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I. STATEMENT OF QUALIFICATIONS

PLEASE STATE YOUR NAME AND ADDRESS.
My name is John M. Mastracchio and my address is 43 British American

Boulevard, Latham, New York 12110.

BY WHOM ARE YOU EMPLOYED?
[ am employed by Red Oak Consulting, a Division of Malcolm Pirnie, Inc. The
Department of the Public Advocate, Division of Rate Counsel has engaged me in

this matter.

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND
PROFESSIONAL QUALIFICATIONS.

I hold a Master of Business Administration degree from Comnell University; a
Masters of Engineering degree with a concentration in Civil and Environmental
Engineering from Clarkson University; and a Bachelor of Arts degree from the
State University of New York. I am a Registered Professional Engineer in the
State of Pennsylvania and have received the Chartered Financial Analyst (CFA)
designation from the CFA Institute. I am an ﬁctive member of the American
Water Works Association, the Water Environment Federation, and the Chartered
Financial Analyst Institute. [ serve on the Finance, Accounting, and Management

Controls Committee of the American Water Works Association.

Page 1 of 17 .
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Q.

HAVE YOU PROVIDED TESTIMONY IN UTILITY MATTERS ON
PRIOR OCCASIONS?

Yes. 1 have testified in utility matters on several occasions before the Public
Utility Commissions in Arizona and the U.S. Virgin Islands, and before numerous

utility boards across the country.

PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE.

I have been a financial management, engineering, and rate consultant since 1994.
My experience includes valuation of water and wastewater utilities, design of
water and wastcwater rates, fees, and charges, capital and financial planning,

municipal utility economics and financial analysis.

II. SCOPE AND PURPOSE OF TESTIMONY

Q.

MR. MASTRACCHIO, PLEASE DESCRIBE YOUR AREA OF
RESPONSIBILITY IN THIS MATTER.

I have been engaged by Department of the Public Advocate, Division of Rate
Counsel to provide an opinion of the value of the water facilities owned by the
City of Treﬁton (“Trenton”), and located in the surrounding townships of Ewing,
Hamilton, Hopewell and Larwrence (identified in the Joint Pet‘ition as the Outside
Water Utility System (“OWUS”) in reference to the proposal by New Jersey
American Water Company (“NeW Jersey American ) to acquire the assets of the

Trenton OWUS from the City of Trenton.
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Q.

WHAT MATERIALS HAVE YOU REVIEWED IN DISCHARGING THIS
ASSIGNMENT?

I have reviewed and analyzed the Joint Petitioners January 25, 2008 filing;
Valuation Reports prepared by MWH A;nen'cas, Inc. (“MWH”) on behalf of the |
City of Trenton, and by Navigant _Consulting, Inc. on behalf of New Jersey
American Water Company; supporting testimonies of the Joint Petitioners;
responses to Discovery requests, and other pertinent information in the filing of the

Joint Petitioners.

ITII. VALUATION OF THE OWUS - ANALYSIS

Q.

WHAT CONCLUSIONS PERTAINING TO THE VALUE OF THE OWUS
WERE REACHED BY THE JOINT PETITIONERS?

Mr. Jerry Notte P.E., of MWH concluded in his testimony that the OWUS is worth
between $104 million and $172 million.' The $104 million amount is based 6n his
estimate of Indexed Estimated Historical Cost Less Depreciation (IEHCLD) and
the $172 million amount is based on his estimate of Replacement Cost New Less

Depreciation (RCNLD) value.

Richard D. Hitt Jr. of Navigant Consulting performed certain analyses of the
OWUS and completed his analysis in three separate phases. The Phase 1 analysis
provided an estimate of value as of June 1, 2007. The Phase 2 analysis included

tangible property added over the first five months of 2007, and the Phase 3

! Exhibit JP-3, page 11.
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analysis added an estimate of the expected value of assets to be added to the
system as of December 31, 2008. The Phase 2 analysis resulted in an estimate of
RCNLD value of the OWUS assets of approximately $227 million. Navigant also
included under its Phase 2 analysis an Original Cost Less Book Depreciation

(OCLBD) estimate of approximately $112 miltion.

WHAT APPROACHES DID THE JOINT PETITIONERS CONSIDER IN

ESTIMATING THE VALUE OF THE OWUS?

While three generally recognized approaches to the determination of the value of
utility assets were considered by the Joint Petitioners (the cost approach, income
approach, and the market approach), both petitioners primarily relied upon the cost

approach in developing their estimates of value.

ARE THERE DIFFERENCES IN THE COST VALUATION APPROACH
UTILIZED BY THE JOINT PETITIONERS?

Yes. The direct testimony provided by the Joint Petitioners highlights these
differences. Mr. Notte rélied principally upon the RCNLD and the IEHCLD
methods to develop a range of estimated value of the OWUS,3 whereas Mr, Hitt of
Navigant Consulting, Inc. relied on RCNLD as an estimate of value®, However, as
part of his engagement with Cozen O’Connor’, Mr. Hitt also estimated the

OCLBD of the OWUS.

2 Bxhibit JP-8. Answer to Question 10.
* Exhibit JP-3, pages 6 and 7.

4 Exhibit JP-8, Answer to Question 9.
* Exhibit JP-8, Answer to Question 7.
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Other differences included the tangible assets that were valued, unit costs that
were used to determine the replacment costs of the assets, the amount of
depreciation applied to the estimated replacement value, the estimated dates
placed in service for assets of unknown age, the trending factors used to index
the replacement cost back to original cost value, and the inclusion of value of

intangible assets.

WERE THE METHODS USED BY THE JOINT PETITIONERS TO
VALUE THE OWUS REASONABLE?

The cost approach utilized by the Joint Petitioners is a reaonable method to use to
value the system. However, in applying the cost approach, the valuation range
prepared by MWH included the estimate of RCNLD value, and the valuation
estimate prepared by Navigant consisted of only the RCNLD value. Utilizing
RCNLD as an estimate of value is inconsistent with the regulatory environment
and ability of an investor-owned utility to receive rate recovery of the pre-

acquisition rate base. Therefore, these estimates of value are wrong,.

