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Luly Massaro, Clerk

Rhode Island Public Utilities Commission
89 Jefferson Boulevard

Warwick, Rhode Island 02888

Subject: Rebuttal Testimony — Docket No. 3707

Dear Ms. Massaro:

Enclosed please find an original and nine (9) copies of NBC’s rebuttal testimony
concerning Docket 3707.
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Narragansett Bay Commission

PRE-FILED REBUTTAL TESTIMONY
OF WALTER E. EDGE Jr. MBA, CPA

Q. Good morning Mr. Edge. Are you the same Walter E. Edge Jr. that previously
filed direct testimony in this docket?
A. Yes.

Q. What is the purpose of your testimony?

A. Thave read the pre-filed direct testimony of Mr. Thomas Catlin and Mr. David
Stearns and I have a few comments. For the most part I found their testimony
reasonable, however there are a few adjustments that were made that I believe after

further review, and in some cases, additional information, should be further adjusted.

Q. Please summarize your rebuttal position.
A. As shown on Schedule WEE-R1 NBC’s rebuttal revenue requirement is $63,903,717.
This represents an increase over approved revenue of $2,971,946. This revenue increase

is $136,525 less than the rate year requested in NBC’s original filing.

Q. Do you agree with any of Mr. Catlin’s adjustments?

A. Yes. Using Mr. Catlin’s list of adjustments on his schedule TCS-2 “Summary of
Division Adjustments to Rate Year Revenues and Expenses at Present Rates” I agree with
his adjustment in the amount of $3,746 for Residential Measured User Fees. However, it
should be noted that this adjustment is to account for the rounding in the revenue proof in
Docket #3639. Mr. Catlin’s adjustment is to reflect the amount generated by the
approved rates. I filed my testimony using the revenue requirement approved in the PUC
order in Docket #3639 which was the $60,931,771. In either case the adjustment is
minor. Next, I accept one of Mr. Catlin’s two adjustments to the electricity account in
the amount of $63,085.
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I agree with and appreciate Mr. Catlin’s adjustment to increase the union pension account
for the updated state retirement rate however I disagree with his further adjustment to
capitalize part of the union pension expense. Mr. Catlin may not have been aware that
none of the approximate 13.9 FTEs charged to the CIP projects (referenced in the
Commission Data Request 1-8 response) are union personnel. Therefore, it would be
inappropriate to charge to the CIP projects (capitalize) any of the union pension increase.
When Mr. Catlin’s capitalized pension expense adjustment, in the amount of $33,618, is
added back to Mr. Catlin’s pension expense calculation the resulting increase to

Personnel Costs is $62,081. Please see my Schedule WEE-R2.

Q. Mr. Edge, do you agree with Mr. Stearns’ adjustment regarding electricity?

A. No,Idonot. Mr. Stearns adjusted the distribution rate for electricity by carrying the
rate out to five decimal places. This resulted in a decrease to NBC’s rate year
requirement of $63,932. In previous filings, NBC has rounded its calculations to three
decimal places and this adjustment is seen as nitpicking. In this filing, I included a
request to recover the cost for a total of 33,882,320 kilowatt hours of electricity. After
adjusting for the removal of the incinerator, the total in the filing is 31,898,349 kilowatt

hours.

T'am concerned that the estimates for kilowatt hours in the filing are too low. For
example, NBC’s Fiscal Year 2006 budget had a total of 35,848,583 kilowatt hours. This
higher budgeted kilowatt hour volume reflects CDM’s design estimates of usage at

Bucklin Point when the new facilities were expected to come on-line.

I believe that my approach to estimating kilowatt hours has been very conservative and
that electricity cost as filed should not be cut. If Mr. Stearns’ rounding adjustment is
accepted by the Commission then I believe that the estimated total kilowatt hours for
Bucklin Point should be increased as well. It should be noted that electricity costs
represent a total of about 10.5% of NBC’s total O&M budget.
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The following table shows that the Bucklin Point kilowatt hours in the filing are well

below design specifications, original bid estimates and NBC’s current budget.

KWHr
Design Engineer Estimate 17.5
Veolia Bid 154
NBC’s 2006 Budget 154
NBC'’s Filing 14.1

This filing as filed contains an extremely conservative kilowatt hour allowance.

Q. Are there any of Mr. Catlin’s cost reduction adjustments that you believe
should be further decreased?

A. Yes. Inmy prefiled testimony I calculated the rate year natural gas cost buy using
NBC’s current long term natural gas contract price times the estimated consumption of
natural gas in the rate year. Mr. Catlin’s calculation lowered my estimate for natural gas
cost based on New England Gas Company’s current rates (NE Gas is a second supplier of

natural gas that had not been the successful bidder for the NBC contract years ago).

