State of Rpobe Igland and Providence Plantations

DEPARTMENT OF ATTORNEY GENERAL
150 South Main Street e Providence, RI02903
(401) 274-4400
TDD (401) 453-0410

Patrick C. Lynch, Attorney General

December 14, 2006

Luly Massaro, Clerk

Public Utilities Commission
89 Jefferson Blvd.
Warwick, RI 02888

Re: In Re: Interstate Navigation Company —
General Rate Filing — Traditional Service
Rates — Commission Docket No. 3762

Dear Ms. Massaro:

Enclosed please find for filing in the above-captioned proceeding an original and nine (9)
copies of the revised executed “Settlement Agreement,” and a copy of the mark-up version of
this amended Settlement Agreement indicating where the changes have been made, jointly
submitted by the Rhode Island Division of Public Utilities and Carriers and the Interstate
Navigation Company. Copies of this filing are being mailed to the service list for this docket
electronically as well as by U.S. Mail.

At the hearing on December 12, 2006, the Commission directed a number of record
requests to the Division and Interstate Navigation. The parties have chosen to address each of
those record requests jointly by amending the applicable provisions of the original Settlement
Agreement. The changes addressing the Commission’s record requests are identified in the
enclosed mark-up version of the amended settlement. For the Commission’s convenience, each
record request is stated below, with the relevant amended paragraph in the Settlement Agreement
that addresses the record request identified immediately after the record request.

1. Would the Settlement Parties object to the order in this case incorporating requirements
or mandates imposed on the Company in earlier dockets (i.e., specifying the number/time
of ferry trips, hours of operation, etc.)? See 9§V, p. 15.

2. Would the Settlement Parties object to a provision similar to that in the NGRID merger
decision excluding from the traditional ferry service rates and rate base any acquisition
premium associated with the purchase of the Hi-Speed Ferry operation? See §IV.A.1, p.
11.



[¥9)

Would the Settlement Parties object to a provision that provides that a loss in the Fast
Ferry Division over the five year rate freeze period will not reduce the earnings sharing
for the traditional ferry services (i.e., incorporate the "Hi-Speed Ferry’s profits shall not

be less than zero" language into the 5-year earnings sharing calculation provision)? See
IV.AILp. 11

4. Would the Settlement Parties object to inserting language in the Settlement that makes it
explicit that the exogenous events (including catastrophic events) provision will not be
applicable to the Fast Ferry Division? See § IILA, p. 4.

5. Would the Settlement Parties object to inserting language in the Settlement to the effect
that any filing for an increase in rates resulting from a ROE of less than 5.5% must be
filed by September 1 or, in the alternative, insert language to the effect that the
Commission has the express authority to suspend the rate increase? See 1I1.B.3, p. 8.

6. Would Interstate Navigation Company agree that the Commission can require that the
cumulative ROE can be calculated prior to the end of the rate plan? And would Interstate
Navigation Company agree that the Commission has the authority to terminate the
Settlement at some future date if the Commission deems it to be in the public interest to
doso? Seeq1l1.D.1.a,p. 9,9V, p. 15.

The Settling Parties believe that the changes incorporated in the amended Settlement Agreement

adequately address the Commission’s questions, and do not plan to submit a separate record
request response.

The Settling Parties very respectfully request that the Commission take up the enclosed
executed amended Settlement Agreement at its next Open Meeting and that the Commission vote

to accept the amended Settlement Agreement, enclosed herein, and executed on December 14,
2006.

The Settling Parties do not believe that Rule 1.25 of the Commission’s Rules of Practice
and Procedure mandate that parties must submit briefs in every case. However, it very clearly
does give the Commission wide discretion in setting the time period during which any briefs that
are filed must be submitted. In this case, given that the Town has already filed at least two
extensive position memoranda and made substantial opening argument, and in view of the fact
that the Town was present throughout the hearing itself and can obtain an expedited transcript of
the proceeding if it believes such is necessary, the Settling Parties very respectfully request that
the Chairman direct that any brief filed by the Town be so filed prior to the Commission’s next
Open Meeting. With a view to assisting the Town in focusing its brief, should it wish to file one,
the Division and Interstate Navigation Company have jointly elected to adopt the Division’s
cover letter of December 11, 2006, forwarding the Division’s responses to the Commission’s
December 8, 2006, data requests as their closing remarks in this matter, and very respectfully
requests that the Commission consider those remarks in lieu of briefs from the Division and from

Interstate Navigation Company. (For the convenience of the Commission, a copy of that cover
letter has been enclosed.)



Very truly yours )
{5’ V. 7 / /{/
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A Loy L
William K. Lueker (R1/Bar# 63 34)
Special Assistant Attorney General
Tel. (401) 274-4400, ext. 2299

Fax (401) 222-3016
Encls.

cc: Service List PUC Docket No. 3762



STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS

RHODE ISLAND PUBLIC UTILITIES COMMISSION

IN RE: INTERSTATE NAVIGATION COMPANY - )
GENERAL RATE FILING - ) DOCKET NO. 3762
TRADITIONAL SERVICE RATES )

AMENDED SETTLEMENT AGREEMENT

L INTRODUCTION

A. Summary

The Interstate Navigation Company (“Interstate” or the “Company”) enters into this
settlement agreement (the “Settlement Agreement” or “Settlement”) with the Division of Public
Utilities and Carriers (the “Division”) (together, the “Settling Parties™), to resolve all issues
arising in this docket, R.I.P.U.C. Docket No. 3762.

The Settiing Farties are seeking approvai of the Setiement Agreement by e
Commission by December 26, 2006, so that the rates established in this Agreement may become
effective as of January 1, 2007. Elements of the Settlement include, among other provisions, a
two year rate freeze on rates for traditional ferry service after an increase in base rates to produce
$1,100,694 in additional annual revenues effective January 1, 2007, restrictions on rate increases
for traditional ferry service in 2009, 2010, and 2011, a performance-based rate plan which

includes an earnings sharing mechanism, and procedures to credit customers for decreases in fuel



prices for traditional ferry services below a $2.00 per gallon floor (including taxes) during the
term of the Rate Plan established by the Settlement.

B. Procedural History

On July 31, 2006, the Company filed a request for a traditional ferry service rate increase
totaling $2,438,522. During the period August 1 through November 30, 2006, the Company
responded to numerous data requests issued by the Division, Commission, and the Town of New
Shoreham (“the Town”). On October 27, 2007, the Division filed the direct testimony of David
J. Effron, and the Town filed its Position Memorandum through its legal counsel. On November

13 and November 14, 2006, the Company submitted its rebuttal testimony.

C. Parties’ Statement

This Settlement Agreement is based on extensive discovery and negotiations among the
Settling Parties concerning all issues involved in establishing new base rates for traditional ferry
service to become effective January 1, 2007. After due consideration of the testimony, exhibits
and other documentation included in the filings by Interstate, the Division, and the Town, the
Settling Parties now have agreed to a comprehensive settlement in the rate case which resolves
all issues reiating 1o the Compaity s Uadiiioual >c1 vive 1ovenuc iCquiiCindiit, iaid base, 1ate ot
return, rate design, and certain service related issues including the incorporation of the
‘ Company’s new high speed ferry service into its business plan. The Settling Parties agree that
the Settlement Agreement is just and reasonable, and represents a fair and equitable overall

resolution of all of their concerns.

The Settlement Agreement is as set out below.



1L RATE INCREASE AND RATE DESIGN

For traditional ferry service on and after January 1, 2007, Interstate Navigation Company
shall implement a rate increase from the rates currently in effect, designed to produce $1,100,694
of additional revenues per year, calculated as shown on Exhibit 1, measured using a rate year of
calendar year 2007. The tariffs included in Exhibit 2 shall be approved and implemented
effective January 1, 2007, for calendar years 2007 and 2008 (“the Rate Freeze Period”). The
tariffs for traditional ferry service in Exhibit 2 include a 0% increase for freight, a 5% increase
for commuter passengers and commuter vehicles, and a 15.72% increase for all other tariff
services from the base rates presently in effect. Interstate will concurrently adjust its fuel
surcharge level to reflect a base price for fuel of $2.00 per gallon (including taxes), effective
January 1, 2007, and will implement the fuel surcharges prospectively pursuant to the procedures
specified in Section I'V.B, below.

Only the holders of a current Rhode Island driver’s license with solely a Block Island
address on the license are eligible for passenger commuter rates, except that for students
attending the Block Island School who are too old to qualify for the child rate and too young to
obtain a Rhode Island license, a current Biock Isiand School picture identification card may be
used to establish eligibility for the commuter passenger rate. To be eligible for the commuter
car, SUV, van and pick-up truck rates, the vehicle (1) must be driven by a driver with solely a
Block Island address on the current Rhode Island license, and (2) must have solely a Block
Island address on the vehicle registration. The eligibility criteria will be included in the

Company’s tariff and on the Company’s website.



III. RATE PLAN

The Rate Plan for traditional ferry service will be in effect from January 1, 2007, through
December 31, 2011. This Rate Plan will consist of a Rate Freeze Period consisting of the
- calendar years 2007 and 2008 and a Post Rate Freeze Period consisting of the calendar years
2009, 2010, and 2011.