Water utilities are regulated monopolies and as such require special considerations
in the valuation process. The economic value of the OWUS assets is influenced by
the ability of investor-owned utilities to receive a return of, and a return on, the
acquistion investment. When a commission, such as the New Jersey Board of
Public Utilities (Board) regulates the base to which a rate of return can be

applied (i.e. rate base), the rate base is a driver of economic value of the assets.
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For example, if rate base for rate making purposes is based on original cost of
plant in service, less accumulated depreciation, rather than replacement cost or a
combination of original and replacement cost, then the economic value of these
assets follows its treatment for rate making. RCNLD value overstates the value
of the OWUS because regulated utilities in New Jersey are not allowed a return
on investment in rate base (which primarily includes net utility plant) above the
regulated limit. Therefore, considering that Navigant was engaged by Cozen &
O’Connor on behalf of New Jersey American, an investor-owned utility
regulated by the Board, Navigant’s method of valuation of the OWUS should
have considered original cost, rate base treatment of the acquisition investment,
and both Navigant and MWH should have excluded RCNLD from its estimate of

OWUS value.

WERE THERE OTHER REGULATORY FACTORS THAT THE JOINT
PETITIONERS IGNORED IN THEIR VALUATION ESTIMATES?

Yes. Perhaps one of the biggest oversights in the valuation estimates was that
they completely ignored contributed capital.® Contributed capital for a utility
consists of assets and cash provided to the utility from customers. A typical
contributed capital transaction involves a real estate developer building a
subdivision, constructing the distribution system assets (distribution piping,
services, hydrants, meters, etc.) and then contributing them to the utility at no

cost whatsovever. In the regulatory framework, equity that results from

¢ Response to RCR-V-20 and RCR-V-50.
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contributed capital does not belong to the owners of the utility, but rather to the
ratepayers. Therefore, under the regulatory framework, a buyer would not be
allowed to recoup his investment in the utility above and beyond its pre-
acquisition rate base in order to protect customers, and any investment so made
would thereby reduce the buyer’s return on investment below the required return
for an investment of similar risk. The discovery responses in this case’ and
additional information gathered from the Township of Hopewell suggests that a
large portion of the OWUS constructed since 1987 was constructed by

developers and donated to the City of Trenton.

WERE THE ASSETS THAT WERE CONSIDERED BY THE JOINT
PETITIONERS CONSISTENT?

No. The valuation prepared by Navigant included tangible assets not considered
in the MWH valuation, since the Phase 2 Navigant valuation included assets
added over the first five months of 2007 and the date of the MWH valuation was
February 22, 2007. Navigant included an additional 427 services and 62,140 feet
of piping in their valuation estimate in addition to the assets considered by
MWH, butf apparently excluded the value of the interconnections with Aqua
America, Lawrenceville Water Company, and Elizabethtown Water Company,

which was included by MWH. In addition, the MWH valuation included a value

’ Responses to RCR-E-39 and RCR-E-127 and RCR-E-128.

Page 7 0of 17



10

11

12
13
14
15
16
17
18
19
20
21

22

Direct Testimony of John M. Mastracchio, P.E., CFA BPU Docket No. WM08010063

for goodwill, which was estimated as 10% of the tangible asset value.® The

Phase 2 valuation prepared by Navigant included only tangible assets.’

Q. ARE THERE DIFFERENCES IN THE UNIT COST ESTIMATES USED
BY THE JOINT PETITIONERS TO VALUE THE OWUS?

A. Yes. A comparison of the unit cost estimates used by MWH and Navigant is
summarized in Exhibit JMM-1. The comparison shows some differences in the

unit cost estimates that were used to estimate replacement cost new.,

Q. ARE THE UNIT COST ESTIMATES USED BY THE JOINT
PETITIONERS TO VALUE THE OWUS REASONABLE?

A. Based on the asset information available in the City—issued Request for Proposals
for the sale of the OWUs assets, the range of unit cost ¢stimates is reasonable,
This opinion is based upon researching pricing information from equipment
suppliers and vendors, from RS Means cost estimating guide, and prior

experience.

Q. ARE THERE DIFFERENCES IN THE TRENDING FACTORS USED BY
THE JOINT PETITIONERS TO ESTIMATE THE ORIGINAL COST
VALUES OF THE OWUS ASSETS?

A Yes. The valuation estimate prepared by Navigant utilized inflation indicies

from the U.S. Department of Labor, Bureau of Labor Statistics data and

¥ Valuation of Qutside Water System Assets report prepared by MWH, p.2-3.
? Response to RCR-V-27.
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information from Marshall Vauation Service. This data provides cost trending
information for specific material products, such as iron and steel pipes and
tubes. ™

The valuation estimate prepared by MWH utilized inflation indices from the
Engineering News Record. The ENR-CCI index is a twenty-city index that is
composed of 80 percent labor, 13 percent steel, 6 percent lumber, and 1 percent

cement. 1

Q. ARE THE TRENDING FACTORS USED BY THE JOINT PETITIONERS
TO ESTIMATE THE ORIGINAL COST VALUES OF THE OWUS
ASSETS REASONABLE?

A In general, yes. Both the inflation indices published by the U.S. Department of
Labor, Bureau of Labor statistics and the ENR-CCI index are common indices
that are used to trend water system costs. However, depending upon the type of
asset that is being trended, the ENR-CCI index may consist of a proportion of
labor, steel, lumber, and cement that is different than the asset that is being
trended, resulting in a trendéd original cost that may not precisely reflect the

original cost of the asset.

Q. ARE THERE DIFFERENCES IN THE DEPRECIATION RATES USED
BY THE JOINT PETITIONERS TO DEVELOP THE OCLD ESTIMATES

FOR THE OWUS?

1° Response to RCR-V-19.
'! Response to RCR-V-34 and RCR-V-59,
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A.

Yes. These differences are summarized in Exhibit IMM-2.

ARE THE DEPRECIATION RATES USED BY THE JOINT
PETITIONERS TO DEVELOP THE OCLD ESTIMATES FOR THE
OWUS REASONABLE?

Given the available information, fhe depreciation rates assumed by the Joint
Pectitioners are genarally reasonable for estimation purposes. However, in
several cases, the depreciation rates utilized are significantly different than the
depreciation rates that were approved for New Jersey American Water Company
by the BPU on November 4, 199.4.12 If these depreciation rates were applied in
determining the original cost less depreciation estimates prepared by MWH and

Navigant, they would have resulted in a lower OCLD estimate.

