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DIRECT TESTIMONY
OF
SCOTT W. RUNGREN

WITNESS INTRODUCTION

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Scott W. Rungren, and my business address is 727 Craig Road, St. Louis,

Missouri 63141,

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

I am employed by American Water Works Service Company ("Service Company") as a
Financial Analyst III. The Service Company is a subsidiary of American Water Works
Company, Inc. (“American”) that provides various services to American's water utility
subsidiaries. In this proceeding I am testifying on behalf of Missouri-American Water

Company (“MAWC” or “the Company”).

PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND.

In May of 1983, I received a Bachelor of Science degree in Business Administration with
a major in Energy Management from Eastern Illinois University. In May of 1986, 1
received a Master of Business Administration degree with a specialization in Finance

from Northern Illinois University.

PLEASE SUMMARIZE YOUR EMPLOYMENT EXPERIENCE.
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From 1986 to 1999, I was employed by the Illinois Commerce Commission. [ held
various positions while employed there. I joined the Finance Department in 1987, and
was promoted to Senior Financial Analyst in 1989. In 1993, I transferred to what was
then called the Energy Programs Division, returning to the Finance Department in 1995,
again as a Senior Financial Analyst. I remained in that position until February of 1999.
In March of 1999, I began employment with Cinergy Corp., working in the Retail
Commodity Services group focusing on their Real Time Pricing program. In 2001, I
began performing long-run generation planning studies for Cinergy's Kentucky and
Indiana service areas. In May of 2007, I joined American Water as a Financial Analyst
III. My present duties with American Water include the preparation of financings and

rate case related filings for the Company's Central Region.

PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY?

The purpose of my testimony is to present the capital structure that I recommend be used
for computing the Company’s weighted average cost of capital (“WACC”) in this
proceeding. The Company’s WACC, or overall rate of return, reflects, among other
things, the rate of return on common equity recommendation presented in the Direct

Testimony of MAWC witness Ms. Pauline Ahern.

RECOMMENDED OVERALL RATE OF RETURN AND CAPITAL STRUCTURE

WHAT CAPITAL STRUCTURE DO YOU RECOMMEND BE USED FOR

COMPUTING THE COMPANY’S WACC FOR RATEMAKING PURPOSES?
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Since this proceeding will set rates for future service, the capital structure components
should be developed from estimates for the period during which those rates will be in
effect. As a starting point, I used MAWC’s actual capital structure as of December 31,
2007. I then adjusted the component balances in that capital structure to reflect all
changes expected to occur by September 30, 2008, which is the end of the true-up period.
That resulted in a pro-forma September 30, 2008 capital structure that is comprised of
51.99% long-term debt, 0.36% preferred stock, and 47.65% common equity, as shown on

Schedule SWR-1, page 1.

DO YOU BELIEVE THAT MAWC’s PRO-FORMA SEPTEMBER 30, 2008
CAPITAL STRUCTURE IS REASONABLE FOR RATEMAKING PURPOSES?

Yes, I do.

HOW DID YOU DETERMINE THAT CAPITAL STRUCTURE IS
REASONABLE?

To determine whether MAWC’s pro-forma September 30, 2008 capital structure is
reasonable for ratemaking purposes, I examined the average common equity ratios of the
two proxy groups of water utility companies discussed in the Direct Testimony of
MAWC witness Pauline Ahern. Specifically, I compared my proposed common equity
ratio for MAWC to that of Ms. Ahern’s six AUS Utility Reports water companies and to
her group of four Value Line (Standard Edition) water companies. These utilities and
their corresponding financial data are shown on Schedules PMA-4 and PMA-5,
respectively, attached to the Direct Testimony of Ms. Ahern. For the year ended 2006,

the average common equity ratio of Ms. Ahern’s six AUS Utility Reports water

-3.
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companics was 48.74%, with a standard deviation of 5.98%. For the same period, the
average common equity ratio of Ms. Ahern’s four Value Line (Standard Edition) water
companies was 51.52%, with a standard deviation of 4.61%. Thus, MAWC’s pro-forma
September 30, 2008 equity ratio of 47.65% is within one standard deviation of the
average common equity ratio of both Ms. Ahern’s six AUS Utility Reports water

companies and to her group of four Value Line (Standard Edition) water companies.

