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EXECUTIVE SUMMARY
SURREBUTTAL TESTIMONY OF RALPH c. SMITH

SOUTHWEST GAS CORPORATION
DOCKET NO. G-01551A-07-0504

My Surrebuttal Testimony addresses the following issues, and responds to the testimony of
Southwest Gas Corporation ("Company," or "SWG") witnesses Montgomery, Mashas, Aldridge
and Hobbs on these issues:

The Company's proposed revenue requirement
Adjustments to test year data
Rate base
Test year revenues, expenses, and net operating income

My findings and recommendations for each of theseareas are as follows :

The Company's proposed revenue requirement of a base rate increase of $50.22 million is
significantly overstated. On original cost rate base ("OCRB") my calculations show a
jurisdictional revenue deficiency of $28.36 million. I recommend that SWG be authorized
a base rate increase of $28.36 million on adjusted fair value rate base ("FVRB"). This
amount is between the Staff's two options for the revenue requirement on FVRB. On
adjustedFVRB under Staff' s option l, which uses a fair value rate of return of 6.79 percent,
I show a base rate increase of $28.23 million. Similar to Staff's recommendations in a
recent remand proceeding, Docket No. W-02ll3A-04-0616, concerning Chaparral City
Water Company, Staff is also presenting the Commission with an option 2 for the fair value
rate of return for SWG. Under option 2 the fair value rate of return for SWG is 7.08
percent, and the jurisdictional revenue deficiency is approximately $34.91 million. The
testimony of Staff witness David Parcell addresses the determination of the fair value rate
of return. In its filing, SWG calculated the same revenue deficiency under the OCRB and
FVRB, and consequently has not requested an additional rate increase on FVRB.

The following adjustments to SWG's proposed original cost and RCND rate base should be
made:



OCRB RCND R B

Adj .
No. Description Comment

Increase

(Decrease)

Increase

(Decrease)

B-1 Yuma Manors Pipe Replacement s (1,092,448) $ (1,092,448)
B-2 Customer Advances for Construction S (7,399,425) $ (7,399,425)
B-3 Cash Working Capital Revised s (5,087,757) $ (5,087,757)
B-4 Customer Deposits $ (2,480,873) $ (2,480,873)
B-5 Accumulated Deferred Income Taxes - Acct. 190 $ (13,132,025) (20,109,648)$
B-6 Intangible Plant Added Alter the Test Year Revised 39 (139,902) $ (139,902)
B-7 Accumulated Deferred Income Taxes - RCND $ (95,409,229)
B-8 IRemove Net Plant Being Sold to TEP for Sundt B ass Added s s

Total of Staff Adjustments $ (29,332,430) $ (131,719,282)
SWGas Proposed Rate Base (Original Cost and RCND) $ 1,094,790,047 $ 1,843,481,069
Staff Proposed Rate Base (Original Cost and RCND) s 1,065,457,617 s 1,711,761,787

Summary of Staff Adjustments to Net Operating Income Pre-Tax Adj. to
Revenue or Expense

Net Operating
Income

NOI
Adjustment
in Staffs

Direct Filing

Difference
Between

StaffSurreb
and Direct

Adj.
No. Description Comment

Increase
(Decrease)

Increase
(Decrease)

C-1 Yuma Manors Depreciation and Property Tax Expense $ (83,315) $ 50,381 s 50,381 $
C-2 Gain on Sale of Property in Cave Creek, AZ s (69,700) s 42,148 $ 42,148 $
C-3 Management Incentive Program Revised $ (1,49l,537) $ 901,944 $ 1,130,012 $ (228,068)
C-4 Stock BasedCompensation $ (820,915) 496,414s $ 496,414 $
C-5 SupplementalExecutiveRetirementExpense s (1,625,460> s 982,929 $ 982,929 s
C-6 American Gas Association Dues $ (80,138) $ 48,460 $ 48,460 s
C-7 TRIMP Surcharge $ (920,914) s 556,884 $ 556,884 s
C-8 A&G Expenses - Annualized Paiute Allocation s (23,447) s 14,179 $ 14,179 s
C-9 Interest on Customer Deposits s 148,852 s (90,012) $ (90,012) $
C-10 Interest Synchronization Revised s s 19,103 $ (237,509) $ 256,612
C-11 Flow Back Excess Deferred Income Taxes s 147,345s $ 147,345 s
C-12 Injuries and Damages Revised s (851,717) s 515,040 $ 521,087 s (6,047)
C-13 Leased Aircrati Operating Costs s (32,814) s 19,843 $ 19,843 s
C-14 El Paso Natural Gas Rate Case Expense $ (477,415) $ 288,697 $ 288,697 $
C-15 New Intangible Plant Annualized Amortizations Revised $ (46,633) $ 28,199 s 109,494 s (81,295)
C-16 Gain on Sale of Utility Property Related to TEP Sundt Bypass Added $ (101,600) $ 61,438 $ 61,438
C-17 Depreciation for Plant Sold to TEP for Sundt Bypass Added $ (5,117) $ 3,094 $ 3,094
Total of Staffs Adjustments to Net Operating Income s (6,481,870) s 4,086,086 $ 4,080,352 $ 5,734

Adjusted Net Operating Income per Southwest Gas $ 73,180,098 s 73,180,098 $
Adjusted Net Operating Income per Staff $ 77,266,184 $ 77,260,450 $ 5,734

Summary of Staff Adjustments to Rate Base

The following adjustments to SWG's proposed revenues, expenses and net operating
income should be made (for comparison purposes, this table also shows the corresponding
NOI adjustment amounts from Staff" s direct filing):

The following table reconciles the differences between SWG's requested and Staffs
adjusted revenue deficiency, and provides an estimated revenue requirement impact for
each Staff adjustment



Reconciliation of Revenue Requirement
(Thousands of Dollars)

ACC

Jurisdictional

Original Cost

Conversion
Factor

inmated

Revenue

Requirement

Impact Comment

Rate of Return Difference

Utility Proposed Rate Base s 1,094,790,047

ROR Difference -0.59329 1.6586 $ (10,770,929) StaHIROE at 10.0)/

Staff ROR x GRCF for the RB to Revenue Requirement Conversion Factor) 8.86/

Adj. Staff Rate Base Adjustments 0146901008
No. Description

B-1 Yuma Manors Pipe Replacement $ (l,092,448) 0146901008 $ (160,482)

B-2 Gain on Sale ofProperty inCave Creek, AZ $ <7,399.425> 0.146901008 s (1,086,983)
B-3 Cash WorkingCapital $ (5,087,757) 046901008 $ (747,397)
B-4 Customer Deposits s (2,480,B73 0.146901008 s (364,443)

B-5 Accumulated Deferred Income Taxes Acct. 190 s (13,132,0255 0.14690x008 $ (1,929,108)
8_6 Intangible Plant Added Acer the Test Year $ (139,902) 0.146901008 s (20,552)

B_7 AccumulatedDeferredIncome Taxes -RCND s 0146901008 s

B-8 1Remove Net Plant Being Sold to TEP for Sundt B ass s 0.146901008 $

Total of Staff Adiustments $ (29,332,430)
The Utility'sProposed Rate Base s 1,094,790,047

Rounding $
Staff Proposed Original Cost Rate Base s 1,065,457,617

Staff Net Operating Income Adjustments
Adi. Description NOX Adjustment GRCF
C-1 Yuma Manors Depreciation and Property Tax Expense $ 50,381 1.6586 s (83,562)

C-2 Gain on Sale of Propertv in Cave Creek, AZ $ 42,148 1.6586 $ (69,907)

C-3 Management In centime Prczram $ 901,944 1.6586 $ (1,495,964)
C-4 Stock Based Compensation s 496,414 1.6586 $ (823,352)

C-5 Supplemental Executive Retirement Expense s 982,929 1.6586 $ (l,630>286)
C-6 American Gas Association Dues s 48,460 1.6586 $ (80,376)

C-7 TRIMP Surcharge $ 556,884 16586 $ (923,648)

C-8 A&G Expenses . Annualized Paiute Allocation s 14,179 16586 s (23,517)

C 9 Interest on Customer Deposits s (90,012) 1.6586 s 149,294
C-10 Interest S chronization s 19,103 1.6586 s <31 ,6841
c-11 Flow BackExcess Deferred Income Taxes $ 147,345 1.6586 s (244,386)
C-12 Injuries and Damages s 515,040 1.6586 s (854,245)
C-13 Leased AircraiiOperating Costs $ 19,843 1.6586 s (32,912)
C-14 E1 Paso Natural Gas Rate CaseExpense $ 288,697 1.6586 s (478,833)
C-15 New Intangible Plant Annualized Amortizations $ 28,199 1.6586 $ (46,771)

C 16 Gain on Sale of UtilitvPmpenv Related to TEP Sundt Bypass s 61,438 116586 s (101,901)
C-17 Depreciation for Plant Sold to TEP for Sundt Bvpass s 3,094 1.6586 $ (5,132)

Total of Staffs Adjustments $ 4,086,086
Adjusted Net Operating Incomeper Utility s 73,180,098

Rounding $
Adjusted Net Operating Income per Staff $ 77,266,184

1 STAFF REVENUE REQUIREMENT ADJUSTMENTS IDENTIFIED ABOVE s (21,857,076) sum of above
2 Utilitv Requested Base Rate Revenue Increase s 50,218,363 Staff Schedule A

3 Adjusted revenue requirement, per above $ 28,361,287 Line 1 + Line 2

4 GRCF difference see below) s Line 12 below
5 Staff Adjusted revenue increase (decrease) an OCRB s 28,363,105 StaffSchedule A
6 Dollar Difference (unidentified) s (1,818)
7 Percentage Difference -0.006%

GRCF difference:
8 Per Staff 1.6586 Sch A-1 No diff for SWG
9 Per the Utility 1 .6586 Sch A-1

10 Difference 0

11 Utility's adjusted NOI deficiency $ 30,277,561 Sch A, Col.A

12 GRCF difference $
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1 INTRODUCTION

2 Q- Please state your name, position and business address.

3

4

Ralph C. Smith. I am a Senior Regulatory Consultant at Larkin & Associates, PLLC,

15728 Farmington Road, Livonia, Michigan 48154.

5

6 Q, Are you the same Ralph C. Smith who previously filed Direct Testimony in this

proceeding on behalf of the Arizona Corporation Commission ( "ACC" or

"Commission") Utilities Division Staff ("Staff")?

Yes, I am.

7

8

9

10

11 Q- What is the purpose of the Surrebuttal Testimony you are presenting?

12

13

14

The purpose of my testimony is to address the rate base, adjusted net operating income

a nd  r ev enu e  r eq u i r ement  p ropos ed  by  Sou thw es t  Ga s  Corpora t i on  ( " SW G,"  o r

"Company"), and to present Staffs updated revenue requirement recommendations.

15

16 Q. Have you prepared any exhibits to be filed with your testimony?

17 Yes. Attachments RCS-7 through RCS-8 contain the results of my analysis and copies of

selected documents that are referenced in my testimony, respectively

20

21

REVENUE REQUIREMENT

Q What issues are addressed in your Surrebuttal Testimony

22

A.

A.

A.

A.

A My Surrebuttal  Testimony responds to the Company's Rebuttal  Testimony concerning

various issues affecting the revenue requirement, rate base and net operating income
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1

2

Q- As a result of information received after your Direct Testimony was completed, have

you revised Staff's recommended revenue increase?

3

4

5

6

7

8

9

10

11

12

Yes. As shown on Attachment RCS-7,  I have revised Staffs recommended revenue

increase for  informat ion received a fter  my direct  tes t imony was completed.  S ta ff

recommends a revenue increase of $28.36 million on adjusted fair value rate base. This

amount is between the Staffs two options for  the revenue requirement on FVRB. As

shown on Schedule A,  on or iginal cost  ra te base ("OCRB") my calculations show a

jurisdictional revenue deficiency of $28.36 million. On adjusted fair  value rate base

("FVRB") under Staffs option 1, which uses a fair value rate of return of 6.79 percent, I

show a base rate increase of $28.23 million.  Similar  to Staffs recommendations in a

recent Chaparral City Water Company remand proceeding, Docket No. W-02113A-04-

0616, Staff is also presenting the Commission with an option 2 for the fair value rate of

return for SWG. While Staff is not recommending that the Commission adopt option 2 in

this case, under option 2 the fair value rate of return for SWG is 7.08 percent, and the

jurisdictional revenue deficiency is approximately $34.91 million. Attachment RCS-2

Schedule D, revised, shows the development of Staffs recommended fair value rate of

return to be applied to FVRB. The direct and surrebuttal testimony of Staff witness David

Purcell addresses the determination of the fair value rate of return

20

21

ADJUSTMENTS TO ORIGNAL COST RATE BASE

Q Please discuss Staff's adjustments to SWG's proposed original cost rate base

22

A.

A Staff has made seven adjustments to SWG's proposed original cost rate base. These have

been designated as Staff Adjustments B-1 through B-6 and Adjustment B-8. Staff

Adjustment B-8 to address plant that Southwest is selling to TEP related to the TEP's

Sundt plant bypass. has been added in surrebuttal, and is described below. As described

in my Direct Testimony, I have also made an adjustment to SWG's proposed RCND rate
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1

2

base, for trending the Accumulated Deferred Income Tax ("ADIT") component, which is

also discussed below and shown in Staff Adjustment B-7. My rebuttal to Southwest

concerning each adjustment follows.3

4

5

6

B-1

Q-

Yuma Manors PrizeReplacement

How is Staff responding to SWG's Rebuttal concerning Staff's recommended

adjustment for the Yuma Manors Pipe Replacement?7

8

9

10

11

12

Staff witness, Corky Hanson, is responding to the Rebuttal Testimony of SWG witness

Jerome T. Schmitz. I am responding to the Rebuttal Testimony of SWG witness Robert

Mashas, which addresses, at pages 8-14, regarding ratemaking standards and precedents

that the Commission has applied in past SWG rate proceedings to determine the

appropriate level of pipe replacement costs in rate base.

13

14 Q- Mr. Mashes cites four prior Commission Decisions. Are any of those directly on

point with the Yuma Manors pipe replacement issue in the current rate case?15

16

17

18

19

A.

A. No. As explained in Mr. Hanson's testimony, Staff views the Yuma Manors pipe

replacement issue in the current rate case as a cost that has arisen as the direct result of

incorrect actions taken by SWG personnel resulting in the failure of that system.

Consequently, as applied to the Yuma Manors pipe replacement issue that is being

addressed in the current SWG rate case, Staff has a different perspective of the regulatory

history, and the appropriate regulatory treatment of the Yuma Manors cost, than Mr

Mashas apparently does
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1 Q-

2

Please explain Staff's perspective of the regulatory history and the appropriate

treatment of the Yuma Manors pipe replacement cost, and how that differs with the

views and interpretations expressed in Mr. Mashas' Rebuttal Testimony.3

4 At pages 9-10, Mr. Mashes states that:

5

6
7
8
9

1 0
11
12
13
14
15
16

Beginning in Commission Decision No. 57075 and in every subsequent
Commission rate ease decision for Southwest, ire remedial portion of pipe
replacement was snared equally between customers and shareholders, if
the original installation of the pipe was by a gas company other than
Southwest. This was the case regarding Arizona Public Service (APS)
installed ABS pipe. This was also the Commission ruling in regards to
Tucson Gas and Eleetrie (TG&E), now Tucson Electric Power (TEP),
installed Aldyl A, ABS and 1960s vintage steel pipe. In the one instance
where pipe replacement was the result of Southwest installed Alkyl HD
pipe, the remedial portion of pipe replacement was the sole responsibility
of Southwest's shareholders.

17

18

19

20

21

22

23

24

25

Staff notes the following facts with respect to the Yuma Manors steel pipe at issue in the

current SWG rate case. First ,  as noted in the above quoted portion of Mr.  Mashas'

Rebuttal Testimony, the Commission has found that, under the appropriate circumstances,

the remedial portion of the pipe replacement cost was the sole responsibility of SWG's

shareholders. In  r ega r ds  t o  t he Yu ma  M a nor s  p ip e r ep la cement ,  b a s ed on t he

circumstances that lead to that pipe failure, as described by Staff witness Hanson, the

responsibility for the cost should be with SWG's shareholders, rather than being shared

with ratepayers.

A.

Second, as far as Staff can tell, that specific Yuma Manors steel pipe had not previously

been replaced. Thus, the pipe replacement costs for Yuma Manors that occurred in 2006

which are at issue in the current SWG rate case, was not specifically addressed in the 19

percent write-off of steel pipe that was discussed in Decision No. 58693
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1

2

Third, the current SWG rate case represents the first SWG rate case where the issue of the

Yuma Manors  p ipe r eplacement  is  being addressed. The issues  concerning the

questionable maintenance of that pipe, as described in Staff witness I-Ianson's testimony,

first came to Staff' s attention in the context of the current SWG rate case.

3

4

5

6 Q-

7

8

9

10

11

At page 10,  lines 12-13 of his Rebuttal,  Mr.  Mashas states that each of the five

previously addressed pipe replacement programs shared the following characteristic

in common: "All five pipe replacement programs resulted in the premature

replacement of pipe resulting from either defective material and/or installation." Is

the  Yuma Manors  pipe  replacement  is sue  in the  current  S WG case  direct ly

attributable to either defective material or installation?

12 A With respect to Yuma Manors,  as explained by Staff witness Hanson, the premature

replacement was not attributed to defective material and/or installation, but rather to the

actions of SWG employees. Consequently, where there was a sharing of cost between

shareholders and ratepayers in prior SWG rate cases where the premature replacement was

attributed to either defective material and/or installation, Staff attributes the premature

replacement of Yuma Manors not to those factors but rather to negligent maintenance by

SWG. As such, based on Staffs analysis in the current SWG rate case, the cost of the

premature replacement of the Yuma Manors pipe should be borne by shareholders and not

shared between shareholders and ratepayers
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1 Q At pages 11-12 of his Rebuttal Testimony, Mr. Mashas comments on the

Commission's previous rulings concerning the replacement of steel pipe. He cites

Decision No. 58693, wherein the Commission adopted and approved a settlement that

addressed the appropriate level of steel pipe replacement that would be included in

rate base. Please discuss Mr. Mashas' view of Decision No. 58693 and describe how

and why Staff's interpretation of that decision, as applied to the issue of Yuma

Manors pipe replacement cost in the current SWG rate case differs

Mr. Mashas states at page 11, lines 20-22, of his Rebuttal that

The settlement addressed the appropriate level of steel pipe replacement
that would be included in rate base. For steel originally installed in the
1960s and replaced from July 1993 through June 1994, 8] percent would
be included in rate base and the remaining 19 percent would be written
ref The average year of original install of 1960s steel pipe was 1964
Therefore, pipe that had an average useful life of approximately 30 years

Yjforded 81 percent rate base treatment. The settlement also provided
for replacement expenditures taking place in future years, an additional
one percent of rate base inclusion would be granted. As a result, in the
case of 1960s steel pipe, all replacement expenditures would be included
in rate baseby 2012. Therefore, the settlement also provided 100 percent
rate base treatment for all Pre-1960's steel pipe replacement, similar to
Yuma Manors pipe. (Emphasis in original.)

At page 12, Mr. Mashas claims that Staffs proposal is not consistent with any of the

above Commission rulings on pipe replacement. He seems to believe that the settlement

that was approved in Decision No. 58693 somehow provided SWG with "l00 percent

recovery of replacement cost for steel pipe that was first installed prior to 1960

Staff has a different view of Decision No. 58693 and concludes that it does not preclude

Staff from pursuing the issues related to the Yuma Manors pipe replacement in the context

of SWG's current rate case, based on the facts that Staff has identified in the current case

See, e.g., Mashas' rebuttal testimony, page 12, lines 24-26
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1

2

3

Decision No. 58693, at page 3, paragraph B, specified that SWG shall write off the

following amounts of gross plant-in-service on its books as of June 30, 1993, which

included an amount of $906,000 for steel pipe. With respect to steel pipe, paragraph B

4 provides further that:

5

6
7
8
9

10
11
12
13
14

In future Southwest rate eases for the Southern Division gas properties,
Southwest shall exclude from rate base an additional portion of
capitalized expenditures associated with replacements of steel installed
in the 1960's related to defective materials and/or installation. For
such capitalized expenditures during the period July 1, 1993 through June
30, 1994, the rate base exclusion shall be based on the following
percentages: 19 percent for steel installed in the 1960 's During
each successive twelve month period following June 30, 2004, the
foregoing percentages shall be reduced incrementally by one percent.

15

16

17

18

Clearly, this provision relates to capitalized expenditures associated with replacements of

steel pipe that was installed in the 1960s that is related to defective materials and/or

installation. The issue concerning Yuma Manors in the current SWG rate case relates to

19

20

21

22

23

24

questionable maintenance and an error made by SWG personnel in 2006 related to wiring

the cathodic protection. Additionally, what Mr. Mashas fails to acknowledge is that the

maintenance issues related to the Yuma Manors pipe replacement issue in the current rate

case were not known in the 1993-1994 time frame when the case addressed by Decision

No. 58693 was processed. Moreover, Mr. Mashas fails to mention paragraph F on page 5

of Decision 58693, which provides that:

25

26
27
28
29

nothing in this Agreement shall be construed as prohibiting Stator any
other party from pursuing new issues related to expenditures made or
actions taken after June 30, 1993, except for the treatment of pipe
replacement and repair costs, which will be governed by paragraph B.
However, Staff or any other party shall not be precluded from pursuing

As described in the direct testimony of Staff witness Corky Hanson, a need for Southwest to correct deficiencies in
the cathodic protection was identified in a 2006 inspection report and remedial action, which included connecting the
wiring backwards, was not completed until February 28, 2006
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1

2

3

issues related to pipe replacement, pipe repair, leak surveys or any other
matter related to pipe replacement, pipe repair, or leak surveys not
speetfically covered by Paragraph B.

4

5

6

7

8

9

10

From Staffs perspective, nothing in Decision No. 58693 precludes Staff from addressing

in the current SWG rate case the concerns over SWG's questionable maintenance of the

Yuma Manors pipe,  including the reverse wir ing of the cathodic protections,

resulting costs of the pipe replacement that resulted from those maintenance issues.

or  the

Q-

11

Has SWG offered to make a lesser adjustment related to the Yuma Manors pipe

replacement?

12

13

14

15

Yes. At page 13 of his Rebuttal Testimony, Mr. Mashas offers to reduce rate base by

$320,779 ($l23,397 for mains and $197,382 for services) for additional costs that were

incurred by the Company due to the urgency required to replace the Yuma Manors steel

pipe system in a relatively short period of time. In response to Staff data request STF-l3-

21, SWG identifies related adjustments to decrease depreciation expense by $15,175 and

property taxes by $8,499, that should be made if SWG's offer to make a lesser adjustment

for Yuma Manors were to be accepted.4

16

17

18

19

20 Q Does Staff agree with SWG's proposed offer for a lower adjustment for Yuma

Manors?

22 A No. Staff views SWG's offer to reduce rate base by only $320,779 for the Yuma Manors

pipe replacement (plus the related adjustments to depreciation expense and property taxes)

as the absolute minimum adjustment that should be made. As noted above, Staff does not

agree with Mr. Mashes' interpretation of the prior SWG rate case orders as precluding the

adjustment recommended by Staff in the current SWG rate case

A.

See, e.g., Staff witness Corky Hanson's direct testimony at page 2
See Attachment RCS-8 for copies of data request responses referenced in this testimony
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1 Q- What adjustment does Staff recommend for Yuma Manors?

2

3

4

5

6

7

8

9

10

11

12

Staff recommends the adjustment that was shown on Schedule B-15, that reduces rate base

by $1,092,448 This adjustment restates test year rate base as if the pipe replacement

project undertaken by SWG in the Manors subdivision in Yuma, Arizona, did not exist.

Plant in Service accounts for Mains (Account 376) and Services (Account 380) are

restated to effectively eliminate the costs related to the Company's failure to adequately

maintain the pipe which led to its replacement. Accumulated Depreciation as of April 30,

2007, the end of the test year, is also restated similarly. The components of the adjustment

are summarized on Schedule B-1. Plant in Service is reduced by $1.232 million.

Accumulated Depreciation is increased by $l39,314. Net rate base is decreased by $1 .092

million. As was noted in my Direct Testimony, the source for the amounts used in the

adjustment was SWG's response to Staff data requests STF-7-1 and LA-11-6.6

13

14 Related adjustments for depreciation expense and property taxes should also be made. As

described in my Direct Testimony, Staff Adjustment C-1 is related to this adjustment and

reduces test year Depreciation Expense and Property Tax Expense, based on the

adjustment to Plant in Service and Net Plant, respectively.

15

16

17

18

19

20

B-2

B-4

21 Q

Customer Advances for Construction

Custom Er Deposits

Does SWG disagree with Staff's Adjustments B-2 or B-4?

22 A No. However, SWG witness Randi Aldridge suggests at page 6, lines 7-16, that accepting

these Staff adjustments should somehow be contingent upon making an adjushnent to

Uncollectibles expense

A.

In Attachment RCS-2, attached to my direct testimony
See Attachment RCS-5 for copies of data request responses referenced in this testimony
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1 Q. Has SWG changed its request for Uncollectibles Expense?

2

3

4

No. As stated in the Company's response to data request STF-13-l1(a): "Southwest 's

request  for  uncollect ibles expense is  unchanged from its  init ia l filing. Southwest

continues to request test year recorded uncollectibles expense of $2,977,729."

5

6 Q-

7

Are Staff's Adjustments B-2 or B-4 to rate base contingent in any way upon whether

an adjustment is made to Uncollectibles Expense?

8

9

10

11

12

13

14

No. Staff Adjustments B-2 and B-4 affect rate base and are not dependent upon whether

test year uncollectibles expense is adjusted or not. Staff Adjustment B-2 decreases rate

base by $ll.285 million to reflect the end-of-test-year balance for Customer Advances.

Rate base is also increased by $3.885 million for the related impact on Accumulated

Deferred Income Taxes ("ADIT"). Similarly, Staff Adjustment B-4 decreases rate base by

$2.48 million to reflect the end-of-test-year balance for Customer Deposits. Neither of

these rate base adjustments is dependent in any way on Uncollectibles Expense.

Q- Please summarize why Staff Adjustment B-2 is necessary.

15

16

17

18

19

As expla ined in my Direct  Test imony,  the end-of-tes t -year  ba lance for  Customer

Advances should be used for at least two reasons.

20

21

22

23

24

A.

A.

A.

First, Customer Advances are related to Plant, and the end-of-test-year balances for Plant

in Service and Accumulated Depreciation are used in rate base.  Revenues have been

annualized to year-end conditions, and expenses, such as Depreciation and Property Taxes

have also been adjusted to year-end conditions, to properly "match" with the use of year-

end plant in rate base.
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1 Second,  and perhaps more impor tant ly,  the end-of-test -year  ba lance for  Customer

Advances is more representative of current and ongoing conditions than would be an

average test year balance. As shown on Schedule B-2', the monthly balance of Customer

Advances has increased in each month of the test year. Thus, unlike some other rate base

components, where the balances fluctuate up and down firm month to month, the steady

upwa r d t r end in t ha t  t h i s  i s  a  g r owing  b a la nce

Consequently, the average balance is not representative of conditions at the end of the test

Customer  Advances indica tes

year, or on a going-forward basis

10 Q Please summarize why Staff Adjustment B-4 is necessary

The end-of-test-year  balance for  Customer Deposits should be used for  at  least  two

reasons

First, Customer Deposits are related to the number of customers that the utility is serving

End-of-test-year balances for Plant in Service and Accumulated Depreciation are used in

the determination of SWG's rate base. Revenues have been annualized to year-end

condit ions,  and expenses,  such as Depreciat ion and Proper ty Taxes have also been

adjusted to year-end conditions, to properly "match" with the use of year-end plant in rate

base. Using the end-of-test-year balance of Customer Deposits thus better matches that

balance with the use of year-end customer levels that were used to annualize utility

revenues to test year-end conditions

Second,  and perhaps more impor tant ly,  the end-of-test-year  ba lance for  Customer

Deposits is more representative of current and ongoing conditions than would be an

average test year balance. As shown on Schedule B-4, the monthly balance of Customer

In Attachment RCS-2, attached to my direct testimony
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Deposits has increased in each month of the test year. Thus, unlike some other rate base

components, where the balances fluctuate up and down from month to month, the steady

upward trend in Customer Deposits indicates that this is a growing upward trend, and the

average balance is not representative of conditions at the end of the test year, or on a

going-forward basis. Perhaps even more compelling regarding the trend of steady growth

SWG has exper ienced in the monthly ba lances  of Customer  Deposits  is  shown on

Schedule B-4, page 2. In the 61 months from September 2002 through September 2007

the Company's balance of Customer Deposits has increased in every single month. A

graph of  the monthly Cus tomer  Depos it  ba lances  f rom September  2002 through

September 2007, which illustrates this trend of steady growth to (and even beyond) the

end of the test year, is presented on Schedule B-4, page 3

13 B-3

14 Q

Cash Working Capital

What issues relating to Cash Working Capital are addressed in SWG's Rebuttal

Testimony

SWG witness Robert Mashas' Rebuttal Testimony addresses two issues related to cash

working capital

(1) Southwest agreed with RUCO on the inclusion of an interest lag for preferred

20

securities

(2) The derivation of a payment lag for revenue-based taxes

See the rebuttal testimony of Mr. Mashas, at pages 15-16. He also states that Southwest disagrees with RUCO
concerning the inclusion of a lag for 'interest on customer deposits in the lead-lag study
Id., pages 16-17
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1 Q.

2

Does Staff agree that the cash working capital should reflect the lag for the payment

of interest on preferred securities?

3

4

5

6

7

Yes. Interest on preferred securities is included in the cost of capital and should be

afforded similar ratemaking treatment to other interest expense included in the cost of

capital. As shown on Schedule B-3, revised, page l of 2, line 7, column D, I have used

the same quarterly payment lag of 45.25 days for the preferred securities payment lag

proposed by SwG1° and used by RUco" to reflect this.

8

9 Q~ In your Direct Testimony, had you identified any revisions to SWG's cash working

capital request that were not quantified at that time?10

11

12

13

14

Yes. I noted that SWG had omitted reflecting the additional cash payment lag associated

with revenue-based taxes and assessments. I noted that the lead-lag studies for other

Arizona utilities, including UNS Gas ("UNSG"), UNS Electric("UNSE") and Tucson

Electric Power Company ("TEP") had each included a component in the cash working

capital allowance for the additional cash payment lag related to the payment of revenue-

based taxes and assessments.

15

16

17

18

19

20

Q- Have you incorporated a lag for the payment of revenue-based taxes into the

calculation of cash working capital?

A.

21

22

Yes. This is shown on Attachment RCS-7, Schedule B-3, page 2. As shown there,

incorporation of a net payment lag for revenue-based taxes of 18.10 days reduces SWG's

cash working capital and rate base by approximately $5 million. As explained below, and

shown on Schedule B-3, page 2, the net lag of 18.10 days is based on the difference in the

See Mr. Mashas' Rebuttal Exhibit _(RAM-3), sheet 1 of 2, preferred equity lag days of 45.25 days
See RUCO witness Rodney Moore's Schedule RLM-6, page 3 of 5, which shows the preferred equity lag of45.25

A.

A.

days
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1

2

weighted payment lag of 57.63 days for revenue-based taxes and SWG's revenue lag of

39.53 days.

3

4 Q-

5

Please explain why a net payment lag for revenue-based taxes should be reflected in

the determination of cash working capital.

6

7

8

9

10

11

12

During the period between (1) when the utility collects the revenue based taxes from

ratepayers and (2) when the utility remits those funds to the taxing or assessing authority,

the Company has use of the ratepayer-provided funds. Because the revenue based taxes

are directly related to the provision of utility service and because there is a cash payment

and the utility typically has the use of ratepayer-provided funds for some period, it is

appropriate to reflect the payment lag associated with such taxes in the determination of

cash working capital using a lead-lag study.

13

14 Q- What payment lag for revenue-based taxes does SWG propose?

15

16

17

18

19

As described in the Rebuttal Testimony of SWG witness Robert Mashas and shown on his

Rebuttal Exhibit _(RAM-3), sheet 2, the Company proposes a revenue-based payment

lag of 45.24 days. Mr. Mashas derived this by calculating a payment lag for quarterly and

annually paid revenue-based taxes and by assuming that the lag related to the monthly

payments of revenue-based taxes was identical to the Company's 39.53-day revenue lag.

The latter, however, is an incorrect assumption

22 Q Is Mr. Mashas' derivation of the lag for the revenue taxes that are paid monthly

consistent with what you have seen in other recent Arizona energy utility rate cases

24

A.

A.

A No, it is not. As shown on Mr. Mashas' Rebuttal Exhibit _(RAM-3), sheet 2, the

monthly paid revenue taxes consist of franchise fees (which were approximately $6.448

million for SWG) and the State of Arizona privilege/sales tax (approximately $84.412
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1

2

million). The payment lag assumed by Mr. Mashas for each of these is too short, and is

inconsistent with the revenue tax payment information in other recent Arizona energy

utility rate cases, where those utilities are paying the same or similar types of revenue

based taxes that Southwest is paying

For example, the revenue tax payment lag workpapers for UNSG, UNSE and TEP each

include the following explanation of the derivation of the lag for  the payment of the

Arizona State sales tax

The Arizona Transaction Privilege Tax is required to be paid by the 20
day of the month following the applicable revenue month. Consistent with
the development of the revenue lag, the tax payment should be measured
from the midpoint of the customer service period underlying the revenue
being taxes to the actual tax payment date. For example, if January
revenues include a billing eyelet extending from December la" through
January 9'", the tax payment should be measured from the midpoint of that
period, and not from the midpoint of January

An examination of some of the Arizona Department of Revenue, Transaction Privilege

Use and Severance Tax Returns (TPE-l),  as filed by SWG (which were provided in

response to data request STF-ll-3) indicate that the returns are due on the 20"' day of the

following month." The information shown on SWG's returns for the Arizona Transaction

Privilege Tax thus appears to be consistent with the analysis used by UNSG, UNSE and

TEP, but is inconsistent with the monthly payment lag analysis shown on Mr. Mashas

Rebuttal Exhibit _(RAM-3), sheet 2

Illustrative copies of such returns are included 'm Attachment RCS-8



Utility
Revenue
Lag Days

AZ State
Sales Tax
Payment
Lag Days

Additional Lag
for Payment
of Sales Tax

UNSG 38.95 52.36 13.41

UNSE 35.59 50.58 14.99

TEP 33.79 58.6 24.81
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1 Q.

2

What payment lag did UNSG, UNSE and TEP use for the Arizona State Transaction

Privilege Tax, and how did that compare with the respective revenue lag for those

3

4

5

6

utilities?

The payment lags used by UNSG, UNSE and TEP for the Arizona State Transaction

Privilege Tax (aka the state sales tax), and how that compared with the respective revenue

lags used by those utilities in their  most recent lead-lag studies is summarized in the

following table:7

8

9

10

11

Additional Lag in Payment of Arizona State Sales Tax
Beyond the Utility's Revenue Lag

12

13

14

15

16 As shown above, there is a notable additional lag for the monthly payment of the state

sales tax beyond the utility's revenue lag.

Q- What does the information in SWG's response to data request STF-11-3 show for

monthly paid city franchise taxes?

17

18

19

20

21

A.

A For franchise taxes paid monthly, the returns are due on the 20'" day of the next month. A

review of SWG's actual returns, including those for the cities of Phoenix, Scottsdale

Tempe, Tucson, Chandler, Glendale, Mesa, Peoria, and Mondale support this. Illustrative

copies of such returns are included in Attachment RCS-8 to my Surrebuttal Testimony
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1 Q- What net lag did SWG assume for monthly paid city franchise taxes?

2 Mr. Mashas used the Company's revenue lag, without any adjustment, as his assumed

payment lag for monthly paid city franchise taxes.3

4

5

6

Q- How does that compare with what TEP and its affiliates used for similar monthly-

paid franchise taxes?

7

8

9

10

11

The payment lag used by SWG for monthly paid city franchise taxes is much too short.

When TEP and its affiliates paid monthly franchise fees to some of the same cities (such

as Tucson to which Southwest also pays such taxes) TEP concluded, for example, that:

"the required payments of taxes are due the 20th day of the following month. Accordingly,

the same 58.6-day computed lag for AZ Sales Taxes would apply to these various

revenue-driven taxes."12

13

14 Q- What lag for revenue-based taxes have you used for SWG?

15 As shown on Schedule B-3 (Revised), page 2, I have used a net lag of 18.1 days. My

derivation of the net lag for the payment of revenue-based taxes is similar to that of SWG'

however, I have revised the payment lag related to the monthly payment of city franchise

fees and the Arizona State Transaction Privilege TaX (aka the Arizona state sales tax) by

adding 14 days to SWG's revenue lag. This is consistent with how such taxes are actually

paid, as well as being reasonably consistent with the approach used, and results obtained

by the most current lead-lag studies of other major Arizona energy utilities including

UNSG_ UNSE and TEP

Q What is the result of your revised cash working capital calculation?24

25

A.

A.

A.

A As shown on Schedule B-3 (Revised), Shave decreased SWG's filed cash working capital

by approximately $5 million
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1

2

New Intangible Plant Plaeed Into Service by December 31, 2007

What does SWG's Rebuttal state concerning Staff's adjustment for new intangible

plant placed into service by December 31, 2007?3

4

5

6

SWG witness Randi Aldridge addresses this at pages 14-15 of her Rebuttal Testimony.

The Company disagrees with Staffs adjustment because it used information from SWG's

responses to data requests STF-6-49 and STF-11-4. SWG had provided updated and/or

revised responses to those data requests, which had not been considered in Staffs

adjustment.

7

8

9

10

11

Q-

12

Have you revised Staff's adjustment for new intangible plant placed into service by

December 31, 2007 to incorporate SWG's supplemental response to data requests

STF-6-49 and STF-11-4?

13

14

Yes. Incorporating the infonnation provided in the Company's supplemental/revised

response to those Staff data requests should bring the Staff adjustment into agreement with

the Company's revised amount of $1,449,530, which was further clarified in SWG's

response to Staff data request STF-13-12.

15

16

17

18

19

Q- Please explain Staff's revised adjustment for new intangible plant placed into service

by December 31, 2007.

20

21

A.

A.

A. SWG's filing included an adjustment (Company Adjustment No. 14) to add to rate base

$1,696,000 for new intangible plant that the Company projected would be placed into

service by December 31, 2007. Staff Adjustment B-6, revised, adjusts the Company's

estimate for actual new intangible plant that was placed into service by December 31

2007 to the amount of $1,449,260 shown in SWG's revised responses. As shown on

Schedule B-6, Intangible Plant allocated to Arizona is reduced by $139,902
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1 Q Is there a related adjustment for the annualized amortization?

Yes. A related adjustment for  the impact upon annualized amortization expense is

presented in Staff Adjustment C-15, revised. As shown there, SWG's originally requested

Arizona jurisdictional expense for the amortization of new intangible plant is reduced by

$46,633

7 B-8

Q8

9

Remove Net Plant Being Sold to TEPfor Sundt Bypass

Please explain the adjustment to remove the net plant that is being sold to TEP

related to the Sundt Plant bypass

SWG has removed revenue related to TEP bypassing SWG with respect to providing gas

supply to TEP's Sundt generating station. SWG's May 14, 2008 supplemental response to

data request RUCO-7-2 states that

A) A high pressure metering facility and 1,867 feet of 12-inch steel pipe
will be retired as a result of the TEP bypass. The original amount for the
metering facility to be retired is $182,093 and the retirement amount
the piping to be retired is $28,526. The net book value as of April 30
2007, for the metering facility is $151,351 and the net book value of the
piping is $25,429. The net book value as of March 31, 2008, the expected
sales date, for the metering faeility is $144,156 and the net book value of
the piping is $24,440

B) The facilities described in the response to a) are anticipated to be sold
as a result of the TEP bypass. Although the sales agreement between
Southwest, TEP, and El Paso is not final, the tentative sales prices are
$398,381 and $350,000for the Alternative Feed Line (pipe) and Meter Set
Assembly (MSA), respectively

Staff adjustment B-8 removes the plant from rate base. Based on the standard accounting

for  a  r et ir ement  of  p lant ,  the same amount  is  cr edited to P lant  and is  debited to

Accumulated Depreciation. Consequently, this adjustment has a net impact on rate base

of zero
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1 Q-

2

Is there a related adjustment for the sharing of the gain realized on the sale of that

plant between shareholders and ratepayers?

3

4

Yes. A related Staff Adjustment, C-16, discussed below, reflects the sharing of the gain

between ratepayers and shareholders.

5

6 ADJUSTMENTS TO OPERATING INCOME

Q. What7

8

adjustments to operating income do you discuss in your Surrebuttal

9

10

11

Testimony?

I discuss adjustments which have been revised or added based on the receipt of additional

information from SWG. I also respond to SWG's Rebuttal Testimony concerning certain

adjustments to operating expenses that Staff has recommended.

12

13

14

Q- Have you revised Staff's recommended net operating income?

15

16

17

18

19

20

Yes. Attachment RCS-7, Schedule C, revised, summarizes Staffs recommended net

operating income. Schedule C.1, revised, presents Staffs recommended adjustments to

Arizona test year revenues and expenses. The impact on state and federal income taxes

associated with each of the recommended adjustments to operating income are a lso

reflected on Schedule C.1. Staff' s revised adjusted net operating income is $77266

million. The recommended adjustments to operating income are discussed below in the

same order as they appear on Schedule C.l.

21

22

23

C-1

Q

24

A.

A.

A.

A

Yuma Manors Depreciation and Property Tax Expense

In response to SWG's Rebuttal Testimony have you revised Staff Adjustment C-1?

No. As described above, in conjunction with the related rate base adjustment, Adjustment

B-1  ,  S ta ff  disagrees  with SWG witness  Rober t  Mashas '  interpr eta t ion of  pr ior

Commission orders, which addressed historic pipe replacement issues related to defective
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1

2

3

4

5

6

materials and/or installation. As descr ibed in the Direct  Testimony of Staff witness

Hanson, Staff believes that the issue with Yuma Manors in the current SWG rate case

relates to questionable maintenance actions by SWG personnel in 2006. Consequently,

Staff recommends that the replacement costs should be borne fully by the Company and

not by ratepayers. As described in Mr. Mashas' Rebuttal Testimony at page 13 and in the

Company's response to data  request  STF-13-21,  SWG has offered to make a  lower

adjustment to depreciation and property tax expense. Staff views that offer by SWG as

represent ing the absolute minimum amounts  of  adjus tment  for  the Yuma Manors

replacement, but not the most appropriate or most reasonable amounts for this adjustment

based on the facts of the current case. Consequently, Staff continues to recommend that

$54,370 of Depreciation Expense and $28,945 of Property Tax Expense related to the

adjustment to Plant in Service for the Yuma Manors pipe replacement project be removed

from test year operating expenses

C-3

Q

Management Incentive Program Expense

Please explain Staff Adjustment C-3, revised

1 5

1 6

1 7 A

20

This adjustment provides for the allocation of 50 percent of the test year expense for the

Management Incentive Program ("MIP") to shareholders. Test year expense for the MIP

proposed by SWG is reduced by $1 .612 million. Related payroll tax expense is increased

by $120,186. The amounts have been revised for corrections made by SWG in its March

25, 2008 supplemental responses to data requests STF-1-78, and RUC0-1-10

23 Q Please explain why payroll tax expense is being increased in Staff Adjustment C-3

revised

25 A SWG's response to data request STF-11-15 states that SWG's annualized labor (shown on

the Colnpany's workpaper for Schedule C-2, Adjustment No. 3) does not include MIP
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1

2

3

4

compensation or stock based compensation.13 Consequently, the cost of service filed by

SWG did not include annualized payroll taxes related to these two items of compensation.

This adjustment, therefore, provides for annualized payroll tax expense on the portion of

MIP that is being allowed in rates.

5

6 Q-

7

SWG witness Laura Hobbs claims, at page 3, lines 9-11, of her Rebuttal Testimony

that: "The sharing concept relating to the Company's MIP expenses is premised

upon a false assumption that the program is an additional cost to customers." Please

respond.

8

9

10

11

12

13

14

First, SWG has not presented information showing how employee salaries were reduced

when MIP was first implemented. SWG's employee salaries have continued to increase

each year. Thus, the MIP is an additional expense. Second, the sharing concept is based

upon a premise that the incentive compensation program provides benefits both to

ratepayers and to shareholders.

15

16

17

18

19

20

21

Q~ SWG witness Laura Hobbs claims, at page 3, lines 20-24, of her Rebuttal Testimony

that: "The goals or targets of the current MIP are also heavily weighted toward

providing benefit to customers. Identifying which of the goals is a greater benefit to

whom in deciding cost recovery is irrelevant." Please explain why a 50 percent

allocation to shareholders is appropriate for an incentive compensation program,

22 A

such as SWG's MIP.

In general, incentive compensation programs can provide benefits to both shareholders

and ratepayers. The removal of 50 percent of the MIP expense, in essence, provides an

equal sharing of such cost, and therefore provides an appropriate balance between the

benefits attained by both shareholders and ratepayers. Both shareholders and ratepayers

A.

See Attachment RCS-5
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1

2

stand to benefit  from the achievement  of per formance goa ls ,  however ,  there is  no

assurance that the award levels included in the Company's proposed expense for the test

year will be repeated in future years.

4

5 Q. How are the MIP awards related to shareholder dividends?

6 Two of the five MIP award criteria relate to return on equity. Additionally, no annual

incentive awards will be payable unless the Company's dividends equal or exceed the

prior year's dividends. This is an important factor because, if shareholder dividends are

decreased from the prior year, there are no incentive awards under the MAP for that year

11 Q Does SWG recognize that its proposed treatment of MIP expense in the current case

represents a conscious deviation from principles and policies established in prior

Commission Orders?

14 A Yes

16 Q How was SWG's MIP cost shared between shareholders and ratepayers in SWG's

last rate case and what criteria did the Commission's decision appear to find

important in deciding issues concerning utility incentive compensation in recent

cases

20 A In SWG's last rate case the Commission in Decision No. 68487 (issued February 23

2006), the Commission adopted Staffs recommendation for an equal sharing of costs

associated with the Company's MIP expense. In reaching its conclusion regarding SWG's

MIP, the Commission stated in part on page 18 of Order 68487 that

3.

A.

We believe that Staffs recommendation fr equal sharing of the costs
associated with MIP compensation provides an appropriate balance
between the benefits attained by both shareholders and ratepayers
Although achievement of the performance goals in the MIP, and the
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1

2

3

4

5

benefits attendant thereto, cannot be precisely quantwed there is little
doubt that both shareholders and ratepayers derive some benefit from
incentive goals. Therefore, the costs of the program should be borne by
both groups and we find Staffs equal sharing recommendations to be a
reasonable solution.

6

7

8

Ms. Hobbs has not refuted the fact that both shareholders and ratepayers derive some

benefit from incentive goals.

9

10 Q Do SWG's shareholders and customers both benefit from its MIP goals

11 A Yes. Ms. Hobbs stated in her Direct Testimony at page 5, lines 4-8 that
t7'ze longer-term performance shares set as a retention tool while aligning
the interests of management/executive employees, shareholders and
customers for continuedfnancial and customer-orientedperformance

Shareholders benefit from the achievement of financial goals. Additionally, shareholders

benefit  from the achievement  of expense reduct ion and expense conta inment  goals

between rate cases. Shareholders and ratepayers can both benefit from the achievement of

customer service goals

21 Q Have the facts changed materially since the last SWG rate case that a different result

concerning the sharing of MIP expense should occur

23 A No, I don't believe so. The Company's MIP expense is significantly higher in the current

rate case than it was in the prior SWG rate case. However, the rationale for the 50 percent

allocation to shareholders of the MIP expense in the current case appears to be consistent

with the Commission's findings concerning MIP in Decision No. 68487

Q Did SWG appeal Decision No. 68487?28

29 A No
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1 Q-

2

3

4

Should the 50/50 ratepayer/shareholder sharing that the Commission has applied to

utility incentive compensation in SWG's last rate case be modified to a 100 percent

ratepayer responsibility for such cost based on the analysis presented by Ms. Hobbs

or by anything in her Rebuttal Testimony?

5

6

No. The 50/50 sharing of Southwest's MIP program cost ordered by the Commission in

Decision No. 68487 should continue to apply in the current SWG rate case.

7

8 Q-

9

Was an equal sharing of utility incentive compensation expense also ordered in the

Commission's recent decision in a rate case involving another Arizona gas

10 distribution utility?

11

12

Yes, it was. In Decision No. 70011 (November 27, 2007), in the recent UNS Gas rate

case, Docket No. G-04204-06-0463 et al, the Commission stated in part on page 27 that:

13

14

15

16

We believe that Staffs recommendation provides a reasonable balancing
of the interests between ratepayers and shareholders by requiring each
group to bear half the east of the incentive program.

17

18 A s imi la r  dec is ion wa s  a ls o  r ea ched wi t h  r es pec t  t o  UNS  E lec t r ic ' s  incent ive

19 compensation in Docket No. E-04204A-06-0_83 :

20

21

22

23

24

Consistent with our finding in the UNS Gas rate case (Decision No.
70011, at 26-27), we believe that Staff's recommendation provides a
reasonable balancing o f  t h e interests between ratepayers and
shareholders by requiring each group to bear half the east of the incentive
program

A.

A.

Recommended Decision at page 21, as adopted by the Connnission at the May 14, 2008 open meeting
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1 Q- How does the amount of SWG's MIP expense in the current case compare with the

2 amount from SWG's prior rate ease?

3

4

5

The following table summarizes SWG's MIP expense in the current case, and Staffs

recommended adjustment for MIP expense from Staffs Surrebuttal Testimony in SWG's

last rate case, Docket No. G-0551A-04-0876:

6

7

8

Management Incentive Program Expense
Staff Proposed Treatment in Current SWG Rate Case
Compared with Staff Recommendation in Last SWG Rate Case

9
Current

Case
SWG's Last
Rate Case

Dollar
Increase

Percent
Increase

10 s 3,366,667 s 2,552,835 76%

11

2
3
4

$5,919,502
s (234,412)
$5,685,090 s 3,366,667

12
56.70% 57.58%

5

13

Line Description
l Test Year amount of Management Incentive Program

Expense (Corporate)
Allocation to Paiute (MMF)
Net of Allocation to Paiute
Arizona Four Factor allocation rate per SWG

Schedule C-l, sheet 17
Test Year amount of Management Incentive Program

Expense (Arizona)
Ratepayerer allocation percentage
50% Allocation of MIP Expense to Ratepayers

6
7

$3,223,446
50%

$1,611,723

$ 1,938,518
50%

969,259$ $ 642,464 66%
14

15
Source:
Current case amounts - Attachment RCS-7, Schedule C-3, Revised
Prior case amounts - Docket No. G-0551A-04-0876. James Dort surrebuttal, Schedule JJD-16 Revised

As shown in the above table, which reflects a Company correction to the test year amounts

shown in the corrected response to RUC()-1-10 and STF-1-78, SWG's MIP expense in the

A.

current rate case is 76 percent higher than in the prior case. Also, Staffs proposed 50

percent allowance of MIP expense for Arizona operations of $1 .612 million in the current

case is 66 percent higher than the $969,259 amount from SWG's last rate case
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1 Q- Is a significant portion of SWG's MIP expense related to stock-based compensation?

2

3

4

Yes. SWG's response to data request STF-10-12 identifies $3,587,416 as MIP stock-

based compensation expense.l5 Thus, over ha1f16 of SWG's total test year MIP expense is

related to stock-based compensation.

5

6 Q~ Did the Commission recently disallow another utility's stock based compensation in a

7 recent decision?

8 Yes. In Decision No. 69663, from a recent APS rate case, the Commission adopted a

9

10

11

12

Staff recommendation in that case where cash-based incentive compensation expense was

allowed and stock-based compensation was disallowed. Additionally, page 36 of Decision

No.  69663 indica tes  tha t  the Commiss ion r ej ected an a rgument  by APS tha t  the

Commission not look at how compensation is determined or its individual components:

13
14
15
16

"APS argues that the issue is whether APS compensation, including
incentives, is reasonable. APS does not believe that the Commission
should look at now that compensation is determined or its individual
components, but rather should just look at ire total compensation. The
Company argues that the interests of investors and consumers are not in
fundamental eonjlict over the issue offnaneial performance. because both
want the Company to be able to attract needed capital at a reasonable
cost

We agree with Staff that APS ' stock-based compensation expense should
not be included in the cost of service used to set rates Contrary to APS
argument that we should not look at how compensation is determined, we
do not believe rates paid by ratepayers should include costs of program
where an employee has an incentive to perform in a manner that could
negatively ajkct the Company's provision of safe, reliable utility service
at a reasonable rate As testified to by Stajfwitness Dittmer and set out
in Staff's Initial brief, "enhanced earnings levels can sometimes be
achieved by short-term management decisions that may not encourage the
development of safe and reliable utility service at the lowest long-term
east For example, some maintenance can be temporarily deferred

A.

A.

See Attachment RCS-5
$3.587 million of stock-based / $5.919 million total (revised) = 60.60 percent
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1

2

3

4

5

6

thereby boosting earnings. But delaying maintenance can lead to safely
concerns or higher subsequent 'catch-up' easts. " [cite omitted] To the
extent that Pinnacle West shareholders wish to compensate APS
management for its enhanced earnings, they may do so, but it is not
appropriate for the utility's ratepayers to provide such incentive and
compensation. "

7

8

9

Thus, in Decision No. 69663, the Commission made an adjustment to disallow a portion

of  t ha t  u t i l i t y ' s incentive compensation expense, specifica lly the stock-based

10 compensation.

Additionally, in the recent UNS Electric rate case, Docket No. E-04204A-06-0783, the

Commission disallowed that utility's stock based compensation expense, stating that

we agree with Stajfthat test year expenses should be reduced to remove
stock-based compensation to ojjicers and employees. As Staff witness
Ralph Smith stated, the expense of providing stock options and other
stock-based compensation beyond normal levels of compensation should
be borne by shareholders rather than ratepayers The disallowance of
stock-based compensation is consistent with the most recent rate case ac
Arizona Public Service Company (Decision No. 69663)

23 Q Please summarize Staff's recommendation concerning SWG's MIP expense

24 A Staff recommends continuing the 50 percent allocation to shareholders ordered for SWG

by the Commission in Decision No. 68487. This results in a reduction to test year expense

of $l,6l1,723, as shown on Schedule C-3, revised

28 C-4 Stock-Based Compensation (Other than MIP)

Please describe SWG's Stock Incentive Plan29 Q

30 A As noted in my Direct Testimony, SWG has two stock-based compensation plans: (1) the

stock incentive plan ("SIP") and the management incentive plan ("MIP").  The stock

Recommended decision at page 22, as adopted by the Commission at the May 14, 2008 open meeting
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1

2

3

4

5

6

based compensation addressed in Staff Adjustment C-4 is for stock-based compensation

other than MIP. As described above, SWG's MIP incentive compensation also includes a

stock-based component. Under the SIP, the Company may grant options to purchase

shares of common stock to key employees and outside directors.  Each option has an

exercise price equal to the market price of Company stock on the date of grant and a

maximum term of ten years. The options vest 40 percent at the end of year one and 30

percent at the end of years two and three.7

8

9

10

Q. Please respond to SWG witness, Ms. Hobbs' Rebuttal Testimony concerning SWG's

stock-based compensation expense.