ARE THERE DIFFERENCES IN THE INTANGIBLE ASSET VALUES
USED BY THE JOINT PETITIONERS TO DEVELOP THE OCLD
ESTIMATES FOR THE OWUS?

Yes. MWH included goodwill as a component of their RCNLD and OCLD
estimates. MWH valued goodwill at 10 percent of the physical asset value."
Navigant did not include goodwill as a component of their RCNLD and OCLD

estimates in their Phase 2 and Phase 3 valuation estimates. However, Navigant

2 Response to RCR-E-82,
'* February 2007 Valuation of Qutside Water System Assets report prepared by MWH, p.3-9.
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estimated an intangible asset value of 10 percent to 20 percent of the tangible

asset value in their Phase 1 valuation estimate.'*

IS THE EXCLUSION OF GOODWILL FROM THE ESTIMATE OF
VALUE REASONABLE?
Yes. New Jersey American 1is not requesting rate base recognition of the

goodwill estimated by MWH. ">

IV. VALUATION OF THE OWUS

Q.

A

Q.

HAVE YOU FORMED AN OPINION CONCERNING THE VALUE OF
THE CITY OF TRENTON’S WATER FACILITIES LOCATED IN THE
OWUS?

Yes, [ have. Iestimate the value of OWUS to be approximately $54.4 million.

WHAT APPROACHES DID YOU CONSIDER IN ESTIMATING THE
VALUE OF THE OWUS?

Three generally recognized approaches to the determination of the value of utility
assets were considered; the cost approach, income approach, and the market
approach, When estimating the value of the OWUS, the market approach was
considered but not utilized in estimating the value of the OWUS due to thel
difficulty in identifying comparable séles transactions. I also found it important to

consider the regulatory environment since the transaction involves an investor-

" RDH-1, Page 2 of 3. '
'’ Response to RCR-V-9 and RCR-E-112.
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owned utility. Therefore, I considered all three approaches, but relied on a cost

approach that considers the income generating potential of the OWUS assets.

While the logic behind the cost approach is that a prudent buyer will not pay more
for a property than the cost of acquiring a substitute property of equivalent utility,
it is important to consider the regulatory framework when the transaction involves
a regulated, investor-owned ufility. = When a commission, such as the Board
regulates the base to which a rate of return can be applied (i.e. rate base), the rate
base is a driver of economic value of the assets. The value of a regulated water
utility is purposefully impaired through the application of the regulatory
framework. This framework constrains the carnings power of an otherwise

unregulated monopoly in order to protect customers.

Therefore, considering that the potential buyer of the OWUS is an investor-owned
utility regulated by the New Jersey Board of Public Utilities, I estimated the value
of the OWUS based on an estimate of the pre-acquisition rate base, and the

original cost of the assets, less depreciation formed the basis for this estimate,

WHAT OTHER ADJUSTMENTS TO RATE BASE WERE CONSIDERED
IN ESTIMATING THE VALUE OF THE OWUS?

One important adjustment that was considered was contributions in aid of
construction, that is capital or plant financed by developers and contributed at zero

cost to the utility. As discussed previously, equity that results from contributed
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capital does not belong to the owners of the utility, but rather to the ratepayers.
Including the value of developer contributions in the acquisition price would
compensate the City of Trenton for assets that were not funded by the City of

Trenton at the expense of the OWUS customers.

In addition, the City of Trenton plans to use the proceeds of the sale to first pay

down outstanding bonds and bond anticipation notes issued to finance the OWUS,

- and then, to the extent that there are additional proceeds left over, Trenton expects

to use the remaining proceeds to pay other debt of the City, including the debt
allocated to the IWUS as well as general obligation debt incurred for other
purposes.'®  Therefore, OWUS customers would not receive benefit from the
proceeds generated ﬁom the sale of the OWUS assets in the form of a return on

customer equity associated with contributed capital.

Furthermore, rate making treatment afforded to the acquisition, if it is approved,
should not cause customers to pay a higher cost for utility service simply because
the assets were sold to the. highest bidder. As Mr. Howard Woods Jr., P.E.,
describes in his testimony, the consummation of the Agreement of Sale involving
an asset purchase price of $100 million would adversely impact both OWUS

customers and existing customers of the New Jersey American Water Company ."”

'® Response to RCR-E-5.
'" Direct Testimony of Howard Woods, p. 23-25.

Page 13 of 17



co

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Direct Testimony of John M. Mastracchio, P.E., CFA BPU Docket No. WM08010063

Therefore, since contributed capital belongs to the ratepayers (and not the owners
of the utility), no refunds or benefits are provided to the OWUS customeré from
the proceeds of the sale, and the Agreement of Sale involving an asset purchase
price of $100 rﬁillion would adversely impact OWUS and existing New Jersey

American Water Company customers. Contributed capital should be excluded

~ from the estimate of value.

HOW WAS THE INFORMATION PROVIDED BY THE JOINT
PETITIONERS USED TO DETERMINE THE VALUE THAT YOU
ESTIMATED FOR THE OWUS?

I considered the reasonableness of the estimates and assumptions utilized by
MWH and Navigant pertaining to the unit costs, depreciation rates, and asset ages,
and applied an average range of the estimates that T considered to be reasonable to
deterimine the OCLD wvalue of the OWUS. T then reduced the original cost and
OCLD values by my estimate of contributed property associated with the OWUS.
A summary of my calculations is provided as Exhibit JMM-3, and detailed

caluafions are provided as Exhibit JMM-4.

HOW WAS THE. ESTIMATE OF CONTRIBUTED PROPERTY
DETERMINED?

The estimate of contributed property was detertﬁined based on a review of
available information pertaining to the construction and funding of the OWUS
assets. Although it is difficult to determine the precisely amount of contributed

property since the City of Trenton was not able to locate and provide historical
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documentation on how the OWUS was constructed and financed,'® the

discovery responses in this case’’ and additional information gathered from the

Township of Hopewell suggests that a large portion of the OWUS constructed

since 1987 was constructed by developers and donated to the City of Trenton.

This information is summarized below:

Mr. Richard Russo, who was the General Superintendent and Chief
Engineer of the Trenton Water Works at that time, testified before the
Board of Public Utilities on September 2, 1987 that the water line
extensions and the facilities needed for the City of Trenton to serve the
growth zone of Hopewell Township would be financed mostly by
developers.20 This indicates that the City of Trenton did not plan to
construct or pay for the assets associated with the growth zone of
Hopewell Township in 1987.

