
1 ~
~ r

~~ /

/
/

~ RICHARD A. C~RROII
/ Chabman

,' ' ALFRED T. CICCONE
Ivtember

~OHN q. DOHERTY
Membe~

~ ROBERT F. HOWARD
Member

VINCENT J. CIRELLI
Councilmm

.LAURENCE K. fLYNN
Councilman

lAMES R. BERNARDO
Ex-O//iclo

WATER SUPPLY BOARD

. • ~a`Y a' ..

O
. a@r ~ .

~~ 
~ :

c k '
'~... ~j

CITY OF PROVIDENCE

June 19, 1981

TO THE HONORABLE MEMBERS OF THE CITY COUNCIL

City Hall
Providence, Rhode Island

The Public Utilities Commission rendered a decision which is

attached for you information. Pertinent facts included are:

Water rate increase of 29.7% on average

and a specific order establishing the Board as an Enterprise

Fund.

' Please call us if you desire any further information.

Very truly yours,

~, v

Wiley J,:' cher, P.E.
Chie En ineer

enc.
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~JUL 2 1981
READ~
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CITY OF PROVIDENCE

June 19, 1981

The Public Utilities Commission rendered a decision which is
attached for you information. Pertinent facts included are:

Water rate increase of 29.7% on average

and a specific order establishing the Board as an Enterprise
Fund.

Please call us if you desire any further information.

Very truly yours,

~ C~

Wiley J:' cher, P.E.
Chie En ineer

enc.
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P.E., Ac~ing Chief Engineer
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i~sai ~v~~,o.
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Scactary

552 ACADEMY AVENUE • PROVIDENCE, RHODE ISLAND • 02908 • 401-521-6300



~
~ ~

~ -• STA'i'E OF RHODE ISLAiJD AtID PP.OVIDEiSCE PLAIIiATIOPJS
PUBLiC U~ILi~IEs COMrtISSIOPd

IN RE: PROVIDE2ICE 4JATER SUPPLY BOARD: Docket iJo_ 1513

. TARIFF FILCD FEBRU~RY 11, 1931 .

REPOR~ AIdD ORDER

Z. TRAVEL

On February 11, 1981, the Providence Water Supply Board

("the Board") filed its application seeking a permanent increase

in rates so as to generate tor_al annual revenues of 510,402,326, an

increase of $2,423,861 or 30.4$ over present revenues (Exhipits

P-3 and P-4). This sum includes a proposed attrition allowance

of $1,131,592 (Exhibit P-4; CDM Schedule P7o. 1 P. 1}.

On Februa~ry 13, 1981, the Board in this same docket filed

a motion seeking an interim increase, pending decision on the

Februazy 11 filing (Ex. P-8). The tempor.ary incr_ease sought total

revenues of $9,282,255 or $1,392,269 over present revenues. (It did

~ not include the attrition allowance sought in the permanent fil~.ng.)

The temporary increase sought would have raised rates by 19.58~.

The interim increase however, ar_ the Board's request, was subse-

quently in effect withdrawn by asking r_hat it "go nisi" (Tr. 3/6f81,

p. 6).

The proposed increase is not "across the board". ihe application

also proposed revisions to the Board's existing rate design.

Plotice of a public hearing on the Board's request (Comm. Ex. 2}

_ was duly published in the Providence Journal wir_h copies thereof

mailed to City and iown Solicitor.s of communir_ies served by the

*The Boar.d's filing jusr_ified tor_al r.evenue of $10,413,847.
(Ex. P-4, Sched. 1) Its pr.oposed zare schedule, however, wo~ld
gener.ate total revenue of $10,402,326 or_ $i1,4~35 less due to
rounding and adjustments (ibid.)
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Providence Water System, the Rhode Island Consumer Council, and

other interested parties. By Order (10387) of the Comriission

dated March 12, 1981, the effectiveness of the rates was suspended

until August 15, 1981.

Public hearings commencing I~larch 2, 1981, were held at the

offices of the Commission. Further hearings were held on March 6,

24, and 25, April 3 and 16, May 7, and June 3. Additionally, evening

hearings were held on April 21, 1981, at the Warwick Public Libzary

and on May 6, 1981, at the offices of the Commission in order to

pezmit members of the public to attend.

II. APPEARAi10ES

Providence Water Supply Board--~~Tilliam J. McGair, Esg.

Division of Public Utilities and Carriers--John R. McDermott,
Special Assistant Attorney Gener.al

R.I. Public Utilities Commission--hlelvin L. Zurier, Esq_

, Intervenor, City of Warwick- ~homas ilullaney, Assistant City
Solicitar

Intervenor, City of Cranston--Jeremiah Jeremiah, Jr., City
Solicitor, Arthur ihovmasian and F:athleen Voccola,
Assistant City Solicitor.s

Intexvenor, City of East Providence--Orlando Andr.eoni, City
Solicitor

Intervenor., Greenville Water District--John Hines, Counsel

Intervenor, Town of North Providence--Rober.t Cir.esi, To~n
Solicitor

Rhode Island Consumers Council--Hugo L. Ricci, Jr. Esq.

- III. JURISDICTIOr1

In 1977, the then Rhode Island Attoxney General issued an

opinion that the Board was a"public utility" within the sco~e of

-2-
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Chapter_s 39-2 and 39-3, Rhode Island Genexal Laws. ~he Board

in Docket 1314 in 1978 filed foz a rar_e increase of $3,752,Q00 or

' approximately 76%.- Following extensive public hearings in that

docket, the Commission on ~ugust 3, 1978, authozized an increase

in the a:aount of $1,978,825 or approximately 40s to take effect

with respect to service rendered following that date.

The Board subsequently appealed this order on jurisdictional

grounds. ~he Rhode IsTand Supreme Court, in City of Providence v.

Public Utilities Commission 414 A.2d 465 (Decided April 29, i980)

determined that the Commission did not have jurisdiction over the

Board.

By Chapter 335 P.L. 1980 approved ~iay 19, 1981, Section 39-1-2

General Laws of Rhode Island, 1956, was amended so as specifically

to provide that the Board was a"public utility" within the meaning

- of that section. (On May 9, 1981, 10 days after the Supreme Court

, decision but before the change in law, the Board had vor_ed on its own

to increase existing rates approximately 76~ over those approved in

Docket 1314.) The Commission on May 19, 19bQ issued its own initial

order directing the Board to file rate schedules together with the

basis upon which such rates had been set. This initial order

commenced the present docket.

After several hearinqs before the Board in ;Iay and June,

by Order (10184j the Commission directed that the Board file its

testimony and supporting schedules by August 27, 1980. ~he Com-

mission's Order was appealed by the Board to the Rhode Island Supreme

. Court and the appeal was denied on August 25, 1930 (M.P. 80-331).

-3-



~

• As a result, on August 28, 1980, the Commission issued a further

Order {10223) prohibiring the Board's proposed rate inczease

announced May 9, 1380.

The Board then filed its testimony with the Commission on

February 11, 1981. This represenr_ed, in effect, a new rate

filing--the first submitted by the Board under the 1980 legis-

lative revision. The Board also filed certain information required

by R.I.G.L. 39-2-12.1 as well as other pertinent sections of the

Rules of Practice and Procedure of the Commission. -

IV. SUMMARY OF TESTIMOPJY

The Board presented four witnesses, two of whom submitted

prefiled testimony. They were Thomas S. Car_lin, Utility Rate

Specialist with the management consulting firm of Camp, Dresser &

McKee, who prepared the rate filing (Exhibits P-4 and P-9A) and

`Jiley J. Archer, Acting Chief Engineer of the Board (Ex. P-9B).

