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I. INTRODUCTION

Please state your name and address.
Kevin B. McDonald. My business address is the Narragansett Bay Commission at One

Service Road, Providence, Rl 02905.

Are you the same Kevin McDonald who filed direct testimony in this Docket?

Yes. | am.

What is the purpose of your testimony?

The purpose of my testimony is to respond to the recommendations made in the Direct
Testimony of the Division of Public Utilities and Carriers (“Division”) witness Ralph Smith,
CPA. | am also testifying in support of the rebuttal testimony submitted by Nicholas R.
Weaver. In particular, | will address NBC’s request to increase its Debt Service Coverage

Ratio; NBC’s Long-term Biosolids contract; and, NBC's OMR Fund.

Il. DEBT SERVICE COVERAGE RATIO

Can you please provide a brief recap of NBC’s request to increase its Debt Service
Coverage Ratio in order to fund a larger portion of NBC’s capital program with cash
instead of debt ?

Yes. NBC originally sought to increase its Debt Service Coverage Ratio (“DSCR”) in its Debt
Service Compliance Filing, which was submitted to the Commission on October 6, 2025
(Docket 25-40-WW). In that Docket, NBC sought rates to undertake a $75 million loan
through the Rhode Island Infrastructure Bank (“RIIB”). In addition, NBC sought to increase
its DSCR from 1.25 times the annual debt service to 1.3 times the annual debt service. On
November 14, 2025, the Division submitted a position memorandum in that Docket
whereby it agreed with NBC’s request to increase rates to service the $75 million RIIB
loan, but stated that the proposed DSCR increase “...is better addressed in NBC’s pending

general rate filing (Docket 25-41-WW), where all costs can be reviewed and considered.”
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Did NBC oppose this course of action?

No. Since NBC proposed that the rate increases in the Debt Service Compliance Filing and
this General Rate Filing go into effect simultaneously on July 1, 2026, it did not oppose
shifting the review of its DSCR increase request from Docket 25-40-WW to Docket 25-32-
WW.

Can you briefly summarize why NBC seeks to increase its DSCR in order to fund a larger
portion of NBC’s capital program with cash instead of debt ?

Yes, | incorporate my direct, supplemental and rebuttal testimonies from Docket 25-40-
WW in full, and | will also provide a brief summary. The most important reason for NBC's
request is that it benefits our ratepayers. While NBC’s proposed DSCR increase will add
approximately $2.8 million to NBC’s overall rate year revenue requirement, it results in
exponentially greater savings in the near and long term because it allows NBC to use the
cash generated from higher debt coverage to increase the amount of cash funding of its
capital program and reduce the amount of borrowing. In FY2027, the increased coverage
would reduce the amount NBC needs to borrow in the rate year by approximately $2.8
million dollars and will reduce borrowing by $84 million over 30 years, which equates to
roughly $36 million in ratepayer savings in interest payments. The rate payer impact of
increasing the DSCR to 1.3 for a residential customer using an average of 135 GPD is only

an additional $1.12/month.

In addition, as set forth in my Docket 25-40-WW testimonies, NBC's proposed DSCR
increase will address at least three future risks. First, as pointed out in my Docket 25-40-
WW direct testimony, NBC’s relative leverage as measured by debt to operating revenues
is anomalous among its peers. In S&P’s most recent credit review of NBC, it referenced
NBC’s “... high leverage, at a 65.7% debt to capitalization ratio at the end of fiscal 2024
and a mostly de-funded $512 million capital program through 2031.” The Nationally
Recognized Statistical Rating Organization Moody's uses a similar measure to

S&P, the Debt to Operating Revenue metric, to assess the financial health of municipal

wastewater systems such as NBC, with higher ratios indicating greater leverage and
3
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potentially higher risk. A debt-to-revenue ratio of below 2.5 times annual revenues is
often a positive factor for a rating upgrade, while an increase to around 4.0 times annual
revenues or higher can be a trigger a downgrade. This ratio helps Moody's understand a
system's capacity to handle its debt obligations relative to its income, a key component
of its overall credit quality. NBC’s current ratio is 10.34 times, which places NBC in the
lowest rating for this Moody’s credit factor. This has the potential to negatively impact

NBC’s credit rating, which results in higher borrowing costs.