A Resolution adopted February 19, 1987 by the City Counsel on behalf of
the City of Trenton and signed by Carmen Armenti, President, states that
Trenton would apply past and current practices in financing and
constructing the assets associated with the growth zone of Hopewell
Township. This document indicates that the practice of developers
financing the construction of assets in the OWUS was not a new approach

and indicates that this practice was followed prior to 1987.%!

18 Response to RCR-V-64.

' Responses to RCR-E-39 and RCR-E-127 and RCR-E-128.
* Response to RCR-E-127, p. 16.

*! See Exhibit JIMM-5 (Attached)
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e In a letter dated September 15, 1995, Trenton Water Works informed
Robert Buda Associates (developer) that service would be available to the
Hopewell Grant development after others have installed water mains,
appurtenances and an elevated water storage facility, and any additional
facilities needed to serve Hopewell Grant needed to be installed by the
developer,” indicating that Trenton continued to maintain its practice of
requiring developers to expand the system in the OWUS.

e Hopewell Township adopted Ordinance No. 01-1235 on June 6, 2002
requiring property owners who desired to connect into a water line
constructed and financed by Merrill Lynch & Co (the Developer) to pay
the developer reimbursible costs totaling $446,763 associated with
constructing water lines in Hopewell Township.” This is a concrete
example of the business practices described in Mr. Russo’s testimony and
indicates that the City of Trenton did not construct or pay for the

expansion of the water system into the OWUS.

These examples are consistent with the City of Trenton’s current practice
regarding growth and expansion of the OWUS. Under this practice, water main
extensions are installed by the developer that is requesting water service, and then

the developer dedicates the mains to the City upon final acceptance.>*

* See Exhibit JMM-6 (Attached)
» See Exhibit IMM-7 {Attached)
* Response to RCR-E-39 and RCR-E-128.
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Q.

A

Therefore it is reasonable to conclude that similar practices of developer funding
of the OWUS in Hopewell Township were used in Hamilton, Ewing, and
Lawrence Townships to construct and finance the OWUS, because developers
would have likely been treated consistently across the OWUS, and if this were
not consistent in all of the Townships, then rate inequities would have resulted

among customers within the Townships.

Based on the February 19, 1987 City Council Resolution authorizing expansion
into Hopewell, it is likely that these practices were in placé in the OWUS well
before 1987. Consequently, based on this information, I estimated that
approximately 90% of the pipelines, hydrants and services associated with the
OWUS that were built in 1987 or later, and 100% of the storage tank and booster
station assets constructed in Hopewell Township since 1987 were developer
funded and contributed to Trenton at no cost to the utility. These percentages were
applied to the original cost and OCLD estimates of assets constructed in the
OWUS since 1987, resulting in an estimated value of contributed property of
approximately $40.3 million. This amount was then subtracted from my estimate

of OCLD estimate of the OWUS.

DOES THIS COMPLETE YOUR TESTIMONY AT THIS TIME?

Yes, it does.
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Exhibit JMM-1
Comparison of Unit Cost Estimates
Used to Determine the Replacement Cost Estimates of the OWUS

Unit Cost
Asset Type MWH Navigant Unit
Pipelines
Diameter, Inches
4 C $142 $102 per linear ft
6 C $143 $120 per linear ft
6 D 5143 $120 per linear ft
8 C 51356 $139 per linear ft
8 D 5156 $139 per linear ft
10 C 5170 $167 per linear ft
10 D $170 $167 per linear ft
12 C 5203 $201 per linear ft
12 D $203 $201  per linear ft
14 D $232 N/A per linear ft
16 C $246 $269  per linear ft
16 D $246 $269 per linear ft
20 C $294 $370  per linear ft
24 C $334 3506 per linear ft
Valves
Diameter, Inches
6 Unspecified $1,200 $281 each
8 Unspecified $1,600 $483  each
10 Unspecified $1,900 $750 each
12 Unspecified $2,000 $1.035 each
16 Unspeciiied $3,200 $1,764  each
24 Unspecified $7.200 $3,852  each
Services
Diameter, Inches
<1 Unspecified $910 $944 each
1 Unspecified $010 $1,044  each
2 Unspecified $1,273 $1,945 each
3 Unspecified $3,001 $4,449  each
4 Unspecified $4,546 $6,383  each
6 Unspecified $6,364 $8,797 each
8 Unspecified $7,273  $14,634 each
10 Unspecified $8,182 316,986 each
Hydrants
Diameter, Inches
4 Unspecified $5,200 $5,500 each
225 Unspecified 35,200 $5,500 each
4.5 Unspecified $5,200 $5,500 ° each
5 Unspecified $5,200 $3,500  each
525 Unspecified $5,200 $5,500 each
6 Unspecified $6,000 $3,500  each




Exhibit JMM-1 (Cont'd)
Comparison of Unit Cost Estimates
Used to Determine the Replacement Cost Estimates of the OWUS

Unit Cost
Asset Type MWH Navigant Unit
Tanks (Dist. Storage)
Tank Location )
Whitehorse Multi- Column  $1,454,546  $1,384,670 each
Mercerville Multi- Columm  $1,454,546  $1,519,176 each
Lawrence Multi- Column  $1,454,546  $1,466,940 each
Ewing Multi- Column  $1,454,546  $1,484,352 each
Jones Farm Standpipe $818,182 $570,779 each
Hopewell Hydropillar $727,273  $1,300,000 each
Ewing Booster Station
Pumps
Aurora Series 411 880 gpm, 40 hp $9,977 $62,053 each
Aurora Series 411 880 gpm, 40 hp $9.,977 $62,053 each
Aurora Series 411 1,400 gpm, 75 hp  $13,850 $101,568 each
. Aurora Series 411 1,400 gpm, 75 hp  $13,850 $101,568 each
Building Unspecified $852,000 $531,208 each
Generator
Caterpiller 400 kw, 480v $103,208 $87,740 each
Fuel Tank $16,200 Not valued each
Klockner Booster Station
Pumps
Aurora Series 411 600 gpm, 40 hp $9,977 $49,313 each
Aurora Series 411 600 gpm, 40 hp $9,977 $49,313 each
Aurora Series 411 1,200 gpm, 75y $13,850 $92,595 each
Building $1,067,700  $475,979 each
Generator
Katolight 200 kw, 480v $112,253 $51,400 each
Interconnections
Aqua America, Inc. 3 MGD $5,000 Not valied each
Lawrenceville Water Co. 0.5 MGD $49.400 Not valued each

