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payment lags since the lead/lag study was performed in 2002. 

Although the Commission believes that there was some effect of the imposition of 
delayed payment penalty provisions since the lead/lag study was performed, the Commission 
does not find any evidence to support an assumption that bills are now being paid in twenty 
days. Whether the actual payment lag is now twenty days, or something less or more, 
requires a new study of revenue lags. The Commission does not normally approve of single 
item modifications to something as complex and containing interdependent variables as a 
lead/lag study. However, under the circumstances the Commission cannot accept that the 
revenue payment lag was not reduced by the approval of the 10% delayed payment penalty. 
Furthermore, the revenue payment lag is not a difficult or time consuming part of a lead lag 
study because all of the information necessary to ascertain that lag comes directly from the 
Company accounts receivable records. Therefore, the Commission will place the parties on 
notice that if the Staff or CAD propose a modification to the revenue lag days based on a 
payment lag analysis of the Company billing and accounts receivable records in the next rate 
case, the Commission will accept that modification without requiring a full-blown lead/lag 
study be conducted. This decision does not preclude the Company from performing a new 
lead/lag study to be filed in its next rate case. 

AWWSC Adiustment to Cash Workinv Capital 

The CAD recommended an additional adjustment to the Company cash working 
capital claim for the Company payments to American Water Works Service Company 
(“AWWSC”). CAD Ex. 2 at pp. 18-19. According to CAD witness Crane, the Company 
should not be required to pay for these services any more rapidly than it would pay for the 
services if they were performed internally. Id. Thus, Ms. Crane adjusted the cash working 
capital associated with payments to the AWWSC by assuming the same 12 day expense lag 
associated with the Company direct labor costs, suggesting that the Company should pay 
AWWSC no earlier than it pays its employees. The effect of this adjustment is to further 
reduce the Company cash working capital by approximately $3 12,000. 

In response, the Company stated that its payments to AWWSC are governed by an 
Agreement authorized by the Commission. See, West Virginia-American Water Company, 
Case No. 88-595-W-PC (Commission Orders, October 20, 1988 and September 27, 1989). 
The Company stated that the contract between it and AWWSC provides that: “As soon as 
practicable after the last day of each month, the AWWSC shall render a bill to Water 
Company for all amounts due from Water Company for services and expenses for such 
month plus an amount equal to the estimated cost of such services and expenses for the 
current month.” Company Ex. MAM-R at p. 73. 

The Commission is not persuaded that the CAD recommendation is unreasonable or 
requires actions on the part of the Company that violate its agreement with AWWSC. The 
agreement allows AWWSC to provide a current bill “as soon as practicable” after the last day 
of each month. It also provides that AWWSC provide an estimate of the bill for the next 
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month. However, there is no provision for advance payment of the next monthly bill. While 
WVAWC should not act unreasonably in making payments to AWWSC, a lag comparable 
with its own payroll lags does not appear to be unreasonable, while an advance payment does 
appear to be unreasonable. The Commission will adopt this additional CAD adjustment to 
the Cash Working Capital. 

Rate Base Reduction for OPEBs 

Staff made two major OPEB related adjustment to rate base. The first adjustment 
reduced rate base by $888,622. Staff stated that the Company normally funds less for OPEBs 
than the amount included for recovery in customer rates. The rate making portion of this 
liability represents ratepayer supplied capital and should be treated as a rate base reduction. 
Staff DKH-SD at p. 11. Staff Ex. No. DKH-SD at pp. 11-12. 

The second OPEB related adjustment that Staff made reduced plant in service by 
$768,892. Staff witness Hatten explained that in West Virginia-American Water Company, 
Case No. 95-0228-W-42T, the parties entered into a stipulation that did not allow the 
Company full rate recovery for the OPEB expense. Instead, a forty-year schedule of 
adjustments that included both increments and decrements to annual FASB 106 cost was 
used. That treatment has been followed in subsequent cases. From 1996 to 2007 these 
decrements to full FASB 106 expense caused the Company to capitalize higher amounts 
related to payroll than that allowed for rate making purposes. Staff DKH-SD at p. 12. Staff 
reduced the resulting overcapitalizing fiom the plant in service for each of the years that the 
schedule of OPEB adjustments has been in effect. Staff Ex. No. DKH-SD at pp. 12-13. 

Company witness Miller disagreed with the Staff reduction of rate base by $889,662. 
Mr. Miller attached Ex. MAM-19, a history of the OPEB expense under U.S. GAAP (“FAS 
106 costs”), to show that the Company funded FAS 106 cost at $4.001 million more than 
recovered in rates. The only year the Company did not fully fund FAS 106 costs was in 
1993. The Company also disagreed with Mr. Hatten’s proposal to eliminate an additional 
$768,892 of rate base stating that the Company had over-capitalized its OPEB expense. 

During cross-examination by the Company, Mr. Hatten stated that he did not have a 
reason to dispute Company witness Miller’s exhibit that the Company funded FAS 106 costs 
above the amounts Mr. Hatten indicated in his testimony. Tr. IV at pp. 254-255. 

The Commission will not adopt the Staff proposed $889,662 rate base reduction. 
Although Mr. Hatten originally calculated an under-funding of OPEBs related to amounts 
allowed for rate making purposes, he stated that he did not dispute Mr. Miller’s exhibit 
showing that the Company had funded its OPEB liabilities to a greater extent than amounts 
allowed in rates. The Commission agrees with the second Staff adjustment related to 
capitalization of payroll and payroll related costs. The Commission allowances for OPEBs 
are different from the allowances calculated under FAS 106, and the amounts capitalized by 
the Company should reflect the Commission authorized OPEB allowances. Staff has 
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