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Q. Good morning Mr. Edge. Would you please give your name and business
address for the record?

A. My name is Walter Edward Edge Jr., MBA, CPA and I am the President of B&E
Consulting LLC at 21 Dryden Lane, Providence R. I. 02904.

Q. Whatis B&E Consulting LL.C?
A. B&E Consulting (B&E) is a full service consulting and accounting firm providing

general business, public utility and education consulting for small businesses, public

utilities, municipalities, schools, and individuals.

Q. Are you the same Walter E. Edge Jr. who has testified as an expert accounting
and rate witness in previous rate filings for Providence Water and others?

A. Yes. Ihave provided expert accounting and rate testimony before the Rhode Island
Public Utilities Commission (PUC) for Providence Water on numerous occasions
including the most recent Abbreviated Filing (Docket 3684). Some of the other clients
that I have testified for include Interstate Navigation Company, Block Island Power
Company, Narragansett Bay Commission, Pawtucket Water Supply Board, Newport
Water, the Town of North Smithfield, Osram Sylvania, and Stone Bridge Fire District.

In addition to the above, I have also completed rate studies for non-regulated utilities such
as Warwick Water, Warwick Sewer, East Providence Water, North Kingstown Water,

Greenville Water, Cumberiand Water, East Smithfield Water, Pascoag Fire District, and

Harrisville Fire District.
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Q. What is the purpose of your testimony?
A. Providence Water hired B&E to assist with the development of a normalized test. . -

year, FYE June 30, 2006, (which will be prepared and presented by David Bebyn C. P.
A., Vice President of B&E) and a rate year, January 1, 2008 through December 31, 2008,
which will be addressed by me in this testimony. B&E was engaged to prepare expert
testﬁnony and schedules as required. by the Rhode Island Public Utilities Commission

(PUC) in support of both the test year and the rate year.

Q. Mr. Edge has B&E completed any rate design work for this docket?
A. No, the rate design issues in this filing will be addressed by Raftelis Financial in the
prefiled testimony of Harold Smith. B&E worked with Mr. Smith by providing the rate

year revenue requirement developed in this testimony.

OVERVIEW

Q. Would you please provide an update as to the status of rate issues raised in the

last abbreviated rate filing Docket #3684?
A. Certainly. Docket #3684 (filed by Providence Water in June of 2005) was concluded
by a settlement between the parties presented to the Commission in November 2005 and

approved with new rates effective January 1, 2006. The major issues addressed in that

Docket were as follows:

1. The Division’s witness proposed a small adjustment to Providence Water’s projected
revenue at old rates. The reasons for the adjustments were updating the number of
water and private fire service customers, updating wholesale water sales results, and
using a four year average for the consumption level for retail customers. For this

filing, B&E has addressed each of these matters and updated the necessary revenue

information.




(¢33 - w

~N N

22
23
24
25
26
27
28
29

L
’

- The second area that was adjusted was salaries and benefits. The Division’s witness

made an adjustment for capitalized labor and benefits funded through IFR.
Providence Water agreed with the adjustment and has addressed this matter in this

filing.

The third area addressed by the Division was to up-date certain expenses to reflect the .

most current information available. The Division_proposed an adjustment to increase
chemicals and adjustments to decrease insurance (which proved to be a mistake),
property taxes and electricity. Providence Water concurred with each of those
adjustments to reach a settlement. In this Docket, I have provided the most current

information available at this time and intend to update my estimates when new

information is made available.

In addition to making adjustments to the revenue requirement the parties completed a
thorough review of the Providence Water restricted accounts in the last Docket. Two
restricted accounts were scheduled to close (the Wholesale Valve Restricted Fund and
the Alternative Supply Restricted Fund) on or before June 30, 2006. As agreed in the
stipulation, Providence Water closed these two accounts and transferred the balance
of the Wholesale Valve Restricted Fund in the amount of $772,051 to the Insurance
Restricted Account, and transferred the balance of the Alternative Supply Restricted
Fund in the amount of $451,231 to the Chemical/Sludge Restricted Fund. The.
parties also agreed that a contingency for the wholesale valve project in the amount of
$400,000 would be added as a line item to the Infrastructure Replacement Restricted
Fund and this has been done. The costs are included in the 78/102” and structure D

+ E inspection/rehabilitation project.

