

indicated that it cost Interstate $363,000 to lease the vessel from Nelseco Navigation in 

the test year.  He determined that with a purchase price of $3,100,000, it would only cost 

Interstate an additional $179,000 per year to own and run the vessel.40  With regard to the 

need for repowering the M/V Carol Jean, Mr. Edge explained that after 20 years, the 

engines have outlived their useful life and as of 2004, the M/V Carol Jean is fully 

depreciated.41  After adding the requested working capital to the average utility plant 

amount, Mr. Edge turned to the calculation of rate of return on rate base. 

                                                 
39 Id. at 29-30, WEE-15.  The items depreciated during the rate year are as follows:  Vessels - $883,408; 
Vessels Improvements and Equipment - $10,442; Office Equipment - $122,248; Buildings - $36,332; 
Docks and Ramps - $157,840; Point Judith Project - $25,397; Vehicles - $25,204; Dredging - $2,000.  Id. at 
WEE - 15a. 
40 Interstate Exhibit 3, pp. 30-31.  Mr. Edge added all rate year costs and depreciation and compared the 
total to the Test Year lease cost. 
41 Interstate Exhibit 3, p. 31. 
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In calculating a return on equity, Mr. Edge indicated that he did not use either the 

Discounted Cash Flow methodology or the Capital Pricing Model, but rather, started with 

Interstate’s return on equity allowed in the last case and concluded that it should be at 

least equal to, or greater than, the allowed return on equity for Narragansett Electric 

Company or New England Gas Company which range from 10.5% to 11% because 

neither utility has direct competition.42  Therefore, according to Mr. Edge, if he uses the 

more recent authorized rate of return of 11% and adds a factor of 0.5% to account for 

“Interstate’s smaller more risky size and competition,” he arrived at the same return on 

equity as allowed in the last docket.  Therefore, “in an attempt to save ratepayer dollars, 

Interstate is proposing the continuance of the 11.5% return calculated by the Division and 

approved by the Commission in the last Interstate rate case.”43 

Turning to Interstate’s Proposed Capital Structure for the Rate Year, all equity is 

common equity and all debt is characterized as long term debt.  The current long term 

debt is made up of three phases of long term debt which combined, equal 41.95% of the 

capital structure with debt rates ranging from 6.1% to 7.5%.  In addition, the capital 

structure includes new long term debt relating to the repowering of the M/V Carol Jean 

and the purchase of the M/V Anna C which total 30.6% of the capital structure with a 

debt rate of 6.4%.  The remainder of the capital structure consists of 27.44% equity at a 

return on equity of 11.5%.  The weighted cost of capital, or the rate of return on rate base, 

is 8.01%.44 

Turning to the calculation of federal income tax, Mr. Edge multiplied the 

weighted return on equity, 3.16%, by the rate year rate base, $11,465,519, to come up 

                                                 
42 Id. at 32-33. 
43 Id. at 33. 
44 Id. at WEE-17. 
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with taxable income in the amount of $361,817,76.  The tax on the first $100,000 is at a 

rate of 25%.  The remainder is taxed at a rate of 32%, yielding a total federal income tax 

of $105,701.  Mr. Edge noted that there was no federal income tax due during the test 

year because of the operating loss, resulting in an increase of $105,701 over the test 

year.45 

Next, Mr. Edge discussed the proposed rate design, noting that with the exception 

of cars, vans and SUV’s, Interstate has proposed an across-the-board increase of 39.8% 

on all rates.  The increase in the non-commuter rate for cars, vans and SUV’s may or may 

not result in additional income due to a discouraging effect that an almost doubling of 

rates may have on volume.  Mr. Edge also noted that Interstate is seeking flexibility in 

several of its other tariffs as discussed by Ms. Linda in her testimony.46 

III. Town’s Direct Case 

 The Town of New Shoreham submitted the pre-filed testimony of James A. 

Rothschild, President of Rothschild Financial Consulting, specializing in utility 

regulation, in support of allowing Interstate a rate increase of $244,160, or 3.11%.47  Mr. 

Rothschild argued that Interstate is in a period of uncertainty, making it a time to be 

especially careful when setting permanent rates.  Mr. Rothschild pointed to seven factors 

which he believed make it more difficult than usual to determine the likely future 

revenues at current rates: (1) inability to isolate reason for passenger loss; (2) effect of the 

elimination of competition in the market for ferrying automobiles from New London, 

Connecticut to Block Island, Rhode Island; (3) effect of the elimination of passenger 

ferry service from New London to Block Island; (4) effect on revenues due to increased 

                                                 
45 Id. 
46 Id. at 34-35. 
47 Town of New Shoreham Exhibit 1, p. 5. 
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capacity and speed as a result of the purchase of the M/V Anna C and the renovation of 

the M/V Carol Jean; (5) challenge associated with determining cause and effect of 

various conditions on normal business fluctuations from season to season; (6) uncertainty 

surrounding the amount of additional effort and expenditures associated with security; 

and (7) effect of new marketing plan proposals absent any marketing plans to support the 

proposals.48 

 In order to balance the interests of shareholders and ratepayers in light of this 

uncertainty, Mr. Rothschild proposed a revenue adjustment proposal based on the 

assumption that the Commission will reject the pricing flexibility proposals.  First, 

Interstate would be allowed to increase its current rates for service commencing on June 

1, 2004 by $244,160 or 3.11%.  If Interstate’s total actual revenues during the period 

April 1, 2005 through March 31, 2006 are less than $8,478,000, then Interstate should be 

allowed a rate increase for service commencing on June 1, 2006 by the lesser of the 

percentage that actual revenues fall below $8,478,000 or 10%.  Then, if Interstate’s total 

actual revenues during the period April 1, 2006 through March 31, 2007 are less than 

$8,092,191, then Interstate should be allowed a rate increase for service commencing on 

June 1, 200[7] by the percentage that actual annualized revenues fall below $8,092,191 

with a maximum rate increase of 5%.  Conversely, if during this same period of time, 

revenues are higher than $8,092,191, then Interstate shall implement a rate decrease equal 

to the lesser of the actual percentage revenues exceed $8,092,191 or 10%, whichever is 

less.  All of this assumes that all three vehicle carrying vessels have been utilized and that 

there are no quality of service problems which would have suppressed revenues.  Finally, 

                                                 
48 Id. at 5-7. 
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Mr. Rothschild noted that this scheme puts ratepayers at a higher risk than shareholders 

because the Company could file another rate increase in the interim.49 

 In providing the rationale for the Town’s position, Mr. Rothschild first took issue 

with Mr. Edge’s calculation of rate year revenues at current rates of $6,907,031, which, 

Mr. Rothschild argued, were understated by $941,000.  Mr. Rothschild, therefore, 

maintained that rate year revenues at current rates should be set at $7,848,031.50  He 

argued that his calculations are more appropriate based on several factors, all of which 

can be summed up as a means “to avoid placing illogical blame on the high-speed ferry 

for the weather-related decline in revenues and to recognize that the increased capacity to 

carry vehicles will be highly utilized in season.”51 

 Expanding on this assertion, Mr. Rothschild noted that the peak season capacity 

will increase by 50% when the M/V Anna C is added to the fleet.  He argued that the 

addition of the M/V Anna C will improve the desirability of Interstate’s service compared 

to the high-speed ferry because the M/V Anna C is a more comfortable vessel than the 

existing vessels in the fleet.  Furthermore, a majority of current trips have been operating 

at 100% of capacity for cars.  Second, he noted that once upgraded, Interstate will cut the 

time differential between the M/V Carol Jean and the high-speed ferry from 30 minutes 

to 20 minutes.  He argued that this reduction combined with the location benefits of 

where the M/V Carol Jean docks will improve the passenger market share of Interstate.  

Third, he maintained that the elimination of competition for ferrying vehicles from New 

London will provide visitors to Block Island with no alternative other than to leave from 

Point Judith.  Fourth, Mr. Rothschild maintained that the summer of 2003 had an unusual 

                                                 
49 Id. at 7-11.   
50 Id. at 11. 
51 Id. 
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number of cold, rainy weekends and undoubtedly caused a material drop in the number of 

people visiting Block Island.  Additionally, he argued that Mr. Edge did not take into 

account the positive effect on revenues of the increased vehicle capacity from tourists and 

island residents alike.  Finally, Mr. Rothschild argued that Island Hi-Speed Ferry “has 

taken most, if not all, of the business it is going to capture from Interstate Navigation as 

there are just so many passengers that fit the profile of those that will chose the high 

speed ferry service.”52 

 Therefore, taking all of these considerations into account, Mr. Rothschild 

determined that the total capacity of Island Hi-Speed Ferry is 1,500 passenger round-trips 

per day.  He determined that the addition of the M/V Anna C with a total of 4,600 

passenger round-trips per day, a net gain of 2,050 passenger per day capacity is greater 

than the total capacity of Island Hi-Speed Ferry each day.  He noted that the elimination 

of the automobile service and addition of a high speed service from New London to 

Block Island will have conflicting impacts on Interstate’s business.  However, he argued 

that the addition of a high speed service from New London will provide more 

competition to Island Hi-Speed Ferry than to Interstate.  However, he indicated that in 

order to take these factors into account, a conservatively low estimate of passenger 

revenues can be achieved by estimating that revenues at present rates for Interstate will 

return to the levels achieved during the test year.  Furthermore, he estimated that, taking 

these factors into account the increased vehicle capacity will generate at least $500,000.  

