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Dear Judge Gertsman:

This Office represents the Staff of the New Jersey Board of
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case filed by New Jersey American Water (“NJAW”). Please accept
" this letter in support of the Board Staff’s position in this
matter in lieu of a more formal submission. I

HuGHES JusTiCE COMPLEX ® TELEPHONE: (973) 648-3762 ® Fax: (973) 648-3555
New Jersey Is An Equal Opportunity Employer « Printed on Recycled Paper and Recyclable



.+ January 18, 2019
’ Page 2

S .:T‘PF@EL&&EESH&RYL'ST&%PfﬁfEﬁKF““~w~~~w;w«4«n»ﬂvfix .WWN”fW%:;M
ﬁewaJersey‘Board.of Public Utilities Staff (“Board.Stéff”
or “Staff“} submits this briéf iﬁ support éf'its pésition‘thét‘
ﬁew Jersey Américaﬁ,wgter Cdﬁpany ("NJAWC or "Cémpany,“) is not
-entitled td'théAtwo plant aéquisition aajugtﬁéﬁts iﬁtproéosgﬁ.
NJAWC’ seeks iecognition"of an adjustmént of ' $26,722,978
representihg ‘the» premium .paid‘ over, Qriginal ’cést leés
depreciation, for ‘the acqﬁisition. of Shofeiénds Water Company
’{“Shoréiands”}, andxan adjuétment'of $1,798{369 representing the
 preﬁiﬁ£1 paid over,’ original cqst. less 'dépreciation, fo? the
‘éCQuisition of Haddonfield'ffownShip;s Water- and Waéﬁewéter
syétem {“Haddénfield”}. Howe#er, NJAWC‘has féiled to show thaﬁ
»ratepayérs‘ benefit from the $28,521,347 ‘premiums which:‘NJAWC
.paid to acqﬁire these systems. Therefore, it ié,neithér just 
nor reasonable for ratepayers to bear thege coéts, and these.
gdjustments should not be recégnizéd.

PROCEDURAYL: HISTORY?

> The Court previously bifurcated this matter and decided a
majority of the issues in its initial decision (*ID”) which was
adopted by the Board on October 29, 2018. In re Petition of New
Jersey American Water Company, Inc. for Approval of Tncreased
Tariff Rates and Charges for Water and Wastewater Service,
Change in Depreciation Rates.and other Tariff Modifications, BPU
Docket No. WE17030985, Oxrder dated October 29, 2018 (“October 29
Order”) . The ID and the October 29 Order contain a complete
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On September 14, 2017, NJAWC flled a petltlon,'wn.th the

TTBSETT requestlng' R TIACTEasE i épératihg”*rQVanés_‘af piz9“3~«w-~~

million,-or approximately-17.54% over projeqted pro-forma rate
revenues. (PT-1 § 12). | | |

On September‘2?, 20i7,Athe Board ﬁraﬁsmittedvfhisbmatterAto
the Office of Administrative Law (“OAL”) as a cOntestéd éase.ahd
it was assigned to .AdﬁiniStrative Law dJudge ‘(“ALJ”) ‘Jacoﬁ S.
Geftéman. After propef notice, four pﬁblig ﬁeérings.were‘held.
ALJ Gertsman presided over evidenﬁiary.hearings on June 11, 13,
14, and 18, 2018. | |

| on August 1, 2018, ALJ Gertsman held a hearing to --discuss

the issues raised by Rate Céunsei and BoardAsfaff with reépect
_t§ a New York Public Servicé Commission Report indicating tﬁat
Améritan Waﬁer Works - Company;: Inc., had knowingly‘,submitte&
faléé information in a bése rate éroceeding béfore tﬁe
éommiésion. New York American.Water Coméany (“NYAWC”) sﬁbmi?ted
incorrect information to the’cémmission witﬁ‘réspect‘to préperty
- tax calculations for thev assets aéquired~ my NYAWC.  Two
employees‘who were implicated in‘the report submitted pré—filed
and/or’ live teétimony in this matter. | Thereafter, at the
dirécﬁion . of the Board ‘and the AﬁJ,‘ NJAWC retained Price