• Additionally, the Board presented for cross-examination Gezard ~

Mack, Assistant Manager of Frank B. Hall Insurance Company who

testified about insurance requirements of the Board (Exhibits

P-10, 11, 14 and 15}, and Robert J. Easton, a certified public

accountant and member of the firm of Laventhol & Horwath, who was

responsible for preparation of a cost study analysis of services

provided by the City of Providence to the Board (Exhibits P-12

and P. 25). Mr. Catlin had prepared the filing on behalf of the

Board and testified at length on matters relating to cost of sezvice

and rate design. Mr. Archez's testimony concerned the operational

' requirements of the Board, the relationship with the City Government,

and proposed plans for capital programs.

Q~



~

At the request of the Commission, John Rotondi, Pr.ovidence

Acting City Solicitor_, appeared and reviewed caith the Commission

certain legislative histozy of the 3oard (Lr.. 4/16/81, p. 39, ff-

' Exhibits E-4 and C-5). Additionally, the Boazd presented certain .-

exhibits including a position paper presented before the American

Water Works Association relating to establishing rate stxuctures

with differentials between in-city and out-of-city users for

municipally-owned facilities (Ex. D-23). The record was sup-

plemented further by agxeement of the parties (Tr. 5/7/81, p. 48)

by an affidavit and schedule prepared by Mr. Catlin showing a

modified attrition calculation.

While the Division had retained consultants for_ purposes of

examining the filing (ir. 3/2/81, pp. I2-13), the Division elected

t not to present any prefiled testimony but rar_her relied on cross-

examination of the Board's case. Intervenor, City of Warwick,

presented prefiled and cross-examination testinony of Edmund T.

Hague, Warwick City Treasurer and Deputy Finance Director_ (See

Warwick Ex. 1). Mr. Hague took issue with the methodology used by

the Board in establishing the differential between in-city and

out-of-city users. He also quesr_zoned certain fluctuations and

expenses of the Board and emphasized tne importanc~ to Warwick that

funds of the Board be segregated from general revenues of the City

of Providence (Tr. 5/7/81, pp. 5 ff.). Zn addition, East Providence

. City Solicitor_, Orlando Andreoni presented a resolution of

the City Council of East Providence opgosing further rate incr.eases

(Tr. 3/25/81, p. 5).

-5-



Testimony on behalf of the gener_al public was presented

. by Gilberr_ Armitage (Tr. 4/21/81, p. 3), Owen Perry of r_he ~7arwick

Water Department (ibid. p. 25), David Y.olodorff of the Cranston

Coalition for Consumer Justice (Tr. 5/7/81, p. 2), and Anthony

Melone, a former bookkeeper with the Providence Water Department

from 1921 to 1941 (Tr. 5/6/81, p. 5, ff).

The record in this case consists of all of the forzgoing,

plus responses to certain data requests, the filing and communi-

cations by the Water Supply Board to the Commission, and notices

of the hearings.

~
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V. BACKGROUtJD AtJD SCOPE OF PETI ~ IOZJER' S SERVICE

The Providence rrlater Supply Board was established by Chapter

' 1278, Public Laws 1915. Prior thereto, Providence had furnished

, water to its own citizens and to certain out of city customers by

authorization of Chapters 598 and 640, Acts and Resolves, 1866.

The 1915 legislation authorized Providence to acquire the

prasent site of the Scituate Reservoir. At the same time, it

created an obligationfor the City to furnish water at wholesale

rates to communities formerly served by the watershed of what is

now the Scituate Reservoir (i.e., the north branch of the Pawtuxet

River and related feeder sources). ~

Examination of the Board's annual reports (Exhibits '•P-5-7 and

Response to Commission Data Request) comprehensively disclose the

following information:

The present source of supply at Scituate came into operation

• on September 30, 1926,,at which time the former pumping stations

and filter plants of the cir_y at Pettaconsetr_ and Pawtuxet River

suppiy were officially abandoned. The new supply was formed by

consr_ruction of the Main or Scituate Dam across the tlorth Branch

of the Pawtuxet River just below the village of Kent. The Scituate

reservoir and five smaller reservoirs tributary to it then became

the water supply to metropolitan Providence. Approximately

twenty-four square miles of peripheral land was acquired in fee

by the City of Providence, by condemnation and purchase--over five

square miles more than the total ar.ea of the City of Providence. _

' This was part of the overall 92.8 square mile maple leaf shape

watershed area which comprises the Scituate Reservoir Sysr_em.

-7-



In the 1930's a number of additional communities were

authorized to be serviced by the Providence Water system at

, wholesale and retail. At present, water is sold at wholesale

to the hent County 6later Authority, the cities of Cranston,

Warwick and East Pzovidence, the East Smithfield water Distrzct,

the Smithfield Water Department and the Gzeenville ~Jatex District,

and at retail to Pto rth Providence, Cranston and Johnston. Overall,

at June 30, 1980 the Board had some 67,674 services at retail.

It is estimated that, including the number of persons indirectly

serviced by wholesale sales, some 450,000 citizens of Rhode Zsland

receive their water supply from the Provicience War_er Supply Board.

(Tr. 3/25/81, p. 54).

As of June 30, 1980, the Board owned some 842.98 miles of

water mains in Providence, Cranston, Johnston and Plorth Providence,

' ranging from six inches to sixty-six inches in diameter. The

network consists of iron, steel, asbestos, cement and reinforced

concrete steel cylinder pipe. Some of the iron pipe is more than

one hundred years old and goes back to the original installation

authorized by the 1866 legislation.

During the fiscal year ending June 30, 1980, there was a net

increase to the system of 7707.17 feet of mains over the pxevious

year. Services installed showed a gain of 496 over those removed.

There were some 5114 hydrants in use anci 16,760 valves. The total

metered water consumption for the year ending June 30, 1980, was

~ 28,750,450 HCF or 63.25 million gallons per day. Of this

, amount, almost 33~ was furnished to the seven communities receiving

water_ at wholesale. The remaining 67~ by volume was divided between

~:~



City of Providence retail users (about 39~ ) with out of city

retail users (Cranston, Johnston and idorth Providence) comprising

the remaining 28$. Thus, overall, it may be seen that about 610

, of all the water consumed was consumed by out of city users (See

Ex. P-4, Sched. 2, Supporting ~able 1; see Tr. 3/25/81, p. 54.)

The quality of Providence watez has been well within EPA

requirements. ~he F7ater Supply Board maintains well staffed

laboratories which make regular samplings. (More than 13,000

samples were taken during the year ending June 30, 198D). ~he

total number of tests made during this period approximated 93,000.

The r_reatment plant has been described as one of the most

modern filtration plants in the country. It is all electric from

a centralized control system. Appr_oximar_ely 96.1~ of the amount

distributed throughout the system is accounted for on customers'

meters--an unusually high percentage, well in excess of American

' Water Works Association standards.

VI. RATE HISTORY

An excellent statement of the Board's history, with particular

reference to rates, is found in "Water Rate Study, October, Z973",

prepared by the Board's then Chief Engineer, John E. Rogers,

P.E., and the late Philip J. Holton, then a consultant and formerly

the Board's Chief Engineer. ihis study was in evidence in Docket •

No. 1314 as Providence Exhibit 31, of which the Commission r_akes

administrative notice.

The study discloses that between 1923 and 1959, there was

only a single increase in the Water Board's rates. As a resulr_

of a 1975 study, it was determined that Providence residents were

-9-



subsidizing the cost of water to otner communities. Accordingly,

a set of rates, effective February 1, 1959, was established

~ resulting in higher differential rates to communities outside of

Providence.

