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I. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

INTRODUCTION AND QUALIFICATIONS 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Michael E. Burton and my business address is 2902 Isabella Blvd., 

Suite 20, Jacksonville Beach, Florida. 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am the President and Owner of Burton & Associates, Inc., a utility finance and 

economics consulting firm. 

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 

BUSINESS EXPERIENCE. 

I graduated fiom the University of Florida with a Bachelor of Science Degree in 

Industrial Engineering. I also completed MBA coursework in Finance at Georgia 

State University. I have over 30 years experience in water resources economics 

management consulting, ten years of which have been with Arthur Young & 

Company (now Cap Gemini Ernst & Young), one of the largest accounting and 

management-consulting firms in the nation. I was a principal of that firm and 

served as Director of the Florida Utility Finance Consulting Practice. My lengthy 

experience in the financial management of water, wastewater, reclaimed water 

and stormwater utilities has included rate case assistance to private utilities, rate 

regulation assistance to jurisdictional counties, utility acquisition analyses and 

consensus building, user chargehate studies, impact fee studies, financial advisory 
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services for the issuance of revenue bonds, bond issue feasibility studiedforecasts, 

expert witness testimony, and strategic planning for the provision of utility 

services for governmental jurisdictions and private developers. A copy of my 

resume detailing my education and work experience is attached to this testimony 

as MEB Exhibit 1. 

Q. 

A. 

PLEASE DESCRIBE BURTON & ASSOCIATES, INC. 

I founded Burton & Associates in April of 1988. Since that time, the finn has 

specialized in utility economics. Burton & Associates has developed proprietary 

software and an interactive process specifically to accomplish the integration of 

the financial planning and ratemaking process with the capital planning process. 

The firm provides services in multiple areas, including retail and wholesale cost 

of service and rate studies, utility economics, financial program development, 

system and property valuation and analyses, operations and performance reviews, 

strategic planning, financial feasibility analyses, privatization and managed 

competition analyses, and development of capital finance plans integrated with 

the client’s overall hancial management program. A copy of the firm resume is 

attached to this testimony as Exhibit MEB 2. 
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Q. 

A. 

Q. 

A. 

WHAT ARE YOUR RESPONSIBILITIES WITH BURTON & 

ASSOCIATES, INC.? 

As President and Owner of Burton & Associates, I provide expert professional 

utility economics services to the firm’s clients, manage each client project as 

Project Director, and oversee my staffs provision of professional services to our 

clients on behalf of the firm. I also define and upgrade all technical tools used by 

fm staff to deliver services to our clients. I oversee the education of firm staff 

regarding industry and regulatory changes and have written a number of papers 

for and have made multiple presentations to industry participants and professional 

organizations that have a stake or interest in water resources. I upgrade and 

change our services delivery process in response to feedback fiom our clients and 

fiom industry professionals on a regular basis. I am personally involved in each 

and every consulting project for the firm. 

WHAT IS YOUR EXPERIENCE IN UTILITY RATE REGULATION? 

As explained in detail in my resume, I served for over ten years as the regulatory 

consultant to the St. John’s County Water and Sewer Authority (“SJCWSA”). In 

this capacity, I reviewed all rate case applications and proceedings brought before 

the authority and developed recommendations with regard to SJCWSA actions 

relating to those proceedings. In addition, I have assisted in the preparation of 

rate case applications and related proceedings for private utilities regulated by the 
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Florida Public Service Commission (“FPSC”). I have served as an expert witness 

in numerous proceedings before both the SJCWSA and the FPSC. 

Q. 

A. 

Q. 

A. 

ARE YOU A MEMBER OF ANY INDUSTRY GROUPS OR 

ORGANIZATIONS? 

Yes. I am currently a member of the American Water Works Association, where 

I serve as a member of its Rate and Charges Subcommittee. As a member of that 

subcommittee, I am currently serving on a task force as a co-author of a Small 

System Rates Manual. 

WHAT MANUALS, PAPERS OR ARTICLES HAVE YOU WRITTEN 

AND WHAT PRESENTATIONS HAVE YOU MADE AS A UTILITY. 

ECONOMICS PROFESSIONAL CONSULTANT? 

I have written, co-authored or presented the following: 1) AWWA MANUAL- 

RATE MAKING FOR SMALL UmIms-Co-Authoring for AWWA. Due for 

publication in 2004; 2) INTEGRATION OF CAPITAL AND FINANCIAL PLANNING- 

Written and presented at the Florida Water Resources Conference-2003 -Tampa, 

Florida; 3) FINANCIAL IMPLICATION OF ALTERNATIVE WATER SUPPLY - Written 

and presented at the Florida Water Resources Conference-2003 Tampa, Florida; 

4) THE EFFECT OF INCLINING BLOCK WATER RATES UPON WATER USAGE & 

REVENUE -Presented at the Florida Water Resources Conference-2003 Tampa, 

Florida; 5) IWLEMENTATION OF RECLAIMED WATER RATES & METERING - Co- 
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Authored With Al Castro, P.E. - Orange County Utilities, written and presented at 

the Florida Water Resources Conference-2002 Orlando, Florida, and published in 

the FWR Journal - 2002; 6 )  WATER RATE MAKING FOR GOVERNMENTAL 

UT~I”ES - Written for presentation to the St. Johns River Water Management 

District under contract with the Orange County Public Utilities (utilities serving 

the greater Orlando area) - 2001; 7) EVALUATING & SETTING RATES-Written and 

presented at the Water Environment Federation, Dallas, Texas 1998; 8) 

RECLAIMED WATER RATE MAKING - Written and presented at the AWWA 1998 

Water Reuse Symposium in Orlando, Florida (February 1998); 8) AN 

AUTOMATED COMPUTER MODEL FOR THE FUNDING AND MANAGEMENT OF 

REUSE SYSTEMS - Written and presented at the AWWA 1994 Water Reuse 

Symposium in Dallas, Texas (March 1994). 

Q. 

A. 

ON WHOSE BEHALF ARE YOU TESTIFYTNG IN THIS RATE CASE? 

I am testifying on behalf of the Town of Youngtown (“Youngtown” or “Town”). 

Youngtown and its residents are customers of Arizona-American Water Company 

(“Arizona American” or “Company”) and thus have a direct and substantial 

interest in the outcome of the Company’s requested rate increase. As such, my 

associate Andrew J. Burnham and I expended a considerable amount of time 

analyzing the Arizona-American’s Rate Increase Application to determine 

whether the Company’s requested rate increase was in the public interest and fair 

and reasonable to Youngtown and its residents. 
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11. SUMMARY OF RECOMMENDATIONS 

Q. WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY IN THIS 

RATE CASE? 

A. The purpose of my Direct Testimony is to make the following four 

recommendations to the Administrative Law Judge (“ALJ”), based on my 

analysis of Arizona-American’s Rate Increase Application, in deciding the 

outcome of this proceeding: 

First, the Original Cost Rate Base (“OCRB”) should be utilized as Fair Value 

Rate Base (“FVRB”) in this rate case. 

Second, that as a matter of public interest, the Commission should defer the 

accounting treatment of any acquisition adjustment fkom Arizona-American’s 

purchase of Citizens’ assets until such point in time that the Company formally 

requests recovery of an actual acquisition adjustment amount and there is 

sufficient experience so the Commission can properly evaluate whether the 

customers are receiving any demonstrable benefits as a result of the acquisition. 

Third, that as matter of fairness to all of Arizona-American’s customers in the Sun 

City Water District, the Company should revise its irrigation water rate tariffto 
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also include service to Youngtown, including Maricopa Lake maintained by 

Youngtown and open to the public. 

Lastly, the Commission should require Arizona-American to work with the 

Youngtown Mayor and City Counsel as well as the Fire Marshal for the Sun City 

Fire Department to develop a long-range plan to remedy any and all existing 

water service adequacy problems to Youngtown’s fire hydrants located within the 

Company’s Sun City Water District. 

111. 

Q. 

A. 

DETERMINATION OF FVRB 

HOW DOES ARIZONA-AMERICAN PROPOSE TO CALCULATE FVRB 

FOR ITS VARIOUS WATER AND WASTEWATER DISTRICTS? 

Arizona-American proposes to use its calculation of Reconstruction Cost New 

less Depreciation (“RCND”) rate base as FVRB for each of the Company’s 

districts. The RCND method is a calculated representation, in current dollars, of 

what it might cost to reconstruct the existing plant that multiplies the original cost 

of the facilities by a selected index (by month and year of acquisition). Arizona- 

American made adjustments for retirements and additions, and trended 

accumulated depreciation balances based on the ratio of total RCN plant value to 

total original plant costs and subtracted those balances fiom the RCN. This 

calculation was then used by Arizona-American as the FVRB. 



9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

I 

Michael E. Burton 
Prefiled Direct Testimony 
Docket No. WS-0 1303A-02-0867, et al. 
Page 8 

Q* 

A. 

Q. 

A. 

Q. 

A. 

DO YOU BELIEVE THAT ARIZONA-AMERICAN’S APPROACH TO 

CALCULATE FVRB FOR ITS VARIOUS WATER AND WASTEWATER 

DISTRICTS IS APPROPRIATE? 

No. 

WHAT DO YOU BELIEVE IS THE APPROPRIATE APPROACH TO 

CALCULATE THE CURRENT VALUE OF WATER AND 

WASTEWATER ASSETS? 

Clearly the best approach to determine the fair value of assets upon which a utility 

may earn a return is one that utilizes a combination of multiple valuation methods 

that would likely include RCND and an income approach, based upon OCRB and 

any other relevant factors that are relevant to the particular utility. 

WHY THEN ARE YOU ADVOCATING THE USE OF OCRB ALONE AS 

FVRB IN THIS INSTANCE? 

Because Arizona Corporation Commission (“Commission”) Decision No. 63584, 

dated April 24,2001, approving Arizona-American’s purchase of Citizens’ water 

and wastewater assets, essentially mandates that the use of RCND in a fair value 

determination must be deferred until such time as Arizona-American requests 

recovery of an acquisition amount. A copy of Decision No. 63584 is attached to 

this testimony as MEB Exhibit 3. Furthermore, as I read the Decision, Arizona- 

American’s purchase of Citizens’ water and wastewater assets included the 
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express condition that any request for an acquisition must include a showing of a 

clear and quantifiable public benefit that would not have existed had the sale not 

occurred. 

Q. YOU MENTIONED THE SHOWING OF “PUBLIC BENEFIT” IN YOUR 

PRIOR ANSWER. DO YOU BELIEVE THAT PUBLIC BENEFITS 

FACTOR INTO THE FVRB DETERMINATION? 

Yes. The OCRB reflects the amount actually paid for property when it was A. 

initially devoted to a public purpose, less the amount consumed through use (i.e., 

depreciation). Use of any FVRB greater than the OCRB causes the ratepayers to 

provide a return on dollars that were not actually expended on property devoted to 

a public purpose. On the other hand, RCND is an estimate of the depreciated 

value of the property adjusted for current prices. If a FVRB based on RCND 

causes rates to be higher than what they would be under a straight OCRB 

approach as in this case, then the utility must demonstrate a public benefit 

justdjing the use of RCND in the FVRB determination. For Arizona-American’s 

assets acquired from Citizens to be worth more than OCRB, the Company must 

prove that awarding additional “worth” resulting fkom using RCND in the FVRB 

determination provides incremental public benefit above that provided if OCRB 

were used as FVRB. If no additional public benefit can be proven from the 

awarding of higher rates resulting from a FVRB calculation relying upon RCND, 

there should not be a premium of value above OCRB. 
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Q. PLEASE EXPLAIN WHY THE RECOVERY OF AN ACQUISITION 

ADJUSTMENT AND THE USE OF RCND RATE BASE FOR 

CALCULATING FVRB MUST BE CONSIDERED SIMULTANEOUSLY 

IN THE CASE OF ARIZONA-AMERICAN. 

A. As I mentioned, RCND is one factor, that when considered in conjunction with 

other valuation methods and all other factors relevant to the utility, can assist a 

regulatory body, such as the Commission, in establishing a reasonable estimation 

of fair value of the plant. A purchaser in determining what to pay for a utility 

should consider these same factors. On the other hand, an acquisition adjustment 

seeks to adjust the utility’s books so that the plant’s book value is closer to the 

amount paid by the willing buyer. Thus, two recovery of an acquisition 

adjustment and the use of RCND rate base for calculating FVRB are related and 

are intended to accomplish the same purpose - to reflect the value of the plant 

placed in service. 

The Commission, however, has already set forth the criteria that must be met 

before Arizona-American can request recovery of an amount above the original 

costs of these assets. Because of Arizona-American’s proposal to defer the 

detennination of an acquisition adjustment amount, any determination of current 

fair value that is based on anything but original cost has in essence been held in 

abeyance. By deferring its request for an amount of an acquisition adjustment, 

Arizona-American has effectively deferred the Commission’s determination of 
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the appropriateness of valuing Arizona-American’s utility assets above original 

cost less depreciation. By allowing any use of RCND in determining FVRB now, 

the Commission would be allowing Arizona-American to side-step a condition 

fiom the previous Decision and Order (Decision No. 63584) and achieve a 

premium in value (indicative of an acquisition adjustment) without demonstrating 

public benefit. Therefore, with the decision still looming regarding the recovery 

and size of an acquisition adjustment, the Commission should require the use of 

OCRB as the FVRB. 

Q 

A. 

THEN WHY DO YOU BELIEVE THAT ARIZONA-AMERICAN HAS 

REQUESTED DEFERRAL OF AN ACQUISITION ADJUSTMENT IF IT 

IS CRITICAL TO THE DETERMINATION OF FAIR VALUE? 

An acquisition adjustment is an adjustment to rate base to reflect the difference 

between OCRB and the fair value of the utility acquired. As I stated before, the 

Commission has conditioned the award of the amount of an acquisition 

adjustment, if any, by requiring that Arizona-American clearly demonstrate the 

public benefit of the acquisition. I believe that logically, Arizona-American must 

know that demonstrating a public benefit will be difficult; therefore, the strategy 

of asking for RCND as FVRB, prior to having to demonstrate public benefit, 

effectively bypasses the issue. Furthermore, if the Commission accepts Arizona- 

American’s proposal to use RCND as FVRB in this proceeding, the Commission 

will have effectively approved an acquisition adjustment without Arizona- 
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American having to comply with the provision of the Commission’s prior 

Decision and Order that public benefit must be demonstrated. 

IV. 

Q. 

A. 

DEFERRAL OF ACCOUNTING TREATMENT FOR 

ACOUISITION ADJUSTMENT 

WHAT IS YOUR POSITION REGARDING ARIZONA-AMERICAN’S 

REQUEST TO RECEIVE REGULATORY APPROVAL FOR CERTAIN 

ACCOUNTING TREATMENT OF AN ACQUISITIQN ADJUSTMENT, 

BUT DEFER THE DETERNIINATION OF AN ACTUAL AMOUNT OF 

THE ACQUISITION ADJUSTMENT? 

Arizona-American’s request for accounting treatment prior to establishing the 

dollar amount which, the accounting would be applied, is simply illogical and 

inappropriate. The more prudent, and appropriate approach is to have the specific 

dollar amount and the accounting treatment for that dollar amount established 

simultaneously for the following reasons: 

1. The appropriate accounting approach for an acquisition adjustment 

may well vary depending upon the amount of the adjustment; 

The establishment of accounting treatment for something that may 

not exist could result in a wasted effort ifan acquisition adjustment 

is not awarded; and 

This proceeding likely has different participants than will the 

proceeding in which the dollar value of any acquisition adjustment 

2. 

3. 
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is to be established due to the fimdamental topical differences and 

timing. That means that parties who would take issue with any and 

all aspects of an acquisition adjustment in a hture proceeding will 

be bound by the results of this proceeding (in regards to accounting 

treatment of an acquisition adjustment), of which they might not 

have been a participant. 

V. 

Q. 

A. 

Q. 

A. 

IRRIGATION WATER TARIFF 

DOES ARIZONA-AMERICAN CURRENTLY HAVE IN ITS RATE 

STRUCTURE AN IRRIGATION WATER TARIFF FOR THE 

COMPANY’S SUN CITY WATER DISTRICT? 

Yes. Arizona-American has in its existing rate structure an irrigation water tariff, 

which applies to recreation lakes located in the Company’s Sun City Water 

District. 

DOES ARIZONA-AMERICAN’S IRRIGATION WATER TARIFF ALSO 

APPLY TO THE RECREATION LAKES IN YOUNGTOWN? 

No. Arizona-American’s irrigation water tariff is currently not available to the 

recreation lake in Youngtown; namely the Maricopa Lake. Because the irrigation 

water tariffis a lower rate than general service rates, Youngtown currently pays 

more for water service to its recreation lake than Arizona-American’s other 

recreation lake customers in the Company’s Sun City Water District. 
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Q. 

A. 

VI. 

Q. 

A. 

DOES YOUNGTOWN DESIRE THAT ARIZONA-AMERICAN REVISE 

ITS IRRIGATION WATER TARIFF SO THAT IT IS AVAILABLE TO 

THE RECREATION LAKES IN YOUNGTOWN? 

Yes. As a matter of fairness, Youngtown believes that it should be charged the 

same service rate for its recreation lakes as other customers in the Company’s Sun 

City Water District. As shown in the attached letter fi-om Arizona-American to 

the then presiding Mayor of Youngtown, the Company apparently agrees that this 

rate case is the appropriate regulatory forum for Youngtown to request a revision 

to the Company’s current irrigation water rate tariff so that the tarifTalso includes 

any recreation lakes located in Youngtown. A copy of the letter fi-om Arizona- 

American to the Town of Youngtown is attached to this testimony as MEB 

Exhibit 4. 

ADEQUACY OF WATER SERVICE TO YOUNGTOWN FIRE 

HYDRANTS 

DOES YOUNGTOWN HAVE ANY CONCERNS OVER THE ADEQUACY 

OF WATER SERVICE TO THE TOWN’S FIRE HYDRANTS? 

Yes. I am informed by the Youngtown Mayor and Council Members, as well as 

the Fire Marshal for the Sun City Fire Department, that they are concerned with 

the adequacy of water service to certain of the fire hydrants located within 

Youngtown. This concerned was recently memorialized in a letter fi-om Steve D. 

Morrow, Fire Marshal, Sun City Fire Department to the Youngtown Mayor and 
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Town Council. A copy of the letter is attached to this testimony as MEB Exhibit 

5. 

Youngtown, as well as the Sun City Fire Department, are concerned that several 

areas of Arizona-American’s water system serving Youngtown may have sub- 

standard size main and branch lines to support the required size and type fire 

hydrant to achieve required fire flows for residential and commercial structures. 

They are also concerned that pocket areas of Youngtown may lack fire hydrants 

altogether. Lastly, they are concerned with flow pressure depending on location 

of fire hydrant within Youngtown and time of day the fire hydrant would need to 

be used by the fire department. 

Q. 

A. 

DOES YOUNGTOWN PROPOSED A SOLUTION TO REMEDYING THE 

DEFICIENCIES IN ARIZONA-AMERICAN’S WATER SERVICE TO 

YOUNGTOWN’S FIRE HYDRANTS? 

Yes. Youngtown proposes that Arizona-American commence a “Fire Hydrant 

Water Service Improvement Plan”, which would be a five-year plan, to remedy 

any identified deficiencies in the Company’s water service to Youngtown’s fire 

hydrants, including those deficiencies specifically identitied above by the Sun 

City Fire Department in MEB Exhibit 5. This proposal includes the requirement 

that Arizona-American include the participation of Youngtown, as well as the Sun 
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City Fire Department, in the Company’s development of the five-year Fire 

Hydrant Water Service Improvement Plan. 

Q. DOES THIS CONCLUDE YOUR PREFILED DIRECT TESTIMONY? 

A. Yes. 

Fi1753- IO-I/ACC Proceeding/Direct TestimonyDirect Testimony.Burton.FlNAL 



MEB Exhibit 1 

MICHAEL E. BURTON 

SUMMARY 
Mr. Burton has over 30 years experience in water resources economics management consulting, ten years 
of which have been with Arthur Young & Company, one of the "Big Eight" national accounting and 
management consulting fms. Mr. Burton was a principal of the fm and served as Director of the 
Florida Governmental Services - Utility Finance Consulting Practice. 

His experience in the financial management of water, wastewater, reclaimed water and stormwater 
utilities includes user chargehate studies, impact fee studies, financial advisory services for the issuance 
of revenue bonds, bond issue feasibility studies/forecasts, strategic planning for the provision of utility 
services for governmental jurisdictions and private developers, rate case assistance to private utilities, rate 
regulation assistance to jurisdictional counties, utility acquisition analyses and consensus building. 

PROFESSIONAL EXPERIENCE 
Mr. Burton's experience includes the following areas of practice: 

y Water, Wastewater, Reclaimed Water, and Stormwater - 

Revenue suflciency analysis, 
Cost allocation determination, 
CIP program development, 
Funding anaQses, 
Financial management programs, 
Regulatory assistance, 
Rates programs, 
Rate structure desim. 

V '  

0 Impact fees, 
0 Unaccounted for water audits 

0 Utility valuations, 
0 Acquisition planning and 

analyses, 
0 Strategic planning and 

economic impact 
quantification, 

0 Water resources planning 
including alternative source of 
supply, and 

0 Rate case assistance 
Expert mtness Testimony 

y Governmental Services - Impact fees, capital improvement programs, user fees, 
contracting with the private sector, general government financial analysis and 
management program development. 

y SoZid Waste - Governmental, regulated private franchises, rates, tipping fees, operations 
audits. 
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y Regulatory Agencies - Counties, municipalities, Ph A c  Service Commissions, Department of 
Environmental Regulation, U. S. Environmental Protection Agency, water management 
districts, water and sewer authorities. 

Y EXPERTISE 
Functional areas of expertise and direct consulting experience include: 

y Fully Allocated Cost of Service, Water, Wastewater, Reclaimed Water and 
Stormwater Rate Studies 
< Determination of operations & maintenance costs 

$ Direct costs 
$ Indirect costs identification of capital costs 
$ Capital improvement Programs 
$ Debt service requirements 
$ Renewal & replacement 
Determination of rate base (regulated utilities) 
$ Fixed assetdplant investments 
$ 
$ Service availability fees 
$ Used and useful analysis 
$ 

< 

Contributions in aid of construction (CIAC) 

Weighted cost of capital to include: 
T Debt/equity ratios 
T Cost of money 
T Return on equity 

< Allocation of costs 
$ Fixed 
$ Variable 
$ Capacity 
$ Demand 
$ Special services 

< Commodity demand projections 
< Rate structure design 

$ ERC Determination 
$ Fixed or minimum charges 
$ Usage/commodity charges 
$ Specific service charges 
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y Impact Fee Development 

EXPERTISE - CONTINUED 

Functional areas of expertise and direct consulting experience include: 

y Fullv Allocated Cost of Service, Water, Wastewater, Reclaimed Water and 
Stormwater Rate Studies - Continued 

< Utility impact fees 
$ Water & sewer 
$ Solid waste 

< Municipal services impact fees 
$ Parks and recreation 
$ Fire 
$ Police 
$ Transportation 
$ General government 

y Capital Improvement Programs 
< Concurrency management plans 
< Regulatory compliance 
< Funding source analysis 
< Financial feasibility analysis 
< Developer regulations/agreements 

y Special Fee Determination (consumptive use permits application fees, etc.1 
y Regulatory Compliance 

y Operations AuditLAnalvsis 
< Organization and staffing 
< Customer service 
< Resource management 

y Revenue Bond Financing 
< Financial advisory services 

$ 
$ Structure of financing 

Undenvri ter evalua tiodselec tion 

< Feasibility studies/forecasts 

y Inventory and Valuation of Fixed Assets 
y Utilitv Valuation for SaldAcquisition 

TfR 
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EXPERTISE - CONTINUED 

y Stratenic Planning 
< Governmental jurisdictions 

$ Definition of service objectives 
T Service area($ 
T Service area jurisdiction policy 
T Level of service 

$ Regulatory policies and procedures 
$ Definition of framework for growth 

T Facilities and operations 
. . Main extension policies 

. . Utility acquisition plans 

. . 