For this docket we once again reviewed the restricted fund accounts and made
appropriate adjustments when necessary. Providence Water is satisfied with the

success that has been achieved by using these restricted accounts.




5. The last issue was to adjust the Operating Reserve to reflect the adjustments made in -

~ items 1 through 4 above.

Q. How much of a revenue increase is Providence Water requesting in this docket? -

A. Providence Water is requesting additional revenue of $9,688,321. This represents a

revenue increase of 19.07%.

Q. Will all rates increase by 19.07%?

A. No, the total revenue requirement for the rate year was given to Mr. Smith who has -

developed a new rate design model for this filing (see Mr. Smith’s testimony).




RATE YEAR (CY December 31, 2008)

Introduction:

Q. How did you select the rate year for this docket? .

A. Providence Water’s plan was to file this rate request on March 30, 2007, which is
nine months after the end of the June 30, 2006, test year and nine months before the rate
year CY December 31% 2008. PUC filing requirements allow the test year to be a
historic period ending within nine months of the filing date. However, the PUC
requirements in Rule 2.6 (b) states that the rate year must be some yearly period which
commences no later than six months after the proposed effective date of the new tariffs.
This rate year Rule 2.6 (b) caused a conflict with what Providence Water wanted to do

which was to use a June 30, 2006 test year and a December 31, 2008 rate year.

On February 7% 2007, Providence Water made a motion for relief from Rule 2.6(b). In
an open meeting on February 28" the Commission approved Providence Water’s motion

and granted relief from Rule 2.6 (b) to allow for a calendar year ended December 3 1

2008 rate year (See appendix).

Revenues:

Q. Did you make any revenue adjustments for the rate year?

A. Yes,1did. First, however, it is important to note that Mr. Bebyn normalized the test
year revenue (FYE June 30® 2006) to reflect the rate increases approved in the
Abbreviated Rate Filing Docket #3684 and to reflect the current service units for the
customer charge, fire protection, etc (See DGB-1). Mr. Bebyn also normalized the test
year to eliminate the Narragansett Bay Commission (NBC) (one time) wholesale

purchases. NBC is not expected to make wholesale purchases in the rate year.

My only revenue adjustment was to reduce the wholesale revenue to reflect the continued

decline in wholesales sales to Bristol County Water (See Schedule WEE-1 and 1A).
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Expenses:

Q. Mr. Edge, how did you start your rate year analysis of expenses?

A. Tobtained the Adjusted Test Year trial balance and the three year comparative

expense analysis (DGB-2) from Mr. Bebyn and reviewed the expense accounts to

determine which accounts were material and most likely to change in the rate year. The ..

adjusted test year on Mr. Bebyn’s Schedules DGB-1 and DGB-2 are the basis of the

Adjusted Test Year on my schedules WEE-1 and WEE-2.

Q. What adjustments have you made for the rate year in this filing?

A. After reviewing Providence Water’s test year financial position I have made rate year

adjustments in 12 specific accounts or groups of accounts as follows:

Account Adjustment | Percentage of | Reference
Amount Major Page #
Adjustments
1. Salaries and Wages $947,203 11.2 7
2. Property Taxes 540,738 6.4 8
3. Insurance Expense 1,000,000 11.8 9-11
4. Pension and Other Benefits * 884,140 10.5 11-12
5. Regulatory and Rate Case Expense 89,036 1.1 12
6. Chemical and Sludge 1,073,654 12.7 13
7. Purchase Power 543,698 6.4 13
8. IFR /Restricted Funding 2,000,000 23.7 13-14
9. GASB 43/45 Health Insurance 403,243 4.7 15-16
10. Health Insurance Liability (City) 300,000 3.6 16
11. City Services 515,958 6.1 17
12. Study for Strategic Planning 150,000 1.8 17
: 100.0%

* Bxcluding GASB 43/45 (Item 9) and Health Insurance (City) (Item 10)

L]

In addition to the above adjustments, I have also increased all remaining accounts for

inflation (2.5% per year) and made an adjustment for the net operating income allowance

at 3%.
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Salaries and Wages-

Q. How did you calculate the increase needed for salaries and wages for the rate -

year? . ..