However, he indicated that in order to be conservative, his recommended rate increase is 
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based upon an estimate of $500,000 additional revenues from automobile capacity rather 

than the estimated $174,000 put forth by the Company.53 

 Next, Mr. Rothschild addressed his cost of capital calculations, noting that 

Interstate’s stock is not publicly traded and there is no proxy group of ferryboat 

companies that can be used to provide a separate cost of equity calculation for Interstate.  

Therefore, Mr. Rothschild maintained that it would be appropriate to use a gas utility for 

comparison purposes because sales for each are both seasonal and weather dependent.  

However, he argued that Interstate has a risk advantage over a gas utility, being able to 

move vessels whereas a gas utility cannot move its pipes around.  Using this rationale, 

Mr. Rothschild adopted a 9.5% cost of equity, based on his testimony in a recent South 

Jersey Gas rate proceeding.54  Additionally, Mr. Rothschild excluded the debt relative to 

the purchase of the M/V Anna C from the Company’s capitalization rather than leaving it 

in the capital structure with a downward adjustment to common equity.  The effect is to 

increase the revenue requirement because it increases the overall cost of capital.55 

In Mr. Rothschild’s recommended overall cost of capital, the current long term 

debt is made up of three phases of long term debt which combined, equal 50.74% of the 

capital structure with debt rates ranging from 6.1% to 7.5%.  In addition, like Interstate’s 

proposal, the capital structure includes new long term debt relating to the repowering of 

the M/V Carol Jean but no debt for the purchase of the M/V Anna C and totals 16.09% of 

the capital structure with a debt rate of 6.4%.  The remainder of the capital structure 
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consists of 33.18% equity at a return on equity of 9.5%.  The weighted cost of capital, or 

the rate of return on rate base, is 7.68%.56 

 In making adjustments to Interstate’s rate base, Mr. Rothschild indicated that he 

started from the Company’s proposal and made the following adjustments: to an 

allowance for depreciation expense on the M/V Anna C, to the costs associated with the 

Montville Dredging Project, to working capital, to “Capital Additions Projects,” and to 

deferred income taxes.57  Mr. Rothschild asserted that a review of Interstate’s balance 

sheets shows that Interstate has no need of working capital, and therefore, he 

recommended a working capital allowance of zero.58  With regard to Capital Additions 

Projects, Mr. Rothschild eliminated the $298,256 in rate base because the Company will 

be accruing over $1 million per year in its provision for depreciation, sufficient according 

to Mr. Rothschild, to finance the future Capital Additions Projects.59  Addressing 

deferred income taxes, he noted that they are routinely subtracted from rate base because 

they are a cost-free source of capital to the company.  Interstate had not provided an 

accurate quantification of its deferred income taxes.  Therefore, based on a comparison to 

Narragansett Electric Company’s deferred income taxes, Mr. Rothschild estimated that 

Interstate has $978,722 of deferred income taxes which should be subtracted from rate 

base.60  The net result of each of Mr. Rothschild’s adjustments lowers rate base from the 

Company’s requested $11,465,520 down to a recommended $7,774,650.61 
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 Mr. Rothschild then made the following adjustments to Interstate’s operating 

expenses: lowered depreciation expense to exclude the depreciation on the M/V Anna C; 

lowered the increases to management salaries and made associated payroll adjustments 

arguing that the increases are unjustified; eliminated the additional request for advertising 

expense arguing that there is a lack of accompanying revenue increase to justify the 

additional expense; eliminated the proposed increase to credit card processing expenses 

arguing that they will not continue to increase indefinitely; eliminated the proposed 

increase in telecommunications costs arguing that there is no basis to expect costs will 

continue to increase just because there were large percentage increases in the past when 

the crew was being outfitted with cellular telephones; excluded the proposed increase in 

security costs and rather, proposed the Company accumulate the costs and recover them 

in the future when they are known and measurable.62 

 After discussing all of his related adjustments, Ms. Rothschild provided 

comments regarding several issues raised in Interstate’s filing.  First, he maintained that it 

would be inappropriate for Interstate’s ticket sales to be deregulated because Interstate 

“has no significant competition in the bulk of its business.”63  Second, Mr. Rothschild 

indicated that the Company did not provide any marketing plan to support its proposed 

tariff changes and project benefits that it believes may result.64  Third, Mr. Rothschild 

noted that the full cost of Interstate’s service for the entire year, not just the summer 

season, is included in the determination of its rates.  Therefore, according to Mr. 

Rothschild, “even if it were true that the price of summertime service could go down if 

the off-season service were to be discontinued, such costs are not borne by Interstate 
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Navigation, but are borne by the current passengers.”65  Fourth, Mr. Rothschild asserted 

that the only way to determine whether the summer service subsidizes the winter service 

would be to undertake an incremental cost study that would exclude fixed costs that the 

Company would have to incur to continue to provide in-season service, something Mr. 

Rothschild did not recommend given the importance of the ferry as a lifeline service to 

the Town.66  Fifth, Mr. Rothschild expressed concern that allowing Interstate to 

selectively exclude vital pieces of what is necessary to provide ferry service, such as 

ownership of docking facilities, could lead to pricing abuse that would not be present if 

Interstate owned the assets.67  Finally, Mr. Rothschild argued that reappraisal of the 

current value of the dock is improper because rate of return regulation includes a return 

that already provides an allowance for inflation.  Therefore, he asserted that providing a 

return on investment that includes an allowance for inflation and also permits a company 

to earn a higher return whenever the value of property inflates provides an inappropriate 

duplicative allowance for inflation.68 

IV. Division’s Direct Case 

 On March 26, 2004, the Division submitted the pre-filed testimony of its 

consultants, Andrea C. Crane, Vice President of the Columbia Group, Inc., regarding 

Interstate’s revenue requirement and John Stutz, Ph.D, Vice President of the Tellus 

Institute, regarding Interstate’s rate design.  Ms. Crane concluded that the Company has a 

cost of equity of 10.0% and an overall required rate of return of 7.33%, a pro forma Rate 

Year rate base of $9,366,404, a pro forma Rate Year net operating income at present rates 
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of $98,350.  Therefore, she recommended Interstate be allowed a revenue requirement 

increase of $902,951, or 12.29%.69 

 Beginning with the overall rate of return, Ms. Crane first recommended that 

Interstate’s claim to include the M/V Anna C in rate base at a market price of $3.1 

million should be denied.  As a result, she eliminated the proposed debt issuance related 

to the M/V Anna C from the capital structure.70  Second, with regard to the cost of debt, 

Ms. Crane used a lower interest rate than that proposed by Interstate.71  Third, Ms. Crane 

recommended a cost of equity of 10.0%.  She explained her calculations of both the 

discounted cash flow methodology and the Capital Asset Pricing Model, the former 

yielding a cost of equity of 9% and the latter, 8.76%.  However, because Interstate is a 

smaller company than those in her proxy group of water companies, she recommended a 

small company premium of 75 basis points, the same recommended in the last Interstate 

rate case.  The result is a cost of equity of 9.51% to 9.75%.  However, because Interstate 

has somewhat more risk in the market than it had in the last rate case, Ms. Crane is 

recommending a cost of equity of 10.0%.72 

 Responding to Mr. Edge’s testimony, she asserted that just because a cost of 

equity of 11.5% was agreed to in a prior Stipulation, it does not follow that it should be 

adopted by the Commission at the present.  She noted that a Stipulation is based on a 

series of trade-offs and if the Commission had not approved the Stipulation, it would 

have been possible that Interstate may have received a rate below 11.5%.  Additionally, 

since March 1997, interest rates have been cut in half, with the March 1997 prime rate at 
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8.5% and the March 2004 prime rate at 4%.  Moreover, since 1997, the six-month 

constant maturity Treasury rate has declined from 5.39% to 1.0% in 2004, while the 

twenty-year constant maturity Treasury rate has declined from 7.05% to 4.67%.  