A. Rate Freeze Period

Interstate’s rates reflected in Exhibit 2 shall be frozen for the Rate Freeze Period, subject
only to 1) statutory fuel surcharges if the price of fuel oil, including taxes, exceeds $2.00 per
gallon, subject to the procedures defined in subsection IV.B below, and 2) the exogenous events,
defined in subsection 1 below, that occur during the Rate Freeze Period (“Exogenous Events”).
During the Rate Freeze Period the Company will adjust rates of traditional ferry service resulting
from any of the Exogenous Events according to the procedures set forth in subsection 2, below.
The defined Exogenous Events (including catastrophic events) are applicable to the traditional
service only, unless the Exogenous Event adversely impacts the ability of the traditional service
to provide safe, reasonable, and adequate services and facilities per RIGL § 39-2-1(a).

1. Exogenous Events

a. State or Federal Initiated Cost Change: Interstate shall adjust its

rates (upward or downward) if the occurrence of a “State or Federal Initiated Cost Change,” as
defined below, causes (in the aggregate) a change in Interstate’s annual revenue requirement by
more than $100,000. For purposes of this Settlement, the term “State or Federal Initiated Cost
Change” shall mean:

(1) the enactment or promulgation of any new or amended

Federal, state, or local, laws or regulations, or of any decision issued by a court of competent



jurisdiction, governing income, revenue, sales, franchise, gross receipts or property taxes, or any
new or amended Federal, state or locally imposed fees (but excluding the effects of annual
changes in local property tax rates and revaluations);

(2) the elimination of any existing Federal, state or local tax or fee
obligations;

(3) any Federal, state or local legislative or regulatory mandates
which impose new or amended obligations, duties or undertakings, or remove existing
obligations, duties, or undertakings, which decrease or increase Interstate’s costs, revenue, or
revenue requirement; and,

(4) any externally imposed changes in the Federal state or local tax
rates, laws or regulations or of any decision issued by a court of competent jurisdiction,
governing income, revenue, or sales or other taxes, or any changes in Federal, state or local

imposed fees.

b. Catastrophic Events: Events beyond the control of Interstate’s

management, such as (but not limited to) 1) injuries or death(s) to persons, 2) and damage to
vessels or wharfs or other facilities caused by acts of god, acts of war, terrorism, criminal acts,
natural disasters, storms such as (but not limited to) hurricanes, fires, flooding, collisions, allisions,
or other similar events, and which cumulatively decrease or increase Interstate’s costs, revenue, or
revenue requirement by more than $100,000.

2. Procedure for Adjusting Rates During the Rate Freeze Period.

a. Procedure: If Interstate incurs any changes in costs, revenue, or
revenue requirement in excess of the thresholds set forth in the prior section in connection with

any of the Exogenous Events that have occurred during the Rate Freeze Period, Interstate shall



file for rate adjustments no later than March 1* following the year in which the amounts are
incurred. If Interstate has not made a filing, the Division has the right to make a filing on its own
to open a proceeding if the Division believes an Exogenous Event has occurred that should result
- in a rate decrease. Any proposed rate adjustments shall be subject to review by the Commission,
and after a public hearing and approval by the Commission, shall be implemented for service on
and after June 1st following the year in which the amounts are incurred (unless suspended by the
Commission) and shall be applied through a uniform percentage rate adjustment applicable to all
tariffed services (i.e. across the board). Absent extraordinary circumstances, any such filings are
limited to once per calendar year, and any costs incurred or avoided from such Exogenous
Events shall be deferred for consolidation in the single filing. However, when accumulated
deferred costs reach $100,000 the total cost shall accrue interest at an annual rate of 5% from
such time until recovered in rates. In instances where the total accrued costs are less than
$100,000 and the effective date of the adjustment is suspended beyond June 1st, the Company
shall be entitled to accrue interest at the 5% annual rate for the accumulated deferred costs (even
though less than $100,000) from June 1st until cost recovery is allowed. In any proceeding
under this subsection. the party claiming that there should be a rate modification resulting from
the occurrence of an Exogenous Event shall carry the burden of proving the occurrence and the
cost impact. The Company will file a certification with the Commission by March 1st of each
year during the Period of the Rate Plan, with copies to the Division, certifying that, to the best of
the Company’s knowledge and belief, there have been no occurrences of Exogenous Events
except as identified in the certification.

b. Earnings Limit; If and when the Company makes a filing seeking

an adjustment that increases rates under this section, if the average return on equity of the



Company, calculated using the same methodology as set forth in Section D.1.b below, for any
fiscal year period ending May 31* 2008, 2009 or 2010 exceeds 11%, the Company will not be
permitted to make a rate adjustment until the average return has dropped below 11%. If and
when the average return on equity drops below 11%, the Company may only recover costs on a
prospective basis (i.e. from the date the average return drops below 11% forward).
B. Post Rate Freeze Period
Interstate’s rates reflected in Exhibit 2 shall be subject only to the specific adjustments

defined below during the Post Rate Freeze Period of the Rate Plan.

1. Exogenous Events

During the Post Rate Freeze Period, the Company will adjust rates resulting from
any of the Exogenous Events, as set forth in subsection A.1, above.

2. Inflation

On or before November 15, 2008, 2009, and 2010, Interstate is authorized to .ﬁle
with the Commission a percentage change in rates, to be effective on the following January 1,
equal to the percentage change in the average Consumer Price Index (“CPI-U Northeast”) from
the twelve months ended September 30 of the prior year to the twelve months ended September
30 of the current year. Notwithstanding the foregoing, rates applicable to commuters, commuter
vehicles, and freight shall not be increased for any rate increases authorized pursuant to this
paragraph.

3. Earnings Below Floor

On or before November 15, 2008, 2009, and 2010, Interstate will file a report with
the Commission detailing the earned return on common equity (“ROE”) for the twelve months

ended as of the preceding May 31 (“the historic period”). If the ROE, calculated using the same



methodology as set forth in Section D.1.a, below, is below 5.5% in the historic period, Interstate
will be required to submit a report detailing the ROE calculated using the same methodology as
set forth in Section D.1.b, below. If the ROE calculated using the same methodology as set forth
_ in Section D.1.b, below, is below 5.5%, Interstate shall be authorized to increase its traditional
ferry service rates across the board, effective the following January 1, to collect over twelve
months the revenue necessary to make up the difference between the ROE pursuant to Section
D.1.b in the historic period and 5.5%, except that if the report detailing the earned ROE is not
filed by September 1, the Commission will have the express authority to suspend any rate
increase for a period of not more than 120 days from the date of such filing. Any adjustment to
rates pursuant to this subsection 3 is independent of any adjustment to rates pursuant to
subsection 2 above.

C. Traditional Cost of Service Ratemaking After the Rate Plan

After expiration of the Rate Plan, if not extended by agreement of the settling parties and
approval of the Commission, no special adjustments to rates for Exogenous Events, as described
in this Section, shall be permitted, and rate changes for traditional service may occur under
traditional cast af cervice (“COS™) nrincinles, consistent with Rhode Island law. As such, the
Company is permitted to file a COS rate case to change rates effective January 2012 or later, if
the Company believes it has or will have a revenue deficiency for the applicable rate year. The
Division also has the right to file a complaint with the Commission requesting that the
Commission require a COS review to reduce rates beginning in January 2012 if the Division
believes that the Company has, or will have, a revenue excess.

D. Incentive-Based Savings Plan

A properly structured incentive-based rate plan can align the interests of the Company



and its customers by establishing appropriate incentives to maximize potential economies for the
benefit of the Company and its customers. To that end, the Parties agree that economies
achieved by the Company shall be shared between the Company and customers as described in
this section.

1. Earnings Reports

a. The Company will be required to file annual earnings reports with
the Commission by November 15 of each year during the Rate Plan Period, for the fiscal year
ending May 31% in that year, commencing November 15, 2008. Copies also will be filed with
the Division. This annual earnings report will calculate the earned ROE from the Company’s
financial statements on the basis of Generally Accepted Accounting Principles (GAAP). Itis
the intent of the Settling Parties to defer the final calculation of cumulative return on equity to
determine if the Company has exceeded the allowed rate of return until the end of the Rate Plan.
However, the Commission has the authority to require a report of the cumulative earned ROE
prior to the end of the Rate Plan.

b. The final determination of whether the Company has exceeded its
allowed rate of return on equity will be made at the end of the Rate Plan Period in a Final
Accumulated Earnings Report. Specifically, by June 1, 2012, Interstate shall file the Final
Accumulated Earnings Report that determines the actual cumulative average return on equity for
the entire Rate Plan Period from January 1, 2007, through December 31, 2011. For purposes of
calculating return and income taxes for this final determination, Interstate shall use the capital
structure and associated costs of capital approved by the Commission in this Docket No. 3762.
For purposes of these earnings reports, the allowed return on equity shall be 11.0%, and results

will be adjusted to reflect established Commission ratemaking principles. However, there will



be no adjustments to actual results to recognize or annualize prospective known and measurable
changes. The return on common equity will be calculated by dividing the net income available
for common equity by the common equity applicable to rate base. The common equity
- applicable to rate base shall be calculated by multiplying the common equity ratio required by
this subsection by Interstate’s average rate base. Any accumulated earnings as calculated in the
Final Accumulated Earnings Report over 150 basis points (1.50%) above the allowed return on
equity of 11.0% shall be shared 50% for customers and 50% for the Company. The customers’
share will be credited to customers through the procedure described in subsection 2 below.
2. Customers’ Share of Accumulated Earnings
Prior to proposing a method of crediting customers for the customers’ share of

carnings above the earnings thresholds, Interstate will consult with the Division to propose a
mutually acceptable method. The agreed upon method will then be filed with the Commission for
review and approval. If the parties cannot reach agreement, Interstate shall file its proposal directly
with the Commission subsequent to consulting with the Division and the Commission will make the
ultimate determination.

