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STATEMENT OF OUALIFICATIONS

Please state your name and business address.

My name is Andrea C. Crane and my business address is I Nonh Main Sfreet, PO Box 810,

Georgetown, Connecticut 06829.

By whom are you employed and in what capacity?

I am Vice President of The Columbia Group, Inc., a financial consulting firm that specializes

in utility regulation. In this capacity, I analyze rate filings, prepare expert testimony, and

undertake various studies relating to utility rates and regulatory policy. I have held several

positions of increasing responsibility since I joined The Columbia Group, Inc. in January

i  989.

Please summarize your professional experience in the utility industry.

Prior to rny association with The Columbia Group, Inc., I held the position of Economic

Policy and Analysis StaffManager for GTE Service Corporation, from December 1987 to

January 1989. From June 1982 to September 1987 ,I was employed by various Bell Atlantic

(now Verizon) subsidiaries. While at Bell Atlantic, I held assignments in the Product

Management, Treasury, and Regulatory Departments.

Have you previously testified in regulatory proceedings?

Yes, since joining The Columbia Group, [nc., I have testified in approximately 170

regulatory proceedings in the states of Arizon4 Arkansas, Connecticut, Delaware, Hawaii,
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Kansas, Maryland, New Jersey, New Mexico, New York, Oklahoma, Pennsylvania, Rhode

Island, South Carolina, Vermont, West Virginia and the District of Columbia. These

proceedings involved water, wastewater, gs, electric, telephone, solid waste, cable

television, and navigation utilities. A list of dockets in which I have filed testimony is

'included 
in Appendix A.

What is your educational background?

I received a Masters degree in Business Administration, with a concentration in Finance,

from Temple University in Philadelphia, Pennsylvania. My undergraduate degree is a B.A.

in Chemistry from Temple University.

PURPOSE OF TESTIMOI\IY

What is the purpose of your testimony?

On or about April 24, 2004, Shorelands Water Company ("Shorelands" or "Company")

filed a Petition with the State ofNew Jersey, Board of Public Utilities ("BPU'or "Board")

requesting a rate increase of $1,642,583 or approximately t9.7o/o in its rates for water

service. The Columbia Group, Inc. was engaged by The State ofNew Jersey, Division ofthe

Ratepayer Advocate ("Ratepayer Advocate") to review the Company's Petition and to

provide recommendations to the Board regarding the Company's revenue requirement and

cost of capital claims.

II.

a.
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Crane-Direct Re: Shorel*dt tVa�g1@!=!y-

SUMMARY OF CONCLUSIONE

What are your conclusions concerning the Company's revenue requirement and its

need for rate relief?

Based on my analysis of the Company's filing and other documentation in this case, my

' 
conclusions are as follows:

1. The Company's claim includes investment and expenses that extend too farpastthe

end of the test year selected by the Company, especially considering the litigation

schedule in this case.

2. The BPU should adopt a test year ending December 31,2004, for purposes of

determining the Company's immediate need for rate relief.

3. The BPU should not include any post-test year adjustments when considering the

Company's need for immediate rate relief.

4. The Company has a test year pro forma rate base of $9,28 1 , 1 9 1 (see Schedule ACC-

2). t

5. The Company has a pro forma capital structure that consists of 42.340lo common

equity, 20.62% existing long-term debt, and 37.05% new long-term debt (see

Schedule ACC-10).

6. The Company has a pro forma cost of equity of 9.47% (see Schedule ACC-I l).

7 . Based on my recommended capital structure and capital cost rates, I recommend that

I Schedules ACC-1, ACC-28, and ACC-29 are sunmary schedules, ACC-2 to ACC-9 are rate base schedules,
ACC-10 to ACC-15 are cost of capitalschedules, and ACC-16 to ACC-26 are operating income schedules.
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Crane-Direct Re: Shorelands Water Company

the Board adopt an overall cost of capital of 7.23% for Shorelands (see Schedule

Acc-10).

8. The Company has pro forma operating income at present rates of $606,658 (see

Schedule ACC-16).

' g. Shorelands has a test year, pro forma, revenue requirement deficiency of $l 12,957

(see Schedule ACC-1). This is in contrast to the Company's claimed deficiency of

$1,642,583.

10. Shorelands should not receive rate recognition for its new water treatment

replacement project until such time as the plant is completed and serving water

utility customers.

1 i. When the replacement plant is in-service, the Board should authorize a Phase II rate

increase for the Company of an additional $958,013 (see Schedule ACC-27).

TEST }'EAR

What test year did the Company utilize in this case?

Shorelands filed its case based on the test year ending December 31,2004. Its revenue

claim is based on customers at January 1, 2005, effectively the end of the test year.

Shorelands' rate base claim includes plant-in-service and other rate base components

through December 31, 2005, a full year after the end of the Company's test year.

o Schedule ACC-27 addresses the Company's Phase ll increase.
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Shorelands has also included expenses based on 2005 estimates. Thus, although the

Company states that its filing is based on a test year ending December 31,2004, the

Company's Petition as filed effectively reflects a test year ending December 3 1 , 2005 for its

rate base_components and operating expenses.

Why has the Company included adjustments in its filing that extend so far beyond the

end ofits stated 2004 test year?

This Company's filing is being driven by its decision to replace one of its two treatment

plants. As stated in the Petition on page 1, Shorelands is proposing to "completely replace

the process equipment of one of its wo water treatment plants which has been in-service for

approximately 50 years." The replacement plant will be a membrane filtration system

facility. The Company has estimated the cost ofthis replacement plant to be approximately

$6.3 million. Shorelands is proposing to have this plant operating priorto the 2005 strnmer

season. Therefore, Shorelands' Petition is designed to include recovery for both capital and

operating costs associated with the membrane filtration replacement plant.

Has the BPU permitted certain post-test year adjustments to be reflected in rates in the

past?

The BPU has permitted post-test year adjustments to be included under certain

circumstances. As discussed in the Board's Decision on Motion for Determination of Test

Year and Appropriate Time Period for Adjustments, Docket No. WR8504330, page Z,theo'
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BPU stated that,

With regard to the second issue, that is, the appropriate time period
and standard to apply to out-of-period adjustments, the standard that
shall be applied and shall govern petitioner's filing and proofs is that
which the Board has consistently applied, the "knolvn and
measurable" standard. Known and measurable changes to the test
year must be (1) prudent and major in nature and consequence, (2)
carefully quantified through proofs which (3) manifest convincing
reliable data. The Board recognizes that known and measurable
changes to the test year, by definition, reflect certain contingencies;
but in order to prevail, petitioner must quanti$ such adjustments by
reliable forecasting techniques reflected in the record.

However, in this case, the vast maioritv ofthe Company's plant-in-service additions

will not be in-service by the end of the test year. The Company's claim for utility plant-in-

service additions is approximately $7.34 million, and Shorelands acknowledges that

approximat ely 95%of these additions will occur after the end of the test year in this case.

Moreover, the Petition in this case contains only three months of actual results. Even

though the Company intends to update its Petition during the litigation phase of this case, I

have only seven months of actual data available as of the preparation date of this testimony.

Of even greater concern is the fact that given the hearing schedule in this case, only eight

months of data will be available vvhen this case goes to hearings in September. While I

recognize that utilities in New Jersey often include forecast data in their test year

projections, in my experience utilities generally have more that three months of actual data

included in their rate petitions. Moreover, projected data is usually updated for actual

results by the time that a case goes to hearings.
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What do you recommend?

Given the fact a) that this Petition was filed with only three months of actual data, 2) that

only eight months of data will be available by the time of hearings, and 3) that 95% of all

utility plant-in-service additions are projected to be in-service after the end of the test year, I

recommend that the Board eliminate all post-test year adjustments from the Company's

revenue requirement.

a.
A.

How do you recommend that the BPU handle the treatment plant replacement project

in evaluating the Company's need for rate reliel?

In order to determine the Company's immediate need for rate relief,I recommend that that

BPU eliminate all post-test year adjustments, including the treatment plant replacement

project, fiom the Company's claim. Therefore, the BPU should determine the Company's

need for rate relief based solely on the test year ending December 31,2004.

However, in order to minimize regulatory costs, I am not opposed to the BPU

reviewing the prudency of the Compariy's plant upgrade as part of this proceeding and

approving a Phase II increase to take effect when the new treatment facility is on-line and

serving customers.

Please describe how a Phase II increase would be implemented.

Based on the Company's Petition, the BPU can determine the revenue requirement

associated with the water treatment plant replacement project. This would include a return

a.

A.
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on investment in the new plant, depreciation expense, and incremental operating and

maintenance expenses. The Phase II revenue requirement approved in this case would then

be implemented once the plant is completed, upon submission by the Company of a

certification that the plant replacement project is complete and that the plant is serving

'customers. 
The Company should al'so provide documentation of its actual capital costs

relating to the project so that the Board can verift that the estimated costs contained in the

Company's filing are not over-stated. I have calculated a Phase II revenue requirement

associated with the water treatment plant replacement project in Section VIII of this

testimony.

Do you expect the Company to accept your recommendation that the increase

associated with the water treatment plant replacement project be implemented as a

Phase II increase after the replacement plant is completed and in-senice?

Yes, I do. The Company did not propose a Phase II in its filing. However, in its response to

RAR-59, the Company indicated that "it is the understanding of the Company that the

proposed increase would be implemented in two phases." Therefore, I expect the Company

to accept my recommendation that the revenue requirement increase associated with the

water treatment replacement project be delayed to a Phase IL

A.
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Crane-Direct Re: Shorelands Water Company

What is the cost of capital and capital structure that the Company is requesting in this

case?

v.

a.

A. The Company has utilized the following capital structure

Percent

LongTerm'Debt-Existing 16.86%

Long Term Debt-Existing 4.09%

Long Term Debt-New 3 6.02%

Common Equity

Total

43.03%

and cost of capital:

Weighted CostCost

10.07% r.70%

8.94% 0.37%

3.2A% r.r5%

11.00% 4.73%

7-95%

a.
A.

a.
A.

Are you recommending any adjustments to this capital structure or cost of capital?

Yes, I am recommending adjustments to the Company's capital structure and cost of equity.

A. Capital Structure

What adjustments are you recommending to the Company's capital structure claim?

Earlier this year, Shorelands filed a Petition requesting authorization to issue up to $5.0

million in additional debt. On April 75,2004, the Company amended that Petition to

increase the amount of borrowing from $5.0 million to $5.5 million. The Company included

$5.5 million of new debt in its capital structure and cost of capital claim in this case.

However, the Company filed a subsequent letter, dated June 9, 2004, once again increasingo,
l l
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the amount of debt for which BPU approval was being sought, from $5.5 million to $5.75

million. Therefore, at Schedule ACC-I0, I have made an adjustment to include $5.75

million of new debt financing in the Company's pro forma capital structure.

B. Cbst of Equitv

What is the cost of equity that the Company is requesting in this case?

Shorelands is requesting a cost of equity of 11.0%.

Are you recommending any adjustment to the Company's proposed cost of equity?

Yes, I am recommending an adjustment to the Company's proposed cost of equity.

Specifically, I am recommending that the Commission adopt a cost of equity of 9.47o/o for

Shorelands.

How did you develop your cost of equity recommendation?

To develop a recommended cost of equity in this case, I utilized both the Discounted Cash

Flow ("DCF") methodology as well as the Capital Asset Pricing Model ("CAPM"). It is my

understanding that the Board has traditionally relied upon the DCF methodology for

determining cost of equity for a regulated utility, and therefore I have given greaterweightto

my DCF result.

a.
A.
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Crane-Direct _ Re: Shorelands Water Company

Please describe the DCF methodologa.

The DCF methodology is the most frequently used method to determine an appropriate return

on equity for a regulated utility. The DCF methodology equates a utility's return on equity to

the expected dividend yield plus expected future growth for comparable investments.

' 
Specifically, this methodology is based on the following formula:

Return on EquitY = Dt + g

Po

where "D1" is the expected dividend, "Ps" is the current stock price, and "g" is the expected

growth in dividends.

In order to ensure that the return on equity determined for a particular utility is

representative of returns for comparable investments of similar risk, the DCF methodology

examines returns for similar companies through the use of a "comparable" or "proxy" group.

To determine a comparable group of companies,I utilized the water companies followed by

the Value Line Investment Survey. To determine an appropriate dividend yield for

comparable companies, i.e., the expected dividend divided by the current price, I calculated

the dividend yield of each of the comparable companies under two scenarios' First, I

calculated the dividend yield using the average of the stock prices for each company overthe

past twelve months. The use of a dividend yield using a twelve-month average price

mitigates the effect of stock price volatility for any given day. Based on the average stock

prices over the past twelve-months, and the cunent dividend for each company, I determined

1 3
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an average dividend yield for the comparable group of 3.06%o,as shown in Schedule ACC-

13. I also calculated the current dividend yield at August 10, 2004, which showed an

average dividend yield for the comparable group of 3 .27o/o,also shown in Schedule ACC- l 3.

Finally, I examined the average dividend yields for water utilities as reported in the August

'2004, 
C.A. Turner Utilities Reports, which shows an average dividend yield for water

utilities of 3.3%. Based on all of this data, I recommend that a dividend yield of no greater

than 3 .4% be used in the DCF ealculation. This dividend yield of 3.4 o/o recognizes that the

DCF model is prospective and accounts for growth that may occur over the next 12 months

in the dividend yield.

What growth rate did you utilize?

The actual growth rate used in the DCF analysis is the dividend growth rate. In spite of the

fact that the model is based on dividend growth, it is not uncommon for analysts to examine

several gowth factors, including growth in earnings, dividends, and book value.

Following are the five-year historic growth rates for the companies included in my

comparable group, as well as projected growth rates over the next five yeais, based on

publicly available documents :

o
1 t a.

A.

l 4
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v

Historic 5
Year
Earnings

Historic
5 Year
Dividends

Historic
5 Year
Book
Value

Projected
5 Year
Earnings

Projected
5 Year
Dividends

Project=
ed
5 Year
Book
Value

American
States Water
Co.

r .5% t .0% 4.0% 9.5% 1.5o/o 4.0%

Aqua America
Water Co.

9s% 6.0% 9.5% 9.5% 7.0% n.5%

California
Water Co.

(63%) L0% t .0% I 1.0% t.0% 14.5%

Connecticut
Water Co.

2s% t .0% 3.5% NA NA NA

Middlesex
Water Co.