Elizabethtown Water Co., Phase 1 10 MGD $9,658,300 Not valued each
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Exhibit JMM-2
Summary of the Depreciation Rates and Useful Lives Used
Used to Estimate the OCLD Value of the OWUS

Depreciation Rates Depr. Lives (yrs) NIAWC Approved
MWH Navigant MWH' Navigant® Depreciation Rates’
Asset type Rate Life
Pipelines
Transmission mains 1.0% 1.0% 100 100 1.23% 81
Distribution mains 1.0% 1.0% 100 100 1.23% 81
Interconnections 2.0% N/A 50 N/A N/A N/A
Pipeline appurtenances ‘
Valves 3.0% 1.3% 50 75 N/A N/A
Meters T 5.0% 2.9% 20 35 2.7% 37
Hydrants 2.0% 1.3% 50 75 1.3% 76
Pump Stations: See Below 25%  See Below 40 2.8% 36
PS Electrical 5.0% N/A 20 N/A 5.0% 20
Non-submersible pumps 2.5% N/A 40 N/A 7.4% 13
PS Mechanical Systems 2.5% N/A 40 N/A 5.0% 20
PS Structural 1.3% N/A 75 N/A 2.8% 36
Instruments (level control) 5.0% N/A 20 N/A 5.2% 19
Landscaping 1.3% N/A 75 N/A 2.6% 39
Tanks (Dist. Storage) 1.3% 1.3% 75 75 2.4% 42
Services 2.0% 2.9% 50 35 2.5% 40

'Reference: 2007 Valuation of Quiside Water System Assets report prepared by MWH, p.3-10.
*Reference: RCR-V-53.
*Reference: RCR-E-82.
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Exhibit JMM-3

Asset Valuation - City of Trenton OWUS

Valuation Year 2007
Estimated Estimated Estimated
Replacement Original Original Cost

Asset Category Cost New Cost Less Depreciation
Pipelines and Appurtenances

Pipelines - Known $ 99,750,000 61,279,000 $ 51,868,000

Pipelines - Unknown 282,561,000 15,944,000 8,870,000

Hydrants $11,207,000 6,207,000 4,803,000

Valves $2,025.000 78.000 -
Subtotal Pipelines and Appurtenances $ 395,543,000 83,508,000 % 65,541,000
Elevated Storage Tanks $ 7,545,000 1,528,000 § 963,000
Booster Stations $ 2,210,000 1,170,000 §$ 725,000
Other

Services $ 37,830,000 26,289,000 § 19,448,000

Interconnections 9,713,000 9,709,000 9,598,000
Subtotal Other $ 47,543,000 35,998,000 § 29,046,000
Land’ 792,000 792,000 792,000
Subtotal Tangible Assets $ 453,633,000 $ 122,996,000 $ 97,067,000
Less: Developer Contributions (66,116,000) {46,435,000) {40,472,000)
Net Asset Value $ 387,517,000 $ 76,561,000 $ 56,595,000

Land was not valued, however, the estimate of land value contained in the RFF documents provided as part of the Jgint

Petition was included here for reference.
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TRENTON WATER WORKS (2
DEPARTMENT OF PUBLIC WORKS ?ﬁ':fip
P.O. Box 528 HOPEWELL TOWNSHIp Y
Trenton, New Jersey 08604 . 1 {
MAR 16 1987 'QJ
J
ARTHUR J. HOLLAND Office
Mayor Route 29

(609) 989-3208

JOSEPH T. TUCCILLO, JR.
Director of Public Works

RICHARD A. RUSSO, P.E. » March 12, 1 987
General Superintendent &
Chief Engineer

Hr. James Davey
Administrator

Township of Hopewell
Route 546 and Scotch Road
Titusville, NJ 08560

Dear Mr. Davey:

Enclosed herewith is a certified copy of the resolution approving the
extension of water service to the ''growth zone'", of Hopewell Township.

Trenton's Attorneys will begin to prepare a franchise agreement for
approval of both parties and for submittal to the New Jersey Board of
Public Utilitles. This procedure takes several months, however, it in no
way hampers development of the water system provided that-developers are
ready to proceed.

Please contact me if you have any questioﬁs, regarding this matter.

Sincerely,

Lt P v

Richard A. Russo, P.E.
Gen. Supt. & Chief Eng. - Water

RAR/ksd

— '
-
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RESOLUTION

_ R7-124 :
RESOLUY tON AUTHOREZENG TiiE EXTEUS fo oF WATER SERVICE
IRYO Au AREA OF HOPEVWLLL TOWiSHIE '

UHgREAsf the Trenton Water Works presently servicas two customers
in lopewell TownsShip, anc _ '

HHEREAS, both Hopewell Township and the hopews}§ Towaship

M ULUA. nave
passed resciutions 86-20 and 260-f1 respactively, apd

WHEREAS, the aforementoned resolutlons request that the “renton
¥ater Works provide waler servios to the ares of Hopewsll Townshlip boundad
in the north 9y the Washington Crossing-Pennington foad, and the Fennln

gion~
Lawrencev] ] ie Road; the scuth by Ewln Townshio and the Trenton Vstes Fretem;
Y g &Rip HALGE oY
e the west by ths Delzware Rlver; and In the 223l Ly the Hopewe'! Yownshlp iine.
that Yays just west of Federatl

City Road (elso known as the "Growrh Zone'}, znd

Jost, lac. has prapared o detaiiad

WHEREAS | Buck, Seifers, S : :
ity of providing water service i uhe Marowih

g *
Feport demonsirsiing the feasibilitc
Zons' of Hopuwell Yownshlp, and

WREREAS, the Trenton Vates System hasn suffici
with modificasions o provide the
YGrowth Zone!' of Hoper

:
el eRsest capaciiy
ol

wiler requived e proceriy sarvice the
i b Towashlp, and '

WHEREAS, It Is In the best interest of the water users of the Trenton ol
Water System %o erxpaad and enlerge It; pow there¥ore ba o

f
’
!
’
L




RESOLUTION

Rasgtvad. that the Offers mads by Hopews 1) Tohenshlp aaq the
Towashly M.uLa, through reseiutjane 8628 anyg 2605~y s
Woler smrvics to the “Gre

wih Zonat ag previously delinlatag ; thiz
£ &cCepted, apng further be It

Resobwed that a1} extengénns wi

P obe SEnetrusted anpd fiﬁantgd»gonﬁf-
L4 ) - ¥
WEED paze ang Present policles . f

X stre *teng
818 progedures 6V k& Urentos Haver Works, .

