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L INTRODUCTION AND OVERVIEW

The Office of Small Business Advocate (“OSBA”) is an agency of the Commonwealth of
Pennsylvania authorized by the Small Business Advocate Act (Act 181 of 1988, 73 P.S. §§ 399.41
—399.50) to represent the interests of small business consumers as a party in proceedings before
the Pennsylvania Public Utility Commission (“Commission”). On April 29, 2020, Pennsylvania-
American Water Company (“PAWC?” or the “Company”) filed Supplement No. 19 to Tariff Water-
- PA P.U.C. No. 5 and Supplement No. 19 to Tariff Wastewater-- PA P.U.C. No. 16 to become
effective on June 28, 2020. PAWC'’s tariff filings sought approval of rates and rate changes which
would increase total annual operating revenues of the Company by $138.6 million over two years
($92.4 million in 2021 and $46.2 million in 2022). On May 11, 2020, the OSBA filed its Notices
of Appearance and Formal Complaint (docketed at Nos. C-2020-3019767 and C-2020-3019772)
in response to PAWC’s tariff filings.

In accordance with 52 Pa. Code § 5.502 and the procedural schedule established in this
matter by Orders entered on June 15, 2020 and September 2, 2020, the OSBA submits this Main

Brief opposing the relief requested by PAWC in its tariff filings.

A. Description of Company
PAWC is a public utility that provides water and wastewater services to approximately
740,000 residential, commercial, industrial, and governmental communities located in 36

counties in Pennsylvania.!

! Prehearing Memorandum of Pennsylvania-American Water Company, p. 1.
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B. Procedural History

On April 29, 2020, PAWC filed Supplement No. 19 to Tariff Water-- PA P.U.C. No. 5 and
Supplement No. 19 to Tariff Wastewater-- PA P.U.C. No. 16 to become effective on June 28,
2020. PAWCs tariff filings seek approval of rates and rate changes which would increase total
annual operating revenues of the Company by $138.6 million over two years ($92.4 million in
2021 and $46.2 million in 2022).

On April 29, 2020, Jessica and Jeffrey Labarge filed a Complaint in opposition to PAWC’s
filings (docketed at No. C-2020-3019627). On April 30, 2020, Mr. and Mrs. Gerald S. Lepre, Jr.
filed a Complaint in opposition to PAWC’s filings (docketed at No. C-2020-3019646).

On May 1, 2020, State Representative Austin Davis filed a letter in opposition to PAWC’s
filings. On May 5, 2020, State Senator Judith L. Schwank filed a letter in opposition to PAWC’s
filings. On May 7, 2020, the Office of Consumer Advocate (“OCA”) filed its Notice of
Appearance and Formal Complaint (docketed at Nos. C-2020-3019751 and C-2020-3019754).
The Commission’s Bureau of Investigation and Enforcement (“I&E”) also filed its Notice of
Appearance on May 7, 2020.

On May 11, 2020, the OSBA filed its Notices of Appearance and Formal Complaint
(docketed at Nos. C-2020-3019767 and C-2020-3019772). On May 12, the Coalition for
Affordable Utility Services and Energy Efficiency in Pennsylvania (“CAUSE-PA”) filed a Petition
to Intervene. On May 12, 2020, Victoria Lozinak filed a Complaint in opposition to PAWC’s
filings (docketed at No. C-2020-3019778). The Commission on Economic Opportunity (“CEO”)
filed a Petition to Intervene on May 18, 2020.

By Order entered May 21, 2020, the proposed Supplement No. 19 to Tariff Water-- PA

P.U.C. No. 5 and Supplement No. 19 to Tariff Wastewater-- PA P.U.C. No. 16 were suspended



by operation of law until January 28, 2021. The Commission ordered an investigation into the
lawfulness, justness, and reasonableness of the rates, rules, and regulations contained in the
proposed Supplement No. 19 to Tariff Water-- PA P.U.C. No. 5 and Supplement No. 19 to Tariff
Wastewater-- PA P.U.C. No. 16.

A PreHearing Conference Order and Notice were issued on May 22, 2020 scheduling a
telephonic prehearing conference in this matter for June 4, 2020 before Administrative Law Judge
(“ALJ”) Conrad A. Johnson.

On May 28, 2020, the OCA filed an Expedited Motion for an Extension of the Statutory
Suspension Period of Pennsylvania-American Water Company’s Base Rate Proceedings. On June
1,2020 CAUSE-PA filed an Answer in Support of the OCA’s motion.

On June 2, 2020, AK Steel Corporation (“AK Steel”) filed a Notice of Appearance, Petition
to Intervene, and Motion for Admission Pro Hac Vice.

A telephonic PreHearing Conference was held on June 4, 2020, at which time the OCA’s
motion was granted and a litigation schedule was determined. The litigation schedule was
memorialized in an Order issued on June 15, 2020.

On June 18, 2020, PAWC filed Supplement No. 21 to Tariff Water-PA P.U.C.