18 Fact Ferrv Rates and Terms and Conditions

The Fast Ferry service is a purely discretionary service. Therefore, Interstate shall be
authorized to apply to the Commission from time to time to change Fast Ferry Rates and Terms
and Conditions and, with Commission approval, to implement such changes on thirty (30) days’
notice. The Division, except in extraordinary circumstances, will not object to any such
changes, will not recommend any suspension by the Commission beyond the thirty (30) days’

notice, and will not request compliance with any traditional rate filing requirements other than

10



the thirty (30) day notice. Also, the previously agreed methodology for the calculation of Fast
Ferry fuel surcharges will not change.
IV. SPECIFIED ACCOUNTING REQUIREMENTS
A. Fast Ferry

1. Prospective Earnings

All earnings reports required by Section 111, above, will include pre-tax profits
earned by Interstate’s Fast Ferry Division. The actual pre-tax profit earned by the Fast Ferry
Division will be calculated employing the debt service method, as shown on Schedule WEE-
IRY in this Docket No. 3762. The debt service will include annual interest and principal
repayments on all debt used by Interstate to acquire the operations of Island Hi-Speed Ferry in
2006. For the purpose of the reports required by Section I11.D.1.a, above, the annual Fast Ferry
pre-tax profit will be fixed at $208,357. However for the purpose of the cumulative five year
average ROE in Section 1I1.D.1.b above and for the purpose of calculating the Earnings Below
Floor in Section I11.B.3 above, the annual Fast Ferry pre-tax profit will be the actual pre-tax
profit calculated employing the debt service method, as shown on Schedule WEE-1RY in this
Doclet, Howaver the nre-tay nrofit uced in calenlating the cumulative five year average ROFE in
Section I11.D.1.b above and Earnings Below Floor will not be less than zero. Any acquisition
premium and any costs associated with the acquisition of the Fast Ferry will be excluded from
Interstate’s rate base and from the establishment of rates for traditional service. The Fast Ferry
pre-tax profit calculations shall not be affected by this exclusion.

2. 2006 Earnings

All earnings reports required by Section 111, above, will include profits earned by

Fast Ferry operations in 2006, deemed to be $365,750 on a pre-tax basis, amortized over a three
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year period ($121,916 per year) commencing January 1, 2007. The amortization will be
complete on December 31, 2009, and no amortization will be included in the calculation of
earnings subsequent to that date.

3. Revenues and Expenses

Interstate shall account for Fast Ferry revenues and expenses in a timely manner
and shall maintain the books of account for its Fast Ferry Division in a manner such that expense
categories shown on Schedule WEE-1RY in this Docket No. 3762 can be readily identified.

B. Fuel

1. Base Price

The base price of fuel oil included in the determination of the Company’s revenue
requirement for traditional ferry service in this Docket No. 3762 (“Base Price”) is $2.00 per
gallon, which includes all applicable taxes.

2. Fuel Price Less than Base Price

Commencing January 1, 2007, in any month in which the average price of fuel
purchased for traditional ferry services, including all applicable taxes, is less than the Base Price,
Intarctate will acore a recerve eanal tn the valnme of fiiel purchased in that month times the
difference between the actual average price and the Base Price. The reserve balance will be
maintained in a separate account on the Interstate balance sheet, or in a readily identifiable sub-
account.

3. Fuel Price in Excess of Base Price

Commencing January 1, 2007, in any month in which the average price of fuel
purchased for traditional ferry service, including all applicable taxes, is in excess of the Base

Price, for the purpose of calculating the Fuel Factor component of its rates for the following
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month, the “Fuel Floor” used in the calculation of the fuel cost eligible for recovery (“Fuel
Recovery”) will be equal to the Base Price. The eligible Fuel Recovery will be charged against -
the credit balance, if any, existing in the reserve account established pursuant to subsection 2,
above. Any eligible Fuel Recovery in excess of the credit balance in the reserve account will be
used to calculate the Fuel Factor (surcharge) component of Interstate’s traditional ferry service
rates for the following month.

4. Disposition of Balance in Reserve Account

If a credit balance exists in the reserve account established pursuant to subsection
2, above, as of December 31, 2011, prior to proposing a method of crediting customers for that
balance, Interstate will consult with the Division to propose a mutually acceptable method. The
agreed upon method will then be filed with the Commission for review and approval. If the
parties cannot reach agreement Interstate shall file its proposal with the Commission and the
Commission will make the ultimate determination.

C. Homeland Security

1. Reserve Account

The balance in the Homeland Security reserve account as of May 31, 2006, is
$83,450. Interstate will continue the reserve method of accounting for Homeland Security
expenditures as established in Docket No. 3573, subject to the modifications in subsection 2,
below.

2. Annual Expense

The annual Homeland Security expense to be recorded by Interstate during the

term of the Rate Plan will be $250,000. Any capital expenditures in excess of $50,000 will be
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charged to the appropriate plant account or accounts and not against the accrued reserve for
Homeland Security.
D. Other

1. Rate Case Expense

For the purpose of all earnings reports required by Section III, above, Interstate
will amortize the cost of this rate case and the unamortized rate case cost of Docket No. 3573
over three years. The annual amortization expense is deemed to be $83,333. The amortization
will be complete on December 31, 2009, and no amortization will be included in the calculation
of earnings subsequent to that date.

2. Accumulated Deferred Income Taxes

Interstate will establish the appropriate balance of accumulated deferred Federal
income taxes on its books of account as of May 31, 2007, including a) the difference between the
book basis of its fixed assets and the tax basis of those fixed assets times the applicable Federal
income tax rate, and b) deferred federal income taxes on other book-tax temporary differences as
may be appropriate pursuant to GAAP. The balance of accumulated deferred income taxes will
be maintained in conformity with GAAP. The balance of accumulated deferred income taxes
will be deducted from plant in service to determine the rate base used in the earnings reports
required in Section 111, above.

3. Depreciation Accrual Rates

~ Interstate will continue to use the depreciation accrual rates in effect during the

twelve months ended November 30, 20035, for the term of the Rate Plan.
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V. EFFECT OF SETTLEMENT AGREEMENT

Nothing in this Settlement Agreement shall be construed to modify the previous
commitments and obligations of Interstate set forth in Sections 4 and 7 of the Stipulation and
Settlement in Docket #3573 dated May 12, 2004. This Settlement Agreement is the result of
negotiations among the Settling Parties. The discussions that have produced this Agreement
have been conducted on the explicit understanding that all offers of settlement and discussions
relating hereto are and shall be privileged, shall be without prejudice to the position of any party
or participant presenting such offer or participating in any such discussion, and are not to be used
in any manner in connection with these or other proceedings involving any one or more of the
parties to this Settlement or otherwise. The agreement by a party to the terms of this Settlement
Agreement shall not be construed as an agreement as to any matter of fact or law for any other
purpose. In the event that the Commission (i) rejects this Agreement, (ii) fails to accept this
Agreement as filed, or (iii) accepts this Agreement subject to conditions unacceptable to any
party hereto, then this Agreement shall be deemed withdrawn and shall be null and void in all
respects. The Parties recognize that the Commission has an ongoing obligation to protect the
sublic againgt improper and unreaconable rates that cannat he precluded by a settlement

agreement.

IN WITNESS WHEREOF, the parties agree that this Settlement Agreement is reasonable
and have caused this document to be executed by their respective representatives, each being
fully authorized to do so, and ask that this Settlement Agreement be substituted in its entirety for
the Settlement Agreement previously filed on December 7, 2006. Dated at Providence this 14™

day of December 2006.

Respectfully submitted,
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INTERSTATE NAVIGATION COMPANY

By its Attorney,

AN

RHODE ISLAND DIVISION OF PUBLIC
UTILITIES AND CARRIERS

By its Atiorney,

g’!{f/{;f /“..,x

Michael R. M{Elroy, Esq. (RI Bar No. 2627)
Schacht & McElroy

21 Dryden Lane

P.0. Box 6721

Providence, R 02940-6721
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William K Lueker Esq (R.I. Bar NG 6334}
Special Assistant Attorney General
Department of Attorney General
150 South Main Street
Providence, RI 02903



Passengers
Non Commuter
Commuter

Vehicles
Non Commuter
Commuter

Bikes & Mopeds
Freight

Charters

Tours

Tariff Revenue

Company
Original
Position

3,632,928
256,990

3,889,918

2,988,058
189,306

3,177,364

123,573
719,432
113,716

33,804

990,525

8,057,807

INTERSTATE NAVIGATION COMPANY
RATE YEAR REVENUE INCREASES

Percentage
Increase

15.72%
5.00%

15.72%
5.00%

15.72%
0.00%
15.72%

Remaining
Proposed Revenue
Increase Revenue Deficiency
571,233 4,204,161 3,632,528
12,850 269,840
584,083 4,474,001
469,835 3,457,893 2,988,058
9,465 198,771
479,301 3,656,665
19,430 143,003 123,573
- 719,432
17,880 131,596 113,716
- 33,804 6,858,275 a
37,311 1,027,836
1,100,694 9,158,501 1,100,654
(12,850)
{9,465)
1,078,379 b

15.72% b/a

Exhibit 1



Exhibit 2

STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION

Docket No. 3762

INTERSTATE NAVIGATION COMPANY

LOCAL TARIFF
Naming
PASSENGER AND VEHICLE RATES
FOR TRADITIONAL SERVICE
APPLYING BETWEEN

POINTS AND PLACES IN THE STATE OF

RHODE ISLAND

(As Indicated Herein)

EFFECTIVE: January 1, 2007

ISSUED BY:

Interstate Navigation Company
Susan Linda, President
Post Office Box 482
New London, Connecticut 06320

IN24/06 RATE CASE/TARIFFS 2006



Exhibit 2

RULE NO. 5 PETS OR ANIMALS ACCOMPANYING PASSENGERS:

Animals or pets will not be allowed to accompany passengers aboard ships unless such animals are se-
curely under leash.

