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Secretary 
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Re: Case 07-W-0508: Proceeding 011 Motion of the Commission as to the Rates, 
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Dear Secretary Brilling: 

Enclosed please find five (5) copies of the rebuttal testimony submitted on behalf of Long 
Island American Water in the above-referenced proceeding. The following individuals are submitting 
rebuttal testimony: 

Mr. William Varley Mr. John M. Watkins 
Mr. Frank X. Simpson Mr. David Hunter 
Mr. Robert G. Rosenberg Mr. John N. Casillo 
Mr. Steven J. Tambini Mr. H. Edward Rex 
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Case 07-W-0508 Simpson - Rebuttal 

1. Q. Are you the same Frank X S i p s o n  who fiied direct testimony in this proceeding? 

A. Yes, I am. 

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

A. F i t ,  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 c m t  data or adjustments that may have surfaced as a result of 

the discovery request process; and fmlly, those adjustments which the Company disagrees 

with. For ease of reference, I will utilize Mr. Higgins' Exhibit -(KHJ-I), Schedule 2, and 

identify our position and the witness rebutting such adjustment by his numbers. I will then 

support Exhibit (FXS-I), which will depict the Company's current position, reflecting the 

relevant Stafiadjustments 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 

Staffs 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 regardiig 

public tire hydrants. 

Staff Adiustments to O~eration & Maintenance Emense. De~reciation Expense. and Taxes Other 

Than Income 

3. Q. What is the Company's position with respect to Staffs proposed adjustments to Operations 

& Maintenance Expense, Depreciation Expense, m d  Taxes Other T b m  Income? 

A. Please see Exhibit (FXS-2), which lists all of Staffs 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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Staff Adlustments to Rate Base 

4. Q. What is the Company's position with mpect to Staffs proposed adjustments to Rate Base? 

A. Please see Exhibit (FXS-3), which lists all of Staffs 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 Adiushnents to State and Federal Income Taxes 

5. Q. What is the Company's position with respect to Staffs proposed adjustments to State and 

Federal Income Taxes? 

A. Please see Exhibit (FXS-4), which lists all of StafPsproposed adjustments and the Company's 

position with respect to such. Thc Company has indicated on Exhibit (FXS-4) the witness for 

each adjustment that is being rebutted. 

CAPITAL STRUCTURE 

Lone-Term Debt 

6. Q. Please summarize Staft's position on long-term debt 

A. Staff is utilizing the consolidated capital structure of American Water to assign the cost of long- 

term debt and preferred stock for LIAW. 

7. Q. Do you agree with Staffs utilization of the consolidated capital structure of American 

Water? 

A. No, I. 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 wst 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 lowered the Company's cost of 
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long-term debt *om 6.44% (updated in Staff R-3) to 6.1 I%, a reduction in revenue 

requirement of approximately $162,000. On the other hand Staff increased the cost 

of p r e f d  stock iium 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 $1 00,000. This reduction is significant form the 

standpoint of the Company, but not material as the adjustments to rehun 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 6.1 1% and 6.44% on 

a stand-alone bases are not significantly different. Suppose the consolidated cost of 

debt was 6.1 1%, 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? 

8. Q. Does Staff properly reflect the stand-alone cost of debt for LIAW? 

A. 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) tbe Company's response to Staff IR-3. 

Return on Eani& 

9. Q. Does the Company agree with Staffs proposed Return on Equity of 9.10%? 

A. No. I will leave the Company's rebuttal to Staffs 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 totally unacceptable from the market's 

perspective. The Company has not been able to earn its allowed retum on equity for a 

number of years now, and based on many of the adjustments presented in S t a r s  initial case, 

1 would have to say the prospect of this continuing is more than likely. The Company's 
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actual return 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 retum of 1.35%. 

LIAW must compete for capital from American Water Works Company. These returns 

hobble the Company's ability to compete. Retums of this level are simply not acceptable to 

the market or our investors. 

Do you agree with S t a r s  equity ratio of 45%? 

No, the Company doe. not agree with the proposed equity ratio of 45%. American Water 

has made a commitment in the PO 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 wiU 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. Ifthe Staff is recommending the utilization of a consolidated capital structure, it 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 s t m a r e ?  

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 matter with the parties. We are optimistic that the patties can craft 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 successfi~lly for the enormous 

amount of capital it needs to renew Long Island American Water Company's infrastructure. 
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The multi-year settlement reached in the last case did not m& 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 fmm the on-going capital pmgrarn. Attached to this rebuttal please fmd 

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 pmjccted 

change in operating expenses for calendar year 2008 as compared to 2007. 

14. Q. Do you agree with Staffs elimination of the entire $58,252 of software related costs in the 

Invoice category of O&M? 

A. I 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 

software licenses in the pro f m  year; we will incur other software type expend~tures. For 

example, American Water has recently pumlmed 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 c-t 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 $1 6,000 ($17,796 including inflation) as a more 

approptiate level of expense. I believe this is more likely considering the magnitude of ongoing 

software change and the fact American Water is cmently implementing Hyperion 9. 

15. Q. Do you believe 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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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 S tam-  

180. Subsequent to the base year the Company increased security at the Lynbmok office and 

operational facility in the amount of $15,231 per annum. Please see Exhibit CD(S-7). 

Does the Company agree with Staffs proposed adjustment to remove business serviees 

project costs recovered though the RAC? 

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

then this amount, offset by the mual  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 1 OPEB 

proceeding? 

Staff has issued its Audit Report and is awaiting the Company's official response. The 

audit report goes through December 3 1,2003 and depicts what Staff believes the 

inteanal 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 St@s calculations through the end of 2003 and has brought forward the 

calculation through the end of 2006. This calculation though 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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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. 

19. Q. Does the Company wish to comment on the Association of Fire Districts Nassau 

County position with respect to public fue 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 wsts 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. 

20. Q. Does this conclude your rebuttal testimony? 

A. Yes, it does. 
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E 1 . 9  12 MMlths 12 Monms Tu6iw Month9 Ended WlR009 
Line Ref Adual Ended 12131m7 Ended 12/31/08 present Plcm8ed - 

No. Description Ps. No. 1213112006 Adjustment Forecast Adjusbnent Faacast Adjuslment Rates Adjustment dates 
1 
2 Operating Revenues 2-8 $39,292,737 $99.984 $39.392.721 $3,838,032 t43.230.753 ($1.103.103) S42.127,860 $8,!543.341 $50,671,991 
3 

5 
6 Depredation 3940 2.654.440 244.592 2.898.032 137.444 3.036.476 38.854 3.073.330 0 3.073.330 
7 Amortization 525 0 525 (350) 175 (175) 0 0 0 
8 
9 Taxes OmerThan lnwrne 41-45 12.774.455 (336.010) 12,438,445 72.737 12,511,162 11,077 12,522,259 27.888 12,5119,947 
10 
11 State incarneTax 46 (71.108) 18.438 (52,672) 180.795 128.123 (145,907) (17,784) 702.714 884.930 
17 .- 
13 Federal InmmeTax 47 (261.741) 92.173 (169.588) 815.683 846.1 15 (508.374) 139.740 2.636.201 2,T15.941 
14 Atnaft of ITC (15.OOO) 0 H5.0001 0 (1 5.000) 0 (15,WO) 0 (15.OW) 
15 

. . 
18 U S 4  Operating lnmrne $4,837,922 ($2,413,662) $2.424260 51,611,538 $4.035.798 ($982,544) $3.053.254 55.117331 58.170.585 
19 
20 
21 Rate Base -- $80,169,797 $88,334,606 $92.934365 $94,403,761 $94.403.781 
ZL 
23 Return on Rate Base 6.03% 2.81% 4.34% 3.23% 8.65% 
24 
25 ~eturn  on Equity 4.500/0 -0.88% 2.18% 0.1W 11.00% 
28 



LOW Island Wmer Cornontion 
Summuy of S(.f(Ad&aimmb 

For lhe Rate Year Endlng Maroh $1,2009 

1. - 
Tow!+amN~arwy*)phne.p.me baa@ on 2yur-.plus ODP. 

L- 
T ~ n t k I m  p a r  DCP up- b a s 4  m Hn 'npane  phu OOP. 

&P 
lo Rum nb ~ .T I~~E. .~~ I INYR-  U p e n .  oU*rlh.n orow 1nur.m. 

P. - 
To mnar. Ihesompanfs propolrd low Insom. programhorn b u r  nm. 

9. &mmi.* 
TO m v e  S O X ~ s l a n . ~ p  eeslsfmntlw company's rate p a r  l o n u s t  (lR 3) 

r A m n k M b n  ot CPS 
Tohl Adjustnnnn to OpenUng 6 MaMa~nca E x p e w  



0 Bmnru 
*. - 

1110 n~ s m  propwm~ rehm l o c m   US. 
2l l o  dl& S W s  mlJubn.nf n1.l.d lo MI* m l n l m O r L  r.n.u.1. 
3) l e  dl.* #tars Id1urm.M nwng 20.Trm. M.1" - M I  12 D go. Bbldvlr 

14.I-rtmIo W m r  Plml In Smlo .  

b. M v h t l d  P h l m  for D m  
1) h r U n p 8 b M p U W l n  UWIE. mdjwlmenl r . l M  tO mU(Im rn.ln(n.hl~rh m w a l .  
2 ) ~ n c ~ n p m  md]u.(n*nt m o v l w  ~ 0 ' ~ r . o . .  main- PI $2 D So. mldwln. 
3) mapWldlon nh1.d l D t k  m a d  the CPS Itvm nU bu 

ToblMj-mhsnb I. h n u l N d  Provlllon tor Wncl.Uon 

d. mLm2Ya 
Te nrnandohmd v#c.Uon pay md W.1 dopcdls fmih. comp*q'* loncut. 

g. - 
To mm d.hrnd WCIPTC cash f r m  the eomp.n~~s nU b.r Ionsul  

EXHIBIT FXS-3) 
uwc 1 urw 1 LUW 

I4.WE.710) 0 0 0 Rox 

(rnsu) Rea 
l1.381110 Rox 



Long ktand Wa(n CorpomUan 
sumrrmlyotscaR.AqUT- 

For h. R.L. Ywr Ending March 31,2W9 

1. P 
To ma *Nmd Sn 0" Ur "wm,w" d "1. c u  u p w r .  

m. 
To *I M o m d  m en tk -on at mnL pdntlnp smb. 

n. p 
To nmwm dmmd M m  d e l d  p.rrbflPEB -we. 

0. p 
TO n m m  dmmd am on d.hmd RICRTC comb. 

P. P 
lo n(*st MI.& S i l  on tho rnatInHon da.h.1- nmr.1 s-b. 

r(. P 
To n t h 1  SbK. p w u l l o a n r o l l i u  M a m d  MT ow, Rm pencd. 

Told D.(.md SIT 
P6C Case N0.07.W9m 

Low bhnd W a n  Corpwa((on 
summary otsllUsAdjy.bnen1. 

Forth. W e  Ycar Ending Merch 31.2009 
MLm 

EXHIBIT (FXS4) 
l u m l w l u u n l  

I1WB11 0 0 O R . .  

(IB.so7) 0 0 O R . .  

mM0 0 0 OR."  

I2,1B7 0 0 0 N r  

iI.7861 0 0 0 R r  

I*=) 0 0 0 R.. 

(&SO 0 0 OR."  

l U W 7 )  0 0 0 RU 

irmrnr) 0 0 OR." 

(1ZB.SU) 0 0 0 R.. 



Low Idand W n w  C o ~ o l ,  
Sunmew ot St#* A d j u t r m a  

Forth. R.t. YMr  M l w  Mush 3f, 2OOe 
LUULe 

0. P 
To n M  IW .nMbufsndd.Onnl nla *m.nnm. 

h. 
~ ~ m c c . w ~ r m - ~ d d m d ~ . m b n n ~ ~ n - h r t k n ~ c u .  

I.- 
To dbd.bUs '.Ma1 d d d a m d  RACRKl m b  kmUr R10 Uu. 

I. - 
10n(*ct mam a m m o ( d . h n d  rb.m. nmrl conu. 

TU wu*Nmr raxmt.b 1- 

'. ~ D r m t . . . . a t t h . a M n t m u . m e  . 

P 
1- 

mcnno .uh .dlubnm ddd.8V.d M. 

m. - 
1 o ~ d . h m d  Mw,Ikh.djnbl*rdto W d.pncWlon. 

To h r l  d r r d  FIT onUw natkatlonMd.hmd n t e c . u  -me.. 

0. F 
To rrmw. detmed SIT w, d . f m d  p.&dOPEB wnu. 

P. 
Ton- d.(.md I T T  MI d u r n  RIWPTC COllS. 

a. 
-md "b- m*lCmb.  

rot.1 D d M  Fn 

(m.9321 0 0 0 M 

1Wi 0 0 0 Ru 

*Cn 0 0 0 Ru 

7.i.o 0 0 0 R.. 