Waterhouse Coopers (“PwC”) to perform an Agreed Upon Procedures

procedural nistory, so Staff has limited this' .section to
information relevant to this proceeding.
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Report (YPwC -Report”) regarding the. schedules, applicable

' 7”f”*8%§ﬁﬁﬁf&”ﬁﬁforﬁation‘Kequests and‘u@iﬁf&?“ﬁTﬁﬁt“ﬁEﬁéﬁ“i@C@fdg"in“f“ﬂ””
‘Power Plant  fo£, ~among -other  things, ,the“ﬁaddonfield and
Shorélands acquisitions. With respect t;‘the'écquisibions, PWC -
Zverified that correct a&ounts‘were transpdsed whén entered into
NJAWC’s books arnd records.’ At éjseptembe£ 2S, 20i8‘hearing,-the"
P&C_Repért wés receivéd and the Parties?® agxeea that .the recoxrd
was verified to the extent possible. | |
On Octobér 16, 2018,' ;he Cpmpany, . Board Staff,' Raté
Counsel, and Atﬁe OIW Cﬁstomer Coalitiéh reacﬁed a égrtial
stipulation of settleﬁent (“ParéialAStipulatioh") Qith regaf@ to
the revenue requirement, ratg and tariff designfg They ég;eed
that'.the Partia; Stipulation did n&t resolve the issue of
&hether NJAWC is permitted té recognize the.prﬁposea acquisitidn
adjustments for Shorelands and Haddonfield. - |
Thus, on OctoberA 18, 2618, ALJ Gertsman ‘issued the ID

bifurcating the matter and recommending adobtion of the Partial

2  The Parties to this case include: NJAWC; Rate Counsel; Board
Sstaff; Rutgers, the State Univerxsity ; Princeton University;
Phillips 66 Company; Johanna Foods, Inc.; and Cogen Technologies
Linden Venture, L.P. (collectively, the “OIW”); Middlesex Water
Company (“Middlesex”); Mount Laurel Township Municipal Utilities
Authority {“Mount Laurel”); Aqua New Jersey, Inc. (“Aqua”); and
. City of Elizabeth. Additionally ALJ Gertsman granted AARP
participant status. : ' S '

3 “All other parties submitted letters of no objection to the
stipulation.
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Stlpulatlon exocuted by the Partles. - At the October 29 12018

“““Agénda““weetingﬁm"the “Board”‘approved““thEWMPartlai SL¢pu¢dL¢uu
fSpeolflcally, the . Board approved ‘a .rate base of approximately,
$2.95 biilion, which  included the original ‘cost  less
aeprociation'of Haddonfield énd Shorelands in utility plant in
service.  Thus, the'Board‘approved‘én overall rate increase of
$40,000,000 répreoenting a 6.23% inorease above Company .
revenues, | |

Lostly, the Board remanded the ﬁatterAto ALJ Gertsman for‘

a determlnatlon on the proposed acqulsltlon adjustments

STATEMENT OF FACTS

In its origihal‘ filing, NJAWC requested rate base
récognition of acquisition adjustments amounting to $26¢722,978
related to the acquisition of Shorelands, and $1;798,369'related_

to the acquisition of Haddonfield.® (PT-4 35:12-14).

'Sho:elands Acquisiéion

In April 2017, the Company purchésed Shorelands for
‘$Sl}468,66i which exceeded thé estimated value based on original
,cosﬁ minus depreciation by $26,722,978. (PT-4 Page 37).
| Nofwithstanding, the size of the premium, NJAWC is asking

ratepayers to bear this cost.