11 At pages 4-5 of her  Rebutta l Test imony,  Ms. Hobbs addresses SWG's stock-based

12

13

14

15

16

compensation program. She takes exception to a suggestion that a stock based incentive

compensation program could incept utility employees to perform in a manner that could

negatively affect the Company's provision of safe, reliable utility service at a reasonable

rate. Shave not seen evidence that the SWG management is performing in a manner that

could negatively affect the quality of service. However, the potential for such an incentive

was cited in Decision No. 69663 involving APS. As noted above, a utility's stock-based

compensation was disallowed in the last APS rate case, and was disallowed in the recent

decision in the UNS Electric rate case

21 Q Did SWG have stock option expense in its prior rate case

22

A.

A No. Prior to 2006, SWG only recognized compensation expense in its financial statements

for restr icted shares issued from the MIP. In accordance with changes in financial

accounting requirements, such as Statement of Financial Accounting Standards No. 123

as Revised in 2004, (SFAS 123R),  SWG began expensing stock options in 2006, as

descr ibed in the Company's  response to data  request  STP 10-12 and in an internal
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1

2

3

4

5

6

Company memo dated December 29, 2005 regarding: "SFAS No. 123 (Revised 2004)

Share-Based Payment."18 Those documents indicate that the provisions of SFAS l23R

became effective for the Company in January 2006. SWG's response to STF 10-12 states

that, in May 2007, a restricted stock unit plan replaced SWG's stock option plan (and were

also required to be expensed). SWG expenses stock-based compensation over a three-year

vesting period. Grants to retirement-eligible employees are immediately expensed.

7

8

9

10

11

Q- Please explain Staff Adjustment C-4.

12

13

14

As shown on Schedule C-4, this adjustment decreases test year expense by $820,915 to

reflect the removal of SWG's stock option compensation expense that is allocated to

Arizona operations. The expense of providing stock options and other stock-based

compensation to officers and employees beyond their other compensation should be borne

by shareholders and not by ratepayers. As noted above, the stock-based compensation

addressed in Staff Adjustment C-4 is for stock-based compensation other than MIP.

15

16

17

18

C-5

Q,

A

Supplemental Executive Retirement Plan Expense ("SERP")

Please address SWG witness Hobbs' Rebuttal Testimony concerning SERP.

At pages 5-7 of her Rebuttal Testimony, Ms. Hobbs' presents arguments, similar to those

presented by SWG in its last rate case and by other utilities arguing, for instance that

providing SERP to officers is a necessary cost of providing service

The SERP provides supplemental retirement benefits for select executives. Generally

SERPs are implemented for executives to provide retirement benefits that exceed amounts

limited in qualified plans by Internal Revenue Service ("IRS") limitations. Companies

usually maintain that providing such supplemental retirement benefits to executives is

A.

See Attachment RCS-5 (attached to my direct testimony), pages 33-49 for a copy of SWG's accounting memo
concerning this
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1

2

3

4

5

necessary in order to ensure attraction and retention of qualified employees. Typically,

SERPs provide for retirement benefits in excess of the limits placed by IRS regulations on

pension plan calculations for salaries in excess of specified amounts. IRS restrictions can

also limit the Company 401(k) contributions such that the Company 401(k) contribution

as a percent of salary may be smaller for a highly paid executive than for other employees.

6

7 In Decision No.  68487,  February 23,  2006,  in the most  recent  SWG ra te case,  the

Commission adopted a recommendation by RUC() to remove SERP expense. In reaching

its conclusion regarding SERP, the Commission stated on page 19 of Order 68487 that

Although we rejected RUCO's arguments on this issue in the Company's
last rate proceeding, we believe that the record in this case supports a
finding that the provision of additional compensation to Southwest Gas
highest paid employees to remedy a perceived dh iciency in retirement
benefits relative to the Company's other employees is not a reasonable
expense that should be recovered in rates. Without the SERP, the
Company's o]§9cers still enjoy the same retirement benefits available to
any other Southwest Gas employee and the attempt to make these
executives 'whole' in the sense of allowing a greater percentage of
retirement benefits does not meet the test of reasonableness. If the
Company wishes to provide additional retirement benefits above the level
permitted by IRS regulations applicable to all other employees it may do
so at the expense of its shareholders. However, it is not reasonable to
place this additional burden on ratepayers

26 Q Was SERP expense also disallowed in the Commission's recent decision in the rate

case involving UNS Gas, Inc?

28 A Yes, it was. See Decision No. 70011 at pages 27-29. Notably, at page 28 of that Decision

the Commission stated

the issue is not whether UNS may provide compensation to select
executives in excess of the retirement limits allowed by the IRS, but
whether ratepayers should be saddled with costs of exeeutive benefits that
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1

2

3

4

5

6

7

8

exceed the treatment allowed for all other employees. If the Company
chooses to do so, shareholders rather than ratepayers should be
responsible for the retirement benefits afforded only to those executives.
We see no reason to depart from the rational on this issue in the most
recent Southwest Gas rate ease [See also Arizona Public Service Co.,
Decision No. 69663, at 27 (June 28, 2007), wherein SERP easts were
excluded in their entirety.], and we therefore adopt the recommendations
ofStaffand RUCO and disallow the requested SERP costs.

9

10 Q- Was SERP expense also disallowed in the Commission's recent decision in the rate

case involving UNS Electric, Inc?11

12 Yes, it was. 19

13

14 Q What adjustment related to SWG's SERP expense do you recommend?

15 A I recommend the adjustment to remove SWG's expense for the SERP, which is shown on

Schedule C-5 and reduces O&M expense bY $1.625 million

18

19

C-6

Q

Ameriean Gas Association Dues

What does SWG witness Randi Aldridge's Rebuttal Testimony state concerning

Staff's proposed adjustment for American Gas Association dues

21 A Ms. Aldridge addresses Staffs proposed disallowance of a portion of AGA dues at pages

6-9 of her Rebuttal. She claims at pages 6-7 that the NARUC audits of AGA dues cannot

be relied upon because they are too old. She claims at page 7 that a Florida decision

disallowing a similar portion of AGA dues is outdated. She claims at page 7, lines 22-25

that "Staff provides no current information supporting the disallowance of a portion of any

category other than advertising or lobbying." She a t taches the AGA 2007 budget

Addit iona lly,  in her  Rebut ta l Exhibit  _(RLA-1),  she a t taches  tes t imony of Kevin

A.

See, e.g., page 22 of the proposed Decision in Docket No. E-04204A-06-0783, as adopted by the Commission at
the May 14, 2008 open meeting
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1 Hardardt, the Chief Financial & Administrative Officer of the AGA, touting the benefits

of the AGA."2

3

4 Q- Please respond to SWG's Rebuttal concerning Staff's proposed adjustment for

American Gas Association dues.5

6

7

8

9

10

11

12

Decision No. 68487, at page 14, provided a clear directive firm the Commission at page

14 of that order stating that: "in its next rate case filing the Company should provide a

clearer picture of AGA functions and how the AGA's activities provide specific benefits

to the Company and its Arizona ratepayers." In response to that directive,  SWG has

provided only selective self-serving material, some of it apparently prepared by the AGA

itself,  such as the attaclnnents to Ms.  Aldridge's Rebuttal Testimony,  and/or  which

conta ined cla ims of benefits  tha t  Staff has been unable to independent ly ver ify or

00nf11°n'1_2113

14

15

16

17

18

19

20

In contrast with SWG's urging that the NARUC audit  report and Florida Cities Gas

decisions regarding AGA dues be ignored, Staff believes that the Commission should

consider all of the available information in determining the appropriate percentage of

AGA dues that should be excluded from operating expenses in the current SWG rate case.

While NARUC no longer  sponsors  an annua l audit  of  the AGA expenditures ,  the

categories of AGA expenditures in the NARUC-sponsored audit report remain useful to

state regulatory commissions. Moreover,  Attachment RCS-2, Schedule C-6, page 2

It is unclear if Mr. Hardardt is being presented as a witness in the current Southwest rate case (by attaching his
testimony" as an exhibit, it appears he is not) or if he has ever been cross examined on such testimony. Staff has

asked Southwest additional discovery about such matters. As of the date of this writing, responses have not yet been

A.

For example, Southwest witness Randi Aldridge addressed AGA activities in her direct testimony at page 12 and
pages 21-24. At page 24 of that testimony she claimed that the AGA's efforts provide its members with $479
million in outright savings or avoided costs in 2006, in comparison with $ lb million in total membership dues
However, she did not provide the source document from which such claimed benefits were taken, and it is not clear
whether AGA claimed benefits have ever been independently audited or verified
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1

2

3

4

which was filed with my Direct Testimony, showed the recommended percentage of AGA

dues exclusion based on the 2007 and 2008 AGA budgets, would be 43.29 percent and

46.19 percent, respectively. This is a  larger  exclusion than the 40 percent Staff has

recommended. An AGA dues exclusion of approximately 40 percent appears to have

been consistently utilized in Florida Cities Gas Company gas utility rate cases22, and the

exclusion based on the most recent NARUC sponsored audit of AGA expenditures would

be 39.64 percent.

5

6

7

8

9

10

11

Q- How does Staffs proposed adjustment for AGA dues compare with SWG's proposed

treatment of such dues?

12

13

14

15

As noted above, Staff" s adjustment reflects the removal of 40 percent of AGA core dues,

SWG's filing reflected the removal of only 3.39 percent of the AGA dues.  The 3.39

percent exclusion proposed by Southwest only reflects a  1.39 percent exclusion for

advertising and 2 percent for lobbying. However, as shown on Schedule C-6, page 2, the

lobbying percentage identified by the AGA for its 2008 budget has doubled, from the 2

percent identified for 2007, to 4 percent in 2008.24 Yet SWG wants to continue to use the

now outdated AGA lobbying percentage of only 2 percent. Based on the NARUC audits

the Florida Cities Gas case and other information presented, an exclusion of AGA dues of

40 percent would appear to be more reasonable

Moreover, SWG's use of the 1.39 percent for advertising, based on a 2007 AGA budget

understates that exclusion percentage by failing to recognize an allocation of AGA general

and administrative ("G&A") expense to the advertising function. When the AGA G&A

A.

See, Ag., Attachment RCS-4 to my direct testimony
As shown on Attachment RCS-2, Schedule C-6, page 2, that was based upon the March 2005 NARUC Audit

Report of AGA expenditures for the Year Ended 12/31/02
The AGA identification of lobbying is based on a definition from Internal Revenue Code Section 162, which is one

of the most narrow definitions available
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1

2

3

4

expense is allocated to the other functions it supports, the percentage of the disallowable

categories is increased, as shown on Schedule C-6, page 2. In the NARUC audits of AGA

expenditures the AGA's G&A expense has consistent ly been a lloca ted to the other

supported functions.

5

6 Q- What amount of AGA membership dues expense has Staff removed from test year

7 expense?

As shown on Schedule C-6, Staff has removed $80,138 in test year expense for AGA

membership dues.

8

9

10

11

12

C-7 Transmission Integrity Management Program ("TRIMP")

What is Staff's recommendation with regard to the TRIMP issue in the instantQ-

13 proceeding?

14 As described in my direct testimony, Staff recommends that:

15

16

17

18

19

20

1) The cur rent  TRIMP defer ra l and surcharge mechanism tha t  was ordered by the

Commission in Decision No. 68487 for a 36-month period will continue for the remainder

of the 36-month period. This surcharge, which SWG has indicated it will be updating in

the near future, would continue the 50/50 sharing ordered by the Commission in Decision

No. 68487. Any over- or under-recovery of the 50 percent of TRIMP costs as of February

28, 2009 (the end of the 36-month period), would be addressed in the TRIMP surcharge

for the subsequent period

A.

A.

2) After  the TRIMP surcharge ordered by the Commission in Decision No. 68487 is

completed (which is currently expected to occur by February 28, 2009), a new TRIMP

surcharge would replace it.  The new TRIMP surcharge would be designed to recover
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1

2

3

4

5

6

$921,000 of TRIMP costs over the initial twelve-month period (currently expected to be

March 2009 through February 2010). Providing for an annual recovery of $921,000 of

TRJMP costs, divided by a test year rate case volume of 743,110,918 terms would

produce a DOT TRIMP surcharge of $0.00124 per therm. TRIMP surcharge revenue and

TRIMP costs would be recorded by SWG into Account 182.3. Starting with the March

2009 TRIMP surcharge period, the 50 percent shareholder responsibility for TRIMP costs

would cease.7

8

9

10

11

3) The TRIMP revenue and costs in SWG's base rate filing should be removed, since

prospective recovery would continue to be governed by the existing and the replacement

TRIMP surcharge mechanisms, described above.

12

13 Q~

14

Has SWG offered any Rebuttal to Staffs proposals concerning the Transmission

Integrity Management Program?

15

16

17

18

No.

C-10 In merest Syn ch ran i z a t i o n

Q H a v e  y o u  u p d a t e d  S t a f f ' s  i n t e r e s t  s y n c h r o n i z a t i o n  a d j u s t m e n t  f o r  t h e  i m p a c t  o f

rev i s i ons a f fect i ng  ra te  base?

2 0

A.

A Yes. The interest synchronization adjustment applies the weighted cost of debt to the

calculation of test year income tax expense. After adjustments, my proposed rate base

differs from that of the Company. This results in an adjustment to the amount of

synchronized interest included in the tax calculation. The calculation of the interest

synchronization adjustment is shown on Schedule C-10, revised. This adjustment

decreases income tax expense by the amount shown on Schedule C-10, revised, and

increases the Company' achieved operating income by a similar amount
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1

2

C-11 Flow-back of Excess Deferred Taxes

Q, Has SWG offered any rebuttal to Staffs recommendation concerning the flow-back

of excess deferred taxes.3

4 No. SWG has offered no rebuttal to Staff" s adjustment which reduces federal income tax

expense by $147,345 to flow back excess deferred federal income taxes over a three-year

period. The three-year period used is the same period SWG has used in this case to

normalize the allowance for rate case expense.

5

6

7

8

9

10

11

C-12 Injuries and Damages

Q, Have you revised Staffs adjustment for Injuries and Damages expense?

12

13

14

A. Yes. The revised adjustment is shown on Schedule C-12, revised, and reduces SWG's

proposed expense for Injuries and Damages in Account 925 by $851,717. The revision

relates to the use of full year 2007 information on Schedule C-12, line 10, which was

provided by SWG in a supplemental response to a Staff data request.

15

16 Q- What does SWG's rebuttal state concerning Staff's adjustment for Injuries and

Damages expense

18 A SWG witness Robert Mashes addresses this at pages 2-8 of his Rebuttal Testimony

At page 8, he claims that SWG, Staff and RUCO agreed upon a methodology in the

Company's last general rate case and that agreed-upon methodology continues to be

appropriate. He claims that nothing has changed except for the lowering of SWG's self-

insured aggregate exposure

A.

At pages 3-4, he claims that Staffs ten-year average calculation does not properly reflect

the cost of self insurance that is reflective of what the Company will experience during the
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1

2

rate effective period because it only reflects the average of the recorded $1 million per

claim self-insurance and not SWG's $5 million aggregate level of self-insurance.

3

4

5

6

At page 6, lines 8-15, he states that RUCO proposes no adjustment to the Company's

calculation of the Arizona portion of the self-insured $1 million per incident or the $5

million aggregate.

7

8

9

10

11

12

13

14

At page 6, line 13, through page 8, line 9, he claims that Staffs proposed level of self-

insurance for the "Arizona direct" component would need to be increased by $1,596,6l l .

This is apparently based on an attempt by Mr. Mashas to take his calculated amount of

$15,966,105 of losses for the "$5 million aggregate above $1,000,000 self-insurance per

claim" (per his Rebuttal Exhibit (RAM-2),  sheet  2) and direct ly assign them to

Arizona, based on a ten-year average. However, a direct assignment to Arizona of such

extreme losses is inconsistent with Southwest's accounting and its treatment of such self-

insurance costs as a "common" component of Injuries and Damages.15

16

17

18

Q-

19

In addition to Mr. Mashas' rebuttal testimony, did you consider any additional

information in re-evaluating SWG's estimate of self-insured expense in the current

rate case and Staffs proposed adjustment?

20

21

22

23

Yes. I reviewed additional information requested by Staff and provided by Southwest in

response to a number of data requests in Staff set 13, including response to STF-13-13

through 17, STF-13-19 and STF-13-20. Copies of those responses are provided in

Attachment RCS-8.

24

A.
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1 Q,

2

Do you agree with Mr. Mashes' assertion that the parties agreed upon a

methodology for estimating SWG's self-insured expense in that case?

3

4

Yes, for purposes of that case, it appears that SWG, Staff and RUCO each used a similar

methodology to ultimately derive an amount in that case for SWG's self-insured expense.

5

6 Q-

7

Does that mean there is only one valid method for estimating SWG's self-insured

expense in the current case?

8

9

10

11

12

No. The use of a  particular  calculation to derive a pro forma expense adjustment in

SWG's last rate case does not mean that there is no other reasonable way of estimating

SWG's self-insured expense for ratemaking purposes. Nor does it mean that the method

used in that one rate case is the best one or must necessarily be applied in all future rate

cases, especially in situations where there is a different fact situation.

13

14 Q» Notwithstanding the particular method used in Southwest's last rate case for

15

16

estimating the pro forma amount of self-insurance expense, was there a concern that

the amount originally proposed by Southwest in that case was too high?

17

18

Yes. In the la s t  Southwest  r a te case,  the Company had proposed an increase of

$1,598,744 and Staff recommended a downward adjustment of $429,985.25

19

20 Q If Mr. Mashas' recommendations concerning the pro forma amount self-insurance

expense were to be adopted by the Commission, what adjustment to Staff's case

would be needed?

23 A Pre-tax operating expenses would be increased by approximately $1.135 million as

summarized in the following table

A.

A.

A.

See, e.g., SWG's response to STF-13-14, sheet 4 of 6, which reproduces Staffs adjustment to self-insurance from
SWG's last rate case. Docket No. G-01551A-04-0876
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1

2 Self-Insured Retention Normalization Adjustment to Staffs
Case if SWG's Reconmiendation is Adopted

3
Amount Reference

4

5

$
$
s

2,512,119
2,228,455

283,664

Rsp to STP-13-14, sheet 4
SWG Sch C-2, Adj. 10

6
$
$

Staff Sch C- 12, revised
7

Description
Proposed by Southwest Gas:

As corrected by SWG:
In its direct filing
Adjustment to increase expense

Remove Staff adjustment C-12 to
decrease expense

Increase to pre-tax operating expense
851,717

1,135,381

8

9

10

11

12

13

Essentia lly,  the correct ion identified above,  to increase expense,  would need to be

substituted for Staflf's adjustment that decreases Southwest's as-filed expense. However,

as l explain below, Southwest's proposed expense level is too high and should not be

accepted. Moreover, Staffs proposed adjustment actually reflects a significant increase

over the test year recorded amount of Injuries and Damages Expense.

14

15 Q- Why is SWG's self-insured expense reviewed and adjusted in a rate case?

16

17

18

The test  year  recorded expense is  reviewed and,  if  necessary,  adjusted in order  to

determine a normal and recurring expense level that is reflective of the expense that would

be incurred by the Company during the rate effective period.

19

20 Q. Is there a concern in the current Southwest rate case that the Company's proposed

21 self-insured expense is overstated?

22 A Yes. Southwest proposes a  "corrected" amount of increase to test  year  expense of

$2,512,119.'° This is a significant increase over the test year recorded amount

A.

See, e.g., Southwest's response to STF-13-14, sheet 4 of 6
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1 Q- Is the method proposed by Southwest necessarily the best way of estimating SWG's

2 self-insured expense prospectively?

3

4

5

No, it is not. The method used by Southwest in its last rate case would have significantly

overstated the expense amounts recorded in 2006 and 2007, respectively. In Southwest's

last rate case, Docket No. G-0551A-04-0876, a test year ending August 31, 2004 was

6 used.  Based on the estimating method used in that  docket,  as shown on Southwest 's

7

8

response to Staff data request, STF-13-14, a pro Ronna expense for Arizona operations of

$1,731,312 was allowed. As shown in the following table, however, this allowed amount

has substantially exceeded Southwest's recorded expenses for self insurance in each year

2006 and 2007 (from Staff Schedule C-12, page 2)

Reserve for Self-Insurance Expense
Amount allowed in last SWG rate case (G-01551A-04-0_76) s 1,731,312 (2)

Arizona and Common Actual Recorded Expense Amounts
Common
Allocated

to Arizona (1)

(C )

Year
Arizona
Direct

(A)

Total
Common

(B)

2006
2007

S (975,540)
3 713,629

$
s

200,000
(25,500)

s
$

108,909
(13,886)

$
$

Total
Arizona

(D)
A + C
(866,631)
699,743

Overstatement
of Actual

(E)
Above - Co1.D
$ 2,597,943
$ 1,031,569

Notes and Source
(1) Based on the Paiute and AZ percentages shown on Sch C-12, p.2
(2) SWG response to STF-13-14, sheet 4 of 6

A.

Southwest is proposing to use a similar  estimation method in the current case. The

concern tha t  such an est imat ion method would cont inue to s ignificant ly oversta te

Southwest's actual recorded expense for self-insurance thus persists
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1 Q-

2

Was the same method for estimating injuries and damages expense that SWG

proposes to use in the current case, used by other major Arizona energy utilities in

their most recent rate cases"3

4 A No. Based on a review of the recent rate cases of UNSE. UNSG and TEP. a different

method was used.  to fit  the circumstances and concerns of each case The method

proposed by Southwest is not fool proof and can result in substantial overstatements of

actual recorded expense, as identified above for 2006 and 2007

9 Q Please respond to Mr. Mashas' assertion that Staffs proposed level of "Arizona

Direct" self-insurance would need to be increased by $1,596,611

11 A I disagree Mth Mr. Mashas' assertion that the ten-year average of Arizona direct recorded

amounts shown on Schedule C-12,  page 2,  needs to be increased by $l,596,61l.  His

attempt to impose what is clearly a system allocable or "common" amount that consists of

some the most extreme events onto Arizona ratepayers as a "direct" Arizona expense

should be rejected. Mr. Mashas' Rebuttal appears to be heavily reliant upon a particular

methodology being used in SWG's last general rate case. In the current case, Staff has

taken a different approach by looking at the actual recorded Arizona direct and common

amounts to produce a normalized allowance for self-insurance expense. As explained

below, Staffs proposed allowance reflects a normalized amount of $200,000 per year for

common" self-insurance and an $830,000 per year allowance for Arizona direct recorded

self-insurance expense

23 Q Did SWG experience an extreme and unprecedented expense since its last rate case

24 A Yes. SWG experienced an extreme and unprecedented self insured expense in 2005. As a

result of a May 2005 leaking gas line fire, the Company incurred an extremely large and

unprecedented expense totaling $30 million, including the portion that was covered by
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1

2

3

4

5

6

insurance. The insurance coverage SWG had at that time covered some of that expense,

but the Company was left with a self-insured expense of over $10 million. This is shown

on Schedule C-12, page 2, line 8, for 2005 in column B. This expense of over $10 million

related to that leaking gas line fire is totally out-of-line with the expense in all other years

of the 1998 through 2007 period where the "common" expense ranged from a high of

$500,000 per year in 1998 to a low of negative $300,000 (i.e., a $300,000 credit) in 2003 .

7

8 Q- Was the May 2005 gas leak fire found to be the result of non-compliance with state

minimum standards for the transportation of natural gas by pipeline

10 A No. Staff conducted an investigation, the details of which are provided in the response to

data request STF-13-20 (provided in Attachment RCS-8) which concluded that the cause

of the explosion and fire was natural gas leaking from a buried main in the alley behind a

duplex apartment in Tucson, however, no non-compliance issues were noted as a result of

Staff" s investigation

16 Q Should the impact of that extraordinary expense be excluded in establishing an

expense allowance for self-insurance to be included in rates prospectively

18 A Yes. The over  $10 million in self insured expense in 2005 should be excluded for

ratemaking purposes because it is extremely abnormal past event and is not expected to

recur. The objective is to determine a level of self-insured expense that is reflective of a

level of expense that will be incurred by the Company during the rate effective period. In

other  words,  a  nonna level of expense should be reflected for  ratemaking purposes

Because of the distor t ive impact  of the extremely abnormal self-insurance expense

incurred by SWG in 2005, the recorded "common" self-insurance expense for 2005 is

abnormally high,  and therefore is inappropriate for  ra temaking purposes. SWG's
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1 approach would essentially build into future rates, a portion of the costly May 2005 gas~

leak fire related cost.2

3

4 Q- Is Staffs recommended al lowance for the "common" port ion of self- insurance that is

to  be  inc luded in  ra tes  prospect ive ly consistent  wi th  an analys is  of  Southwest 's

recorded amounts?

5

6

7

8

9

10

11

12

Yes. Staffs proposed annual allowance for the "common" portion of SWG's self

insurance expense is $200,000. As shown on Schedule C-12, page 2, this excludes the

abnormal 2005 amount of over $10 million. Moreover, Staffs allowance is reasonable in

comparison with the actual levels incurred by SWG in all years in the 1998 through 2007

period (excluding the extreme amount incurred in 2005), as shown in the following

comparison:

13

14

15

16

17

18

19

20

21

22

A.

As shown in the above chart. Staffs recommended annual allowance for common self-

insured expense of $200,000 per year (before jurisdictional allocations) exceeds the ten



Surrebuttal Testimony of Ralph C. Smith
Docket No. G-01551A-07-0504
Page 45

1

2

3

4

year average of $74,950 (without the $10,367,500 extreme amount from 2005), and is

reasonable within the overall annual fluctuations of this expense. Staffs allowance of

$200,000 per year also equals SWG's actual expense in two of the ten years, 2002 and

2006. Moreover, SWG's actual recorded common self-insurance expense was zero in

2000, and negative in the years 1999, 2003, and in 2007, the most current year available.

Consequently, as shown on Schedule C-12, page 2, removing the $10,367,500 extreme

and unprecedented amount incurred in 2005 (related to the May 2005 gas leak fire) and

using zero for 2005 is reasonable, perhaps conservative. As such, I believe that Staffs

proposed allowance does properly reflect the cost of self insurance that is reflective of

what the Company will experience during the rate effective period.

5

6

7

8

9

10

11

12 Q-

13

14

Please summarize why SWG's Arizona ratepayers should not be responsible for the

impact on Injuries and Damages expense relating to the Company's settlement of

litigation related to the May 2005 leaking gas line fire.

15

16

17

18

A. Arizona ratepayers should not be responsible for the massive expense incurred by the

Company to settle litigation related to the May 2005 leaking gas line fire. That "common"

self-insurance expense, which produced the abnormal recorded "common" amount in

excess of $10 million in 2005, shown on Schedule C-12, page 2, is abnormal and was

incurred in a prior period. Rates in the current case are being established for prospective

application. While historical information may be useful to address normalized expenses

an extremely abnormal event like the over $10 million in recorded "common" expense

related to the May 2005 leaking gas line fire-related settlement expense, is not expected to

reoccur and should therefore not be built into pro forma operating expenses
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1 Q-

2

Please explain why you believe that SWG has proposed an excessive total increase to

Injuries and Damages expense in the current rate case.

3

4

5

6

7

As shown on Schedule C-12, page l, in column A, on line 18, during the test year, SWG

recorded an expense for Injuries and Damages of $5.679 million for Arizona. As shown

in Column B of that Schedule, SWG's filing included three pro forma adjustments that

attempted to increase this expense to $8.169 million, for an increase of approximately

$2.490 million. That is an increase of approximately 44 percent.

8

9

10

11

12

In response to various Staff data requests, SWG identified errors in its filed calculation.

SWG now proposes a pro Ronna Injuries and Damages expense for Arizona of $8.259

million,  as shown on Schedule C-12,  page 1,  column C, line 18. This represents an

increase of $2.580 million or 45 percent, over the test year recorded amount.

13

14 Q Does Staff's recommendation result in a reasonable going-forward allowance for

Injuries and Damages expense, while still allowing a substantial increase over the test

year recorded amount?

17

A.

A Yes, I believe it does. In contrast with SWG's proposals, as shown on Schedule C-12

revised, page 1, column D, line 18, Staff recommends a normalized allowance for Injuries

and Damages expense for Arizona of $7.317 million. This represents an increase of

$1.638 million or 29 percent, over the test year recorded amount of $5.679 million shown

on Schedule C-12. column A. line 18
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1 Q-

2

3

How does Staff's recommended going-forward allowance for Injuries and Damages

expense reflect the $300,000 correction that Southwest identified as being necessary

to its original rate filing?

4

5

6

7

8

9

10

11

12

13

14

In terns of Account 925, Injuries and Damages, the $300,000 correction identified by

Southwest decreased the Company's Arizona direct expense for the self-insurance reserve

from negative $558,765 to negative $858,765. This is shown on Schedule C-12, page 1,

line 2.  As also shown on Schedule C-12,  in column D, Staffs adjustment reflects an

allowance for Arizona direct self-insurance of $830,000 per year. The difference between

Staff' s recommended allowance of posit ive $830,000 and SWG's recorded negative

$558,765 compr ises  Sta ffs  adjustment  to increase the annual Ar izona  direct  self-

insurance allowance by $1.389 million,  as shown on Schedule C-12,  page l,  line 2,

column D. If the Company's $300,000 correction were reflected as a separate adjustment

to decrease the test year recorded expense in Account 925, then Staffs adjustment on

Schedule C-12, page l,  line 2, column D, would be increased by this same amount of

$300,000, and would be a $1 .689 million over the corrected test year recorded amount.15

16

17

18

Q- How does Staff's recommended going-forward allowance for Injuries and Damages

expense compare with the pro forma increase requested by Southwest in its original

rate filing"

20

A.

A As shown on Schedule C-12, revised, page 1, Staffs recommended allowance for Injuries

and Damages expense in Account 925 is $851,717 lower than the pro Ronna adjusted

amount in SWG's original filing. This $851,717 reduction to SWG's originally filed pro

forma adjusted amount is shown on Schedule C-12, revised, page 1, columns D and E
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1 Q- What adjustment to Injuries and Damages expense do you recommend?

2

3

4

Southwest's originally filed amount for Account 925, Injuries and Damages Expense,

should be decreased by $851,717 as shown on Schedule C-12, revised, page l, columns D

and E.

5

6

7

8

9

10

11

C-13 Leased Aircraft Operating Costs

Q, Did SWG present any rebuttal to Staff's adjustment for Leased Aircraft Operating

Costs?

No. As shown on Schedule C-13, the test year expense for leased aircraft is adjusted

downward by $32,814 to a  normalized amount based on the four-year  per iod,  2004

through 2007 .

13

14

16

C-14 El Paso Pqreline Rate Case Litigation Cost

Q Did SWG present any rebuttal to Staff's adjustment for El Paso Pipeline Rate Case

Litigation Cost?

No. As shown on Schedule C-14, the abnormally high test year expense for the El Paso

Pipeline Rate Case Litigation is adjusted downward by $477,415, to a normalized level

based on the average for 2005 through 2007

A

20

21

C-15 Annualized Amortization for New Intangible Plant

Q Please explain Staff's revised adjustment for the annualized amortization for new

intangible plant that was placed into service by December 31, 2007

23

A.

A.

A SWG's filing included an adjustment (Company Adjustment No. 14) to add to test year

amortization expense $565,333 for the annualized amortization on new intangible plant

that the Company projected would be placed into service by December 31, 2007. As

noted above, Staff has made a related adjustment to rate base in Staff Adjustment B-6
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1

2

3

4

revised. Staff Adjustment C-l5, revised, adjusts the Company's estimated amounts. As

shown on Schedule C-15, revised, to reflect actual new intangible plant that was placed

into service by December  31,  2007,  the est imated annualized amort iza t ion for  new

Intangible Plant allocated to Arizona that had been reflected in SWG's filing is reduced by

$46,633.5

6

7 C-16 Gain on Sale of Utility Property Related to TEP Sundt Bypass

Q, Please explain Staff Adjustment C-16.8

9

10

11

12

13

A. This adjustment reflects ratepayer sharing of 50 percent of the gain realized by SWG on

the sale of the metering facilities and pipe related to TEP's bypass of SWG for gas supply

to TEP's Sundt generating station. SWG's May 14, 2008 supplemental response to data

request RUCO 7-2 provides information used to compute the net gain. As described in

SWG's response to Staff data request STF-1-9627 :

14

15
16
17
18

Historically, the Commission has amortized, over a multiple-year period,
the gain or loss on Southwest's disposition of property previously included
in rate base, 50 percent above-tne-iine to ratepayers and 50 percent
below-tne-line to shareholders.

19

20

21

22

Staff Adjustment C-16 reflects this treatment. A normalization period of three years was

used. Three years is the same period that SWG has used for normalizing its proposed

allowance for rate case costs. A shown on Schedule C-16, pre-tax operating income is

increased by $101,600

See Attachment RCS-5, attached to my direct testimony, for a copy of that response
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1

2

C-17 Depreciation for Plant Sold to TEPfor Sundt Bypass

Q, Please explain Staff Adjustment C-17.

3 A This adjustment reduces depreciation expense by $5,117 to recognize that portions of

Southwest's plant, including metering and piping, sewing TEP's Sundt generating station

have now been sold to TEP in conjunction with TEP's Sundt plant bypass

Q Does this conclude your Surrebuttal Testimony7

8 A Yes. it does
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Revenue Requirement Summa Schedules

A Calculation of Revenue Deficiency (Sufficiency) l Revised

A-l Gross Revenue Conversion Factor l Revised

B Adjusted Rate Base 1 Revised

B.l |Sums of Rate Base Adjustments 2 Revised

C Oneating IncomeAdjusted Net 1 Revised

C.1 Sums of Net Operating Income Adjustments 3 Revised

D Capital Structure and Cost Rates 1 Revised

Rate Base Adjustments

B-1 Yluna Manors Pipe Replacement 1

B-2 in Cave Creek, AZGain on Sale of Prove 1

B-3 Cash Working Capital 2 Revised

B-4 Customer Deposits 3

B-5 Accumulated Deferred Income Taxes - Acct. 190 2
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B-7 Accumulated Deferred Income Taxes - RCND 1
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C-10 Interest S chronization 1 Revised

C-11 Flow Back Excess Deferred Income Taxes 1

C-12 Injuries and Damages 2 Revised

C-13 Leased Aircraft Operating Costs 1

C-14 E1 Paso Natural Gas Rate Case Expense 1

C-15 New Intangible Plant Annualized Amortizations 1 Revised
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Total Pages (including Contents page) 45
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Staff Accounting Schedules

Accompanying the Surrebuttal Testimony of Ralph C. Smith
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Southwest Gas Corporation
Capital Structure & Cost Rates
Cost of Service Methodology

Docket No. G-01551A-07-0504
Schedule D Revised
Page l of 1

Test Year Ended April 30, 2007

Line
No. Capital Source

Capitalization
Amount Percent

( A ) (B)

Cost
Rate

(C )

Weighted Avg.
Cost of Capital

(D)

1
2
3
4

SWG - Proposed
Long-Term Debt
Preferred Equity
Common Stock Equity

Total Capital

51 .00%
4,00%

45.00%
100.00%

7.96%
8.20%

11.25%

4.06%
0.33%
5.06%
9.45%

Supporting
OCRB

5
6
7
8

ACC Staff - Proposed for OCRB
Long-Term Debt
Preferred Equity
Common Stock Equity

Total Capital

$ 554,890,327
$ 47,732,501
$ 462,834,789
$1,065,457,617

52.08%
4.48%

43.44%
100.00%

7.96% lb]
8.20% [b]

10.00% [b]

4.15%
0.37%
4.34%
8.86%

9 Difference -0.59%

10 Weighted Cost of Debt 4.51%

11
12
13
14
15

7.96% [b]
8.20% [b]

10.00% [b]

3.18%
0.28%
3.33%

23.27%
100.00%

0% la] 0.00%
6.79%16

ACC Staff - Proposed Cost of Capital for Fair Value Rate Base - Option 1
Long-Term Debt $ 554,890,327 39.96%
Preferred Equity s 47,732,501 3.44%
Common Stock Equity $ 462,834,789 33.33%

Capital financing OCRB $1 ,065,457,617
Appreciation above OCRB
not recognized on Utility's books
Total capital supporting FVRB

s 323,152,085
$L388.609.702

17
18
19
20
21

7.96%
8.20%

10.00%

3.18%
0.28%
3.33%

$ 323.152.083
$1 .388.609.702

23.27%
100.00%

1.25% [b] 0.29%
7.08%22

ACC Staff - Proposed Cost of Capital for Fair Value Rate Base - Option 2
Long-Term Debt $ 554.890.327 39.96%
Preferred Equity $ 47.732.501 3.44%
Common Stock Equity $ 462.834.789 33.33%

Capital financing OCRB $1 .065.457_617
Appreciation above OCRB
not recognized on utility's books
Total capital supporting FVRB

Notes and Source
Lines 11-15. Co1.A
23 Fair Value Rate Base $ l .388.609.702 Schedule A
24 Original Cost Rate Base $1.065.457,617 Schedule A
25 Difference $ 323,152,085

Difference is appreciation of Fair Value over Original Cost that is not recognized on the utility's books
The appreciation of Fair Value over Original Cost has not been recognized on the utility's books
Such off-book appreciation has not been financed by debt or equity capital recorded on the utility's books
The appreciation over Original Cost book value is therefore recognized for cost of capital
purposes at zero cost
Per Staff witness David Parcell

[a]

[b]



~.
»-I

I

1

8
.-u

3

O©»-1
U Q)cs:
4»-_i

G.)o
CI
G.)
$1

<80.)

1-4
¢q  1-4

m m
m m
D EI.)WoIn

9l\
°.
<
VSvs
9

Q<

<<<
338
z°z°z°

<c < <
2 3 8o o O
z z z

< < < <
8 3 8 £3o O O o
z z z z

<
8
z°

Q) 0)
g s:
*I *1
I I

- N
G.) 0.)
Q s:
._1 A

I I

TO

889
c~4 in 1-
\Q Q In
l*- re rd
1-4 N G\
m C\I
F-4 1-4

1*"\9-49-4
c:>c>

. I

1"-. ["-.
- 1 1-1

m

Q
x\
4"IAv-4

1\ C\ of
In o <1-
W* Cn
o\ 1 <\l
N m O\"L* Q
v~ v-o

N q- of
\D -4 9'

W
--4 G\ N
m M GN
<\l_-4 9.

CDT
dm-
22%
~4-» 5 _43°
O.:
Quinn..

a u
w

o m $9 ea he he 69 he

rOG'-<°OO\

QS-*Q
oomonl\»-< rf>
t¢)»-4 v-4

69898969 he en he he

1-4 1-4
a

he GO 69

Q
" 8§._

In \O Qof o l\
"1 n. 1
9 v-4 r¢*.
a QW q-

<\l No \O<r <r
l\(\l (\|

I
of N v-4 vsa c m o
. W W

I\ N of v-4
am <\1 (\l

In
o
<1-4
N

Q Vi W

"L Q- ii
Q <\l
<r q -

\f`A v-4 v
co v-4 l\
"1 ~°. l

Cal v-4
9 N l\
<r <r

c:

383
2283

he 66 he he he 69 GO he 99 he he 69 he he he 69 69

~o
l \
ff in 88

G SO r'-~

G

C\ of
C\

[ \ v~ ©
M m

l \

o\ O\
m l""l
vb IQ |
v-l v-l
V) in
v 1-1

.»--~
Q O'\ ("~ 4-
o f  m  m  Q

1-4 v-4 q- 111
[--. in 1-4
(\| 1-4 1-4
~.../

-4-
c s

vw
1--1
#4

of <r <1-
l\ o 1\
C Q Q
xo am o
m v-1 N

v-1 o

l \ m W
1\ o
Q ' o

\O  o
m 1-1 N
l\ v-4 \D8;

8
5

he he ea GO he he he he ah 69 he 69 he as he he en

go
o
o
<

v-400
w-dv-4

v-1l-1v-4
1-11-41-4

e o o o c o o o

v~\-|v-4 v-4

F
Q-e

3
a

ofIn814
QmQv-4
'uo

4-4

8
4-1

in
N
Q

m
ea

4-»

-5 ..~
= Q 9
4 TO
.: : *at
i N cm 8

= 49 99'-1
I bl)

4.)
'E
G)
E
0
\-1

w e

E

8
u:
=
8....
D-4
4~

8
8
m
>»

8o
U

3a
:  s :
u. 8:1
H
cm vo
-o 44-4

Qo
as 'Q Q

<1.>

o

o
u
ea

so

8
<

O

8
o>

g
8
o
o

'9
. 8  Q3"u
Q) H H

. s  3 1
o..§~5

n.. < Z
8 a 3
0 0 0
>~ >~>~

O
>> v
Q 44
" Q

8- 0.)
x-.
ca. Q

'5
m
O

l \
3N u

.5
bl)s:.3
-u Q-o o
8 3O o

o `" 0
5 Q..-4 G.)
8 9
-o 'U
as v

cc
o s
= sOo

1-4

'6.
<1
8
' U

G.)
- c s

LE

G.)

5 9ca o0 _
Lm -8
Q.. o

83
_ s-4

re;
:s o

0) o 'D
I-* [-* H
c o O

-o o

D-

bl)
* ea m
O in
u
. : 4-1

'c
<
":

v--4
I

["'-

92

o
99

<  ' o
O*I*

9) -4
S* 0

5
8 1-

5 I:-
m
m

3
G)u

:= as
E 44 3

D-4
G.)
z
CI
c
o
<8
m

O
E

Qu:
m

o o rn

u
Q

>4

a
=: *9
§o8 a
>..3'é° s
398 3
< 3 ; ° _ %
ea Q g s
E ; - 3 9 3§ r E 9 = =
az8E 8

o n..
88"

m < U < Z
G)

0=3°"0
9.8%

46-SC/3
: DO

g o
= l¢ 4U

889-4949-4
s s c v

4 - 1 1 D 1 D U i<8»4

as o
o

8 4-»o
as
Q.Ia

3

24

88
3 9 5"5"'6°*

32°9.88
9 0 o > "

8 8 8

.898
m-889
852.22

8 8 8
8 E 8
s 3 s'Vu
38 < <

es4-3

O
>»
s:
O

u.. w-
PP i n
m

U
U

GJ
..=
o

s :  o
vo  9 -  o
w  0

<

0
of cm o N NO VI \O l\

=  8
cs

3 QS

5  8

O a
U n..

U

0

m

»- :\81 >~

xo
oN
o
m

a
<
0
8HJ
0
>-'

G.)
I - *

o
...IZ

v-4 N m <r In 40
q)
0<



Southwest Gas Corporation
Customer Advances for Construction

Docket No. G-01551 A-07-0504
Schedule B-2
Page 1 of 1

Test Year Ended April 30, 2007

Line
No. Description Reference

1
2
3

Staff proposed
Company proposed
Staff adjustment to rate base

$

$
$

Amount

( A )
(49, 194,789) See below

(37,910,017) See below
(11,284,772) Account 252

4

Related Accumulated Deferred Income Taxes:
Related ADIT 34.43% $ 3,885,347 Response to STF 1.25, Customer Advances

Account 2830 2100

Notes and Source
From Southwest Excel workpapers

Month

Monthly
Change

(C )
5
6
7

8
9

10

12
13

14
15
16

April-06

May-06
June-06
July-06

August-06
September-06

October-06

November-06
December-06
January 2007
February-07

March-07
April-07

Account 252
Amount

(B)
s 25,965,151.95
s 27,771,678.00
s 30,949,083.64

s 32,596,096.25
$ 35,041,274.23
s 36,572,842.62
s 38,058,790.21

$ 38,732,669.00

$ 41,078,965.78
s 43,365,611.50
$ 45,355,426.19
$ 48,147,845.19
s 49.194.789.04

$ 1,806,526.05
$ 3,177,405.64
$ 1,647,012.61
$ 2,445,177.98
s 1,531,568.39
$ 1,485,947.59

$ 673,878.79
s 2,346,296.78

s 2,286,645.72
$ 1,989,814.69
$ 2,792,419.00
$ 1,046,943.85

18
19
20

Average
Year-End
Adjustment

$ 37.910.017.20
s 49.194.789.04
$ 11.284,771.84
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Southwest Gas Corporation
Customer Deposits

Docket No. G-01551A-07-0504

Schedule B-4

Page 1 of 3

Test Year Ended April 30, 2007

Line
No. Description Reference

1

2
3

Staff proposed

Company proposed
Staff adjustment to rate base

Amount

( A )
$ (34,402,771) See below
$ (31,921,898) See below
S (2,480,873)

Notes and Source

From Southwest Excel workpapers

Month
Monthly
Change

(C )
4
5
6
7
8
9
10
11
12
13
14
15
16

April-06
May-06
June-06
July-06

August-06
September-06

October-06
November-06
December-06
January 2007
February-07
March-07
April-07

Amount

(B)
S 29,940,533.00

$ 30,244,307.00

$ 30,534,168.00

$ 30,907,667.00

$ 31,068,422.00

S 31,294,649.00

$ 31,925,334.07

s 32,387,659.54

s 32,677,847.19

s 32,866,854.83

$ 33,171,594.71

$ 33,562,861.81

s 34,402,770.85

$

$

$

$

S

$

$

8

s

S

$

$

303,774.00
289,861.00
373,499.00
160,755.00
226,227.00
630,685.07
462,325.47
290,187.65
189,007.64
304,739.88
391,267.10
839,909.04

17
18
19

Average
Year-End
Adjustment

$ 31,921,897.62
$ 34,402,770.85
$ 2,480,873.23

Source: Company Records, Account 235

(excludes 235.0 1330)



Southwest Gas Corporation
Customer Deposits

Docket No. G~0l551A»07-0504
Schedule B-4
Page 2 of 3

Test Year Ended April 30, 2007

Line
No. Month

Monthly
Change

(B)
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61

September-02
October-02

November-02
December»02

January-03
February-03

March-03
April-03
May-03
June-03
July-03

August-03
September-03

October»03
November-03
December-03

January-04
February-04

March-04
April-04
May-04
June-04
July-04

August-04
September-04

October-04
November-04
December-04

January-05
February-05

March-05
April-05
May-05
June-05
July-05

August-05
September-05

October-05
November-05
December~05

January-06
February-06

March-06
April-06
May-06
June-06
July-06

August-06
September-06

October-06
November-06
December~06

§anuary»07
February»07

March-07
April-07
May»07
June-07
July-07

August-07
September-07

s
s
$
$
$
$
$
s
s
$
s
$
$
$
$
s
$
$
$
$
$
$
$
$
s
$
$
$
$
$
$
s
$
$
$
$
s
$
s
$
$
$
$
$
$
$
$
$
$
$
$
s
s
$
$
$
$
$
$
$
$

Amount

(A )
16,250,822
16,492,184
16,804,948
17,151 ,007
17,539,415
17,955,206
18,771 ,907
19,779,385
20,563,887
21,068,603
21,361 ,867
21,697,818
22,116,629
22,421,280
22,915,023
23,429,731
23,858,508
24,244,633
24,547,955
24,807,840
24,958,957
25,170,362
25,267,247
25,421,849
25,552,621
25,848,938
26,282,708
26,682,829
27,087,182
27,467,386
27,823,958
27,893,262
28,063,139
28,169,344
28,186,789
28,307,776
28,394,707
28,538,698
28,856,769
29,139,638
29,453,967
29,642,993
29,683,090
29,940,535
30,244,306
30,534,170
30,907,669
31,068,422
31,294,651
31,925,334
32,387,660
32,677,847
32,866,855
33,171,595
33,562,862
34,402,771
34,944,231
35,653,565
36,066,017
36,447,849
36,827,715

s
$
$
$
$
$
$
$
S
$
s
s
s
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
s
s
$
$
$
$
$
s
s
$
$
$
$
$
s
$
$
$
$
$
$
$
$
S
s
$
$
$
$
s

241,362
312,764
346,059
388,408
415,791
816,701

1,007,478
784,502
504,716
293,264
335,951
418,811
304,651
493,743
514,708
428,777
386,125
303,322
259,885
151,117
211,405
96,885

154,602
130,772
296,317
433,770
400,121
404,353
380,204
356,572
69,304

169,877
106,205
17,445

120,987
86,931

143,991
318,071
282,869
314,329
189,026
40,097

257,445
303,771
289,864
373,499
160,753
226,229
630,683
462,326
290,187
189,008
304,740
391,267
839,909
541,460
709,334
412,452
381,832
379,866

Source: Response to STF-1-9 All are positive, i.e., increases
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Southwest Gas Corporation
Test Year Ending April 30, 2007
Comparison of TRIMP Expense Proposed by Company
With Annual Average for First Five Years of TRIMP

Docket No. G-0155 l A-07-0504
Schedule C-7
Page 2 of 3

Line
No. Month Year

TRIMP
Cost Average

2004

2005

2006

2007

$
$
$
$
$
$
s
$
$
$
$
$
$
s
s
$
$
$
$
$
s
s
$
$
$
$
$
$
$
$
s
s
$
$
$
s
s

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49

January
February
March
Apri l
May
June
July
August
September
October
November
December
January
February
March
Apri l
May
June
July
August
September
October
November
December
January
February
March
Apri l
May
June
July
August
September
October
November
December
January
February
March
Apri l
May
June
July
August
September
October
November
December
GRAND TOTAL

s
$
$
$
s
s
$
$
$
s

471 .82
6,544.60
5,129.14

34,505.15
26,727.58
43,458.93
47,645.50

249,744.24
3,287.69

10,172.00
112,724.24
74,840.59
34,496.78

153,864.86
59,016.31
37,807.80
74,315.00
57,342.53
81,834.80

116,930.64
3,399.49

112,185.46
89,027.76
14,517.99
78,760.70
25,798.91
11,716.63
25,738.65
61 ,415.65
40,789.65
53,181 .82

184,304.68
696.82

89.94027
51 725.37

295,844.74
219,060.96
563,459.42
161,869.56
382,430.01
606,095.91
211,299.88
145,226.48
17.512.58

4,677,859.59 $ 935,571 .92 Average for First Five Year 'IRIMP Period

50

55

$
$
$
s
S
$

414,226.96
816,633.24
700,837.39

2,746,162.00
4,677,859.59 $ 935,571 .92 Average for First Five Year TRIMP Period

56

ANNUAL TOTALS
2003
2004
2005
2006
2007

GRAND TOTAL

Compare
Test Year Ending 4/30/07 $ 920,913.89 Normalized O&M Expense for TRIMP

Proposed by Southwest Gas

Notes and Source
Response to STF-9-18 and STF-10-2
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Southwest GasCorporation
Injuries and Damages, Account 925

Docket No. G-01551A-07-0504
Schedule C-12 Revised
Page 1 off

Test Yea: Ended April 30, 2007

Line
No. Description

Company
Test Year

As Recorded

(A)

Company
Requested
As Filed

(B)

Company
Requested

As Corrected

(C )

Staff
Proposed

(D)

1
2
3
4

Arizona Direct
Legal and Other Costs
Reserve for Selflnsurance
Self-Insured Worlm1en's Comp
Total Arizona Direct

$
$
s
$

467,269
(558,765)
497,524
406,028

$
$
$
$

467,269
(558,765)
497,524
406,028

s
$
s
$

467,269
(858,765)
497,524
106,028

s
$
58
$

467,269
830,000 c
497,524

1,794,793

S ra i
Adjustment

(E)
Col.D - CoI.B

$ _

$ 1,388,765
$ _

$ 1,388,765

(3,930,256)
5
6
7
8
9
10
11

Common Before Allocation to Arizona
Legal and Other Costs
Reserve for Selflnsurance
Self-Insured Workmen's Comp
Insurance

Subtotal before Paiute Allocation
Pal'ute Allocation

Subtotal after Paiute Allocation
3.96%

s
s
$
s
$
$
s

179,014
200,000
23,243

9,292,136
9,694,393
(395,033) a

9,299,360

s
s
s
s
$
$
$

179,014
4,130,256

23,243
9,738,915

14,071,428
(380,379) a

13,691,049

$
$
$
$
$
$
s

179,014
5,030,024

23,243
9,738,915

14,971,196
(592,859)

14,378,337

s
$
s
$
$
$
$

179,014
200,000 c

23,243
9,738,915

10, 141, 172
(401,590)

9,739,582

s
$
s
$
$
s
$

(3,930,256)
(21,211)

(3,95l,467)

12
13
14
15
16
17

Arizona Allocation of Common
Le91 andOtherCosts
Reserve for Selflnsulance
Self-InsuredWorkmen's Comp
Instance
Paiute Allocation
ToW Common Allocatedto Arizona

56 . 70%
56 . 70%
56 .70%
56. 70%
56.70%

$
$
$
s
s
s

101,501
113,400
13,179

5,268,641
(223,984)

5,272,737

s
$
$
$
$
$

101,501
2,341,855

13,179
5,521,965
(215,675)

7,762,825

s
s
s
s
$
s

101,501
2,852,024

13,179
5,521,965
(336,151)

8,152,518

s
$
s
s
s
s

101,501
113,400

13,179
5,521,965
(227,702)

5,522,343

$
s
$
$
s
$

(2,228,455)

(12,027)
(2,240,482)

18 Total Arizona Directand Allocated s 5,678,765 $ 8,168,853 s 8,258,546...I s $ 851,71

19 Company'sproposedadjustments to Account 925 in its tiling $ 2,490,088

Co1.B-col.A

s 2,579,781

Col.C - Co1.A
$

7,317,136

(851,717)

253,324
2.228.455 b

s
s

253,324
2.318.148 b

253,324
1.376.738

20
21
22
23

Components of Company's proposedadjustments to Account 925, I&J Expense:
SWG Adjustment 7,Out ofPeriod Expenses
SWG Adjustment 10, Selflnsmed RetentionNormalization
SWG Adjustment 12, A&G Expenses, AnnualizedPaiute Allocation

Total Company-proposed adjustments to Account 925 expense

$
s
s
s 2.490.088 2.579.781

$
$
$
s 1.638.371

24 Percentage increase over test yearrecordedamount

25 Staffproposed adjustment to SWG as-tiled pro Ronna expense forAccount 925

45%

s (851,717) s (851,717)

L.23. Col.D . Co1.B
Notes and Source
A SWG response to Staffdata request STF-9-14
B Derived from SWG filing, Schedule C-2, Company Adjustment Nos. 7, 10 and 12 and response to STF-9-l4
C SWG response to Staff data request STF-9-14
D See page 2 of this schedule for Staff analysis often years ofrecorded expense for

Paiute allocation used by SWG in its tiling does not calculate exactly to 3.96%
SWG Adjustment 10, Selflnsured Retention Normalization

Component SWG Recorded
Arizona Direct $ (558,765)
Common Allocated to Arizona $ 113.400
Subtotals $ (445,365)
Net SWG Proposed Adjustment, before change in Paiute allocation

26
27
28
29

SWG Filed
$ (558,765)
s 2.341.855
$ 1,783,090
$ 2,228,455

L.27. Col.B - Col.A
To Line 21

SWG Connected
$ (858,765)

2.852.024
1.993.259
2.438.624

L.27. Col.C . Col.A

s
$

lusted
830.000
I13.400
943.400

1.388.765

$
$

1.388.765
(2,228,455)

$ (223,984) Line 16
Line 16 Less line 22
s (344,460)

( 120,476)
$
$

(236,0l1)
(12,027)

s (12,027)30
31
32

Paiute allocation
Change i n Paiute allocation fromtest yearrecorded
Company's proposed corrected adjustment,net ofchange in Paiute allocation s (851,717) C

To Line 21
33 Sta8ladjustment to Southwest recorded,net ofchange in Paiute allocation

See page 2 of this schedule fordetails of Staffrecommendednormalized amount forset£lmsuredexpense

s 1.376.738

To Line 21



- c
0
m
o
Q.
o\4
Q.
a :
84-9

cm

3 8 8
3 i..