Second, there may be insufficient room to issue additional debt for future capital projects
without material risk to NBC's credit rating (which in turn impacts the interest rates at
which NBC can borrow) and more importantly, without potentially raising future rates to
levels which approach US Environmental Protection Agency affordability guidelines. This

additional coverage (and therefore higher PAY-GO) helps NBC begin to mitigate this issue.

Third, NBC has historically relied heavily on debt to fund nearly all of its ongoing capital
spending, which was prudent given the historically low interest rates from 2011-2022
when the aggregate weighted average interest rate of NBC’s outstanding debt was only
2.13%. However, interest rates have risen since the pandemic. For example, NBC's first
WIFIA loan bears an interest rate of 1.42%; if NBC closed the same loan today, the interest
rate would be roughly 4.90%. The practical implication for this circumstance is that debt
is less attractive from a ratepayer affordability perspective relative to pay-go cash,

especially when compared to the 2011-2022 time frame.

NBC would like to avoid a situation in the future where it needs increased rates to address
one or more of these risks when it could have been avoided by increasing the DSCR now,

especially where the ratepayer impact is relatively minimal.
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Given these reasons for increasing NBC’s DSCR, what is the Division’s position on NBC’s
proposal?

Mr. Smith’s conclusion about NBC’s request was: “A 1.30 times DSCR is not unreasonable.
However, it also would not be unreasonable to continue the current DSCR of 1.25 times

for NBC in the current case.” (Smith Direct, p. 16., Il. 3-4)

Do you agree with this conclusion?

No. NBC strongly disagrees with this conclusion.

Did Mr. Smith refute NBC’s position that an increase in the DSCR will result in long-term
savings for NBC's ratepayers?

No. Mr. Smith’s testimony does not address the fundamental rationale for the request
that it will reduce the amount NBC needs to borrow in the rate year by approximately
$2.8 million dollars in FY2027 and will reduce borrowing by $84 million over 30 years,

which equates to roughly $36 million in ratepayer savings in interest payments.

If the Division’s position is accepted, it will result in NBC’s ratepayers saving $2.8 million
today in exchange for having to pay $36.0 million over time. As stated in my Docket 25-
40-WW testimonies, NBC aims to gradually transition to a rate structure that funds a
larger portion of major maintenance, repairs, and renewals with cash rather than
additional borrowing. Without this transition, NBC will continue to finance virtually every
dollar spent on major maintenance, repair, and replacement costs each year over a new
30-year period, significantly increasing the long-term burden on ratepayers relative to

paying cash for these activities as they arise each year.

Did Mr. Smith address any of the other factors — high debt leverage, credit downgrades
and rising interest rates — that serve as the basis for NBC’s requests?
No. Mr. Smith did not specifically address these factors. In addition, his testimony claims

that NBC has acknowledged that it has other factors in place to mitigate its debt leverage.
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Specifically, he stated: “NBC’s response to DIV 1-44 acknowledges that NBC has other

factors to mitigate its debt leverage.”

Do you agree with this testimony?

No. Div. 1-44 asked: “Has NBC quantified any benefits to Rhode Island ratepayers from
NBC’s request to increase its debt service coverage requirement for ratemaking purposes
from 1.25 times to 1.30 times? If so, explain fully and provide the related calculations
and supporting documentation.” NBC had a lengthy response that | have attached to my
testimony as Exhibit 1, and which incorporated many of the reasons to increase the DSCR
set forth in my testimony above. NBC does not know what portion of the data response
Mr. Smith is referring to. The best we can guess is he is referring to a portion of the
response that states: “Although NBC's overall financial health is sound and other factors
are mitigating its leverage, this high level of debt, which is driven by NBC’s heavy use of
debt instead of pay-go cash for its capital projects, presents potential material risk for the

future.” The word “mitigating” in that sentence refers to NBC’s current state of affairs,

not its future concerns. It also has nothing to do with NBC’s goal of achieving considerable
future savings for our ratepayers by lowering borrowing amounts, and in turn lowering

interest payments.

lll. LONG TERM BIOSOLIDS CONTRACT

Do you agree with the Division’s adjustment to remove the $250,000 expense for the
long-term Biosolids contract?