'i'he next rate increase was promulgated in 1974 as a result

of the 1973 study referred to. It preserved the rate differential

between city and out of city users. The 1974 zates, as recommended

by the 1973 study, were those in force until August 1978 when

the present rates were approved. Current rates are as follows: ~

-10-
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THE W,~TEP, SUPPLY BO,~P.O 0~ ??flVf D:~`IC~, RI

CURR~P~T RATE SCEJLLE
(Ef`ective August 3,I978}

~ ~ Retail iVater Rat_s

- . Rate (SIF~C~-)
: aa-ts ~on, orL~;ton,

Bloc~ Prwi.d_.~ce N. Pr-ovi.~ence

Domestic _ $.3~ 5.43

InLerneclia~ .24 . .30

Irtd:Ls ~'ial . .16 " .19

Blocl: Limits (H~)
Annua uarter y ontn~y

Accaunts Accoc~,zts ~cco~ts= -

0 to 4D0 0 to I00 0 to ~3

S00 to 4,000 100 ta I,000 » te 3~1~

wer ~,000 aver I,000 w~r ~~3

bfini~an Char es and ~~a _er AIlati.ances
Provzd~nce)

rkter Annual Acco~nts Quarterly .~;cco~ts
Si ze owance ~iZrn~ ance
(in. ) G~arge (HCF) ' Charge (HC.L)

5/8 ~, 3/4 $ 14.52 44 $ 3.63 I1

1 24.75 75 ' S.94 I8

1'~ • 49.50 150 I2.21 37

2 77.55 235 19.I4 58

3 148.80 470 37.08 117~

4 2I2.40 735 52.92 I83

6 388.80 1,470 97.08 3b7

8 844.80 3,3'0 ZII.08 842

—il—

rionthl~ Accaunts
Allo~~:ance

Char~e (HCF}

S 0.99 3

I.98 6

~ 3.96 1Z .

6.Z7 29

IZ.~3 ~g.

I7.61 bl

32.25 I'Z

~0.~7 Zso

r1
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: ~Ln~~ Cciarees. and .:~t_r .4ilo,:.~r~cc~
(Crans~on, Joru~s~on, i~er~i ProLidencc)

Aleter Annual :lccounts
Sl=~ Ai OtJ3I1C:

(in.) Cnarge (HCr~

S/8 ~ ~/4~$I8.9Z . 44

1 . 3Z:25 iS

I~ 64.50 ~ I~0

2 10I.05 23~

3 193.00 470

4 27Z.50 735

6 ~ 49~.00 I,470

8 I,063.00 3,370

Q~ai' _c rI~• rlccour, ~~
tuZC:t~1i1CA

Ctiar~e (I iCFI

$ 4. 73 ii

7, 7~. IS

I~.9I ~ .i7

2;.4T 5g

48.1Q ~~~

67.90 13 i

I23.10 ~fi i

26~.60 S`~~

Private Fire Pro~ec~ian Se n-ices

~fo;t~;tl~' :~CCCtl;li:
~llc::; ti,_c

C~t;:: ~' (E iCF)

~ I.29 ~

2:58 ~

S.I6 I-'

8.I7
Iu

I5.99 '°

22.59 GI

50.89 1='-

88.29 ~~~

In accnrd~nce z:ith the minim~ cllar~~ sch~dule for ~eneral ~•:~t^r u; e in
each co ~~, ' ~y. ,

1►11olesale l:ater Use

$230.20 per million o~llor.s

Hydrant Rental Charn`s

Providence
$69.50 per y~ar

Cranston, Johnston, N. Providence
~97.60 per year

(E:~Fi. P-4, APPEIIDIX A)
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The pr.esent retail rate schedule is based on a three step

structure--domestic, inter.mediate and industrial. In addition,

revenue is derived from wholesale.sales pursuant to contracts

entered into with Cranston, East Providence, the East Smithfield

Water district, the Greenville Water district, ~ent County Water

Authority, the Town of Smithfield and the City of Warwick. (Exhibits

P-16 to P-22) Other revenue is derived from hydrant rentals in the

retail communities, private fire protection charges, service instaliation

charges, and main extension charges. Further miscellaneous revenues

are realized from the sale of electric power, setting and repairing

meters, services, mains, hydzants and sale of lumber.

The Board used as its test year the year ending June 30, 1980

(FY 1930). It calculated pro forma revenues for this period and

adjusted for incr.eased sales through FY 82 as follows:

Pro forma Retail Water Sales Revenue 5,517,550
Pro forma Wholesale Water Sales Revenue 1,628,311

~ Pzivate fire service revenue 115,474
Adjustment for increased sales in FY 82 299,164
Hydrant charges revenue 418,002

Total revenues 7,978,50
(Ex. P-4, Appendix A, pp. 1-2 of 3)

It then calculated pro forma expenses for the test year

of $9,391,130, from which it deducted miscellaneous revenues from

sale of electricity, service charges and repairs, sale of tinber_

and other such revenue, tor_aling $108,875 (P-4, Sched. 1, p. 1).

To this the Board added an attrition allowance of $1,131,592, resulting

in a total revenue requiremtnr_ of $10,413,847 (ibid.).

The Board proposed rates that would yield revenue of $10,402,362.

The gap between such revenue and those from existing rates resulted

-13-



in a requested rate increase of $2,423,861 or 30.~%. This is

' shown in the following statement: (Ex. P-4, Schedule 1, p. 1 of 1).

-14-



STATE•tENT OF REVE,~UE REQUIR~~f~NTS
~~ ~:~; . -
~
=~: - Item
~
~ PRO FflR,~lA EXPEYSES .

:~ Op2ratian and ~laint~nante

`~ , Cifi} Servicss~ ~ ~ ~

~- Property Taxes ._...~
- Insurance Requi rements -

;~ '_; Worlci n Ca i ta1 Ex nse .:
~ . . g p ~
~ ~ :-~ - Capi ta1 Requi remertts
~ .'~`~ ~: -

~- Totai Pro Farma Expenses

~' Less_ Miscellaneous Revenue.,~ _':__ : _.: . _

~=~'`.' fVet Pro Forma Reveriue ReqUirement

~ ~ .
^:~ ` ATTRITiON ALLOWAP~CE FOR FY 1982

y ~ . ~ . - . . ~ ' . .

~ TOTAL RE1lENUE REQUIRED FROM SRLES OF.
`~ . WATER AND FIP.E SERVICE IN FY 1982

CD,"I Sch2dule No. T

Page 1 of T

Supporting
Ta61e Amount

T .~4,135,167 ~ ~

2 358,585 ~

3 i,5g5,T66 : ~~:::.:~-.-

4 281,6b6

- 5 26i ,8~1 -

(i) 2,758,705

~9,391,T30

6 i108,87~)

~9,282,25§

(2) 1,T3T,592

S10_413_847
--~
._ ,^ .

~ PROJECTED REVEPlUE FROM SALES OF WaTER

~~ AND FIRE SERVICE IN FY 1982

~~ Revenue at Propose~ Rates (2) $1Q,402,3b2

Revenue at Existing Rates (3) 7,978,~o1
~

"3 RATE INCREASE REQUESTED
_• Amourtt - ~ 2,423,861
~ -
- average Per~entage Increase 30.4A
~ ~

NOTES: •
1

~
(1 } Refer to Ca'M Schedule No. 4.

C ;(Z) Refer to CDF! Sch~dule No. 7.

~ (3~ Refer to App~ndix A,
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~ ' VII. ISSUES PRESEtdTED

As previously noted, the Division did not see fit to present

• direct testimony but rather relied on its cross-examination

following analysis of the Board's filing, and further discovery.

The City of Warwick questioned only the Board's approac~ to estab-

lishing a differential between in-city and out of city users.

Except as hereinafter specifically set forth, neither the

Division nor the City of Warwicl: challenged substantially the

Board's figures on its cost of service or caoital requirements.

Further, as will be noted in a succeeding section of this

Report, the Board in its filing did not seek any return on

its investment as would a privately owned utility. In other

words, the Board, consistent with the Commission's ozder in Docket

13I4, sought only to recover its operating expenses and an allowance

~ for capital requirements. In its xate design, the Board did set

foxth a differential between Providence and out of city users,

the differential being based on a so-called "return on invesr_ment"

and depreciar_ion allowance, but the overall zate inczeases sought

would not recover any more revenues for the Board than thvse required

to pay for cost of service and capital needs. ~here is no allowance

for "profit".