No. 5 and Supplement No. 21 to Tariff Wastewater-PA P.U.C. No. 16 further suspending
the proposed rates’ effective date until March 15, 2021.

On June 24, 2020, PAWC filed a Petition for Reconsideration seeking reversal of the
Order granting the OCA’s motion to extend the statutory suspension period.

On July 6, 2020, the OCA and I&E filed Answers to the Petition. On July 8, 2020,
CAUSE-PA filed an Answer to the Petition. On July 14, 2020, the OSBA filed an Answer to the

Petition.



On August 20, 2020, the Commission issued an Opinion and Order, granting, in part and
denying, in part, PAWC’s Petition, and directing modification, if necessary, of the litigation
schedule appearing in the ALJ’s Prehearing Order issued on June 15, 2020.

Eight public input hearings were held over the course of August 18, 2020 and August 25
through 27, 2020.

On September 2, 2020, an Order was issued which modified the litigation schedule and
rescheduled the evidentiary hearings for October 23, 26-29, 2020, starting at 9:30 a.m. each day.
On September 8, 2020, the OSBA submitted the direct testimony of Brian Kalcic.

On September 29, 2020, the OSBA submitted the rebuttal testimony of Brian Kalcic. On
October 20, 2020, the OSBA submitted the surrebuttal testimony of Brian Kalcic.

The parties engaged in settlement discussions to try to achieve a resolution of some or all
the issues in this case. On October 20, 2020, the parties jointly requested cancellation of the first
day of the evidentiary hearings to facilitate settlement discussions. The ALJ granted the request
to cancel the hearing and directed that the first day of evidentiary hearings would convene as a
Second Prehearing Conference.

A Second Prehearing Conference was held on October 23, 2020. During the Second
Prehearing Conference, a modified hearing schedule was decided, with the October 26, 2020
hearing date being cancelled but all remaining hearing dates continuing to be scheduled.

Evidentiary hearings were held before ALJ Johnson on October 27 and 28, 2020. At the
October 27, 2020 hearing, the OSBA moved the testimony of its witness, Brian Kalcic, into the
record.

On October 30, 2020, PAWC and CAUSE-PA filed a Joint Stipulation addressing the

joint resolution of a few issues raised by CAUSE-PA in this proceeding.



On October 30, 2020, PAWC, I&E and PAWLUG filed a Joint Petition for Non-

Unanimous Settlement of Rate Investigation (“Non-Unanimous Settlement”).

C. Overview of PAWC’s Filing

In its April 29, 2020 tariff filings, PAWC sought an increase in the rates of its water and
wastewater operation based on a multi-year rate plan (“MYRP”) that would produce additional
operating revenues of $92.4 million in Year 1 and $46.2 million in Year 2, for a combined
increase of $138.6 million over two years.? Also in its tariff filings, PAWC sought approval to
establish a Regionalization and Consolidation Surcharge (“RCS”) and tracker mechanisms for
pension and other post-employment benefit (‘OPEB”) expenses (“pension and OPEB tracker”).?

D. Overview of Non-Unanimous Settlement

On October 3, 2020, the Non-Unanimous Settlement was filed by the signing parties
PAWC, I&E, and PAWLUG (collectively, the “settling parties”). The OSBA is not a signatory
to the Non-Unanimous Settlement.

The Non-Unanimous Settlement contains various terms that were reached between the
settling parties, including, but not limited to: (1) a revenue increase of $70.5 million, to be offset
by an annualized credit of $10.5 million in each of the years 2021 and 2022, (2) the withdrawal
of PAWC’s request for a MYRP, (3) the withdrawal of PAWC’s proposed RCS, and (4) the
withdrawal of PAWC’s proposed pension and OPEB tracker.

On November 5, 2020, ALJ Johnson issued a Third Interim Order directing that any

comments to the Non-Unanimous Settlement be filed by November 20, 2020.

2 PAWC Statement No. 1, p. 7.
3 PAWC Statement No. 1, p. 25-26.



E. Burden of Proof

Section 332(a) of the Public Utility Code, 66 Pa. C.S. § 332(a), provides that the party
seeking a rule or order from the Commission has the burden of proof in that proceeding. It is
axiomatic that “[a] litigant’s burden of proof before administrative tribunals as well as before
most civil proceedings is satisfied by establishing a preponderance of evidence which is
substantial and legally credible.” Samuel J. Lansberry, Inc. v. Pennsylvania Public Utility

Commission, 578 A.2d 600, 602 (Pa. Cmwlth. 1990).

II. SUMMARY OF ARGUMENT

The OSBA avers that PAWC’s request for a rate increase should be denied in its entirety
at this time due to the ongoing COVID-19 pandemic and its devastating impact on
Pennsylvania’s economy. All of the Company’s ratepayers have been affected, and many have
been overwhelmed, by the pandemic. It would be inappropriate to award PAWC a rate increase
at a time when its customers are experiencing rampant joblessness and business closings. In the
event that the Commission determines that PAWC is entitled to a rate increase at this time,
despite the COVID-19 emergency, the Commission should order PAWC to submit revised
capital investment and expenditure budgets for the fully projected future test year (“FPFTY™)
periods that minimize the need for any rate increase at this time.

