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RESPONSE TO LIVCO WATER COMPANY'S OBJECTIONS TO THE
STAFF REPORT (DOCKET nos. w-02121A-07-0506 AND W-02121A-07-
0688).

On January 23, 2008, the  Company filed four objections  to the  S ta ff Report. Pursuant to
the  P roce dura l Orde r da te d J a nua ry 24, 2008, following is  S ta ff's  re s pons e  to Liv co Wa te r
Company's  ("Company") obi actions  to the  S ta ff Report.

Obje ction # 1: "The  Compa ny's  firs t obje ction to the  S ta ff Re port is  in the  S ta ffs  re comme nde d
disa llowance  of the  Company's  pro-fonna  adjustment to reduce  tes t year Opera ting Revenues  by
$1,201 a s s ocia te d with Me te re d Wa te r Re ve nue s  a s  s e t forth on pa ge s  4 a nd 5 of the  S ta ff
Re port. This  is  tota lly ina ppropria te . The  four cus tome rs  cite d in the  S ta ff Re port ha ve , in fa ct,
re que s te d a nd re ce ive d diffe re nt me te r s ize s  to a ccommoda te  the ir wa te r de ma nds . Those
changes  a re  known and measurable  changes  in the  Company's  ope ra tions  re sulting in le ss  ne t
revenue  during the  Adjus ted Tes t Yea r, and a ll yea rs  going forward. This  is  not unlike  adjus ting
Test Year Revenues upwa rd when customers  a re  added mid-Test Year to re flect the  years  going
forwa rd. This  is  not a  "mis ma tch" a s  s ugge s te d by S ta ff, but a very nonna  a djus tme nt for a
known a nd me a sura ble  cha nge . The  Commis s ion s hould a dopt the  Compa ny's downwa rd
adjustment of the  Test Year Revenue by $1,201 ."

Response:

As discussed in the Staff report, the Company used 2007 test year data and
projections at the time it submitted its application.

The Company changed a school meter from a 1 inch to a 2 inch meter in June 2006
and claimed a usage reduction and revenue reduction, by using water usage data for the
first six months of 2007, and relying on 2006 test year usage data for the last 6 months, as
these amounts were not known and measurable at the time. Clearly this adjustment relies
on usage data outside the test year, while incorrectly inferring the usage patterns for the
last 6 months of 2007 are the same as the last 6 months of 2006.
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The very same reasoning applies to the other meter adjustments which are referred
to in Staff's Report, which involves customer meter changes in 2007, except with no
corresponding change in usage patterns.

The Company is correct in its assertion that Staff may make an annualization
adjustment for customers who are added at some point in the test year, but does not allow
annualization adjustments for customers added outside the test year, as there is not a
corresponding adjustment to related expenses.

Finally, the Company has the discretion of when it files a rate case and what test
year it selects.

Obje ction #  2: "S ta ff ha s  dis a llowe d a  $1,361 "cha rita ble  contribution" a s  a  Mis ce lla ne ous
Expe nse  on pa ge  6 of the  S ta ff Re port. The  Compa ny fe a rs  the  S ta ff wa s  not fully a pprise d of
the  na ture  of th is  e xpe ns e  be fore  its  d is a llowa nce . Th is  a c tua l Te s t Ye a r e xpe ns e  is
re pre s e nta tive  of a n e xpe ns e  the  Compa ny ha s  incurre d for the  le a s t s e ve ra l ye a rs  which is
a s socia te d with the  provis ion of wa te r to the  Lions ' P a rk, the  only pa rt [s ic] in Concho. During
the  Te s t Ye a r the  Lions ' Club wa s  a ble  to pa y a pproxima te ly $21,000 of its  tota l wa te r bill, the
shortfa ll be ing the  $3,761. The  Compa ny ha s  supporte d the  P a rk for the  la s t s e ve ra l ye a rs  a t
a pproxima te ly the  s a me  le ve l, 2002, $2,000, 2003, $2,300, 2004, $1,500, 2006, $1,300, a nd
2007, $1,400, for a  s ix ye a r a ve ra ge  of $1,416 pe r ye a r. This  is  the  only P a rk in Concho a nd
would  be  clos e d  down if the  Compa ny d id  not s upport th is  pro je ct. The  P a rk ha s  thre e
voluntee rs  and limited source s  of fund ra is ing, so it can only a fford about $125 pe r month. The
Company does  put inse rts  in its  bills  to customers  urging them to support the  Park, and even has
a  "contribution ja r" a t the  Compa ny's  office  s oliciting s upport for the  Lions ' P a rk wa te r bill. It
should be  noted tha t if the  Pa rk discontinues  ope ra tions , the  Company will have  a  la rge r loss  in
revenue , approxima te ly $2,200, than the  proposed expense . In short, the  cus tomer bene fits  the
e ntire  sys te m. The  Compa ny is  of the  opinion tha t this  e xpe nse  be ne fits  the  e ntire  community,
and the  Company's  cus tomers , to such an extent tha t public policy supports  including this  a s  an
authorized expense  of the  Company."

Response:

While Staff does not dispute that the Lions' Club is probably a worthwhile charity,
Staff does have a problem with ratepayers picking-up this east. As stated by the Company
they put inserts into the customer billing statements urging them to support the Lions'
Club and the Park. The Company has given the ratepayers a choice they can support the
Park or not. However, customers should not be forced to pay these costs, if they do not wish
to support this Park.

While any charitable contribution can be characterized as a worthy cause that is
good public policy, it is still inappropriate for ratepayers to bear the burden of such costs
in which they have no choice.

2



Objection # 3: "The Company objects to the Income Taxes allowed by Staff on Page 6 of the
Staff Report. We assume that the Recommended Order and Opinion in this docket will reflect
the appropriate Income Taxes based upon that Revenues driven computation."

Response:

The income taxes that Staff recommended are simply a mathematical computation
driven by the revenues and expenses recommended by Staff, in accordance with Federal
and State income tax laws. The expense recommended by Staff correctly reflects the
'income tax expense.

Objection # 4: "The final objection of the Company deals with the Staff proposed Rate Design.
Staff proposes treating Residential Customers who utilize 5/8 inch and % inch meters differently
than similarly sized Commercial Customers. Staff proposes a three tier designed for residential
customers and a two-tier designed for commercial customers. The Company believes Staff
proposal to unduly benefits commercial customers, albeit there are not that many on the system.
While the Company agrees with the majority of Staff"s proposed Rate Design, the Company
urges the Commission to adopt a design for 5/8 and % inch meters that does not differentiate
between Residential and Commercial customers."

Response:

Depending on the overall rate design of an individual Company, Staff usually
recommends a first tier nondiscretionary break-over point of either 3,000 or 4,000 gallons
for residential customers. The first tier nondiscretionary usage of either 3,000 or 4,000
gallons covers basic health and sanitary items such as showering, washing clothes, and
cooking meals. This standard does not apply to commercial users.

The first tier nondiscretionary level was specifically developed for residential
customers, using residential usage information. This data and its results is not transferable
to commercial users, as there are different classes of commercial users (i.e. restaurants,
industrial users, retail stores, etc.), and differing water usage.

As a result of comparability issues, Staff does not recommend a first tier rate and
break-over point of 3,000 gallons for 5/8-inch and %-inch commercial customers, as well as
commercial customers with larger meters.

EGJ:JMM:red

Originator: Jeffrey M. Michlik
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