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L. 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.

Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?
A. I am the President and Owner of Burton & Associates, Inc., a utility finance and

economics consulting firm.

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND
BUSINESS EXPERIENCE.

A. I graduated from the University of Florida with a Bachelor of Science Degr;:e 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 charge/rate studies, impact fee studies, financial advisory
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services for the issuance of revenue bonds, bond issue feasibility studies/forecasts,
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.

PLEASE DESCRIBE BURTON & ASSOCIATES, INC.

I founded Burton & Associates in April of 1988. Since that time, the firm has
specialized in utility economics. Burton & Associates has developed proprietary
software and an interactive prbcess 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 financial management program. A copy of the firm resume is

attached to this testimony as Exhibit MEB 2.
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Q. WHAT ARE YOUR RESPONSIBILITIES WITH BURTON &
ASSOCIATES, INC.?

A. 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 staff’s provision of professional services to our
clients on behalf of the firm. I also define and upgrade all technical tools used by
firm 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 from our clients and
from industry professionals on a regular basis. I am personally involved in each

and every consulting project for the firm.

Q. WHAT IS YOUR EXPERIENCE IN UTILITY RATE REGULATION?

A. 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 (“SJICWSA”). In
this capacity, I reviewed all rate case applications and proceedings brought before
the authority and developed recommendations with regard to SICWSA 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. ARE YOU A MEMBER OF ANY INDUSTRY GROUPS OR
ORGANIZATIONS?

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

Q. WHAT MANUALS, PAPERS OR ARTICLES HAVE YOU WRITTEN
AND WHAT PRESENTATIONS HAVE YOU MADE AS A UTILITY.
ECONOMICS PROFESSIONAL CONSULTANT?

A. I have written, co-authored or presented the following: 1) AWWA MANUAL-
RATE MAKING FoOR SMALL UTILITIES-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) IMPLEMENTATION 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
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) —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).

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS RATE CASE?
A. 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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II. 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 from 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 tariff to
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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.

III. DETERMINATION OF FVRB

Q. HOW DOES ARIZONA-AMERICAN PROPOSE TO CALCULATE FVRB
FOR ITS VARIOUS WATER AND WASTEWATER DISTRICTS? |

A. 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 from the RCN. This

calculation was then used by Arizona-American as the FVRB.
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Q. DO YOU BELIEVE THAT ARIZONA-AMERICAN’S APPROACH TO
CALCULATE FVRB FOR ITS VARIOUS WATER AND WASTEWATER
DISTRICTS IS APPROPRIATE?

A. No.

Q. WHAT DO YOU BELIEVE IS THE APPROPRIATE APPROACH TO
CALCULATE THE CURRENT VALUE OF WATER AND
WASTEWATER ASSETS?

A. 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.

Q. WHY THEN ARE YOU ADVOCATING THE USE OF OCRB ALONE AS
FVRB IN THIS INSTANCE?

A. 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?

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

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
determination 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
from 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.

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. DEFERRAL OF ACCOUNTING TREATMENT FOR

ACQUISITION ADJUSTMENT

Q. WHAT IS YOUR POSITION REGARDING ARIZONA-AMERICAN’S
REQUEST TO RECEIVE REGULATORY APPROVAL FOR CERTAIN
ACCOUNTING TREATMENT OF AN ACQUISITION ADJUSTMENT,
BUT DEFER THE DETERMINATION OF AN ACTUAL AMOUNT OF
THE ACQUISITION ADJUSTMENT?

A. Arizona-American’s request for accounting treatment prior to establishing the
dollar amount which, the accounting would be applied, is simply illogical an‘d
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;

2. The establishment of accounting treatment for something that may
not exist could result in a wasted effort if an acquisition adjustment
is not awarded; and

3. This proceeding likely has different participants than will the

proceeding in which the dollar value of any acquisition adjustment
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is to be established due to the fundamental topical differences and
timing. That means that parties who would take issue with any and
all aspects of an acquisition adjustment in a future 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. IRRIGATION WATER TARIFF

Q. DOES ARIZONA-AMERICAN CURRENTLY HAVE IN ITS RATE
STRUCTURE AN IRRIGATION WATER TARIFF FOR THE
COMPANY’S SUN CITY WATER DISTRICT?

A. Yes. Arizona-American has in its existing rate structure an irrigation water tanff,
which applies to recreation lakes located in the Company’s Sun City Water

District.

Q. DOES ARIZONA-AMERICAN’S IRRIGATION WATER TARIFF ALSO
APPLY TO THE RECREATION LAKES IN YOUNGTOWN?

A. 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 tariff is 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.

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 from 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 tariff also includes
any recreation lakes located in Youngtown. A copy of the letter from 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 from 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. DOES YOUNGTOWN PROPOSED A SOLUTION TO REMEDYING THE
DEFICIENCIES IN ARIZONA-AMERICAN’S WATER SERVICE TO
YOUNGTOWN’S FIRE HYDRANTS?

A. 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 identified 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?

Yes.

F+/1753-10-1/ACC Proceeding/Direct Testimony/Direct Testimony.Burton.FINAL




SUMMARY

Mr. Burton has over 30 years experience in water resources economics management consulting, tén years
of which have been with Arthur Young & Company, one of the "Big Eight" national accounting and
management consulting firms. Mr. Burton was a principal of the firm 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 charge/rate 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:

vy Water, Wastewater, Reclaimed Water, and Stormwater -

. Revenue sufficiency analysis, . Utility valuations,

. Cost allocation determination, . Acquisition planning and

. CIP program development, analyses,

. Funding analyses, . Strategic planning and

. Financial management programs, : economic impact

. Regulatory assistance, quantification,

o Rates programs, . Water resources planning

o Rate structure de sigﬁ, including alternative source of
. Impact fees, supply, and

. Unaccounted for water audits ‘ Rate case assistance

o Expert Witness Testimony

‘ vy _Governmental Services - Impact fees, capital improvement programs, user fees,
' contracting with the private sector, general government financial analysis and
management program development.

y Solid Waste - Governmental, regulated private franchises, rates, tipping fees, operations
audits.

Burtansassociates
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3 v Regulatory Agencies - Counties, municipalities, Public Service Commissions, Department of
Environmental Regulation, U. S. Environmental Protection Agency, water management
districts, water and sewer authorities.

. EXPERTISE

Functional areas of expertise and direct consulting éxperience include:

v 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 assets/plant investments
Contributions in aid of construction (CIAC)
" Service availability fees
Used and useful analysis
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

v W n w0 Uy

| BurtanSAssaciates

Page 2




Y

Impact Fee Development

EXPERTISE - CONTINUED

Functional areas of expertise and direct consulting experience include:

Fully 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

Capital Improvement Programs
Concurrency management plans
Regulatory compliance

Funding source analysis
Financial feasibility analysis
Developer regulations/agreements

AANANNA

Special Fee Determination (consumptive use permits application fees, etc.)

Regulatory Compliance

Operations Audit/Analysis

< Organization and staffing
< Customer service

< Resource management

Revenue Bond Financing

< Financial advisory services
$  Underwriter evaluation/selection
$  Structure of financing

< Feasibility studies/forecasts

Inventory and Valuation of Fixed Assets

Utility Valuation for Sale/Acquisition

BurtonStAssasiates
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EXPERTISE - CONTINUED

Y Strategic Planning
< Governmental jurisdictions
$ Definition of service objectives
T Service area(s)
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
Organization and staffing requirements
Regulatory resources (staff, consultants, etc.)
T  Funding
Utility acquisition funding strategy
Cost impact/rate projections
Capital requirements
Contributions in aid of construction policy
Assessment policies
.. Impact fees
< 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 useful plant
T Analysis of debt/equity ratios to maximize return

BurtanseAssaciates
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PUBLICATIONS & PRESENTATIONS

Recent publications and presentations written, co-written and presented by Mr. Burton include:

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

AINTEGRATION OF CAPITAL AND FINANCIAL PLANNING@ - Written and presented at the Florida
Water Resources Conference-2003 -Tampa, Florida

AFINANCIAL IMPLICATION OF ALTERNATIVE WATER SUPPLYQ - 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

AIMPLEMENTATION OF RECLAIMED WATER RATES & METERING@ - Co-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

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) - 2001

AEVALUATING & SETTING RATESR - Written and presented at the Water Environemnt Federation,
Dallas, Texas 1998

ARECLAIMED WATER RATE MAKING@ - 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 UTILITIES@Q - 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
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| MEB Exhibit 2

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

0 Utility economics

O Financial program development

O System & property valuation and analyses

0 Retail and wholesale cost of service & rate studies

0 Operations and performance reviews, strategic planning, ﬁnanéial feasibility

analyses and reports, annexation analyses and reports
0 Privatization and managed competition analyses and reports

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

0 Bond feasibility reports for inclusion in the office statements of revenue
bonds '
0  The development of capital finance plans integrated with the utility’s overall -

financial management program

O 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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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 Utility 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. Inthe 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 staff provide 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-XL®.




This powerful new version encompasses many improvements over the
original FAMS model including:

¥ A more straight forward depiction of the flow of funds
v 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
¥ The ablhty to perform:
a capital requirements driven analysis which determines the level of
revenue necessary to fund specified capital improvement program
requirements, and/or
- arevenues 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. .
v 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-XL® in projects for many cities and counties.

To further demonstrate the ability of our Firm to provide superior utility
€COonomics 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 /St. Johns Co. Water & Sewer Authority,
/ Florida Water Resources Conference /U 8 Environmental Protection Agency,
/Volusian Water Alliance - / Florida Department of Environmental

/ Orange County Utility Consortium Regulation, Bureau of Wastewater

/8t. Johns River Water Mgt. District, Management and Grants,

/Lee County Water Authority,
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Mike has written and presented many papers and articles which speak to the
issues included in a study such as this. These include:

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

ZINTEGRATION OF CAPITAL AND FINANCIAL PLANNING - Written and presented at the
Florida Water Resources Conference-2003 -Tampa, Florida -

ZFINANCIAL IMPLICATIONS OF ALTERNATIVE WATER SUPPLY - Written and presented
at the Florida Water Resources Conference-2003 Tampa, Florida

¢ THE EFFECT OF INCLINING BLOCK WATER RATES UPON WATER USAGE &
REV_ENUE Presented at the Florida Water Resources Conference-2003 Tampa, Florida

¢Utilify Rate Studies - 4 paper and presentation to the Gulf Coast Chapter of the
Florida Governmental Finance Officers Association - 2002.

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

ZEVALUATING & SETTING RATES - Written and presented at the Water Environment
Federation, Dallas, Texas 1998 '

ZRECLAIMED WATER RATE MAKING - Written and presented at the AWWA 1998 Water
Reuse Symposium in Orlando, Florida (February 1998)

ZAN 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)

ZWATER RATE MAKING FOR GOVERNMENTAL UTILITIES - This paper was developed
Jor presentation to the St. Johns River Water Management District under contract with
the Orange County Public Utilities (utilities serving the greater Orlando area)

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

v The Southwest Florida Water Management District,

y The South Florida Water Management District,

v The Suwannee River Water Management District,

vy The Northwest Florida Water Management District, and
v 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. Key Members Of Our Staff

Steven McDonald has recently provided water, sewer, stormwater and/or
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 frequency 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 firm, 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 from
high profile, innovative public and private projects.  His education and technical expertise
lies in the areas of public policy and financing, financial modeling and analysis,
economic_modeling and forecasting, strategic planning and analysis, and market and
industry 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 successfully model and analyze water use patterns, perform
unaccounted water audits, and customer billing and bill frequency 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 frequently 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 million 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. History 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
mfrastructure. 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. Qur 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 funding 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 and/or 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 successful 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
decistons during this process.

1) Cost of Service/Rate 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 funding 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 funding 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-XL© 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
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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) Utility 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
FAMS-XLO 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.

9) Leader in Use of Automated Analysis Techniques

- We have developed for our clients a truly revolutionary interactive process
utilizing FAMS-XL©. Our automated utility financial planning and rate allocation
modeling system which we use in the conduct of a study such as this. 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.
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THE INTERACTIVE PROCESS

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

| 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 all aspects of your utility’s financial dynamics
over a five year forecast period,

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

3. 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. ‘

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 from our analysis in various
graphical formats on a four by five foot screen. Descriptions of the graphical
representations presented in interactive work sessions are presented on below.
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Five Year Revenue Sufficiency Analysis: 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.

—_
o

Percentage Rate Increases Sources of Rate Increases

<]

~lLevel Rate Plan
; _C_!E 70.0%

Y 0am 10.0d]

% Increase in Monthly Bill
o

(1) R&R includes
3 1 million per year
line replacement program

R&R 20.0% (1)

2001

-Year End Fund Balances

,/Spend Down Limit

IS
]

. $ Million(s)
o
$ Million(s)
T

)
1

10

0 o P L P = P
FY 1997 FY 1998 FY 1999 FY 2000 FY 2001
Fiscal Years

FY 1997 FY 1998 FY 1999 FY 2000 FY 2001
Fiscal Years

This display presents the results of a five year revenue sufficiency 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 funded 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 sufficient 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 profiles within
customer classes.

Examples of two types of customer impact analysis charts used in our interactive
work sessions are presented on the following page.
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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 from 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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- 6 | IN THE MATTER OF THE JOINT |
APPLICATION OF CITIZENS UTILITIES DOCKET NOS.  W-01032A-00-0192
. 7 | COMPANY: AGUA FRIA WATER DIVISION W-01032B-00-0192
OF CITIZENS UTILITIES COMPANY; W-01032C-00-0192
MOHAVE WATER DIVISION OF CITIZENS ~ S$-02276A-00-0192
UTILITIES COMPANY: SUN CITY WATER WS-023344-00-0192
"COMPANY: SUN CITY SEWER COMPANY; WS-03454A-00-0192 -
SUN CITY WEST UTILITIES COMPANY; WS-03455A-00-0192
10 | CITIZENS WATER SERVICES COMPANY W-02013A-00-0192
OF ARIZONA: CITIZENS WATER W-01595A-00-0192
11 | RESOURCES COMPANY OF ARIZONA; W-01303A-00-0192
HAVASU WATER COMPANY AND TUBAC
12 | VALLEY WATER COMPANY, INC., FOR ‘ :
- | APPROVAL OF THE TRANSFER OF THEIR | DECISIONNO. _ (.3 55’7/
13 | WATER AND WASTEWATER UTILITY ' - ' A
ASSETS AND THE TRANSFER OF THEIR
‘14 | CERTIFICATES OF PUBLIC CONVENIENCE | OPINION AND ORDER
AND NECESSITY TO ARIZONA-
15 | AMERICAN WATER COMPANY AND FOR
CERTAIN RELATED APPROVALS. -
16
| 17 |
DATE OF HEARING: September 27, 2000
18

PLACE OF HEARING: Phoenix, Arizona

19 | PRESIDING AD\/IINISTRATIVE
LAW JUDGE:

Karen E. Nally'

Chairman William A. Mundelland z

21 | IN ATTENDANCE:
Commissioner Jim Irvin

.8,

22 :
APPEARANCES: » Mr. "Michael M. Grant, GALLAGHER &

I 23 KENNEDY. and Mr. Craig Marks, Associate
. 24 General  Counsel, on behalf of Citizens
. - Communications Company; .

iJ 25

b ' This Recommended Opinion and Order was prepared by Administrative Law Judge Marc E. Stern upon review of
¢ 26 | the testimony and exhibits admitted into evidence in the proceeding. ’ '
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DOCKET NO. W-01032A-00-0192 ET AL.