4 The Company initially included an $184, 662 acquisition
adjustment related to the acquisition of the former Roxiticus
Water Company but withdrew the adjustment in subsequent updates

to its filing.
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NJAWC‘proposed that tﬁiS'Iarge'prémium be inéluaed in rates
- ERA éﬁértlzedwover 40 years Under”guch””“propésal mcustomers
will. ?ay the Company a xeturn of and -a return on this exqess‘
'investment and the anhual'amortizatlon«amoun;." (RC~1A31r6~7);
‘Thls would translate to. a revenue requirement of '$3,964, 485 in
the first year alone.k.(RC—l 31:6—7).A To offset such costs, the
Company glaims that ?here will bé savings due to avoided capltal
lmprovements
Specmflcally, NﬁAWC’s witngss, Don Shields, tegtified that
the Shorelands acquisition will allqw‘théiCompaqy:to5optimize
its water supply portfolio in’tﬁat ﬁoftion of‘Monmouth éounty.
(PT 3 34: 9 10) He claimed that 'integrating Shorelands intd
NJAWC’s Coastal North system will allow NJAWC to avoid the costs
associated‘Wlth certain capital projects including:
o EliminapingA the neea té ‘%éplace the
Navy Tank ($5M);
. éliminatiﬁg. thé‘ need for the .Dual
Purpose High/Low Gradieht Taﬁkt($3.$M); and
» Converfing the'Upion Beacﬁ standpipe to
ground étorage ($5M) - |
[(Pw;é 34:10-16)1.
In aadition, integrating its .eiisting ‘éystém with the

Shorelands systems will allow the Company to consolidate system

OPp———
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gradients, improve control ovér system flows and pressurés, and

" ifpreve operational efficiemciesT T (PTIT34TITEISA) T U RAstly; T

he.notea‘that the‘Shorelands‘vauisition will‘allow’it EQ défer
- or eliminate severa; other cépital projects and;that the avoided
- capital costs offset the premium.paid for the acquisition. (PT-.
3‘21:4f5;‘35:5;36:;0); | |

In contrast, Raﬁe.Cansel's‘witness, Mr; Howard J.  Woods,
teétifigdAthat unaer this préposal “nbthing in this analysis or
~£he Compéﬁyﬁs testimonies that'demonsﬁrates that~cdst0mers will
actuall§ see lower rates.bQCause of the acquiéition.or any of
éhe‘ayoided or deferred projécts.“ (RC-1 31518—20). Mx. Woods;
exélained that despite the claimed avoided expénses, ;cénditions
could change on any of a number of.these projects that Eoula.
cause thé Company to reverﬁJ and decide that.thé avoided cost
would once égain be nee&ed. chfi:'35:11~13); Hg further‘noted‘
that the Cémpany' has ﬁot made a claim that this acquisition
wéuid decreaée‘its Qvefall investment budget. (RC;84 6:i6526).
In fact the Company’s discovery responses have inaicated that
its utility plant in service has been growing‘at 5.85%/yeaf and
has grown: from appréximately' $3 billion to $5"billionf in the
: 1as£ 9 vyears. (Ré-84 6;20-22)f- In aédition; over the last
three years, thelcbmpany has invested over -$315 million/yeér in

new utility plant facilities. (RC-84 6:23-26). Customers have
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borne the cost éffthe'reveﬁﬁé.réquiréMénﬁs associated with this

T - X RO BNP U VI RSP G S

"g&%aﬁt’fﬁ"j_: .. PR

In addition, Mr. Wobds'testified that Shorelands was not a .

troubled éystem and that there were no guarantees that projects
included in the Company’s analysis. will notibe undertaken or

réplaced by another capital project. (RC-1 37:18-20; 36:13-21).

