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IN THE MATTER OF THE APPLICATION OF

- ICR WATER USERS ASSOCIATION, AN - | DOCKET NO. w.92824 A-07-0388

ARIZONA CORPORATION, FOR A
APPLICATION
VALUE OF ITS UTILITY PLANT AND :
PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES FOR UTILITY SERVICE

ICR Water Users Association, an Arizona non-profit corporaﬁon' (“ICR” or the
“Company™), submits this Application for an order establishing the fair value of its plant and
property for the provision of public utility service and, based on such fair value, approving

permanent rates and charges for utility service provided by the Company designed to produce a

fair return thereon. In support of its request, ICR states as follows:

I INTRODUCTION

1. ICR is a public service corporation engaged in providing water service in portions of|

Yavapai County, Arizona, pursuant to a certificate of convenience and necessity (“CC&N”™)

‘granted by the Arizona Corporation Commission (“Conimission”) in Decision No. 64008 (Aug.

30, 1995). ICR’s current rates were also approved in that same decision.

2. ICR applied for and was grénted an extension of its CC&N in Decision No. 64360

-(Jan. 15, 2002). In Decision 64360, the Company was ordered to file a rate case within five

years. The Company then filed and obtained an extension to file its rate case by July 15, 2007.
The Company files this Application in compliance with that requirement.

3. Since the Company’s inception, it has grown and served approximately 360 member-
customers. at the end of the-Test Year. The member-customers elect a board of directors who
manage and operate the Company according to its by-laws. The Company expects to add

approximately 50 member-customers per year for the next five years, including 2007.




/ilmer

Snell .

[oe

LAW OFFICES
* One Arizona Center, 400 €. Van Buren

Phoenix, Arizona §5004.2202

(602) 382-6000

—

Rel [~ -BER N | (=} E I w [\8)

o N O R O R R e . N S N L e e e e e Y SV Y
co ~J [« W S W N — [=-RE o] [-] ~J =) w» A w [\ Ja— )

4. ICR.opérates two water systems, System Nos. 13-303 and 13-263. In addition to
serving its member-customers, the Company also furnishes water to be used for construction and

a golf course pursuant to a well agreement.

. FAIR VALUE DETERMINATION AND RATE INCREASE

5. In this Application, ICR seeks a determination of the current, fair value of its property
devoted to public service and approval of permanent adjustments to its rates and charges for
utility service based upon that determination.

6. Filed concurrently in support of this Application is the direct téstimony Thomas J.

" Bourassa, C.P.A., who will be sponsoring the Company’s schedules. Mr. Bourassa has prepared

the schedules required for the rate applications of Class C water utilities in accordance with
AAC R14-2-IO3, with the exception of Schedules 3—3 and B-4 becéuse the Company is
requesting to use its original cost rate base (“OCRB”) asits FVRB,_ instead of using .a
reconstructed cost new rate base. Mr. Bourassa’s testimony and supporting schedules are
attached as Exhibit A. The Test Year used by the Company in conhection with the preparation of]
such schedules is the 1v2-month’period ending December 31, 2006.

7. During the Test Year, the Company’s adjusted FVRB was negative $554,252 and the
adjusted operating income was negative $33,632. Consequently, a rate increase is necessary to
earn a reasonable remrn on the fair value of its utility plant and property devoted to publicv
service. Therefore, the Company requests certain adjustments to its rates and charges for water
service be approved by the Commission. The Company is requesting an increase in revenues
equal 10 $86,899, whic_h constitutes an increase in revenues of 32.43%.

III. APPLICATION REQUIREMENTS RELATING TO WATER QUALITY

8. Per AA.C. R14-2-103(B)(5), Commission Staff requests .additional information
relating to water quali_ty to be included in Class C water utility rate applications. In compliance
with this request, ICR attaches, as Exhibit B, the Combany’s Arizona Department of
Environmental Quality (“ADEQ”) compliance status reports for its two water systems. ICR