. . 

.. Utility acquisition funding strategy 

. . Cost impacthate projections 

. . Capital requirements 

.. 

. . Assessment policies 

.. Impact fees 

Organization and staffig requirements 
Regulatory resources (staff, consultants, etc.) 

T Funding 

Contributions in aid of construction policy 

< Private utilities and developers 
$ 

$ 

Utility planning relative to regulatory constraints and development plan 
alternatives 
Capital requirements, projected rates, plant investment strategy 
T Phasing relative to growth and impact on used and usefil plant 
T Analysis of debt/equity ratios to maximize return 



MICHAEL E. BURTON 

PUBLICATIONS & PRESENTATIONS 
Recent publications and presentations written, co-written and presented by Mi-. Burton include: 

AAWWA MANUAL - RATE MAKING FOR SMALL UTILITIES@ - Co-Authoring for AWWA. Due 
for publication in 2004. 

MNTEGRATION OF CAPITAL AND FINANCIAL P U N " G @  - Written and presented at the Florida 
Water Resources Conference-2003 -Tampa, Florida 

AFmmCIAL IMPLICATION OF ALTERNATIVE WATER SuppLY@ - Written and presented at the 
Florida Water Resources Conference-2003 Tampa, Florida 

ATHE EFFECT OF INCLINING BLOCK WATER RATES UPON WATER USAGE & REVENUE" 
Presented at the Florida Water Resources Conference-2003 Tampa, Florida 

ZdMPLEMENTATION OF RECLAIMED WATER RATES & METERING@ - Co-Authored With AI 
Castro, P.E. - Orange County Utilities, written and presented at the Florida Water Resources 
Conference-2002 Orlando, Florida, and published in the FWR Journal - 2002 

AWATER RATE MAKING FOR GOVERNMENTAL UTILITIES@ - Written for presentation to the St. 
Johns River Water Management District under contract with the Orange County Public Utilities 
(utilities serving the greater Orlando area) - 200 1 

AEVALUATWG & SETTING RATES@ - Written and presented at the Water Environemnt Federation, 
Dallas, Texas 1998 

ARECLAIMED WATER RATE  MAI ICING@ - Written and presented at the AWWA 1998 Water Reuse 
Symposium in Orlando, Florida (February 1998) 

AAN AUTOMATED COMPUTER MODEL FOR THE FUNDING AND MANAGEMENT OF REUSE 
SYSTEMS@ - Written and presented at the AWWA 1994 Water Reuse Symposium in Dallas, 
Texas (March 1994) 

AWATER RATE MAKING FOR GOVERNMENTAL UTILITDES@ - currently developing this paper for 
presentation to the St. Johns River Water Management District under contract with the Orange 
County Public Utilities (utilities serving the greater Orlando area) 
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BUSINESS EXPERIENCE 

President 
Burton &Associates 
Jacksonville Beach, FL 

Director of Consulting 
Florida Systems Consulting Group, Inc. 
Jacksonville, FL 

Principal 
Arthur Young & Company 
Director of Florida Governmental Services 
Jacksonville, FL 

Associate Vice President 
Plantec Corporation 
Director of Financial & Planning Consulting Services Division 
Jacksonville, FL 

EDUCATION 
MBA Coursework, Finance 
Georgia State University 
Atlanta, GA 

BSIE 
University of Florida 
Gainesville, FL 



MEB Exhibit 2 

As a specialty firm, Burton & Associates has successhlly provided financial 
assistance to our governmental utility clients for more than a decade in the following 
areas of practice: 

Utility economics 

Financial program development 

System & property valuation and analyses 

Retail and wholesale cost of service & rate studies 

Operations and performance reviews, strategic planning, financial feasibility 
analyses and reports, annexation analyses and reports 

Privatization and managed competition analyses and reports 

Administrative and negotiations assistance with ordinances, interlocal 
agreements, regulatory mandates and impact analyses 

Bond feasibility reports for inclusion in the ofice statements of revenue 
bonds 

The development of capital finance plans integrated with the utility’s overall 
financial management program 

The development of an interactive automated process which allows us to 
quickly evaluate revenue sufficiency, alternative capital plans and alternative 
financing scenarios with regard to those plans in order to evaluate the 
implications regarding all aspects of the utility’s financial management 
program 
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A. 

Coordination with rating agencies in support of our bond feasibility reports 
for the issuance of revenue bonds. 

Evaluation of and assistance in negotiations with regard to contract services, 
utility acquisitions, developer agreements and utility main extension policies. 

Development of capital cost recovery fees. 

Our Utili@ Economics Experience 

Michael Burton, President of Burton & Associates has over 30 years of direct 
experience providing revenue sufficiency analyses services. He has provided 
those services as a rate consultant, project manager, and project director for many 
local governments over the past 30 years. In the early 1990s, Mike developed a 
unique interactive process for his clients that has set him and Burton & Associates 
apart from others providing similar services. This powerful proprietary process, 
coupled with his lengthy and extensive experience as a Utility Economics 
Consultant has placed him as the most senior and knowledgeable resource 
available to you. Mike and his staffprovide the most effective and efficient 
utility economics services (especially revenue sufficiency analyses services) 
available. 

FAMS-XLO 

Recently, Mike has developed a new version of the model used in this process. 
The new model is an EXCEL version of FAMS known as FAMS-XLO. 
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This powerhl new version encompasses many improvements over the 
original FAMS model including: 

y A more straight forward depiction of the flow of hnds 
y Projection of revenues that includes consideration of 

- 
- 

the effect of growth in customers upon fixed charge revenues and, 
the effects of growth in customers and changes in usage patterns upon 
usage charge revenues 

a capital requirements driven analysis which determines the level of 
revenue necessary to fund specified capital improvement program 
requirements, andfor 
a revenues driven analysis which determines the window of funding 
available for capital improvement program requirements in each year 
of the forecast period given the specified limit on rate revenue 
increases. 

y The ability to perform: 
- 

- 

y The ability to provide extended projection periods of up to 10-years, with 
anticipatory projection periods for up to 20 years. 

We are currently using FAMS-XLO in projects for many cities and counties. 

To hrther demonstrate the ability of our Finn to provide superior utility 
economics services, it is important to note that Mike currently sits on the Rates and 
Charges Subcommittee for the AWWA, where he is co-authoring a Rates, Fees and 
Charges Manual for publication by the AWWA. 

What is significant to this project is that the section of this manual for which Mike 
has sole responsibility is the Revenue Requirements Determination section. The other 
members of the AWWA Rates and Charges Committee felt that Mike had the most 
“hands-on” experience and overall knowledge where local government utility revenue 
sufficiency, capital planning and rate making in general were concerned. 

Mike has written, been published, educated and/or made presentations on water, 
wastewater, reclaimed water and stormwater issues including water and wastewater 
revenue sufficiency for the following: 

/American Water Works Association 
/Florida Water Resources Conference 
/ Volusian Water Alliance 
/Orange County Utility Consortium 
/St. Johns River Water Mgt. District, 
L e e  County Water Authority, 

/St. Johns Co. Water & Sewer Authority, 
/ U S  Environmental Frotection Agency, 
/Florida Department of Environmental 

Regulation, Bureau of Wastewater 
Management and Grants, 

Qualifications 3 



Mike has written and presented rnany papers and articles which speak to the 
issues included in a study such as this. These include: 

GAWWA MANUAL - RATE M A I W G  FOR SMALL UTILITES - Co-Authoring for A WKA. 
Due for publication in 2004. 

QINTEGRATION OF CAPITAL AND FINANCIAL PLANNING - Written andpresented at the 
Florida Water Resources Conference-2003 -Tampa, Florida 

GFINANCIAL IMPLICATIONS O F  ALTERNATIVE WATER SUPPLY - Written andpresented 
at the Florida Water Resources Conference-2003 Tampa, Florida 

QTHE EFFECT O F  INCLINING BLOCK WATER RATES UPON WATER USAGE & 
REVENUE Presented at the Florida Water Resources Conference-2003 Tampa, Florida 

dUtility Rate Studies - A  puper andpresentation to the Gulfcoast Chapter of the 
Florida Governmental Finance Ofleers Association - 2002. 

GI~MPLEMENTATION O F  RECLAIMED WATER RATES & METERTNG - Co-Authored Wjth 
A1 Castro, P.E. - Orange County Utilities, written andpresented at the Florida Water 
Resources Conference-2002 Orlando, Florida, and published in the FJKR Journal - 2002 

QEVALUATING & SETTING RATES - Written and presented at the Water Environment 
Federation, Dallas, Texas I998 

QRECLAIMED WATER RATE MAKING - Written andpresented at the AWWA I998 Water 
Reuse Symposium in Orlando, Florida (February 1998) 

QAN AUTOMATED COMPUTER MODEL FOR THE @”DING AND MANAGEMENT OF 
REUSE SYSTEMS - Written andpresented at the AWWA 1994 Water Reuse Symposium 
in Dallas, Texas March I994) 

QWATER RATE n ” G  FOR GOVERNMENTAL UTILITIES - This paper was developed 
for presentation to the St. Johns River Water Management District under contract with 
the Orange County Public Utilities (utilities sewing the greater Orlando area) 

Mr. Burton has also assisted his clients in the development of rate programs 
that meet the requirements and mandates of: 

y The Southwest Florida Water Management District, 
y The South Florida Water Management District, 
y The Suwannee River Water Management District, 
y The Northwest Florida Water Management District, and 
y The St. Johns River Water Management District 
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Burton & Associates is a vital company emerging as one of the premiere Utility 
Consulting companies in the Southeast. Our consultants possess the breadth and depth of 
knowledge that will enhance each project and provide our clients with substantial 
resources. 

B. Kev Members Of Our Staff 

Steven McDonald has recently provided water, sewer, stormwater andor 
reclaimed utility economics consulting services to Clay County Utility Authority, the 
Cities of Clearwater, Cape Coral, Cooper City and Fort Myers. His other Burton & 
Associates clients include New Port Richey and Tarpon Springs, where he has provided 
billing unit analyses and bill fiequency analyses in support of the rate making process. 
Steven is an economist who has over thirteen years of experience in the development of 
econometric models for the purpose of demand forecasting analyses, and financial 
analyses. 

Steven began his career with Fishkind & Associates, a Florida based economic 
consulting fkm, where he provided these services to his clients for six years, and has 
continued to apply his expertise on projects focusing on economic and environmental 
issues for local governments in Florida. Over the past twelve years, he has developed a 
high degree of technical expertise balanced with strategic management experience fiom 
high profile, innovative public and private projects. His education and technical expertise 
lies in the areas of public policy and _financing. financial modeling and analvsis, 
economic modeling and -forecasting strategic planning and analvsis, and market and 
industiy analysis. 

Steven’s consulting, business, teaching, and government experience has allowed 
him to develop a solid understanding of political environments, financial and capital 
markets, economic principles, and statistical and research methods. In additional to his 
ability to perform fully allocated cost of service rate studies, he has the qualifications and 
unique skills required to successfblly model and analyze water use patterns, perform 
unaccounted water audits, and customer billing and bill fiequency analyses. 

Another member of our team is Andrew Burnham. Andy is a Utilities Rate 
Analyst. He has four years of experience on utility projects that include revenue 
sufficiency analyses and development of comprehensive financial plans, modeling of 
financial implications of energy policies, rate design, wholesale cost of service analyses, 
and contract administration. He has fiequently prepared expert witness testimony and 
provided affidavits in state and federal proceedings. Andy has been responsible for a 
variety of issues and initiatives, including the coordination of federal regulatory filings 
for our client, Consumers Energy Company - a public electric and gas utility that serves 
over 3 d o n  customers. He has performed utility revenue and profit margins on a 
macro and micro level and has coordinated our client’s initiatives in federal regulatory 
proceedings. 
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Finally, Cynthia Griffin served as a support consultant for our team. Over the 
past 13 years, Cyndy has conducted over 65 utility rate surveys for our clients. She has 
written ordinances, resolutions and developed policy manuals as well as rates fees and 
charges handbooks for our clients. She provides project management assistance to the 
project manager and serves as client liaison regarding project deliverables and quality 
control. 

C. Histom of Firm 
Burton & Associates, a Florida firm, was founded by Mr. Michael Burton in April 

of 1988 and has specialized since its inception in water resources economics, that is, 
water and wastewater rate structure review, utility revenue sufficiency analyses, cost of 
service analyses, utility financial planning, rate making and the integration of financial 
planning and rate making with the capital planning process. Burton & Associates has 
developed proprietary software and an interactive process specifically to accomplish the 
integration of the financial planning and rate making process with the capital planning 
process. 

Burton and Associates is a specialty firm. The focus of our practice is water 
resources economics. We assist numerous local governments throughout the state of 
Florida in the conduct of water, wastewater, reclaimed water and stormwater rate studies 
(which include rate structure review and revenue sufficiency analyses), the development 
of Five Year Financial Plans for these utilities and in the development of Capital Finance 
Plans for the funding of required water, wastewater, reclaimed and stormwater 
infrastructure. Burton and Associates is headquartered in Jacksonville Beach, Florida 
with an office also in Orlando, Florida. Since our inception in 1988, our practice has 
focused almost exclusively with City and County governments, private utilities, agencies, 
authorities and special districts. 

D. Our Services 

We regularly use our proprietary Funding Analysis and Management System 
(FAMS-XLO), in the conduct of revenue sufficiency analyses for our clients. 

Our city and county clients have the need to regularly meet financial goals and 
regulatory requirements and therefore request that we conduct periodic studies for them 
that evaluate the overall financial condition of their utility. During the course of these 
studies, we utilize our proprietary interactive process and FAMS-XLO in order to cost 
effectively examine all viable hnding sources, capital requirements, and means of 
financing. We then develop short term (five years), medium term (10 years) and/or long 
term (20+ years) financial management programs, including a capital finance plan that 
will: 

1) Provide adequate funding to meet projected capital improvement program 
requirements as well as other funding requirements facing the Utility, 

2) Comply with outstanding a r d o r  new bond covenants, 
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3) Address and comply with regulatory requirements, and 
4) Minimize the impact upon the Utility's customers. 

Each of these criteria is important for the conduct of a successfid revenue 
sufficiency analysis. Also, each utility is unique and it is important to newly consider 
review each aspect of the utility each time a revenue sufficiency analysis is conducted. 

Rate structure changes can also be reviewed and redesigned interactively with 
customer impact assessment, allowing clear vision of the implications of rate making 
decisions during this process. 

1) Cost of ServicdRate Studies & Financial Management Programs 

We regularly use our proprietary Funding Analysis and Management System 
(FAMS-XLO), in the conduct of revenue sufficiency analyses, retail and wholesale cost 
of service and rate studies and utility valuation analyses for water, sewer and storm water 
utilities. In the development of feasible rate programs, FAMS-XLO allows 1) cost 
effective testing of "what-if" scenarios regarding fbnding of alternative capital 
requirements, 2) evaluation of alternative sources and means of financing, and 3) 
development of viable short term (five years) medium term (10 years) and long term (20+ 
years) financial management programs, including a capital finance plan to provide 
adequate fbnding to meet projected capital improvement program requirements and a rate 
plan to meet annual revenue requirements. During our development of a rate adjustment 
plan that will adequately respond to the fiscal requirements of the Utility while meeting 
regulatory mandates, we try to structure a plan structure that will keep rates a low as 
possible. Required adjustments can be developed interactively with customer impact 
assessments, allowing clear vision of the implications of rate making decisions. 

2) Interactive Decision Workshops 

We regularly use our FAMS-XLO automated model as a decision support tool in 
the conduct of "real time" decision workshops with utility staff, management and elected 
officials. In these sessions, we use state of the art automated presentation and analysis 
techniques to demonstrate, with the FAMS-XLO model "up and running", the impact of 
various assumptions. Through this interactive process, we are able to assist in the 
development of optimum solutions regarding alternative capital improvement programs, 
service delivery configurations, financing sources, rates and charges and the impact of 
each alternative scenario upon rate payers within various classes of customers. 

3) Integration of Financial and Capital Planning 

In addition to our cost of service and rate making expertise, we also bring a 
unique perspective and contribution to engineering planning and evaluation projects that 
is not adequately addressed by the typical approach to such projects. That is the ability, 
by use of our automated modeling, to quickly evaluate the full financial impact of 

I 

~ 
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alternative capital plans and financing sources as part of the master planning and or 
capital improvement program development process. 
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4) Capital Finance Plans 

We also work regularly with financial advisors and underwriters in the 
development of capital finance plans for municipal clients, and have prepared numerous 
Rate Consultant’s Reports, including revenue forecasts, for inclusion in the Official 
Statements of Water and Wastewater revenue bond issues or in applications for low 
interest State loans. 

5) Rate Design 

We are also industry leaders in the evaluation of rate structure and the 
development of rate structure design, including conservation rate programs, capacity fees 
and specific service charges. We are at the leading edge in the development of water 
conservation rates as evidenced by our recent work with the St. Johns River Water 
Management District. 

6) Interjurisdictional Coordination 

We are regularly involved in the conduct of cost of service and rate studies where 
the ultimate service is provided to users in multiple jurisdictions. Sometimes this 
involves the development of wholesale rates in accordance with specific interlocal 
agreements, sometimes this involves the development of a wholesale rate to be applied by 
ordinance to all wholesale or bulk use customers and sometimes this involves the 
development of rates to be charged to individual end users in other jurisdictions. We are 
also experienced in the development of outside of jurisdiction surcharges based upon cost 
of service and in the compilation of data and the allocation of costs in such a way as to 
derive fair and equitable rates for all of the above referenced types of interjurisdictional 
service. 

7) Utili@ Valuations 

We regularly assist clients in the conduct of utility valuation analyses. Burton & 
Associates has extensive experience in the use and proper allocation of all commonly 
used system and property valuation approaches, such as the depreciated replacement cost 
approach, the comparable sales approach, the income approach, etc. However, the 
differentiating factor regarding our approach to utility valuation is our ability to use our 
FAMSTXLO modeling approach to precisely determine 1) the funds available for 
acquisition supportable solely from the revenues of the acquired system, including 
consideration of required remedial capital improvements, and 2) the effects upon the rates 
of the acquiring utility, if any, of “negotiated” acquisition price alternatives if 
negotiations for purchase are initiated. 
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8) Expert Witness Testimony 

We regularly provide expert witness testimony regarding utility litigation and 
regulatory matters. We have provided such expert witness testimony in circuit court 
cases 

I 9) Leader in Use of Automated Analvsis Techniques 

We have developed for our clients a truly revolutionary interactive process 
utilizing FAMS-XLO. Our automated utility financial planning and rate allocation 

FAMS-XLO and 
our interactive process are described on the following page. We use our unique process 
and interactive model on each of our revenue sufficiency analysis projects with great 
success. We tailor our model to meet each client’s specific financial requirements and 
utility management objectives using their specific data. We provide for them a clear 
vision of all viable options with regard to the financial management of their utility and 
the implications of possible decisions upon utility customers. 

I modeling system which we use in the conduct of a study such as this. 
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We have developed a truly revolutionary interactive, automated process. This 
process utilizes FAMS-XLO, our automated utility financial planning and rate allocation 
modeling system which we use to develop alternative Five Year Financial Management 
Plans for your utility. The Plans are necessary to develop alternative rate programs to 
provide the required resources to support the above mentioned Financial Management 

I Plans. A FAMS-XLO schematic is presented on the following page. 

The truly differentiating aspects of our interactive, automated process are that: 

1. FAMS-XLO simulates &Z aspects of your utility’s financial dynamics 
over a five year forecast period, 

FAMS-XLO presents key fmancial indicators graphically on a “control 
panel” which allows you to visually see the implications upon key 
financial indicators of alternative scenarios, and 

We conduct alternative scenario analyses in “interactive sessions” with 
you, so that in one morning or afternoon you can explore, and receive 
immediate feedback, regarding numerous “what if” scenarios such as 
alternative capital improvement programs, lower or higher levels of 
working capital reserves, alternative funding sources for capital projects, 
etc. 

2. 

3. 

The most important aspect of this process is the interactive work sessions we 
conduct at several points during the course of the project. During these interactive 
sessions we have our computer models up and running and use the latest in computer 

. monitor projection equipment to display the outputs fiom our analysis in various 
grapkcal formats on a four by five foot screen. Descriptions of the graphical 
representations presented in interactive work sessions are presented on below. 

11 



Five Year Revenue Suffciencv Analvsis: We typically present the results of our 
analyses by displaying key financial indicators in four quadrants of a colorful graphical 
display, projected with our state-of-the-art monitor/projector equipment during 
interactive client work sessions. An example of such a display is presented below. 

:Y 1997 FY 1998 FY 1999 FY 2000 FY 2001 
Fisrnl Years 

' 25 

3 20 - 
2 - 15 
I - 10 

5 

0 

I FYI997 FYI998 FYI999 FY2WO FY2001 
Fiscal Years 

R&R 20.0% (1) (1) R&R includes - $ I million per vear ,~ 

line replacement program 

I 

Fiscal Years 

This display presents the results of a five year revenue suftlciency analysis. In this 
display the upper left quadrant shows the required percentage rate increases required in 
each year of a five year rate plan. This quadrant also shows a level rate plan which 
dampens rate shock in any one year. The pie chart in the upper right quadrant shows the 
sources of the rate increase. This gives insights into areas in which cost controls might 
reduce the required rate increases. The chart in the lower right quadrant shows year end 
fund balances of unrestricted reserves after funding eligible capital projects and R&R 
expenses and compares the reserve levels with the working capital reserve target, and the 
chart in the lower left quadrant shows the bond issues necessary to fund the five year 
Capital Improvement Program after funding as much as possible with unrestricted 
reserves and capital cost recovery fees. 
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Other financial indicators can also be monitored graphically as we test "what if" 
scenarios, depending upon the circumstances of the City. For example, we often include 
a five year bar chart of debt service coverage. This is often important in cases where rate 
covenants do not provide a revenue "buffer" such as capital cost recovery fees in the 
coverage calculation. 

We can run numerous alternative scenarios during these interactive sessions and 
City staff can see graphically the implications, to key financial and customer impact 
indicators, of changes to variables in the rate making process such as timing and amount 
of capital projects h d e d  in the capital improvements program (CIP), various levels of 
renewal and replacement expenditures, adjusting spend-down limits on reserve funds, 
rate structure changes, alternatives for levelizing rate increases over multiple years, 
growth rates, cost escalation factors and numerous other variables. 

These interactive sessions provide the basis for you to make informed decisions 
relating to the rate making process by allowing you to see and understand, first hand, and 
maybe for the first time, the full range of the financial dynamics of your utility, all 
displayed at the same time. 

Rate Design : As with the development of a five year revenue sufficiency analysis 
and financial management program, in these work sessions, we will conduct alternative 
scenario analyses regarding alternative rate structure designs interactively with City staff 
with our rate models up and running on the computer. This allows us to develop final 
rates and fees that generate sac i en t  revenues, yet are structured so as to be sensitive to 
your objectives with regard to customer impact. Customer impact will be examined for 
each utility rate structure alternative identified. This analysis examines the impact of 
alternative rates upon customers of varying sizes and with various usage profles within 
customer classes. 

Examples of two types of customer impact analysis charts used in our interactive 
work sessions are presented on the following page. 