No, and there appears to be some confusion as to the nature of the payment, so | will
summarize the basis for NBC’s request. As set forth in my direct testimony in this Docket,
NBC currently uses a vendor (Synagro) that dewaters, transports and disposes of NBC’s
biosolids at an incinerator in Woonsocket, Rhode Island and at facilities outside of Rhode
Island when incineration is unavailable at Woonsocket. However, the City of Woonsocket,
owner of the incinerator, which is NBC’s primary means of biosolids disposal, adopted a
resolution on August 25, 2025, to shutter and close the incinerator. Concurrently with

developments at the Woonsocket incinerator, NBC has been evaluating biosolids disposal
6
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options to address the presence of per- and polyfluoroalkyl substances (“PFAS”) and other
manmade compounds in its biosolids, which could pose significant health and

environmental risks.

NBC is in discussions with a long-term disposal vendor that is in the process of planning,
designing, permitting, and constructing, a licensed biosolids processing facility in Rhode
Island that utilizes pyrolysis technology and other applicable biosolids management
practices that will treat PFAS in a manner to materially mitigate its deleterious impacts.

NBC is required to fund an earnest deposit of $250,000 per year in FY 2027, FY 2028 and
2029, which will be credited against NBC'’s initial disposal service invoices once its
biosolids are processed at the new facility. Thereafter, NBC will pay for disposal services

under the contract.

Can you address Mr. Smith’s testimony that the $250,000 expense “... does not appear
to be an operating expense in the FY 2027 rate year and should thus be removed from
NBC'’s proposed FY 2027 revenue requirement”?

Yes. The commercial terms of this proposed biosolids disposal contract require the
payment of $250,000 in FY 2027, FY 2028, and FY 2029 to receive disposal services starting
in FY 2030. Thereafter, NBC will make payments under the contract each year, and those
payments will certainly be higher than $250,000. So, this contract expense will be part of
NBC’s cost of service for approximately twenty-three years. Although disposal services
would begin in FY 2030, NBC cannot receive these services then without the payments
for each of the next three fiscal years. If not funded out of NBC’s revenue requirement in
FY 2027, NBC cannot make the payment. The fact that the payment is held in escrow and
may be refunded due to potential future performance failure by the vendor does not
change the fact that the expense is a current FY 2027 expense under an operations

contract.

As mentioned previously, the vendor under this biosolids management contract will

utilize the treatment method known as pyrolysis, which offers a viable solution to
7
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effectively remove PFAS and other constituents of emerging concern from biosolids in a
manner to materially mitigate its deleterious impacts. Application of this technology to
treat and dispose of NBC’s biosolids may be more expensive than other disposal solutions
which do not mitigate/destroy PFAS. If the Division intends to disallow costs associated

with the contract going forward, NBC needs cognizance of such an action in this rate case.

IV. OMR FUND

Do you agree with the Division’s recommendation that the insurance deductible
expense not be included in the OMR Fund?

No, and it difficult to reconcile the Division’s position on funding for insurance
deductibles. NBC recently had a $50,000 insurance deductible expense, but there is no
expense line item in NBC’s cost of service to cover this expense. Mr. Smith’s testimony
does not identify a source of revenue to fund insurance deductibles but instead compares
the size of NBC’s insurance deductibles to its electricity expense. Regardless of the
comparative size of these expenses, NBC requires revenue to meet its legitimate expense

regardless of their magnitude.

To that end, NBC has three options to meet its insurance obligations. First, and in NBC’s
view most appropriate, NBC would utilize the OMR fund to pay for insurance deductibles.
The OMR Fund was established to provide access to liquidity for materially variable
operations and maintenance costs (electricity and then biosolids) in amounts in excess of
NBC’s revenue requirement. Given the variability and uncertain frequency of insurance
deductible expenses, it would be more prudent to cover this expense from the OMR Fund

rather than include it as a line-item expense funded from rates.

The second option is for NBC to recurrently budget an insurance deductible line item in

its cost of service. For FY2027, NBC would propose $100,000

The third option and the least optimal, but the one NBC will have to pursue if not granted

relief through option one or two is to obtain insurance policies with 100% coverage and
8
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no deductibles. While this approach would result in premiums that exceed the cost of
NBC’s current insurance structure, it would ostensibly align with the Division’s apparent

position that NBC should not collect revenue to pay deductibles.