RULE NO. 10 BAGGAGE DEFINED:

(a) Baggage may be either personal or sales sample cases defined as follows: Personal luggage or
baggage consists of wearing apparel, toilet articles or similar effects in actual use, necessary and
appropriate for the wear, use, comfort or convenience of the passenger for the purpose of the trip
and not intended for other persons or for sale. Sample cases are those to be used by salesman
containing samples or articles or merchandise for sale and for future transportation and not arti-
cles for immediate sale forthwith.

(b)  Money, jewelry, negotiable papers or like valuables should not be enclosed in baggage to be
checked. This carrier will not be responsible for such articles in baggage.

(©) All baggage must be enclosed in receptacles such as trunks, valises, suit cases, leather hat boxes
or satchels provided with handles, securely locked or otherwise fastened and made of material of
sufficient strength and durability and quality to withstand the rapid handling and piling incidental
to its transportation.

RULE NO. 15 BAGGAGE ACCOMPANYING PASSENGERS:

Each passenger purchasing an adult or child one way ticket will be allowed to transport without charge
fifty (50) pounds of luggage or baggage, which must be carried on and off the ship by the passenger at
points of embarkation and debarkation.

RULE NO. 20. ARTICLES IN AUTOMOBILES:

Carrier will not be responsible for articles left in automobiles when not loaded in car trunks.

ray

RULE NO. 25 DAMAGE TO AUTOMOBILES iN TRANSIT:

Any alleged damage to automobiles aboard ship shall be reported to ship's officers prior to leaving the
dock at destination.

RULE NO. 30 ROUND TRIP TICKET:
The carrier will not be responsible to persons holding round trip tickets for failure to provide return car-

riage due to weather or mechanical failure; the carrier will honor the return ticket by providing carriage
as soon as the weather and the sea are fit for navigation and the equipment is fit to operate.

IN24/06 RATE CASE/TARIFFS 2006



Exhibit 2

RULE NO. 35a OVERSIZED VEHICLES:

Deck space in general is restricted in the vessels by height and width. Outside deck space (which can
accommodate higher vehicles) is also very limited in availability. Therefore, Oversized Vehicles,
(which include cars, pick-up trucks, SUVs and vans) that do not fit the standard sized description of a
standard car, pick-up truck, or van, will be charged an Oversized Vehicle rate of $3.75 per linear foot,
but only if they are 7’ in height or less. If they are over 7° high, see Rule 35b. A standard car is no
more than 18' long, 6' wide, and 5' high. As examples, without limiting the generality of the foregoing,
the following are Oversized Vehicles that will be charged the per linear foot Oversized Vehicle rate of
$3.75 per linear foot but only if they are 7° in height or less:

e Any vehicles (including but not limited to cars, vans, and pick-ups) that are over 6' in width at
the widest point.

e Extended cab pick-up trucks.
e Dual-wheel vehicles (including but not limited to the F350 Ford Series).
e Small dump trucks with a pick up front, and a dump body.

e Stake body trucks.
® Vehicles where racks extend the length of the car, van or pick-up.

e Vehicles that are wider than standard. For example, the vehicle has a utility body containing tool
boxes, or the body of the vehicle is not ordinary or standard open backed.

® Vehicles that have ladder racks, or racks that hold pipes or other items on their roof.

° Any trailers (including but not limited to utility trailers), that are longer or wider than a standard
car or are over 6' wide at the widest.

RULE 35b VEHICLES OVER 7° HIGH OR THAT REQUIRE OUTSIDE
DECK SPACE:
® Any vehicles (including but not limited to cars, vans, pick-ups, SUVs, and trailers of any type)

that are over 7' in height at the highest point will be charged the $5.10 per linear foot truck rate.

° Any vehicles that require the use of the limited outside deck space will charged the per linear
foot truck rate of $5.10 per linear foot. For example, people will often put their bikes on their
car, and they often need outside deck space due to the extra height. We cannot guarantee them
the outside deck space (trucks have priority) and the bikes and racks may have to come down. In
such a case, if the bikes and racks come down and the car, van or pick-up is then otherwise stan-
dard size, the standard car, van or pick-up truck rate will apply, and the standard charges will
also apply to the bikes, racks, or other items removed from the vehicle.

- 3-
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RULE NO. 40 TIME LIMIT ON SUITS:

- Suits to recover on any claim for loss of life or bodily injury must be instituted within one (1) year from
the day when the death or injury occurred. Suits to recover on any claim other than loss of life or bodily
injury, including breach of contract, must be instituted within six (6) months of the scheduled arrival of

the passenger or property at destination.
RULE NO. 45 SCREENING AND INSPECTION:

Pursuant to Homeland Security Coast Guard Regulations, entering the ferry facility is deemed valid con-
sent to screening or inspection; and failure to consent or submit to screening or inspection will result in
denial or revocation of authorization to enter.

RULE NO. 50 ARTICLES LEFT ABOARD VESSEL:

Carrier will not be responsible for articles left aboard the vessel. Such shipments shall be charged for at
the minimum rates provided in the company's tariffs.

RULE NO. 55 DAMAGE TO AUTOMOBILES:

All vehicles are transported at owner's sole risk. Drivers must accompany vehicles. The company will
not be responsible for any damages to vehicles while in transport or while they are being loaded and
unloaded aboard the vessel. The owner or driver must drive the vehicle on and off the vessel. Inthe
event a vessel is canceled, the car reservation is also canceled. Any alleged damage to automobiles shall
be reported to vessel's officers prior to leaving dock at destination.

RULE NO. 60 CAR RESERVATION CANCELLATIONS:

Car reservations may be changed two times 7 full days in advance of departure, then only one time
within 7 days of departure. Cancellations made 7 full days in advance will be assessed a $10.00 cancel-
lation fee for each cancellation. No refunds will be made for cancellations made within 7 days of depar-
ture.

e v mTen o Ltartsc e B - .
RULE NG, 05 EICT R OVERIANG CHARCE:

There is a $7.00 additional charge per each way, in addition to the vehicle fee, for items over 7° on top
of cars, and the same fee will be charged for items on the front, back and side of vehicles as well as
items overhanging the roof of vehicles that exceed the length or width of the vehicle.

RULE NO. 70 NON-STANDARD VEHICLE CHARGES:

Vehicles that require more than one car space (such as limousines) may be charged an increased rate
based on the amount of deck space required for the vehicle as opposed to a standard car or SUV (see

also Rule 35).
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RULE NO. 75 BLOCK TICKET SALES CHARGE:

There is 2 $19.50 block ticket sales service charge for all block sales of 25 or more tickets. The block
ticket sales service charge for arrangements made for group travel that includes making luncheon reser-
vations, bus tours, and/or other similar amenities shall be $35.00.

RULE NO. 80 ONLINE SALES CHARGE:

For 2ll online internet and telephone call center passenger transactions, there is a $2.00 convenience fee
per transaction, to cover postage/handling charges.

RULE NO. 85 LOST TICKET CHARGE:

There is a $13.00 charge for all lost tickets which are replaced (each way).

RULE NO. 90 GROUP DISCOUNTS:

Carrier may from time to time apply a 15% promotional group discount rate to groups of 25 or more.
RULE NO. 95 ADVANCE TICKET DISCOUNT:

Carrier may sell advance tickets on a pay for 9 tickets in advance, get 10 tickets basis.

RULE NO. 100 COMMUTER RATE ELIGIBILITY:

Only the holders of a Rhode Island driver’s license with solely a Block Island address on the license are
eligible for commuter rates, and to be eligible for the commuter standard sized car, SUV, van and pick
up rates, (Oversized Vehicles as defined in Rule 35, are not eligible for the commuter vehicle rate), the
vehicle (1) must be driven by a driver with solely a Block Island license, and (2) must have solely a
Block Island address on its registration. Also, Block Island resident school students who are over the
age of eleven, but under the age of sixteen who attend the Block Island School may obtain the adult
resident commuter rate by presenting a valid Block Island School Photo Identification Card which will
be issued by the Town of New Shoreham.

EXPLANATION UF ABBKEVIATIONS

No. = Number
P.O. = Post Office
R.L = Rhode Island
R.ILP.U.C = Rhode Island Public Utilities Commission
NA = Not Available
PLF. = Per Linear Foot
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PASSENGER RATES
(Rates in Dollars and Cents Per Passenger)
ITEM:

Between Newport and Block Island Apply Column A Rates
Between Point Judith and Block Island Apply Column B Rates

COLUMN
A B
5 ADULT PASSENGER FARES
ONE WAY ADULT $9.85 |$10.10
ROUND TRIP ADULT $14.50 |$16.55
10 CHILDREN PASSENGER
FARES
ONE WAY $4.65 1$5.20
ROUND TRIP $6.70 |$8.20

Commuter Rate $10.50 (See Rule 100)

Senior Discount (over 65 years):
$ .50 off non-commuter one way tickets
$1.00 off non-commuter round trip tickets

NOTE a. The passenger rates for children published in Item No. 10 will apply to children five (5)
years of age up to and including children eleven (1 1) years of age when accompanied by

an adult. For children twelve (12) years of age and older the aduit passenger fares pub-
lished in Item No. 5 will be charged.

NOTE b. Children under five (5) years of age when accompanied by an adult will be transported
free.