Therefore, Ms. Crane argued that allowing an 11.5% cost of equity would be 

unreasonable in today’s market.73 

Turning to her Proposed Capital Structure for the rate year, the current long term 

debt is made up of three phases of long term debt which combined, equal 50.74% of the 

capital structure with debt rates ranging from 5.98% to 6.10%.  In addition, the capital 

structure includes new long term debt relating to the repowering of the M/V Carol Jean 

but not to the purchase of the M/V Anna C and totals 16.09% of the capital structure with 

a debt rate of 5.98%.  The remainder of the capital structure consists of 33.18% equity at 

a return on equity of 10.0%.  The weighted cost of capital, or the rate of return on rate 

base, is 7.33%.74 

 Addressing rate base issues, Ms. Crane recommended adjustments to the 

Company’s claims for dredging at Montville, for the purchase of the M/V Anna C, and 

for cash working capital.  With regard to the Montville project as captured in Interstate’s 

accounting of FY 2004 utility plant in service claim, Ms. Crane suggested limiting it to 

actual expenditures made to date, noting that the Company did not provide any 

documentation to support its claim and has only spent $23,049 on this project which 

commenced three and a half years ago.75   

 The adjustment regarding the M/V Anna C pertains to Rate Year plant-in-service 

additions.  Ms. Crane argued that the amount that should be included in the rate base is 
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$225,215, the net book value of the M/V Anna C during the rate year.  She indicated that 

Interstate may pay Nelseco an amount that exceeds net book value, but such excess 

should not be included in the rate base.76  Ms. Crane noted that the sale of the vessel from 

Nelseco to Interstate is an affiliate transaction, further noting that when the M/V Anna C 

is rented to Interstate, Ms. Linda, President of Interstate, signs the agreement on behalf of 

Interstate and also on behalf of Nelseco as its president.77   

 Therefore, Ms. Crane asserted that, as an affiliated transaction, it should be 

subject to greater scrutiny and evaluated by the following criteria: (1) is the transaction 

necessary to provide safe and adequate regulated service?; (2) can the regulated entity 

demonstrate that these projects or services could not have been obtained at a lower cost 

from a non-affiliated vendor?; (3) can the regulated entity demonstrate that these projects 

or services could not have been produced internally or performed by the regulated entity 

itself at a lower cost than that which was charged by the affiliate?; and (4) can the 

regulated entity demonstrate that any allocation factors used to allocate affiliated interest 

transactions appropriately reflect cost causation?78 

 Ms. Crane described the asymmetrical pricing standard, which provides that 

services provided by a non-regulated affiliate to a regulated entity should be priced at the 

lower of cost or market price.  This method is necessary to protect ratepayers from paying 

for goods and services at rates that are higher than what is available in the competitive 

market.  Ms. Crane noted that NARUC has adopted the asymmetrical pricing 

methodology for affiliated transactions.79  She also discussed how, in the past, the 
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Commission has closely scrutinized the affiliated transactions involving Interstate, 

specifically when reviewing the lease agreement for the M/V Anna C between Nelseco 

and Interstate.80  Therefore, utilizing the lower of cost or market value reasoning, Ms. 

Crane noted that the cost is significantly less than market value and is consistent with 

past practice relating to transactions involving the M/V Anna C.81  Furthermore, if 

Interstate were to choose not to purchase the vessel, but rather, continue to lease it 

periodically, Ms. Crane would reduce the rental fee to reflect the reduction in net book 

value since the rate was approved in 1997.82  After reducing Interstate’s claimed plant in 

service, Ms. Crane reduced the interim year (FY 04) and rate year (FY 05) depreciation 

reserve additions accordingly.83 

 Addressing Interstate’s claim for cash working capital, Ms. Crane recommended 

the Commission deny the claim based on the fact that a vast majority of the Company’s 

revenues are received in advance of the service being provided.  She noted that 

approximately 60% of tour group sales and 70% of vehicle sales in the summer months 

are presales.  Additionally, the vast majority of expenses have expense lags.  

Furthermore, the additional debt included for repowering the M/V Carol Jean will 

increase the capital working capital provided by interest expense.  Therefore, she asserted 

that there is a definite possibility that Interstate really has a negative cash working capital 

requirement.  Finally, she noted that because Interstate’s fiscal year begins on June 1st, 

the Company collects the majority of its revenues early in its fiscal year, in advance of 
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the less busy winter months when both revenues and expenses are lower.84  In summary, 

Ms. Crane reduced the Company’s proposed rate base by $2,099,116, and recommended 

a total rate base of $9,366,404. 

 Ms. Crane made one adjustment to Interstate’s claim for rate year revenues, 

recommending that the total rate year passenger revenues be set at $3,552,672 for a total 

rate year revenues level of $7,348,276, an increase of $441,246 over the Company’s 

claim.  She arrived at this number by assuming that one-half of the interim year decline 

of 8.4% was weather related and would have occurred absent other factors.  Furthermore, 

Ms. Crane recommended the Commission reflect no further decline in passenger levels 

from FY 04 to the rate year.85 

   Next, Ms. Crane made sixteen downward adjustments to the Company’s claim 

for operating expenses, summarized as follows: Salaries and Wages and related taxes – 

($106,188); Pension Expenses – ($2,868); Wharfage Fees – Montville – ($107,532); 

Wharfage Fees – Old Harbor – ($69,289); Homeland Security – ($151,514); Lobbying 

Expenses – ($33,246); Legal Fees – ($264,093); Advertising – ($111,730); Rate Case 

Expense – ($20,000); Telephone Expense – ($24,445); Miscellaneous Expenses – 

($5,305); Depreciation – Montville Dredging – ($17,695); Depreciation – Anna C. – 

($287,479);86 Federal Income Taxes – ($105,701);87 and Gross Receipts – ($90,672).88  

                                                 
84 Id. at 28-30. 
85 Id. at 32-33. 
86 Id. at 55-56.  Ms. Crane’s adjustment was discussed above. 
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the statutory tax rate of 34% and represented that Mr. Edge agrees with its use.  Id. at 57. 
88 Id. at 58.  Ms. Crane included gross receipts taxes in her Income Statement as they vary with changes to 
the pro forma revenue.  However, she also used a rate of 1.25% in accordance with the statutory rate as 
opposed to a 1.5% used by the Company.  Id. 
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The net effect of Ms. Crane’s reductions to operating expenses is Total Operating 

Expenses of $7,301,144, a reduction of $1,397,757 from the Company’s claim.89 

 Ms. Crane recommended that the rate year increases to the Linda family members 

be limited to 10%, noting that it is higher than the salary increases in the past five years 

and is well above the rate of inflation.  Because Mr. Edge’s calculation already includes a 

5% increase in all salaries, she recommended that any additional management salary 

increase be limited to 5%.  She indicated that Mr. Edge provided no support for his claim 

that the salaries for the Linda family members are below market and furthermore, she 

maintained that, with the exception of homeland security issues, the types of projects the 

family will be managing during the Rate Year are not materially different than those they 

have managed in prior years.90 

 Ms. Crane explained that wharfage expense consists of amounts paid for dock 

space for the Company’s vessels.  She did not recommend any adjustments to the leases 

with the State.  However, she made adjustments to both leases between Interstate Nav. 

Co. (not Interstate Navigation Company, the regulated entity) and Interstate (the 

regulated entity) for the docking facility on Block Island and between Waterfront Realty 

and Interstate (the regulated entity) for the docking and storage space at Montville.  She 

asserted that the increases to the lease payments between the private entities are 

significantly higher than those leases with the State of Rhode Island.  The State’s lease 

payments increase by 7.12% for Fort Adams and 10.25% for Point Judith compared to 

increases of 65.3% at Old Harbor and 219.07% at Montville.  Ms. Crane noted that Ms. 

Linda signed each of the leases on behalf of Interstate and Waterfront Realty and argued 
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that Ms. Linda cannot objectively negotiate with herself.  She also noted that the board 

members of Waterfront Realty are Susan, Raymond and Joshua Linda.  Although 

Interstate disputes whether the Interstate Nav. lease is an affiliated entity, Ms. Crane 

noted that all of the officers and directors of Interstate are also owners of Interstate Nav. 

Co.  Therefore, regardless of whether the entities are legally affiliated entities and the 

leases affiliated transactions, she maintained that they were not arm’s length transactions 

and thus, should be treated as affiliated transactions.91 

 Accordingly, Ms. Crane argued that the Commission should apply the principles 

presented in her discussion regarding the M/V Anna C sale and should utilize a lower of 

cost or market standard for each of the leases in order to be priced at levels that reflect 

what it would cost Interstate to provide these services for itself.92  In other words, 

according to Ms. Crane, the lease rates should be cost-based and return requirements 

should reflect the net book value of the plant being leased and Interstate’s cost of 

capital.93  The Company provided the net book value of the Montville facility and Ms. 

Crane made a $107,532 downward adjustment to include in rates a wharfage fee based on 

the average net book value of the Montville facility during the rate year, for a total pro 

forma expense of $30,573.94  Because the Company did not provide the net book value 

for the Old Harbor facility, she recommended that the rental fee be based on a 

continuation of the current contract which limits the annual rental increases to the 
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Consumer Price Index.  Her downward adjustment of $69,289 yields a pro-forma rate 

year expense of $129,044.95 

 Ms. Crane expressed several concerns regarding the Company’s claim for 

homeland security expenses, noting that the first year costs used by Interstate are higher 

than the costs for subsequent years estimated in the regulations, although the full 

expected amount of costs are being included in the claim.  She also maintained that it is 

likely that Interstate’s facilities will prove to be a lower cost than the average cost 

contained in the regulations because of the smaller size and location.  Third, she indicated 

that it appears from the regulations that there are a number of items from which ferry boat 

companies may be exempted.  Therefore, she believed that using the average costs 

contained in the regulations as a basis for inclusion in rates may be excessive.  Therefore, 

because the Company agreed to a restricted account, she recommended that the 

Commission use the average costs as stated in the regulations, but should use an average 

annual cost over a multi-year period.96  Ms. Crane’s calculations according to this 

methodology show a total five year cost of $1,979,729, annualized over five years for an 

average annual cost of $395,946, a $151,514 reduction from the Company’s claim.97  

Together with this recommendation, Ms. Crane suggested the restricted account be 

maintained as a separate interest bearing account, so that ratepayers reap the benefits of 

any over collection, and that the Company be required to provide an annual report 

detailing the amounts collected from ratepayers, the amounts spent for homeland security 

and the balance in the account.98 
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 With regard to her recommendation to disallow all lobbying expenses, Ms. Crane 

stated that “regulatory agencies generally disallow costs involved in lobbying, since most 

of these efforts are directed toward promoting the interests of the regulated entity’s 

shareholders rather than its ratepayers.”  Furthermore, she argued that there is no 

functional relationship between providing safe and adequate service and lobbying 

activities.  She clarified that this recommendation is specific to lobbying costs paid to 

Trion Communications.99 

 Addressing legal fees, Ms. Crane noted that Interstate’s claim represents a more 

than 700% increase over the legal expenses approved in the last rate case.  She further 

indicated that over the past five years, Interstate was heavily involved in litigation related 

to Island Hi-Speed Ferry’s entry into the Rhode Island market, litigation which is 

essentially complete.  Furthermore, she noted that Interstate was involved in disputes 

with the Town which have also been resolved.  Likewise, legal work related to the Point 

Judith project is nearing an end.  Additionally, legal work undertaken to address issues 

regarding the death of certain shareholders and issues involving the captain of the M/V 

Nelseco, occurrences which should not reoccur in the immediate future.  While there will 

likely be legal expenses relative to homeland security issues, Ms. Crane maintained that 

her recommended revenue requirement includes significant cost recovery for those 

activities.  Therefore, Ms. Crane asserted that the legal expenses over the most recent five 

years were unusually high and should not be expected to remain at such a high level.  

