BECIIVED RN
-«l:".[ e r‘-’fl‘.“!i"f
o EEN N B Y

..~ yREAD AND LANIADO, LLP

ATTORNEYS AT LAW

20071 0CT -5 PM W 29 25 EAGLE STREET

ALBANY, NEW YORK 12207-1901

(518) 465-9313 MAIN
(6518) 465-9315 FAX

KEVIN R. BROQCKS WWW.READLANIADO.COM HOWARD J. READ
CRAIG M, INDYKE RICHARD C.KING
DAVID B, JOHNSON OF COUNSEL

SAM M. LANIADO

STEVEN D. WILSON Via Hand Delivery

October 5, 2007

Hon. Jaclyn A. Brilling

Secretary

New York Public Service Commission
Three Empire State Plaza

Albany, NY 12223-1350
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Dear Secretary Brilling:
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Mr. Frank X. Simpson Mr. David Hunter
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Case 07-W-0508 Simpson - Rebuttal

1I

Are you the same Frank X. Simpson who filed direct testimony in this proceeding?
Yes, [ am.

What are the areas yon will address in your rebuttal testimony?

e R

First, I will summarize and identify those Staff adjustments that the Company accepts; those
adjustments that the Company does not agree with, but will not contest for purposes of this
proceeding; those adjustments that the Company agrees with in principle, but need to be
recalculated based on the most current data or adjustments that may have surfaced as a result of
the discovery request process; and finally, those adjustments which the Company disagrees
with. For ease of reference, I will utitize Mr. Higgins® Exhibit (KHJ-1), Schedule 2, and
identify our position and the witness rebutting such adjustment by his numbers. I will then
support Exhibit (FXS-1), which will depict the Company’s current position, reflecting the
relevant Staff adjustments and incorporating additional updates and more recently-available
information. I will then address Staffs’ testimony with respect to consolidated capital structure,
cost of debt, return on equity, and the level of equity in the capital structure. I will then address
Staff’s testimony with respect to specific adjustments to the Invoice component of O&M. I will
conclude by addressing the Association of Fire Districts Nassau County’s concern regarding

public fire hydrants.

Staff Adjustments to Operation & Maintenance Expense, Depreciation Expense, and Taxes Other

Than Income

3.

Q. What is the Company’s position with respect to Staff’s proposed adjustments to Operations
& Maintenapce Expense, Depreciation Expense, and Taxes Other Than Income?

A. Please see Exhibit (FXS-2), which lists all of Staff’s proposed adjustments and the Company’s
position with respect to such. The Company has indicated on Exhibit (FXS-2) the witness for

each adjustment that is being rebutted.
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Case 07-W-0508 Simpson - Rebuttal

Staff Adjustments to Rate Base

4 Q.

A

What is the Company’s position with respect to Staff’s proposed adjustments to Rate Base?
Please see Exhibit (FXS-3), which lists all of Staff’s proposed adjustments and the Company’s
position with respect to such. The Company has indicated on Exhibit (FXS-3) the witness for

each adjustment that is being rebutted.

Staff Adjustments to State and Federal Income Taxes

5. Q.

A

What is the Company’s position with respect to Staff’s proposed adjustments to State and
Federal Income Taxes?

Please see Exhibit (FXS-4), which lists all of Staff’s proposed adjustments and the Company’s
position with respect to such. The Company has indicated on Exhibit (FXS-4) the witness for

each adjustment that is being rebutted.

CAPITAL STRUCTURE

Long-Term Debt

6. Q.
A.
7. Q.
A.

Please summarize Staff’s position on long-term debt.

Staff is utilizing the consolidated capital structure of American Water to assign the cost of long-
term debt and preferred stock for LIAW,

Do you agree with Staff’s utilization of the consolidated capital structure of American
Water?

No, 1 do not. The determination should be based on LIAW’s actual capital structure,
not an imputed cost based on debt and preferred stock that may be on the books of
sister companies in California or Pennsylvania. The cost of debt for LIAW is known,

and real. The Company should be regulated on the weighted average cost of debt to

which its assets are pledged as collateral. Staff has Jowered the Company’s cost of
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Case 07-W-0508 Simpson - Rebuttal

Retu

9

on

long-term debt from 6.44% (updated in Staff IR-3) to 6.11%, a reduction in revenue
requirement of approximately $162,000. On the other hand Staff” increased the cost
of preferred stock from 4.5% to 7.71%, increasing the Company’s revenue
requirement by approximately $64,000. From a revenue requirement standpoint the
utilization of the consolidated cost of long-term and preferred nets to a revenue
reduction of approximately $100,000. This reduction is significant form the
standpoint of the Company, but not material as the adjustments to return of equity of
approximately $1.4 million and the equity ratio of approximately $0.3 million. In this
particular proceeding the cost of debt on a consolidated basis of 6.11% and 6.44% on
a stand-alone bases are not significantly different. Suppose the consolidated cost of
debt was 6.11%, but the stand-alone was only 3.00% as a result of its entire portfolio
being tax-free, would the Commission consider a positive adjustment $1,5 million in
the Company’s favor sound regulatory policy?
Does Staff properly reflect the stand-alone cost of debt for LIAW?
No. The cost of debt was updated from 6.18% to 6.44% in conjunction with the Company’s
response, Please see attached as Exhibit (FXS-6) the Company’s response to Staff IR-3.

wi
Does the Company agree with Staffs proposed Return on Equity of 9.10%?
No. I will leave the Company’s rebuttal to Staff’s return on equity testimony to our witness
Mr. Robert Rosenburg. This exceedingly low return will only contribute to keeping the
Company’s financial performance at levels that are totaily unacceptable from the market’s
perspective. The Company has not been able to earn its allowed return on equity for a

number of years now, and based on many of the adjustments presented in Staff’s initial case,

1 would have o say the prospect of this continuing is more than likely. The Company's
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Case 07-W-0508 Simpson - Rebuttal

10.

11.

12.

13.

Q.

>

actual retum on equity for the last three calendar years 2004, 2005 and 2006 was 0.82%,
5.76% and a negative -2,52%, respectively; this equates to an average retumn of 1.35%.
LIAW must compete for capital from American Water Works Company. These returns
hobble the Company’s ability to compete, Returns of this level are simply not acceptable to
the market or our investors,
Do you agree with Staff’s equity ratio of 45%?
No, the Company does not agree with the proposed equity ratio of 45%. American Water
has made a commitment in the IPQO that its equity at issuance will be a minimum of 45% and
LIAW has stated that its percentage will be 50%. We will provide an actual common equity
ratio if the IPO is consummated prior to the close of this proceeding. Company’s witness Mr.
Rosenburg will address this matter.

OPERATING EXPENSE
If Staff is going to impute a consolidated capital structure for the Company, is it
appropriate to utilize a 34% federal income tax rate?
No. If the Staff is recormmending the utilization of a consolidated capital structure, il should
also utilize the 35% federal income tax rate that would be applicable to a consolidated filing as
compared to the 34% for a stand-alone filing,
Are you now recommending a consolidated capital structure?
No.
Would the Company support a multi-year rate plan?
Yes. We believe an appropriate multi-year rate plan could be in the public interest and we
expect to discuss that matier with the parties. We are optimistic that the parties can crafl a plan
that would meet the Commissions’ goals. Such a plan must allow the Company to recover its
prudently incurred costs and allow the Company to compete successfully for the enormous

amount of capilal it needs to renew Long Island American Water Company’s infrastructure.
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Case 07-W-0508 Simpson - Rebuttal

14,

15.

The multi-year settlement reached in the last case did not meet that standard. Continued sub-
par earning or outright losses are not sustainable. In a multi-year plan the Company should be
afforded the opportunity to recover its increased operating expenses and a return on it increase
in rate base resulting from the on-going capital program. Attached to this rebuttal please find
Exhibit (FXS-5), which depicts the increases in operating expense for the out-years of a multi-
year rate plan. To derive the out-years the Company started with its adjusted operating
expenses for the rate year ended March 31, 2009 and increased each category by the projected
change in operating expenses for calendar year 2008 as compared to 2007,

Do you agree with Staff’s elimination of the entire $58,252 of software related costs in the
Imvoice category of O&M?

1 am in agreement with the majority of his adjustment and stated such in my response to Staff
IR-180. However, even though we may not have any expenses related specifically to SAP
sofiware licenses in the pro forma vear; we will incur other software Atype expenditures. For
example, American Water has recently purchased and implemented Hyperion 9, which we will
be utilizing for reporting and budgeting purposes. Hyperion 9 and the related costs such as
licenses do not come free; there will be a cost to LIAW. In the current age of technology, where
changes and efficiencies are happening at an ever accelerating pace, it would not be practical to
assume that we will not be incurring any additional software related costs. This is an example
of a category of recurring costs made up of different costs each year. In my response to Staff
IR-180 I recommended a reduced amount of $16,000 ($17,796 including inflation) as a more
appropriate level of expense. I believe this is more likely considering the magnitude of ongoing
software change and the fact American Water is currently implementing Hyperion 9.

Do you helieve it is appropriate to update various revenue, expense and rate base amounts

to reflect the most recent and best available information as the proceeding progresses?
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16.

17.

18.

A.

Yes, I believe it is sound policy, especially in a future looking test year, to update the case to
reflect the most recent and best available information.

Did Staff reflect an adjustment to security costs as a result of the Company’s response
to Staff IR-180?

No, Staff did not adjust the $29,143 of security costs in the base year to reflect the known and
subsequent increases in security costs of $15,231 that were included in the response to StaffIR-
180. Subsequent to the base year the Company increased security at the Lynbrook office and
operational facility in the amount of $15,231 per annum. Please see Exhibit (FXS-7).

Does the Company agree with Staff*s proposed adjustment to remove business services
project costs recovered though the RAC?

Yes, bui only if the RAC continues. I the RAC is eliminated as suggested by Mr. Van Cook

then this amount, offset by the annual demutualization, needs to be replaced with inflation

through the end of the pro forma year.

What is the status of Case 05-W-0339, the Company’s open Pension / OPEB

proceeding?

Staff has issued its Audit Report and is awaiting the Company’s official response. The
audit report goes through December 31, 2003 and depicts what Staff believes the
internal reserve balance and the deferred debit balance (difference between what is
allowed in rates and the actual expense) should be. The Company is in agreement
with Staff’s calculations through the end of 2003 and has brought forward the
calculation through the end of 2006. This calculation through the end of December
31, 2006 was supplied in the Company’s response to Staff —198 and 199. The

Company’s Audited financial statements as of December 31, 2006 includes a liability
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19.

20.

to the ratepayers of approximately $2.8 million for the internal reserve, which is
available to be refunded. It is the Company’s desire to work with Staff and agree on

the most efficient, effective and timely method of refunding this liability.

Q. Does the Company wish to comment on the Association of Fire Districts Nassau
County position with respect to public fire hydrants?

A Yes. The cost of service associated with providing public fire service entails much more
than the direct costs related to hydrant testing and repairs, replacements and service
upgrades. Most of the costs are associated with the capital investment in the extra
capacity of the distribution system necessary to provide fire demands. These
distribution system investments include the additional cost for the larger mains
required for fire flows as well as the extra capacity designed in pumping and storage
facilities. It is common in base extra capacity allocations to allocate anywhere from
10% to 30% of these distribution facilities to fire protection depending on the size of
the system and the population of the areas served. The allocation of rate base
associated with these facilities in turn allocates a portion of income for return and
related income taxes to the fire protection classification. This income and income tax
allocation added to the direct operating and maintenance costs generally supports an
annual fire hydrant rate well in excess of $500,

Q. Does this conclude your rebutta) testimony?

A. Yes, it does.



Pro Forma Statement of Income

Long island American Water Base Year: Twelve Months Ended: 12/31/06
Case No: Exhibit 8
Witness Responsible: F, XC Simpson Page 1 of 47
Exh. 9 12 Months 12 Months Twelve Manths Ended 3/31/2009
Line Ref Actual Ended 12/31/07 Ended 12/31/08 Present Proposed
Ng, Description Pg. No.  12/31/2006 Adjustment Forecast Adjustment Forecast Adjustment Rates Adjusiment Rates
1
2 Operating Revenues 2-8 $39,292 737 $S9,984 $39,392,721__ $3,838,032 $43.230.753  ($1,103,103) $42,127,650 __ $8,544,341 $50,671,991
3
4 O & M Expenses 13-38 19,373,244 2,494,456 21,867,700 1,020,185 22,887,884 483,968 23,371,851 60,407 23,432,258
5
6 Depreciation 39-40 2,654,440 244592 2,809,032 137.444 3.036.476 38,854 3.073.330 0 3,073,330
7 Amortization 525 0 525 (350) 175 (175) 0 0 0
B8
9 Taxes Other Than Income  41-45 12,774,455 (336,010) 12,438,445 72,737 12,511,182 11,077 12,522,259 27,688 12,549,847
10
11 State Income Tax 46 {71,108) 18,436 (52,672) 180,795 128,123 {145,907} (17,784) 702,714 884,930
12
13 Federal income Tax 47 {261,741) 92,173 {169,568) 815,683 646,115 (508,374) 139,740 2,638,201 2,775,941
14 Amort of ITC (15.000) 0 {15,000} 0 {15,000} o {15,000} Q {15.000)
15
16 Total Operating Expenses 34,454 815 2,513,648 36,968,461 2,226,494 39,194,955 {120,558) 38,074,398 3427010 42,501,406
17
18 Utility Operating Income $4,837,922 ($2,413,662) $2.424260  $1.611,538 $4,035,798 ($682,544) $3.053.254  $5117.331 $8,170,585
19
20
21 Rate Base $80,169,797 $86,334,606 $92,634 366 $94,403,761 $84,403,761
22
23 Retum on Rate Base 6.03% 2.81% 4.34% 3.23% 8.685%
24
25 Restum on Equity -0.50% -0.98% 2.18% -0.10% 11.00%
26
27
28
29
30
3
32
33
34
35

(1~SXd) ITqruxy



Long island Water Corporation

Summary of Staf! Adjustments
For the Rate Year Ending March 31, 2009

Adito,

Oparsting & Malntenance Expensen

1) To adjust unicn payroll basad on pay increases st GDP.
2) To adjust unicn payroll io reflect only three months of 2008 wage Incrasse.
3) To adjust OT basad on 2-yeur average without AMR {2004-2005).
4) To adjust non-union salasies bassd on pay Incresse at GDP,
5) To remove incentive pay from the company’s payroll fi t
§) To sdjust the parcant chargad to caplial based on the HTY without AMR.
7) To adjust productivity for st of Staff's psyroll adjustments.
8} To adjust productivity o Includs frings benefits and payroll taxes.
Toial Adjustmants 1o Payroil

Burehansd Power

To refiact sinfl's forocast of rete year purchased power sxponse.
Eunl

Ta refisct staff's foracast of rate year fuel expense.

lmeolcey
1) To remove NON-ECINTINgG Sevarance pay from the company’s forecast (IR 186).
Z) To ramuve nor-recnring scfiwire programn sxpenss from the (IR 182).
3} To remove business services project costs recovered vis the RAG (IR 16).
4) To remove HYY safety sward program payments (R 147).
5} To remove unsupportesd non-recurring HTY adiustment (R 178}
6) To normalize to maintenance sxpenss based on 8 d-year average.
7} To reflect Staffs forecast of GDP on remaining HTY Invoicos,
Adjustmon to Secunty Expents (S1af-160)
Total Adjustrnénts 1o Involces

Loased Vohicles
To reflect staff’s foreceat of rate year laased vehicles axpenss.

Barvice Company Expenes
1) To reflact Staffs forecast of labor & labor ralated banefits for offices othar than the NER,

2] To reflect Staif's rate year forecast of non-isbor axpense.
1) To reflact Steif's rate yoar foracast of NER offics labor & Isbor retated benefite
Totnl Adjustments to Service Company Expanse

To remove the company's proposed | n posiage exp

Group insurangs Expenss
1) To reflect group Inzurance hased sctual HTY cout per smployee plus GDP,
2) Yo refiect Siaff's perceniage charged to cepital.

TFotal Adjusiments to Group insursnce Expense

4011k} Plan Expenss
To reflect rate year 401{k} plan expenss based on 2-year average plus GDP,

Dafines Coniribution Plan (DCP)
To reflect rate ysar DCP sxponse based on HTY axponise plus GDP.

Insurance Expanss Othar Than Groun ingurance
Yo reflect Staffs rate youar fi of i Xp other than group insurance.

Ampriization of Rsferred Raje Case Expenges
To reflect Staff's forecast of mte case sxpense amorlized over three years.

i 114,144 D Tayso rang B REDSNAS
To eliml the pary's propossd amortizetion until fully supperted.

Ampriization of Daferred RACIPTC Costs
To remove defermed RAC/PTC costs In the company's rate filing.

couts amortized avar thiae years,

KOG

ROIMOYA
os removal

To reflact s forscaat of ashast

To rumovs the company’s proposad low Income program from bese rates.

Audit Foss
To ramove "S0X" atart-up costs from the company’s rate year fi t{R 3)

Amortization of CPS
YTotal Adjustments to Operating & Maintenance Expense

EXHIBIT {FX$-2)

Lwe LiAw Law
Agresd Ploagraes, Adjs o
InDR Wl Not Fied
Amoting Prooass Contast Postion | Witvesa |
(382,857} 0 @ 0 Watking
{104,135) 0 0 (116,008) Watine
{153,088) [+] ] (50,435) waikina
(20,510) [ ° 0 Walkine
{197,238) 0 [ 0 welkine
{223,604 o [} (6,204) Walkine
7.904 o [ 1,727 Wakine
{20,985} ] [] 0 Wathine
{811,511} [} 0 (170,980}
(140,218) 0 ] 0 Catko
{123,540) [ 0 {97,826} Cesito
{36,592) (z0.888) 0 & Simpeon
(58.252)  (36,37%) 8 0 Simpeon
(139,811) [125,700) ] 0 Simpoun
(51,184) (46,000} 9 0 Simpeon
(40,661)  (36,857) [ 0 Stmpeon
1178,987) 0 0 188,000 Vaisy
{18.821) 0 {144,857) 0 Shopsan
15,231 Simpsan
(582,208) (274,628) (144,651) 211,20
(69,653) ] (89,653) 6,012
(180,472) 0 @ (30,088) waikins
(37.842) 0 0 (37.542) watlire
313, 0 0 {99,048} watkine
{531.784) [ 0 (187,8%0)
{183,337} ] 0 4,684 Waikine
{224,948} 0 [] C Waikin
20,169 [:] 0 [4,311} Waikine
(i{ﬁ.ﬂs; 0 o (4,313}
{33,566) 0 ] (2,731) Watkine
{42,450) 6 0 {1,370) wtina
($530,870) [ 0 (162,849) Huolm
(173,228) o [173,328) 0 Honlar
105,561 ¢ 105,561 ¢
28,507 0 28,507 0
21,000 29,000 4] ]
{121,508) 0 {127.500) 80,000 verdey
(301,467) (301,487} 0 [}
] 1] L] 38,080 Rax

($3,750,632) (8655,126) ($381.270) {6207,840}



Long Island Water Corporation
Summary of Staff's Adjustments
For the Rate Year Ending March 31, 2009

AdlLNo.

Bate Dn49

Water Piant in Seevics

1] To raflect Staff's propossl refated to CPS costs.

2) To reflect Staf's adjustment relsted to routine maln/network renewal.

3) To reflect Stafl's adjustment ramoving 20* Frans. Main - Pit 12 to So. Baldwin,
Tota) Adjustments to Water Plent in Service

P, 1 D

1) Tracking Staff"s plant in service adjustment related to routine malnfnetwork renewal.

2) Tracking Staff's ad]ustment removing 20™ Trans. Main - Pit 12 to So. Baldwin.
3) Dapraciation relatad to the removal of the CPS from vute base
Yotal Adjustments to Accumulated Provislon for Deprecisilon

Ll
Tracking steff's adjustment to O & M sxpenses

Erepgymants
To remove deferrad vacation pay and spacisl depostts from the company’s forecast.
Total Adjustmants to Working Capltsl

R:
Tracking Staff's recommanded rals year smortization,

Doterrad Asbestos Removal Costs

Tracking Stat's recommeomnded rate yeur amortization,

Referred RACIPTC Costs

To remove deferred RAG/PTC costs from the company's rate base forecast.
Ryfsrrei Peaglon/OPED Expente

To remove defarred panslonfOPEB sxpanas from the company’s rate base forecast.

Defurcad Prooerty Tax Refund
To remava deferrad property tax refund from the company’s rate base forecast,
Deferred CPS Costs

Tatal Adjustrnsnts to Regulatory Deferrals

Accumuisted Deferred incoms Taxes

To reflact Staf"s forecast of rate year ADIT.
BIT

AT

ve. lizati
To reflsct Stalf's EBCap adjustmant calculation.

S0 Difference

Unamoriized Tank Palnting

u riized Asbaztos R
Unzmortized Demutuallization
Unemortized Rate Case expanse

Inflatt I
Material and Supplies
Prepaymunis

Total Adjustments to Rate Base

EXHIBIT (FXS-3)
LIWe LIAW LIAW
Agreed Disegroes, Agjsto
InDR Will Nt Flisd
Amount Process Contest Postion | Wikiess |
{$190,400) L {190,400} 0 Rex
{487 450} 6 0 0 Tambin
{1,264 000) '] ] 0 Tombini
14,544,850 o {180,400 ;)
6,320 [ ¢ 0 Rex
2,438 0 0 0 Rex
1,038 Rex
8,758 0 1,038 []
{$440,159) [ 0 (135885) Rax
{99,007) (99.007) a 0 R
Ee166 (8007 T {195,80%)
(259,871) ] {259.971) 0 Rex
(16,722) (16,722} ] 0 Rex
{1,572,665) 0 {1,572,685) 0 Rex
263,902 ] 263,802 0 Rex
2,683,333 0 2,683,333 0 Rax
[} 0 0 171,360 Rex
1,097,857 {18,722) 1,414,579 171,360
(4,986,710) [} 0 0 Rax
(585,334) Rex
(1,381,376) Rex
2,272,052 0 2,561,069 1871,240 Rex
1188 Rax
sa Rex
11,084} Rex
{6} Rex
(13,404) R
{6.828) Rax

(81,068,068}  ($115,729) _ $1,607,514 $1,000 962




EXHIBIT (FXS-4)
Long liand Water Corporation uwe uaw LIAW
Summary of Staff's Adjustments Agrasd Dinagreee, Adjs o
For the Rate Year Ending March 31, 2009 1] | W Mot Flled
Adi No, Amount Prooess Gontast Posltion, Wiineas [
5 Siateincome Taxas
u. Mt Onerstion Incoms bafore BIT
Reflact staff's adjustments 10 oparating revenues and expaness. $3,0TROAT  $EE1,335  $383974 §303,411
Adlustments (o Tiabie lncoms
b.
To refisct staffs caltutation of rate year interest axpense. {$196,T11) [ 0 9 Rax
c.  Ruprechiion Diferences
Tracking staffs adjustrmant to book dapreciation. {88,166) b ¢ 0 Rm
d. Hedicare PartD subsldy
To refloct the tax hanefits 1o be realized by the company i the rate year, {M317) (1] [ ¢ Awm
o.  Amortization of Rats Cane Exnanaes
To reflect siaff's amortization of rate case expenses. 173328 o o 0 Rax
f. oriization of Ouferred Pansionf/QPED Exoansd
To reflect staif’s removsl of deferred panslon/OFEB sxpents from {hw rate case, (105,561) ] )] 0 Rex
9-  Amedizalion of Defened RAG/PTC Coste
To reflect stafl"s removal of deferved RACHFTC costs from the rals cass, {28,507 0 [} 0 Rex
h.  Amoriizs shesios Remoyel Coste
o reflict stai"s amortization of ssbastos removal costs. (21,000) ] o @ Rex
Total Adjustments to Taxable income (280,74 B0 [ 30
i Siste income Tax
To refisct slale Income tax expenss st the cument rate of 7.1%. $270,440 ] 0 0 Rex
J-  MTATex Surchume
Yo reflact MTA tax surchargs i the currant rate of 17%. $46,074 0 0 0 Asx
Daferred Stste Incomus Tanes
k.
To reflect deferred BIT on the adjustment to boak depreciation. 32,187 [} o 0 Rex
I Amortization of Rate Case Exponss
Yo reflect deferred SIT on the smortization of rate case expenaes. {15.786) 4 0 Rex
m.  Amortization of Tank Painting
To refloct deferrad SIT on the amorilzation of tank painting costs, (t58) 0 [} 0 R
n.  Amciiization of Deferred Pension/OPED EXpen
To remove deferved B0 on delerrsd penslon/OPEB expanss, 8,268 [] [} 0 Rax
o.  Amoriization of Defared BACIPTC Costs
To ramcve deferred SIT on deferred RACIPTC coats. 2,503 ] o 0 Rax
#.  Amodizaiign of Oyferred Asbestos Ramoval Cosls
To reflact deforved SIT on the amortization of asbestos remaval costs. 1,580 ] [ 0 Rax
9. Amortigation of Deferred Excess EIT
To reflect Staff's proposal to amortize deferrad SIT over a threa period. (24,454) [ ] L] 0 Rax
Totel Defarred SIT ($24. 867} $0 [ $0
PEC Case No, 07-W-0508
EXHIBIT (FXS-4)
Long lsland Water Corporation uwe LIAW LA
Summary of Staffs Adjustments Agresd Dlsagrees, Adjs 1o
For the Rate Year Ending Merch 31, 2009 nOR W Not Filed
agl Mg, Amount Process Contest Posltion | Wiase
&  Fader)income Taxes
2. NatOperating incoms before FiT
To reflact Biafl's adjustmaents {0 oparatlng revanuss and exponsos. SS,G‘G&SS $661,335 $383,174 $303,411
Adlustrents to Taxgbls locome
b,
Tracking's 5taifs deferred state Income tax calculsiion. {$24,567) 0 ] 0 Rex
¢ |mgroytExponsy
To reflect Staff's calculalion of rate year Intarest expanse. (186,771} ) [ 0 Rax
d.  Jux Depreciation
Tracking Staffs adjustment to book dopregistion. {BR,166) ] o 0 P
e.  Domestic Production Credit Deduction
To raflect & rate yaar deduction for the domestic productian cradit, {126,942) [] [ Q Rex

Megdicire Part D Subsidy
To reflect the estimeatad rate year tax benafits to be restized by the company. (34,317) 0 [} 0 Rex



Adi No,

Long Island Water Corporation
Summery of Staff's Adjustments
For tha Rats Year Ending March 31, 2009

fmortization of Rajs Case Expinges

To raflact Btaff's amortization of deferred rate case sxpenses.
Amortizgiion of Deferved PanslofDPER Expense

Ta reflect stai's rarvoval of deferred pension/CPER expense from the rete case.
Amartization of Deferred RACIPTC Cogts

Ta refinct staff's removal of defarred RACIPTC costs from the rute case.

Antortization of Deferred Asbestos Removal Coate
To reflact slaif's amortization of deferred asbesios ramoval cants-

Totaf Adjustments (¢ Taxabie income

Esdeial Income Tax.
To reNect tederal incoing tunes at the current 34% tax rate.

Defsrred Federal Incotnes Toxos
Teacking stsfl's acjustrant of deferred SIT,

Dapreciation Difforences
To raflect defarrad 61 on the adjusimernt to bosk depraciation,

Amortizaiion of Rats Cass Exponsos
To reflact deferred FIT on the smortization of deferred rate cass axphiBses,

Ao DI Of DSterreq FPonsioyOr

T EN i i SKDeMN
To remove dofermed SiT on deforred penaloWOPEB expense.