Mr. Norman D. James. FENNEMORE CRAIG, on
behalf of Arizona-American Water Compan)

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

‘Bill Meek on behalf of the Anzona Uulity
Imestors Association; and

Ms. Teena Wolfe; Staff Attomey, Legal Division,

on behalf of the Utilities Division of the Anzona
Corporation Commission.

BY THE CONMNMISSION:

On March 24 2000, Citizens Utilities Company, now known as ’Citize‘ns
Communications Company, together with its Agua Fria Water Division, Mohave Water
Division. Sun City Water Company. Sun City Sewer Company, Sun City West Utilities
Company, Citizens Water Services Company of Arizona. Citizens Water Resourcés Conixp:m_\' of
Arizovn:a,- Havasu Water Company; and Tubac Valley Water Caompany (col.lecti\';él_v “Citizens™), -
and Arizona-American Water Company (“Arizona-American”) filed with the Arizona Corporation
Commission (“Commission™) a Joint Application to Transfer Assets aﬁd Related Approval's
(*Application™) of Citizens® water and wastewater utility assets in Arizona including Citizens’
Certificates of Convenience and Necessity (“Certificates”™) held by Citizens to Arizona-American.

On May 17, 2000 and on June 1, 2000, the Residential Utility Consumer -Office
(“RUCO ) and the Arizona Uuhty Investors Association (“AUIA™) filed apphcatxons for leave to
intervene. Subsequently, 1nterven110n,was granted to RUCO and to AUIA?

On May 30, 2000, by Procedural Order, a hearing was scheduled on the above—captioned
matter for September—27, 2000. Citizens' and Arizona-American caused public notice of the

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

? Oa April 10, 2000, Mr. Marvin Lustiger filed an application to intervene in the above-captioned matter.
However, by subsequent filing, Mr. Lustiger clarified that he was only interested in electric or telephone
service in Mohave County, and therefore, Mr. Lustiger’s request to intervene was deemed to have been
withdrawn.
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!

I | addition. Citizens notified all its customers of the Application by means of a written bill insert..

2 » On September 14, 20Q0, a formal public comment session was held in Sun City. |
- 3 On September 26, 2000, the Commission’s Utilities Div‘ision (“Staff”) filed a Seulémenl
% 4 Agreemem (“Agreement”) marked Exhibit.A which is incorporated by reference and attached
35 1 hereto. | o
6 On September 27, 2000, a full public heariﬁg took place at the offices of the Commission

' 7 1 1in Phoenix. Arizona. Citizens. Arizona-American, RUCO. AUIA and Staff were present with

8 | counsel. Following the presentation of evidence. Citizens and RUCQ submitied written briefs on

9 | the issue of whether Citizens should be required o pay a portion of the gain resulting from the

%
= ‘ 10 | sale of its utility assets to Citizens™ customers. The matter was then taken under advisement
11 || pending submission of a recommended Opinion and Order to the Commission.
" 12 | DISCUSSION |
:; - 13 Parlies 1o the Transhction
14 | Citizens, blhrough its \'arioils diviéions and subsidiaries, provides water, wastewater,
% 15 |} electric, natural gas and telecommunications services to approximatély 1.8 million custbmers in

16 | 22 states. including in excess of 100,000 customers in Arizona. Citizens’ current business
17 | strategy is to focus on the provision of telecommqnications services and the expzinsion of those
18 | operations through the acquisition of wire centers and access lines from other prox}ide_rs,
19 | primarily in rural areas, as was the case in the recently approved transfer of rural wire centers by
20 | Qwest Corporation to Citizens Utilities Rural Company, Inc.

2] In connection with this »busi'neés strategy, Citizens infends to sell its water, wastéwater,'

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

23 [ business activities in the telecommunications area. In April 2000, Citizens also announced the

.
v ; .. N am gy
F.: 24 | sale of its Louisiana natural gas operations for $375 million.
23 The Commission granted Arizona-American a Certificate of Convenience and Necessity
26 || to provide water service to approximately 4.600 customers in portions of the Town of Paradise
E 000192040 pecisionno, G 25§
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Valley, the City of Scottsdale and certain unincorporated portions of Maricopa County. Arizona-

American is a wholly owned subsidiary of American Water Works Company, Inc. l(“AWW")

which is the largest privately-owned \vatér' utility system in the United States, providing ‘water,
wastewater and other water resodrce management services to approximately 3 million customers
in 23 states, and with a reponedconsolidated net plant ofSS.l billion and operating revenues of
$1.26 billion. AWW’s December 31, 1999, balance sheet reflected a capital structure of 38 4
percent long-term debt, 2.3 percent preferred stock and 59.3 percent common eqmty

B In 1999, AWW’s subsidiaries invested $467 million in improving and upgfading. their

facilities, and for the past several. years, AWW has made similar expenditures averaging nearly

$400 million per year. According to AWW witnesses, AWW?’s acquisition policy is motivated,

‘at least in part. by anticipated capital expenditures resulting from new regulatory requirements |

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

service. With the additional water and wastewater systems, AWW and its subsidiaries -hope to

obtain economies of scale and to strengthen their financial capability by expanding their
customer base.

The Transaction

On October 15, 1999, Citizens, Arizona-American and AWW entered info an agreement
under which Arizona-American is to acquire the water and wastewater assets and the Certificates

held by Citizens in Arizona (“the Acquifed Assets”) for approximately $231 million, subject to

adjustment at the time of closing. The purchase pnce wxll be mcreased based on uuln) plant B

added by szens after June 30, 1999 and will be reduced based on plant retirements occumna 3

after such date. The Acquired Assets include all utility plant, property and interests relatmg to
Citizens’ waler and wastewatér operations in Arizona, with certain exceptions, including assets
commonly used by Citizens in connection with other utility operations, cash and cash
equivalents, and assets related to benefit plans. Citizens will also retain certain liabilities.

including obligations - for taxes payable, obligations relating to employee compensation and

000192080 » | : DECISIONNO. ¢ 33584




In

e

N

CJ

w

[N
Y
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benefits, and refu_nds of certain advaaces in aid of construction. Arizona-American will assume
and be liable for all contracts and permits assigned at closing.’ ce(tain Incviu,svtrial DeveIOp"me'm
Revenue Bonds (*1IDRBs™), and unperformed obligations. | |
Anzona-American will finance the purchase of the Acquifcd Assets by a combination of
debt and. equity. AWW has recently formed a new subsidiary, American Water Cépitél :
Corporation (“AWCC"), that will provide loans and other financial services to AWW'
subsidiaries. Initially. Arizona-American will borrow funds from AWCC on a short-term basis, -
and receive addi[ion;ﬂ funds in the form of common equity directly from AWW. Within li
mon\th‘s, the short-term debt will be converted o long-term debt with a planned capiial structure
which will contain 55 to 60'percent debt and 45 to 40 percent common equiiy, including
Arizona-American’s existing. debt and equity capital and the Citizens’ ‘IDRBS £hat will be
assumed.’ ;

The Position of Staff and the Staff Settlement Acreement:

Staff generally supported the application, and recommended that the transfer of the
Acquired Assets to Arizona-American be approved, subject to several condifions, |

First, Staff recommended that the Commission defer any decision on the ratemakirig
treatment of an acquisition adjustment, deferred taxes, excess deferred taxes, and i.nvestment tax
credits until a future rate proceeding.

Second, -Staff recommended that the decision‘ to allow recovery of ari -acquisition
adjustmenf be based on Arizona-Americ‘an’_s ability to demonstrate that clear, qua.ntiﬁab'l’e and . &
substantial net'beneﬁts have Bcen realized by ratepayers, .wh.ic'h would not have been realiied
had the transaction not occurred.

-~

Third, Staff recommended .that Arizona-American_ éhould be ordered to file, 13 monAthS

’ Arizona-American has filed an application for authority to issue short-term and long-term debt in
connection with financing the purchase of the Acquired Assets. which is pending in Docket No. W-
01303A-00-0929. ‘ ~
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DOCKET NO. W-01032A-00-0192 ET AL,

after the closing of the transaction, a report comparing the number of complaints received by the

Commission prior to and after the transaction. The report should providé an explanation of any

Siéniﬁcant changes in the number and importance of the complaints. Staff would then review
this report and, if necessary, make a recommendation-to the Commission of any further action to
be taken. |

Fourth, Staff recommended that an imputation of the benefits related to advances in aia
of construction (* AIAC ) and contributions in aid of construction (“CIAC™) réceived by

Arlzona American be made in subsequent rate proceedings for each former Citizens’ system.

| The purpose of the imputation would be to recognize those portions of the Acquired Assets that

were financed by AIAC and CIAC which Arizona-American will not be assuming. Staff also

recommended that imputed AIAC be amortized over a period of 10 years, while imputed CIAC

would be amortized below the line in the same manner as would have otherwise occurred.

Flﬁh S(atf recommended that Arlzona Amerlcan be required to seek Comnnssnon
approval of any amendments to, or transfers of agreements relating to the purchase of water,
such as Citizens’ Central Arizona Project (“CAP™) water subcomracts.

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 te_&itory. |

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

récommegded 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 disagreed with imputing Citizens’ AIAC and CIAC to Arizona-American.

0001920&0 | DECISION NO. éjf;%
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DOCKET NO. W-01032A-00-0192 ET AL.

Subsequently, Staff and Arizona-American entered into the Agreement, which reso-lved
all ‘areas of disagreement relating to the terms and conditions under which the Acquired Assets.
wbuld be transferred to Arizona-American,

Pursuant to the terms of the Agreement, Citizens” AJAC and CIAC will be imputed to
Arizona-American for ratemaking purposes. This adjustment will reduce rate base. The ahount
of the AIAC and CIAC to be imputed to A’rizoné-American_ for fatemaking purboses will be
based on the actual balances shown on Citizens” regulatory books as of the date of the transfer of
the Acquired Assets, adjusted as follows: an amount equal to 5 percent of Citizens’ AIAC
balance at the time of the transfer will be reclassified as CIAC and added to the CIAC balance,
and the same amount will be deducted from Citizens” AIAC balance. ‘The adjustéd amount of
ATAC will be amortized below the line (i.e., no impact on expenses) over a period 6f6.5 years,
wAivth the amortization period beginhing on the day on which the transfer takes place. The
adjusted amount of CIAC will be amortized above the line (i.e., as a reduction 1o dépréciatioh
expense that would otherwise be recoverable in fa!es) over a period of 10 years, with the
amortization period beginning on the day on which the transfer takes place. The imputation of
AIAC and CIAC to Arizona-American is solely for ratemaking purposes, and not for financial
accounting or ény other purpose.

| 'in addition to agreeing to the imputation of AIAC and CIAC, Arizona-Amierican agreed

that the Commission may adopt Staff’s remaining conditions concerning the sale and transfer of

the Acquired Assets. Staff and Arizona-American also agreed that 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 case.

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

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

not impose any additional terms. conditions or requirements on Arizona-American.

0001920&0 DECISION NO. é 955%
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|

] During the hearing, Staff and Arizona-American voiced their support of the Agreement

i 2 ] believing that its terms are reasonable and in the public interest. - AUIA also expressed its

B 3 suppdn for the Agreement. However. the remaining party to the proceeding,-RUCO, objects to
i
f "4 | the approval of the Agreement and to the transaction generally, as discussed below.
5 I Position ofRUCO.‘
6 RUCO maintains the proposed transaction bclievi‘ng that 1t lS not in the public intereslb

7 | and should not be approved unless it is restructured. RUCO argued that the transaction could

8 [ possibly, in the futuret impact on ratepayers. While RUCO did not disagree Il)zﬁt consideration of
9 [ an acquisition adjustment should be deferred until a future ratecase, RUCO argued that the gain
10 | resulting from the sale of the Acquired Assets received.by Citizens, le the difference between
@ 11 | the net book value of the Acquired Assetsb and the purchase price being paid by Arizona-

12 | American, should be shared equally between Citizens stockholders and the ratepayers. RUCO

13 | further argued that the Commission should adopt a set of criteria to determine what, if any, -

14 | acquisition adjustment should be allowed in a future rate proceeding. RUCO also suggested that

15 {to make this transaction in the public interest, among other things, thé transaction should be
ey ' 16 [ contingent upon Arizoﬁa-American’s Board of Director’s approving a letter pledging to invest ho
17 | less than 15 percent of the purchase price in acquisitions and capital improvemenl.s of “resources
18 1 stressed™ water and/ér wasterwater utilities in Arizona no later than 72 fnon;hs after the date the
19 { Commission authorizes the transaction. |

. 20 { Analysis of Disposition of Gain Issue

21 . RUCO contended that fundamental pririciples of faimess support sharing the gain in this

22 | case. RUCO maintained that ratepayers have shared in the risk associated with the operation of
23 | the utility assels and that it necessarily follows that ratepayers should share in the gain realized
24 |t from the sale of those assets. According to RUCO, this risk sharing results from the accounting

25 [ treatment provided in the National ‘Association of Regulatory Utility Commissioners

26 | ("NARUC™) Uniform System of Accounts when an asset is retired prematurely, i.e., before a

i 000192040 , ‘ peCisionNO. & 358 &
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| Commission has never required gain sharing under these circumstances. In the Contel of the

litern. The utility’s owners, i.e., its shareholders, ultimately bear the risks associated with the

DOCKET NO. W-01032A-00-0192 ET AL.

utility fully recovers its original cost via depreciation.: RUCO also stated that prior Commission
decisions support gain sharing. '

‘In respohse,. Cilizens arghed that ratepayers have assumed no risk’'in connection witﬁ the
operation of Citizens’ water and wastewater -utility business. Investors have provided the
utility’s capital and bear the financial risks associated with its operations. ~Therefore. the
investors should be entitled to receive any gain résul[ing from the traﬁsaction. As o prior.
Commission decisions. Citizens cited three analogOLlé cases involving a sale of an entire line of
utility business in which the Commission did ‘not order gain sharing.* Cilizens also cﬂed
Decision No. 60167 (April 17, 1997) in which a utility’s natural gas business was sold at a ioss.
In that case, the Commission did not order the customers to share in the loss.?

This proceeding is similar to the three cases cited earlier by Citizens since it is selling its

entire business and will have no further water and wastewater operations in Arizona. The

West matter, in which Citizens was authoriied to acquire all of Contel’s telephone properties in
Arizona, Staff urgea that the gain resulting from the sale be shared equally with ratepayers.
However, the Commission rejected gain sharing in that case.

We also do not believe that ratepayers bear a substantial risk by virtue of receiving 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

accounting adjustrents to properly reflect rate base before and after the retirement of a plant

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

! Citizens/Southern Union. Decision No. 37647 (December 2, 1991): Contel/Citizens. Decision No. 38319,
(October 17, 1994); and GTE/Citizens, Decision No. 62648 (June 13, 2000).

> Ajo Improvement Company/Southwest Gas. Decision No. 60167 (April 17, 1997).
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| | businesses. regulation does not shift that risk to ratepayers. who are entitled to recejve utiity

service at rates set by the Commission.

IJ

Accordingly, we do not find it appropriate under the circumstances in this case to require

(OS]

4 | Citizens to share with ratepayers any part of the gain it receives from the sale of the Acquired

4

Assels to Arizona-American. However. this will not preclude the Commission from protecting

w

(AR
(o)}

the 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

7= B S
b
~J

8 | any, should be approved.