acknowledges that its water systems are not currently in compliance with ADEQ reporting
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1 | requirements. ICR is currently working with ADEQ and has the folloWihg compliance plan in
2 } place. | |
3 In regafds to thevlead ‘and copper monitoring and réponing deficiencies, ICR has already
4 || prepared a sampling plan in accordance with ADEQ rules, where the Corhpany collects two sets
5] of samples, six-months apart. 'I;he Company has already completed the first set of sample
6 | collections. The second sample col'l_ec_tions will be completed by the end of January 2008. The
7 | data from these collecfioﬁs will be reported to ADEQ by the end of Fef;ru‘ary 2008. However,
8 | ADEQ may reqﬁire.additional or extcnded:monitoring ’requirements, \;vhich would extend the
9 proposed timeframe, even though current water quality results indicate that ICR’s water systems
10 | meet the current lead ahd copper standards.
.11 As to the Maximum Residual Diéinfection Levels reporting deficiencies, all required
: 12 | samples aﬁd tests were éonducted and previously reported to ADEQ; however, out of caution,
g :§ 13 | ICR re-filed all of the required reports. o '
= éggg 14 9. ICR also attaches, as Exhibit C, the Cofnpany’s 2006 and 2007 anﬁual sampling fee
— E;% 15 | invoices for'ADEQ’é Monitoring Assis_tarige Program.
cj:é fé 16 10. As noted in its Utilities 2006 Annual Report, the arsenic level of each well that ICR
; 17 | uses to provide water service to its member-customers is 2.3 parts per billion, which complies
18 | with federal arsenic standards.
19 11. ICR attaches its “Water Use Data Sheet” and “Water Company Plant Description,”
20 { respectively as Exhibits D and E. Exhibit D details the amount of water sold and pumped during
21 | the Test Year, and Exhibit‘ E provides an inventory of the major plant in service. Mr. Bourassa
22 | also prepared Schedules E-5, which details the Company’s plant in service.
23 | Iv. NOTICE
24 12. All communiqations; correspondence, and discovery regarding this Application, as
25 | well as communications and pleadings filed by any other parties, should be served on the|
26 | following;: |
27
28
-3.
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Robert M. Busch

ICR Water Users Association, Inc.
P.O. Box 5669 ' ‘
Chino Valley, Arizona 86323
Phone: (928) 583-0741

Fax: (928) 636-9771

Email: rmbusch@cableone.net

Robert J. Metli, Esq.

Marcie A. Shuman, Esq.
Snell & Wilmer L.L.P.

One Arizona Center v
Phoenix, Arizona 85004-2202
Phone: (602) 382-6000

Fax: (602) 382-6070

Email: rmetli@swlaw.com -

mshuman@swlaw.com

V. PRAYER FOR RELIEF

- For the foregoing reasons, ICR requests the following relief:

A. That the Commisvsion at the earliest time possible conduct a heai'ing in accofda.nce
with A.R.S. § 40-251 and determine the fair value of ICR’s utility plant and property devoted to
public service; | '

B. Based upon such determination, that the Commission approve permanent
adjustments to the rates and charges for utility service provided by ICR, as proposed in this
Application, or approve such other just and reasonable rates and charges based upon the fair value
of the Company’s utility plant and property; and

C. That the Commission authorize such other and further relief as may be appropriate
to ensure that ICR has an opportunity to earn just and reasonable rates and charges and as may
otherwise may be required under Arizona law.

RESPECTFULLY SUBMITTED this Z@_‘\f day of June, 2007.

SNELL & WILMER
By WNALL %/UJV\/‘MA/\/
Robert J. Metli '
Marcie A. Shuman
One Arizona Center

Phoenix, Arizona 85004-2202
Attorneys for ICR Water Users Association
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Original and thirteen (13) copies
filed this _2(;thday of June, 2007, with:

Docket Control

Arizona Corporation Commission
1200 W, Washington Street
Phoenix, Arizona 85007

2009633.1
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BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE DOCKET NO.
- APPLICATION OF ICR WATER S
USERS ASSOCIATION, AN ARIZONA
CORPORATION, FOR A
- DETERMINATION OF THE
CURRENT FAIR VALUE OF ITS
UTILITY PLANT AND PROPERTY
AND FOR INCREASES IN ITS RATES

AND CHARGES FOR UTILITY:
SERVICE. .
DIRECT TESTIMONY OF
THOMAS J. BOURASSA

ON BEHALF OF
ICR WATER USERS ASSOCIATION
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INTRODUCTION AND QUALIFICATIONS.
PLEASE STATE YOUR NAME AND ADDRESS.
My name is Thomas_J. Bourassa. My business address is 139 W. Wood Drive,
Phoenix, Arizona 85029. | | A |
WHAT IS YOUR PROFESSION AND BACKGROUND?
1 am a Certified Public Accountant and am self-employed, providing cbnsulting

services to utility companies as well as general accounting services. I have a B.S,

" in Chemistry/Accounting from Northern Arlzona University (1980) and an M.B.A.

with an emphasis in Finance from the University of Phoenix (1991).

COULD" YOU BRIEFLY SUMMARIZE YOUR PRIOR WORK AND
REGULATORY EXPERIENCE? -
Yes. I was emplOyed by High-Tech Institute, Inc., and served as controller and »
chief financial officer, prior to becoming a private consultant. Prior to working
for High-Tech Institute, I worked as a division controller for the Apollo Group,
Inc. Before joining the Apollo Group, I was employed at Kozoman & Kermode,
CPAs. In that position, I prepared compilations and other write-up work for water
and wastewater utilities, as well as tax returns.

