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I Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

2 A. My name is Brenton Grab, and my business address is Pennsylvania Public Utility

3 Commission, P.O. Box3265, Harrisburg, PA 17105-3265.

4

5 Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

6 A. I am employed by the Pennsylvania Public Utility Commission (Commission) in

7 the Bureau of Investigation & Enforcement (I&E) as a Fixed Utility Financial

8 Analyst.

9

IO A. WHAT IS YOUR EDUCATIONALAND EMPLOYMENT BACKGROUND?

I I A. An outline of my education and employment background is set forth in the

12 attached Appendix A.

l3

14 A. PLEASE DESCRIBE THE ROLE OF I&E IN RATE PROCEEDINGS.

l5 A. I&E is responsible for protecting the public interest in proceedings before the

16 Cornmission. I&E's analysis in the proceeding is based on its responsibility to

17 represent the public interest. This responsibility requires the balancing of the

l8 interests of ratepayers, the regulated utility, and the regulated community as a

19 whole.



I Q. WHAT IS THE PURPOSE OF YOUR TBSTIMONY?

2 A. The purpose of my testimony is to review the base rate filing of Suez Water

3 Pennsylvania Inc. (Suez, SWPA, or Company) and make recommended

4 adjustments to the Company's proposed operating and maintenance (O&M)

5 expenses, taxes, and cash working capital claims for the fully projected future test

6 year (FPFTY) ending December 31,2019. I will also make recommendations

J regarding flowback of the 2018 tax over recovery created by the Tax Cuts & Jobs

8 Act of 20ll (TCJA). Lastly, I will address the Cornpany's excess accumulated

9 deferred income tax (ADIT) related the TCJA.

l0

I I A. DOES YOUR TESTIMONY INCLUDE AN EXHIBIT?

12 A. Yes. I&E Exhibit No. I contains schedules that support my direct testimony.

13

14 A. PLEASE SUMMARTZE YOUR ADJUSTMENTS.

15 A. The following table sumrrarizes my recommended adjustrnents:



Company
Claim

I&E
Recommended

Allowance
I&E

Adiustment
O&M Exnenses and Taxes:
Adjustments for Mahoning Township
Acouisition

$430,783 $0 ($430,783)

Labor Expense s5,458,942 $5.413.703 ($45,239)

Pavroll Tax $650,1 23 $644.689 ($5,434)

Employee Group Health and Life
Insurance

sl,439,521 $ 1,425,008 ($ 14,513)

Frinse Benefits Transferred ($ 1, r 06.288) ($ 1 .099.73 7) $6.5s 1

Outside Contractors $r,147.1 14 $922.114 ($22s,000)

Purchased Water $r 82.928 $74,591 ($ r 08.337)
Purchased Power $ 1.s70.688 $ r .357.874 ($2 r 2.814)

Manasement and Service Fees ss.3s9.497 s4.492.483 ($867.0r 4)
Real Estate Taxes $3 r 8.1 78 $304.5s3 (s 13.625)

O&M and Tax Expense Adiustments (s1.q16.208)

Rate Base Adiustments:
Cash Workins Capital s863.146 $796.364 ($67,382)

Capitalized Labor s2.669.386 s2.647.265 ($22.121)

Frinse Benefits Transferred $ r ,1 06,288 s1.099.131 ($6.55 I )

Rate Base Adiustments (sq6.054)

2

3

4

5

6

7

8

9

l0

1l

a.

A.

OVERALL I&E POSITION

WHAT IS I&E'S TOTAL RECOMMENDED REVENUE REQUIREMENT?

I&E's total recommended revenue requirement fbr the Cornpany is $46,531,59I.

This recommended revenue requirement represents a decrease of $850,659 to the

I&E-adjusted present rate revenues of $47,382,250. This total recommended

allowance incorporates my adjustrnents made in this testimony to O&M expenses,

taxes, rate base, and cash working capital. and those recommended adjustments

made in the testimonies of I&E witnesses D. C. Patel (l&E Statement No. 2) for



4

the overall rate of return and Ethan Cline (I&E Statement No. 3) for revenues, rate

base, and depreciation expense.

A calculation of the I&E recommended revenue requirement is shown

below:

ADJUSTMENTS FOR MAHONING TOWNSHIP ACQUISITION

WHAT IS THE MAHONING TOWNSHIPACQUISITION?

As mentioned by I&E witness Ethan Cline. the Cornpany has indicated that it

plans to file a Section 1329 application with the Comrnission to acquire the

6

l

8

ea.
10 A.

il

4

Suez Water Pennsylva nia

R-2018-3000834
7t17t18

Revenue

uctions:
O&M Expenses
Dep recration/Amo rtizato ns

Taxes, Other
lncome Taxes:

Current State
Cunent Federal

Defened Taxes
ITC

Total Deductrons

lncome Available

Measure ofValue

Rate of Return

12t31t19

Proforma
Present Rates

TABLE I

]NCOME SUMMARY

Adjustnents Present Rates Allowances

47,382,250

19,205,688

8,515,508
OAR ?O1

1,086,677

2,072,918

0

U

-1,902,583

-331,929

-13,625

266,804

504,818

0

0

47,382,250

1 7,303,1 05

8,183,579

954,766

1,353,481

2,577,736

573,193

0

-850,659

-3,028

4,283

-84,250
-159,411

Proposed

46,53't,591

17,300,077

8,183,579

950,483

1,269,231

2,418,325

573,193

0

30,694,888

15,836,703

223,682,242

7.08o/o

32,422,375 -1,476,515 30,945,860 -250,972

14,959,875

243,448,860

6.14o/o

1,476,515

-19,766,618

16,436,390

223,682,242

7 35%

-599,687

0

OFFICE OF TRIAL STAFF
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a.

A.

Mahoning Township Water System (Mahoning Township) and serve its

approximately 1200 customers (I&E Statement No. 3, p.4 and SWPA Statement

No. 1, p.26). The Company has stated that it plans to, at some unspecified time in

the second quarter of 2018 (SWPA St. No. I,p.26), file a Section 1329

application with the Commission to officially acquire Mahoning Township.

Despite the fact that the Company has not yet filed this Application and it has not

been approved the Commission, the Cornpany is seeking to recover $430,783 in

expenses related to the Mahoning Township system.

WHAT O&M EXPENSES ARE THE COMPANY CLAIMING RELATED

TO THE MAHONING TOWNSHIP ACQUISITION?

The Company's claimed O&M expenses include the cost of: purchased water from

Danville, labor expense for the one employee retained, and other operating costs

such as energy, chemicals, etc. (SWPA Statement No. l, p.27). More specifically,

the Company is clairning an expense amount of $430,783 under the account narte

Adjustrnents for Mahoning Township Acquisition in its FPFTY (SWPA Exhibit

No. CEH-2, Schedule-l). This expense is further broken down as purchased water

of $360,83 5, energylpower of $24,948, and an additional subcontractor of $45,000

(SWPA Exhibit No. CEH-2, Schedule-29). Also, the Company is including the

planned Mahoning Township one new hire in its calculation of labor expense and

ernployee group health and life insurance expense. These items this will be

addressed below in separate sections of rny direct testirnony.

5
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a.

A.

WHAT IS THE BASIS FOR THE COMPANY'S CLAIM?

The Company is including Adjustments for the Mahoning Township Acquisition

($430,783) due to the planned acquisition (SWPA Statement No. 2, p. 12 and

SWPA Statement No. I ,p.27). However, as previously indicated, the Application

to acquire the system has not yet been filed.

DO YOU AGREE WITH THE COMPANY'S CLAIM FOR ADJUSTMENTS

FOR THE MAHONING TOWNSHIPACQUTSTTTON OF $430,783?

No.

WHAT IS YOUR RECOMMENDATION?

I recommend disallowance of the $430,783 clairn for Adjustments for the

Mahoning Township Acquisition in its entirety (SWPA Exhibit No. CEH-2,

Schedule- I ).

WHAT IS THE BASIS THE FOR YOUR RECOMMENDATION?

As explained by I&E witness Ethan Cline, the Company's proposal to include

costs associated with this potential acquisition is irnproper because the Application

to acquire Mahoning Township has not yet been filed or approved by the

Cornmission. Including costs associated with the potential Mahoning Township

acquisition goes against the rules set forth in Section 1329 of the Public Utility

Code as explained in more detail by Mr. Cline (l&E Statement No. 3, pp. 5-6).

a.

A.

a.

A.

a.

A.



I Additionally, Mr. Cline explained that including costs associated with Mahoning

2 Township is improper because there is no guarantee that this potential acquisition

3 will be approved before the end of the Fully Projected Future Test Year

4 ("FPFTY") and the Company's proposalto raise rates of Mahoning Township

5 customers in this base rate case is conceming given that these customers have had

6 no notice of a potential rate increase or opportunity to participate in this base rate

7 case (I&E Statement No. 3, p. 6). For more detail on Mr. Cline's

8 recommendations. see I&E Statement No. 3. In consideration of Mr. Cline's

9 testimony, I recommend disallowance of the O&M Acquisition Adjustments in the

l0 amount of 5430.783.

11

12 LABOR EXPENSE

13 a. WHAT rs LABOR EXPENSE?

14 A. The Cornpany's labor expense consists of the Cornpany's payroll clairn (SWPA

l5 Exhibit No. CEH-2, Workpaper CEH-2.1).

t6

t7 a. WHAT IS THE COMPANY'S CLAIM FOR LABOR EXPENSE?

l8 A. The Cornpany's claim for labor expense is $5,458,942 (SWPA Exhibit No.

19 CEH-2. Sch.- I ).



1 Q. WHAT IS THE COMPANY'S BASIS FOR ITS CLAIM?

2 A. The Company's claim is based on gross salaries of $6,994,207,the gross salary

3 increase of $201,569, gross incentive pay of $420,095, gross overtime pay of

4 $413,475, gross standby pay of $78,686, gross shift pay of $15,685, and gross

5 substitution pay of $4,7 43 for the existing employees and the five new hires for

6 the FPFTY, which equals gross labor expense of $8,128,460 (SWPA Exhibit No.-

1 CEH-Z,p. 38, Workpaper CEH-2.1). Next, the Company makes an adjustment

8 based on its capitalized labor percentage of 32.84% (rounded) which produces a

9 FPFTY capitalized labor amount of $2,669,386 ($8,128,460 x32.84%). However,

l0 the Cornpany's claim for capitalized labor is $2,669,5 18 due to the Cornpany not

l1 rounding off its labor capitalization percentage in its calculation. The Company's

12 labor expense is equal to $5,458,942 ($8,128,460 - $2,669,518).

13

14 a. DO YOU AGREE WITH THE COMPANY'S CLAIM?

15 A. No.

t6

t] a. WHAT DO YOU RECOMMEND FOR LABOR EXPENSE?

l8 A. I recommend an allowance of $5,413,703 or a reduction of $45,239 (55,458,942 -

19 $5,413,703) to the Company's clairn.
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A.

WHAT IS THE BASIS FOR YOUR RECOMMENDATION?

As discussed above, I recommend that all expenses related to the Mahoning

Township acquisition be denied for the reasons set forth in I&E witness Ethan

Cline's direct testimony (I&E Statement No. 3). This includes the denial of an

employee as claimed in the Company's filing for Mahoning Township (SWPA

StatementNo. 1, p.27).

PLEASE CONTINUE.

The gross labor amount of $67,360 related to the Mahoning Township employee is

claimed on SWPA Exhibit No. CEH-2,p.37, Workpaper CEH-2.1, line 53 under

the job title Utility B Person. As stated previously the Company's capitalization

percentage of labor is32.84%. The caprtahzation of the Mahoning Township

employee gross labor arrount is $22,121 ($67 ,360 x 32.84%). The labor expense

for the Mahoning Township employee is $45,239 ($67,360 - 522,121).

Disallowance of the Mahoning Township employee's labor expense produces a

decrease of $45,239 to labor expense.

ARE THERE ANY OTHER ADJUSTMENTS RELATED TO YOUR

LABOR RECOMMENDATION?

Yes. Since I am removing the Mahoning Township employee from the

Company's clairn it is necessary to make a coffesponding adiustrnent to rate base

for the employee's capitalized portion of labor. I recornmend an allowance of

a.

A.

a.

A.



1 $2,641 ,265 or a reduction of $22,121 ($2,669,386 - $2,647 ,265) to the Company's

2 capitalized labor.

aJ

4 PAYROLL TAXES

5 Q. WHAT ARE PAYROLL TAXES?

6 A. Payroll taxes are taxes imposed on employers and employees and are usually

7 calculated as a percentage of the salaries and wages paid to staff. Payroll taxes

8 generally fall into two categories: (l) deductions from ernployees' salaries and

9 wages, and (2) taxes paid by the employer based on employees' salaries and

l0 wages. The Company has made a claim in this filing for its share of those payroll

l1 taxes.

12

13 A. WHAT IS THE COMPANY'S CLAIM FOR PAYROLL TAXES?

14 A. The Company's claim for payroll taxes is $650,213 (SWPA Exhibit No. CEH-2

15 Schedule- I and Exhibit No. CEH-2, Schedule-32).

16

r7 a. WHAT IS THE BASIS FOR THE COMPANY'S CLAIM?

l8 A. The Cornpany's payroll tax claim is based on multiplying proposed gross FPFTY

19 salaries and wages by the FICA tax rate (6.2%), the Medicare tax rate ( | .45oh), the

20 federal unemployrnent tax rate (0.60/o), and the state unemployment tax rate

2l (2.3905%) (SWPA Exhibit No. CEH-2, Sch.-32 and SWPA Exhibit No. CEH-2,

22 Workpaper CEH-2.2).

t0



1 Q. DO yOU AGREE WrTH THE COMPANY'S CLAIM?

2 A. No.

a

4 a. WHAT DO YOU RECOMMEND FOR PAYROLL TAXES?

5 A. I recommend an allowance of $644,689 or areduction of $5,434 ($650,213 -

6 $5,434) to the Company's claim.

8 Q. WHAT IS THE BASIS OFYOUR RECOMMENDATION?

9 A. My recommended adjustment to labor expense as discussed above would require a

l0 corresponding adjustment to payroll taxes. The Company clairns the payroll tax

I I for the Mahoning Township Ernployee under the job title Utility B Person. The

12 payroll tax claim for Utility B Person is FICA tax of 54,176, Medicare tax of 5977,

13 federal unernployment tax of 542, and state unemployment tax of 5239. The total

14 of these equals my recomrnended adjustrnent of $5,434 (54,176 + 5971 + $42 +

15 $239) (SWPA Exhibit No. CEH-2, p. 47 , Workpaper CEH-2.2, line 52).

16

1] EMPLOYEE GROUP HEALTH AND LIFE INSURANCE EXPENSE

18 A. WHAT IS BMPLOYEE GROUP HEALTH AND LIFE INSURANCE

19 EXPENSE?

20 A. This expense includes the Corrpany-funded portion of employee health and life

21 insurance.

1l



1 Q. WHAT IS THE COMPANY'S CLAIM FOR EMPLOYEE GROUP

2 HEALTH AND LIFE INSURANCE EXPENSE?

3 A. The Company's claim for employee group health and life insurance is $1,439,521

4 (SWPA Exhibit No. CEH-2, Schedule-3).

5

6 A. WHAT IS THE BASIS FOR THE COMPANY'S CLAIM?

7 A. The Cornpany based its claim on its medical, dental, and group life insurance for

8 the future test year ending December 3I,201 8 (FTY) as adjusted for five new

9 employees in2018 (SWPA, Exhibit No. CEH-2, Schedule-3). The FTY expense

l0 of $1,407,156 is then increased by the Company's claimed inflation rate of 2.3Yo

l1 to determine the FPFTY claim of $1,439,521 ($l ,407,156 x I .023).

12

13 a. WHAT IS YOUR RECOMMENDATTON FOR EMPLOYBE GROUP

14 HEALTH AND LIFE INSURANCE EXPENSE.

15 A. I recommend an allowance of $1,425,008 or a reduction of $14,513 ($t,439,521 -

16 $1,425,008) to the Company's clairn.

t7

18 a. WHAT IS THE BASrS FOR YOUR RECOMMENDATION?

19 A. My recomrnendation is based on the disallowance of all expenses related to the

20 Mahoning Township acquisition. The Cornpany included five new ernployees in

21 its calculation for the FTY (SWPA. Exhibit No. CEH-2. Schedule-3), and it

t2



I indicated on SWPA Statement No. l, p. 16 that one of these employees is from the

2 Mahoning Township Acquisition.

a
1

4 A. HOW DID YOU CALCULATE YOUR RECOMMENDED ADJUSTMENT?

5 A. In response to OCA-IV-33, the Company provided the employer annual rate for

6 2018 for the employee group health and life insurance without the adjustment for

7 the new hires of $1,336,815 ($1,208,956 + $72,601 + $55,252) (I&E Exhibit

8 No. 1, Schedule l, p. 2). I used the chart on SWPA Exhibit No. CEH-2, Schedule-

9 3 to recalculate the 2018 adjustment for new hires (I&E Exhibit No. l, Schedule

l0 2). I excluded the Mahoning Township ernployee from the calculation, which

I I decreased the nurnber of new employees to four (I&E Exhibit No. l, Schedule 2).

12 Therefore, the updated adjustrnent to the FTY for new hires' employee group

13 health and life insurance is $56,155 (l&E Exhibit No. 1, Schedule 2). This amount

14 plus the FTY amount of $1 ,336,815 provided in the Company's response to

l5 OCA-IV-33 equals 51,392,910 ($56,155 + $1,336,815). This amount increased by

16 the FPFTY inflation adjustrnent of 2.3o/o is equal to my recommendation of

l7 S1,425,008 ($1,392,970 x 1.023).

l8

19 A. DID THE COMPANY PROVIDE UPDATES TO ITS TESTIMONY

20 REGARDING NEW EMPLOYBES IN DISCOVERY?

2l A. Yes. In response to I&E-RE-3 the Company updated John Hollenbach's

22 testimony, specifically SWPA Statement No. 1 ,p.16,lines 4-J, to indicate that the

l3



I five new positions are all included in the 2019 budget, and all expenses related to

2 the new employees should have been reflected in the FPFTY (I&E Exhibit No. 1,

3 Schedule 3).

4

5 Q. ARE YOU UPDATING YOUR RECOMMENDATION TO EMPLOYEE

6 GROUP HEALTH AND LIFE INSURANCE BASED ON THIS UPDATED

7 INFORMATION?

8 A. No. I am not updating my recommendation for employee group health and life

9 insurance based on this information because any dollar change related to moving

10 the new ernployee group and life insurance adjustment would be immaterial.

11 However, the Company should update its filing in rebuttal testimony to include all

12 expenses related to new employees in the FPFTY.

l3

14 FRINGE BENEFITS TRANSFERRED

15 A. WHAT IS THE COMPANY'S FRINGE BENEFITS TRANSFERRED

16 CLAIM?

ll A. The Company's clairn for fringe benefits transferred is ($1,i06,288) (SWPA

l8 Exhibit No. cEH-2. Schedule 25).

l9

20 a. WHAT IS THE BASIS FOR THE COMPANY'S CLAIM?

2l A. The Company is reclassiffing an amount representing capitalized amounts,

22 amounts "transferred out" and amounts reclassified to other accounts. This

14



I adjustment is based on the historic percentage of benefits transferred of 32.84%

2 (SWPA Statement No. 2, p. 10). This percentage is multiplied by the total

3 projected fringe benefits listed for FICA taxes, federal unemployment tax, state

4 unemployment tax, workers' compensation, employee pension cost, post-

5 retirement healthcare accrued, employee group health and life, employee 401K,

6 other employee benefits, and other awards. The gross amounts of these listed

7 expenses were claimed in the FPFTY on SWPA Exhibit No. CEH-2, Schedule-l.

8 The Cornpany totaled these expenses to arrive at the gross amount of $3,368,554

9 and rnultiplied that by the Company's transferred in/transferred out/capitalization

10 percentage of 32.84%, which equals $1,106,288 ($3,368,554 x 32.84%) in fringe

I I benefits transferred expense (SWPA Exhibit No. CEH-2, Schedule-25). Finally,

12 the Company decreases O&M expenses by $1,106,288 to remove the transferred

l3 in/transfered out/capitalizedportions of all expenses previously listed.

14

15 a. Do You AGREE WITH THE COMPANY',S CLAIM?

16 A. No.

17

18 a. WHAT DO YOU RECOMMEND FOR FRINGE BENEFITS

19 TRANSFERRED?

20 A. I recommend an allowance of ($t ,099,737) or an increase to the Company's fringe

2l benefits transferred of $6,551 (-St,106,288 + $6,551).

l5
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a.

A.

WHAT IS THE BASIS FOR YOUR RECOMMENDATION?

My recommended adjustments to payroll taxes and employee group health and life

insurance expense as discussed above require corresponding adjustments to fringe

benefits transferred. Since I recommended negative adjustments to payroll taxes

and employee group health and life insurance, it is necessary to make positive

adjustments based on these accounts to fringe benefits transferred.

HOW DID YOU CALCULATE YOUR RECOMMENDBD ADJUSTMENT?

Multiplying my recommended adjustments to payroll taxes and employee group

health and life insurance by the net transferred inltransferred out/capitalization

percentage of 32.84% produces the corresponding adjustments that should be

made to fringe benefits transferred. The positive adjustment to fringe benefits

transferred based on my 55,434 payroll tax adjustrnent is $1,785 ($5,434 x

32.84%). The positive adjustment to fringe benefits transferred based on my

$14,513 adjustrnent to employee group health and life insurance is $4,766

($14,513 x32.84%). The sum of these two amounts equals my recomrnended

adjustrnent to fringe benefits transferred of $6,551 ($1,785 + $4,766).

ARE THERE ANY OTHBR ADJUSTMENTS RELATED TO YOUR

FRINGE BENEFITS TRANSFERRED RECOMMENDATION?

Yes. Since rny adjustment to fringe benefits transferred was based on the renroval

of the Mahoning Township ernployee frorn the Cornpany's clairn it is necessary to

a.

A.

a.

A.

16
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a.

A.

make a coffesponding adjustment to rate base for the employee's capitalized

fringe benefits transferred. I am recommending a corresponding reduction to

capitalized fringe benefits transferred of $6,551. I recommend an allowance of

$1,099,737 or a reduction of $6,551 ($1,106,288 - $1,099,737)to the Company's

capitalized fringe benefits transferred.

OUTSIDE CONTRACTORS

WHAT IS THE COMPANY'S CLAIM FOR OUTSIDE CONTRACTORS

EXPENSE?

The Company's claim for outside contractors expense is $1,147,114 (SWPA

Exhibit No. CEH-2. Schedule-1).

WHAT IS THE BASIS FOR THE COMPANY'S CLAIM?

The Company's clairn was based on a two-year historic average of outside

contractors expense which equals $739,050 (($729,456 + 748,644y2) (SWPA

Exhibit No. CEH-2, Schedule-14). This amount was then increased by the

Company's inflation factors of 2.l25oh for the FTY and 2.3% for the FPFTY to

determine the amount of S7l2,l 14. This expense was then increased by additional

convenience fees of $ 150,000, a Non-Revenue Water (NRW) study expense of

$150,000, and an inventory process study expense of $75,000 to deterrnine the

total FPFTY clairn of $ 1,747 ,114 ($172,114 + $ 150,000 + I 50,000 + $75.000).

The Company stated a total expense of $300,000 for the NRW study expense and

a.

A.

11



I total expense of $150,000 for the inventory process study, which the Company is

2 normalizing over the FTY and the FPFTY (SWPA Statement No. 2, p. 10, and

3 SWPA Exhibit No. CEH-2. Schedule-14).

4

5 Q. DO yOU AGREE WITH THE COMPANY'S CLAIM?

6 A. No.

7

8 Q. WHAT IS YOUR RECOMMENDATION FOR THE COMPANY'S

9 OUTSIDE CONTRACTORS EXPENSE?

l0 A. I recommend an allowance of 5922,114 or a reduction of $225,000 ($1,147,114 -

1l $225,000) to the Company's claim.

t2

13 a. WHAT rs THE BASrS OF YOUR RECOMMENDATION?

14 A. I recommend that the claim of $150.000 related to the NRW studv and the claim

I 5 of $75,000 related to the inventory process study be denied.

l6

17 A. WHY DO YOU RECOMMEND DENYING THB COMPANY'S CLAIMS

18 FOR THE NRW STUDY AND THE INVENTORY PROCESS STUDY?

19 A. In response to OCA-IV-47 the Cornpany indicated that it would hire an outside

20 vendor to perform the NRW study (l&E Exhibit No. 1, Schedule 4, p. l). The

2l Cornpany also indicated in this response that an outside vendor would be hired to

22 perfonnthe inventoryprocess study (I&E ExhibitNo. l, Schedule 4,p.2). One

l8
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a.

A.

a.

A.

reason I recommend disallowance of the FPFTY related costs for these studies is

because the Company did not provide any supporting documentation frorn the

vendors to verify the costs.

DID YOU ASK THE COMPANY TO PROVIDE SUPPORTING

DOCUMENTATION FOR THE NRW STUDY AND INVENTORY

PROCESS STUDY DURING DISCOVERY?

Yes. In I&E-RE-35, I asked the Company to provide supporting documentation

such as invoices, workpapers, worksheets, contractor estimates, contractor

agreements, etc. to support the total NRW study expense of $300,000 and the

inventory process study expense of $150,000 (I&E Exhibit No. 1, Schedule 5,

p l) I should note the Cornpany indicated that it would receive bids for the NRW

study project on June 15,2018, but it never provided these bids (I&E Exhibit

No. l, Schedule 5,p.2).

ARE THERE ANY OTHER REASONS THAT YOU RECOMMEND

DISALLOWANCE OF THE COSTS RELATED TO THE NRW STUDY

AND THE INVENTORY PROCESS STUDY?

Yes. According to the Company's response to I&E-RE-35, it appears the

Company is still in the very early planning stages of these projects and as such

does not know what these studies will cost or what the studies will entail (l&E,

Exhibit No. l. Schedule 5, p. 2). The Company indicated that it was not goin-e to
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a.

A.

receive bids related to the NRW study until June 15,2018 (I&E Exhibit No. 1,

Schedule 5, p.2). This means when the Company filed its rate case on April 30,

2018, it did not have bids from vendors showing the estimated costs for the NRW

study. Without vendor bids the Company cannot accurately estimate the cost of

the NRW study and as such the Company should not have claimed an expense

related to the NRW study in its rate case filing. As stated previously, the

Company still has not provided these bids, so I&E cannot verify the cost of the

NRW study.

The Cornpany stated in its response received on June I l, 2018 to I&E-RE-3 5 that

the inventory process study has yet to go out for vendor bids, and the Company

has a scheduled rneeting in July to define what the inventory process study will

entail (I&E Exhibit No. 1, Schedule 5,p.2). Since the Company has not received

any vendor bids for the inventory process study to verify the cost of the study, and

since the Company did not even meet to define what the inventory process study

will entail before filing its rate case, the Company should not have included any

cost related to the inventory process study in its rate case filing (l&E Exhibit

No. l, Schedule 5,p.2).

PURCHASED WATER

WHAT IS PURCHASBD WATER EXPENSE?

The Cornpany has purchased water agreements with the Susquehanna Area

Regional Airport Authority (SARAA), the Borough of Steelton. and Aqua



I Pennsylvania (Aqua PA). The Company buys water from these organizations to

2 supplement its water production.

a

4 a. WHAT IS THE COMPANY'S CLAIM FOR PURCHASED WATER?

5 A. The Company's claim for purchased water expense is $182,928 (SWPA Exhibit

6 No. CEH-2. Schedule-7).

-

8 Q. WHAT IS THE BASIS FOR THE COMPANY'S CLAIM?

9 A. The Company used a three-year historical average of this expense ($74,591) and

l0 increased it by the FTY inflation factor (2.125%) to compute the FTY expense of

l1 $76,176 ($74,591 x 1.02125). The Company then increased this figure by its

12 FPFTY inflation factor (2.3%)to calculate the amount of 577,928($76,116 x

13 1.023). Lastly the Company increased this figure by $105,000 to reflect the

14 Company's plan to purchase water from the SARAA, creating the Cornpany's

l5 FPFTY clairn of $182,928 ($71,928 + $105,000).

16

r7 a. Do You AGREE WITH THE COMPANY'S CLAIM FOR PURCHASED

18 WATER EXPENSE?

19 A. No.
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a.

A.

a.

A.

WHAT DO YOU RECOMMEND FOR PURCHASED WATER EXPENSE?

I recommend an allowance for purchased water expense of $74,591 or a reduction

of $108,337 ($182,928 - $74,591) to the Company's clairn.

WHAT IS THE BASIS FOR YOUR RECOMMENDATION?

I recommend disallowance of the SARAA additional purchased water of $105,000

and disallowance of the Company's FTY and FPFTY inflationary increases. The

adjustrnent related to the inflationary increase is $3,337 (517,928 - $74,591).

WHAT IS THE BASIS FOR YOUR RECOMMENDATION TO

DISALLOW THE SARAA ADDITIONAL PURCHASED WATER OF

s105,000?

In the Company's prior rate case, at Docket No. R-2015-2462123, the Company

believed it would purchase water from the SARAA for the FPFTY ending

Septernber 30,2016 (UWPA Statement No. 4 p. 12,lines 4-16), but according to

the breakdown of purchased water by the Company and municipalities provided in

responseto OCA-IV-37 for 2015 to 2017 (I&E ExhibitNo. l, Schedule 6,p.2)

there was no water purchased from SARAA from 2015 to 2017 . If the Company

believed in the prior case, it would purchase water frorn the SARAA and it did not

purchase water frorn it according to the Company's purchased water history (l&E

Exhibit No. l, Schedule 6, p.2), the Cornmission should not accept the projected

$105,000 in purchased water from SARAA in this proceeding.

a.

A.
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In response to I&E-RE-27 the Company indicated that it did not purchase water

from SARAA in the past several years due to contamination, but the Company

anticipates that SARAA will fix this issue in the near future (I&E Exhibit No. l,

Schedule 7 , p. 7). The Company stated that it provided supporting documentation

for the $105.000 increase in Attachment I&E-RE-27cbut it did not include this

attachment in its response (I&E Exhibit No. 1, Schedule 7 , p. l). Hence, the

Company did not provide any documentation from SARAA to prove that it would

be purchasing water from SARAA in the FPFTY. Also, the Company did not

provide any documentation from SARAA indicating that SARAA would fix its

contamination issue by the FPFTY. If SARAA does not fix its contamination

issue by the FPFTY, the Company will not be able to purchase water frorn this

entity in the FPFTY. Since the Company did not provide any documentation from

SARAA indicating that SARAA will fix its contamination issue in the near future,

and since the Company did not provide any documentation frorn SARAA

indicating that the Company will purchase water frorn SARAA in the FPFTY, the

corresponding $105,000 claim for purchased water should be disallowed.

Lastly, the Cornpany did not provide documentation indicating that it needs

to purchase water frorn SARAA to provide safe and reliable service to its

ratepayers. According to the Company's breakdowns of purchased water expense

for the last three years provided in response to OCA-IV-37 (l&E Exhibit No. 1.

Schedule 6, p.2), the Cornpany has not been purchasing water frorn the SARAA

23



I for the last three years. The Company has not indicated that the lack of purchased

2 water from this entity has caused any detriment to the Company's operations.

a

4 A. WHAT IS THE BASIS FOR YOUR RECOMMENDATION TO DENY THE

5 INFLATIONARY ADJUSTMENTS TO PURCHASED WATBR?

6 A. Purchased water expense is dependent on the rates set by the water suppliers. The

7 Cornpany has not provided documentation from its water suppliers indicating an

8 increase in water rates in the FTY or the FPFTY based on these percentages.

9 While Aqua PA is expected to file a base rate case in late July 2018, the Company

l0 has not indicated whether it has contract rates that will be subject to increase

I I during the course of the upcoming proceeding. Additionally, just because Aqua

12 PA files a base rate case does not suarantee with anv certaintv that Suez's

13 customer class will receive arate increase.

t4

15 PURCHASED POWER

t6 a. WHAT rs PURCHASED POWER EXPENSE?

17 A. Purchased power expense is the energy cost incurred for water treatment and

18 delivery operations.

t9

20 a. WHAT IS THE COMPANY',S CLAIM FOR PURCHASED POWER?

2l A. The Company's clairn for purchased power expense is $1,570,688 (SWPA Exhibit

22 No. CEH-2. Schedule-8).

24



I Q. WHAT IS THE BASIS FOR THE COMPANY'S CLAIM?

2 A. The Company's claim is based on a three-year historic average of purchased

3 power expense of 51,503,426 ((2015 expense of $ 1,5 16,207 + 2016 expense of

4 $1,589,719 + 2017 expense of $1,404,353) l3), increased by the FTY inflation

5 factor of 2.125% and the FPFTY inflation factor of 2.3% to compute its claim of

6 $1,570,688 (SWPA Exh. No. CEH-Z, Schedule-8).

7

8 Q. DO YOU AGREE WITH THE COMPANY'S CLAIM?

9 A. No.

l0

11 a. WHAT IS YOUR RECOMMENDATION?

12 A. I recommend an allowance for purchased power of $1,357,874 or a reduction of

l3 $212,814 ($1,570,688 - $1,357,874) to the Company's claim.

l4

ls a. WHAT IS THE BASrS FOR YOUR RECOMMENDATION?

16 A. My recomrnendation is based on two different adjustrnents. First, I recommend

17 that the Company's three-year historic average for purchased power be adjusted to

l8 reflect more accurate historic information. Second, I recomrnend that the

19 Company's inflation adjustments for the FTY and FPFTY be disallowed.

20 I accept the Company's use of a three-year historic average in cornputing

21 its FPFTY claim, but I do not agree with the figures the Company used in its

25
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a.

A.

three-year historic average calculation, and I do not agree with the Company's

FTY and FPFTY inflation adjustments.

PLEASE EXPLAIN YOUR RATIONALE FOR RECOMMENDING A

CHANGE TO THE COMPANY'S THREE-YEAR HISTORIC AVERAGE

FOR PURCHASED POWER.

The Company provided convoluted and contradictory information regarding its

purchased power history in its filing and in discovery. In the filing on SWPA

Exhibit No. CEH-2, Schedule-8 the Company stated two different purchased

power expense amounts for the HTY of $1,242,836 (line 1) and $1,404,352

(line 9). The Company indicated that the difference between these two amounts is

because Fuel for Power Production of $ l6l ,001 was included in purchased power

expense in 2017, although the actual difference between these two arnounts is

$161,516 ($1,404,352 - $1,242,836). The Cornpany used the 2017 amount of

$1,404,353 (SWPA Exhibit No. CEH-2, Schedule-8) in its historic average

calculation but it should have used $I,242,836 in its three-year historic average

calculation, since the $l ,404,353 amount contains fuel for power production

expense which has its own line on the Company's O&M breakdown and is

claimed elsewhere in the filing (SWPA Exhibit No. CEH-2, Schedule- l, line 8 and

swPA Exhibit No. cEH-2, Schedule-9).

In response I&E-RE-28,Part B and OCA-IV-39, the Cornpany provided

rnonthly purchased power expense for January 2017 through May 201 8 (I&E

26



1 ExhibitNo. 1, Schedule 8,p.2, andl&EExhibitNo. l, Schedule 9,p.2). On

2 those responses, none of the total monthly purchased power expense dollar

3 amounts match up (I&E Exhibit No. 1, Schedule 10). The total2}l7 purchased

4 power expense provided in the Company's response to I&E-RE-28,Part B equals

5 $1,436,601, and the total 2017 purchased power expense in the Company's

6 response to OCA-IV-39 is $1,427,000, for a difference of $9,601 ($1,436,601 -

7 51,427,000) (I&E Exhibit No. 1, Schedule l0). Also, the Company never

8 explained why the total purchased power of $ I ,436,601 and $1,427 ,000 reported

9 in these responses do not match either of the 2017 figures ($1 ,242,836 or

10 $1,404,359) reported on SWPA Exhibit No. CEH-2, Schedule-8.

11 In response to OCA-IV-38, the Company provided OCA-IV-38

12 Attachrnent, which reported new figures for purchased power expense of

13 $1,483,893 for 2015, S1 ,564,552 for 2016, and $1,436,603 for 20Il (I&E Exhibit

14 No. I, Schedule 11, p. 2). The Company did not reconcile these figures to the

l5 figures reported in its filing on SWPA Exhibit No. CEH-2, Schedule-8. However,

16 I should note the Cornpany did indicate that the inforrnation on OCA-IV-38

l7 Attachrnent rnay not match its income statement exactly due to the inforrnation

1 8 corning from a third-party vendor (l&E Exhibit No. 1, Schedule I l, p. 1), but this

19 does not alleviate the fact the Company did not provide a reconciliation between

20 OCA-IV-38 Attachment's historic figures for purchased power and the historic

21 figures for purchased power on SWPA Exhibit No. CEH-2, Schedule 8. Also, the

22 Company did not provide the bills requested in I&E-RE-28,Part B, which

21
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a.

requested copies of purchased power invoices from January 2017 to the current

date.

In response to I&E-RE-7 bhe Company provided purchased power

figures of $1,363,806 for 2015, and $1,466,981 for 2016 QeE Exhibit No. l,

Schedule 12,p.2). These figures differ from the purchased power expense of

$1,516,207 for 2015 and $1,589,719 for 2016 reported on SWPA Exhibit No.

CEH-2, Schedule-8, and the Company did not provide an explanation for this.

GIVEN THE INCONSISTENCY IN DATA PROVIDED BY THE

COMPANY. WHAT AMOUNTS ARE YOU USING TO COMPUTE A

THREB-YEAR HISTORIC AVERAGE?

I arn using the 2015 purchased power expense of $1,363,806 and the 2016

purchased power expense of $1,466,981 from the Company's response to I&E-

RE-7 (l&E Exhibit No. 1, Schedule 12, p.2), alongwith the Company's reported

2017 purchased power expense of $1,242,836 (SWPA Exhibit No. CEH-2,

Schedule-8). The reason I am using these purchased power amounts is because

the Company provided an ample amount of contradictory inforrnation regarding

purchased power expense during discovery without explanation. Another reason

is that these figures are mostly in agreement with the purchased power expense

reported on the Company's PUC annual reports (2015 expense of $1,368,121;

2016 expense of $1,466,981;and 2017 expense of 51,242,836) (l&E Exhibit

No. 1, Sch. 13). The three year average of these figures is $1,357.874

A.

28



1 (($1,363,806 + $1,466,981 + $t,242,836)13), which agrees with my

2 recommendation for purchased power expense.

a

4 a. wHy Do you BELIEVE IT rS APPROPRIATE TO DISALLOW FTy

5 AND FPFTY INFLATION ADJUSTMENTS FOR PURCHASED POWER

6 EXPENSE?

7 A. The purchased power rates are determined by the Company's electric suppliers.

8 The Cornpany did not provide any supporting documentation from its electric

9 suppliers indicating that the suppliers plan on increasing rates for the FTY and the

10 FPFTY.

11

12 MANAGEMENT AND SBRVICE FEES

13 A. WHAT ARE MANAGEMENT AND SERVICE FEES?

14 A. Management and Services Fees (M&S fees) are costs incurred by the Cornpany for

15 services rendered by its affiliate SUEZ Water Management & Services

16 (SWM&S). SWM&S provides executive services, accounting and tax,

17 engineering and technical services, legal services, etc. (SWPA Exhibit D III-06,

l8 Attachrnent B). The M&S fees also include a common asset allocation frorn the

19 affiliate. (See the affiliated interest agreement included in SWPA Exhibit D

20 Requirement III.06.)

29



1 Q. WHAT IS THE COMPANY'S CLAIM FOR M&S FEES?

2 A. The Company's claim for M&S fees is $5,359,497 (SWPA Exhibit No. CEH-2,

3 Schedule 12).

4

5 Q. WHAT rS THE BASIS FOR THE COMPANY'S CLAIM?

6 A. The Company used charges from SWM&S for its claim of $5,359,497 (SWPA

7 Exhibit No. D III-06 and SWPA Exhibit D III-06, Attachment A).

8

9 Q. DO YOU AGREE WITH THE COMPANY'S CLAIM?

l0 A. No.

ll

12 a. WHAT IS YOUR RECOMMENDATION FOR M&S FEES?

l3 A. I recommend an allowance of $4,492,483 or a reduction $867,014 to the

14 Company's clairn ($5,359,497 - $4,492,483).

l5

16 a. WHAT IS THE BASIS FOR YOUR RECOMMENDATION?

17 A. I recommend that the common asset allocation of $867,017 (SWPA Exhibit No. D

18 III-06. Attachment A) be disallowed.

t9

20 A. DID THE COMPANY CHANGE ITS COMMON ASSET ALLOCATION

21 INCLUDED IN MANAGEMENT AND SERVICE FEES DURING

22 DISCOVERY?
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a.

A.

A. Yes. The Company indicated a necessary change to its common asset allocation

and that the correct amount is $727 ,07 9 (I&E Exh. No. 1, Schedule 14, p. 1). I

should note that I&E Exhibit No. 1, Schedule 14,p.l is incorrectly labeled as

I&E-RE-17, but it is actually the Company's response to I&E-RE-1.

DOES THIS CHANGE YOUR RECOMMENDATION?

No. The Company did not change its claim in any official capacity so the claim in

the Cornpany's filing still stands. Regardless, even if the Cornpany provides an

official update to its claim for the common asset allocation, I continue to

recolnmend disallowance of this amount.

WHAT IS THE BASIS FOR YOUR RECOMMENDATION THAT THE

COMMON ASSET ALLOCATION BE DISALLOWED?

The Company indicates in response to I&E-RE-1, Attachment D-III-6 A that the

common asset allocation is a pre-tax rate of return on shared assets frorn its

affiliate, SWM&S and depreciation expense on these shared assets (I&E Exhibit l,

Schedule 14, p.3). Accepting the Company's clairn encourages the regulated

utility to move assets off of its books. There is no control over how the SWM&S

depreciates these assets, thus there is lirnited regulatory oversight on the

depreciation expense. Since there is lirnited regulatory oversight on the

depreciation expense frorn SWM&S the Commission should disallow this

depreciation expense. And regardless. if the Cornmission decides to allow Suez to

a.

A.
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a.

A.

claim SWM&S depreciation expense, Suez should not be allowed to claim a rate

of return on any assets it receives from an affiliate because it allows the affiliate to

profit on the transaction. Ratepayers should not be required to pay a profit or

rnarkup on assets provided by the Company's affiliate. The point of using a

service company is to save the Company money since the service company will

have more buying power and ability to negotiate prices when it is buying more of

each type of item then distribute these assets to each company it services.

Charging a markup is an inappropriate action by the service company.

Also, it is possible that the assets included in the common asset allocation were

expensed in the year they were purchased by SWM&S so it is inappropriate to

pass on related expenses to Suez ratepayers in subsequent years. In my opinion,

there are too many unknown factors involved with this common asset allocation

and it is far too speculative for it to be allowed as part of Suez's management and

service fees expense.

DO YOU HAVE ANY RBCOMMENDATIONS IF THE COMMISSION

APPROVES THE COMPANY'S COMMON ASSET ALLOCATION?

Yes. If the Commission decides to approve the Company's common asset

allocation as part of its M&S fees expense, some modifications should be made to

the comrnon asset allocation calculation. First, the Company updated its FTY

corlrlon allocation figure to $795,686 and its FPFTY comrnon allocation figure to

5127,078, so these changes would need to be incorporated into the Cornpany's

a^JZ
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M&s fees calculation (I&E Exhibit l, Schedule 14,p.1). second, the pre-tax rate

of return the Cornpany is using in its calculation would need to be updated to the

Comrnission approved rate of return. Third, the Company is including far too

much depreciation expense in its calculation for both the FTY and the FPFTY.

The Cornpany is claiming a depreciation expense for the FTY of $6,127,039 and

for the FPFTY of $5,970,944 GeE Exhibit l, Schedule 14,p.3). In contrast, the

Cornpany is claiming an accumulated depreciation for the FTY of $13,339,436

and FPFTY $19,356,696 (I&E Exhibit 1, Schedule 14,p.3). This means that the

Company's current year depreciation expense for the FTY is 46%

($6,127,03 9 I $ | 3,3 3 9,43 6) of the accumul ated depreci ation and 3 lo/o

(55,910,9441$19,356,696) of the FPFTY accumulated depreciation. Also, the

Cornpany is providing contradictory inforrnation regarding depreciation expense

within the same response. On I&E Exhibit No. 1, Schedule 14,p.4,the Cornpany

indicates a depreciation expense of $510,587 for the FTY and a depreciation

expense of $491 ,519 for the FPFTY. The Cornpany needs to provide an

explanation fbr the different depreciation expense amounts and state the actual

appropriate depreciation expense involved in the common asset allocation

calculation, before an accurate common asset allocation can be calculated. At this

point, I would recommend that the Commission use the lower depreciation

expense amounts ($510,587 for the FTY and 5497,579 for the FPFTY) in

detennining an appropriate allowance amount.

1aJJ



1 REAL ESTATE TAXES

2 A. WHAT IS THE COMPANY'S CLAIM FOR REAL ESTATE TAXES?

3 A. The Company's claim for real estate taxes is $318,178. This claim can further be

4 broken down into PURTA of $256,228 andproperfy tax of $61,950 (SWPA

5 Exhibit No. cEH-2, Schedule-31).

6

7 A. WHAT IS THE BASIS FOR THE COMPANY'S CLAIM?

8 A. For PURTA the Company used the HTY amount of $245,256 and increased

9 that bv an inflation factor of 2.125% for the FTY and 2.3% for the FPFTY to

10 determine the FPFTY claim of $256,228 (SWPA Exhibit No. CEH-2,

I I Schedule-31). For the property tax claim, the Company used its property tax

12 frorn the HTY of $270,553 and increased it by the FTY inflation factor of 2.125%

13 and the FPFTY inflation factor of 2.3o/o to determine the FPFTY property tax

14 clairn of $61.950.

15

16 a. WHAT rs YouR RECOMMENDATION FOR PURTA?

17 A. I recommend an allowance of $245,256 for PURTA or an adjustment of $10,972

18 (5256.228 - $245,256) to the Company's claim.

19

20 a. WHAT IS THE BASIS FOR YOUR PURTA RECOMMENDATION?

2l A. I recommend disallowing the inflation adjustments for the FTY of $5,212 and the

22 FPFTY of $5.760 (SWPA Exhibit No. CEH-2. Schedule-31). because PURTA is

34



I imposed by the PA Department of Revenue based on information it receives from

2 the County Tax Assessor Offices. The Company did not provide documentation

3 from the PA Deparlment of Revenue or the County Tax Assessor Offices

4 indicating that the PURTA tax is going to increase within the FTY and the

5 FPFTY.

6

7 a. WHAT IS YOUR RECOMMENDATTON FOR PROPERTY TAX?

8 A. I recommend an allowance of $59,297 for property tax or an adjustment of $2,653

9 ($61.950 -$59.297) to the Company's claim.

l0

11 a. WHAT IS THE BASIS FOR YOUR PROPERTY TAX

12 RECOMMENDATION?

13 A. I recommend disallowing the inflation adjustrnents for the FTY of $1,260 and the

14 FPFTY inflation adjustment of $ 1,393 (SWPA Exhibit No. CEH-2, Schedule-3 I ),

15 because property tax is irnposed by local authorities and the Cornpany did not

16 provide any documentation from these local authorities indicating that the property

11 tax is going increase for the FTY or the FPFTY.

18

t9 a. WHAT IS YOUR TOTAL RECOMMENDATION FOR REAL ESTATE

20 TAXES?
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A. My recommended balance for real estate taxes is $304,553 or a reduction of

$13,625 ($318,178 - $304,553) to the Company's claim. This recommendation

includes my adjustments of $10,972 for PURTA and$2,653 for property tax.

RATE CASE EXPENSE

DESCRIBB THE NATURE AND TYPES OF EXPENDITURES

TYPICALLY ALLOWED AS A PART OF A REGULATED UTILITY'S

OVBRALL RATE CASE EXPENSE.

The nature and types of individual expenditures that comprise a utility's allowable

clairn for rate case expense are those directly incurred to compile, present, and

defend a utility's request for a base rate increase before the Comrnission. The

actual expenditures and estimated costs typically found in an allowable rate case

expense clairn include legal fees for outside counsel, fees to outside consultants,

and the cost of printing, document assembly, and postage.

A KEY ISSUE CONCERNING THE RECOVERY OF RATE CASE

EXPENSE IS WHETHBR THE CLAIM SHOULD BE NORMALIZED.

BRIEFLY DISCUSS THE CONCEPT OF NORMALIZATION.

Nonnalization is a ratemaking concept that describes the transformation of an

operating expense that recurs at irregular intervals into a "normal" annual test year

expense allowance. Allowed normalized expenses are no different than any other

O&M expense in that a company is given the opportunity to achieve full recovery.

a.

A.

a.

A.
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A.

HOW HAS THE COMMISSION TRADITIONALLY TREATED RATE

CASE EXPENSE FOR RATEMAKING PURPOSES?

The Commission has historically stated that it considers prudently incurred rate

case expense as an ongoing expense, occurring at irregular intervals, related to the

rendering of utility service. The Commission has also cited the importance of

considering the involved utility's history regarding the frequency of rate case

filings as an essential element to determine the normalized level of rate case

expense for ratemaking purposes.

HOW IS THE FREQUENCY OF RATE CASE FILINGS DETERMINED?

The frequency is determined by calculating the average number of months

between the utility's previous rate case filings.

WHAT IS THE COMPANY'S CLAIM FOR RATE CASE BXPENSE?

The Cornpany's FPFTY clairn for rate case expense is $189,000.

WHAT IS THE BASIS FOR THE COMPANY'S CLAIM?

The Cornpany has estirnated its total rate case expense amount to be $567,000 and

is requesting an arnortization period of three years (SWPA Exhibit No. CEH-2,

Schedule-22). This produces an atnortized claim of $189,000 ($567,000 + 3).

a.

A.

a.

A.

a.

A.

31



1 Q. THE COMPANY IS PROPOSING AMORTIZATION OF RATE CASE

2 COSTS. RATHER THAN APPLYING A NORMALIZATION

3 TECHNIQUE. EXPLAIN THE CONCEPT OF AMORTIZATION.

4 A. Amortization is an accounting procedure that extinguishes an atypical,

5 nonrecurring expense over a predetermined number of years by charging to

6 operations a pro rata share based on the selected amortization period. Although a

7 clairn for an unrecovered normalized expense would be disallowed if requested in

8 a subsequent rate case, an amortization expense allowance could be claimed in

9 succeeding rate cases as long as there is a remaining unamortized balance.

10

11 a. DO YOU AGREE WITH THE COMPANY'S CLAIMED AMORTIZATTON

12 TREATMENT OF RATE CASE EXPENSE?

13 A. No.

l4

15 A. WHAT IS YOUR RECOMMENDATION FOR RATE CASE EXPENSE

16 TREATMENT?

I7 A. I recommend normaltzation of rate case expense over three years as opposed to

18 amortization. Rate cases are recurring events for regulated utility companies and

19 as such, a nonnalized level of expenses for this operating cost should be

20 established for rate determination. Arnortization, as proposed by the Company, is

2l not appropriate.
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1 FEDERAL INCOME TAX - TAX CUTS AND JOBS ACT OF 2017

2 A. WHAT ISSUES WILL YOU ADDRESS HEREIN RELATED TO THE

3 ENACTMENT OF THE TAX CUTS AND JOBS ACT OF 2017 (TCJAX

4 A. I will address the Cornpany's over-recovery of 2018 taxes and the claim for excess

5 accumulated defened income taxes (ADID as a reduction to rate base.

6

7 FTY Over-Recovery

8 Q. HAS THE COMMISSION ISSUED ANY TCJA-RELATED ORDERS

9 RECBNTLY THAT SHOULD INFLUENCE THE HANDLING OF THE

10 2018 INCOME TAX OVER-RECOVERY?

11 A. Yes. The Corrmission issued a Temporary Rates Order on May I7,2018 at

12 Docket No. M-2018-2641242 (Temporary Rates Order) regarding the effects of

13 the TCJA on the tax liabilities of Cornmission-regulated public utilities.

t4

15 A. BRIEFLY SUMMARIZBTHE COMMISSION'S RECENT

16 TEMPORARY RATES ORDER REGARDING THE TCJAAT DOCKET

t7 NO. M-20r8-2641242.

l8 A. The Cornmission ruled separately for utilities with pending base rate cases,

19 utilities without pending base rate cases, and utilities with no federal tax liabilities.

20 Since Suez has a pending base rate case, the Comrnission, in its Ternporary Rates

2l Order, did not require Suez to file a reconcilable negative surcharge adjustment

22 mechanism pursuant to Section 1307(a) for refunding the 2018 excess income tax
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I collection that is to be made effective July 1, 2018. However, the Commission did

2 state that it expects the utilities and parties currently in pending base rate case

3 proceedings (including Suez) to address the effect of federal tax reductions on the

4 justness and reasonableness of consumer rates during the term of the suspension,

5 and in particular, whether a retroactive surcharge or other measure is necessary to

6 account for tax rate changes that became effective on January 1,2018 (Temporary

7 Rates Order, page 20). Pursuant to the Cornmission's Temporary Rates Order, the

8 temporary rates proceeding for Suez at Docket No. R-2018-3000770 has been

9 consolidated with this pending Section 1308(d) rate proceeding.

10 Therefore, the parties to this base rate case are required to address the

1 I federal tax issues consequent to the passage of the TCJA in the context of an

12 overall review of Suez's rates and rate structure.

t3

14 a. WHAT AMOUNT rS THE COMPANY PROPOSING TO RETURN TO

15 RATEPAYERS AS AN ADJUSTMENT FOR 2018 FEDERAL INCOME TAX

16 OVER-RECOVERY?

l7 A. The Cornpany has not claimed any amount to return excess 2018 income taxes to

l8 ratepayers related to changes resulting frorn the TCJA (SWPA Statement No. 3,

19 p.6).

20

2t a. Do you AGREE WITH THE COMPANY'S LACK OF CLAIM IN ITS

22 FILING TO RETURN EXCESS 2018 INCOME TAXES TO RATEPAYERS?
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1 A. No. The Company is inappropriately recovering federal income tax at the 35%otax

2 rate up to the point when new rates go into effect, and an adjustment should be

3 made to return excess taxes to ratepayers.

4

5 Q. HAS THE COMPANY MBNTIONED ALTERNATIVES DURING THE

6 DISCOVERY PROCESS?

7 A. Yes. The Cornpany has estirnated its 2018 over-recovery of income taxes at $1.7

8 million (l&E, Exhibit No. l, Sch. 15, p. 1). If the Company is required to return

9 this amount to ratepayers, it proposes to return it over a 36-month period based on

10 its rate case filing frequency. Further, the Company has indicated that it would

I I track this balance in a regulatory asset/liability until the next base rate case is filed

12 and would address that amount in the next rate case.

13

14 a. Do You AGREE WITH THE COMPANY'S ALTERNATIVE

15 RECOMMENDATION TO RETURN EXCESS 2018 INCOME TAXES

16 OVER A 36-MONTH PERIOD?

11 A. No. These excess taxes have been collected only during the 2018 calendar year,

18 since January I't- and therefore should not be flowed back over a three-year

19 period.
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a.

A.

WHAT DO YOU RECOMMEND?

I recommend the Company be required to flow back to ratepayers via a

reconcilable 1307 surcharge mechanism (which could be entitled the Federal Tax

Adjustment Credit, or FTAC) over a one-year period the net savings associated

with the reduction in federal income taxes from January 1,2018 through the

effective date of new rates, or through December 3I,2018, whichever occurs first.

Further, I recommend that the Company's claimed amount of $1.7 million (I&E

Exhibit No. 1, Sch. 15, p. 1) be increased to reflect the flow back of 201 8 excess

ADIT of $265,189 (SWPA Exhibit JCC-l).

DO YOU HAVE PROPOSED LANGUAGE FOR THE FTAC?

Yes. I propose the following language be adopted, which is modeled on, but not

identical to, PECO Electric's surcharge proposal:

Federal Tax Adjustrnent Credit (FTAC)
A credit value of x.xxolo will apply to all Pennsylvania Public Utility
Comrnission .juri sdictional distribution charges during the period xxx
x, xxxx through xxx x, xxxx to pass the January 1,2018 through
December 31,201 8 effects of the Tax Cuts and Jobs Act (TCJA) to
custorners. The FTAC will be computed annually, will be effective
ten days after filing, and will continue until the effect of the change
in tax rates resultins fiom the TCJA has been refunded to customers.

The FTAC will be based on the difference in total annual revenue
requirement before and after irnplementing the 201 8 effects of the
TCJA and the calculation will reflect the reduction in required
revenues. The reduction in required revenues will be divided by
estimating annual applicable base revenues to develop the FTAC to
be applied to customers'bills for service rendered during the twelve-
month period beginning on the effective date of new rates. The
difference between the actual reduction in required revenue and the

a.

A.
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l5
t6
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18

reduction in revenues produced by the FTAC as applied will be
subject to refund or recovery in an annual revision to the FTAC. The
interest rate on the over or under collection will be applied at the
residential mortgage lending rate specified by the Secretary of
Banking in accordance with the Loan Interest and Protection Law
(41 . P.S. $$ l0l, et. seq.), in effect on the last day of the month the
over collection or under collection occurs. For any over/under credit
balance that rernains after the twelve-month refund period elapses,

the Company shall propose a final additional FTAC adjustment in
the thirteenth month to ensure the balance is eliminated.

A reconciliation statement will be submitted to the Commission at

the end of the twelfth month. A final reconciliation statement will be
filed with the Cornrnission within 30 days after the final over/under
balance has been eliminated in the thirteenth month after the
effective date of new rates. The FTAC revenues and reconciliation
will be subject to audit by the Commission's Bureau ofAudits.

WHAT IS THE BASIS FOR YOUR RECOMMENDATION?

Now that the federal incorne tax rate is reduced to 2lo/o. it is necessary to return to

ratepayers an amount equal to the excess income tax recovery resulting during

2018. In its filing, Suez has not proposed returning any excess taxes collected to

ratepayers.

YOU USED THE RESIDENTIAL MORTGAGE LENDING RATE IN YOUR

PROPOSED FTAC LANGUAGE. ARE THERE ANY OTHER SITUATIONS

WHERE THE RESIDENTIAL MORTGAGE LENDING RATE IS

UTILIZED?

Yes. As stated in its Final hnplernentation Order regarding Act 1 1 of 2012, the

Cornrnission stated that the residential mortgage lending rate should be utilized

a.

A.

19

20

a.

2l

22

23

24

25

26

27

28

29

30
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I when Distribution System Improvement Charge (DSIC) revenues exceed DSIC-

2 eligible costs.r

3

4 A. WHAT IS YOUR BASIS REGARDING THE PROPOSED ONE-YEAR

5 REFUND PERIOD?

6 A. It should not be necessary to take more than one year to refund the excess 2018

7 incomes taxes to ratepayers because it relates to over-recovery of taxes for a single

8 year,2018. Thus, I recommend that a final reconciliation statement be filed with

9 the Comrrission within 30 days after the over/under balance is eliminated in the

10 thirteenth month after the effective dates of new rates, which will be subject to

11 audit by the Cornrnission's Bureau ofAudits. That is, the Company should refund

12 the amount of 2018 excess taxes over a one-year (twelve rnonth) period, with a

l3 reconciliation to elirninate any over/under balance on the thirteenth month. At that

14 point, the surcharge mechanisrn should no longer be required. Thus, it should not

15 take rnultiple years to provide the refund to ratepayers.

I Final Implementation Order at Docket No. M-2012-2293611, p.56. Order Entered August 2,2012
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a.

A.

Excess Accumulated Deferred Income Taxes

WHAT HAS CAUSED THE NEED FOR COMPANIES TO IDENTIFY AND

RECLASSIFY A PORTION OF ADIT?

Due to the changes made by the TCJA, as of January 1,2018, regulated utilities

hold an zrmount of ADIT that was calculated based on the prior federal income tax

rate of 35%. Since the tax rate is now reduced to 2Io/o. the attributable dollar

amount needs to be reclassified to a deferred liability account. This deferred

liability account is necessary to track the remaining balances of excess taxes

recorded in prior years due to the higher 35o/o federal income tax rate that was in

effect before January 1,2018. The protected portion (the arnount subject to

amortization using the Average Rate Assurnption Method (ARAM) where records

are available, or the alternative method known as the Reverse South Georgia

Method for the remainder) should be returned to ratepayers over a period of time

equal to the rernaining life of the affected assets per IRS regulation. The

unprotected portion does not have a similar amofiization requirement, and

therefore, rnay be returned to ratepayers more expeditiously. Each year, the

balance in the excess ADIT account will be ratably reduced until the entire amount

is refunded to ratepayers using corresponding methods for the protected and

unprotected portions.

A. HAS THE COMPANY IDENTIFIED ITS COMPONENTS OF EXCESS

ADIT?
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A. Yes. However, it has provided conflicting information about the breakdown

between the protected excess ADIT and the unprotected excess ADIT balances.

On Suez Exhibit JCC-1, the Company states that the December 31,2017 balance

for protected excess ADIT is $10,077,192 and that the unprotected balance is $0.

- In SWPA Statement No. 3, Company witness James C. Cagle indicates that the

Company is still reviewing this rnatter to verif,' the protected and unprotected

balances, and it believes that an amortrzation period of 40 years using the

alternative rnethod is appropriate pending ongoing analysis (SWPA Statement

No. 3, p. 6)

DID THE COMPANY MAKE A REDUCTION TO RATE BASE FOR THE

REGULATORY LIABILITY?

Yes. The excess ADIT balance is included in the total for deferred taxes as shown

on SWPA Exhibit No. CEH- I , Sch. 1- I as a reduction to rate base. However, the

Company does not show the breakdown between ADIT and excess ADIT on this

rate base schedule, and there is no detailed supporting schedule for the FTY and

FPFTY amounts sirnilar to the HTY schedule provided on SWPA Exhibit JCC- 1.

DO YOU AGREE THAT THE COMPANY SHOULD BE REDUCING RATE

BASE FOR THE REMAINING BALANCE OF EXCESS ADIT?

Yes. However. the Company should be required to show calculation breakdowns

for the HTY. the FTY. and the FPFTY (similar to SWPA Exhibit JCC-1) and a

a.

A.

a.

A.
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A.

reconciliation starting with calendar year 2018 showing the amount returned to

ratepayers in each calendar year up until the full amount is refunded to ratepayers.

Most importantly, the FPFTY is the amount claimed in the ratemaking formula,

and in looking at the filing there is no way to confirm the components of the

deferred tax breakdown of ($ 18,810,736) as shown on SWPA Exhibit No. CEH- l,

Sch. 1.1.

WHAT DO YOU RECOMMEND?

First, I recommend that the Company be required to provide an update, as soon as

possible, showing a breakdown of its excess ADIT between the protected and

unprotected balances. The Company's failure to provide the necessary data is

harnpering I&E's ability to fully and fairly evaluate the Company's filing.

Second, I recommend that the Cornpany use its claimed 4}-year amortization for

the protected portion and a five-year amortrzalion for the unprotected portion.

Finally, I recommend that the Cornpany be required to show the excess ADIT

calculations and breakdowns for protected and unprotected balances for the HTY,

the FTY and the FPFTY periods as discussed above, and that the Cornpany be

required to continue reducing rate base in future filings for the remaining balance

until the full amount is refunded to ratepayers.
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1 Q. WHY IS IT IMPORTANT FOR THE COMPANY TO PROVIDE A TIMELY

2 BREAKDOWN BETWEEN THE PROTECTED AND UNPROTECTED

3 BALANCES FOR EXCESS ADIT?

4 A. These balances are subject to different requirements in determining the

5 amortization period to refund monies to ratepayers.

6

7 a. wHY DO YOU RECOMMEND A FIVE-YEARAMORTIZATION PERIOD

8 FOR THE UNPROTECTED BXCESS ADIT BALANCE?

9 A. The unprotected balance of excess ADIT should be returned to ratepayers in the

l0 shortest timeframe possible to ensure that efforts were made to return the money to

I I the same set of ratepayers who paid those tax amounts in prior rates. The longer

12 the Company takes to refund the money to ratepayers, the more likely it is that

l3 people will rnove out of the service territory and not receive refunds to what they

14 are entitled. Since there is no lirnitation on the number of years that companies

l5 should take to return the unprotected balance, it should be returned in a shorter

16 time period than the protected balance.

t7

18 a. wHY ARE YOU NOT PROVIDING SPECIFIC DOLLAR AMOUNT

19 RECOMMENDATIONS FOR YOUR PROPOSED CHANGE TO EXCESS

20 ADIT?

21 A. Until such tirne as the Cornpany identifies the breakdown between protected

22 excess ADIT and unprotected excess ADIT (l&E, Exhibit No. 1, Sch. 16), I cannot
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a.

A.

calculate my recommended change to the Company's claim. As soon as this

information is available, I can compute my recommended change to excess

ADIT and the corresponding rate base adjustment and a corresponding change to

the Company's amortrzation of the regulatory liability as shown on SWPA Exhibit

No. CEH-2. Sch.-1.

CASH WORKING CAPITAL

WHAT rS A CASH WORKTNG CAPTTAL (CWC) ALLOWANCE FOR

RATEMAKING PURPOSES?

CWC includes the amount of funds necessary to operate a utility during the

interirn period between the rendition of service, including the payrnent of related

expenses, and the receipt of revenue in payment for services rendered by the

utility.

HOW DOES THE COMPANY CALCULATE ITS CWC CLAIM?

The Company calculates its CWC claim by using aleadilag study. A lead/lag

study measures the differences in time between: (l) the time services are rendered

until payrnent of those services is received ; and (2) the tirne between the point

when a utility has incurred an expense and the actual payrnent of the expense.

Stated a different way. the leadllag study measures how many days exist on an

average between the midpoint of the service period and the date the payment is

made.

a.

A.
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1 Q. DO YOU AGREE WITH THE COMPANY'S USE OF THE LEAD/LAG

2 METHOD?

3 A. Yes. I agree with the Company's use of this rnethod.

4

5 Q. WHAT IS THE COMPANY'S CLAIM FOR CWC?

6 A. The Company's claim for CWC is $863,746 (SWPA Exhibit No. CEH-1,

7 Sch.- I .1).

8

9 a. DO YOU AGREE WITH THE COMPANY'S CLAIM?

l0 A. No.

11

12 a. WHAT DO YOU RECOMMEND?

13 A. I recommend an allowance of $796,364 or reduction of 567,382 ($863,746 -

14 $796,364) to the Company's clairn (l&E Exhibit No. 1, Sch. l7).

l5

t6 a. IS YOUR RECOMMENDED CWC ALLOWANCE A FINAL

17 RECOMMENDATION?

l8 A. No. All adjustrnents to the Company's claims for revenues, expenses, taxes, and

19 rate base must be continually brought together in the Adrninistrative Law Judge's

20 Recommended Decision and again in the Comrnission's Final Order. This

2l process, known as iteration, eflectively prevents the detennination of a precise

22 calculation until all adjustments have been made to the Cornpany's clairn.
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1 Q. WHAT IS THE BASIS FOR YOUR RECOMMENDATION?

2 A. My CWC recomrlendation adjusts the Company's claim based on all

3 recommended adjustments to O&M expenses as discussed previously in this

4 testimony. Each of these components is discussed in more detail below.

5 Additionally, my recomrnendation reduces the Company's claimed expenses

6 by the fringe benefits capitahzed/transferred out as detailed on line 24 of SWPA

7 Exhibit No. CEH-2, Sch.-1 and further broken down on SWPA Exhibit No.

8 CEH-Z. Sch.-25.

9

10 A. WHY IS IT NECESSARY TO REMOVE THE FRINGE BENEFITS

I1 CAPITALIZED/TRANSFERRED OUT?

12 A. The Cornpany's expenses are reduced for the amounts capitalized as reflected on

13 SWPA Exhibit No. CEH-2, Sch.-25. Since the amount of the reduction represents

14 capitalized wages and benefits, those capitalized portions are receiving a return

l5 based on the rate of return granted in this proceeding. These items should not also

16 be included in the CWC computation which would allow for duplication of the

17 return.

t8

19 A. WHICH FRINGE BENEFITS CAPITALTZED TRANSFBRRED OUT ARB

20 YOU ADJUSTING IN COMPUTING A RECOMMENDED CWC

2I ALLOWANCE?
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A. The Company has clairned the entire amount in the CWC computation for FICA

Taxes ($621 ,827); Federal Unernployment Taxes ($4,242); State Unemployment

Taxes ($24,144); Workers' Compensation ($110,717); Employee Pension Cost

(51,442,010); and Employee Group Health (51,439,521) (SWPA Exhibit No. CEH

2, Sch. 25). Thus, I am removing the capitalized portion (32.84%) for each of

these claims from the corresponding line item in the Company's workbook for the

Summary of Cash Working Capital Requirements. It appears that the remaining

items on SWPA Exhibit No. CEH-2. Sch.-25 have not been included in the

Company's CWC computation (i.e., post-retirement healthcare accrued, employee

401k, other ernployee benefits, and other awards). My recommended CWC

workpaper contains these adjustments for payroll taxes, workers' compensation,

pension, and ernployee group health as discussed here along with all of rny

proposed adjustrnents as mentioned below.

HOW DO YOUR PROPOSED ADJUSTMENTS DISCUSSED ABOVE

IMPACT YOUR RECOMMENDATION FOR CWC?

All O&M adjustrnents that are cash-based expense claims are included when

deterrnining the Company's overall CWC requirement. Therefore, CWC was

adjusted to reflect these recofilmended adjustments. In order to reflect the I&E

recortmended adjustments, I rnodified the Cornpany's electronic CWC calculation

as shown on SWPA Exhibit HW-1, Schedule I (l&E Exhibit No. I, Sch. l7).

a.

A.
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1 Q. SUMMARIZE WHERE EACH OF THE I&E RECOMMENDED O&M

2 EXPENSE ADJUSTMENTS ARE REFLECTED IN THE CWC

3 COMPUTATION.

4 A. The following recommended adjustments must be incorporated into the CWC

5 calculation on the corresponding line item to arrive at my recommended

6 allowance:

n

Expense
Increase/

(Decrease)

Labor Expense ($45,239\
Pavroll Tax ($s.434)

Employee Group Health & Life Insurance ($ 14,5 l3)
Outside Contractors (s22s.000)

Purchased Water ($108.337)

Purchased Power $212.814\
Manasement & Service Fees (s867"014)

Real Estate Taxes ($ 13.62s)
Frinse Benefits Transfered - Payroll Tax $ 1,785

Fringe Benefits Transferred - Employee
Groun Health

$4,766

8

9 All of these recofilmended adjustments to CWC as incorporated into the

10 Company's workpaper produce a recolnmended allowance of 5796,364.

ll

t2 a. DOES THIS CONCLUDE YOUR DTRBCT TESTIMONY?

13 A. Yes.
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Brenton Grab
Bducation & Employment Experience

March 2016 to Present
Fixed Utility Financial Analyst
PA Public Utility Commission, Bureau of Investigation & Enforcement
Responsible for review of operating and maintenance expenses for utility companies as a
part of the evaluation and recommendation process for utility base rate filings, preparing
related written testimony for cases, and testifying as an expert witness as necessary.

November 2010 to March 2016
Corporate Tax Officer, PA Department of Revenue, Bureau of Corporation Taxes
Responsible for the audit of corporate tax filings by Corporations and other Pass-through
entities doing business in Pennsylvania, reviewing tax returns for compliance with both
federal and state statutes and regulations.