.38
824;
3 8"

W
~n -c
9 mI\ .
9 E
< M
»-1

9 N
cm 'r
6 u N
z 2 'S+-» :0 (\I*6 'U

o -5 8°
Q m n..

In
in
1-4

u

r:
o

Ly..V
o

U

8
3 @
so

f:

ef»>eee¢=>e-aeeeee=>eeeeeeeaee

QS GO he he he he he 89 GO he

m o VI vs o 9 o <r o o\ In 14of o <r vs O Q o N q- N o 9o o *FIm o In o N ~n \o -4- N

eee9a9 e9eeeeaaeeeeeeefaee

v-1 o o Q o -4 <r O In cos N o
vo o  o f  N In <r vs o 1* -4 o (47
l\ vs o <r m o 1-1m  9 1~m co

m o v n v ` » o o \ o < | - o c h \ n » -
= o c < r ~ n c o o o | < r < ~ | < : < r
o c > \ r > c o \ n < : > < ~ 4 \ n \ o < l - n
» - o o 4 : o - ~ < r o ~ n m < \ l o
\ r > o o o n v m < r ~ n ~ o l ~ - < o m
\ m 0 v m ¢ ~ m ¢ \ m w

o f  o \  o N  m  < r  i n o 1\
Q  m  o  o  o  o  o  o  o  o
c ~  Q  o  o  o  o  o  o  o  o
-4 v-4 N N ( \ l  N N N  N N

Q  C  Q  Q
Q  Q  c : >  ca

o O o o O o ole o m m mQ o o o o o ole o N w 1~ >Q o o o 'O o ~nlc b c \O m in
o c Q In w Q v>ll v-1 9- In amQ Q Q l\ Q Q N v-4 v-4 <r Q Q Q

o'8coBolI<~l<r<r
O O < > \ f > - 0 0 - 1 v - 4©*fl»V'l¢\O\IG\¢O¢0
o m m v nl~ c o

as he he 69 he
_Q
oo
C*o
m
o f

99

<::>c:>c:><:nc:m
c:><\1ooc:>c:>
q3g~q3Q\q\*
C.>I"*¢"'~lC>OO¢
ca m o o
(\} 1-4 v-1 1-4

o

he

o
o
<2
v s
o f

he

~n
\D
l \_
o f
Vu
Vu

59

i n
I n

4
v-4
W

f \ I

691

inw 3
of we .no

O
O

ah ea *8*

of q-
M\ of
V-4

5,9

as

In
\D
I*
of
If,
of

£969

691

G
in

<98
of 9- t-9
of  vs "5
4 :  c :

Ag
»-J

LY-4 =
Q.
Eo
O
0. . =<r 4-»

'T '  3
q\  'oeau.. oP' o
vo 8
8  _
m  8

_in
>»
LE

>~.

8
o

-S
o
bl)
Q
'E
T>

' 5

a
as
Q.
4.)

V̀ l
o
o
N

c
n .5 3 9 GJ 80  52

(D 414 e  4 5  4

<1 dl 4: Iii z <1 d l  4:  £55 z

- 4  N  m < r  a m \ D o f O\



in
I

q.)ODms
;-4

8
<c

I-L4
<r<=1Q<=1Q<n<nO\9'®V3 v-40

(\/ m m o
(\l vs

We-9e9e9 e»96'9e~9

o('\l

C\ l\ m
v-4 V u mAg Q IQ
ON o Cal-4 of l\

q- N

he he he

v-I
6)
O

8
\O
oz
m

9 '

9
<
1-4
vs
vs
v-I

| v s

'T
1-4

C.) 4-4

C!

3
2
o

.Q

et?
v-I

GJ
.E
._1

o o o o l n m
QQ

Lu n -

o f

ff;
i n
o f
<r

8o
'0m0)

3344-4

1\

(\l--4 82

CD
6
ZN o
4-1 =GJ-58 anon on

o ac
Q cm Q.

q_) |

.e<
238
r/JZ»-I

4->

G.) $9 69 619 819 ya 819

4-*
Sr.

o <18

m w-
m <r --4
*fz<'1°<a
N \h(\l

(\l m
\D

N Q

W 0 © \ W© w ® m
0\\0€q<l-<l-1\
VWp-4lf1(\l in
N N Vu

619 69 619 he he he 619 he 69

<1-
N
O\

v

f
i n

86
1

ft OO o \9
m v-o N

n ff; n. Q
o in NN N ~<r NN N

v-4
in

a>
m
Q
a
><
G)

q ;
cu
4-4
o

. u
as

' U
G)
m
as

2
' U
q)

3

8 619 G19 G19 5,9 89 he
O

'U
0
au
o
O

Q)in

O \

ma

as

O

GJ
Q*

© v-4 O 1-4 1\
o  i n  o  o 1-4
com N vs 1-4 of

F-4
o f
F-4

OO
o
('\l

of
(\l

9'
(\l

(\l
q-
<1-

q-

N
on

Cal
\D
N

E-*
LD Q
in  toQ) ,

E 9-< as
5: »..

8-4 O 8
o
cs

m
he 69 he he 99 he

q)

1-4
Q-4

0

cc

O
s :  U
o on
cu
8-4
O 5-4

so*

m

Q

v o
© o

O

CGOO v-4 -4 l/1
o m
cm G\

o
('\l
C\

N
C\

m
C\ 8

o
U
cm
as
CD

'8
5-4
q_)
Q .

O
4:1
<8
¥-4
o

o
Q*

OoO
<:

(\1

m
C\ Eu

-o
G.)'U
Lu
3
G.)

o

Q-
5-4
O
o

£3

an 8
o 8
9.92 >~
m g ;
q 3 § ° 9 o
5 -o

G.)< < . § : ; ° *
G)'0 <6 >»3

" Q
.-1 Z1-<

G)
w

G.)

4-*
6'U

Lm
I-*
cm
o08 4-9

o
vo

m
-o as
:Q DO
i n
o

:s
go o

D-I Q as
o

8 :
o 38
ac
o 5-4 O

3 3 83 -o
8  8
8 8
cm»-I

q) o
,.oZ -4  N  m

<6

E-°

~<r v s 4 0 l \ OO CN o v-4 N  mGJ
P*

.E

92



m

i n

»-4
CS

4-3
O

H

cy:
GO

.S
3

8 + in
2? »-4

69 69 he 69

of o in mq- o (\l
I-TJ \9 \Q -<r

of o N
N \D m
80 v-4 v-4

_J

m
N
<f'_\
N
on

<r m in
of v-4

<4 <4 <n
q-
in

m of <r

\ v-4
G»O O\
m

of
1\

| v-4@"
<r

*a
.=4

O
4 - *

<1)

8
GS
O

o

3

P A
.§&8
3

8.
><

" a
n

Q*

<1-

9

9
<
v-4
m
i n
v-4

9 <1-
an 'T
6 Q Q-I
z 2 "S

_8 ._

o 3
o o
Q vo Q..

o
on
CG 99 619 819 619

=
8
13

8-4

8 O
N as

8 LT-I
<i-

O4-*

9: ' ' I
\O 4: 40
vs in in

OD3 _- s:

o "5
i n

U o
q) <8

»-I
00V76

on
q.)

4-4O
'5
z

Q,

m
Irm a
m v-
ln ln
m<r

m
<r

I <-
._r
o f

m
vs

$21o \°
Q m
0
8 QS +-»

U

5 e'Rio
o m

o m

<<s<C0
r:-. 619 69 99 819 CD as

m
4:
m

<9
+-»m
>u

i n

E 2
.Q

CD <6
o
O

<c
88

of
m o
q- I of

q-
m <r o¢
he 619 69 69

CTS

Z i a '

I-T-4
H
m

U
U
<

O

as
o
0
8-4

CD

O(\l

m

O
N

v-<O\1rl>1n
oo

1-4 O\9oo

6 9 6 9 6 9 6 9

Q-1 8

m
>  Q  8 5  t n

o

o
Q
(D

Q. CD

m
'CS
(D
'U
go
Lu

<6
o

in
EO
43

vs
G.)

as
O
H

8
c: 0
G.) M uQ- Gs:
onS M G.§onLT-I
8 - 9o in .S
o = 8 §

u  8 9
"' °8m u
,_, 8 8
u ,300m 0

8 £ 9 4 s 0

°8 3 8 3
CD 8 2
<=s £98

he as
cm<¢
es

o 2 8 3
cc o -0-»
4 . E g o
M 9- I 0

4|-4 M0 - . Q

8 8
Q m o

8-10 S E

Qs o u
' " " U " -
388

¢ s ¢ u ° " <
8 *_,44-4-"9

[ 3 ~ Z Z F 1 m

G.)
Q
5
O

m
- o
<:
vs

OG.)
$3
»-I

O v-4 ( \ l  m  q - in 4: l\ of O\
G.)
O

m
(̀ \l
O\

U
QS
Lu
U-4

G.)

G.)
Q*

Lu
G)
CO
u

>~, G)
8  E

4
<6Oo cm
cs

cc

L D  a s
0

O
8  3
8  9 -4

m I - I J
ll)

P '

yes



*T
.-<
.-»

w
H
m

u .
H
V]
' U
3

m

W
LE
H

c

8
M
Q.
s*

m
QD
3
m

|

88
1 0
».
0

44

<rv-

z°
'E
U
E
*G
.:=
- 8
<
m
Eu

w

3
3

9
o
V)
: -
0

Qn
' U
8
8
oM

4-4

3gO

v-4- Ire 4-1

: ¢

8 N

.'jc.~0"*3=~¢~

omo\mr- ~=r~a-mr-om
\D\D_ u-4 v-4 ©

C\ mmoc-Q

41*1f\I$\!*(*i¥"~€*lr4"\OOl"-lf1 !"l
Q v m m m m© @ ©m* ¢ * ©

-o
.ea
E

DO

£3
3
Em
:=ab'4
3:18
m

5 he he ah 99 ea Se 59 G19 99 ea ea he ea he he vo he 69 69 he he ea 59

-=|-
ln
9
P*
9
4u-e
\f1
'fl
w-l
9 in
an '~:

2 LJ ;+4 =8 o
Q)_ 'u

o

/"\* ©* ~9 G\* ¢ "~lv -4 GG("\lC
*-* OGO\¢\(WO"1l"' l*/Q©©\DDO A A \.. ..¢\../
§8l "O y_I NMu/

c:>"c:>"<:>°r-"
¢"11f\ \D(f".
- : rm

o

C : C > 0 - - \ n \ n C h *=|' v-4 - ~ \ D \D G -
- 4 - ~ »-- mm m -=:- \ n \ <:> <- l n m

1-4 r*1 C\l u-1

8=§~
Qmc- he he 99 he 69 69 he ea he he he he he &19 he 69 he ea he he he 69 ah

.3 <::»mv-l<:rmmr*\
- * r¢'\ \ D \ oO *: \

("*lOClN('\I¥*1I*'(1
w t* 1-*

|
m r-
ff \O

W_
in l"-
\o In

U
m N O\ l"" m l`* pp m of l"" of E\ v-4
am -4 l"" of m r- ON -=r (`~l ml of Q I"l

\O in ND m of v-4 \D of Cb Q (*\ \D in
m -1 -1 -4 c-: Q of In l"

-4 ~=r €\I

w e _ w m v © m m v \ n o

3° eeeeeeeeeeeeeeeeeeeqeea9eeeee=>eeeeeee=>a=>r=ee¢.+se 89

2.g:
1 -»,~

2 8
s

8888S8Sz;8S
4_8

r~ r- l* l"* l"\ 1-. r-~
c m  Q  Q  o  o  Q  o

Q 98 981 91 Q Q Q

o  o  o  o  o  o o  o  o  oo  o  o  o  o  o  o  o  o o
SSSSSSSSSS
Q Q Q Q Q < Q Q g Q°°22::z22_2

of
<3
c:
Q
of
Qw-4

8
<'e§@

n o w w v m w GNC
w w w o o o n m m o c cl"-("~lr*"l\D©t"f\l"-('\IOOQO\D©r*1©h@*©@ © * nNWn

~ ~ w m m o m
-4 my* of

vs

c a
pp

in
Ch
1-1

he ah an ah ah he he 69 he he he aeeeeea-faeeeeeaeaeeeeae 991 69

3

3

c r - o r ~ r - m r - m©©©\DG\D©r*\©<f%©
O¢'!1 f\C*i"\f§l*\©{"i®

\Q cfm--4 r~1 'Q--¢¢Or--41--1

a
m ̀ 8~ -:r
m  o q
m_ r- vs
vs \D Q
\D vi (`q
in m

$9 £19 he an e-a 99 he 69 99 he 69 he Se

a.:
Q . f ' -

-
8 .-: ~.':»
cm

m m m m m m m m m m m

8 8 8 8 8 8 8 8 8 8 80 0 0 0 0 0 0 0 0 0 0>~>=>\>»>~>~.>~>s>»>x>~
m m m m m m m mm m m

8

8
cm
' U8
m
<r
9
1-14
I-»
m3 ..

§"3@.~;<§
Lu

8

o  o  o  c a  c  o  c a  o  o  o  o
o  o  o  c o  c  c  o o
C  O  o_ o_ IQ Q V On G O_ Gm
o ~ a - m n o o c m l n o o o oOO<*~8Qrf\-#OO-4t"\\nln\--»

.-4 -Q-c"=<l~1c~z

D 8 r°~x
o  Q  m
o 1- \o
\D \D 1-1
C\ in \O
w m
#IM

o4-* o
F: |
= Q

ea he ea 69 he e-4 619 he he he he

<8
38

.8  8  D
155 .E

o  o  o  c o  o o  o o  o  o
c o  o o o o o o o o  o
38338883288
Q Q Q Q Q Q Q Q Q Q Q
~o~o~o\o~a\o~onnnr~l <8

,jg
<r

9

a58
U

R( 1:
'E

o oz»-15
6 4; &§

Qu)

o  2
Q. 8 o ;=-4

...I F4,'8'Z

E 8 3* a *

482
*a

8 4

U

42
cm

<.>
ac:

U

45122
-. -a Gs

" ' 8 E = Z ~ = § ' * ' § 5 8 8 3
. " 4 a.33§ `

§ 5  g Q m § m u o m i i - B E N Q :

° s s § . - s 8 a . =9844 Owaa cs<sn o o D-»LY-W

En:>8'§b
8 8

E

-u Q

v-4 ("l m 'Q' am \D l* of GN
v-I pp in W \f\ \O r- of CN c F-4
Q Q Q o <:> o o Q o v-1 -e§

58%mQZ z
91:5

29: ..1._w



3.9
Zan

/°\
NLT-I

VI o VSN o oxN_ \o- Ag
<r in O\
of (\1 o
(\l m o

8 (~q m 'S

Q
3 1-4

6 °1
in <1-

m

he he he 69 69

<1-
vm
9

9
<c- 4
vs
Vu-4

N

vs
44-4
o

v-1

>
*FIG

a >
9- 4 .28

3862

1-4 Q - 4
of o of
"q O m*
of o of
m In <4-m m

(D
w as

+8

0
1- '4-4

4-*

Q-4

4-*
0

.84
o
O
Q

°-0'Dydl)
Z N

-3
3
8

o
GI)
cy

D-4 he he he

LE
2
-3
8m
£8
m

Q o  w
i n o \r>
1 <4 *Q
<r <r o f
v-4 (\l com
1-4 1-4

.E
8

8 u
go

£9

88
Q
m0_m
m QS

as 69 69

cm.

2
Sn..

3.-4
4-4

G.)-4
w

8

© mff N oow - o_
l <r N
o

*s
o

cy
ao

.3
m

G)

-oas 3
8
DO o

-o Q
-u . o0 *¢8 g

'505 5-4
u ea
<c Q

8-4

he 99 he

mi
O
O
:~

U. o4-»
O

U

8

8
Q)

.Q
8
Q

EL
8

m <2

-o
4-*
:1

,gM 8

m \o mQ N
<>. ~f>.
( \ o f oof N p-4
v N

<12

G)
4-» .9.

36O
O 9-4 C/3

QS

3
.E m

he e=> he O-\-4

CGDI)

3
5
5-4

8
'ES
G.)

3
LE

ac

-o

8Q.
¢::
mN: :

O-1-44-»

3
-U .S
0

'F .o in
'U

Q Q.
8: 60
Q -o

3  -1

o in

g o
Q) i n
$4

GSw
'O

3

8as
8:

00
8
3
m

E
8
- c
o
as
o
DO

>>4-»
Lm
o
c .
o
: -

m
>>

cy
oz.
49
4-*

Do.
4- >

CI
-o

.::~4» s-.

o4-*
an
8

0
cm

0

0
G)

o¢

oz
o.>
8a>
Q.
w

o
=
Cs- 0)

so.
o

O o
v - 4

m
>.<:
as4-4w

8-4 F-4

on > -

QS*a
0
Q

D
"5 3~

8 'Qm 4-4
=
o

es
CD

w8
. . o

in. E-*

bl)

6
G.)

3
_8

88833
go;

=3°§8'5_
§§ §._

N O

=>~8.,~
! 8¢8Hz

8
a>

oo(\l
o
m

8-4Q
<
3-o
Lu

0

5

o

.vo
s . .

8

88 CG

m co
8 v.

0
Eu

G)

Q .
O

as
8  8 9

o
U

O
w an

CD cy
m

o

o as
in CD 8

a>
_,_ O
.-: z

r-4 N m 9' VI W

of
o
N

of
c O am8 N

.Q
v o

G.) O
o on
o
m

8

z

3
' U

5

8
8*
8
E
8

8 8
°'&Ea
83

°§g o

l ~ s-4

D H

so -8
8 0

3,
"Q88"382

8

88
9444"

> Q

< z

$8
_, o o
vo U U O

<r
-I





Data Request/

Workpaper No. Subject Confidential No. of Pages Page No.

STF-13-21 Yuma Manors System Improvement Project No 2 2 - 3

STF-13-11 Uncollectibles No 1 4
STF-6-49 Intangible Plant (03/20/08 Supp) No 4 5 - 8

STF-11-4 Amortizations No 3 9- 11

STF-13-12 Intangible Plant No 1 12

RUCO-7-2 TEP Bypass without attachments (05/14/08 Supp) No 2 13 - 14

STF-1-78 Payroll, Incentive Programs (03/25/08 Supp) No 2 15 - 16

RUC0-1-10 Employee Incentives (03/25/08 Supp) No 2 17 - 18

STF-13-13 Injuries and Damages No 6 19 -24

STF-13-14 Injuries and Damages No 8 25 -32

STF-13-15 Injuries and Damages No 1 33

STF-13-16 Injuries and Damages No 1 34

STF-13-17 Injuries and Damages No 1 35

STF-13-19 Injuries and Damages No 6 36 -41

STF-13-20 Injuries and Damages No 23 42-64
STF-6-42 Management Incentive Compensation (3/25/08 Supp) No 2 65 -66

UNS Gas-AZ Sales Tax Payment Lag No l 67

UNS Electric-AZ Sales Tax Payment Lag No 1 68

TEP Lead/Lag Study-AZ Sales Tax Payment Lag No 1 69

STF-l1-3 Attach

Illustrative Samples of SWG's AZ City Sales Tax

Returns No 10 70- 79

STF-11-3 Attach

Illustrative Samples of SWG's AZ State Use and

Severance Tax Return No 4 80 - 83

Total Pages Including this Page 83
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Attachment RCS-8
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Ralph C. Smith
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313-021
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A-07-0504

ARIZONA CCRPORATION COMMISSION
DATA REQUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
MAY 13, 2008

Request No. ACC-STF-_3-21:

Yuma Manors. Please identify all of  the rate base and operating expense
adjustments that Southwest would propose relating tb tale' $320,779 idehtifiéd in
Mr. Mashas' rebuttal testimony at page 13.

Respondent: Revenue Requirements

Response:

Attached is the calculation of the reduction to rate base ($320,779), depreciation
($15,175) and property tax ($5,499) associated with the $320,779 of overtime, shift
premiums, etc., incurred in replacing the Yuma Manors steel pipe system that were
identified in the rebuttal testimony of Robert Mashas.
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313-011
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A~07-0504

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
MAY 13, 2008

Request No. ACC-STF-13-11:

Uncollectibles. Refer to Randi Aldridge's rebuttal testimony at page 5-6. (a)
Please identify the amount of Uncollectibles Expense SWG is now recommending.
(b) Please include all supporting documentation and calculations for that amount.
(c) Does SWG agree with Staff's adjustments for Customer Deposits and Customer
Advances? If not, explain fully why not.

Respondent: Revenue Requirements

Response:

a. Southwest's request for uncollectibles expense is unchanged from its initial
filing. Southwest continues to request the test year recorded uncollectibles
expense of $2,977,729

b. Please see Schedule C-1, Sheet 3, Line 26.

c. Southwest agrees with the rationale employed bY Staff, if that Staff is using a
number for customer deposits and customer advances that it believes best reflects
the conditions on a going-forward basis, which is the same rationale used by the
Company with respect to its uncollectibles expense. Furthermore, the Company
believes the Commission should be consistent with respect to these adjustments
and the rationale used by the parties; As such, if  the Commission approves
Southwest's rationale for its uncollectibles expense, Southwest would not object to
the rationale of Staff with respect to the adjustments for customer deposits and
customer advances.
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Docket No. G-01551A-07-0504
Attachment RCS-8
Page 5 of 83

254-049
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A-07-0504

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-6

(ACC-STF-6-1 THROUGH ACC-STF-6-50)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
DECEMBER 28, 2007

Request No. ACC~STF-6-49:

System Allocable miscellaneous intangible plant (Account 303). Refer to Ms.
Aldridge's direct testimony at page 18.

Please provide a detailed itemization, with amounts and descriptions, of all of
the actual projects closed to plant af ter the end of the test year and by
December 31, 2007.

b. For each project listed in response to part a, please provide the Company's
proposed amortization period, and the basis for such amortization period.

Please provide a detailed listing of all projects with an amortization period
expiring December 31, 2007 or earlier that the Company has removed from
rate base.

Please provide a detailed listing of all projects with an amortization period
scheduled to expire between December 31, 2007 and June 30, 2008.

Please provide a listing and descriptions of all amortizable projects budgeted to
be placed into service between December 31, 2007 and June 30, 2008, and
the estimated in-service cost and date of each.

Respondent: Revenue Requirements

Response: SUPPLEMENTAL ATTACHMENT- MARCH to, 2008

a. and b. Southwest's books for December 2007 have not yet been closed
Southwest will provide a supplemental response after the data becomes available
in late-February or early-March 2008

e.

c.

d.

a.

(Continued on Page 2)



Docket No G-01551A-07-0504
Attachment RCS~8
Page 6 of 83

254-049
Page 2

Response to STF-6-49: (continued)

c. A detailed listing of the projects with an amortization period expiring December
31, 2007 or earlier, that the Company removed from rate base was provided in WP
Schedule C-2, Adjustment No. 14, Sheet 86, Lines 24-50, and Sheet 87, Lines 1-
11.

d. A list of all projects with an amortization period scheduled to expire between
December 31, 2007 and June 30, 2008 was provided in WP Schedule C-2,
Adjustment No. 17, Sheet 87. The projects are sorted by expiration date, please
see the "Expiration Date" column.

e. There are several projects that were budgeted to be placed into service during
2008, but whether these projects will close before or after June 30, 2008 is
unknown at this time. Southwest will update this response if and when more
information becomes available.
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Attachment
Supplemental

STF-s-49a
Sheet 1 of 1

SOUTHWEST GAS CORPORATION
SYSTEM ALLOCABLE

ACCOUNT 303 - PROJECTS CLOSED BETWEEN 5/1/07 THROUGH 12/31/07
UPDATE: RESPONSE TO STF-6-49

In-Service
Date

Asset
Balance

Monthly
Expense

Annual
ExpenseDescription

Load Balancers
Comm Vault Licences
Citrix Presentation Licenses
Lefthand Network Expansion
Pl Data Access
Autocad Training
Receivables Software
Oracle E Business Licenses
ACD Reporting License
Powerbroker License
Tivoli Workload Scheduler
Powerbroker License
Trident OS/EM Licenses
UPK Software
MAPX GIS Software
Oracle Internet Licenses
HP Licenses
Ops Mgr Sewer Licenses
WMS Test Project

Asset ID
07001151
07001149
07001152
07001150
07001456
07001455
07001457
07002004
07002005
07002910
07002911
07002913
07002914
07002912
07002915
07003142
07003143
07003144
07003141

05/24/07
05/24/07
05/24/07
05/24/07
06/27/07
06/29/07
06/29/07
08/27/07
08/27/07
10/31 /07
10/31 /07
11/30/07
11/30/07
12/17/07
12/22/07
12/22/07
12/22/07
12/22/07
12/31 /07

$ $ $

$

37,781
10,419
82,628
15,489
25,900
128,129
75,084
172,400
20,678
10,926

110,638
11 ,960
55,300
189,398
35,030
49, 177
54,728
61 ,285
301,580

1,449,530 $

1,049
289

2,295
430
719

3,559
2,113
4,789
574
304

3,073
332

1,536
5,261
973

1,366
1,520
1,702
8,377

40,261 $

12,588
8,488

27,540
5,180
8,628

42,708
25,356
57,468
6,888
8,848

36,876
8,984
18,432
63.132
11 ,878
16,392
18,240
20,424
100,524
483,182

4

STF-6-49 Supplemental Acct 303 Closed 5-1 to 12-31 2007
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Supplemental
STF-6-49e

Sheet 1 of  1

SOUTHWEST GAS CORPORATION
SYSTEM ALLOCABLE

ACCOUNT 303 _ PROJECTS IN CWIP EXPECTED TO CLOSE BY 5/30/08
UPDATE: RESPONSE TO STF-6-49

Balance
@2/29/08
$ 88,406

103.854

Est Amount Est Service
EMRS/LMR Software Module
Purchase Chardware Software
Purchase Questionmark Software
WMS/EMRS Interface Phase Ill
Sun Memory for Oracle
Microsoft Licenses
Vasco and Office Licenses

52-C5100055
52-C7100056
52-C7100067
52-C8100004
61-C7100131
61-C7100132
61-C7100133

43.395

$ 430,000
300.000
12.500

300.000
g

105.970
105.726

1.264.196

3 years
3 years
3 years
3 years
3 years
3 years
3 years

74.937

106.726
$  4 5 2 , 5 8 5 s

STF-6-49 Supplemental Acct 303 CWIP@2-28-08
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298-004
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A-07-0504

* * *

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-11

(ACC-STF-11-1 THROUGH ACC-STF-11 -15)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
MARCH 3, 2008

Request No. ACC-STF-11~4:

Amortizations. Refer to Southwest's W/P Schedule C-2, Sheet 89, Adjustment No.
14. For each item of new amortization listed in the following table, please provide
the following information: (1) the actual cost, (2) the actual date placed into service,
and (3) the documentation relied upon for the amortization period/sewice life:

New Amor l izatbns beginning before 12/31/07

Dacripiim [11
(a)

Amoral
Amortization

c=>>

CWP
Balance

@4/30/07
(G)

Estimated
In-Sewice

D o e

(d)

Estimated
A s i a

Amount

(e)

Service

Life

(f)

AuWoc2ld Nlap3D 2007
Pi Dain Access

Receivables Software
Load Bdamoa
MacKirmeyv9cobol Lioemse

Citrix Presentation Lioerse
San Leftward rework Expansion

ENRS/LMR Software Module
ENRS Software
Orate UPK Lioemses

Oracle PUI Lioawses
Total New Amortizati ons

$ 6/30/2007 $
6/30/2007

6/308007
6/30/2007
6/30/2007

8/30/2007
6/30/2007

12/31/2007
12/31/2007
12/31/2007

12/3112007

3 years
3 years

3 years
3 years
3 years

3 years
3 years

3 years
3 years
3 years

3 years
s

60,000 $
a,000

35,000
12,667
3,500

27,667
5,167

143,333
116,667
83,333
70.000

565,333 $

125,879
25,900
57,238
37,780
10,420
82,628
15,489
88,406
99,510

0
0

543,250 $

180,000
24,000

105,000
38,000
10,500

83,000
15,500

430,000
350,000
250,000

210.000
1,696,000

Respondent: Revenue Requirements

Response

Please see the attached worksheet for the actual in-service amounts and dates for
the projects in the above table. The EMRS/LMR Module is still in CWlP

(Continued on Page 2)
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298-004
Page 2

Response to STF-11-4: (continued)

Generally, Southwest assigns a three-year service life to small software projects or
sof tware license purchases under $1 million. This assignment is based on
seasoned professional judgment, and there is no documentation Southwest relied
upon to determine a service life for the above projects.
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I

SOUTHWEST GAS CORPORATION

SYSTEM ALLOCABLE

INTANGIBLE PLANT IN CWIP AT 4/30/07

ACTUAL COST AND IN-SERVICE DATE

Description [1]

(a)

In-Service
Date

(b)

Asset
Amount

(C)

1
2
3
4
5
6
7
8
9
10
11

Autocad Map 3D 2007
Pi Data Access
Receivables Software
Load Balancer
MacKinney VS/Cobol License
Citrix Presentation License
San Lefthand Network Expansion
EMRS/LMR Software Module
EMRS Software
Oracle UPK Licenses
Oracle PUI Licenses

6/29/2007 $
6/27/2007
6/29/2007
5/24/2007
5/24/2007
5/24/2007
5/24/2007

N/A
1/28/2008

12/17/2007
8/27/2007

128,129
25,900
76,084
37,781
10,149
82,628
15,489

[1]
195,120
189.398
172,400

1
2
3
4
5
6
7

[1 ] This project is still in CWIP

v7i01 I Sheetl
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313-012
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A-07-0504

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF~13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
MAY 13, 2008

ReQuest No. ACC-STF-13-12:

Intangible plant. Refer to Aldridge rebuttal Q/A 31. (a) Please identify which
intangible projects recorded as Plant as of December 31, 2007 by SWG that SWG
alleges that Staff did not include. (b) For each such not included intangible project
please state fully SWG's understanding of why it was not included by Staff

Respondent: Revenue Requirements

Response

a. Please refer to the Company's response to STF-6-49 for a complete list of
miscellaneous intangible plant projects closed f rom May 1, 2007 through
December 31, 2007. The items that Staff did not include when updating intangible
plant through December 31, 2007 were: ACD Reporting, Powerbroker (2 line
items), Tivoli Workload, Trident, MAPX GIS, Oracle Internet, HP, Ops Mgr Sewer
and WMS Test Project, totaling $738,228. Southwest originally requested to
include $1,696,000 in its adjustment. After the update to actual, that amount is
reduced to $1 ,449,530, not $737,958 as Staff proposes (amounts are original asset
balances, before allocation to Arizona)

b. Southwest does not understand why Staff did not include these projects in its
update of miscellaneous intangible plait to December' 317 2007, as they were
included in the response to STF-6-49
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302-002
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A_07-0504

* * *

RESIDENTIAL UTILITY CONSUMER OFFICE
DATA REQUEST no. RUCO-7

(RUCO-7-1 THROUGH RUC0-7-10)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
MARCH 7, 2008

Request No. RUCO~7-2:

TEP Bypass

Refer to the testimony on page 8 of the testimony of James Cattanach regarding
the TEP bypass and provide the following information:

a) Identify each plant item that will be retired as a result of the TEP bypass.
Provide dollar amounts as well as plant account numbers,

b) Identify each plant item that will be sold as a result of the TEP bypass. Pro-
vide book value, plant account numbers and actual or estimated sales price;
and

c) Identify all test year O&M costs that will be avoided as a result of the by
pass

Respondent: Plant Accounting, Key Accounts, Pricing

Response: SUPPLEMENTAL RESPONSE _-» MAY 14, 2008

Please find attached the signed Sundt Generating Station Interconnect Purchase
and Sale Agreement between TEP, El' Paso, and Southwest. This document
completed the sale of the interconnection facilities from Southwest to TEP and El
Paso for the bypass of the Sundt Generating Station from Southwest's system. As
of April 1, 2008, Southwest no longer provided service to TEP's Sundt Generating
Station

(Continued on Page 2)
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302-002
Page 2

Response to RUCO-7-2: (continued)

Qriginal Response:

A) A high pressure metering facility and 1,867 feet of 12-inch steel pipe will be re-
tired as a result of the TEP bypass. The original amount for the metering facility to
be retired is $182,093 and the retirement amount for the piping to be retired is
$28,526. The net book value as of April 30, 2007, for the metering facility is
$151 ,351 and the net book value of the piping is $25,439. The net book value as of
March 31, 2008, the expected sales date, for the metering facility is $144,156 and
the net book value of the piping is $24,440.

B) The facilities described in the response to a) are anticipated to be sold as a
result of the TEP bypass. Although the sales agreement between Southwest, TEP,
and El Paso is not final, the tentative sales prices are $398,381 and $350,000 for
the Alternate Feed Line (pipe) and Meter Set Assembly (MSA), respectively.

C) Attached is a worksheet that provides the estimated annual maintenance
related to the facilities to be sold as a result of the TEP bypass.
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241-078
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A-07-0504

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-1

(ACC-STF-1 -1 THROUGH ACC-STF~1 -99)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
NOVEMBER 9, 2007

Request No. STF-1-78:

Payroll, Incentive Programs. Please provide complete copies of  any bonus
programs or 'incentive 'award programs"in effect at the Company for the most
recent three years. Identify all incentive and bonus program expense incurred in
2005, 2006 and 2007. Identify the accounts charged. Identify all incentive and
bonus program expense charged or allocated to the Company from affiliates in
2005, 2006 and 2007.

Respondent: Human Resources / Revenue Requirements

Response: CORRECTED SUPPLEMENTAL ATTACHMENT- MARCH 252008

SUPPLEMENTAL A TTA CHMEN T _ DECEMBER 17, 2007

The Management Incentive Plan and Special Incentive Plan are discussed in the
Company's response to data request no. STF-1-49. The current document for the
Service Planning Quality Incentive Award is attached as Attachment A. The
expense incurred in 2005, 2006, and for the test year ended April 2007 for each
program is attached as Attachment B. Please note the amounts shown for
"Corporate" are before 4-Factor allocation to Arizona.

There are no incentive or bonus program expenses allocated from affiliates.
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SOUTHWEST GAS CORPORATION
ARIZONA GENERAL RATE CASE

INCENTIVE PROGRAMS
IN RESPONSE TO DATA REQUEST no. STF-1 -78

UPDATED 3/25/08

DATE CORP AZ Account
MIP
Eligibility: Sr Mgrs and Above 2004 $

2005
2006

12ME Apr 07

5,699,300
5,681,550
5,241,806
5,919,502

920
920
920
920

Exempt Special Incentive
Eligibility; All non~incentive
exempts with at least 6
mos. service

2004
2005
2006

12ME Apr 07

$ 150,700
148,450
154,500
151,250

920
920
920
920

Service Planning
Quality Incentive Award
Eligibility: service planners,
their sups and managers,
industrial gas engineers

2004
2005
2006

12ME Apr 07

$ 168,035
140,171
143,865
137,522

$ 431,425
465,150
367,534
290,004

903
903
903
903

Stock Option Expense
Expense that must be
recognized on Southwest's
books

la

5.

2004
2005
2006

12ME Apr 07
1.493.694
1.507.520

920
920
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243-010
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A-07-0504

* * *

RESIDENTIAL UTILITY CONSUMER OFFICE
DATA REQUEST no. RUCO-1

(RUCO-1-1 THROUGH RUCO-1 -22)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
_ARrzon-A CURP1OR¢llTI'ON-COMMlSSlON
NOVEMBER 27, 2007

Request No. RUC0-1-10:

Employee Incentives

Please provide a description of each current employee incentive program. For
each program offered, provide the following additional information:

a) » - - Employee- eligibility,

b) Cost incurred in each year 2004, 2005, 2006, and the test
year, and

The account where each expense identified in part b) was
recorded.

C)

Respondent: Human Resources

Response: SUPPLEMENTAL ATTA CHMENT- MARCH 25, 2008

A description of each current employee incentive program was provided in the
Company's response to data request nos. STF-1-49 and STF-1-78, provided in
response to data request no. RUCO-1-6.

Please see the attached schedule for the information requested in parts a) through
c), Please note that amounts shown for ."Corporate" are before 4-Factor allocation
to Arizona.
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v

Attachment
RUCO-1 -10

Sheet 1 of 1
SOUTHWEST GAS CORPORATION
ARIZONA GENERAL RATE CASE

INCENTIVE PROGRAMS
IN RESPONSE TO DATA REQUEST no. RUCO-1 -10

UPDATED 3/25/08

DATE CORP AZ Account
MIP
Eligiblityz Sr Mgrs and Above 2004

2005
2006

12ME Apr 07

$ 5,699,300
5,681,550
5,241,806
5,919,502

920
920
920
920

Exempt Special Incentive
Eligibility: All non-incentive
exempts with at least e
mos. service

2004
2005
2006

12ME Apr 07

s 150,700
148,450
154,500
151,250

920
920
920
920

Service Planning
Quality Incentive Award
Eligiblityz service planners,
their sups and managers,
industrial gas engineers .

2004
2005
2006

_12{vlE Apr of

$ 168,035
140,171
143,865
137.522

$ 431,425
465,150
357,534
'290,004

903
903
903
903

Stock Option Expense
Expense that must be
recognized on Southwest's
books

2004
2005
2006

12ME Apr 07
1.493.694
1.507.520

n/a
n/a

920
920
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313-013
SOUTHWEST GAS CCRPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551 A-07-0504

* * *

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551 A-07-0504
ARIZONA CORPORATION COMMISSION
MAY 13, 2008

Request No. ACC-STF-13-13:

Injuries and damages. Refer to Bob Mashas rebuttal testimony at page 3, lines 1 -
3: However, Staff excludes a $10 million dollar expense recorded in 2006 related
to an incident that occurred in Arizona in 2005. For purposes of responding to this
question, please assume that the cost to SWG for the May 2005 incident should
be excluded. Under that hypothetical, please show in detail what amount of self-
insurance expense SWG would propose.

Respondent: Revenue Requirements

Response:

Attached is a file that calculates the Company's filed proposed Adjustment No. 10
Injuries and Damages, excluding the May 2005 incident as requested above

The Company's filed Adjustment No. 10, would have been $1 ,901,727 in place of
the $2,228,455 shown on filed Schedule C-2, Sheet 1, Line 15, Column (f). The
difference is $326,728 and is calculated as follows

Self-lnsured Retention (Up to $1 million per incident)
Amount of claim included in calculation ($5 million maximum)
Total Impact of May 2005 Incident
Number of Years
Ten Year Average
Less: Paiute Allocation @ 3.96%
Net Subject to "4" Factor Allocation
Arizona "4" Factor Allocation
Arizona Allocation

$1 ,000,000
5.000.000

$6,000,000
10

$600,000
23.760

$576,240
56.709

$326,728



STF-13-13
Docket No. G-01551A-07-0504S h e e t  1  o f  s
Attachment RCS-8
Page 20 of 83

SOUTHWEST GAS CORPORATION
ARIZONA

SELF-INSURED RETENTION NORMALIZATION
(TEN YEAR AVERAGE $5.0 MILLION AGGREGATE)
ADJUSTMENT no. 10 EXCLUDING MAY 2005 INCIDENT

RESPONSE TO STF-13.13

Line
No. Description

(a)

Reference

(b)

Allocation
Percent

(<=)

System
Alkxzable

(d)

10-Year
Total

(d)

Total
Arizona
Accrual

(e)

Line
No.

WP C-2. Adi- 10
1
2
3
4
5

Claims Paid
< $1 ,000,000
At $1 ,000.000
> $1 ,000,000 < $5,000,000

Total Claims Paid
10 Year Average

1
2
3
4
5

Less FERC Allocation @3.96% C-1,Sh 18 3.96% 6

7

6

7

8

System Allocable

Arizona 4-Facztor c-1.sh 19 56.70%

$ 7,698,138
7,000,000

11,963,879
$ 26,662,017

$ 2,666,202

(105,582)

$ 2,550,620

$ 1,451,872

9
10 C-1

C-1. Sh 19

s 200,000
(7,920)

192,080

12
$

56.70%
100.00%
100.00%

$ 108,909

13
14

Recorded Amounts
Less FERC relocation @3.96%

Net System Allocable
Arizona 4-Factor
Arlzona Direct (Reclass from Acct 923)
ArizonaDirect
TotalRecorded Arizona

(558,755)
(449,856)

13
14

15 Total Adjustment Including May 2005 Incident and $300,000 redass

$.

$ 1.901.727 15

STF-13.13 Inc. and Damages Restated Exd May 2005.xls Sch. C-2, Adi. No.10



o

Docket NQ G-01551A-07-0504 ST F-13-13
Attachment Ros-8 Sheet  2  of  5
Page 21 of 83

C  d
I__IZ * N W <!' LD co /\ of o> 1 -

*
' N

1-
m
\-

3 4"4.
| -

mo o n
("')©f\\-
v"OWO
rococo<Q<a°z"Q
laI~\-(D

N N  o
o of N
q LQ 'Q
co 'D o8 o ¢D_ v' LT
N N

oN
*Qo(D
IQN

§
c>
'w
co
ID

N
l~
etW
LD
<£F

on ID
c (D
Q r~
ea of
a 10
1- ID

r~N
InF
o
°z1"

he he he he

88
92
'Do

aw

88

he

co
N
1-'
<r1"

ea he

\ D o o w 0ID I-O
N. <4
v v

so 9 vo

9QNEB
' :
<

I\
m
m_
l>
r~
Q
N

8
o
fs
co
1-0

:homoCDOO
° Q ° * . ° Zmockupoocor~
° Q ° ° 1 ' i
n o w - o o

ea w

ea

N
r~
'Q
v-
ID
<4

615

u
o

Eu
c
o
1:he

4-0

w
E
o

E
m
o
o
N
>
N

o
'U

EArwl- >-
C

c o 9 v
o o l~ No o r~ N
m o N N

r~| \N
8<rl\

o
of
cm

4-4

as
o

. -o
m
_\.

m 4: Q
g  8

g NQ O
<  2  U

an E a>go 'D

LE u.l

o

Q 5 3
o38 N

ro

4.
'QE

n g

-38;§=><<»

w e

o
a m

E
4

o

Q 0 9 " o8`8*;
<¢7>ga

v  8 8

F N CO W' LD (D r~ of OJ



Docket No. G-01551A-07-0504 STF-13-13
Attachment Rcs-8 S h ee t 3 of  5
Page 22 of 83

SOUTHWEST GAS CORPORATION
ARIZONA

TEN YEAR HISTORY OF LIABILITY CLAIMS

ADJUSTMENT no. 10 EXCLUDING MAY 2005 INCIDENT
RESPONSE TO STF-13.13

Line
No. Year

(a)

Paiute

(b)

So. Ca.

(C)

No. ca.

(d)

So. Nv.
(e)

No. Nv.

(f)

Arizona

(9)

Sys Allow.
(h)

Total
(i)

Line
No.

Less Than $1,000,000 Self-Insurance Per Claim
450,384

1,494,253
37,545

123,755
6,250

18,125
256,333
208,216
415,093

195,000
100,000

50,000

27,500

31,000
92,500

342,000

609,455
400,000
95,491

560,500
179,500

1 ,853,678
17,500

1
2
3
4
5
6
7
8
g
10
11
12
13

1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2006
2007

Accts. Reclass

1
2
3
4
5
6
7
8
g
10
11
12
13$ 141,255 $

450,384
1,618,008

300,128
421 ,341

1,124,548
400,000
176,491
653,000
566,500

1,853,578
0

134960
7,698,138

5,001 129,059
0  s 177,500 s 24,375 s 1,350,143 s 195,000 s 5,809,865 $

- $1,000,000 Self-Insurance Per Claim
1,000,000
2,000,0001 ,000,0D0

1 ,000,000

1 ,000,000
0

1997
1998
1999
2000
2001
2002
2003
2004

2005

2006
2007

1 ,000,000 [ May 200s|

14
15
16
17
18
19
20
21

22

23
24
25

14
15
16
17
l a
19
20
21

22

23
24
25 $ 0$ 0  $ 0  $ 1,000,000 $ 2,000,000 $ 4,000,000 $

$5 Million Aggregate above $1,000,000 Self-Insurance Per Claim
2,726,235
1,739,870

0  $

1 ,000,000
3,000,000

0
1 ,000,000

0
0

1 ,000.000
0

1 ,000,000

0
0

7,000,000

8,272

991 ,502

26
27
28
29
30
31
32
33

34

35
36
37

1997
1998
1999
2000
2001
2002
2003
2004

2005

2006
2007

5,000,000
1,500,000

| May 2005 |

2,726,235
1,746,142

0
991,502

0
0

5,000,000
1,500,000

0

0
0

0  $ 11,963,879

26
27
28
29
30
31
32
33

M

35
36
370  $ 0  $ 997,774 $ 10,966,105 s

38 Total $ 0  s 177.500 $ 24,375 $ 2,350,143 $ 3,192,774 s 20,775,970 $ 141,255 s 26,662,017 38

[1] Amounts for 1997 (May-December)and 2007 (January-April) are a partial year, 1998 through 2006 are based
on lender year amounts

STF-13.13 Inc. and Damages Restated Exd May 2005.xls WP Adj1D She
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313-014
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551 A-07-0504

* * *

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

DOCKET NO
COMMISSION
DATE OF REQUEST

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
MAY 13. 2008

R6GU€Si No. ACC-STF-18-14

Injuries and damages. Refer to Bob Mashas' rebuttal testimony on injuries and
damages. (A) Please identify exactly where in the prior Southwest rate case, the
Company informed the Commission about the cost of the May 2005 incident. (B)
Please identify the last time prior to May 2005 when the Company had experienced
a similar level of cost to the self-insured cost that was incurred by Southwest for the
May 2005 incident. (c ) Please identify about how many years, on average, when
Southwest anticipates experiencing another incident as costly to the company as the
May 2005 gas leak fire. (D ) Does the Company view the May 2005 gas leak fire
cost as a nonrecurring event? If not, please identify approximately when and in
what amounts the Company anticipates such an incident will reoccur in the future

Respondent: Revenue Requirements

Response

(a) Please see response at Staff Data Bequest No STF-13.20

(b) January 2003

(c) Including the May 2005 incident, the actual experience during the 17-year period
(1991 -2007) included four such major incidents, or one every four years

(d) No. Please reference (b) and (c) above. The issue is not whether an incident
as large as the May 2005 will occur, but whether there is a likelihood of an
incident(s) with an expense greater than $1 million with an aggregate additional
expense up to $5 million above the $1 million self-insured retention. The three
incidents referenced above, along with the May 2005 incident, are examples of such
occurrences

(Continued on Page 2)
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313-014
Page 2

Response to Request No. ACC-STF-13~14: (continued)

Attached are two files that provide the information included in the Company's last
general rate case, where the treatment of using all jurisdictional self-insured
retentions as System Allocable expense and the introduction of the self-insured
aggregate was first presented in Southwest ratemaking. The first file includes the
Company's f iled Schedule C-2, Adjustment No. to, (14-year average) and the
workpapers supporting that adjustment. Workpaper Sheet No. 2, shows that there
were ten incidents that exceed the $1 million self-insured retention, two exceeded
$10 million aggregate (one in 1998 and one in 2003) and another one in 1993 $8.8
million) exceed $5 million but less than $10 million. All of the above are examples of
costs that are likely to occur within this component of the injuries and damages
expense, The schedule clearly shows that no one specific year is indicative of a
going forward expectation of expense. Thus it is reasonable to use a 10-year
average in order to smooth the expense to a reasonably expected level during the
going-forward rate effective period

The second file recalculates the Company's adjustment using a 10-year average
The Staf f  proposed, and the Company agreed, that a 10-year average was
reasonable. Also attached are copies of Staff witness James Dorf's Surrebuttal and
Surrebuttal Schedule JJD-15, where he proposed a 10-year average of  all
jurisdictional self-insured claims as System Allocable including a restatement of the
10-year year experience to reflect the then $10 million aggregate. Finally, attached
is a file that restates the Company's history using only the most recent t0-years
This schedule ties to the Staff's proposed adjustment. Please note that the January
2003 claim was restated to reflect the $10 million aggregate used in the last rate
case. in the Company's current application, the January 2003 claim is restated to
reflect the current $5 million aggregate

The file that restates the prior rate case to the Staff's 10-year average includes
additional information in the Adjustment No. 10 format that compares the numbers
used in the current case to those that were used in the prior rate case. in both
instances the total claims shown on line 4 (claims below $1 million, $1 million and
the $10 million/$5 million aggregate) are nearly identical. The FERC and Arizona
allocations have decreased slightly, but the Arizona allocated amount shown on line
8 are nearly the same. The 2004 number was $1,731,312 while the 2007 is
$1 ,762,268. The number that has changed dramatically is the recorded number
shown on line 14. During the last test year the recorded was a positive $562,552
while the current test year is a negative $749,856. Using accrual accounting it is
possible to have one t2-month period with a negative number and another period
with a large positive number. This is why the Company believes that using a
relatively large (10-year) period of actual claims paid rather than recorded accrual
periods is the appropriate method to establish a normalized level for a potential
volatile year-to-year expense. in the last rate case the required adjustment was
$1 ,168,760 since the recorded number was a positive $562,552. In the current case
the $2,512,119 adjustment to recorded expense appears to be significantly larger
when in fact the end result ($1,762,263) is only $30,951 ($t,762,263 - $1,731,312)
larger than the last rate case
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SOUTHWEST GAS CORPORATION

ARIZONA

FOURTEEN YEAR HISTORY OF LIABILITY CLAIMS

FOR AMOUNTS LESS THAN ONE MILLION AND TEN MILLION AGGREGATE PER YEAR

DOCKET no. G-01551A-04-0876

RESPONSE TO STAFF-13.14

Docket No. G-01551A-07-0504STF-13-14
Attachment RCS-8
Page 29 of 83

Sheet 3 of 6

Year Paiute So. Ca. No. Ca. So. Nv. No. Nv. Arizona Syst Allow. Total

$ 30,262 $ s
3,000

$

G5.000
100,000
43,500

285,000

Less Than $1,000,000 Self-Insurance Per Claim
$ 154,750 $ 85,568 $ 716,732 $

583,500 293,000 116,396
36,000 252,813 407,500

35,000
96,183

265,998
618,384

1,494,253
37,545

50,000
79,644

63,545

123,755

1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

6,250
18,125

256,333
208,216
415,093

195,000

997,312
995,896
696,313
100,000
481,183
423,143
698,028

1 ,s18,008
300,128
421 ,341

1 ,124~,548
400,000
176,491
125,500

8,557,891$ 30,262 $

100,000

50,000

361,500 $ 4,

609,455
400,000
95,491
33,000

925,937 $ 187,400 $

z

$ $ $

31,000
92,500

24,375 $ 2,072,392 $ 95s,025 s
s1,60C,000 Self-InsurancePer Claim

$ $ $ $ $

2,000,000

1 ,000,000

1,000,000

1 ,000,000
1 ,000,000
2,000,000

1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

1 ,000,0D0

1 ,000,000

0
0

2,000,000
0

1 ,000,000
1 ,000,000
1 ,000,000
3,000,000

0
1 .000,000

0
1 ,000,000

0
o

0 s 10,000,0000$

s $

0 $ 0 $ 1,000,000 $ 1,000,000 $ 8,000,000 s

$10 Million Agregate above $1,000,000 Self-Insurance Per claim
$ $ $ $. $ $

18,800,000

185,500

1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

6.300

99t 500

1 .898.000
2.726.000

740.000

0
0

18,800,000
0

185,500
898.000

2.726.000
1 .746.300

0
991 500

0 $ 0  s 185.500 s

10,000,000

997,800 $ 35,164,000 $

10.000.000
0

0 $ 36,347,300

STF-13.14 Inc. and Dam W-P Aug 2004 TVE Filed 14 Yr Avg.xls WP Adj10 Sh2
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STF-13-14
Sheet 6 of 6SOUTHWEST GAS CORPORATION

ARIZONA
FOURTEEN YEARHISTORY OF LlABlLITYICLAlMS

FOR AMOUNTS LESS THAN ONE MILLION AND TEN MIELION AGGREGATE PER YEAR
DOCKET no. G-01551A-04-0876

RESPONSE TO STAFF-13.14
l

Year Paiute So. Ca. No. Ca. So. Nv. No. Nv. Arizona Syst Alloc. Total

1991
1992

s $ s
Less Than s1,ooo,000 Self-lnsuran:e Per Claim

s $ $ $ $ 0
0

100.00065.000
100.000
43.500

285.000
50.000 265.998

1997
1.494.253 123.755

256.333
208.216
415.093

195.000
100.000

423.143
698.028

1.618.008
300.128

341
1.124.548

400.000
176.491
125.500

5,868,3700$ 358,500 $

609.455
400.000
95.491
33.000

24,s75 $ 1,288,142 $ 324,644 $ 3,685,309 s
$1,000,000 Self-Insurance Per Claim

$ s

187,400 $

1991 $ $ 0
0
0l 1993

1.000.000
1.000.000

1.000.000 2.000.000

1.000.000

1.000.000

1 .000.000
1 .000.000
1 .000.000
3.000.000

0
1 .000.000

0
1 .000.000

0

0  $ 0  $ 8,000,000

i 1991 $

0  $ 0  $ 1,000,000 $ 1,000,000 s 6,000,000 $
$10 Million Agregate above $1,000,000 Self-Insurance Per Claim

$ $ s

185.500
1.898.000
2.725.000
1 .740.000

185.500
1 .898.000
2.726.000
1.746.300

0

0

10.000.000 10.000.000

0$ 0  $ 185,500 s --997,800 -$- 164364,000 s 0 $ 17~,547,-300

3

STF-13.14 Inc. and Dam W-P Aug 2004 TYE Staff Surrebutal 10 Yr Avg.xls WP Adj10 she
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313-015
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551 A-07-0504

* * *

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
MAY 13, 2008

Request No. ACC-STF-13-15:

Injuries and damages. Refer to Bob Mashas' rebuttal testimony at page 5, lines
25-27: This exercise is necessary to calculate a ten-year average that is reflective
of a level of expense that will be incurred during the rate effective period. (A) Does
the Company agree that the objective of this rate case is to derive a level of
expense that will be incurred during the rate effective period? If not, explain fully
why not. (B) Does the Company agree that a backward-looking period which
contained an extreme event - the cost of the May 2005 gas leak fire - might not
always be the best way to derive a level of expense that will be incurred during the
rate effective period? If not, explain fully why not. (C ) Please clarify exactly what
is the rate effective period referred to on page 5, line 27. identify the years and
months in such rate effective period

Respondent: Revenue Requirements

Response

(a) Please reference the Company's response to Stay' Data Request No. STF
13.14 (d)

(b) The Company disagrees. please reference the Company's response to Staff
Data Request No. STF-13.14 (d)

(c) The rate effective period is the time that the rates pursuant to this proceeding
are in effect. The Company anticipates the rates pursuant to this proceeding to be
in effect during the fourth quarter 2008 and be in effect for at least three years
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313-016

SOUTHWEST GAS CORPORATION
2007 GENERAL RATE CASE

DOCKET no. G-01551 A-07-0504
* * *

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551 A-07-0504
ARIZONA CORPORATiON COMMISSION
MAY 13, 2008

Request No. ACC-STF-13-16:

Injuries and damages. Refer to Mr. Mashas' rebuttal testimony at page 6, lines s-
7. (A) Please identify the cost of the additional layer of insurance. (B) Would the
cost of that additional layer of insurance be borne by ratepayers as a result of the
SWG recommendation in the current rate case? If not, explain fully why not. (C)
Based on SWG's understanding, would the cost of  that additional layer of
insurance be borne by ratepayers as a result of the Staff's recommendation in the
current rate case? If not, explain fully why not.