Analysis of Remainine RUCO Recommendations

2
=)
O

10 | _ RUCOQO’s other recommendations pertained to the structure of the transaction and

RUCO s concerns that this structure could lead to rate increases in the future. RUCQO’s cancern

12 | primarily relates to the fact that Arizona-American will not be assuming all ot Citizens’

13 | liabilities associated with AIAC and CIAC, which totaled ‘approximately $80.8'millioﬁ and $4.7

million, resbectively, at December 31, 1999. According to RUCO, the structure of the

A
S

15 || transaction will result in the elimination of AIAC and CIAC as reductions from rate base, which

16 |f will in turn result in an increase in rate base and, eventually, to rate increases.

17 We believe that the Agreement appropriately deals with this issue. Citizens” AIAC and
18 .| CIAC will be recognized for ratemaking purposes by Arizona-American, even though Arizona-

19 | American is not assuming those liabilities. By virtue of this imputation, the impact of the

20 {structure of the transaction will be ameliorated. Based on the »evidencle and the testimony, the - =

21 | approach utilized in the Agreement is reasonable.

&g 22 Further, the evidence indicates that the transaction between Citizens, Arizona-American
™ 23 | and AWW was the product of arms-length negotiations that occurred after Citizens had adopted
-/ 24 | its current business strategy of focusing on telecommunications services and divesting itself of

25 {its water and wastewater systems, as well as its electric and natural gas systems throughout the

o 000192080 ’ , » DECISION NO. __é,_j_ﬁri/_-
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| tcountry.. This is> not a transaction between affiliated companies. The payment by Ariz;na—
2 j American will constitute an investm_en.l in the Acquired Assets. |

3 RUCO also e.\'p.ress:ed concern »'regarc.iing., the impa'ct. of the transaction on Citizens’
4 aAccumula[ed deferred inc_ome taxes (“ADITs"”), which totaled approximately $5.2 million as of
5 § December 31, 1999, and Citizens™ investment tax c;edits (“ITCs™), which totaled approximately
6 §32.2 million as of the same date. Under the Agreement, any decisiokn on the treatment of ADITs.

7 Jand ITCs will be deferred until Arizona-American seeks new rates in a future proceeding.

8 | Staff's recommendation is appropriate under the circumstances herein.

% 9 Next, RUCO questioned the approach proposed by Arizona-American and Staff, as
€ 10 {adopted in the Agreement, for dealing with the possible future recognition of an acquisitién
% i1 {adjustment in rates. RUCO agreed with Arizona-American and Staff that it is apprdpriale to

12 | defer consideration of any acquisition adjustment resulting from the transaction until a future rate

13 | proceeding, in order to afford Arizona-American an opportunity to de_rﬁonstrate that the

14 | acquisition has provided a net benefit to ratepayers by virtue of improved operating efficiencies,
E ) 15 | economies of scale and other synergies. Howevér, RUCO’s witnesses also contended that the
16 Commission should adopt a set formula that would be used in connection with any future
17 | determination of the amount of the acquisition adjustment.

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

19 }acquisition adjustment. We believe that such a determination should be made at the time all the

B

g 20 | facts and circumstances are known. Staff’s recomnmendation concerning the basis on which the

8]
—

Commission 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

1
~J

£

/ 23 | demonstrate that clear. quantifiable and substantial net benefits to ratepayers have resulted from
- -
1 24 ¥ the acquisttion of Citizens’ systems that would not have been realized had the transaction not

25 | occurred before the Commission will consider recovery of any acquisition adjustment in a future

26 | rate proceeding.
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] RUCO was also critical of Arizona-American’s failure to assume all of Citizens’ IDRBs.
2 [ As stated, Arizona- American will assume cerlam [DRBs. whlch total approvmately $10.6

{ million. The IDRBS that mll be assumed constitute lox\ -cost capna! The average cost of the

(V3]

4 1 IDRBs that will be assumed by Arizona- Amencan was 3.55 percent per annum during 1999.

5 | RUCO believes that there may be three additional Citizens bond issues, representing low-cost
6 | capital, that will not be assumed in connection with the transaction.
7 Arizona-American, In its testimony, has acknowledged that other bonds have been issued

8 [ by Citizens. The evidence indicates, however. that in contrast to the. IDRBs that will Se
9 | assumed, the other bonds would require unanimous consent from all bond holders in order to be
10 1 assumed, which would be administfatively difficult, if not impossible, to accompli.sh within the
i1 | ime frame of the transaction. The additional costs to Arizona-American to rep{ac‘e these {ow-
12 | cost IDRBs with aliernative forms of financing was not ascertained.

13 e find that it would not be feasible for Arizona-Ameérican o assume tl\;‘:" remaining
14 | bonds and it would not be reasonable to impute these bonds to Arizona-American’s capital
15 | structure. The remaining bonds will continge to be an obligation of Citizens and will continue 1o

16 | be included in Citizens’ capital structure in its ongoing telecommunications business.

17 Finally, RUCO recommends that authorization of the transaction be made contingent on
21 18 { Arizona-American pledging to invest not less than 15 percent of the purchase price for the
8 19 | Acquired Assets, or approximately 335 million, in acquisitions and capital irri;;rovements of
g ‘ - 20 “resource stressed” water and/or wastewater utilities in Arizona. These acquisitions -and’ capital
21 impro»'énients would have to be made within 72 months from the date on which the Commission
Qﬁ 22 | approves the transaction. .
1««3 23 The Cqm\mission recognizes that there are small water and wastewater utilities.in Arizona v
‘J | 24 | that may need technical and financial assistance. Indeed, the Commission has provided such

25 | assistance to small water and wastewater utilities through workshops and the development of

26 | policies aimed at improving their financial viability. However, it is not reasonable to compel a
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private utility to spend in excess of $35 million to solve these problems, nor is it clear that the
'Commiss'ion has the authority to do so.

AriZOna-AmériCan has - indicated its wiilingness‘ to work with the Commission in
developing _so;lulions to service problems being experienced by small, troubled utilities. By
viﬁue of acquiring Citizens™ systems in Arizona, Arizona-American will bé in closer proximity

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

circumstances warrant, 1o seriously consider acquiring these systems or otherwise provide

technical or financial assistance. For these reasons. we do not believe it is appropriate to impose
such a mandate on Arizona-American.
¥ * x * * * ok * N *
Having considered the entire record herein and being fully advised in the premises, the

Commission finds, concludes, and orders that:

FINDINGS OF FACT
I Pursuant to authority granted by the Commission, Citizens provides public water,
wastewater, electric, natural gas and telecommunications services in various parts of Arizona.

2. Pursuant to authority by the Commission, Arizona-American. a wholly owned

subsidiary of AWW, provides public water service to approximately 4,600 customers in the

Town of Paradise Valley, the City of Scottsdale and in certain unincorpon.—ated portions of
Maricopa County, Arizona. Arizona-American is presently classified as a Class B water utility.

3. On Mérch 24, 2000, Citizens and Arizona-American filed an. Appli'c.a.tion
requesting a;p'proval of the sale and iransfervof Citizens” water and wastewater u'ti.lity asséis' in
Arizona together with the transfer of Citizens’ Certificates to Arizona-American.

4. RUCO and the AUIA were granted intérvention in this Docket.

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

newspapers throughout Arizona-within and in the vicinity of Citizens’ and Arizona-American’s

certificated service areas.
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] 6. Customers of Citizens were also notified of the Application by rﬁcans of a \\f.rigten
2 1 bill insert.

3 | 7. Citizens'  current | business strategy is to focus on lhe. provision of
4 l_e_lecommunication services and to expand its telecommunications subsidiaries” operations
5 through the acquisition of wire centers and access lines from other providers, primarily in rural

6 | areas.

7 8. In the furtherance of this business strategy, Citizens is selling its water,

8 | wastewater, electric and natural gas utilities and applying the p'roceeds'to finance acquisitiods

9 { and other business activities in the telecommunications industry.

10 9. AWW and its subsidiaries. including Arizona-American, are the largest privately- -
% 11 jowned water utlity system in the United States. providing water, wastewater and other water |

12 { resource management services to approximately three million customers in 23 states.

13 ‘ 10. AWW is f_].nanciall)' sound, and has the ‘experience, expertise and »felsOLlrces to
».14 assume and perform Citizens” public service obligations.

15 11. On October 15, 1999, Citizens, Arizona-American and AWW entered into an |

16 as‘set purchase agree‘mlent under which Arizona-American wilkl acquire all of the water a@d

17 | wastewater utili\y assets together with the requisite Certificates held by Citizens In. Arizona.

18 12. Arizona-American will pay a purchase price of approximately $231 million which
19 | includes the assumption of approximﬁtely $lQ.6 million of existing debt in the férm of
20 | outstanding IDRBs. The purchase price 1s subject to adjustment either higher .or lde'er based on
21 | plant additions and Tetirements occurring after June BC, 1999.

22 13, Arizona-American will finance the transaction through a combination of debt and
23 | equity, résulting in Arizona-American having a cépital ‘structure of 55 to 60 percent debt and 45

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

25. | most large, publicly-traded water utilities. -

000192040 DECISIONNO. 6 358

-1




i
=
]

=
Y]

o

DOCKET NO. W-01032A-00-0192 ET AL

14, Staff is recommending that the Application be approved for the sale and transfer

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

I subject to the following conditions:

« that any decision on the ratemaking .treatment of an acquisition adjustment.
deferred taxes, excess deferred taxes and investment tax credits be deferred until a
future rate proceeding;

« that if recovery of any acquisition adjustment is authorized in the future it should
be based on Arizona-American’s ability to demonstrate that clear, quantifiable
and substantial net benefits have been realized by ratepayers in the affected areas.
which would not have been realized had the transaction not occurred; '

« that Arizona-American file, 30 days after the first anniversary of the transaction, a
report which compares the number of complaints received by the Commission
under Citizens’ ownership and under Arizona-American’s ownership and provide
an explanation of any significant changes in the number and importance of the
complaints received. Staff should review the data and. if necessary, make a
recommendation to the Commission of any further action to be taken; '

» that an imputation of the benefits related to AIAC and CIAC received by Arizona-
American should be made in subsequent rate proceedings for each former
Citizens system as recommended by Staff in its direct testimony:

« that Arizona-American shall be required to secure prior Commission approval of
any amendments to, or transfers of agreements relating to the purchase of water,
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 of closing in each Citizens service
territory, until such time as Arizona-American files general rate proceedings for
each service territory.

15 On September 26, 2000, Staff filed the Agreement that is marked Exhibit A. 'fhe
Agreement resolves all issues relatirig to the terms and conditions under which the Acquired
Assets may be sold and transferred to Arizdna-Americ_an. | B

16. In the Agreement,‘;Arizona-American acknowledéed that it 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 2

future rate proceeding, it neither joined in signing the Agreement nor suggested a workable
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I | alternative approach to that agreed upon by Arizona-American and Staff in the Agreement in this

§ . 2 | instance based on our priof treatment of similar-transactions.
] : ’ .
3 I8. - Arizona-American is a fit and proper entity to acquire Citizens’ utility assets and
gg - 4 Cemﬁcates and to assume Citizens™ public service obligations for the operation of the utifity

5 | systems in Arizona.

5 6 I 19, Staff and Arizona-American believe that the approval of the Agreement atta“ched‘
° -; 7 | hereto as Ekhibit A 1s in the public interest.

g - 8 20 Based on our review of the evidence, Staffs recbmrﬂendations in Findings of Fact
ﬁ . 9 | No. 14 and the Agreement are réa‘sonable and in the pub!ic. interest. Therefore, the transfer of

10 | Citizens™ water and wastewater utility assets and Certificates to Arizona-American should be

g 11 { approved.

12 - CONCLUSIONS OF LAW
13 : :
'14 l. Citizens and Arizona-American are public service corporations within the
% IS meaning of Article XV of the Arizona Constitution and A.R.S. $§ 40-281, 40-282 and 40-285.
a@ 16 2. The Commission has jurisdiction over Citizens and Arizona-American and over .
17 | the subject matter of the Application.
lg 3. Citizens and Arizona-American provided notice of this proceeding in accordance
N 19 § .
3 with the faw.
£3 20 _ _ _ . R =
4. There is a continuing need for public water and wastewater service in the -
21 S ' - | | |
. certificated service areas of Citizens:
© 23 5. Arizona-American is a fit and proper entity to receive the Certificates of Citizens.
(4 -
P .24 6. The Application of Citizens and Arizona-American, the Agreement and the
25 | conditions recommended by Staff in Findings of Fact No. 14 should be approved.
26 ’
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i S
s | ' ORDER
3 2 IT IS THEREFORE ORDERED that the Joint Application for Approval to Tfansfer the

3 | Asséts and Certificates AOFCOnvenience and Necessity of Citizens Utilities Cofnpany, now known
4 las Citizens Communications Company, logelher with its. Agua Fria Water Division, Mohave
5 Water Division. Sun City Water Company. Sun Cit} Sewer Company, Sun City “Wesl Utilities
6 | Company, Citizens Water Services Compan‘y of Arizona, Citizens Water Resources Company of

- 7 I Arizona, Havasu Water Company and Tubac’Valley Water Company, to Arizona-American
- g | Watér Company be. and is hereby. approved: 7

9 | IT IS FURTHER ORDERED that Arizona-American Water Company shall comply with

10 | the terms, conditions and r_«equirexnehts as set forith in the Staff Settlement Agreement, attached
11 | hereto as Exhibit A. and with Staff’s recommendations in Findings of Fact No. 14 hereinabove.

% 12 [T IS FURTHE?\ ORDERED that Arizona-American Water Company shall ﬁl.e, within

153 (30 days.from the date on which the acquisilion has b’een_comp_letéd, with the Diréctor of _lhé, ‘

.14‘ Commission’s Utilities Divisién, abpropriale documéntation eQidencin.g its acquisition of the

) | Citizens Utilities Company now known as Citizens Cofnmunications Company’s Arizona water

16 | and wastewater utility assets.

17 IT IS FURTHER ORDERED that Arizona-American Water Company shall notify its
18 | customers of the effective date of the transfer of the utility assets and of its assumption of the
19 | obligation to provide water and wastewater utility services at the existing rates by means of an

20 | insert in its first regular monthly billing or by other appropriate means immediately’ t’cq‘llox\«'_in‘gJ the

‘21 [ date it files the documentation with the Director of the Utilities Division.’

% ' 22 IT IS FURTHER ORDERED that Arizoné—American Water Company shall file, within
fﬁ; 23 115 dz;;s—of the date it files the documentation with the Director of the Utilities Division, a copy
ﬂ 24 | of the notice it provides its customers.
- 25
26
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I IT IS FURTHER ORDERED that Arizona-American Water Company shall contmue to
r; 2 | charge the e\lstmu rates and charges of the transferred. utility companies until further Order by
- 3 the Commission.