To further check the reasonableness of my proposed capital structure, I also considered
projected equity ratios from Value Line Investment Survey'. Value Line estimates that
the composite common equity ratio for the water utility industry will be 52.0% in 2007,
51.0% in 2008, and 50.0% over the 2010-2012 time period. Thus, MAWC’s pro-forma
September 30, 2008 equity ratio is also relatively close to Value Line’s projected

common equity ratios for the water utility industry.

Based on these comparisons, [ concluded that MAWC’s pro-forma September 30, 2008
capital structure is reasonable and, thus, should be used to compute the Company’s
WACC in this proceeding. The WACC is used, of course, as the authorized overall rate

of return on rate base.

PLEASE EXPLAIN WHY YOU HAVE NOT INCLUDED SHORT-TERM DEBT
IN YOUR PROPOSED CAPITAL STRUCTURE.
MAWC’s pro-forma September 30, 2008 short-term debt balance is projected to be

zero, as shown on Schedule SWR-1, page 2. The short-term debt balance is being paid

Value Line Investment Survey, January 25, 2008, p. 1424,
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down during 2008 by funds obtained from MAWC’s planned long-term debt issuance

and common equity infusion. These financings are discussed below.

PLEASE EXPLAIN THE PRO-FORMA ADJUSTMENTS YOU MADE TO
MAWC’S LONG-TERM DEBT BALANCE.

Starting with the Company’s actual long-term debt schedule as of December 31, 2007, I
made a pro-forma adjustment to reflect the anticipated $70,000,000 debt issuance
projected for July 31, 2008. Proceeds from this planned issuance will be used to finance
utility property that will be placed in service and to pay down short-term bank debt that is
expected to build up through the normal course of business. 1 also adjusted the long-term
debt schedule to capture the proper amount of debt issuance expense amortization as of
September 30, 2008. The Company’s pro-forma adjusted long-term debt balance is

$374,119,164, as shown on Schedule SWR-1, pages land 3.

PLEASE DESCRIBE THE LONG-TERM DEBT INSTRUMENT THE COMPANY
INTENDS TO ISSUE.

In Commission Case No. WF-2007-0279 the Company received approval to issue up to
$200 million of long-term debt and $105 million of common equity. The Company has
issued $103 million of long-term debt under authority granted by the Order in that case;
thus, MAWC has remaining approval to issue up to $97 million of long-term debt. The
approval granted by the Missouri PSC was for incurring indebtedness to American Water
Capital Corporation (“AWCC”). Thus, the planned $70 million issuance will be in the
form of notes payable to AWCC, at a forecasted interest rate of 6.243%. In addition, the

Company has estimated that the debt issuance costs will total $23 1,000, which, consistent

-5-
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with treatment previously accepted by the Missouri PSC, MAWC proposes be amortized
and recovered over the thirty-year life of this new issuance. The debt rate and issuance
costs can casily be adjusted to actual amounts before the operation of law date in this

proceeding.

WHAT IS MAWC’S COST OF LONG-TERM DEBT?
MAWC’s pro-forma September 30, 2008 cost of long-term debt is 6.17%. The

computation of this cost is shown on Schedule SWR-1, page 3.

PLEASE EXPLAIN THE PRO-FORMA ADJUSTMENT YOU MADE TO
MAWC’S PREFERRED STOCK BALANCE.

I started with the Company’s preferred stock balance as of December 31, 2007 and made
an adjustment to reflect the appropriate amortization of the issuance expense associated
with the $2,500,000 of preference stock. The Company’s pro-forma adjusted preferred

stock balance is $2,600,573, as shown on Schedule SWR-1, pages 1 & 4.

WHAT IS MAWC’S COST OF PREFERRED STOCK?
MAWC’s pro-forma September 30, 2008 cost of preferred stock is 9.17%, as shown on

Schedule SWR-1, pages 1 and 4.

PLEASE EXPLAIN THE PRO-FORMA ADJUSTMENTS YOU MADE TO
MAWC’S COMMON EQUITY BALANCE.,
Starting with the Company’s actual common equity balance as of December 31, 2007, I

made a pro-forma adjustment to reflect MAWC’s planned common equity infusion of

-6-
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$35,000,000 in the form of paid-in capital from its parent, American Water Works
Company, American Water Works Company currently owns 100% of the outstanding
common stock of MAWC, This equity infusion is expected to occur by September 30,
2008, which is the end of the true-up period in this case. The funds from this equity
infusion will be used to finance utility property that will be placed in service and to pay

down short-term debt that is expected to build up through the normal course of business.

