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DIRECT TESTIMONY OF ROD P. NEVIRAUSKAS

I. INTRODUCTION

Q. Please state your name and business address.

. My name is Rod P. Nevirauskas and my business address is 800 West Hersheypark Drive,

Hershey, Pennsylvania 17033,

. By whom are you employed and in what capacity?

A. Tam employed by Pennsylvania American Water (“PAW”) as Director of Rates and

Regulation.

Q. Please describe your educational background and business experience.

. I received a Bachelor’s Degree in Economics from the University of Massachusetts.

Since beginning my employment with American Water Works in 1980, I have held various
positions of increasing responsibilities in rates and finance. In October 2004, T was named
Manager of Rates and Regulation for the AWW Shared Services Center (“SSC”), a financial
services organization providing national support to AWW subsidiary operating companies.
In 2005 1 was promoted to the position of Director of Financial Services at the SSC. In that
capacity, I led the SSC Rates and Regulation group in supporting rate case filings for all
AWW regulated operating subsidiary companies. Effective January 1, 2009, I assumed my

present position as Director of Rates and Regulation for Pennsylvania American Water.

Q. Have you previously testified before regulatory agencies?

A. Yes, I have testified on numerous occasions on behalf of company rate filings and

financings in the States of Connecticut, Rhode Island, New Jersey, New Hampshire,

Maryland, New York, Ohio and the Commonwealths of Massachusetts and Pennsylvania.
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II. PURPOSE OF TESTIMONY
Are you generally familiar with the books and records of the Company?
Yes, I am.
What system is followed in keeping the general books of accounts and related records
of the Company’s Clarion Wastewater Operations?
The general books of accounts and related records of the Company are kept in conformity
with the Uniform System of Accounts for Water Companies.
Have you prepared, or caused to be prepared, financial exhibits in support of the
Company’s application to increase rates?
Yes, ] have. The Company has filed exhibits, which reflect its accounting and financial
condition and which support the Company’s request for increased rates. In particular, PAW
Exhibit No. 1 sets forth the Company’s future test year revenue, expense and rate base
claims. Applicable work papers are also contained in the Company’s filing in the supporting
schedules of the filing
Are the exhibits as currently filed correct to the best of your knowledge and belief?
Yes, they are.
What is the source of data for these exhibits?

The exhibits were prepared utilizing the general books and records of the Company and

other supporting data with an historic test year being established as the twelve months ended

December 31, 2009, Since the purpose of rate making is to set rates to be applied in the future,

based on test year data, recorded test year data have been adjusted on a pro forma basis, where

appropriate, to reflect known and measurable changes in operating conditions which are not
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fully reflected in the test year results and which will continue to impact operations in the future.

The Company is relying principally on data for a future test year ending December 31, 2010.

10. Q.

A.

11. Q.

12. Q.

Are there any other items of discussion relevant to this case?

PAW is committed to furnishing safe and adequate water and wastewater service to its
customers at just and reasonable rates that provide a fair return to its sharcholders. Asa
result of this commitment, which translates into an ongoing need for investment in new and
replacement infrastructure, as well as the ability to attract capital, the Company finds it
necessary to request a rate adjustment at this time.

What are the overall results shown in Exhibit No. No. 1?

The total effect of the pro forma adjustments on the operations of the Company results in a
required revenue increase of $969,000. This represents an approximate 84 percent increase
over revenue over present rate revenue.

What is the scope of your testimony?

My testimony will cover seven areas. First, I will provide a ratemaking summary of the
requested increase in rates. Second, 1 am sponsoring the Company’s revenue claim. Third, I
am supporting the Company’s pro forma capital structure, and cost rates of debf and
preferred stock. Fourth, I will discuss the Company’s new customer assistance program for
wastewater customers. Fifth, I explain why the Company is not proposing to recognize, for
rate purposes, the Clarion utility plant acquisition adjustment. Sixth, I will support the
Company’s development of federal and state income taxes appropriate for use in this
proceeding. Finally, I address proposed changes to the Clarion Wastewater Operations’ tariff

rules and regulations.
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13. Q.