4 IT IS FURTHER ORDERED that Arizona-American Water Compan) shall continue to

5 ﬁle all periodic reports, and comply with all outstanding comphance matters previously requnred

6 [ of Citizens Uuhues Company, now known as Citizens Communications Company relative to the

7 jacquired water and wastewater operations.

e ‘8| ° 1T IS FURTHER ORDERED that Citizens Utilities Company shall maintain its books
g 9 | and records for the transferred utility companies for a period of' 5 years from the effective date of
L= 10 | this Decision. : ' ' )

IT1S FURTHER ORDERED that this Decision shall become effectivé immediately.

g.-;—l TE!
—_

12 BY ORDER OF THE ARIZONA CORPORATIO\! COMMISSION.
5 ' 9
£ " e /&/ \_/_
g CHAIRMAN ) “OMMISSIONER 'COMMISSIONER
15 -
16 ' » ~IN WITNESS WHEREOF, I, BRIAN C. McNEIL,
» Executive Secretary of the Arizona Corporation
17 Commission, have hereunto set my hand-and caused the
official seal of the Commission to be aff\ed at the Capitol,
18- o in  the ., City, of Phoenix, this ///’{ day of
[W , 2001
19 : o 1B
20 ' _ o A/ L o
21 ' R ‘ BRIAN C.MéNEIL ' /
EXECUTIVE SECRETARY
22 %
23
DISSENT -
24
25
26
gj 000192080 pecisionno, 635 8Y




-

= e ' 'DOCKET NO. W-01032A-00-0192 ET AL!
E

il

I | SERVICE LIST FOR: CITIZENS COMMUNICATIONS CO\/IPANY i
ETAL. i

y |
 DOCKET NOS. W-01032A-00-0192: w.‘010328-oo-0192; wo |

3 : 01032C-00-0192; ~ S-02276A-00-0192; WS- |
o | 02334A-00-0192; ~ WS-03454A-00-0192; WS- |

sl - 03455A-00-0192; W-02013A-00-0192: W-01595A- |

00-0192; and W-01303A-00-0192

6 I Michael M. Grant
. GALLAGHER & KENNEDY
7 12575 East Camelback Road
Phoenix, Arizona §5016-9225
8 | Attorneys for Citizens Communications
Company, et al.

9
o . # Norman D. James
i 10 | FENNEMORE CRAIG
, 30035 N. Central Avenue, Suite 2600
g 11 | Phoenix, Arizona 85012-2913
Attorneys for Arizona-American Water Company

o Walter W. Meek, President -

13 -f Arizona Utility Investors Association
: P. O. Box 34805

14 | Phoenix, AZ 85067

15 | Christopher C. Kempley, Chief Counsel

Legal Division

16 | ARIZONA CORPORATION COMMISSION
1200 West Washington

17 | Phoenix, AZ 83007

® ' 18 | Deborah Scott, Director
d ’ Utilities D:wsnon
19 | ARIZONA CORPORATION COMMISSIO\I
3 1200 West Washington o
E , 20 [ Phoenix, AZ 85007
A

21 | Daniel W. Pozefsky

Staff Attomney ‘
22 | Residential Utility Consumer Office
Suite 1200
23 {2828 North Central Avenue
” Phoenix, AZ 85004 -
L - 24
23

3099-0035/898296
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oo 1 | CARL J. KUNASEK
% . CHAIRMAN
- 2 JIMIRVIN
& COMMISSIONER
% 3 | WILLIAM A. MUNDELL
, COMMISSIONER
4
, BEFORE THE ARIZONA CORPORATION COMMISSION
5 - '
~J _ IN THE MATTER OF THE JOINT|. - . = .
® 6 | APPLICATION OF CITIZENS UTILITIES | DOCKET NOS. W-01032A-00- 0192
COMPANY; AGUA  FRIA  WATER ; W-010328-00- 0192
g - 7 |DIVISION ~ OF  CITIZENS  UTILITIES W-01032C-00- 0192
COMPANY; ‘MOHAVE WATER DIVISION ' S-02276A-00- 0192
g8 | OF CITIZENS UTIUTIES COMPANY; SUN | WS-02334A-00-0192
g CITY WATER COMPANY; SUN CITY WS-03454A-00-0192
N: 9 | SEWER COMPANY; SUN. CITY WEST WS-03455A-00-0192
< UTILITIES COMPANY; CITIZENS WATER| W-02013A-00- 0192
10 | SERVICES COMPANY OF ARIZONA; W-01595A-00- 0192
§ ; CITIZENS WATER RESOURCES \W-01303A-00- 0192
: 11 | COMPANY OF ARIZONA; HAVASU ‘

WATER COMPANY AND TUBAC VALLEY
12 | WATER COMPANY, INC.,  FOR
: APPROVAL OF THE TRANSFER OF THEIR : : ' : :

13 | WATER AND WASTEWATER UTILITY | SETTLEMENT AGREEMENT BETWEEN

ASSETS AND THE TRANSFER OF THEIR ARIZONA CORPORATION
14 | CERTIFICATES OF PUBLIC CONVENIENCE | COMMISSION STAFF AND ARIZONA-
AND NECESSITY TO ARIZONA- AMERICAN WATER COMPANY

15 | AMERICAN WATER COMPANY ‘AND FOR
CERTAIN RELATED APPROVALS.

16

17 On March 24, 2000, Citizens Utilities Company (now known as Citizens®

18’ Communications Company), its Agua Fria Water Division, its Mohave Water

19 f Division, Sun City Water Comp‘any, Sun City Sewer Cémpany, Sun City West.

20 | Uulities Company, Citizens Water Services Company of Arizona, Citizens Water

.21 Resources Company of Arizona, Havasu Water Company and Tubac Valley Water

% 22 i Company (collectively, "Citizens") and Arizona-American Water .Company

d -, 23 | ("Arizona-American") . filed with the Arizona Corporation Commission

B 24 '("Commissio;x") a joint application for tHe apbroval of the sale and transfer qf
‘ , 25 | Citizens water and wastewater utility plant, property and assets in Arizona, -
| %;5 26 Bincluding transfer of Citizens' certificates of convenience and necessity ’

Inotwiz

g
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("Certificates”), to Arizona-American pursuant to A.R.S. § 40-285.

The Commission's Utilities Divrsion Staff 4("St.aff") ha-s investigated the
application and has recommended that the apphcatnon be approved by the
Commission, subject, however to certain condrtrons and requirements, vwhich are
set forth in the Direct Testimony of Linda A. Jaress, filed in this docket on Augost
14, 2000, at pages 18-19 {"Staff Recommendations"). Ariz‘ona-American has
indicated that it is willing to accept the Staff Recommendations, with the exception
of the recommendation that Citizens"' advances in aid of construction ("AlAC") and
contributions in aid of construction ("CIAC") be imputed to Arizona-Arner‘ic.an.

Rapresentatives of Staflf and Arizora-Amearican }n.e'.'e hed discussions
concerning the matters in dispute with respect 10 the application and have reached.
a settlement. The purpose of this Settlement Agreement is to mernorrahze the
agreement that has been made by and among Stafr and Arrzona Armnerican, wh:ch
resolves all areas of disagreement relatrng to the terms and conditions under which
Citizens' Arizona water snd wastewater assets and Citizens' Certificates may be
transferred 1o Arizona-American,

1. AIAC Imputation: Amortization. As of December 31,1339, Citizens’

AIAC balance was:$8.0,8i8,6697 Citizens' AIAC balance as of the date on which
Citizens' water and wastewater assets and Certiﬁca;es are transferred to Arizona-.
American and Arizona-American becomes responsible. for the provisionof waFgr
and wastewater services will be imputed to Arizona~Americ'an. .Suc.h. "irnp.otation
shall be solely for ra‘.tema-king purposes. The total amount of AIAC imputed will be
adjusted as more particuiarly provided below. The adjusted amount of AlAC will be
amortized below the line (i.e:, no impact on expenses) over a period of 6.5 vyears,
with the amortization 'period beginning on the day on whi.ch the transfer takes'

place.

PHX/NIAMES/1109126.1/73244.021 i DECISION NO. é 355’3/
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1 2. CIAC Imputation; Amortization. As of December 31, 1999, Citizens’
I : 2 J CIAC balance was $4,734,430. Citizens' CIAC balance as of the date on which
3 | Citizens' water and wastewater assets and Certificates are transferred to Ari.zorﬂa'-

American and Arizona-American become responsible for the provision of water and

4

5 1 wastewater services will also be imputed to Arizona-American. Such imputation
6 j shall be solely for ratemaking purposes. 'fhe total amount of CIAC to be imputé.d
7 {to Arizona-American will also be adjusted as provided below. The adjusted CIAC

— 8 | balance imputed to Arizona-American will he amortized above the line {i.e., ‘as a

9 [ reduction to depreciation expense) over a period of 10 years, with the amortization

g 10 | period beginning on the day on which the transfer takes place.
' 11 3. Adjustinent 1o Recordsd AIAC 2nd CIAC Balznces. Thz emounts of -
% 12 F AIAC and CIAC to be imputed to'Ari‘zona-American for ratemaking purposes will be

13 | based on the actual batances shown on Citizens' regulatory books as of thé date of

14 §the transfer, adjusted as follows: = An amount equal to five percent {5%) of

15 § Citizens' AIAC balance at the time of the transfer will be reclassified as ClAC and

16 1 added to the CIAC balance, and the same amount will be deducted from Citizens'
17 | AIAC balance in cor_npUting the amounts to be imputed to Arizona-American for

18 | ratemaking purposeé hereunder.

19 4. Adoption of Remaining Staff Recommendations. Arizona-AmerIcan_'_

20 jagrees that the Commission may adopt the remaining Staff R.ec.omm‘endations, as

21.1set forth in the Direct Testimony of Linda A. Jaress.

22 . 5. Deferral of Détermination of Amortization Method. The parties agree

" 23 |that Arizona-American's request for an accounting order to establish the

1

[ SRR

24 { amortization method for any acquisition adjustment resulting from the transaction

25 [ should be deferred until a future rate case.

AT

26 ) 6. Transfer in the Public lnt’erest.. Based on the foregoing agreements

ﬁ;-w.— .
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1 §and understandings, Staff agreés that Arizona-American is a fit and proper entity to
2 acquire the Certrfrcates and that the Commission should authorize and approve the
j transfer of szens Arizona water and wastewater assets to Arrzona -American an
4 | the terms set for_th herein. No additional terms, conditions or requirements are
5 | necessary or appropriate. |
6

7. Supoort and Defend. This Settlement Agreement will be introduced es'

7 1 an exhibit during the hearing on the appllcatlon presently set for September 27
8 ZOOO Arizona-American and Staff. will jointly request that the -Settlement

Agreement be received into evidence, and agree to support and defend this

€
[
\O

10 | Settlement Agreement and the transfer of Citizens’ water and wastewater assets

S,

11 {and the Certificates to Arizona-American on the terms set forth herein as just,
12 | reasonable and appropriate based on the particular circumstances presented in this

i3 1 application.

14 8. Compromise; No Precedent. This Settlement Agreement repr'esents a
15 | compromise in the paositions of the parties hereto: By entering into this Settlement
16 | Agreement, neither Staff nor Arizona-American acknowledges tHe validity .or
17 {invalidity of any particular method, .theory or principle of regulation, or agrees that"
18’ { any method, theor.y or principle of regulation employed in reaching & settlement is
19 | appropriate for resolving any issue in any other procee.ding ineluding (without'._;_

20 { limitation) any issues that are deferred to a subsequent rate proceedmg Except as

T21 specifically agreed upon in this Settlement Agreement, nothmg contarned hereln &

% 22 [ will constitute a settled regulatory practice or other precedent.

& ' -_ 23 g. Privileged and Confidential Negotiations. All negotiations and other

24 | communications relating to this Settlement Agreement are privileged and

25 fconfidential, and no party is bound by any position asserted during the

J : 26 1negotiations, except to the extent expressly stated in this Settlement Agreement.
L . .

-
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As such, evidence of statements that were made or other conduct occurring during

the course of the negotiation of this Settlement Agreement is not admissible in any

proceeding before the Commission or a court.

10. Complete _Agreement. This Settlernent Agreement represents the

complete agreement of the parties with respect to its subject matter. There zre no
understandings or commitments other than those expressly set forth herein.

DATED this Z& day of September, 2000.

1 ARIZONA CORPORATION ARIZONA-AMERICAN WATER COMPANY

COMMISSION STAFF

/// ey//)f/’”’w“gqrwv

Steven M. Olea Norman D. James

Acting Director, Utilities Division FENNEMORE CRAIG \Q :
Arizana Corporation Commission 3003 N. Central Aven Suite 2600
1200 West Washington Street Phoenix, Arizona 85012-2913"
Phoenix, Arizana 85007 Attorneys for Arizona-American

Water Company

An original and 10 copies of the
foregoing was delivered this

____day of September, 2000, to:

Docket Control .

Arizona Corporation Commission .
1200 West Washington : .

Phoenix, AZ 85007

A coby of the foregoing
was delivered this __ day of
September, 2000, to: .

Karen E. Nally .

Assistant Chief Admmlstrat:ve
Law Judge ’ ’

Hearing Division

Arizona Corporation Commission

1200 West Washington

Phoenix, AZ 85007
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A copy of the foregoing

was telecopied/delivered.and mailed this .

day of September, 2000, to:

Daniel W. Pozefsky

Staff Attorney '
Residential Utility Consumer’ Offuce
2828 North Central Avenue
Suite 1200 s
Phoenix, AZ 85004

(602) 285-0350
Walter W. Meek, President
Arizona Utility Investors Association
P:-O. Box 34805

Phoenix, AZ 85067

(602) 254-4300

Craig A. Marks 4

Associate General Counsel
Citizens Communications Company
2801 N. Central, Suite 1660
Phoenix, AZ 85012

(602) 265-3415

By:

PHX/NJAMES/11091 26.17173244.021
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Arizona-American Water Company

MEB Exhibit 4

January 7, 2003

Daphine J. Green

Mayor

Town of Youngtown

12030 Clubhouse Square
Youngtown, Arizona 85363

SUBJECT: IRRIGATION 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”). O neofthe
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 irrigation 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.

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




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 from AAWC. I look forward to continuing to work closely
with your staff to learn how we may better serve Youngtown.

Sincerely,

LN

Robert J. Kuta
Manager
Arizona-American Water Company

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




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 concerns the Sun Cxty Fire Departmcnt has. wrth the current water
system estabhshed ms1de the Town of Youngtown, Anzona

There are several areas of the. water system that bave, sub—standard size main and branch
lines to support the required size.and type of fire hydrants. These lines are to achieve
required fire flows for residential and ‘commercial structures. This.requirement is in
accordance with the Uniform Fire Code 1997 edition, which has been adopted by the
Town of Youngtown as.well. the Sun City Fire District, in which the Town, of Youngtown
whichthere is a lack of fire- hydrants as requu‘cd per codc Thc standard requ:red spacmg
for ﬁre hydrants is 600 feet of travel dlstancc .

The ﬂow pressure Of the water system is a concern. Appro priate flow pressure for fire
departments-use during’ emergency activities, pressure variants from static and residuals
range wild.ly dependmg on the locatlon and t:rne of day. the ﬂow test are conducted

I believe thai long ra.nge plannmg and cngmccnng w1th all pamcs mvolvcd is reqmred
Planning with the water system operators, inclusive of the systeiiis owners, Town
Officials and the fire départment is imperative. With proper; planmng we can provide
adequate relief from it’s current condition and provide a systemauc upgrade to
substandard areas of the system. N :

If you have need for addmonal mformatxon please feel free to contact me at your
convenience at 6230974-2321; ext 13 :

Sun City Fire Department

Steve D. Morrow Fire Marshal

17917 NORTH 98th AVENUE SUN CITY, ARIZONA 85373-2007 OFFICE: (623) 974-2321 FAX: (623) 972-1996

E-MAIL: sucifi@suncityfire.com
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L. 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 IN WHAT CAPACITY?
I am employed by Burton & Associates, Inc., a utility finance and economics

consulting firm, as a Utility Rate Consultant.

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND
BUSINESS EXPERIENCE.

A. I earned a Bachelor of Business Administration degree as well as an Associate of
PC Specialist degree from Lake Superior State University. In addition, I have
completéd 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. ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS RATE CASE?

A. I am testifying on behalf of the Town of Youngtown (“Youngtown” or “Town”).
As explained by Michael E. Burton (“Mr. 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, Mr.
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.