825,327 $0 W $0 



EXHIBIT (FXS-5) 

O&M Expense: 
Payroll 
Purchased Power 
Fuel 
Chemicals 
Invoices 
Leased Vehicles 
Service Company 
Postage 
Renk 
Gmup Insurance 
OPEE's 
Pension 
401K Expense 
DCP 
Insurance Other Than Gmup 
Uncolleclible Acwunts 
Regulatory Commission Expense (PSC fee) 
Amoct of Deferred Rate Case 
Amort of Defened Tank Palntlng 
Amort of Deferred PensionlOPEB 
Amort of Defened RACPTC 
Amort of Deferred Asbestos 
LlPP 
Safety Award Program 
Audit Fees 
AMORTIZATION OF CPS 

Depreciation Expense 

Taxes Other Than Income: 
Propew 
Paymll 
Village 

TOTAL OPERATING EXPENSE 

Watklns 
Casillo 
Csslllo 
Caslllo 

Slmrmon 
Pierse 

Watklns 
watkins 
Pieme 

Watkins 
Casillo 
Casillo 

Watkins 
Watklns 
Hunter 

Watklns 
Watkira 
Hunter 

Slmpson 
CasIllO 

Watkins 
Varley 

Simpson 
Watklns 
Simmn 

Casillo 
Watklns 
Walkins 

Estimated 
Rate Year 

Ended 
31.Ma~10 

C0mp.n~ 
Wlbleu 

EsIlmated 
Rate Year 

Ended 
31-Mmr-11 

Current 
Company 
Porfllon 

Per 
Company 

Flllng 

%Change 
CsbndarY~r  
2008 n. 2007 
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Case # 07-W-0508 
Long Island American Water 

Water Rates 

STAFF OF THE DEPARTMENT OF PUBI.IC SERVICE 
I N T E R R O G ~ R Y / D O C U M E N T  Rl3.YJESI 

Request No.: STAFF-3 (BMS-3) 
Requested By: Brian Summers 
Date of Request: May 17,2007 
Reply Date: May 28,2007 
Subject: Capital Struclure/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 infiision 
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 to make an equity 
infusion, if necessary, in order to assure a common equity ratio of at least 45% at the time 
of the IPO. This is consistent with the Company's proposed capital structure for LIAW 
in this proceeding. 

Please note that LIAW'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 ofthe issuance or 
refinancing of any debt, the available options will be assessed. As noted in the 
Commissions' Order referenced above, LlAW 

will continue to have access to EFC tax-exempt financing and, while [American 
Water Capital Corporation (AWCC)] will remain a financing option, [LIAW] is 
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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 a schedule showing the actual debt of American Water 
Works as of December 3 1,2006, as incorporated into the rate of return calculation for 
LIAW. With resoect to the prooosed capital structure for LIAW as proposed in this 
proceeding, the dompany wbulb like to modify the effective cost of'its briginal 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 calculation. 

As noted above for LIAW. any AWW existing debt andlor oreferred 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 
ofthe attachment shows the existing long term debt of American Water Works held by 
American Water Capital Corp. 

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



Cost of Debt for Long Island American Water: 

8.46 % Series Due 12/01/2022 SS,wO.000 145,315.60 58854,684 8.48% 5761.W $6.844 $768.244 8.68% 1.77% 
5.25 % Series Due 0810112027 13,930.000 706.946.CiI 13225,054 5.25% 731.325 38.565 769.890 5.82% 1.77% 
4.9% Series Due 10101/2034 16,000,000 1.273.487.26 14,726,513 4.90% 784.000 57.009 841,Mw) 5.71% 1.93% 
Proposed Series at 5.77% (15-Yr.) 7.000.000 3W.000 6.700.WO 577% 403,900 20.000 42~,400 6.33% 0.97% 

o o o 0 . m  
o o o 0 . m  
0 0 0 0 . m  
0 0 0 0.00% 

Total Long-Term Debt $45,930,000 % $2,425.749 $43,504,251 $2,660,625 $122.417 $2,803,042 6.443%1 3.219%1 

TOTAL Debt $47.055.000 51% $2.425,749 $44,629,251 82,731,250 $122.417 $2,853,667 1 3.327%1 

EQUITY 44.870.000 49% 0 44,870,000 ll.MX)% ll.OW%l 5.3ar%l 

Total Capital Structure $91,925,000 100% (agrees with Exhibit 7, page 5 of 5) pzq  



Cost of Debt for American Water Works Company @ 12/31/2006: 

Interest Interest 

AWCC IJT Debt 12~112003 12/1/2008 $100,~.000 11 00.000.000 4.024% Y1,OOO.Ow $0 S4.000.WO 4.00% 1.89% 
AWCC LIT Debt lZ12112006 12/2112021 $82.W0.000 271.390 81.728.610 5.770% 4,731,400 $18.093 4,749,493 55.1% 224% 
AWCC L,7 Debt 3429R001 3/29/2011 S30.WO.(XHI 30.WO.OW 6.870% 2,061,030 $0 2.061.WO 6.87% 0.97% 

0 0 0 0.00% 
0 0 0 0.00% 
0 0 0 0.00% 
0 0 0 0.00% 

Total Long-Term Debt S212.000.000 $271.390 8211.728,610 $10,792,400 $18,093 $10,810.493 5.1058%[ 0.55l%l 

meferred I I1.7M.WO.W)O SO 1.750.000,WO 5.9DO% 103.250.000 $0 103254,OK~ 5.90% 5.sooo%l 5.26351 

TOTALS o q  11.952.WO.WO 6271 390 $1 961 728.610 

Please note that as of the date of UIii filing, a u d M  financial statements for 2006 h m  not b e n  isrued. 
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STAFF OF THE DEPARTMENT OF PUBLIC SERVICE 
INTERROGATORYlDOCUMENT REOUEST 

Request No.: ST- - 180 (BLB - 37) 
Requested By: Basil Bailey 
Date of Request: July 13,2007 
Reply Date: July 23,2007 
Subjed: 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 ftom the invoice category. Other - - 

charges that &odd be r&ved 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 flamed. - - 

Please review the invoice category and identi@ 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 Staff I6 (BLB-lo), which was taken care of in the RAC, and conditionally 
agreed to the removal of $46,000 in Staff 147 (ACGS) if the Safety Award Program is 
allowed. As to the additional amounts listed above, the Company has investigated such 
and now recommends that themajority of the $52,373, representing SAP software 
licenses, be removed, recognizing that the new SAP system was never implemented. 
However, even though the system was never implemented the Company strongly believes 
that these expenditures were prudent, and that other sohara 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 mum. The $32,899, representing severance cost, is most likely higher than what will 
occur in 2006 and fume years, but some level of severance is likely. Severance pay will 
most likely bc in the range of $3,000 annually, which represents one event per year. A 
wpy 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 haa 
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 security 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 $1 5,231 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 

1. Q. Mr. Varley, did you submit prefded testimony in this proceeding? 

A. Yes. 

2. Q. Have there been any management changes at Long Island American 

Water Company since the f h g  of the case? 

A. Yes. I became President of the Company, succeeding Walter Lynch, as of 

July 1,2007. 

3. Q. Please summarize your testimony. 

A. 1 will address Staffs adjustments to labor and invoice expense and Staffs 

recommendations that the Company initiate a customer outreach program and 

join LIPA's Peak Reduction Program ("PRP"). 

4. Q. Are you sponsoring any exhibits as part of your testimony? 

A. Yes. In support of my testimony I am attaching two exhibits; the Company's 

response to Staff information request 178 which is Exhibit (WV-I), and a 

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

Labor Expense 

5. Q. Did staff make any adjustments to labor expense? 

A. Yes. Staff has reduced labor expense by approximately $200,000 to eliminate 

"incentive compensation." (Davi, pp. 13-14) 

6. Q. Does the Company accept that adjustment? 

A. 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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1 water industry, as well as other utilities in the region. As discussed in the 

2 prefiled direct and rebuttal testimony of Mr. Watkins, the incentive 

3 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 retain 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 Exaense 

7. Q. Did Staff make any adjustments to rate year invoice expense? 

A. Yes. Staff proposed a "normalizing" adjustment of approximately $177,000 

to reduce rate year invoice expense for maintenance. 

8. Q. Is that projection reasonable? 

A. 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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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 occuning 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 

a normal 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 

$1 5,000. 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. 
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Q. Are there other factors that will have an impact on costs? 

A. Yes. The primary driver of maintenance costs in the transmission and 

distribution ("T&Dn) 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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10. Q. Have you discovered an error in 2006 expense? 

A. 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 I )  (WV-1). 

11. Q. Are there other reasons that future expense may be greater? 

A. 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. 

12. Q. Is the Company revising its rate year expense forecast? 

A. 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-I), 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 Outreach 

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 prefded rebuttal testimony? 

A. Yes. 
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STAFF OF THE DEPARTMENT OF PUBLIC SERVICE 
lNTERROGATORY/DOCUMENT REOUEST 

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 fiom 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 norinalized 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 exvense ~roiects are routine in nature and occur every 
year as a result of lstribution system breais,-leaks and emergencies throughout our - 
system. These projects (leaks) &nnot be capitalized since we are simply clamping the 
leak and not replacing sections of distribution main. For leaks and emcrnencies where we 
are forced to replace a portion of the main we are capitalizing these and>ticing 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 swcific events: the h t  being a chanee in outside contractor 'and the second 
resulting from a numder of our villaees enf&cing new patching and road restoration 
requirements which have substantially increased the size of the patch and restoration 
needed for each repair. In August of 2006 the Company made the decision to terminate 
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 tho upswing in paving costs was that a number 
of the Villages were not requiring patches &om curb to curb, whereas in the past the 
patches were isolated to the specific area. 
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Staff-] 78 (continued) 

The combination of the two changes above, the termination of our prior coneactor and 
the increased curb to curb patching requirements have substantially impacted our 
restoration expense as compared to the base year. For example, a s  of June 30,2007 we 
have already incurred $471,068 of expensed (not capitalized) paving wsts 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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IRUSIEES 
C. 9MON fELC€R 
M U m N  WNER 
XXL A. MA€L 

EDWARD I. HLAR 

ULLAGE MMIMSlRAlOR 
1 0 N  MEE€NOlNO 

September 17,2007 

Ms. Joan Wooster 

VILLAGE OF LAWRENCE 

Building Department 
JACK LEVENBROWN. M.D. 

MAYOR 

BUNDING INSPECTOR 
W E L  J. HEF3lON 

I W CEMRAL AVENUE 
P.O. BOX 337 

LAWRENCE. NEW YORK 11659 
5 162395987 

FAX 516299457 
www.vlllageoIlowrence.org 

Distribution Department 
Long Island American Water Corporation 
733 Sunrise Highway 
Lynbrwk, NY 11563 

Re: Streeb'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 sheet 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 k n  restored to the satisfaction of 
the Village. 

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

Deputy Village Administrator 

cc: Jungle Lasers, LLC 
201 Main Street 
Allenhurst, NJ 077 I I 
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Rosenberg - Rebuttal 

I. INTRODUCTION 

Are you the same Robert 6. Rosenberg who previously submitted direct 

testimony in this case? 

Yes, I am. 

What is the purpose of tbis 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-I), 

Schedules 1 and 2. 

Was this exhibit prepared by you or under your supervision? 

Yes, it was. 
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n. 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: 

Tmasuty Bond Yields Moody's Utility Bond Yields 
Long Public 

Aa ?&Year 20-Year T& A Baa USlity 

Avemge. 6Mmth Ended: 
02 / 07 4.68 4.89 4.79 5.73 5.91 6.14 5.93 
08107 4.80 5.04 4.96 5.96 6.10 6.35 6.14 

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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111. 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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1 weak for the current rating. S&P further indicated that a downgrade could 

2 occur if pending rate cases do not allow for adequate rate relief to improve 

3 the company's financial profile. S&P also cautioned about any possible 

4 steady increase in debt leverage over the intermediate term. Mr. Summers' 

5 recommending a lower common equity ratio for LIWC than the current level 

6 of equity ratio would certainly more likely exacerbate, rather than 

7 ameliorate, S&P's concerns. 

8 10. Q. How does Mr. Summers' proxy group common equity ratio compare 

9 with the 45 percent figure he is recommending for LIWC? 

10 A. The proxy group equity ratio is about 4 percentage points higher, as 1 show 

11 below.' Although Mr. ~umme&showed an average equity ratio of 46.1 

12 percent for his proxy group on Exhibit-(BMS-1), page 2, that figure is not 

13 appropriate for comparison with the common equity ratio of LIWC 

14 recommended by Mr. Summers in this proceeding. The average equity ratio 

15 shown on Exhibit - (BMS-I), page 2, includes short-term debt, whereas the 

16 capital structure recommended by Mr. Summers in this proceeding, shown at 

17 page 17 of his testimony, does not include short-term debt. Thus, an 

18 appropriate "apples-to-applesn comparison would be to compare the 

19 permanent capitalization level, excluding short-term debt. 

20 I note that when Staff in the ongoing Consolidated Edison proceeding, 

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

' Staff has oflen 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 tbis adjustment 
here to account for the 4 percentage point difFemw between the higher common equity of tho 
pmxy 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. 
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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-tenn 

debt. Staff in the Consolidated Edison 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 Staffexamined in 

the Consolidated Edison proceeding, on Exhibit(RGR-I), Schedule 1, I 

present the long-term capitalization of Mr. Summers' proxy companies taken 

from Value Line, i.e., excluding short-term debt. Exhibit (RGR-I), 

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 a common equity ratio of 50 

percent, coupled with a recommended return on equity of 10.0 percent. 
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12. Q. How would LIWC compare with other water utilities if Mr. Summers' 

capital structure were adopted? 

A. 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 AUSMonthly Utilify Report of September 2007 have an 

average common equity of 48 percent.2 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, I 

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. 

13. Q. What is your conclusion concerning the appropriate common equity 

ratio for LIWC in this proceeding? 

A. Given that: (1) the proxy companies have a higher common equity ratio 

than the 45 percent Mr. Summers 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 allowed LIWC in this proceeding. 