April 2010 to Novernber 2010
Loan Service Counselor, PA Higher Education Assistance Agency

May 2008 to August 2008
Finance Department Intern, County Cornrnissioners Association of PA

Ed ucation/Certifi cation :

Pennsylvania State University, University Park, Pennsylvania
Bachelor of Science, Accounting (Minor in Management Information Systerns), 2009

Utilify-Related Trainings & Webinars :

The State of the Utility Industry Heading into 2018, SURFA Webinar, January 10, 2018

Power & Utilities Tax Reforrn Update with Edison Electric Institute, PWC Webcast,
December 14.2017

Power & Utilities Quarterly Accounting Update 3Q 17, Deloitte Power & Utilities
Webcast, October 3, 2017

38tr'Western NARUC Utility Rate School, May 15,2017 to May 19,2011

Power & Utilities Quarterly Accounting Update 1Q17, Deloitte Power & Utilities
Webinar, April lI,20ll
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Brenton Grab
Education & Employment Experience

Reinventing Resilience: Defining the Model for Utility-Led Renewable Microgrids,
Deloitte Dbriefs Power & Utilities Webcast, March 30,2017

Outlook on the Energy and Resources Industry, Deloitte Debriefs Webcast, January 10,
20r7

Power & Utilities Quarterly Accounting Update 3Q16, Deloitte Power & Utilities
Webcast, September 23, 2016

Power & Utilities Quarterly Accounting Update 2Q16, Deloitte Power & Utilities
Webcast, June20,2016

How Utilities Make Money, Enerdynamics Webcast, April 18,2016

National Regulatory Research Institute Webinar on Targeted Dernand Management,
March 23,2016

Submitted Testimony on the Following Cases:

R-2018-2640058 UGI Utilities. Inc. - Electric Division
R-2011-2598203 Colurnbia Water Company
R-2017-2595853 Pennsylvania Arnerican Water
P-2016-2573023 PECO Energy Company

Assisted on the Following Cases:

R-2017-2618332
R-2017 -2582461
R-20r6-2580030
R-20t6-2s31551
R-2016-2531550
R-2016-2538660
R-2016-2s373s9
R-20t6-2537355
R-2016-2s3t3s2
R-2016-2537349
R-2016-2529660

Pine-Roe Natural Gas Cornpany
National Fuel Gas Distribution Corporation l30l(f)
UGI Penn Natural Gas, Inc.
Wellsboro Electric Company
Citizen's Electric Cornpany
Community Utilities of Pennsylvania Inc.
West Penn Power Cornpany
Pennsylvania Power Cornpany
Pennsylvani a Electric Cornpany
Metropolitan Edison Cornpany
Columbia Gas of Pennsvlvania. Inc.
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Fennsylrania Pu blie Lrtiltty Csmrnimio n
v.

$UEZ ttttater Fennsylvania, Iffi.

Docket No- R€On8€000834

lrrta rrngatories of the
Otfice of Consurner Advocate

Set tV

ocA-lv-33

Response;

otA^rv-33
(Heppenstalll

June 6, 2018

wlth reference to Exhibit cEH-2, Schedule-3, Adjustment No, 2,

a" Please provide the medical, dental and gror"rp life iniurance amounts for the historical

iest year.

b, Please provide the supporting documentalion sltolving the derivation of the FTY

amounts for medical, dental and qrnup life insuranc*.

a. Flease see attactled workpaper OCA-|V-33 Attachnnent that shows ?017 and 2018

medlcal, dental and group life insurance expenses. However, the 2018 medical

exFenses on oCA-lV-33 Attaehrnent do not include the medical, dental and group life
insurance erpenses for the five newly hired employees ln 201-8.

b. Ffease see wprkpaper OCA.IV-33 Attachmentthat incltrdes medical expenses {or 2Qt7

and 2CI18. The adjustment on Fxhibit CEH-2,Schedule 3, Adjustment No.2 adjusts the
medical, dental, and group life insur.ance by the 5 ernployees for the FTY.

2018 MedlcalIxpense Adjustment;2018 Medical expense equals $1,208,956 wlthout
the adjusted value for the new employees. The increase of $t5,ttz per employee is

the average of all the medical insurance plans in 2018, This average yalue was

weighted hy 84.21%, as lhat is tlre currerrt percentage of employees of SUEZ Watet
PAthat are covered by medical insurance. (5 employeesf$1.5,112*84.21%l = $63,629

$3.205,956 (2018 unadjusted medical insurance expense)+ 563,629 = $1,272,585 FTY

Medisal Expense.

The same methcrdofogy applies for the FTY Dental and Group IifE Insurance expenses.
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l&E Calculation of 2018 Employee Group Health and Life Insurance New Hire Adjustment Based on SWPA Exhibit No. CEH-2, Schedule-3

l&E Modified Column
Ithcare Grouo Number of Average cost of coverage New Hires x Average Cost of Coverage Employees with New Hire Cost of

sic LTD

sic Life 1X Annual

4)
45
.+)
4)

4s
.+)

L>,LLa )
R?q (

34s
zJ.+ )
tt4 5

322 s

60,448
3,340

L50

Lt!to

456
1,288

e2% s

1oo% s
to1% 5

23% 5
69% 5

50,776

3,073

135

1,176
105

889
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-e-
9.o
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l&€,-nE€

{tl appenstalNlHollanbacfi }
June 11,2{t18

f&t*:€ ftefarence SWPA Staternent No. 2, p. I and SWPA Exhibit No, CEH*2, C€tl Wor*papera.l,
csncemiilg labor expense. Explain why Staternent No. 2 indicates that the Conrpany will
hire five new ernployees in 2018 while Exhibit No, CEH-2, CtH Workpaper 2.1 indicates
that allfive employees will start on O!/Otlzgt9,

Responset SldPAStatement No. 2 page 8 and SWPA Gxhibit No. CEH-Z, CtH Workpaper 2"l should
be conected tc reftect that allfive ernployees will be hired in 2019.

In addition, see the correction to John Hollenbach's direct tnstimony. Page 3.6 of Mr.
Hollenbach's testimonv read as follows:

q. Have any of thesa positions been filled?

A, No, they are all included in the 2019 budget. The Company's goal is to
commence the job search in the fourth quarter o{ 2019 and fill the new
positions within the first quarter of 2020.

It shoufd have read:

A, Have any o{ these posi{ons been filled?

A. No, they are all included in the 201.9 budget. The Company's goal Is to
commence the job search in the fourth quarter of 20X.8 and fill the new
positions within the first qurter of 2OL9.

Mr. Hoflenbach's and Ms. Heppenstall's testimonie: will be corrected before they are

entered in to the evidentiary record.
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Pennsylvania Public Utility Cornmisslo n

u,

$UEZ $lataf Fennsylyania, In6.

Docket No. R-20r8-3000834

Int*rrogatories nf the
Office of {onsqmer Advocate

set fV

ocA-rv47

Response:

ocA-fv-47
{Heppenstall)
iune 6, ?O18

with reference to Exhibit 3EH-Z,Schedule-l-zl, Adjustment lrlo. 13,

a, Pfease provide the ?014 and ZltIS nirtside contractors expense and expfain why a 2-

yedr average was used to rJetermine the FTY amount.

b. Please provide the derivafion nf the S150,000 additicrnal convenience fee.

r. Please explain what [he NRW srudy is, the purposE of tlre study and ltr:w frequent
this study is required.

d" Please explain what the inventory process study is, the purpose of the study and how

frequently tlris study is required

The 2015 outside eontractor expense was $1,173,28"1, SU€Z updated the Fixed Asset

$pitali:aticn palicy which broadened the definiti$n for items that should be

capitalized and not erpensed due to additions, replacement, reconstructions and

iilprovements or bettermenis of property, plani and equipntent, This pollcy update

in mid-2CI14 was reinforced throughout 2CI15 until the current results in outside

contractors was maintained. There{ore, a two year average was used 50 that the

averdge would not have been inflated due to the Fixed Asset Capitalization Policy

change,

Please see OCA-lV-47b Attachment for the WesterR Union Payment Summary for
2016 and ?0L7^ The fees paid by SU[Z' customers No Western Union increased 51%

fram 2016 ta 2017 anel totaled 5138,236 in 2017. The Future Test Year includes an

increase at 8,5% to the 5150,000 as custorners continue to look. for non.tnaditlonal

ways t0 paytheir monthly water involce.

The study referred to ls actually a surveV and not a study. The survey will consist of
the'Company retaining an outside vendor to survey atl of SUEZ PA in a tirnely mannef

to identifo potential areas in which the SUEZ pA operations wiil itvesligate the causes

of the lr,lRW and implement plans to reduce and eliminate NRW in previously

unidentified arear This is not required by any governmental agency atthis time but

is a prudent srep to take to continue the efforts of reducing NRW in 5UEZ PA.

A result ef the Workforce Managenrent Study that was performed in SUEZ PA, was

that the currrnt inventory processes are insufficient to support daily and long term

a.

b.

r{
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' ,U;

Sirg Utlster FEnrwylvaHtar In€,

Doclqet No, R4018€0UI8:I4

lnterrogatoriesof the
Qffite of Consumef Adtl@te

Set lV

p.lagqfue gf'fiEl.d'work, The Inventsry Fro*ess projert intendd,to hire an o
\renSnr'te $uFFofi h{renrSUFZ pe$ohn€l in rnaktng ?he dacisiqns nec€*sar-V is
irTrFf*ve.Stp inventory |rroes*ses,m that daity and fotrg term planning cf.'lie]ilwork
hat the :FffFEr rnat€rlels nesesiary to cor$Blefe t*n field work wrlh*ut having a

'sull$tartfigl inEeqse,in invertory levels. $UEZ PA intends to rfiov€ fsr\ryard W$hthe.
Inv.EDtolT pro.cefs study as p-art ot the PUfs r€commendptions in tjre M*tertele

Manirgernent section of the Focused Management and Operations Audit issued h
20"[7:
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AUSEAU Of INV$NGATIO'{ ANO ENFORCIMfNT INT€ftROGATOilrs

SUEZ WATSR PENNSYLVANIA INC"

r&E-R5-35

r&f-ft8-35
{tleppenstall}
June 13,3018

Reference SWPA Exhibit No, C€H-2, Schedule-x.4, concerning outside contractors
expense:

A. Provida a detailed breakdown including the individual contractors and the types
of service performed along with supporting documentation such as invoices,
workpapers, worksheets, contractor estimates, contractor agreements, etc. for
the following:

1. The HTY's outside contracting expenss of 5748,644;

2. 2016 outside contracting expense of $729,456;

3. The total NRW study expense of$300,000;

4. The total inventory process study expeilse of$150,G00;

Indicate if the NRW study expense and inven?ory process study expense will
continue past the FPFTY and if the expenses will r€cur annually or at what
frequency;

Provide a detaif ed breakdown and supporting documentation such as

workpapers, bank statements, credit statements, etc. for the FPFTY additional
convenience fees of $t5o,ooo;

D. Provide the credit card traffaction convenience fees for 2oL5,2016, the HTY, and

the FTY along with supporting documenlation even iI the ratepayer was paying

these feesj

E, Provide justification for the Company's need tor an NRW study;

F. Pn:vide justification for the Company's need for a n inventory process study;

G. Provide the begin and end date of the NRW studlt and the inventory process

study;

H. Provide justification forthe Company's normalization period o{two years for the
NRW str.rdy and the inventory process study;

l. Indicate if the Company did an NRW study in the past and if so provide the
following details on the most recent study done:

B.
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SUTEAT' OT NVISfIGATION ATTD INFONGMII{T INITRROCA?Ofi IEg

SUe WAT5R PSTINSYwAN{A llrlf.

p,Hc3€t frl p. 3*p18-3m0834

Response.'

1. The cost ofthe study;

2, The begin and eild date ofthe study;

3. The normallzation period used to recoverthe cost of the study;

J. Indimte if the Company did an inventory process study in the past and lf so
provide the following details oil the most recent study donel

1. ltrecostofthestudy;

2. The begin and end dae of the study;

3. The nornalization period used to recover the cost of the study;

K. Provide a detalled breakdown of outside contractofs expense by yaar far 2OL3,
20L4, and 2015.

1, Please refur to f&E-RE-35 Al Attachment.

2. Please refer to |&E-RF-35 ,q2 Attachment.

3. Please refer to OCA{V47c for an explanation of the NRW surye},. The bids for
this project are due hack to the Company on June 15, 2018.

4, Please ref€r to OCAJV4Td for an explanation of the Inventory Process project.

ThNs project has not gone out for bids at this time, however, a m€eting is

scheduled in Jufyto define what this project willentail.

Both of the prol'ects may continue into the future depending on the results achieved

at the end of each study. The NRW Survey should be completed every two years

untll the Company achieves a N RW percentage acceptable to the PUC. Likewise, fhe

Inventory Process project will continue to be reviewed until the Company is able to
satisfactorlly implement solutions related to the PUCs reconrmendations listed in
the Materials Management section of the Focused Management and Operations

Auditfrorn ?0J,7.

Please refer to OCA-|V-47b and OCAJV-47b attachment for these details.

Pleese refurto OCA-lV47b and OCAIV4Tb attachment forthese details.

A"

B.

L.

D.
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BUfiEAU OF'NVf;:S$GATION AND SNFONCEMEIIT IfUTERNOGATOf,IFS

SrEZ \ltAT€n F*Nttl$YwAI\llA lt{c"

E. Please ref€rto tl€ response to part B"

F" Please reftrto the resBonre to part L

G. Please refrrtothe response& partA3 and A4

H. Please reierb the responseto part B.

l. The Compnny has contracted Heath Consultants to completed a leak survey in the

Bast, bwpver, h has been rnore than ten ygars ago and those detaill are no longer
available in ouracmunts payable system.

J, The Company has not conducted an inventory process study in the past using an

outside mnsultant, which impacted the Company's ability to obbin frvorable
resulB in the Mat€riels Management section of the Focused Management and
Operations Audlt.

K. Sased on discussions between SUEZs counseN and l&E's counsel, it is SUIZ'g

understanding that, at this time, l&E has whhdrawn intenogatories and requests for
production of documents pertaining to 2015 and prior years.
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|&E-RE-35 Al A tbch-nlent
P€ge1 otz

SI,EZ Wahr P€Hrsytuffrie
Dodtet ilJo- R"201 8-3060usd

SUIZ Watsr Pennsykanla
Outside Contractor List - HTY

Contractor Amount
ADP LLC $ 9,E89

ALTUS €ROUP U5I|\IC ) 3,387
BANK OT AMERICA PURCHASING CAR ) 346ss
BIOOMSBUfiG, TOIiVN OF ) 387

BOROUGH OF }IUMMEI.sTOWN s 330
BOROUGH OF MECilAN'CSgURG ) 790

CHAMPION SYSTEMS INTEGRATION L t22
COMMONWEALTH DISPOSAL INC $ 216,930

co NSctENTrous cr_fAr*€R5 ( 2,099

CONTROLS 5ERVICE & EN6INfERIN6 8,802
coNTfloLs, sfRVtcF & fntcl $ 395

CYCLE CHEM INC S r,rss
DALLACHIESA, DOUGLAS $ 32s

DALLAS AREA M UNICIPAT AUTHORIT $ 830

DIAMOND AUTOMATIC SPRINKLERS I s 550

DYNATECH INDUSTRIES LTD ) 8,847

E COMMERCE GROUP PflODU TS INC ) 46,842

ECOVA INC s 3,510

ED€N 8ROTIIE85 ( 130

EDWIN t Hf;IM CO $ 5,122
EK SERVICE5 INC ) t7
tvANS DTSPOSAT uC C 420

FIRST ADVANTAGE LNs OCCUPATION E 228
FI55EL'5 LANDSCAPING 5 sl,15t
FOUGHT's DISPOSAL SEfiVICE INC ) 945

FRANK KUS PROPERTY MAINTTNANC€ $ 17,400

GANNETT FLEMING INC s 13,s58

GF }NTELLIGENT PLATFORMS INC $ 21,548

GOOD'5 TREE CARE INC $ 3,100

GROFF TRACTOR & EQUIPMENT INC q 861

HACH CO $ 13,761

HAR RELL AI,JTOMATIC sPRINKITR C S g,tsg

HEWLETT PACKARD FINANCIAL SIRV S a,zso

HILBERT's TQUIPMENT & WTL 367

IIOCK ENTERPRISE S 5,183

HOCK ENTERPRISES $ 9,s5t
HOWARD OTGANIZATION IIgC $ t,gq:
HYDRO CORP BACKfLOW PRTVENTION s 2,800

HYDROCORP 5 25,200

IRTH SOI-UTIONS LLC s 18,513

ITRON INC S t2,197
J A KOLVA INC 5 2,s7s

JJ KELLFR & ASSOCIATES INC 5 5,037

KINGSNORTH CONSUUTING INC 5 qso
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i&E-RF-36 41 Attrchment

Page 2 of2
SUEZ! bler FBNtsylvanld
Doc*el ?,1o, R"20't &3000834

SUEZ Water Pennrylvania

Outside Contractor Ust - tlTY

contrqctor Amount

LOBAR ASSOCIATES INC $ r:,zso
LOW[8 PAXfON TOWNSHIP AUTI1ORIT 5 620

tRM tflc q 840

MARION FENCE $ 550

MAfi?:N WATIfi CONDITIONINS $ 362

M ORGAN CORPORATION ELECTRICAL 5 :.eoo
NfW HARRISBUR€ TRUCK BODY CO # 1,417

Out Servs, Accruals & Misc. 5 q,83t

PENN CREDlT CORP $ 6,t25
PENN TOWNSI-IIP MUNICIPAI. AUTHOR C 630

PENN WASTF INC $ 3,3s6

PEN N5YLVANIA ON E CAIL SYSTEM $ gz,eoa

PENTTITDATA LIMITED PARTNERSHIP s 5,080
proNEtft coNSTRUCfiON CO tNC S t,g2:
POW-R MOLE SATES LLC 5 3,357

PR ECISIO N M I TLWRIGHT & FA3RICATOR5 S 1,560

PRINT.O-STAT INC 5 2,268

REPU BLIC WASTE SERVICES $ s,tlz
ROGfl-f tNC 5 20,300

5COTT BI.ACK LANDsCAPING s 7,421
SERVICE SUPPLY CCIRP 705

SQ *ROTTING MECHANICAL to7
STER'CYCLE COMMU NICATION SOTUTION $ r8,t39
STERLING I NFOSYsTEMS INC 5 szz
SUSQUEHANNA TOWNSHIP AUTI-IORITY S 7,642

SUSQUII"IANNA FIRT EQUIPMENT CO $ 510

SWATARA TOWNsHIP AUTHORITY 5 954

rEREX S[RVICES S 1,ogo

THE HOWARD COMPANY 5 4.770

TOWEfi SERVICES UNLIM ITTD 680

UTILITY 5ERVtCEs GROUP INC 5 q,rss

VECIOR SECURITY INC 27

VEOLIA ES TECHNICAL SOLUTIONS $ q,saa

VEOLIA NORTH AMIRICA 5 rqs
VERIZON WIR[1I55 5 8,985

WEST INTERACTIVE SERVICES CORP S ra,szs
WINTER [NGIN€ Gf,NERATOA STRVIC ) 539

WR'GHTSTONE ELFCTRIC INC ) 688

WRIGHTSTONE ELECI'RIC INC 443

6rand Total 5 748,644
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Schedule 5
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I&E-RE-35 A2 All€chm€nt
Page 1 of2

SUEZ Water PennsyJv€nia
Dock€t No. R401 f, -3s00834

SUEZ Water Pennsylmnia

Ostside Con$actor List

Contra6ars Arnount

ADECCO EM PLOYMENT STRVIC€S ( 789

ADP INC
l^ a ar;> 6,Lttr

ADP LLC S 11,482

AITUS GROUP US INC $ 3,379

BAN( OF AMERICA PURCHASING CAR s 34,257

BOROUGH OF MTCHANICSBURG S z,qsg

CHAPIN SEWAGE DISPOSAI ) 385

COM MONWEALTH DISPOSAL INC s 192,770

CONSCIENTlOUS CTEANER5 $ 2,507

CONTROL SYSTEMS 21 $ 6,558

CONTROLS SfRVICE & ENGINHEflING $ 2?,s40

CYBULSKI, JOHN S 9,229

DALLACHIESA, DOUGLAS s 325

DYNATECH INDUSTRIES LTD ) 8,855

E COMMERCE GROUP PRODU TS IIIC $ 4t,306
ECOVA INC ) 886

EDTN BROTHERS 5 3,293

EDWIN L HTIM CO 5 5,85s

EK 5ERVICTS INC $ 3,zgg

FIRST ADVANTAGE tNs OCCUPATION ( 342

FISSEL.S I-ANDSCAPING 5 63,733

FS BRAINARD & CO 5 1,2OO

GANNETT FLEMING INC I 19,599

GE INTELLIGf NT PIATFORMS INC 5 zt,szl
GOOD's TREE CARE INC $ 4,A34

65 MADISON LLC S 6,208

HACH CO 5 \7,24t
HAflRELL AUTOMATIC SPRINKLTR C 550

HEWLfR PACKARD FINANCIAT SERV 5 23,905

HOCK ENTERPRISE 5 7,92+

HOWARD ORGANIZATION INC 5 rzs
INGERSOLL RAI{D CO 5 550

INORGANIC MERCURY COMP - 5 GAL q
{18)

IRTH SOLUTIONS LLC s 19,382

ITRON INC 5 4s,492

J A KOLVA INC $ +,oat
JJ Kf LLER & ASSOCIATTS INC s 6,551

KOI-VA SYSTEMS ) 580

LOBAR ASSOCIATES INC s 74,594

MA COMPRE5SOR 3t9
MAfiION FENCE q 382

MORGAN CORPORATION INC $ 3,5s3
NORTHROP GRUMMAN s 3,249

Cut Servs, Accruals & Misc. S {1,640)
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Schedule 5
PageT of7

sUFz wbter Pennrylvania |&E"RE45 Aa trttacfirnent
Dooket l{o. R-2010€D{n$4 Page 2 of t

SUIZ Water Prnnsylmnia
Outslde Contractor lJst

Contractors Amount

PENN CREDITCORP $ tlse
PE'!N5YLVANIA ONE CAIL SYSTAM $ 25,323

PENTELEDATA TI M ITEO PARTNUR'HI P i 4,078

PIONEER CONSfRUCTION CO INC i 7,296

POW.R MOLE sAI.ES LtC ( 649

FRINFO-sTAT INC S z.:oo
REPUBLIC WASTE SERVICES 5 3,036

SCHAEDLEff YTsCO DISTRIBUTION $ 2,31.9

SCOTT B LACK tA,N DSCAFINC $ 10,+35

SILVERMINE CONSULNNG c 987

soKoL lNc $ 550

STERLING INFOSVS]EMS INC $ 727

5U5QU E HAflI NA FIRE EQUIPMTNT CO 5 510

TELEVOX SOFTWARE INC s 1,521

TEREX SERVIC$ $ 1,2+o

TOWER SERVICES UNLIMITED 9 2,540

VEOLIA E5 TECHNICAL SOLUTIONS $ !2,671
VEOLIA NORTi{ AMERICA $ g,osg

VIOLIA WAYES NORTIi AMERICA $ 1,011

WEST INTERACTIVE SERVICES CORP $ $,3q0
WRIGHTSTONE SLECIRIC INC 5 714

Grand Total 5 lz9,4s6
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Page 1 of 2

Pennsylvania Public Utility Commission
lr;

$U E? Wat€r Fennsyt$ania, I nc"

b ocket N o" R:20X8€0O0Sil4

Int€rrogatories of the
6fff*e of Consunrer Adyocate

Set lV

ocA-tv-3?

Response;

ocA"tv-37

{Heppenstall}
June 6, 2018

With reference to Exhibit CEH-z, Schedule-7, Adjustnrenr No. 6,

a. Please provide a breakdown of the purchased water E)dpense and quantity by supplier
in each nf the 3 yeirrs provided.

b, {llease provide data lhatdemnnstrate that the rost of purclrased watervaries with
inflation.

c. Please explain how the cost of r,vatet could decrease in lrJl-7 lvhile congumpti6fi

increased"

d. Please provide the ccrntract for the purchase of water from Susquelranna.Area

Regianal Airport Aurhority (SARAA).

e. Please explaln the reason for the water purchase fron SARAA.

a, Please refer to OCA-lV-37a Attachment
tr" Per the attached report titled "lVater and Wastewater Annual Frice Escalation Rates

for Selecled Cities across the United States" dated Septernber 2017, performed by

the U5 Department of Fnergy., the average increase for the price of water from 2o08

through 20LG was 4-1"%, mucJ: higher than the inflation factors used for purchased

water in the Cornpany's filing, Therefore, adjusting thiE exp€nse usilrg inflation

factors sf 2.I25Tq and 2-300?fi is conservative.

c. The Cost of Water decreased due to the fact that the price of the purchased water
fram Steelton is higher per 1,000 gallons and the Cempany purchased more water
from SteeJton in 201.6 than in 2017.

d. Please see OCA-|V-37 Part^ d Attachment.

e. For the past several yearsthe Company has not purrhased water from SARAA due to
their Perfluorooctanesulfonic acid (PFOS) contamination lssue, SARAA is currently
addressing the problem and once it's resoived, which is anticipated to be in the near
future, the Companv is planning to begin 0urchasing water from them again.
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Page 1 of 1

BU*IAU Of INVE$TIGATiON AND f N FORCf Mf NT IIVTf RROGATOR'5S

SUEZ WATTS PEN NSYTVANIA INC.

pp*ket lT"* F-2018:30008 4

r&f-if-27

Response:

t&E-Rt-27

{Heppenstall}
June 13,2018

Reference SWPA Exhibit No. CEH-2,Schedule-7, concerning purchased water expense;

Provide a copy of the current Purchase Water Agreements for the Company;

Provide an explanation with supporting docurnentation for tbe FTY inflationary
increase ol 2,L25% and the FPFTY inflationary increa se sf 2.3% when according
to the Cofipany's history the purchased water expense has been decreasing;

Provide justification and supporting doeumentation for purchasing an extra

S105,(P0 in water from the SARAA for the FPFTY. lndicate if the 5105,000 water
purchase will be an annually recurring expense and provide justification;

Indicate if the FPFTY water purchase of $105,000 from the SARAA will cause the
amount of water purchased from other companies or municipalitieg to decrease;

tf so indicate the companies or municipalities that will experience this
decrease and the amount of purchased water decrease from each of these
companies or municipalities;

Also show how these decreases are included in the Company's calculation of
FPFTY cfaim of 5L82,928.

A^

c.

D.

2.

A

B.

Please refer to l&E-RE-27a Attachment - Steelton, l&E-RE'27a Attachment -
AQUAPA and l&E-Rf-27a Attachment - SARAA.

See response to 0CA:|V-37 part B,

For the past several years the Company has not purchased water from SARAA due

to their Perfluorooctanesulfonic acid iPFOS) contamination issue. SARAA is

currently addressing the problem and onct it's resolved, which is anticipated to be

in the near future, the Company is planning to begin purchasing water from them

again. Please see attached l&t-RE-Z7c Attachment for supporting documentation.

(

No it will nst cause the amount
municipalities to deuease. SARAA

Hanisburg system.
1" Not applicable

2, Not applicable

of water purchased from other companies or
is only used in conjunction with the Company's

D.



Schedule 8
Page 1 of 3

8UREA$ OT INVTSTISATICN AND [NFG&C[M[N? IN]€RROGATORI€S

SUU WAT:R PANNSYIYANIA INC.

t&E-Rr-28

lesponse:

t&E-RE-A8

{Hsppenstall}
June X"3,2018

Reference SWPA Exhibit No. CEH-2,Schedule-8, concerning purchased power e)(pense:

A. Provide a yearty breakdown of purchased power expense by metered site for
2015, 2016, the HTY, the FTY, and the FPFTY;

Provide copies of the lnvoicas/bills from January 2017 through the current date;

Provide an explanation forthe 5% inuease in cost of purchased power from 20J.5

of $ 1,5 16,207 to 20t6 of 5t,\89,7 19 ;

Provide an €xplanation for tfie \2% decrease in the cDst of purchased power from
?016 of $1,58CI,719 to the HW of S1,404,353;

Provlde an explanation for the FTY infletionary increase of 2.125% and the FPFTY

inflationary increase of 2.3% when according to the Company's history the
purchased power expense decreased between 2O16 and 2A17.

Please reference OCA*|V-38 Attachment for 2015, 2Ot6,2AL7 expenses. The FTY is

calculated by taking a three year average (2015-2017) and adjusting for tfre
inflationary factor of 2.125oA.The FPFTY is calculated by ta king the FTY expense and

adjusting for the inflationary factor of 2.3%.

In lieu of producing rnonthly invoices for over 100 sites, the Company is attaching
|&E-RE-28 b which lists each vendor by month and the associated expense for 2017

through the current data available. The company invites l&E to visit the Company's
administrative buildirg where we can sign in to the third party vendor's site that
maintains each of the purchased power invoices for each sita to review invoices

during the Company's office hours.

There are nnany underlying reasons for increasing or decreasing purchased power
expense not directly tied to production. In 2016, kWh increased 7.7% as kWh/MG
increased 2.2Yo. Also, the cost/kWh increased 3.1% in 2016 when compared to
20r.5,

There are many underlying reasons for increasing or decreasing purchased power
expense not directly tied to production, ln 2O17, kWh decreased 5.7Yo as kWh/MG
decreased 0.5%. Also, the cost/kWh decreased 6.8%in 2017 when compared to
2016.

B,

c.

U.

E"

A.

D

t. See response to OCA-|V-38 part b.



SUEZ Wster PeRrFyysda
Ilsdet No" R-20i8-30@834

Schedule 8

Page 2 of 3

nR-R€,28 Altad|ner{
Pag€ 1 efe

20'',7

Vendor

Chanpion Energy Servkes, lICl 47 23

INGIE f,essurres

Met-Ed/3687

PPt Eleddc UtllideVAllentown

UGI Utllitles |m
Grand Total

,en
Usagc cosl

$ 56,654

s t4.294
u,799 5 s,E3

L476.?54 s 35.?46

1233e0 $ zerog
1,684,574 I L3r,26g

Fab
Usa.q€ Cort

5 19,375
( 40,884

68,331 6,801

1,288,936 32,183

110.888 ) 19,241

1,458,1S6 $ 118,483

Vendor

Charnoion Enersy Services, tlCI 47 23

ENGfE fiesourtes

Met-Ed/3587

PPI gecttlc UUliti0$/Albntowfl

UGt Utlllties lnc

Grgnd Total

Mar
Usaoe Cost

t 21,065

S 43.s38

7s,940 I 7A38
1,369,153 t 33,883

119.842 s 19.342

1.564,935 $ 125,065

4or
Usage Cost

t t9,!42
S 41.913

55,747 5 6,423
r,284,972 5 !1,2?6

101"354 ) 14039
L.452.074 $ 1L2,'993

Vendor

Charnoion €nersv 5ervic€s, LLCl4723

fNGIE Besources

Met-Ed/3687
PPL Elecrric urillties/AllEnl0wn

ucl Utllities lnc

Gr6nd Total

MeY
Usaqe Cost

s 18.851

s M.779
64.504 ) 6,n3

r,797,332 29,865

97,563 t 10.899

1,459,399 d tr10,568

Jun
Usgge Cost

q 18,533
( 4€,182

62,090 s 5.t97
L,784,416 5 29,140

93,1 19 s 10.209

1,439,625 $ 109.861

Vendor

Chamnlon En"rsv Sen ices - LLClAl2\

GNGIE Besourcer

Met-fd/3687
PPL El€Gric Uriliti€s/Allen:ovrr

lJGl UUlities lnc

Grand Total

Jsl
U€ag€ Cost

( 19.206

$ +s,gzr
53,131 s 5.836

t,344,289 C 30,608

95,137 10,504

1,502,558 g 1ts.t24

Auq
Usaqe Cost

s 17,975

48155
63,652 s 5,720

1,325,416 31.984
98.247 xo,555

1.488,315 s 114,789

Vendor

champion rnergy sefi/lc€s, LLC/ 47 23

ENGIE fiesourcas

Met^Ed13687

PPL €lectric Utilities/Allentown

u6l utilities Inc

Grand TotBl

sep
U6age Cost

S u.838
s A6Jr1

60,744 5,201

t.z8/.423 s 30,414

97.033 10,586

t,442,2?,O $ 110,550

Oct
Usaqe Cost

s r.8.826

5 48,279

6],924 $ 5,2r5
1.329,100 5 33,011

109,705 5 12,770
1,5{'0,730 $ 11S.IOO

Vendor

Champion Energv Services, LLC|4723

ENGIt Resources

Met-Ed8d87

f PL El€ctric Utilitiesy'Allentown

UGI UtiJities Inc

GrEnd Total

l{ov
UaaOe Cost

s J,8,537
q 45,443

74,9@ ) 6.236

r,235,t4s $ :r,zos
105,063 s 17.082

L,476,Lt3 $ r2o,103

Dec
Useg€ Cost

( 26.359

S 4s,7r5
78,3U 5 t./J4

L,436,873 3s,968

1:3.496 s 24.9!9
1,648,732 $ 143,696
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Page 3 of 3

|&R-RE-28 Atta&msn
?We2ol2

SUEZ \Abter Pannsylv€nia
Docket No. R-2018€000834

20t8

Vendor

CharnDl0n foersv services, LLC{4723

ENGIE Resources

Met-Ed/3687
PPt Elestrlc utlllties/Allentown
UGtUtiJittes tnc

Grand Total

f,an
Surn of Usage Sum of Cost

s 27.829

S so,r72
78,969 J 6,877

1,542,439 s 39.576

1!1,161 29,026

L,775,569 s 153,469

Feb

Sum of UsaEe Sum ofCost
s 18.754

s 41"50s

6V,ilo ( q atl
7323A7s 33,139

!27.513 s 24,920

1,518,626 s 123,332

Vendor

ChamDlon Enerev Services. LLcl 41 21

ENGIE Resourr€s

Met-Ed/3687
PPL tlectric Utilities/Atlentown

UGlUtilities lnc

Grand Total

Mar
Sum of Usace Sum of Gpst

$ rg,szr
3 44.fi2

8as2r 7,258

1.378,103 33,?60

138150 $ 28,329

1,599,O77 $ 129,599

Apr
Sum sf Usage $um of Cort

s 77,462

S 42.14s
75,127 ) 6,€83

1.285,438 s 31.513

L25.794 s 21.216

L,486,359 I 119,014

Vendor

Chamnion f nergy seryices , LLC|4723

ENGI€ Resources

Met-€d/35$7
PPL Electric utilities/Allentown
UGI Utillti€i lnc

Grand Total

MaY
ssm of Usaqe Sum ofCost

b,Jtx,

5 25,670

47.359 s 4,165

853,83s s ?3,341

35,239 5 3,27r
936,432 5 64,7s3



Schedule 9
Page 1 of2

&$f,*ttiflttv

ttt*tll*tu tns
.i -
Dndmt!{s

0S,4tlV;39:

{f{eppenstat{}
June 6,2018

''b. 
sA*t$6g wtth i€fer.#to f*qliqpalehadlrle-ai AdiustrnEnt pe. ?, for 2017 through the

ma.n Bceai dFS' €s/tiili,eqih Nia$g'pryvitlc ;tfie mon$ly power expense, klAlh

sbfiSr$Blicn:and;.t- FS Gl*

Rerponse: Please see OCA.|V.$ Attaehmetit.
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Schedule 10

Page 1 of 1

2017 Month Purchased Power from |&E-RE-28 Part B Purchased Power from OCA-lV-39

anuary 5137,269 5118,919
February 5118,483 5141,253
Vlarch s125,065 Stio,ssg
April 511_2,993 s96,750
May S110,568 5L12,84t
June 5109,861 Stos,+33
July 5rL5,724 s118,099
August S114,789 5120,402
September s110,550 5108,343
October s118,100 5113,33G

November 5120,103 5129,067
December 5143,695 s131,698

Iotal sl_,436,601 5'J,,427,00O



Schedule 11

Page 1 of2

Pennsylvan ia Fuhlf e Utility f,ornmissiort
v.

SUIC \Alater Fefinsylvania, Ind,

Dncket No. F-2018-30008:I4

Interuoggtories of the
0ffice of Consumer Advocate

Set lV

ocA{v-38

8*spanse:

0cA-lv-38
tl-leppenstall)
June 6, 2018

With reference to Exhihit trElll,SchedUle-8, Adjustment No. 7,

a" Please provide a hresldown nf the purchase pnwer expense by supplier in each of
the 3 years pmvided.

b, Ftease provid€ evidence that the cost nf power varles wiih inflation.

r, Pleasa explain how the Cnmpany purchases power for punrping. ls the purch.ase

hased upon negotiated rates or at rates set by tariffs?

Please see OCAIV:38 AtbchrnenL Thi$ attachment was obtained front our third
party vendor, ECOVA, which manages the monthlV invoicing and payrnents of our
purchased power utilities. Therefore. the dollars and usage may not match the

income statement exactly dueto lncomingand reversing accruals.

According. to thc 1J,5. Bureau of Labor Statistirs, energy experieneed an average

inflation rate of 3"18% peryear betlveen 2000 and 2018. Therefore, adjusting this

expense using inflation factors otz"lziX and 2.300% is conservative.

The putchase of power for putnping is barcd on negotiated rates for approximately

80% of the usage and approximately 20% based on the tariff rates of the uiilities in

whieh we purchase power;

d



SUEZ Water Pennsylvania

Docket No, R-20183000834

Schedule 11

Page 2 of 2

OCA-|V-38 Attachment

Page 1 of1

Constellatio n NewEnerev/4640

irect finergy Business/32179

UGI Utilities lnc L,I33,776

$ 1,483.893 18,78t,378

Met-Ed/3687
1"7,076,188PPL Electric Utilities/Alle ntown

UGI Utilities Inc r).9o,342
Grand Total 19,101,533

20L7
Vendor Cost Usage
Chanrpion Energy 5ervices, LLC/4723 s ?72,670

ENGIE Resources $ 5L9,7.64

Met-Ed/3687 5 zi,gzs 824, 13 1

PPL Electric Utilities/Allento wn 5 385,785 15,0:17,440

UGI Utilities lnc 5 tgz,sss 1,295,838

Grand Total $ !.,436,603 L8J27ADs
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$UBEAI'CF O$T,AtrDi

SilJEllildilH: lH$

'

t&E,RSt
0teppcrsttfU
June ttr 20d8

Ifi|E.'AE-Z Seferance:$ilffPA,E*filblt il6. trflr2;,Sch€dul*1'snmrhitts op*ration and malntenance
ui6s lh fxrel s.ith fuisrukx ir-rtact fur rach yepr andsd

iacfnre: fleasesael&F[E?Affifhfisnt'
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Schedule 12

Page 2 of 2

sUEz Water Psnnsyluanla

Do*etf{o. t 2018€0offi34
Opoa0on and Malntenance lxgarues
Fsr ihe Verrf 2015 and 1,016

l&E-f,E-7 Attactment
Schadule.l

Summary of Adjustnents
page 1 of I

12-Months
Endlng

12-Months
Endln6Une

ilo.
Account

ilsrnber Ullllw ODrtbtirtg [xpentes Lz.l3rh a6, \414lm1s

3

4
5
o

7

8

1D

11

12

13

fq

15

!o

It
18

t9
?0

?1
22
23

z1
2>

2b

27

28
1>

30

31
32
33

34
39

36

37

38
39

4D

41.

42
43

501.0 tabor €rpense
604.0 hFloy€e Group Health & Life

604,0 €mPlsyee ?enslcn 8cr{tlb
504,0 tnrployae Post f,elir€rfleflt sene{its Oth0r t$}n Pcn5lon

W,o other Employee B€il!fits
510.0 Purchased Water
615.0 Pl4rchared Fow€r

615.0 Frcl fol Power Production
618.0 themlcals
620.0 Materials and Supplies

634,0 Manrgement and Service fees
635.0 Lab Testln8 Fees

636,0 Outtld€Contrdcto!'s
636.0 OutsideProfessionalServices
&r.0 Rental - BulJding,/Roal Property

5d2.0 Renlal of Eguipment

650.0 TranspartiltiofiDryent?
657.0 Prop& Gen Liab. lnrurance
658,0 WorkerCompensetion

660,0 Advertising

666"667 Rate Case fxperis€ - Amort
666-667 iegulamryCommlssionfxpense

670.0 $ad Debt Expense

675.o Fringe genefit Expense Transfer

675.6 offic€ ExDense and Utllltles

575.9 Pos&g€ ail Air Fralgltt fxpen:e
Various Other O&M

AdJustments for Mahoning TwpA.quisltlol|
Total OperatloD and Malntenance frPentpl

Taxer Other Than hcome
Real €5bte Tax

Payroll

Tanes Other Than Incoroe

Total Taxes other than lrlcome

Depreclation Exprnse

AmordFtion of Acquisitiofi AdjustmPnt

Amordration of fiegulatory [abillty

lncome Tai€s

5 1S,80s,651 5 1s,6s5,s67

559,588 542,183

241,323 429,1U
$ 800,911 S 931,430

4,58I,78) S

1,C19,258

1,411,753

1458,655)
218,070

70p06
1,456,981

2A2,2X

587,150

23L,996

4,192,722
69,635

729,455
51,134

s4,594

42,4t3
406,253

5,897

136,030

rFl ?n7

186,863

130,887

(9s6,8s6)

340,334

345,903

246,603

4,662,322

1,015,935

1,296,S3
(32,395)

231,345

84,145

113F3.606

118"514

EO7,875

322,421

3,238,101

71,150

7,173,281"

81,O18

56 867

35,015

475,W4

252,198

108,651

21,347

195,7$3

728,950

264,177)

445,262
354,667

{439,521)

6,068,785

57,744

8,538,239

3L,271,330

5,808,449

5?,744

5,5O7,727

28,060,971

5

Total
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407. WATER OPERATION AND MAINTENANCE EXPENSE ACCOUNTS

Anrr)ilnl ()l t )tNtrlirt lirgrnscs

l-inc

No

Accrrtrrt Nunrhcr lnJ I itlc
I il)

5c rcdr

No

lb)
Currcnl Ydrr

(c)
l)rcr rous Ycrr

(d)
lilcacf,sr ( l)ccrcirsc

(r:,

Srlrricr rnrl \l'xter N\.\ \\.\ \\\
((ll 0 l:nrphrrucs .l( f, 1.6s6.1.16 .1.6S4.1.|7() | 26()

601 t, l)flictrs l)ircctors rrrtl Maiuritv Stockholdcrs l()0
{ lotcl Salcrirs ond Wagcs .r.6rt6.l J6 {.68J.It76 | _16()

601.t1 llrrrnlrrree l'en\rrrns rnd llL'ntlits .t0,r.A itl_?tl t5s j0 5.\.7(X)

o 6lt) o I'urchrsed watcr .lt)8 ril.l46 ) t7.t i.1 t-li. I s?

1 615 0 l)urchlrcJ I'rtrrct l..ir)S.l:l l..l | (,,6(i I t-lt{.J s0

$ (tl0 t) l:ucl lirr l\rscr l)rrxluctirrn il s.5 lJ 55.e6.i i,l.i-i I

s 6 lE 0 L'lrrrrrcrls 6()t.l)-i I 619 lti[r ( lo_ i _il
0 6:() 0 N1ajs1lxl5 onJ SrrDlrlics 12.r. | 8 | I t7.7()j 26,_1.\9

I (ioalr.cturl Scn iccl XXX xxx XX,\
611 0 l:ncincurin{ t.A ,)_s 

I 6 te.i t6l
6-:1 0 Arcounting J l.r\ 61.0 tJ (fi2.0 | J

I 6 (, l.ural s ss.i { ls.sri_i
6i-l ll ll:ilr:r!.uDdnt l:c(\ rl j l.iii llrl li i Nls SJ 1

ll j tl 'l f\tilrl1 J I lrli..-i l(
7 ar]h ll ()tlt(r - i\lrilttcniilt((' | .ll lh.\1.9,i., l..l ij_-ir)('

s I otrl C'rrtril(luill Scn;c{s 1.9: l.(l-i? l.ll7) l() i s4,,.7 7,i

l9 6l I 0 RctrtJl ')l BtrildrngKcal l'to6rt1' 7l.rlJ,l ( 7l.s4r
l( 6.ll o Rcnrrl rl liquiprrrcnt 9l.llri.i ti.:17 66.6.16

610 O -l rlrr\fxrilrlion lirn..nrcs r Ii lll) .16') r)l(\ { il.7()6
I nrurancc xxN \\\

^5rr 
rl Vchiclc

:-r 6i? (t (itncrrl I rlrhrlitr 16: lll I ){ .l (1' ,il I

IriX tr \\,,rlrrrlrrr r ( illtlk'r]\:[tr'il 75t' .\ ii,l
t,i\) tr I ttlt(l

l,,l.tl lil\Irirll(f ill ili7 11 S ri,//ll
I ttill rr ,\,lrrttr.trrl I rq,q11., - I rlll(t ll!rrt (-!rt\ct\:tlr!n r lt 

'
il .\-\..

Itrr\ (l l(a:trl:rt"r\ ('.nr,rIt\.,,,D | \1,..,t.i\-'\rtr.rrl 'rl 
I(;rt( (':t\r' l-\ll(tt\(

lv'7lr littrrl:rt,rrr ( ,,rrrr\\r'rtr l rltnrrr'l)tltrr l,)i.7.\.i I St lirl

il l{'Slr \\:rtil li..r'trr.. l 'rn\fr\irlrrrrt l \lNtt\f
hTll lr llitJ I )cl,t l:\D(rrs( :tf i -1 r' i .ll('

llirccllancour Lrltenstr \\\ \\\ \X-\
l-l 67-( () Nlr\((lliln[ols ( )thdr f rTil,ilt r i7s :l)l ) {r7_i lr5
.ij (.75 | frlcrnbcrrhip l)uc: :.) | ts ti9_t lx

li. rr\lrjrlr,,rt l aC\ lt'r ('r'r1\([lti,rl\ N I1C(llll!: 
',1 

lrrdlr\tl\ I rrl: I

.'i j Lillilt[|rr ittr,r| sLt\ tae] \s | ()S)i

I rl,t,r I rr'..rrrrl ll:rrrl ( lrlrrr'.
7i ' \r'rl hr,l.lers l.r;rrr.cr

ft l'llrri I rlt'trs(r:lrrl I lllllll\'5 i _il lNt' 1

^7i /- l:|rl'rnrl\ i7 it,i
r!7i X l)rrrrlrrr. I rr's.rrttl l:rl.r'rr.er

I r'?i J i\i;rrltrrl 1 l,.i ,/i 
I Nli

0f i lt, \ltl\\(t tlntr'n\ l'/i)
r,lj I | \\ r tf ',lt ,,t .\tiLr\lrrrl(\ li'r |relrrrrrrlttr .rrtruts lrl;ttts

rr\('\lrr':rt,,!r\ \ li rrLllr'li,l r1,\f f{{tttl l l-i (l' l'rlltlrlrilrl
\[r r Lr ;rrr,l ltr\ (\ll!iltr'!t l lrilrtcr ttlllrr e lrr l)trl(elS \\ltlcll

Ititr t lrertt :ll);lllJrrlltd
l-' lr.rrrl I ( li i.'/:

I i l: |,l r\.rtrrtrr

7j I I ('lr:rr t:r,rle (',)rrtill)illr'rt\

| "t:'l \lr.((ll 111.'1,11r | 1;rqltrgr (l-l(,. ll'/ .,S l,r I r:lr l',1
,'litl \\':'r, r "t\\ r: 1 i,il.tJ,,: \ :.il'tl(ll rn( \ L rll'rt*.' :\r t,'trrlt. Ii 7ili--iSX t.. _'t:'17s x lrl
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For tlrc Ycar lindcd l]eeu$er ] | , 20l6
iConyrryNanc)

4O?. WATER OPERATTON AND MAINTINANCE EXPNNSE ACCOUNTS

Anom of (hlrlrinE Eroenscs

|lnl
No

,\rsout Nuntcr urd lith
ar'l

khatul(
No.

rbl
Curtnl Ylar

Jc!

Prctiorrr Ycrr
ad'l

irrc'rvcr (Dccrcsc
a€)

I Sdryblrd lvrfgt )c\:{ xxx xtc1(
601.0 Esrolom 409 4.@8,714 {.686.1 16 fi7.4711

l 601.0 O(Irccrs, Dhsrosrilt MririD StockttoHerr 4{19

fool Sqlaries rnd W|8cs 4.6{18.?14 {,686, I 16 ('r7.4?3

5 60{.0 llrnrbrc lenrioomd BsEfiB 4m- z,r$Jl? 2Jld.:l I rJ !d.9?8
6 610.0 Purcloscd Warct 408 70,90,6 114.2.16 f i 3.14r))

61s.0 hschascdPorycr t..t66981 rJ68. r2 | 98,861

t 616.0 Ftrl fufroucrFrcdutisr 242.275 il&sl,l r2t.7 | |

9 61E,0 Clurnfoel: Jt7,8 l9 609.051 (ll ?-ll
t0 620,0 l,latcrirls rnd Spolics 2J5247 l2{.1 8 1 (lt8,el5

Contnrtud Scwlca XXX TXN ,KXX

t? *31.0 l.ruinccrim t.A
rl 612.0 Acmuilinc {il-A
t{ 6J1.0 |rcrl 4 t-A
r5 311,0 l\tlangecmcnl nees 4 t.B 4.39t.722 1,218. I 0 I . | 55.6t I

t6 015.0 llcrtinr { t-b
t7 616,0 Ohz. Maintsartc 4r t-B I J l?,69e t,6t2.916 470_I?)
t8 Io6l Coil rrctu:l Srwiccr 5.6tt0.11 | {.9t L017 685J84
l9 atr1,0 R:aul of LDtrltdino/Ral ptoNtv
fn 6{2,0 R.r}Bl of F}rilm.ilt n.007 9 Lttlj 5.r?4
JI bj0.al Tnnrmrution lixrrs.t ,t08.5e8 4 r(i.220 (7.6?l
22, |rtr,r$w! xxx xxx XXX
2t f56.0 Vticle
t.{ 65?.0 C,crlcral Uobiliw 5.8e? :i?J8 | {156,184
ts b58,4 Workmen-r Comoansation | 

'6.i64
t08,756 27.808

l6 659.0 Othci
7'l Toul Insunnce l.{1.'r6l ll | .l)-1? (22R.5 76 I

28 660,0 A,drcrtisinc ErDrnr - Ohcl lho Cqscrvatiolr 4l
29 $66.0 Rqdatory Cofifti$idr ErFr$r-Anro|t of Rrle C$€ ExFrls( 2i t,J07 23,!.17 22?.960
Jlt &17-n Ruulatw frnmirsion lkctrs-(}hcr ! 86.86_! 195.783 1.9.921)l

3t 06E.0 WatsRmComtimEms
al 670.0 Bcd Dcb Emnsc I 30,ff8? ?28,050 r97.l6l)
l3 Ml*3llrn fir ErF||r.t xxx xxx xxx
J4 675.0 Misctllanmus 0thcr 4r3 (s l.l,ti29' (75r..1i91 i61.5 r0l
)5 675 | Mcnbcrship [lncs
l6 675.2 Rcci$ration Foes lcr Conrtnrionr &, MoctiDtts df lrdoitrl 4t4

t7 615,3 Com$l'ticalion Scryic6
l8 615.4 'l"rwrc fw:nd Bant Clrarncr

l9 6?5.5 Sb{kholdrYs Exrrt$.!
40 61t.6 Oltrci frpclrtrlur and tjtilitiilB t40Jrq d45.J tl ( 104.927j
{l 6?t.) Unifonns t04.516 57.J05 47.272
41 6?J.S IDrcctoA l-ivs rnd Erxmr
4J 675.9 2.07.1 I t.074 )
;l{ 6?5,1U Sub*'riniom
4J 6?J,11 Writc offof crpcrditrrt: fov prrlinirry runcyt, y'am,

i!!€$rgflionr erc.. iocl]d+rj ia Account 181.0. hclimirury
Survq'snd Inrcstil$iion (lrrrlc{. rclrlir€ lo t}ruject$ r'rbiah

haw bcn abandoncd.

4t 615.12 Tnrcl 't6
tf 67t.lJ Educ$ioh 45
4t 6?J- l.l (:ttariEblc Conuilulioos
{9 Total Mixcllanors Expcnsrs (.ro9.609i tlJh -ll\: t1--1-140

JO Total Warrr ft.rrrion rnd Mcintcmncc Erxnsc Acmunts l5_8()J_99? | 5.70J.1t8
.|59.(109

Pa6,c 42
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407, WATER OPERATION AND MAINTENANCE FXTPENSE ACCOUNTS

Arnunt of (htnim F.u*r

Lie
Nn

AeuntNtgnbaudTilk
(r)

tlo.
rhr

Cuftnl Ycrt
lcl

ftcYios Yclt
/dl

Increasc (Derrcasc
{cl

Srhr{:lrodWrro )oc( xro( )oo(
2 6Dt.O Etrrloyet rl09 4529.6{0 {.549J69 (|9.728

3 {OLO Ofrtcr'!, Di(tclor! rdfrqiodty Stdbldett ro9
I Totd SrlricsrdWr$t aJ29.640 rl,sil9-!59 n9_728

5 60{.0 ffioyrsPsrsionrndBmfiE 10$A ,.t23Jl{ Ltw231 324281
6 6f O.0 Archrcdlfetr {01 61.62 I 70.906 (22E5'

7 61t.0 hftlEsadFourr u4at]6 t.465JEl (224,t45

E {lA0 Fr-l forPon!trPlod6iol lsl,l65 ?{e??5 (s8.060'

I 6f E-0 ChqriEsls 5a0J]2 587.t l9 (46.9t6

t0 62t9 lv{eisidrard Supdi* 255.653 235.21? 20.406
|l Cdr*trdE.Ivloo )m( )ofi )oo(
t2 611.0 Emisiar al .A
l3 612.0 Aocouatnc 4l -A

l.f 631.0 Lcgd {l "A
t5 614.0 |lrmsolol FccJ 4l € 192r,757 4.391.V2 52E-035

t6 63J-0 T.ninr tl a
t? 616.0 Ods - lraiffirnce 4l t-B lJ0r.ttl t1tL699 96.0t1
r8 TotdCorrrnd Scryiccr 6_2tO.J3t 5.ffi.121 624-tt7
l9 fi1.0 Rrnlal ofD{rildiu?mal ftopcrtv
u 6a2.0 Rcddof thuiDmtrlt ilB.toJ 9r.w t2,498
2l 650.0 i TnIadfisrionEtffiG3 at0 lxt 40t,t9t 2J7l
22 l!J{|rcc )oo( no( trx
23 656 0 VdriclE

a {tr7.0 : GtrtcritlhUrfty 4.Ttz J.[07 1.t65
2t 658J Wrybau'rCorpasalion r03.02t l36,56ll (335151

?6 6J9.0 Othct

Toirl lnsuraacc tm-760 l12.46l (34.700

2t 6'60.0 Adrtrisirx Egrsc . Oticr Sren Conraution .fl2

29 655.0 Rcruldory Cornrnisior Ex*nscs-Anot of Rib Cr'c EJ Irl0,0E0 25lJn r 11226
10 ffi7.9 RcnrldorrrCmmirdcn Errra,Gbcr 199.0u It6.16l t2.139
1l 66i.0 , Welrr Re'ourcr Con3cr,r|4tim Erpcrqc
t2 670.0 r Bld Dch Errnsc tt'.uto t30.tt? 24;IS3
33 i}tirt'lrocco Eroce xxx xxx )Qq
34 67t.0 Mirc!llrrEo$ Othat att ( 1.024.783 ([ | {,u?9, Q09.954
3t 6?5,1 i lvlcmbershioDurs
:]6 675.7 Rrsiirslion Frca ftfr Com,rntiom l[. Mecdn$ of lodtsFv {r{
37 673.t Coornnirrim Scrica
_1t 67t-,1 Tn$cc Ficr rl|d Eint Cl|lrEls
t9 5?5.J $athol&r E|FE6
,ti) 6?5.6 Offrcc Expcacca lDd lJtilirica dJ0.l0{ }40.5t4 r 09520
{t 675.7 | Unifornr t0t,t69 lM,576 {.293

{2 6tJ.l ! tDrccro/r Fctr lrd ExFflrEs
di 615.9 I MdliB
rl4 675.f0 | ltubrcrtptio{rl

4t 675.r I l#lia olfsf.r.pdditscs for plrlirnitwy *urvcys, plaos,

inrr*igatixs crc.. includcd in Aocourt ltf.0 - Himinrry
Surof and luvstigrtron Chr4cl ahtive o prcjccfs ttftich

havc ben lbandorrcd

16 675.:2 | Trawl 416

47 67j.13 i Firration 4t5
It 675.11 i Cbaritablc Conuibntion
.19 I Tfil Mirr.dlurcous Exocrrrs (165.3 | 0l (369.6691 t96.l4l
JO : Tonl Watct Opantion rrd Mrinrcnrncc Brn3c Acaot!*l t6232-944 t5-to5-652 427292
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8Ui€RU Of tfSyffiTlGATr0ft & $$30rcgfi,|ff{T DATA RsoUtST$

$UR WATER PII{NSYLVAil{IA, IT{C-

Dock*t No, R-201&30m$4

t&f RE-t

{1{a lker, Heppe nsta ll, Cagle)
June 1t 2018

Provide the followl4g Suez Water Pennsylvanla, Inc (SWPA) schedulps in working Excel

format with allformulas inkch
t&t-Rr-17

Respons*r

E.

F.

G.

lt.

t.

swPA fxhlbit No. c€i-l-l, schedufe-t

SWPA €xhibit No. C€H-l, Schedule-1"1;

swpA Exhibit No. cEll-2, schedtle-l throueh SchedulE-34;

SWPA €xhibit No. Cfll-2, Workpaper CEH-2.1.;

SWPA Exhibit No" CEH-2, lVorkpaper CEHA,2,

SWPA €xbiblt No. HW-1, Schedule-l thrcugh Schedule-?7;

swPA Exhibit No. D lll{6, Attachment A;

SWPA Exhlbit No. D lll-trl, Attachment

ExhibitJCC-1,

A. - g. Please refer to the Compant's response to OCA-|V-Z4

F. Please refer to l&€-Rf-l Attaehment HW

G. Please refer to l&E-nE-l Attachment D-lll-6 which shows the summary of Shared

Services fees from SUEZ Water Management & Senrices {SWM&S) and a more
detailed Shared Servlces fees schedvle by SWfvl&S Dapartrn€nt. Please refer to
|&E-RE-1 Attachment D-lll-6 A for a calculatlon of the depreciation expense and

return component (Common Asset Allocation) charged to SWPA for common
assets booked on the SWM&S Company.

In reviewing l&€-R€-l Attachment D-lll-6 A, the Company discovered that the
original amount of Common Asset Allocation Included in the FTY and FPFTY

l$Agz,S*l and $867,014 respectivelyl was overstated. The correct figures are

shown on l&FRE-I Attachment D-tll-6 A and amount to $795,686 forthe FTY and

S;;727,078 for the FPFfY,
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SUEZ Water Pennsylvania

Docket No. R-2018-3000834
lE-RE-1 Attachment I

FTY FPFTY Shared Ass

Pae

Suez Water Pennsvlvania
M&S Shared Services Allocation
Shared Assets

Line
No. Descriotion

Annualized Amount

12t31t2018 12t31t20't9
(b)(a)

1

2

4

Plant in Service
Accumulted Depreciation
ADIT
Net Rate Base

Pre-Tax ROR (1)

Return, Interest, and Income Taxes

Depreciation Expense

Total Annualized Amount

Allocation Factor

Pro forma total

$42,510,450 $42,510,450
13,339,436 19,356,696
3.534,674 3.334.427

25,636,339 19,819,327

10 320 10.32%

2,645,670 2,045,355

6,127,039 5,970,944

8,772,709 8,016,298

795,685 727,078

(1) Calculation of Proposed Pre-tax Rate of Return:

10

LTD
Equity

Capital
Structure

45.82o/o

54.18o/o

Cost Weighted
Rates Cost Rates

4.650/o 2.13%
10.75o/o 5.82o/o

2.13o/o

8.19o/o

7,950/o 10.32o/o

9.99%
21 .00%
28.89o/o PPF(6 5moPm(rf+

9,6-+
\J='52

9



SU EZ Water Pennsylvania

Docket No. R-2018-3000834

Date

lE-RE-1 Attachment - D-lll-5 A

Pivot

Page 1 of 1

Row Labels

Computer Software - AS

Computer-Hardwa re

Co mputer-Softwa re

Furniture

Leased property, expenditures on

Non-Utility Property

of Current
335,010

2,578,1,90

34,947,289

959,825

3,702,0O2
(11,85s )

1,46,567

1,391,547

663,275
(3ee)

8,305
(98,945)

(69,519)

(332)

ro,721,574 3,687,7O4

416,871 8,052

6,979
55,855

4'J_L,636

ro,724
75,425

(33)

Grand Total 42,sLO,45O

Date 1,2/3I/201.9

Row Labels

Computer Software - AS

Computer-Hardware
Com puter-Softwa re

Fu rniture
Leased property, expenditures on

335,010

2,579,190

34,947,289

959,825

3,702,OO2

230,319

2,O72,O33

15,66r,2O3

545,563

848,375

14,768
(].4!,5571

3,541,239
9,638

(88,456)

6,979
52,848

4'J.7,636

10,724

t5,425
(11,855)

aa7
oOrs3!qo i
5,-;-5;

-



Schedule 15

Page 1 of 2

B U REAT' Of INVISNSAHO$T Af\'O TN FORCEMENT IN]€RROGATOSI f 5

SUEZ WATffi T$NSYLVANIA INC.

Docket No. F:?0X.&300083i1

t&E-RE-58

Rasponsei

t&E,RE-58
(Hrppenstall / Cagle)

&eference $xhibit No. C€H-2, Schedule-34, concerning incorne taxesr

A. lrovide a detailed calculation and supporting documentation for the tax savings

essociated with the reduction of the federal income tax rate fcr the period

January 1, 2018 through the date thtt rates are expected to becorne effective in

this proceeding;

g. State the amount of excess 2018 income tax€r proposed lo be returned to
ratepay€rs and what rnechanism the CornpnnV proposesf and over rrrhat time
period;

C, lf the Company is not proposing to return any amount to ratepayers for excess

collection of 201.8 incorne taxes, explain why in detail,

Please see |&F-RE-58 Attachment for a calculation of the estimated amcunt for the 13

months ended January 3I,7919.

The Company did not make a proposal in its original'filing as it had anticipated further
guidance regarding this in Case M-2018-2641242.The Company has and wili continue to
record as a regulatory liability the effect of the change in fedoral income tax rate from

35% to 2LYoin anticipation of this amouflt being rsturned to ratepay*rs until such time
as the change in rate is reflected in the Companfs base rates. The calculation of this

monthly amount is based upon the actual resultsof SWPA, While there are several ways

to return this amount to customers, the Compeny would propose to amortize the $1.7
M estirnate as shown on |&E-RE-58 Attachment, over a 36 month periad approximating

the period between historic rate ca$€s for SWP,A. The monthly amortization would be

547,805. Additionally, th€ Cornpany would 'propose the amortiration to the regulatory

liability continue until such time as rates go into eff*ct in the next future rete case filing
and the remaining balance, either under or over arnartized, would be addressed in the

Company's next future fate cas€ filing. By this process, the Company proposes to make

sure that the correct amount is r€turned to ratepayers.

c. N/A

A,

B.
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Schedule 16

Page 1 of 1

BUREAU OF INVESTIGATION AND ENFORCEMENT INTERROGATORIES

SU EZ WATER PENNSYLVAN 1A INC.

Docket No. R-2018-3000834

r&E-RE-24

Response:

r&E-RE-24
(casle)

June 22,2018

Reference SWPA Exhibit JCC-1, concerning accumulated deferred income tax and excess

deferred income tax regulatory liability.

Provide similar exhibits for the FTY and the FPFTY in Excel format with formulas
intact;

In reference to Part A clearly specifo a breakdown between ADIT and excess ADIT

by year forthe FW and the FPFTY;

Show how the $265,189 claimed on line 29 is being calculated;

Provide justification with supporting documentation for using a 40-year
amortization period for the excess deferred income tax regulatory liability,

Exhibit JCC-1 is the calculation of the regulatory liability as a result of the
passaBe ofthe TCIA and does not change over time. Exhibits for FTY and FPFTY

would be identical to Exhibit JCC-I. As stated in testimony, currently the

Company is reviewing in detail its income tax records in order to verify the
balance of the regulatory liability subject to continued normalization (protected)

as well as those that are not (unprotected). The review is also determining
amounts subject to ARAM amortization of RSG amortization.

Please see the response to A above.

This amount is the TCJA regulatory liability balance divided by 38.

The calculation for this estimate is simply Net Plant in Service as of I2l3I/2017
divided by 2OL7 Depreciation Expense. 5270,634,313 / 57,36L,991 = 36.76. This

exact amount was not utilized as the requirod amortization amounts by year

have not been determined as yet,

A.

B.

c.

D.

B.

C.

D.



SUIVIMARY OF CASH WORKING CAPITAL REQUIREMENTS

BASED ON LEAD.LAG STUDY FOR THE TWELVE IVONTHS ENDING DECEI\iIBER 31. 2017

Expense Claim 12-Months Expense Claim Future
12-Months Ending Future Test Year

Net (Lead) Ending 1213112017 Test Year 12t3112O18

Lag Days 1213112017

P#)'ffi i&#

Revenue
Utility Operatinq Expenses Days

Expense
Days cwc 12t31t2018

Expense Claim Fully
Fully Projected

Projected Year Under
Year Under Present Rates

Present Rates 1213112019

12t31t2019 cwccwc

Expense Claim
Fully Prcjected

Future Test
Year Under

Proposed Rates

12t31t2019

Fully Projected
Future Test
Year Under

Proposed Rates
12t3112019

CWC

Labor Expense-l&E MODIFIED

Employ€e Group Hsal6 & LilE-BE MODIFI€O

EmploFe Penslon 8enents-l8E MODIFIED

Purchased Waler-l&E MODIFIED

Purchased Power'l&E l\4ODlFlEO

Fuel for Power Production

Chemi€ls
Materials and Supplies

Managemanl snd Servics Fees-lAE MODIFIEt

Lab Tesling Fees

Outside Conlracloer&E Modmed

Outside Professional Services

Rental - Building/Real Property

Rental of Equipment

Transporlation Expense

Prop& Gen Liab Insurance

Work-er oompeirs;tion -- l&E MODIFIEo

Regulatory Commission Expense

Office Expense and Utilities

Postage and Air Freight Expense

Other O&NI

Real Estate Tax-l&E MOOIFIED

Payroll - 18E MoDIFIED

Federal Income Taxes

State lncome Taxes

Total

4,579,937 S 249,701 $
'1,323,689 74,707

1.425,022 (94,091)

68,621 3,365

1,242,836 21,452

184,165 (1,716)

540,682 12,147

254,476 15,896

4,921 ,757 250,807

1 14,698 5,594

748,644 9,435

64,321 (2,E90)

60,330 7,934
49,175 5,173

407,033 2,565

4,732 1,204
102,384 5,498

198,665 60,035

446,337 35,829

354,308 3,106

143,806 7,683

270,553 44,623

560,626 22,579

5,168,780 (52,396)

1,663,801 20,741

5,311,453 $ 289,583 $

1,407,156 79,418
'1,409,589 (93,071)

76,176 3,736

1,535,374 26,501

23,163 (216)

586,048 13,166

277,066 17,307

5,289,281 269,536

81 ,888 3,993

979,755 12,348

66,660 (2,995)

60,476 7,953

50,220 5,283

463,897 2,923
4,832 1,230

108,228 5,812

2 19,880 66,446

419,541 33,678

358,563 3,144

199,353 '10,650

3 fi,025 51 ,298

618,438 24,907

2,420,415 (24,536)

1,096,254 13,666

$ 295,158

54,0't3
(63,%4)

3,658

23,437

(221)

13,469
't7,705

228,932

4,074
11 .621

(3,064)
7 041

5,405

3,531

1,256

3,993

81,615

43,420
J,Zta

'10,895

50,230

17,440

(38,667)

2'l,243

$ 796,364

333

333
333

333
333

333
333
333
333
333
333
333
JJJ

333
333
JJ.J

333

134
127

574
154
270
367
25.1

10 5

147

15 5

287
49.7

(14,7)

(5.1 )

31 0

(5s.6)
1a a

(77.O\

40
30.1

13I
(26.s)

18.6

370
288

1a o q

206
(24 1)

17I
63

(3 4)

82
228
18 6

178
46

(16 4)

480
384

2.3

929
19 6

'1 10 3

32
't9 5

602
147
(3 7)

46

5,458,942

1,439,521

1,442,010
't82,928

1 ,570,688

23,696

599,527

283,439

5,359,497

83,542

1,'t47,1't4

68,1 93

60,476

51 ,375
560,322

4,935

110,717

238,664

540,894

366,358

203,938

318,178

650,213

2,645,730
'I,086,476

$ 708,981 $ 82't,760 $ 858,401

BPe,
OOr
-9irgo 6
:rE-<z



BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

PENNSYLVANIA PUBLIC UTILITY
COMMISSION

v.

suEz WATER PENNSYLVANIA, rNC.

Docket No. R-2018-3000770

WITNESS VERIFICATION
THE BUREAU OF INVESTIGATION AND ENFORCEMENT

I, D. C. Patel, on behalf of the Bureau of Investigation and Enforcement, hereby

veriff that the documents preliminarily identified as:

I&E Statement No. 2, and,I&E Exhibit No. 2

were prepared by me or under my direct supervision and control. Furthermore, the facts

contained therein are true and correct to the best of my knowledge, information and belief

and I expect to be able to prove the same at an Evidentiary Hearing in this maffer. This

Verification is made subject to the penalties of l8 Pa. C.S. $ 4904 relating to unsworn

falsification to authorities.

Bureau of Investigation and Enforcement

Dated: September 7,2018
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I INTRODUCTION OF WITNESS

2 A. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

3 A. My name is D. C. Patel. My business address is Pennsylvania Public Utility

4 Commission,P.O.Box3265,Harrisburg,PA17105-3265.

6 A. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

7 I am employed by the Pennsylvania Public Utility Commission (Commission) in

8 the Bureau of Investigation & Enforcement (I&E) as a Fixed Utility Financial

9 Analyst.

10

r 1 a. WHAT IS YOUR EDUCATIONAL AND EMPLOYMENT

12 BACKGROUND?

13 A. An outline of my education and employment background is set forth in the

14 attached Appendix A.

l5

16 A. PLEASE DESCRIBE THE ROLE OF I&E IN RATE PROCEEDINGS.

17 A. I&E is responsible for representing the public interest in proceedings before the

18 Commission. I&E's analysis in this proceeding is based on its responsibility to

19 represent the public interest. This responsibility requires the balancing of the

20 interests of ratepayers, the regulated utility, and the regulated community as a

21 whole.



1 Q. WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY?

2 A. The purpose of my direct testimony is to address the claimed rate of return,

3 including the cost of common equity, and the overall fair rate of return for Suez

4 Water Pennsylvania, Inc. (Suez or Company).

6 A. DOES YOUR TESTIMONY INCLUDE AN EXHIBIT?

7 A. Yes. I&E Exhibit No. 2 contains schedules that support rny direct testimony.

8

9 BACKGROUND

10 a. WHAT rs THE GENERAL DEFINITION OF RATE OF RETURN (ROR)

11 IN THE CONTBXT OF A RATE CASE?

12 A. Rate of return is the amount of revenue an investment generates in the forrn of net

13 income and is usually expressed as a percentage of the amount of capital invested

14 over a given period of time. Rate of return is one of the components of the

l5 revenue requirernent fonnula.

t6

17 A. WHAT IS THE REVENUE REQUIREMENT FORMULA?

l8 A. The revenue requirement formula used in base rate cases is as follows:

19 RR:E+D+T+(RBxROR)

20 Where:

2l RR : Revenue Requirernent

22 E : OperatingExpenses



I D : DepreciationExpense

2 T : Taxes

3 RB : Rate Base

4 ROR : Overall Rate of Return

5 In the above formula, the rate of return is expressed as a percentage. The

6 calculation of that rate is independent of the determination of the appropriate rate

7 base value for ratemaking purposes. As such, the appropriate total dollar return is

8 dependent upon the proper computation of the rate of return and the proper

9 valuation of a cornpany's rate base.

10

I I A. WHAT CONSTITUTES A FAIR AND REASONABLE OVERALL RATE

12 OF RETURN?

13 A. A fair and reasonable overall rate of return is one that will allow the utilitv an

14 opportunity to recover costs prudently incurred for all classes of capital used to

15 finance the rate base during the prospective period in which its rates will be in

16 effect.

