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Ownership History

When was the water company founded?

The Hingham Water Company was History
incorporated in 1879 by the General Court of
Massachusetts through Chapter 139 “for the
purpose of furnishing the inhabitants of

Hingham Water

Hingham with pure water for the extinguishment Company incorporated
of fires, generation of steam, domestic, and o ik
other purposes...”
GeneraAI Court authorized
In 1881, the General Court authorized the oo sk
Hingham Water Company to extend its water B e (e A0
. — Hingham: 8,
pipes through Hull and part of Cohasset.  Hul: 4,638

How many customers are served by the
water company and where are they
located?

The Hingham Water Company has always been privately owned

The water company service territory is referred to as “Service Area A.” As of year-end 2017, Service
Area A includes a total of 13,168 connections (customers); 8,196 connections in Hingham, 4,638
connections in Hull, and 334 connections in North Cohasset.

Since its incorporation, the water company has been privately owned. The Town of Hingham has
never owned the water company.

Does Hingham have the right to purchase the water company? How is the acquisition
price determined?

Section 11 of Chapter 139 of the 1879 statute Hingham’sighi-topurchase es
allows the Town to purchase the property and

rights of the water company “at any time" if ¢ The 1879 statute allows the Town to purchase the property
approved by a 2/3 affirmative vote at Town and rights of the water company "at any time" if approved
Meeting. The capital property includes two by a 2/3 affirmative vote at Town Meeting

storage tanks, 190 miles of pipe, a water ¢ The statute defines the formula for calculating the purchase
treatment plant, a clearwell, and 10 wells. price

¢ The owner of the water company cannot refuse to sell it

The statute defines the formula for calculating
the purchase price. The formula is “the actual
cost of the same, together with interest
thereon at a rate not exceeding ten percent
per annum, said cost to include all actual loss
or damage paid or suffered by said
company...deducting from said cost any and
all dividends which may have been paid...or at
such a price as may be mutually agreed
upon...”.
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Can Aquarion refuse to sell the water company or claim that it is not for sale?

No. Under the 1879 statute that formed the Hingham Water Company, the Town has an ongoing right
to purchase the water company even if Aquarion is an unwilling seller.

What is the ownership history of the
water company?

According to available records, in 1936,
American Water acquired the Hingham Water
Company in a merger with Community Water
Service to form Mass American Water. Mass
American Water owned and operated the water
company for 66 years.

In 2002, Kelda, a British company, acquired
four New England subsidiaries of American
Water, for $233 million. Kelda made these
subsidiaries, which contained 64,000
customers, part of its Aquarion Water Company
subsidiary.

Kelda owned and operated the water company

Water Company Ownership History

ﬁ AMERICAN WATER

@ MACQUARIE

EVERS=URCE

1936: American Water acquires Hingham Water
Company to form Mass American Water

66

years

2002: Kelda acquires 4 New England subsidiaries
(64,000 customers) of American Water for $233
million; makes them part of its Aquarion Water
Company subsidiary

5

“years

2007: Macquarie bank acquires Aquarion (219,400
customers) from Kelda for $860 million

10

years

2017: Eversource acquires Aquarion (230,000
customers) from Macquarie for $1.68 billion

for 5 years. In 2007, it sold Aquarion (total of 219,400 customers) to Macquarie, an Australian bank,

for $860 million.

Macquarie owned and operated the water company for 10 years. In 2017, Eversource Energy

purchased Aquarion (230,000 customers) from Macquarie for $1.68 billion.

What do we know about the current owner of the water company?

Eversource Energy is a publicly traded company that provides electricity, gas, and water to customers

throughout New England. Eversource was
formed in 2012 with the merger of NSTAR

Electric and Gas with Northeast Utilities and Eversource Service Territory

its operating companies. EVERSZURCE

AQUARION

Service Territory

According to its website, Eversource currently
has 4 million customers, 230,000 of which are
water customers.

In late April 2018, Eversource made an
unsolicited offer to acquire Connecticut Water,
which has 450,000 customers.

