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BEFORE THE TENNESSEE REGULATORY AUTHORITY

NASHVILLE, TENNESSEE
IN RE: %
" PETITION OF TENNESSEE AMERICAN )
WATER COMPANY TO CHANGE AND g
INCREASE CERTAIN RATES AND )
CHARGES SO AS TO PERMIT IT TO ) . Docket No. 10-00189
EARN A FAIR AND ADEQUATE RATE )
OF RETURN ON ITS PROPERTY USED )
AND USEFUL IN FURNISHING WATER )
SERVICE TO ITS CUSTOMERS g

CONSUMER ADVOCATE AND PROTECTION DVISION’S RESPONSES TO
TENNESSEE REGULATORY AUTHORITY’S DATA REQUEST

Robert E. Cooper, Jr., Attorney General and Reporter for the State of Tennessee, by and
through the Consumer Advocate and Protection Division of the Office of the Attorney General
(“Consumer Advocate™), hereby submits its responses to the TRA Staff Data Request of
November 12, 2010.

DISCOVERY REQUEST NO. 1:

If TAWC is granted a rate increase, please discuss the benefits provided to both
ratepayers and stockholders. |
RESPONSE:

The Consumer Advocate has not had a meaningful opportunity to review the Discovery
Responses of Tennessee American Water Company (“TAWC”, “Company”) and is unable, at
this time, to delineate specific benefits, if aﬁy, that would result from granting TAWC’s

requested rate increase or if TAWC is entitled to a rate increase at all. Generally speaking,
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consumers benefit from the setting of just and reasonable rates that allow the provision of
affordable, efficient and safe utility service. Hahne and Aliff, Accounting for Public Ulilities,
3.01(3). Stockholders benefit from the setting of just and reasonable rates with the opportunity to
recover a reasonable return on their investment. /d. The interests of consumers and a utility in
some sense are in competition on questions of necessary versus imprudent expenses, the
appropriate level of planned and actual improvements in plant, and the level of the authorized
return stockholders seek. In rate cases, both stockholders and consumers benefit theoretically
from rate cases (and thus should at a minimum share rate case expense).

However, the continuous filing of rate case after rate case by a utility does not benefit
consumers as it further erodes the incentive of utilities to control costs. Public utilities are
monopolies which are not subject to the natural incentive of a competitive free market to control
costs. TAWC is the sole supplier of water in the Chattanooga area and has no competitors. Thus,
the effect of “regulatory lag” between rate cases acts as a substitute for‘ free market forces.
Bonbright, Principles of Public Utility Rates, p. 96. It must be noted that the effect of regulatory
Jag is lessened when a public utility files contentiously for extremely large increases in rates such
as the 28% increase sought here and the five rates cases filed by TAWC in the last seven years.

Given circumstances of contentious rate increase filings, larger rate case expense
amounts requested and the fraction of the proposed rate increases the Authority has actually
granted, consumers cannot be said to benefit from rate cases or from subsidizing the rate case
expense a utility determines to expend. The economy is still struggling to recover from the worst
economic downturn since the Great Depression. Consumers face job losses, plunging hone
values, and decreased value of investments and retirement accounts. It is especially during these
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continuing difficult times that consumers need relief from unreasonable and unnecessary

‘discretionary costs not only in the operation of a utility but in the rate case expense expedited by

a utility.

DISCOVERY REQUEST NO. 2:

Please discuss the CAD’s position regarding the implementation of a mechanism that
would maintain the average revenue per customer by on annual basis. Specifically, a revenue
per customer would be calculated for a customer class (e.g., residential by meter size) based
upon the attrition yeﬁr revenues and meters adopted in this proceeding. Each year, the actual
revenue per customer (meter) would be compared to the benchmark revenue per customer
(meter). If the revenue per customer declines, then rates would be adjusted to bring f[he revenue
per customer back up to the benchmark. If the revenue per customer increases, then customers’
rates would be adjusted to reduce the revenue per customer back to the benchmark.
RESPONSE:

The Consumer Advocate opposes this mechanism. Such mechanisms are commonly
known as “decoupling mechanisms™ which bre;:lk the link between sales volumes and a utility’s
revenues. In essence, a decoupling mechanism guarantees a utility’s revenues and shifts all
business and economic risk to consumers to make up for any short fall in revenue for. any
economic reason. As a tracking mechanism that is beyond the rate the Authority will set in this
proceeding, it creates a new stream of revenue for a utility without any consideration of the
utility’s expenses or earned profits. In short, when consumers use less water, they must pay more

regardless of the profit margins of the utility.




Decoupling mechanisms for water utilities are rare. Very few states have considered it.
The Comnecticut Department of Public Utility Control (“Department™) fecently considered a
decoupling mechanism for a water utility in a rate case. The mechanism, known as the WCAM,
was consider;:d for application to residential consumers only. The Department rejected the
WCAM for a number of concerns while noting it was an inopportune time to consider
implementing the mechanism due to the economic recession and hardships on consumers which
have already provided an incentive to consumers to conserve. A copy of the order is attached for
convenience. See pages 72-76.

At this time, the Consumer Advocate is aware of only one state, California, which utilizes
a form of decoupling for water utilities. The mechanism is implemented in tandém with water
conservation pro'grams. California, in particular, contends with water shortages and many
consumers in that state are subject to water rationing regulations enforced by local and state
authorities. California is the tenth driest state in the nation, yet it is the most populous state. A
shortage of water sources combined with a booming population has made water conservation a
top priority in California for decades. The state legislature of California has authorized the
promotion of water conservation through utility rate design since the 1970s although
decoupling has only recently been adopted in California for water utilities.

In contrast to California, the households and businesses of Chattanooga do not face any
water supply challenges or enforcement of water rationing laws and regulations. Rather, the
Tennessee River provides an ample supply of water and the region surrounding Chattanooga is
not beset by arid terrain. The Consumer Advocate recognizes conservation of natural resources

is a very important issue. But, before considering a fundamental change in how consumers are
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billed, the issue of Tennessee American Water Company’s water loss should be considered. In
the 2008 rate case, TAWC’s water loss was roﬁghly 20%. For every five gallons of water treated
by TAWC, one gallon was lost due to leaks in the system. Based on discovery responses from
TAWC in this case, it appears the leakage problem has grown. According to the Company
response to TRA Staff Request 13, the trend in the amount of water lost by the Company
continues to grow.

According to information contained in the Company’s response to CAPD discovery
request 9 in this case, water loss has since increased to 25% in the twelve months ending in
September of this year. Thus, for every four gallons of water treated, one gallon is lost. This
equates to 3.4 billion gallons of water that is wasted based on information contained in the
Company’s response to discovery request 5 of the Chattanooga Regional Manufacturers
Association. The Consumer Advocate submits that placing an additional burden on consumers in
the name of conservation at a time when leaks in the Company’s system account for so much
waste is counter-productive.

Moreover, consumers have taken notice of the waste of water in this docket. For
example, see the letter of September 22, 2010, by Mr. W. Bradley Weeks filed in this docket on
October 3, 2010. In the letter, Mr. Wecks describes in detail the meek initial response of the
Company in August of this year and the nearly week-long period taken to repair a break in a
water main as hundreds of gallons were lost an hour. The Consumer Advocate respectfully
submits that before the Authority considers requiring the households and businesses of

Chattanooga to act as an insurer of TAWC’s revenues and profits in the name of water




consetvation, TAWC should first demonstrate over a period of years a commitment to
maintaining its system to curtail the waste of water.

The Authority must also consider whether it has the statutory authority to implement such
a mechanism. While the Authority has implemented a modified and experimental decoupling
mechanism for one natural gas utility, Chattanooga Gas Company, the Authority acted under a
legislative mandate by the General Assembly to implement a general policy for energy
conservation for natural gas and electric utilities that authorizes changes in how consumers are
billed to encourage energy conservation. See Tenn. Code Ann. § 65-4-126. No such water
conservation policy for regulated water utilities has been issued by the General Assembly.

Of additional significance is the consideration of what kind of price signal such a
mechanism sends to consumers. If consumers are rewarded for their conservation efforts by
automatic rate increases, the consumer’s incentive to conserve is naturally weakened if not
outright destroyed.

Moreover, a view that because a natural gas‘utility has been granted a decoupling
mechanism thus a water utility should be given the same ignores the fundamental differences in
the two utilities. For natural gas consumers, the actual cost of natural gas, known as the
commodity cost, is passed through to consumers without a markup. The commodity cost
constitutes 50% to 70% of a consumer’s natural gas bill, dependingl on the market price of the
commodity. The commodity cost is not subject to a decoupling mechanism. While a natural gas
consumer can at a minimum save some money on the commodity cost of natural gas when using

less, under a decoupling regime water consumers will see no benefit whatsoever.




Moreover, it should be noted that the households and commercial businesses of
Chattanooga are already subject to natural gas decoupling and are the only consumers in all of
Tennessee to be subject to a decoupling regime. If the Authority approved -decoupling for
TAWC, the households and businesses of Chattanooga will have been further singled out for

decoupling for not only natural gas, but also for water.

DISCOVERY REQUEST NO. 3:

Discuss which classes that such a mechanism should apply and whether a WNA would be

necessary under this approach?

RESPONSE:

Congistent with the Consumer Advocate’s response to Request 2, the Consumer
Advocate believes no customer class should be subject to such a mechanism. The issue of
whether a weather normalization adjﬁstment {“WNA”) is appropriate greatly depends on what
kind of WNA the question addresses. The Consumer Advocate opposes the proposed WNA of
TAWC. The Consumer Advocate supports the methodology utilized by ‘.Lhe TRA in Docket 08-
00039, TAWC’s last rate case. This same methodology of using trends in revenues from
previous years is also referred to as a “WNA” by the Department of Public Utility Control in

Connecticut to normalize revenues. See page 49 of the attached order.

In previous natural gas rate cases, the Consumer Advocate has supported using the
specific natural gas industry WNA, even in conjunction with a decoupling mechamsm, as the

natural gas WNA is useful in determining what portion of the decoupling rate increases are
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attributable to weather and what portion are attributable to other causes such as price elasticity or
energy conservation. However, the WNA for natural gas companies is a fundamentally different
animal from normalizing revenues in a water utility rate case. The WNA for natural gas
companics is used to adjust bills automatically based on temperature and subject to TRA audit
annually, while the Company’s proposed WNA for water utilities is a “best guess” at what
revenues will be in the future that is incorpo.rated into rates regardless of what weather actually
occurs. Regardless of whether a mechanism is put in place or not, revenues should be normalized
based on usage and revenues trends of a recent period of years which allows for considerations

of all factors affecting usage, including weather.

DISCOVERY REQUEST NO. 4:

Discuss whether approval of the aforementioned mechanism should include a reduction
to the Company’s approved return on equity to reflect any associated reduced risk. If so,

quantify the reduction to the approved return on equity.

RESPONSE:

To the extent that this mechanism insulates the Company from any risk due to changes in
customer water consumption for any reason, the Company’s required rate of return on equity
must be reduced. The Consumer Advocate has not completed an analysis quantifying this
reduction in risk for the purposes of granting an approved return on equity at this time. The

Consumer Advocate will seek to supplement this response.




RESPECTFULLY SUBMITTED,

Ryan L. McGehee, BPR #025559

Assistant Attorney General

Office of the Attorney General and Reporter
Consumer Advocate and Protection Division
(615) 532-5512

P.O. Box 20207

Nashville, TN 37202-0207




CERTIFICATE OF SERVICE
I hereby certify that a true and correct copy of the foregoing was served via U.S.
Mail or electronic mail upon:

R. Dale Grimes Henry Walker

Bass, Berry & Sims PLC Bradley Arant Boult Cummings, LLP
150 Third Avenue South, Suite 2800 1600 Diviston St., Suite 700
Nashville, TN 37201 Nashville, TN 37203

David C. Higney Mark Brooks

Grant, Konvalinka & Harrison, P.C. 521 Central Avenue

Ninth Floor, Republic Centre Nashville, TN 37211

633 Chestnut St.
Chattanooga, TN 37450-0900
Donald L. Scholes

Scott H. Strauss Branstetter, Stranch & Jennings, PLLC
Katharine M. Mapes, Esq. 227 Second Avenue, North

Spiegel & McDiarmid, LLP Fourth Floor

1333 New Hampshire Ave., N.W. Nashville, TN 37219

Washington, DC 20036

Frederick L. Hitchcock
1000 Tallan Building
Two Union Square
Chattanooga, TN 37402

onthisthe  { day of December, 2010.

Ryan I/ McGehee
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283 P.U.R.4th 217, 2010 WL 2801007 (Conn.D.P.U.C.)

Re Connecticut Water Company
Docket No. 09-12-11

Connecticut Department of Public Utility Control
July 14,2010

ORDER authorizing a multi-division water utility to in-
crease its rates by $8.035 million, approximately
12.73%, reflecting an allowed return on equity (ROE)
of 9.75% and an overall return on rate base of 7.32%. In
establishing ROE, the department relies on the results of
cost of capital models, primarily the discounted cash
flow model.

As a result of acquisitions of water systems, the utility
has multiple rate divisions with unique rates. In its last
rate case, the utility performed a utility-wide cost of ser-
vice study (COSS) to support a rate design that alloc-
ated the revenue increase in a maimer that narrowed the
gap between rate divisions and moved toward single-tar-
iff pricing. However, in this case, the revenue increase
is, with some exceptions, spread across-the-board to all
customers classes, thereby widening the gap between
rate divisions and moving away from the concept of
single-tarifT pricing. The utility is directed to propose,
in its next rate case filing, a rate structure that considers
a COSS which moves toward single tariff pricing and
rate equalization amongst all of its divisions.

Department rejects a proposed three-year rate plan,
finding that the claimed benefits to customers are un-
proven. Moreover, the department finds that with the
current state of the economy, now is not the appropriate
time for the utility to propose a new ratemaking mech-
anism. In addition, the department notes that an existing
water infrastructure and conservatien adjustment pro-
gram provides the utility with an opportunity to recoup
plant investment between rate cases.

Department rejects a proposed water conservation ad-
justment mechanism (WCAM) designed to decouple
revenues from water consumption. The utility conten-
ded that the proposed WCAM would align its financial
interests with water conservation, enabling it to aggress-

Page 2 of 149

Page 1

ively promote conservation. The department finds that
utility failed to provide empirical data as to the cause
and effect relationship between conservation programs
and reduced consumption. As such, the department
finds the record evidence is insufficient for it to discem
whether the undisputed trend toward lower water nsage
is driven by affirmative conservation campaigns, or is
merely a natural response to a sluggish economy. Given
the economic hardships faced by many of the utility's
customers, the department concludes that it is not the
time to institute revenue decoupling.

P.U.R. Headnote and Classification

i
WATER

sl

Ct.D.P.U.C. 2010

[CONN.] Utility infrastructure projects - Cost recovery
between rate cases - Water infrasiructure and conserva-
tion adjustment program surcharge - Statutory consider-
ations.

Re Connecticut Water Company
P.U.R. Headnote and Classification

2.
RATES

s2

CtDP.U.C. 2010

[CONN.] Jurisdiction and powers - State commission -
Infrastructure projects - Cost recovery between rate
cases - Water mfrastructure and conservation adjust-
ment surcharge - Statutory considerations.

Re Connecticut Water Company
P.U.R. Headnote and Classification

3.
RATES

535

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.
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283 P.U.R.4th 217, 2010 WL 2801007 (Conn.D.P.U.C.)

Ct.D.PU.C.2010

[CONN.] Initiation of rate changes - Cost recovery
between rate cases - Water infrastructure and conserva-
tion adjustment surcharge - Statutory considerations.

Re Connecticut Water Company
P.U.R. Headnote and Classification

4.
RATES

s¥7

Ct.D.P.U.C.2010

[CONN.] Water utilities -~ Special factors - Infrastruc-
ture improvement projects - Cost recovery between rate
cases - Water infrastructure and conservation adjust-
ment surcharge ~ Statutory considerations.

Re Connecticut Water Company
P.U.R. Headnote and Classification

5.
RATES

520.1

CtD.P.U.C.2010

[CONN.] Reasonableness - Test period - Historical test
year - Pro forma and prospective adjustments - Water
rate proceeding.

Re Connecticut Water Company

P.U.R. Headnote and Classification

6.

RATES

835

Ct.D.P.U.C.2010 &

[CONN.] Initiation of rate changes - Proposed multi-
year water rate plan - Grounds for rejection - Claimed

benefits unproven - Economic conditions - Existing op-
portunity to recoup plant investment between rate cases.

Re Conpecticut Water Company

Page 3 of 149

Page 2

P.U.R. Headnote and Classification

7.
RATES

s40

CtD.P.U.C. 2010

{CONN.] Practice and procedure - Proposed multi-year
water rate plan - Grounds for rejection - Claimed bene-
fits unproven - Economic conditions - Existing oppor-
tunity to recoup plant investment between rate cases.

Re Connecticut Water Company

P.U.R. Headnote and Classification

8.

RATES

s95

Ct.D.P.U.C.2010

[CONN.] Water utility - Proposed multi-year rate plan -
Grounds for rejection - Claimed benefits unproven -

Economic conditions - Existing opportunity to tecoup
plant investment between rate cases.

Re Connecticut Water Compainy
P.U.R. Headnote and Classification

9.
SERVICE

§73

Ct.D.P.U.C. 2010

[CONN.] Water utility - Equipment and facilities - Fn-
gineering issues - Current status of multiple systems.

Re Connecticut Water Company
P.U.R. Headnote and Classification

10.
WATER

sl
Ct.D.P.U.C. 2010
[CONN.} Utility infrastructure - Engineering issues -

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.
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283 P.U.R.4th 217, 2010 WL 2801007 (Conn.D.P.U.C.)

Current status of multiple systems.
Re Connecticut Water Company
P.UR. Headnote and Classification

11.
WATER

s2

Ct.DP.U.C. 2010

[CONN.] Utility infrastructure - Engineering issues -
Water infrastructure and conservation adjustment pro-
gram projects.

Re Connecticut Water Company
P.U.R. Headnote and Classification

12,
VALUATION

§23

CtD.P.U.C.2010 _

[CONN.] Unfinished projects - Water infrastructure and
conservation adjustment program projects - Grounds for
disallowance - Not used and useful.

Re Connecticut Water Company
P.U.R. Headnote and Classification

13.
VALUATION

586

Ct.D.P.U.C.2010

[CONN.] Water utility - Water infrastructure and con-
servation adjustment program projects - Unfinished
projects - Grounds for disallowance - Not used and use-
ful.

Re Connecticut Water Company
P.U.R. Headnote and Classification

14.
EXPENSES

Page 4 of 149

Page 3

sd4

CtD.P.U.C. 2010

[CONN.] Water utility - Infrastructure improvement
projects - Cost recovery between rate cases - Unfinished
projects - Grounds for disallowance - Not used and use-
ful.

Re Connecticut Water Company
P.U.R. Headnote and Classification

15.
SERVICE

s80

Ct.D.P.U.C. 2010

[CONN.] Water utility - Compliance with quality stand-
ards - Raden and uranium removal - High sodium con-
tent - Reporting requirements.

Re Connecticut Water Company
P.U.R. Headnote and Classification

16.
SERVICE

584

Ct.D.P.U.C. 2010

[CONN.] Periedic meter testing - Extension of interval
period - Statutory considerations - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

7.
WATER

52

CtDP.UC. 2010

[CONN.] Utility equipment - Vehicles - Investigation of
apparently excessive fleet size - Reporting require- ments.

Re Connecticut Water Company

P.U.R. Headnote and Classification

© 2010 Thomson Reuters. No Claim to Orig. US Gov, Works.
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283 P.U.R.4th 217, 2010 WL 2801007 (Conn.D.P.U.C.)

18.
DEPRECIATION

sl

CtD.P.U.C. 2010 _
[CONN.] Water utility practices - Adherence to
guidelines of the National Association of Regulatory
Commissioners.

Re Connecticut Water Company
P.U.R. Headnote and Classification

19.
EXPENSES

§9

CtD.P.U.C. 2010

[CONN.] Depreciation - Disallowance of expense re-
lated to plant not in service - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

20.
VALUATION

586

CtD.P.U.C. 2010

[CONN.] Water utility - Five-year capital spending plan
- Deviation from schedules - Need for better planning
tools - Discussion.

Re Connecticut Water Company
P.UR. Headnote and Classification

21.
VALUATION

586

CtD.P.U.C. 2010

[CONN.] Water utility - Test-year plant in service -
Post-test-year additions - Need for decrease in spending
during difficult economic times.

Re Connecticut Water Company

Page 5 of 149

Page 4

P.U.R. Headnote and Classification

22,
VALUATION

s93

CtD.PUC. 2010

[CONN.] Property included in rate base - Used and use-
ful plant in service as of close of hearing - Water rate
proceeding.

Re Connecticut Water Company
P.U.R. Headnote and Classification

23,
VALUATION

586

CtD.P.U.C. 2010

{CONN.] Water utility - Property included in rate base -
Plant in service used and useful as of close of hearing,

Re Connecticut Water Company
P.U.R. Headnote and Classification

24,
VALUATION

s86

CtD.PU.C. 2010

[CONN.] Water utility - Five-year capital spending plan
- Budget, including water infrastructure and censerva-
tion adjustment-eligible projects - Need to balance
needs of customer when making infrastructure invest-
ment decisions.

Re Connecticat Water Company
P.U.R. Headnote and Classification

25.
VALUATION

$86
CtDP.U.C. 2010
[CONN.] Water utility - Rate base adjustments - Accu-

© 2010 Thomson Reuters, No Claim to Orig. US Gov. Works.
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283 P.U.R.4th 217, 2010 WL 2801007 (Conn.D.P.U.C))

mulated depreciation - Deferred income taxes - Other
deductions - Working capital - Capitalization of em-
ployee salaries.

Re Connecticut Water Company
P.UR. Headnote and Classification

26.
VALUATION

sl

CtDPU.C. 2010

[CONN.] Accumulated depreciation - Adjustment to
rate base - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

27.
VALUATION

592.1

CtD.P.U.C. 2010

[CONN.] Deferred income taxes - Reduction to rate
base - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

28.
VALUATION

519

CtD.P.U.C. 2010

[CONN.] Working capital allowance - Adjustment to
rate base - Water utility.

Re Connecticut Water Company

P.U.R. Headnote and Classification

29.
VALUATION

s41
CtDPU.C. 2010

Page 6 of 149

Page 5

[CONN.] Capitalized employee salaries - Adjustment to
rate base - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

30.
EXPENSES

s5

Ct.D.P.U.C. 2010

[CONN.] Salaries and wages - Allowance for vacant po-
sitions - Factors considered - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

31,
EXPENSES

55

CtD.P.U.C. 2010

[CONN.] Salaries and wages - Annual increases - Al-
lowance for 3% escalation - Denial of proposed 4% es-
calation as excessive in current economic climate - Wa-
ter utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

32,
EXPENSES

s05

Ct.D.P.U.C. 2010

[CONN.] Merit and employee awards - Grounds for dis-
allowance - Concern over increasing payroll in current
economic climate - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

33.
EXPENSES

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.
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283 P.U.R.4th 217, 2010 WL 2801007 (Conn.D.P.U.C.)

509 :

Ct.D.P.U.C. 2010

[CONN.] Payroll tax - Adjustment for reduction to pro-
posed increases to salaries and wages - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

34.
EXPENSES

505

CtD.P.U.C. 2010

[CONN.] Employee benefits - Medical and dental insur-
ance - Estimated rate year costs - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

35,
EXPENSES

s9
Ct.D.P.U.C. 2010

[CONN.] Pensions - Allowance based on actuarial es-
timate for rate year - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

36.
EXPENSES

59

CtD.P.U.C. 2010

[CONN.] Post retirement medical expense - Allowance
based on actuarial estimate for rate year - Water utility.
Re Connecticut Water Company

P.U.R. Headnote and Classification

37.
EXPENSES

s2

Page 7 of 149

Page 6

Ct.D.PULC. 2010

[CONN.] Directors and officers liability insurance -
Calculation of allowance - 50% disallowance to capture
shareholder benefit - Reduction for unregulated entity
portion based on MASS formula - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

38.
EXPENSES

s44

CtD.P.U.C. 2010

[CONN.] Water utility - Treatment chemicals - Method
of determination - Allowance based on 10% increase
from actual 2009 expense.

Re Connecticut Water Company
P.U.R. Headnote and Classification

39.
EXPENSES

s44

Ct.D.P.U.C. 2010

{CONN.] Water utility - Purchased water - Method of
determination - Actual 2009 expense used as proxy for
rate year expense.

Re Connecticut Water Company
P.U.R. Headnote and Classification

40.
EXPENSES

sd4

CtD.P.U.C. 2010

[CONN.] Water utility - Fuel or power purchased for
pumping - Method of determination - Actual 2009 ex-
pense used as proxy for rate year expense.

Re Connecticut Water Company

P.U.R. Headnote and Classification

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.
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283 P.U.R.4th 217, 2010 WL 2801007 (Conn.D.P.U.C.)

41.
EXPENSES

s0

CtD.P.U.C. 2010

[CONN.] Inflation adjustment - Method of determina-
tion - Water rate proceeding.

Re Connecticut Water Company
P.U.R. Headnote and Classification

42,
EXPENSES

s47

CtD.P.U.C. 2010

[CONN.] Water utility - Non-revenue water - Lost and
unaccounted for water - Disallowance of costs in excess
of 15% standard established by the National Associ-
ation of Regulatory Commissioners.

Re Connecticut Water Company
P.U.R. Headnote and Classification

43,
EXPENSES

sd4

CtD.P.U.C. 2010

[CONN.] Water utility - Tank painting amortization and
maintenance expense - Method of determination.

Re Connecticut Water Company
P.U.R. Headnote and Classification

44,
EXPENSES

53

CtD.P.U.C.2010

[CONN.] Corporate and other shared expenses - Alloca-
tion among regulated and non-regulated subsidiaries -
Use of MASS formula - Water rate proceeding.

Re Conmnecticut Water Company

Page 8 of 149

Page 7

P.U.R. Headnote and Classification

45,
EXPENSES

s2

CtD.PU.C.2010

[CONN.] Corporate and other shared expenses - Alloca-
tion among regulated and non-regulated subsidiaries -
Use of MASS formula - Water rate proceeding.

Re Connecticut Water Company
P.U.R. Headnote and Classification

46,
APPORTIONMENT

s3

Ct.D.P.U.C. 2010

[CONN.] Corporate and other shared expenses - Alloca-
tion among regulated and non-regulated subsidiaries -
Use of MASS formula - Water rate proceeding.

Re Connecticut Water Company
P.U.R. Headnote and Classification

47.
REVENUES

5

CtD.P.U.C.2010
[CONN.] Forecast - Pro forma revenues and department
adjustments - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

48.
REVENUES

§

CtD.P.U.C. 2010

[CONN.] Forecast - Annualization adjustments - Water
utility.

Re Connecticut Water Company
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P.U.R. Headnote and Classification

49.
REVENUES

5

CtD.P.UC, 2010

[CONN.] Forecast - Weather normalization adjustment -
Multi-year average approach - Rejection of proposed
base load approach - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

50.
REVENUES

5

CtD.P.U.C. 2010

[CONN.] Forecast - Customer growth adjustment -
Modified multi-year average - Based on anmual con-
sumption and year-end customer count - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

51.
CONSERVATION

S

Ct.D.P.U.C. 2010

[CONN.] Water utility - Revenue decoupling proposal -
Conservation revenue adjustment mechanism - Grounds
for denial.

Re Connecticut Water Company
P.U.R. Headnote and Classification

52.
WATER

sl

CtD.P.ULC. 2010

[CONN.] Water utility - Fostering conservation - Rev-
enue decoupling proposal - Water conservation adjust-
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ment mechanism - Grounds for denial.
Re Connecticut Water Company
P.U R. Headnote and Classification

53.
REVENUES.

S

Ct.D.P.U.C. 2010

[CONN.] Water utility - Decoupling proposal - Water
conservation adjustment mechanism - Grounds for deni-
al. '

Re Connecticut Water Company
P.U.R. Headnote and Classification

54.
RATES

s97

Ct.DP.UC. 2010

[CONN.] Water utility - Special factors - Declining
consumption - Decoupling proposal - Water conserva-
tion adjustment mechanism - Grounds for denial.

Re Connecticut Water Company
P.U.R. Headnote and Classification

55.
AUTOMATIC\ ADJUSTMENT\ CLAUSES

85

Ct.D.P.U.C. 2010

[CONN.] Revenue requirement clauses - Decoupling
proposal - Water conservation adjustment mechanism -
Grounds for denial - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

56.
REVENUES
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CtD.P.U.C. 2010
[CONN.] Particular items - Late payment fee - Water
utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

57.
RATES

595

CtD.P.U.C.2010

[CONN.] Water rate design - Multi-division utility - Al-
location of increase - Across-the-board approach - De-
parture from movement toward single tariff pricing and
equalization of divisional rates - Directive requiring re-
sumption of movement toward rate equalization in next
rate case.

Re Connecticut Water Company
P.U.R. Headnote and Classification

58.
RATES

s4}

Ct.D.P.U.C. 2010

[CONN.] Reasonableness - Consolidation of acquired
water systems - Multi-division utility - Departure from
movement toward single tariff pricing and equalization
of divisional rates - Directive requiring resumption of
movement toward rate equalization in next rate case.

Re Connecticut Water Company
P.U.R. Headnote and Classification

59.
RATES

571

CtD.P.U.C. 2010

[CONN.] Reasonableness - Uniformity - Multi-division
utility - Depatture from movement toward single tariff
pricing and equalization of divisional rates - Directive
requiring resumption of movement towatd rate equaliz-
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ation in next rate case.
Re Connecticut Water Company
P.U R. Headnote and Classification

60.
RATES

s24

CtD.P.U.C. 2010

[CONN.] Water rate design - Multi-division utility -
Seasonal metered customers - Restructuring to promote
fairness without violating cost causation - Equalization
of commodity charge with that of year-round customers
- Elimination of seasonal activation fee.

Re Connecticut Water Company
P.U.R. Headnote and Classification

61.
RATES

524

Ct.D.P.U.C. 2010

[CONN.] Water rate design - Multi-division utility -
Seasonal flat rate customers - Elimination of flat rate
for all but single-unit customers.

Re Connecticut Water Company
P.U.R. Headnote and Classification

02,
RATES

s04

CtDPU.C 2010

[CONN.] Water rate design - Multi-division utility -
Schedule of special cliarges - Maintenance of existing
rates except for elimination of seasonal activation fee.

Re Connecticut Water Company
P.U.R. Headnote and Classification

63.
RATES
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s08

Ct.D.P.U.C. 2010

[CONN.] Connection and disconnection charges -
Multi-division water utility - Maintenance of existing
rates except for elimination of seasonal activation fee.

Re Connecticut Water Company
P.U.R. Headnote and Classification

64.
PAYMENT

53

CtD.P.U.C. 2010

[CONN.] Enforcing payment - Proposed late payment
penalty fee - Grounds for denial - Lack of cost break-
down - Water utility.

Re Connecticut Water Company
P.UR. Headnote and Classification

65.
RETURN

54

CtD.P.U.C. 2010

[CONN.] Reasonabléness - Statutory considerations -
Recovery of operating costs - Attraction of capital -
Maintenance of financial integrity - Protection of relev-
ant public interests.

Re Cennecticut Water Company
P.U.R. Headnote and Classification

66.
RETURN

56 .

CtD.P.U.C. 2010

[CONN.] Reasonableness - Overall cost of capital -
Method of determination.

Re Connecticut Water Company

P.U.R. Headnote and Classification

Page 11 of 149
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67.
RETURN

56.1

CtD.P.U.C. 2010

[CONN.] Reasonableness - Capital structure - Water
utility - Department analysis.

Re Connecticut Water Company
P.U.R. Headnote and Classification

68,
RETURN

56.2

CtD.P.U.C. 2010

[CONN.] Reasonableness - Cost of long-term debt -
Embedded cost rate - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

69.
RETURN

56.1

CtD.p.U.C. 2010

[CONN.] Reasonableness - Capital structure - Rate base
true-up - Incorporation of short-term debt equivalent -
At current embedded cost rate - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

70.
RETURN

56.2

Ct.D.P.U.C. 2010

[CONN.] Reascnableness - Cost of short-term debt
equivalent - Current embedded cost rate - Water utility.

Re Connecticut Water Company

P.U.R. Headnote and Classification
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71.
RETURN

56.1

Ct.D.P.U.C. 2010

[CONN.] Reasonableness - Capital structure - Equity
level - Exclusion of proposed future capital contribution
to equity - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

72.
RETURN

6.1

CtD.P.U.C. 2010

[CONN.] Reasonableness - Capital structure - Computa-
tion of short-term debt equivalent - Exclusion of unfun-
ded rate base associated with below book acquisition -
Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

73.
RETURN

s6.1

Ct.D.P.U.C. 2010

[CONN.] Reasonableness - Capital structure - Computa-
tion of short-term debt equivalent - Reflection of
changes to timing of rate base additions, accumulated
depreciation, and defetred income taxes - Water utility.

Re Connecticot Water Company
P.U.R. Headnote and Classification

4.
RETURN

s6.4

CtDP.U.C.2010

[CONN.] Reasonableness - Cost of common equity -
Estimation methodologies - Financial models - Proxy

Page 12 of 149
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groups - Risk factors - Positions of the parties - Water
rate proceeding.

Re Connecticut Water Company
P.U.R. Headnote and Classification

75.
RETURN

s6.4

CtD.P.U.C.2010

[CONN.] Reasonableness - Cost of common equity -
Department analysis - Factors considered - Economic
and financial changes since last rate case - Survey of re-
cently-awarded returns in Connecticut - Application of
cost of capital models to financial data in record - Ex-
pert recommendations - Water rate proceeding.

Re Comnecticut Water Company
P.U.R. Headnote and Classification

76.
RETURN

56.4

Ct.D.P.U.C. 2010

[CONN.] Reasonableness - Cost of common equity -
Department analysis - Appropriate proxy groups - Wa-
ter rate proceeding.

Re Connecticut Water Company
P.U.R. Headnote and Classification

7.
RETURN

s6.4

Ct.D.P.U.C. 2010

[CONN.] Reasonableness - Cost of common equity -
Department analysis - Risk - Proposed small company
size premium - Grounds for denial - Water rate proceed-
ing.

Re Connecticut Water Company
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P.U.R. Headnote and Classification

78.
RETURN

s4

Ct.D.P.U.C.2010

[CONN.] Factors affecting rcasonableness - Business
risk - Proposed small company size premium - Grounds
for denial - Water rate proceeding.

Re Connecticut Water Company
P.U.R. Headnote and Classification

79.
RETURN

56.4

CtD.P.U.C.2010 :
[CONN.] Reasonableness - Cost of common equity
Discounted cash flow model - Appropriate application -
Department analysis - Water rate proceeding.

Re Connecticut Water Company
P.U.R. Headnote and Classification

30.
RETURN

56.4

CtD.P.U.C. 2010

[CONN.] Reasonableness - Cost of common equity -
Capital asset pricing model - Appropriate application -
Department analysis - Water rate proceeding.

Re Connecticut Water Company
P.U.R. Headnote and Classification

81.
RETURN

$6.4

CtD.PUC, 2010

[CONN.] Reasonableness - Cost of common equity -
Estimation methodologies - Comparable carnings ap-
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proach - Grounds for rejection.
Re Connecticut Water Company
P.U.R. Headnote and Classification

82.
RETURN

56.4

Ct.D.P.U.C. 2010

[CONN.} Reasonableness - Cost of common equity -
Department analysis - Reliance on cost of capital mod-
els, primarily the discounted cash flow model - As ap-
plied to water utility and natural gas utility proxy
groups - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

83.
RETURN

s15

CtD.PU.C.2010

[CONN.] Water utility - Allowed weighted cost of cap-
ital - Overall return on rate base - Reasonableness.

Re Connecticut Water Company
P.U.R. Headnote and Classification

34.
SERVICE

s72

Ct.D.P.U.C. 2010

JCONN.] Water utility - Customer services - Compli-
ance with applicable standards and regulations.

Re Connecticut Water Company

P.U.R. Headnote and Classification

5.
RATES

s25
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CtD.P.U.C. 2010
[CONN.] Reasonableness - Ability to pay - Financial
assistance for hardship customers - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

86.
PAYMENT

s7

CtD.P.U.C. 2010

[CONN.] Billing and collections - Financial assistance
for hardship customers - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

37.
PAYMENT

s3

Ct.D.P.U.C. 2010

[CONN.] Financial assistance for hardship customers -
Pilot program - Water utility.

Re Connecticut Water Company
P.U.R. Headnote and Classification

88.
EXPENSES,

144

CtD.P.U.C. 2010

[CONN.] Water utility - Financial assistance for hard-
ship customers - Pilot program costs.

Re Connecticut Water Company

P.U.R. Headnote and Classification

39,
PAYMENT

sl
CtDP.U.C. 2010
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[CONN.] Liability for payment - Transfer of account
from tenant to landlord - Need for prior authorization
from customer to whom account may be transferred -
Water utility service.

Re Connecticut Water Company
P.U.R. Headnote and Classification

90.
SERVICE

599

Ct.D.P.U.C. 2010

JCONN.] Meter location and height - Improved auto-
mated meter reading access - Revised rules and regula-
tions - Water utility.

Re Connecticut Water Company

Before Betkoski, 11, Palermino and DelGobbo, com-
missioners.

BY THE DEPARTMENT:
*1 DECISION
L. INTRODUCTION

A SUMMARY

In this Decision, the proposed amended schedules of

rates submitted with The Connecticut Water Company's
Application dated Yanuary 6, 2010, are hereby denied.

Total annual revenues in the amount of $71,150,683 are
hereby approved subject to The Connecticut Water
Company complying with the Orders listed below. The
total annual revenues approved herein result in an over-
all increase of $8,035,000, or about 12.73%, in annual
revenues over adjusted pro forma test year revenues of
$63,115,683.

The Department of Public Utility Control has determ-
ined that an allowed return on equity of 9.75% is appro-

priate.

B. BACKGROUND OF THE PROCEEDING
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The Connecticut Water Company (CT Water or Com-
pany) is 2 public service company as defined in Section
16-1 of the General Statutes of Connecticut (Conn. Gen.
Stat*). CT Water currently provides water services to
approximately 88,000 customer connections in 54 towns
across Connecticut:

Ashford, Avon, Beacon Falls, Bethany, Bolton, Brook-
lyn, Burlington, Camton, Chester, Clinton, Colchester,
Columbia, Coveniry, Deep River, East Granby, East
Haddam, East Hampton, East Windsor, Ellington, En-
field, Essex, Farmington, Griswold, Guilford, Hebron,
Killingly, Lebanon, Madison, Manchester, Mansfield,
Marlborough, Middlebury, Naugatuck, Old Lyme, Old
Saybrook, Plainfield, Plymouth, Portland, Prospect,
Somers, South Windsor, Stafford, Stonington (Masons
Island), Suffield, Thomaston, Thompson, Tolland, Ver-
non, Voluntown, Waterbury, Westbrook, Willington,
Woodstock and Windsor Locks.

FEric W. Thornburg Pre-filed Testimony (Thomburg PFT).

The Company provides fire protection service to the
majority of those communities.

CT Water's prior rate case application was filed on July

" 18, 2006, in Docket No. 06-07-08,dpplication of The

Connecticut Water Company to Amend Rate Schedules.

By Decision dated January 16, 2007, in Docket No.
06-07-08 (2007 CT Water Rate Case Decision), the De-
pattment of Public Utility Control (Department) adop-
ted an amended seitlement agreement by and between
CT Water and the Office of Consumer Counsel (OCC)
dated December 20, 2006 (Settlement Agreement). The
Settlement Agreement allowed CT Water a total of
$10,940,821 in additional revenue to be phased-in in
two phases over a 15-month period. For Phase 1 (in the
2007 CT Water Rate Case Decision), the Department
authorized amended rate schedules that would generate
$7,117,772. For Phase 2, by Decision dated March 28,
2008, in Docket No. 06-07-08PHO2,Application of The
Connecticut Water Company to Amend Rate Schedules -
Adjustment to Arnmual Revenues (2008 CT Water Rate
Case Decision), the Department approved amended rate
schedules that would generate $6,712,108 in additional
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revenues. That $6,712,108 amount reflects: (a) the re-
maining $3,823,049 in additional revenues previously
allowed under the Settlement Agreement (of the al-
lowed $10,940,821); (b) the amortization of the regulat-
ory asset created by the deferral of the $3,823,049; (¢)
the increases in rate base related to additional plant fun-
ded by the Company and placed in-service by year-end
2007; and (d) increased depreciation and property tax
expense associated with that additional plant.

*2 Since the filing of its application in Docket No.
06-07-08, CT Water has added a number of water sys-
tems, including systems from the former South Cov-
entry Water Company, The Ellington Acres Company,
the Avery Heights Water Association, and the Eastern
Division of Birmingham Utilities, Inc.

[1-4] Since the last rate case, Public Act 07-139, 4An Act
Concerning Water Company Infrastructure Projects
(PA 07-139), became Connecticut law with the intended
purpose of accelerating the rate of replacement and/or
rehabilitation of existing water system infrastructure.
The resulting Water Infrastructure and Conservation
Adjustment (WICA) program allows a water utility to
recover, in between rate cases, the costs of WICA-cli-
gible projects that have been completed and in service
for the benefit of the water company’s customers. Ac-
cordingly, CT Water has invested and included in its
revenue requirements a total of $10,015,468 in infra-
structure investment, and has been authorized by the
Department to impose a 2.10% WICA surcharge
(designed to increase revenues by $1.346,192) on its
customers' bills as of January 1, 2010, ™

By Letter of Intent dated December 2, 2009, and pursu-
ant to Section 16-1-22(b) of the Regulations of Con-
necticut State Agencies (Conn. Agencies Regs ), CT
Water gave formal notice of its intent to file amended
water service rate schedules on or after January 4, 2010.

By application filed on January 6, 2010 (Application),
submitted pursuant to Conn. Gen. Stat. §16-19 and
Comn. Agencies Regs. §§16-1-53 et seq., CT Water re-
quested the approval of the Department to amend its ex-
isting rate schedules by way of one of two proposed
three-year rate plans, the Standard Rate Plan and the Al-
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ternative Rate Plan,

Under both plans, the combined amount of the revenue
increases over the three-year period equates to
$19,081,882, or approximately 30.97%, over adjusted
test year revenues of $61,616,754. David C. Benoit PFT
(Benoit PFT), pp. 2-4; Schedule C-1.0. Under the
Standard Rate Plan, CT Water seeks additional revenues
of approximately $16.28 million over adjusted test year
revenues for the first rate year, $1.4 million for the
second rate year and $1.399 million for the third rate
year. Under the Altemnative Rate Plan, each rate year
would result in additional revenues of approximately
$6.36 million. Application, Cover Letter, p. 1.

C. CONDUCT OF THE PROCEEDING

By Notice of Audit dated February 9, 2010, the Depart-
ment conducted an andit of CT Water's books and re-
cords at its offices, 93 West Main Street, Clinton, Con-
necticut, commencing February 17, 2010. By Notice of
Inspection dated February 4, 2010, the Department con-
ducted an inspection of the plant and facilities that com-
prise CT Water, commencing February 23, 2010.

By Notice of Hearing dated February 11, 2010, and
Corrected Notice of Hearing dated February 16, 2010,
pursuant to Conn. Gen. Stat. §16-19, the Department
conducted evening hearing sessions for the purpose of
taking public comment, on the following dates and loca-
tions: March 8, 2010, at the Clinton Town Hall, 54 East
Main Street, Clinton, Connecticut; March 9, 2010, at the
Killingly High School, 79 Westfield Avenue, Daniel-
son, Connecticut; March 15, 2010, at the Namgatuck
Town Hali, 229 Church Street, Naugatuck, Connecticut;
March 16, 2010, at the Farmington Community Center,
321 New Britain Avenue, Unionville, Connecticut;
March 17, 2010, at the Enfield Town Hall, 820 Enfield
Street, Enfield, Connecticut; March 31, 2010, at the
South Windsor Town Hall, 1540 Sullivan Avenue,
South Windsor, Connecticut, A second evening hearing
session at the Clinton Town Hall was beld on April 8,
2010,

*3 Pursuant to these notices, the Depariment com-
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menced the evidentiary portion of the hearing in this
proceeding on March 8, 2010, at its offices, Ten Frank-
Im Square, New Britain, Connecticut. The Department
held further evidentiary hearing sessions on March 12,
15, 17, 18, 19, 25, 29, and April 9 and 13, 2010.

By its filing of Late Filed Exhibit No. 69 on April 16,
2010, CT Water submitted its final set of updated
schedules and exhibits to reflect various adjustments,
corrections and revisions to a number of components
contained in its original Application based on facts
made clear in the record as the case unfolded. There-
after, the Department closed the record on this matter
by Notice of Close of Hearing dated April 30, 2010.

On June 11, 2010, the Department issued a draft De-
cision in this matter. All Partics and Intervenors were
provided the opportunity to submit written exceptions to
and to present oral arguments on the draft Decision.

By letter dated June 24, 2010, CT Water waived the
180-day requirement imposed by Conn. Gen. Sfat.
§16-19 in order to allow the Department until July. 14,
2010, to render this Decision.

D. PARTIES AND INTERVENORS

The Department designated The Connecticut Water
Company, 93 West Main Street, Clinton, Connecticut
06413; and the Office of Consumer Counsel (OCC),
Ten Franklin Square, New Britain, Comnecticut 06051,
as Parties to this proceeding.

The Department granted Intervenor status to the follow-
ing entities: the Office of the Attoruey General (AG),
the Borough of Naugatuck, and the Scuth Lyme Prop-
erty Owners Association.

E. PUBLIC COMMENT

As previously noted, the Department held a total of sev-
en evening sessions of the public hearing throughout CT
Water's service territory in Connecticut for the purpose
of taking public comment concerning the Application.

Over the course of these evening sessions, many CT
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Water customers spoke out against the Company's rate
increase proposal. Among the local elected officials
who commented on the rate proposal were State Repres-
entative William Aman and Mayor John Pelkey of
South Windsor, and Mayor Bob Mezzo of Nangatuck.
Mayor Pelkey stated his objection to CT Water spread-
ing the costs of acquiring sinaller water companies
across ratepayers, especially in light of the recent eco-
nomic downmturn. Tr. 3/31/10, pp. 1464 and 1465. Rep-
resentative Aman voiced his disappointment with the
amount of the requested rate increase, while noting that
the Metropolitan District Water Company (MDC), a
local municipal water utility, charges rates three times
tess than CT Water. He expressed optimism that the De-
partment and CT Water could achieve a fair agreement.
Ihid., pp. 1543-1548 Mayor Mezzo stated that Naugat-
uck, as a municipality, is a client of CT Water and had
some concern with the Company's proposed mitigation
plan which is intended to assist municipalities in ab-
sorbing rate increases over time. He urged the Depart-
ment to be diligent in its review of the Application, and
cautioned the Company against using the mitigation
plan as a vehicle to farther spread costs to ratepayer res-
idents.Jhid., pp. 643-646.

*4 The concerns expressed on the record by CT Water
customers fell into several common categories: disparity
in rates between seasonal and year-round customers, ex-
ecutive compensation, and costs associated with acquir-
ing and improving sinall water companies.

The Department received over 110 letters and e-mails
regarding the Application. All individual customer com-
munications expressed opposition to CT Water's rate
proposal. Many of those commenting noted the overall
poor state of the economy and the resulting effect on the
ability of homeowners and businesses to pay higher wa-
ter rates. Many of those corresponding with the Depart-
ment echoed the public comment testimony regarding
the apparent disparity between seasonal and year-round
rates.

Official town representatives from Brooklyn, Essex,
Westbrook, Prospect, Thomaston, Windsor Locks and
Farmington supported aspects of the proposal, in partic-
ular the possibility of a three-year rate phase-in, and
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proposal to limit the rate increase to public fire protec-
tion charges at 2%. Those representatives also noted
that the proposed rate design would provide grants and
incentives to schools, government buildings and hard-
ship customers for retrofit conservation fixtures.

Il. DEPARTMENT ANALYSIS AND EVALUATION OF
EVIDENCE

A TEST YEAR

[5] It is the practice of this Department in rate cases to
establish rates prospectively on the basis of a historical
test year, ulilizing the most recent 12 months for which
adequate records are available to reflect the actual oper-
ating results and experience during such petiod. Gener-
ally, the test year, adjusted for pro forma purposes, sets
the boundaries within which the factors of ratemaking
can be determined and used. The Department may make
certain prospective adjustments deemed necessary to
ensure that a regulated utility has reasonable opportun-
ity to achieve a fair rate of retum.

The Department has analyzed the operating experience
of CT Water for the 12 months ended December 31,
2008, and finds that this period is a reasonable test year
period on which to predicate this Application.

B. PROPOSED MULTI-YEAR RATE PLAN

{6-8] The Company has proposed a three-year rate plan
in its filing. Specifically, the Company seecks to adjust
rates in subsequent years for plant additions and certain
expense items. The Company acknowledges that this
form of rate plan has never been applied to a Depart-
ment-regulated water utility, even though other public
service companies have used this approach. Thornburg
PFT, pp. 7 and 8. The Company claims that the multi-
year apptoach, combined with other innovations in the
Application, opens the door to avoiding large one-year
increases that impose a large burden on customers. By
spreading the needed revenue increase. over multiple
years, customers see a smoother pattern of rates that
should be easier for them to manage.fbid., p. 8.
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The benefits of a multi year approach in terms of limit-
ing customer increases are largely unproven by the
Company. The Department is familiar with the Com-
pany's argument as it is similar to the supposed benefits
of the WICA program. Under WICA, the Company ex-
tolled the benefits of smaller overall rate increases due
to that program providing incremental increases. As the
Company is aware, these benefits have not transpired
during the Company's first rate application following
the start of the WICA program, The fact is that prior to
WICA, the Company received an increase of 14.5% on
January 16, 2007, and 11.95% on March 28, 2008. Now
that the Company is participating in the WICA program,
this Application seeks an overall 30% increase. Applic-
ation, Cover Letter, p. 4.