In my private practice, 1 have prepared and/or assisted in the preparation of

- several water and wastewater utility rate appliéatiohs before the Arizona
* Corporation Commission (“Commission”). Attached at Exhibit 1 is a sumniary of

~my regulatory work experience.

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?
I am testifyi_ng'in.this proceeding on behalf of the applicant, ICR Water Users
Association (“ICR” or the “Company”). ICR is seeking increases in its rates and

charges for water utility service in its certificated service area in Yavapai County.
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OVERVIEW OF THE COMPANY’S APPLICATION.
WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY? -

T will testify in support of the Company’s proposed rates. I am sponsoring

Schedules A through H, which are filed concurrently herewith in support of the
Company’s application. I was responsible for the preparation of these schedules

based on my investigation and review of the relevant books and records for the

~Company.

PLEASE SUMMARIZE THE COMPANY’S APPLICATION.

The test year used by ICR is the 12-month period which ended December 31,

2006. Since the Company is a member owned non-profit corporation, a cost of
capital analysis has not been perforrhed. Instead, the revenue requirement is

determined based on an operating margin approach. ' | |

The Company proposes a 15 percent operating margin which will provide
revenues sufficient to provide sufficient funds for on-going operating expenses
help fund capital repairs and improvements and to maintain financial stability.

The Company has proposed certain pro forma adjustments to take into
account known and measurable changes to rate base, expenses and revenues.
These pro forma adjustments are consistent with normal ratemaking and with the
Commission’s rules and regulations. They are also. necessary to obtain a normal
or fealistic relationship between revenues, expenses and rate base.

| The Compa'ny’é fair value rate base is a negative $554,252.. The increase in
revenues to provide a 15 percent operating margin is approximately $86,908, an
increase of approximately 32.4 percent over the adjusted and annualized test year

revenues.
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WHY IS VTHE» COMPANY FILING FOR RATE INCREASES AT THIS
TIME? |

The Company wals ordered to file a rate case in its last decisioﬁ on January 15,
2002 (Decision 64360). In -Deciéion.64360,. the Company applied for and was
granted an extension of its Certiﬁcate of Convenience and Necessity (‘CC&N’).

As a condition of that decision, the Cdmpany was ordered to file a rate case within

~ 5years. The Company then filed and obtained an extension to file its rate case by

July 15, 2007.

The Company’s initial ratés Were approved on August 30; 1995. (Decisidn-
64008). - Since that time the Company has grown and serves approximately 360
member-customers at the end of the test year. The member-customers elect a

board of directors who manage and operate the Company according to its by-laws.

‘The adjusted test year results show an operating loss of overA$33,000.

SUMMARY OF A, E AND F SCHEDULES. |
MR. BOURASSA, LET’S TURN TO THE COMPANY’S SCHEDULES.
PLEASE DESCRIBE THE SCHEDULES LABELED AS A, E, AND F.

Schedule A-1 is a summary of the rate base, operating income, current operating
margin, required operating margin,-operqting income deﬁcienéy, and the; increase
in gross revenue. The fair value rate base (“FVRB”) on this schedule is based on
the original cost rate base (“OCRB”), which is described in more detail on
Schedule B-1. The Company requests a 15 percent operating margin. Revenues
at present and prbposed and customer classifications are also shown on this

schedule.
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WHY IS THE COMPANY REQUESTING A 15 PERCENT OPERATING

MARGIN?

To provide sufficient annual cash flows to pay operating expenses as well as to
fund anticipated capital repairs, mainténanée and improvements over the next
several years, as well as to begin building up a capital replacement reserve. The
Cdmpany'believcs it hés insufficient emergency power generation equipment to
handle power outages. It also expects to clean and repair its main storage tank |
within two years, purchase and install a Supervisory Control & Data Acquisition
(“SCADA”) system to provide better monitoring of the Company’s well and

storage system, as well as refurbish an old booster station. At some point in the

" pext three to five years, the Company may well have to raise additional capital

though long-term debt in order to fund additional storage capacity and related

sysfem improvements.
PLEASE CONTINUE.

The A-2 Schedule is a sumxﬁary of results of operations for the test year,
prior years, and a prolected year at present rates and proposed rates.

Schedule A-3 is not required for a Class C utility and has been excluded.
This schedule normally contains the capital structure for the test year and the two
prior years.

Schedule A-4 contains the plant construction and plant-in-service for the
test year and prior years. The projected plant additions are also shdwn on this .
schedule. ,

Schedule A-5 is not required for a Class C utility and has been excluded.