17 The Bluefield Water lMorks & Improvements Co. v. Public Service Comm.

l8 of LTest Virginia,262U.S.619,692-93 (1923), and the FPC v. Hope Natural

l9 Gas Co.,320 U.S. 591,603 (1944) cases set forth the following principles that are

20 generally accepted by regulators throughout the country as the appropriate criteria

2l for measurins a fair rate of return:



I l. A utility is entitled to a return similar to that being earned by other

2 enterprises with corresponding risks and uncertainties, but not as high as

3 those earned by highly profitable or speculative ventures;

4 2. A utility is entitled to a return level reasonably sufficient to assure financial

5 soundness;

6 3. A utility is entitled to a return sufficient to maintain and support its credit and

7 raise necessary capital; and

8 4. A fair return can change (increase or decrease) along with economic

9 conditions and capital markets.

10

1l a. EXPLATN HOW THE OVERALL RATE OF RETURN IS

12 TRADITIONALLY CALCULATED IN BASE RATE PROCEEDINGS.

13 A. In base rate proceedings, the overall rate of return is traditionally calculated using

14 the weighted average cost of capital rnethod. To calculate the weighted average

l5 cost of capital, a company's capital structure must first be determined by

16 cornparing the percentage of each capitalization component to the total capital,

17 which has financed the rate base. In this case, the capital components consist of

I 8 long-terrn debt and corulon equity. Next, the effective rate of cost for each

19 component of capital structure rnust be determined. The historical component of

20 the cost rate of debt can be cornputed accurately and any future debt issuances are

21 based on estimates. The cost rate of common equity is not fixed and is more

22 difficult to measure, necessitating the use of a proxy group as discussed later in



I this testimony. Next, each capital structure component percentage is multiplied by

2 the corresponding effective cost rate to determine the weighted cost rate of each

3 component of the capital structure. The I&E table below demonstrates the

4 interaction of each component of the capital structure and its corresponding

5 effective cost rate. Finally, the sum of the weighted cost rates of capital

6 components produces the overall rate of return. This overall rate of return is

7 multiplied by the rate base to determine the return portion of a company's revenue

8 requirement.

9

IO I&E POSITION

I1 A. SUMMARIZEYOUR RATE OF RETURN RECOMMENDATION IN THIS

12 PROCBEDING.

l3 A. I recommend the followine overall rate of return for Suez:

t4

Tvne of Canital Ratio Cost Rate Weiehted Cost
Lone-Tenn Debt 45.82% 4.65% 2.r3%

Cornmon Equitv 54.18% 9.r3% 4.95%
Total 100.00% 7.08%

l5



1 COMPANY POSITION

2 A. SUMMARIZETIJE COMPANY'S RATE OF RETURN CLAIM IN THIS

3 CASE.

4 A. The Company's witness, Dylan W. D'Ascendis, has recommended the following

5 overall rate of return range (Suez Statement No. 5, p. 3):

6

Tvne of Canital Ratio Cost Rate Weishted Cost Rate
Lone-Term Debt 45.82% 4.6s% 2.13%
Common Equitv s4.t8% r0.40% - rt50% s.63% - 6.23%
Total 100.00% 7.76% - 8.36%

7 In the filing, the Company clairned an overall rate of return of 7 .95o/o in its

8 revenue requirement calculation for the fully projected future test year (FPFTY)

9 ending December 31,2019 as shown in the table below (Suez Exhibit CEH-1,

l0 Schedule I .2):

1l

Tvpe of Canital Ratio Cost Rate Weiehted Cost Rate
Lons-Term Debt 4s.82% 4.65% 2.t3%
Common Equity 54.18% t0.15% 5.82%
Total 100.00% 1.95%

l2

13 PROXY GROUP

14 A. WHAT IS A PROXY GROUP AS USED IN BASE RATE CASES?

15 A. A proxy group is a group of companies that acts as a benchmark for detennining

16 the subject utility's rate of return in a base rate case.



I Q. WHAT ARE THE REASONS FOR USING A PROXY GROUP?

2 A. A proxy group is used as a benchmark to satisff the long-established guideline of

3 utility regulation that seeks to provide the subject utility with an opportunity to

4 eam a return equal to that of similar risk enterprises.

5 A proxy group is typically utilized since the use of data exclusively from

6 one company may be less reliable than using data frorn a group of companies. The

7 lower reliability occurs because the data for one company may be subject to events

8 that can cause short-term anomalies in the marketplace. The rate of return on

9 common equity for a single colnpany could become distorted and would therefore

10 not be representative of similarly situated companies. The use of a proxy group

I I has the effect of smoothing out potential anomalies associated with a single

12 company.

t3

14 A. WHAT CRITERIA DID YOU USE IN SELECTING YOUR PROXY

15 GROUP COMPANIES?

16 A. To select a proxy group that resembles the water utility industry, I used the

17 followine criteria:

l8 l. 50o/o or filore of the company's revenues must be generated frorn the water

19 utilitv industrv:

20 2. fn. 
"o,r.punr:, 

stock must be publicly traded;

21 3. Investment infonnation for the cornpany must be available frorn more than

22 one source; and



1

2

a
J

4. The company must not be currently involved in an announced merger or

targeted in an acquisition.

4 A. WHAT PROXY GROUP DID YOU USE IN YOUR ANALYSIS?

5 A. I have selected six regulated water companies in my proxy group: American Water

6 Works Company, Inc., American States Water Co., California Water Service

7 Group, Middlesex Water Co., Aqua America, Inc., and York Water Company

8 (I&E Exhibit No. 2, Schedule l).

9

IO A. WHAT PROXY GROUP DID MR. D'ASCBNDIS USE IN HIS ANALYSIS?

I I A. Mr. D'Ascendis created two proxy groups: regulated and unregulated. His

12 regulated proxy group contains cornpanies in the Water Utility Industry.

13 Mr. D'Ascendis selected the second group containing non-price regulated

14 companies engaged in various industries.

l5

16 A. WHAT COMPANIES DID MR. D'ASCENDIS USE IN HIS REGULATBD

I7 PROXY GROUP ANALYSIS?

l8 A. Mr. D'Acendis' regulated proxy group consists of the same cornpanies as my

19 utility proxy -qroup 
(Suez Statement No. 5, p. l l).

20

2t a. WHAT IS MR. D'ASCENDIS', BASIS FOR ALSO USING AN

22 UNREGULATED PROXY GROUP?



1 A. Mr. D'Ascendis states that the U.S. Supreme Court in the Hope and Bluefield

2 cases did not specifu that comparable risk companies had to be utilities. He claims

3 that as rate regulation is a substitute for competition in the marketplace, non-price

4 regulated firms operating in the competitive marketplace make an excellent proxy

5 if they are comparable in total risk to the utility proxy group being used to

6 estimate the cost of common equity (Suez Statement No. 5, p. 31, ln. 5-10).

7

8 Q. WHAT CRITERIA DID MR. D'ASCENDIS USE IN SELBCTING HIS

9 UNREGULATED PROXY GROUP COMPANIES?

l0 A. Mr. D'Ascendis used the following criteria when selecting his unregulated proxy

1 I group:

12 1. The company must be covered by the Value Line Investment Survey

13 (Standard Edition):

14 2. The cornpany must be a domestic, non-price regulated company, i.e., non-

15 utilitv:

16 3. The company's beta must lie within plus or minus two standard deviations

17 of the average unadjusted beta of the utility proxy group; and

18 4. The residual standard errors of the Value Line regressions which gave rise

19 to the unadjusted beta coefficients rnust lie within plus or minus two

20 standard deviations of the average residual standard error of the regulated

2l utility proxy group (Suez Staternent No. 5, p. 31, lines 23-24 and p.32,

22 lines l-6).



1 Q. WHAT COMPANIES DID MR. D'ASCENDIS USE IN HIS

2 UNREGULATED PROXY GROUP ANALYSIS?

3 A. Mr. D'Ascendis selected l7 companies in his unregulated proxy group (Suez

4 Statement No. 5, Exhibit 5, Schedule DWD 6, p. 3) engaged in various industries,

5 such as restaurants (Cheesecake Factory), medical services (DaVita), industrial

6 services (ABM Ind.), brokerage (CBOE), and retail automotive (AutoZone) (I&E

7 Exhibit No. 2, Schedule 2).

8

9 a. DO YOU AGREE WITH MR. D'ASCENDIS' USE OF AN

10 UNREGULATED PROXY GROUP?

l1 A. No. Although Mr. D'Ascendis' unregulated proxy group rnay have betas that are

12 similar to his water group, it is not an acceptable proxy group for Suez.

13 Mr. D'Ascendis' unregulated group defies the principles of the Hope and Bluefield

14 cases because the selected companies are not from the water utility industry and

l5 therefore face different risks, they are not natural monopolies and can be

16 significantly rnore profitable.

l7

l8 a. wHY sHouLD THE COMPANTES OF A PROXY GROUP OPERATE IN

19 THE SAME INDUSTRY AS SUEZ?

20 A. Proxy groups are used to provide market data for companies that are not publicly

2l traded. Since each industry faces different types of industry-specific risk, a proxy

22 group must contain companies in the same industry as the Company for the

l0



I

2

3

4

5

6

-

8

9

l0

1l

t2

t3

t4

15

l6

t7

18

l9

20

21

22

a.

estimated return to be accurate. Mr. D'Ascendis has chosen companies for his

unregulated proxy group from different industries such as retail automotive,

broker/exchange, restaurant, food processing, hotel, medical services, insurance,

industrial services, information services, medical supplies, and the household

products industry. All these industries deal in different products or services and,

therefore, face different challenges. Further, the selected company from each of

the industry groups is not necessarily representative of its specific industry group.

Each industry has its own industry-specific risk profile, so comparing the results

of a diversified industry proxy group with the water utility proxy group is not fair

and reasonable.

DOES MR. D'ASCENDIS' INCLUSION OF A CRITERION THAT THE

BETA COEEFICIENTS BE WITHIN TWO STANDARD DEVIATIONS OF

THE AVERAGE UNADJUSTED BETA OF A REGULATED UTILITY

PROXY GROUP ALLEVIATE YOUR CONCERN?

No. Each industry faces different risks, which dramatically affect the future

growth or decline of the companies within that industry. Although, the beta can

indicate market risk, two companies with sirnilar betas do not always face the

safire type or level of risk in the future. Beta is an indicator of volatility or how

each cornpany responds when compared with the market as a whole. A beta of

less than one indicates that the price ffloverlent of the stock is less than that of the

market as a whole. The fact that Mr. D'Ascendis' unregulated proxy group has a

A.

ll



1 beta close to that of his water group (Suez Exhibit No. 5, Schedule DWD-6, p. 3)

2 does not mean that the companies face the same risks or will perform the same in

3 the future.

4

5 CAPITAL STRUCTURE

6 A. WHAT IS THE COMPANY'S CLAIMED CAPITAL STRUCTURE?

7 A. The Company has claimed a capital structure of 45.82% long-term debt and

8 54.18% comrlon equity for the FPFTY ending December 31,2019 (Suez

9 Statement No. 5, p. 9 and Suez Exhibit No. 5, Schedule DWD-1, p. 1).

10

I I A. WHAT IS THE BASIS FOR THE COMPANY'S CLAIMED CAPITAL

12 STRUCTURE?

13 A. Mr. D'Ascendis states that his recorlmended capital structure is based on the

14 January 3I,2018 actual capital structure of Suez Water Resources, the parent

15 company of Suez (Suez Statement No. 5, p 9).

t6

t7 a. Do You AGREB WITH THE COMPANY'S CLAIMED CAPITAL

18 STRUCTURE?

19 A. Yes.

20

21 a. WHAT IS THE BASIS FOR YOUR RECOMMENDATION TO USE THE

22 COMPANY'S CLAIMED CAPITAL STRUCTURE?

t2



I A. The Company's capital structure is appropriate for this proceeding as it is similar

2 to the range of capital structures of my proxy group. For the past five years, the

3 average capital structure of my proxy group ranged from 39.l4%o to 53.20Yo for

4 long-term debt and 46.80% to 60.l2oh for common equity. The average capital

5 structure of my proxy group companies for the past five years was 44.63Yolong-

6 term debt and 55.25Yo common equity (l&E Exhibit No. 2, Schedule 1).

7

8 COST RATE OF LONG-TERM DEBT

9 a. WHAT IS THE COMPANY'S CLAIMED COST RATE OF LONG-TERM

10 DEBT?

11 A. Mr. D'Ascendis uses a debt cost rate of 4.65% based on the actual long-term debt

12 cost rate of Suez Water Resources as of Janu ary 31, 2018 (Suez Statement No. 5,

13 p. l0 and Suez Exhibit No. 5, Schedule DWD-I, p. 1).

I4

rs a. Do You AGREE WrrH THE CLATMED COST RATE OF LONG-TERM

16 DEBT?

17 A. Yes. I agree with the Company's long-terrn debt cost rate of 4.650% because it is

l8 reasonable as it lies within the range of irnplied cost rates of my proxy group of

19 3.96%to7.04oh(l&EExhibitNo. 2. Schedule3).

l3



I COST OF COMMON EOUITY

2 COMMON METHODS

3 Q. WHAT METHODS ARE COMMONLY PROPOSED TO DETERMINE

4 THE COST OF COMMON EQUITY?

5 A. There are four methods commonly proposed to estimate the cost of common

6 equity: the Discounted Cash Flow (DCF), the Capital Asset Pricing Model

7 (CAPM), the Risk Premium (RP), and the Comparable Earnings (CE) method.

8

9 A. WHAT IS THE THEORETICAL BASIS FOR THE DCF METHOD?

10 A. The theoretical basis for the DCF rnethod is the "dividend discount model" of

I 1 financial theory, which maintains that the value (price) of any security or

12 commodity is discounted to the present value of all future cash flows. The DCF

l3 method assumes that investors evaluate stocks in the classical economic

14 framework, which rnaintains that the value of a financial asset is determined by its

15 earning power, or its ability to generate future cash flows.

t6

17 A. WHAT IS THE THEORETICAL BASIS FOR THB CAPM?

l8 A. The CAPM describes the relationship of a stock's investment risk and its market

19 rate of return. The CAPM identifies the rate of return investors expect so that the

20 return is comparable with returns of other stocks of sirnilar risk. The method

21 hypothesizes that the investor-required return on a company's stock is equal to the

22 return on a "risk free" asset plus an equity premium reflecting the company's

l4
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a.

A.

investment risk. In the CAPM, two types of risk are associated with a stock: firm-

specific risk (unsystematic risk) and market risk (systematic risk) which is

measured by a firm's beta. The CAPM only allows for investors to receive a

return for bearing systematic risk. Unsystematic risk is assumed to be diversified

away and does not earn a retum.

WHAT IS THE THEORETICAL BASIS FOR THE RP METHOD?

The theoretical basis for the RP rrethod attempts to measure the relative risk

between stocks and bonds and is a simplified version of the CAPM. The RP

method's theory is that common stock is riskier than debt and as a result, investors

require a higher expected return on stocks than bonds. In the risk premium

approach, the cost of equity is made up of the cost of debt and a risk premium.

While the CAPM uses the market risk prernium, it also directly rneasures the

systematic risk of the company through the use of beta. The RP method does not

measure the specific risk of the company.

WHAT IS THE THEORETICAL BASIS FOR THE CE METHOD?

The CE rnethod utilizes the concept of opportunity cost. This means that investors

will likely dedicate their capital to the investment offering the highest return with

sirnilar risk to alternative investments. Unlike the DCF. CAPM. and the RP

methods, the CE rnethod is not rnarket-based and relies upon historic financial

a.

A.

l5
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A.
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A.

perfonnance data. The most problematic issue with the CE method is determining

what constitutes comparable companies.

IN THIS PROCEEDING. WHAT METHODS DO YOU RECOMMEND TO

DETERMINE THE COST OF COMMON EQUITY?

I recommend using the DCF method as the primary method to determine the cost

of common equity and using the results of the CAPM as a comparison to the DCF

results.

PLEASE EXPLAIN WHY YOU CHOSE TO USE THB DCF AS THE

PRIMARY METHOD IN YOUR ANALYSIS.

I have used the DCF as the primary rnethod for a variety of reasons. The DCF is

intuitively appealing to investors since it is based upon the coneept that the receipt

of dividends in addition to expected appreciation is the total return requirement

determined by the market. The use of a growth rate and expected dividend yield

are also strengths of the DCF as they allow it to recognizethe time value of money

and enable the DCF to be forward-lookins. The use of the utilities' own stock

prices and growth rates in the calculation causes the DCF to be company-specific.

The DCF rnethod is the superior rnethod for determining the rate of return for the

current economic market because it measures the cost of equity directly. The

CAPM and RP do not measure the cost of equity directly but instead measure the

relationship between a security's investment risk and its market rate of return.
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WHY HAVE YOU INCLUDED A CAPM ANALYSIS?

I have included the CAPM analysis as a comparison to the results of the DCF to

confirm the reasonableness of the DCF results. I have chosen both the CAPM and

the DCF because they include inputs that allow the results to be specific to the

utility industry. However, the CAPM is far less responsive to changes in the

industry than the DCF. The CAPM is based on the performance of U.S. Treasury

bonds and the performance of the market as measured through the S&P 500 and is

company-specific only through the use of beta. Beta reflects a stock's volatility

relative to the overall market thereby incorporating an industry-specific aspect to

the CAPM but only as a measure of how reactive an industry is compared to the

market. Although, changes in the utility industry are more likely to be accurately

reflected in the DCF as it uses the companies' actual prices, dividends, and growth

rates, I have included the results of my CAPM analysis because changes in the

market, whether as a whole or specific to the utility industry, affect the outcome of

each method in diff-erent ways.

Out of the four commonly proposed rnethods identified above, other than

the DCF, the CAPM should be used as the second rnethod. Like the DCF, the

CAPM is based on the concept of risk and return, is company-specific through the

use of beta, which has widespread use in the financial investrnent community, and

it is forward-looking. Although the CAPM is more company-specific than the RP

method, there are several disadvantages to using the CAPM, which is why it

should not be used as a prirnary rnethod.

17
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EXPLAIN THE CAPM'S DISADVANTAGES.

The relevancy of the CAPM (and therefore, the RP method) does not carry over

from the investment decision-rnaking process into the regulatory process. The

CAPM and RP method give results that indicate to an investor what the equity cost

rate should be if current economic and regulatory conditions are the same as those

present during the historical period in which the risk premiums were deterrnined.

Although, the CAPM and RP results can be useful to investors in rnaking rational

buy and sell decisions within their portfolios, the DCF method is the superior

method for determining the rate of return for the current economic market and

measuring the cost of equity directly. The CAPM and the RP method are less

reliable indicators because they measure the cost of equity indirectly and risk

premiums vary depending on the debt and equity being compared. Also,

regulators can never be certain that econornic and regulatory conditions underlying

the historical period during which the risk premiums were calculated are the same

today or will be the same in the future.

CAN THE RESULTS OF THE CAPM AND RP METHOD BE AFFECTED

BY THE FACT THAT ECONOMIC AND REGULATORY CONDITIONS

TODAY CAN BE AND ARE OFTEN DIFFERENT FROM THE

HISTORICAL PERIOD?

a.

18



I A. Yes. The CAPM and the RP methods do not measure the current rate of return on

2 common equity directly. Instead, the CAPM and the RP method determine the

3 rate of return on common equity indirectly by observing the cost of debt.

4 An implicit assumption when using the CAPM and the RP method is that

5 the variables determining the equity cost rate and debt cost rate are the same,

6 which allows the analyst to apply a constant risk premium (the difference between

7 the risk-free rate and the return on the market). However. the variables

8 determinins the cost rates in the two markets affect the cost rates differentlv.

g leading,o J.nun*ing risk premium over time. The use of a constant risk premium

l0 fails to capture the effect of changing economic conditions on risk premiums over

11 time.

12 While a historical risk premium is the result of the comparison of two cost

13 rates over time, the DCF's constant growth rate is derived directly from the stock

14 and is not a comparative factor.

15

16 A. IS THERE ANY ACADEMIC EVIDENCE THAT QUESTIONS THE

17 CREDIBILITY OF THE CAPM MODEL?

18 A. Yes. The article, "Market Place; A Study Shakes Confidence In the Volatile-

19 Stock Theory," which appeared in the New York Times on February 18, 1992,

20 summarized a CAPM study conducted by professors Eugene F. Fama and

2l Kenneth R. French (Berg, Eric N. "Market Place; A Study Shakes Confidence In

22 the Volatile-Stock Theory" The New York Tirnes. Feb 1992: nytimes.corn

t9
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Web. 23 Mar 2016). Their study examined the importance of beta, CAPM's risk

factor, in explaining returns on common stock. In CAPM theory, a stock with a

higher beta should have a higher expected return. They found that the model did

not do well in predicting actual returns and suggested the use of more elaborate

multi-factor models.

A more recent article, "The Capital Asset Pricing Model: Theory and

Evidence," which appeared in the Journal of Economic Perspeclzves states that:

"The attraction of the CAPM is that it offers powerful and
intuitively pleasing predictions about how to measure risk and
the relation between expected return and risk. Unfortunately,
the ernpirical record of the rnodel is poor, poor enough to
invalidate the way it is used in applications,"

(Fama, Eugene F. and French, Kenneth R., "The Capital Asset Pricing Model:

Theory and Evidence." Journal of Economic Perspectives (2004): Volume 18,

Nurnber 3, pp. 25-46).

As a result, I conclude that the CAPM's relevance to the investment decision

rnaking process does not caffy over into the regulatory rate setting process.

EXPLAIN WHY YOU HAVE CHOSEN TO EXCLUDE THE RP METHOD

IN YOUR ANALYSIS.

The RP method is excluded because it is a sirnplified version of the CAPM and, in

addition to being subject to the salne faults listed above, the RP method does not

recognize company-specific risk through beta.

t7
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20
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A.
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EXPLAIN WHY YOU HAVE CHOSEN TO EXCLUDE THE CE METHOD

IN YOUR ANALYSIS.

The CE method is excluded because choosing the companies that are comparable

is subjective, and it is debatable whether historic financial performance or

accounting values are representative of the future. Moreover, the usage of only

historic data in this regulatory forum has been minimal.

SUMMARY OF COMPANY'S RESULTS

WHAT ARB THE RESULTS OF THE COMPANY'S COST OF EQUITY

ANALYSES?

Mr. D'Ascendis testifies that in analyzingthe Company's cost of equity, he

applied three cost of common equity models, specifically, the DCF, the RP, and

the CAPM to the market data of his proxy group of six water companies and his

non-price regulated proxy group. In addition to the non-traditional versions of the

RP and CAPM, Mr. D'Ascendis also employs the Predictive Risk Prernium

Method (PRPM) (which is included under the title of the RP Method) and the

Empirical Capital Asset Pricing Model (ECAPM) (which is included under the

title of the CAPM). Mr. D'Ascendis applies these models using his proxy group

of regulated water utilities. Sirnilarly, he applies these rnodels to his non-price

regulated proxy group and averages the mean and rnedian results of these rnodels.

He then lists the results for each rnethod for the re-eulated utility group and the

21



I average of the median and mean of the results of the three methods for the non-

2 price regulated group as shown in table below:

a

Method Cost of
Common Equity

Utility Proxy Group:
DCF 9.t0%
Risk Premium 12.r2%

CAPM tt3r%
Non-Price Regulated Companies
(Averase of mean and rnedian of three rnethods)

t2.63%

4 Next, Mr. D'Ascendis chooses an indicated range for the common equity

5 cost rate frorn 10.20o/o to I1.30% for the Company. Finally, he recommends that

6 his cost of common equity be increased by 20 basis points (0.20%) to reflect

7 Suez's greater business risk based on its smaller size as compared with mernbers

8 of the utility proxy group, which results in a final recommended adjusted cost of

9 common equity range from 10.40o/oto 11.50% (Suez Statement No. 5, p. 4 and

l0 Suez Exhibit No. 5, Schedule DWD-1, p. 3).

ll

12 I&E RECOMMENDATION

13 a. WHAT IS YOUR RECOMMENDATION FOR THE APPROPRIATE COST

14 OF COMMON EQUITY IN THIS PROCEEDING?

l5 A. Based upon rny analysis, I recommend a cost of common equity of 9.1 3o/o as

16 shown in the table below:

22



Tvoe of Canital Ratio Cost Rate Weishted Cost
Lone-Terrn Debt 4s.82% 4.65% 2.t3%

Common Equitv s4.r8% 9.r3% 4.9s%
Total 100.00% 7.08%

2

3 Q. WHAT IS THE BASIS FOR YOUR RECOMMENDATION?

4 A. I arrived at common equity return of 9.13% using the DCF method. As explained

5 below, I used my CAPM results of 10.48% (forecasted) and 9.36% (historical)

6 only to present to the Commission a comparison to my DCF results. My DCF

7 analysis employed a spot dividend yield, a 52-week dividend yield, and earnings

8 growth forecasts.

9

IO DISCOUNTED CASH FLOW

I I A. PLEASE EXPLAIN YOUR DCF ANALYSIS.

12 A. My analysis employs the standard discrete DCF rnodel as portrayed in the

13 followine formula:

14 K: DrlPo + g

15 Where:

16 K : Cost of equity

17 Dr : Dividend expected during the year

l8 Po : Current price of the stock

19 g : Expected growth rate of dividends

^1L)
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When a forecast of Dr is not available, Do (the current dividend) must be adjusted

by one-half of the expected growth rate to account for changes in the dividend

paid in period one. As forecasts for each company in my proxy group were

available from Value Line, no dividends were adjusted in my analysis.

PLEASE EXPLAIN HOW YOU DEVELOPED THE DIVIDEND YIELDS

USED IN YOUR DCF ANALYSIS.

A representative dividend yield must be calculated over a time frame that avoids

the problems of both short-term anomalies and stale data series. For the purpose

of my DCF analysis, the dividend yield calculation places equal emphasis on the

most recent spot and the 52-week average dividend yields. The following table

summarizes my dividend yield computations for the proxy group (I&E Exhibit

No.2, Schedule 4,p.l):

Six Water Companv Proxv Group Dividend Yield
Spot Dividend Yield 2.26%
52-week Averase Dividend Yield 2.29%
Average 2.28%

WHAT INFORMATION DID YOU RELY UPON TO DETERMINE YOUR

EXPECTED GROWTH RATE?

I exarnined the earnings growth forecasts and used five-year projected growth rate

estimates from Value Line. Yahoo! Finance. Zacks. and Morninsstar.

15

l6

t7

l8

t9

A.
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1 Q. WHAT WERE THE RESULTS OF YOUR FORECASTED EARNINGS

2 GROWTH RATES?

3 A. The following table presents the expected growth rates for the six water companies

4 proxy group (I&E Exhibit No. 2, Schedule 4, p.2):

Utility Company
Average

Growth Rate

American Water Works 8.00%

American States Water Co. 5.17%

California Water Service Group 9.65%

Middlesex Water Co. 5.35%

Aqua America Inc. 6.00%

York Water Company 695%
Average 6.850h

6

] A. DO YOU HAVE ANY ADDITIONAL COMMENTS ON THE RESULTS OF

8 THE FIVE-YEAR PROJECTED GROWTH RATES?

9 A. Yes. While these five-year projected growth rates can be used in analyses, one

l0 must be aware that analysts' estimates may be biased. This bias has been

l1 observed in literature.

25



r Q. PLEASE EXPLAIN.

2 A. An article authored by Professors Ciciretti, Dwyer, and Hasan in 2009 observed

3 strong evidence of earnings forecasts being higher than actual earnings.l In the

4 spring of 2010, McKinsey on Finance presented an article reporting that after a

5 decade of stricterregulation, analysts' forecasts are still overly optimistic. The

6 article demonstrates that at twelve months out, earnings estimates exceed actual

7 eamings while a one-month forecast is closer to the actual result.2 Thus, my return

8 on equity recommendation is more than adequate as it is based upon growth rates

9 that arc already upwardly biased.

l0

11 a. WHAT IS THE RESULT OF YOUR DISCOUNTED CASH FLOW

12 ANALYSIS BASED ON YOUR RECOMMENDED DIVIDEND YIELDS

13 AND GROWTH RATES?

14 A. The result of rny DCF analysis is 9.I3oh and is calculated as follows (I&E Exhibit

15 No.2, Schedule 4,p.3):

K:Dr/Po+g
9.13%: 2.28% + 6.85%

I Ciciretti, Rocco; Dwyer, Gerald R; and lftekhan Hasan. "lnvestment Analysts'Forecasts of Earnings" Federal
Reserve Bank of St. Louis Review, September/October 2009, 9l (5. pan 2) pp. 545-67.

2 Goedhart, Marc J; Raj, Rishi; and Abhishek Saxena. "Equity analyst: Still too bullish" McKinsey On Finance

Number 35 Spring 2010, pp. 14-17 .

26
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CAPITAL ASSET PRICING MODEL

PLEASE EXPLAIN YOUR CAPM ANALYSIS.

My analysis employs the standard CAPM as portrayed in the following formula:

K:Rr+B(R.-Rf)

Where:

K:

Rr:

R.:
o-
P

Cost of equity

Risk-free rate of return

Expected rate of return on the overall stock

Beta measures the systernatic risk of an asset

a.

A.

WHAT IS BETA AS EMPLOYED IN YOUR CAPM ANALYSIS?

Beta is a measure of volatility or the systematic risk of a stock in relation to the

rest of the stock market. A stock's beta is estimated bv calculatine the linear

regression of a stock's return against the return on the overall stock market. The

beta of a stock with a price pattern identical to that of the overall stock market will

have a beta of one. A stock with a price filoverlent that is greater than the overall

stock market will have a beta that is sreater than one and would be described as

having more investment risk than the market. Conversely, a stock with a price

movement that is less than the overall stock market will have a beta of less than

one and would be described as having less investment risk than the market.

27



1 Q. WHAT BETA DID YOU CHOOSE FOR YOUR CAPM ANALYSIS?

2 A. In estimating an equity cost rate for my proxy group of six water utilities, I used

3 the average of the betas for the companies as provided in the Value Line

4 Investment Survey. The average beta for the proxy group is 0.74, which indicates

5 that water utilities are less volatile than the overall stock market I&E Exhibit

6 No. 2. Schedule 5).

7

8 Q. WHAT TIME PERIOD HAVE YOU CHOSEN FOR YOUR CAPM

9 ANALYSIS?

10 A. I calculated both a historical and a forecasted CAPM. My historical CAPM uses a

11 risk-free rate and a market risk prernium calculated over the 65 years that

12 information on the l0-year Treasury Note is available.

13

14 a. WHAT RISK-FREE RATE OF RETURN HAVE YOU CHOSEN FOR

15 YOUR HISTORICAL CAPM ANALYSIS?

16 A. For my historical CAPM analysis, I have chosen to use the risk-free rate of return

17 (R) from the projected yield on l0-year Treasury Notes. While the yield on the

l8 short-term T-Bill is a more theoretically correct parameter to represent a risk-free

19 yield, this yield can be extremely volatile. The volatility of short-term T-Bills is

20 directly influenced by Federal Reserve policy. At the other extreme, the 3O-year

2l Treasury Bond yield exhibits more stability but is not risk-free. Long-term

22 Treasury Bonds have substantial maturity risk associated with market risk and the

28



I risk of unexpected inflation. Long-term treasuries normally offer higher yields to

2 compensate investors for these risks. For these reasons, I chose to use the yield on

3 the lO-year Treasury Note because it balances the shortcomings of the other

4 alternative. The historical geometric average for the yield on the l0-year Treasury

5 Note is 5.21% (I&E Exhibit No. 2, Schedule 6).

6

7 a. HOW DrD YOU DETERTVTTNE THE HISTORTCAL RETURN ON THE

8 OVERALL STOCK MARKET EMPLOYED IN YOUR HISTORIC CAPM

9 ANALYSIS?

10 A. I used a historical return for the S&P Composite Index as a benchmark for the

11 expected return on the overall stock market. The geometric average for the

12 historical return of the S&P Composite index is 10.80% (I&E Exhibit No. 2,

13 Schedule 6).

t4

15 A. WHY HAVE YOU USED THE GEOMETRIC MEAN TO CALCULATE

16 THE HISTORICAL RETURN ON THE MARKET AND THE

17 HISTORICAL RISK.FREE RATE?

18 A. The geometric mean is appropriate in the calculation of the historical CAPM as it

19 normalizes the returns or yields, and thus measures the change over of more than

20 one period. The arithmetic average is more susceptible to being influenced by

2l outliers and, therefore. is not as good of a representation of the central tendency of

22 a set of numbers. I have chosen to use the seornetric mean to calculate a historical



I return and risk-free rate because I am calculating a historical CAPM. For the

2 historical performance of the market to be a valid representation of the future, a

3 geometric mean should be calculated to minimize the effect of any years that

4 deviated from normal years. The arithmetic mean is influenced by any outliers in

5 the data set and, therefore, would not be a better representation of the volatility of

6 returns than it is of historical performance.

7 One of the difficulties of calculating the CAPM is that the risk premium is

8 measured by the difference between the return on the market and the risk-free rate.

9 and since the retum on the market and the risk-free rate do not always change in

10 the same direction or by the same percent, the risk premium itself is not constant

1l over time. When measuring a historical risk premium, these volatilities and,

12 therefore, the potential inaccuracies of the CAPM are accentuated by the use of the

l3 arithmetic mean. The geornetric mean firore accurately represents the typical

14 value and, therefore, is a better representation of the historical rnarket risk

l5 premium, because it is not as influenced by fluctuation in the market as the

16 arithrnetic averase.

17

l8 a. WHAT RISK-FREE RATE OF RETUR|I HAVE YOU CHOSEN FOR

19 YOUR FORECASTED CAPM ANALYSIS?

20 A. The yield on the 10-year Treasury Note is expected to range between 3.10%o and

21 3.50% frorn the third quarter of 2018 through the third quarter of 2019 and is

22 forecasted to be 3.60%o fron 2019 to 2023. For rny forecasted CAPM analysis, I
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I chose 3.35%, which is the average of all the yields I observed (I&E Exhibit No. 2,

2 Schedule 7,p.2).

a

4 a. HOW DID yOU DETERMTNE THE RETURN ON THE OVERALL

5 STOCK MARKET EMPLOYED IN YOUR FORECASTED CAPM

6 ANALYSIS?

7 A. To arrive at a representative expected return on the overall stock market, I

8 observed Value Line's 1700 stocks and the S&P 500. As shown on I&E Exhibit

9 No. 2, Schedule 7 , p.3, Value Line expects its universe of 1700 stocks to have an

10 average yearly return of 1 1.83% over the next three to five years, based on a

l1 forecasted dividend yield of 2.10o/o and three to five years' index appreciation of

12 45%. The S&P 500 index is expected to have an average yearly return of 14.10o/o

13 over the next five years, based upon Barron's forecasted dividend yield of 1.98%o

14 and Yahoo's expected increase in the S&P 500 index of l2.00Yo (l&E Exhibit

l5 No.2, Schedule 7,p.3).

t6

17 A. WHAT ARE THE EXPECTED RETURNS ON THB OVERALL STOCK

18 MARKET BASED ON YOUR FORECASTED AND HISTORICAL

19 ANALYSES?

20 A. The expected returns on the overall market are 10.80% (I&E Exhibit No. 2,

2l Schedule 6) for rny historical analysis and 12.97% (l&E Exhibit No. 2,

22 Schedule 7 , p. 3) for my forecasted analysis.
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I Q. WHAT ARE THE COST OF EQUITY RESULTS FROM YOUR

2 FORECASTED AND HISTORICAL CAPM ANALYSES?

3 A. The results of these two analyses are as follows (I&E Exhibit No. 2, Schedule 6

4 and Schedule 7, p. 1):

CAPM Cost of Equity

Historical 9.36%

Forecasted 10.48%

6

1

8 CRITIQUE OF THE COMPANY'S COST OF EQUITY CLAIM

9 a. DO YOU AGREE WITH MR. D',ASCENDIS' PROPOSED COST OF

l0 EQUITY?

I I A. No. Mr. D'Ascendis' claimed cost of equity is overstated for several reasons.

12 First, by using the results of his DCF, CAPM, RP, PRPM, and ECAPM rnethods

l3 in presenting his final recommendation, Mr. D'Ascendis gives undue weight to his

14 CAPM, RP, PRPM, and ECAPM, which is neither valid nor representative of

15 previous Commission methodology. As previously discussed, Mr. D'Ascendis'

16 use of an unregulated proxy group compounds this issue.

17 In addition, Mr. D'Ascendis uses an improper risk-free rate and incorrectly

18 adds 20 basis points (0.20%) to his recommended cost of equity range to account

)z



I for the difference between the size of Suez and that of the companies in his proxy

2 group.

a1

4 WEIGHTS GIVEN TO METHODS

5 Q. WHAT IS THE BASIS OF MR. D'ASCENDIS'USE OF MULTIPLE

6 MODELS?

7 A. Mr. D'Ascendis claims that the use of multiple models "adds reliability and

8 accuracy when arriving at a recommended common equity cost rate" (Suez

9 Statement No. 5, p. 5, lines 16-18).

l0

11 a. DO yOU AGREB WITH THE COMPANY'S RELIANCE ON THE CAPM

12 AND RP?

13 A. No. While I am not opposed to using the CAPM results as a comparison to the

14 results of the DCF calculation, it is inappropriate to give the CAPM and RP

l5 rrodels comparable weight as I have discussed previously. The CAPM lneasures

16 the cost of equity indirectly and can be manipulated by the tirne period, risk-free

l7 rate, and measure of the market that is chosen. Since the RP rnodel is a sirnplified

l8 version of the CAPM, it suffers these same flaws and is not company-specific. As

19 discussed below. the results of the lesser-used ECAPM and PRPM models should

20 similarly be rejected. I have not used the ECAPM because it only weights the

2l results of the CAPM in order to flatten the Security Market Line, but it does not

22 correct the previously discussed problerns with the CAPM. I have not used
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I Mr. D'Ascendis' PRPM, because it is not a widely accepted method and investors

2 must have a statistical software package to use the PRPM.

3 In addition, a recent Commission Order relied primarily on the DCF and

4 rejected giving equal weight to the other methodologies:

5 [Tlhe City's cost of equity in this proceeding should be based

6 upon the use of the DCF methodology, with the other
7 methodology results used as a check on the reasonableness of
8 the DCF results. We note that we have primarily relied upon
9 the DCF rnethodology in arriving at previous determinations

l0 of the proper cost of equity and utilized the results of methods
11 other than the DCF, such as the CAPM and RP methods, as a

12 check upon the reasonableness of the DCF derived equity
13 return calculation, tempered by inforrned judgement. We are

14 not persuaded by the arguments of the City that we should
15 assign equal weight to the multiple methodologies.3

t6

17 PREDICTIVE RISK PREMIUM MODEL

18 A. WHAT IS THE PREDICTIVE RISK PREMIUM MODEL?

19 A. The PRPM is a method published in August 2011 by Pauline M. Ahern, Frank J.

20 Hanley, and Richard A. Michelfelder in the article New Approach to Estimating

21 the Cost of Common Equity Capitalfor Public Utilities.a Mr. D'Ascendis' PRPM

22 requires Eviewso statistical software to compute (Suez Statement No. 5, p. 17,

23 lines 10- I 1 ).

3 Pennsylvania Public Utility Commission v. Ciry sf puSois - Bureau of Water, Docket No. R-2016-2554150,
pp. 96-97, Order entered March 28, 20ll .

a Ahern,PaulineM.,Hanley,FrankJ.,Michelfelder,RichardA.(December20ll.Volume40. lssue3).Neu,
Approach to Estimating the Cost of Comnton Equity Capital for Public Utilities. Journal of Regulatory
Economics, pp. 261 -27 8.
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1 Q. DO YOU AGREE WITH MR. D'ASCENDIS' USE OF THE pRpM?

2 A. No. The PRPM is not a commonly used method and cannot be evaluated or

3 recreated without the software. I am unaware of any state that has accepted the

4 use of the PRPM. The PRPM does not solve the problem of the RP method

5 because it is still an indirect measure of the cost of equity, and the PRPM

6 complicates the RP method with the introduction of a measurement that requires

7 the use of specialized software.

8

9 EMPIRICAL CAPITAL ASSET PRICING MODEL

l0 a. WHAT IS THE BASIS OF MR. D'ASCENDIS' CLAIM FOR USE OF THE

11 ECAPM?

12 A. Mr. D'Ascendis claims that the Security Market Line (SML) defined by the

13 CAPM is not as steeply sloped as the predicted SML. Mr. D'Ascendis uses a

14 fonnula to account for the systematic risk that is not accounted for with beta in the

15 CAPM formula. This methodology, called ECAPM, uses a factor, alpha, to

16 account for the additional systematic risk not captured by beta.

11

t 8 a. Do You AGREE WITH MR. D',ASCENDIS' USE OF THE ECAPM?

19 A. No. Although sorne studies indicate that the CAPM does not properly define the

20 SML, the degree to which the CAPM would require ad.iustment varies widely and

2l is dependent on the inputs used to determine the difference between the SML and

22 actual historical figures. I was unable to find the value of alpha Mr. D'Ascendis

35



I has chosen to use to adjust the SML in either Suez Statement No. 5 or his Exhibit.

2 The ECAPM attempts to add a factor (alpha) to 'ocorrect" the perceived

3 underestimation of the cost of capital for betas lower than one, but as identified in

4 New Regulatory Finance by Roger A. Morin, estimations for alpha range

5 from -9.61o/oto l3.56Yo.s This large range demonstrates the difficulty of

6 accurately and precisely measuring the difference between what the CAPM is

7 estimating and the actual results. The use of the ECAPM in estimating the cost of

8 capital does not increase the validity of the result but merely adds another difficult

9 to measure factor to the CAPM. The CAPM atternpts to measure a variable that

10 changes; the difference between a risk-free rate and the market rate is not a

1l constant factor. The E,CAPM attempts to correct the CAPM's inability to

12 accurately predict the cost of capital but does so through an additional factor that

13 corrects none of the underlying problems of the model.

l4

I5 RISK-FREB RATE

16 A. HOW HAS MR. D'ASCENDIS CALCULATED HIS RISK-FREE RATE

17 USED IN HIS RP AND CAPM MODELS?

l8 A. Mr. D'Ascendis calculated his risk-free rate similar to my calculation; however, he

19 used the 30-year Treasury Bond yield whereas I used 10-year Treasury Note yield.

20 Also, where I used a future data point accounting for 2019-2023 predictions,

2l Mr. D'Ascendis used two future data points accounting for 2019-2023 and 2024-

5 Morin, RogerA. (2006). New Regulatoty Finance. Vienna, VA: Public Utilities Reports, Inc.
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I 2028 (Suez Staternent No. 5, p.28,In. 6-9 and Suez Exhibit No. 5, Schedule

2 DWD-5, p.2).

aJ

4 a. wHy IS MR. D'ASCENDIS'METHOD INCORRECT?

5 A. As stated earlier, long-term Treasury Bonds have substantial maturity risk

6 associated with the market risk and the risk of unexpected inflation and normally

J offer higher yields to compensate investors for these risks. Using the 1O-year

8 Treasury Note is more appropriate to balance the short-term volatility risk and the

9 long-term inflation risk.

l0 Further, the use of a 30-year Treasury Bond yield projection for an

l1 additional period of 2024-2028 is an unreliable measure and should not be

12 included in determining the risk-free rate. The Company's FPFTY year ends

l3 December 31,2019, and therefore in my opinion using an estimated risk-free rate

14 that is five to nine years beyond the test year is unnecessary.

l5

16 BUSINESS RISK ADJUSTMENT

I7 A. WHAT IS MR. D'ASCENDIS' BUSINESS RISK ADJUSTMENT?

1 8 A. Mr. D'Ascendis' 20 basis points (0.20%) adjustment is based on the clairn that the

19 Cornpany has a greater relative business risk than the average company in his

20 proxy group due to its srraller size. Mr. D'Ascendis states that empirical evidence

21 supporting the size effect is often based on studies of industries beyond regulated

22 utilities but notes that "utilitv analvsts" have noted risk associated with small

3l



I market capitalizations (Suez Statement No. 5, p. 35, lines 2-5). He quotes an

2 article by Michael Annin published in Public Utilities Fortnightly, October 15,

3 1995 that implies the need for a higher investor return due to additional business

4 obstacles (Suez Statement No. 5, p. 35, ln. 8).

5

6 a. DO YOU AGREE WITH MR. D'ASCENDIS' CLAIM THAT THE

] COMPANY'S SIZE WARRANTS A BUSINESS RISK ADJUSTMENT?

8 A. No. Mr. D'Ascendis' risk adjustment is based solely on the size of the Company.

9 Although, there is technical literature supporting adjustments relating to the size of

10 a company, this literature is not specific to the utility industry. Even the Public

I I Utilities Fortnightly article referenced by Mr. D'Ascendis depends upon the New

12 York Stock Exchange and makes no attempt to differentiate between the public

13 utility industry and the universe ofpublicly traded stocks. Additionally, Mr.

14 D'Ascendis has not shown that the Company's size has in any way harnpered it

15 from accessing capital markets in the past.

16

17 A. IS THERE ANY ACADEMIC EVIDENCE THAT SUPPORTS THE LACK

18 OF VALIDITY OF A SIZE OR RISK ADJUSTMENT FOR UTILITY

19 COMPANIES?

20 A. Yes. An article by Dr. Annie Wong, "Utility Stocks and the Size Effect: An

21 Empirical Analysis," from the Journal of Midwest Finance Association in 1993,

22 pp. 95-101, concludes that:
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I The objective of this study is to examine if the size effect
2 exists in the utility industry. After controlling for equity
3 values, there is some weak evidence that firm size is a
4 missing factor from the CAPM for the industrial but not for
5 utility stocks. This irnplies that although the size
6 phenomenon has been strongly documented for the industrials
7 [sic], the findings suggest that there is no need to adjust for
8 the firm size in utility rate regulations.
9

10 While this article is older, it remains the most credible study on this topic

1l and, therefore, the proposed adjustment based on size should be rejected.

l2

13 a. WHAT IS YOUR RECOMMENDATION REGARDING THE PROPOSED

14 BUSINESS RISK ADJUSTMENT?

15 A. Given the lack of evidence related to the utility industry's need to adjust the cost

16 of equity to account for the size of a company, Mr. D'Ascendis business risk

17 adjustrnent should be rejected.

18

19 OVERALL RATE OF RETURN

20 o. WHAT IS THE COMPANY'S PROPOSED OVERALL RATE OF

21 RETURN?

22 A. The Company's proposed overall rate of returnis7.95o/o (Suez Exhibit CEH-1,

23 Schedule 1.2, p. 3).
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I Q. WHAT IS I&E'S RECOMMENDED OVERALL RATE OF RETURN?

2 A. The calculation of I&E's recommended overall rate of return of 7 .08% for Suez is

3 shown in the table below:

4

Type of Capital Ratio Cost Rate Weiehted Cost
Lons-Term Debt 45.82% 4.6s% 2.r3%

Common Eouitv 54.18% 9.t3% 495%
Total 100.00% 7.08%

5

6

7 Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

8 A. Yes.
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APPENDIX A

Page 1 of2
D. C. Patel

Professional and Educational Background

EXPERIENCE:

June 2015 to present

Fixed Utility Financial Analyst, Bureau of Investigation and Enforcement

March 2013 - June 2015

Insurance Company Financial Analyst, Bureau of Cornpany Licensing & Financial

Analysis

November 2010 - March 2013

Accounting Assistant, Bureau of Corporation Taxes (Accounting)

June 2001 - November 2010

Staff Accountant (Taxes), Accounting Dep artment

February 1987 - April 2007

Worked as Company Secretary for three different companies during this period

that were publicly held cornpanies and whose stocks were listed on the Stock

Exchanges.

EDUCATION/CERTIFICATION :

June 1980 - April 1983

Bachelor of Cornmerce (Major concentration: Accounting with 38 credits)



APPENDIX - A
Page 2 of2

D. C. Patel
Professional and Educational Background

EDUCATION/CERTIFICATION (continued) :

June 1983 - December 1988

Bachelor of Law

June 1983 - December 1985
Post Graduate Professional Degree: Company Secretary

RATE CASE TRAINING:

WORKED ON THE FOLLOWING CASES (Testimony not required):

SUBMITTED TESTIMONY IN THE FOLLOWING CASES:





Proxy Group Capital Structure - Water Companies

Debt
)referred Stock

-ommon

-term Debt

Preferred Stock

Common

-term Debt

Preferred Stock

Common

-term Debt

Preferred Stock

Common E

Debt

Preferred Stock

Common

: Compustate (Dollars in millions)

355,411

r,737.605

Five-Year Avellr]Le Clpitalstluctcle
!onR-term Debt 44.6301

Short-term Debt o.72/l

lommon Equity 55,2501

100.00%



l&E Exhibit No. 2
Schedule 2

Suez Water Pennsylvania, fnc.

Unregulated Companies Proxy Group

Companv Name Ticker Value Line Industrv
ABM Industries. Inc. ABM Industrial Services
AutoZone. Inc. AZO Retail Automotive
Cheesecake Factorv CAKE Restaurant

CBOE Holdines CBOE Brokers and Exchanses
Chemed Corp. CFIE Diversified
C. H. Robinson CHRW Industrial Services
Ciena Corp. CI Medical Services

Darden Restaurants DRI Restaurant

DaVita.Inc. DVA Medical Services

Forrester Research FORR Information Services

Hormel Foods HRL Food Processins
IOVIA Holdines IOV Medical Services

Mercurv General MCY Insurance
Vail Resorts MTN Hotel/Gamins
Pinnacle Foods PF Food Processins
Spectrum Brands SPB Household Products
West Pharma. Services WST Medical Suoolies

Source: Value Line



l&E Exhibit No.2
Schedule 3

Suez Water Pennsylvania, fnc.

Proxy Group Debt Cost

2017
Interest
Charses

Long-
term Debt

Debt Cost

American Water Works $3s0.00 s6.498.00 s.39%
American States Water Co $22.s8 $32r.04 7.03%
California Water Service Group s36.29 $515.79 7.04%
Middlesex Water Co $5.51 s 139.0s 3.96%
Aqua America Inc $88.s4 $2.001.75 4.4r%
York Water Company $5.35 $90. l0 s.94%

Range: Low 3.960h
Hieh 7.04o/o

Averase 5.630h
Source: Compustat



l&E Exhibit No. 2
Schedule 4
Page 1 of 3

Suez Water Pennsylvania, Inc.

Dividend Yields of Six Water Company Proxy Group

Company American
Water
Works

American
States

Water Co.

California
Water
Service
Group

Middlesex
Water Co.

Aqua
America

Inc.

York
Water

Company

Svmbol AWK AWR CW MSEX WTR YORW
Dividend t.9s 1.15 0.78 0.96 0.91 0.15

52-week low 14.63 43.83 33.30 32.23 31.18 27.45

52-wek high 92.37 60.00 46.15 46.14 39.55 39.86

Spot Price 83.74 55.65 39.75 42.03 34.62 32.60

Spot Dividend
Yield

2.33% 2.07% r.96% 2.28% 2.63% 230%

52-week
Dividend Yield

2.34% 2.22% 1.96% 2.43% 2.51% 2.23%

Average 2.330 2.140h 1.960 2.360/o 2.600h 2.260

Averaqe
Soot Div Yield 2.26%

52-wk Div Yield 2.29%

Averaqe 2.28%

Source: Ban'ons - May 11.2018 and Valueline - May I l. 2018



l&E Exhibit No.2
Schedule 4

Page 2 of 3

Suez Water Pennsylvania, Inc.

Five-Year Growth Forecast for Proxy Group (Actual)

Source: Internet websites - May 11, 2018

.t)

I
N

L

o
b!

L

q)

.t
q)

o
a0

L
q)

Comnanv Svmbol
American Water Works AWK 8.20% 7.10% 7.60% 8.50% 8.00%
American States Water Co AWR 4.00% 5.00% NA 6.s0% 5.r7%
Califomia Water Service Group CWT 9.80% NA NA 9.50% 9.6s%
Middlesex Water Co MSEX 2.70% NA NA 8.00% 535%
Aqua America Inc WTR 5.00% NA NA 1.00% 6.00%
York Water Companv YORW 4.90% NA NA 9.00% 6.95Yo

Averase 6.850/!,



Exhibit No.2
Schedule 4
Page 3 of3

Suez Water Pennsylvania, Inc.

Expected Market Cost Rate of Equity

(Using Data of the Proxy Group of Six Water Companies)

Time Period Adjusted
Dividend Yield

Growth Rate Expected Return
on Eouitv

(1) (2) (3=1+2\
(1) S2-Week Average

Endino: Mav 1 1. 2018
2.29% 6.85% 9.14%

(2) Spot Price
Endinq: Mav 1 1.2018

2.26% 6.85% 9.11%

(3) Average: 2.28% 6.85% 9.13%

Sources: Value Line - Mav I l. 2018

Barrons - Mav 11. 2018



Exhibit No. 2
Schedule 5

Suez Water Pennsylvania, Inc.

Beta of Six Water Companies Proxy Group

Source: Value Line - Mav 11. 2018

Company Beta

American Water Works 0.65

American States Water Co 0.75

California Water Service Group 0.75

Middlesex Water Co 0.80

Aqua America Inc 0.70

York Water Company 0.80

Average beta for CAPM 0.74



l&E Exhibit No.2
Schedule 6

Suez Water Pennsylvania, fnc.

CAPM with Historic Retum

Source: Value Line - May 17,2018

Re Reouired return on individual eouitv securitv

Rf Risk-free rate

Rm Required return on the market as a whole
Be Beta on individual equity securitv

Re= Rf+Be(Rm-Rfl

Rf= 5.2103
Rm= 10.8012
Be= 0.74

Re= 9.36



Exhibit No.2
Schedule 7

Page 1 of3

Sources: Value Line
Blue Chip

Suez Water Pennsylvania, Inc.

CAPM with Forecasted Retum

May 1 1,2018
May 1,2018 & December 1,2017

Re
Required return on individual equity
securitv

Rf Risk-free rate

Rm
Required return on the market as a
whole

Be Beta on individual equitv securitv

Re= Rf+Be(Rm-Rf)

Rf= 3.3500

Rm= 12.9665

Be= 0.74

Re= 10.48



E Exhibit No. 2
Schedule 7
Page 2 of 3

Suez Water Pennsylvania, Inc.

Risk-Free Rate

1O-year Treasury Note Yield

3Q 2018 3.10%

4Q 2018 3.20%

1Q 2019 3.30%

2Q2019 3 40%

3Q 2019 3.50%

2019-2023 3.60%

Average 3.35%

Source: Blue Chip - May 1,2018 and December 1,2017



&E Exhibit No.2
Schedule 7

Page 3 of 3

Suez Water Pennsylvania, Inc.

Required Rate of Return on Market as a Whole Forecasted

Dividend
Yield

+ Growth
Rate

Expected
Market Return

Value Line Estimate 2.10% 9.73% (a) 11.83%

s&P 500 2.10% (b) 12.00o/o 14.10%

Average Expected Marke Return 12.97%

(a) ((1+45%)n.25) -1) Value Line forecast for the 3 to 5 years' index appreciation is 45%.
(b) S&P 500 multiplied by half the growth rate.

Sources:
S&P 500 Growth Rate Yahoo 511112018 12.00%
S&P 500 Dividend Yield Barron's 511112018 1.98%
Value Line Dividend Yield 511112018 2j0%
Value Line Appreciation Potential 511112018 45.00%
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I, Ethan H. Cline, on behalf of the Bureau of Investigation and Enforcement,

hereby veriff that the documents preliminarily identified as:
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were prepared by me or under my direct supervision and control. Furthermore, the facts
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Verification is made subject to the penalties of l8 Pa. C.S. $ 4904 relating to unsworn

falsification to authorities.
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Pennsylvania Public Utility Commission
Bureau of Investigation and Enforcement

Dated: September 10, 2018
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1 Q. WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS

2 ADDRESS?

3 A. My name is Ethan H. Cline. My business address is P.O. Box3265, Harrisburg,

4 PA 17105 -3265.

6 a. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

7 A. I am employed by the Pennsylvania Public Utility Commission ("Commission") in

8 the Bureau of Investigation and Enforcement ("I&E") as a Fixed Utility Valuation

9 Engineer.

10

l1 a. WHAT IS YOUR EDUCATTONAL AND PROFESSTONAL

12 BACKGROUND?

l3 A. My education and professional background are set forth in Appendix A, which is

14 attached.

15

16 A. PLEASE DESCRIBE THE ROLE OF I&E IN RATE PROCEEDINGS.

17 A. I&E is responsible for protecting the public interest in proceedings before the

l8 Commission. The I&E analysis in the proceeding is based on its responsibility to

19 represent the public interest. This responsibility requires the balancing of the

20 interests of ratepayers, the regulated utility, and the regulated community as a

2l whole.
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a.

A.

a.

A.

WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY?

My direct testimony relates to Suez Water Pennsylvania, Inc.'s ("SWPA" or

"Company") requested $6.2 million overall revenue increase.

DOES YOUR DIRECT TESTIMONY INCLUDE AN EXHIBIT?

Yes. I&E Exhibit No. 3 contains schedules relating to my testimony.

MAHONING TOWNSHIP WATER SYSTEM ACOUISITION

PLEASE DESCRIBE THE MAHONING TOWNSHIP WATER SYSTEM

ACQUISITION AND THE RELATED BASE RATE CLAIMS.

The Mahoning Township Water System ("MTWS") is a water and wastewater

system that the Company is attempting to acquire, for an agreed upon purchase

price of $9.5 million (SWPA St. No. l, p. 25). The Company has stated that it

plans to, at some unspecified time in the second quarter of 2018 (SWPA St. No. 1,

p.26), file a Section 1329 application with the Commission to officially acquire

the MTWS. As of the date of this Testimony, the Company has not yet filed this

application. The Cornpany is proposing to include 60Yo of the $9.5 rnillionr

purchase price in rate base, though the Company may adjust the claim based on

the appraisals (SWPA St. No. 1, p.25), O&M expenses, and an increase of 1,200

I Per the Company's response to OCA-IV -23, attached as I&E Exhibit No. 3, Schedule 5, $5.8
million is the portion of purchase price the Company is claiming in rate base.

a.

A.
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a.

customers in the present filing as a result of the potential acquisition of the

MTWS. I will address the proposed additions to rate base and the increase in

customers below. I&E witness Grab will address the related O&M expenses in

I&E Statement No. 1.

DO YOU AGREE WITH THE COMPANY'S PROPOSAL TO INCLUDE

THE COSTS ASSOCIATED WITH THE ACQUISITION OF THE MTWS

IN THE PRESENT PROCEEDING?

No. I do not agree with the Company's proposal to include the costs associated

with the MTWS in the present proceeding for several reasons. First, the

Company's proposal to include MTWS in this rate proceeding, before it has even

filed the acquisition case or obtained Commission approval to acquire MTWS,

goes directly against Section 1329 of the Public Utility Code ("Code"). Second, I

do not agree with the Company's proposal to raise the rates of the MTWS

customers at the conclusion of this base rate case. Third, I do not agree with the

Company's projected timing of the acquisition aligning with the end of the fully

projected future test year ("FPFTY").

a. wHY DO YOU BELIEVE THAT THE COMPANY',S MTWS PROPOSAL

DOES NOT COMPORT WITH SECTION 1329 OF THE PUBLIC UTILITY

CODE?

A.
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To be clear, the Company has not yet requested approval to acquire MTWS or

filed its Section 1329 case, yet it is requesting to recover those costs in this rate

case. This violates Section 1329, 66 Pa. C. S. $ 1329 (c)(l)(i), as it clearly

instructs that the ratemaking rate base should be incorporated into the "next" base

rate case after the approval of the 1329 application:

(c) Ratemaking rate base.-The following apply:
(l) The ratemakingrate base of the selling utility shall be
incorporated into the rate base of:

(i) the acquiring public utility during the acquiring
public utility's next base rate case; or

Here, the 1329 filing has not been made and the acquisition has not been

approved, yet the Company is seeking recovery of the $5.8 million MTWS plant.

Additionally, the definition of "ratemaking rate base" in Section 1329(9)

indicates that the inclusion of the plant into the acquiring utility's rate base is

intended to occur post acquisition in the next base rate case. Furthermore, 66 Pa.

C. S. $ 1329 (t) also sets forth a mechanism for the Company to follow for plant

additions that will occur after the acquisition that are not included in a Distribution

System Improvement Charge ("DSIC") until the next base rate case.

(f) Postacquisition projects.--The following apply:
(1) An acquiring public utility's postacquisition improvements that
are not included in a distribution improvement charge shall accrue

allowance for funds used during construction after the date the cost

was incurred until the asset has been in service for a period of four
years or until the asset is included in the acquiring public utility's
next base rate case, whichever is earlier.
(2) Depreciation on an acquiring public utility's postacquisition
improvements that have not been included in the calculation of a
distribution system improvement charge shall be deferred for book
and ratemaking purposes.
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A.

This further indicates that Section 1329 does not intend for a Company to include

the potential acquired plant in rate base in a base rate case before the Commission

has approved the acquisition.

YOUR SECOND ISSUE IS THE COMPANY'S PROPOSAL TO INCREASE

MTWS RATES AT THE CONCLUSION OF THIS RATE CASE. PLEASE

EXPLAIN.

The Company's proposal to immediately alter the rates of the MTWS customers2

will produ ce a 6l .7 6% increase in revenue for a 5i 8-inch meter residential

customer using 9,000 gallons of water as shown on the Company's response to

OCA-I-8 (I&E Ex. No. 3, Sch. 20,p.2) as compared to a 13.660/o increase for a

current SWPA 5/8-inch meter residential customer using 9,000 gallons of water

(SWPA Ex. No. CEH-I, Sch. 10-1). Including this increase in rates as part of the

current rate proceeding does not follow the terms set in Sections 1329(dXl)(v) and

(dX4), which states that the rates that are incorporated into the acquiring

company's tariff will be equal to the rates which the customers are currently

paying until the next base rate case. Once again, this implies that the "next base

2 The proposed changes to the MTWS customers include removing a water allowance for each

meter size, decreasing the existing minimum customer charges, and increase the consumption
charge for the residential customers and moving from a single block consumption charge to a
declining block consumption charge for commercial customers (SWPA Ex. No. PRH-1, Sch. I,
p.2).
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rate case" is the base rate case that occurs after the acquisition and not

concurrently.

(d) Acquisitions by public utility.--The following apply:
(1) If the acquiring public utility and selling utility agree to
use the process outlined in subsection (a), the acquiring
public utility shall include the following as an attachment to
its application for commission approval of the acquisition
filed pursuant to section 1102 (relating to enumeration of acts
requiring certificate):

(v) A tariff containing arale equal to the existing
rates of the selling utility at the time of the
acquisition and a rate stabilization plan, if
applicable to the acquisition.

(a) The tariff submitted pursuant to subsection (d)(l)(v) shall
remain in effect until such time as new rates are approved for
the acquiring public utility as the result of a base rate case

proceeding before the commission. The acquiring public
utility may collect a distribution system improvement charge
during this tirne, as approved by the commission under this
chapter.

Additionally, it is my understanding that the MTWS customers have not

received any notice of a rate increase as part of the current proceeding, as they are

not currently SWPA customers and the Company has not yet requested

Commission approval to acquire those customers. Therefore, under the

Company's proposal, MTWS customers will not only be paying their water bills to

a new entity but will also have their rates increased. The Company should not be

permitted to increase MTWS customer rates, particularly to the degree that is

being proposed, given that it does not currently serve those customers, MTWS

customers have had no notice that its rates may increase and MTWS customers

25

27

28

29

3l

32
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A.

have not had an opportunity to participate in this base rate proceeding given that

they are not SWPA customers.

The Company argues that including the Mahoning Township acquisition in

this proceeding is in the public interest because it moves the Mahoning Township

customers closer to their true cost of service more quickly (SWPA Statement No.

1,p.27). It is premature to design rates for MTWS or state that moving MTWS

customers to SWPA is in the public interest given that the application to acquire

the system has yet to be filed. In short, the Company is designing rates for

customers it has not yet acquired and the Commission has not yet determined that

such an acquisition is in the public interest.

YOUR THIRD ISSUE IS THAT THE MTWS ACQUISITION MAY

OCCUR BEYOND THE FPFTY. PLEASE EXPLAIN.

The Company implies that inclusion of the MTWS purchase price in this

proceeding is appropriate because the acquisition will close in the FPFTY (SWPA

Statement No. I , p.26). To support this contention, the Company anticipates

filing the Mahoning Township acquisition sometime in the second quarter of 2018

and, based on the timeline set forth on page 26 of SWPA Statement No. l, the six-

month time period for the Cornmission to take final action would end sometime in

January 2019. Accordingly, the Company indicates that it has approximately one

year to close the transaction before the FPFTY ends on December 3 1 ,2019.
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A.

However, the Company's timeline does not account for any potential

appeal to the Pennsylvania Commonwealth Court. Such an appeal would

potentially delay the acquisition of the MTWS beyond the end of the FPFTY. As

an example, the Aqua Pennsylvania Wastewater, Inc. ("Aqua") acquisition of the

New Garden Sewer System filed pursuant to Section 1329, at Docket No. A-2016-

2580061, was accepted by the Commission on December 30,2016, is currently on

appeal to Commonwealth Court and has yet to close. As a result, the New Garden

acquisition has been pending for approximately 19 months with no guarantee of

when or how it will be resolved. Similarly, Aqua's acquisition of the Limerick

Township wastewater system assets was filed pursuant to Section 1329, at Docket

No. A-2017-2605434, was accepted by the Commission on May 3I,2017 and has

not yet closed. If the Company's MTWS acquisition follows a similar timeline,

closing would occur beyond the FPFTY. Therefore, the Company's assumption

that the MTWS acquisition, which has not even been filed yet, will close within

the FPFTY is speculative. The Company's new rates are effective January 1,2018

and it is not just and reasonable to include the $5.8 million MTWS plant in those

rates and begin to recover it from ratepayers given that the MTWS acquisition has

not been filed, has not been approved and may not close within the FPFTY.

WHAT DO YOU RECOMMEND REGARDING THE MTWS?

For the reasons above. I recommend that the inclusion of the MTWS in the current

base rate proceeding be denied and that all associated costs, expenses, and
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revenues be removed. I discuss the effect on rate base and revenue of mv

recommended denial of the inclusion of the MTWS below and I&E witness Grab

discusses the expenses associated with the MTWS in I&E Statement No. 1.

ARE YOU MAKING ANY RECOMMENDATION IN THIS PROCEEDING

ON WHETHER THE COMPANY SHOULD BE ALLOWED TO ACQUIRE

THE MTWS?

No. Such a determination will be properly addressed when the Company

eventually files its application.

TEST YEAR

WHAT IS A TEST YEAR AND HOW IS IT USED BY A COMPANY IN A

RATE PROCEEDING?

A test year is the twelve-month period over which a utility's costs and revenues

are measured as the basis for setting prospective base rates. Previously in rate

case proceedings, in order to meet its burden of proof, a utility could only use a

historic test year ("HTY") or a future test year ("FTY"). An HTY is a twelve-

month period selected by a company that represents a recent full year of actual

data. An FTY begins the day after the HTY ends and is used in order to allow for

the time it takes to adjudicale arate proceeding by permitting a company to select

a future time period upon which to base its financial information. This is

necessary so that the rates set by the Commission reflect current and synchronized

A.

a.

A.
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a.

financial information. By using an FTY, a utility makes a projected annualized

and normalized estimate of future revenues and expenses and a corresponding

measure of value at the end of the period.

HAVE THERE BEEN ANY STATUTORY AMENDMENTS THAT HAVE

MODIFIED A UTILITY'S TEST YEAR OPTIONS?

Yes. Act 11, which was signed on February 14,2}lz,permits utilities to use a

fully projected future test year ("FPFTY") in order to meet their burden of proof in

rate cases. The FPFTY is defined as the twelve-month period that begins with the

first month that the new rates will be placed into effect, after the application of the

full suspension period permitted under Section 1308(d). The FPFTY is a shift

from the fundamental ratemaking principle that a public utility should only be

permitted to include projects in rate base and earn a reasonable return on its

investments after they become "used and useful" for the utility's public service.

Prior to the passage of Act 1l by the Pennsylvania Legislature, utilities could use

either an HTY or an FTY.

WHAT TEST YEARS HAS THE COMPANY USED IN THIS

PROCEEDING?

The Company used the twelve-month period ending December 3I,2017 as the

HTY, the twelve-month period ending December 31,2018 as the FTY, and the

twelve-month period ending December 31,2019 as the FPFTY.

A.

10



1 Q. COULD YOU ILLUSTRATE HOW ACT 11 IMPACTS THE TEST YEARS

2 SELECTED BY THE COMPANY?

3 A. Yes. Using the Company's HTY and FTY, without Act l1 and with the Company

4 having filed its rate case on March 16,2018, the Company's HTY ended

5 December 31,2017 and its rates would have been based on the FTY ending

6 December 31, 2018. At the end of the suspension period set by the Commission,

7 the Company's new rates would have been placed into effect on January 1,2019.

8 With the addition of the FPFTY, however, the Company has the ability to project

9 plant additions, revenues, and expenses out one more year, using as the FPFTY the

10 twelve-month period that begins with the first month that the new rates will be

1 I placed into effect, or January | , 2019 through December 3I , 2019 .

t2

13 RATE BASE

14 a. WHAT IS RATE BASE?

l5 A. Rate base is the depreciated original cost of a utility's plant-in-service plus other

16 additions and deductions that the Commission determines to be necessary in order

17 to keep the utility operating and providing safe and reliable service to its

18 customers.

t9

20 A. HOW IS RATE BASE USED WITHIN THE RATEMAKING FORMULA?

2l A. Rate base is one part of the financial equation used by the Commission to

22 determine the appropriate revenue that a utility is granted in a rate proceeding.

1l
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The revenue determination allows the utility to meet its expense obligations and

gives it the opportunity to earn the rate of return established by the Commission in

arate proceeding. The equation used to determine the proper revenue requirement

level is:

Revenue Requirement: (Rate Base x Rate of Return) + Operating

Expenses + Depreciation Expenses + Taxes.

HOW IS THE DEPRECIATED ORIGINAL COST OF PLANT-IN-

SERVICE AT THE END OF THE TEST YEAR DETERMINED?

The depreciated original cost is equal to the original cost of the plant-in-service

that is used and useful in the provision of utility service to the customers less the

depreciation reserve as adjusted by other items such as salvage value and removal

costs. Before the passage of Act I I, the end of the FTY was the focal point used

to calculate the depreciated original cost. With the addition of the FPFTY in Act

11, the depreciated original cost of the plant in service is computed by taking a

"snapshot" look at the depreciated original cost value of used and useful utility

plant estimated to be in service at the end of the FPFTY. It is the "snapshot" look

at the depreciated original cost value of used and useful utility plant estimated to

be in service at the end of the FPFTY that is used to formulate my average rate

base recommendation.

l2
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PLEASE EXPLAIN THE AVERAGE RATE BASE CONCEPT.

Under the FPFTY, the traditional interpretation of the "used and useful"

requirement for rate base inclusion of investments is unclear because when a

company employs the use of a FPFTY in a base rate case, the new rates will go

into effect before the end of the Company's FPFTY. The inclusion of rate base

added in a FPFTY necessarily means that customers will be paying a return on and

a return of a utility's plant investment that has not yet been placed in service. By

using an average of the rate base that is projected to be in service by the end of the

FPFTY, rather than the full year-end amount, the impact of the necessary customer

overpayment at the beginning of the year is mitigated. This results in rates that are

more just and reasonable because ratepayers are not paying for approximately a

year of plant that is not yet in service.

WHY IS IT APPROPRIATE TO ADOPT AN AVERAGE RATE BASE IN

THIS CASE?

As discussed above, SWPA is requiring ratepayers, in essence, to pre-pay a return

on its projected investment in future facilities that are not only not in place and

providing service at the time the new rates take effect, but also that are not subject

to any guarantee of being completed and placed into service. As a result,

ratepayers will begin paying fbr expenses and plant when new rates become

effective on January 29,2019, but those projected expenses and plant may not be

incurred or placed into service until December 31,2019 or even later.

a.