*5 As stated, the Department finds that the Company's
claimed benefits to customers of a multi-year approach
is unproven. Additionally, the WICA program that CT
Water currently participates in provides it with an op-
portunity to recoup plant investment in between rate
cases, providing a significant benefit to the Company.
Finally, with the current state of the economy, now is
not the appropriate time for the Company to propose
implementing a new ratemaking mechanism, The De-
partment rejects the Company's three-year rate plan and
this Decision will reflect the Department's traditional
ratemaking methodology of used and useful plant at the

close of hearings and known and measurable costs for

the rate year.C. ENGINEERING ISSUES

1. Current Status of CT Water

[9, 10] CT Water is a specially chartered Connecticut
corporation. It is a public service company and a water
company, as those terms are defined in Conn. Gen. Stat.
§16-1. CT Water is Connecticut's second largest in-
vestor-owned water system, serving approximately
88,500 residential, commercial, industrial and municipal

Region Headquarters

ghoreline Clinton
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customers in 54 towns through 62 separate, non-
contignous water systems across Connecticut. Applica-
tion, Exhibit A. 3, p. 3; Response to Interrogatory WA-
179.

Since 2006, CT Water has acquired 36 water systems
serving a total of approximately 3,285 customers. In
2007, CT Water acquired the Avery Heights Water As-
sociation and the Hilldale Park Homecowners Associ-
ation, which serve 216 customers and 55 customers, re-
spectively. In 2008, the Company acquired the Birming-
ham Utilities' Eastern Division (now identified as the
Mansfield Division), which serves approximately 2,300
customers, and in 2009, the Ellington Acres Company,
which serves 712 customers. Response to Interrogatory
WA-179. These recently acquired subsidiaries represent
about 3.7% of the Company's customer base.fhid.

The Company owns approximately 1,560 miles of trans-
mission and distribution mains with 53 distribution sys-
tem pumping stations, 19 reservoirs and 209 active
wells with a combined safe yield of 51.15 million gal-
lons per day (mgd), and 64 storage tanks with a com-
bined 7 billion gallons in storage. Response to Interrog-
atory WA-178; Tr. 3/17/10, p. 757. The water produc-
tion in 2008 was 8.117 billion gallons, including 521.7
million gallons of purchased water. Response to Inter-
rogatory’ WA-95, Approximately 35% of this amount
came from surface supplies, 60% fromn well supplies
and 5% from interconnections with neighboring utilit-
ies. Application, Exhibit A.3, p.3. The Company main-
tains a corporate office in Clinton with satellite offices
in Naugatuck, East Windsor, Mansfield, Unionville and
Daniclson. These offices operate as headquarters for
their respective regions. Each region contains multiple
water systems, as presented in the table below.

Syétems

Guilford, Chester, Soundview, Chester
Village West,
Mason's Island, Point O'Woods and Le-

© 2010 Thomson Reuters. No Claim to Orig, US Gov. Works.

http://web2. westlaw.com/print/printstream.aspx 7utid=1&prft—-HTMLE&sv=Split&vr=2.0...  12/1/2010




Page 19 of 149

283 P.U.R.4th 217, 2010 WL 2801007 (Conn.D.P.U.C.) Page 18
gend Hill

ﬁaugatuck Naugatuck Central, Terryville, Thomaston, Hillcrest
Fire District and

Middlebury-Heritage

Northern East Windsor Western, Stafford, South Coventry, Reser-
voir Heights,
i Nathan Hale, Lakeview/Lakewood, Llyn-
wood and
' Crescent Lake
Unjonville Unionville Unionville, Collinsville
Crystal Danielson Crystal, Thompson, Plainfield, Gallup,
Country Mobile
Estates, SDC, Bay Mountain, Cornfield
Point and

Woodstock Greens

Mansfield Mansfield Amston Lake, Ashford Elderly, Ashford
Park, Baker Hill,
Banner Village, Birchwood Heights,
Christ Lutheran
Church, Columbia Heights, Coventry
Hills, Crystal
Springs, Forest Homes, General Water,
Hebron Center,
Lake Hayward, Lebanon Elderly, London
Park,
Marlborough Gardens, MASH, Mill at
Stonecreft, Pilgrim
Hills, Pinewoods Lane, Ponemah Village,
Redwood Farms,
Rivercrest, Riversedge, Sachem Village,
Spice Hill,
Westchester East and Westchester Village
*§ Detailed descriptions of these systems are provided draulic profile diagrams of the Company's water sys-
in the Company's response to Interrogatory WA-86. Hy- tems were submitied under protective order, as Exhibits
TPO-2A through TPO-2F, and Exhibits TPO-3A
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through TPO-BM to the Company Application. Certain
hydraulic profile diagrams are outdated due to acquisi-
tions and mew construction. As a result, all systems im-
pacted by these changes need to be corrected. The Com-
pany is ordered to update all hydraulic profile diagrams
to reflect current configurations of its water systems.
Upon completion of updating the hydraulic profile dia-
grams, the Company must inform the Department of
completion and have updated diagrams available for
Department inspection.

2. WICH Frojecits

[11-14] In its cwrent and projected plant balances, the
Company included 67 WICA projects which were ap-
proved in the Company's Infrastructure Assessment Re-
port (IAR). Of the 67 projects, 33 have been approved
by the Department and were included m the Company's
WICA surcharge as of the date of this proceeding. The
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33 approved projects total $10,015,468 and consist of
32 main replacement projects and the purchase of leak
detection equipment. These items were approved by De-
cision dated June 17, 2009, in Docket No.
08-10-15W102,4pplication of The Comnecticut Water
Company for a Water Infrastructure and Conservation
Adjustment - Semi-Annual Filing Report Dated April
24, 2009 (CT Water 1st SAFR Decision), or by De-
cision dated December 23, 2009, in Docket No.
08-10-15W103,dpplication of The Commecticut Water
Company for a Water Infrastructure and Conservation
Adjustment-Semi-Annual Filing Report Dated October
28, 2009 (CT Water 2nd SAFR Decision). The table be-
low summarizes all IAR and Semi-Annual Filing Report
(SAFR) WICA activities in 2008 and 2009.

Authorized cost for

Leak projects in service

but
SAFR No. of Detection not 100% complete

in
Docket Number Projects Project DN 08-10-15WT02  Total Cost
DN 08-10-15WI02 16 1 $4,705,842
DN 08-10-15WI03 17 $5,212,136

$97.490 $97.490
Total 33 1 $97.490 $10,015,468

In Company Late Filed Exhibit No. 13, CT Water di-
vided the WICA projects into the following categories:

a, Projects completed and funded under an SAFR, with
cost of $8,757,549 in 2009; b. Projects completed under
an SAFR, with cost of $1,257,919 paid in 2008 but with
no cost incurred in 2009; c. WICA-eligible projects ap-
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proved in the TAR, but not approved in SAFR that will
be in service by December 31, 2010, with $4,340,420 in
cost incwrred in 2009; d. WICA-eligible projects ap-
proved in the TAR, but not approved in SAFR that will
not be in service by December 31, 2010, with $232,547
in cost incurred in 2009; and e. WICA eligible projects
approved in the IAR, but not approved in SAFR, under
design with $228.881 in cost incurred in 2009.

*7 The combined cost for projects in the first two cat-
egories is $10,015,468. For the last three categories, the
combined cost is $4,801,848 [$4,340,420 + $232,547 +
$228,881]. This $4,801,848 represents the combined
2009 accrued cost of 34 WICA-eligible projects that
were not approved under an SAFR. As of April 12,
2010, these projects were neither completed nor close to
completion. Seven of these projects are scheduled for
completion by December 31, 2010. The remaining 27
projects will not be completed until after 2010. Accord-
ingly, because these 34 projects are not yet used and
useful, the Department disallows the combined cost of
$4,801,848. The WICA projects are listed in Appendix
B of this Decision.

The OCC recommended that the Company submit cost
data for the WICA-eligible projects included in this De-
cision, to ensure that projects already allowed in rates
do not become part of a future WICA surcharge. OCC
Brief, pp. 46 and 47. Since this Decision has disallowed
the $4,801,848 spent on unfinished projects, no such
submission will be ordered.

3. Water Quality

[15] The Company's compliance record for water qual-
ity requirements is reported each year in the annual Wa-
ter Quality Report. The Department of Public Health
(DPH) maintains primacy for the regulation and en-
forcement of drinking water quality, and has codified
allowable water quality parameters, including samnpling,
testing, and reporting requirements in the State Public
Health Code. Compliance with water quality standards
under the Public Health Code is noted by the DPH in its
routine sanitary inspection reports. Copies of water sys-
tems reports were submitted by the Company in re-
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sponse to Interrogatory WA-90. The Company has
provided the Department with the status of actions taken
to achieve compliance with any of the report require-
ments and recommendations. Response to Interrogatory
WA-50.

The Company indicated that the water quality of the
Company's distribution systems ineets all requirements
of the Safe Drinking Water Act, with two exceptions.
For the Lakewood System, the Company failed to test
and report one volatile organic compound. For the
Plainfield System, total coliform bacteria exceeded the
maximum concentration level. Both violations have
been corrected. Response to Interrogatory WA-89; Tr.
3/12/10, pp. 344 and 345.

The Company has treatment for radon and uranium re-
moval. The Company's uranimn removal treatment in-
stalled in Madison in 2009 is the first uraniuin freatment
in Connecticut. Tr. 3/17/10, p. 738. In this treatment,
one of the most difficult problems is disposal of the
waste product. CT Water contracted the responsibility
for disposal of radicactive waste generated during the
water treatment and it is the responsibility of the con-
tractor. Tr. 3/17/10, pp. 741 and 742.

At the March 9, 2010 hearing in Danielson, a customer
in the Thompsen system complained about the presence
of high sodium content in the water. Tr. 3/9/10, pp. 259
and 260. The Company has known of this problem since
its acquisition of the Crystal Water Company's systems.
The Company subsequently responded that the high so-
dium issue is a long-standing problem and is due to the
proximity of a garage that stores salt and sand for
winter use. When the sodium level exceeds 28 milli-
grams per liter, the DPH requires a water company to
notify its customers, particularly for any customners that
might be on a low sodium diet. Tr. 3/17/10, pp. 739 and
740. CT Water testified that it has issued such notifica-
tion on an annual basis, thereby meeting the DPH's
guidelines.fbid

*8 The Department directs the Company to explore
whether there are any reasonable and viable remedies
that might eliminate or alleviate this issue. As a first
step, the Company should meet with the owner of the
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garage to explore that possibility. The Company will be
ordered to submit to the Department a report on its ef-
forts and recommendations.

4. Periodic Meter Testing

[16] In order to maintain meter effectiveness, a water
company must periodically test its meters for accuracy.
Meter tests are necessary to determine the accuracy of
meters to: (1} insure that billings to customers are ac-
curate; (2) assist a company in controllimg its levels of
non-revenue water (NRW): and (3) assist customers in
reducing their consumption. As specified by Conn.
Agencies Regs. §16-11-88, all 5/8-inch, 3/4-inch and
1-inch meters must be tested at intervals of eight years
and all other size meters at more frequent intervals.
Meter testing may be required more frequently in the
event of a consumer request or a complaint to the De-
partment. Conn. Agencies Regs. §16-11-88(a) states:

If a utility's meters are maintained in compliance with
the provisions for meter testing over the most current
consecutive three-year period including the condition
that the utility has not exceeded an amount of overdue
meters equal to ten percent {10%) of the total due tests
in any year over that three-year period, and if at least
ninety percent (90%) of the meters so tested register an
accuracy of mot less than ninety-six percent (96%) nor
more than one hundred two percent (102%) during the
given three-year period, such utility, upon request, may
be granted an extension in the time interval between test
years.

In 2008, the Company requested that its meter testing
schedules and reporting requirements for all its water
systems be consolidated. The Company submits its Peri-
odic Meter Testing records on an annual basis to the
Department. The Company's reports for the past three
years mdicate that over 90% of all tested meters have
registered accuracy between 96% and 102%. After re-
viewing the Company's Periodic Meter Testing records
for 2009, the Department noted that the Company has

complied with the periodic meter testing according to -

Conn. Agencies Regs. §16-11-88 and granted a 16-year
interval for meter testing. Response to Interrogatory
WA-102, The decision was based on the Company's
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past testing program and its current test results. Tr.
3/12/10, p. 360. At present, the Company tests meters in
sizes of 5/8-inch, 3/4-inch and 1-inch for each of its re-
gions every 16 years, the maximum meter test interval
peried allowed by Conn. Agencies Regs. §16-11-88.
Production meters are tested annually. Tr. 3/12/10, pp.
356 and 359. The Company's meters are tested by CT
Water personnel. Most of the meters are tested in a cer-
tified meter shop in the Company's East Windsor office;
while some are tested in the field. The location of the
meter test depends on the type of meter. Response to In-
terrogatory WA-102; Tr. 3/12/10, p. 359,

*9 By extending the meter test interval period, the Com-
pany is saving about 10% of material and employees
time. Tr. 3/12/10, p: 361. The meters have a minimum
service life of 35 years and were manufactured with
newer technology to comply with American Water
Works Association (AWWA) standards in order to

maintain their accuracy levels for longer periods of time.

5. Vehicles

[17] Of the 175 vehicles in its possession, the Company
owns 124 and leases 51. Response to Interrogatory
0OCC-74. The Company's criteria for vehicle replace-
ment are 5 years/90,000 miles and work type vehicle 7
years/115,000 miles. Application, Exhibit A4, p4.
Based on those criteria, the Company replaces 35
vehicles every year. The number of vehicles acquired
by the Company in recent years include: 2007 - 27, in
2008 - 36 and in 2009 - 36 for a total of 99 vehicles.
This represents a 25% increase between 2007 and 2009.
Since its previous rate case, the Company spent $1.8
million on vehicle replacement and construction equip-
ment. Application, Exhibit A4, p. 4. In 2009, the Com-
pany spent $985,026 on the purchase of new vehicles.
Response to Interrogatory OCC-74.

At the 225 employee level, the Comnpany's fleet of 175
vehicles appears excessive. Although the Department
will not make a reduction in the current proceeding for
the level of vehicles, the Department expects the Com-
pany to investigate reducing its fleet of vehicles. In the
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Company's next rate filing, the Department will order
the Company to provide a detailed listing of vehicles
from the current 175 to the level of vehicles requested
in its next rate application. At a minimum, the Company
shall include purchase date, actual mileage per year and
function that the vehicle serves. This report will include
all vehicles from this rate case, year of retirement, if ap-
plicable, as well as all additions to the fleet and associ-
ated per vehicle included in rate base.

6. Depreciation

[18, 19] In reviewing the depreciation practices of a wa-
ter utility, the Department's primary concern is that cap-
ital assets are depreciated over their estimated useful
service life. Proper depreciation rates are essential to
adequately tepresent balances in asset accounts that are
reflective of the expected remaining use of an asset as
well as providing a tool for planning the renewal of
Company infrastructure.

The Company submitted depreciation rates for its capit-
al assets. Application, Schedule C-3.3wp; Response to
Interrogatery WA-104; Late Filed Exhibit No. 7. The
Department has reviewed the depreciation schedule and
finds that the Company has generally applied depreci-
ation rates and useful service lives that fall within the
National Association of Regulatory Utility Comumis-
sioners (NARUC) guidelines, which have been adopted
by the Department for private water companies. In fu-
ture proceedings, the Department expects the Company
to continue aligning its depreciation practices in accord-
ance with the NARUC guidelines.

*10 The Department will disallow depreciation expense
of $397,882 associated with plant not in service as of
the last day of hearing. Plant exciuded equates to
$20,509,384 [$474,371,740, as stated in Late Filed Ex-
hibit No. 69, Schedule B-1.0, less $453,862,356, as
stated in Late Filed Exhibit No. 8]. The Company calcu-
lated $7,629,245 as an annual depreciation expense.
Late Filed Exhibit No. 8, Schedule C-1.0 Revised. The
Department approves the ammual depreciation expense
in the amount of $7,231,363 [$7,629,245-$397,882].
The $397,882 is arrived at by multiplying the Com-

Page 23 of 149

Page 22

pany's composite depreciation rate of 1.94% 2 by the
$20,509,384 in reduced plant.

7. Information Technology (IT) System

The Company has purchased and begun installing a new
J.D. Edwards computer system. The Company testified
that the driving force for the new computer system was
not cost savings, efficiency, or increase in productivity,
but that the old system was placed in service in 1996
and parts were difficult to replace and the system was
fully depreciated. The new system allows elimination of
some IT cost. Tr. 3/12/10, pp. 333 and 335. As of April
12, 2010, the Company spent $6,909.831 on computer
equipment and the system is not yet fully completed.

D. CAPITAL SPENDING

1. General

[20-29] In its application for Docket No. 06-07-08, CT
Water provided a Five Year Capital Spending Plan for
the years 2006 through 2010. At the request of the De-
partment, the Company submitted Late Filed Exhibit
No. 10, which provided a detailed year-by-year compar-
ison of the projects originally proposed against the
projects actually completed.

For each elapsed year, the Department makes the fol-
lowing observations:

» For 2006, the Company originally proposed 19
projects with a total estimated cost of $7,959,000. The
Company completed 14 of those projects at a combined
actoal cost of $6,390,000, plus two new projects at a
combined actual cost of $821,359, for a total cost of
$7,211,359.

» For 2007, the Company originally proposed 19
projects with a total estimated cost of $6,390,000. The
Company completed 11 of those projects at a combined
actual cost of $3,613,410, plus three new projects at a
combined actual cost of $2,165,058, for a total cost of
$5,778,468.

« For 2008, the Company originally proposed 10
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projects with a total estimated cost of $6,102,000. The
Company completed seven of those projects at a com-
bined actual cost of $3,308,792, plus nine new projects
at a combined actual cost of $2,830,778, for a total cost
of $6,139,570.

» For 2009, the Company originally proposed 12
projects with a total estimated cost of $5,175,000. The
Company only completed one of those projects at an ac-
tual cost of $193,966, plus ten new projects at a com-
bined actual cost of $4,423,529, for a total cost of
$4,617,495.

Company Late Filed Exhibit No. 10, p. 1.

With each passing year, CT Water has increasingly de-
viated from the timing and spending schedules it origin-
ally proposed in Docket No. 06-07-08.The Company
completed the construction of progressively more new
projects, and delayed the construction of previously
scheduled projects. For 2006, the cost of new projects
totaled $821,359. For the 2008 test year and the 2009
pro forma year, that total had increased to $2,830,778
and $4,423,529, respectively.

*11 One example of a postponed project is the replace-
ment of the Clapboard Hill Tank at an estimated cost of
$1,000,000. This project was originally scheduled for
completion in 2008. It was rescheduled to 2009 but was
not constructed that year. Late Filed Exhibit No. 10, p.

Spending for plant in service during 2008
CT Water Co -Shoreline Region
Route 154 Bridge

Soundview Metering Program
Replace AS400, File Server, Network
Replace CIS, FIS

North High Street WM

CT Water Co -Naugatuck Region
SCADA Upgrade

Replace Maple Hill Pump Station

CT Water Co -Northern Region
Replace Shaker Rd Punp Station
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1.

Moreover, this project does not appear in the Five Year
Capital Spending Plan submitted in this proceeding. Ap-
plication, Schedule F-7.0. While the Department might
question the necessity of replacing this tank, the Com-

" pany's postponement of the tank replacement to 2009
and its apparent removal from the current capital spend-
ing plan serve to support a need for improved planning
tools. The Department acknowledges that CT Water
should have a measure of flexibility to amend its capital
construction schedule as necessary. All the same, the
Department encourages the Company to consider imple-
menting planning tools that might better assist it to
more closely scrutinize its project spending plans.

2. Plant In-Service for 2008 Test Year

For 2008, there were ten major projects proposed at an
estimated cost of $6,102,000, The Company incurred an
actual cost of $6,139,570 for three of the originally pro-
posed projects and nine new ones not included in the
original ten projects. $2,830,778 of that amount was in-
curred for the nine new projects. The table below details
the spending for addition of plant in service during the
2008 year.

$135,729
$107,622
$497,050
$923,732
$501,822

$41,211
$182,047

$836,707

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.

http://web2.westlaw.com/print/printstream.aspx ?utid=1&prft=HTMLE&sv=Split&vr=2.0...  12/1/2010




283 P.U.R.4th 217, 2010 WL 2801007 (Conn.D.P.U.C.)

Hunt WTP Electrical System, Alarms
Suffield/North St, WL. WM REPL

Rockville High Service, Butcher/Grove

Spending for plant in service during
2008

Eastern Region

Standby Power, Gallup Well
Wauregan Distribution System
Plainfield Center Distribution System
New Thompson Well

High Service Main to Industrial Park
Total, Major Projects

Multiple Systems

Diversion Permits

Well & Reservoir
Improvements/Equip-

ment

Killingworth Reservoir - 5' Increase
Well & Reservoir

Pumping Improvements/Equipment
Pumping

Brooklyn Well Chlorination

WTP Improvements/Equipment
WTP Lab Improvements/Equipment
Mains

Services

Meters

Hydrants

Developer Extensions

Town & State Projects
Infrastructure Replacements
Storage Tank Projects
Transmission & Distribution

Tools & Equipment

Office Equipment

Vehicle Purchases

VA Security Implementation
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$385,746
$329,815
$13,929
$223,342
$6,139,570

$272,290

$9,637
$281,927

$836,241
$203,675
$285,317
$2,050
$1,528,203
$407,286
$859,331
$664,273
$156,860
$794.518
$1,956,699
$330,500
$6,697,670
$146,642
$26,734
$678,626
$100,704

$15,000
$316,429
$1,472,374

$157,015
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D & C Engineering
Control Systems
Corporate Facilities
General

Spending for plant in service during

2008

Information Systems

5p
unifer Mapping

Distribution Mapping

Mapping

5p

Land & Land Rights

5p

Unassigned /OTHER Spending

5p

Total:

3. 2009 Plant Additions

*12 For 2009, the Company proposed 12 major projects
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$193,058
$330,155
$326,389
$1,802,308

$1,323,324

$101,883

$120,843

$222,726

$62,816

Land Rights

$667,079

$18,524,703

Land &

$62,816
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with an estimated cost of $5,175,000. The Company ac-
tually incurred a cost of $4,617,495 for one of the pro-
posed projects and ten new ones. The cost for the new
projects was $4,423,529. Company Late Filed Exhibit
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No. 10, p. 1. The iable below details the projected and
actual spending for plant additions during 2009,

Project Projected
Description 12/31/2009

CT Water Co-Shoreline Region

Soundview Metering Program

Replace AS400, File Server, Network

Replace Clapboard Hill Tank $1,000,000
Replace CIS, FIS

Soundview - Additional Supply $200,000
Phone System Replacement $300,000
Lee Co. Property Storage Tank

5p

CT Water Co -Naugatuck Region

Avon Interconnection, Collinsville

New Haven Road Valve $125,000
Second Reynolds Bridge Clearwell $500,000

5p

CT Water Co -Northern Region

Replace Shaker Rd Pump Station

Suffield/North St, WL WM REPL

Rockville High Service, Butcher/ $500,000
Grove

Replace Tolland Aqueduct Building ~ $100,000

Stafford WTP-Add Chlorine Dioxide/ $500,000
uy

Springfield Rd., Somers - WM $500,000
Project Projected
Description 12/31/2009
Eastern Region

Wauregan Distribution System $250,000
Plainfield Center Distribution System  $200,000
New Thompsen Weil

High Service Main to Industrial Park
Second Thompson Storage Tank
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Actual
$950
$188,960
$2,540,708

$193,966
$343,914

$650,924

$26,129
$36,323

Actual

$65,069
$412,594
$157,958
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Unionville Region
Route 4 Distribution Improvements
Total, Major Projects

Multiple Systems

Well & Reservoir
Improvements/Equip-
ment

Killingworth Reservoir - 5" Increase
Well & Reservoir -

"l;umping Improvements/Equipment

Pumping
ﬁrooklyn Well Chlorination
WTP Improvements/Equipment

WTP Lab Improvements/Equipment

Water Treatment
Mains

gervices

]!—vIeters

ﬁydrants

I_)eveloper Extensions

I_’rior Year Job Adjustments

$1,000,000
$5,175,000

$104,000

$104,000

$4,617,495

$130,000

$610,848

$6,455
$617,303

$130,000

$185,000

$2,398,087

$2.398,087

$3,161

$25,000

$520,703

$210,000

$5,326

$760,000

$275,000

$529,190

$1,962,250

$565,000

$630,224

$245,000

$485,571

$70,000

$603,848

$-

$204,033

$-
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$671,909

$10,071,657

$63,288

$14,692,780

Actual

$360,350
$36,820

$383,541
$94,367

$173,132
$380,151
$311,742

$2,240,103

$2,072,506

$2,072,506

$182,626

$215,160

Town & State Projects $720,000
Measurement Line Replacement $-
Infrastructure Replacements $850,000
§torage Tank Projects $-
Transmission & Distribution $3,485,000
Praject Projected
Description 12/31/2009
Tools & Equipment $100,000
Office Equipment $35,000
Vehicle Purchases $400,000
VA Security Implementation $325,000
D & C Engineering $20,000
Control Systems $218,000
Corporate Facilities $115,000
Demolitions/Abandonments $50,000
General $1,263,000
Information Systems $165,000
Information Systems $165,000
Aquifer Mapping $220,000
Distribution Mapping $119,000
Mapping $339,000
Land & Land Rights $230,000

http://web2. westlaw.com/print/printstream.aspx ?utid=1& prit=HTMLE&sv=Splité&vr=2.0...

$397,786

$90,798
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Land & Land Rights $230,000
Unassigned /OTHER Spending $965,000
Total: $12,066,000

*13 The above table illustrates actual spending of
$27,656,048 and includes $10,015,468 in costs associ-
ated with WICA projects. After taking into considera-
tion the WICA additions, overall actual spending ex-
ceeds projected spending by $5,574,580
[$27,656,048-512,066,000-$10,015,468]. The increased
spending includes more than double the projected
spending for items such as tools and equipment, vehicle
purchases and corporate facilities. During the present,
difficult economic times, the Company must look at
ways to decrease overall spending and decrease its dis-
cretionary spending.

4. Projected Plant in Service

The Company projected that plant in service at the mid-
point of the rate year, December 2010, would amount to

Year

2010
2011
2012
2013
2014

Total

Application, Schedule F-7.0,

These budgeted amounts include WICA-eligible
projects at a cost of $12,000,000 for 2010 and
$15,000,000 for each of the following years. The Com-
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$90,798

$-

$27,656,048

$474.371,740. Late Filed Exhibit No. 69, Schedule B-
1.0 Revised. As discussed in Section ILB, above, the
Department rejected the Company's multi-year rate plan
which includes plant in service to the mid-point of the
rate year. Instead, the Department will allow plant in
service which is used and useful as of the last day of
hearing. However, as of the last day of hearing, plant in
service amounted to $453,862,356. Therefore, the De-
partment  reduces rate base by  $20,509,384
[$474,371,740-$453,862,356].

5. Five-Year Capital Spending Plan

For the next five years, the Company proposes to spend
the following amounts:

Budget

$25,781,454
$29,040,000
$30,090,000
$40,540,000
$36,690,000

$162,141,454

pany provided general items for future capital spending.
For example, the plan includes at budget number 201,
Acquisition Improvements and Pumping Improvements,
a vague spending plan of $600,000 in 2010 and
$900,000 for each year in the following four years. The
plan also includes at budget number 505, Corporate Fa-
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cilities, spending of $830,000 each year starting in
2011. Application, Schedule F. The Department will or-
der the Company to submit a greater explanation for the
capital spending for both of those items., A significant
factor in this is the Company's investment in WICA-
eligible projects. Throughout the proceeding, the Com-
pany has expressed a concern over customers' ability to
absorb increases in rates. One way to moderate the level
of these increases is to temper the level of investment.
The Company must balance the needs of its customers
while making infrastructure investment decisions.

6. Additional Required Adjustments to

Rate Base

The Department has approved CT Water's plant in ser-
vice as of the last day of hearing, April 12, 2010. For
consistency, certain other rate base adjustments must be
made to match the plant in service date. Presently, the
Company's set of final exhibits include rate base items
through December 31, 2010. Company Late Filed Ex-
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hibit No, 69, Schedule B-1.0.

*14 The Company claims there are three areas of ad-
justment that need to be made: accumulated depreci-
ation, deferred income taxes and other rate base deduc-
tions. To match dates for rate base itemns, the Company
proposes to prorate accumulated depreciation and de-
ferred taxes. The Company states that other rate base
deductions need to be removed entirely as there has
been no activity in this account during the period being
measured. Since the ending in service date for plant is
April 12, 2010, the Company calculates a 28% utiliza-
tion for the 2010 year. This is calculated by dividing the
number of days in the January 1, 2010 to April 12, 2010
period (102 days) by a 365 day year. Company Written
Exceptions, p. 30. The table below illustrates the Com-
pany's requested changes to the draft Decision's rate
base amount:

Full Year Utilization to
Item Amount April 12,2010 (28%) Difference
Accumulated Depreciation  $7,376,879 $2,065,526 $5,311,353
Deferred Income Taxes  $1,424,350 $398,818 $1,025,532
Other Rate Base Deduc-  $993,490 N/A $993,490
tions
) $7,330,375

Ibid, pp. 29-31.

The Company states the need for two additional rate
base adjustments in the area of working capital and cap-
italization of employee salaries.

Regarding working capital, the Department made an ad-
justment for this in the amount of $314,506. This ad-

justment was based on a 12.5% adjustment to working
capital for Department reductions to operating ex-
penses. The Company states that its working capital al-
lowance is tied to 2009 Operations and Maintenance ex-
penses (O&M); therefore, a strict 12.5% disallowance is
not appropriate. The Company also suggests that due to
increases in O&M expenses above 2009 amounts, the
Company's working capital should be increased by
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$128,400. Company Written Exceptions, pp. 32 and 33.

Regarding the working capital allowance, the Depart-
ment has approved O&M expenses of $33,886,369 in
this proceeding. This amounts to $4,235,796 when mul-
tipied by the 12.5% working capital factor, when
adding the Company's $1,250,000 in Inventory: Materi-
als and Supplies. Application, Schedule B-4.0. This
yields an amount for working capital of $5,485,796.
Compared to the Company pro forma amount of
$5,153,173, working capital is increased by $332,623.

Regarding capitalization, the Department reduced rate
base by $265,109 to reflect capitalization of employee
payroll. The Department will not make an adjustment
for this item as it extends past the period of rate base
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approval.

The Department is in agreement with the Company on
the above noted changes. Rate base is therefore in-
creased by $7,928,107 [$7,330,375 + $332,623 +
$265,109].

E. RATE BASE SUMMARY - TABLE 1
Table I shows the requested rate base by the Company,

the Department's adjustments and the rate base allowed
by the Department:

TABLE1

LFE 69, Schedule B-1.0 Company Department Department

revised

LFE-8 (4/12/10 in service Pro Forma Adjustments Allowed

date)

Utility Plant in Service $474,371,740 $20,509,384 $453,862,356

Less: Reserve for Accmnu- $124,595,445 $124,595 445

lated Dep.

Net Utility Plant In- $349,776,295 $(20,509,384) $329,266,911

Service

Plus; Working Capital 5,153,173 332,623 5,485,796 Prepaid/Deferred Tax as-
sets

Less: Deferred Income 53,507,760 0 53,507,760 Other Rate Base Deduc-

Taxes tions

Total Rate Base $250,429,060 (20,176,761) $230,252,308

[Note: The following TABLE/FORM is too wide to be
displayed on one screen. You must print it for a mean-
ingful review of its contents. The table has been di-
vided into multiple pieces with each piece containing
information to help you assemble a printout of the ta-
ble. The information for each piece includes: (1) a three

line message preceding the tabular data showing by line
# and character # the position of the upper lefi-hand
corner of the piece and the position of the piece within
the entire table; and (2) a numeric scale following the

tabular  data  displaying the character  posi-
tions_]****************************************
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** This is piece 1. -- 1t begins at character 1 of table

line 1.
kkkFkackkFR kR Rk RERRkok Rk Rk F R Rk ke ek ok ok
Sk e o o ok o ok o ok ok o ok ok koo ok e ek o HOK HOR SRk ok ok kR R R ko

TABLE ILFE 69, Schedule B-1.0 re-
vised Company DepartmentLFE-8  (4/12/10 in
service date) Pro Forma AdjustmentsUtility Plant
in  Service $474,371,740  $20,509,384Less: Re-
serve for Accumulated Dep. $124,595,445
_ Net  Utility  Plant  In-Ser-
vice  $349,776,295  $(20,509,384)Plus:  Working
Capital 5,153,173 332,623Less: De- ferred Income Taxes
53,507,760 0
- Total Rate Base $250,429,069
(20,176,761) .

... €=..10... €=..20... €=.30...
€=..40.... €=..50.... €=

60 ok ok o o A S S o ok ofe o s ok ok o oK e o oK ok sk ok ok b ke o sk ok ok ckok ok ok
ok 3 s e ok e o o ok ok e o s oo ok ook ke kokok ok ok R ok R Rk kR Rk kR Sk kR

** This is piece 2. - It begins at character 65 of table

line I.
ek ok ek o kR R KK R Rk Rk kR Kok Rk Rk kK

kkkkkkkkkokkFhkkkktkRdkkkkhk kR kk kR kR R bkk

Department  Allowed $453,862,356 $124,595,445
‘ $329,266,911

5,485,796 21,616,415 0 21,616,415 5,782,374 0
Prepaid/Deferred Tax Other Rate assets Base Additions

53,507,760 Other
Rate 78,391,428 0 78,391,428 Base Deductions
$230,252,308

65..70.... €=2..80....
€&=.90.. &=..0.. &2.10.. &=2.20.. &=

JQ. FERRRRERR R ROk R Rk kR kR kR *
e T T L T L2 I A AL T E TS L AL TR .

** This is piece 3. -- It begins at character 135 of table

line 1.
ok ok Rk Rk Rk kR R bk ARk Rk kR
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5,782,374135....... WIDETABLE NOTE-Some parts
of this form are wider than one screen. To view ma-
terial that exceeds the width of this screen, use the right
arrow key. To retwrn to the original screen, use the
left arrow key. TABLE ILFE 69, Schedule B-
1.0 revised Company Department  Depart-
mentLFE-8 (4/12/10 in service date) Pro Forma

Adjustments AllowedUtility Plant in Ser-
vice $474,371,740 $20,509,384
$453,862,356Less: Reserve for  Accumulated
Dep. $124,595,445 $124.595 445

Net Utility Plant In-
Service $349,776,295 $(20,509,384)

$329.266,911Plus: Working Capit- al 5,153,173
332,623 5,485,796 21,616,415 0 21,616,41 5 5,782,374 0
5,782,374 P repaid/Deferred Tax Other Rate assets

AdditionsLess: Deferred = Income
Taxes 53,507,760 0 53,507,760 Other
Rate 78,391,428 0 78,361,428

Base Deduc-

tions
L Total Rate
Base $250,429,069 (20,176,761)
$230,252,308

*15 F. EXPENSES AND DEPARTMENT ADJUST-
MENTS

1. Vacant Positions

[30] The Company has included expenses associated
with 12 vacant positions. Although the Company claims
a required total workforce of 245, it does not intend on
filling four of these positions and includes a vacancy
factor of 3 in its filing. Company Response to OCC-
ADR 8. Therefore, the total workforce proposed by the
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Company is 238 [245-4-3]. When compared to the test
year workforce of 226, this produces an increased em-
ployee level of 12.

The OCC states that the data provided in response to In-
terrogatory OCC-139 shows that for the test year, CT
Water's active full time equivalent (FTE) levels ranged
between 215 and 225 positions, with approximately 225
active employees for the last third of the year. The OCC
believes the 225 FTE level is consistent with the Com-
pany's past history and is a reasonable basis for on-
going operations. CT Water has provided no compelling
evidence to demonstrate that a 5% escalation in employ-
ee levels is necessary at this time. The OCC continues
that over the years CT Water has acquired numerous
water systems and companies and has added a number
of employees. The OCC also believes that when a larger
company acquires a smaller water system, it assumes
the responsibility of operating and managimg the system
more efficiently than the previous small owner.
However, this does not appear true with CT Water's ac-
quisitions. Therefore the OCC recommends a reduction
of $624,528 based on the reduction of 12 positions at an

Year
2005
2006
2007
2008
2009

This five-year period shows increases with the excep-
tion of 2009 which experienced a decrease. CT Water
has acquired systems and as a result increased employee
count in that manner. However, the Department must
agree with the OCC that CT Water has not used this
growth in its workforce efficiently. The Company
projects a workforce of 244 positions, although the
Company is requesting funding for 238 positions. Com-
pany Response to Interrogatory WA-200. Employee
growth has outpaced customer. The Company has ex-
perienced incremental customer growth on a yearly
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average salary of $52,044. Company Response to OCC-
ADR 8; OCC Brief, p. 51.

The Company states that it has included vacancies in its
requested payroll expense and that it has removed three
FTEs from its pro forma payroll expense because it rep-
resents the average number of vacancies in any given
year, In response to OCC's adjustment, the Company
states that 12 vacancies is an anomaly and that it intends
to fill those vacancies because they represent employees
that are on the front line serving customers. Lastly, the
Company states that the OCC failed to consider that
some of the vacancies are part-time or seasonal posi-
tions and if such positions were removed from the
payroll expense, they should not be removed as FTEs.
Company Reply Brief, pp. 19-20.

CT Water has steadily increased its employee count
from 2005 through 2009. Company Late Filed Exhibit
No. 20,

Number of
Employees
191
200
206
226
225

basis and with larger customer additions has added em-
ployees such as in the Eastern acquisition. The Depart-
ment also notes that the increasing workforce has par-
alleled the Company's increase in regulated activities,
particularly NEWUS.

*16 In terms of the Company's claim that the positions
to be adjusted include part-time or seasonal positions, a
review of the positions shows two part time positions
out of a total of 19 vacancies. The Company has not
clearly identified which positions will be filled and
which are included m the vacancy factor. Including
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these part time positions, at lower salaries, in the aver-
age salary accounts for these positions and is therefore
reasonable for adjustinent purposes.

In its response to Interrogatory WA-200, the Company
itemized the 226 positions it currently has on its payroll.
This response also lists, by position, the Company's va-
cancies. In. its wriiten exceptions, the Company identi-
fied seven positions that it states most impact day-
to-day operations and quality of service. Company
Written Exceptions, p. 21. The Department will aliow
these seven positions, and therefore denies the expenses
associated with the five remaining vacant positions.

The average salary for employee vacancies is $67,600
[$1,284,517 / 19]. Company Response to OCC-ADR 8.
Therefore, the Department reduces payroll by $338,000
[$67,600 X 51 to reflect the elimination of these posi-
tions.

CT Water is cautioned that rate future applications will
be scrutinized for overall size of the Company work-
force, including executive positions. The Company is
expected to thoroughly evaiuate necessary positions and
consolidate functions where possible through attrition.

2. Annual Wage Increases

[31} CT Water proposes to increase its salary levels by
4% for the rate year and continue annual wage increases
to keep in line with the market. Benoit PFT, pp. 15 and
16.

The OCC advocates that in light of the deep recession
affecting customers, it is inappropriate to grant wage m-
creases as high as 4%. OCC Brief, p. 54. The Company
has increased its payroll in the range of 3.4%-3.7%
from 2008-2009, with executive officers receiving as
much as 4.7%. The OCC believes that the increase in
wages should be limited to 2%./bid. As a result, CT
Water's proposed payroll increase should be reduced by
$510,199. OCC Brief, p. 55.

CT Water contends that salaries must be maintained at
the market level to atiract reliable, high quality employ-
ees. Tr. 4/9/10, pp. 1678 and 1679. CT Water states that
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it evaluates the Towers Perrin and Mercer market stud-
ies to be certain that its wage increases remain at the
market level.lbid,, Company Brief, p. 46, Furthermaore,
CT Water states that it has tried to diminish the payroll
increase as their top executives have foregone wage in-
creases for 2009. Thomburg PFT, p. 6.

The AG suggests that the Department reduce the Com-
pany's proposed 4% wage increase for all of its employ-
ees and that a 2% wage increase be approved, saving
ratepayers $250,000. AG Brief, p. 11.

The Department is concemed about the escalation of
payroll and the Company's unwillingness to adjust to
the curent economic climate in terms of wages. The
Department finds that a 4% salary increase is excessive
at this time. Therefore, the Department will aliow a 3%
escalation for payroll consistent with the Decision dated
March 31, 2010, in Docket No. 09-10-08,4pplication of
The Avon Water Company to Increase Rates (Avon Wa-
ter Rate Case Decision). The Department therefore re-
duces the annua} wage increase by $125,000,

3. Merit and Employee Awards

*17 {32] CT Water proposes to include $160,196 in pro
forma expenses associated with merit and employee
awards as reflected in accounts 920 and 660 during the
test year. Company Response to Interrogatory OCC-
221, p.1.

The OCC argues that these amounts should be removed
as non-recurring costs that are not recoverable from the
ratepayers because of the deep recession affecting Con-
necticut. Sobolewski/Latkin PFT, p. 39. Furthermore,
CT Water did not provide supporting documentation for
these expenses. Sobolewski/ Larkin PFT, p. 39. The
OCC recommends that $160,196 [$138,400 + $21,796]
be disallowed. Application, Schedule C-3.2-008, WP
G2.6-wp, pp. 12 and13.

As with the annual wage increase, the Department is
concerned about the status quo in terms of increasing
overall payroll in the current economic climate and the
Company's unwillingness to adjust. Accordingly, the
Department reduces this expense by $160,196.
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4. Payroll Tax

[33] Based upon the $623,196 [$338, 200 + $160,196 +
$125,000] reduction in total payroll relating to vacan-
cies, merit increases and wage increases, payroll taxes
are decreased by $48,921 [$623,196 X 7.85%].

5. Medical and Dental

134] The Company requests expenses for medical and
dental insurance in the amount of $2,508,619, an in-
crease over test year expense of $997,601. Application,
Schedule C-3.2-010. Adjustments include a 10% projec-
ted increase in 2010, a 5% increase applied to the first
half of 2011 and imcreases due to coverage of new em-
ployees. Application, Schedule C-3.2-.010.

The OCC states that the requesied increase includes
medical and dental benefits for 11 additional positions
which relate to employees who are not currently on the
Company's payroll. The OCC believes that these em-
ployees should not be included in the Company's pro-
posed wage and salary expense (see Section ILF.2) and
recommends that the Department remove $91,850 from
CT Water's request related to employees who do not
currently exist on the Company's payroll. The OCC also
argues that the Company has requested a 5% increase in
medical and dental expense for the first half of 2011
which is beyond the beginning and mid-point of the rate
year and far beyond the December 31, 2008 test year.
Therefore, the OCC recommends that the Department
remove this increase for 2011 which amounts to
$117,769. The OCC recommended adjustment to med-
jcal and dental expense is $209,619 [$91,850 +
$117,769]. OCC Brief, pp. 55 and 56.

As the Department is removing 5 of the 12 salaries as-
sociated with the vacancies, it will also remove the
medical and dental expense associated with these em-
ployees. Therefore, the Department will reduce the
medical and dental expense by $38,271 [$91,850 X 5/12].

Regarding the proposed 2011 escalation of the 5% in-
crease in medical and dental expense, the Department
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finds that treatment similar to that of pension expense
and Post Retirement Medical Expense is also appropri-
ate for this expense. Since the rate year enters both
years (2010-2011), recognizing a modest increase for
the second half of the rate year is appropriate in estimat-
ing rate year costs.

6. Pension Expense - Actuarial Estimate

*18 [35] The Company estimated its pension expense
based on an actmarial estimate for calendar years 2010
and 2011 to arrive at an average pension cost of
$2,294,000 for the rate year. The test year expense was
$1,257,741 and therefore the Company seeks to increase
the pension expense by $1,036,259. Application, Sched-
ule C-3.2-006.

The OCC states that the actuarially determined pension
cost based on the value of pension assets as of Decem-
ber 31, 2009, is $2,173,000 and argues that this is the
amount to use as it represents a known and measurable
amount. The OCC therefore recommends a reduction to
the pension expense of $121,000. OCC Brief, pp. 49
and 50.

The Company states that the Department has in the past
approved pension expenses based on actuarial estimates
for the rate year. The requested pension expense is
based on actuarial estimates for the rate year and in line
with the Department's past practice. Company Reply
Brief, pp. 17 and 18.

The Department agrees that an averaging of 2010 and
2011 is an appropriate method for estimating the pen-
sion expense for the rate year which runs from July 1,
2010 to June 30, 2011. Since the rate year enters both
years, averaging of this expense is reasonable.

7. Pension Expense - Vacancies

In connection with the OCC's recommendation of re-
moving 12 vacant positions from payroll, the OCC has
also made an adjustment to the pension expense. The
OCC suggests a $109,000 reduction by multiplying 5%
(12 vacancies/238 total employees) by its recommended
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pension expense of $2,173,000. OCC Brief, pp. 49 and
50.

The Company states that the OCC's adjustment is not
valid as vacant positions do not impact the pension ex-
pense. The actuarially determined pension and post-
retirement medical expense reflect the Company's actual
number of employees as of December 31, 2008, not the
tevel of FTEs authorized in rates. Additionally, any in-
dividual that fills one of the positions is not eligible to
participate in the pension plan as employees hired on or
after January 1, 2009, are not cligible to patticipate in
the Company's pension plan. Company Reply Brief, pp.
18 and 19.

No pension expense adjustment is warranted for vacan-
cies as the Company's pension plan has been closed to
new employees.

8. Post Retirement Medical Expense

[36] As with pension expense, the Company estimated
its post retirement medical expense based on an actuar-
ial estimate for calendar years 2010 and 2011 to arrive
at an average pension cost of $901,500 for the rate year.
The test year expense was $1,565,471. Therefore, the
Company seeks to decrease this expense by $633,971.

The OCC states that the actuarially determined post re-
tirement medical expense cost based on the value of
pension assets at December 31, 2009, is $750,000 and
argues that this is the amount that should be used for ex-
pense determination. The OCC therefore recommends a
credit to this expense of $840.471 or $176,500 above
the Company's calculated credit. OCC Brief, p. 50.

*19 The Company states that the Department has in the
past approved post retirement medical expense based on
actuarial estimates for the rate year. The requested pen-
sion expense is based on actuarial estimates for the rate
year and in line with the Department's past practice.
Company Brief, pp. 17 and 18.

The Department finds that an averaging of 2010 and
2011 is an appropriate method for estimating post re-
tirement medical expense for the rate year which nuns
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from July 1, 2010 to June 30, 2011. Since the rate year

entets both years, averaging of this expense is reason-
able.

9. Employee Severance

The OCC states that expenses for this account should be
reduced by $81,422 because these non recurring costs
that should not be borne by ratepayers. Sobolewski/Lar-
kin PFT, p. 38, OCC Brief, p. 58.

CT Water contends that employee severance costs were
mcluded in test year expenses but were not used to de-
velop pro forma expenses. Company Reply Brief, p. 23.

The Department finds that no adjustment to employee
severance is needed as review of the Application con-
firms the Company's contention.

10. Directors and Officers Insurance

[37] The Company requests a rate year expense of
$152,583 for Directors & Officers (D&O) Liability In-
surance. This amount was then reduced by an allocation
amount which the Company included in Schedule G2.6
WP, at page 14.

The OCC recommends a 70% disallowance to CT Wa-
ter's Directors and Officers (D&Q) Liability Insurance
or removal of $108,191 of the proposed rate year ex-
pense for D&O. The OCC believes that water company
ratepayers should not be required to pay for a charge
that in reality saves the shareholders from their own
poor decisions. OCC Brief, pp. 24, 60 and 61.

The OCC further asserts that in Docket No. 07-07-01
Application of The Connecticut Light and Power Com-
pany to Amend Rate Schedules, the Department disal-
lowed 70% of the D&O Insurance expense which The
Connecticut Light and Power Company (CL&P) was re-
questing, stating the following reason:

The Depariment agrees in part with the OCC that rate-
payers should not be required to protect sharcholders
from the decisions they make in electing the BOD.
However, the Department historically has allocated a
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percentage to ratepayers to protect from catastrophic
lawsuits. Accordingly, the Department finds it appropri-
ate to allocate 30% to ratepayers and 70% to sharehold-
ers. This allocation is fair and consistent with the level
allowed in the Decision in Docket No. 03-07-02,4pplic-
ation of The Connecticut Light and Power Company to
Amend Its Rate Schedules.

OCC Brief, p. 61.

D&O Insurance Expense

Rate Year Expense’

Less: MASS Formula Allocation 3.02%
CT Water Rate Year Expense

Less: 70% Shareholders' Allocation
Rate Year D&O Expense

Adjustment to D&O Expense per OCC

%20 In its Decision dated November 28, 2006, in Docket
No. 06-05-10,4pplication of Birmingham Utilities, Inc.
to Increase its Rates (Birmingham Ultilities Rate Case
Decision), the Department calculated an expense of
$20,413. Birmingham Utilities originally allocated
$22,462 for D&Q Insurance. The Department reduced
the D&O expense by $2,049 based on the modified the
MASS Formula. That was also the case in the Decision
dated December 23, 2009, im Docket No. 09-06-10,4p-
plication of The Hazardville Water Company to Amend
Rate Schedules (Hazardville Water Rate Case De- cision).