Amertization of Deferred RAGIPTC Costs
To remove delerred BIT on deferred RAGIPTC costs,

AMOTUIINGN OF UaieiT IR10E FEMoY]

To refiact deferrad SIT on the smortization asbesine reMOvAL CoAts,

Total Deferred FIV

EXHIBIT (FX5-4)
umwe LIAW Laaw
Agrad Disagress, Adijs to
DR Wi ot Fllart
Amount Proosss Contest Position Witnase |
178,328 ¢ Rax
{108,08) 0 Rex
{26,507} 0 Rex
(21,000) o Rex
[{LEEXH) )
S‘Il‘lw D Rex
$,353 0 Rex
23176 0 Rax
(50,932) 0 Rex
35,801 0 Rex
5692 0 Rex
7,140 0 Rax
[{TAT1) [ 3




EXHIBIT (FXS-5)

[Estimated |Estimated

mpany Per Current % Ghange Rete Year | Rate Year
Witness Company Company Catendar Year Ended Ended
Fillng Position 2008 vs. 2007 31-Mar-10 31-Mar-11
Q&M Expense:
Payroll Watkins 6,815,489 6,644,509 4.25% 6,926,598 7,220,662
Purchased Power Cagille 2,794,578 2,794,578 599% 2,961,972 3,136,394
Fuel Casllo 415,685 317,859 7.20% 340,746 365,280
Chemicals Casillo 776,906 776,906 5.18% 817,149 859,477
Invoices Simpson 2,891,058 2,782,803 3.00% 2,866,287 2,952,276
Leased Vehicles Pierse 642,721 579,080 3.00% 596,452 614,346
Service Company Watkins 4,384,693 4,216,833 2.52% 4,323,157 4,432,162
Posiage Watkins 323,608 328,270 0.00% 328,270 328,270
Rents Pierse 107,598 107,588 3.09% 110,924 114,354
Group Insurance Watkins 1,049,079 1,044,768 11.76% 1,167,582 1,304,834
OPEB's Casillo 744,272 741,401 5.00% 778,472 817,386
Pension Casillo 927,047 923,471 5.00% 969,645 1.018,128
401K Expense Watkins 127,923 125,192 4.24%, 130,498 136,031
DCP Watkins 70,818 69,448 1.59% 70,554 71678
Insurance Other Than Group Hunter 1,384,068 1,191,219 5.80% 1,261,348 1,335,606
Uncollectible Accounts Watkins 207,159 297,159 9.81% 326,314 358,330
Regulatory Commission Expense (PSC fes) Watkins 143,376 143,376 9.25% 156,632 171,114
Amort of Deferred Rate Case Hunter 283,328 120,000 0.00% 120,000 120,000
Amani of Deferred Tank Painting Simpson 32,884 32,884 0.00% 32,884 32,884
Amort of Deferred Pension/OPEB Casillo {105,561) 3} 0.00% 0 0
Amort of Deferred RAC/PTC Watkins (28,507) 0 0.00% 0 0
Amort of Deferred Asbestos Varley 39,000 60,000 0.00% 60,000 60,000
LIPP Simpson 127,500 80,000 0.00% 90,000 90,000
Safety Award Program Watkins 24,018 24,976 8§.00% 26,974 20,132
Audit Fees Simpson 386,317 64,820 3.00% 66,765 668,768
AMORTIZATION OF CPS 38,080 0.00% 38,080 38,080
24,746,013 23,515,230 24,567,306 25,678,201
Depreciation Expense 3,077,485 3,073,330 4.74% 8,219,038 3,371,654
Taxes Other Than Income;
Property Casillo 11,863,851 11,863,851 0.35% 11,905,468 11,947,231
Payrol| Watkins 483,128 515,032 3.84% 534,795 §85,317
Village Watkins 171,333 0 4.00% 0 0
) 12,496,312 12,378,883 12,440,263 12,502,548

FTOTAL OPERATING EXPENSE 40,321,810 38,067,443 40,226,607 41,552,403
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Case # 07-W-0508
Long Island American Water
Water Rates

STAFF OF THE DEPARTMENT OF PUBLIC SERVICE
INTERROGATORY/DOCUMENT REQUEST

Request No.: STAFF-3 (BMS-3)
Requested By: Brian Summers

Date of Request: May 17, 2007

Reply Date: May 28, 2007

Subject: Capital Structure/Debt

In Case 06-W-0490, Thames Water Aqua has proposed a sale of American Water Works
though an initial public offering. What is the expected capital structure of American
Water Works after the sale? Please provide the cost of debt and preferred stock for the
new American Water Works following the stock sale.

A, Please note that, this matter has been substantially addressed by the Commission’s
July 26, 2007 Order Authorizing Reorganization and Associated Transactions in Case
No. 06-W-0490. As noted at page 5 of the Commission’s Order:

Thames GmbH and RWE have assured Staff that it intends to infuse equity into
American Water prior to the IPO. Thames GmbH states that the equity infusion
should result in an IPO sale price consistent with at least a targeted 45% common
equity ratio for American Water.

Order at 5.

The Order also notes the commitment of Thames GmbH and RWE 1o make an equity
infusion, if necessary, in order to assure a common equity ratio of at least 45% at the time
of the [PO. This is consistent with the Company’s proposed capital structure for LIAW
in this proceeding.

Please note that LLAW’s existing debt and/or preferred stock will be redeemed in
accordance with their respective terms. Sources of future financing needs will include
(but are not limited to) American Water Capital Corp. (*“AWCC™) and the use of the New
York State Environmental Facilities Corp. (‘EFC”). At the time of the issuance or
refinancing of any debt, the available options will be assessed. As noted in the
Commissions’ Order referenced above, LIAW

will continue to have access to EFC tax-exempt financing and, while [American
Water Capital Corporation (AWCC)] will remain a financing option, [LIAW] is



Exhibit (FXS-6)
Page 2 of 4

not anticipated to require financing through AWCC. In addition, it is American
Water’s intention to capitalize AWCC and [LIAW] to maintain, at minimum, an
investment grade rating.

(Order at 5.)

Attached to this response is & schedule showing the actual debt of American Water
Works as of December 31, 2006, as incorporated into the rate of return calculation for
LIAW. With respect to the proposed capital structure for LIAW as proposed in this
proceeding, the Company would like to modify the effective cost of its original debt
calculation and overall rate of return provided in the filing. It has been brought to the
Company’s attention that the Staff has accepted a different methodology in other water
cases and we would like to modify our filing to be consistent with such, The attached
response is a revised copy of our rate of return calcuiation.

As noted above for LIAW, any AWW existing debt and/or preferred stock will be
redeemed in accordance with their respective terms and the terms of any refinancing, if
any, are expected to be consistent with the Commission’s Order referenced above. Page 2
of the attachment shows the existing long term debt of American Water Works held by
American Water Capital Corp.

Respondent: Frank X. Simpson Date: May 25, 2007
Revised: July 31, 2007



Cost of Debt for Long Island American Water:

8.46 % Series Due 12/01/2022
5.25 % Series Due 08/01/2027
4.9% Series Due 10/01/2034
Proposed Serles at 5.77% (15-Yr.)

Total Long-Term Debt

Preferred

TOTAL Debt
EQUITY

Total Capital Structure

Amount Statad Annual Annual Annual [Embedded| Weighted
Outstanding % namortized Exp] Net Proceeds | Interest | Interest | AmortExp Cost Cost Rate Cost

$9,000,000 145,315.60 $8.854,684 8.468% $761.,400 $6,844 $768,244 8.68% 1.77%

13,930,000 706,846.00 13,223,054 5.25% 731,325 38,565 769,890 5.82% 1.77%

16,000,000 1,273,487.26 14,726,513 4.90% 734,000 57,009 841,008 5.71% 1.93%

7,000,000 300,000 8.700,000 577% 403,900 20,000 423,900 8.33% 0.97%

0 0 1] 0.00%

0 0 0 0.00%

0 1] 0 0.00%

0 0 _ 0 0.00%
$45,830,000 50% $2,425,749 $43,504,251 $2,660,625 $122,417 352,803,042 6.443%] 3.219%'
1,125,000 1% $0 1,125,000 4.50% 50,625 $0 50,625 4 .50% 4.50%' 0.1 08%'
$47,055,000 51% $2,425749  $44,629,251 $2,731,250  $122,417 $2,853,667 [ 3.327%]
44,8'-10.000 49% 0 44.87_('),000 11.000% 11.000%{ 5.369%'
$91,925,000 100% (agrees with Exhibit 7, page 5 of §)

7 3o ¢ @3eg
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Cost of Debt for American Water Works Company @ 12/31/2006:

Issue Maturity [ Stated Annual Annual Annual IE elghted
Date Date Amt Qutstanding] Unamo p] Net Proceeds | Intorest Interest |Amort Ex Cost [Cost Rate Cost
AWCC /T Debt  +2/1/2003  12/1/2008 $100,000,000 $100,000,000 4.000%  $4,000,000 $0  $4,000,000 4.00% 1.89%
AWCC L/T Debt 12/21/2006 12/21/2021 $82,000,000 271.390 81,728,610 5770% 4,731,400 $18,093 4,749 493 5.81% 2.24%
AWCC T Debt  3/29/2001 3292011 530,000,000 30,000,000 6870% 2,061,000 $0 2,081,000 5.87% 0.97%
] 0 0 0.00%
o ¢ y; 0.00%
0 4] 0 0.00%
0 0 0 0.00%
Total Long-Term Debt $212,000,000 $271,390  $211,728.610 $10,792,400 §18,093 $%10,810,493 5.1058%| 0.551%
Preferred [ $1,750.000.000 $0 1,750,000,000  5.900%  103.250.000 $0 103,250,000 5.90% 5.9000%| 5.263%|
TOTALS $1.962,000,000 $271,380 $1,961,720.610 $114.042.300 318,003 $114,060,403 | BAT%]
Ploase note that as of the date of this filing, audited financial statements for 2006 have not been issued.
o
B M
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o
o
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Case 07-W-0508
Long Island Rate Case
Water Rates

STAFF OF THE DEPARTMENT OF PUBLIC SERVICE
INTERROGATORY/DOCUMENT REQUEST

Request No.: STAFF - 180 (BLB - 37)
Requested By: Basil Bailey

Date of Request: July 13, 2007

Reply Date: July 23, 2007

Subject: Invoices

In response to Staff 16 (BLB-10), $125,700 will be removed from the invoice category. Also in
response to Staff 147 (ACL 5), $46,000 will be removed from the invoice category. Other
possible charges that should be removed are $32,899 and $52,373 in general office expenses
related to misc charges — p13880 (acct 575889, 575881). The additional security cost of $29,143
is also being flagged.
¢ Please review the invoice category and identify other listed expenses that should be
removed because they are, or should be, accounted for in other areas of the company’s
presentation.
* Do you agree or disagree with the other possible expenses listed above that may be
removed?

A.  The Company will review this category for any other possible reclassifications or
removals and report back to Staff. 'The Company has previously agreed to the removal of
$125,700 in StafT 16 (BLB-10), which was taken care of in the RAC, and conditionally
agreed to the removal of $46,000 in Staff 147 (ACL-5) if the Safety Award Program is
allowed. As to the additional amounts listed above, the Company has investigated such
and now recommends that the majority of the $52,373, representing SAP software
licenses, be removed, recognizing that the new SAP systemn was never implemented.
However, even though the system was never implemented the Company strongly believes
that these expenditures were prudent, and that other software licenses and related
technology expenditures will continue to take place as the Company grows and looks to
implement more efficient and effective means of operating our business. The Company
would propose that the $52,373 be reduced by 70% to a level of approximately $16,000
per annvm. The $32,899, representing severance cost, is most likely higher than what will
occur in 2006 and future years, but some level of severance is likely. Severance pay will
most likely be in the range of $3,000 annually, which represents onc event per year. A
copy of the Severance Policy has been attached to this response. The $29,143 represents
security costs in the base year and should not be removed. Although the Company has
included security in the annual RAC calculation in the past, we are proposing in this
proceeding to not do so, and have not included security costs in the 2008 revenue in RAC
calculation. Additionally, with respect to sccurity costs please be aware that the $29,143
base year does not include the additional security cost that is currently being installed at
our Lynbrook office and operational facility in the amount of $15,231 per year, bringing
the revised security cost to $44,374.

Respondent: Frank X, Simpson Date: July 27, 2007
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Case 07-W-0508 Varley - Rebuttal

Mr. Varley, did you submit prefiled testimony in this proceeding?

Yes.

Have there been any management changes at Long Island American
Water Company since the filing of the case?

Yes. I became President of the Company, succeeding Walter Lynch, as of
July 1, 2007.

Please summarize your testimony.

I will address Staff’s adjustments to labor and invoice expense and Staff’s
recommendations that the Company initiate a customer outreach program and
join LIPA’s Peak Reduction Program (“PRP”).

Are you sponsoring any exhibits as part of your testimony?

Yes. In support of my testimony I am attaching two exhibits; the Company’s
response to Staff information request 178 which is Exhibit (WV-1), and a

notice from the Village of Lawrence which is Exhibit (WV-2).

Labor Expense

S.

Q.
A.

Did staff make any adjustments to labor expense?

Yes. Staff has reduced labor expense by approximately $200,000 to eliminate
“incentive compensation.” (Davi, pp. 13-14})

Does the Company accept that adjustment?

No. One of the critical tools in attracting and retaining talented employees is
the ability to use incentive compensation. Our incentive compensation plan is
called the Annual Incentive Plan (*AIP”) and it is designed to give us

compensation levels that are on par with those offered by our peers in the
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Case 07-W-0508 Varley - Rebuttal

water industry, as well as other utilities in the region. As discussed in the
prefiled direct and rebuttal testimony of Mr. Watkins, the incentive
compensation plan we use places a great emphasis on customer service,
operational targets, personal development and appropriate financial measures
that demonstrate discipline and efficiency.

This plan is what makes our overall compensation package competitive with
what is offered in our industry. If we are not able to offer incentive
compensation, we will be at a disadvantage in the employment marketplace,
and we will lose the ability to attract and retatn talented people. Our incentive
compensation plan is not an addition to reasonable compensation. It makes
our compensation reasonable. Incentive compensation is not extraordinary
compensation,; it is the at-risk component of the employee’s annual

compensation. It is now a generally accepted management tool.

Invoice Expense

7.

Q.

A.

Did Staff make any adjustments to rate year invoice expense?

Yes. Staff proposed a “normalizing” adjustment of approximately $177,000
to reduce rate year invoice expense for maintenance.

Is that projection reasonable?

No. The Company’s forecast was based on the base year 2006 expense
increased by inflation (LIAW Direct Testimony, Exh. 9, p. 17). The Staff
panel proposed using a four-year average rather than 2006 actuals as the base
from which to project the rate year. The Staff average is not really a four-year

average, because Staff used an imputed amount for 2006, rather than the
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Case 07-W-0508 Varley - Rebuttal

actual 2006 expense. Staff should not ignore the actual 2006 cost. On the
Production side of expenses in 2006 and going forward, we will see spending
on redevelopment of production wells and non-capitalized structural repairs to
our facilities. As stated in testimony iron levels have increased throughout
our territory. As a result of naturally occurring iron production wells become
plugged with iron deposits resulting in drastic reductions in production
capacity. In order to mitigate this condition the wells must be chemically and
mechanically redeveloped. The redevelopment restores the well's capacity
and restores the useful life. These are labor-intensive projects that are not
capitalized. In 2006, the redevelopment cost of one of our wells was $50,000.
In 2007, we redeveloped nine of our fifty suction wells at our main Plant 5 at
a total cost of approximately $60,000. Additional wells at Plant 5 in the
coming years will be redeveloped as well as large production wells at our 23
other facilities. These redevelopment practices are not an anomaly but rather
anormal cost of business that will be accelerated in the coming years.
Another additional expense is structural repairs to our facilities. In 2006, at
one facility, Plant 5, a filter tank repair was conducted totaling almost
$15,000. At several of our outlying pump stations there are parapet repairs
and structural repairs required that must be addressed beginning late 2007 and
forward. These items will be significant repetitive costs that will be

accelerated compared to the 2006 maintenance dollars.

(99
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Case 07-W-0508 Varley - Rebuttal

Are there other factors that will have an impact on costs?

Yes. The primary driver of maintenance costs in the transmission and
distribution (“T&D”) department are main breaks, service leaks and the
associated paving costs. However, from the standpoint of changes in the total
maintenance category, the most dramatic change has been in the Company’s
paving costs. We expect a substantial increase in paving costs going forward.
As submitted in our rate filing, the paving costs associated with these routine
breaks for 2006 was $260,432. In 2007, we have seen a dramatic increase in
paving costs as a result of two specific events; the first being a change in
outside contractors and the second resulting from a number of our villages
enacting new patching and road restoration requirements which have
substantially increased the size of the patch and restoration needed for each
repair. Additionally, the actual leaks for 2006 in the months of January,
February and March were substantially lower than the 4-year average for the

same periods in 2004, 2005, 2006, and 2007, as indicated below:

2004 123 leaks
2005 62 leaks
2006 40 leaks
2007 94 leaks
Average 79.5 leaks

As illustrated, 2006 leaks were only one half of the four-year average. This is

one reason we believe the maintenance cost will increase over 2006.
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Case 07-W-0508 Varley - Rebuttal

10. Q.
A.

11.

12. Q.

Have you discovered an error in 2006 expense?

Yes. In conjunction with the issuance of the 2006 audited financial
statements, it was discovered that $106,000 in paving expense recorded in
2007 should have been a 2006 charge. This expense was moved back to 2006
in the audit process, but was not submitted as part of our original filing. The
issue of paving expense is further addressed in our response to STAFF - 178
(BLB — 35) (See attached Exhibit 1) (WV-1).

Are there other reasons that future expense may be greater?

Yes. We were recently served with notice that the Village of Lawrence is
increasing its road opening permit fees from $50 to $1,500 ($500 of which is a
deposit). Please see attached Exhibit 2 (WV-2) for details of the information
received from the village.

Is the Company revising its rate year expense forecast?

Yes. Our rate year forecast was for restoration expenses (invoices) was about
$260,000. As I explained above, subsequent to the filing we found that
$106,000 of paving expenses in 2006 was improperly booked to 2007. In
addition, paving requirements have increased, and the cost of road opening
permits from the municipalities has increased. Paving restoration expenses in
2007 (adjusted) already exceed 2006 expenses and exceed the original
projection for the rate year. As explained in Exhibit (WV-1), Staff IR 178,
correcting for the accounting mistake and accommodating the increased

requirements results in a rate year expense of $455,000.
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Customer Qutreach

13. Q. Does the Company agree with Staff’s recommendation to develop and
implement a customer outreach and education plan?
A.  Yes. We have developed a preliminary rate year plan and budget of $90,000.
As requested by Staff, the Company will submit a detailed plan to Staff
within 30 days after the beginning of the rate year.
LIPA’s PRP
14. Q. Does the Company concur in Staff’s recommendation to join LIPA’s
PRP?
A. We are analyzing the issue again and will submit the report requested by Staff
in connection with the RAC submission.
15. Q. Does this complete your prefiled rebuttal testimony?

A, Yes.

6
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Long 1sland Rate Case
Water Rates

STAFF OF THE DEPARTMENT OF PUBLIC SERVICE
INTERROGATORY/DOCUMENT REQUEST

Request No.: STAFF - 178 (BLB - 35)
Requested By: Basil Bailey

Date of Request: July 13, 2007

Reply Date: July 23, 2007

Subject: Invoices

In response to Staff 14 (BLB-8), the invoices from Bancker Construction Corp. for $18,820 and
$10,960 showed the expenses are for road restoration. Since the company is not capitalizing
these costs and obviously the restoration may last for several years, please explain why they
should not be normalized by removing them from the base year as non-recurring charges.

A.  There is a significant amount of expense related road restoration projects conducted
LIAW on a regular basis. These expense projects are routine in nature and occur every
year as a result of istribution system breaks, leaks and emergencies throughout our
system. These projects (leaks) cannot be capitalized since we are simply clamping the
leak and not replacing sections of distribution main, For leaks and emergencies where we
are forced to replace a portion of the main we are capitalizing these and retiring the main
that is being replaced. The Company believes this to be the correct accounting treatment
and will continue to expense distribution system restoration projects where we are not
replacing a portion of the main.

As submitted in our rate filing, the paving costs associated with these routine breaks for
2006 was $260,432. In 2007 we have seen a dramatic increase in paving costs as a result
of two specific events; the first being a change in outside contractor and the second
resulting from a number of our villages enforcing new patching and road restoration
requirements which have substantially increased the size of the patch and restoration
needed for cach repair, In August of 2006 the Company made the decision to texrminate
its contractor that was performing poorly and not providing the service that we believe is
required for our customers. The contractor was not responsive and was creating a backlog
of restoration projects that needed to be completed, and were simply sitting there
unaddressed. The Company solicited bids and awarded the contract to the lowest bidder,
who was a union contractor and resulted in pricing that was substantially higher than the
contractor we terminated, Even though the price was higher than the terminated
contractor, it was the lowest of the bids received and the Company had no choice but to
address the legal obligation and potential liability that was created as a result of poor
performance. The other event that created the upswing in paving costs was that a number
of the Villages were not requiring patches from curb to curb, whereas in the past the
patches were isolated to the specific area.
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Long Island Rate Case
Water Rates

Staff-178 (continued)

The combination of the two changes above, the termination of our prior contractor and
the increased curb to curb patching requirements have substantially impacted our
restoration expense as compared to the base year. For example, as of June 30, 2007 we
have already incurred $471,068 of expensed (not capitalized) paving costs and anticipate
this to be approximately $530,000 by year’s end. Some of this increased expense is a
result of the backlog caused by our prior contractor, which we are still trying to eliminate,
but a good portion of it is directly related to the two changes previously noted. On a
going forward basis, that is 2008 and 2009, we believe the annual expense will be
approximately $455,000 per year, as a result of the backlog being eliminated.

The 2007 data illustrates a significant increase in leaks resulting from the cold weather in
late January and February as compared to the prior two years which does partially explain
the cost increase; however, based on the above referenced bulleted items, in particular,
the contractor costs, we anticipate our annual paving cost for non capital work to be
approximately $455,000, significantly higher than the $260,432 test year value,

Respondent: Frank X. Simpson Date: July 27, 2007
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C. SWION FELDER
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516-239-3087
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September 17, 2007

Ms. Joan Wooster
Distribution Department
Long Isiand American Water Corporation
733 Sunrise Highway

Lynbrook, NY 11563

Re: Street/sidewalk opening permits
Fees and bond

Dear Ms. Wooster:

Please be advised that at the July 12, 2007 Village of Lawrence Board of Trustees
meeting the Trustees voted to increase the permits fees to obtain a street or sidewalk
opening permit from the Village of Lawrence.

Within the Village of Lawrence, for opening a public street or sidewalk, by a utility, the
fee shall be $1,000 plus a separate $500 closing fee. In addition each utility shall provide
the Village of Lawrence with a $5,000 revolving surety bond.

After the completion of the street or sidewalk restoration the utility must contact the
Village of Lawrence for a final inspection of the site. The $500 closing fee will be
refunded only after the street or sidewalk opening has been restored to the satisfaction of

the Village.

Should you have any questions regarding these new fees please contact my office.

Respeotfully,
s
“ ¢
Dani¢] . Herron

Deputy Village Administrator
Dijh/tr

cc: Jungle Lasers, LLC
201 Main Sireet
Allenhurst, NJ 07711
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1. Q.

Rosenberg - Rebuttal

I. INTRODUCTION
Are you the same Robert G, Rosenberg who previously submitted direct
testimony in this case?
Yes, | am,
What is the purpose of this rebuttal testimony?
The purpose of this testimony is three-fold. First, I will update my direct
testimony by examining the changes in interest rates between the recent six-
month period and the six-month period of analysis employed in my direct
testimony. Second, I will present rebuttal to the capital structure
recommendation of Staff witness Brian M. Summers. Third, I will present
rebuttal to Mr. Summers' testimony concerning return on equity.
Have you prepared an exhibit in conjunction with your testimony?
Yes, in support of my testimony I have prepared Exhibit  (RGR-1),
Schedules 1 and 2.
Was this exhibit prepared by you or under your supervision?

Yes, it was.
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II. CHANGES IN INTEREST RATES
5 Q. Please discuss changes in interest rates since you presented your direct
testimony.
A. I examined changes in interest rates between the recent six-month period
(ended August 2007) and the six-month period used in my direct testimony
(ended February 2007). Below I present a comparison of Treasury bond

yields and utility bond yields for these two time periods:
Treasury Bond Yields Moody's Utility Bond Yieids

Long- Public
10-Year 20-Year Tem Aa A Baa  Ullity

Average, 6-Month Ended:

02/07 468 489 479 573 591 6.14 5.93
08/07 4.80 504 496 596 610 6.35 6.14
Difference 0.12 0.15 017 023 019 021 0.21

As can be seen above, yields on Treasury and utility bonds have increased
about 10-20 basis points. Changes in the cost of equity may not mirror
changes in interest rates on a one-for-one basis. The two types of interest
rates cited above have exhibited general stability, but with a slight increase.
Based on the above comparisons, it is my opinion that the cost of equity
analysis in my direct testimony is still relevant, and, in fact, even

conservative, today.
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7. Q.

Rosenberg - Rebuttal

III. REBUTTAL CONCERNING CAPITAL STRUCTURE
RECOMMENDATION

Please briefly describe Mr. Summers' recommendation concerning
capital structure in this case.

Rather than employing the stand-alone capitalization of Long Island Water
Corporation ("LIWC"), Mr. Summers recommends adoption of a pro forma
consolidated capital structure of its parent company, American Water Works
(*American”). Per Mr. Summers, at page 9, line 9, the equity ratio at the
start of the IPO will be established at 45 percent, a level that Mr, Summers
suggests is not unreasonable for LIWC.

Do you agree with Mr., Summers' recommendation concerning the
capital structure?

No, I do not. The common equity ratio he is recommending for LIWC is too
low and could weaken the Company's financial integrity.

As a threshold matter, was Mr. Summers correct in his assertion that
the equity ratio at the start of the IPO will be established at 45 percent?
No, he was not. In its July 31, 2007 revised reply to Staff-3 (BMS-3), the
Company indicated that it would assure a common equity ratio of at least
45% at the time of the IPO. Thus, Mr. Summers has based his
recommendation upon the lowest end of the target equity range.

Has Standard & Poor's ("S&P") indicated concern regarding the
financial position of American Water Works Corporation?

Yes, it has. In a report issued September 19, 2007, S&P assigned a negative

outlook to American and indicated that the Company's financial metrics are
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Rosenberg - Rebuttal

weak for the current rating. S&P further indicated that a downgrade could
occur if pending rate cases do not allow for adequate rate relief to improve
the company's financial profile. S&P also cautioned about any possible
steady increase in debt leverage over the intermediate term. Mr. Summers'
recommending a lower common equity ratio for LIWC than the current level
of equity ratio would certainly more likely exacerbate, rather than
ameliorate, S&P's concerns.
How does Mr. Summers' proxy group common equity ratio compare
with the 45 percent figure he is recommending for LIWC?
The proxy group equity ratio is about 4 percentage points higher, as 1 show
below.! Although Mr, Summers‘ showed an average equity ratio of 46.1
percent for his proxy group on Exhibit __ (BMS-1), page 2, that figure is not
appropriate for comparison with the commeon equity ratio of LIWC
recommended by Mr, Summers in this proceeding. The average equity ratio
shown on Exhibit __ (BMS-1), page 2, includes short-term debt, whereas the
capital structure recommended by Mr. Summers in this proceeding, shown at
page 17 of his testimony, does not include short-term debt. Thus, an
appropriate "apples-to-apples" comparison would be to compare the
permanent capitalization level, excluding short-term debt.

I note that when Staff in the qngoing Consolidated Edison proceeding,

Case 07-E-0523, examines the common equity ratios for its proxy group,

Staff has often used an "Hamada Adjustment” in order to adjust the cost of equity for differences in
common equity ratios between the proxy group and the subject company. Doing this adjustment

here to account for the 4 percentage point difference between the higher common equity of the
proxy group and the 45 percent equity ratio that Mr. Summers recommends for LIWC, Mr.

Summers' cost of equity would be adjusted upward by 37 basis points.

4
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Rosenberg - Rebuttal

which is almost identical to the proxy group Mr. Summers uses here, they
show an average common equity ratio of 49.3 percent. Those common
equity ratios in the Consolidated Edison proceeding were taken by Staff
from Value Line, which reports common equity ratios excluding short-term
debt. Staffin the Consolidated Ediscn proceeding is also recommending a
capital structure excluding short-term debt for Consolidated Edison.
Therefore, to put the comparison of equity ratios in this proceeding on an
apples-to-apples basis and to make it consistent with what Staff examined in
the Consolidated Edison proceeding, on Exhibit  (RGR-1), Schedule 1, 1
present the long-term capitalization of Mr. Summers' proxy companies taken
from Value Line, i.e., excluding short-term debt. Exhibit (RGR-1),
Schedule 1, shows that the average common equity ratios for the proxy
companies in 2007, 2008 and 2010-2012 are 49.3, 48.9 and 50.5 percent.
These figures are well above the 45.0 percent common equity that Mr.
Summers recommends for LIWC in this proceeding.

In addition, on Exhibit __ (RGR-1), Schedule 2, I show that the average
allowed common equity ratio for Mr. Summers' proxy group utility
subsidiaries over the past two and one-half years has been over 50 percent.
Has Staff recommended common equity ratios higher than 45 percent in
the past?

Yes, it has. Staff witness Hogan, testifying in a Sea Cliff Water Company
proceeding, Case 02-W-1564, recommended & common equity ratio of 50

percent, coupled with a recommended return on equity of 10.0 percent.
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How would LIWC compare with other water utilities if Mr. Summers'
capital structure were adopted?