II. SUMMARY OF RECOMMENDATIONS

Q. WHATIS THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?

A. 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. [ 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;

2. Extending the period used as the basis for annualizing certain

operating expenses;

3. Extending the time period over which rate case costs are amortized,;
and

4, Modifying the phase-in of any rate increase, depending upon the
level of rate increase, which may be authorized by the Commission
in this proceeding.

Mr. 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. PLEASE SUMMARIZE HOW THE ABOVE RECOMMENDED
ADJUSTMENTS WOULD AFFECT ARIZONA-AMERICAN’S
PROPOSED RATE INCREASE FOR THE SUN CITY WATER AND
WASTEWATER DISTRICTS?

A. 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 11.05% 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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III. OCRB AS FVRB AND DEFERRAL OF ACCOUNTING

TREATMENT OF ACQUISITION ADJUSTMENT

Q HOWDID YOU CALCULATE FYRB FOR THE SUN CITY WATER AND

WASTEWATER DISTRICTS?

A. 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 modified 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.

Q. ARE ANY EXPENSE AMOUNTS ATTRIBUTABLE TO ARIZONA-
AMERICAN’S SUN CITY WATER AND WASTEWATER DISTRICTS
AFFECTED BY THE USE OF OCRB AS FYRB?

A. 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 from 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




W 00 ~N O ;v AWy

N N NN RN N NN ke e 1 s e e et e e
A s W NN~ O W 00N Y W NN~ O

Andrew J. Burnham

Prefiled Direct Testimony

Docket No: WS-01303A-02-0867, et al.
Page 6

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 from $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 final 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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1 Q. WHAT MODIFICATIONS NEED TO BE MADE TO THE
2 CALCULATION OF OCRB FOR THE SUN CITY WATER AND
3
WASTEWATER DISTRICTS AS PROPOSED BY ARIZONA-
4
5 AMERICAN?
6 A. The Citizens’ Acquisition Adjustment amounts on Exhibit Schedules B-1 and B-2
7 (shown attached to this testimony) were reduced to zero to reflect our position
8 that the determination of appropriate accounting treatment for an acquisition
. 9 adjustment should be deferred. Explanation for removing the acquisition
10 adjustment is provided in the Direct Testimony of Mr. Burton.
11
12
13 Q. WHAT EXPENSE AMOUNTS ARE DIRECTLY AFFECTED BY
14 REMOVING THE ACQUISITION ADJUSTMENT RELATED TO
15 CITIZENS’ ASSETS?
16 A Only the depreciation expense amount and the corresponding adjustment to the
17 test-year are affected. This is because the depreciation expense amount was
18
calculated by Arizona-American to include the amount of principal reduction of
19
the acquisition adjustment during the second year of the amortization schedule as
20
21 a depreciable expense. The expense associated with the amortization of the
29 acquisition adjustment for the Sun City Water District as proposed by Arizona-
23 American was $20,500, which produced a total depreciation expense of
24 $1,025,028 and an adjustment to the test-year depreciation expense of ($174,912).
i 25 Deferring the acquisition adjustment reduces the total annual expense to
\ 26
|
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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 $11,100, 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. 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?

A. 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.

IV.

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 ANNiIAL
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 Wate; 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 from 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.

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 $12,651. 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. CONFORMING CHANGES TO EXPENSES

Q. ARE THERE ANY EXPENSES THAT ARE AFFECTED BY YOUR
PROPOSED ADJUSTMENTS?

A. 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 foss
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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VIL

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.

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 Cit)‘f
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. Ifthe 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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VIIL

adopted, customers would see approximately a 29% increase in their rates each
year for the next three (3) years. My recommended approach goes further to
mitigate rate shock, which is especially critical for communities comprised of a

significant number of citizens with low and/or fixed incomes.

SUMMARY AND RESULTS

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 eviden‘ce
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 11.05% decrease from 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 from 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.

DOES THIS CONCLUDE YOUR PREFILED DIRECT TESTIMONY?

Yes.

1753-10-1/ACC Proceeding/Direct Testimony/Direct Testimony.Burnham.FINAL




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
Affairs 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 identifying and quantifying 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:
> Utility Financial Modeling & Analyses Including Cost of Service
> Revenue Sufficiency Analyses
- Continued -
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EXPERTISE - CONTINUED
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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

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 — Present

2003

2001-2003

2001
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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

Youngtown - Sun City Water
index of Modified Standard Filing Schedules
Reflecting Town of Youngtown's Proposed Adjustments

Schedule

No.

A1 Summary of the Increase in revenue requirement and the spread of the
revenue increase by customer classification

A2 Summary of the results of operations for the test year and for the test year
and the two fiscal years ended prior to the end of the test year, compared
with the projected year.

A-5 Summary of changes in flnancial position for the test year and the two fiscal
years ended prior to the test year, compared to the projected year

B-1 Schedule showing the elements of original cost and RCND rate bases.

B-2 Schedule listing pro forma adjustments to gross plant in service and
accumulated depreciation for the original cost rate base

C- Test year income statement, with pro forma adjustments.

1
C-2 Scheduie showing the detail of all pro forma adjustments.

F-1 Projected income statements far the projected year compared with the tast
year, at present and proposed rates.

F-2 Projected changes in financial position for the projected year compared
with the test year, at present and proposed rates
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Youngtown - Sun City Water
Test Year Ended December 31, 2001
Computation of Increase in Gross Revenue
Reguiremants As Adjusted

Exhibit

Schedule A-1
Page

Witness: Burnham

Falr Value Rate Base $ 22.220,302
Adjusted Operating income 267,328
Current Rate of Return 1.20%
Required Operating Income $ 1,721,971
Required Rate of Return on Fair Value Rate Base 7.78%
Operating Income Deficiency § 1,454,646
Gross Revenue Conversioh Factor 1.6286
Increase in Gross Revenue
Requirement $ 2,368,086
Present Proposed Dollar Percent
Customer Rates Rates Increase Increase
Classification
5/8 X 3/4 Inch Meter g - 38.25%
1 Inch Meter . 38.25%
1.5 Inch Meter - Commercial - 38.25%
2 Inch Moter - 38.25%
Construction Water - 38.25%
Church - 38.25%
Golf Course - 38.25%
Private Fire - 38.25%
Public Authority - 38.25%
Miscellaneous Revenues - 38.25%
- 38.25%
Total of Water Revenues o $0 30 % - 38.25%

s

B-1
C-1
c-3
H-1
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Youngtown - Sun City Water Exhibit
Test Year Ended December 31, 2001 Schedule A-2
Summary of Results of Operations Page 1
Witness: Burnham
Profected Year
Test Yoar Present Proposed
Prior Years Endod Actual Adjusted Rates Rates

Description 12/31/1998 123111999  12/31/2000 12/31/2001 12131/2001  12/31/2002 12/31/2002
Gross Revenues § 6285249 § 6433486 $ 7,139,308 § B£,858,683 $§ 6,193,080 § 6,193,080 3§ B,562,177
Revenue Deductions and 5.434,328 8,184 488 6,510,567 5,258,602 5,825,765 5,825,765 6,840,206 -

Operating Expenses
Operating Incoma § 830824 3 248998 $ 628742 % 301,081 § 267,326 § 267.326 5 1,721,971
Other Income and (30,460) (121,448) (185,926) (37.045) - - -

Deductions
intereat Expense - 13 101 3,417.266 693,837 599,837 698,837
Net Income $ 800464 § 127,539 § 442,715 § (3,153,230) § (432512) § (432512) § 1,022,134
farned Per Average

Common Share 1.74 0.28 0.86 (6.85) (0.94) (0.94) 222
Dividonds Par

Common Share - - “ - - - 1.67

‘ Payout Ratlo - - . - - . 3,75

Return on Average :

Invested Capital 4.84% 0.39% 1.25% -9.13% . -1.17% -1.56% 3.68%
Return on Year End

Capital 247% 0.39% 1.17% -9,13% 117% +1.45% 3.42%
Return on Average

Common Equity 4.17% 0.40% 1.39% -10.35% -1.368% -3.89% 9.18%
Returmn on Year End

Common Equity 2.54% 0.40% 1.38% -10.92% -1.37% -3.61% B.54%
Timesa Bond Interest Eamed

Before income Taxesg - 11,289.85 7.479.17 0,12 (0.01) (©.01) 3.38
Times Total interest snd

Preferred Dividends Earned

After Income Taxes - 9,811.69 4.384,32 0.08 0.38 0.38 2.46
SUPPORTING SCHERULES
C-1
E-2 '
Fr1




Youndtown - Sun City Water
Tnst Yeor Ended Decembear 31, 2001
Summary Statements of Cash Flows
Line

L

«bh)N—\iDZ

5 Cash Flows from Operaling Activitles

8 Nat Income

7 Adjustments to reconcile net income to not cash
8  providod by cperating activilies;

9 Deapraclation rnd Amontization

10 Deferrad Income Taxes

11 Accumuiated Deferred ITC

12 Changss In Cartaln Assests and Liabliities:

13 Accounts Receivable

14 Matorlals & Supplies

18 Preprid Expensaa

18 Migc Currant Assets and Deferred Exponsas
17 Accounts Payable and Accrued Llablilies

18 Accrued Income Taxes

18 Not Cash Flow providod by Opoeraling Activitios
20 Cash Flow From Investing Actjvities;

21 Capital Expendiiures
22 Plant Hold for Future Usn
23 Nan-Utllity Proparty

24 Net Cash Flows from investing Activitias
25 Cash Flow From Financing Activitios

20 (Decrease) Increase In Nat Amounts due to Parent and
27 Affiliates

728 Customer Doposits

20 Changes in Advances for Conatriuction

30 Changas In Contributions for Conatruction

31 Procoods from Long-Toem Dobt Borrowing

32 Repayments of Long-Tarm Debt

33 Dividends Palid

34 Paferrnd Financing Costs

35 Psld In Capltal

3G Net Cash Flows Provided by Financing Activities
37 Increase{decreaso) in Cash and Cash Equivalents
38 Cash snd Cash Equivalents at Beginning of Year
38 Cash and Cesh Equivaients at End of Yesar

40

41

42

43 SURPORTING SCHEQULES;
44 E-3

45 Fa2

Exhibit

Schetiulp A-5
Page 1

Witneas: Burnham

Prior Prior Prior Tost Projnctod Year
Year Yoar Year Yenr Prasant Proposad
Ended Bnded Ended Ended Ratos Rales
1R/31/1998 12/31/1999 12/31/2000 120302001 12/31/2002  12/31/2002
- % 127,540 8 442715 3 (3.153,230) § (432,512) § 1,022,13¢
- 1,077,278 1,173,808 1,199,940 1,004,528 1,004,528
- (728,228) 120,656 (744,420)
(28,431) {57,2A0) (31.748)
. (427,986) (203.918) 498,579
. (55.084) - 55,084
- - . (6.012)
181,849 219,294 (120,971)
- 113,407 37,241 (23,048)
- 285,848 (111,814) 76,876
-~ § 400874 B 1530682 5 (1.760,457) % 672017 & 2028862
N (2,867,658) (1,840,741) (1,685,386)  (5,346,205)  (5,345,206)
- 98,804 33,810

$ (21567.5-55L$

(1,541,837) & (1.624.075) $(5.340,205] §(5.348,205)

- 1,490,782 (188,524) 3,087,674
. 2,558 10,807 {17.059)
n 840,356 180,242 248,296
- 34,733 {22,188) (24,878)
- - . n - (706,600)
- $ 2383420 3% 6,139 § 32720082 & - § _(788,600)
- (3,254) (5,008) - (4,774,189)  (4,080,144)
. 10,310 7,056 2,050 2,050 2,050
- 3 7056 3 2050 % 2,050 $£(4.772,13R) §(4,084 084)
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Youngtown - Sun City Water
Test Year Ended December 31 , 2001
Summary of Rate Rase

Gross Utility Piant In Service
Less: Accumulated Depreciation

Net Utility Plant In Service

Less;
Advances in Ald of
Construction
Contributions In Ald of
Construction - Net of amortization
Customer Meter Deposits
Deferred Income Taxes & Gredits
Investment tax Credits
Plus;
Unamartized Finance
Charges
Daferred Tax Assets
Allowance for Working Capital
Cltizens Acquisition Adjustment

Total Rate Base

K

JPPORTING SCHEDULES:

-2
~3
-5
-1

mwoao

Exhibit

Schedule B-1
Page 1

Witness: Burnham

Orlginal Cost RCND Falr Value
Rate base Bata base Rata base (DCRB Only)

$ 38,396,793 $ 87,385,276 3 39,396,783
13,717,002 31,018,998 13,717,002
§ 25,879,791 $ 58,376,278 3 25,679,791
2,331,186 5,171,351 2,331,188
1,127,078 2,500,237 1,127,078
1,225 1,225 1,225
$ 22220302 $ 48,703,466 3 22,220,302

RECAP SCHEDULES:
A1




Youngtown - Sun City Wator Exhibit
Test Year Endaed December 31, 2001 Schedule B-2
Original Cost Rate Base Proforma Adjustments Page 1
Witness: Burnham

Actual Adjusted
at ] at end

Line End of Proforma Adjustments of
No, Test Year Label Amount Test Year

1 Gross Utility

2 Plant in Service : $ 36,367,124 (1) 897,345 $ 39,398,793

3 , (2) 2,002,900

4 Less: (8) -

5 (8) 129,424

6 Accumulated

7 Depraciation 13,169,068 (3) 547,933 13,717,002

8 ) :

8 Net Utility Plant

10 in Service $ 23,198,056 $ 25679,791
11

12 Less:

13 Advances in Aid of

14 Construction (Ratemaking Purposes Only! 2441608 (4a) - © 2,331,186
15 (5a) (110,420)

18 Contributions in Aid of ‘

17 Construction - Net (Ratemaking 1.017,908 (4b) (1,250) 1,127,078
18 Purposes Only) (8b) 110,420

19 Customer Meter Deposits 1,225 1.225
20 Defarred Income Taxes - -
21 Investment Tax Credits ; - -
22 Plus:

23 Unamortized Finance

24 Charges - -
25 Deferred Tax Assels - "
26 Working capital : - . -
27 Citizens Acquisition Adjustment - (7 - -
28

29 Total 3 19'.737.317ﬁ $ 22,220,302
30 '

31

32 (1) Addltional Plant at Closing

33 . (2) Plantto be completed by 12/31/2002.

34 (3) Additional Accumulated Depreciation at Closing

35 {4) Increase (decrease) AIAC (4a) and CIAC (4b) to Amount at Closing
36 (5) Adjust AIAC (5a) and CIAC {5b) for Ratemaking Purposes

37 (8) Intentionally Left Blank

38 (7) Acquisition Adjustment Premium

39 ~
40 SUPPORTING SCHEDULES; RECAPR SCHEDULES: -
41 B-2 B-1 .