Issues raised by the Division are as follows:

1. Should the attrition allowance extend for the period

through FY 1981-1982, (as proposed by the Board) or solely

through the test year, adjusting foz known and measurable

. changes and an inflation factor of 10 percent?

2. Should the Board's financial operations be independent

of other City finances thr.ough the medium of an "enterprise fund"?

-16-
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3. Should the Board "recover", as an offset to charges for

city services, an amount to reflect past transfers from Board

revenues to the City of Providence general fund?

4. Should the Board's pzo forma revenues reflect potential

increased revenues from sales of excess electric power to tlarra-

gansett Electric Company in line with those proposed in Docket

t~o. 1549?

5. Should the insurance reserve fund proposed by the Board be

rednced?

Additionally the City of Warwick raises the issue.whether the

proposed differential between in-city and out-of city users, as the

same applies to sales at cvholesale, is aporopriate.

-17-



1.' Attrition Allowance

The Board seeks an attr.ition allowance of $1,131,592. ~he

allowance was derived by projecting a$10,413,847 r~venue

requirement for FY 1982 as compared with its $9,282,255 pro forma

revenue reguirement for the test year* (Exh. P-4, Sched. 7, Table 1).

The Bvard adjusted pro forma revenue requirements "for known and

measurable or estimatable cost increases for F`i 1982". The Board's

theory was that the allowance should extend for the first year

following the effective date of the order authorizing an increase

(Tr. 5/7/81, p. 46}. The test year being the fiscal year ending

June 30, 1980, the Board`s filing took into consideration actual

costs for the first six months of FY 1981. It then adjusted these

by known and projected increases through June 30, 1982, also

factoring in projected increases both in sales revenues and

~ miscellaneous revenues to reach its conclusion.

The Division requested the Board to furnish a calculation

modifying this amount by providing that test year expenses be

adjusted only by (1) known and measurable expenses through the date

of the Commission's Order, and (2) the effective inflation rate for

those expenses not otherwise adjusted for known and measurable changes

*The $9,282,255 "pro forma revenue requirement" was arrived at by
using (1) actual expenses for operation and maintenance during the
historic year July 1, 1979 to June 30, i980. ("the test year~>);
(2} determining the capital program dur_ing the test year, including

. a working capital allcwance based on r_he City of Providence's cost
of money; and then (3) adjusting all these expenses by those items

. that were "known and measurable" at the time of the filing. The
resulting figure is the "pro for.ma" zevenue requirement.
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(Tr. 5/17/81, p. 45). By agreement (ib:d., p. 48) tne record was

supplemented by Mr. Catlin's affidavit, setting fortli a revised attrition

allowance. Followzng the Division's appzoach, Mr. Catlin arrived at

a revised pro forma revenue requirement of $9,596,430, or some $817,417

less than that proposed by the Board. (See "Response to Data Request

of May 7, 1981" containing affidavit of Thomas S. Catlin and "Summary

of Revenue Requirements" herein.}

An attrition allowance is mandated because of erosion of earnings

in an inflationary period. The Division's brief cites our decision

In Re: Narragansett Electr.ic Company, Docket t1o. 1288, 23 PUR 4th

516(1978), as authority for limiting adjustments only to the twelve

month period beyond the test year.

noted at 23 PUR 4th, p. 544:

In that decision, however,.we

"We do not believe it is reasonable to go beyond the
twelve month peziod withour_ giving recognition to the
additzonal revenues to-be realized beyond r_he tesr_
year." (Emphasis supplied)

In the present case, the Board's calculation does take into account

recognition of such additional revenues through FY 1982. Further,

as we noted in our decision in Docket No. 1288 at pages 543 and 544,

the one year limitation was based upon the record in thar_ case.

In Narragansett Electric Company, Docket No. 1499 decided

November 8, 1980, the Commission, in discussing Docket tdo. 1288,

observed:

"Where the Commission disagrees with the Division is in its
assertion that the period for which adjustments should be
made must be limited to a twelve month period or less. As
indicated in Docket 1288 the scope of the prospective adjust-
nents must be determined by the facts in each case. In other
words, the scope of r_he adjustments may be more or less than
twelve months depending upon the facts in the case. Gener.ally
speaking the scope of r_he adjustment found to be reasonable
is dependent upon the Company's ability to meet its burden
of proof r_hat the allowance is zequired to maintain a reason-
able level of r_etur.n.



, While the Commiss:on has r.ejected the Company's projecr_ed
operating expenses as the primar.y basis for rar_esetting,
it does believe r_hat the forecast is a useful r_ool to be

~ relied upon for the purpose of esr_ablishing an appr_opriate
. attrition allowance..."

Zn the pr.esent case the Commission believes that the Board•s

methodology of calculating an attrir.ion allowance was based on

credible evidence and notes that the Division presented no evidence

to the contrary. Accordingly, on this record, the Commission

approves the attrition allowance approach offer_ed by the Board in

its initial filing.

2. and 3. Fiscal Independence and Prior_ ~ransfers to the General Fund

We now turn to the reiated issues of (1) whethez the Cir_y,

pursuant to Rhode Island statutory and case law, has the authority

to transfer funds from the Board's account to the general fund

of the City of Providence without the express permission of the

• Public Utilities Commission, and (2) cahether tiie Board's fiscal

affairs should be nanaged so as to assure its fiscal independence

thr.ough the medium of an "enterprise fund". ~he der_ezmination

of these questions necessir_ates a review of the statur_es pertaining

to the Board's abiTir_y to fix its own rates and to control the transfer

of its f unds.

In 1915, the Board was established by P.L. 1915, Ch. 1278,

entir_led "An Act to Furnish the City of Providence ~~ith a Supply

of Pure Water". This Acr_ authorized r_he Ciryo uf Providence

to issue war_er bonds, but required that a sinking fund be maintained

: for_ the redempr_ion of these bonds. This sinking fund was r_o be

compr_ ised of :

"all excess r.eceipts from war_er rents over
and above the necessary expenses of managing
the water. wor}:s of said ci r_y, r_he interesr_ on loans
and bonds issued on account of such water works,
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and any amounts transferred to any water ~oorks
depr_eciation or. extension fund...[a]11 premiums
arising from the sale of the bonds issued by autho-
rity hereof...[t]he net pr_oceeds from the sale or

' lease of any buildings or lands author_ized hereunder..."

This Act, which has been amended on num.erous occasions, was

amended by P.L. 1936, Ch. 2316, wherein the Board was permitted

to sell water dizectly to consumexs of various towns at retail

or to town water or fire districts at wholesale. In addition,

the Pr.ovidence Commissioner of Public Florks was authorized to

determine the rates at which water should be sold to users oz

consumers.

Of additional relevance are Sections 6.27 and 6.28 of the

Providence City Charter_ (enacted by P.L. 1945, Ch. 1665). These

sections create an apparent conflict concerning the application -

of surplus finds generated by the Board. Section 6.27 requires

that "all revenue from the water supply system...be applied only

• to the oper.ation and maintenance of said system and for the payment

of interest on and the retirement of bonds or for. other purposes

of said system..." Section 6.28, however, which applies to surplus

f unds in general without making any specific r_eference to the Board,

requires that any surplus resulting from excess xevenue receipts

over estimates and unencumbered balances of appr_opriations shall

revert to the gener.al fund of the City of Providence.

At r_he Commission's request, John Rotondi, Providence's Acting

City Solicitor interprer_ed these charter sections as follows:

"MR. ZURIER: And the lasr_ one made reference to r_he
proposed city charter. t1ow, looking at the present state

' of r_he law in Providence, what -- and Ioo3:ing specifically
at Paragr_aphs 2 and 3 oz Section 627 and 628, how do you
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inter_pret, as the City Solicitor_, the aur_hority of
the Ciryo uf Providence wir_h respect to revenues of the
~dater Board, can it be used for. any pur_nose other than
is ser_ out in Section 627?