Therefore, she recommended that the Commission allow annual legal expenses of 

$44,350 in Interstate’s revenue requirement, the level of legal expenses included in the 
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Company’s last base rate case adjusted for inflation through the rate year.  This 

recommendation is $264,093 less than the $308,443 claimed by Interstate.100 

 With regard to Interstate’s claim for a 78% increase over actual test year costs for 

advertising, Ms. Crane recommended that the Commission reflect 10% annual increases 

in advertising costs from the test year through the rate year, for an increase of $41,353 

and a total allowance of $238,270.  Ms. Crane noted that there is no comprehensive 

program associated with the requested $350,000 budget which contains a line item for 

“marketing budget development”. 101  She expressed a concern that the request is based 

on a “wish list created by the very entity that stands to gain the most from an inflated 

advertising budget.”102  Furthermore, she maintained that “budgeted numbers are rarely 

acceptable for ratemaking purposes because they often represent a hopeful expectation 

rather than a meaningful attempt to develop the best possible program for a regulated 

entity.”103 

 Finally, Ms. Crane summarized her revenue requirement recommendations, 

noting that the Division is recommending a rate increase of $902,951 for a total cost of 

service of $8,251,227.  She maintained that Interstate has pro forma revenue at present 

rates of $7,348,276, pro forma operating expenses of $7,301,144, and pro forma gross 

receipts taxes of $91,853.  At present rates, Ms. Crane projected the Company’s 

operating income at $98,350 in the rate year.  She indicated that the recommended rate 

increase will result in pretax income of $846,943 and after an interest deduction of 

$376,078 and federal income tax payment of $160,094, Interstate will have net income at 
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proposed rates of $310,771.  According to Ms. Crane, the total operating income of 

$686,849, which includes net income (return on equity) of $310,771 and interest expense 

(return on debt) of $376,078, will be sufficient to provide an overall rate of return of 

7.33%, allowing Interstate to earn 10.0% on equity.  The result of Ms. Crane’s 

recommendations is a 12.29% increase on total revenue. 

 Working off of Ms. Crane’s recommended revenue requirement, Dr. Stutz 

presented the Division’s recommended rate design.  Dr. Stutz recommended that the 

Commission increase vehicle charges to meet the rate year revenue requirement and 

reject the flexible pricing and limited deregulation proposed by Ms. Linda.104 

 Addressing the proposal to increase non-commuter vehicle rates by 93%, Dr. 

Stutz noted that Mr. Edge did not make any adjustment for increased revenues related to 

this proposal due to Mr. Edge’s concern that the impact is impossible to quantify in that if 

the rate doubles and the traffic is cut in half, there would be no impact.  However, Dr. 

Stutz took issue with this statement, arguing that it is unlikely that a reduction in tourist 

traffic will occur, indicating that the increase in vehicle rates only adds a 5.2% increase to 

the cost of a long weekend and 2.0% to the cost of a week-long stay for two adults and a 

child, not enough in Dr. Stutz’s mind to dissuade many tourists.  Therefore, Dr. Stutz 

estimated that, absent any reduction in tourist vehicle traffic, a 93% increase in charges 

would produce $725,377 more in revenue than the increase calculated by Mr. Edge.  

Accordingly, Dr. Stutz recommended reducing Interstate’s proposed increases in vehicle 

charges to the level required to produce Ms. Crane’s recommended increase, resulting in 

a 49.69% increase for tourist vehicles (as opposed to a 93% increase) and a 21.28% 

increase (as opposed to a 39.8% increase) for other vehicles.  He noted that even if the 
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Commission were to allow an increase up to $1,689,819 in rates, the increases could still 

be entirely funded through Interstate’s proposed vehicle increases alone, leaving the 

passenger rates unchanged.105 

 Turning to the proposals for flexible pricing and partial deregulation, Dr. Stutz 

noted that Interstate has provided no evidence that the pricing flexibility will increase 

revenues and in fact, he argued that flexible pricing could easily reduce Interstate’s 

revenues by actually encouraging passengers to choose the competitor as described for 

weekends.  Furthermore, he noted that Mr. Edge’s calculations included no additional 

revenue from such pricing flexibility.  Therefore, Dr. Stutz argued that not increasing 

passenger charges is the easiest way to avoid the concern that passengers will choose the 

competitor.106 

 Finally, Dr. Stutz reiterated that both Interstate and Island Hi-Speed Ferry are 

both regulated entities.  Additionally, he noted that all of Interstate’s costs and its allowed 

return are included in the Company’s revenue requirement.  Furthermore, Interstate’s 

proposal for limited deregulation would allow it the opportunity to earn a higher return 

than the Commission finds reasonable in this proceeding.  Therefore, even if the 

Commission were to approve the request, the Company should be required to return any 

over earnings.107 

V. Interstate’s Rebuttal Testimony 

 On April 22, 2004, Interstate submitted the pre-filed rebuttal testimony of Walter 

Edge, William McCombe, a security consultant for Interstate as well as its Company 

Security Officer, David Preston, Interstate’s lobbyist, and Robert Tobin, an attorney 
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representing members of the Wronowski, Hewett and Tyrseck families, shareholders of 

Interstate Navigation Company, Nelseco Navigation Company, Interstate Nav. Co., and 

Waterfront Realty. 

 Mr. Edge conceded only to a $5,305 adjustment made by the Division to 

miscellaneous expenses.  With regard to the remainder of the Division’s adjustments to 

Interstate’s initial position regarding operating expenses, Mr. Edge maintained that the 

Company’s initial position is necessary to the continued operation of Interstate because of 

a “perfect storm of competition” brewing.  According to Mr. Edge, the major issues in the 

case relate to the purchase of the M/V Anna C, legal fees, homeland security, advertising, 

wharfage fees at Montville, and salaries and wages.108  Mr. Edge also discussed revenue 

adjustments and the Company’s proposed tariff flexibility. 

 Beginning with the purchase of the M/V Anna C, Mr. Edge indicated that the 

majority non-voting shareholders of Nelseco will not allow the vessel to be sold for less 

than the $3,100,000 appraised value and therefore, if that amount is not allowed in rates, 

Nelseco will sell the vessel on the market and Interstate will be forced to purchase a new 

vessel on the market in order to continue to provide safe and adequate service.109  

Further, Mr. Edge indicated that the Division and Town’s position that the boat should be 

transferred to Interstate for the net book value on Nelseco’s books is unreasonable 

because Interstate did not obtain ownership in the vessel simply because it had leased it 

from Nelseco in the past.  Therefore, Interstate’s ratepayers were not paying depreciation 

on the boat.110  Mr. Edge also noted that Interstate would have purchased the M/V Anna 
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C up front, but received too much opposition back in 1985 when the Company proposed 

such a purchase as part of its rate case.111 

 With regard to the Division’s adjustments to legal expenses, Mr. Edge indicated 

that Interstate has provided the Division with more detailed supporting information for 

the past three years.  He argued that the legal assistance the Company needs is far greater 

than in 1996 because of post-9/11 requirements.  He noted that fees for one attorney have 

increased from $195 to $275 per hour, an increase of approximately 6% per year as 

opposed to the consumer price index of approximately 3% per year.  Therefore, 

according to Mr. Edge, even if the Commission were to accept the Division’s 

methodology for calculating rate year expenses, the appropriate number would be 

$90,000.  However, he believed that the Division’s adjustment was unreasonable.112 

 Discussing the Division’s adjustments to projected homeland security expenses, 

Mr. Edge maintained that the Division’s recommendation to allow the five year average 

of expenses to be allowed in rates rather than the higher first year cost would be 

inadequate to cover actual costs.  Therefore, he stated that since the Company agreed 

with the Division’s recommendation that the costs be maintained in a restricted account, 

the Commission should approve the higher first year costs in rates.113  Furthermore, in 

response to the Town’s recommendation that Interstate fund the costs up front and collect 

the expense in rates after the fact, Mr. Edge maintained that the expense will be too much 

for Interstate to front without rates to support the expenses at the time they are 

incurred.114 
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 With regard to advertising expenses, Mr. Edge claimed that he would normally 

accept the Division’s recommendation of a 10% increase in advertising as being fair and 

reasonable, but because of a “perfect storm” of competition brewing, $350,000 is 

reasonable.  He further maintained that a reduction in advertising expenses would be 

detrimental to ratepayers because there will be competition from Island Hi-Speed Ferry 

from Point Judith into a port on the opposite side of the island, from a high speed 

passenger ferry out of New London, Connecticut into Old Harbor at a rate of $25 round 

trip, and from a high speed ferry out of Quonset in Rhode Island to Martha’s Vineyard, 