PLEASE EXPLAIN ANY OTHER ADJUSTMENTS YOU MADE TO MAWC’S
COMMON EQUITY BALANCE.

I also adjusted MAWC’s December 31, 2007 retained earnings balance, which is a
component of common equity, to capture the changes expected to occur by the end of the
true-up period ending September 30, 2008. Specifically, net income during the period is
projected to be $15,736,894, resulting in expected dividends of $6,445,756. Thus, the net
pro-forma increase to retained earnings is projected to be $9,291,138, and the total pro-
forma common equity balance at September 30, 2008 is $343,216,593, as shown on

Schedule SWR-1, pages 1 and 5.

WHAT COST RATE HAVE YOU APPLIED TO MAWC’S COMMON EQUITY
COMPONENT?

As shown on page 1 of Schedule SWR-1, MAWC’s common equity component has been
assigned a cost of 11.25%. This cost of common equity was developed and
recommended by Ms. Pauline Ahern of AUS Consultants—Ultility Services, MAWC’s

consultant on this issue, who has concluded that MAWC should be afforded the
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opportunity to earn a return on common equity between 11.075 and 11.425%, with a

midpoint of 11.25%.

WHAT IS MAWC’S OVERALL WEIGHTED AVERAGE COST OF CAPITAL?

The overall weighted average cost of capital is calculated by summing the component
costs of the capital structure, with each component weighted by its respective proportion
to total capitalization. Based on the pro-forma capital component balances and
component costs [ have described, MAWC’s WACC is 8.60%, as shown on Schedule
SWR-1, page 1. Thus, I recommend that MAWC be authorized an overall rate of return

on rate base in this proceeding of 8.60%.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes, it does.



GJo | sbed
L-dMS aInpayos

%098
%9ES
%E0°0
%000
%LT'E
Endes

J0 180D
payblap

%STLL
%L1°6
%00°0
%419

ey
}s00

%0000+ 169'82202L S

%S9y £659LC £V

%9€0 £.5'009'2

%000 -

%66°LS LES'LIP'PIE $
ejo1 o junoury
20J9d

XXXX-800Z-4S "ON 9se)
XXXX-800Z-4M ON 358D
80/0¢/6 Ye euuod oid
[E}Ide) JO 3500 abelaAy pejybiom
Auedwo) J9jep UBOLIBUIY-LINOSSIN