The OSBA agrees with PAWC’s Year 1 and Year 2 class revenue allocation proposals
for water service exclusive of PAWC’s proposed allocation of its unrecovered wastewater and
Steelton revenue requirements to water customers. However, PAWC’s proposed allocation of its

unrecovered wastewater and Steelton revenue requirements to water customers in Year 1 and



Year 2 should be rejected and the Commission should instead adopt the OSBA’s recommended
allocation in the amounts of $32.3 million for Year 1 and $30.4 million for Year 2.
The Commission should reject PAWC’s requests for the RCS and pension and OPEB

tracker as these risk mitigation mechanisms are unnecessary at this time.
III. OVERALL POSITION ON RATE INCREASE

The OSBA urges the ALJ and the Commission to deny PAWC’s “ill-timed request for
rate relief.”* On March 6, 2020, Governor Tom Wolf issued a Proclamation of Disaster
Emergency (“Executive Order”) attesting to the existence of a disaster emergency in
Pennsylvania due to COVID-19. PAWC initiafed the current base rates case on April 29, 2020,
fifty-four days after Governor Wolf’s issuance of the Executive Order.> PAWC chose to file for
a rate increase approximately seven weeks after the Executive Order was issued and while the
Executive Order remained in effect. At the time of its filing, PAWC was fully aware that the rate
case, and the relief PAWC seeks through its rate case, could be denied. PAWC could have
delayed its filing or chosen another time to file. As a result, PAWC should bear the cost
associated with its poor choice of timing, not its customers who have already been adversely
affected by the COVID-19 pandemic’s economic impact.

At the time the OSBA served its direct testimony, (1) there were over 6,113,000

confirmed cases of COVID-19 in US;® (2) there were over 187,000 confirmed deaths from

4 OSBA Statement No. 1, p. 3.
5 OSBA Statement No. 1, p. 4.
6 https://coronavirus.jhu.edu/data/cumulative-cases; reviewed by Mr. Kalcic on September 4, 2020.
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COVID-19 in US;’, (3) the US unemployment rate was 8.4% as of August, 2020;® (4) the
Pennsylvania unemployment rate was 13.7% as of July, 2020;° (5) the total US small business
revenue was down 19.1% from January, 2020, with PA small business revenue down 24.0% for
the same period;'? and (6) the total US small businesses openings were down 19.1% from
January, 2020, with PA small business openings down 14.5% for the same period.!!
Nevertheless, PAWC sought to increase its water and wastewater rates at a time when the
COVID-19 pandemic had already caused immeasurable personal suffering and economic
devastation.!?

At the time direct testimony was served, the COVID-19 pandemic was ongoing, with the
seven day moving average number of new cases in the US at a level of 41,200 as of September 2,
2020, up from a level of 28,900 as of April 29, 2020 (the date PAWC filed its base rates case).'?
The near-term outlook for small businesses was uncertain at best.'* At the time of the filing of
this brief, the COVID-19 pandemic continues to wreak havoc globally, and in Pennsylvania,
resulting in economic disruption. This is not a period of “business as usual” for Pennsylvania
small businesses, and should not be considered “business as usual” for Pennsylvania utilities,
who serve these suffering small businesses.!® It is unconscionable to increase rates at a time of
rampant joblessness, business closings, and a struggling economy. The ALJ and Commission

should not ignore the fact that PAWC chose to file for a rate increase during a global pandemic,

7 https://gisanddata.maps.arcgis.com/apps/opsdashboard/index.html#/bda7594740£d40299423467b48e9ecf6;
reviewed by Mr. Kalcic on September 4, 2020.

8 https:/fred.stlouisfed.org/series/UNRATE

° https://www.bls.gov/regions/mid-atlantic/pennsylvania. htm#eag

19 https://tracktherecovery.org; reviewed by Mr. Kalcic on September 4, 2020.

W https://tracktherecovery.org; reviewed September 4, 2020.

12 OSBA Statement No. 1, at p. 5.

Bd.

14 OSBA Statement No. 1, at p. 6.

51d.




and should not grant any increase to PAWC at a time when its consumers are experiencing
ongoing hardship.

However, if the ALJ and Commission are inclined to grant a rate increase to PAWC
despite the ongoing COVID-19 emergency, the OSBA urges the ALJ and the PUC to direct
PAWC to submit revised capital investment and expenditure budgets for the FPFTY periods that
minimize the need for any rate increase at this time.'® PAWC appeared not to have scaled back
any of its otherwise planned FPFTY capital expenditures in Year 1 or Year 2 in its filing, despite
the COVID-19 pandemic.!” Again, at a time of continuous economic distress, the Company
appears not to acknowledge the impact of the COVID-19 pandemic, and seeks to proceed as
though the global emergency does not exist. The record does not contain any explanation from
PAWC as to why it is absolutely necessary to undertake its proposed capital expenditures at this
time, despite the COVID-19 crisis. The OSBA believes that PAWC should adjust its planned
capital expenditures and reduce its requested Year 1 and Year 2 water and wastewater revenue
requirements in response to the COVID-19 pandemic.'® As the Company has not done so in this
proceeding, the OSBA respectfully requests that ALJ and the PUC to direct PAWC to submit
revised capital investment and expenditure budges to the FPFTY periods that will minimize the
need for a rate increase at this time, should the ALJ and PUC determine that PAWC is entitled to

a rate increase despite the COVID-19 pandemic.