Mr. Summers' 45 percent common equity recommendation would put LIWC
below the level of many other water utilities. The eleven water utilities
followed in the AUS Monthly Utility Report of September 2007 have an
average common equity of 48 percent.? Value Line of July 27, 2007
indicates that the water utility industry composite common equity ratio is at
the 50.0 percent level. Of the twelve water companies covered by S&P, 1
was able to obtain financial reports for five of these companies and have
determined that the average common equity ratio for this group is about at
the 51 percent level. Thus, Mr. Summers' common equity ratio
recommendation would put LIWC's common equity ratio in the
neighborhood of 5 percentage points below that of other water companies.
What is your conclusion concerning the appropriate common equity
ratio for LTWC in this proceeding?

Given that: (1) the proxy companies have a higher common equity ratio
than the 45 percent Mr. Suxﬁmers recommends for LIWC, (2) water utilities
have higher common equity ratios than the 45 percent that Mr. Summers
recommends for LIWC; and (3) Standard & Poor's is concerned about
American's weak financial metrics and, specifically, is looking for rate case
outcomes that help improve American's financial position, a common equity

ratio of higher than 45 percent should be aliowed LIWC in this proceeding.

2 This figure includes short-term debt. Excluding short-term debt would raise the level above 48
percent.
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The Company's requested 48.8 percent common equity ratio is reasonable in

the context of the discussion presented above.
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Rosenberg - Rebuttal

IV. REBUTTAL CONCERNING THE COST OF EQUITY

Pleasec briefly describe the testimony of Mr. Summers.

Mr. Summers performs two cost of equity calculations—the Discounted
Cash Flow ("DCF") and the Capital Asset Pricing Model ("CAPM™—on a
group of 28 electric utilities and derives a recommended retum on equity of
9.1 percent for LIWC. Mr. Summers' first calculation is a two-stage DCF
analysis that produces an 8.35 percent cost of equity estimate. His second
calculation is a CAPM analysis that produces a cost of equity estimate of
10.46 percent. He weights these results 2/3 DCF and 1/3 CAPM to produce
a cost of equity estimate for his proxy group of 9.1 percent. This is the
figure that Mr. Summers recommends for LIWC's cost of common equity.
How will your rebuttal concerning return on equity be organized?

First I will describe tests of reasonableness for the recommendation of Mr.
Summers that shows his recommendation is understated. Next, I review the
anomalies and calculational deficiencies associated with the cost of equity
analyses of Mr. Summers and reply to certain comments that he made
concerning my analyscs. I then turn to the topic of issuance costs. Finally, I

discuss the possibility of a stayout premium in this proceeding.

Tests of Reasonableness of Staff's Cost of Equity

16. Ql
A

Did you perform any test of reasonableness on Mr. Summers’ results?
Yes. Mr. Summers derives a cost of equity estimate for his electric proxy
group of 9.1 percent. This is well below the return on equity allowed to

other electric utilities recently. According to Regulatory Research
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Associates July 3, 2007 report entitled Major Rate Case Decisions, the
average allowed returns for electric utilities in 2005, 2006 and the first six
months of 2007 were 10.54, 10.36 and 10,27 percent, respectively. These
figures are well above the recommended 9.1 percent return of Mr. Summers.

Second, according to AUS Monthly Utility Report—a source employed
by Mr. Summers—companies in his proxy group were allowed an average
return on equity of close to 11 percent. (While some of these returns were
allowed a few years ago, they do reflect what companies are allowed to earn
on their common equity today.)

Third, on Exhibit__ (RGR-1), Schedule 2, 1 present a tabulation of the
returns on equity and equity ratios allowed to the utility subsidiaries of the
companies in Mr. Summers' proxy group in 2005, 2006 and the first six
months of 2007. As indicated on that schedule, the average and median
allowed returns of these utility subsidiaries were about 10.5 percent.?

Fourth, per AUS Monthly Utility Report, the water utilities it follows
have an average allowed return on equity of 10.35 percent.

Standard & Poor's in its February 2, 2004 report entitled "A Fresh Look
at U.S. Utility Regulation” stated that:

The entire range of regulatory actions and inactions are

examined in assessing the regulatory support of credit

quality, but inevitably it is the analysis of rate case

decisions that provides the key indicator of the level of

that support.... The analysis of the rate case

fundamentally explores a two-fold question: are the

new rates based on a fair and adequate rate of
return, and is the utility being afforded a legitimate

3 The average and mexdian excluding settlements and multi-year rate plans were 10,7 percent and
10.8 percent, respectively.
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Rosenberg - Rebuttal

opportunity to actually earn that rate of return? On the

former question, the anslyst looks to equity returns

being authorized to other utilities and the capital

structure employed to arrive at the overall rate of return

being used to set rates. [Emphasis added.]

A rating analyst would see that the proposed recommendations in this
proceeding consisted of (1) a retum on equity well below that being allowed
to other utilities and (2) a reduction in the common equity ratio below
LIWC's actual level.

In addition, Mr. Summers' recommendations would notionally provide
LIWC the opportunity to earn a return of 9.1 percent. According to data
shown on the exhibit of Mr. Summers, his proxy group is projected to earn a
median return of 10.7 percent—well above the return that Mr. Summers
recommends LIWC be allowed to eam in this proceeding. *

Did Mr. Summers' DCF analysis produce anomalous results?
Yes, it did. Mr. Summers' DCF results ranged between 6.44-15.08
percent—a range of 864 basis points.

Mr. Summers’ DCF analysis for his proxy group produced a cost of
equity estimate of 8.35 percent. Per Mr, Summers, the proxy group has a
median bond rating of Baal/BBB+. The recent average yield on Baa utility
bonds has been in the neighborhood of 6.3 percent. Thus, there is only a 205

basis point spread between Mr. Summers' DCF result and the recent level of

utility bond yields. This 205 basis point risk premium is below the 250 basis

*  While admittedly allowed returns and projected eamed retums are not directly comparable, LIWC

would have to earn about 160 basis points above the return that Mr. Summers would have the
Commission allow the Company in order to match the average expected earned retum on equity for

his proxy group.

10
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point level of risk premium employed for low-end sensitivity testing in the
financial integrity portion of the Generic Financing Case ("GFC") in New
York, Case No, 91-M-0509. In fact, 17 of the 28 DCF cost of equity
estimates are below this low-end sensitivity testing level for Mr. Summers'
proxy companies.

Mr. Summers calculates a cost of equity of 7.42 percent for Consolidated
Edison. In a September 2007 order in Case 06-G-1332, Consolidated
Edison's return on equity allowance was 9.7 percent—228 basis points above
Mr. Summers' estimate for that oompany.s

Of the five highest-rated companics in Mr. Summers' group (those rated
Aa/AA or A/A by Moody's and S&P, respectively), four of the five have
DCF cost of equity estimates above the median for the proxy group. One
would expect that these companies would have cost of equity estimates well
below the median of the proxy group.

The two companies that are rated lowest in the proxy group (Pinnacle
and Westar Energy at Baa3/BBB-) have costs of equity well below the
median of the proxy group. One would expect the riskiest companies to
have costs of equity well above the median of the proxy group.

Please summarize the tests of reasonableness you have performed and
indicate what conclusion you draw from them.
The highlights of the tests of reasonableness presented above will be

reviewed here. First, the return on equity recommended by Mr. Summers is

5 Admittedly, the Consolidated Edison allowed return incorporates a stayout premium. However, it

is inconceivable that the stayout premium accounts for the buge differential between the allowed

return and Mr. Summers' DCF cost of equity estimate for Consolidated Edison.

13|
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low in comparison with (1) returns allowed to utilities around the country,
(2) the proxy group employed by Mr. Summers and (3) other water utilities.
I am not suggesting that the Commission used these allowed returns to
merely "follow the others." This Commission should decide the allowed
return based on the record of this proceeding. However, these allowed
returns for utilities, in general, and for the Staff proxy group, in particular,
provide a reality check for the Commission on the level of the cost of equity
estimates being recommended in this proceeding.

Second, the wide variation within the DCF results of Mr. Summers'
proxy group should give pause.

Third, the DCF results of Mr. Summers provide for an insufficient
premium above the cost of debt and produce anomalous results, as described
above.

Given the above-described problematic results, 1 recommend that the
Commission consider three alternatives. First, the Commission should give
strong consideration to, and adopt, my DCF and CAPM cost of equity
estimates. Second, the Commission should also consider, in addition to the
DCF and CAPM approaches, other methodologies such as the risk premium
approach. Third, given the concerns relating to the DCF method presented
above, I recommend that the Commission reconsider its 2/3 DCF and 1/3

CAPM weighting.

12
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DCF Analysis

19. Q.

Turning to the specifics of the DCF approach, did Mr. Summers
correctly calculate the near-term stream of dividends?
No, he did not. Mr. Summers claims to follow the DCF approach from the
GFC but he does not in connection with the estimation of the near-term
dividend. Mr. Summers has used a DCF pricing period of six months ended
July 2007. Staff noted on page 22 of its June 25, 1993 reply comments in
the GFC that:

The proposed DCF methodology uses a six month

average price (i.e. April to September, or October to

March} and then uses a dividend for the twelve month

period beginning 3 months after the pricing period to

establish the flow of expected dividends (i.e. the annual

dividend starting in January or June).
Staff in the ongoing Consolidated Edison proceeding, Case 07-E-0523
employs a 2008 dividend per share as the first cash flow in its DCF
calculation. Mr. Summers, in his DCF calculations, uses an insufficiently
forward-looking dividend stream in his calculations. Employing the correct
forward-looking dividend, starting in 2008, Mr. Summers' DCF analysis for

his proxy group produces a median cost of equity estimate of 8.50 percent,

which is higher than the 8.35 percent figure indicated in his testimony.

CAPM Analysis

20.Q.

A.

Please comment on the Staff CAPM models used in this proceeding.

Mr. Summers employs two CAPM formulations——the "traditional CAPM"

and the "zero-beta CAPM."

13
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Rosenberg - Rebuttal

In the zero-beta CAPM approach, Mr. Summers employed a 75/25
weighting of utility-specific and market-in-general risk premium factors,
respectively. However, in testimony in the Nine Mile Point 2 sale
proceeding (Case No. 01-E-0011), filed in April 2001, a Staff Policy Panel
indicated at page 36 that it chose to use a 50/50 weighting rather than a
75/25 weighting because it will "tend to produce less volatile results." In the
recent Central Hudson Gas & Electric proceeding, Case Nos. 05-E-0934 and
05-G-0935, Staff employed a 50/50 weighting for the zero-beta CAPM,
noting that this was within the range of previously-accepted weightings. Use
of the 50/50 weighting in this proceeding would raise the zero-beta CAPM
results of Mr. Summers by 11 basis points.

Please comment on Mr. Summers' estimate of the expected market risk
premium.

Mr. Summers relies solely on the projected market return from Merrilt
Lynch in deriving his CAPM expected market risk premiums. However,
Merrill Lynch's projection only reflects the opinion of one firm, and does not
reflect the diversity of opinion that may exist in the financial marketplace.

In addition, and most importantly, the Merrill Lynch publication relied upon
by Staff is not publicly available.® In his testimony, Mr. Summers
references the GFC approach for estimating the cost of equity. A

Recommended Decision ("RD") was issued in the GFC. Staff witness

¢ I have called Merrill Lynch offices in New York City and Albany and requested a copy of the

source employed by Mr. Summers to estimate the expected return on the market. In both instances,
I was told that this publication is not publicly available, but, was, instead, available only to Merrill

Lynch clients.

14
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Henry, at page 21 of his testimony in the recent Consolidated Edison
procecding, Case 06-G-1332, indicated that:

While the GFC RD utilized historic risk premium data

from Ibbotson Associates, it noted that its acceptance of

the Ibbotson data would not preclude the use of a

current assessment of the market's required return

provided that infermation was widely available to

investors. [Emphasis added.]

The Merrill Lynch data, being only available to Merrill Lynch clients, does
not meet the GFC RD "widely available” criterion.” That being the case,
Merrill Lynch projections cannot be thought of having a wide influence on
the return expectations of the investing public, in general.

I note that the expected market risk premium in my CAPM analyses is
higher than that derived by Mr. Summers employing the Merrill Lynch
figure to estimate the market risk premium. My market risk premium
estimates were based on Ibbotson data and a DCF calculation for the S&P
500. The Consensus Documnent in the GFC, to which Staff was a signatory,®
employs the Ibbotson risk premium and that risk premium was used in the
RD of the ALJs in that proceeding. In 2003, in Case Nos. 02-E-0198 and
02-G-0199 regarding Rochester Gas & Electric, the Commission reached its

recommended return by relying, in part, on a market risk premium approach

similar to that which I employ in my direct testimony. The Commission

7 Tellingly, a few years ago, Staff suggested that its lack of access to Ibbotson data was the reason it
used other estimates of the market risk premium rather than the Ibbotson approach specified in the

GFC.
® InaJune7, 1993 letter to the Co-Facilitators in the GFC, the Water Utility Industry Group, Staff

and the Public Utility Law Project of New York essentially concurred in the Electric and Gas
Industry Group retum on equity Consensus Document.

15
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noted on page 72 of its Opinion that it adopted "...the Judge's
recommendations to rely on an average of the Company's Ibbotson-based
study and Staff's Merrill Lynch-based study...."> Furthermore, a Staff
witness in the Central Hudson proceeding, Case Nos. 05-E-0934 and 05-G-
0935, characterized my Ibbotson-based estimate as "a reasonable approach.”
Please comment on Mr. Summers' claim, at page 5 of his testimony, that
the Commission has rejected the use of risk premium and comparzble
earning spproaches.
While the Commission hes often relied on a combination of the DCF and
CAPM cost of equity estimates, Mr. Summers' claim is too broad. In its
March 24, 2005 Order in a Consolidated Edison proceeding, Case 04-E-
0572, the Commission stated that it was "patently unreasonable” to assume
that no weight be given to cost of equity evidence introduced by parties
other than Staff as support for a cost of equity allowance higher than Staff's
litigation position.'®

I note that the comparable earnings approach was part of the
methodologies specified in the Consensus Document in the Generi¢
Financing Case, to which Staff was a signatory. Staff, in its June 25, 1993

Reply Comments, in that proceeding stated that:

% In that proceeding, when the ALJ averaged the Company's CAPM analysis with that of the Staff,

the Company analysis included both an historic Ibbotson-based approach and an S&P 500 DCF
approach, similar to that employed in my direct testimony.

'® In that proceeding, Staff's initial litigation position was for a return on equity of 9.0 percent,

whereas a 10.3 percent cost of equity, including a stayout premium, was adopied in the Order, The
Commission particularly noted risk premium evidence that ] had presented which was higher than

the resuits that Staff obtained in its cost of equity analyses.

16
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While the DCF, CAPM and several other approaches
are models that attempt to determine the unobservable,
the CE approach goes directly to the issue by
considering the ROEs obtained and expected for
comparable competitive companies with which the
utilities must compete for capital. While the opponents
may guestion the mechanics of the CE, they would be
hard pressed, however, fo dispute the reality of the
marketplace reflected in this approach,

In the Generic Financing Case, the Staff excepted to the Judges'
elimination of the comparable earnings method and stated that, "...the
Comparabie Earnings approach is a direct effort to meet the standard
established by the U.S. Supreme Court to provide utilities with an

opportunity to ¢arn a fair refurn....”

Additional Factors to Consider in Setting the Allowed Return on Equity

23.Q.

24.Q.

Are there other factors to consider in this proceeding to determine an
appropriate return on equity to allow to LIWC?

Yes, there are two: (1) a cost of issuance adjustment and (2) a stayout
premium.

Please address the question of a cost of issnance allowance.

It is traditional regulatory practice in New York to allow a cost of issuance
adjustment to the cost of equity when a company is planning to issue
common stock. In this proceeding, Mr. Summers recommends the use of the
consolidated capital structure and American is about to issue a very large
amount of common stock through the IPO. While the details of the issuance
are not yet known, I note that Staff in the ongoing Consolidated Edison

proceeding, Case 07-E-0523, employed a 20 basis point issuance cost

17
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adjustment that can either be used as a placeholder or as a proxy for the
offering of American.

Even when regarded on a stand-alone basis, LIWC has received, and will
receive substantial equity infusions from American. In 2006, American
provided an equity infusion into LIWC of $10.5 million. In 2007 and 2008,
American wil] infuse another $8 million of equity into LIWC. Given the
facts discussed above, a cost of issuance adjustment should be added to the
cost of common equity determination in this proceeding.

How would the reasonableness of Staff's cost of equity recommendation
be affected by a settlement with a multi-year rate plan?

If the parties were to agree to a multi-year rate plan, LIWC would face the
risk that the cost of equity may go up during the course of the rate plan,
without the Company having an opportunity to reset the allowed return to
reflect such an increase. Interest rates currently are lower than they have
been in many years. It seems that upward changes in interest rates may be
more likely than downward changes. In the past, the Commission has used
the differential between 3-year and 1-year Treasury securities (for a 3-year
rate plan) to provide gnidance as to what the "stayout” premium in such
circumstances should be. For the five years ended August 2007, the average
differential between 3-year and 1-year Treasury securitics was 40 basis
points, while the median was 51 basis points."” Under current

circumstances, where the yield curve had been inverted for a few months but

"' For the five years ended August 2007, the average differential between 2-year and 1-year Treasury

securities was 20 basis points, while the median differential was 28 basis points.

18



26. Q.

Rosenberg - Rebuttal

has currently reversed, the median figure cited above is more appropriate to
use in determining the stayout premium, rather than the average. Thus,
should a multi-year agreement be reached in this proceeding, a stayout
premium would have to be added to whatever the base cost of equity figure
would be.

Does this conclude your rebuttal testimony?

Yes, it does.
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Exhibit RGR-1

Schedule 1
PROXY GROUP CAPITAL STRUCTURE
Par Value Line
2007 2008 2010-2012
Long- Long- Long-
Term  Preferred Common Temm  Prefesred  Common Torm  Prefarred  Common
Debt Equity Equity Debt Equity Equity Debx Equity Equity
Compeny Ratlo Ratlo Ratio Ratio Ratip Ratio Ratio Ratlo Ratio
mn 2) @ {4) &) (6) 4] & ()
Alleta 3095 % 00 % 60.5% 4d26% 0.0 % 575 % 415 % 0.0 % 56.5 %
Adliant Energy Corporation 37.0 6.0 571.0 40,0 5.0 $5.0 435 4.0 52.5
Ameren Comporation 445 15 64,0 45.0 15 53.5 455 15 53.0
American Electric Power 51.6 0.0 425 58.0 0.0 420 55.5 05 44.0
Cleco Corp. 45.0 0.0 55.0 5.0 Q.0 480 50.5 0.5 460
Consolidated Edison, Inc. 49.0 15 48.5 49.0 1.0 50.0 485 1.0 50.5
DPL inc. B45 10 3.5 59.0 25 385 54.5 1.0 44.5
DTE Energy Co. 555 0.0 445 565 0.0 435 57.5 0.0 425
Edison |nternational 505 5.0 a4 5 50.0 4.5 455 48.0 4.0 48.0
Empire District Electric 52,0 0.0 48.0 52.5 0.0 47.5 51.5 0.0 485
Entergy 516 25 46.0 51.5 20 465 47.5 1.5 51.0
Exsion Corp. 4.0 0.5 50.5 §0.0 0.0 50.0 40,0 0.0 80.0
FPL Group 48.0 0.0 $1.0 495 00 50.5 49.0 0.0 51.0
Hawelian Electric Industries 51.0 1.5 475 51.0 1.6 4715 48.5 1.5 500
IDACORP 455 00 545 455 0.0 54.5 48.0 0.0 520
MGE Energy Inc. 355 0.0 60.5 39.0 00 61.0 39.0 0.0 61.0
NiSource 515 0.0 485 80.5 00 495 48.5 0.0 615
Northeast Utiiities 50.5 20 475 510 1.6 475 48.0 B 4.5
NSTAR 58.0 1.5 425 55.0 1.0 440 435 1.0 55.5
PG&E Corporation 455 1.5 53.0 455 15 §3.0 450 1.0 540
Plinnacle Wast Capital 48.5 co 51.5 485 00 515 490 0.0 510
Portland Generat Eleclric 50.0 0.0 50.0 53.5 0.0 48.5 51.0 0.0 490
Progress Energy 1.0 05 485 51.0 0.5 48.5 495 0.5 50.0
Southem Company 515 25 46.0 52.0 25 455 54.0 20 440
Vectren Corp. 470 0.0 §3.0 48.0 0.0 52.0 49.0 0.0 51.0
Weslar Energy 51.0 10 48.0 516 0.5 480 51.0 0.5 48.5
Wisconsin Energy Corporation 545 0.5 45.0 555 05 44.0 52.0 05 475
Xcel Energy 515 0.5 48.0 52.0 05 475 52.5 1.0 46.5
Avorage 49.6 % 11 % 4903w S04 % 09 % 4890 % 48.7 % 0.8 % 505 %
Median  50.5 % 05 % 485% B510% 05 % 483 % 480 % 05 % 503 %

Note: Value Line does not report preferrad equity ratios. The preferred
equily ratios shown above were derived by subtracling
the debt and common equity ratios from 100 percent.

Source: The Vakee Line Invesiment Survay, May 11, June 1 and Jupe 29, 2007.



Exhibit RGR-1

Schedule 2
ALLOWED RETURNS AND COMMON EQUITY RATIOS
FOR SUMMERS PROXY GROUP UTILITY SUBSIDIARIES
2005-2007
Common
Decision Electrie/ Equity
Date Company Gas Stste ROQE Ratio

3/10/2005 Empire District Electric Elactric MO 11.00 % 4914 %
32472005 Consdlidated Ed of NY Electric NY 10.30 48.00
47772005  Arlzona Public Service Electric AZ 10.25 45.00
4/13/2005 Vectren Energy Del OH Gus OH 10.60 48.10
47258/2005 Michigan Consol. Ges Gas Mi 11.00 30,31
§MT/2005 AmereniP Gas IL 10.00 53.08
5/18/2005 Entergy Loulslana Electric LA 10.25 48.73
5/25/2005 Savannah Elec & Pwr Eleciric GA 10.75 na
7/6/2005 Entergy Gulf Stztes Gas LA 10.50 47.52
7/10/2005 Wisconsin PEL Electric w) 11.50 61.75
7/19/2006 Wisconsin P&L Gas Wi 11.50 61.75
8/11/2005 Northern Stales Power Gas MN 10.40 5024
8/15/2005 AEP Texas Ceniral Eiactric EP 1013 40,00
10/14/2005 Intersiate PEL Gas 1A 10.40 4035
11/30/2005 Bay Stale Gas Gas MA 10,00 53.95
12/12/2005 Madison G&E Electric wi 11.00 56.65
12/12/2005 Madison G&E Gas wi 11.00 56.65
12/96/2005 PacHic Gas & Electric Electric CA 11.35 52,00
1216/2005 Pacific Gas & Electric Gas CA 11.35 52.00
1211672005 Southem Cal Edison Electric CA 11.60 48.00
12/28/2005 Kansas Gas & Electric Elaciric KS 10.00 4450
1/5/2008  Northern States Power Electric wi 11.00 53.88
1/5/2006 Northern States Power Gea wi 11.00 53.68
1/25/2006  Wisconsin Elec Power Gas wi 11.20 58.34
112572008 Wisconsin Gas Gas wi 11.20 50.20
2/3/2006  Public Sarvice of Col, Gas co 10.50 55.40
3/3/2006  Intorstate P&L Elactric MN 10.39 49.10
7/26/2006 Appatachian Power Electric wy 10.50 na
7/28/2006 Commonwealth Edison Electric L 10.05 4288
9M/2006  Northern States Power Elactric MN 10.54 51.67
10/20/20068 Orange & Rocklaxd Gas NY 8.80 48.00
11721/2006  Central lllinois Light Electric L 10.12 4557
14/29/2006  Centrsl lllincis P.S. Eleciric i 10.08 48.92
11/21/2006  illinois Power Electric iL 10.08 51.56
12172008  Public Service of Col. Electric co 10.50 60.00
12/21/2006  Ermnpire District Electric Electric MO 10.80 49.74
112/2007  Portland Gen Elec Electric CR 10.10 50.00
1/19/2007  Wisconsin P&L Electric Wi 10.80 54.13
1192007  Wisconsin P&L Gas Wi 10.80 54,13
A/22/2007 Rockland Electric Electric NJ 0.75 46.5%
5M5/2007 Appalachtan Power Electric VA 10.00 Man
52272007  Union Electric Electric MO 10.20 52.22
6/13/2007 Northemn States Power Gas ND 10.75 5159
6/15/2007  Entergy Arkansas Electric AR 9.50 321
6/18/2007  Public Service of Col. Ges co 10.25 60.17
6/22/2001 Whedling Power Eleclric wv 10.50 4288
6/28/2007  Arzona Public Service Electric AZ 10,75 54.50

Average 10.56 % 50.27 %

Medlan 10.50 % 5020 %

Source: RRA, Major Raie Case Decisions, 1/30/07 and 7/3/07.
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Tambini — Rebuttal

Please state your name, title and business address.

My name is Steven J. Tambini [ am the Director, Engineering for the Northeast Region
of Amenican Water and my current business address is 213 Carriage Lane, Delran, NJ
08075.

Have you previously submitted testimony in this proceeding?

Yes, I have filed prepared direct testimony concerning the forecasted additions to rate
base.

What is the purpose of your testimony at this time?

[ am submitting rebuttal testimony in connection with positions taken by Mr. Kevin
Mangz for the Department of Public Service.

Mr. Manz has proposed that an adjustment of $974,900 be made to LIWC’s
proposed 2008 investment resulting in a proposed decrease in the 13-month
average UPIS by $487,450 . Do you agree with that proposal?

No, I do not. The proposed 2008 investment for mains replacement and renewal is
neither excessive nor improbable. The proposed level of investment of $2.5 miilion is
consistent with prior year’s investment levels that have been achieved by .the Company.
As noted on Mr. Manz’ Exhibit KAM-2, in 2006 the Company successfully completed
and placed into service about $2.9 million of mains improvements. The proposed
investment for 2008 is below this historically achicvable investment. In addition, I\:/Ir.
Manz has recognized in his direct testimony {Page 11, Lines 4 -6), that “...there has
been an acceleration of the distribution system replacement with the company...”, yet
he has used a historical average method to suggest what the level of investment should
be going forward. The trend is clearly increasing and the Company has proposed a

level of investment in 2008 consistent with the high end of the trend. The proposed



Tambini - Rebuttal

investment of $2.5 is reasonable and achievable and there should be no reduction in
UPIS. '

Q. Mr. Manz has suggested that the 20-inch transmission main project from Plant 12
to So. Baldwin should be removed from the rate case in should be included in
DSIC. Do you agree?

No. Mr. Manz is implying that the 20-inch transmission project might slip in schedule
and might not be completed and placed in service within the rate year. He has implied
that if that happens that the Company would recover the costs both in this case and in
the DSIC. The project, or a comparablc project, will be completed within the rate year.
The Company has a good track record of project delivery, especially for transmission
and distribution projects. The investment of $2,528,000 should not be removed from
the Company’s 13-month average UPIS.

Q. You have indicated in your direct testimony, in your rebuttal testimony, and in
other responses in this case that significant capital expenditures and significant
capital investment will continue to be needed to meet asset needs. What are the
expected plant additions are estimated to be needed in the near future?

Assuming that a multi-year rate determination is accepted the Company estimates that

plant additions for the 12 months ending 3/31/2010 and 3/31/2011 would be as follows:;

Estimated Plant Additions Year Ending 3/31/2010:

Total DSIC $4.51 Million
Total SIC $4.00 Million
Total Other $3.56 Million

TOTAL $12.07 Million



Tambini - Rebuttal

Estimated Plant Additions Year Ending 3/31/201 1:

Total DSIC $9.39 Million
Total SIC $1.30 Million
Total Other $2.40 Million
TOTAL $13.09 Million

7. Q. Does this conclude your rebuttal testimony?

A.  Yes, it does.
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. Q.
A
2. Q.

Watkins - Rebuttal

Did you file direct testimony in this proceeding?
Yes.

What are the areas you will address in your rebuttal testimeny?

A. First, I will respond to the testimony of Mr, Davi with respect to his adjustments to

Payroll, Group Insurance and Payroll Taxes. I will then address the testimony of Mr.
Higgins with respect to his adjustments to 401 (k) expense, Defined Contribution Plan
(DCP), Service Company and NER Service Company expense. I will next address the
testimony of Mr. Alch in regards to postage. My next section will address the testimony

of Mr. Van Cook in regards to the RAC/PTC.

OPERATING EXPENSES
PAYROLL

. Q.

A

Please summarize Staffs position on Payroll.
Staff makes several adjustments to payroll including wage increases, for both union and

non-union employees, incentive compensation, overtime and capital ratio.