Respondent: Revenue Requirements

Response:

(a) The cost of the $5 million buydown from the $10 million aggregate (expense in
any given plan year above the $5 million aggregate up to the $10 million) cost
$1 ,500,000 and is included in System Allocable insurance expense.

(b) Yes.

(c) Yes.
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313-017
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551 A-07-0504

* * *

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

DOCKET NO
COMMISSION
DATE OF REQUEST

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
MAY 13. 2008

Request No. ACC-STF-13-17

Injuries and damages. Is Mr. Mashes attempting to shift the cost of the May 2005
gas leak fire from (1) a system allocated self-insured amount, to (2) an Arizona
direct self-insurance amount? If so, explain fully how that would be consistent with
Southwest's direct filing

Respondent: Revenue Requirements

Response

For ratemaking, Southwest treats all self-insured amounts (self-insured retentions
and aggregate amounts) as System Allocable. However, for accounting purposes
Southwest charges the rate jurisdiction where the incident occurred up to the $1
million self-insured retention. The aggregate portion of self-insurance is accounted
for as System Allocable regardless of the rate jurisdiction where the event
occurred. The aggregate portion of self-insurance is not jurisdictional specific. In a
given plan year, one or more incidents, from multiple jurisdictions, can use up the
current $5 million aggregate. Once the aggregate is reached, all additional
amounts, from one or more incidents, or rate jurisdictions, would be indemnified by
insurance carriers. The payment of the up to $1 million is the responsibility of the
Company and the amounts above the $5 million is the' responsibility of the
insurance carriers. For both accounting and ratemaking, it is appropriate to treat
the aggregate amounts as System Allocable

Since the establishment of the aggregate component of self-insurance, the May
2005 incident was the only event where the aggregate component was used and
accounted for as a System Allocable amount. Prior to the establishment of the
aggregate component of self-insurance August 1, 2004, all expense above the $1
million self-insured retention was indemnified by the Company's insurance carriers
and therefore, not recorded on the Company's books, Thus, the need to restate
history to reflect a reasonable level of aggregate self-insurance that would be
expected during the rate effective period
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313-019
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551 A-07-0504

* * *

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551A-07-0504
ARIZONA CORPORATION COMMISSION
MAY 13, 2008

Request No. ACC-STF-13-19:

Injuries and damages. (A) As of its rebuttal' filing, what amount of expense is
Southwest claiming for injuries and damages? Show in detail how that amount is
derived. (B) As of its rebuttal filing, what amount of expense is Southwest claiming
for the self-insurance portion of injuries and damages? Show in detail how that
amount is derived.

Respondent: Revenue Requirements

Response

(a) Please see the response to Stair Data Request STF-1-53(2). For Account 923
Outside Services, Arizona direct the recorded $768,490 should be increased by
$300,000 to $1,068,490. For Account 925, Injuries and Damages, Arizona Direct
the recorded $406,029 should be decreased by $300,000 to $106,029. Schedule
C-2, Adjustment No. 10, Line 13 (f) is a negative $558,765 and should be changed
to a negative $858,765

(b) As of its rebuttal filing the Company is proposing to adjust, by $2,512,t 19, the
recorded self-insured component of the injuries and damages expense. This
amount is modified to reflect the accounting error referred to in the direct testimony
of  RUCO witness Rodney Moore and shown on RUCO Schedule RLM-8
Adjustment No. 2. Attached is a f ile that calculates the Company's revised
Adjustment No. 10, which includes the impact of the $300,000 adjustment
Company witness Randi Aldridge also addresses this issue in her rebuttal
testimony

The accounting error occurred in June 2006. An adjustment to Arizona direct self
insurance was erroneously credited $300,000 to Account 923 thus understating
that account. The $300,000 should have been credited to Account 925, Injuries
and Damages, Arizona direct thus reducing the recorded Arizona direct from a
minus $558,765 to a minus $858,765
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STF-13-19
Sheet 1 of 5

SOUTHWEST GAS CORPORATION
ARIZONA

SELF-INSURED RETENTION NORMALIZATION
(TEN YEAR AVERAGE $5.0 MILLION AGGREGATE)

ADJUSTMENT no. 10 INCLUDING MAY 2005 ACCIDENT AND $300,000 RECLASS
RESPONSE TO STF-13.13

Line
No. Descript ion

(H)
Reference

(b)

Allocat ion
Percent

(c )

Sys tem
Allocable

(d)

10-Year
Total

(d)

Total
Arizona
Accrual

(e)

Line
No.

WP C-2,  Adj.  10
1
2
3
4
5

Claims Pa id
< $1,000,000
At $1 ,000,000
> $1,000,000 < $5,000,000

Total Claims Paid
10 Year Average

$ 7,398,138
8,000,000

16,963,879
$ 32,362,017

G Less FERC Allocat ion @ 3.96% C -1 , Sh  18 3 . 96%

7

8

System Allocable

Arizona 4-Factor c -1 ,  s h  19 56. 70%

1
2
3.

4
$ 3,236,202 - 5

(t28,154) 6

s 3,108,048

s 1,762,263

7

8

g
10
11
12

c-1, sh 18
200,000

(7,920)
192,080

g
10
11
12c -1,  Sh 19

$
3.96%

$
56. 70%

100.00%
100.00%

$

13
14

Recorded Amounts
Less FERC Allocat ion @ 3.96%

Net System Allocable
Arizona 4-Factor
Ar izona Direct (Reclass from Acct 923)
Arizona Direct
Total Recorded Arizona

108,909
(300,000)
(558,765)
(749,856)

13
14

1 5 Total adjustment including May 2005 incident and $300,000 declass.

$

$ 2,512,119 15

STF-13.19 Inc. and Damages Including $300,000 Redass.xlSch. C-2, Adj. No. 10
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SOUTHWEST GAS CORPORATION
ARIZONA

TEN YEAR HISTORY OF LIABILITY CLAIMS
ADJUSTMENT no. 10 INCLUDING MAY 2005 ACCIDENT AND $300,000 RECLASS

RESPONSE TO STF-13.13

Line
No. Year

(a)"
Paiute

(b)

So. Ca.

(C)

No. Ca.

(d)

So. Nv.

(e)

No. Nv.

(f)

Arizona

(Q)

Sys Allow.
(h)

Total

(1)

Line
No,

Less Than $1 ,000,000 Self-Insurance Per Claim
450,384

1,494,253
37,545

123,755
6,250

18,125
256,333
208,215
415,093

195,000

100,000

50.000

27,500

31 ,000
92,500

342,000 17,500

1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2005
2007

Accts. Reclass

450,384
1,618,008

300,128
421,341

1,124,548
400,000
176,491
653,000
556,500

1,853,678
(300,000)
134,060

7,398,138

1
2
3
4
5
6
7
8
9
10
11
12
13

1
2
3
4
5
6
7
8
9
10
11
12
13 $

5,001
0  $ 177,500 $ 24,375 $ 1,350,143 $ 195,000 $

$1,000,000 Self-Insurance Pe

609,455
400,000
95,491

550,500
179,500

1 ,853,678
(300,000)
129,059

5,509,865 $

r Claim
1 ,000,000
2,000,000

141,255 $

1 ,000,000

1 ,000,000

1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

1,000,000

1,000,000
0

1,000,000

14
15
16
17
18
19
20
21
22
23
24
25

14
15
15
17
18
19
20
21
22
23
24
25 $ 0$ 0 $ 0  $ 1,000,000 $ 2,000,000 $ 5,000,000 s

$5 Million Aggregate above $1,000,000 Self-Insurance Per Claim
2,725,235
1,739,870

0$

.1,000,000
3,000,000

0
1 ,000,000

o
0

1,000,000
0

2,000,000
0
0

8,000,000

8,272

991 ,502

26
27
28
29
30
31
32
33

34

35
36

1997
1998
1999
2000
2001
2002
2003
2004

2005

2006
2007

5,000,000
1,500,000
5,000,000 I

2,726,235
1,746,142

0
991 ,502

0
0

5,000,000
1,500,000

5,000,000

0
0

0  s 16,953,879

26
27
2B
29
30
31
32
33
34

35
35
370  $ 997,774 $ 15,966,105 $

38 Total $ 0  $ 177,500 $ 24,375 $ 2,350,143 $ 3,192,774 $ 26,475,970 s 141,255 s 32,382,017 38

[1] Amounts for 1997 (May-December) and 2007 (January-April) are a partial year; 1998 through 2006 are based
on calendar year amounts

STF~13.19 Inc, and Damages including $300,000 Redass.xls WP Adj10 Sh2
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313-020
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A-07-0504

* * *

ARIZONA CORPORATION COMMISSION
DATA REOUEST no. ACC-STF-13

(ACC-STF-13-1 THROUGH ACC-STF-13-25)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551 A-07-0504
ARIZONA CORPORATION COMMISSION
MAY 13, 2008

Request No. ACC-STF-18-20:

Injuries and damages. Ftefer toMr.'Mashas' Q7A.14. (A) Was the'cost' of the May
2005 gas leak fire known when the Commission issued Decision No, 684872 If so,
please provide the documentation showing that that cost was known at that time.
(b) isn't the unprecedentedly large cost resulting from the May 2005 gas leak fire
something that has changed, which the Commission should take into consideration
in  the  curren t  SW G ra te  case to  de termine  an  expense tha t  wou ld  be
representative of the rate effective period? If not, explain fully why not.

Respondent: Revenue Requirements

Response:

(a) The ACC Safety Division was informed telephonically of the incident within
hours of its occurrence. The Safety Division conducted a year long investigation of
the incident and concluded that no non-compliance issues were noted. Attached is
a copy of the ACC Pipeline Safety Section report on the incident. Also attached is
the Company's June 16, 2005 copy of the us DOT Form RSPA F 7100.1 filed with
the ACC Safety Division. In addition is a copy of the report filed with the US DOT
on June 17, 2005. Also attached is a copy of the relevant pages of the SEC Form
10Q the Company filed on August 9, 2005 which included details on the incident.
The Company also included detail of the incident in its 2005 SEC 10K and its 2005
Annual Report to Shareholders; attached are copies of the relevant pages detailing
the occurrence and possible dollar impact. The hearing pursuant to the last general
rate case commenced on October 3, 2005, with Commission ruling on the case in
February 2006. Based on these public filings, in addition to the Company's same
day notification to the Safety Division of the accident, there is reason to believe that
the Commission was aware of the May 2005 incident. The incident occurred after
the test year and was not subject to the establishment of injuries and damages
expense in that proceeding. However, it was an example of an incident where the
$10 million aggregate was actually met, which added validity to the January 2003
incident that was valued as $10 million in the Adjustment No. tO in that proceeding

(b) Please refer to the Company's response to Staff Data Req. No. ACC-STF
13.14 (d)
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C OM M I S S I ON E R S
JEFF HATCH-MILLER - Chairman

WILUAM A. MUNDELL
MARC SPITZER
MIKE GLEASDN

KRISTIN K. MAYES ARIZO NA CO RPO RATIO N CO MMISSIO N

April 2 l s 2006

CERTIFIED MAIL
Ms.  D ebr a  Jacobson
Manage r  o f  R egu la t o r y  A f f a i r s
Southw est  G as C orpora t ion
5241  S p r i ng  Moun t a in  R oad
Las Vegas,  N evada 89193-8510

RE: I N C I D E N T  -  1 8 4 1  S o u t h  C a m p b e l l  A ve n u e ,  T u cso n ,  A r i zo n a

D ear  Ms . Jacobson :

T h e  A r i z o n a  C o r p o r a t i o n  C o m m i s s i o n ' s  ( C o m m i s s i o n )  O i i i c e  o f  P i p e l i n e  S a f e t y  h a s  t h e
r espons ib i l i t y  t o  en fo r ce  t he  A r i zona  R ev ised  S ta tue  S ec t ion  40 - 441 .  The  C ommiss ion  has  adop ted
T i t le  49 ,  C ode o f  Federa l  R egu la t ions ,  Par ts  191 ,  192 ,  199 ,  40  and  the  A r izona Admin is t ra t i ve  C ode
R - 1 4 - 5 - 2 0 2  a n d  R 1 4 - 5 - 2 0 3  a s  t h e  m i n i m u m  s t a n d a r d s  f o r  t h e  t r a n s p o r t a t i o n  o f  n a t u r a l  g a s  b y
p ipe l ine.  Southwest  Gas Corporat ion (SWG)  is  t ranspor t ing natura l  gas and is  requ i red to  meet  these
min imum s tanda r ds .

L a r r y  A y e r s  o f  t h e  C o m m i s s i o n ' s  O f f i c e  o f  P i p e l i n e  S a f e t y  c o n d u c t e d  a  s p e c i a l i z e d
i n s p e c t i o n  a t  1 8 4 1  S o u t h  C a m p b e l l  A v e n u e ,  T u c s o n ,  A r i z o n a . M r .  A y e r s  w a s  a s s i g n e d  t h i s
i nves t i ga t i on  on  May  27 ,  2005  a f t e r  a  t e lephon ic  r epo r t  f r om S W G  ind i ca ted  t ha t  an  exp los ion  and
f i r e  had  occu r r ed  a t  t he  apa r t men t  comp lex  no t ed  above .  T he  cause  o f  t he  exp los ion  and  f i r e  w as
na t u r a l  gas  l ea ldng  f r om a  bu r i ed  ma in  i n  t he  a l l ey  beh ind  t h i s  f ac i l i t y .  N o  non~comp l i ance  i ssues
were noted as a resul t  of  th is invest igat ion.

T h a n k  y o u  f o r  y o u r  c o n t i n u e d  i n t e r e s t  i n  p i p e l i n e  s a f e t y .  S h o u l d  y o u  h a v e  a n y  q u e s t i o n s
regard ing  th is  mat te r ,  you  may contact  Rober t  Mi l le r  a t  (602)262-560 I

S incere ly

A l a n  B o h n e n k a m p
C hie f  o f  P ipe l ine  Safe ty
P ipe l ine Safety  Sect ion

AB:RW:vbg

E nc losu r es

C C :  R o b e r t  C l a r i l l n s
Jason G e l lman

1200 WEST WASHINGTON STREET; PHDEn1)(_ AR1ZONA85007-2927 I400 WEST CONGRESS STREET, TUCSON, ARIZONA a5701~1347

w w w . c c .  s t a t e . a L u s
SafetyAncidcntlnvcstigation/PL2005-0001/CoverLetlcr.doc
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PL2005-0228
1841 SOUTH CAMPBELL AVENUE, APT. #2

TUCSON, ARIZONA
PROBABLE NON-COMPLIANCES

There were no probable non-compliances noted as a result of this incident.

Safety/lncidentlnvesti gation/I84 l SCampbel1AveApt2/ProbNonComp.doc
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ARIZONA CORPORATION COMMISSION
PIPELINE SAFETY STAFF
INVESTIGATWE REPORT

MAY 27. 2005
1841 SOUTH CAMPBELL AVENUE

APARTMENT # 2
TUCSON, ARIZONA
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SYNOPSIS

On May 27, 2005, at approximately 16:55 pm., the Arizona Corporation
Commission's Office of Pipeline Safety (OPS) was notified by Southwest Gas
Corporation (SWG) of an explosion at 1841 South Campbell Avenue, Tucson, Arizona, a
duplex apartment. Larry Ayers (OPS) was assigned to investigate Huts incident.

The cause of the explosion was natural gas leaking Nom a two inch (2") PE main
owned and operated by SWG. The main was operating at 60 PSIG, when the explosion
occurred. The maximum allowable operating pressure (MAOP) of this section of main is
60 PSIG. A rock in contact with the main at the 6 o-clock position caused a crack 1.5
inches in length. The gas migrated approximately 20' from the gas main in the alley to
the residence. The explosion caused damage to both apartments, (Numbers 1 and 2), in
this duplex..

There was one individual injured, a resident of Apartment Number 2. He was
transported to Saint Mary's Hospital for emergency treatment and admitted.

Safety/Investigations/Incidents//l841 SCampbcllAvcApOJSynapsis
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STATEMENTS OF FACT

1. Southwest Gas Corporation (SWG) was notified on May 27, 2005 at 15:52 p.m.
of an apparent gas explosion at 1841 South Campbell Avenue Apartment #2,
Tucson. Arizona

2. The cause of the explosion was natural gas leaking firm the gas main
approximately twenty feet (20') from the outside wall of the residence at 1841 S
Campbell

3. SWG system maps showed several types of piping material in this alley where
this incident occurred

4. The mwdrnum allowable operating pressure (MAOP) for the two (2) inch PE
main was 60 PSIG

I

5. The operating pressure of the distribution pipeline system at the time of the
incident was 60 PSIG

1
6. The tenant, Arnold H. Valenzuela was transported and admitted for emergency

treatment at Saint Mary's Hospital with extensive bums
r
\

7. The explosion and f ire caused extensive damage to both apartments in this
duplex

8. The gas was shut of f  by squeezing the two (2) inch PE main just east of
Barleycorn Street

9. The leak was the result of rock impingement of the two (2) inch PE main at the 6
o'clock position, causing a crack approximately 1.5 inches in length

10. The isolation of the distribution pipeline system resulted in the outage of natural
gas service to 28 customers

11. The riser at 1841 South Campbell had a reading of 92% gas

12. The two inch (2") PE main was manufactured by Dumont (ADLYL-HD) and
installed by SWG in 1981

Safety/lncidentlnvcstigatians/!841 SCampbcllAv¢Apt2/Sta4cmcnto1i&:cLs.doc
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INVESTIGATION REPORT

On May 27, 2005, Southwest Gas Corporation (SWG) was contacted by The City of
Tucson Fire Department, (TFD) of a natural gas (gas) explosion that occurred at a duplex
apartment located at 1841 South Campbell Avenue, Apartment No. 2, Tucson, Arizona. SWG
responded arriving on scene at 4:14 p.m. The Arizona Corporation Cornmission'slOflicé of
Pipeline Safety (OPS) was notified at 4:55 p.m by (SWG) of the explosion with one person
injured and transported to the hospital for emergency treatment. Larry Ayers was assigned the
investigation.

1

SWG crews arriving on scene began conducting led( surveys to establish the presence of
gas and drew to determine the size of the gas spread. A reading of 92% gas was noted at the
service riser to Apartment No. 2. SWG crews exposed the two inch (2") gas Main North of
Barleycorn Street and with squeeze off equipment controlled the flow of gas to the incident site
at 6:22 p.m.

The explosion and fire caused extensive damage to the duplex apartment. One resident
was injured. Mr. Arnold H Valenzuela, the tenant of Apartment No. 2, was burned in the
explosion. He was transported and admitted to Saint Mary's Hospital for emergency treatment.

The gas leak was determined to be on the 2" gas main located east of 1841 South
Campbell in the alley. The gas had migrated from the main in the alley to the structure at 1841
South Campbell. The cause of the leak was rock impingement at the 6 o-clock position of the 2"
Polyethelene ALDYL HD pipe. The impingement caused a 1% inch crack. SWG system
mapping identified several types of piping material 'm this section of the alley where the gas leak
occurred.

The maximum allowable operat'1ng~ pressure (MAOP) for this segment of the gas
distribution system is 60 PSIG. At the time of the explosion the operating pressure was 60
PSIG.

SWG personnel conducted bar hole leak surveys starting at 4:30 pm. on May 27, 2005
continuing until June 8, 2005. Daily leak surveys of the ALDYL HD pipe in the general area
commenced on May 29, 2005 and continued until June 15, 2005.

June 15, 2005, SWG and Arizona Pipeline finished replacing all the ALDYL HD,
ALDYL "A" main and other types of piping material in the alley behind 1841 South Campbell
Avenue. The 2" main where the leak occurred was installed in 1981. The service line to
Apartment No. 2 was installed in 2002 when the building was upgraded.

Visual inspections of the easting backfill indicated that a "sandy type soil" was used as

bedding and shading as required by Arizona Administrative Code R14-5-202 (O) when the 2
main was installed in 1981. The native soil in the area was very rocky

Safczy/lncidentlnvcstigations/184ISCampbcllAvcApL2AnvcstigaxionReport.doc
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CONCLUSION

Southwest Gas Corporation (SWG) received initial notification of this incident
Eom the Tucson Fire Department and began arriving on site at 4:14 pm. The natLu'al gas
leak was seemed using squeeze off tools at 6:22 pm. There was one individual injured,
transported and admitted to Saint Mary's Hospital for emergency treatment. The actions
taken by the Tucson Fire Department and SWG led to the safe control and termination of
this natural gas leak.

The cause of the natural gas main failure was rock impingement. A rock
contacting the main at the six (6) o-clock position caused a one and a half inch (1 %")
crack. The soil condition in this area was rocky (river rock) but visual inspection of the
backfill around the pipe was a sandy type soil indicating that the native soil was not used
as backfill. The gas migrated Hom the crack in the main through the soil to the duplex
where it was ignited, causing the explosion.

The maximum Allowable Operating Pressure (MAOP) of the main is 60 PSIG.
The operating pressure at the time of the explosion was 60 psig.

SWG and Arizona Pipeline crews replaced all of the ALDYL HD, ALDYL "A",
as well as other types of piping rnaterid in the alley directly behind the incident site. The
main where the leak occurred was installed in 1981. The service line to 1841 South
Campbell was replaced in 2002 when the building was upgraded..

As a result of this investigation, Arizona Corporation Comlnission's Office of
Pipeline Safety (OPS) concludes that there were no probable noncompliance issues that
contributed to the cause of this incident.

Safety/lncidenllnvesti gationll184 I SCampbellAveApt2/Conclusion
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SOUTHWEST EHS CORFDIIIITIDII u
i

June 15, 2005 HAND DELIVERED ON 06/16/05

Arizona Corporation Commission
Mr. Alan Bohnenkamp
Interim Chief, Pipeline Safety
2200 N. Central Ave Suite #300
Phoenix, AZ 85004

i

Dear Mr. Bohnenkamp:

RE: 1841 South Campbell Ave Units 1 & 2 - Tucson, Arizona
May 2Z 2005

Attached is a copy of thewritten report for the incident that occurred in
Tucson, Arizona,as reported by telephone to your office on May 27, 2005.
(Note: The original report has been forwarded to DOT, as it has met their
reporting requirements), Please reference the attached report for details
related to this incident.

PleaSe contact Vern Sullivan at (520) 794-6034 if you have any
questions regarding this incident. .

Sinc r

Ra dy Ortlinghaus
D' actor, Gas Operations

attachment

c R. Clarillos
G. Denio
D. Jacobson
J. Kane
G. Clark

J. Schmitz
R. Smith
v. Sullivan
J. Wunderlin

3401 East Gas Road / Tucson, Arizona 85714-1994
P.O. Box 26500 / Tucson, Arizona 85726-6500 / (520) 889-5600

www.swgas.com



I1/5 I 5 I 2 /
hr.

I
I

/
/

/
I

2. Time and dated the incident

I0/5/ I2/7/ I0/5/
month day year

I I 1 /

5. Consequenoes(check and complete all that apply)
a. Fatality N/A Total number of people: l

Employees: l I l I GeneraIPublic: I

Nonemployee Contractors: / l / l

b. x Injury requiring inpatient hospitalization

Total number of people: I I I 1 I

Employees: I / / / General Public: /

Non-employee Contractors: I I I /

c. x Property damageAoss (estimated) Tota|$225.000.00

Gas loss $ 0 Operator damage$25,000.00

Publidprivate property damage S 200.000.00

d. x Gas lgnlted @Explosion O No E>qJlosion

e. Explosion ONo Explosion

/ / 4 I people

3. lnddent Location

a. 1841 South Campbell Avenue. Units 1 & 2
street or nearest street or road

b. Tucson. Pima
City and County or Parish

c. Arizona' 85713
State and Zip Code

d. Latitude!I3/2/J2/0/0/0/1/3 Longitudez-/1/1/0/.IQ/4/3/0/9/U
WM avaliable, see insirudions for how to provide specific location)

e. Class location description
O Class 1 O Class 2 ®Ctass3 O Class 4

f. Incident on Federal Land O Yes (9 No

4. Type of leak or rupture

® Leak:OPinhole O Connection Failure (complete sec. F5)

G) Puncture, diameter or crosssection(inches) crack of 1 .5

O Rupture (if applicable):
O Circumferential - Separation

O Longitudinal

- Tear/Crack, length Finches)

- Propagation Length, total, both sides (feet)
O N/A
o Other. I0/5/

year

ea. psIG

psig

Gas did not ignite

f. [X] Evacuation(general public only) / I

Evacuation Reason:
O Unknown
@Emergency worker or public official ordered, precautionary
OThreat to the public
OCompany policy .

6. Elapsed time until area was made safe:

/ I2/ hr. I3/0/ Min.
7. Telephone Report

760-206 I 0 / 5 / I 2 / 7 /
NRC Report Number month day

8. a. Estimated pressure at point and time of incident

60 PSIG

b. Max. allowable operating pressure (MAOP):

c. MAOP established by:
G Test Pressure 100
O 49 CFR § 192. 619 (a)(3)

U.S. Dapaltmart ii Tzansnoztatlcin
Research and Speed Fmgnuns
Adiulnlstl~s8nn

noflcE:Thbnepnnislequllsdby49cFRpan191. FailurebIaparidanresdlinadvllpenaftyndb€1wBBd$100,000foread\vinlsIion
§raadidavll'lavlnla¢ionccnii1uesupba maximumds1,D00,000luranyxalsmedsedescfvlnIaIlnnsasp1un¢Idedh49U

INCIDENT REPORT l GAS DISTRIBUTION SYSTEM

Farm Approved STF-13-20
A_*pa8z_a$heet10 of 22

Important: Please read the separate instructions for completing this form before you begin. They clarity the information
requestedand provide specific examples. /you do not have a copy of the instructions, you can obtain one from the
Wm OfPip6line_SafetyWeb_I?age..at.http://ops.doLgov. - '

Check: El] Original Report U Supplemental Report 0 Final Report
Operator Name and Address1 .

a. Operator's 5-digit Identif ication Number/ 1 / 8 / 5 / a I 5 I

b. If Operator does not own the pipeline, enter Owners 5-digit identification Number I

c. Name Of Operator Souihwast Gas

d. Operator street address p. O. Box 98510

e. Operator address Las Vegas. Clark. Nevada 89193-8510
City, County or Palish, State and Zip Code _

/ / / / /

Vemon Sullivan SnedalisVQompliance
(typeor prim) Plepalel'8 Name and Tie

(520)794-6034
Area Code and Telephone Number

Vemon.sl'II (520)794-S034
Ares Oude and Facsimile Number

Signatu

RSPA F 7100.1 (03-05)

Randv Ortlinqhaus Director/Gas Operations
(type or print) Name ad Title

6
Reproduction ofthisform is permitted

7 6 . / a f 1520)194-eosa
Area cade and Telephone Number

Page 1 of 3
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I0/0[in_f 2 I1.
I 6 I in.I l ; 2 I 1

Nominalpipe size (NPS)

2. Wall thinness
r'IIIIISMYS 1ASTM D 2513

O In open ditch
O Above ground
O Underwater
O Other:

N/A

a. Spediicaiion

4. Seam type indies

1. Area of incident
O Under pavement
® Under ground
O lnsidelunder building

28z. Depth of cover:

N/A5.
II 1I g 1 8in year/ 1DuPont6.

Valve imp@

Pipe or valve rnarlufactured by
Important: There are 25 numbered causes in this section. Check the box to the left of Use primary
cause of the Incident. Check one circle in each of the supplemental items to the right of or below
the cause you Indicate. See the instructions. for this form for guidance.

F1 - coRRosion M

External Corrosion1.

/

Internal Corrosion2.
/months// I /years /

If either F1 (1) Exlemal Corrosion, Ar F1 (2) lnfemal Corrosion is checked complete all subparts a - e.

a. Pipe Coating b. Visual Examination c. Cause of Corrosion
O Bare O Localized Pitting O Galvanic O Stray Current
O Coated O General Corrosion O Improper Cathodic Protection
O Unknown O Other: O Microbiological

O Other:

d.Was corroded part of pipeline considered to be under cathodic protection prior to discovering incident?
O No O Yes O Unknown Year Protection Started: / / I /

e.Waspipepreviously damaged in the area of corrosion?
O No O Yes O Unknown How long prior to incident: I

I
I
r
|
|
|
u
i
(
1
4
I
|
r
r
r
r
4

I
|
I
r
I
I
|
|
r
r
I
r

O Other:O LandslideO SubsldenoeO Earthquake

O Flotation

O Frost heave

O Mudslide O Scouring O Other:

O Frozen components O Other:

O Paint

O Natural Describe in Part G

FT -.» NATURAL FORCES .NM
s. Earth Movement =>

4. Lightning

5. Heavy RainslFloods=» O Washouts

6. Temperature : O Thermal stress

7. High Vends
FT in! EXCAVATION NIA

8. Operator Excavation Damage Uncludng Mir contractors) / Not Third Party

9. Third Party Excavation Damage (complete a-d)
a. Excavator group

O General Public O Government OExcavator other than Operator/subcontractor
b. Type: o Road Work Opipeline O Water O Electric O Sewer O phone/cable/Fiber O Landowner O Railroad

O Building Construction O Other:
c. Did operator get prior notification of excavation activity?

O No OYes: Date received: / I I mo. / I I day I I / yr,
Notification received from: O One Call System OExcavator O General Contractor O Landowner

d. Was pipeline marked?
ONo O Yes (Lr Yes, check applicable itemsi- iV)

i. Temporary markings: O Flags O Stakes
ii. Permanent markings: O Yes .O No
iii. Marks were (check one) O Accurate O Not Aowlate
iv. Were marks made within required time? O Yes O No

F4 _ OTHER OUTSIDE FORCE DAMAGE MA
10. FireIExplosion as primary cause of failure :'.> FireIExplosion cause: O Man made

11. Mr, tmd< or other vehicle not relating to excavation activity damaging pipe

12. Rupture off Prewously Damaged Pipe

13 Vandalism

I STF-13-26

Sheet 11 of 22

1. incident occurredon
®Main O MeterSet
O Service Line O Other:
O Pressure Limiting and Regulating Facility

3. Material involved (pipe, nrfing,l3¢@:nbN§@l93lia»1»6'h1)*\-07-0504
Q steel Attachment RCS-8

O Cast/Wrought Iron Page 53 of 83
O Polyethelene Plastic (complete all items that apply in a-c)
O Other Plastic (complete all items that apply in a-c)

Plastic failure was: U a.ductile IX! b.brittle 0 cjointfailure
O Other material:

2. Failure occun'ed on
@ Body Rf pipe
o Joint
o Other:

O Pipe Seam
O Component

4.Year the pipe or component which failed was installed: l 1I 9 /8 I1/



FT _ EQUIPMENT OR OPERATIONS .NIL
20. Malfunction of Control/Relief Equipment -::> O Valve O Instrumentation O PressureRegulator O Other.

21. Threads Stripped, Broken Pipe Coupling => O Nipples O Valve Threads O Mechanical Couplings O Other.

22. Leaking Seals

/

I

/

/

/

23. Incorrect Operation
a. Type: O Inadequate Procedures O Inadequate Safety Practices O Failure to Follow Procedures O Other:

b. Number of employees involved in incident who failed post-inddent drug test: / / / / Alcohol test: l ./

c. Was person involved in incident qualified per OQ rule? O  Yes O  N o d. Hours on duty for person involved:

FT _ OTHER

See Part G24. x Miscellaneous, describe:

25. Unknown
Investigation Complete x Still Under Investigation(submit a supplemental :report when investigation is complete)

FT - MATERIAL OR WELDS MA

Material

14. El Body of Pipe

15. El Component

16. E Joint
W eld N/A

17. U Butt .
18. EI Fillet

19. I] Pipe Seam

- -

=>

29

: >

: >

=.~»

O Dent

O Valve

O Gasket

O Pipe- ~O Fabricat§9n

O Branch O Hot Tap O Fitting

O LF ERW O  D r A w O seamless

O HF ERW O  s A w o Spiral

O Gouge

O Fitting

O O-Ring

O wrinkle Bend

O Vessel

O Threads

STF-13~20

Docket No. G-01551A-07-0504 Sheet 12 of22
Attacher t -O Arc Bum Page 544 9 8 9

O Extruded Outlet O Other

O Fusion O Others

O Repair Sleeve

0 Flash Weld

O Other.

O Other:

O Other.

O Poor Workmanship O Procedure not followed O Poor Construction Procedures

O y e s
O  N o

ONo

Complete a-fifyou indicate any cause in part F5. _ - - -
a. Type of failure:

El Construction Detect ::
El Material Defect

b. Was failure due to pipe damage sustained in transportation to the construction or fabrication site?
c.Was part which leaked pressure tested before incident occurred? O Yes, complete d-5 if known

d.DaleGfle$i1 I / / mo. / I / day / / / yr.

e. Time held at lest pressure, / I I hr.

f. Estimated test pressure at point of incident: PSIG

(Attach adcHtionaIsheetsas necessary)

Brief  Descr ipt ion
At 1552 hours on May 27, 2005, Southwest Gas was notif ied of  a f t
1614 hours ,  two apartment units  were found to be damaged by the reported ft
the presence of  gas was detected below ground. Gas control of  the main and services in the vic inity of  the t ire was
achieved at 1822 hours  by digging and squeezing, which resulted in an outage of  28 services. One person required
inpat ient hospital izat ion. Further inves t igat ion determined that the leak was on a 2"  polyethylene main. The leak was
due to rock impingement.  There is  a poss ibi l i ty that previous third party excavat ion in the immediate area was a
contr ibut ing factor to the inc ident. An invest igat ion is  ongoing

at  1841 South Campbel l  Avenue.  Upon ar r ival  at
A leak investigat ion was init iated and

Form RSPA F7100.1 (03-05 ) Page 3 of 3
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SOUTHWEST EHS IUHFDBMIUII »run 29 runs
axon-eeatwae S1AFF

June 17, 2005

information Resources Manager
Office of Pipeline Safety
Research and Special Programs Administration
u. S. Department of Transportation
400 Seventh Street SW, Room 7128
WashingtOn, Do 20590 .

Dear Sirs:

RE: Report Date: May 2Z 2005
No. 760-206
Ignition of Natural Gas - 1841 South Campbell Avenue Units 1 & 2
Tucson, Arizona - May271 2005

Attached is a written report for the incident that occurred in Tucson, Arizona,
as reported by. telephone to your office on May 27, 2005. Please reference
the attached report for details related to this incident.

Please contact Vern Sullivan at (520) 794-6034 if you have any questions
regarding this incident.

Sincere

R dy Ortlin Aus
rector, Gas Operations

attachment

of

C A. Bohnenkamp, ACC
R. Clarillos, SWG
G. Denio, SWG
D. Jacobson, SWG
J. Kane, SWG

G. Clark, SWG
J. Schmitz, SWG
R. Smith, SWG
V. Sullivan, SWG
J. Wunderlin, SWG

3401 East Gas Road / Tucson, Arizona 85714-1994
P.O. Box 26500 / Tucson, Arizona 85726-6500 / (520) 889-5600



IN . Fm e:8

Important: Please read the separate instructions for completing this ram before you begin. They clarify the information
requested and provide specific examples. If you do not have a copy of the instructions, you can obtain one from the
Office Of Pipeline Safety Web Page athttp'//ops.dot.gov.

2. Time and dale of the incident
I
I

/

/
I
I

I 0 / 5 /
month

I 1 / 5 / . 5 /  2 . /
hr.

ems/
war

/ 2  /  7 /
day

3. tnc.tdentLocation

/ I  1  /

a. 1841 South CamnbeII=Avenue. Units 1 & 2
Street or nearest street or read

b. Tucson, Pima
City and County or Parish

c. Arizona. 85713
State and Zip Code

d. Latitude:I3/2/./2/0/0/0/1/3 Longitude:-/1/1/0/./9/4/3/0/9/1
(if no/I avaliable, see lhstructions for how to providespecificlocation)

e. Class location description
O Class  1 O Class  2 Gc tass  3 O Class  4

d, x Gas ignited

5. Consequences (check and complete all that apply)
a. Fatality NIA Total numberofpeople: I

Employees: / I / I GeneraIPublic: I

Non-employee Contractors: I / I I

b. x Injury requiring inpatient hospitalization

Totalnumberofpeoplez l I I  1  I

Employees: I I I I GeneraIPublic: I

Non-employee contractors: I I I I

c. x Property damagelloss (estimated) Total$ 225.000.00

Gas loss $ 0 Operator damage S 25.000.00

Publidprivate property damage $ 200.000.00.

(9 Explosion O No Explosion

e.

I

f .  Inc ident on Federal Land O Yes ® No
4. Type of leak or rupture

(9 Leak: Opinhole OConnedion Failure (complete sec. F5)

(D Puncture, diameter or cross section (inches)crack of 1.5

O Rupture (if applicable):
O Gircumferential- Separation

O Longitudinal

- Tear/Crack, length (inches)

- Propagation Length, total, both sides (feet)
O  N / A
O Omen

60 pale.

psig

Gas did not ignite O Explosion O No Explosion 1

f. x Evacuation (general public only) / / / 4 / people

Evacuation Reason:
O Unknown
(9 Emergency worker or public oflidal ordered, precautionary
O Threat to the public
O Company policy

6. Elapsed time until area was made safe:

/ I2/ hr. I3/0/ min.
7. Telephone Report

750-208 I 0 1 5 / I 2 / 7 » ' / 0 1 5 1
NRC Report Number month day year

a. a. Estimated pressure at point and time oflnddent:

.ea PSIG

b. Max. allowable operating pressure (MAOP):

c. MAOP established by:
® Test Pressure 100
O49 CFR § 192. 619 (a)(3)

.
U
PL
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(5201 T94-6034
Area Cade and Taiephone Number

Vemon Sullivan SDedalisVComDliarlca
(type or print) Preparers Name and We

I E l l i
(520) T94--1 SO
Area Cade and Facsimile Number.com

s
ve
Plepa

' r u man :Jo

/%P S' r5zo) 794-6053
Area Code and T Ne Number

Randy Ortlinqhaus Director/Gas Ooefations
llvpe or prim; Name and TimeS59

NOTICE This report is"required by49 CFR Part 191. Failure to report can result in a avi! penalty no! lo exceed s100_ooo for each violation
day the violation continues uptcra'maximum*of $1;G00;00910r any related series of Wolations. as.pruvided in 49 USC 60122. .

Form Awe
DMB No. 21

STF-13-20
~~-~Sheet14 of 22
0504

INCIDENT REPORT 1 GAS DISTRIBUTION SYSTEM
U.S. Depanmaxk al Transportation
Reseal and Spedat Programs

Admlrdsuallon

s Check: DOriginal Report ESupplemental Report IX! FinalReport

1. Operator  Name and Address

a. Operator's 5-digit Identification NUmber / 1  /  8  / 5  /  a  /  6  /

b. If Operator does not own the pipeline, enter Owner's 5-digit Identification Number /

c. Name of Operator Sduthvrest Gas CPrpdration

d. Operator street address p. O. Box 98510

e. Operator address Las Vegas . Clark. Nevada 89193-8510
City. County Dr Parish, State and zip Code

/ / / / /

pm. RSPA F1100.1 (03-05) Reproduction of thisform is permitted Page 1 off



Important: There are 25 numbered causes In this section. Check the box to the left of the primary
cause of the incident. Check one circle In each of the supplement(al items to the right odor below
the cause you Indicate. See the lnstuctions for Mis form for guidance

F1 ... CORROSION L M

External Corrosion1.

If either F1 (1) External Contusion, orFl (2) lnfemal Corrosion is checked, complete all subparts a - e.

a. Pipe Coating b. \Asual Examination c Cause ofCorrosion
O Bare O Localized Pitting O Galvanle O Stray Current
O Coated O General Corrosion O Improper caihoaic Protedon
O Unknown O Other O Miaobioiogical

O Other:

/
d. Was corroded part at pipeline considered to be under cathodic protection prior.to discovering incident?

O  N o O  Yes O Unknown Year Protection Started: I I I I

2. Internal Corrosion
I monthsI//IO  Yes O Unknown / years I

E e. Was pipe previously damaged in the area of corrosion?
: O  N o ` How long prior to incident

O LandslideO Subsidence O Other:

5, O Flotation

O Frost heave

O Mudslide O Scouring O Other.

O Frozen components O Other:=>

B.

O Landowner

O Landowner

Opalnt

o Natural

F2 - NATURAL FORCES MA

3. Earth Movement => O Earthquake

4.. Lightning

Heavy Rains/Floods=> O Washouts

6. Temperature O Thermal stress

7. High Winds

FT - EXCAVATION

Operator ExcavationDamageGnduding their contractors) / Not Third Party

9. Third Party Excavation Damage (complete a-d)
a. Excavator group

O General Publie O Government OExcavator other than Operator/subcontractor
b. Type: ORoaa Work O Pipeline O Water O Electric O Sewer O Phone/Cable/Fiber O Railroad

O Building Construction O  o u r
c. Did operator get prior notification of excavation actMty'?

O N o O Yes : Date reoeived: I I I mo. I I I day I I I yr-
Notification received from: OOne Call System O Excavator O General Contractor

d..Was pipeline marked?
O No OYes (If Yes, check applicable iternsi- i\0

r. Temporary maddngs: OFIags O Stakes
ii. Permanent markings' OYez O No
err. Marks were (check one) OAocurate O Not Accurate
rv. Were marks made within required time? OYes O No

F4 .... OTHER OUTSIDE FORCE DAMAGE M
10. FireIE:<ploslon as primary cause of failure =~ FlreIExploston cause: O Man made Describe in Part G

11. Car, truck or other vehicle not relating to excavation activity damaging pipe

12. Rupture of Prev0usry Damaged Pipe

13. Vandalism

m o M

STF-13-20

Sheet 15 of 22
1. Incident occurred on

® Main O Meter Set
O Service Line O Other:
O Pressure Limltingand Regulating Facility

3.
O Steel
O CasvWrought lron
6) Polyethylene Plastic (complete all items that apply in a-c)
O Other Plastic (complete all items that apply in. a-c)

Plastic failure was' D a,ductile ES] b.brittle El c.jointfailure
O Other material:

Ma&erial invawea we.wWg ;615m
Page 57 of83

2. Failure occurred on
Q Body of pipe
O Joint
O Other:

O Pipe Seam
O Component

4.yéar thhpipeoreomponentwhichfalledwaslnstaljed: I 1 I 9 / 8 / 1 I

1. Nominal pipe size (NPS)

2. Wall thickness

3. Specification ASTM D 2513

4. Seam type N/A

I 2 / . I O / 0 / ln.

I . / 2 / 1  I S / in.

SMYS / / / / / I /

1. Area of incident
O Under pavement
® Under around
O inside/under building

.O In open dash
O Above ground
O Under water
O Other:

2.Depjh of cover. 28 inches
5. Valve type N/A

e. Pipe or valvemanufactured by

...

DuPont in year /  1  / 9  / B  / 1 /



Threads Stripped, Broken Pipe Coupling -
4

Fe _ EQUIPMENT OR OPERATIONS M

20. Malfunction of Control/Relief Equipment : O Valve O Instrumentation O Pressure Regulator O Other

21. O Nipples O Valve Threads O Mechanical Couplings O Other

22. Leaking Seals

I

/

/

23. Incorrect Operation

a. Type: O Inadequate Procedures O inadequate Safety Practices O Failure to Follow Procedures O Other.

b. Number of employees invoked in incident who failed post-incidentdrug test: / / / / Alcohol test: / I /

c. Was person involved in incidentqualified per OQ rule? O  Yes O  N o d. Hours on duty for person involved: I

FT -OTHER

OSUII Under Investigation (submit a supplemental report when investigation is complete)

24. Miscellaneous, describe:

25. Unknown
®lnvestigation Complete

11 .,&'§¢ 'ii 2*
,-I in, L..,. J* t~ ..»< ="to e°̀.:- .1>4*r=: "TT.4 @.*t»»w@) Q~ 1.i?4*- i .. (Attach additional sheets as necessary)

At  1552 hours  on May  27,  2005,  Southwes t  Gas  was  not i f i ed o f  a  f i re  a t  1841 South Campbel l  Avenue.  Upon ar r i va l  a t
1614 hours ,  two apar tment  un i t s  were found to  be damaged by  the repor ted f i re .  A  leak  inves t igat ion was  in i t ia ted and
the presence of  gas  was  detec ted below ground.  Gas  cont ro l  o f  t he main and serv ices  in  the v ic in i t y  of  the f i re  was
achieved at  1822 hours  by  d igging and squeez ing,  which resu l t ed in  an outage of  28 Serv ices .  One person requi red
inpat ient  hospi ta l i zat ion.  Fur ther  inves t igat ion determined that  t he leak  was  on a 2"  polyethy lene main.  The leak  was
due to rock  impingement .  There is  a poss ib i l i t y  that  prev ious  th i rd par t y  excavat ion in  the immediate area was  a
cont r ibut ing fac tor  to  the inc ident .  An inves t igat ion is  ongoing.

Resul t s  of  an analys is  conduc ted on the polyethy lene main determined the probable cause of  the c rack  in  the p ipe was
the resul t  of  rock  impingement .  Whi le th i rd party  excavat ion was  known to have taken place in the v ic in i t y  of  the fa i led
pipe sec t ion,  f indings  were inconc lus ive as  to whether th is  work  cont r ibuted to the inc ident .

STF-13-20

Docket No. G-01551A-07-0504 Sheet 16 of22
Attachment RCS-8
Page 58 983thert

O Other:

Crad<

E
El

Body of Pipe

Component

Joint

O Dent

O Valve

O Gasket

O Gouge

O Fitting

O O-Ring

O Wrinkle Bend

O Vessel

O Threads

O Arc Bum

O Extruded Ouiiet

O .Fusion O Other

I ,F5 - MATERIML OR WELDS

Material

1 4 .  X =>

15. =>

16. 2

Weld

17. Butt

18. Fillet

19. Pipe Seam

E]
EI
EL

:>

=>

:>

O Pipe O Fabrication

O Branch O Hot Tap

O LF ERW O DSAW

O HF ERW O s Aw

O Repair Sleeve

O Flash Weld

o Other.

O Other:o Fitting

O Seamless

O Spiral O Other:
s o I

@Procedure not followed O poor Construction Procedures

O Yes
O  N o

®No

Complete a- f  if  you indicate any cause in part F5.

a. Type of failure:

X Construction Defect=> O Poor Workmanship

D Material Defect

b. Was failure due to pipe damage sustained in transportation to the construdon or fabricationsite?
c. Was part which leaked pressure tested before incident occurred? ® Yes, complete d-f, if known

d.Dateof test: / 0 / 8 / rrlO. / 1 / 2 / d a Y / B / 1 / y r .

e. Time held at test pressure: /  0  I  2  /  h r .

f. Estimated test pressure at point of incident 100 PSIG
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

wAsHn~1GTon, D.C. 20549

Form 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE sEcuRmBs EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 2005

Commission File Number 1-7850

SOUTHWEST GAS CORPORATION
(Exaanazneofregistrantasspeci5ed'mixscham:r)

Cadifomia
(StaN: or other jurisdiction of
iuouqzonminn.or organization)

88~0085720

(I.R.S. Empluyu'
ldmusmnnn No.)

5241 Spring Mountain Road

Post Office Box 98510

Las Vegas, Nevada
(Addressofpxindpal executive cities)

89193-8510

(2§1>c<=d=)

Registrant's telephone number, including area code: (702)876-7237

Indicate by check mark whether the registrant (1) has tiled all reports required to be filed by S 0n 13 or I5(d) of the

Securities Exchange Act of 1934 during the precediiug 12 months (or forsuch shorter period that the registrant was required to

file such reports), and (2) has 'been subject to such filing requirements for the past 90 days Yes X N o

Indicate bycheck mark whether the registrant is an accclenmedAda (as deaned in Rule 12b-2 of the Exchange Act)
Yes X No

Indicate #gonumberof shares outstanding ofeach of the issuer's classes of common stockas of the latest practicable date

Cotmnon Stock, $1 Par Value, 38,318,099 sharesas of August 1, 2005
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June30. 2005 Form 10_Q

\

gas costs to PGA balancing accounts. In addition, Southwest uses this mechanism to either rciimd amounts over-
collectedor recoup amounts under-collected as compared to the price paid for natural gas during the period since the last
PGA rate change went into c&lect. At June 30, 2005, the combined balances 'm PGA accounts totaled.an sunder-collection
of$58.2 million versus an under-collection of$82.1 million at Decelnnber 31, 2004. SeePGA Filingssection for more
information on recent regulatory Filings. Southwest utilizes short-tenn borrowings to temporarily &nuance under~co1leded
PGA b8]BlDc¢s 1

In April 2005, the Company replaced its $250 nnillinn credit facility, scheduled to expire 'm May 2007, with a
$300 million facility that expires in April2010. Of the $300 innillion, S150 million will be available for worldng capital
purposes and $150 million will be designated long-term debt. Interest rates for the facility are calculated at either die
London Interbank Offering Rate plus an applicable margin, or the greater of the prime rate or one-halfofone percent plus
the Federal Funds rate. The applicable margin on the new credit facility is lower than the applicable nnargiiu of die
previous facility. At June 302005, no borrowings were outstanding on the short~term portion of the credit facility.

The followlmg tablesets forth the ratios of earningsfto fixed charges for theCompany(becauseof the seasonalnatureof
the Company's business, these ratios are computed on a twelve-month basis) :

For the Twelve Months Ended
June30, December 31,

2005 2004

Ratio of earnings to fixed charges 1.86 1.93

Earnings are defined as the sum of pretax income plus Fixed charges. Fixed charges consist of all interest expense
including capitalized interest, one-third ofIemt expense (which approximates the interest component of such expense),
preferred securities distributions, and amortized debt costs. .

Insurance Coverage

The Company maintains liability insurance for various risks associated with the operation omits natural gas pipelines and
facilities. In connection with these liability insurance policies, the Conngpanyhas bcenresponsibk for aninitial deductible
or selflinsured retention amountperincident, after which the insurance carriers would be responsible for amounts up to
the policy lilnnits. For the policy year August 2004 to July 2005, the self-insured retention amount associated with general
liability claims increased from$1million per incident to $1 nonillion per iucideunt plus payment of the firm S10 trillion in
aggregate claims above $1 million in the policy year. During the second quarter of2005, a leaking natural gas line was
involved in a fire that injured an individual. Thecause of die leak is under investigation. Information regarding the
extent of the injuries has not been made available to the Company and no claim have been filed against the Cominpany. If
the injuries were severe and the Company was dinned lilly or partially responsible, the Company could be exposed to
the extent noted above and future results of operations would be innpacted However, no range ofpotenttial loss has been
determined None of the likely outcomes would materially affect theFinancial position of the Company.

For thé'policy year August 2005 to July 2006, the Company entered into insurance contracts that limit the Company's
seltlinsured retentionto$1 lnuillion per incident plus paynuemtof theinst $5 nuillionin aggregate claims above$1million.
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In May2005, a leaking anural gas lmewas involved m a tire m a residence in Tucson, Arizona An indmdual was
severely injured. The leak is believed to have been caused by a rock impinging upon a natural gas line that was installed
for Southwest Gas and that is owned and operated by the Company. A lawsuit  was Hled against the Company in
December2005 in the Superior Court for the St81e ofArizona, in Md for the County of Pima (Case No. C20057063), 'm
which $3.4 million in medical bills are claimed, $12 million in iilture medical expenses are claimed, and unspecified
claims are made for general damages and punitive damages. Plaintiff have claimed reliefunder theories of negligence,
negligence per sh, scrim liability and loss ofconsortium and punitive damages. The Company has answered die complaint
and denied liability. The complaint was amended in February 2006 to identify die parties to the lit igation as Arnold
Valenzuela, a single man, and Arturo and Julia Valenzuela, husband and wife, plaintiffs, and the Companry as the sole
defendant. If the Company was deed fully or partially responsible, the Company estimates its exposure could be as
much as $11 million (die maximum self-insured retention amount under its insurance policies). As of December 31,
2905, die Company has recorded an $11 million liability related to this incident.

Item 3. LEGAL PROCEEDINGS

The Company is named as a defendant 'm various other legal proceedings. The ultimate dispositions of these
proceedings are not presently determinable; however, it is the opinion of management that none of this litigation
individually or in the aggregate will have a material adverse impact on the Company's financial position or fixture results
Of operations.

I t em 4 . SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None

I t e m  P A .  D I R E C T O R S  A N D  E X E C U T I V E  O F F I C E R S  O F  T H E  R E G I S T R A N T
The listing of the executive officers of the Company is set forth under P ar t  I I I  I tem  10 .  D I RE CTORS A N D

E X E C U T I V E DFFICERS OF THE REGlSTR.ANT, which by this reference is incorporated herein
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Southwest Gas Corporation
Annual Report 2005
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Inflation . V
Results of operations are impacted by inflation. Natural gas,. labor, consulting, and construction costs are the
categories most significantly impacted by inflation. Changes to cost of gas are generally recovered through PGA
mechanisms and do not significantly impact net earnings. Labor is a component of the cost of service, and
construction costs are the primary component of rate base. In order to recover increased costs, baud earn a fair
return on rate base, general rate eases are filed by Southwest, when deemed necessary, for review and approval by
regulatory authorities. Regulatory lag, that is, the time between the date increased costs are incurred and the
time such increases are recovered tlzz-ough the raterwelfivlg process, can impact earnings. See Rates and
Regulatory Proceedings for a discussion at recent rate case proceedings.
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Insurance Coverage
The Company maintains liability insurance for various risks associated with the operation of its natural gas
pipelines and facilities. In connection with these liability insurance policies, the Company has been respoNsible for
an initial deductible or self-insured retention amount per incident, after which the insuirfince zarriers would be
responsible for amounts up to the policy limits. For the policy year August 2004 to July 2005, the self-insured
retention amount associated with general liability claims increased from $1 million per incident to $1 million per
incident plus payment of the first $10 million in aggregate claims above $1 million m the policy year. In May
2005, a leaking natural gas line was involved 'm a fire that severely injured an individual; The leak is believed to
have been caused by a rock impinging upon a natural gas line that was installed for Southwest Gas and that is
owned and operated by the Company. The Company recorded a $1 million liability related to this incident d1.u'in.g
the tiiird quarter of zoos based on prelilnninary information available at the time. In December 2005, the plaintiffs
filed a complaint against the Company claiming $3.4 million in medical bills, $12 million in future medical
expenses, and unspecified claims for general a.nd punitive damages. The Company has answered the complaint
and denied liability. If the Company was deemed fully or partially responsible, the Company esUinnates its
exposure could be as much as $11 :million (the maximum noted above). In December 2005, the Company increased
the reserves related to this incident by $10 million, bringing the total liability to the Compa.ny's maximum self-
insured retention level of $11 million. .