uoneziepdes [e30]
Anb3 uowwon
32018 pausRld
198Q wis ] -yoysg
192 wia] -Buo

[ENde) Jo SSen



540 Z 2bed QL1 sesed BjeY g0 UXT ampnag dep
%LL'9
SG0'PLIEZ  OEZ96v'Ze SZELL ES Y RIS 69F'EL9 1L T oreLERLL 000°520°98¢ 000’0000 000°GZ091E 000'08E Y
GE0'6PO'Z  DOO'VE6'L se0'ss 19£'952'9¢ 6E9'EZL'L 985'y 916'+v9l’'L 000'088'6¢ 000'088'68 000°000'0+
L9Z's0e’L  Qe¥'LLT' leg'es OLL'ELT'YE 068'959 618'C £9Z'Z80 000'086'v2Z 000'0£6'vZ 000'000'62
Z6L'LE - T6L1E (202'vL5) Z02'0LS ary'z 910'86% - 000'006'6}
¥EL'BL - FEL'EL {106'92e) L06'82E She'L L0L'Epe - 000'000°Z1
£00'9Z - £00'9Z (512228 SLLZIE 91z 112'268 - 000'000'S1
8L0's9 - 620'c9 (919'298) g/0'708 £2¥'s lev'ols - - -
122'99 - 122'99 (oR9'gLe) 099'018 816's oze'ge8 - -
005'02 - 005'8Z {0sz'c09) 052'e09 Sig'2 $Z9'vT9 - - -
85T - 962'ET {928'c) 9i8'e 866l BIE'LET - - -
Z65'VZR'D  0BL'OBL'D Z0g'ee 981'€L0'201 ¥12'986 118'T $95°110°1 000'000'€01 000'000'c0L 000'000'001
IE'FE9'T  0B0'¥YO'Z 16205 WE'Tr'as 669'LEY'L We'y 1Z9GLIFL 000'08Y' LG 000°'08Y'25 00008y LS
££9'608 08b'6LL £51'08 0£6'E8T Y1 020'60L £15'2 ©89'82L 000'0B6'Y 1 000'066'+1 000°000°51
aLF'oes’'t  o0o'LLLL aL¥'6p 68S'1¥6'LZ LIE'850°L 8lL'y eL¥'Ge0'1 000'000'62 000'000'62 000'000°'62
ovTEL6 06Z'1£6 086'L¥ OLL'LOB'LL 0sz'Ere 66v'E e8L'vi8 000'SPL8l 000'sPL'aL 000'000°64
6881 - 688'7) (0£2'¥92) 0IZTYR L'l 9Lr'sL - - - 0000009
1e8'eeZ 000°s22 LEQ'LL LT LT 82.'82Z 986 109'282 0007005y 000'005'F 000'005'Y
186'T1 - 186'z1 (si6°p8t) SI6'vatL z80°L GLL'PEL - - - 000'056'Y
€18'006 005'268 zie'e £0Z'L82T4 16L'202 882 9L0'612 000'008°21 000°005°2 4 000'00%'2E
§66'652 00152 565'Z GO¥'1G6'T GBS'ZY 012 LS 000'000'S 000000 000'000'e
§66'929 002'£Z9 G618 690'626'L 1£6'04 gig 8LL'eL 000'000'8 000°000'8 000'000'8
008'LLE'Y  OOL'O.S'Y 00L'L £82'0LL'69 114'e2z zHe 000'152 000'000'0L 000'000'0L 000'000'0L
®og [N Bsusdxg BOMER @ 30/06/6 @ BSUBGX] SOGUnSNpY  ZO/IERE @ OIS & SWeuiSPpY  ZOLERL @ oY
1207 158183 K9eq Spaeoo.ld esuadg 1eq Bulog oud asuadxa Bupueising Bluojold  Bupuesing redmouug
Tenuwry’ uonezyouny BN 2ouUenssy HONEZILowny aouenss| Junoury JUhowny
Tenuwny pezrpoweun zﬁco—z paziyoweun Bulo4 oud
oozZots oLLLgL 014122
YOO0(-2002-4S 'ON 8sED
XO00C-8002-4M "ON 858D
S0/0£/6 12 1q0g uute1-Buo Jo 1900 BULIO] O
Auedwoy rejep UBdLOWY-UNOSSIY
¢ Jo z abed

1-HM3S ainpeuysg

Wd 0oL 8002/92/€

[spaso0id 19N 71500 B0t ] = 1g8q uus] -BuoT Je 1500

82/L0/E0 B6/L0/E0 %000'S A - ¥1L005E£QE
8ZHO/E0 86/10/50 %00L'S X - £1L00sea8
SZ/L07LL SE/1L0/LL %005 A- LL0O0SEaR
SZ/LOI90 GE/10/90 %OOL'S N - 01006808
£Z/L0/20 €6/10Z0 %00SS L - 60005208
$ - 80005209
H - £0005£Q9
© - soocseas
d - 50006208
LEI51101 L0rzEI0L %E65'9 81004108
9g/10/21L S0/0ZZ 1 %009¥ iiooliag
ZE/L0/P0 TO/LOMO %00Z'S viooLlag
0E110/€0 00/1.0/£0 %0065 glooziag
8208711 86/10/11 %000's Lipasiag
9ZOILD 96/9Z/20 %0G8'S 01004109
ST/LORR0 86/10/20 %000'G 60004109
€200 £6/81LIS0 %005"S 80002109
PEILO/ED ¥B/9LIE0 %0b1L fo002109
SZ/LO/E0 SB/LZIFD %0858 90002109
1210190 16/L0/90 %0642 S0002109
9E/LE/L0 B0/LE/L0 %EYZ'Q
aeq aeg aEy Rhpaang
Aumen anss| NS e