Massachusetts.  Therefore, Mr. Edge maintained that Interstate is facing competition for 

passenger travel from every direction.115 

 Addressing Montville wharfage fees, Mr. Edge, an accountant, indicated that it 

would be illegal to accept the Division’s adjustment and allow less in rates than is 

required under a contract.116  He then proceeded to state that “the Division continues its 

crusade to have non-regulated entities provide goods and services to Interstate at less than 

fair market value”…maintaining that “[i]n the Division’s perfect world, Interstate would 

own all of its landing and docking locations….”117  However, he stated, “in the real 

world,” Interstate does not own the facilities and has never been provided with an 

adequate return to invest in the facilities.118  Therefore, his argument was that because 

Ms. Linda had signed the contract on behalf of both of her companies, the Commission is 

bound to accept that amount as reasonable.119  With regard to the Old Harbor wharfage 
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expense adjustment made by the Division, Mr. Edge maintained that acceptance of this 

recommendation would cause Interstate to lose the lease.120 

 Turning to the increases in management salaries, Mr. Edge conceded that the 

Division allowed some increase, but not at the level requested by the Company, noting 

that “Interstate believes that the Commission is well aware of what reasonable salary 

levels are for management in utility companies in Rhode Island and New England” and 

that “the Commission will provide an appropriate level of compensation in the rate 

year.”121 

 With regard to the remaining operating expense adjustments, lobbying expense, 

telephone expense, rate case amortization, and Montville Dredging expense, Mr. Edge 

indicated that they would either be addressed by other witnesses, additional information 

provided to the Division, or should not be adjusted in accordance with the Division’s 

“overly optimistic” projections.122 

 Turning to adjustments to revenue projections, Mr. Edge argued that because of 

competition, projections regarding passenger revenues should be made in the most 

conservative manner possible, with the expectation that Interstate will lose at least as 

much in the rate year as it did in the test year.  He argued that the Division and the Town 

put too much emphasis on the test year weather in projecting revenues, arguing that 

revenues have only declined in the revenue groups subject to competition.  He also 

maintained that, contrary to the Town’s assertion, the addition of the M/V Anna C will 

not provide additional revenues to the extent asserted by the Town.123  Further, he noted 
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that the Division agreed with the Company’s projection of vehicle revenues and argued 

that the Town’s projection is not supported by the facts.124 

 Next addressing return on rate base, Mr. Edge first noted that after filing his direct 

testimony, Interstate, with the consent of the Division, locked in its long-term interest rate 

at a level below 6%.  He further noted that neither the Division nor the Town included 

debt service for the purchase of the M/V Anna C.  He indicated that interest rates are now 

rising and as such, the other parties’ estimates of interest rates for overhauling the M/V 

Carol Jean may be optimistic.  He asserted that the Commission should continue to allow 

an 11.5% return on equity as it did in the last rate case when there was a lack of 

competition from high speed ferries.125  With regard to the Division’s and the Town’s 

respective positions regarding an appropriate return on equity, Mr. Edge maintained that 

neither water companies nor a single gas company are appropriate proxies upon which to 

base Interstate’s return on equity.126  Additionally, Mr. Edge asserted that even his 

calculations were too low, given the level of equity in the Company.127 

 Moving on to rate base adjustments, Mr. Edge first indicated that because 

Interstate’s accounting firm calculates depreciation the same for tax and book purposes, 

there is virtually no deferred federal income tax, and therefore, the Town’s calculation 

should be rejected.128  With regard to the M/V Anna C, Mr. Edge stated that at the time 

the Commission determines the appropriate purchase price, that amount will be included 

in the rate base.  With regard to the Montville Dredging project adjustment, Mr. Edge 
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noted that since its initial filing, Interstate has obtained a bid for the project and has a 

permit that requires the work to be done in the rate year.129 

 With regard to the Point Judith terminal project, Mr. Edge indicated that Interstate 

is on track with a schedule to start renovations in the Fall of 2004 with completion 

expected prior to Memorial Day 2005.130 

 Addressing Interstate’s pricing flexibility proposals, Mr. Edge argued that with 

regard to summer tourists, no one should care what rate of return Interstate earns because 

they are not concerned with the rate of return earned by Island Hi-Speed Ferry on these 

same passengers.  Therefore, according to Mr. Edge, Interstate is requesting the same rate 

treatment as Island Hi-Speed Ferry on summer tourist passenger tickets.131  Next, Mr. 

Edge indicated that the proposed 15% group discount would not harm ratepayers because 

if it works and Interstate returns to the Commission for a rate case, ratepayers will 

benefit, whereas if it does not work, shareholders will bear the cost, assuming Interstate 

does not return for a rate case.  With regard to selling ten ticket books for the price of 

nine, Mr. Edge argued that it would not cost more than selling ten tickets for the price of 

ten and would allow Interstate the same flexibility as Island Hi-Speed Ferry.  Turning to 

the proposed 50% discount for weekday passenger tickets in July and August, Mr. Edge 

argued that it is important to generate as much revenue as possible on off-peak days and 

the decreased rate would attract more passengers.  He also relied on his analysis of the 

15% group discount as reason the discount would not harm ratepayers.132 
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 Finally, Mr. Edge maintained that any increase in rates should be applied on an 

across-the-board basis, including for non-commuter car rates.  He believed that the 

Division’s proposal to increases only on vehicle rates is short sighted because ratepayers 

will utilize freight pallets rather than trucks for carrying freight and would cause more 

costs to Interstate without increasing the revenues.133 

 Mr. David Preston testified that lobbying expenses are an appropriate cost to be 

borne by ratepayers because the lobbyists’ work benefits ratepayers by keeping 

legislatively-imposed business costs as low as possible.  Mr. Preston provided specific 

examples of lobbying activities during the 2001-2003 legislative sessions that he believed 

benefited ratepayers.  Therefore, he believed that lobbying will be necessary in the future.  

Finally, Mr. Preston indicated that Interstate has negotiated an agreement with Trion 

Communications to use lobbying services only during the 2004 legislative session.134 

 Mr. Robert Tobin, Esq. indicated that he represents certain shareholders of 

Interstate Navigation Company, Nelseco Navigation Company, Interstate Nav. Co., and 

Waterfront Realty.  He explained that Susan Linda controls Interstate Navigation 

Company, Nelseco Navigation Company and Waterfront Realty.  Mr. Tobin’s clients and 

specifically, Mr. John Peter Wronowski control the voting stock of Interstate Nav. Co.  It 

is his clients’ position that even though Ms. Linda controls the voting stock of Nelseco 

Navigation Company, she has a fiduciary duty to obtain the fair market value of the M/V 

Anna C from Interstate Navigation Company on behalf of the shareholders, or $3.1 

million.  He believes the replacement value of the vessel would be between $11 million 

and $11.5 million based on communications with the manufacturer of the M/V Anna C.  
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He makes the same argument with regard to the lease arrangement between Waterfront 

Realty and Interstate Navigation Company.  His clients expect a 7% to 10% return on the 

value of the property which has recently been assessed for tax purposes at almost double 

recent appraisals on the property.  Finally, Mr. Tobin asserted that there is not a mutuality 

of interest between the shareholders of Interstate Nav. Co. and Interstate Navigation 

Company.135 

 Mr. William McCombe indicated that United States Coast Guard (“USCG”) 

regulations require each company to have a company security officer, each vessel to have 

a vessel security officer and each facility to have a facility security officer.  The 

Company must properly train personnel to ensure security measures are followed and to 

review and adjust to meet a company’s ongoing needs.  The annual costs are unknown 

because they are based on several “unknown foreseeable restrictions, mandates, and 

stability of the MARSEC (marine equivalent of the color code Homeland Security 

warning system)….”  Therefore, he recommended that the company follow the USCG 

guidelines for funding because safety is paramount and should not be constrained by 

cost.136 

VI. Public Comment 

 On May 5, 2004, the Commission conducted a public hearing at the Old Harbor 

Meadows Community Center on Block Island for purposes of taking public comment.  

The Commission heard from six members of the public.  Also at that hearing, the parties 

alluded to an anticipated Settlement.  After hearing the fundamentals of the Settlement, 

including that the proposed rate increase would be reduced to 11.5%, some members of 
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the public provided opinions on the reduced proposed rate increase.  The commenters 

generally supported the acquisition of the M/V Anna C, but were concerned with the cost.  

There was also general support for increases to the non-commuter vehicle rate.  There 

was a general consensus that an 11.5% overall increase would be more reasonable than 

the initial proposal.  Finally, there was a concern that Interstate be required to monitor 

and report more information to the Commission than in the past. 