For the policy year August 2005 to July 2008, the Company entered into insurance contracts that limit the
Company's self-insured retention to $1 million per incident plus payment of the first $5 million in aggregate
claims above $1 million.
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$215,008
195,792

18,216
5,742

12,474
2,131

645

$196,651
184,290

12,361
5,543

6,818
1,290

855
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I
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Results of Construction Services
Year Ended December so,
(Thousands of Mann)
Construction Revenues
Cost of construction

Gross protest

General and al.d:l:n:IJnist'rative expenses

Operating income
Other income (expense)
Interest expense .

Income before income taxes
Income iaJx expense

Contribution to consolidated net income

$259,028
237,856

21,870
6,sv2

14,998
a,oo9
1,009

16,998
5,835

$ 10,153

13,960
5,539

$ 8,421

v,25a
2,962

$ 4,291

2005 vs. 2004
The 2005 contribution to consolidated net income h'om couistaruction services increased $1.7 million from the prior
year. The increase was prinaarily due to overall revenue growth, coupled with an improvement in the number of
profitable bid jobs and a favorable equipment resale market in the current year

30
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254-042
SOUTHWEST GAS CORPORATION

2007 GENERAL RATE CASE
DOCKET no. G-01551A-07-0504

* * *

ARIZONA CORPORATION COMMISSION
DATA REQUEST no. ACC-STF-6

(ACC-STF-6-1 THROUGH ACC-STF-6-G0)

DOCKET NO.:
COMMISSION:
DATE OF REQUEST:

G-01551 A-07-0504
ARIZONA CORPORATION COMMISSION
DECEMBER 28, 2007

Request No. ACC-STF-6-42:

Please identify the total number of Southwest Gas employees who were eligible for
MIP in each year, 2003 through 2007, and the total amount of MIP each year.

Also indicate the total amount of MIP expense charged to Southwest Gas'
Arizona ACC-jurisdictional operations in each year.

Respondent: Revenue Requirements/Human Resources

Response: CORRECTED SUPPLEMENTAL ATTACHMENT- MARCH 25 2008

SUPPLEMENTAL RESPONSE - MARCH 24, 2008

The MIP expense for years 2003 through 2007, along with the portion that would
be allocated to Arizona, is attached.

Please note that the prior response for year 2006 was incorrect, it inadvertently
included stock option expense. The 2006 amount was corrected to show MIP
expense only. Also, the prior response did not show the portion of MIP that should
have been allocated to Paiute and SGTC using the MMF allocation factor, prior to
applying the 4-Factor to allocate the remainder to Arizona. This response now
shows the proper allocation of MIP costs to Arizona

a.
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A

UNS Gas
AZ Sales Tax Payment Lag

l

Revenue
Month Start

Service Period (al
End

Days to
End of Month

Tax
Payment Date

Lag
Davs (bl

January 11/29/2004 1/28/2005

Days

61 3 20-Feb 53.50

February

March

12/29/2004 2/28/2005 62 0 20-Mar 51.00

3/31/2005

4/29/2005

63 o 51.501/28/2005

2/26/2005 62 1

20-Apr

20-May 52.00April

May 3/30/2005 5/31/2005 63 0 20-Jun 51 .50

June 6/30/2005 64 0 20-JUI 52.00
v

4/28/2005

5/27/2005 7/29/2005 64 2 54.00

6/29/2005 8/31/2005 64 0 52.00

7/28/2005 9/29/2005 64 1

20-Aug

20-Sep

20-0ct 53.00

July

August

September

October 8/30/2005 10/28/2005 60 3 20-NOv 53.00

November 9/29/2005 11/30/2005 63 0 20-Dec 51 .so

December 10/28/2005 12/29/2005 63 2 20-Jan 53.50

628.5

12

Average Payment Lag 52.38

(a) Extending from the first day of the first billing cycle to the last day of the last billing cycle

(b) Measured from the midpoint of the service period to the tax payment date
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/1

UNS Electric
AZ Sales Tax Payment Lag

l

Revenue
Month

Service Period (a)
Start End '

Days to
End of Month

Tax
Payment Date

Las
Davs (bl

January 12/2/2004 1/31/2005 0 20-Feb 50.00

February

March

1/4/2005 2/28/2005

Days

» 60

56 0 20-Mar 48.00

2/2/2005 3/29/2005 56 2 50.00

3/2/2005 58 2

20-Apr

20-May 51 .00April

May 4/2/2005

4/28/2005

5/27/2005 56 4 20~Jun 52.00

June 5/2/2005 6/28/2005 20-Jul 51 .00

6/2/2005 7/29/2005 51.00

7/2/2005 8/29/2005 51.50

July

August

September

October

8/2/2005 9/29/2005

20-Aug

20-Sep

20-0ct 50.00

9/2/2005 20-Nov 51 .50

November 10/4/2005

10/28/2005

11/29/2005 20-Dec 49.50

December 11/2/2005 12/28/2005 20-Jan 51.50

607

Average Payment Lag 50.58

(a) Extending from the first day of the first billing cycle to the last day of the last billing cycle

(b) Measured from the midpoint of the service period to the tax payment date
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/'

TEP
Lead/Lag Study
AZ Sales Tax Payment Lag
July 2005 thru June 2006

Revenue
Month

Service Period (a)
Start End

r

Days
Tax

Payment Date
Lag

Days (b)

July
August
September
October
November
December
January
February
March
April
May

5/22/05
6/28/05
7/25/05
8/21 /05
9/22/05

10/21 /O5
11/19/05
12/22/05

1/25/06
2/23/06
3/24/06
4/24/06

7/21 /O5
8/19/05
9/20/05

10/19/05
11/17/05
12/20/05

1/23/06
2/21/06
3/22/06
4/20/06
5/19/06
6/20/06

60.0
57.0
57.0
59.0

8/20/05
9/20/05

1 0/20/05
11/20/05
12/20/05

1 I20/06
2/20/06
3/20/06
4/20/06
5/20/06
6/20/06
7/20/06

59.0
58.0
57.0
50.0

Average Payment Lag

(a) Extending from the first day of first billed cycle in revenue month to last day of billing in revenue month
(b) Measured from midpoint of the service period to the tax payment date



furaluwusenfI4.V

RETURN DDE
1/29/2603

cry UGENSE NO.
a4n11s4s

a:EUNGUENT IF
nscelvso AFTER

1181/2008

u9989199
FROM THRU
nor: 1207

Toan:unevl\WB=\9l»¢9lG¢5\
lxebuuatdnW. nohnmcn
nnuaauedauuedhllwinddw
»»u¢u»na»s==»m
imscn
enwavenwan

plaweuaaummainon¢144n~dnnnh=¢

- ~cr~. -»»-44 we

25

Gross
Income

LB8(~)1 DBd¢IdioltsiIDm
LlneA21 mbncd:

EqJais (=)
Ne1Ta9<8blB x Tax Rate

Equals (=>
Tax AATKJMM

|

2s.107,561.4e e1a,1sezus 22.494,405.19 2.7% 8 0 7 . 3 4 8 8 4

»

41s-aae:48 we -44&04848. .ams t6,G»S3',Z'£

Business rzescmnbn Line

.

Class

urn  res  4  PSE 1 to

2 Hz
s

4

41 4onn¢ 4 4444 2:84 lo,§3(».
E TAX 5

s
r e : sas=sess='-

7
P815 r+> 0.00

a
1E a l e ( = ) 8;g,§85,6;.

g 219TR (h1>mlineB1 onF89¢2)3 4 9 5 . . Pius (+3 0.00

10
Euu8I$ (=5 sze,seae4

11 .. . vro -I*I"4& ms)I PIN! r+) 0.00

12 " c Iv 10811611R r equals f-'=) 881895.82

18 •E= FR as/u=pueorrul»sm1ness2u»wB4onpnne2>. :es minus (_) o . w

14 *» .r 1 1aaounune1z1QFR -S25s5B5=89"'

Donotwrkeinthiealua

D o c k e t  N o .  G - 0 1 5 5 1 A - 0 7 - 0 5 0 4
A t t a c h m e n t  R C S - 8
P a g e  7 0  o f  8 3

ct OF PHDEND( PRMLEGE ls»»~u=s) TAX RETURN

849178438

cay weaaarer
P.O. Bout 2959o
perm ,  Az esuaa-new

Suumwaa Gas CoIpnrailon
p.o, Bcx9a510 Lvc4as
Las Vegas. nvnews-as1o

GBIERAL NOTICE TO ALL T,4xpAvERs

If youhaa'nobuslnessacllvfa/Inthisneqooaibugpedod.ddacknelsavadsignatrhebonom [ I

>

squaw we

15 ENTER TOTAL AMOUNT PA\D lFllnbb iv PHCENIX csrv TREANSURERI
\Jn¢dhillll8dDdlIfy,MsWIoMHIIsIv8lI1!lH¢dll*WwII.IHHIINI14Iomllwi§mlI9ld18¢1IHlBMd#llnm$l.l7\4lolMbii!0fll¥/¥l\0Msd9n8ndh!l!MlMJt l \
eculnaaweanuiun. 0ldu:1lundplsw=ulr(ou»r¢anlllwsysIlktuseionoibluluuinndwlid\gepslvluunyluuumadge. l

lnwmunnrunna 12107.www ue»ns»n<>.a4u11s4san I

9/91/6%
1/912008

Signature of 19 lowa;:efer Daze

LauvaHc4¥man,Sr. Taxlilncwnlant
Prim Mama dTaaq>aryas1IPa\d Plwwet

(702)875-7089

Phoyue#

A SiGNATURE IS Rgmgggg TD MAKE THIS RETURN VALID.
R¢u1¥bfD1T¢\vlm\ V=vmwtln=»v¢1°»°nv°»Id~d-

. Wriieyourlimwenumberonyourdudc.
' m l s r o n m m z r s r a s a s r u n n s n r o n a e c r r v  E v i u x s n w e l s u o m x n u s .



LICENSE no.
105852

REPORTING PERIOD
Dec 2607

DUE BY THE20II\OF
January-08

-_--1

Check has if you have a change in activity,

address, a husincx norm aw. An application

will be mailed tn you,

I
|Place a check here and sign at

the bottom if you have no hires to file

Column 1 Gdumn 2- Column 3 Oolutrm 4 CDNTTID 5

Business Description Line Bus. Class Grass Dedudiorss : Ne!Taxable x Tax Ram = Tax Amount

Tnmws PRIV TAX 1 237110 214,579.72 51,025.78 163.55384 1.55% 2,698.54

USE TAX 2 237110 Lr 0.00 a n 1.45%

Do Not Use 3 NIA

Pre 7/2004 Prov 4 237110

DonotUse 5 N/A
e susTo1AL(Addi obi. 5 Lines 1nnw9hs) 2,598.84

7 errrsa TOTAL Excess or TAX COLLECTED (Tour from SchadWn B on bad() Plus (*) 9

8 GRAND TOTAL Equals ('=) 2 .89854
8 PENALTY & umsnssr (see »n=u~»c»1<=ns> Pius (+) 0,00

10 ENTER TOTAL uasnm Equals (=) 2,898.84

11 ENTER CREDIT BALANCE TO BE APPLIED (Flam smwue B onpg 2) Minus (~ 0.00
1 2 ENTER NET #MOUNT DUE equals (=) 2,698.64

to ENTERTOTAL AMOUNTpA:o 2,898.64

Docket No. G-01551A-07-0504
Attachment RCS-8

TRANSACTION PRMLEGE AND imagwesse RETURN

City of Scottsdale
G»1cln€'SavI¢s DMSIM
waa12-24ao
Ma9pawla1lts ta: P.Q. Eau:1948'
smmnane. Azaaan-1949

pLeasE CHECK ALL THAT racy APPLY

Al'll€4ld8d Rehsm

Service Address: 1oe51 n. sLAck CANYON. P!4OENfX. AZ soon

Name change wry

Mailing Adxtfess Orange Only
SOUTHWEST GAS CORPORATION
LVC-435
PO BOX 98510
LAS VEGAS NV89183-»8510

Canosllicenseasd

SPECIAL NOTICE

UnuerpenalHesdp~srjxoy. mc1afemanhaveexamlneamismmm.lmuaingaecnmpanyingaawau1esanasnawnenr anutuumebesxofmyxno~weagaan¢u¢nef same
cnrrecatanriaolugalerla. Docls1aBondp¢aparer[other Han taxpayer)Isbasedonaiiniurmaiicndvnmicah preparer has axvyknowledue

Taxpayer's Sidjéhne
01109108

Date Paid Preparer's Signature

Laura HoffMan. Sr. Tax Accountant
Print Name

(702)876»7039
Ptwne # PrintPaid preparers Name

A slGnA1uRs IS REQUIRED TO MAKE THIS RETURN VALID
Return original with remittance In envelope provided

Pleease make check payable to: CITY DF SCOTTSDALE andlist your Llcense number onyour check

Or pay in personat 7447 E. Indian School Rd. Suite 110 or 9379 E. San Salvador Dr. Suite 100
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WHEN YOUARECLAJMNGADEDUCTICN, BE suns TO
euTeRrrowTs4a»~ppRopnlA'rsLnsa.~ocoLuu~ow
THEt=onmuAc1<.rorn.nwocAaRvvu=.1nun»eea
PURWAMTOTHeFORMFNO~T.

Column 1 Column 2 Column 3 Coiucmn 4 Column 5
1 11BusinsssDesc' `n Line Bus. Class Gross Deductions = Net Taxable Tax Rate = Tax Amount

mmes 1 4 3,e09,955.es 31.46121 3,875,4a4.44 0.015 69,812.90
RENTAL REAL PRO 2 la 0.o1s 9

USE TAX PURCHAS 3 to w,421,11 88,421.11 0.018 1 ,591 .so
4

5

6

7 SUBTOTAL (AM ¢=oLs Lines 1 `fhwU9*\ 5) 71 ,404.4-8
8 ENTER TOTAL EXCESS CIWTAX COLLECTED Cfotavnumseolewe B on beck) Plus (+)
g TOTALTAX DUE (AM eolunm5, lines 7 and ) as [is 71,404.48

108 LATE PAYMENT PENALW (10*0fww bl UW) Pius (*) 0.00
10b auTeRss'r nnpu mcnlhulletal :ax due) P\us (*) 0.00
10c \.ATEFlt.xl~IGpE»ms.1y(5%vermanmu>maa=iuu»m1s% onntahaxdue) plus (+I 0.00
11 aw1ER1orALu».euny¢,»~4u¢°a»v»s.urm91wu~lga»1o¢l Emma (=) 71,404.48

12 HITERTOTALcaznrr BMJRNCE TO BE APPLIED (Furn Sdlelduie B onha Minus (- 0.00
1 3 ENTER NETAMOUNT nuE(suuuw¢au»ms.linn24luv»r»ne11l Equals (=) 71,404.48
14 ENTER TGTAL AMOUNT PAID 71 ,404.48

Tempe

PRIVLEGE (SJMLES) AND USE TAX RETURN

City of Tempe
T ax and License Ofllce
P.O. 84429618
pnwwe. 85038-8818
Phone: (Yao) esc-ass
Fax: (480) asmasss
Emilia salestaxgtarnpagcnI

wvn~.fempe.gov/salsstax

Docket No. G-01551A-07-0504
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S O U T H W E S T  G AS  C O R P O R AT I O N

C / O  S OU T H WE S T  GAS  C OR P .

P O BOX  98510

LAS  V E GAS  NV  89193 -8510

Unda penalliesdpeziury. Idedarestrat!haveeccamiuedlhiswtum.indudingacconipanykngsdmduzlesandstatenents.andtolhebestdmylmowledgearxdbaflieflsixue
oonadalMcompleta Deohlationutpruparer(aMorMantaa¢paysr)ishandonai!inibmniiondwlidlplwasorhasavyk11owled9e

01/oe/oe
TaxlaayWs Signature Paid Preparer's Signature

Laura Holman. Sr. Tax Accountant
Print Name

(702)876.7039
pin: Paid Preparer's Name

A S I GNATURE  I S  RE QUI RE D TO M AKE  Two RE TURN V ALI D

Return original with reWltance in envelope provided

Fiease  make  check  payable  lo : c r y OF TE M P E

'et

Ume# PUT Tm Fer way (We. we)



CITY LICENSE NO.
0965848

PERIOD COVERED

FROM

1212007

THROUGH

12/2007

CYCLE

M

OFFICE USE

a acLu

YOU MUST COMPLETE SCHEDULE B ON PAGE 2 IF YOU HAVE MORE THAN ONE ACTIVITY EVEN IF YOU ARE REPORTiNG ZERO
TAX DUE.

THIS RETURN IS DUE ON THE 20TH OF THE MONTH
FOLLOWING THE PERIOD IN WHICH TAXES ARE DUE. i

Business Description Line Adivily # Gross
Allowable ms 2 -

Deductions = Net Taxable x Tax Rate = Tax Amount
UTILITIES 1 04 13.519,659.50 145,083.60 18.374,586.09 2.00% 287,491 .72

CONTRACTING 2 15 0.00 0.00 0.00 2.00% 0.00
PUBLFC UTILITY a to [LOD 0.00 0.00 2.00% o.o0

4 SUBTOTAL (Add 001. 5 Lines 1 Thlvwh 7 267,491.72

5 ENTER EXCESS CITY TAX COLLECTED * Pius (*) 0.00

5 SUBTOTAL (Add lines 4 and 5) 4E (= 257,491 .72
7 PENALTY a INTEREST (see Instrucfioru sheet) I Plus(* o.oo

8 SUBTOTAL (Add lines 6 and 7) Equals <=) 287,491 .72
9 ENTER CREDIT BALANCE TO BE APPLIED (attach Notice of Credit) • hllnus (-) 0.00

10 ENTER NET AMOUNT DUE (Subtract line 9 fm HBE 8) sE 267.491 .72

11 ENTER TOTAL AMOUNT PAID 267,491 .72

Docket No. G-01551A-07-0504
Attachment RCS-8
Page 73 of 83

n u I l H l a l TAX RETURN
BUSINESSPRMLEGE

PUBUC UTILITY ROOM SURTAX
TRINSIENT RENTAL

City of Tucson / Finance Department

Revenue Division I License Section

255 w. Alameda

Tucson, AZ85701

(520) 791-4566

LVC-435

SOUTHWEST GAS CORP.
PO BOX98510
LAS VEGAS NV 89193-B510

0065848

a4o1 ea»»s
SPEC:AL NDTIGE

u-nn-l

THIS RETURN MUST BE FILED WHETHER OR NOT
ANY TAX lS DUE.

uh-*nn-u-ani

'tr you have one
adlvity. an 'M :he
amount in Column 5.
If you have mom than
one, nm out Schedule
B on Page 2.

Lanawaeawatuesofpenury.loaauemaul1a~e¢=¢auuna¢n\ismann.induainuaeecmnamuagsawunma1=v=u1em¢ms.am\°sr¢nes¢csmy
knowledgeandbdalnisuumconwandcomnlnie. Dudamliunnll:lwa1var(ol1wr thantsaqaeymlshassdonaltlxsiomxaiiasldvvhkdwuepaler

hg;anylq'lgwlg¢j9g

A SIGNATURE as REQUIRED TO MMKE THIS RETURN VAUD

Taxpaye¢s!Sigr1ature
01/09108

Date Paid Preparers Signature

Laura Hoffman. Sr. Tax Aocoumant

Pnlnt Name

(702)876-7039

phone # Pam Felid Preparers Name

RETURN IS DUE ON THE2001 OF THE MONTH FDLLOWMNG THE REPORTING PERIOD AND DELINQUENT IF NOT
RECENED BY THE LAST BUSINESS DAY OF THE MONTH. POSTMMRKS ARE NDT REGARDED AS EVIDENCE OF
DATE RECEIVED

Hake check payable to: city of Tucson
Return original with remittance In envaiope ptuvidcd to: Collectlons'*P.O. Booz 27320"'Tucson, AZ 85726

Or pay in person at: Coiledlons*"255 w. Alameda, 1st fico (City Hall). Overnight ddlvefies should also be gem to thisaddress



CITY LICENSE no.

0065848
PERIOD COVERED

FROM

12/2U07

THROUGH

1:/aoov

CYCLE

M

OFFICE USE
a cb

YOU MUST COMPLETE SCHEDULE 8 ON PAGE 2 IF YOU HAVE MORE THAN ONE ACTIVITY EVEN IF YOU ARE REPORTING ZERO
TAX DUE.

THIS RETURN MUST BE FILED WHErHER OR NOT
ANY TAX IS DUE.

I
!

iV THis RETURN IS DUE ON THE 20TH OF THE MONTH
FOLLOWING THE PER)QD IN WHICH TAXES ARE DUE.

Business Descrlntion Line AMMXY # Gauss
Allowable pgs -

Deductions = Ne! Taxable x Tax Rate = Tax Amount
USE TAX 1 99 542,554.00 0.00 542,654.00 2.00% 10,853.08

2

a

4 7)•  4SUBTOTAL (Add mL 5 Lines 1 10,853.08
5 ENTER EXCESS CITY TAX COLLECTED U Pius (+) 0.00
6 SUBTOTAL <A¢u lines 4 and 5) 1s 4=c . 10,853.08
7 PENALTY & INTEREST (see insrmminn Sheet) i Plus (+ 0.oo
8 SUBTOTAL (Add lines 6 and 7 Equals I: 1o,ass.o8
g ENTER cREDrr SALANCE TO BE APPLIED (attach Notice of Clndii)4 MIIMIS r- 0.00

10 ENTER NET AMOUNT DUE (Subtract line 9 from Hne 8) Equals (=~ 100853.08
11 ENTER TOTAL AMOUNT PAID 10,853.08

Docket No. G-01551A-07-0504
Attachment RCS-8
Page 74 of 83

.II H l a l l n m u m l TAX RETURN
BUSINESS PRWILEGE

PUBLIC UTILITY ROOM SURTAX
TRMNSIENT RENTAL

City of Tucson I Finance Department

Revenue Division I License Section

255 w. Alameda

Tucson, AZ 85701

(528)791-4566

LVG-435

SOUTHWEST GAS GORP.
PO BOX 9851 o
LAS VEGAS NV89193-8510

0css84a

3401 EGAS
SPECIAL NOTICE

*If you have one
activity. fl!! in the
amount in Column 5,
If you have more than
one. rm our Schedule
8 on Page 2.

UI1dBfp¢ni8llI8id9Er)ufy.ldid31ElllIllh2ve83¢INn8d\li8r9ll11,lixlzkadingI0¢DfnuB1\yi¥\9sd'\¢5\1\8S8\'\8s1El8fll8i\1s.sltdWifebesldmy
knovMeageandbdidltistvumccnaaandaompneie. Dadazallondp-squarel(u1herlhanls=¢payer)isbaasdonallilmikzmxatiofvdwhlcsh prapaxnr
nasauyknuwlsdga

A SIGNATURE IS REQUXRED TO MAKETHIS RETURN VAUD

' I
01 foams

DaleTaxpsyer'£'S§gnatul1é Paid Preparer's Signature

Laura Hoffman, Sr. Tax Auwuniant

Print Name

l702}87s.70se

Phone # primePaid Preparer's Name

RETURN IS DUE ON THE 20th OF THE monk FoLLovvme THE REPORTING PERIOD AND DELINQUENT :F NOT
RECENED BY THE LA1\$T BUSINESS DAY OF THE MONTH. posTnu»al<s ARE NDT REGARDED AS EWDENCE OF
DATE RECEWED.

Make check patyahle lo: City of Tucson
Return original with remittance in envelope provided tn: collections*'P.O. Box 27320"'Tucson, AZ 85726

Or pay in person at: Co!lections"'255 w. Alameda, 1st floor (City Hall). ovemighl deliveries should also be sent to this address.



5 of 83ucEnsE no.

aozs

aEpoR'n¢ws PERIOD

Dec2907

Aus BY n-na sum OF

Jan zoos

1¢.

Place a dzedfhew and signal
the hcltamif youhavenoa ' tore

THis RETURN IS DUE ON

THE 20TH OF THE MONTH

D
.E
-J BusinessDescription

Business Class
Colin Gtus=Racelp:sfusa1¢xablepurcl»au=s

FlomsdLA.cnbad<

-Deductions = Net Taxable x Tax Rate = Tax Amount
1 USE TAX go - nu 1.50% i

2 UTIUTIES 4 3,520,822.53 57,934. 17 3,462 a88,36 2.75% 95,229.43
3
4

5
8 95,229.43
7 ENTER EXCESS CITY TAX COLLECTED from SCHEDULE C iI : o . ck Plus (+ I
B A ¢ITOTALTAX U  ( Al i 6  l 7 Equals (= 95,229.43
9 PENAL1Y a|NTEREST s I ». U . ckonins Plus (+ 0.00
10 ENTER TOTAL LIABILITY Add lim-»» 1D 9 Equals 95,229.43
11 ENTER CREDIT BALANCE TO BE APPL ED • -\ l v : cki le B Minus 0.00
t2 ENTER NET AMOUNT DUE Subtra line 11 fr• line 10 | pals f= 95,229.43
13 ENTER TOT A OUNT P I 95,229.43

TRANSACTION PRIWLEGE (SALES) AND USE TAX RETURN
w e of cnanaser
MAIL srop701
P.D.soon15801
awwonzn AZssz4n-som

Docket No. G-01551A-07-0504
Attachment RCS-8
Page .

0  ,

nnuuznemgnnf

cvunged. III
Phrase make oomeuiens IO me
pmpliisd addfuss.

u n e u r n me n
malEngaddlasshas

SOUTHWEST GAS CORPORATION
LVC.. 435
PO BOX 98590
LAS VEGAS NV89193-8510 Location M\dduessz

an SPRING MGUNTAIN RD
(AS VEGAS NV asses-es10

In 1 *ii<- 98 5'* ;

Under penalties of perjury. I declare that I have examined this return, inducing the accompanying schedules and stazemwts, and to
the best of my knowledge and brief it is true, correct and oompiete. The demaratlon of the paid preparer is based upon at!
information of which preparer has any knowledge.

Taxpayers Slgq
01/08/08

Date Paid PreparersSignature

Laura Hoffman, Sr. Tax Accountant
prim Name

(702)875-7039
Phone# Prim Piiid Fleparets Name

A SIGNATURE IS REQUIRED TO MAKE THIS RFTURN VALID
Retxxn originalwithrenifiancein envdwe provided

Please make check payable to: CITY OF CHANULERand list yourlicense number on your <>he¢>x
4515125689



cry UCENSE NO.
100015739-4

PERIUD ccvenso
FROM

12f01JW'
THROUGH
12/31 Ion

DELNQUENT IF NOT
necerven BY

vzomcoa

RECENED

Business Description Line Bus. Class Gross Deductions = Net Taxable xTaxRate = Tax AnxouM
UTILITIES 1 4 2.8s'/.416.00 71,526.00 2,825.890.00 2.20% 62,169.58

2 28

3 65

4 75

USE TAX 5 99 218.84 218.64 2.20% 4.81

6 I 0

7
8 62,174.39

9 ENTER EXCESS CITY TAX COLLECTED Fins (*) 0.00

10 Equals c=> 52,174.39

11 PENALTY & INTEREST (see InslTuclion$) Pius (4- 0.00

12 ENTER TOTAL LIABILIW saws ( ') 62,174.39

13 ENTER CREDIT BALANCE TO BE APPLIED Minus(-) 0.00

14 ENTER NETAMOUNT DUE ESIIHISF 62.174.39

1 5 ENTER TOTAL AMOUNT PAID 62,174.39

Docket No. G-01551A-07-0504
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PRNILEGE (SALES) AND USE TAX RETURN

Medretufn and 1u|n|ttanca(ifa»p4:icsb¢e) Mo:

cnyaf<slenaal¢
p.o. Box 880

Glaudde. AS san-caan
(802)930-3199

SOUTHWEST GAS CORPORATION
CIO SOUTHWEST GAS CORP.
PO BOX 9851o
LAS VEGAS NV89193-8510

SPECIAL NOTICE

- -I-4-_.-_.-

Cea chedc here and sign at
the bottom :Tyan have no taxes to #Le

THis RETURN IS DUE ON
THE 20TH OF THE MONTH

Underpe\1aI¥iesolnelilxry,ldedarellxatlfwlvsoxamhlellthlsvuhrm,induingacoumpanyingschsdlrlesandsUwna:1ls.andmothehestofmy
\MnmABd9B8n¢h\1l¢fiUs!w8.¢ol1¥c!al1dc0mpIeie. Deaaaadcndpnparsr{o\herlnarxianq:ayer)isbasedonanhutomniioladWidxprenauar
lrasanyknuvnedae

Taxpayer's Signature
01/09/08

Dale Paid Preparer's Signature

Laura Hcifman. st. Tax Accountant
Point Name

(702)876-7039
Phone # Print Paid Preparer's Name

A SIGNATURE IS REQUIRED TO MAKE THIS RETURN VALID
Return original with fewuanoe in envekape provided

Please make check payable to: CITY OF GLENDALE



..._-
rHlsRzs'ruRn1sDuEoz4
THE MTHOFTHEMONTH

i

I
\

Place a check here and sign at
thebottomifynuhéwenoaxes toile

u#
...:':.:"

.::
In

Pm.':
:': 861

g.! 1$OI ed49 go.s r
14

4*»4 ¢1i 01Qu004
i t¢ o

,4

il";2~§I£;C;h ; . .»''.;"glg.°.§»;° g.2.
p' 1¢ ' a '' ' : . 11¢

business Description ume Bus. Class Gross Deductions Ne! Taxable x TaxRate = Tax Amount

uTILizEs 1 18 1,258,015.61 1.244.292.75 13,722.86 1.75% 240.15

2

a

4
5
G

USE TAX 7 20 W 0.00 an 1.75% an

Total iran Add!! Pages 8
g 1,258v015.B1 1.244,292.75 13,722.85 1 .75% 240.15

10 n°ulnwmsal¢¢n¢s)emEne:u:ess<:Ty'rAxcoLLe¢zEn/JsrFusL P].l.l5 (*) 0.00

1 1 TDTAL TAX DUE E B1S(=), . 248.15

12 {see)ns1ludl°ns). PENALTY & INTEREST p lus (+1 0.00

13 ENTER TOTAL Lh°lBl1Jw EQWIS ¢=> 240.15

14 (nun: nm seuwuse B) CREDIT aanmnce TO BE APPLIED mum (~) 0.00

is ENTER NET AMOUNT vie Equals (=) 240.15

LB ENTER TOTAL MAOUNT PAJD 240.15

Q Docket No. G-01551A-07-0504
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TRANSACTION PRIVILEGE AND USE TAX RETURN
00024s4'70'/06122006

c>rry OF

Gwaip¢op1¢,Qw»4z¢yse»mee
ERA

Tax an# Llggnslng OMar

$5 Nnrlh Cellttf SVSU!

mesa. Arizona 852411

(4aols44-za1s Fax (480)644-3999

LICENSE NO.

Rsnoawue PERIOD

DUE UATE

ou024547

JAN .- DEC2097

uzorzocs

1-1
Chedchuuanasxgnazme

hotlumaocencelynurrncanse

LVC-435 TAX DEPT
SOUTHWEST GAS CORPORATION
C/O SOUTHWEST GAS GORP.
PO BOX 98510
u~s VEGAS NV89193-8518 Raasnn:

SPECIAL ncmcs

under penailies of perjury. ldudare Mae leave examined this Saturn, including accompanying sdmedules and statsmems, and to the best of my

lalovzmdgeansxheiiefit is hue. aonectsndeonuplme. DadaIsiinn nfpr¢;1alar(al1wr tharnaxpayenishmsdon an lrclbrmalion ctwhich pnaparex

*\BS 8'¥)fI°\°wi¢dD=

Ta»<payer§~s
0V09/08

-gate Paid Preparer's Signature

Laura Hoffman. Sr. Tax Accoumam
print Name

(702)875-7039
Phone # Print Paid Preparer's Name

A SIGNATURE IS REQUIRED TO MAKE THIS RETURN VALID
Return original with remittance In envelope provided

Please make check payable tn: CUY OF MESA
Complete both sides of form

Mailing Address
PO BUT 16350
Mesa Arizona 85211-6350

M

(PM) Moy. 1800)



no.I I ad ""L.1'C
S - 8 2 5 7 3

REPORTING psnzon

D e c  2 0 0 7

nuE syTHezo1hoF

Jam z o o s

P t easa Ind ica t e  any chang e in  your  account

-» -.__-_ |..._..
1

;.

i
f -_. -..- » - - » - - - - _

Column 1 C o lu m n  2 C o lu m n  a C o lu m n  4 c o l u m n s

B us iness  Desc r ip t ion L ine BuS.  C lass Gauss D e a u c a a n s =  N e t  T ax ab le x  T ax  Ra t e = Ta Amour
U T IL IT IE S 1 4 2 , 181 , 927 . 80 8 , 307 . 80 2.1n,620.m 0 . 0 3 3 71 ,T29.46

2

3

4
s
6

9 TOTAL TAX DUE (Add  colaimn 5,  S ine 7 a n d 8 ) Equals (: 71 , 729 . 46

l o a LATE PAYMENT PENal*»LTY (10%  of  was :ax  d ue) PMS (*) 0 . 00

10b |INTEREST(1% rmonthaf thetotaltaxdue) Plus (*) 0 . 0 0

1 o ¢ LA T E  F IL ING  P E NA LT Y  ( 5%  he r  m c h f h 10 max imum 15%  ¢>f  was  t ax  d ue) PIUS (*) 0 . 00

1 1 1G<=)\ENT ER T O T AL L IAB IL IT Y  (Ad d  co lumn 5 .  line  9  t ha t : M8845 (=> 71 ,729.46

1 2 E N T E R  c R E D r r BAL ANCE T O  BE  APPL I ED (F ro m S c h e d u le  B o n b a c k ) Minus c-> 0 . 0 0

1 3 E N T E R N E T  A M O U N T  D U E (Subtract column s .  line  12 f rom l ine 11) Equals (=) 71 ,`l29.4S

1 4 E N T E R  T O T A L  A M O U N T  P A I D 71 ,729.45

PRIVILEGE (SALES) and USE TAX RETURN
D o c k e t  N o .  G -
A t t a c h m e n t  R (
P a g e  7 8  o f  8 3

1

L

City of Peoria
Tax and License Section

8481 w. Monroe Street
Peoria, Az 85345
Phone: (523)773-7160
Fax: (623) 773-7159

EmaiIL salestax@peorlaaz.com
http:l1www.peorlaaz.comlsalestax

S O U T H W E S T  G A S  C O R P O R A T I O N
P O  BO X  98510
L VG -435 T AX  DEPT
L AS VEG AS NV  8919343510

I f  you have no :axes to f i le  check  th is  b loc  &  s ig n at  bot tom I

Under penaklesnfperjmy. Idedaraihallhuveexaninedthisnunm,indudngaccompanyingschedulesuradstatemelligandtoMebestdnxy
knomadgaafdbdiefltistlue.oo1xudandocm@lsta. Daclauraiionu¢ple¢:anx(a!l1erlhantaxpayer)is basedonanlllninanmiundwhianueeparer
hasanykncwlsdge.

0 1 / 0 9 / 0 8
D at e Paid  preparers Signature

Laura Hc4¥man.  Sr ,  Tax Accountant
P M !  N a m e

( 7 0 2 ) 8 7 6 . 7 0 3 9
P h o n e # P r in t  P a id  P r epa r e r s  Nam e

A SIGNATURE IS REQUIRED TO MAKE Thus RETURN VALID
Please send the original tax retain with remittance in the envelope paovlded to the address shown above

Please make dock payable to: (BW OF PEDRIA

L I C 0 9 T 0 1 V 0 1



License# Period Covered

6012 December 2007

RETURNS DUE 01/201UB MUSTBE RECEIVED BY 01/31/08 TO AVOID
PENALTY AND INTEREST. POSTMARKS ARENOT CONSIDERED.

r

THis RETURN IS DUE ON
THE20THOF THE MONTH

I
I
I

f"l
,._...
Place a check hoe and dm at
Uhe bottom if you have no faxes lo me

CGMM1U 1 Column 2 Column 3 Column 4 Column 5

Business Descripdbn Line Bu$. Class Gross Deductions = Net Taxable x TaxRate = Tax Amount

CDNTRACTING 1 C I
1RAns:r:ouwuTIL 2 T 873,552.40 4,474.00 859,088.40 2.50% 21 ,727.21

3
4

5

6 I I
7 PRIOR BALANCE 0.00

a a 7UBTOTAL Tow Cd. 5 Lives 1 Thro 21,727.21

9 NT Excess cry TAX COLLECTED Pkzs l+) 0.00

10 I TOTAL taus (=) 21 v72°/.21

11 n¢=u.Tv Pills <+) 0.00

12 N REST PMS (~) 0.00

13 ET AMOUNT DUE was (') 21 ,T27.21

14 ENTER TOTAL AMOUNT PAID 21 ,727.21

Docket No. G-01551A-07-0504
Attachment RCS-8
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SnlesTax Depananeuk

waasw CmcCa1xef  94198. $18. 270

Mondale. liuizcna esaaaaaus

DELINQUENT IF NOT PAID BY THE LAST
BUSINESS DAY OF THE MONTH.

8v-A g'¥0- l 4IX €g A A DC ask ~ro4a
S O U T H W E S T  G A S  C O R P O R A T I D N
P O  B O X 9 8 5 1 0 L V C - 4 8 5
L A S s e A s  N V 8 9 1 9 3 - 8 5 1 0

RETURN THIS FORM WITH
YOUR RElJ\!'TTAN¢E TO:

end  OF AVONDAL£
Salas Tax Depeutlnnnt
11485 w COM: ¢qMII  9f W<II  so. 270
Avunau, MArianna ossa-sans

spEcnAz. names

unuupenauiewparyxy,x¢1¢aaf¢u\a1tna~». l»(an»u=eamasre1um, inuuanga¢cun»p¢n;n¢»gs¢na¢»1esandsla1»mams.andxn1r=en¢sx°fmy
mwwleugsanoualiefnisuue,ennwar»am1¢u¢e¢. DWana\lonotpvepalur(o4hetlhan\axpayer)Lsbassdona\INofmaiiunoiuudIidwpreparer
hssanylmovdsdge-

TaxpelersSign
01/csma

Date paid Preparer's Signature

Laura Hoauaan. Sr. Tax Accountant
Print Name

(702)875.7039
Phone # PrintPair!Prepale1*s Name

( )Glleck hereif any changes in account laiusand complete the back of this farm

A SIGNATURE IS REQUIRED TO MAKE THIS RETURN VALID
Return originalwithramiimmce in envelope provided

Please make chedc payableIo* CITY OF AVONDALE
¢1v'mnR~~.v4=°»



STATE LICENSE NUMBER;
1 1  0 0 9 2 9 7 - C

TAXPAYER !DENTIFlCATiON NUMBER:

13 EIN £1 sen 8 8 0 0 8 5 7 2 0
PERIOD 8e<slnnlnG:

o 40 1 2 o0 7
PERIOD eNDiNG:

04 3 0 2 o 07
m LABELED RETURNDORUSE ONLY

POSTMARK DATE

RECENED DATE

FinalGone-Time OnlAmented Return £31 Multipage Return

21-2233

SOUTHWEST GAS CORP
CIO TAX DEPT
PO BOX 98510
LAS VEGAS, NV 89193-8510

10Q11009297C040$1050

eAddress Cha ed

J

3
tsusuusss
DESCRIPTION

(B)
REGION

CODE

(C)
8U$lN£8$5

CLASS

(0)

GROSS AMOUNT

(E)
DEDUCTIUN

AMOUNT

(F)
NET TAXABLE

AMOUNT .Mx-.tzhtre

=(G) (H)
TOTAL

TAX AMOUNT

i t)  :
;a4c<:ou:41w;s
:..=¢nsnwmIe .

(J )
ACCOUNTING

CREDIT

1 UTILITIES COC 004 162,877.77 162,877.77 .:: 10,953.53 »e~i008560

2 RETAIL COC 017 38.51 38.51 . Q06?25 2.59 0.000568.;

3 USE TAX COC 029 585.07 586.07 .05=50D 32.82 N/A N/A

3 UTILITIES CCH o04 2,579,581 .31 2.s7s,s81.a1 306100 157,354.46 0.000580

4 RETAIL COH 017 £06100 o 0.000560

3 USE TAX COH 029 573,698.39 573,698.39 4.05600 32,127.11 WA N/A

3 UTILITiES GLA 004 423,571.21 423.57121 ;oseoo 27.95570 -.0.000560

7 RETASL GLA 017 an .0e60o. . 0.600558

subtotal... 3,5l/8,850.91 3,57G,850.91 228 ,426 .21

1 4

2 4.910,032.36
3
4

5 4,910,032.36
6 Ur

7 P

8 -

9 4,910,032.36
10

11 Q

12 4,910,032.36
la

Docket No, G-01551A-07-0504
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TRANSACTIUN PRIVILEGE, USE AND
SEVERANCE TAX RETURN (TPT-1 )
Arizona Departmentof Ravsnua
PO BOX29010 PHOENIX, AZ 85838-9010

NQTE: TPT-1 RETURNS ARE DUE THE 20TH DAY

OF THE FOLLGWING MONTH. FOR ASSISTANCE

CALL 602~255~2050 tn THE PHOENIX AREA.

OR STATEWiDE TOLL FREE 800842-7198

TAXPAYER INFORMATION

TRANSACTION DETAIL (lfmnm nmorlivglavas arenecessary. oloasa of¢ach continuation names.)

it. TAX COMPUTATION

1 Total deductions from Schedule A

2 Total Tax Amount (from column H)

3 State excess tax collected

4 Other excess tax collected

5 Total Tax Liability Add lines 2. a, and 4

6 Accounting Credit (from column J)

7 State excess tax accounting credit: Multiply ile 3 by .01

8 Total Accounting Credit: Add lines 6 and 7

9 Net tax due line: Subtract tine 8 from line 5

10 Penalty and interest

ti TPT estimate payments to be use

12 Total amount due this period

13 Additional payment to be applied lfor other periods)

AMENDED RETURN ONLY

14 TOTAL FLMOUNT REMITTED WITH THIS RETURN

3

Ancn2o»1oe4su1ucn) Please make clzreck payablew Arizona Delnartmen! ofRevenue
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(A)
:BUSINESS

z>escR:pnon

(B)
REGION
CODE

(C)
susnness

CLASS GROSS AMOUNT

(D) (EJ
DEDUCTION

AMOUNT

(F )
NET TAXABLE

AMOUNT TAX RATE

(G) (H)
TOTAL

TAX AMOUNT

. l l )
;AGccur~mns
;cREniTszATE

(J)
Accoumwc

CREDIT

I USE TAX GLA 029 9,043,75 .9,043.75-. Lesson 506,45 fN?A N/A

z UTILITIES GLP 004 32,349.55 32,349.55 .0660O 2,135.07 .;8»U0056Q =i
5 UTlL!T!ES GRA 004 1,322,460.49 1322,460.49 .0s10o 80,670,09 0.008560

I UTIUTIES GRN 004 138,288.20 136288.20 .moa 8,313.58 8.008550 9

S RETAIL GRN 017 U
=.081130 0.000s80

8
> USE TAX GRN 029 22.14 22.14 ;056G0 1 .24 NIA NIA
r UTILITIES LAC ooh 29,142.88 29,142.88 .oe6oo 1l923,43 84090580

3 RETAIL LAC 017 ¢ .06600 .Uooo5so

I USE TAX LAC 029 _05500 NlA N/A

o UTILITIES LAP 004 91,372.88 91,372.88 .06600 6,030.51 0.000560

1 RETAIL LAP 017 b .06600 0.000560

2 uT l uT l Es MAH CDS 90,365.08 90,365.08 .06300 5,693.00 0.000550

3 RETAIL MAH 017 .osaoc '000{l0560

4 USE TAX. MAH 029 .05600 v 52N/A 1 N/A

5 UTILITIES MAO 004 59,414.76 59,414.78 336368 3_743_13 0..0005é0.;
5 RETAIL MAO 017 i .86306 0.000500

7 USET AX MAO Q29 455500 h N/A N/A

8 UTILYTIES MAR con 41,829,B21.27 41 ,829,621 .27 ;_05300 2,635.2S5.14 0.000550

9 RENTAL-REAL MAR 013 .00500 9 N/A NIA

0 RETAIL MAR O17 28.89 28.89 108300 1.82 0.000560

1 USE TAX MAR 029 2,971,567.88 2,971 ,567.86 .nseua 166,407.80 NIA N/A

2 UTILITIES MAT 004 3,737.94 3,737.94 .asaoo 235_49 0.000560.

3 RETAIL MAT 017 L 4183.66 9019055115 a l

4 USE TAX MAT 029 av e o s e m N/A

5 UTILITIES MOF 004 8,375.80 8,378.80 .05B50 490.16 0.000560

6 RE°SAXL MOF 017 105850. NIA. N/A

7 UWEITIES MOH 004 826,741 .37 826,741 .37 .os85b 48,354.37 0.000560

8 RETAIL MOH 017 ll 405850 0.000560* .

9 USE TAX MOH 029 97,973.21 97,973.21 05600 5,485.50 NIA N/A

0 UTILITIES PAD 004 223,172.46 223,172.45 .D6100. 13,613.52 0.000560 a

1 UTlLIT;IES PMA 004 17,400,128.89 17,400,128.69 .OB400 1 ,061_407.8s 0.800550.¢

2 USE TAX PMA 029 398,010.71 398,010.71 18.05509 22,288.60 N/A

3 unumss . PMN 004 18,745.41 18,745.41 .0t8»1[}0 1,143.47 0.080558
.

4 RETAiL PMN 017 W .081 DO 1 0.090580

5 USE TAX PMN 029 Q I .osSoo an N/A N/A

Jbtotal .. 65,548,5S6.34 i n 85.548,568.34 4,063,722.32

-11 III
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Docket No. G-01551A-07-0504
Attachment RCS-8
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(A)
BUSNESS

DESCRIPTION

(B)
n e s n h r
CODE

( c )
BUSINESS

CLASS G RO S S  f wouur

(D) ( E )
DEDUCTION

AMOUNT

IF )
NET TAXABLE

AMOUNT

(G )

TAX RATE

(H)
TOTAL

TAX AMOUNT

m
ACCOUNTING
CREDIT RATE

(J)
ACCOUNTING

CRED re
U T I U T I E S P M T O04 1 3 , 6 5 9 . 0 0 1 3 , 8 5 0 . 0 0 . 0 6 1 0 0 8 3 2 . 5 5 0 . 0 0 0 5 6 0

U S E T A X P M T 0 2 9 Q .OSSBG N / A NJ A

U T I U T I E S P N A 0 0 4 2 7 , 4 5 9 . 0 9 2 7 , 4 5 9 . 0 9 _06600 1 ,812.30 0 . 8 0 0 5 6 0

R E T A I L PNA 0 1 7 . o e e o o 0 . 0 0 0 5 6 0

USE TAX P N A 0 2 9 . 0 5 8 0 0 MA N I A

U T I L I T I E S P N H D04 4 1 , 2 8 9 . 2 4 4 1 2 8 9 . 2 4 _O6600 2 , 7 2 5 . 0 9 0 . 0 9 8 5 6 0

R E T A I L P N H 0 1 7 C . 06G 00 0 . 0 0 0 5 6 0

U S E  T A X P N H 0 2 9 Lr . 0 5 6 0 0 N / A N / A

U T I L I T I E S P N L 0 0 4 2, 744, 491 . 67 2\714,491 .67 . e s e o o 1 7 9 1 5 6 4 5 0 . 6 8 0 5 6 0

RETAIL P N L 0 1 7 i . 0 6 5 0 0 0 . 0 0 9 5 5 0

U S E  T A X P N L 0 2 9 6 4 t , 1 1 1 . 6 1 6 4 1 , 1 1 1 . 6 1 : 0 5 6 0 0 3 5 , 9 0 2 . 2 5 N / A N / A

U T I L I T I E S Y M A 0 0 4 1 5 0 7 , 2 6 4 . 6 3 1 ,607,264.63 . 0 6 7 0 0 1 0 7 , 6 8 6 , 7 3 0 . 0 0 0 5 s o i

0

1

2

3 R E T A I L Y M A 0 1 7 9 9 . 8 5 9 9 . 8 5 . 0 8 7 0 0 6 , 6 9 0 . 0 0 0 5 8 0

4 U S E  T A X Y M A 0 2 9 6 6 7 , 4 9 7 . 8 6 6 6 7 , 4 9 7 . 8 6 . 0 5 5 0 0 3 7 , 3 7 9 . 8 8 N / A N / A

5 A P A C H E  J U N C T A J too . 0 2 2 o 0 N / A N / A

6 A P A C H E  J U N C T A J 0 0 1 2 4 s , 0 2 6 . s e 2 4 6 , 0 2 6 . 5 6 . k a z o o 7 , 8 7 2 . 8 5 N I A N / A

7 B l S B E E 8 8 0 0 0 1 9 6 , 9 9 0 . 0 0 1 9 6 , 9 9 0 . 0 0 . 0 2 5 0 D 4 , 9 2 4 . 7 5 N I A N / A

B B U C K E Y E B E 0 0 0 1 0 , 7 9 8 . 0 0 1 0 , 7 9 8 . 0 0 , o z o n e 2 1 5 . 9 6 N / A N / A

9 B U L L H E A D  C I T B H 0 0 0 1 4 , 3 5 7 . 5 0 1 4 , 3 5 7 . 5 0 . o z o o o 2 8 7 . 1 5 N / A N / A

-0 B U L L H E A D  C I T B H 0 0 2 9 7 , 9 7 3 . 5 0 9 7 , 9 7 3 . 5 0 . o 2 0 0 0 1 ,959.47 NIA N / A

:1 B E N S O N B S 0 0 0 1 0 , 5 3 6 . 8 0 1 0 , 5 3 6 . 8 0 1 0 2 5 0 0 2 6 3 . 4 2 N / A N / A

:2 C A R E F R E E C A 0 0 o 1 5 8 , 2 4 1 . 0 0 1 5 8 , 2 4 1 . 0 0 . o 3 o o o 4 , 7 4 7 . 2 3 W A N / A

-s C L t F T O N C F t o o 8 5 , 4 7 5 . 6 7 6 5 , 4 7 5 . 6 7 . o a o o o 1  , 9 6 4 2 7 N / A N / A

-4 C A S A  G R A N D E C G 0 0 0 a 1 0 1 8 0 0 N / A N I L

»5 C A S A  G R A N D E C G col 8 . 1 M . 5 0 8 , 104 . 50 . 0 2 0 0 0 1 6 2 . 0 9 N / A N / A

.6 C A S A  G R A N D E C G 0 0 2 . O 2000 W A N / A

~7 C A V E  C R E E K C K 0 0 1 9 4 , 5 7 2 . 6 7 94 , 572 . 67 . 0 3 0 0 0 2 , 8 3 7 . 1 8 W A N / A

*8 C A V E  C R E E K C K 0 0 2 (11 , 442.80 ( 11 , 442 . 80 . O 2 5 0 0 £286.07 N I L N / A

'Q C O O L I D G E C L 0 0 0 1 0 6 , 1 7 9 . 6 7 1 0 6 , 1 7 9 . 6 7 . 0 3 0 0 0 3 , 1 8 5 . 3 9 N I A N f A

40 C O O L I D G E C L 0 0 2 1 . 0 3 0 0 0 N / A N / A

: 1 D O U G L A S D L O 00 3 2 5 , 6 9 0 . 8 0 3 2 5 , 8 9 0 . 8 0 . 0 2 5 0 0 8 , 1 4 2 . 2 7 N / A N / A

£2 D G U G L A S D L 0 0 2 2 , 4 2 9 . 8 0 2 , 4 2 9 . 6 9 .02500 6 0 . 7 4 N / A N / A

53 E L O Y E L 0 0 0 1 3 0 , 2 7 2 . 3 3 1 3 0 , 2 7 2 . 3 3 £ 3 0 0 0 3 , 9 0 8 . 1 7 N I L N / A

14 E L  M I R A G E E M 0 0 0 1 5 6 , 5 5 1 . 6 7 166,551 .67 . 0 3 0 0 0 4 . 9 9 6 5 5 N / A N I A

I s F O U N T A I N  H I L L : F H o 0 0 2 4 5 , 1 4 1 . 1 5 2 4 5 , 1 4 1 . 1 5 . o z 6 o é 6 , 3 7 3 . 6 7 N / A N / A

ubzo tal . . . 7 , 5 8 0 , 7 6 2 . 5 7 7 , 5B 0 , 762 . 57 4 1 7 , 1 1 7 . 1 3

' an sact i o n  P r i v i l eg e ,  Use ,  an d  S everan ce  T ax  Ret u rn  ( T P T - 1 )

D o c k e t  N o .  G - 0 1 5 5 1 A - 0 7 - 0 5 0 4
A t t a c h m e n t  R C S - 8

u c E n s E H ¢ 0 e  8 2  o f  8 3 1 1  0 0 9 2 9 7 ~ c

Q A N S M C T S O N  D E T A I L  ( A D D I T I O N A L  T R A N S A C T I O N S )
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. <A>
BUSINESS

nescR1pT1on

(B)
Reckon
CODE

(C)
BUSINESS

CKASS

(D)

GROSS AMOUNT

(E)
DEDUCTIOn

AMOUNT

(F)
NET TAXABLE

AMUUNT ~rAxnA1rE

kG) (H)
TOTAL

TAX AMOUNT
;5cGQunfr1nG :
9 CREbrT"RATE

(J)
ACCOUNTING

cREorr
1 F UO RE NCt é FL. 000 2 3 4 , 8 2 5 . 0 0 2 M , 8 2 5 . 0 Q Yiéoéii 4 , 5 9 5 . 5 0 N / A we
2 G i l i B E R T G B 0 0 0 1 , 858, 192. 67 1 , 8 5 8 , 1 9 2 , 6 7 . . .M a m b o 2 7 8 7 2 . 8 9 N/A N I L
3 G I L A  B E N D G ! 0 0 0 2 7 , 0 6 4 . 3 3 2 7 , 9 6 4 . 3 3 . o 3 u o u 8 1 1 . 9 3 N / A N/A

4 G L O B E G L 0 0 0 2 0 9 , 0 0 9 . 5 0 2 0 9 , 0 0 9 . 5 0 . e zo o o 4 , 1 8 0 . 1 9 N / A N / A

s G U A D A L U P E G U 0 0 0 5 0 , 9 9 0 . 0 0 5 0 , 9 9 0 . 0 0 1;839410 1 , 5 2 9 . 7 0 NIA N / A

3 G O O D Y E A R G Y t o o 1, 024_309, 00 1 . 0 2 4 , 3 0 9 . 0 0 4312090 200486.18 N / A N/A

7 H U A C H U C A  C I T H C 0 0 0 800 .00 6 0 0 . 0 0 111590 9 . 0 0 N1A N / A

B K E A R N Y K N 0 0 0 721 .20 721 .20 . o z s a n 18 .03 N/A N/A

9 L I T C H F I E L D  P L P t o o 4 , 5 5 5 . 0 0 4 .555200 5102000 9 1 . 1 0 N / A N / A

0 M A R A N A M A 0 0 0 n u . 0 2 0 0 0 N / A N / A

1 M A R A N A M A 004 5 0 4 , 8 4 0 . 5 0 5 0 4 , 8 4 0 . 5 0 . 0 4 0 0 0 2 0 , 1 9 3 . 6 2 N / A N/A
in
.c M A M M O T H M H 0 0 0 0 2 0 0 0 N / A N / A

3 M I A M I M M 0 0 0 41 . 0 2 5 0 0 N / A N / A

4 M A R S C O P A M P 0 0 0 4 6 3 , 3 9 6 . 0 0 463 ,396 .00 .02000 g 2 6 7 . 9 2 N / A N/A

5 O R C  V A L L E Y O R 0 0 0 828 . 3B 0 . 50 828,380 .50 . 0 2 o o 0 1 5 , 5 6 7 . 6 1 N / A N I A

.6 P A G E P G 0 0 0 1 5 4 , 8 4 0 . 3 3 154,840.33 . 0 3 0 0 0 4 , 6 4 5 . 2 1 NIA N / A

7 P A G E P G 002 5 8 6 . 0 0 586,09 . o s l o 1 7 . 5 8 N/A N / A

38 P A R K E R P K 0 0 0 68 ,617 .50 8 8 , 6 1 7 . 5 0 402090 1 , 372.35 N / A N IA

9 PARKER P K 0 0 3 | zoéOOb N I A N I A

t o p A R A o x S e  V A L P V 0 0 0 9 , 7 0 5 . 4 5 9,705 .45 . 0 1 6 5 0 1 6 0 . 1 4 N / A N / A

>1 Q U E E N  C R E E K Q C 0 0 0 177,276.00 1 7 7 , 2 7 6 . 0 0 . o20o0 3,545 .52 N / A N / A

ZN S A H U A R I T A S A 0 0 0 262,066 .50 2 6 2 , 0 6 6 . 5 0 ; 02000 5 2 4 1 . 3 3 N / A N/A

as S U P E R I O R St 0 0 0 588896. 00 58 ,696 .00 402000 1 , 1 7 3 . 9 2 N/A N/A

>4 S O M E R T O N S O 0 0 0 7 , 727 . 20 7,727 .20 . 0 2 5 0 0 193 .18 N / A N I A

Z5 S U R P R I S E S P 0 0 0 1 . 213 . 058 . 18 1  . 2 1 3 , 0 5 8 1 8 . 0 2 2 0 0 26 ,687 .28 N I A N / A

be S I E R R A  V I S T A S R tot L01750 N / A N / A

ZN S l E R R A  V I S T A S R 002 571 ,288.57 5 7 1 , 2 6 8 . 5 7 . 0 1 7 5 0 9 . 9 9 7 2 0 N / A W A

be S I E R R A  V I S T A S R 008 8 9 5 , 8 4 6 . 0 0 8 9 6 , 8 4 6 . 0 0 . 02000 1 7 , 9 3 6 . 9 2 N/A N I A

ZN S O U T H  T u c é é a r S T 000 8 9 , 3 9 9 . 2 0 8 9 , 3 9 9 . 2 0 . 0 2 5 0 0 2,234 .98 N1A N / A

30 SAN LUIS S U too 1 2 . 3 0 5 . 7 1 12,305 .71 . 0 3 5 6 0 4 3 0 . 7 0 N / A N / A

31 T O L L E S O N T N o 0 0 64 ,032 .50 6 4 . 0 3 2 . 5 0 . 02000 1 , 2 8 0 . 6 5 N / A N / A

32 T O M B S T O N E T S 0 0 0 102500 N I A N/A

33 W I C K E N B U R G W B o h o 1 2 8 , 6 8 5 . 8 8 1 2 8 , 6 8 5 . 8 8 _01700 2 , 1 8 7 . 6 6 N / A N / A

34 W I N K E L M A N W M 0 0 0 . 0 3 5 0 0 N / A N IA

35 W E L L T O N W T 0 0 0 8,708 .80 6 , 7 0 8 . 8 0 . b 2 5 o o 1 6 7 . 7 2 N / A N IA

36 Y U M A Y M 000 9 8 7 , 2 8 4 . 1 2 9 8 7 , 2 8 4 . 1 2 401700 1 6 , 7 8 3 . 8 3 N/A N / A

37 Y O U N G T O W N Y T tot 49 ,293 .00 4 9 , 2 9 3 . 0 0 . 0 2 0 0 0 9 8 5 . 8 6 N / A N I A

»- u b t o i a l . . . 9 , 9e5 , 280 . e4 9 , 9 6 5 , 2 8 0 . 6 4 2 0 0 , 7 6 6 . 7 0

I
I ran sact i an  P r i v i l eg e ,  Use ,  an d  S everan ce T ax  Retu rn  (T P T -1  )

Do c k e t  No .  G-0 1 5 5 1 A -0 7 -0 5 0 4

A t t a c h m e n t  RCS -8

u c e u s e a g e  8 3  o f  8 3 1 1  0 0 9 2 9 7 - C

T R A N S A C T I O N  D E T A I L  ( A D D I T I O N A L  T R A N S A C T I D N S I
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EXECUTIVE SUMMARY
SOUTHWEST GAS CORPORATION

DOCKET no. G-01551A-07-0-04

Nothing Southwest Gas Corporation ("Company") witness Schmitz stated in his Rebuttal
Testimony has caused me to change my position that the Company's negligence in repairing the
pipeline led to a "public safety concern" and the need for early replacement of the pipeline. The
costs associated with the replacement of the pipeline should, therefore, be disallowed as
discussed in Staff witness Ralph Smith's testimony, since they were caused by the Company's
own negligence.