A. Istarted my calculation with the actual amount for salaries and wages for each

" account in the test year ending June 30, 2006. Next, I adjusted the test year amounts to

reflect a 3% per year increase for the fiscal years ended June 30, 2007, (per the union
contract) and June 30, 2008, and by 1.5% for the fiscal year ended June 30, 2009 (to
account for July 1, 2008 to December 31, 2008 - the first six months of FYE 2009 that are

in the rate year).

The resulting total payroll expense (sum of all of the payroll accounts for the rate year)

was then compared to the test year payroll expense to calculate the rate year adjustment.

(See Schedules WEE-3)

Q. Mr. Edge why didAyou use a 3% per year salary increase for the interim and
subsequent years?

A. Ireviewed the Union Contract for the City of Providence with the Public Employees’
Local Union 1033 which has an effective term of July 1, 2004 through June 30, 2007.
(Note: The City had not yet completed additional negotiations with the union to extend
this contract when [ was writing this testimony.) I nbted on page 11 of the contract under
“Article VI Salary and Hourly Rate Schedule” fhat the percentage increases for FYE June
30, 2006 and FYE June 30, 2007 were 3%. Since the contract did not extend through the
rate year (CY 2008) in this docket, T used the 3% inérease per the contract for FYE 2006
and 2007 as a guide to estimate an appropriate increase for FYE 2008 and one half of 3%
for the last six months of CY 2008. It is my intent to modify my projection of salaty and

wages for the rate year when the new union contract is signed if the increase differs from

the 3% per year which I have projected.
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issued) and I will adjust my estimates for CY 2008 if needed. It should be noted

Q. Mr. Edge, are there other items in the contract that may be changed?

A. Yes, there are. Iam using the 3% increase to salaries and wages as a place holder to
cover all of the changes that may come out of the contract negotiations. If other iterns in
the contract increase or decrease Providence Water’s rate year expenses, I will address

them in my rebuttal testimony. (See Schedule WEE ~ 6)

Property Taxes

Q. The next adjustment in your list of adjustments is property taxes. How did you -
calculate the rate year property taxes for this filing?

" A. Istarted with the actual FYE June 30, 2007 property taxes and increased the property -

taxes for each municipality to reflect the projected increases for FYE 2008 (5%) and one
half of the projected increase for FYE 2009 (2.5%). (See Schedules WEE-4 and WEE

4A)

Q. Mr. Edge, you have used projected property tax increases for FYE 2008 and
FYE 2009. Is it your intention to update the estimates for CYE 2008 property taxes

when the actual percentage increases are known?

A. Yes. Iwill advise the Division and Commission as to the actual FYE 2008 property
taxes when they become known (in about July —August of 2007 when the tax bills are

however that the Scituate property taxes alone represent over five million dollars of the
approximate six million dollars in annual property taxes. Therefore, the percentage A .
increase used to calculate the Scituate property taxes is by far the most important |

percentage for projecting the CY 2008 total property taxes.




Insurance

Q. What account would you like to discuss next?

A. Tnsurance expense. The insurance expense is made up of six different activities as.
shown on my Schedule WEE-5. The largest premiums on the insurance expense
schedule are for 1) Property and Casualty (P&C) premiums and 2) Worker’s
Compensation (WC) premiums. ‘These two items represent about 90% of the insurance
expense accounts. To estimate the rate year CY 2008 insurance expense, [ started with
the actual insurance expense for the FYE June 30,2007. I then estimated insurance
expense for FYE June 30, 2008 and FYE June 30, 2009 by using a 10% increase per year
(provided by Providence Water’s insurance carrier as a reasonable estimate) for the two

major accounts P&C and WC. Iwill update this estimate should additional information

become available.

Q. Has the insurance restricted fund worked well in the past?

A. No, in fact while testifying in the last abbreviated rate case, Ms. Bondarevskis,

Director of Finance testified as follows:

“Like I said, my only concern is the insurance. If the insurance expense go up
dramatically more than what we have anticipated, if there is another terrorist
attack and insurance prices get outrageous, we may have to go without insurance
or come back to the Commission and do an abbreviated filing because that fund is

very tight on cash” Transcript pages 102-103.