42 E-1




Youngtown - Sun City Watar
Tasat Year Endod Docombar 31, 2001
Income Statement

Test Yoar
Line Book
No, Reauts  Lobnl
1 Revenuas
2 Matered Waler Ravenues $ 8,440,204 117
3 Unmotcrod Water Ravenues .
4 QOther Water Rovenuas 113,418
5 5 6,558,683
] Oporating Expenses
7 Salarles and Wages % 8338889 22,40.10a
8 Purchased Water 515,908 18
9 Purchesed Powar 1,377,044 16,18
10 Chemicats 17,413 ie
1 Rapalra and Malntanance 540,312 1d
12 Offico Supplies end Expanse 188,518 10,10b
13 Qutside Servicos ‘ 104,564 1f
14 Sarvice Company Charges - 3
16 Waler Testing 13
18 Ronts 2,570 18.12
17 Transportation Expensos 22
18 Insurance - Ganaral Liability 78,438 1h10¢
19 Insdrance - haalth and Lifa
20 Regulatory Cammission Expense - Rate Caso 11,874 8
R1 Miscellaneous Expenaa 884,694 14,10d
22 Doproclation Expanse 1,199,840 8
23 Taxea Other Than incoms 114,880 1a.2b.4b
24 Property Texas 238,834 [}
25 Income Tax 128,022
28
27  Totsl Operatipg Exponses § 8,258,602
28  Qperating Income $ 301,081
29 - Othor Income (Expense)
30 Interost incomo
3 Other Income 26,688 14a
32 interest Expense (3.417,268) 7
a3 Othet Expanso (©3,731) 14b
34 Gain/losa Sale of Fixed Assels
35 Total Other Income {(Expenae) § {3.454,308)
368 NetProfit {Loss) $(3,153,228)
37
33 SUPPORTING SCHEDULES;
38 C-2
40 E-2

Exhibit
Schedule C~4
Page 1
Witness: Burnham
Tnst Yoar Proposod Ad]usted
Ad)ustad Rate wih Rate
Adiustment Rasults lneresss Incresss
(306,593) § 6,079,671 2,369,088 § 8,448,753
113,419 113,419
§ (3686,093) § 6,193,080 $2,3680,088 § B,582,177
314,205 § 1,148,174 § 1148174
(515,008) - .
38,3668 1,416,410 1,416,410
- 17413 17,413
a7 540,348 540,349
238,534 428,053 429,063
(70,923) 93,641 83,641
09,428 909,428 009,429
8,878 8.878 6,874
25,7599 28,369 28,368
22 22
(12,540) 85,898 85,896
12,851 24,525 24,525
(584,57R) 300,122 300,122
(195,412) 1,004,528 1,004,529
(52.815) 62,065 32.085
(87,840) 150,785 150,786
(271,892) 842, 549
3 68,077 § 5925765 & - % 8840208
§ (434,888) & 267,326 §$2,360,088 § 1,721,871
(28,888) - -
2,717,429 (690,837) (659,837)
63,731 - -
$ 2754472 5 (600,837) § - % (699837)
B 2319802 3 (432612) §2886088 § 1,099 954

RECAP SCHEDULES;
At




Youngtown - Sun City Water Exhibit
Test Year Ended December 31, 2001 Schedule C-2
Adjustments to Revenues and Expenses Page 1
‘ Witness; Burnham

Line ‘ Adiustments, to Rovepues and Expanses

No, 1 2 3 4 5 8 Subtotal
1  Ravenuss R
2

3 Expenses (741,541) (948,649} 909 428 796,513 (185.412)  (87.849) (267,510)
4 .

5 Operating

2] Income 741,541 048,649 (908,428) (796,513) 185,412 87,849 267,510
7 .

8 interest

9 Expense -
10 Other

11 Income /

12 Expense

13

14 Netincome 741,541 948,649 (909,428) (7986,513) 195,412 87,849 26?,51L
15 -

16

17 Adjusiments to Revenues gnd Expenses

18 7 8 8 10 11 12 Subtotal
19 Revenues 100,185 100,185
20

21  Expensas 12,651 - 786,041 25,799 536,981
22

23  Oparating

24  income - (12,651) - (766,041) 100,185 (25,799)  (435,795)
25

26  Interest i

27  Expenssg 2,717,429 2,717,429
28 Other '
29 income /

30 Expense

31

32 Netincome 2,717,428 (12,851 - (766,041) 100,185 (25,799) 2,280.633'
34

35 Adiustments to Revenuas and Expenses

38 13 14 i85 16 a7 18 Total .
37 Revenues : (466,778) (366,593)
38 :

38 Expenses 6,878 - 40,127 (515,909) 58,077
40 .

41  Operating

42  income (8,878) - - (40,127) (466,778) 515909  (434,669)
43

44  Interest : )

45  Expense 2,717,428
43 Other

47 Income/ 37,043 . 37,043
48  Expense )

49

50 Netincome (6,878) 37,043 - {40,127) (466,778) 615,909 2,319,802




Youngtown - Sun Clty Water Exhibit

Test Yesr Ended December 31, 2001 Schedula C-2
Adjustmonts to Revanues and Expanses Page 4
Adjustment Numbor 3 Witnesa, Burnham

Line
No,

1 Serviee Compspy Charges,

2

3 Total Servico Chargos § 5,080,811

4  Allocation Factor (4 Factor Formula) 0.1787

5 Total Charges $ 909,428

8

7

a

9

10

11

12

13 Adjustment to Revonues and/or Expenses 8 809,428




Younqtown - Sun Clty Water
Test Year Ended Dacembar 31, 2001
Adjustments o Revenuas and Expenseas
Adjustment Number &

Exhibit

Schedula C-2
Pagn 6

Witnas#s; Burnham

Line
o,
1 Dapreciation Expense
2
3 Accouat
4 No, Description Qdalpal Cost
S intanglble
] 301,00 Orasnization $ 471
7 302,00 Franchisas 2,851
8 303.00 Misealiancous Intangibles 4,581
] Subtotaj Intanglhie S 7,813
10
1" Source of Supply
12 310.00 Lend end Langd Rights B 180,083
13 311.00 Structures 8nd Improvemeanta 681,798
14 312.00 Collecting and impounding Res. 314
15 313,00 l.akes, Rivors, Other Intakes -
18 31400 Welis and Springs 2,387,315
17 Subtotal Soutsr of Supply 3 . 3220508
18
L] Pumping
20 320.00 Lend and Land Righta $ 8,458
21 321.00 Structures and improvemanta 582,491
22 323,00 Other Powsr Production 8,554
23 325,00 Blnctric PFumping Equipment 8,605,888
24 328.00 Diasel Pumping Cquipgmaont 25,164
25 328.10 Gas Engine Pumping Equipmont 249,781
26 Subtotal Pumping § 7,481,300
27
28 Water Treatment
28 330.00 Lend and Land Rights $ B
30 23100 Structures and improvements 40,580
31 332,00 water Trostmont Equipmant 407,427
az Subtotal Wator Troatmont $ 488 007
33
34 Transimisslon and Digtrbution
35 340.00 Land nnd Land Rights 5 10,403
38 341.00 Structures and improvements 28,6804
37 342.00 Distribution, Reservnire, & 8T 1,374,148
38 34300 - Transmigslon snd Distribution 12,357,895
39 344,00 Fire Maine -
40 845.00 Sarvices 4,783,706
11 34800 Motars 3,232,044
42 348,00 Mydrants 1,797,900
43 348.00 Other Transmission & Distribution 523
44 . Subtotal Tranemission and Distributh 3~ 23,085,412
48 -
a8 General
47 380,00 LANG and Lang Righte ] 1,183
48 300,00 Stnuctures ang Improvementa 788,274
-] 381.00 Oftfice Funttura and Equipment 237,788
50 381.10 Computar Equipmant 340,444
G1 382.00 Transportation Equipment 428,400
52 333.00 Stores Egquipment 847
83 394.00 Tools, Shop end Garage §7,973
54 395.00 Laboratory Equipmant 31,038
55 396.00 Powar Oparatad Equipment 8,679
568 337.00 Communlcation Equipmnnt 137,843
67 398,00 Miseolianoous Equipment — 66,047
&8 Subtotal Genoral $ 2,174,303
58
BO . ‘. . . . . o
% Sotngtown Plart, T I (14,407
62 ADFUC adfustment 3/85 ;. " i (480,022}
63 TOTALS § 30,367,124
04
8s
86
67 Proforma Plant (to b compitted by 12/31/2002) % 3,020,888
as .
83  Amonization of Deferred Regutatary Assata % 655,877
70
71 Less Amotlzetion of Contributions § 1,127,078
72
73. Total Depreciation Expense
74
78 Test Yaar Dapreciation Expense
78
77 increase (decranse) In Depraciatian Expense
78

78 Adjustmant to Revenues and/or Expanses

’

Bepreciation

Rate Expenss
0.00% & -
0,00% -
D.00% -

3 -
0.00% & -
2,507 18,546
2.60% a8
0.00% -
2.52% __ 80,180
[ 76,713
0,00% § -
1.67% 9,728
4.42% 422
4.42% 281,979
6.00% 1,268
5.01% 12,814
$__ 315,801
0.00% $ -
1.87% . 1,348
4.00% 10,297
§___qro4s
0.00% % .
2.00% 572
1.87% 22,848
1.83% 182,078
0.00% -
2.48% 118,638
2.51% 81,124
2.00% 36,958
200% 10
G 448327
0.00% $ -
1.87% 13,331
4.59% 10,914
4.50% 15,628
25.00% 107,102
3.91% 268
4.02% 3,839
3.71% 1,151
§.20% 1,084
10,30% 14,177
4,83% 3258
$ 171,207
2.83% (4,208) -
2.83% (12,766)
§ 1,012,869
2.3318% 85,794
2.8318% 18,673
10.0000% (112,708)
5 1,002,528

1,188,840

(195,412)
8§ (196,412)
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Youngtown - Sun Clty Water
Tost Yoar Ended December 31, 2001
Adjustments to Revenueas and Expenses
Adjustment Number 6

Adlust Property Taxes to Reflect Proposed Revenues:

Revenuas In year ended 12/31/01

Adjusted Revenues in year endod 12/31/01
Proposed Revenues

Average of threo yoar's of revanue

Average of three year's of revenue, times 2
Add:

Consiruction Work in Progess at 10%

Doducy;

Book Value of Transportation Equipment
Baok Value of Transportation Equipment (proforma)
Total Book Value of Transportation Equipment

Fuil Cash Value
Aszsessment Ratio
Assessed Value
Property Tax Rate

Proporty Tax
Tax on Parcels

Tota) Property Tax at Proposed Rates
Property Taxes In the test year
Change in Property Taxes

Adjustment to Revenues and/or Expenses

Exhibit

Schedule C-2
Paga 7

Witness: Burnham

$ 6,559,683
6,193,090
8,562,177

$7,104,983
~514,209.967

247 444
176,600
T 424,044

$ 13,785,923
25%

3,448 481
7.205292%

248,329
154

§ 248,483
336,332

—_—— D 00L
3§ (87,849)

§ (87,849)
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Youngtown - Sun City Water

Test Year Ended December 31, 2001
Adjustmanits to Revenues and Expenses

Interest Synchronlzation with Rate Base

Fair Value Rate Base

Weigted Cost of Debt from Schedule D-1
Synchronized Interest Expense

Test Year Interest Expense, Per Boaks
Increase in Interest Expense

Adjustment to Revernues and/or Expenss

Adjustment Number 7

Exhibit

Schedulc C-2
FPage 8

Witness: Burnham

$22,220,302
3.15%

699,837

3,417,266

b LT
3 (2,747,429)

2,717,429
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Youngtown - Sun City Water
Test Year Ended Decemher 34, 2004
ARJUSTMENTS TO REVENUES AND/OR EXPENSES
Adjustment Number 8

Rate Case Fxpsnse

Estimated Rate Case Expensa
Estimated Amortization Period in Years
Annuai Rate Case Expense

Test Year Rate Case Expense

Increase(decreaso) Rata Case Expense

Adjustmant 1o Revenue and/or Expense

Exhibit

Schedule C-2
Page 9

Witness: Burnham

122,623




Youngtown - Sun City Watar Exhibit

Test Year Endod Docember 31, 2001 Schedule C-2
ADJUSTMENTS TO REVENUES AND/OR EXPENSES Page 11
Adjustment Number 10 ) Witness: Burnham

Line
No,

1 Projected Additional Exnenses Adjustment

2 Label

3

4 Salaries & Wagos $ 413,726 10a

5 Office Expense 286,670 10b

6 Insurances 82,200 10¢

7 Misc Expense 3.446 10d

8

el

10

11 Adjustment to Revenus and/or Expense 3 766,041
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50
51

G2

53

S5
56

Revenus?
Expenses

Opaeraling
Income

Interest
Expenan

Other
income /
Bxponsn

Nat income

Rovonues
Expansgses

Operating
Income

intaraat
Expenae

Other
Income /
Expense

Net income

Reavenunn
Eapnonscs

Operating
Income

Intarest
Expense

Othar
Income /
Expenze

Nat Incormne

Youngtown - Sun City Watnr
Tast Year Ended Dacamber 31, 2004
Adjustrnents to Ravenues and Expenses

Adjustments to Rovoguas And Expepnasa
a

Exhibir

Schaduie Ca2
Pnga 1

Withase! Buraham

1 2 3 4 5 8 Suhinial
Removo Citlzens Remave T.Y, Sorvien Projected Dapreciation Property
Sam, Allncations, Sglories & Wnoes  Comeany Ghamas, Salader.d Waass, Expanse Tnras
{744,541} (B48,84p) 806 428 796,513 (185.412) (87,849 (267.510)
741,541 548,848 (R09,428) (796.513) 195,412 7,848 267,510
741,541 848 849 {908,428) (796,613) 190,412 87,848 267,510
&dluatments to Revanues and Expanses
z 23 ] 19 1 12 Suhtetl
Intereat Exp, Rate Cose INTENTIONALLY Projacted Revenua Carporaia Offico
Synch, W/ Rate Base Pxponsa LEFTBLANK  Addiionsl Expanses  Annualization Leane,
100,185 100,155
12,651 - 768,041 26,799 536,981
- (12.851) - (788,047) 100,185 (25,798)  (430,705)
2,717,420 2,717,429
2,717,429 {12.951) - (789,041) 100,185 (25,798) 2,280 633
Adlustients to Revenues snd Expenses
13 15 p:] 37 18 Towm
Loeal Water Romove Other INTENTIONALLY Power Coata Ground Watear Purchassed
Iofting Bxponse,  Ravenuss(Expeness,  LEET BIANK Adustment Sevings Revanuas Watsr
(486,778) (386,583)
6,878 - 40,127 - (515,808) 88,077
(8,878) - - (40,127) (4G8,778) 516,009 (434,889)
2,717,428
a7,043 37,043
_(6,878) 37,043 - (40,127) (488,778) 515,800 2,319,802
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Youngtown - Sun City Water
Test Year Ended December 31, 2001

Projected Income Statements - Present & Proposed Rates

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

Operating Expenses
Salaries and Wages
Purchased Water
Purchased Powsr
Chemicals
Repairs and Maintenance
Office Supplies and Expense
Cutside Services
Service Company Charges
Water Testing
Rents
Transportation Expenses
insurance - General Liability
Insurance - health and Life
Regulatory Commission Expense - Rate Case
Misceliansous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
income Tax

Total Operating Expenses
Operating Income
Other Income (Expense)
Interest income
Other income
interest Expense
Other Expense
Gain/Loss Sale of Fixed Assets
Total Other Income (Expense)
Net Profit (Loss)

Exhibit
Schedule F-1

Page 1

Witness: Burnham

Af Proposed

At Present
Rates Rates
Test Year Year Year
Actual Ended Ended
Results 12/31/2002 12/31/2002
§ 6,448,264 § 6,079,671 $ 8,448,758
113,419 113,419 113,419
$ 6,559,683 &% 6,193,090 $ 8,362,177
$ 833,969 § 1,148,174 5 1,148,174
515,909 - -
1,377,044 1,416,410 1,416,410
17,413 17.413 17,413
540,312 540,349 540,349
169,519 429,063 429,053
164,564 893,841 83,641
- 909,428 909,428
- 6,878 8,878
2,570 28,369 28,369
22 22 22
78,436 65,896 65,886
11,874 24,525 24,525
864,694 300,122 300,122
4,198,940 1,004,528 1,004,528
114,680 62,065 82,0865
238,634 150,785 150,785
129,022 (271,892) 642 549
3 6,258,602 § 5825785 $§ 6,840,206
5 301081 § 267,326 $ 1,721,971
26,688 - -
(3,417,266) (699,837) (689,837)
(63,731) - -
S (3,454309) $ (689,837) $ (698,837)
(432,512)° §