Qualifications 13 
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The chart on the left examines the impact of two rate structure alternatives on single 
family customers at various identified levels of water usage. The chart on the right 
examines the impact of the same two rate structure alternatives in terms of percentage 
increase in monthly bill along a continuum of water usage fi-om 0 to 95,000 gallons per 
month. This chart also shows the percentage of customers at all levels of usage. This 
can be used to determine the percentage of customers affected by each rate structure 
alternative at different levels of usage. 
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BEFORE T H E  ARIZOIUPJ CTTW~QO~VIM ISSI 

WILLIAiM A. MUNDELL 
C HA I RM AN 

J I M  IRVIN A P R  2 4 2001  
CO &I M IS S I ON E R 

COiL lbl I SS I ON E R 
M A R C  SPITZER 

rN THE M . ~ T T E R  OF THE J O I N T  
APPLICATION OF CITIZENS UTILITIES 
COMPANY;  AGLlA FRIA WATER DIVISION 
OF CITIZENS UTI LITlES COMPANY;  
MOCIAVE WATER DlVlSlON OF CITIZENS 
UTILITIES CObIPANY: S U N  CITY WATER 
COMPANY;  S U N  CITY S E W E R  COMPANY;  
SUN CITY \VEST UTILITIES COMPANY;  
CITIZENS \\'ATER SERVICES COMPANY 
O F  ARIZONA; CITIZENS \VATER 
RESOURCES COblPANY OF ARIZONA; 
HAL'ASU ~ ' A T E R  COh.lPAN't' A N D  T U B A C  
VALLE)' LVAlER COMPANY,  INC., FOR 
APPROVAL OF T H E  TRANSFER OF THEIR 
WATER AND WASTE\b'ATER UTILITY 
ASSETS Ah'D T H E  TRANSFER OF THEIR 
CERTIFICATES OF PUBLIC CONVENIENCE 

AhlERICAN \VATER C O M P A N Y  A N D  FOR 
C E R T A M  RELATED APPROVALS. 

AND NECESSITY T O  ARIZONA- 

DOCKET NOS. LV-0 IO32A-00-0 192 
LI'-OI 032B-00-0 I 92 
w-0  1 032c-00-0 192 
S-02276A-00-0192 
C\'S-02;34.4,-00-0 193 
WS-03454A-00-0192 
WS-O;-I5jA-O0-0192 
by-020 1;A-oo-o 192 
\V-0 1595.4-00-0 192 
w - 0  1 3O;A-OO-O I97 

OI'IiYIOi% A N D  ORDER 

DATE OF HEARING: 

PLACE OF HEARING: 
PRESIDJNG ADMINISTRATIVE 
LAW JUDGE: 

iN ATTENDANCE: 

APPEARANCES : 

September 27,2000 

Phoenix, Arizona 

Karen E. Nally '  

Chairman William A. Mundell  and 
Commissioner J im lrvin 

Mr. T i c h a e l  M. Grant.  GALLAGHER 
KENNEDY. a n d  Mr.  Craig Mclrks, Associate 
General Counsel,  o n '  behalf of Cirizens 
Comm 11 n i ca t i o ns C o  m pan y ; 

I This Recommended Opinion and 0rc.r \\'as piepnrcd b! AdminisLrarive Lati Judge  M a r c  E Srcrn tipon rev ie \ \  of  
the testimony and exh ib i r j  admitted into cvidcnce i r i  rh.c proceeding. 
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M r .  Norman D. James. FENNEMORE CRnIG,  on 
behalf of Arizona-American Water Company; 

Mr. Daniel W. Pozefsky. Staff Attorney, on behalf 
of Residential Utility Consumer Office; 

M r .  Bill &le& on behalf of the Arizona Utility 
Investors Association: and 

Ms. Teena Wolfe. Staff Attorney, Legal Division. 
on behalf of the Utilities Division of the Arizona 
Corporation Co m mission . 

3 Y T H E  COI\I,\IISSION: 

011 hlsrch 24. 2000, Citizens Utilities Company, nou  kno\\n as Citizcnj 

2ominuriications Compnny, together \\ ith its Agua Frin R'ater Division. blohave \\'ater 

l i t  ision. Sui1 Cit! ii'ntcr Cornpan!. Siin Cit! Se\\sr Company. Sun City \\'est Utilities 

'ortipan>,. Citizens \\'ater Services Conipan} of Arizona. Citizens Water Resources Company of 

4rizona. Hnvasu \L'ater Company and Tiibac Val lq  LVater Company (collectively '-Citizens"). 

 rid Arizona-American Water Company ("Arizona-Anierican") filed with the Arizona Corporation 

'ommission (Tornmission") a Joint Application to Transfer Assets and Related Approvals 

- 

"Application") of Citizens' water and wastewater utility assets in Arizona including Citizens' 

3ertificates of Convenience and Necessity ("Cenificates") held by Citizens to Arizona-American. 

On May 17, 2000 and on June I ,  2000, the Residential Utility Consumer Office 

"RUCO") and the Arizona Utility Investors Association ("AUIA") filed applications for leave to 

ntemene. Subsequently, intervention was granted to RUCO and to AUIA.' 

On May 50, 2000, by Procedural Order, a hearing was scheduled on the above-captioned 

nalter for September2-7, 2000. Citizens and Arizona-American caused public notice of the 

4pplication and hearing thereon to be published in  various newspapers throughout Arizona. In 

On April  I O ,  2000, M r .  Marvin Lustiger filed an application to intervene in  the above-captioned maner. 
-lowever, by subsequent filing, klr. Lustiser clarified that he \\as only inttrested i n  electric or telephone 
,ervice i n  Mohave County, and therefore, Mr .  Lustiger's request to intervene w a s  deemed to have been 
vithdrawn. 
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addition. Citizens notified all its customers of  the Application by means of a Lcritten bill insert. 

On September 14, 20QO. a formal public comment session was held in Sun City. 

On September 26, 2000, the Commission‘s Utilities Division (‘Stafr’) filed a Settlement 

Agreement (--Agreement'-) marked Eshibit A which is incorporated by refercnce and attached 

hereto. 

On September 27. 2000. a full public hearing took place at the offices of  the Commission 

in Phoenix. Arizona. Citizens. Arizona-American. RUCO. AUIA and Staff \\‘ere present \\ ith 

zounszi. Follo\ving the presentation o f  evidence. Citizens and RUCO submitted \\ritten briefs on 

:he issue of \\hsther Citizens should be required io pay a portion of the gain resulring from the 

sale of its ii[i!ily assets to Citizens’ customers. The matter u’as then taken under advisenient 

xnd ing  sirbniission of a recommended Opinion and Order to the Coinmission. 

I) IS C lJSS I OX 

’arties to tlis Transaction 

Citizens. through its various divisions and subsidiaries, provides Lvater. \vastel\ ater, 

tlectric, natural gas and  telecommunications s e n  ices to approximately 1 .S million ciistoniers in 

12 states. including in excess of‘ 100.000 customers in Arizona. Citizens‘ ciirrent business 

jtrategy is to focus on the provision of telecommunications services and the expansion of those 

)perations through the acquisition of wire centers and access lines from other providers, 

xirnarily in rural areas, as was the case in the recently approved transfer of rural wire centers by 

?west Corporation to Citizens Utilities Rural Company, Inc. 

In connection with this business strategy. Citizens intends to sell its water. waste\vater, 

Aectric, and natural gas utilities and to apply the proceeds to finance acquisitions and other 

xisiness activities in the telecommiinications area. In April 2000, Citizens also announced the 

;ale of  its Louisiana natural gas operations for $;75 million. 

The Commission granted Arizona-American a Ceni ficate of Convenience and Necessity 

o provide water service to approximatel? 4.600 customers in portions of  thc To\\n of Paradise 
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American is a wholly owned subsidiary of American Water \Vorks Company, Inc. (-AWW”) 
’ II 

lchich is the largest privately-owned water utility system in the United States, providing ‘Lvater, 

Lvastewater and other xvater resource management services to approximately 3 million customers 

in 2; states, and with a reported consolidated net plant of 55.  I billion and operating revenues of  

$1.16 billion. AWW‘s December 31. 1999, balance sheet reflected a capital structure of 58.4 

percent long-term debt, 2.; percent preferred stock and 39.3 percent common equity. 

In 1999, AWW‘s subsidiaries invested $467 million in improving and upgrading their 

facilities, and for the past several years, A W W  has made similar espenditures averaging nearly 

5400 million psi year. According to A\VW uitnesses. AWLV’s acquisition policy is motivated, 

at least i n  part. by anticipated capital espcnditures resultins from netv regulatory requirements 

and programs and the need to replace or upgrade aged infrastructure to maintain high quality 

service. \\’it11 the additional m t e r  and wastetinter systems. AWW and its subsidiaries hope to 

obtain economics of scale and to strengthen their financial capability by cspanding their 

customer base. 

The Transaction 

On October 15. 1999, Citizens, Arizona-American and AWW entered inio an agreement 

under which Arizona-American is to acquire the water and wastewater assets and the Certificates 

held by Citizens in Arizona (“the Acquired Assets”) for approximately $22 1 million, subject to 

adjustment at the time of closing. The purchase price will be increased based on utility plant 

added by Citizens aficr June 30, 1999, and will be reduced based on plant retirements occurring 

1 after such date. The Acquired Assets include all utility plant. property and interests relating to 

Citizens’ water and wastewater operations in Arizona. with certain exceptions, including assets 

commonly used by Citizens i n  connection \kith other utility operations, cash and cash 

equivalents. and assets relaled to benefit plans. Citizens \vi11 also retain certain iiabilities. 

including obligations. for. tases payable, obligations relating to employee compensation and 

DECISION NO. 6 3 5 8 4  
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benefits, and refunds of ccnain advances i n  aid o f  construction. Arizona-American will assunie 

and be liable for all contracts and permits assigned at closing. certain Industrial Development 

Revenue Bonds (-'IDRBs"). and unperformed obligations. 

Arizona-America11 u i l l  finance the purchase of the Acquirid Assets bj  a combination o f  

debt and equity. AWW has recently formed a ne\\ subsidiary. American Water Capital 

Corporation ("AWCC"). that will provide loans and other financial services to AW\V 

subsidiaries. Initially. Arizona- American will borron funds from AWCC on a short-term basis. 

and receiie additional funds i n  the form of  cornnion equit). directly from ,4LVLV. LVithin 12 

nioiitlis, the short-term debt \vi11 be conkerred lo Ions-term debt M i t h  a planned capital structure 

tvhich \ \ . i l l  contain 55 to 60 percent debt and 45 to 40 percent coninion equity, including 

Arizona-Anierican's existing debt and equity capital and the Citizens' IDRBs that will be 

assumed.' 

The Position of Staff and the Staff Settlement Acreernent 

Staff generally supported the application, and recommended that the transfer of the 

Acquired Assets to Arizona-American be approved. subject to several conditions. 

First. Staff recornniended that the Commission defer any decision on the ratemaking 

treatment of  an  acquisition adjustment, deferred taxes. excess deferred taxes, and investment tax 

credits until a future rate proceeding. 

Second, -Staff recommended that the decision to allow recovery of a i  acquisition 

adjustment be based on Arizona-American's ability to demonstrate that clear, quantifiable and 

substantial net benefits have been realized by ratepayers, which would not have been realized 

had the transaction not occurred. 

Third, Staff recomniended that Arizona-American should be ordered to file, 12 months 

' Arizona-American has filed an application for authority to issue short-term and Ions-term debt i n  
connection with financing the purchajc  of  Ill? Acquired Assets. \\11ich is pending ill D0clt.t No. \L'- 
0 1303 A-00-0929. 
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after the closing of rhe transaction. a report comparing the number of  complaints received by the 

Commission prior to and after the transaction. The report should provide an esplanation of  any 

significant changes in the number and importance of  the complaints. Staff would then revie\+ 

this report and, i f  necessary, make a recommendation to the Cornmission of any further action to 

be taken. 

Fourth. Staff recommended that an imputation of the benefits related to advances in  aid 

of construction ("AIAC") and contributions in  aid of construction ("CIAC") received by 

Arizona-American be made in subsequent rate proceedings for each former Citizens' system. 

The purpose of the imputation uoiild be to recognize those portions o f  the Acquired Assets that 

were financed by AI.4C and CIAC \f hich Arizona-American \ \ i l l  not be assuming. Stqff also 

<ecomniended thar imputed AIAC be aniorlized over a psriod of 10 years. ~ t h i l e  imputed CJAC 

tvoiild be amortized belo\\ the line i n  the same manner as Lvoiild have otlier\\ ise occurred. 

Fifih, Staff recornmended that Arizona-American be required to seek Commission 

approval of any amendrnents to, or transfers of agreements relating to the purchase of water, 

such as Citizens' Central Arizuna Project (TAP")  \rater subcontracts. 

Finally. Staff recommended that the Commission order Arizona-American to charge 

ratepayers for services based on the rates, charges, and service tariffs in effect at the time of 

closing in each Citizens service territory, until such time as Arizona-American files general rate 

proceedings for each service territory. 

In its rebuttal filing, Arizona-American indicated that i t  would stipulate to the conditions 

recommended by Staff, including the deferral of a decision concerning the recognition of an 

acquisition adjustment and the conditions under which an acquisition adjustment would be 

recognized, and would adopt and utilize the rates and charges for service, and all other service 

tariffs currently in effect in  each of the affected Citizens service territories. However, Arizona- 

American disageed with imputing Citizens' AIAC and CIAC to Arizona-American. 
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Subsequently, S sff and Arizona-American entered into the Agreement, Lvhich resolved 

dl areas of disagreement relating to the terms and conditions under which the Acquired Assets 

.vo u Id be transferred 10 Ari zona-A meri can. 

Pursuant to the terms of the Agreement, Citizens- AIAC and CIAC will be imputed to 

4rizona-American for ratemaking purposes. This adjustment \vi11 reduce rate base. The amount 

If the AIAC and CIAC to be imputed to Arizona-American for ratemaking purposes will be 

lased on the actual balances shown on Citizens' re:ula[or) books as o f  the date of the transfer of  

he Acquired Assets, adjusted as foIIo~\~s: an anlotint equal to 5 percent of Citizens' AIAC 

lalance at the time of the transfer will bs reclassified as CI..ZC and added to the CIAC balance, 

md the same amount \vi11 be deducted from Citizens' AIAC balance. The adjusted amount of 

I IAC \vi11 be amortized bslow the line (i.e.. no impact on expenses) over a period of 6.5 years. 
- 

vith the amortization period beginning on the day on ivhich the transfer takes place. The 

Idjusted amount of CIAC t v i l l  be amortized above [lie line (i.e., as a reduction to depreciation 

spense that rvoiild otherwise be recoverable in rates) over a period of 10 >'ears, tvith the 

mortization pcriod beginning on the day on u.hich the transfer takes place. The imputation of 

IIAC and CIAC to Arizona-American is solely for ratemaking purposes, and not for financial 

ccounting or any other purpose. 

In addition to agreeing to the imputation of AIAC and CIAC, Arizona-American agreed 

.hat the Commission may adopt S ta f f s  remaining conditions concerning the sale and transfer of 

.he Acquired Assets. Staff and Arizona-American also agreed that Arizona-American's request 

:or an accounting order to establish the amortization method for any acquisition adjustment 

*esulting from the transaction should be deferred until a future rate case. 
- 

Based on these agreements by Arizona-American, Staff is reconinisnding that the 

:ommission should approve the transfer of the Acquired Assets to Arizona-American and should 

io t  fmpose any additional lerms. conditions or requirements on Arizona-American. 
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During h e  hearing, Staff and Arizona-American 1 oiced their support o f  the Agreement. 

believine that its terms are reasonable and in the public interest. AUIA also espressed its 

support for the Agreement. HoLb.ever. the remaining party to the proceeding. RUCO, objects to 

!he appro\ral of the Agreement and to the transaction generally, as discussed belo\v. . 

Position of RUCO- 

RUCO maintains the proposed transaction believing that i t  is not in the public interest 

ind should not be approved cinless i t  is restructured. RUCO argued that the transaction could 

Jossibly, i i i  the future. impact on ratepayers. While RUCO did not disagree that consideration of 

i n  acquisition adjustment should be deferred u n t i l  a fu[tirc ratecase. RUCO argued that  the gain 

esultins from the sale of the Acquired Assets received by Citizens. ;.e.. tlic' difference betiveen - 

he net book \alii? of  the Acquired Assets and tlic purchase price being paid by Arizona- 

?\merican, shotild be shared equally betLveen Citizens stockholders and the ratepayers. RUCO 

'urther argued that the Commission should adopt a set of criteria to determine \chat, i f  any. 

icqiiisition adjustment should be alloLved i n  a future rate proceeding. RUCO also suggested that 

o make this transaction in the public interest, among other things, the transaction should be 

:ontingent upon Arizona-American's Board of  Director's approving a letter pledging to invest no 

ess than 15 percent of the purchase price in acquisitions and capital improvements of "resources 

;tressed" water andor  wasterwater utilities in Arizona no later than 72 months after the date the 

:ommission authorizes the transaction. 

Ynalysis of Disposition of Gain Issue 

RUCO contended that fundamental principles of fairness support sharing ths gain in  this 

:ase. RUCO maintained that ratepayers have shared in the risk associated with the operation of 

he utility assets and that i t  necessarily follows that ratepayers should share in the gain realized 

-rom the sale of those assets. According to RUCO, this risk sharing results from the accounting 

reatment provided in the National Association of Regulatory Utility Commissioners 

-.NARUC") Uniform System of  Accounts \\hen an asset is retired prematurely. i.e., before a 

00019!060 DECISION NO 6 3 5gv 
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utility fiilly recovers its original COS( via depreciation. RUCO also stated that prior Comniission 

decisions support gain sharing 

In response, Citizens argued that ratepayers have assumed no risk in connection with the 

Dperation of Citizens' water and wastebvater .utility business. Investors ha1.e provided the 

utility's capital and bear the financial risks associated Lvith its operations. Thsrefore. the 

inipestors should be entitled to receive an) gain resulting from the transaction. A s  to prior 

commission decisions. Citizens cited three analogous cases involving a sale of an entire line of  

, i t i l i t ) .  biisiness i n  ivliich ths Coinmission did not order gain sharins.' Citizens also cited 

Decision h'o. 60167 (Apri l  17, 1997) in \r.hich a utility's natural gas business \vas sold at a loss. 

In that case, the Conimission did not order the ciistoniers to share i n  the loss.' 

This proceeding is similar to the three cases cited earlier by Citizens since i t  is sellin? its 

mtire business and \ \ t i l l  have no further \vatu and u x t s x i t e r  operations in Arizona. The 

,ommission has nevsr required gain sharing unde; these circumstances. In the Contel of the ?. 

West matter, in  which Citizens \vas authorized to acquire all of Contel's telephone properties in 

c\rizona, Staff urged that the gain resulting from the sale be shared equally with ratepayers. 

FloLvever: the Comniission rejected !gain sharing in that case. 

We also do not belie\*e that ratepayers bear a substantial risk by virtue of ieceiving utility 

service in this case. The particular accounting treatment for depreciable plant provided under the 

Uniform System of Accounts does not shift risk to customers, but rather prescribes particular 

sccounting adjustments to properly reflect rate base before and after the retirement of a plant 

Ltem. The utility's owners, i.e., its shareholders, ultimately bear the risks associated cvith the 

utility's business. While regulation may reduce those risks relative to most non-regulated 
- 

' CiiizenslSourhern Union. Decision No. 576-17 (Deceinbcr 2 .  199 I ) :  ConteKitizcns. Decision NO. 5% 19, 
:October 17. 1991); and GTEKirizens. Decision No.  62645 (June I:, 2000). 

' Ajo lrnprovernenr Compan)r/Sourhi~est Gas. Dscision NO. 60 I67 (April 17, 1997) 
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businesses. regulation does not shift that risk to ratepayers. who are entitled to receive utility 

service at rates set by the Commission. 

Accordinsly. \ \ e  do not find i t  appropriate under the circumstances in  this case to reqliire 

Citizens to share ivith ratepayers any part of the Sain i t  receives from the sale of the Acqiiired 

Assets to Arizona-American. However. this wil l  not preclude the Commission from protecting 

ihe ratepayers in the future. In any claim for an acquisition adjustment in  a future rate case. the 

Commission can strictly scrutinize the foundation of the claim and determine what amount. if 

my, should be approLred. 

4naiysis of Remainino RUCO Recommendations 

- RUCO's other .reconimendations pertained to the structure of the transaction and 

?UCO's concerns that this structure could lead to rate increases in  the future. RUCO's concern 

irimarily relates to the fact that Arizona-American iv i l l  not be assuming all of  Cirizens' 

iabilities associated \\ i th A I A C  and CIAC, Lvhich totaled approximately SS0.S million arid 34.7 

villion, respectively, at December 21, 1999. Accordins to RUCO, the structure of the 

ransaction will result in  the elimination of AIAC and CIAC as reductions from rate base. which 

xill in tu rn  result in  an increase in rate base and, eventually, to rate increases. 

We believe that the Ageement  appropriately deals with this issue. Citizens' AIAC and 

2IAC will be recognized for ratemaking purposes by Arizona-American, even though Arizona- 

4merican is not assuming those liabilities. By virtue of this imputation, the impact of the 

structure of the transaction will be ameliorated. Based on the evidence and the testimony, the 

ipproach utilized i n  the Agreement is reasonable. 

Further, the evidence indicates that the transaction between Citizens, Arizona-American 

and AWW was the product of arms-length negotiations that occurred after Citizens had adopted 

its current business strategy o f  focusing on telecommunications sen ices  and divesting itself of 

its water and \vastewter systems, as well as its electric and natural gas systems throughout the 
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country. This is not a transaction between affiliated companies. The payment by Arizona- 

American \vi11 constitute an investment in  the Acquired Assets. 

RUCO also espressed concern 'regarding the impact o f  the transaction on Citizens' 

accumulated deferred income taxes ('-ADITS"). which totaled app-roximately $5.2 million as of 

December 3 1 ,  1999. and Citizens' investment tax credits (--ITCs'*). which totaled approsimately 

$2.2 million as of  the same date. Under the Agreement. any decision on the treatment of ADITS 

and ITCs \vi11 be deferred until Arizona-American seeks ne\v rates in a future proceeding. 

Staffs recommendation is appropriate under the circumstances herein. 

Nest. RUCO questioned the approach proposed by Arizona-American and Staff. as 

adopted in the Asreenlent, for dealing u i t h  the possible future recognition of an acquisition 

3djustment in rates RUCO agreed with Arizona-American and Staff that i t  is appropriate to 

3efer consideration of any acquisition adjustment resulting from the transaction until a future rate 

proceeding. in order to afford Arizona-American an opportunity to demonstrate that the 

3cquisition has provided a net befiefit to ratepayers by vinue of improved operatins efficiencies. 

sconomies of scale and other synergies. However, RUCO's witnesses also contended that the 

Commission should adopt a set formiila that would be used i n  connection \\ith any future 

determination of the amount of the acquisition adjustment. 

We have concerns about the adoption of a set, mechanical formula to quantify a future 

acquisition adjustment. W e  believe that such a determination should be made at the time all the 

facts and circumstances are known. S ta f f s  recommendation concerning the basis on which the 

Cornmission will allow the recovery of an acquisition adjustment is reasonable and in the public 

interest. Arizona-American is cautioned that the Commission will require Arizona-American to 

- 

demonstrate that clear. qfiantifiable and substantial net benefits to ratepayers have resulted from 

the acquisition of.Citizens' systems that would not have been realized had the transaction not 

occurred before (he Commission will consider recovery o f  any acquisition adjustment in  a future 

rate proceeding. 

- 
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RUCO \vas also critical of Arizona-American's failure to assume all of Citizens' IDRBs. 

AS stated, Arizona-American will assume cenain [DRBs. Mhich total approsimately S10.6 

million. The IDRBs that be assumed constitute IoLv-cost capital. The  average cost of the 

[DRBs that \vi11 be assumed by Arizona-American \vas 3.55 percent per annum during 1999. 

RUCO believes that [here may be three additional Citizens bond issues, representing lo\v-cost 

iapital, that \ \ i l l  not be assumed in connection Lvirh the transaction. 

- 

- Arizona-American, in its testimony, has ackno\Lledzed that other bonds ha \<  been issued 

3y Citizens. The eiidence indicates. hoLveter. that in contrast to the lDRBs that \vi11 be 

issunled. the other bonds L\ould require iinanimotis consent from all bond holders i n  order io be 

Issunled. ivhich would be adrninistrati1,ely difficult, i f  nor impossible, to accomplish Lvithin the 

ime fimie of the rransaction. The additional cosls to Arizona-Anwrican to replace these low- 

:os( IDRBs \ \ i t t i  alternative forms of financing \ \as not ascertained. 