0.5% 2.5% 3.5% NA NA NA

SJW
Corporation

-0.5% 4.0% 4.0% NA NA NA

Southwest
Water
Comoration

t5.5% 10.5% rtj% 8.00%* NA NA

York Water
Company

2.sYo* NA NA 7.AAo/o+ NA NA

Average 3 . 1 % 3.7% 5.3% 9.0% 3.2% r0.0%

Sources: Value Line Investment Survey unless otherwise indicated.

* Yahoo Finance.

NA - Not available

o
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With regard to longer-term, historic, ten-year growth rates, Value Line only rePorts

these growth rates for American States Water Company, Aqua America, and Califomia

Water Company. As shown below, the longer-term, ten-year, historic growth rates for

dividends and book value are generally below the five-year growth rates for the companies

' 
followed by Value Line, while the historic ten-year earnings gowth rate is slightly higher

than the five-year historic rate:

Ten Year Earnings Growth 4.0%

Ten Year Dividend Growth 2.8%

Ten Year Book Value Growth 5.0%

Why do you believe that it is reasonable to examine historic growth rates as well as

projected growth rates when evaluating a utility's cost of equity?

I believe that historic growth rates should be considered because security analysts have been

notoriously optimistic in forecasting future growth in earnings. At least part ofthis problem

in the past has been the fact that firms that traditionally sell securities are the same firms that

provide investors with research on these securities, including forecasts of earnings growth.

This results in a direct conflict of interest since it has traditionally been in the best interest of

securities firms to provide optimistic earnings forecasts in the hope of selling more stock. As

a result of this practice, the Wall Street investment firms agteed to a $1.4 billion settlement

with securities regulators in a settlement announced last year. Pusuant to that settlement, ten

major Wall Street law firms agreed to pay $1.4 billion to investigating state regulators and
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Crane-Direct Re: Shorelands Water Company

the United States Securities and Exchange Commission ("SEC"). Approximately $900

million ofthis arlount constituted fines. The remainderwas earmarked forvarious education

and independent research activities. In addition, firms were required to sever the links

between their stock research activities and their investrnent banking activities. Therefore,

r  I  t  I  L - -  I  - ^ - - r l ^ - ^ - l - . l - - .  - r ^ r ^  - ^ - . . 1 ^ +  
'

earnlngs growth forecasts should be analyzed cautiously by state regulatory commissions.

Based upon your review, what growth rate do you recommend be utilized in the DCF

calculation?

Based on my review of this data, I believe that a growth rate of no greater than 5.5% should

be utilized. This growth rate is higher than the actual growth rates over the past five years in

earnings, dividends or book value. It is also higher than the ten-year growth rate in earnings,

dividends, or book value. Moreover, it is higher than the projected growth rate for

dividends, which is the growth rate that is reflected in the traditional DCF formula. While

the average projected growth rates in earnings and book value are higher than my

recommended growth rate, I have already discussed the fact that projected growth rates,

particularly in earnings, tend to be overly optimistic.
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A.

What are the results of your analysis?

My analysis indicates a cost of equity using the DCF methodology of 8.90oh, as shown

below:

Dividend Yield

Expected Growth

Total

3.40%

5.50%

8.9A%

a.
A.

a.
A.

Did you also calculate a cost of equity based on the CAPM methodolory?

Yes, I did.

Please provide a brief description of the CAPM methodologr.

The CAPM methodology is based on the following formula:

Cost of Equity = Risk Free Rate + Beta (Risk Premium)

or

Cost of Equity: R1+ B(R,-RI)

The CAPM methodology assumes that the cost of equity is equal to a risk-free rate

plus some market-adjusted risk premium. The risk premium is adjusted by Beta which is a

measure of the extent to which an investor can diversifu his market risk. The ability to

diversifo market risk is a measure of the extent to which a particular stock's price changes

1 8



a.
A.

relative to changes in the overall stock market. Thus, a Beta of 1.00 means that changes in

the price of a particular stock can be fully explained by changes in the overall market. .A

stock with a Beta of 0.60 will exhibit price changes that are only 60% as great as the price

changes experienced by the overall market. Utility stocks have taditionally been less volatile

' 
than the overall market, i.e., their stock priees do not fluctuate as significantly as the market

as a whole.'

How did you calculate the cost of equity using the CAPM?

My CAPM analysis is shown in Schedule ACC-I5. First, I used a risk-free rate of 5.06o/ofar

the yield on long-term U.S. Government bonds, which was the rate at August 9, 2004, per the

Statistical Release by the Federal Reserve Board. Since January l,2004,this rate has ranged

from 4 .650/o to 5 .56%. In addition, I used the average Beta for my proxy grouP, based on the

Beta for each company as reported by Value Line. This resulted in an average Beta of 0.625'

Finally, since I am using a long-term U.S. Government bond rate as the risk-free rate, the

risk premium that should be used is the historic risk premium of small company stocks over

the rates for long-term govenrment bonds. According to the 2003 Ibbotson Associates'

publication , 2003 Handbook: Stocks, Bonds, Aitls, and Inflation,thegeometric risk premium

of small company stocks relative to long-term risk-free rates using geometric mean returns is

6.6%. Accordingly, I have used 6.6% as the risk premium in the development of the cost of

equity based on the CAPM methodology.
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Crane-Direct Re: Shorelands Water Companv

What is the difference between a geometric and an arithmetic mean return?

An arithmetic mean is a simple average of each year's percentage return. A geometric mean

takes compounding into effect. As a result, the arithmetic mean overstates the return to

investors. For example, sdppose an investor starts with $100. In year 1, he makes 100% or

' 
$100. He no* has $200. ln year 2, he loses 50o/o, or $100. He is now back to $100.

The arithmetic mean of these transactions is 100% - 50% or 50o/ol 2 = 25%o per year.

The geometric mean of these transactions is 0%. In this simple example, it is clear that the

geometric mean more appropriately reflects the real retum to the investor, who started with

$100 and who still has $100 two years later. The use of the arithmetic mean would suggest

that the investor should have $1 56.25 aftertwo years ($100 X 1.25 X 1.25), when in factthe

investor actually has considerably less. Therefore, a geometric mean return is a more

appropriate measure of the real return to an investor.

What is the Company's cost of equity using a CAPM approach?

Given a long-term risk-free rate of 5.060/0, aBeta of 0.625, and a risk premium of 6.6o/o,the

CAPM methodology produces a cost of equity of 9.19o/o, as shown on Schedule ACC-I5.

Risk Free Rate + Beta (fusk Premium) = Cost of Equity

5.06% + (0.625 X6.6%):9.19o/o

a.
A.

o
20
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Based on your analysis of the DCF and CAPM results, what cost of equity are you

recommending in this case?

The DCF methodology and the CAPM methodolory suggest that a return on equity of 8.90%

to 919% would be appropriate. Since I recognize that the Board has generally relied

'primarily upon the DCF, I have weighted my results with a 75% weighting for the DCF

methodology and a25o/o weighting for the CAPM methodology. This results in a cost of

equity of 8.90%, as shown below:

DCF Result

CAPM

Total

8.90%X75%= 6.67Yo

9.19%l{25% = 2.30Yo

d
8.97%

I have included one additional adjustment to the Company's cost of equity. Since Shorelands

is a much smaller company than the utilities in my comparable gouP,I have included a small

company premium of 50 basis points in my cost of equity recommendation.

1 2

1 3

1 4

o
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A.

What overall cost of equity that you are recommending for Shorelands?

I am recommending a cost of equity of 9.470/0, which includes a base award of 8.97o/o and a

small company premium of 50 basis points, as shown below:

2
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Base Cost of Equity

Small Company Premium

Total Recomrnended Cost of Equity

C. Overall Cost of Capital

What is the overall cost of capital that you are

I am recommending an overall cost of capital

following capital structue and cost rates:

8.97%

0.50%

9.47o/o

recommending for Shorelands?

for Shorelands of 7.23%, based on the

1 '

I 4

1 f ,

o

Percent Cost Weighted Cost

Common Equity 42.34% 9.47% 4.01o/o

Long-Term Debt-
Existine

20.62% 9.8s% 2.03%

Long Term Debt -
New

37.0s% 3.20% t .19%

Total Cost of Capital 7.23%
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VI. RATE BASE

a. What adjustments are you recommending to the Company's rate base claim?

A. I am recommending adjustments to the Company's claims for utility plant in senrice,

accumulated depreciation, inventory, prepayments, working capital allowance, customer

'uduan.es, 
and defened income taxes.

A. Utilitv Plant-in-Serryice

How did the Company determine its utility plant-in-senice claim in this case?

As discussed earlier in my testimony, Shorelands' claim for utility plant includes the

Company's projected plant balance at December 31, 2005, one year past the end of the test

year selected by the Company. I am recommending that that the Board exclude all post-test

year plant from the Company's revenue requirement. Accordingly, at Schedule ACC-3, I

have made an adjustment to reflect only 2004 capital additions in rate base. To quantifr my

adjustment, I began with the Company's utility plant-in-service balance at December 31,

2003,as reported in the 2003 Annual Report to the BPU. I added the projected 2004 plant

additions shown in the response to RAR-49 to develop my pro forma utility plant-in-service

balance at December 31. 2004.

o
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Crane-Direct Shorelands Water C

B. Accumulated Denreciation

Are you recommending any adjustment to the Companyts claim for accumulated

depreciation?

Yes, I have made an adjustment to the Company's accumulated depreciation reserve claim to

' 
be consistent with the plant-in-service recommendations discussed above with regard to the

projected test year plant additions. This adjustment is shown in Schedule ACC-4.

Specifically, I began with the reserve balance at December 31, 2003 of $11,282,216 and

added depreciation taken during 2004 to develop the pro forma reserve balance at December

31,2004.

As shown on Schedule ACC-4, I calculated an average 2004 plant balance, by taking

the average of the December 31, 2003 plant balance and my recommended pro forma balance

at December 31, 2004. Since these plant balances include plant that has been financed with

contributions in aid of construction ("CIAC") and customer advances, I deducted the CIAC

and customer advance balances from the December 3 1, 2003 and December 31, 2004 plant

balances. I then determined the average plant balance during 2004 for depreciable plant.

I applied the Company's composite depreciation rate of 2.5o/oto average utility planf

in-service, net of CIAC and advances, to determine the pro forma 2004 annual depreciation

expense. I added that pro forma 2004 depreciation expense to the Company's reserve

balance at December 31, 2003 to determine the pro forma accumulated depreciation at the

end of the test year, December 31,2004.

o
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C. Inventorry

Please describe your adjustment to the Company's rate base claim for inventota.

Shorelands included a projected inventory balance at December 3 1, 2005 of $ 185,000, while

I am recommending that a pro forma balance at December 31, 2004 be included in the

' 
Company's claim. Moreover, since inventory balances can flucfuate from month-to-month,

it is customary to use an average over some period of time in order to develop a normalized

level to include in rate base. I reviewed the history of inventory balances and found that the

inventory balance has decreased in each of the past three years, as shown belo#:

December 3 i, 2001 $186,766

December 3I,2002 s 184.376

December 31, 2003 $ 165,072

Average $ 178,738

Given these fluctuations, I recortmend that a three-year average of Shorelands'

inventory balances be used to determine a normalized level for inclusion in pro forma rate

base in this case. Mv adiustment is shown in Schedule ACC-S.
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o 2 Per Company Exhibit 2.
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D. Prepavments

Please describe your adjustment to the Company's rate base claim for prepayments.

My recommended adjustment is similar to the adjustment discussed above with regard to

inventory. Following are the prepayment balances for each of the past three years3'

December 31. 2001 $250.597

December 31.2002 $231,446

December 31, 2003 $256,899

Average $246,314

The Company's three-year average historic balance is significantly less than the

projected balance at December 31, 2005 of $295,000. I have utilized this three-year average

in my recommended adjustment, which is shown in Schedule ACC-6.

E. Cash Workine Capital

What is cash working capital?

Cash working capital is the amount of cash that is required by a utility in order to cover cash

outflows between the time that revenues are received from customers and the time that

expenses must be paid. For example, assume that a utility bills its customers monthly and

that it receives monthly revenues approximately 30 days after the midpoint of the date that

(r'
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service is provided. If the Company pays its employees weekly, it will have a need for cash

prior to receiving the monthly revenue stream. If, on the other hand, the Company pays its

management service fees quarterly, it will receive these revenues well in advance of needing

the funds 
_to 

Out its management service fee expense.

Do companies always have a positive cash working capital requirement?

No, they do not. The actual amount and timing of cash flows dictate whether or not a utility

requires a cash working capital allowance. Therefore, one should examine actual cash flows

through alead/lag study in order to accurately measure a utility's need for cash working

capital.

How did the Company determine its cash working capital claim?

The Company used a formula method, i.e., its cash working capital claim is based on 1/8th of

its operating expenses. This 1/8th formula method is based on the assumption that a utility

requires 45 days of cash working capital, i.e., that it will receive its revenues, on average,45

days after it pays its expenses.
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Do you believe that the formula method provides an accurate calculation of a utility's

cash working capital requirement?

No, I do not. The problem with the formula method is that it will always result in a positive

cash workingcapitalrequirement. The formula method gives no consideration to the actual

' 
timing and pattem of cash flows. Therefore, this method can never accurately measure a

utility's need for cash working capital. For example, I tmderstand that in a recent base rate

case, Middlesex Water Company reported a negative cash working capital requirement. So a

utility's cash working capital requirement is not always positive, even though the formula

method will always yield a positive result.

What other methods can be used to determine a utility's cash working capital

requirement?

The most accurate method, and one that is commonly used, is the lead/lag method. This

methodology examines the actual timing and pattern of cash flows by comparing the average

revenue lag, which determines how soon after the midpoint of the service period the

Company receives its revenues, with the expense lag, which determines how soon after

incurring a particular expense, payment on that expense is required to be made. Shorelands

did not provide a lead/lag study in this case.

o
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What do you recommend?

I recommend that the Company's cash working capital claim be denied. As was recently

demonstrated in the Middlesex Water Company case, it is entirely possible for a utility to

have a negative cash working capital requirement. Since the Company did not provide a

'lead/lag study, it has not supported its request for a cash working capital allowance.

Accordingly, I recommend that its cash working capital claim be denied. My adjustment is

shown in Schedule ACC-7.

F. Customer Advances

What is a customer advance?

A customer advance may include cash, services, or property received from developers,

individuals, municipalities, or other parties for the purpose of constructing utility assets.