The Hingham/Hull/North Cohasset water
system is referred to as “Service Area A.” It
represents roughly 72% of
Eversource/Aquarion’s MA water business,
and 6% of its total water business.

Eversource

~ 4 million customers
(230,000 water)

Hingham/Hull/North
Cohasset
~ “Service Area A”

—~ 72% of Aquarion MA
business

~ 6% of Eversource entire
water business

3

Will apply 72%
factor to some MA

approximate
impact to Service
Area A
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How many communities in Massachusetts are serviced by a privately owned water

company today?

According to the DPU, privately owned water
companies service a portion or all of 14
communities and 32,760 customers.

Aquarion/Eversource services 19,772
customers in 5 communities: the Towns of
Millbury, Oxford, Hingham, Hull, and part of
Cohasset.

9 other municipalities are serviced by a
privately owned water company, representing
12,988 customers: the Town of Milford and
portions of Dover, Northfield, Granville, Great
Barrington, Stockbridge, West Stockbridge,
Northbridge, and Sutton.

All other water customers in the
Commonwealth are serviced by a public
water company (including the MWRA).

MA water customers serviced by privately-owned water company

Serviced by publicly owned companies
Ne o/ Y P y P

. Serviced by Aquarion MA/Eversource:
19,772 customers

O Serviced by other privately owned companies:
12,988 customers

MASSACHUSETTS CITIES AND TOWNS

MA Department of Public Utilities
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Water Supply and Water Delivery Infrastructure

What is the water source and water delivery system for Service Area A?

The primary water source for Service Area A is
the Weir River watershed, which feeds Fulling
Mill Pond and Accord Pond. The rights to these
ponds were purchased in 1886 (Fulling Mill
Pond) and 1912 (Accord Pond).

The water delivery system includes 2 storage
tanks, 190 miles of pipe, and a water treatment
plant.

The MA Department of Environmental
Protection (DEP) regulates the amount of water
that communities can withdraw from the aquifer.
The authorized withdrawal limit for Service Area
Ais 1.281 billion gallons per year, which
represents a daily average of 3.5 million
gallons.

What do we know about the condition of
the water delivery system?

According to documents provided by Aquarion
in its current rate case, the 10 year average
water main replacement in Service Area A is
2,000 feet. This includes one year (2016, which
is also the rate case test year) in which
replacement was significantly higher than in any
other year. Service Area A contains 190 miles
of pipe, or approximately 1 million feet.

Water main replacement spending for Aquarion
of MA (both Service Areas A and B) from 2008
to 2014 ranged from less than $100,000 per
year to just over $500,000 per year.

In 2016, Aquarion retained a firm to utilize
simulation software for the purpose of
developing a water- main Renewal and
Replacement (R&R) plan through 2050.

Water Supply and Water Delivery System

* Water sources:
— Fulling Mill Pond (rights purchased in 1886 for $2,000)
— Accord Pond (rights purchased in 1912 for $1,500)
— 12 wells/pumping stations

¢ Water Delivery System:

— 2 storage tanks
— 190 miles of pipe (app. 1 million feet)
— Water treatment plant

e DEP Authorized withdrawal limit:

— 1.281 billion gallons per year
— 3.5 million gallons daily average

ard Capital Efficiency Plan; Aquarion Return to MA DPU Year ending 12/31/2017

Water Main Replacement History

Service Area A - Historical Water Main Feet Replaced Historical Water Main Replacement

Aquarion of MA

B 1171

* KANEW study commissioned by Aquarion

and annual capital i
options for MA
- $2.6 million (illustrated)
- $1.8 million (recommended)
- $1.1million

The firm’s report concluded, “The minimum investment that is projected is $1.8M that could be

maintained up to 2070 but, then, would need to be ramped up to $2M by 2100 (including the new
mains) (Source: infraPLAN KANEW Study, dated November 6, 2016).

Service Area A represents roughly 72% of Aquarion of MA business; applying this percentage to the
KANEW-recommended investment amount suggests annual capital spending of $1.3 million per year
for Service Area A water-main R&R.
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How many emergency water repairs have occurred in Hingham?

