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Steven B. Hines – Utility Testimony

I. INTRODUCTION

Q1.
PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND POSITION.

A1.
My name is Steven B. Hines.  My business address is 10 West Broad Street, Suite 1800, Columbus, Ohio 43215-3485.  I am employed by the Office of the Ohio Consumers’ Counsel (“OCC” or “Consumers’ Counsel”) as a Principal Regulatory Analyst.

Q2.
WHAT IS YOUR EDUCATIONAL BACKGROUND?

A2.
I earned a Master of Business Administration degree from Ashland University in 2000.  I also earned a Master of Arts degree from The Ohio State University in 1981 and a Bachelor of Fine Arts degree from Ohio University in 1978.   

Q3.
PLEASE SUMMARIZE YOUR WORK EXPERIENCE.

A3.
I joined the OCC in April 1984 as an Investigator I.  During the course of my employment at OCC, I have also held the positions of Investigator II, Utility Rate Analyst III, Utility Rate Analyst Supervisor, Regulatory Analyst, Senior Regulatory Analyst and Principal Regulatory Analyst.  My current duties as a Principal Regulatory Analyst include research, review and analysis of utility applications for increases in rates through base rates and riders and gas cost recovery filings.  I also participate in special projects and investigations, provide training on technical issues when necessary, and act as the Water Industry Team Leader for the OCC.   

Q4.
HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY BEFORE THIS COMMISSION?

A4.
Yes.  I have submitted testimony before the Public Utilities Commission of Ohio (“PUCO” or “Commission”) in the cases listed in Attachment SBH-A.  

Q5.
WHAT DOCUMENTS HAVE YOU REVIEWED IN THE PREPARATION OF YOUR TESTIMONY?

A5.
From the current case I have reviewed the Ohio American Water Company (“the Company” or “OAW”) Application, Standard Filing Requirements and associated workpapers, Company testimony, the PUCO Staff Report of Investigation (“Staff Report”) and associated workpapers, and Company responses to PUCO Staff Data Requests and OCC discovery.  I have also reviewed relevant documents and opinions and orders from other proceedings.

II. PURPOSE OF TESTIMONY

Q6. 
WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

A6.
My testimony will support certain OCC and City of Marion (“Marion”) objections to the Staff Report, address the issues raised by those objections as they relate to the determination of operating income and present quantification of those issues.  Specifically, I will address OCC’s and Marion’s objections to the Staff Report related to the continuation of the Staff Management and Operations audit from the prior rate case
 and Unaccounted-For Water (“UFW”) reduction and reporting. 

Q7.
PLEASE SUMMARIZE YOUR RECOMMENDATIONS RELATED TO THESE TWO ISSUES.

A7.
With regard to the Management and Operations audit, I am recommending that the Commission order the PUCO Staff to monitor the cost levels charged by the new service company to OAW consistent with the intent of the PUCO Order in Case No. 09-391-WS-AIR.  Also, I am recommending that the Commission order the PUCO Staff to review OAW’s capital project spending and file a report detailing the PUCO Staff’s findings and recommendations within six months of the Opinion and Order in this case.  With regard to UFW reduction and reporting, I am recommending that the Commission order OAW to make a financial contribution to a local community action center, in the service area for which the Commission’s standard for UFW is not met after 12 months from the date of the Opinion and Order in this case.   

MANAGEMENT AND OPERATIONS AUDIT

Q8.
DID THE PUCO STAFF PERFORM A MANAGEMENT AND OPERATIONS AUDIT OF THE COMPANY IN THE PRIOR RATE CASE?

A8.
Yes.  In its Report of Investigation in Case No. 09-391-WS-AIR, the PUCO Staff included a Management and Operations Review section addressing its focused investigation into OAW’s labor and budgeting and administrative cost control functions.

Q9.
DID THE COMMISSION,  IN ITS OPINION AND ORDER IN CASE NO. 09-391-WS-AIR, DIRECT THE PUCO STAFF TO UNDERTAKE AN ADDITIONAL REVIEW REGARDING AFFILIATE TRANSACTIONS AND CAPITAL PROJECT SPENDING?