16 OSBA Statement No. 1, at p. 3.
17OSBA Statement No. 1, at p. 6.
18 Id



IV.  PAWC’S PROPOSED MULTI-YEAR RATE PLAN

The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

V. RATE BASE

A. Utility Plant in Service
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

B. Average Versus Year End Rate Base
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

C. Deduction from Rate Base of EADIT
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

D. Cash Working Capital
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.
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VL. REVENUES
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to
address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

VII. OPERATING AND MAINTENANCE EXPENSES

A. Payroll Costs—Prorating Wage Increases
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

B. Performance Based Compensation (PAWC and Service Company)
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

C. Capitalization Rate

The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to
address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

D. Annual Depreciation

The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

VIII. TAXES

A. Taxes Other Than Income Taxes
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

11



B. Income Taxes—Excess ADIT
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

IX. RATE OF RETURN

A. Capital Structure
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

B.  Cost of Long-Term Debt
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

C. Common Equity Cost Rate
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

D. Business Risks and Management Performance
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to
address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.
E. Other Parties’ Equity Cost Rate Recommendations and Principal Areas of
Dispute
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.
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X. REGIONALIZATION AND CONSOLIDATION SURCHARGE

The OSBA recommends that the ALJ and Commission deny PAWC’s request to
implement a regionalization and consolidation surcharge (“RCS”). PAWC claimed that the RCS
is needed to provide a reasonable opportunity to mitigate the earnings erosion created by the
regulatory lag in recognizing the revenue deficiency created by a Section 1329 acquisition as
soon as the acquisition is completed.!® The proposed RCS would allow PAWC to recover the
revenue shortfalls associated with all Section 1329 acquisitions completed during the period
since the effective date of the Company’s then-existing base rates.2’ PAWC proposed to
calculate the RCS as a single rate applied equally to the bills of all water and wastewater
customers other than the newly acquired systems, and to cap the RCS at 5%.2! The sole purpose
of the RCS is to mitigate the financial impact on PAWC of acquiring water and wastewater
systems between base rate cases.??

It is unreasonable and unnecessary to grant PAWC’s request for the RCS because the
business or financial risk PAWC may incur from operating in Pennsylvania is more than
sufficiently mitigated.”> PAWC’s business or financial risk is mitigated by Pennsylvania
regulatory mechanisms such as (1) a distribution system improvement charge (“DSIC”) capped
at 7.5%, (2) permission to employ a FPFTY, (3) permission to file a multi-year rate plan, and (4)
the ability to recover a portion of its claimed wastewater revenue requirement its water service

customers.>* PAWC has sufficient financial and business protections without the approval of an

19 OSBA Statement No. 1, at p. 31.
0.

2.

2OSBA Statement No. 1, at p. 32.

2 OSBA Statement No. 1, at p. 31-32.
24 OSBA Statement No. 1, at p. 32.
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RCS. The ALJ and PUC should deny PAWC’s request for an RCS as unnecessary. However, if
the RCS is approved, the PUC should implement a commensurate reduction to PAWC’s

otherwise allowed return on equity (“ROE”) at the conclusion of the proceeding.?’

XI.  PENSION/OPEB TRACKER

The OSBA recommends that the ALJ and PUC deny PAWC’s request to implement a
pension tracker. PAWC requested a pension tracker mechanism that would allow PAWC to track
(1) the pension and OPEB expenses included in its approved base rates and (2) the actual costs
incurred for pension and OPEB expenses.?® Any over-recovery of pension and OPEB expenses
would be returned to customers and any shortfalls would be recovered by the Company.?’ The
purpose of the pension and OPEB tracker is to provide protection to both customers and PAWC
against variations in forecast and actual pension and OPEB expenses between base rate cases.?®

Similar to the RCS, the pension and OPEB tracker would make another mechanism
available to PAWC to reduce its business risk between rate cases.?’ As noted supra, PAWC’s
business or financial risk is mitigated by Pennsylvania regulatory mechanisms such as (1) a
“DSIC capped at 7.5%, (2) permission to employ a FPFTY, (3) permission to file a multi-year
rate plan, and (4) the ability to recover a portion of its claimed wastewater revenue requirement
its water service customers.’® PAWC has sufficient financial and business protections without

the approval of a pension and OPEB tracker. The ALJ and PUC should deny PAWC’s request

25 OSBA Statement No. 1, at p. 33.
26 OSBA Statement No. 1, at p. 32.
27 OSBA Statement No. 1, at p. 33.
B1d.
Y.
30 OSBA Statement No. 1, at p. 32.
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for a pension and OPEB tracker as unnecessary. However, if the pension and OPEB tracker is
approved, the PUC should implement a commensurate reduction to PAWC’s otherwise allowed

ROE at the conclusion of the proceeding.!