In both of these dockets, the OCC made deduction re-
commendations to the D&O expense based on the
MASS Formula. The unailocated portion was not re-
commended to be reduced in either of those rate cases.
In the instant docket, the OCC makes a specific reduc-
tion to the unallocated portion of D&O expense. OCC
Brief, p. 61.

The Company contends that water companies are al-
lowed to recover their full D&Q insurance expense (less
appropriate affiliate allocations). Company Reply Brief,
p. 24. The Company also states that the Department dis-
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The OCC recommends a disallowance of $108§,190, or
70%, to CT Water's proposed D&O insurance expense
for the rate year of $152,583, allowing an expense in
the rate year of $44,393 as detailed below. OCC Brief,
p- 61.

$152,583
($4,608)
$147,975
($103,582)
$44,393

($108,190)

allows a portion of the D&O insurance expense only
when the water utility has unregulated affiliates./bid,, p.
25.CT Water has already allocated a portion of its D&O
insurance expense to its affiliates. Company Reply
Brief, p. 25; OCC Brief, p. 60.

As a precedent, CT Water relies on the Avon Water
Rate Case Decision, at page 20; the Hazardville Water
Rate Case Decision, at page 20; and the Birmingham
Utilities Rate Case Decision, at page 36. CT Water con-
tends that in those Decisions, the Department approved
D&O insurance expense less allocations and notes that
D&OQ insurance is an appropriate expense providing be-
nefit to ratepayers and sharcholders. Company Reply
Brief, pp. 24 and 25.

In those dockets, the Department made deductions to
the D&O strictly through the MASS Formula. However,
the Department is not precluded from making additional
reductions to this expense as necessary. D&O insurance
provides a benefit to shareholders and ratepayers as ne-
cessary. It protects Board of Director members in their
decision making. Absent this protection, a company
would have difficulty attracting board members. While
the MASS Formula reduction reduces this expense, this
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is for unregulated entity purposes. To capture the share-
holder benefit of D&O insurance, the Department finds
it necessary to also reduce the regulated entity portion
of this amount. The Department will reduce the regu-
lated company D&Q insurance amount by 50% to ac-
count for the shared benefit mentioned above. Based on
a Company requested expense of $152,583, the Depart-
ment reduces this by the 6.13% MASS Formula alloca-
tion, producing for a net regulated entity amount of
$143,230; this amount is then reduced by $71,615
[$143,230 X 50%].

11. Chemicals

[38] The Company mcluded in its pro forma expenses
$1,912,976 in account number 641 for Chemicals. Late
Filed Exhibit No. 22a. To adjust the test year chemical
expense to the pro forma rate year the Company reques-
ted an increase of $580,601 and an inflation increase of
$15,182. Application, Schedule C-3.2-015. These ex-
penses increased by $244,839 from test year 2008 to
2009. The Company states that since its last rate case
filing, the price for treatment chemicals has increased
by $1 million. Benoit PFT, pp. 12 and 13.

*21 The OCC recommends that the Department adopt
the actual known and measurable chemical expense for
the year ended December 31, 2009, as the appropriate
level of chemical expense. OCC Brief, p. 57.

The Company states that the OCC's recommendation to
reduce the chemical expense to actual 2009 levels is in-
appropriate because wet weather in 2009 resulted in ab-
normally low consumption and chemical costs continue
to rise. The Company further states that chemical costs
ate variable costs which fluctuate depending on con-
sumption and that limited supply and production has put
the market inte a “tailspin‘ that will continue at Jeast
through the rate year. Company Reply Brief, p. 22.

The AG states the Department should disallow approx-
imately $580,000 that the Company proposes to recover
for chemical expenses. The AG further states that the
expenses are 44% higher than the test year and the cost
associated with these are unsupported. AG Brief, pp. 11
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and 12.

The Company's chemical expense has increased approx-
imately 24% from 2007 to 2008 and 19% from 2008 to
2009. The Company requests a $350,944 increase from
actual 2009 expenses to the rate year which equates to
an approximate 23% increase. Late Filed Exhibit No.
22a. The Company premise for the increase in chemical
costs is that wet weather in 2009 resulted in abnormally
low consumption and that these are variable costs which
fluctuate depending on consumption. Company Reply
Brief, p. 22. The Company testified that the price of
chemicals on a per unit basis increased significantly as
it has gone through 2005. The Company looks at its
ability to project the price, but it is all a projection just
like many of its other O&M expenses. Tr. 4/9/10, pp.
1667 and 1668.

The Department is concerned with the rate of increases
over the years for the costs of chemicals. The Depart-
ment also recognizes that the Company can be subject
to spikes in chemical cost by product type. Company
Response to Interrogatory OCC-39. The Company's pri-
cing for yearly and multiple-year contracts from its
chemical suppliers and vendors may be market driven to
a certain degree. However, there is no basis to determ-
ine that prices will continue to increase beyond the rate
year. Chemical costs are fixed in the sense that they are
necessary expenses to purchase various products used to
treat water to make it potable. Likewise, the Department
believes that chemical costs are also variable increasing
or decreasing with fluctuations in weather patterns and
consumption. The Company's projection that chemical
costs will increase in the rate year and beyond is a pre-
diction that is neither measurable nor reliable. The
Company's assumptions do not justify its requested 23%

~ increase from 2009 to the rate year. In addition, the De-

partment is not convinced that the Company has done
enough to manage and reduce its chemical costs and ex-
pect it to continue to look for ways to reduce those
costs. Company Brief, pp. 47 and 43; Company Re-
sponse to Interrogatory OCC-40; Tr. 4/9/10, pp.
1666-1673.

*22 Further, the Department disagrees with the OCC
position to adopt the December 31, 2009 amount as the
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appropriate level of chemical expense. The Department
will allow a 10% increase in chemical expenses from
2009 to the rate year and reduces the operation and
maintenance expenses by $194,741, i

12. Purchased Water

[39] The Company proposed for inclusion in its pro
forma expenses $1,245,133 in account number 602 for
Purchased Water. Late Filed Exhibit No. 22a. To adjust
the test year purchased water expense to the pro forma
rate year the Company request an increase of $192,947
and an inflation increase of $41,510. Application,
Schedule C-3.2-014. These expenses increased by
$128,572 from test year 2008 to 2009. This account in-
cludes the cost at the point of delivery of water pur-
chased for resale. The Company states that in the 2008
test year, the purchased water expense was reduced by
$192.947 from what it would have been due to a non-
recurring credit for the prior year's water purchases as-
suming the same gallonage as in 2008 actual. Applica-
tion, Schedule C-3.2-014; Company Response to Inter-
rogatory WA-130. The Company also states that it
sought to reduce or defer operating expenses and one of
its notable gains was a renegotiated purchased water
contract with the Metropolitan Disirict Commission
(MDC). Thormnburg PFT, p. 6. In addition, the Company
states that the OCC's recommendation to reduce the pur-
chased water expenses to actual 2009 levels is inappro-
priate for the same reasons delineated in its water chem-
icals argument. Company Reply Brief, p. 22.

The OCC recommends that the Department adopt the
most recent purchased water expense for the year ended
December 31, 2009, as a proxy for forecasted rate year
expenses. OCC Brief, p. 56.

The Company’s purchased water expense has increased
approximately 13% from year 2008 to 2009. The Com-
pany requests a $107,610 increase from actual 2009 ex-
penses to the rate year which equates to an approxim-
ately 10% increase. Late Filed Exhibit No. 22a. The De-
partment questions whether a renegotiated water pur-
chase contract with .the MDC in 2008 caused a non-
recurring credit received in 2008 and a resulting projec-
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ted increase in purchased water in the rate year. An ana-
lysis of the Company's 2009 audited financial state-
ments Form 10-K shows that it has an off-balance sheet
arrangement and contractual obligation with the MDC,
The Company's agreement with the MDC to purchase
water became effective in 2000 for 50 years. The Com-
pany's future contractual cash obligations as of Decem-
ber 31, 2009, are payments of $1,977,000 due in years 2
and 3. Late Filed Exhibit No. 20, p. 19. The Company's
projected purchase water expenses for the years 2010
and 2011 total appreximately $2.5 million. These pro-
jections are significantly higher than the Company's
contractual cash obligations for the same period.

In addition, the Company testified that the Collinsville
system is another source for which it purclhiased water
that, based on the footnotes in the Company's Form
10-K, is not part of the payments of $1,977,000 due in
years 2 and 3. Tr. 4/9/10, pp. 1657-1666. The Depart-
ment is aware that the Company is not obligated to pur-
chase water from Collinsville nor are they listed as a
vendor. Company Response to Interrogatory WA-130,
Exhibit WA-130. ‘

*23 The Company's projected increase in purchased wa-
ter expense in the rate year is not predictable. The Com-
pany can not justify its assumption that the MDC will
pass along whatever rate increase(s) it has in the rate
year. Tr. 4/9/10, p. 1661. The Department believes that
purchased water costs are fixed and necessary to serve
some of its sysiems. Likewise, these costs are variable
costs that can increase or decrease with fluctuations in
weather patterns and consumption year to year.

Accordingly, the Department will adopt the most recent
purchased water expense for the year ended December
31, 2009, as a proxy for forecasted rate year expenses
and reduces operation and maintenance expenses by
$107,610.

13. Fuel or Power Purchased for

Pumping

[40] The Company proposed for inclusion in its pro
forma expenses $2,305,771 in account number 623 for
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Fuet or Power Purchased for Pumping. Late Filed Ex-
hibit No. 22a. To adjust the test year expense to the pro
forma rate year these expenses decreased by $49,148
from test year 2008 to 2009. The Company requests an
increase of $127,121 from actual 2009 expenses to the
rate year. This account includes the cost of fuel or
power purchased used directly in operation of pumps.
The Company states it sought to reduce or defer operat-
ing expenses and that one of its notable gains was that it
successfully bid major electricity contracts to capture
energy savings available in the open market. Thornburg
PFT, p. 6. The Company also states that one of the pro-
active measures it has taken to minimize the impact of
rising expenses on rates is to enter into a fixed price
contract for 50% of its purchased power. Company
Brief, pp. 43 and 44. In addition, the Company states
that the QCC's recommendation to reduce the Fuel or
Power Purchased for Pumping expenses to actual 2009
levels is inappropriate for the same reasons delineated
in its water chemicals argument. Company Reply Brief,
p. 22.

The OCC states that the Company has entered into a
contract with TransCanada for the purchase of 50% of
its generation service. The OCC also states that the rate
for this contract is fixed through 2012 and represents a
decrease from 2008 and 2009 purchases through
CL&P's Standard Service generation. Similarly, the
price for the other 50% of generation purchased by the
Company through CL&P's Standard Service also de-
creased in 2010. The OCC recommends that the Depart-
ment teduce this expense to reflect the 2009 level of ex-
penses. OCC Brief, p. 59.

The Company’s fuel or power purchased for pumping
expense has increased approximately 3% from the year
2007 to 2008 although it decreased 2% from 2008 to
2009. The Company requests a $127,121 increase from
actual 2009 expenses to the rate year which equates to
an approximate 6% increase. Late Filed Exhibit No.
22a. The Department believes that fuel or power pur-
chased for pmnping costs are variable and change with
fluctuations in weather patterns and consumption from
year to year. The Company's projection that these costs
will increase in the rate year and beyond is a prediction
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that is neither measurable nor reliable. The Company
testified that in 2008 that it did not sell as much water
as it expected to because of the weather conditions and
that those sales have a direct impact on its overall elec-
tric bill, The Company also stated that it attributes that
decline not to the rate, but as a result of not selling as
much water and needing the power. Tr. 4/9/10, pp. 1674
and 1675. Therefore, the Company's projection that fuel
or power purchased for pumping expense will increase
in the rate year is not predictable.

*24 In light of the above, the Department will reduce
this expense to reflect the 2009 level of expenses and

reduces operation and maintenance expenses by
$127.121.

14. Inflation Adjustment

[41] The Company requested an inflation adjustment of
3.5% for Rate Year 1 based upon its computation of in-
flation using data from the December 1, 2009 Blue Chip
Financial Forecasts. This request is based on 2.5 years
of an average blended inflation rate covering the period
fromn the midpoint of the test year to the midpoint of the
rate year. Application, Schedule C-3.2-042 Workpaper;
Company Response to Interrogatory WA-6. For Rate
Years.2 and 3, the Company requested an inflation rate
of 1.8% in each year based upon their review of The
Blue Chip Financial Indicators Index. Coinpany Re-
sponse to Interrogatory OCC-1, Exhibit OCC-1B, p. 24
(Schedule C-3.2-042B); Company Response to Interrog-
atory OCC-1, Exhibit OCC-1C, p. 24 (Schedule C-
3.2-042C).

The OCC is concerned over the Company's computation
of the proposed inflation rate and suggested updating it
by using the February 1, 2010 Blue Chip Financial
Forecasts. Additionally, the OCC does not agree with
the Company's request of 2.5 years of inflation. Since

‘the OCC recommends cutting off plant additions at

December 31, 2009, the OCC recommends only 1.5
years. Taken together the OCC's recommended mflation
rate is 1.75%. Sobolewski/Larkin PFT, pp. 30 and 31,
J.ate Filed Exhibit No. 55; OCC Brief, Schedule C-5.
Given that the OCC recommended a shorter time frame
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for the inflation rate applicable to Rate Year I, its pro-
posed inflation rate for Rate Years 2 and 3 is higher at
2.3%. Late Filed Exhibit No. 55.

The Department's past precedent has been to use eight
quartets or two full years of mflation. Tr. 3/12/10; pp.
382 and 383. The Company cites this statement and
provides reference to numerous Department Decisions,
where two full years are used in support of its 2.5 year
proposal as opposed to the OCC's 1.5 year recommend-
ation. Company Brief, p. 48. What the Company fails to
do however, is detail the remainder of the Department's
cross examination which brought forth that the two
years of inflation is applied utilizing a percentage
change approach as opposed to an additive approach re-
commended by the Company. Based upon cross exam-
ination, the Department percentage change approach
would yield an inflation adjustment of 1.47% with two
full years. Tr. 3/12/10, pp. 384-388. The OCC made a
similar finding applying the multiplicative approach to
its cutoff date of December 31, 2009, indicating a
0.73% escalation rate for inflation. Late Filed Exhibit
No. 55.

Given that the QCC's final recommendation is for a
1.75% inflation escalation rate, the Department will al-
low 1.75% inflation escalation instead of the 1.47%
bome out by the Department's analysis. The adjustment
to expense is $165,503, one-haif of the expense pro-
posed by the Company [3.50%-1.75%]. Given the multi
year rate plan is disallowed, the Department will not ad-
dress Rate Years 2 and 3.

15. Conservation Program

*25 In exchange for approval of its WCAM, the Com-
pany proposed to increase expenses by $100,000 to in-
crease its conservation efforts. Thomburg PFT, p. 16.
The Company has reflected this additional expense in
the Application. Application, Schedule C-3.4-004.

In Section IL.G.5 below, the Department has rejected the
Company's WCAM proposal. As the $100,000 in con-
servation expenses is tied to approval of the Company's
WCAM, this expense is being eliminated due to the re-
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jection of that proposal.

16. Non-Revenue Water

[42] Non-revenue water (NRW) is the difference
between the volume of water produced or purchased by
a company and the volume of water delivered to its cus-
tomers, The Department concurs with the generally ac-
cepted goal of both the AWWA and the NARUC that a
water utility's non-revenue water target should not ex-
ceed 15%. In this age of conservation, it is particuiarly
important for all water companies to continue to initiate
supply and demand management techniques to curtail
high NRW levels. Lowering NRW will tend to reduce
costs to customers.

The Company provided the NRW percentages for each
of its water systems for the 2004-2008 period. Applica-
tion, Schedule G-6. The Company calculated an average
of 11.3% NRW for all systems in 2008. The schedule
also provided the total water production and the unac-
counted-for water for each water system. The schedule
indicates the following:

* Guilford System: from 2007 to 2008 NRW increased
more than double from 7.8% to 16.7% or a loss of over
224 million gallons of water; + Masons Island System:
from 19.2% NRW in 2007 increased to 30.6% i 2008;
+ Bay Mountain System: from 1.8% NRW in 2007 in-
creased to 16.0% in 2008; + Heritage-Middlebury Sys-
tem: from 0.8% NRW in 2005 increased to 26.3% im
2008; * Terryville System: from 4.6% NRW in 2007 in-
creased to 11.9% in 2008; ¢ Ceollinsville System: from
2007 to 2008 NRW increased more than double from
11.3% to 25.9% or a loss of over 51.6 million gallons of
water; + Hillcrest Fire District System: from 27.6%
NRW in 2007 increased to 62.4% in 2008; « Lakeview/
Lakewood System: from 14.2% NRW in 2007 mcreased
to 25.1% in 2008; » Crystal System: from 12.7% NRW
in 2007 increased to 22.0% in 2008; + Thompson Sys-
tem: from 18.5% NRW in 2007 increased to 33.5% in
2008.

The above water systems are only some of total metered
water systems where NRW has increased from 2007,
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Below are metered water systems which have decreased
NRW in 2008:

» Central System: from 17.5% NRW on 2007 decreased

to 15.3% in 2008; + Heritage-Middlebury System: from
27.6% NRW in 2007 decreased to 26.3% in 2008; -+
Western System: from 6.8% NRW on 2007 decreased to
4.8% in 2008

« Country Mobile Estate System: from 20.9% NRW in
2007 decreased to 18.5% in 2008;

« Reservoir Heights System: from 19.2% NRW m 2007
decreased to 18.3% in 2008;

+ South Coventry System: from 28.7% NRW in 2007
decreased to 26.8% in 2008.
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Comparison of the above NRW amounts of metered wa-
ter systems shows that NRW increased suddenly from
2007 to 2008 for the majority of the systems. All sys-
tems which have decreased NRW, with the exception of
the Western System, still have 2007-2008 NRW per-
centages over 15%. The percentage of NRW is very
high for many systems. The 62.4% of NRW in the
Hillcrest Fire District System is troublesome.

*26 The table below indicates an increase of 2009 NRW
of 50% over the 2008 year and of 45% over the Com-
pany's last rate case. '

TOTAL ALL METERED SYSTEMS (in TG)

TOTAL ALL METERED SYSTEMS {in
TG) . Total Water Change
since Year Production Unaccounted-For Water 2007 Rate
Case

2004

8,179421 914,391 11.2%

Year
2004
2005
2006
2007
2008

2009

2005 8,543,810 1,033,408 12.1%

2006 8,057,860 906,565 11.3%

2007 8,340,343 820,820 9.8%
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2008 8,048,170 966,435 12.0%
22%

2009

7,729,805 1,099,365 14.2% 45%
Late Filed Exhibit No. 28B, Updated Schedule G-6.0.

Taking into consideration the above described NRW
situation, the Department will disallow $59,545 from
proforma production expenses. This reduction is the res-
ult of a Company calculation of the cost associated with
NRW for each system that exceeded NARUC's 15%
standard. Late Filed Exhibit No. 28A,

17. Tank Painting and Maintenance

[43] The Company requested a $31,623 adjustment for
tank painting amortization and maintenance expense.
The Company lists a test year expense of $104,912 and
pro forma expense of $136,536. Application, Schedule
C-3.2-026. The pro forma tank painting amortization
and tank maintenance expense includes forecasted
amortization expenses of $350,000 for the Killingly In-
dustrial Park (KIP) tank, $50,000 for the Elm Street
tank, and $50,000 for the Strafford Springs tank for
painting and maintenance. Response to Interrogatory
OCC-46. The Company plans to paint and provide
maintenance to these three tanks in 2010. Tr. 3/15/10, p.
554,

The OCC recommends a $9,434 reduction in the amort-
ization for pro forma purposes based on the 2009 calcu-
lated actual amortization and tank maintenance expense
of $95,478. OCC Brief, p. 57.

The Company submitted $79,126 in actual tank painting
amortization expense for 2009. Response to Interrogat-
ory OCC-46. The Company proposed a tank mainten-
ance cxpense of $21,800. Application, Schedule C-
3.2-026. The Department approves these expenses. The
total of the tank painting amortization and tank main-
tenance expenses for 2009 is $100,926 [$79,126 +
$21,800]. The tank painting amortization and tank
maintenance expense for 2008 is $104,912. Application,
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Schedule C-3.2-026. Therefore, the Department adjusts
total tank painting amortization and tank maintenance
expense by $3,986 [$104,912-$100,926]. As a result,
the Department reduces the test year amortization and
maintenance expense by $27,637 [$31,623-$3,986].

18 MASS Formula

[44-46] The Company allocates corporate and other
shared expenses among its regulated and non-regulated
subsidiaries using the MASS Formula. The MASS For-
mula looks at factors of operations as a whole and de-
termines the regulated and non-regulated portion of
each of these factors. The Company uses a three-factor
approach to determine allocation of costs. The three
factors used are: gross revenues, gross plant and gross
payroll.

*37 The OCC states that a modified version of the
MASS Formula consistent with Department precedent
should be applied to remove the very high level of sub-
sidization that is being done currently. Specifically, the
OCC takes issue with including all three factors in the
MASS Formula for the Company at this time. Based on
the Company's method the regulated utility would be
forced to absorb over 98% of the total allocable
charges. This is due to the fact that the unregulated af-
filiates own very little or no plant, and have no employ-
ees or direct labor costs, but operate their business
activities using equipment, and staff from the regulated
water company. Although any allocation of expense
provides some level of expense recovery to CT Water,
the subsidiaries do not have to incur the capital or carry-
ing costs for their own cquipment, or pay operations,
maintenance or depreciation costs on most of this equip-
ment, or pay the high costs to acquire and train employ-
ees and officers of the unregulated compamies. OCC
Brief, pp. 64 and 65. ‘

The OCC continues that having access to the special-
ized and high cost equipment and personnel needed for
their operation is a unique opportunity and a tremend-
ous benefit to the unregulated subsidiaries. The OCC
believes that allocating almost 100% of the costs to the
regulated utility does not recognize this benefit to the
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subsidiaries. The OCC recommends the allocation of
shared expenses, office expenses, president’s salary and
benefits, salary and benefits of the finance staff, and
rent be based on a modified, two-part MASS Formula,
based on the gross revenues and plant factors of the
subsidiaries and parent company. This recommendation
is consistent with the Department’s Decisions for rate
case proceedings involving Birmingham Utilities and
Hazardville Water, wherein a modification to the MASS
Formula was utilized to allocate costs amongst parent
and subsidiary companies. Birmingham Utilities Rate
Case Decision, pp. 34-37; Hazardville Water Rate Case
Decision, pp. 8-21.

The allocation factor being trecommended by the OCC
is 3.03% as opposed to the Company's 2.01% alloca-
tion. After applying the 3.03% allocator to relevant ex-
penses, the OCC recommends an increased expense ad-
justment of $116,442 associated with the modified
MASS Formula.lbid., pp. 65-69.

The Company states that it has used the MASS Formula
since 1998. Recently, the OCC has pursued, and the De-
partment acquiesced to, a modification of the MASS
Formula. CT Water disagrees with the medification of
the MASS Formula because it to be a traditional and
proven allocation method if one of its parts is removed
from the allocation determination. According to the
Company, the OCC has not provided compelling evid-
ence to justify completely disregarding one part of the
MASS Formula. The OCC suggests that the inclusion of
the payroll component somehow provides an unfair res-
ult. The OCC agrees that the numbers are accurate, but
believes the use of all three traditional components does
not ‘seem‘ to be fair. In the opinion of the Company,
the three-part MASS Formula is a fair and reasonable
allocation method and should not be modified. Com-
pany Brief, pp. 50 and 51.

*28 Additionally, the Company argues that the OCC
fails to recognize the benefits of unregulated business
activity. In the past two years, CT Water directly
charged over $1 million each year in employees' salar-
ies to its affiliates. It also indirectly charged some of its
payroll through the MASS Formula. These charges re-
flect amounts that would otherwise be completely
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charged to CT Water and passed on to ratepayers. Chan-
ging CT water's indirect cost allocation method will re-
quire the Company to re-evaluate its continued involve-
ment in unregulated activities. The net result on custom-
ers of no longer engaging in unregulated activities will
be higher costs because over $1 million of direct payroll
will come back to the Company as discussed above. Mr.
Thomburg concurs that a prospective review of indirect
cost allocations would be appropriate. But an ad hoc ad-
justment in an attempt to reach rough justice is not the
way to address afTiliate cost allocations./bid,, p. 51.

The OCC states that CT Water is threatening to discon-
tinue its investments in unregulated activities should the
Department adopt the allocation method advocated by
the OCC, it would not object if the Company moves all
of its unregulated activities above the line, because as
indicated in the Decision in Docket No. 98-12-22_ the
Company's unregulated activities were related to its
core business. Thus, the integration would benefit both
ratepayers and sharcholders, a business plan that the
OCC would certainly support. Similar to other recent
water utility cases, the Department could treat such
activities as merchandising and jobbing and move said
expenses and tevenues above-the-line for ratemaking
purposes. OCC Reply Brief, p. 12.

The Company asserts that arbitrarily making up a new
indirect cost allocation methodology will also have long
nunning implications for the shape of CT Water's unreg-
ulated businesses. CT Water currently uses the MASS
Formula to allocate its indirect costs. Tt does so pursuant
to a Depariment Order that (1) recognized the MASS
Formula as an equitable allocation methodology with
three equally weighted factors, and (2) ordered CT Wa-
ter to use the MASS Formula to allocate indirect costs
between affiliates. Relying on that Order and long-
standing Department precedent as a firm foundation
with respect to indirect cost allocations, Connecticut
Water Service, Inc. has made substantive business de-
cisions, including undertaking a number of contract op-
erations for its unregulated subsidiaries. These unregu-
lated operations deliver a direct benefit to the Com-
pany's water customers because they allow employees
to allocate time to unregulated operations that would
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otherwise be borme by the water business. Competing
for and winning these contracts and performing them is
a long run proposition that cannot be easily undone
overnight. The Company cannot go to its contracted cli-
ents and simply increase their charges. The indirect cost
allocation change becomes a direct loss of the Company
and erodes the platform on which this business is built.
Company Reply Brief, p. 29,

*29 The issue of cost allocation has been a contentious
one, dating back to 2006 when the Department first ap-
plied the modified MASS Formula in the Birmingham
Utilities Rate Case Decision. In that Decision, the De-
partment stated that an appropriate level of expense al-
location should be the ultimate goal of any allocation
formula. While a previous formula may have been ap-
propriate, the proliferation of non-regulated activity in
the water industry calls for regulators to review prac-
tices to ensure that ratepayers are not subsidizing unreg-
ulated operations. Birmingham Utilities Rate Case De-
cision, p. 26. The Company's characterization that the
Department acquiesced to an OCC recommendation to
apply this modification is unfounded. A record was de-
veloped in that proceeding and a Department conclusion

. arrived at. CT Water also filed for a rate increase in

2006 and although that proceeding ended in a settlement
agreement, this very issue was examined. In the Hazard-
ville Rate Case Decision, the Department once again
addressed the modified MASS Formula by stating,
‘[TThe Department finds that requiring [Hazardville
Water] to allocate costs based on a modified approach
of the MASS Formula, utilizing two factors, gross rev-
enues and gross payroll is appropriate. This will lead to
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more transparency in the allocation of expenses, facilit-
ate tracking of these expenses (for Hazardville Water
and the Department) and align the Company with a
commonly accepted form of allocation in the regulated
community. The Departinent will utilize the modified
MASS Formula to allocate certain expenses.” Hazard-
ville Water Rate Case Decision, p. 23.

As can be seen, this issue has been in the spotlight and
should have been acknowledged by the Company as its
regulated/non-regulated business model is similar to
these companies. Witnesses in CT Water's last rate case
where this topic was explored are the same witnesses in
this proceeding.

CT Water has expanded its unregulated activities on a
yearly basis. There is no doubt from reading the Com-
pany's annual report (10-K) that this is a growing in-
come source for the parent Connecticut Water Service.
The Company states that the Services and Rental seg-
ment, while still a relatively small portion of its overall
business, has grown significantly over the past five
years and now provides approximately 9% of overall
net income m 2009. Net Income by this segment was
$929,000, $790,000 and $651,000 for the years 2009,
2008 and 2007, respectively. Late Filed Exhibit No. 20,

p-9.

The relevant information that the Company uses for its
MASS Formula is as follows:

All units in 000's CT Water NEWUS Chester Realty Total
—Gross Revenues  $60,004 $3,655 584 100%
;ross Payroll $10,842 $0 $0 100%
_Gross Plant $385,328 $33 $636 100%
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Allocation Percent  98.00% 1.90% 0.10% 100%
*30 The Company's proposed MASS Formula that is
computed from these amounts is as follows:

CT Water NEWUS Chester Realty Total
Gross Revenues 94.13% 5.73% 14% 100%4
Gross Payroll 100%4 0.00% 0.00% 100%
Gross Plant 99.82% 01% 16% 100%
Allocation Percent ~ 98.00% 1.90% 0.10% 100%

Late Filed Exhibit No. 27a, p. 1.

As stated in the Hazardville Water Rate Case Decision,
the reason behind the modified formula is that regulated
utilities, being capital intensive, are disadvantaged by
using a gross plant allocator while unregulated subsidi-
aries have Jittle plant and may even utilize utility plant
and equipment to perform its operations. The factors of
that formula are critical because they determine the per-
centage allocation among regulated and non-regulated
entities. Hazardville Water Rate Case Decision, pp. 22
and 23. The Company agrees that the Water Industry is
a capital intensive business. Thomburg PFT, p. 4; Tr.
4/9/10, p. 1690. The Company also agrees that the
Company's unregulated entities are not capital intensive.
Tr. 4/9/10, p. 1690. As can be seen in the tables above,

there can be no dispute that CT Water dwarfs its affili-
ates in terms of plant.

The purpose of any shared expense allocation mechan-
ism is to equitably charge non-direct shared costs to all
entities that benefit. As can be seen from the above
tables, the traditional MASS Formula applies two
factors that severely disadvantage the formula from per-
forming its intended function. The Company agrees that
the MASS Formula charges costs to those entities that
they would otherwise have if they were standalone en-
fities. Tr. 4/9/10, p. 1694. The Company admits that
there are a mix of capital intensive and non-capital in-
tensive businesses yet one-third of the formula relies on
gross plant. In terms of human capital, Gross Payroll is
allocated at 0% for both non regulated entities, yet the
unregulated entities are projected to utilize over $1 mil-
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fion dollars in labor from the regulated entity in their
operations (Non rate revenue payroll). Application,
Workpaper C-3.2. Logically, the Company agrees that if
its unregulated entities were standalone companies, they
would need employees to generate revenue.Ibid.

The Company's claim, that it is allocating payroll to af-
filiates that it would otherwise be charging directly to
CT Water customers, does, to a point, have some merit.
The Company has a workforce of 225 employees. To
accommodate the fluctuations in work levels in a rather
large distribution system at any particular time, the
Company is most likely staffed to the point that there
are some inefficiencies. However, the Company's sug-
gestion that in excess of $1 million in payroll is underu-
tilized by the regulated Company is worrisome to the
Department and points to the inefficiencies suggested
by the OCC. The Department firmly believes that some
level of payroll should be assigned to unregulated entit-

Expense Item
Payroll

anroil Tax

Medical and Dental
Chemicals
Purchased Water
Purchased Power
Inflation Adjustment
Non-Revenue Water

Conservation Program
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ies while recognizing some benetit of allocating salaries
to these entities.

*31 Notwithstanding the above analysis, the Depart-
ment acknowledges that any attempt to modify the
MASS formula at this juncture lacks evidentiary basis
for any specific adjustment and could have con-
sequences adverse to ratepayers. As such, the Company
is on notice that any subsidiary subject to an allocation
methodology should reflect a realistic business organiz-
ation with realistic payroll and plant allocations.

19. Expense Adjustment Summary

The following table summarizes the Department's ex-
pense adjustments:

Department
Adjustment

$623,196

48,921

38,271

194,741

107,610

127,121

165,503

59,545

100,000
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D&O Insurance

Tank Painting and Maintenance

Total

G. PRO FORMA REVENUES AND DEPARTMENT AD-
JUSTMENTS

1. General

[47] In the Application, CT Water initially stated
$51,269,775 in actual test year revenues. Application,
Schedule C-3.1a. The Company made net adjustments
totaling $10,346,979 to atrive at pro forma annual rev-
enues of $61,616,754 at present rates. Application,
Schedule C-3.1a; Benoit PFT, Exhibit DCB-4. As dis-
cussed in more detail in Section ILH below, the Com-
pany originally proposed: {(a) to increase its rates for
metered sales, unmetered sales, private fire protection
and sales for resale by 31.36% across-the-board; (b) to
limit the increase to its rates for public fire protection to
2.0%; and (c) to maintain rates for special charges at
their current levels. Accordingly, the Company reques-
ted an overall revenue increase of $16,282,655, or
26.426%, for total pro forma annual revenues of
$77.899,409 at proposed rates. Application, Schedule
C-3.1a; Benoit PFT, Exhibit DCB-4.

On April 16, 2010, by way of Late Filed Exhibit No. 69,
the Company submitted its final adjustments to its ini-
tial Application. Late Filed Exhibit No. 69 incorporated
and/or detailed several adjustments, corrections and re-
visions made to certain components of the initial Ap-

plication based on facts clarified in the record as the

case unfolded. As a result, CT Water restated pro forma
annual revenues at present rates as $61,850,124. Late
Filed Exhibit No. 69, Exhibit LFE-69 DCB-4 Revised
and Schedule C-3.1a Adjust.

CT Water has maintained its initial proposal in regards
to public fire protection and special charges. Late Filed
Exhibit No. @9, Exhibit LFE-69, DCB-4 Revised.
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71,615

27,637

$1,564,160

However, the Company now seeks to increase its rates
for meter sales, unmetered sales, private fire protection
and sales for resale by 33.407% across-the-board.Zbid.
As a result, the Company instead requests an overall
revenue increase of $17,362,085, or 28.071%, for total
pro forma annual revenues of $79,212,206 at the re-
vised proposed rates. Late Filed Exhibit No. 69, Exhibit
LFE-69, DCB-4 Revised, Schedule C-3.1a Adjust.

*32 In the CT Water 2nd SAFR Decision, the Depart-
ment authorized the Company to impose a 2.10% WICA
surcharge on its customers' bills on a bills-rendered
basis effective January 1, 2010. That 2.10% surcharge
was the result of the Cotnpany completing a total of
$10,015,468 m WICA-eligible construction (plus the
purchase of leak detection equipment), and was de-
signed to increase the Company's annual revenues by
$1,346,192. Consequently, the overall revenue increase
requested by the Company in this Application incorpor-
ates into rates the $1,346,192 previously approved by
the Department.

2. Annualization Adfustments

a. Brookside System Residential Reverie

[48] For the Brookside system, total annual consump-
tion in the bill analysis raw data matches that shown by
the detailed bill analysis. However, there is a disparity
in the bill counts. The detailed bill analysis stated 1,336
quarterly residential bills on 5/8-inch meters and 28
quatterly bills on 3/4-inch meters, whereas the bill ana-
lysis raw data showed that test year bill counts were
1,372 and 19, respectively. Responses to Intetrogatories
WA-176, Exhibit WA-176; and WA-190C, p. 3. There-
fore, the Department believes that the Company under-
stated the count for bills on 5/8-inch meters and over-
stated the count for bills on 3/4-inch meters.
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Therefore, the Department will adiust pro forma reven-
ue to reflect an increase of 36 quarterly bills on 5/8-inch
meters and a reduction of 9 quarterly bills on 3/4-inch
meters. This results in a net increase to pro forma rev-
enues at present rates of $562 [(36 X $24.99)-(9 X
$37.48)] and at proposed rates of $750 [$562 X
133.407%].

b. South Coventry System Residential

Revenue

The Company had miscoded a single South Coventry
residential customer as being billed at the rates of Ster-
ling Municipal Water. Bill Analysis Raw Data, Sched-
ule E-53¢ WP, p. 152. In response to Interrogatory
WA-177, the Company corrected this error but did not
reflect this correction in its Late Filed Exhibit No. 69.

Yor pro forma purposes, an adjustment must be made to
reflect the four quarterly bills on a 5/8-inch meter and
the 18 thousand gallons (TG) in annual consumption at-
tributed to this customer. Currently, the service charge
for the South Coveniry system is $26.56 per quarter,
and the commodity charge is $7.302 per TG, which the
Company proposes to increase by 33.407%. Response
to Interrogatory WA-190, Exhibit WA-190C, p. 8; Late
Filed Exhibit No. 69, Exhibit LFE-69, DCB-4 Revised.
Accordingly, the Department increases pro forma rev-
enues at present rates by $238 [(4 x $26.56) + (18 X
$7.302)], and pro forma revenues at proposed rates by
$317 [$238 x 133.407%].

¢. Masons Island System Seasonal

Revenue

The Company currently bills each seasonal customer on
the Masons Island system at a rate of $198.99 per sea-
son on a 5/8-inch meter and $464.07 per season on a
1-inch meter. Schedule E-1.0; Response to Interrogatory
WA-190, Exhibit WA-190C, p. 14. The Company pro-
poses to increase these rates by 33.407%. Late Filed Ex-
hibit No. 69, Exhibit LFE-69, DCB-4 Revised. For the
purposes of calculating pro forma revenue in this Ap-
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plication, the Company stated an annualized total of 11
seasonal bills on 5/8-inch meters and 1 bill on a 1-inch
meter. Response to Interrogatory WA-190, Exhibit WA-
190C, p. 14. The Company appears to have understated
these bill counts.

*33 According to its bill analysis raw data, at page 144,
the Company had 46 bills on 5/8-inch meters and 4 bills
on a l-inch meter during the test year. Also, for com-
parative purposes, the Company showed a total of 52
bills on 5/8-inch meters and 12 bills on 1-inch meters in
its last rate case. Supplemental to Late Filed Exhibit No.
34B, Attachment. To correct this, the Department will
quadruple the annualized bill numbers to 44 bills and 4
bills, respectively.

For the adjustment, the Department has calculated the
pro forma revenue for the additional 33 bills on
5/8-inch meters and 3 bills on 1l-inch meters. Accord-
ingly, the adjustment to pro forma revenue at present
rates is $7,959 [(33 X $198.99) + (3 x $464.07)]. The
adjustment to pro forma revenue at proposed rates is
$10,618 [$7,959 x 133.407%.

3. Weather Normalization Adjustment

a. Department’s Multi-Year Average

Approach

[49] The Department has typically allowed the use of a
weather normalization adjustment to set pro forma us-
age levels representative of a test year with ‘normal®
weather conditions. Its use serves to acknowledge that
yearly variations in consumption levels occur and are
due in most part to weather-related use (e.g., lawn and
garden irrigation, car washing, and the filling of swim-
ming pools). While other variables (e.g., the economy,
conservation, type of housing, houschold size, lifestyle
and saturation of water-using appliances) are involved,
the Department believes that these variations from year
to year are largely due to weather-related usc. Gener-
ally, the Department has found it reasonable to use an
approach that averages a multi-year period of consump-
tion per customer to determine a ‘normal® year's usage
levels for the residential, commercial and public author-
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ity classes. As a rule, the Department has excluded the
industrial class from such an adjustment on the basis
that water consumption by this customer class is not
significantly impacted by weather variations.

This approach takes the following steps. IFor each of the
residential, commercial and public authority custoiner
classes, total annual consumption is divided by the year-
end cistomer count to arrive at the average consump-
tion per customer for that year. This is done for each
year of the multi-year period being used. Next, the aver-
age consumption per customer for each year are added
together, and then divided by the number of years in the
multi-year period to determine that period's average
consumption per customer. Under this approach, this
represents the average consumption per customer for a
‘normal* year, or N. N is then compared against the test
year average to arrive at a weather normalization factor,
using the following formula:

F=(N/T)-1, where:

F is the weather normalization factor;

N is the average consumption per customer for the
‘normal‘ year; and

T is the average consumption per customer for the test
year.

As the last step, annualized test year consumption is
multiplied by F to calculate the consumption amount
representing the weather normalization adjustment,

*34 The Department's multi-year average approach was
most recently implemented in the Avon Water Rate
Case Deciston. In that Decision, the Department found
it reasonable to base the weather normalization adjust-
ment on a four-year average of data for the 2006-2009
period, wherein the test year was 2008. Avon Water
Rate Case Decision, pp. 12-15.

b. CT Water's Proposed Base Load

Approach

CT Water has taken the position that continuing to use
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historical multi-year averages to determine the weather
normalization adjustment, while in the midst of a de-
clining trend, will continue to result in artificially high
and frequent rate requests. Company Reply Brief, p. 17.
According to the Company, declining consumption sig-
nificantly impacts its eamnings. Company Brief, p. 20.
The Company claims it has neither recovered its fixed
cost nor achieved the Ievel of allowed earnings previ-
ously approved by the Department, largely because of
declining consumption. Tr. 3/18/10, p. 959; Company
Brief, p. 20. The Company asserts that this decline in
consumption is most evident when comparing base use
per customer during the least weather sensitive months
over the course of a multi-year period. Company Brief,
p. 40. The Company believes that the approach used by
the Department ‘necessarily understates pro forma sales
because it averages base usage levels that are in fact
steadily declining.® [bid., p. 38.The Company adds that
‘Ibly contrast, averaging only the weather-sensitive por-
tion {(as opposed to total consumption) of the Company's
residential sales over several years smoothes out the im-
pacts of varying weather conditions on usage, resuliing
in a more reliable forecast of pro forma consumption.
Ibid.

Accordingly, CT Water instead proposes the use of a
base load approach for the purpose of calculating the
weather normalization adjustment. According to CT
Water, ‘[tlhis methodology allows the Company to in-
corporate the declining consumption trend and the im-
pact of weather on use over the last five years, in its pro
forma consumption to set appropriate pro forma sales
levels. Company Brief, p. 38. Using this approach, CT
Water proposed adjustments to pro forma residential
consumption for the CWC Main, Gallup, Crystal and
Unionville Divisions, The Company also proposed a
combined adjustment for the systems of Masons Island,
SDC and Bay Mountain, as well as a separate adjust-
ment for the Wildwood system. No adjustments were
calculated for the systems of Bradley, Ellington Acres,
South Coventry and Middlebury. ™The Company
limited its weather normalization adjustment to the res-
idential class on its perception that cconomic factors
have a larger effect than weather on consumption in the
commercial, industrial and public authority classes. Re-

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.

http://web2.westlaw.com/print/printstream.aspx 7utid=1&prii=HTMLE&sv=Split&vr=2.0... 12/1/2010




283 P.U.R.4th 217, 2010 WL 2801007 (Conn.D.P.U.C.)

spense to Interrogatory WA-163.

The foundation of the base load approach is the use of
annualized 1st quarter residential usage data. ™Re-
sponse to Interrogatory WA-164. The Company intends
to isolate the impact of weather on consumption. Tr.
3/18/10, p. 936. Since most of its residential customers
are billed on a quarterly basis, the Company found it
imperative to use three consecutive months of consump-
tion data in order to ensure the inclusion of every resid-
ential customer in the usage data. Response to Interrog-
atory WA-164. By limiting usage data to billings for the
Ist quarter (January through March), the Company
looks to separate weather sensitive load from non-
weather sensitive load (base load), on a consumption
per customer basis. Tr. 3/18/10, p. 936; Company Brief,
pp. 8, 38. In the Company's view, the 1st quarter of each
year best represents the months during which weather-re-
lated use by its residential customers is least likely. Re-
sponse to Interrogatory WA-164; Tr. 3/18/10, pp. 942
and 943.

*35 Tn the first step of its calculation, CT Water determ-
ines the estimated base load consumption per customer
for 2010, as follows. For each of the applicable divi-
sions and systems, CT Water calculated the estimated
base load consumption per customer for the 2010 rate
year by determining the overall decline over the five-
year period from 2005 to 2009, then determining the av-
erage decline by dividing it by five. Response to Inter-
rogatory WA-168. That average decline is then subtrac-
ted from 2009 annualized base load to amive at the es-
timated base load consumption per customer for 20190.
Response to Interrogatory WA-168; Response to Inter-
rogatory WA-166, Updated Workpaper C-3.1-02WP.

The second step requires determining the average
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weather load for that same 5-year period. In the Com-
pany's view, the weather load for each year is what re-
majns when the annualized base load (non-weather
load) is subtracted from the actual consumption for that
year. The average weather load consumption per cus-
tomer is then determined by dividing the combined total
weather load for the five years by five. Response to In-
terrogatory WA-166, Updated Workpaper C-3.1-02WP.

In the next step, the estimated 2010 base load and the
average weather load are added together. Response to
Interrogatory WA-166, Updated Workpaper C-
3.1-02WP; Tr. 3/18/10, p. 951. This combined amount
is then compared against the annual consumption per
customer for test year 2008. The resulting difference is
then multiplied by the year-end number of customers
for the test year, to amrive at the consumption adjust-
ment for weather normalization. Response to Interrogat-
ory WA-166, Updated Workpaper C-3.1-02WP; Re-
sponses to Interrogatories WA-167 and WA-168.

As a result, the Company adjusted pro forma revenues
at present rates by a net decrease of $1,428,832 to re-
flect weather nermalization.

c. Department Analysis

By way of Late Filed Exhibit No. 46, the Company sub-
mitted a table that presented the ‘Average Daily Use Per
Customer Billed* (m gallons) for its entire residential
class for each year for the 2005-2009 period, for the
first five months of each year (January through May), as
follows:

Year January February March April May
2005 180.3 169.6 ¢ 1708 1813 165.1
2006 175.3 168.4 1634 169.9 168.5
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2007 171.1 163.7 1602 167.8 160.2
2008 170.7 156.0 1573 162.4 157.1
2009 167.9 147.6 154.7 158.6 156.9

Additionally, Jolin F. Guastella, CT Water's bill analys-

is consultant, provided the following comments relative
to the impact of weather on billings during the 1st quarter:
...Janvary billings roughly on a cuarterly billing basis
you'd be picking up one-sixth of consumption for Janu-
ary, a third for December, a third for November, and a
sixth for October.® ‘I'm fairly comfortable knowing that
the last two weeks of October and then November,
December and January has, if any, it had very very little
impact from weather associated with it, and then the
February billings have even less, if any at all, I would
think none, impact of weather, and March would have
no impact of [weather].

Tr. 3/18/10, p. 942.

*36 Therefore, the commerstone of the Company's pro-
posed base load approach is its contention that billings
for the months of January, February and March exhibit
the least impact from weather-related use. Company
Brief, p. 39. Indeed, relative to the suggestion that the
use of a half-year period (i.e., October through March)
might be more appropriate, the Company responded that
utilizing that period would introduce more months
wherein weather impacts customer usage. Response to
Interrogatory WA-164. However, the above table belies
that claim. In every year, per customer daily usage for
Jamary clearly exceeds the corresponding usage for
May. Also, February usage compares favorably with
that for May, and in two instances, exceeds that of May.

Moreover, the Department found an inconsistency in the
figures presented by the Company as annual consump-
tion per customer in Updated Workpaper C-3.1-02WP.
The Company testified that the amounts in the column
‘Annual Consumption/Customer® provided in Workpa-
per C-3.1-02WP are based on the year-end number of
customers for that given year. Response to Interrogatory
WA-167. Separately, at the request of the Department,
the Company provided an exhibit containing annual
consumption and year-end customer data by division
and by customer class. Response to Interrogatory WA-
191, Exhibit WA-191. If the Company's testimony is
correct, calculations using the residential data provided
in that exhibit (Exhibit WA-191) should produce the
same results provided in Workpaper C-3.1-02WP. Upon
review, however, the Department found that the annual
consumption/per customer column in the Company's
weather normalization exhibits do not align with the
data provided under Exhibit WA-191.

For example, the Company represented in its weather
normalization calculation for the Umionville Division
{Response to Interrogatory WA-166, Exhibit WA-166,
Updated Workpaper C-3.1-02WP, at page 4) that annual
consumption per residential customer are as shown on
the left side of the table below. However, using the con-
sumption and customer count data provided m Exhibit
WA-191, the Department calculated the figures on the
right side of the same table, which inexplicably differ
from those on the left.

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.

http://web2. westlaw.com/print/printstream.aspx?utid=1&prit=HTMLE&sv=Split&vr=2.0...

12/1/2010




Page 54 0f 149

283 P.U.R.4th 217, 2010 WL 2801007 (Comn.D.P.U.C.) Page 53

Annual Consumption/ Annual Consumption/

Year Customer (in TG) Customer (in TG)
2005 99.420 97.066
2006 89.930 89.287
2007 57.100 95.978
2008 85.210 85.960
2009 78.047 77.290

An inconsistency such as this on a relatively basic level
gives the Department pause for concern when, on a
more complex level, the annualized base loads presen-
ted in Updated Workpaper C-3.1-02WP relies on ‘a re-
port created by the Company's IT Department which
provides the billing amount in dollars and gallons, num-
ber of days billed, number of bills and average mumber
of days per bill for the 3 months ending March 31.° Re-
sponse to Interrogatory WA-167.

The Department also takes issue with the Company's
initial proposal not to weather normalize commercial
and public authority consumption. Subsequently, CT
Water acknowledged that weather impacts commercial
usage to some extent, but less significantly than residen-
tial usage in comparison, as evidenced by the separate
weather normalization exhibits provided by the Com-
pany for its residential class and commetcial class. Re-
sponses to Interrogatories WA-163, Exhibit WA-163;
and WA-166, Updated Workpaper C-3.1-02WP, p. 1,
Tr. 3/18/10, pp. 996 and 997. The Department believes
the same should be true relative to consumption by the
public anthority class,

*37 In light of the foregoing, the Department will not
accept the Company's proposed use of a base load ap-
proach. While the Company's proposal to isolate the
non-weather related load may be a way to smooth out
yearly variation, the Department still believes that the
averaging of annual consumption better accounts for the
impact of weather, as well as other factors including
conservation and the economy, on usage. Therefore, the
Department will continue use of the multi-year average
approach for the purpose of determining the appropriate
pro forma adjustments to consumption.