Company’ s analysis will result in - a lower ovérall level “of

capital expenses as well. (RC-1 36:21-23):
Fuither, he stéted that the Company in response to a data
re@ueét, showed awrevenue'shértfall at presént rates with the

Shorelands acquisition adjustment included in rate baéeﬂ (RC-84

7:6-10). .This proposed revenue requirement represented a 23.35%

‘increase for former Shorelands Water Company customers and was
only necessitated by the high premium NJAWC paid for Shorelands.
{RC~-84 7:6-15).

Haddonfield Acqguisition

On May 21, 2015, NJAWC, SucceSSfullyApurchased Haddonfield

for $28,500,000 through a competitive bidding process. Thexe
were two other bids received: $19,050,000 by United Water
Company ‘and $23,126,000 from Aqua New Jersey. The Company

claimed that the valuation of Haddonfield based on original cost

less depreciation was $26,9110.89. (PT-20, Schedule Sé—l, Page 1
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of 31)}. Rate "C‘Olii‘ié;el\ estimated that valué at $22,500,000 (RC-1

ZS:.{.&_}:"J—"j}“c }“ : 4 AP T ——— e~y A PR o PR e g o
Degpite = the ad&ed expense to existing custowmers, the

Company maintained that it~ was entitled to the acquisition

adjustment for several reasons. NJAWC' s witness, David
. Forci,n’:i.td, testified that that the Haddonfield acquisition

allowed for the integration'qﬁ the Haddonfield system with the

Company’s existing distributioh system. (PT-13  3:7-8).

Interconnecting the = Haddonfield and NJAWC nsystems through

multiple points of connections increased the resiliency .and

water quaiity of both systems. (PT-13 3:8-10). Prior to the

‘acquisition, there were only two interconnections between the

two systems.  (PT-13. 3:1:0-12).“ The £full. integra‘tién of both

systems resulted in ten additional interconnections increasing

the system redundancy and resiliency. (PT-13 ‘3:1‘2—17). In

addit:ion., integra‘ting boﬁh sfyst:ems resulted in the elimination
of five dead-e‘r.ld water‘.mains‘ . in Haddonfield and two in the NJAWC
system. (RT—lB 3~:A1’?-:‘L9}‘.,

NJAWC also contends that the Haddonfield acquisition

allowed it to decommission Haddonfield’s manually ‘operated

Cen;cre, Street water treatment plant which dated from the early

1900s, which was located in &n unsecure area and was prone to

flooding. (PT-13 4:3-8). The Company transferred the Centre
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 Street water treatment plant s water allocatlon to lts ex1st1ng

"'"water allocatlon‘ peﬁtm:nt"”‘“ i '(P‘I‘-:‘LB 4y 8”“’“1“0) CBYT “”decommlss:wnlng"

the Centre Street plant and - transferrlng its water allocatlon,

NJAWC argued that Haddonfleld customers beneflted by ellmlnatmng

- the need to upgrade the plant and NJAWC customers beneflted
because thelr cemblned water supply needs‘are‘belng>served by
the’ Company's existing:‘sumfoumding fecilitiesi at a.Aiewer‘ per
eustomer cost. (PT 13 4:12-17). | |

ﬁe also stated that customers benefited fmom' the
decommissiOning of ﬁaddenfield's 1899 wvintage Cottage Avenue

“standpipe, which was located on a small lot between to

residential homes. (PT-13 4:18-5:3). " DecommiSsioning the

standplpe lmproved water quallty, ellmlnated a safety hazard and

ellmlnated the need to recoat the tank (PT 13 5:6- 13)

- On the other hand, Rate- Counsel’s witness, Mr...Woods,

testified that the prlce NJAWC pald for Haddonfleld created a -

burden . for exieting customers.' Specmflcally, the - proposal to
acquire  Heddonfield included: - i) an offer' to maintain
Haddonfleld’s existing water rates for a period of three years
after the closing; 2) an offer to erov1de free water and sewer
gservice to seven Haddomfield owned buildings and facilities; 3)
a commitment te make an estimated $6.S’ million in capital

improvements to the Haddonfield system within the first 12
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nmonths of ¢closing; and 4)an estimdated total of $16 million in