Q. Please describe Staff’s adjustment to wage increases for the union employees.

A. Actual union increases effective 7/1/2005, 7/1/2006 and 1/1/2007 were all 3%. Staff

4,

5 Q.
A.

6. Q.

proposed to use 2.2% for 2008 and 2.1% for 2009. It is unrealistic to think that the
Company’s skilled union employees would accept these increases. The Company will
provide an update as soon as a new contract is available but in lieu of this the Company
believes its filed estimates are reasonable and should be used.

Does the Company agree to change the calcunlation for the union rate year
payroll per Mr. Davi's adjustmént‘.’

Yes, the rate year union payroll should have used 9 months of the 1/1/2008 rate and 3
months of the 1/1/2009 rate.

Does Staff adjust the non-union wage increases?

1
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Yes, Staff is proposing to use the GDP deflator of 2.2% for the 4/1/2008 non-union
payroll increase.

Is this in line with actual history of non-union wage increases?

No. The latest non-union incrwsé of 4.24% was effective 3/26/2007. The non-union
increases effective 4/1/04, 4/1/05 and 3/27/06 were 3.03%, 3.32% and 2.92%,

respectively.

. If the Commission does not use the Company’s proposed non-union increases,

what do you recommend for non-union payroll?
The minimum should be the weighted average of the last three years which is 3.53%.
Please see the below chart.

Base

Payroll Payroll Adjusted

BeforeInc  After Inc Percent
Adjusted  Adjusted  Increase

2005 $1,317,310 $1,361,085 3.32%
2006 $1,163,150 $1,197,119 2.92%
2007 $1,360,550 $1,418,304 4.24%

$3,841,010 $3,976,508 3.53%

The Company must be able to compensate its non-union employees in a range that will
retain those employces. If the Company increased compensation by the 2.2%
recommended by the Staff, many of the Company employees would start looking for
other jobs and cause instability within the Company, or those employees could become
disgruntled and their productivity would decrease. In the long term, providing
employees with a good working environment which includes reasonable wage increases,
helps the Company by retaining key employees which help to run the Company

effectively and efficiently.

Q. Does Staff make an adjustment to Incentive Compensation?
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10.

11.

12.

A

Q.

A

Q.

Watkins - Rebuttal

Yes, Staff is proposing to disallow all incentive compensation.

Does the Compsany agree with this adjustment?

No, this would put LIAW at an operating disadvantage. Incentive Compensation is an
effective, well documented and highly recommended tool that the Company utilizes to
ensure that the customers receives the best customer service and safe potable water
(both through the operational component). It aiso ensures a safe working environment
for employees (through the opcraﬁonal component), holds a portion of the employee’s
compensation at risk based on the individuals performance (through the individual
component), and motivates the employees to continually look for operating
efficiencies and to make sure the Company is run efficiently (through the financial
component). All of the above results in a portion of an employee’s pay being put at
risk. Companies that do not offer incentive compensation pay higher wages and their
employees are guaranteed to receive their pay regardless of the performance of the
individual, the operation or the Company. Please also refer to the rebuttal testimony
of Mr. Varley.

Does Staff make an adjustment to the capitalized percentage of Labor costs?

Yes, Staff is proposing to use the historical test year capitalized payroll percentage.
Staff’ goes on to “take exception™ that the Company “erroneously left” the AMR
capital in the base of the total payroll.

Do you agree with Staff’s method and comments?

No, the Company does not agree with Staff’s calculation or comments. The Company
did not erroneously leave AMR capitalized labor in the base. By eliminating the
$1,397,392 of capital payroll associated with the AMR program, Staff is suggesting that
we climinated positions in LIAW’s union. As stated in the response to Staff-60 (RMD-

15):
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15.

Woatkins - Rebuttal

The majority of the AMR program was done during normal working hours by
employees or positions that are still in the Company. Since this project is over,
these employees will move onto other jobs. By eliminating their payroll you
are understating the work they do by over estimating the capitalization

percentage.

Q. Should the Company adjust out the overtime that was removed in the calculation

of overtime hours from the capitalization percentage?

. Yes, the Company should adjust only the overtime doliars for the years in the actual

average used to determine overtime hours. It should not adjust the base pay of
employees out of the calculation. For example, given the Company’s adjusted overtime
calculation we should remove onty $260,861, $92,142 and $91,621 for 2006, 2005 and
2004, respectively. The Company would also suggest removing the $133,395 in 2006
for the adjustment per Staff-156 (RMD-23). The total of these numbers is $578,019
which is $819,373 lower than Staff’s proposal of removing $1,397,392. Staled another
way Staff is proposing to remove $819,373 of base pay for employees. This base pay did
not disappear because the Company has not reduced its level of employees from the

historic test year to the pro forme year.

. What is the result of this adjusted capital percentage?

. The resuit of this adjusted capital percentage is 12.19%, based on the three-year

average. The calculation is shown in Exhibit (JMW-1). Ialso want to identify that the

stand-alone 2006 capitalization rate is 14.59% and that the two-year average of 2004~

2005 is 10.91%.

. Why are you identifying the historical test year average and two-year

capitalization rates?
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Watkins - Rebuttal

. Staff is proposing to use the historical test year in addition to removing the total AMR,

so we have corrected this to exclude only the overtime AMR and the additional overtime
addressed in Staff-156 (RMD-23). The Company is including the two-year average

because this matches Staff’s overtime calculation.

. Does the Company believe there is a correlation between overtime and capital

percentage?

. Yes, there is a relationship between capital percentage and overtime. It would be

incorrect to use a two-year average of overtime and not use the same period to determine
the capital percentage because the work that drives the overtime also can influence the
capital. We must be consistent and match the time period for capital ratio and overtime

hours.

. How does the Company’s position and StafP’s differ for capital percentage and

overtime?

. The Company used a three-year average for both the capital percentage and total

overtime hours., This is because both items influence the other. Staff, in the last LIAW
rate case, Case 04-W-0577, maintained this relationship by using both overtime hours
from the historic test year and the capital ratio from the historic test year 2003. Staffin
this case is proposing to use a two-year average of overtime hours based on 2004-2005
but is using the adjusted historical test year (2006} for their capitalization ratio. This is
inconsistent because 2006 has the highest overtime hours and the highest capitalization
ratio but Staff is only using the capitalization ratic. Staff does not maintain the
relationship of the lower capitalization ratio as shown in Exhibit (JMW-1) which is

10.91% for the two year average.

18. Q. Does Staff address any other concerns with the capital ratio?



10
11
12
13
14
i5
16
17
18
19
20
21
22
23

24

19.

20.

21.

22,

Watkins - Rebuttal

. Yes, Staff states that the “total construction costs are projected to remain at levels

similar to previous years” and therefore “a request to use a three-year average of capital

payroll without AMR is without merit and should be denied.”

. Does the Company agree with this statement?

. No. The AMR program was performed by internal labor with very little cutside

contractor costs. The majority of the construction projects forecasted on Exhibit 8 will
be performed by outside contractors. Outside contractors do not affect the internal
capital ratio. The idea that construction costs remaining the same means the capital ratio
should remain the same is false.

Did the Company revise ifs overtime calculation of hours?

. Yes, the Company revised 2006 overtime hours in the response to Staff-156 (RMD-

23). The Company removed 3,080 hours and $133,394.80 in overtime, adjusting the
three-year average to 19,088.25 hours. Please see Exhibit (JMW-2) which is the

response to Staff-156 (RMD-23).

. 'What is the current amount of overtime hours in 2007?

. As of the end of August, the actual year to date overtime hours are 16,126, with actual

overtime of $721,806.49. The current August year to date information is 16,126 hours
which implies overtime for 2007 will be 24,190 (20,126 + 4 x {16,126/8). Please refer
to Exhibit (JMW-3) for the overtime hours and dollars for 2004-2007. This exhibit is an

update of the response 1o Staff-21 (RMD-22) partsd and e,

. Based on this information what is the Company recommending?

. The Company is recommending consistency and the recognition of the correlation

between overtime hours and the capital percentage that exists for LIAW. Since the Staff

is recommending a labor capitalization ratio based on an adjusted historic test year, then
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Watkins - Rebuttal

the adjusted 2006 historic test year overtime hours should be used for the overtime
calculation to be consistent.
23. Q. Does the Company believe this to be reasonable ongoing level of overtime hours?

A. Yes, the adjusted overtime hours for 2006 are 22,294.75 (without AMR) which is less
than the estimated 2007 overtime hours of 24,190.

24, Q. Please summarize the Company’s payroll position.

A. The Company has a history of above GDP increases for payroll and believes it should
not be penalized with the below market wage increase forecasted by Staff. The
Company strongly believes incentive compensation is an integral part of attracting and
retaining competent employees and that it should be allowed in this proceeding. The
Company believes there is a strong relationship between capital ratio and overtime hours
and therefore it suggests using the adjusted capital ratio of 14.59% along with the
adjusted overtime hours as presented in Staff-156 (RMD-23) of 22,294.75 hours if the
adjusted three-year average of the capital ratio of 12.19% and the three-year average of
overtime hours of 19,088.25 is not used. If Staff believes that using the two-year
average of overtime hours is correct then the capital ratio should be 10.91%.

Group Insurance
25. Q. Whatis Staff’s adjustment to Group Insurance?

A. Staff has proposed a $254,115 adjustment, or an approximately 24% reduction, to
group insurance. Staff’s projection is based on a computation of base year cost per
employee, escalated by general inflation.

26. Q. Is Staff’s projection reasonable?

A. No. Group insurance is medical, dental and life insurance. The Company projected the
expense by using actual 2007 premiums, escalated into the rate year by the average cost
increase over the past three years. Staff’s computations ignore actual 2007 costs, and

7
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Watkins - Rebuttal

rely on a base that is stale. Staff”s cost per employee approach is not only stale but
inherently unreliable. One reason is that Group Insurance is calculated on a monthly
basis which is dependent on the number of employees who are eligible that month.
Using an average can skew the data based on eligibility status. Staff’s projection for the
rate year is a full $46,277 less than the Company’s actual 2007 expense. The
Company’s costs have been going up over 10% per year based on a three-year growth
rate. Certainly everyone is familiar with the startling escalation in health insurance
costs. A proper projection must include the latest costs as well as a reasonable
escalation. The escalation in health care costs has consistently exceeded general
inflation. The Company will provide an update to reflect 2008 premiums when the
information is available.

Is the information in Exhibit (RMD-5) correct as presented?

No the information in Staff Exhibit (RMD-5) for 2005 is incorrect. Please refer to the
attached Exhibit (JMW-4) which is the response to Staff-105 (RMD-18). The 2005
Group Insurance total expenditure is $838,077, not the $938,788 presented in Staff’s

case,

401(k) Plan

28, Q.

29.

Please summarize Staff’s testimony on 401(k) expense.
Staff is proposing to use a two-year average of 401(k) expense, which lowers the

expense by $33,566.

Q. Do you agree with Staff’s recommendations?

A. Not entirely. The Company used actual individual participation levels from the base

year and applied that to the rate year payroll, adjusting the result for capitalization. The

Company did estimate the level of participation for vacant positions. As such the
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31.

Q.

Watkins - Rebuttal

Company’s rate year projection is more accurate. Also, Staff’s recommendation does
not take into account the change in the future capitalization rate.

Could you adjust Staff’s position to account for this change in capitalization rates?
Yes, please see Exhibit (JMW-5) attached to my rebuttal. This exhibit adjusts the
expense numbers for 2005 and 2006 by their corresponding capital ratios to obtain the
gross 401(k) matching contributions, The hvo—ye}xr average of this is $110,411. Ithen
adjusted this number by the one-year adjusted capital ratio of 14.59%, as shown in my
rebuttal testimony in the section for Labor. Next I adjusted this amount by Mr. Higgins'
recommended GDP price deflator of 5.98%. The result is a rate year expense of
$99,941, If the two-year average of overtime is used, then the capital ratio should be
adjusted to 10.91% instead of using the 14.59% which would increase the expense. If
the three-year average of overtime is used, then the capital ratio should be adjusted 10
12.19% instead of using the 14.59% which would increase the expense.

Which method is the Company proposing?

The Company believes that the $127,923 is the best projection of 401(k) expense for the
rate year because it 1akes into account the actual individual contribution rates and
applies those rates to the rate year payroll. If this method is not used, then the Company
believes that Exhibit (JMW-5) is the next best method because it adjusts the Staff

position for the change in capitalization.

Defined Contribution Plan

32.

3.

Q.
A,

Q.

Did Staff make an adjustment to the DCP?
Yes. Staff reduced the rate year forecast by about $42,498, or 60%. Staff’s projection
is based on the 2006 base year amount escalated by general inflation.

Is Staff"s projection reasonable?
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Watkins - Rebuttal

No. I have provided Exhibit (JMW-5) which sets out the actual expense for 2006 and
2007. Because participation is growing, the 2006 base year amount is stale. Once
again, Staff’s rate year projection of $28,320 is less than the Company’s actual year to
date August 2007 expense of $30,822,

Please summarize Staff’s testimony on DCP expense.

Staff is proposing to use the historical test year and adjust if for inflation.

Do you agree with Staff’s recommmendations?

No. The Company used the rate year payroll levels for employees hired after 1/1/06 for
all non-union employees and 1/1/01 for all union employees. This would be the best
forecast for the rate year DCP expense. Staff’s recommendation, also does not take into
account the change in the future capitalization rate,

Are you proposing an alternative?

Yes, please see Exhibit (JMW-6) which shows the actual 2006 and 2007 expenses.
As you can see from this exhibit the expense level is increasing throughout 2006.
Please also note that the year to date August 2007 expense is $30,822 which is higher
than the 2006 expense, Annualized year to date August numbers show an expense
level of $46,234, Increasing this by Staff’s GDP level of 5.98% results in a rate year
expense of $48,998. The Company believes its original filed DCP is the correct
number to use to forecast the rate year expense, but if this approach is not taken then

Exhibit (JMW-5) should be used.

Service Company {other than Northeast Region (NER})

37.

Q.

A

Please summarize Staffs position.
Staff made adjustments to the Labor & Related Expenses and the Expense Other than
Labor & Related. The Labor & Related expenses that were addressed were labor
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38,

Watkins - Rebuttal

internal recharge ($19,508), labor expats ($8,018), IP Annual ($50,239), IP Long Term
($39,746), EIP ($29) and inflation adjustments ($62,932) for a total of $180,427. The
Expense Other than Labor & Related were uncollectible expense ($11,927) and inflation

adjustments ($25,915) for a total of $37,842.

. Is the Company accepting Staff’s proposed changes?

The Company is not contesting some of the changes. The Company is not contesting
the adjustment to Expense Other than Labor & Related of $37,842. The Company will
also not contest the adjustments in regards to internal recharge and labor expats in the
combined amount of $27,526 or $30,069 with inflationary adjustments. The Company
does not agree with the adjustments to incentive compensation and inflationary
adjustments to labor and related expenses as discussed in the Payroll and Northeast

Region (NER) Service Company of my rebuttal testimony,

Northeast Region (NER) Service Company

39.

40,

Q.
A.

Please summarize Staff’s position.

Staff made adjustments to the NER Service Company to eliminate incentive
compensation, reflect a Jower NER headcount, use a lower benefit overhead factor,
revise the allocation of expenses and adjusted the expense for GDP price deflator.
Does the Company agree with Staffs recommendations?

The Company agrees with the reduction in the benefit overhead factor from 50% to
42%. The Company also agrees to the change in the allocation factors to include a
portion of the VPs and up to Liberty, Edison and ETS and to also allocate a portion of

the salary of the former NE Region President and his Executive Assistant to the newly

formed Eastern Division.

11
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Watkins - Rebuttal

Q. What is the Company’s position in regards to incentive compensation and the

use of GDP price deflator?

. As stated previously, the Company believes that incentive compensation is a vital part

of compensation and is needed to hire and retain competent employees. The
Company believes that the use of GDP deflator for wage increases is not a valid

representation and that historical increases should be used instead.

Q. Does the Company agree with the adjustment to headcount?

No. Staffrelied on information in the response to Staff-245 (KJH-67) to calculate its
adjustment.

What has changed since that response?

. The Company has added to its staffing level since the response to Staff-245 (KJH-67)

as of the August 24, 2007. The Company filled the positions of Paralegal and Assoc
Counsel Il Regional. The start date of the Paralegal position was 9/10/2007 and the

start date of the Assoc Counsel II Regional was 9/19/2007.

Q. Does the Company have any “temp to perm” employees?

A. Yes, currently the Company has three “temp to perm” employees. These employees

are not actual employees of the Company at this titne but they are filling positions that
were considered vacant in the adjustment. The Company did not inform Mr. Higgins
about these employees and should have included them in the response to Staff-245
(KJH-67). The three “temp to perm” employees are filling 2 of the Senior Financial
Analyst positions and the HR Generalist position. One of these employees has been
with the Company since 9/29/2006 in the role of Senior Financial Analyst. The other
Senior Financial Analyst and the HR Generalist started working for the Company on

9/18/2007 and 8/6/2007, respectively.

45, Q. Why is the Company using temp to perm employees?
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47. Q.
A.
44, Q.
A,
Postage
49, Q.
A
50. Q.
A.

Watkins - Rebuttal

The Company has had a difficult time attracting and retaining competent employees at
a caliber that the Company needs. This is in part due to the competitive market for
professional employees. This is yet another reason why incentive compensation is
important for the Company to attract and retain high caliber employees.

Has the NER made any offers to potential employees?

Yes the NER Service Company has made an offer to fill the position of

Manager Financial Performance Planning and Reporting. This offer was accepted
and the start date is November 1, 2007. The NER is also expecting to make an offer
to a Legal Secretary before 10/12/2007 as interviews are currently ongoing.

Please summarize the changes in headcount.

The NER has started two legal employees since the last update. The NER has three
temp to perm employees that were left out of the headcount. The NER has had one
offer accepted and is preparing to make another offer. In total the NER has increased
its headcount by 6 employees in comparison to Staff’s adjustment and could increase
this by one more shortly.

What is the salary in the NER exhibits of the remaining 3 vacant positions?

The salary in 2007 for the three remaining vacant positions is $306,861. Of this only

10.54% is allocated to LIAW.

What is StafP’s position on Postage?

Staff is proposing to disallow the additional postage due to the monthly billing
conversion.

Does the Company agree with Staff proposal and reasons for the proposal?

No the Company does not agree with Staff’s proposal. The Company will incur an
additional expense of $183,337. Staff stated that the Company was allowed to retain the
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51. Q.
A

Watkins - Rebuttal

program’s savings. The only savings associated with the AMR program, however, were
labor savings. The Company eliminated all of the positions in the last rate case
associated with these savings. The Company maintained its level of employees and
therefore the customers are the beneficiaries of the savings that were provided in the last
rate case due to a lower level of employees. The AMR cost analysis showed savings of
$1,356,436 that the customers have or will receive. There are no savings that the
Company has retained.

If the Company does not recover this cost, will it still provide monthly billing?

No. The Company will not be able to offer monthly billing if it cannot recover the costs

to perform monthly billing,

RAC and Property Tax Reconcilistion Clause (PTC)

5. Q.
A
53. Q.
A.
54. Q.
A.

What is Stafi’s recommendation for the RAC/PTC?

Staff has recommended that the RAC/PTC be discontinued if there is a one-year rate
case decision.

Does the Company agree with Staff’s recommendation?

No. The Company believes the RAC and the PTC benefit the customers and therefore
the Company would recommend that the RAC/PTC been continued regardless of the
outcome will respect to the time frame in this case.

Does the Company want to hold the balance of the RAC/PTC on it books till
3/31/20087

No, the Company would prefer to refund it prior to that. Currently the Company has
balances in three separate acwuﬁt§ which equal a refund to the customers of
approximately $251,158 as of September 30, 2007. The Company currently has Case

05-W-0339 which could offer a refund to their customers. The Company believes that if
such a refund were to occur prior to March 31, 2008, that the RAC/PTC balance should
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55.

56.

57.

Watkins - Rebuttal

be refunded with it. This would allow the Company to clean up the three accounts and
only have the balance that represents the rate year ended 3/31/2008 in those accounts.

Is the Company making any recommendations to change the RAC/PTC?

Yes, in discussions with Staff it was proposed to the Company that the terms of the
refund/recovery of the RAC and PTC should be identical. We believe Staff agrees with
linking the refund/recovery periods (LIAW-5 part 4). The Company believes that a one-
year period of recovery/refund is appropriate.

How would the Company propose to recover/refund the balance at the end of each
year?

If the Company owes money to the customers, it would propose to refund the money in
a lump sum. This benefits the customers by providing any refunds as soon as possible.
If the Company were in a position 1o surcharge the customer, it would prefer to recover
it in a short time span. The Company does not want to surcharge the customers in a way
that would produce a large impact but believes that Staff”s recommendation is too low at
$4 per month. The Company would suggest to recovery based on a monthly charge of at
least $10 per month unless the recovery would be more than one year in which case a
1/12 of the surcharge should be used. This would insure that the Company received
recovery within a year.

Did the Company propose any other adjustments to the RAC or PTC that were not
addressed?

Yes. The Company proposed that the recovery and the give back of the PTC should be
at 100%. Currently the Company refunds 100% of any decreases in property taxes but
only receives 85% recovery of increases in property tax. The Company believes it has
demonstrated its diligence in pursuing property tax reductions in Case 06-W-0069
where we have refunded over $5.9 million ($2.8 million directly to our customers and
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$3.1 million was used as an offset to the RAC balance due tc the Company) to our

customers in 2007 alone.

Payroll Taxes

58,

59.

Q. Do you agree with Staff’s adjustment to Payroll Taxes?

A. The Company agrees in part. The Company agrees to add the overtime wages to the
FICA taxes. The Company believes the adjusted three-year average of overtime hours
in the response to Staff-156 (RMD-23).should be used with the corresponding three-
year average of the capital ratio; or the historic test year overtime hours and capital
ratio should be used. The Company agrees that payroll should be adjusted for the
final payroll numbers, please see the Payroll section for the Company’s position in
regards to Payroll.

Q. Does this conclude your rebuttal testimony?

A. Yes, it does,

16



Exhibit (JMW-1)

As filed
Total Capltalized & other
Payrol} Payroll without AMR Capital
2004 $6,547,940 $676,173 10.33%
2005 6,441,576 720,575 11.19%
2006 7,254,915 1,001,214 13.60%
2004-2006 $20,244,431 $2,397 961 11.85%
AMR OT Payroll
2004 $91,621
2005 92,142
2066 260,861
Adjustment to OT
2006 $133,305
Adjusted 3 Year Average
Total Capitalized & other
Payroll Payrol| without AMR Capltal
2004 $6,456,319 $676,173 10.47%
2005 6,349,434 720,575 11.35%
2006 6,860,659 1,001,214 14.59%
2004-2006 $19,666,412 $2,397,961 12.19%
Adjusted 2 Year Average
Total Capitalized & other
Payroll Payroll without AMR Capital
2004 $6,456,319 $676,173 10.47%
2005 6,349,434 720,§75 11.35%
2004-2005 $12,805,753 $1,306,747 10.91%
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STAFF OF THE DEPARTMENT OF PUBLIC SERVICE
INTERROGATORY/DOCUMENT REQUEST

Request No.: STAFF- 156 (RMD - 23)
Requested By: Richard Davi

Date of Request:  June 22, 2007

Reply Date: July 2, 2007

Subject: Payroll

In response to Staff 23 (RMD-4), the company identified the following as actual overtime
payroll for years 2004-2006:

OT dollars
2004 $ 824,270
2005 812,891
2006 1,345.241

‘The amount of OT labor dollars has increased by more than $500,000 from 2005 to 2006.
Specifically, what do you attribute to this significent increase in the amount of OT?

A, The increase of overtime labor dollars from 2005 to 2006 ($812,891 vs. $1,345,242) can
be attributed to several faclors, please refer to Staff-23 for the attachment that supports
the numbers. The completion of the AMR program accounted for $260,861, or 51% of
the $512,350 increase, and the overtime applicable to such will not be incurred in 2008
and 2009, Therefore, the adjusted overtime for 2006, excluding the anomaly releted to the
completion of the AMR program is $1,084,380. The additional overtime costs incurred
in 2006, exclusive of the AMR overtime described above, is approximately $363,632

more than the prior year.

There were two other factors in 2006 that had a major impact on the amount of overtime
hours incurred by the Company as compared to prior years; 1) four vacant positions for
the majority of 2006 in the T&D Department as a result of sickness and people leaving
the business; and 2) two T&D positions were temporarily moved to the AMR program
and their normal work was done with overtime,

The four vacant positions in the T&D Department for 2006 were:

Utility Person I

Utility Person ]

Utility Meter Service

Utility Meter Service

The Company estimates that the loss of these positions and the related work required
from each in 2006 resulted in backfilling from other positions and the incurrence of
approximately 3,080 of additional overtime, or $133,395 (3,080 X $43.31).



Case W-07-0508 Exhibit (JMW-2)
Long Island Rate Case Page 2 of 3
Water Rates

Staff-156 (Continued)

The increase in maintenance and compliance work accounted for the remaining overtime
differential. The Company incurred a considerable increase in various maintenance end
compliance tasks in 2006 as compared to 2005. These tasks were incurred primarily to
maintain the integrity of the system and to provide the level of customer service that is
expected of a Class A water utility, This increase as compared to 2005 can be depicted as
follows:

Service renewals up by 32%

Curb box repairs up by 24%

Hydrant repairs up by 52%

Mark outs up by 19%

Water guality flushing up by 12.5%

In summary, the Company attributes the increase in overtime in 2006 excluding AMR to
the vacancy of positions and the temporary movement of two T&D employees of
$133,395. The remaining amount i.e. the difference between the noted OT increase of
$363,632 and the (3,080 hrs) $133,395 = $230,237 and can be allocated to the increased
work volume in the noted categories. Based on the above information, please see the

attached revised OT workpaper.

Respondent: William Varley/John M. Watkins Date: July 2, 2007



Exhibit (JMW-2)

Page '3 of 3
or
Joh Title Data 2008 2005 2004
Auto Machanic Hours 154.00 28.00 13.50
Amount $7.6832.20 $1,383.78 $590.29
Baam Truck Operator Howa 764.50 204.50 402.50
Amount $33,652.97 $8,750.34 $17.168.17
Business Clerk Hours 416.50 218.75 197.50
Amount $16,978.55 $8,585.98 §7,895.08
Car Washer Hours 142.00 18.00 200
Amouni $5.735.35 $683.41 $67.88
Comm Investigator Hours 817.50 81.50 48025
Amount $34,201.60 $3,288.18 $19,100.45
Customer Service Analyst Houra 3.00 368.50 58.50
Amount $138.88 $1.826.57 $2.665.30
Daylist Clark Hours 544,00 203.25 82.50
Amount $21,530.41 $7,734.29 $3.004.45
Distribudon Clerk Hours 411.50 108.25 78.00
Amount $14,640.42 $3.740.58 $2.670.28
Equipment Operalor Hours 2,013.00 1.140.50 1,364.50
Amount $06,605.04 $53,518.64 $63,270.18
M & S Storekeeper Hours 300.00 108.75 75.00
Ampunt $13,108.00 $7,188.67 3112
Malntenance Mechanic Hours 271.50 265.60 121.00
Amount $12,621.25 $11,500.75 $5,355.57
Maintenance Mechanic B Hours 338,50 280.00 91.00
Amount $14,635.23 $11,607.90 $3.601.14
Meler Reader Hours 88.50 100.25 141.00
Amourt $2,054.67 $4.301.61 $5.081.19
Metor Tester Hours 122.00 3150 240.00
Amount $4,985.01 $1.318.50 $9.254.77
Oller-Plant Helper Hours 3.170.50 2,700.50 2,489.00
Amount $123,765.68 $101,938.41 $92,178.75
Senlor Meter Mechanic Hours 785.60 408.50 592.00
Amount $35.187.51 $17,743.82 $25,584.15
Sentor Utllity Man A Hours 2,832.00 1,679.50 2,023.00
Amount $139,257.87 $78,501.97 $03,372.56
Station Attendant A Hours 2.461.00 2,173.00 2,066.25
Amount $112,248.47 $66,500.50 $00,297.72
Station Aftendeni B Hours 1,610.00 1,521.00 1,380.50
Armount $60,352,18 $84.018.40 $50.007.2¢
Utility Man - Mater Service Hours 5,361.00 3AB8.76 2.787.25
Amount $221977.77 $130.557.85 $108.835.27
Utility Man 1 Hours 5,001.00 2,131.50 2.332.50
Amount $218,880.5T $89,215.94 $05,800.85
Wility Man ), Uti/Meter SV Hours 3.805.00 2,537.80 3,088.00
Amount $147,122.05 $90.830.13  $119,180.51
Tota! OT Hours 3160250 19,499.50 20,088.75
Total OT Dollars $1.345.241.54  $842,890.82 $824,27057
AMR Hour 6,227.75 2,285.00 2.311.26
AMR Dollars $280,881.38 $82,142.41 $91,621.06
Adjustment to 2006 hours Staff-158 3.080.00
Adjustment to 2006 dollars $133,394.80 Toll
Averape Overime
Tolal OT Hours wio AMR 22,204.75 17,214.50 17,755.50 19,088.25
Totat OT Doliars w/o AMR $950,985.38 $720,748.41  §732,649.51 $601,461.10
Average Hourly rate $41.99
Increass for 2006 3.00% 103.00% $43.25  $825567
Increase for 2007 3.00% 103.00% $44.55 $850,382
Increase for 2008 4.00% 104.00% $46.33 3884359
3.50% 103.50% $47.95 3915282

increase for 2009



d. Number of overtime hours

2004
2005
2008
2007

Jan

2,980.75
4,741.50
2,765.00
202800

. Overtime igbor charges

Jan

2004 $128,168.63

2005

$116,920.07

2006 $121,856.19
2007  $92.992.64 $177.970.42 $100,874.94

Feb

2,7110.75
1,294.50
1.4087.75
3,924.00

Feb
$113,441.02
$52.389.97
$62,506.88

March
1,438.00
1,702.00
2.572.75
2,303.00

March
$508,395.29
$69,853.08

$100,702.59

April

1,381.75
1,938.00
2,188.25
1,897.00

April
$57,715.82
$60271.88
$63.521.53
$84.448.75

May
875.00
1,356.25
2,830.00
2213.50

May
$26,728.22
$54,769.08

$107,717.23
$98,355.04

June
2,215.50
1,481.75
3,608.00
1,358.50

June
$86,787.15
$60,0685.42

$148,762.39
$60,093.15

July

1,283.75
1,222 50
221150
1,400.50

$51,960.77
$49,756.00
$93,736.39
$65.908.20

1,058.50
1,415.00
223475

913.50

Aug
$39,555.14
$55,838.66
$91,028.50
$41,077.35

Sept

167825
1.872.75
2,840.00

Sept
$62,083.31
576,800.68

$125,707 81

Cet

2,007.25
1,480.25
2,823.00

Oct
$83,522.14
$63,355.83

1.825.75
1,444.00
337750

Nov
$79.635.50
$62,084 .45

791.50
1,570.00
2,784.00

Dec
$36,276.58
$71,686.69

$122,920.49 $150,175.15 $117,508.49

Exhibit (JMW-3)

Tota!
20,086.75
19,4980
3180250
16,126.00

Tetal
$824,270.57
$812,890.82

$1,345241.54
$721,808.49
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STAFF OF THE DEPARTMENT OF PUBLIC SERVICE
INTERROGATORY/DOCUMENT RE ST

Request No.: STAFF - 105 (RMD - 18)
Requested By: Richard Davi

Date of Request:  June 12, 2007

Reply Date: June 22, 2007

Subject: Group Insurance

Please provide a breakdown of group insurance expenses (before and after labor allocations) for
calendar years 2004, 2005 and 2006 by the following components: life insurance, disability,
medical, opt out payments, and employee contributions.

