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May 16, 2018

Mrs. Luly Massaro, Clerk

Public Utilities Commission

89 Jefferson Boulevard

Warwick, RT 02888

RE: Docket 4618 — Revenue Reserve Request

Dear Mrs. Massaro:

Enclosed please find an original and nine (9) copies of Providence Water’s comments
as they relate to the following:

1. Bristol County Water Authority’s Supplemental Objection to The Providence
Water Supply Board’s Request to Transfer Funds filed on May 11, 2018.

2. City of Warwick’s Position Statement in the above matter filed on May 11, 2018.
Electronic copies of these documents have been sent to the service list. If you have

any questions, I can be reached at 521-6300 ext.7217.

Respectfully,

VY s el b

Mary L. Deignan-White
Senior Manager of Regulatory

[+To:
Dk 4618 service list (via email)
File

s:\chalkall\regulatory & budget\2017 revenue reserve filing\lm_prresponses5162018to_ rr.docx
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PROVIDENCE WATER SUPPLY BOARD
REBUTTAL TESTIMONY OF NANCY E. PARRILLO

Please state your full name and title?

Nancy E. Parrillo, Senior Manager — Finance for the Providence Water Supply Board

(Providence Water, PW).

How long have you been employed by Providence Water?

| have been employed since April of 2015 or 3 years.

Would you please state your education, background, and professional associations?

| have a Master’s Degree in Business Administration with a concentration in Finance from

Bryant University. | graduated from Wheaton College in Norton, Massachusetts with a

Bachelor of Arts degree with a major in Economics.

Prior to joining Providence Water, | was the CFO for the Rl Turnpike & Bridge Authority. |
have also spent 12 years in the water and wastewater sectors as CFO for the MA Water
Pollution Abatement Trust, which is the name of the Massachusetts State Revolving Fund

agency, and as CFO for the South Essex Sewerage District, Massachusetts’s second largest

wastewater treatment facility.

| participated in Providence Water’s Docket 4618 in May 2016 through February 2017 and
Docket 4571 in the summer of 2015. | also filed initial testimony in this Docket 4618 in
October 2017 in support of Providence Water’s request to transfer $2,394,651.28 from

the Revenue Reserve Fund to the Operating Fund.
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PROVIDENCE WATER SUPPLY BOARD
REBUTTAL TESTIMONY OF NANCY E. PARRILLO

Please explain your duties and responsibilities.

| am responsible for the Finance Department which includes Accounting, Financial

Planning, Budgeting, Accounts Payable, Payroll, and Regulatory.
What is the purpose of your testimony?

To provide rebuttal testimony for Providence Water in this Docket.
What issues will you address in you rebuttal testimony?

| will be addressing issues raised by the wholesale interveners in their statements filed with the

Commission on May 11, 2018 in response to Providence Water’s transfer request.
How would you like to proceed?

First, | will address Bristol County Water Authority’s (BCWA) Supplemental Objection.
BCWA objects to the Providence Water’s transfer request for 2 reasons:

“1. Fiscal Year 2017 used to support Providence’s request is a “mixed” year

that incorporates projected consumption from two different dockets and is

not a representative rate year.

2. Providence’s request lacks an evidentiary basis.” (BCWA Supp. Objection, at 1).

The correct years were used.

The correct years were used in the calculation. It is true that Providence Water used 2 dockets
to calculate the allowed revenues for this filing. However, that was necessary to properly make
the calculation. Rates set in Docket 4571 were used for consumption covered by those rates
(July 1, 2016 through February 16, 2017), and the rates set in Docket 4618 were used for

consumption covered by those rates (February 17, 2017 through June 30, 2017). See Exhibit
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NEP1A of my initial testimony which illustrates how allowed revenue was properly calculated

based on this pro-rata basis. It represents the reality of the rate structure and revenue

generation.

Consumption was not addressed in Docket 4571.

BCWA also contends that consumption was addressed by the Commission in Docket 4571. This

is incorrect. Docket 4571 addressed only the additional debt service required by the issuance of
bonds to purchase and renovate the new Central Operating facility located at 125 Dupont Drive

in Providence. The new debt service amount was added to the Cost of Service summary from

Docket 4406 for retail sales, and the new rates were calculated based on the consumption

allowance in Docket 4406.

Consumption and revenue are directly correlated.

We also disagree with BCWA's claim that there is no direct correlation between consumption
and revenue. Revenues are primarily based on consumption (i.e., water sales) because
consumption is the unit of measure that we use to we invoice our customers. During the rate
making process, future expenses are calculated, and then the revenue needed to cover those
expenses is calculated based primarily on consumption (with various service charges added to

cover related expenses). In FY2018, retail and wholesale consumption accounts for 77% of total

revenue.

Providence Water did not submit contradictory information; information was updated.