A.

l3
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WHY DO YOU RECOMMEND THE USE OF THE AVERAGE RATE

BASE METHODOLOGY FOR ESTABLISHING RATES?

This case was filed on April 30,2018. SWPA's new rates are expected to become

effective on January 29,2019, which is approximately eleven months before the

end of the Company's FPFTY of December 31, 2019. However, several of the

Company's capital projects included in the 2019 FPFTY year have an end date

that is "various," or in the year 2023 as shown on page 3 of the attachment to the

Company's response to I&E-RB-8-D (I&E Ex. No. 3, Sch. 2,p.4). Thus, with

several of the Company's projected plant additions with a projected end date well

beyond the end of the FPFTY, allowing the Company to use the December 31,

2019 year-end plant-in-service as proposed in this proceeding, could result in

customers paying, for approximately eleven months, rates that include costs for

projects and plant that are not in service and used or useful to those customers. In

other words, SWPA would potentially be collecting a return of and a return on

plant that is not used or useful in the provision of utility service to its customers

for nearly a year before that plant actually goes into service, or even longer, in

some cases.

A. HOW DOES THE YEAR-END PLANT INCLUSION IN FPFTY

CALCULATIONS IMPACT CUSTOMER RATES AND COMPANY

RETURNS?

l4
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A. Using the year-end approach to determine rates, when new rates go into effect on

January 29,2019, the Company will earn a return of and a return on plant

investments that will not fully materialize before the final dav of the FPFTY on

December 31,2019. Accordingly, customers would pay rates in February 2019

that are calculated to recover depreciation expense and a return on investment at

the end of the FPFTY, which are in excess of the rates that are necessary to

provide the revenue requirement that allows the Company the opportunity to earn

its authorizedrate of return ("ROR") on the plant and expenses that are used and

useful when the new rates become effective. Requiring customers to pay a return

of and on plant investments that will not occur for almost one year does not

producejust and reasonable rates for ratepayers. Instead, ratepayers reach the

projected'Just and reasonable" rate point on the final day of the FPFTY, or more

specifically, on the first day of the year after the FPFTY.

HOW DOES THE USE OF AN AVERAGE RATE BASE RESULT IN

RATES THAT ARE JUST AND REASONABLE?

An average rate base would yield an average annual return on rate base throughout

the FPFTY equal to the authorized ROR. As illustrated below, the sloping line

represents the ROR during the FPFTY. As time pass left to right, the ROR will

decrease over time as the Company places FPFTY plant into service during the

FPFTY:

a.

A.

l5
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Average

Return =

Authorized
ROR

Day 1. Day 365

Under the Company's proposed methodology, only the end-of-year point atDay

365 would coincide with the authorized ROR, which would shift the entire graph

upwards with the entire ROR line shifted above the authorizedrate of return for

every point.

DOES THE COMPANY MAKE OTHER FPFTY CLAIMS THAT

FURTHER DEMONSTRATE HOW THE PROPOSED YEAR-END

METHODOLOGY RESULTS IN UNJUST AND UNREASONABLE

RATES?

Yes. As I mentioned previously, the return of investrnent, or depreciation

expense, which is recovered on a dollar for dollar basis, will also be overstated to

reflect an amount greater than the Company's actual recorded depreciation

expense in the FPFTY. Because the plant is added at different dates throughout

A.

t6
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a.

the year, the Company will not record a full-year of depreciation expense for plant

that is added variably throughout the year, which results in a greater revenue

requirement result than necessary when the full end-of-year depreciation expense

is included in the Company's FPFTY claim.

Likewise, usage declines and customer count adjustments projected to the

end of the FPFTY will not accurately reflect the actual FPFTY usage, nor will

annualized expenses for which a full year's expense is not realized in the FPFTY

accurately reflect the actual FPFTY expenses. Both will impact the revenue

requirement through the ratemaking equation on a dollar for dollar basis and

overinflate the Company's FPFTY revenue needs. These items will all serve to

shift the return graph even further upward, which would result in an end of FPFTY

ROR that is even hieher than the authorized ROR.

The expense issues and authorized ROR will be addressed elsewhere rn

testimony by I&E witnesses Grab in I&E Statement No. I and Patel in I&E

Statement No. 2.

WILL THE REDUCTION IN THB REVENUE REQUIREMENT

ASSOCIATED WITH THESE ADJUSTMENTS IMPACT RATE CASE

FREQUENCY?

Possibly. However, companies should file rate cases on the frequency demanded

by revenue needs and should not unnecessarily inflate customer rates beyond what

is just and reasonable for the sole purpose of decreasing rate case frequency.

A.

t7



1 Imposing rates on customers that are excessive and unreasonable to alleviate a

2 single issue does not comport with a utility's obligation to provide service at just

3 and reasonable rates.

4 Further, utilizing an average rate base could allow earlier implementation of

5 a distribution system improvement charge ("DSIC") if the Company demonstrated

6 that the plant-in-service used to establish rates had been added to rate base. Usage

1 of the DSIC earlier would mitigate the impact of the rate increase that would result

8 from assuming an end-of-year rate base in establishing rates and still provide the

9 Company the opportunity to recover later DSlC-eligible plant investments,

10 potentially within the FPFTY. Earlier implementation of the DSIC could also

1l limit any increase in rate case frequency presumed to be associated with usage of

12 the averase rate base method.

13

14 A. IS YOUR DIRECT TESTIMONY MAKING A SPECIFIC ROR

15 RECOMMENDATION?

16 A. No. I&E witness Patel (I&E St. No. 2) discusses I&E's recommended

I7 adjustments to the Company's ROR clairns. My testirnony simply addresses the

l8 impact of the end-of-year versus average rate base, revenue, and expense claims

19 have on the ROR and rates.

l8



1 Q. IS THIS THE FIRST TIME I&E OR ANY OF THE STATUTORY

2 ADVOCATES HAVE RAISED THIS AVERAGE RATE BASE ISSUE IN

3 PROCEEDINGS BEFORE THE COMMISSION?

4 A. No. I&E and the Office of Consumer Advocate ("OCA") recently raised this issue

5 in the UGI Utilities, Inc. - Electric Division base rate proceeding at Docket No. R-

6 2017-2640058 as well as the Pennsylvania American Water Company base rate

7 proceeding at Docket No. R-2017-2595853.3 Prior to that, the OCA and the

8 Office of Small Business Advocate ("OSBA") raised this issue in the UGI Penn

9 Natural Gas, Inc. base rate proceeding at Docket No. R-2016-2580030. OCA also

10 raised it in the FirstEnergy base rate proceedings at Docket Nos. R-2016-2537349,

I I R-2016-2537352,R-2016-2537355,R-2016-2537359. The UGI Utilities. Inc. -
12 Electric Division was litigated, but a Recommended Decision from the

l3 Administrative Law Judse has not vet been filed. All of the other cases were

14 resolved throush settlement.

15

16 A. DO ANY OTHER STATE UTILITY COMMISSIONS OR JURISDICTIONS

17 APPLY AN AVERAGE RATE BASE TO THE FPFTY IN THE SAME

18 MANNER AS YOU RECOMMEND IN THIS CASE?

19 A. Yes. The Illinois Commerce Cornmission ("Illinois Cornmission") in its

20 Administrative Code at 83 Ill. Adm. Code 287 .20, attached as I&E Exhibit No. 3,

3 In that proceeding, l&E referred to the average rate base as the half-year convention.

l9



I Schedule 3, allows a utility to propose a "future" test year that is "[a]ny

2 consecutive twelve-month period of forecasted data beginning no earlier than the

3 date new tariffs are filed and endins no later than24 months after the date new

4 tariffs are f,rled." This allowed projected time period includes the same time

5 period that Pennsylvania allows as a FPFTY. While the Illinois Administrative

6 Code does not specifically mandate that an average rate base should be used,

7 paragraph (e) of Section 285.2005 mandates specific reporting and calculation

8 requirements in the event that an average rate base is not used (I&E Exhibit No. 3,

9 Schedule 4, p.2). Additionally, in a recent case the Illinois Commission

10 concluded that an average rate base is more appropriate than a year-end rate base,

1l given a future test year, which, by definition, can match the FPFTY in

12 Pennsylvania (Re l{orth Shore Gas Company,20l3 WL 3762292 (Ill. C. C.), pp.

13 28-29 (Order entered June 18, 2013)).

t4

15 UTILITY PLANT-IN-SERVICE

16 A. WHAT IS UTILITY PLANT.IN-SERVICE?

17 A. Utility plant-in-service comprises all the utility's intangible assets (i.e.,

l8 organization costs, franchise and consents costs, and land and land right costs) and

19 tangible assets (i.e., facilities and equiprnent). Moreover, for a utility plant to be

20 included in rates, the plant must be used and useful in the provision of utility

2l service to the customers. Therefore, by definition, only plant currently providing

20
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A.

a.

A.

or capable of providing utility service to customers is eligible to be reflected in

rates.

WHAT IS SWPA'S UTILITY PLANT-IN-SERVICE CLAIM FOR ITS FTY

AND FPFTY?

SWPA's utility plant-in-service claim for the FTY ending November 30, 2018 is

$367,714,123 (SWPA Ex. No. JDH-1, col. 6). The Company's utility plant-in-

service claim for the FPFTY ending December 31,2019 is $409,389,892 (SWPA

Ex. No. JDH-1, col. 10).

PLEASE EXPLAIN YOUR PLANT-IN-SERVICE ADJUSTMENT

REGARDING THE MTWS.

For the reasons I discussed above, I am recommending the utility plant-in-service

related to the proposed MTWS acquisition be rejected. As shown on the

Company's response to Office of Consumer Advocate ("OCA") interrogatory

OCA-IV-23, the Company is clairning $5,820,000 in utility plant-in-service

related to the MTWS in the FPFTY (I&E Ex. No. 3, Sch. 5). Therefore, my

recomrlended rejection of the MTWS reduces the Company's utility plant-in-

service claim in the FPFTY by $5,820,000 from $409,389,892to5403,569,892

(I&E Ex. No. 3, Sch. 1, col. D-F, line l0). As stated on page 26 of SWPA

Statement No. 1, the fair market appraisals for the MTWS have not yet been

submitted as part of an application. Therefore, once the appraisals are complete, if

2l
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a.

A.

a.

A.

the amount the Company proposes to include in rate base associated with the

MTWS is altered, I recommend the Company provide an update to OCA-IV-23

that shows a correct breakdown of plant-in-service costs associated with the

MTWS.

DO YOU HAVE ANY OTHER RECOMMENDATIONS REGARDING

UTILITY PLANT.IN.SERVICE IN THIS PROCEEDING?

Yes, I recommend that SWPA's FPFTY year-end utility plant-in-service claim not

be reflected in rate base. Rather, I recommend a utility plant-in-service amount of

$385,642,008 be reflected in rate base (I&E Ex. No. 3, Sch. l, col. H, line 10). I

based my recommendation on the use of an average rate base methodology rather

than the year-end rate base contained in the Company's filing u, *.tt as several

adjustments to the Company's claimed utility plant-in-service as discussed below.

USING AN AVERAGE RATB BASE. HOW DID YOU DETERMINE

SWPA'S UTILITY PLANT-IN-SERVICE?

I computed I&E's recommended $385,642,008 of utility plant-in-service for the

FPFTY by taking the average of the Company's total utility plant-in-service for

the FTY ending December 31,2018 and my recommended total utility plant-in-

service for the FPFTY ending December 31,2019 as shown on I&E Exhibit No. 3,

Schedule l, line l0 and below:

($367 ,714,123 + $403,569,892) : 2: $385,642,008.

22
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A.

ANNUAL DEPRECIATION EXPENSE

WHAT IS ANNUAL DEPRECIATION EXPENSE?

Depreciation is the loss of value of a utility's assets used and useful in the

provision of utility service due to usage, passage of time, etc. The National

Association of Regulatory Utility Commissioners defines annual depreciation

expense as the annual cost associated with the diminution in the usefulness of an

asset over time. Depreciation expense is the way the return of a utility's

investment is captured in rates and is generally computed by dividing the original

cost of an asset by its expected useful life or by multiplying the annual accrual rate

by the original cost.

WHAT IS SWPA'S CLAIMED ANNUAL DEPRECIATION EXPENSE

FOR THE FTY AND FPFTY?

SWPA's claimed annual depreciation expense for the FTY ending December 31,

2018 is $8,164,788 (SWPA Ex. CEH-2, Sch. 33), and for the FPFTY ending

December 31,2019 is $8,722,962 (SWPA Ex. CEH-2, Sch. 33).

ARE YOU RECOMMENDING AN ADJUSTMENT TO THE COMPANY'S

PROPOSED ANNUAL DEPRECIATION EXPBNSE IN THE FPFTY?

Yes. Consistent with my recorlmended removal of the Cornpany's plant-in-

service related to the MTWS, the annual depreciation expense rnust necessarily

also be adjusted. Therefore, I recornmend that the Cornpany's annual depreciation

a.

A.

a.

A.

^az)



I expense claim in the FPFTY be reduced by $107,323 from$8,724,603 to

2 $8,617,280 (I&E Ex. No. 3, Sch. 7, cols. C-E).

a
1

4 A. HOW DID YOU DETERMINE YOUR ADJUSTMENT TO THE FPFTY

5 ANNUAL DEPRECIATION EXPENSE?

6 A. I determined my adjustment to the FPFTY annual depreciation expense by

7 multiplying the adjusted original cost plant-in-service by the composite accrual

8 rate (I&E Ex. No. 3, Sch. 6, lines 14,16,25,and 51-55).

9

10 A. DO YOU HAVE A RECOMMENDATION REGARDING THE

I I COMPANY'S ANNUAL DEPRECIATION EXPBNSE CLAIM?

12 A. Yes. Based on my use of average rate base methodology and my FPFTY annual

l3 depreciation expense adjustments regarding the MTWS, discussed above, I

14 recommend an annual depreciation expense of $8,391,033 be reflected in this case,

l5 which represents a decrease of $331,929 to the Company's annual depreciation

16 expense claim (58,722,962 - $8,391,033) (I&E Ex. No. 3, Sch. 7).

I7 My $8,391,033 annual depreciation expense recoffrmendation was

l8 determined by taking the average of the annual depreciation expense in the FTY

19 and rny adjusted annual depreciation expense in the FPFTY, less the $950,910

20 depreciation on contribution in aid of construction ("CIAC") / Advances, as shown

2I on I&E Exhibit No. 3. Schedule I and below:

22 ($9,1 I 5,697 + $9,568,190) - 2:59,341,943 - $950,910 : $8,391,033.
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I ACCUMULATED DEPRECIATION

2 A. WHAT IS ACCUMULATED?

3 A. A utility's accumulated depreciation is the aggregate of all the annual depreciation

4 expenses over the years that the asset was in service. The accumulated

5 depreciation is subtracted from the original cost of plant in service as part of the

6 total rate base calculation.

7

8 Q. WHAT IS SWPA'S ACCUMULATED DEPRECIATION FOR THE FTY

9 AND FPFTY?

10 A. The Cornpany's accumulated depreciation for the FTY is $78,617 ,020 and

11 accumulated depreciation for the FPFTY is $85,360,944 (SWPA Ex. No. CEH-1,

12 Sch. l.l).

13

14 A. DO YOU HAVE A RECOMMENDATION REGARDING THE UTILITY'S

15 ACCUMULATED DEPRECIATION AT THE END OF THE FPTFY?

16 A. Yes. Based on my recommendation to remove the cost of the MTWS plant, there

17 should be a corresponding reduction of $798,576 in accumulated depreciation

18 associated with the MTWS plant. Therefore, I recomrnend the Company's

19 accumulated depreciation in the FPFTY be decreased by $798,576 from

20 $85,360,943 to $84,562,367 (I&E Ex. No. 3, Sch. l, cols. D-F, line 1l).
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1 Q. HOW DID YOU DETERMINE YOUR RECOMMENDED ADJUSTMENT

2 TO THE ACCUMULATED DEPRECIATION AT THE END OF THE

3 FPFTY?

4 A. As shown on I&E Exhibit No. 3, Schedule 6, first I determined the level of future

5 accruals by multiplying the adjusted accrual amount (col. M) by the remaining life

6 (column O). My recommended accumulated depreciation level was determined by

7 subtracting the adjusted future accruals (column J) from the adjusted original cost

8 plant-in-service (column E).

9

IO A. DO YOU HAVE A RECOMMENDATION REGARDING THE UTILITY'S

11 ACCUMULATED DEPRECIATION THAT SHOULD BE REFLECTED IN

12 RATE BASE?

13 A. Yes. Based on my use of average rate base methodology and my accumulated

14 depreciation adjustment regarding the MTWS, discussed above, I recommend an

15 accumulated depreciation of $81,589,693 be reflected in this case, which

16 represents a decrease of $3,771,251($81,589,693 - $85,360,944) to the

l7 Company's accumulated depreciation claim.

18

19 a. How DrD You DETERMINE YOUR RECOMMENDED

20 ACCUMULATED DEPRECIATION AMOUNT?

2l A. I determined my recommended accumulated depreciation level by taking the

22 average of the Company's accumulated depreciation for the FTY ending



1 December 31,2018 and my adjusted accumulated depreciation for the FPFTY

2 ending December 31,2019 as shown on I&E Exhibit No. 3, Schedule 1, line I 1

3 and below:

4 ($78,617,020 + 934,5 62,367) - 2 : $8 I ,5 89,693.

6 OTHER ADDITIONS AND DEDUCTIONS

1 a. WHAT OTHER ADDITIONS AND DEDUCTTONS TO THE

8 DEPRECIATED ORIGINAL COST OF UTILITY PLANT ARE

9 ALLOWED?

10 A. Some of the additions to the depreciated original cost of a company's investment

l1 in utility include materials and supplies and cash working capital. Some of the

12 deductions include deferred income taxes and contributions in aid of construction

13 ("CIAC"). Some additions are applicable to a specific utility or utility type. The

14 FPFTY depreciated original cost claimed by SWPA in this proceeding is

15 5324,028,948 shown on SWPA Exhibit No. CEH- l, Schedule L I . The claimed

16 additions to the Company's depreciated original cost are as follows:

l7 l. Cash Working Capital;

18 2. Materials and Supplies;

19 The deductions to the depreciated original cost are:

20 l. CIAC and Contributions: and

21 2. Deferred Taxes.
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IS I&E RECOMMENDING ANY ADJUSTMENTS TO THE ADDITIONS

AND DEDUCTIONS LISTED ABOVE?

Yes. As discussed below, I am recommending adjustments to Materials and

Supplies. Additionally, adjustments to cash working capital are discussed by I&E

witness Grab in I&E Statement No. 1. I am not recommending any changes to the

Company's CIAC and Contributions claim because the Cornpany reflected the

same amount in the HTY, FTY, and FPFTY and any adjustments were included in

the net plant claim, therefore, an average would not change the amount reflected.

MATERIALS AND SUPPLIES

HOW DID THE COMPANY DEVELOP ITS CLAIM FOR MATERIALS

AND SUPPLIES?

The Company's claim for Materials and Supplies was developed by first

calculating a thirteen-month average of plant balances for each in the historic test

year. The $481,594 claim for Materials and Supplies is a l2-rnonth average of the

HTY thirteen-month average plant balances as shown on SWPA Exhibit D V-1 l.

The Company used the same $481,594 claim for Materials and Supplies in the

HTY, FTY, and FPFTY (SWPA Ex. No. CEH-I, Sch. 1.1).
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A.
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WHAT DO YOU RECOMMEND CONCERNING THE COMPANY'S

$481,594 CLAIM FOR MATERIALS AND SUPPLIES IN THE FPFTY?

I recommend the Company's $48l,sg4jurisdictional claimed level of Materials

and Supplies be increased by $19,474 to $501 ,067 (I&E Ex. No. 3, Sch. 1,

line 16).

HOW DID YOU DETERMINE YOUR RECOMMENDED LEVEL OF

MATERIALS AND SUPPLIES?

I updated the thirteen-month average balances of materials and supplies to account

for the additional actual balances provided by the Company in its responses to

I&E-RB-9 (supplemented on June 26,2018), attached as I&E Exhibit No. 3,

Schedule 8. This update results in a total Company 12-month average material

supplies level of $501,067 (I&E Ex. No. 3, Sch. 9). Because the Company

claimed the same level of Materials and Supplies in the HTY, FTY, and FPFTY,

the average of the FTY and FPFTY adjusted balances of Materials and Supplies is

the same $501.067.

IF THE COMPANY PROVIDES FURTHER UPDATES THROUGH THE

COURSE OF THIS PROCEEDING. SHOULD THE MATERIALS AND

SUPPLIES CLAIM BE ADJUSTED?

Yes. It is appropriate to use the most recent data available to detennine the

Materials and Supplies balance.

A.
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DEFERRED TAXES

2 A. WHAT AMOUNT OF DEFERRED TAXES DID THE COMPANY CLAIM

3 IN THE FTY AND FPFTY?

4 A. The Company's claim for Deferred Taxes is $ 18,237 ,542 in the FTY and

5 $18,810,736 in the FPFTY (SWPA Ex. No. CEH-1, Sch. 4.1).

6

] A. ARE YOU RECOMMENDING AN ADJUSTMENT TO THE COMPANY'S

8 DEFERRED TAXES CLAIM THAT IS REFLECTED IN RATE BASE?

9 A. Yes. I recommend that $18.524.139 of Deferred Taxes be reflected in rate base

10 (I&E Ex. No. 3, Sch. 1, col. H, line 28).

ll

12 A. HOW DID YOU DETERMINE YOUR RECOMMENDED ADJUSTMENT

13 TO THE COMPANY'S CLAIM FOR DEFERRED TAXES?

14 A. Based on the average rate base methodology, my recommended $78,524,139 level

l5 of Deferred Taxes was determined by taking the average of the Company's

16 Deferred Taxes claim for the FTY and the Company's Deferred Taxes clairn for

17 the FPFTY as shown on I&E Exhibit No. 3, Schedule 1, line 15 and below:

l8 (518,237,542 + 918,810,736) - 2: $18,524,139.

t9

20 A. WHAT EFFECT DOES I&E'S RECOMMENDED ADJUSTMENTS HAVE

2I ON SWPA'S RATE BASE AND ANNUAL DEPRECIATION EXPENSE

22 CLAIM?
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I A. My use of the average rate base methodology and the resulting recommended

2 adjustments discussed above coupled with I&E witnesses Grab's rate base

3 adjustments reduce the Company's claimed rate base as shown on I&E Exhibit

4 No. 3, Schedule 1, line 18 and as follows:

Effects of I&E's Plant in Service,
Accumulated Depreciation Expenses, Materials and Supplies,

Deferred Income Taxes, CIAC and Contributions. and
Cash Working Capital on SWPA's Claimed Rate Base for the
Fully Projected Future Test Year ending December 31, 2019

Line Company I&E I&E
No. Claimed Adiustment Recommended

(A) (B) (c) (D)

I $243,448,960 $(t9,737,946) $233,7l0,gt4
6

7 The same methodology reduces the annual depreciation expense claim as shown

8 on I&E Exhibit No. 3. Schedule 7 and as follows:

I&E's Recommended
Annual Depreciation Expense for the

Fully Proiected Future Test Year ending September 30, 2019

Line Company I&E I&E
No. Claimed Adiustment Recommended

(A) (B) (c) (D)

I $9,722,962 $(331 ,929) $8,391,033
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FTY AND FPFTY REPORTING

WHAT AMOUNT OF ADDITIONAL RATE BASE WILL BE

ASSOCIATED WITH THE INCLUSION OF THE FPFTY ENDING

DECEMBER 31, 2019 FOR SWPA?

As mentioned above, the Company's rate base for the FPFTY ending December

31,2019 is$243,448,860 (SWPA Ex. No. CEH-I, Sch. 1.1). SWPA's rate base

for the FTY ending December 3 1, 201 8 is $209,048,221 (SWPA Ex. No. CEH- 1,

Sch. 1.1). Therefore, $47,888,486 ($243,448,860 - $209,048,221) of rate base

additions are associated with the twelve months between the end of FTY and the

end of the FPFTY.

DO YOU HAVE ANY RECOMMENDATIONS REGARDING PLANT

ADDITIONS THAT SWPA PROJECTS TO BE IN SERVICE DURING

THE FTY ENDING DECEMBER 31.2018 AND THE FPFTY ENDING

DECEMBER 31. 2OI9?

Yes. I recommend that the Company provide the Commission's Bureaus of

Technical Utility Services and Investigation and Enforcement with an update to

SWPA Exhibit No. JDH-1, no later than April 1,2019, which should include

actual capital expenditures, plant additions, and retirements by month from

January 1,2017 through December 31,2018 and an additional update for actuals

from Janu ary l, 201 9 through December 3 I , 2019, no later than April I , 2020.

A.

a.

A.
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WHY DO YOU RECOMMEND THAT SWPA PROVIDE THESE

UPDATES?

Although I&E is recommending that SWPA's plant projections be modified by

applying the average rate base methodology, I&E continues to believe that there is

value in determining how closely SWPA's projected investments in future facility

comport with the actual investments that are made by the end of the FTY and

FPFTY. Determining the correlation between SWPA's projected and actual

results will help inform the Commission and the parties in SWPA's future rate

cases.

Whether based on the average rate base methodology or an end-of-year rate

base value, the updates are important. As I previously explained, through use of

the FPFTY, SWPA is essentially requiring ratepayers to pre-pay a return on its

projected investment in future facilities that are not in place and providing service

at the tirne the new rates take effect, but also are not subject to any guarantee of

being completed and placed into service. While the FPFTY provides for such

projections, there should be verification of the projections. Therefore, requiring

the Company to provide updates demonstrating that actual investment comports

with projections used in setting rates using the FPFTY provides the Cornmission

with actual data to gauge the accuracy of SWPA's projected investments in future

proceedings.
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I PRESENT RATE REVENUE

2 A. WHAT IS THE COMPANY'S CLAIMED PRESENT RATE REVENUE

3 LEVEL IN THE FPFTY?

4 A. The Company's claimed revenues under pro forma present rates in the FPFTY

5 ending December 31,2019 is $47,382,250 (SWPA Exhibit No. CEH-I, Schedule

6 4. col.8).

7

8 Q. DOES THE COMPANY'S PRESENT RATE REVENUES INCLUDE AN

9 ADJUSTMENT FOR THE MTWS?

l0 A. Yes. As stated on page 7 of SWPA Staternent No. 2, the adjustment for the

l1 acquisition of the MTWS is shown on SWPA Exhibit No. CEH-1, Schedule 9.3,

12 Adjustment 3 and included in the adjustments on SWPA ExhibitNo. CEH-1,

13 Schedules 5 and 3. The total adjustment for the MTWS under present rates is an

14 addition of $613,261 (SWPA Ex. No. CEH-1, Sch. 5, col. 7).

t5

16 A. DO YOU HAVE ANY RECOMMENDATIONS REGARDING THE MTWS

17 REVENUE ADJUSTMENTS?

l8 A. Yes. Consistent with my recommendation above to deny the inclusion of the

19 MTWS acquisition in the current base rate case, I recofflrlend that the $613,261

20 revenue adjustments associated with the MTWS be denied.

2l
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A.

a.

A.

a.

OTHER THAN THE MTWS REVENUE ADJUSTMENT DISCUSSED

ABOVE, IDENTIFY THE BASIS FOR THE COMPANY'S FPFTY

PRESENT RATE REVENUE LEVEL.

As discussed on SWPA Statement No. 2, pages 5-7,the Company's pro forma

revenue at present rates is calculated by taking an application ofpresent rates to

the consumption analysis shown on SWPA Exhibit No. CEH-I, Schedule 5 and

multiplied by an adjustment factor. Then, the pro forma revenue is adjusted for

annualized customer growth, declining usage, and the effects of the Company's

territory expansion, labeled as Trunk Line, and described on SWPA Statement No.

1, pp. 22-24. These adjustments are summarized on SWPA Exhibit No. CEH-I,

Schedule 5.

WHAT DO YOU RECOMMEND REGARDING THE COMPANY'S

CLAIMED PRESENT RATE REVENUE?

I recommend the Company's present rate revenue level be decreased by $655,983

from $47,3 82,250 to $46,320,657 (I&E Ex. No. 3, Sch. 10, col. F-G, line 18).

WHY DO YOU RECOMMEND THE COMPANY'S CLAIMED PRESBNT

RATE REVENUB BE DECREASED TO 546,320,657?

In addition to the MTWS adjustment discussed above, when calculating a revenue

requirement in a designated test year, it is vital that the expenses and revenues are

assessed using the same time period. In this case, I&E is recommending the

A.
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a.

A.

a.

A.

application of an average rate base to calculate the Company's rate base and

depreciation expense claims, as described above. Therefore, for purposes of

consistency, it is also necessary to calculate the Company's present rate revenue

level in the FPFTY using a consistent average methodology.

HOW DID YOU DETERMINE YOUR RECOMMENDED PRESENT RATE

RBVENUE LEVEL IN THE FPFTY.

I determined my recommended presentrate revenue level in the FPFTY by

removing the MTWS adjustment, then applying an average methodology to the

remaining customer growth, declining usage, and Trunk Line adjustments.

IDENTIFY AND EXPLAIN YOUR ADJUSTMENT TO THE CUSTOMER

GROWTH ADJUSTMENT.

The Company's adjustment for customer growth is shown on SWPA Exhibit No.

CEH-I, Schedule 9.1. The Company projects the same customer growth in the

FTY and the FPFTY, therefore, an average of the annualized number of bills (or

the forecasted customer growth multiplied by l2), would simply be half of the

projected number of bills in the FPFTY. These calculations are shown on I&E

Exhibit No. 3, Schedule 11, line l. The number of bills is then rnultiplied by an

average service charge for each rate class (l&E Ex. No. 3, Sch. 1 1, line 3) to

determine the revenue adjustrnent frorn the service charge (I&E Ex. No. 3,

Schedule I l, line 12). The number of bills is also rnultiplied by an average
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A.

volume per normalization (I&E Ex. No. 3, Sch. 11, lines 9-11) and a volumetric

charge (I&E Ex. No. 3, Sch. 11, lines 4-5) to determine the revenue from the

volumetric charge (I&E Ex. No. 3, Sch. 11, lines 13-14). The revenue from the

service charge and the revenue from the volumetric charge are then added together

to determine the total revenue adjustment for customer growth for each rate class

(I&E Ex. No. 3, Sch. 11, line 15). The result of my avefage methodology is to

reduce the total customer growth adjustment by $ 162,01I from $336,786 to

$174,775 (I&E Ex. No. 3, Sch. 11, line 16, col. M-O).

IDENTIFY AND EXPLAIN YOUR ADJUSTMENT TO THE DECLINING

USAGE ADJUSTMENT.

The Company's adjustment for declining is shown on SWPA Exhibit No. CEH-1,

Schedule 9.2. The Company's projected daily usage for the residential class is

113.53 gallons per day in the FTY and 111.32 gallons per day in the FPFTY. For

the commercial class, the projected daily usage is 808.25 gallons per day in the

FTY and 798.96 gallons per day in the FPFTY. In order to determine the usage at

the midpoint of the FPFTY, I took the average of the projected daily usage in the

FTY and FPFTY (I&E Ex. No. 3, Sch. 12,line l2). The result is an increase in the

projected daily usage in the FPFTY of I .10 gallons per day frorn I 11.32 gallons

per day to 112.42 for the residential class and an increase of 4.64 gallons per day

from 798.86 gallons per day to 803.6 gallons per day.
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To determine the revenue adjustment derived from the declining usage, the

difference in daily usage between the actual 2017 dally usage and the projected

daily usage in the FPFTY is multiplied by 30 and divided by 1,000 to determine

the reduction in rnonthly usage per thousand gallons as shown on I&E Exhibit No.

3, Schedule 12, lines 1l-15. The result under my recommendation is an average

reduction in monthly usage per 1,000 gallons of 0.10 ((112.42 - 115.73) x 30 /

1,000) for the residential class and an average reduction in monthly usage per

I ,000 gallons of 0.42 ((803.60 - 817 .54) x 30 I 1,000) for the commercial class.

Finally, the average reduction in monthly usage per 1,000 gallons is

multiplied by the actual normalized bills for each class shown on line l0 of I&E

Exhibit No. l2 and by the first block usage rate under present rates of $7.7506 per

1,000 gallons (I&E Ex. No. 3, Sch. 12,line 17) to determine the revenue

adjustment for declining usage. As shown on I&E Exhibit No. 3, Schedule 12,

columns C and F, line 18, the adjustment in present rate revenue under my

recommendation for the residential class is to increase the adjustment by $167,415

from negative $669,3 l0 to negative $501,895 ((0 1) x 652,728 x 7 .7 506) and for

the commercial class is to increase the adjustment by $61,235 from negative

$245,006 to negative $183,771 ((0.42)x 56,J12x7.7506).

A. IDENTIFY AND EXPLAIN YOUR ADJUSTMENT TO THE TRUNK LINE

ADJUSTMENT.
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A. The Company's adjustment for the Trunk Line is shown on SWPA Exhibit No.

CEH-1, Schedule 9.4. This adjustment is comprised of two parts; a service charge

adjustment for the addition of 252 customers and a volumetric rate adjustment for

usage at the projected usage level in the FPFTY. Because the 252 additional

customers are projected to be added in the FPFTY, I determined that the number

of customers at the mid-point of the FPFTY would simply be half of the

customers, or 126.

Similar to the customer growth adjustment described above, the service

charge adjustment is calculated by multiplying the average number of customers

by 12 to determine the number of bills (126 x 12: 1,512),the multiplying the

number of bills by the present rate service charge of $13.75, which results in a

reduction of $20,790 from the Company's revenue from service charge of $41,580

to $20,790 (1,512 x $13.75) (I&E Ex. No. 3, Sch. 13, line 7).

Sirrilar to the usage decline adjustment described above, the revenue

adjustment from the volurnetric charge is calculated by determining the rnonthly

volumes per norrnalization, or the projected daily usage in gallons multiplied by

30 and divided by 1,000. Using the projected usage for the FPFTY that I

recommended above of 112.42, the monthly volumes per norm alization is 3.37

((112.42 x 30) / 1,000) or an increase of 0.03 from the Company's 3.34 (l&E Ex.

No. 3, Sch. 13, line 4). The revenue from the volumetric charge is detennined by

multiplying the rnonthly volurnes per normalization by the annualized number of

bills and by the present rate volumetric charge of $7.7506. the result under my

39



I

2

3

4

5

6

7

8

9

l0

l1

12

13

14

l5

l6

t7

l8

t9

20

2l

a.

A.

recommendation is $39,528 (3.34x1,512 x $7.7506) or a reduction of $38,754

from the Company's adjustment of $78,282 (I&E Ex. No. 3, Sch. 13, line 13).

My total recommended Trunk Line adjustment is the sum of the revenue

from the service charge and revenue from the volumetric charge, or $60,318

($20,790 + $39,528). This represents a reduction of $59,544 fromthe Company's

$119,862 adjustment level (I&E Ex. No. 3, Sch. 13, line l5).

ARB YOU RECOMMENDING ANY OTHER ADJUSTMENTS TO THE

PRESENT RATE REVENUE?

Yes. SWPA Exhibit No. CEH-1, Schedule 4 includes an adjustment to present

rate revenue for the add back of annualized DSIC revenue. This adjustment is

calculated by multiplying the sum of column 5, revenue under present rates, and

column 6, adjustments to present rates, by 7.5%. As I described above, my

recommendation alters the adjustments to present rates. Therefore, the calculated

adjustrnent for annualized DSIC revenue would also be adjusted under rny

recommendation. My recommended adjustment for annualized DSIC revenue is a

reduction of $45,7 66 frorn $3, 112,098 (SWPA Ex. No. CEH- I , Sch. 4, col. 7) to

$3,066,33 I (I&E Ex. No. 3, Sch. 10, col. E, line l8).

A. WHAT IS YOUR TOTAL RBCOMMENDED CHANGE TO THE

REVENUE UNDER PRESENT RATES?
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1 A. The adjustments to revenue under present rates by rate class are summarized on

2 I&E Exhibit No. 3, Schedule 14. My recommendation is to reduce present rate

3 revenue by $655,983 from $47,382,250 to $46,320,657 (I&E Ex. No. 3, Sch. 10,

4 line 18, col. F-H).

6 REVENUE UNDER PROPOSED RATES

7 A. DOES THE COMPANY INCLUDE ANY ADJUSTMENTS TO ITS

8 REVENUE UNDER PROPOSED RATES?

9 A. Yes. As shown on SWPA Exhibit No. CEH-I, Schedule 2, column 6, the

l0 Cornpany is including$.772,793 in adjustments to its proposed rate revenues.

ll

12 A. ARE YOU RECOMMENDING ANY CHANGES TO THE COMPANY'S

13 ADJUSTMENTS TO ITS REVENUE UNDER PROPOSED RATES?

14 A. Yes. As a result of my recommendation regarding the MTWS acquisition and the

l5 average rate base methodology, as discussed above, I am recommending the

16 Company's total adjustments to proposed rate revenue be reduced by $846,091

17 from$772,793 to negative $73,299 (I&E Ex. No. 3, Sch. 15, col. E-G, line 9). My

l8 recommendation reduces the Company's total proposed rate revenue by the same

19 $846,091 from $53,618,655 to$52,722,563 (l&E Ex. No.3, Sch. 15, col. H-K,

20 line 9).
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A.

HOW DID YOU DETERMINE YOUR RECOMMENDED REVENUE

UNDER PROPOSED RATES?

As shown on I&E Exhibit No. 3, Schedule 16, p. 2, I determined my

recommended adjustments to the Company's proposed rates by multiplying the

number of bills and consumption, adjusted for the average rate base methodology

as discussed above, by the Company's proposed rates. I also removed the

adjustments to proposed rates associated with the MTWS acquisition. My

recommended changes to the proposed revenue adjustments are summarized on

I&E Exhibit No. 3. Schedule 17.

CUSTOMER COST ANALYSIS

WHAT IS A CUSTOMER COST ANALYSIS AND HOW IS IT USED?

A customer cost analysis is part of a cost of service study that includes only direct

and some indirect customer costs. It is used to determine the appropriate customer

charees for the various classes.

WHAT ARE DIRECT AND INDIRECT CUSTOMER COSTS?

A direct custorner cost is an expense or plant itern that changes every tirne the

Company adds new customers or when customers leave the system. They are

direct costs the Cornpany must have in place to serve its customers every rnonth.

Indirect costs are costs that do not chanse with the addition or subtraction of

customers but could be considered customer related.

a.

A.

a.

A.
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WHY IS IT IMPORTANT TO DISTINGUISH BETWEEN DIRECT AND

INDIRECT CUSTOMER COSTS AS YOU HAVE DEFINED THEM?

As acknowledged in the seventh edition of the American Water Works

Association Ml Manual, there is a tradeoff between revenue stability from a high

customer charge and affordability and conservation from a low customer charge

and higher usage rates.a In providing utility service to ratepayers utilities in

general, and SWPA in particular, entire business are based around serving

customers. Using a loose definition of direct customer costs, such as those costs

allocated based on customer count in the cost of service study, as is the case with

Mr. Herbert's fully allocated customer cost analysis, could have the effect of

driving up the customer charge which adversely effects conservation and low-

income customers. The Commission has recognized this fact in previous cases

and it is now common practice in Pennsylvania to allocate only direct customer

cost as well as some indirect customer costs int the customer cost analysis.

DID THE COMPANY PREPARE A CUSTOMER COST ANALYSIS TO

SUPPORT ITS PROPOSAL TO INCREASE ITS CUSTOMER CHARGES?

The Company provided a breakdown of the various costs included in its proposed

custorrer charges in a schedule entitled "Direct Customer Costs - Detail" (SWPA

Ex. PRH-1, Schedule H).

AWWA Manual of Water Supply Practices Ml Principles of Water Rates, Fees, Charges, Seventh Edition.
pp. 154-155.
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WHAT COSTS ARE INCLUDED IN THE COMPANY'S DIRECT

CUSTOMER COST ANALYSIS?

The Company's customer cost analysis is split into three categories of allocation:

Meters, Services, and Billing and Collecting. The costs allocated specifically to

Meters are Operation and Maintenance Expenses: T&D Labor - Operation -

Employee Salaries - Supervision, Employee Salaries - Meters, and Fringe

Benefits, as well as Rate Base: Meters and Depreciation Expense: Meters. The

costs allocation specifically to Services are Operation and Maintenance Expenses:

T&D Labor - Maintenance - Employee Salaries - Supervision, Employee Salaries

- Structures and Improvements, Employee Salaries - Services, and Fringe

Benefits, as well as Rate Base: Services and Depreciation Expense: Services.

The following costs are allocated across all three categories: Management

Fees - Employee Related, Transportation Expense, Worker's Compensation,

Advertising Expense, Office Rents as well as the Depreciation Expense costs from

Office Buildings and Office Furntiure & Equipment. Also allocated across all

three categories are Rate Base costs from Office Buildings, Office Furntiure &

Equipment, Materials and Supplies, and Deferred Taxes, in addition to Payroll

Taxes.

Finally, the following costs are allocated solely to the Billing and

Collecting category: Total Customer Accounting Expense, Management Fees -

Customer Related, and Rate Base and Depreciation Expense associated with

Computer Software - CIS. It should be noted that the Total Customer Accounting
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Expense includes costs that are not shown on SWPA Exhibit No. PRH-1, Schedule

H, p. 2, but instead are detailed on SWPA Exhibit D VIII-Oli, p. 4 of 8 as follows:

Employee Salaries - Supervision, Employee Salaries - Meter Reading, Employee

Salaries - Billing, Fuel for Power Production, Material and Supplies, Outside

Services, Outside Services - Mahoning, Rental of Equipment, Transportation

Expense, Bad Debt Expense, Fringe Benefits, Miscellaneous Other, Office

Expenses, Utilities and Other, and Postage.

WHAT IS THE RESULT OF THE COMPANY'S CUSTOMER COST

ANALYSIS?

The result of the Company's customer cost analysis is a monthly cost per 5/8-inch

Meter of $14.96 as shown on SWPA Exhibit No. PRH-1, Schedule H, p. 1, that

the Company used to support its proposed customer charge of $15.00.

DO YOU AGREE WITH THE COMPANY'S CUSTOMER COST

ANALYSIS?

No. Consistent with my rejection of the MTWS above, the $5,372 of Customer

Accounts cost Outside Services - Mahoning (SWPA Ex. D VIII-01i, p. 4 of 8)

should be removed frorn the customer cost analysis. Furtherrnore, I believe, based

on my definition above, that the Company has included costs that are not direct

customer costs or the indirect costs that have been allowed bv the Commission in

the past. The following indirect costs should be removed from the customer cost
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analysis: Operation and Maintenance Expenses: T&D Labor - Maintenance -
Employee Salaries - Structures and Improvements, Transportation Expense,

Worker's Compensation, Management Fees - Employee Related, and

Management Fees - Customer Related, and a part of the Total Customer

Accounting Expense (I&E Ex. No. 3, Sch. 18). The costs that are apart of the

Total Customer Accounting Expense that should not be included in the customer

cost analysis because they are not direct customer costs are as follows: Fuel for

Power Production, Rental of Equipment, Bad Debt Expense, Miscellaneous Other,

Office Expenses, and Utilities and Other. These costs do not change with the

addition or subtraction of a single customer and, therefore, should not be included

in the calculation of the customer charse.

WHAT IS THE TOTAL CUSTOMER COST AND PUBLIC FIRE

MONTHLY COST PER 5/8.INCH METER?

The total customer cost and public fire monthly cost per 5/8-inch meter that results

from my recomrlended customer cost analysis is $14.01 per customer per rnonth

(I&E Ex. No. 3, Sch. 19, col. D, line 6). This is a reduction of $0.95 from the

Company's unit cost per customer of $14.96 (I&E Ex. No. 3, Sch. 19, col. D-F,

line 6).

46



I

2

3

4

5

6

7

8

9

l0

ll

t2

l3

l4

l5

16

t7

l8

19

20

a.

A.

CUSTOMER CHARGES

WHAT IS THE COMPANY'S PRESENT s/8-INCH SERVICE CHARGE?

The Company's current 5/8-inch service charge for all rate classes is $13.75 per

month (SWPA Ex. No. PRH-I, Sch. 1, p. 1). The Company's customer charge

rate schedule is based on meter size and is the same for all rate classes (SWPA Ex.

No. PRH-I, Schedule I, p. 1).

WHAT s/8-INCH SERVICE CHARGE IS THE COMPANY PROPOSING

FOR THB CUSTOMER CLASSES?

The Company is proposing a 5/8-inch service charge of $ 15.00 for the residential

classes. This is an increase of $ 1 .25, or approximately 9o/o, over the Company's

current customer charge of $13.75 (SWPA Ex. No. PRH-I, Sch. I, p. l).

HOW DO YOU ASSESS THE REASONABLENESS OF A UTILITY'S

PROPOSED CUSTOMER CHARGE?

Generally, my assessment of the reasonableness of a utility's proposed customer

charge is based two factors: the customer cost analysis that properly includes only

direct customer costs and some appropriately included indirect customer costs and

whether the proposed increase to the customer charge violates the concept of

sradualism.

a.

A.

a.

A.
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1 Q. WHAT IS GRADUALISM?

2 A. Gradualism is a well-established ratemaking concept that seeks to limit the

3 irnmediate increases customers receive when rates are increased and implement

4 significant rate changes on a more gradual basis over time.

5

6 a. DO YOU AGREE WrrH THE COMPANY'S RECOMMENDED 5/8-INCH

7 CUSTOMER CHARGE OF $15.00?

8 A. No. While the Company's proposed 9o/o increase to the customer charge does

9 satisf,, the concept of gradualism, the Company's proposed customer charge is not

10 supported by a custorrer cost analysis that properly includes only direct customer

I I costs as well as some appropriately included indirect customers costs, as I discuss

12 above. Therefore, I recommend the Company's proposed $15.00 customer charge

13 denied.

14

15 A. WHAT CUSTOMER CHARGE ARE YOU RECOMMENDING?

16 A. I am recommending a $14.00 customer charge for the residential classes. This is an

11 increase of $0.25, or I.8o/o, over the Company's current $13.75 customer charge.

l8 My recommended $14.00 customer charge is based on my recommended customer

19 cost analvsis as described above.

20

2I A. DID THE COMPANY PROPOSE AN INCREASE TO ANY OTHER RATE

22 CUSTOMER CHARGES?
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I A. Yes. The Company rate schedule consists of customer charges based on meter size,

2 which are then applied to all rate classes. As shown on PWSA Ex. No. PRH-I,

3 Sch. I, p. l, the Cornpany is recommending an increase to each customer charge of

4 approximately 9oh, consistent with the 5/8-inch customer charge.

6 A. ARE YOU RECOMMENDING ANY ADJUSTMENTS TO THE CUSTOMER

7 CHARGES FOR THE OTHER METER SIZES?

8 A. Yes. I recommend the customer charges of the other meter sizes also be increase by

9 approximately 1.\oh, consistent with my recommended increase of the 5/8-inch

10 customer charge. My recommended increase to each customer charge by meter size

11 is shown below:

t2

Meter Size Present Rate I&E Proposed Percent Increase

518 &314-inch $ 13.7s $14.00 1.818%

1-inch $28.s0 $29.00 r.754%

I %-inch $s7.00 $s8.00 1.154%

2-inch s97.63 $99.40 r.813%

3-inch $183.13 $186.s0 1.840%

4-inch $305.2s s310.80 1.818%

6-inch s6 r 0.s0 s621.60 L81 8%

8-inch $976.88 $994.60 1.814%

49
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I SCALE BACK OF RATES

2 a. WHAT DO YOU RECOMMEND SHOULD THE COMMTSSTON GRANT

3 LESS THAN THE COMPANY'S FULLY REQUESTED INCREASE?

4 A. Should the Commission grant less than the Company's fully requested increase

5 and approves my recommended customer charges described above, I recommend

6 the usage rates be scaled back prior to the scale back of my recommended

7 customer charge until the usage rates are at present rate levels. However, if the

8 usage rates are scaled back to present rate levels, I recommend the customer

9 charge then be scaled back.

10

11 a. DOES THrS CONCLUDE YOUR DIRECT TESTIMONY?

12 A. Yes.
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Appendix A

ETHAN H. CLINE

PROFESSIONAL EXPERIENCE AND EDUCATION

EXPERIENCE:

0312009 - Present
Bureau of Investigation and Enforcement, Pennsylvania Public Utility Commission -
Harrisburg, Pennsylvania

Fixed Utilit)' Valuation Engineer - Assists in the performance of studies and analyses of
the engineering-related areas including valuation, depreciation, cost of service, quality
and reliability of service as they apply to fixed utilities. Assists in reviewing, comparing
and performing analyses in specific areas of valuation engineering and rate structure
including valuation concepts, original cost, rate base, fixed capital costs, inventory
processing, excess capacity, cost ofservice, and rate design.

06t2008 - 09t2008
Akens Engineering, Inc. - Shiremanstown, Pennsylvania

Civil Eneineer - Responsible, primarily, for assisting engineers and surveyors in the
planning and design of residential development projects

1012007 - 05t2008
J. Michael Brill and Associates - Mechanicsburg, Pennsylvania

Desien Technician - Responsible, primarily, for assisting engineers in the permit
application process for commercial development projects.

01t2006 - 10t2007
CABE Associates,Inc. - Dover, Delaware

Civil Engineer - Responsible, primarily, for assisting engineers in performing technical reviews
of the sewer and sanitary sewer systems of Sussex County, Delaware residential development
projects.

EDUCATION:

Pennsylvania State University, State College, Pennsylvania
Bachelor of Science; Major in Civil Engineering,2005

. Attended NARUC Rate School, Clearwater, FL



TESTIMONY SUBMITTED:

I have testified and/or submitted testimony in the following proceedings:

1. Clean Treatment Sewage Company, Docket No. R-2009-2121928
2. Pennsylvania Utility Company - Water Division, Docket No. R-2009-2103931
3. Pennsylvania Utility Company - Sewer Division, Docket No. R-2009-2103980
4. UGI Central Penn Gas, Inc., 1307(0 proceeding, Docket No. R-2010-2172922
5. PAWC Clarion Wastewater Operations, Docket No. R-2010-2166208
6. PAWC Claysville Wastewater Operations, Docket No. R-2010-2166210
7. Citizens' Electric Company of Lewisburg, Pa, Docket No. R-2010-2112665
8. City of Lancaster - Bureau of Water, Docket No. R-2010-2119103
9. Peoples Natural Gas Company LLC, Docket No. R-2010-2201702
10. UGI Central Penn Gas, Inc., Docket No. R-20I0-22I4415
1 1. Pennsylvania-American Water Company, Docket No. R-201 l-2232243
12. Pentex Pipeline Company, Docket No. A-201 1-2230314
13. Peregrine Keystone Gas Pipeline, LLC, Docket No. A-2010-2200201
14. Philadelphia Gas Works 1307(f), Docket No. R-2012-2286447
1 5. Peoples Natural Gas Comp any LLC, Docket No. R-20 1 2-2285985
I 6. Equitable Gas Company, Docket Nos. R-20 12-23 1257 7, G-20 12-23 12597
17 .City of Lancaster - Sewer Fund, Docket No. R-2012-2310366
I 8. Peoples TWP, LLC I 307(f),Docket No. R-20 13-2341604
19. UGI Penn Natural Gas, Inc. 1307(f), Docket No. R-2013-2361163
20.UGI Central Penn Gas, Inc. 1,307(f), DocketNo. R-2013-2361164
21. Joint Application, Docket Nos. A-2013-2353647 , A-2013-2353649, A-2013-

2353651
22. City of Dubois - Bureau of Water, Docket No. R-201 3-2350509
23.The Colurnbia Water Company, Docket No. R-2013-2360798
24. Pennsylvania American Water Company, Docket No. R-2013-2355276
25. Generic Investigation Regarding Gas-on-Gas Cornpetition, Docket Nos. P-201 l-

227 8 6 8, t-20 | 2 -23 203 23
26.Phlladelphia Gas Works 1307(f), Docket No. R-2014-2404355
21 .Prke County Light and Power Company (Gas), Docket No. R-2013-2397353
28. Pike County Light and Power Company (Electric), Docket No. R-2013-2397237
29. Peoples Natural Gas Cornpany LLC 1307(f), Docket No. R-201 4-2403939
30. UGI Penn Natural Gas, Inc. 1307(f), Docket No. R-2014-2420273
31. UGI Utilities, Inc. - Gas Division 1307(f), Docket No. R-2014-2420216
32.UGl Central Penn Gas, Inc. 1307(f), Docket No. R-2014-2420279
33. Ernporium Water Company, Docket No. R-2014-2402324
34. Borough of Hanover - Hanover Municipal Water, Docket No. R-2014-2428304
35. Philadelphia Gas Works 1307(f), Docket No. R-2015-2465656
36. Peoples Natural Gas Company LLC 1307(0, Docket No. R-201 5-2465112
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3T.Peoples Natural Gas Company - Equitable Division 1307(0, Docket No. R-2015-
2465181

38.PPL Electric Utilities Corporation, Docket No. R-2015-2469275
39. UGI Penn Natural Gas, Inc. 1307(f), Docket No. R-2015-2480934
40. UGI Central Penn Gas, Inc. 1307(0, Docket No. R-201 5-2480937
41. UGI Utilities, Inc. - Gas Division 1307(f), Docket No. R-2015-2480950
42.UGl Utilities, Inc. - Gas Division, Docket No. R-2015-2518438
43. Joint Application of Pennsylvania American Water, et al., Docket No. A-2016-

2537209
44. UGI Utilities, Inc. - Gas Division 1307(f), Docket No. R-2016-2543309
45. UGI Central Penn Gas, Inc. 1307(0, Docket No. R-2016-2543311
46.City of Dubois - Company, Docket No. R-2016-2554150
47.UGl Penn Natural Gas, Inc., Docket No. R-2016-2580030
48. UGI Central Penn Gas, Inc. 1307(0, Docket No. R-2017-2602627
49. UGI Penn Natural Gas, Inc. 1307(f), Docket No. R-2011-2602633
50. UGI Utilities, Inc. - Gas Division 1307(f), Docket No. R-2017-2602638
51. Application of Pennsylvania American Water Company Acquisition of the

Municipal Authority of the City of McKeesport, Docket No. A-2017-2606103
52. Pennsylvania American Water Company, Docket No. R-2011-2595853
53. Pennsylvania American Water Company Lead Line Petition, Docket No. P-2017-

2606r00
54. UGI Utilities, Inc. - Electric Division, Docket No. R-2017 -2640058
55. Peoples Natural Gas Company, LLC - Peoples and Equitable Division 1307(f),

Docket Nos. R-2018-264527 8 & R-2018-3000236
56. Peoples Gas Company, LLC 1307 (f), Docket No. R-2018-2645296
57. Colurnbia Gas of Pennsylvan\a,Inc., Docket No. R-2018-2647577
58. Duquesne Light Company, Docket No. R-2018-3000124



I&E Exhibit No.3
Witness: Ethan H. Cline

PEI\NSYLVAI\IA PUBLIC UTILITY COMMISSION

v.

SUEZ WATER PENNSYLVANIA, INC.

Docket Nos. R-20 I 8-3000834

Exhibit to Accompany

the

Direct Testimony

of

Ethan H. Cline

Bureau of Investigation and Enforcement

Concerning:

Test Year
Average Rate Base

FTY and FPFTY Reporting
Present Rate Revenue

Proposed Rate Revenue
Customer Cost Analysis

Customer Charges
Scale Back of Rates



Lrne

No, D€scriDtion

SUEZ Water Pennsylvanla, Inc.

I&E ADJUSTMENTS TO

RATE BASE

R-2018.3000834

Company As Filed Rate Bass
As ol As of

December 31, 2018 Adjustments December 31, 2019
(A) (B) (c)

1 Original Cost of Utility Plant in Seruie
Accumulat6d Depr6ciation

Net Plant in S€rvics

CIAC and Contributions

Add:

Defered Taxes
Materials and Supplies

Cash Working Capilal

Total Rate Ease

DescriDtlon

$367,714,123

578,617,020

$289,097,103

s41,675,769
s6,743,924

s34,931,845

($63,1 14,693) $0

($18,237,s42) ($573,193)

s481,594 S0

$821,760 $41,986

s409,389,892

s85,360,944

$324,O28,948

($53,1 14,693)

($18,810,736)

$481,594

$863,746

o

7

Line

No

s209,o48,221 534,400,638 S243,448,860

'10

11

12

14

t5
16

17

Original Cost of Utility Plant in S€rvice

Accumul ated Depreciation

Net Plant in Service

CIAC and Contributions

Add:

Deferred Taxes

Materials and Supplies

Cash Woiling Capital

Total Rate Base18

Pro Forma

December 31, 20.18

(A)

$367,714J23
s78,617,020

$289,097,'103

Adjusted

From Company
(B)

s0
$0

Pro Forma

Decemb€r 31, 201 I

6367,714,123

$78,617,020

s0 $289.097,103

(s63.114,693) S0 ($63,'114.69

(E18,237.6421 $o ($18,237,54

$481,594 S't9,474 S501,067

s0 s821.760

$19 474 5209 067 695

I&E ADJUSTMENIS TO RATE BASE

Pro Forma Adjusted Pro Forma
December3l,2019 FromCompany December31,2019

(E)

$409,389,892 ($5,820,000) $403.569,892

$85,360,944 ($798,577) 584,562,367

s324.028,94t| ($5,021.423) $319.007,526

($63,114,693) S0 ($63,114

(918,810,736) S0 (5't8,810,736

$481,594 $19,474 S501,067

986i,746 ($67,382) 5796,364

s243,448.860 ($5.069.33't) 5238.379.528

($23,747,885) $38s,642,008

s286,597 (tl8,624,
$19,{74 $501.067

*F
=mRm
=Xoa
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l&E Exhibit No. 3
Schedule 2

BUREAU OF INVESTIGATION & ENFORCEMENT DATA REQUESTS Pase I of 4

suEz WATER PENNSYLVANTA, tNC.

Docket No. R'2018-3000834

I&E RB-7-D
(Hollenbach)
May 21, 2018

|&E-RB-7-D For all plant additions for the future test year ending December 3L,2OI8, please

provide a schedule showing the following for each plant addition:

A. Total monthly amount spent as of December 3t,2OIB;

B. Location and overall cost of each project;

C. Starting date ofeach project; and

D. Anticipated completion date of each project.

Response: Please see l&E RB-7-D Attachment which is May 2018's forecast report that
captures information to date for the 2018 projects to be in service either by

December 201.8 or December 20L9 except C18M105, Mechanicsburg SOS-Hempt

Bros. WTP for St00,000.



SUEZ Water Pennsylvania
Docket No. R-20 1 8-3000834

I&E'RB-7-D

l&E RB-7-D Altachment
Page 1 of3

Proiect II) Proiect Titl e

a

G

a
o

a
L
tr

=
L

E

s
h

u

!i s =
Carrucver ?80 lB.t 84_8 748 5 74S 5 7J53 5409 602.1 t.344.O 878 3

!8450r DnU :n:akr ani S.urce lfio.ovcmonts - F 200
:184502 002 ilockville lnhke lmcrovementr
14630i 0C2 Tfeatmerr Needr - I 100 10,0 200 20.0 38.6 30-o 40-o 4{}.9 so.0 50.0 700

:188902 0C2 5irth -St Filter 2 Underdrain 7-9 100 100 544 25.0 750 600 90
184501 ml Pumping lmorovements- Reglacements - R 100 :00 28 ls0 150 300 500 566 500 60.0 70.0

_18c503_002 SixthS! H5#5 Pume Repl and VFD

t80100 002 7A 1 I@.O 160.0 237 S 275 O 275.0 500.0
:1BO300 002 Extens ons. Oeveloper Proiects 2C0.0 200,0 125.0 125.0 4.7 320.0 320 0 80 310 0 7L5 0 508 0 91o.0
:18)300 002 :xtcn5ons o€velocer Paoiects A&c (20o 0) (20c 0l (0.0 (400.0) (400.0) (0.0 (600.0) 1600.0) (3B.6 (8oo.o) {s00.0) (105.1 (1,000.01 t1,000.01
118D350 002 )evelcper Retund5 17C 0 170_0 27LO 275 0 775.0 275.4 280.O 280.0 444,4 285 0 490.0 4aa.4 2as o 492.0

:180400 002 itension5 for Bona Fide Cusfofircr

:.18,J600 002 leglacemen( Main Proieqts 250 25.0 46.4 150-0 150.0 25a.3 0 1570.0 | 724.4 952-0 2,930.0 1,630.0

:18070C 002 lleh{av Marn Proiects 80.0 800 2000 150.0 184.2 300 0

:18D900 002 )istribution ldgrovments [NRW)- R 25o 75.0
l1ao901 001 )istribetion Hvdr. ull. iuadel 100 50 64 25.0 5Ct
:18E50i 002 fank Pain:inE 100.0 100.0 250 0

t138503 CC2 ;tonehedce Tank ReDlacement 150
:1s504 C02 ;usouchanna Vilhcc Hvdrognumotic Tank

:18J101 0C2 ) | Optimiretion-Smart Utilitv - R

c18J5Cr 002 s(ADA - R s0 75
atSKcol c02 luildinE & Facilitv imorovments - F I0_0 i0-c 153 LE.0 19.3 20.0 20.0

i18K101 002 iafelJ & Secu.ifv lnorovemFnls'' R 7-7 r.7 t7 20 L7 50 10.0

418K102 002 Mini Excava!or 94.O 940 94C

c18K541 002 New and Reolacemert Small Tools & Eolio. - R 50 50 62 60.0 150 50.0 60,c

418K502 C02 :le<trlcal Ucer.des/'Recl - R 5C 50 to0 90 10.0 15,0 20,c
ii8K505 C02 )allas Skid Steer Loader 350 554 350 0

:18M101 002 Vahcnin( Township Interccnnection 13.0 150 (8.0 50.0 tE,0l t8"o 125.0 i75,0
a18M102 00: Vahcnins Aaouisition 20-o ?00 lSO 400 400 450 70L s0_0 750
::8M103 C02 \dami 0.ive ACdition Lo0 100 zs.o 49 50.0

:18tr1104 002 habcld 5cdTank 03P Srudv 10.0

l-8lr41cs 002 Mechanicsburg SOS - Hempt 6co5 !tuTP fhcvE f.or C17A:.C.1 25.8

:YYrocl il02 \lew Fire l-lydf!nts 47 55 55 50 100 100
ctfDoi2 co lew Shcn f,4ains & Valves 243 500 50,0 510 75O 75C 42.4 100,0 100.0 112 7 125"0 115 0 150"9

--YYO50L tC leol:aement Fire Hvdren(s - DSIC 74 4.0 40 16 60 10.0 100
3YD50Z 00 leolacemen: Shon Mainr & Vatves - DSiC 800 800 110 0 110.0 t56,0 200.0 200.0 228.4 250.0 250 0 259 1 350.0 350.0
:YYtrcti 00 \ew Dcmestic Se.vices lconrrrany Oalv) L1.O 200 20.0 45.0 45.0 70o 8o.o

SYFCO 0c !ew,Fire Seruices iComoanv Cn'v) o4 03 s0 5-C 03 100 ao 05 150 40 20c
cr/F50 0c Repiacemenr Oomesuc Se^,icer . D5lC 50 50.0 750 750 100.0 Loo o 139.7 125.0 150.0 772.5 175 0 200.0 225n
:YY;503 C02 leolacemcni Fire Se^,iceg 09 09
:YYGCii 00 \e!v Customer N4et€rs 40 5_6 80 a0 E2 L20 20.6 150 500 7s.0

aYYGSoi 002 leoiacemcnt Cusiomer Mctcrs Re{ulatorv- DSlC 2AC 253 100 3C.0 707 800 E0_0 r24 2 100.0 \7s o 767 7 300-0 300.0 0

3VERHEAD -OCAL OVlRHEAO 13? 5 137.5 102 6 2750 275,0 205_7 477'.5 41.2 5 372 3 s50.0 5s0-0 4.:,3.4 6E7,5 687.5 825.0

510 510 140 r,387 r,:187 1.385 2,53t 2,53t 2,246 4,505 3.809 3,977 7,77A 5,319 t0;590
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l&E Exhibit No. 3

Schedule 3

JoinG Comnnftee sn Adffiinirfrative Rules :

TITLE 83: PUBLIC UTILITIES
CHAPTER I: ILLINOIS COMMERCE COMMISSION

SUBCHAPTER b: PROVISIONS APPLICABLE TO MORE THAN ONE KIND OF
UTILITY

PART 287 RATE CASE TEST YEAR
SECTION 287.20 TEST YEAR OPTIONS

Section 287.20 Test Year Options

A utility, at its option, may propose either one of the following periods as its proposed test year:

a) Historical. Any consecutive 12 month period, beginning no more than24 months
prior to the date of the utility's filing, for which actual data are available at the time
of filing new tariffs; or

b) Future. Any consecutive l2 month period of forecasted data beginning no earlier
than the date new tariffs are filed and endins no later than 24 months after the date
new tariffs are filed.

http://www.ilga.gov/commission/jcarladmincode/083/083002870000200R.htm1 4/12/2018
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Joint Cornilrlttee on Adrninistratiue Rules

ADMINISTRATIVE CODE

TITLE 83: PUBLIC UTILITIES
CHAPTER I: ILLINOIS COMMERCE COMMISSION

SUBCHAPTER b: PROVISIONS APPLICABLE TO MORE THAN ONE KIND OF
UTILITY

PART 285 STANDARD INFORMATION REQUIREMENTS FOR PUBLIC UTILITIES
AND TELECOMMUNICATIONS CARRIERS IN FILING FOR AN INCREASE IN

RATES
SECTION 28s.2005 SCHEDULE B-1: JURISDICTIONAL RATE BASE SUMMARY BY

ICC ACCOUNT

Section 285.2005 Schedule B-1: Jurisdictional Rate Base Summary by ICC Account

a) Schedule B- I shall present, by ICC Account with appropriate subtotals, data for the
jurisdiction for which a rate increase is requested for the test year. Where rates are

being sought for more than one applicable service or for rnore than one service area
(e.g., district, division), a separate B-l shall be provided for each utility service type
and/or service area. Information provided shall inclr,rde:

l) ICC Account number;

2) ICC Account description;

3) Arnount included in the unadjusted test year jurisdictional rate base;

4) Amounts of any adjustrnents; and

5) Arnount inclLrded in the pro folma jurisdictional balance.

b) The presentation ofeach rate base colnponent shall inclLrde the Lrnadjusted total
company balance, the total of all adjr-rstrnents to each rate base cornponent, and the
applicable service pro forrna balance. The source for the unadjusted balance shall be
the general ledger for a historical test year as defined in 83 lll. Adrn. Code 287 or
the utility's forecast for a future test year as defined in 83 lll. Adm. Code 287. The
resulting jurisdictional pro forma balance shall represent that level of rate base

investrnent attributable to the provision of services to jLrlisdictional custorners.

c) The cornponents of rate base shall include, but not be lirnited to, the following:

l) Gross utility plant in service at original cost;

2) Reserve for accumulated deprecratron;

3) Net utility plant in service;

4) Other individual items comprising rate base separately listed, such as

working capital, construction work in progress included in rate base,

custorner advances, and accumulated deferred incorne taxes; and

http://www. ilga.gov/cornrnission/jcar/admincode/083/083002850E20050R.htm I 4il2t2018
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5) Total rate base.

d) All iterns shall be supported by schedules. If the item requires a schedule other than
as described by the standard information requirements, a schedule shall be provided
that includes the followine:

I ) Dollars involved by account; and

2) Reasons for additions or deletions to rate base.

e) Ifthe rate base components ofa future test year are not derived from average data
for the test year or from monthly average data, provide work papers supporting
Schedule B- I that reflect the 1 3 month-end balances of all rate base items
commencing with the month-end balance for the month prior to the beginning of the
test year and ending with the month-end balance for the last month of the test year.

http://www.ilga.gov/commission/jcar/adm incodeiO83/083002850820050R.htm1 4lt2l20t8
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Pennsylvania fqblic t tilrty Comrnissi.on

tt'
$tlF{ l&atul Penneylvania, I rre"

Docket fil o. n-Z$19-3O00834

fnteffogatories of the
Office of Consumer Advocate

S€t lV

FlartAc€ollnt Estknated Value
5.8Acre5

23 easern e nts or Righb.'of*W" ay

300,000Galtdn Tank,

soorffiG'allon Tank

?5,000 6allon Tdrik

.Eoute 11 Wate r $poster station
Montgomery Village Booster Station

Edgewond Booster Station

Woods of Wel:h Booster $tation

F ressure Red u ii ng Stati 0n

Chlorination Building

Storage Euilding

J;l7 Hydran$

4" main in feet
d'main in feet
8" miin in feet
X0" inain in feet
12" main in feet

1200 meters

12ffiseruices

Year Built

303.2

303.2

330.4

330,4

330,4

334"4

333,4

3,000

3,000

+'

)

s

1988

1990

2007

308,800

95.2{)

1?,450

33r7m

40,000

30,000

5,O00

5,000

70,ooo

?14,p53

LZL,g75

L,677,358

1,721,476

488,759

40e689

180,000

4.05,600

Feet

3O4;4 $
304"4 $

304.4 $
304"4 $
304.4 $
304.3 5

304.s $

335.4 s

33L4 $

33r".4 5
3314 $
33L4 $

331.4 s

3,495

4,lAr
45,3D2

I2,718

t1"0,454

5,820,fl00



SUEZ WATER PENNSYLVANIA, INC.
I&E ADJUSTMENTS TO

TABLEl. SUIVMARYOFESTIMATEOSURVIVORCURVES.ORIGINALCOST,BOOKRESERVEANO
I&E AOJUSTIVENTS TO CALCULATEO ANNUAL DEPRECIATION ACCRUALS RELATED TO WATER PLANT AS OF DECEMBER 31.2019

COMPANY I&E COMPANY
ANNUAL

I&E COMPANY I&E COMPOSITE

No DEPRECIABLE GROUP

{At

INTANGIBLE PLANT

1 301 ORGANIZATION
2 3O2 FRANCHISES ANO CONSENTS
3 303 MISCELLANEOUS INTANGIBLE PLANT

TOfAL INrANGIBLE PLANT

OEPRECIABLE PLANT

STRUCTURES AND IIVPROVEMENTS
3O1 2 PU|\/PING

304 3 WATER TREATMENT PLANT
BLOOI\,lSAURG TREATMENT PLANT
BLOOMSBURG TREATIVIENT PLANI - NEW
SIXTH STREET PLANT
RICHARD C RABOLD
IVARKET STREET
OLD HUI\,IMELSToWN PLANT
HU[/IMELSToWN MEI\,IBRANE PLANT
OTHER TREATMENT FACILITIES

COMPANY I&E
ORIGINAL ORIGINAL

COST ADJUSTMENT COST
(ct to) {El

BOOK BOOK FUTURE FUTURE ACCRUAL ACCRtJAL ACCRUAL REMAINING
RESERVE ADJUSTMENTS RESERVE ACCRUALS AOJUSTIVENTS ACCRUALS AMOUNT ADJUSTMENT AMOUNT RATE LIFE

{Fl (F) lG) (H) (rt lJ) (K) tL} (M) (N) {o)

't52.179

t30 71

21,461

66,399 o0
64,265 56

4 429 099 01

66.399 00
64,265 56

4 423 099 01

4.51 7 .3

2.32 40.0
2.73 21.5
2.49 18.8
4.37 4.2

2.37 30.4
2.28 36.0

2.45 30.2

2,90 32.0

2.32 ,10.'|

2.60 28.5

2.U 38.9

0
0

5

6
7

I
9

10

11

12

13

14

23.9
34.8
32.3

26.3

19.0

15.5

'19.0

P?e.,x!+m
(D(Dm
-9ri'
3(Dd
No)=z

(t

4,559,763.57

s.721,078 15

181,380 86 '
5,829,778 36 '
4.160,026 78 '
1,619.181 24 '

101.359 72 '
86.583 70 '

4 410,51s 60 '
3.093,200 07

t21.1 50

19.477,056 33

29Aj21.11

9,243.292 21
901 876 60

10,145, t68 81

3,7S6.397 30

38.259 126 71

434,632 39

4,662,260 1|
1 335 191 80

6 507.176 44

1,028,041 81
13.358 04

16,307,072 06
314 155 59

5,088.331

22,O14

67 1,672
234,777

906,449

521,667

7,826.085

1 1 5,869

685,138
317,516

1.086,240

545,289
2,857

5.224.981
254 820

42,531

8,1 85

135,084
I 13,621
40,356

4A32
0

104.571

476,696

12,150

213.998

82.531

8,1 85
135,084
1 13.621
40.356
4.432

0
104 571

476,542

8,639

2 t3 998

5.089,235

31,008

671.672
234 777

906,4{9

521,66?