It bears noting that during the earlier years of the De-
partment's multi-year average approach, a six-year aver-
age was the norm. However, in its more recent De-
cisions, the Department has adjusted the time period
used in averaging more recent Company experience in
per customer usage. The Department has realized that
the continued use of older data in an average may un-
reasonably skew results. In the more recent water rate
cases, the Department's close review of consumption
and customer count data have resulted in the use of
shorter time periods, which, in a way, has allowed for
some moderation of any perceived declines in consump-
tion per customer. For example, in the Decision dated
August 7, 2003, in Docket No. 03-02-07,Application of
Birmingham Utilities, Inc. fo lIncrease Its Rates
(Birmingham Rate Case Decision), the Department was
‘persuaded to some extent by Birmingham Utilities' at-
gument that usage by the residential class in the Anso-
nia Division has steadily declined over the years. As a
result, the Department found it more appropriate to
forego use of data for the less recent years and based its
weather normalization adjustment on lesser period of
time.* Birmingham Rate Case Decision, p. 28.

Relative to the length of the data period, the OCC has
recommended that the Department use the three-year
period of 2006-2008, and specifically exclude 2009. So-
bolewski/ Larkin PFT, p. 17. The AG supports this re-
commendation. AG Brief, p. 10. While CT Water con-
tinues to believe that its base use approach is more ap-
propriate, the Company argues that use of the average
multi-year approach should include the 2009 data since
it is the most recent data available and provides the best
basis for estimating future sales. Company Brief, p. 40.
The Department concurs.

© 2010 Thomson Reuters. No Claim to Orig, US Gov. Works.

http://web2.westlaw.com/print/printstream.aspx ?utid=1&prfi=HTMLE&sv=Split&vr=2.0... ~12/1/2010




283 P.UR.4th 217, 2010 WL 2801007 (Conn.D.P.U.C.)

The Department has reviewed the consumption and cus-
tomer count data provided in Updated Workpaper C-
3.1-02WP and Exhibit WA-191, and has determined it
is appropriate to use three years of data from the
2007-2009 period, wherein the test year is 2008. Given
the inconsistency discussed above, the Department will
rely on the consumption and customer count data
provided in Exhibit WA-191. More importantly, since
the Company's calculation of its weather normalization
adjustment is limited to residential customers, Exhibit
WA-191 also provides the necessary data for commer-
cial and public authority customers, with two cxcep-
tions.

*38 The first exception involves the systems of Mason's
Island, SDC and Bay Mountain, for which the Company
calculated a combined weather normalization adjust-
ment for residential usage in those systems. Since Ex-
hibit WA-191 lacks that data, the Department has no
choice but to rely on the annual consumption per cus-
tomer numbers provided in Updated Workpaper C-
3.1-02WP.

The second exception relates to CT Water's weather
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normalization for the Wildwood system, for which the
Company reduced consumption by 355 TG. Since no
separate revenue proof was provided for the Wildwood
system, no annualized test year consumption specific fo
the Wildwood system was available. In response to In-
terrogatory WA-162, the Company noted that Wild-
wood ‘could and should have been combined with the
[CWC Main] Division.© Moreover, there is no indica-
tion that the CWC Main Division data contained in Ex-
hibit WA-191 specifically excluded the Wildwood sys-
tem. Therefore, the Department will deny the Com-
pany's consumption adjustment for Wildwood and add
355 TG back.

The following tables show the data used by the Depart-
ment and the resulting four-year average consumption
per customer for each of the residential, commercial and
public authority classes in the four divisions, and the
combined residential class for the Masons lIsland, SDC
and Bay Mountain systems:

Test Year 3-Year
CWC Main 2007 2008 2009 Average
Division
Residential o o o N
Class:
_ _ _ _ B 63,644 64080 65,175
— _ _ __Year-
end Cus-
fomer
Count
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Avg, Con- 67.3702 64.2737 60.7784 64.1408
sumption

per Cus-

tomer

Commercial
Class:

1,053,231 986,566

__Annual
Consump-
tion

4,752 4,822

_ Year-
end Cus-
tomer
Count

Ave. Con- 221.6395 204.5968  187.7336  204.6567
sumption
per Cus-
tomer

Public Au-

thority

Class

320,129 305,043

___Annual
Consump-
tion

436 435

_ Year-
end Cus-

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.

Page 56 of 149

Page 55

908,443

4,839

292,710

433
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tomer
Count

Avg. Con- 7342408 7012483
sumption
per Cus-

tomer

676.0046

703.8312

Response to Interrogatory WA-191, Exhibit WA-191.

Test Year 3-Year
Crystal Di- 2007 2008 2009 Average
vision
Residential o o o -
Class:
~ - - B - 3,409 3,416
_ _ _ _ Year-
end Cus-
tomer
Count
Ave. Con- 714737 751244 713728 746570
sumption
per Cus-
tomer
Commercial o o o -
Class:
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_ 70,890
L L o __Annual
Consump-
tion
_ 314
_ o o _ Year-
end Cus-
tomer
Count
Avg. Con- 2257643  195.6486 1860719 2024949
sumption
per Cus-
tomer
Public Au- o o -
thority
Class
_ 47,282
o - _ ___Annual
Consump-
tion
B 74
L . o _ Year-
end Cus-
tomer
Count
Avg. Con- 638.9459  526.1757  553.5467  572.8894

sumption
per Cus-
tomer
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*39 I1bid
Test Year 3-Year
Gallup Di- 2007 2008 2009 Average
vision
Residential o o o o
Class:
~ B _ - _ 1,157
o _ L __ Year-
end Cus-
tomer
Count
Ave. Con- 527796 523310 514581  52.1896
sumption -
per Cus-
tomer
Commercial o - o -
Class:
_ 24,666
_ o . __Annual
Consump-
tion
_ 89
. . _ __Year-
end Cus-
tomer
Count

http://web2. westlaw.com/print/printstream.aspx 7utid=1 &prit=HTMLE&sv=Split&vr=2.0...

© 2010 Thomson Reuters, No Claim to Orig. US Gov. Works.

1,163

25,049

90

Page 59 of 149

Page 58
1,170
20,674
87
12/1/2010




283 P.UR.4th 217, 2010 WL 2801007 (Conn.D.P.U.C.)

Avg Con- 2771461 2783222  237.6322 2643668
sumption
per Cus-
tomer
Public Au- - B o
thority
Class:
B 2,026 2,018
o . o __Annual
* Consump-
tion
_ 13 13
e _ . ___Year-
end Cus-
tomer
Count
Avg. Con- 1558462 1552308 1573846 1561538
sumption
per Cus-
tomer
Ibid
Test Year 3-Year
Unionville 2007 2008 2009 Average
Division
Residential a — o
Class:
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5,623 5,653 5,680

__ Year-
end Cus-
tomer
Count

Avg. Con- 959781 85.9600 77.2903 86.4095
sumption

per Cus-

tomer

Commercial
Class:

161,998 96,143 80,195

___Annual

Consump-

tion

347 347 344

__ Year-
end Cus-
tomer
Count

‘Avg. Con- 2939424  277.0692  233.1250  268.0455
sumption
per Cus-
tomer

Public Au-
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thority
Class:
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_ 20,325 18,767 14,560
. _ o __ Annual
Consump-
tion
_ 45 45 45
o _ _ __ Year-
end Cus-
tomer
Count
Avg Con- 4516667 417.0444 3235556 3974222
sumption
per Cus-
tomer
1bid.
Mason's Island SDC Test Year 3-Year
& Bay
Mountain systems 2007 2008 2009 Average
Combined Residen-
tial Class:
Avg, Consumption  62.1700 60.8000 54.6910 592203

per Customer

Response to Interrogatory WA-166, Exhibit WA-166,
Updated Workpaper C-3.1-02WP, p. 5.

The tables below show the Department's calculation of

CWCMain  Residential

Commercial

Public Au-

its conswmption adjustments for weather normalization
under a four-year average approach:
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Division thority

3-Year Avg. 64.1408 204.6567 703.8312

Consumption

per Customer

_ 64.2737
Divided by
2008 Test
Year Avg.
Consumption
per Cust.

0.9979 1.0003 1.0037

- (1.0000)
Less 1

Conversion  -0.21% 0.03% 0.37%

Factor (shown

as a percent-

age)

- 4,016,424
Multiplied by
Annualized
Test Year
Consumption

Consumption (8,307) 271 995

Adjustment

(in TG)

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.
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(1.0000)

926,188

701.2483

(1.0000)

270,066
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Crystal Divi- Residential Commercial ~ Public Au-

sion . thority
3-Year Avg. 74.6570 202.4949 572.8894
Consumption
per Customer
B 75.1244 195.6486 526.1757
Divided by _
1 2008 Test
Year Avg. |
Consumption
per Cust.
0.9938 1.0350 1.0888
= (1.0000) (1.0000) (1.0000)
Less 1
| . Conversion  -0.62% 3.50% 8.88%
Factor (shown
as a percent-
age) _
_ 257,007 65,158 42,229
Multiplied by
Annualized
Test Year
Consumption
Consumption (1,59%) 2,280 3,749
Adjustment
(in TG)
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Gallup Divi- Residential ~ Commercial Public Au-

sion thority
3-Year Avg. 52.1896 264.3668 156.1538
Consumption
per Customer
. 523310 2783222 155.2308
Divided by
2008 Test
Year Avg.
Consumption
per Cust.
0.9973 0.9499 1.0059
‘ _ (1.0000) (1.0000) (1.0000)
1 Less 1
Conversion  -0.27% -5.01% 0.59%
Factor (shown
as a percent-
age) ‘
- 43,511 25,049 2,018
Multiplied by
Annualized
Test Year
Consumption
Consumption (118) (1,256) 12
Adjustment
(in TG)
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Unijonville Residential
Division

Commercial Public Au-
thority

3-Year Avg. 86.4095
Consumption
per Customer

268.0455 3974222

£5.9600 277.0692 417.0444

Divided by
2008 Test
Year Avg.
Consumption
per Cust.

1.0052

0.9674 0.9529
(1.0000) (1.0000) (1.0000)

Less 1

Conversion  0.52%
Factor (sbown
as a percent-

age)

-3.26% -4.71%

484,690 96,106 19,163

Multiplied by
Annualized
Test Year
Consumption

Consumption 2,534

(3,130) (902)
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Adjustment
(in TG)
Masons Island, SDC & Bay Mountain Residential
systems
E’;—Year Avg. Consumption per Cus- 59.2203
tomer
: Dividedby  60.8000

2008 Test Year Avg. Consumption

per Cust.
- 0.9740
_ Less 1 (1.0000)
Conversion Factor (shown as a per- -2.60%
centage)
B Multiplied 18,824

by Annualized Test Year Consump-

tion
Eonsumption Adjustment (in TG) (489)
*40 The following tables summarize the respective De-
partment and Company weather normalization con-
sumption adjustments and the revenues derived at
present and proposed rates:
Department's Weather Consumption Adj. Revenue Adj. at Revenue Adj. at
Normalization Adjust- (in TG) Present Rates Proposed Rates
ments
CWC Main Division, Res-  (8,307) (§52,848) ($70,503)
idential
CWC Main Division, 271 1,508 2,011
Commercial

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.

http://web2 westlaw.com/print/printstream.aspx ?utid=1&prft=HTMLE&sv=S5plit&vr=2.0... 1 2/1/2010




283 P.U.R.4th 217, 2010 WL 2801007 (Conn.D.P.U.C.}

CWC Main Division, Pub-
lic Authority

(_Zrystal Division, Residen-
tial

Crystal Division, Commer-
cial

(_Zrystal Division, Public
Authority

Eiallup Division, Residen-
tial

aallup Division, Commet-
cial

Gallup Division, Public
Authority

Unionville Division, Res-
idential

Unionville Division, Com-
mercial

Unionville Division, Pub-
lic Authority

Masons/SDC/Bay Mitn,,

Residential

%otals

CT Water's Weather
Normalization Adjust-
ments
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995 5,195 6,930

(1,599 (7,407 (9,882)

2280 8,518 11,364

3,749 13,317 17,765

(118) (672) (896)

(1,256) (6,012) (8,021)

12 58 78

2,534 8,624 11,506

(3,130) (8,626) {11,508)

(902) (2,128) (2,839)

(489) (2,793) (3,726)
(_1:984) ($_43,266) ;$—57,720)
Consumption Adj. Reveniue Adj. at Revenue Adj. at
(in TG) Present Rates Proposed Rates
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CWC Main Division, Res- (219,653) (§1,397,435) ($1,864,276)
idential

Crystal Division, Residen-  (4,202) (19,462) (25,964}

tial

E‘rallup Division, Residen- 2,385 13,616 18,165

tial

Unionville Division, Res-  (4,345) (14,786) (19,725)
idential

Masons/SDC/Bay Min.,  (1,489) (8,504) (13,344)
Residential

Wildwood system, Resid-  (355) (2,262) (3,017)
ential

Totals (227,660) ($1,428,832) (51,906,162)

As shown in the Department's Weather Normalization
Adjustments Table, the Department has calculated the
total adjustment to revenues for weather normalization
to be ($43,266) and ($57,720), at present and proposed
rates, respectively. As shown in CT Water's Weather
Nomnalization Adjustments Table, the Company calcu-
lated a total adjustment under its proposed base load ap-
proach that decreased pro forma tevenues at present
rates by $1,428,832. At the Company's proposed rate in-
crease of 33.407%, pro forma revenues at proposed
rates would be decreased by a net adjustment of
$1,906,162.

Accordingly, after accounting for the adjustment
already claimed by the Company, the Department has
determined that pro forma revenues should be adjusted
upwards by $1,385,566 [$1,428,832-$43,266] at present
rates and $1,848,442 [$1,906,162-$57,720] at proposed
Tates.

4. Customer Growth Adjustments

*4] [50] CT Water limited its customer growth calcula-
tion to the residential class in all four divisions and only
the commercial class in the CWC Main Division. Ap-
plication, Schedule C-3.1-01, Workpaper C-3.1-01WP;
Schedule C-3.1-04, Workpaper C-3.1-04WP; Response
to Interrogatory WA-159. The Company prepared no
adjustment for the public authority classes because of
declines in 2009 that it had not yet determined to be
either temporary or permanent./bid.

The Company adjusted test year residential and com-
mercial revenues to reflect two and a half years of cus-
tomer growth from the mid-point of test year 2008
through the mid-point of the rate vear, or from July 1,
2008 through December 31, 2010. Application, Benoit
PFT, p. 11; Response to Interrogatory OCC-238.

For its residential customer growth adjustments, the
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Company determined the pro forma growth rate to be
0.7%, based upon its most recent 12-month experience
(July 1, 2008 through June 30, 2009) before the filing of
its Application. Application, Schedule C-3.1-01, Work-
paper C-3.1-01WP; Tr. 3/18/10, pp. 1018 and 1019. Ac-
cordingly, the Company calculated that two and a half
years of pro forma residential growth would add 1,206
customers in the CWC Main Division, 86 in the Crystal
Division, 16 in the Gallup Division, and 20 in the Uni-
onville Division. For each division, the Company calcu-
lated all meter service charges at the quarterly rate for
the 5/8-inch meter size. More importantly, the con-
sumption used for each division is the sum of the estim-
ated base load for 2010 and the average 5-year weather
load, as calculated for each division under the proposed
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base load approach for weather normalization.

For its commercial customer growth adjustment, the
Company determined that it would add 10 additional
commercial customets in its CWC Main Division per
year. Therefore, two and a half years of pro forma cus-
tomer growth would add 25 commercial customers. Ap-
plication, Schedule C-3.1-04, Workpaper C-3.1-04WP.

The following table summarizes CT Water's calculated
customer growth adjustments:

CT Water Number of Pro Forma Pro Forma
Customer Growth ~ Quarterly Usage Revenue at Revenue at
Adjustments Bills {in TG) Present Rates Proposed Rates
CWC Main Residen- 4,824 71,612 $575,706 $768,032
tial

CWC Maim Com- 100 4,300 $30,188 $40,273
mercial

Crystal Residential 344 6,322 $37,852 $50,497
Gallup Residential 64 869 $6,565 $8,758
Unionville Residen- 80 1,690 $7,746 $10,334
tial

Totals $658,057 $877,894

Application, Schedule C-3.1-01, Workpaper C-

3.1-01WP; Schedule C-3.1-04, Workpaper C-3.1-04WP.
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Given the Department's rejection of the proposed base
load approach, the Department will adjust revenues for
customer growth using a meodified multi-year average
based on annual consumption and year-end customer
count data submitted in Exhibit WA-191. Moreover, the
Department believes that pro forma customer growth
should reflect growth following the test year to the mid-
point of the rate year (January 1, 2009 to December 31,
2010). This amounts to two years of growth and not the
two and a half years as the Company proposed.

*42 Upon review of the data in Exhibit WA-191, the
Department has determined that the appropriate period
for use is from 2006 to 2009, which would provide the
percentage annual growth for three continuous years
(2006-2007, 2007-2008 and 2008-2009). The annual
growth percentage for each of the three years is first
calculated. Then, the sum of all three annual growth
percentages is divided by three to arrive at the average
growth percentage. That percentage is then multiplied
against the customer count for the 2008 test year to cal-
culate the annual growth in customers.

The Department would then calculate two years of
growth. Since actual customer growth for 2009 is read-
ily available, the Department will substituic one year's
worth of growth with actual 2009 growth. Therefore,
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two years of pro forma annual growth would be the sum
of actual 2009 growth plus one year of annual customer
growth.

Exhibit WA-191 contains the year-end customer counts
by customer class in each division since 2004, The De-
partment's review found that the customer numbers for
the industrial and public aunthority classes have exhib-
ited little to no change over the years. Therefore, cus-
tomer growth should be determined for the residential
classes i all divisions and the commercial class in the
CWC Main Division, but not for the commercial classes
in the Gallup and Unionville Divisions. However, while
the growth exhibited in the commercial class in the
Crystal Divisien is not as significant as in the CWC
Main Division, the growth experienced by the Crystal
Division over the past six years warrants inclusion of
that division.

The following table summarizes the Department's calcn-
lated customer growth adjustments using its modified
three-year average approach:

Department Number of Pro Forma Pro Forma
Customer Growth ~ Quarterly Usage Revenue at Revenue at
Adjustments Bills (in TG) Present Rates Proposed Rates
CWC Main Residen- 7,764 124,760 $587,751 $1,317,728

tial

CW(C Main Com- 239 12,203 $82,848 $110,525
mercial

Crystal Residential 116 2,183 $13,016 $17,364
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*43 Taking into account the revenue adjustments
already applied by the Company, the Department ad-
justs pro forma tevenue by net increases of $471,235
[$1,129,291-$658,057] at present rates and $628,660
[$1,506,553-$877,894] at proposed rates.

Crystal Commercial 35 1,714 $8,593 $11,464
Gallup Residential 123 1,606 $12,239 $16,328
Unionville Residen- 253 5,441 $24.844 $33,144
“tial
Totals $1,129,291 $1,506,553
The following table summarizes the Depariment's net
growth adjustments for bills and consumption, when
compared to CT Water's adjustments in the prior table:
‘ Number of
Net Customer Growth Quarterly Usage
Adjustments Bills (in TG)
CWC Main Residential 2,940 53,148
CWC Main Commercial 139 7,903
Crystal Residential (228) (4,139)
Erystal Commercial 35 1,714
Gallup Residential 59 737
Unionville Residential 173 3,751
Total Increase in Consumption 63,114

On page 34 of its Written Exceptions, the Company al-
leged that ‘[wlhen the Department adjusts the Com-
pany's pro forma revenues to account for customer
growth, it includes revenues associated with customer
growth stemming from the [Jensen Communities' sys-
tems] acquisition.® ™ The Department disagrees.
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Former customers of the Jensen Communities’ systems
are currently billed at the year-round flat rate for the
Mansfield Division. Response to Interrogatory OCC-
255, Exhibit OCC-255; Application, Schedule E-1.0, p.
12. As evidenced by the second table, above, the De-
partment included no customer growth adjustment for
the Mansfield Division. Therefore, no growth adjust-
ment is associated with the Jensen Communities’ sys-
tems. ’

5. Proposed Water Conservation

Adjustment Mechanism (WCAM)

a. General

[51-55] CT Water seeks to implement a limited revenue
adjustment mechanism WCAM that, in the Company’s
view, would aliow it ‘to continue to promote conserva-
tion aggressively in an effective manner while address-
ing the declining revenues associated with increased
conservation by its customers.‘ Application, Thomburg
PFT, p. 8. Moreover, the Company believes that the
WCAM ‘protects both the Company and the customers
from actual sales levels that depart materially from the
levels approved by the Department because it works in
both directions symmetrically.fbid, p. 9. Furthermeore,
the Company stated that the intent of the WCAM is ‘to
allow [CT Water] to recover adequate revenues ovet the
next few years, to promote conservation and ensure sus-
tainability of the Company's water systems, including
the continued provision of safe, reliable, cost-effective
service to current and future customers.* /bid.

With the WCAM, the Company attempts to align its fin-
ancial interests with water conservation goals. Applica-
tion, Benoit PFT, p. 9. In its view, the WCAM elimin-
ates the Company's disincentive for aggressively pro-
moting water conservation by its customers whereby
customer conservation erodes its earnings. Application,
Benoit PFT, p. 9; Company Brief, p. 15. In the short
run, teduced water use would lower the Company's
costs for power, chemicals and waste disposal, and
lessens wear and tear on its systems and its customers'
septic systems. Tr. 3/8/10, p. 16; Company Brief, p. 17.
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In the long run, conservation delays, or may eliminate,
the need to construct new water treatment plants or seek
new groundwater supplies, and reduces the impact on
the environment. [bid.

Under either of CT Water's proposed rate design plans
(the Standard Rate Plan and the Alternative Rate Plan),
the Company had proposed to implement the WCAM
for Rate Year 2 and Rate Year 3. Application, Thorn-
burg PFT, p. 8. Therefore, given the Department's rejec-
tion of the use of a three-year rate plan in Section 1L.B
above, this issue is technically moot. However, CT Wa-
ter's proposed WCAM represents the first instance of a
water company requesting to implement an adjustment
tied to tevenue loss from conservation, and merits a
more detailed discussion.

b. Mechanics of the Proposed WCAM

*44 The WCAM has five steps. The first two steps lead
to the determination of the Base Use Variation. The first
step assumes that non-weather related sales for the res-
idential class may be based on lst quarter (Janvary,
February and March) usage. (See Section I1.G.3,
above*) According to CT Water, limiting the WCAM to
residential use would force the Company to continue to
bear the risks affecting consumption, revenues and eamn-
ings. Response to Interrogatory WA-170. This first step
requires calculation of average daily usage in gallons
per customer, by referencing st quarter residential us-
age (Approved Daily Usage). Application, Benoit PI'T,
p. 8; Exhibits DCB-3a, 3b, 3¢ and 3d.

In the second step, a corresponding figure for the sub-
sequent year is calculated based on actwal 1st quarter
usage by the residential class (Actual Daily Usage). The
Base Use Variation is determined by comparing the Ap-
proved Daily Usage with the Actual Daily Usage to ar-
rive at a figure representing Daily Conservation (when
Actual Daily Usage is less than Approved Daily Usage)
or Daily Growth (when the reverse is true)./5id

For the third step, the projected annual revemues al-
lowed in this Decision would be compared to the actual

" annual revenues for that subsequent year.fbid Accord-
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ing to the Company, this difference represents the ex-
tent to which the Base Use Variation was offset by
factors including customer growth, weather-related us-
age, and commercial or industrial sales. Apphcation,
Benoit PFT, p. 8.

Two conditions must be met by the results of the third
step before proceeding to the fourth step. The first con-
dition requires that the difference is more than 1% less-
er or greater than the allowed annual revenues. F¥jbid.
If so, the second condition requires that that difference
be in the same direction as the Base Use VariationJbid.
For example, should the difference result in a revenue
shortfafl, Base Use Variation must also result in a Daily
Conservation. The Company linked the direction of the
variations in both base use and revenues in order to
avoid scenarios that would not be supportive of the in-
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tended goal of the WCAM, which is to align its finan-
cial interests with water conservation goals. Company
Response to Interrogatory WA-170. Relative to the 1%
thresheld, CT Water believes it to be sensible in order
to minimize the administrative costs of both the Depart-
ment and Company. Company Response to Interrogat-
ory WA-169.

The Company provided four scenarios representing pos-
sible results of the second step (Base Use Variation) and
the third step (Difference between Actual and Projected
Revenues). Application, Exhibit DCB-3a, 3b, 3¢, 3d.
The following table summarized each scenario:

Revenue Difference
(third step)

Action Taken

decrease of less than 1%

neo shortfall is recorded

decrease of more than 1%

shortfall is recorded as
deferred expense

increase of more than 1%

no shortfall is recorded

WCAM Base Use Variation
Scenario (second step)
Example #1 Daily conservation
Example #2 Daily conservation
Example #3 Daily conservation
Example #4 Daily growth

*45 Application, Exhibit DCB-3a, 3b, 3¢, 3d.

If both conditions are satisfied, as in examples #2 and
#4 above, the Company moves on to the fourth step,
which requires determination of the annual variation in
base use for residential customers (Annual Conservation
or Growth). To do so, the (daily) Base Use Variation is
multiplied by the total number of metered residential
customets and then by 365 days. That Annual Conser-
vation or Growth is then multiplied by the net cost per
gallon. The net cost per gallon is the residential com-
modity cost per gallon less the variable costs per gallon

increase of more than 1%

overage is recorded as
deferred credit

of treating and distributing water {eg, power and
chemicals). Application, Bencit PFT, p. 8. The result
would either become a deferred expense (in the case of
a revenue shortfall) or a deferred credit (in the case of a
revenue overage).lbid The Company would camry this
deferred expense/credit on its books going forward, and
repeat this process each year.Jbid.

The fifth step would only be triggered if the total de-
ferred expense/credit reaches $2 million. The Company
proposed that customer bills would not reflect the im-
pact of the WCAM until that threshold is met so as to
mitigate customer confusion that might be caused by
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constant bill changes. Company Response to Interrogat-
ory OCC-115. At the fifth and final step, CT Water
would apply for Department approval to adjust metered
residential rates to collect or credit the deferred amount,
possibly through a reopening of this proceeding or in
the Company's next general rate case. Application, Ben-
oit PFT, pp. 3 and 9.

¢. Department Analysis of the Proposed

WCAM

CT Water realizes that any success in fostering the con-
servation ethic in its customers is tempered by a decline
in rtevenues associated with increased conservation,
However, the Company alse realizes how crucial water
conservation is to its business, ‘Water conservation is
critical to ensure sustainability of [the Company's] wa-
ter infrastructure for future generations. Company
Brief, p. 8. Therefore, the Company developed the pro-
posed WCAM as a tool that would enable it to achieve
conservation success without: (a} having that success
hurt its financial performance; (b) placing unnecessary
risk on its customers: and (c} depriving its customers
the ability to control their water bills. Application, Ben-
oit PFT, p. 7; Company Brief, p. 8.

In conjunction with the proposed implementation of the
WCAM, the Company has also requested $100,000 in
seed funding to launch a program that would allow the
Company to aggtessively promote conservation. Ap-
plication, Westbrook PFT, p. 5; Schedule C-3.4-004; Tr.
3/8/10, p. 16. However, while CT Water has identified
some key components (e.g., retrofit programs for
schools, government buildings and hardship customers;
rebates for appliances and fixtures meeting certain effi-
ciency standards; incentives for customers meeting cer-
tain specifications for water-efficient new homes) that it
anticipates would be incorporated into its conservation
program, the Company has yet to finalize the specific
design of the program. Application, Westbrook PFT, p.
5; Company Response to Interrogatory OCC-23.

*46 The first two steps of the WCAM are contingent on
the Department's acceptance of the base load concept.
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As proof of the decline in residential consumption, the
Company provided exhibits centered on the concept that
usage in the 1st quarter would best represent non-
weather related usage, and that the changes from year to
year in non-weather related usage is due to the conser-
vation ethic that has taken hold amongst its customers.
However, as discussed in Section 1L.G.3, above, the De-
partment dismissed the use of the base load concept
primarily because data submitted by CT Water has not
effectively supported the Company's concept that 1st
quarter billing best reflects the billing period least af-
fected by weather-related water use. As noted by the
OCC, the data suggests that the appropriate three-month
billing period would more likely be from March through
May, not January through March. OCC Brief, p. 86. In
the OCC's opinion, instead of the proposed base load
approach, a more relevant approach for determining a
true base use period would require the analysis of actual
monthly usage data.lbid.

The Department does not argue that water conservation
has contributed to usage variations. However, the De-
partment disagrees with the Company's seemingly
steadfast stance that conservation is the predominant
cause for variation in non-weather related usage.
Tellingly, the Company could offer no empirical data
quantifying the effects of conservation measures. It is
merely assumed. Among other factors, the Department
believes that the poor economy and the recent increases
to customers' bills (as a result of two phases of rate in-
creases from the Company's Jast rate case and the
WICA surcharge) have significantly contributed to any
decline in consumption. Relative to the current econom-
ic challenges facing the Company's customers, Eric
Thornburg, CWS' President and CEQ, specifically stated:
...we also recognize that these are historic and unpre-
cedented economic times. We are sensitive to the chal-
lenges our customers face on a daily basis. We speak to
them every day and hear how difficult and uncertain the
times are for many of them.

Application, Thomburg PFT, p. 5.
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As a testament to the ongoing impact of the current eco-
nomy and recent bill increases, a number of the Com-
pany's ratepayers, especially those on fixed incomes,
spoke during several of the public comment hearings
about financial difficulties of their own and in theit
communities. Tr. 3/16/10, pp. 663, 666; Tr. 3/15/10, pp.
645, 647 and 648, 651; Tr. 3/17/10, pp. 838-841;
846-851; Tr. 3/31/10, pp. 1470-1475; 1476 and 1477,
1483-1485, 1495, 1503 and 1504, 1515-1518,
1521-1525, 1533. Even the declines in consumption that
the Company readily attributes to conservation arguably
could have been driven by a combination of both envir-
onmental concern and economic hardship, as one cus-
tomer attested to be the case. Tr. 3/17/10, pp. 846-848.
Subsequently, even the Company has acknowledged
that the current economy does impact consumption. Tr.
3/18/10, pp. 1012 and 1023,

*47 In the light of the above, the Company has chosen a
uniquely inopportune time to promote an aggressive
conservation effort. The current recession has appar-
ently already collaterally provided significant impetus
to conserve. 1t has also lowered the Company's returns.
These are both common experiences of market-based
industries at a time of recession.

According to the Company, it limited its proposed im-
plementation of the WCAM to just residential usage in
order to make the WCAM ‘as narrow as practical and
yet still provide some recognition of continuing conser-
vation.* Company Response to Interrogatory WA-170.
The Company argued that this limitation takes into con-
sideration that its commercial and industrial usage
levels are more impacted by fluctuations in general eco-
nomic activity or the loss of a few large customers./hid.
Therefore, any adjustment resulting from implementing
the WCAM would only impact residential customers as
an adjustment to their rates. Company Response to In-
terrogatory WA-172. The Department disagrees with
this limitation, as conservation measures can also be ef-
fectively undertaken by the non-residential customers.
Indeed, as noted above, some of the key components
that the Company expects to include in its conservation
program are either specifically geared to non-residential
customers (schools and government buildings) or could
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also benefit them (rebates for appliances and fixtures).
It bears reiterating that CT Water intends for the
WCAM to allow it to continue promoting conservation
effectively and aggressively while addressing declining
revenues associated with increased conservation. Ap-
plication, Thomburg PFT, p. 8. Therefore, since the
Company does not intend to limit its conservation pro-
gram to just the residential class, any adjustment mech-
anism should also be applied to usage by the non-
residential classes.

CT Water believes that true conservation is already in

. place and that water conservation efforts by the Com-

pany's ratepayers have led it to expericnce declines in
sales and revenues. Application, Thornburg PFT, p. %;
Tr. 3/8/10, p. 60. The Company believes this to be true
even though the Department has yet to rule on its re-
quest for $100,000 in funding for its conservation pro-
gram. Should that conservation program be approved
and CT Water's aggressive promotion of it is met with
success, the assumption is that both usage and revenues
would likely decline (ostensibly from water conserva-
tion) even further than that already experienced by the
Company. Therefore, with or without the program, the
Company would be protected from a decline in sales
and revenues under the WCAM, While the Company
stated that the WCAM would also give the customers
the opportunity to receive a benefit as a deferred credit,
the strict conditions for that outcome require that: (a)
annual revenues exceed projected revenues by 1%, and
(b) the daily use variation result in Daily Growth rather
than Daily Conservation. This would suggest that, in or-
der for customers to benefit from the WCAM, the Com-
pany's endeavors must somehow fail to achieve any sig-
nificant conservation impact, and customers must col-
lectively use considerably more water than projected.
Moreover, the Company has stated that the WCAM
‘will remove the disincentive of implementing and pro-
moting conservation programs [to] ensure cost savings
are passed onto ratepayers, and help reduce overall wa-
ter consumption. Application, Thornburg PFT, p. 10.
However, according to the Company, any cost savings
realized by customers from the ratepayer-sponsored
conservation program would only come as a result -of
more efficient fixture or appliance replacements. Re-
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sponse to Interrogatory OCC-23. Neither the Company
nor its sharcholders share in the costs for the program.
Therefore, on top of funding the totality of the Com-
pany's conservation program, any significant sales de-
clines resulting from any sustained success of that con-
servation program would likely lead to a deferred ex-
pense, and ultimately, another rate increase in the near
future for the Company's residential customers.

*48 In the AG's opinion, the WCAM would ‘render [the
Company] largely indifferent if actual sales differ form
forecasted sales and, therefore, would insulate the Com-
pany from any risk that actual sales fall short of projec-
ted sales.® AG Brief, p. 12. The AG believes the
WCAM unfairly and improperly shifts the business risk
of sales from the Company to its customers.Jbid. Ac-
cording to the AG, that business risk properly lies with
CT Water, and for which the Company teceives an au-
thorized ROE./hid Similarly, the OCC has concluded
that the Company's WCAM proposal ‘is all about reven-
ue stability, not conservation. OCC Brief, p. 78. The
OCC believes that the WCAM provides a shieid ‘from
any decline in sales or drop in per customer usage, no
matter if the reason is the economy, weather, conserva-
tion or adding a new system of custoiners with low us-
age.* Ihid Even CT Water cost of capital witness be-
lieves that the adoption of the WCAM would somewhat
reduce the Company's risk. Company Response to Inter-
rogatory WA-81.

The Company stated that without the WCAM to support |

conservation, declining sales alone will cause the Com-
pany to return to the Department for additional rate re-
lief in a relatively short time. Application, Thomburg
PFT, p. 10. According to the Company, it has a long-
standing practice of avoiding the need to file a rate case
application unless ‘absolutely necessary. Ibid, p.
11.However, as previously noted, the Company seeks to
only implement the WCAM for Rate Years 2 and 3, as
part of its proposed three-year rate plan. The very fact
that the Company has not specified any further use of
the WCAM beyond Rate Year 3, as well as the Com-
pany's overall proposal of spreading out the rate in-
crease over a three-year period, points to the strong
likelihood that the Company will seek rate relief shortly
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after Rate Year 3. Therefore, the Department does not
necessarily see how the WCAM would contribute in ex-
tending the period of time between rate cases.

Lastly, the Company indicated that its WCAM proposal
allows it to propose a minimal increase of 2% for public
fire protection charges. Application, Benoit PFT, p. 7.
However, the Company compensated for this minimal
increase, in large part, by proposing a larger increase in
rates for its rtesidential customers, which would ulti-
mately translate into a higher WCAM effect. This
would grant CT Water a level of revenue stability great-
er than what would be enjoyed by the Company if pub-
lic fire protection charges were taised at the same
across-the-board increase as metered rates, flat rates and
private fire protection charges.

In summary, the Department is reluctant to approve im-
plementation of the proposed WCAM due to the forego-
ing concerns and the current state of the economy. Quite
simply, now is not the appropriate time for the Com-
pany to propose implementing a revenue adjustment
mechanism such as the WCAM on the Company's rate-
payers, whom the Company has readily acknowledged
are facing difficult and uncertain times. Accordingly,
the Department rejects the Company's use of the pro-
posed WCAM.

6. Late Payment Adjustments

a. Proposed Late Payment Penalty Fee

*49 The Company has proposed to introduce a lLate
Payment Penalty Fee. For pro forma purposes, the Com-
pany has estimated that the proposed $25 fee, if billed
for an estimated 24,000 notices, would generate
$600,000 in pro forma revenue at present rates and the
same amount at proposed rates. Schedule C-3.1-11; Re-
sponse to Interrogatory OCC-19; Late Filed Exhibit No.
69, Update to Exhibit WA-158.

Were the Late Payment Penalty Fee an existing charge,
the Company would be correct in reflecting this amount
to pro forma revenue at present rates. However, it is a
newly proposed charge that provides a new source of
income to the Company. Thus, any income resulting
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from this proposed charge should only be reflected in
pro forma revenues at proposed rates. Accordingly, the
Department reduces pro forma revenues at present rates
by $600,000. Given that the Department has ruled
against the Company implementing the Late Payment
Penalty Fee in Section ILH.3.b below, the Department
also reduces pro forma revenues at proposed rates by
that amount.

b. Existing Late Payment Fee

[56] Not to be confused with the proposed Late Pay-
ment Penalty Fee, CT Water is presently approved to
apply a Late Payment Fee at an interest rate of 1.5% per
month agamst past due amounts on customers' bills.
Schedule E-1.0. In 2009, the Company collected a total
of $207,664 in late payment fees. Late Filed Exhibit No.
69, Update to Exhibit WA-158.

Moreover, the Company acknowledged that a limitation
of its current billing system creates a time lapse that
precludes timely application of the Late Payment Fee.
Tr. 3/8/10, pp. 144 and 145. As a result, the Company is
unable to bill for and collect the first month's late pay-
ment fee if the delinquent balance is paid before the
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next billing cycle.fbid, pp. 157 and 138.The Company
has stated that the Project Blue Horizon computer sys-
tem it plans to install would address this limitation fbid.
, p- 158.Without that limitation, the Company estimates
it would have applied an additional $70,517 in ‘missed’
interest fees. Late Filed Exhibit No. 69, Update to Ex-
hibit WA-158. Altogether, pro forma Late Payment Fee
revenue at present rates amounts to $278,181.

Historically, the Department increases revenue from the
late payment interest fees by the overall increase in al-
lowed revenues as an adjustment to pro forma revenue
at proposed rates. The overall increase requested by the
Company, under Late Filed Exhibit No. 69, is 28.071%.
Accordingly, the Department adjusts pro forma revenue
at proposed rates upward by $78,088 [$278,181 X
28.071%].

7. Summary of Department Adjustments

In summary, the Department makes the following ad-
justments to pro forma revenues:

Adjusted Adjusted
Revenue at Revenue at
Present Rates Proposed Rates

Operating Revenues (LFE-69) $61,850,124 $79,212,206
Department Adjustments: Brookside 562 750 South Coventry Residential
Residential

Net Department Adjustments $1,455,468 $2,220,227
Adjusted Operating Revenues $63,305,592 $81,432,433

[Note: The following TABLE/FORM is too wide to be
displayed on one screen. You must print it for a mean-
ingful review of its contents. The table has been di-
vided into multiple pieces with each piece containing
information io help you assemble a printout of the ta-
ble. The information for each piece inciudes: {1} a three

line message preceding the tabular data showing by line
# and character # the position of the upper left-hand
comner of the piece and the position of the piece within
the entire table; and (2) a numeric scale following the

tabular  data  displaying the character posi-
tions.]****************************************
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at Present Proposed Rates
RatesOperating Revenues $61,850,124
$79,212,206 (LFE-69)Department 562

750 South 238 317 Masons 7,959 10,618 471,235
628,660 Weather 1,575475 2,101,793 (600,000)

{600,000) - 78,089 Adjustments: Cov-
entry Isiand Customer Normaliza- tion
Late Late Brookside Resid- ential Seasonal Growth
Payment Pay- ment Residential
Penalty Fee In-
terest Net Department
$1,455,468 $2,220,227 Adjustments

Adjusted Operat-
ing $63,305,592 $81,432,433 Revenues

*50 For the purposes of this proceeding, total pro forma
revenues are $63,305,592 at present rates and
$81,432,433 at the revised rate increases proposed by
CT Water in Late Filed Exhibit No. 69.

H. RATE DESIGN
1. Existing and Proposed Rate Structure

a. Fxisting Rate Structures

CT Water has five major rate divisions: the CWC Main
Division, which covers the Shoreline, Northern and
Naugatuck Regions; the Crystal Water Division; the
Gallup Division; the Unionville Water Division and the
Mansfield Division. In the 2007 CT Water Rate Case
Decision, CT Water allocated the allowed revenue in-
crease through a rate design that applied different per-
centages to work towards equalization to the meter ser-
vice charges, commodity charges and fire protection
charges of CT Water's four separate rate divisions
{excluding the Mansfield Division) as a step toward an
eventual goal of single tariff pricing among four of its
major divisions.

The CWC Main Division's meter service charge rate
schedule is billed based on a single set of graduated

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.

http://web2.westlaw.com/print/printstream.aspx?utid=1&prft=HTMLE&sv=Split&vr=2.0... 12/1/2010




283 P.U.R.4th 217, 2010 WL 2801007 (Conn.D.P.U.C.)

meter service charges based on the size of the meter.
This holds true for the meter service charges that are
billed to the former Masons I[sland Company Water
Supply (Masons Island), SDC Water Company (SDC),
Bay Mountain Water Company (Bay Mountain), Crys-
tal, Unionville, Gallup and Brookside Divisions either
on a monthly or quarterly basis. All consumption for the
CWC Main, Crystal and Unionville divisions are billed
a separate commodity charge for each class of customer
either in thousand gallons or hundred cubic feet. The
Gallup, Brookside, Bay Mountain, SDC and Masons Is-

land Divisions are billed a separate commodity charge

but have the same common commodity charge for its
residential, commercial, industrial and public authority
classes and are billed i either thousand gallons or hun-
dred cubic feet. Private fire protection charges are billed
quarterly based on the size of the service connection.
Public fire protection charges are billed in linear feet
monthly, and hydrant charges are billed quarterly. Some
systems still bill public fire protection charges based on
an inch-foot basis. The CWC Main, Crystal and Union-
ville Divisions also have a separate private right of way
lmear foot charge. This rate typically applies to a con-
dominiumn association or a commercial shopping center
in which these customers often have small
(approximately, 6-inch) mains that they have paid for
via a customer contribution,

CT Water also has 2,000 seasonal metered customers,
1,424 in its Guilford system, 10 in its Chester system,
554 in its Sound View system and 12 in its Masons Is-
land system. Company Responses to Imterrogatories
0CC-135 and OCC-138; Company Late Filed Exhibit
No. 34.1. These customers usually get billed three times
a year. The first bill includes the service charge which
is only billed once at the start up of the season (usually
in April) and is priced at the anmual Jevel of the non-
seasonal customers because the customer service charge
is essentially the same as the year round customers. The
first bill includes the $20 seasonal service activation
fee. Seasonal metered customers are also billed a com-
medity rate based on all usage for that season. The
second bill is usually a quarterly bill and is mailed
around July 1st based just on the consumption used up
to that point and then a last bill is rendered at the end of
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the season to bill the customer for the remainder of the
consumption. Tr. 4/9/10, p. 1603.

*51 There are 365 unmetered seasonal customers in the
Shoreline Region. These customers are charged a flat
rate for the season and are also charged a $20 seasonal
service activation fee.

Since the 2007 CT Water Rate Case Decision, CT Wa-
ter has acquired many new customers and water sys-
tems. As of December 31, 2006, CT Water had 83,216
customers. As of December 31, 2009, CT Water had
88,441 customers, an increase of 5,225 customers in
which 3,285 came from acquisitions of 36 small water
systems. Company Response to Interrogatory WA-179.

The Company states that since its 2007 rate case De-
cision, a significant move toward single tariff pricing
was accomplished under the proposed rates in the last
rate case. The following list details what was accom-
plished by the proposed rate design from the 2007 CT
Water Rate Case Decision (excluding the newly ac-
quired systems) as follows:

+ Meter service charges are the same for all divisions
except for the Bradiey and Middlebury-Heritage sys-
tems due to contract provisions; « Commodity charges
are uniform in terms of having separate rates for each
customer class, except where limited by contract provi-
sions or percentage increases; * Public fire protection
charges for hydrant fees and the newly proposed linear
foot charges, reflect single tariff pricing for all divisions
except for the Crystal Division and the Bradley System;
» Private fire protection service charges reflect single
tariff pricing for all divisions except for the Crystal and
Gallup Divisions, due to the general policy approach to
avoid rate reductions; and + Seasonal usage rates reflect
single tariff pricing; however, there remains a differ-
ence in seasonal meter service charges for the customers
of Masons Island system and all other CT Water Divi-
sion systems because of a policy decision to avoid rate
decreases.

2007 CT Water Rate Case Decision, p. 14.

There are some Company systems that, as a result of ac-
quisition, have wnique rates. For example, in its De-
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cision dated September 20, 2006, in Docket No.
06-06-21,4pplication of Connecticut Water Service,
Inc, The Connecticut Water Company & South Cov-
entry Water Supply Company, Inc. for a Change of Con-
trol of South Coventry Water and Its Merger with and
Into The Connecticut Water Company, the Department
permitted the Company to keep former South Coveniry
customers at there existing rate schedule. Specifically,
that schedule of rates and charges consists of a single
service charge for all meter sizes, a single commodity
rate block for residential customers, and a two-block de-
clining commodity block structure for non-residential
custowners. The Company bills its customers in hundred
cubic feet. This system does not include fire protection
charges.

In addition, by Decision dated November 16, 2007, in
Docket No. 07-07-33,DPUC and DPH Review of Joint
Application of South Central Connecticut Regional Wa-
ter Authority, The Comnecticut Water Company and
BIW Limited for Approval of the Merger of BIW Limited
with and into South Central Connecticut Regional Wa-
ter Authority and The Connecticut Water Company's
Acquisition of Assets Owned by Eastern Connecticut
Regional Water Company, Inc., the Department ap-
proved CT Water's proposal to maintain former Eastern
Connecticut Regional Water Company, Inc.'s customers
at the Company's then current meter service charges,
commodity charges and fire protection charges.

*52 Presently, the Mansfield Division charges monthly
meter service charges based on the size of the meter and
has different commodity charges in thousands of gal-
lons for its residential, commercial, and public authority
classes. The Mansfield Division also has flat rate
charges for its 1,158 unmetered residential year-round
customers which are billed on a monthly basis. Com-
pany Responses to Interrogatories WA-174 and OCC-
255, Exhibit WA-174B, Exhibit OCC-255; Company
Late Filed Exhibit No. 69, Schedule C-3.1a Adjust.

The Mansfield Division also has 411 unmetered flat rate
seasonal accounts (175 in the Amston Lake System and
236 in the Lake Hayward System) which are billed on a
monthly basis. Company Response to Interrogatory
OCC-138; Company Late Filed Exhibits No. 34.1; and
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No. 42. The Mansfield Division seasonal customers are
also billed a $20 seasonal service activation fee for con-
sistency with other seasonal customers. Tr. 3/18/10, p.
399; Tr. 4/9/10, p. 1617. The Mansfield Division in-
cludes public fire protection rates on a per inch-foot
basis as opposed to the Company's typical linear foot
charge as well as monthly and annual fire hydrant
charges. The Company is working on metering certain
Mansfield Division systems, for example, 33% of cus-
tomers in the Westchester east system and 25% of the
customers in the Westchester Village system have been
metered. Company Response to Interrogatory OCC-237.

Further, in the Decision dated December 24, 2008, in
Docket No. 08-08-15,Joint Proceeding of DPH and
DPUC for the Application of The Connecticut Water
Company for Change of Control of the Ellington Acres
Company and Merger of Ellington Acres Company with
and info The Connecticut Water Company, the Depart-
ment approved maintaining the former Ellingfon Acres
customers (EAC) schedule of rates. Presently, the EAC
system bills all of its customers on a quarterly basis for
its meter service charges depending on the size of the
meter, a single commodity charge per 1,000 gallons for
its residential, commercial and industrial customers,
quarterly private fire protection charges based on the
size of the service connection, and bills its public fire
protection hydrants and inch-foot charges on an annual
basis.

In the 2008 CT Water Rate Case Decision, the Depart-
ment implemented the second phase of its revenue in-
crease. The Company's divisional rates wete increased
on an across-the-board basis effective on April 1, 2008,
This Decision did not affect the rates of the former cus-
tomers of South Coventry, Mansfield and EAC.
However, the Company was permitted to apply a uni-
form schedule of special charges to all of it customers,
including those in recently acquired systems.

CT Water also calculates a daily rate for its meter ser-
vice charges using four quarterly charges divided by
365 days to establish a per diem rate for the actual num-
ber of days in a particular billing cycle for each custom-
er in all of its divisions as well as South Coventry,
Mansfield and EAC. This allows CT Water to accur-
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ately bill ratepayers for the actual number of days in a
billing cycle. 2008 CT Water Rate Case Decision, p. 15.

b. Contractual Rate Schedules

*53 In the Naugatuck region, CT Water currently serves
452 residential customers, 17 commercial customers
and 14 public authority customers in the Town of
Middlebury (Middlebury). By Decision dated August 8§,
2001, in Docket No. 01-04-21,4dpplication of The Con-
necticut Water Company for Approval of a Special
Main Extension Agreement with the Town of Middle-
bury, CT Water and Middlebury entered into a special
contract that extended Middlebury's distribution system
and imterconnected it with the Company's Naugatuck
system (Middlebury-Heritage system).