P

18:19-19;65.' Additionally, NJAWC has’committed to continue a‘
Senior Citizén subsidy df the Camden CountyiMunicipal Utilities-
Authority and fo élldwuHaddonfield to retain‘reyehues from cell
antennae leases for a period of 10 years. - (RC-1 i§:6;9).
Héwé&er, the revenues from Haddonfield customers were not
adequate té satisfy the reyenue*requifement for the Haddonfield
system,. {RC-1 19:1641?).1 While NJAWC had invested “subst;ntial

sums” on improvements to the Haddonfield water and sewér'systems

since the systems were . acquired, these additional investments

have fuﬁther increased the éost“éf ;pro&iding service to
Haddonfield; - these costs‘weré recognized in the Company’s bése
rate incréase...{§C-1.20:19—11). In the Company’s previous rate
case, ﬁaddénfield was held out as a separate gariff.group, which
meant that re#enue requirement associated with Haddonfield‘was
exéiuded from the rates of other tariff groups. (RC-1 22:4-6) .
in‘contrast, in tﬁis proceeding, the Company’s Cost of Sexvice
Study  uses combineé. cost of providing water service ffoﬁ. al;
service areas - including Haddonfield - to »determine the
statewide revenue requirement allocated to the various customef
classes.' (RC-1 22:9-12).

Mr. Woods noted that if the revenues generated by the
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Haddonfield rate are insufficient to supp’ort Haddonfield’s cost -

'”6ff§%fvi6§&ﬁhéﬁ”6ﬁﬁ@?ﬁ@ﬁﬁtéméfS“Wfitﬂbé“bufdéﬁédwwfth“the<excess§
o revenue fequirement.s (RC-1 22:13-15). Further, the Coﬁpany’sr
“pre-acquiSition.«cusﬁo@ers will begin.'suppoiting' the . costs of
the‘\Haddénfield ac@uisitién un£i1 .Haddonfield's raﬁes’ are,
brought tx; a 1é§el where revenues Qill suppOrt of exceed the
local éost.of‘providing servide.” (RC-1 22:16-1) . |

:ﬁastly, Mr. Woods indicatéd théﬁ he waé not aWare of any
short term synergies that benefit'NJAWC’s existigg ratepayefs as
;é result éf the .Haédoﬁfield ’acquisitioﬁ. (RC-21 23:1-3).
‘Instead; siépificanﬁ benefits - accrued to Haddonfiéldfs.
:ratepayers in the short-ruﬁ. “(RC-1 23:4-5).

Middlesex' also offered testimony. Its witness ‘B%uce-
O’ Connexr teétified that he is not awafe of ény legislation,
reéulation. or documented ﬁoard policy that would support the
ratemaking treatmént, for the écquisition. prémiums, sought :by
NJAC. (MWC-1 9;12-18).‘ Additiohallyg Mr. O'Cénnerxnoted.that
there was no evidence in éither dire@t‘ﬁestimony or‘discovery
responses that indicates that these acquired systems cogld be
‘conéideraé Mtroubled” systems undér their formex"ownership or

. that there were any marginal benefits to the customer justifying

® . The Company’s Haddonfield watervrates are set forth on Rate
Schedule A-15 of the Cowmpany’s tariff. The Company’s other GMS
customers water rates are sget erth on Rate Schedules A-1, A-2,

A-10 and A-16.
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' recognition of the acquisition adjustments. (MWe-1 9:18-21).°

SR e e .w.wwMﬁEGKK_KRGmENT-WW

‘ NJAWC BEARS THE BURDEN OF PROOF TO SHOW THAT
ITS PROPOSED INCREASE IN RATES AND OTHER
REQUESTS ARE JUST AND REASONABILE. ‘ ‘

The Board has beenQ given broad authority in the géneral
' supefvision, regulation and éontrol over public utilities and .
has broad -discretion in the exercise ‘of.  that authority.