Carmer g, Lrmenti
Prasidant

Adopted; rebruary 19, 1987
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TRENTON WATER WORKS , Rgc W=
DEPARTMENT OF PUBLIC WORKS ' b 576_
P.0. Box 528 eep 22
Tranton, New Jersey 08603-0528
(609) 988-3208 _ iROBERT BUDA AZZ D:-;_.
DOUGLAS H. PALMER ‘ . BRANDING CACALLORI, P.E.
Mayor ——
BARRY R. HOGAN %@Wm’m
Dirasctor of Public Works 4 d
EHROM, A
co. {

P ) FAX S

September 15, 1995

e A
M. Lany Young RE’K%!? s

Robert Buda Associates

2025 Princeton Pike 56 1 199°

Lawrenceville, NJ 08643 , — il
: o BRI

Dear Mr. Young: : \g}@ﬁ’?ﬁ .

Re:  Hopewell Grant, Hopewell Township

Safe, adequate and proper service shall be available for the proposed Hopewell Grant development
after others have installed water mains and appurtenances and an elevated water storage facility. Any
additional facilities, both on site and off' site, needed to serve Hopewell Grant shall be installed by the
developer of Hopewell Grant in accordance with the requirements of the water utility’s master plan
for service to the southeast quadrant of Hopewell Township. :

Smcerely,

é-&@w%_

Brandino Cacallori, P.E.
General Superintendent and
Chief Engineer - Water

‘BC:sdmr
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TOWNSHIP OF HOPEWELL
MERCER COUNTY, NEW JERSEY

ORDINANCE NO, 02-1235

AN ORDINANCE AUTHORIZING
REIMBURSEMENT OF THE COST OF A .
CERTAIN WATER LINE IN HOPEWELI TOWNSHIP

WHEREAS, the Township entered into a Developer’s Agreement dated September
8, 1998, with Merrill Lynch & Co., Inc. (hereinafter referred to as the “Developer™),
concerning the development of property located on Scotch Road, Washington Crossing-
Permington Road and Interstate 95, in the Township of Hopewell, New J ersey, then known
and designated on the Hopewell Township Tax Map as Lot 1.03, 2 and 3, in Block 91
(hereinafier referred to as the “Developer’s Property™), in accordance with a General
Development Plan App'roval graﬁted by the Planning Board of the Township of Hopewell
by Resolution dated March 23, 1998 (hereinafter referred to as the “GDP Approval”); and

WHEREAS, by Deed dated April 9, '1999, from Bristol-Myers Squibb Company
to Merrill Lynch Hopewell LLC, Doveloper acquired title to the Developer’s Property; and

WHEREAS, Paragraph 5 of the Devcloper's Agreement provides that the
Developer shall have an obligation to extend a certain water main within Hopewell
Township in order to service certain properties and other potential users in the area; and

WHEREAS, under Paragraph 5, the Township acknowledged that the Developer
would seek a reimbursement agreement with the water company, and that said
reimbursement agreement would require any property owners that conngct to the water
ain to pay their pro rata share of the cost of the water mafn extension based upon their
respective projected water usage; and

WHEREAS, Paragraph 5 further indicates that the Developer would have no
obligation to extend the water main unless 2 reimbursement agreement acceptable to
Developer is executed by the water company; and _

WHEREAS, the water company has refused to exeente an agreement regarding the
above; and

"WHEREAS, under the terms of the Developer’s Agreement, Developer would

consequently have no obligation to extend the water main and perform the other activities )

outlined in Paragraph 5 thereof; and

WHEREAS, notwithstanding the same, Developer has agreed to extend the
aforementioned water main with the understanding that the Townshii:- will adopt an
ordinance requiring all property owners who connect into the water main to pay their pro
1| rata share of the cost of the water main extension (based upon their respective projected
watel usage) at the time of development: and

WHEREAS, by Resolution #99-212, adopted by the Township Committee of the
Township on August 19, 1999, the Mayor and Municipai Clerk were authorized to execute
an amendment to the Developer's Agreement in order to amend the provisions of
Paragraph 5 thereof conceming the water main exteasioh; and

WHEREAS, the Developer and the Township shall execute an Amendment to the
Developer's Agreement as provided above.-
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NOW, THEREFORE, BE IT ORDAINED, by the Township Committee of the
Township of Hopewell, in the County of Mercer and State- of New Jersey, as follows:

1. The water main which is the subject matter of this Ordinance is that which js
located within Hopewell Township and shown on the plans entitled “Off-Site Water Main
Extension-Scotch Road & Nursery Road™, dated October 20, 1998, last revised September
1, 1999, prepared by T & M Associates (hereinafter referred to as the “Waier Line
Plans™}, a copy of which Water Line Plans are gn file with the Township Clerk. A key
map which identifies the approximate location of the water main and potential Benefitted
Properties along with the Average Dafly Flow available within the water main and the
average daily flow to be provided to the Developer's property shall be kept on file with
the Township Clerk’s Office.

2. In accordance with the Water Line Plans, the Developer has extended a 127
water main from its existing terminus in Nursery Road, west of the Developer’s Froperty
in Bwing Tow&m_hip, to the intersection of Nursery Road and Scotch Road and will cause
the same to be combined with a 16” water main that will be extended from its existing
terminus in Scotch Road south of the Developer’s Property and Route 95 in Ewing
Township. From the intersection of the two mains, a combined 16” main has been
constructed north'along Scotch Road to a point where it enters the Developer’s Property
and continues into the proposed the proposed water tank on the Developer’s Property
(hereinafter referred to as the “Enh'y'Poinf’). The Developer has also extended the 16”
water mam from the Entry Point north along Scotch Road to the intersection of Scotch
Road and Washington Crossing-Pennington Road (hereinafter referred to as the
“Additional Water Line"), _

3. The cost(s) which shall be subject to reimbursement under this Ordinance
(“Reimbursable Costs™) are: (a) the difference in cost between a 16” water main and a 14"
water main from its existing' terminus in Scotch Road south of the Developer's property
in Bwing Township to the Entry Point, including but not limited to, the cost of designing,
engineering, obtaining approvals and permits for, constructing, inspecting, bonding and
financing such water main, is $12,490.00; and (b) the full cost of the Additional Water
Line, including but not limited to, the cost of designing, engineering, obtaining approvals
and permits for, constructing, inspecting, bonding and ﬁnancmg such Additional Water
Line, is $434,273.00.