BCWA asserts that PW submitted contradictory information. Schedule NEP1 filed with my initial

testimony notes that the numbers shown in that Schedule were unaudited. At that time
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(October 2017), Providence Water’s audit was not yet complete. However, the numbers filed in
Providence Water’s annual report filed on April 5, 2018 reflect the final audited numbers.
Although final audited revenues show an additional $400,000, this revenue is attributed to
revenue that was income to the East Smithfield Water District and has offsetting expenses that
are related to their operation prior to their merging with Providence Water and thus was not

revenue available to Providence Water. This is required under GASB rules.

Providence Water correctly calculated the shortfall due to reduced consumption.

BCWA also asserts that PW should not be allowed to transfer the amount requested because
the deficit between revenue and expenses was only $762,779 (BCWA Supp. Objection, pg.3).
However, the Docket 4061 Report and Order issued on October 12, 2010 on page 20 item 3

states:

“3. The Providence Water Supply Board is allowed a three percent (3%) net
operating reserve. Two percent (2%) of the reserve shall be restricted and may
only be used to cover shortfalls in allowed revenues upon a showing by
Providence Water Supply Board that the shortfall resulted from reduced
consumption.”(Emphasis added).

My initial testimony documented that the shortfall from reduced consumption was $2,394,651.
Moreover, a transfer from the Revenue Reserve was not intended to trigger a new rate case

examination of all revenues and expenses.
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The information submitted to the Superior Court was based on a calendar vear.

In the Superior Court cases of Town_of Burrillville vs. Clear River Energy, LLC, and et. al. (P.C.

No. 2017-1039) and Conservation Law Foundation, Inc. vs. Clear River Enerqy, LLC, et. al.

(P.C. No 2017-1037), the consumption information that was submitted was based on a
calendar year and not a fiscal year. We used a fiscal year in this request. There is
therefore no contradiction in these numbers.

Reduced consumption is continuing.

BCWA contends that reduced consumption and resulting revenues are not continuing.
BCWA is incorrect. Please see attached Exhibits NEP-REB-1 and 2. Exhibit NEP-REB-1
illustrates that consumption and resulting revenues for FY2016 were down from the
allowed consumption and revenue from Dockets 4406/4571. Consumption in FY2016
was 25,758,388 hcf versus an allowed amount of 26,033,052 hcf, a shortfall of 274,644
hcf. As a result, the revenues for FY2016 were $53,820,837 versus the allowed revenue
of $56,015,821, a shortfall of $2,194,984, which resulted from reduced consumption.
Exhibit NEP-REB-2 further demonstrates that reduced consumption continues.
Consumption numbers for FY2018 are anticipated to be approximately 24,461,349 based
on the first 10 months of actual consumption (July through April, 2018) and estimated
consumption for May and June of 2018 based on an average over the last 3 years. The
anticipated shortfall is approximately 1,389,500 hcf. This FY2018 shortfall will result in

an additional revenue shortfall of approximately $3,627,750.
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Do you have anything else?
Yes. | would like to address the City of Warwick’s objection.

Approval of the transfer will not create a structural deficit.

Mr. Ruggerio contends that this request will establish a “structural deficit” and is an
illustration of a fundamental imbalance in government receipts and expenditures that if
not addressed, will allegedly undermine the financial integrity of Providence Water. This
contention is incorrect. The rate-making process requires that revenues and
expenditures be vetted and approved by the Commission in each rate case. The transfer
will reduce the amount that has accumulated in the revenue reserve, but PW cannot
raise rates to refill that reserve by that amount in the following year as posited by Mr.
Ruggerio. The reserve is funded through an allowed transfer from Operations annually,
but PW is not required nor is it in a position to replace what was used from the reserve in
addition to the required funding authorized in Docket 4618.

The requested transfer is in accordance with the intent of the Commission
in establishing a Revenue Reserve.

The City further contends that PW has not examined options to reduce or eliminate
expenses to reduce the need for the transfer from the Reserve. The Commission
established the Reserve for the explicit purpose of declining consumption and transfers
do not require a rate case to examine expenses. As revenues are received, there is a
specific order in which they are applied to expenses. This is due to a combination of the

Report & Orders issued by the Commission and the PW bond covenants which secure the
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bondholders that are owed debt service. First, the monies required to pay debt service
are accounted for. Next operating expenses are paid to ensure the utility continues to
function properly. Last is the funding of the restricted funds as approved by the PUC in
the current Report & Order. In FY2017, as shown on Exhibit NEP-REB-3, the amount that
did not get transferred to the restricted funds at the close of the fiscal year was
$2,426,468.64. The revenue reserve fund transfer request submitted here was
$2,394,651.28, which is $31,817.36 less than the final amount certified by the
independent auditors.

Do you have anything else to add to this testimony?

Yes. In conclusion, this transfer request, if approved, would allow Providence Water to

fund its restricted funds at the levels required for FY2017.
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