Surrebuttal Testimony of Corky Hanson
Docket No. G-01551A-07-0504
Page 1

1 Q- Did you provide Direct Testimony in this case?

2

3

4

Yes. My Direct  Testimony rela ted to the need to replace the Manors subdivision's

pipeline distr ibut ion system in Yuma,  Ar izona due to the Company's  negligence in

making earlier repairs to the pipeline.

5

6 Q- Have you reviewed the Surrebuttal Testimony dated May 9, 2008 provided by Mr.

Jerome Schmitz?7

8 Yes.

9

10 Q- Do you concur with the testimony provided by Mr. Schmitz concerning corrosion

leaks?11

12

A.

A.

A No. Mr. Schmitz is apparently attempting to compare corrosion leaks (pipeline failures)

with outside force (excavation activities) or  third-party damage, but the two are not

related. A corrosion leak is a  failure only affecting steel pipeline while excavation

damages from outside forces impact all pipeline materials. Mr. Schmitz also states that he

would characterize my statement that "pipe corrosion is one of the leading causes of

pipeline failures" as vague and misleading. He states that corrosion accounts for only 14.2

percent of all leaks. However, when reviewing the Rebuttal Exhibit .TTs-l,  if outside

force by excavat ion,  other  outside forces and natura l forces are removed from the

equation, corrosion leaks constitute the second highest percentage of all remaining leaks

for steel pipelines
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Surrebuttal Testimony of Corky Hanson
Docket No. G-01551A-07-0504
Page 2

1 Q.

2

Do you agree that Southwest Gas ("SWG") was acting as a prudent operator in its

decision to replace the ground bed to maintain a safe and reliable system?

3

4

Yes, but that is not the issue.  The issue is that the actions taken by the Company in

making repairs to the rectifier system were faulty and resulted in the pipeline's corrosion

at an accelerated rate.5

6

7 Q-

8

Is it still your belief that had SWG properly installed the rectifier and ground bed

that this system would not have needed replacement at this time?

9

10

11

12

Yes, nothing Mr. Schmitz states in his Rebuttal Testimony has caused me to change my

position. As I stated in my original response to the SWG data request dated April 28,

2008, based on my review of the leak survey records between 2002 and 2005 there is no

indication that this system was not in a safe operating condition.

13

14 Q-

15

16

Do you agree with SWG testimony that states any extension of service life to a pipe of

this vintage is a possible consequence of actions done to remain compliant with the

pipeline safety regulations?

17

18

19

20

Yes, absolutely. However, properly installed, cathodic protection has the potential to

extend the life of a buried pipe of any vintage.  Unfortunately,  in this case,  after  the

improper re-initializing of the Manors rectifier by reversing the polarity on the system any

possibility for extending the service life of the system was irrevocably eliminated.

22 Q Mr. Schmitz stated that you made too many assumptions in concluding that the

system would have had a significant remaining life but for the faulty repair. Do you

25

A.

A.

A.

A

agree

No. I am aware that a  pipeline does not operate in a constant environment.  But my

analysis of all of the facts in this case support the conclusion that but for the faulty repair



Surrebuttal Testimony of Corky Hanson
Docket No. G-01551A-07-0504
Page 3

1

2

3

4

the pipeline would have had a significant remaining life yet.  Those facts included the

Company's own actions which were geared toward prolonging the system's life. The fact

that SWG's replaced the CP ground bed to restore CP to the Manor's system, indicates

that the Company itself thought the service life of the system could be extended, and

5 replacement was unnecessary.

6

7 Q.

8

Do you agree that SWG acted as a prudent operator in replacing the Yuma Manors

pipeline system to address what SWG states was an immediate public safety

concern?9

10

11

12

Yes, of course. Once a public safety issue arises, the Company has an obligation to take

immediate corrective action. But the "immediate public safety concern" arose here solely

as  a  result  of the improper  act ions or igina lly taken by SWG personnel when they

incorrectly installed and reinitialized the rectifier

15 Q Do you agree with Mr. Schmitz's testimony that a disallowance in this case sends the

wrong policy message and would encourage operators to expend minimal investment

to maintain the pipes rather than replacing them

18 A Not at all. The Company is under an obligation to maintain its system so that it operates

in a safe and reliable manner. The message the Staff intends to send is that repairs to

pipelines need to be done correctly. If repairs are not done properly,  public safety

concerns arise. In this case, improper repairs led to an unusual increase in leakage which

the Company noticed in early 2007, and which in the Company's own words created an

immediate public safety concern

25 Q Does this conclude your Surrebuttal Testimony

26

A.

A Yes. it does
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EXECUTIVE SUMMARY
SOUTHWEST GAS CORPORATION

DOCKET no. G-01551A-07-0-04

Class C0st of Service/Revenue Allocation - The Class Cost of Service Study has been
reasonably conducted and follows generally accepted guidelines for such studies but Staff and
the Company disagree on the allocation of revenue among the classes. The Company's use of
the proportional cost responsibility method results in an allocation of costs that impose large
increases on some rate classes and customers. The Company argues that the criticism is
unwarranted, however, because the cited examples of large increases do not have anything to do
with revenue allocation but rather with the Company's rate design. In this Surrebuttal
Testimony, I demonstrate that the Company actually has the process backwards -- revenue
allocation considerations should come first and rate design considerations second. The desire to
let rate design considerations drive revenue allocation is moving in the wrong direction from the
results of the cost of service study. The allocation of any revenue increase should be done in a
two step process with the first step being the rate of return for each class to within 10 percent of
the overall average rate of return. The second step of the allocation process is to temper the rate
increase so that no class receives more than l percent more or l percent less than the overall
average increase of 2.8 percent.

Revenue DecouplingNolumetric Rate Design - The Company's Rebuttal Testimony clearly
shows that its proposals for a Revenue Decoupling provision, a Weather Normalization
provision, and changes to the Volumetric Rate design, are being proposed once again solely to
provide the Company a fixed revenue stream. There has been no demonstration of any
relationship that any of these proposals are necessary due to the effect of energy conservation.
The Company proposals should be rejected as this exact issue has already been considered and
rejected by the Commission in the Company's last rate case. The Company has failed in this
case to address both the Comlnission's and Staffs concerns from its last rate case. The
Commission found that the Company was requesting that customers provide a guaranteed
method of revenue recovery and neither the law nor sound public policy requires such a result.
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1

2

INTRODUCTION

Q. Please state your name, occupation, and business address.

3

4

5

My name is Frank W. Radigan. I am a principal in the Hudson River Energy Group, a

consulting firm providing services regarding the electric utility industry and specializing

in the fields of rates, planning and utility economics. My office address is 237

Schoolhouse Road, Albany, New York 12203

8 Q Are you the  same Frank Radigan that  prev iously  prov ided test imony in  th is

proceeding

10 A Yes. I previously provided testimony on the subject of Revenue Allocation, Rate Design

and Revenue Decoupling. The Surrebuttal Testimony presented here is on those subjects

as well. Specifically, I will address the Rebuttal Testimonies of Southwest Gas

Corporation ("Company") Witnesses Montgomery, Miller and Congdon on these rate

design issues

16 Q On whose behalf are you appearing

17 A I am appearing on behalf of the Arizona Corporat ion Commission ("ACC" or

Commission") Utilities Division Staff ("Staff")

20

21

COST OF SERVICE STUDY/REVENUE ALLOCATION

Did the Company prepare and present a Cost of Service Study in this caseQ

22 A Yes and I agree that it should be used as the basis for allocating rates. Where Staff and the

Company disagree is on the allocation of revenue among the classes

A.

In my Direct Testimony l noted that the Company's use of proportional cost responsibility

method ("PCRM") resulted in an allocation of costs that impose large increases on some
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1

2

3

4

5

6

7

8

9

rate classes and customers. I noted that the Company proposed that the Residential A/C

Service Class (G-15) receive a 12.2 percent increase which is over 2.5 times the overall

proposed increase of 4.8 percent. For the Street Lighting Class (G-45) the Company is

proposing an increase of 10.4 percent or 2.2 times the overall average increase of 4.8

percent (Congdon Workpapers). While these proposed increases bring the rate of return

for  these service classes closer  to the overall average rate of return,  the Company's

changes to other rates does not. For example, for the Multi-Family Residential Service

Class (G-6) the Company proposes to increase revenues from this class by 1.5 percent or

0.3 times the overall average increase.

10

11

12

13

14

In Rebuttal Testimony, Company Witness Congdon concedes that certain of its proposed

rate changes do not have anything to do with revenue allocation but rather  with the

Company's rate design. For example, Mr. Congdon notes that the 12.2 percent increase in

the ra tes for  G-15 come from its  proposal to eliminate the declining block ra te for

residential customers. For G-6, Mr. Congdon states that the relatively small increase is

due to the fact that the commodity charges for Single Family Residential (G-5) and Multi

Family Residential (G-6) are the same and the Company proposes not to change this

relationship. (Congdon Rebuttal, page 19)

Q Do you agree with the Company's logic20

21 A No, in my opinion, the Company has the process backwards. Revenue allocation should

come first and rate design second. In both cases, Mr. Congdon cites his desire to let rate

design considerations drive revenue allocation. However, this results in the proposed rates

moving in the wrong direction. The clearest example of how incorrect this methodology

is for Multi-Family Residential Service Class (G-6). This service classification was

established in the Company's last rate case because it was noted that the Company's costs
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1

2

3

4

5

6

7

8

9

10

were different to serve these larger customers. As the Commission noted in its Decision

No. 68487 ".. .We agree with Southwest Gas that customers in multi-family dwellings

deserve a separate rate categorization to reflect their  lower usage characteristics and

relatively lower cost to serve as a class" (page 39). Under current rate, G-6 is earning a

rate of return of 5.69 percent or 0.85 times the overall rate of return of 6.68 percent. The

0.85 times is known as the indexed rate of return with a 1.00 meaning that the service

class is earning the ideal overall rate of return. Under the Company's proposed rates, the

rate of return would be 5.09 percent or 0.59 percent the overall rate of return of 9.45

percent. By tying the commodity rates of the G-6 to G-5, the indexed rate of return is

getting lower and the Company is actually moving in the wrong direction from a cost of

service basis.11

12

13

14

15

16

17

18

As I noted in my Direct Testimony, the cost of service is one of a number of factors

considered in revenue allocation and rate design. I further testified that the Company's

proposed revenue allocation should be tempered so that no service class received more

than l percent more or less than the overall increase. The results of this allocation process

both temper the rate increase to any one class and improve the indexed rate of return for

each service class. There is nothing in the Company's Rebuttal Testimony that causes me

to change my opinion

21

22 Q-

23

REVENUE DECOUPLINGNOLUMETRIC RATE DESIGN

Could you please provide a general overview of the Company's Rebuttal Testimony

with respect to revenue decoupling before commenting on the specific details?

24 Yes, the Company has provided Rebuttal Testimony from Company witnesses

Montgomery,  Miller  and Corydon. While the Rebut ta l Test imony is  lengthy and

addresses many minute details of why the arguments put for th by Staff and RUCO
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1

2

3

4

Witness  Rigsby a re unreasonable,  the sum tota l of the Company's  presenta t ion is

unconvincing. When the Company's Rebutta l Testimony is read completely,  and in

conjunction with the Company's original filing, it is clear that what the only thing the

Company wants to achieve through its proposed rate design is avoidance of financial risk,

nothing more nothing less.5

6

7

8

9

10

11

Q, What leads you to this conclusion?

12

13

14

The Company has put forth a myriad of risk-reducing rate design proposals in this case.

Unfortunately, the proposals result in shifting almost all risk that shareholders now bear

onto the shoulders of the ratepayers. These risk shifting proposals take the form of a

Revenue Decoupling Provis ion ("RDAP"),  a  Wea ther  Norma liza t ion Adjus tment

Provision ("WNAP"), a Volumetric Rate Design, and proposals that would protect the

Company aga inst  declines  in usage which have not  been proven to exis t  with any

certainty.

The Commission has no obligation to provide guarantees to a Company that it  will a

certain level of profits. The Commission must only allow the Company an opportunity to

earn a reasonable return on its fair value rate base. The Staffs rate design proposals in

this case accomplish this in my opinion

21 Q Is the Company's position reasonable?

22

A.

A Not at all. None of the arguments or facts set forth by the Company in this case are new

In SWG's last  ra te case,  the Commission rejected vir tually the same proposals,  the

Company is asking for  here (although the names of these proposals in this case are

different)
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1

2

3

4

5

The Commission said it best when it rejected the same proposals by SWG in its last rate

case: ". . .The Company is requesting that customers provide a guaranteed method of

r ecover ing  a u t hor ized  r evenu es ,  t her eb y v i r t u a l ly  el imina t ing  t he C omp a ny ' s

attendant r isk. Neither the law nor sound public policy requires such a result and we

decline to adopt the Company's CMT in this case" (Decision 68487, page 34).

6

7

8

9

10

11

The Commission also allowed the Company the opportunity to present its case regarding

revenue decoupling in a stakeholder collaborative. That collaborative demonstrated that

the biggest factor the Company faced was weather risk, a risk that is inherent in providing

utility service. The Company simply has not met its burden of proof that its revenue

allocation and rate design proposals are just and reasonable or in the public interest.

12

13 Q-

14

What about the Company's claim that usage is declining and therefore revenue

decoupling is appropriate?

15 A. The Company is only presenting one piece of the puzzle when discussing the risks in

setting rates on a historic test year basis. It is true that if customer usage does continue to

decline from the test year level after rates are set, the Company will lose margin revenue

and it will put pressure on SWG's ability to earn its authorized rate of return. What is also

true, however, is that the Company will also be allowed to retain any revenues from

increased customer growth above test year levels. In the 2006 annual report  to

stocldiolders, the Company reported that 35,000 customers were added in Arizona. Based

on the Company's latest estimated net margin figures these customers would provide an

additional $9.9 million in net income to the Company. This is 57 percent more than the

lost net margin due to declining usage. Therefore, given that the same annual report

shows that the Company has experienced customer growth of over 5 percent per year for

the last five years, it is reasonable to expect that net margins will continue to grow
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1

2

3

Because the Company can both gain and lose from changes in test  year  revenue and

expense levels, it is inappropriate given the Company the type of financial assurances that

it is seeking.

4

5 Q-

6

Has the Company presented any studies in this case to demonstrate its position that

usage is declining to such an extent that it should be considered in setting rates?

7 No. Average customer usage is affected by many factors including weather, economic

8

9

conditions, average household size, average house age, and customer use. You cannot just

conclude that because you see declining customer usage from one year to the next that it

will continue to decline. The increase in customers noted above could result in households10

11

12

13

that are smaller than the existing average, or their energy need may vary and they could

have more efficient homes,  or  more efficient appliances. All of these factors would

contribute to a decline in the average use per customer.

14

15

16

17

18

A.

Given the customer growth that the Company has experienced over the last few years, this

could greatly contribute to usage as well. And, these same customers could have larger

household sizes, they could use gas for cooking with indoor and outdoor kitchens, and they

could live in large homes which are less efficient and have more appliances, which are less

efficient. Only a study would establish usage trends with any certainty. Sales forecasts of

average use per customer are generally complex econometric models that measure the

impact of such things as the economy, customer usage patterns and housing starts. This is

the type of study that is necessary to fully answer the Commission's questions as to when

and to what level customer usage actually will decline or increase. Until this type of study

is prepared and presented, the Company's arguments to use updated usage data cannot be

considered "known and measurable
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1 Q- Please comment on Mr. Brooks Corydon's Rebuttal Testimony?

2

3

4

5

6

7

8

9

10

11

12

In reply to my Direct Testimony on decoupling and the fact that no evidence was provided

in this case on the issue of SWG's claims of continued declining customer usage, the level

of any decline and whether conservation efforts were the cause, Mr. Congdon relies upon

the Direct Testimony of Company witness Cattanach (Congdon rebuttal, pages 6-7). But,

I took the Direct Testimony of Mr. Cattanach into account when I prepared my Direct

Testimony on decoupling. In my opinion, Mr. Cattanach's testimony does not provide

any of the information necessary for the Commission to make an informed decision on

this matter. Mr. Cattanach's exhibits show average use per customer for selected historic

years. It does not show that the declining usage will continue, it does not show what the

projected end level customer usage will be, and it does not demonstrate that energy

conservation efforts are the cause for this declining usage, if in fact it exists.

13

14 Q,

15

16

Could you please comment on Mr. Congdon's testimony that the fact that no

consensus was reached in the collaborative process should not be used as a basis to

reject all of the Company's rate design proposals?

17

18

19

A.

A. Yes, Mr. Congdon states that through the collaborative process, the Company gained a

better appreciation of the stakeholders' concerns and attempted to address those concerns.

Mr .  Congdon s ta tes  tha t  in order  to address  RUCO's  concerns  tha t  wea ther  and

conservation related changes be separately addressed, the Company proposed the RDAP

and WNAP. In order to address others concerns regarding large increase in fixed charges

SWG developed its Volumetric Rate Design proposal, to include accounting changes for

non-gas and gas costs. In sum, the Company believes that it  fully responded to the

C ommiss ion' s  di r ec t ives  in Decis ion No.  68487  a nd t he concer ns  r a ised in t he

collaboration (Congdon rebuttal, pages 10-11)
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1 T he Commiss ion s t a t ed in Decis ion No. "There is

2

3

4

Bu t  I  don ' t  a gr ee. 68487:

conflict ing evidence in the r ecord as  to whether  the r ecent  level of  declining per

customer  usage will continue into the foreseeable future,  and whether  conservation

efforts are the direct cause of Southwest Gas' inability to earn its authorized return from

5

6

7

such customers. . . .  We encourage the par t ies to this  proceeding to seek ra te design

alternatives that will truly encourage conservation efforts, while at the same time providing

benefits to all affected stakeholders. To that end, Southwest Gas should coordinate its

8

9

efforts to pursue implementation of a decoupling mechanism through discussions with

Staff, RUCO, SWEEP/NRDC, and any other interested parties" (Decision 68487, page 34).

10

11

12

13

14

15

16

17

18

19

I do not see that the Company has done anything to address the Commission's concerns

from Decision No. 68487. The same conflicting evidence as to usage that was in the last

case, is also in this case. The Company in this case, and in the collaborative process, has

simply not done the type of studies necessary to demonstrate that declining usage will

continue into the foreseeable future, nor has it shown that conservation efforts are a direct

cause of its' alleged inability to earn its authorized return, and it has not developed a rate

design that will truly encourage conservation efforts. Unfortunately the only thing that has

changed between now and the last case is that the risk shifting proposals by the Company

have just multiplied. For the same public policy reasons that the Commission rejected the

Company's revenue decoupling proposals in the last case, they should be rej ected here

A11 of dies said, however, the Company should not come away with the notion that any

proposal that it puts forward will be opposed. It is not the case that anything that is good for

the Company is bad for customers. The regulatory process is a balance of shareholder and

customer concerns. Weather risk is a normal operating risk. Rate of return kickers should

not be handed out Willy nilly. Overly complex rate designs can cause problems of their
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1

2

3

4

5

own. And energy conservation efforts that are being done because of good public policy

should not be done at the expense of utility shareholders. And for "known and measurable"

losses, the Company should be compensated. One of the fundamental problems here, and it

is the Company's problem as it has the burden of prooii is that it has done nothing to

establish that the alleged conditions are the "known and measurable".

6

7 Q- Please comment on the Rebuttal Testimony of Ralph E. Miller?

8

9

10

11

12

13

At page 5 of his Rebuttal Testimony Mr. Miller disagrees with my statement that there has

been no showing in this case that a lack of revenue decoupling is a major obstacle to

energy efficiency. Unfortunately, Mr. Miller provides no hard evidence to support his

position but rather repeats the theories that he presented in his Direct Testimony. He also

does  not  r espond to the concerns  the Commiss ion expressed on this  point  in the

Company's last rate case.

14

In the Company's last case it  proposed a Conservation Margin Tracker similar  to its

decoupling proposal in this case. There the Commission found ".. . . the likely effect of

adopting the proposed CMT is that residential customers will be required to pay for gas

that they have not used in prior years, a phenomenon that could result in disincentives for

such customers to undertake conservation efforts. We are a lso concerned with the

A.

dramatic impact that could be experienced by customers faced with a surcharge for not

using "enough" gas the prior year...we decline to adopt the Company's CMT in this case

(Decision 68487, page 34)
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1 Q-

2

Mr. Miller also testifies that you did not comment on the proposed WNAP. Could

you comment on the Company's proposed WNAP?

3

4

Yes,  Mr.  Miller  sta tes that  I did not  address the mer its  of weather-rela ted revenue

decoupling from the perspective of customers (Miller Rebuttal Testimony, page 12). Mr.

Miller also states that I appear to misunderstand the WNAP in that there is no one month

lag in its application but rather it is applied in the given month when there is variation in

weather from the normal (Miller Rebuttal, pagesl5-16)

My initial reading of the WNAP tariff led me to believe that there was a one month lag for

purposes of gathering the necessary data. It appears that the Company intends to do it all

on the same bill, i.e., measure how much less the customer used and add surcharge for the

shortfall. Again this is simply a risk shifting measure designed to provide a guaranteed

revenue stream to the Company. I can anticipate a significant increase in customer

complaints the first  month that  this surcharge would take effect . Interestingly, the

Company has not proposed any concomitant decrease in the return on equity to reflect the

much lower risk faced by the utility if the WNAP were to be adopted

I do not believe that customers will benefit from a weather-related decoupling mechanism

I, like the Commission in the Company's last rate case, believe there is no benefit to

surcharging customers because they did not use enough gas in a given month or season

The WNAP should be rej ected by the Commission

23 Q Does witness Smith's revision to Staff's proposed revenue requirement impact the

rates you are proposing on behalf of Staff?

25

A.

A Yes. However, I did not receive the revised number soon enough to adjust the rates that I

had calculated before I filed this testimony. I intend to file a late filed exhibit in the next



l l l l l

Surrebuttal Testimony of Frank W. Radigan
Docket Nos. G-0155 l -A-07-0504
Page 11

1

2

week with my recalculations based upon the revised revenue requirement. The revisions

should not have a significant impact upon the rates I have already calculated.

3

4 Q- Please summarize your recommendations.

5 My testimony includes the following recommendations:

6

7

8

9

10

The allocation of any revenue increase should be done in a two step process with

the first step being the rate of return for each class to within 10 percent of the

overall average rate of return. The second step of the allocation process is to

temper the rate increase so that no class receives more than l percent more or 1

11 percent less than the overall average increase of 2.8 percent.

The Company's proposals for a full Revenue Decoupling provision, a Weather

Normalization provision, its new Volumetric Rate Design, its proposal to account

for declining residential average use and its proposal to increase the return on

equity if its first four rate design proposals are not accepted should all be rejected

as the Company is simply using these mechanisms to shift as much risk as possible

to ratepayers. The Company has not addressed the Commission's concerns in

Decision No. 68487. The Commission found that the Company is requesting that

customers provide a guaranteed method of recovering authorized revenues and

neither the law nor sound public policy requires such a result. Further, the exact

issue has already been heard and dealt with by the Commission in the Company's

last rate case

25 Q Does this conclude your Surrebuttal Testimony

26

A.

A

1.

Yes it does
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1

2

INTRODUCTION

Q, Please state your name and address.

3 A. My name is  David C.  Parcels . I am President  and Senior  Economist  of Technical

Associates, Inc. My business address is Suite 601, 1051 East Cary Street, Richmond

Virginia 23219

7 Q Are you the same David C.  Purcell who filed Direct Testimony on behalf of the

Commission Staff in this proceeding

9 A Yes I am

11 Q What is the purpose of your current testimony

12 A My current testimony is Surrebuttal Testimony in response to the Rebuttal Testimonies of

Southwest Gas Corporation ("SWG" or  "Company") witnesses Frank J.  Hanley and

Theodore K. Wood

Q How is your Surrebuttal Testimony organized?16

17 A My Surrebuttal Testimony first responds to the Rebuttal Testimony of Mr. Hanley. Next

I respond to the Rebutta l Testimony of Mr.  Wood. Finally,  I updated my Exhibits

contained in my Direct Testimony and updated my DCF, CAPM, and CE analyses

21

22

RESPONSE TO REBUTTAL TESTIMONY OF FRANK J. HANLEY

Q Please describe the issues raised in Mr. Hanley's Rebuttal Testimony that you are

responding to in this Surrebuttal Testimony

24 A My response to Mr. Hanley's Rebuttal Testimony generally follows the format he utilizes

and is organized into the following topics



Surrebuttal Testimony of David C. Parcel]
Docket No. G-0155 lA-07-0504
Page 2

1

2

3

4

General comments

Capital structure issues

Discounted Cash Flow Issues

Capital Asset Pricing Model Issues

Comparable Earnings Method Issues

Fair Value Rate Base Cost of Capital

5

6

7

8

9

10

11

General Comments

Q, On page 1 and pages 34-35 of his Rebuttal Testimony, Mr. Hanley continues to

maintain, as he did in his Direct Testimony, that the cost of equity for SWG is 11.25

percent. Do you have any responses to this assertion?

12

13

14

Yes, I do. First, I note that, in SWG's most recent Arizona rate proceeding (i.e., Docket

No.  G-01551A-04-0876,  decided by the Commission in Decision No.  68487 da ted

February 23, 2006), the Company was awarded a cost of common equity of 9.50 percent,

applicable to a hypothetical capital structure with a common equity ratio of 40.0 percent.

Mr .  Hanley was  the Company's  cos t  of  capita l witness  in this  proceeding and he

r ecommended a n 11 .42  per cent  cos t  of  equ ity in tha t  p r oceeding. Clearly,  the

Commission did not adopt Mr. Hanley's recommendation in the most recent SWG rate

proceeding. T he Commiss ion should a lso not  adopt  Mr .  Hanley's  cos t  of  equity

recommendation in this current proceeding.

15

16

17

18

19

20

21

22

A.

Second, Mr. Hanley's 11.25 percent cost of equity recommendation for SWG is not within

the mainstream of recent cost of equity awards for natural gas distribution utilities in the

U.S. Mr.  Hanley cites,  on pages 35-37 of his Rebuttal Testimony, the reporting of

author ized returns on equity ("ROE") for  natura l gas local distr ibut ion companies

("LDCs"), by Regulatory Research Associates ("RRA"). However, Mr. Hanley does not
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1

2

acknowledge the level and trends of ROE awards for natural gas distribution utilities. It is

noteworthy that the recent average ROE awards for the past several years have been as

follows:3

4 Year
2003
2004
2005
2006
2007

Avg. ROE
10.99%
10.59%
10.46%
10.43%
10.24%

5

6

7

8

9

10

11

12

In no year since 2004 has the average ROE approached 11.0 percent, which is well below

Mr. Hanley's 11.25 percent recommendation for SWG. It is also apparent that the average

ROE awards have declined each year since 2003 and stood at 10.24 percent in 2007. Mr.

Hanley's current recommendation recognizes neither the Commission's 9.5 percent ROE

authorization for SWG in 2006 nor the decline in ROE since that time.13

14

15

16

17

18

Q- Does Mr. Hanley's testimony provide any indication of the relationship between

current equity costs and equity costs at the time of SWG' last rate proceeding?

19

20

21

A. Yes. Mr. Hanley's conclusions reflect a decline in equity costs. In the Company's last

r a t e p r oceeding,  (Docket  No. G-01551A-04-0876 ,  f i led in  2004)  Mr .  Ha nley

recommended an 11.42 percent cost of equity for the Company. In the current proceeding

he is recommending an 11.25 percent cost of equity, a decline of 17 basis points.
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1

2

Capital Structure Issues

Q-

3

On page 4, lines 12-16, Mr. Hanley claims that your 0.1 percent allowance to

recognize SWG' lower common equity ratio is "grossly inadequate." Do you have

4

5

6

7

8

any response to this assertion?

Yes, I do. Mr. Hanley's is contradictory to the Commission's findings in the prior rate

case. In SWG' last rate proceeding in 2005, the Commission utilized a hypothetical

capital structure for the Company that contained a common equity percentage of 40.0

percent. in utilizing this hypothetical capital structure, the Commission noted:

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

We agree with Stajfthat use of 40 percent equity ratio is appropriate in
this proceeding. The 40 percent ratio is more than 5 points higher than
the ratio in existence at the end of the test year and 3 points higher than
the Company_v's equity at the end of June 2005. This hypothetical capital
structure is consistent with our Order in the Company's last rate ease
(Decision No. 64]72, at 17). Although Southwest Gas has made some
progress over the past decade to improve its equity position relative to
debt, our continuing need to employ an inflated equity ratio for setting
rates in case after case highlights the need to encourage even greater
efforts to increase the equity ratio. Ultimately, however, the level of
equity lies within the control of the Company's management and not
with ratepayers who have been asked to shoulder the burden of rates set
based on a hypothetical structure that does not actually exist.

As Staff witness Hill pointed out, ratepayers have for many years been
burdened with an authorized return set using a hypothetical capital
structure far greater than the Company's actual equity ratio. At some
point, we must send Southwest Gas a signal that it must improve its
capital structure up to the hypothetical level that has been employed for
many years or it must live with the results of its actual capital structure
Therefore, we believe it is also appropriate to adopt Staff's
recommendation to require Southwest to submit a re-capitalization plan
explaining how it intends to achieve a 40 percent equity prior to the
Company's next rate case. We do not believe it is necessary, at this time
to determine whether failure to reach the 40 percent goal would result in
use of the Company's actual capital structure in its next rate case
However, the possibility of such a determination in the next rate case will
depend on the Company's efforts to make progress on this issue based on
the plan it develops and implements pursuant to this Order. [Emphasis

A.

added]
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1

2

This quote from the Decision clearly indicates the history and intent of the Commission's

prior use of a hypothetical capital structure for SWG.

3

4 Q-

5

6

Do you believe that the Commission should continue to provide an incentive to SWG

through a larger increment to its cost of equity due to a slightly lower equity ratio

that the Company continues to maintain relative to other LDCs?

7

8

No, I do not.  The Commission has already provided SWG with incentive over a long

period of time, most of which the Company failed to live up to the expectations that it

9 would actually achieve the level of hypothetical equity used for ratemaking purposes. It is

10 unreasonable for the Company to now maintain that it  is continually entitled to some

continued incentive from the Commission.11

12

13 Q- Has SWG historically maintained a lower common equity ratio than other LDCs?

14 A Yes, it has. I noted this on pages 16-17 of my Direct  Testimony,  as well as on my

Schedules  4  and 5 . As indica ted,  SWG' his tor ic equity ra t ios  have been severa l

percentage points less than other LDCs. In particular, prior to 2006 (i.e., at the time of last

Commission decision), the Company's equity ratios were below 35 percent

19 Q Do you believe it was the Commission's intention in the last SWG proceeding to offer

the Company an incentive to raise its equity ratio?

21

A.

A Yes. It is apparent from the previously-cited decision that the Commission intended to

encourage the Company to raise its equity ratio. As noted above,  the Commission

specifically stated (page 25) its intention to "encourage" the Company to increase its

equity ratio
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1 Q, Has the Company actually increased its equity ratio since the last proceeding?

2

3

Yes, it has. As I noted in my Direct Testimony, the Company's equity ratio (including

short-term debt) increased from 34.4 percent in 2005 to 41 .0 percent in 2007.

4

5 Q-

6

Does the Company's capitalization changes since the last proceeding imply that the

Commission is obligated to again use a hypothetical capital structure with an ever

7

8

9

10

11

higher equity ratio?

No. The Commission provided an incentive to SWG in 2006 in order to encourage the

Company to bring its common equity ratio more in line with other LDCs. SWG has

generally responded positively to this incentive. As noted elsewhere, its test period equity

ratio is 43.44 percent.

12

13

14

However, it does not follow that the Commission's incentive in the last case represents an

invitation for the Company to continually request an even higher common equity ratio.

15

16 Q- Mr. Hanley maintains, on pages 5-6, that SWG' requested rate design proposals

should not be construed as risk-reducing to the Company in terms of the impact on

its cost of equity. Do you agree with his assertion?

19

A.

A.

A No, I do not . Mr.  Hanley's perception of the impacts of the Company's rate design

proposals (i.e. ,  rate decoupling,  performance-based rates,  or  weather  nonnalization

adjustments protection) focuses on the existence of some of these mechanisms in the rate

structures of other LDCs. However, it is not appropriate to consider the reduction to risks

from this perspective. To put risk reduction in proper perspective for SWG, we need to

consider the extent to which any new rate design mechanisms are risk-reducing to SWG in

relation to its previous position. Clearly, these rate design proposals are new to SWG and
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1

2

should they be approved by the Commission, they would be risk-reducing to the Company

relative to its historic and present situation.

3

4 Q-

5

Mr. Hanley claims, on page 6, lines 19-22, that the risk of SWG has "increased

dramatically" over the past 11 months. Do you agree with this assertion?

6

7

No, I do not. Mr. Hanley's perception of SWG' "risk rate differential" is based entirely on

the bond yield differential between A-rated and BBB-rated bonds.

8

9 This so-called differential is a temporary phenomenon related to the "flight to safety"

10

11

12

13

14

associated with the sub-prime mortgage crisis that has permeated the U.S. economy over

the past several months. This sub-prime mortgage crisis represents a major challenge to

many individuals, corporations and industries in the U.S. It is not proper to try to insulate

SWG from macro-economic circumstances impacting its customers. In addition, the table

below shows that independent appraisals of SWG' risk have not increased over the past

15 year:

16 2007 2008

17 3
.85

3
.9018

Value Line Safety
Value Line Beta
Value Line Financial Strength
Moody's Bond Rating
S&P Bond Rating

Baan
BBB

Baan
BBB

21 Q Mr. Hanley maintains (page 4, lines 19-21; page 5, lines 2 and 3) that SWG has lower

bond ratings than his proxy group of LDCs. He also recognizes (page 16, lines 9-14

of his Direct Testimony) that SWG has a lower common equity ratio than his LDCs

group. Do you have any comments on these comparisons

25 A Yes, I do. As I indicated in my Direct Testimony, SWG has historically maintained a

A.

more leveraged capital structure (i.e. ,  less common equity) than the typical LDC. I
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1

2

believe the Company's lower security ratings have been directly linked to the lower equity

ratios. As a result, it is apparent that the Company's past financial strategy has impacted

3 its ratings.

4

5

6

7

8

9

10

In addition, it appears that only in the past few years has SWG moved its equity ratio more

in line with other LDCs. Not coincidentally, this improvement in the equity ratio only

occurred after continuing actions on the part of the Commission, as discussed above.

Bond rating upgrades do not occur instantaneously with improved financial parameters.

However, maintaining consistently better financial metrics should lead to upgraded ratings

for SWG.

11

12 DCF Issues

13 Q-

14

15

On page 7, lines 11-19, Mr. Hanley maintains that the DCF model "mathematically

mis-specify investors' required return rate when the market value of common stock

differs significantly from its book value." Do you agree with this?

16

17

18

A. No,  I do not . If stock markets are efficient,  as Mr. Hanley recognized in his Direct

Testimony, all relevant information is reflected in stock prices, including the differential

between book value and market price for regulated utilities. there is no

justification for "adjusting" stock-priced based models, such as DCF

As a result,
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1 CAPM Issues

2 Q-

3

4

On page 9, lines 6-22, Mr. Hanley disagrees with your position that the CAPM is

generally superior to the simple risk premium method. What is your response to

this?

5

6

7

Mr. Hanley disagrees with my position that CAPM specifically recognizes the risk of a

particular company or industry, whereas the simple risk premium does not. Mr. Hanley

states his opinion that I am "incorrect" in my position. I disagree with him on this point.

8

9

10

11

12

13

14

15

Mr. Hanley's position apparently focuses on the use of public utility bond yields in his

risk premium analysis which he believes properly recognizes the risk of the subject

company. This is misleading in terms of its ability to measure risk comparability. It

should be noted that Mr. Hanley's risk premium model starts with the prospective yield on

Aaa rated corporate bonds. Since SWG does not have Aaa rated debt, he then computes

the historic differential between Aaa rated corporate bonds and A-rated public utility

bonds for the period March - April, 2007 (as shown in his Exhibit (FJH-29, sheet 16

16 of 32).

17

18 This procedure makes no allowance for the differences among various types of utilities

that are included in the A rated public utility bonds. His procedure assumes that all A

rated public utilities have the same cost of capital. However, he has not offered any

evidence that this is the case

A.

In addition, his procedure implicitly assumes that the yield differential of this two-month

period reflects the on-going differential in the eyes of investors. Again, he has not offered

any evidence that supports this proposition
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1

2

3

4

5

My CAPM analysis, in contrast, uses a specific measure of risk (i.e., beta) that reflects the

relative stock price variability of specific stocks, or groups of similar-risk stocks. As such,

the beta component in a CAPM analysis does specifically recognize the risk of the subj act

company, unlike the risk premium that essentially assigns the same cost of equity for all

utilities with the same bond rating.

6

7 Q- But doesn't Mr. Hanley state that beta "generally reflects on average only about 32

8 percent of company-specific risk?

9 Yes, he does. Nevertheless, this does not prohibit use of beta as a risk measure. Mr.

10

11

Hanley does not offer an opinion as to how much of company-specific risk is captured by

the two-month differential between Aaa rated corporate bonds and A-rated public utility

12 bonds.

13

14 Q-

15

On page 11, Mr. Hanley claims that 30-year bonds should reflect the risk free rate in

a CAPM analysis. Do you agree with this?

16

17

18

No, I do not. The risk premium developed in Morningstar (Mr. Hanley's data source for

this claim) uses 20-year Treasury bonds as the long-term government bond rate, not 30-

year Treasury bonds. As a result, Mr. Hanley is proposing a "mis-match" in his CAPM

comments

21 Q

I

23

A.

A.

A

On page 10, lines 15-20, Mr. Hanley claims that you have performed "two CAPM

analyses". Is this true?

No, it is not true. As is apparent from pages 25-28 and Exhibit DCP-8 of my Direct

Testimony, Shave only performed one CAPM analysis
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1 Q-

2

3

Mr. Hanley states, on pages 12-14, that it is improper to consider geometric mean

returns in the determination of a risk premium and that only arithmetic returns are

appropriate. Do you agree with this position?

4

5

No, I do not. What is important is what investors rely upon in mdiing investMent

decisions. It is apparent that investors have access to both types of returns when they

make investment decisions.6

7

8

9

10

11

12

In fact, it is noteworthy that mutual fund investors regularly receive reports on their own

funds, as well as prospective funds they are considering investing in, that show only

geometric returns (see for example, Exhibit DCP-13 which shows historic performance

information for one of the nation's largest mutual funds). Based on this, I find it difficult

to accept Mr. Hanley's position that only arithmetic returns are appropriate.

13

14 Q- Does Mr. Hanley use Value Line information in his cost of capital analyses?

15 Yes, he does. He has in fact submitted several Value Line reports on various natural gas

utilities on his Exhibit (FJH-29)

18 Q Do the Value Line reports in his exhibit show historic growth rates for the natural

gas utilities?

20 A Yes, they do

22 Q Do these Value Line reports show historic returns on an arithmetic basis?

23

A.

A.

A No, they do not
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1 Q- Do the Value Line reports show historic returns on a geometric (i.e., compound)

2 growth rate basis?

3 A.

4

5

Yes, they do. See Exhibit DCP-14, which describes Value Line's method of calculating

growth rates. As a result, any investor reviewing Value Line, as Mr. Hanley does, would

be using geometric growth rates.

6

7 Q- Is it your position that only geometric growth rates be used?

8

9

10

No. believe that both arithmetic and geometric growth rates should be used. This is the

case since investors have access to both and presumably use both. This is also consistent

with the efficient market hypothesis, which Mr. Hanley cites.

11

12 Q-

13

Does Mr. Hanley cite (pages 12-13) his perception of "financial literature" requires

that arithmetic returns being used for this purpose?

14

15

He does state this in his testimony. However, the cost of capital determination is not an

academic exercise made is some laboratory or university classroom. The true cost of

equity is made in the "laboratory" of the financial markets, based on the ongoing inter

play of countless investors, each with their own agendas and beliefs. This is verified by

the fact that each time a share of stock is purchased by one investor, it is simultaneously

being sold by another investor, indicating that their respective views at that time differ

2

A.

A.

Again,  investors have access to both ar ithmetic and geometric growth rates. In a ll

likelihood, there is more geometric growth data readily available to investors (e.g., mutual

fund reports and Value Line) than arithmetic growth data
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1 Q-

2

Has this Commission recently made a finding as to whether it is appropriate to use

geometric as well as arithmetic returns in this context?

3

4

5

6

7

8

Yes, it has. In the Decision in the recent UNS Elect case (Docket No. E-04204A-06-

0783) the Commission specifically stated (page 43) that it agreed with the use of

geometric returns in this manner: "We agree with the Staff that it is appropriate to

consider the geometric returns in calculating a comparable company CAPM because to do

otherwise would fail to give recognition to the fact that many investors have access to

such information for purposes of making investment decisions."

9

10 Q-

11

On page 17, line 21, Mr. Hanley claims that the S&P 500 Composite Index does not

include public utilities. Is he correct?

12

13

14

No, he is not. The S&P 500 Composite Index includes a number of public utilities, both

electric and natural gas distribution. The current "Sector Breakdown" of the S&P 500

includes about 3.44 percent "utilities" (see Exhibit DCP-15).

16 Q On page 14, lines 15-24, Mr. Hanley claims to have "recalculated" your CAPM

results. Is this a proper exercise

18

A.

A.

A No, it is not. Mr. Hanley's "recalculations" are simply his attempt to interject his CAPM

components, which this Commission has recently rej ected, into my CAPM analyses. Such

a recalculation is incorrect and improper
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1

2 Q~

3

4

Comparable Earnings Method ("CEM")

On page 22, Mr. Hanley indicates his belief that your association of market-to-book

ratios and returns on equity are "not supported by either the academic literature nor

by a historical analysis of the experience of unregulated companies." What is your

5

6

7

8

9

10

11

response to this?

I disagree totally with Mr. Hanley on this point. Clearly, most public utilities have their

rates regulated (i.e., set) based upon the book value of their rate base and capital structure.

In fact, the cost of capital is reflected in the fair return on book value of common equity.

Investors are aware of this relationship (i.e., efficient market hypothesis, to again quote

Mr. Hanley). Any reference to the experience of unregulated companies, as is evident in

Mr. Hanley's Rebuttal Testimony, simply misses the point of public utility regulation.

12

13 Fair Value Rate Base Cost of Capital

14 Q-

15

What is Mr. Hanley's response to your proposal for establishing a Fair Value Rate

Base Cost of Capital?

16

17

18

19

A.

A. I note first of all that, unlike other recent utility positions (i.e., UNS Gas, UNS Electric,

and Chaparral City Water), SWG witness Hanley is not requesting that its weighted cost

of capital ("WCOC") be applied to the Company's Fair Value Rate Base ("FVRB"). I

also note that Mr. Hanley, unlike the above-cited utilities, recognizes that there is a link

between the concepts of rate base and cost of capital. Finally, I observe that Mr. Hanley

recognizes that the application of the WCOC to an original cost rate base ("OCRB")

provides for a fair and reasonable opportunity to am a return
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1 Q-

2

3

4

5

Mr. Hanley maintains, on page 39, lines 24-25, that your proposed methodology has

been "rejected" by the Arizona Appeals Court in the Chaparral City Water Co. case.

Is this correct?

No, it is not true. My proposal has not been rejected or accepted by the Appeals Court

because it has not been examined by the Court. The Staff' s recommended rate of return in

this case fell at the low end of the range for FVROR that I computed.6

7

Q- Were you a Commission Staff Witness in the Chaparral City Water remand case?8

9

10

Yes, Iwis. In the Chaparral City remand case, Image a similar proposal.

11 Q- Have you testified in any other Arizona cases on this issue?

12

13

14

Yes, I have. I testified in the UNS Gas case (Docket No. G-04204A-06-0463) and UNS

Electric case (Docket No. E-04204A-06-0783). In both of  those proceedings ,  the

Commission adopted my recommendation on the FVROR.

15

16 Q- Did SWG recommend a FVROR in its direct filing?

A. No, it did not.

Q What is Mr. Hanley recommending in his Rebuttal Testimony

17

18

19

20 A In his Rebuttal Testimony (page 40), Mr. Hanley is recommending a 2.05 percent cost rate

for the FVRB Increment. In doing so, he is proposing a similar procedure to that I am

proposing as my Option 2, as we both apply the rate of "expected inflation" to the yield on

long-term Treasury bonds. Our results differ as follows

A.

A.

A.

Purcell
Hanley

T-Bond Rate
4.5%
4.5%

Inflation
2.0%

2.45%

Differential
2.5%

2.05%
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1

2

I note that Mr. Hanley's 2.45 percent inflation estimate appears to present a more current

estimate than the 2.0 percent rate I used.

3

4 My "risk free" rate is thus 2.5 percent, which forms the upper bound of my secondary

recommendation of 0 percent to 2.5 percent (1 .25 percent mid-point), whereas Mr. Hanley

recommends the 2.05 percent figure. I note that, had I used Mr. Hanley's procedure, my

recommendation would have been 0 percent to 2.05 percent (1 .025 percent mid-point). As

a result, our differences are not methodological but rather are more policy orientated in

terms of what is the appropriate FVROR.

5

6

7

8

9

10

11 Q- Do you believe Mr. Hanley's 2.05 percent FVROR recommendation is proper?

12

13

14

15

No, I do not. As I indicate in my Direct Testimony, a zero percent FVROR is the proper

figure to use. Should the Commission wish to use some positive value for the FVROR,

any figure between 0 percent and 2.5 percent would fall within the range I computed.

Staffs recommendation is at the low end of this range. Should the Commission desire to

exceed Staffs recommendation to use the low end of the range, I recommend no higher

than the mid-point of the range

19

20

21

RESPONSE TO REBUTTAL TESTIMONY OF THEODORE K. WOOD

Q How is your response to Mr. Wood's Rebuttal organized?

A Mr. Wood's Rebuttal Testimony essentially focuses on two issues: (1) Capital Structure

and, (2) SWG' risk

A.

My Surrebuttal Testimony to Mr. Wood accordingly focuses on these two general areas
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1

2

Capital Structure

Q. What is Mr. Wood's position on the proper capital structure for SWG?

3

4

5

Mr. Wood maintains, as he did in his Direct Testimony, that the proper capital structure

for the Company is its "target" capital structure comprised of 45 percent common equity,

4 percent preferred equity, and 51 percent long-tenn debt.

6

7 Q-

8

9

Mr. Wood maintains, on pages 4-5, that the Commission has previously authorized

use of a "target" capital structure for ratemaking purposes in the UNS Gas rate case

(Docket No. G-042041-06-0463). Do you have any response to this?

10

11

12

13

14

15

16

17

Yes, I do. Due to my participation on Staff's behalf in the UNS Gas case, I am aware that

this company was formed in 2003 when UniSource Energy purchased the gas and electric

operations in Arizona from Citizens Utilities. Prior to the purchase, there was no

"company" in Arizona that represented these entities, as these were operated under the

Citizens' corporate umbrella. At the time of the purchase, UNS Gas and UNS Electric

were created as separate companies and were initially capitalized with 35 percent common

equity. Since then, neither company has paid dividends to the parent and each has grown

its common equity through retained earnings and equity inMsions from UniSource

18 Energy.

19

20

21

22

23

A.

A.

This contrasts with SWG, which has existed for many years and has maintained its own

publicly-traded capital. As noted previously in my Surrebuttal Testimony, this

Commission has, in the past, used a hypothetical or target capital structure for SWG in an

apparent effort to encourage the company to actually increase its equity ratio. The target

common equity ratio used for SWG has been 40.0 percent, which exceeded the actual

common equity ratio of the company. But SWG has reached the 40.0 percent target set by
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1

2

the Commission. Thus, ratepayers should no longer have to bear the burden associated

with a hypothetical capital structure.

3

4 Q- Does the use of a hypothetical capital structure for UNS Gas imply that a

5 hypothetical capital structure is again proper for SWG?

6

7

8

9

No, it does not. As noted earlier, the Commission has in earlier cases provided incentives

to SWG to increase its equity ratio. The Commission's actions to encourage the Company

to obtain a 40% equity ratio target has been reached. This should not be regarded as an

open-ended invitation to continually ask for a higher equity ratio than the Company

maintains.10

11

12

13 Q,

14

15

Risk of$WG

What is Mr. Wood's assessment of SWG' risks?

Mr. Wood maintains, as he did in his Direct Testimony, that the Company has above-

average risk and should be awarded an above-average cost of capital.

16

17 Q Has Mr. Wood provided any evidence that the Company's risk has increased since it

last rate case in 2005?

19 A No, he has not. As I indicated in my Surrebuttal Testimony in response to Mr. Hanley, the

Company was awarded a 9.5 percent cost of equity applicable to a 40.0 percent common

equity ratio in its most recent rate case

23 Q How does your recommendation relate to the 2005 Commission findings

24

A.

A .

A I am recommending a higher cost of common equity for the Company (i.e., 10.0 percent

vs. 9.5 percent) that is to be applied to a higher common equity percentage (i.e., 43.44

percent vs. 40.0 percent)
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1 Q- Does Mr. Wood acknowledge these higher recommendations in his Rebuttal

2

3

Testimony?

No, he does not.