spuog abebuop ereusty

walao 3qr



G jo ¢ abegq Sd six'@sen 3By g0 YT aunenag den

%LL'6 [enieA BuiiueDso) [enuuy Bjo]] o0)S paussid 4O 1SOD [2l0)
£25'8€2 §6Z'182 892’1 £45°009'C Lev'ie (156) 8/£'ze 000'2£9'Z - 000'2€9°2
%GE6 [enjea BuiliueDnason |enuuy [210) ] ¥00)s eousssyaud Jo 1800
ge/'oez 005’622 e9z'L £15'89b'C fev'ie {Lg6) 81228 000'005'2 - 000°00S'e
89/'0ez 005'622 89Z'L £18'a9r' zv'ie (L56) 8.£'2E 000°005'2 p00'00S° LE66LIEOL
%88'S [enjea Bulkiienaso) [enuuy jejo]] yoois pausald Jo 1500
GSL'. GGL'L - 000'ZEL - - - oo0'zelL - 000'zelL
GG 652 - ooo‘geL - - - ooo'zel - 000°ZEL 9961/L L0
1500 SPUSpIAI] UONEZHoWY BO/MEE @ BOOEHE @ SIUSWSTpY J0/15/Z1 @ BOOL/6© Sewsnpy  ZO715/2l © panss)
|10l |Jenuuy {enuuy anjea asuadxg asuadx3y Buipueising Buipugising aeq
Burluen aouenss| 30uUBnss|
pazipoweun pazijowreun
oLsLel ELLSLE
XOO0(-800Z-YS "ON a56D
XOO(-8002-HM "ON 9seQ
80/0€/6 1€ 205 paliajeld JO JS0D BULCY Old
Auedwon J9JBA UROLBLWIY-LNOSSIY
G jo ¢ sbed

LHMS einpeyog

Wd OF:1 800¢/82/€

HO0ig pailaiald [elol

ool $ %eLe 1000418d
¥00}g SouUI9Ld

001 $ %5486 £000L1L8d
HI0)S peL3jald aAneInWny

SNEA JEJ SiEy puspiAlg  JBbpolgna
anss| 1qaQ

walgo 3ar



G 40 ¥ obed

000°000°6E $

uoTSNyu| AINbg
UOWILIOD)

§ 40 7 abed
I-4MS 2INpayds

aLs six'ese) sjey go yx3 ainonng den

000°000°0L $

S5Uenss|
1990 11

(ee's2P'L00'L) 80/0¢/6 © aoueleg
(6e'sZy'200°L) 8002/0£/6
SV ET6'L8L'VE 800Z/1€/8
¥9'166'VERVE 8002/1€/2
£¥'905°'/£8°201 8002/0¢/9
G/'8v0'GTL LOL 800Z/LE/S
78'9Z1'8E'v6 800Z/0E/¥
LE'¥92'026'6L 800Z/LE/E
Z.'9G6'08/'LS 8002/82/2
Z6€08'250' LY 800Z/LE/L
¥8'2CL'0/6'9Y L00Z/1E2L
00'890'L12'22 200Z/0€/11
oL'L66'9sE v 100Z/LE/0L
eL8zL'IGP'99 ¢ 100Z/08/6
aoueeg 3eq
1990 18

OO(X-8002-MS "ON 3seD
JOO(X-800Z-YM "ON 9sed
80/0€/6 e Jqog wida] HoYys eulod old
Auedwo?) J9JeAs UBDLISUNY-LINOSSIN

Nd O¥'L 800¢/8Z/€



G Jo g abey §O sX'ase] 91ey g0 ux3 aunonng den Wd 0%:L 800Z/se/S

8c1°162'6 awisnipy 3y UL 0id [BJOL
(952°Stp'9)
96.'6h'9 80 1dag - uer 4gy
SPUBPIAI] BLLIOH Old UCLIWOY) (SS37
¥68'9€2'G1
6808/ 'Sl 80 1dsg - uer 4gv
UoLIWOY 0} lgE(IBAY SLUCOU| 19N PPY
sbuiuie pauiejoy
Q171 mau yim ainons [eydes ulguiew 0] 000'000°SE 8002Z/0¢/60 Aunb3 jeuoppy
SjuaWsnipy BuLI6d-Gig
€650l ehe  (99.'Gkv 9) ¥68'9€2'GL  000°000'SE GSH'GZ6'86C ARinb3 uowwo) [ejo)
208'/S¥ LrL  {9G1'Svb'D) ¥68'0€2'GL - $99'091 ‘€L sfuiuieg paurelsy
912'$9L'G01 - - 000'000'SE QL/'v¥9.'04 [eyde) ui-pied
G/0'v66'S6 - - G/0'v66'G6 39018 UowILWoD
800¢/0E/6 @ Pled SPUSPIAI] SWODUIJON  Uosnju| Anbs  700z/18/21 ©
souejeg sjuswsnipy aoue|eg

XXXX-800Z-4S "ON ose)
XXXX-8002-4M "ON aseD
80/0¢/6 3 A3Inb3 uowwo) ewiog oig
Auedwo) Jajepn UBOLIAWUY-LINOSSIY

g Jo g abed
L-HMS aInpayog