A, Please see attached.

Respondent: John M. Watkins Date: June 22, 2007



LONG ISLAND AMERICAN WATER
CASE 07-W-0508

STAFF - 105

GCROUP INSURANCE
PRE-ALLOCATION

Life insurance

Disabflity

Medical

Opt-Out Payments

Less:
Employee Coniributions

Net Costs

POST-ALLOCATION
EXPENSE

Life Insurance
Disability

Medical

Opt-Out Payments

Less:
Employee Contributions

Net Costs

CAPITAL

Life Insurance
Disability

Medical

Opt-Out Payments

Less:
Employee Contributions

Net Costs

Exhibvit (JMw-4)
Page 2 of 2

2004 2005 2006
$10,189  $11,190  $14,903
8,391 8,511 8,510
1005113 868,008 900,592
16,667 10,018 9,108
83,955 60,648 79,711
$056,385 _ $838,077  $853,402
2004 2005 2008
$8,361  $10516  $10.662
6,899 7,998 6,080
826,023 816,617 644,330
13,704 8,412 6,516
69,030 56,992 57,030
$786,357  $787.561 _ $610.573
2004 2005 2006
$1,809 $674 $4,241
1,492 513 2422
178,690 52391 256,256
2,063 604 2,591
14,926 3,656 22,681
$170.028 __ $50.626  $242.820




Exhibit (JMW-5)

Long Istand Water Corporation

401(k) expenss
For the Rate Year Ended March 31, 2009

Company forecast FY 20067 FY 2008 RYE 3/31/09
Non-union $40,003  $42,560 $42,985
Union . 94884 99,069 102,135
$135,877 $141,638 145,120
Percent charged to capltal 11.85%
Amount charged to capltal 17,197
Amount charged to expense $127.923 $127,923
Before
Par Staff Amount Capital % Capital
Actual amount charged to expense:
FYE 2005 85,500 16.64% 102,567
FYE 2008 92,700 21.61% 118,255
178,200 220,822
2-Year averags of 401(k) expense $89,100 $110.411
Capital % 14.59%
94,302
Increased for GDP @ 5.9% $94|35? @ 5.08% $99,041

Staff Adjustment $33,566 $27,982
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Long Island Water Corporation

Defined Contribution Plan
DCP
2006
Jan 478
Fab 604
Mar 1,795
Apr 1,909
May 2,551
Jun 2,636
Jul 2171
Aug 2,202
Sep 3,311
Oct 2,249
Nov 4,202
Dec 4,213
Total 28,320
2007

Jan 3,863
Feb 4,909
Mar 3,324
Apr 3,250
May 3,983
Jun 3,341
Jul 4,568
Aug 3,584
Sep

Oct

Nov

Dec

Total 30,822
Monthly Average for 2007 3,853
Annualized 2007 48,234
Plus GDP 5.98%

Rate Year Expense




Case No. 07-W-0508

LONG ISLAND AMERICAN WATER

REBUTTAL TESTIMONY OF
DAVID HUNTER

Gctober 5, 2007



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Case 07-W-0508 Hunter - Rebuttal

1. Q. Did you previously submit testimony in this case?
A, Yes,
Q. What is the purpose of your rebuttal testimony in this case?

A. 1 am responding to the testimony of Mr. Richard Leary concerning his position on the Company’s

proposed Insurance Other Than Group (Insurance OTG) expenses.

. Is Staff proposing to adjust the rate year expense for Insurance OTG?

A. Yes, Staff made an adjustment to decrease rate year expense by $530,879, or 38.4% less than the

Company’s originally filed forecast. Staff is proposing that the Company adjust its allocation

process.

. How did you do your forecast?

I used the actual 2007 Insurance OTG invoices and 2007 allocations, and inflated them based on

estimates provided by our insurance broker Marsh Brokerage.

Q. How did Staff calculate its adjustment?

. Staff utilized 2007 Insurance OTG invoices and an average of prior year’s allocations (2007, 2006,

2005, and 2004), and inflated them using the GDP deflator,

. Do you believe that a GDP deflator should be used instead of an industry estimate?

. No, I do not. For items that are general in nature a GDP deflator might be appropriate, but

insurance forecasts should be industry specific so the projections are as accurate as possible.

. Did you use the 2006 allocation to develop your forecast?

A, No, 1did not. 1 used the actual 2007 costs. As stated in my original testimony and responses to

Staff IRs, the 2006 base vear for Insurance OTG was understated because of an accounting error,

The payroll estimate used as a basis for the 2006 allocation of premiums was erroneous and

understated. Please see the table below:

Long Island American Water
Fayroll
Year Estimate
2004 5,916,246
2005 6,737,559
2006 958,473
2007 5,132,005
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Case 07-W-0508 Hunter - Rebuttal

8. Q.
A
9 Q.

10. Q.

11. Q.

12. Q.

13. Q.

Was the 2006 expense for Insurance Other Than Group restated when this error was

found?

. No it was not.

Why not?

There are two reasons. The first is because the adjustment is not material for American Water as a
consolidated entity. The second is because LIAW’s insurance program is a 66 month retro
premium program. If and when LIAW’s insurance claims exceed the premiums paid for 2006,
LIAW will be charged with the additional costs necessary to make up for the premium shortage of
2006.

Should the 2006 allocation be used to project future expenses for ratemaking purposes?

No, the 2006 allocation was incorrect for LIAW, so it would lead to an incorrect future estimate for
the pro forma.

Did Staff use the 2006 flawed allocation in its projection?

Yes

Is there anything else about Staff’s forecast that you disagree with?

Yes. According to Staff’s testimony Pg 15, lines 12 - 15, Staff is “proposing to use allocation
percentages based on a four-year average of aliocation percentages in order to mitigate the volatility
of the insurance marketf.” This methodology is unnecessary and inappropriate.

Please explain why Staff’s allocation methodology is unnecessary and inappropriate.

American Water’s insurance premiuvms are allocated to its subsidiaries based on either loss history,
exposure, or a combination of loss history and exposure. The basis of the loss history allocation is
the average of the past 5 year’s loss experience (claims). This 5 year average is used to smooth out
losses if a subsidiary has one bad year of claims experience. Seeing how the current process is
already based on a 5 year average of actual claims experience, it does not make sense to average the

past 4 year’s loss history allocations in order to smooth a volatile market.
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Case 07-W-0508 Hunter - Rebuttal

14. Q.

15. Q.

16. Q.

17. Q.

18. Q.

The exposure allocation is meant to represent the Company’s current risk. The basis of the
exposure allocation is payroll expenses, number of vehicles, or insurable property value. To take an
average of the past 4 years exposure would not accurately represent the Company’s current risk.
How does Staff’s position conspare to historical actuals?

The historical actuals, as presented in my original testimony, are as follows:

LIAW's Insurance O1G
Year Amount
2003 $ 830,032
STAFF'S FOSITION 853,189
2004 080,923
2005 976,351
2006 709,110
2007 1,191,219

As the table shows, Staff’s forecast is less than the actual costs incurred for 2004, 2005 and 2007.

As discussed above, 2006 was in error.
Are you proposing any adjustments to Insurance OTG?

Yes. I am reducing the Company’s forecast by $192,849 or 13.9 % due to a recalculation of the
Insurance QTG allocation. After conversations with Staff witnesses, 1 corrected errors within the
allocation of General Liability, Workers Compensation, and Auto Liability, See Exhibit (DH-1).
Are you including the restatement of your position with this testimony?

Yes, 1am, The revisions are set forth on Exhibit (DH-2).

Will you provide actual 2008 premiums?

Yes. The Company believes it will be able to provide the actual 2008 premiums before the end of

December.

Does this conclude your rebuttal testimony at this time?

Yes, it does.
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Long Island American Water
insurance Other Than Group As Of 08/30/07

Qrignially
REVISED PROFORMA AS OF 08/30/07 Filed
12 Month
Insurance 2007 2008 2009 12 “;;“1*;:0';"“ Ended
3/31/2009
Workers Compensation 527,138 551,644 877,323 558,064 568,704
Percent Chargeable To Capital and Other 11.85% 11.85% 11.85% 11.85% 11.85%
Amount Chargeabie To Capitat and Other (62,466) (65.370) (68,413) {66,131) (67,391)
Pro Forma Workers Compensation 464,670 486,274 508,910 491,933 501,313
Property Insurance 42,925 48,363 54,299 50,597 50,597
GUPR 402,324 422 441 443 563 421,722 603,623
Excess Liability 120,516 132,568 145,825 135,882 135,882
Consultation Fees 5,969 6,149 6,333 6,195 6,195
Executive Risk 12,456 14,702 16,172 15,070 15,070
_Auto Insurance 26,689 29,358 32,294 30,092 37.680
Retro Insurance Charges(5 Yr Average) 33,729 33,728 33,729 33,729 33,729
Total Pro forma 1,109,273 1,174,584 1,241,125 1,191,219 1,384,068
Actual Test Year Expense 929,100 1,109,279 1,174,584 1,125,605
Increase/{Decrease) $180,179 $65,305 $66,541 $65,614

Note™

The 2006 base year amount for Insurance Other Than Group is artificially low due to an accounting anomaly. The
base year amount of $708,110 has been normalized to $929,100. The normalized amount is an average of 3 years
insurance Other Than Group actuals of $830,032, $980,923, and $976,351 from 2003, 2004, and 2008 respectively.

Exhibit 12

Change

12 Month
Ended
313112009

(10,640)

1,261
(9.380)

(175,902)

(7.568)

(192,849)

Tab 16
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A

("]
> o R

Did you file direct testimony in this proceeding?

Yes.

What are the areas you will address in your rebuttal testimony?

I will respond to the testimony of the Panel with respect to power and fuel
costs and deferred pension and OPEB expense.

Have you prepared an exhibit in conjunction with your testimony?

Yes, in support of my testimony I have prepared Exhibit (JNC-1).

Production Expense / Power

4. Q.
A.

5.

6. Q.
A

Please summarize Staff’s testimony on power cost.

Staft is proposing power costs of $2,654,360 for the rate year, Thisis a
$140,218 reduction to the $2,794,598 rate year power costs as projected by
the Company. Power cost is the cost for electric service provided by the Long
Island Power Authority (LIPA).

What was the basis of the Company’s initial projection?

The power cost, as shown in Exhibit 12, tab 5, was based on normalized 2006
cost increased by 5.99% for 2007, 2008 and the rate year. The 5.99% is the
average annual cost increases over the last 6 years excluding the highest and
lowest cost increases.

How has Staff’s projection of power cost in the rate year differed from
the Company’s projection?

Staff has increased the normalized base year power cost of $2,450,933 by
8.30%. The 8.30% increase is based on the LIPA’S forecasted revenue

increases from 2006 to 2009,
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7.

Q. Do you agree with Staff's adjustment and method of prejecting power

costs in the rate year?

I disagree with the adjustment and the methodology of projecting power costs
in the rate year. Underlying Staff’s adjustment is an assumption that the
Company’s power cost will mirror LIPA’s projection of an 8.30% increase in
total revenue from 2006 to 2009. Also, LIPA’s tariff includes a fuel recovery
provision that would allow it to pass along to their customers increased fuel
and purchased power costs. Because of the fuel recovery provision, LIPA
revenue would increase above the 8.30% projection if fuel and purchased

power cost increase beyond their projections.

Production Costs / Fuel

8.

Q. Daoes the Company agree with Staff’s adjustment to fuel cost in the rate

year?

No. Staff is proposing a general inflation factor of 5.98% (based on the GDP
price deflator) applied to the actual 2006 base year expense. It would be more
reasonable to base future projections of fuel cost on the projected cost of
home heating oil. The Company’s new supply agreement is for the delivery of
ultra low sulfur diesel which should follow the price of home heating oil. The
projected price increase for home heating oil by the Energy Information
Administration is 5.9% from 2006 to 2007 and 7.2% from 2007 to 2008.
There is no projection for 2009, so the Company proposes using an average of

the 5.9% and 7.2%, or 6.5% as the increase from 2008 to 2009. Using these



10

1i

12

13

14

15

16

17

19

Case 07-W-0508 Casillo - Rebuttal

increases for 2007, 2008 and 2009, the Company projects a cost of fuel in the
rate year of $317,859. This is $97,826 less than the Company’s original
projection shown in Exhibit 12, tab 6, but $25,723 higher that Staff’s
projection for the rate year. Pursuant to Staff’s suggestion, attached as INC-1,
is a copy of the Company’s latest supply contract. The price paid under the
new contract will fluctuate based on the index published in Qil Price

Information Service for New York.

Deferred Pension and OPEB Expense

9.

Q. Has the Company provided Staff with its accounting for Pension and

OPEB during this proceeding?

Yes. In its response to Staff interrogatories 198 and 199, the
Company provided the supporting calculations for the deferred
Pension and OPEB expense on the Company’s books as of
December 31, 2006. These calculations also support the interest
expense recorded on the Pension and OPEB internal reserve through

the end of 2006

10. Q. Has the Company responded to the Staff’s audit report issued as a result

of the open proceeding in Case 05-W-0339?

A. The Company will respond to the audit report shortly.
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1 11. Q. Does this complete your prefiled rebuttal testimony?

2 A, Yes.
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FUEL SUPPLY AGREEMENT Page 1 of 15
BETWEEN

LONG ISLAND - AMERICAN WATER Company and Petro

This is an agreement (hereinafter referred to as the "Agresment”) dated as of XXOOMXX
(herginafler referred to as the "Effeclive Date”) between Petro ({hereinafter referred to as
“Supplier”), a XXXXX corporation with its principal place of business at XXXXXXXOOXXXX, and
Long Island - American Water Company (hereinafter referred {o as “Buyer”), a New York
corporation wilh its principal place of business al 131 Woodcrest Road, Cherry Hil, NJ 08034,

WHEREAS, Buyer is desirous of purchasing various fuels; and,
WHEREAS, Supplier is in the business of providing fuels; and,

WHEREAS, Buyer desires to work with Supplier for the provision of various fuels.

AGREEMENT

Therefore, to accomplish the purpose staled above, and in consideration of the mutual
promises stated below, Supplier and Buyer, imending fo be legally bound, agree as follows:

ARTICLE 1. PURCHASE TERMS

1.1 Orders ~ Supplier agrees, in consideration of the mutual promises herein contained,
thal it will offer for sale to Buyer quantities of regular unieaded gasoline and Ultra Low
Sulfur Diesel fuels (hereinafter referred to as “Fuel”) using the pricing formula (the "Price
Terms") as set forth in Attachment A, which is attached hereto and incorporated into this
Agreement in its enlirety. The Fuel will be made avallable for purchase by Buyer via
telephane or set delivery schedule at the Price Terms. Any order for Fuel placed by
Buyer will (a) be deemed lo be an acceptance of Supplier's Price Terms by Buyer; (b)
specify quantity and description of Fuel ordered and the prices of such Fuel (as indicated
in Attachment A); (c) specify the date range within which the Fuel must be delivered; and
(d) be governed in all other respects by the terms and conditions of this Agreement.
Aithough Attachment A identifies estimated annual quantities of Fuel thal Buyer wifl
purchase, the annual consumption quantities of Fuel set forth in Attachment A are
estimates only, and Buyer reserves the right o order more or less than such quaniities.
Buyer is not required to order any particular quantity of Fuel from Supplier. For
purposes of this Agreement, “Ulira Low Sulfur Diesel” shall mean diesel fuel having a
maximum sulfur content of 15 parts per miliion.

m — THS Akt Al e e T e SRR e il
N H XXX Buyer may terminate this Agreemenl at any time and for any reason
upon prowdlng Suppller thirty (30) calendar days prior written notice of its desire to
terminate. Unless requested or direcled otherwise by Buyer in accordance herewith,
Supplier shall continue o provide and deliver Fuel hereunder through the effective date
of any expirafion, termination, or canceltation of this Agreement. In addition, Supplier
will fullill all orders for Fuel placed by Buyer prior to the termination date, even if delivery
of the Fuel occurs after such termination date,

1.2

.
Long Island - American Water Company Page 1 of 13
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1.3 Price — Exact prices for orders of Fuel will be determined on the date the Fuel is

delivered to Buyer based upon the formula detailed in Attachment A. Should Supplier be
unable lo deliver any Fuel on the originally-scheduled delivery date, Buyer shali pay lhe
price that the Fuel would have been on the originally-scheduled delivery date. However,
should the price of the Fuel on the rescheduled delivery date be less than the Fuel wouid
have been on the originally-scheduled delivery date, Buyer shall pay the price of Fuel on
the rescheduled delivery date.

ARTICLE 2, FUEL DELIVERY PERFORMANCE OBLIGATIONS

2.1 Supplier shall furnish to Buyer a load-specific delivery ticket far the Fuel prior to Buyer
accepting delivery of the Fuel. No Fuel deliverles will be accepted without a load-
specific delivery licket. The load-specific delivery tickel must be left with the Buyer
representative signing for the Fuel and a copy must be sent to Buyer with the invoice.
The load-specific delivery ticket shall clearly state the type and amount in gallons of Fuel

delivered.

22 All deliveries of Fuel must be performed with Supplier's trucks. Supplier will either
provide Fuel to Buyer via a set delivery schedule or Buyer will place orders for specific
quanlities of Fuel via phone. Buyer must place orders via phone for quantities of Fuel at
least 24 hours in advance of the requested time of delivery, unless the parties otherwise
agree. Buyer may make changes to specific orders for Fuel or lo its set delivery
schedule{s) as necessary; however, Buyer cannot make changes to phone orders
having less than a 24 hour turnaround fime. In addition, even if a sel delivery schedule
exists for a specific Buyer location, Buyer may place additional orders via phone for that

location if necessary.

Buyer may add locations to the list of Buyer iocations contained in Attachment A. Buyer
will notify Supplier of each new location(s} at least 72 hours prior to such new location(s)
placing orders for Fuel. Supplier will provide Buyer with a quote for the adder for each
such location within 24 hours of Buyer's notification. The price formula oullined in
Attachment A will still apply to such new location(s).

Unless otherwise requested, Supplier shall perform Fuel deliveries between 6:00 AM
and 2:00 PM EST, Monday through Friday. Buyer may phone in orgers 1o Supplier for
weekend and afler-hours deliveries; however, the pricing in Attachment A will still apply
to such orders. Supplier will allow Buyer to place orders for emergency Fuel deliveries
before, during, and immediately following an emergency (such as a hurricane), provided
that rack faciliies remain operational. The pricing in Attachment A will still apply 1o such

emergency orders.

Supplier must be notified within two (2) hours of an emergency declaration 1o be able to
respond within a twelve (12) hour window.

Buyer will not accept deliveries during any time period that will cause interruption of
Buyer's service operations.

2.3 The Buyer shall provide access lo its locations to permit Supplier to make deliveries in
accordance with the lerms of this Agreement.

Long Island - Ameriean Water Company Page20f 13
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2.4 Buyer reserves lhe right lo refuse any and all shipments if the Fuel type is not properly
identified, labeled, nol accompanied by the proper load-specific defivery ticket, or does

nol meet specifications.

25  If at any time, in the opinion of Buyer, the delivery is not properly lighted, barricaded and
safe with respect 1o public travel, persons on or aboul the site, or public or private
properly, Buyer shall have ihe right to order such safeguards and the cost of
implementing such safeguards shall be borne by Supplier.

26  Fuel Supply truck personnel are required to remain with the load outside of the vehicle
and in view of the fill connection, at all times during the (ransfer process

The delivery truck shalt utilize wheel chocks during the fuel unloading operation.

ARTICLE 3. AGREEMENTS OF SUPPLIER RELATING TO DELIVERIES

31 All transportation and delivery charges shail be borne by Supplier. Risk of loss of any
Fuel shall not pass to Buyer until it is actually delivered and off-loaded to Buyer in

accordance with the terms of this Agreement.

3.2 Supplier shall provide Fuel deliveries in transporl vessels dedicaled solely to the
specific types of Fuel delivered. Supplier will maintain all appropriate licenses, permits
and authorizations permitting such vessels to be used in the transport of such Fuels, and
will ensure thal all deliveries of Fuel are performed in compliance with all applicable
environmental and transportalion laws and regulations.

3.3 Supplier shall furnish all necessary equipment o transfer the Fuel from Supplier's
delivery vehicles into the Buyer's storage vessels or onto the Buyer's properties,

3.4  Supplier will be responsible for the repair of any damages caused in delivering the Fuel,
whether to Buyer's property or lo the property of third parties, and that such repairs will
be made at no cost to Buyer for labor or materials.

3.5  Supplier will furnish all labels on the Fuel containers in compliance with the Hazardous
Materials Transportation Act, 49 U.S.C. §1801 el. seq. and ils regulations at 49 C.F.R.
§§ 106-107 and 171-179, as well as the hazard communication provisions of The
Occupational Safety and Heallth Act, 28 U.S.C. §§ 651 el seq. ("OSHA"), including
furnishing all complete and accurate Material Safety Dala Sheets (MSDS's) for all Fue!

provided under this Agreement.

3.6  Supplier shall comply with all federal, state, and local transportation regulations that
apply to the shipment of “hazardous materials," as defined or regulated by the
Hazardous Materizls Transportation Act, ento Buyer's properties.

3.7  Supplier shall be solely responsible far the cleanup and disposal of any spills and/or
leaks caused by Supplier during Fuel deliveries. Supplier shail clean-up and dispose of
contamination resulting from any such leaks or spills at its sole cost and expense, in
compliance with all federal, state and local environmental and transportation laws and
regulations and in a manner which restores the property to ils condition prior to such
leaks or spills. Furthermore, Supplier must obtain any local, state, or federal permits
andfor approvals that are required for the disposal of wastes generated during Fuel

deliveries.

N
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ag Buyer may delay delivery or accepiance of any Fuel occasioned by causes beyond its
reasonable control. Supplier shall hold such Fuel at the direction of Buyer and shall
detiver it when the cause affecting the delay has been removed. Buyer shall be
responsible only for Supplier's direct additional costs in holding the Fuel or delaying
performance of this Agreement at Buyer's request. Causes beyond Buyer's control shall
include government action or failure of the government {o act where such action is
required, strike, labor trouble, fire, or unusually severe weather.

ARTICLE 4. PAYMENT PROCEDURES

41 Buyer shall pay Supplier the undisputed amounts invoiced by Supplier in accordance
with the pricing set forth in this Agreement and shall be under no obiigation to pay any
charges not specified in this Agreement. Supplier shall invoice Buyer as follows:

{i) Each invoice must include name of Supplier, date and location of delivery, and exact
type of Fuel. Each invoice must also include, as separate line items, the following

information:

1. Total number of gallons ordered and delivered

2. Price per gallon
3. Amount of {axes
4. Total amount due

Al Invoices will Include a copy of perdinent price information taken from the OPIS and
Journal of Cormmerce Index.

(ii) Buyer will be invoiced after the fuel has been delivered to Buyer's facility.

Al) undisputed invoices shall be due and payable within thirty (30} calendar days of receipt by
Buyer. Buyer agrees to make payment to Supplier in lawful money of the United States of

America.

All invoices shall be sent to Buyer via regular U.S. mail addressed {o:

Long Island - American Water Company, Inc.
ATTN: Accounts Payable

P.O. Box 5602

Cherry Hill, NJ 08034

42 |f Buyer disputes any invoice or a portion thereof, Buyer shall not pay the disputed
portion of such invoice until the parlies have resolved such dispute in accordance with
the dispute resolution process delineated in Section 6.7 of this Agreement. The
undispuled portion of any invoice shall be paid as set forth herein.

If any undisputed fees remain unpaid sixty (60} calendar days after Buyer's receipt of an
invoice, Supplier will nolify Buyer in writing of the lale paymenis and, in Supplier's
discretion, the dispute resofution procedures delineated in Section 6.7 shall begin to
resolve payment of such fees. If such matter remains unresolved folfowing completion
of the dispute resolulion process delingated in Seclion 6.7, then the parties may resolve
such dispule through litigation, the losing party bearing all cosls of such litigation,

Lang Island - American Water Company Page 4 of 13
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ARTICLE 5.  INSURANCE

{(a) At no expense to Buyer, Supplier shall (1) oblain and keep in force during the term of this
Agreement, and any renewals or extensions hereof, and (2) require its subcontractors to
obtain and keep in force during the terms of their respective contracts, the following
minimum insurance limils and coverage. The insurance coverage limits siated below are
minimum coverage requirements, not limitations of liability, and shall nof be construed in any
way as Buyer's acceplance of the responsibility of Supplier.

1. Commercial General liability:

o $1,000,000 per occurrence Combined Single Limits

» $1,000,000 General Aggregate

« $1,000,000 Products and Compieted Operations Aggregate

«  $1,000,000 completed operation-products liability

+ CGL ISO 1886 or later Occurrence form including Premises and Operalions
Coverage, Products and Completed Operations, Coverage for Independent
contractors, Personal Injury Coverage and Blanket Contraclual Liabiiity, and
Contraclors Protective Liability if the Contractor subcontracts to ancther all or any
portion of the Work. Completed Operations shall be maintained for a period of three
(3) years following Final Completion for any construclion, renovation, repair and or
maintenance service.

2. Warkers' Compensation
Applicable Federal or State Requirements; Statutory Minimurm

»

+ Employer's Liability

» Each Accident $1,000,000
¢« [Each Employee — Disease $1.,000,000

Voluntary workers compensation insurance coverage all employees not subject to
applicable workers compensation act or acts

3. Automotive Liability {including owned, hired, borrowed and non-ownership liability)
e Bodily Injury and Properly Damage $1,000,000 each occurrence Combined Single

Limits
4, Pollution Liability
« Bodily Injury and Property Damage $5,000,000 each occurrence Combined Single
Limils
5. Umbrelia Liability

» $9,000,000 each occurrence and annuat aggregate in excess of Employer's Liability,
« General Liabllity and Automotive Liability (no more restrictive than underlying

insurance)

(b) The minimum liability {imits required may be satisfied through the combination of the primary
General Liability, Empioyers’ Liability, and Automotive Liability limils with an Umbrelia
Liability policy (with coverage no more restrictive than the underlying insurance) providing
excess limits at least equal to or greater than the combined primary limits.