This schedule is the summéry of the changes in financial position (cash flow) for
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the prior two years, the test yéar at present rates, and a projected year at present
and proposed rates.

The E Schedules are based on the Coinpany’s actual operating results, as
reported by the Company in annual reports filed with the Commission. The E-1
Schedule contains the comparative balance sheet data the years 2004, 2005, and
2006. |

Schedule E-2, page 1, contains the income statement for the years 2004,
2005, and 2006.

Schedule E-3 is not required for a Class C utility and hasr been excluded.

This schedule normally contains the statements of changes in financial position for

the test year and the two prior years.

Schedule E-4 is not required for a Class C utility and has been exciuded.
The schedule nérmally provides the changes in membership equity.

Schedule E-5 contains the Company’s plant in service at the end of the test
year, and one year prior to the end of the test year.

Schedule E-7 contains operating statistics for the years -2004, 2005, and
2006.

Schedule E-8 contains the taxes charged to operations.

The accountant’s notes to the financial statements and the financial
assumptions used in preparing the rate filing schedules are shown on Schedules E-
9 and F-4, respéctively, in accordance with the Commission’s standard filing
requirements. By praétice, the Company does not prepare audited financial
statements. | |

Schedule F-1 contains the results of operations at the present rates (actual

and adjusted), and at proposed rates.




|
‘ 1 Schedule F-2 is not required for e Class C utility and has been excluded.
2 This schedule normally contains the summary of ehanges in financial position
3 (cash flow) for the prior two years, the test year af present rates, and a projected
4 year at present and proposed rates. |
5 Schedule F-3 shows the Company’s projected construction requirements for
6 2007,2008,2009, and 2010+ |
-7 ‘Schedule F-4 contams the assumptions used in developmg the adjustments
8 and projections contained in the rate filing.
9 IV. COST OF CAPITAL (D SCHEDULES).
10 {| Q. PLEASE’_DISCUSS THE D SCHEDULES.
11 lA.  Schedule D-1 shows the summary membership eQuity and leng-term debt. Since
12 the Company is a non-profit cerporation, a cost of capital analysis has not been
13 performed. There currently is no long-term debt. The Company has recently
14 ~ made a financing application for a line of credit up to $100,000 as an offensive -
15 measufe to-help the Company with its cash flows until new rates are in effect.
16| V. RATE BASE (B SCHEDULES). |
17 ||Q. WOULD YOU EXPLAIN THE RATE BASE SCHEDULES, WHICH ARE
18 LABELED AS THE B SCHEDULES?
l9b A, Yes. 1 will start with schedules B-5, which is the working capital allewance.
20 | | The results produced by the “formula method” of corhputing the working capital -
21 allowance are shewn on each.
22 {| Q. PLEASE CONTINUE.
23 l1A The Corﬁpany did not file Schedules B-3 and B-4. The Company is requesting its
24 OCRB be used as its FVRB, which is shown on Schedule B-1.
25
6
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HAVE YOU PREPARED SCHEDULES SHOWING ADJUSTMENTS TO
THE ORIGINAL COST RATE BASE? |

A.  Yes. Schedule B-2 shows adjustments to the OCRB proposed by the
Company. Adjustment number 1 reduces accumulated deprec1at10n to the re-
computed amounts per the Company’s plant schedules. Adjustment number 2
increases: accumulated amortization of contributions in aid of constructlon
(_“CIAC”) to the re-computed amounts. Adjustment number 3 reflects the
Company propoeed working capital allowance. -Pages 2, 2a through 2m,

and 3 of schedule B-2 detail the calculations that support the adjustments 1 and 2.

~ to the OCRB, while Schedule B-5 supports adjustment 3 to the OCRB.

DO THE PLANT AND ACCUMULATED DEPRECIATION SHOWN ON
B-2 REFLECT THE LAST COMMISSION RATE ORDER?

Yes.v The plant shown on Schedule B-2 started with the Commission-determined
plant from the last rate case. Pages 2a through 2k of Schedule B-2 show plant
additions and retirements since the test year of the last rate case that have been
added to and deducted from total plant shown on Schedule B-2. Pages 21 and 2m
of Schedule B-2 show the complxted accumulated depreciation balances by year
since the last test year through the end of the test year m the instant case.

WHY WAS THERE A DIFFERENCE BETWEEN THE RECORDED
ACCUMULATED DEPRECIATION AT THE END OF THE TEST YEAR
AND THE RECOMPUTED AMOUNT? |

Because lhe Company incorrectly recorded accumulated depreciation in the past

and has been corrected here.