7.872.288

1 1 5,869

685.1 38
317 516

1,086,240

545,289
2.857

5.224.981
254 820

4,553,753 57

3,721.0781s

181,380 86
5,829,778 36
4,160.026 78
1,619.181 24

101.359 72
86.583 70

4 410 545 60

121,462
429,1 1 I

1,715.268
859,750

86,584
1 235 044

0

0
0
0
0

0
0
0

(s041

(904)

18,s60)

0
0

121,462
429,1 19

1,715,268
859.750

82,692
86.58{

1.235,044
558.411

2,682,8S7

5,400,659
2,441,759

759,431
18,668

0
3 175 501

14,392,82 1

388,263

8,571,620
667 100

0

0
0
0
0
0
0
0

(4,096)

(4.096)

(112,190)

0

0
0

0

| 33,66 r I

( 1 49,947)

0

0
0
0

2,682,897

5,400,559
2,444,159

759,431
't8,668

0
3.175.501

14,388,726

276,O73

8,571,620

0

(0)

0
(0)
(0)
(0)

0
0

{1 r4l

(1 14)

(3,5r1)

0
(0)

(0)

(0)
(0)

(0)

(3,1 98)

(6.822)

0

(0)
(0)
(0)

(0)

(0)
(0)

(0)

(0)

15 TOTAL WATER TREAIMENT PLANT

16 304 4 TRANSMISSION ANO OISTRIBUTION

17 304 51

18

19

19,482,055 33

119,271 -11

9.243.292 21
901 676 60

10,145,168 81

3 796 397 30 '

4.336,230 69

351,471.62

0

70,000

1 96.150

0

0
0

0

(46.203)

0

0
0
0

0

0
0

9.238.720

3.27 4.730

30,582 988

31E,763

3,977,122
1,01 7.676

4

5,420.937

182.7 53
10.501

9,238,720

3,274,75O

139

30,433,042

318.763

3.977,122
1,017,676

20

21 3A4 52

22
23

OFFICES
BLOOMSBURG TREATMENT PLANT
OTHER OFFICES

TOTAL OFFICES

STORES. SHOP AND GARAGE
SUMMIT VIEW MAINTENANCE BUILDING
OTHER I\4AINTENANCE BUILDINGS

155,349
19 010

24 TOTAL ACCOUNT STORES. SHOP AND GARAGE

2s 304,s3 MTSCELLANEOUS

26 TOTAL STRUCTURES AND IIUPROVEI\,,IENTS

27 3O5 COLLECTING AND IIVPOUNDING RESERVOIRS

28 306 LAKE. RIVER AND OTHER INTAKES
29 ROCKVILLE INTAKE
30 HUI\'I\4ELSTOWN INTAKE
31 OTHER INTAKES

32 TOTAL LAKE, RIVER AND OTHER INTAKES

33 307 WELLSANDSPRINGS
34 308 INFILTRATIONGALLERIESANDTUNNELS

PUMPING EAUIPIVENT
35 31 1 2 ELECTRIC PUMPING EAUIPMENT
36 311 3 OIL ENGINE PUI\,4PING EOUIPI\,IENT

4.336,230 69 624 955 174,359

409 211
s52 230

402 21 3

4sf 105

258 308

144 399

3A.455.276 71

434,632 39

!,662,260 t1 '
1 335.191 80 '

509 724 53

6 507 176 44

1 028,041 81

13.358 04

16,307,072 06

5,420,937

482,753
1 0,501

1 1.082,091
59 336

208,785

17,511
400

583,227

999,202 992.380

't 66,366
29,235
13 184

357

259

321

358
122

166 366

13 184

0

0
0

20a.785

17,511
400

170

0
0

37 TOTAL PUI\,IPING EOUIPI\TIENT 16,621 ,227 65 t6 621 227 65 5.479.801

0

0 5 479 801 587.060

583 227



DEPRECIABLE GROUP

COMPANY I&E
ORIGINAL ORIGINAL

COST ADJUSTMENT COST
(ct {ot (E)

COMPANY I&E COIIIPANY
BOOK EOOK FUTURE

RESERVE AOJUSTMENT RESERVE ACCRUALS
(Ft (F) tct (H)

ANNUAL
I&E COMPANY I&E COMPOSITE

FUTURE ACCRUAL ACCRUAL ACCRUAL REMAINING
ADJUSTMENTS ACCRUALS AMOUNT ADJUSTMENT AMOUNT MTE LIFE

(r) {Jt lKl (L) (Mt {Nt tol

38 320 1

39
40

42
43

{5
46

338.354 21 '
1 3 979,069 61 '
10,675,645 55 '

'!,755,585 15 '
192,621 85 '
858,433 64 -

I 469 382 38 '

338,354 21

1 3,979,069 61
't0,675.645 55

1,756,585 15
192,621 e5
858,433 64

9.469,382 38

328,623
1,70s,396
6,1 1 9.550
1,226.980

177 ,020
858.434

0
0
0
0
o
0
0
0

1,705,396
6,1 t9,550
1,226,980

't77.020

858,434
3,882,532

14 797 000

262,661
i 197 295

9.731

12,273,674
4,556.095

529,605
15.602

0
5,586,85'l

23.365,907

184,863
7 238782

30,789.552

't0,132,956

174,196,59,t
30,22'1,064
t'1,543,073
5,5J0,0fi

151 899

12,273.674
4,556,095

529,605
15,602

0
5,586,851

23,365,907

184.863
7 238 742

456.999

1,217

393,097
220,695

27,972

o
198,547

0
(0)
0
0

(0)

0
(0)

0

(0)

0
(0)

(0)

(r1,3001

{68,72s)
(7,2811
(7,998)
(3,s94)

0

(0)
(0)

WATER TREAT1\4ENT PLANT
STRUCTURES AND IMPROVEI\4ENTS

BLOOMSBURG TREATMENT PLANT
BLOOI\iISBURG TREATMENT PLANT. NEW
SIXTH STREET PLANT
RICHARD C RABOLD
MARKET STREET
OLD HUMIUELSTOWN PLANT
HUIlII\4ELSTOWN MEIIIBRANE PLANT
OTHER TREATIUENT FACILITIES

1,217
393,097
220.69s

0
't98.547

861,376

39,209
572 150

1'19,6,14

215

4A.767

158,526

4.51 4
553,841

't 0 332

036
241
207
159
183

210
183

80
3t2
206

44

47 TOTAL STRUCTURES AND IA'PROVEI\,IENTS

4A 3202 PAINTING
49 320 3 CHEMICAL EQUIPMENT

127 ,367 7 1

7 073 007 59

141

38,162,906 58

447,524 A2
8 436 076 94

0

038 162 906 58

147,524 A2
076 94

3.326,110 94

1 4,797,000

262 661
1 197 295

861,376

39,209
572 150

0

0

0

2A.1
24.2

27.1

4.7
12.7

20.9

26.3
58.2
41.0
15.2
40.8
18.0

1.2
1.0

10.7

2.5

313

279
156
t80
44
167
'r 56

305
015
503

172

TOTAL WATER TREATI\,IENT PLANT

DISTRIBUTION RESERVOIRS ANO STANDPIPES
TRANSMISSION AND DISTRIBUTION MAINS
SERVICES
METERS
HYORANTS
OTHER PLANT AND MISC EAUIPI\4ENT

OFFICE FURNITURE AND EQUIPMENT
57 340 1 COMPUTERS AND SOFTWARE
58 340 11 SOFTWARE. LARGE
59 3402 FURNITURE

60 TOTAL OFFICE FURNITURE ANO EOUIPMENT

61 341 TMNSPORTATIONEOUIPMENT-TRUCKS

TOOLS, SHOP AND GARAGE EQUIPMENT
62 343 1 SHOP AND GARAGE EOUIPI\rIENT

63 343 2 TOOLS AND WORK EOUIPI\,IENT

TOTAL TOOLS SHOP AND GARAGE EOUIPMENT

LABORATORY EQUIPI\,IENT
COMIlIUNICATION EOUIPMENT
MISCELLANEOUS EOUIPMENT

fOTAL OEPRECIABLE PLANf

AMORTIZA|ION OF NEf SALVAGE

TOTAL UTILIry PLANT IN SERVICE

50

s1 330
52 331
s3 3lJ
54 334
s5 335

56 339

64

65 344
66 346
67 347

68

69

70

47.046.508 34

13,813,043.79
192,092,452.47

41,020,732 30
21,503,128 88

8,108,690.83
539,255 49

2,646,180 66

3.665,579 00
659 446 t0

6.97't.205 7E

't,057 45

1,110,592 91
2 185 518 00

0

405,040
4,112,2s7

,105,600

1 80,000
2 1,1,953

47,046,508 34

13,408,003 79
1 87,580,195.47
40,615,t32 30
21,323,12a aA

7,893,737 83
539,255 49

2,646.180 68
3.665.579 00

6,971,205 78

1,057 45

1,140.592 94
2 185 5't8 00

1 6,256,957

3,600,088
17,895,858
10,799,658
6,960,056
2,578,680

2,550.409
3,659,926

6,514,207

530

403,155
773731

1107,911)
(,111,058)

(106,7841
(s8,2621
(68,3s8)

0

0
0

0

0
o
0

(798,576)

_{4!I9I

16,256,957

3,57 2,177
17,48,1,800
10,692,884

6,90'1,79,1

2,s10,322
387,356

2,550,409
3 659 926

l2e7,'t291
(4,001,199)

(298,8161
(121,7381

(146,sss)
0

0
0
0

30.789.552

9,835,827
170,195,395

29,922,248
14,421,334

5,383,416
151,899

't,472.735

385,353
2,992,182

736,3€2
955,415
135,573

a 424

1 19,602

215

48.767

1 58.526

4,5t4
553,841

10 332

1,472,735

374,053
2,S23,453

729,081
947,417
131,979

8,424

80,7940
0
0

42

(0

80 752

0

0

0

0

0

0
0
0

3.326.110 94 1,176.886

93.143
3,853,331

6,514,207

530

403 155

1,176,886

s3,143
3.853,33'l

84,5,10,903

84.562.367

456,999

737,43A

2,119,225

34,224
3,219,677

107 479

319,490,650

319.490,650

2.149.225

737,43E

107 479

1

31,224
3.219.677

0

0

0
0

0
0

o

0
(0)
(0)

(1 0s,581 l

0

_u.919!rr

9.248.337

853

428 15.1
5 02 12.9

477 13.6

3 54 7.6
7 E3 5.8
6 99 't0.4

2.26 34.5

127,367 71

7 073 007 59

1 4f ,854 1 147

404,830,128.71 5,814,000 399,016,1 28.71 85,339,479

5,820,000

f 5,0'f 5,42i1) 311,17s,226 9,354,0t 8

_{lsl3ll _!

' Life Span Procedure was used CuNe shown is Inleom Survivor Curue
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Ltne

No. Descri ption

SUEZ WATER PENNSYLVANIA, INC.

I&E ADJUSTMENTS TO

ANNUAL DEPRECIATION EXPENSE

R-201 8-3000834

Company As Filed and l&E Recommended AVERAGE ANNUAL DEPRECIATION

Pro Forma

Oecember 31, 201 I
(Al

$9,115,697
($sso,sl o)

$8,164,787

Adjustments
(B)

clSe I 74

JU

$558,175

(c)

$9,673,872
($s5o,el o)

$8,722,962

(D)

($1 0s,682)

$0

($10s,582)

$9,568,1 90

($sso,91o)
($331,s2e)

$0

$9,341,943
($950,91 o)

Pro Forma 2019l&E
December31,2019 Adjustments

l&E Adjusted 2019 l&E l&E Average

December31,2019 AverageAdjustment AnnualDepreciation
(E) (F) (c)

Total Water
Depreciation on CIAC/Advances

Total Annual Depreciation Expense $8,617,280 ($331,s29) $8,391,033

Yr ao

=mtss
=toEj

z
9
(r)
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BtttsAu ffi ,&[H SATelfiFffirKf$

ttrgwar,ft."fEll {f{n

Bo#tltfo. Rff

t&ER&9.D
tFleppemstal[
Juna 25, ZO18
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l&E Exhibit No. 3

Schedule 9

SUEZ WATER PENNSYLVANIA. INC.
I&E ADJUSTMENTS TO

PI.ANT MATERIALS AND SUPPLIES

Lrne Actual Balances
No. 2015 Amount 2016 Amount 2017 Amount 2018 Amount

(A) (B) (c) (D) (E) (F) (G) (H)

1 January 427,382 January 417,841 January 440,840 January 501,550

2 February 449,336 February 455,455 February 489,854 February 504,926

s March 485,239 March 452,160 March 481,801 March 502,600

4 April 585,809 April 458,578 April 476,077 April 566,921

s May 606,550 May 527,495 May 463,267 May 852,810

6 June 621,323 June 517,551 June 507,868

z July 695,352 July 457,529 July 441,119

I August 567,468 August 466,397 August 583,376

s September 601 ,807 September 465,746 September 612,773

10 October 601 ,807 October 467,638 October 618,416

11 November 569,987 November 433,480 November 509,708

12 December 417,841 December 446,482 December 504,193

'r3 SUM: 6,629,901 SUM: 5,566,352 SUM: 6,129,292

I 3-Month Average Balances
2017 Amount 2018 Amount
(A) (B) (c) (D)

14 January 462,092 January 510,065

15 February 467,631 February 514,994

16 March 469,658 March 515,975

17 April 471,498 April 522,523

18 May 471,858 May 551,502

1s June 470,348 12-month total: 6,012,807

20 July 464,469 12-month Average: 501 ,067

21 August 474,150

22 September 485,409

23 October 497.153

24 November 500,389

25 December 505,829



SUEZ WATER PENNSYLVANIA INC
I&E ADJUSTMENTS TO

SUMMARY OF REVENUE UNDER PRESENT RATES AND PRO FORMA REVENUES UNDER PRESENT RATES
FOR THE TWELVE MONTHS ENDED DECEMBER 31, 2017 AND 2019

Adjusted
Revenues,
Per Books

Present Rates
12131t2017 (al

(A)

$ 26,796,924
11,045,912
1,278,641
1,772,512

$ 1,436,836 $
923,86'1

$ 26,796,924
11,045,912

1,278,641
1,772,512

1,436,836 $
923,861

Bill Analysis
Revenues,

Present Rates
(Schedule 5)

(B)

1,436,836
YZJ.OO I

Company
Pro Forma

Adjustments

Company
Total

Pro Forma

$ 2,047,327 $ 29,345,020
$ 834,324 $ 11,958,637
$ 102,371 $ 1 ,467,31 1

$ '128,076 $ 1,835,763

$ 3,1 12,098 $ 44,606,731

1,436,837
923,862

405,611

Line

NO

Customer
Classification

Adjustment
Factor

Revenues Under
Present Rates

Add Back
Present Rates Annualized DSIC Revenue

(Schedule 5 and 7) Revenue Present Rates
(E) (F) (c)

$ 20,824,015 0 99899003
1 1,048,045 0 99980693
1,278,758 0 99990886
1,787,388 0.99167720

(D)

$ 26,796,924
$ 1 1 ,045,912
$ 1,278,641
$ 1,772,512

$ 40,893,989

1,436,836
923,861

405,611

(c)

1

2

7

Ltne

NO

METERED SALES
Residential
Commercial
Industrial
Public Sales

Total Sales of Water

Private Fire
Public Fire

Other Operating Revenues

Total

Customer
Classification

$ 40,893,989 $ 40,938,206

$ 500,770
78,401
86,299

(64,825)

600,645

I,2111.00000000
1 00000000

405,61 1 405,611

43.660.297 $ 43,704,514 $ 43,660,297 $ 609,856 $ 3,112,098 $ 47,373,041

Company l&E
Company l&E l&E Total Total
Pro Forma Pro Forma Add Back Pro Forma Pro Forma

Revenues Under Adjustments Adjustments Annualized DSIC Revenue Revenue
Present Rates Present Rates Adjustment Present Rates Revenue Present Rates Adjustment Present Rates

(A) (B) (c) (D) (E) (F) (G) (H)

METERED SALES
1o Residential
11 Commercial
12 lndustrial
13 Public Sales

14 Total Sales of Water

15 Private Fire
16 Public Fire

17 Other Operating Revenues

'18 Total

500,770 $ (461,055) $
78,4O1 $ (153,214)
86,299 $ -
(64,825) S 4,052

"o 
71q c

(74,813) $
86,299 $
(60,774) $

2,012,748 $ 29,345,020
822,832 $ 11,958,637
102,371 $ 1,467,311
128,380 $ 1 ,835,763

$ (495,634) $ 28,849,387
(164,705) $ 11,7s3,s32

- $ 1,467,311
4,355 $ 1,840,118

$ 43,950,748

1,446,048
923,861

$ 40,893,989 $ 600,645 $ (610,217) $ (9,572) $ 3,066,331 $ 44,606,731 $ (655,983)

9,211 $ $ 9,211 1 ,446,048
923,86'l

405,611405,611

gE,
fi trl
Pm
=X=Jo6:
oz

o)

s 43,660,297 $ 60e,8s6 $ (610,217) $ (361) $ 3,066,331 S 47,382,250 $ (655,983) $ 46,320,657



i&E ADJUSTMENTS TO
CUSTOMER GROWTH REVENUE ADJUSTMENT UNDER PRESENT RATES

FOR THE TEST YEARS ENDING DECEMBER 31, 2017.2018 AND 2019
Company l&E Company

Company l&E Company l&E Public Public Private
Residential Adjustment Residential Commercial Adjustment Commercial Authority Adiustment Authority Fire

(A) (B) (c) (D) (E) (F) (c) (H) (t) (J)

t&E
Private Company l&E

Adjustment Fie Total Adiustment Totel
(K) (L) (M) (N) (o)

'1 Actual Nomalized Bills

2 Actual Annualized Bills

3 Average Seryice Charge

4 Volume Charge - Fi6l Block
5 Volume Cha.ge - Second Block

6 Fore€sted Customer Grcwth

7 Annualized Bills (Line 6 X 12)

Average Volumes Per Nomalization
I Pri@d At First Block

9 Pri@d At Semnd Block
10 Total

11 Nomaliz€d Volumes (Line 7 X Line 8)

12 Revenue Frcm SeMce Charge (Lins 7 X Line 3)

Revenue lrom Volumetric Charge (Line 4 X Line 1 1)

coz o

a a<a /2 t7< <\

334

3 34 - 3.34

22,548 (11,274 2) 't1,274

$ 92,825 (46,413 1) $ 46,413

- 2397

(4,062,7) 4,063

(4,830 8) S 4,831 $

9335 - 9335

(350) 17s (17s)

(193) S 96 S (96) $ 4,661 $

042,t zo

656,760

$ 1375

7 75c€'

56,712

56,712

2A 50

7 75c6
5 4321

2,7A4

1375

7.7506
5 4321

(1 2l

(14)

1,018

1,016

11098

714,O22

717,84

$1109813.75 $

7.7506

562 6

3,376

334

28 50

7 7506
5 4321

13?5

7,7506
5 4321

23 (12\ 3.5 - 3.5

717).42-42

28.3

170

28.3

(169.s)

- 23.97 25 00 - 25 00
6835 - 6835

23.97

4,125

s 9.662 - 94,561 I 107,149 $ (51,244) $ 55,905

3 r7.,7.s GTsrr) (rr/66a r 11,48 r (1fl3) ! r,!s 3 (1s) . d71r r(116,m) ar16m- a 6is) l 2!* 3 a$et

15 rtu, FPFrY Aq!r6.{ (u{ i2 a ui. 
'3 

+ e. 
'1) !.ll93E1L !l!E_

a 3r5od (33t94n r4rp r r.q2E F6,3rst ! r6,s$ | (rss) a .,@ r Gqz4 r r21i | - a e,2r1 r d,?5r rfledt ! 54e7e

(!)F ftrdh&rhddndL n.4

1

I
1

2

2

of Customers R.rldcntirl
5J,ZOY J

53,804 7
54,394 4

535 4
589,8

comhercl.l
4,669.0
4,686 I
4,7256

17.A

388
243

Public Aulhorlty

248 5
2482
246.2

(0.3)

(2 0)
(1 2)

Piot!ctlon
1,01't 1

1,O21.9

1,0'18 2
108
(3 8)
35

Endinr r2l31,/15

EndihC 12131/16

T.5t Y..iP!riod Endiq l2l31/17
2015-2015

20le7077
crowth/(orclin!l

*F5m(Dm

=xo6j

o
o)



l&E Exhibit No.

Schedule 12

SUEZ WATER PENNSYLVANIA
ADJUSTMENT 2. DECLINING USAGE REVENUE ADJUSTMENT - PRESENT RATES

FOR THE TEST YEAR ENDING DECEMBER 31. 2018
Dockel No. R-201&3000834

Residential Commercial

1 Aclual Normalized Bills

2 Adual2017 Daily Usage (Gallons)

3 Projec{ed Daily Usage in gallons - 2018

4 Difference in Daily Usage - Line 3 - Line 2

5 Ditference in 1 000 gallon Monlhly Usage - Line 4 X 30 divided by 1000

6 Annual Declining Usage Adjustment - Line 1 X Line 5

7 Priced At First Block
I First Block Under Present Rales
I Adiustment Under Presenl Rales

(B)

56,712

817.54

808.25

(e.2e)

(0 28)

l&E Company
Adiushenl Residential Commercial

(B) (c) (D)

- 652,728 56,712

- 115.73 817.54

1.10 112.42 798.96

'r 10 (3.31) (18.s8)

0.03 (0.10) (0.56)

21,600 (64,756) (31 ,61 1)

21,600 (64,756) (31,611)

$ - $ 77506 $ 7.7s06
$ 167,415 $(501,895) 9(245,006)
$ 167,41s $(167,415) $(122,4711

(A)

652,728

115.73

1 13.53

(2.201

(o 07)

(43,15s) (1s,810)

(43,15s) (15,810)

s 7.7s06 $ 7.7506
s(334,47e) $ (122,536)

I&E ADJUSTMENTS TO
DECLINING USAGE REVENUE ADJUSTMENT. PRESENT RATES

FOR THE TEST YEAR ENDING DECEMBER 31 . 201 9

Company
Residential

(A)

10 Aclual Normalized Bills 652.728

11 Ac{ual20lTDailyusage(Gallons) 115.73

12 Projeded Daily Usage in gallons - 2019 '111.32

13 Difference in Daily Usage - Line .11 - Line 12 (4.41)

14 Difference in 1000 gallon Monthly Usage - Line 13 X 30 divided by 1000 (0.13)

'l5AnnualDecliningUsageAdjustment-Line10XLine5 (86,356)

'16 Priced At Firsl Block (86,356)

17 First Block Under Presenl Rates $ 7.7506

18 Adjustment Under Presenl Rales $ (669,310)

19 lncremenlal Ad.,uslmentover2o18 $(334,831)

Adjustment
(E)

4.4

464

0.14

7,901

7,901
o-
$ 61,235
$ 61,235

t&E
Commercial

(F)

56,7't2

8't7 54

803.60

(13.s4)

(0.421

(23,71't)

(23,711)
$ 7.7506
$ (183,771)
$ (61,235)



SUEZ WATER PENNSYLVAN IA
I&E ADJUSTMENTS TO

ADJUSTMENT 4 - CUSTOMER GROWTH REVENUE ADJUSTMENT UNDER PRESENT RATES FOR TRUNK LINE
FOR THE TEST YEARS ENDING DECEMBER 31 . 2017 .2018 AND 2019

Docket No. R-201 8-3000834

Company
Residential Adjustment

(126)

(1,512\

1.10

0.03

(5,000)

(5,000)

l&E Company
Residential Total Adjustment

t&E
Total

FPFTY Customer Growth Calculation - Trunk Line

1 Projected Estimated lncrease in Customers

2 Annualized Bills

3 Projected Daily Usage in gallons (a)

4 Monthly Volumes per Normalization (1000 Gallons) Line 3 X30 /10

5 FPFTY Customer Annualized Growth Volumes (Line 4 X Line 2)

6 Priced At First Block
7 Priced At Second Block

FPFTY Customer Growth Revenue Calculation - Trunk Line

8 Average Service Charge

9 Revenue From Service Charge (Line 8 X Line 2)

10 Volume Charge - First Block
11 Volume Charge - Second Block

12 Revenue from Volumetric Charge (Line 6 X Line 10)
13 Priced At First Block
14 Priced At Second Block

15 Total FPFTY Adjustment (Line 9 + Line 12)

78,282 $ (38,754) $ 3e,528 $ 78,282 $(38,754) $ 3e,528

1 19,862 $ (59,544) $ 60,318 $ 119,862 $ (59,5'+4) $ 60,318

252

3,O24

111.32

3.34

1 0,1 00

10,100

126

1,512

112.42

3.37

5,100

5,1 00

13.75

20,790

7.7506

252

3,O24

111.32

10,100

10,100

$ 13.75

$ 41,580

(126) 126

(1,512) 1,512

1.10 112.42

(5,000) 5,100

(5,000) 5,100

$ 13.75

$ (20,7e0) $ 20,7s0

0

$

u

13.75

41,580 $

7.7506

$

$(20,7e0)

0

PF5m
Om9*',==o-u
@z

(t



l&E Exhibit No
Schedule 14

SUEZ WATER PENNSYLVANIA INC
I&E ADJUSTMENTS TO

SUMMARY OF APPLICATION OF PRESENT RATES TO CUSTOMER BILL ANALYSIS AND PRO FORMA ADJUSTMENTS
FORTHE TWELVE MONTHS ENOING DECEMBER 31, 2017. 2018AND2019

Line Company l&E Cofipany
No. Rate Zone Residential Adjustment Residential Comrerdal Adjustment

(A) (B) (c) (D) (E)

No Rate Zone

t&E
Commercial

Company l&E
lndustrial Adiustment lndustrial

(F) (G) (H) (r)

Present Rate Application. Schedule 6

lTotalRevenue $25,824,015 $ $26,824,015 $1'1,048,045 $ - $11,048,045 $ 664,035 $ 664,035

2 rotat _9__?98?3p1!_ _!________j_ _I__!9j?1!_1!_ _!_11,9!!p1!_ _!_LL!!9p39_ _!____964!99_ _$___-964,09!_

3 Torar Adjusrmenrs $ 13,018 $ 13,0'18 $ (49,897) $ (49,897)

4 subtotar _q_____Ip1t _9________:_ _9._l_9pl!_ _9____I19I9ZI _9____l39i9ZI _9____________:_ _q_ - _9________

Pro Foma Adiustments - Schedule 9 - 2019

5 Ail $ (67,241) $ 33,621 S (33,621) S (49,832) $ 24,916 $ (24,916)
6TrunkLine $ 119,862 $(59,544) $ 60,318 $ - $ - S - s -

7 MahoningTwp S 435,131 $(435,131) $ - $ 178,130 S(178,130)

o subtotar _9_____4w_l_52_ _!_119_1p!9I _9______?9,69L _!__l-?9!9t _U19943i _q____33€19I _q____________:_

s Torat Adjusrmenrs s 500,770 $ (461.055) $ 39,715 $ 78,401 S (153,214) $ (74,813) $

t&E
Metered

Total

1o Tolal Revenue

1 1 Total

Company Compay
Company
l\retered

Large lnduslrial Adiuslmenl Large lndustrial Public Authoritv Adiustment Public Authority Total Adiustment
(A) (B) (c ) (D) (E) (F) (G) (H)

$ 614,723 $ $ 614,723 S 1,787,388 $ - S 1,787,388 $40,938,206

s 614,723 $ $ 614,723 $ 1,787,388 S - $ 1,787,388 $40,938,206

(t)

$ 40 938 206

$ 40 938 206

(4,052) $ (125,176) $62,588 $ (62,s88)

$ 119,862 S (59,544) $ 60,318

Pro Forma Adiustments - Schedule I - 2018

12 ToralAdjusrmenrs $ 86,299 $ - $ 86,299 S (56,722) $ - $ (56,722) $ (7,302) $ (7,302)

13 subtotal s 86,2se _9_ _9______86?99_ _9____@JZL _t___@l4l _q_____lz.9q4 j_ _$_____12.994

14 All
15 Trunk Line
16 lrahoning Twp

(8,103) $ 4,052 $
D.
$ - $ 613,261 $(613,261)

17 Sublotal S - $ - $ - $ (8,103) S 4,052 $ (4,052) $ 607,947 $(610,217) S l2.27ol

18 Total Adiustmenls $ 86.299 S $ 86,299 $ (64,825) $ 4,052 $ (60,774) $ 600,645 $ (610,217) S (s.572)



SUEZ WATER PENNSYLVANIA INC.
I&E ADJUSTMENTS TO

SUMMARY OF PRO FORMA REVENUES UNDER PROPOSED RATES FOR THE TWELVE MONTHS ENDED DECEMBER 31 ,2017 AND 201 9
AND THE CALCULATION OF THE REVENUE INCREASE UNDER PROPOSED RATES

Lin€

No

Cuslomer
Classification

l&E l&E
Pro Forma Bill Analysis
Revenues Revenues Adjustment

Present Rates Prooosed Rates Factor

Company
Pro Forma

Adjustments
Proposed Rates

(E)

t&E
Pro Forma

Company
Total

Pro Forma

tctr
Total

Pro Forma
Revenue

Proposed Rates
(J)

t&E
Revenues

Proposed Rates
(D)

Ad.iustments Revenue
Adiustment Proposed Rates Proposed Rates

(H)(G)(F)(c)(B)(A)
Adiustment

(l)

1

METERED SALES
Residential
Commercial
lndustrial
Municipal

Total Metered Sales

Private Fire
Public Fire

Total

43,950,748

1,446,048
923.861

50,512,26't

1 ,691 ,887
1,008,895

405,61 1

(1,226,915) 49,285,347

1,691,887
1,008,895

405,611

$ 28,849,387 $ 32,053,919 099899003 $ 32,021,545 $ 613,893 $ (903,561) $ (289,668) S 32,635,438 $ (903,561) $ 31,731,877
11,793,932 13,732,962 0.99980693 t3,730,311 231,245 (326,857) (95,611) 13,961,556 (326,857) 13,634,699
1,467,311 1.742,130 0.99990886 '1,741,971 - 1,741,971 - 1,741,971
1,840,118 2,275,357 0 9s167720 2,256,420 (83,123) 3,503 (79,620) 2,173,?.96 3,s03 2,176,799

49,804,367

1,681,110 .t 00000000
1,008.895 1.00000000

49,750,246

't,681,110

1,008,895

405,61 1

762,015

10,778

(r,226,91s) (464,900)

10,778

8 Other Operating Revenues 405.611 405,611

$ 46,726,267 $ 52,699,983 $ 52,845,862 $ 772,793 $ (1,226.915) S (4Uj22) $ 53,618,655 $ (1,226,915) $ 52,391,740

:? ao5m
9m
=x==o6j
cn2

o
o)



l&E Exhibit No. 3

Schedule 16

Page 1 of2

SUEZ WATER PENNSYLVANIA INC
|aE AD.JUSTMENTS TO

APPLICATION OF PRESENT RATES ANO PROPOSED MTES TO PROFORMA ADJUSTMENTS
YEAR ENDED DECEMBER 3I . 2OI 7. 2OI O ANO 20 I 9

!in. Rate Block
Company IAE Company
Number Number Tobl

ItE Conpany IAE
folal TestYarr/PrcEenl fteslnt Pr6enl

OtE|ills Adiffist OIEi[s Cd$mplio AdirrdM Cmmption Rale Revsue Adir9ndt R4sue
(A) (B) (c ) (D) (E) (F) (G) (H) (G) (ri)

Rsidenlial - Monlhlv

(3'376) ---.]!J!L- t 1375
18,5,12 (3,376) 15,167

CGtoner Chae€
1 5/8

2 sub{otal

3 All U$ge - Test Y6r
4 Subtotal

5 Tolal Residential

Cuslomer Charge
6 5/6
7 311

8l
9 Sublotal

ro Test Year First Elock (Fi6l 25)
I TslYearS€codSlock(Ov€r25)
i2 Subtotal

13 Total Class

Larde ln(fustrial - Monlhlv
14 CGlomdCha,ge
154
r06
17 Subtot.l

ro Taie or Pay Volume
19 Sublobl

a Tobl

Cuslomer Charge
21 5/0

2 Subtolal

a Fird Block {Firsl 160)
2. Se@nd Brck(Ovs 160)

5 sublotal

6 Total

z Tolal

121,1?6\ (29,050 ($,,r8i)
- 121,1?€'1 (29,056) (53,,161)

f8,512 (3,375) 15,167 (24,126} (29.056) (53,18t)

Commsdd - MonlHv

678 (r70) 509

678 (170) 50s

s 254,953 (46,413) $ 208,s39
25,0,953 (46,413) 208,539

(r89.3r3) t25,Nl (4',r,5r3)
('f89,313) 1725,200) (a14,5r3)

65,639 (271.613)

t9,323 (4,83't) 11,192

1s,323 (1,831) t1,192

7-7506

't3 75

28 50

305 25
6't 0 50

- (15,360) 3,838 (11,5?21

- (15,360) 3,838 i'11,521

(170) 50e (1s,360) 3,838 l1l,522t

77s06 (i19,051) 29,746 (89,305)
5 132r

(119,051) 29,716 (89,!05)

(74,0r3)ps,?2q 24,915

- 23p12 23,912
. 23p12 - 23,94

- 21p12 - 23,912

Pudic Aulhdih - Monhlv

1112)

3 6045 86,299 - 86,299
86,299 - S299

86,299 - 06,299

13.75 0.510) 163.240 t5r,700
(r,5a0) 163,240 16t,700

7 7506 121,702) - (21,702)
51321 (4r.584) 2,599 (38,985)

(63,266) 2,599 (60,687)

(64,826) 165,839 101,01 3

-{9C9!I 
-eS999l 

-lJ'eJIL

11121 7 (ios)
1112t 7 (ro5)

7 (10s) (10,155) 478 (9,s74

::::@ - (1516t 15Fi6- (50-211t- ::@ ::::::::@



l&E Exhibit No. 3

Schedule 16

Page 2 of 2

SUEZ WATER PENNSYLVANIA INC
ItE ADrt STli,lENTS TO

APPUCATION OF PRESENT RATES AND PROPOSED RATES TO PROFORMA ADJUS'IT.IENTS
YEAR ENO€D D€CEMBER 3t.2017. 2016 At{O 2019

Rale Block
l00O Gallms

Comp.ny
Nwber

l&E Cmpony
Numb€r Tolal

ItE ltE Comparry
Total Prcposed Preposed

Adiusted
Paopsed

Cuslomer Charg€
1 5/E
2 Subtotal

3 AllUsage-TestYear
. Subtdal

5 Total Resid€nlial

Cusloher ChaEe
65n
7 314

Bl
9 Subloial

1o T6tYearFiElBlock(F1Fl25)
11 T6tYea.S4ond Block (Over25)
r2 Sublotal

13 Tolal Class

Laroe lndusldal - Monlhlv
t{ C6lomer Cha,ge
1s4
166
17 subtotal

18 TakeorPayVolume
19 sublotal

m Totel

Customq Chargo
21 518

2 Sublolal

a Fi6tBlock(FiEl160)
24 Second Block (Over 160)
5 sublolal

6 Total

u lolal

O{ Balls AdiGtmnl Of gilh CGumdim AdiEtrent CoGumdiq Rate Rwsw Adi6lment Rdenue
(A) (B) (c) (D) (E) (F) (G) (f0 (r) (J)

R6idenlisl - Monthlv

18,542(3,376)15,167--ttsoo
16,512 (3,376) 15,167

t 278,130 (50,633) S 227,198
27A13O (50.633) 227,498

(236,'195) €80,970) (s17,156)
(236,196) (2E0,970) (517,166)

124,426t (29,055) (53,4E1) 9.6700
- (21,12E e9,0s6) (s3./t61)

678 (r70)

(s3,4El)

070) sos

0s,360) 3,83E (11,5"2\

Gaoot 3r3s 
-FW

070) s09 (s,360) 3,63E (11,521

41,934 (331,602) (28s,668)

t5 00
'l s.00
31.0s ________?1!29_ (s,270) 1s,60s

(3,376) 15,167 124,426) (29,0s6)

comrclEl- MonthlY

9 6700
7 102n

21,079

(14E,534)

(127,4s5)

(s,270)

37,113

31.644

15,809

lt11,421)

(95,61 1)

(148,534) 37.113 01',421)

- 3300
- 666 00

23s42 - 23,912
23,912 - 23,92

23,912 - 23,912

Public AuthodtY - Monthlv

7 00s)7 (ros)

(2,800) - (2,E00)

- 

o,6ss) 478 OJTI(r0,4s5) 418 (e,977)

(1,580) 105 (1,575)
(1,680) 105 (1,575)

c27,0761 - (27.076)
(54.367) 3,398 (50.969)
(81,,043) 3,398 (78,045)

(83,123) 3,503 09,620)

-!.s9- -@3E)- -1393,9991-

(112)
(r l2)

(1121

9 0700
7 1020

7 (10s) (r0,45s) 4fE (9,972)

lerog :39391 
=.14 

----l5d77it rz-155t 
-olFmi



SUEZ WATER PENNSYLVANIA INC.
I&E ADJUSTMENTS TO

SUMMARY OF APPLICATION OF PROPOSED RATES TO CUSTOMER BILL ANALYSIS AND PRO FORMA ADJUSTMENTS
FOR THE TWELVE MONTHS ENDING DECEMBER 31,2017 AND 2019

Line Company l&E Company
No Rate Zone Residential Adiustment Residential Commercial Adjustment

(A) (B) (c) (D) (E)

l&E Company
Commercial lndustrial

t&E
Adiustment Industrial

Prooosed Rate Application

1 Total Revenue

2 Total

Pro Forma Adiustments

s All Including Trunk Line
+ Mahoning Twp.

5 Total

Prooosed Rate Application

6 Total Revenue

7 Total

Pro Forma Adiustments

I All Including Trunk Line
e Mahoning Twp.

9 Total

$ 41 ,934
c 671 0(O

c 41" AO?

Company
Large Industrial

(A)

$ 853,358

$ 853,358

$-

J-

$ 91,155
$-

$ 91,155

r&E
Large lndustrial

(c)

$ 853,358

$ 853,358

s (127,455\
$ 358,700

$ 231,245

Company
Municipal

(D)

$ 2,275,357

$ 2,275,357

(F) (G) (H) (t)

$ 32,053,919 $ $ 32,053,9'19 $13,732,962 $ - $13,732,962 $ 888,772 $ - $ 888,772

$ 32,053,919 $ $ 32,053,919 $13,732,962 $ $13,732,962 $ 888,772 $ - $ 888,772

$ (95,611) $ - $ - $ -
$-$-$-$-

_$___19!€]]I _$__- _$__ _$___-_
Company l&E

l&E Metered Metered
Municipal Total Adiustment Total

(G) (H) (t)

$ 2,275,357 $49,804,367 $ - $49,804,367

$ 2,275,357 $49,804,367 $ - $49,804,367

(F)

$-

$-

$-
c_

$
$

c

$

(83, I 23) 3,503 Q

$ - $ 930,659 $(930,659) $ -
$-$-
s-$-
$-$-

(7s,62o) $ (168,644) $ 84,568 $ (84,076)

$ (83,123) $ 3,503 $ (79,620) $ 762,015 $ (846,091) $ (84,076)

965m
tss
=5od:
-.t 2

9
OJ



SUEZ WATER PENNSYLVANIA INC,
I&E ADJUSTMENTS TO

ANALYSIS OF DIRECT CUSTOMER COSTS
METERS ANO SERVICES

(r7,298) (30,624)

$ 7,978
141,836
fi,775

(1s,032)

(6,ese)
(2,3s6)
(2,2361-

114
1,868

210.570

l&E Exhibit No. 3

Schedule 18

Pagel ot2

$ 6,408

74,524
41,018

74
|,zl

123,245

696,307
4,A47

671

Line

No- Descriotion

@
T&D Labor - ODeration

r Employee Salaries - Supervision $ 7,978
2 Employee Salaries - Meters 141,836
3 Fringe Benefits 58,775

T&D Labor - Maintenance
a Employee Salaries - Supervision
5 Employ@ Salaris - Structures and lmprovmenls
6 Employee Salaries - Services
7 Fringe Eenefits

E Total Customs Ac@unting Expenses
I Management Fees - Customer Relaled
10 Mamgement Fees - Employ€ Relaled 10,211
tl Transportation Expense 3,666
t2 Wtrke/s Compensation 3,421
13 Adverlising Expense 'l.14

i4 Office Rents 1.868

rs Subtotal 227.6E

Depr4iation Expense
16 Melers 976,632
17 SeRices
to Office Buildlngs 7,4'15
19 Offie Fumiture & Equipmst 1,026
20 Comouter Software - CIS

Ssvi€s
Adj6iment l8E

Seruies Metss Services
ComDanv

$ 6,408
19,032
74,524
41,018

6,959
2,396
225

74
1,2.1

153,869

696,307
4,U7

67'l

(1o,2111
(3,666)
(3,4211

Yr o,oJz

o 7,415
0 1,026

Subtotal

Taxes Other Than Income
22 Payroll Taxes
23 Assessments

24 Subtotal

Rate Base
25 Melers
26 Seryices
27 OfficeLand/Buildings
28 Oflice Furniture and Equipmenl
29 Computer Software - CIS
30 Materials and Supplies
31 Deferred Taxes

32 Subtotal

33 Return and lncome Taxes

Total Direct Cuslomer CGts

(1,092,904) (2,042,846)

13,791,184 26,123,508

1,409,175 2,66p,205

_-2543,w4_ 

-9ry
(17,2981 (30,623)

985,074 701,825

21,U7 14,890

21,U7 't4,890

14,543,019
27,943,391

315,200 206,053
10,987 7,163

14,881 9,728
(1,@2,W41 12,U2,e/.6)

13,791,184 26,123,509

1,4@j75 2,669,285

2,62qffi 3,fi9245

985,074

21,847

14,543,01 9

315,200
1 0,987

14,881

701,825

14,890

14,890

27,943,391
206,053

7,'183

9,728

218/.7
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SUEZ WATER PENNSYLVANIA INC.

I&E ADJUSTMENTS TO
ANALYSIS OF DIRECT CUSTOMER COSTS

BILLING AND COLLECTING

Line

No. Description

Company
Billing &

Collecting Adjustment

l&E
Billing &

Collecting
Operation and Maintenance Expenses

T&D Labor - Operation
Employee Salaries - Supervision
Employee Salaries - Meters
Fringe Benefits

T&D Labor - Maintenance
Employee Salaries - Supervision
Employee Salaries - Structures and lmprovments
Employee Salaries - Services
Fringe Benefits

1 Total Customer Accounting Expenses $
2 Management Fees - Customer Related
3 Management Fees - Employee Related
4 Transportation Expense
5 Worker'sCompensation
s Advertising Expense
7 Office Rents

Subtotal

Depreciation Expense
I Meters
10 Services
11 Office Buildings
12 Office Furniture & Equipment
13 Computer Software - CIS

14 Subtotal

Taxes Other Than lncome
15 Payroll Taxes
16 Assessments

Subtotal

Rate Base
Meters
Services
Office Land/Buildings
Office Furniture and Equipment
Computer Software - CIS
Materials and Supplies
Deferred Taxes

Subtotal

Return and Income Taxes

Total Direct Customer Costs

2,460,501

54,617
7,560
5,528

67,706

1 19,509

119,509

2,321,667
80,929

5,528
109,61 1

(331,06e)

2,1 86,666

223,432

2,871,148

(1e0,523)
(377,179)

(55,857)
(27,000)
(25,1ee)

(675,757)

$ 1 ,770,150

836
13,759

1,784,744

54,617
7,560
5,528

67,706

1'19,509

119,509

2,321,667
80,929

5,528
109,611

(331,06s)

2,'t 86,666

- 223,432

(675,757) 2,195,391

1,960,672
377,179

55,857
27,000
25,1 99

836
13,759

17

18

19

20

21

22

z5

25

26
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SUEZ WATER PENNSYLVANIA INC.
I&E ADJUSTMENTS TO

CALCULATION OF CUSTOMER COST PER MONTH FOR A 5/8-INCH METER
BASED ON DIRECT COSTS

Cost Function

Direct
Cost of
Service

(1) (2)

Meters 2,626,666

Services 3,509,391

Biffing, Coflecting and Meter Reading 2,196,290

rotar :,T:ff'
Units Meter
(3) - (4t--

77,769S/8-inchEquivalents $33.78

63,972 3/4-inch Equivalents 54.86

62.282 Customers 35.26

Cost Per
5/8-inch
Meter

Monthly Bill
(5)

$2.82

4.57

2.94

10.33

3.68

$14.01

Subtotal Customer Costs

Unrecovered Public Fire

Total Customer Costs
and Public Fire

$8,332,347

3,438,063

$1't,770,411

77,769 S/8-inch Equivalents 44.21



PENNSYLVA}IIA PUBLIC UTILITY I :

COMMISSION

v. : I Docket No. R-20f 8-3000834

SUEZ WATER PENNSYLVANIA INC I :

BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

WITNESS VERIFICATION
THE BUREAU OF INVESTIGATION AND ENF'ORCEMENT

I, Brenton Grab, on behalf of the Bureau of Investigation and Enforcement, hereby

veriff that the documents preliminarily identified as:

I&E Statement No. l-R, and, I&E Exhibit No. l-R were prepared by me or

under my direct supervision and confrol, Furthermore, the facts contained therein are

true and correct to the best of my knowledge, information and belief and I expect to be

able to prove the same at an Evidentiary Hearing in this matter. This Verification is

made subject to the penalties of 18 Pa. C.S. $ 4904 relating to unsworn falsification to

authorities.

Pennsylvania Public Utility Commission
Bureau of Investigation and Enforcement

Brenton Grab

Dated: August 30, 2018





1 Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

2 A. My name is Brenton Grab, and my business address is Pennsylvania Public Utility

3 Commission, P.O. Box3265, Harrisburg, PA 17105-3265.

4

5 Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

6 A. I am employed by the Pennsylvania Public Utility Commission ("Commission" or

1 "PUC") in the Bureau of Investigation and Enforcement ("I&E") as a Fixed Utility

8 Financial Analvst.

9

10 A. ARE YOU THE SAME BRENTON GRAB THAT SUBMITTBD DIRECT

I1 TESTIMONY IN I&E STATEMENT NO. T IN THIS PROCEEDING?

12 A. Yes.

13

14 a. WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTTMONY?

l5 A. The purpose of rny rebuttal testimony is to respond to the direct testimony of the

16 Pennsylvania Builders Association ("PBA") witness Daniel E. Durden (PBA

11 Statement No. I) regarding Sr-rez Water Pennsylvania Inc.'s ("Suez," "SWPA," or

18 "Company") rate case filed on April 30, 2018. Specifically, Mr. Durden's

19 testirnony addresses the proposal of Suez "...insofar as it relates to the irnpact of

20 the Federal Tax Cuts and Jobs Act ("TCJA") on the requirement for water and

21 sewer utilities to recosnize Conlributions in Aid of Construction ("CIAC") as



1 taxable income and the associated effect on charges to developers and customers

2 who remit those CIAC charses."l

4 A. DOES YOUR TESTIMONY INCLUDE AN ACCOMPANYING EXHIBIT?

5 A. Yes. I&E Exhibit No. l-R contains schedules that support my rebuttal testimony.

6

7 A. WHAT IMPACT DOES THE TCJA HAVE ON CIAC FOR WATER

8 COMPANIES?

9 A. Prior to the TCJA, water utilities were operating under a long-standing exemption

10 that did not require received CIAC to be treated as income for income tax

I I purposes. Implementation of the TCJA eliminated this exemption for water

12 utilities.

13

14 A. SUMMARIZE SUEZ'S PROPOSAL RELATED TO THE IMPACT OF THE

15 TCJA ON THE REQUIREMENT FOR WATER AND SEWER UTILITIES

16 TO RECOGNIZE CIAC AS TAXABLE INCOME.

11 A. Suez proposes to gross-up the CIAC charged to developers at the net present value

18 of cash flows resulting fion the taxability of the CIAC and the future deductibility

l9 for income tax purposes of the resulting asset. The Company also proposes that

20 the deferred incorne tax irnpact of the transaction be held outside of the

rl)BA Stalernent No. 1.p.2.



1 ratemaking process so that it does not impact water customers. Lastly, the

2 Company proposes to utilize the capital structure and debt cost rate of its

3 immediate parent, Suez Water Resources, and the water proxy group return on

4 equity amount in effect as of December 3l of each year and update this calculation

5 once per year. This treatment of the contribution requires the contributor to pay

6 for the income taxes associated with the contribution. so that Suez customers do

J not subsidize the contribution. (SWPA Statement No. 3, pp. 8-9.)

8

9 Q, DOES I&E AGREE WITH THE COMPANY'S PROPOSALS

IO SUMMARIZED ABOVE?

I I A. Yes.

t2

13 a. DOES THE PBA AGREE WITH SUEZ'S PROPOSAL RELATED TO THE

14 IMPACT OF THE TCJA ON THE REQUIREMENT FOR WATER AND

15 SEWER UTILITIES TO RECOGNIZE CIAC AS TAXABLE INCOME?

16 A. No.

t1

l8 a. WHAT IS THE PBA'S RECOMMENDATION REGARDTNG HOW SUEZ

19 SHOULD ACCOUNT FOR CIAC?

20 A. Mr. Durden recomffrends that Suez adopt the "no gross-up'' rnethod to account fbr

21 CIAC consistent with the proposal of Pennsylvania Arnerica Water Company

22 (PAWC) at Docket No. R-201 8-3002502, which rvould allow Suez to record
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2
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5

6

-

8

9

10

ll

12

l3

t4

15

t6

l7

18

l9

20

21

22

a.

A.

income taxes paid on CIAC to a deferred account and include those taxes in rate

base in future base rate proceedings (PBA Statement No. I , p. 4). Under this

method, the contributor of the capital is not charged the income tax associated

with the contribution as it is recovered from existins customers.

WHAT IS MR. DURDEN'S BASIS FOR RECOMMENDING THIS

ALTERNATE METHOD?

Mr. Durden argues that the new financial burden associated with paying the tax on

CIAC may deter developers from commencing construction projects of main and

line extensions for Suez, which is not in the public interest because Suez should

have adequate resources to invest in new infrastructure and capital developments

and to increase water accessibility (PBA Statement No. 1, p. 3). Also, he states a

larger customer base spreads the overall cost of service to more customers, which

lowers the customer cost (PBA Statement No. l, p. 3). By not allowing the

Cornpany to spread fixed costs over a greater number of customers Mr. Durden

states it will increase costs in the long run, which is contrary to PUC policy (PBA

Statement l, p. 4). He also argues that by imposing the tax on the new customers

or the developer it could create a disincentive to use public utilities to serve new

customers' water needs and push thern to use wells which rvill increase customers'

costs in the long run (PBA Staternent No. 1 , p. 4).

Mr. Durden states that under his new proposal customers will benefit fionr

advances that are funded throu.eli CIAC and any costs related to taxable CIAC rvill
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16
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l8
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20
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22

a.

A.

be offset by additional customers. He also states that the tax expense for Suez will

be recovered over the life of the property, which is a better result (PBA Statement

No. l, p. 5).

DID MR. DURDEN PROVIDE ANY OTHER REASONS IN SUPPORT OF

HIS ALTERNATE PROPOSAL?

Yes. Mr. Durden mentioned that the Commission approved the no gross-up

taxable CIAC method for Columbia Gas of Pennsylvania, Inc. (Columbia Gas)

and York Water Company (York Water), indicating that the method is lawful,

nondiscriminatory, and reasonable (PBA Staternent No. 1, p. 5).

DO YOU AGREE WITH MR. DURDEN'S RECOMMENDATION?

No.

PLEASE EXPLAIN.

I oppose Mr. Durden's reqnest to adopt the no gross-up method because current

customers should not be required to subsidize the cost to construct new plant and

serve new customers. Suez should be required to continue to use the "-eross-up"

rnethod as it has proposed where the contributor bears the total uneconorric cost of

the extension. includins incorne taxes. Such taxes would not be included in rate

base and recovered from current customers as proposed by Mr. Durden. When

Contributions and Advances becetme taxable in the rnid-1980s. the Cornmission

a.

A.

a.

A.
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22

extensively addressed this issue and adopted the gross-up method for water and

wastewater utilities in an Opinion and Order Entered on June 14,1989 (1989

Order), which regulated water and wastewater utilities have followed and should

continue to follow for future projects (l&E Exhibit No. l-R, Schedule l). The

1989 Order was rendered inapplicable regarding CIAC for water and wastewater

utilities after the 1996 federal tax law change, since CIAC for water and

wastewater utilities were declared tax exempt in the 1996 tax law change. Now

that the TCJA eliminated this federal tax exemption, the 1989 Order is again

applicable and should be given its full force and effect, and Suez and all water and

wastewater utilities should use the gross-up method in calculating CIAC as was

previously ordered in the 1989 Order. The Commission stated in the 1989 Order

that "The contributor bears the total cost, including taxes of the plant because he

also will reap its full benefit" (l&E Exhibit No. 1-R, Sch. I , p. 25).

Mr. Durden indicated that his no gross-up proposal is consistent with

PAWC's proposal at Docket No. R-2018-3002504 (PBA Statement No. I , p. 4).

Note that Mr. Durden's ref-erences are to PAWC's wastewater docket, the correct

docket for the equivalent water proposal is R-2018-3002502. I&E filed a

cornplaint against both proposals on July 24,2018, and the Commission

suspended PAWC's filing penclin-e a full investigation on August 2.2018. A

proposal in another on-eoing contested proceeding has no weight in this Suez

proceeding. I should also note that in the 1989 investigation- a great majority of

the r,r'ater and selver utilitics asreed that current custorners should be insulated
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l8

l9

20

2l

from costs arising from CIAC or Customer Advances for Construction (CAC)

(I&E Exhibit No. 1-R, Sch. l, p. 25). During the 1989 investigation, PAWC

indicated that it preferred using the full gross-up method, meaning PAWC agreed

with charging the full tax to the contributor and insulating current customers from

the cost (I&E Exhibit No. l-R, Sch. 1, p. 9).

Mr. Durden did not provide any proof such as studies, examples, or

documentation to support his claim that including the tax costs with the CIAC will

decrease the amount of contributions Suez will receive. Without any kind of

support for his assertion, there is no guarantee that developers paying the tax on

CIAC will decrease the extension of services to new customers and cause

detrimental effects to Suez and its custorners. Under the no gross-up rnethod as

proposed by Mr. Durden, existing customers would be charged the tax on CIAC as

opposed to the developers, which is an unnecessary socialization of line extension

costs. His reasoning that the CIAC tax should be paid by customers to avoid a

possible detriment experienced by reduced extensions and customer additions is

unsound. Under the no gross-up method, current custorners are going to

experience a detriment frorn having to pay the tax on CIAC. Further, Mr. Durden

presents no substantial evidence that. under the gross-up method, customers or

Suez will experience a detrinrent based on Mr. Durden's belief that developers'

willingness to pay CIAC rvill bc reduced. It is reasonable to assume that any

additional CIAC paid by a developer due to the tax gross up would sirnply be
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a.

passed along to its eventual customers, thereby making the developer whole for its

investment.

IS THERE ANY INFORMATION FROM A WATER AND/OR

WASTEWATER UTILITY INDICATING THAT THE NO GROSS-UP

METHOD WILL CAUSE A SIGNIFICANT INCREASE IN COSTS

DESIGNATED TO CUSTOMERS?

Yes. In response to TUS Data Request Set l, R-5 related to Docket No. R-2018-

3002502, PAWC compared the net present value ("NPV") of the effect on

water customers based on an annual CIAC estimate of $5 million for its no

gross-up proposal (CIAC Method 3) and the three gross-up methods (CIAC

Method 2, CIAC Modified Method 2, and CIAC Method 5) approved in the

Comrnission's 1989 Order (l&E ExhibitNo. l-R, Sch. 2,pp.2-3). The

Cornpany's no gross-up proposal had an NPV of $931,000, which would be

recovered from all cnstomers, while the three gross-up rnethodologies either

decrease rates (CIAC Method 2) or do not affect customer rates (CIAC Modified

Method 2 and CIAC Method 5) (l&E Exhibit No. 1-R, Sch. 2, pp.2-3).

WHAT IS YOUR RESPONSE TO MR. DURDEN'S ARGUMENT THAT

HIS PROPOSAL IS JUST. REASONABLE. AND NONDISCRIMINATORY

BASED ON THE COMMISSION'S APPROVAL OF THE NO GROSS-UP

METHOD FOR COLUMBIA GAS AND YORK WATER?

A.

a.
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A. During the 1989 investigation the Commission recognized the value of adopting

an appropriate methodology for accounting for CIAC and CAC on an industry-by-

industry basis due to different industries and their customers having varying

circumstances and needs that necessitate different methodologies (I&E Exhibit

No. l-R, Sch. I , p. 23). For gas (such as Columbia Gas) and electric industries the

Commission approved the no gross-up method, even if existing customers share in

the cost (I&E Exhibit No. 1-R, Sch. I , p.24). The Commission reasoned that this

rnethod promotes growth since electric and gas utilities operate in an energy

competitive environment and have the potential to provide a "public benefit" in

the forrn of economic development (l&E Exhibit No. l-R, Sch. 1,p.24).

Flowever, for water and wastewater the Commission approved the gross-up

rnethod since the same considerations did not apply (I&E Exhibit No. 1-R, Sch. 1,

p.25). The Commission stated that for the water and wastewater industry

"competition within the industry is not as vital a force as it is in the energy-based

industries. Economic development, while an important consideration, is not as

sensitive to water utility pricing as it is to energy costs." (l&E Exhibit No. I -R,

Sch. I , p.25.) Therefore, Mr. Durden's argument that his no gross-up method

proposal is just, reasonable, and nondiscrirninatory based on Colurnbia's

utilization of the method does not support its use by Suez or any other water or

rvastewater comoanv.

Mr. Durden further opines his proposal is nondiscrirninatory. just. and

reasonable since York Water is using a no gross-up method in accountin-g fbr

9



I CIAC (PBA Statement No. l, p. 5). To my knowledge, York Water is the only

2 jurisdictional water and wastewater Company authorized to use the no gross-up

3 method. Since York Water's CIAC accounting methodology is not uniform with

4 the other Commission resulated water and wastewater utilities. it is I&E's

5 intention to address this in York Water's current base rate case (Docket No.

6 R-2018-3000019) and recommend that York Water utilize the gross-up CIAC

J accounting method to establish uniformity with the other water and wastewater

8 utilities.

9

10 a. PLEASE SUMMARIZEYOUR RECOMMENDATION.

I I A. I recommend that the Company's proposed gross-up methodology be approved as

12 it appropriately recommended that the contributor, not existing customers, pay for

l3 the incorne taxes associated with the contribution. The PBA's recommendation

14 should be rejected as it shifts the responsibility from the contributor to existing

l5 customers. which violates the Commission's 1989 Order and is not the

16 rnethodology utilized by other regulated water and wastewater utilities.

11

I8 A. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

19 A. Yes.

t0
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Public l"teeting held May ll, I9B9

Commissioners Present:

BiIl Shane, Chairman
William H. Snrith, Vice Chairman
Joseph Rhodes , Jt,
Frank Fischl

fnvesbigation of Account,ing and
Ratemaking AssociaEed wiuh conEri-
butions in Aid of Construction
and Customer Advances

OPINION AND ORDER

BY TItr COMMTSSTON:

DOCUit/nEh$T

FOTDER

Docket No. I-880083

EO,EKETEE

rJJUt-? - 198s

]NTRODUCTION

Contributions in Ai d of Construction ( ''CfAC" ) and Cus-
Lorner Advances ("CAC") r.rere given t,axab-Le slatus under Lhe Tax

Reforrn Act of 1986 ("TRAB6"). On August I0, I9B1, the Office of
Trial St.af f ( ''O'IS" ) f iled a Petition at Docket No. P-810246
requesting that an fnvesiigation be initiated to address the
proper accountj-ng and raLemaking treatment of CIAC and CAC, given
their new taxable status. f:he OTS also expressed concern that
there was no unifor:m treatrnent of CIAC and CAC among
jurisdictional utilibres and noted Lhat many utilities had no

tarif f s that specif ical-Iy covered such charges t.o ratepayers.
The OTS expressed the concern tha t the taxes r-rovt assessed by the
Interna-I Revenue Servtce on t-hese revenues, woul-d be charged
directly to current ratepayers, r:al-her than to the nevr rarepayers
and developers , f ot whonl the nelJ plant was cons t-ructed .

In it's Petition, ihe OTS ident-ified and anaJ.yzed six
ratemaking methods Ihal, could be enrployed for CIAC and tvro for

I.
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CAC. The analysis incLuded Net Present VaLue ("NPV") computa-
tions of the revenue sLreams from both currenI ratepayers and

contributors-f/ (The computations were adjusted slightly in the
OTS Reply comments based upon Lhe criLique of these calcuLaLions
by other Respondents in the Tnvesbigation. The six CIAC and two
CAC methodologies urere described as follows.

CIAC Mebhod I - The new customer or developer .ge_aji,gn!€S_a

certain level of reyenues (assumed Eo be SI000 in order to
make the analysis of bhis method consistent with other CIAC

methods). This revenue initially reduces current rate-
payers' revenue requirement, however the plant enters ral-e
base and current, ratepayers pay a return on it, and provide a

reimbursement through depreciation expense over the plant
Iife. The cost to Lhe developer under Method I is $1000
while the NPV of t,he effect on existing rat.epayers is
s232.67 .

CIAC Method 2 - The CIAC is arnounc

of che llederal Ineorne Tax and is charged to Ehe contributor
There would be no raLe base incl-usion, However, all tax
depreciation would be fl-owed through to the benefit of
existing ratepayers over the tax l-ife. Under this method
ttre contributors cost is $1555.90 while the NPV of the
effects upon existing cusEomers revenue requiremenl- is
($284.3s) .

In the analysis the OTS made al-1 assumptions ani variables
constant across all rnethods, and assumed the p)-an l- to be
constructed would be vafued at $1000. (fhe assumptions
and variables emploved dre present.ed at Page B of the
original OTS Petition and were adjusted per pages 3 and 4

of the OTS reply comments. The OTS calcul-at j.ons have been
reviewed and it has ceterminec'l that they accurateJy
refJ-ect ihe NPV of the cash flows produced by each
methodology. The cosLs idenLified in this Opinion and
Order reflect aII of the corrections made bv the OTS t-o
their NPV analvsis. 'Ihese corrections arosL f rom t.he
Responden ts ' In i t- i a l- Commen t.s .

0

1/
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gJAc meqhqa ? (uoa"i - rhe crAc is
amount of the Federal- Income Eax and is charged to Lhe con-
Lributor- There would be no rate base inclusion and all
tga-*Qgpggclati=q.n benef its would f low-bgck Eo the contribu-
Lors as khey are realized foy. the utilitv. Under this
met.hod, the contribul-or's NPV cost is dependenU upon the
Lining of the reaJ.ization of the tax depreciation benefit-s
by the utilit.y. In any case, the cosL wiLf be l-ower than
under Lhe full gross up methodology of Lhe original CIAC

Method 2. Existing customer raEes are unaffected under [he
^fmet,hod . !/

CrAC Method I - No gross-up of OIAC occurs. The utility pays

t-he tax on t-he 51000 contr ibution and the result j-ng def erred
El5 debiq is Eddecl to rate b3ss. rt is removed from rate
base as the utility receives the tax depreciation effecbs.
The NPV of the effect on current ratepayers is $281.50,

CIAC lulethod 4 - I'u I] tax effecLs are currently cbarqed to
t1!-gpgyg_rs as a result of the base contribution of 91000.
Tax benefits are flowed through to current. ratepayers over
the plant life- The'NPV of the effect on currenl- ratepayers
is S3.11.93.

9rA9_ !Lel_bp{ 5_ - --cjaq_,L-q--slqqgeg:,9-p" by the NPV o{ rhe t-ax

l i,e..-8*il_i!f_o*f_-f,139,*}g?glbg*lex reducIive effecl-s of !!19--tg_ti
d9pfqg*l-a--!.iq-q that wj.l.I be recei-ved cver the planl:'s lif e.
l'he resultant contribution is $1363,91. There rs no effecL
on current ratepaytlrs' reverue requrrenrent.

z/ CrAC Method 2 - Mo<iified !{as frrst proposed in the Initial
Conments of several, uIilit-res and was then furt-her addres:;,.:c]
bi, the O'I'S as a viable option in -its Reply Comments.

o b

'1
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g.LLC i'lethod 6 - llg_gross ue_!l_EfAq, is rnade. The reLated Eax

of $396-63 is a"rate,base addiLion, Current Ratepayers pay

a return on rat-e base and for book depreciation, They

receive the benefits of the tax depreciaIion when received.
The NPV of the effect on current ratepayers is $280.54 .

CAC MeLhod A - A fuLI gross-:ue meLhod for advances in which
the contributor pays S1655,90 in year one, then receives
refunds that are fully "grossed-up". The NPV of the costs
t-o contributor using the OTS assumption is $I226.62. The

NPV of the increased cost to currenE ratepayers is 9110.41.
The increased ratepayer cost results from the effects of
refunded arnounts entering the rate base of bhe utility.

94C ryteFhgd n in which the
contributor provides advances of $1655 less the NPV of tax
depreciation effects or a total of $144I.06. The conLribu-
[or receives refunds of 5350.00 and the NPV of his cost is
S,1.050.82. The NPV of the ratepayers cost is $325.27. The

ratepayer cost is higher than in Method A since in Metbod B

i-he Lax depreciation benefits accrue to the contributors
benefit, not the ratepavers.

II. CTS PETITION

In jts Pet ition, the O'fS' preferred CIAC method was

Method 5. It states:

Only those met.hods that l-eave general !:eve-
nue requiremenLs unchanged and j.ncrease
contributor paymenls shoul-d be considered
under normal circumstances. This pares the
methods down to one, Method 5. Because the
revenue r:equirement remalns substantial l.V
unchanged using this methocl, OTS prefers this
rnethod rviL.h resoect to raieoaver-s i-nt-e-
rests. Th js rneLhocl holds general ra te-
payers harmless whrl.e mi nimiz)ng the tot-a.l
CIAC a nd a ssoc i a t.ed La xes Lo be pa j. d by
contrlbutors.. - -

'4
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The OTS sLates that since CIAC are used to construct plant thaE
is l-o be employed by new customers, it is those new customers
bhat shoul-d bear the rate increase effecLs. Current. ratepayers
should not subsidize the addition of new customers.

The OTS also supported CIAC Method I of g_qg{!O4e-gl

revenues in instances where iL can be shown Lhat CIAC "gross-up"
wiLl create true hardship, and where the plant additions wilJ., to
some degree, benef it a1] ratepayers or where b,he genera.I populace
of the area wj-11 benef it through economic development-.

As regards Advances, the OTS prefers CAC Method A, a

fuLl gross-up metlrod. It is preferred because it "more effi-
ciently assigns costs to the customer/developer to whom the
assets are attributable..," and because the fulL gross*up meLhod

is not dependent on tbe amounL or timing of refund forecasts,
unlike "net of tax" gross-ups such as CAC Method B, The OTS also
concl-udes with regard to advances, that non gross-up nethods
could be employed where hardship or pubJ.ic good is a fact-or,

rrr. -qoMMrssroN AcrIoN

In response to tho Petition of lhe OTS we initiated an

fnvestigation on August 18, 198B at Docket No. I-8B0083, to con-
sj.der the appropriate accounting and ratemaking for CIAC and CAC.

All jurisdictional- fixed utilitj.es were named as respondents and

the Office of Consumer Advocate (OCA) was invited t,o participate.
In j- t-iaI and Reply Conments were solici Led f rom aIl Respondents:
(l ) addressing r-he Ol'-c methodologies ; (2) providing alternative
methodoLogi-es using NPV; (3) providing draft tariff pages for
proposed mel-hodol-ogies; and (4) acidressi.ng the subject of what

f ree constr-uction a-l-l-owance shou.l d be adopted f or f uture
appl ica l-i on. A 45 day per iod f or Initial Comments and a 30 day
period for: Repiv Comments gras establ jshed.
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IV, .INITIAI COI"IMENTS

Approxirnately thirEy-five (35) InitiaL Comments were

provided by Respondents to the InvestigaLion. we shall review
characterize the comments of each indusEry below:

A. -Electric

Eight major elecEric utilities were evenLy split be-
tween support for OTS CIAC Method 3 and OTS CIAC MeLhod 5. Those
supporLing Met.hod 3 cit.ed the adverse effects upon economic
developmenL of gross-up methods such as Method 5; the potenLial
effects of tax Iaw changes on gross-up methods; consistency with
Feder:aJ, Ener:gy RegrrJ,al-ory Commi ssi.on (PERC) or: Gener:al.ly Accepted
AccounLing Principles (CRep) with regard to Method 3; simplified
record-keeping; Iack of adverse effects on utility earnings with
Method 3i and Method 3's minimal impacl- on current cusbomers.
Ihey also cited the insignificant effects in the elecLric uti-lity
industry.

Those electric ul-ilities supporting OTS CIAC MeLhod 5
di.d so because they believed current general revenue requirements
shouLd not be affected by new conbributions to t.he utility and

because Method 5 at l-he same time minj.mizes the effects upon

contribut-ions.

tiith regard to Advances the eigbt companies were split:
betu.reen mel-hods r:eqLrir ing no gross-up (i. e. CIAC MeLhod 3 ) , a net
gl:oss-up (i.e. C-TAC ltleLhod 5) and a ful-I gross-up (i.e. CAC

Method A),

B. 1le,!q9_o_nDv".gfg-a-!"i*9!'r_g

Initial Comments vrere received from only a fe,,.r

Le-!-ecommunicaL-ion utilities j.ncl.uciing BeIl Tel.ephone Company of
Pennsylvania (tlelL), ConteI, Tnc. (Contel) and IJniLed Telephone
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Conpany of PennsyJ.vania (United). AJ-l- maintained that Ehe effect
upon these utilities of CfAC and CAC was either de minimis or
nonexi-stent, and bhat CfAC and CAC should be handl-ed on a

case-by-case basis -

C.

lwenty-one gas distribution companies filed fnitial
Comrnents in the CfAC/CAC Investigation. This total inc.l-udes

several companies that were represented by the Pennsylvania Gas

Association (PGA) and the various members of Ehe Penn Fuel cas
group.

WhiIe the PGA recomnends a company-by-conpany mel-hodo-

Iogy, most of it's membership supported OTS Method 3, in which
there is no gross-up arrd the CIAC reLated taxes increase rate
base. This was supported in the individual comments of severa-I
large gas companies including Equitable Gas., T.W. Phillips Gas,

UGI Corporation, Columbia Gas and Peopl-es Gas. Reasons for
supporting Metbod 3 and not Method 5 included:

Method 3 does not gross-up the contribution. to
do so woul-d discourage economic developnent.
A gross-up methodology (Method 5) would put t.he

gas indust-ry at a competitive disadvantage with
other energy sources.
Because the cost and cj-rcumstances of every pro-
ject may be vastfy different it is easier tcr

employ Mebhod 3 for both CiAC and CAC-

Gross-up met.hodol-ogies wiII dampen new custoner
activity.
Method 3 represents a fai-r balancing of the inter-
est-s cf the existrng cusLomers, poLencial ne\,/

cusl-omers and the utili.tv.

I'he conrpanies supportilrg l"let hod 3 for CIAC a I qn qrrnnnrl i I f 6r
use wr[h CAC.