Customer advances are similar to CIAC. However, contributed plant is a permanent tansfer

of assets to the utility while advances more closely resemble a partial loan, since at least a

portion of the value of the advanced properfy may be refunded at some point, in whole or in

part, to customers or developers depending upon specific factors, such as the amount of

annual revenues generated as a result of extending senuice. To the extent that customer

advances are refunded more quickly than new advances are received, the amount ofcustomer

advances on a utility's balance sheet will decline over time.

Customer advances are deducted from rate base, since customer advances represent

plant that has not been funded by the utility's investors. Since investors did not finance this

a.
A.

Re: Shorelands Water
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Crane-Direct Re: Shorelands Water Company

plant, they should not be permitted to earn a return upon it, hence, customer advances are

excluded from a utiliw's rate base.

a. How did the Company determine its claim for customer advances?

A. 
' 

As shown in Exhibit 2, page 18, of the Company's filing, Shorelands included customet

advances of $450,130, which is the projected balance at December 31, 2005. Since I am

reconmending that all post-test year adjustments be eliminated, I have included a pro forma

balance for customer advances at December 31, 2004.

How did you determine the pro forma balance of customer advances at December 31,

2004 to include in rate base?

I began with the balance for customer advances at December 31, 2003 of $950,130. In order

to determine a pro forma balance at the end of the Test Year, I reviewed information on net

advances over the past several years. From December 3 1, 2001 to December 3 I , 2002, net

customer advances decreased by $285,481, as shown in Exhibit 2,page21 ofthe Company's

filing. From December 31,2002 to December 3 i, 2003, net customer advances declined by

9213,122. I used the average of these amounts, or $249,302, as the pro forma decrease

expected from December 31, 2003 to December 3 l, 20A4, the end of the test year in this

case. My adjustment therefore results in a balance for customer advances of $700,829, as

shown in Schedule ACC-8.

a.

A.
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Did you also make an adjustment to the Company's claim for CIAC?

No. The Company's CIAC balance has remained the same over the past few years and the

Company is not projecting any change in its CIAC balance in 2004 or 2005. Therefore, I

made no adjustment to the CI"AC amount included by the Company in its rate base claim.

G. Deferred Tax Resen'e

How did the Company determine its claim for deferred taxes?

Shorelands included a defened tax reserve balance of $850,000, which is the projected

balance at December 31.2005.

What adjustment are you recommending to the Company's deferred income tax

reserae claim?

I am recommending that a pro forma balance at December 31,2004 be included in rate base.

In order to determine a pro forma defened tax reserve balance at December 31,2004,I began

with the balance at December 3 i, 2003, in the amount of $707,915. I then reduced this

reserve balance to reflect the annual amortization of deferred investment tax credits, in the

amount of $12,000. This amortization is shown in.Exhibit 2,page2l of the Company's

filing. I did not make any other adjustment to the Company's deferred tax reserve balance.

Deferred tax reserves generally increase over time, as new plant is added by the utility. Thus,

my recommendation is likely to overstate the Company's rate base and therefore to overstate

its need for rate relief. My adjustment is shown in Schedule ACC-9. If the Company

a.
A.

a.

A.
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provides an updated defened income tac balance, I will revise my recommendation

accordingly.

H. Summqtry of Rate Base Issues

' 
What is the impact of all of your rate base adjustments?

My recommended adjustments reduce the Company's rate base claim from $i6,200,880 as

reflected in its filing, to $9,281,191, as summarized on Schedule ACC-2'

o.PERiATING INCOME ISSUES

A. Salaries and Wages

Are you recommending any adjustment to the Companyts salary and wage claim?

Yes, I am recornmending that the Company's post test year adjustments be denied.

How did the Company determine its salary and wage claim in this case?

As shown in the response to RAR-I8, Shorelands began with its projection of 2004 labor

costs. The Company then added an increase of 4o/oto reflect projected 2005 labor.increases.

In addition, the Company included costs for one open engineering position in the amount of

$75.000.

VII.

a.
A.

a.
A.

o
32



Crane-Direct Re: Shorelands Water Company

r Q .

2 4 ,

What do you recommend?

Since I am recommending that the Board deny any post test year adjustments, I have

eliminated the 2005 labor increase and the costs for the new employee position. My

adjustment is shown in Schedule ACC-I7. In addition, at Schedule ACC-I8, I have made an

adjustment to eliminate the payroll taxes associated with the labor costs that I have

eliminated.'

B. Pension Costs

Please describe the Company's pension cost claim.

Shorelands has included a pension cost claim of $I66,000 in its filing. The Company stated

in Exhibit 2,page i1, that it "has been advised...that an increased contribution will be

required in the rate year to meet the plan's funding requirements...The Company's consultant

has forecast rate year FASB [Financial Accounting Standards Board] 87 pension cost to be

no lower than 141,777 (sic)." Thus, the Company's claim in this case is based on its

projected funding requirements, not on its actuarial FASB 87 requirement'

Please explain the difference between the FASB 87 pension expense and the amount

funded.

Companies are required to calculate their pension expense for financial reporting purposes on

an accrual basis pursuant to FASB 87. The minimum amount that must be contributed to a

company's pension plan is determined each year pursuant to the Employee Retirement
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Income Security Act ("ERISA") while Intemal Revenue Service ("IRS") regulations dictate

the maximum contribution that is tax deductible. Over the long term, a company's pension

requirements pursuant to FASB 87 should match its funding requirements.

Some regulatory commissions utilize FASB 87 for ratemaking purposes while other

' 
commissions use the amount of annual contributions to determine the pension cost to be

recovered from ratepayers. Both methods have some merit. The important point is that

regulatory commissions should be consistent in their approach and should not fluctuate

between the use of the FASB 87 method and the cash funding method.

Can you provide an example of the annual differences between the FASB 87 pension

cost and the contributions made to a pension fund?

Yes, this difference is illustrated in the Company's response to RAR-37. According to that

response, Shorelands incurred the following FASB 87 pension costs over the past five years:

2003 s141,777

2002 $ 44,798

2001 ($26,986)

2000 ($43,841)

t999 ($45,569)

I t
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v
As demonstrated above, a company's pension costs pursuant to FASB 87 may be positive or

negative, For example, from 1999-2001, Shorelands actually booked a negative expense or

credit pursuant to FASB 87. However, RAR-37 shows that Shorelands has not made any

cash contribution to its pension plan over the past five years. One of the reasons why the

' 
Company projects that it will have to make a cash contribution for 2004 is because no cash

contributions have been made over the past five years'

The differences between the annual FASB 87 pension cost and the annual amount of

pension funding demonstrate why it is important for regulatory commissions to be consistent

from rate case to rate case. If a regulatory commission switched its ratemaking methodology

for pension costs periodically, utility companies and other parties could advocate the

methodology that gave them the best result, i.e., utility companies could promote the

methodology that resulted in the largest revenue increases, and consumer advocates could

promote the methodology that resulted in the smallest increases. Therefore, regulatory

commissions are consistent in their ratemaking approach in order to remove any incentive for

such gaming.

What methodolory has traditionally been used by the Board?

in New Jersey, the Board has traditionally used the FASB 87 methodology to set rates.

recommend that it continue to utilize this methodology in this case.
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What is the impact of using the FASB 87 methodology to set rates in this case?

Use of the FASB 87 methodology will result in a pension cost of $141,777, which is the

pension cost determined by the Company's most recent actuarial report. This report, which

was supplied by the Company in response to RAR-36, was prepared by the Company's

' 
actuaries in May 2004. At Schedule ACC-19, I have made an adjustment to reflect the

FASB 87 pension cost of $141,777 inmy revenue requirement recommendation.

C. Deferred Purchased Water Costs

Please describe the Company's claim for defened purchased water costs.

Shorelands has included a purchased water expense claim in its filing for normal, prospective

water purchases, based on projected volumes and current rates for purchased water. In

addition, Shorelands is requesting defened accounting treatment in this case for increased

purchased water costs from the New Jersey Water Supply Authority ('NJWSA").

Specifically, the Company is requesting of $45,000 for increased costs incurred from July 1,

2004 to December 31, 2004. In addition, Shorelands is requesting recovery of costs in the

amount of $32,560 relating to negotiations for water diversion rights from Keansburg

Municipal Utility Authority ("Keansburg"). The Company is proposing that both the

defened purchased water costs and the costs relating to the water diversion rights be

recovered over a two year period.
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Do you believe that the Company's claim is reasonable?

No, I do not. I recommend that the Board reject both the Company's claim relating.to

defened purchased water costs and its claim with regard to costs for water diversion rights

from Keansburg.

What is the basis for your recommendation?

Shorelands had the opportunity to file for a purchased water adjustment clause ("PWAC")

within thrree years of its last base rate case. Prior to that case, the Company did have a

PWAC in place. The PWAC is the mechanism adopted by the Board in order to provide for

dollar-for-dollar recovery of purchased water costs. The Company did not request

implementation of a PWAC and it should not now be permitted to pass through these

additional costs to ratepayers. Under a PWAC mechanism, water utilities have the ability to

pass through to ratepayers all purchased water costs on a dollar-for-dollar basis, but in retum

they must file periodically with the Board and they must flow back to ratepayers any over-

recovery for purchased water costs. Shorelands apparently made the decision that it would

take the risk of absorbing purchased water costs and that it would retain any benefits if actual

purchased water costs were less than the amounts included in base rates. There is no

rationale for now permitting the Company to defer increased costs for future recovery. My

adjustment is shown in Schedule ACC-20.
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a. In determining the Company's prospective purchased water costs, have you considered

the higher NJWSA rates that are now being charged to Shorelands?

Yes, I have. I afii not recommending any adjustment to the Company's claim forprospective

purchased water costs, which reflects new rates implemented by the water providers in 2004.

' 
My recommendation is solely to disallow the past costs that have been incuned by

Shorelands, since the Company chose not to utilize the PWAC mechanism that it had

available for purchased water costs.

Why are you recommending disallowance of the costs associated with the water

diversion rights from Keansburg?

The costs associated with negotiation of the water diversion rights from Keansburg were

booked to Account 301 - Land and Land Rights.a According to the Company, it sought

approval from the New Jersey Department of Environmental Protection ('NJDEP") for this

transfer of water diversion rights and this approval is still pending. However, Keansburg has

now demonstrated a renewed need for these water division rights and I understand that these

water division rights will not be transferred to Shorelands. Therefore, the investdrent booked

by the Company has not been used to provide utility service and will not be used to provide

utility service in the future. Accordingly, there is no rationale for charging ratepayers for

these costs. The Company is compensated for various business and financial risks through

an appropriate retum on equity award. One of the risks for which shareholders are
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compensated is the risk that they will make investments in assets that are not used and useful

in the provision of regulated utility service and that they will not be able to recover these

investments from ratepayers. Ratepayers received no benefit from these water diversion

rights costs and they will not receive any benefit from them in the futnre. Therefore, I

'rr.o*rnd 
that recovery of such costs be denied. My adjustment is shown in Schedule

ACC-20.

D. Regulatorv Commission Costs

Please describe the Companyts claim for regulatorT commission costs.

Shorelands is requesting recovery of rate case costs for the curent case of $ 100,000. These

costs are composed of the following:

Legal

Financial (Rate of Retum)

Accounting

Total

$ 75,000

$ 20,000

$ 5.000

$100*000

Shorelands has used a two-year amortization period for recovery of these costs.

4 Company Exhibit 2, page 16.
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Are you recommending any adjustment to the Company's claim.

Yes, I am recommending two adjustments to the Company's claim. First, I am

recommending that the Company's rate case costs be amortized over a four-year period. The

Company's last three base rate case proceedings had rates effective July 1990, July 1994, and

' 
June t qg8.t Rates in this case will not be effective until late in 2004. Therefore, on average,

there has been at least four years between each of the Company's base rate case proceedings

since 1990. Accordingly, I am recommending a four-year amortization period in this case.

My adjustment is shown in Schedule ACC-21.
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What is your second adjustment?

The Board has a longstanding policy of requiring a 50/50 sharing ofrate case costs between

ratepayers and shareholders. Such a sharing has not been reflected in the Company's filing.

Therefore, I recommend that rate case expenditures be subject to this 50/50 sharing,

consistent with the Board's policy.

Hasn't the Board previously allowed this Company to collect 100' of rate case costs

from ratepayers?

The Board did permit West Keansburg Water Company, a predecessor to Shorelands, to

forego a 50/50 sharing with ratepayers.6 This decision was made over twenty yezrs ago.

5 Response to RAR-42.
6 ln the Matter of West Keansburg Water Company, BPU Docket No. 838-737, OAL Docket No. PUC 7175 (April

a.

A.
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Fgrthermore, the Board's Decision in that case stated the following,

In the recent past proceedings involving the state's major

utility companies, the Board has shared rulte case expenses'

including Rate Cotrnsel fees, equally between the

shareholders and the ratepayers. while we continue to

consider this issue on a case by- case basis, we are of the

sharing of rate case expenses would have a greater negative

effect on companies such as Petitioner as opposed to major

utilities. This is so because rate case expenses make up a

substantially higher percentage of operating expensesfor such

companies and-the iesultant reduction in the earned rate of

return would be greater.

The Board will continue to closely scrutinize and review all

rate case expenses incurred by the Petitioner in the funue in

order to assess their reasonableness. As such, the company is

urged to use its utmost discretion and best efforts in order to

minimize such expenses to the greatest extent possible.

I believe that the facts in the Shorelands case are substantially different than in the

West Keansburg case for several reasons. First, it is my understanding that the rate case

costs being claimed in the West Keansburg case amounted to over 4Yooftotal revenue' while

the Company's claim in this case amountsto 1.Zoh. On an annual basis, assuming a four-

year amortization, the shareholders' portion of these rate case costs will amount to less than

two-tenths of one percent (0.2%) of Shorelands 2004 revenue. In addition, while still a

relatively small company, Shorelands has grown significantly relative to the West Keansburg

systemthatwasthesubjectoftheBoard'sorder. Therefore,theimpactofabsorbing50o/o of

these expenses will be much less on Shorelands today than it would have been on West
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o Crane-Direct Re: Shorelands Water Company

Keansburg in 1984. Furthermore, while the Board noted in its Order that "Rate Counsel"

fees were included in rate case costs in 1984, fees for the Ratepayer Advocate, the successor

agency to Rate Counsel, are not included in the Company's rate case costs and are not subject

to this 50/50 sharing. For all these reasons, I recommend a 50150 sharing ofrate case costs in

' 
this case. My adjustment is shown in Schedule ACC-21.

E. Inflation Adiustment

Did the Company use an inflation adjustment to determine its pro forma claim for any

cost categories?