YW 00 N O W AW N

[ S T NG S N S NS I N R N e T T e =
wm AW NN = O e NN W = ©

Q.

VL.

TEST YEAR INCOME STATEMENTS (C SCHEDULES).
LET’S MOVE ON "I"O THE C SCHEDULES. PLEASE EXPLAIN THE
FIRST TWO ADJUSTMENTS YOU ARE PROP_OSING TO THE INCOME

STATEMENT AS SHOWN ON SCHEDULES C-1 AND C-2.

A.  Adjustment 1 annualizes depreciation expense. The depreciation rates

' approvéd in the prior rate case was a composite 2.5 percent. The Company

proposes change to the depreciation rate from a composite 2.5 percent (o
individual rates by plant account. Individual rates by plant account more
accurately reflect individual plant lives and the rates used in this case are adopted
from the Commission’s Utilities Division Staff’s (“Staff”) “typical and
customary” depreciation rates. The .proposed depreciatioh rate for each
component of utility plan’i is shown on Schedule C-Z, page 2. |
Adjustment 2 increases the property taxes based on proposed revenues.
The Company has recognized the recently passed Arizona legislatidn (H.B. 2779)
now codified in A.R.S. § 4'2-115001, entitied “Assessed Valuation of Class One
Property.” A.R.S. § 42:15001 reduces the assessment ratio one-half percent for
the next ten ycars' starﬁng in 2006. The Company has proposed a three year
reduction in the assessment ratio or a reduction from 25 percent to 23.5 percent.
HOW DID YOU COMPUTE THE PROPERTY TAXES AT PROPOSED
RATES? | | |
To determine full cash value, I used the method employed by the Arizona
Department of Revenue - Centrally Valued Properties (“ADOR” or the
“Department”). This method determines full cash value by using twice the
average of three years of revenue, plus an addition for construction work in

progress (“CWIP”) and ‘a deduction for the book value of transportation
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equipment. In the instant case, I used two times the adjusted revenues for '2006,

and revenues at proposed rates. The assessed value (23.5 percent. of full cash
valué) was then multiplied by the property tax rate to determined adjusted property
tax expense. ] | '

IS THIS SYNCHRONIZATION OF PROPERTY TAX EXPENSE WITH
REVENUES PROPER RATE MAKING? o

Yes. Like income taxesv, prope;'ty_.taxes must be adjusted to ensure that the hew_ :
rates are sufficient to produce the authorized return on rate base. For this reason,
the Commissibn has repeafedl-y utilized 'propqsed revenue increases to determine
an appropriate level of propérty tax ‘expense' to be rechered through rates.

IS THIS CONSISTENT WITH PRIOR COMMISSION DECISIONS?

Yes. See, e.g., Chaparral City Water Company, Decision No. 68176 (Sept. 30,
2005); Rio Rico Utilities, Decision No. 67279 at 8; Arizona Water Company,
Decision No. 64282 at 12-13; Bella Vista Water Company, Decision No. 65350 at
16; Aﬁzoﬁa—American Water Company, Decision No. 67093 at 9-10. In fact, the
methodology is consistent with these decisions wﬁere two years of adjﬁsted test
year revenues and one year of proposéd revenues were used to determine full cash
value. In the Arizona-American Water Company rate proceeding (Decision
67093), the Commission concluded that “Staff calculated property taxes using its
proposed adjusted test year revenues twice and its recommended revenues once to

calculate a three year average of revenues. We agree with Staff that using only

 historical revenues to calculaie property taxes to include in the cost of service fails

to capture the effects of future revenue from new rates, and can result in an

understatement or overstatement of property tax expénse.” Decision 67093 at 9-

10.
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MR. BOURASSA, ISN'T THERE A LAG FROM THE TIME NEW RATES
CHARGED CUSTOMERS GO INTO EFFECT AND THE DATE ON
WHICH PROPERTY TAXES ARE ACTUALLY PAID? | v '

Yes. As an example, if new rates for the Company wént into effectbon January 1,
2007, property taxes baséd on these new rates would first appear on the property
tax bill received in September 2008. However, the Company should be accruing
property téxes to match the revenues collected. Thus, there is no mismatch
between revenuéé and expenses. Moreovér, the property taxes resulting from‘my
éalc‘ulation afe based on only a portion of proposed revenues. To properly
consider the future impact of the rate increases, I should have computed the
proposed property taxes based only on propoéed revenues réther than averaging
proposed and historic revenues. Consequently, this adjustment is conservative.
PLEASE DISCUSS ADJUSTMENT 3 TO THE INCOME STATEMENT.
Adjustment 3 shows the rate case expeﬁse. Rate case expense is estimated to be

$60,000. The Company is proposing to amortize rate case expense over three

- years. The impact on the test year is $20,000.