This figure includes shoa-term debt. Ejtcluding short-tam debt would raise the level above 48 
percat. 
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The Companys requested 48.8 percent common equity ratio is reasonable in 

the context of the discussion presented above. 
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N. REBUTTAL CONCERNING THE COST OF EOUITY 

14. Q. Please briefly describe the testimony of Mr. Summers. 

A. 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 return 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 213 DCF and 113 CAPM to produce 

a cost of equity estimate for his pmxy group of 9.1 percent. This is the 

figure that Mr. Summers recommends for LIWC's cost of common equity. 

IS. Q. How will your rebuttal concerning return on equity be organized? 

A. 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 analyses. 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 Staft's Cost of Equity 

16. Q. Did you perform any test of reasonableness on Mr. Summers' results? 

A. 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 



Rosenberg - Rebuttal 

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 rehun of Mr. Summers. 

Second, according to AUS Monthly Ufilily Report-a source employed 

by Mr. Surnrners--companies in his proxy -group were allowed an average 

return on equity of close to 1 1 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-I), 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 Regulationn 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 

' The average and median excluding settlements and multi-year rate plans w m  10.7 pawat and 
10.8 percent, respectively. 
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opporlunity to actually earn that rate of return? On the 
former question, the analyst 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 return 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 earn in this proceeding.4 

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 earned returns are not directly comparable, LIWC 
would have to earn abou~ 160 basis points above the rehun that Mr. Summen would have the 
Commission allow the Company in order to match the average expected earned rehun on equity for 
his proxy group. 
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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 retum on equity allowance was 9.7 percent-228 basis points above 

Mr. Summers' estimate for that company: 

Of the five highest-rated companies in Mr. Summers' group (those rated 

AaIAA or MA by Moody's and S&P, respectively), four of the five have 

DCF cost of equity estimates abdve 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 wsts 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 

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

Admittedly, the Consolidated Edison allowed return incorporates a stayout premium. However, it 
is inconceivable that the stayout premium accounts for the huge differential between the allowed 
return and Mr. Summers' DCF cost of equity estimate for Consolidated Edisa  
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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 

rehuns 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, I 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 DDCF and 113 

CAPM weighting. 
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1 DCF Analvsis 

2 19. Q. Turning to the specifics of the DCF approach, did Mr. Summers 

3 correctly calculate the near-term stream of dividends? 

4 A. No, he did not. Mr. Summers claims to follow the DCF approach from the 

5 GFC but he does not in connection with the estimation of the near-tenn 

6 dividend. Mr. Summers has used a DCF pricing period of six months ended 

7 July 2007. Staff noted on page 22 of its June 25,1993 reply comments in 

8 the GFC that: 

9 The proposed DCF methodology uses a six month 
10 average price (i.e. April to September, or October to 
11 March) and then uses a dividend for the twelve month 
12 period beginning 3 months after the pricing period to 
13 establish the flow of expected dividends (i.e. the annual 
14 dividend starting in January or June). 
15 
16 Staff in the ongoing Consolidated Edison proceeding, Case 07-E-0523 

17 employs a 2008 dividend per share as the first cash flow in its DCF 

18 calculation. Mr. Summers, in his DCF calculations, uses an insufficiently 

19 forward-looking dividend stream in his calculations. Employing the correct 

20 forward-looking dividend, starting in 2008, Mr. Summers' DCF analysis for 

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

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

23 CAPM Analvsis 

24 20. Q. Please comment on the Staff CAPM models used in this proceedmg. 

25 A. Mr. Summers employs two CAPM formulations-the "traditional CAPM" 

26 and the "zero-beta CAPM." 
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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-001 I), filed in April 2001, a Staff Policy Panel 

indicated at page 36 that it chose to use a 50150 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 50150 weighting for the zero-beta CAPM, 

noting that this was within the range of previously-accepted weightings. Use 

10 of the 50150 weighting in this proceeding would raise the zero-beta CAPM 

11 results of Mr. Summers by 1 1 basis points. 

12 21. Q. Please comment on Mr. Summers' estimate of the expected market risk 

13 premium. 

14 A. Mr. Summers relies solely on the projected market return fiom Menill 

15 Lynch in deriving his CAPM expected market risk premiums. However, 

16 Menill Lynch's projection only reflects the opinion of one firm, and does not 

17 reflect the diversity of opinion that may exist in the financial marketplace. 

18 In addition, and most importantly, the Memill Lynch publication relied upon 

19 by Staffis not publicly avai~able.~ In his testimony, Mr. Summers 

20 refaences the GFC approach for estimating the cost of equity. A 

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

I have called Menill Lynch offices in New York City and Albany and requesled 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 (o Menill 
Lynch clients. 
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Henry, at page 21 of his testimony in the recent Consolidated Edison 

proceeding, Case 06-G-1332, indicated that: 

While the GFC RD utilized historic risk premium data 
fiom Zbbofson 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 information was widely available to 
investors. [Emphasis added.] 

The Menill Lynch data, being only available to Memll 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 Menill 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 Document 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 AIJs 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 

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 mther than the lbbotson approach specified in the 
GFC. 
In a June 7, 1993 lener 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 return on equity Consensus Document. 
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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 lbbotson-based 

study and Staffs Memll Lynch-based study...."g Furthermore, a Staff 

witness in the Cenbal 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 comparable 

earning approaches. 

While the Commission has 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 Staffs 

litigation position.'0 

I note that the comparable earnings approach was part of the 

methodologies specified in the Consensus Document in the Generic 

Financing Case, to which Staff was a signatory. Staff, in its June 25, 1993 

Reply Comments, in that proceeding stated that: 

In that proctcding, when the ALJ averaged the Company's CAFM analysis with that of the Staff, 
the Company analysis included both an historic lbbotson-based approach and an S$P 500 DCF 
approach, similar to that employed in my f i t  testimony. 

'O In that proceeding, Staffs initial litigation position was for a return on equity of 9.0 pacent, 
whereas a 10.3 percent cost of equity, including a stayout premium, was adopted in the Order. Thc 
Commission particularly noted risk premium evidence that I had presented which was hi* than 
the results that Staff obtained in its cost of equity analyses. 



Rosenberg - Rebuttal 

While the DCF, CAPM and several other approaches 
are models that attempt to determine the unobservable, 
the CE approach go& directly to the issue by 
considering the ROES obtained and expected for 
comparable wmp+tive wmpanies with which the 
utilities must compete for capital. While the opponents 
may question the mechanics of the CE, they would be 
hard pressed, however, to 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 

Comparable Earnings approach is a direct effort to meet the standard 

established by the U.S. Supreme Court to provide utilities with an 

opportunity to earn a fair re tura..." 

Additional Factors to Consider in Settine the Allowed Return on Eauity 

23. Q. Are there other factors to consider in this proceeding to determine an 

appropriate return on equity to allow to LIWC? 

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

premium. 

24. Q. Please address the question of a cost of issuance allowance. 

A. It is traditional regulatory practice in New York to allow a cost of issuance 

adjustment to the wst 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 PO. 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 
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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 will 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 proceediig. 

How would the reasonableness of Stnas 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 guidance as to what the "stayout" premium in such 

circumstances should be. For the five years ended August 2007, the average 

differential behveen 3-year and 1-year Treasury securities 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 d i f f d a l  between 2-year and 1-year Treasury 
securities was 20 basis points, while the median differential was 28 basis points. 

18 
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1 has currently reversed, the median figure cited above is more appropriate to 

2 use in determining the stayout premium, rather than the average. Thus, 

3 should a multi-year agreement be reached in this proceeding, a stayout 

4 premium would have to be added to whatever the base cost of equity figure 

5 would be. 

6 26. Q. Does this conclude your rebuttal testimony? 

7 A. Yes, it does. 
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Please state your name, title and business address. 

My name is Steven J. Tambini 1 am the Director, Engineering for the Northeast Region 

of American Water and my current business address is 213 Carriage Lane, Delran, NJ 

08075. 

Have you previously submitted testinlony in this proceeding? 

Yes, I havc filed prepared direct testimony concerning the forecasted additions to ratc 

base. 

What is the purpose of your testimony a t  this time? 

I am submitting rebuttal testimony in connection with positions taken by Mr. Kevin 

Manz for the Department of Public Service. 

Mr. Manz has proposed that an adjustment of $974,900 be made to LIWC's 

proposed ZOO8 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 

neithcr excessive nor improbable. The proposed level of investment of $2.5 million is 

consistent with prior year's investment levels that have been achieved by the Company. 

As noted on Mr. Maw' Exhibit KAM-2, in 2006 the Company successfully completed 

and placed into sewice about $2.9 million of mains improvements. The proposed 

investment for 2008 is below this historically achievable investment. In addition, Mr. 

Manz has recognized in his direct testimony (Page I I, Lines 4 -6), that ". . .there has 

bcen an acceleration of the disbibution 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 



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

UPIS. 

5. Q. Mr. M a w  has suggested that the 20-inch transmission main project from Plant 12 

to So. Baldwin should be removed from the rate ease in should be included in 

DSIC. Do you agree? 

A. No. Mr. Manz is implying that the 20-inch transmission project might slip in schedule 

and might not be completed and placcd in sewice 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. 'fie project, or a comparablc projcct, will bc complctcd within the rate year. 

The Compmy has a good track record of project delivery, especially for transmission 

and distribution projects. The investment of $2,528,000 should not be removed ffom 

the Company's 13-month average UPIS. 

6. 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? 

A. Assuming that a multi-year rate detennination is accepted the Company estimates that 

plant additions for the 12 months cnding 313 1/2010 and 31311201 1 would be as follows: 

Estimated Plant Additions Year Ending 313 1/2010: 

Total DSlC $4.51 Million 

Total SIC $4.00 Million 

Total Other $3.56 Million 

'I'OI'AL $12.07 Million 
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Estimated Plant Additions Year Ending 3/31/2011: 

Total DSIC $9.39 Million 

Total SIC $1.30 Million 

Total Other $2.40 Million 

TOTAL $13.09 Millio~l 

7. Q. Does this conclude your rebuttal testimony? 

A. Yes, it does. 
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Watkins - Rebuttal 

1. Q. Did you file direct testimony in this proceeding? 

A. Yes. 

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

A. First, I will respond to the testimony of Mr. Dan 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 Q expense, Defined Contribution Plan 

@CP), 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 RACIPTC. 

OPERATING EXPENSES 

PAYROLL 

3. Q. Please summarize Staffs position on Payroll. 

A. Staff makes several adjustments to payroll including wage increases, for both union and 

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

4. Q. Please describe Staffs adjustment to wage increases for the union employees. 

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

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 in-es. The Company will 

pmvide 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. 

5. Q. Does the Company agree to change the calculation for the union rate year 

payroll per Mr. Davi's adjustment? 

A. 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. 

6. Q. Does Staff adjust the non-union wage increases? 

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

payroll increase. 

7. Q. Is tbis in line with actnd history of non-union wage increases? 

A No. The latest non-union increase 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. 

8. Q. If the Commission doer not use the Company's proposed non-union increases, 

what do you recommend for non-union payroll? 

A. 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 
Before Inc 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% 

The Company must be able to compensate its non-union employees in a range that will 

retain those cmployccs. If thc Company increased cornpaxiation 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 wuld bmme 

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 eff~ciently. 

9. Q. Does Staff make an adjustment to Incentive Compensation? 
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k Yes, Staff is proposing to disallow all incentive compensation 

10. Q. Does the Company agree with this adjustment? 

A. No, this would put LIAW at an operating disadvantage. Incentive Compensation is an 

effective, well documented and highly recornmendcd 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 also ensures a safe working environment 

for employees (through the operational wmponent), 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). AU 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. 

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

k Yes, Staff is proposing to use the historical test year capitalized payroll percentage. 

Staff goes on to "e exception" that the Company "erroneously left" the AMR 

capital in the base of the total payroll. 

12. Q. Do you agree witb Staffs method and comments? 

A. No, the Company doe8 not agree with Staffs 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 

wc climinated positions in LIAW's union. As stated in the rcsponsc to Staff40 (Rh4D- 

15): 
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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. 

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

of overtime hours from the capitalization percentage? 

A. Yes, the Company should adjust ody the ovcrtimc dollars 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 only $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 0 - 2 3 ) .  The total of these numbers is $578,019 

which is $819,373 lower than Staff's proposal of removing $1,397,392, Stated a n o k  

way Staff is proposing to remove $81 9,373 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 form year. 

14. Q. What is the result of this adjusted capital percentage? 

A. The result of this adjusted capital percentage is 12.19%, based on the t b y e a r  

average. The calculation is shown in Exhibit (JMW-I). I also 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%. 

15. Q. Why arc you identifying the historical test year average and two-year 

eapitaluation rates? 
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A. 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 twc-year average 

because this matches Staffs overtime calculation 

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

percentage? 

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

incorrect to use a two-year average of overlime 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. 

17. Q. How does the Company's position and Staffs differ for capital percentage and 

overtime? 

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

overtime hours. This is because both items influence the other. Slaff, in the last LIAW 

rate case, Case 04-W-0577, maintained this relationship by using both overtime hours 

from the historic twt year and the capital ratio from tho historic test year 2003. Staff in 

this case is pmposing to use a two-year average of ovatime 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 ratio. Staff does not maintain the 

relationship of the lower capitalization ratio as shown in Exhibit (JMW-I) which is 

10.91 % for the two year average. 

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



Watldns - Rebuttal 

A. 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 

paymll without AMR is without merit and should be denied." 

19. Q. Does the Company agree with this statement? 

A. No. The AMR program was performed by intcrnal labor with very little outside 

contractor costs. The majority of the wnstruction projects forecasted on Exhibit 8 will 

be performed by outside contmctors. 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. 