FOR EXPLANATION OF ABBREVIATIONS AND REFERENCE MARKS SEE PAGE 5.
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VEHICLE RATES
ITEM:

Between Block Island and Newport Apply Column A Rates
Between Block Island and Point Judith Apply Column B Rates

RATES IN DOLLARS AND CENTS PER UNIT (one way)

COLUMN
A B

15 Automobiles (See Rules 20, 25, 35, 50, 55, 60, 65 and nfa 45.00
70 herein and Rule 20 of Freight Tariff)

16 Bicycles 2.90 290

16a Bicycle wagons, whether or not attached to a bicycle 290 2.90

16b Tandem Bicycles, whether or not attached to a bicycle 290 290

16¢ Electric Bicycles, motorized skateboards, and mini- 7.50  7.50
motorcycles
17 Motorcycles 19.70 19.70

18 Pick-up trucks, vans, and SUV's (See Rules 20, 25, 35,
50, 55, 60, 65 and 70 herein and Rule 20 of Freight

Tariff) n/a 54.30

19 Tmicks* (See note) n/a 5.107f

20 Hazardous Trucks* (See note) n/a 7.65/1f
Commuter Vehicle Rates:

o Standard-sized Automobiles $ 27.00
(See Rules 20, 25, 35, 50, 55, 60, 65, 70, and 100 herein and Rule 20 of Freight Tariff)

o Standard-sized Pick-up Trucks, Vans, and SUVs ~ $32.75
(See Rules 20, 25, 35, 50, 55, 60, 65, 70, and 100 herein and Rule 20 of Freight Tariff)

IN24/06 RATE CASE/TARIFFS 2006
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Exhibit 2

Except as set forth below, trucks carrying hazardous materials or dangerous goods, as de-
fined by 49 CFR, Subchapter C Hazardous Materials Regulations, the U.S. Coast Guard,
and the International Maritime Organization, can not be transported aboard passenger
vessels. Therefore, except as set forth below, when carrying these materials, the vessel
must operate strictly as a cargo vessel, and the per foot rate is as set forth above for haz-
ardous trucks. For this purpose, the Carrier will make a vessel available as a cargo vessel
on a reservation only, as available basis, at the rate set forth above per same day round
trip run from Point Judith to Block Island and return (maximum 4 hours). When avail-
able, the cargo vessel must be scheduled to leave Point Judith and complete the run at the
discretion of the Carrier.

Trucks which carry sludge for the New Shoreham Sewer Commission will be required to
travel on the hazardous truck cargo vessel, and will not be allowed to travel on a vessel
with passengers, but will be allowed to travel at the regular truck rate of $5.10 per linear
foot, because the sludge is not a hazardous material or dangerous good as defined by 49
CFR, Subchapter C, but odor from the truck is a problem for ferry passengers. In addi-
tion, trucks which carry garbage for the Town of New Shoreham will also be allowed, on
an as-needed basis, to travel on the hazardous truck cargo vessel, but at the standard truck
rate of $5.10 per linear foot, or they may travel on the usual passenger ferry.

Trucks which have a gross weight of 50,000 pounds or more and are not tractor trailer
trucks and are not carrying property for the Town of New Shoreham will be required to
pay, in addition to the per linear foot truck rate, a weight premium of $50 per one way
trip due to the weight limitations imposed upon the ferry vessels.
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STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION

Docket No. 3762

INTERSTATE NAVIGATION COMPANY

LOCAL TARIFF
Naming
CLASS AND COMMODITY RATES
FOR TRADITIONAL SERVICE
APPLYING BETWEEN

POINTS AND PLACES IN THE STATE OF

RHODE ISLAND

(As Indicated Herein)

For reference to the governing Classification and other governing publications, see Rule No. 5 herein.

EFFECTIVE: January 1, 2007

ISSUED BY:

Interstate Navigation Company
Susan Linda, President
Post Office Box 482
New London, Connecticut 06320



EXPLANATION OF ABBREVIATIONS AND REFERENCE MARKS

Bbl= Barrel Min= Minimum Charge
Co= Company No.= Number
Col= Column NOIBN= Not Otherwise indexed by name
Conn= Connecticut in classification
Ctn= Carton Pkg= Package
1.C.C.= Interstate Commerce Commission Pt= Point
KD= Knocked Down R.I= Rhode Island Department of Public
Lbs= Pounds Utilities
M= Thousand SU= Set Up
MT= Empty Viz= Namely
&= And

RULES GOVERNING ALL TARIFFS
RULE NO. 5 GOVERNING CLASSIFICATION, RULES AND EXCEPTIONS TARIFF:

Governed, except as otherwise provided herein, by the Coordinated Freight Class- No. 11, The New
England Motor Rate Bureau, Inc., Agent's MF-L.C.C. No. A-210, MF-R.I.D.P.U. No. A-84 and by the
Rules, Regulations and Exceptions thereto, the New England Motor Rate Bureau, Inc., Agent's MEF-
I.C.C. No. A-202, MF-R.1L.D.P.D. No A-82, supplements thereto or successive issued thereof.

RULE NO. 10 APPLICATION OF RATES:

(a) Commodity rates named in this tariff are applicable only on shipments tendered to the carrier in
exact accordance with the commodity description and packing requirements set forth herein.

(h) Tinless ntherwise provided, the rates shown herein apply only on articles received on one bill of
Jading at one time and place from one consignor for delivery to one consignee at one place, at one des-
tination.

(c) The transportation obligation of the carrier under this tariff consists of the receipt of freight at its
dock at the shipping point and its transportation to the dock of the carrier at destination.




RULE NO. 15 MAXIMUM CHARGES:

In no case shall the charge for a given shipment be greater than the charge for a shipment of the same
commodity, of a greater weight, between the same points.

RULE NO. 20 MINIMUM CHARGES:

Except as provided in individual items herein rates named are subject to the following minimum
charges per shipment.

BETWEEN AND MINIMUM CHARGE
Newport or Pt. Judith, R.L. Block Island, R.L $4.00
RULE NO. 25 LIABILITY FOR FEEDING LIVESTOCK:

The carrier will not be responsible for the feeding or watering, of livestock transported. It shall be the
responsibility of the consignor to guarantee the carrier that a plentiful supply of feed and water shall be
placed aboard vessel prior to the boarding of such shipments of livestock.

RULE NO. 30 HOUSEHOLD GOODS, DESCRIPTION OF:

The rates on Household Goods apply to all Household Goods, new or used, including but not limited to
goods and personal effects such as furniture, clothing and residence furnishings and when shipped un-
crated will only be accepted at owner’s risk.

RULE NO. 35 INTEREST:

Totcsoot will be charmed on averdne acconnts (past 30 days) at 1.5% per month, plus reasonabie attor-

JEILWAWAIL VY RIL ww W

ney’s fees if collection efforts are needed.



RULE NO. 40 C.0.D. SHIPMENTS, COLLECTION AND REMITTAL CHARGES:

The following charges will apply for the collection and the remittance of C.0.D. bills collected from
consignees between all points in Rhode Island:

Charge for Collection and

When the amount collected is: remittance will be:
Not over TO $ 10.00 $ 090
$ 1001 TO 20.00 1.07
20.01 TO 30.00 1.25
30.01 TO 40.00 1.43
40.01 TO 50.00 1.61
50.01 TO 75.00 1.78
75.01 TO 100.00 2.23
100.01 TO 150.00 2.85
150.01 TO 200.00 3.57
200.01 TO 300.00 4.65
300.01 TO 400.00 5.72
400.01 TO 500.00 6.79
500.01 TO 1,000.00 2.03

OVER 1,000.00 8.03 per $1,000
RULE NO. 45 EMPTY CONTAINERS RETURNED, RATES APPLICABLE:

The rates in cents per can, case, carton or other empty alcoholic or nonalcoholic beverage container
including bottles in racks, or other containers not otherwise shown herein will apply as follows:

Pt. Judith
BETWEEN &
B.L

()
Containers with bottles, each 52
Containers without bottles, each 45
Milk Cans, Each 45
Milk Dispensers, each 52
Beer Kegs, each 1.07
(b)
The rates in cents per empty tank shall be returned as follows:
Soda Fountain tanks, each .80
Pyrofax tanks, each 1.07
Propane Gas Tanks, each 1.07



RULE NO. 50 FREIGHT TRANSPORTED AT OWNER'S RISK:

Shipments of livestock, pinball machines, music machines, neon or electric signs and pianos will be
accepted for transportation at owner's risk.

RULE NO. 55 TRANSPORTATION OF LIVESTOCK:

All Livestock, except household pets accompanied by an owner or handler, dogs, cats and animals of
like size in portable kennels, and fowl in crates, will be carried only in animal vans or trailers. The tar-
iff for such transportation will be the tariff for such vans or trailers.

RULE NQ. 60 PERSONAL PALLETS:

Personal pallets are $7.85 each. Personal pallets can be used on an as available basis in the discretion
of the Carrier and are solely to be used for the transportation of personal items (such as groceries and
luggage). Each pallet is 3 ¥4’ high and no items may be loaded on a personal pallet that are higher than
3 14°. Personal pallets will be given to customers on a “first come, first served” basis, and the boats are

limited to how many pallets can be taken. The number of personal pallets which can be taken will vary
trip to trip in the discretion of the Carrier based on the availability of deck space and pallets.

RULE NO. 65 SURFBOARDS:

Surfboards are $6.50 one way, $13.00 round trip.