Yes, Shorelands developed its 2005 claim by applying a 5o/o inflation adjustment to its

projected 2004 test year costs for water treatment, transmission and distribution, customer

accounting. all other A&G, and general plant expenses. In addition, the Company used a 5%

inflation adjustment to develop a portion of its claim for pumping expenses. While the

Company indicated that its claims for these costs were based on "management's estimate,"

according to its discovery responses the Company generally utilized a 5Yo inflation factor.

Are you recommending any adjustment to the Company's claim for these costs?

Yes, I am recommending that the Company's proposed inflation adjustments be rejected, for

two reasons. First, inflation adjustments do not meet the standard for known and measurable

changes. The Company has not dernonstrated that these costs vary in proportion to inflation,

nor has the Company provided any support for the use of a 5% inflation factor. Second, as
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previously discussed, I am recommending that all post-test year adjustments be eliminated,

on the basis that the Company's test year does not'end until December 31, 2004, well after

the hearings in this case. Therefore, speculative 2005 cost increases for these cost categories

should be eliminated from the Company's revenue requirement claim. My adjustment is

' 
shown in Schedule ACC-22.

It should be noted that the Company's claim for an adjustment in 2005 for pumping

expenses included both an inflation adjustment and an adjustment related to inoeased power

costs resulting from the water treatment plant replacement program. Both ofthese Company

adjustments are eliminated from my revenue requirement in Schedule ACC-22, since my

recommendation is to disallow all post-test year adjustments. However, I have included

incremental power costs in the Phase II revenue increase that I propose be implemented once

the water treatment replacement plant is complete, as discussed in Section VIII of this

testimony.

F. Denreciation Exnense

Are you recommending any adjustment to the Company's depreciation expense claim?

Yes. I am recommending an adjustment to revise the Company's depreciation expense claim

consistent with my recommended utility plant-in-service adjustment. Since I am

recommending that the Company's rate base include plant balances at the end of the 2004

test year, it is necessary to make a corresponding adjustment to eliminate the annual

depreciation expense on plant that will not be in-service by December 31,2003. At
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Schedule ACC-23,1 have calculated a pro forma depreciation expense based on my utility

plant-in-service balance at December 31, 2004. I have utilized the Company's composite

depreciation rate of 2.5%to develop my adjustment. In quantifuing my adjustment,l have

excluded all depreciation expense on contributed and advanced plant.

Is the Company taking depreciation on its contributed plant?

It appears that Shorelands may be including depreciation expense on contributed and

advanced plant in its claim. Depreciation expense on both advances and contributions should

be excluded from a utility's revenue requirement. Contributed and advanced plant that is not

refunded are, by definition, non-investor supplied capital. lnvestors are entitled to a return on

their investment, and to a retum of their investment through depreciation charges. However,

it is inappropriate to return contributed or advanced capital to investors through depreciation

charges, since investors never funded this investment. Depreciation expense on contributed

or advanced plant represents a return ofcapital to shareholders which the shareholders never

supplied, and therefore it should be eliminated from the Company's claim.

G. Income Tax Expense at Present Rates

Are you recommending any adjustment to the Company's income tax expense claim?

Yes, I am, although it is more of an adjustment in presentation than in substance. In

calculating a utility's need for rate relief, I first calculate its pro forma income at present rates

by making various operating income adjustments to its claim for operating income atpresent
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rates. I then compare its pro forma income at present rates with its required operating

income, which is based upon my recommended rate base and cost of capital. The difference

between the Company's income at present rates and its required income is its income

deficiency or surplus. This surplus or deficiency i-s then gtossed-up for taxes to an operating

revenue amount.

In its filing, the Company calculated that it has a taxable loss at present rates (once its

interest expense is taken into account), and therefore it included no income tax liability in its

pro forma income statement at present rates. However, because ofthis to< loss, the Company

can increase its operating revenue up to a point without incurring any positive income tax

liability. This is a benefit to the Company that is not fully reflected in its pro forma inconne

calculation at present rates. Therefore, at Schedule ACC-24,I have made an adjustment to

the Company's income tax claim, at present rates, to reflect this tax benefit. Related to this

adjustment is the fact that the revenue multiplier that I use to gross-up the Company's

income is much higher than the revenue multiplier that is implicit in the Company's Petition.

Therefore, my reduction in income taies at present rates is largely offset by my use of a

higher revenue multiplier.

H. Interest Svnchronization and Taxes

Have you adjusted the pro forma interest expense for income tax purposes?

Yes,I have made this adjustment at Schedule ACC-25. It is consistent (synchronized) with

my recommended rate base, capital structure, and cost of capital recorrmendations. I am
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Crane-Direct Re: Shorelands Watqr Cernp4ny

recommending a lower rate base than the rate base included in the Company's filing. My

recommendations, therefore, result in lower pro forma interest expense for the Company.

This lower interest expense, which is an income tax deduction for state and federal tax

pu{poses, will result in an increase to the Company's income tax liability under my

' 
,rro*-.ndations. Therefore, my recommendations result in an interest synchronization

adjustment that reflects a higher income tax burden for the Company, and a decrease to pro

forma income at present rates.

I. Revenue Multinlier

What revenue multiplier have you used for your adjustments?

My revenue multiplier includes gross receipts taxes of 7.50o/o, franchise taxes of 5.00oA,

excise taxes of 1.560A, and a BPU assessment of .17%. resulting in total revenue taces of

74.23o ,as shown on Schedul e ACC-26. In addition, I have utilized a federal income ta:r rate

of 34%. These tax rates are the same rates used by Shorelands in its filing.

VIII. PHASE II INCREASE

a. Once the water treatment replacement project is complete, what level of additional rate

increase would you recommend?

A. Once the project is complete, I recommend that the Company implement a Phase II increase

based on the direct incremental costs of the facility. These costs include incremental power

costs, incremental chemical costs, and incremental sludge disposal costs. These were the

a.
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incremental operating expenses identified by Shorelands. In addition, I have included

Shorelands' claim for incremental depreciation expense, based on its composite rate of 2.5%o.

In addition to these incremental expenses, I have also included in my Phase II

recommendation the additional operating income that Shorelands will require on the

' 
replacement plant, based on my overall recommended rate of return of 7 .23%. Finally, I have

reduced the Company's incremental revenue requirement to reflect interest synchronization

associated with the new facility. Since the water treatment replacement facility will increase

the Company's interest expense, there will be a corresponding adjustment in its income tax

liability.

As shown on Schedul e ACC-27 ,I am recommending a Phase II increase of $958,013

for Shorelands. The Phase II increase should not be implemented until the Company provides

the appropriate documentation certifying that the water treatment replacement plant is

complete and in-service. The Company should also provide documentation of its actual

capital costs relating to the project so that the Board can ensure that the estimated costs

contained in the Company's filing are not over-stated.

Should the Board include other increases in Phase II, such as salary and wage increases?

No, it should not. As stated earlier, the Board should reject any post-test year adjustments,

given the litigation schedule in this case. While I am recommending a Phase II increase

associated with one construction project, that does not change my recorrmendation that the

Company's post-test year adjustments are too speculative in this case. If the Company wants
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to delay the hearings in this case and the implementation of any rate increase until it has actual

results for the twelve months ending December 31, 2004, then the Board may want to

consider certain post-test year adjustments. However, given the current schedule in this case

and the Company's selection of the 2004 test year, no post-test year adjustments should be

' 
included in Phase II except for direct incremental costs of the water treatment replacement

project.

REVENUE REOUIREMENT SUMMARY

What is the result of the recommendations contained in this testimony?

My adjustments result in a revenue requirement deficiency at present rates of $l i2,957, as

summarized on Schedule ACC-I. This recommendation reflects revenue requirement

adjustments of $l ,529,626 to the Company's requested revenue requirement increase of

$1,642,583. In addition, I am recortmending aPhase II increase of $958,013 (Schedule ACC-

27) oncethe water treatment plant replacement project is complete and the plant is in-service.

Have you quantified the revenue requirement impact of each of your recommendations?

Yes, at Schedule ACC-28, I have quantified the revenue requirement impact of the rate of

return, rate base, revenue and expense recommendations contained in this testimony.
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o Crane-Direct _ Re: Shorelands Water Company

Have you developed a pro forma income statement?

Yes, Schedule ACC-29 contains a pro forma income statement, showing utility operating

income under several scenarios, including the Company's claimed operating income at present

rates, my recommended operating income at present rates, and operating income under my

' proposed rate increase. My recommendations will result in an overall retum on rate base of

7.23%.

How do you recommend that any rate increase be allocated among Shorelands'

customer classes?

I recommend that both the Phase I and Phase II rate increases be allocated on an across-the-

board basis. Shorelands has not provided an allocated cost of service study and therefore

there is no documentation that supports any other revenue allocation.
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Does this conclude your testimony?

Yes, it does.
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Midwest Energy, lnc. and
Westar Energy, Inc.
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General Services
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General Services
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Ratepayer Advocate

Division of Public
Utilities and Caniers

Offrce of Gonsumer
Advocate

Public Service
Company

Cablevision Systems

Potomac Electric Power ComPanY

Vermont Yankee Nuclear Power Corp.
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Westem Resources, lnc.

Public Service ComPanY of New
Mexico

Chem-Nuclear Syslems, LLC

Soulhern Connecticut Gas ComPanY

Atlantic City Sewerage Corporation

Delmarva Power and Light ComPanY
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Ratepayer Board
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Department ot
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Ratepayer Advocate
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RatePayer Board
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Department of
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Ratepayer Board
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-- Laie water ComPanY

El Paso Electric ComPanY

Public Service ComPanY of
New Mexico

PG Energy

Consolidated Edison, Inc
and Northeast Utilities

Sussex Shores Water ComPanY

Utilicorp United, lnc.

0G0017
Separatign Plan

3'170, Parl l l ,  Ph. 1

3137 - Part l l
Separation Plan

R-000051 19

00-01-1 1

99-576
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99-582
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.R-00994878
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00-01 -l 1

PUD 990000166
PUD 980000683
PUD 990000570.

99-09-03

48D06-9803-cP-423

55D01 -9709-cP-0041 5

31 ' t6

2930

99-457

Division of
Consumer Advocacy

Otfice of lhe
Anomey General

Office of the
Atlomey General

Ofiice of Consumer
Advoc€te

Offrce of Consumer
Counsel

Division ol lhe
Public Advocate

Citizens' Utility
Ratepayer Board

Honora Eppert, et 8l

Oklahoma Corporation
Commission, Public
Utility Division Stafi

Division of lhe
Public Advocate

Division of the
Public Advocate

Of{ice of Consumer
Advocate

Offrce of Consumer
Advocate

Office of Consumer
Counsel

oklahoma corporation
Commission, Public
Utitity Division Stafi

Oflice of Consumer
Counsel

Kelly J. Whiteman,
et al

Franklin E. Littell, et al

Ofiice of the
Aftomey General

Deparlment of
Attomey Generel

Division of the
Public Advocate

E/G

G/E

gG

Havraii

New Mexico

Nerv Mexico

Pennsylvania

Connecticut

Delaware

Kansas

Missouri

Oklahoma

Delaware

Delaware

Pennsylvania

Connecticut

Oklahoma

Conneciicul

Incliana

lndiana

New Mexico

Rhode lsland

Delaware

8/00 Rate Design

7/00 Electric Restructuring

7/00 Electric Restructuring

6/00 Revenue Requirements

4/00 Metger lssues
(Additional SuPPlemental)

4/00 RevenueRequirements

4/00 Rev€nueRequirements

4/00 Late Fees
(Affidavit)

3/00 Pro Forma Revenue
Affi liated Transactions
(R6buttal)

3/00 Revenue Requirements

3/00 Cost Accounting Manuel
Code of Conduct

3/00 Revenue Requirements
(Sunebuttal)

2/00 RevenueRequirements

2/00 Merger lEsues

1/00 Pro Forma Revenue
Affiliated Transac{ions

1/00 Afiliated Transactions

1999 Late Fees
(AfRdavit)

1999 Late Fees
(Atfidavit)

12199 MergerAPproval

11/99 Merger PolicY

11199 Electric Restrucluring

I

TCI Cablevision

Oklahoma Natural Gas ComPanY

Tictewater Utilities, Inc.
Public Water SuPPIY Co.

Delmarva Power and Light ComPanY

Philadelphia Suburban Water Company

Consolidated Edison. lnc.
and Northeasl Utilities

Oklahoma Natural Gas ComPanY

Connecticut Natural Gas ComPanY

Time Wamer Entertainment
Company. L.P.

TCI Communicattons. Inc., et al

Southwestem Public Service Company

New England Eleclric SY$lem
Eastem Utility Associates

Deleware Etectric Cooperative

W

p6;ls6s1phia Suburban Water Company W Pennsylvania

G
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Jones Intercable, hc.