20. Q. Did the Company revlee i ts overtime calculation of hours? 

A. 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). 

21. Q. What is the current amount of overtime hours in 20071 

A. As of the end of August, the actual year to date ovcrtime hours art 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 (16,12618). Please refer 

to Exhibit (TMW-3) for the overtime hours and dollars for 2004-2007. This exhibit is an 

update of the response to Staff-21 (RMD-22) parts d and e. 

22. Q. Based on this information what is the Company recammending? 

A. The Company is recommending consistency and the recognition of the wmelation 

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 



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 22294.75 (without AMR) which is less 

than the estimated 2007 overtime hours of 24,190. 

24. Q. Please summark the Company's p a y d  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 f o m t e d  by Staff. The 

Company strongly believes incentive compensation is an integral part of attracting and 

retaining wmpetent employees and that it should be allowed in this proceeding. The 

Company believes there is a s h n g  relationship between capital ratio and overtime hours 

and therefore it suggests using the adjusted capital ratio of 14.59% along with the 

adjusted overtime horn as presented in Staff-156 (RMD-23) of 22,294.75 hours if the 

adjusted three-year average of the capital ratio of 12.1 9% 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 Insuranee 

25. Q. What is Staff's adjustment to Group Insuranee? 

A. Staffhas proposed a $254,115 adjustment, or an approximately 24% reduction, to 

group insurance. Staffs projection is based on a computation of base year cost per 

employee, escalated by general inflation. 

26. Q. Is Staffs 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. Staffs computations ignore actual 2007 costs, and 
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rely on a base that is stale. Staffs 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. Staffs 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. Cminly 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 g e n d  

inflation. The Company will provide an update to reflect 2008 premiums when the 

infonnation is available. 

27. Q. Is the information in ExhibH (RMD-5) correct as presented? 

A. No the infonnation 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-I 8). The 2005 

Group Insurance total expenditure is $838,077, not the $938,788 presented in Staffs 

case. 

401fk) Plan 

28. Q. Please summarize Staft's testimony on 401(k) expense. 

A. Staff is proposing to use a two-year average of 4 0 1 0  expense, which lowers the 

expense by $33,566. 

29. Q. Do you agree with Staffs reeommendatlons? 

A. Not entirely. The Company used actual individual participation levels h m  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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Company's rate year projection is more. accurate. Also, Staffs mmmendation does 

not take into account the change in the future capitalization rate. 

30. Q. Could you adjust Staffs position to recount for this change in capitalization rates? 

A. 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 4 0 1 0  matching contributions. The two-year average of this is $1 10,411. I then 

adjusted this number by the oneyear 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 d t  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 to 

12.19% instead of using the 14.59% which would increase the expense. 

31. Q. Which method is  the Company proposing? 

A. The Company believes that the $127,923 is the best projection of 4 0 1 0  expense for the 

rate year because it takes into account the actual individual contribution rates and 

applies those rates to the rate year payroll. Ifthis 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. Q. Did Staff make an adjustment to the DCP? 

A. Yes. Staff reduced the rate year forecast by about $42,498, or 60%. Staffs projection 

is based on the 2006 base year amount escalated by general inflation. 

33. Q. Is Staffs projection reasonable? 



A. 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, Staffs rate year projection of $28,320 is less than the Company's actual year to 

date August 2007 expense of $30,822. 

34. Q. Please summarize Staffs testimony on DCP expense. 

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

35. Q. Do you agree with Staffs rewmmendations? 

A. 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. Staffs recommendation, also does not take into 

account the change in the future capitalization rate. 

36. Q. Are you proposing an alternative? 

A. 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 Staffs 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 usad. 

Sedce  Companv (other than Northeast Reeion (NER)) 

37. Q. Please summarize Staffs position 

A. Staff ma& 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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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 ($1 1,927) and inflation 

adjustments ($25,915) for a total of $37.842. 

38. Q. Is the Company accepting Staff's proposed changes? 

A. 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 m) Service Company of my rebuttal testimony. 

Northeast Reeion (NER) Service Company 

39. Q. Please summarize Staff's position. 

A. Staff made adjustments to the NER Service Company to eliminate incentive 

compensation, reflect a lower NER headcount, use a lower benefit overhead factor, 

revise the allocation of expenses and adjusted the expense for GDP price deflator. 

40. Q. Does the Company agree with Staff P recommendations? 

A. The Company agrees with the reduction in the benefit overhead factor h m  50% to 

42%. The Company also agrecs 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. 



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

use of GDP price deflator? 

A. 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. 

42. Q. Does the Company agree with the adjustment to headeonnt? 

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

adjustment. 

43. Q. What has changed since that response? 

A. 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 I1 Regional. The start date of the Paralegal position was 9110/2007 and the 

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

44. Q. Does the Company have any "temp to permn employees? 

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

are not actual employees of the Company at this time 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 912912006 in the mle of Senior Financial Analyst. The other 

Senior Financial Analyst and the HR Generalist started working for the Company on 

911 812007 and 8/6/2007, respectively. 

45. Q. Why is the Company using temp to perm employees? 

12 



Watkins - Rebuttal 

A. 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. 

46. Q. Efas the NER made any offers to potential employees? 

A. Yes the NER Senrice 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 curtently ongoing. 

47. Q. Please summarize the changes in beadcount 

A. 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 Staffs adjustment and could increase 

this by one mote shortly. 

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

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

10.54% is allocated to LIAW. 

Posraee 

49. Q. What is Staff's position on Postage? 

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

conversion. 

50. Q. Does the Company agree with Staff proposal and reasons for the proposal? 

A. No the Company does not agree with Staffs proposal. The Company will incur an 

additional expense of $1 83,337. Staff slated that the Company was allowed to retain the 
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program's savings. The only savings associated with the AMR program, however, wese 

labor savings. The Company eliminated all of the positions in the last rate case 

associated with these savings. The Company maintained its level of anployem 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 wst analysis showed savings of 

$1,356,436 that the customers have or will nceive. There are no savings that the 

Company has retained. 

51. Q. If the Company does not recover this wst, will it still provide monthly billing? 

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

to perfo~rn monthly billing. 

RAC and Property Tax Reeonciliation Clause 

52. Q. What is Staffs recommendation for the RACM'C? 

A. Staff has recommended that the RAC/PTC be discontinued if there is a onayear rate 

case decision 

53. Q. Does the Company agree with Staffs recommendation? 

A. No. The Company believes the RAC and the PTC benefit the customers and thenfore 

the Company would m e n d  that the RA(3F'TC been wntinued regardless of the. 

outcome will respect to the time fame in this case. 

54. Q. Does the Company want to hold the balance of the R A m C  on it books till 

3/31/2008? 

A. No, the Company would prefer to refund it prior to that. Currently the Company has 
. . 

balances in three separate accounts which equal a refund to the customers of 

approximately $251,158 as of Septemba 30,2007. The Company currently has Case 

05-W-0339 which could offm a refund to their customers. The Company believes that if 

such a refund wwe to occur prior to March 31,2008, that the RAUPTC balance should 
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be rehded 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. 

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

A. Yes, in discussions with Staff it was proposed to the Company that the terms of the 

retundmovery of the RAC and PTC should be identical. We believe Staff agrees with 

linking the refundmovery periods (LIAW-5 part 4). The Company believes that a o m  

year period of recoverylrehd is appropriate. 

56. Q. How would the Company propose to recoverlrefnnd the balance at the end of each 

year? 

A. 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 to surcharge the customer, it would prefer to recow 

it in a short time span. The Company does not want to surcharge the customers in a way 

that would produx a large impact but believes that S W s  mommendation is too low at 

$4 pa month. The Company would suggest to recovery based a a monthly charge of at 

least $10 pa 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. 

57. Q. Did the Company propose any other adjustments to the RAC or PTC that were not 

addressed? 

A. Yes. The Company proposed that the recovery and the give back of the PTC should be 

at 100%. Currently the Company r e h d s  100% of any decreases in property taxes but 

only receives 85% recovery of increases in properly tax. The Company beliew it has 

demonstrated its diligence in pursuing property tax reductions in Case 06-WM)69 

where we have r ebded  over $5.9 million ($2.8 million dinctly to our  custom^^^ and 
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$3.1 million was used as an OW to the RAC balance due to the Company) to our 

customers in 2007 alone. 

Pavroll Tmw 

58. Q. Do you agree witb StafPs 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 o v h e  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. 

59. Q. Don tbh conclude your rebuttal testimony? 

A. Ycs,itdocs. 



Exhibit (JMW-I) 

Total Ca~ltallzed 6 other 
Pavroll without AMR Capital 

AMR OT Pawoll 

Adiustment to OT 

Adjusted 3 Year Average 

Adjusted 2 Year Average 

Total 
pavr0ll Pavroll without AMR C a ~ i t a  

2004 $6.456.319 $676.173 10.47% 
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STAFF OF THE DEPARTMENT OF PUBLIC SERVICE 
INTERROGATORYIDOCUMENT REOUEST 

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 
$ 824,270 

812,891 
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 significant 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 facton, please refer to Staff-23 for the attachment that supporls 
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 related 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 1 
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). 
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The increase in maintenance and compliance work accounted for the remaining overtime 
differential. The Company i n 4  a considerable increase in various maintenance and 
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 quality 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 
5363,632 and the (3,080 hrs) $1 33,395 = $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. 

Rapondent: William VarleylJohn M. Watkins Date: July 2,2007 
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Job TlUe 
Aulo Mechanic 

Data 
Hwm 
Amolnt 
Horn 
Amwnl 
H w n  
Amount 
Houn 
h w n t  
Horn 
a u n t  
H w n  
Amwnt 
HOUD 
Amount 
Haur 
Amount 
Houri 
Amwnt 
Hours 
h w n l  
Houn 
Amount 
tiwn 
Amount 
Houn 
AmOunt 
Houri 
Amount 
H w n  
knwnt  
Hours 
Amount 
Houn 
Amount 
noun 
Amount 
H o w  
Amount 
nwn 
Amount 
Houn 
h w n l  
Holm 
Amount 

Business Clerk 

Car Washer 

Comm InwUgator 

Dayllst Clark 

M 6 S Storekeeper 

Maintenance Mechsnlc B 

Meter Reader 

Oiler-Plant Helper 

Senlor Meter Mechanlc 

Senior UYIlty Man A 

Ullty Man - k t 6 1  Service 

Ulillly Man I 

Ulllily Man II. UliVMeter SV 

Total OT Houn 
Total OT Dollars 

AMR Hour 
AMR Dollars 

Adjurtment lo 2MM houn 
Adjustment lo 2008 dollsn 

Avenge Overlime 
11.755.50 19.088.25 Total OT Horn wlo AMR 

1081 OT Dollan w h  AMR 

Avarage Hourly n lo  

Increase for 2008 
lnuaese for 2008 



d. hbmbe~ of onrUmz h a m  
Jan Feb March April WY Juw July Au0 SsDt Oct Nov Dk Total 

MM 2.980.75 2.710.75 1.W.W 1.381.75 875.00 2,21550 1285.75 1.058.50 1,67825 2.W7.25 1.885.75 791.50 20.086.75 
2005 2.741.50 1291.50 1.702.W 1,93900 1.W.25 1,481.75 1222.50 1,415.00 1.872.75 1.480.25 1,444.00 1.570.00 lSA9B.W 
MOB 2.765.W 1,46775 2.572.75 2,1811.25 2830.00 3.608.00 2.211.50 2,234.75 2.940.00 2d23.00 3.377.50 2.784.00 31802.50 
2007 2.028110 3.924.00 2303.00 I 2213.50 1.358.50 1.480.50 913.50 l(h1ZB.W 

h n  Feb March MI May J w  MY AuQ *pt Oct Ncv D& T&l 
2004 $128,16843 $113.441.02 W,3519 t57.715.Q 526.728.22 t88.787.15 t51980.77 $39,555.14 582.083.31 S83.5P.14 $79,635.50 S36276.58 5824270.57 
2005 S115.928.07 $52.389.97 $69.853.00 580271.89 154,769.08 560.065.42 W.7S.W 555,838.86 S7B.BBO.68 583.355.85 562.W.45 S71.688.89 5812.8W.m 
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Water Rates 

STAFF OF THE DEPARTMENT OF PUBLIC SERVICE 
INTERROGATORYlDOCUMENT REOUEST 

Request No.: STAFF - 1 05 (RMD - 1 8) 
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 
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LONG ISLAND AMERICAN WATER 
CASE 07-W-0508 
STAFF - 105 
GROUP INSURANCE 

PRE-ALLOCATION 2004 2005 2006 

Life Insurance $10.189 $11,190 $14,003 

Disablllty 8.391 8,511 8,510 

Medical 1,005.1 13 889.008 900.592 

Opt-Out Payments 18.867 10,018 9,108 

Less: 
Employee Contributions 83,955 60.848 79,711 

Net Costs $956,385 $838,077 $853,402 

POST-ALLOCATION 

EXPENSE 2004 2005 2006 

Lie Insurance $8,381 $10,516 $10.682 

Disability 6.888 7.898 6.088 

Medical 826,423 818,617 644,338 

Opt-Out Payments 13,704 9,412 6.518 

Less: 
Employee Conlributlons 68,030 58,992 57,030 

Net Costs 8786,357 $787.551 $610.573 

CAPITAL 2004 2005 2008 

Life Insurance $1,809 $674 $4.241 

Disablllty 1,492 51 3 2422 

Medical 178,890 52,391 256.258 

Opt-Out Payments 2,963 604 2,591 

Less: 
Employee Contrlbutlons 14,926 3,658 22,681 

Net Costs 



Union 

Long Island Water Corporation 
U)I(k) a x p l e a  

For (he Rate Year Ended March 31,ZOOB 

FY 2007 FY 2008 RYE 3131109 
$40.003 $42.569 $42,QIcS 

Percent charged to capltsl 

Amount charged to caplhl 

Amount charged to expen- 

perstm 
Actual amount charged to expense: 
M E  1005 
FYE mw 

Before 
Amount Capital% Capltal 

2-Year average of401(k) erpsnrs $88.100 $110,411 
Capilal% 1 4 . m  

84.m 

Increased for GDP @ 5.9% $94,357 @5.W% $99.941 ~ 

Stan Adjustmm! - $33.588 
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Jan 
Feb 
Mar 
A P ~  
May 
Jun 
Jul 
Aug 
SeP 
oct 
Nov 
Dec 
Total 

Jan 
Feb 
Mar 
APr 
May 
Jun 
Jul 
Aug 
Sep 
oct 
NOV 
Dec 
Total 

Long Island Water Corporation 
Deflned Contrlbutlon Plan 

DCP 
2006 

478 
604 

1,795 
1,909 
2,551 
2,636 
2,171 
2,202 
3,311 
2.249 

Monthly Average for 2007 3,853 

Annualized 2007 

Plus GDP 5.98% 

Rate Year Expense 
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Case 07-W-0508 Hunter - Rebuttal 

1 1. Q. Did you previously submit testimony in this case? 