It is important to note that although NBC's rate filing includes an operating allowance of
$436,275, the purpose of an operating reserve is to fund unusual costs. Insurance
deductibles are not unusual, and recurrent event-based expenses are not appropriate for
drawing on the allowance. In any case, NBC’s operating reserve is remarkably smaller than
is recommended by experts such as the University of North Carolina’s Environmental
Finance Center, which recommends such allowance be at least 3-4 months of operating
expenses which in the case of NBC, would be roughly $17.5M?; thus, such allowance is

not only inappropriate for such a purpose, but also inadequate.

Please clarify the effective date for removing the Biosolids Disposal expense from the
OMR Fund.

The Biosolids Disposal expense was approved for inclusion in the OMR Fund in Docket 24-
41-WW, in the amount of $7,734,634 for the Fiscal Year ending June 30, 2026. This total
amount reflects the new assumed rate for May-26 and Jun-26. Accordingly, Account
53480 Biosolids will be removed effective July 1, 2026.

PUC Authorized Amount Per Docket 24-41-WW

Annual Monthly

Account Title Amount Amount
53480 Biosolids 7,734,634 644,553
54090 Electricity 5,202,847 433,571
54091 NBC Net Metering Credit (1,526,883) (127,240)
54092 FP Turbines 344,853 28,738
54093 Coventry Wind 252,940 21,078
54095 Green PPA 2,133,098 177,758
54096 Green PPA Net Metering Credit (2,844,760) (237,063)
54097 Biogas 154,758 12,897
11,451,487 954,291

! https://efc.sog.unc.edu/reserve-funds-expect-the-unexpected/



1 V. CONCLUSION

2 Q. Does that conclude your rebuttal testimony?
A.

3 Yes.

10
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DIV 1-44:

Response:

DOCKET 25-32-WW

The Narragansett Bay Commission’s Response
To The Rhode Island Division of

Public Utilities and Carriers’

Data Request

Set 1

Has NBC quantified any benefits to Rhode Island ratepayers from NBC’s request
to increase its debt service coverage requirement for ratemaking purposes from
1.25 times to 1.30 times? If so, explain fully and provide the related calculations
and supporting documentation.

Yes. First and foremost, it will save ratepayers at a minimum of $70,874,256 in
principal and interest payments over 30 years, assuming interest rates at 3.26%.

Please see the Excel Spreadsheet entitled “DIV 1-44 Calculation_2.7M Additional
PAYGO” for the calculations.

Second, as NBC stated in its recent Debt Service Compliance Filing (Docket 25-4-
WW), there are other benefits that cannot be as easily quantified. Given the
magnitude of NBC’s outstanding debt and continuing need to access capital
markets, higher cash funding of its capital program will strengthen NBC’s
financial position, improve its debt-to-operating-revenue ratio, and increase the
ability of NBC to fund the capital program through pay-go capital as opposed to
additional borrowings.

As a result, this coverage will allow NBC to help maintain NBC’s financial
flexibility to respond to new/unknown operational and regulatory demands and
reduce the burden of interest costs on ratepayers in the higher interest rate
environment since the COVID-19 pandemic.

NBC’s Capital Improvement Program (CIP) is funded with a mix of debt and pay-
as-you-go cash (pay-go) funding. In FY 2026, NBC's level of pay-go is among the
lowest of its peer systems in the Northeast and Midwest (Table 1).



DOCKET 25-32-WW

The Narragansett Bay Commission’s Response

To The Rhode Island Division of
Public Utilities and Carriers’
Data Request

Setl
Table 1
Municipal Utility State | % Cash Funding of Capital Program
Great Lakes Water Authority Ml 100%
Springfield Water & Sewer Commission MA | 100%
Northeast Ohio Regional Sewer District OH 84%
City of Evansville Water & Sewer Utility IL 51%
Massachusetts Water Resources Authority MA | 50%
Boston Water and Sewer Commission ME 42%
City of Baltimore Department of Public Works-
Wastewater MD 37%
Four Rivers Sanitation Authority IL 33%
Citizens Energy Group IN 31%
Metropolitan Water Reclamation District of
Greater Chicago IL 22%
Portland Water District ME 21%
Philadelphia Water Department PA 20%
DC Water DC 18%
Washington Suburban Sanitary District MD | 13%
NEW Water Wi 13%
Narragansett Bay Commission RI 9%
Pittsburgh Water & Sewer PA 3%