\\'e find tlial i t  nould not be feasible for Arizona-American to assume rhs remaining 

ionds and i t  would not be reasonable to impute these bonds to Arizona-American's capital 

;tructure. The remaining bonds will continue to be an ob l ip t ion  of  Citizens and t\.ill  continue to 

)e included in Citizens' capital structure in its ongoing telecommunications business. 

Finally, RUCO recommends that authorization of the transaction be mads contingent on 

4rizona-American pledging to invest not less than 15 percent of the purchase price for the 

4cquired Assets, or approximately $35 million. in acquisitions and capital improvements of  

'resource stressed" water and/or wastewater utilities in Arizona. These acquisitions and capital 

mprovements would have to be made within 72 months from the date on which the Commission 

ipproves the transaction. 

The Commission recognizes that there are small water and wastewater utilities in Arizona 

hat may need technical and financial assistance. Indsed, the Commission has provided such 

issistance to small water and wastewater utilities through workshops and the detelopment of  

iolicies aimed at improving their financial viability. However, i t  is not reasonable to compel a 
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private utility to spend in excess of335 million to solve these problems, nor is i t  clear that the 

Commission has the authority to do so. 

Arizona-American has indicated its willingness to work with the Commission in 

By developing solutions to service problems beins experienced by small, troubled utilities. 

virtue of acquiring Citizens’ systems i n  Arizona. Arizona-American ivill be in  closer prosirnits 

to a number of these systems. and the Commission u.ould expect Arizona-American, as 

circitmstances Lvarrant. to seriously consider acquiring these systems or otherwise provide 

technical or financial assistance. For these reasons. n e  do not believe i t  is appropriate to impose 

sllch a mandate on Arizona-Amzrican. 

* i % * f t .I r * v 

Having constdered the entire record herein and being fully ad\.ised i n  the premises. the 

Zornmission finds, concludes, and orders that: 

FIIUDINGS OF FACT 

I .  Pursuant to authority granted by the Commission. Citizens provides public lvater, 

,vasteivater, electric, natural gas and telecornniunications services i n  various parts of Arizona. 

2. Pursuant to authority by the Commission. Arizona-American. a who1 ly ou  ned 

jubsidiary of AWW. provides public water service to approximately 4,600 ciisiomers in the 

Town of Paradise Valley, the City of  Scottsdale and in certain unincorporated portions of 

blaricopa County, Arizona. Arizona-American is presently classified as a Class B water utility. 

3. On March 24, 2000, Citizens and Arizona-American filed an Application 

-equesting approval of  the sale and transfer of Citizens’ water and wastewater utility assets in 

4rizona together with the transfer of Citizens’ Certificates to Arizona-American. 

4. 

5 .  

RUCO and the AUIA were granted intervention i n  this Docket. 

Public notice of the Application and hearing thereon was published in various 

iewspapers throLighoiit Arizona within and in the vicinity of Citizens’ and Arizona-American’s 

- 

:ertificated service areas. 
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Customers of  Citizens \vere also 
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atified f the Application by means of  a ivritten 

7. Citizens' current business srratezy is to focus on the provision of 

.e I eco ni muni cat i o n services and to e s pa nd its [el ecomm mica  t i  on s su bsi d i ari es ' ,operations 

hrough the acquisition of  wire centers and access lines from other providers, primarily in rural 

Ireas. 

8. I n  the fiirtherance of this business strategy, Citizens is selling its water, 

,vnste\vater, electric and natural gas utilities and applyins the proceeds to finance acquisitions 

ind other business activities in  the telscomniunications industry. 

9. A2w\if and its subsidiaries. including Arizona-American. are the largest privately- 

\\ater u t i l i [ !  s )  stem i n  the United States. pro\,iding Lvater. \\astewater and other Lvater 

esoiirce innnaymsnt scrcices to approximatsly three rnillion ciistoiners in 2 3  states. 

10. A\V\V I S  finnnciall!. sound. and has the experience. expertise and resources to 

ssiirne and perform Citizens' public service obligations 

1 1 .  On October IS,  1999, Citizens, Arizona-American and AM'W entered into an 

isset purchase agreement under \vhich Arizona-American will acquire all of  the water and 

vastewater utility assets together with the requisite Certificates held by Citizens in Arizona. 

12. Arizona-American will pay a purchase price of approximately $ 2 j  1 million which 

includes the assumption of approximately $10.6 million of existing debt in the form of 

outstanding IDRBs. The purchase price is subject to adjustment either higher or lower based on 

plant additions and retirements occurring after June 30, 1999. 

13. Arizona-American will finance the transaction through a combination of debt and 

equity. resulting in Arizona-American having a capital structure of 55 to 60 percent debt a n d 5  

to 40 percent common equity. This debt to equity ratio is comparable to the capital structures of 

most large, publicly-traded water utilities. 
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1.1. Staff is recommending that the Application be appro\.ed for the sale and transfer 

of Citizens’ water and wastewater utility assets including the Cerrificates to Arizona-American 

subject to the following conditions: 

0 

0 

0 

0 

. 

0 

15. 

that any decision on the raternakin3 treatment o f  an acquisition adjustment. 
deferred tases. excess deferred taxes and in\.estment tas  credits be deferred until a 
future rate proceeding; 

that i f  recovery of  any acquisition adjustment is authorized i n  the future i t  should 
be based on Arizona-American‘s ability to demonstrate that clear, quantifiable 
and substantial net benefits have been realized by ratepayers i n  the affected areas. 
which \voiild not have been realized had the transaction not occurred; 

that Arizona-American file. 30 days after the first anniversar) of  the transaction, a 
report hich compares the number of complaints received by the Comniission 
under Citizens’ ownership and iinder Arizon3-American’s o u  nership and provide 
a n  esplanation of any sisnificant changes in  the number and importance of the 
coniplaints received. Staff should rc.vie\\ the data and. i f  necessary, make a 
recornnxndarion to the Commission of any further action to be taken; 

that an implitation of the benefits related to AlAC and CIAC received by Arizona- 
American should be made in subsequent rate proceedings for each former 
Citizens system as reconimended by Staff in its direct testimony; 

that Arizona-American shall be required to secure prior Commission approval of 
any amendments to, or transfers of  azreements relating to the purchase of \vater, 
such as Citizens’ CAP water subcontracts; and 

that Arizona-American shall charge ratepayers for services based on the rates, 
charges, and service tariffs in effect at the time o f  closing in each Citizens service 
territory. until such time as Arizona-American files general rate proceedings for 
each service territory. 

On September 26, 2000, Staff filed the Agreement that is marked Exhibit A. The 

Agreement resolves all issues relating to the ternis and conditions under which the Acquired 

Assets may be sold and transferred to Arizona-American. 

16. I n  the Agreement, Arizona-American acknowledged that i t  will follow. Staff S 

recommendations if  they are adopted by the Commission. 

17. While RUCO did not oppose the treatment of the acquisition adjustment in  a 

future rate proceeding, i t  neither joined in signing the Agreement nor suggested a n-orkabie 

000 19108rO 

15 - 

D E C ~ S ~ O N  NO. 6 3 , 

, . :.-. 

.- . I C  . ,. 



1 

5 

I C  

I 1  

12 

1: 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

36 

0001920&0 

DOCKET NO. \~ ' -010~2A-00-0191 E T ,  

aliernative approach to that agreed upon by Arizona-American and Staff in tile Agreeme 

instance based on our prioi treatment of similar transactions. 
t in this 

18. Arizona-American is a f i t  and proper entity Io acquire Citizens' utility assets and 

Zenificates and to assume Citizens' public service obligations for the operation of the utility 

jystems in Arizona. 

19. Staff and Arizona-American believe that the approval o f  the Agreement attached 

iereto as Eshibit A is in the public interest. 

20 Based on our review of  the evidence, S t a f f s  recommendations in Finding of  Fact 

40. 14 and the Asreerrlent are reasonable and in the public interest. Therefore. the transfer of  

Titizens' \vater and u.asre\rater i i t i l i ly assets arid Certificates to Arizona-American should be 

ppro\.ecl. 
- 

1. Citizens and Arizona-American are public ser\.ice corporations within the 

leaning of  Article S V  of the Arizona Constitution and A.R.S. $ 8  40-25 1,40-252 and 40-285. 

2. The Cornmission has jurisdiction over Citizens and Arizona-American and over 

le subject matter of the Application. 

7 

Citizens and Arizona-American provided notice of th i s  proceeding in accordance 2 .  

p i t h  the law. 

4. There is a continuing need for public water and wastewater service in the 

:rtificated service areas of Citizens. 

5. 

6 .  

Arizona-American i s f i t  and proper entity to receive the Certificates of Citizens. 

The Application of Citizens and Arizona-American, the Agreement and the 

- 

mditions recommended by Staff in  Findinss of Fact No. I4  should be approved. 
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IT IS THEREFORE ORDERED that the Joint Application for Approval to Transfer the 

4ssets and Certificates of Convenience and Necessity of Citizens Utilities Company, now kno\vn 

3s Citizens Coinmunications Company, together Lvith its Agua Fria Water Division. Flohave 

Water Division. Sun City Water Company. Sun City Sewer Company, Stin City LVest Utilities 

Zompany, Citizens Water Services Company of Arizona, Citizens Water Resources Cornpan>, of 

qrizona. Havasu \Vater Company and T u b x  Valley M'ater Company. to Arizona-American 

iirnter Company be. and is hereby. approved. 

IT IS FURTHER ORDERED that Arizona-American LVater Company shall compl! \\ i th  

he tcrins, conditions and requirfments as set fonh in [he Sraff Settlernent Agreement, attached 

iercto as Exhibit A. and with S ta f f s  recommendations in Findinzs of Fact No. 14 hereinabove. 
- 

IT IS FURTHER ORDERED that Arizona-American h'ater Company shall file. ivi thin 

i o  days from the date on ~vliicli thc acquisition has been completed, with the Director of the 

zoniniission's Utilities Division. appropriate documentation evidencing its acquisition of the 

'itizens Utilities Company now knob.vn as Citizens Communications Company's Arizona \kater 

IT IS FURTHER ORDERED that Arizona-American Water Company shall notify its 

:ustomers of the effective date of the transfer of the utility assets and of its assumption of the 

ibligation to provide water and wastewater utility services at the existing rates by means of an 

nsert in its first regular monthly billing or by other appropriate means immediately following the 

late it files the documentation with the Director of the Utilities Division. 

- .  

IT IS FURTHER ORDERED that Arizona-American Water Company shall file, within 

15 days of  the date i t  files the doctimentation with the Director of the Utilities Division. a copy 

I f  the notice i t  provides its customers. 

- 

- 
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IT IS FURTHER ORDERED that Arizona-American Water Company shall continue to 

.barge the esistinz rates and charges of the rransfcrred utility companies unt i l  funher Order by 

he Commission. 

IT IS FURTHER ORDERED that Arizona-American Water Cornpanj shall continue to 

ile all periodic reports. and comply \ k i t h  all outstanding compliance matters previously required 

f Citizens Utilities Company, now knonm as Citizens Communications Company relative to the 

cqiiired water and \Laste\vater operations. 
- IT IS FURTHER ORDERED that Citizens Utilities Company shall maintain its books 

rid records for [ti? translrred iitility companies for a period o f 5  years from the effectii.e date of 

lis Decision. 
-I 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 

B Y  ORDER Of: THE A R I Z O E  CORPOlZiITION COMh4ISSION. 

- .  A)\ 
C OM M IS S I ON E R 

WITNESS wHEREOF,  I ,  BRIAN C. McNEIL. 

Commission, have hereunto set my hand. and caused the 
official seal of the Commission to be affised at the Capitol, 

of Phoenix, this G / f l  day of 

Secretary of the Arizona Corporation 

,2001 

f 

ISSENT- 
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CARL J. KUNASEK 
CHAIRMAN 

J I M  IRVIN 
COMMISSIONER 

WILLIAM A. MUNOELL 
COMMISSIONER 

BEFORE T H E  ARIZONA CORPORATION COMMISSION 

IN THE MATTER OF THE JOINT 
APPLICATION O F  CITIZENS UTILITIES DOCKET NOS. W - 0 1 0 3 2 A - 0 0 -  01 92 

DIVISION OF CITIZENS UTILITIES W - 0 1 0 3 2 C - 0 0 -  01 92  

OF CITIZENS UTILITIES COMPANY; S U N  

COMPANY; AGUA FRlA WATER W - O 1 0 3 2 B - 0 0 -  07 9 2  

COMPANY; MOHAVE WATER DIVISION S - 0 2 2 7 6 A - 0 0 -  01 9 2  
W S - 0 2 3 3 4 A - 0 0 - 0 1 9 2  

CITY WATER COMPANY; S U N  CITY W S - 0 3 4 5 4 A - 0 0 - 0 1 9 2  
S E W E R  COMPANY; S U N  CITY W E S T  W S - 0 3 4 5 5 A - 0 0 - 0 1 9 2  
UTILITIES COMPANY; CITIZENS WATER W - 0 2 0 1 3 A - 0 0 -  01 9 2  
SERVICES COMPANY OF ARIZONA; \ " J - 0 1 5 9 5 A - 0 0 -  01 9 2  
CITIZENS WATER RESOURCES LA\ ' -01303k-00-  O i  5 2  
COMPANY OF ARIZONA; HAVASU 
WATER COMPANY AND TUBAC VALLEY 
WATER COMPANY, INC., FOR 
APPROVAL OF THE TRANSFER OF THEIR 
WATER AND WASTEWATER UTILITY SETTLEMENT AGREEMENT BETWEEN 
A S S E T S  AND THE TRANSFER OF THEIR 

A N D  NECESSITY T O  ARIZONA- AMERICAN WATER COMPANY 
AMERICAN WATER COMPANY AND FOR 
CERTAIN RELATED APPROVALS. 

ARIZONA CORPORATI-ON 
CERTIF ICATES OF PUBLIC CONVENIENCE COMMISSION STAFF AND ARIZONA- 

O n  March 24, 2000, Citizens Utilities C o m p a n y  ( n o w  k n o w n  as  Citizens'. 

Communica t ions  C o m p a n y ) ,  i ts  A g u a  Fria W a t e r  Division, its M o h a v e  W a t e r  

Division, S u n  City W a t e r  C o m p a n y ,  S u n  City Sewer C o m p a n y ,  S u n  City West.  

Utilities Company,  Citizens W a t e r  Serv ices  C o m p a n y  of Arizona, Citizens W a t e r  

R e s o u t c e s  Company of Arizona, H a v a s u  W a t e r  C o m p a n y  a n d  T u b a c  Valley W a t e r  

C o m p a n y " Citizens " ) a n d A r i z o n a - A m  erica n W a t e r  C o P a nY 

( " A r i z o n a -Arne ri c a n " ) w i t h  t h e  A ri zo n a C o m m i S si 0 n 

("Commiss ion")  a joint application for t h e  approval  o f  t h e  sale  a n d  t r a n s f e r  o f  

Cit izens  w a t e r  and w a s t e w a t e r  utility plant,  p roper ty  a n d  a s s e t s  in Arizona. 

including transfer of Citizens'  cer t i f icates  o f  c o n v e n i e n c e  a n d  n e c e s s i t y  

. .  

(co I I e c t iv e I y , 

. f il e d Corpora ti o n 
- 
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( "Cer t i f i ca tes" ) ,  t o  Arizona-American pursuant  t o  A.R.S. § 40-285. 

T h e  Commission's Uti l i t ies Div is ion S ta f f  ( "S ta f f " )  has investigated t h e  

appl icat ion and has recommended tha t  the  appl icat ion b e  approved b y  t h e  

Commiss ion,  subject, however ,  t o  cer ta in  cond i t ions  and  requirements, v.rhich are 

set f o r t h  in the  Direct Test imony o f  Linda A. Jaress, f i led in th is  docket  o n  August  

1 4 ,  2000, at pages 18-1 9 ( "S ta f f  Recommendat ions") .  Arizona-American has  

n d i c a t e d  that it i s  wi l l ing to  accept  t h e  S t a f f  Recommendat ions,  with the  except ion 

3f t h e  recommendat ion tha t  Cit izens' advances in aid o f  const ruct ion ( "A IAC" )  and 

zontr ibut ions in aid of const ruct ion ( "CIAC")  be i m p u t e d  t o  Arizona-American. 

FizprssenTatives of Staf f  a n d  Ar izocz-Amei icaa  k:*:e hzd  disc-issions 

:oncerning t h e  mat ters  in dispute with respect t o  the  application and have rzached 

3 set t lement .  The purpose o f  th is  Set t lement  Agreement  is t o  memorial ize t h e  

3greement  tha t  has been made by and among S t a f f  and Arizona-American, wh ich  

-esolves all areas o f  disagreement re la t ing to  the  rerrns and  condi l ions under  .which 

3i t izens '  Arizona water  and was tewa te r  assets and  Cit izens' Cert i f icates may  be 

:ransferred t o  Arizona-American. 

1. A IAC Imputation; Amort izat ion.  A s  o f  December 31 ,1999,  Citizens". 

41AC balance was-S8.0,818,669. Cit izens' A l A C  balance as of the  da te  o n  wh ich  

Cit izens' wa te r  and wastewater  assets  and  Cer t i f icates are transferred t o  Arizona;.. 

Amer i can  and Arizona-American becomes responsible fo r  t he  provision of water  . -  
.. 

and  w a s t e w a t e r  services will be  i m p u t e d  t o  Ar izona-Amer ican.  Such imputa t ion  

shal l  b e  solely for ratemaking purposes. T h e  to ta l  a m o u n t  o f  AIAC impu ted  will be 

ad jus ted  as more particularly p rov ided be low.  T h e  adjusted a m o w f  A l A C  will be 

amor t i zed  be low t h e  l ine (i.e:, no i m p a c t  o n  expenses) Over a period o f  6.5 years, 

with t h e  amort izat ion period beginning o n  t h e  day  on w h i c h  the t ransfer  takes 

place. 

P H W l X L 1 .  W l 1 0 9 1 2 6 . 1 ~ 3 2 ~ . 0 ?  I DECISION NO. 358 
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2 .  ClAC Imputation; Amortization. AS of  December 31, 1999, Citizens' 

ClAC balance w a s  $4,734,430. Citizens' ClAC balance as of the date  on which 

Citizens' water  and was tewa te r  a s s e t s  and Certificates a r e  transferred to  Arizona- 

American and Arizona-American become responsible for t h e  provision of wa te r  and 

was tewa te r  services will also be  imputed to  Arizona-American. Such imputation 

shall be  solely for  ratemaking purposes.  The total amoun t  of ClAC t o  be imputed 

to  Arizona-American will also b e  adjusted as  provided below. The adjusted ClAC 

balance imputed to Arizona-American will be amortized above  the line (i.e., as  a 

reduction to  depreciation expense) over a period o f  70 years ,  w i t h  the amortization 

period beginning on the  day on which the transfer t akes  place. 
- - 

J .  9 AdiQs:rr3mt is fiezordeci Al.SC zad ClAC B~Iz r . ces .  i z e  t .Totiats of 

AlAC and ClAC Io be imputed t o  Arizona-American for ratemaking purposes will b e  

based on the actual balances shown on Citizens' regulaTory books a s  of the d a t e  of 

the transfer, adjusted as follows: An amount equal t o  f i ve  percenl (5%) of 

Citizens' AIAC balance a t  the time o f  the t r ans fe r  will b e  reclassified a s  CIAC and 

added to the CIAC balance, and the s a m e  amount will b e  deducted from Citizens' 

AIAC balance in computing the amounts  to be imputed t o  Arizona-American for.. 

ratemaking purposes hereunder. 

. .  

4. Adoption of Remainins Staff Recommendations.  Arizona-American _.  

agrees  that  the Commission m a y  adop t  the remaining S t a f f  Recommendations, a s '  

s e t  forth in the Direct Testimony of Linda A.'Jaress. 

. . .  

5 .  Deferral of Determination of Amortization Method.  The parties agree 

tha t  Arizona-American's request for an accounting order to establish the  

amortization method for any acquisition adjustment resulting from the transaction 
- 

- 
should be deferred until a future rate c a s e .  

6. Transfer in the Public Interest. Based on the foregoing agreements  
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and understandings,  S t a f f  agrees  tha t  Arizona-American is a f i t  and roper entity to 

acquire  t h e  Certificates and tha t  t h e  Commission should authorize and  approve the  

t ransfer  of Citizens' Arizona wa te r  a n d  w a s t e w a t e r  a s s e t s  t o  ArizonaLAmerican on  

the  t e r m s  set forth' herein. 

necessary  or appropriate. 

No additional 'terms, conditions or requirements a re  

7 .  Supoort and Defend. This Se t t lement  Agreement  will be introduced as' 

an exhibit during t h e  hearing on t h e  application, presently set for September  27 ,  

2000. Arizona-American and S t a f f  will jointly reques t  t ha t  the  Se t t lement  

Agreement  be received into evidence,  and agree  to suppor t  and defend this 

Se t t lement  Agreement  and the  tran_sfer of Citizens' wa te r  and  was tewa te r  a s se t s  

and t h e  Cerrificztes t o  Arizona-American on t he  t e rms  sei  forth herein a s  just ,  

reasonable  and appropriate based  on t h e  particular c i rcumstances  presented in this 

application. 

8.  Comoromise; No Precedent .  This Se t t l emen t  Agreement  represents  a 

compromise  in the  positions of t h e  parties hereto. By enter ing into this Set t lement  

Agreement ,  neither Staff nor Arizona-American acknowledges  the  validity .or  

invalidity of any particular method,  .theory or principle of regulation, or agrees  that's 

a n y  me thod ,  theory or principle of regulation employed in reaching a se t t lement  is 

appropriate  for resolving any  i ssue  in a n y  other  proceeding,  including (without  ... 

limitation) a n y  i ssues  that  a r e  deferred t o  a subsequen t  r a t e  proceeding. Except a s  

specifically agreed upon in this Se t t lement  Agreement ,  nothing contained herein 

will cons t i tu te  a se t t led  regulatory practice or  other  precedent .  

. 

- 

9. PriuFleeed and Confidential Neqotiations. All negotiations and other 

communicat ions relating t o  this  Se t t lement  Agreement  a re  privileged and 

confident ia l ,  and no  party is 'bound by any  position asser ted  during t h e  

negot ia t ions,  except  to t h e  ex ten t  expressly s t a t ed  in this  Se t t lement  Agreement .  

6 3 5XY PHXMJXhi  S I  I I09 I26.lt712U .O? I 
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As such,  evidence of  s t a t emen t s  t ha t  were m a d e  or other conduct occurring during 

the course o f  the negotiation of this Sett lement Agreement is not admissible in any 

proceeding before the Commission or a court. 

10. Complete Aqreement.  This Set t lement  Agreement represents t h e  

There are no complete agreement o f  the parties with respect t o  its subject matter.  

Jnderstandings or commitments  other than those  expressly s e t  forth herein. .' 