7
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.b-our major companies, inc.l-uding bhe Penn Fue-l Gas

group, Pennsylvania Gas and WaEer, Pennsylvania and SouLhern, and

National PueI Gas supported oTS Method 5, the NPV "gross-up",
Reasons for supporting rqethod 5 as opposed Lo MeLhocl 3 included r

Method 5 properly reirnburses cornpanies for bhe

time val-ue of money on Lhe net cost created by the
payment of the tax when the CIAC is received and

recovery of the tax through the tax depreciation
deduction.
Income tax consequences of CIAC and CAC are kept:

out of the ratemaking process, thereby insulating
existing customers fron any increases in rates
resulting from the CfAC and CAC.

Method 5 places the minimurn burden on developers
while correctly insulating current customers from
any rate effects of CIAC and CAC not related to
existing customers-

Those fj.rms supporting Method 5 appeared to do so for CAC also.

It should be noted tirat the gas industry in general
believed thae the choice of method shoul-d be ]eft to each
individual company and not rnandated by the Commission.

D. Water and Sewer

WaLer utiiities are the largest users of CIAC and CAC

account j nq of all uti lity rndusLr ies. Ivlany water companies
indicate<l in their Initial Comments l-hat- the Cornmission should
noi- i-mpose a generic rnethod on utilities but aIl-ow companies the
flexibrl-ity of an indivicual. choice of rnethodology. The water
ut-ilil-ies did have preferrecJ mel-irodologies, however, which :hey
woul-d chocse f.or Iheir individua]. Irrrns.

b

-B
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Of those water companies responding Lhe great majority
preferred the use of a gross-up methodology. By a 2 Eo L

nrajority the gross-up methodology of choice was OTS Method 2,

full gross-up, over OTS Mel-hod 5, NPV gross-up. The reasons
cited were the simplicity of MeLhod 2's calculation for smaLL

companies; non-necessity of predicting fuL,ure events; and the
insulaEion of current ratepayers. Whil-e severaJ water utilities
favor OTS Methods 3 or 5 in which rate base is increased by the
deferred Laxes associated with the CIAC timing difference, in
general, smaII water companies supported Method 2, full gross-up
due Eo its sinplicity. The }arger water ut-ilities heLd more

varied positions although they too leaned toward gross-upi

Yor k Wa Ler: Co .

Philadel-phia Suburban Wa t.er
PennsyJ.vani a-Arner ican Water
Western Pa, Water
General- l,Ja t.erworks

Method 5
Method 5
iueLhod 2
Method 2
Method 6

NPV gross-up
NPV gross-up
Ful-L gross-up
Pull gross-up
Rate Base Increased
By Tax

V. Separate Eil-inqs of Citizell _Qtifigiea, lo"c.heF N9. R-BtI.lBO
Wat.er Supptrv Cqqpanv_r

Docket No. A-210700.

Xqfk l{qLer Compenv

At Docket No, R-BBI}SB, the York Waier Company ("York
Waber" ) f iled SuppJ-ement No. 53 to Tarrff water-Pa. P.U.C. No. 13

on Ilovember 2L , l9BB , proposing Lo incl-ude wi l-hrn i ts present_ly
filed tariff, York Water policies concerning ext-ensj.on of
facilities, to become effective January i-|, 1989. On April 28,
1988, the Commission had previously appro.-'ecJ ihese procedures a l_

Docket l.los. R-870769 and P-8102-25.

York Water developed ihe ne I presenf .re.Lue gross-up
procedure (OTS Plethod 5 ) to increase the a;uoLrnt cha rged to
developers to provide for the effect, of tne j.ncl-usion of CIAC and

CAC in Iaxab-Ie jncome. T'he procecjure resu;,]ts in no incre.rses to
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rates, hol-ding existing cusLomers harmless frorn the tax effecLs
of CIAC and CAC.

B- Citizens

On December 23, 19BB, the CiLizens Utilibies (citizens)
group of SLamford, ConnecticuL filed for changes to the tariffs
of its Pennsylvania jurisdictional affiliates with regard to
Contributions in Aid of Construction and Custorner Advances. On

January 24, 1989, the OTS filed a Petition in response as did the
OCA on February l, 1989. The filing of Citizens asked bhe Corn-

nission to aL-l.ow the adoption of a tariff Lhat reflected the NPV

gross-up of OTS Method 5 but witb above-the-Iine ratemaking
effects not advanced by the OTS in it's CIAC petition. The

CiLizens proposal would use a NPV gross-up but also add the
deferred tax created by the CII\C tax timing difference to rate
base, rather than have it absorbed by the utilibies' stockholders
or the deveJ.opers. The OTS replied in it's Petition that this
creates substantial additional revenue burden to be borne by

current ratepayers and that the burden j-s more than that calcu-
Iated by Citizens when ongoing CIAC is assumed. It reiterated
tha t oTS Method 5 should be adopL.ed rvith aII ra bemaking
accounting below the line as ordered in York Water Company (see

Conmission Orders at Dockel- Nos. R-BB1I5B, R-870769 and

P-5-79225). The OCA responded in a sinril-ar fashion and concurred
trith the OTS. CiLizens f iled an Answer to the OTS Peti-tion on

February 7, 1989, In that Answer, it agr:eed with OTS that iL's
proposed rnethodol-ogy was, in esseRce, OTS itlethod 5. CiLizens
disagreed wi th Of'S as to i-he ratemaJ<ing accounting f or OTS

Method 5. It reiterat-ed its posiLion -'hat- such accounting should
be above the .l ine and that the CIAC I'IPV gross-up method necessi-
tated an increase to rate base ior deferred taxes. Citizens
concl uded, however, that. il- rsas r^ril1ing to have such matters
addressed by the Comlniss j cn i n the gener-lc invesL j gat j or-r insL.ead

of the R-BB11B0 et seq,proceedj.ng. In tlre Orciers at R-BBllB0 et
seq. rf n trebruary 16, 1989 we sLlspenoeci the f i I rngs artd rndicated

b
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that they be consolidated and addressed within the CIAC Investi-
gation at I-BB00B3. On February 28, L989, Citizens fil-ed a

Petition for Special Permission to Fil-e Tariff Supp-l-emen l-s to
Become Effective Upon One Days NoEice that would aIlow their
uti-l"ities to file'Iariffs enab.l-ing Ehem to receive CIAC in
conformance with OTS Method 5. The Company reasons Ehat without
such a tariff on fi-l-e their contribution-aided consLructi.on
program wou-ld be haLted and the public wou-Ld not be served. By

only approving the tariffs, no rabemaking ramifications would be

approved and ratemaking treaLment would nol- be resolved until
such matters !^,ere addressed in the geoer ic i-nvestigation. In bhe

Publ-ic lvteeting of March 30, 1989, we approved the tarif f f ilings
of Citizens Ut-ilities allowing that group of companies to
immediately adopt Method 5, as an interim rneasure, pending t.he
outcome of this investigation.

c - .p_qup_!Un _!sng9J!d*eLej

On AugusL 23, 1.988 at Docket No. A-210700, the Dauphin
Consolidated lvater Company (Dauphin) filed an application to
begin to furnish vrater service to the public in Newberry Town-
ship, York County, Incl-uded in Lhe Application was a proposal
that a systen of developer-guaranteed revenues be instituted
rather than a CIAC or CAC process. The guaranteed revenues would
be treated as part of the revenue i-equirernen.i: of the utiLity
rat-her than a raLe base deducEion. There woul-d be no additional-
1-ax consequence since the developer supplieC revenues would
mere.ly be substituted f or Lhcse of cuJ:rent ratepayer:s. The
proposa l. was essentially a restatement cf O'I'S Method I in which
the guai'anteed revenues can be assumed to be egua_l Lo wnat CIAC

vroufd have been, but- t-he planI enLers raLe base and the rate-
payers bear the relative cos,l- of sucb.

Dy Order enter-ed llebruarv -,j , I 989, rve approved
Dai-.t phin's Appl-ication t-o provide tbe water servicr: but cenied the
requesI t-o record Developer paynents as reve]nues. llhe ,'naLLer was

orcl ereci t-o be considered rn Lhe generic CIAC Investigaticn.

- Li

b
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on t-ebruary 15, 1989, Dauphin filed a PeEiEion for
Rehearing and Reconsideration on the matter requesting
evidentiary hearings.

On March 7, 1989, the OTS filed a Response to the
Petition for Rehearing and Reconsideration. The OTS opposed

Dauphinrs Petition because the rnebhodology advanced was the sarne

as OTS Method I which t.he OTS deerned unf air to current ratepayers
as compared to oEher methods under invest-igaLion, The OTS noted
Lhat OTS method L was "afmosb universally criEicized by those
uLiliLies which filed InitiaJ. Comments on the six CIAC methods
idenLified at I-880083. Daqphtn itsel.f criticized MeLhod I in
its Jni.tia.l . Comlire4!,s ( Initial
t^latqr: Sggp]y Cotnpanv, et aI , Docket no. I*880083, pp. 2-3)".

The OTS furEher stated:

II. Review of OTS Methods

A. Method I

Require usual CIAC (no l-ax gross-up)
but credit such receipts to revenues
rather than plant. This reduces rates
flowing thrcugh CIAC to revenue
requirement (reducing it immediaLely) .

All customers therefore pay for the
CIAC through depreciaLion over the Iife
of the proper Ly. In ef f ect, t.he uti-
lity finances the p1ant, because the
CIAC is given t-o ratepayers up f ront in
reduced revenue requirernent. This pro-
cedure avoids anv additionaf currenl-
tax Iiabiiitv.

Conments:

I. The ma jcr prob.len wrth l"1el-hr-rd I is that- Con-
pany revenLte woul-d fluciual-e basecl on Lhe .l,erzel of
C'IAC or ccnstruction. \f , f or e;<ample, a test -vea r f or
a rate case were to occur r-n a:/ear wit-h significant-
con'.ribuil.ons, revenLl() reqttii-ement. rvottirJ be artj fi-
c:ially dirnii-rished, whereas in a subsequent case/ with
Lower CIAC, revenue requrrerirent would be arLlficially
i n f l;-r t,ccl .

-I:
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2. An addiLionaf probleln nhich impacts this
method more than the others is that of timing. In the
year in which a utility receives a contribution, tax
liability arises because of that contributj.on. The
revenue requirement of the Contpany wiI.l- not be reduced
by the amount of the conUribution until the Company
receives a rate award. Thus, unless a rate case is
filed for each year in which there is CIAC, there will
be additional cLrrrenl- tax 1iabiLity."

The OTS also cited the fnitial ComrnenLs of other
utilities in rejecting CIAC Method ]:

As indicated in the rnitial Comments of PhiI-
adelphia Electric Company, pP&L and UGI,
among others, Method l. violates accounting
rules as set forth by the FERC in the uniforrn
systern of accounts. since FERC accounting
requires CfAC to be credited against the
capital cost of the asset. It also fails to
comport with the Uniform System of Accounts

Wes tern Wa ter .In

ficant deviation from traditional ratemaking
.pr incip.Leo qp,ml'€n -[3 :qf
fla.tional f. .ofqrtaivr IgLl_y.
Cornmen Le of, rne r: Advoca [e ) "

Other criticisms of Method .l are tha t it
would cause severe reveRue fluctuations (see,
c. s. , Ir:U!:p_l_!eiqq_e-.1:its_ o{ PcItne_y-lgen j.a -'
Atlsr_r_c-gnjteles-_Q-oLltpiLqv--e-{g-ks!!g-q!-rgnl*
-s-y-LY1rl-F--,Uag.gr -qgn -q
!la_!e{_-qq4Petry; anel
qqllp-a3ry -?-4d -I-nd-t-F!-&rq4 !!a.!.e-q-Q-qrp-gr-r-)l ), i t
woul-ci not provide iunc'ls f.or dai l.y operations
since the funds are ccnmitted co planb. con=
struction (see, 9..g_:_, _ltrt!;t p !. !-,gr1lJlgl.t!$- _o-f
Y,9llk_ !*a t"-91*Q_,o_Ep:try ; .Ns tjqnq 1_ !:'uq_t .g_q,q ; and
Co-l-umbi.a Gas of Pa. ) , ^rncl Lhat il- ,lor-rl.d act-- -;-;-
ua LJ.y prociuce pernarrent r ncr(:ases lr-r rates
when vierved over the long r:un (.=-.e, g*:_g-:,
In j t j al. Comments of NaLionai Iuel- Gas (hri:C) ;

n.i1L1jci-c-e-n a:-qrpr,ly; ?l: ";l-.I an,l" Y;! k w_*"_r
L''c'ag151a) .

Orr luiay II, 1989, V/e orcler:ec] ';lrat- f-f-re Pcl- j Lion f or

i.i

for WaEe.r Cornpanies (see, Inttlql qoongqg_!
Fenrrsvl"vaRiE - Ameri l^later A
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Rehearing and Reconsideral-ion be granted and t-hat rnatter be

assigned l-o the Office of Administrative Law Judge for hearing.

VI- The Reply Comments of the ParLies

On February 2L, 1989, t.he OTS filed its Reply Comments

in the CrAC/CAC InvesfigaEion at Docket No. I-880083.

Based upon hhe Ini tial Comrnents of all Respondenl-s, the
OTS first adjusted its original analysis to correcL four conpu-
taLional errors. These included a correction of the Lax

depreciation ]ives; recognizing Ehe deductibility of StaLe Income

taxes prior to the cal.culaLion of Federa] Income taxes; adjusting
t-he preLax rate of return; ad j usting Method 4 t-o comply with
normalization laws and t-he flow-through of Siate Income taxes,
The revised NPV computations did not change the rel"at-ive
significance of the OTS' initial- analysis.

The following is a summarization of the OTS Reply
CommenLs with regard Lo the various methods reviewed and/or
proposed by the Respondents:

lhc siir_ *L0l__rlgql_qd_s ror Re€I_eslin9__gJAc

Respondents' Initial comments indicated nini-
mal support f or Methods .l , 4 and 6, A strong
pref erence was shorvn f or wlethods 3 and 5,
with York VJater Company, NaLional l-uel Gas,
West Penn Power Conrpany and Duguesne Light
Company, among others, j ndicating that t-heil
had already received Conrnissiorr approval to
use lvlethod 5. There was also some suppo-rt
Ior Mebhod 2 oc a ntodifiecl version of
f4ethcd 2, which wii.l be dj.sctrssed/ infra.

l"luch of Lhe Repliz Cornlnenl-s of the O'l'S, regarding the.

specii:c Initial Comment-s by the Resporrdenr-s on Ihe varjou--
nreLhodo.l-ogjes lvere simifar to those observaiior-rs tilat wer€l

prevro\rslV set Ior-th. We shall rror.r address arrd summa::ize

acl clitronal comrnents arrd crrt-icjsns of Ll^re varicus rnethodol.octic-:s

in the order f ,;und in t-he O?S' I?eDJ v Cotnrnertts:

1A

s b
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lvlelhqdl: Refer Lo our previous discussion in this Opinion and

Order of the methodology as regards the fj-ling of Dauphin. (AIso
refer io the OTS Reply Cornments page 6. ) The OTS recommends

rejecbion of bhis method.

ttlelhod -t: (Refer to pages 7-B of the OTS Reply Comments). Criti-
cisms incLuded: tax burden on ratepayers raLher Lhan developers;
wide variations in revenue requirement for smal-.1- firrns; compJ-i-

caLed and difficult to impl-emenL; and, violates normalization
rul-es. The OTS recommends rejection of Lhis meLhod.

h

Method.6: {Refer to page B of the OTS Reply CommenLs).

Crj.t-icisms included; "up-front" payment of the t.ax on

smaf-l- water utilities is burdensome as these ut-i-Lities
l-rouble financing such payment; most electric and gas

found this method l-o be a more conrplicated version of
The O'IS recommends reiection of this method.

CIAC by

would have
ut,ilities
Method 3.

Method 2: (Refer to pages 9 l-hrough 1l of the OTS Reply
Cornments). According to the OTS the full "gross-up" of Method 2

was opposed by nost elecLric, gas and sonre la rger wa l-er companies
as adversely impacting upon economic development and competiEion
and would unfairj.y provide tax c)epreciation benefits l-o currenE
r a tepayer s on plant tha t- rvas CIAC f unded and was not in ra be

base, Several utilj.ties proposed a Modified Method 2, that would
be f ai r:er to ccntr:ibutors because [he tax depreciation wouf d

inure Lo rhe benef it of those rnaking t-he CIAC r:a bher than to
cLrrlrent. raLepayers as advanced by t-he oriqinal t4ethod 2. The

cont-ribuLor vrould r-hen bear onJ.y the "tirnc vaLue of rnoney"

resr.rlt-ing frorn nett-ing the original gross-up for taxes against
t,he recovery cf the benef i t oi t-ax deprecicrti-on ov€lr the asset's
tax life.

tl'he O'1'S observeC t-ha t matly sm.:1ler wat-ei comrlanies sup-
pcrted thr: orrgirtel t4et-irod 2 as the only yia5le CIAC mel-hod ior

l5
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small utilities. AII other methods would necessiCate external
financing and increase capital costs. As to wheLher Lhe original
Method 2 or the modified Method 2 was the more desirable, the OTS

reported a split in the opinion among the uLiLiLj.es. Some

respondents contended that the raLepayers shouJ-d retain bhe

benefiEs of tax depreciation (Mebhod 2) because conLributors
(developers) would recover the fuII cost from Iot purchasers. If
the developers were given tbe l-ax depreciaLion they might- be

tempted to reap a "double benefiL," But as the OTS noted not aII
conEribuLors are developers, and, further, Iot- prices are driven
by bhe market and as a result, developers might be consErained

from recouping the tax benefits. The OTS no[ed that returning
all t-ax depreciation to contributors (lqoaified Method 2) could be

administra l-ive-l-y dif f -icult f or smal-L util- j ties. The OTS con-
cluded tha t smaII, f inancially const-rained ut.ili ties be allowed
to choose betrveen i'lethod 2 and Modified Method 2.

tvletho{_.]: (I?efer to the OTS Reply Comments/ pages lL through 13)

The OTS stated that several large utilities favored this
"nort-gross-up" method that increased rate base by bhe deferred
taxes associated with CfAC, The lneLhod was preferred because of:
(l ) consistency lrith FERC accountJ.ng; (2) ease of administration;
(3) recognition of competi.tion; (4) economic development con-
curs; (5) understandability; and (6) p".Ilqgg_{ ninimal .irnpact on

ratepayers.

The OTS observed , however, bhat the rate base addiiion
of def.er red taxes is a "vqry. ggg_t_ly*_q]-jelpL.+v-e_;\o.r lqLep,g-yegp_, "

as sitorvn by i ts NPV analysis, The OTS, v;lr j,J.e recogn rztng the
exisf.ence cf pos:.tive aspects oL Mer-hod 3, rejects its general
use becar.lsr: the cost to cllrrent ra':epayers out-weiqhs any of Lhe

advant..tg<:s. The IJTS dces, however, bel ier",e Lh6t " the Comm j -ssron
coufcl make tvlethoC 3 avail-abIe for Ltse in pro-jects l-haI have

cientonstt-aEed cLlDlrc benefit" and nctes Lilet-. sc-vera-l llesr>oncien[s
also sut-roesf.td r-r':- -^^--'-^L. The O'_t'Si al-scr rc<-omlnerr,,fs t-ltat. ifLrr-t > ovPt \-,ouil

lvlethr;cl I is choserr by a uLiJit-y, th6t Lhe f irrn be .L?c(-!ircd [o

b

I6
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provide advance notice of the choice and be prepared Lo defend it
in a subsequent rate proceeding,

I"19lihog_.1-: (Refer to t-he OTS RepIy CommenEs, pages I3 t-hrough 17).
The OTS after considering the Initiaf Conntents of a11 RespondenLs

still- supports the NPV "gross-uP" as bhe preferred primary
methodology. In the opinion of the OTS, iL achieves a bal-ance

among the interests of ratepayers, uiil-iIies and contributors.
It is the only nethod that achieves the OTS goal of minimizing
the effect of the taxability of contributions while keeping
current raEepayers unaffecEed. The oTS cites Lhe Initial
CommenLs of NFG in this regard:

First, it excludes entrrely f rom l;he f a te-
making process both taxes paid with respect.
to ConLributions and Lax depreciation bene-
fits received with respect to Contributions;
as a result, there will be no change l-o Ehe
rat.emaking process as a result of TRA-85
changes to the tax treatment of Contribu-
tions. Second, this methodology avoids
placing on ratepayers any burden re.l.a ted to
the income tax expense related to Contribu-
tions, Third, it places the "time value of
money" burden of a Contributj.on upon the
contr j.butor , whi Ie reducing , to a mi nimum,
the anount of Contribution reguired to be
made bv the contributor initi-a.l.lv.

The OTS acknorvledges thab more bookkeeping is involved
with NPV gross-up than with a rate base addition, but points out
t-hat customer advances currently represent the largest portion of
monies now received from develcpers. As such, this Lype of book-
keeping is already largeiy in pJ-ace. Requirrng it f<;r CIAC as

weIl wouLd not be unduly br-rrclensorne- trurther nlany lorge utili-
ties (West Penn Power , Duquesne LighL Company, 1.1trG, Metropoli t,an

Edj.son, L'enelec and Co.Lumbia Gas of PA) alr'eady use i\'lethcd 5 and

for-ttre rnost parE did riot report that it- is b.-rr,clensomc: for i-hern

to aclminister. The OltS does not cons:-clr:r cletermining drscounL

rates or changing tax ral-es to be inrportanL pi'oblems tn using
f,fethcrl 5. All rat-enakrng chorces are subject to t-he varrabiliby

b

i1
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of these factors. One cannot single out their effects on

l"lethod 5 wi-thoub considering Eheir effect upon other methods
under consideration or upon aII ot-her ratemaking decisions for
tha L matter.

The OTS views Method 5 as middle ground. It does not
hinder economic devel.opmenL to l-he extent of Method 2 (fu]l
gross-up). Conversely, t4el-hod 5 woul.d cost developers more than
Method 3 (rate base tax addition). But Method 5 afso does not
transfer the fufl tax effect of TRAB6 to ratepayers as Method 3

does.

9-uqLgrlg@;

l'he OTS set forth l-he fol.Lowing posj.Lion wiLh regard l-o

Custonrer Advances:

OTS requests that the Commission specify the use of
Ivtethod 5, as adapted for CAC, for general CAC purposes-
For instances where use of Modifi.ed Method 2 or
Method 3 rvould be appropriate, OTS requests thab use of
Lhese me thods, as adapted f or CAC, be per.mitLed. As
with CIAC, the use of Method 5 (or any other "gross-up"
rnethod ) f or CAC in, those si b.uations where the Comrnis-
sion's undergJ:ound: service regulations are applicable
wouid Iikely require revisj.ons tc 52 pa. Code 557. B3 (4)
and 52 Pa. Code 963.4I.

O'l'S RepJy comments, Page l9

VII The 0'I'$ Review
89_"jj".l_{r4p,.r ts

_ o_{- _P_rqp1:gg'_Q_ {!_ternat j ves ,1.'ron

f rr rt-s RepIy Comments, the OTS addresses various
approaches obhr:r than those ad,zanced in L.he or j gina-L peti Eion of
Lhe O'fS. Ihe OTS addressc.= :,fic:se apprcaches on pages l9 through
25 cf ri-s Repiy ConlnenLs.

s II

( _1-) -The- Irhr iadelphia
al. t-er na t ivc- rlI AC,/CAC

Suburban ga-._t:g: C-o_mpany (ITSWC) pr:cposed an

nrethod LhaL lras contr:rl>utor.= pr;.1 y 9I000 tcr

1B
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the utiliLy as a "construction deposiL" plus a "tdx deposit" to
pay the associated Lax costs, The "tax deposit" wouLd be in Lhe

form of an unsecured, non-inLerest bearing loan to the utiliby to
be repaid over 15 years, The OTS opposes this methodology be-
cause i1r believes thaL the "Loan" would be considered a true
CIAC,/CAC by IRS, in accordance with Internal Revenue BuIIetin
No. 1987-5I, since the loan would "lack the economic characteris-
tics of a genuine Loan for tsederal income tax purposes," The OTS

reaches Lhis conclusion primarily because the contributor wiII
benefit frorn utility services relating to the loan. This would,
in OTS' view, Erigger t,axabiliEy under Lhe IRS rufes.

(7
Sewer C_ompalv filed Initial Comments proposing a nrethod simiJ.ar
to that of PSWC. The OTS rejected the method for the same

reasons as stated above.

(3) Citi.zehs ULiUFres Cernpanv proposed to use Met-hod 5 in
determining CIAC and CAC, but aLso proposed a ratemaking rate
base addition not ccntemplated by the OTS in its origi.nal pre-
serrtation of Method 5. A discuss ion of the Citizens proposal may

be found in a pri.or section of this report. The OTS opposes the
above-the-I j-ne ra Lemaki-ng aspects of the Citizens proposal.
(Refer to Lhe OTS Reply Com;nents, pages 2L t.hrough 24).

_ljJ__Iest Le.-nl_!o'r,g.l_gonrpq-0y (WP) proposed that it is exempt f rom

the Commission's decision in Lhis Investigation due to a settfe-
nrent provision in the proceeding at lt-850220, aclopl-ed by bhe

Comrnission on February f f , i9BB - The OTS d<;es not agree that l^lP

is exempt . ldP was exernpted f rom the or iginal proceecl j-ng a t
P-87A246, but not specif icaIIy f rom t-he currenL InvesL.igation a-"

I-880083. Further, the OTS contends that t^lP cannot cjarm
exenrption from future chanqes in Conrrnisslort poiicy or regulal-ions
..Lr^r- ^o.trrssital.er'l I'rr,, fhis Invoqrioatiolt.wttLtJtJ )tloy vla lluusJJ r Lo!uu v'/

n

l9
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The OTS noted thab. Lhere were very few Initial Comments

from Eel-ephone uti-liti,es and l-hat litLIe insight was received
into Ehe proper accounting and ratemaking treatment of CIAC and

CAC. The OTS disagrees with the conbent,ion of Contel Lhal- tele-
phone utiliLies were exempted from tax on contributions under
both t.he previous IRS Code or the 1'RAB6 based new JRS Code, The

OTS based its concLusjon on discussions wiLh fRS personneL.

VTII.

rx

-lhe OTS concludes that iL musL continue to advocat-e the
use of Method 5 , (NPV Gross-up) generaJ.ly, t-o establ-ish t,he

proper amount of CIAC and CAC to be received from develo-
per/customers and that the example of an acceptable Method 5
lariff was furnished bv Citizens Utilities wil-h its Initial
Comments.

The OTS is also not opposed t-o the use of Method 2

(full gross-up with tax benefits to ratepayers) or Modified
Method 2lf.uIL gross-up rvitb l-ax benef-its to conbributors) by

smal-Ier less sophisticated companies thaL may also have external
financing constraints.

l,tethod 3 al-so appears to be, acceptable to t-he OIS where
the utility can detnonsrraLe "pttbJ,ic benefit" and wou-ld be

expect-ed to do sc in surbsequent rate proceedings.

rb g R,e p I y 
-_C,9 [.q']9 f r tg_ o f o !.!9 r ---ll e_sp- 9_Il qg-n t €

.j_L)_ -t,.ll_l_Iadq.!i_!1r..! !:Igc__q!-_l_-V__!-.CtU19rly (PECO) agrees wrLh the 01'S in
thcir re jecIron of Methocs l ancl ,1 s;-nce bo-.h .,, j.cIat-e l-ERC

accounting, Genera) Ly /rcceptecl Accounl-rng i'rinciples (GAAP) and

tax normaliz-atron ancl woul.d ai.so resr-tLL in wicle incorne swinqs.

2D
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PECO reiterates it's preference for Method 3 but cont-ends that
each uLi-l-ity shoui.d be alJ.owed to adopt the mebhodoJ.ogy besb

suited Lo its particul-ar circumstances.

(2) ALLIIEL Penqsylvenia.. Inc. (ALLTEL ) et aL . agree wi Lh t.he

IniLiaL Commenls of CONTEL that TRAB6 changes to CTAC do not
aLter the tax exempf status of Telecomnunication indusEry
contributions and advances.

(l) The Sma'll WaLer and Sewer Companies Group submits bhat
" [mlet.hod No. 2 appears to be the best way Eo insulate small
utilit.ies and their customers from t,he dramatic econonic tax
ef fects of CIAC and CAC. The Pennsylvania Public Utilit.y
Commission should consider pernitting utilities having less than
7,000 customers to use Methocl No-

Other methods thev contend "rna\z resuLt in small con-
pa-!ie*9.@
rnargl_0--"0€_!.!Le_en__wh_g_!_ls 4tr_e to the IRS thet vear and what ibhei
s!*i li!Y-i-q-i-l lq-{ eg-
d,ev e l.p pe I )_-d -uJr_n9__iltgfr J_e.gl . "

l4l--T-bs**Bgn-n:v-rllq[.14-Lo-vel-*e-!!-!rghI--9gpc.[y- ( PP&L ) reiterated
its Initial Comrnents and urged "that tfre Pubiic Utility
Commission adopt OTS Method 3 for addressing the income tax
Iiability associated with Contributions in Aid of Construction
and implement this recomnendation in a manner consistent with the
Company's initial comments- In the al-ternative, PP&f, suggests
that tbe Commission odopi- a utj.Iity-by-utility approach t-o

address Lhese issues. "

XI. CONCLUSION

I'he or,:estron of proper regu,l.at:.ory account.lnq for CIAC

and CAC is oroper:1y ooprcached by the O'.iS as cr cosL-berref it ana-

ly'sis usirrg the net pcr.lsenL val-ue of tlre vorious casl-r fLows. l^ie

p b*
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should first. ask oursel-ves, however, who should bear Lhe added

cost,s associated with the new taxable status of CIAC and CAC as a

result of TRAB6. Logic would dictate that where a conl,ributor is
a developer who may pass costs on to l-ot purchasers and all of
the dol-Iars contributed are commiLted to plant- that will be used

solely to provide utility services to l-hat developer and his
future potential- clients, the increased tax cosL should generally
resi: with the developer and eventually the new Lot owners.
Current customers woul.d have no vested interest in such a contri-
but,ion and would not benefit from it. As such, they should not
be responsibJ,e f or the rel-ated income taxes. Sirnilarly, if the
contributor is a single large user of util-ity service, Ehe taxes
associated with Ihe cont-ribution are not reasonably assignab]e [o
other existing ra bepayers, absent special- circtrrnstances. Such

circumstances could be present in many transacLions. Many water
utiliLy extension projects involve the construction of upgraded
mains and other such backbone facilibies i-hat benefil- current
custorners to an extent,, as well as the contr:ibutor and new cus-
tomers. Another special circumstance might be where a new Iarge
user of utiiit.y services wiII provide a "public good" that wi11
benefit the existing community, at large, including current
ratepayers. This "public good" could Lake t-he form of increased
jobs for the area or even generaL economic development, In
instances such as these, there may be roorn for a sharing of the
addi tional tax cost even though the new p.1.ant j s noI Cirect]y
used to the benefit of existing ratepayers. If we accept the
prem-ise tha t costs should be sha'red in some ci rcuns'uances and

l-hat cosl-s shouLd be f ully assignab-Ie to derzel-opers in oLhers, we

can then proceed to e;<arnine t he var.i ous circurnstances r:f t-he

separate utrlity industry groups and the variours nrethodoLogies
ad.,zanced in l-h is In,res t iga t ion .

We rv,i.L begin by addrr:ssing
approacl-r advanced by nany F.espondeln Is
decide how Lo a<:cor,rnL fcr CIAC- and CA(l

cular c:iicLrnstances. bJhil.e vrc beli-r:ve

ii'te cesr: -b1r-ccs(f or g_d- !eg_
in wh,i ch eacli I. i rm r.rould

base cl upon f.iri:i r par ti -
l..fraL a regLila'ror:y a!lencV

r

')a
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shoul-d not act in such a way as to assume the duties and decision
making responsibilities of uEility management or board of direc-
tors, regulat.ory bodies are charged wiLh [he responsibiJ.ity to
protect the interesLs of rat,epayers by assuri"ng reliabLe service
and reasonable rates. A laisee-faire approach to regulation with
regard to this issue wiLl not ensure the accompli.shment of those
goals. Where the options wit.h respect to a given issue are
varied and the rate effects across such opL.ions are broad, a

regulatory agency must set general policy and guidelines whil-e
attempting to retain as much flexibility in setting rates as it
can without jeopardizing tl-re interest of ratepayers or effec-
lively bringing financiaf harm to Lhe ut-ilities it regulates.
The CIAC/CAC issue is an instance that necessiLates a Commission
policy with enough f lexibili ty that such policy creal-es neit.her
unreasonable rates nor fj-nancial burden, that assigns cost to
those who wi-l-I reap benefits and at the same t.ime helps maintain
an environrnent in the Commonweal.th thab is conducive to econonic
development and the growth of commerce. 'l'herefore, some degree
of consi-st-ency and uniforrniEy must be estabJ.ished with regard to
this issue in order to maintaj.n fairness in seb,t-in9 utility
rates. As such, We have endeavored to formuLate a Commission
policy which is flexible wibh regard to this issue, but nob so

Ioose as to permit total freedom wj.th regard to the choice of
CIAC/CAC rnethodology .

;

Establishing a viable
CIAC and CAC will be approached
dj-fferent- ubiJ-j.ty industries and

needs and circumstances Lhat may

differ.

methodology fcr accounting for
on an industry basis. The

their customers have varying
necessi-.ate me:hodcl.ccti_es that

A- ElecLric and Gas

L-;Iectric and Gas utiL
ti.t ivc envi-ronmenL. Consuner:s

readi Ly swi Lch betweerr tltem Ior

iLies oocrafe rn

of these serrvices
hcoting, cook inE

?3

aln energy coJrpe-

can quit-e

a nd coc.l i ng



I

l&E Exhibit No. 1-R

Schedule 1

Page 24 of 33

purposes. Tl'ris is particularly true in the developmental st.age

of a residentiaf area or in the construction of new factories,
shopping centers or other large users of energy - .t'-urthermore, j,t
is the el-ectric and gas uti Iity rates tha t are t,he cr itical
utility cost-s associat.ed with pronot-ion of econornic development.
For these reasons, our CIAC/CAC methodology should be comparabl-e

across Lhese t-wo industries in order to aIJ-ow a leveJ playing
field in the competition to provide energy services. Because

these are also Lhe util"ity indust.ries which have lhe potenbial to
provide a "public benefit" in the form of economic development, a

metbodo.l-ogy that promotes such growth shoufd be avaiJable. Such

a methodology is necessary, tberefore, even if existing rate-
payers must share in the costs associated with the new plant.
OTS Method No. 3, in rvhich deferred taxes associated with a

contribution or advance are added to rate base fu]fills bobh

requi.rements of promoting competitj.on and economic growth. It
requires onty the base contribution or advance and shares the
burden of taxes wj th current ratepayers who rnay also share in the
"public benefits" -inherenI in bhe increased econonic Arowth.

This was the methodology favored by nost electric and
gas utilities in the rniLial and Reply Comment-s and, as such, we

anticipaLe that adoption of Method 3 will also lrecessitate the
least. problems vrith any conversions to this nret.hod. An exarnple
of a -reconriended tariff for Method 3 is contained in Appendix A

to this Opinion and Order. Those electric or gas utiliLies,
which currently employ l4ethod 5 and do not- wish to adopt
Nlel-hod 3, ma j/ continue to use l"lel-hod 5.

ShoLrlc any elect-ric or gas ut-llitv wish to dev.iate irom
these methcds it must f-j1e a petltion, comp.l"ete rvlLn proposed
tariffs, t-o ceviat-e from LIils method- '-the uLi.Lrty shou-id .rlso be

prepare<i to def end [he ef f ect upon ra':es of the al t-ernative
proposed nethod j.n any surbsequent- ra1-e proceeclings.

t t

-24
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B- Wnl-er and Sewer

It is the water and sewer indusbry bhat is affected
most by the 

"RA85 
changes to CIAC/CAC taxabi-fity. A very sub-

stantial- amount of utility plant is financed in this fashion.
Ilowever, competition wi t.hin the l.ndustry is not as vital a f orce
as it is in the energy based industries. llconornic devel-opment-,

while an irnportant consideration, is nob as sensiLive to water
utility pricing as it is to energy costs. Therefore, a

"gross-up" methodology is more appropriate. The contributor
bears the total cost, including taxes of the plant because he

aLso wiII reap its fulL benefit. A great majority of the Water

and Sewer utilities that supplied comments agreed that current
ra tepayers should be jnsul.a ted f rorn any cost.s ar j.sing f rom CIAC

or CAC. What was nol- agreed upon was the "gross-up" mebhod Lo be

r-lsed. Larger arrd more sophisticated companj-es agreed with the
OTS that the NPV "gross-up" (Method 5) properly insufated current
ratepayers whi-Ie minimizing the cost to conb,ribut-ors. Many

small-er firms expressed the concern that NPV "gross-up" would be

diffj-cu.lt for such f irms to use due to the complexity of the
reco-rds it v,touJ-d r)ecessitate. Many of these srnaller utilities,
as a resu-It, supporl-ed a full "gross-up" (Method 2) in which
current ratepayers reta ined t,he tax oepreciation benef its or t-he

somewhat more balanced ful--l- "gross-up" of Ivlodif ied Plechod 2 by

rvhich over time the tax benefits are returned to contr.ibutors as

they are real ized by the utility. l{e f inri modif ied l,lethcd 2

attractive because of iEs fairness and baLance ano because.j.t js,
at the same tirne, easier f or smal-1 f irms l-o enploy than Method 5.

It does r-:o1- regulre neL present value ca-l,cuJations nor
f orecasLing discount i'aIes, tax ]:a1;es or companV prof itabilitv,
OnIy'those tax benefr*.s Lhet are acl-uaJ. I1i achieved are returned
to cortLrrbrl 1-ors rJ= and when they are reaJ ized by Lhe util ity.

G rven t-.he va r y i

wat.er and sewer rndusl-rv
f Lexibilr l:y. f heref ore,

degrer:s of sopltisLica Lior-i in the
siral-L authorize.i gi:cat deaL of
adoot a ool icv Lo a llcw the ,.raLer and"-'-r -

-25
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ser^rer utilj-ties to select one of Lhe following gross up

methodo-l-ogies: OTS Method No. 2, OTS Modif ied Mebhod No. 2 or
OTS Method No. 5. A1I jrrrisdicEional water and se\^,er companies

are ordered t,o file Lhe appropriaLe tariffs suppJ.emen[s necessary
to employ one or rnore of these methodologies. An example of
acceptable Eariff supplements can be found in Appendix A.

Any deparLure from Lhe use of one of these three meth-
odologies will require approval, in b.he fashion described above,

in our discussion of the electric and gas industries.

C, I'eLepbonq

We are not convinced by the arguments of Cont.el and

ALLTEL that telecommunications utilities are exempt from the
Laxability of CIAC and CAC as provided by TRAB6. Our reading of
the fnternaL Revenue Code both prior to and subsequenl- to TRAB6

does not lead us to Ehe conclusion Ehat telecommunication com-

panies are not to be taxed on such revenues. 
"his 

is a guestion
to be ultimately decided by the industry and the IRS. Until such
time as that question is resolved, Pennsylvania tel-ecommunication
utiLities must address the ootent-iaI tax consesuences of CIAC and

CAC.

Contributj-ons and ndvances do not constitube a very
Iarge percenl-age of plant in the Lelecommunications industry. As

a resul-L I Lhe issue j s no1: considered Lo be one of great import
by the industr:y. Because t-el-ecommunications j.s an industr-y that
is experiencjng increased Ievels oI compebition, it necessitates
a CIAC/CAC ;'nethodoiogy wl-ricl'r is conrnensurat-e with the indusiry's
competiLi.ie status. Vle, l-herefore, shal. I aIIow aIl
jurisdictiona] Lelecornmunicati-on utilities -\-o entploy 14ethod 3.

We base thj.s upon many of Lhe same facEcrs expressed above r;') out:

discussion of. a nef.hr-.dologl, io be enrp] oyed in the gas and

electrrc lndustri es.

26
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Telecommunication uLilities are direcbed to imrnediately
f il.e the Larif f suppl-ements necessary to employ Method 3, An

example of an acceptable tariff supplement can be found in
Appendix A,

D,

At the Public Meeting of January 12, 1989, we permitted
the newly tariffed procedures of York Water Company to become

effective but subject to t-he conclusions reached in this generic
investigation. Because the method tariffed by York Water com-

por ts wi th OTS lvlethod 5 as alJ,owed f or use by water utiLities in
[his Opinion and order, we shal] permit the York Water Main

Extension l-arrffs Lo remain as approved on January 12, 1989, ab

Docket No. R-BB1-158.

In the Public Meeting of March 30, 1.989, We approved
the tariff filings of Citizens Utilities at Docket No. R-BBllB0
Lhrough R-BBI1B6, allotting t.hat group of water and telephone
utilit-ies to immediately adopt Method 5, as an interim measure
pending the ou,tcome of this investigation. We now reaffirm Ehat

action and approve the continued use of that rnethodology, We

ro-arF Fnr r:r*.,.emaking purposes, however, the companies' addition
to -rate base of the deferred taxes assocj-ated with any tax himing
d j-f f erence caused by the contribut-ion. Shouid Lhe Citi zens
telephone af f ilia te wt sh t-o adopt f4ethod 3 as approved for use

for all t-elecommunj.cations utilities, it is all.owed to do so.
Any f rrrther var j.ance f rom those spec j f ici:.1 1y appr:oved rnethods are
reqrrired Eo be approved in advance and are si,lbjecc to review in
raLe proceeci j ngs as we |iave prevrous-ty descr ibed.

E- Custoner Advances

lnJe order it-raI v.rhere nrethods nrescr:ibed f.or ge:nc:ral use

'.rith CIAC are employed by a uIi,lrL1,, a similar rne:thodo),,tgy,

b
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adapted for CAC, be used. Those companies having approval Lo use

alLernative CIAC methodol-ogies shaII adapt such methodology for
use with CAC. AlI jurisdictional uLiliLies are required to imme-

dia t.e1y f ile CAC tar if f Ianguage rvith the tar if f supplement
necessitated by the adoption of the GIAC methodoLogies.

F. Cash FIow

It may be that non-gross-up methodologies, such as

MeEhod 3, presenI cash f low prob].ems f or smal-I cornpanies. This
is due [o the timing differences bet.ween tax liabi]ities created
by ctaC and the related tax depreciation benefits. Should a

utility determine that the methodology adopted for its industry
creates such cash flow difficul,ties, the utility may petition for
a waiver from bhaL methodology.

XII. Fac l-i [y ]lxtension licies - Free Constr ron
o$ran(]es

In tbe Order that ini l-iated this f nvestigation. we

directed the Respondents to address the subject of free con-
struction allowances. Our analvsis of the record indicates the
folIowing,

The general basic principles in esl-ablishj-ng ExLension
Pof i.cies have been de.reloped by various f ixed utility comni Ltees,
sub-comrnil-tees ancl iridividuals dealing with the subject. The

basic principles obser rrec' are:

C)

(2)

(.t)

(4)

iixLensicn pclicr.es shouLo be non-discriminaIory.

-Extensior-r ocficies shouJ.cl be basecl upon business
principles.

.Extension poijcies si"rould dssui-€ l-hai: l:he
e;<tensions r,ri-l i be self-stlppo[-i-rng.

ti;<1.-ension noI.ir:ir-c qhrrt:-l d nrovidc J:cir (ler.,e -

Iopcr,t'ct.tsLorner part-icipat-icn in the frnancinq of
exLerrsrorrs, intL. Iocalrtjes within che ut-iI-ri:y

2B
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service Lerril-ory and where service is needed, if
the anticipaLed revenue is insufficienE to
warranl- [he uLi]ity making the extension
unassisted.

(5) Extension policies should be implemented by the
adoption and promulgation of comprehensive rul-es,

(6) Extension rul-es should be reviewed periodically.

We have carefufly and Ehoroughly reviewed the Init.iaI
Cornmen[s submitted addressing the subjecL of [he existing and,/or
proposed free consl-ruction al-lowance for fuEure applicaE.ion.
The considerations invofved in determining tbe amount of the
allowance, and the methods utilized to determine t-he al-lowance
faII within the general principles stated above.

The term "free construction allowance" ("aflowance")
used throughout this proceeding is in reality the investment a

utility can rnake in an extension for each bonafide customer
taking service from the extension. A bonafide customer is de-
fined as a customer thal- has made application for service and

stands ready to receive service vrhen the extension is complet.ed
or takes service within the extension contract period. The

aJfowance shouJ-d be cal-culated so Ehat existing customers would
not be required to support Lhe revenue requirement. of the
util-ities' invest-ment.,

Probably the most con t-roversi,af al Lowance rule known as

the "'lhirty-five Foot Rr-rIe" ("Ru-1 e") exists in the water
industr:y. This rul,e sintpJ-y states tbat the utiiity wi II invest-
in t-he exl:elr-sion an amount equal to the cost of tbirty-five fecrL

cf the extension for each conafide customer rece'i ving serrvice
f rom t-he extension, The i,rrvesF,menl- wi,'l. l be made one Line f cr
each custoner durrng l-he length of the <:cnr-ract, ,:sr-:ally ten
years, in tne f crn of a rcf uncl Lo tlre p.lrl:y e xecuting Lhe

extension deposit aoreenteitt.

I'he tlule, because of its '-simp-l.icjLy, ftas br:er-i aJopIed

l-.y []re- malcr:ri:y oI sinall ar,d mediuin srzod wat-cr uIil i'.- jcs .1 n

o
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Pennsylvania. However, the Iargest regulaLed waLer utility,
Pennsylvania*American, has been using the Rule for many years.
fn Lhe past, we have accepted Ehe Rule as one of several methods

of calculating the allowance.

Historically, Lhe RuIe was developed relating to t.he

typical frontage of an average residenbial lot. The theory was

that 35 feet is the approximate Length by which a main would have

to be extended to serve one additional house in a finear progres-
sion on an average residential block.

Pennsylvania-American has presented a justification for
the use of the RuIe Lhat may also apply to the small water ut-ili-
Lies using the Rul-e. I'he Rul-e has been j ust.if ied econonically by

the marginal revenue, not narginal expense, required to provide
a reasonabl-e after-tax return on the original cost of cusLomer-
specific facilities bo provide typical residential service. The

utility wi)l install rvithout cost a water service line, which is
the lateral running frorn a distribution main to the curb st,op, as

wel"I as the customerrs meter. In addition, the utility will
extend an B" diameter main up to 35 feet for each service
connecEion. Below js an illustration of the economical
justification of the use of the RuIe,

o t
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Average Residentiaf Water Sales

Less Revenue Deductions:

Variable Operating Expense
Depreciation
SLaLe Income Tax
Federal fncome Tax

Tota.I Revenue Deductions

Utility Operating Income

Return on Rate Base

CalculaLion of Rahe Base:

35' - B" Main
I - 3/4" Service
I - 5/8" MeLer

Utility Planb
AccumulaLed Depreciation
Casb Working Capital
Deferred Tax

TotaI Rate Base

91

$B 7s
500

75

We find that the utilities' comments in response to
Docket No. I-880083, specifically the "free constructlon allo-
wEngs" cons j.derations, f alJ- within generaJ- principles established
f or l-he exLension of facil-ihies. Since each utility type and

each company within a specific type have different variabl.es
related to the deterrnination of the al-lowance, we shal] not
establish specific equaLj.ons for the calculal-j.on of the al.lo-
wance. AII utili-ties are ordered to st-ate any al-]owance rul.es in
thej.r tariffs and be subject tc the test of reascnableness in
l-he j r next f orrna-L ra Le proceeding .

Ta_e|Et_ __9 on_s i d er a-L l-o_ L F,

in t-he pasl-, Ivlain Extension crnd Contrrbuh-ions j n Aid of
Corrsiruction procedures were based upon the i.nlernal operating
ijecr'sions of individual ul.ilities and were approvr:d try Ihe Corr-

miss ion on a case- by'-case basis - Such aporoval wa:; g;:antec based

upon Comrnlssion poii c.,,2 t-ha I was icrmulaLeil over rnanv yeai:s c-rf

re'riev,'ing and approving such :ransactions. The l4ai n E;<F-en-.ion

?t
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policies adopted by utilitj.es in the past are considered valid
unbil new tariffs are filed based upon our Order in this
proceeding. We addressed this issue in our Order pertaining to
t-he Philadelphia Suburban Water Company at C-87I234 entered
March I8, 19BB . The existing pracLices concerning lvlain

Exhensions were accepted as vaJid and controlLing, despiEe the
al.i-ernaIive of f ered by developers. 'The uti] j-ty was ordered to
file a tariff thaL sel- forth the existing practice. That tariff
would be applicable to alI past and future Main Extension
agreernents until such tirne as the l-ariff was adjusted.

Many Main trxtension Agreement-s and their rel-ated
tariffs have, in the past, contained language concerning the
coLlection of costs, by a uti-lity that are attribubable [o the
construction of contributed property, llJe deem such language to
have included a broad range of costs including inc_ome taxes,
where such j-ncone taxes are appl-icable. As a resuLt, all Main
Extension Agreements that have included such cost Ianguage are
deemed to have provided for the coJ.fection of incorne taxes as
well- as other costs related to the transfer of or construction of
contributed properEy.

Conpl-ianc-e

A11 RespondenF.s must comply with thi.s Order in accor-
dance with bhe alphabeLizr:d schedule contained in Appendix B.

A1J- Respondents will fjle Lheir tarj.ffs on qiwfrr r'larrqr ^^tice;
THEREITORI]..

IT IS ORDERED:

l-. Tbat alL ttespondents Io t-his invesligatior-t are bo

cotnply with the direcl-ions given j.n the Conclusjon seci-ion of
F-nis Op inion and Order .

2. That a] l Respondents tc th j-s Ini,estigat ion a):e t-o

file appropr iate tariff supp Lements in compl iance wj th this

c

tt
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( SEAL)

ORDER

ORDER

I
Opinion and Order as set forth in appendix B of
Order.

3. That, the Secretary serve a copy of this Opinion
and Order upon all parties to the investigation,
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this Opinion and

AX)PTEDT May II, 1989

ENTEREDI ,lure L4, I98g

Secr.etary
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RECEIVED
JUL - 5 20t8

PA PUBLIC UTILITY COMMISSION
SECRETARY'S BUREAU

REr Pennsylvanla-American WaEr Company Supplement No. 6 to Tariff-
Water Pa. P,U.C. No, 5
Docket t{o. R.-2018-3OO25O2

Dear Secretary Chiavetta :

Enclosed for fillng at the above-referenced docket are the rcsponses of Pennsylvunb-
American WaEr Company CPAWC'or the'CompanyJ to the data requests
issued by the Burcau of Technical tttility Servies CruS") on June 20, 2018. As
evidenced by the enclosed Certificate of Service, copies of the Company's responses are
being served on the Bureau of Investigation and Enforcement, the ffice of Consumer
Advocate and the ffice of Srnall Business Advocate, Additionally, as requested by TUS,
copies of the Company's responses are being sent via e-mail to Paul Zander at
pzander@pa.qov.

Enclosures

DB1/ 982r9s76.1
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Pennsylvania-American Water Company's Response to
TUS Data Request Set 1

Dated: June 20,2018

Pennsylvania-Amerlcan Water Company
Supplement No. 6 to Tariff Water-PA P.U.C. No, 5

Docket No. R-201 8-3002502

Please compare PAWC's proposed tariff with CIAC Method No. 2, CIAC
Modified Method No.2, and CIAC Method No. 5 identified in the 1989 Order
for the following:

a. Please calculate the net present value of the effect on ratepayers
from an average year's contributions and advances; and

b. Please explain the immediate and long-term impact on the amount
of PAWC's required contribution for line extensions for bona fide
applicants.

The Company's proposed tariff, which does not require the gross up of
CIAC and CAG, is similar to CIAC Method No. 3 as detailed in the
Commission Order at Docket No. l-880083, page 3. Underthis method, the
Company will be able to continue to accept Contributions and Advances
from both governmental and non-governmental entities thereby offsetting
increases in rate base with the CIAC and having the ability of spreading
future upgrades to plant over a larger number of customers added through
cAc.

a. See below.

CIAC - Annual estirnate of $5 rniUion
. Company's proposal- Method No. 3 please refer to Attachment

No. 3 page 1. NPV of $931,000.
. Method No. 2 please refer to Attachrnent No. 3 page 2. NPV of

($722,000).
. Modified Method No. 2 and Method No. 5 - Please refer to the

Commission Order at Docket No. l-880083, page 3, Existing

customers' rates are unaffected under these methods. Therefore,
no computation was completed and the NPV is $0.

R-5.

DBr/ 98047989.2
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R-5 (Continued)

Responsible Witness: John Cox
Director of Rates and Regulations

D8r/ 98047989.2

' Pennsylvania-American Water Company's Response to
TUS Data Request Set 1

Dated: June 20,2018

Pen nsylvan ia-Arnerican Water Company
Supplement No. 6 to Tariff Water-PA P,U.C. No. 5

Docket No. R-201 8-3002502

CAC - Annual estimate of $6 million
. Please refer to Attachment No. 3 pages 3 through 5 for an analysis

of the impact of the Company's proposed no gross-up - Method No.

3 on CAC. In order to develop the impact on customers, the
Company first, on page 4, developed the impact to customers of
laxable CAC recorded under method 3 (no4ross up method).

Second, as a base line, the Company developed the impact to
customers of GAC before the TCJA of 2017 . These two amounts
were subtracted and resulted in NPV of $621,000 as shown on
page 3 of Attachment No. 3

b. Under the Company's proposed no-gross up method the required
contributions, which are the project costs above the amount that
PAWC will invest per bona fide customers, will not be grossed up.
lf the Company is ordered io gross up CIAC and CAC any costs
borne by the bonifide applicant will increase by the full gross-up
factor of 40.631%.



PENNSYLVAIIIA PUBLIC UTILITY I :

COMMISSION I :

V. | : lDocketNo.R-2018-3000834

SUEZ WATER PENNSYLVANIA INC I :

BEF'ORE THE
PENNSYLVAIIIA PUBLIC UTILITY COMMISSION

WITNESS VERIF'ICATION
THE BUREAU OF INVESTIGATION AND ENX'ORCEMENT

I, Brenton Grab, on behalf of the Bureau of Investigation and Enforcement, hereby

veriff that the documents preliminarily identified as:

I&E Statement No. l-SR, and, I&E Exhibit No. l-SR were prepared by me

or under my direct supervision and control. Furthermore, the facts contained therein are

true and correct to the best of my knowledge, information and belief and I expcct to be

able to prove the same at an Evidentiary Hearing in this matter. This Verification is

made subject to the penalties of l8 Pa. C.S. $ 4904 relating to unsworn falsification to

authorities.

Pennsylvania Public Utility Commission
Bureau of Investigation and Enforcement

Brenton Grab

Dated: August 30,2018
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I Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

2 A. My name is Brenton Grab. My business address is Pennsylvania Public

3 Utility Commission, P.O. Box 3265, Harrisburg,PAlT105-3265.

4

5 Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

6 A. I am employed by the Pennsylvania Public Utility Commission

1 (Commission or PUC) in the Bureau of Investigation and Enforcement

8 (I&E) as a Fixed Utility Financial Analyst.

9

r0 a. ARE you rHE SAME BRENTON GRAB WHO SUBMITTED r&E

1I STATEMENT NO. 1 AND I&E EXHIBIT NO. 1?

12 A. Yes.

13

14 a. WHAT IS THE PURPOSE OF YOUR SURREBUTTAL

15 TESTIMONY?

16 A. The purpose of my surrebuttal testimony is to respond to the rebuttal

1l testimony of Suez Water Pennsylvania (Suez, SWPA, or Cornpany)

l8 witnesses Constance E. Heppenstall (SWPA Staternent No. 2l{), .larnes C.

l9 Cagle (SWPA Statement No. 3R), and Harold Walker. III (SWPA

20 Statement No.4R).
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A.

DOES YOUR SURREBUTTAL INCLUDE AN ACCOMPANYING

EXHIBIT?

Yes. I&E Exhibit No. 1-SR accompanies this surrebuttal testimony.

Additionally, I refer to my direct testimony and its accompanying exhibit in

this surrebuttal testimony (I&E Statement No. 1 and I&E Exhibit No. 1).

HAS SUEZ ACCEPTED ANY OF YOUR RECOMMENDATIONS?

Yes. The Company agreed to remove the Mahoning Township Acquisition,

my payroll tax adjustment (SWPA Statement No. 2R, p.2), and rny

recomfirendation that rate case expense be normalized (SWPA Statement

No. 2R, p. I l). The Cornpany also accepted my recommendations related

to employee group health and life insurance, and labor expense but the

Company altered my recommended adjustments, which I will discuss

below.

PLEASE SUMMARIZE YOUR ADJUSTMENTS AS CONTAINED

IN THIS SURREBUTTAL TESTIMONY.

The following table summarizes my recomfflended ad.justments to the

Company's updated position as claimed in SWPA Exhibit No. CEH-2-R

and SWPA Staternent No. 4R, Updated Schedule 1.



Company
Revised
Claim

I&E
Recommended

Allowance
I&E

Adiustment
O&M ExDenses and Taxes:
Outside Contractors $1,147,114 sr.02t.314 ($119.800)

Purchased Water $ 182,928 s7 4,591 ($ 108.337)
Manasement and Service Fees $5.219.561 s4.990.062 (s229.499)

Real Estate Taxes $3 1 8,1 78 s304.5s3 (s 13.62s)

O&M and Tax Expense $471p51)
Adiustments

Rate Base Adiustments:
Cash Workine Caoital $843,094 $816.703 ($2639r)

a/-

3 SUMMARY OF I&E OVERALL UPDATED POSITION

4 A. WHAT IS I&E'S TOTAL UPDATED RECOMMENDED REVENUE

5 RBQUIREMENT?

6 A. I&E's updated total recommended revenue requirement for the Company is

I $46,601,747. This recommended revenue requirement represents an

8 increase of $281,091 to I&E's adjusted present rate revenues of

9 546,320,656. This total recommended increase incorporates adjustments

l0 made in this testirnony and those made in the testimonies of all other I&E

I I witnesses.
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The following table summarizes the I&E surrebuttal position:

Suez Water Pennsylva nra

R-201 8-3000834

Operahng Revenue

Ded uctio ns:

O&M Expenses
Deprecration
Taxes, Other
Income Taxes

Current State
Current Federal

Deferred Taxes
ITC

TotalDeductions

Income Available

Measure ofValue

Rate of Return

12t31t19

Proforma
Present Rates

TABLE I

INCOME SUMMARY

INVESTIGATION & EN FORCEMENT

t--------
Adjustments Present Rates Allowances Proposed

46,722,995

1 8,363,318
8,408,315

962,957

1,140,177

2,174,145

548,301

0

402,339

457,636
-486,835

-15,651

92,511
175,039

0

0

46,320,656

17,905,682

7,921 ,4BO

947,306

1,232,688
2,349,184

548,301

0

281 ,0S1

1,001

1,415

27,840
52,675

46,601 ,747

17,906,683
7,921 ,480

948,721

1,260,528
2,401 ,859

548,301

0

31 ,597,213 .$92,572 30,904,641 82,931 30,987,572

15,125,782

237,757,639

6.36%

290,233

-'t7,218,450

15,416,015

220,539,189

6.99%

198,160 15,614,175

220,539,189

7 0B%a
-)

4

5

6

7

8

9
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1l

t2

a

ADJUSTMENTS FOR THE MAHONING TOWNSHIP

ACQUISITION

SUMMARIZE Y OUR RECOMMENDATION IN DIRECT

TESTIMONY RELATED TO ADJUSTMENTS FOR THE

MAHONING TOWNSHIP ACQUISITION.

I recommended disallowance of the Company's $430,783 clairn in its

entirety fbr adiustments related to the Mahoning Township Acquisition

(l&E Statement No. l, p. 6). This clairn was improper since the

A.
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a.

A.

Application to acquire Mahoning Township was not yet filed or approved

by the Commission. Allowing the recovery for costs associated with the

Mahoning Township acquisition in this rate proceeding would violate

Section 1329 of the Public Utility Code as explained in more detail by Mr.

Cline (I&E Statement No. 3, pp. 5-6). Also, Mr. Cline explained that there

is no guarantee the Mahoning Township acquisition would be approved

before the end of the fully projected future test (FPFTY) ending December

31,2019 (I&E Statement No. 3, p. 6). Mr. Cline explained that the

Mahoning Township customers have had no opportunity to participate in

this rate case and the customers have had no notice of a potential rate

increase (I&E Statement No. 3, p. 6). For more information on Mr. Cline's

recommendations see I&E Statement No. 3 and I&E Statement No. 3-SR.

DID THE COMPANY ACCBPT YOUR RECOMMBNDATION?

Yes. Suez witness Constance E. Heppenstall (SWPA Statement No. 2R,

p.2) accepted rny recommendation.

OTHER ADJUSTMENTS FOR MAHONING TOWNSHIP

ACQUISITION

WHAT OTHER ADJUSTMENTS IN YOUR DIRECT TESTIMONY

WERE RELATED TO YOUR RECOMMENDED DISALLOWANCE

oF MAHONING TOWNSHTP ACQUTSTTTON COSTS?

a.



I

2

3

4

5

6

7

8

9

r0

l1

l2

l3

t4

l5

l6

l1

18

l9

20

2l

22

A. The other sections in my direct testimony recommended removal of

558,635 for the following costs associated with the Mahoning Township

acquisition: labor expense (I&E Statement No. 1, pp.l-10), payroll taxes

(l&E Statement No. 1, pp. l0-l l), employee group health and life

insurance (l&E Statement No. l, pp. I l-14), and fringe benefits transferred

(I&E Statement No. I , pp. 14- l7). The adjustment for these expenses all

stemmed from the removal of the employee the Company planned to hire

from Mahoning Township after the Mahoning Township acquisition was

completed.

DID THE COMPANY ACCEPT YOUR RECOMMENDATION TO

REMOVE ALL COSTS RELATED TO THE MAHONING

TOWNSHIP ACQUISITION?

Yes. Suez witness Constance E. Heppenstall indicated that the Company

has agreed to remove all costs related to the Mahoning Township

acquisition from the current rate case. This includes all necessary

adjustrnents to labor expense, employee group health and life insurance,

payroll taxes. and fringe benefits transferred (SWPA Statement No. 2R.

p.2). Thcse adjustrnents totaling $52,473 have been included in SWPA

Exhibit No. CEH-2R. Ihe Company's adjustrnent for labor expense is

slightly dill-erent than rny recomrnended adjustment because the Cornpany

incorporated reallocation of overtime in its calculation of the adiustrnent.

a.

A.

6
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a.

A.

a.

A.

which I did not. Also, the Company's group health and life insurance

adjustment is slightly less than mine due to rounding.

DO YOU ACCEPT THE COMPANY'S UPDATBS TO LABOR

EXPENSE, EMPLOYEE GROUP HEALTH AND LIFE

INSURANCE, PAYROLL TAXES, AND FRINGE BENEFITS?

Yes. I accept the Company's modified labor amount since it is reasonable

to also adjust for reallocation of overtime.

OUTSIDE CONTRACTORS

SUMMARIZE Y OUR RECOMMENDATION IN DIRECT

TESTIMONY FOR OUTSIDE CONTRACTORS.

I recommended an allowance of $922.114 or a reduction of $225.000

(51,747,114 - 5225,000) to the Cornpany's claim based on disallowance of

the $ 150,000 that the Cornpany claimed for the Non-Revenue Water

(NRW) study and $75,000 that the Company claimed for the inventory

process study included in the outside contractors expense (l&E Statement

No. l, p. l8). I had rnultiple reasons for rny recommendation. First. the

Cornpany did not provide supporting documentation from the vendors that

it will hire to provide verification for the clairred costs of these studies

(l&E Staternent No. I , pp. I 8- 19).
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Second, it appeared the Company was still in the very early planning

stages of these projects and as such does not know what these studies will

cost or what the studies will entail (I&E Statement No. l, p. l9). The

Cornpany indicated that as of the filing date of its instant rate case

(April 30,2018) it had yet to receive bids for either of these studies (I&E,

Statement No. 1, pp.19-20). For the NRW study, the Company indicated

that it expected to receive bids on June I 5,2018, but it had not provided

these bids (I&E Statement No. l, pp. l9-20). For the inventory process

study the Company stated that the study had yet to go out for vendor bids as

of June 11,2018, and the Company had a meeting in July to discuss what

the inventory process study would entail (I&E Statement No. 1, p. 19).

These factors indicated that the Company is still in the early planning

stages of these studies, and the Company does not know what these studies

will entail. As such, the related expenses should not be allowed (I&E

Statement No. 1, p. l9).

DID ANY COMPANY WITNESS SUBMIT REBUTTAL

TESTIMONY IN RESPONSE TO YOUR RECOMMENDATION?

Yes. Suez witness Constance E. Heppenstall (SWPA Staternent No. 2It.

p. l0) disagrees r.vith my recommendation.
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SUMMARIZE MS. HEPPENSTALL'S RESPONSE IN REBUTTAL

TESTIMONY.

Ms. Heppenstall states that the reason the Company is performing the NRW

study and the inventory process study is because of recommendations listed

in the Focused Management and Operations Audit from 2017 and both

studies need to be funded in this rate case. She also states that the

Company should complete an NRW study every two years until the

Company achieves an NRW that is acceptable to the PUC. Also, the

Company provided two bids for its NRW study and included these bids in

SWPA Exhibit No. CEH-3R. For these reasons the Company disagrees

with my recommended adjustment to outside contractors expense (SWPA

Statement No. 2R, p. 10).

WHAT IS YOUR RESPONSE TO MS. HEPPENSTALL'S

REBUTTAL TESTIMONY CONCERNING OUTSIDE

CONTRACTORS EXPENSE?

First, the PUC is not requiring the Cornpany to firnd both the NRW study

and the inventory process project in the current rate case, so I am uncertain

rvliy Ms. Heppenstall states in her rebuttal testirnony that both of these

studies need to be funded in the current rate case. However, since the

Company has provided bids for its NRW study, I arn adjusting rny

recommendation fbr the NRW study expense based on this nerv



I information. Since the Company still has not provided any bids or

2 documentation from vendors to support its cost of $75,000 for its inventory

3 process project, I am not changing my recommendation from direct

4 testimony that the expense related to the inventory process study of $75,000

5 be disallowed.

6

7 A. WHAT IS YOUR UPDATED RECOMMENDATION REGARDING

8 THE NRW STUDY?

9 A. I recommend an updated allowance of $105,200 or a reduction of $44,800

10 ($150,000 - $105,200) to the Company's claim of $150,000 (SWPA

l1 Exhibit No. CEH-2-R, Schedule-14) for the NRW study expense based on

12 the bid provided by Arnerican Leak Detection on June 13,2018 (SWPA

13 Exhibit. No. CEH-3R). The reason I arn using this bid of the two bids

14 provided is because this bid provides an estimate for the entirety of the

l5 project while the other bid only provides an estimate for a portion of the

16 project. The total anrount of this bid is $436,800. In the bid, an amount of

11 $16,000 is included for Mahoning Township. As the Company agreed to in

l8 rebuttal testirnony. all adjustments included in this proceeding related to the

19 Mahoning Township acquisition should be removed, so I am excludin_e the

20 $16,000 from the NRW study expense. This produces a total NRW study

2l expense of $420.800 ($436,800 - S16.000).

l0
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The Company norrnalized this expense over a two-year period in

direct testimony (SWPA Exhibit No. CEH-2, Schedule-14) and continues

to recommend a two-year normalization period in rebuttal testimony

(SWPA Statement No. 2R, p. 10). I disagree with this normalization period

and recommend that a four-year normalization be used instead. This is in

line with OCA witness Lafayette K. Morgan, Jr.'s recommendation of a

four-year normahzation period (OCA Statement No. I , pp.27-28). I agree

with Mr. Morgan's reasoning that a four-year normalization of this cost

should be used to moderate the impact of the projected cost to ratepayers

(OCA Statement No. l, p. 28). Ms. Heppenstall provided rebuttal

testimony in response to Mr. Morgan's testimony stating that the Company

believes these studies (the NRW study and the inventory process study)

should be normalized over a two-year period (SWPA Statement No. 2R,

p. 10). She also stated, "The NRW study should be completed every two

years until the Company achieves a NRW percentage acceptable to the

Pennsylvania PUC. . . " but she did not provide any support for why this

study should be completed every two years. Since the Cornpany did not

provide any new inforrnation in rebuttal testimony negating Mr. Mor-ean's

four-year nonnalization period, I am incorporating a fbur-year

norntalization period in my updated recorlrnendation for NRW study costs.

Based on the recoffltrended fbur-year normalization period and the

$420.800 calculated frorr the Company's bid provided in rebuttal

lt



I testimony, my total recommended NRW study expense is $105,200

2 ($420,800 I 4 years). This is a reduction of $44,800 ($150,000 - $105,200)

3 to the Company's claimed NRW study expense of $150,000 (SWPA CEH-

4 2R, Schedule-14).

6 a. WHAT IS YOUR UPDATED RECOMMENDATTON FOR OUTSTDB

] CONTRACTORS EXPENSE?

8 A. My updated recommendation for outside contractors expense is $ 1,027,3 14

9 or a reduction of $l 19,800 ($1,147,1 l4 - $1,02J,314) to the Company's

l0 clairn of $1,147,114 reported on SWPACEH-2-R, Schedule-14. This

1l recommendation includes my newly recommended decrease of $44,800

12 (discussed above) related to the NRW study and my continued

l3 recorlmended disallowance of the $75,000 related to the inventory process

14 study.

l5

16 PURCHASED WATER

I] A. SUMMARIZE YOUR RECOMMENDATION IN DIRECT

18 TESTIMONY FOR PURCHASED WATER.

19 A. I recomrnended an allowance for purchased water expense of $74,591 or a

20 reduction of $108.331 (5182.928 - $74,591) to the Company's claim. which

2l rvas based on the disallor,vance of the Susquehanna Area Regional Airporl

22 Authority (SARAA) additional purchased rvater of $105,000 and

l2
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disallowance of the Company's future test year (FTY) and FPFTY

inflationary increases included in the Company's claim (I&E Statement

No. I , p. 22). There were multiple reasons I recommended disallowance of

the SARAA additional purchased water. First, in the Company's prior case

at Docket No. R-2015-2462723 the Company stated it would purchase

water from SARAA but it did not purchase water from it according to the

Company's purchased water history (I&E Statement No. l, p.22). Second,

the Company indicated that it did not purchase water from SARAA in the

past several years due to contamination, but the Company indicated this

issue will be fixed in the near future and it will start purchasing water from

SARAA again. However, the Company provided no supporting

documentation from SARAA that this contamination issue will be fixed or

when the Company will start purchasing water frorn SARAA again. Thus,

there was no proof provided by the Cornpany indicating that it will or will

be able to purchase water frorn SARAA within the FPFTY (I&E Statement

No. I ,p.23). Lastly, the Company has not purchased water from SARAA

in the past several years, and it did not provide documentation to support

the need fbr this water to provide safe and reliable service to customers, or

that the lack of water purchases from SARAA caused any detrirnent to the

Company's operations (l&E Statement No. I , p.23).

Additionally. I recorrrnended disallowance of the Company's

inflation adjustments lbr the FTY and the FPFTY for computin-e its FPFTY

t3
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a.

A.

purchased water allowance because purchased water expense is dependent

on rates set by the water suppliers, and the Company did not provide

supporting documentation from its water suppliers indicating that the rates

will increase in the FTY and the FPFTY (I&E Statement No. I , p.24).

DID ANY COMPANY WITNESS SUBMIT REBUTTAL

TBSTIMONY IN RESPONSB TO YOUR RECOMMENDATION?

Yes. SWPA witness Constance E. Heppenstall disagrees with both of my

adjustrnents (inflation and elimination of SARAA purchased water) (SWPA

Statement No. 2R, p.7).

WHY DOES MS. HEPPENSTALL DISAGREE WITH YOUR

RECOMMENDED DISALLOWANCE OF AN INFLATION

ADJUSTMENT FOR PURCHASED WATER?