XII.  RATE STRUCTURE AND RATE DESIGN

A. Introduction

PAWC provided testimony that its proposed rates complied with the following rate
design guidelines: (1) increasing customer charges for water service so as to recover, at
minimum, the direct portion of customer-related costs, (2) increasing Private Fire Protection
Costs to full cost of service, (3) increasing Public Fire Hydrant Rates, as needed, so as to recover
25% of allocated cost of service, and (4) increasing rates for all customer classes in a manner that
moves each class toward its indicated cost of service, taking into account the combined
wastewater and Steelton revenue requirements that are allocated to PAWC’s non-Steelton water
operations.*? The OSBA investigated PAWC’s proposed rate design and revenue allocation by
examining changes in the levels of the class revenues subsidies at present and PAWC’s proposed
rates, exclusive of the Company’s proposed allocation of its unrecovered wastewater and
Steelton revenue requirements to water customers.>> As Mr. Kalcic testified, if a class is not
paying exactly its full cost of service, it is either receiving a subsidy by paying too little, or

providing a sub.sidy by paying too much.** In comparing present and proposed subsidy levels, if

31 OSBA Statement No. 1, at p. 33.

32 PAWC Statement No. 12, p. 36-37.
33 OSBA Statement No. 1, p. 12.

34 OSBA Statement No. 1, p. 13.
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the subsidy grows, the class is moving away from the cost of service, but if the subsidy shrinks,
then the class is moving toward the cost of service.®

Exclusive of the Company’s proposed allocation of its unrecovered wastewater and
Steelton revenue requirements to water customers, the OSBA found that all of PAWC’s non-
Steelton water service customers would move closer to cost of service under PAWC’s proposed
Year 1 revenue allocation.® Similarly, all of PAWC’s non-Steelton water service classes would
move closer to the cost of service under PAWC’s proposed Year 2 revenue allocation, with the
exception of the Residential class, which exhibits a nominal increase in subsidy received, but
which remains essentially at full cost of service.?’

Therefore, exclusive of the Company’s proposed allocation of its unrecovered wastewater
and Steelton revenue requirements to water customers, the OSBA is in agreement with PAWC’s
proposed increases to its Water Operations excluding Steelton classes. However, as discussed
below, the OSBA disagrees with the overall magnitude of PAWC’s proposed shift in revenue
responsibility to water customers, and the manner in which such additional revenue
responsibility is allocated to water service classes. As a result, the OSBA’s recommended
allocations of Year 1 and Year 2 revenues to PAWC’s Water Operations excluding Steelton
customers differ from the Company’s proposals.

B. Cost of Service Study

The OSBA accepted the methodologies employed in PAWC’s filed water and wastewater
cost-of-service studies. Nevertheless, the OSBA reserves its right to address any arguments

concerning such methodologies in a reply brief, exceptions, or reply exceptions.

$Id.
36 OSBA Statement No. 1, p. 14.
37 OSBA Statement No. 1, p. 27.
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C. PAWC’s Rate Design Proposals

PAWC requested a Year 1 increase for its Water Operations excluding Steelton of 12.7%,
increasing the Private Fire Protection Class by 15.3%, and increasing the Public Fire Protection
Class by 7.0%.>® PAWC also proposed water increases to its metered service classes ranging
from 4.1% to 19.1%.3° Such increases reflect the Company’s proposal to recover a combined
$34.6 million of its claimed Year 1 wastewater and Steelton revenue requirements from its Water
Operations excluding Steelton customers.*> PAWC proposed to increase its Year 1 Steelton
Water Operations revenue by 21.5%, with all metered service classes receiving an increase of
20.0%.*! Finally, PAWC proposed to increase its overall wastewater rate revenues by $12.3
million, or 16.9% in Year 1.** Individual wastewater rate zone increases ranged from a decrease
of 5.8% to an increase of 35.2%.%

PAWC’s requested a Year 2 increase for its Water Operations excluding Steelton of
5.9%, including a Private Fire Protection Class rate adjustment of 4.9%, a Public Fire Protection
Class rate adjustment of 1.3%, and increases to its metered-service classes ranging from a low of
2.1% to a high of 8.8%.%** Such increases reflect the Company’s proposal to recover a combined
$36.5 million of its claimed Year 2 wastewater and Steelton revenue requirements from its Water
Operations excluding Steelton customers.*> PAWC proposed to increase its Year 2 Steelton

Water Operations revenue by 16.5%, with all metered service classes receiving an increase of