A,

14. Q.

15. Q.

111, RATEMAKING SUMMARY
Please summarize and then describe the major elements of the requested rate increase.
Current Clarion Wastewater rates are no longer adequate to support the Company’s
operating costs and the investment necessary to meet the needs and expectations of our
customers, The requested rate increase in revenues of $969,000 was calculated in
accordance with previously accepted principles used for ratemaking in Pennsylvania and is
based on a requested overall rate of return of 8.85%. The rate request is summarized in
briefing sheet format on Schedule RPN-1, which is attached.
Please briefly explain what is set forth in Exhibit No. 1.
This exhibit presents Clarion’s rate base, revenue, expense and tax information on the basis
of a historical test year (“HTY”") ending December 31, 2009 and a future test year (“FTY")
ending December 31, 2010. As in previous rate cases, the requested increase is based upon
adjusted FTY data. In Exhibit No. 1, the HTY is identified as “Present Rates at December
31, 2009” and the FTY as “Present Rates at December 31, 2010”.
Please explain your specific areas of responsibility regarding Exhibit No. 1.
As noted previously, I am sponsoring the Company’s revenues, pro forma capital structure
and cost rates of debt and preferred stock, the proposed customer assistance program for
wastewater customers, the proposed treatment of the utility plant acquisition adjustment, and

the calculations of state and federal income taxes which are included in Exhibit No. 1,
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16. Q.

A,

17. Q.

1V. REVENUES
Please explain the development of pro forma revenues as set forth in Exhibit No. 1.
The process of developing the Company’s revenue claim begins with revenues recorded on
the Company’s books of account at December 31, 2009, to which various adjustments were
made. A summary of the development of pro forma revenues under present and proposed
rates is set forth on pages 2 and 3 of Exhibit No. 1, which shows operating revenues by
customer classification for the twelve months ending December 31, 2009 and December 31,
2010. Page 4 is a summary of the various adjustments made to book operating revenues to
arrive at pro forma operating revenues under present rates for the twelve months ending
December 31, 2009 and December 31, 2010.
Please explain the various adjustments to the Company’s book revenues that were
made to develop pro forma wastewater revenues under present and proposed rates.
The following adjustments were made to develop pro forma wastewater sales revenues
under present and proposed rates.
Changes in Number of Residential and Commercial Customers., As shown on page 2 of
Exhibit No. 1, adjustments were made to annualize historic test year revenues based on the
number of residential and commercial customers at December 31, 2009. These adjustments
annualize the revenue effect of additions, losses and reclassifications of residential and
commercial customers during the historic test year. In addition, as shown on page 3 of
Exhibit No. 1, adjustments were made to increase or decreases future test year revenues to

reflect a full year’s revenue for the projected increases or decreases in the number of
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18. Q.

residential and commercial customers during the twelve months ending December 31, 2010.
Detailed calculations for these adjustments appear in the supporting schedules of the filing.
Reclassify Revenues. As shown on page 5 of Exhibit No. 1, an adjustment was made to
reclassify the revenue for Strattanville Borough from the municipal bill class to the bulk bill
class. Prior to the Company’s acquisition of Clarion Area Authority, Strattanvilie Borough
contracted with Clarion Area Authority to use its treatment and disposal facilities for their
sanitary sewage,

Specific Customer Adjustment. Effective July 1, 2010, Owens Illinois Glass will
permanently close its Clarion plant. An adjustment was made to eliminate all usage and the
associated revenue. A detailed calculation for the adjustment appears in the supporting
schedules of the filing.

Please explain any adjustments made to the Company’s Other Operating Revenue,
Adjustments were made to Other Operating Revenue with respect to late payment charges.
These adjustments were made to change late payment charge revenue based on: (1) the
annualized effect of changes to wastewater revenues at December 31, 2010; and (2) the
annualized effect of the rate increase proposed by this rate filing. These adjustments are
shown on page 9 of Exhibit No. 1. The late payment charge is 1 2 % of delinquent billings.
Consequently, as the Company’s billed revenue increases due to rate increases, lat payment
charge revenue increases correspondingly. Therefore, late payment charges as a percentage
of total wastewater revenues were calculated based on book data for the historic test year,
and that percentage was applied to pro forma revenue at present and proposed rates to
calculate the corresponding adjustments to late payment charge revenue. Because the

Company is claiming a level of late payment charge revenue based upon a percentage of pro
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19. Q.