Q. Were Ms. Bondarevskis’ concerns well founded?
A. Yes. Insurance rates have continued to rise at a rate far greater than the rate of
inflation. The increases in insurance costs over the past two years have resulted in

funding shortfalls in the insurance restricted fund which needs to be addressed in this
filing.
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Q. What were the increases in insurance rates?

A. The increases have been significant. For example, the insurance projection in the
most recent Abbreviated Rate Filing, Docket 3684, (which had a rate year ending
December 31, 2006) was $1,777,444. The actual test year in this docket, FYE June 30,
2006, which is only half way through the rate year in the abbreviated docket, had actual
insurance costs of $1,989,616, which is an increase of 11.9%. This means that the .
projected increase for the rate year in the abbreviated filing was inadequate and that the

11.9% (at a minimum) funding shortfall needs to be addressed in this docket.

I have projected the FYE 2007 insurance expense to increase by 10% per year for FYE
2008 and FYE 2009 with the exception of Safety Supplies and Program Expense. These

_ two smaller accounts were left at the FYE 2007 budget amounts through FYE 2009. I

then used the average of the FYE 2008 and FYE 2009 insurance costs by line item to
project the rate year insurance costs. (See Schedules WEE-5 and Schedule WEE-5A)

Q. Mr. Edge, your Schedule WEE-5 shows the need for an increase in insurance
expense for the rate year of $399,604. However, your overall total adjustment to
the Ynsurance Restricted Fund shown on your Schedule WEE-10G (and posted to
your Schedule WEE-2) is $1,000,000 ($399,604 + $600,396). What is the difference?
A. First, it is important to understaﬁd that the Insurance Restricted Fund (like all
restricted funds) is created to operate at a small surplus so that the restricted fund is self
sufficient. In the past, Providence Water has found that the Insurance Restricted Fund
has not operated ata small surplus because, unlike the other resiricted funds, the charges -
to the fimd, the insurance premiums, normally increase each year (and frequently at a

greater rate than inflation). These annual premium increases have resulted in shortfalls

- in the Insurance Restricted Fund in the year following the rate year and sometimes even

in the rate year itself. The Insurance Restricted Fund is projected to operate at a loss in

FYE Fune 30, 2007, which will require Providence Water to advance $115,000 from its

operating funds to pay the insurance bills.

10




A review of the history of this account shows wide swings in the funding requirements -
because this restricted fund has, in the past, had significant deficits and has seldom had
surpluses. Iwentback and reviewed my Schedules WEE-7, WEE-7A and WEE-12I
from the last Abbreviated Docket #3684. It is obvious from those schedules that the

insurance funding requested in that docket would result in inadequate funds by no later

than June 30, 2008 (it actually happened much sooner).

Q. How have you calculated the total funding needed for the Insurance Fund?

A. Icompleted the calculation of the rate year estimated insurance cost as explained
above. 1then compared the projected rate year insurance cost requirement to the test

year level of insurance cost. I then posted the rate year estimated insurance costs to the . .
Insurance Restricted Fund Schedule WEE-10G and calculated the FYE balances for fiscal = -
years ended 2008, 2009 and 2010. The results were deficits in each year. To correct
the deficits I added an additional revenue source of $600,396 to increase the funding to

allow for modest, but reasonable surpluses to eliminate the problem. (See Schedule

WEE-10G)

Pension and Other Benefits

Q. Inotice that the next set of accounts is Pension and Other Benefits. How did

you calculate the rate year level of expense for these related accounts?

A. Ihave listed the Pension and Other Benefits accounts on my Schedule WEE-6.

This schedule shows the test year level of expense for each item, the proposed adjustment
and the pro-forma expense for each item. It further shows the percentage increase used

to calculate the pro-forma adjustment and the referenced back-up schedules.
Q. Mr. Edge what back-up schedules have you completed in sapport of the Pension

and Other Benefits calculations?