VII. Proposed Stipulation and Settlement137 

 On May 7, 2004, the Division filed a proposed Stipulation and Settlement (“May 

7th Settlement”) on behalf of the parties.  However, at the time, only Interstate and the 

Division had signed onto the May 7th Settlement.  The May 7th Settlement stated that it 

was a resolution of all issues relating to the Company’s revenue requirement, rate base, 

rate of return, rate design and certain service related issues.  However, the May 7th 

Settlement indicated that “matters or issues other than those explicitly identified in this 

[Settlement] have not been settled upon or conceded by any party to this [Settlement], 

and nothing in this [Settlement] shall preclude any party from taking any position in any 

future proceeding regarding such unsettled matters.”138  In other words, although the 

parties resolved their issues with regard to the revenue requirement and certain other 

formerly disputed items, some of the issues that were sources of disagreement in the 

parties’ pre-filed testimonies, remain in dispute. 

 The parties agreed to the following: (1) that Interstate requires additional revenues 

of $1,456,061 for a total stipulated rate year revenue requirement of $8,804,337, based 

upon the Division’s position regarding pro forma revenues at present rates of $7,348,276; 
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(2) that the rate of return on equity is settled at 10.75% and Interstate’s rate base is settled 

at $10,862,133; (3) that the rate base will include $3.1 million for the M/V Anna C, as of 

the mid-point of the rate year and that, for ratemaking purposes, the vessel shall be 

depreciated over a life of fifteen (15) years; (4) that Interstate will maintain a schedule 

that will provide a level of service equal to or greater than that which is set forth in the 

Interstate’s 2004 ferry schedule as filed with the Commission through the use of the M/V 

Anna C, the M/V Block Island and the M/V Carol Jean, absent situations beyond 

Interstate’s control; (5) that, with the exception of cars and related vehicles, which will 

increase by approximately 47%, all rates will increase by approximately 11.5%; (6) that 

Interstate will be authorized, through December 31, 2005,139 to sell ten (10) non-

commuter passenger tickets for the price of nine as part of an advance ticket sale, and to 

provide a fifteen percent (15%) discount on round-trip passenger ticket sales to groups of 

twenty-five (25) or more; (7) that Interstate shall advise the Division of the disposition or 

sale of any vessel within sixty (60) days of such disposition and in the event the M/V 

Manitou is disposed of, Interstate agrees to amortize any sale proceeds over a sixty (60) 

month period, and any private charter, lease, or other non-utility use of Interstate’s assets 

will be credited to revenue accounts of the Interstate Navigation Company; (8) that in 

addition to its Annual Report, no later than December 31st of each year, Interstate will 

report interim ridership statistics and revenues for the period May through September to 

the Division and Commission broken out by month, separately for the Point Judith/Block 

Island statistics and Newport/Block Island statistics; and (9) that annual Homeland 

Security costs, settled at $395,946, shall be deposited into an interest-bearing restricted 

                                                 
139 Interstate must apply to the Commission for approval to continue the two discount programs beyond 
December 31, 2005.  Joint Exhibit 1, p. 3, Section 6. 
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account, with reporting requirements to be filed simultaneously with the Company’s 

Annual Report.140 

 The result of the May 7th Settlement would be to increase the adult passenger 

round trip ticket between Point Judith and Block Island from $12.80 to $14.30, a $1.50 

difference and to increase the Commuter round trip ticket from $9.00 to $10.00.  Non-

commuter auto rates would increase from $25.95 to $38.00, a $12.05 difference, and 

commuter auto rates would increase from $23.00 to $33.80, a $10.80 difference.  

Therefore, while the 11% discount on commuter rates would remain in place, the 

differential between commuter and non-commuter autos increases from $2.95 to $4.20.  

Non-commuter pickup trucks, SUVs and vans would increase from $31.30 to $45.90, a 

$14.60 difference and the corresponding commuter rates would increase from $28.00 to 

$41.10, a $13.10 difference.  Again, while the 11% commuter discount is retained, the 

rate differential increases from $3.30 to $4.80. Bicycle rates would be increased by 

twenty-five cents ($0.25) to $2.50.141 

VIII. Amended Settlement 

 On May 11, 2004, the parties filed an Amended Stipulation and Settlement (May 

11th Settlement).142  The May 11th Settlement did not change the overall revenue increase 

or the rate of return on equity proposed in the May 7th Settlement, but did alter the rate 

design.  Rather than a 47% increase on all car rates, including commuter cars, the parties 

agreed that commuter car rates would increase by approximately 11.5% and non-

commuter car rates would increase by approximately 50%.  Additionally, the parties 
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amended the eligibility requirements for discounted commuter rates, narrowing the field 

to be applied to only holders of a Rhode Island driver’s license with a Block Island 

address on the license.  Furthermore, in order to be eligible for commuter car rates, the 

vehicle must be driven by a driver with a Rhode Island driver’s license containing a 

Block Island address and the vehicle itself must have a Block Island address on its 

registration.143 

 With regard to the lease on the Old Harbor docking facility, the parties reaffirmed 

the Commission’s ability to review any transaction for prudence, stating that “any lease 

of the Old Harbor docking facility will be submitted to the Town, the Division and the 

Commission and will be subject to a prudency review by the Commission in any rate case 

as to the appropriate amount of lease payments to be included in rates.”144 

 Next, the parties agreed that reporting of statistical information set forth in the 

Settlement for the period May through September will be reported no later than 

November 30th of each year rather than the originally agreed-upon date of December 31st.  

Furthermore, the Company agreed to provide semi-annual financial statements for the six 

month period ending November 30th and May 31st of each year, and quarterly financial 

statements for the quarter ending August 31, 2005 and thereafter. 

 Finally, the parties amended the language in its passenger tariff to eliminate the 

phrase “from time to time” for advance ticket sales leaving Rule 95 to state: “Carrier may 

sell advance tickets on a pay for 9 tickets in advance, get 10 tickets basis.”145  Rule 90 

was amended to indicate that the 15% discount is a promotional discount.146 
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 The result of the May 11th Settlement would be to increase the adult passenger 

round trip ticket between Point Judith and Block Island from $12.80 to $14.30, a $1.50 

difference, and to increase the Commuter round trip ticket from $9.00 to $10.00.  Non-

commuter auto rates would increase from $25.95 to $38.90, a $12.95 difference, and 

commuter auto rates would increase from $23.00 to $25.70, a $2.70 difference.  

Therefore, the discount on commuter rates would increase from 11% to 34%, with a 

differential between commuter and non-commuter autos increasing from $2.95 to $13.20.  

Non-commuter pickup trucks, SUVs and vans would increase from $31.30 to $46.90, a 

$15.60 difference, and the corresponding commuter rates would increase from $28.00 to 

$31.20, a $3.20 difference.  Again, the discount on commuter rates would increase from 

11% to 34%, with a differential between commuter and non-commuter autos increasing 

from $2.95 to $13.20. Bicycle rates would be increased by twenty-five cents ($0.25) to 

$2.50. 

IX. Hearing on Settlement 

On May 11, 2004, a public hearing was held at the Commission’s offices, 89 

Jefferson Boulevard, Warwick, Rhode Island, for the sole purpose of receiving the May 

11, 2004 Settlement into the Record.  The following appearances were entered: 

 FOR INTERSTATE NAVIGATION: Michael McElroy, Esq. 
 
 FOR THE TOWN OF NEW SHOREHAM: Merlyn O’Keefe, Esq. 
 
 FOR DIVISON:    Leo Wold, Esq. 
       Special Assistant Attorney General  
 
 FOR COMMISSION:    Cynthia G. Wilson, Esq. 
       Senior Legal Counsel 
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 At the hearing, Mr. McElroy went through each aspect of the May 11, 2004 

Settlement and provided the Commission with a detailed explanation of the issues that 

had been in dispute prior to settlement.  The Commission recessed to fully examine the 

May 11, 2004 Settlement. 

On May 12, 2004, the public hearing was reconvened at the Commission’s 

offices, 89 Jefferson Boulevard, Warwick, Rhode Island.  The following appearances 

were entered: 

 FOR INTERSTATE NAVIGATION: Michael McElroy, Esq. 
 
 FOR THE TOWN OF NEW SHOREHAM: Merlyn O’Keefe, Esq. 
 
 FOR DIVISON:    Paul Roberti, Esq. 
       Assistant Attorney General  
 
 FOR COMMISSION:    Cynthia G. Wilson, Esq. 
       Senior Legal Counsel 
 
 Interstate presented Mr. Walter Edge and the Division presented Mr. John Bell to 

testify in support of the May 11th Settlement.  With regard to the funding of the 

Homeland Security account, Mr. Edge indicated that Interstate would determine how 

many dollars have been approved for homeland security and divide that amount by the 

total gross revenues approved in the rate filing in order to generate a percentage.  For 

every dollar collected, Interstate will put that percentage into a restricted account.  The 

money will be deposited on a quarterly basis for purposes of administrative efficiency.147  

Mr. Edge also indicated that although not occurring currently, in the future, Interstate 

may charge the salary of an employee entirely dedicated to homeland security to that 
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account.148  However, Mr. Edge clarified that none of the homeland security costs 

incurred prior to the effective date of rates would be charged to that account.149 

 Addressing rising fuel costs, Mr. Edge explained that recent increases in fuel costs 

are not in the statistics filed by the Company or the Division.  Additionally, the Company 

does not have the ability to lock in rates.  However, Mr. McElroy explained that there is a 

separate diesel fuel surcharge statute that allows the Company to apply to the Division for 

authorization to add a separate fuel surcharge to the rates in the event fuel costs rise 

above a certain level.150 

 With response to a question from the Bench, Mr. Edge explained that the 

Company does not normally charter its vessels to third parties, believing it to be in the 

best interest of ratepayers to keep control over the condition of the vessels.  However, 

one time vessels were leased for a celebration in New York and that lease generated 

additional revenues.  Additionally, Mr. McElroy indicated that the Manitou, the oldest 

and smallest boat may be more suitable for use as a crew boat on a dredging project.  