Texas-New Mexico Power ComPanY

Southem Conneciicut Gas ComPanY

TCI Cable ComPanY

All RegulateddoomPanies

Mile High Cable Partners

Electric Restructuring Comments

Long Neck Water ComPanY

Delmarva Power and Light ComPanY

Potomac Electric Power ComPanY

Comcast

Pelitions of BA-NJ and
NJPA re: Payphone OPs

Montague Water and
Sewer Companres

Cablevision of
Bergen, Bayonne, Newark

Cablevision of
Bergen, Hudson, Monmouth

Kent County Waler Authority

Montague Water and
Sewer Companies

PEPCO

Weslem Resources, Inc. and
Kansas City Power & Light

Delmarva Power and Light ComPanY

Lenfest Atlantic
d/b/a Suburban Cable

Etectric Restructuring Comments

Maryland

E New Mexico

G Connecticul

C NewJersey

E/GM Delawate

Colorado

Delaware

Delaware

Delaware

E District of
Columbia

C lndiana

T New Jersey

WANW New Jersey

C NewJersey

C NewJersey

W Rhode lsland

W/WW New Jersey

E District of
Columbia

E Kansas

Delaware

C New Jersey

E Distrid of
Columbia

cAL98-00283

3103

99-04-18

cR99020079
et al

Reg.  No.4

95-CV-51 95

Reg.49

99-31

99-153

945

49C01 -9802-cP-000386

TO971 00792
PUCOT 11269-97N

wR98101'161
wR98101162
PUCRS 11514-98N

cR98111197-199
cR98111190

cR97090624-626
cw 1697-98N

2860

wR98101161
wR98101162

945

97-WSRE-676-MER

98479F

CR97070479 et al

945

10/99 Cable Rates
(Affidavit)

10/99 Acquisition lssues

9/99 Atfiliated lnterest

9/99 Cable Rates
Forms 1240/1205

8/99 FilingRequirements
(Position Statemen0

7/99 Cable Rates
(Affidevit)

7/99 Regulatory Policy
(Supplemental)

6/99 RevenueReguirements

6/99. Eleclric Restrucluring

6/99 Divestiture of
Generation Assets

6/99 Late Fees
(Affidavit)

6/99 Economic SubsiclY
lssues
(Sunebuttal)

5/99 RevenueRequirements
Rate Design
(Suppl€mental)

5/99 Cable Rates
Forms 1240/1205

5/99 Cable Rates-Form 1235
(Rebuttel)

4/99 RevenueRequirements

4/99 RevenueRequirements
Rate Design

4/99 Divestiture of Assets

4/99 MergerApproval
(Surfebuttal)

3/99 Fuel Costs

3/99 Cable Raies

3/99 Regulatory Policy

Cynthia Maisonette
and Ola Renee
Chatman, et al

O{fice of Anomey
General

Office of Consumer
Counsel

Division ot the
Ratepayer Advocale

Division of lhe
Public Advocate

Brett Marshall,
an individual, et al

Division of the
Public Advocate

Division ot lhe
Public Advocate

Division of the
Public Advocate

U.S. GSA - Public Utilities

Ken Hec+lt, et al

Division of the
Ratepayer Advocale

Division of the
Ratepayer Advocate

Division of the
Ratepayer Advocate

Division of th€
Ratepayer Advocate

bivision of Public
Utilities & Caniers

Division of the
Ratepayer Advocale

U.S. GSA - Public Utilities

Citizens' utility
Ratepayer Board

Division of the
Public Advocate

Division of the
Ratepayer Advocate

U.S. GSA - Public Utilities
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)
Petitions of BA'NJ and
NJPA re: Payphone OPs

Westem Resources. Inc. and
Kansas City Power & Light

Westem Resources, Inc. and
Kansas City Power & Lighl

Adelphia Cable Communications

I

Adetphia Cable Communications

Adelphia Cable Communications

Orange and Rockland/
Consolidated Edison

Cablevision

Petitions of BA-NJ and
NJPA re: Payphone OPs.

United Water Delaware

Cablevision

Potomac Electric Power ComPanY

Investigation of BA-NJ
IntraLATA Calling Plans

lnvestigation of BA-NJ
tnlraLATA Calling Plans

TCI Cable ComPanY/
Cablevision

Mount Holly Water ComPanY

Pawtucr'et Water SuPPly Board

Paw{ucket Water SuPPIY Board

Energy Master Plan Phase ll
Proceeding - Restructuring

Energy Master Plan Phase
Proceeding - Reslructuring

W

New Jersey

Kansas

Vermont

Vermonl

Vermont

New Jersey

Neru Jersey

New Jersey

Delaware

New Jersey

Maryland

New Jersey

New Jersey

New Jersey

New Jersey

Rhode lsland

Rhode lsland

New Jersey

New Jersey

TO971 00792
PUCOT 11269-97N

97.WSRE-676.MER.

97.WSRE.676-MER

61 17-61 19

6 '117-6119

6 1 1 7 - 6 1 1 9

EM98070433

cR97090624
cR97090625
cR97090626

TO97100792
PUCOT 11269-97N

Docket No. 98-98

cR97100719,726
730,732

Case No. 8791

TO971 00808
PUCOT 11326-g7N

TO97100808
PUCOT 1132S97N

cTV 03204-03268
and CTV 05061

wR98020058
PUC 03131-98N

2674

2674

EX94120585U,
E097070457,60,63,66

EX941 20585U,
EO97070457,60,63,66

3/99 Tarifi Revision
Peyphone Subsidies
FCC Services Test
(Rebuttal)

3/99 Meryer Approval
(Answering)

?99 Merger ApProval

'U99 Lste Fees
(Ad<lilional Dired
Supplemental)

12198 Cable Rates (Forms 12110'
1205, 1235) and Late Fees
(Direct Supplemental)

12198 Cable Rates (Forms 1240'
1205, 1235) and Late Fees

11/98 Metger APproval

11/9E Cable Rates - Form 1235

10/98 Payphone Subsidies
FCC New Services Test

8/98 RevenueRequirements

8/98 Cable Rates
(Oral Testimony)

888 RevenueRequirements
Rate Design

8/98 Anti-Competitive
Praclices
(Rebuttel)

7/9E Anti-ComPelitive
Predices

7/98 Cable Rates

7/98 RevenueRequirements

5/98 RevenueRequirements
(Sunebuttal)

4/98 RevenueRequirernents

4/98 EleclricRestrucluring
lssues

Division of the
Ratepayer Advocate

Citizens' Utility
Ratepayer Board

Citizens' Utility
Ralepayer Board

D€partment of
Public Service

Department of
Public Service

Department of
Public SeNice

Division of the
Ratepayer Advocate

Division of the
Ratepayer Advocate

Division of the
Ratepayer Advocate

Division of the
Public Advocate

Division of the
Retepayer Advocate

U.S. GSA - Public.Utilities

Division of the
Ratepayer Advocate

Division of the
Ratepayer Advocate

Division ot the
Ratepayer Advocate

Division of the
Ratepayer Advocate

Division of Public .
Utilities & Caniers

Division of Public
Utilities and Caniers

Division of the
Ratepayer Aclvocate

(Supplementel Sunebuttal)

Electric Restrucluring Division of the
rssues RatePayer Advocate
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I
Shorelands Water ComPanY

TCI Communicatisns. Inc.

Citizens TelePhone
Co. of Kecksburg

Consumers Pennsylvania Water Co.
- Shenango Valley Division

Universal Service Funding 
-

Universal Service Funding

Consumers Pennsylvania Water Co.
- Shenango ValleY Division

Delmarva Power and Light ComPanY

Westem Resources, Oneok, and WAI

Universal Service Funding

Universal Service Funding

Kent County Water Authority

lronlon TelePhone ComPanY

lronton TelePhone ComPanY

Comcast Cablevision

Maxim Sewerage Corporation

Kent County Water Authority

Consumers Pennsylvania
Water Co. - Roaring Creek

Consumers PennsYlvanta
Water Co. - Roaring Creek

Delmarva Power and
Light ComPany

Middlesex Water ComPanY

2/98 RevenueRequirements

11/97 Ceble Rates
(Oral Testimony)

1 1/97 Altemative Regulation
Network Modemization

10/97 Revenue Requirements
(Sunebuttal)

10/97 Schools and Libraries
Funding
(Rebuttal)

9197 Low Income Fund

, High Cost Fund

9/97 RevenueRequirements

9/97 CostAccounting Manual
Code of Conduct

9/97 Transfer of Gas Assets

9/97 Schools and Libraries
Funding
(Rebuttal)

8/97 Schools and Libraries
Funding

8/97 RevenueRequirements
(Surebuttal)

8/97 AllemeliveRegulation
Network Modemization
(Sunebuttal)

7/97 AttemativeRegulation
Networt Modemization

7197 Cable Rates
(Oral TestimonY)

7/97 RevenueRequirements

6/97 RevenueRequirements

6/97 RevenueReguiremenls
(Sunebuttal)

5/97 RevenueReguirements

5/97 Merger Policy

4/97 RevenueRequirements

Division of lhe
Rstepayer Advocate

Division ot the
Ratepayer Advocete

Offrce of Consumer
Advocate

Offrce of Consumer
Advocate

Division of the
Ratepayer Advocete

Division ol the
Ratepayer Advocete

Offrce of Consumer
Advocate

Office of the Public
Advocate

Citizens' Utility
Ratepayer Board

Division of the
Ratepayer Advocate

Division of lhe
Ratepayer Advocate

Division of Public
UtilitieE and Caniers

Office of Consumer
Advocate

Offce of Consumer
Advocste

Division of the
Ratepayer Advocale

Division of the
Ratepayer Advocate

Division of Public
Utitities 8nd Caniers

Office of Consumer
Advocate

Ofiice of Consumer
Advocate

Ofiice of the Public
Advocate

Division of the
Ratepayer Advocate

W Neu, Jersey

New Jersey

Pennsylvania

Pennsylvania

New Jersey

New Jersey

Pennsylvania

Delaware

Kansas

New Jersey

New Jersey

Rhode lsland

Pennsylvania

Pennsylvania

Neu, Jersey

New Jersey

Rhode lsland

Pennsylvania

Pennsylvania

Delaware

New Jersey

wR97110835
PUC 1 1324-97

cR97030141
and others

R-00971229

R-00973S72

TX95120631

TXg5120631

R-00973972

97-65

WSRG-48&MER

TX95120631

TX95120631

2555

R-00971 182

R-00971 182

Various

wR97010052
PUCRA 3154-97N

2555

R-00973869

R.00973869

97-58

wR96110818
PUCRL 1 1663-96N

W

I

G/E

W

)
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, -- 
Maxim Sewerage CorPoration

Interstate Navigation
ComPanY

Interstate Navigation ComPanY

Electric Restructuring Comments

United Water,Delaware

PEPCO/ BGE/
Merger APPlicetion

Westem Resources, lnc,

PEPCO and BGE Merger Application

Utilicorp Uniled, Inc.

I
\ rxn Cable Company of Gloucester

7
I

I 
TKR Cable CompanY of WaMick

I
I
| . Delmarva Power and Light Company

Weslern Resources, Inc.

Princeville Utilities Company, Inc.

weslern Resources, Inc.

Environmental Disposal Corporation

Environmental Disposal Corporation

Lanai Water ComPanY

Cablevision of New Jersey, Inc.

Cablevision ot New Jersey, lnc.

Chesapeake Utilities Corporation

FJG

New Jersey

Rhode lsland

Rhode lsland

District of
Columbia

Delaware

Districi of
Columbia

Kensas

E/G District of
Columbia

G Kansas

C NewJersey

C New Jersey

Delau/are

Kansas

WflV1/r' Hawaii

WW Nerv Jersey

WW New Jersey

Hawaii

C New JerseY

C New Jersey

G Delaware

3/97 Purchased Serverage
Adjustment

3/97 RevenueRequirements
Cost of CaPital
(Sunebuttal)

2/97 RevenueRequirements
Cost of Cagital

'll97 Regulatory Policy

1/97 Revenue Reguirements

10/96 Rggulatory Policy
Cost of CaPital
(Rebuttal)

10/96 Revenue Requirements
Cost of Capital
(SuPPlemental)

9/96 Regulatory Poliry,
Cost of Capitsl

8/96 Revenue Requirements

7/96 Cable Rates
(Oral TestimonY;

7/96 Cable Rates
(Oral TestimonY)

5/96 Fuel Cost Recovery

5/96 RevenueRequiremenls
Cost of Capital

1/96 Revenue Reguirements
Rate Design

1/96 Revenue Requirements
Cost of Capital

11/95 Revenue Requirements
Rate Design
(Supplemental)

'l 1/95 Revenue Requirements

10195 Revenue Requirements
Rate Design

8/95 Basic Service Rstes
(Oral TestimonY)

8/95 Basic Service Rates
{Oral Testimony)

7/95 RevenueRequirements

II

wR9608062E
PUCRA 09374-96N

248/

248A

945

96-194

951

1 93,306-U
1 93,307-U

o41

193,787-U

cTV07030-95N

cwo57537-95N

95-196F

193,306-U
193,307-U

95-0172
95-0168

193,305-U

wR94070319
(Remand Hearing)

wR94070319
(Remand Hearing)

94-0366

crvol 382-95N

cTVo1381-95N

95-73

Division of lhe
Ratepayer Advocele

Division of Public
Utilities E Caniers

Division of Public
Utilities E Caniers

U.S. GSA - Public Ulilities

Offtce of the Public
Advocate

GSA

Citizens' Utility
Ratepayer Board

U.S. GSA - Publlc Ulilities

Citirens' Utility
Ratepayer Board

Divisiori of the
Ratepayer Advocate

Division of the
Ratepayer Advocate

Offce of lhe Public
Advocate

Citizens' Lltili$
Ratepayer Board

Princeville at Hanalei
Community Association

Citizens' Utility
Ratepayer Board

Division of the
Ratepayer Advocate

Division ol the
Ratepayer Advocete

Division of Consumer
Advocacy

Division of the
Ratepayer Advocate

Division of lhe
Ratepsyer Advocate

Office ot the Public
Advgcate



Appendix A
Page !! of I I

The Columbia Group, Inc., Testimonies of Andrea C' Crane

Comoanv Utilitv State Docket Date Tooic On Behaff Of

East Honolulu
Community Services' Inc.

Witmington Suburban
Water Corporalion

Environmeniel Disposal Corporation

Roaring Creek Water ComPanY

Roaring Creek Water ComPanY

Environmental Disposal Corporati0n

Delmarva Power and Light ComPanY

Detmarva Power and Light ComPanY

Empire District Electric ComPanY

Moris County Municipal
Utility AuthoritY

US West Communications

Pawtucket Water SuPPlY Board

, US West Communications

Pawiucket Water SuPPIY Board

Pollution Control Financing
Authority ot Camden County

Roaring Creek water ComPanY

Roaring Creek Water ComPanY

Kent County Water Authority

Wilmington Suburban
Water ComPanY

Kenl County
Water Authorily

Camden County Energy
Recovery Associates, Inc.