DATED this 2 6  day of September,  2000. - 

~ R I Z O N A  C O R P O R A T I O N  
^ O M  MISS I ON STAFF 

ARIZONA-AMERICAN WATER COMPANY 

3 y :  

Acting Director, Utilities Division 
Arizona Corporation Commission 
1200 West Washington Street  
Phoenix, Arizona 85007 

Phoenix, Arizona 8501 2-29 13 
Attorneys for Arizona-American 

Water Company 

!in original and 10 copies of t h e  
'oregoing w a s  delivered this 
- day  of September, 2000, to:  

3ocket Control 
4rizona Corporation Commission 
1200 West  Washington 
=hoenix, AZ 85007 

4 copy of the  foregoing 
Nas delivered th i s  day of 
September, 2000, to: 
<aren E. Nally . 
4ssistant Chief Administrative 

Law Judge  . 
iearing Division 
4rizona Corporation Commission 
1200 Wes t  Washington 
=hoenix, AZ 85007 

P W J A M E S I I  1091 26.1/73244.011 
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4 c o p y  of the  foregoing 
d a s  telecopied/delivered and mailed this 
Jay  of September ,  2 0 0 0 ,  to: 

l an i e l  W. Pozefsky 
Staff Attorney 
3esidential Utility Consumer Oftice 
2828 North Central Avenue , I  
Suite 1200 
'hoenix, A 2  85004 

Nalter W. Meek, President 
4rizona Utility Investors Association 
I. -0. Box 34805 
'hoenix, AZ 85067 

602) 285-0350 

602)  254-4300 

:raig A. Marks 
Associate General Counsel 
l i t izens Communications Company 
!901 N. Central, Sui te  1 6 6 0  
'hoenix, AZ 8 5 0 1 2  
602) 265-341 5 

. . .  
' i  I .  
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. .  . .' 
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MEB Exhibit 4 

19820 North 7th Street, Suite 201 Phoenix, Arizona 85024 (623) 445-2400 Fax (623) 445-2454 

January 7,2003 

Daphine J. Green 
Mayor 
Town of Youngtown 
12030 Clubhouse Square 
Youngtown, Arizona 85363 

SUBJECT: IRRlGATION WATER TARIFF 

Maricopa Lake 

Dear Mayor : 

Earlier last month I had the pleasure of meeting with Town Manager, Mr. Mark 
Fooks, and Public Works Director, Jesse Mendez, to discuss Arizona-American Water 
Company’s ( AAWC’s) service to  the Town o f  Y oungtown (the “Town”). 0 ne o f t he 
discussion points covered in our meeting concerned Maricopa Lake and the desire by the 
Town to reduce its cost of water service by, among other things, changing service to a 
lower cost irrigation water rate rather than the current convention of billing pursuant to 
the general rate tariff. While the water district serving the Town does in fact have in its 
existing rate structure an irrigation water tariff, that rate is currently not available to the 
Town’s water accounts. 

AAWC does not have the authority to change rates for services to its customers; 
that power rests with the Arizona Corporation Commission. As you know, in November 
2002, AAWC submitted applications for general rate increases for many of its water and 
wastewater systems, including the district serving Youngtown. This general rate 
proceeding provides an appropriate regulatory forum for the Town to request a revision 
to the imgation water rate to allow it to cover service to the Town. The Town may do so 
by moving to intervene in the rate proceeding for such purpose. AAWC would not 
oppose such a motion and believes that this course of action will best suit both the needs 
of the Town and the resources of the ACC. Assuming the Town can demonstrate that the 
requested rate change is in the public interest and that no other party to the proceeding 
opposes the Town’s request,.it will likely be granted. 



Kuta to Green 
Page 2 
1 /7/2003 

I trust that you will contact me should you have concerns on this matter or any other 
issues related to your service fiom AAWC. I look forward to continuing to work closely 
with your staff to learn how we may better serve Youngtown. 

Sincerely, 

Robert J. Kuta 
Manager 
Arizona-American Water Company 

C :  Mark Fooks, Town of Youngtown 
Ray Jones, AAWC 
David Stephenson, AWSC 
Brian Biesemeyer, AAWC 
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MEB Exhibit 5 

Sun City Fire Department 
August 17,2003 

Town of Youngtown 
12030 North Clubhouse Square 
Youngtown, Arizona 85363 

. .  . ,  

Mayor Bryan Hackbarth, 

This letter is to express conc& the S& City Fire Dep&ent has with the current water 
system established inside the Town of Youngtown, Arizom. . . . . .  . .  . *  * .  . , 

There are several &e& ofthe,,&ter,sy&em&at ......... batie.sub-standard size &'and branch 
lines to support the rcq&d siz&akd type of fke hydraits. These lines are to ad ieve  
required &e flows for residential' and :commercial .structures. This. requirement is .in 
asc;.rda;ce with the Unifo&:F@$ ,Cod?'I 997edition, which has been adopted by 'the 
Town &Yo~gtowi'&.well.the Su;l"Ciq Fire District; in which the Town;ofYoungtown 
is a part of. Additiodiareas. of concern ar&pockt 'k of the TOF of Youngto\?in in 
which:there is a lack offire-€q&ants as required per code.. The standard required spacing 
for f%e:hydrants is.6 

The flak pressure ofthe water.,system is a concera .Approprhe flow pressure fbr &e 
departmentawe durhgemergency activities, pressure variants.fiom static and residuals 
range w i ~ d y  ciepen&g on the location time ,of day. t w . . .  test condbcted. 

f believe thik.1on.g MLnge,piannjng.and enginee*',*th .d prties:mvolvd& required. 
Planning with the water.systemopei&tors, inclusive o f 9 e  Systeins owners, TOGTI 
Officials and & fire departm&t 'is' 'khperative. With ~ , ,  propcpla&iiig, we 'can provide 
adequate reli&ho@ i~ys,c~en~'condition, ,pro;ride ........ a systematic 'upgrade.to 
substandard areas of th& systek. 

If you have need 

. . . . . .  

. . . . . . . . . . . . .  . . . . .  
. . . . . .  

... . . . . . . . .  , , . ,  . , , . .  ... . . . . . . . . . . . . .  . . . .  
. I  

. ., et of tikvel distmc.e.,, ' 

. . . . . . . . . . . . . . . . . . . . . . . .  
. .  s. . 

. . . . . . .  , .  
1 ,  

.. I ".  . .  , 
. ,  . , . '  

. . . .  

. . . . . .  . . . . .  . . . . .  . .  . . . .  , I  ...... .... . <  . . , , .  .,:. , , .., . . . . . . . . . .  
, ..-- .,, 

I . 4  
I I  , . I  , r  

. . . . . . . . . . .  

. . . . . .  , .  - ..... . . . . .  
. . . . . . .  . . . .  . . . . . .  . .  . . . . . . .  . . .  . . . .  .. '.. - , , . 

- I  

ditiopal i;lfo'rml?tion please feel free to contact me at your . .  
convenience at 6230974-1321: ex? 13. . . .  

......... . . . .  . . . . .  . . . . . . .  . . . . . . .  
Sun City Fire Department 

Steve D. Morrow Fire Marshal 

17017 NORTH 99th AVENUE SUN CITY, ARIZONA 85373-2007 OFFICE; (623) 974-2321 FAX: (623) 972-1 396 
E-MAIL; sucifi @suncityfife.com 

mailto:suncityfife.com
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I. 

Q- 

A. 

Q. 

A. 

Q. 

A. 

INTRODUCTION 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Andrew J. Burnham and my business address is 2902 Isabella Blvd., 

Suite 20, Jacksonville Beach, Florida. 

BY WHOM ARE YOU EMPLOYED AND 

I am employed by Burton & Associates, Inc., a utility finance and economics 

consulting fi.rr~ as a Utility Rate Consultant. 

WHAT CAPACITY? 

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 

BUSINESS EXPERIENCE. 

I earned a Bachelor of Business Administration degree as well as an Associate of 

PC Specialist degree fiom Lake Superior State University. In addition, I have 

completed a number of special courses on ratemaking and utility economics 

sponsored by industry organizations. I have been a Utility Rate Consultant with 

Burton & Associates since July of this year. Prior to joining Burton & Associates, 

I was employed by Consumers Energy Company in Michigan as a General Rate 

Analyst. A copy of my resume detailing my education and work experience is 

attached to this testimony as AJB Exhibit 1. 
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Q. 

A. 

11. 

Q* 

A. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS RATE CASE? 

I am testfiing on behalf‘ of the Town of Youngtown (“Youngtown” or “Town”). 

As explained by Michael E. Burton (“Mi-. Burton”) in his Direct Testimony, 

Youngtown and its residents are customers of Arizona-American Water Company 

(“Arizona American” or “Company”) and thus have a direct and substantial 

interest in the outcome of the Company’s requested rate increase. As such, Mi-. 

Burton and I thoroughly analyzed Arizona-American’s Rate Increase Application 

and associated schedules to determine whether the Company’s requested rate 

increase was in the public interest and fair and reasonable to Youngtown and its 

residents. 

SUMMARY OF RECOMMENDATIONS 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 

PROCEEDING? 

I present the calculations of Burton & Associates’ recommendations as they apply 

to certain components of the rate increase proposal put forth by Arizona- 

American for the Sun City Water and Wastewater Districts. In conjunction with 

certain calculations, I provide explanations as to the appropriateness of the 

adjustments. I am sponsoring these as exhibits in connection with my testimony, 

which have been made as modifications to the Arizona-American standard 

schedules A- F for the Sun City Water and Wastewater Districts as filed by the 

Company. I have not created a Schedule G or modified Arizona-American’s 
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filed Schedule H because our proposed adjustments are directly related to the total 

amount of revenue necessary for the Sun City Water and Wastewater Districts, 

and are independent of the allocation of any final revenue adjustments ultimately 

authorized by the Commission in this rate case proceeding. The adjustments Mr. 

Burton and I recommend on behalf of Youngtown are as follows: 

1. The use of Original Cost Rate Base (“OCRB”) alone as the basis 

for determining Fair Value Rate Base (“FVRB”) and deferring the 

accounting treatment of the acquisition adjustment; 

Extending the period used as the basis for annualizing certain 

operating expenses; 

Extending the time period over which rate case costs are amortized; 

and 

Moditjring the phase-in of any rate increase, depending upon the 

level of rate increase, which may be authorized by the Commission 

in this proceeding. 

2. 

3. 

4. 

Mi-. Burton provides a thorough discussion and explanation for adjustment 1 

above in his Direct Testimony. All of these specific adjustments are necessary to 

the filed rate increase proposal of Arizona-American in order to produce fair and 

reasonable rates that do not cause undue harm and burden to the ratepayers of the 

Company’s Sun City Water and Wastewater Districts, including the Town of 

Youngtown. 
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Q* 

A. 

PLEASE SUMMARIZE HOW THE ABOVE RECOMMENDED 

ADJUSTMENTS WOULD AFFECT ARIZONA-AMERICAN’S 

PROPOSED RATE INCREASE FOR THE SUN CITY WATER AND 

WASTEWATER DISTRICTS? 

As explained in detail below, our analysis and the resulting recommended 

adjustments show that a maximum potential rate increase of $2,369,086 for the 

Company’s Sun City Water District can be justified. This represents a 38.25% 

increase in Arizona-American’s existing rates instead of the approximate 87% 

increase proposed by the Company. Using our recommended phase-in approach 

results in a 19.125% rate increase in the first year, and a subsequent 19.125% 

increase in the second year, following a Commission order in this proceeding. 

This compares to a 40% and 47% increase in the first and second years following 

the Commission’s order as proposed by Arizona-American. 

For the Arizona-American’s Sun City Wastewater District, our recommended 

adjustments result in a ($562,342) or an 1 1.05% decrease in the Company’s 

existing rates instead of the approximate 15% increase proposed by Arizona- 

American. This full rate decrease would be effective immediately following the 

Commission’s order approving the rate decrease. 
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111. 

Q 

A. 

Q. 

A. 

OCRB AS FVRB AND DEFERRAL OF ACCOUNTING 

TREATMENT OF ACOUISITION ADJUSTMENT 

HOW DID YOU CALCULATE FVRB FOR THE SUN CITY WATER AND 

WASTEWATER DISTRICTS? 

As recommended by Mr. Burton in his Direct Testimony, OCRB should serve as 

FVRB instead of Reconstruction Cost New less Depreciation (“RCND’) rate base 

as proposed by Arizona-American. Exhibit Schedule B-1 attached to this 

testimony shows this calculation. For this calculation, the modzed OCRB 

calculation is simply carried over into the Fair Value Rate Base Column, which 

serves as rate base for ratemaking purposes. The result is a FVRB of $22,220,302 

for the Company’s Sun City Water District and a FVRB of $8,777,097 for the 

Company’s Sun City Wastewater District. 

ARE ANY EXPENSE AMOUNTS ATTRIBUTABLE TO ARIZONA- 

AMERICAN’S SUN CITY WATER AND WASTEWATER DISTRICTS 

AFFECTED BY THE USE OF OCRB AS FVRB? 

Yes. Exhibit Schedule C-2, pages X and Xa attached to this testimony, assume 

that OCRB is to be used as FVRB for all of Arizona-American’s water and 

wastewater districts that are the subject of this rate case. The resulting FVRB 

values for each of Arizona-American’s districts are different &om those proposed 

by the Company as are the subsequent FVRB allocators, which are used for 

allocating certain Arizona-American expenses such as insurance and office 
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expenses to each district. For the Company’s Sun City Water District, the 

allocation of annual insurance expense is reduced from $84,152 to $62,200, while 

the allocation of annual office expenses is reduced fiom $207,343 to $153,255. 

For Arizona-American’s Sun City Wastewater District, the Company’s proposed 

allocation of annual insurance expense is reduced from $34,960 to $24,569, while 

Arizona-American’s proposed allocation of annual office expenses is reduced 

from $86,139 to $60,536. 

Another calculation affected is the synchronized interest expense. Since the 

modified FVRB is lower than that proposed by Arizona-American, the calculated 

interest expense is lower, and a larger adjustment to the test-year interest expense 

is needed for each of the Company’s districts. Exhibit Schedule C-2 Page 8. 

attached to this testimony shows the necessary adjustments. For Arizona- 

American’s Sun City Water District, the Company’s proposed synchronization 

interest expense was $1,533,935, and the adjustment to the test-year interest 

expense was ($1,883,331). However, With the lower FVRB, the synchronization 

interest expense is reduced to $699,837, and the adjustment to the test-year 

interest expense is ($2,717,429). For Arizona-American’s Sun City Wastewater 

District, the Company’s proposed synchronization interest expense was $637,265, 

and the adjustment to the test-year interest expense was ($418,941). With the 

lower FVRB, the synchronization interest expense is reduced to $276,438, and the 

adjustment to the test-year interest expense is ($779,767). 
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The h a 1  calculated expense affected is annual property tax and the corresponding 

adjustment to the test-year amount recorded. Arizona-American proposes to use 

the same method as the Arizona Department of Revenue (“ADOR”), which I 

understand determines annual property tax expense by using the average of three 

years of revenue as the utility’s full cash value and applies an assessment ratio to 

calculate the assessed value to which the property tax is applied. Arizona- 

American proposes to use as part of its 3-year revenue average the annual 

proposed revenues for each of its districts, which are the sum of the amount of the 

rate increase and the adjusted test-year revenues. Making our recommended 

adjustments, the amount of the Company’s proposed rate increase is reduced. As 

such, the annual calculation of property tax and the associated adjustment to the 

test-year expense are affected. Arizona-American’s proposed annual expense for 

its Sun City Water District was $284,477 and the adjustment required to the test- 

year expense was ($51,855). After the appropriate adjustments are made, the 

annual expense is reduced to $248,483, which has a corresponding adjustment to 

the test-year expense of ($87,849). Arizona-American’s proposed annual expense 

for its Sun City Wastewater District is $193,701 and the adjustment required to 

the test-year expense was $43,837. After our proposed adjustments are made, the 

annual expense is reduced to $178,483, which has a corresponding adjustment to 

the test-year expense of $28,619. These calculations are shown on Schedule C-2, 

Page 7 attached to this testimony. 
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Q. 

A. 

Q. 

A. 

WHAT MODIFICATIONS NEED TO BE MADE TO THE 

CALCULATION OF OCRB FOR THE SUN CITY WATER AND 

WASTEWATER DISTRICTS AS PROPOSED BY ARIZONA- 

AMERICAN? 

The Citizens’ Acquisition Adjustment amounts on Exhibit Schedules B-1 and B-2 

(shown attached to this testimony) were reduced to zero to reflect our position 

that the determination of appropriate accounting treatment for an acquisition 

adjustment should be deferred. Explanation for removing the acquisition 

adjustment is provided in the Direct Testimony of Mr. Burton. 

WHAT EXPENSE AMOUNTS ARE DIRECTLY AFFECTED BY 

REMOVING THE ACQUISITION ADJUSTMENT RELATED TO 

CITIZENS’ ASSETS? 

Only the depreciation expense amount and the corresponding adjustment to the 

test-year are affected. This is because the depreciation expense amount was 

calculated by Arizona-American to include the amount of principal reduction of 

the acquisition adjustment during the second year of the amortization schedule as 

a depreciable expense. The expense associated with the amortization of the 

acquisition adjustment for the Sun City Water District as proposed by Arizona- 

American was $20,500, which produced a total depreciation expense of 

$1,025,028 and an adjustment to the test-year depreciation expense of ($174,912). 

Deferring the acquisition adjustment reduces the total annual expense to 

. 
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$1,004,528, and the adjustment to the test-year expense of ($195,412). According 

to Arizona-American, the expense associated with the amortization of the 

acquisition adjustment for the Sun City Wastewater District is $1 1,100, which 

produced a total depreciation expense of $514,852 and an adjustment to the test- 

year depreciation expense of ($29,653). However, deferring the acquisition 

adjustment, as we recommend, reduces the total annual expense to $503,752, and 

the adjustment to the test-year expense to ($40,753). The modified expense 

values are shown on Exhibit Schedule C-2, Page 6 attached to this testimony. 

Q* 

A. 

IF THE COMMISSION WAS TO DECIDE THE ISSUE OF 

ACCOUNTING TREATMENT AND ALLOCATION OF AN 

ACQUISITION ADJUSTMENT IN THIS PROCEEDING, DESPITE YOUR 

POSITION TO THE CONTRARY, DO YOU AGREE WITH THE 

PROPOSAL AS PUT FORTH BY ARIZONA-AMERICAN? 

We do not disagree with the proposed accounting treatment, however, we believe 

the allocation of the acquisition adjustment among the Company’s water and 

wastewater districts should be based on net plant in service values as opposed to 

gross plant values at the time the sale of the assets to Arizona-American closed. 
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Q. 

A. 

IV. 

Q. 

A. 

WHY IS IT MORE APPROPRIATE TO MAKE AN ALLOCATION 

BASED UPON NET PLANT RATHER THAN GROSS PLANT? 

Because gross plant, or un-depreciated original cost, does not completely reflect 

current value. Depreciation must be considered in the determination of current 

value. Therefore, at the time the sale of Citizens’ assets to Arizona-American was 

closed, net plant values for each district, which consider depreciation, would 

provide a better basis for allocating any acquisition adjustment to each district. 

EXTENDING PERIODS OF CERTAIN EXPENSES FOR 

ANNUALIZING COSTS 

WHAT ANNUALIZED EXPENSES SHOULD HAVE EXTENDED 

PERIODS OF RECORDED COSTS USED IN CALCULATING ANNUAL 

EXPENSE AMOUNTS? 

The Arizona-American group insurance expense, as well as the management fee 

expense, should be based upon extended time periods for which cost data is 

available. The group insurance expense on Exhibit 3 attached to this testimony 

has appropriate cost data available extending back to the month of January. 

However, the annualized expense as proposed by Arizona-American was based 

on the time period of March to July only, despite the fact that the costs incurred in 

January and February are indeed comparable to the months of June and July and 

in fact are greater than the amount recorded in May. The Company’s proposed 

annual expense for group insurance was $622,145. When the annualized expense 
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is calculated based on the monthly average cost spanning from January to July, 

the annual expense is reduced to $552,847. The group insurance annual expense 

is part of the total salary and wage classification on Schedule C-2, Page Xa 

attached to this testimony. Thus, Arizona-American’s proposed cost allocation of 

salary and wages to its Sun City Water and Wastewater Districts is reduced from 

$432,625 and $72,104 to $413,726 and $68,954 respectively. The annualized 

management fee expense as proposed by Arizona-American was based upon a 

monthly cost average fkom April to July. Cost data was recorded from January 

through July, and while January and February do appear to be incomplete, the 

cost information recorded for March is very comparable to the costs recorded for 

April through July and in fact is almost identical to the cost recorded in June. As 

such, the annualized expense should be based on the cost information recorded 

from March to July. As proposed by Arizona-American, the annualized expense 

was $5,153,711, of which $926,122 was allocated to the Sun City Water District 

and $522,586 was allocated to the Sun City Wastewater District. When the 

annualized expense is based on the March to July time period, however, the 

annual expense is reduced to $5,060,811, of which $909,428 is allocated to the 

Sun City Water District and $513,166 is allocated to the Sun City Wastewater 

District. These specific recalculated expenses for each district are shown on 

Exhibit 4 attached to this testimony. Exhibit Schedule C-2, Page 11 attached to 

this testimony shows a categorical summary of the total annual Arizona-American 

expense allocations to each district. 
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V. 

Q. 

A. 

AMORTIZATION PERIOD FOR RATE CASE EXPENSES 

WHAT IS THE APPROPRIATE TIME PERIOD OVER WHICH RATE 

CASE EXPENSES SHOULD BE AMORTIZED? 

The appropriate time period over which rate case costs should be amortized is a 

time period adequate to give the filing entity enough time to recover the total rate 

case expense prior to it filing a new rate proceeding. Based on recent history, for 

the Sun City Districts, this time period is approximately five (5) years. The most 

recent rate order pertaining to the Sun City Water and Wastewater Districts came 

on May 7, 1997, over five (5) years after the previous rate order issued on 

February 21, 1992. The current rate case proceeding was initially filed with the 

Commission on November 22,2002, and will likely create a time span between 

Commission Decisions of greater than six (6) years. As Arizona-American 

proposes, the estimated rate case expenses would be amortized over a 3-year 

period and the amount of the amortized annual expense above the level in the test- 

year would be added as an adjustment to each district. As such, the Company’s 

total rate case expense proposed for its Sun City Water District was $40,874, 

which requires an adjustment to the test-year expense of $29,000. The 

Company’s total rate case expense proposed for its Sun City Wastewater District 

was $33,583, which requires an adjustment to the test-year expense of $21,019. 

Re-calculating the expense based on a five (5) year amortization period produces 

a total expense for the Sun City Water District of $24,525, which requires an 

adjustment to the test-year expense of $12,65 1. Making the same re-calculation 
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for the Sun City Wastewater District produces a total expense of $20,150, which 

requires an adjustment to the test-year expense of $7,586. The recalculated 

expenses and test-year adjustments are identified on Exhibit Schedule C-2, Page 9 

attached to this testimony. 

VI. 

Q* 

A. 

CONFORMING CHANGES TO EXPENSES 

ARE THERE ANY EXPENSES THAT ARE AFFECTED BY J 

PROPOSED ADJUSTMENTS? 

DUR 

Yes. The calculation of income taxes is a direct result of Arizona-American’s net 

profit or loss, which essentially equals revenues minus expenses. Because test- 

year revenues remain constant and many of our proposed adjustments affect 

expenses, the Sun City Water and Wastewater Districts’ test-year profit or loss 

calculations are subsequently affected. Since our proposed adjustments serve to 

reduce adjusted test-year expense amounts, they increase the amount of profit or 

reduce the magnitude of loss for the test-year, which therefore increases the 

amount of the income tax expense. Once the entire rate related adjustments we 

recommend are implemented, the cumulative effects on this expense can be 

observed. As proposed by Arizona-American, the annual income tax expense for 

the adjusted test-year for the Sun City Water District was ($665,050) and for the 

Sun City Wastewater District it was $216,390. After our proposed adjustments 

have been made, the expense for the Sun City Water District is ($271,892) and for 

the Sun City Wastewater District it is $389,754. The recalculated expenses for 
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the adjusted test-year for each district are identified on Exhibit Schedule C- 1 

attached to this testimony along with all other test-year adjusted expenses. 

Exhibit Schedule C-2, Page 1 attached to this testimony contains a summary of 

the recalculated adjustments made to certain test-year expenses for each of the 

Sun City Districts. 

VII. 

Q. 

A. 

RATE INCREASE PHASE-IN PERIOD 

WHAT DO YOU RECOMMEND TO MITIGATE POTENTIAL RATE 

SHOCK TO CUSTOMERS DEPENDING UPON THE ORDER OF 

MAGNITUDE OF THE FINAL RATE INCREASE AUTHORIZED BY 

THE COMMISSION? 