IN/06 RATE CASE/06-Commodity Tariff



COMMOD
RATES

(BECAUSE NO INCREASE IS BEING APPLIED TO FREIGHT RATES IN ACCORDANCE
WITH THE STIPULATION AND AGREEMENT, THE “AFTER” RATES
SET FORTH HEREIN ARE TO BE DISREGARDED)
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STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS

RHODE ISLAND PUBLIC UTILITIESCOMMISSION

IN RE: INTERSTATE NAVIGATION COMPANY - )
GENERAL RATE FILING - ) DOCKET NO. 3762
TRADITIONAL SERVICE RATES )

AMENDED SETTLEMENT AGREEMENT

INTRODUCTION

A. Summary

The Interstate Navigation Company (“Interstate” or the “Company”) entersinto this
settlement agreement (the “ Settlement Agreement” or “ Settlement”) with the Division of Public
Utilities and Carriers (the “Division”) (together, the “ Settling Parties’), to resolve all issues
arising in this docket, R.I.P.U.C. Docket No. 3762.

The Settling Parties are seeking approval of the Settlement Agreement by the
Commission by December 26, 2006, so that the rates established in this Agreement may become
effective as of January 1, 2007. Elements of the Settlement include, among other provisions, a
two year rate freeze on rates for traditional ferry service after an increase in base rates to produce
$1,100,694 in additional annual revenues effective January 1, 2007, restrictions on rate increases
for traditional ferry service in 2009, 2010, and 2011, a performance-based rate plan which

includes an earnings sharing mechanism, and procedures to credit customers for decreasesin fuel
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prices for traditional ferry services below a $2.00 per gallon floor (including taxes) during the
term of the Rate Plan established by the Settlement.

B. Procedural History

On July 31, 2006, the Company filed arequest for atraditional ferry service rate increase
totaling $2,438,522. During the period August 1 through November 30, 2006, the Company
responded to numerous data requests issued by the Division, Commission, and the Town of New
Shoreham (“the Town”). On October 27, 2007, the Division filed the direct testimony of David
J. Effron, and the Town filed its Position Memorandum through its legal counsel. On November

13 and November 14, 2006, the Company submitted its rebuttal testimony.

C. Parties Statement

This Settlement Agreement is based on extensive discovery and negotiations among the
Settling Parties concerning all issuesinvolved in establishing new base rates for traditional ferry
service to become effective January 1, 2007. After due consideration of the testimony, exhibits
and other documentation included in the filings by Interstate, the Division, and the Town, the
Settling Parties now have agreed to a comprehensive settlement in the rate case which resolves
all issues relating to the Company’ s traditional service revenue requirement, rate base, rate of
return, rate design, and certain service related issues including the incorporation of the
Company’s new high speed ferry service into its business plan. The Settling Parties agree that
the Settlement Agreement is just and reasonable, and represents afair and equitable overall
resolution of all of their concerns.

The Settlement Agreement is as set out below.
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. RATE INCREASE AND RATE DESIGN

For traditional ferry service on and after January 1, 2007, Interstate Navigation Company
shall implement arate increase from the rates currently in effect, designed to produce $1,100,694
of additional revenues per year, calculated as shown on Exhibit 1, measured using arate year of
calendar year 2007. The tariffsincluded in Exhibit 2 shall be approved and implemented
effective January 1, 2007,for calendar years 2007 and 2008 (“the Rate Freeze Period”). The
tariffs for traditional ferry service in Exhibit 2 include a 0% increase for freight, a 5% increase
for commuter passengers and commuter vehicles, and a 15.72% increase for all other tariff
services from the base rates presently in effect. Interstate will concurrently adjust its fuel
surcharge level to reflect abase price for fuel of $2.00 per gallon (including taxes), effective
January 1, 2007, and will implement the fuel surcharges prospectively pursuant to the procedures
specified in Section 1V.B, below.

Only the holders of acurrent Rhode Island driver’s license with solely a Block Island
address on the license are eligible for passenger commuter rates, except that for students
attending the Block Island School who are too old to qualify for the child rate and too young to
obtain a Rhode Island license, a current Block Island School picture identification card may be
used to establish digibility for the commuter passenger rate. To be eigible for the commuter
car, SUV, van and pick-up truck rates, the vehicle (1) must be driven by adriver with solely a
Block Island address on the current Rhode Island license, and (2) must have solely a Block
Island address on the vehicle registration. The eligibility criteriawill be included in the

Company’ s tariff and on the Company’ s website.



1.  RATE PLAN

The Rate Plan for traditional ferry service will be in effect from January 1, 2007, through
December 31, 2011. This Rate Plan will consist of a Rate Freeze Period consisting of the
calendar years 2007 and 2008 and a Post Rate Freeze Period consisting of the calendar years
2009, 2010, and 2011.

A. Rate Freeze Period

Interstate’ s rates reflected in Exhibit 2 shall be frozen for the Rate Freeze Period, subject
only to 1) statutory fuel surcharges if the price of fud oil, including taxes, exceeds $2.00 per
gallon, subject to the procedures defined in subsection 1V.B below, and 2) the exogenous events,
defined in subsection 1 below, that occur during the Rate Freeze Period (“ Exogenous Events’).
During the Rate Freeze Period the Company will adjust rates of traditional ferry service resulting
from any of the Exogenous Events according to the procedures set forth in subsection 2, below.

The defined Exogenous Events (including catastrophic events) are applicable to the traditional

service only, unless the Exogenous Event adversely impacts the ability of the traditional service

to provide safe, reasonable, and adequate services and facilities per RIGL § 39-2-1(a).

1 Exogenous Events

a State or Federal Initiated Cost Change: Interstate shall adjust its

rates (upward or downward) if the occurrence of a“ State or Federal Initiated Cost Change,” as
defined below, causes (in the aggregate) a change in Interstate’ s annual revenue requirement by
more than $100,000. For purposes of this Settlement, the term “ State or Federa Initiated Cost
Change’ shall mean:

(1) the enactment or promulgation of any new or amended

Federal, state, or local, laws or regulations, or of any decision issued by a court of competent
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jurisdiction, governing income, revenue, sales, franchise, gross receipts or property taxes, or any
new or amended Federal, state or locally imposed fees (but excluding the effects of annual
changesin local property tax rates and revaluations);

(2) the elimination of any existing Federal, state or local tax or fee
obligations;

(3) any Federdl, state or local legidative or regulatory mandates
which impose new or amended obligations, duties or undertakings, or remove existing
obligations, duties, or undertakings, which decrease or increase Interstate’ s costs, revenue, or
revenue requirement; and,

(4) any externally imposed changesin the Federal state or local tax
rates, laws or regulations or of any decision issued by a court of competent jurisdiction,
governing income, revenue, or sales or other taxes, or any changes in Federal, state or local
imposed fees.

b. Catastrophic Events: Events beyond the control of Interstate’s

management, such as (but not limited to) 1) injuries or death(s) to persons, 2) and damage to
vessels or wharfs or other facilities caused by acts of god, acts of war, terrorism, criminal acts,
natural disasters, storms such as (but not limited to) hurricanes, fires, flooding, collisions, alisions,
or other similar events, and which cumulatively decrease or increase Interstate’ s costs, revenue, or
revenue requirement by more than $100,000.

2. Procedurefor Adjusting Rates During the Rate Freeze Period.

a Procedure: If Interstate incurs any changesin costs, revenue, or

revenue requirement in excess of the thresholds set forth in the prior section in connection with

any of the Exogenous Events that have occurred during the Rate Freeze Period, Interstate shall
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filefor rate adjustments no later than March 1% following the year in which the amounts are
incurred. If Interstate has not made afiling, the Division has the right to make afiling on its own
to open a proceeding if the Division believes an Exogenous Event has occurred that should result
in arate decrease. Any proposed rate adjustments shall be subject to review by the Commission,
and after a public hearing and approval by the Commission, shall be implemented for service on
and after June 1st following the year in which the amounts are incurred (unless suspended by the
Commission) and shall be applied through a uniform percentage rate adjustment applicable to al
tariffed services (i.e. across the board). Absent extraordinary circumstances, any such filings are
limited to once per calendar year, and any costs incurred or avoided from such Exogenous
Events shall be deferred for consolidation in the single filing. However, when accumul ated
deferred costs reach $100,000 the total cost shall accrue interest at an annual rate of 5% from
such time until recovered in rates. In instances where the total accrued costs are less than
$100,000 and the effective date of the adjustment is suspended beyond June 1st, the Company
shall be entitled to accrue interest at the 5% annual rate for the accumulated deferred costs (even
though less than $100,000) from June 1st until cost recovery isalowed. In any proceeding
under this subsection, the party claiming that there should be a rate modification resulting from
the occurrence of an Exogenous Event shall carry the burden of proving the occurrence and the
cost impact. The Company will file a certification with the Commission by March 1st of each
year during the Period of the Rate Plan, with copies to the Division, certifying that, to the best of
the Company’ s knowledge and belief, there have been no occurrences of Exogenous Events
except asidentified in the certification.

b. Earnings Limit: If and when the Company makes afiling seeking

an adjustment that increases rates under this section, if the average return on equity of the
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Company, calculated using the same methodology as set forth in Section D.1.b below, for any
fiscal year period ending May 31% 2008, 2009 or 2010 exceeds 11%, the Company will not be
permitted to make a rate adjustment until the average return has dropped below 11%. If and
when the average return on equity drops below 11%, the Company may only recover costs on a
prospective basis (i.e. from the date the average return drops below 11% forward).
B. Post Rate Freeze Period
Interstate’ s rates reflected in Exhibit 2 shall be subject only to the specific adjustments

defined below during the Post Rate Freeze Period of the Rate Plan.