Poltution Control Financing
Authority of Camden County

Jamaica Water SuPPly ComPanY

IAAN Hawaii

W Delaware

WW New Jersey

W Pennsylvania

W Pennsylvania

VVW NewJeGey

E Delaware

G Delaware

E Kansas

SW New Jersey

T Arizona

W Rhode lsland

T Arizona

W Rhode lsland

SW New Jersey

W Pennsylvania

W Pennsylvania

W Rhode lsland

W Delaware

w Rhode lsland

SW New Jersey

SW NewJerseY

W New York

771E

94-149

wR94070319

R.00943177

R-00943177

wR94070319

94.84

94-22

1 90,360-U

MM10930027
ESW 1426-94

E-1051-93-183

2158

E-1051-93-183

21 58

s R 9 1 1 1 1 7 1 8 J

R-00932665

R-00932665

2098

93-28

2098

s R 9 1 1 1 1 7 1 8 J
ESW1263-92

sR91111718J
ESW 1263-92

92-W-0583

6/95 RevenueRequirements

3/95 RevenueRequirements

1/95 Revenue Requirements
(SupPlemental)

1/95 Revenue Requirements
(Sunebutlal)

12194 Revenue Requirements

1?94 Revenue Requircments

11/94 Revenue Requirements

8/94 RevenueRequirements

8/94 RevenueRequirements

6/94 RevenueRequir€ments

5/94 RevenueRequirements
(Sunebuttal)

5/94 Revenue Requirements
(Surebuttal)

3/94 RevenueRequirements

3/94 RevenueRequirements

2/94 RevenueRequirements
(Supplemental)

9/93 RevenueRequirements
(Supplemental)

9/93 Revenue Requirements

E/93 RevenueRequirements
(Sunebuttal)

7/93 RevenueRequiremenls

7/93 RevenueRequirements

4/93 RevenueRsquirements

/t/93 Revenue Requirements

3/93 RevenueRequirements

Division of Consumer
Advocacy

Office of the Public
Advocale

Division of the
Ratepayer Advocale

Office of Consumer
Advocate

Ofiice of Consumer
Advocate

Division ot the
Ratepayer Advocate

Office of the Public
Advocate

Ofiice of the Public
Advocate

Citizens' Utility
Ratepayer Boanl

Rate Counsel

Residential Utility
Consumer Oflice

Division of Public
Utilities & Caniers

Residential t tility
Consumer Office

Division ot Public
Utilities & Caniers

Rate Counsel

Office of Consumer
Advocate

Offrce of Consumer
Actvocate

Division of Public
Utililies and Caniers

Office of Public
Advocate

Division of Pubtic
Utilities & Caniers

Rate Counsel

Rate Counsel

County of Nassau
Town of HemPstead
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, New JerseY'American
Water ComPanY

Passaic County Utilities Authority

East Honolulu
Community Services' Inc.

The Jersey Central
Power and Light ComPanY

Mercer County
lmprovement Authority

Garden State Water ComPanY

Elizabethtown Water ComPanY

New-Jersey American
Water ComPanY

Pennsylvania'American
Water ComPanY

Mercer CountY
lmprovement AuthoritY

Kent County Water Authority

New York Telephone

New York Telephone

Kent County Water Aulhonty

Ellesor Transter Station

Interstate Navigation Co.

Automated Modular Systems, lnc.

SNET Cellular. Inc.

2/93 RevenueRequirements

9192 RevenueRequirements

8/92 RevenueRequirements

7/92 RevenueRequirements

5/92 Revenue Requirements

?92 RevenueRequirements

'll92 Revenue Requirementg

12191 Revenue Requirements

10/91 Revenue Requirements

10/90 Revenue Requirements

8/90 RevenueRequirements
Regulatory Policy
(Sunebuttal)

7/90 RevenueRequirements
Affiliated lnterests
(Supplemental)

7/90 Revenue Requirements
Affiliatecl lnterests

6/90 RevenueRequirements
Regulatory PolicY

11/89 Regulatory PolicY

8/89 RevenueRequirements
Regulatory Policy

5/89 RevenueRequirements
Schedules

2/89 Regulatory Policy

WAA/W New JerseY

SW NewJersey

VVW Hawaii

E NewJersey

SW NewJerseY

W NewJersey

W New Jersey

WIVVW New Jersey

W Pennsylvanaa

SW NewJerseY

W Rhode lsland

T New York

T New York

W Rhode lsland

SW NewJersey

N Rhode lstand

SW NewJerseY

T Connecticut

wR92090908J
PUC 7266-925

sR91 121816J
ESW0671-92N

7064

PUC00661-92
ER91 121820J

EWS11261-91S
sR91 1 1 1682J

wRg109-1483
PUC 09118-91S

wRg108-1293J
PUC 08057-91N

wRg108-'1399J
PUC 824&91

R-91 1 909

sR9004-0264J
PUC 3389-90

1952

90.c-01 91

90-c-01 91

1952

so8712-1407
PUC 1768.88

D89-7

PUC1769-88

Rate Counsel

Rate Counsel

Division of Gbnsumer
Advocacy

Rate Counsel

Rate Counsel

Rate Counsel

Rate Counsel

Rate Counsel

Offrce of Gonsumer
Advocate

Rate Counsel

Division of Public
Utilities & Caniers

NY State Consumer
Protection Board

NY State Consumer
Protection Board

Division of Public
Utilities & Camers

Rste Counsel

Division of Public
Utilities & Camers

Rate Counsel

First Seledman
Torvn of Redding
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SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 91,2OO4

REVENUE REQUIREMENT SUMMARY

Schedule ACC-1

Company Recommended Recommended
Claim Adjustment , Position -

1 .

2.

3.

4.

5.

Pro Forma Rate Base

Required Cost of QaPital

Required Return

Operating lncome @ Present Rates

Operating Income DeficiencY

Revenue MultiPlier

Revenue Requirement Increase

Sources:
(A) CompanY Exhibit 2, Page 1.
(B) Schedule ACC-2.
(C) Schedule ACC-10.
(D) Schedule ACC-16.
(E) Schedule ACC'26.

($6,919,689) $9,281,191

. _O12o/o 7.23o/o

(A)
$16,200,880

7.95o/o

(B)

(c)

(D)

(E)

$1,287,905

113,336

($617,304)

493,3?2

$670,601

606,658

$1,174,569

1.398s

($1 ,1 1 0,625) $63,944

1.7665
6.

7 . EL04a5g3 ($1.529.626) $la952

o



SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31,2OO4

RATE BASE SUMMARY

1. Utility Plant in Service

Schedule ACC-2

Company Recommended Recommended
Claim _ Adiustment Position

T
$y,242,718 (S6,986,165) (B) $27,256,553

($12,789,716) $978,357 (C) ($11'811'359)

{s.090.72s) 0 (5'090'72s)

$16,362,277 ($6,007,808) $10,354,469

2.
J .

6.
7 .

LesS:
Accumulated DePreciation
Contributions in Aid of Construction

4. Net UtilitY Plant

Plus:
Inventory
Prepayments
Working Capital Allowance

Less:
8. Customer Advances

9. Customer Deposits
10. Deferred Taxes

1'1. Total Rate Base

Sources:
(A) Company Exhibit 2, Page 18.
(B) Schedule ACC-3.
(C) Schedule ACC-4.
(D) Schedule ACC-S.

(E) Schedule ACC-6.
(F) Schedule ACC-7.
(G) Schedule ACC-8.
(H) Schedule ACC-9.

$16,200,880 (96,919,689)

(D)
(E)
(F)

(G)

$185,000
295,000
760,320

($450,139)
(101,578)
(850,000)

($6,262)
(48,686)

(760,320)

($250,699)
0

154,085

$178,738
246,314

0

($700,838)
(101,578)
(695,915)(H)

$9,281,191

o



.. 1. UtilityPlant in Service @ 12131103

2. 2004 Utility Plant Additions

3. Pro Forma 2004 Plant

4. Company Glaim

5. Recommended Adjustment

SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31 ,2004

UTILTTY PLANT IN SERVICE

Schedule ACC-3

$26,907,284

349,269

$27,256,553

34,242,718 (c)

(A)

(B)

$6,986,165-

Sources:
(A) Response to R/qR48, 2003 Annual Report to the BPU, page 11.

(B) Response to MR-49.
(C) Company Exhibit 2, Page 18.

o



SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31,2OO4

ACCUMULATED DEPRECIATION

'!, Utility Plant @12131/03

2. Less Contributions and Advances

3. Depreciable Plant @ 12131103

Pro Forma Plant @ 12131'04

Less Contributions and Advances

Depreciable Plant @ 12131104

7. Average 2004 Depreciable Plant

8. Composite Depreciation Rate

9. Pro Forma Depreciation ExPense

1 0. Accumulated Depreciation @ 12131103

11. Pro Forma Accumulated Dep. @ 12131104

12. Company Claim

13. Recommended Adjustment

(A)

(B)

(c)

(D)

4 .

6.

(E)

(A)

Schedule ACC-4

$26,907,284

(6,040,8O4)

$20,866,420

$27,256,553

(5,791,563)

$21,464,991

$21,165,705

2.54o/o

$529,143

11,282,216

$11 ,811 ,359

12,789,716

$978,357

(F)

o
Sources:
(A) Response to MR.48, 2003 Annual Report to the BPU' page 11.
(B) Response to RAR48, 2003 Annual Report to the BPU' page 12.
(C) Schedule ACC-3.
(D) CIAC per response to MR'48, 2003 Annual Report to the BPU,

page 12 and advances per Schedule ACC-8.
(E) Depreciation Rate per Company Exhibit 2, page 10.
(F) Company Exhibit 2, page 18.



Schedule ACC-S

SHORELANDS WATER COMPAN\

TEST YEAR ENDING DECEMBER 31 ,2004

INVENTORY

1. Balance at12l31l}1

2. Balance at 12131102

3. Balance at 12131103

4. Average Three Year Balance

5. Company Claim

6. Recommended Adjustment

Sources:
(A) Company Exhibit 2, Page 21.
(B) Company Exhibit 2, Page 18.

$186,766

184,376

(A)

(A)

(A)165.072

$178,738

185,000 (B)

$6,262

?



o Schedule ACC-6

SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31 ,2004

PREPAYMENTS

1. Balance at 12131101

2. Balance at 12131102

3. Balance at 12131103

4. Average Three Year Balance

5. Company Claim

6. Recommended Adjustment

$250,597

231,446

(A)

(A)

(A)256,899

$246,314

295,000 (B)

$48,686

Sources:
(A) Company Exhibit 2, Page 21.
(B) Company Exhibit 2, Page 18.

o



o
Schedule ACC-7

SHORELANDS WATER COMPAN\

TEST YEAR ENDING DECEMBER 31, 2OO4

CASH WORKING CAPITAL

(A)1 Company Claim

2. Recommended Adjustment

$760,320

$299939

Sources:
(A) CompanY Exhibit 2, Page 18.

o



Schedule ACC-8

(A)

(A)

1 .

2.

3 .

SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31, 2OO4

CUSTOMER ADVANCES

Decrease from 2001 to2002

Decrease from 2002 to 2003

Average Annual Decrease

4. Bafance @ 12131103

5. Pro Forma Customer Advances

6. Company Claim

7. Recommended Adjustments

Sources:
(A) Gompany Exhibtt2, Page21.
(B) Company Exhibit 2, Page 18.

$285,481

213,122

$249,302

950,139 (A)

$700,838

450.139 (B)

$250,699



a
Schedule ACC-9

SHORELANDS WATER COMPAN\

TEST YEAR ENDING DECEMBER 31' 2AO4

DEFERRED INCOME TAXES

1 Balance at 12131103

2. Amorlization of ITC

3. Pro Forma Deferred Taxes

4. Company Claim

5. Recommended Adjustment

$707,915

12,000

(A)

(A)

$695,915

850,000 (B)

$154,085

Sources:
(A) Response to RAR48, 2003 Annual Report to the BPU,

page 32.
(B) Company Exhibit 2, Page 18.

?



Schedule ACC-10

SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31, 2OO4

REQUIRED COST OF CAPITAL

Capital
Structure

Cost
Rate

Wdghted
CostAmount

1. Common Equity

2. Long Term Debt -Existing

3. Long Term Debt - New (B)

4. Total Cost of CaPital

Sources:
(A) Company Exhibit 2,page20.
(B) Reflects amount per Amended Financing Petition.
(C) Schedule ACC-11.

(A)
9.47o/o

9.85%

3.20o/o

4.01o/o(c)

(A)

$6,570,865

3,200,000

5,750,000

42.340/o

20.62o/o

37.A5o/o

2.03Yo

1.19o/o



1 .

2.

3 ,

Schedule ACC-11

SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31, 2OO4

RECOMMENDED COST OF EQUITY

Discounted Cash Flow Result (A)

Discounted Cash Flow Weighting (B)

CAPM Result (C)

CAPM Weighting (B)

Small CompanY Premium

Recommended Return on EquitY

8.90%

0.75 6.670/0

9.19%

0.25 23Ao/o

0.50%

9.47%

4.

tr

6.

Sources:
(A) Schedule ACC-12.
ig) AaseO upon the Board's traditional reliance upon the DCF model.
(C) Schedule ACC-15.

I



Schedule ACC-12

SHORELANDS WATER COMPAN\

TEST YEAR ENDING DECEMBER 31 ' 2AA4

DISCOUNTED CASH FLOW RESULT

1. Dividend Yield

2. Growth Rate

3. Total Cost of EquitY

3.40o/o

5.544/o

8.90%

(A)

(B)

Sources:
(A) Derived from Schedule ACC-13.
(B) Derived from Schedule ACC-14'

o



Schedule ACC-13

SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31, 2OO4

AVERAGE DIVIDENDS

Closing
Dividend Price

Cunent
Dividend

YieldCompany

American States Water
Aqua America
California Water
Connecticut Water Services
Middlesex Water ComPanY
SJW Corporation
Southwest Water ComPanY
York Water ComPanY

Average

Company

American States Water
Aqua America
California Water
Connecticut Water Services
Middlesex Water CompanY
SJW Corporation
Southwest Water ComPanY
York Water ComPanY

Average

$22.10
19.70
27.25
24.06
17.31
32.00
12.09
17.15

$0.88 $20.82
0.48 18.28
1.13  25 .11

.0.83 24.05
0.66 16.65
1.02 27.32
0.21 9.95
0.s8 16.50

$26.80 $23.81
22.85 20.57
30.15 27.63
30.41 27.23
21.81 19.23
38.25 32.79
15.79 12.87
21.04 18.77

$0.88
0.48
1 . 1 3
0.83
0.66
1,02
0.21
0.58

4.00o/o
2.44o/o
4.150/o

3.45o/o

3.81%
3.19%
1.74%
3.38%

3.27o/o

52 Week 52 Week 52 Week Dividend
Dividend Low High Average Yield

3.71o/o
2.33o/o
4.09o/o
3.A50/o
3.43o/o

3 .11o/o
1.637o
3.09%

3!9%

o Source: Yahoo Finance, August 10, 2004 (Closing prices August 9, 2004)'



Schedule ACQ-14

SHOREI.ANDS NTATER COMPANY

TEST YEAR ENDING DECEMBER 31, 2OO4

GROWTH IN EARNINGS, DIVIDENDS, BOOKVALUE

Five YearFive YearFive Year
Historic Historic Historic
Eaminos DividendsBk. Value

American States Water 1.50%
Aqua America 9.50o/o
California Water €.50%
Conneeticut Water Services 2.50%
Middfesex Water ComPanY 0.50o/o
SJW Corporation -0.50%

Southwest Water ComPany 15.50%
York Water Company (') 2.50%

1.00% 4.00o/o
6,00% 9.50%
1.00% 1.00%
1.00% 3.50%
2.50o/o 3.50%
4.00o/o 4.00%

10.50% 11.50%
NA NA

Average

American States Water
Aqua America
Califomia Water

Average

3.13% 3.71o/o 5.29Y0

Ten YearTen YearTen Year
Historic Historic Historic
EaminosDividendsBk. Value

NA 1.50% 4'50o/o
8.50% 5.00% 8.00o/o

-0.50% 2.00o/o 2-50o/o

4.A0o/o 2.83Yo 5.00o/o

o

Five YearFive YeatFive Year
Projected Proiected Projected
Eaminos DividendsBk. Value

American States Water 9.50% 1.500/o 4.00o/o
Aqua America 9.5Ao/o 7.AAo/o 11.50%
califomia water 11.00% 1.00% 14.50%
Conneclicut Water Services NA NA NA
Middlesex Water CompanY NA NA NA
SJW Comoration NA NA NA
Southwest Water Company 8.0070 NA NA
York Water Company 7.00o/o NA NA

Average 9.00% 3,17o/o 10.09o/o

Sources:
Value Line - April 30, 2004, excePt whete otherwise noled.