A. 1have three Pension and Other Benefits schedules.

11
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As stated above, the first (Schedule WEE-6) is a summary of the Pension and Other
Benefits activities. This schedule lists two new issues for this docket: 1) the calculation -
of an allowance to fund the new GASB 43/45 health insurance requirements and 2) the
pay back of the City for prior year retiree Health Insurance. Both of these new issues-
will be discussed later in this testimony. Please note that the first three items on -
Schedule WEE-6; 1) Union Pension, 2) Training and 3) Other Benefits have been left at
the test year level for the rate year. As I have previously stated my estimate of a 3%
increase in salaries and wages was intended to cover all contract increases through CY
2008. Therefore, I have left these three accounts at the test year levels for now. I will

adjust these three items if necessary, when the new contract is available.

The second, Schedule WEE-6A presents the allocation of the total Pension and Other
Benefits to the appropriate NARUC accounts. The results of Schedule WEE-6A were

posted to Schedule WEE-2.

The third, Schedule WEE-6B provides the actual increase in health insurance from the
test year through the FYE June 30, 2007. The percentages on Schedule WEE-6B were

used to calculate the rate year estimated cost of Health Insurance.

" Regulatory Commission and Rate Case Expense .

Q. How did you calculate the regulatory and rate case expense for the rate year?

A. Regulatory Commission expense is made up of a number of activities, the largest of
which is the PUC annual assessment. I increased the test year amount of the assessment
by about 4% per year (10% total) to arrive at the rate year level of assessment. Other
regulatory expenses were estimated to cover the cost of various PUC and DPUC activity.
In total the regulatory utility expense was increased by about $16,000. - Rate case expense
was estimated (using contract amounts where available) and then amortized over two
years. The total calculated rate year regulatory and rate case expense was compared to

the test year level of expense and an adjustment was calculated. (See Schedule WEE-7

for details})

12
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Chemicals and Sludge

.Q. The next set of accounts that you have listed above requiring adjustment are

Chemicals and Sludge. How did you calculate the rate year level of expense for.
chemicals and sludge?

A. Please see my schedule WEE-8 and WEE-8A. The pro-forma rate year level of
chemical cost was calculated by taking the projected FYE 2008 usage times the projected
CY projected price. The results were compared to the test year actual expenses to
determine the rate year adjustment. It was necessary however to increase the rate year
adjustment by $200,000 to address significant deficits in the Chemical Fund through FY
2010. The estimates in unit price shown on Schedule WEE-8A will be updated as they

become known.

Purchase Power

Q. You have made an adjustment for purchased power. What are these accounts?
A. These accounts are mostly electricity and one gas account. Purchased power
increased from FYE June 30, 2004 to FYE June 30, 2006 by about $320,023 which is
approximately 46%. I do not know if this level of increase will continue, but to be safe, I
have used the percentage increase from FYE 2004 to FYE2006 to project the increase
from FYE 2006 to FYE 2008. 1 then increased that amount by 5% to arrive at the pro- -
forma amount and in turn the pro-forma adjustment. (See Schedule WEE-9) Please
note that I will up-date the actual FYE June 30, 2007 activity when it becomes available

and recalculate the pro-forma rate year adjustment.

Restricted Accounts

Q. Mor. Edge the next item on your schedule is IFR Restricted Accounts. Would
you please explain what adjustments have been made to this and any other

restricted accounts?
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A. Yes. Ihave completed a detailed review of each of Providence Water’s restricted
accounts and the cash balances in each at June 30, 2006 available for future expenditures.

- In summary, [ found the following: -

1. The two restricted accounts 1) 102” Valve Fund and 2) the Alternate Supply Fund
were eliminated in the last docket and the balances were closed to the appropriate
accounts.

2. As stated earlier, I increased the funding for the Insurance Fund by $1,000,000 per
year in an effort to keep the insurance fund from running a deficit balance.

3. As stated earlier, the funding for the restricted Chemical Fund was increased for
the projected rate year increase over the test year level of chemical expense. In
addition, $200,000 was added to the rate year adjustment for the chemical
restricted account in or_der to eliminate deficits for the period FYE 2007 through
FYE 2010.