DO YOU BELIEVE THIS IS A REASONABLE AMOUNT OF RATE CASE

'EXPENSE GIVEN THE REQUESTED INCREASE IN REVENUE?

Yes. Factors that influence rate case expense include the nature and requirements

of the Commission’s ratemaking process and the number of parties, issues and

- complexity of the proceedings.

PLEASE DISCUSS THESE FACTORS.
The Company cannot raise its rates except by filing for rate relief and the

Commission dictates the process for obtaining rate relief. The Company, with

7 roughly 360 member-customers at the end of the test year, is a Class C utility,

10
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which requires a notice and hearing. In addition, as a Class C utility, the
Commission requires the Company to file most of the same schedules as a Class A

(i.e., APS, Arizona Water, SW Gas) utility with hundreds of thousands of

customers. The Company must also prepare three rounds of pre-filed testimony,

participate in all of the procedural and evidentiary hearings and open meetings,

- and file closing briefs.

" The number of parties also has a substantial impact on rate case expense.
Customers and other interveners add to rate case expense and the complexity of .

the proceedings. The number and complexity of disputed issues also influences

_total rate case expense, and those impacts cannot be known until the case

proceeds.

IS THIS WHY YOU REFERRED TO THE RATE CASE EXPENSE AS AN
ESTIMATE? |

Yes, and I can only consider the foreseeable. If things turn out to be more
complicated than anticipated, i.e., if there are third-party interveners, the Company
will modify its request to account for that increased expense. Conversely, if the
case proceeds and rate case expense is lower than expected, we would make an
appropriate adjustment dewnward.

SHOULDN’T THE COMPANY BEAR SOME OF THE BURDEN OF RATE
CASE EXPENSE? -

As a practical matter, the utility always does. My estimate of $60,000 assumes the
Company will actually incur a higher amount of total rate case expense. I would
also agree that if the utility does something improper, or advances positions ‘in

bad-faith, it should shoulder the burden of such actions. But, as I testified, the

/

11
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Commission dictates the process, not the utility and absent such circumstances, the

utility must be allowed to recover its reasonably incurred rate case expense.
WHY IS THE COMPANY PROPOSING TO USE A THREE-YEAR
AMORTIZATION PERIOD?

This is approximately the time period the Company expects to file another case.

PLEASE DISCUSS ADJUSTMENTS 4, 5, AND 6 TO THE INCOME
STATEMENT. |

' Adjvustm’ent 4 annualizes revenheé to the year-end number of customers for each

meter size. This adjustment is intended to increase revenues on the basis that the

number of customers at year end were receiving service during the entire 12

‘months of the test year. The annualization was based on the number of customers

at the end of the test year, compared to the actual number of customers on each
size meter during each month of the test year. Average revenues by month were
computed for the test year for each meter size. The average revenues were then
multiplied by the increase (or decrease) in number of customers for each month of
the test year. Customer growth during the test year was less then 30 customers.
Adjustment 5 annualizes purchased power costs based on the additional
gallons sold by annualizing revenues to the year-end number of customers.
Adjustment 6 réverses an ambun,t recorded during the test year which was
applicable to a prior year.
PLEASE EXPLAIN WHY ADJUSTMENT 6 REVERSES A PREVIOUSLY
RECORDED AMOUNT.
An entry was made to repairs and maintenance expense in 2006 to re-class a 2005

repairs and maintenance expense to plant-in-service. This entry reduced repairs

12




1 and maintenance expense for the test year. Without this adjustment, repairs and
| 2 maintenance expense is understated.
3 1/|Q. PLEASE DISCUSS THE REMAINING . ADJUSTMENTS TO THE
i 4 INCOME STATEMENT.
‘ 5 1A Adjustment 7 increases outside service costs for operations provided to the
6 Company by A Quality Water Companyv. The increase is based on the contract
| 7 between ICR and A Quality Water Company.
8 _ Adjustment 8 increases outside service costs for billing and accounting
9 provided to the foompany by MDI Financial Services. The increase is based on
10 the contract between ICR and MDI Financial Services.
' 11' Adjustment 9 increases outside service costs for management services
12 provided to the Company by MDI Financial Services. The increase is based on
13 ~ the contract between ICR and MDI Financié] Service$. v
14 Adjustrﬁent 10 removes from legal expense amounts related to rate case
15 expense. Rate case expense is included separately and removal is necessary in
16 order to avoid double counting the expense.
17 Adjustment 11 removes costs from outside services related to a contract
18- termination settlement. These costs are non-recurring and appropriately excluded
19 from the test year expenses. |
20 VIL. EFFECT OF PROPOSED RATE SCHEDULES (H SCHEDULES).
21 {|Q. WHAT ARE THE COMPANY’S PRESENT RATES?
22 ||A.  The proposed rates for ‘customers with a water meter size of:
23 Meter Mbnthly' Gallons included
” Size Minimum -in Monthly Minimum
25 5/8 $ 20.00 0
13
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3/4 § 20.00 0
1 $ 5000 0
1172 § 100.00 0
2 ’ $ 160.00 0
3 $ 300.00 0
4 $ 500.00 0
6 $1,000.00 0
The commodity charges and tiers by meter size are:
Meter - > o Chargé
Size Tier (gallons) per 1,000 gallons
All meter sizes . All gallons $ ‘2.80