The Middlebury-Heritage system had its own existing
schedule of fees and charges that CT Water retained as
a result of that Decision. CT Water bills Middlebury-Herit-
age system customers a meter service charge according
to the meter size and a commodity rate based on a two-
block inclining rate structure. Fire protection customers
are billed monthly based on a combmation of hydrant
and inch-foot charges. 2007 CT Water Rate Case De-
cision, p. 12.

CT Water also supplies water to the Bradley Interna-
tional Adrport in Windsor Locks, Connecticut (Bradley)
in accordance with the Department of Transportation
(DOT) Agreement (Agreement) No. 4.06-04(34) dated
Tuly 18, 1984. As a result of the Agreement, customers
on the Bradley system are billed a schedule of fees and
charges at 60% of CT Water's current rates. 2007 CT
Water Rate Case Decision, p. 12, The Bradley system
serves no residential customers, just commercial and
public authority customers. Meter service charges are
based on the size of the meter and there is a separate
commeodity rate for these customers.

¢. Sales for Resale Customers
CT Water has six resale accounts located in its Northern

division. These accounts are under The Metropolitan
District Commission (MDC) and Hazardville Water,
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MDC's accounts are billed monthly based on a 6-inch
meter service charge. Hazardville Water's accounts are
billed quarterly based on a 1-inch meter service charge
and usage billed at CT Water's commercial commodity
rate. Only two of these customers are regularly billed;
the other accounts are for emergency use and billed on
an ‘as needed basis‘. Tr. 3/18/10, pp. 868 and 979;
Company Response to Interrogatory WA-143; Company
Late Filed Exhibits No. 48a and 48b.

d. Rate Design Proposal

A Cost of Service Study (COSS) was not performed for
the instant rate case proceeding. The Company's most
recent company-wide COSS was performed for its Jast
rate case application in order to determine CT Water's
revenue allocation and rate design proposals. For that
COSS, the Company used the Base-Extra Capacity
methodology, which identifies and classifies the various
cost components comprising the revenue requirement
and allocates the functionalized costs among customer
classes including its seasonal customers. A fire service
cost allocation was also provided within the format of
that study.

For this Application, CT Water is proposing a three-
year rate plan for the Department's consideration. The
Company is proposing two versions of three-year rate
plans, the Standard Rate Plan (SRP) and the Alternate
Rate Plan (ARP). Under the SRP, the Company is re-
questing a $16.8 million rate increase in the first rate
year, $1.4 million in the second rate year and $1.399
million in the third rate year, Under the ARP, the Com-
pany would spread the total revenue increase evenly
across each of the three years by approximately $6.36
million each year. Application, Benoit PFT, Exhibit A-
2, pp. 2 and 3; Exhibit DCB-4.

*54 In both cases, the Company is proposing to limit

- the increase to public fire protection rates to two per-

cent each year, and to apply the remainder of the ap-
proved revenue increase for each year on an across-
the-board basis to all other rates, except miscellaneous
service charges.Jbid By the third rate year, both rate
design proposals would have achieved the same level of
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revenues and rates.fbid CT Water's decision to limit the
proposed increase public fire protection charges to two
percent was not based on the results of a cost of service
study, but rather, the challenging economic times mnuni-
cipalities are having in keeping their costs down and
staying within their budgets. The Company also states
that increased public fire protection rates would ulti-
mately be passed onto residents through higher property
taxes. Company Response to Interrogatory OCC-130.

CT Water did not offer any additional alternative rate
design - proposals other than the across-the-board in-
creases under its SRP and ARP, essentially not continu-
ing with its move towards a single tariff rate structure.
The Company asserts that it has not changed its plan to
move towards a single tariff rate structure and intends to
address rale equalization issues in its next rate case ap-
plication. Benoit PFT, p. 19; Company Late Filed Ex-
hibit No. 52.

e. OCC Position Regarding Rate

Design Proposals

By proposing an across-the-board increase, the OCC
states that the Company's rate design proposals are not
in keeping with the move toward single tariff pricing.
Rather, the rates from the different divisions are moving
further apart, instead of closer together. The OCC fur-
ther believes that these rate design proposals are not in
line with CT Water's last cost of service study. OCC
Brief, p. 5. Additionally, the OCC claims that the con-
sequences of its 2% increase limitation on public fire
protection has CT Water's residential, commercial and
industrial customers subsidizing the public fire protec-
tion customers and does not base the Company's rates

on cost causation./bid The OCC is of the opinion that -

the Company's proposed rate design is not consistent
with the Department's past precedents in regards to ad-
opting rate structures that move to gradual rate equaliz-
ation.fbid

2. Department Analysis of Rate Design

a. General
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[57-59] CT Water has requested the Department's ap-
proval to amend its existing rate schedules by one of
two proposed three-year rate plans, the SRP and the
ARP. Under either plan, the revenue increases wouid
result in the same revenue requirement over the three-
year period. As noted in Section ILB of this Decision,
the Department has rejected the Company's multi-year
rate plan approach.

The Company proposes to allocate its approved revenue
increase on an across-the-board basis to all of its cus-
tomer classes excluding the public fire protection class
and miscellaneous service charges. Spreading the in-
crease across-the-board will widen the gap between di-
visions and move away from the concept of single tariff
pricing in which efforts were made in the 2007 CT Wa-
ter Rate Case Decision. The Department is concerned
with the Company's willingness to depart so easily from
a COSS which was just completed its last rate case. The
Department will order the Company in its next rate fil-
ing to structure its proposed rates based on the most re-
cent COSS and continue its move towards a single tariff
pricing structure and equalization of rates amongst all
of its divisions. :

b. Seasonal Metered Customers

*55 [60] Throughout this proceeding there has been
much discussion regarding the existing rate design for
CT Water's Shoreline Region and its metered seasonal
customers. The existing and proposed rate design for
these customers contains a meter service charge for the
entire year that is billed in the beginning of the season
along with a $20 seasonal service activation fee, as well
as a consumption charge based on each thousand gal-
lons of use. In the Shoreline Region, the consumption
charge for seasonal customers is more than double that
for year-round customers. Seasonal customers usually
receive a second bill based on their consumption from
the first portion of the season and a final bill at the end
of the season for the remaining consumption.

Some seasonal customers were under the inipression
that they were being billed a $120 charge just to tumn
their water service on at the beginning of the season.
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The Company explained that there were several costs
associated with the activation process to start up a sys-
tem. These include bringing sources of supply on line,
flushing the system and installing meters that were
‘pulled* from some of the seasonal customers at the end
of the prior season. The Company alse stated that it
needs to engage in an education process with customers
to help them fully understand the costs associated with
the start up of a seasonal system and to inform them that
the first bill contains the year-round service charge in
addition to a seasonal activation fee. Tr. 4/9/10, pp.
1614-1617.

Additionally, the Company asserted that if a water sys-
tem only strictly serves seasonal customers, the entire
cost of the service or revenue requirement allocated to
that system must be recovered from these seasonal cus-
tomers. For systems that serve both year-round and sea-
sonal customers, allocations are made to recognize that
it is more costly to serve seasonal customers because
they impose peak demands during overall system max-
imum demand periods, but no demand during off peak
(non-seasonal) months. Further, with the water systems,
a large portion of the total costs are fixed for the facilit-
ies in place such as mains, meter services, hydrants and
pumps. Company Response to Interrogatory OCC-136.
Seasonal customers only provide revenue for a part of
the year as opposed to a year-round customer who gen-
erates revenues for the full year. Therefore, in order to
recover total costs, and not have year-round customers
subsidize seasonal customers, a rate differential is im-
posed. Company Response to Interrogatory OCC-136;
Tr. 3/18/10, pp. 887-894. Because these are only partial
year customers, the service charges for meter/services,
billing and accounting must reflect not only the number
of bills, but also the fact that the cost of the meters/
services must be recouped over fewer billing periods.
Ibid.

CT Water is amenable to working with the OCC regard-
ing the rate structure for seasonal customers and pos-
sibly developing an alternatc seasonal rate design as
long as the Company is able to recover its total costs
from all of its customers. A possible alternative sugges-
tion was to equalize the commodity rate to allocate
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some costs to the basic service charge or increase the
seasonal activation fees. Tr. 4/9/10, pp. 1601 and 1602,
1605-1611. Neither the Company nor the OCC filed an
alternative seasonal rate design proposal prior to the
close of hearing in this proceeding,.

*56 The Department notes that cost of service principles
provide justification for the rates paid by seasonal cus-
tomers. Unfortunately, the two options for billing these
customers (smaller year-round billing covering periods
when no usage occurs or seasonal billing involving few-
er, but larger billings) have the effect of creating the ap-
pearance of inequity.

Due to the small number of customers subject to these
rates, an overall revenue requirement allocation from
seasonal customers to other classes involves a modest
sum. While not a justification in itself, revising the
Company's proposed scasonal customer rate structure
gives the Department the opportunity to balance com-
peting interests. Specifically, the Department wiil
equalize the seasonal customer commodity charge with
that of year-round customers. In the opinion of the De-
partment this provides a measure of faimess without vi-
olating cost causation, Many of these customers would
prefer to be year-round customers, but are prevented by
the local government from doing so due to health and/or
safety concerns. As such, the rates approved in this De-
cision reflect the equalization of commodity rates of the
Shoreline Region seasonal-metered customers and the
Masons Island seasonal-imetered customers to that of
the year-round commeodity rates in their respective divi-
sions. CT Water may no longer charge these seasonal-
metered customers, along with the seasonal flat rate
shoreline and Mansfield seasonal flat rate customers,
the existing $20 seasonal service activation fee at the
beginning of the season, and will eliminate the seasonal
activation fee from its miscellaneous service charge rate
schedule.

¢ Seasonal Flat Rate Customers
[61] In the CWC Main Division, there are 365 un-

metered seasonal customers in the systems of Point of
Woods, Sound View and White Sands Beach that are

© 2010 Thomsen Reuters. No Claim to Orig. US Gov. Works.

http://web2.westlaw.com/print/printstream.aspx tutid=1& prit=HTMLE&sv=Split&vr=2.0... ~12/1/2010




283 P.U.R.4th 217, 2010 WL 2801007 (Conn.D.P.U.C.)

charged a flat rate for the season and a $20 seasonal ser-
vice activation fee. Response to Interrogatory WA-148;
Company Late Filed Exhibit No. 40. CT Water plans to
meter the majority of these customers in 2010. Tr.
3/18/10, p. 867, Company Response to Interrogatory
0OCC-138.

The Company's seasonal flat rates for this division are
currently charged commensurate to the unit type: single,
duplex, triplex, quadplex or commercial. Schedule E-
1.0. Only single customers remain unmetered. Response
to Interrogatory WA-148. Accordingly, the Department
will maintain the single flat rate but will eliminate du-
plex, triplex, quadplex and commercial flat rates as they
serve no remaining purpose. The seasonal activation fee
will no longer apply to these customers since this rate
will be eliminated by the Department. Seasonal flat rate
customers will also not be subject to the across-
the-board adjustment to rafes.

3. Schedule of Special Charges

a. Existing Charges

162, 63] CT Water's existing schedule of special charges
consists of turn-on and tum-off fees, a seasonal service
activation fee, frozen meter charges, bulk water
charges, unauthorized hydrant and water use fees, curb
box repair charges, a cross-connection notice fee, a re-
turned check fee, a late payment fee, and service con-
nection fees. This schedule of special charges is uni-
formly applied to the Company's customers in ail divi-
sions and systemns.

*57 The Company proposes to maimtain all of these
charges at their current levels as significant changes to
most of those fees were approved in the 2007 CT Water
Rate Case Decision. The Company has acknowledged
that there has been an increase (from $24.42 to $25.51)
in the labor component of some of these fees. However,
the Company believes that even with this minimal in-
crease, these charges remain cost-justified, appropriate
and comparable to those of other water utilities. Tr.
3/8/10, pp. 148-151; Tr. 4/9/10, pp. 1596 and 1597;
Company Response to Interrogatory WA-153, Supple-
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ment to WA-153. The Company failed to file its fire
service connection tariff fees in the Application and has
subsequently filed them as Late Filed Exhibit No. 45.
The Company also proposes no changes to these fees
and believes that they are cost justified. Tr. 4/9/10 pp.
1598-1601; Company Late Filed Exhibit No. 45. Upon
review, the Department approves the Company's pro-
posal to maintain existing rates contained in its schedule
of special charges except for the seasonal activation fee
which the Department is eliminating as an approved rate.

b. Proposed Late Payment Penalty Fee

{64] CT Water proposes a Late Payment Penalty fee of
$25 per occurrence. This fee would be applied whenev-
er the Company issues a termination notice for a delin-
quent account. The Company hopes that this fee would
encourage more timely payments and minimize the con-
siderable time, expense and customer impact of initiat-
ing collection activity and shut-off procedures when an
account becomes delinquent. CT Water states that some
customers frequently wait to make their payment when
they are called by Company Collections' staff or when a
service person arrives to shut off service, Company Re-
gponse to Interrogatory OCC-185.

The OCC questioned the Company as to why it pro-
posed to offer a Late Payment Penalty Fee after its Pres-
ident stated that CT Water was sensitive to the chal-
lenges of customers and local govemments. The OCC
believes that the proposed late penalty fee contradicts
this statement. The OCC also believes that this pro-
posed fee is excessive and inappropriate given current
economic times and that there should not be a service
charge associated with a termination notice or late pay-
ment absent a truck being sent to terminate service.
Overall, the OCC opposes the proposed late penalty fee.
Tr. 3/8/10, pp. 36-44; OCC Brief, pp. 76 and 77.

The AG also requested that the Department deny the
proposed Late Payment Penalty Fee stating that the
Company is already entitled to assess a 1.5% late pay-
ment charge and that this proposed fee is simply punit-
ive and, more importantly, specifically targeted to those
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customers who are already struggling to pay their bills
and can least afford it. AG Brief, p. 10.

No other water company in Connecticut has an ap-
proved fee similar to what CT Water is proposing. Also,
the Company was unable to provide a detailed cost
breakdown justifying the proposed $25 amount. The
Company could only offer that the $25 amount is com-
parable to what credit card companies might charge. Tr.
3/8/10, pp. 140 and 141. Presently, the Company
already has an approved late payment fee of 1.5% per
month assessed to delinquent bills and a service turn on
and turn off fee before and after hours which recoups
the collection efforts made by the Company pertaining
to a delinquent bill or shut off notice. Tr. 3/8/10, pp.
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151-155; Company Response to Imterrogatory WA-158.
The Department denies approval of the Late Payment
Penalty Fee.

I SUMMARY - TABLE IT

Table II, below, shows the revised pro forma Income
Statement at the proposed rates as presented by the
Company, the adjustments made by the Department and
the pro forma Income Statement as adjusted by the De-
partment.

TABLE IT
Proforma
after

Company Department Department

Pro Forma Adjustments Adjustments
Operating Revenue: $61,850,124 1,265,559 $63,115,683 M&J/Other Income
Present Rates
Total Operating Revenues $79.969,533 $1,966,875 $81,936,408
Operating Expenses: Oper- $35,401,608 $(1,515,239)  $33,886,369 Depreciation Expense
ation & Maintenance
Total Operating Expenses $59,274,474 $(267,536) $59.006,938
Utility Operating Income $20,695,059 $2,234,411 $22,929.470

[Note: The following TABLE/FORM is too wide to be
displayed on one screen. You must print it for a mean-
ingful review of its contents. The table has been di-
vided into multiple pieces with cach piece confaining
information to help you assemble a printout of the ta-
ble. The information for each piece includes: (1) a three
line message preceding the tabular data showing by line

# and character # the position of the upper left-hand
corner of the piece and the position of the piece within
the entire table; and (2) a mumeric scale following the

tabular  data  displaying the character posi-
ﬁonsj****************************************

dok kR Rk kKR Rk R Rk kR kR ok ok k ko Rk kR R Rk bRk

** This is piece 1. — It begins at character 1 of table
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line 1.
s 3 3 3 ok ok ok Ok Ok ok K R o o ok K o R sk sk sk ke ok ok ok R ok ok R ok ok R R R R

5 o ook o o o s ok o okl ko kok 3O OBk ok Rk R ok kR kR ko ok

TABLE 11 Proforma

after Company Depart-
ment Department Pro Forma  Adjust-
ments AdjustmentsOperating Reven- ue: $61,850,124

1,265,559 $63,115,683 757,324 Present
Rates Mé&J/Other In-
come

Total Operating

$79.969,533  $1,966,875  $81,936,408  Revenues

Operating Expenses:
$35,401,608  $(1,515,239)  $33,886,36%  7,629,24
5 Operation & Depreci- ation Maintenance Expen
s5€

Total Operating
$59.274.474  $(267,536) $359,006,938 Expenses

. Utility Operating
$20,695,059 $2234411 $22,929470 Income

... €=..10.... €=.20... €= 30.... &=
A0 =050, €= .60 €=.70.. €=

g o e ok o ok ok ok sk ok B o o o ok ok ok e o ko e s ke ok ok ok ke ke o s ke sk sk ke ok ok
e s e ok ook ok R ok ok ok ok R ok e ok ok ke e ke e ok sk ok ek kR ok ok kok
This is piece 2. -- It begins at character 80 of table line 1.
RRw Rk kkk Rk kk ko R R ko ok ek kb ko kokokok Rk Rk
Sk kokkdckokdkk ok ok kR Rk R Bk deokokokek Rk ke deokokok g

757,324 17,362,085 701,316 18,063,401 Pro-
posed Increase (397,882) 7,231,363
5,351,502 5,351,502 1,031,361 Prop- erty Payroll
Taxes TaxesR0.. <=..90.... &=
il €2 10, €2..20.... €=2..30.... €=.. 40....
&=
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* This is piece 3. -- It begins at character 152 of table
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line 1.
ok ook ok o o ok o kK R ok ok K ok o ok ok K kR ok ok koK R R Rk ok kKR

ek g kkkdk ok okdok ko Rk R kR Rk Rk kR kR R Rk Rk

(48,921) 982,440 CT

1,497,822 354409 1,852231 8,362,936 1,340,097
Corporate  Federal Busi- ness Income

Taxes Taxes152....60.... €=, 70....
&=, 80.. €= 90... €&=.0.. €=.10.. €=
.20 &=

30*****************************************
ook ok ok ook ok ok ok R ok R R R ke ok e ke eokokok ok kol sk b ek ko ok ok
This is piece 4. -- It begins at character 231 of table line 1.
s kkoR Rk ok ok R Rk ok ek ko kokkok ek ok kb ok ek kok ok ok ke
Sk ERkkRkRRR R Rkkdck Rk k d kkkkckokk kR kg 9‘7

>

03,033231....40. WIDETABLE NOTE--Some parts
of this form are wider than one screen. To view ma-
terial that exceeds the width of this screen, use the right
arow key. To retum to the original screen, use the
left amow key. TABLE II  Proforma

after Company Depart-
ment Department Pro Forma Adjust-
ments AdjustmentsOperating Reven-
ue: $61,850,124 1,265,559 $63,115,683
757,324 757,324 17,362,085 701,316
18,063,401 Present Rates M&J/Other In- come Proposed

Increase
Total Operating
$79,969,533  $1,966,875  $81,936,408  Revenues
Operating Expenses:

$35,401,608 $(1,515,239) $33,886,369
7,629,245 (397,882) 7,231,363

5,351,502 5,351,502 1,031,361  (48,921) 982,
440 CT 1,497,822 354,409 1,852,231 8,362,936
1,340,097 9,703,033 Operation &  Depreci-
Payroll Corporate Fede ral Maintenance Expense
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Taxes Taxes Business In- come

Ta
Xes Taxes
Total Operat-
$59,274,474  $(267,536)  $59,006,938  Expenses
Utility Operating
$20,695,059  $2,234,411  $22,929470  Income

*58 J. RATE OF RETURN

1. Infroduction

{65, 66] In determining the appropriate cost of capital to
allow the Company, Comn. Gen. Stat. §16-19e(a) re-
quires that:

{TThe level and structure of rates be sufficient, but no
more than sufficient, to allow public service companies
to cover their operating costs including, but not Iimited
to, appropriate staffing levels, and capital costs, to at-
tract needed capital and to maintain their financial in-
tegrity, and yet provide appropriate protection to the
relevant public interests, both existing and foresecable

To determine a tate of return (ROR) on rate base that is
appropriate for the Company's overall cost of capital,
the Department identifies the components of its capital
structure and estimates the cost of each component. The
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components are then weighted according to their pro-
portion of total capitalization. These weighted costs are
summed to determine the Company's overall cost of
capital, which becomes the allowed ROR.

2. Capital Structure and Financial

Condition

a. Capital Structure

The Company has proposed that rates be based upon a
simple hypothetical capital struc ture consisting of 50%
Long-term Debt to 50% Common Equity valued as of
the Test Year, December 31, 2008. Application, Sched-
ule D-1.0. According to the Company, the 50% Long-
term Debt to 50% Common Equity mix is its targeted
capital structure. Response to Interrogatory WA-8; Tr.
3/12/10, pp. 400 and 401. The Company further states
that the 50%-50% hypothetical is in line with water in-
dustry standards and is based upon the Depariment's
past practices. Company Brief, p. 21. The Company's
review of water companies' total capitalization in 2008
shows that, on average, common equity made up
50.90% of the capital structure. Benoit PFT, p. 10.

The Company's final capital structure proposal includ-
ing components and corresponding costs are provided in
the table below.

Percentage te Weighted
Class of Capital Total Cost Cost
Long-term Debt 50.00% 5.74% 2.87%
Common Equity 50.00% 11.30% 5.65%
Total Capitalization 100.00% 8.52%

Application, Schedule D-1.0
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Given the Company's proposal of a multi-year rate plan,
the Company also supplied forecasted capital structures
for Rate Years 2 and 3. These capital structures are ex-
actly the same as the one for Rate Year 1, consisting of
50% Long-term Debt to 50% Common Equity. Applica-
tion, Schedule D-1.0B and Schedule D-1.0C; Response
to Interrogatory WA-12,

The Company feels that its targeted and proposed 50%
Long-term Debt to 50% Common Equity ratio is appro-
priate to finance its rate base on a long-term basis. In
support of this position, the Company indicates that it
manages its financings to align with the target in the
long-term. Likewise, the Company suggests that the
50%-50% target is within the norm of other Connecticut
utilities. Response to Interrogatory OCC-106.

*59 The Company supplied an exhibit depicting anticip-
ated quarterly changes in capital siructure over the time
period covering December 31, 2009 though December
31, 2012, CT Water Late Filed Exhibit No. 15. Accord-
ing to CT Water Late Filed Exhibit No. 15, the Com-
pany's use of Short-term Debt increases over the time
period December 31, 2009 through March 31, 2010,
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from 7.33% to 9.34%. Short-term Debt use then steadily
declines over the period June 30, 2011 through June 30,
2012, to 0% then slightly increases over the next two
quarters. An amount of Short-term Debt ranging
between 7-9% is consistently used through March 31,
2012. CT Water Late Filed Exhibit No. 15; Tr. 3/12/10,
pp. 419-422. According to the Company's estimates at
Tune 30, 2010, CT Water's actual capital structure will
consist of 45,50% Common Equity, 45.94% Long-term
Debt and 8.56% Short-term Debt. Excluding Short-term
Debt, the June 30, 2010 capital structure translates to
49.76% Commeon Equity and 50.24% Long-term Debt,
Responses to Interrogatories OCC-107 and WA-12; CT
Water Late Filed Exhibit No. 15; Tr. 3/29/10, pp.
1357-1359,

An exhibit compiling and summarizing the Company's
December 31st year end capi talization mix between
Common Equity and Long-term Debt is tabulated be-
low: ’

2004 2005 2006 2007 2008 2009
Common  57.69% 54.07% 56.29% 52.03% 52.55% 52.4%
Equity :
Long-term  4231% 45.93% 43.71% 47.97% 47.45% 47.6%
Debt

Rate Year 2010 Rate Year 2011 Rate Year 2012

Common Equity 50.18% 47.44% 52.47%
Long-term Debt 49.82% 52.56% 47.53%

Application, Schedule G-1.3; Responses to Interrogator-
ies WA-11 and WA-12; CT Water Late Filed Exhibit

No. 17; Tr. 3/12/10, p. 411.

In December 2009, the Company's parent, CT Water
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Service, Inc. (CWS or Parent Company) provided a $5.1
million capital infusion. The purpose of the infusion
was to reflect equity received by the Parent Company
derived from CT Water's operations. The sources of the
equity infusion were from the Company's dividend rein-
vestment program and stock options exercised over the
past year. Response to Interrogatory WA-10.

The Company indicates that over the next three years, a
$20 million long-term debt issuance and a $20 million
CWS stock issuance will be needed to finance its future
capital improvements. These requirements have been
factored into the period covering the multi-year rate
plan. Response to Interrogatory WA-18.

The Company indicates that it had not prepared a fore-
casted financial plan for itself or its Parent Company.
Therefore, it could not provide projected capital struc-
tures for the years 2013 through 2016. Given that this
level of detail was not available, the Company could not
respond to Department inquiry regarding future capital
expenditures and projected capital structures. Response
to Interrogatory WA-13; Tr. 3/12/10, p. 412.

b. Financial Condition

*60 While on the surface, its financial condition and vi-
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ability appears the same as in 2006, the Company feels
that declining consumption is going to be a long-term
trend that will hamper its ability to recover its allowed
revenue Tequirement. In response to this observation,
the Company proposed the WCAM as a means to ad-
dress the issue. Response to Interrogatory WA-19. The
Company notes that land sale profits and tax credits
from those sales are sporadic and are based upon excess
land and demand for that land. Although land sales and
tax credits are beneficial sources of tax relief, they fur-
ther complicate the Company's fmancial condition as
the Company is unable to consistently use land sale
profits and tax credits to enhance net income.fhid.

Since its last rate case, the Company's Return on Equity
(ROE) has been less than the 10.125% ROE allowed by
the Depariment. According to the Company, its average
ROE was 8.83% on December 31, 2007, 9.57% on
December 31, 2008, and 8.01% on December 31, 2009,
CT Water Late Filed Exhibit No. 19; Supplemental Ex-
hibit No. 19. At the Department's request, the Company
supplied other key fimancial metrics valued at year end,
December 31st, as compiled in the table below:

Ratio 2006 2007 2008 2009
Total Asset 0.153 0.167 0.168 0.148
Turnover (TAT)

Current Ratio (CR)  0.821 1.166 0.563 0.842
Cash Flow from Op- 0.722 0.889 0.925 0.862
erations (CFO)

Total Debt to Total  0.462 0.501 0.495 0.524
Capitalization
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Times Interest 3.363 4.835 4.519 3.400
Earned (TIE)

Fixed Coverage Ra- 0.570 0.717 0.720 0.440
tio (FCR)

Cash Flow Coverage 2.386 3.083 2.879 3.005
Ratio (CFC)

Operating Margin ~ 0.161 0.225 0.229 0222
(OM)

Profit Margin (PM) 0.114 0.139 0.144 0.153
Contribution Margin 14.181 16.027 15.360 15.017
(CM) '

Return on Total As- 0.052 0.065 0.066 0.044
sets (ROA)

Return on Invested  (0.005) 0.009 0.011 0.010
Capital (ROI)

Response to Interrogatory WA-21; Late Filed Exhibit
No. 17a.

The Company states that CWS has no strict dividend
payout target, but believes that over the long run, a pay-
out of 70%-80% of earnings should be paid to share-
holders. Overall, the Company believes sharcholders
value consistency combined with modest increases to
the dividend payout ratio. In recent years, CWS has

supplied its shareholders with increased common di-
vidends of $0.02 annually, translating to a 2% annual
growth rate in shareholder dividends. Response to Inter-
rogatory WA-22. The following tables summarize past
and future dividend payouts:
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EPS

DPs

DPS/EPS

EPS

DPS

DPS/EPS

EPS
DPS

DPS/EPS
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2000 2001 2002 2003 2004
$5,439 $5,780 $5,542 $5,734 $5,924
$3,841 $3,998 $4,194 $4,052 $4,106
70.6% 69.2% 75.7% 70.7% 69.3%
2005 2006 2007 2008 2009
$4,506 $3,582 $5,480 $5,888 $6,054
$4,187 $4,095 $4,367 $4,474 $4,571
92.9% 114.3% 79.7% 76.0% 75.5%
Forecast
2010 2011 2012
$6,112 58,859 $8,855
$5,179 $5,335 $5,442
84.7% 60.2% 61.5%

*61 Response to Interrogatory WA-23; Supplemental
Response to Interrogatory WA-23.

3. Cost of Long-term Debt

CT Water has 11 long-term loan issues. The Company

has both fixed and variable rate debt. The interest rate
on its fixed rate debt ranges from 4.40% to 5.125%,
whereas the interest rate on its variable rate debt ranges
from 1.90% to 3.48%. The embedded cost of its 11 bor-
rowings is 5.74%. Application, Schedule D-3.0; Re-
sponse to Interrogatory WA-17. The Company almost
exclusively used the Connecticut Development Author-

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.

hitp://web2.westlaw.com/print/printstream.aspx 2utid=1&prit=HTMLE&sv=Split&vr=2.0... ~ 12/1/2010




283 P.U.R.4th 217, 2010 WL 2801007 (Conn.D.P.U.C.)

ity (CDA) to issue its debt. According to the Company,
the CDA provides a great means to keep its borrowing
costs low. Additionally, the Company has been active in
reffnancing its debt. It currently has five series of bonds
eligible to refinance, but current market conditions do
not provide an opportunity to refinance. Response to In-
terrogatory WA-16.

4. Short-term Debt and Short-term Debt

Equivalent

The Company conducts its intercompany short-term
borrowing with CWS. CWS maintains lines of credit
(LOC) with three banks with total access to approxim-
ately $40 million. The three banks and comresponding
LOC are CoBank and Citizen's Bank each with $15 mil-
lion and Bank of America with $10 million. The Com-
pany indicates CWS will negotiate to extend these
LOCs as they expire over the next one to two years. Ap-
plication, Schedule D-2.0, Response to Interrogatory
WA-14. The Company indicates its composite cost of
Short-term Debt is 2.384%. Application, Schedule D-
2.0; Tr. 3/12/10, pp. 414-418.

The Company recognizes that there is a difference
between its proposed ratemaking rate base and total
capitalization. According to the Company, the reason
for this difference is the amortization of a negative ac-
quisition premium that arose from CT Water's acquisi-
tion of the assets of Birmingham Utilities' Eastern Divi-
sion (formerly, the Eastern Connecticut Regional Water
Authority) and the amortization of Contributions in Aid
of Construction (CIAC). ™ Company Brief, p. 22.
The Company disagrees with a portion of the Birming-
ham Utilities Rate Case Decision. Specifically, that Pe-
cision suggested that CT Water had agreed that the rate
base differential from the Eastern acquisition could be
treated as a Short-term Debt Equivalent for ratemaking
purposes. Tr. 4/9/10, p. 1633; Company Brief, p. 22.
The Company believes that if the Short-term Debt Equi-
valent is applied to the Eastern acquisition assets, then
the Company will experience negative earning impacts
from the acquisition. Indeed, the Company believes it
will be punished for negotiating a purchase price below
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book value and returning the negative acquisition
premjum amortization to the customers in the form of
lower rates. Company Reply Brief, p. 2. According to
the Company, the only thing agreed to during the East-
ern acquisition hearings was that determining the cost
of this rate base differential is a decision that is fought
in the rate case, not that the differential could be treated
as an offset to rate base. Company Brief, pp. 22 and 23.
The Company's final position is that it did not agree to
the Short-term Debt Equivalent treatment of the Eastern
acquisition during the acquisition docket. Company
Reply Brief, p. 12.

*62 Although the Eastern acquisition issue is unique to
CT Water, the CAIC issue is experienced by all Con-
necticut water comnpanies given that in 1986, the De-
partment created Account 272 (in the Uniform System
of Accounts Prescribed for Water Utilities Class A) to
provide a procedure for CIAC to be amortized over the
life of the plant rather than remaining on a company's
books indefinitely. Company Brief, p. 23. Therefore, the
Company feels CIAC amortization is necessary and
should not be used as justification to reduce a com-
pany's return potential. Jbid.

The Company also believes that the Department should
not use a Short-term Debt Equivalent to equalize rate
base and capitalization in this case. According to the
Company, truing up capitalization to rate base results in
a fictitious amount of dollars that does not finance any
dollars in the ratemaking rate base. Furthermore, the
Company suggests such a short-term debt plug would
be particularly inequitable since its composite cost of
short-term debt is 2.38%. Company Brief, p. 24. The
QCC does not disagree with the Company's idea of a
Short-term Debt Equivalent being fictitions. However,
the OCC argues that the Company's proposal to ignore
the difference between the capitalization and rate base
balances, and to impose the 50%/50% hypothetical cap-
ital structure, are also fictitious. QCC Reply Brief, p. 4.

Although it acknowledged, during the Eastern acquisi-
tion proceeding, that the Short-term Debt Equivalent ap-
proach was one possibility, the Company points out that
short-term debt costs at that time were approximately
5%. The Company argues that in today's interest rate
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environment, the use of 2.384% would be devastating.
Company Reply Brief, p. 12. In response, the OCC
stated that short-term debt costs are what they are. Ac-
cording to the OCC, a company as large as CT Water
should have short-term debt costs lower than that of
smaller companies like Avon Water and Hazardville
Water. According to the OCC, using the current short-
term debt cost of 2.384% is the same as using the Com-
pany's 5.37% i its last rate case. Since interest rates
have declined since the last rate case, it is expected that
the Company's financing costs shounid reflect these
lower interest rates. The 2.384% rate is the Company's
actual rate and applying any other rate to the Shori-term
. Debt Equivalent would result in a higher bogus rate of
return on rate base for the Company. OCC Reply Brief,

p. 5.

The Company described how it believed its situation
was different from the other cases where a Short-term
Debt Equivalent was imposed by the Department. For
example, at page 51 of the Birmingham Utilities Rate
Case Decision, the Company states that Birmimgham
Utilities proposed using a Short-term Debt Equivalent
because shori-term debt caused the difference between
Birmingham Utilities' capitalization and rate base. Like-
wise, Birmingham Utilities used shori-term debt as a
significant financing source for capital projects and ex-
pected to continue using it. Company Brief, p. 25. Other
instances where a Short-term Debt Equivalent was used
are in two settled rate cases. ™1%According to the
Company, in those settlements, the Short-term Debt
Fquivalent was part of an entire settlement process and
as such not carved out as a rule making process. Com-
pany Brief, p. 26. Lastly, the Company distinguished it-
self from the most recent Avon Water Company rate
case wherein it proposed use of the rate base true-up
while CT Water had not made such a request, FN!1

5. OCC Position on Capital Structure and

*63 Short-term Debt

The OCC provided guidance as to the overall faimess of
CT Water's proposed capitalization mix, cost of capital
components and overall ROR on rate base. According to
the OCC's expert witness, Dr. Woolridge, the proposed
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Company capital structure consisting of 50% Common
Equity and 50% Long-term Debt raises concem. Dr.
Woolridge stated that the proposed ratemaking capital
structure has no short-term debt and includes more com-
mon equity than the capitalization of the Parent Com-
pany and other water utility companies. Woolridge PFT,
p. 14; Exhibit JRW-5; OCC Brief, p. 14. Dr. Woolridge
also indicated that the assumption that rate base and
ratemaking capitalization should be approximately
equal for ratemaking to properly reflect the revenue re-
quirement is one commonly known in the regulated util-
ity industry. Tr. 3/29/10, p. 1357.

‘The OCC indicates that another problem with the Com-
pany's proposed ratemaking capitalization mix is that it
is less than CT Water's proposed rate base. The Com-
pany had proposed that, at December 31, 2009, rate
base of $222.685,316 be used for raternaking. However,
the total amount of Long-term Debt and Common
Equity as proposed by the Company only added up to
$213,838,989 [$112,150,000 + 101,688,989]. Accord-
ing to the OCC, a shortfall of $8,846,327 resulis
between rate base and total capital in the Company’s re-
commendations. In order to rectify the shortfall, the
OCC proposes to include a Short-term Debt equivalent
to plug the shortfall. Hence, Dr. Woolridge included
$8,846,327 in Shori-term Debt in the capital structure
for ratemaking purposes. Woolridge PFT, p. 14, Exhibit
JRW-5; OCC Brief, p. 14.

As a result of the proposed higher proportion of Com-
mon Equity in the proposed capitalization mix and the
shorifall between capitalization and rate base, Dr.
Woolridge initially recommended a hypothetical capital
structure of 3.97% Short-term Debt, 50.36% Long-term
Debt and 45.66% Common Equity. Woolridge PFT, p.
14; OCC Brief, p. 14. Dr. Woolridge accepts the Com-
pany’s proposed cost of Long-term Debt of 5.74% and
the Company's computation of 2.38% for its cost of
Short-term Debt. Woolridge PFT, p. 15. The table be-
low represents the OCC's initial position regarding the
ratemaking capital strocture:
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Class of Capital % of Total Weighted Cost
Short-term Debt Equival- ~ 3.97% 0.09%

ent '
Long-term Debt 50.36% 2.89%

Common Equity 45.66% 422%

Total 100.00% 721%

OCC Brief, p. 15.

According to the QCC, the fact that rate base and capit-
alization are out of balance is not new. In fact, this was
an issue raised during the last rate case proceeding. As
part of its Settlement Agreement with the OCC, the
Company agreed to an accounting plug matching ratem-
aking capitalization and ratemaking rate base, the Short-
term Debt Equivalent, which was incorporated at a rate
of return equal to the Company's cost of Short-term
Debt. QCC Brief, pp. 15 and 16.

*G4 Based upon revisions by the Company during the
course of this proceeding, the OCC revised its proposed
ratemaking capital structure and ratemaking rate base to
the end of calendar year 2009. The OCC used the Com-

pany's data from CT Water Late Filed Exhibit No. 62a
and CT Water Late Filed Exhibit No. 62b to incorperate
$101,862,783 Common Equity and $104,188,823 Long-
term Debt for a total capitalization of $206,051,606.
The OCC indicates that CT Water revised pro forma
rate base upward to $225,381,185 to reflect actual
December 31, 2009 end of year balances. CT Water
Late Filed Exhibit No. 8. The difference between pro-
posed rate base and proposed capitalization is revised to
$19,329,579 [$225,381,185-$206,051,606]. OCC Brief,
p. 17. Combining the effects of these Company revi-
sions, the QCC revised its proposed ratemaking capital
structure to the following:

Weighted
Class of Capital Amount ($) % of Total Cost Cost
Short-Term Debt $19,329,579 8.58% 2.38% 0.20%
Equivalent
Long-Term Debt $104,188,823 46.23% 5.74% 2.65%
Common Equity $101,862,783 45.20% 9.25% 4.18%
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Total $225,381,185 100.00%

OCC Brief, pp. 17 and 18.

The OCC indicates that approximately $7 million of the
rate base to capitalization differential is a result of CT
Water's acquisition of Eastern's assets. According to the
OCC, the Birmingham Utilities Rate Case Decision
provided no guarantee of future ratemaking treatment
for those assets. The OCC asserts that the Department's
cost benefit analysis in that Decision directly discussed
the potential use of a Short-term Debt Equivalent. The
OCC quotes the following language from the Birming-
ham Utilities Rate Case Decision as indicating the dis-
tinct possibility that the excess rate base above capital-
ization arising from the Birmingham Utilities negative
acquisition premium could eam a lower retum. For ex-
ample:

In the instant docket, the Department finds that ratepay-
ers interests are being served by the 10-year amortiza-
tion of the negative premium with the distinct possibil-
ity that excess ratebase above capitalization will earn a
lower retumn in future rate cases. The Department there-
fore approves the amortization of the negative premium
as proposed by [CT Water].

Birmingham Utilities Rate Case Decision, p. 8.

The AG agrees with the OCC's finding that the Com-
pany's proposal of 50% Long-term Debt to 50% Com-
mon Equity is unduly burdensome for ratepayers. The
AG reiterated the OCC's stance that the proposed capit-
alization mix is higher than that of the Parent Company
and the water industry as a whole. Additionally, the AG
supports the OCC's concept of transforming the short-
fall between proposed rate base and proposed capitaliz-
ation to Short-term Debt Equivalent. AG Brief, p. 6. As
an altemative, the AG recommends a minimum of 50
basis point (bps) downward adjustment to the allowed
ROE should the Department accept the Company’s pro-
posed ratemaking capitalization mix of 50% Long-term
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7.03%
Debt to 50% Common Equity Jbid., pp. 6 and 7,

6. Department Analysis of Capital

*65 Structure

a. Long-term Debt

[67-73] In general, the Department requires that rate-
payers benefit from any opportunity that company man-
agement may have to reduce expenses, such as lowering
interest rate payments by refinancing at lower rates dur-
ing periods of declining interest rates. Given that CT
Water has consistently financed Long-term debt issues
through the CDA, the Department finds that the Com-
pany has made reasonable efforts to obtain low debt
costs given market conditions. Consequently, the De-
partment incorporates CT Water's 11 long-term issues at
an embedded cost of 5.74%. The Department incorpor-
ates this as the cost of Long-term Debt into its final de-
termination of the Weighted Average Cost of Capital
(WACC) in Section 11.1.8.g.

b. Short-term Debt

The Department reviewed the Company's composite
cost of Short-term Debt of 2.384% and finds it reason-
able for ratemaking. The main issue of contention
between the Company and the OCC is the imposition of
a rate base true-up or Short-term Debt Equivalent, and
the cost of comumon equity.

The role of an economic regulator is to ensure a com-
pany's proposals are in line with industry practice and
are reasonable. In several recent Decisions, the Depart-
ment has recognized that Connecticut's regulated utilit-
ies must operate with an eye to industry practice with
regards to the capitalization mix used for ratemaking.
Avon Rate Case Decision; Hazardville Rate Case De-
cision; 2007 CT Water Rate Case Decision; Decision
dated March 13, 2008, in Docket No. 07-05-44, Applic-
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ation of United Water Connecticut, Inc. to Amend Rates
Schedules; Decision dated December 12, 2007, in Dock-
ef No. 07-05-19, Application of Aquarion Water Com-
pany of Connecticut for Amended Water Service Rate
Schedules When a company's proposed capitalization
mix deviates from the industry average, the Department
has iinposed a ratemaking capitalization mix such that it
is closer to the average industry mix at the time of the
proceeding, In this case, the Company was clearly cog-
nizant of this authority, and it acted in advance by pro-
posing the 50%-50% hypothetical.

The Department needs to answer the question if it is
sufficient to breakout the ratemaking capital structure
between Total Debt and Common Equity or should it
further breakdown Total Debt to Long-term Debt and
Short-term Debt. The Department examined the break-
down of permanent capital of the six AUS Ultility Re-
ports water companies reviewed by Ms. Ahem, the
Company's cost of capital witness, and finds that the av-
erage capitalization mix consists of 50.60% Common
Equity to 0.35% Preferred Stock to 49.05% Long-term
Debt. Ahern PFT, Schedule PMA-4. Looking solely at
these two capitalization component, the Company's
50%/50% proposal would approximate the average use
of capital.

On the other hand, evidence shows that the Company's
Short-term Debt use ranges from 7.33% to .9.34%
through March 31, 2010. CT Water Late Filed Exhibit
No. 15. Examining the Company's use of Short-term
Debt compared to that of the industry, the Department
finds the Company's use to be somewhat higher than the
industry average of 5.99%. Woolridge PFT, Exhibit
JRW-5.

*66 In stark contrast to this evidence is the Company's
statement that it does not use Short-term Debt to finance
rate base. Tr. 3/12/10, p. 409; Company Brief, p. 26.
The Department finds this statement particularly mis-
leading. Water companies do not track how short-term
vs. long-term debt doflars are spent. Typically, water
companies amass a pool of dollars consisting of various
sources of Long-term Debt, Short-term Debt, Retained
Eaming, capital infusions and so forth. Some of these
dollars are used to purchase items which are expensed
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in the year and other dollars are used to buy items that
finance rate base. Water companies do not willingly ex-
clude Short-term Debt dollars from purchasing plant
capital. In fact, many Long-term Debt financing applic-
ations before the Department are the result of a water
company mneeding to refinance its unpaid Short-term
Debt balance or to draw on its LOC facility to a long-
term issue simply due to the company not being able to
pay off the LOC at the end of the year. ™12

The Department reviewed the water industry's use of
short-term debt. According to Dr. Woolridge, the aver-
age capitalization mix for the nine water companies in
his water proxy group is 5.99% Short-term Debt,
48.83% Long-term Debt, 0.17% Preferred Stock and
45.01% Common Equity. Woolridge PFT, Exhibit
JRW-5. Clearly, the water industry makes use of short-
term financing as a course of doing business. Given CT
Water’s greater reliance on Short-term Debt than the in-
dustry, this provides evidence to include this component
in the ratemaking capitalization.

The Company has offered several reasons why the
OCC's Short-term Debt Equivalent recommendation
should be rejected. The first reason can be sunmarized
as the Company did not agree that the Eastern assets
could be treated as an offset to rate base. Reviewing the
noted Decision clearly suggests that the excess rate base
arising from the Birmingham Utilities' negative acquisi-
tion premium could eam a lower return in a future rate
case. Thus, the Company clearly knew or should have
known that this was a possibility. This possibility was
likely a contributing factor that weighted in the Com-
pany's favor with respect to the Department allowing
the transaction to take place.

The second justification offered by the Company is that
Short-term Debt Equivalents appear in settlements and
should not be viewed as precedent. The Department is
not aware of what transpires in a settlement process, but
believes that the issue of imequality between proposed
rate base and ratemaking capitalization has been an is-
sue addressed in numerous rate cases besides those that
have been settled. The outcome has included the De-
partment imposing a hypothetical capital structure, ufil-
izing a net income approach instead of a rate base ap-
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proach and, most recently, as in the Avon Water Rate
Case Decision, a company requesting a rate base true-
up on its own accord. Lastly, the Company suggests that
since it has not made the request for a rate base true-up,
it should not have one imposed. The Department's role
is to balance the interest of shareholders and ratepayers.

*§7 The difference between approved rate base and cap-
italization is $15,958,090
[$222,009,696-$206,051,606]. The Department believes
ratemaking capitalization and ratemaking rate base
should be approxnmately equal. Therefore, the Depart-
ment will incorporate a Short-term Debt Equivalent in
the amount of the shortfail. The Department approves a
ratemaking capital structure consisting of 7.19% Short-
term. Debt Equivalent, 46.93% Long-term Debt and
45.88% Common Equity acceptable for ratemaking. ™13

Given the mcorporation of the Short-term Debt Equival-
ent, the Department must assign it a cost. The OCC re-
commended CT Water's Shortterm Debt cost of
2.384%. The Department's review of prior rate cases in-
corporating this concept shows that this component is
assigned a company's short-term borrowing rate. In the
2007 CT Water Raie Case Decision and the Decision
dated February 16, 2007, in Docket No. 06-09-03,4p-
plication of Jewett City Water Company to Amend Rate
Schedules (Jewett City Rate Case Decision), a Short-
term Debt Equivalent was incorporated. In the Jewett
City Rate Case Decision, the Short-term Debt Equival-
ent was §.24% of the total capital structure and was as-
signed a short-term rate of 5.62%. In that Decision, the
Short-term Debt Equivalent was 7.21% of the total cap-
ital structure at a short-term rate of 8.25%. To be con-
sistent with past practices and to reduce the ratepayers'
burden related to the Short-term Debt Equivalent, the
Department applies the Company's current embedded
cost of Short-term Debt rate of 2.384%.

Although approximately a small portion ($7 million) of
the rate base to capitalization differential can be traced
to the acquisition of Birmingham Utilities' Eastern as-
set, the remainder of the $15.96 million, or $8.96 mil-
lion [$15.96 million-§7 million], is associated with the
CIAC accounting treatment. The Department believes
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that the CIAC accounting treatment instituted in 1986
has been the cause of the growing disparity between
rate base and capitalization not just for CT Water but
for most, if not all, Class A water companies. At this
time, the Department cannot suspend that treatment to
remedy the growing disparity issue in this case, but will
consider it in the future. One observation the Depart-
ment has noted over time is that water companies with a
growing disparity between ratemaking rate base and
capital structure tend to achieve high actual ROE and
cash flow.

c. Capital Structure Written Exceptions

The Company indicates that its plan set forth at hearing
on April 9, 2010 and in Late Filed Exhibit No. 62a is to
make an equity infusion raising common equity to
$115.8 million. The Company subsequently argued that
the Department, in error, has used lower equity levels
based upon six months prior to the start of Rate Year 1.
The Company suggests that its corrected rate base and
capitalization are in Late Filed Exhibit No. 62a. Com-
pany Written Exceptions, p. 13.