1 Exogenous Events

During the Post Rate Freeze Period, the Company will adjust rates resulting from
any of the Exogenous Events, as set forth in subsection A.1, above.

2. Inflation

On or before November 15, 2008, 2009, and 2010, Interstate is authorized to file
with the Commission a percentage change in rates, to be effective on the following January 1,
egual to the percentage change in the average Consumer Price Index (“ CPI-U Northeast”) from
the twelve months ended September 30 of the prior year to the twelve months ended September
30 of the current year. Notwithstanding the foregoing, rates applicable to commuters, commuter
vehicles, and freight shall not be increased for any rate increases authorized pursuant to this
paragraph.

3. Earnings Below Floor

On or before November 15, 2008, 2009, and 2010, Interstate will file areport with
the Commission detailing the earned return on common equity (“ROE”) for the twelve months

ended as of the preceding May 31 (“the historic period”). If the ROE, calculated using the same
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methodology as set forth in Section D.1.a, below, isbelow 5.5% in the historic period, Interstate
will be required to submit areport detailing the ROE cal culated using the same methodology as
set forth in Section D.1.b, below. If the ROE calculated using the same methodol ogy as set forth
in Section D.1.b, below, isbelow 5.5%, Interstate shall be authorized to increase its traditional
ferry service rates across the board, effective the following January 1, to collect over twelve
months the revenue necessary to make up the difference between the ROE pursuant to Section

D.1.binthe historic period and 5.5%, except that if the report detailing the earned ROE is not

filed by September 1, the Commission will have the express authority to suspend any rate

increase for a period of not more than 120 days from the date of such filing. Any adjustment to
rates pursuant to this subsection 3 is independent of any adjustment to rates pursuant to
subsection 2 above.

C. Traditional Cost of Service Ratemaking After the Rate Plan

After expiration of the Rate Plan, if not extended by agreement of the settling parties and
approval of the Commission, no specia adjustments to rates for Exogenous Events, as described
in this Section, shall be permitted, and rate changes for traditional service may occur under
traditional cost of service (“COS”) principles, consistent with Rhode Island law. As such, the
Company is permitted to file a COS rate case to change rates effective January 2012 or later, if
the Company believesit has or will have arevenue deficiency for the applicable rate year. The
Division also has the right to file a complaint with the Commission requesting that the
Commission require a COS review to reduce rates beginning in January 2012 if the Division
believes that the Company has, or will have, arevenue excess.

D. I ncentive-Based Savings Plan

A properly structured incentive-based rate plan can align the interests of the Company
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and its customers by establishing appropriate incentives to maximize potential economies for the
benefit of the Company and its customers. To that end, the Parties agree that economies
achieved by the Company shall be shared between the Company and customers as described in
this section.
1. Earnings Reports

a The Company will be required to file annual earnings reports with
the Commission by November 15 of each year during the Rate Plan Period, for the fiscal year
ending May 31% in that year, commencing November 15, 2008. Copies also will be filed with
the Division. Thisannual earnings report will calculate the earned ROE from the Company’s
financial statements on the basis of Generally Accepted Accounting Principles (GAAP). Itis
the intent of the Settling Parties to defer the final calculation of cumulative return on equity to
determine if the Company has exceeded the alowed rate of return until the end of the Rate Plan

However, the Commission has the authority to require a report of the cumulative earned ROE

prior to the end of the Rate Plan.

b. Thefina determination of whether the Company has exceeded its
allowed rate of return on equity will be made at the end of the Rate Plan Period in aFinal
Accumulated Earnings Report. Specificaly, by June 1, 2012, Interstate shall file the Final
Accumulated Earnings Report that determines the actual cumulative average return on equity for
the entire Rate Plan Period from January 1, 2007, through December 31, 2011. For purposes of
calculating return and income taxes for this final determination, Interstate shall use the capital
structure and associated costs of capital approved by the Commission in this Docket No. 3762.
For purposes of these earnings reports, the allowed return on equity shall be 11.0%, and results

will be adjusted to reflect established Commission ratemaking principles. However, there will
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be no adjustments to actual results to recognize or annualize prospective known and measurable
changes. The return on common equity will be calculated by dividing the net income available
for common equity by the common equity applicable to rate base. The common equity
applicable to rate base shall be calculated by multiplying the common equity ratio required by
this subsection by Interstate’ s average rate base. Any accumulated earnings as calculated in the
Final Accumulated Earnings Report over 150 basis points (1.50%) above the alowed return on
equity of 11.0% shall be shared 50% for customers and 50% for the Company. The customers
share will be credited to customers through the procedure described in subsection 2 below.

2. Customers Share of Accumulated Earnings

Prior to proposing a method of crediting customers for the customers share of
earnings above the earnings thresholds, Interstate will consult with the Division to propose a
mutually acceptable method. The agreed upon method will then be filed with the Commission for
review and approval. If the parties cannot reach agreement, Interstate shall file its proposal directly
with the Commission subsequent to consulting with the Division and the Commission will make the
ultimate determination.

E. Fast Ferry Ratesand Termsand Conditions
The Fast Ferry serviceisapurely discretionary service. Therefore, Interstate shall be

authorized to apply to the Commission from time to time to change Fast Ferry Rates and Terms
and Conditions and, with Commission approval, to implement such changes on thirty (30) days
notice. The Division, except in extraordinary circumstances, will not object to any such
changes, will not recommend any suspension by the Commission beyond the thirty (30) days

notice, and will not request compliance with any traditional rate filing requirements other than

10
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the thirty (30) day notice. Also, the previously agreed methodology for the calculation of Fast
Ferry fuel surcharges will not change.
V. SPECIFIED ACCOUNTING REQUIREMENTS
A. Fast Ferry

1 Prospective Earnings

All earnings reports required by Section 11, above, will include pre-tax profits
earned by Interstate’ s Fast Ferry Division. The actual pre-tax profit earned by the Fast Ferry
Division will be calculated employing the debt service method, as shown on Schedule WEE-
1RY inthis Docket No. 3762. The debt service will include annual interest and principal
repayments on all debt used by Interstate to acquire the operations of 1sland Hi-Speed Ferry in
2006. For the purpose of the reports required by Section 111.D.1.a, above, the annual Fast Ferry
pre-tax profit will be fixed at $208,357. However for the purpose of the cumulative five year
average ROE in Section I11.D.1.b above and for the purpose of calculating the Earnings Below
Floor in Section I11.B.3 above, the annual Fast Ferry pre-tax profit will be the actual pre-tax
profit calculated employing the debt service method, as shown on Schedule WEE-1RY in this

Docket. However the pre-tax profit used in calculating the cumulative five year average ROE in

Section 111.D.1.b above and Earnings Below Floor will not be less than zero._Any acquisition

premium and any costs associated with the acquisition of the Fast Ferry will be excluded from

Interstate’ s rate base and from the establishment of ratesfor traditional service. The Fast Ferry

pre-tax profit calculations shall not be affected by this exclusion.

2. 2006 Earnings
All earnings reports required by Section I11, above, will include profits earned by

Fast Ferry operations in 2006, deemed to be $365,750 on a pre-tax basis, amortized over athree

11
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year period ($121,916 per year) commencing January 1, 2007. The amortization will be
complete on December 31, 2009, and no amortization will be included in the calculation of
earnings subsequent to that date.

3. Revenues and Expenses

Interstate shall account for Fast Ferry revenues and expenses in atimely manner
and shall maintain the books of account for its Fast Ferry Division in amanner such that expense
categories shown on Schedule WEE-1RY in this Docket No. 3762 can be readily identified.

B. Fuel

1. Base Price

The base price of fuel oil included in the determination of the Company’ s revenue
requirement for traditional ferry service in this Docket No. 3762 (“Base Price”) is $2.00 per
galon, which includes all applicable taxes.

2. Fuel Price Lessthan Base Price

Commencing January 1, 2007, in any month in which the average price of fuel
purchased for traditional ferry services, including all applicable taxes, is less than the Base Price,
Interstate will accrue areserve equal to the volume of fuel purchased in that month times the
difference between the actual average price and the Base Price. The reserve balance will be
maintained in a separate account on the Interstate balance sheet, or in areadily identifiable sub-
account.

3. Fuel Pricein Excess of Base Price

Commencing January 1, 2007, in any month in which the average price of fuel
purchased for traditional ferry service, including all applicable taxes, isin excess of the Base

Price, for the purpose of calculating the Fuel Factor component of its rates for the following

12
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month, the “Fuel Floor” used in the calculation of the fuel cost eligible for recovery (“Fuel
Recovery”) will be equal to the Base Price. The eligible Fuel Recovery will be charged against
the credit balance, if any, existing in the reserve account established pursuant to subsection 2,
above. Any €ligible Fuel Recovery in excess of the credit balance in the reserve account will be
used to calculate the Fuel Factor (surcharge) component of Interstate’ s traditional ferry service
rates for the following month.

4. Disposition of Balance in Reserve Account

If acredit balance existsin the reserve account established pursuant to subsection
2, above, as of December 31, 2011, prior to proposing a method of crediting customers for that
balance, Interstate will consult with the Division to propose a mutually acceptable method. The
agreed upon method will then be filed with the Commission for review and approval. If the
parties cannot reach agreement Interstate shall file its proposal with the Commission and the
Commission will make the ultimate determination.

C. Homeland Security

1 Reserve Account

The balance in the Homeland Security reserve account as of May 31, 2006, is
$83,450. Interstate will continue the reserve method of accounting for Homeland Security
expenditures as established in Docket No. 3573, subject to the modifications in subsection 2,
below.