' Yahoo Finance, July 7 , 20O4.



o
Schedule ACC-15

SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31 ,2004

CAPITAL ASSET PRICING MODEL RESULT

Risk Free Rate + (Beta X Market Premium)

5.060/o+ ( .625X6.6%) = 9.19%

Sources:
Risk Free Rate = 20 Year Constant Maturity Treasury at

August 9, 2004.

Betas per Value Line Investment Survey, April 30, 2004'

Market Premium per 2003 Yearbook (stocks, Bonds, Bills,
and lnflation), lbbotson Associates, Table 2-1'

o



SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31' 2OO4

OPERATING INCOME SUMMARY

1. Company Claim

Recommended Adjustments :

2. Salaries and Wages

3. PayrollTaxes

4. Pension Costs

5. Deferred Puchased Water Costs

6. Regulatory Commission ExPense

7, lnflation Adjustments

8. Depreciation ExPense

9. Income Taxes @ Present Rates

1 0. Interest SYnchronization

11. Net Operating lncome

Schedule ACC-16

Schedule No.

$113 ,336  1

85,488

6,540

15,987

25,595

24,750

63,408

196,598

133,096

(58,140)

1 7

1 8

1 9

20

21

22

23

24

25

s000-059

o



SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31 ,2004

SALARIES AND WAGES

1. 2004 Pro Forma Test Year

2. Company Claim

3. Recommended Adjustment

4. Income Taxes @ 34'00%

5. Operating Income lmpact

Sources:
(A) Response to RAR-18.

Schedule ACC-17

$1,363,163

1,492,690

$129,527

44,039

$85,488

(A)

(A)

o



Schedule ACC-18

SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31 ,2004

PAYROLL TAXES

1. Recommended Salary and Wage Adjustments

2. Payroll Taxes @7.65%

3. Income Taxes @ 34.QAo/o

4. Operating lncome lmPact

Sources:
(A) Schedule ACC-17.
(B) Based on statutory rate.

$129,527

9,909

3,369

(A)

(B)

$9f19

o



SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31 ,2044

PENSION COSTS

1. FASB 87 Costs Per Actuarial Report

2. Company Claim

3. Recommended Adjustment

4. Income Taxes @

5. Operating Income lmPact

Schedule ACC-19

$141,777

166,000

24,223

8,236

(A)

(B)

34.00%

Sources:
(A) Response to RAR-36.
(B) Company Exhibit 2, Page 11.

o



o SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31 ,2004

DEFERRED PURCHASED WATER COSTS

Schedule ACC-20

$22,500 (A)

(A)16,280

$38,780

13,185

$25,595-

1. Annual Claim for Deferred
NJWSA Increase

2. Annual Claim for
Keansburg Water Rights

3. Recommended Adjustment

4. Income Taxes @

5. Operating lncome lmPact

Sources:
(A) Company Exhibit 2, Page

34.00%

16 .

o



SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31' 2OO4

REGULATORY COMMISSION EXPENSES

1. Company Claim

2. Amortization Period (C)

3. AnnualAmortization

4. Sharing Between Ratepayers and Shareholders

5. Recommended Annual Cost

6. Company Claim

7. Recommended Adjustment

8. Income Taxes @ 34.00%

9. Operating Income lmPact

Sources:
(A) Company Exhibit 2, Page 14.
(B) Recommendation of Ms. Crane.

Schedule ACC-21

$100,000

4

$25,000

50.00%

$12,500

5q_,999_

$37,500

12,750

$24,750

(A)

(B)

(B)

(A)

o



o SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31 ,20CI4

INFLATION ADJUSTMENT

Operation

Schedule ACC-22

Maintenance

. (A)
22,718

$10,549

4,200

6,966

38,929

$3,670

$7,351

1,690

(B)

. 1. Pumping (C)

2. Water Treatment

3. Transmission & Distribution

4. Customer Accounting

5. All Other A&G

6. General Plant

7. Subtotals

8. Total 2005 lnflation Adjustment

9. Income Taxes @

'10. Operating Income lmPact

$83,362

34.00%

$12,711

$96,073

32,665

(D)

$63,408

Sources:
(A) Company Exhibit 2, Page 8.
(B) Company Exhibit 2, Page 9.
(C) Includes inflation and impact of new plant.
(D) Sum of Operation and Maintenance adjustments'

o



a SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31 ,2004

DEPRECIATION EXPENSES

Schedule ACC-23

$27,256,553

(5,791,563)

$21,464,991

2.50o/o

$536,625

834,500

297,875

1A1,278

$196,598

1. Pro Forma Utility Plant

2. Less Contributions and Advances

3. Depreciable Plant

4. Composite DePreciation Rate

5. Pro Forma DePreciation ExPense

6. Company Claim

7. Recommended Adjustment

8. Income Taxes @

9. Operating Income lmPact

(A)

(A)

(B)

(c)

34.000/o

Sources:
(A) Schedule ACC-2.
(B) Depreciation Rate per Company Exhibit 2, page 10'

(C) Company Exhibit 2, Page 10.

o



o
Schedule ACC'24

SHORELANDS WATER COMPANY

TEST YEAR ENDTNG DECEMBER 31 ,2004

INCOME TA)(ES AT PRESENT RATES

1. Operating Revenue

2. Total Operating ExPenses

3. Net Operating Revenue

4. Interest Expense

5. Taxable Income

6. lncome Taxes @ 34.00o/o

7.'fax Credits - ITC Amortization

8. Total lncome Taxes

9. Company Claim

10. Recommended Adjustment

Sources:
(A) Company Exhibit 2, Page 1.
(B) Response to RAR-56.
(C) Company Exhibit 2, Page 19.

$8,328,264

8,214,929

$113 ,335

469,500

($356'165)

(121,096)

(12,000)

($133,096)

. 0

$133,096

(A)

(A)

(B)

(c)

o



SHOREISNDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31' 2OO4

INTEREST SYNCHRONIZATION

1. Proforma Rate Base

2. Weighted Cost of Debt

3. Pro Forma Interest ExPense

4. ComPanY Claim

5. Increase in Taxable Income

6. Income Taxes @ 34.00%

Schedule ACC-25

$9,281,191

3.22o/o

$298,501

469,500

$170,999

$58,140' - l -

(A)

(B)

(c)

Sources:
(A) Schedule ACC-2'

iei s.n"oule Acc-10'
ici n"tPonse to RAR-56'

o



P.

1. Rev-enue

2. Revenue Taxes @ 14'22920/o

3. Federal Taxable lncome

4. fncome Taxes @34o/o

5. OPerating Income

6. Revenue MultiPlier

Schedule ACC-26

(B)

SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31' 2OO4

REVENUE MULTIPLIER

1.0000

0.1423 (A)

0.8577

0.2916

0.5661

1.7665 (c)

Sources:
(A) ComPanY Exhibit2,Page 17 '

iA) n"r" per Company Exhibit 2' page 19'

(C) Line 1 / Line 5'

o



a SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31, 2OO4

IMPACT OF NEW FACILITY'PHASE It INCREASE

Schedule ACC'27

$31,500

46,600

780

157,500

1. lncremental Power Costs

..2. lncremental Chemical Costs

3. lncremental Sludge Disposal Costs

4. DePreciation ExPense

5. Total Incremental Costs

6. Income Taxes @

7. Operating Income lmPact

8. Capital Costs

9. Return @

10. Return Requirement

1 1. Interest SYnchronization

12. Total OPerating Income lmPact

13. Revenue MultiPler

14. Phase ll lncrease

$236,380

80,369

$156,011

$455,199

(68'891) (D)

(E)

$542,319

1.76651

$958,013

(A)

(A)

(A)

(B)

34.00%

$6,300,000

7.230/o

(B)

(c)

Sources:
(A) Response to RAR-51'
(B) ComPanY Exhibit 2, Page 10'
(C) Schedule ACC-10.
(D) Weighted cost of deUt times capital cost times income tax rate'

(E) Schedule ACC-26.



Schedule ACC-28

SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31 ' 2A44

REVENUE REQUIREMENT IMPACT OF ADJUSTMENTS

1. Rate of Return

2. Utility Plant in Service
3. Accumulated DePreciation
4. lnventory
5. PrePaYments
6. Working CaPital Allowance
7. Gustomer Advances
8. Deferred Taxes

9. Salaries and Wages

10. PaYroll Taxes
11. Pension Costs
iZ. o.t"tt"d Puchased Water Costs

il. n"gutatory Commission ExPense

14. lnflation Adjustments
15. DePreciation ExPense

t6. tncome Taxes @ Present Rates

1 7. lnterest SYnchronization
18. Revenue MultiPlier

19. Totat Recommended Adjustments

20. ComPanY Claim

21. Recommended Revenue Requirement Deficiency

($164,081)

905,908)
98,857

(633)
(4,919)

06,826)
(25,332)
15,569

(119 ,551)
(9,146)

(22,357)
(35,793)
(34,612)
(88,674)

(274,933)
(186,129)

81,306
23,535

1.642,583

$J1t95Z

o



Schedule ACC-29

SHORELANDS WATER COMPANY

TEST YEAR ENDING DECEMBER 31' 2004

PRO FORTI'IA INCOME STATEMENT

Pro Forma Recommended Pro Forma

Per Recommended Present Rate Proposeo

1. Operating Revenues $8'328'264 $O $8'328'264 $112'957 $8'441'221

2 eperat ee Expenses ' ''33i:333 [139:193] : lili?l 3 
''li3:3?3

3. DePreciation
4. Taxes otherThan lncome r'z#'iE! 

'-lg'gbg( 
r'isi'gso re'ozg- t'904'ozg

5. Taxable Income
Before lnterest ExPenses

6. Interest ExPense

7. Taxable lncome

8. lncome Taxes @ 34'00%

9. OPerating lncome

10. Rate Base

1'1 . Rate of Return

$113,336 $633'887 s747,223

($356,104) s804,886 $/r'.a,722

1 1

$96,884 $844,107

$545,606

1

$113,336

$16,200,880

0.7osh

$493,322 $606,658

$9,281,191

6.*%

$63,944 $670,601

$9,281,191

7,23ch

o



APPENDIX C



Referenced Data Requests

RAR-I S

RAR-36

RAR-37

RAR-42

RAR-48 (partial)

RAR.49

RAR-sI

RAR-56

RAR-59

o



o Bruce S. Edingtoq Esq'

Jure 9, 20O4
Page 20

RAR-18'PleaseprovidefullTd**P1"T,,ol:'-"1#]aodallsrpponiagworlaapersarrd
catculaiions for the Company's labor cost ctarm'

Test Year 2004 Eslimated 4% lnere*e Onen Eno' Posilion Rate Year 2005

Opeiirtton Labor 984,375 39'375

u"iJ"n"n"" Labor 15'152
1,363,163 64,527

75,OOO 1,098,750
g 393's4o

.75,000 1,492,690



O Bruce S. Edingtroa Esq'
June 9, 20M
Page 38

RAR-36.PleaseprovidethemostrecentactuafialstudiesfortheCompany'sperrsionplan
and"ifapplicable,ooopo'.-'''i'.-c0tb€nefitplan.(seesttached)
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May 20, 2004

I

t
I

1
,

t
I
t
I

lv1r. Micbael Waish
Sborelands Watsr Co', Inc'

1709 Union Avenue
Hazlet,NJ 07730

Re: Shorelands Water Co',Inc' Peirsion PIan

Financial Accounting Sundards Board Statcment No' 87

FASB-g7) Reconciiiation for the Year Ending December 31' 2003

Dear Mr. Walsh:

Inaccordancewi t } ryour requesLwearep leasedtopreser r t theresu l tso for r rF .LSB.ST
reconciiiation report for the plan year ending Decernb€r 31, 2003'

The calcuiations are based on a specific finding method "t*.to qroduce 1-P:jottd 
and accrued

riab'ity, namery, ttre projected unit credit methoi. pension obligations g:FTrrd to be measured

and disciosed on ttre uoots of the c;fit i" conforniry *io or FA'B staternent 87' That

SO,"r*t deals with the obligations of an on-going pension plan'

The 2003 Net Periodic Pension cost of $141,777 includes the following:

The Service cost is the present value of benefits attibuted by the benefit forrrula to service

during ttre valuation YBar.

The Interest cost is the increase in the value of projected benefig due to the passage of

time.

The Amorrization of uurecoguized Net Asset Eristing at Date of Initiat Application of

Statement 87 is being amorti;ed on a straight-iine basis over 17 years'

The Actual Retun on Plan Assets is based on the fair value of plan assets at the begiruring

and end of the.rd*tion-y"rr, adjusted for contibutions and benefitpalarnents'

o

a)

b)

c)

d)



May 20, 2004

; j 
lvlr' Michael Walsh

i

I

I

I
I
t
l
I-^
. U
l.

il

e) There was no Amortization of prior service cost reported on the 1996 F,{sB '87 report

prepared by the prior thirdplrry;;*rtr dl:g -d -ymodificatiors since that report

lre oory iniended to be clarifications or c,orectiols'

f )TheAmoniza t ionofUnrecogn izedNetGain is thecumula t ivega in tha thasyet tobe
r*ngruzdasPartof thel ' ie l rer ioaicPensionCosrAgaini la l1aneeintheva]ueof
either the hojected Benefit ourig"tion or the plan assets-resulting from experience more

.. favorable than that ass'md ; il; a change i" "rtoaritr assurnptiors' This amorut is

amortized on a straight-line basis over the avqaget"-ti"i"g senrice of ernployees exPected

to receive banefit-s *ao the plan - for 2003, a period of lE'10 ye€rs'

g)NetAssetGainduringtheperioddeferredforlaterrecognitionistheacfinlinvestrnent
expene,nce for 2003 compared to what was ocpected at the beginning of the year'

There are three basic ass'mptions which €re requircd to be appried explicitly and not modified by

thr rffr"t of other asstrmptiors' Those aszumptions are:

I
T
I
I
I
I

1 ) D i s c o u n t R a t e - T h e , , t , r y { t o a r r i v e a t t h e c u r r e n t v a l u e o f c e n a i n f u t r r r e b e n e f i t
obiigations, ie., the Projected Benefit Obligation':t** Service Cost" and Accumulated

Benefit obligation. This is th. r;;;;JIa,E., *ti"t pension belefu could be effectively

settled oD aD annuity basis. It should be the uest estimale of tire interest rate for the

senlement of the accrued beirefits (adjusted folftt .F-t of ntt*e compensation) whaeby

those benefits would be distibuti over ttre life expectancy of the participants or over the

jointlifeexpectancyofparticipantsandtheirbe,lreficiaries.