THE WI~PJESS: I don't believe it can.

MR. ZURIER: At 627 says shall be applied only to ~"
the maintenance and operation of the system, the payment
of interest on retirement of bonds and for other purposes
of said system, said system meaning the, presumably, the
Water Board. And the succeeding section of the charter,
628 which talks about reversion of the funds resulting from
excess revenue would not relate then or is it your opinion
r_hat it would not relate to excess revenue from the water
Supply Board?

THE WITPdESS: It is my opinion that it would not

relate to excess revenue from the Water Supply Board."
(Tr. 4/16/81, pp. 49-50)

We note that Section 808 of the ~iome Rule Charter for r_he City of

Providence approved by P.L. 1981, Ch. 37,provides that any excess

revenue from the water supply system,as determined by r_he Board, be

~ paid into and credited to the general fund. We decline to address

this Section because the Home Rule Charter does not take effect

until June of 1983.*

* In 1967, two other apparently conflicting acts were passed pertaining to the
authority of the Board to fix its own rates. Public Laws, 1967, Ch. 162, amendinq
P.L. 1915, Ch. 1278 discussed above, provided that "in case the City of Providence...
elects to sell water directly to water users or consumers, the Board _..shall have
the right to determine the rate at which said water shall be sold." In the same year,
however, P.L. 1967, Ch. 156 was enacted, which section inciudes within the term
"public utility" any public water works and water service owned by any city which
sells water, on a wholesale or retail basis, outside the territorial Iimits of such
city of town. (The Board clearly falls within this definition as it sells water to
co~unities outside of the City of Providence.) By virtue of this latter statute
which gives the Board the status of a public utility, it appeared then the CoBnnission
had to approve any and all rates set by the Board.

; The effect of these two statutes on the Board's ability to fix rates independ-
ent of the Conanission was determined in City of Providence v Public Utilities Commis-
sion 414 A.2d 465 (1980), wherein the Supreme Court of Rhode Island held that because

' P.L. 1967, Ch. I62 became effective subsequent to P.L. 1967, Ch. 156, Chapter 162 re-
pealed by implication Chapter 156, thus givinq effect to Chapter 162 and eliminating
the jurisdiction of the Commission over the Board. In resgonse to tnis decision, the
Legislature, in P.L. 1980, Ch. 335 (approve8 May 19, 1980) sgecifically defined the
Water Supply Board of the City of Providence as a"public utility," thereby clearly
establishing the jurisdiction of the Commission over the Board.
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Given the Board's status as a public utility, it is within

the author.ity of the Commission to define the financial relationship

which we believe must exist between the Board and the City of Provi-

' dence. See R.I.G.L. 1956 (1977 Reenactnent)'§39-1-1, §39-1-38,

In Re Pxovidence Watex Supply Board, docket number 1314 (1978).

In our earlier order in Docket No. 1314, su ra, we delineated

the financial relationship between the City of Providence and the

Board and determined that an "a~:m's length" relationship must exist

in order to eliminate the draining of the Board's reserve fund by

the City and the consequent under.mining of the self sufficiency of

the Board and its ability r_o r.ender vital services. With our juris-

diction reaffirmed, we continue to adhere to our view that such a

relationship must be absolutely and scrupulously maintained, and

, we repeat our position that no rate increases with special aliowances

for renewal and replacement to upgxade the water_ system will be

sancrioned if the Board does not remain independenr_ from the City.

The Board is now expr_essly defined as a"utility". As we

noted in Docket No. 1314, in another context, paraphrasing Gertrude

Stein, "a utility is a utility is a utility". Section 39-1-I of

the General La~as vests in the Commission and the Division

"The exclusive power and aur_hor.ity to supervise, regulate
and make order.s governing the conduct of...(public
utilities) for the purpose of increasing and maintaining
the efficiency of such companies, according desir.able
safeguards and convenience to their employees and r_o the
public, and protecting them and the public against improper_

• and unreasonable r.ar_es, tolls and chazges..."
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In exer.cise of this jurisdiction, we would regard any diversion

of water r.evenues by the city for purposes nor_ compr_ehended within

• the.scope of this Report and Ozder as a practice proscribed by

Section 39-4-10 of the General Laws or other appropriate statutory

authority. 61e iurther expressly condition r_he increase in rates

provided herein on establishment by the City of a practice

providing for independence and segregation of all revenues

received by the Board.

Our decision to reaffirm this approach was supported by the

unanimous view of all who testified to this issue. It has been

urged vigorously, not only by the Division and Intervenor City of

Wa r~ick; the City's own consultant Laventhoi & Horvrath, in its

1979 study recommended _..

"1. The City should create a separar_e enterprise fund
. for the PWSB. This would esr_ablish the PWSB's financial

independence, as all sur.pluses and deficits would renain
in this separate enterprise fund.

2. The sepazate enterpzise fund should be set up retroacr_ively
to the fiscal year 1978 which is the year after the
decision of the Rhode Island Attorney General that rate
ser_ting was subjected to Public Utilities Commission (PUC)
approval.

3. All tr_ansactions between the PWSB and the City of
Providence should be handled on an "arms length" basis.

• (Ex. P-12, p. 13).

The fiscal independence of the Board has further been recom-

mended by the former acting finance director_ of Providence and the

Mayor.'s special finance commitr_ee (Tr. 3/25/81, p. 52). The Board

_ itself believes such independence r_hrough the accounting method of

an "enterprise fund" is appr_opr.iate. (See ~r. 3/25/81, p. 55). Board

witness Easr_on reaffirmed that an enter.prise fund "is in accor.dance

with generally accepted accounting principles" and agreed that such

a fund would r.epr.esent "sound managenent" (Tr. 3/25/81, p. 32-33)
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The Commission concurs with all these views and therefore

mandates that Board revenues and disbursements be separately

accounted for through an "enterprise fund". ihe Commission directs

. that the Board repozt to r_he Commission on-or. before October 1

detailing the manner in which the same has been or will be implemented.

The continued existence of an arm's length r_elar_ionship

mandates that no funds whatsoever be transfer.r.ed to r_he general

fund of the city of Providence without the express prior appzoval

of the Commission. While the Commission acknowledges that transfers

of surplus funds from the Board's account to the City's general

fund have occurr_ed in the pasr_, we decline to engage in retro-

active ratemaking or to take any action ~vith respect to such

transfers that occurred prior to tne enactment of P.L. 1980,

Ch. 335, on May 19, 1980 at a time when the Commission was without

jurisdiction over the Board.

• Ther_efore the Commission will not direct that the value of

city ser.vices be offset by a hypothetical wor.king capital value

of the amounts of prior_ tr_ansfers as the Division urges. We

recognize that the City heretofore has had complete zesponsibility

for the acquisition, owner.ship, maintenance and management of the

plant. Its full faith and credit remains pledged on the general

obligation bonds issued and still our_standing. Our order today

proscribes future transfers only.

-25-



4.: Tr.eatment of Revenues fr_om Sale of Excess Electric Power

In the operation of the plant, the Board genezar_es a cerr_ain

amount of electr_ic power eYcess to ir_s needs. Under a contract

with the Plarragansett Electric Company originally entered into

in 1930 and subsequently amended, the Board sells its excess power

to Pdarragansett at 6 mills per kilowatt'hour. To the extent the

Board purchases power from tlarr.agansett, it offsets the cost of this

by furnishing a substantially equal amount of its own power to ilarra-

gansett. If the Hoard genezates excess power, the excess is sold

at the 6 mills rate. This rate has been in force since 1949.

The contract is terminable upon 6 months noti,ce (Ex. D-1 Tr.. 5/7/81,

p. 50-51}.