38 OSBA Statement No. 1, p. 8.
3 OSBA Statement No. 1, p. 8.
“d.
.
42 OSBA Statement No. 1, p. 9.
BId.
4 OSBA Statement No.1, p. 24.
.
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16.6%.% Finally, PAWC proposed to increase its overall wastewater revenues by $4.5 million or

5.4% in Year 2, with individual wastewater rate zones increases ranging from 1.2% to 19.6%.%’

D.  Allocation of Wastewater Revenue Requirement to Water Operations

Act 11 permits the recovery of a portion of PAWC’s wastewater revenue requirement
from water customers in a given rate proceeding, and may be used to mitigate the rate increases
that wastewater customers might otherwise experience if their rates were established on a stand
alone basis.*® The OSBA agrees with PAWC’s proposed increases in class water revenues,
exclusive of the unrecovered cost of wastewater and Steelton service, but the OSBA disagrees
with (1) the overall magnitude of PAWC’s proposed shift in wastewater revenue responsibility to
water customers and (2) the manner in which such additional revenue responsibility is allocated
to water service classes.*’

YEAR 1

Regarding the overall magnitude of PAWC’s proposed Act 11 revenue shift, the OSBA
opposes PAWC’s proposed Year 1 wastewater increase of only 12.1% to Zone 3—Scranton, and
instead recommends a smaller Act 11 shift of wastewater revenue responsibility to water
customers in Year 1.>° The OSBA also opposes PAWC’s proposed 1.2% increase to Scranton in
Year 2.1 PAWC’s proposed Year 1 and Year 2 Scranton wastewater increases are deficient

because they would result in Scranton’s rates moving away from PAWC’s Zone 1 wastewater

O1d.

4T OSBA Statement No. 1,
4 OSBA Statement No. 1,
4 OSBA Statement No. 1,
50 OSBA Statement No. 1,
51 OSBA Statement No. 1
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rate, which undermines PAWC’s goal of wastewater rate consolidation.>? Additionally, PAWC’s
proposal would result in an unnecessary Year 1 shift of wastewater revenue responsibility to
water customers.>

The OSBA recommends that Scranton receive a Year 1 increase of approximately $5.1
million (or 21.5%), which is slightly less than PAWC’s proposed Year 1 increase to its Kane
wastewater operations.* The OSBA’s recommendation impacts PAWC’s requested Year 1 Act
11 shift of $32.9 million of its claimed revenue requirement to non-Steelton water customers in
that the OSBA’s proposed Year 1 Scranton increase is approximately $2.3 million greater than
that proposed by PAWC, resulting in the OSBA’s recommended Act 11 revenue shift in Year 1
being $2.3 million less than PAWC’s proposal (or approximately $30.6 million).>

YEAR 2

For Year 2, the OSBA recommends Scranton receive an increase of approximately 16.5%
over the OSBA’s proposed 2021 rates, which is less than PAWC’s proposed Year 2 increase to
its Kane wastewater operations.’® The OSBA’s recommendation impacts PAWC’s requested
Year 2 Act 11 shift of its claimed revenue requirement to non-Steelton customers in that the
OSBA'’s proposed Year 1 Scranton increase is approximately $6.1 million greater than that
proposed by PAWC, resulting in the OSBA’s recommended Act 11 revenue shift in Year 2 being
$6.1 million less than PAWC’s proposal (or approximately $29.1 million).>’

YEAR 1--ALLOCATION

52 OSBA Statement No. 1, p
3 OSBA Statement No. 1, p.
3% OSBA Statement No. 1, p.
35 OSBA Statement No. 1, p
6 OSBA Statement No. 1, p
1.
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The OSBA also disagrees with respect to the manner in which PAWC allocates
additional revenue responsibility to water service customers. In Year 1, PAWC proposes to
allocate the revenue shortfall based on the class cost of service results shown in the applicable
cost of service studies that contribute toward the overall $34.6 million shortfall.*® However, as
Mr. Kalcic explained, this methodology is inconsistent with the method by which PAWC
determines the overall level of the revenue shortfall.’> PAWC’s total proposed Year 1 shift in
revenue responsibility of $34.6 million is determined by the difference between (1) its claimed
revenue requirement and (2) the level of proposed revenues, across its total wastewater and
Steelton water operations.® To recover the $34.6 million in a consistent fashion, PAWC should
make each non-Steelton water service class responsible for an amount equal to the difference
between (1) the corresponding class’s total revenue requirement, i.e. total cost of service as
measured by the applicable cost-of-service study and (2) the proposed level of class revenues,
summed across PAWC’s total wastewater and Steelton’s operations.®!