Because it is on standby, Interstate has used it for that purpose and according to the May 

11th Settlement, all income from leasing of vessels must be reinvested into the 

Company.151 

 With regard to the rate of return on equity, Mr. Edge explained that the parties 

had not agreed to the methodology for arriving at 10.75%, but rather, it was a 

mathematical compromise between the parties’ positions.152  With regard to the capital 

structure, Mr. Edge indicated that it represents a point in time.  He noted that the interest 
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rates for the M/V Carol Jean and M/V Anna C are estimates, but that even if the rates 

increase to 6.5% rather than the estimated 6.4%, the effect on the weighted cost of debt 

and equity will be relatively de minimus.153 

 Addressing the program allowing the purchase of ten tickets for the price of nine 

and the other allowing group sales discounts, Mr. Bell explained that when determining 

whether to extend the program past December 31, 2005, the Commission should look at 

whether there was any erosion of revenues.  Mr. Edge indicated that, if Interstate wishes 

to extend the programs, the Company will provide the Commission with “a type of break 

even analysis that shows how it worked.”  Furthermore, any ticket sold during the 

program would be honored, even after the program ends.154 

 With regard to the promotional group discount, Mr. McElroy explained that the 

term promotional was added to indicate the Company’s intent to attract new groups of 

passengers.  If the Company were to provide groups that have always used the 

Company’s services, it would be “digging…a hole right away from Day One and actually 

losing money which was never [the] intent.”  The discount may apply to a group for the 

first summer of usage, but not beyond that season.155 

 Addressing the requested effective date of May 28, 2004, the Division indicated 

that it had no opposition to the Commission allowing rates to be effective on May 28, 

2004.  Addressing the closing date on the purchase of the M/V Anna C, Mr. Edge noted 

that the Company is hoping for a June 1, 2004 date.  The period between May 28, 2004 

and June 1, 2004 will be under the existing lease.  Mr. McElroy clarified that the June 1 
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date may be optimistic, but that the transfer should occur in June 2004.156  He further 

indicated that the repairs and upgrades of the M/V Carol Jean will be performed between 

the Summer 2004 and Summer 2005 seasons in order to fully utilize the vessel during the 

tourist season.157 

X. Commission Findings 

 At an open meeting on May 17, 2004, the Commission approved the May 11th 

Settlement and the corresponding rates, finding them to be in the best interests of 

ratepayers. 

 Addressing the purchase of the M/V Anna C., the Commission notes that the 

Division had an independent appraisal conducted, resulting in a determination that $3.1 

million was a fair price for the vessel.  The Commission was interested in Ms. Crane’s 

arguments regarding the appropriate review of an affiliate transaction.  However, in this 

case, given the fact that the vessel is a tangible item, it is more likely that if the regulated 

entity were not allowed to pass the cost of $3.1 million through in rates, Nelseco would 

simply sell the vessel on the open market, requiring Interstate to seek a vessel from a 

third party.  With regard to the repowering of the M/V Carol Jean, the Commission 

believes that this will make the Company more attractive to passengers. 

 The Commission is concerned with the recent increases in Interstate’s 

professional fees.  The Commission notes that In Docket No. 2484, Interstate’s most 

recent rate case, Interstate requested $70,221 for professional services for the rate year 

(FY 1998), an increase of $20,668 over the test year amount (CY 1995) of $49,553.  

While that case was based on a Stipulation, even assuming the requested rate year 
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expense, Interstate’s professional fees increased by over 300% in three years and another 

47% in the ensuing two years.158  While the May 11, 2004 Stipulation reduces the 

requested amount, it is still $90,650 more than that recommended by the Division. 

 With regard to Mr. Edge’s assertion that it would be illegal to accept the 

Division’s adjustment to the Montville Wharfage Fees and allow less in rates than is 

required under a contract, apparently on the basis that because Ms. Linda had signed the 

contract on behalf of both of her companies the Commission is bound to accept that 

amount as reasonable, Mr. Edge’s argument is faulty.  An adjustment to this line item 

would not require the non-regulated entity to collect less than it believes it can get for the 

wharfage fees, but rather, would require the regulated entity to collect in rates the amount 

determined to be reasonable and to match the resulting fee of an arm’s length transaction 

between two entities with only their own self interest in mind.  Likewise, with regard to 

the increases in management salary, what Mr. Edge did not recognize is that the 

Company can choose to pay more for salaries than are allowed in rates but the 

shareholders will need to absorb the difference. 

 Addressing Interstate’s pricing flexibility proposals, Mr. Edge argued that with 

regard to summer tourists, no one should be concerned with what rate of return Interstate 

earns because they are not concerned with the rate of return earned by Island Hi-Speed 

Ferry on these same passengers.  Therefore, according to Mr. Edge, Interstate is 

requesting the same rate treatment as Island Hi-Speed Ferry on summer tourist passenger 

tickets.  However, Mr. Edge’s testimony does not correspond with Ms. Linda’s 

testimony, which requested rate treatment that is different from Island Hi-Speed Ferry’s.  

Ms. Linda’s idea for a non-tariffed rate appeared to indicate that the market on a given 
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day should be allowed to set the rate in order to control prices in the competitive market.  

Ms. Linda has attempted to justify her position by mischaracterizing the rate structure of 

Island Hi-Speed Ferry.  Her explanation of Island Hi-Speed Ferry’s rates is inaccurate.  

Island Hi-Speed Ferry’s rates are tariffed and are set at a specific amount above a pre-

determined price floor.  They do not change from day to day.  While the form of 

regulation is a price floor, Island Hi-Speed Ferry may not charge more for its tickets than 

the tariffed rate.  There will be no auction on the docks to sell tickets to the highest or 

lowest bidders.  Regardless, at this time, the Commission is not changing Interstate’s 

current form of regulation which is traditional cost based rates with a reasonable rate of 

return because the majority of Interstate’s revenues are for services not subject to direct 

competition. 

 The Commission commends the parties for their hard work in negotiating a 

stipulated rate structure and revenue requirement that is reasonable and in the best 

interest of ratepayers.  The Commission notes that it has been seven years since 

Interstate’s last rate case and the Commission is hopeful that the dire predictions of 

Interstate’s witnesses with regard to future declines in revenue do not come to fruition.159  

In summary, the Interstate Navigation Company’s cost of service and tariffs provided for 

in the Stipualtion and Settlment are approved for effect on May 28, 2004.  The 

Commission’s Cost of Service Schedule is attached hereto as Appendix B. 

                                                 
159 Although not included in the May 11, 2004 Stipulation, in response to suggestions by the Town’s 
witness, the Commission notes that it has a history of denying automatic rate increases or decreases, even 
requiring companies to put on evidence when there is a pass through of costs in rates.  The Commission has 
previously determined that circumstances change too frequently to put ratepayers at risk of automatic rate 
changes without a full opportunity for review.  Therefore, the Commission simply takes this opportunity to 
again reiterate that policy determination. 
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Accordingly, it is 

 (17929)  ORDERED: 

1. That the Petition for General Rate Increase filed by Interstate Navigation 

Company on December 2, 2003, is hereby denied and dismissed. 

2. That the Stipulation and Settlement filed by the parties on May 11, 2004, is 

hereby approved and adopted in toto. 

3. That Interstate Navigation Company’s annual revenues shall be increased by 

$1,456,061 for a total rate year revenue requirement of $8,804,337. 

4. That the compliance tariffs filed with the May 11, 2004 Settlement are hereby 

approved for effect on May 28, 2004. 

5. That Interstate Navigation Company’s authorized return on equity is 10.75%. 

6. That funding provided for Homeland Security costs is to be kept in a restricted, 

interest-bearing account; funds not expended shall continue to be reserved and 

carried over to subsequent years for their designated purpose. 
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7. That Interstate Navigation Company shall comply with all other terms and 

conditions contained in this Report and Order of the Commission and in the May 

11, 2004 Settlement. 

EFFECTIVE AT WARWICK, RHODE ISLAND ON MAY 28, 2004, PURSUANT 

TO AN OPEN MEETING DECISION ON MAY 17, 2004.  WRITTEN ORDER 

ISSUED ON JULY 28, 2004. 

     PUBLIC UTILITIES COMMISSION 
 
 
     ____________________________________  
     Elia Germani, Chairman 
 
 
 
     _____________________________________  
     Kate F. Racine, Commissioner 
 
 
 
     _________________________________________  
     Robert B. Holbrook, Commissioner 
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         APPENDIX B 
 

Interstate Navigation Company  
Docket 3573 

Cost of Service Schedule 
 
 
 
 
 
Total Revenues  $  8,804,337 
   
Expenses:   
   Operating Expenses $   7,723,969  
   Federal Income Taxes         165,066  
   State Gross Receipts Tax         110,054  
   
Total Expenses  $   7,999,089 
   
Net Operating Income  $     805,248 
   
   
Rate Base  $  10,862,133 
   
Rate of Return            7.41% 
   
   
   
 
 



 

 

STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS 
BEFORE THE PUBLIC UTILITIES COMMISSION 

 
IN RE:  INTERSTATE NAVIGATION COMPANY  :                       DOCKET NO. 3573 
              GENERAL RATE FILING                              : 
  
 

STIPULATION AND SETTLEMENT 
 

 Interstate Navigation Company (“Interstate” or “Company”), the Division of Public 

Utilities and Carriers (“Division”), and the Town of New Shoreham hereby agree to this 

stipulation and settlement which constitutes a settlement of all revenue requirement and rate 

design issues in this docket. 