On Mar_ch 20, 1981 in Docket No. 1549 by Order (10391), the

Commission directed Narr.agansett to file a compliance tar.iff

under a for.mula which would substanr_ially increase amount paid by

, it for power thus "cogener.ar_ed"., The Commission approved the

compliance tariff in Order (10452) on June 10, 1931. ~he applicable

rates under the new Power Purchase tariff will result in pr_ices for

such excess power at a level several times higher. than 6 mills

presently paid to the Board.

The Division urges in its brief that such additional revenues

be considezed by taking a three year average of revenue from such sales

for the most recent years, and reflect ther.ein the new rates. The

Board's revenue from sales of electr.icity ar_ the 6 mills rar_e has declined

over. r_he years 1978 r_o 1980 fr.om $25,127 to 512,727 to $2,3~1 (Ex. P-4,

• Sched. 1, Table 6) Testimony indicated thar_ the Board's ability to

generar_e power is a function of rainfail and water levels which recently

have been low (Tr. 5/7/81, p. 53-54).
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We nor_e fur_ttier that r_he contr.act is r_erminable by the

Board only afr_er. 6 months notice. Fience :t is not li}:ely that

, any new rates would r_ake effect until January 1982, assuming the

Board gives notice forthwith.

Finally, the impact of Docket t1o. 1549 on excess power

generated by the Board is not ciear.. Order (10391) provides a

number of options including further negotiations between the Board

and tdarragansett. ~he present tradeoff is subject to elimination.

For this reasvn the Board noted its difficulty in trying to quantify

the effect (Tr. 5/7/81, p. 53).

We therefore conclude that the resulting effect of Docker_ 1549

is not sufficiently known and measuxabie for us to incorporate a

specific amount in this Order. We do dir_ect the Board to report

to us on a semi annual basis on the star_us of its sales of excess

' power so thar_ if r_his becomes a mar_erial amount, the Commission will

be cognizant of it.

5. Insurance Reserve

Heretofore all claims against the Board based on activities

of the Board have been asserted against r_he City in tfie fizst

instance. They are referr.ed to r_he City Council Committee on

Claims. If not setr_led, litigation against the City is defended

by the City Solicitoz's office. The Board has no commercial

insurance nor formal self-insurance covering any of its operations

(Ex. P-14), whether for. liabilir_y, damage to its property, wor.kers

• compensation or. or.herwise.

. In keeping with the admonition in Docket- t1o. 1314 that the

Board maintain an "arm's length" relationship wir_h the City, r_he
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Board's filing provided for an allowance fox payment to the City

for taxes and city services furnished the Boar_d, as ~veli as recovery

from r_he City of charges for water_ service and hydrant zentals.

• The reasonableness of these charges was nor_ contested by the

Division or other intervenor.s.

The Board, in further puzsuance of our "arm's length" directive,

commissioned Frank B. Hall & Co., insurance consultants, to make a

preliminary jn~~~n~ ~ ry~,}~ management study (Exhibits P-11 and P-13).

The Board presented Gerard A. Mack, Assistant Manager of Frank B. Hall

& Co., to testify on the study. (Tr. 3/24/81, p. 14 ff.) ~ie

recommended an annual insurance expenditure of $281,666. This was

based on (1) annual payments toward a resezve fund totaling

$141,66.6 and (2) annual premiums for. a package of commer.cial policies

for_ liability, workers compensation and propezty insurance aggregating

$135,000 annually. This is reflected in Ex. P-4, Schedule l,

~ Table 4.

The Reserve Fund is to cover several car_egories:

(1) A"Base Reserve Fund" of $250,000 for claims not

cover.ed by insurance. This wouid be established over a 3 year

period by annual deposits of $83,333.

(2j A special provision for preexisting claims. While

these claims aggregate $900,000, a study indicates an appropziate

reserve at $115,000 to be established over a 3 yeaz period by

annual deposits of $38,333.

(3) A$25,000 annual allowance for recurr.ing futur.e claims

' nor_ cover.ed by insurance.

~~



The Commission agrees thar_ essential r_o r.he oper.ar_ion of any

public ur_ility is a prooer insurance program. And the reasonable

cost of such a pr.ogram is a proper_ element of cost of service.

, ihe Commission, on the uncontroverted record, finds the

0

$135,000 amount for insurance oremiums to be reasonabie.

The Division has taken issue w~ith the Board's appzoach, ques-

tioning r_he basis of witness Mack's amount of $250,000 for the

Base Reserve Fund for future uninsured claims, and the $115,000

allowance for payment of past claims now pending.

The Commission has previously in this Repor_t and Oxder dir.ected

that it will not reexamine past tr.ansfers from the Board to the City

of Providence's General Fund on jurisdictional grounds since the

transfers took place at a time when the Board was not a"public utility"

as defined in R.Z.G.L. Section 39-1-2.

The Commission believes, consistent with this approach, that

' claims asserted prior to May 19, 1981 should also be the Cir_y's

responsibility. Therefore, the charges of $38,333 to establish

the reserve foz preexisting claims is disallowed. We note that

part of the cost of City services includes an allowance for legal

services performed by the City, some of which are involved in

defense of r.hese claims. (See Ex. P-4, Schedule i, Table 2,

Ex. P-12, Ex. P-25)

As to uninsured claims, however, the Commission recognizes

the need for such a reserve fund and finds thar_ 2 1/20 of the

oper.ating budget (as distinguished fr.om the capital budget, as

ur.ged by the Boar_d) is reasonable. We agzee with Division's con-
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tenr_ion however, thar_ this reser.ve fund should be based on 2 Z/2o of

the operating budget (i.e. the revenue requirement reduced by the

$2,758,000 capital~requirenent) (See Ex. P-4, Schedule 1, p. 1)

. and conclude that a reserve fund of $180,000 and an $18,000 annual

allowance would be appropriate.

~o establish this fund over a 3 year period would result in

a$60,000 annual expenditure rather than the $83,333 sought by

the Board, a reduction of $23,333. Furthez the annual appropr_iation

would be zeduced by $7,000 from the $25,000 sought by the Board.

The combination of the foregoing, together with the disallowance of

the 538,333 for payment of preexisting claims, would zeduce the

Board's requested allowance for. insurance expense from $281,666 to

$213,000 - a total of $68,666.

Of course, r_his allowance is predicated on the Board's

actually completing the insurance study abour_ which Mz. Archer

• tesr_ified (~r. 3/25/81, p. 58) and the pur.chasing of such insurance.

Accordingly the Commission directs that the Board repor_t to the

Commission on or before October 1, 1981, as to the star_us of

insurance in force or to be contracr_ed for.

6. Rate Design and Differential Rates Between Providence

And Out of City Customers

The Board's filing proposed an increase in wholesale rates

fr.om the pr.esent $230.20 per million gallons {Ex. P-4, Appendix A)

to $320.76 (Ex P-4, Schedule 1, p-1) or 39.330. Ir_ also proposed

at r_he r_etail level, eliminating r_he pr.~sent distincr_ion between

~ "Domesr_ic" and "Intermediare". Pr_esently, ther.e is a minimum char.ge for



the first 400 HCF. This block is called "Domestic". ~he next block

is for_ consumption. from 400 to 4, 000 fiCF or "Intezmediar_e".

Under the proposed new schedule r_here no longer would be a"Minimum

Charge" which encourages wasteful water use uo to such minimum.

Further, the elimination of the first block would remove the

potent~al for large residential users to receive quantity

discounts - thus further encouraging conservation. This policy

follows the U.S. Environmental Protection Agency's directive that

recipients of grants consider. conservation measures {Ex. P-4,

Schedule 2, pp. 3-4).

At pr.esent, a Providence residential user pays $.33 per FiCF

for the first 400 HCF, $.24 per iiCF for. the next 3600 HCF and $.16

per IICF for water in excess of thar_ amount - the latter. being car_e-

__ = gorized as "Industzial". A counter.part in Cransr_on, Johnston and

North Providence pays $.43, $.30 and $.19 respectively (Ex. P-4,

Appendix A).