Additionally, PAWC’s filed allocation methodology fails to reflect the difference
between total class cost of service and proposed class revenues because PAWC’s proposed
wastewater and Steelton rates do not produce class revenue levels equal to each class’s adjusted
Year 1 cost of service, i.e., total class cost of service less the allocated Act 11 or Steelton
subsidy.5? Had the Company set its proposed wastewater and S'teelton rates so as to recover each
class’s adjusted cost of service, the methods employed by the Company and OSBA would

produce identical results.%*

8 OSBA Statement No. 1, p. 20.
% OSBA Statement No. 1, p. 21.
% OSBA Statement No. 1, p. 21
ol 1d.

62 OSBA Statement No. 1, p. 22.
6 OSBA Statement No. 1-S, p. 6.
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The OSBA’s recommended Year 1 Act 11 and Steelton revenue requirement shortfall
should be allocated as shown on line 22 of Schedule BK-4.5 Each water class’s share of the
shortfall should be determined as the difference between total class cost of service and the
proposed class revenues, summed across PAWC’s wastewater and Steelton water operations.®’
Schedule BK-5 shows the OSBA’s recommended Year 1 revenue allocation for PAWC’s Water
Operations excluding Steelton, which reflects a total increase of $77.3 million or $2.3 million
less that PAWC’s proposal.®® As PAWC’s wastewater and Steelton water operations are
subsidized in Year 1, the OSBA recommends any required Year 1 scale back be applied only to
PAWC’s Water Operations excluding Steelton customer classes, and that the OSBA’s
recommended class increases (exclusive of Public Fire) shown in Column 5 of Schedule BK-5 be
reduced proportionately.®’” However, the OSBA agrees with I&E witness Kubas that wastewater
rates should be included in the scale back in the case where the aggregate disallowance of
PAWC’s requested wastewater revenue requirement exceeds the level of the applicable Act 11
subsidy.8

YEAR 2--ALLOCATION

For Year 2, the OSBA again believes that each class’s share of the revenue requirement
shortfall should be determined as the difference between the total class cost of service and the
proposed class revenues, summed across PAWC’s wastewater and Steelton water operations.*’

The OSBA’s recommended Year 2 Act 11 and Steelton revenue requirement shortfall should be

64 OSBA Statement No. 1, p. 22. Schedule BK-4, which was admitted into the record as part of Mr. Kalcic’s direct
testimony, is attached in the Appendix to the OSBA’s Main Brief, for ease of reference.

65 Id.

% OSBA Statement No. 1, p. 23. Schedule BK-5, which was admitted into the record as part of Mr. Kalcic’s direct
testimony, is attached in the Appendix to the OSBA’s Main Brief, for ease of reference.

67 OSBA Statement No. 1, p. 23.

% OSBA Statement No. 1-R, p. 6.

% OSBA Statement No. 1, p. 29-30.
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allocated as shown on line 22 of Schedule BK-9.”° Schedule BK-10 shows the OSBA’s
recommended Year 2 revenue allocation for PAWC’s Water Operations excluding Steelton,
which reflects a total increase of $37.3 million over the OSBA’s Year 2 starting revenues of
$712.2 million.”* If the PUC awards PAWC an overall Year 2 increase that is less than its
combined request of $46.2 million, the OSBA recommends that any required scale back be
applied only to PAWC’s Water Operations excluding Steelton customers, and the OSBA’s
recommended class increases (exclusive of Public Fire) shown in Column 7 of Schedule BK-10

be reduced proportionately.’?

E. Allocation of Steelton Revenue Requirement to Other Water Operations

The OSBA accepted the Company’s proposal to shift approximately $1.8 million and
$1.4 million of revenue responsibility, respectively, in Years 1 and 2 from Steelton customers to
PAWC’s Water operations excluding Steelton customers. However, the OSBA disagreed with
the manner in which the Company proposed to allocate its Steelton revenue shortfall to non-
Steelton water classes. For the reasons discussed in the previous section, the OSBA avers that
the Company’s Steelton revenue shortfall should be allocated to non-Steelton classes based on
the difference between the total Steelton class cost of service and the proposed Steelton class

revenues, in both Years 1 and 2.

70 OSBA Statement No. 1, p. 29. Schedule BK-9, which was admitted into the record as part of Mr. Kalcic’s direct
testimony, is attached in the Appendix to the OSBA’s Main Brief, for ease of reference.

1 OSBA Statement No. 1, p. 30. Schedule BK-10, which was admitted into the record as part of Mr. Kalcic’s direct
testimony, is attached in the Appendix to the OSBA’s Main Brief, for ease of reference.

21d.
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F. Separate Stormwater Rate
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to
address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

XIII. RECOMMENDATIONS FOR ACTIONS RELATED TO THE COVID-19

EMERGENCY

Except for urging the ALJ and PUC to deny PAWC’s request for a rate increase in its
entirety at this time due to the ongoing COVID-19 pandemic, or alternatively to direct PAWC to
submit revised capital investment and expenditure budgets for the FPFTY periods that minimize
the need for any rate increase at the present time, the OSBA took no position on this issue.
Nevertheless, the OSBA reserves its right to address any arguments concerning this issue in a
reply brief, exceptions, or reply exceptions.