4, IFR was increased by $2,000,000 to cover improvements to the treatment facility
and an intensive lead abatement program for the distribution system. I addition,
Providence Water is in the process of borrowing $35,000,000 from Clean Water.
The debt service for that borrowing will flow through the IFR restricted fund. See
the testimonies of Ms. Jeanne Bondarevskis and Mr. Paul Gadoury for further
details. There was also one reclassification made to the restricted accounts.
Providence Water is requesting $600,000 be transferred from the IFR restricted
account to the AMR restricted account so that all meter related items can be done
in one restricted account.

5. The funding for the remaining restricted funds did not change.

Q. Have you provided any schedules in support of your restricfed account
findings?

A. YesIhave, see Schedules WEE-10 (A-G). Ihave provided the projected source and
use of funds for each of the restricted accounts for the fiscal years ended June 30, 2007
through June 30, 2010. Each schedule further shows the beginning cash balance at July

1, 2006, and carried forward the available cash balance for each successive year.

14




[ believe that these schedules clearly show the projected activity of each of the restricted -

accounts through June 30, 2010. Further, I believe that these schedules show that the

funding levels that I am recommending for each restricted fund is reasonable.

Q. Mr. Edge, are there any other adjustment that we need to discuss?

A. Yesthere are. Istill have six additional areas that require adjustment. -They are:

I.

N AW

The establishment of a reserve for post retirement health benefits in accordance -

with GASB 43/45,
The repayment of the City for health insurance for retirees paid by the City for

former Providence Water employees,
City Services,

Strategic Planning,

An adjustment to eliminate the health insurance for certain Board members, .

Inflation,

Net operating reserve.

GASB 43/45

Q. Mr. Edge what is GASB 43/45?
A. GASB is the Governmental Accounting Standards Board. This Board recently

issued two pronouncements which addressed post retirement benefits other than pension

(GASB 43 and GASB 45). The pronouncements require governmental entities to

recognize future liabilities for post retirement health insurance.

Q. What does this mean for Providence Watex?
A. It means two things. First Providence Water will have to recognize the liability it

has for post retirement benefits for its current retirees and its current employees and

second Providence Water must start funding this liability.

15
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'Q. What is the basis for your adjustment in this filing?
A. The City of Providence hired Buck Consultants to complete a study of post
retirement benefits (other then pension) for the entire City of Providence which included

Providence Water. That study determined that the Providence Water post retirement

liability should be funded over 30 years. .

Q. What are the components of the Buck funding requirements for the Rate Year?

A. The Buck report concluded that the normal cost for the rate year (current cost) will be
$432,896 and the 30 year amortization will be $601,920 in the rate year for a total cost of
$1,034,816. B&E asked the City if it intended to fund its 30 year amortization as
suggested in the Buck report and was told that the City intended to fund 50% of the
liability. Therefore, for this filing I have included the current cost of $432,896 plus 50%
of the 30 year amortization ($300,960) for a total rate year cost of $733,856 (See WEE-

6).

Re-pavment to the City for Retiree Health Insurance

Q. What is the issue relating to the re-payment of the City for retiree health

insurance?
A. During the City’s and Providence Water’s review of the GASB 43/45 requirements it

became obvious that as a result of an accounting oversight the City had not been
reimbursed for the Providence Water retiree health insurance for a number of years. See

Ms. Bondarevskis’ testimony for more details regarding how the oversight occurred.

Q. What is the impact of the oversight in the rate year?
A. Ihave included a $300,000 amount to pay back the City over the next 5.5 years. The
total owed for the period 1997 through 2005 was calculated to be §1,635,592, excluding

interest, which the City has waived. The City has also waived the repayment of all sums

paid before 1997.

16
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Q. Did Providence Water pay the retirement health insurance prior to 1997?

- A. Ibelieve not, however the City only went back to-1997 in its calculation.

Q. Have the ratepayers ever paid for this appropriate cost of service before last

- year?
A. Certainly not during the period used by the City for the calculation of the re-payment. =~ -

In order for the ratepayers to have paid the retiree health insurance cost, that cost would
have had to be included in the test year or added to the rate year as a rate year adjustment.

