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Introduction 
 
 The United States Department of the Navy (“Navy”) submits its Initial Brief in the 

above-captioned matter.  Naval Station Newport, in Newport, Rhode Island, is the 

second-largest customer of the Newport Water Department (“Newport Water”).  The 

Navy has participated in this proceeding through the submission of direct testimony, 

surrebuttal testimony, and data requests.  This Brief will address cost of service, class 

revenue allocation, and the design of rates to recover Newport Water’s proposed 

revenues. 

 
Class Cost of Service 

 In its direct testimony, Navy stated it had a concern with respect to its  Maximum 

Day Demand factor calculated by Newport Water in the cost of service study used to 

allocate to Navy the costs incurred to meet system peak water demand.  Navy’s specific 

concern is that its Maximum Day Demand factor in this rate case is overstated as a 

result of Newport Water using Navy usage data that is not reflective of Navy’s operations 

in a typical or normal test year.  (Collins, Direct Testimony at page 2.) 
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As explained in Navy’s direct testimony, the Maximum Day Demand factor is the 

ratio of a class’s maximum day of water usage to its average day usage, where the 

average day usage is the class’s total annual water consumption divided by 365 days.  

The class maximum day demand factors are used to develop class allocation factors 

that are then used to allocate costs that Newport Water incurs to meet the system 

maximum day of water usage and the system maximum hour of water usage to various 

classes.  (Collins, Direct Testimony at page 3.) 

Navy further explained that if a utility does not use data reflective of a normal test 

year to calculate proposed class Maximum Day Demand factors used in allocating costs 

to classes and setting rates, its rates likely will not reflect cost causation since the 

atypical usage could introduce rate subsidies among customer classes.  (Collins, Direct 

Testimony at page 3.) 

The Maximum Day Demand factor for Navy as proposed by Newport Water in its 

direct testimony is 2.93.  In the last rate case, Navy’s factor was 1.73.  This is an 

increase of approximately 70%.  As a result of this large increase in Navy’s Maximum 

Day Demand factor since the previous rate case, Navy determined that it was prudent to 

examine Navy’s specific water usage used by Newport Water to calculate Navy’s 

Maximum Day Demand factor.  (Collins, Direct Testimony at page 3.) 

Navy reviewed its water usage (provided in Newport Water’s response to FEA 

Request 1-7) that Newport Water utilized in calculating Navy’s Maximum Day Demand 

factor in this rate case.  (Collins, Direct Testimony at page 4.) 

Based on Navy’s review of the usage data used to calculate its Maximum Day 

Demand factor, Navy determined that water usage for Navy that occurred during the 

period March 6 -18, 2015 was not representative of Navy’s operations in a normal test 

year.  During this time Navy experienced a water main break that was difficult to repair 

and the subsequent water loss was included in the calculation of Navy’s Maximum Day 
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Demand factor for Fiscal Year 2015 used for the instant rate case.  (Collins, Direct 

Testimony at page 4.) 

In its direct testimony, Navy explained that using such abnormal data will not 

result in appropriate cost allocation to various classes.  As a result, Newport Water’s 

rates will not best reflect class cost causation.  (Collins, Direct Testimony at page 4.) 

Navy explained that, for example, excluding the excess water usage resulting 

from its main break during the March 2015 period, Navy’s Maximum Day Demand factor 

would have been approximately 1.99.  Using this Maximum Day Demand factor in 

Newport Water’s cost of service model would have resulted in a cost of service rate 

increase of approximately 17% to Navy instead of Newport Water’s 26% rate increase 

proposed in its direct testimony.  (Collins, Direct Testimony at pages 4-5.) 

Removing extraordinary events, such as water loss resulting from main breaks, 

to normalize a utility’s test year is reasonable.  It was Navy’s understanding that in past 

rate cases, Newport Water has excluded usage due to main breaks when calculating 

peaking demand factors for its classes.  Basing allocations on usage that is not 

representative of normal operations would result in a class that experiences such a main 

break paying more than its fair rates based on its cost of service calculated with the 

usage data reflective of its normal operations.  (Collins, Direct Testimony at page 5.) 

Navy recommends that Newport Water in future rate cases remove water usage 

associated with main breaks consistent with treatment in past rate cases not only for 

Navy but all customer classes.  This will normalize test year water usage that is used to 

calculate peaking factors used in the allocation of costs to rate classes.  It is appropriate 

to set rates reflective of normal conditions, and a main break that created the maximum 

day demand for a customer class is not a normal condition.  (Collins, Direct Testimony at 

page 5.) 
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Class Revenue Allocation 

Newport Water’s proposed rate revenues compared to present rates under 

Newport Water’s proposed billing determinants result in a system average increase of 

6.6% in rate revenues.  However, as a result of Newport Water’s proposed revenue 

allocation, three classes see large increases relative to the system average increase in 

rate revenues.  Based on Newport Water’s direct testimony, the Navy, Portsmouth and 

Private Fire classes would see increases of 26%, 28%, and 12%, respectively.  These 

increases are more than 1.5 times the system average increase.  (Collins, Direct 

Testimony at page 6.) 

It is important to establish rates on cost of service, but gradualism and mitigating 

rate shock are also important considerations when setting rates for customers.  Rate 

shock can adversely affect customers with respect to budgeting and consumption 

decisions, as well as impact their contribution to the economy of Rhode Island.  (Collins, 

Direct Testimony at page 6.) 

Considering the fact that the cost of service study presented in this case is not 

reflective of Navy’s normal operation, it is imperative that the principle of gradualism be 

applied until a cost of service study based on normal operation is developed in a future 

rate case.  (Collins, Direct Testimony at page 6.) 