N.J.S.A. 48:2-13; see e.g., In re Pub. Serv. Elec. and Gas Co.'S

Rate Unbundling, Stranded Costs and Restructuring Filings, i67

N.T. 377 {2501)! Whiie exercising its ggﬁhority to set just and
:.reasonable ra£es,;puréﬁant:t9 N.J.S.A.‘48:2121, thé‘Board.mUSt]Y<
use its expertise in a flexible manner to respond to Chanéing.
cqﬁéiﬁions_ while balancing complex and - compéting intereéts{
Ibid. Thus, in'reaching‘a éecisioniwith res?ect to rates, thé

\Board; must balance .the cOmpeﬁing interést of the 'yatepgyers"
'néedé to receive safe, adeqﬁate. and proéér service for 'a'
reasonable rate versus the utility’é opportunity to earn a fair

rate of return. See e.g., FPC v. Hope Natural Gas,.320 US 591

'(1944); see generally, N.J.S.A. 48:2-21; N.J.S.A. 48:3-1.

In a rate proceeding, the utility bears the burden of proof
on all elements for expenditures it seeks to pass-through in

rates to - its customers, including proving that its proposed

rates are just and reasonable. In re Pub. Serv. Elec. and Gas
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Co., 302 N.J. Super. 247, 265 (hpp. Div. 1997), cértif. démied, -

‘lS?thj; T2 (1897)y;—1In Te Jeérsey Cent. Power“&~higﬁ@m€ou,‘85

N.J. 520, 529 (1981); Pub. Serv. Coordinated Transp. v. State, 5

N.J. 196, 219 (1950).

To &emonstrate‘that a requested rate;increase‘is just and
reasonable;‘ "the utility must prove: (1) the value of. its
property or thé rate base, (2) the ‘amognt of its expenses,

including operations, income taxes, and depreciation, and (3) a

fair rate~§f ieturn to invéstprs." .In re N.J. Aﬁ.‘Water Co;,
,169.N.J. 181, 188 (2001) (gitations oﬁitted). The conventional
procedure involves the establishment Qan rate base reflecting
the‘faii Vélue of the utility's uséful property, the caléulation
of éllowéble operating expenses, the computation of net income,
the determination of a fair ‘rate of réturn: (“ROR”). and the-

design of & proper rate schedule to produce reasonable revenues.

In re Reai-Flb Corp., 76 N.J. 21, 2é‘(1978) (citations omitted) .

| Thé Company’s rate base is thé fair vaiue.of the property
of ﬁhe Company that is used and useful inxéublic service. Pub.
Sexv., S'N.J.Vat 2i7. This.includes.thé value of any utility
plant in service less depreciation that a utility has écquired;
However, generally any premium péid for a properﬁy should not be
placed in rate base and passed to ratepayers'wiﬁh a return. The

Board will only recognize the premium paid to acquire a utility
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“where it was proven that a Spedific and Eangiblée Bensfit iftured

s P L W JEVL IR s e

N mto i ratepayers.., st ¥om .t.ne acqulsrt.lon.: [ M.w”,,.:tyﬁM.j'-Uw ..B-ou.t:n-n-d.erseymo (@ ¥ o S

Company, 'BPU"DOcket No. . GR8508858, Order dated September 24,
' 1984. “The Company bears the purden of ﬁroof with regard to any

benefits fxomzits acquisition.” Ibid.