20. Q.

21. Q.

22. Q.

forma wastewater revenues, any change {o wastewater revenue under present or proposed
rates requires a concomitant adjustment to late payment charge revenue.

Were the pro forma revenues under present and proposed rates, as reflected in Exhibit
No. 1, verified by applying present rates and proposed rates to an analysis of

customers’ bills?

. Yes, pro forma revenues were verified by a bill analysis.

Does Exhibit No. 1 set forth the number of customers served by the Company by
customer class?

Yes, it does. Page 10 shows the actual number of customers served at December 31, 2008
and December 31, 2009 and the projected number of customers to be served at December
21, 2010.

How does the Company propose to increase base rates to recover the proposed revenue
increase?

The proposed rates consist of a service charge or customer charge for each classification
plus a single volumetric charge applicable to all bill classes. These rates were designed to
recover the Company’s proposed revenue increase, and to develop a rate design that will
eventually lead to rate consolidation of all PAW’s wastewater customers utilizing a single

block rate.

V. RATE OF RETURN
Please describe the Company’s proposed capital structure in this case.
The capital structure is based on PAW’s projected debt, preferred stock and common equity

rates at December 31, 2010, exclusive of the Pennsylvania Economic Development
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24. Q.

Financing Authority loan that was utilized to finance the construction of the Coatesville
Treatment facility. The resulting capital structure, as shown on page 2 of Exhibit RPN-2,
produces for ratemaking purposes a weighted cost/overall return of 8.85% using a proposed
return on equity of 11.50% (see testimony of Paul R. Moul).

How did the Company determine the cost rates for each component of the capital
structure?

For PAW as a whole, excluding the project-specific Coatesville PEDFA funding, the cost
rate of the long-term debt (6.16%) and preferred stock (8.11%) were developed based on a
weighting of the individual issuances, their respective interest rates, issuance cost and terms
at December 31, 2010, as set forth on pages 4 and 5 of the attached Exhibit RPN-2. The
cost of common equity supported by Mr. Moul is 11.75%. However, for the purpose of this
proceeding, the Company has selected an 11.50% cost of equity in calculating its requested
overall rate of return in order to minimize the impact of the proposed increase on customer

rates, resulting in an overall recommended return on rate base of 8.85%.

V1. CUSTOMER ASSISTANCE PROGRAM
Arxe you proposing the implementation of a customer assistance program for the
Company’s Clarion wastewater customers?
Yes. In the last Coatesville wastewater rate case, the Company agreed to propose, in its next
general base rate filing, a customer assistance program for its Coatesville wastewater
customers who may require financial assistance to meet their bill paying obligations. The
Company 1s pleased to report that it is proposing to establish a low income customer

assistance program not only for its Coatesville customers but for all of PAW’s wastewater
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25. Q.

26. Q.

27.Q.

customers, with the exception of the remaining customers being charged under an
availability rate.

How will the program for wastewater customers be structured?

The program will be structured and administered in the same manner as the current program
for water customers. The program has two components; a grant program and a service fee
discount. The program will be administered by Dollar Energy and funded by PAW, and the
eligibility criteria will be the same as the Company’s successful water program.

Please describe the customer assistance program funding.

PAW presently funds the water program in the amount of $250,000 per year. Extrapolating
that amount to the wastewater program based on the number of customers produces an
equivalent funding level of approximately $6,900. The Company will initially fund the

wastewater program with an annual contribution of $10,600.