4, Any property owner, other than the owner of the Developer’s Property, who
desires to connect inte any portion of the water line heretofore or to be constructed by the
Developer in .accordance with the Water Line Plans (hereinafier referred to as a
“Benefitted Property Owner™) shall be required to pay to the Developer a pro rata share
of the Reimbursable Costs in accordance with the provisions of this Ordinance.

5. The pro-rata share shall be determined by dividing the Average Daily Flow for
the Benefitted Property Owner by the Average Daily Flow Available by the water
extension design, as represented by the following formula:

Pro-Rata Share = Average Daily Flow for Benefitted Property Owner

Average Daily Flow Available by the water extension design
The average daily flow to the Bencfitted Property Owner shall be estimated by the
Township Engineer based upon NIDEP unit flow rates for permitted gross densities as
defined by zoning critetia effective on the date the connection is applied for, As each
Benefitted Property Owner receives a development approval, the Township Engineer shall




certify water flow figures for such Benefitted Property Owner and shall adjust, if
necessary, the total water flows referred to in this Paragraph 5.

6. Each Benefitted Pr0pe;rty Owmner’s allocated fair share of the Reimbursable Costs
shall be determined by multiplying the Reimbursable Costs by each Benefitted Property
Owner's projected percentage of the total water flows as determined in accordance with
Paragraph 5 above.

7. As a condition to the approval of any development of the property of a
Benefitted Property Owner, the Township Engineer shall compute (using the methodology
described in Paragraph 5 above) the amount which such Benefitted Property Owner is
obligated to reimburse and pay to the Developer. The Benefitted Property Owmer shall
be required to enter into an agreement with the Township of Hopewell setting forth the
Benefitted Property Owner’s obligations under this Ordinance. The agreement shall
tequire the Benefitted Property Owner to pay its allocated fair share of the Reimbursable
Cost to the Developer prior to the issuance of any building permit for the development
of the property of the Bencfitted Property Owner. The agreement shall be in recordable
form and shall be subject to the review and approval of the Township Attorney.

8. The Township's sole financial responsibility shall be to act as the receiving and
disbursing agent of the funds required to be collected from and paid to the Developer
pursuant to this Ordinance.

9. A certified copy of this Ordinance shall be posted on the bulletin board or other
conspicuous place in the Hopewell Township Municipal Building,

10.All other Ordinances or parts of Ordinance inconsistent herewith are hercby
repealed,

11.The provisions of this Ordinance shall be severable. In the event that any
portion of this Ordinance is found to be invalid for any reason by any court of competent
jurisdiction, such judgment shail be limited in its effect only to that portion of the
Ordinance actually adjudged to be invalid, and the remaining portions of this Ordinance
shall be deemed severable therefrom and shall not be affected.

12.This Ordinance shall take effect upon final passage and publication in
accordance with the jaw.

Date Introduced:  May 16, 2002
Date Advertised:  May 23, 2002

Date Adopted: June 6, 2002 7 W

Joif R. Edwards
ayor
Aftest:

Munieipal Clerk




AMENDMENT TO DEVELOPER'S AGREEMENT

THIS AMENDMENT TO DEVELOPER'S AGREEMENT dated September 8,
1998, by and between the TOWNSHIP OF HOPEWELL, a municipal corporation of the
State of New Jersey, having its offices located at 201 Washington Crossing-Pennington
Road, Hopewell Township, New Jersey 08560-14‘10 (hereinafter referred to as the
"Township"), and MERRILL LYNCH HOPEWELL LLC, a Delaware limited liability
company, having its offices at 103 College Road East, Plainsboro, New Jersey 08536
(hereinafter referred to as "Developer") (hereinafter referred to as the "Developer's
Agreement") is dated this},‘-}’ day of j‘},.uz/ , 2003,

WITNESSETH

WHEREAS, the Township entered into a Developer's Agreement dated
September 8, 1998, with Merrill Lynch & Co., Inc., concerning the development of
property located on Scotch Road, Washington Crossing-Pennington Road and Interstate
95, in the Township of Hopewell, New Jersey, then known and designated on the
Hopewell Township Tax Maps as Lot 1.03,2 and 3, in Blﬁck 91 (hereinafter referred to
as the "Developer's Property"), in accordance with a General Development Plan
Approval granted by -the Planning Board of the Township of Hopewell by Resolution
dated March 23, 1998 (hereinafter referred to as the "GDP Approval"); and

WHEREAS, by Deed dated April 9, 1999, from Bristol Myers Squibb Company
to Merrill Lynch Hopewell LLC, Developer acquired title to the Developer's Property;

and




WHEREAS, Paragraph 7 thereof provides that in order to accommodate the
widening of Scotch Road by the Developer on its west side north of its intersection with
Washington Crossing-Pennington Road, the Township has agreed to assume the
responsibility and cost of relocating the one-room schoolhouse (hereinafter referred to
as the "Schoolhouse") located on the Township property known and designated in the
aggregate as Lots 5, 6, 46 and 49, in Block 92 (hereinafter referred to as the "Township's
Property"). Such relocation was required to be implemented no later than February 1,
1999; and

WHEREAS, since the Developer's Agreement was executed, the parties have
renegotiated the terms of Paragraph 7 such that the Developer has agreed to assume the
responsibility and cost of relocating the Schoolhouse and to remove the time restriction
relating to the same; and

WHEREAS, Paragraph 5 of the Developer's Agreement provides that the
Developer shall have an obligation to extend a certain water main in order to service
certain properties and other potential users in the area; and

WHEREAS, under Paragraph 3, the Township acknowledged that the Developer
would seek a reimbursement agreement wifh the water company, and that said
reimbursement agreement would require any adjoining property owners who connect to
the water main to pay their pro rata share of the cost of the water main extension based
on their respective projected water usage; and