According to the Town Engineer, since 2007,
Aquarion has requested 218 street-opening

requests due to emergency water repairs. 32 Hingham Emergency Water Repair History L~
of these openings were on streets that were Hingham Sireet Opening Permits for
under the 5-year road moratorium. Some i T L el

streets had multiple emergency water repairs.

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 YTD
2018

®Streets not under 5 year moratorium @ Streats under 5 year road moratorium

Cutting into newly-paved roads degrades their quality
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Regulation

How is the water company regulated?

The Massachusetts Department of Public
Utilities (DPU) regulates privately owned water
companies by setting rates and requiring annual
financial reports. The Massachusetts
Department of Environmental Protection (DEP)
regulates all companies in Massachusetts. It
monitors and regulates water quality and water
supply including withdrawal limits, and certifies
and licenses water treatment and distribution
system operators.

The Massachusetts Water Management Act
defines annual water withdrawal limits for all MA
communities.

How are withdrawal limits regulated?

MA water regulation

All MA water companies

* Monitors and regulates water

quality and water supply

* Certifies and licenses treatment

and distribution system
operators

¢ Sets rates
* Requires filing of annual financial

returns

The Massachusetts Department of Environmental Protection’s Water Management Act of 1986
regulates the amount of water that can be withdrawn from Massachusetts ground and surface water
resources in order to ensure adequate water supplies for current and future water needs.

The DEP issues Water Management permits for an average daily withdrawal rate. Permits are
authorized in five-year increments up to a 20-year maximum. As a permit holder, Aquarion is required
to submit annual reports with monthly withdrawal information.

As previously mentioned, the MA Department of Environmental Protection (DEP) regulates the
amount of water that communities can withdraw from the aquifer. The authorized withdrawal limit for
Service Area A is 1.281 billion gallons per year, which represents a daily average of 3.5 million

gallons.

How does the Department of Environment Protection (DEP) assess the performance of

water companies?

The DEP requires all MA water companies to
disclose information about consumption and
unaccounted for water.

What is Unaccounted for Water and how
does Service Area A Unaccounted for
Water compare to the MA standard set by
the DEP?

“Unaccounted for Water (UAW)...is the percent
of water entering the distribution system not
accounted for from service meter readings or

AT

£
4

DEP Performance Standard: Unaccounted for Water @

* “Unaccounted for Water (UAW)...
is the percent of water entering
the distribution system not
accounted for from service meter

s q

gs or from ed

municipal uses such as fire

fighting and street
cleaning.” (DEP Website)

Source: MA DEP Website

Service Area A
Unaccounted for Water

as Reported by Aquarion
(MA Standard = 10%)

2010 2011 2012 2013 2014 2015 2016
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from unmetered municipal uses such as fire fighting and street cleaning. UAW values may be high
because water is lost through leaks in the distribution system, which may occur in older systems.
UAW values may also be high if meters are incorrectly calibrated ... or if unmetered uses are not
documented in the ASR. ” (Source: DEP Website)

According to information provided by Aquarion to the DEP, Service Area A Unaccounted for Water
has been significantly above the MA standard since 2011. For 2016, Aquarion reported 18%
unaccounted for water.

What is the impact of Unaccounted for Water?

18% Unaccounted for Water translates to

approximately 208 million gallons of water each
year that is withdrawn from the watershed and Impact of achieving 10% DEP Standard
not available for consumption.

y =,

* 208 million gallons represents the annual

Annual ion of
consumption of 2,315 households, or 111% B e lenig

of the amount of water pumped from Accord h 1,029 households
Pond in 2017 (187 million gallons ~ 93 mi
( 9 ) gallons available tes 29 days’ average
Achieving the 10% DEP standard translates to o consumption for Service Area A

approximately 93 million gallons of water each
year that is available for consumption or
conservation.