I recommend that if the final rate increase authorized for any of the Sun City 

Districts is greater than or equal to 20% and less than or equal to 40%, it be 

equally divided over a two-year period immediately following a Commission 

order. If the final authorized rate increase is greater than 40%, it should be 

equally divided over a three-year period. As proposed by Arizona-American, 

customers would see no more than a 40% increase in their rates in the first year 

following a Commission order in this proceeding, and the balance would be 

recovered in the subsequent year. As proposed by Arizona-American, customers 

in the Sun City Water District, would see a 40% hike in the first year following a 

Commission order and approximately a 47% increase in the second year. Under 

my recommended approach, should Arizona-American’s rate relief request be 
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adopted, customers would see approximately a 29% increase in their rates each 

year for the next three (3) years. My recommended approach goes firther to 

mitigate rate shock, which is especially critical for communities comprised of a 

significant number of citizens with low and/or fixed incomes. 

VIII. SUMMARY AND RESULTS 

Q* 

A. 

WHAT IS THE MAXIMUM RATE INCREASE YOU BELIEVE MAY BE 

JUSTIFIED FOR ARIZONA-AMERICAN’S SUN CITY WATER AND 

WASTEWATER DISTRICTS BASED UPON YOUR ANALYSIS OF THE 

COMPANY’S RATE INCREASE APPLICATION? 

Our analysis shows that an ultimate rate increase no higher than $2,369,086 for 

Arizona-American’s Sun City Water District is justified based on the evidence 

presented by the Company in its Rate Increase Application. This represents a 

38.25% increase above Arizona-American’s existing rates instead of the 

approximate 87% increase proposed by the Company. This would result in a 

19.125% increase in the first year following the Commission order approving the 

rate increase and a subsequent 19.125% increase in the second year following the 

Commission’s order. This compares to a 40% and 47% increase in the first and 

second years following the Commission’s order as proposed by the Company. 

For Arizona-American’s Sun City Wastewater District, the justifiable annual rate 

increase would be ($562,342) or an 1 1.05% decrease fiom the Company’s 
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existing rates instead of the approximate 15% increase proposed by Arizona- 

American. This full rate decrease would be effective immediately following the 

Commission’s order approving such a decrease. 

The final rate increase or decrease warranted for each of Arizona-American’s Sun 

City Districts is shown on Exhibit Schedule A-1 attached to this testimony, which 

then flows into Exhibit Schedule A-2 for determining net income. The net 

income fkom Exhibit Schedule A-2 is then used on Exhibit Schedule A-5 attached 

to this testimony, which is the summary statement of cash flows. 

Of course these figures assume the cost of capital and return values requested by 

Arizona-American are fair and reasonable, that all plant claimed to be in service 

by Arizona-American is servicing the public and that no other adjustments to 

expenses or plant is found to be necessary or appropriate by the Commission. 

Such issues were beyond the scope of Burton & Associates’ initial investigation 

and the failure of Mr. Burton or myself to comment on any of them should not be 

taken as acceptance of Arizona-American’s position. 

Q. 

A. Yes. 

DOES THIS CONCLUDE YOUR PREFILED DIRECT TESTIMONY? 

1753- lO-I/ACC Proceeding/Direct Testimonyrnirect Testimony.Burnham.FRAL 



AJB Exhibit 1 

SUMMARY 
Mr. Burnham is a Utility Rate Consultant. He has experience on utility projects that include 
revenue sufficiency analyses and development of comprehensive financial plans, modeling of 
financial implications of energy policies, rate design, wholesale cost of service analyses, and 
contract administration. He has frequently prepared expert witness testimony and provided 
affidavits in state and federal proceedings. 

Andy has been also responsible for a variety of issues and initiatives, including the coordination 
of federal regulatory filings for Consumers Energy Company, a public electric and gas utility that 
serves over 3 million customers. He has performed utility revenue and profit margins on a macro 
and micro level to determine the utility’s financial exposure in competitive markets and has 
coordinated company initiatives in federal regulatory proceedings. He has analyzed the financial 
impacts upon utilities of the implementation of federal utility policy, and he has assisted with 
filings that comply with regulatory directives. He has diverse financial and analytical skills, 
including statistical modeling, revenue and load forecasting and budgeting, as well as the creation 
of innovative pricing structures. 

Prior to joining Burton & Associates, Andy was a General Rate Analyst and Federal Regulatory 
AfTairs Section representative for Consumers Energy. Consumers Energy is one of the largest 
combination utilities, providing electric and natural gas service to more than 6 million of 
Michigan’s 9.5 million residents, in all 68 of the counties of Michigan’s Lower Peninsula. While 
at Consumers, his responsibilities encompassed federal energy policy Federal Energy Regulatory 
Commission (“FERC”) actions. Andy served as the key technical expert in evaluating proposed 
transmission rate filings and was responsible for identlflmg and quantlfling their fundamental 
effects and financial impacts. Frequently he represented Consumers Energy as its rate expert in 
federal settlement negotiations, stakeholder processes, and trade associations. 

EXPERTISE 
Functional areas of expertise and direct consulting experience include: 

> 
> Revenue SufEciency Analyses 

Utility Financial Modeling & Analyses Including Cost of Service 

- Continued - 
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EXPERTISE - CONTINUED 
> 
> 
9 
9 
> 
> 
> 
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Utility Rate Structure Design 
Budget Preparation & Financial Reporting 
Specific Service Charge Analyses 
Strategic Planning & Analyses 
Expert Witness Testimony 
Settlement Negotiations & Representation 
Billing Processes & Daily Operations Analyses 
Development & Evaluation of Innovative Rate Structures utilized in a RTO 

BUSINESS EXPERIENCE 

Rate Analyst & Consultant 
Burton & Associates 

2003 - Present 

General Rate Analyst 
Federal Regulatory Affairs 
Consumers Energy Company 

Rate Analyst 
Federal Regulatory Affairs 
Consumers Energy Company 

Rate Analyst 
Rate Administration 
Consumers Energy Company 

2003 

200 1-2003 

200 1 



EDUCATION 

Bachelor of Business Administration 
Lake Superior State University US-Michigan-Sault Ste. Marie 
Graduated Magna Cum Laude 
Recipient of Outstanding Business Student Award 
December 2000 

Associate Of Personal Computer Specialist 
Lake Superior State University US-Michigan-Sault Ste. Mari 
December 2000 
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SUN CITY WATER DISTRICT 
MODIFIED SCHEDULES 

1 
Youngtown .. Sun City Water 

Index of Modlfled Standard Filing Schedules 
Reflectlng Town of Youngtown's Proposed AdJustrnents 

, 

Schedule 
No. 
A-? 

A-2 

Summary of the Increase in revenue requirement and the spread of the 
revenue increase by customer classification 
Summary of the results of operations for the test year and for the test year 

l and the two fiscal yoars onded prior to the end of the test year, compared 
with the projected year. 
Summary of changes in flnancial positlon for the test year and thc two fiscal 
year$ ended prlor to the test year, compared to the projected year 
Schedule showing the elements of original cost and RCND rate bases. 

A-5 

E-I 
8-2 

c-I 
c-2 
F- 1 

F -2 

Schedule llstlng pro forma adjustments to gross plant in service and 
accumulated depreciation for the original cost rata base 
Test year income statement, with pro forma adjustments. 
Schedule showing the detail of all pro forma adjustments. 
Projected income statements for the projected year compared with the lost 
year, at present and proposed rates. 
ProJecfed changes in financial position for the projected year compared 
with the test year, at present and proposed rates 



Line 
No, 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Youngtown - Sun City Water 
Test Year Ended December 31,2001 

Computation of Increase in Gross Revenue 
Requiremants As Adjusted 

Falr Value Rate Base 

Adjusted Operating Income 

Current Rate of Return 

Required Operating Income 

Required Rate of Return on Fair Value Rate Base 

Operating Income Doficioncy 

Gross Revenue Conversion Factor 

Increase in Gross Reverlue 
Requirement 

Customer 
Classification 
5/8 X 3/4 Inch Meter 
1 Inch Mater 
1.5 Inch Meter - Commercial 
2 inch Metot 
Construction Water 
Church 
Golf Course 
Private Fire 
Public Authority 
Miscellaneous Revenues 

Total of Water Revenues 

Exhibit 
Schedule A - I  
Page 
Witness: Burnham 

$ 22,220,302 

267,326 

1.20% 

$ 1.721,971 

7.75% 

3i 1,454*,646 

I .6286 

$ 2,369,086 

Present Proposed Dollar Percent 
Rates pates increase Increase. 

% 38.25% 
38.25% 
3 8.25 % 
38 25% 
38.25% 
3 8.2 5 '/o 
3 8,2 5% 
38.25% 
38 25% 
38.25% 
38.25% 

L $0 $0 $ 3 8.2 5% J 

--A_- S U PP ORTl N G S CH E.D-UJL-E-Si 
8-1 
c- 1 
c-3 
H-q 



Ue. 
No 

1 
2 
3 
4 
5 
a 
7 
8 
9 
10 
11 
12 

. I 3  
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

39 
40 
41 
42 
43 
44 
45 
46 

- 

3a 

Description 
Gross Rovonues 

Revenue Deductions and 
Operathg Expenses 

Operating Income 

Other Income and 
Deductions 

IntweSt Expense 

Net Income 

Earnad Per Average 
Common Share 

Divldonds Por 
Common Share 

Payout Ratio 

Return on Average 
invested Capital 

Return on Year End 
Capital 

Return on Average 
Common Equity 

Return on Year End 
Common Equlty 

Youngtown - Sun Clty Water 
Test Year Ended December 31,2001 

Summary of Results of Operations 

Exhibit 
Schedule A-2 
Page 1 
Witness: Rurnhain 

pwloctod Year 
'Jest Yoar Present Proposod 

Prior Yryrs Endod Actual Adjustod Rates Rslas 
12f3U99-q J2L3.Q.9-9 12f3fI2000 12/31/2001 12L322-QO1 12/31/2002 12/31/200-? 

S 6.265,249 $ 6,433,486 $ 7,139,309 f 6,559,683 S 6,193,090 $-6,193.090 .% 8,562,177 

5,434,325 0,184,A88 6,510,567 6,258,602 5,925,705 5,925,765 6,840,206 

$ 830,924 I 248,998 $ 628,742 $ 301,081 5 267,326 5 267.326 $ 1,721,971 

(30.460) (121,446) (185,926) (37.045) 

13 101 3.417.266 699,637 099,837 699.837 

$ 800,464 f 127,539 $ 442,715 E (3,153,230) $ (432,512) §I (432,512) $ 1,022,134 
. 

1.74 

4.94% 

2.47% 

4.17% 

2.54% 

Times Bond merest Earned 
Before Income Taxes 

T/mw Total interest and 
Preferred Dlvidends Earned 
After income Taxes 

0.28 

(I. 39% 

0.39% 

0.40% 

0.40% 

11,289.85 

9,611.69 

0.96 (6.85) 

1.25% -Q,13% 

1.17% -9.13% 

1.39% -10.35% 

1.38% -10.92% 

7,479.17 0.12 

4.384.32 OD0 

(0.94) 

-1 17% 

-1 17% 

-1 30% 

-1 37% 

(0.01) 

0.38 

(0.94) 

-1.56% 

-1.45% 

-3.89% 

-3 61 70 

(0.01) 

0.38 

2 22 

1 67 

0.75 

3.68% 

3.42% 

9.19% 

8.54% 

3.38 

2.46 



YounqtOwn -Sun C ~ t y  Water 
Tnst Yaor Ended December 31,2001 
S U I T I n W y  Statements of Cash flows 

I Linc 

I 2 
3 
4 
5 Cash Flows from Oporaiinq Actlvlrles 
5 Nfltlncome 
7 AdjUStmenta lo rwconcila not Incoma to not cam 
8 provldod by opofatinq acllrlllas' 
9 DflprRcl.silon flnd Amortkfltlon 
70 Deferred Income Taxes 
11 AccumuIatcU Dofarrcd ITC 
12 

14 Malorlak & S~lppi~cs 
I S  Prepflld ExpenqRq 
15 
17 
18 Accrued Income Taxea 
19 Not Cash Flow prowtod by Opornlintr AcIIv~I~~s 
20 CRsh Flow From Investing Actlvlllfls, 
21 Cepltal Expendilurea 
22 Plan1 HOld lor' Puttin? Usn 
23 NanJJtIllly Propeny 
24 Net Cash Flows from Investing Adbitlea 
26 Cash Flow From Flnancm(l ActlvlIloS 
20 
27 Affllletea 
78 Cusiumor Doposlts 
29 
30 
31 
32 Repayments of ILonfl-Torrn Debt 
33 Olvldends Paid 
34 Dsfcnnd Financina Costs 
35 Paid In C~pl tn l  
35 Ne1 Ce6h Flows Provided by Flnenclng Actlvlbea 
37 Incrcasqdccrcaso) in Cash and Cash EquivalQnt?, 
38 C R S ~  9nd Coah fquIv'1IPnt.$ at Bsqlnnlnq of Year 
39 Cash end Cash Equlvslenle at End of Year 
40 
41 
42 

Chnnges In Carlnln AflnaatR flnd Llebliltle~ 
23 Accounts Receivable 

Miac Curmnt Assets end Dofarred EX~ORSOS 
Accounts Poynblc snd AccriJed Llnbllltle9 

(Decrewe) Incrsfise In Net AmountR due to Parent and 

Clw~ns- in Advances for Constrircdon 
Changes In Contributlons for Construction 
Procoods (Tom LOnR-Tnn Dobt Borrowtng 

Exhlblt 
Schodulo A-5 
Pone 1 
W\tneae Burnharr 

Prior Prior Prior Tnsr ProJoctod Y c x  
Year Yodf Ycar Ymr Preeenl Proposod 

Endod Ended Ended Ended Ralas Ralce 
mfiF.ll 12/31/1QQQ 12/31/ZQOfl JIWJW?D-U m3fiOLq 12/31 E002 

B - 5 127.540 S 642.715 5 (3.153.230) $ (432,512) $ 1,022,13~ 

1,077,278 1,173,808 ~.IW,WO i ,ow,m i , o a 4 . m  
(728.228) 120.e56 (244,42A) 

(28,431) (67,ZRO) (31.748) 

(427,985) (293,918) 4s6,we 

(3,012) 
(55.084) 55,084 

151.84,Q 21 0.294 (1 20,971) 
113.407 37.241 123 048) 
285,848 (1 11,81 d! 7G:87G' 

$ - If# 405,874 $ 1.530.G92 $ (1,760,457) 672,017 $ 2,028.8ti2 

1,490,783 
2,558 

84LII3GG 
34,733 

( i e~ ,524)  3,087.en 
10,807 (1 7.059) 

180,242 248,296 
(22,1e81 (24,878) 

(7GC GOO) 



Llno 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
O 
10 
11 

74 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

Youngtown -Sun City Wator 
Test Year Ended December 31,2001 

Summary of RatQ Base 

Gross Utlllty Plant In Servlce 
Less. Accumulated Depreciation 

Net Utility Plant In Servlco 

,4e-s-s; 
Advances in Aid of 

Contrlbutlons In Ald of 

Customer Meter Deposits 
Deferred Income Taxes & Credlla 
fnvestment tax Credits 

Unamortized Financo 

DdRt’rQd TAX Assets 
Allowance for Working Capital 
Citizens Acquisition Adjustment 

Total Rate Base 

Construction 

Construction - N e t  of amortization 

,E!.&% 

Charges 

.SUPPORTING SCHEDULES: 
8-2 
8-3 
8-5 
E-? 

Orlginal Cost 
Pate bqse 

$ 39,396,793 
13,717,002 

S 25,670,791 

2,331,186 

1,127,078 
1,225 

8 22,220,302 

5,171,351 

2,500,237 
1,225 

Exhibit 
Schedule R-1 

Witness: Burnham 

Falr Value 
~ ~ ~ ~ ~ ~ - S - ~ ~ ~ C ~ - B - O ~ I ~  

$ 39,386,703 
13,717,002 

$ 25,079,791 

PagQ 1 

2,331,186 

1 ,I 27,078 
1,225 

$ 22,220,302 ~ 

BFCAP SCNEDULES: 
A- 1 



Line 
! i o?  

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

l e  

Youngtown - Sun city Wator 
Test Year Endod December 31,2001 

Original Cost RRk Base Proforma Adjustments 

Actual 
at 

End of 
__----_ Test Year 

$ 36,367,124 
Gross Utility 
Plant In Service 

Less : 

Accumulated 
Depreciation 

k t  Utility Plant 
In Service 

Less: 
Advances in Aid of 

13,169,068 

$ 23,198,056 

Proforma Adjustments 

Construction (Ratemaking Purposes Only: 2,441,606 (4a) 

Contrlbutions in Aid of 
Construction - Net (Ratemaking 
Purposes Only) 

Customer Meter Deposits 
Deferred Income Taxes 
Investment Tax Crcdits 
Plus: 
Unamortized Flnance 

Deferred Tax Assets 
Working capltai 
Citizens Acquisition Adjustment 

Charges 

1,017,908 (4b) 
(5b) 

1,225 

r 

- (7) 

Total $ 19,737,317 

(1) Additional Plant at Closing 
(2) Plant to be completed by 12/31/2002. 
(3) Additional Accumulated Depreciation at Closing 
(4) Increase (decraase) AlAC (4a) and ClAC (4b) to Amount at Closing 
(5) Adjust AlAC (sa) and CIAC (5b) for Ratemaking Purposes 
(6) Intentionally Left Blank 
(7) Acquisition Adjustment Premlum 

SUPPORTING SCHEDULEX 
E-2 
E- 1 

Amount 

897,345 
2,002,9 00 

?29,424 

547,933 

(1 10,420) 

(1,250) 
110,420 

Exhlbit 
Schedule 8-2 
Page 1 
Witness: Surnhatn 

Adjusted 
at end 

of 
Test Year 

$ 39,390,793 

13,717,002 

$ 25,679,791 

2,331,186 

1 ,I 27,078 

1,225 

,--_ $ 22,220,302 

RECAP SCHEDULES: 
B-1 



I 
Cltlr: 
Eo, 

1 
a 
3 
4 
5 
6 
7 
8 
R 
10 
11 
12 
13 
14 
16 
18 
17 
18 
IQ 
20 
21 
22 
23 
24 
25 

27 
243 
24 

31 
32 
33 
34 
35 
30 
37 
88 
38 

2a 

30 

Youngtown -Sun City Water 
T m  Yaw endoa Docombor 31.2001 

Income St~temnnl 

Exhlbll 

Pago 1 
W1tnw.s: Burnhain 

Schedule C-1 

Revenues 
Motered Water RBVenIJfl3 
Unmotcrod Water REVenUES 
Orher Water Rovcnuos 

Opomtlng Expenses 
SolorieQ ana Weaos 
Purchased Wmer 
Purchmsed Power 
Clieinlcd~ 
REpalrR and Mfllntnnirnca 
OffiCo Supplies end Expense 
Outside Scrvtos 
S~NICR Compwy Charges 
Waler Testlng 
Rods 
Tmnspoh7tlon Expensos 
Insurance - General LIflblllty 
lnsmncc - bol th  and Life 
Regulntary Camrnlsslon Expense - Ralc Caso 
Miscolleneous Expenae 
DOprOClallofl EKpQnSe 
b x e q  Other Than lncomo 
Properly TRWS 
lncomo Tex 

Totnt Opernrlng Expcnsnn 
Operatlng Income 
Othor Income (Expense) 

Inlcrost incomo 
Otlwtr Incorn 
Interest Expenee 
Other &pons0 
GnJnlLos9 Sal(? of Flxod Assets 

Total Other Income (Expense) 
N d  ProM {Lacs) 

WEEQ3IING-UDULE-S~ 
(2.2 

$ 833.0~19 
515.909 

1,377,044 
17,413 

540,312 
108,518 
104,G04. 

2,570 
22 

78,436 

2.1.03.103 
18 

lb.16 
IC 
I d  

10,lOb 
I f  
3 
13 

18.12 

in,ioc 

314.205 

34,306 

37 
259,534 
(70,823) 
009.428 

25.799 

(12,640) 

(515-.909) 

w 7 8  

i6 1,148,174 

1.41 0.4 1 0 
17,413 

54~0.31.0 
429,053 
e w 4 i  

9 0 ~ ~ 2 8  
0.870 
28,389 

22 
05.090 

$ 1,140,174 

1.41G.4.10 
17,413 

540,340 
429,063 
93,E4T 
009,428 

I 6.07fl 
Z R , ~ B R  

22 
65.096 

11.074 a 12.851 24,525 
884,694 11,10d (se4,5fz) 300,122 

1.199.QbO G (iQC.412) 1,004,528 
114.800 lE.Zb.4b (52.61 51 02.0G5 
236,634 
128,022 

I 0,258,602 
S 301,081 

26,088 
(3.41 7,286) 

(63,731) 

e (87,64R) 150,785 
(271,802) 

24,525 
300,122 

1.004.,528 
02,005 

150,7RG 
04.2. D4.Q 

14a (zs,aaa) 
7 2,717.429 (680,837) 

1 Lib 63,731 

0 2,754,472 $ (G90,837) $ - $ (694,832 
432,612) $2,3BP,Ut lB 5 1,022,136 $ 2,319,602 $ ( 

. , *  , .___.__ 

A- I  
40 E-2 



Llne 
- No. 