VII. UTILITY PLANT ACQUISITION ADJUSTMENT
With the understanding that PAW has never filed a wastewater rate case for Clarion
Wastewater system, are there any utility plant acquisitions issues to be addressed?
PAW has recorded on its books for Clarion a negative acquisition adjustment of $1,950,367.
Clarion was acquired in 2008 by PAW. It was regarded as a troubled system and, in fact
was operating under the terms of a DEP consent order. The system required significant
improvements by PAW to bring it into complacence with DEP regulations. It is the
Company’s position that the poor condition of the acquired assets fully justify not
amortizing “above the line” the difference between the purchase price and the higher

depreciated original cost.
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28. Q.

A.

29. Q.

30. Q.

A.

VII. INCOME TAXES
How were the Company’s proposed income tax expense allowances developed?
The derivation of state and federal income taxes at proposed rate levels is shown on pages
39 and 40 of Exhibit No. 1. As shown in those calculations, the tax effects of accelerated
depreciation were normalized for federal income tax purposes and flowed-through in
calculating state income taxes. Deferred taxes were calculated for the FTY and deducted

from rate base as reflected on Page 11 of Exhibit No. 1.

IX. PROPOSED RULES AND REGULATIONS
Is the Company proposing changes to its tariff for the Clarion wastewater operations
in this case?
Yes, it is. The Company is submitting a new tariff that has been substantially revised to
more closely align with the Model Tariff for wastewater service that the Commission has
developed, makes available on its website and recommends for use by jurisdictional
wastewater utilities. The rules and regulations set forth in the new tariff are substantially the
same as those the Company adopted for its Coatesville Wastewater Operations (“CWW™),
which were also based on the Commission’s Model Tariff and were approved by the

Commission in CWW’s last base rate case at Docket No. R-2008-2032689.

Does this conclude your testimony?

Yes it does.

10



Exhibit RPN-1

Pennsylvania American Water

Clarion Wastewater Operations
Summary of Rate Increase Request

Filing Date: April 23, 2010

Historic Test Year: 12 Months Ended December 31, 2009
Future Test Year: 12 Months Ended December 31, 2010
Increase Reguested: $969,000

Percentage Increase: 84% in overall revenues

Effective Date: January 22, 2011 (based on full suspension)
Rate of Return: 8.85% on rate base; 11.5% ROE

Type of Capital Proportion of Total Cost Rate Weighted Cost
Debt 49.21% 6.16% 3.03%
Preferred Stock 72% 8.11% .06%
Common Stock 50.07% 11.50% 5.76%

Total 100% 8.85%



Pennsylvania American Water Company

Exhibit RPN-2

Capital Structure @ 12/31/09 Page10f5
Total Company
Excluding Coatesville WW PEDFA - Specific Project Financing
Historic Cost Weighted

12/31.2009 Ratios Rate Cost Rate
Long term debt $ 951447759 49.82% 6.25% 3.11%
Preferred Stock 14,171,700 0.74% 8.11% 0.06%
Common Equity 944,413,846 49.44% 11.50% 5.69%
Total Permanent Capital $ 1,910,033,305 100.00% 8.86%
Long term debt $ 951,447,759
PEDFA 47,000,000

General Ledger 998,447,759



Fennsylvania American Water Company

Capital Structure @ 12/31/10
Total Company

Excluding Coatesville WW PEDFA - Specific Project Financing

Long term debt
Preferred Stock

Common Equity

Total Permanent Capital

Notes:
Equity infusion

New 2010 LTD

LTD (PENNVEST)
LTD (PENNVEST)
LTD (PENNVEST)
LTD (PENNVEST)
LTD {PENNVEST)
LTD (PENNVEST)

Exhibit RPN-2

Page 2 of 5

Historic Cost Weighted

12/31.2009 Ratios Rate Cost Rate

$ 966,055512 49.21% 6.16% 3.03%

14,171,700 0.72% 8.11% 0.06%

982,987,846 50.07% 11.50% 5.76%

3 1,963,215058 100.00% 8.85%
$ 16,000,000 Dec-10
207,987 Apr-10
12,150,000 Apr-10
2,125,000 Apr-10
2,125,000 Jul-10
2,170,000 Jui-10
2,819,283 Apr-10

21,597,270

38,574,000
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