All Commercial General Liability including completed operations-products liability coverage
and Automotive liability insurance shall designate Buyer, its pareni, affiliates and
subsidiaries, its direclors, officers and employees as an Additiona! Insured. All such

Long Istand - American Water Company PageSof 13
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insurance should be primary and non-contributory, and is required to respong R [?ayogric}rs

to any other insurance or self-insurance available to Buyer. In addition to the liability limits
available, such insurance will pay on behall or will indemnify Buyer for defense costs. Any
other coverage available to Buyer applies on a contingent and excess basis. Such
insurance shall include appropriate clauses pursuant to which the insurance companies
shall waive its rights of subrogation against Buyer.

{c) Supplier and any of ils subcontraclors shalf furnish, prior to the start of work, cerlificales or
adequale proof of the foregoing insurance including, if specifically requested by Buyer,
copies of the endorsements and insurance policies naming Buyer as an Additional Insured.
Current certificates of insurance shall be provided prior to the commencement of work and
shall be maintained until completion of the Agreemenl. Supplier shall notify in writing, at
least thirty (30) calendar days prior to cancellation, of or a material change in a policy.

{d) Certificate holder is included as an additional insured with respect fo liability arising out of
the named insured's operations performed on behalf of holder. Excess policy follows form
for Employers Liability, General Liability and Auto Liability Policies without exception and
shall be indicated as such with an endorsement from the insurer. Waiver of Subrogation
endorsemenl musl accompany cerlificate of insurance and must include Workers'

Compensation policies.

(e) Carriers providing coverage will be rated by A.M. Best with at least an A-rating and a
financial size category of al least Class VIl. Such cancellation or maflerial alleration shall not
relieve Supplier of its continuing obligation to maintain insurance coverage in accordance
with this contracl. Carriers shall be licensed in state(s) where work shall be performed.

{fy I Supplier shall faif to procure and maintain said insurance, Buyer, upon written notice, may,
but shall not be reguired to, procure and mainiain same, but at the expense of Supplier. In
the allernative, Buyer may declare a default hereunder and, unless such default is timely
cured, terminate the Agreement, Unless and until the default is cured, neither Supplier nor
its servants, employees, or agents will be allowed to enter upon Buyer's premises.

(g) Commercial General Liability: Suppliers must state on the Cerlificate of Insurance that they
have “no pollution exclusion for their own products in their Commercial General Liability

Insurance.”

a. It Supplier's General Liabilily Insurance does conlain a ‘“products pollution
exclusion,” then Supplier must provide evidence on the Certificate of Insurance that
they have obtained an *Environmental Impairment Liability” policy thal covers all of
Supplier's products {at least, at a minimum, all of the products Buyer is purchasing).
With respect to Environmental Impairment Liability coverage, the limit of liabifity should

not be less than the following:

--$2,000,000 Each Occurrence, Bodily injury and Property Damage
--$2,000,000 Annual Aggregate

b. The Environmenlal Impairment Liability coverage is {0 be written on an "occurrence”
basis and not on a “claims made” basis. Certificates of Insurance must specify that
coverage is on an "occurrence” basis. If the coverage can only be oblained on a “claims
made" basis then, Supplier must provide either one of the foliowing two items, lo wit:

]
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i. A contractual commitment which becomes a part of the purchase contracl that
Supplier will “renew the coverage in lerms as greal and as broad as presently held
for at least the next five years” (the insurance company can be different); or,

ii.A commitment on the Cerificate of insurance to provide an “"extended reporting
provision” also known as a “tail," on the coverage for a period of at least the nexi

five vears.

c. A waiver of subrogalion shall be provided to Buyer, its parent and its affiliated
companies on the Environmental Impairment Liability coverage. Buyer, ils parent
and its affiliated companies shall also be added as “additional insureds” on this
same coverage. This coverage musl also contain either blanket contractual liability
coverage or contractual liability coverage specific to the product purchase coniract.

(h) Auto Liability. Carriers of fuels and other hazardous materials (diesel fuel, oil, etc...) musl
state on the Auto/Truck Certificate of Insurance that they have “no pollution exclusion for
products they are transporiing in their molor vehicles." If there is no "products pollution
exclusion,” then the Auto/Truck Liability policy must provide for waiver of subrogation and
additional insured status as to Buyer. its parent and its affilialed companies. Auto/Truck
policy musl also provide either blankel contractual liability coverage or contractual liability
coverage speclfic o the producl transport contract.

a. f the Carrier's auto policy does contain a "pollution exclusion” then the Carrier must
provide evidence on the Cerlificate of Insurance that they have obtained either, 1) a
“Hazardous Cargo Endorsement” on the current policy or, 2) obtain a "Transporter's
Environmental Impairment Liability” policy. With either of these items, the Certificate of
insurance must slate that the endorsement or policy includes "loading and unloading

activities."

b.With respect to a Transporter's EIL policy or "Hazardous Cargo
Endorsement,” the limits of liability should not be less than $2,000,000 for any one

occuirenca.

c. The "Environmental impairment Liability® or "Hazardous Cargo Endorsement”
coverage is to be writlen on an "cccurrence” basis and not on a "claims made" basis.
Certificates of Insurance must specify thal coverage is on an "occurrence” basis. H the
coverage can only be obtained on a "claims made” basis then the Carrier must provide

gither one of the two following items, to wit:

i. A conlractual commitment which becomes a part of the purchase
contract that Carrier will “renew the coverage in terms as greal and as broad as
presently held for at least the next five years,” or,

i.A commitment on the Certificate of Insurance to provide an “extended reporting
provision™ (aiso known as a "tail") on the coverage for a period of at least the next

five years.

d. A waiver of subragation shall be provided 1o Buyer, its parent and its affiliated
companies on the Environmental Impalrment Liability coverage. Buyer and its affiliated
companies shall also be added as “additional insureds® on this same coverage, This
coverage musi also contain either blanket contractual liability coverage, or contractual
liability coverage specific 1o the product transport contract.

Long Island - American Water Company Page 7 of 13
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ARTICLES. GENERAL

6.1

6.2

6.3

6.4

6.5

Indemnity

Supplier will, at its sole cost, indemnify, defend and hold Buyer, its parent and its
affiliates harmiess, together with lheir respective direclors, officers, employees and
agents, from and against any and all claims, losses, demands and actions and any
liabilities, damages or expenses resulling therefrom (including court costs and
reasonable allorneys’ fees), arising out of or related to the Fuel provided under this
Agreement or a breach of any representation or warranty set forth in this Agreement.
Buyer shall (i) notify Supplier in wriling about the raised claim in a limely manner; and (i)
authorize Supplier to lead and settle the legal proceedings (provided that no such
setllement shall include an admission of liablility or guilt by Buyer without Buyer's prior
written consent) al Supplier’ own cos!, wilh Buyer providing reasonable cooperation and

support as requested by Supplier.

Confidentiality

Except as provided for herein, neither party will disclose the lerms or conditions of this
Agreement to any third party (other than the party's employees, affiliates, lenders,
counsel, accountants or advisors who have a need to know such information and have
agreed to keep such terms confidential) except in order to comply with any applicable
law, regulation, tariff, or in conneclion with any cour or regulatory proceeding. However,
each party shall, to the extent practicable, use reasonable efforts 1o prevent or imit the

disclosure.

Compliance with Laws

Supplier shall, in its performance of this Agreement, procure all necessary permils,
comply with all applicable federal, state, and local statutes, rules of law, ordinances,
regulations, and regulatory orders, including but not limited to the Fair Labor Standards
Acl of 1838, as amended, Walsh-Healy Act, Robinson-Patman Ac!, applicable State
Workers' Compensation laws, state and federal Occupational Safety and Health Acts,
and all rules and regulations passed pursuant thereto, which are incorporated herein by

this reference.

Assignment

Except as otherwise provided herein, neither party will have a right to assign this
Agreement, in whole or in part, whether by operation of law or otherwise, without the
prior written consent of the other party, provided thal Buyer may assign this Agreement
to an affitiate located within the United Sfates without such written consent. Excepl as
otherwise provided herein, any attempt to assign this Agreement without such wrilten
consent shall be void for any and all purposes. Subject fo the foregoing, this Agreement
shall inure to the benefit of the parties’ permitted successors and permitted assigns,

Limitation of Liabillty

Long Island - American Water Company Page 8 of 13
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Notwithstanding anything to the contrary contained in this Agreement and except for
Buyer's cbligations under Section 6.2 of this Agreement, for any and all claims related to
this Agreement, Buyer's, ils parent and its afflliates’ cumulative and aggregate liabllity to
Supplier hereunder shail in no event exceed the amount of fees and other amounts
shown to be owed and unpaid by Buyer pursuant to the terms of this Agreement for Fuel

rendered by Supplier hereunder.

6.6  THIS SECTION INTENTIONALLY LEFT BLANK

6.7  Dispute Resolution

The intent of the parties is to identify and resolve disputes promplly after any dispute
arises. Before altempting to exercise any legal or equitable remedy, each party agrees
io follow the dispute resolution procedure described below. Except as proviged
otherwise elsewhere in this Agreement, if either Parly determines that following the
procedure described below in this Section 6.7 could polentially be harmful or damaging
to their respeclive businesses or third-party suppliers, that party may elect o forego the
dispute resolution process and pursue injunctive relief.

If there is a dispute between the parties arising out of this Agreement, each party agrees
lo engage in good faith negotiations between progressively more senior representatives

of each party, as follows.

Representatives of the Parties  Maximum Duration of Negotiations Prior i

Level
Escalation to Next Level
One BUYER: Buyer 5 business days
SUPPLIER ¥R
Two BUYER: Director of Supply 5 business days
Chain Depattment
SUPPLIER: ¥%¢%
Three BUYER: COO or Buyer’s 7 business days

designee

SUPPLIER: §74%

Either party may al any time change its representative party designated above by
providing written notice to the olher Party.

If such matter remains unrasolved following the negotiations and the expiration of the
periods specified above in this Section 6.7, each party may immediately exercise or
pursue any ofher rights or remedies available hereunder or at law or in equity, and it is
acknowledged by the parties that nothing herein shall preciude, limif, or otherwise
restrict any legal or equitable remedies availabie to either party for failure of the other

pariy to perform its obligations under this Agreement

6.8 Acts of Insolvency
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Either party may terminate this Agreement immediately if: (a} the other party
commences a voluntary case or other proceeding under any bankruptcy or insolvency
law. or seeks the appointment of a lrustee, receiver, liquidator, custodian, or similar
official of all or any substantial part of its property; (b} any involuntary case or other
proceeding under any bankruptcy of insolvency law, seeking the appointment of a
trustee, receiver, tiquidator, custodian, or similar official for all or any substantial party of
the other party’s property, is commenced against the other party, and the other parly
consents to any relief requested, or if such proceeding is not stayed or discharged within
thirty {30) calendar days; or (c) the other parly makes a general assignment of the
benefit of creditors or fails generally to pay its debts as they become due, or otherwise
suffers or otherwise permits an attachment of execulion ievied upon any material portion
of ils property connected with its performance hereunder. If any of the above events
occur, the party shall immediately notify (he other party of the cccurrence in writing.

If termination occurs pursuant to this Seclion 6.8, Suppiier shall be entitled to payment of
all undisputed accrued fees for Fuel provided prior to the effective date of termination.

6.9  Governing Law; Severability

This Agreement shall be governed and construed in accordance with the laws of the
State of New York, withoul reference 1o or application of conflict of laws, rules or
principles.

If any one or more of the provisions contained within this Agreement is deemed invalid,
illegal, or otherwise unenforceable by a court of competent jurisdiction, the provision of
the Agreement will be enforced to the maximum extent permissible and the remainder of
the provisions of this Agreement will remain in full force and effecl. Supplier and Buyer
mutually agree fo substitute any invalid, illegal or unenforceable provision of this
Agreemenl with a valid, legal, or enforceable provision which comes as close as
possible to the reasonably inferred intent of the invalid, illegal, or unenforceable

provision.
6.10 Representations and Warranties

6.10.1 Supplier represents and warrants to Buyer that the Fuel will be free from liens and
defects and that the Fuel will conform with the requirements of the Agreement. Fuel not
conforming {o these requirements shall be replaced promptly by Supplier after receipt of
a writen notice from Buyer to do so. Supplier further represents and warranis that the
Fuel shall substantialty comply with all written descriptive materials furnished to Buyer by

Supplier.
6.10.2 Supplier represents and warrants that: (i} it is a corporation duly formned and in
good standing under the laws of the Stale of , (i) it is qualified and registered to

Iransact business in all locations where the performance of its obligations hereunder
wolld require such qualification; (i) it has all necessary rights, powers, and authorily to
enter into, and to fulfill all of its obligations and grant all of the rights that it purporis to
grant under this Agreement, (iv) the execution, delivery, and performance of this
Agreement by Supplier has been duly authorized by all necessary corporate action; (v}
the execution and performance of this Agreement by Supplier shall not violale any
domestic or foreign law, stalute, or regulation and shall not breach any agreement,

I
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covenant, court order, judgment, or decree to which Supplier is a parly or by which it is
bound or otherwise violate any rights of any third pary; (vi) it has, and covenanis that it
shall maintain in effect, all governmental licenses and permits necessary for it {o provide
the Fuel contemplated by this Agreement; and (vii} it owns or leases, and covenanls that
it shall own or lease, or have the right fo use, free and clear of all liens and
encumbrances, other than lessors' interests, or securily interests of Supplier's lenders,
appropriate right, tille, or inleres! in and to the langible property that Supplier intends (o
use or uses to provide the Fuel in accordance with this Agreement (except for any
resources expressly indicated herein as o be provided by Buyer).

6.10.3 Supplier represents and warrants that, as of the Effective Date, there is no
pending or threatened outstanding filigalion, arbitrated maller, or other dispute to which
Supplier is a parly, that, if decided unfavorably to Supplier, could reascnably be
expecled to have a polential or actual material adverse effect on Supplier's abllity to
fulfill its obligations hereunder, and that Supplier knows of no basis that might give rise
to any such liligation, arbitralion, or other dispute in the foreseeable future. Upon
becoming aware of any such basis, Supptlier shall promptly notify Buyer thereof,

6.10.4  Supplier warrants that, in performing its obligations under this Agreement,
Supplier shall comply, and, to the exten! within Supplier's control, shall not prevent
Buyer or its affiliales from complying or materially impede them in complying, with all
applicable laws, regulations, and ordinances of any relevant jurisdiction, and all
applicable policies of Buyer and its affiliates, including but not limited lo those pertaining

to personnel and securily.

EEQC
Supplier specificaily warrants and guarantees to Buyer:

(a) that it agrees to comply with Executive Order 11246 and abide by the provisions of
the “Equai Opportunily Clause” at 41 CFR § 60-1.4, which is incorporated herein by
reference, unless exempt pursuanlt to 41 CFR § 60-1.5;

(b} that it agrees to comply with the Vietnam Era Veterans Readjustment Assistance Act
of 1974, as amended, Executive Order 11701 (Employment of Veterans by Federal
Agencies and Government Contractors and Subcontractors), and the provisions of the
“Affirmative Action for Disabled Veterans and Veterans of the Vietnam Era Clause” at 41
CFR 8§60-250.5, which is incorporated herein by reference, unlass exempt pursuant to

41 CFR §60-250.4.

{c) that it agrees o comply with the Rehabilitation Act of 1973, Executive Order 11758
{Authorily Under Rehabifitation Act of 1973), and the provisions of the "Affirmative Action
for Workers With Disabilities Clause” at 41 CFR 60-741.5, which Is incorporated herein
by reference, unless exempl pursuant {0 41 CFR §60-741.4;

(d) that it agrees to comply with Executive Order 13201 (Notice of Employee Rights
Concerning Payment of Union Dues or Fees) and abide by the provisions of the clause
at 29 CFR § 470.2, which is incorporated herein by reference, unless exempl pursuant

fo 29 CFR §§ 470.3-.4,

Long Island - American Water Company
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(e) that il agrees to comply, where applicable, with the policies set forth in Executive
Order 11625 {National Program for Minority Business Enlerprises) and Executive Qrder
12138 {National Program for Women's Business Enterprise), the Small Business Act, 15
U.S.C. §631. et seq.. and with the "Ulilization of Small Business Concerns” and “Small
Business Subcontracling Plan® clauses at 48 CFR § 52.219-8 and 9, respecting
subcontracting with small disadvantaged, female-owned, veleran-owned, service-
disabled veteran-owned, HUBZone, and other small businesses.

612 Useof Logo
Supptier shall not, without Buyer's express written permission, (i} use Buyer's name, nor

any trade name, logo, trademark, or service mark, whether registered or nol, or the
name, assumed business name, trade name, logo, trademark, or service mark, whether
registered or not, of any Buyer affiliate, in connection with publicily, advertisements,
promotion ot in any other connection, or (ii) identify Buyer in any manner on customer or
vendor lists or on a web sile {(or on any third party web site) or in any web sile metatags;
or (iii) disclose 1o any third party the existence of this Agreement or the monetary value
of any goods or services purchased hereunder. Supplier shall indemnify Buyer for
reasonable cosls and expenses incuired in conneclion with enforcing the provisions of
this Section 6,12, All of the restrictions and obligations set forth in this Section 6.12 shall
survive any termination of this Agreement,

6.13 Notices
All notices required or permitted under this Agreement from one parly to another under

or in conneclion with this Agreement shall be in wriling {or shall be made by a tele-
communications device capable of creating a written record), and shall be defivered 1o
Buyer and Supplier at their contact addresses specified below. Notices shall be deemed
recefved at the time they are actually received by the receiving party. Either party may
change its address for notices under this Agreement by giving writlen notice to the other
party by the means specified in this Section 6.13.

The respective addresses for giving notices hereunder are as follows:

A To Supplier.
Petro

B. To Buver:
Mary Sobol

American Water
1025 Laurel Oak Rd.
Voorhees, NJ 08043

With a copy to:
Corporate Counsel

Long Island - American Water Company, Inc.
P.O. Box 5079
Cherry Hill, NJ 08034

Long Island - American Water Company Page 12 0of 13



6.14

6.15

6.16

6.17

Exhibit (JNC-1)
Page 13 of 15

Non-Exclusivity

Both Buyer and Supplier are free to enfer into similar agreements with others, set their
own prices, and conduct their business in whatever way they choose, provided that there
is no interference with performing the obligations under this Agreement.

Headings
Headings in this Agreemenl are for convenience only and are not to be used in the

construction or interpretation of this Agreement.

Reports

Supplier will provide Buyer with a year-end reporl detailing the Fuel purchased by Buyer
in gallons and dollars. The report must state the type of Fuel purchased, the number of
galions delivered, the index price, and the adder paid by Buyer for each delivery al every
Buyer location. Supplier must provide this year-end report to Buyer by no laler than
January 15" of each calendar year during the term of this Agreement.

Entire Agreement
This Agreement constitutes the entire understanding and agreement between Supplier

and Buyer relating to the subject matter herein, and except as expressly set forth herein,
supersedes any and all prior or contemporaneous agreements or understandings,
whether oral or wrillen, relating to the subject matter herein. Any waiver, modification or
amendment of any provision of this Agreement will be effective only if in writihg and
signed by duly authorized representatives of the parties. The parties agree that the
terms and conditions stated on any purchase orders shalf be superseded by the terms
and conditions stated herein and shall be of no force and effect.

IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be executed by
their duly authorized representatives as of the date last written below. One counterpart each

has been delivered to Buyer and Supplier.

Long Island - American Water Petro
Company
By: By:
Date: Date:
Atlest. Attest:

Long Island - American Water Company
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Attachment A — Pricing

Price — The price of Fuel for each delivery will be determined using the following formula:

Index Price+ Adder = Total Price Per Gallon
index Price ~ The Index Price is the price of Fuel on the day that the Fuel is delivered to Buyer. The Index Price is published in the following

publications depending on the Fuet being delivered:

No. 2 Uitra Low Sulfur Diesel (ULSD) ~ Index published in Oif Price Information Service (OPI1S) for New York gross average daily rack
price for ULSD

« Regular Unleaded Gasoline — index published in the Joumnal of Commerce for the Philadelphia Reselier Rack Branded Ethanol
Gasoline average price

Adder — This is the cost added to the Index Price to cover Supplier's cost to deliver the Fuel to Buyer's facilities and referred to in the location
listing in this Attachment A.

Total Price Per Gallon — The sum of the Index Price and Adder. This price does not include any applicable taxes.

Weekend Deliveries — Should Buyer require delivery of Fuel on Saturday or Sunday, the index Price for such Fuel will be based upon the
Index Price from the Friday immediately preceding that Saturday or Sunday.

Should the publications or the price indices referred to above become unavailable, Buyer and Supplier will mutually agree on 2 new pricing
mechanism.

1 30 y1 93ed
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Attachment A - Pricing

Straight Time Charges: Monday through Friday 6am - 2pm

index Fixed Differential/Margin
=] Price  ($iGal)
Délivery of at
Pubtished teast 100
— . J oo o Price 3s of | gallons but less Defivery of
Location/Facilifty T 1 Tank Gapac delivery than 1,000 | 1,000 galions
Nama - Address. . . - Gal)y - H-Yypo:. . datre - gations or mone
733 Sunrise Highway., NY Unieaded
1 | LIAW-Office 11563 1,000 Gasoline 6,500 Fleet T80 | 0.195
733 Sunrise Highway, NY - )
11563 1,000 Diesel 6,000 Fleet TBD | 0.175.
Hewlett, NY Unieaded . ]
2 | LIAW- Plant #5 Starfire Ct, Hewielt NY 11557 2,000 Gasoline 45 600 Fleet . TRD . 0.195
Starfive Ct. Hewlett NY 11557 Hewlett, NY 2,000 Diesel 95,000 Production TBD | 0.175
Atlantic '
3 | UAW-Plant# | Beech St Beach, NY 550 Diesel 100 Generator || TBD 0.500
4 | pamt#1s Long Beach Rd. Baldwin 550 Diese! 100 Generator TED 0.500
5 | (IAW - Plant#4 | Seaman Ave. Baldwin, NY 1500 Diese! 200 Generator Ten | 0.500
6 | Plant#19 Lakeview Ave. LakeView 550 Diesel 100 Generator 80 | . 0500
Flam #17 Tanglewood Rd LakeView 2200 Diesel 200 CGenerator .TBD 0.500
Piant #11 Tanglewood Rd LakeView 2000 Diesel 2000 Generator | TBD | = 0500
7 | Planmt#1s Whitehall St. Lynbrook 550 Diesel 100 Generator T80 | 0500
8 | Plam#23 Comwall Ave. Malveme 525 Diesel 100 Generator | . TBD. 0.500
9 | Plam 31 Whitehouse Ave Roosevelt 2200 Diese! 200 Generator | TBD . . 0500
Valley
10 | Plant #7 Washington St. Stream 6§70 Diesel 100 Generator _IBD - 0.500
Valiey i ’
Plant #9 Hendrickson Ave. Stream 1500 Diesel 200 Generator || T8D . 0.500
Additional Overtime Charge: Monday through Friday after 2pm delivery
. $125 per hour (Minimum 4 hours)
Additional Weekend Charge: Saturday, Sunday and Holiday delivery
$150 per hour (Minimum 8 hours)

Page 2 of 2
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Case No. 07-W-0508
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07-W-0508 Rex - Rebuttal

Mr. Rex did you file direct testimony in this proceeding?

Yes.

What are the areas you will address in your rebuttal testimony?

First, I will respond to the testimony of Mr. Bailey with respect to his
proposed adjustments to the Eamings Base vs. Capitalization (_“EBCap")
Adjustment, which comprises 10 separate adjustments, 3 of which I will be
rebutting. Next, I will respond to Mr. Higgins with respect to his proposed
adjustments to Income Tax Expense related to: (i) a Medicare Part D subsidy;
and (11} a Domestic Production Activities current income tax deduction; and
also to Mr. Higgins request for certain deferred state income tax data related
to a reconciliation of state taxes being prepared by Staff. Next, I will address
the Panel’s testimony with respect to adjustments made to the Company’s
Comprehensive Planning Study proposals, and I will also address its request
for certain Depreciation Reserve data and its proposal to potentially offset
future Distribution System Improvement Charge (“DSIC”) recoveries based
on its review of the requested data. Finally, I will address certain portions of
Mr. Manz’ testimony relating to the DSIC and the Company’s proposed

System Improvement Charge (“SIC”).

EBCap Adjustment (i.e. HTY Capitalization and HTY Rate Base Adjustments)

Q.

Please describe briefly Mr. Bailey’s recommendation with respect to his

EBCap Adjustment of $2,272,052.
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07-W-0508 Rex - Rebuttal

Mr. Bailey’s EBCap Adjustment of $2,272,052 is based on 3 proposed
adjustments to the Company’s Historic Test Year (“HTY™) Capitalization and
7 proposed adjustments to the Company’s HTY Rate Base.

Mr. Rex, will you be rebutting any of the 3 HTY Capitalization
adjustments proposed by Mr. Bailey?

Yes, I will rebut Mr. Bailey’s Paid-in-Capital adjustment and Pensions/OPEB
Internal Reserve adjustment, both of which are depicted on his testimony
Exhibit BLB-1 Schedule 3, page I of 2.

Will you be rebutting any of the 7 proposed adjustments to the
Company’s HTY Rate Base?

Yes, I will rebut Mr. Bailey’s HTY Cash Working Capital (“CWC”)
adjustment which is depicted on his testimony Exhibit BLB-1, Schedule 3,
page 1 of 2.

With respect to Mr. Bailey’s adjustments to HTY Capitalization, please
explain your position with regard to Mr. Bailey’s HTY Capitalization
Adjustment related to Paid-in-Capital.

Mr. Bailey’s adjustment to the Company’s Paid-in-Capital is based on his use
of a daily average balance calculation versus the Company’s use of a 13
month average. Mr. Bailey states that the use of a daily average balance is
appropriate because it is consistent with the Company’s development of the
amount of Short-Term Debt included in the HTY Capitalization. He states that

since American Water infused $10.5 million of capital into LIAW (recorded
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07-W-0508 Rex - Rebuttal

to Paid-in-Capital) and LIAW utilized those funds to pay down its Short-Term
Debt, it is appropriate to calculate the balances on a consistent basis. While I
agree with his position on that point, I disagree with his calculation. His
adjustment is derived by dividing the $10.5 million of capital by 365 days to
arrive at a daily average Paid-in-Capital balance of $28,767 (prior to the $10.5
million infusion the Company’s Paid-in-Capital balance was $0). Mr. Bailey’s
workpaper is attached to my rebuttal as Exhibit HER-1. He then utilizes the
$28,767 as his HTY Paid-in-Capital balance, which results in a ($778,925)
adjustment to the Company’s $807,692 balance. However, since the capital
infusion occurred on December 27, the daily average balance of $28,767
should be multiplied by 5 days. This would reduce his adjustment by
$115,068 (328,767 * 5 days - $28,767) and increase the HTY Paid-in-Capital
Capitalization to $143,835.

Please explain your position with regard to Mr. Bailey’s adjustment to
increase the Company’s HTY Capitalization by including a
Pension/OPEB Internal Reserve adjustment.

I agree with Mr. Bailey’s position to include the Pension/OPEB Internal
Reserve (“IR”) in the HTY Capitalization for the reasons stated in his
testimony. However, I disagreec with the amount of the adjustment. Staff has
utilized outdated information in preparing its calculation of the IR for both
Pension and OPEB. In addition, Staff’s calculation of the “Offset” adjustment

to the IR balances is in error. The Offset adjustment reflects the cumulative
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1993 to 2006 difference between the amount of Pensions/OPEB’s included in
Rates versus the actual FAS Expense, While I agree with the Offset
calculation for the years 1993 to 2003, I disagree with the Staff’s Offset
calculation of the 2004 to 2006 period. Attached to this testtimony as Exhibit
HER-2 are Staff’s workpapers, which contain: (i} the outdated schedules of
the IR balances and (i1) the schedule depicting the 2004-2006 Offset
calculation.

Please continu¢ your discussion by describing the corrections you are
making to Staff’s calculations.

In response to Staff Data Requests #198 and #199, the Company provided
updated calculations of the Internal Reserve balance for Pensions (#198) and
OPEB’s (#199). Those data responses are attached to this testimony as
Exhibit HER-2A, pages 3 through 3K. My first adjustment is to reflect the IR
balances depicted on these updated schedules (page 3C). My second
adjustment reflects utilization of the proper Offset amount for the years 2004-
2006 of ($1,314,219) (as opposed to the Staff’s calculation of $276,145)
which when added to the cumulative Offset amount for the period 1993-2003
of $1,597,068 (which Staff and Company agree on) results in a total
cumulative Offset amount of $282,849. The reason the cumulative Offset
amount has decreased from $1,597,068 at the end of 2003 to $282,849 at the
end of 2006 is because actual FAS Pension and OPEB expenses have

exceeded the Rate Allowance level during these years. The calculation of the
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10.