WHEREAS, Paragraph 5 further indicates that the Developer would have no
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obligation to extend the water main unless a reimbursement agreement acceptable to
Developer is executed by the water company; and

WHEREAS, the Developer has advised the Township that the water company has
refused to execute an agreement regarding the above; and

WHEREAS, under the terms of the Developer's Agreement, Developer would
consequently have no obligation to extend the water main and perforin the other activities
outlined in Paragraph 5 thereof; and

WHEREAS, notwithstanding the same, Developer agreed to extend the
aforementioned water main with the understanding that the Township will adopt an
ordinance requiring all property owners (other than the Developer) who connect into the
water main to pay their pro rata share of the cost of the water main extension (based upon
their respective pl'-ojected water usage) at the time of development; and

WHEREAS, Paragraph 16 of the Developér‘s Agreement provides that the
Developer's Agreement may only be amended and meodified in writing, signed by the
Township and Developer; and

WHEREAS, by Resolution #99-193, adopted by the Township Committee of the
Township on July 15, 1999, the Mayor and Municipal Clerk were authorized to execute
an amendment to the Developer's Agreement in order to arhcnd the provisions of
Paragraph 7 thereof regarding the relocation of the Schoolhouse; and

WHEREAS, by Resolution #99-212, adopted by the Township Committee of the
Township on August 19, 1999, the Mayor and Municipal Clerk were further authorized

to execute an amendment to the Developer's Agreement in order to amend the provisions
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of Paragraph 5 thereof concerning the water main extension and

WHEREAS, Developer has already performed the relocation of the Schoolhouse;
and

WHEREAS, an ordinance providing for reimbursement to Merrill Lynch for the
cost of the aforementioned water line was adopted by the Township Committee of
Hopewell on June 6, 2002;

| . NOW, THEREFORE, in consideration the covenants and agreements contained
herein, the Developer and the Township agree as follows:

1. Relocation of the Schoolhouse.

a. The Township hereby acknowledges that the Developer has relocated or
caused to be relocated, at its own cost and expense, the Schoothouse to a location on the
Township Property heretofore mutually agreed upon by the Developer and the Township;

b. The Township shall be solely responsible for t_hecost of providing all
utility services to the Schoolhouse, including but not limited to, any cost associated with
the modification or abandonment of any septic system or well. Developer shall have no
responsibility with respect to the provision of utilities. Nor shall the Developer have any
responsibility for the remova!l of any contaminated soils or other hazardous substances
from the Township's Property, or for compliance with any applicable laws or regulations
of any governmental authority concerning underground storage tanks or other
environmental matters.

- In addition, Developer has paid the Township $42,304.00 for the cost of a new
pole barn, which has been installed on the Township's Property and which has been

accepted by the Towhship.
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The Township shall be solely responsible for the cost of providing all utility
services to the pole barn, including but not limited to, any cost associated with the
modification or abandonment of any septic system or well. Developer shall have no
responsibility with respect to the provision of utilities.

2. Water Main Exténsion. The parties hereto hereby acknowledge tilat
the Township has adopted an ordinance requiring all property owners (other than the
Developer) who connect to any portion of the water main constructed by the Developer
to pay their pro rata share of the cost of the water main extension, based uﬁon their
respective projected water usage, at the time of the development of the réspective
properties.

3. Miscellaneous Provisions. This Amendment can only be amended in writing.

The benefit and burdens of this Amendment shall run with the land. Nothing in the
Amendment, except as specifically stated to the contrary herein, affects any other

provision of the Developer's Agreement.
IN WITNESS WHEREQF, the respective parties have caused this Amendment

to be duly executed by its duly authorized officers the day and year first above written.

ATTEST: TOWNSHIP OF HOPEWELL
1 %
Attt Tsiw O Sttt
Annétte C. Bielawski, Francesca A. Bartlett, Mayor
Clerk

MERRILL LYNCH HOPEWELL LLC,
a Delaware limited liability Comapany

By: MERRILL LYNCH INVESTMENT

MANAGERS, L.P., aDelaware limited partnership
and sole Member of Merrill Lynch Hopewell LLC

5.
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By: PRINCETON SERVICES, INC., 2
Delaware corporation and sole general partner of
Merrill Lynch Investment Managers, L.P.

Donald C. Burke

First Vice President
STATE OF NEW JERSEY )
COUNTY OF MERCER ) 5
BE IT REMEMBERED that on this 2 ‘)L day of Loud , 2003,

before me, the subscriber, a Notary Public of the State of New Jersey, personally
appeared Annette C. Bielawski, who, by me being duly sworn on her oath, says that she
is the Clerk of the TOWNSHIP OF HOPEWELL, the municipal corporation named in
the foregoing Instrument, that the said Instrument was signed and delivered by Francesca
A. Bartlett, Mayor and at the same time acknowledged that she signed and delivered the
same as her voluntary act and deed and as the voluntary act and deed of said Township,
by virtue of a resolution adopted by the Township Committee, and that the deponent, at
the same time subscribed her name to said Instrument as an attesting witness to the

execution thereof. W

Al‘mette C. Bielawski, Clerk

Sworn to and subscriped
before me this day?q of

o , 2003,

Qf\\ -
Edwilr W Schmierer, Esq.

An Attomey at Law of the
State of New Jersey
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STATE OF NEW JERSEY )
S8,
COUNTY OF MIDDLESEX )

N —_
I CERTIFY that on pf'“\@‘*s{, 5 , 2003, DONALD C. BURKE
personally came before me, a Notary Public of the State of New Jersey, and this person
acknowledged under oath, to my satisfaction, that:

(a)  this person signed and delivered the attached document as the First Vice
President of Princeton Services, Inc., the sole gemeral partner of Merrill Lynch
Investment Managers, L.P., which is the sole member of Merrill Lynch Hopewell LLC,
the limited lability company named in this document;

(b) this document was signed and made by the corporation as its voluntary
act and deed by virtue of authority from its Board of Directors as sole general partner of
Merrill Lynch Investment Managers, L.P., which is the sole member of Merrill Lynch
Hopewell LLC. )

Signed and sworn to before
me on Prl&ﬁbb‘l‘ » ,2003.

' ILMA NIEVES
NOTARY PUBLIC OF NEW JERSEY
MY COMMISSION EXPIRES JULY 18, 2008

V:WUscr\EDWIMHope wellveeril! Dev Agrwpd