$ (3,153,228) $

1,022,134




Youngtown - Sun Clty Water Exhibit

Test Year Ended December 31, 2001 Schedule F-2
Projected Statements of Changes in Financial Position Page 1
Presant and Proposed Rates Witness: Burmham

Line
No. At Presant At Proposed
1 Rates Rates
2 Tast Year Year Year
3 Ended Ended Ended
4 12/31/2001 12/31/2002  12/21/2002
5 Cash Flows from Oparating Activities :
6 Net Income $  (3,153,230) § (432,512) § 1,022,134
7 Adjustments to reconcile net Income to net cash
8 pravided by operating activitias:
g Depreciation and Amortization ‘ 1,199,040 -
10 Deferred Income Taxes (244,429)
11 Accumuiated Defarred ITC (31,748)
12 Changses in Certain Assests and Liabllities: -
13 Accounts Recelvable - 486,979
14 Materials & Supplies - 55,084
15 Prepaid Expenses (5,812)
16 Misc Current Assets and Deferred Expense - (120,971)
17 Accounts Payable and Accrued Liabilities . (23,048)
18 Accrued Taxes 76,876
19 Nat Cash Flow provided by Operating Activities $  (1,750,457) $§ (432,812) $ 1,022,134
20 Cash Flow From Investing Activitles:
21 Capital Expenditures (1,585,385)  (5,346,205)  (5,346,205)
22 Plant Held for Future Use -
23 Non-Utility Property 33,810 ,
24 Net Cash Flows from Investing Activities $  (1,521,575) § (5,346,205) $(5,346,205)
25  Cash Flow From Financing Activities
26 (Decrease) Increase in Net Amounis due to Parent and
27 Affiliates 3,067,674
28 Customer Deposits (17,059)
29 Changes In Advances for Construction 246,295
30 Changes In Contributions for Construction . {24,878)
31 Proceeds from Long-Term Debt Borrawing -
32 Repayments of Long-Term Debt - - -
32 Dividends Pald - - (768,800)
34 Deferred Financing Costs ‘ -
35 Net Cash Flows Provided by Financing Activities § 3272032 § - $_(766,600)
36 Increase(decraase) in Cash and Cash Equivalents $ - $ (5,778,717) $(5,090,672)
37 Cash and Cash Equivalents at Beginning of Year 2,050 2,050 2,050
3s Cash and Cash Equivalents at End of Year $ 2,050 $ (5,776.667) $(5,088,622)
39 ‘
40
41 SUPPORTING SCHEDULES:
42 E-~3

43 F3
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SUN CITY WASTEWATER DISTRICT
MODIFIED SCHEDULES

Youngtown - Sun City Wastewater
Index of Standard Filing Schedules

Schedule
No.
A1 Summary of the increase in revenue requirement and the spread of the
_revenue increase by customer classification
A-2 Summary of the results of operations for the test year and for the test year

and the two fiscal years ended prior to the end of the test year, compared
with the projected year.

A-8 Summary of changes in financial position for the test year and the two fiscal
years ended prior to the test year, compared to the projected year

B-1 Schedule showing the elements of original cost and RCND rate hases.
B-2 Schedule listing pro forma adjustments to gross plant in service and
" accumulated depreciation for the original cost rate base
C-1 Test year income statement, with pro forma adjustments.
C-2 Schedule showing the detail of all pro forma adjustments.
F-1 Projected income statements for the projected year compared with the test
year, at present and proposed rates.
F-2 Projected changes in financial positicn for the projected year compared

with the test year, at present and proposed rates
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Youngtown - Sun City Wastewater

Test Year Ended December 31, 2001

Computation of Increase In Gross Reve
Reguirements As Adjusted

nue

Exhibit
Schedule A-1
Page

Witness: Burnham

Total of Water Revenues

Fair Value Rate Base $ 8,777,087
Adjusted Operating Incorne 1,025,469
Current Rate of Return 11.68%
Required Operating Income 3 680,185
‘Required Rate of Return on Fair Value Rate Base 7.75%
Operating Income Deficiency $ (345,284)
Gross Revenue Conversion Factor 1.6286
Increase in Gross Revenue
Requirement 5 (56862,342)
Present Proposed Doliar Percent
Customer Ratesg Rates Increase Increase
Classification
5/8 X 3/4 Inch Meter 3 - -11.05%
1 Inch Meter - -11.05%
1.5 Inch Meter - Commercial - -11.05%
2 inch Meter - ~11.05%
Construction Watar - -11.05%
Church - -11.05%
Golf Course - ~11.05%
Private Fire - -11.05%
Public Authority - -11.05%
Miscellaneous Revenues - -11.05%
- -11.06%
$0 $0 3 - ~11 .O%

SUPPORTING SCHERULES:
B-1
C-1
C-3
H-1
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Desgription

i

Gross Revenues

Revenue Deduttions and
Operating Expenses

Oporating Income

Other income and
Deductions

Interest Expense
Net Income

Earned Per Average
Common Share

Dividends Per
Common Share

Payout Ratlo

Return on Average
invesicd Capital

Return on Year End
Capital

Return on Average
Commoen Equity

Return on Year End
Common Equity

Times Bond Interest Earned
Before income Taxes

Times Total Interest and
Prefarred Dividonds Earnod
After Income Taxes

SUPPORTING SCHEDULES
C-1
E-2
F1

Youngtown - Sun City Wastewater Exhibit
Test Yoar Ended December 31, 2001 Schodula A-2
Summary of Rasults of Operations Page 1

Witness: Burnham

Brolectad Yaar

Tost Year Present Proposed

Prior Years Ended Actual Adjustod Rates * Rates
12/31/1998  12/31/1998  12(31/2000  A2R1/2000  12/31/2001  12/81/2002  12/31/2002
§ 4927913 § 4,958,136 § 5001.158 § 5,055,107 $ 5,088,340 3 5,088,340 § 4525998
4,098,505 4,524,321 4,301,143 4,727,432 4,082,871 4,082,871 3,845,814
5 820408 § 433815 $ 700015 § 327675 § 1025460 § 1025469 § 680,185
3,558 20,816 {26,685) 59,772 - -
- - 75 1,185,235 405,488 ADS, 468 405,468
$ 8320967 § 454631 § 673255 § (797.788) $ 620,001 § 620,001 § 274,717
1.81 0.99 1.48 (1.73) 1.25 1.38 0.60
5 - - - - 1.01 0.45
- - - . . 0.75 Q.75
- 16.00% 3.96% 3.23% -2.85% 2,24% 3.48% 1.54%
8.00% 3.62% 2.31% -2.85% 2.26% 3.52% 1.56%
6.07% 2.18% 3.16% -3.75% 2.82% 8.69% 3.85%
4.06% 2.17% 3.11% -3.82% 2.78% 8.79% 3,90%

. . 14,555.91 0.54 3.49 3.48 2.10
- - 8,977,73 0.33 2.53 2.53 1.68




Youngtown - Sun Clty Wastowater

Tost Yoar Endod December 31, 2001

Summary Statemants of Cash Flows
Line

I

§ Cash Fllows from Operating Activities

€ Natincome

7 Adjusiments {o rconcile not income 1o not cash
8  provided by operating activities:

9 Depreciation and Amortization

10 Doferead Income Takes .

1 Accumulatad Deferrad ITC

12 Changas in Ceriein Assests and Liabilitios:

13 Accounts Receivoble

14 Matariala & Suppliaa

15 Preprid Expenses

18 Misc Current Assots and Deforred Expense
17 Accounta Payable and Accruaed Lisbillties
18 Accruod Income Taxes

18 Net Cash Flow providad by Operating Activities
20 Cash Flow From Investing Activities:

21 Capital Expendilures
22 Plant Held for Future Use
23 Non-Utliity Property

24 Net Cash Flows {rom Investing Acliviies
25 Cash Flow From Financing Actlvities

26 {Decrassa) Increasa in Net Amounts dus to Parent and
27 Affillates

28 Customer Deposita

29 Changes in Advances for Gonstruction

30 Changos in Contributions for Construction

31 Praceeds from Leng-Temm Debt Borrowing

32 Repsymants of Long-Tarm Dabt

a3 ‘Dividonds Paid

34 Peterred Flnanclng Costs

35 Pald In Capital

30 Not Cash Flows Provided by Financing Activities
37 incrense(decreass) In Cash and Cash Bquivalents
38 Caah and Cash Equivalenta at Baginning of Yaar
39 Cash and Cash Equivelenta at End of Yaar

40

4

42

43 SUPPORTING SCHEDULES;

44 B3

45 F-2

Exhibit

Schadule A-5
Pago 1

Whneea: Burnham

Prior Prior Priar Test Projected Year
Yoar Year Yesr Yoar Present Proposed
Ended Endad Ended Ended Rates Rates
123111008 120311998 12/31/2800 12/31/2001 123142002 12/91/2002
n 3 AS4.631 3 673,265 § (7TR7,788) § 820,001 § 274717
n 415,643 538,016 644,505 503,752 503,762
- (358,964} (193,081) (166,145)
(8,508} (7.624) (9,548)
- (175,898) 658,881 (638,375) .
. - - (23)
804,397 27,748 12,718
- §30,154 385,847 672,831
- {21.160) 2,918 _(5,080) i
- $ 1449205 § 2096188 § (386,785) § 1,123,763 3 776.4069
. (2.731,842) (805,802). (194,88R) (185,718) (105.718)
. 110,974 (37,214) 179,944
. 8§ (2.620,0G8) 8 (843.110) § (13.745) § (165.718) §_(195.718)
n (386.303) (1.660,477) 1,289,659
- 175 (178) .
- 1,543,112 543 261 (888.020)
. {5,321) (35,678) .
. n - (465001}  (206,038)
- $ 1,171,683 & (1,183,08%) § 401,630 $§ (405.001) § (208,038

483,034

376,713

$ -8

- £

§ 483,034 § 276,713
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Youngtown - Sun City Wastswater
Test Year Ended December 31, 2001
Summary of Falr Value Rato Baso

Gross Utility Plant In Sarvice
Less: Accumulated Depreciation

Net Utility Plant in Service

Less;
Advances in Ald of
Construction
Contributions in Aid of
Construction - Net of amortization
Customer Meter Deposits
Deferred Iincome Taxes & Credits
Investment tax Credits
Plus;
Tolleson Trickiing -
Filter
Deferred Tax Asssts
Aliowance for Working Capital
Cltizens Acquisition Adjustmaent

Total Rato Base

SUPPORTING SCHEDULES:
B-2
B8-3
B-5
B-1

Exhibit

Schedule B-1
Paqgo 1

Witness: Burnham

Orlginal Cost RCND Falr Value
Rate base Rate base Rate basc (OCRB Only)

§ 19,962,780 51,811,232 $ 18,862,780
7.189,5389 20,408,401 7,188,539

$ 12,773,241 31,402,831 3 12,773,241
3,308,005 8,588,185 3,309,005
1,187,138 3,081,080 1,187,139
500,000 500,000 500,000

$ 8,777,087 20,233 577 $ 8,777,097

RECAP SCHEDULES:
A-1




Youngtown - Sun City Wastewater
Test Year Ended December 31, 2001
Original Cost Rate Base Proforma Adjustments

Actual
at
Line End of Proforma Adjustments
Na. Test Year Label =~ Amount
1 Gross Utility
2 Plant in Service 3 195,643,850 (n 1,330
3 (2) 216,300
4 (8) -
5 Less: (8) 101,300
6 Accumulated
7 Depreciation 6,967,677 (3) 221,882
8 ———
[¢] Net Utllity Plant
10 in Service '$ 12,676,172
11
12 Less;
13 Advances in Aid of
14 Constructlon (Ratemaking Purposes Only) 3,479,030 (4a) -
15 {5a) {170,025)
16 Contributions In Ald of
17 Construction - Net (Ratemaking 1,018,380 (4b) (1,268)
18 Purposes Only) {5b) 170,025
19 Customer Meter Deposits | -
20 Deferrad Income Taxes , -
21 Investment Tax Credits -
22 Plus;
23 Tolleson Trickling
24 Filter - (9) 500,000
25 ' Deferred Assets ' -
26 Woarking capital -
27 Cltizens Acquisition Adjustment - (7) -
28
29 Total $ 8,178,782
30
31
32 (1) Addttional Plant at Closing
33 (2) Plantio be completed by 12/31/2002,
34 (3) Additional Accumulated Depreciation at Closing
35 {4) Increase (decrease) AIAC (4a) and CIAC (4b) to Amount at Closmg
38 (8) Adjust AIAC (5a) and CIAC (5b) for Ratemaking Purposes
37 (8) Intentianally Left Blank
38 (7) Acquisition Adjustment Premium
38 (8) Orcom Costs
40 {S) Tolleson Trickling Filter
441
42 SUPPORTING SCHEDULES:
43 B-2

BE-1

Exhibit
Schedule B-2
Page 1

Witness: Burnham

Adjusted
at end
of

Test Year

$ 19,962,780

7,189,539

3 12,773,241

3,308,005

1,187,139

& 8777007



Youngtowrn « Sun Clty Wastewater
Test Year Ended Dacambear 31, 2001
Incomeo Statement

Exhibit

Scheduie C-1
Page 1

Witness: Burnham

Test Ysar Test Year Proposed Adjusted
Book Adlusted Rate with Rate
Rosults Laps] Adiustmant Rosults increpsn incresse
Revenues
Flat Rate Revenues % 5,052,248 11 33,233 § - 5085481 (562,342) § 4,523,139
Menrrured Revanues - oo -
Other Wastewator Rovenues 2,868 2,859 2,859
$ 5,055,107 § 33,233 & 5,088,340 & (582,342) § 4,525,998
Operating Expenses
Salarles and Wages § 332,898 28,402,102 (175,194) $ 157,504 ) 157,504
Purchased Wastewater Treatment 2,728,855 1¢,163,17,18 (1,736,408) 992,447 992,447
Purchasod Powor 1,621 16,15 (111) 1,510 1,510
Fuel for Power Production - - "
Chemicals - -
Materials and Supplies 108,581 1d (2,885) 105,696 105,686
Repairs and Maintenance - -
Office Supplles and Expenza 1e,10b 179,039 178,039 179,039
Outside Services 32,1189 i (28,996) 3,123 3,123
Service Company Charges 3 513,166 513,168 513,166
Water Tosting "
‘Rents 68 19,12 21,197 21,265 21,265
Transportation Expenses - -
Insurance ~ Generat Liabliity 50,858 1h,10c (24,849) 28,008 26,009
Insurance - Health and Life - .
Repgutatory Commiesion Exponse - Rate Caso 12,564 B 7,588 20,150 20,150
Miscellaneous Expense 492,448 1),10d (347.318) 145,130 145,130
Depreclation Expense 544 505 5 {40,753) 503,752 503,752
Taxes Other Than income 24872  1a.2b4b {17,118) 7.784 7,754
Property Taxes 149,864 & 28,619 178,483 178,483
Income Tax 248,378 389,754 172,697
Tolicson Wastowatar User Foos - 16Db 818,081 818,091 818,081
Total Operating Exponscs § 4,727,432 $ (805,936) § 4062871 § - $ 3,845,814
Operating Income ' § 327875 $ 838,169 § 1,035463 § (582342) § 680,185
Other Income (Expensa)
Interest income - -
Other income 69,616 13a (89,616} . -
Intarast Expense (1,185,235) 7 779,767 (405,468) (405,4868)
Other Expense (9,844) 13b 9,844 - .
Gain/l.oss Sale of Fixed Assets - - -
Total Other Income (Expense)} _5§(1,125.483) $ 7419995 § (405,468) % - 3 (105,468)
Net Profit {(Loss) 8 (797.788) 3 1,558,164 & ' §§9.001 3 (662,342) § 274747