Undez the proposed schedule, by combining the first r.wo

categories, the Providence residential customer_ would pay $.31 per

HCF for the first 4000 HCF and usage thereafter would be billed at the

"Industr.ial" rate of $.17; out-of-cir_y retail customer.s would pay $.47

and $.23 respectively (Ex. P-4, Sched. 7, p. 1). In addition, the

Providence user would pay an annual service charge of $14.88; others

would pay $16.67.

: Each of the wholesale conr_r.acr_s presently in force, except

that wir_h the East Smithfield Water Districr_ (Exhibits P-17, 18, 20,

21 and 22) r_ecir_e r.har_ the pr.esenr_ $230.20 per million gallons rar_e
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shall apply, subject to "intervening ordezs" of the Commission. Thus,

communities served by the Board are affected ar_ both the

wholesale and retail level.

The Commission observes that r_he interprer_ation of the whole-

sale contracts, i.e. the extent to which they may be reopened, is

a matter beyond its jurisdiction. This order. assumes, however,

that the rates fixed in the contract are so subject r_o revision.

The Board's filing followed a methodology whereby its

proposed rate structuze was determined first by breaking down

"units of service" or measures of service received by each class

of customers. Thus costs of service applicable to all water

customers were reflected in~all classes-wholesale, retail,

hydrants, etc. (See Ex. P-4, Schedule 2).

~ The Board, determining its revenue requir_ements, next

allocated these to various r_ate schedule elements. ~hose

expenses relative to retail distributzon, metering and biliing

for example, were not allocated r_o cahoiesale customers (See Ex.

P-4, Schedule 3, p 1-3). The allocation of r_evenue requirements

to customer classes similarly combined relative units of service

provided to each customer class (Ex. P-4, Schedule 5, p. 1-2).