2. Annual Expense

The annual Homeland Security expense to be recorded by Interstate during the

term of the Rate Plan will be $250,000. Any capital expenditures in excess of $50,000 will be

13
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charged to the appropriate plant account or accounts and not against the accrued reserve for

Homeland Security.
D. Other
1. Rate Case Expense

For the purpose of all earnings reports required by Section 11, above, Interstate
will amortize the cost of this rate case and the unamortized rate case cost of Docket No. 3573
over three years. The annual amortization expense is deemed to be $83,333. The amortization
will be complete on December 31, 2009, and no amortization will be included in the calculation
of earnings subsequent to that date.

2. Accumulated Deferred Income Taxes

Interstate will establish the appropriate balance of accumulated deferred Federa
income taxes on its books of account as of May 31, 2007, including a) the difference between the
book basis of its fixed assets and the tax basis of those fixed assets times the applicable Federal
income tax rate, and b) deferred federal income taxes on other book-tax temporary differences as
may be appropriate pursuant to GAAP. The balance of accumulated deferred income taxes will
be maintained in conformity with GAAP. The balance of accumulated deferred income taxes
will be deducted from plant in service to determine the rate base used in the earnings reports
required in Section 111, above.

3. Depreciation Accrual Rates

Interstate will continue to use the depreciation accrual ratesin effect during the

twelve months ended November 30, 2005, for the term of the Rate Plan.

14
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V. EFFECT OF SETTLEMENT AGREEMENT

Nothing in this Settlement Agreement shall be construed to modify the previous

commitments and obligations of Interstate set forth in Sections 4 and 7 of the Stipulation and

Settlement in Docket #3573 dated May 12, 2004. This Settlement Agreement is the result of

negotiations among the Settling Parties. The discussions that have produced this Agreement
have been conducted on the explicit understanding that all offers of settlement and discussions
relating hereto are and shall be privileged, shall be without prejudice to the position of any party
or participant presenting such offer or participating in any such discussion, and are not to be used
in any manner in connection with these or other proceedings involving any one or more of the
parties to this Settlement or otherwise. The agreement by a party to the terms of this Settlement
Agreement shall not be construed as an agreement as to any matter of fact or law for any other
purpose. In the event that the Commission (i) rejects this Agreement, (ii) fails to accept this
Agreement asfiled, or (iii) accepts this Agreement subject to conditions unacceptable to any
party hereto, then this Agreement shall be deemed withdrawn and shall be null and void in all

respects. _The Parties recognize that the Commission has an ongoing obligation to protect the

public against improper and unreasonable rates that cannot be precluded by a settlement

reement.

IN WITNESS WHEREOF, the parties agree that this Settlement Agreement is reasonable
and have caused this document to be executed by their respective representatives, each being

fully authorized to do so, and ask that this Settlement Agreement be substituted in its entirety for

the Settlement Agreement previously filed on December 7, 2006. Dated at Providence this 714"

th day of December 2006.

Respectfully submitted,

15



INTERSTATE NAVIGATION COMPANY

By its Attorney,

RHODE ISLAND DIVISION OF PUBLIC
UTILITIESAND CARRIERS

By its Attorney,

Michael R. McElroy, Esqg. (R.l. Bar No. 2627)
Schacht & McElroy

21 Dryden Lane

P.O. Box 6721

Providence, RI 02940-6721
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William K. Lueker, Esg. (R.l. Bar No. 6334)
Specia Assistant Attorney General
Department of Attorney General

150 South Main Street

Providence, RI 02903



State of Rhove Island and Provivenre Plantations

DEPARTMENT OF ATTORNEY GENERAL
150 South Main Street ® Providence, R102903
(401) 274-4400
TDD (401) 453-0410

Patrick C. Lynch, Attorney General

December 11, 2006

Via Electronic Mail and Regular Mail

Luly Massaro, Clerk

Public Utilities Commission
89 Jefferson Blvd.
Warwick, RI 02888

Re: Interstate Navigation Company — General Rate
Filing — Traditional Rates — Docket No. 3762

Dear Ms. Massaro:

Enclosed for filing in the above-captioned proceeding are the original and nine (9) copies

of the Rhode Island Division of Public Utilities and Carriers’ Response to the Commission’s
First Set of Data Requests.

Many of the Commission’s questions went to the issue of the differences in the proposed
Interstate Settlement [and attendant Performance Based Regulatory (PBR) plan] and that of other
utilities with approved PBR plans and settlements, such as National Grid. While the attached
responses provide answers to the specific questions posed, the Division would like to take this
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Interstate Navigation.

By way of background, the Division notes that the proposed Settlement is the first of its
kind for Interstate. There are obvious differences between a small local company such as
Interstate and a large multi-national utility such as National Grid, for which the Commission has
already approved a performance-based regulatory (PBR) plan and rate-making approach.
National Grid (Rhode Island) has annual revenues in excess of $700 million, and its Rhode
Island operations are but one component of a multi-national corporation. It has numerous
financial resources, financing options, and access to capital markets. National Grid faces no

competition for its delivery and transmission service, and it provides a product for which demand
is relatively inelastic.

Interstate Navigation on the other hand is a family-owned, privately held business with
far fewer financial resources and more limited access to capital. Current total revenues of
Interstate are a little more than $8 million. Additionally, while Interstate provides a lifeline



service to those who live on Block Island, the vast majority of its revenues are derived from
services which are discretionary in nature and subject 10 competition from a variety of sources.

Even though Interstate has just acquired the assets of Island High-Speed Ferry, one cannot
conclude that it does not continue to face competition going forward.

Competition comes from marny sources. There is 2 high-speed ferry that runs from New
. London to Block Island during the summer. The recent implementation of that ferry has not only

impacted Interstate, but has also impacted the ridership of the former Island High Speed Ferry as
well. There is also the competition for the discretionary leisure dollar from the high-speed ferry
that runs from Quonset Point, RI to Martha’s Vineyard, MA. This service just completed its
second year of operation. Ultimately, Interstate’s profitability is subject to the attractiveness of
the destination, Block Island, to day-trippers and vacationers versus the whole panoply of other
options for leisure and recreational activities. Interstate, as a transportation company in business

to service the demands of the populace to travel to Block Island from its Rhode Island departure
points, has very little control over these factors.

Interstate operates its 364 days per year (no service on Christmas day). The Company
serves passengers, vehicles, and freight, including necessities such as propane, fuel oil, gasoline,
and every other commodity necessary to support year-round habitation. This is the “lifeline”
aspect of its operation. The aforementioned high-speed ferry from New London does not operate
year round and is passenger-only, and the Island High Speed Ferry Company did not operate in
the mid-October through May period. There is a large drop off in demand for service to Block
Island after September. This aspect of seasonality combined with the discretionary nature of the

service adds much more risk to a company like Interstate compared to an electric or gas
distribution company.

Interstate bears the additional risk of the impact of poor weather on its ridership in the
peak summer months. Rainy weather, especially on summer weekends which would normally
be the time of highest utilization, can seriously affect whether the company will operate
profitably. This is not dissimilar to the weather related risk of the gas division of National Grid.
In that ntilitv’s Commission-approved PBK pian tnere is a Weathcr Adiustment clauge o
mitigate this type of risk. In the proposed Settlement with Interstate there is no Weather
Adjustment clause, as it is difficult to precisely quantify the impact of weather as simply as we
do with the gas company (by measuring the variance of heating degree days from the norm and
applying a revenue factor to the variance). Instead of a weather adjustment, the Interstate
Settlement contains an Earnings Floor provision that activates at a reported level of 5.5%. In the
Division’s opinion, significant earnings erosion would be most likely attributable to a decline in
revenues as opposed to an increase in allowable, prudent expenses.

As explained further in the attached data responses, the rates of Interstate do not include
acquisition costs or acquisition premiums, nor the other elements of concern noted in the first
three questions of the Request. The traditional ferry cost of service does include a subsidy of
over $330,000 in profits from the fast ferry, which reduces the revenue requirement and rates of
passengers, vehicles, and freight on the traditional vessels. Further, with the inclusion of $2.00
of fuel in base rates and a more appropriate fuel recovery in base rates, rather than through the
fuel surcharge, the rates for those who travel in off peak months will decline substantially. For



example, the fuel surcharge currently in effect is $4.80 per round trip. Added to the commuter
rate of $10.00, a total round trip ticket for a commuter is presently $14.80. Effective January 1,

that trip will cost $10.50. Similarly, a non-commuter pays a total of $19.10 today, and January 1
will pay $16.55. ;

Finally, an important consideration for the Division in recommending a PBR approach
for Interstate is to limit rate increases in the foreseeable future to an inflationary index, limit the
cost associated with the rate filings, and get the management focused on containing its
controllable costs and therefore increasing its profitability. The Division has recommended
pricing flexibility for the fast ferry operation during the plan term. This flexibility should
provide the company with a tool to help maximize its profits on the fast ferry operation which
will, in turn, continue to benefit the traditional and lifeline services.

We hope this additional explanation assists the Commission in its review of both the

attached data responses as well as the proposed Settlement Agreement. We appreciate the
opportunity to provide this additional information.

Very truly yours,
Nyl ;’/,f s // //
William K. Lueker (R.1. Bar # 6334
Special Assistant Attorney General
Tel. (401) 274-4400, ext. 2299

Fax (401) 222-3016

Encl.
cc: Service List PUC Docket No. 3762
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The undersigned hereby certifies that a copy of the within Division Response to the
Commission’s First Set of Data Requests (with cover letter), was served this 11" day of

December, 2006, via first class mail, postage prepaid, as well as by electronic mail, upon each
person on the official service list in this proceeding.
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