The standpipe service or bulk rate has no minimum chargé but follows the

commodity rates specified above.
WHAT ARE THE COMPANY’S PROPOSED RATES?

The proposed rates for customers with a water meter size of:

Meter Monthly “Gallons included
Size - Minimum in Monthly Minimum
5/8 $ 25.50 0
34 $ 3825 0
1 § 6375 0
1172 $ 127.50 0
2 $ 204.00 0
3 $ 382.50 0
4 $ 637.50 0
6 $1,275.00 0

14




1 The commodity charges and tiers by meter size are:
2 Meter | | ‘Charge
3 _S_gg | . Tier (gallons) per -1,000 gallons
4 58 and¥4 104,000 $3.19
5 4,001 to 10,000 $3.83
6 | Over 10,000  $4.47
7 1 | 1 to 25,000 $3.83 -
8 Over 25,000 $447
9. 1172 - 110 50,000 $3.83
10 Over 50,000 $4.47
11 2 1 to 80,000 $3.83
12 Over 80,000 | $4.47
13 3 1 to 160,000 $3.83
14 Over 80,000 $4.47
15 4 1 to 250,000 $3.83
16 Over 250,000  $4.47
17 6 I'to 500,000 $3.83
18 Over 500,000 $4.47
19 The proposed standpipe rate and bulk water rate is $3.83 per 1,000 gallons with no -
20 minimum monthly charge.
21 {{Q. DID YOU PREPARE A COST OF SERVICE STUDY T O DERIVE THE
22 MONTHLY MINIMUMS AND COMMODITY RATES?
| 23 ||A No. The monthly minimums are based on the‘rates from the prior rate case.
i 24 increased by the same peréentage for all meter sizes. The percentage increase
% 25 applied to the monthly minimums is higher than that applied to the commodity
15
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rates in order to achieve a similar level of revenues derived from the monthly
minimums as was obtained verm'the present rates.

HOW MUCH OF THE REVENUE REQUIREMENT IS DERIVED FROM
THE MONTHLY MINIMUMS?

Approx1mately 37 percent. Most of the revenue requlrement is derlved from the
commo,dxty charges. Too-much of the revenue requirement derived from the
commodity charges can result in revenue instability and increased risk.

PLEASE CONTINUE.

In the prior rate case the monthly minimums were scaled based on the flows from
a 5/8 inch meter, except for the % inch meters which was set at the same rate as the
5/8 inch meter. In the instant case, the Company proposes to scale the % inch .
meter to be consistent with the scaling on the other meter sizes. Simply due to the
scaling, the % inch metered customers will see the greatest increase.

HOW MANY % INCH METERED CUSTOMERS ARE AFFECTED?

Zero. The Company currently has no % inch metered customers.

WOULD A COST OF SERVICE STUDY DETERMINE THE
COMMODITY RATES, IF THE COMMODITY RATES ARE INVERTED,
THAT 1S THE CHARGE PER 1,000 GALLONS INCREASES AS MORE
WATER IS USED?

No. A cost of service study will determine the r’evenues_thé.t should be collected
from monthly minimum charges and the revenues that should be collccted from
the rates charged for the commodlty Inverted rates for the commodity charge are

not justified based cost of service. Inverted rates are really to encourage

conservation.

16
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ARE THE TIERS FOR THE COMMODITY RATES THE SAME FOR
EACH SIZE METER? IF NOT, WOULD YOU PLEASE EXPLAIN WHY

- THE TIERS ARE DIFFERENT?

No, the commodity rate tiers are different for 5/8 inch and % inch, and 1 inch and

| larger meters. The 5/8 and % inch meters have a three tier design, while the 1 inch

and larger meters have a two tier design with break over points scaled by meter
size. The monthly minimum charges are hlgher for meters larger than 5/8 inch
and reflect the higher potential demand that thése customers place on the system.
A customer on a meter size larger than 5/8 inch, is already paying for his or her
hivgher demand. Thus, the commodity rate tiers reflect the higher monthly
minimums already Being paid. To achieve a balance for higher monthly

minimums being paid, customers on larger sized meters should have more gallons

" in each rate tier.