The interest mte may be based on @ prices of annuity contracts that could be

used to settle the pension oUiig"tifi.-fi may also be iased on either Pension

Benefit Guaranty Corporation ,.1t6 o, rates of tetgrn on higb4-ualjty lxed-income

invesEnents cr:rrently available and expected t-o be available during the poiod to

maturity of the pension benefits. For 20030 Shorelands Water Co'' Inc' chose

1.750h.

-I 
SIEGEL

f arr�+zrrr
I

(8il Eeae6$
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lv{r. Michael Walsh

2) sararvscerensssptiont,i:1:ffi f; Ht:*;n:il';r':$flfliiffi::rpgo-nects 
fun,r' comPel,.sabon le\

defincs pension benefits wholly ", O*i;,l. ry:"":."f 
nt& comPensation le"els'

Assumed **p*r",ioo tru.tr rrnot rilJ,it",t of the "'*Jru*t compsnsation leveis

or o,e individuat employees in*rrua,i;i"oh; tu*t-tdg* t*tb*td:o'lleral pice

levels,productivity,'se'nioritv'orolt"ry;Ji""":-t:::"f;#;truff i;|i;

'*ffi1*i:;"i1$ l*.;ffiff ffi?ffi'*;;;t as '�hose cunan'�rv
imposed by sectionlis orti,e tntei ii,*""oa"-tt"t^Id:ot u*efis provided by the

Plan. For 2003, sh";";l' w"tt' Co" Inc- chose 450oh

Asset EarninerRate - The expected long-term rate of retrm on pran assets should reflect the

av.zserate or ,"'niog" T-pt{ * t}: tuJ' ;;; t" pi#at r"J et llifro 
included

in ths projected genJfit ottigation r,, .*'tiog ot o;' "Pntopti"t:::Tderation was

eiv€n to trre returns being ,a*.a tv rrr. ir- ,"-rets-in tL-'d;d and the rates of return

lxpected to be ".'"it.Utr-zu rrin*r*r"{'i"rl-"-, Ot Jxp'"t'a :-1 fu* years'

*osibotio*' For 2003' Shoreland''w;t;Ao' Ioc. loT"t"-tined 87o as the long-

term interest rats

3)

ThefollowingaregeneralitemswhichapplytottreFASB-ETvaluation:

a)Ailparticipantsarrdtheirbenefitshavebeenincludedinorrrcalculations.

b)Theplansponsot'sfundingpolicyhasbeentomeetcontibutionsastheyaccrue.

c) The amortization of the original transitional asset is over a period of 17 years'

d) There have been no 2003 amendments affecting the benefit structure of the Plan'

e) There are no insurance or annuity contracts fol.active, retired or deferred' participaots

included in o,r calculatiors. H;.#'pi'"ial ;;;;; ft*r"t"t cease to be plan

obligations'

f )Thereareno5o/oorgreater l iabi l i t ies,suchaslegaloraccount ingfees.

g)TheplansPonsorprovidedcgnsusandassetdataasof l2 l3 l l02and:12|31|03.

@ilry
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J*r"rr,ualsh _^r rnr ttris valuatron ars shosnr in Attacbment 
J; otha

b) ffi,fr":HfrHt#H"ffitiil'TJ'1lt"' ;" 

^:; 

rep'essnt settle'dre'ts or

i) H"ffiJrt 

of urv events duing the Yed tbat nisbt 

T," *n* *,

i) "y :':TTIJ*Thleplan 

or the Plar' sponsor does not iropa$ 

T;::::'t' ouiccl'w

k) H#[::;#il:'�n?.;'ffi# 
i#;*uca't 

nunbsr of em]
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Attachroent 
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of Trans: 
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urd AccumulatedBenel
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Proiected Benefit uri
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\f,,,;it#oot-iabirity

| _ - ^ raitional Liabilily 
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Amortization 
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Mr' Michael Watsh
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SHORELANDS WATER CO'' INC' PENSION PLA}'I

FINAI.ICIAL ACCOUNTING STA}.TDARDS BOARD #87

For the Period ending DecemberSL,2AAS

:
SERVICE COST

a. Normal Cost at U"qooi"g, oll"'

;. ioiti.t* at'7 '757o for tull-Year

;: i;i;"-ce cost (a) + (u)

PROJECTED BENEFIT OBLIGAI]ON

a. Projected Benefit Obligation .
b. Erryected aitiU""itt' *eigbted for timing

c. Average exPected PBO (a) + (b)

d. Discount rate

;. lnterest cost (c)x (d)

Amortization of Transition(Att:t)

ff"t nffACHft'mn B' Item 5)

Acnral Return on Assets

G"r i'iiaCrntmm D' Item 5)

10Ls46
7.870

$

$

$

z,7t9,5Ao
Q4.677)

2,694,8?3
7.75Vo

109,416

$ 208,849

J .

4.

(L4,624)

si3,oog

0

L7,944

$ 413,800
,--- EF

$ t41,777

5 .

6.

'7.

8.

Anortization of Prior Service C-ost ̂.

6#Tr;csrtrem G' column 2)

Amortization of Lss [See ATTACIIITdENT H' Item 13]

Net Asset Gain (Loss) during tbeplriod deferred

for later recognitioo (S"t effrcnN4gf'ff D' Item 7)

Net Periodic Pension Cost 
t1\'6;i;").' (i 1- 1+1 + (s) + (6)+ (7)



Bruce S- Edingfon' Esq'

June 9,2004
Page 39

RAR.37. Pleaseprovide,foreachoftbePftfiveyears:a)theCo4any'sSFASSTpenson
cost; and b) the .*rl_;un of auy *j"arurio* to the peosion fund'

SFAS 87 Pension Cost ConUibutionsto Pension Fund

2003
2002
2001
2000
1999

141,m
4,798

(26,986)
(43,841)
(45,569)

0
0
0
0
0

o



O Bruce s' Edingroo Ese'
Jrrne 9,2004
Page44

RAR42.Pleaseprovidc,for.lrch.ofthepasttbreebascratecaseproceedings:a)thetotdrate
case cosrs incurred uv rJ"^#Jil"vt -ab) tbe efrective date of nenr Btes'

Shorelands past3 rate case proceedings

TotalRate Case
Cocils lncuned

Efiedive He of

New Rates

1998
1994
1990

102,479 June 10'199E
'ZS,OOO July 1,199t
'gS,00O July 1,1990

'Represents amount allowed for recovery in rates'



Bruce S. Edingion' Esq'

June 9,20fi
Page 50

RAR4S.PleaseProvidelry-dcomPletecopyofthemost'eceatAnnll8lReporttotbe
BPU' (see attached)

o
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NAT'E OTTITTLIil: SBOREI.AI'IDS WATER gg' ' INC'

LIABILITIES
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o

Purcbase{

i lo"r"tt"a m"""*

Deferred Taxes



Bruce s. Edingon' Esq'

Jr.rne 9, 20O4
Page 51

RAR-49.Pleaseideutifio*t9p-j*anticipatedtobecomplaedbenpeerrJuruaryl,
z0o4 urd December gr' 26oj' For eachp,;i; ;tJ;t"ttd": a) a descriPtion of

tbeproject;b)the*.i,*"ocost;c)oeacn,ar*,tio".-edtodate;d)tbeprojected
(or acr,ut) starr dare; J;;;iiic"a (or acaul) in-service date'

Proiec'ted

Start ln-Service

Date Date

Sed Nov

Feb Jun

Jan Mar

SePt Oct

Oct Nov

Sept SePt

Mar Mar

Mar Mar

Nov Not/

SePt SePt

Aug Aug

' Actlal

Edimated lnctrned

2004 Caoital Budoet

grffio ry Geosraqli? rfollarion system / t',* Modelsoftnvare

$10,000 $9,575 iiO-"n'O Meter Shop Computer Equipment

$20,000 $20,000 lr/XU Ins{allations along Route 35 and 36

$25,000 $0 6" Main - Franklin and Compton

$26,000 $0 6" lvlain - Silney and Woody

$10,000 $0 Field Services Locker Room

Ss,ioo $5,780 Meter shoP Floor

$10,000 $9,500 Valve Ercersizing Equipment

It,ooo $o sensus Autogun

$5,000 $0 Paving under PiPe Fitings

ig,soo $o 3" Mud PumP

ffi*"
Actlal

Estimated lncuned

Cost To Date 6/O4 200rt Carritral Budoet - Produc'tion

Proiec{ Number

1
2

5
7

__Jo
1 1
12

7

, 3

, 5
6

Projected
Date of ln-Service

Comoleton Date

June
Mar
May
APril
Mar
May
Mar
Feb

June
Apr
Jun
April
Mar
June
Aptil
Mar

$128,500 $135392 Plant2-6001<wGenerator

$48,000 $50,570 Well# 3 - Column Pipe and Pump

$6,000 $4,948 Reptace Ptan#2.and Joe P Computer

ii:il $2,es7 $) FaciliworksVo-ucense

$4,300 $4,300 Concrete Lagoons Ptant# 2

$a:t $42s0 Plant 2 - Me:zanine

$9,000 $8J00 RUe'gtass Stop Planks Planl#Z Lagoon

;;; $12,83s scnon UPgrade and GraPhics

ffi**
o $319,269 Total 20M CaPital Budget



Bruce S. Edingio!' Esg'

Jrme 9, 20O4
Page52

RAR49 (Continued)
Pleaseidefitifyallcapitalp,gjq,anticinatedtobecompletedbaweeoJurrraryl,
20G4 and December lr' z6oi' For eacbpd; a) a description of

the project; b) the "rt-uJ cost; c) tue amrar co; iD.,,,fed to date; d) the projected

to, acn d'start date; i;;;;;Ged (or ach'l) in-service date'

2005 Caoital Budoet

6u.3no04

Projected
Start ln-Service

PEb Date
. Feb Jul

Jan Mar

Jul Jul

Jun Aug
Aug Altg
SePt SePt

April Aptil

Estimated
Proiect Number

Proiect Number

Start
Date

Proiected
ln-Servicc Estimated

Date ggg

May O4
March
lvtay
Jan
Feb
Jul
Mar
Mar
Mar
Feb
May
Mar

$6,800,350

$7,100,350 Total 2005 Capital Budget

Note:NoneoftheaboveprojecBhaveincunedactralcapiblcosfstodate

CoS
Sfi-p-oo Gts /l'fyd Model sofrrrnare & consulbant

iro,ooo T&D and Meter Shop Gomputer EquiPment

$25,000 \D(U Software and L'aPtoP

$aaFo 6' Main - Thome' olive' Trumen and Byme

$125,000 Front End Loader

$75,000 RePlace DumPTruc*#4

G00t Fiber optic Network Cable between Builclings

$300,000

May $6,300,000 Reconsfiuction of Plant 1

nilt 
-$aoo,ooo 

Roof structure over Plant 1 Lagoons
,lja| 

$14o,ooo Plant 1 - 6ool<w Generator

Mar $36,000 w"i' Quatity Monftoring for i'lJA cJrambers-l & 2

Mar $35,000 rti Station Relooalion of Plant# 1 Generator

il $15'ooo Plan# Fence around Plant

;;; Egs,ooo Plantr 2 w Monitoring Equipment
.Mar 

$5'500 Plant# 2 Influent Meter

M;t $6,000 Wel# 3 Level Monitor

il $7,500 Plant# 2 Elecfic Gate

oa $1o,ooo Ptant# 1 & 2lT RePlacement

Mar $10,350 Plant*F2 Lagoon 1 Concrete

1 0
1 1
12



O Bruce S. EdingtoL Esq'
June 9,20M
Page54

RAR-51.

, '
LaborCosG - Unchanged

Power Costs

ChemicalCosils

Sludge DisPosal

Change in OPenton exP€ns*

see also RAR,s 27 & zgregarding the increased operaling cosG for the new plant #l '

please qusntify all orpeose inoeaseJdecTesses anticipated as a result of the new

treafineot plant.

Eristino Plant#J Neryv Planl#l lnc' / (Dec"l

56,000 87,500 31'�500

41.800 E8,400 46'600

2,568 3,348 780

' 78'880



Bruce S. Edingion' Esq'

June 9,20M
Page 59

RAR-56.RegErdiogPryelgofExbibit2,PllTidentfhowmrrchofthe'Interestandother
Charges' in the amo'nt "f}gaiS6 is interest -a no* much is other charges' aod

identiS all other cbarges'

, 
lnterest and Offrer Charges - Proforma Rate Year

4n lnteresi on Long Tbrm DeH

12E Amorliza6on DeH Discounc
131 Otrerlnterestbpense

459,500
53s6

10.000
4E4,756



RAR-59. Regarding the response to SRR-13, is the Company proposing to
implement its proposed increase in nro ptrases? If so, please e.:rylain fully
whicb part ofthe increase would be implemented in Phase tr.

Mchael P. Walsh, President

Yes. Based upon the comments at the pre-filing conference held at Newarlq it is the
understanding of the Company that the proposed increase would be implemented in npo
phases. Phase tr would include the Operating Expenses associated with the new Plant
(i.e. electric, chemicat sludge, etc.), the final Construction cos! the final Cost of Debt
and any Capitalizrd Interest accumulated when the Plant was placed in service, as well as
the value of the Capital Improverrents for the I-agoon Roof Stnrcture which is an
associated project, however, not included in the Northeast Remsco contract. It is further
anticipated tbat the w€e and salary increases effective April l, 2005 would be included
in Phase tr.