Upon review of the portion of the noted transcript, the
Department finds the following language:

*G8 3 Q. (Scuris) A capital contribution to 4 equity? 5
A. (Benoit) Correct. 6 Q. (Scuris) So that would raise
the 7 equity portien? 8 A. (Bemoit) Correct. 9 Q.
(Scuris) When would you do that? 10 A. (Benoit) In
2010 if that was 11 determined to be appropriate. 12 Q.
(Scuris) That's not part of this 13 application, is it? 14
A. (Benoit) Well, it's now part of it 15 as part of re-
sponding to a Late-File. 16 Because there was so much
discussion about 17 the actual capital structure, the
company 18 would consider doing that to in effect take
19 that issue away from being a concern. 20 Q. (Scuris)
How would that take that 21 issue away because just off
the cuff raising 22 the equity portion would raise the
weighted 23 average cost of capital straight away, 24
assuming all else is equal in that 25 computation? 1 A.
(Benoit) If there was a capital 2 contribution that in ef-
fect equated the debt 3 and equity levels at 50/50, it
would result 4 in not a need for discussion about some
of 5 the things that we've been talking about. 6 The
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company is perfectly comfortable with its 7 application
and believe il's appropriate to 8 use a pro forma capital
structure of 50/50, 9 and it seems like through a lot of
10 discussions that has been a sticky point of 11 con-
cern and one of the options that we have 12 before us is
to potentially in effect put 13 that capital structure actu-
ally in place. 14 Q. (Scuris) I believe the alternative 15
proposal is to incorporate a short-term debt 16 equival-
ent, correct? 17 A. (Beneit} Not by the company. 13 Q.
(Scuris) That's the alternative of 19 the OCC, that's their
solution to the issue? 20 A. (Benoit) I've seen them do
that 21 calculation, but we think that is completely 22
inappropriate just based upon the example I 23 gave
you before with the Birmingham 24 acquisition. Tr.
4/9/10, pp. 1642-1644.

Based upon that discussion, the Company clearly states
that it is comfortable with its proposed 50/50 hypothet-
ical ratemaking capital structure and indicates that it
would consider (Department Emphasis}) making an
equity infusion to ‘take away the issue.’ Tr. 4/9/10, p.
1642. Prior to its Written Exceptions to the June 11,
2010 draft Decision, the Company did not revise its Ap-
plication and its proposed ratemaking capital structure
to include the possible equity infusion. Therefore, the
Department finds the Company's statement suggestmg
an etror was made to be without merit.

The Company also urges the Department to reconsider
the approximate $7 million portion of rate base created
by the excess of book value from the Eastern acquisi-
tion. The Company believes that the proposed treatment
of the below book acquisition is a penalty. The Com-
pany estimates that it will be losing $541,973 on the

Page 99 of 149

Page 98

Bimmingham acquisition as postulated by the June 11,
2010 draft Decision. Company Written Exceptions, pp.
13 and 14.

Additionally, the Company believes that setting rates
with a 50/50 capitalization mix is still prudent. Its pro-
posed solution to accomplish this is to set rates based on
the capital structure as of the mid point of the rate year
as described in Late Filed Exhibit No. 62a consisting of
$115,803,941 Common Equity, $104,613,358 debt and
gither exclude the Eastern acquisition's ($7,064,809) un-
funded rate base from the computation of the Short-term
Debt Equivalent or release the Company from the
$706.481 annual rate reduction. Company Written Ex-
ceptions, p. 15. The Company's revised rate making
capitalization, with the exclusion of the Eastern acquisi-
tion's unfunded rate base, would result in a proposed
Short-term Debt Equivalent of $2,621,317. ™MThe
Company claims that its proposed solution is reasonable
even though its capital infusion would actually result in
an appreximately 52% [$115,803,941 / $223,038,618]
Commen Equity percentage.fbid.

*6% The Company's suggestion is to calculate the per-
cent to total using the Revised Rate Base of approxim-
ately $230 million instead of the revised $223 million
Total Capitalization. Using the Department's allowed
cost components and CT Water's proposed solution, the
Company's suggestion would result in the following
capitalization mix:

% to Revised Weighted
Class of Capital Amount (8) Rate Base Cost : Cost
Short-Term Debt
Equivalent $2,621,317 1.14% 2.38% 0.027%
Long-Term Debt $104,613,358 45.46% 5.74% 2.609%
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Common Equity $115,803,941 50.33%
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9.75% 4.907%

Total Capitalization $223,038,616

Revised Rate Base  $230,103,427

The Department has considered the Company's proposal
and will address the components separately. The Com-
pany suggests setting the ratemaking capital structure at
the mid-point of Rate Year 1. The Department does not
set rates based upon something a company might do in
the future. Second, the Company's suggestion would
result in a Common Equity portion of approximately
52%, yet the Company finds it acceptable to compute
the weighted percentage of Common Equity using its
proposed revised Rate Base instead of the revised Capit-
alization total. This recommendation disregards tradi-
tional rate making computations. The Department re-
jects this based upon the fact that the $115,803,941 in
proposed Common Equity is reliant on the Company
making an equity infusion after the revenue requirement
and rates are set.

7.543%

The Department accepts the Company's suggestion to
exclude the Eastern acquisition's ($7,064,809) unfunded
rate base from the computation of the Short-term Debt
Equivalent. The Department will also accept the Com-
pany's proposed changes to the timing of rate base addi-
tions, accumulated Depreciation and Deferred Income
Taxes. The net effect of these changes is to raise the
Short Term Debt Equivalent by approximately $770,000
as compared to the Draft Decision. The Company's re-
vised ratemaking capitalization is below and is used for
ratemaking in Section IL.8.g.

Class of Capital Amount ($) % of Total Cost Weighted Cost
;hort-Term Debt - o -

Equivalent 516,728,001 7.51% 2.38% 0.18%
;ong-Term Debt 104,188,823 ﬁ% 5.74% 2.68%

) 101,862,783 45.72% 9.75% 4.46%

Common Equity
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Total $222,779,607 100.00%

7. Cost of Common Equity

a. Introduction

[74] The Company retained the services of a cost of
capital expert (Ms. Ahern or Company Witness) to re-
view changes in financial and economic markets and to
provide a recommended ROE. The Company retained
Ms. Ahern with the knowledge there are only a limited
number of cost of capital witnesses with experience in
Connecticut. Response to Interrogatory WA-7. Cost was
a factor in selectimg Ms. Ahern, and the Company was
pleased the Ms. Ahern's fees closely matched those of
the cost of capital witness used in its last rate case.fbid.

*70 The Company requested an 11.3% ROE based upon
the testimony prepared by Ms. Ahern and its own down-
ward adjustment to her iitial recommendation in order
to be conservative. Ahern PFT, p. 3. The methods em-
ployed by Ms. Ahem include the Discounted Cash Flow
Mode!l (DCF), the Risk Premium Model (RPM), the
Capital Asset Pricing Model (CAPM), and the Compar-
able Bamings Model.7bid., p. 4.

Ms. Ahern's analysis indicated her ROE recommenda-
tion to be 11.60% if the WCAM is adopted and 11.80%
if WCAM is not adopted, Ms. Ahern believes the Com-
pany's requested 11.3% ROE recommendation provides
for an overall fair rate of return affording CT Water the
opportunity to earn an appropriate return on its invest-
" ment.Jbid

Overall the OCC believes the Company's 11.3% ROE
request is excessive and should be reduced within the
range of 9.0% to 9.5%. Likewise, the Company's overall
return. on rate base {ROB) of 8.52% is excessive and
should be reduced to 7.03%. OCC Brief, p. 6. The OCC
finds several major issues of contention with the Com-
pany's proposal. These include: (1) the appropriate cap-
ital structure previously discussed; (2) the growth rate
in the DCF model; (3) the measurement and magnitude
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7.32%

of the tisk premium used i the CAPM and Risk Premi-
um methodologies; (4) the use of the Comparable Eam-
ings approach; (5) adjustments for business risk or size
premium; and (6) the Company's WCAM proposal.
OCC Brief, pp. 9 and 10, 30.

According to the OCC, long-term capital cost rates for
U.S. corporations are a function of the required returns
on risk-free securities plus a risk premium. Woolridge
PFT, pp. 7-10. The long-term U.S. Treasury yields have
been below 5.0% since 2002. Woolridge PFT, Exhibit
JRW-2; OCC Brief, p. 10. Dr. Woolridge indicates
yields on thirty-year A, BBB+, and BBB rated public
utility bonds peaked in November 2008 and have since
declined by over 200 basis points. The yields on 'A’
rated utility bonds, which peaked at over 7.50% in
November of 2008, have declined to below 6.0% in
early 2010. Likewise A, BBB+, and BBB rated public
utility bond yields relative to U.S. Treasury bonds have
yield spreads that dramatically increased during the fin-
ancial crisis and have now decreased by 200-250 bps,
OCC Brief, pp. 11 and 12. In his analysis, Dr. Wool-
ridge uses the DCF and CAPM methods only.

b. Peer Groups

In selecting the proxy group companies, Ms. Ahem
used the following criteria for the AUS Water Group
companies: (1) the company is included the AUS Utility
Reports; (2) the company has Value Line five-year EPS
growth rate projections or Reuters Consensus five-year
EPS growth projections; (3) the company has Value
Line five-year DPS growth rate projections; (4) pub-
lished Value Line adjusted beta; (5) the company has
not cut or omitied common dividends during the five
years ending 2008 or through the testimony preparation
time; (6) the company has more than 60% or greater
2008 total net operating revenue derived from waler op-
erations and 60% or greater of 2008 total assets devoted
to regulated water operations; and (7} the company was
not involved in any major merger or acquisition opeta-
tion. Ahem PFT, p. 23, Schedule PMA-4, p. 2.
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*71 For the AUS Gas Group, the bases for selection
were: (1) the company is included the AUS Utility Re-
ports; (2) the company has Value Line five-year EPS
growth rate projections or Reuters Consensus five-year
EPS growth projections; (3) the company has Value
Line five-year DPS growth rate projections; (4) pub-
lished Value Line adjusted beta; (5) the company has
not cut or omitted common dividends during the five
years ending 2008 or through the testimony preparation
time; (6) the company has more than 60% or greater
2008 total net operating revenue derived from regulated
gas operations and 60% or greater of 2008 total assets
devoted to regulated gas operations; and (7) the com-
pany was not involved in any major merger or acquisi-
tion operation. Ahern PFT, p. 24, Schedule PMA-5, p. 2.

CT Water's ROE was measured by using company data
for a proxy group consisting of companies with risk as
similar as possible, then adjusting those results to re-
flect CT Water's relative business risk as compared with
the proxy group companies. Ahern PFT, p. 5. Ms.
Ahern used two proxy groups of companies and evalu-
ated market data for those companies with respect to the
cost of capital inodels employed (i.e., DCF, Equity Risk
Premium, CAPM, Comparable Earnings Model). Ms.
Ahemn examined CWS separately and two proxy groups
of utility companies, the AUS Water Group and the
AUS Gas Group. Ahern PFT, pp. 25 and 27, Schedule
PMA-4, p. 2, Schedule PMA-5, p. 2.

The AUS Water Group includes six water companies

followed by AUS Utility Reports: American States Wa-

ter Company, Aqua America, Inc., California Water
Service Group, Middlesex Water Company, SIW Cor-
poration and York Water Company. The AUS Gas
Group includes eight gas distribution companies fol-
lowed by AUS Utility Reports: AGL Resources, Inc.,
Atmos Energy Corp., Delta Natural Gas Company,
Laclede Group, Inc., Northwest Natural Gas Company,
Piedmont Natural Gas Co., Inc., Southwest Gas Caorpor-
ation and WGL Holdings, Inc.

When questioned about her peer group selection, Ms.
Ahern indicated that the criteria requiring: (1) a credit
rating from both Standard & Poor’s {S&P) and Moody's
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Investor Service (Moody's) that is approximately the
same as the target company; and (2) revenues approx-
imately the same as the target company, would not
garner any companies for the peer group. Responses to
Interrogatories WA-51 through WA-54. The reason for
this is due to the fact no companies tend to be rated both
by S&P and Moody's. Tr. 3/29/10, pp. 1232-1237.

During the five year period ending in 2008, the AUS
Water Group companies on average had an ROE of
9.91%, permanent Investor capital 50.60% to 49.40%
Long-term Debt, and an average five year dividend pay-
out of 69.21%. Total debt as a percentage of earnings
before interest, taxes, depreciation and amortization
(EBITDA) averaged 3.71x, and Funds from Operations
to total debt averaged 19.21%. Ahern PFT, p. 24, Like-
wise, the AUS Gas Group companies on average had an
ROE of 10.90%, permanent invested capital of 49.87%
to 50.13% Long-term Debt, and an average five-year di-
vidend payout of 64.7%. Total debt as percentage of
EBITDA averaged 3.67x and Funds from Operations to
total debt averaged 19.13%. Ahern PFT, p. 26,

*72 Dr. Woolridge also proposed two proxy groups. His
water proxy group consisted of nine water utility com-
panies covered in AUS Utility Reports. The Woolridge
water proxy group (Woolridge Water Group) mcluded:
American States Water Co., Aqua America, Artesian
Resources Corp., California Water Service Group, Con-
necticut Water Service, Inc., Middlesex Water Com-
pany, Pennicluck Corporation, SIW Corporation and
York Water Company. Woolridge PFT, p.13, Exhibit
JRW-4; Tr. 3/29/10, pp. 1351-1354.

Dr. Woolridge's gas proxy group consisted of nine nat-
ural gas distribution companies followed by the stand-
ard edition of Value Line. The Woolridge gas proxy
group (Woolridge Gas Group) included: AGL Re-
sources, Inc., Atmos Energy Corporation, Laclede
Group, Inc., NICOR Inc., Northwest Natural Gas Co,,
Inc., New Jersey Industries, Inc., Southwest Gas Cor-
poration and WGL Holdings, Inc. Woolridge PFT, p.
13, Exhibit JRW-4; Tr. 3/29/10, pp. 1354 and 1355.

¢. Risk Factors
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Ms. Ahern indicated that the water utility mdustry faces
significant ‘business risk related to replacing aging
transmission and distribution systems and is more capit-
al intensive than electric, natural gas or telephone in-
dustries. Ahern PFT, p. 10. Additionally, the water util-
ity industry faces greater risk from inflation since it has
longer lived assets and longer capital recovery periods
resulting in higher replacement cost per dollar of net
plant than the other utilities. Ahern PFT, p. 13. Com-
pounding risk is the relative low depreciation rates of
the water and wastewater industry which results in less
internally generated cash as compared to other utilities.
Ibid. Based upon her review, Ms. Ahern suggests that
the water utility industry’s high degree of capital intens-
ity, coupled with substantial infrastructure capital
spending and mcreased security spending, requires ad-
equate and timely rate relief.7bid, p. 16.

(1) Size Premium

In evaluating the overall risk of CT Water as compared
to the water utility industry, Ms. Ahern suggests that CT
Water has more risk than the companies in her proxy
groups due to its smaller size. Ahern PFT, p. 16. Size
has a bearing on risk as smaller companies are less cap-
able of coping with significant events impacting sales,
revenue and eamnings./bid Total capital as of November
2009 for CWS was $192.116 million or 1.1x that of the
Company. Total capital of CT Water to that of the AUS
Water Group was $721.503 million or 4.1x that of CT
Water. Total capital for CWS to that of the AUS Gas
Group was $1.440.889 million or 10.1x that of CT Wa-
ter. Ahern PFT, p. 17, Schedule PMA-1. According to
Ms. Ahern, smaller companies tend to be mere risky,
thereby causing investors to expect greater returns as
compensation for that risk. This concept is borne out by
a number of researchers who observe that portfolios
comprised of smaller firms tend to have yield greater
than portfolios of large-sized firms. This small firm ef-

fect suggests that capital markets require higher returns

from small-sized companies than large-sized compan-
jes, all else equal. Ahern PFT, pp. 17-19. Ms. Ahern in-
dicates that if there were evidence suggesting that the
size effect is reduced or eliminated for regulated utilit-
ies by the oversight of regulation, it would be irrelevant
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in this proceeding as CT Water is being compared to
proxy groups of public utility holding companies. Re-
sponse to Interrogatory WA-50a; Tr. 3/29/10, pp.
1226-1229; Response to Interrogatory WA-50c.

*73 Given that the Company achieved an Excellent
Business Risk Profile by S&P, Ms. Ahern believes this
is comparable to the water and gas distribution proxy
groups. Thus, no explicit adjustment is incorporated for
business risk. Response to Interrogatory WA-55. Ms.
Ahern's adjustments (identified as business risk adjust-
ments) are based exclusively upon the Company's small
size relative to that of the average company and to the
adoption or rejection of the WCAM./bid Based upon
this clarification, her results summary indicates the fol-
lowing size adjustments were included: CT Water Ser-
vice - 0 bps, AUS Water Group - a positive 15 bps, and
AUS Gas Group - a positive 20 bps. Ahern PFT, p. 6,
Table 2. Ms. Ahern indicates that there would be a need
for a size premium even if it were deemed that total risk
was similar among public utilities regardless of size.
Response to Interrogatory WA-85.

Dr. Woolridge disagrees with Ms. Ahem's application
of 15 to 20 bps for size premium. Dr. Woolridge cites
several reasons why such an adjustment must be rejec-
ted. Woolridge PFT, pp. 89-91. First, he suggests that
business risk relates to the risk associated with variation
in operating revenues and expenses, not from the size of
the business. OCC Brief, p. 42. Dr. Woolridge also dis-
agrees with the notion that a smaller firm is necessarily
more tisky. He cites a recent S&P publication which re-
viewed 26 western water and sewer companies that re-
ceived a ratings upgrade. According to this publication,
a small and/or rural firm does not necessarily receive a
weaker credit quality than a larger or more urban issuer.
Woolridge PFT, p. 87; OCC Brief, p. 42.

Another finding Dr. Woolridge recounts in his disagree-
ment with the size premium is the work of Dr. Anne
Wong, who has tested for a size premiwn in utilities and
concluded that, unlike industrial stocks, utility stocks do
not exhibit a significant size premium. FN'5According
to Dr. Wong's article, there are several reasons why
such a size premium would not be attributable to utilit-
jes. One reason is that utilities are regulated closely by
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state and federal agencies and by commissions. Hence,
their financial performance is monitored on an ongeing
basis by both the state and federal governments. Also, a
regulated utility's ecarnings are predetermined to a cer-
tain degree through the ratemaking process in which
performance is reviewed by state commissions and oth-
er interested parties. Overall, in terms of regulation,
govemment oversight, performance review, accounting
standards, and information disclosure, utilities are much
different than industrials, which could account for the
lack of a size premium. Woolridge PFT, p. 88; OCC
Brief, p. 43.

Dr. Woolridge also cites a more recent paper by Ching-
Chih Lu (Lu) who estimated the size premium over the
long-run. ™Lu acknowledges that many studies have
demonstrated that smaller companies have historically
earned higher stock market returns. However, Lu high-
lights that these studies rebalance the size portfolios on
an annual basis, This annual rebalancing creates the
problem. Lu finds that the size premium disappears
within two years. Lu's conclusion with respect to the
size premium is that it is inappropriate. Lu suggests that
a small firm should not be expected to have a higher
size premium going forward because it is small now.
Woolridge PFT, p. 89; OCC Brief, p. 44.

{2) Financial Risk

*74 In addition to business risk, Ms. Ahemn considered
financial risk, which is the additional risk a company
bears by the introduction of debt and preferred stock -
to the capital structure. Ahemn PFT, p. 19. According to
S&P's credit rating criteria, the AUS Water Group has
an average S&P Bond rating of A+, issuer credit rating
of A, and the business profile and financial risk is Ex-
cellent-Intermediate. The AUS Gas Group has an aver-
age S&P Bond rating of A, an issuer credit rating of A,
and the business profile is Excellent-Significant. Ahern
PFT, pp. 19 and 20, Schedule PMA-11, p. 2. Neither CT
Water nor its Parent Company is credit rated by
Moody's Investors Service and by Fitch Ratings. Re-
sponse to Interrogatory WA-49.

The Company indicates that during the period that rates
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set frown this proceeding are to be in effect, the interest
rates are projected to increase. Yet, CT Water will need
to continue to attract capital. The Company cites the
April 1, 2010 Blue Chip Financial Forecasts and states
that interest rates are projected to increase through the
third quarter of 2011, by approximately 0.89%. Com-
pany Reply Brief, pp. 13 and 14. The Company advoc-
ates for its proposed 11.3%. While the difference
between an ROE of 10.5% and 11% is less than $1 per
month for customers, it is. CT Water's opinion that this
extra $1 per month from customers would strengthen
the Company financially.fbid, p. 15.Dr. Woolridge did
not make an adjustment for financial risk.

(3) WICA and WCAM

According to Ms, Ahern, the WICA program only
provides an opportunity, not a guarantee, for the Com-
pany to speed recovery of pipeline replacement costs
and to reduce the frequency of rate case filinps. Re-
sponse to Interrogatory WA-45; Tr. 3/29/10, p. 1217.
But, all else equal, Ms. Ahern believes that the WICA
program would somewhat reduce the Company's risk.
Response to Interrogatory WA-81; Tr. 3/29/10, p. 1218.

Ms. Ahemn's ROE recommendation is 11.60% if the
WCAM is adopted and 11.80% if not. She believes that
the adoption of the WCAM, all else equal, would some-
what reduce the Company's risk. Response to Interrog-
atory WA-31. Based on her findings, the Department
estimates Ms. Ahemn's downward ROE adjustment for
the adoption of WCAM would be about 20 bps. Only
California has adopted a WCAM-type program. Re-
sponse to Interrogatory WA-82.

The Company indicates that WCAM is far more limited
than the typical decoupling measure addressed by other
commissions; the majority of commissions that address
full decoupling make no explicit ROE adjustment, and a
large portion of the proxy companies used in the ROE
analysis have some form of decoupling. Company Brief,
p. 31. The Company believes Dr. Woolridge's examples
showing explicit downward adjustments to ROE with
decoupling are antiquated. According to the Company,
the current trend is for no explicit adjustment for de-
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coupling. Company Brief, pp. 32 and 33.

Dr. Woolridge suggests a downward adjustment of up to
50 bps to be appropriate if the Department accepts the
Company's decoupling proposal. Woolridge PFT, p. 56.
This recommendation is based on the fact that several
state regulatory commissions that adopted such ratem-
aking mechanisms for electric and gas companies also
recognized the risk reduction associated with the de-
coupling mechanism and made explicit reductions to the
ROE. Woolridge PFT, p. 56.

(4) Efficient Market Hypothesis and

*75 Equity Analysis

The semi-strong form of the Efficient Market Hypothes-
is asserts that all publically available information is
fully reflected in securities prices and that fundamental
analysis cannot enable an ivestor to outperform the
market. Ahern PFT, p. 27; Response to Interrogatory
WA-43; Tr. 3/29/10, pp. 1213-1215. According to Ms.
Ahern, the semi strong form of the Efficient Market Hy-
pothesis is generally held to be true because of the ob-
servation that the use of imsider information often en-
ables investors to outperform the market and eamn ex-
cessive returns.f/bid.

Ms. Ahern asserts that financial literature supports the
use of multiple methods. Three methods are typically
used: (1) the CAPM; (2) the DCF method; and (3) the
bond-yield-plus-risk-premium approach. Ahern PFT, p.
28. According to the Efficient Market Hypothesis, it is
evident that investors are aware of these models, thus
investors consider all of these methods. Ahern PFT, pp.
28-30.

" d. Discounted Cash Flow Model

Separately, Ms. Ahern and Dr. Woolridge performed a
DCF analysis. Valuation theory states that the value of a
financial asset is determined by its ability to generate
future cash flow. The premise of the DCF model is that
the intrinsic value of commeon stock can be estimated as
the present value of future cash that flows to the in-
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vestor plus the expected growth in selling the stock dis-
counted to the present. In its simplest form, the DCF
consists of a current cash dividend cash yield (dividend)
and a future price appreciation (growth} of the invest-
ment. Ahern PFT, p. 37. Ms. Ahem used the single-
stage, constant growth DCF model as it is the most
widely used version in public utility rate regulation.

The single-stage, constant growth form of the DCF
model is
K =D1 /Po + G, where:

K is the market-required return on equity;

D1 is the anticipated dividend paid one period into the
future, DO * (1+G);

Po is an estimate to the current market price of the
stock, and

G is the long-run expected growth in the rate of di-
vidends or earnings.

Ahemn PFT, Schedule PMA-7.

Typically for rate regulation, the simplified version is
used. According to Ms. Ahern, the simplified version
assumes a market-to-book ratio of one. As a result, the
simplified DCF under/overestimates investors’ required
rate of return when market value egceeds/is less than
book value. Ahern PFT, p. 35. According to Ms. Ahern,
the Pennsylvania Public Utility Commission explicitly
recognizes the alleged tendency of the DCF model to
underfoverestimate the cost of equity.fbid, p. 34.She is
not aware of any commission other than the
Pennsylvania Comimission to explicitly reflect financial
risk differences between a market value capital structure
and book value capital structure. Response to Interrog-
atory WA-56; Tr. 3/29/10, pp. 1240-1244. The impact
of the observed deviation in market-to-book ratio from
one should be to influence the extent to which the DCF
can be relied upon for determining the overall allowed
cost of capital. Overall, it is recommended that relying
solely on the results of any one cost of capital model
should be avoided; instead multiple costs of equity
models should be used to estimate the cost of capital.
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Ahern PFT, pp. 35-37; Tr. 3/29/10, p. 1244.

*76 Ms. Ahern indicates that the extent of the mis-
specification of investors' required common equity re-
tum when the market value of the common stock differs
from the book value is a function of the extent to which
market value differs from book value. Response to In-
terrogatory WA-56. Ms. Ahemn contends that commis-
sions cannot predict the effect of their rate orders on
stock market prices. Subsequently, one cannot interpret
the observation that utility stock prices trading above
book value as evidence suggesting that commissions al-
lowed returns greater than the utilities' long-tun true
cost of capital. Likewise, there are a variety of factors
besides regulators' allowed returns that affect stock
market prices. Ahem PFT, p. 35; Response to Interrog-
atory WA-57.

Dr. Woolridge also performed a DCF analysis on his
two peer groups. He indicates that the DCF provides the
best measure of equity cost rates for public utilities.
Woolridge PFT, p. 23, The DCF analysis was per-
formed using the constant-growth version of the DCF
model which simplifies the formula to P = D1 / (K-G).
Woolridge PFT, p. 25. Dr. Woolridge finds the con-
stant-growth version appropriate due to the regulated
nature of the water industry. This formula is rearranged
to solve for the cost of equity, K = D1/P0 + G. Wool-
ridge PFT, p. 26. The results of his DCF analysis show
that the Woolridge Water Group cost of equity should
be 10% and the Woolridge Gas Group cost of equity
should be 9%. Woolridge PFT, p. 38, Exhibit JRW-10,
p- 1; OCC Brief, p. 24.

The Company believes Dr. Woelridge's ROE recom-
mendation is flawed due to his reliance on the DCF
model which the Company believes has a tendency to
understate investors' expected cost of common equity
when market values are significantly below book val-
ves. Company Brief, p. 30.

(1) Dividend Yield

Ms. Ahern used the constant growth version of the DCF
model. Ahem PFT, p. 39. In developing the spot di-
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vidend yield (Do), Ms. Ahern began with unadjusted di-
vidends yields based upon an average of a spot date
(November 30, 2009) and an average of the last three
months ended November 30, 2009. Her unadjusted di-
vidend yields are 4.04% for CWS, 3.45% for the AUS
Water Group and 4.53% for the AUS Gas Group. Ahemn
PFT, p. 39. In estimating the forecasted dividend yield
(D1), Ms. Ahern used a conservative assumption re-
flecting one-half the annual dividend growth rate (ie.,
D1 = Do * [1 + G/2]). Ahern PFT, p. 39, Schedule
PMA-7; Response to Interrogatory WA-60; Tr. 3/29/10,
pp. 1246-1248.

In computing the forecasted dividend yield (D1/Po), Dr.
Woolridge used the six-month period ending February
2010 for dividend yields. The DCF dividend yields are
3.4% and 4.4% for the Woolridge Water Group and
Woolridge Gas Groups, respectively. Woolridge PFT, p.
28; OCC Brief, p. 21, It is common for analysts to ad-
just the dividend yield by some fraction of the long-
term expected growth. A full year of growth is excess-
ive as companies announce dividend increases at differ-
ent times during the year. Woolridge PFT, p. 28 and 29;
OCC Brief, p. 21. The dividend yield was inflated by
one-half the expected growth rate so as to reflect the ex-
pect growth in dividends over the coming year, that is,
to estimate D1/PO component required by the DCF.
Woolridge PFT, p. 28 and 29; OCC Brief, p. 21

(2} Growth Rate

*77 In developing her recommended growth rates, Ms.
Ahemn only considered security analysts' five-year pro-
jected growth rates in earnings per share (EPS), Ahern
PFT, p. 43. The sources of her projected growth rates
were Falue Line, the projected 2008 to 2012-2014 es-
timates, and Reuters Mean Consensus Five Year EPS.
Ahem PFT, Schedule PMA-10. In her evaluation of
growth rates, there is greater emphasis placed on re-
search analysts’ growth rates as investors realize that
analysts have greater insights into the companies they
cover, Ahem PFT, p. 43. According to Ms. Ahern, the
influence security analysts have over investors and,
hence, market prices paid for stocks is important, not
the accuracy of those analysts' EPS forecasts. Ahem
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PFT, p. 40 and 42; Response to Interrogatory WA-62;
Tr. 3/29/10, pp. 1253-1258. Therefore, the analysts'
forecasts should be relied upon in cost of capital analys-
is. This is also consistent with Efficient Market Hypo-
thesis./bid.

Ms. Ahern did not use historic growth rates or growth
rates from Dividends Per Share (DPS). Historic growth
rates are excluded because the proper growth rate used
in the DCF is that embedded in the market prices paid
by investors, which are, according to Ms. Ahemn, secur-
ity analysts’ EPS forecasts. Response to Interrogatory
WA-63. DPS growth was excluded because there can be
no growth in the dividend without growth m EPS. Thus,
it is the earmings that matter. Response to Interrogatory
WA-61; Tr. 3/29/10, pp. 1249 and 1260.

Ms. Ahern indicates that her analysis yields average
growth rates of 7.97% for the AUS Water Group and an
average of 4.39% for the AUS Gas Group when apply-
ing her projected EPS growth rates. Examining median
growth rates, Ms. Ahern finds 7.50% for the AUS Wa-
ter Group and 4.38% for the AUS Gas Group when ap-
plying her projected EPS growth rates. Ahern PFT,
Schedule PMA-10. Ms. Ahern suggests that the median
computation, which represents the statistic where half
of the observations are higher and half are lower, has in-
creased in use during her experience as a rate of retum
expert. Ms. Ahern believes the reason for the median's
popularity is that it provides a better measure than the
average as the median gives less weight to outliers. Re-
sponse to Interrogatory WA-66; Tr. 3/29/10, pp. 1270
and 1271.

In estimating forecasted growth rates, Value Line com-
putes its own growth estimates for per share sales, cash
flow, earnings, dividends and book value by taking the
most recent three-year average to average the next
three-year period. Response to Interrogatory WA-65,
Attachment. Reuters surveys the security analysts' es-
timates of their five-year projected growth rates in EPS,
and reposts the mean, the number of estimates, and
standard deviation of the estimates. Response to Inter-
rogatory WA-65. Ms. Ahern indicates Reuters is the
only source that indicates the number of analysts sur-
veyed; therefore, she prefers it to other sources of ana-
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lyst EPS growth. Tr. 3/29/10, p. 1260. The Company
finds Dr. Woolridge's growth rates to be subjective. Ac-
cording to the Company, Dr. Woolridge's growth rates
are arbitrary and are not based upon algorithms or for-
mulas. Company Brief, pp. 30 and 31.

*78 Dr. Woolridge considered five-year and ten-year
historical growth rates in EPS, DPS and book value per
share (BVPS). Historic growth rates must be included
as investors have access to them, but Mr. Woolridge in-
dicates these must be used with cantion. In addition, he
reviewed Value Line's historical and projected growth
rate estimates for EPS, DPS, and BVPS. Likewise, five-
year EPS forecasts by Wall Street analysts including
First Call, Zacks, and Reuters were incorporated into
his overall growth rate estimate. Lastly, he assessed
prospective growth as measured by prospective earnings
retention tates and earned returns on common equity.
Therefore, he evaluates the sustainable growth rate ap-
proach to the DCF model. Woolridge PFT, p. 30 and 31;
OCC Brief, p. 22. Since the historical figures are pub-
lished by investor sources like Value Line and Yahoo,
Dr. Woolridge believes these are relevant to investors
and are thus influencing investor expectations. There-
fore, to review historic numbers is to develop some type
of expectation for the future. Tr. 3/29/10, pp. 1361 and
1362. Dr. Woolridge also confirmed that the theory of
the DCF model is based on dividends as an estimate of
future case. According to the theory, dividends, earn-
ings, and book value should all grow at the same rate,
but in actuality they do not. As such, the DCF model
has come to be expressed in combination of dividends,
earnings and book value growth rates. Tr. 3/29/10, p.
1364.

Dr. Woolridge is not convinced that the analysts' five-
year consensus forecasts of EPS growth arc a suitable
proxy for the long-term sustainable growth that is re-
quired by the constant form of the DCF model. Wool-
ridge PFT, pp. 33-36. EPS forecasts are not meant to
represent the growth in DPS, BVPS, or stock price. Ad-
ditionally, security analyst EPS forecasts including
Value Line' s tend to be overstated as the analysts tend
to be overly optimistic which results in an upward bias.
Woolridge PFT, p. 35 and 36; Tr. 3/29/10, pp.
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1365-1367. Dr. Woolridge states that for the most part
these highly paid Wall Street analysts' predictions tend
to falter, and that on average the analysts' recommenda-
tions underperform the S&P 500. Tr. 3/29/10, p. 1367.
Dr. Woolridge believes that although the new reguia-
tions regarding the security analysts' interaction with in-
vestment banking has reduced the magnitude of the op-
timism in estimating EPS, it has not eliminated the
overestimation. Tr. 3/29/10, p. 1372. The best estimate
to the cost of equity using the conventional DCF is to
fook to long-term growth rate expectations. Dr. Wool-
ridge believes that investors are likely to consider his-
torical growth rates given the well known upward bias
of the analysts' growth estimates. Although Dr. Wool-
ridge cautions the Department regarding exclusive reli-
ance on the analysts' EPS growth estimates, he still uses
these estimates in his analysis combined with the histor-
ic figures. Tr. 3/29/10, pp. 1376-1378.

In order to circumvent the problems associated with
sole reliance on the ESP estimates, Dr. Woolridge re-
commends calculating the constant DCF model's growth

Woolridge

Growth Rate Indicator Water Group

Historic Growth in EPS, DPS,and ~ 4.4%
BVPS

Historic Value Line Growth in EPS,
DPS,

and BVPS 31.9%

1-:’rojected Value Line Growth in EPS,
DPS,
and BVPS 6.0%

gustainable Growth ROE times Re-
tention

rate 6.2%

f’rojected EPS Growth from First
Call,
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rate by using the sustaimable growth formula to compute
the growth input, Internally generated growth is a func-
tion of the percentage of earnings retained with the firm
(earnings retention rate) and the rate of retum eamed on
those earnings. The sustainable growth formula is ROE
times the retention rate. Woolridge PFT, p. 31; Tr.
3/29/10, pp. 1374-1376.

*79 In developing his overall growth rate recommenda-
tion, Dr. Woolridge gave more emphasis to the projec-
ted growth rate fignres and suggested that the growth
rates be 6.5% and 4.5% for the Woolridge Water Group
and the Woolridge Gas Group, respectively. Woolridge
PFT, p. 38. The table below provides a summary of the
growth rates reviewed by the OCC witness:

Dr. Woolridge's DCF Growth Rate Indicators

Woolridge
Gas Group

4.0%

4.4%

3.8%

4.6%
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Zacks, and Reuters 8.4%

?\verage of Historic and Projected
Growth

Rates 5.8%

Everage of Sustainable and Projected
Growth Rates 6.9%

Woolridge PFT, p. 34-38, Exhibit IJRW-10, p. 7; OCC
Brief, p. 22.

According to Dr. Woolridge, the primary error in Ms.
Ahem's DCF approach is her excessive reliance on the
projected EPS growth rate forecasts of Wall Street ana-
lysts and Value Line. Woolridge PFT, p. 61. Dr. Wool-
ridge cites several problems with exclusively using the
EPS growth rate forecasts of Wall Street amalysts as
DCF growth rates. First, the appropriate growth rate in
the DCF model is the dividend growth rate, not the
earnings growth rate. Dr. Woolridge states that over the
very long term, dividend and eamnings will have to grow
at a similar growth rate. Thercfore, consideration must
be given to other indicators of growth, including pro-
spective dividend growth, internal growth, as well as
projected earnings growth. Second, and most signific-
antly, Dr. Woaolridge contends that it is well known that
the long-term EPS growth rate forecasts of Wall Sireet
securities analysts are overly optimistic and upwardly
biased. A mumber of academic studies over the years
support this claim. Dr. Woolridge cited his own review
of this matter and suggested that examining EPS projec-
tions for 1,281 companies found that the forecast errors
for long-term EPS estimates are positive, which sug-
gests an upward bias in EPS growth rate estimates.
Hence, Dr. Woolridge contends that exclusively using
EPS growth rates as a DCF growth rate will provide an
overstated equity cost rate. According to Dr. Woolridge,
the concept of overstated EPS growth rates also applies
to utility companies. Woolridge PFT, pp. 62-65 and
69-71; OCC Brief, pp. 31-33. Dr. Woolridge explored
the concept of overstated EPS growth rates under vari-
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5.0%

4.4%

4.5%

ous circumstances including a review of the impact of
new securities legislations such as Regulation Fair Dis-
closure (Reg-FD) and Global Analysts Research Settle-
ments {GARS). ™7 His bottom line is that Wall
Street analysts view future company earnings through
rose-colored glasses and provide overly-optimistic fore-
casts of future growth until proven otherwise. OCC
Brief, p. 37.

(3) DCF Resuit

*$0 In developing the recommended DCF results, Ms.
Ahern relied upon the median due to the wide range of
DCF results and her opinion that the median is the more
accurate and reliable measure of central tendency. Ms.
Ahermn indicates that her DCF analysis yields ROEs of
13.22% for CWS, 11.50% for the AUS Water Group
and 8.76% for the AUS Gas Group. Ahemn PFT, p. 44,
Schedule PMA-7.

Dr. Woolridge finds Ms. Ahern's approach to the DCF
model invalid as she violates the assumption of the con-
stant-growth DCF model. Dr. Woolridge indicates Ms.
Ahern's growth rates are overstated as she relied solely
on securities analysts estimates of five-year EPS growth
rates. Dr. Woolridge's growth rate review recommends
examining both historic and projected growth rates for
EPS, DPS, BVPS and retention growth rates. Based
upon his analysis, the results of Dr. Woolridge's applic-
ation of the DCF model are: '
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Dividend 1/2 Growth DCF Equity
Yield Adjustment Growth Rate Cost Rate
Woolridge Water 3.4% 1.03250 6.5% 10.0%
Group
Woolridge Gas 4.4% 1.02250 4.5% 9.0%
Group

Woolridge PFT, p. 37, Exhibit JRW-10; OCC Brief, p.
24.

e. Risk Premium Model

Only Ms. Ahern performed an explicit Risk Premium
analysis. Risk Premium theory suggests that the cost of
equity for a company is greater than that company's cost
of long-term debt. In other words, the cost of equity
equals the expected cost of long-term debt plus a risk
premium te compensate the shareholder for the added
risk of being unsecured and last-in-line for a claim on a
corporation's assets. Ahern PFT, p. 45.

The Risk Premium model simply adds a premium above
the prospective current cost of long-term corporate debt.
The traditional form of the Risk Premium model is:

K =1 + Risk Premium, where

K is cost of capital;
I is interest rate on long-term capital, and

Risk Premium is risk premium in recognition of higher
risk of common stock.

The primary difference between the Risk Premium
Model and Capital Asset Pricing Model is that unsys-
tematic risk (company-specific risk) is fully captured in
the Risk Premium Model through the use of the pro-
spective long-term bond yield, while the Capital Asset
Pricing Model does not reflect unsystematic risk. Ahemn
PET, p. 45.

In estimating the Risk Premium, the first step is to de-
termine the expected bond yield. Ms. Ahern indicates
that the average Moody's bond rating for the AUS Wa-
ter Group is A2 and for the AUS Gas Group is A3.
Ahern PET, p. 46, Schedule PMA-11, p. 2. In estimating
the average yield on Moody's A2 bond, Ms. Ahemn
began with Biue Chip Financial Forecast’s estimate of
Moody's Aaa rated corporate bond yield of 5.47% and
adjusted that to be a Moody's A2 rated public utility
bond. Ms. Ahem believes that adjustment is approxim-
ately 0.47% upwards based upon the average yield
spread of an A rated public wtility bonds over an Aaa
rated corporate bond with an applicable rate of 5.89%.
Abern PFT, Schedule PMA-11, p. 4; Response to Inter-
rogatory WA-78.

*81 Since CWS and the AUS Water Group are both
rated A2, no adjustment is necessary to make the pro-
spective bond yields also A2. However, the AUS Gas
Group is rated A3, thus requiring a 20 bps upward ad-
justment to achieve the prospective bond yields applic-
able to A3 public utility. The expected bond yields are
5.89% for CWS and the AUS Water Group and 6.09%
for the AUS Gas Group. Ahem P¥FT, p. 47.

In estimating the Equity Risk Premium, Ms. Ahem took
two approaches. First, she calculated the Equity Risk
Premnium based on the total market using the beta ap-
proach. Second, she computed a mean Equity Risk
Premium based on a study of using various holding
period returns for public utilities with A rated bonds.
Her analysis indicated the forecasted Equity Risk
Premium to be 8.03%. This is calculated as the differ-
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ence between forecasted 3-5 years Total Annual Market
Return of 13.50% less the 5.47% prospective yield on
Aaa Rated Corporate debt. Ahern PFT, p. 51, Schedule
PMA-11, p. 6.

According to Ms. Ahern, the purpose of adjusting beta

is to reflect the risk of the market as a whole relative to

corporate bonds. Response to Interrogatory WA-70. For
the beta adjusted approach, she finds the beta adjusted
Equity Risk Premium to be 5.80 for CWS, 532% for
AUS Water Group and 4.43% for the AUS Gas Group.
For the holding period approach, she finds the Equity
Risk Premium to be 4.15%. Ahern PFT, pp. 48-50 and
54, Schedule PMA-11, pp. 6 and 7.

Ms. Ahemn then averaged the results of both approaches
and recommended an Equity Risk Premium of 4.98%
for CWS, 4.74% for the AUS Water Group and a2 429%
Equity Risk Premium for the AUS Gas Group. Ahern
PFT, p. 55, Schedule PMA-11, p. 8. The results of her
analysis indicate that the Equity Risk Premium ap-
proach yields an ROE of 10.87% for CWS [5.89% +
4.98%], 10.63% [5.89% + 4.74%)] for the AUS Water
Group and 10.38% [6.09% - 4.29%] for AUS Gas
Group. Ahern PFT, p. 55, Schedule PMA-11,p. 1.

According to Ms. Ahern, the Equity Risk Premium var-
ies inversely with iterest rate changes. One should not
presume a constant Equity Risk Premium but the model
assumes it to be a constant component. Likewise, the
use of the arithmetic mean and not the geometric mean
is appropriate. Ahem PFT, pp. 55 and 56. When ques-
tioned by the Department, Ms. Ahem indicated that her
Equity Risk Premium of 4.15% is based upon a long-
term study of the holding period returns on the S&P
Public Utility Bond Index relative to yields on Moody's
Aa, A and Baa rated public utility bonds. The 4.15% is
the risk premium relative to Moody's A rated public
utility bonds which approximates the average Moody's
bond rating for the AUS Water Group and AUS Gas
Group. Response to Interrogatory WA-72.

Dr. Woolridge did not perform an Equity Risk Premium
analysis, but his recommmendation for the Equity Risk
Premium is contained in his CAPM analysis discussed
below in Section 11.J.7.f. Dr. Woolridge argues that Ms.
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Ahern's Risk Premium and CAPM equity cost rates are
excessive primarily due to overstated equity risk premi-
ums. QCC Brief, p. 37.

*82 Dr. Woolridge indicates that the equity risk premi-
um approaches in Ms. Ahern's Risk Premium and
CAPM methods are very similar. He also highlights the
two primary errors in the approaches. First, there are er-
rors associated with computing an expected equity risk
premium using historical stock and bond returns. Ac-
cording to Dr. Woolridge, there are a myriad of empir-
ical problems, which result in historical market retums
producing inflated estimates of expected risk premiums.
Among the errors are the U.S. stock market survivor-
ship bias (the Peso Problemn), the company survivorship
bias (only successful companies survive, whereas poor
companies do not survive), and unattainable retum bias
(the Ibbotson procedure presumes monthly portfolio re-
balancing). Woolridge PFT, p. 73; OCC Brief, pp.
38-39; Tr. 3/29/10, pp. 1403-1406.

Ms. Ahern's expected Equity Risk Premium is based on
an expected stock market return of 13.50% as computed
using Value Line's 3-5 year projected market price ap-
preciation potential. Dr. Woolridge indicates that the
problem with this approach is that Yalue Line has con-
sistently overstated market price appreciation potential
in the past. On average, Value Line's projected 3-5 year
anmual return has been 4.89% above the actual 3-5 year
annual return thus resulting in excessive Equity Risk
Premiums. Woolridge PFT, pp. 81 and 82; OCC Brief,
p- 40.

Overall Dr. Woolridge states Ms, Ahern's Equity Risk
Premium used in her Risk Premium and CAPM ap-
proaches should be ignored because they are totally out
of line with the equity risk premium estimates that were
discovered in recent academic studies by leading fin-
ance scholars, and employed by leading investment
banks, management consulting firms, financial fore-
casters and corporate chief financial officers. Dr. Wool-
ridge suggests a more realistic market risk premium for
both the Risk Premium and CAPM approaches is in the
4.0%-5.0% range above Treasury yields. Woolridge
PFT, p. 85; OCC Brief, p. 40.
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(1) Arithmetic and Geometric Mean

In performing the total market approach using beta, and
in deriving the mean Equity Risk Premium using hold-
ing period retuns, Ms. Ahern relied upon the arithmetic
mean returns because in her opinion these are appropri-
ate for cost of capital purposes. Ahern PFT, Schedule
PMA-11, p. 6. According to Ms. Ahemn, the arithmetic
mean is not biased by the measurement period over
long-terms. Response to Interrogatory WA-69b. Ac-
cording to Ms. Ahern, the arithmetic mean captures the
prospect for variance in returns and equity risk premi-
ums and provides insight to estimate future risk in mak-
ing future investment. Response to Interrogatory WA-
69a. Ms. Ahern points out that the arithmetic choice is
recommended by ITbbotson Associates as well for dis-
counting future cash flows. Response to Interrogatory
WA-69, Attachment, p. 6.

Ms. Ahern does not recommend using the geometric av-
erage as it is more appropriate for reporting past per-
formance, since it represents the compound average re-
turn. Geometric means are inappropriate for cost of cap-
ital purposes. Response to Interrogatory WA-69.

*83 Dr. Woolridge believes the use of the historic arith-
metic mean approach to calculating the Equity Risk
Premium poses a problem of overestimation. According
to Dr. Woolridge, the arithmetic mean always results in
a higher estimate than the geometric mean. His position
is that, in examining a time series of data, the best
measure of investment performance over time is the
geometric mean. Accordingly, the geometric return
takes into account base return from one year to the next.
Tr. 3/28/10, pp. 1397-1399.

- {2) Survivorship Bias and Peso Problem

Survivorship bias is tendency for market returns to be
overstated as only the returns of the companies that sur-
vive are measured. The Peso Problem or U.S. market
survivorship bias involves the fact that past stock mar-
ket returns were higher than expected in the U.S. be-
cause despite war, depression and other social, political
and economic events, the U.S. economy survived, did
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not hyper-inflate and resisted invasion and calamities
that befell other countries. Woolridge PFT, p. 78.

Survivorship bias and/or the Peso Problem could reduce
the size of the Equity Risk Premium, Based upon her re-
view of Tbbotson, Ms. Ahern neither finds survivorship
bias nor the Peso Problem to be an issue to the develop-
ment of the historical Equity Risk Premium as CT Wa-
ter is a U.S. company. She quotes a portion of Ibbotson
Associates which states, ‘If the entity being valued is a
US Company, then the relevant data set should be the
performance of equities in the US market.* Response to
Interrogatory WA-71. :

In reviewing the relevant portion of Ibbotson, the De-
partment found the following statement in addition to
Ms. Ahern's quoted portion:

[Olnce survivorship bias is taken into consideration; the
US equity risk premium is overstated by approximately
60 basis points. The non-US Equity Risk Premium was
found to contain significantly more survivorship bias.
While the survivorship bias evidence may be compel-
lmg on a worldwide basis, one can question its relev-
ance to a purely US analysis. If the entity being valued
is a US company, then the relevant data set should be
the performance of the equities in the US market.
Response to Interrogatory WA-41i; Ibbotson Asso-
ciates, Stocks, Bonds, Bills and Inflation - 2009 Year-
book, p. 65; Tr. 3/29/10, pp. 1286-1288.

- Capital Asset Pricing Model

Ms. Ahem also performed a CAPM, which is based
upon the assumption that all non-market risk
(unsystematic risk) can be eliminated through diversi-
fication. The risk that caimot be eliminated through di-
versification is called systematic risk. Systematic risk is
the risk for which investors require compensation since
diversification cannot eliminate it. Abern PFT, p. 56.
The CAPM is applied by adding a risk-free rate of re-
turn to a market risk premium which is adjusted propor-
tionately to reflect the systematic risk of the individual
security relative to the market. Ahern PFT, pp. 56-58.
The measure of relative risk of the security to the mar-
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ket is beta.Ibid

*84 Mathematically, the following represents the simple
CAPM:
R, =R,+bX (R, -R), where:

R, is the required return on stock;

b is the beta of the individual stock, ie., measure of sys-
tematic risk;

R, is the return on the market; and
R, is the return on risk free asset (i.e., treasury secur- ity).