4

5 Q- On page 14, Mr. Wood states that credit ratings are not based on historical common

6

7

8

9

10

11

equity ratios. Do you agree with this assertion?

No, I do not.  The credit rating agencies do not often change a Company's ratings and

usually only do so when they believe that the Company has made some improvements or

experiences some decline in their financial metrics, which include capital structure ratios.

One distinguishing characteristic of SWG is its historic use of a more leveraged capital

structure than other LDCs. I believe that this continues to play a role in the Company's

12 ratings |

13

14 Q On pages 15-16 Mr. Wood maintains that a comparison of capital structures among

companies should be done ignoring short-term debt. Do you agree with this?

16 A No, I do not.  I note,  in this regard,  that Standard & Poor 's financial metrics used in

assigning ratings include all debt, including short-term debt

19 Q Does Mr. Wood cite the rating agencies and their criteria in his Rebuttal Testimony

20 A Yes, he does. On pages 18-20, he discusses the rating agencies and the criteria they

employ in assigning ratings

23 Q Does he acknowledge the use of short-term debt by the rating agencies

24

A.

A.

A No. he does not



l

Surrebuttal Testimony of David C. Parcel]
Docket No. G-01551A-07-0504
Page 20

1 Q-

2

Mr. Wood also addresses, on pages 20-22, the authorized returns on equity for

natural gas utilities throughout the U.S. Do you have any response to this?

3

4

Yes, I do. As I indicated in my Surrebuttal Testimony in response to Mr. Hanley, the

average authorized return on equity for LDCs has declined in recent years.

5

6 Q-

7

Have the authorized returns approached the 11.25 percent return on equity that

SWG has requested in the proceeding?

8 No. Not since at least 2003 have average authorized returns been anywhere near 11.0

9 percent, not to mention 11.25 percent as requested by SWG.

10

11 Q-

12

Throughout his Rebuttal Testimony, Mr. Wood repeatedly makes reference to SWG'

"Higher Relative Investment Risk." Do you have any comments concerning these

claims?13

14

15

Yes, I do. Mr. Wood cites, as a major factor in his relative risk assessment, the lower

bond ratings of SWG versus other LDCs.

16

17

18

It is noteworthy that Standard & Poor's recently published a report on SWG on April 24,

2008. In this report, attached as Exhibit DCP-16, S&P noted that the Company's outlook

is "positive" and "reflects Standard & Poor's Rating Services' expectation that the

Company's improved financial performance could lead to a higher rating over the near

term

S&P also noted the "strong business risk profile" of SWG as a positive factor in the rating

process. In this regard, S&P noted the Company's "large, stable, residential, and

commercial customer base", the "absence of competition", and "relatively lower operating

A.

A.

A.

risks
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2

3

4

5

6

S&P a lso noted the Company's  "aggr ess ive f inancia l  r isk pr of i le" a s  a  nega t ive

component. As I have indicated previously, this stems from SWG' historic management

policy of maintaining a lower equity ratio in comparison to other LDCs. Also as I noted,

the Commission has historically used a hypothetical capital structure with a higher equity

ratio than that maintained by the Company in order to provide an incentive to the company

to increase its equity ratio.

7

8

9

10

UPDATE OF COST OF CAPITAL ANALYSES

Q. Please explain the updates to your cost of capital analyses.

11

12

13

14

A. I have updated several of the exhibits to my Direct Testimony to incorporate more recent

data than that available at  the t ime my Direct Testimony was prepared. My Direct

Testimony was generally prepared during the month of January 2008 and was filed on

March 28, 2008. My DCF analyses used stock prices for the months of November 2007 -

January 2008 and Value Line data as of December 14, 2007. My CAPM analyses used

risk-free rates as the same three-month period and betas from the same Value Line report.

My CE analysis used historic data through 2006 and prob ected data from the December 14,

2007 Value Line.

15

16

17

18

19

20

I now have more recent data available as follows:

•

•

•

Value Line report of March 14, 2008

Stock price data for period February - April of 2008

Historic data updated to include 2007

Risk-tree rate data for period February - April of 2008

Historic return on equity data for 2007

Projected return on equity data from more recent Value Line
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1

2

3

4

I have accordingly updated my cost of equity analyses to reflect these more current data

sources. In addition, Shave updated several other exhibits that contain economic/financial

data and certain capital structure data. I have attached to this Surrebuttal Testimony a

complete copy of my exhibits with any updated exhibits labeled as "Updated" in order to

provide a single and complete copy of my exhibits.5

6

7

8

9

10

11

Q- Please describe the updates to your respective cost of equity analyses.

My Exhibit DCP-6 Updated contains the update to my DCF analyses, using dividend

yields for the three-month period February - April of 2008, the inclusion of 2007 in

historic data, use of the March 14, 2008 Value Line, and the most current First Call EPS

forecasts. The updated results compare to the results in my Direct Testimony as follows:

12

13

14

Direct Testimony

Mean Median
Mean
High

Median
High

Proxy Group
Hanley Group

9.39
8.6%

8.7%
8.1%

10.4%
9.3%

9.89
9.39

19

20

Updated Testimony

Mean Median
Mean
High

Median
High

22 Proxy Group
Hanley Group

9.5%
8.99

8.6%
8.5%

10.6%
9.7%

9.69
9.9%

24

In general, these updates indicate DCF results of about 0.2 percent above the levels of my

Direct Testimony

27

A.
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3
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My Exhibit DCP-8 Updated contains the update to my CAPM analyses, using a risk-free

rate (yield on 20-year U.S. Treasury bonds) for the three-month period February -- April of

2008 and the most recent betas from the March 14, 2008 Value Line. The updated results

compare to the results of my Direct Testimony as follows :

Direct Testimony

5

6

7

8

9

10

Mean Median

Proxy Group
Hanley Group

9.7%
9.8%

9.5%
9.7%

11

Updated Testimony

Mean Median

12

13

14

15

16

Proxy Group
Hanley Group

9.6%
9.5%

9.4%
9.4%

17

18

19

20

21

In general, these updates indicate CAPM results of about 0.2 percent less than those levels

in my Direct Testimony.

Exhibit DCP-9 Updated shows the results of my updated CE analysis for the proxy gas

utilities, using 2007 figures in the historic data and the prospective returns from the March

14, 2008 Value Line. The updated results compare to the results of my Direct Testimony

as follows
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1 Direct Testimony

Historic
ROE M/B

Prospective
ROE

2

3

4

5

Proxy Group
Hanley Group

11.9-13.1%
12.0-12.3%

180-195%
180-184%

12.0-12.4%
11.6-11.9%

6

Updated Testimony

Historic
ROE M/B

Prospective
ROE

7

8

9

10

11

12

Proxy Group
Hanley Group

11.9-13.2%
12.1-12.3%

180-200%
184- 186%

12.2-12.6%
11.4-12.1%

r

13 These updated results indicate no change in the CE results

In summary, the updated analyses indicate a slight upward change in the DCF results, a

slight downward change in the CAPM results,  and no change in the CE results.  As a

result,  I conclude that the cost of equity I recommended in my Direct Testimony - 9.9

percent prior to capital structure/bond ratings adjustment and 10.0 percent after adjustment

remains my recommendation. I note that  this is  similar  to Mr.  Hanley's updated

conclusions (page 35, lines 5-19) that the cost of equity has not changed in recent months

22 Q Does this conclude your Surrebuttal Testimony

23 A Yes. it does
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SOUTHWEST GAS CORP.
TOTAL COST OF CAPITAL

Item Amount Percent Cost Weighted Cost

Short-Term Debt 0.00% 0.00%

52.08% 7.96% 4.15%Long-Term Debt

Preferred Stock

$0

4.48% 8.20% 0.37%

Common Equity

$1 ,163,505,877

$100,000,000

$970,385,472 43.44% 9.30% 10.50% 4.04% 4.56%

Total $2,233,891,349 100.00% 8.55% 9.07%

8.86% With 10.0% ROE



Exhibit DCP-2
Page 1 of 6
Updated

ECONOMIC INDICATORS

Year

Real
GDP

Growth*

Industrial
Production

Growth

Unemploy-
ment
Rate

Consumer
Price Index

Producer
Price Index

1975 - 1982 Cycle

1975
1976
1977
1978
1979
1980
1981
1982

-1 .1%
5.4%
5.5%
5.0%
2.8%
-0.2%
1.8%
-2.1%

-8.9%
10.8%
5.9%
5.7%
4.4%
-1 .9%
1.9%
-4.4%

8.5%
7.7%
7.0%
6.0%
5.8%
7.0%
7.5%
9.5%

7.0%
4.8%
6.8%
9.0%
13.3%
12.4%
8.9%
3.8%

6.6%
3.7%
6.9%
9.2%

12.8%
11.8%
7.1%
3.6%

1983
1984
1985
1986
1987
1988
1989
1990
1991

4.0%
6.8%
3.7%
3.1%
2.9%
3.8%
3.5%
1.8%
-0.5%

1983 _ 1991 Cycle
3.7% 9.5%
9.3% 7.5%
1.7% 7.2%
0.9% 7.0%
4.9% 6.2%
4.5% 5.5%
1.8% 5.3%
-0.2% 5.6%
-2.0% 6.8%

3.8%
3.9%
3.8%
1.1%
4.4%
4.4%
4.6%
6.1%
3.1%

0.6%
1.7%
1.8%
-2.3%
2.2%
4.0%
4.9%
5.7%
-0.1%

1992 - 2001 Cycle

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

3.0%
2.7%
4.0%
2.5%
3.7%
4.5%
4.2%
4.5%
3.7%
0.8%

3.1 %
3.3%
5.4%
4.8%
4.3%
7.2%
5.9%
4.3%
4.2%
3.4%

7.5%
6.99
6.1%
5.6%
5.4%
4.9%
4.5%
4.2%
4.0%
4.7%

2.9%
2.7%
2.7%
2.5%
3.3%
1.7%
1.6%
2.7%
3.4%
1.6%

1.6%
0.2%
1.7%
2.3%
2.8%
1.2%
0.0%
2.9%
3.6%
1.6%

Current Cycle

2002
2003
2004
2005
2006
2007

1.6%
2.5%
3.6%
3.1%
2.9%
2.2%

0.1%
1.2%
2.5%
3.3%
2.2%
1.7%

5.8%
6.0%
5.5%
5.1%
4.6%
4.6%

2.4%
1.9%
3.3%
3.4%
2.5%
4.1%

1.2%
4.0%
4.2%
5.4%
1.1%
6.3%

GDP=Gross Domestic Product

Source: Council of Economic Advisors. Economic Indicators, various issues
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ECONOMIC INDICATORS

Year

Real
GDP

Growth*

Industrial
Production

Growth

Unemploy-
ment
Rate

Consumer
Price Index

Producer
Price Index

2002
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

2.7%
2.2%
2.4%
0.2%

-3.8%
-1 .2%
0.8%
1.4%

5.6%
5.9%
5.8%
5.9%

2.8%
0.9%
2.4%
1 .6%

4.4%
-2.0%
1.2%
0.4%

2003
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1.2%
3.5%
7.5%
2.7%

1.1%
-0.9%
-0.9%
1.5%

5.8%
6.2%
6.1%
5.9%

4.8%
0.0%
3.2%
-0.3%

5.6%
-0.5%
3.2%
2.8%

2004
1 st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

3.0%
3.5%
3.6%
2.5%

2.8%
4.9%
4.6%
4.3%

5.6%
5.6%
5.4%
5.4%

5.2%
4.4%
0.8%
3.6%

5.2%
4.4%
0.8%
7.2%

2005
1 st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

3.1%
2.8%
4.5%
1.2%

3.8%
3.0%
2.7%
2.9%

5.3%
5.1%
5.0%
4.9%

4.4%
1.6%
8.8%
-2.0%

5.6%
-0.4%
14.0%
4.0%

2006
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

4.8%
2.4%
1.1%
2.1%

3.4%
4.5%
5.2%
3.5%

4.7%
4.6%
4.7%
4.5%

4.8%
4.8%
0.4%
0.0%

-0.2%
5.6%
-4.4%
3.6%

2007
1 st Qtr.
2nd Qtr
3rd Qtr
4th Qtr

0.6%
3.8%
4.9%
0.6%

2.5%
1.6%
1.8%
3.3%

4.5%
4.5%
4.6%
4.6%

4.8%
5.2%
1.2%
5.6%

6.4%
6.8%
1.2%

12.8%

2008
1st Qtr 4.9%

Source: Council of Economic Advisors. Economic Indicators. various issues
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INTEREST RATES

Year
Prime
Rate

us Treas
T Bills

3 Month

US Treas
T Bonds
10 Year

Utility
Bonds
Aaa

Utility
Bonds

Aa

utility
Bonds

A

Utility
Bonds
Baa

1975 - 1982 Cycle

1975
1976
1977
1978
1979
1980
1981
1982

7.86%
6.84%
6.83%
9.06%
12.67%
15.27%
18.89%
14.86%

5.84%
4.99%
5.27%
7.22%
10.04%
11.51%
14.03%
10.69%

7.99%
7.61%
7.42%
8.41%
9.44%
11 .46%
13.93%
13.00%

9.03%
8.63%
8.19%
8.87%
9.86%
12.30%
14.64%
14.22%

9.44%
8.92%
8.43%
9.10%

10.22%
13.00%
15.30%
14.79%

10.09%
9.29%
8.61%
9.29%
10.49%
13.34%
15.95%
15.86%

10.96%
9.82%
9.06%
9.62%
10.96%
13.95%
16.60%
16.45%

1983 _ 1991 Cycle
1983
1984
1985
1986
1987
1988
1989
1990
1991

10.79%
12.04%
9.93%
8.33%
8.21%
9.32%

10.87%
10.01%
8.46%

8.63%
9.58%
7.48%
5.98%
5.82%
6.69%
8.12%
7.51%
5.42%

11 .10%
12.44%
10.62%
7.68%
8.39%
8.85%
8.49%
8.55%
7.86%

12.52%
12.72%
11 .68%
8.92%
9.52%

10.05%
9.32%
9.45%
8.85%

12.83%
13.66%
12.06%
9.30%
9.77%

10.26%
9.56%
9.65%
9.09%

13.66%
14.03%
12.47%
9.58%
10.10%
10.49%
9.77%
9.86%
9.36%

14.20%
14.53%
12.96%
10.00%
10.53%
11.00%
9.97%
10.06%
9.55%

1992 - 2001 Cycle
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

6.25%
6.00%
7.15%
8.83%
8.27%
8.44%
8.35%
8.00%
9.23%
6.91%

3.45%
3.02%
4.29%
5.51%
5.02%
5.07%
4.81%
4.66%
5.85%
3.45%

7.01%
5.87%
7.09%
6.57%
6.44%
6.35%
5_26%
5.65%
6.03%
5.02%

8.19%
7.29%
8.07%
7.68%
7.48%
7.43%
6.77%
7.21%
7.88%
7.47%

8.55%
7.44%
8.21%
7.77%
7.57%
7.54%
6.91%
7.51%
8.06%
7.59%

8.69%
7.59%
8.31%
7.89%
7.75%
7.60%
7.04%
7.82%
8.24%
7.78%

8.86%
7.91%
8.63%
8.29%
8.16%
7.95%
7.26%
1.88%
8.36%
8.02%

Current Cycle
2002
2003
2004
2005
2006
2007

4.67%
4.12%
4.34%
6.19%
7.96%
8.05%

1.62%
1,02%
1.38%
3.16%
4.73%
4.41%

4.61 %
4.01 %
4.27%
4.29%
4.80%
4.63%

[1] 7.19%
6.40%
6.04%
5.44%
5.84%
5.94%

7.37%
6.58%
6.16%
5.65%
6.07%
6.07%

8.02%
6.84%
6.40%
5.93%
6.32%
6.33%

[1] Note: Moody's has not published Aaa utility bond yields since 2001

Sources: Council of Economic Advisors, Economic Indicators, Moody's Bond Record, Federal
Reserve Bulletin: various issues
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INTEREST RATES

Year
Prime
Rate

US Treas
T Bills

3 Month

US Treas
T Bonds
10 Year

utmzy
Bonds
Aaa [1]

Utility
Bonds

As

Utility
Bonds

A

Utility
Bonds
Baa

2003
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Of
Nov
Dec

4.25%
4.25%
4.25%
4.25%
4.25%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%

1.17%
1.16%
1.13%
1.14%
1.08%
0.95%
0.90%
0.95%
0.95%
0.93%
0.94%
0.90%

4.05%
3.90%
3.81%
3.98%
3.57%
3.33%
3.98%
4.45%
4.27%
4.29%
4.30%
4.27%

[1] 6.67%
6.66%
6.56%
6.47%
6.20%
s. 12%
6.37%
6.48%
6.30%
6.28%
6.26%
s. 18%

7.06%
8.93%
8.79%
B.64%
5.36%
8.21%
6.57%
5.78%
6.56%
5.48%
6.37%
8.27%

7.47%
7.17%
7.05%
8.94%
6.47%
6.30%
5.87%
7.08%
6.B7%
6.79%
6.69%
6.51%

2004
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Oct
Nov
Dec

4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.25%
4.50%
4.75%
4.75%
5.00%
5.25%

0.09%
0.92%
0.94%
0.94%
1 .04%
1 .27%
1.35%
1.48%
155%
1 .75%
2.06%
2.20%

4.15%
4.08%
3.83%
4.35%
4.72%
4.73%
4.50%
4.28%
4.13%
4.10%
4.19%
4.23%

5.06%
5.10%
5.98%
8.33%
8.66%
8.30%
6.09%
5.95%
5.79%
5.74%
5.79%
5.78%

5.15%
6.15%
5.97%
6.35%
8.82%
6.46%
8.27%
8.14%
5.98%
5.94%
5.97%
5.92%

6.47%
8.28%
6.12%
8.45%
6.75%
6.B4%
6.67%
6.45%
6.27%
6.17%
5.16%
6.10%

2005
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
O f
Nov
Dec

5.25%
5.50%
5.75%
5.75%
6.00%
6.25%
6.25%
8.50%
8.75%
6.75%
7.00%
7.25%

2.32%
2.53%
2.75%
2.79%
2.86%
2.99%
3.22%
3.45%
3.47%
3.70%
3.90%
3.89%

4.22%
4.17%
4.50%
4.34%
4.14%
4.00%
4.18%
4.26%
4.20%
4.46%
4.54%
4.47%

5.58%
5.55%
5.76%
5.56%
5.39%
5.05%
5.18%
5.23%
5.27%
5.50%
5.59%
5.55%

5.75%
5.61%
5.83%
5.64%
5.53%
5.40%
5.51%
5.50%
5.52%
5.79%
5.88%
5.80%

5.95%
5.76%
5.01%
5.95%
5.88%
5.70%
5.81%
5.80%
5.83%
8.08%
6.19%
6.14%

2006
Jan
Feb
Mar
Apr
May
June
Ju\y
Aug
Sept
Oct
Nov
Dec

7.50%
7.50%
7.75%
7.75%
8.00%
8.25%
8.25%
8.25%
8.25%
8.25%
8.25%
8.25%

4.20%
4.41%
4.51%
4.59%
4.72%
4.79%
4.96%
4.98%
4.82%
4.89%
4.95%
4.85%

4.42%
4.57%
4.72%
4.99%
5.11%
5.11%
5.09%
4.88%
4.72%
4.73%
4.60%
4.56%

5.50%
5.55%
5.71%
5.02%
8.16%
6.16%
6.13%
5.97%
5.81%
5.80%
5.61%
5.62%

5.75%
5.82%
5.98%
8.29%
5.42%
5.40%
6.37%
8.20%
6.00%
5.98%
5.80%
5.81%

5.06%
6.11%
8.25%
6.54%
6.59%
6.61%
6.61%
6.43%
6.28%
6.24%
8.04%
S.O5%

2007
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
OCT
Nov
Dec

8.25%
B.25%
8.25%
B.25%
8.25%
s.25'n
8.25%
8.25%
7.75%
7.50%
7.50%
7.25%

4.95%
5.02%
4.97%
4.88%
4.77%
4.83%
4.84%
4.34%
4.01%
3.97%
3.49%
3.08%

4.76%
4.72%
4.56%
4.69%
4.75%
5.10%
5.00%
4.67%
4.52%
4.53%
4.15%
4.10%

5.78%
5.73%
5.85%
5.83%
5.86%
5.18%
6.11%
6.11%
8.10%
8.04%
5.87%
6.05%

5.96%
5.90%
5.85%
597%
5.99%
6.30%
6.25%
6.24%
6.18%
6.11 %
5.97%
6.16%

5.15%
8.10%
8.10%
6.24%
6.23%
8.54%
6.49%
6.51%
6.45%
6.35%
6.27%
6.51%

zoos
Jan
Feb
Mar
Apr

6.00%
600%
5.25%

2.86%
2.21 %
1.38%

3.74%
3.74%
3.51 %

5.87%
6.04%
5.99%
5.99%

6.02%
6.21%
6.21%
629%

635%
650%
658%
682%

[1] Note: Moody's has not published Ala utility bond yields since 2001

Sources: Count! of Economic Advisors, Economic Indicators, Moody's Bond Record; Federal
Reserve Bulletin: various issues
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Updated

STOCK PRICE INDICATORS

Year
S&P NASDAQ

Composite [1] Composite [1] DJIA
S&P
D/P

S&P
E/P

1975 - 1982 Cycle
1975
1976
1977
1978
1979
1980
1981
1982

802.49
974.92
894.63
820.23
844.40
891 .41
932.92
884.36

4.31 %
3.77%
4.62%
5.28%
5.47%
5.26%
5.20%
5.81%

9.15%
8.90%
10.79%
12.03%
13.46%
12.66%
11.969
11.60%

1983 - 1991 Cycle
1983

1985
1986

[1]

1.190.34
1.178.48
1.32823
1.792.76
2275.99
2,060.82
2.508.91
2.678.94
2.929.33

4.40%
4.64%
4.25%
3.49%
3.08%
3.64%
3.45%
3.61%
3.24%

8.03%
10.02%
8.12%
6.09%
5.48%
8.01 %
7.41 %
6.47%
4.79%

1988
1989
1990
1991

[1]
322.84
334.59
376.18 491.69

1992
1993
1994

1996

415.74
451.21
460,42
541.72
670.50
873.43

1.085.50
1.327.33
1.42722
1194.18

1992 - 2001 Cycle
599.26 3.284.29
715.16 3.522.06
751.65 3.793.77
925.1 g 4.493.76

1.164.96 5.742.89
1.469.49 7.441 .15
1.794.91 8.625.52
2.728.15 10.464.88
3.783.67 10.734.90
2.035.00 10.189.13

2.99%
2.78%
2.82%
2.56%
2.19%
1.77%
1 .49%
1 .25%
1.15%
1.32%

4.22%
4.46%
5.83%
6.09%
5.24%
4.57%

%
3.17%
3.63%
2.95%

1998
1999
2000
2001

Current Cycle

2003
2004
2005
2006
2007

993.94
965.23

1.13065
1.20723
1.310.46
1.477.19

1.539.73
1.647.17
1.986.53
2.099.32
2263.41
2.578.47

9226.43
8993.59

10.317.39
10.547.67
11.408.67
13.169.98

1.61%
1.77%
1.72%
1.83%
1.87%
1.86%

2.92%
3.84%
4.89%
5.36%
5.78%

[1] Note: this source did not publish the S&P Composite prior to 1988 and the NASDAQ
Composite prior to 1991

Source: Council of Economic Advisors. Economic Indicators. various issues
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STOCK PRICE INDICATORS

YEAR
S&P

Composite
NASDAQ

Composite DJIA
S&P
DIP

S&P
EIP

2002
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,131.56
1,068.45
894.65
887.91

1,879.85
1,641.53
1,308.17
1,346.07

10,105.27
9,912.70
8,487.59
8,400.17

1.39%
1.49%
1.76%
1.79%

2. 15%
2.70%
3.68%
3.14%

2003
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

860.03
938.00

1 ,000.50
1,056.42

1,350.44
1,521.92
1,765.96
1,934.71

8,122.83
8,684.52
9,310.57
9,856.44

1.89%
1.75%
1.74%
1.69%

3.57%
3.55%
3.87%
4.38%

2004
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,133.29
1,122.87
1,104.15
1,162.07

2,041.95
1,984.13
1,872.90
2,050.22

10,488.43
10,289.04
10,129.85
10,362.25

1.64%
1.71%
1.79%
1.75%

4.62%
4.92%
5.18%
4.83%

2005
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,191.98
1,181.65
1,225.91
1,262.07

2,056.01
2,012.24
2,144.61
2,246.09

10,648.48
10,382.35
10,532.24
10,827.79

1.77%
1.85%
1.83%
1.86%

5.11%
5.32%
5.42%
5.60%

2006
1st Qtr
2nd Qtr
3rd Qtr
4th Qtr

1283.04
1281.77
1288.40
1.389.48

2287.97
2.240.46
2.141.97
2.39026

10.996.04
11.188.84
11274.49
12.17530

1.85%
1.90%
1.91%
1.81%

5.61%
5.86%
5.88%
5.75%

2007
1st Qtr
2nd Qtr
3rd Qtr
4th Qtr

1.425.30
1.496.43
1.490.81
1.494.09

2.444.85
2.552.37
2.609.68
2.701.59

12.470.97
13214.26
13.488.43
t3.502.95

1.84%
1.82%
1.86%
1.91%

5.85%
5.65%
5.15%
4.51%

2008
1st Qtr 1.350.19 2.33291 12.383.86 2.11%

[1] Note: this source did not publish the S&P Composite prior to 1988 and the NASDA(
Composite prior to 1991

Source: Council of Economic Advisors. Economic Indicators, various issues
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SOUTHWEST GAS CORP
BOND RATINGS

Date Standard 8¢ Poor's Fitch

1995

Moody's

Baan BBB-

1996 Baa2 BBB-

1997 Baa2 BBB

1998 Baa2 BBB

1999 Baa2 BBB

2000 Baa2 BBB BBB

2001 Baan BBB BBB

2002 Baa2 BBB BBB

2003 Baan BBB BBB

2004 Baa2 BBB BBB

2005 Baan BBB BBB

2006 Baan BBB BBB

2007 Baan BBB BBB

2008 Baan BBB BBB

Source: Response to Request No. STF-2-6
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SOUTHWEST GAS CORP.
CAPITAL STRUCTURE RATIOS

2002 - 2007
($0o0)

YEAR
COMMON
EQUITY

LONG-TERM
DEBT

SHORT-TERM
DEBT

2003 $630,467
33.0%
34.0%

$1,221,164
63.9%
66.0%

$58,435
3.1%

2004 $705,676
35.8%
35.8%

$1 ,262,936
64.2%
64.2%

0.0%

2005 $751 ,135
34.4%
36.2%

$1,324,898
60.7%
63.8%

$107,215
4.9%

2006 $901 ,425
38.9%
39.4%

$1,386,354
59.9%
60.6%

$27,545
1.2%

2007 $983,673
41 .0%
41 .9%

$1,366,067
57.0%
58.1%

$47,079
2.0%

Note: Percentages may not total 100.0% due to rounding

Source: Southwest Gas Corp., Annual Reports to Stockholders
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VALUE LINE GAS DISTRIBUTION COMPANIES
COMMON EQUITY RATIOS

COMPANY 2000 2001 2002 2003 2004 2005 2006 2007 Average 2010-2012

AGL Resources
At nos Energy
Energen
Laclede Group
New Jersey Resources
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UGI
WGL Holdings

48.3%
51.9%
53.1%
54.5%
52.9%
66.7%
50.9%
53.9%
37.6%
35.8%
19.1%
54.8%

38.7%
45.7%
46.9%
50.2%
49.9%
61 .7%
53.2%
52.4%
35.9%
39.6%
11.4%
56.3%

41.7%
46.1%
53.2%
52.3%
49.4%
64.5%
51.5%
56.1%
46.1%
34.1%
21.7%
52.4%

49.7%
49.8%
55.8%
49.4%
61 .9%
60.3%
50.3%
57.8%
49.0%
34.0%
33.0%
9 . 3 %

46.0%
56.8%
56.7%
48.3%
59.7%
60.1%
54.0%
56.4%
51 .0%
35.8%
35.0%
57.2%

48.1 %
42.3%
56.6%
51 .8%
58.0%
52.5%
53.0%
58.6%
55.1%
36.2%
41.7%
58.6%

49.8%
43.0%
67.4%
50.4%
65.2%
63.7%
53.7%
51 .7%
55.3%
39.4%
35.9%
61.5%

49.8%
48.0%
71.0%
54.7%
62.7%
70.0%
53.7%
51 .6%
57.3%
41 .9%
39.3%
60.3%

46.5%
48.0%
57.6%
51.5%
57.5%
63.7%
52.5%
54.8%
48.4%
37.1 %
30.4%
56.9%

51.5%
49.0%
60.0%
51 .0%
72.8%
74.0%
52.0%
50.8%
59.0%
47.0%
87.0%
65.8%

Average 48.3% 45.7% 47.4% 50.4% 51.4% 51 .9% 53.1% 55.0% 50.4% 58.3%

Composite 41.4% 43.7% 45.7% 48.3% 47.0% 48.0% 45.7% 4G.0%

Source: Value Line Investment Survey.
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COMPARISON COMPANIES
CAPITAL STRUCTURE RATIOS

INCLUDING SHORT-TERM DEBT

Company 2001 2002 2003 2004 2005 2006 2007

AGL Resources
At nos Energy
Energen
Laclede Group
New Jersey Resources
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UGI
WGL Holdings

32%
40%
45%
41%
43%
50%
46%
51%
32%
31%
14%
48%

33%
39%
47%
37%
44%
51 %
48%
54%
34%
33%
24%
48%

41%
45%
55%
37%
44%
41%
50%
53%
41%
33%
29%
49%

41%
41%
51%
40%
45%
43%
49%
53%
31%
34%
31%
52%

41%
38%
56%
38%
43%
42%
47%
48%
45%
36%
33%
58%

42%
45%
64%
58%
51%
51%
48%
46%
44%
41%
32%
51%

42%
47%
67%
40%
49%
58%
48%
46%
48%
43%
35%
51%

Average 39% 41 % 43% 43% 44% 48% 48%

Source: AUS Utility Reports.
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COMPARISON COMPANIES
DIVIDEND YIELD

COMPANY DPS
February _ April, 2008

HIGH LOW AVERAGE YIELD

Value Line Natural Gas
Distribution Companies

AGL Resources
At nos Energy
Energen
Laclede Group
New Jersey Resources
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UGI
WGL Holdings

$1 .es
$1 .30
$0.48
$1 .50
$0.75
$1 .86
$1 .50
$1 .04
$1 .08
$0.86
$0.74
$1 .42

$39.13
$29.29
$72.39
$38.28
$33.47
$42.62
$48.81
$27.68
$36.88
$30.05
$27.22
$33.94

$33.75
$25.00
$57.97
$32.75
$30.95
$3235
$41 .07
$24,05
$31 90
$25.14
$24.41
$30.26

$36.44
$27.15
$65.18
$35.52
$32.21
$37.49
$44.94
$25.87
$34.39
$27.60
$25.82
$32.10

4.6%
4.8%
0.7%
4.2%
2.3%
5.0%
3.3%
4.0%
3.1%
3.1%
2.9%
4.4%

Average 3.5%

Hanley Proxy Companies

AGL Resouroes
At nos Energy
Laclede Group
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
WGL Holdings

$1 .68
$1 .30
$1 .50
$1 .86
$1 .50
$1 .04
$1 .08
$1 .42

$39.13
$29.29
$38.28
$42.62
$48.81
$27.68
$36.88
$33.94

$33.75
$25.00
$32.76
$32.35
$41 .07
$24.05
$31 .90
$30.26

$36.44
$27. 15
$35.52
$37.49
$44.94
$25.87
$34.39
$32. 10

4.6%
4.8%
4.2%
5.0%
3.3%
4.0%
3.1%
4.4%

Average 4.2%

Source: Yahoo! Finance.
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COMPARISON COMPANIES
RETENTION GROWTH RATES

COMPANY 2003 2004 2005 2006 2007 Average 2008 2009 '11-'13 Average

Value Line Natural Gas

AGL Resources
At nos Energy
Energen
Laclede Group
New Jersey Resources
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UGI
WGL Holdings

6.6%
2.8%
12.1%
3.1%
1.1%
1 .5%
2.6%
3.1%
5.0%
1 .7%
9.2%
6.2%

5.6%
1 .7%
12.4%
2.1%
7.8%
2.1%
2.1%
3.7%
5.9%
4.3%
7.3%
4.1 %

6.2%
2.3%
16.1%
3.1%
8.5%
2.3%
3.7%
3.6%
6.2%
2.2%
11 .5%
4.6%

6.3%
3.6%
16.7%
5.1%
6.3%
5.2%
4.5%
2.8%

10.2%
5.3%
9.4%
3.1%

5.3%
3.0%
20.0%
4.3%
3.6%
4.5%
6.0%
3.5%
6.7%
4.8%
8.7%
3.5%

6.0%
2.7%
15.5%
3.7%
6.8%
3.1%
3.9%
3.3%
6.8%
3.7%
9.2%
4.3%

5.0%
3.0%
18.5%
4.0%
6.0%
2.0%
5.0%
3.5%
6.5%
5.0%
9.0%
4.0%

5.5%
3.5%
19.0%
4.0%
6.0%
3.5%
5.0%
3.5%
7.0%
5.5%
9.5%
4.0%

6.5%
4.0%
14.0%
4.5%
5.0%
5.5%
5.0%
4.0%
8.5%
6.0%
8.5%
4.0%

5.7%
3.5%
17.2%
4.2%
5.7%
3.7%
5.0%
3.7%
7.3%
5.5%
9.0%
4.0%

Average 5.7% 6.2%

Hanley Proxy Companies

AGL Resources
At nos Energy
Laclede Group
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
WGL Holdings

6.6%
2.8%
3.1%
1.5%
2.6%
3.1%
5.0%
6.2%

5.6%
1.7%
2.7%
2.1%
2.7%
3.7%
5.9%
4.1%

6.2%
2.3%
3.1 %
2.3%
3.7%
3.6%
6.2%
4.6%

6.3%
3.6%
5.1%
5.2%
4.5%
2.8%
10.2%
3.1%

5.3%
3.0%
4.3%
4.5%
6.0%
3.5%
6.7%
3.5%

6.0%
2.7%
3.7%
3.1%
3.9%
3.3%
6.8%
4.3%

5.0%
3.0%
4.0%
2.0%
5.0%
3.5%
6.5%
4.0%

5.5%
3.5%
4.0%
3.5%
5.0%
3.5%
7.0%
4.0%

6.5%
4.0%
4.5%
5.5%
5.0%
4.0%
8.5%
4.0%

5.7%
3.5%
4.2%
3.7%
5.0%
3.7%
7.3%
4.0%

Average 4.2% 4.6%

Source: Value Line Investment Survey
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COMPARISON COMPANIES
PER SHARE GROWTH RATES

COMPANY
5-Year Historic Growth Rates

EPS DPS BVPS Average
Est'd '05-'07 to '11-'13 Growth Rates

EPS DPS BVPS Average

Value Line Natural Gas

3.5%
4.5%
7.5%
3.5%
6.0%
4.0%
7.0%
5.0%

4.0%
2.0%
7.5%
2.5%
6.0%
0.5%
5.5%
4.0%
5.5%
4.0%
8.0%
2.5%

1.5%
3.5%
9.0%
5.0%
9.0%
4.0%
3.5%
3.5%
5.0%
3.5%
11.0%
5.0%

3.0%
3.3%
8.0%
3.7%
1.0%
2.8%
5.3%
4.2%
5.3%
5.0%
8.7%
3.7%

AGL Resources
At nos Energy
Energy
Laclede Group
New Jersey Resources
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UGI
WGL Holdings

15.0%
7.5%
22.0%
9.5%
6.0%
-3.0%
3.5%
6.0%
12.0%
6.0%
19.5%
5.0%

4.0%
1.5%
4.0%
1.0%
4.0%
2.5%
1.5%
4.5%
3.5%
0.0%
5.5%
1 .5%

10.5%
9.0%
14.0%
4.5%
10.0%
2.5%
3.5%
6.5%
13.5%
3.5%
26.5%
3.5%

9.8%
6.0%
13.3%
5.0%
8.7%
0.7%
2.8%
5.1%
9.7%
3.2%
11.2%
3.3%

7.5%
7.0%
3.5%

Average 9.1% 2.8% 9.0% 6.9% 5.4% 4.3% 5.3% 5.0%

Hanley Proxy Companies

3.5%
4.5%
3.5%
4.0%
7.0%
5.0%

4.0%
2.0%
2.5%
0.5%
5.5%
4.0%
5.5%
2.5%

3.0%
3.3%
3.7%
2.8%
5.3%
4.2%
5.3%
3.7%

AGL Resources
At nos Energy
Laclede Group
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
WGL Holdings

15.0%
7.5%
9.5%
-3.0%
3.5%
6.0%
12.0%
5.0%

4.0%
1.5%
1.0%
2.5%
1.5%
4.5%
3.5%
1.5%

10.5%
9.0%
4.5%
2.5%
3.5%
6.5%
13.5%
3.5%

9.8%
6.0%
5.0%
0.7%
2.8%
5.7%
9.7%
3.3% 3.5%

1.5%
3.5%
5.0%
4.0%
3.5%
3.5%
5.0%
5.0%

Average 6.9% 2.5% 6.7% 5.4% 4.4% 3.3% 3.9% 3.9%

Source: Value Line Investment Survey.
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COMPARISON COMPANIES
DCF COST RATES

ADJUSTED
YIELD

HISTORIC
RETENTION
GROWTH

PROSPECTIVE
RETENTION

GROWTH

HISTORIC
PER SHARE
GROWTH

PROSPECTIVE FIRST CALL
PER SHARE EPS
GROWTH GROWTH

AVERAGE
GROWTH

DCF
RATES

COMPANY

Value Line Natural Gas

AGL Resources
Ammos Energy
Energen
Laclede Group
New Jersey Resources
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UGI
WGL Holdings

4.7%
4.9%
0.a%
4.3%
2.4%
5.0%
3.4%
4.1%
3.3%
3.2%
3.0%
4.5%

6.0%
2.7%
15.5%
3.7%
6.8%
3.1%
3.9%
3.3%
6.8%
3.7%
9.2%
4.3%

5.7%
3.5%
17.2%
4.2%
5.7%
3.7%
5.0%
3.7%
7.3%
5.5%
9.0%
4.0%

9.a%
6.0%
13.3%
5.0%
6.7%
0.7%
2.8%
5.7%
9.7%
3.2%
17.2%
3.3%

3.0%
3.3%
8.0%
3.7%
7.0%
2.B%
5.3%
4.2%
5.3%
5.0%
8.7%
3.7%

5.3%
4.7%
8.5%
3.5%
5.5%
3.B%
4.9%
5.2%
6.6%
5.7%
8.0%
5.0%

6.0%
4.0%
12.5%
4.0%
6.3%
2.B%
4.4%
4.4%
7.1%
4.6%
10.4%
4.1%

10.7%
8.9%
13.3%
8.3%
8.7%
7.8%
7.8%
8.5%
10.4%
7.8%
13.4%
8.6%

Mean 3.6% 5_7% 6.2% 6.9% 5.0% 5.5% 5.9% 9.5%

Median 3.8% 4.1% 5.3% 5.8% 4.6% 5.2% 4.5% 8.6%

Mean Composite 9.4% 9.8% 10.6% 8.6% 9.2% 9.5%

Median Composite 7.9% 9.0% 9.G% 8.3% 9.0% 8.3%

Hanley Proxy Companies

AGL Resources
At nos Energy
Laclede Group
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
WGL Holdings

4.7%
4.9%
4.3%
5.0%
3.4%
4. 1 %
3.3%
4.5%

6.0%
2.7%
3.7%
3.1%
3.9%
3.3%
6.8%
4.3%

5.7%
3.5%
4.2%
3.7%
5.0%
3.7%
7.3%
4.0%

9.8%
6.0%
5.0%
0.7%
2.8%
5.7%
9.7%
3.3%

3.0%
3.3%
3.7%
2.8%
5.3%
4.2%
5.3%
3.7%

5.3%
4.7%
3.5%
3.8%
4.9%
5.2%
6.8%
5.0%

6.0%
4.0%
4.0%
2.8%
4.4%
4.4%
7.1%
4.1%

10.7%
8.9%
8.3%
7.8%
7.8%
8.5%
10.4%
8.6%

Mean 4.3% 4.2% 4.6% 5.4% 3.9% 4.9% 4.6% 8.9%

Median 4.4% 3,8% 4.1% 5.3% 3.7% 5.0% 4.2% 8.5%

Mean Composite 8.5% 8.9% 9.7% 8.2% 9.1% 8.9%
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STANDARD & POOR'S 500 COMPOSITE
20-YEAR U.S. TREASURY BOND YIELDS

RISK PREMIUMS

Year EPS BVPS ROE

20-YEAR
T-BOND
YIELD

RISK
PREMIUM

1 9 7 7
1 9 7 8

1 9 7 9
1 9 8 0

1 9 8 1
1 9 8 2

1 9 8 3

1 9 8 4

1 9 8 5
1 9 8 6

1 9 8 7

1 9 8 8

1 9 8 9

1 9 9 0
1 9 9 1

1 9 9 2
1 9 9 3

1 9 9 4
1 9 9 5
1 9 9 6
1 9 9 7

1 9 9 8
1 9 9 9

2 0 0 0

2 0 0 1

2 0 0 2
2 0 0 3

2 0 0 4

2 0 0 5

2 0 0 6

$12.33
$14.66
$14.82
$15.36
$12.64
$14.03
$16.64
$14.61
$14.46
$17.50
$23.75
$22.67
$21 .73
$16.29
$19.09
$21 .89
$30.60
$33.96
$38.73
$39.72
$37.71
$48.17
$50.00
$24.69
$27.59
$48.73
$58.55
$69.93
$81 .51

$79.07
$85.35
$94.27

$102.45
$109.43
$112.46
$116.93
$122.47
$125.20
$126.82
$134.04
$141 .32
$147.26
$153.01
$158.85
$149.74
$180.88
$193.06
$215.51
$237.08
$249.52
$255.40
$290.58
$325.80
$338.37
$321 .72
$357.17
$414.75
$453.05
$504.39

15.00%
16.55%
15.06%
14.50%
11.39%
12.23%
13.90%
11.80%
11.49%
13.42%
17.25%
15.85%
14.47%
10.45%
12.37%
13.24%
16.37%
16.62%
17.11%
16.33%
14.62%
17.29%
16.22%
7.43%
8.35%
14.15%
14.98%
16.12%
17.03%

7.90%
8.86%
9.97%
11 .55%
13.50%
10.38%
11 .74%
11 .25%
8.98%
7.92%
8.97%
8.81 %
8.19%
8.22%
7.29%
7.17%
6.59%
7.60%
6.18%
6.64%
5.83%
5.57%
6.50%
5.53%
5.59%
4.80%
5.02%
4.69%
4.68%

7.10%
7.69%
5.09%
2.95%
-2.11 %
1 .85%
2.16%
0.55%
2.51 %
5.50%
8.28%
7.04%
6.28%
2.23%
5.08%
6.07%
9.78%
9.02%
10.93%
9.69%
8.79%
11 .72%
9.72%
1 .90%
2.77%
9.35%
9.96%
11 .43%
12.35%

Average 6.40%

Source: Standard & Poor's Analysts' Handbook, Ibbotson Associates Handbook
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COMPARISON COMPANIES
CAPM COST RATES

COMPANY
RISK-FREE

RATE BETA
RISK

PREMIUM
CAPM
RATES

Value Line Natural Gas

AGL Resources
At nos Energy
Energen
Laclede Group
New Jersey Resources
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas

9.4%
9.4%
10.0%
9.7%
9.4%

10.3%

WGL Holdings

4.43%
4.43%
4.43%
4.43%
4.43%
4.43%
4.43%
4.43%
4.43%
4.43%
4.43%
4.43%

5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%

9.2%
9.7%
9.7%
9.4%

Median

Hanley Proxy Companies

AGL Resources
At nos Energy
Laclede Group
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
WGL Holdings

4.43%
4.43%
4.43%
4.43%
4.43%
4.43%
4.43%
4.43%

5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%

9.4%
9.4%
9.7%
10.3%
9.2%
9.4%
9.2%
9.4%

9.5%

Median

Sources: Value Line Investment Survey, Standard 8~ Poor's Analysts' Handbook, Federal Reserve
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Exhibit DCP-10
Page 1 of 1

STANDARD & POOR'S 500 COMPOSITE
RETURNS AND MARKET-TO-BOOK RATIOS

1992 - 2006

YEAR
RETURN ON

AVERAGE EQUITY
MARKET-TO
BOOK RATIO

1992 12.2% 271%

1993 13.2% 272%

1994 t6.4% 246%

1995 16.6% 264%

1996 17.1% 299%

1997 16.3% 354%

1998 14.6% 421%

1999 17.3% 481%

2000 16.2% 453%

2001 7.5% 353%

2002 8.4% 296%

2003 14.2% 278%

2004 15.0% 291%

2005 16.1% 278%

2006 17.0% 277%

Averages:

1992-2001 14.7% 341%

2002-2006 14.1% 284%

Source: Standard & Poor's Analyst's Handbook, 2007 edition, page 1.



COMPANY
VALUE LINE

SAFETY
VALUE LINE

BETA

VALUE LINE
FINANCIAL
STRENGTH

S& P
STOCK

RANKING

Value Line Natural Gas

AGL Resources
At nos Energy
Energen
Laciede Group
New Jersey Resources
NICOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
Southwest Gas
UG!
WGL Holdings

2
2
2
2
1
3
1
2
2
3
2
1

0.85
0.85
0.95
0.90
0.85
1.00
0.80
0.85
0.80
0.90
0.90
0.85

B++
B+
A
B+
A
A
A

B++
B++

B
B+

A

3.67
3.33
4.00
3.33
4.00
4.00
4.00
3.67
3.67
3.00
3.33
4.00

A-
B+

A
B+
A
B

B+
A-
B+
B+
A

B+

3.67
3.33
4,00
3.33
4.00
3.00
3.33
3.67
3.33
3.33
4.00
3.33

Average 1.9 0.88 B++ 3.67 B+ 3.53

Hanley Proxy Companies

AGL Resources
At nos Energy
Laclede Group
NlCOR
Northwest Natural Gas
Piedmont Natural Gas
South Jersey Industries
WGL Holdings

2
2
2
3
1
2
2
1

0.85
0.85
0.90
1 .00
0.80
0.85
0.80
0.85

B++
B+
B+
A
A

B++
B++
A

3.67
3.33
3.33
4.00
4.00
3.67
3.67
4.00

A-
B+
B+
B

B+
A_
B+
B+

3.67
3.33
3.33
3.00
3.33
3.67
3.33
3.33

Average 1.9 0.86 B++ 3.71 B+ 3.37



Exhibit DCP-11
Page 1 of 1
Updated

RISK INDICATORS

GROUP
VALUE LINE

SAFETY
VALUE LINE

BETA
VALUE LINE

FIN STR
S & P

STKRANK

S & P's 500
Composite 2.7 1 .05 B++ B+

Value Line Natural Gas 1.9 0.88 B++ B+

Hanley Proxy Companies 1.9 0.86 B++ B+

Southwest Gas 3.0 0.90 B B+

Sources: Value Line Investment Survey, Standard 8¢ Poor's Stock Guide.

Definitions:

Safety rankings are in a range of 1 to 5, with 1 representing the highest safety or lowest risk.

Beta reflects the variability of a particular stock, relative to the market as a whole. A stock with
a beta of 1.0 moves in concert with the market, a stock with a beta below 1.0 is less variable
than the market, and a stock with a beta above 1.0 is more variable than the market.

Financial strengths range from C to A++, with the latter representing the highest level.

Common stock rankings range from D to A+, with the later representing the highest level.
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Exhibit DCP-12
Page 1 of 1

SOUTHWEST GAS CORP.
PRE-TAX COVERAGE

Item Percent Cost
Weighted

Cost
Pre-Tax

Cost

Short-Term Debt 0.00% 0.00% 0.00%

Long-Term Debt 52.08% 7.96% 4.15% 4.15%

Preferred Stock 4.48% 8.20% 0.37% 0.61%

Common Equity 43.44% 10.00% 4.34% 7.24%

Total 100.00% 8.86% 12.00% 1/

1/ Post-tax weighted cost divided by .60 (composite tax factor)

Pre-Tax coverage = 12.00%x (11 .64% I4.15%)
2.89

Standard & Poor[s Utility Benchmark Ratios:
Business Profile of "3" A BBB

Pre-tax coverage 2.8x - 3.4x 1.8x- 2.8x

Total debt to total capital 50%-55% 55%-65%



Exhibit DCP-13
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VANGUARD 500INDEX FUND
DEMONSTRATION OF MUTUAL FUNDHISTORIC PERFORMANCE

USING GEOMETRIC GROWTH RATES



ll

Vanguard 500 Index Fund Admiral Shares

vanguard - Historical Returns

Research Funds & Stocks » Vanguard Funds >> Vanguard Fund Profi\e >> Historica\ Returns

(VFIAX)

The performance data shown represent past performance, which is not a guarantee of future results.
Investment returns and principal value will fluctuate, so that investors' shares, when sold, may be worth
more or less than their original cost. Current performance may be lower or higher than the performance data
cited. See performance data current to the most recent month-end. Expense ratio information can be found
on the Overview page.

Cumulative Total Returns

500 Index Fund Adm

S&P 500 Index*

Annual Investment Returns

Year Ended

2007

Capital Return

.. ,. 3.49%
13.64%

2.94%

8.73%

26.53%

23.36%

13. 11%

2.41 °/o

fu

t Year

-4.68%

-4.68%

500 Index Fund Adm

Income Return

1,98%

2.119

1.93%

2.10%

2.06%

1.279

1.14%

0.31%

3 Year

26.64%

26.78%

I

5 Year

65.27%

65.66%

Total Return

'IO Year

5.47%

15.75%

4.87%

10.82%

28.59%

22. 10%

11.98%

2. 10%

46.51%

.v~ .. ~w...»~,~...

(as of 12/31/2007)

S&P 500 Index*

(as of 04/30/2008)

Since Inception

'I1/13/2000

Total Return

Exhibit DCP-13
Page 2 of 4

16 31%

5.49%

15.79%

4.91 %

10.88%

28.68%

22.10%

11.89%

2006

2005

2004

2003

2002

2001

2000

Quarterly Investment Returns (as of 03/31/2008)

500 Index Fund Adm S&P 500 Index

Year

2008

2007

2006

Second Quarter Third Quarter Fourth Quarter Year-End Return Year-End Average

2005

2004

2003

First Quarter

9.45%

0.63%

4.21 °k

2.14%

1.67%

3.17%

6.26%

1.45%

1350/<

1.71%

15.40°/c

2.05%

5.65%

3.59%

t.88%

2.62%

3.349

6.68%

2.07%

9.22%

12.15%

5.47%

15.75%

4.87°/E

10.82%

28.59%

5.49%

15.79%

4.91 %

10.88%

28.68%

https://personal.vanguard.com/us/funds/historica1retums'?Fundld=0540&FundlntExt=INT 5/22/2008



Vanguard - Historical Returns

2002 0.25%

2001 -11.88%

I
4 ; -13.42%

5.82%

-17.20%

-14.70%

8.40%

10.67%

-22.10%

-11.98%

Exhibit DCP-13
Page 3 of 4

-22.10%

-11 .89%

*A widely used barometer of U.S. stock market performance; as a market-weighted index of leading companies in leading
industries, it is dominated by large-capitalization companies.

** Since inception on 11/13/2000

Glossary

Important fund performance information
© 1995-2008 The Vanguard Group, Inc. AH rights reserved. Vanguard Marketing Corp., Distrib. Terms & conditions of use | Obtain prospectus |

Enhanced Support

https://personal.vanguard.com/us/funds/historica1retums?Fundld=0540&FundlntExt=INT 5/22/2008



Vanguard - cumulative total return Exhibit Dcp-13
Page 4 of 4

cumulative total return

The total return on a fund from a certain period of time up to the present.

For example, if a fund's net asset value (nAy) started at $10, and 3 years later, the NAV equals $15, the

cumulative return would be 50% (as opposed to an average annual return of 14.470/0). Cumulative returns are

always calculated as of the end of each month.

© 1995-2008 The Vanguard Group, Inc, All rights reserved. Vanguard Marketing Corp., Distrib. Terms & conditions of use 1 Obtain prospectus

s

https://personaLvanguard.com/us/glossary/c/GlossaryCumulativeTotalRetumContent.jsp 5/22/2008
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Value Line Investment Survey for PWndows®
Version 3.0

About Value Line

Value Line Investment

Survey for Wndows®
Version 3.0

Value Line was founded in New York in 1931 by Arnold
Bernhard, then a young analyst, amidst the crisis of confidence
wrought by the Great Depression. His goal was to help inves-
tors in their quest to achieve superior returns from stocks
by providing access to the same information that professionals
had at their fingertips. His vision grew into one of the most
enduring and trusted institutions in the financial world, Backed
by disciplined, objective analytic methodologies that have been
proven over six decades, and by one of the world's largest
independent research staffs, including over 100 professional
securities analysts, statisticians and economists, Value Line has
become an indispensable source for investors mound the globe.
Value Line's businesses are broad-based, including financial
publications and electronic data services, a family of no-load
mutual funds, and asset management for retirement and endow~
went accounts. Its research services include domestic stocks,
Canadian stocks, mutual funds, convertibles, and options
which are available in both print and electronic form

About Value Line

The Value Line Investment
Survey

The Value Line Investment
Survey for Wmdows®

What's New in Version 3.0

Value Line Teclmical
Support

Value Line's headquarters are located at 220 East 42nd Street
New York, NY 10017. Telephone 212-907-1500. For technical
support, call 800-654-0508

The Value Line Investment Survey
The Value Line Investment Survey printed version was created
in 1931 for one purpose and one purpose only to guide you in
your quest to realize superior returns on your invested capital
Based on disciplined, objective, quantitative, analytical methodolo
mies that have proven themselves over the last 60 years, plus a
staff of more than 70 professional securities analysts, Value Line
can serve as an invaluable tool in making your investment
decisions

Part I | Version 3.0 1
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index, and the risk-free rate of return of a three-month Treasury Bill. For example, if
a stock has a beta of 1.5, it would be expected to gain 15% when the index gains
10%. If however, die stock actually gains 20%, this excess return represents the
stock's alpha. Value Line expresses alpha as an annualized figure.

American Depository Receipts (ADRs) - Since most other nations do not allow
stock certificates to leave the country, a foreign company will arrange for a trustee
(typically a large bank) to issue ADRs (sometimes called American Depository
Shares, or ADSs) representing the actual, or underlying, shares. Each ADR is equiva-
lent to a specified number of shares (the ratio is shown in a footnote on the Value
Line page).

American Stock Exchange Composite A market-capitalization weighted index of
the prices of the stocks traded on the American Stock Exchange .

Annual Change D-J Industrials - The annual change from year end to year end in
the Dow Jones Industrial Average, expressed as a percentage.

Annual Change in Net Asset Value (Investment Companies) - The change in
percentage terms of the net asset value per share at the end of any given year from
what it was at the end of the preceding year, adjusted for any capital gains distribu-
tions made during the year.