11.

Offset amount from 1993-2003 and 2004-2006 is depicted on Exhibit HER-
2A, page 3B. Staff’s calculation of the 2004-2006 period (Exhibit HER-2,
page 5) is in error because while it states it is for the three-year period it is in
reality a single year calculation and the amounts are not correct.

What then is the result of your corrections to Staff’s proposed adjustment
of $1,855,021?

After reflecting the corrections noted above, the Pension/OPEB Internal
Reserve adjustment to the Company’s HTY Capitalization should be based on
$3,836,679 (refer to Exhibit HER-2A).

With respect to Mr. Bailey’s adjustments to HTY Rate Base, please
explain your position with regard to Mr. Bailey’s HTY Rate Base
Adjustment related to increase the Company’s Cash Working Capital
(“CWC”) by $1,385,913, from $2,371,378 to $3,737,291.

I agree in part, and disagree in part.

Please explain.

I agree with the adjustment to utilize the Company’s current bitling method in
the development of the weighted billing factor component of the CWC
calculation applicable to the HTY Rate Base. However, the Total HTY net
Operation and Maintenance Expense utilized by Mr. Bailey in his calculation
is improper. Staff, in support of its various Q&M proposals in this rate case,
has made numerous adjustments to the Company’s HT'Y O&M expense levels

that it claims are normalization adjustments. That is, the actual HTY expense
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12.

13.

14,

was not deemed to be a normal or representative level. To the extent the Staff
has reduced or eliminated any portion of the Company’s actual HTY O&M,
such adjustments should also be reflected in the level of O&M expense
utilized in the HTY CWC calculation,

Please provide those HTY O&M adjustments relied upon by Staff at this
time in making its pro forma O&M proposals .

Reductions to the Company’s HTY O&M have been proposed by Staff for
Invoices totaling $416,290 (Basil Bailey Exhibit BLB-1, Schedule 2, Col. 1).
Have you provided an Exhibit that reflects your correction to the Staff
HTY CWC calculation?

Yes, attached hereto is Exhibit HER-3 which depicts my HTY CWC
calculation of $3,646,413, which is decrease of $90,874 to the Staff’s
calculated amount.

Do you agree with Mr, Bailey’s adjustments to the Company’s claimed
Accumulated Deferred Federal (“ADFIT”) and State (“ADSIT”) Income
Tax (together “ADIT”) balances included in its HTY Rate Base?

Yes. Mr. Bailey has adjusted the Company’s ADFIT and ADSIT balances in
the HTY Rate Base by $996,692 to remove the average balance of ADIT
related to RAC/PTC, pension, OPEB’s, investment tax credits, and net
operating losses. Since the assets and liabilities on which these tax reserves
are based are not considered in the ratemaking process, inclusion of the ADIT

would also be inappropriate. Because the HTY Rate Base is predicated upon
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average balances, Mr. Bailey’s adjustments above correctly reflect the

removal of the average ADIT balances.

Rate Year Rate Base Adjustments

15. Q. Aside from the HTY CWC calculation discussed above, do you have any

16.

17.

comments with regard to CWC as it pertains to the Rate Year Rate Base?
Yes, two points. The ultimate CWC calculation applicable to the Rate Year
Rate Base will need to incorporate the final O&M amounts authorized by the
Commission. In addition, if the Company’s proposal to adopt monthly billing
of its residential customers after the conclusion of this case is not adopted, the
CWC calculation for the Rate Year Rate Base must be modified to reflect the
Company'’s current billing practice of billing residential customers quarterly.
Do you agree with Mr. Higgins’ Rate Year Rate Base adjustments related
to the Accumulated Deferred Income Tax balances?

Yes, Mr. Higgins’ proposed ADIT adjustments to the Rate Year Rate Base are
in fact the same adjustments Staff has proposed to the HTY Rate Base, except
for the Rate Year Rate Base the adjustment is $1,966,710, which represents
the Rate Year average ADIT balances for the adjusted items.

Are any other adjustments to Accumulated Deferred Income Taxes
necessary?

Staff has proposed a reduction of $1,941,850 to the Company’s Rate Year
utility plant in service without any offsetting reduction in ADIT. The

Company opposes and has rebutted Staff’s reductions to its utility plant but
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recommends that if any reduction is made to the Company’s utility plant it
must for consistency purposes be accompanied by an appropriate reduction to

accumulated deferred income taxes.

Income Tax Expense Adjustments

18. Q.
A.
19. Q.
A.
20. Q.
A.
21. Q.
A.

Please respond to Mr. Higgins adjustment to current income tax expense
related to the Medicare Part D subsidy.

I agree with Mr. Higgins that it is appropriate to include the subsidy as a
current income tax deduction. However, Mr. Higgins’ proposal to defer any
difference between the tax benefit of the subsidy reflected in rates and the
actual tax benefit for future rate case disposition seems unnecessary given that
the tax benefit on a subsidy of $34,317 equates to approximately $14,500,
Have you reviewed Staff’s calculation of the Domestic Production
Activity Deduction used for the federal income tax calculation?

Yes, [ have.

Do you agree with Staff’s calculation of the deduction?

Yes, with one modification.

Please explain the recommended modification.

The basis for the deduction using Staff’s methodology should be the Rate
Base of its production facilities as opposed to just production utility plant
reduced by the associated accumulated depreciation. Therefore, the basis used

by Staff in making its proposal should be further reduced by the accumulated
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22.

23.

24.

deferred income taxes associated with its identified net utility production
plant.

Have you calculated this adjustment and its impact on the total
deduction?

Yes. The basis for the deduction should be reduced by an additional
$3,175,157 resulting in a Domestic Production Activity Deduction of
$113,968, I've attached Exhibit HER-5 in support of my calculation.

Do you have any comments on Staff’s calculation of interest expense for
use in their computation of Federal and State Income Taxes?

Yes. Staff utilizes the Interest Synchronization method of calculating interest
expense, which is consistent with the Company approach. However, whereas
the weighted cost of debt utilized by the Company in its calculation is based
on the Company’s stand-alone capital structure, Staff’s is based on their
proposal to utilize a consolidated capital structure. The Company is rebutting
the use of a consolidated capital structure. Ultimately, the weighted cost of
debt should be based on the final capital structure and debt rates authorized by
the Commission.

Mr. Higgins indicated in his testimony that Staff is in the process of
preparing a final reconciliation of state taxes stemming from changes in
the State’s taxation of utilities under New York State Tax Law of 2000, In
order to complete the reconciliation, which he indicated could result in

amounts owed to or owed by LIWC customers, Mr. Higgins requested
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A,

that the Company compute its actual deferred SIT as per each tax return
for fiscal years 2000 through 2005. Have these computations been made?
Yes, those computations,have been made and are attached to my rebuttal as

Exhibit HER-6.

Panel Adjustments to Deprecation Expense, Rate Year Rate Base UPIS

25. Q.

Please respond to the Panel’s adjustments to the Depreciation Expense
and Rate Year Rate Base Utility Plant in Service (“UPIS”) related to its
original “2002” Comprehensive Planning Study (“CPS”) costs.

In this filing, the Company proposed reclassifying the costs of the “2002”
CPS from a non-depreciable to a depreciable Utility Plant in Service account
and seeks depreciation expense on the cost of the study over 5 years based on
a 20% depreciation rate. Staff proposes reclassifying the study to a Utility
Plant in Service account that has a 1% depreciation rate (i.e., recovering the
cost over 100 years.) Consequently Staff’s proposed adjustment to the
Company’s as-filed depreciation expense is $48,747 (51,312 - $2,566). A
100-year recovery for a capital study is unduly prolonged. As indicated in my
response to Staff-254 (attached herein as Exhibit HER-4), the $341,373
referenced by Staff Panel in its testimony represented the Company’s estimate
at the time of the Company’s last base case to prepare its Original 2002 CPS.
It was not for an “update” to that study as understood and reported by the
Staff Panel in its testimony. In its prior case, the Company included the cost

of the 2002 CPS in its projected UPIS, as shown on Rate Case Exhibit 8,
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26.

because at the time the case was filed the costs were not final. Also as
depicted in Exhibit HER-4, the cost of the 2002 CPS was included in a non-
depreciable UPIS account. Accordingly, the Company has not received rate
recovery to date of the cost of the 2002 CPS via either depreciation expense or
amortization.

Ultimately, the final cost of the 2002 CPS was $256,562 and in the current
case that is the amount the Company is seeking to reclassify to a depreciable
account (a/c 349) and 1t should be allowed to deprectate 1t using a 20% rate.
Therefore, Staff’s adjustment to disallow $48,747 of depreciation expense
should be disallowed.

What is Staff’s proposed rate treatment for new Comprehensive Planning
Studies (CPS) undertaken by the Company?

Unlike its proposal for the Company’s “2002” CPS, Staff Panel proposes to
defer and amortize the cost of any new CPS’s over a 5 year period. I agree
with the Panel’s recommendation. In accordance with its recommendation,
Staff has removed the $190,400 included by the Company in its projected
Rate Year Rate Base UPIS related to costs associated with its next CPS, and
also eliminated $1,904 of associated annual depreciation expense. However,
Staff consistent with its proposal should have, but did not, reflect $38,080 of
annual amortization expense in the Company’s expenses based on its deferral

and five-year amortization proposal and also included in the Company’s Rate
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27.

28.

Year Rate Base the average unamortized deferred balance of $171,360
{$190,400 — (*% of $38,080)).

Please respond to Staff Panel’s request of the Company to provide the
results of the Company’s current project to develop the Depreciation
Reserve by primary water plant account by June 30, 2008,

The Company acknowledges the requirement to maintain its records to
provide the reserve by primary water plant account. The Company’s current
project to detail the reserve by primary plant account is associated with the
implementation and startup of a new fixed assets software program known as
Powerplant. We will provide the schedule and can do so well in advance of
the required date.

Q. The Staff Panel makes a recommendation to offset future DSIC
increases based on a determination of the appropriateness of the
Company’s currently PSC approved depreciation rates after reviewing
the Company’s submission of its schedule of the Depreciation Reserve by
primary plant account. Please respond to that recommendation.

As indicated, the Company will provide the requested schedule. However, the
Company does not believe that a proper determination of the appropriateness
of its currently Commission approved depreciation rates can be garnered from
that information alone, Accordingly, it would not be appropriate to
subsequently adjust the depreciation expense finding in this base case and use

that adjustment as an offset in future DSICs. Should the depreciation reserve
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detailed by primary plant suggest that the Company’s current Commission
approved depreciation rates warrant further study, the Company recommends
the proper approach to conducting that review would be through the
preparation of a fully developed depreciation study. Such study would then be
incorporated into the Company’s next base rate case filing for the parties

review,

Distribution System Improvement Charge (“DSIC”)

29.

Q.

A

Please state your understanding of Mr. Manz’ proposals related to DSIC.
First let me state that my understanding of Mr. Manz’ DSIC testimony, and
my rebuttal herein, is predicated on the belief that Mr. Manz’ DSIC proposals,
as presented, are consistent with a one-year rate determination by the
Commission and not a multi-year determination. Should a mulii-year rate
determination ultimately be approved, my responses would be somewhat
different. To that end, | am also providing at the end of this section of
testimony, the Company’s position on the DSIC assuming a multi-year rate
increase determination. In summary, Mr. Manz’ DSIC proposal, which is a
modification to the Company’s currently authorized DSIC program, is to
include in Base Rates the recovery of a predetermined investment level for
routine replacement plant (which otherwise would be eligible for inclusion in
a DSIC). DSIC qualified expenditures in excess of that level would be

included in DSIC filings subject to a cap.
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30. Q. Doesthe Company agree with Mr. Manz’ propoesed approach to the

31.

32,

DSIC?
While we agree with Mr, Manz’ DSIC approach in principal, we believe it
must be modified in several ways. First is with regard to the level of
investment in routine replacement plant that will be accorded recovery
through Base Rates in this proceeding for 2008 and the Rate Year and the
second is his recommended cap amount,
Does the Company agree with Mr. Manz’ proposed adjustment to reduce
the Company’s proposed 2008 investment of $3.955 million for ongoing
Network (mains) replacement by ($974,900)?
No we do not, the Company’s investment level for 2008 should be allowed as-
filed. Company witness Mr, Tambini addresses Mr. Manz’ concerns
regarding this issue in his rebuttal testimony.
Given the Company’s position that the proper amount of 2008 Capital
expenditures for routine replacement of Network, Hydrants and Services
is the $3.955 million it filed for, as depicted on Exhibit 8 (Mr. Manz is
proposing $2,979,800 ($3.955 million less his $974,900 adjustment)), and
should be recoverable through base rates, what then is the Company’s
proposal for the DSIC cap applicable to the Rate Year?
The Company has requested an increase in the DSIC cap from the $4.0 million
applicable to the currently established DSIC (which expires at the outset of the

Rate Year in this base rate case proceeding) up to $5.0 million. The Company
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33.

34,

believes a cap of at least $5.0 million, if not $6.0 million, is appropriate given a
normal recurring level of replacement plant in the range of $3.0 to $4.0 million
for 2007 and 2008 respectively, given that the objective of the DSIC is to
accelerate the replacement of DSIC qualified plant by increasing the level of
investment made by the Company over its normal levels. It is clear that the
benefits of the DSIC program are recognized by all parties to the proceeding.
Is it appropriate to reduce the existing DSIC cap from the current $4
million to $3 million as proposed by Mr. Manz?
As I understand Mr, Manz’ proposal, for the Rate Year the overall DSIC
qualified expenditures that are recoverable by the Company would actually
increase to approximately $6.0 million. Again, his DSIC proposal assumes a
one-year rate determination applicable to the Rate Year. His proposed $3.0
million cap would be applicable to DSIC qualified expenditures over and
above the amount he is proposing be recoverable in Bases Rates ($2.980
mitllion). However, for the years immediately following the Rate Year, the
Company would be limited to a total of $3.0 million per his cap since Base
Rates will not include any investment for those periods. Obviously, a $3.0 cap
applicable to those years would actually reduce the amount of recoverable
investment the Company could make as compared to the current DSIC cap of
$4.0 million and would be counter to the goals of the DSIC program.
How then should the DSIC cap function for the Rate Year in this case

and for the years following the Rate Year?

15



10

11

12

13

14

15

16

17

18

19

20

2]

22

07-W-0508 Rex - Rebuttal

35.

A

For the year that begins immediately following the Rate Year, and for each
succeeding year, all DSIC qualified investment would be included in the
Company’s DSIC filings and would be subject to the Commission’s review
and approval up to a maximum of $5.0, or preferably $6.0 million per year.
For the Rate Year, this cap would still be applicable, however, only to the
DSIC qualified and Commission approved expenditures over and above the
normal routine level of replacement expenditures included in Base Rates for
the Rate Year which would be eligible for inclusion in the DSIC filings that
cover the Rate Year period. The cap for the Rate Year therefore is applicable
to both the normal routine level of replacement expenditures included in Base
Rates for the Rate Year, as measured by the 13 month average of those
expenditures, and the expenditures in excess of that amount which are
includable in the DSIC filings covering the Rate Year period. Therefore,
while the Company agrees in concept with Mr. Manz’ split recovery approach
to the Rate Year, we disagree with his proposed amounts that should be
included in Base Rates.

Staff has suggested revising reporting time for the DSIC filings. Does the
Company agree?

In my pre-filed direct testimony I requested an extension of the 15 days the
Company currently has to submit its DSIC filing after the conclusion of each
DSIC period to 45 days. Staff in its testimony is seeking an extension of its 45

day review period to 60 days. Taken together, these proposals are increasing
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36.

the current 60 day period filing/review period to 105 days, whereas the
Company would want to limit the total time period to 90 days. To that end, the
Company will propose a 30 day filing requirement but with the proviso that
Staff permit the Company the opportunity to supplement its filing should it
receive additional pertinent data. In addition, we would like to work with Staff
to determine if the Company DSIC filing process can be made more efficient
s0 as to reduce administrative burden while affording Staff the materials it
requires for its review.

If a multi-year rate determination is made in this case, how do you
propose that should work in conjunction with the DSIC?

If this proceeding were to result in @ multi-year rates for Rate Year 2 (and
Rate Year 3, if there were one), I propose that Base Rates be established that
include reasonable project increases to Utility Plant in Service (Rate Base)
applicable to those years. In that case, the DSIC for those years would
function as recommended above for the initial Rate Year, that is, recovery on
investment in replacement plant would be split between Base Rates and DSIC.
The cap applicable to the Rate Year 2 and 3 would be the Company’s

proposed $5.0 to $6.0 million.

System Improvement Charge (“SIC™)

37.

Q Do you have any comments concerning Mr. Manz’ response to the

Company’s SIC proposal?
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A,

38. Q.

Yes. I would propose the same timetable be applicable to the SIC that I've
proposed in this rebuttal testimony for the DSIC. Also, Mr. Manz indicates
that the Company refers to two specific projects that it proposes to recover
through the SIC mechanism. Based on that information he proposes a hard cap
for SIC recovery for these two projects that is specific to each. Rather than
proposing a hard cap based on a specific project, I would suggest a
mechanism is needed that allows some flexibility in the cap should the project
or projects for which the Company would seek recovery through the SIC
mechanism change from those suggested. Circumstances may require that a
particular project move up or down in priority relative to another project. The
SIC mechanism should be able to provide that flexibility.

Does this conclude your rebuttal testimony?

Yes.

18
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Exhibit HER-1

Long lsland Water Corporation
EBCap
Dally Average - Paid in Capital
For the HTY Ending December 31, 2006

Amount
Total $10,500,000

Days in year 365

Daily Average Balance ] $28,767
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Long Isiand Water Corporation
EBCap
Pension / OPEB internal Reserve offset by
Deferral Accounting for Pension / OPEB expense

Amounts CD
Avg HTY Pension IR balance w/o accumulated Interest $1,078,987
Avg HTY OPEB IR balance w/o accumulated Interest 1,748,437
3,728,424
Offset by Favorable Deferred Pension / OPEB Exp. Flowed
Through to Earnings 1,873,213
Penslon / OPEB IR for EBCap $1,855 211

MY o I race” 1A



Ps. LA

Case 07-W-0508 LIAW
SEE page 2 of the wip
Pension Internal Reserve

2006 2005 2 ptavg
Balances ($3,191,161) ($2,432,5641)
less cum int: (916,167) {916,167)
add back dec int {165,606)

($2,274,994) ($1,681,980) !$1,978,487!

SEE page 3 of the wip Opeb Internal Reserve
($3,483,563) ($3,555,881)

less cum int; {1,873,915) (1,873,915)

add back dec int . (207,259)

($1,609,648) ($1,889,225) ($1,749,437)

Offset Favorable offset deferred pension & opeb $1,597,068 see page 4 of wip
276,145 see page 5 of wip

511873,213
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Far the period between Jamuary 1, 1983 and Decamber 31, 2003
Comulative

193 i 1983 1188 ht 14 i, ] 1993 2000
Bagloning IR Balance [$945,375) [$1,146,009) [$9,393,857} ($1,130,045) 1,908,735 ({$1838.292) ,112,330) 585, 081)
Pans} p rate it (454,260}  {610,753)  (S00.746)  (621516)  (B29.248)  (629.M8)  (541,796) (512.845) (512845) (612545} {512548) (512845} (575,982} (557 094}
Amount charged to construction {50,208} (50,588) (49,200} {52.000% {38484) (50,510} {41,445} 30.548) [rad-rai] (84.431) {105.550) (124.214) {88211y (154,78}
Banefits pald o 0 0 ] [+] a ] 0 1] ] o o L] [}
Contritntions o 05,335 520,662 521,050 1019441 510,79 432 287 -} o ] o 620,000 BAT.750 T37.700
Other EB Cap M) ] ] 0 0 [} a 328,500 109,500 '] o 0 ¢ w2350 20,78
R balence at endl gfw 5 Bo8 87 B 4 4 5 k 248 0 5 3 Ol (3.0 5 388 55 5 A 8] B
Awvurage I halance

Daforred InComs taxes ) 34%
R balance subjact to Interest
Pre-dax rate of return

Annual accrued Interest

IR balance with Interest

¥ 7



Case 05-W-0339 Attachment A
Long island Water Corporation
Pension & OPEB entires
ansk O | rves

OPEB Intornal Ressrve Debit Credit
OPEB Liability $2,948,108

OPEB Internal Reserve $2,948,108
Interest Expense 1,164,222

Accrued Interest on OPEB internal Reserve 1,164,222
ADSITFIT 459,984

Deferrad SIT & FIT Tax Expense 459,984

$4 572,314 $4,572,314

To record the OPEB internal reserve and associated accrued intenest.
Ta set up deferred tax related to imputed interest,

No ADIT balance related to the IR; the tax offset is assumed in deriving the cash flow difference as base for imputed interest.

IR wio inlerest Accr .Interast Total IR w inlerest
Amounts per Staff Draft Rpt. through 2003 $2.948,108 $1,168,222 $4,112,330
Total through 2003 $2,948,108 $1,164,222 $4,112,330
Pe I R Debit Credit
Pansion Liability $1,225,306
Penslon Intemal Reserve $4,225,306
Interast Expense 485,458
Accrued Interesi on OPEB intemal Reserve 485,458
ADSITFIT 191,804
Deferred SIT & FIT Tax Expense 191,804
$1,417,110 $1,417.110

To record the OPEB intemal reserve and associated accrued interest.
To set up deferred tax related to imputed interest.

No ADIT balance related to the IR; the tax offset is assumed in deriving the cash flow diflerence as base for imputed interest.

IR w/o interest Accr .Interest YTotal IR w interest
Amounts per Staff Draft Rpt. through 2003 $1,225,308 $485,458 $1,710,764
Total through 2003 $1,225,306 $485,458 $1,710,764
nities to Record Pension & OPER Defejrals Debit Credit
Pension / OPEB Expense X $1,597,088
Deferred Pansion / OPEB Expense $1,597,068
ADSITFIT 631,002
Deferred SIT/FIT Exp. 831,002
$2,228,070 $2,228,070

To record the under-recovery of FAS 87 costs versus amounis in rates and the over-recovery net of excess
eamings adjustmentof FAS 106 cosls through December 31, 2003.
Company will also book deferred tax entries related to each of these deferrals.



Long Isiand Water Corporation
EBCap
Pension/OPEB Internal Resarve
Estimate of Deferred Pension / OPEB Expense
For the psriod between 1/1/04 and 12/31/06

Pension QPEB Net
Rate Allowance $611,087 $582,520
FAS exp net of exp capitalized 370,901 548,561

Deferred Exp. $240,186 $35,056  $276,145

L6
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Exhibit HER-2A

Company Workpaper
Page 1
Long Island American Water
EBCap
Pesnsion / OPEB Internal Reserve offset by
Deferral Accounting for Pension / OPEB expense
Company Computations
Amounts
Avg HTY Pension IR balance w/o accumulated interest (note 1) § 2079215
Avg HTY OPEB IR batance w/o accumulated Interest (note 1) 2,040,313
4,119,528
Offset by Favorable Deferred Pension / OPEB Exp. Flowed
Through to Eamings (note 1) 282,849
Pension / OPEB R for EBCap per Company $ 3,836,679
Pension / OPEB IR for EBCap per Staff (Exhibit HER-2, page 1) 1,865,021
Company Adjustment $ 1,881,658

Note (1) Refer to Exhibit HER-2A, page 2



Exhibit HER-2A

Company Workpaper
Page 2
Long Island American Water
EBCap
Pesnsion / OPEB Internal Reserve offset by
Deferral Accounting for Pension / OPEB expense
Pension Internal Revenue (note 1
2006 2005 2 pt avg

IR Balances $ (3,307,971) $  {2,5620219)

less cumutatiive interest; (925,311) (925,311)

add back Dec Interest: (171,862)

$ (2,382,660) $ (1,775,770) $ !2.079,215!
OPEB Internal Revenue {note 1)

IR Balances $ (3,815,742) & (3.860,059)
less cumulatiive Interest: (1,915,218) (1,915,218)
add back Dec Interest: {226,260}

$ (1,900,524) $ (2,180,101) $ (2,040,313

Offset by Favorable deferred pension & OPEB flowed through to eamings 1993-2003 (note 2) $ 1,597,068
Offset by Favorable deferred penslon & OPEB flowed through to eamings 2004-2006 (note 2) (1,314,219)

Total Offset $ 282,849
Notes

{1) Refer to Schedule HER-2A, page 3C (Staff IR#198)
(1) Refer to Schedule HER-2A, page 3B (Staff IR#198)



Case 07-W-0508 Exhibit HER-2A
Long Island Rate Case Page 3
Water Rates

STAFF OF THE DEPARTMENT OF PUBLIC SERVICE
INTERROGATORY/DOCUMENT REQUEST

Request No.: STAFF — 198 (KJH - 52)
Reguested By: Kevin Higgins

Date of Request: July 18, 2007

Reply Date: July 30, 2007

Subject: Pension Expense

1.

Please provide the amount of deferred pension expense on the company’s books as of
December 31, 2006.

Please provide the balance in the pension intemal reserve account on the company’s
books as of December 31, 2006.

Please indicate whether the company adopted SFAS No.158 for financial reporting
purposes for the fiscal year ended December 31, 2006. If not, why not, If yes, please
explain and illustrate the accounting.

Please provide the amount of accumulated deferred federal income taxes on the
company’s books as of December 31, 2006 related to (1) deferred pension expense, (2)
the pension internal reserve account, (3) SFAS 87/158, and (4) SERP.

. The deferred Pension Expense on the Companies books at 12/31/06 is a credit balance of

$151,105. This represents the difference between Pension Expense per the Commissions
Policy Statement (Case 91-m-0890) and the pension expense recovered through rates for
the period 1993 through 2006. This is not the internal reserve.

The balance in the pension internal reserve at 12/31/06 is $925,311. This is the interest
component of the internal reserve. The Company will book the remaining component of
the internal reserve in conjunction with the finalization of the Pension / OPEB
proceeding. However, as shown on the attached worksheet, the Company is calculating
the entire reserve. i

American Waterworks Company has adopted FAS 158 at the consolidated level in 2006.
As a subsidiary of American Water that participates is the American Water pension plan,
LIAW has not implemented FAS 138,

The following is an excerpt from a PWC whitepaper that would apply to Parent Company
Plans.

“In cases in which & parent company has a pension or OPEB plan that covers employees
of its regulated and unregulated subsidiaries, FAS 87 and FAS 106 indicate the plan
should be accounted for a single employee plan in the parent company’s consolidated



Exhibit HER-2A
Case 07-W-0508 Page 3a

Long Island Rate Case
Water Rates

Staff-198 (continued)

financial statements. If a subsidiary issues separate financial statements and participates
in its parent company’s plan, the subsidiary, in its separate financial statements, may
account for its participation in the plan as participation in a multiemployer plan. The
election provides the subsidiary with the option of recording a FAS 87 and FAS 106
liability or recording only their share of the net periodic cost, without recognition of the
plan liability.”

4. Please see the attached schedule.

Respondent; John Casilleo / H. Edward Rex (part 4) Date: September 7, 2007
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Long tslend Watar Company
Pansion iiernal Reserve
For the period between January 1, 1993 and Decambar 31, 2008

1993 hi ] 1983 1998 1997 1998 198 2000 2004 2005 2006

Baginning IR belance {5221.844) (31.277.51€6)  (31,557.010) {$1,582.685) .019.999)
Rata showsnca for pension (423.175)  (466,067) {411.485) (401,228) (404,508} (#04,958) (241,420} {186.894) (186,854) {196,894) (186,854) {186,894) {B11,087) (752.434)
Amount charged to construction {31,398 {35,242) {32,296) {37.912) {27.917) (14,459) {8,387} (1.489) 4 (4,316) (153,077) §125.201) {120,919 (127.684)
Banefits patd L 0 1] o 0 0 0 0 ¢ o a 1]
Comributions. 381,138 400,797 74,581 412,388 343,505 162,800 103,067 0

o .