1 Revenues 
2 
3 Expenses 
4 
5 Operating 
6 Income 
7 
8 Interest 
9 Expense 
10 Other 
1 1  Income/ 
12 Expense 
13 
14 Net Income 
15 
16 
17 
18 
19 Revenues 
20 
21 Exponsos 
22 
23 Operatlng 
24 Income 
25 
26 Interest 
27 Expense 
28 Other 
29 Income/ 
30 Expense 
31 
32 N0t Income 
33 
34 
35 
36 
37 Revenues 
38 
39 Expenses 
40 
41 Operating 
42 Income 
43 
44 Interest 
45 Expense 
40 Other 
47 Incoma/ 
4 8  Expense 
49 
SO Nerlncome 

Youngtown -Sun Clty Water 
Test Year Ended December 31,2001 

Adjustments to Revenues and Expenses 

Exhlblt 
Schadi 
Page 
Witnes 

(741,541) (948,649) 909,428 796,513 (195,412) (87 

741,541 948,849 (so9,42e) (796,513) 195,412 87 

948,649 (909,428) (796,513) 195,412 87 - " _--. _ _  _-. 741,541 

12,651 766,041 

(1 2,651 ) (766,041) 100,185 (25, 

2,7? 7,429 

r 2,717,429 (I 2,651 ) (766,041) 100,185 (25, 

Ad I u stme5~~~o-~e~e~~a-s-and-Exa~ nseg 
- 13 - 14 - 15 L! 17 - 18 

(460,778) 

6,878 40,127 (51 5,909) 60,077 

(6,878) (40,127) (486,778) 515,909 (434,669) 

2,717,429 

37,043 37,043 

r 37,043 (40,127) (466,778) 51 5,909 2,319,802 (6,878) -- .--_ ---__ 



Youngtown -Sun Clty Wator 
Test Yew Ended December 31,2001 

Adfustmonls lo Reuenues and Expermm 
Adjustment Numbor 3 

1.m 
Eo2 

1 S-~mc$S-m27xC.k~e3 
2 
3 Total Servlco Chargos 
4 
5 Total Chargos 
13 
7 
8 
9 

? O  
11 
12 
13 

Allocetion Factor (4 Factor Formula) 

Adjustment to Revonuos and/or EXpeflGeG 

$ 5,060,811 
0.1797 

$ 909.428 

$ 909,428 

Exhibit 
Schedule C-2 
Page 4 
Wltness. BurnhAm 



Youngtown -Sun C ~ t y  watnr 
Test Year Ended December 31,2W1 

Adiriotrnenta to Revenuea and ExpcnseR , 

Adjualrnent Number 5 

2 
3 
4 
5 

7 
8 
9 
10 
11 
12 
13 
14 
19 
1B 
17 
18 
19 
20 
21 
22 
23 
24 
25 
2G 
27 

e 

2a 
28 
30 
31 
32 
33 
31 
35 
30 
37 
36 
3R 
40 
41 
42 
43 
44 
d6 
46 
67 
4a 
1,8 
50 
51 
52 
63 
54 
56 
68 
67 
68 
58 

51 
82 
63 
04 
e5 
88 
07 
08 
88 
70 
71 
72 
73 
74 
75 
78 
77 
70 
7D 

eo 

Account 
No, 

301 00 
302 00 
303 00 

310 00 
31t 00 
312 00 
313.00 
314 00 

320 00 
321 00 
323 00 
326.00 
328 00 
328 10 

330 00 
331 00 
332 00 

340 00 
341 00 
312 00 
343 00 
344 00 
945 00 
a40 00 
348 00 
34FI 00 

3a8.00 

381 i o  

380.00 
381 00 

382 00 
393 00 
394 00 
395 00 
340 Do 
347 00 
39R,00 

DescrlDdon 
intanalhle 
Orqenlzmlon 
Fmnchlsas 
MlWW~ncou: lntannlbloa 
Subtot?l lntnnglblu 

Source of Supply 
Lend end Land Rlgnts 
Structuraa and Improvement8 
CdlQcllnR and lrnpoundlng Res. 
I.dkns, Rlvnrs. Other Intakea 
W ~ l l t  onU Springs 
Subtotni sourer! of Supply 

Purnplng 
Lend Rnd Land Rlghta 
Sttucturaa and Impmvarnents 
Othw Power Production 
Clcctrlc Purnplng Equlpment 
DIeP.PI Purnplng Equlpmnnt 
Gee Engine Purnplng Eqiilptncnt 
Subtotnl Purnplng 

Water Treatment 
Lmd m d  Lend Rlghta 
Strudums and lmprovomenta 
Water Trnetrnont Equlpmont 
Sbbbhl  Wiltor Trnatrnont 

TfJwmIw1orI ond olstnbutlon 
Lana nna Land Right? 
Srruclurr?s and Impmw,mrnw 
Dlstrlbudon. Reschoin, & ST 
Trmarniaslon and Ol8trlbUtlOn 
Fire Melns 
Snrvlcaa 
Motors 
Hydrants 

I 1~10,003 
BB1 

31 4 

-2,387,315 
5 3.229,5%8- 

249,741 , 
s. 7,4a1,300 

407.427 
$ 488,007 

4.783.796 
3.232.044 
1,797.900 

Gnncfjl 
Lano wna ~ighrp. s 
StNctuw9 and Improvement$ 
Offlca Funlture find Equipment 
Computer fqulprnent 
Transportallon fqulpment 
Stows fqulpment 
Toola, Shop and G m n a  
Laboratory Equlpment 
Powor Opsratad Equlpmcnl 
Comrnunlmtlon Equlpmonl 

1,183 
788,276 
237,766 
340,444 
42a.40~ 

G.647 
97,973 
31,035 
20,879 

137,843 
Misoollmoous Equlpmont 86,047 
Sabtotal Gmnm;ll S 2,774,303 

Proforma Plant (to bc. GOrnplCtOd by 1213112002) L 3.oz8.8ef~ 

Arnonlzatloii of Denrraa Regulatory Aeaeta I G55,077 

Lcm, 4rnotlzntlon of COntrlbUflons 5 i,iz7,07a 

Totel Depreciation Expenae 

Toat Year Dapraclerlon Expeneo 

Incrensf! (arcrenw) In OcprPMnllon Expennc 

Ad]u¶tm~nt io RRvenUC.4 nndlor ~xponses 

fxhlblt 
Schedule C-2 
P a m  0 
Wltnom: Ournhsm 

Oeorcclatlon 
&a& ED?.RPA 

o m %  5 
0.00% 
0.00% 

t 

o.ooQ6 5 
2,6O% 18,546 
2.m% a 
0.00% 
2.52% so,l$o 

$ 70,713 

0,oox J 
1.87%  pa 
4.42% 422 
4.4.2% 281,8?D 
'J.oo'lh 1,209 
5.01% 12,914 

f 316,801 

0.00% 16 
1.87% . 1,346 
4.00% 10*qp,l_ - 17,643- 

o.nox s 
2.00% 572 
1.8796 22.848 
1.33% 16R.076 
0 00% 

2.51% 81,124 
2.00% 36,958 

2 . 4 8 1  i I~,GXI 

2.0076 t n  
5 44a,327 

0.00% 5 
1.07% 13,331 
4.88% 10.814 
4.59% 15,028 
23.00% 107,inz 
3.91% ma 
4,02% 3,838 
3.71% 1,151 
s . 2 ~ ~  1 ,681 

10.30% 14.177 
4.ESk 3,258 

$ 1?1,2& 

2.03% (4.rn5) 
z.am (12,788) 

$ 1,012,088 

z.a318% 05,794 

2.8314"/0 18,673 

lO .OOW% (112.708) 

5 1,OW,528 

1.1en,eco 

(196,4121 

B (1-96,41?), 



Youngtown - Sun Clty Water 
Tost Yoar Ended December 31,2001 

Adjustments to Revenuos and Exponsos 
Adjustment Number 6 

Line 

1 
A 

Adiu-sJ&c~,p.e.&~axes to Reflect Proposed Revenues .  
2 
3 
4 
5 
6 
7 
8 
9 
10 
I 1  
I 2  
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
20 
26 
27 
28 

Rcvenuos In yoar ended 12/31/01 
Adjusted Revenues  in year ondod 1213 1/01 
Proposed R e v e n u e  
Average of threo yoar's of rovonuo 
Average of three year 's  of revenue,  times 2 
Add; 
Construcklon Work in Progess at 10% 
Doduct: 
Book Value of Transportatlon Equlpmcnt 
Book Value of Transportation Equipment (proforma) 
Total Book Value of Transportation Equipment 

Full Cash Value 
Assessment  Ratio 
Assessed Value 
Property Tax Rake 

Proporty Tax 
Tax on Parcels 

Totat Property fax A t  Proposed Rates 
Property Taxes In the \:est year 
C h a n g e  in Property T a x e s  

Adjustment to R e v e n u e s  nndlor E x p e n s e s  

Exhibit 

Pago 7 
Witness: Burnham 

Schedule C-2 

$ 0,559,083 
6,193,090 
8,562,177 
$7,104,983 

$14,209,967 

247.444 

9; 13,785,923 
25% 

3,446,481 
7.205292% 

248,329 
154 

$ 240,483 
336,332 

$ (8'7,84OL 

9; (87,849) 



Youngtown -Sun City Water 
Te6r Year Ended December 31, ZOO? 

AdJustrnenB to Revenues and Expenses 
Adjustrr~ont Number 7 

Llne 

3 Fair Value Rate Base 
4 
5 Synchronized Interat Expense 
6 
7 Increase in Interest Expense 
8 
9 

Weigted cost of Debt from Schedule D-1 

Test Year Interest Expense, PeC Books 

Adjustmant to Rsverrues andlor Expense 

Schodulc C-2 
Page 8 
Witness; Burnharn 

$22,220,302 
3,15% 

699,837 
3 4 1  7,266 

Xi (2,717,429) 

2,717,429 



Youngtown - Sun City Water 
Test Year Ended December 31, 2001 

ADJUSTMENTS TO REVENUE5 AND/OR EXPENSES 
Adjustment Number 8 

Llne 
NO4 
I E-a-kC-c-wJa.em% 
2 
3 Estimated Rate Caso Exponso 
4 
5 
6 
7 Annual Rate Caso Expense 
e 
9 
10 
11 Increaso(dccreaso) Rat@ Case Expense 
12 
13 Ad]UstmBr)t to Revenue and/or Expense 

Esrlmated Amortlzatian Period in Years 

Test Year Rate Case Expense 

Exhibit 

Pago 9 
Witness: Burnham 

Schedule C-2 

$ 122,623 

5 

$ 24,525 

$ 11,874 

$ 12,651 - -  

$ 24,525 . .  



Llne 
NO& 

1 D-ojpcted Additional E~p_c3lls_ots 
2 
3 
4 Salaries s1 Wagos 
5 Office Expense 
6 Inswrance 
7 Misc Expcnso 
8 
9 
10 
11 Adjustment to Rovenue and/or Expense 

Youngtown -Sun City Wator 
Test Year Endad Docomber 31 ~ 2001 

ADJUSTMENTS TO REVENUES AND/OR EXPENSES 
AdJ~~stment Number 10 

Exhibit 
Schedule C-2 
Page 11 
Witness: EurnhRm 

Adjustment 
!-&e.. 

$ 413,726 1 Oa 
2a6,mo 1 Ob 

3.446 1 Od 
82,200 1 oc 

$ 766,041 



Younatown -Sun Clty Watnr 
Teal Year Ended Decnmanr 31,2001 

AdJustmentrc to Rnuonuns and Exponsoa 

Euiiitan 
Schnault? c.2 
Pnge 1 
Wltnnn?: Uurnhom 

Llno 

1 
2 
3 
'I 
G 

7 
8 
9 
10 
11 
12 
13 
1A 
15 
16 
17 
15 
1R 
20 
21 
22 
23 
24 
25 
2c 
27 
28 
a 
30 
31 
32 
33 
31 
35 
36 
37 
38 
30 
40 
'I1 
42 
43  
44 
45 
4e 
47 

49 
50 
51 
52 
53 
04 
55 
GG 

m 

e 

.)a 

Revanuan 

Expenaes 

Operaling 
lnconie 

intent51 

Othw 
Exprnsr 

Incolnc I 
Exponso 

Net lncoinr 

Rovonuas 

Expenaes 

Operstlng 
Income 

lntereit 

Other 
Expense 

Income I 
Ewprnsc 

Net Income 

Rcvenuw 

Expnnso; 

Operarlng 
Income 

Interest 

Other 
Expense 

income I 
Expense 

Net income 

1741,041) (ME,84B) $09.4&6 796,013 (185,412) (07 ,04~1 v.c7.510\ 

741.041 BdE,04R (a09.426) (796,013) 185,412 A ~ , D ~ R  2e7,510 

2,717,428 2,717,429 

2,717,429 (12,601) (788,04 1) 100,185 (26,7RR) 2,280,633 .. .. ._ . , __ - .. -. . . , 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 

I O  
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

Youngtown - Sun Clty Wator 
Test Year Ended December 31,2001 

Projected Income Statements - Present & Proposed Rates 

Exhlblt 
Schedule F-I 
Page 1 
Wltness: Burnham 

Revenues 
Metered Water Revenues 
Unmetered Water Revenues 
Other Water Revenues 

Operating Expenses 
Salaries and Wages 
Purchased Water 
Purchased Power 
C ti e m i ca I s 
Repairs and Maintenance 
Office Supplies and Expense 
Outside Services 
Sewlce Company Charges 
Water Testing 
Rents 
Transportation Expenses 
Insurance - General Liability 
Insurance - health end Life 
Regulatory Commission Expense - Rate Case 
Miscellaneous Expense 
Depreciation Expense 
Taxes Other Than Income 
Property Taxes 
Income Tax 

Total Operating Expenses 
Operating Income 
Other lrlcome (Expense) 

Merest In come 
Other income 
Interest Expense 
Other Expense 
Gain/Loss Sale of Fixed Assets 

Total Other Income (Expense) 
N e t  Profit (Loss) 

At Present At Proposed 
Ratos Rates 

Test Year Year Year 
Actual Ended Ended 
Results 1213 1 /ZOO% 12/31/2002 

$ 6,446,264 $ 6,079,671 $ 8,448,758 

113,419 1 13,419 113,419 
$ 6,559,683 $ 6,193,090 $ 8,562,177 

$ 833,969 
51 5.909 

1,377,044 
17,413 

540,312 
169,519 
184,564 

2,570 
22 

78,436 

11,874 
804,694 

1,199,940 
114,680 

129,022 
238,634 

$ 1 1 48,174 

1,416,410 
17,413 

540,349 
429,053 

93,641 
909,428 

6,878 
28,389 

22 
65,896 

24,525 
300,122 

1,004,528 
62,065 

150,785 
(271,892) 

5 1,148,174 

1,416,410 
17,413 

540,349 
429,053 

93,641 
909,428 

6,878 
28,369 

22 
65,896 

24,525 
300,122 

1,004,528 
62,065 

150,785 
642,549 

$ 6,258,602 $ 5,925,765 $ 6,840,206 
$ 301,081 $ 267,326 $ 1,721,971 

26,688 

(63,731 ) 
(3,417,266) (1399,837) (699,837) 

' $ (3,454,309) $ (699,837) !i (699,837) 
(432.51 2) $ 1,022,134 -- r. 

$ (3,153,228) $ 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

Exhibit 

Page 1 
Witness: Burnham 

Youngtown 4 Sun Clty Water 

Projected Statements of Changos in Financial Position 
Present and Proposed Rates 

Test Year Ended December 31 , 2001 Schedule F-2 

Cash Flows from Operating Activitim 
Net Income 
AdJustments to reconcile net Income to net cash 
provided by operating activitios: 

Depreciation and Amorllzatlon 
Deferred Income Taxes 
Accumulated Deferred ITC 
Changos in Certain Assests and Liabllifies: 

Accounts Recelveble 
Materials & Supplies 
Prepaid Exponsos 
Mlsc Current Assets and Deferred Expense 
Accounts Payable and Accrued Liabilities 
Accrued Taxes 

Nat Cash FIow provided by Operating Activities 
Cash Flow From Investing Acrlvltles: 

Capital Expenditures 
Plant Held for Future Use 
Non-Utility Proparty 

Net Cash Flows from Investing Actlvitles 
Cash Flow From Financing Activities 

(Decrease) increase in Net Amounts due to Paront and 

Customer Deposlts 
Changes In Advances for Construction 
Changes In Contributions for Construction 
Proceeds from Long-Term Debt Borrowing 
Ropaymonts of Long-Term Debt 
Dividends Pald 
Deferred Flnanclng Costs 

Affiliates 

Net Cash Flows Provided by Financing Activities 
Increase(dscreaso) in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beglnnlng of Year 
Cash and Cash Equivalents at End of Year 

SU PPORTf NG SCHEDULES: 
E-3 
F-3 

At Present At Proposed 
Rates Rates 

Tost Year Year Year 
Ended Ended Endod 

12/31/2001 12/31/2002, L2L23299-2. 

$ (3,153,230) $ (432,512) $ 1,022,134 

1 ,I 99,940 
(244,429) 

(31,748) 

496,979 
55,084 
(5,912) 

(120,971) 
(23,04G) 
76,876 

(1,750,457) $ (432,512) $ 1,022,134 

(1,555,305) (5,346,205) (5,346,205) 

33,810 
$ (1,521,575) $ (5,340,205) $ (5,346,205) 

3,067,674 
(1 7,059) 
246,295 
(24,878) 

(766,600) 

$ 3,272,032 $ - !$ (766,6001 
$ - $ (5,778,717) $(5,090,672) 

2,050 2,050 $ (5,776,667) 2,050 $ (5,088,822) 2,050 
$ 
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Schedule 
No. 
A- -l 

A-2 

A-5 

8-1 
8-2 

c- 1 
c-2 
F- I 

F-2 

Youngtown - Sun City Wastewater 
Index of Standard Filing Schedules 

Summary of the increase in revenue requirement and (he spread of the 
revenue increase by customer classification 
Summary of the results of operations for the test year and for the test year 
and tho two fiscal years ended prior to the end of the test year, cornpared 
wlth the projected year. 
Summary of changes in financial posltlon for the test year and the two fiscal 
years ended prlor to tha test year, compared to the projected year 
Schedule showing the elsmonts of original cost and RCND rate bases. 
Schedule listing pro forma adjustments to gross plant in sewice and 
accumulated depreciation for the original cost rate base 
Test year income statement, with pro forma adjustments. 
Schedule showing the detail of all pro forma adjustments. 
Projected income statements for the projected year compared with the test 
year, at present and proposed rates. 
Projected changes in financial position for the projected year compared 
with the test year, at present and proposed rates 

- - 

SUN CITY WASTEWATER DISTRICT 
MODIFIED SCHEDULES 



Llne 
No. 

1 
2 
3 
4 
5 
G 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Youngtown - Sun City Wastewater 
Test Year Ended December 31, 2001 

Computation of Increase In Gross Revenue 
Requlremonts As Adjusted 

Exhibit 
Schedule A-l  
Page 
Witness: Burnham 

Fah Value Rate Base 9; 

AdJusted Operatlng Income 

Current Rate af Return 

Required Operating Income $ 

Required Rate of Return on Fair Value Rate Base 

Operating Income Deficiency $ 

Gross Revenue Convsrslon Factor 

Increase in Gross Revenue 
Requlromont ?J 

Present Proposed 

8,777,097 

1,025,469 

11.68Yo 

680,185 

7.75% 

(345,284) 

1.6286 

(562,342) 

Dollar Porcont 
Customer 

Classi,fication 
518 X 3/4 Inch Meter 
1 Inch Meter 
1.5 Inch Meter - Commercial 
2 Inch Meter 
Construction Water 
Church 
Golf Course 
Private Fire 
Public Authority 
Miscellaneous Revenues 

Total of Water Revenues 

$ -1 1 .os% 
-1 1 .os% 
-1 1 .OS% 

-1 1.0‘5% 
-1 1.05% 

” -1 1 05% 
-1 1 .os% 
-1 I .05% 
-1 1 .OS% 
-1 I .05’/0 

$0 $0 9; -11 05% 

-1 1 05% 

-- SUPPORTING-SCHEDULES: 
8- I 
c-I 
c -3 
H-I  



Youmtown I Sun City Wastewater 
Tcst Yoar Endod December 31,2001 

Summary of Rasuirs of Operatlons 

Exhibit 

Pme I 
Wltness; Burnham 

SChQdUlO A-2 

Llne 
I?Lp, ,D.e~s~cnpLo~ 

1 Gross Revenucs 
2 
3 Revenue Oeuuctlons and 
4 Operating Expenses 
5 
6 Oporadng Income 
7 
e 
9 
10 
11 
12 
13 
14 
15 
10 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

39 
40 
41 
42 
43 
44 
45 
46 

38 

Other Income and 
Deductions 

1nl:erest Expense 

N e t  Income 

029,408 R 433,815 $ 700,015 6 327.675 8 1,025,469 6 1,025,469 16 680,185 

3,559 20,816 (26,685) 39,772 

75 i , i a , m  405,460 405,468 405,460 

$ 832,967 $ 454,631 $ 673.255 $ (797.788) $ 620,001 $ 620,001 $ 274.717 . .  - - .. .- .. . .... 
Earned Per Average 
Common S ~ R E  

Dlvldends Pcr 
Common Share 

Payout Ratlo 

Return on Average 
lnvostcd Capltal 

Return on Year End 
CaDital 

Return on Average 
Common Equity 

Return on Year End 
Common Equlty 

Times Bond Interest Earned 
Beforc Income Taxes 

Times Total Interest and 
Profarrod Dlvldonds Earnod 
After Income Taxes 

1231 0.99 

16.00% 3.96% 

8.00% 3.62% 

6.07% 2.19% 

4.06% 2.17% 

1.46 

3.23% 

2.31% 

3.16% 

3.11% 

14,555.91 

6,977.73 

(I ,73) 

-2.85% 

-2.85% 

-3.75% 

-3.82% 

0.54 

0.33 

1.35 

2.24% 

2.26% 

2*82% 

2.78% 

3.449 

2.53 

1 3 5  0 60 

1.01 0.46 

0.75 0.75 

3.48% 1.64% 

3.S2% 1 .56% 

8.69% 3.35% 

8.79% 3.80% 

3.49 2 10 

2.53 1.68 



Youngtown - Sun City Wastovntnr 
Tost Yoar Endod December 31, 2001 
Summnry Smtementa of Cash Flowr; 

Llne 
NO, 

1 
2 
3 
4 
6 Cash Flows from Opcntlnq Actlvltlrs 
6 Netlncoma 
7 Adluslrnontc lo mconcilc not incornc lo not cci?.h 
8 provload by oparatlng actlvltlm 
Q Deprsciatlon end Amortlretton 
10 Dofcrrod lncomc T ~ X C S  
11 AccumulRted Daferrad ITC 
12 
13 Accounts Recclvohle 
14 Mntflrkh & Supplle~ 
15 Prepmid Expensos 
10 
17 
18 Accruod lncoma Taxas 
18 Net Cnsh Flow provlded by Opsrstrnq A C ~ I V I ~ ~ R  
20 Cash Flow From lnvestlng Activities 
21 Capllel Expcndllurcs 
22 Plrnt Held for Future U s e  
23 Non-Utility Property 
24 Not Cash flows from lflvcsllnp Acllrllles 
25 Cmh Flow From Flnnnclng ActlvltlaR 
26 
27 Alflllalcs 
28 Customer Deposltq 
29 
30 
31 
32 Repayments of Long-Term Debt 
33 Dlvldondo Peld 
34 Pefermd Flnonclnq Costs 
35 Peld In Capital 
30 Not Cash Flows Provided by Financing ACllvltlQG 
37 Incmase(dccreosn) In Cash and Cash Equlmlents 
38 Cad i  nnd C w h  Equiv8lent3 nl 0qlnnlng of Ycnr 
39 Cash and Cash Equivalents et End of Yesr 
40 
41 
42 
43 S - U ~ - O ~ ~ , N ~ ~ - C . ~ E D - U ~ ~ ~  
44 E.3 
15 F-2 

Changes in Certain kssests and Liabllillos 

Misc Currclil Assors and Oeforrcd Exponse 
Accounta Payable and Accrued Llebllltles 

(Decreess) IncreeGe in Net Amounts due to Pamnt and 

Changes in Advance8 for Construction 
Chnngos In Contflbutions Car Canstfucllon 
Proceeds from ConpTerm Debt Rorrowlng 

Exhlblt 

Pago 1 
Wlmess: B u r n h m  

Schadula A-5 

Prqecled Yoar Prior Prior Prlor Test 
YOal Year Ysar Yoar Present Proposed 

Ended Ended Ended Ended Rdea Rete; 
1 2 M l l l  888 12&3J49%! W3ULW4 1 2 2  12L3X29Q7 .LZOA%OJ2 

s I $ 454.G31 $ 073.265 $ (7F!7,788) 0 620,001 I 274.717 

415,643 538,018 G44,SOS 503.752 503 752 
(358,904) (ln3,031) (lG8.145) 

(8 ,$ea) (7.G7-4) (51,640) 

(1 75,898) w , P a  1 (638.376) 

(231 
004.397 27,745 12,718 
539.164 3R5.Qd7 G72.031 
(21:160) 2.910 (5,000) 

$I - $ 1,449,205 5 2,098,185 (3tltJ,7(35) B 1.123.753 5 770.40P 

(2.731.842) (905,902) (194,888) (185,718) ( le5 718) 

110,874 (37,214) 179,944 
, $  - 9 (2.G20.8G8) 3 (943.110) $ (14,745) 5 (lSU,718) 5 (195,718) 

(30G.303) 
175 

1,543,112 
(5,321) 

(1 .E80.477) 1,289,559 
(1 76) 

(35.G78) 
543,281 (S88.02Q) 

(4~5.001) ( Z O B , O ~ R )  

- d 1,177,883 6 (1,153,099) 5 401.530 $ (4G5,OOI) $ (200,039) 
403,034 376,713 

$ 

a - 3  - $ .. - d  I $ 483,u31 $ 3iG-713 



Llne 
NP2 

1 
2 
3 
4 
5 

7 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
I 9  
20 
21 
22 
23 
24 
25 
26 
27 