SUPPORTING SCHEDULES:
c2
E-2

RECAP SCHEDULES:
A-1
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Revenugs
Expenses

Operating
Income

Interest
Expense

Othor
Income /
Expense

Net Income

Revenues
Expenses

Operating
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Interest
Expense

Other
Income /
Expense

Nst Income

Revenues
Expenses

Operating
Income

Interast
Expense

Other
Income /
Expense

Net Income

Youngtown - Sun Clty Wastewater
Test Year Ended December 31, 2001
Adjustments to Revenues and Expanses

Adiustmengs_t_o_}_{ey_enu_d_s__and Expenses

Exhibit .
Schedule C-2
Page 1

Witness: Burnham

1 2 3 4 5 6 Subtotal
(937,588) (357,570) 513,166 96,303 (40.753) 28,618 (697,823)
937,588 357,570 (513,166) (96,303) 40,753 (28,619) 697,823
937,588 357,570 (513,166) (85,303) 40,753 (28,619) 697,823

Adlustments to Revenues and Expenses
z 8 g 10 u 12 Suptotal
33,233 33,233
7,586 - 281,410 21,197 (387,630
. (7,586) . (281,410) 33,233 (21,197) 420,863
779,767 779,767
779767 (7.586) . (281,410) 33,233 (21,197) 1,200,630
Adiustments to Revenuss snd Expenses
13 14 15 18 7 18 Total
= ' 33.233
- 11 263,055 (203,433) (327,896)
- - (11 (263,056) 203,433 - 361,229
779,767
(59,772) (59,772)
(58.772) - (11) (263,056) 203,433 - 1,081,224
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Youngtown - Sun Clty Wastewater
Tast Year Endad Decembar 31,.2001
Adjustments to Revenuas and Expenses

Adjustment Number 3

Service Company Chargas
Total Service Charges ' & 5,060,811

Allocation Factor (4 Factor Formula) . 0.1014
Total Chargos

Adlustment to Revenues and/or Expenses

$ 513,166
p———

3 513,166

Exhibit

Schedule C-2
FPage 4

Witnesa: Burnbam




Youngtown - Sun Clty Wastnwater Exhibit

Scheduie C-2
Page 8

Witnaas: Burnham

Test Year Endad Dacember 31, 2001
Adjustments ta Ravenuss and Expanses
Adjustment Number &

Line
No.
1 Dapreciation Expsnse
3
3 Account Deprecilation
4 No. Description Qriginal Cost Rate Expense
3 Intapgihie
8 301.00 Qrganization ki 122,373 0.00% % -
7 302.00 Franchiscs 6,132 0,00% -
8 303.00 Misceallaneous Intangibles 10,485 0.00% -
[*] Subftotal Intanglble 3 139,000 ] -
10
11 Troatment & Dischargo
12 310,00 Land and Land Rights 3 B,565 0.00% § -
13 311.00 Structures and Improvements 22,095 2,50% 552
14 312.00 Praliminary Treatmont 453 0.00% .
15 313,00 Primary Treatment Equipment - 0.00% -
16 314,00 Secondary Treatmant Equipment 2,575 2,52% G5
17 315,00 Tortlary Equlpmant - 0.00% -
18 316,00 Disinfaction Equipment - 0.00% -
19 317.00 Effluent LIft Station £ 1,803 2,00% 30
20 318.00 Qutfalt Lino 291 2.00% [
21 318,00 Sludgea, Trestment & Distribution - 2.50% -
22 321.00 Irfluent LIft Station ) 178 2.00% 4
23 322.00 General Treatment Equipment 18,743 2.00% 375
24 Subtotal Treatment & Discharge 5 52,403 3 1,082
25
26 Collectlon and Influent
27 340.00 Land and Land Rights $ - 0.00% & -
28 341,00 Structures and Improvements 350,713 2.00% 7,014
28 342.00 Cotlectlon System LIft 1,229,723 8.40% 103,297
30, 343.00 Coliactlon Mains 2,888,964 2.04% 201,694
31 344,00 Force Mains 1,300,266 2.07% 26,318
32 345.00 Discharge Services 2,307,454 2.04% 47,072
33 348.00 Manholaz 2,4895.785 2.03% 50,664
34 Subtotal Coilection and Influent 5 17,570,906 ] 438,857
35
38 General )
37 389,00 Land and Land Rights 3 1,108 0.00% 3 .
a8 350.00 Structures and Improvements 760,473 1.68% 12,782
38 391,00 Office Funiture and Equipment 226,528 4.55% 10,296
40 391.10 Cormputer Equipment 324,323 4.55% 14,741
41 392.00 Transporiation Equipmant 408,123 - 25.00% 102,031
42 393.00 Stores Equipmeant 6,523 3.92% 258
43 394.00 Tools, Shop and Garage 53,334 4.14% 3,860
44 385.00 Laboratory Equipmant 29,586 3.71% 1,097
45 386.00 Power Operated Equipment 27,321 5.14% 1.408
48 397.00 Communication Equipment 131,126 10.28% 13,478
47 398,00 Miscellaneous Equipment 62,918 4.88% 3,133
48 Subtotal General § 2,071,343 3 183,077
49
50 Youngtown Plant ” (86,727) 2.80% (2,709)
51 ADFUC adjustment 3/85 ** 83,075 2,80% (2,608)
82 TOTALS § 18,643,850 $ 555,450
53 . )
54
55 Proforma Plant (to be complated by 12/31/2002) § 318,230 2.80% 8,931
58 Talleson Trickiing Filtar % 500,000 2.80% 14,002
57
58 Amortization of Deferred Regulatory Assets 3 145,774 2,80% 4,082
Ga
60 Loss: Amortization of Contributions g 1,187,139 10.00% (118,714)
31
| 82 Totel Dopraciation Expensa % 503,752
383
§4 Tast Yenar Depreciation Expenas 544,505
85
66 Increase (decrease) In Dopreciation Expense (40,753
! 67
: 68 Adjustmont to Rovonuos andfor Expensos 3 {40.753)




Youngtown - Sun Clty Wastewater Exhibit
Test Year Ended December 31, 2001 Schedule C-2
AdJustments to Revonues and Expenses ’ Page 7
Adjustment Number & Witness: Burnham

Line

Na,
1 Adjugt Property_Taxes to Reflect Proposer Revenues:

) o
3 Revenues in yesr ended 12/31/01 3 5,055,107
4 Adjusted Revenues In year anded 12/31/01 .§,088,340
5 Proposed Revenues 4,525,998
8 Avarage of three year's of revenus 34 888,815
7 Average of three year's of revenue, times 2 $8,778,630
8 Add:
9  Construction Work in Progess at 10%

10 Daduct: )
11 Book Value of Transportation Equipment 408,123
12 Book Value of Transportation Equipmeant (proforma) -
13 Total Book Value of Transportation Equipment $ 408,123
14 '
15 Full Cash Valuo $ 9,371,507
16 Assessment Ralio 25%
17 Assessed Velue 2,342,877
18 Property Tax Rato 7.618094%
19

20 Proporty Tax 178,483
21 Tax on Parcels

22

23  Total Property Tax at Proposed Rates 5 178,483
24 Property Taxes in the test year 149,864
25 Change In Proporty Taxos $ 28,613
26 T
27

28  Adjustment io Revenues and/or Expenses 3 28,6819




Youngtown - Sun City Wastewater Exhibit

Tast Yoar Ended December 31, 2001 Schedule C-2
Adjustments to Revenues and Expenses Paga 8
Adjustmant Number 7 Witness: Burnham
Line
Na.
1 Interest Svnchronization with Rate Base
2 Fair Valye Rate Basae 58,777,097
3  Weigted Cost of Debt from Schedule D-1 ) 3.15%
4 Synchronized Interest Expense 276,438
5 Tollesan Bond Interest Differential 129.029
S Total Proposed interest Expense 405,488
7 Test Year Interest Expense, Per Books ' 1,185,235
8 Incresse In Interest Expense § (779,767)
9 .
10  Adjustmant to Ravenues and/or Exponse ‘ 779,767
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Youngtown - Sun City Wastewater
Test Yoar Ended December 31, 2001
ADJUSTMENTS TO REVENUES AND/OR EXPENSES
Adjustment Number 8

Rate Case Expense

Estimated Rate Case Expense
Estimated Amortization Period in Years
Annual Rate Case Expense

Tast Year Rate Case Expanse
Increase(dacrease) Rata Caso Expensa

Adjustment to Revenue and/or Expense

5

3
$

$

Exhihit

Schedula C-2
Page ©

Witnesg: Burnham

100,749
5
20,150

12,564

7.586

7,586




Youngtown - Sun City Wastewater Exhibit

| Test Yoar Ended December 31, 2001 Schadule C-2
ADJUSTMENTS TO REVENUES AND/OR EXPENSES Page 11
Adjustment Number 10 Witness: Burnham
| Line
‘ No.
\ 1 Projected Additional Expenses Adjustment
\ 2 f-abel
3 .
4 Salarles & Wages $ 68,954 103
5 Office Expense , . 186,638 10b
6 Insurance : 24,569 10¢
7 Misc Expense ‘ 1,248 10d
8 B
g
10
11 Adjustment to Revenue and/or Expense v $ 281,410
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Expenzas

Operating
Income

intepnat
Expensa

Other
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Other
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Net Income

Youngtown - Sun Clty Wastewater
Taat Year Ended Oacember 31, 2001
Adjustmenta to Revenues and Expanaa

Adiystrrants to Revenues and Expanses
3 4

FExhibit

Schedula C-2
Faga 1

Witnesa: Burnham

1 2 3 ] 8 Subtotal
Remave Cltizens Remove T.Y. Sarvice Projectad Papreciation Proparty -
Corp. Aliccations  Salaries 4 Wagss Compeny.Chagass  Salerins & Wegns Erpenze Isxen

(837 589) (357,570} 513,188 96,303 {40.753) 28,818 (B87,823)

937,588 357,570 (613,188) (96,303) 40,753 (28,610) - 047,823

937,588 357,570 (513,168) (86,303) 40,753 (20,618) 807,823

Adjuasmenta o Reyenues aod Sxnonses
S a 0 i 2 Subtotal
intorast Gxp, Ratre Cann INTENTIONALLY Projectad Ravenue Carporita Office
Syneh, W/ Ratn Base Expense LEFTBLANK  Additional Expenses Anmualization Lesse

33,233 33,233

7,588 - 281,410 21,187 (307,830)

- (7,608) " (281,410) 33,233 (21,767) 420,893

778,787 779,767
778,787 {7,688) . (281,410) 33,233 (21,187} 1,200,630

Adiustments lo Revonuns and Expensas
13 14 ] 14 17 a8 Tatsl
Remave Other INTENTIONALLY Powar Coats Tolisson Tohanon Projacted
Revenues/Expansea LEFT BLANK Adlustmeant Uaar Fons Replasement & Continancles  Tollason OAM

: . 33,233

. 11 283,056 (203,433) {477,p40) (805 8386)

- . (11 {263,058) 203,433 477,840 830,189

778,767

(58.772) (88,772)
(59,772) - {11} (263,055 203,433 477,840 1,568,164
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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

Revenues
Flat Rate Revenues
Measured Revenues
Other Wastewater Revenues

Operating Expenses

Salaries and Wagses
Purchased Wastewater Treatment
Purchased Power
Fuel for Power Production
Chemicals ‘
Materials and Supplies
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Service Company Charges
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Regulatory Commission Expense - Rate Case
Miscellaneous Expense
Depreciation Expense
Taxes Other Than income
Property Taxes
Income Tax
Tolleson Bond

Total Operating Expenses

Operating income

Other Income (Expense)
Interest income
Other income
Interest Expense
Other Expense
Gain/l.oas Sale of Fixed Assets

Total Other Income (Expenso)

Net Profit {Loss)

Exhibit

Schedule F-1
Page 1

Witness: Burnham

At Present Al Proposed
Rates Rates
Test Year Yesar Year
Actual Ended Ended
Results 12/31/2002 12/34/2002
8 5052248 3§ 5085481 $ 4,523,135
2,859 2,859 2,858
$ 5055107 % 5,088,340 § 4,525,998
$ 332698 3 157,504 § 167,604
2,728,855 992 447 992,447
1,621 1,510 1,510
- 108,581 105,696 106,686
- 179,039 179,039
32,119 o 3,128 3,123
- 513,166 513,186
68 21,285 21,265
50,858 26,009 28,009
12,564 20,150 20,150
492 448 145,130 145,130
544 805 503,752 503,752
24,872 7,754 7,754
149,864 178,483 178,483
248,379 389,754 172,697
- 818,091 818,081
3 4727432 % 4,062,871 § 3,845814
3 327675 $ 1,025,469 § 680,185
89,616 - -
(1,185,235) (405,488) (405 ,468)
(9,844) - -
$ (1,125,463) % (405,468) $ {405 468)
$ (797,788) % 620,001 % 274,717
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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
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Youngtown - Sun City Wastewater
Test Year Ended December 31, 2001
Projected Statements of Changss in Financial Position
Present and Proposed Rates

Cash Flows from Operating Activities
Nst Income
Ad]ustments to reconcile net income to net cash
provided by operating activities:
Depreciation and Amortization
Deferred Income Taxes
Accumulated Deferred ITC
Changes in Certain Assests and Liabilities:
Accounts Receivable
Materlals & Supplies
Prepald Expenses
Misc Current Assats and Deferred Expense .
Accounts Payable and Accrued Liabllities
Accrued Taxes
Net Cash Flow provided by Operating Activities
Cash Flow From Investing Activities:
Capital Expenditures
Plant Held for Future Use
Non-Utility Property
Net Cash Fiows from investing Activities
Cash Flow From Financing Activities
(Decrease) Increase In Net Amounts due to Parent and
Afflliates '
Customer Deposits
Changes in Advances for Construction
Changas in Contributlons for Construction
Proceeds from Long-Term Debt Borrowing
Repayments of Long-Term Dabt
Dividends Paid
Deferred Financing Costs
Net Cash Flows Provided by Financing Activities
Increase(decrease) In Cash and Cash Equivalents
Cash and Cash Equivalents at Baeginning of Year
Cash and Cash Equivalents at End of Year

SUPPORTING SCHEDULES:
E.3
F-3

Exhibit

Scheduie F-2
Page 1

Witness: Burnham

At Present At Proposed
Raias Rates
Test Year Year Year
Ended Ended Ended
12/31/2001 12/31/2002 12/21/2002

3 (797,788) § 620,001 $ 274.’717

544 505
(166,145)
(9,546)

503,752 503,752

(638,375)

(23)
12,716
672,931

(5,080)

3 (388,785) $ 1,123,753 § 778,469

(194,689)

179,944

(195,718) (195,718)

63 (14,745) § (195,718) $ (195,718)

1,289,558

(888,029)

- -

(208,028)

- {465,001)
[] 401,530 $ (465,001) § (206,038)
$ - § 483,034 3§ 376,713
$ - $ 483,034 $ 376,713