2 A. Yes. 

3 2. Q. What is the purpose of your rebuttal testimony in this case? 

4  A. I am responding to the testimony of Mr. Richard Leary concerning his position on the Company's 

5 proposed m c e  Other Than Group (Insurance OTG) expenses. 

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

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

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

9 process. 

1 0  4. Q. How did you do your forecast? 

11 A. I used the actual 2007 Insurance OTG invoices and 2007 allocations, and intlated them based on 

1 2  estimates provided by our insurance broker Marsh Brokerage. 

13  5. Q. How did Staffcalculate its adjustment? 

1 4  A. Staff utilized 2007 Insurance OTG invoices and an average of prior year's allocations (2007,2006, 

1 5  2005, and 2004), and inflated them using the GDP deflator. 

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

1 7  A. No, I do not. For items that are general in nature a GDP deflator might be appropriate, but 

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

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

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

2 1  Staff IRs, the 2006 base year for Insurance OTG was understated because of an accounting error. 

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

2 3  understated. Please see the table below: 

2 4 

2 5 

2 6 

Long Island American Water 

Estimate 

5,916,246 

6,737,559 
958,473 

5,132,005 
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1 8. Q. Was the 2006 expense for Insurance Other Than Group restated when this error was 

2 found? 

3 A. No it was not. 

4 9. Q. Why not? 

5 A. There are two reasons. The first is because the adjustment is not material for American Water as a 

6 consolidated entity. The second is because LIAW's insurance p r o p  is a 66 month retro 

7 premium program. If and when LIAW's insurance claims exceed the premiums paid for 2006, 

8 LIAW will be charged with the additional wsts necessary to make up for the premium shortage of 

9 2006. 

1 0  10. Q. Should the 2006 allocation be used to project future expenses for ratemaking purposes? 

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

1 2  the pm forma. 

13 11. Q. Did Staff use the 2006 flawed allocation in its projection? 

1 4  A. Yes 

1 5  12. Q. Is there anything else about Staffs forecast that you disagree with? 

1 6  A. Yes. According to Staffs testimony Pg 15, lines 12 - 15, Staff is ‘‘proposing to use allocation 

1 7  percentages based on a four-year average of allocation percentages in order to mitigate the volatility 

18 of the insurance market." This methodology is unnecessary and inappropriate. 

1 9  13. Q. Please explain why Staffs allocation methodology is unnecessary and inappropriate. 

2 0  A. American Water's insurance premiums are allocated to its subsidiaries based on either loss history, 

2 1  exposure, or a combination of loss history and exposure. The basis of the loss history allocation is 

2 2  the average of the past 5 year's loss experience (claims). This 5 year average is used to smooth out 

2 3  losses if a subsid~ary has one bad year of claims experience. Seeing how the current process is 

2 4 already based on a 5 year average of actual claitns experience, it does not make sense to average the 

2 5 past 4 year's loss history ollocarions m order to smooth a volatile market. 



Case 07-W-0508 Hunter - Rebuttal 

1 The exposure allocation is meant to represent the Company's current risk. The basis of the 

2 exposure allocation is payroll expenses, number of vehicles, or insurable property value. To take an 

3 average of the past 4 years exposure would not accurately represent the Company's current risk. 

4 14. Q. How does Staffs position compare to historical actuals? 

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

LIAW's Insurance OTG 
Amount 

$ 830,032 
STAFF'S POSITION 853,189 

980,923 
976,351 

2006 709,110 
2007 1,191,219 

6 

7 

8 

9  

1 0  As the table shows, S W s  forecast is less than the actual costs incurred for 2004,2005 and 2007. 

11 As discussed above, 2006 was i~ error. 

12 15. Q. Are you proposing any adjustments to Insurance OTG? 

13 A. Yes. I am reducing the Company's forecast by $192,849 or 13.9 % due to a recalculation of the 

14 Insurance OTG allocation. Aft@ conversations with Staff wimesses, I corrected errors within the 

15 allocation of General Liability, Workers Compensation, and Auto Liability. See Exhibit OH-]). 

16 16. Q. Are you including the restatement of your position with this testimony? 

1 7  A. Yes, I am. The revisions are set forth on Exhibit @H-2). 

1 8  17. Q. Will you provide actual 2008 premiums? 

1 9  A. Yes. The Company believes it will be able to provide the actual 2008 premiums before the end of 

2 0 December. 

2 1 18. Q. Does this conclude your rebuttal testimony at this time? 

22  A. Yes. it does. 
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Exhlblt 12 
Tab 16 

Long Island American Water 
Insurance Other Than Group As Of 08B0107 

REVISED PROFORMA AS OF OW30107 

Insurance 

Workers Compensation 
Percent Chargeable To Capital and Other 
Amount Chargeable To Capital and Other 
Pro Forma Worlters Compensation 
Properly lnsurance 
GUPR 
Excess Liability 
Consultation Fees 
Executive Risk 
Auto lnsurance 
Retro Insurance Charges(5 Yr Average) 

Total Profonna 

2008 2009 12 Month Ended 
3/31 12009 

Orignially 
Filed 

12 Month 
Ended 

313112009 

Change 

12 Month 
Ended 

3/3112009 

Actual Test Year Expense 929,100 1,109,279 1,174,584 1,125,605 

Note" 
The 2006 base year amount for lnsurance Other Than Group is artificially low due to an acmunting anomaly. The 
base year amount of $709,110 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 2005 respectively. 
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Case 07-W-0508 Casillo - Rebuttal 

1. Q. Did you file direct testimony in this proceeding? 

A. Yes. 

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

A. I will respond to the testimony of the Panel with respect to power and h e l  

costs and deferred pension and OPEB expense. 

3. Q. Have you prepared an exhibit in conjunction with your testimony? 

A. Yes, in support of my testimony I have prepared Exhibit (mC-I).  

Production Expense 1 Power 

4. Q. Please summarize Staff's testimony on power cost. 

A. Staff is proposing power costs of $2,654,360 for the rate year. This is 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). 

5. Q What was the basis of the Company's initial projection? 

A. 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. 

6. Q. How has Staffs projection of power cost in the rate year differed from 

the Company's projection? 

A. 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 projecting power 

costs in the rate year? 

A. I disagree with the adjustment and the methodology of projecting power costs 

in the rate year. Underlying Staffs 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 I Fuel 

8. Q. Does the Company agree with Staff's adjustment to fuel cost in the rate 

year? 

A. 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 
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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 Staffs 

projection for the rate year. Pursuant to Staffs suggestion, attached as JNC-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 Oil 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? 

A. 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 3 1,2006. 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. 

3 
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1 11. Q. Does this complete your prefiled rebuttal testimony? 

2 A. Yes. 
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BETWEEN 
LONG ISLAND - AMERICAN WATER Company and Petro 

This is an agreement (hereinafter referred to as the "Agreement") dated as of XXXXXXX 
(hereinafter referred to as the "Effective Date") between Petro (hereinafter referred to as 
"Supplier"), a corporation with its principal place of business at XMXXXXXXXXXX, and 
Long Island - American Water Company (hereinafter referred to as "Buyer"), a New York 
corporation with its principal place of business at 131 Woodcrest Road. Cherry Hill. 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. 

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

ARTICLE 1. PURCHASE TERMS 

1.1 Orders - Supplier agrees, in consideration of the mutual promises herein contained, 
that it will offer for sate to Buyer quantities of regular unleaded 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 ils entirety. The Fuel will be made available for purchase by Buyer via 
tekphone or set delivery schedule at the Price Terms. Any order for Fuel placed by 
Buyer will (a) be deemed to 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 {he 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. 
Although Attachment A identifies estimated annual quantities of Fuel that Buyer will 
purchase, the annual consumption quantities of Fuel set forth in Attachment A are 
estimates only, and Buyer reserves the right to order more or less than such quantilies. 
Buyer is not required to order any particular quantity of Fuel from Supplier. For 
purposes of this Agreement. "Ultra Low Sulfur Diesel' shall mean diesel fuel having a 
maximum sulfur content of 15 parts per million. 

. @ * r.;. ".. . - .. ,!." ....,.,-, 
1.2 ?~.t~~n#~:,@fi~fi~t~;~tu~~#~~g#~~[~.~&.yrw& 

Buyer may terminate this Agreemenl &any time and f i r  any iealon 
uoon ~rovidins S u ~ ~ l i e r  thirty (30) calendar days prior written notice of its desire to 
terrnikte. ~ i tess ' re~uested or krected otherwise by Buyer in accordance herewith, 
Supplier shall continue to provide and deliver Fuel hereunder through the effedwe date 
of any expirafion, termination, or cancellation of this Agreement. In addition. Supplier 
will fulfill all orders for Fuel placed by Buyer prior to the termination date, even if delivery 
of the Fuel occurs after such termination date. 

I.niig IS~RIIII - Arncricmn \Vatel- Company Page 1 of 13 
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1.3 Prlee - 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 to deliver any Fuel on the originally-scheduled delivery date. Buyer shali pay the 
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 would 
have been on the originally-scheduled delivery date. Buyer shali pay the price of Fuel on 
the rescheduled delivery date. 

ARTICLE 2. FUEL DELIVERY PERFORMANCE OBLIGATIONS 

2.1 Supplier shali furnish to Buyer a load-specific delivery ticket for the Fuel prior to Buyer 
accepting delivery of the Fuel. No Fuel deliverles will be accepted without a load- 
specific delivery ticket. The load-specific delivery ticket 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. 

2.2 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 
quantities 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 
scheduie(s) as necessary; however. Buyer cannot make changes to phone orders 
having less than a 24 hour turnaround tirne. In addition, even if a set 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 locations contained in Attachment A. Buyer 
will notify Supplier of each new location(s) at least 72 hours prior to such new location(s) 
piacing orders for Fuel. Supplier wili provide Buyer with a quote for the adder for each 
such location within 24 hwrs of Buyer's notification. The price formula outlined 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 orders to 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 facilities remain operational. The pricing in Attachment A wili still apply lo such 
emergency orders. 

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

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

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

Long 1sIs11tl- A~nericnn Water Corlrpa~ry Page 2 of 13 
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2.4 Buyer reserves the right lo refuse any and all shipments if the Fuel type is not properly 
identified, labeled, not accompanied by the proper load-specific delivery ticket, or does 
not meet specifications. 

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

2.6 Fuel Supply truck personnel are required to remain with the load outside of the vehicle 
and in view o f  the fill connection, at all times during the transfer process 

The delivery truck shall utilize wheel chocks during the fuel unloading operation 

ARTICLE 3. AGREEMENTS OF SUPPLIER RELATING TO DELlVERlEQ 

3.1 All transporlation and delivery charges shall be borne by Supplier. Risk of loss of any 
Fuel shall not pass to Buyer until i t  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 dedicated solely to the 
specific types of Fuel delivered. Supplier will mainlain all appropriate licenses, permits 
and authorizations permitting such vessels to be used in the transport of such Fuels, and 
will ensure that all deliveries of Fuel are performed in compliance with all applicable 
environmental and transporlation laws and regulations. 

3.3 Supplier shall furnish all necessary equipment lo 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 to the properly of third parties, and that such repairs will 
be made at no cost to Buyer for labor or malerials. 

3.5 Supplier will furnish all labels on the Fuel containers in compliance with the Hazardous 
Materials Transportation Act. 49 U.S.C. 51801 el. seq. and its regulations at 49 C.F.R. 
$5 106-107 and 171-179, as well as the hazard communication provisions of The 
Occupational Safety and Health Act, 29 U.S.C. $5 651 el seq. ("OSHA"), including 
furnishing all complete and accurate Material Safety Data Sheets (MSDS's) for all Fuel 
provided under this Agreement. 

3.6 Supplier shall comply with all federal, state, and local transporlation regulations thal 
apply to the shipment of 'hazardous materials," as defined or regulated by the 
Hazardous Materials Transportation Act, onto Buyer's properties. 