The result was to arrive at a"Pro Forma Rate Schedule" incorp-

orating expenses for the test yeaz (Ex. P-4, Schedule 6). By

adding the attrition factor_ discussed pzeviously the Board arrived

~ at the following proposed rar_e schedule:
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~' .
~~~ ~a CDii S~i~ciul e Mo. 7

Page 1 nf 1

~ PROPOSED R,aTE SCFf~DULE
: ~•r ( Efrecti ve t1a rcn 15 ; 1981) .~.
~.,- • .

~~ ~ RetaiT tJater Rates

t, : Rate Per HCr Block Limirs (HCF}
~-~ . Cranston, Johns~on Rnnua] Quarterly Monthly
`" 6locfc Providence & North Provid~nce Accts. Accts. Accts.

1 S0. 31 ~0.47 .. . 0-4,OOQ 0-i ,0~0 Q-333~
Retai

~ Industrial ~0.17 $Q.23 over 4,000 over 1,OflII over 333

a"i .~
~ Service Charces .

Annual Accts. Quart~rly Accts. F~onthiy AcctS,
~ Meter . Cranston Cranston Cranston

Size Johnston Johnstan Johns ton
( i n. } Provi der~ce id. Prvvi dence Provi d~nce N. Provi der. ce Provi dence P!. Pr~vi dence

~ 5/3 5 14.88 ~ 16.67 ~ 8.87 $ 9.33 S 7.54~ ~ 7.70
3/4 18.$8 21.50 9.87 10.55 7.87 ~ 8.1~
1 26.89 . 31.34 11.88 13.00 3.54 8,92

1-1/2 46.91 55.81 1b.88 19.I1 ~ 10.27 TO_4o
- 2 70.94 85,16 22.89 26.45 12.21 13.40

3 135.01 163.44 38.90 4b.OZ 17.5~ i9.93
~_:_,' 4 207.09 251.51 56.92 68_04 23.55 2 7.27

~~ -~ 5 407.30 496.14 106.98 129.20 40.Z~ 47.65
8 647.56 789.70 167.04 202.58 60.2Q 72,1I

'
~

l0
12

927,86
1,248.2Q

1,132.18 237.12
7,5Z3.59 317.20

288.20
386.06

83.b2
110.31

100.b~
I33.27

Wholesale Char4e

$320.7b/million gallons

Hydrant Rental Charqe

~ .
Providence - 574.83 per hydrant per year

~ Cranston, Johnston, W.Providence - 5104.6? per hydrant per year

' Private Fire Protection ChargeC. -
-_ ~ In accordance witn the service charge and retai7 water rates ia

- each corr~uni ty.
r--• _

l~
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' DETERi1IiiR i I~►Y OF ATTRI i IOP~ ALLOIrANCE~ ~~

Item

Operation and t~laintenanc~
Salaries & Wages
Serviczs
P~laterials & Supplies
Special Items
Employee Retiranent Syster~

~ Soci al Securi ty 'i dX25
Unempioyment Compensation
A7lowance for Bad Qebt

Sub to ta1

Less: Capitalizatians

~ Total 0&M

City Services

Property Taxes

Insurance Requi wments

Working Capital Expense

Capi tal Requi rernents

Tota1 Revenue Requirerr,ent

l.ess: Miscellaneous R~venue

Net Revenue Reguirement

NOTE:

ATTRITION ALLOWW'iCE

P ro Fo rma
Amount

~2,277 ,076
590,92Q
786,Zsz
347,9~3
333,028
151,027
43,940
93,000

~4,6T7,206

(482,039)

~4,135,167

S 358,585

$1,59~,1bo

S 28T ,660 .

$ 26I ,841

$Z,758,705

~9 , 39 i ,130

$ (108,875)

$9,282,25~

CDM ScR~ul e Tlo. 7

Suppor~ing Table 1

Page 1 of 1

F`f 1982
Arr.ouni

52,487,581
726,838
994,675
406,647
338,70~
166,~4b
6,760

104,OQ0

~5,231,247

(432,a39j

~4,744,208

5 4?2,as2
$1,854,038

S Z81, 66fi

~ 294,879

~Z,947,984

$10,570,b27

S 156 7f;0 )

510 , 413, 847

51,131,592

(1) Based on projected costs in FY 1~~g2 taking into
consideration actua] expenses for ~he rirst six
months of FY 1931.

(ER. P—~, SCFIEDULE 7, PP. 1-2)
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j To arrive at the proposed scheduie, the Boaxd incorporated

an allowance for_ anticipated gro~ath in sales and revenue (Ex.

P-4, Schedule 7, pp. 2 and 3). It then computed its proposed

metered rates on this basis. (ibid., Table 4). In addition

to the metered rate, each retail customer would pay.a service

charge, combining charges relar_ed to the costs associated with

billing and service and meter maintenance (See Ex. P-4, Schedule 6,

p. 1-2). Thus, the combination of service charge and metered

amount will compzise a customer.'s bill.

By referring to Ex. P-4, Schedule 7, p. 1, the following

calculation would apply to an average Pr_ovidence customer

consuming I50 iiCF.

1. Metered rate - 150 x.31 =$46.50

2. Service charge 14.88

Total $61.38

' This compares with the bill based on cuzrent rar_es (Ex. P-4,

Appendix A) of a flat $.33 per fiCF or $49.50

For out of city retail customers, (i.e. in Johnston, Cr.anston

and North Providence) the cor.responding calculations ar.e:

1. Metered rate - 150 x.47 =$ 70.50

2. Service charge 16.67

~otal $ 87.17

This compares with the bill based on current zar_es of a flat

$.43 per FiCF or $64.50.
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~~ In Docket I1o. 1314, r_he Commission refused to pernit the

City of Pr.ovidence to r.eceive a"rate of return" on its "investment"

on the ground that a r~unicipally owned utilir_y, unlike an investor-

o~vned ur_ilzty, should o~erate on a cash basis for operating expenses

plus an allowance for capir_al zenewal and replacement. ~he Board

in its present filing, does not seeY. a retuzn or ~epreciation

on investment. ~he proposed r.ates are designed only to recover

the actual expenses to be incuzred by t;~e Board. (Ex. P-4,

Schedule 1, p. 4)

However, resort to concepts of return on invesr_ment and

depreciation was had by r_he Board to establish the differential

in rates between in-city and out of cir_y users. This "utilir_y

basis" accounting approach was relied on by witness Catlin in

establishing the difference in rates. (~r_. 4/3/81, p. 76 ff.)

' See Ex. P-4, Schedule 4, p. 1-2). In general, it provided a

. capital allocation process and depreci.ation records to support

the net investment (ibid. pp. 3-4). It then applied a"r_ate of rer_urn"

using Providence's current embedded debt cost of 7.73% (ibid. p. 4;

See Ex. P-4, Schedule 4, Table 6).

~he Division did not brief or. cross-examine on this issue

of r_ate design nor_, indeed, on the general issue of whether there

should be a differ.entiai between in-city and out of city users.

(~r.. 6/3/81, pp. 2-3) ^he only issue on this subJect was raised

by Inter_venor_ Ci ty of tidarwi ck. *

* Warwick's only r_estinony was r_hat of City Tr_easurer iIague. ~he
. substance of his r_estimony was thar_ ~dar.wick as well as other_ our_side
' communir_ies, had hel~ed r.epay Providence's bonds issued to acquir.e

and oper.ar_e r.he system - and the facr_ r_hat onl~ Providence's credir_
was behind the bonds was "difficult to quantify" as an element for
differenr_ial. (^r. 5/7/81, p. 25, 37-38)
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Even Warwick did nor_ maintain r_here should be no differentiai.

Rather. its concer.n was with the method by which the differential

was zeached. (See Tr. 4/3/81, pp. 143-144; ~r. S/7/81, p. 39).

~he Commission in Docket No. 1314 approved the concept oi a

differ.ential in rates between in-city and out-of-city customers,

noting:

"As noted earlier_ in this Report, since 1959 the Board
has charged a differential rate between retail cus-
tomers in Providence and those in Cranston, Johnston
and t7orth Providence. Further, the wholesale rat~s
have factored in a small profit (Providence Exhibit 31,
pages 30, 39-40). ~he 1973 Water Rate Study showed it
is a recognized practice in other areas to provide a
differential in rar_es. This practice is supported by
ample authority. In a leading case, for example, a
fifty percent differential was held to be a reasonable
classification. See Louisville & Jefferson County
Metropolitan Sewer District v. Joseph E. Seagram's
& Sons, 307 Ky. 413, 211 S.W. 2d 122 (1948).

~ Referring again to past practice and precedenr_ af the
Commission, such a differ.ential has been sustained

, in comparable filing for_ out of city r.ar_es by the
City of Woonsocket, Docket PIo. 1333. One nay justify
this by concepts of owner_ship or risl:. ihe Comrnission
has approved such differential and will continue to
do so. "

On the basis of the present recor.d, the Commiss~on finds

the methodology for establishing the differential, as detern~ned

by the Board, is fair and reasonable, both as to wholesaie and

rer_ail rates.
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VIII. COIJCLUSIOII

The Board's filing seeks tofial revenue of $10,402,362

an incr_ease of $2,423,861. In this Repor.t and the Order which

follows, the Commission finds on this recor.d that excepr_ for the

disallowance of $68,666 relating r_o insurance expense (su ra,

p. 30) the zemainder of r_he increase sought is jusr_ified and

reasonable. Accord~ngly we this date approve an increase of

$2,366,680 or 29.7%. This is shown on r_he following table:

Commission Computation of Revenue Requirement

1980 Operating E.Ypenses

Operation & Maintenance
City Services
Property TaYes

Company Adjustments approved by Commission:
~

Operation & Maintenance
City Services

• Property Taxes
Insurance Requirements (281,666 - 68,666)
Working Capital
Capital Requirements
Attrition Allowance

Less: Miscellaneous revenue

Total Revenue necessary

Revenue generated at existing rates

Revenue Requirement

Rate increase

$3,722,606
468,585

1,501,977

412,56I
( 110,000?

93,189
213,000
261,841

2,758,705
1,131,592

( 108,875)

10,345,18I

(7,978,501)

$2,366,680

29.70
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In reaching this result, we are mindful r_har_ the Providence

~Jater Supply Board has histor.ically furnished water of the highest

quality. Indeed, the quality of the Board's service ~vas speci-

fically not an issue in this docket (See ir. 6/3/81, pp. 3-4).

~he Commission is concerned that the continuous provision of

water service be maintained at its present fine level. We note

that the eoard's obligation to furnish service to out of city

users, at_ wholesale and retail is nor_ a matter of choice by

Providence but rather constitutes its legal obligation by statute.

Our decision grants virtually intact the relief sought by the

Board including its full request for_ an attr_ition allowance and

for meeting the cost of city services, objectively determined and

under_ an "arm's length" basis. We have further accepted the Board's

— r method of establishing differential rar_es at wholesale and retail,

r
as between in-city and out of city users. This r.ecognir_ion is

based on generally accepted public utility accounting principles.

The Commission is mindful of the fiscal plight of the Cir_y

of Providence and for that r.eason has appzoached this case on an

expedir_ed basis* with some priority over several applications filed

earlier. Our pur.pose has been to let the Board be self-sustaining

and not be a bur.den to the City of Providence.

But now the burden shifts to the City of Providence. We

expect this Report and Order. to be implemented in good faith -

: under an "enr_erprise fund" accounting sysr_em. ~~le expect r_o

receive prompt r.eports on the establishment of r_his fund, and of

the insur.ance pr.ogram herein pr.ovided. 4Je expect carefui seg-

regar_ion of all water revenues and car_eful accounting of the

*The Board's filing was received on February 11, 1981. Under
Section 39-3-11, General Laws of 1956 (1977 P.eenactment), our
decision is not due until November I1, 198I.
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separar_e expenses incur.red by r_he Board, particularly those paid

r_o the City for. services rendered.

• In this way, the Commission intends to retain public con-

. fidence in what was referred to at one hearing as "one of the

~

ten best (water. systems) in the world". (~r. 4/21/81, p. 17).

Accordingly, it is

(10453} ORDERED: That a total revenue requirement of $10,345,181

which includes an increase of $2,366,680 or 29.7~ from all sources,

including sales of water at wholesale and ~er_ail to in cir_y and

out of city cusr_omers is approved. The Board is dir.ected to present

a tariff schedule reflecting this amount within 20 days hereafter,

such tariff to be allocated among wholesale, Providence retail and

out of city retail customers in accordance with this Report and Order.

FURTFIER ORDERED: The Board shall report to the Commission within

90 days of this order, and quarterly r_hereafr_er., on the status of

. implementation of the order_, including the establishment of a system

of recipr.ocal accounts with the City, and the methodology used

therein, and the establishmenr_ of an "enterprise fund" for seg-

regation of and separate accounting for all r_evenues received for

water service.

FUR~fiER ORDERED: That the Board shall report to the Commission

within 90 days on the implementation of the insurance progr_am

established by this order.

FUR~FiER ORDERED: Thar_ the Board shall report to the Commission

wir_hin 90 days, and ever.y 6 months ther.eafter. on r_he status of

: negor_iations on sale of excess electr.ic power and revenues der.ived

therefrom.
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FURiHER ORDERED: That r_he Board shall file annual reports

with the Commission in the manner. provided by law directed in this

~ order, commencing with the year 1981.

. DATED AP1D EFFECTIVE AT PROVIDEt10E, RHODE ISLAi1D this Eighteenth

day of June, 1981.

~ ~.~Y-~,u--C~3. ~:~~L

E ard F. Bur.ke, Chairman

~ /

~Ly.~' %.

eanor L~ Mi er, Comm ioner

zeW r,_ r1~ ~~An _ c~OIriIrilSslOn2Z
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