; : 0,
Withdrawing 49% fewer
gallons from Accord Pond
each Year (2017: 187 million gallons withdrawn)

* 93 million gallons represents the annual
consumption of 1,029 households, or 29
days of average consumption for all 13,000
ratepayers in Service Area A

* Alternatively, it would result in 49% fewer gallons withdrawn from Accord Pond each year

Another impact of Unaccounted for Water is the ability to petition the DEP for an increase in the water
system’s withdrawal limit. An increase in the water system’s withdrawal limit would require a new
permit application and is not assured. Among other things, the level of Unaccounted for Water is
considered. It is believed that the Hingham water system would need to further reduce Unaccounted
for Water to be at 15% or lower in order to
petition the DEP.

How a rate case works

How are water rates currently set?

Water rates are set by the Massachusetts
Department of Public Utilities (DPU). Utilities esimony nd

submit a “rate case,” which is essentially a vipypetiors | commes | @seomy | opuros | oomags | opy mases
petition to increase the tariff charged to rocver st | o Gonera eneem | Seemesten
customers to allow utilities to recover their costs

and to make a profit.

hearings

Once filed, affected communities have the
Opt|0n tO f||e as an |ntervener, Wh|Ch g'VeS them Expense:s that are allowed irf rate cases include operating costs, Returr! or-\ Equity
the ablllty tO engage |n the I’ate case d ISCOVGI’y (companies allowed to suI:r::ezi):sI;::;/::I:gl(:ai:caar;ce!sliél5/;) , Depreciation, legal
and hearing process.
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The rate case continues with testimony and discovery from the utility, the MA Attorney General’s
Office, and interveners. As part of this process, the DPU schedules and holds at least one public
hearing in affected communities.

A rate hearing is held and the DPU makes and communicates its determination.

The DPU awards rate increases based on a number of factors including operating costs, depreciation,
legal expenses, and a guaranteed return to water company owners/investors. Companies are
allowed to submit rate cases that yield ROEs between 10.5% and 14.5%. Recent Returns on Equity
(ROEs) awarded by the DPU range from 9-11%.

Hingham spends approximately $75,000 on each rate case (legal and expert witness fees.
What is the history of Hingham water rates?

The chart shows residential water rate history
from 1996 to 2017 based on 90,000 gallons per =y
year consumption. Water rates are color-coded Hingham Residential Water Bill History: 1996 to present @
by water company owner.

Annual Water Bill (90,000 gallons)
In 2012, Hingham’s water rates were the 5 A
. . . <€—— Aquarion/Macquarie ————>
highest in the Commonwealth. At that time,
Aquarion indicated that it would seek double digit pese e S NI
rate increases every three years.

Apmis Kupqiseay

uomsinboe suibaq weybuiy

Shortly after the water company acquisition
feasibility study began, Aquarion lowered water
rates on two separate occasions. Aquarion has
consistently maintained these rate reductions
would have taken place notwithstanding the
acquisition feasibility study.

<«

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

What do we know about the current rate
case?

Current rate case (DPU 17-90) as of 6/25: Aquarion of MA @‘

The rate case currently before the DPU has two
components:

13.89% $1,725,800 $3,458,690
e A 13.89% rate increase requested rate requested potential
increase capital revenue
i i surcharge increase
» A capital surcharge of $1 ,7_25,000 for Serw_ce Pt
Areas A and B that would increase water bills i R
st H i ncludes 10. eturn : ’ 313 verage increase o
several percent each September 17 starting in B i N
2019. This highlights the Town’s long- i roquest o rae el s ‘
standing position that ratepayers pay for e mpar e . 2 o
. . . ratin epresents a cost requeste
capital improvements, regardless of ownership isinis Hosuah o

If approved by the DPU, the total impact of the
combined rate increase and annual surcharge
could increase ratepayer bills by $300 in just the
first five years.

Annual surcharges are anticipated in succeeding
years, but Aquarion has not disclosed its plans for the size and duration of those surcharges beyond
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2021. Aquarion has stated that those surcharges would be included in future rate increase filings
submitted for DPU approval.

Aquarion’s current rate case includes a 10.5% return.
What is the capital surcharge that is part of the rate case?