3.7 Supplier shall be solely responsible for the cleanup and disposal of any spills andlor 
leaks caused by Supplier during Fuel deliveries. Supplier shall clean-up and dispose of 
contamination resulting from any such leaks or spllls at its sole cost and expense, in 
compliance with all federal, state and local environmental and transporlation laws and 
regulations and in a manner which restores the property to its condition prior to such 
leaks or spills. Furthermore, Supplier must obtain any local, slate, or federal permits 
and/or approvals that are required for the disposal of wastes generated during Fuel 
deliveries. 
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3.8 Buyer may delay delivery or acceptance of any Fuel occasioned by causes beyond its 
reasonable control. Supplier shall hold such Fuel at the direction of Buyer and shall 
deliver i t  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 to act where such action is 
required, strike, labor trouble, fire, or unusually severe weather. 

ARTICLE 4. PAYMENT PROCEDURES 

4 .1  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 obligation 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 taxes 
4. Total amount due 

All invoices will Include a copy of pertinent price information taken from the OPlS and 
Journal of Commerce Index. 

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

All undisputed invoices shall be due and payable within thlrty (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 to: 

Long Island - American Water Companv. Inc. 
ATTN: Accounts Pavabte 
P.O. Box 5602 
Cherw Hill. NJ 08034 

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

If any undisputed fees remain unpaid sixly (60) calendar days after Buyer's receipt of an 
invoice, Supplier will nolify Buyer in writing of the late payments and, in Supplier's 
discretion, the dispute resolution procedures delineated in Section 6.7 shall begin to 
resolve payment of such fees. If such nlatter remains unresolved following completion 
of the dispute resolution process delineated in Section 6.7, then the parties may resolve 
such dispute through llligation, the losing party bearing all costs of such litigation. 

Long Island - American Wafer Company Page 4 of 13 
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ARTICLE 5. INSURANCE 

(a) At no expense to Buyer. Supplier shall (1) obtain and keep in force during the t e n  of this 
Agreement, and any renewals or extensions hereof, and (2) require its subcontractors to 
obtain and keep in force during !he terms of their respeclive contracls, the following 
minimum insurance limlts and coverage. The insurance coverage limits slated below are 
minimum coverage requirements, not limitations of liability, and shall not be construed in any 
way as Buyer's acceptance of the responsibility of Supplier. 

1. Commercial General liability: 
$1,000,000 per occurrence Combined Single Limits . $1.000.000 General Aoareaate . .  . 
$1,000,000 Products &;d Eompleted Operations Aggregate 
$1,000,000 completed operation-products liability 
CGL IS0 1996 or later occurrence form including Premises and Operations 
Coverage, Products and Completed Operations, Coverage for Independent 
conlractors, Personal Injury Coverage and Blanket Contractual Liability, and 
Contractors Protective Liability if the Contractor subcontracts to another all or any 
portion of the Work. Completed Operations shall be maintained for a period of three 
(3) years following Final Completion for any construction, renovation, repair and or 
maintenance service. 

2. Workers' Compensation 
e Applicable Federal or State Requirements: Statutory Minimum 

Employer's Liabilily 
Each Accident $1,000,000 
Each Employee - Disease $1 ,000,000 
Voluntary workers compensation insurance coverage all employees not subject to 
applicable workers compensation a d  or acts 

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

4. Pollution Liabllity . Bodily lnjury and Properly Damage $5,000.000 each occurrence Combined Single 
Limits 

5. Umbrella Liability . $9,000,000 each occurrence and annual aggregate in excess of Employer's Liabllity, 
General Liability and Automotive Liability (no more restrictive than underlying 
insurance) 

(b) The minimum liability limits required may be satisfied lhrough the combination of the primary 
General Liability, Employers' Liability, and Automotive Liability limits with an Umbrella 
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 parent, affiliates and 
subsidiaries, its directors, officers and employees as an Additional Insured. All such 
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to any olher insurance or self-insurance available to Buyer. In addition to the liability iimits 
available, such insurance will pay on behalf or will indemnify Buyer for defense costs. Any 
other coverage available lo 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 its subcontractors shall furnish, prior to the start of work. certificates or 
adequale proof of the foregoing insurance including, if specifically requested by Buyer, 
copies of the endorsements and insurance policies naming Buyer as an Addiiional Insured. 
Current certificates of insurance shali be provided prior lo 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 wilh respect to 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 
endorsement must accompany certificate of insurance and must include Workers' 
Compensation policies. 

(e) Carriers providing coverage will be rated by A.M. Best wilh at least an A-rating and a 
financial size category of at least Class VII. Such cancellation or material alteration shall not 
relieve Supplier of its continuing obligation lo maintain insurance coverage in accordance 
with this contract. Carriers shali be licensed in state(s) where work shall be performed. 

(I) I f  Supplier shall fail to procure and maintain said insurance. Buyer, upon written notice, may. 
but shall not be required to, procure and maintain same, bul 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 Certificate of lnsurance that they 
have "no pollution exclusion for their own products in their Commercial General Liability 
Insurance." 

a. If Supplier's General Liability insurance does conlain a 'products pollution 
exclusion," then Supplier must provide evidence on the Certificate of Insurance that 
they have obtained an "Environmental lmpairment Liability" policy that 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 liability 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 to be written on an "occurrence" 
basis and not on a 'claims made' basis. Certificates of lnsurance must specify that 
coverage is on an "occurrence" basis. If the coverage can only be obtained on a "claims 
made" basis then. Supplier must provide either one of the following two items, lo wit: 
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i. A contractual commitment which becomes a part of the purchase contrad that 
Supplier will "renew the coverage in terms as great 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 Cedificate of lnsurance to provide an 'extended reporting 
provision" also known as a "tail," on the coverage for a period of at least the next 
five years. 

c. A waiver of subrogation shall be provided to Buyer, its parent and its affiliated 
companies on the Environmenlal Impairment Liability coverage. Buyer, its parent 
and its affiliated companies shall also be added as 'additional insureds' on this 
same coverage. This coverage must also contain either blanket contractuai liability 
coverage or contractual liability coverage specific to the product purchase contract. 

(h) Auto Liability: Carriers of fuels and other hazardous materials (diesel fuel, oil, etc ...) must 
state on the Auto/Truck Certificate of lnsurance that they have "no pollution exclusion for 
producls they are transporting in their motor vehicles." If there is no "products pollution 
exclusion." then the Autonruck Liability policy must provide for waiver of subrogatin and 
additional insured status as to Buyer. its parent and its affiliated companies. AutolTruck 
policy must also provide either blanket contractual liability coverage or contractual liability 
coverage specific to the product transpod contract. 

a. If the Carrier's auto policy does contain a "pollution exclusion" then the Carrier must 
provide evidence on the Certificate of lnsurance that they have obtained eilher. 1) a 
'Hazardous Cargo Endorsement' on the current policy or. 2) obtain a "Transporter's 
Environmental lmpairrnent 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 
occurrence. 

c. The "Environmental impairment Liability' or "Hazardous Cargo Endorsement' 
coverage is to be written on an 'occurrence" basis and not on a "claims made" basis. 
Certificates of lnsurance must specify that coverage is on an 'occurrence" basis. If the 
coverage can only be obtained on a "claims made" basis then the Carrier must provide 
either one of the two following items, to wit: 

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

ii.A commitment on the Certificate of lnsurance to provide an "extended reporting 
provision" (also known as a "tail") on the coverage for a period of at least the next 
five years. 

d. A waiver of subrogation shall be provided to Buyer, its parent and its affiliated 
companies on the Environmental lmpalrment Liability coverage. Buyer and its affiliated 
companies shall also be added as "additional insureds' on this same coverage. This 
coverage must also contain either blanket contractual liability coverage, or contractual 
liability coverage specific to the product transport contract. 
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ARTICLE 6. GENERAL 

6.1 Indemnity 

Supplier will, at its sole cost, indemnify, defend and hold Buyer, its parent and its 
affiliates harmless, together with their respective directors, officers, employees and 
agents, from and against any and all claims, losses, demands and actions and any 
liabilities, damages or expenses resulting therefrom (including court costs and 
reasonable altorneys' 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 timely manner; and (ii) 
authorize Supplier lo lead and settle the legal proceedings (provided that no such 
settlement shall include an admission of liability or guilt by Buyer without Buyer's prior 
written consent) at Supplier' own cost, with Buyer providing reasonable cooperation and 
support as requested by Supplier. 

6.2 Confidentlallty 

Except as provided for herein, neither party will disclose the terms 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 conlidential) except in order to comply with any applicable 
law, regulation, tariff, or in connection with any court or regulatory proceeding. However. 
each party shall, to the extent practicable, use reasonable efforts to prevent or limit the 
disclosure. 

6.3 Compliance with Laws 

Supplier shall, in its performance of this Agreement, procure all necessary permits. 
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 
Act of 1938, as amended, Walsh-Healy Act, Robinson-Patman Act, 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. 

6.4 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 pafly; provided thal Buyer may assign this Agreement 
to an affiliate located within the United States without such written consent. Except as 
otherwise provided herein, any attempt to assign this Agreement without such written 
consent shall be void for any and all purposes. Subject to the foregoing, this Agreement 
shall inure to the benefit of the parties' permitted successors and permitted assigns. 

6.5 Limitation of Llabillty 

Long Island - American Waler Company Page 8 of 13 
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Notwithstanding anything to the contrary contained in this Agreement and except for 
Buyer's obligations under Section 6.2 of this Agreement, for any and all claims related to 
this Agreement. Buyer's, its parent and its affiliates' cumulative and aggregate liability to 
Supplier hereunder shall 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 Resolutlon 

The intent of the parties is to identify and resolve disputes promptly after any dispute 
arises. Belore attempting to exercise any legai or equitable remedy, each party agrees 
to follow the dispute resolution procedure described below. Except as provided 
otherwise elsewhere in this Agreement, if either Party determines that following the 
procedure described below in this Section 6.7 could potentially be harmful or damaging 
to their respective businesses or third-party suppliers, that party may elect to forego the 
dispute resolution process and pursue injunctive relief. 

If there is a dispute between the parties arising out of this Agreernent, each party agrees 
to engage in good faith negotiations between progressively more senior representatives 
of each parly, as follows. 

Level 

One 

Representatives of the Parties Maximum Duration of Negotiations Prior t( 
Escalation to Nexf Level 

BUYER: Buyer 5 business days 

 SUPPLIER:^^$^ 
Two BUYER: Director of Supply 5 business days 

Chain Department 

SUPPLIER: i@jq$, 
Three BUYER: COO or Buyer's 7 business days 

designee 

SUPPLIER: r)q;q;i) 

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

If such matter remains unresolved following the negotiations and the expiration of the 
periods specified above in this Section 6.7, each party may immediately exercise or 
pursue any other rights or remedies availabie hereunder or at law or in equity, and i t  is 
acknowledged by the parties that nothing herein shall preclude, limit, or otherwise 
restrict any legai or equitable remedies availabie to either party for failure of the other 
party to perform its obligations under this Agreernent 

6.8 Acts of Insolvency 

1,org l s l a ~ ~ c l  - A ~ ~ ~ e l i c u n  Water Company Page 9 of 13 
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Either party may terminate lhis 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 trustee, 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 
truslee, receiver, liquidator, custodian, or slmilar official for all or any substantial party of 
Ihe other party's properly, is commenced against the other party, and the other party 
consents to any relief requested, or if such proceeding is not stayed or discharged within 
thirty (30) calendar days; or (c) the other party makes a general assignment of the 
benefit of creditors or fails generally to pay its debts as they become due, or olherwise 
suffers or otherwise permits an attachment of execution levied upon any material portion 
of its property connected with its performance hereunder. If any of the above events 
occur, the party shall immediately notify (he other party of the occurrence in writing. 

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

6.9 Governing Law; Severablllty 

This Agreement shall be governed and construed in accordance with the laws of the 
Stale of New York, without reference lo or application of conflict of laws, ~ l e s  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 lo the maximum extent permlssible and the remainder of 
the provisions of this Agreement will remain in full force and effect. Supplier and Buyer 
mutually agree to 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 Warrantles 

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 to these requirements shall be replaced promptly by Supplier after receipt of 
a written notice from Buyer to do so. Supplier further represents and warrants that the 
Fuel shall substantially 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 formed and in 
good standing under the laws of the State of & (ii) it is qualified and r e g i s d  to 
lransact business in all locations where the performance of its obligations hereunder 
would require such qualification; (iii) it has all necessary rights, powers, and authority to 
enter into, and lo fulfill all of its obligations and grant all of the rights that it purpwts 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 lhis Agreement by Supplier shall not violate any 
domestic or foreign law. statute, or regulation and shall not breach any agreement, 

~,ong lsla~rd - Arneric~n \l'ater Company Page 10 of 13 



Exhibit (JNC-1) 
Page 11 of 15 

covenant, court order, judgment, or decree to which Supplier is a party or by which it is 
bound or otherwise violale any rights of any third party; (vi) it has, and covenants lhal it 
shall maintain in effect, all governmental licenses and permits necessary for it to provide 
the Fuel contemplated by this Agreement; and (vii) it owns or leases, and covenants that 
it shall own or lease, or have the right to use, free and clear of all liens and 
encumbrances, other than lessors' interests, or security interests of Supplier's lenders. 
appropriate right, title, or interest in and to the tangible property that Supplier intends to 
use or uses to provide the Fuel in accordance with lhis Agreement (except for any 
resources expressly indicated herein as lo be provlded by Buyer). 

6.10.3 Supplier represents and warrants that, as of the Effective Date, there is no 
pending or threatened outstanding litigation. arbitrated malter, or other dispute to which 
Su~plier is a party, that, if decided unfavorably to Supplier, could reasonably be 
expected to have a potential or actual material adverse effect on Supplier's ability to 
fulfill its obligations hereunder, and that Supplier knows of no basls thal might give rise 
to any such litigation, arbitration, or other dispute in the foreseeable future. Upon 
becoming aware of any such basis. Supplier shall promptly notify Buyer thereof. 