Ms. Heppenstall states that the Company should be able to inflate

purchased water expense for the FTY and the FPFTY because according to

"Water and Wastewater Annual Price Escalation Rate fbr Selected Cities

across the United States" dated Septernber 2011. the average annual

increase fbr the price of rvater fiorn 2008 through 2016 was 4.1%. which is

higher than the requested 2.3% inflation f-actor (l&E Exhibit. No. 1. Sch. 6.

p. I and SWPA Exhibit No. CEI I-3R). She also states that purchased water

expcnse shorved a decrease in the Cornpanv's response to OCA-IV-31 (l&E

a.

t4
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Exhibit. No. l, Sch. 6, p.2) because the Company was able to buy less

water from Steelton (a high cost producer) in2017 (SWPA Statement

No. 2R, p.7)

WHAT IS YOUR RESPONSE TO MS. HBPPENSTALL'S

REBUTTAL TESTIMONY REGARDING INFLATION OF

PURCHASED WATBR?

My original recommended disallowance of the inflation adjustment for

purchased water for the FTY and FPFTY is still valid. My original

argument was that purchased water prices are dependent on rates set by the

Company's water suppliers, and the Company has not provided

documentation from its water supplier indicating these rates are going to

increase for the FTY or the FPFTY. The Company did not provide any

additional documentation from its water suppliers showing an increase in

rates for the FTY and FPFTY in its rebuttal testimony, so my original

argument still stands (l&E, Staternent No. I , p.24).

Ms. Fleppenstall's assertion that purchased water expense decreased

from 2016 to 2017 because the Company decreased the amount of water

purchased frorn Steelton (a hi-eh cost producer) (SWPA Staternent No. 2R.

p. 7) actually supports my point. According to the Cornpany's purchased

water history provided in response to OCA-IV-37. the Cornpany's

purchased water costs have decreased the last three years (l&E Exhibit

A.

15
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No. 1, Sch. 6, p. 2). For 2015, the purchased water expense was $84,246,

for 2016 the purchased water expense was $70,906, and for 2017 the

purchased water expense was $68,621 GeE Exhibit No. l, Sch. 6, p.2).

Even if the Company's purchased water costs are decreasing because of

reduced purchases frorn Steelton, the fact is that the amount is decreasing,

so the Company is not justified in increasing the FTY and FPFTY amounts

for inflation. Also, the Company does not indicate that its trend of

purchasing less water frorn Steelton is going to stop in the FTY and

FPFTY, so it is safe assume that this trend of purchasing less water from a

high cost water supplier will decrease the purchased water expense moving

forward into the FTY and FPFTY.

Also, although the Company provided the "Water and Wastewater

Annual Price Escalation Rate for Selected Cities across the United States"

indicating the average annual increase for the price of water from 2008

through 20l6 was 4.1%. which is higher than the requested 2.3% inflation

factor used for purchased water by the Company, this document is not

specific to Suez. Accordin-e to Suez's history, the purchased water expense

has been decreasin-q. and the Cornpany has provided no proof of rate

increases from its water suppliers. A generic rnulti-city report should not

be the basis for increasing the FTY and FPFTY purchased water costs for

inflation.
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A.

a.

A.

WHY DOES MS. HEPPBNSTALL DISAGREE WITH YOUR

RECOMMENDED ADJUSTMENT FOR THE PURCHASED

WATER EXPENSE FROM SARAA?

Ms. Heppenstall disagrees with my recommended $105,000 decrease to

purchased water for the related SARAA expense because, she asserts, the

contamination of SARAA water has been resolved, and the Company

provided documentation from SARAA indicating that its water is safe for

drinking (SWPA Statement No. 2R, p.7 and SWPA Exhibit No. CEH-3R).

WHAT IS YOUR RESPONSE TO MS. HEPPENSTALL'S

REBUTTAL TBSTIMONY RBGARDING THE PURCHASED

WATER EXPENSE FROM SARAA?

Although the Company has provided documentation in rebuttal testimony

from SARAA that indicated it resolved its contamination issue (SWPA

Exhibit No. CEH-3R). I continue to recommend that the $105,000 in

SARAA purchased water expense be disallowed. As stated in my direct

testimony, the Cornpany still has not provided documentation indicating

that it needs to purchase water frorn SARAA to provide safe and reliable

senrice to its ratepayers. According to the Company's breakdown of

purchased rvater expense for the last three years provided in response to

OCA-IV-31 (l&F. Exhibit No. l. Sch. 6, p.2), the Company has not been

purchasing rvater fi'om the SARAA lbr the last three years. The Compan,v

|,1



I has not indicated that the lack of purchased water from this entity has

2 caused any detriment to the Company's operations (I&E Statement No. l,

3 pp. B-2\.

4

5 Q. DO YOU HAVE ANY CHANGBS TO YOUR RECOMMENDATION

6 FOR PURCAHSED WATER?

1 A. No.

8

9 PURCHASED POWER

10 A. SUMMARTZEYOUR RECOMMENDATION IN DIRECT

1I TESTIMONY FOR PURCHASED POWER.

12 A. I recommended an allowance for purchased power of $1,357,874 or a

13 reduction of $212,814 ($t,570,688 - $1,357,874)to the Company's claim

14 (l&E Statement No. 1 , p. 25) based on two different adjustments. First, I

l5 recommended that the Company's three-year historic average that it used to

16 calculate purchased power in FPFTY be adjusted to reflect more accurate

ll historic inforrnation. I recalculated the Cornpany's three-year historic

l8 average basecl on the Cornpany's filing. inforrnation the Cornpany provided

19 in discovery. and the Companv's annual reports (l&E Statement No. l,

20 pp.26-29). Second. I recomrnended that the Cornpany's inflation

21 adjustnents lbr the FTY and FPFTY be disallowed (I&E Statement No. 1.

22 p. ls).

l8



I The reason I recalculated the Company's three-year historic average

2 is because the Company provided convoluted, contradictory, and

3 inconsistent information in its filing and during discovery (I&E Statement

4 No. I , p. 26-29). I based my calculation on the historic information

5 provided for purchased power in the Company's response to I&E-RE-7 and

6 the Company's reported20l7 purchased power in its filing on SWPA

7 Exhibit No. CEH-2, Schedule-8, since this information was mostly in

8 agreement with the Company's PUC annual reports (I&E Statement No. 1,

9 p.28).

10 The reason I recomrnended disallowance of the inflation adjustment

11 for purchased power expense is because purchased power rates are

12 determined by the Company's supplier, and the Company did not provide

13 support from its electric suppliers indicating that the rate will increase in

14 the FTY or the FPFTY (I&E Statement No. I , p.29).

15

16 A. DID ANY COMPANY WITNESS SUBMIT REBUTTAL

11 TESTIMONY IN RESPONSE TO YOUR RECOMMENDATIONS?

l8 A. Yes. Suez witness Ms. Heppenstall (SWPA Staternent No. 2R, pp. 8-9)

19 subrnitted rebuttal testirnony in response to my recommendations.

20

21 A. DID MS. HEPPENSTALL ACCEPT ANY OF YOUR

22 RECOMMENDED ADJUSTMENTS FOR PURCHASED POWER?

l9



I A. Yes. Ms. Heppenstall agrees with my recommendation to disallow the

2 inflationary increases for FTY and FPFTY purchased power expense

3 (SWPA Statement No. 2R, p. 8).

4

5 Q. DID MS. HEPPENSTALL ACCEPT YOUR RECOMMENDED

6 THREE-YEAR HISTORY IN CALCULATING PURCHASED

] POWER?

8 A. No.

9

10 A. SUMMARIZE MS. HEPPENSTALL'S RESPONSE IN REBUTTAL

11 TESTIMONY TO YOUR RECOMMENDED PURCHASED POWER

12 THREE-YEAR HISTORY.

l3 A. Ms. Heppenstall disagrees with my use of the 2017 historic purchased

14 power amount of 51,242,836 stating that the amount should be $1,404,353

l5 since this includes $ 161 ,516 in purchased power expense that was

16 incorrectly included in the fuel for power production in2011 (SWPA

17 Statement No. 2R, p 8) The Company shows a corresponding offsetting

l8 adjustnrent to fuel for power production in SWPA Exhibit No. CEH-2-R,

19 Schedule-9.

Ms. I-leppenstall agrees with rny 2015 and 2016 purchased power

21 expetlses used in the calculatin-e the three-year historic average for

22 purchased power expense due to the conflicting information provided by

20

20



1 the Company (SWPA Statement No. 2R, p. 9) The 2015 purchased power

2 expense used in the Company's update is $1,363,806, and the2016

3 purchased power expense used in the Company's update is $ 1,466,981

4 (SWPA Exhibit No. CEH-2-R, Schedule-8). These updated figures along

5 with the corrected 20Il figure of $1,404,353 and no adjustment for

6 inflation produce a FPFTY purchased power claim of $ 1,4 ll,l 13 (SWPA

7 Statement No. 2R, p. 9 and SWPA Exhibit No. CEH-2-R, Schedule-8).

8

9 a. WHAT IS YOUR RESPONSE TO MS. HEPPENSTALL'S

10 REBUTTAL TESTIMONY?

l l A. I accept Ms. Heppenstall's changes made to purchased power expense.

l2

13 Q, DO YOU HAVE ANY CHANGES TO YOUR RECOMMENDATION

14 FOR PURCHASED POWBR?

l5 A. Yes. Based on the Company's rebuttal testirnony and a misinterpretation

16 on my part in the balances due to reclassifications of fuel for power

11 production, I accept the Cornpany's updated clairn for purchased power

18 expense of $l.4Il,l13 (SWPA Exhibit No. CEH-2-R, Schedule-8).

l9

20 MANAGEMENT AND SERVICE FEES

21 A SUMMARIZEYOUR RECOMMENDATION IN DIRECT

22 TESTIMONY FOR MANAGEMENT AND SERVICE (M&S) FEES.

2l
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A. I recommended an allowance of $4,492,483 or a reduction $867,014 to the

Company's claim ($5,359,491 - $4,492,483) based on my recommendation

that the common asset allocation of $867.017 included in M&S fees be

disallowed (I&E Statement No. 1, p. 30). I recommended a disallowance of

the common asset allocation because there are too many unknown factors

involved with it and it is far too speculative for it to be allowed as part of

Suez's M&S fees. Also, in the Company's calculation of the common asset

allocation, it claims a rate of return on assets provided by the Company's

service company (I&E Statement No. 1, pp.3l-32).

DID ANY COMPANY WITNESS SUBMIT REBUTTAL

TESTIMONY IN RESPONSE TO YOUR RECOMMBNDATION?

Yes. Suez witnesses Constance E. Heppenstall (SWPA Statement No. 2R,

p. 9) and James C. Cagle (SWPA Statement No. 3R, pp. I l-12) disagree

with rny recommended adjustment.

SUMMARIZE MS. HEPPENSTALL'S RESPONSB IN REBUTTAL

TESTIMONY.

Ms. Lleppenstall states that adjustments to M&S fees of $101,961 for the

FTY and S139.936 fbr the FPFTY are incotporated into the Company's

rebuttal exhibits. This creates an updated FPFTY claim of $5.219,561 for

M&S fees (SWPA Exhibit No. CEII-2-R. Schedule-1). She states thal Suez

a.

A.

a.

A.
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witness James C. Cagle addresses M&S fees in his testimony. These

adjustments are in line with the Company's response to I&E-RE-l in which

the Company updated the amount for common asset allocation for the FTY

to $795,686 and for the FPFTY to $721,018 (I&E Exhibit No. 1, Sch. 14,

p. 1).

DO YOU ACCBPT THE COMPANY'S UPDATED AMOUNTS IN

REBUTTAL TESTIMONY?

No. I continue to recommend an adjustment as discussed below.

SUMMARIZE MR. CAGLE'S RESPONSE IN REBUTTAL

TESTIMONY.

Mr. Cagle explains the Company's methodology of allocating the cost of

colnmon assets. FIe exolains that the common asset allocation

"...calculation is made by calculating a "rate base" for the shared services

assets and applying the return component, utilizing the same return which is

used for ratemaking purposes. By recording the amounts as the Company

proposes. ratepayers in each of the Cornpany's states are paying the same

amount that would have been paid had the assets been inappropriately split

ancl recorded on the Books of each individual utility."l

I SWPA State rncnt No. 3R. o. I l.
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A.

He also states that I proposed in direct testimony a different method

for the Company to recognize the common asset allocation of which a

percentage based on a one-tirne allocation factor be applied to the book

value of common assets and then recorded on Suez's books (SWPA

Statement No. 3R, pp. I l-12).

Mr. Cagle further explains it is appropriate to record common assets

as the Company proposes because it is not appropriate to record assets on

the books of a company that does not own those assets. He states that this

would create a fictitious asset on the books, since Suez does not own the

asset. Under the Cornpany's methodology the effects to ratepayers will be

the same as if the assets were in rate base because the calculation utilizes

the same formula (SWPA Statement No. 3R, p. l2).

WHAT IS YOUR RESPONSE TO THB WITNESSES' TESTIMONY?

I continue to disagree with the Company claiming a rate of return on the

assets that it is sharing with other affiliates through its service company

because it will allow the affiliate to profit on the transaction (l&E

Statement No. I, p. 3l-32). The point of using a service company is not to

profit but to save the Cornpany rnoney since the service company will have

more buying power and ability to negotiate prices when it is buying more

of each type of item. then distribute these assets to each company it services

(l&E Statement No. 1 .p.32).
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Also, in direct testimony I did not propose that a percentage based

on a one-time allocation factor be applied to the book value of common

assets and then recorded on the books of SWPA as Mr. Cagle states. I also

did not recommend that the Company create fictitious assets on its books to

make up for the common asset allocation as Mr. Cagle implies. My

recommendation was to eliminate the common asset allocation from the

M&S fees due to the Commission having limited regulatory oversight on

the common asset allocation and because the service company should not

receive a profit on assets or services it is providing to Suez (l&E Statement

No. I pp.31-32).

Lastly, Suez still has not explained why the deprecation expense

amounts on I&E Exhibit No. I Sch. 14, p. 4 for the FTY and FPFTY are so

much smaller than the depreciation expenses used in its calculation of

common asset allocation on I&E Exhibit No. 1 Sch. 74, p.3, or why the

depreciation expense used in the comrnon asset allocation on I&E Exhibit

No. 1 Sch. l4,p. l is such a large percentage of the accumulated

depreciation claimed on the sarle page (l&E Statement No. 1, p. 33).

DO YOU HAVE ANY CHANGES TO YOUR RECOMMENDATION

FOR M&S FEES?

Yes. I recorrmend an amount of $497 -519 for the corrlnon asset allocation

included in the M&S f'ees. 'l'his produces an ad.justrnent of $229,499

A.

25



I ($727,078 - 5491,519) to the Company's claimed common asset allocation

2 of $127 ,07 8. Based on the adjustment to the common asset allocation I

3 recommend an allowance of $4,990,062 for M&S fees or an adjustment of

4 5229,499 ($5,219,561 - $4,990,062) to the Company's updated claim.

I am recommendine an allowance of 5497.519 as the common asset

6 allocation as this was what the Company reported for depreciation expense

I in response to I&E-RE-l (I&E Exhibit No. 1, Sch. 14,p.4). I agree with

8 the assignment of the depreciation expense as it is the standard method by

9 which companies ratably recover the cost of assets over their useful life, but

l0 I do not agree with an equity return for service company owned assets.

ll

T2 REAL ESTATE TAXES

13 a. SUMMARTZEYOUR RECOMMENDATION IN DIRECT

14 TESTIMONY FOR RBAL ESTATE TAXES.

15 A. I recommended an allowance of $304.553 or a reduction $13,625 to the

16 Company's clairn of $318,178 ($318,178 - $304,553) based on my

l1 recommendation that FTY and FPFTY inflationary adjustrnents for PURTA

18 and propert,v tax be disallowed (I&E Statement No. I , pp.34-36). I

19 recomrnended disallowance of the inflationary adjustments for PURTA tax

20 because PURI-A is imposed by the PA Departrnent of Revenue based on

21 inlbnnation it receives liorn the County-fax Assessor Offlces, and the

22 Company did not provide docurnentation from the PA Department of
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Revenue or the County Tax Assessor Offices indicating that the PURTA

tax is going to increase within the FTY and the FPFTY (I&E Statement

No. 1 , pp.34-35).

I recommended disallowance of the FTY and FPFTY inflationary

adjustment for property tax because property tax is imposed by local

authorities and the Company did not provide any documentation from those

local authorities indicating that property taxes will increase in the FTY or

the FPFTY.

DID ANY COMPANY WITNESS SUBMIT REBUTTAL

TESTIMONY IN RESPONSE TO YOUR RECOMMENDATION?

Yes. Suez witness Constance E. Heppenstall (SWPA Statement No. 2R,

p. 11) disagrees with rny recomrrendation.

SUMMARIZE MS. HEPPENSTALL'S RESPONSB IN REBUTTAL

TESTIMONY.

Ms. Heppenstall states in rebuttal testimony that, "Taxes are set by local

authorities which experience an inflationary increase in costs year after year

just like the Cornpany. These costs are typically passed on to taxpayers in

the forrn of a tax increase oflen equal to or exceedin-ethe cost of inflation."2

a.

A.

a.

A.

I SWPA Sralemenr No.2R. p. I I
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WHAT IS YOUR RESPONSE TO MS. HEPPENSTALL'S

REBUTTAL TESTIMONY?

I continue to disagree with the Company adjusting real estate taxes by an

inflationary adjustment. Although local tax authorities may experience

inflation in each year, there is no guarantee that the taxes will increase in

the FTY and FPFTY. In fact. accordine to the most recent PURTA Tax

Notice of Determination for the 2016 year provided by the Company in

response to I&E-RE-55, PURTA has decreased each year from 2011 to

2016 (201 I in $303 ,368;2012 in $290 ,311; 2013 in $285 ,486;2014 in

$279,062;2015 in $25 I ,104; and 2016 in 5245,256) (I&E Exhibit. No. l,

Sch. 1, pp. 3-4).

DO YOU HAVB ANY CHANGES TO YOUR RECOMMENDATION

FOR REAL ESTATE TAXES IN RESPONSE TO MS.

HEPPENSTALL'S REBUTTAL TESTIMONY?

No.

FEDERAL INCOME TAX ADJUSTMENTS DUE TO TAX CUTS

AND JOBS ACT

WHAT ISSUES DID YOU ADDRESS IN DIRECT TESTIMONY

RELATED TO THE RECENT ENACTMENT OF THE TAX CUTS

AND JOBS ACT (TCJAX

a.

A.

a
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A. I addressed the Company's over-recovery of 2018 taxes and the excess

deferred income taxes associated with the TCJA (I&E Statement No. l,

pp.39-49).

FTY Over-Recoverv

SUMMARIZE YOUR RECOMMENDATION IN DIRECT

TESTIMONY REGARDING THE FTY OVER-RECOVERY OF

INCOME TAXES.

I recommended the Company be required to flow back to ratepayers via a

reconcilable 1307 surcharse mechanism (which could be entitled the

Federal Tax Adjustment Credit, or FTAC) over a one-year period the net

savings associated with the reduction in federal income taxes from

January 1,2018 through the effective date of new rates. I recommended the

interest rate on the over or under collection be applied at the residential

mortgage lending rate specified by the Secretary of Banking in accordance

with the Loan Interest and Protection Law (41. P.S. $$ 101, et. seq.), in

effect on the last day of the month the over collection or under collection

occurs. For any over/under credit balance that remains after the twelve-

month rellnd period elapses. I recommended that the Cornpany make a

final additional FTAC adiustment in the thirteenth rnonth to ensure the

balance is eliminated (l&E, Statement No. I . pp. 42-43).
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I also proposed that a reconciliation statement be submitted to the

Commission at the end of the twelfth month. and that a final reconciliation

statement should be filed with the Commission within 30 davs after the

final over/under balance has been eliminated in the thirteenth month after

the effective date of new rates. The FTAC revenues and reconciliation

would then be subject to audit by the Commission's Bureau of Audits (I&E

Statement No. I , p. 43).

Further, I recommended that the Company's claimed amount of $1.7

million (I&E Exhibit No. l, Sch. 15, p. 1) be increased to reflect the flow

back of 2018 excess accumulated deferred income tax (ADIT) of $265,189

(SWPA Exhibit JCC-1) (I&E Statement No. 1, pp.4l-43). This is to

ensure that Suez returned any excess FTY taxes collected to ratepayers.

DID ANY COMPANY WITNESS SUBMIT REBUTTAL

TESTIMONY IN RESPONSE TO YOUR RECOMMENDATION?

Yes. Suez witness James C. Cagle (SWPA Staternent No. 3R, pp. 8-9)

responded to my recoffrrrendation.

SUMMARIZE MR. CAGLE'S RESPONSE IN REBUTTAL

TESTIMONY.

Mr. Cagle states that returning the I]TY tax reconciling amount through a

surcredit rnechanisrr over l2 rnonths is certainly possible if ordered by the

A.

30



I Commission (SWPA Statement No. 3R, p. 8). He does propose though that

2 any reconciling amount be recorded and addressed in a future rate case

3 (SWPA Statement No. 3R, p. 8) His reasoning for this is that it is more

4 pragmatic than my suggestion to deal with the reconciling amount (i.e.,

5 over/under passback) in the thirteenth month which "...would require an

6 irnrnediate recalculation of the surcredit iust for the over/under amount

7 which would have to then be implernented without sufficient review by the

8 Commission."3 He further arsues that there will be an additional small

9 amount remainins from that reconciliation which would have to be

l0 addressed at a future date (SWPA Statement No. 3R, pp. 8-9). Finally, he

11 opines that an adjustment to the l2-month surcredit for the amortization of

12 excess ADIT (i.e., the TCJA regulatory liability) is unnecessary since the

13 Company will not begin the amortization of the regulatory liability until the

14 resolution of the current rate case (SWPA Statement No. 3R, p. 9)

15

16 a. WHAT IS YOUR RESPONSE TO MR. CAGLE'S PROPOSAL TO

17 RECORD THE OVER/UNDER PASSBACK AND ADDRESS IT IN A

18 FUTURE RATE CASE?

19 A. I disagree rvith Mr. Ca-ele's reasoning that addressing the overiunder

20 passback in a future rate case is necessary. This reconciling amount only

I SWPA Stalernenr No. 3R. p. 8

3l



I stems from approximately one year of recognizing a higher tax rate of 35o/o,

2 therefore. it would not be reasonable to wait until the next rate case

3 (possibly years from now) to resolve any reconciling amount. Since the

4 over recovery of the 2018 incorre tax will only accumulate over

5 approximately one year until new rates go into effect it should not take

6 years to fully resolve any issues related to reconciling and truing it up or

I down. Also, any interest stemming from this issue would only increase the

8 longer it takes to be reconciled, which causes an inflated and unnecessary

9 expense to ratepayers or to the Company.

l0 Additionallv. in terms of the Cornmission not beins able to

1l sufficiently review this thirteenth-rnonth reconciling amount, in direct

12 testimonv I stated that a reconciliation statement should be submitted to the

13 Commission at the end of l2-month recovery period and a final

14 reconciliation statement should be filed with the Commission within 30

15 days after the final over/under balance has been elirninated in the thirteenth

16 month after the effective date of new rates (l&E Staternent No. l, p.43). I

1l also stated that these documcnts are subject to audit by the Commission's

l8 Bureau of Audits. As lon-e as the Company provides the requested

19 documentation the Cornrnission should be able to sutficiently review the

20 over/under passback.

)L



I Q. DO YOU ACCEPT MR. CAGLE'S ASSERTION THAT NO

2 FLOWBACK OF THE EXCESS ADIT IS REQUIRED IN THE

3 SURCHARGE?

4 A. Yes. I am willing to accept Mr. Cagle's assertion, as long as the Company

5 does not begin amortizing the regulatory liability related to the flowback of

6 excess ADIT prior to the effective date of new rates. Note that this is

1 unclear in that the exhibits of Ms. Heppenstall as referenced by Mr. Cagle

8 reflect an amortization of the excess ADIT in2018 (SWPA Exhibit No.

9 CEH-2-R, Sch. 1). If this amount has been amortized by the Company in

10 2018, not including this amount in the surcharge refund will prevent

I I customers from recoverins the full amount of excess ADIT that is owed to

12 them.

l3

14 a. Do You HAVE ANY CHANGES TO YOUR RECOMMENDATION

15 FROM DIRECT TESTIMONY?

16 A. I withdraw my recomrnendation that the Company's over recovery of 2018

1l taxes be increased to reflect the flowback of 2018 excess ADIT, subject to

l8 confirmation that the amortization did not begin in 201 8 as reflected in

19 Conrpany exhibits. I accept the Cornpany's update for the 2018 over

20 recovery of taxes reported on SWPA Exhibit No. JCC-2 Rebuttal. p. I of

21 52,420.245, since this is the 2018 over recovery grossed up for income

22 taxes. I-lowever. sirnilar to my recomrnendation in direct testinrony. I

aa
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continue to recommend that the Company be required to flow back to

ratepayers via a reconcilable 1307 surcharge mechanism (which could be

entitled the Federal Tax Adjustrnent Credit, or FTAC) over a one-year

period the net savings associated with the reduction in federal income taxes

from Januarv 1.2018 throueh the effective date of new rates.

DO YOU HAVE CHANGES TO YOUR PROPOSED LANGUAGE

FOR THE FTAC FROM YOUR DIRECT TESTIMONY?

Yes. I am updating my proposed language (I&E Statement No. 1,

pp. a2-43) to take into account the effective date of February 1,2019 for

the Company's new rates. I proposed the following language be adopted,

which is modeled on but not identical to, PECO Electric's proposed

surcharge (Docket No. R-201 8-3000164):

Federal Tax Adjustment Credit (FTAC)
A credit value of x.xxolo will apply to all Pennsylvania Public
Uti lity C ornmi ssi on .j urisdi cti onal di stributi on charges during
the period February 1,2019 through January 31,2020 to pass

the January l, 201 8 through January 3l ,2019 effects of the
Tax Cuts and Jobs Act (TCJA) to custorners. The FTAC will
be computed annually. will be effective ten days after filing,
and will continue until the eff-ect of the change in tax rates

resulting frorn the TC.IA has been refunded to customers.

The FTAC will be based on the difference in total annual
revenue requirernent befbre and after irnplementing the 201 8

and January 2019 effects of the TC.IA and the calculation will
reflect the reduction in required revenues. l-he reduction in
required revenues will be divided b1, estimating annual
applicable base revenues to dcvclop the FTAC to be applied
to custorners' bills fbr service rendered durine the twelve-
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month period beginning on the effective date of new rates.

The difference between the actual reduction in required
revenue and the reduction in revenues produced by the FTAC
as applied will be subject to refund or recovery in an annual
revision to the FTAC. The interest rate on the over or under
collection will be applied at the residential mortgage lending
rate specified by the Secretary of Banking in accordance with
the Loan Interest and Protection Law (41. P.S. $$ 101, et.

seq.), in effect on the last day of the month the over collection
or under collection occurs. For any over/under credit balance
that remains after the twelve-month refund period elapses, the
Company shall propose a final additional FTAC adjustment
in the thirteenth month to ensure the balance is eliminated.

A reconciliation statement will be submitted to the
Comrnission at the end of the twelfth month. A final
reconciliation statement will be filed with the Commission
within 30 days after the final over/under balance has been

eliminated in the thirteenth month after the effective date of
new rates. The FTAC revenues and reconciliation will be

subject to audit by the Commission's Bureau of Audits.

a. DO YOU HAVE ANY RBCOMMENDATIONS IF THE

COMMISSION ACCEPTS MR. CAGLE'S PROPOSAL TO

ADDRESS THE FTY RECONCILING AMOUNT IN A FUTURE

RATE CASE?

A. Yes. If the Comrnission accepts Mr. Cagle's proposal to wait until the next

rate case to reconcile any rernaining balance, I recotnmend that if the

Company under refunds the tax credit, the Cornpany should be required to

pay interest on the difference to ratepayers. However. if the Cornpany over

refunds the tax credit. ratepaluers should not be required to pay interest to

35



I the Company. Ratepayers should not be penalized for the Company's

2 decision to zero out the remaining balance at some unknown future date.

.,

4 Excess Accumulated Deferred Income Taxes

5 Q. SUMMARIZEYOUR RECOMMENDATIONS IN DIRECT

6 TESTIMONY RBGARDING A REDUCTION TO RATE BASE FOR

7 THE EXCESS ADIT REMAINING BALANCE.

8 A. First, I recommended that the Company be required to provide an update

9 showing a breakdown of its excess ADIT between the protected and

l0 unprotected balances, since these balances are subject to different

I I requirements in determining the arnorlizatron period to refund monies to

12 ratepayers. Second, I recommended that the Company use its claimed 40-

13 year amortization for the protected portion and a five-year amortizatton for

14 the unprotected portion. My 40-year arnorlization recommended for the

l5 protected portion matches what the Company claimed in its filing. I

16 recommended a five-year amortization of the unprotected balance because

17 it should be returned in a shorter tirne period than the protected balance,

l8 since there is no lirnitation orrequirernent on the nurnber of years that

l9 companies can take to return the unprotected balance. Finally, I

20 recommended that the Cornpany be required to show the excess ADIT

2l calculations and breakdowns fbr protected and unprotected balances for the

22 HTY. the FTY. and the ITPFTY periods in future filin-es. and that the
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Company be required to continue reducing rate base in future filings for the

remaining balance until the full amount is refunded to ratepayers (I&E

Statement No. I ,pp.47-48).

DID ANY COMPANY WITNESS SUBMIT REBUTTAL

TESTIMONY IN RESPONSB TO YOUR RECOMMENDATION?

Yes. Suez witness James C. Cagle responded to my recommendations

(SWPA Statement No. 3R).

SUMMARIZE MR. CAGLE'S RESPONSE IN REBUTTAL

TESTIMONY.

Mr. Cagle indicated that the Company completed its review of ADIT

balances and incorporated this into SWPA Exhibit No. JCC-1 Rebuttal filed

with the Company's rebuttal testirnony. The Company indicated that all

excess ADIT and ADIT in the current rate case is considered protected

(SWPA Statement No. 3R, pp.3-4 and SWPA Exhibit No. JCC-l

Rebuttal). Mr. Cagle stated that the he provided the amount of ADIT and

TCJA regulatory liability to Ms. Fleppenstall to include in her rebuttal

schedules and these arnounts asree rvith the arnounts included in SWPA

Exhibit No. JCC-l Rebuttal (SWPA Staternent No. 3R. p. 9). He indicated

that since the arnortizarion of the I'CJA regulatory liability be-eins on the

first day of the I'PFI-Y. he reduced the balance of the excess by the amount

)l



1 of amortization and made the corresponding change in ADIT to reflect the

2 impact of the amortization (SWPA Statement No. 3R, p. 9).

3 Mr. Cagle also proposed that the Company is in the process of

4 determining a switch from the Reverse South Georgia Method (RSGM) to

5 the Average Rate Assumption Method (ARAM) for the protected balance

6 and it proposes to determine and track any difference between the methods

7 through the next base rate filing and propose any necessary adjustment at

8 that time in order to be compliant with requirements surrounding the use of

9 accelerated depreciation for income tax purposes (SWPA Statement

10 No.3R, pp.3-7).

l1

12 a. DO YOU HAVE ANY CHANGES TO YOUR

13 RECOMMENDATIONS AS A RESULT OF MR. CAGLE'S

14 REBUTTAL TESTIMONY?

l5 A. Yes. Since Mr. Cagle indicated that the Company completed its review of

16 ADIT, and since this review revealed all excess ADIT is categorized as

11 protected, and since it appears the Company is taking excess ADIT as a

l8 reduction to rate base, I accept his assertion that the entire amount should

19 be considered protected for this rate filin-e and that in the next rate filing the

20 Company produce its findings concerning any proposed ad.iustrnent

2l necessarv to reclassifv arnounts related to movins fiom the RSGM to

22 ARAM. Horvever. I do recomrnend that in future rate cases the Cornpany
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I provide a clear breakdown of ADIT and a regulatory liability related to

2 excess ADIT and provide a clear calculation of these amounts for the HTY,

3 the FTY, and the FPFTY. Doing so will make it easier to verifu that the

4 Company is properly including excess ADIT and ADIT in its calculation of

5 rate base and will reduce the number of interrogatories from the parties in

6 the rate case.

I also recommend, going forward, that if the Company reclassifies

8 any excess ADIT as unprotected, that it should be required to show the

9 breakdown of excess ADIT by protected and unprotected and show how the

l0 unprotected excess ADIT is being arnortized. This is necessary because the

I I Company indicated there is still uncertainty about whether excess ADIT

12 recognized via ARAM should be viewed as protected or unprotected and

13 that this catesortzation issue could be revisited in future rate cases (SWPA

14 Statement No. 3R, pp.3-4).

l5

I6 CASH WORKING CAPITAL

r7 a. SUMMARLZEYOUR RECOMMENDATION rN DTRECT

18 TESTIMONY FOR CASH WORKTNG CAPITAL (CWC).

19 A. I recommended an allorvance of $796.364 or reduction of $67.382

20 ($863.746 - $196,364) to the Company's claim (l&E Exhibit No. l.

21 Sch. 17). My CWC recornmendation adjusted the Company's clairn based

22 on all recommended adjustments to O&M expenses as discussed in rny
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I direct testimony. Additionally, my recommendation reduced the

2 Company's clairned expenses by the fringe benefits capitalized/transferred

3 out as detailed on line 24 of SWPA Exhibit No. CEH-2. Schedule-1 and

4 further broken down on SWPA Exhibit No. CEH-2, Schedule-25 (l&E

5 Statement No. 1, pp. 50-53).

6

7 A. DID ANY COMPANY WITNBSS SUBMIT REBUTTAL

8 TESTIMONY IN RESPONSE TO YOUR RBCOMMENDATION?

9 A. No. However, Suez witness Harold Walker, III (SWPA Statement No. 4-R)

l0 provided an updated CWC worksheet that incorporated all of the

I I Company's adjustrnents made in rebuttal testimony (SWPA Statement No.

12 4R, Updated Schedule l). Mr. Walker updated the Company's CWC to

13 $843,094 (SWPA Statement No. 4R, Updated Schedule l)

l4

15 a. Do You HAVE ANY CHANGES TO YOUR RECOMMENDATION

16 FOR CWC?

11 A. Yes. I recorlmend an updated allowance of $816,703 or a reduction of

l8 526,391 ($843,094 - $816,103) to the Company's claim (l&E Exhibit

19 No. l-SR. Sch.2).

20

21 A. PLEASE EXPLAIN THE BASIS OF YOUR UPDATED

22 RECOMMENDED ALLOWANCE.
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15

l6

tl

l8

t9

20

2l

A. I have updated my CWC recommendation to incorporate all of the changes

I made to O&M expenses and taxes. Additionally, I continue to

recommend that the fringe benefits transferred (capitalized) included in the

CWC calculation by the Company should be removed (I&E Statement No.

l, pp. 5I-52). The Company did not remove the duplicative fringe benefits

included in expenses and taxes on its updated CWC worksheet, but I

continue to reflect these adjustments to expenses and taxes to avoid having

the Company earn a return on the capitalized portions and a duplicative

CWC allowance on the inflated expenses. Therefore, I removed the

32.84% of employee group health, employee pension benefits, workers

compensation, and payroll taxes to eliminate the fringe benefits transferred

amounts. All of these changes are incorporated into I&E Exhibit l-SR,

Schedule 2, which is an I&E modified version of SWPA Staternent No. 4R,

Updated Schedule l.

SUMMARIZE WHERE EACH OF THE I&E RECOMMENDED

EXPENSE ADJUSTMENTS ARE REFLECTED IN THE CWC

COMPUTATION.

The following recornrlended adjustrrents must be incorporated into the

CWC calculation on the correspondin-s line itern to arrive at my

recotrrtrrended al I owance :

a.

A.

tll+t



Bxpense (Decrease)

Outside Contractors ($119,800)

Purchased Water ($ 108.337)
Manasement and Service Fees (s229.499)

Real Estate Taxes ($ 13.62s)
2

3 All of these recommended adjustments to CWC are incorporated into the

4 Company's workpaper and produce a recommended allowance of

5 $816,703.

6

1 a. rs YouR RECOMMENDED CWC ALLOWANCE A FINAL

8 RECOMMENDATION?

9 A. No. All adjustments to the Company's claims for revenues, expenses,

l0 taxes, and rate base must be continually brought together in the

1l Administrative Law Judge's Recommended Decision and again in the

12 Commission's Final Order. This process, known as iteration, effectively

l3 prevents the determination of a precise calculation until all adjustrnents

14 have been made to the Company's claim.

l5

16 A. DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY?

11 A. Yes.

42
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BUREAU OF INVESTIGANON AND ENFORCTMENT INTERROCATORIES

SU EZ \'IIATER PENNSTTVANTA INC"

l&E Exhibit No. 1

Schedule 1

Page 1 of4

t&E-RE-5s

Response:

l&E.RE-55

{Heppenstall}
June 13r 2018

Reference SWPA Exhibit No. CEH-2, Schedule-3t conceming real estate taxes:

A. Provide a copy of the Company's three most recent PURTA Notification of
Determination statements in their entirety ahd indlcate payment status for the
most recent payment due;

B. lf the PURTA tax HTY claim of 5245,256 does not rnatch the most recent PURTA

Notiflcation, explain why and state the method used to determlne the clairn,
along wlth supporting calculations and detailed explanatlons for any allocations;

C. Explain why the Company received a PURTA refund of S34000 in the HTY;

D. Provide an explanation with supporting documentation for why the Company fs

excluding the 534,000 HTY PURTA refund from the FTY and FPFrY real estate tax
calculation, since the HW PURTA is being used as the basls for calculating the FTY

PURTA and FPFTY PURT&

Provide documentation such as property tax payrnent reports, bills, or invoices to
support the $59,297 In property tax reported for the HTY;

Provide the propertytax byyearfor20L5 and 2016;

Provide justification for increasing the propertytax and PURTA by the FTY and the
FPFTY inflation factors when property tax and PURTA rates and anrounts are

determined by government agencies.

Please see |&E-RE-55A Attachment for copies of three most recent PURTA

statements. Allthree are paid and 90% of the estimated PURTA tax payment was

made in May 2018.

The PURTA tax HTY claim of 5245,255 does match the most recent PURTA

Notification.

Although the Company did receive refunds in prioryears due to overpayrnent (2014:

541.,487 and 2015: $48,435), the adjustment shown on CEH-2, Schedule-31was to
show that the Cornpany made an adjustment in the accounting of the 2017 PIJRTA

Tax to not over accrue, Upon further review, the 5245,256 as shown on the 2017

PURTA Notification and the $59,297 actual property taxes total 5304,553 and should

have been listed as the HTY actual, but it was used in the calculation of the FTY

estimated expense of 5311,025.

E.

F.

G.

A.

c.



BUREAU OF INVESTIGATION AND ENFORCEMENT INTERROCATORIES l&E Exhibit No. 1

Schedule 1

Page 2 of 4
SUEZ WATER PENNSYLVAI'IIA INC

Docket No. R-2018-30008!i4

Please see the response In "c,.

Please see I&E-RE-SSE Attachment.

The 2016 Property Tax was $59,049.

Property tax and PURTA tax rates were not determlned for the FTV and the FPFIY

by the tlme of the flllng. An lnflatlon factor applled to the HTY expense ls a
reasonable adJustmentfurproperty and PURTAtax ratesthatvaryffom yearto year.

D.

E.

F.

G.



August 1,20'17

UNITED WATER PENNSYLVANlA INC.

2OO OLD HOOK ROAD

HRRNGTN PARK, NJ 07640

Re 2016 Pennsylvanra Pubhc Utility Realty Tax
Notice of Detcrmrnation

Dear Taxpayer:

Pursuant to thc Public Utility Realty Tax Act, thc Department of Rcvenue herern provides notice of the state
taxable values of PURTA realty and the millage rate for tax year 2016 Ths notice rs based on rnformation
provrded by Cormty Tax Assessor offices. Any discrepancies must be addressed with that agency and not with
the Pennsylvania D€partment of Revenue. Please note, any nel liabilities rcsulting liom prior ycars'
adjustnents are due and payable along with tlre current year hability.

Payment of tax ls requrred uthin 45 days of the marling date of tlus nofioe. Previous payments, adlustments
and credrts should be take,n into considerabon Pa5rments and correspondence rclevant to the PURTA tax or
tbrs notrce should be rnarled drrectly to the above address.

All payments of $1,000 or more must be made electronically or by certified or cashier's check remrtted in
person or by express marl courjer. For rnformation on electronic liling options, vrsit www.etides.siate.pa-us.

Thank you for your attention to thrs matter

SUEZ Water Pennsylvania
Dockel No. R-201 8-3000834

BUREAU OF CORPOFATION TAXES
FO BOX 280704
HARRISBURG PA 17128.0704

Srncerely,

Department of Revcnue

Bureau of Corporatron Taxes

PURTA Tax Unit

PLEASE SEE PAGE 2
FOR YEARS 1998 - 2015

Account ID' 3508576

l&E-RE-55A Attachmenl
Page 'l of 6

pennsytvania
DEpAITMENT QF iEV(lU6

l&E Exhibit No.

Schedule 1

Page 3 of4

Tax Year

l) Total RealtyTaxfrurvalent(RTE)

2') Total Sbte Taxable Value (STV) for all unlrties.

3) PURTA Mrllage Rae, rncludrng 7 6 rulls forPTA,

4) Uhlrty STV:

5) Lrabilly(Lrne 3 x Lrne 4)

5) Utrhty Transrtron Credrh

7) Uhhty Lrabrlrty AdJustmatt

8) Utiftty Transtron Credrl Adlustmenl.

2016

s28,877,472

s t,256,835,302

l0 5763 mrlls

t8,02 r,il 8

3245,85

N/A

N/A

N/A

Pag6 | of 2



Tax Ycar

l) Totrl RTE;

2\ Tohl STV for all uolities

3) PURTA Mlllrgc RrE:

Nsme: UNITED WATER PENNSYLVANLA INC. Accouot Id: 350t576

Details

2nt3 2II2
AdJrrrted Tnlzk

s 31,034,425 s 30,t21,809

$ 1,251,010,?@ s t,264.tlE,96ll

12"t1075 mlb J1.96E6 mtls

I]rlhiv AdlugrTcnts

s8,E09,262 t9,0E1,124

ftE5,466 s290,3 lt

N/A

(srss)

N/A

N/A

SIOS

N/A

20J.ri

s 2e,109,8r 1

s 1,247,7Et,6E5

J0 9293 ErUs

z9J4

s 2E,905,293

s r,2f6,,10d466

30,97t5 Etl6

s9,m8,24r

$279,062

N/A

s2E

N/A

ztlu

$ 30,7391060

$ lJ42,Bld766

30,4915 Eilh

s9,949,275

s303,35E

N/A

sl0{

N/A

xt10

s 30r17t"210

31,406724s.16

19 0479 tulls

s10p67,60!

s292,44J

N/A

SE

200q

s 31,135225

s 1,530,t2{,7x

27 9455 uilb

s 14088,762

sl37rEZ6

N/A

t29

N/A

zllm

s r0.472,E64

s 1,617,969,120

26.434 rulls

st 1,739,137

s310,3 l2

NiA

slt
N/A

7017

s2\17?,,7e9

1,6{3,059,.OE

25.ltl? ntlb

slIJ3s,255

szEzrtSS

N/A

st0

N/A

Om
d tii
zs
'o
$P
J=

t€_o<

5

4) Udlity STv. s8,tlE64s

5) Uability (Liuc 3 r Unc 4) $2Sl'104

6) Ullity Transltion Credit N/A

7l Udtity Liabilrty Adjusrncnr ($461)

8) Trauidon Ccdit Adjrutnenh N/A

Tax Yegr

t) Totrl R'fE:

2) Total STV forell uhlitirs:

3) PURTA Mlllryc Rec:

4) Utihfy STv:

5) Liatiliiy (Linc 3 x Loc 4):

6) Ulility Traruition Crcdit

7) UtilityUsNl,ty Adjurtuent:

E) Transrtiou Ccdit Adjuahncnt

2.@6

s 30,419,05t

s t,6ttr550,!91

26 1522 cils

s9$72,t67

s26lrt41

N/A

slt

z!.[i

$ 30,s90,906

s 1,517,E11,632

z7.1gS Eitls

s6,83s,{75

sr,ls,2z5

N/A

st7

rvA

s7,79E,00E

s22J,096

N/A

$7,652,097

s221,567

N/A

?,101

s 2E,915,213

J lt346,545,899

29 04rE Eills

s7,721$04

s224,336

N/A

:xr0

lva

200 I

t 2ue4,s3{

s t,322,Oz8,Zg

29.5319 sulls

st,s49,33S

9222,945

s0

st7

s0

2000

s 27,970,152

s I,344,12de6t

24,59E4 rutlls

97r692,?53

s2Iq462

s0

SJ

s0

I qgq

s 3r,487,965

$ 2,032,653,520

26.53'18 nrillr

sE,039,2 ll
s213,319

$0

(srr)

s0

lqqI

s 40,69{,555

$ 2,059J09,124

71 9693 sriUs

s7,774,519

s559,5:!7

s0

s257

$0

ztltr  20a.1

A.CJ$&n-I!tdr

s 29,2r0,s67 S 29,231,2s1

5 t,{19,6t2r02t s 1,354,657,470

2t.22{7 mllr 29.178f rDlls

IThl rfvS dJucrn t nis

sr7 $lE

N/A IVA

If you do lol rgrcc wilb lbrs Noticc of Dclerralnrtioo ler2015 PURTAT you rnry tlte r'Pctiiioa for Rccgleulttiou wdh tho Be{rd of Slartrrc tnd Bcvcauc
pursuiha to Sccnoo t 109-A of thc Tox Re fona Codr of 1971. pgrtorr*ld bt thc U.S. ?ostrl Sarvlcl or rcrtivcd by th€ Borad of.
FinsuccrodRevcnucwithir30deygofthcorlliugdrlnofth rraecov.ryouwlllrccivcrSlatimentofAccouEt. Elsrrrcvhwitto
coolirmahc rlatusofpayEeEsErdc,tnusi{ioucrGditrrudrdjwtoonbtolqEvlourbrlhbdincs{rrbilruccsstilldue. Al5rovcrlnymcrtLrvarbblcfor
lre<rslcr withlo thc sccolrn! and roy let crcdlt blhoco for lhc riconnt is rnlhblc for rcfilad/el+gnucnL

Ao

Tn
m338 s(o J ttto I m -u>

A'=x o=
^ == 9P:a (u g :55 r =' :3Z :.'Q

O or=
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I
SUMI\ilARY OF CASH WORKING CAPITAL REOUIREIvIENTS

Revenue
Utility Operating Expenses Days

Expense Claim
12-Months

Expense Net (Lead) Ending
Days Lag Days 12t31t2o't7

12-Months ExpenseClaim
Ending Future

1213112017 Test Year
cwc 12t31t20't8

Expense Claim
Fully

Future Projected
Test Year Year Under
1213112018 PresentRates

cwc 12131t2019

Fully Expense Claim Fully Projected
Projected Fully Projected Future Test

Year Under Future Test Year Under
Present Rates Year Under Proposed Rates

1213112019 Proposed Rates 1213112019

cwc 12t3112019 CWC

Labor Expense

& Life

Oulside Professional Services

Rental - Building/Real Properly

Renlal ol Equipment

Transporlation Expense

Prop& Gen Liab Insurance

Regulatory Commission Expense

Office Expense and Ulilities

Postage and Air Freight Expense

Other O&N4

JJJ

JJJ

JJ J

333
333
333
333
333

333

33,3

333

333
JJJ

333
JJ. J

333

333
333
333
333
333

13 4

127

574
15 4

270
367
25'l
10 5

147

15 5

287
497
(14 7)

(5 1)

31 0

(5e.6)

(77 0)

40
30 1

13I
(26 e)

18 6

370
288

'19.9 $

206
(24,1\

179
6.3

(3.4)

22.8

18 6

178
46

(16 4)

480
384

929
to A

1103

293

19 5

602
147
(3 7)

46

4,579,937 $
'1 ,323.689
1,425,022

68,621

1.242,836

1 84,1 65

540,682

254,476
4,921,757

'1 14,698

748,644

64,321

60,330

49,1 75

407,033

4,732

1 02,384
I Oe AAq

446,337

354,308
'143,806

560.626

509ss51 $

1335815

1409589

76!16

14rL1r1

586048

250065

5187320

81888

9797s5

66660

60416

50220

463491

4432

108228

219880

419541

358563

199353

311025

s97949

277,813

75,448
(93,071)

3,736

24,367

(216)

13,166

15,620

264,340
I OOa

12,348

(2,995)

7,953

C.ZOJ

2,923
1,230

5,812
66,446

3,144

10,650

5't ,298
24,O82

(25,932)

5419097 $

1425129

1442010

182928

74rr713

23696

s99527

255816

5219551

83542

!!47II4
68193

30219

51375

560322

493S

!ro777

235344

540894

355358

203938

318178

644779

2722446

295,452
80,432

(95,21

249,701

74,707

(94,09 1 )

21,452
( 1 ,716)

12,'t47

1 5,896

250,807

5,594

9,435

(2,8e0)

7,934

5,'173

2,565

1,204

5,498

60,035
a< aro

3,106

7,683

44,623

22,575
5,168,7E0 (52.396)
'1,663,801 20,741

$ 708,981

5419097 295.452

8,971

24,367

(221)

13,469

15,980

265,983

4,O74

14,457

(3,064)

3,974

5,405

3,531

L477713

599527

255815

24,367

(221\
't3,469

't5,980

83542

581e3 (3,064)

Federal Income Taxes

Slale Income Taxes

Total

1217s0s 15,177

$ 796,293

rr40n7 14,213

$ 838,507

30219 3,974

51375 5,405

550322 3,531

1,256 4935 1,256

5,945

71,119 262302 79,266

43,420 s40894 43,420

3,212 3553s8 3,212

10,895

52,478

25,968
(27,597\ 372s3e2 (37,764)

!670247 20,821

PPF
(o ]i rrloPm

I dF=
d -t=o_=c:-
6-r

Purchased Power

Fuel for Power Production

Chemicls
lvlalerials and Supplies

hyirir"fl,ilsllelrls .-]
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COMMISSION I :
a

V. | : lDocketNo.R-2018-3000770

suEz WATER PENNSYLVANIA,INC. | :

BEX'ORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

WITNESS VERIFICATION
THE BUREAU OF IhWESTIGATION AND ENFORCEMENT

I, D. C. Patel, on behalf of the Bureau of Investigation and Enforcement, hereby

veriff that the documents preliminarily identified as:

I&E Statement No. 2-SR

wore prepared by me or under my direct supervision and control. Furthermore, the facts

contained therein are true and correct to the best of my knowledge, information and belief

and I expect to be able to prove the same at an Evidentiary Hearing in this matter. This

Verification is made subject to the penalties of 18 Pa. C.S. $ 4904 rclating to unsworn

falsifi cation to authorities.

Bureau of Investigation and Enforcement

Dated: September 7,2018
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I INTRODUCTION OF WITNESS

2 A. PLBASE STATE YOUR NAME AND BUSINESS ADDRESS.

3 A. My name is D. C. Patel. My business address is Pennsylvania Public Utility

4 Cornmission, P.O. Box3265, Harrisburg, PA 17105-3265.

6 A. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

7 A. I am employed by the Pennsylvania Public Utilit; Commission (Commission) in

8 the Bureau of Investigation & Enforcement (I&E) as a Fixed Utility Financial

9 Analyst.

l0

1l a. ARE YOU THE SAME D. C. PATBL WHO IS RESPONSTBLB FOR THE

12 DIRECT TESTIMONY CONTAINED IN I&E STATEMENT NO.2 AND

13 THE SCHEDULES IN I&E EXHIBIT NO.2?

14 A. Yes.

15

16 A. WHAT IS THE PURPOSE OF YOUR SURREBUTTAL TESTIMONY?

11 A. T'he purpose of my surrebuttal testimony is to address statements made by Suez

l8 Werter Pennsylvania. Inc. (Suez or Cornpany) ivitness Dylan D'Ascendis in his

19 rebuttal testinrony regarding rate of return topics including the cost of cornmon

20 equit,v or retnrn on equity (ROE) and the overall l-air rate of return, which will be

21 applied to the Company's rate base.



I Q. DOES YOUR SURREBUTTAL TESTIMONY INCLUDE AN

2 ACCOMPANYING EXHIBIT?

3 A. No. Flowever, I will refer to my direct testimony and exhibit in this surrebuttal

4 testimony (I&E Statement No. 2 and I&E Exhibit No. 2).

6 SUMMARY OF MR. D'ASCENDIS' REBUTTAL TESTIMONY

7 A. SUMMARIZE MR. D'ASCENDIS' RESPONSE IN REBUTTAL

8 TESTIMONY TO YOUR RECOMMENDATIONS MADE IN DIRECT

9 TESTIMONY.

10 A. Mr. D'Ascendis disputes my criticism of his non-regulated proxy group, business

1l size adjustment, use of the Risk Premium method (RP), and Empirical Capital

12 Asset Pricing Model (ECAPM). He also disagrees with the use of the Discounted

l3 Cash Flow (DCF) as a prirnary method, my Capital Asset Pricing Model (CAPM)

14 risk-free rate. and the use of a seometric mean.

15

16 PROXY GROUP

11 A. WHAT IS MR. D'ASCBNDIS' REBUTTAL TESTIMONY REGARDING

I8 HIS USE OF A NON-REGULATED PROXY GROUP?

19 A. Mr. D'Ascendis clairns that he has proven that the companies contained in his

20 non-regulated proxy group have a sirnilar total risk to those in his water utility

21 prox)i group based on the unadjusted beta and standarcl crror of the re_qression



1l

2

3

4

5

6
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I

9

10

1l

l2

13

t4

15

l6

11

l8

t9

20

21

a.

being inside the range of the water utility proxy group (Suez Statement No. 5R,

p. 30).

HAS MR. D'ASCENDIS PROVEN THAT THE RISKS FACED BY HIS

NON-REGULATED PROXY GROUP ARE SIMILAR TO THAT OF HIS

REGULATED UTILITY GROUP?

No. Mr. D'Ascendis uses historical beta and the standard error of the regression

of selected non-regulated companies, which have betas close to his utility proxy

group betas, to deterrnine that the non-regulated cornpanies' total risks are similar

to the risk of his regulated utility proxy group. For a non-regulated company to be

similar to the regulated utility industry, it is not only the past that must be similar

but also the future expectations of the industry in which the non-regulated

company operates. Mr. D'Ascendis' measures of risk are both completely

historical measures and do not include any expectations for whether the industries

will be the same in the future.

As stated in I&E Statement No. 2, pages l0- I 1, the risks faced in each

industry for the companies used in Mr. D'Ascendis' unregulated group differ from

the risks faced by his regulated water utility group. Mr. D'Ascendis has chosen

cornpanies for his non-regulated proxy group frorn industries such as retail

automotive. broker/exchange, restaurant, food processing. hotel. medical services,

insurance. industrial services, inforrnation services. nredical supplies. and the

A.



t household products industry. The assertion that risk between industries can be

2 evaluated based on beta and standard error regression while ignoring current

3 events and the fact that one group is regulated and the other is not, leads to an

4 incorrect assessment of risk. Although at one point in time, each industry may

5 have a similar degree of risk when compared to the market as a whole,

6 Mr. D'Ascendis has ignored what the industry is expected to face in the future.

I ll4r. D'Ascendis' non-regulated barometer group may have a beta similar to that of

8 his proxy regulated water group, but that does not mean that the proxy water group

9 is expected to face the same business and financial risks and challenges as that of

10 the non-regulated group because each industry has its own industry-specific risk

l1 profile, operating platform, and market segment.

12 Therefore, it is entirely inappropriate to rely on the results of the

13 application of the DCF, RP, and CAPM analyses to the non-price regulated proxy

14 group.

15

16 DISCOUNTED CASH FLOW (DCF)

17 A. WHAT DID MR. D'ASCENDIS ARGUB IN REBUTTAL TESTIMONY

I8 REGARDING YOUR USE OF THE DCF?

19 A. Mr. D'Ascendis asserts that my recorllrendation relies in its entirety on the DCF

20 rnethod and that other rnethods rnust be relied upon when recorrmendin,e a cost of

21 cornlnon equitv. He clairns that the Cornrnission's clecisions in the 2013 Colunrbia
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Water Company base rate case and in the 2014 Emporium Water Company base

rate case are contrary to my recommendation. In addition, Mr. D'Ascendis claims

that the market-to-book ratios of the utility proxy group indicate that the DCF

result understates the return on equity (Suez Statement No. 5R, pp. 6- 13).

WERE ANY MBTHODS OTHBR THAN THE DCF EMPLOYED IN YOUR

ANALYSIS?

Yes. Although, my recommendation was based primarily on the results of my

DCF analyses, I also employed the CAPM and presented results as a comparison

to my DCF results. The result of my DCF is 9.13o , which is fair and reasonable

as compared with the CAPM results.

ARE THERE ANY OTHER RECENT ORDERS THAT STATE THE

METHOD RELIED ON BY THE COMMISSION FOR ITS RETURN ON

EQUITY DETERMINATION?

Yes. In the City of Dubois - Bureau of Water Order entered on March 28,2011 -

the Commission relied primarily on the DCF results and rejected giving equal

rveieht to the other rnethodologies:

[']he City's cost of equity in this proceeding should be based

upon the use of the DCF methodology. with the other
methodologl, results used as a check on the reasonableness of
the DCF results. We note that r,ve have prirnarily rclied upon
the DCF methodology in arrivin-e at previous deterrninations
of the proper cost of equity and utilized the results of methods
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other than the DCF, such as the CAPM and RP methods, as a
check upon the reasonableness of the DCF derived equity
return calculation, tempered by informed judgement. We are

not persuaded by the arguments of the City that we should
assign equal weight to the multiple methodologies.l

DO THE CASES MR. D'ASCENDIS CITED GIVE EQUAL WEIGHT TO

THE DCF, CAPM, RP, AND A NON-REGULATED PROXY GROUP FOR

WHICH MR. D'ASCENDIS ADVOCATBS?

No. Mr. D'Ascendis' quote from the Columbia Water base rate case (Docket No.

R-2013-2360798) states that the Comrnission found that the testimony, data, and

cost rnodels presented in that case supported a range that used "the DCF method as

the foundation"2 (Suez Statement No. 5R, p. 6). The Emporium Water Company

Order (Docket No. R-2014-2402324) quoted by Mr. D'Ascendis also states that

the Cornmission chose a return on equity based on its review of the testimony,

data, and cost models presented by the parties3 (Suez Statement No. 5R, p.1). 1

am unaware of any statement in either Order that offers support for Mr.

D'Ascendis' method of giving equal weight to the DCF, CAPM, RP, and an un-

regulated proxy group. The Cornmission in its Order in the Ernporium Water rate

case rnentioned that Ernporium Water utilized DCF. RP. and CAPM analyses. but

I Penil51,lvu111a Public' IJttlih, Conttntssion v

97. Order enlered March 28. 201 7.
2 Pennst,lvanta Public' L/tiltn' Commisston t,

Order enteled January 23.2014.j f'ennsvlt'unru Publtc Lttilttt Commisstott t,

entered Januar'1, 28. 2015.

City of DuBois - Bureau of l4/otet'. Docket No. R-2016-2554150, pp. 96-

The Coluntbia Woter Contputtt', Docket No. R-2013-2360798, p.43.

Entporittnt ll/ater Compol?t,. Dockel No R-2014-2402324. p. 35, Order
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that does not mean the Comrnission endorsed or approved giving equal weight for

determining Emporium's cost of common equity. I am also unaware of any

language in either Order that states the DCF should not be used as the prirnary

method with the CAPM used to confirm the reasonableness of the DCF results.

To the contrary, as I stated above, in the 2013 Columbia Water rate case, the

Commission stated that it used the DCF as the foundation of its determination.a

DOBS A MARKET-TO-BOOK RATIO ABOVE I.O CAUSB THE DCF TO

INCORRECTLY ESTIMATE THB INVESTOR-REQUIRED RETURN ON

EQUITY?

No. Although, there are differences between the book value and market value of

water utilities, Mr. D'Ascendis asserts that the difference causes the DCF to

undervalue the rate of return when a market based cornmon equity cost rate is

applied to a book value rate base (Suez Statement No. 5R, pp. 8- l3). The

forecasted growth rates used in the DCF are set by analysts based on current

conditions and what they expect the future could be for ihe stock. As Mr.

D'Ascendis points out, the current rnarket-to book-ratio of the water proxy group

has exceeded the ten-year average market-to-book ratio (above L0) (Suez

Statement No. 5R. p. l0). In this scenario, no rational investor rvould invest in a

'| Pennsvlt'ctnta Public Utiltt.t,Contntrssrorz r,. The Coluntbra lAater ('otnltctny. Docket No. I(-2013-2360798,p.43
Order entered January ?3.2014.
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utility stock that has been trading above book value for several years and be

surprised that rates continue to be set based on the book value capital structure. A

market-to-book ratio of above 1.0 for utility stocks reflects their value in the

market and implies that investors expect future cash flows to be more valuable

than the historical accounting value of the company. Since the stock market is

impacted by regulatory policies, and the economic and financial conditions, a

market-to-book ratio could be less than 1.0 when the stock market is in a

depression phase, so it is inappropriate to evaluate DCF results with the market-to-

book ratio.

DID MR. D'ASCENDIS ADVOCATE A SPECIFIC LEVERAGE

ADJUSTMENT TO THB DCF RESULT TO COMPENSATE FOR THE

DIFFERENCE IN MARKET-TO BOOK RATIO?

No.

HAVE YOU CHANGED YOUR METHODS USED TO DETERMINE A

RETURN ON EQUITY RBCOMMENDATION BASED ON

MR. D'ASCENDIS' REBUTTAL TESTIMONY?

No. For the reasons discussed in I&E Statement No. 2. the DCF rnethod is the

rnost reliable. and since it is a direct rleasure of water utilities. it reflects the

A.

a.

A.



I current conditions of the regulated water utility industry more accurately than the

2 CAPM does with its indirect measurement.

Additionally, I have considered the fact that no method can perfectly

4 predict the return on equity; therefore, I have used the CAPM as a comparison to

5 the DCF results. Although, no single method can capture every factor that

6 influences an investor, including methods less reliable than the DCF does not

J make the return on equity more reliable or more accurate.

8

9 CAPITAL ASSET PRICING MODEL

IO A. SUMMARIZE MR. D'ASCENDIS' REBUTTAL TESTIMONY

11 REGARDING YOUR APPLICATION OF THE CAPM.

12 A. Mr. D'Ascendis disagrees with my use of a lO-year Treasury Bond as the risk-free

13 rate and my reliance on geolnetric mean to calculate a market risk premium. He

14 also states that I did not ernploy the ECAPM (Suez Statement No. 5R, pp. 15-21).

l5

16 RISK-FREE RATE

17 A. WHAT IS MR. D'ASCENDIS' REBUTTAL TESTIMONY REGARDING

18 YOUR USE OF THE YIELD ON THE IO-YEAR U.S. TREASURY BOND?

19 A. Mr. D'Ascendis clairns his use of the yield on a 30-year U.S. Treasury Bond is

20 more appropriate than my use of the yield on a lO-year I'reasury Ilond because it

21 better reflects the life of the underlvine investment. FIe also clairns tltat not
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incorporating the longest projection available is inconsistent with the DCF

assumption of a constant rate of dividend growth and the assumption that all

available information is considered bv investors when makine investments.

Therefore, he opines that the 2024-2028 forecasted data should be included in my

CAPM analysis (Suez Statement No. 5R, pp. 15-17).

IS THE LIFE OF THE INVESTMENT THE ONLY FACTOR THAT

SHOULD BE CONSIDERED IN THE CHOICE OF A RISK-FREE RATE?

No. The risk-free rate is the return that can be eamed without accepting any risk,

and while the life of the investment can be considered in the choice of risk-free

rates, the most irnportant consideration is that the rate be as risk-free as possible.

As stated in I&E, Statement No. 2, pages 28-29,I chose the lO-year Treasury

Bond, a mediurn-term investment, as it balances the short-comings of the short-

term T-Bill and the long-term 30-year Treasury Bond. Although, long-term

Treasury Bonds have less risk of being influenced by federal policies, they have

substantial rnaturity risk associated with market risk. In addition, the long-terrn

Treasury Bonds bear the risk of unexpected inflation. As such, rny choice of a 10-

year Treasurl, Sond is appropriate and reflects investors' expectation of return.

DOES THE PROJECTED RISK-FREE RATE NEED TO REPRESENT

THE LONGEST TIME PERIOD AVAILABLE?

a.

l0
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A. No. The time period reflected in a projected risk-free rate should reflect the period

in which rates will be in effect. Since Suez is not setting rates for 2024-2028,

using projections for six or more years from now is inappropriate. The yield on

the lO-year Treasury Note is expected to range between 3.10% and 3.50% from

the third quarter of 201 8 through the third quarter of 2019 and is forecasted to be

3.60% from 2019-2023 (Suez StatementNo. 5R, Schedule 1,p.2). For my

forecasted CAPM analysis I chose 3.35o/o, which is the average of all the yields I

observed. In addition, the further out into the future one forecasts (e.g., 2024-

2028), the less reliable and more speculative the estirnates become; therefore, to

give more weight to less reliable estimates would not be prudent. My calculation

provides a balance of historical, measurable, and accurate yields and the future

estimates.

GEOMETRIC MEAN

WHAT IS MR. D'ASCENDIS' REBUTTAL TESTIMONY REGARDING

THE USE OF AN ARITHMETIC MEAN RATHER THAN A GEOMETRIC

MEAN?

Mr. D'Ascendis opines that the arithrnetic fflean should be used instead of the

geornetric ffrean in deterrnining an appropriate rnarket return because the

geometric llean consists of a rate of return taken liorn the initial and terminal

years'value (1926 and20l7). and a constant rate of return is calculated by

a.

A.

ll
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geometric average. He claims that geometric mean does not capture year to year

variation for the entire 1926 to 20ll time period in returns (Suez Statement No.

5R, p. l9).

IS THE USE OF A GEOMETRIC MEAN FOR THE CALCULATION OF

THE HISTORICAL CAPM INAPPROPRIATE AS MR. D'ASCENDIS

ASSERTS?

No. First, it is irnportant to recognize that I used the geometric mean only in my

historic CAPM analysis. It is appropriate to calculate the historic CAPM this way

as it normalizes the returns or yields, and thus, measures the change over more

than one period. The arithmetic average is more susceptible to being influenced

by outliers, and therefore, is not as good at representing the central tendency of a

set of numbers. I have chosen to use the seometric rnean to calculate a historical

return because I am calculating a historical CAPM. For the historical performance

of the market to be a valid representation of the future, a geometric rnean should

be calculated to minimize the effect of anv individual vears that deviated from

normal years. The arithrnetic mean is influenced by any outliers in the data set,

and therelbrc would be a better representation of the volatility of returns than it is

of h istorical perfbrrnance.

t2



1 Q. PLEASE CONTTNUE.

2 A. One of the difficulties of calculating the CAPM is that the risk premium is

3 measured by the difference between the return on the market and the risk-free rate,

4 and since the return on the market and the risk-free rate do not always change in

5 the same direction or by the same percent, the risk premium itself is not constant

6 over time. When measuring a historical risk premium, these volatilities, and

7 therefore the potential inaccuracies of the CAPM, are accentuated using the

8 arithmetic mean. The geometric mean more accurately represents the typical

9 value, and as a result is a better representation of the historical market risk

l0 premium because it is not as influenced by fluctuation in the market as the

11 arithmetic mean.

l2

13 a. DOES MR. D'ASCENDIS', REFERENCE TO THE DUFF & pHELpS 2018

14 SBBI YEARBOOK (P. IO-22\ INVALIDATE YOUR USE OF THE

15 GEOMETRIC MEAN?s

l6 A. No. Again, I have only used the geometric mean to find a historical return;

11 therefore. Mr. D'Ascendis' reference to the Duff & Phelps 2018 SBBI Yearbook

l8 is not applicable. As stated by RogerG. Ibbotson, "The geometric mean is

l9 backward-lookins.."6

' Suez Stalenrent No. -5R. p. l8
6 2017 SBBI )'earbook Stoc'As, IJontls, lltlls, ttnd lnflation. Dufl-cQ Phelps. p. 6-2

l3
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CAN YOU PROVIDE A SIMPLE EXAMPLE DEMONSTRATING THB

SHORTCOMINGS OF APPLYING THE ARITHMETIC MEAN IN A

REGULATORY SETTING?

Yes. Suppose a hypothetical investor has $100 to invest over a two-year period.

The first year the investor earns a I00Yo return so that his ending wealth at the end

of period I is $200. The second year the investor has a -50% return (loses $100)

so that his ending wealth at the end of period 2 is $100. It is quite clear that the

investor has not earned a return since he ends the two-year period with the same

$100 that he started with. The calculated geometric return is 00/o:

(S100/$100)^r/2, which shows the lack of increased wealth. However, the

calculated arithmetic return is 25o/o: (l00yo - 50%)12. This means an investor

relying on the arithmetic rlean would expect to have an ending wealth of $125,

but instead would only have an ending wealth of $ 100. This illustrates the

inherent bias of using the arithmetic mean to calculate period results. As a result,

it is quite clear that the use of the arithmetic mean for cost of capital purposes in a

regulatory setting will produce biased results and that the geometric mean is more

accurate and appropriate.

l4
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A.

EMPIRICAL CAPITAL ASSET PRICING MODEL

WHAT IS MR. D'ASCENDIS' REBUTTAL TESTIMONY REGARDING

YOUR CRITICISM IN DIRECT TBSTIMONY OF THE ECAPM?

Mr. D'Ascendis claims that the Security Market Line, which is the graphical

representation of the CAPM, is flatter than what is described in the traditional

CAPM and claims that the Fama and French article I referenced on I&E Statement

No. 2, p.20 describes the poor empirical evidence of the CAPM, thus providing

support for the ECAPM (Suez Statement No. 5R, p.20).

WHY HAVEN'T YOU EMPLOYED THE ECAPM IN YOUR

ANALYSIS?

I have not employed the ECAPM as it has the same problems as the

CAPM that were discussed in I&E Statement No. 2, pages 18-20. The

Fama and French article Mr. D'Ascendis references (Suez Statement No.

5R, p. 20) does not support the use of the ECAPM as he asserts. Mr.

D'Ascendis has taken the article out of its context of invalidatine the

CAPM method. The Farna ancl French article does not conclude that the

problerns with the CAPM are resolved by the ECAPM but rather states

that. "The synthesis of the evidence on the ernpirical problerns of the

CAPM provided bl,Farna and lrrench (1992) serves as a catal,vst. marking

l5



I the point when it is generally acknowledged that the CAPM has potentially

2 fatal problems."T

a1

4 RISK PREMIUM METHOD

5 Q. WHAT WAS YOUR DIRECT TESTIMONY REGARDING THE RISK

6 PREMIUM METHOD?

7 A. I stated, among other weaknesses, the RP method does not measure the current

8 rate of return on common equity directly but determines the rate of return on

9 common equity indirectly by observing the cost of debt (I&E statement No. 2, p.

10 19). Also, the RP method does not measure specific risk of the company (I&E

11 statement No. 2, p. l5).

t2

13 A. WHAT IS MR. D'ASCENDIS' REBUTTAL TESTIMONY REGARDING

14 THE LACK OF DIRECT MEASUREMENT IN THE RP METHOD?

l5 A. Mr. D'Ascendis clairns that since the Predictive Risk Premium GRP) method

16 measures the "risk-return relationship directly," my concerns are rnisplaced (Suez

17 Statement No. 5R. p.21).

7 Farra, Eugene F. ancl French. Kenneth R.. "l-he Capital Asset Pricing Model: Theory and Evidence " Journal of
Economic Perspec'tn'es (2004) Volurne 18. Nurlber 3.pp.25-46.

l6
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A. DOES MR. D'ASCENDIS' PRP MBTHOD MEASURE THE COST OF

EQUITY DIRECTLY?