Additionally, the OSBA encourages the ALJ and PUC to incorporate any required or
recommended actions found in the October 13, 2020 Order issued by the Commission at docket
M-2020-3019244. In particular, the OSBA encourages the Commission to repeat its directive in
that Order that:

“Unless otherwise authorized by the Commission, a utility shall offer a
payment arrangement for a period of no less than eighteen (18) months to small
business customers, as defined by a utility’s tariff, with past due amounts. A small
business customer which remains current on its payment arrangement and current

bill shall not be terminated. A small business customer which is denied a payment
arrangement by a utility may file a complaint with the Commission.”

7 Order, entered October 13, 2020, at Docket No. M-2020-3019244, p. 4-5.
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XIV. LOW-INCOME CUSTOMER ASSISTANCE

A. H20 Discount Program Design
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

. address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

B. Hardship Fund
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

C. Low-Income Customer Outreach, Data Collection and Reporting
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

D. Comprehensive Universal Service Plan
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

E. Winter Shut-Off Moratorium
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.
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XV. SERVICE QUALITY AND CUSTOMER SERVICE ISSUES

A. Customer Performance Service Standards
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

B. Call Centers
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

C. Customer Complaints
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

D. Customer Satisfaction Surveys
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

E. Training on Termination of Service
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

F. Pressure Surveys and Pressures
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.
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G: Main Extensions
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

H. Sewage Backups

The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to
address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

I Tenant Issues and Protections

The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

J. Language Access
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

K. Protection for Victims of Domestic Violence

The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

XVI. TARIFF CHANGES

A. Limitation of Liability
The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.
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B.

Chapter 56 Customer Protections to Be Included in Tariff

The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

C.

Align Tariff Language on Low-Income Customers with Actual Practice

The OSBA took no position on this issue. Nevertheless, the OSBA reserves its right to

address any arguments concerning this issue in a reply brief, exceptions, or reply exceptions.

XVII. CONCLUSION

In view of the foregoing, the OSBA respectfully requests that the ALJs and Commission:

1.

2.

Deny PAWC’s request for a rate increase; or, in the alternative,

Direct PAWC to submit revised capital investment and expenditure budgets for
the FPFTY periods that minimize the need for any rate increase at the present
time,

Adopt PAWC’s Year 1 and Year 2 class revenue allocation proposals for water
service, exclusive of PAWC’s proposed allocation of its unrecovered wastewater
and Steelton revenue requirements to water customers,

Reject PAWC’s proposed allocation of its unrecovered wastewater and Steelton
revenue requirements to water customers in Year 1 and Year 2,

Adopt the OSBA’s recommended allocation of unrecovered wastewater and
Steelton revenue requirements to water customers in Year 1 and Year 2, in the
amounts of $32.3 million and $30.4 million, respectively,

Adopt the OSBA’s recommended scaleback methodology,
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7. Reject PAWC’s proposed RCS, and

8. Reject PAWC’s proposed pension and OPEB tracker.

Respectfully submitted,

/s/ Erin K. Fure

Erin K. Fure
Assistant Small Business Advocate
Attorney ID No. 312245

Office of Small Business Advocate
555 Walnut Street, 1% Floor
Harrisburg, PA 17101

Dated: November 10, 2020
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Proposed Findings of Fact

1. On March 6, 2020, Governor Tom Wolf issued a Proclamation of Disaster
Emergency attesting to the existence of a disaster emergency in Pennsylvania due to
COVID-19. |

2. PAWC initiated the current base rates case on April 29, 2020, fifty-four days after
Governor Wolf’s issuance of the Proclamation of Disaster Emergency.

3. PAWC could have delayed its filing or chosen another time to file.

4. In September 2020 there were over 6,113,000 confirmed cases of COVID-19 in
US and there were over 187,000 confirmed deaths from COVID-19 in US.

5. In August 2020, the US unemployment rate was 8.4% as of August, 2020.

6. The Pennsylvania unemployment rate was 13.7% as of July, 2020.

7. The total US small business revenue was down 19.1% from January, 2020, with
PA small business revenue down 24.0% for same period.

8. The total US small businesses openings were down 19.1% from January, 2020,
with PA small business openings down 14.5% for same period.

9. PAWC has not proven by substantial evidence that an increase in its rates is just
‘and reasonable at a time when its customers have been adversely affected by the

COVID-19 pandemic’s economic impact.
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Proposed Conclusions of Law

1.

Every rate made, demanded, or received by any public utility, or by any two or more
public utilities jointly, shall be just and reasonable, and in conformity with regulations or
orders of the commission. 66 Pa. C.S. § 1301(a).

No public utility shall, as to rates, make or grant any unreasonable preference or
advantage to any person, corporation, or municipal corporation, or subject any person,
corporation, or municipal corporation to any unreasonable prejudice or disadvantage. 66
Pa. C.S. § 1304.

No public utility shall establish or maintain any unreasonable difference as to rates, either
as between localities or as between classes of service. 66 Pa. C. S. § 1304.

The rate increase sought by PAWC during the COVID-19 pandemic is neither just nor
reasonable, as it increases rates for consumers at a time of economic hardship and
decline.

PAWC has failed to prove by substantial evidence that an increase in its rates is

necessary during the COVID-19 pandemic.
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