6.10.4 Supplier warrants that, in performing its obligations under lhis Agreement, 
Supplier shall comply, and, to the extent within Supplier's control, shall not prevent 
Buyer or its affiliates 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 to those pertaining 
to personnel and security. 

6.11 EEOC 

Supplier specifically warrants and guarantees to Buyer: 

(a) that it agrees to comply with Executive Order 11246 and abide by the provisions of 
the "Equal Opportunity Clause" at41 CFR 5 60-1.4, which is incorporated herein by 
reference. unless exempt pursuant to 41 CFR 5 60-1.5; 

(b) lhat it agrees to comply with the Vietnam Era Veterans Readjustment Assistance Act 
of 1974, as amended, Executive Order 11 701 (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 $60-250.5, which is incorporated herein by reference, unless exempt pursuant to 
41 CFR 960-250.4. 

(c) that it agrees to comply with the Rehabilitation A d  of 1973, Executive Order 11758 
(Authority Under Rehabilitation Act of 1973), and the provisions of the "Affirmative Action 
lor Workers With Disabilities Clause" at 41 CFR 60-741.5, which is incorporated herein 
by reference, unless exempt pursuant to 41 CFR 560-741.4; 

(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 5 470.2. which is incorporated herein by reference. unless exempt pursuant 
lo 29 CFR $5 470.3-.4; 
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(e) lhal it agrees to comply, where applicable, wilh the policies set forth in Executive 
Order 1 1625 (National Program for Minority Business Enlerprises) and Execulive Order 
12138 (National Program for Women's Business Enterprise), the Small Business Act, 15 
U.S.C. 5 631. a sea.. and with the "Utilization of Small Business Concerns" and 'Small 
Business Subcontracting Plan' clauses at 48 CFR § 52.219-8 and 9, respecting 
subcontracling with small disadvantaged, lemale-owned, veteran-owned, service- 
disabled veteran-owned, HUBZone, and other small businesses. 

6.12 Use of Logo 
Supplier shall not, without Buyer's express written permission, (i) use Buyer's name, nor 
any lrade name, logo, trademark, or service mark, whether registered or not, or the 
name, assumed business name, lrade name, logo, trademark, or service mark, whether 
registered or not. ol any Buyer affiliate, in connection wilh publicity, advertisements. 
promotion or in any other connection, or (ii) identify Buyer in any manner on customer or 
vendor lists or on a web site (or on any third party web site) or in any web site metatags; 
or (iii) disclose lo any third party the existence of this Agreemenl or the monetary value 
of any goods or selvices purchased hereunder. Supplier shall indemnify Buyer for 
reasonable costs and expenses incurred in wnnection wilh 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 Agreemenl from one party to another under 
or in connection with this Agreement shall be in writing (or shall be made by a lele- 
communications device capable of creating a written record), and shall be delivered to 
Buyer and Supplier at their contact addresses specified below. Notices shall be deemed 
received at the time they are actually received by the receiving parly. Either party may 
change its address for notices under this Agreement by givlng written 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 

13. To Buyer: 
Mary Sobol 
American Water 
1025 Laurel Oak Rd. 
Voorhees. NJ 08043 

With a copy to: 
Cor~orete Counsel 
 LO^^ Island - American Water Company. Inc 
P.O. Box 5079 
Cherry Hill, NJ 08034 
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6.14 Non-Excluslvlty 
Both Buyer and Supplier are free to enter 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. 

6.15 Headings 
~eadings in this Agreement are for convenience only and are not to be used in the 
construction or interpretation of this Agreement. 

6.16 Reports 
Supplier will provide Buyer with a year-end report detailing the Fuel purchased by Buyer 
in gallons and dollars. The report must state the type of Fuel purchased, the number of 
gallons delivered, the index price, and the adder paid by Buyer for each delivery at every 
Buyer location. Supplier musl provide this year-end report lo Buyer by no later lhan 
January 15'"f each calendar year during the term of this Agreement. 

6.17 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 conlemporaneous agreements or understandings, 
whether oral or written, relating to the subjed matter herein. Any waiver, modification or 
amendment of any provision of this Agreement will be effective only if in writing and 
signed by duly authorized representatives of the parties. The parties agree that the 
terms and conditions stated on any purchase orders shall 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 
Company 

Petro 

By: By: 

Date: Date: 

Attest: Attest: 
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Attachment A - Pricing 

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

lndex Price+ Adder = Total Price Per Gallon 

lndex Price - The lndex Price is the price of Fuel on the day that the Fuel is delivered to Buyer. The lndex Price is published in the following 
publications depending on the Fuel being delivered: 

No. 2 Ultra Low Sulfur Diesel (ULSD) - lndex published in Oil Price lnfonnation Service (OPIS) for New York gross average daily rack 
price for ULSD 

Regular Unleaded Gasoline - lndex published in the Journal of Commerce for the Philadelphia Reseller Rack Branded Ethanol 
Gasoline average price 

Adder - This is the cost added to the lndex 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 lndex Price and Adder. This price does not indude any applicable taxes 

Weekend Deliveries - Should Buyer require delivery of Fuel on Saturday or Sunday, the lndex Price for such Fuel will be based upon the 
lndex 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 a new pricing 
mechanism. 
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Attachment A - Pricing 

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

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) 
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Case No. 07-W-0508 

LONG ISLAND AMERICAN WATER 

REBUTTAL TESTIMONY OF 
H. EDWARD REX 

October 5,2007 



07-W-0508 Rex -Rebuttal 

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

A. Yes. 

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

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

proposed adjustments to the Earnings 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 (ii) 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 Ca~italization and HTY Rate Base Adiustments) 

3. Q. Please describe briefly Mr. Bailey's recommendation with respect to his 

EBCap Adjustment of $2,272,052. 
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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 PensionsIOPEB 

Internal Reserve adjustment, both of which are depicted on his testimony 

Exhibit BLB-1 Schedule 3, page 1 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-Tern 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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to Paid-in-Capital) and LIAW utilized those funds to pay down its Short-Tern 

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 

$1 15,068 ($28,767 * 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 

PensionIOPEB Internal Reserve adjustment. 

I agree with Mr. Bailey's position to include the PensionIOPEB Internal 

Reserve ("IR) in the HTY Capitalization for the reasons stated in his 

testimony. However, I disagree 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, Staffs 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 PensionsIOPEB'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 Staffs Offset 

calculation of the 2004 to 2006 period. Attached to this testimony as Exhibit 

HER-2 are Staffs workpapers, which contain: (i) the outdated schedules of 

the IR balances and (ii) the schedule depicting the 2004-2006 Offset 

calculation. 

Please continue your discussion by describing the corrections you are 

making to Staffs  calculations. 

In response to Staff Data Requests #I98 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 @age 3C). My second 

adjustment reflects utilization of the proper Offset amount for the years 2004- 

2006 of ($1,3 14,219) (as opposed to the Staffs 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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Offset amount from 1993-2003 and 2004-2006 is depicted on Exhibit HER- 

2A, page 3B. Staffs 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 Staffs 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 billing 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 O&M proposals in this rate case, 

has made numerous adjustments to the Company's HTY O&M expense levels 

that it claims are normalization adjustments. That is, the actual HTY expense 
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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 a t  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 Staffs 

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 RACIPTC, 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 Adiustments 

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

comments with regard to CWC as it pertains to the Rate Year Rate Base? 

A. 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. 

16. Q. Do you agree with Mr. Higgins' Rate Year Rate Base adjustments related 

to the Accumulated Deferred Income Tax balances? 

A. 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. 

17. Q. Are any other adjustments to Accumulated Deferred Income Taxes 

necessary? 

A. 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 

Cotnpany opposes and has rebutted Staffs 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. Please respond to Mr. Higgins adjustment to current income tax expense 

related to the Medicare Part D subsidy. 

A. 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. 

19. Q. Have you reviewed Staff's calculation of the Domestic Production 

Activity Deduction used for the federal income tax calculation? 

A. Yes, I have. 

20. Q. Do you agree with Staff's calculation of the deduction? 

A. Yes, with one modification. 

21. Q. Please explain the recommended modification. 

A. The basis for the deduction using Staffs 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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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 

$1 13,968. 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, Staffs 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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that the Company compute its actual deferred SIT as per each tax return 

for fiscal years 2000 through 2005. Have these computations been made? 

A. Yes, those computations.have been made and are attached to my rebuttal as 

Exhibit HER-6. 

Panel Adiustments 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 Sewice ("UPIS") related to its 

original "2002" Comprehensive Planning Study ("CPS") costs. 

A. 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 Staffs 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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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 it should be allowed to depreciate it using a 20% rate. 

Therefore, Staffs adjustment to disallow $48,747 of depreciation expense 

should be disallowed. 

26. Q. What is Staff's proposed rate treatment for new Comprehensive Planning 

Studies (CPS) undertaken by the Company? 

A. 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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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. Please state your understanding of Mr. Manz' proposals related to DSIC. 

A. 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 multi-year rate 

determination ultimately be approved, my responses would be somewhat 

different. To that end, I am also providing at the end of this section of 

testimony, the Company's position on the DSlC 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. Does the Company agree with Mr. Manz' proposed approach to the 

DSIC? 

A. 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. 

31. Q. 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)? 

A. 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. 

32. Q. 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? 

A. 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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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 

million). 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? 
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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. 

35. Q. Staff has suggested revising reporting time for the DSIC filings. Does the 

Company agree? 

A. 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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the current 60 day period filinglreview 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 

so as to reduce administrative burden while affording Staff the materials it 

requires for its review. 

36. Q. If a multi-year rate determination is made in this case, how do you 

propose that should work in conjunction with the DSIC? 

A. If this proceeding were to result in a 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. 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. 

Q. Does this conclude your rebuttal testimony? 

A. Yes. 
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Long bland Water Corporation 
EBCap 

Dally Average - Paid in Capital 
For the HTY Ending December 31,2006 

Total 

Days In year 

Daily Average Balance 

Amount 
$10,500,000 
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Long Island Water Corporalion 
E B k p  

Pension I OPE6 internal Reserve offset by 
Deferral Accounting for Penslon I OPEB expenae 

Amounts 0 
Avg HTY Pension IR balance wlo accumulated Intern81 $1,878,987 
Avg HTY OPE0 IR balance wlo accumuhted Interest 1.749.437 

3,728,424 

Offset by Favorable Deferred Penskn I OPEB Exp. Flowed 
mrough to Earnings 1.873.213 

Penslon I OPEB IR for EBCap 



Case 07-W-0508 
SEE page 2 of the wlp 

LlAW 

2006 - 2005 2 pt avg 
Balances ($3,191,161) ($2,432.541 ) 
less cum in!: (916,167) (91 6.1 67) 
add back dec int (165,606) 

SEE page 3 of the wlp O ~ e b  Internal Rese~e 

less cum int: (1,873,915) (1,873,915) 
add back dec int . (207,259) 

($1,609,648) ($1,889,225) (51,749,4371 

Offset Favorable offset deferred pension & opeb $1.597.066 see Dane 4 of WID . .  . 

276,145 see 5 of wlp 
$1,873,213 







Case 05W-0358 
Long Island W&r Corporation 

Penrlon h OPEB ent lm 

OPEB Internal Rwalve 
OPEB Liabilib 

lnterest Expense 
Accrued Interest on OPEB lntemal Reserve 

ADSITFIT 
Deferred SIT 8 FIT Tax Expense 

Dablt Credit 
$2,948,108 

$2,948,108 

To recwd the OPEB internal reserve and assodated accrued interest. 
To set up deferred tax related to imputed Interest. 
No ADIT balance rdated to the IR; the tax offset is assumed in deriving the cash flow diierence as base for llmpvted interest 

Amounts per Staff Drafl Rpt. U~nxlgh 2003 
IR wlo interest Aca .Interest Total IR w interest 

$2.948.108 $1.164.222 54.1 12.330 

Pension Internal Resewp 
Pension Lbbilitv 
Penslon l n tek l  Reserve 

Interest Expense 
Accrued lnterest on OPEB lntemal Resenre 

ADSITE IT 
Deferred SIT 8 FIT Tax Expense 

Debit Cndlt 
$1.225.306 

To record the OPEB internal reserve end associated a ~ c ~ e d  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 Row difference as base for imputed intereat 

Amounts per Staff Drafl Rpt. through 2003 
IR wlo lnterast Accr .Interest Total IR w interest 

$1,225,306 $485,458 $1.710.764 

Total through 2003 $1,225,306 $485,458 $1.71 0.784 

Fntries to Record Penslon (L OPEB Deferrals 
Pension I OPEB Expense 
Defened Pension I OPE5 Expense 

ADSITE IT 
Deferred SITIFIT Exp. 

Debit Credit 
u( $1.597.068 

To record the under-recovery of FAS 87 costs versus amounts In rates and the over-recovery net of excess 
earnings adjustmentof FAS 106 costs through December 31.2003. 
Company will also book deferred lax entries related to each of these deferrals. 