The capital surcharge being proposed is called
WRIM. WRIM stands for Water Reliability

Improvement Mechanism. This is a proposed Current rate case: capital surcharge
_annual SUrCharge to bOth acce_lerate Capltal ¢ WRIM: Water Reliability Improvement Mechanism
InveStm ent a nd tO a”OW Aq Ua r|0n tO I'eCOVGI' — Proposed surcharge to accelerate capital investment and recover costs sooner
costs sooner. + Rationale
— “The Company is not in a position to increase the capital budget without introduction of
AS part Of the rate case, Aquarlon the WRIM mechanism” (source: 0.p.u. 17-90 Exhibit: Towns 7-3, & June 2018)
. — “..other water companies, including the Company’s affiliates operating in other states,
representat'ves Spoke about the need for have these types of mechanisms in place to support incremental capital
investment” (source: D.P.U. 17-90 Exhibit: Towns 7-8, 8 June 2018)

WRI M ’ How it works

“@ . . g — Annual surcharge levied as % of revenue base, with limits for a given year and given rate
» “The Company is not in a position to L SR g S

increase the capital budget without " projects competed fter th en ofth e year, T repaset s ot cated o specic

introduction of the WRIM mechanism” | proes o s s o

e . t
(Sou rce D - P U - 1 7-90 EXthIt TOWI’]S 7-3’ r—np\jICRIM investment gets incorporated into rate base, which becomes the basis for the
8 J un 20 1 8) next rate increase (and future WRIM surcharges should they occur)

» “...other water companies, including the
Company'’s affiliates operating in other
states, have these types of mechanisms in

place to support incremental capital investment” (Source: D.P.U. 17-90 Exhibit: Towns 7-8, 8 Jun

2018)

Based on the information filed with the DPU, an annual surcharge would be levied as a % of the
revenue base, with limits for a given year and given rate case.

*  “The Company is proposing that the WRIM would apply to incremental distribution projects

completed after the end of the test year. This proposal is not isolated to specific projects.” (Source:

DPU 17-90 Towns 7-22, 8 Jun 2018)

According to filings, the WRIM investment would be incorporated into the rate base, which would
become the basis (starting point) for the next rate increase and for future WRIM surcharges should
they occur.
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Water Company Acquisition

Has Hingham previously considered purchasing the water company?

Since the water company was incorporated in 1879, Hingham has discussed the possibility of Town
ownership at least seven times. The two most recent substantive discussions occurred in 1958 and
1984.

In 1958, a motion to investigate purchasing the water company was considered and voted down by
Town Meeting.

The 1984 Annual Town Meeting authorized funds to study the Town’s water service, assess its ability
to meet future demand, estimate the cost to acquire the company, and project operating costs
assuming Town ownership.

Under the direction of the Water Supply Committee, the study was performed by two outside vendors
and was completed in 1985. The Water Supply Committee reviewed the vendor reports and
concluded that it was not in the Town’s best interest to purchase the water company at that time,
particularly given the acknowledged need to construct a water treatment plant. It should be noted that
those discussions occurred prior to Hingham’s establishing a more formalized professional
management structure reporting to a full-time Town Administrator.

Why did Town Meeting authorize a
feasibility study in 2012?

The Town decided to reevaluate the long-term Reasons Hingham initiated feasibility study in 2012 3/
benefits of owning and operating its water
company for several reasons:

Water rates (5th highest in the state in 2012)

Persistent emergency water main breaks without plan to fix in

* Water rates (5th highest in the state in 2012) coming year
i ) — Chronic underinvestment in capital
* Persistent emergency water main breaks . o
K i . Customer complaints about service disruptions and
without plan to fix in coming year associated fire-safety concerns
— Chronic underinvestment in capital To allow greater Town control over management of water
supply and water delivery infrastructure
* C_UStomer Complamts _abOUt .SGFVICe Acknowledgment that a private owner’s first responsibility is
disruptions and associated fire-safety to its shareholders—not its customers
concerns

* To allow greater Town control over
management of water supply and water
delivery infrastructure

* Acknowledgment that a private owner’s first responsibility is to its shareholders—not its customers

For these reasons, in 2012, the Board of Selectmen requested, and Town Meeting approved, funding
to explore the feasibility of Town ownership of the water company.
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