A9.
Yes.  Specifically, the Commission mandated in its Opinion and Order that:


Given the level of average management fee expense increases since 2003 in relation to other regulated utilities’ management fee levels and recognizing that Staff did not undertake an investigation of affiliate transactions or analyze in-depth capital project spending for purposes of this rate case, we determine that an audit, conducted by Commission Staff, outside the scope of this pending proceeding and concluded within 12 months should be undertaken with the results of that audit considered in a future rate case proceeding.

Q10.
DID THE PUCO STAFF INCLUDE IN ITS REPORT OF INVESTIGATION IN THIS CASE A SECTION ADDRESSING MANAGEMENT AND OPERATIONS REVIEW?

A10.
Yes.  The PUCO Staff included a focused review of the American Water Works Service Company (AWWSC) Information Technology Services that are provided to OAW.  However, the PUCO Staff did not specifically indicate any results of an audit (as specified by the Commission in its May 5, 2010 Opinion and Order) that are to be considered in this rate case proceeding.
  Specifically, the PUCO Staff’s findings regarding affiliate transactions and an in-depth analysis of capital project spending are not presented in the Staff Report in this rate case proceeding.

Q11.
WHY IS CONDUCTING SUCH AN AUDIT IMPORTANT?

A11.
An audit would identify any affiliate transactions that result in unjust and unreasonable costs being paid by OAW’s customers.  Also, an in-depth review of OAW’s projected capital spending would identify any projects that are not prudent or are unreasonable possibly before those projects are commenced.  For example, Schedules B-2.3 and S-1 of the Company’s Standard Filing Requirements indicates that, from the end of 2008 through the year 2013, the Company will have increased its total plant investment from approximately $134 million to $175 million or roughly a 30% increase.  This high level of capital spending gives the Company a greater incentive to file rate cases more frequently and will result in higher rates for OAW’s customers.  Hence, an audit to ascertain whether certain projects should be undertaken would help ensure consumer protection against any rate increases brought on by unreasonable or imprudent spending.

Q12.
WHAT DO YOU RECOMMEND WITH REGARD TO AN AUDIT OF AFFILIATE TRANSACTIONS AND CAPITAL PROJECT SPENDING?

A12.
Since OAW is likely to be acquired by Aqua Ohio, Inc.,
 a review of affiliate transactions with OAW’s affiliate, AWWSC, would not make sense at this point. As the Joint Application in Case No. 11-5102-WS-ATR indicates, the services provided by AWWSC will be provided from a different source as of the closing date of the transaction.
  Another condition of the stock purchase is that the closing date of the sale is contingent upon the approval of the sale of Aqua America’s New York operations to American by the New York Public Service Commission.
  As of the filing of this testimony, the New York Public Service Commission has yet to approve the sale.  However, in this regard, I am recommending that the Commission order the PUCO Staff to monitor the cost levels charged by the new service company to OAW.  Also, I am recommending that the Commission order the PUCO Staff to review OAW’s capital project spending and file a report with its findings and recommendations within six months of the Opinion and Order in this case.

III. UNACCOUNTED-FOR-WATER REDUCTION AND REPORTING

Q13.
WHAT IS “Unaccounted-for- water”? 
A13.
Using a very simplistic definition, Unaccounted-For-Water (“UFW”) is water that is treated but lost
 through the Company’s system before reaching the customer’s meter.  And unfortunately for customers, it is water that customers end up paying for in their bills.  

Q14.
WHY IS THE MEASUREMENT OF UNACCOUNTED-FOR WATER IMPORTANT?

A14.
As explained above, customers pay for unaccounted-for water.   The cost customers bear for UFW results, in part, from the cost of chemicals to treat the lost water, the cost of fuel and power to pump the lost water, and excess wear and tear on the system from the water that does not make it to the customer’s meter. OAW’s UFW in excess of the 15% UFW standard in the Commission’s Rules has been impacting the rates that customers pay since at least Case No. 03-2390-WS-AIR.

Q15.
DID THE PUCO STAFF INCLUDE A SECTION IN THE STAFF REPORT REGARDING UNACCOUNTED-FOR WATER REDUCTION AND REPORTING?

A15.
Yes.  In its Report, the PUCO Staff did include a section addressing unaccounted-for water reduction and reporting.
  The PUCO Staff’s recommendations simply center around setting target infrastructure leak indices (“ILI”) for the Lawrence County and Tiffin Districts.  The PUCO Staff also mentions that the Marion District was the only district with UFW in excess of the 15% UFW standard in the Commission’s Rules and an ILI higher than or equal to the 2009 Staff Report target.