Ahern PFT, p. 57.

In applying the CAPM, Ms. Ahern points to the obser-
vation that the empirical Security Market Line (SML)
described by the CAPM formula (R, + b X (R_-R)) is
not as steeply sloped as it is expected to be. Ahern PFT,
p. 57. In order to correct for this observation, empirical
evidence suggests that the CAPM formula should be re-
vised to reflect this observation.

The following equation is an approximation of the Em-
pirical CAPM or ECAPM: K =R, + X *b * (R -R) +
(I-X) * (R -R) where X is a fraction to be determined
empirically. Assuming X is 0.25, then the Empirical
CAPM reduces to K =R, + 0.25 * b * (R -R) + 0.75%
(R_-R,). Ahern PFT, p. 57. The selection of the beta
weighting or ‘X* factor in the empirical CAPM is based
upon the work of Dr. Roger Morin. Response to Inter-
rogatory WA-74¢, Attachment. Ms. Ahern believes the
Empirical CAPM methodology was develop outside the
regulatory finance area and cites the work of Dr. Morin
as support. Response to Imterrogatory WA-76; Tr,
3/29/10, pp. 1290.

Ms. Ahern used the .25/.75 beta weighting factors based
upon the convention established by Dr. Morin. Accord-
ing to the Empirical CAPM approach, ‘X‘ or the beta
weighting factor is to be determined empirically, but
Ms. Ahern could not specifically point out how the
25/.75 weighting factors were determined. Tr. 3/29/10,
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pp. 1291-1295. Ms. Ahern applied both the traditionat
CAPM and Empirical CAPM to her proxy group of
companies and averaged the results. Ahern PFT, p. 58.
Ms. Ahern relied upon the median of results of the
CAPM and Empirical CAPM due to the extremely
volatile capital markets. The results of her CAPM meth-
odologies indicate 11.3% for CWS, 10.8% for the AUS
Water Group and 9.96% for the AUS Gas Group. Ahern
PFT, pp. 60 and 61, Schedule PMA-13.

Dr. Woolridge also provided a CAPM analysis using es-
sentially the same formula as Ms. Ahemn. This witness
used the form of the CAPM where:

K is equal to R, + b * [E(R )-R], where:

K represents the estimated rate of return on the stock;

_E(R_} represents the expected return on the overall

stock market (frequently, 'market' refers to the S&P 500);
(R,) represents the risk-free rate of interest;

[E(R_)}(R)] represents the expected equity or market
risk premium - the excess return that an investor expects
to receive above the risk-free rate for investing in risky
stocks; and

Beta is a measure of the systematic risk of an asset.

Woolridge PFT, p. 39; OCC Brief, p. 24.

Dr. Woolridge did not apply the Empirical CAPM ap-
proach and disagrees with its use in cost of equity ana-
lysis. Ms. Ahem supports her use of the Empirical
CAPM with reference to Dr. Morin's book, Dr. Wool-
ridge states that Dr. Morin's book merely provides anec-
dotal evidence on the Empirical CAPM and the weights
to be used in its application, but does not develop or
empirically test the Empirical CAPM. Dr. Woolridge
also claims that the results presented in Dr. Morin's
book do not necessarily support Ms. Ahern's application
since Ms. Ahern has used Value Line betas. In addition,
Dr. Woolridge states that Value Line betas are adjusted
to reflect the fact that historically, betas tend to regress
toward 1.0 over time. Using adjusted betas, therefore,
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increases the return for stocks with betas less than 1.0,
and decreases the return for stocks with betas greater
than 1.0. Based on the fact that utility betas are less than
one, the application of Empirical CAPM would further
inflate the resultant ROE. Woolridge PFT, pp. 83 and
84; OCC Brief, p. 40; Tr. 3/29/10, pp. 1406-1407.

*85 The following discussions represent the debates
surrounding the various mathematical inputs to the
CAPM.

(1) CAPM Risk Free Rate

In selecting the risk free rate (R,), Ms. Ahem adopted
4:62% in both versions of CAPM. Her selection was
based upon the average consensus forecast from the
December 1, 2009 edition of Blue Chip Financial Fore-
casts estimate for vyields on 30-year U.S. Treasury
bonds for the six quarters ending 2011. Ahern PFT, p. 58.

Ms. Ahem's choice of the 30-year U.S. Treasury bond
as the proxy for CAPM's risk free rate is based on the
contention that the yield on long-term Treasury Bonds
is almost risk free, consistent with the long-term cost of
capital to public utilities, and is consistent with the
long-term mvestinent horizon faced by public utilities.
Overall, the 30-year U.S. Treasury Bond best approxim-
ates the risk free rate in the CAPM as it is less volatile
than U.S. Treasury Bills, is almost risk free, and is con-
sistent with the utility companies' long-term investment
horizon. Ahern PEFT, p. 58.

Dr. Woolridge states that the yield on long-term T1.S.
Treasury rates is usually viewed as the risk-free rate of
interest on the CAPM. Woolridge PFT, p. 40. In devel-
oping his CAPM approach, Dr. Woolridge used the
yield of a 30-year U.S. Treasury bond as the benchmark
for the risk-free rate of interest (Rp). According to Dr.
Woolridge, his review of the recent trend in interest
rates indicated that the yield on 30-year Treasury bonds
has been in the 4.5% range over the last several months.
As of February 15, 2010, Dr. Woolridge found the rate
on 30-year U.S. Treasury Bonds was 4.65%, and he
used 4.65% as R, in his CAPM. Woolridge PFT, p. 42,
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Exhibit JRW-11, p. 2; OCC Brief, p. 25.

(2) Equity Risk Premium

In computing the Equity Risk Premium, Ms. Ahern
began with an estimate of investors’ expected total re-
tum on the market and subtracted from that an estimate
of the risk free rate. Her estimate of the Equity Risk
Premium averages 7.69%. Ahern PFT, p. 60, Schedule
PMA-13.

The basis of the projected median Equity Risk Premium
is computed by averaging the results of two methods.
The projected method uses Vafue Line data and com-
putes the Equity Risk Premium by subtracting the aver-
age risk free rate of 4.62% from Value Line's total mar-
ket return projections of 13.5% for an Equity Risk
Premium of 8.88%. Ahem PFT, p. 60, Schedule PMA-
13, p. 3. The other method uses Ibbotson Associates'
data and computes the Equity Risk Premium by sub-
tracting the long-term historical income returm on U.S.
Government Securities of 52% from Ibbotson Asso-
ciates'SBBI long-term historical total rate of retrn on
the market of 11.7% for an Equity Risk Premiun of
6.5%. Ahem PFT, p. 60, Schedule PMA-13, p. 3. The
average of these two approaches, 7.69% [(6.5% +
8.88%) / 2], is Ms, Ahern's approximation of the Equity

Risk Premium. Dr. Woolridge finds Ms. Ahern's Equity

Risk Premium of 8.88% to be unrealistic given it is de-
rived from an expected market return of 13.5%. He puts
his comments into perspective by indicating that the
long-term projected stock market retumn for the Com-
pany's pension plan is 8.75%, significantly below Ms.
Ahern's 13.5% figure. Tr. 3/29/10, p. 1386.

*86 Dr. Woolridge indicated that there are three ways to
measure the Equity Risk Premium. They include: His-
toric Ex Post Returns, Surveys, and Ex Ante Models
and Market Data. Woolridge PFT, pp. 43-44, Exhibit
JRW-11, p. 4. A brief summary of each approach is as
follows:

1. Historic Ex Post Returns - uses the difference
between historic average stock and bond returns. Most
historic assessments of the equity risk premiuin suggest
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an Equity Risk Premium of 5-7 percent above the rate
on long-term Treasury bonds. Dr. Woolridge states that
this approach has been criticized as the large Equity
Risk Premium discovered in historic stock and bond re-
turns cannot be justified by the fundamental data. 2.
Surveys - use surveys of investors and financial profes-
sionals. However, there are a limited number of surveys
of investors' required rates of retun. 3. Ex Ante Models
and Market Data - use of studies to compute ex ante ex-
pected returns using market data such as expected earn-
mgs and dividends to arrive at an expected Equity Risk
Premium.

Woolridge PFT, pp. 44-52; OCC Brief, pp. 25 and 26.

To determine an Equity Risk Premium, Dr. Woolridge
reviewed the resulis of over 30 Equity Risk Premium
studies and surveys performed over the past decade.
These are presented on page 5 of Exhibit JRW-11 and
include the summary Equity Risk Premium results of:
(1) the annual study of historic Equity Risk Premiums
as provided by Momingstar (formerly Ibbotson Asso-
ciates); (2) ex anfe Equity Risk Premium studies com-
missioned by academics, consulting firms, and the So-
cial Security Administration; (3} Equity Risk Premivm
surveys of CFOs, Financial Forecasters, as well as aca-
demics; and (4) Building Block approaches to the
Equity Risk Premium. The overall average Equity Risk
Premium of these studies is 4.36%. Due to the financial
crisis, Dr. Woolridge also separately examined Equity
Risk Premiums published m the last two years. The
most recent Duke CFO survey indicates that the expec-
ted 10-year Equity Risk Premium was 4.38%. Accord-
ing to McKinsey & Co.'s recent update to its study *The
Real Cost of Equity,* the Equity Risk Premium is reaf-
firmed to be between 3.5% and 4% in light of the finan-
cial turmoil. As a result of all these approaches, Dr.
Woolridge uses an Equity Risk Premium of 4.40% m
his CAPM. Woolridge PFT, pp. 51-53; OCC Brief, 26;
Tr. 3/29/10, pp. 1384-1386, 1388-1391.

(3} Beta Selection

In selecting the beta for the traditional and empirical
CAPM, Ms. Ahern used Value Line's Adjusted Betas
from the September 11, 2009 and October 23, 2009 edi-
tions. Ahemn PFT, Schedule PMA-11, p. 9. Based upon
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this data set, the betas range from 0.65 to 0.95 for the
AUS Water Group and 0.60 to 0.75 for the AUS Gas
Group. The beta for CT Water Service is 0.85. The av-
erage beta for the AUS Water Group is 0.77 and the me-
dian is 0.78, while that of the average and nedian of the
AUS Gas Group are 0.66 and 0.63, respectively.fbid
The water company betas on inspection, appear to be
higher than in previous years. Ms. Ahem did not concur
with this observation and offers an exhibit showing the
water peer companies' beta have actually declined about
14 bps over the last year. Response to Interrogatory
WA-T5.

*87 Dr. Woolridge also recommended that 0.74 and
0.64 be used as the beta estimates for the Woolridge
Water Group and Woolridge Gas Group, respectively.
These are average betas and are provided in Value Line.
Woolridge PFT, pp. 42; Exhibit JRW-11, p. 2; OCC
Brief, p. 25.

(4) CAPM Applications' Results

Ms, Ahern's application of the CAPM yields the follow-
ing results: for the traditional approach 11.16% for
CWS, 10.58% for the AUS Water Group and 9.62% for
the AUS Gas Group; and for the Empirical CAPM
11.44% for CWS, 11.02% for the AUS Water Group
and 10.29% for the AUS Gas Group. Ahem PFT, p. 60,
Schedule PMA-13. In similar fashion to the DCF mod-
el, Ms. Ahern relies upon the median computation. The
overall conclusion of her CAPM approaches are 11.30%
for CWS, 10.8% for the AUS Water Group and 9.96%
for the AUS Gas Group. Ahern PFT, p. 61, Schedule
PMA-13, p. 1.

Dr. Woolridge's CAPM analysis results in equity cost
rates of 7.9% for the Woolridge Water Group and 7.6%
for the Woolridge Gas Group. Woolridge PFT p. 54;
OCC Brief, p. 27. A summary of his CAPM application
is provided in the table below:

Woolridge CAPM Results
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Risk-Free Equity Risk Equity
Rate Beta Premium Cost Rate
Woolridge Water 4.65% 0.74 4.40% 7.9%
Group
Woolridge Gas 4.65% 0.67 4.40% 7.6%
Group
Woolridge PFT, p. 54; OCC Brief, p. 27. Ihid.

g Comparable Earnings Model

Ms. Ahern included a Comparable Earnings Model
which she finds consistent with the Hope vs. Bluefield
doctrine. This doctrine indicates that the refurn to the
equity investor should be commensurate with returns on
investment in firms with similar risk. Ahern PFT, p. 64.
The Comparable Eamings Model is designed to meas-
ure the returns expecied to be eamed on book common
equity of similar risk enterprises. Ms. Ahern believes
the benchmarking risk of similar enterprises should not
be regulated utilities but the risk of non-price regulated
firms.Jbid. According to Ms. Ahern, the difficult part of
applying the Comparable Earnings Model is selecting a
proxy group of non-price regulated firms with similar
risk to the regulated utility in question./bid.

In choosing the non-regulated proxy group companies,
Ms. Ahern chose three proxy groups of domestic, non-
price regulated firms to reflect the systematic and un-
systematic risks of CWS and of her two proxy groups,
the AUS Water Group and AUS Gas Group. Ahem
PFT, p. 65. The selection criteria for the non-regulated
companies were that they be domestic non-utility com-
panies, have meaningful rate of return, net worth or
partner's capital reported in the Standard Edition of
Value Line projected for 2012-2014.Jbid Value Line
betas were used as the measure for systematic risk and
the standard error of the regression was used as the
measure for unsystematic risk (i.e., firm specific risk).

*88 In developing the non-utility comparables, Ms.
Ahern selected three proxy groups of 95, 112 and 25
non-price regulated companies based upon an unadjus-
ted beta and standard error of the regression. Ahemn
PFT, p. 66, Schedule PMA-14. In selecting the compar-
ison factors to choose the peer non-utility companies,
Ms. Ahern focused on total risk which encompasses di-
versifiable and non-diversifiable risk. Ms. Ahern indic-
ates total risk encompasses unidentified standard devi-
ation as well as credit rating. By using plus and minus
three standard deviations, she captures 99.73% of the
distribution of unadjusted betas and standard error of
the regression. Response to Interrogatory WA-79. Ac-
cording to Ms. Ahem's Comparable Earnings approach
and using the median approach, the results of Compar-
able Famnings Model are a return of 14.0% for CWS, a
return of 14,25% for the AUS Water Group and a return
of 21.25% for the AUS Gas Group. Ahem PIT, p. 67.

Ms. Ahern is not aware of the Department's position on
the Comparable Eamings Model as she did not perform
an exiensive search of the Department's Decisions. Re-
sponse to Interrogatory WA-78. The Comparable Eam-
ings Model is an approach Ms. Ahem typically includes
in her testimony before various jurisdictions but she is
not aware of any jurisdiction which has explicitly adop-
ted the Comparable Earnings Model. Response to Imter-
rogatory WA-80; Tr. 3/29/10, pp. 1300-1302.

Dr. Woolridge believes that the Comparable Earnings
Model is flawed and should be ignored. First, the risk
ratings ranges are extremely broad and makes one ques-
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tion how comparable the Comparable Eamings Model The table below provides a summary of Ms. Ahern's
companies are in terms of risk to the water and gas various cost of capital methods results with respect to
groups. Secondly, Ms. Ahern did not evaluate the mar- the two proxy groups employed:

ket-to-book ratios for these companies and cannot indic-
ate whether the past and projected returns on common
equity are above or below investors' requirements.
Woolridge PFT, p. 85; OCC Brief, p. 41.

h. Parties' Summary Results

AUS Water AUS Gas

CWSs Group Group
DCF 13.22% 11.50% 8.76%
Equity Risk Premium 10.87% 10.63% 10.38%
Model
CAPM 11.30% 10.80% 9.96%
Comparable Eamings 14.00% 14.25% NMF%
Model
Indicated ROE 12.40% 12.10% _ 9.73%
Business Risk Adjustment  0.00 0.15 0.20
Indicated ROE afier Ad-  12.18% 12.25% 9.93%
justment for Business Risk
Adjustment for WCAM ~ (0.22) (0.11) (0.03)
Indicated ROE after Ad- 12.14% 9.90%
justment for WCAM
ﬁecommendation based on
two Proxy Groups with
WCAM 11.02%

Recommended ROE 11.60%
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Ahemn PFT, p. 6, Table 2.

Ms. Ahern's ROE recommendation is 11.60% if the

WCAM is adopted and 11.80% if not. In making her °

overall ROE recommendation, Ms. Ahern suggests that
the results of one model should not be emphasized over
the others. She recommends that the Department incor-
porate the results of all four models she evaluated in
setting the allowed return. Ahern PFT, p. 68. She espe-
cially cautions the Department to avoid exclusive reli-
ance on any one model.Zbid,, p. 69.

*89 Dr. Woolridge recommends an ROE for CT Water
in the 7.6%-10.0% range. He relied primarily on the

Method Woolridge Water Group
DCF 10.0%
CAPM 7.9%

Woolridge PFT, 54, Exhibits JRW-10, p. 1; JRW-11, p.
1; OCC Brief, p. 28.

Dr. Woolridge indicates his recommendation is consist-
ent with authorized ROEs for water companies. He
states that the most recent authorized ROE for water
companies averages 10.06% as reported by AUS Utilit-
ies Reports. Likewise, for the broader group of small
water companies followed by the National Association
of Water Companies, Financial and Operating Data Re-
port indicates the average ROE is 9.9%. Woolridge
PFT, pp. 58 and 59; OCC Brief, pp. 28 and 29. Dr.
Woolridge further commented that his 9.25% recom-
mendation only applies if the Department does not ac-
cept the Company's decoupling mechanism (WCAM).
In that case, he recommends a downward adjustment to
the ROE as compensation for the lower risk the Com-
pany would face with decoupling. In this case, Dr.
Woolridge suggests a downward adjustment of up to 50
bps to be appropriate. Woolridge PFT, p. 56; OCC
Brief, p. 28.
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DCF results, He believes that the DCF results for the
Woolridge Gas Group provide a better indicator as to
the equity cost rate. As a result, he revises his cost of
equity range to 9.0%-9.5% range. He finds this range
reasonable given the lower CAPM results for the two
groups. Dr. Woolridge recommends the midpoint of this
range, 9.25%, as the equity cost rate for CT Water.
Woolridge PFT, pp. 54 and 55; OCC Brief, p. 28.

The table below shows a summary of Dr. Woolridge's
cost of equity results:

Woolridge Gas Group

9.0%

7.6%
8. Department Analysis of Cost of Equity

a. Overview: Economic Changes and

Survey of Allowed Returns

[75-78] The Company requests an 11.3% ROE based
upon the review performed by Ms. Ahern, while OCC
recommended a 9.25% ROE based upon Dr. Wool-
ridge's analysis.

The Company provided the following financial and eco-
nomic statistics related to Gross National Product
(GNP), Consumer Price Index {(CPI), U.S. Treasury
rates and other relevant information covering the
changes in these indices froni the time of its last rate
case through most recent quarter or month, whichever is
most relevant. This information is contained in the table
below:
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2009/2010 Change

2007 (latest month 2007 to
Financial/Economic Indic-  (4th Qir)* or quarter)* 2009/2010
ator
Gross Domestic Product
(GDP)
(Trillions) 14.338 14,463 {0.87%)
Eonsumer Price Index 207.3428 214.537v¢ 3.47%
(CPD)
U.S. Treasury Bills 3.5% 0.1% (3.4%)
(90-day)
U.S. Treasury Bills 3.7% 0.2% (3.5%)
(180-day) .
U.S. Treasury Bonds 43% 3.7% (0.8%)
(10-year)
US. Treasury Bonds 4.6% 4.3% (0.3%)
(20-year/30-year)
State Allowed ROE's for 10.42%2° 10.34%2 (0.08%)
utilities
Market-to-book ratios for ~ 203% 188% (15%)
the Company
Market-to-book ratios for ~ 239%2 206%5 (33%)

the Water Utility Industry

*90 Company Late Filed Exhibit No. 59.

ness and the OCC witness, the Department's review of
each witness's recommendations, and its own applica-
tion of the cost of capital models as applied to the finan-

The Department focused on the economic and financial
changes since the Company's last rate case, recently
awarded ROEs in Connecticut, the application of the
cost of capital models proposed by the Company wit-

cial data in the record. The Department did not rely on
any one cost of capital method, but incorporated several
methodologies aceepted in the financial literature.

The Department reviewed the changes to several finan-

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.

http://web2.westlaw.com/print/printstream.aspx 7utid=1& prii=FHTMLE&sv=Split&vr=2.0...

12/1/2010




283 P.U.R.4th 217, 2010 WL 2801007 (Conn.D.P.U.C.)

cial and economic indicators in order to take account of
the economic trends that have occurred since the Com-
pany's last rate case. Approximately 2 1/2 years have
passed since the rates approved by the 2007 CT Water
Rate Case Decision became effective. There have been
several noteworthy changes in this span of time. The
first is the economic recession that began in the third
quarter of 2008 which resulted in steep declines to the
stock market, real estate market, and resulted in in-
creased numbers of unemployed and underemployed
workers. In response to the recession, the Federal gov-
ernment intervened in order to support the banking and
auto sectors, as well as, to provide injections of money
to state governments.

This economic decline is evident in the above tables'
figures. Since the 2007 CT Water Rate Case Decision,
U.S. economic growth has under paced the increase in
inflation. For instance, Gross Domestic Product de-
creased by approximately 0.87% while inflation as
measured by the Consumer Price Index (CP1) increased
by 3.47%. CT Water Late Filed Exhibit No. 59. Short-
term interest rates (90-and 180-day U.S. Treasury Bills)
have decreased almost to zero.fbid 10-year U.S. Treas-
wry Notes have decreased about 80 basis points while
longer term rates have also decreased, on average, by 30
basis points for the 20-year U.S. Treasury bond and the
30-year U.S. Treasury bonds taken together Jbid.

The trend in declining U.S. Treasury rates is reflected in
the decline to state commission allowed ROEs. Also, it
is evident the recession has taken a toll on market-
to-book ratios for the Company's parent and the water
utility industry as a whole with a decline of 15% for the
parent and a decline of 33% for the Water Utility In-
dustry for the market-to-book ratio. Given this evid-
ence, the Department observes the Company's market to
book value did not decline as much as the average water
utility during this time period.

The Department incorporated the downward trend in the
Long-term U.S. Treasury Bond rates of-0.30% to the
Company's last allowed ROE of 10.125%. As a result of
the above criteria, the Department finds the updated
static allowed ROE to be 9.825% [10.125% +-0.30%].
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The Department conducted a survey of recent Connecti-
cut water rate case Decisions. The AG and the OCC in
this proceeding have suggested that current market con-
ditions have led to declines in allowed ROEs by the De-
partment in the various regulated utilities. The Avon
Water Rate Case Decision and the Hazardville Water
Rate Case Decision resulted in ROEs of 10% and 9.6%,
respectively, The Department notes that these lower al-
lowed returns are not merely a water company phe-
nomenon but transcends other utilities as well. For ex-
ample, in the last CL&P rate case, the Department al-
lowed a 9.4% ROE in Docket No. 07-07-01, Decision
dated January 28, 2008, Application of the Connecticut
Light and Power Company fo Amend Rate Schedules. In
Docket No. 08-07-04, Decision dated February 4, 2009,
Application of the United [lumination Company to In-
crease its Rates and Charges, the Department granted
UI a 875% ROE with decoupling. In Docket No.
08-12-06, Decision dated June 30, 2009, Application of
Connecticut Natural Gas Corporation for a Rate In-
crease, a 9.31% ROE was granted. Likewise, in Docket
No. 08-12-07, Decision dated July 17, 2009, Appfica-
tion of Southern Connecticut Gas Company for a Rate
Increase, a 9.26% ROE was granted. Given these actual
results for ROEs in Connecticut, the Department be-
lieves that, over the last three years, the range of reason-
ableness is 9.26% to 10%, with emphasis on the lower
end of the range.

*9]1 The Company and the OCC witnesses arrived at
highly divergent results. The Department will construct
its own analysis and computations to determine which
witness produced the more reliable results. The Depart-
ment relied on the record evidence, including raw data
provided by the Company and the OCC witnesses to
perform the various methods and computations and de-
velop its own permitted range for each cost of capital
method employed. The DCF, Equity Risk Premium,
CAPM and Comparable Earnings Model were analyzed
based upon their acceptance in the field of cost of capit-
al analysis in the attempt to incorporate different ap-
proaches to the estination of the ROE. The review of
each witness position and comments, and the results of
the Department's analysis are detailed in the sections
below.
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b. Introduction and General Issues

(1) Risk

The Company believes its financial condition may be-
come hampered as a result of its perceived declining
consumption. It also indicates that land sales and related
tax credits are sporadic and do not provide consistent
infusions of cash to operate the business. Overall, the
Company points out that it did not achieve its last al-
lowed 10.125% ROE since its last rate case.

Examining the table provided by the Company in re-
sponse to Interrogatory WA-21, the Department ob-
serves that, for the most part, the Company's financial
metrics improved after the last rate case. In 2009, there
is an observed decrease in some but not all of the met-
rics. Examining some of its turnover ratios, the Com-
pany has strong Times Interest Earned and Fixed Cover-
age ratios, which indicate a strong degree of protection
available to its bondholders as these indicators measure
how much company earnings cover interest expense.
Likewise, the Company offers its Parent Company's
shareholders a strong dividend payout ratio ranging
between 70% and 80% of earnings. The Company's
testimony is that dividend payout ratios are targeted to
increase approximately $0.02 annually over the next
three years. A review of AUS Monthly Utility Reports

shows that CWS has one of the highest dividend payout -

yields of all AUS water companies followed. Company
Response to Interrogatory WA-41g.

In contrast to the Company's somewhat dire depiction of
its financial condition since the 2007 CT Water Rate
Case Decision, the Department finds that the Company's
financial condition improved over the interim period
between rafe cases and that it had consistent repayment
of its long-termn debt and a high dividend payout ratio.
Accordingly, the Company has obtained a strong in-
terest coverage position over the last three years. Like-
wise, the Company has been able to overlay a steadily
increasing dividend obligation to the Parent Company
since the last rate case. These financial metrics suggest
a company that performs well, not one showing a long-
term downward trend to financial flexibility.
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(2) Proxy Group

The Department considered the Company and the OCC
witnesses’ proxy groups. Both experts recommended us-
ing two proxy groups, one consisting of publically
traded water companies and the other group consisting
of publicly traded local distribution gas companies
(LDCs).

*92 Ms. Ahern's AUS Water Group includes CWS plus
six AUS water companies which are American States
Water Company; Aqua America, Inc.; California Water
Service Group; Middlesex Water Company; SIW Cor-
poration and York Water Company. Dr. Woolridge's
Water Group includes American State's Water Co;
Aqua America; Artesian Resources Corp; California
Water Service Group; Connecticut Water Service, Inc.;
Middlesex Water Company; Pennichuck Corporation;
SIW Corporation and York Water Company. The differ-
ence between the two experts' water proxy groups is
minimal. Dr. Woolridge includes Artesian Resource
Corporation and Pennichuck Corporation, which Ms,
Ahern does not.

According to Ms. Ahern, Artesian Resources was ex-
cluded because it is not followed by Value Line and be-
cause Reuters did not have a growth rate estimate for it.
Dr. Woolridge included it because it is followed by
AUS Utility Reports. Dr. Woolridge used several
sources of five-year EPS growth rate estimates besides
Reuters. Since it is not followed by Value Line, he was
not able to get Vafue Line estimates. Tr. 3/29/10, pp.
1350-1352. The stock that is traded for Artesian Re-
sources is a nonvoting stock.bid, p. 1413.The Depart-
ment typically relies upon the utility companies fol-
lowed by Value Line as this data is readily available to
investors. Given that Artesian Resource is not followed
by Value Line and is a nonvoting stock, it was excluded
from the Department's Water Group.

Dr. Woolridge also included Pennichuck Corporation
while Ms. Ahemn did not. Dr. Woolridge indicated if is
followed by AUS Utility Reports and Value Line. Like-
wise, he was able to find alternative EPS growth estim-
ates as he did not rely on Reuters as Ms. Ahern did.lbid
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, pp- 1352 and 1353.

Upon further examination of the Pennichuck Corpora-
tion, the Department finds that according to the October
23, 2009 Value Line, this company has a beta of 0.55,
while CWS' beta is 0.85 as of that Value Line edition.
Ibid.,, p. 1353.The Department queried Dr. Woolridge
why he would include a company with such low beta
risk. Dr. Woolridge offered the following explanation:
Again, I included it because it's listed as a water com-
pany. Its beta is low because the stock price hasn't
moved a whole lot, and it doesn't go up and go down. I
mean, the water companies and the gas companies are
among the lowest beta companies in the United States,
and that one is lower than others. SJW is higher, but
Pennichuck is not a widely followed firm, and so it
doesn't move quite as much the others.

Ibid., p. 1354,

The Pennichuck Corporation is subject to a protracted
eminent domain struggle with the City of Nashville for
the last several years. The court recently decided in fa-
vor of the City of Nashville.fbid, p. 1413.Given that the
Pennichuck Corporation has a very low beta risk in rela-
tion to CWS and that it has been in a long eminent do-
main struggle with the City of Nashville, the Depart-
ment excludes Pennichuck Corporation from the De-
partment Water Group.

*93 The Department Water Group consists of the fol-
lowing companies: CWS; American States Water Com-
pany; Aqua America, Inc.; California Water Service
Group; Middlesex Water Company; SJW Corporation
and York Water Company.

Ms. Ahemn's AUS Gas Group includes AGL Resources,
Inc.; Atmos Energy Corp.; Delta Natural Gas Company;
Laclede Group Inc.; Northwest Natural Gas Company;
Piedmont Natural Gas Co. Inc.; Southwest Gas Corpor-
ation and WGL Holdings, Inc. The Woolridge Gas
Group includes: AGL Resources, Inc.; Atmos Energy
Corporation; Laclede Group, Inc; NICOR Inc.; North-
west Natural Gas Co., Inc.; South Jersey Industries,
Inc.; Southwest Gas Corporation and WGL Holdings,
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Inc.

According to Ms. Ahern, Delta Natural Gas is one of
the companies that are not in Value Line's standard edi-
tion, but it is followed in Value Line's, Small and Mid-
cap editions./bid, p. 1265.Dr. Woolridge indicated
Delta Natural Gas was excluded because it does not
have Value Line projections.fbid, p. 1355.Since Delta
Natural Gas is included in Falue Line's Small and Mid-
cap editions, the Department will include it as it
provides some representation of capitalization more like
CWS.

Dr. Woolridge included NICORE Inc. and South Jersey
Industries, Inc., while Ms. Ahern excluded these on the
basis that NICORE does mot have positive Value Line
five year projected DPS growth rate and South Jersey
Industries, Inc. did not meet the minhnum 60%
threshold of obtaining revenue from regulated opera-
tions. Response te Interrogatory OCC-97; Tr. 3/29/10,
pp. 1355 and 1356. On these points, the Department
concurs with Ms. Ahern's analysis and likewise ex-
cludes NICORE, Inc. and South Jersey Industries, Inc.
from the Department Gas Group.

Accordingly, the Department Gas Group includes AGL
Resources, Inc.; Atmos Energy Corp.; Delta Natural
Gas Company, Laclede Group, Inc.; Northwest Natural
Gas Company; Piedmont Natural Gas Co., Inc.; South-
west Gas Corporation and WGL Holdings, Inc.

(3) Size Premium

A debate ensued regarding the inclusion or exclusion of
a size premium. Ms. Ahem's adjustments identified as
business risk adjusiments are based exclusively upon a
size premium given her contention that the Company's
size is small relative to that of the average company.
Based upon this clarification, her results summary in-
dicates the following size adjustments were included:
CT Water Service 0 bps, AUS Water Group a positive
15 bps and AUS Gas Group a positive 20 bps. For in-
stance, to include Ms. Ahern's approximate 17.5 bps
size premium, adds approximately $350,984 increase to
revenue requirement in the instant docket. Application,
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Schedule A-1.0; CT Water Late Filed Exhibit No. 69,
Schedule A-1.0 Revised. T

Dr. Woolridge describes several reasons that even the
small size adjustment proposed by Ms. Ahern should be
denied. The Department has reviewed the work of Dr.
Amne Wong in numerous Decisions. Dr. Wong has
tested for a size premium in utilities and concluded that,
unlike industrial stocks, utility stocks do not exhibit a
significant size premium. Additionally, Dr. Woolridge
cited academic work suggesting that the process of port-
folio rebalancing used by academicians' analyses tech-
niques may be a factor leading to the observation of a
size premium. He highlighted a recent study which in-
dicated that the annual rebalancing of portfolios results
in some companies leaving the measurement porttolio,
thus a bias is created. He indicates that if one examines
the portfolio long-term without rebalancing, within two
years the small firm effect is eliminated. Thus, the cur-
rent thought is that the small company premium is a
function of the mathematical methodology used to eval-
vate it. Tr. 3/29/10, pp. 1409-1411.

*Q4 The Department has rejected the inclusion of a size
premium in a CAPM analysis in a number of rate pro-
ceedings. The Department's Decisions for Birmingham

Utilities, Valley Water Systems, Inc. and Aquarion Wa-'

ter of Connecticut reject the same type of adjustment re-
commended by the Company Witness in the current
proceeding. ™2°Based upon the evidence put forth in
the instant Docket, the Department finds no compelling
evidence to reverse its past practice and disallows Ms.
Ahern's size adjustment described in her testimony as
‘business risk adjustment.® '

¢. Discounted Cash Flow Model

[79] In reviewing the DCF approach, the Department
finds it necessary to address several differences between
the Company and the OCC witnesses' applications of
the model. One difference between the two approaches
is in the selection of the peer/comparison group. As pre-
viously discussed, the Department analyzed the debate
and selected a Department Water Group and a Depart-
ment Gas Group. The Department used these companies
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in both its DCF and CAPM analyses.

Both Witnesses used the constant growth form of the
DCF which simplifies to K=D1/P0 + G. The Depart-
ment concurs with the suggested form of the DCF and
incorporates it into the Department's analysis.

(1) Dividend Yield

In calculating the annual dividend yield Mr. Ahem av-
eraged unadjusted dividends of a spot date (November
20, 2009) with unadjusted divided yields over the three-
month average stock price ended November 30, 2009,
The dividend yield was increased by one-half of the as-
sumed growth rate to reflect the expected growth in di-
vidends over the coming year. In estimating the forecas-
ted dividend yield D1, Ms. Ahern used one-half the an-
nual dividend growth rate. Dr. Woolridge used the aver-
age of the six-month period ending February 2010 and
the month of February 2010 dividend yields. He then in-
flated the February 2010 spot dividend yield by one-half
the expected growth rate so as to reflect the expect
growth in dividends over the.coming year, that is to es-
timate D1/P0.

The Department finds that both witnesses basically took
the same approach. The Department incorporates this
computation into its analysis using the two proxy
groups to inflate the spot dividend yield by one-half of
the growth rate to reflect the expected growth in di-
vidends over the coming year.

{2) Growth Rates

A large debate revolved around the selection of the
growth rate in the constant growth form of the DCF
model. Ms. Ahern solely relied upon the estimates of
five-year EPS growth rates from Value Line and Reuters
in her DCF. Ms. Ahemn disagrees with incorporating
Value Line's historical growth rates or DPS growth rates
as these are embedded in the security analysts' estim- ates.

On the other hand, Dr. Woolridge recommends incor-
porating five-year and ten-year historical growth figures
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(EPS, DPS, and BVPS), Wall Street analysts' forecasts
from Reuters, Yahoo-First Call, and Zacks, and his
computation of the retention growth approach into his
testimony. Dr. Woolridge believes historical growth
rates needs to be accounted for separately as past exper-
ience suggests these analyst estimates are overly optim-
istic.

*95 The Department agrees that analyst forecasts of
EPS should be incorporated into the analysis, but its
practice has been to temper analyst forecasts with his-
torical growth figures. The rationale for this conclusion
is, based on the evidence suggested in this case and
those before it, that the Wall Street analysts forecasts
are somewhat biased upward. Likewise, the Department
is skeptical of the Company's claim that investors do not
consider historical growth rates in their investment de-
cision making process. Investors may not prefer or rely
on historical growth estimates over analyst forecasts,
but the Department does not believe investors ignore
past history. For instance, the Department believes that
when a potential investor performs his/her analysis to
decide between several investment choices, it is un-
likely that this investor would ignore the past perform-
ance of that investment vehicle, and solely base his in-
vestment decision on the forecasts of analysts contribut-
ing to Zacks, Reuters, and Yahoo report. Therefore, the
Department incorporates only Value Line's five-year
historical growth estimates (EPS, DPS, and BVPS) into
its DCF analysis.

Inclusion of the Value Line five-year past performance
provides a good balance to the four-to six-year FValue
Line forecasts. Additionally, the five-year historic
growth estimate is only one of several growth rates used
in the DCF computation.

Considerable time was spent on the reliability of the
analyst forecasts and whether these forecasis can be re-
lied upon with respect to their inclusion in the DCF
model, Instead of rehashing this analyst forecast debate,
the Department will state that there is much evidence
supporting the position that the equity analysts are
overly optimistic and tend to overstate future growth in
EPS.
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The next question then is, ‘Should these analyst EPS es-
timates be thrown out of this analysis?* Since the record
indicates that investors rely upon these estimates in
part, the Department believes that analyst growth rates
have a place in its DCF analysis. The Department incor-
porated both Value Line projections and analyst EPS es-
timates of growth from Reuters, Yahoo, and Zacks into
its DCF computations.

(3) DCF Results

In its analysis, the Department includes Value Line's
five-year historical and forecasted growth rate estimates
for dividends, earnings, and book value, as well as
growth rates computed using the sustainable earnings/
retention growth formula. The various analysts’ EPS
growth forecasts were also included in the analysis.
Negative historical growth rates provided by Vafue Line
were excluded as the Department believes sporadic neg-
ative growth rates are not reasonable for inclusion in a
predictive model.

In applying the DCF model, the Department reviewed
the annual constant growth form. In developing its dver-
all DCF range, the Department found it necessary to ex-
clude ROE resultant values below the Company’s own
cost of debt plus a risk premium based upon the ra-
tionale that the cost of equity should be greater than the
cost of debt due to equity's greater risk. The Department
used the data in the record and developed several scen-
arios using different measures of growth, including
Value Line historical and projected growth rates for
EPS, DPS and BVPS. The Department also incorpor-
ated analyst EPS growth estimates including those of
Reuters, Yahoo and Zacks forecasts for EPS growth
rates. ™%Qverall, the Department computed several

. scenarios using different estimates of growth. No one

growth estimate was favored in place of another. As a
final point, the Department placed more ewnphasis on
the Value Line projected growth rates and the Wall
Street analysts' growth rates as the historic growth scen-
aric was only one of several scenarios performed. The
other scenarios focus on the Value Line and the analysts'
five-year EPS growth projections. Overall, the Depart-
ment's inputs to the model are significantly more reliant
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on forecasts than on historical figures.

*96 The DCF result of the Department Water Group
which computes an overall composite growth rate by
averaging the Value Line five-year historic and Value
Line's projected growth rates for EPS, DPS and BVPS
with the security analysts five-year EPS forecasts is
lower than the 6.5% recommended by Dr. Woolridge.
As a result, the Department examined various scenarios
and Inputs to the DCF separately rather than as a com-
posite approach. These scenarios separately examine the
Value Line historic growth rates, Value Line projected
growth rate and security analysts' five-year EPS estim-
ates. Overall, the Department's observation is that the
security analysts' five-year EPS forecasts for CWS are
driving up the results. For instance, the average of ana-
lysts' EPS growth for CWS is 12%. However, the De-
partment does not believe that this is representative of
the water indusiry given that the average five-year EPS
growth rate for the other companies in the Department
Water Group is approximately 7.4%. Accordingly, a
reasonable range of results for the Department Water
Group's DCF is 8.78% to 10.94%.

The Department also examined the DCF results of the.

Department Gas Group and did not have issue with its
composite growth. As such, the Department's applica-
tien of the DCF approach to the Department Gas Group
yields a ROE range of 8.35% to 10.34%

Based upon review of the data and the application of the
constant growth DCF as described above, the Depart-
ment believes an overall range of 8.60% to 10.64% to
be reasonable.

d Capital Asset Pricing Model

[80] The Department reviewed Ms. Ahem's proposed
Empirical CAPM methodology and finds that the only
difference between the simple CAPM and the Empirical
CAPM is the use of the X factor. This X factor appears
to be an arbitrary figure. The Department believes that
-the X factor incorporates another level of conjecture
that is unnecessary given that the simple CAPM for-
mula is widely accepted in cost of equity literature. The
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Department finds the simple CAPM appropriate as it
avoids the need to incorporate the arbitrary X factor. As
a result, the Department will rely on the simple CAPM
formula. The Department also implemented a simple
CAPM (K = R, + b X (R -R))). The Department finds
that there are several debates surrounding the applica-
tion of CAPM methodology such as the choice of risk
free rate of interest, beta and risk premium.

(1) Risk Free Rate and Beta Estimate

The evidence regarding the selection of the risk free rate
of interest (R;), does not show nuch controversy. Ms.
Ahern recommends using 4.62% from Blue Chip Finan-
cial Forecast’s estimates for yields of 30-year U.S.
Treasury Bond rates. Dr. Woolridge also recommends
the recent 30-year U.S. Treasury Bond yield of 4.65%.
The Department finds the OCC's proposed 4.65% as an
acceptable proxy for the retuin on long-term risk free

asset (R,).

The measure of beta represents the volatility of a proxy
group of companies to the aggregate market. Ms. Ahern
suggests the use of Value Line adjusted betas. Dr.
Woolridge also recommends the use of Value Line
betas. Accordingly, the Department incorporates Value
Line betas into its analysis.

(2) Equity Risk Premium

*97 The Department did not perform a separate Equity
Risk Premium analysis like Ms. Ahern did, but its re-
view of the Equity Risk Premium is contained in its
CAPM review. The Department notes that Ms. Ahemn's
separate Equity Risk Premium approach indicates an
Equity Risk Premium of 4.98% for CWS, 4.74% for her

_ AUS Water Group, and 4.43% for her AUS Gas Group,

Examining her holding period approach resulted in an
Equity Risk Premium of 4.15%. According to Ms.
Ahern, these Equity Risk Premium estimates are applic-
able to A rated public utility debt costs. Response tc In-
terrogatory WA-72; Tr. 3/29/10, pp. 1288-1289

The most hotly debated issue i the CAPM is the choice
of Equity Risk Premium. In this case, Ms. Ahemn recom-
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~mended 7.69% based upon her Value Line approach and
Ibbotson historic approach. On the other hand, Dr.
Woolridge recommended 4.40% based on his review of
the academic literature related to Equity Risk Premium.
These figures are widely divergent. Moreover, the De-
partment finds several contentious issues in the devel-
opment of their respective recommendations.

Ms. Ahern primarily relies on Ibbotson historical ex-
post returns. Alternatively, Dr. Woolridge examined the
Equity Risk Premium by compiling the results of sever-
al academic studies and also performing his own update
to the Ibbotson historical approach incorporating the
arithmetic and geometric approaches. The results of the
surveys are contained in Exhibit JRW-11 of Dr. Wool-
ridge's pre-filed testimony.

The OCC indicated that there are a number of other
flaws to using the historic approach in estimating the
Equity Risk Premium. One such example is survivor-
ship bias. The Departinent questioned Ms. Ahern about
survivorship bias. Her response was that she made no
explicit adjustment for it as she felt the U.S. economy
did not suffer from survivorship bias. The Ibbotson
2009 Stocks, Bonds, Bills and Inflation (SBBI), in-
cludes the following statement, ‘[Tlhey conclude that
once survivorship is taken into consideration, the U.S.
Equity Risk Premium is overstated by approximately 60
basis points. The non-U.S, risk premium was found to
be significantly more.* Company Responses to Interrog-
atories WA-41i and WA-71; Tr. 3/29/10, pp.
1286-1289. The Department reviewed the entire selec-
tion, and finds Ms. Ahemn's statement indicating no sur-
vivorship bias to be somewhat misleading in light of re-
viewing the entire discussion instead of the small por-
tion of the selection she provided.

Another area of debate revolved around the use of the
arithinetic mean as opposed to the geometric mean in
the estimation of the Equity Risk Premium using the Ib-
botson method. The contention that the best measure of
investinent performance covering more than one tinie
period is the geometric return is supported by the Secur-
ities and Exchange Commission's rulemaking which re-
quires that firms show investment performance with
geometric mean. Therefore, the argument is that since
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Ms. Ahern's study covers more than one period, she
should be using the geometric return, not the arithmetic
return.

*08 There is a debate in finance literature regarding the
nature of stock returns. The argument revolves around
whether the stock market could be described as a ran-
dom walk or if the stock market has some element of
mean reversion thus incorporating some degree of neg-
ative auto serial correlation.

According to an article by John Y. Campbell, Peter A.
Diamond and John B. Shoven, the following citation is
made, ‘When refurns are negatively serially correlated,
the conclusion is that the geometric average is a better
indicator of future prospects.” Company Response to In-
terrogatory OCC-1, Attachment 1; Tr. 3/29/10, pp. 1399
and 1400. Ms Ahern did not agree that the stock market
is mean reverting, but does concur that the mean revert-
mg argument is a topic in the literature. Tr. 3/29/10, p.
1278. Dr. Woolridge points out that there are periods of
high returns followed by periods of low retums, and so
mean reversion is likely, but it depends on how one ex-
amines the time periods covered.lbid., p. 1302.Because
of the ambiguity in the literature about mean reversion,
Dr. Woolridge indicates that he uses both the arithmetic
and geometric approaches in his survey of Equity Risk
Premium estimates. ™77id., p. 1401.

This evidence strongly suggests that if one believes the
stock market is a random walk then the arithmetic mean
is proper, But, if one believes the stock market has neg-
ative auto-serial correlation or mean reversion, then it is
the peometric mean that is proper.fbid, pp.
1399-1403.The Department believes there is strong
evidence supporting mean reversion theory but this the-
ory has not yet been definitively undisputed. Dr. Wool-
ridge's approach incorporates both the arithmetic mean
approach and the geometric mean approach, and in-
cludes many acadernic studies examining the Equity
Risk Premium over the years. Dr. Woolridge's approach
is the mest inclusive. His proposed 4.40% is the best
proxy of the Equity Risk Premium for the CAPM.

The simple CAPM yields an ROE range of 7.79% to
8.83%. The Department selects the highest result,
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8.83%, to be a conservative representation of the CAPM
return in its overall analysis.

(3) Long-term Debt Plus

For the holding period approach, Ms. Ahern finds the
Equity Risk Premium to be 4.15%. The 4.15% is the
risk premium relative to Moody's A rated public utility
bonds. It approximates the average Moody's bond rating
for the AUS Water Group and AUS Gas Group. The
Company's most recently issued Long-term Debt Series,
the 2009 A Series, was issued at a fixed rate of 5.10%.
Application, Schedule D-3.0; Tr. 3/12/10, pp. 421 and
422. Given that issuance of this bond was recent, theor-
etically, the issuer of that debt had imcorporated the
Company's business and financial risk in pricing the is-
sue. Combining the risk premium relative to A rated
public utility debt with the Company's own cost of debt
vields 9.25% [4.15% + 5.10%]. This represenis a
simple, static approach to estimating the Company's
cost of equity.

e. Comparable Earnings Approach

*99 [81] The Department reviewed the Comparable
Earnings approach recommended by Ms. Ahemn. It ap-
pears that this approach is highly dependent on the
number of companies included in the comparison group
and the time petiod covered. The Department also be-
lieves that it is not appropriate to compare regulated
companies with those that face warket-based cornpeti-
tion with respect to allowed return. Additionally, the
Department believes that the comparable earnings ap-
proach's is not a widely accepted cost of capital method
used today in utility ratemaking, such as DCF, risk
premium, or CAPM. Indeed the comparable eamings
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approach has been replaced with market-based ap-
proaches by regulators.

In reviewing Ms. Ahern's overall results, it is clear that
the Comparable Earnings results substantially increase
the overall ROE recommendation. Thus, the Department
finds that the inclusion of Comparable Eamings merely
helps to inflate the Company's overall ROE recommen-
ded range. Lastly, this is an approach that the Depart-
ment does not normally include in any of its analysis
and hereby rejects it for this Decision. In the Birming-
ham Utilities Rate Case Decision, at pages 68 and 69,
the Department explicitly rejected the Comparable
Earnings approach and stands by this precedent.

f- Summary of Department’s ROE

Analysis Capital

[82] An ROE of 9.75% is indicated by the analysis and
the cost of capital measures employed the Department.
In establishing its allowed ROE, the Department relied
primarily upon the results of the cost of capital models.
The Department relied primarily on the results of the
DCF, yet tempered the results of the water companies
with the natural gas companies' results. The Department
used its analysis that updated the last Company rate
case and the survey of recent Decisions merely to estab-
lish benchmark parameters and to indicate in which dir-
ection the current allowed rate should trend.

The table below represents a summary of the Depart-
ment's analyses and findings with respect to the ROE.

Method _ Department Result

6pdate Last Rate Case 9.825%

gurvey Recent Decisions 9.26% to 10%
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DCF-Water & Gas
CAPM/Risk Premium
Debt Plus

Eomparable Eamings

Size Premium

6vera11 ROE Range

Based upon its review, the Department finds an ROE of
9.75% to be borne out by its analysis and incorporates
this into its weighted cost of capital analysis below.

g Department's Allowed Weighted Cost

of Capital

[83] The Company’s requested an ROR of 8.52%
(11.3% ROE with a hypothetical capital structure of
50% Common Equity to 50% Long-term Debt) is rejec-
ted as excessive given today's market environment. The
OCC's ROR recommendations of 7.03% (9.25% ROE
with 8.58% Short-term Debt Equivalent, 45.20% Com-
mon Equity to 46.23% Long-term Debt) is accepted, in
part, as it relates to the proposed capital structure but is
rejected as to OCC's proposed ROE.