The principle of gradualism provides protection to customers against sudden 

large increases in their utility rates or “rate shock”, which would adversely affect their 

budgeting and level of consumption.  Gradualism can give consumers sufficient time to 

make desired budgeting and consumption decisions based on price signals contained 

within the respective rate class’s rate structure.  (Collins, Direct Testimony at pages 6-7.) 

Gradualism applied to the revenue allocation approach constrains movement to 

full class cost of service.  This is done to limit bill impacts on any one class.  Movement 
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toward cost-based rates should be considered in conjunction with mitigating undue 

customer bill impacts.  (Collins, Direct Testimony at page 7.) 

In determining the revenue allocation in this proceeding, the Commission should 

recognize the harm that large water rate increases can inflict on customers as well as on 

the economic base in the state of Rhode Island.  Large increases have the potential to 

adversely impact the economic contributions of customers by making it more costly for 

customers to operate.  For these reasons, Navy recommends the Commission restrict 

the size of the rate increase for certain classes proposed by Newport Water.  (Collins, 

Direct Testimony at page 7.) 

In its Order in RIPUC Docket No. 4065, the Commission has previously 

determined that it was appropriate to limit the distribution of the rate increase for certain 

customer classes to 150% of the average overall system rate increase approved by the 

Commission.  (Collins, Direct Testimony at page 7.) 

Navy recommended in direct testimony that the Navy, Portsmouth and Private 

Fire rate class increases all be capped at 1.5 times the 6.6% system average increase in 

rate revenues, or 10.02%.  The remainder of Newport Water’s proposed revenue 

increase not provided by these classes would be spread among the remaining classes 

based on their revenues at present rates.  Navy’s proposed revenue allocation is shown 

in Navy’s direct testimony, Schedule BCC-1.  

To the extent that Newport Water’s Commission-approved revenue increase 

differs from its direct case, the class revenue allocations would be adjusted accordingly. 
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Rate Design 

Using Newport Water’s proposed base charges and the volumetric charges and 

Private Fire protection charges resulting from Navy’s proposed revenue allocation 

produces the rates shown in Navy’s direct testimony, Schedule BCC-2, page 1.  These 

rates compare to Newport Water’s rates summarized on Schedule BCC-2, page 2.  

The proof of revenue resulting from Navy’s proposed rates is shown in Schedule 

BCC-3. 

To the extent that Newport Water’s approved Commission revenue increase 

differs from its direct case, the class rates and revenue proof would be adjusted 

accordingly. 

 
Position of Newport Water and the Division 

In his direct testimony, Mr. Jerome Mierzwa on behalf of the Division of Public 

Utilities and Carriers also recommended gradualism for Newport Water’s revenue 

allocation.  Specifically, he recommended that retail volumetric rates remain unchanged 

and that the increase in revenues generated above the indicated cost of service of retail 

customers be proportionately allocated to reduce the volumetric rates of Newport 

Water’s two wholesale customers, Navy and Portsmouth.   

While Newport Water does not disagree with Navy’s recommendation for 

gradualism in its rebuttal testimony, Newport Water disagrees with Navy’s specific 

proposal to limit any one class to 1.5 times the system average increase.   

In his rebuttal testimony, Mr. Smith explained that demand factors for Navy and 

Portsmouth were determined using actual daily meter data for each wholesale customer.  

For Navy, this is consistent with the Commission’s Report and Order in Docket No. 

4355, Newport Water’s last rate case.  The Commission ordering paragraph 4 at 

page 18 of the Report and Order states the following: 
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City of Newport, Utilities Department, Water Division shall 
continue to obtain daily reads of the Navy’s meters so that the City 
of Newport, Utilities Department, Water Division, will have this 
information for inclusion in its next General Rate Filing. 

However, as explained in Navy’s testimony, Navy recommends that any usage 

resulting from extraordinary events be excluded from Navy’s usage utilized in calculating 

its demand factors.  (Collins, Surrebuttal Testimony at page 4.) 

In his rebuttal testimony, Mr. Smith removed the usage related to an 

extraordinary main break that occurred in March 2015 on the Navy’s system when 

calculating Navy’s Maximum Day Demand factor.  As an alternative to Navy’s proposed 

capping, a revised Maximum Day Demand factor has been calculated by Mr. Smith for 

Navy and he has utilized that revised factor in the cost of service study.  Newport 

Water’s revised Navy Maximum Day Demand factor is 2.04, as compared to the original 

value of 2.93.  (Collins, Surrebuttal Testimony at pages 2-3.) 

The revised Maximum Day Demand factor for Navy results in a recommended 

increase of 17% in Navy’s volumetric charge as compared to the 25% increase in the 

volumetric rate originally recommended by Mr. Smith in his direct testimony.  Mr. Smith’s 

proposal results in an approximate overall increase of 17% for Navy as compared to 

present rates.  (Collins, Surrebuttal Testimony at pages 4-5.) 

Navy agrees with Mr. Smith’s proposal to remove the usage related to an 

extraordinary main break on Navy’s system for calculating Navy’s Maximum Day 

Demand factor.  Using a demand factor for Navy that reflects normal usage in the cost of 

service study and does not include usage related to an extraordinary main break better 

reflects Navy’s normal operations and is more representative of Navy’s actual cost of 

service.  As a result, Mr. Smith’s proposal is appropriate.  (Collins, Surrebuttal Testimony 

at page 5.)  However, it should be noted that Mr. Smith’s proposal is not really 

gradualism, but reflects full class cost of service principles. 








	Cover Letter Signed Sept 12 Docket 4595
	Pages 1-7 of brief
	Page 8 of brief signed Sept 12
	Cert of Service Signed