Since 1997 that has not been the case.
City Services

Q. Mr. Edge, have you made an adjustment to increase City Services?

A. Yes. Mr. Bebyn completed a very detailed review of the City Services allocations to
Providence Water and significantly amended the model used in previous Providence
Water rate filings. Although Mr. Bebyn calculated a City Service allowance that was
greater than the test year level of City services, his model results in an approximate

$800,000 reduction of allocation of city services when compared to the previous model

used in Docket #3163.

Strategic Planning Study

Q. Mr. Edge what is your adjustment for strategic planning?

A. My adjustment in the amount of $150,000 was made at the request of the Chief
Engineer. (Please see the testimony of Ms. Marchand for the details of this adjustment.)

Q. I noticed that your adjustment on page 6 of your testimony is $150,000 but the
adjustment on Schedule WEE-2 is only $118,000. Why?

A. The account that I posted this adjustment to had a test year balance of $32,000 for a
study that was completed in the test year. Since that study was a “one time only” item I
removed the $32,000 from the rate year and then added the $150,000 for the Strategic
Planning Study. The net adjustment on schedule WEE-2 then became $118,000.

17
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‘Board Member Health Insurance

Q. What is the adjustment to eliminate the health insurance cost for certain Board

Members?

A. The Commission ordered that as Board Members terms end that they could no longer -

receive paid health insurance. This adjustment in the amount of §13,022 was made to

address this Commission concern.

Q. Mr. Edge, do you agree with the Commission’s decision on this issae?

A. NoIdonot. Thisadjustment was made after the conclusion of the hearings in the
abbreviated filing and I was never allowed to express my opinion on this issue.

Although I have made this immaterial adjustment to comply with the Commission’s
order, I believe that the adjustment is inappropriate when one knows the time and energy
that the few Board members that this adjustment affects provide to Providence Water. (It
should be noted that this adjustment does not apply to all Board Members). This
adjustment to save $13,000 on a $60,000,000 budget which is .0002 of the total budget is

in my opinion misguided.
Inflation

Q. What have you done to address the inflationary increases that Providence

Water will face in the rate year?

A. For all of the accounts not previously addressed I calculated inflation at 2.5% a year

through the rate year. Providence Water suggested that T use

2.5% for inflation because that is the percentage approved in the most recent Pawtucket -

Water Supply case recently decided.

Q. Mr. Edge do you have any other rate year adjustments?

A. Yes, I have calculated the net operating revenue adjustment for the rate year.

18
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(See Schedule WEE-1)

Net Operating Reserve

I calculated the net operating reserve by subtracting miscellaneous revenue from total
expense times 3.0% to arrive at a net operating allowance of $1,725,719. This is the’

same calculation made in Providence Water’s last rate filing, however using 3% instead

of 1.5%.

Q. Mr. Edge, why have you used 3% instead of the 1.5% approved in previous

Providence rate cases?
A. The short answer is that the 1.5% has proved to be inadequate. Providence Water
has significant rate year risks relating to cash shortfalls from both currently unknown

expenditures (such as State and Federal regulatory requirements to emergency repairs)

‘and unpredictable fluctuations in water sales. (See Ms. Marchand’s testimony for more

detail relating to the need for a 3% allowance.)

Q. Does that conclude your prefiled testimony?
A. Yes. |
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RATE YEAR WHOLESALE BILLING UNITS AT PRESENT RATES

Schedule WEE-1A

PROVIDENCE WATER
Test Year Rate Year
Billing Units of Rate Year Units of Unit Annual
Unit Service Adjustments Service Rate Revenue
Wholesale Consumption Charges
East Providence 2,397,994 2,397,994
Fast Smithfield © 330,786 339,786
Greenville 463,126 463,126
Kent County 3,777,169 3,777,169
Smithfield - 428,798 428,798
Warwick 4,404,569 4,404,569
Lincoin 1,086,668 1,086,668
Johnston 197,547 197,547
Bristol County 1,817,850 {1,037,101) 780,749
Narra. Bay Commission 0 - - p
Consumption {(HCF) 14,913,507 (1,037,101) 13,876,406 *  $ 0.52453 $ 12,829,126
{Million Gallons) "11,1585.30 10,379.55 $ 1,236.00

(775.75)
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