Applying . these principles, ‘in I/M/0 Elizabethtown Water
Company, BPU Docket No. 8312-1072,  Order dated September 24,
1984, the Board denied Elizabethtown.Water’Company’s request for
‘acguisition adjustments related to.the acquisition of two watexr
systems, Peapack and Gladstone, but recognized an acquisition
adjustment for another system. The Board explained:-

We will continue to - feéognize the
appropriateness of acquisition adjustments
where a specific benefit can be shown, such
as' the acquiring of needed facilities which

benefit the entire system. Re Elizabethtown
Water Co., BPU Docket No. 802 76 {June 19,

. 1980) . Reasonable incentives = should be
given for acquisition of - small ~water
companies which are typically

undercapitalized and hard-pressed to provide
‘gafe, adeqguate, and proper service. Such is
the intent of the Small Water Company
Takeover Act, N.J.S8.A. 58:11 59 et seq. in
addition to ‘the lack of a showing of a
specific benefit, we have the additional
factor that the system in' question was
acquired through competitive bidding .between
utilities  which could only serve to ernthance
the purchase price in relation to original
cost.

~[1d. at 2.]

Similarly in I/M/O New Jersey American-Water Company, BPU




January 18, 2019
Page 16

Docket No. WR98010015, Order datéd April 16, 1999, tHE Board

“Epproved T adquisition” ~a<1j'ﬁ“§tment:‘s*“f“-‘"‘f“e?l%ft*»e“df*i"'«t@ﬂ'-?‘New~ —33 ersey=
American’s acquisition of several systems - includiﬁg Sunbury
Villag‘ekand Aberdeen - finding: that they were e:'i.ther ’acquirec‘l
under the Small Water Take O;xrer Act or that such adjustments had.
A~been agreed to in prior »rat;e case stipulations that hécﬁ been
adopted by the Board.  Id. at 15, The Board also approved
acqui‘sit:ion adjustments resulting in the acquisition of several
other  systems »finding that they were “gmall systems that will
necessary benefit from the ‘econ'amies‘ of scalé aﬁd increased
reliability din the provis’ion of safe, adequate and proper
service.” Id. at 16. |

In I/M/O the Petitidn_of Long Beach Water System, BPU

Docket No. 831-855, Order dated July 5, 1994, the Board held
that the acquisition. premium should be split between ratepa;yers
and the cémpany. -The Béard stated "“that reasonable incentives
must be given for the acquisition .of the small water company,
typically u.nderucapitalized and unable to p.r‘ovi;ie safe, adequaﬁe
and propexr service. Id. at 2. The Board explained that
“[ulnder the circumstances of this‘ case, with a well-established
customer benefit, we believe that an equal sharing of the

difference between purchase price and original cost is

appropriate, and therefore would give recognition in rate base
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to ofie-have Of that differsnce, "§8 30 acquisition adjustment.”

‘Here, Shorelands was not a troubled or small system as it -

was a well-run company that providéd safe, adéquate, and proper

' service to its customers. Yet, NJAWC paid more than double the

original costs, $26,722,978, for Shorelands. And now, NJAWC

incorrectly,.asks that its ratepayers bear the burden of this

‘premium and. pay a -  rate of - return on that ‘premium. Staff

recoﬁmends that this request 5e aenied(

A The Shorelands‘ acquiéition. aliowed‘ ﬁhe ‘Cémpany' to expand
i;s‘ serviceA territory in nbr£hern Monmouth Couﬁéy, but the
testimony indicatés that tﬁere were little or no éynérgy savings
resulting from‘ the Shorelands aqquiéition; MOreoyef, NJAWC’ s
ciaim that it will avoid capital costs is not supported by any
taﬁgible evidence. As Rate‘Counsél noted, NJAWC may very well
still endeavor to c§mplete the prqjects which it claims it will
not, at a later date. As such, tﬁere are no guaréntees ﬁhat the
Shorelands acquisition will result in lower overall capital
costs to NJAWC’s existing customérs. Consquenﬁly, NJAWC failed‘
to meet its bﬁr&en to " show ‘that ‘thé. Shérelands ééquisition

provides a benefit to ratepayers.  More impdrtantly,‘ passing

.this large premium to ratepayers would strike an unfair balance -

between ratepayers and the Company because NJAWC would earn a
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return én”'investmenﬁ"'oﬁ a préﬁium Whiéﬁ”«déés’.ﬁdt tangibly