NBC has historically entered into long-term contracts with the most advantageous rates at
the time and does not believe that spot market rates should be used to project NBC’s
future costs. Nevertheless, Mr. Catlin’s approach did result in an adjustment that went in
the right direction. However, NBC has now received bids for its long term natural gas
needs that will be in effect in the rate year. Based upon the new bid, the cost will
actually be lower than Mr. Catlin calculated. I have re-calculated Mr. Catlin’s

adjustment using the new rate, reducing natural gas cost for the rate year. See WEE-RS.

Q. Mr. Edge, are there any adjustments that you can partially accept?
A. Yes. Mr. Catlin has proposed four adjustments to Health Benefits costs. Ican agree
with three out of four adjustments as follows:

L. Tagree to reducing the participants from 250 to 246,

2. Trecognize that Mr. Catlin is correct in that there will be a co-payment for

new employees selecting the PPO plan, and
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3. Iagree with Mr. Catlin’s adjustment for a capital reimbursement factor.

Q. What part of the health benefits adjustment do you disagree with?

A. Idisagree with Mr. Catlin’s adjustment to use a two year average for the health

insurance percentage increase rather than a three year average increase which I proposed

for the rate year. Ihave used a very conservative rate increase of 13.43% which was the

three year average for PPO family category (the lowest of the three year averages for

health coverage).

In an effort to further evaluate the reasonableness of the my proposed 13.43% increase, I

have recently reviewed NBC’s current Fiscal Year 2006 Loss Claims Experience, one of

the principal factors on which the FY 2007 premiums will be based. The loss claims

percentage has increased significantly in FY 2006 to (96.00%) compared to the two prior

years 2004 (77.69%) and 2005 (78.32%). (See table below). The lower loss claims

experience in 2004 and 2005 resulted in the lower PPO increases (7.08% and 7.48%). It

is expected that the 96.00% claims loss experience in 2006 will result in a much higher

percentage increase in the rate year. Further, it is my understanding that NBC has had

preliminary discussions with its health insurer who is suggesting that the 13.43%

projected increase is realistic.

Actual FY Actual FY
Item 2004 2005
PPO Plan Increase 25.72% 7.08%
HMO Plan Increase 29.84% 8.74%
Loss Claims Ratio 77.69% 78.32%

Actual FY  Docket 3707

2006 As Filed
7.48% 13.43%
8.18% 13.43%

96.00%
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Q. Is NBC requesting a higher percentage increase in health benefits at this time in
the rate year?

A. No. Ihave recalculated the health benefits costs using Mr. Catlin’s three
adjustments with which I agreed, combined with my proposed 13.43% increase. The
result is a reduction in health benefits of $58,355. Please see my schedule WEE-R3.

Q. Do you agree with Mr. Catlin’s adjustment to the Interest Income revenue
account?

A. No. I have always advised my clients that the Commission requires that interest
earned in restricted accounts must stay in restricted accounts. I have never recommended

breaking this golden rule.

In an effort to clarify this issue I asked NBC to request an opinion from bond counsel.
See Attachment A. In the opinion it is clearly stated that investment income must be
accrued to and deposited to the fund in which it is earned. It further states that only

investment income in the O & M fund and, after meeting certain other conditions, the

Revenue fund, may be used for operating and maintenance expense.

Even if one were to ignore the legal requirements, an adjustment to reclassify all of the
FYE June 30, 2005 interest income to operations would result in a major shortfall for
NBC. Ihave determined that the majority of the interest income earned, about $539,000,
was earned on the investment of bond proceeds and other funds held in the Project fund.
The Trust Indenture, as per bond counsel’s attached opinion, clearly prohibits NBC from
transferring interest income from the Project fund to fund O & M expense. In addition,
the proceeds of the bonds on which this interest income was earned in FY 2005 will be
exhausted by the end of calendar year 2006, and investment earnings will not remain at
the FY 2005 level. In Fiscal Year 2005 the total amount of interest income available for
O & M was approximately $196,000 which is approximately $48,000 less than I filed for

the rate year.
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Q. The only adjustments remaining are Mr. Catlin’s adjustments to hypochlorite
and the operating reserve. Do you have comments as to these reductions?

A. Yes. As far as the hypochlorite is concerned I do not agree with Mr. Catlin’s
adjustment. When I prepared the rate year adjustments I simply reduced the hypochlorite
by $20,117 (the Bucklin Point amount in the test year) to reflect the outsourcing at
Bucklin Point. I never calculated the actual usage and cost for hypochlorite that would

be needed in the rate year.