Annual Rates of Change (Per Share) - Compounded annual rates of change of
pershare sales, cash flow, earnings, dividends, and book value (or other industry-
specific per-share figures) over the past ten years and live years and estimated over
the coming three to five years. A11 forecasted rates of change are computed from the
average figure for the past three-year period to an average for a future three-year
period. If data for a three-year base period are not available, a two- or one-year base
may be used.

Arbitrage - The simultaneous purchase of an asset in one market and sale of the
same asset, or assets equivalent to the asset purchased, in another market. Often
referred to as "classical arbitrage," this type of transaction should result 'm a risk-free
profit. Risk Arbitrage refers to transactions in stocks involved in takeover activity.

Arbitrageur - A person or organization that engages in arbitrage activity.

138 Value Line Investment SulveyforWna'ows® v3.0
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EXCHANGE-TRADED PRODUCTS'

EXCHANGE-TRADED FUNDS (ETFs)

SPDR*"

Select Sector S?DRs

iS fares S&P 500

iS fares S8¢P500 Growth
iS fares S&P 500 Value

iUnits S8|P 500

;=
go
;x
LQ;8

Widely regarded as the best single gauge of the U.S. equities market, this w0rld-renowned

index includes 500 leading companies in leading industries of the U.S. economy. Although the

S&P 500 focuses on the large cap segment of the market, with approximately 75% coverage 0?

U.S. equities, it is also an ideal proxy for the total market. S&P 500 is part of a series of S&P

U.S. indices that can be used as building blocks for portfolio construction.

About the Index

-1---11IH I I l H l Lu l II l
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FUTURES •

S&P 50D

E»Mini S&P 500

S&P 500 Growth

S&P500 Value

S&P 500 Sector Futures

3
4
8

*E
a
I

OPTIONS

as
1:
I

8
I

2

S&P 500

Se\ect Sector SPDRs

S&P 500 is maintained by the S&P Index Committee, a team

of Standard 8t Poor's economists and index analysts, who

meet on a regular basis. The goal of the Index Committee

is to ensure that the S&P 500 remains a leading indicator of

U.S. equities, reflecting the risk and return characteristics

of the broader large cap universe on an on-going basis. The

index Committee also monitors constituent liquidity to ensure

efficient portfolio trading while keeping index turnover to a

minimum.

s
i
<5
4
t
t

Standard & Pour's does not sponsor.

endorse, sell 0r promote any S&P

index-based investment product.

Index Methodology

Contact Us

index_services@siandatdandpoorsxom

The S&P index Committee follows a sat of published

guidelines for maintaining the index. Complete details of

these guidelines, including the criteria for index additions

and removals, policy statements, and research papers are

available on the Web site at www.indices.standerdandp00rs,

com. These guidelines provide the transparency required and

fairness needed to enable investors to replicate the index and

achieve the same performance as the S&P 500

New York
CRITERIA FUR INDEX ADDITIONS

•

Financial Wability Companies should have four consecutive

quarters of posit ive as-reported earnings, where as-reported

earnings are defined as GAAP Net Income excluding

discontinued operations and extraordinary items.

'  Adequate Liquidity and Reasonable Price. The rat io of

annual dollar value traded to market capitalization for the

company should be 0.30 or greater. Very low stock prices

can affect a stock's liquidity.

• Sector f iepresentaf ion. Companies'  industry classif icat ions

contribute to the maintenance of a sector balance that is in

line with the sector composit ion of the universe at elig ible

companies with market cap in excess of US$5 bi llion.

• Company Type. Const ituents must be operat ing companies.

Closeend funds, hold ing companies, partnerships,

investment vehicles and royalty trusts are not elig ible. Real

Estate Investment Trusts (REITs) and business development

companies (BDcs) are elig ible for inclusion

Continued index membership is not necessarily subject to

these guidelines. The index Committee strives to minimize

unnecessary turnover in index membership and each removal

is determined on a casey-case basis

+1 .212.438.204B

+1 .415.5D7.3200

+44.2U.717E.B8B8

+33.1 .40.75.77.91

+813.4550.8463

+85.1065S9.2919

+61 .2.9Z5599B70

CRITERIA FOR INDEX REMDVALS

Tokyo

Beijing

Sydney

U.S Company Determining factors include locat ion Of the

company's operations, its corporate structure, its accounting

standards and its exchange listings

Market Capitalizat ion. Companies with market cap i n

excess of US$5 billion. This minimum is reviewed from

rime to t ime to ensure consistency with market conditions

Public Ffoaz. There must be public float of at least 50%

Companies that subs'tanliaily violate one or more of the

criteria for index inclusion

Companies involved in merger, acquisit ion, or significant

restructuring such that they no longer meer the inclusion

criteria
For more information. visit 0urWeb site

wwwjndices.s4andavdandpoovs.eom
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3 Years
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. . h _ .1 7.Years* - ".
I§Years  Std  Dev
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3 Years

5 Years

The large cap segment of the U.S.

equities market, covering

approximately 75% of the U.S. equities

market.

09/30/2007

Index Performance

Sharpe Ratio

R i s k ( %  p a )

Il l !"

3.74%

2.03%
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15.49%
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Country

USA

USA

USA

USA

USA

USA
USA

USA

USA

USA

Company

Exxon Mobil Carp.

General Electric

AT&T Inc.

MicrosoltCurp.

Citigroup Inc.

Bank 0fAmerica Corp

Procter & Gamble

Cisco Systems

Chevron Corp

Johnson & Johnson

Float Adiustsd

Market Cap

(S Million)

5131382.0

424,191.7

. j 258,047.5
237,533.7

2a2,1s2.4

223,065.7

219.513.6

201 669.1

1as.485.4

190,169.2

Weight

3..81.%

3.15%

_ 1.92%

. 1.76%

sq .._-11211.-
. 1.66%

166%

1.66%

1.48%

1.41%

S a c t u r

Weight

3 2 . 6 2 %

27.35%

_51.10%
10.90%

0.10%

8.36~ù
1 7 . 1 3 %

9 . 2 5 %

1 2 . 0 1 %

1 2 . 1 3 %

I  n e s t a  b e

W e i g h t

F a c t o r

1.00

..... _._,1$00_
1.00

0.85

1.00

1.00

1 .00

1 .00

1.00

1.00

610$®Sector

Engrg
Industrials ..

Telecommunication Services

Information Technology

Financials .

Financials

Consumer Staples

Information Technology

Energy

Health Care

Tickers Sector Breakdown P o r t f o l i o  C h a r a c t e r i s t i c s

S&P 500

Bloomberg

Reuters

SPX

SPX

Telecom Svc

375%

Utilities

3.44%

Cons Disc

9.23%

500

13.459.72

Materials

3.23%
Cons Staples

9.52%

Info Tech

1B.1B% El16fQy

11.68%

Number of Companies

Adjusted Market Cap l$ Billion)

Company Size (Adjusted $ Billion)

Average

Largest

Smallest

Median

26.94

513.36

1 .33

13.14

3.81 %

20.04%
Industrials

11.51%

% Weight Largest Company

Top 10 Holdings (% Market Cap Share)

Health Care

11.54%

Financials

19,B2%

Standard 8 Po0r's assumes no responsibility for the accuracy or completeness of the above data and disclaims all express or implied warranties in connection therewith

r
1.
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Southwest Gas Corp.

Major Rating Factors
Strengths:
• A low-risk natural gas distribution business;
• A favorable customer mix and high growth service territories;

Purchased-gas adjustment (PGA) mechanisms that eliminate a majority of

the company's exposure to commodity prices; and

• Strong cash flow measures and declining debt leverage.

:mum

BBB-/Positive/»

•

Weaknesses:

Absence of weather normalization and decoupling rate structures, which expose the company's earnings and cash

flow to conservation and weather-related sales variations;

Elevated protected capital expenditures of about $290 million per year;

Moderate exposure to the effects of natural gas price volatility on PGA receivable balances and potential liquidity

requirements; and

Long-term capital or contracting requirements with regard to natural gas storage capability for the company's

Arizona and Southern Nevada service areas.

•

•

Rationale
The ratings on Las Vegas, Nev.-based Southwest Gas Corp. reflect its strong business risk profile and aggressive

financial risk profile. The ratings are based on the consolidated credit profile of its natural gas operations segment

(87% of operating income in 2007) and its construction services business, Northern Pipeline Construction Co.

(NPL; 13%).

Southwest Gas' strong business risk profile reflects a large, stable, residential, and commercial customer base of

about 1.8 million customers, strong customer growth prospects in Arizona (54% of customers), Nevada (36%), and

California (10% ),the absenceof competition, and relatively low operating risks. Challenges associated with

improving its regulatory cost-recovery mechanisms, ownership of a small, unregulated construction and

maintenancebusiness,gradual reductions in total gas volumes, and limited geographic service territory temper the

company's strong business profile(

The Arizona Corporation Commission (ACC), the Public Utilities Commission of Nevada, and the California Public

Utilities Commission each regulate Southwest Gas. Each regulatory commission provides the company with various

cost-recovery mechanisms. However, we view the ACC regulatory oversight as less supportive of credit than other

jurisdictions due to its limitations on purchased-gas cost recoveries and rate design that is solely based on gas

throughput. This type of rate design exposes the company to reduced cash flows as volumes decline related to

conservation. Decoupling, an alternate rate design, separates the utility's margins and cash flow from commodity

sales and encourages conservation. These mechanisms are currently under consideration as part of the company's

most recent rate case

Slowing customer growth, reduced total throughput, and improved rate design are among the reasons for Southwest

Standard8>c Poor'sRatingsbirect I April 24, 2008

Standard & Poof's. All rights reserved. No reprint of dissemination without S8¢P?s oermissinn- See Terms nf | k»/naw-k.a...., nm
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Southwest Gas Corp.

Gas' recent rate filings. While Southwest Gas' annual customer growth averaged more than 4% over the past five

years, the company expects future growth to be only 1.5% to 3% due to the depressed real estate market conditions.

Despite strong historical customer growth statistics, annual total consumption has nevertheless dropped 1% per

year, on average, since 2003, due to conservation efforts, making rate design a key credit driver for the company.

Southwest Gas'- nonregulated subsidiary, NPL, is not currently a significant rating factor because most of its

contracts shield Southwest Gas from the majority of costs. In addition, about 20% of NPL's revenues are derived

from Southwest Gas' gas operations.

Southwest Gas has an aggressive financial risk profile, with bondholder protection measures that are currently

strong for the rating, which supports the positive outlook. We expect near-term performance to remain strong for

the rating with additional improvements from customer growth and regulatory rate increases. As of Dec. 31, 2007,

total debt, including operating leases and tax-affected pensions and post-retirement obligations, was about $1.5

billion with debt to capital of almost 60%. Benefitting from customer growth and regulatory rate increases, cash

flow metrics have improved over the past few years, with 2007 adjusted funds from operations (FFO) to total debt

of 20% and FPO interest coverage of about ex, compared with 14% and 3.4x, respectively, in 2005.

Liquidity

Southwest Gas maintains adequate liquidity. As of Dec. 31, 2007, the company had $32 million in cash and $291

million available under its $300 million credit facility, which matures in April 2012. Natural gas purchases and

capital outlays related to growth in the service territory are the primary uses of liquidity. Natural gas sales are

seasonal, with peak usage in the winter months. Natural gas prices and weather patterns primarily determine

liquidity needs.

Given thelow-risk nature of Southwest Gas' regulated utility operations and healthy service territory, the company

should generate reasonably stable cash flow. The company reported cash from operations of almost $350 million for

2007, which will not fully cover annual dividends (about $36 million), annual capital expenditures (about $300

million forecast for 2.008 and about $550 forecast for 2009~2.010 combined), and near-term debt maturities ($38

miiiion due in 2008 and $10 million in 2009). To bridge the funding gap, the company expects to raise $70 million

to $80 million through stock offerings, borrow under its revolvingcreditfacility, or through other external means.

Outlook
The outlook on Southwest Gas is positive. The positive outlook reflects Standard BC Poor's Ratings Services

expectation that the company's improved financial performance could lead to a higher rating over the near term. We

could revise the outlook to stable if financial performance deteriorates from current levels as a result of unfavorable

regulatory actions, an increase in leverage, or material reductions in customer usage (either due to weather or

efficiency) without adequate regulatory protections

Accounting
Standard 8C Poor's adjusts Southwest Gas' financial statements for operating leases and pension and post-retirement

obligations. The adjustment includes adding a debt equivalent, interest expense, and depreciation to the company's

reported financial statements. As a result, debt equivalents of $24 million are added for operating leases and $90

million for pension and post-retirement obligations

www.standaniandpoors.com/ratingsdirect 3

Standard s. Poor's. AH rights reserved. No reprint or dissemination without S&P?s permission. See Terms of Use/Disclaimer on the lasl page Rf i ." "mR I  Jn n n n '.vJ1  1
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Due to the distortions in leverage and cash flow metrics caused by the substantial seasonal working-capital

requirements of gas utilities, Standard 86 Poor's adjusts inventory and debt balances by netting the value of

inventory against the outstanding commercial paper for regulated subsidiaries. This adjustment provides a more

accurate view of the company's financial performance by reducing seasonality, where there is a very high likelihood

of recovery. As inventories are depleted and accounts receivable are monetized, with support from commodity

pass-through mechanisms, these funds reduce the utility's short-term borrowings.

Standard 86 Poor's views Southwest Gas' $100 million of trust~preferred securities as having "intermediate equity

content" . Under our hybrid criteria, we calculate the company's financial ratios with 50% of the outstanding

balance attributed to debt and 50% to equity. Similarly, we treat 50% of the associated distributions as dividends

and 50% as interest.

Southwest Gas prepares its financial statements using SFAS No. 71, "Accounting for Effects of Certain Types of

Regulation. " Consequently, Southwest Gas recorded certain regulatory assets and liabilities as of Dec. 31, 2007, of

$218 million and $226 million, respectively. Net regulatory assets represent less than 1% of total capitalization.

Table 1

IndustrySector: Gas

--Averageof past three fiscalyears--

Southwest Gas Corp.

BBB-/Positive/--

NiSource Inc. At nos Energy Corp.

Rating as of April 17, 2008 BBB-/SIBIJI8/-<

CounterPoint Energy Resources

Corp.

BBB/Positive/A-2 BBB/Posit ive/A~2

7,775.31883.7

70.3

255.0

327.2

25.8

1,490.5

50.0

910.5

2.401.1

3 0 3 . 0

8 8 7 . 3

6 9 7 . 9

4 5 . 2

7 , 7 0 5 . 8

2 7 . 0

7,791 .3
229.0
524_7
564.0
12.3

2,685.9
0.0

2,948.7
5,534.5

5 , 6 7 0 . 9

1 5 0 . 7

4 1 1 . 6

4 1 1 . 1

9 7 . 8

2 , 5 3 9 . 1

0 . 0

11574 . 3

4 3 1 3 . 4

(M i l.  S )

Revenues

Net income from cont. aper.

Funds from operations (FFO)

Capital expend itures

Cash and investments

Debt

Preferred stock

Equity

Debt and equity

4,946.5
12,552.4

Adjusted ratios

17.2
(4.3)
66.8
62.1

11 .3

(0.1)
BB.2

6 0 . 9

19.5
(14.4)
75.3
47.7

15.6
(3.9)
74.7
61.2

EBIT interest coverage (x)

FFO inf. coy. lx)

FFo/debt (% )

Discret ionary cash f low/debt (% )

Net cash f low/:apex (°/ni

Debt/ totaI capital (% )

Return on common equity (% )

Common d ividend payout rat io
(in-adj.) (% )

47.9 82.9 43,7 B91

Ratios before adjustments for postretirement obl igations

Open income/sales (bet. D&A) (% ) 18.8 19.8 10.4

Standard 841 Poor's Ratingsllirect \ April 24, 2008

Standard 81 Purr's. All rights reserved. No reprint or dissemination withuwt S&P'!s permission. SeeTerms of Use/Disdaimef on the last page
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Table 1

EBIT interest coverage (x)

FFO/debt (%l

DebVEBITDA (xi

Debt/total capital (%)

*Fully adjusted (including postretirement obligations).

2.2

17.9

3.8

60.0

2.1

11.4

4.8

59.1

2.9

19.9

3.5

47.0

2.5

15.8

4,3

59,2

Table 2

industry Sector. Gas

2007

--Fiscal year ended Dec. 31 -

2005 2004 2003

BBB-/Positive/-~

2005

BBB-/Stable/» BBB~/Stab\e/- BBB~/Stable/-- BBB-/Stable/--

2,152.1

83.2

290.5

344.7

32.0

1 ,47B.4

50.0

1,714.3
43.8

217.4
294.1
29.6

1,507.3
50.0

746.4

1,477.1

56.8

252.0

301.9

13.6

1,453.9

50.0

684.61 ,D33.7

2,024.8
83.9
260.0
343.0
18.8

1,488.1
50_[]
951 .4

2,439.62,510.1 2,253.7 2,138.5

1,231.0
38.5

228.5
239.8
17.2

1,325.1
50.0

8133
1,944.4

2.4
3.7

17.5
Isa)
s4.s
61.0
9.8

39,9

1 . 8

3 . 4

1 4 . 4

( 5 . 4)

5 2 . 0

8 5 . 9

5 . 7

71 .3

2.0
3.9

17.3
(11.9)
72.7
58.0
8.4

50.8

1 .7
3.8

17.2
(4.0)
B2.1
68.2
5.9

71 .9

18.9

2.4

18.2

18.2

1.8

15.2

21,9 22.8

18.2 17.8

Rating history

(Mil. Si

Revenues

Net income from continuing operations

Funds trim operations (FFOi

Capital expenditures

Cash and investments

Debt

Preferred stock

Equity

Debt and equity

Adjusted ratios

EBlT interest coverage ix) 2.5

FFO inf. coy. (x) 4.0

FFD/debt (%) 19.7

Discretionary cash flow/debt (%) ii . ii

Net cash flow/capex l%i 72.7

DebVdebt and equity (°/ol 5B.8

Return on common equity i%i 8.7

Common dividend payout ratio (in-adj.) i%i 43.6

Ratios before adjustments tor postretiremeht obligations

Open. income/revenues (bet. D&A) (%) 19.0

FBlT interest coverage (xi 2.4

FFO/debt i%i 20.3

DebUEBlTDA (xi

Debt/debt and equity i°/>)

Fufly adjusted (including postretirement 0bliga1ions)

57.3 593 63.7 84.5 85.0

www.standardandpnors .com/rat ingsdi rec t

Standard & Pours. All rights reserved. No reprint or dissemination without\ S8IF'!s permission. See Temls of Use/Disclaimer on the lasl page £2141.18 I "ll'\hrl1 'vwm
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Southwest Gas Corp.

Table 3

-Fiscal year ended Dec. 31, 2007--

Southwest Gas Corp. reported amounts

Debt

Operating
income

Shareholders' (before
equity D8l.A)

Uperating
income
(before
D&A)

Dperating
income
(after
D&A)

Reported 1,413.1 983.7 403.1 403.1 220.6

Cash flow Cash flow
Interest from from Dividends Capital
expense operations operations paid expenditures

95,2 347.8 340.9347.8 36.3

Standard & Pour's adjustments

Operating
leases

24.0 6.2 1.6 1.8 1.5 4.5 4.5 5.1

Intermediate
hybrids
repined as
debt

(50.0) 50.0 (3.9) 3.9 3.9 3.9

89.2 5.4 5.4 5.4 8.9 8.9Postretirement
benefit.
obligations

Capitalized
interest

1.3 pal (1.31 (1.3)

8.6Hectassification
of nonoperating
income
(expenses)

Reclassification
of
working-capital
cash flow
changes

(73.2)

Total
ad] ustments

83.3 50.0 11.5 7.0 13.6 (est 16.0 (57.2) 3.9 3.8

Standard & Poor's adjusted amounts

Cash flow Funds
Interest from from Dividends Capital

Debt Equity EBITDA EBIT expense operations operations paid expenditures

478.4 1.033.7 414.6 410.1 234.2 95.3 353.8 290.6 40.1 344.7

Dperating
Income
(before
D&A)

Adjusted

Southwest Gas Corp. reported amounts shown are taken from the company's financial statements but might include adjustments made by data providers or reclassifications
made by Standard & Poor's analysts. Please note that two reported amounts (operating income before D&A and cash flow from operations) are used to derive more than one
Standard & Poor's-adjusted amount (operating income before D&A and EBITDA, and cash flow from operations and funds from operations, respectively). Consequently, the
first section in some tables may feature duplicate descriptions and amounts

BBB~/Positive/

BB

BBB

Southwest Gas Corp

Corporate Credit Rating

Preferred Stock

Local Currency

Senior Unsecured

Local Currency

Corporate Credit Ratings Histow

13-Mar-2007 BBB-/Positive/

Standard BC Poor'sRatingsbirect | April 24, 2008

Standard & Poor's. All tights resewed. No reprint or dissemination without S&P7s permission. See Termsof Use/Disclaimer on the last Mann
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Southwest Gas Corp.

I 1-Aug-2003
01-Feb-2001

Financial Risk Profile

BBB-/stable/»

BBB-/Negative/--

Aggressive

Debt Maturities

As of Dec. 31, 2007:
2008: $38,1 mil.
2009: $10.4 mil.
2010: $5.4 mil.
20112.$202.6 mil.
20121 $350.1 mil.
ThereaWen $697.0 mil.

'Unless otherwise noted, all ratings in this report are global scale ratings. Standard 84 Poor's credit ratings on the global scale are comparable acrosscountries Standard

& Puorls credit ratings on a national scale are relative to obligors or obligations within that specific country.

www.standardandpoumcnm/ratingsdirect

Standard 8: Pools. All rights reserved. No reprint or dissemination without S8eP'Is permission. See Terms of Use/Disclaimer on the last page 4..1845 I 388053
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Dissemination. distribution or reproduction of this data/information in any form is strictly prohibited except with the prior written permission of S8tP. Because of the

possibility of human or mechanical error by S&P, its affiliates or its third party lioensurs, S&P. its affiliates and its third party licensors do not guarantee the accuracy

adequacy, completeness or availability of any information and is not responsible for any errors or omissions or for the results obtained from the use of such information, S&P
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EXECUTIVE SUMMARY
SOUTHWEST GAS CGRPORATION

DOCKET NO. G-01551A-07-0504

My Surrebuttal Testimony responds to the Rebuttal Testimony of Southwest Gas
Corporation ("SWG") witness Mashes and SWEEP witness Schlegel with respect to my Direct
Testimony on Line Extension and Hook-up Fees and Demand Side Management ("DSM")
expenditures.

My recommendations that SWG file an explanation, with sample calculations, of how it
is implementing its Line Extension tariff provisions and explain the changes made to the ICE
over the last 10 years has not changed based upon the testimony of SWG witness Mashes.

With respect to DSM funding levels, I recommend that the Commission increase the
approved funding levels for cost-effective programs to a much more modest level than proposed
by SWEEP witness Schlegel.
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1 INTRODUCTION

2 Q- Please state your name and business affiliation.

3

4

5

6

My name is Phillip S. Teumim. I am a principal in the firm Phillip S. Teumim LLC, 37

Ruston Road, Delmar NY 12054, a management and regulatory consulting Finn providing

consulting services on utility matters. I  a m a ppea r ing on beha lf  of  t he Ar izona

Corporation Commission ("ACC" or "Commission") Utilities Division ("Staff").

7

8 Q- Have you testified previously in this proceeding?

9 Yes, Shave previously submitted Direct Testimony.

10

11 Q, What is the purpose of your Surrebuttal Testimony?

12

13

14

15

I  will  r espond to cer ta in points  r a ised by Southwest  Gas Corpora t ion ("SWG" or

"Company") Witness Mashas and SWEEP Witness Shlegel with respect to my Direct

Testimony regarding Line Extension and Hook-up fees and Demand Side Management

("DSM") expenditures, respectively.

16

17 LINE EXTENSION FEES

18 Q-

19

20

What was Company Witness Mashas' response to your testimony regarding the

Company's Tariff Rule No. 6 which governs the Company's Line Extension policies

and procedures?

21

A.

A.

A.

A Mr. Mashas took issue with my recommendation that in its next rate case, SWG file

an explanation, with sample calculations, of how it has been implementing those [line

extension] tariff provisions, and explain whether and to what extent it has made changes in

the methodology and its application over  the 10 years the tar iff has been in place

[Teumim PFT, pp. 7-9]
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1 Q-

2

3

Company Witness Mashas states that his Rebuttal Testimony addresses those issues

and therefore there is no need for the Company to file such testimony in its next rate

proceeding. [Mashes Rebuttal p. 24 - 25] Do you agree?

4

5

6

7

8

9

No, I do not.  Based on the information Mr. Mashas provided, I think it  is even more

important. He stated that while it has been nearly 10 years since the Company filed with

the Commission to modify the Rule 6 portion of its tariff, the Incremental Contribution

Model ("ICE") ut ilized by the Company to ensure new customer  addit ions are cost

justified has been modified on numerous occasions. [Id, pp. 18 - 19] From his testimony,

those changes appear to be quite significant.

10

11

12

13

14

He also points out that the Company fonnalized the policies and procedures for the ICE

recently,  as shown in his Exhibits RAM-4 and RAM-5. Those exhibits demonstrate

clearly that this was a large undertaking by the Company which has not, to my knowledge,

been examined in detail by Staff or the Commission.

15

While i t  wa s  help fu l  for  wi tnes s  Ma sha s  t o b r ief ly summa r ize t he IC E a nd i t s

modifications in testimony, his testimony does nothing to allay my concerns. What I am

recommending is that the Company explain the modifications and demonstrate that their

application produces fair  and reasonable results consistent with current Commission

policies

A.

Further, many of the topics and issues considered and the decisions made by the Company

are key issues in the Hook-up Fee proceeding. Therefore,  I think it  emphasizes the

importance of my recommendation, and points out the further need for the Company to

demonstrate how its policies and procedures ultimately comport with the results of the
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1

2

Hook-up Fee proceeding. The Hook-up Fee Docket findings should be available at the

time of the next rate filing.

3

4 Q- Company witness Mashas offered to get together with Staff to explain how the model

works with real examples of actual projects. Do you believe this would be useful?5

6

7

8

9

10

11

Yes, I am informed by Staff that it would be helpful. And the Company's participation

and provision of this information in the current Hook-up Fee Docket has been helpful.

But this does not change my recommendation with respect to the Company's providing

additional information in its next rate case, for reviewing by the Commission, Staff and

Interveners. The Hook-up Fee Docket should have concluded before the Company's next

rate case so the Company should be able to demonstrate consistency with the results of

that Docket as well.12

13

14 DSM EXPENDITURES

15

16

Q- SWEEP Witness Schlegel proposes that the Company increase its annual DSM

available funding level to at least $12 million, to expand existing DSM programs and

to develop new programs. Do you agree with Mr. Schlegel's recommendation?

18

A.

A No. That number was derived based on the percent of total revenues and expenditures per

customer as applied by Questar. Mr. Schlegel than compared that number to the approved

funding level of $4.4 million for SWG, which is expected to be reached in 2009. [Shlegel

PFT, p. 3] I do not believe that a comparison with Questar is sufficient basis for making

changes. Second, as I noted in my Direct Testimony, most of SWG's DSM programs are

in the startup phase, with full implementation expected in 2008 and with an evaluation

expected to be performed at the end of the 2008 program year. I also noted that the 2008

program year budget was approximately $3 million, and that it would be premature to

evaluate the relative success of the programs at this time. Further, I recommended that the
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1

2

Company track and report estimated and actual hard dollar cost-benefit analyses and

payback periods. [Teumim PFT, p. 12]

3

4

5

With respect to future levels, I recommend that the Commission increase the approved

funding level for cost-effective programs above $4.4 million for 2010 and beyond, but at a

more modest level than that proposed by Mr. Schlegel.  Looking out for an additional

three years, a reasonable approach would be to allow for increased funding of $1 million

per year for the years 2010 through 2012. This would set the approved level for those

years at $5.4 million, $6.4 million and $7.4 million respectively. This approach will allow

for  cont inuing ana lysis  of the exis t ing programs,  modifica t ions  if  necessary,  and

reasonable development of new programs

Q Does that conclude your Surrebuttal Testimony13

14 A Yes. it does
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EXECUTIVE SUMMARY
SOUTHWEST GAS CORPORATION

DOCKET NO. G-01551A-07-0504

My Surrebuttal Testimony addresses a number of issues related to Southwest Gas Corporation's
("Southwest") purchased gas adjustor ("PGA") mechanism and responds to the Rebuttal
Testimony of Frank Maglietti and Brooks Congdon on these issues.
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1 INTRODUCTION

2 Q- Please state your name, occupation, and business address.

3

4

My name is Robert G. Gray. I am an Executive Consultant III employed by the Arizona

Corporation Commission ("ACC" or "Commission") in the Utilities Division ("Staff").

My business address is 1200 West Washington Street, Phoenix, Arizona 85007.5

6

Q- Are you the same Robert Gray that filed Direct Testimony in this proceeding?

Yes.

7

8

9

10

11

Q- What is the scope of this Surrebuttal Testimony?

12

13

My testimony responds to outstanding issues related to the purchased gas adjustor

("PGA") mechanism raised in the testimony of Southwest Gas ("Southwest" or

"Company") Witnesses Frank Maglietti and Brooks Corydon.

15

16

PURCHASED GAS ADJUSTOR

Q Mr. Maglietti's Rebuttal Testimony continues to recommend adoption of a $0.24 per

therm bandwidth for the PGA mechanism. Please comment

18

A.

A.

A.

A The current PGA bandwidth is $0.13 per therm. Staff has proposed increasing the

bandwidth to $0.15 per therm, while the Company has proposed an expansion to $0.24 per

therm. Staff continues to believe that a $0.15 per then bandwidth is appropriate in this

case. As discussed in detail in Staffs Direct Testimony, setting the PGA bandwidth

represents the balancing of a number of competing goals regarding how Southwest's

commodity costs are passed through to customers. While Staff understands the

Company's interest in a broader bandwidth, providing more room for the monthly PGA

rate to adjust automatically, this interest must be balanced with the Commission's interest

in having oversight and involvement in situations where natural gas costs, and therefore
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1

2

3

4

natural gas rates, are increasing significantly. The $0.15 per then level is approximately

10 percent of Southwest's overall residential per therm rate. Thus, Southwest's rates can

change approximately 10 percent in a 12 month period without specific Commission

action. Staff believes it is reasonable for the Commission to play a more active role in

situations where rates would increase by more than 10 percent within a calendar year and

therefore Staff continues to recommend a PGA bandwidth of $0.15 per therm.

5

6

7

8

9

Q. Mr. Corydon's Rebuttal Testimony discusses how the PGA mechanism would

interact with Southwest's revenue decoupling rate design proposal. Please discuss.

10

11

12

13

14

15

Mr. Congdon indicates that the PGA mechanism would not be impacted by the revenue

decoupling rate design proposal. While Staff opposes SWG's revenue decoupling

proposal for the reasons discussed in Staff witness Radigan's testimony,Staff continues to

believe that in some fashion the PGA mechanism would need to be adjusted if a revenue

decoupling mechanism is adopted. Under the current PGA mechanism, a single monthly

PGA rate is calculated each month. This single monthly PGA rate is then applied to all

terms consumed by Southwest customers, with several isolated exceptions such as

irrigation customers and special contracts

A.

In a circumstance where Southwest's revenue decoupling rate design is implemented

there would be a different, quite low, monthly PGA rate applied to the first block of usage

and a second, much higher, monthly PGA rate applied to the second block of usage. Mr

Congdon's testimony discusses how the change in the monthly PGA rates from month to

month can be accommodated by the existing PGA mechanism. But the main purpose of

the existing PGA mechanism is not to calculate a change in rates per month. Rather, it

calculates a new total per therm monthly PGA rate to be applied to all bills in a given

month. And under Southwest's revenue decoupling rate design proposal, there would now



Surrebuttal Testimony of Robert Gray
Docket No. G-1551A-07-0504
Page 3

1

2

3

4

5

6

be two monthly PGA rates (one for the first block and one for the second block), rather

than one. While the differential between these two rates would likely be fixed as part of

Southwest's proposed revenue decoupling rate design, it still is not clear how Southwest

would expect to calculate the actual levels of the two new monthly PGA rates each month.

This is yet one of the many concerns Staff has with the Company's proposed revenue

decoupling mechanism and another reason why Staff does not support its adoption at this

time.7

8

9

1 0

Q-

11

Do you agree with Mr. Congdon's statement on page 22, lines 3-5, of his testimony

that "the total amount of residential customers' bills is unaffected by the proposed

Volumetric Rate Design."

12

13

14

15

16

17

18

No. Without straying into a full-blown discussion of revenue decoupling, which is an

issue being addressed by Staff Witness Frank Radigan, it is important to understand that in

a n over a l l  sense,  t he p r otect ion Southwes t  indica tes  i t  is  seeking f r om r evenue

deterioration by recovering most or all of the margin through the first block of rates, will

inevitably cause that revenue shortfall to gradually bleed over to the gas cost recovery

function of the PGA mechanism. Simply put, under Southwest's rate design proposal, the

risk of recovery is shifted significantly from the current circumstance where usage on the

margin recovers both gas cost and margin, to a situation where the gas cost component

bears the brunt of the risk of any reduction in customer consumption

A.

For  example,  let 's  say in a  hypothetical month Southwest  exper ienced a  $5 million

revenue shortfall under its current rate design, but recovered that $5 million through the

first block under its proposed rate design. Under the proposed rate design, because

customers would pay the same total amount per therm, the extra $5 million of margin

Southwest recovers through the first  block would result  in Southwest recovering $5
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1

2

3

4

5

6 In effect, the PGA bank balance would

7

8

9

10

11

12

13

14

15

million less in commodity costs through the gas cost  component than under  current

circumstances. Given the large volumes of gas costs passing through the PGA, the

likelihood of such shifts resulting in massive changes in the PGA bank balance level over

a short time period may be relatively low. However, it is very possible that over a longer

t imef r a me t h i s  t yp e of  s h i f t  cou ld  p u s h  t he P G A b a nk b a la nce in t o  a  s i za b le

undercollection that otherwise would not exist.

serve as a surrogate recovery mechanism under Southwest's rate design proposal, as the

risk of not recovering dollars in a given month is shifted to the gas cost component from

the margin component. But because the PGA is a straight pass through mechanism, those

addit iona l unrecovered gas  cost  amounts  will eventua lly be borne by Southwest 's

customers either via the monthly PGA rate or through a surcharge. While this could

theoretically swing the other direction, with greater customer usage driving a possible

overcollection of gas costs,  the Company's contention that customer consumption is

continuing to decline would seem to indicate that the Company would expect some level

of shortfall in gas cost recovery over time that eventually would require a surcharge or

other action to address.16

17

18

19

Addit ionally,  as  a  matter  of genera l pr incipal,  the PGA mechanism was or iginally

designed to balance gas costs incurred and gas costs recovered,  with these numbers

20 naturally balancing out over time via the 12 month rolling average mechanism. Prices

21 spikes,  surcharges,  and other  unexpected changes can a t  t imes upset  this  ba lance

temporarily. But in principal the mechanism is expected to roughly balance gas costs

incurred and gas costs recovered. However, Southwest's proposed revenue decoupling

rate design would, at least to some extent, create an imbalance in the existing relationship

between gas costs incurred and gas costs recovered. Thus, if any form of Southwest's
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1

2

revenue decoupling rate design is adopted, which Staff does not support, provision would

have to be made in some fashion to adjust the PGA mechanism accordingly.

3

4

5

SUMMARY OF RECOMMENDATIONS

Q- yourAre you changing

Testimony?

recommendations from those contained in your Direct

6

7 No. However, Shave clarified the recommendation related to the relationship between the

rate design revenue decoupling and the PGA in Recommendation 4 below, in response to

the Company's Rebuttal Testimony

11 Q Please summarize your recommendations

12 A My testimony in this case includes the following recommendations

The bandwidth on the monthly PGA rate should be expanded to 3.015 per therm

The threshold on the PGA bank balance for undercollected balances should be

eliminated

The threshold on the PGA bank balance for overcollected balances should be set at

$55.78 million

While Staff is  opposed to the adopt ion of the Company's  proposed revenue

decoupling mechanism,  [the Company's proposal is  adopted] a  revised PGA

mechanism that addresses the changes in the calculation of the PGA and related

issues would have to be developed and approved. Further, this would also impact

the monthly PGA report and adjustments to the report to reflect changes resulting

from revenue decoupling would have to be worked out

25 Q Does this conclude your Surrebuttal Testimony

26

A.

A Yes. it does
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EXECUTIVE SUMMARY
SOUTHWEST GAS C()Rp0)ATI0)

DOCKET NO. G-01551A-07-0504

Southwest Gas accepted eight of my ten management recommendations in my Direct Testimony.
This Surrebuttal Testimony addresses fLLt'ther reasons why it is in the best interest of Southwest
Gas Corporation ("SWG" or "Company") to also adopt the final two recommendations namely:

• SWG should strive to more fully document its internal strategies, policies, and
procedures to effectively manage the risk of its gas supply portfolio. During my
review, SWG was deficient in this area. Such documents should be centralized rather
than dispersed and easy for all employees to locate inside the Company. The goal is
to help SWG move toward attaining Industry Best Practices in incremental steps.
Best Practices allow for different sets of external and internal risk disclosure, if
desired --- with different levels of detail. External documents need to comply with
whatever are the stated requirements. Internal documents serve to

acknowledge the prevailing views of the Board of Directors
communicate expectations to all employees
provide a framework of management control
instill discipline around all employees to increase chances of success.

• SWG is also missing a Limits and Controls document and needs one. This testimony
tries to elaborate on the requirements and importance of such a document.
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1

2

1. INTRODUCTION

Q- Please state your name, company, and business address.

3

4

My name is Rita Beale. I am a Principal employed with Energy Ventures Analysis, Inc.

("EVA"). My business address is 1901 N. Moore Street, Suite 1200, Arlington, VA

22209-1706.5

6

7

8

9

Q- What is the purpose of your Surrebuttal Testimony?

The purpose of my Surrebuttal is to respond to the Rebuttal Testimony of Southwest Gas

Corporation ("SWG" or "Company") as it relates to my Direct Testimony.

11 Q On whose behalf are you appearing

12 A I  a m a p p ea r ing on b eha l f  of  t he Ar izona  C or p or a t ion C ommis s ion ( "AC C " or

Commission") Utilities Division Staff, together with Mr. Stephen Thumb of EVA. In our

Direct  Testimonies,  we addressed SWG's gas procurement policies,  procedures and

practices

Q How is your testimony organized?17

18 A My Surrebuttal Testimony follows the order of recommendations as addressed and

numbered by SWG witness William N. Moody with one clarification

21 Q , What is the clarification?

22

A.

A.

A Of the fifteen recommendations made by EVA and referenced by SWG witness William

N. Moody, he misattributes all of them to Mr. Stephen Thumb. Aside from ensuring the

record is correct. I believe this does not affect the core substance of the issues addressed

by EVA and SWG. The first five recommendations are from Mr. Thumb and relate

primarily to SWG's gas transportation and delivery portfolio (hereinafter, referred to as
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1

2

Nos.  1 through 5).  The next ten recommendations are mine and relate to SWG's gas

supply por tfolio,  general r isk management practices,  and transaction audit  policies

(hereinafter, referred to as Nos. 6 through 15).3

4

5

6

11. SUMMARY OF SOUTHWEST GAS REBUTTAL TESTIMONY

Please summarize the relevant SWG Rebuttal Testimony.Q-

7

8

9

10

11

EVA reviewed the Rebuttal Testimony provided by SWG witness William N. Moody. Of

my ten management recommendations, SWG accepted eight with acceptable timelines for

implementation. A detailed discussion of each of the recommendation is found in Exhibit

RRB-2 of my Direct Testimony. The eight recommendations SWG accepted are:

12 (7)

13

14

15

16

Clar ify the Ar izona  Pr ice Stability Purchases  ("APSP") supply element  by

documenting required timing and volumes for the next one to two years forward.

Some companies have found the use of living appendices (to the company policies,

for instance) helpful to update forward time Windows and volume ranges that may

change frequently. If there is uncertainty, then Windows of time and ranges of

volume or duration can be established instead.17

18

19

20

(8) Clarify the precise nature of the APSP strategy. Is it a programmatic hedge, a

judgmenta l hedge,  or  a  hybr id of the two? The precise strategy should be

recognized and declared in company policies and procedures to guide employees

and decision makers, as well as the ACC's oversight

A.

(9) Company policies regarding the 'unbudging' of gas, as well as the reasons for the

policies ,  should be reeva lua ted,  and then explicit ly documented in officia l

company policies and procedures
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1 (10) Ensure all confirmations with gas suppliers, also known as Exhibit A, include deal

transaction dates.2

3

4 (11) Ensure all confirmations with suppliers, also known as Exhibit A, include dates of

the internal approval next to the signature authorization.5

6

7

8

9

10

(12) C ons ider a b ly  s hor t en  t he t ime la p s ed  b et ween dea l  ex ecu t ion  a nd  dea l

confinnation with gas supplier.

(13) Include a list of attendees present during the solicitation and purchase of the APSP

fixed price gas supply element (as well as during selection and approval of the

index gas supply element) to ensure independence,  proper monitoring,  and to

improve the quality of the audit trail

(14) A review of the liquidated damages terms in supply contracts were found to be

acceptable

Q Please summarize any recommendations rejected by SWG?18

19 A SWG rejected two of the recommendations that I made, however I believe without merit

These specifically are

(6) Consolidate all strategies,  policies,  and procedures into a minimal number of

documents  with suff icient  deta il  such tha t  new employees  could r ead and

immediately perform the bulk of their work
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1 (7)

2

Designate the Arizona Dispatch Guidelines as the buyers' limits and authorization

to execute and meet the forecasted daily demand requirement in company policies

3 and procedures.

4

5 111. RESPONSE TO SGUTHWEST GAS

6 Q-

7

Do you agree with Mr. Moody's assessment that SWG's grouping of its policies,

strategies, and procedures is sufficient as filed in the annual documentation with the

Commission?8

9

10

11

12

I agree with Mr. Moody that filing Company policies, strategies, and procedures with the

Commission makes them "easily and readily accessible" for the Commission and its Staff.

However the goal of my recommendations is to help SWG move toward attaining Industry

Best Practices in incremental steps. SWG is fairly deficient in this area.

13

14 Q- Are the Annual Gas Procurement Plans filed with the Commission sufficient?

15

16

17

18

No. This may seem like a subtle topic,  but SWG is missing a major  point.  It  speaks

volumes about the culture of a company and the level of risk management infrastructure

that prevails within a company. Best Practices dictate that well-run companies (especially

public companies per  Sarbanes Oxley) have complete sets  of internal policies and

procedures that have been reviewed and authorized by the Board of Directors. Such

documents serve to

O

O

O

A.

A.

o

acknowledge the prevailing views of the Board of Directors

communicate expectations to all employees

provide a framework of management control

instill discipline around all employees to increase chances of success
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1

2

3

4

5

6

7

My personal impression (gained during the interview process) is that while the Gas Supply

Department may have many solid policies, many are not documented. It seems to me that

Gas Supply has been responding to various Commission requirements over time and that

in the process has built  up its  inventory of exist ing policies and procedures. The

overarching goal should be to document Company policies and procedures, and then hand

them over  i f /when the Commiss ion ca l ls  upon or  needs  them,  or  r et a in them a s

confidential during audits if necessary. Best Practices allow different sets of external and

8 internal risk disclosure if desired with different levels of detail if desired. Typically

9

10

11

12

13

14

15

companies that must live in a competitive environment have become the most conscious

of the importance of managing risk through Best Practices.1 My philosophy is that

ratepayers and shareholders should expect nothing less. Of course I believe that internal

documented strategies and policies should be tailored to the unique risks embedded in the

company business. Also I respectfully disagree that requiring an ACC docket search is a

"logical",  "convenient",  or effective way for management and employees to operate a

business, even if the business happens to be regulated by the ACC .

16

17 Q. What are some of the deficiencies?

18 A First EVA believes the "Annual Gas Procurement Plan" represents only a partial grouping

of the materials that should be documented internally for effective risk management. A

consolidated" grouping is desired, but I don't believe that SWG has yet implemented this

concept. In fact it took a number of data requests to mine the existing inventory of SWG's

documents. Also mater ia ls submitted in the past  fa ll shor t  of acceptable levels of

documentation, as discussed thoroughly in Exhibit RRB-2 of my Direct Testimony and

also acknowledged by SWG's acceptance of my other recommendations (numbers 7, 8

10, 11, 12, 13, and 14). The above enumerated items need to be discussed in the

Edited by Marc Lore & Lev Borodovsky, GARP 's The Professional 's Handbook of Finaneial Risk Management
Sponsored by KPMG, 2000
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1

2

3

4

5

6

7

Company's internal policies and procedures. My impression is that oddly there is more

published about SWG's procurement strategies in reviews created by external consultants

(authored by Ralph Miller, July 2006) and prior Commission Staff reports (authored by

William Gehlen) than in any internal SWG Company document. This is not an acceptable

condition for employees that are depended upon to execute company policies and manage

the market risk of SWG. Having strategies and policies spelled out does not diminish

one's level of professionalism, it may enhance it. It's also an effective tool to help orient

8 new employees.

9

10 Q- Are there any other documents that should be added for completeness?

11

12

SWG is also missing a Limits and Controls document. "Limits and controls represent the

mechanism by which a firm's risk appetite is articulated and communicated to different

13 constituencies

14

senior  mama event,  business line mama event traders and other  r isk
7

- - 2takers, risk managers and operations personnel". This  is  a  fonta l s ta tement  of the

15

16

17

18

allowable commodities, instruments, quantities, and markets, etc. in which its buyers can

execute, as authorized by the Board of Directors. In the instance of SWG, quantities are a

significant part of what is missing from the SWG policies. Such a document could be

issued monthly or as needed, but should be reaffirmed at least annually by the Board.

19

20 Q- Why did you mention the Arizona Dispatch Guideline

21 A The Arizona Dispatch Guideline as described to EVA appeared to be the closest thing that

SWG has to a Limits and Controls document. EVA recommended this as a preliminary

Limits and Controls document because it  is pre-existing and was created by a group

outside of Gas Purchasing by the Planning Department that has some independence and

has already evaluated the logical order of economic supply dispatch by supplier contract

A.

Edited by Marc Lore & Lev Borodovsky, GARP 's The Professional 's Handbook of Financial Risk Management
Sponsored by KPMG, 2000, page 604
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1

2

3

4

It lists the approved and executed supply contracts that can be called upon and is passed to

the gas buyers monthly. It is a fairly "live" representation on paper of what the gas buyers

are likely to be purchasing during the month, ceteris paribus, after evaluating each day's

changing demand forecast and the intraday demand forecast. SWG needs to create an

acceptable Limits and Controls document.5

6

7 Q- Is the Department and Staff Responsibilities-Portfolio Selection Procedures sufficient

to serve as a Limits and Controls document?8

9

10

11

12

13

14

The document Department and Staff Responsibilities-Portfolio Selection Procedures,

referred to by Mr. Moody in his Rebuttal Testimony is typical of a staff procedures

document, not a Limits and Controls document. Every area of SWG involved in energy

commodity purchasing should have procedures documents. Most companies today

translate these procedures into multiple process maps which tend to be easier to follow,

again in line with Best Practices.

Q- Do you still recommend that SW Gas should adopt recommendations #6 and #9 of

your direct testimony and as discussed above?

15

16

17

18 A. Yes I do.

Q Does this conclude your Surrebuttal Testimony20

21

A.

A Yes. it does
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EXECUTIVE SUMMARY
SOUTHWEST GAS CORPORATION

DOCKET no. G-01551A-07-0_04

Southwest Gas witness Moody expressly accepted three of the five management
recommendations in my Direct Testimony. This Surrebuttal Testimony primarily addresses my
Recommendations Nos. 2 and 5 which the Company did not expressly acknowledge to be
acceptable. Recommendation No. 2 addressed the amount of documentation required for
Transportation only ("T-l") customers. I conclude that if Southwest Gas Corporation ("SWG")
effectively implements its new SWG tariff for Arizona T-1 customers, it may only upon occasion
need to examine supply contracts when and if there is a question of whether the T-1 customer is
the source of a specific El Paso penalty or charge. In such instances, a review of the T-l
customers' gas supply contracts may need to occur. With respect to my Recommendation No. 5
which pertained to LNG supply diversification, the Company's comments are in line with my
recommendation and I do not see any real difference between Staff and the Company on this
issue.
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1 1. INTRODUCTION

2 Q- Please state your name, company, and business address.

3

4

5

My name is Stephen L. Thumb. I am a Principal employed with Energy Ventures

Analysis, Inc. ("EVA"). My business address is 1901 N. Moore Street, Suite 1200,

Arlington, VA 22209-1706.

6

7 Q- Did you submit a Direct Testimony in this case?

8

9

10

11

12

Yes. My Direct Testimony, and that of Staff witness Rita Beale, addressed the gas

procurement policies, procedures and practices of Southwest Gas Corporation ("SWG" or

"Company"). My Direct Testimony focused on SWG's interstate pipeline capacity

portfolio, and the Company's management of its pipeline capacity, as well as the pipeline

penalties incurred during this period.

13

14 Q- What is the purpose of your Surrebuttal Testimony?

15

16

The purpose of my Surrebuttal Testimony is to respond to the Rebuttal Testimony of

SWG witness William N. Moody as it relates to my Direct Testimony.

17

18 Q On whose behalf are you appearing

19 A I am appearing on behalf of the Arizona Corporation Commission ("ACC" or

Colnmission") Utilities Division Staff, together with Ms. Rita Beale of EVA

22 Q How is your testimony organized?

23 A My Surrebuttal Testimony follows the order of recommendations as addressed and

numbered by Company witness Mr. Moody with one clarification

26

A.

A.

A.

Q What is the clarification?
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1

2

3

4

5

6

Of the fifteen recommendations made by EVA and referenced by Mr. Moody, he

misattributes all of them to me. Aside from ensuring the record is correct, I believe this

does not affect the core substance of the issues addressed by EVA and SWG. The first

five recommendations are mine and relate primarily to SWG's gas transportation and

delivery portfolio (hereinafter, referred to as Nos. l through 5). The next ten

recommendations are from Ms. Beale and relate to SWG's gas supply portfolio, general

risk management practices, and transaction audit policies (hereinafter, referred to as Nos.

6 through 15).

7

8

9

10

11

11. SUMMARY OF SWG REBUTTAL TESTIMONY

Please summarize the relevant SWG Rebuttal Testimony.Q-

12

13

14

EVA reviewed SWG's Rebuttal Testimony as provided by Company witness Moody. Of

the five recommendations that I offered, SWG expressly accepted three of them with

acceptable timelines for implementation. A more complete discussion of each of the

recommendations can be found in Exhibit SLT-2 of my Direct Testimony. The three

SWG accepted are

(1) As SWG continues to attempt to diversify its interstate pipeline capacity portfolio

SWG should continue seeking access to storage capacity, particularly market-area

storage capacity

A.

A.

(3) SWG should make its Daily Forecasting Accuracy Improvement Task Force a

permanent entity. SWG's policies should also require ongoing validation and

back-testing of its daily load forecast, along with its required frequency
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1 (4)

2

3

4

Until the point  tha t  market-a rea  s torage becomes a  rea lity in Ar izona ,  it  is

recommended that the ACC develop and implement policies that would promote

the sharing of gas supplies among the major users of interstate pipeline capacity in

Arizona during extreme conditions, including gas LDCs and electric utilities.

5

6 Q- Regarding recommendation number four above, do you have any changes to this

recommendation?7

8 A Yes.  While I am not changing the general intent of this recommendation to promote

sharing of gas supplies,  I am now recommending that SWG work with other Arizona

utilities and Commission Staff to develop and implement policies to promote the sharing

of gas supplies. Given the context of this recommendation, in a SWG rate proceeding, it

is more appropriate to direct the recommendation toward the Company and its actions

The specific new wording of the fourth recommendation is as follows

(4) Until the point  tha t  market-a rea  s torage becomes a  rea lity in Ar izona ,  it  is

recommended that SWG work with other Arizona utilities and the Commission

Staff to develop and implement policies that would promote the sharing of gas

supplies among the major users of interstate pipeline capacity in Arizona during

extreme conditions

21 Q Please summarize any recommendations rejected by SWG?

22 A SWG rejected my recommendation No. 2 which was that "SW Gas should increase the

documentation and requirements for its transportation-only (T-1) customers." While

SWG did not expressly accept my recommendation No. 5, to track the likelihood of LNG

imports entering the Company's gas market and consider gaining access to such supplies

for diversifications purposes and to reduce its dependence on the San Juan basin, its plans
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1 comments and timetable are in line with my recommendation. I see no real difference

2 between Staff and the Company on my recommendation No. 5.

3

4 111. RESPONSE TO SWG

5 A. EVA Recommendation 2: Documentation Requirement for Transportation Only (T-1)

6 Customers

7 Q- Why does SWG believe your recommendation No. 2 is unnecessary?

8

9

10

SWG believes its existing practice of quarterly verification of customer interstate capacity

contracts is an efficient and effective method of collecting the necessary information and

ensuring that all allocations of charges and penalties incurred by SWG as a point operator

are accurate and should not be modified.11

12

13 Q- Do you think the existing practices as described by Mr. Moody are sufficient to

monitor the T-1 customers?14

15

16

17

18

19

20

21

22

EVA did not review the procedures of the Key Accounts Management ("KAM")

Department performed on a quarterly basis for monitoring upstream capacity and

transportation rights on E1 Paso Pipeline. This process may now be sufficient particularly

in view of the new SWG tariff for Arizona customers implemented in 2007 that clearly

establishes that transportation customers are responsible for any upstream charges or

penalties occasioned by their action. This new tariff language was not in place during the

audit period, and it is possible that T~l customers may have exacerbated some of the

penalties or charges paid by SWG during the audit period.

24 Q Do you think SWG needs to monitor the gas supply contracts of T-1 customers?

25

A.

A.

A If SWG effectively implements the new tariff language mentioned above, then it may

upon occasion need to examine the supply contracts of a T-1 customer when and if there is
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1

2

3

some question of whether that customer was the source of a specific El Paso penalty or

charge. In such instances, a review of gas supply contracts may be necessary to

implement this portion of the tariff.

4

5

6 Q.

7

8

9

10

11

12

B. EVA Recommendation 5: Aeeessing LNG Supplies

What was Company witness Moody's response to EVA RecommendationNo. 5:

Company witness Moody essentially agreed with the recommendation but stated that at

this time there is a continuing uncertainty about the regularity and reliability of supplies

that may be available from the western LNG market. In the short-term (1-3 years), he

believes Arizona customers participation should be indirect. As the market matures with

pricing and reliability in full view, direct acquisition of this supply should be reviewed and

considered.

13

14 Q- Do you have any comments on accessing LNG supplies?

15

16

SWG plans, comments, and timetable on implementing access to LNG supplies, as

discussed in Mr. Moody's Rebuttal Testimony, are perfectly acceptable and in line with

17 my recommendation .

18

19 Q- Does this conclude your Surrebuttal Testimony?

20

A.

A.

A. Yes, it does.