""" - "*L“*béﬁéfit““féﬁ%ﬁé?%?@?”‘?“Sﬁaﬁfm%@héféf@reWﬂre;éectﬁu&iy“wreeommends"~
thaﬁ’thé ALJ and the Board reject NJAWC's request to include the
Shorelands aéquisition adjustment in rates,

staff requests a similar resﬁlf - denial - for the
Haddonfieldtsystem; Haddonfield’s purchase price of‘$28,500,000
exceeds both Rate ,Céunsel’s and NJAWC’s estimated value for
Haddonfield. (RC-1 25:16-20).  NJAWC acquired the system
through a competitive bidding process. The bids 'received for
Haddonfieid, revg%l that other utilities did not place' such a
high premium’on Haddonfield. 1In fact, the next highest bid was
over $5 millién less than NJAWC'Ss purchase price. Nongtheless,
NJAWC now asks its ratepayers to bear ‘the coét of that premium
and a rate of return on that premium.

NJAWC did not identify Haddonfield‘ as a troubled system
until rebuttal and only in respohse to .Rafe Counsel and
Middlesex's testimonies. NJAWC also could not cite any ﬁangible
benefits to existing .ratepayers. The largest benefits cited in
the record were with respect to the évoided capital of replacing
or fixing existing Haddonfield facility, but this b@néfit only
benefits former Haddonfield cuStomers. in contrast, existing
NJAWC customers are burdened by the acquisition because the cost

of providing sexvice toithe Haddonfield system and the costs of
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the acquisition are s6 high. Thus, tHe burden 'Eé ratepayers far

' exéééds “Eny intangibre PERErTEE ETHItEd By the Cotﬁpany S wouTd-
strike an unjust balance between ratepayer interests and the
Company,. Staff reSpectfully; recommends that the ALJ and ‘the
Board reject N;TAWC’S proposed p“la’nt acquisition adjus.tment for
Haddonfield. |

.In sum, | NJAWC has failed to meet‘ its burden’ that the
Shorelands and Haddonfleld acqulsltlons for which NJAW paJ.d a
$$28,521,347 premium and a rate of return on that prem:.um should
be. passed on to ‘lf{:S ratepayers. NJAWC has, now shown that there’
are ta‘ngibleA beneﬁifs to its ratepayers. Qn balance, . NJAWC
ratepayers’ needs to receive safe, adequate and proper seryice.
at Jjust and reasonéble ratés far eﬁcceed NJAWC's request Ffor a
$28,521,347 acquisitioﬁ'pre_mium and a rate of return on that
premium. Statéd differently, approving NJAWC's $28;521,~347
premium ,an& a ROR on ‘that Qremium would result in unjusf and
unréasonable ‘rates. Accordingly, ALJ ‘Gertsman and the‘ Board
should reject NJAWC’s proposed plant 4acquisitioxi 'adjustment for

Shorelands and Haddonfield.
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T CONCLUSION
~ For the foregoing reasons, it is respectfully reguested

- that Your Honor reject the .Acquisitioh..Adjustments as neither

the Haddonfield system nor the Shofélands system qualify as a

s

troubled water utility and do not provide taggible benefit Eo
ANJAWC's'customers. Moréover,AYour Honoﬁ should reject NUAWC*#
_request because approvingANqAWC*s $28,521,347 premium‘ahd a rats
of reﬁurn on that . premium. Qould resﬁlﬁ ‘in ﬁnjust ‘and

unreasonable rates.

Respectfully Submitted,
N .

GURBIR 8. GREWAL

ATTORNEY GENERAL OF NEW JERSEY
Attorney for the Staff of the New
‘Jersey Board of~pPublic Utilities

Byi:

cc: OAL Service List (via Electronic Mail and Regular Mail)
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