If the Commission does not agree with my approach of backing out only the cost of
hypochlorite at Bucklin Point in the test year then the proper approach for making an
adjustment would be to calculate the appropriate rate year cost using usage for the
remaining operations, Field’s Point and Interceptor Maintenance (IM) multiplied by
current rates. Ihave completed the calculation of the proper adjustment on my Schedule
WEE-R4. The correct adjustment is a reduction of hypochlorite cost from the test year
of $8,229 as opposed to Mr. Catlin’s reduction of $63,675.

Lastly, I agree with the methodology used by Mr. Catlin in calculating the adjustment to
the operating reserve. Ihave used the same method to adjust this account to reflect the

adjustments discussed in this rebuttal.

Q. Mr. Edge, have you provided updates to your schedules incorporating the

adjustments discussed in this testimony?
A. Yes, I have attached the rebuttal schedules WEE -R1, R2, R3, R4 and RS5.

Q. Does that conclude your testimony?
A. Yes.
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Adjustment to Union Pension Expense Schedule WEE-R2
Docket 3707 - NBC Rebuttal

Total Rate Year Salaries & Wages $ 5,047,206
Updated Pension Contribution Rate 18.40%
Rate Year Union Pension Contribution 928,686
Test Year Expense 574,808
Increase in Union Pension Expense 353,878
Rate Year Adjustment as Filed 291,797

Rebuttal Adjustment $ 62,081




Adjustment to Health Benefits Expense Schedule WEE-R3
Docket 3707 - NBC Rebuttal

Rate per Pay
Members Period Number of Pay Periods Cost
Health Insurance
HMO Family 14 $ 484.78 26 $ 176,459
Single 3 177.42 26 13,838
PPO Family 159 557.98 26 2,306,709
Single 54 204.20 26 286,692
Waiver 16 2,500.00 1 40,000
Total 246
Dental
Family 185 37.61 26 180,904
Single 57 13.56 26 20,096
Waiver 4 110.00 1 440
Total 246
Vision
Family 189 6.96 26 34,201
Single 57 3.24 26 4,802
Total 246
Total Rate Year 3,064,142
Less: Employee Co-payments (8,727)
Net Rate Year Premiums 3,055,415
Test Year Expense 2,627,709
Increase in Total Premiums 427,706
Portion Capitalized at 9.5% (40,632)
Total Adjustment 387,074
Rate Year Increase as Filed 445,429

Rebuttal Adjustment to Health Benefits Costs $ (58,355)




Adjustment to Hypochlorite Expense
Docket 3707 - NBC Rebuttal

Schedule WEE-R4

Average
FY 2003 FY 2004 FY 2005 Gallons
Field's Point 702,179 702,111 707,641 703,977
M 25,363 20,045 12,382 19,263
Total 727,542 722,156 720,023 723,240
X FY 2007 Contracted Rate 0.4998
Revised Rate Year FY 2007 361,476
Rate Year as Filed 369,705
Rebuttal Adjustment (8,229)




Adjustment to Natural Gas Expense

Docket 3707 - NBC Rebuttal

NBC's contracted supply rate for Natual Gas (1)
Cost per Therm per NBC (2)
Adjustment
Deliveries in Therms (2)
Adjustment to Cost of Gas
Total Gas Cost Excluding R.I. Gross Earnings Tax per NBC (3)
Less: Adjustment to Cost of Gas

Adjusted Cost of Gas before R.1.Gross Earnigns Tax

R.I. Gross Earnings Tax at 3.0928%
R.I. Gross Earnings Tax per NBC (3)

Adjustment to R.L. Gross Eranings Tax

Adjustment to Rate Year Expense

Notes:

Schedule WEE-R5S

$ 1153
1.339

(0.186)
329,744

(61,332)

550,532

(61,332)

489,200

15,130

17,027
(1,897)

$ (63,229)

(1) Reflects NBC's contracted Natural Gas supply rate for 24 months starting April 1, 2006

with Hess Corp.
(2) Per Schedule WEE-9

(3) Per Response to DIV 1-7
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ATTORNEYS AT LAW SINCE 18:8 Email: kgrande@tHaw.com

February 21, 2006

Ms. Karen Giebink

Director of Administration and Finance
Narragansett Bay Commission

One Service Road

Providence, Rhode Island 02903

Re:  Ability of Narragansett Bay Commission o Use Inferest
Income for Operation and Maintenance Expenses

Dear Karen:

You have asked that we, as Bond Counsel to the Narragansett Bay Commission
(the “Commission”), review the extent to which the Commission may use
investment income for operation and maintenance expenses. The application of
amounts in the Commission’s funds and accounts are governed by the Trust
Indenture between the Commission and J.P. Morgan Trust Company, National
Association, as trustee (the “Trustee”) Securing Wastewater System Revenue Bonds
dated as of April 15, 2004, as amended and supplemented and as consented to
by the Governor on April 27, 2004 (the “Trust Indenture”). Capitalized terms not
otherwise defined herein have the meanings ascribed to them in the Trust
Indenture. ‘

The Trust Indenture is a contract between the Commission and the Trustee on
behalf of the holders of the Commission's revenue bonds. The State of Rhode
Island (the “State”) has covenanted, pursuant to § 46-25-64 of the Rhode Island
General Laws, that the State will not limit or alter the rights vested in the
Commission to fulfill the terms of any agreements made with its bondholders until
its revenue bonds have been paid off. In other words, neither the State or any of
its instrumentalities can impair the Commission’s contract with its bondholders.

TEN WEYBOSSET STREET PROVIDENCE RI 02903-2818 T 401.456.1200 F 401.456.1210 www.tllaw.com

FEDERAL ID NUMBER: 05-0508729
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In the Trust Indenture, the Trustee establishes various funds and accounts
including, but not limited to, the Project Fund, the Revenue Fund, the Operation
and Maintenance Fund, the Debt Service Fund, the Redemption Fund, the Debt
Service Reserve Fund, the Operation and Maintenance Reserve Fund, the
Renewal and Replacement Reserve Fund, the Rebate Fund and an Unrestricted
Fund. All of the Commission’s funds and accounts are pledged to the
Commission’s bondholders except for the Operation and Maintenance Fund, the
Rebate Fund, the Purchase Fund (if any) and the Unrestricted Fund.

Section 504 of the Trust Indenture provides that all revenues, except proceeds of
insurance and condemnation, proceeds of any sale or disposition of any part of
the system, and earnings on investments of the funds and accounts under the
Trust Indenture to the extent provided in Section 514 of the Trust Indenture, shall
be collected by the Commission and deposited in its Revenue Fund. Section 514
provides that permitted investments purchased as an investment of monies in any
fund or account shall be deemed at all times to be part of such fund or account
and all income thereon shall accrue to and be deposited in such fund or account
in all losses from investment shall be charged against such fund or account. This
means that except as permitted by the Trust Indenture, the Commission has no
authority to transfer investment eamings from one account to another.

" The Trust Indenture is set up to require application of certain investment earnings
to operation and maintenance expenses and also permits certain other investment
income to be applied to that purpose. For example, investment income in the
Operation and Maintenance Fund is required fo be used for operating and
maintenance expenses. In addifion, investment income in the Revenue Fund may,
if all other deposits to funds and accounts have been satisfied, be applied to
operating and maintenance expenses. Investment income in the Project Fund,
however, must stay in the Project Fund.

The Trust Indenture also permits transfers from the Debt Service Reserve Fund
under certain circumstances. Section 508 of the Trust Indenture, which governs
the Debt Service Reserve Fund, provides that if there are excess funds on deposit
in the Debt Service Reserve Fund on the last business day of any month, the
Trustee is to promptly notify the Commission, and the Commission may transfer
the excess amount o any fund or account established under the Trust Indenture.
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This would permit the Commission to transfer funds from the Debt Service Reserve
Fund to the Operation and Maintenance Fund if there were excess funds.

There are, however, no investments or cash in the Debt Service Reserve Fund to
generate investment income which can be transferred. The Narragansett Bay
Commission has issued four series of revenue bonds pursuant to the Trust
Indenture. In connection with the issuance of the 2004 Series A Bonds and the
2005 Series A Bonds, the Debt Service Reserve Fund Requirement was met with a
Debt Service Reserve Surety Bond provided by a bond insurance company rather
than being funded with cash. This was in order to provide the largest amount of
funds available for project costs rather than holding funds in the Debt Service
Reserve Fund. In connection with the 2004 Series B Bonds and the 2005 Series B
Bonds which were purchased by the Rhode Island Clean Water Finance Agency
(the “RICWFA"}, the RICWFA did not require a Debt Service Reserve Fund.
Therefore, there is no interest income generated in the Debt Service Reserve Fund
and the only interest income that is available is income on investments in the
Revenue Fund and Operation and Maintenance Fund.

In summary, the Commission may apply interest income in the Revenue Fund to
operation and maintenance if all other required deposits to funds and accounts
have been satisfied, and the Commission may always apply interest income in the
Operation and Maintenance Fund to operation and maintenance expenses. We
hope this letter has been helpful. If you have any additional questions, please do
not hesitate to call.

Very fruly yours,
m 5@5{% |

aren S. D. Grande

KDG/dd
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