29 
30 

a 

a 

28 

Youngtown - Sun City Wastewater 
Test Year Ended December 31, 2001 

Summary of Fair Value Rato Basa 

Gross Ui:ility Plant in Service 
Less: Accumulated Depreciation 

Net Utility Plant in Service 

Exhiblr 
Schedule R-I  
Paqo 1 
Witness: Rurnham 

RCND Falr Value Orlglnal Cost 
Rare base E~I9AS-S Rata boso fOCRB Onl~ 

$ 19,902,780 $ 51,811,232 s 19,962,780 
7.1a9.539 20,40a,401 7,1a9,539 

12,773,241 !! 31,4202,831 .8 12,773,241 

Le>!! 
Advances in Ald of 

Contributions In Aid of 

Customer Meter Deposits 
Deferred Income Taxes & Credits 
lnveslment tax Credits 
- Plus. 
Tolleson Trlckllng 

Doferred Tex Assets 
Allowance for Working Capital 
Cltizcns Acqulsltfon Adjustment 

Conslructlon 

Constructlon - Net or amortlzatlon 

Filter 

3,309,005 

1,187,138 

500,000 

8,588,185 

3,081,090 

600,000 

3,309,005 

1,187,139 

500,000 

8,777,097 $i Total Rato Daso $ 8,777.007 $ 20,233,577 ' ' 

SUPPORTING SCHEDULES: 
0-2 
8-3 
0-5 
E- I  

RECAP SCHEDULES: 
A-I 



Llne 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 

I O  
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 

, 37 
38 
39 
40 
41 
42 
43 
44 

Youngtown - Sun City Wastewater 
Test Year Ended December 31,2001 

Original Cost Rate Base Proforma Adjustments 

Gross Utillty 
Plant in Service 

Less: 
Accumulated 
Dspreciation 

Net Utllify Plant 
in Sorvice 

Actual 
at 

End of 
Test Year 

$ 19,643,850 

6,967,677 

$ 12,676,172 

Proforma Adjustments 

Less: 
Advances in Aid of 

Construction (Ratemaklng Purposes Only) 3,479,030 (4a) 

Contrlbutlons In Ald of 
Construction - Not (Ratomaking 
Purposes Only) 

Customer Meter Deposits , 

Deferred Income Taxes 
Investment Tax Credits 
Plus; 
Tolleson Trlckllng 

Deferred Assets 
Working capital 
Cltlzens Acqulsltion Adjustment 

Filter 

Total 

1,016,380 (4b) 
(5b) 

- (9) 

- (7) 

8,178,762 ' 

(1) Addltlonal Plant at Closing 
(2) Plant to be compktad by, 12/31/2002. 
(3) Addltlonal Accumulated Depreciatlon at Closing 
(4) lncroaso (decrcase) AIAC (4a) and ClAC (4b) to Amount at Closing 
(5) Adjust AlAC (5a) and ClAC (5b) for Ratemaking Purposes 
(6) Intontionally Left Blank 
(7) Acquisition Adjustment Premlurn 
(6) Orcom Costs 
(9) Tolleson Trickling Filter 

SUPPORTING SCHEDULES: 
8-2 
E- 1 

Amount 

1,330 
216,300 

101,300 

221,862 

(1 70,025) 

(I ,266) 
170,025 

500,000 

Exhibit 
Schedule B-2 
Page 1 
W Itness : Bum t i  am 

Adjusted 
at w d  

of 
IS!&ar 

$ 19,962,780 

7,189,539 

$ 12,773,241 

3,309,005 

1 ,I 87,139 

500,000 

$ 0,777,097 - 

RECAP SCH E-D U LES : 
B- 1 



Youngtown - Sun Clty Westewater 
Ted  Ysnr Endmd December 31,2001 

Income Statement 

Ek I1 ib 1 t 
Schedule C - I  
Page I 
Wltness: Burnham 

Llno 

1 
2 
3 
4 
S 
B 
7 

9 
10 
11 
12 
13 
14 
15 
10 
47 
18 
19 
20 
21 
22 
23 
24 
25 
46 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
4,1 
42 

Y.% 

a 

Revenues 
Flat Rate Revenues 
Mwwured Revenuee 
Ofhor Wastowator Rovonuos 

Operating Ekpenses 
Salarles and Wages 
Purchased Weslewater Trealmenl 
Purchasod Powor 
Fuel far Power Praductlon 
Chemic816 
Materlals and Supptlos 
Repelrs end Meintennnce 
Orrice Supplies end Expenre 
Ou tslde Sctvlces 
Swrvica Company Charges 
Wator Toatlng 
Rents 
Transporteaon Expenses 
Insurance - Goncral Llablllty 
lnsur8nco - Health and Life 
Regukmry Commission Exponro - Rato Caso 
Mlscetlaneous Expense 
Dep~clal ibn Expense 
Taxcs Othar Than Income 
Property Taxes 
Income Tax 
Tollcson Wastowetar User FOQS 

Total Operntlng Exponsos 
Operatlag Income 
Other Income (Ekpense) 

Interest Income 
Other i nca in~  
IntQrost Expensa 
Other Expense 
Gein/Loas Sale of Fixed AwetR 

Total Other Income (Expense) 
Net Proflt (LOSS) 

SUPPORTING SCHEDULES: 
C-2 
E-2 

Test Year Tesrt Year Proposod Adjust! 
BOOK Adjustod Rate with Re 

Rosults hcjy~~sst &Le-% Adiustment - Rosults !&el 

5,062,248 1 1  

2,8-53 
$ 5,055.107 

33.233 $ 5,085,481 (562.342) L6 4.523 

$ 157 
992.447 99% 

9 332,698 2a,4a.lOa (175,194) S 187,504 
2.728.855 1~.16~i,17,18 (1.736.4,081 

1,621 

108,581 

32.119 

68 

S0,858 

12.584 
492,448 
544,505 
24.872 

149,864 
248,378 

$ 4,727,432 
S 327,675 

69,616 
(1,185,235) 

(9,844 

lb,15 

I d  

le,lOb 
I f  
3 

'Qt12 

Ih,lOc 

8 
l1,lOd 
5 

1 a ,2b,4b 
6 

16b 

13a 
7 

13b 

(2,8051 105.696 105 

179,039 178,039 179 
(28.996) 3.123 3 

513.166 51 3 513.166 

21,197 21,265 

(24,8.19) 28,009 

7,586 20,150 
(347.318) 145,130 
(40,753) 503,752 
(17-1 l a )  7.754 
z a , ~ i g  178.483 

389,754 

21 

26 

20 
145 
503 

7 
178 
172 

818,091 818,091 81 9 

$ 839,169 9 1,025,469 $ (562.342) $ GRO 
* $  , [805,936) $ 4,062.871 $ - 5 3,045 

(139,610) 
779.767 (405,468) 

9,844 
(405 

$ 719,995 $ (405,468) $ - $ ( 4.05 
L $ 1,659,154 9 620.001 $ (5132.342) I 274 . 

PECAP SCHEDULES: 
A - l  



Line 
EO! 

1 Revenues 
2 
3 Expenses 
4 
5 Opcratinn 
G Income 
7 
8 Interest 
9 Expense 
10 Othor 
11 Income/ 
12 Expense 
13 
14 Net Income 
15 
16 
17 
18 
19 Revenues 
20 
21 Expenses 
22 
23 Operating 
24 Income 
25 
26 Interest 
27 Expense 
28 Othor 
29 Income/ 
30 Expense 
31 
32 Net Income 
33 
34 
35 
36 
37 Revenues 
38 
39 Expenses 
40 
41 Operating 
42 Income 
43 
44 Interest 
45 Expense 
46 Other 
47 lncomc/ 
48 Expense 
49 
50 Net Income 

I 

Youngtown - Sun Clty Wastewater 
Test Year Ended Docomber 31,2001 

Adjustments to Revenues and Expanses 

Exhibit 
Schedule C-2 

Witness: Bumham 
Pago 1 

(937.588) (357,570) 513,168 96,303 (40.753) ~8.619 p 7 , e z q  

937,588 357,570 (51 3,106) (96,303) 40,753 (26,619) 697,823 

40,753 (28,619) 697,823 -- -_- (513,166) - . ._ (96,303) 937,588 357,570 -- .- --  - - .. - 

(7,586) (281,410) 33,233 (21,197) 420,863 

779,767 779,767 

( 779,787 (7,586) - (281,410) 33,233 (21,197) ._. 1,200,630 

Ad I ustmet3.s t~ Reven u qs-andJmsns-es 
- TQf.31 24 1% 16 - 17 - 18 - 13 

33.233 

11 263,056 (203,433) (327,99G) 

(11) (263,056) 203,4,33 361,229 

779,767 

(59,772) (59,772) 

I (59.772) -_.. I . , . _ . .  ____._ (11) (263,056) 203,433 1,081,224 i 



Yaungtown - Sun Clty Wnstcwrlter 
Test Year Ended December 31 ..2001 

Adju3trnentR to RevenuRs and ExpenGeS 
Adjustment Number 3 

Llne 
No! 
1 3crvlce ComDa.p&himaJ 
2 
3 Total Service Chargm 
4 
5 Total Chargos 
6 
7 
8 
9 
10 
11 
12 
13 AdJustrnent to Revenues and/or Expenses 

Allocarlon Factor (4 Factor Formula) 
% 5.000.811 

0.1014 
$ 513,166 

I 9; G 1 3 , l G G  

Exhihlt 
Schodule C-2 
Page 4 
WltneaR: Eurnhsm 



2 
3 
4 
5 
6 
7 

9 

11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
30 
37 

39 
40 
41 
42 
43 
44 
485 
46 
47 
48 
49 
50 
51 
52 
63 
54 
55 
56 
57 
5a 
t R  
60 
01 
52 
03 
64 
65 
66 
67 
48 

a 

I 10 

38 

Youngtown - Sun City Wastewater 
Test Year Ended December 31,2001 

AdJugtments to Revenuea mnd Expenses 
AdJustment Number 5 

Account 
NO. 

301,OO 
302.00 
303.00 

- 

310.00 
31 1 .OO 
312 00 
313.00 
314.00 
3 15.00 
316.00 
317.00 
318.00 
318.00 
321 ,OO 
322 00 

340 00 
341 .OO 
342.00 
343 00 

345 00 
340 00 

344.00 

389.00 
390 00 
381 .OO 
391 10 
392 00 
393.00 
394.00 
395.00 
396.00 
397 ao 
3ga.00 

Describtlon 
lntanglble 
Organizotlon 
Franchlsos 
Mi6celleneous lntangibles 
Subtotal lntmnqlble 

Troafmnont & Dlschargo 
Land and Lend Rights 
Structures and Improvements 
Prallmlnary Troarmont 
PrimRry Trantrnent Equipment 
Secondary Treatment Equipment 
Tonlary Equlpmonr 
Dlsirtfection Equipment 
Emuant Llft Station E 
Outfall Llno 
Sludge, Treatment 8 Distribution 
Influent Llft Station 
Gonoral Treatment Equlpment 
Subtotal Treatment & Dlscharge 

Collcctlon and lnflucnt 
Lend and Land Rlghts 
Structures and Improvements 
Collcctlon System LlR 
Collectlon Mainc 

Dlscharge Scrvlces 
Manhole:, 
Subtotel Collection end Influent 

General 
Lend mnd Lend Rights 
Structures and lmprovemonts 
Office Funilure And Equipment 
Computer Equlpment 
Ttansporlation Equlpment 
Stores Equipmnnt 
Tools. Shop and Garage 
Laboratory Equipment 
Power Operated Equipment 
Communlcatlon Equlpment 
Miscellaneous Equipment 
Subtotal Qcnaral 

Youngtown Plant " 
ADFUC adjustment 3/95 -* 

FOPQ MRinq 

TOTALS 

Proforma Plant ((0 be Cbmpleled by 12/31/2002) 
Tolleson Trickling Filter 

Amordzetion of Deferrea Regulatory Assots 

Loss, Arnonlzatlon of Contrlbutlons 

Totel Doprocialion Exponse 

Ted Year peprmcistion Expenm 

lncreaio (decrease) In Ooproclatlon Expense 

Adjustmom to Rovonuos and/or Exponsos 

Orlnlnal Cost 

B 122,373 
6,132 

10,495 
$ 139,000 

a E,565 
22,095 

453 

2,575 

1,503 
291 

178 
18.743 

, t s  52.403 

$ 
350,713 

1,229.723 

1,300,266 
2,307.454 
2,495.705 

$ 17,670,906 

~ . a a ~ , 9 0 4  

3 1,108 
760.473 
226,528 
324,32 3 
408.123 

6,523 
93,334 
29,565 
27,321 

131.126 
52.919 

$ %,071,343 

106.727) . .  . 
(93,0751 

8 19.843,850 

5 318.930 
$ 500,000 

B 145.771 

S 1,187,138 

Exhlbit 

Pago 8 
Witneas. Burnnarn 

Schedule C-2 

0.00% $ 
0.00% 
0.00% 

$ 

0.00% t 
2.50% 552 
0.0OYs 
0.00% 
2.52% (35 
0.00% 
0.00% 
2.00% 30 
2.00% G 
2.50% 
2.00% 4 
Z.OO% 375 

$ 1,032 ' 

0.00% t 
2.00% 7,014 
8,40% 103,297 
2.04% 201.694 
2.07% 26.910 
2.04% 47,072 
2.03% 50.664 

s 4313,057 

0.00% 
1.68% 
4.55% 
4.55% 

25.00% 
5.92% 
4.14% 
3.74 % 
5.14% 
10.28Y. 
4.98% 

a 
12,782 
10,296 

102,031 
256 

3, 800 
1,097 
1.405 

13.4,70 
3,133 

t6 ia3,ow 

14,,741 

2.80% (2.709) 

?i 595,450 
2.80% ( 2 , B O q  

2.80% 8,Q31 
2.80% 14,002 

2,ao% 4,082 

10.00% (1 18.714) 

$ 503,752 

544,505 

(40.753) 



Youngtown - Sun Clty Wastewater 
Test Year Ended December 31,2001 

AdJuetmonts to Revonucs and Expenses 
Adjustment Number 6 

2 
3 
4 
5 
8 
7 
8 
9 
10 
11 
12 
13 
11 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

I Revenues in year enued 12/31/01 
Adjusted R ~ v e n u e s  In year ondod 12/31/01 
Proposed Revenues 
Avoregs of thrao year's of rovunuo 
Average of three year's of revenue, times 2 
Add: 
Construction Work in Progess ot 10% 
Daduct: 
Book Value of Transportation Equipment 
Book Valuo of Tranoporzerlon Equlpnisnt (proforma) 
Total Book Value of Transportation Equipment 

Full Cash Valuo 
A9sessment Ratio 
Assessed Value 
Property Tax Rato 

Proporty Tax 
Tax on Parcels 

Total Proporty Tax at Proposed Rates 
Property Taxes in the test year 
Chango In Proporty Taxos 

Adjustment lx) Revenues andlor Expenses 

Exhibit 
Schedule C-2 
Paw 7 
Witness; Burnham 

!3 5,055,107 
5,086,340 

400,123 

$ 408,123 

$ 9,371,507 
25% 

2,342,an 
7.61 8Q94% 

178,483 

$ 178,403 

28,619 
149,864 

- '  .- $ 

9; 28,619 



Youngtown -Sun City Wastewater 
Tost Yoar Ended Dccombor 31,2001 

Adjustments to Revenues and Expenses 
AdJustmant Number 7 

Exhibit 
Schedule C-2 
Pago 8 
Witness: Burnham 

I Line 
No. 
1 
2 
3 
4 
5 
E 
7 
B 
9 
10 

- - 
hleL!Sj-S&g.C&O&RAo~ with R&e-Ep-s.e 
Fnlr Value Rato Baso 
Weigted Cost of Debt from Schedule D.1 
Synchronized Inter861 Expenfie 
Tolleson Bond Interest Differential 
Total Proposed Interest Expense 
Test Year Interest Expense, Per Books 
lncreese In interest, Expense 

Adjustmwt to Rovonuos andlor Exponsa ” 

$0,777,097 
3.1 5% 

278,438 
129,029 
405.488 

1 ,I 85,235 
$ (779,767)’ _. . 

779.767 . 



Youngtown - Sun City Wastewater 
Tast Yaar Ended December 31. 2001 

ADJUSTMENTS TO REVENUES AND/OR EXPENSES 
Adjustment Number 8 

Llne 
No2 

1 Rate Case Expense 
2 
3 Estimated Rate Case Expense 
4 
5 
6 
7 Annual Ratc Case Expcnss 
a 
9 
10 
11 InCrOaSQ(daCr0aSQ) Rate Caso Expanso 
12 
13 Adjustment to Revenue andlor Expense 

Estimated Amortization Period In Years 

Tmt Year Rate Case Expense 

Exl7lblt 
Schedule C-2 
Page 9 
Wltness: Burnhorn 

!§ 100,749 

5 

5 20.150 

$ 12,504 

3 7935 

9 7,506 



i 

Youngtown - Sun City Wastewater 
Tast Yoar Ended December 31,2001 

ADJUSTMENTS TO REVENUES AND/OR EXPENSES 
Adjustment Nurnbor 10 

Line 
No 

1 koLcctcd Additional Expenses 
2 
3 
4 Salarles &Wages 
5 Offlce Expense 
6 Insurance 
7 Mise Expense 
8 

- 

Y 
10 
11 Adjutlltment to Revenue andlor Expanse 

Exhibit 
SChodula C-2 
Pagn 11 
Wltnnss: Burnham 

Ad] ustrnent 
LaJd 

t 68,954 1 Oa 
1 a6,ma 10b 
24,569 I oc 
1,249 1 Od 

$ 281,410 - -- 



Youngtown -Sun Clty Wastewater 
Teet Year Ended Oecamber 31,2001 

Adjuetmenta to Revenues and fxpeneee 

Exhlblt 
SCIledUIe C-z 

Wltnese: Rurnharn 
Fag4 1 

Lh? 
N O  

1 
2 
3 
4 
D 
0 
7 
E 
Q 
10 
11 
12 
13 
14 
15 

17 
18 
18 
20 
21 
22 
23 
24 
25 
28 
27 

24 
30 
31 
32 
33 
31 
35 
36 
37 
38 
39 
A0 
dl 
42 
4 3  
4 4  
AS 
4G 
47 
40 
49 
80 
51 
62 
63 
54 
55 
50 

-- 

i e  

28 

Exponms (937.5t-1a) /357,670) 1 5 1 3 , ~ m  gS,303 (40.753) 28,818 (897,823) 

40,753 (28.G10) O97,823 

Intareat 

Othor 
Expenve 

lncorno I 
Exyonta 

21.187 (307,030) Evpenres 7.588 287.41 0 

Operatlnp 
Income ( 7 m 8 )  (Z81.410) 33,233 [ z i , i w )  ~ z o . ~ e s  

lntwnit 

Other 
Expanze 778,787 779,707 

Income i 
Expenes 

c p r  ,110) 33,233 - .. (2 1 ,I 87) 1&ZX~&63tl- (3,688) --_ Not Incomr: 77S,707 

u c n t s  16 Ro~r~~nfnn4 Exoenqs 
E u Is Lq u 1-3 TaM 

Psrnove Otlier INTENTlONALLY Power Ccsts Toll as on Tolln9on PmG&ed 
PevenuealErpennae LEFT BLANK &djppjme,a & ~ Q =  me.1 B Cot-itlaenclei T-o~eeo~OLOAM 

Revenues 33,233 

(477,WO) (805,938) Expeneea 11 263,055 (203.1331 

Operating 
lncame 

Intomst 

OUln 
Expcnso 778.767 

income I (58.772) (59,772) 

203,433 477,840 r.aoe.io4- 

Expenw 

Net Income ”., (- 59,772) (11) (Ze3AOSt) , _  



Line 
_I No. 

1 
2 
3 
4 

I 5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 

Youngtown - Sun City Wastewater 
Test Year Ended December 31,2001 

Projected Income Statements - Present & Proposed Rates 

Exhlblt 
Schedule F-I 
Page 1 
Wliness: Burnham 

Revenues 
Flat Rate Revenues 
Measured Revenues 
Other Wastewater Revenues 

Operethg Expenses 
Salaries and Wages 
Purchased Wastewater Treatment 
Purchased Power 
Fuel for Power Production 
Chemlcals 
Materials and Supplies 
Repairs and Maintenance 
Offico Suppllos and Expense 
Outside Services 
Sorvlce Company Charges 
Water Testing 
Rents 
Transportation Expenses 
Insurance - General Liability 
Insurance - Health and Life 
Regulatory Commission Expense - Rate Case 
Mlscellaneous Expense 
Depreciation Expense 
Taxes Other Than Income 
Propefly Taxes 
Income Tax 
Tolleson Bond 

Total Operating Expenses 
Operating Income 
Other Income (Expense) 

Interest Income 
Other income 
Interest Expense 
Other Expense 
GainLoss Sale of Fixed Assets 

Total Other Income (Expenoo) 
Not Profit (Loss) 

At Proposod At Present 
Rates Rates 

Test Year Year Year 
Actual Ended Ended 
Results --- 12/3 112002 -4 -. 7213 -- I 12002 

2,859 2,859 2,859 
$ 5,055,107 $ 5,088,340 3 4,525,998 

$ 332,698 $ 157,504 $ 157,504 
2,728,855 992,447 992,447 

1,621 1,510 1,510 - 
108,581 105,698 105,696 

179,039 179,039 
32,l I 9  3,123 3,123 

513,166 513.166 

68 21,205 21,265 

50,858 26,009 26,009 

12,564 20,150 20,150 
145,130 492,448 145,130 

544,505 503,752 503,752 
24,872 7,754 7,754 

149,864 178,483 178,483 
248,379 389,754 172,697 

818,091 818,091 
$ 4,727,432 $ 4,062,871 $ 3,845,814 
$ 327,675 3 1,025,469 $ 680,185 

09,616 
(1,185,235) (405,468) (405,468) 

(9,844) 

$ (1,125,463) $ (405,468) $ (405,468) 
$ (797,788) $ 620,001 $ 274,717 

.- 



Lino 
No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

L- 

Youngtown - Sun City Wastowater 
Test Year Ended December 31,2001 

ProJected Statements of Changes in Financial Position 
Presont and Proposed Rates 

Cash Flows from Oporating Activities 
Net Income 
AdJuslments to reconclle net Income to net cash 

provided by operating activities: 
Doprociation and ArnnRltation 
Deferred Income Taxes 
Accumulated Deferred ITC 
Changes in Certain Assosts and Liabilities; 

Accounts Receivable 
Materlals & Supplles 
Prepald Expenses 
Misc Current Assets and Deferred Expense 
Accounts Payable and Accrued Llabllitles 
Accrued Taxes 

Net Cash Flbw provided by Operating Activities 
Cash Flow From Invcsting Activltles: 

Capital Expenditures 
Plant Held for Future Use 
Non-Utlllty Property 

Net Cash Flows from lnvesting Activitles 
Cash Flow From Financlng Actlvltles 

(Decrease) increase In Net Amounts duo to Parent and 

Customer Deposits 
Changes in Advances for Constructlon 
Changos in Conlributlons for Construction 
Proceeds from Long-Term Debt Borrowing 
Repayments 01 Long-Term Debt 
Dlvldends Paid 
Deferred Financing Costs 

AMliates 

Net Cash Flows Provlded by Financing Activities 
Increase(decrease) In Cash and Cash Equivalents 
Cash and Cash Equivalents at Boginning of Year 
Cash and Cash Equivalonts at End of Year 

SUPPORTING SCHEDULES: 
E-3 
F-3 

Exhibit 
Schedule F-2 
Page 1 
Wltness: Burnham 

At Present At Propos 
Rates Rates 

Test Year Year Year 
Ended Ended Ended 

12/31 1200 1 1 2/3 1/200?, ?_2L2220_( 

$ (797,788) $ 620,001 $ 274,i' 

544,505 503,752 503,7 
(1 66,145) 

(9,546) 

(638,375) 

(23) 
12,716 

67233 1 
(5,060) 

(386,785) 5; 1,123.753 $ 778,4 

(1 94,689) (1 9571 8) (1 95,7 

179,944 
$ (14,745) $ (195,718) $ (195,7 

1,289,559 

(888,029) 

(465,001) (206,C 

401,530 $ (465,001) $ (,206,C $ 
$ - $ 463,034 $ 376,i  