Recitals 

 On December 1, 2003, Interstate filed with the Commission an application to increase its 

rates by $2,750,712, or approximately 39.8 percent above its currently authorized revenue level 

in the rate year at current rates of $6,907,030.  The primary purpose of the rate increase, as stated 

in Interstate’s filing, was to allow the Company sufficient revenue to (1) purchase the MV Anna 

C at a cost of $3,100,000; (2) implement Homeland Security mandates estimated to cost 

$702,105; and (3) and to fund other cost increases that have occurred during the approximate 7 

year period since Interstate’s last rate case. 

 In response to the Company’s filing, the Division conducted an investigation of the 

Company’s rate increase request through extensive discovery methods by aid of its staff and 

outside consultants.   Based upon its investigation and findings, the Division filed its direct case 

with the Commission and recommended that Interstate’s present revenues be increased by 

$902,951, resulting in a downward adjustment to Interstate’s revenue request by $1,847,761.  

Interstate’s  rebuttal case was substantially the same as its initial filing.  The Town of New 
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Shoreham also filed a direct case addressing cost of service and rate design issues.  The Town 

recommended that Interstate’s present revenues be increased by $244,160 resulting in a 

downward adjustment to Interstate’s revenue request of $2,506,552. 

 After due consideration of the testimony, exhibits and other documentation included in 

the filings by Interstate, the Division, and the Town of New Shoreham, the Parties now have  

agreed to a comprehensive settlement in the rate case which resolves all issues relating to the 

Company’s revenue requirement, rate base, rate of return, rate design, and certain service related 

issues. 

 The settlement agreement is as follows: 

Section 1:  The Company’s additional revenue requirement for this stipulation is settled 

at $1,456,061, which results in total stipulated rate year revenue of 

$8,804,337.  This stipulation is based upon the Division’s position 

concerning pro forma revenues at present rates of $7,348,276.  The following 

supporting schedules are attached hereto and incorporated by reference 

herein:  Stip 1 (revenue requirement summary), Stip 2 (required return), Stip 

3 (rate base summary), Stip 4 (operating income statement), Stip 5 (operating 

expense summary), Stip 6 (analysis of proposed rates), Stip 7 (analysis of 

proposed rates – revenue proof), Stip 8 (passenger and vehicle rates and 

tariffs), and Stip 9 (class and commodity rates and tariffs). 

Section 2: The rate of return on equity for this stipulation is settled at 10.75%.  

Interstate’s rate base is settled at $10,862,133. 

Section 3: The parties agree to include $3.1 million in rate base for the MV Anna C, as of 

the mid-point of the rate year, as proposed by the Company in its filing.     
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The parties agree that the boat shall be depreciated over a life of 15 years for 

rate making purposes. 

Section 4:  The Company agrees to provide a level of service equal to the service level 

set forth in the Company’s 2004 ferry schedule on file with the Commission, 

and the Company agrees that the MV Anna C, MV Block Island, and MV 

Carol Jean shall be the vessels in service for trips made between Point 

Judith and Block Island, except during situations beyond Interstate’s control, 

such as major repairs, severe weather, acts of God, sinking, etc. 

Section 5:  The rate increase will be applied as follows:  All rates except non-commuter 

cars (and related non-commuter vehicles such as SUVs, pick ups, and vans) 

will increase by approximately 11.5%.  Non-commuter cars (and related 

non-commuter vehicles such as SUVs, pick ups, and vans) will increase by 

approximately 50%.  The new rates and tariffs are set forth on Stip 6, Stip 8 

and Stip 9 attached hereto and incorporated by reference into this Stipulation 

and Settlement.  The eligibility requirements for discounted commuter rates 

are hereby changed so that only the holders of a Rhode Island driver’s 

license with a Block Island address on the license are eligible for commuter 

rates, and to be eligible for the commuter car, SUV, van and pick up rates, 

the vehicle (1) must be driven by a driver with a Block Island license, and 

(2) must have a Block Island address on its registration. 

 

Section 6:   The Parties agree that the Company will be permitted to offer the following 

volume and group discounts:  (1) an advance purchase of 10 non-commuter 
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passenger tickets may be sold at a price of 9 tickets (a discount of 

approximately 10%); and (2) group purchases of 25 or more passengers may 

receive a round-trip ticket discount of 15% (not including the landing fee).  

Authorization for these discount programs will expire on December 31, 

2005, but may be extended by the Company only after making application to 

the PUC and obtaining approval.  Other than expressly agreed herein, all 

other proposals for pricing flexibility as set forth in the Company’s rate 

filing are rejected.  

Section 7:   In the event that the Company disposes of the MV Manitou, the Company 

agrees to amortize any sale proceeds (less any commissions, sale expenses, 

and remaining book value) over a 60 month period beginning with the 

month following the transaction.  The Company agrees to report the 

disposition or sale of any vessel to the Division and Commission within 60 

days of the sale date.  Such report shall include the amount of the sale, any 

net book value at the time of the sale, and an identification of the person or 

entity that purchased the vessel(s).  Any private charter, lease, or other non-

utility use of the Company’s assets will continue to be credited to the 

revenue accounts of the Interstate Navigation Company.  Any lease of the 

Old Harbor docking facility will be submitted to the Town, the Division and 

the Commission and will be subject to a prudency review by the 

Commission in any rate case as to the appropriate amount of lease payments 

to be included in rates. 
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Section 8:  In order to provide more timely reporting of relevant financial information (as 

a result of the May 31 fiscal year end), the Company agrees to report interim 

ridership statistics and revenues to the Division and the Commission broken 

down by month in the following categories: 

(a) Passengers (non-commuter) 
(b) Passengers (commuter) 
(c) Passengers (block ticket/group sales) 
(d) Cars (non-commuter) 
(e) Cars (commuter) 
(f) Trucks 
(g) Freight 
(h) Charter 
(i) Mail 
(j) All other 

 
The Company will report this information, for the May through September 

period, no later than November 30th of each year.  For reporting purposes, 

the Newport/Block Island statistics will be separately broken out.  The 

Company also agrees to provide to the parties semi-annual financial 

statements (including profit and loss statements) for the six month period 

ending November 30 and May 31 of each year, and quarterly financial 

statements for the quarter ending August 31, 2005 and thereafter. 

Section 9:    The Parties agree to an annual funding of Homeland Security costs in the 

amount of $395,946.  The Company agrees to maintain Homeland Security 

funds in an interest-bearing restricted account.  The funds may only be used 

to satisfy Homeland Security mandates.  The Company agrees to document 

all such expenses, including an explanation for each expense category, in a 
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Homeland Security expense report to be filed with the Commission 

simultaneously with the Annual Report.  

Section 10: By entering into this Settlement, matters or issues other than those explicitly 

identified in this Agreement have not been settled upon or conceded by any 

party to this Agreement, and nothing in this Agreement shall preclude any 

party from taking any position in any future proceeding regarding such 

unsettled matters. 

Section 11:  This Agreement is the result of a negotiated settlement.  The discussions 

which have produced this Settlement have been conducted with the explicit 

understanding that all offers of settlement and discussions relating hereto 

are and shall be privileged, shall be without prejudice to the position of any 

party or participant presenting such offer or participating in any such 

discussion, and are not to be used in any manner in connection with these 

or other proceedings.  The agreement by any party to the terms of this 

Agreement shall not be construed as an agreement as to any matter of fact 

or law beyond the terms hereof.  In the event that the Commission rejects 

this Agreement, or modifies this Agreement or any provision therein, then 

this Agreement shall be deemed withdrawn and shall be null and void in all 

respects. 

Section 12:   This Stipulation and Settlement may be executed in counterparts. 

 The Parties hereby submit this Stipulation and Settlement to the Commission for 

approval.  
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 IN WITNESS WHEREOF, this document has been executed by the appropriate 

representatives of the parties identified below, each being fully authorized to do so.  Dated at 

Warwick the 12th day of May, 2004. 

RESPECTFULLY SUBMITTED, 

INTERSTATE NAVIGATION COMPANY  DIVISION OF PUBLIC UTILITIES 
        AND CARRIERS 
By Its Attorney,     By Its Attorney, 
 
_______________________________  ____________________________ 
Michael R. McElroy, Esq.    Paul J. Roberti, Esq. 
SCHACHT & McELROY    Assistant Attorney General 
21 Dryden Lane     Department of Attorney General 
P.O. Box 6721      150 South Main Street 
Providence, RI  02940-6721    Providence, RI 02903 
 
 
 
 
TOWN OF NEW SHOREHAM   
       
By Its Attorney,     
 
_______________________________  
Merlyn O’Keefe, Esq. 
Packer & O’Keefe     
1220 Kingstown Road     
Peacedale, RI  02879     
        
































































































