8.60% to 10.64%

8.83%

9.25%

Not Accepted

0%

8.83% to 10.64%
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*100 Consistent with the legal guidelines defined in
Conn. Gen. Stat. §16-19e(a)(4), the Department identi-
fied a rate of return on the rate base that is deemed ap-
propriate for the Company's overall capital structure.
The Department has identified the key components of
the Company's capital structure, estimated the cost of
each component of capital, and then calculated its over-
all cost of capital by weighting each component cost by
its proportionate share of the overall capital structure.

The table below summarizes the capital structure com-
ponents and calculates the weighted cost of capital, in-
cluding the assigned rate of return on common equity,
determined by the Department based upon the changes
accepied from the Company's Written Exceptions:

Class of Capital Amount ($) % of Total Cost Weighted Cost
Short-Term Debt

Equivalent $16,728,001 7.51% 2.38% 0.18%
Long-Term Debt 104,188,823 46.77% 5.74% 2.68%
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Common Equity 101,862,783 45.72% 9.75% 4.46%

Total _ $222,779,607 100.00% 7.32%

Based upon the above, the Department has determined allow it to earn a fair rate of return.

that a 7.32% return on the Company's $230,252,308 rate

base is reasonable. This results in an adjusted utility op- Table 111, below, shows the revenue and expenses found
erating income of $16,856,771. This amount is suffi- +  reasonable by the Department:

cient to service the Company's interest payments on its
debt, fund its proposed capital construction projects and

TABLE III
Operating Revenue: Present Rates $63,115,683 M&J/Other Income
Total Operating Revenues
Sp
Operating Expenses: Operation & Maintenance $33,886,369 Depreciation
Total Operating Expenses
Utility Operating Income $16,856,771
[Note: ’I'he following TABLE/FORM iS too Wlde to be e e ok ol ok e o o e e ok e ok e o e de ke o el e de e b R R ek kR ok kR
displayed on one screen. You must print it for a mean- TABLE TNQOperating Revenue; Present
ingful review of its contents. The table has been di- Rates  $63,115,683 M&J/Other In- come
vided into imultiple pieces with each piece containing
information to help you assemble a printout of the ta- Total  Operating  Reven-  ues
ble. The information for each piece includes: (1) a three 5pOperating  Ex-
line message preceding the tabular data showing hy line penses: Operation & Maintenance $33,886,369
# and character # the position of the upper lefi-hand Depreciation '
corner of the piece and the position of the piece within Total  Operating Ex-  penses
the entire table; and (2) a numeric scale following the Utility  Operating
tabular  data  displaying the character posi- Income $16,856,771

tiOHS ]*******************t********************
Fkkkkkkkkkdkkkkkokkokokkkkkokkkkkdkokokkkkkkkokhkkkkk

** This is piece 1. — It begins at character 1 of table

line 1.
o ok B KRR ok kR R R R R R R K

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.

http://web2.westlaw.com/print/printstream.aspx?utid=1&prit=HTMLE&sv=Split&cvr=2.0... 12/1/2010




283 P.U.R.4th 217, 2010 WL 2801007 (Comn.D.P.U.C)

l... €=..10...
&=.20.... &=.30... &=, 40... €=.50.. €=
60.... €=..70.... &=

ke o o KR o oo ok O oK o o Rk o e ke ok o o ok ok ok ko ok Rk ok ok R R
FkkokkkRkkkkkkkkdkkk kR kR KRR Rk R Rk kR k&

This is piece 2. -- It begins at character 78 of table line 1.
FRkkRERRRRRRRRARR R E R R R Rk Rk ko Rk kk ki kR kR ok kA
ook o o o o o o o o o ok ok o o ok ok ok ok ok o ok ok e e o ok ok ok ok

757,324 Allowed Increase 8,035,000 $71,908,007
7,231,363  Property  Taxes 5,351,502 982440
CT 1,024,888 Payroll Corpor- ate Federal Taxes Busi-
ness Income

Taxes Taxes $55,051,23678..... £=5.90... &=
LD €210 €220, €52..30.... €=2..40....
=

FokekokokoR R kokkk ok R Rk kR Rk Rk kR kR kR kR

A R KA R A KR K A K E KK

This is piece 3. -- It begins at character 148 of table line 1.
ookokokokdoR Fnkokockdok kR R Rk kR R Rk kR Rk Rk R kR kR E R kR R
TRk AR KRR R R R RR AR AR R R F

6,574,673148.... €=>.. WIDETABLE NOTE-Some
parts of this form are wider than one screen. To view
material that exceeds the width of this screen, use the
right arrow key. To return to the original screen, use
the left arrow key. TABLE IIIOperating Rev-
enue;  Present Rates  $63,115,683  M&J/Other
Income 757,324 Allowed In- crease 8,035,000
$71,908,007
Total Operating Reven- ues
5pOperating  Ex-
penses: Operation &  Maintenance  $33,886,369
Depreciation 7,231,363 Property Taxes 5,351,502

982,440 CT 1,024,888 6,574,673
Payroll Corporate Feder- al
Taxes Busi- ness Incoine

Taxes Taxes
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$55,051,236
Total Operating Ex- penses
Utility Operating
Income $16,856,771

K. CONSUMER SERVICES

1. Bill Form, Notices and Bill Estimation

Policies

{84] The Application includes copies of CT Water's
standard bill form, termination notice and customer
rights notice. Application, Schedule H-2.0(b). The Ap-
plication also provided the Company's policies and pro-
cedures for estimating customer bills. Application,
Schedule H-2.0(c).

Upon review, the Department finds the standard bill
form, termination notice customer rights notice, and bill
estimation policies and procedures submitted by the
Company to be in compliance with applicable regula-
tions.

2. Customer Service Employees

CT Water employs one part-time and 22 full-time cus-
tomer service representatives {(CSR) to handle customer
complaints and inquiries. Eight CSRs work out of the
Company's Central Call Center in Clinton, three CSRs
work in collections, and the remainder work in regional
offices. In addition to handling customer complaints and
inquiries, the CSRs process work orders, review and ap-
prove meter reading and billing reports, and provide in-
formation to field technicians who conduct service
calls. The CSRs are cross-trained and are able to sup-
port other functions as necessary. Company Response to
Interrogatory CSU-1; Tr. 3/8/10, pp. 111 and 112.

3. Service Quality Measures

*101 The Company tracks typical call center metrics
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through its call accounting system: mumber of calls re-
ceived/abandoned, average calls/day, and average speed
of answer (ASA). Company Response to Interrogatory
CSU-9. Statistics for 2009 indicate strong performance;
the Company maintained an abandoned call rate of less
than 5% with an ASA of 49 seconds. Westbrook PFT, p.
6; Company Response to Interrogatory CSU-9.

4. Customer Cbmplaints

The Department's Utility ‘Scorecard‘ shows a total of
16 complaints logged against C'T Water in calendar year
2009, which is a relatively low complaimt total. In its
Application, the Company included its own customer
contact log for the quarterly period ending December
2009. Application, Schedule H-4.0. The Company
stated that customer mquiries regarding billmg are the
most common inquiry, and that it has a ‘High Bill* pro-
cedure in place for those complaints. That procedure in-
cludes verifyg the meter reading, analyzing historical
usage, factoring in any estimated reads, educating the
customer on simple leak checks, and discussing other
relevant factors. If the CSR is unable to resolve the
complaint, a work order is generated for qualified field
staff to visit the customer's home or business. Accord-
ing to CT Water, almost all such inquiries are resolved
after such field visits. Company Response to Interrogat-
ory, CSU-16.

5. Pilot Program for Hardship Customers

[85-88] In the 2008 CT Water Rate Case Decision, CT
Water was directed to consider, explore, and report
upon a financial assistance program for its hardship cus-
tomers. The Company subsequently submitted a prelim-
mary proposal, which the Department approved.

In August 2008, CT Water introduced its H-2.0 pilot
program for 51 of its customers with financial hardship.
The Company established customer participation eligib-
ility by partnering with local social service agencies in
five communities within its service territory: Enfield,
Deep River, Naugatuck, Unionville, and Killingly. Eli-
gible customers (under state or federal income
guidelines) were entered into a payment arrangement
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whereby the Company applied a 20% match for each
timely payment the customer subsequently made under
the payment arrangement. Westbrook PFT, p. 4.

CT Water now proposes to extend the program
throughout its service territories, Westbrook PFT, p. 4.
While the Company was unable to determine the num-
ber of customers that might qualify and participate in
such an expanded program, it hopes to budget funds to
each town, based on demonstrated need. CT Water
claited that, of the 51 participants, only a few did not
complete their payment arrangements and were thus un-
successful in the program. Tr. 3/8/10, pp. 116-119.

Based upon the Company's success with the pilot pro-
gram, the Department encourages the Company to de-
velop and submit for approval in its next rate case, an
expanded analysis of the costs and benefits of the H-2.0
program, along with recommendations as to whether the
program should be curtailed, modified, or expanded. In
the mterim, the Departtnent approves recovery of up to
$75,000 annually for the program, as proposed.

6. Rules and Regulations

a. General

*102 The Application included a copy of CT Water's
latest revision to its Rules and Regulations. Application,
Schedule H-2.0(f). The Company proposed four modi-
fications to its Rules and Regulations. One of those
modifications relates to the propesed Late Payment
Penalty Fee previously discussed m Section IIH.3.b.
Since implementation of this fee has been denied, the
Company should remove the provision added to Section
VIII of its Rules and Regulations relative to the Late
Payment Penalty Fee. The Department will order the
Company to file a final version of its revised Rules and
Regulations. The three other modifications are dis-
cussed below.

b. Applications and Transfers

[89] CT Water seeks to add a provision in Section IV of
its Rules and Regulations intended to facilitate the
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transfer of an account from tenant to landlord:

When a request for service is made by a tenant, the ap-
plication shall also include the name and address of the
landlord or property owner. Such property owner would
become the customer of record and billed accordingly
for any service or commodity or turn offfon fees in-
curred after the tenant vacates the property and closes
their account.

CT Water proposes to require a tenant applying for wa-
ter service to provide the landlord's name. This is inten-
ded to avoid the possibility of a tenant vacating a prop-
erty, closing out the account, but leaving the Company
without a new tenant or customer using the service
without properly establishing service with the Company
beforehand. Under such circumstances, the Company
maintains that it should be allowed to place the bill in
the property owner's name, especially if it cannot gain
access to its meter. In support of its proposal, CT Water
referenced recent legislation, Public Act 09-31, An Act
Concerning Utility Service Termination, which enables
utilities to place an account in a fandlord's name if the
utility is denied access to a meter serving a tenant, upon
ten days notice. In further support of its proposal, the
Company cited the definition of ‘customer’ in Conn.
Agencies Regs. §16-11-50(5). ™2 Company Re-
sponse to Interrogatory CSU-27; Tr. 3/8/10, pp. 129 and
130.

While this proposal offers potential benefit to CT Water
and property owners, Conn. Agencies Regs. §16-11-50
does not allow a water company to unilaterally swap
customers of record when a rental property turns over,
especially without prior written authorization from the
customer to whom the account may be transferred. The
Department cannot approve the change as proposed, but
suggests that the Company revisit this proposal and con-
sider drafting for Department review and approval, a
document or contract (between CT Water and property
owners) that would fully disclose in advance the land-
lord's wishes with regard to utility service transfers.

c. Meters

[90] Another proposed provision stipulates the required
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height and location for its automatic meter reading
(AMR) pad. CT Water states that this proposal is inten-
ded to provide for improved AMR access, and to insure
timely meter readings. Application, Schedule H-2.0(f);
CT Water Late Filed Exhibit No. 4; Tr. 3/8/10, pp.
131-133. Upon review of this proposed provision, the
Department hereby approves this proposed modification
to Section VI of the Company’s Rules and Regulations.

d. Provision for Mandatory Water Use

*103 Restrictions

The Company also proposes to add a provision in Sec-
tion V11 of its Rules and Regulations that would allow
it, upon customer notice, to terminate service or impose
a charge upon customers who fail to comply with man-
datory water use restrictions. The Company states that it
requires such a tool to ensure that customers adhere to
resirictions that may be imposed by the DEP pursuant to
proposed Streamflow Repulations Service Quality

. Measures. Application, Schedule H-2.0(f).

The Department finds that CT Water has not suffi-
ciently developed or defmed this proposal (e.g., notice
to customers, method of enforcement) and cannot ap-
prove it as proposed JII. FINDINGS OF FACT

1. CT Water currently serves approximately 88,500 res-
idential, commercial, industrial and municipal custom-
ers throughout 54 towns across Connecticut.

2. Since 2006, the Company has acquired 36 water sys-
tems.

3. The Company has expanded the size of its utility op-
erations, including the size of its service territories,
through various acquisitions of other water utilities.

5. The water quality of the Company's water systemns
meets the standards set by the Connecticut Public
Health Code.

6. The Thompson water system contains high sodium
and experiences water discoloration.

7. The Company treats its water for radon and uranium
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In certain water systems.

8. For water treatment, the Company has spent
$1,562,032 on chemicals in 2009,

9. The Company has tested at least 90% of its scheduled
periodic meters, and has determined that 90% of the
tested meters fell within 96% and 162% of accuracy.

10. The Company tests all of the meters in its CWC
Main Division. Meters 5/8-inch, 3/4-inch and l-inch in
size are tested every 16 years.

11. The Company tests its production meters annually.

12. Of the 175 vehicles it uses, the Company owns 124
vehicles and leases 51 vehicles.

13. The Company has spent $23,190,798 on 57 capital
projects between 2006 and 2009.

14, For the 2009 pro forma year, although the Company
had criginally proposed 12 major projects at an estim-
ated cost of $5,175,000; aciual spending was
$4,617.495 for just one of those proposed projects plus
10 new projects.

15. The Company's 5-year construction budget forecast
amounts to approximately $162,141,454,

16. The Company's calculated average NRW was 11.9%
in 2008 for 66 water systems.

17. Twenty-six out of 62 water systems had NRW high-
er than 15%.

18. The Company currently has 226 employees.

19. The Company has included expenses associated
with 12 vacant positions.

20. The five-year period, 2005-2009, shows increases in
employee ‘levels with the exception of 2009 which ex-
perienced a decrease of one position.

21. The Company has experienced incremental custom-
cr growth on a yearly basis and has added employees
with larger customer additions such as in the Eastern ac-
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quisition.

22. CT Water proposes to increase salary levels by 4%
for the rate year.

23. CT Water proposes to include $160,196 in pro
forma expenses associated with merit and employee
awards.

24, D&O insurance provides a benefit to ratepayers and
sharehelders as it protects BOD members in their de-
cision making,

25. The Company's chemical expense has increased ap-
proximately 24% from 2007 to 2008 and 19% from
2008 to 2009.

26. The Company's purchased water expense has in-
creased approximately 13% from 2008 to 2009.

27. The Company has entered into a fixed price contract
for 50% of its purchased power.

28. CT Water has expanded its unregulated activities on
a yearly basis.

29. The purpose of any shared expense allocation mech-
anism is to equitably charge non-direct shared costs to
all entities that benefit.

30. For its weather normalization adjustment, the Com-
pany uses a base load approach.

31. The Company's base load approach is primarily
premised on the Company's contention that billings for
the first quarter (January, February and March) exhibit
the least impact from weather-related use.

32. The Company's weather normalization adjustment
under its base load approach is limited to the residential
class.

33. 2009 is the most recent year for which annual con-
sumption and year-end customer count data is available.

34, The Company's weather normalization adjustment
was calculated using 1st quarter data for the 2005-2009
pericd.
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35. The WCAM calculation incorporates the base load
approach for determining the base use variation in res-
idential consumption between the projected year and the
actual year.

36. The WCAM calculation would only result in a de-
ferred expense if: (a) the base use variation indicates a
daily conservation in consumption per customer; and
(b) the difference between projected revenues and actu-
al revenues is a decrease of more than 1%.

37. The WCAM calculation would only result in a de-
ferred credit if: (a) the base use variation indicates a
daily growth in consumption per customer; and (b) the
difference between projected revenues and actual reven-
ues is an increase of more than 1%.

38. The Company has not finalized its conservation pro-
gram but has identified certain key components (e.g.,
retrofit programs, rebates for appliances and fixtures,
customer incentives) that it anticipates would be incor-
porated mto the program.

39, If the WCAM calculation results in an accumulated
deferred expense or a deferred credit of $2 million or
more, then the Company would apply for Department
approval to adjust metered residential rates to collect or
credit the deferred amount.

40, A cost of service rate design analysis was not per-
formed specifically for the Application.

41. The Company has an existing late payment fee of
1.5% per month that is applied to past due amounts.

42. The Company has proposed both a Standard Rate
Plan and an Altermate Rate Plan Proposal based on a
three-year rate plan.

43. The Company has proposed no increases to any of
its existing miscellaneous service charges.

44. The Company has proposed an across-the-board
percentage increase to all meter service charges, com-
modity charges, flat rates, seasonal rates and private fire
protection charges.
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45. The Company seeks to limit the increase to its pub-
lic fire protection rates to 2%.

46. The Company proposed a simple hypothetical capit-
al structure congisting of 50% Long-term Debt to 50%
Common Equity valued as of the Test Year, Decemher
31, 2008.

47, The Company's capital structures proposed for Rate
Years 2 and 3 are exactly the same as the one for Rate
Year 1, consisting of 50% Long-term Debt to 50%
Common Equity.

48. The Company's use of Short-term Debt increases
over the time period December 31, 2009 through March
31, 2010, from 7.33% to 9.34%.

49. The Company's estimates for June 30, 2010, show
that the actual capital structure will consist of 45.50%
Common Equity, 45.94% Long-term Debt and 8.56%
Short-term Debt.

50. In December 2009, CWS provided a $5.1 million
capital infusion.

51. The Company did not provide projected capital
structures for the years 2013 through 2016 because it
did not prepare a financial forecast for those years.

52. CWS has no strict dividend payout target, but over
the long-run, it is believed that a payout of 70% to 80%
of earnings should be paid out to shareholders.

53. CWS has supplied its shareholders with increased
common dividends of $0.02 annually, translating to a
2% annual growth rate in shareholder dividends.

54. The Company indicates that it almost exclusively
used the Connecticut Development Authority to issue
its debt.

55. The Company conducts its intercompany short-term
borrowing with CWS.

56, CWS maintains lines of credit with three banks with
total access to approximately $40 miltion.

57. The Company indicates its composite cost of Short-
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term Debt is 2.384%.

58. The Company's proposed cost of Long-term Debt is
5.74%

59. In 1986, the Department created Account 272 (in
the Uniform System of Accounts Prescribed for Water
Utilities Class A) to provide a procedure for CIAC to be
amortized over the life of the plant rather than remain-
ing on a company's books indefinitely.

60. The Company's proposed ratemaking capital struc-
ture has no short-term debt and includes more common
equity than the capitalization of CWS.

61. CT Water's proposed ratemaking capitalization mix
is that it is less than the Company's proposed rate base.

62. The OCC proposed a ratemaking capital structure of
8.58% Short-term Debt Equivalent, 46.23% Long-term
Debt and 45.20% Common Equity.

63. The OCC proposed an ROE of 9.25%.

64. Approximately $7 million of the rate base to capital-
ization differential is a result of CT Water's acquisition
of Birmingham Utilities' Eastern division assets at less
than book value.

65. The average capitalization mix for the Woolridge
Water Group is 5.99% Short-term Debt, 48.83% Long-
term Debt, 0.17% Preferred Stock and 45,01% Common
Equity.

66. The Company's Short-term Debt-use ranges from
7.33% to 9.34% through March 31, 2010,

67. The Company requested an 11.3% rate of return on
common equity solely based upon the testimony pre-
pared by the Company's witness and made a downward
adjustment to its initial recommendation to be conser-
vative.

68. The Company's witness used the Discounted Cash
Flow Model, the Risk Premium Model, the Capital As-
set Pricing Model, and the Comparable Eanings Model.

69. The Company's witness analysis indicated a ROE

Page 135 of 149

Page 134

recommendation of 11.60% if the WCAM is adopted
and 11.80% if WCAM is not adopted.

70. Long-term capital cost rates for U.S. corporations
are a function of the required returns on risk-free secur-
ities plus a risk premium.

71. The risk-free rate of interest, as proxied by long-
term U.S Treasury yields, has been below 5.0% since
2002,

72. The OCC's expert cost of capital witness was Dr.
Randall I. Woolridge.

73. The OCC used the DCF and CAPM methods only.

74. The Company and the OCC's witnesses both recom-
mended the use of proxy groups of water companies and
natural gas companies.

75. There is a debate in the fmance literature suggesting
smaller companies tend to be more risky causing in-
vestors to expect greater retums as compensation for
that risk.

76. Financial risk is the additional risk a company bears
by the iotroduction of debt and preferred stock mto the
capital structure.

77. The Efficient Market Hypothesis asserts that all
publically available information is fully reflected i se-
curities prices and that fundamental analysis cannot en-
able an investor to outperform the market.

78. The premise of the DCF model is that the intrinsic
valie of common stock can be estimated as the present
value of future cash that flows to the investor plus the
expected growth in selling the stock discounted to the
present.

79. The Company and the OCC's witnesses both used
the single-stage, constant growth form of the DCF mod-
el.

80. The Company's witness only considered security
analyst's five-year projected growth rates in earnings
pet share in her DCF model.
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81. The OCC's witness used five-year and ten-year his-
torical growth rates in EPS, dividend per share and book
value per share in his DCF model.

82. The OCC's wilness used Value Line's historical and
projected prowth rate estimates for EPS, DPS, and
BVPS, as well as five-year EPS forecasts by Wall Street
analysts including First Call, Zacks, and Reuters.

83. The Company and the OCC's witnesses both inflated
the dividend yield by one-half of the expected growth
rate to estimate the forecasted dividend yield, D1/PO,
component.

84, The Risk Premium model indicates that the cost of
equity equals the expected cost of leng-term debt plus a
risk premium to compensate shareholders for the added
risk of being unsecured and last-in-line for a claim on
the corporation's assets.

85. The Capital Asset Pricing model is based upon the
assumption that all non-market risk can be eliminated
through diversification.

86. The Comparable Earnings Model is designed to
measure the returns expected to be earned on book com-
mon equity of similar risk enterprises.

87. The Comparable Earnings -Meodel uses the non-
regulated proxy group companies, to reflect the system-
atic and unsystematic risks of cost of equity for the tar-
get company.

88. An economic recession began in the third quarter of
2008.

89. Since the 2007 CT Water Rate Case Decision, short-
term interest rates (90-and 180-day U.S. Treasury Bills)
have on average decreased by 345 basis points, bringing
short-term rates effectively to zero.

90. Since the 2007 CT Water Rate Case Decision, ten-
year U.S. Treasury Notes have decreased by approxim-
ately 80 basis points.

91. Since the 2007 CT Water Rate Case Decision,
longer term U.S. Treasury rates have decreased, on av-
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erage, by 30 basis points for the 20-year U.S. Treasury
bond and the 30-year U.S. Treasury bonds taken togeth-
er.

92. CWS has one of the highest dividend payout yields
of all AUS water companies followed.

93. The Department received 110 letters and e-mails re-
garding the Application.

94. The Company employs 22 full-time and 1 part-time
CSRs to handle customer complaints and inquiries.

95. The Company's standard bill form, termination no-
tice, and customer rights notice comply with applicable
regulations.

96. In August 2008, the Company introduced a pilot
program called H-2.0 that provided financial assistance
for a number of eligible customers,

97. The Company proposed four additional provisions
to its Rules and Regulations that would: (a) facilitate
the transfer of an account from tenant to landlord; (b}
stipulate the required height and location for an AMR
pad; (c) allow the Company to apply a Late Payment
Penalty Fee; and (d) allow, upon customer notice, the
termination of service or imposition of a charge upon
customers who fail to comply with mandatory water use
restrictions.

98. CT Water maintained a less than 5% abandon call
rate and an average ASA of 49 seconds in 2009:.IV.
CONCLUSION AND ORDERSA. CONCLUSION

*104 Based on the foregoing, the requested increase in
annual revenues, the proposed rate schedules under a
three-year plan, and the proposed WCAM as filed in the
Application are hereby denied.

Instead, total annual revenues of $71,150,683 are
hereby approved subject to the Company complying
with the Orders set forth below. The total annual reven-
ues approved herein result in an overall revenue in-
crease of $8,035,000 over adjusted pro forma test year
revenues of $63,115,683. Excluding revenues from
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sales for resale and special charges, retail revenues
amount to $70,479,124 for the purposes of WICA pro-
ceedings. The approved schedules of rates and special
charges for service rendered on or after the date of this
Decision are set forth in Appendix A, attached hereto,

For a residential customer on a 5/8-inch meter with
quarterly usage of 18,000 gallons, the quarterly bill
would increase from $139.51 to $160.95 in the CWC
Main Division, from $108.37 to $125.02 in the Crystal
Division, from $127.77 to $147.41 in the Gallup Divi-
sion, from $86.24 to $99.50 in the Unionville Division,
and from $143.28 to $165.31 in the Mansfield Division.
B. ORDERS

For the followmg Orders, submit one original and five
(5) copies of the required documentation to the Execut-
ive Secretary. Submnissions filed in compliance with De-
partment Orders must be identified by all three of the
following: Title, Docket Number, and Order Number.

1. On or before July 26, 2010, CT Water shall file a fi-
nal version of its revised Rules and Regulations for the
Department's review and approval.

2. On or before July 26, 2010, the Company shall sub-
mit to the Department under its own letterhead or offi-
cial tariff designation the approved rates and special
charges to be rendered on or after July 14, 2010, as pre-
scribed in Appendix A, attached hereto.

3. On or before August 31, 2010, the Company shall
provide detailed explanations of the five-year capital
spending plan for budget itein number 201, Acquisition
Improvements and Pumping Improvements, as well as
budget item number 505, Corporate Facilities.

4, The Company shall explore whether there are any

CONNECTICUT WATER DIVI-
SION

Year-Round Meter Service Charges

Monthly
Meter Size Charge

5/8¢
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reasonable and viable remedies to eliminate or alleviate
the high sodium issue affecting its Thompson system.
On or before December 31, 2010, the Company shall
submit to the Department a report on its efforts and re-
commendations for a resolution of this issue.

5. On or before December 31, 2010, the Company shall
update all hydraulic profile diagrams and provide proof
to the Department that the update is complete.

6. In its next rate case application, the Company shall
provide a detailed listing of vehicles from the current
175 vehicles to the level of vehicles being requested. At
a minimum, the Company shall include purchase date,
actual mileage per year and function that the vehicle
serves. This report shall include all vehicles from this
rate case, the year of retirement, if applicable, as well as
all additions to the fleet and the associated per vehicle
cost included in rate base.

7. In its next rate case application, the Company shall
propose a rate structure that considers a cost of service
study which moves toward single tariff pricing and rate
equalization amongst all of its divisions.

*105 APPENDIX A - SCHEDULE OF APPROVED
RATES AND CHARGES

THE CONNECTICUT WATER COMPANY

SCHEDULE OF APPROVED RATES AND
CHARGES (Effective July 14, 2010)

Quarterly
Charge

$9.61 $28.83
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3/4¢

1¢
112

9
3¢
4
6
g
10°

Year-Round Commodity Charges
5p
Customer Class
Residential
Commercial
Industrial
Public Authority

5p

Year-Round Commodity Charges
5p
Customer Class
Residential
Commercial
Industrial
Public Authority

MIDDLERBURY - HERITAGE SYSTEM

Meter Service Charges

Meter Size

5/8
3/4¢
1¢
11/2¢
¢
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$14.41
$24.02
$48.05
$76.88
$144.15
$240.24
$480.49
$768.78
$1,153.35

Per 1,000 Gallons
$7.340
$6.424
$5.464
$6.025

Per 100 Cubic Feet
$5.491
$4.806
$4.087
$4.507

Quarterly Charge
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$43.24
$72.06
$144.15
$240.24
$432.44
$720.73
$1,441.46
$2,306.34
$3,460.05

$14.59

$21.89

$51.06
$167.79
$218.87
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3¢
4
6
8¢
10°
12¢
Sp

Year Round Commodity Charges
5p

Customer Class

All Classes
All Classes

Sp

CRYSTAL DIVISION
Meter Service Charges

5p
Meter Size

5/8°¢

3/4¢
1¢

I1/2¢

ot
3¢
4
&
g
10

Commodity Charges
Customer Class

Residential
Commercial
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$437.74
$729.55
$1,459.10
$2,334.62
$3,356.01
$4231.49

Per 1,000 Gallons

$5.545
$7.2%6

Quarterly Charge

$28.83
$43.24
$72.06
$144.15
$240.24
$432.44
$720.73
$1,441.46
$2,306.34
$3,460.05

Per 1,000 Gallons
$5.344
$4.310
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Industrial
Public Authority

GALLUP DIVISION

Meter Service Charges

Meter Size

5/8¢

3/4¢
1€

11/2°

9
3¢
4
6
8¢
10¢

Commodity Charges

Customer Class

Residential
Commercial
Industrial
Public Authority
Residential (per CCF)

UNIONVILLE DIVISION

Meter Service Charges

Meter Size

5/8°
3/4°
1‘
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$2.947
$4.098

Quarterly Charge

Per 1 000 Gallons

Quarterly Charge
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28.83
43.24
72.06

144,15
240.24
43244
720.73
$1.441.46
$2.306.34
$3,460.05

$6.588
$5.523
$5.604
$5.604
$4.9276

$28.83
$43.24
$72.06
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Commodity Charges per 1,000 gallons
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11/2¢ $144.15
2¢ $240.24
3 $432.44
4 $720.73
6 $1,441.46
8¢ $2,306.34
10° $3,460.05
Commodity Charges
Customer Class Per 1 000 Gallons
Residential $3.926
Commercial $3.180
Industrial $2.724
Public Authority $2.724
Residential (per CCF) $2.937
Commercial (per CCF) $2.379
Industrial (per CCF) $2.038
Public Authority (per CCF) $2.038
*106 MANSFIELD DIVISION
Meter Service Charges
Meter Size Monthly Charge
5/8¢ - 82077
3/4° $31.15
1 $51.92
112 $103.33
2 $166.13
3 $311.50
4¢ $519.17
6 $1,038.33
8 $1,661.33
10¢ $2,388.16
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Residential (all systems except Pilgrim Hills,

Pinewood and Redwood Farms) $5.722

Residential (Pilgrim Hills, Pinewood and

Redwood Farms systems only) $6.859

Commercial $4.941

Public Authority $4.712

Residential (all systems exc. above) per CCF $4.280

Flat Rate Charges (monthly)

Senior Housing $30.69

Residential {all except Westchester East &

Westchester Village customers) $55.38 |

Residential (Westchester East & v

Westchester Village customers) $41.53

Seasonal $44.00
SOUTH COVENTRY SYSTEM

Meter Service Charges

Meter Size Monthly Charge Quarterly Charge
All Meters $10.21 $30.64
Commodity Charges
Customer Class Monthly Charge Quarterly Charge
Residential {(per TG) $8.424 $8.424
Residential (per CCF) $6.318 $6.318
Commercial & Industrial
Block 1 {per TG) $8.424 $8.424
Block 2 (per TG) $5.103 $5.103
0-3,333(mo)/0-10 000 (qtr) (per CCF) $6.318 $6.318
>3,333 (mo)over 10,000 (qtr) {per $3.827 $3.827
CCF)
ELLINGTON ACRES SYSTEM

Meter Service Charges
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Meter Size
5/8¢
1¢
11/72¢
¢

Commodity Charges

Residential
METERED SEASONAL ACCOUNTS

Basic Service Charges

CT Water Division
5/8° (per season)
3/4¢ (per season)
1° (per season)
1 1/2* (per season)
2¢ (per season)
3¢ (per season)
4° (per season)
Masons Island:
5/8° (per season)
1¢ (per season)

Commodity Charges:
CT Water Division: All usage (per TG)
Masons Island: All usage (per TG)

UNMETERED SEASONAL AC-
COUNTS

Flat Rate

Soundview, Point O"'Woods, White
Sands:

Single (per season) $375.00

SALES FOR RESALE CUSTOMERS
Meter Service Charges 2° meter (per ~ $230.64 6° meter (per month)
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Quarterly Charge
$24.09
$60.22

$120.45
$192.71

Per 1,000 Gallons

$4.121

$115.38
$172.94
$288.32
$576.65
$922.27
$1,730.80
$2,884.67

$229.57
$535.40

$7.340 All usage (per CCF)
$6.588 All usage (per TG)

$480.49

€ 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.
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quarter)

{(CWC Main Division's commercial consumption rate)
All Usage (per TG)

CT Water Division 5/8' (per sea- son) $115.38 3/4' (per
season) $172.94 1' (per season) $288.32 1 1/2' (per sea-
son) $576.65 2' (per season) $92227 3' (per seca-
son) $1,730.80 4' (per season) $2,884.67Masons Is-
land: 5/8" (per sea- son) $22957 1" (per
season) $535.40Commodity Charges:CT Wa-
ter Division: All usage (per TG) $7.340 All usage (per

PUBLIC FIRE PROTECTION CHARGES
Linear-Foot Charges (monthly): CT Water

Private Rights of Way (monthly)

Inch-Foot Charges (monthly): Mansfield

Hydrant Charges (per hydrant quarterly): All systems
{(except below)

PRIVATE FIRE PROTECTION CHARGES
CONNECTION CHARGES (quarterly)

CT Water, Gallup & Unionville Divisions: 2° service
connection

Crystal Division: 4° service connection
10P

Ellington Acres System: 4° service connection

[Note: The following TABLE/FORM is too wide 1o be
displayed on one screen. You must print it for a mean-
ingful review of its contents. The table has been di-
vided into multiple pieces with each piece containing
information to help you assemble a printout of the ta-
ble. The mformation for each piece includes: (1) a three
line message preceding the tabular data showing by line
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$6.424

CCF) $5491Masons Island: Al usage (per
TG) $6.588 Al usage (per  TG)
$4.927UNMETERED SEASONAL ACCOUNTSFlat
RateSoundview, Point O'Woods, White Sands:Single
(per season) $375.00SALES FOR RE-
SALE CUSTOMERSMeter Service Charges 2' meter
(per $230.64 6' meter (per $480.49 quarter)
month)(CWC Main Division's commer-
cial consumption rate)All Usage (per TG) $6.424

$0.08840 Bradley Field

$0.07072
$0.01006 Ellington Acres
$52.36 Bradley Ield

$41.89 3* service connection

$209.18 6° service connection

$45.14 6° service connection -

# and character # the position of the upper left-hand
comner of the piece and the position of the piece within
the entire table; and (2) a numeric scale following the

tabular data  displaying the character  posi-
tions.]****************************************

BARER AR F R R R F R AR R R Rk R R R AR KRR KRR

** This is piece 1. -- It begins at character 1 of table

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.

hitp://web2.westlaw.com/print/printstream.aspx 2utid=1&prit=HTMLE&sv=Split&vr=2.0... 12/1/2010




283 P.U.R.4th 217, 2010 WL 2801007 (Conn.D.P.U.C))

line 1.
o b e ok e s o o ok o oo o ok o ok ok o ok ok o sk o s s ok ek ek

******************************************Iﬂj

BLIC FIRE PROTECTION CHARGESLinear-Foot
Charges (monthly):
CT  $0.08840 $0.05304 $0.08840 Water
Brad- ley Unionville Middiebury
Field &  GallupPrivate Rights of Way
(monthly) $0.07072Inch-Foot Charges (monthly):
$0.01006 $0.00076 Mansfield El- lington AcresHydrant
Charges (per hydrant $52.36 Bradley $31.41
South $0.00  quarterly): All systems
(except  Held Coventry  Middlebury below
JPRIVATE FIRE PROTECTION CHARGESCONNEC-
TION CHARGES (quarterly)CT Water, Gallup & Uni-
onville $41.89 3 $94.45 4 $131.36
6' Divisions: 2' service connec- tion service service ser-
vice connec-
tion connection connectionCrystal Division: 4' ser-
vice $200.18 6 $475.42 8 $846.22
10" connection service service service connec-
tion connection connectionlOPEllington Acres Sys-
tem: 4' service $45.14 €& $101.57 8 $180.54
10" connection service service service connec-
tion connection connectionl.. €..10.. €=
220 €230 €240, €2.50.. &=
...00.. &=..70.... e

Kok o ok ok sk ok ko ok ok ok o R Kk ok ok ok B Rk ek AOK KR
kR R Rk ko ok kR ok sk kkkck Rk kR Rk ko Rk dkokok
This is piece 2. — 1t begins at character 80 of table line 1.
ek ok o o ok e ek ok ok ok koo Kok ok R Rk Rk R R Rk ok ok kR K
ok kR R R e ko ok Rk kR ek ok ok kok Rk ok e ok sk kok ok ok $0

08840 Crystal $0.03582 $0.08840 $0.04436
$0.18041  Division: Brooklyn Killingly Bor-
ough Thompson Plainfield {except

of Danielson) Danielson $52.3
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6 Mansfield $61.20 $40.53 Elling-
ton Acres $308.33 8' $544.96 10' $841.23 12

$1,197.16 service service service connecti
on connecti- connection on $1,321.62
12" $1,901.61 service <connection $282.1180..

€52.90.... &=..0.... €&=.10.... €=.20.... €=
30 €==.40.... €=

50 Bk Rk Rk Rk kR R E ko kckE Rk Rk Rk Rk
Fkdk R SRR R R R ER RO Rk Rk R Rk kR Rk kkk R Ek

* This is piece 3. — It begins at character 152 of table

line 1.
FEFRKERRRKE KRR R RR T Rk ok ok ek ok ko

ARSI LRSS LTS

$0.08840152....60 WIDETABLE NOTE--Some parts
of this form are wider than one screen. To view ma-
terial that exceeds the width of this screen, use the right
arrow key. To return to the original screen, use the
left arrow key.PUBLIC FIRE PROTECTION
CHARGESLimear-Foot Charges (monthly):
CT $0.08840 $0.05304 $0.08840 $0.08840
Crystal $0.03582 $0.08840 $0.04436
$0.18041 $0.08840 Water Brad-
ley  Unionville  Middlebury  Division;  Brookl
yn Killingly Bor- ough Thompson Field & Gal-
lup Plainfield (except of
Danielson) DanielsonPrivate
Rights of Way (monthly) $0.07072Inch-Foot
Charges (monthly): $0.01006 $0.00076 Mansfield El-
lington AcresHydrant
Charges (per hydrant $52.36 Bradley $31.41
South  $0.00  $52.36  Mansfield  $61.20

$40.53 quarterly): All systems
(except Held Coventry Middlebury Elling-
ton below)

AcresPRIVATE TFIRE PROTECTION
CHARGESCONNECTION CHARGES {quarterly)CT
Water, Gallup & Unionville $41.89 3' $94.45
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4 $13136 ¢ $30833 8§ $544.96 10' $841.23
12" $1,197.16 Divisions: 2' service connec-
tion service service service ser- vice service service
connection connection connection connection connecti-
connection

onCrystal  Division: 4"  ser-
vice $209.18 6 $47542 8 $846.22 10" $1,321.62
12' $1,901.61 connection service , service service ser-
vice connec-
tion connection connection connectionlOPEllingto
n Acres System: 4' service $45.14 ¢ $101.57
8' $180.54 10
Service Turn On/Off and Meter Charges Service turn off
(normal hours)
Miscellaneous Fees and Charges Bulk water account ac-
tivation
Collection Fees Returned check fee

[Note: The following TABLE/FORM is too wide to be
displayed on one screen. You must print it for a mean-
ingful review of its contents. The table has been di-
vided into multiple pieces with each piece containing
information to help you assemble a printout of the ta-
ble. The information for each piece inchudes: (1) a three
line message preceding the tabular data showing by line
# and character # the position of the upper left-hand
comer of the piece and the position of the piece within
the entire table; and (2) a numeric scale following the

tabular data  displaying the character posi-
ﬁODSJ****************************************

ok o o ok etk ok e ok ok ok ok ok o ok ol sk sk ok ok o ok ok o ke sk o sk ok ok ok ok ok sk ok ok ok ok ok sk ok ok

** This is piece 1. - It begins at character 1 of table

line 1.
Ak kR Rk Rk Rk Rk Rk Rk Ak Rk Rk R Rk R Rk kR R

******************************************Ser

vice Turm Op/Off and Meter $40  Service
turn $60 Service tun on Charges Service turn off
(normal off (after hours) {normal
hours) hours)Miscellaneous Fees and  Charges
Bulk $50 Bulk water Commercial metered water
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$282.11 connection service servic e service connec-
tion connection connection

*107 SCHEDULE OF SPECIAL CHARGES (All Divi-
sions)
\(>= 2 (normal hours)$40 Service tum of - large meter
\(>= 2* (after hours)$60 Service turn on at curb (normal

hours)$40 Service turn on (after hours)$60 Frozen
meter charge$50 Frozen meter charge (after hours)$75

$40 Service turn off (after hours)
$50 Bulk water commodity charge

$ 30 Late payment fee
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7 ok o ok sk s sk s ok o o ook S sk ok ok ok oKk R R koRKOR R skk skokoR R R R Rk
R KRR R R R KRR KRR KRR KRR KRR Thig
is piece 3. - 1t begms at character 156 of table line 1.
3 o ok o ok ok K o ok ol ol sk ke kokok sk ok ko ok kol ok okl R ook kKoK kR ok ok
R R P PP PP PP PP PP RS PR L PP P e $

40156.. WIDETABLE NOTE--Some parts of this
form are wider than one screen. To view material
that exceeds the width of this screen, use the right ar-
row key. To return to the original screen, use the left
arrow key.Service Turn On/Off and Meter $40 Ser-
vice turn $60 Service turn on $40 Service tum
on $60 Service turn on -- Charges Service tum off
(normal off (after hours) (normal hours} (after
hours) large meter hours)Miscellaneous Fees and
Charges Bulk $50 Bulk water Commercial
metered $200 Unauthorized $300 Curb box repairs
- $300 Curb $100 Cross $§ 40 water account activ-
ation commaodity charge rate Unauthor-
ized water use equipment required box connection
hydrant use  repairs noti ce fee

-- hand

dugColiection Fees Re-
turned check fee § 30 Late payment 1.5% per month fee

*Calculation of Late Payment Fee and Interest Charges:

The interest charges are applied at the time of billing
and are appHed to past due amounts only.Monthly cus-
tomers would have a one-month interest charge applied
at the time of billing and gquarterly customers would
have a three-month interest charge applied at the time of
billing (3 times the monthly interest rate).

TABLETABULAR OR GRAPHIC MATERIAL SET
FORTH AT THIS POINT IS NOT DISPLAYABLE
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FOOTNOTES
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FN1 Decision dated December 23, 2009, in
Docket No. 08-10-15WI03,4pplication of The
Connecticut Water Company for a Water Infra-
structure and Conservation Adjustment - Semi-
Annual Filing Report Dated October 28, 2009
(CT Water 2nd SAFR Decision), pp. 11 and 15.

FN2 1.94% = $8,158,964 / $466,299,287. Ap-
plication, Schedule C-3.3wp.

FN3 Schedule G-2.6wp, p. 14.

FN4 2009 Chemical expense $1,562,032 X
10% = $156,203. Requested increase
$350,944-$156,203 = $194,741.

FN5 No adjustment was prepared for the Brad-
ley Field system because there are no residen-
tial customers in that system. Due to the lack of
a S-year period of historical billing information
for the Ellington Acres and South Coventry
systems, no adjustments were prepared for
those systems. No adjustment was prepared for
the Middlebury system because billing inform-
ation for that system was not identified separ-
ately in the data reports used by the Company.
Response to Interrogatory WA-162.

FN6 Consumption for the 1st quarter was cap-
tured by a report created by the Company's IT
Department which provides the billing amount
in dollars and gallons, number of days billed,
number of bills and average number of days
per bill for the 3 months ending March 31. Re-
sponse to Interrogatory WA-167.

FN7 CT Water acquired the Jensen Communit-
ies' systems on February 16, 2010. Tr. 4/9/10,
p. 1581.

FN8 CT Water thought that the 1% threshold
establishes a minimum level of revenue vari-
ation that would sensibly minimize the admin-
istrative costs of both the Department and the
Company. Response to Interrogatory WA-169.

FN9 Decision dated November 16, 2007, in
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283 P.U.R.4th 217, 2010 WL 2801007 (Conn.D.P.U.C)

Docket No. 07-07-33,DPUC and DPH Review
of Joint Application of South Central CT Re-
gional Water Authority, The CT Water Com-
pany and BIW Limited for Approval of the Mer-
ger of BIW Limited with and into South Central
CT Regional Water Authority and The CT Wa-
ter Company's Acquisition of Assets Owned by
Egstern CT Regional Water Company, Inc
{Eastern Acquisition Decision).

FN10 2007 CT Water Rate Case Decision, and
Decision dated February 16, 2007, in Docket
No. 06-09-03,4pplication of The Jewett City
Water Company to Amend Rate Schedules,
(Jewett City Rate Case Decision).

FN11 Decision dated March 31, 2010, in Dock-
et No. 09-10-08 dpplication of the Avon Water
Company to Increase Rates (Avon Rate Case
Decision).

FN12 Hypothetically, if CT Water's statement
is correct, the Department willi then need to
carve out the annual use of short-term debt dol-
lars from the Company's next proposed long-
term financing application, and likewise re-
examine AFUDC and its interest.

FN13 The Department calculated its short-term
debt equivalent using its revised rate base.

FN14 The Short-term Debt Equivalent is estim-
ated as the difference between the Company's
proposed revised rate base of $230,103,427
less $115,803,941 revised Common Equity
(imcluding the proposed equity infusion) less
$104,613,358 Long-term Debt plus $7,064,809
to exclude the Eastern acquisition’s unfunded
rate base.

FN15 Annie Wong, °‘Utility Stocks and the
Size Effect: An Empirical Analysis, © Journal
of the Midwest Finance Association, (1993),
PE. 95-101,

FN16 Ching-Chih Lu, *The Size Premium in
the Long Run,® 2009 Working Paper, SSRN ab-
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stract no. 1368705,

FN17 Reg-FD was introduced by the US Secur-
ities and Exchange Commission (SEC) in 2000
and prohibits private communication between
analysts and management as to level the in-
formation playing field in securities markets.
GARS was agreed to in 2003, and mcludes a
number of regulations that were introduced to
prevent investment bankers from pressuring se-
curities analyst to provide favorable projec-
tions. Woolridge PFT, pp. 66-68; OCC Brief,
p- 35.

FN18 December 2007,
FN19 December 2009.

FN20 Regulatory Research Associates (dn SNL
Company).

FN21 See prior foomote.
FN22 AUS Monthly Utility Reports,
FN23 See prior footnote.

FN24 Per Late Filed Exhibit No. 69, Schedule
A-1.0 Revised indicates a change in ROE 1% is
equivalent to $2,005,623 change to revenue re-
quirement. Thus 17.5 bps (0.0175%) increases
to the proposed ROE is a $350,984 increase to
revenue requirement.

FN25 See: Decision dated November 28,
2006 in Docket No. 06-05-10,dpplication of
Birmingham Utilities, Inc. to Increase Rates ,
p- 74; Decision dated October 26, 2004 in
Docket No. 04-02-14,Application for an In-
crease in Rates for the Agquarion Water Com-
pany of Connecticut , p. 97; Decision dated
March 30, 2007, in Docket No. 06-10-07,4p-
plication of Valley Water Systems, Inc. for
Amendment of Rate Schedule, p. 50.

FN26 The supporting data used in the Depart-
ment's analysis is found in CT Water Late Filed

© 2010 Thomson Reuters. No Claim to Orig. US Gov. Works.

http://web2.westlaw.com/print/printstream.aspx 7utid=1 &prit=HTMLE&sv=Split&vr=2.0...  12/1/2010




283 P.U.R.4th 217, 2010 WL 2801007 (Conn.D.P.U.C.)

Exhibit No. 63, Attachments A and C; Com-

pany Response to Interrogatory CWC-29;

Ahern PFT, Schedule PMA-10; Ahern PFT,
© Workpaper No. 32.

FN27 Mean reversion refers to the observation
that periods of high stock returns are followed
by periods of low stock returns. Response to
Interrogatory OCC-1, Attachment 11; Tr.
3/29/10, p. 1403.

FN28 Conn. Agencies Regs. §16-11-50(5)
states: ‘Customer‘ means any person, firm, cor-
poration, company, association, governmental
unit, lessee who by the terms of a written lease
is responsible for the water bill, or owner of
property furnished water service by a water
company.

*108 EDITOR'S APPENDIX
PUR Citations in Text
[CONN.] Re Aquarion Water Co. of Connecticut, 262
PUR4th 81, Docket No. 07-05-19, Dec. 12, 2007.

[CONN.} Re Birmingham Utilities, Inc., 226 PUR4th
468, Docket No. 03-02-07, Aug. 7, 2003.

[CONN.] Re Southern Connecticut Gas Co., 276
PURA4th 1, Docket No. 08-12-07, July 17, 2009.

[CONN.] Re The United IMuminating Co., 271 PUR4th
185, Docket No. 08-07-04, Feb. 4, 2009.

[U.S.Sup.Ct.] Bluefield Water Works & Improv. Co. v.
West Virginia Pub. Service Commission, 262 U.S. 679,
PUR1923D 11, 67 L.Ed. 1176, 43 S.Ct. 675 (1923).

[U.S.Sup.Ct.] Federal Power Commission v. Hope Nat.
Gas Co., 320 T1.S, 591, 51 PUR NS 193, 88 L.Ed. 333,
64 S.Ct. 281 (1944).
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