When considering the mix of debt and pay-go to fund capital expenditures, there are
many potential factors. For instance, the use of pay-go for the CIP reduces long-term
borrowing costs but limits generational equity among ratepayers for projects with a long
useful life. In contrast, the use of debt reduces the need for current rate increases but
transfers these costs (plus interest) to future ratepayers. For NBC, its capital needs are

extensive and the useful life of assets to be funded is generally many years. In addition,
NBC’s regulatory-mandated CSO program is generational in nature with costs in excess
of approximately $2.0 billion. Due to these factors, NBC has historically relied heavily on
debt to fund nearly all of its ongoing capital spending. Given the historically low interest
rates from 2011-2022 (the aggregate weighted average interest rate of NBC's
outstanding debt is only 2.13%), this approach has generally been prudent, as reflected
by NBC’s credit rating of AA- from S&P and AA from Kroll.

However, NBC’s relative leverage as measured by debt to operating revenues is
anomalous among its peers (Table 2). In S&P’s most recent credit review of NBC, it
noted that, “The system’s high leverage, at a 65.7% debt to capitalization ratio at the
end of fiscal 2024 and a mostly de-funded $512 million capital program through 2031.”



DOCKET 25-32-WW

The Narragansett Bay Commission’s Response
To The Rhode Island Division of

Public Utilities and Carriers’

Data Request

Set 1

The Nationally Recognized Statistical Rating Organization Moody's uses a similar
measure to S&P, the Debt to Operating Revenue metric, to assess the financial health of
municipal wastewater systems such as NBC, with higher ratios indicating greater
leverage and potentially higher risk. A debt-to-revenue ratio of below 2.5 times annual
revenues is often a positive factor for a rating upgrade, while an increase to around 4.0
times annual revenues or higher can be a trigger for a downgrade. This ratio helps
Moody's understand a system's capacity to handle its debt obligations relative to its
income, a key component of its overall credit quality. NBC's current ratio is 10.34 times,
which places NBC in the lowest rating for this Moody’s credit factor.

Table 2
Municipal Entity State | Debt to Operating Revenue
Narragansett Bay Commission RI 10.34
Metropolitan Water Reclamation District of Greater
Chicago IL 6.64
Great Lakes Water Authority Ml 6.38
Northeast Ohio Regional Sewer District OH 3.99
DC Water DC 4.19
Citizens Energy Group IN 5.49
Massachusetts Water Resources Authority MA 5.03
City of Baltimore Department of Public Works-
Wastewater MD 4.55
WSSC Water MD 4.34
Pittsburgh Water & Sewer PA 3.85
NEW Water Wi 3.34
Springfield Water & Sewer Commission MA 2.71
Philadelphia Water Department PA 1.91
Four Rivers Sanitation Authority IL 1.88
City of Evansville Water & Sewer Utility IL 1.87
Providence Water Supply Board RI 1.81
Portland Water District ME 1.8

Although NBC'’s overall financial health is sound and other factors are mitigating its
leverage, this high level of debt, which is driven by NBC’s heavy use of debt instead of
pay-go for its capital projects, presents potential material risk for the future. Should NBC
be required to respond to new and currently unknown future regulatory or operational
requirements, requiring capital investments at significant scale beyond NBC’s current
long-term capital forecasts, there may be insufficient room to issue additional debt



DOCKET 25-32-WW

The Narragansett Bay Commission’s Response
To The Rhode Island Division of

Public Utilities and Carriers’

Data Request

Set 1

without placing material risk to NBC’s credit rating (which in turn impacts the interest
rates at which NBC can borrow) and more importantly, without potentially raising future
rates to levels which approach US Environmental Protection Agency affordability
guidelines. This additional coverage (and therefore higher PAY-GO) will help NBC begin
to mitigate this issue.

Sponsored by: Kevin B. McDonald
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