Rate Allowance 

Long Island Water Corporation 
EBCap 

PenslordOPEB Internal Reserve 
Estimate of Deferred Pension I OPE6 Expense 

For the period between IMlM and 12131108 

Pension OPEB Net 
$61 1,087 $582.520 

FAS exp net of exp capitalized 370.901 548.561 

Deferred Exp. 
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Long Island American Water 
EBCap 

Pesnsion 1 OPEB Internal Reserve offset by 
Deferral Accounting for Pension I OPEB expense 

Com~anv Computations 
Amounts 

Avg HlY Pension IR balance wlo accumulated interest (note 1) $ 2,079.215 
Avg HTY OPEB IR balance wlo accumulated Interest (note 1) 2,040.313 

4,119,528 

Gffset by Favorable Deferred Pension I OPEB Exp. Flowed 
Through to Earnings (note 1) 

Pension I OPEB IR for EBCap per Company 

Pension I OPEB IR for EBCap per Staff (Exhibit HER-2, page 1) 1,855,021 

Company Adjustment $ 1,981,658 

Note (1): Refer to Exhibit HER-2A, page 2 
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IR Balances 
less cumulatiive lnterest: 
add back Dec Interest: 

Long Island American Water 
EBCap 

Pesnsion I OPEB Internal Reserve offset by 
Deferral Accounting for Pension I OPEB expense 

2006 2005 2 pt avg 
$ (3,307,971) $ (2,529.219) 

(925,311) (925,311) 

OPEB Internal Revenue (note 1) 

IR Balances $ (3,815,742) $ (3,869,059) 
less cumulatiive Interest: 
add back Dec Interest: 

Offset by Favorable deferred pension B OPEB flowed through to earnings 1993-2003 (note 2) $ 1,597,068 
ORset by Favorable deferred penslon 8. OPE0 flowed through to eamlngs 2004-2006 (note 2) (1,314,219) 

Total Offset $ 282.849 

Notes 
(1) Refer to Schedule HER-2A, page 3C (Staff IWl98) 
(1) Refer to Schedule HER-2A, page 38 (Staff IR#l98) 
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STAFF OF THE DEPARTMENT OF PUBLIC SERVICE 
INTERROOATORY/DOCUMENTT 

Request No.: STAFF - 198 (KJH - 52) 
Requested By: Kevin Higgins 
Date of Request: July I B, 2007 
Reply Date: July 30,2007 
Subject: Pension Expenae 

1. Please provide the amount of deferred pension expense on the company's books as of 
December 3 1,2006. 

2. Please provide the balance in the pensioninternal reserve account on the company's 
books as of December 3 1,2006. 

3. 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. 

4. Please provide the mount of accumulated deferred federal income taxes on the 
company's books as of December 3 1,2006 related to (1) deferred pension expense, (2) 
the pension internal reserve account, (3) SFAS 871158, and (4) SERP. 

A. 1. The deferred Pension Expense on the Companies books at 3 213 1/06 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. 

2. The b a l m  in the pension internal reserve at 12/31/06 is $925.31 1. 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 I OPEB 
proceeding. However, as shown on the attached worksheet, the Company is calculating 
the entire reserve. I 

3. American Waterworks Company has adopted PAS 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 158. 

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 
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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 p&~pation in the plan as participation in a multiemployer plan.  hi 
election urovides the subsidiarv with the ovtion of record'ing a FAS 87 and FAS 106 
liability or recording only theGshare of thi net periodic cost, without recognition of the 
plan liability." 

4. Please see the attached schedule. 

Respondent: John Casillo I H. Edward Rex (part 4) Date: September 7,2007 
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Long tdand9mnhn Water Company 
D.hmdPensian-186422 
Penrion Awl 506100.16 

Closing Date 
ApH 2005 
May= 

Juns 2005 
Juty 2M)5 
Aylm 
-pt m 
Oct 2005 
Nw2005 
Deem 
Jan 2006 
Feb 2008 
Mar 2006- 

A p a m  
HPy= 

June zoo8 
J I l l y m  
Auem 
Sapc= 
Odm 
N o v m  
Deem 

BALANCE ACT 1186422 

ACrmrrY SHOWN ABOVE 

BALANCE ACT # 188422 

TOTAL ACTNITY m51UIG 

788830.38 AGREES TO JOE 

D&md ANNUAL 
Amount ACTMTY JDE 

18,249.58 
16,6273 
6,548.48 

16,03858 
16.228.87 
19,711.00 
14323.70 
16233.65 
16.12246 
15,101.1~ 
14.619.47 
6,881.61 
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STAFF OF THE DEPARTMENT OF PUBLIC SERVICE 
c 

R e q u ~ t  No.: STAFF - 199 (KJH - 53) 
Requsllted By: Kevin Higgins 
Date of Request: July 18,2007 
Reply Date: July 30,2007 
Subject: OPEB Expense 

1. Please provide the balance of the deferred OPEB expense on the company's books as of 
December 3 1,2006. 

2. Please provide the balance in the OPEB internal reserve account on the company's books 
as of December 3 1,2006. 

3. 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. 

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

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

A. 1. The deferred OPEB Expense on the Companies books at 12/31/06 is a credit balance of 
S 13 1,744. This represents the difference between OPEB Expense per the Commissions 
Policy Statement iCase 91-m-0890) and the OPEB expenserecov&d through rates for 
the period 1993 through 2006. 

2. The balance in the OPEB internal reserve at 1213 1/06 is $1,915,218. This is the interest 
component of the internal reserve. The Company will book the d n i n g  component of 
the internal reserve in conjunction with the fmalization of the Pension I OPEB 
proceeding. However, as shown on the attached worksheet, the Company is calculating 
the entire reserve. 

3. 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. 



Case 07-W-0508 
Long Island Rate Case 

Water Rates 

Exhibit HER-2A 
Page 3g 

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 1 H. Edward Rex (part 5) Date: September 7,2007 
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w i a t . n d - A n n r i m n m h r m n y  
Ddcrrsd OPEB - 1-17 
OPEB Ac6WSlW.18 

I OPE6 - 50b100.18 I 
PHiod A l l a b h  Dahmd ANNUAL 

Closing Date Ending 8.ma Service Allocation Adfudmnta h l o n  Expense Amount AmVlTYJDE 
A d  2 W 5  67,906.35 50.484.00 17.42235 

JU& ZOOS 
Juiy 2W5 = 
-P( = 
Od2M15 
Novm 
Deem 
Jan 2008 
Feb 2008 
M a  2006 

April 2W6 21.037.95 
May 2WB 43.794.59 

J v n  2M)B 43.917.44 
July 2006 49,54283 

48.928.00 
- 2 m  45.1 54.78 
OdZWB 47.710.25 
NwZW8 46.431.92 
Dec2M)6 45,881.91 

TOTAL ACTIVITY 4K1517./06 106.2~.29 106,27629 I 

BALANCE ACT# l a 1 7  

G : ~ m V i u b e r T J  Dowments\Work 3\Pemrkn OPEB PmcwdingWENSON OPEB DEFERRAL AUDIT REPORT UPDATED TO DEC 2OOB.ds 



STAFFIIIIH) (part 4) and #lS9 (part 5l 

Long Island Water 
Deferred Tax Balances 

1 Deferred pensmn expense 
2 pension internal reserve 
3 SFAS 871158 
4 SERP 

1 Deferred opeb expense 
2 OPE6 internal reserve 
3 SFAS 1W158 
4 Medicare Part D subsidy 

balance @ 
account 12/31/06 

ads* federal 
@ 9% bas is 
dr/(v) 
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Long Island Water Corporation 
EBCap 

Cash Working Capital 
For the H N  Ending December 31,2006 

STAFF ADJUSTMENT 

Net 0 B M Expense per company Exhibit 10 page 2 

Weighted Billing Factor (from prior case) 

Total Cash Working Capital 

COMPANY REVISION TO STAFF ADJUSTMENT 

Net 0 (L M Expense per company Exhibit 10 page 2 

Less H N  OBM Adjustments proposed by STAFF 
(per Exhibit BLB-1, Schedule 2) 

Revised Net 0 & M Expense per company Exhibit 10 page 2 

Weighted Billing Factor (from prior case) 

Revised Total HTY Cash Working Capital 

REDUCTION TO STAFF H N  CWC ADJUSTMENT 

Amount 
$18,971.002 
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STAFF OF THE DEPARTMENT OF PUBLIC SERVICE 
MTERROGATORYDOCUMENT REOUEST 

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 I ,  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 a non-depreciable account. Attached to this response are Ule UPIS workpapas from Case 
04-W-0577, which sbow: (1) the CPS as a UPIS Addition in May 2005 to d c  389 
(attachment pg. 1) and, (2) the UPIS Account balances for 2005 (attachment pg. 2) which 
shows the inaease to alc 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-] 10). 

The 395,400 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: 
d c  33 1230 (343) - 6" & greater mains - $23,850 
d c  3201 10 (332) - WT Equipment Purification - $23,850 
a/c 307200 (314) - Wells - $23,850 
d c  304200 (321) - Structures & Improvements - $23,850 

The $95,000 in 2008 is closed to utility plant in December as follows: 
d c  331230 (343) - 6" &greater mains - $23,750 
a/c 3201 10 (332) - WT Equipment Purification - $23,750 
a/c 307200 (314) - Wells - $23,750 
a/c 304200 (321) - Structures & Improvements - $23,750 
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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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Long Island Amerlcan Water 
Domestic Productlon Deduction 
Forthe Rate Year Ending March 31.2009 
(adjusted far adit) 

accumulated 
upls depreciation net plant 

Source of Supply 6,543,753 (1,301,726) 5.242.027 

Pumping 11,683.593 (2,273,035) 9,410,556 

Water Treatment 20,345,629 (3,930,738) 16,414.891 

production plant 38,572,975 (7.505.499) 31,067,476 

total plant 140,274,683 (41.356.816) 98,917,867 

weighted production 
adit rate base cost of income rate deduction 

equity 
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w ~ o l ~ e a u h d ~ . r y p n m o r n m  

Utilltv Services Tax Return Gross Income 
lhrdu vw 2004 

m e t r ~ p o ~ ~ t a & n q n x t a ~  bwhen tax (YITAoumhcnps) (markan X h  the iqympWe box bekw) 
D~)oud~~nouhmYa*s ld lpn~hngoWlonDld lon W ~ W M ~ ~ W ~ D T ~ I W ~ A ( E ~ ~ ~ ~ * Y P ~ ~ J  ~r i=Iw i::i 

........................... 
2 L o n p - t e r m o a r e h w m n o a t s x n s d i i ( ~ F o m , C T ~ m e ~ )  ............. ... ........ ~Ta~afterlonp-termoarshsunrnoeta~oladn(8UW1((dlheZ~Um1J.. :. 
4 P o v n r f o r j o b s t a ~ u s a ( a s e ~ ~ ~ )  ............................... 

Naua(.ubbeotme4Lirmhes). ................................... 
i Rrst Installment D1 almalrd taxfor WplW: 

6r U ~ 0 ~ R b d a ~ & I o t ~ h ~ b m o U n t t r r m F ~ C T b ( h l n e 2 . .  ............ ... 6b H y w d d n o t f l l e F a r n ~ ~ ~ a n d i m b b ~ ~ , O D 0 , 8 a e W ~ ~ e e n t e r O  
7 T ~ f ~ d f l ~ 5 ~ @ - )  ...................................... 
8 Total prepayrnenb (entsr amom l m m e  he6I) ............................ ..... ............... 8 Bhla'n~~(irWm8'Islessthan~ne7,rcbtraol6he8~h7). , .. 10 ~ e n s ) l ~ f o r u n d e r ~ a ~ m e n l o l e s t m e t e d t a n ~ u r ~ b h s ~ ~ ~ ~ ~ - e e e h & c h ~  1.1:. 

11 interest on late paymen! (saehst&om) ............................... 
11 Late (lling ard late payment peM12les (sbd hsbWtkm). ....................... ............ 13 Balance dm (eddUn68 e Ihrou$i I.?; e n f e r ~ l u n , a n d f f l  b e  A abova) ................. 14 Overpayme~(lfllRb7klessfhanmBBuM.cX~7ImmIkred). 
10 Amount ol overpayment to b e m W  to next Perrod. ........................ ........................ 

Mall yovr relurn on w hfne Mamh 16. W.10: 
NY8 CORPORATION TAX 
PROCESSING UNIT 
PO BOX ZPO3S L 41301041052 

4 m . 3  1m ALBANY NV 42201-2098 J 



............... 10 m t s f m m t h e s s l e d p M l d - - f m ~ .  
20 m m h o u * o ( l h . - ~ d p u d ~ l b r l l L n U o m u a p b n - ~ h * ~ s * k  ; . . , . 
21 A l l o W b  dedwlion lm rsoo(pts on 20 f- bdnrdbns) .........:......... 
22 Net rsoslpt.fmm me $.BIB d tha aunnafiW of gas end elecMoily brulllmab a me 

- . . - - -- - - - - - ....... 
- ,~fmnthasaleotrrafer(orultbnsla-ptbnwlaah~ew~ak~e. ...... ... 28 -Fmtxrpts from Ule sale d W~&~emlbn lor Mimale omeunpWn ur us h WYdlltStQ8. 
20 RgeMsfmthee&otlorvlcc*lrmkmdbNrvYakBlsle(bs~).  ........ 

......................... 
fl.400 .................... 

47b Mrd lnetsllmenl fmm Hxm CT404 ..................... 
470 Fwrlh InstaDmsnl lmm Fam CT-400. .................... 



l e  Anwnl of ovs~paymrnl to be credned lo New Yak 6We isx ..................... 
17 Hnoaldo~~mscll(obe~~odIed(oMTAsumhsmoforUlencndwrlal.. . . . . . . a * . . .  

Mall your return by March 16.2005, to: 
NYS CORPORATION TAX 
PROEESGINO UNIT 
PO BOX 220911 
ALBANY NY 12201-2088 