A. No. Although, the PRP method does include the historical returns of the utility

proxy group, it uses them to develop a market risk premium, not to estimate the

cost of equity. To estirnate the forecasted cost of equity, the PRP rnethod attempts

to measure the difference between the 30-year Treasury Yield and the historical

returns of the utility proxy group (Suez Statement No. 5, p. l7), which means that

the cost of equity is not directly measured from data specific to the proxy group.

The PRP method assumes that there is a constant, predictable relationship between

the 30-year Treasury Yield and the returns on the proxy group. In addition, the

PRP method produces high estimates of the cost of equity compared to Mr.

D'Ascendis' calculations of the return on the market in his CAPM. All companies

in the proxy group have betas below one (1.0), which means that the return they

earn should reflect less risk than the overall market.

SIZE ADJUSTMENT

A. WHAT WAS YOUR DIRECT TESTIMONY REGARDING A SIZE

ADJUSTMENT?

A. In I&E Staternent No. 2. pages 3l-39,1 stated that Mr. D'Ascendis' 20-basis point

size adjustrnent is unnecessary because none of the technical literature he cited in

his direct testirnony supponin-e investment adjustments related to the size of a

11



I company is specific to the utility industry. In addition, I presented an article by

2 Dr. Annie Wong that demonstrated there is no need to make an adjustment for the

3 size of a company in utility rate regulation (I&E Statement No. 2, pp. 38-39).

4

5 Q. WHAT IS MR. D'ASCENDIS' REBUTTAL TESTIMONY REGARDING A

6 SIZE ADJUSTMENT?

7 A. Mr. D'Ascendis claims that smaller companies face increased risk due to smaller

8 size; therefore, a size adjustment should be considered in the allowed rate of return

9 on common equity (Suez Statement No. 5R, p.2l).

l0 He states that his study uses data f,rorn the exchanges,viz., the New York

11 Stock Exchange (NYSE), the Arnerican Stock Exchange (AMEX), and the

12 National Association of Security Dealers Automated Quotation System

13 (NASDAQ), and since all utility companies are traded on one of these exchanges,

14 his size adjustrnent study includes utilities. Mr. D'Ascendis claims that the Fama

15 and French studv confinns that size is a risk factor that should be taken into

16 consideration and references articles by Dr. Thomas Zeppand by Michael A.

11 Paschall, ASA, CFA and George B. Hawkins, ASA, CFA to confirm the existence

l8 of a size eff-ect (Suez Staternent No. 5R, pp.22-26).

l8
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DOES THE INCLUSION OF UTILITIES IN THE NYSE, AMEX, AND

NASDAQ CAUSE STUDIES ON COMPANY SIZE TO BE SPECIFIC TO

THE UTILITY INDUSTRY?

No. The NYSE alone contains approximately 2,800 companies (approximately

275 of which are classified as public utility companies) while the utility proxy

group used by Mr. D'Ascendis and me contains six companies. Mr. D'Ascendis'

implication that because the NYSE, AMEX, and NASDAQ include utilities, the

size effect studies based on those indexes are applicable to a utility company

ignores the fact that it is very unlikely for 27 5 companies to exhibit any great

influence on a study based on 2,800 companies.

DOES THE FAMA/FRENCH STUDY REFUTE DR. WONG'S ARTICLE?

No. As discussed in I&E, Statement No. 2, pp.37-39, Dr. Wong's article presents

evidence that although a size effect may exist for industrial stocks, it does not exist

for utility stocks. As the Farna/French study is not specific to utility stocks, it does

not demonstrate that a size effect exists in the utility industry. In addition. the size

effect that exists fbr industrial stocks varies to such an extent that it is difficult to

predict. The difflculty in predicting the effect of size is demonstrated in the

variance frorn year to year of the measurement of the difference between the

annual returns on the laree and srnall-capitalization stocks of the

a.

A.

l9
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NYSE/AMEX/NASDAQ in the Ibbotson Stocks, Bonds, Bills & Inflation: 2015

Yearbook. As stated on page 100 of the SBBI Yearbook,

While the largest stocks actually declined in 2001, the
smallest stocks rose more than 30o/o. A more extreme case

occurred in the depression-recovery year of 1933, when the
difference between the first and 1Oth decile returns was far
more substantial. The divergence in the performance of
small- and large- cap stocks is evident. In 30 of the 89 years

since 1926, the difference between the total returns of the
largest stocks (decile l) and the smallest stocks (decile l0)
has been greater than 25 percentage points.

Page 109 states,
In four of the last 10 years, large-capitalization stocks (deciles
1-2 of NYSE/AMEXA{ASDAQ) have outperformed small-
capitalization stocks (deciles 9-10). This has led some rnarket
observers to speculate that there is no size premium. But
statistical evidence suggests that periods of underperformance
should be expected.

On page I l2 under the heading "Small-Cap Returns Are Unpredictable,"

the SBBI yearbook states, "Because investors cannot predict when small-cap

returns will be higher than large-cap returns, it has been argued that they do not

expect higher rates of return for srnall stocks."

2l

22

^aL)

24

25

27

28

a. DOES DR. ZEPP'S ARTICLE CONTRADICT DR. WONG'S ARTICLE?

26 A. No. The article Mr. D'Ascendis ref-erences by Dr. Zepp does not

20

Wong's study but instead speculates about other possible reasons

recreate Dr.

fbr her results

29

and ref-erences the rcsults of trvo other studies. The frrst study. cornpleted by the

California Public Utilitv Comrnission's staff in 1991 is not included in the article

20



I and, therefore, Mr. Zepp's opinions cannot be properly evaluated. The second

2 study examines the effects of size on only four water utility companies and does

3 not contain enough evidence to refute Dr. Wong's findings. Dr. Wong's article

4 continues to provide the best evidence that a size adjustment is unnecessary in the

5 utility industry.

6

7 Q. DOES THE PASCHALL/HAWKINS ARTICLE SUPPORT MR.

8 D'ASCENDIS' SIZE PREMIUM?

9 A. No. Again, the article is not specific to public utilities and therefore is

10 inapplicable in this situation. Furthermore, the article states,

ll
T2

13

14

l5
l6
l1
l8

There can be unusual circumstances where a small company
has risk characteristics that make it far less risky than the
average company, warranting the use of a very low equity
risk premium. One possible example of this is a private water
utility (monopoly situation, very low risk, near-guarantee of
payments). The use of a size premium without consideration
of the risk of the specific company may subject the appraisal
to challenges and reiection on down the road.8

19 Mr. D'Ascendis states that his detennination of a size prernium is based on the

20 size deciles of the NYSE,, AMEX, and NASDAQ listed companies (Suez

21 Statement No. 5. p. 36) and is not. as the article warned against, based on

22 consideration of the risk of Suez.

EPaschall,ASA,CFA.M.A..&Hau,kins.ASA.CFA.G B.(Decemberl999). DoSntallerL'ompunresW(trr(tnt o

Htgher Dtsc'ount Rute for Rr,sl? Business Valuation Alert. Vol. l. lssue No.2.

2l



1 Q. WHAT IS YOUR RECOMMENDATION REGARDING MR.

2 D'ASCENDIS' PROPOSED SIZE ADJUSTMENT?

3 A. I continue to recommend that his proposed 0.20oh size adjustment to the Suez

4 indicated range of common equity cost rates be rejected.

5

6 OVERALL RATE OF RETURN

7 A. HAS YOUR OVERALL RATE OF RBTURN RECOMMENDATION

8 CHANGED FROM YOUR DIRECT TESTIMONY?

9 A. No. I continue to support each recommendation made in I&E Statement No. 2.

10

11 a. WHAT IS YOUR OVERALL RATE OF RETURN RECOMMENDATION?

12 A. I recommend the overall rate of return for Suez Water Pennsylvania, Inc. as shown

13 in the table below:

Type of Capital Ratio Cost Rate Weishted Cost
Lons-Term Debt 45.82% 4.6s% 2.13%

Common Equity 54.18% 9.13% 4.95%

Total 100.00% 7.08%

t4

15 A. DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY?

16 A. Yes.

22



PENNSYLVAI\IA PTJBLIC UTILITY I :

COMMISSION I :

V. | : lDocketNo.R-2018-3000834

SUEZ WATER PENNSYLVANIA, INC. I :

BEF'ORE THE
PENNSYLVAI\IIA PUBLIC UTILITY COMMISSION

WITI\"E SS VERIFICATION
THE BUREAU OF INVESTIGATION AND ENFORCEMENT

I, Ethan H. Cline, on behalf of the Bureau of Investigation and Enforcement,

hereby veriff that the documents preliminarily identified as:

I&E Statement No. 3 and 3-SR, and, I&E Exhibit No, 3 and 3-SR

were prepared by me or under my direct supervision and control, Furthermore, the facts

contained therein are true and correct to the best of my knowledge, information and belief

and I expect to be able to prove the same at an Evidentiary Hearing in this matter. This

Verification is made subject to the penalties of l8 Pa. C.S. $ 4904 relating to unsworn

falsifi cation to authorities.

H. Cline
Pennsylvania Public Utility Commission
Bureau of Investigation and Enforcement

Dated: September 10, 2018
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I Q. WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS

2 ADDRESS?

3 A. My name is Ethan H. Cline. My business address is P.O.Box3265, Harrisburg,

4 PA 17105-3265.

6 A. ARE YOU THE SAME ETHAN H. CLINB THAT SUBMITTED I&E

7 STATEMENT NO.3 AND I&E EXHIBIT NO.3?

8 A. Yes.

9

10 A. ARE YOU THE SAME BTHAN H. CLINE THAT SUBMITTED I&E

I1 STATEMENT NO. 3 AND I&E EXHIBIT NO. 3 ON JULY 2O.2OI8?

12 A. Yes.

l3

14 O. WHAT IS THE PURPOSE OF YOUR SURREBUTTAL TESTIMONY?

l5 A. The purpose of my surrebuttal testirnony is to address the rebuttal testimony

16 submitted by witness on behalf of STIEZ Water Pennsylvania, Inc. ("SWPA" or

17 "Company") John D. Hollenbach (SWPA St. No. 1R), Constance E. Heppenstall

l8 (SWPA St. No. 2R), Paul R. Herbert (SWPA St. No. 6R), and John. J. Spanos

19 (SWPA St. No. 7-R).
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DOES YOUR SURREBUTTAL TESTIMONY INCLUDE AN EXHIBIT?

Yes. I&E Exhibit No. 3-SR contains schedules relatine to mv testimonv.

MAHONING TOWNSHIP WATER SYSTEM ACOUISITION

PLEASE DESCRIBE THE MAHONING TOWNSHIP WATER SYSTEM

ACQUISITION AND THE RELATED BASE RATE CLAIMS.

The Mahoning Township Water System ("MTWS") is a water and wastewater

system that the Company is attempting to acquire, for an agreed upon purchase

price of $9.5 million (SWPA St. No. 1,p.25). The Cornpany proposed in SWPA

Statement No. I to include 60% of the $9.5 millionr purchase price in rate base,

though the Company may adjust the claim based on the appraisals (SWPA St. No.

I,p.25), O&M expenses, and an increase of 1,200 customers in the present filing

as a result of the potential acquisition of the MTWS.

DID YOU AGREE WITH THE COMPANY'S PROPOSAL TO INCLUDE

THE COSTS ASSOCIATED WITH THB ACQUISITION OF THE MTWS

IN THE PRESENT PROCEEDING?

No. I did not agree with the Company's proposal to include the costs associated

with the MTWS in the present proceeding (l&E St. No. 3, p. 3). Therefore, I

Per the Company's response to OCA-IV-23. attached as I&E Exhibit No. 3, Schedule 5, 55.8
million is the portion of purchase price the Conpany is clairlin-e in rate base.

a.

A.

a.

A.



I recommended that the inclusion of the MTWS in the current base rate proceeding

2 be denied and that all associated costs, expenses, and revenues be removed (I&E

3 St. No. 3, pp. 8-9).

4

5 Q. DID THE COMPANY ADDRESS THE PROPOSED MAHONING

6 TOWNSHIP ACQUISITION IN ITS REBUTTAL TESTIMONY?

7 A. Yes. On page 2 of SWPA Statement No. lR, the Company stated that "due to the

8 concerns expressed in this proceeding by the Office of Consumer Advocate and

9 the Bureau of Investigation and Enforcement, SWPA is rernoving any claim for

10 the Mahoning Water System frorn this case."

ll

12 a. DO YOU WrSH TO WITHDRAW YOUR RECOMMENDATIONS

13 CONCBRNING THE MTWS?

14 A. Yes. As described below, I would like to withdraw my recommendation regarding

l5 the removal of the MTWS and accept the respective adjustments proposed by the

16 Company in rebuttal testirnony as described below.

l7

18 AVERAGE RATE BASE METHODOLOGY

19 A. WHAT DID YOU RECOMMEND REGARDING THE AVERAGE RATE

20 BASE METHODOLOGY?

2l A. I recornmended that SWPA's FPFTY year-end rate base amount of

22 $1,954,910.000 be rejected and instead recommended a rate base amount of



1 $1,899,412,000 based on my recommended use of an average rate base

2 methodology (I&E, St. No. 3,p.42).

a

4 a. DID THE COMPANY RESPOND TO YOUR RECOMMBNDATION

5 REGARDING THE USE OF AN AVERAGE RATE BASE

6 METHODOLOGY?

7 A. Yes. The Company disagreed with my recommended use of the average rate base

8 methodology and witness Heppenstall stated on page 12 of SWPA Statement

9 No. 2R that she is "advised by counsel that Section 315 states that the Commission

l0 may permit facilities which are projected to be in service during the fully projected

1l future test year to be included in the rate base."

t2

13 A. DO YOU AGREE THAT THE REFERENCES PROVIDED BY WITNESS

14 HEPPENSTALL DBFINITIVBLY STATE THAT THE AVERAGE RATE

15 BASE METHODOLOGY IS NOT ACCEPTABLE?

l6 A. The referenced materials are silent on this point. While the language of Act I l, as

ll referenced by the Company, does pennit inclusion of plant proposed to be placed

l8 into service throuehout the FPFTY to be included in rates. it does not indicate a

19 specific or prefered rnethodology fbr recovery in rates. I do believe that the

20 average rate base methodology is a more reasonable rnethod for detennining rate

2I base in the FPFTY as I stated on pages 13-11 of I&E Staternent No. 3.
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a.

A.

UTILITY PLANT-IN-SERVICE

WHAT DID YOU RECOMMEND REGARDING UTILITY PLANT-IN-

SERVICE?

First, I recommended the utility plant-in-service related to the proposed MTWS

acquisition be rejected (l&E St. No. 3,p.21). Second, as I stated on page 22 of

I&E Statement No. 3, I recommend that SWPA's FPFTY year-end utility plant-in-

service claim not be reflected in rate base. Rather, I recommended a utility plant-

in-service amount of $385,642,008 be reflected in rate base (I&E Ex. No. 3,

Sch. 1, col. H, line l0). I based my recommendation on the use of an average rate

base methodology rather than the year-end rate base contained in the Company's

filing as well as several adjustments to the Company's claimed utility plant-in-

service as discussed below.

DID THE COMPANY AGREE WITH YOUR RECOMMENDATIONS?

As discussed above, the Company agreed to remove the MTWS from its utility

plant-in-service claim in the FTY and FPFTY. SWPA Exhibits Rebuttal JJS-l

and Rebuttal JJS-2 provide the calculation of the utility plant-in-service,

accumulated depreciation. depreciation rates, and annual depreciation expense

for the FTY and FPFTY, respectively, excluding the MTWS. The Cornpany's

adjusted original cost utility plant in service. as shown on SWPA Exhibit No.

CEH-l-R, Schedule l.l is $361.574,023 for the FTY and $403.249,192 for

the FPFTY.

a.

A.
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DO YOU ACCEPT THE COMPANY'S RECALCULATION OF THB END

OF YEAR FTY AND FPFTY UTILITY PLANT-IN-SERVICE AMOUNTS?

Yes. The recommendation that I provided in I&E Statement No. 3 was an

estimation based on the information available at the time. Though the Company

did not provide any explanation for why certain plant accounts increased with the

removal of the MTWS, I accept the Company's adjusted utility plant-in-service

amounts because it is reasonable to assume that the Company has more accurate

dataregarding the MTWS. Therefore, I will adjust my recommended FPFTY

utility plant-in-service calculation using the average rate base methodology using

the Company's updated FTY and FPFTY adjusted utility plant-in-service data.

DO YOU WISH TO CHANGE YOUR RECOMMENDATION TO

REFLECT ONLY AVERAGE PLANT IN SERVICE?

Yes. As I described above, based on the utility plant-in-service data provided by

the Cornpany that excludes the MTWS plant-in-service, I recalculated my

recommended average utility plant-in-service. As shown on I&E Exhibit No. 3-

SR, Schedule l, line 10, col. FI, rny recommended utility plant-in-service for the

FPFTY based on the average rate base rnethodology is $3 82,411,908

(($403,249 .192 + $361,574.023) I 2). This represents a reduction of $20,837,885

frorn the Cornpany's end of year FPFTY ad.iusted original cost claim of

s403.249.1 92 to $3 82.4 i I .908.

6



I ANNUAL DEPRECIATION EXPENSE

2 A. WHAT DID YOU RECOMMBND REGARDING ANNUAL

3 DEPRECIATION EXPENSE?

4 A. First, consistent with my recommended removal of the Company's plant-in-

5 service related to the MTWS, the annual depreciation expense must necessarily

6 also be adjusted. Therefore, I recommend that the Company's annual depreciation

J expense claim in the FPFTY be reduced by $107,323 from $8,124,603 to

8 $8,611 ,280 (I&E St. No. 3, p.24). Second, based on my use of average rate base

9 methodology and my FPFTY annual depreciation expense adjustments regarding

10 the MTWS, discussed above, I recommend an annual depreciation expense of

I I $8,391,033 be reflected in this case, which represents a decrease of $331,929 to

12 the Company's annual depreciation expense claim (58,722,962 - $8,391,033)

13 (I&E St. No. 3, p.24).

I4

I5 A. DID THE COMPANY ADJUST ITS CLAIM FOR ANNUAL

16 DEPRBCIATION EXPENSE BASED ON THE REMOVAL OF THE

I1 MTWS?

l8 A. Yes. Witness Spanos states that the annual depreciation expense could be

19 "approxirnated by applying the appropriate depreciation rates to the average of the

20 beginning of the year and end of the year plant in service balances for the

21 ITPFTY." (SWPA St. No. 7-R.p. 2). Witness Spanos also adjusted the end-of-year

22 annual depreciation expense fbr the FPFTY based on the removal of the MTWS
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system, which results in a reduction of approximately $107,500 in depreciation

expense (SWPA St. No. 7-R, p. 3).

DID THE COMPANY AGREE WITH YOUR RECOMMENDED

CALCULATION OF THE ANNUAL DEPRECIATION EXPENSE?

No. Witness Spanos disagreed both with the use of the average rate base

methodology in general and with my proposed calculation of annual depreciation

expense based on that methodology (SWPA St. No. 7-R, p. 2).

WOULD YOU LIKE TO CHANGE YOUR RECOMMENDATION TO

REFLECT ONLY AVERAGE ANNUAL DEPRECIATION EXPBNSE?

I continue to recommend the use of the average rate base rnethodology as

discussed in my direct testimony and above. However, based on the testimony

provided by witness Spanos, I recalculated my average annual depreciation

expense by taking an average of each adjusted plant account in the FTY and

FPFTY and rnultiplying that average by the respective depreciation rate for the

FPFTY as shown on I&E Exhibit No. 3-SR, Schedule 2. That nurnber, less the

depreciation on CIAC / Advances of $950,910 provides the total annual

depreciation expense claim. The result is a reduction of $486,835 of the

Cornpany's revised annual depreciation expense described in rebuttal of

58,615,461to $8.128.626 (l&E Ex. No. 3-SR. Sch. 3).
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ACCUMULATED DEPRECIATION

WHAT DID YOU RECOMMEND REGARDING ACCUMULATED

DEPRECIATION?

First, I recommended the Company's accumulated depreciation in the FPFTY be

decreased by $798,576 from $85,360,943 ro $84,562,367 in order to remove the

accumulated depreciation associated with MTWS plant (I&E St. No. 3,p.25).

Second, based on my use of average rate base methodology and my accumulated

depreciation adjustment regarding the MTWS, I recommended an accumulated

depreciation of $81,589,693 be reflected in this case (I&E St. No. 3,p.26).

DID THE COMPANY PROVIDE AN ADJUSTMENT TO IS

ACCUMULATED DEPRBCIATION CLAIM TO REFLECT THE

REMOVAL OF THE MTWS?

Yes. SWPA Exhibits Rebuttal JJS-l and Rebuttal JJS-2 provide the calculation of

the accumulated depreciation for the FTY and FPFTY, respectively, excluding the

MTWS. The Cornpany's adjusted accumulated depreciation, as shown on SWPA

Exhibit No. cEH- I -R, Schedule I .l is $78,561,485 for the FTY and $85,1 89,362

fbr the FPFTY.

A. DO YOU ACCEPT THE COMPANY'S RECALCULATION OF THE END

OF YEAR FTY AND FPFTY UTILITY PLANT-IN-SERVICE AMOUNTS?
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A. Yes. The recommendation that I provided in I&E Statement No. 3 was an

estimation based on the information available at the time. Though the Company

did not provide any explanation for why certain plant accounts increased with the

removal of the MTWS, I accept the Cornpany's adjusted utility plant-in-service

amounts because it is reasonable to assume that the Company has more accurate

dataregarding the MTWS. Therefore, I will adjust my recommended FPFTY

utility plant-in-service calculation using the average rate base methodology using

the Company's updated FTY and FPFTY adjusted utility plant-in-service data.

DO YOU WISH TO CHANGE YOUR RECOMMENDATION TO

REFLECT ONLY AVERAGE ACCUMULATED DEPRECIATION?

Yes. As I described above, based on the accumulated depreciation data provided

by the Company that excludes the MTWS accumulated depreciation, I

recalculated my recommended average accumulated depreciation. As shown on

I&E Exhibit No. 3-SR, Schedule l, line I l, col. H, my recomrrended utility plant-

in-service for the FPFTY based on the average rate base rnethodology is

$81,875,424 (($78,561,485 + $85,189,362) / 2). This represents a reduction of

$3,313.939 from the Cornpany's end of year FPFTY adjusted accumulated

depreciation claim of $85.189,362 to $81 ,815-424 (l&E Ex. No. 3-SR, Sch. l,

line I 1).

a.

A.

l0



I MATERIALS AND SUPPLIES

2 A. WHAT DID YOU RECOMMEND REGARDING MATERIALS AND

3 SUPPLIES?

4 A. I recommended the Company's $481,594 jurisdictional clairned level of Materials

5 and Supplies be increased by 519,474 to $501,067 (l&E St. No. 3,p.29).

6

1 a. HOW DID yOU DETERMINE YOUR RECOMMENDED LEVEL OF

8 MATERIALS AND SUPPLIES?

9 A. I updated the thirteen-month average balances of materials and supplies to account

l0 for the additional actual balances provided by the Cornpany in its responses to

I I I&E-RB-9 (supplemented on June 26,2018), attached as I&E Exhibit No. 3,

12 Schedule 8. This update results in a total Company l2-rnonth average material

13 supplies level of $501,067 (l&E St. No. 3,p.29).

14

15 A. DID THE COMPANY RESPOND TO YOUR MATERIALS AND

16 SUPPLIES RECOMMENDATION?

ll A. No. However, the materials and supplies claim presented in the Company's

l8 rebuttal exhibit SWPA Exhibit No. CEH- has not been adjusted frorn what the

19 Company clairned in its original filing. Therefore. I will assume that the Company

20 reiected my recornmendation.

l1



I Q. DO YOU WISH TO CHANGE YOUR RECOMMENDATION?

2 A. No. I continue to recommend a materials and supplies level in the FPFTY of

3 $501,067 (l&E Ex. No. 3-SR, Sch. l,line 16).

4

5 DEFERRED TAXES

6 A. WHAT AMOUNT OF DEFERRED TAXES DID THE COMPANY CLAIM

] IN THE FTY AND FPFTY?

8 A. The Company's claim for Deferred Taxes is $18,237,542 in the FTY and

9 $18,810,736 in the FPFTY (SWPA Ex. No. CEH-1, Sch. 4.1).

10

1I A. DID THE COMPANY MAKE ANY ADJUSTMENTS TO ITS DEFERRED

12 TAXES CLAIM IN REBUTTAL TESTIMONY?

13 A. Yes. As shown on SWPA Exhibit No. CEH- I -R, Schedule I .1, the Company

14 separated the Tax Cut and Jobs Act ("TCJA") regulatory liability from the

l5 Deferred Taxes claim in the FTY and FPFTY.

t6

t] a. WHAT DID YOU RECOMMEND REGARDING THE COMPANY'S

I8 CLAIM FOR DEFERRED TAXES?

19 A. Based on the avera,qe rate base methodology, I recommended a $18,524,139 level

20 of Deferred Taxes. This was deterrnined by taking the average of the Company's

2l Deferred Taxes claim fbr the FTY and the Cornpany's Del-erred Taxes claim for

22 the FPFTY (l&E St. No. 3. p. 30).

12



1 Q. DO YOU WISH TO CHANGE YOUR RECOMMENDATION

2 REGARDING DEFERRED TAXES?

3 A. Yes. I recommend that only the def-erred taxes be calculated using the average

4 rate base methodology. My recommended $8,398,470 level of deferred taxes was

5 calculated by taking the average of the Company's rebuttal deferred taxes claims

6 in the FTY and FPFTY (($8,086,056 + 53,710,883) I 2:58,398,470). Therefore,

7 my recomrnended deferred taxes level in the FPFTY is a reduction of $312,414

8 from the Company's adjusted deferred taxes of $8,710,883 to $8,398,410 UeE

9 Ex. No. 3-SR. Sch. 1. line 14. col. H).

l0

11 FTY AND FPFTY REPORTING

12 A. WHAT DID YOU RECOMMEND REGARDING REPORTING FTY AND

13 FPFTY PLANT ADDITIONS?

14 A. I recommended that the Company provide the Commission's Bureaus of Technical

15 Utility Services and Investigation and Enforcement with an update to SWPA

16 Exhibit No. JDFI- l, no later than April 1,2019, which should include actual

17 capital expenditures, plant additions, and retirements by month frorn January 1,

I 8 201 7 through December 3 I . 201 8 and an additional update lbr actuals fiorn

l9 January 1,2019 throu,eh December 31,2019. no later than April 1.2020.

taIJ



1 Q. DID THE COMPANY RESPOND TO YOUR RECOMMENDATION?

2 A. No. Therefore, I will assume the Cornpany has accepted my recommendation

3 regarding reporting for FTY and FPFTY plant additions.

4

5 PRESENT RATE REVENUE

6 A. DID THE COMPANY ADJUST ITS PRESENT RATE REVENUES CLAIM

7 TO ACCOUNT FOR THB REMOVAL OF THE MTWS?

8 A. Yes. The Company stated it will reduce its present rate revenues by $712,877 by

9 eliminating the adjustment for the MTWS acquisition revenues (SWPA St. No. 2-

10 R, p. 2) from $47,3 82,250. The result is an adjusted total present rate revenue

I I level claim of 546,722,995 (SWPA Exhibit No. CEH- I -R, Schedule I , line 1,

12 col.8).

l3

14 a. DO YOU AGREE WITH THE COMPANY'S ADJUSTMENT?

15 A. Yes.

16

I] O. WHAT DID YOU RECOMMEND REGARDING THE COMPANY'S

18 CLAIMED PRESENT RATE REVENUE?

19 A. I recommended the Company's present rate revenue level be decreased by

20 $655.983 fiorn $47,382,250 to $46.320,657 based on using a consistent avera_s,e

21 rnethodology (l&E St. No. 3.pp. 35-36).

l4



1 Q. DID THE COMPANY AGREE WITH YOUR RECOMMENDED

2 ADJUSTMENT TO PRESENT RATE RBVENUE TO BE CONSISTENT

3 WITH THE AVERAGE RATE BASB METHODOLOGY.

4 A. No. The Company proposed that the average rate base methodology be rejected as

5 a whole, as discussed above, which would include the adjustments to present rate

6 revenue.

1

8 Q. DO yOU WISH TO CHANGE YOUR RECOMMENDATION?

9 A. No. I continue to recommend the present rate revenue level of $46,320,657. This

10 is a reduction of $402,338 from the Company's revised present rate revenue level

I I $46,122,995 to 546,320,651.

t2

13 REVENUE UNDER PROPOSED RATES

14 A. DID THE COMPANY ADJUST ITS PRESENT RATE REVENUES CLAIM

15 TO ACCOUNT FOR THE REMOVAL OF THE MTWS?

16 A. Yes. The Company stated it will reduce its present rate revenues by 5712,877 by

17 eliminating the adjustment for the MTWS acquisition revenues (SWPA St. No.

18 2-R. p.2).

19

20 a. Do You AGREE WITH THE COMPANY'S ADJUSTMENT?

21 A. Yes.

t5



1 Q. WHAT DID YOU RECOMMEND REGARDING THE COMPANY'S

2 CLAIMBD PRESENT RATE REVENUE?

3 A. I recommended the Company's total proposed rate revenue be reduced by

4 $846,091 from $53,618,655 to $52,122,563 (I&E St. No. 3, p. 41).

5

6 A. DID THE COMPANY AGREE WITH YOUR RECOMMENDED

7 ADJUSTMENT TO PROPOSED RATE REVENUE TO BE CONSISTENT

8 WITH THE AVERAGE RATE BASE METHODOLOGY.

9 A. No. The Company proposed that the average rate base methodology be rejected as

10 a whole, as discussed above, which would include the adjustrnents to proposed

I I rate revenue.

t2

13 a. Do You WISH TO CHANGE YOUR RECOMMENDATION?

14 A. No. I continue to recommend that proposed rate revenues be calculated using the

l5 number of bills and consumption adjusted for the average rate base methodology

16 as I described on page 42 of I&E Staternent No. 3.

l1

I8 CUSTOMER COST ANALYSIS

19 A. WHAT DID YOU RECOMMEND REGARDING THE COMPANY'S

20 CUSTOMER COST ANALYSIS?

2l A. I recomrnended that the followins cost accounts be removed fiom SWPA's

22 custonrer cost analysis: (l) Operation and Maintenance Expenses: T&D Labor -

l6
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Maintenance -Employee Salaries - Structures and Improvements, (2)

Transportation Expense, (3) Worker's Compensation, (4) Management Fees -

Employee Related, (5) Management Fees - Customer Related, and (6) apart of the

Total Customer Accounting Expense (I&E Ex. No. 3, Sch. 18). Additionally, the

costs that are apart of the Total Customer Accounting Expense that should not be

included in the customer cost analysis because they are not direct customer costs

are as follows: Fuel for Power Production, Rental of Equipment, Bad Debt

Expense, Miscellaneous Other, Office Expenses, and Utilities and Other. (I&E

Exhibit No. 3, Schedule 13,I&E St. No. 3, pp. 45-46). I also recomrrended a total

customer cost and public fire monthly cost per 5/8-inch meter, as a result frorn my

recommended customer cost analysis, of $14.01, which is a reduction of $0.95

frorn the Company's unit cost per customer of $14.96 (l&E St. No. 3, p. 46).

WHY DID YOU RECOMMEND THE ABOVB COSTS NOT BE

INCLUDED IN THE CUSTOMER COST ANALYSIS?

As I stated on page 46 of I&E, Statement No. 3, these costs do not change with the

addition or subtraction of a single customer and, therefore, should not be included

in the calculation of the customer charse.

DID THE COMPANY AGREE WITH YOUR RECOMMENDATION

REGARDING THE CUSTOMER COST ANALYSIS?

No.A.

1n
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WHY DID THE COMPANY NOT AGREE WITH YOUR

RECOMMENDED CUSTOMER COST ANALYSIS?

The Company did not agree with my recommended customer cost analysis for

several reasons. First. witness Herbert stated that bad debt was allocated to

customer classes based on the number of customers because the level of

uncollectible accounts varies with the number of customers and not usage (SWPA

St. No. 6-R, p. 4). Second, witness Herbert did not agree with my customer cost

analysis because he believes that his proposed customer charges also considered

the fully allocated customer cost analysis (SWPA St. No. 6-R, p. 5). Third,

witness Herbert disagreed with my recommended exclusion of the costs as

described above (SWPA St. No. 6-R, pp. l-ll). Fourth, witness Herbert disagreed

with my recommendation regarding the public fire customer charge (SWPA St.

No. 6-R, pp. 7-8).

WHAT REASONS DOES WITNESS HERBERT PROVIDE FOR NOT

AGREEING WITH YOUR RECOMMENDED EXCLUSION OF THE BAD

DEBT EXPENSE FROM YOUR CUSTOMER COST ANALYSIS?

Witness Herbert states that bad expense was allocated to customer classes based

on the number of customers because the level of uncollectible accounts varies with

the nurnber of custorners and not usage (SWPA St. No. 6-R, p. 4). Additionally.

witness Herbert states that recoverin.q this expense 100% through the usage rate is

a total disconnect for how ,r.n .or,, are incurred (SWPA St. No. 6-R. pp. 4-5).

18



1 Q. DO YOU AGREE WITH WITNESS HERBERT'S ASSBSSMENT OF BAD

2 DEBT EXPENSES?

3 A. No. I do not agree with witness Herbert's assessment of bad debt expense. Bad

4 debt expense is designed to recover lost revenue generated frorn customers who do

5 not pay their bill. I disagree that the level of bad debt varies with the number of

6 customers and not usage. Most customers do not cause the Cornpany to incur bad

1 debt expense each month and so, the addition or subtraction of a single customer is

8 not likely to influence the level of bad debt expense. For those customers who do

9 cause the Company to incur uncollectible expenses each month, the expense is

l0 generated from the entire bill, not simply from the customer charge. As such,

l1 customer with higher usage that does not pay their bill would generate more bad

12 debt expense than a customer with lower usage. Therefore, contrary to witness

13 Herbert's testimonv. it is not a "total disconnect" for how bad debt costs are

14 incurred.

l5

16 a. WHAT SUPPORT DOES MR. HERBERT PROVIDE FOR HIS

11 RECOMMENDATION REGARDING A FULLY ALLOCATED

I8 CUSTOMER COST ANALYSIS?

19 A. Mr. Herbert references the AWWA Ml Manual2 and included tables lrorn the

20 AWWA M I Manual as support fbr his recornmendation regardin-e a fully allocated

' AWWA Manual ol' Water Supply Practices M I Principles of Water llates, Fees. Charges. Seventh Edition.
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customer cost analysis and also states that there is no mention in the Ml Manual

of using only direct customer costs for the purposes of calculation the customer

charges (SWPA St. No. 6-R, pp. 5-6). He also states that administrative and

general costs are fixed costs supporting the entire operation that do not vary based

on the amount of water consumed and should, therefore, be included in the

customer charge (SWPA St. No. 6-R, p. 6). Witness Herbert also states on page 6

of SWPA St. No. 6-R, p. 6) that "[w]ith consumption charges exceeding $9 per

thousand gallons, however, there will be and always has been a price signal for

customers to conserve and the Company has certainly experienced such decreases

in usage over the last several years."

DO YOU AGREB WITH MR. HERBERT'S RECOMMENDATION?

No. First, I disagree because, as he has stated in his rebuttal testimony, the

Comrnission has allocated costs to the customer charse based on whether thev are

direct customer costs with some indirect costs included. I do not believe it

reasonable to suddenly change this practice in order to provide more guaranteed

revenue to the Cornpany at the expense of customers. Second, I disagree that the

AWWA M I Manual fully supports Mr. Ilerbert's position.

A. WHY DO YOU NOT AGREE THAT THE AWWA MANUAL FULLY

SUPPORTS MR. HERBERT'S POSITION?

a.

A.
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A. I do not agree that the AWWA Ml Manual fully supports Mr. Flerbert's position

because he includes costs in his customer cost analvsis that are not shown on the

AWWA Ml Manual tables that were provided by Mr. Herbert as SWPA Exhibit

6-R-2. These costs include, but may not be limited to Transportation costs,

Management Fees, Office Buildings, Office Furniture and Equipment, and

Computer Software. Additionally, on page l5l of the AWWA Ml Manual, it

states that it is "common practice in the water industry to recover such costs, even

those defined as fixed in traditional cost accounting terms, through a consumption

charge that varies with the customer's consumption." Therefore, despite the

example of the tables, I disagree that the AWWA Ml Manual asserts that a fully

allocated cost analysis is recommended or preferable. Therefore, Mr. Herbert's

recommendation for the Commission to consider the fully allocated cost analysis

in this case, and in future cases, should be rejected.

WHAT REASON DOES MR. HERBERT PROVIDB FOR DISAGREEING

WITH YOUR DIRECT CUSTOMER COST RATIONALE FOR

EXCLUDING CERTAIN ADMINISTRATIVE AND GENERAL COSTS?

Mr. Herbert states that "[a]drninistrative and general costs are fixed costs

supporting the entire operation that do not vary based on the amount of water

consumed. So. i1'none of the adrninistrative and seneral costs are allocated to

customer related functions- then l00oh of these costs will be allocated to

consurnption charges. which is not logical.'' (SWPA St. No. 6-R. p. 6).

a.

A.
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1 Q. DO YOU AGREE WITH MR. HERBERT THAT ADMINISTRATIVE AND

2 GENERAL COSTS ARB DIRBCT CUSTOMER COSTS BECAUSB THEY

3 ARE RELATED TO THE NUMBER OF CUSTOMERS THAT NEED TO

4 BE SERVED?

5 A. No. As a water utilitv. SWPA's entire business is based around servins

6 customers. While the administrative and general costs are indirectly related to the

7 number of customers that need to be served. the total administrative and eeneral

8 costs do not vary by customer. As an example, if the Company gains a customer,

9 it will not need to increase the total cost of manasement fees or worker's

10 compensation. Therefore, these costs are not direct costs and should not be

I I included in a customer cost analysis.

12

13 a. DOES MR. HERBERT AGREE WITH THE COSTS YOU

14 RECOMMENDED BE EXCLUDED FROM THE DIRBCT CUSTOMER

I5 COST ANALYSIS?

l6 A. No. Mr. Herbert disagrees with my recommended exclusion of the salaries fbr

1l maintaining transmission and distribution ("T&D") structures and improvements,

l8 manasement fees associated with customer service and human resources.

19 transportation expense, and worker's cornpensation (SWPA St. No. 6-R, p. 8). On

20 pages 8-9 of SWPA Statement No. 6-lt. pp. 8-9, Mr. Herbert addresses the reasons

2l for why each cost should be included in the direct customer cost analysis.

22



I Q. WHAT SUPPORT FOR INCLUDING MANAGEMENTS FEES

2 ASSOCIATED WITH CUSTOMER SERVICE AND HUMAN RESOURCES

3 IN THE CUSTOMER COST ANALYSIS DOES MR. HERBERT

4 PROVIDE?

5 A. Mr. Herbert states on pages 8-9 of SWPA Statement No. 6-R that the

6 managements fees that are customer related are those allocated from shared

7 services for various functions. Specifically, the customer service management

8 fees are associated with Customer Service Administration or Customer Care which

9 provides guidance, training, control and management reporting for the Customer

l0 Service process and standardizes customer service practices throughout the SUEZ

I I Water regulated business units. Additionally, Mr. Herbert states that the employee

12 related management fees are those shared services that address human resource

13 expenses.

t4

15 A. DO YOU AGREE THAT CUSTOMER RELATED AND EMPLOYEE

16 RELATED MANAGEMENT FEES SHOULD BE INCLUDED IN THE

11 CUSTOMER COST ANALYSIS?

l8 A. No. The management fees described by Mr. Herbert are only tangentially related

l9 to custorner service. The costs for ernployee salaries and supervision are already

20 included in the customer charse. I do not asree that the costs for hurnan resources

2l or trainins are direct customer costs as thev do not chanse with the addition or

22 subtraction of a single customer, nor do they directly interact with custotners.

^')/-J



I Therefore, I continue to recommend management fees be excluded from the

2 customer cost analvsis.

a

4 A. WHAT DOES MR. HERBERT STATE IN HIS REBUTTAL TESTIMONY

5 TO SUPPORT HIS POSITION THAT T&D EMPLOYEB SALARIES -
6 STRUCTURES AND IMPROVEMENTS QUALIFY AS A DIRBCT

7 CUSTOMER COST?

8 A. On page 8 of SWPA Statement No. 6-R, Mr. Herbert states that the salaries for

9 maintaining T&D structures and improvements are required since the T&D

l0 structures and improvements is where T&D field service employees, meter

11 readers, and customer service personnel report and work from.

t2

13 a. Do You AGREE THAT THE T&D EMPLOYEE SALARIES -
14 STRUCTURES AND IMPROVEMENTS QUALIFY AS A DIRECT

15 CUSTOMER COST?

16 A. No. The salaries for the ernployees who actually are involved with customer

11 service lines, meter reading, and responding to general custorner services inquiries

l8 are allocated under the Ernployee Salaries - Meters and Ernployee Salaries -
19 Services cost accounts and are properly included in a customer cost analysis. The

20 salaries for the employees who rnaintain the building that the above-mentioned

2l custorners work in. based on Mr. Ilerbert's descriotion. do not interact with

22 customers in any way. This cost rvould not change with the addition or

24



I subtraction of any customers and, therefore, is an indirect cost that should not be

2 included in a customer cost analysis.

a

4 a. WHAT SUPPORT DOES MR. HERBERT PROVIDE TO SUPPORT HIS

5 POSITION THAT WORKERS' COMPBNSATION QUALIFIES AS A

6 DIRECT CUSTOMER COST?

7 A. Mr. Herbert does not provide any additional support. He merely states that

8 "[a]nother employee related expense is workmens' compensation insurance. A

9 portion of this expense is appropriately allocated to customer-related costs, again

l0 similar to how payroll taxes are allocated." (SWPA St. No. 6-R, p. 9).

1l

12 A. DID MR. HERBERT PROVIDB SUFFICIENT SUPPORT FOR HIS

13 PROPOSAL TO INCLUDE WORKERS' COMPENSATION AS A DIRECT

14 CUSTOMER COST?

15 A. No. While workers' compensation is ernployee related, it does not affect every

16 employee, unlike payroll tax. Therefore, it should not be included as a direct

l1 customer cost.

l8

19 A. DID MR. HERBERT PROVIDE AN EXPLANATION FOR THE

20 TRANSPORTATION EXPENSE?

25
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A. Yes. Mr. Herbert states that the Transportation Expenses are for vehicles that

T&D field service employees and meter readers use to perform their jobs (SWPA

St. No. 6-R, p. 9).

DO YOU AGREE WITH MR. HERBERT THAT THE

TRANSPORTATION EXPENSE ASSOCIATED WITH T&D FIELD

SERVICE EMPLOYEES AND METER READBRS SHOULD BE

INCLUDED IN A CUSTOMER COST ANALYSIS?

Yes. Therefore, I have adjusted my customer cost analysis to include the

Transportation Expense related to meters and services as shown on I&E Exhibit

No. 3-SR, Schedule 5. However, I continue to recommend that the transportation

expense related to billing and collecting not be included.

DOBS MR. HERBERT CITE TO COMMISSION PRECEDENT TO

SUPPORT HIS PROPOSED CUSTOMER COST ANALYSIS?

Yes. Mr. Herbert, on pages 9-1 I of SWPA Staternent No. 6-R, cites to the 2003

Aqua Pennsylvania (forn-rerly Pennsylvania Suburban Water Cornpany) rate case,

at Docket No. R-00038805, approved by the Comrnission, in which he was the

witness. He also states that his recolnmendcd custorner cost methodolosv was

reaffirrned by the Comrnission in the 2012PPL case at Docket No. R-2012-

2290s91.

A.

a.

A.

26



1 Q. DO YOU AGREE THAT THE COMMISSION REAFFIRMED MR.

2 HERBERT'S METHODOLOGY IN THE 2OI2PPL CASE?

3 A. No. While the language of the Commission Order in PPL stated that the customer

4 cost calculation was based on Aqua, the actual customer costs used to determine

5 the customer charge in20l2 PPL do not fully match the customer costs that were

6 used in Aqua.

Specifically, the customer cost analysis that was provided in the 2012PPL

8 case was included as a single page exhibit as part of PPL witness Kleha's rebuttal

9 testimony. It is not possible to determine which costs were included in the

10 Comrnission approved customer charge in the 2012PPL case. Therefore, as stated

I I above, I do not agree that the Commission reaffirmed Mr. Herbert's Aqua

12 methodology in the2012 PPL case.

l3

14 a. WHAT DO YOU BELIEVE SHOULD DETERMINE WHETHER A COST

15 SHOULD APPROPRIATELY BB INCLUDED IN A CUSTOMER COST

16 ANALYSIS?

17 A. As I stated in rny direct testimony, only direct customer costs, rvhich are those

I 8 costs that chanse with the addition or subtraction of a sinsle customer. should be

19 included in a custorner cost analvsis. Difl-erent utilities make different claims over

20 time- which nrakes a direct comparison difficult due to chan-qes in expenses

21 clairned and chan_qes in the character of expenses. Thus, while Aqua and PPL are

22 helpful, they are sirnply _euides. Wherr there is a discrepanc)i. I believe it is

21



I reasonable to rely more on whether those costs change with the addition or

2 subtraction of a sinsle customer.

a

4 A. DID MR. HERBERT ADDRESS ANY OTHER COSTS INCLUDBD IN THE

5 CUSTOMER COST ANALYSIS?

6 A. Yes. On page 7 of SWPA Statement No. 6-R, Mr. Herbert references 66 Pa. C.S.

7 $ 1328 which states that a public utility that furnishes water to or for the public

8 shall be allowed to recover in rates the full cost of service related to public fire

t hydrants.

10

I I A. DID YOU MAKE A RECOMMENDATION REGARDING THE PUBLIC

12 FIRE CUSTOMER CHARGE?

l3 A. No. I did not make a recommendation regarding the public fire customer charge.

T4

15 a. Do you wrsH To CHANGE YouR RECOMMENDATTON

16 REGARDING THE CUSTOMER COST ANALYSIS?

11 A. Yes. As I stated above, I believe that the Transportation Expense related to meters

l8 and services should be included in the customer cost analvsis. However. as shown

19 on I&E Exhibit No. 3-SR, Schedule 6 the inclusion of this cost does not alter the

20 $14.01 cost per 5/8-inch meter monthly bill result of my custorrer cost analysis.

28



CUSTOMER CHARGES

2 A. WHAT DID YOU RECOMMEND REGARDING THB CUSTOMER

3 CHARGE?

4 A. I recommended a $14.00 customer charge for the residential classes (l&E St. No. 3,

5 p. 48). I recofirmended the customer charges of the other meter sizes also be

6 increased by approximately l.\oh, consistent with my recommended increase of the

I 5/8-inch customer charge. My recommended increase to each customer charge by

8 meter size is shown below (I&E St. No. 3,p.49):

9

Meter Size Present Rate I&E Proposed Percent Increase

518 &314-inch $ 13.75 $14.00 l.818%

f -inch $28.s0 $29.00 1.754%

l'/z-inch ss7.00 ss8.00 1.754%

2-inch $e7.63 s99.40 1.813%

3-inch $ 1 83.13 $ 186.s0 1.840%

4-inch $30s.25 s310.80 1.818%

6-inch $610.50 $62 r .60 1.818%

8-inch s976.88 s994.60 1.814%

l0

11
ll

t2 a.

l3

DID THE COMPANY AGREB WITH YOUR RECOMMENDED

CUSTOMER CHARGES?

29



I A. No. Base on Mr. Herbert's disagreement with my recommended customer cost

2 analysis, the Company did not agree with my recommended customer charges

3 (SWPA St. No. 6-R, p. l l).

4

5 Q. DO YOU WISH TO CHANGE YOUR RECOMMENDATION REGARDING

6 THE CUSTOMER CHARGES?

1 A. No. I continue to recommend the customer charges shown above, based on my

8 recommended customer cost analvsis.

9

10 SCALE BACK OF RATES

11 a. WHAT DID YOU RECOMMBND SHOULD THE COMMISSION GRANT

12 LESS THAN THE COMPANY'S FULLY REQUESTED INCREASE?

l3 A. Should the Comrnission grant less than the Company's fully requested increase

l4 and approves my recommended customer charges described above, I

I 5 recommended the usage rates be scaled back prior to the scale back of my

16 recomrnended customer charge until the usage rates are at present rate levels.

11 However, if the usage rates are scaled back to present rate levels, I recommend the

18 customer charse then be scaled back.

19

20 A. DID MR. HERBERT MAKE A SIMILAR RECOMMENDATION IN HIS

2I REBUTTAL TESTIMONY?

30



1 A. Yes. On page l2 of SWPA Statement No. 6-R, Mr. Herbert recommended that the

2 scale-back in the revenue increase should be a proportional scale-back of the

3 Company's original proposal excluding public fire service. He also proposed that

4 the scale-back should be entirely from the consumption charges leaving the

5 proposed customer charges as-filed.

6

7 A. DO YOU AGREE WITH THE COMPANY'S PROPOSBD SCALE BACK?

8 A. I agree that the scale back should be proportional excluding public fire service and

9 that the consumption charge should be scaled back first. However, I continue to

l0 recommend that if the usage rates are scaled back to present rate levels, the

I I customer charses that I recommended should then be scaled back.

t2

13 A. DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY?

14 A. Yes.

a1JI
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SUEZ Water Pennsylvania, lnc.
I&E SURREBUTTAL ADJUSTMENTS TO

RATE BASE

R.201 8-3000834

Company REBUTTAL Rate Base

Lne
NO Descnplron

As of

December 31 2018
(A)

$361 574.023

$78,56'1,485

$283 0'12 538

($63 1 1 4,693)

(s8,086,0s6)

($1 0,065,851 )

$481,594
s796 27 1

$203.023.803

As of
Adtustmenls December 3'1, 2019

(c)(B)

1

2

3

7

8

Lrne

NO

Ong nal Cost of Utrlrty Plant In Servrce

uspr c!'o(rv I

Net P ant In Servrce

CIAC and Conlnbutrons

Add

Deferred Taxes

TCJA Regulatory Liabrlrty
fr/.tor.lc .^d q 

'-^l 6c

Cash Work ng Caprtal

Tolal Rale Base

Descnptron

$41,675 769 $443,249,792
$6627 877 $85.189.362

$35 047,892 $318,060,430

$0

1s624,827l.
5254,891

$0

$45,880

($63,1 1 4,693)

($8,71 0,883)
(s9,800,960)

$48 1,594

$842.1 51

$34,733,836 $237,757,639

I&E SURREBUTTAL ADJUSTMENTS TO RATE BASE

10

11

12

13

Oflgrnal Cosl of Utr rty Plant In Serv ce

Accumulaled Deprecralron

Net Plant In Serv ce

CIAC and Contrlbutrons

Add

14 Deferred Taxes
'15 TCJA Regulatory Lrabrlrty
1A lr,ra.,. ( rnd q, 

^^l'ac
17 Cash Wotkng Capilal

Tolal Rale Base

Pro Forma

December 31 201 8

(A)

$36 1 ,574,023

$78,561,485

$283,0'12 538

($63,1 1 4,693)

(s8,086,056)
($ 1 0,06s,851 )

$481 594

s796,271

$203,023,803

Adlusted
From Company

(B)

$0

$0

Pro Forma

December 31 , 2018

)

$361,574,023
$78,561.485

$0 $283.012.538

$0 ($63,1 1

s1 9,474 S203,043.276

$o (s8,086,056

$o (s10,065,851

s1 9,474 $501,067
.to $796,271

Pro Forma Adlusted

December 3'1, 201 I From Company

Pro Forma

December 31 , 201 I
(E)

$403,249,792

$85,1 89,362

$3 1 8,060.430

$0

$0

$403,249,792
$85,1 89,362

s0 $318.060.430

($63,114,6s3) $0 ($63,114.693)

(38,710,883) t0 (38,710,
($9,800,960) S0 (99,800,

s481,594 $19,474 $501,067

s842,151 .t0 $842,1s1

$237,757,639 $1 9,474 $237,777,1't3

(G)=(H)-(D) (H)

($20,837,885) S382,411.908

313,939) $41.875.424
($17,523,946) $300,536,484

$0 ($63,1 14,69

t312,414 (98,398,470

$0 (s9,800,s50

$19,474 $501,067

$0 s842,151

($17,192,059) $220,565,580

96
J trl

3!'
=f-oa

z
(/)
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SUEZ WATER PENNSYLVANIA, INC.
I&E ADJUSTMENTS TO

TABLE 1. SUMMARY OF ESTIMATED SURVIVOR CURVES, ORIGINAL COST, BOOK RESERVE
I&E ADJUSTMENTS TO CALCULATEO ANNUAL OEPRECIATION ACCRUALS RELATED TO WATER PLANT AS OF

AND
I DECEMBER 31, 2019

COMPANY
REBUTTAL

L 1ne

NO DEPRECIABLE GROUP

COMPANY
2018

COMPANY
2019

t&E
AVERAGE

cosT

t6E
AVERAGE
ACCRUAL

82 s31 
I

I

8,185 
|

135,084 
|

1 13,621 
|

40,356 
|

4,43? 
|0l

104,571 
|

70,31 6 |;;l
I

8,220 

|

I

211,646 
|

23,405 |_;;J
'""""1

I

1 0s,881 
|

1 1,606 |-;e
I

16,049 |

COMPOSITE
ACCRUAL

RATE
(D

2 

_22

451
z Jz

2,73
2,49
4,37

228

2.45

290

?32
zo9

234

409
3.58

404

4.57

REMAINING
LIFE

325

73
400
21,5
18I
42

304
36.0

302

31 4

40.1
285

389

21 1

21 8

21 2

10.5

ADJUSTMENT-------;;i-
tu,

ANNUAL

(J)(H)(c)(B)

COMPANY
REBUTTAL
ACCRUAL AOJUSTMENT

(F) (G)

1

2

3

6

7

8

I
10

t1
12

13

14

15

(A)

INTANGIBLE PLANT

301 ORGANIZATION
302 FRANCHISES AND CONSENTS
303 I\,lISCELLANEOUSINTANGIBLEPLANT

66,399 00 66,399 00
64,265 56 64,265 56

4,423,421 87 4,423,421 87

4,554,086 43 4,554,086 43

3,721,078 15

1 81,380 86
5,829,778 36
4,160,026,78
1 ,619,181 ,24

101 ,359,72
86,583 70

4,410,545 60
3.087,574 48

3,721,078 15

1 81 ,380 86
5,829,778 36
4,160,026 78
1,619,181 24

1i1 110 7)

4,410,545 60
3.087,574 48

(E)

66,399 00

4,423,421 87

4,554,086 43

3,721,078 15

1 81 ,380 86
5,829,778.36
4,160,026.78
't,619,181 24

101,359 72

4,410,545.60
s,087.574.48

19,476,430 74

282,963.06

I,141 ,645 87
901,576 96

10,043,222 E5

2,587,046 91

JZJ.J I C ZV

2,91 1 ,020 10

351.359 28

82,531

R 146

135,084
113,621
40,356
4A32

0

104,571
70.31 6

476,566

8,220

214,07 5

?37,497

1 (4 ?q7
1A qlo

171,916

16,060

0

0
0

TATAL INTANGIBLE PLANT

DEPRECIABLE PLANT

STR UCTURE S AND I I\i] PROVEM ENTS
5 3A4 2 PU|\4P|NG

304 3 WATER TREATIVENT PLANT
BLOOIVSBURG TREATIllENT PLANT
BLOOI\,4SBURG TREATIIIENT PLANT - NEW
SIXTH STREET PLANT
RICHARD C RABOLD
MARKET STREET
OLD HUI\i1l\,lELSTOWN PLANT
HUIVMELSTOWN [/EMBRANE PLANT
OTHER TREATMENT FACILITIES

TOTAL WATER TREATMENT PLANT

304 4 TRANSI\4ISSION AND DISTRIBUTION

17 304 5 OFFICES
18 BLOOIVSBURG TREATI/IENT PLAN'T

19 OTHER OFFICES

19,476.430 74 19,476,430 74

282,963 06 282,963 06

9,036,735 87 9,246,555 87
900,933 81 902.220 14

9,937,669 68 10,148.776 01

1.377,181 17 3.796.9',t2 64
186.828 31 461.118 08

1.564,00948 4.258,03072

0

0'
0'
0-
0'

0'
0

0
0
0
0
0
0
0
0

20

21 304 5

22

23

TOTAL OFFICES

STORES, SHOP AND GARAGE
SUI\,1I\,1 IT VIEW I\4AINTENANCE BUILDING
OTHER MAINTENANCE BUILDINGS

0

(1 04,e 10)
(643)

( 1 05,553)

(1,209,866)
(1 37,1 45)

(1 ,347,01 1)

(241)

0

(2,42e)
(17)

(2,446)

(49,s16)
(4,91s)

(s4,429)24 TOTAT ACCOUNT STORES. SHOP AND

25 304 5 IVISCELLANEOUS
BPP.
OOm
-9x'
ao d(rNa-.

z

i

r0 351.600 45 (1 1)



Lrne

NO DEPRECIABLE GROUP
(A)

IOTAL STRUCTURES AND IMPROVEIVENTS
COLLECTING AND I|llPOUNDING RESERVOIRS

LAKE. RIVER AND OTHER INTAKES
ROCKVILLE INTAKE
HU|llIVELSTOWN INTAKE
OTHER INTAKES

TOTAL LAKE, RIVER AND OTHER INTAKES

WELLS AND SPRINGS
INFILTRATION GALLERIES AND TUNNELS

PUN/PING EQUIPI\4ENT
ELECTR IC PUI\,4 PI NG EQUIPI\,1 ENT
OIL ENGINE PUIVPING EQUIPIVENT

TOTAL PUI\4PING EOUIPIVENT

WATER TREATIVIENT PLANT
STRUCIU RES AND II\,1 PROVEI\4 ENTS

BLOOI\,1 SBURG TREATIV ENT PLANT
BLOOI\,4SBURG TREATIVENT PLANT . NEW
SIXTH STREET PLANT
RICHARD C RABOLD
MARKET STREET
OtD HUNNMELSTOWN PLANT
HUI\,lIVELSTOWN NIEMBRANE PLANT

OTHER TREATN/ENT FACILITIES

COMPANY COMPANY
ORIGINAL ORIGINAL

COST COST

35,333 269 21 38,238,879 13

434,63239 434,632 39

1.519.927 27 4,662,260 11

1,335,191 80 1,335,191 80
509,724 53 509,724 53

3,364,843 60 6,507,176 44

1,028,041 81 1,028,041 81

13,358 04 13,358 04

14.889,846 39
314.155 59

16,323,712 46
314.155 59

15,204,001 98 16,637,868 05

t&E
ORIGINAL

AOJUSTMENT COST

lU, t",(c){B)

26

27 305

28 306
29

30

31

32

33 307
34 308

36 3113

37

38 320 1

39

40

41

43

44

45

46

338,354.2 1

13,501 ,91 1 63
10,577,146 38

1 74A 4n6 14

192,621.85
858,433 64

9,469,382 38
892.814 19

338,354 21

1 3,979,069.61
10,677,577 98

10a aa1 aE

858,433 64
9,469,382 38

892.814 19

47,052,735 07

1 3,384,1 65.34
1 87,429,065 33
40,576,966 71

21,325,664 84
7,868,389 28

539.255 49

( 1 ,452,805)
0

(1,571,166)
0

0

(1,571,166)

0

0

(716,933)
0

(716,933)

0
(238,s79)

(s0,216)
0

0

0

0

0

(288,7e5)

0
(848,561 )

(1,137,355)

(1,1??,032)
( 1 4,007,825)

(364.467)
(61 1 ,1 78)
(47,194)

0

36,786,07417
434.632 39

1 nol noa ao

1,335,191 80
509,724 53

4,936,010 02

1.028,041 81

1 3,358 04

1 5,606,779 43

314,155 59

1 5,920,935 02

338,354 21

13,740,490,62
10,627,362,18
1,756,585,15

192,621 85
858,433 64

9,469,382 38
892,814 19

37 .876,O44 22

447,524 82
7,591,810 56

83,791 ,423 82

12,262.133.57
17 3 ,421 .240 .09
40,212.499 27
20,714.487 11

7,821,195 07
539.255 49

47 TOTAL STRUCTURES AND IN/PROVEIV1ENTS

48 320 2 PAINTING
49 320 3 CHEI\4ICAL EOUIPI\,1ENT

50 TOTAL WATER TREATIIIENT PLANT

51 330 DISTRIBUTION RESERVOIRS AND STANDPIPE
52 331 TRANSIV]ISSION AND DISTRIBUTION I!1AINS

5J JJJ 5trKVIUtrD

54 334 METERS
55 335 HYDRANTS
56 339 OTHER PLANT AND IV]ISC EQUIPMENT

37,587,249 43 38,164,83901

447,524 82 447.524 82
6,743,24988 8,440,37124

44.778.O24 13

1 1,140,101 80
159,413,414 84
39.848,031 83

20,1 03.309 37
7 .77 4,O00 86

539.255 49

ANNUAL
COMPANY
REBUTTAL

COMPANY
ACCRUAL
AMOUNT---tF 

-

r&E
ACCRUAL

ADJUSTMENT AMOUNT----G) ---lHi-

COMPOSITE
ACCRUAL REMAINING

RATE LIFE
----p)

306
399

239
348
323

260

276
zoJ

190
15 5

19 0

80
31 2
206
18 9
4.4

28 1

27 I

4,7
127

209

580
409
152
403
18.0

(t)

992,790
7 qR?

I oo,Joo
29,235
1 3,1 84

208,7 85

17,514
400

584,088

587.92'l

(56,886)
0

(56,06s)
0
0

935,904

1 10,301

1 3.1 84

152.720

17 .514
400

558,435

562,268

1,217

386,388
219,746

a7 a7a

3,522
0

1 98,548
t o, JZo

853,720

JY, Z UV

514,821

1,407,750

339,751
2,706,025

721,650
919.702
1 30,508

8,424

1.84

357

259

321

170
299

(s6,06s)

0
0

(2s,653)
0

358
1.22

353

1 ,217
?a? na7

220,784
27,973

3,522
0

1 98,548

861.467

39,209
572.364

1,473,O4Q

370,840
2,924,600

7)A 101

946,838
131 ,295

L424

(25,653)

0
(6,709)
(1,038)

0
0
0
0
0

(7,747)

0
(57,543)

(65,290)

(s l ,089)
(2 1 8,575)

(6,s41)
(27.136)

(788)
0

UJO

281
207
1.59

183

210
183

o /o
678

277
156
1.79
4.44

156

Pfe"6 =mO(Dm
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ANNUAL
COMPANY
REBUTTAL

COMPANY COMPANY
ORIGINAL ORIGINAL

COST COST
ORIGINAL ACCRUAL

COST AMOUNT-----(Ei (F)

tl
il

2,s72,478 40 11 80.752
3,665,57e00 11 5,653

659,4461011 33,197

*-.""J | 

-

/,zvl,cuJcull rrv,ouz

1.05745 | | zrs
tl
tl

r r+z,osz oo | | 4s.132
2.126.921 02 ll 109.862

3,274,57808 11 158,994

ll
128,323.71 | | 4,514

7 ,003,262 7't | | 554,240
147,8s4.10 | | 10,332

377,857,821 18 
| | e,246,518

tl
| | 319,8s3il-

382.411,e07 61 | L_J,599,3.2_

t&E
ACCRUAL

ADJUSTMENT AMOUNT
(G) (H)

COMPOSITE
ACCRUAL REMAINING

RATE LIFE
(t)

ADJUSTMENT-----lE 
-

326,298
0
0

326,298

0

0

(60,658)

(60,658)

956
(73,524\

0

(25,314,420)

___p9_31ll2o)_

r&E COMPANY
L rne

No DEPRECIABLE GROUP
(A)

OFFICE FURNITURE AND EQUlPI\i]ENT
340 1 COIMPUTERS AND SOFTWARE
340 1 SOFTWARE -.ARGE
3402 FURNITURE

TOTAL OFFICE FURNITURE AND EQUIPIVENT

341 TRANSPORTATION EOUIPI\,lENT . TRUCKS

TOOLS, SHOP AND GARAGE EQUIPIVENT
343 1 SHOP AND GARAGE EQUIPI\,lENT
343 2 TOOLS AND WORK EQUIPMENT

TOTAL TOOLS SHOP AND GARAGE EOUIPMENT

3,298.776 11 2,646,180 68

659,446 10 659,446 10

7 ,623,801 21 6,971 ,205 78

1 ,057 45 1,057 45

1,147,657 06 1.147,657 06
2.066.262 77 2.'t87.579 26

3.213,919 83

129,279 71

6,929,738 85
147 .854 10

357,019,936 50 398,695,705 85

361,574,022 93 403.249,792 28

(J)

57

58

59

60

61

62

63

64

65

66

67

6B

70

344
346
347

305
015
503

20 33

428
502

783
699

12
10

107

38

25

15 1

129

tJ o

76
58

104

339

LABORATORY EQUIPI\4ENT

C OIV l\4 UN ICATION EQUI PI\4 E NT

IV ISCE LLANE OUS EQU I PNN ENT

TOTAL DE PREC I ABLE PLANT

AMORTIZATION OF NET SALVAGE

TOTAL UTILITY PLANT IN SERVICE

o o47

0
0

0

0

(3,046)

(3,046)

34
(5,758)

0

/A<A AA 1 \

90,710

33.1 97

l ro a<o

z tc

49j32
I 06.816

1 55,94 I

4,548
548,482

10.332

8,759,683

319,853

9,079,536

Lrfe Span Procedure was used Curve shown rs Intenm Survrvor Curve

BPa"
OOm
c,r I I'
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O)N-- z
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v

127 .367 71

7,O76.786 57



SUEZ WATER PENNSYLVANIA, INC.

I&E SURREBUTTAL ADJUSTMENTS TO

ANNUAL DEPRECIATION EXPENSE

R-201 8-3000834

Lr ne

No. Descflptron Company Rebuttal and l&E Recommended AVERAGE ANNUAL DEPRECIATION
Pro Forma Pro Forma 2019 l&E l&E Averaoe

December 31 , 2018 Adjustments December 31 , 2019 Average Adjustment Annual Depreciation
(A) (B) (c) (F) t \r,

1 Total water $9,004,241 $s62,130 $9,566,371 ($486,835) $9,079,536
2 Deprecration on CIAC/Advances ($950,910) $o ($eso,e1o) $o ($gso,e1o)

3 Totalannual Depreciation Expense $8,053,331 $562,130 t8,515,461 ($485,835) $8,128,626
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SUEZ WATER PENNSYLVANIA INC.
I&E ADJUSTMENTS TO

SUMMARY OF REVENUE UNDER PRESENT RATES AND PRO FORMA REVENUES UNDER PRESENT RATES
FOR THE TWELVE MONTHS ENDED DECEMBER 31,2017 AND 2019

Lrne

NO

Customer
Class rf rcatron

Revenues Under
Present Rates---- (A)-

5 26,796,924
11 ,045,912

1,278,641
1,772,512

Company
Pro Forma

Adlustments
Present Rates

t&E
Pro Forma

Adlustments
Present Rates

(D)

q ?o 714

(74,813)
86,299

(60,77 4)

t&E
Add Back

Annualrzed DSIC
Revenue

--------------F
(tr1

$ 2,012,748
I OZZ,OJZ

$ 102,371
$ 128,380

Company
REBUTTAL
Pro Forma
Revenue

$ 28,877,255
$ 11,767,147
$ 1,467,31 1

t&E
Total

Pro Forma
Revenue

$ (27,868) $ 28,849,387
26,785 $ 1 1,793,932

- $ 1,467,311
4,355 $ 1,840,1 18

(B)

(99 728)
RA ?qO

(64,825)

Adjustment
(c)

s (25,e24)

$ 24,916
s
$ 4,052

Present Rates AdJustment Present Rates
(F) (G) (H)

METERED SALES
1o Resrdentral
tr Commercral
tz lndustrral
ts Publrc Sales

i4 Total Sales of Water

t s Prrvate Frre
16 Publrc Frre

17 Other Operatrng Revenues

18 Total

$ 40,893,989

1,436,836
923,86 1

405,611

3,066,331 $ 43,947,476 3,272 $ 43,950,748

1,446,048
923,861

(12,616)

9,211

3.044 (e,572)

9,211 1,446,048
923,861

405,611

$ 43,660,2e7 $ (3,404) $ 3,044 $ (361) $ 3,066,331 $46,722,995 $ (402,339) $46,320,657

Pa.}m
tu m9!'
=5\e ct
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l&E Exhibit No. 3-SR
Schedule 5

SUEZ WATER PENNSYLVANIA INC,
I&E ADJUSTMENTS TO

ANALYSIS OF DIRECT CUSTOMER COSTS
METERS AND SERVICES

Comoanv r&ELrne

No Descnptron Servrces
Operatron and Marntenance Expenses

T&D Labor - Operahon
1 Employee Salanes - Supervrsron $ 7,978
2 Employee Salanes - Melers 141,836
3 Fnnge Benefits 58,775

T&D Labor - Marntenance
a Employee Salanes - Superursron
5 Employee Salanes - Structures and lmprovments
6 Employee Salanes - Servrces
7 Fnnge Benelits

1,ln,osz1

(6,e5e)
(2,3e6)

Servrces

$ 6,408

74,524
41,018

't25,482

696,307
4,847

671

(10,21 1)
(3,666)

(13,877)

$ 7,978
1 4 1,836

58,775

8 Total Customer Accounlrng Expenses
I Management Fees - Cuslomer Relaled
10 Management Fees - Employee Related
11 TransportatronExpense
t2 WorkeisCompensalron
13 Adverlrsrng Expense
la Oftice Rents

Subtotal

Oeprecratron Expense
16 Meters
17 Serurces
18 Offrce Burldrngs
19 Office Furnrlure & Equrpment
20 Computer Sollware - CIS

Subtotal

Taxes Olher Than lncome
Payroll Taxes
Assessments

Subtotal

Rate Base
Meters
Serulces
Offrce Land/Burldrngs

Office Furnrlure and Equrpmenl
Computer Software - CIS
Matenals and Supphes
Oelerred Taxes

Subtotal

Return and Income Taxes

Total Drrecl Cuslomer Costs

'to,2't1

3,666
3,421

114
1,868

227,868

976,632

7,415
1,026

$ 6,408
19,032
74,524
41,018

6,959
2,396
2,236

74
1,221

1 53,869

696,307
4,847

671

(28,387)

0
0

3,421
1't4

1,868

213,991

976,632

7 ,415
1.026

2,236
74

1 ,221

21 985,074

21,847

701,825

14,890

21.847

14,543,019

31 5,200
10,987

14,881

1 4,890

27,943,391
206,053

7,183

9,728

985,074

21,847

1 ,409,17 5

2.630.087

70't,825

14.890

2,669,285

3,511,482

0

0

0

23

27

28

29

30

.o42

21,847 14,890

'14,543,0't 9
27,943,351

315,200 206,053
10,987 7,183

14,881 9,728
(1,092,904) (2,042,846)

13,791,184 26,123,509

|.092.904

r3,791,184 26,123,508

1 ,409,1 75 2,669,285

2,643,964 3,539.869 ______l_1_L9ZZr __gg!97)



SUEZ WATER PENNSYLVANIA INC.
I&E ADJUSTMENTS TO

CALCULATION OF CUSTOMER COST PER MONTH FOR A 5/8-INCH METER
BASED ON DIRECT COSTS

Cost Per
5/8-inch
Meter

(4)

$33.82

54.89

35.25

l&E Exhibit No.3-SR
Schedule 6

Cost Per
5/8-inch
Meter

Monthly Bill
(5)

$2.82

4.57

2.94

10.33

3.68

Cost Function

Direct
Cost of
Service

(1) (2)

Meters 2,630,087

Services 3,511,482

Billing, Collecting and Meter Reading 2,195,39'l

Total
Units

(3)

77,769 S/8-inch Equivalents

63,97 2 3/4-inch Equivalents

62,282 Customers

Subtotal Customer Costs

Unrecovered Public Fire

Total Customer Costs
and Public Fire

$8,336,960

3,438,063

$11,775,024

77,769 S/8-inch Equivalents 44.21

$14.01
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