Q16.
DO YOU AGREE WITH THE PUCO STAFF’S RECOMMENDATIONS CONCERNING UNACCOUNTED-FOR WATER REDUCTION AND REPORTING?

A16.
No.  I do not agree with the PUCO Staff’s recommendations.  The PUCO Staff’s recommendations do not deter further non-compliance with the 15% UFW standard in the Commission’s Rules.  And according to the Staff Report,
 the Company has been out of compliance with the 15% UFW standard in the current Commission Rules since 2008 in the Ashtabula, Marion, Huber Ridge and Madison systems.  

Q17.
WHAT DO YOU RECOMMEND REGARDING UNACCOUNTED-FOR WATER?

A17.
I recommend that the Commission order OAW to meet the 15% UFW level for each of these systems within 12 months from the date of the Opinion and Order in this case.  After the initial 12 months time period, if OAW fails to do so for any quarter for any of these four service areas, OAW should make a $10,000 contribution to a local community action center, in the service area for which the 15% UFW standard was not met.  This contribution would be distributed to qualifying low-income residential customers of OAW to assist them in paying their water bills.  

CONCLUSION

Q18.
DOES THIS CONCLUDE YOUR TESTIMONY AT THIS TIME?

A18.
Yes.  However, I reserve the right to incorporate new information that may subsequently become available through outstanding discovery or otherwise.  I also reserve the right to supplement my testimony in the event that PUCO Staff fails to support the recommendations made in the Staff Report and/or changes any of its positions made in the Staff Report.
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(
Establishment of an Appropriate Recovery Method for Percentage of Income Payment Plan Arrearages – Case No. 87-244-GE-UNC*

(
Eastern Natural Gas Company – Case No. 89-1714-GA-AIR*

(
Columbia Gas of Ohio, Inc. – Case Nos. 91-195-GA-AIR, 92-18-GA-GCR and            94-987-GA-AIR*

(
Monongahela Power Company – Case No. 91-1610-EL-AIR 

(
Ohio American Water Company – Case Nos. 92-2299-WW-AIR, 95-935-WW-AIR,    01-626-WW-AIR, 03-2390-WS-AIR, 06-433-WS-AIR, 07-1112-WS-AIR and             09-391-WS-AIR*      

(
East Ohio Gas Company – Case No. 93-2006-GA-AIR*

(
Consumers Ohio Water Company – Case No. 95-1076-WW-AIR 

(
Cincinnati Gas & Electric Company – Case Nos. 95-656-GA-AIR*, 03-218-GA-GCR*, 05-218-GA-GCR and 01-1228-GA-AIR Calendar Year 2005).

(
East Ohio Gas Company d/b/a Dominion East Ohio –  Case Nos. 02-219-GA-GCR,     05-474-GA-ATA* and 07-829-GA-AIR

·       Aqua Ohio, Inc. – Case No. 07-564-WW-AIR, 09-560-WW-AIR and 

           09-1044-WW-AIR 

·      Duke Energy Ohio, Inc. – Case Nos. 07-589-GA-AIR and 08-1250-GA-UNC

·       Mohawk Utilities, Inc. – Case No. 07-981-WW-AIR

      * Cases where testimony before the Public Utilities Commission of Ohio was presented and subject to cross examination

�See PUCO Case No. 09-391-WS-AIR.


�See November 27, 2009 Staff Report of Investigation, PUCO Case No. 09-391-WS-AIR at pages 67-80.


� See PUCO Case No. 09-391-WS-AIR, May 5, 2010 Opinion and Order at 61.


�See PUCO Case No. 09-391-WS-AIR, May 5, 2010 Opinion and Order at 61.


�  In the Matter of the Joint Application of American Water Works Company, Inc., Ohio American Water Company, and Aqua Ohio Inc. for Approval of the Purchase of Common Stock of Ohio American Water Company by Aqua Ohio Inc., Case No. 11-5102-WS-ATR, Finding and Order (February 14, 2012).


� Id. at 3-4.


� Id. at 4.


� Many factors can contribute to water loss.


�See January 31.2012 Staff Report at pages 38 – 41.


�See January 31, 2012 Staff Report at page 39, Table FOFD NO.1.