IR Balanca subjact to interest

Pre-tax rate of ratum
Annual accrued Inbsrest {925.311)
IR balance with interast

INTEREST THROUGH 2003 ( PER ABOVE ) {496,623)

INTEREST 20(M THROUGH DECEMBER 2006 {428,687

TUTAL INTEREST 1903 THAOUGH DECEMBER 2008 sy

PENSION INTERNAL RESERVE 2,382,660

PENSION INTERNAL RESERVE LIABLLITY 2,382,660

INTEREST EXPENSE 925,311

ACCRUED INTEREST INTERNAL RESERVE 925311

Lovg kstand Water Comperny
OPFER Wrernal Raserve
For the pericd betwesn Jantary 1, 1083 end Decembar 31, 2008
1933 1984 1995 1998 107 1983 1993 2000 200 2002 2003 2004 2005 20
Baginning R Balarcey T3 ,112.248)
Pension expense rete sllowsnce (464,260)  (BI0.753)  (B0O.749)  (621.519) (629.248)  (629.248)  (S41,796) (512,645} (512.645) (512.845) (512.645) (512.645) (575,962) (&497.084)
Amourt charged t construction (50,285) {50.868) {49,154) {52,090} (39.404) {50,510) {41.445) (20.348) 21.011) (54.431) (105.565) (124.214) (122,932) (151.1778)
Borvfits paid 0 Q 0 [ L] 0 0 ¢ ¢ 1] 0 L) 0 o
Contritations 0 305,325 528,652 521,050 1,019,441 510,789 AX2 267 ¢ 0 1] 0 443,133 817,750 T3, 700
Other EB Cap Ad]. 0 4] 0 1] 1] 0 2 0 0 0 8 1) 290,750
{1.915.218)

INNTEREST THROUGH 2003 (1,184,156}

INTEREST 2004 THROUGH DECEMBER 2006 {781.0%2)
TOTAL INTEREST 1983 THROUGH DECEMBER 2008 (T DTS TR

TOTAL INTEREST FEMSION & OPEH REBERVE (2,840,528)
INTEREST ON BOOKS WITH TOPSIDE 2,781,608
ADDITIONAL INTEREST TO BOOK N 2006 (58,924}
DPEB INTERNAL RESERVE 1,500,524
OPEB INTERNAL RESERVE LIABILITY 1,900,524
OTHER INTEREST EXPENSE 1916218
ACCRUED INTEREST INTERNAL RESERVE ( DCN OTHER ) 1915218

COn s and Setting, D IWC Rebutal johnC: PENSON OPEB DEFERRAL AUDIT REPORT UPDATED TO DEC 2006

2¢ 28eg

VI-4a8 ITFqTYHxy



Long island-Amorican Water Company
Deferred Pension - 186422
Pension Acct 506100.16

[ Pension - 386305.508100.16

Closing Date

Apti 2005
May 2005
June 2005
July 2005
Aug 2005
Sapt 2005
Qct 2005
Nov 2005
Dec 2005
Jan 2006
Feb 2006
Mar 2006

BALANCE ACT # 186422
ACTIVITY SHOWN ABOVE
BALANCE ACT # 186422

Pariod Allowable Deferred ANNUAL
Ending Batance Service Allocation  Adjustments  Pension Expenss Amoumt ACTIVITY JDE
62,707.00 18,249.56
78.136.88 (1,195.42) 62,707.00 18,627.30
129.787.96 60,532.50 62,707.00 6,548.46
86,655.07 7.809.45 62.707.00 16,038.58
88,843.36 7.909.49 62,707.00 16,226.87
90,327.49 7.508.49 62,707.00 19,711.00
86.940.19 7.909.49 82,707.00 16,323.70
86,850.14 7.909.49 82.,707.00 16,233.65
86,738.95 7.800.48 62,707.00 16,122,485
865.717.80 7.900.48 62,707.00 15,101.11
102,662.03 7809.48 1608000 €2,707.00 1461947
77.278.00 7,809.49 62,707.00 8.661.51 157,291.68
53,843.67 62,707.00 (3.802.30)
67,507.57 62.707.00 4,800.57
67,659.01 62,707.00 495201
74,500.12 §2,707.00 11,802.12
73,840.29 62,707.00 11,133.29
89,1856.81 62.707.00 6.478.81
72,338.10 62,707.00 9,631.10
73,561.55 62,707.00 10,854 55
69,840.24 62,707.00 713324 82.245.38
TOTAL ACTMVITY 4/05-12/06 239,537.06 239,637.06_ |
1273172003 547,093.32
4213172004 547,003.32
239,537.06
1203112006 78563038 AGREES TO JOE

pg ?3eq
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Exhibit HER-2A
Case 07-W-0508 Page 3f
Long Island Rate Case
Water Rates

STAFF OF THE DEPARTMENT OF PUBLIC SERVICE

INTERROGATORY/DOCUM UEST
Request No.: STAFF - 199 (KJH - 53)
Requested By: Kevin Higgins
Date of Request:  July 18, 2007
Reply Date: July 30, 2007
Subject: OPEB Expense

1.

A 1,

Please provide the balance of the deferred OPEB expense on the company’s books as of
December 31, 2006,

Please provide the balance in the OPEB intemal reserve account on the company’s books
as of December 31, 2006.

Please indicate whether the company adopted SFAS No.158 for financial reporting
purposes for the fiscal year ended December 31, 2006. If not, why not. If yes, please

explain and illustrate the accounting.

Please explain and illustrate the company s accounting for the Pay-As-Go (PAYGO)
portion of its OPEB costs.

Please provide the amount of accumulated deferred federal income taxes on the
company’s books as of December 31, 2006 related to (1) deferred OPEB expense, (2) the
OPEB internal reserve account, (3) SFAS 106/158, (4) the Medicare Part D subsidy.

The deferred OPEB Expense on the Companies books at 12/31/06 is a credit balance of
$131,744. This represents the difference between OPEB Expense per the Commissions
Policy Statement (Case 91-m-0890) and the OPEB expense recovered through rates for
the pericd 1993 through 2006.

2. The balance in the OPEB internal reserve at 12/31/06 is $1,915,218. This is the interest

component of the internal reserve. The Company will book the remaining component of
the internal reserve in conjunction with the finalization of the Pension / OPEB
proceeding, However, as shown on the attached worksheet, the Company is calculating

the entire reserve.

American Waterworks Company has adopted FAS 158 at the consolidated level in 2006,
As a subsidiary of American Water that participates is the American Water post
retirement benefit plans, LIAW has not implemented FAS 158,



Exhibit HER-2A
Case 07-W-0508 Page 3g
Long Island Rate Case
Water Rates

Staff-199 (continued)

The following is an excerpt from a PWC whitepaper that would apply to Parent Company
Plans,

“In cases in which a parent company has a pension or OPEB plan that covers employees
of its regulated and unregulated subsidiaries, FAS 87 and FAS 106 indicate the plan
should be accounted for a single employee plan in the parent company’s consolidated
financial statements. If a subsidiary issues separate financial statements and participates
in its parent company’s plan, the subsidiary, in its separate financial statements, may
account for its participation in the plan as participation in a multiemployer plan. The
election provides the subsidiary with the option of recording a FAS 87 and FAS 106
liability or recording only their share of the net periodic cost, without recognition of the
plan liability.”

4. The Company did not have any OPEB Pay-As-Go costs in 2006.

5. Please see the attached schedule.

Respondent: John Casillo / H. Edward Rex (part 5) Date: September 7, 2007
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Long [siand-American Water Company
Deferved OPEB - 136417

OPEB Acct 50510016
OPEB - 505100.16 ]
Period Allowabie Deferred ANNUAL
Closing Date Ending Balance Service Allocation Adjustments Pension Expense Amount ACTIVITY JDE
April 2005 £7,906.35 50,484.00 17.422.35
May 2005 67,847.07 - 50,484.00 17,383.07
June 2005 67,830.31 50,484.00 17,346.31
July 2005 67,694.10 50,484.00 17,.210.10
Aug 2005 67,683.51 50,484.00 17,399.51
Sept 2005 67,766.96 50,484.00 17,282.96
Oct 2005 &§7,578.55 50,484.00 17.094.55
Nov 2005 67,487.99 50,484.00 17,003.99
Dec 2005 67,378.15 50,484.00 16,892.15
Jan 2006 66,897.65 50,484.00 16,213.65
Feb 2006 53,526.67 {13,871.66) 50,484.00
Mar 2006 47 477.00 50,484.00 (3,007.00) 137,804.89
Total 777,072
April 2006 21,037.95 50,484.00 {29,446.05)
May 2008 43,734.59 50,484.00 {6.689.41)
June 2008 43,917.44 50,484.00 {6,568.56)
July 2006 49,542.83 50,484.00 {941.17)
Aug 2008 48,928.00 50,484.00 {1,5%6.00)
Sept 2006 45,154.76 50,484.00 (5,32024)
Oct 2006 47,710.25 50,484.00 (2.773.75)
Nov 20068 46,431.92 50,484.00 (4,052.08)
Dec 2006 45 891.91 50,484.00 {4.582.09) {31,529.60)
TOTAL ACTMITY 4/05-12/08 106,275.29 82765 1
BALANCE ACT # 186417 12/31/2006 108,275.20 AGREES TO JDE

[¢ a8eq

VI-43H 3ITqQrYxy

G:\Mznagers\HuberT.) Documents\Work 3\Pension OPEB Proceeding\PENSON OPEB DEFERRAL AUDIT REPORT UPDATED TO DEC 2008.xds



STAFF#198 {part 4) and #1989 (part 5)

) BN -

G N =

Long island Water
Deferred Tax Balances

Deferred pension expense
pension internal resarve
SFAS 87/158

SERP

Deferred opeb expense
OPEB internal reserve
SFAS 106/158
Medicare Part D subsidy

account

186422
262120
262140
186417

262210
262215

balance @
12/31/08

786,630
{3.062,689)

(11,383)

106,275

(1 .379.23;)
(38,920)

adsit federat
@ 9% basis
dri(cr)
{70,797} 715,833
275,842  (2,787,047)
1,024 {10,359)
(9,565) 096,710

124,132 {1.255,107)
3,503 (35.417)

adfit
@ 35%
dri(cr)
(250,542)
975,466
3,625
{33,849)

439,288
12,396

Ag a8eqd

VZ-4dH IFQFYZEd
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Exhibit HER-3

Long Island Water Corporation

EBCap
Cash Working Capital
For the HTY Ending December 31, 2006
STAFF ADJUSTMENT
Amount
Net O & M Expense per company Exhibit 10 page 2 $18,971,002
Woeighted Billing Factor (from prior case) 19.7%
Total Cash Working Capital $3,737,287
COMPANY REVISION TO STAFF ADJUSTMENT
Net O & M Expense per company Exhibit 10 page 2 $18,971,002
Less HTY O&M Adjustments proposed by STAFF -$461,290
{per Exhibit BLB-1, Schedule 2)
Revised Net O & M Expense per company Exhibit 10 page 2 $18,509,712
Weighted Billing Factor {from prior case) 19.7%
Revised Total HTY Cash Working Capital $3,646,41

REDUCTION TO STAFF HTY CWC ADJUSTMENT $90,874
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Exhibit HER-4
Case 07-W-0508
Long Island American Water
Water Rates

STAFF OF THE DEPARTMENT OF PUBLIC SERVICE

INTERROGATORY/DOCUMENT REQUEST

Request No.: STAFF - 254 (JEE-22)
Requested By: Jim Evensen

Date of Request:  August 16, 2007

Reply Date: August 27, 2007

Subject: Comprehensive Planning Study

In the previous case, 04-W-0577, Witness Tambini included, on Exhibit 8, page 1 of 1, $341,373
for a comprehensive planning study. Has this study been performed? If yes, please provide a
copy with a detailed explanation of its cost. If no, please explain why it was not done.

In addition, please explain why the company in its current case (07-W-0508), on Exhibit 8, page
1 of 1, included $95,400 in 2007 and $95,000 in 2008 related to comprehensive planning studies.

A. Yes, the CPS reflected on Exhibit 8 in Case 04-W-0577 (in 2005) was completed and has
been provided in this case in response to Staff-165. The completed cost of the study was
$256,563 as indicated in Staff-233, as compared to the $341,373 originally projected. In Case
04-W-0577, the Company included the $341,373 in Utility Plant Account 389 (NYS), which,
is & non-depreciable account, Attached to this response are the UPIS workpapers from Case
04-W-0577, which show: (1) the CPS as a UPIS Addition in May 2005 to a/c 389
{attachment pg, 1) and, (2) the UPIS Account balances for 2005 (attachment pg. 2) which
shows the increase to a/c 389 in May 2005. So while the cost of the CPS was authorized in
Utility Plant in Rate Base, it has not been thus far accorded rate recovery through
depreciation expense. In the current case the Company is requesting that it be authorized to
reclassify the actual recorded cost of the CPS of $256,563 from a non-depreciable account to
account 349, and amortize that account over a 5 year period (see response to Staff-110).

The $95,400 and $95,000 reflected on Exhibit 8 in the current case reflect the continuation of
LIWC’s planning efforts and will become a part of its next Comprehensive Planning Study.

The $95,400 in 2007 is closed to utility plant in December as follows:
a/c 331230 (343) - 6" & greater mains - $23,850
a/c 320110 (332) - WT Equipment Punification - $23,850
a/c 307200 (314) - Wells - $23,850
a/c 304200 (321) - Structures & Improvements - $23,850

The $95,000 in 2008 is closed to utility plant in December as follows:
a/c 331230 (343) - 6" & greater mains - $23,750
a/c 320110 (332) - WT Equipment Purification - $23,750
a/c 307200 (314) - Wells - §23,750
a/c 304200 (321) - Structures & Improvements - $23,750



Case 07-W-0508
Long Island American Water
Water Rates

Staff-254 (continued)

On update, I'm requesting that these amounts not be closed to the accounts noted above but
instead should be closed to a/c 339600 (349) and amortized over 5 years consistent with its
requested treatment of the $256,563 discussed above. The Company’s as filed Depreciation
Expense for the accounts above should be reduced accordingly.

Respondent; H. Edward Rex Date: September 5, 2007
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Exhibit HER-5



Long Island American Water
Domestic Production Deduction

For the Rate Year Ending March 31, 2009

{adjusted for adit)

Source of Supply
Pumping

Water Treatment

production plant

total plant

accumulated
upis depreciation net plant adit rate base
6,543,753 {1,301,726) 5,242,027 (535,745) 4,706,282
11,683,593 (2.273,035) 9,410,558 (961,777} 8,448,780
20,345,629 (3,930,738) 16,414,891 {1.677,634) 14,737,257
38,572,975 (7.505,499) 31,067,476 {3.175,157) 27,892,319
140,274,683 (41,356,816) 98917867 (10,109,599) 88,808,268

weighted
cost of

equity
6.81%
6.81%

6.81%

production
income

320,498

575,362

1,003,607

1,899,467

Exhibit HER-5

rate

6.00%
6.00%

6.00%

deduction

19,230

34,522

60,216

113,968
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- : | Staphe fowna hevs |
o CT,'l 86_P New York Biaw Departmant of Tausiion snd Mhance
« ... Utility Services Tax Return ~ Gross Income
« 2004 m ;...  TexLaw- m%m1 For calendar
2 n Fils rvaner Walaphons Riber You G a1
S j1i-1516966 un X5 [es6-787-d832 I by soenin S
A Lol name of oompocation ] Treds
ty |Long Islsnd Watexr Corporation . -
"Vialiing nare (7 differsnt fiom Kgui name above) Bialy oT ooy of INCOpUrElion | DWS POcered e TiX Daperiment 050 owly]
vohmaricen Water Shaved Sarvices Centexr NEW YORK
[ Womber sad 6lront of FD box Dwis of hoomomien |
3906 Chuxch Rosd, P. 0., Box 5088 My 1925 % TPy '~
[Ty e 2P cole h
Nount Lauxel .3 08054
[ TRAIGE Tosivess codo NUNENT (0m TAdea ey | I S0Aes Sbovs lmrmmw womber, aodoes, AV {for Tax Dapetiaert W0 only)
(Y Y T A or sunstfellear lolormalion. e chnged, you must fie
SR L e elameanas
Wﬁ% Eal'ﬂob.hﬂm.cunhmww

medmmmammw

..., L3 [YRE] o--q

‘ testriolty * Stoam ® * .’ Wator ® X ¢ Refrigaration ®
ﬁﬁlsmm_ fmm.uﬁmﬂﬁﬁ!maomw Ty of prtor owner oF operaior

T a8 wodir Tinal rebam, entar Dame Of K ownar, 1 My Addroas of new owner
L ] L]
Metropolitan transportation business tat (MTA surcharge) {mark an X In the appropriate box below, .s
Dowug:budmchmwm nﬁmm}fﬁqmmummwnmmmwzn) ves X 0o ...
ok o prinsary Skt o Aok 50 s T otonc e T B T eenmumumeatous To¥ Hokar anc LIRRy CONESE Pex ot "
A Pay amount shovn o e 13, Mako check payebl c: New Vork Site Coporatin ax J‘_—-—-ﬂ!’“"“:"::o —
A i H e | I 4 Ld
1 Tax on gross Income (snter amount fOMMNBA5) v v v evenvenereraereneaes L2 i4g, 873.37
2 Long-term care Insurance tax credit (gitach Fom CT-249; seeinatructions) « « « - -+ + = v 1o o o ._0.00
3. Tax afier long-term oare knsurance tax cred (sublract fne 2 fom@ne 1)« - - <« » -+ .. J... . @3 148,878,37
4 Power for jobe tax credh (sas instructions) . . . . . . . 0.00
§ Neltax(sublractine 4fomMne ). . .. oo v v evernenanaacncnonancssass LB 148,875,37
t First inateliment of estimated tax for next perod;
6a If you fllad a request for extension, enter amount from Form CT-88,Ine2, , ., . ,........ —_—
6b I you did nof file Form CT-5.9 and line 5 is over $1,000, see instructions; olherwico enter 0 | _ | |6h. - 6.00 *#
7 Tolal (add fines 5andBaor8b} . . .., ... .. eiee i e T 148, 875,37
tTntatprepaymm(emermmmmmmsv_........................... 8. 146,695,300
9 Bulkince (i fine 87 less thari line 7, subiract O SIOMMNE7) . o o vove v v o s oyarers| B 2, 80.07
10 Penaily for underpayment of estimated tex gnerk an X /n the box ¥ Form CT-222 Is altached) l_.; - 0.
1 intereston lale payment (sBeSIUGIONS) . . « o - . vt i v L
12 Late filing and late payment panaltios (see hstiotions) . . . . . . Yers e s
13 Balance due (add tines & through 12; enter payment hare and on ne Aabove) . . . . .. ...... K3 2,180.07
14 Overpayment (If fine 7 is loss than line 8, sublraot ine Tfromine 8) . . . . .. ..o cvvv.uv .. |l
18 Amount of ovarpayment tobeoredited tonextperied. . . . .., . .. st i e . PE
16 Belance of overpayment (subiract ine 16frombine ™) . . .. .. oo v v i vev ey - LG
17 Amount lobecreditedto FormCT-186-PM. . . . v - - vt - v v ve ettt ainrrnnnsnans NTs
18 _Amount of overpayment to be refunded (sublract ine 17 fremline 16} + - o v o v - v« v v 2o s 18
Certitication; | corlify that this return and any gltachmen!s are to the best of my knowledge and bslief true, comact, and complate.
raur ¥t gioed o N O EiSTANT COMPTROLLER ™ spuider
Slgnatdre o1 Ind ing this r lﬁma&m{ormﬂuﬂ'ﬂmbjwd)
ig Addreas 1D Aumizer Dato

Mall your relurn on or before March 18, 2008, fo:
NY8 CORPDRATION TAX
PROGESSING LINIT

PO BOX 22038
AWSETS 1,000 ALBANY NY 12201-2038 l
L 41301041062
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. ; CT-188-P (2004) (Page 2) -'I
TComputation of gross Income
Pm__mputallonofuodpt_sfromthomofgggand electric service of whatever nature
Recoipis from the sals of gas and elctric sarvioss (ses nstructions) , |, ., ... ... P A |
20 Asosipls from the awle of tha commooity of pas and elechicly kor iémate ocosusption o7 use n New Yok Siele |, | | |20,
21 Allowable deduction from receipls online 20 (e lnefruclions) | . . . .-..... 21,
22 Notmcolptﬁmrnnnsalodmooommod&yolgasandabotrMyforuPHmmmmpibnorm
in New York Slate after allowable deductions (sublract line 21 fromline20) ., .. ... v|22.
23 Noncommodity receipts (receipts from transportation, transmission, or distribution of gas
or eleoticliy) (sublract lne 20fromMne16) , , ., .. ... i inrneeens coe. |23
24 Allowable exciusions from racelpts on Bne 28 (sseinsiructions) . . . . . .. . ... ... ..., 24.
25  Net noncommodily receipts (receipts from traneportation, tranamissian, or distibution of gas
or electricity) aftar allowable exolusions fsubtract line 24 from kne 29; enler here andonlne 45 . , | 28.
rt I - Computation of re the sale of water, and tion servicss (eve Instructions)
26 Recelpts from the sale of steam for ullimate consumplion or use In New Yotk State | | | | |28,
27 Recelpts from the sale of waler for ullimate consumption or use In New York Stete | | | | || ol27. 37,318,841.00
28 “Recelpts from the sale of refrigeration for ultimate conswnplion or wsein Hew Yolk State,  »]28,
29 Racelpi= from the sale of services rendered In New York Stale (see lnetruotions) |, . .., ., .3&
80 Receipts from the sale of merchandisa In Now York State (see hetuctions), | »|80.
a1 Mmrmabmimsdnmwewmmmhmvom&h{mwm; el81,
37,218,841.00

Amount of interest and
dhvidends raceived

33 Interest and dividends aliocated to New York Slate fadd oolemn Eamotnts) . . . . . ... . ®

3§ Roceipte from coyalties, | | st e vt evssasressr ey .
35 Toial recelpts from L | and add ings33and34) . . . . . ... . - . .. [
Part IV - Comp p (s8¢ instruciions) .

3p Proftafromthesalecfascurites ., .., ., N e e -i38,
37 Profitsfromthesaloofrealpropedly . .. ........ e v et e e e|87.
38 m'mm.mmden-O---ao ----- YRR v 'i&
o A“m‘mwh...onblo-- T T T N T «|39.
40 Profite bsforaallowabbdeduoﬁun(awmwmmmao) e e b a e e e o [40.
" 41 AiDbWabTe dedUbtions TroM Profs T Esy) ™, . . .. L. . i e i e a s 41,

43 ﬂmmﬂ'ﬂmmﬁ,.,,._,.,,, ---------- L] K;’gal&&

44 Reoelpls jrom Ines 22,32, 865, and42 _ _ ... ..., 37,218,841.00 x  pos(es, A48,975.37
48 Taxon gross noomo (o thes 48 and 44; entarhere and onBNOT) |, v s o v s v e s s s v s secss 485. 148,875.37
Eompoim%n of prepayments clalmed on line 8 (see instnciions) Data paid Amotnt

46 Mandatory flrstinstallment . . ... ..., ... e 46. [3712/2004 91,695.30
473 Second instaliment from FonncT-400 ________ e ... B8, .

47b Third instaliment from FormGT-400, , _ . ... ..... e 47b.|9/14 /2004 10, 000.00
47c Fourth instalment from FonnCT-400 ,,,,,,,,,,,,,,,,, 470,|13707/2004 45,000.00
48 Payment with extension teguest, Foch-Se,lEnea et eeas . 48,

48 Overpayment orgdited fromporyeare . . , .. ... ..... s ek b s 49,

80 Overpayment aredited from Form CT-188-FM Feod L 50, _

81 Total prepayments (add Hnes 46 trough 50; enterhereandontine 8 . . . .. ... ... cen. 8L 146,695.30

I AW3s74 1.000
41302041062

.
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5 CT-186-P/M  {iilty Sorvices MTA Surcharge Retumn
'22004 Amondod retum ¢ * Tax Law - Artiole 9, Sestion 136-¢ Foreatandar your 2004
N ﬁimhr m '““.‘ voen
g |11-1826966 u: HS |856-787-4832 mXinthobes ' '
"D [ Fsacieppoin Thate neneiDbA
g Tong Ialand Water Corporation
Co T T 7T T or onaniny SVowwrpuin | i recotvad Gor Tox Dpainent vos o7 —
YWatex Hharefli Sexrvices Center MY TORK
bt and vest of PO ban Date o laporpontion
3506 Chuxoh Road, P. 0. Box 5088 - May 1925
L T -
Mount Laurel NY 08054 m 1 SME
Ilymr denfitioation numbar, widrase, or ownat/offlesr information has changed, yorr must fiie
OvR5, ¥ mmw may (ks Forrn DTP-08. Your can get thase forns from our Web
ano.lwhm. by fax. Sea $he Need heip? on Form CT-188-8/M-, lastructions for Form CT-158-F/AM.

H you do busingss kn the Melropolitan Commuier

Distriot (MOTD) {the counties of New Yovk, Branx, Kings, Queens, Richmond, Duichess,

‘Teanaporiation
Hastau, Orange, Puinam, Rockland, Suffolk, and Westchaster) you mustasnplete this fomw, If nat, you do not need 1o fta this form, However, you mist
digcivim Fabtly for the meiropolian transporiaficn business lax (MTA surchage) on Form CT-188-F, Sos Who musl #s In the insinxtons,

A, Payammaiuwnunmn mmmmwmvamswzooommmm Paymend onclaeed
I* your payment hare. Detach A 220.82
omputation o MTASWCMI’
1 fooalpl amount on Form CT+186-P, Mnas 22, 25, 32, 85, and 42 derived from sources
mmm...llllIIOQQOQllllll"I.I'Il'll!.‘.!.'il.ll|l 1' 37‘318.3‘1.00
2 Receipt amount on Form OT-186-P, lines 22, 25,82,85,and42 _ _ . .. ......... ... 2] 97,218, 8a1.00
3 MOTD afiocation percentage (videshe 1oyMes) . . .. ............. e R 100.0000
4 Tuauerlona-temmmmummdnonmcnammas A Y 148,875,37
§ Allocatod tax fuuliply Mo by e d), , . .. .. v uuiuaunnn s I _148,875,37
& MTA SUrcharge (mutlpd e 559 TR G170 + v ve s n oo Ceieitseanae s e. 25,308.8%
Fim) inataliment of estimated MTA surcharge for the naxt pariod:
7a H you filad @ request for extension, enter amoun! from FormCT-69,M067. . o o s v+ s v v v .., NN
z."mmnﬂmmmGlg'mlmlPll.....!il".l‘l.!'l'!tiIl'. m o.oo
8 Toltl (aodEI0BENTEOTHONTE) « + v o v v v v nsnasssrensas Certasaar e R 25,308.81
'WPIGMMMHIE)........-........ ---------- “ s [ . |2 3‘1’_288'00
10 mwma&‘mmm&ﬂmm9mmajc........-...-‘...c.---”,: 10, 320"‘1
" Ponaltylorundarpaymenlntaalmwmﬂsmmmxnmmrmcrmmw L..! It
12 (ntarost on laie payment {sse mstnctons) Cevaceesteriasarsrarnn crenar. M2
13 tataillmaMlatepmmtpanﬂhaknmmm.......................... 13.
14 Balance due (addlinas 10 trough 13; enler payment kiera and on e Asbove) . . . . . . . vresesaas D& 220.81
15 Ovarpayment (f finn 8 Iz Joss ihan e 5, sublaci ke 8 rem e 8). - . « . e araaas R v
18 Amount of overpayment to be cradited fo New Yotk StatetaX , .., .. .......cc00v... &
17 AmomldomtpaymemtobawedledloMTAwrohugol’orllw nmpenod Creedeavanaue ‘:;
' l T NN N NN (3R] 2 LK ] "
Coriification: | corify thel thls relum and any attachmaonls are 1o the bes\ ot my knowledgs and balisf trus, correct, and compiets,
DEe
2 3 ASSISTANT COMPTROLLER 11 fos
i FIITE AAME (o7 yOUNs i SeT-amplogdth)
;}.m_ umnumw Do
Mall your retum by March 18, 2005, to;
HYS CORPORATION TAX
PROGESEINGUNIT
PO BOX 22
ALBANY ﬂ\’ 1 2201-2038

AWISTT 1.000

L

Rt S B

41401041062
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CT-186-P/M (2004) (Page 2) ) . -'I

com Ton of prepa ts olalned on line §

"wmm‘.l"ll‘.........-I'.C..‘.l..... 3’12,0‘ A ”.ssa.oo
20» Bocond Instofimont omPormCT400 . . .. . oo v r v nv e cecrens taea "
20b Thisctinetallmont FOMFOMDOTAD0 & - o o e v o s s voesananorsnssnanns 205,)9 /14704 2,000,00
200 Fourtht Inateimont IPMFOMOGTA00 & o v v v v e nnvsovonnsrosrass.. |200]33/07/04 7,500,00
a1 mlmmmmm@i&mm}-.'..-.........-. 21
23wwmmwm.--.-.....-.-....-...... ----- ---chau' —
2“““'1"‘““..lo.uo--ool-v'--u-.;oo ----------- LECEURE BB ”. 25'“88'00
24 mentﬂmd Fﬂ'm!ﬂ"“m....---

14 YUY (008 - LIRS

NSB02208 02

* R AP ¥ 4 &40 & a8

“’ 033-00

118

AL R SR LA S T I A A Y S PR S B R RN

AW3SEED 1.000 J
L 41402041062 |