WHAT IS THE IMPORTANCE OF THE COMMODITY RATES, AND
HOW DID YOU COMPUTE THEM?

The first goal of commodity rates should be to generate the revenue requirement.
Thus, commodity rates are very important. The second goal of the commodity
rates should be that they are underétandable by customers. The third goal of the
commodity rates is to give customers a price sigﬁal to encourage water usage
conservation.

WHY IS THE COMPANY PROPOSING THIS RATE DESIGN?

The Company chose this rate design to help maintain some revenue stability,
distribute the rate increase to all meter sizes as equitably as possible, and

encourage water conservation,

17




T

N N &} N N [\®] — [Sy = fonch Pt Pt [ — ravs b
W B W N — o (o] o] ~3 (=) (9} £ W N o <o

- R B = N A T R

WHAT IS THE RATE IMPACT ON RESIDENTIAL CUSTOMERS USING

- THE MONTHLY AVERAGE WATER USAGE?

20084735

Customers on 5/8 meters who consume the average quantity of water (7,085
gallons per month) will experience a rate increase of $13.05 per month, or an
increase of approxxmately 35.24 percent,
WHAT IS THE RATE IMPACT ON THE 1 INCH AND 2 INCH
CUSTOMERS USING THE MONTHLY AVERAGE WATER USAGE?
Customers on 1 inch meters who consume the average quantity of water (144,861
gallons per month) will experience a rate increase of $26.3i per'vmonth, or an
increase of approx1mately 35.7 percent.

Customers on 2 inch meters who consume the average quantlty of water
(82,182 gallons per month) will experience a rate increase of $168.05 per month,

or an increase of approximately 43.39 percent.

ARE THERE ANY CHANGES TO MISCELLANEOUS CHANGES?

Yes. The Company wishes to add an after hours reconnection fee, which will be

double the current reconnection fee. The doubling of the fee is similar to the
establishment fee during business hours and after business hours. All other
miscellaneous charges remain the same.

The Company also proposes new service line and meter installation charges
that are based on Staff Engineering estimates. It has been over 10 yearS since the
current charges were set and need to be updated to reflect more current costs.
DOES THAT CONCLUDE YOUR DIRECT TESTIMONY?

Yes.

18
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l Exhibit 1

‘ 'RESUME OF THOMAS J. BOURASSA, CPA
i |

EDUCATIONAL BACKGROUND

B.S. Northern Afizoné University Chemistry/Accounting (1980)
M.B.A. University of Phoenix with Emphasis in Finance (1991)
C.P.A, State of Arizona (1995)

- EMPLOYMENT EXPERIENCE

1995 — Present CPA - Self Employed
- : ' Consultant to utilities on regulatory matters including all aspects of
rate apphcatxons (rate base, income statement, cost of capital, cost
of service, and rate design), rate reviews, certificates of
convenience and necessity (CC&N), CC&N extensions, financing
applications, accounting order applications, and off-site facilities
hook-up fee applications. Provide expert testimony as required.

Consult on various aspects of business, financial and accounting
matters including best business practices, generally accepted
accounting principles, project analysis, cash flow analysis,
regulatory treatment of certain expenditures and investments,
business valuations, and rate reviews. .

1992-1995 Employed by High-Tech Institute, Phoenix, Arizona as Controller
and C.F.O.
1989-1992 Employed by Alta Technical School, a division of University of

Phoenix as Division Controller.

1985-1989 | Employed by M.L.R. Builders, Tampa and Pensacola, Florida as
Operations/Accounting Manager

1982-1985 Employed by and part owner in Area Sand and Clay Company,
Pensacola, Florida. ,

1981-1982 . Employed by Purdue University, West Lafayettc Indiana as
Teaching Assistant.




SUMMARY OF REGULATORY WORK EXPERIENCE AS SELF EMPLOYED

CONSULTANT

COMPANY. JCLIENT
ICR Water Users Association

Diamond Ventures — Yerano

Valley Utilities

" Litchfield Park Service Company

Golden Shores Water Company

Diablo Village Water Company

Utility Source, L.L.C.

Goodman Water Company

Links at Coyote Wash Utilities

FUNCTION

“Permanent Rate Application. Prepared
schedules and testified on Rate Base,
Plant, Income Statement, Revenue
Requirement, Rate Design.

Certificate of Convenience and Necessity
— Water. Prepared pro-forma balance
sheets, income statements, plant.

~ schedules, rate base, financing, and initial

rate design.
Financing Application.

Accounting Order. Assist in preparing
definition and scope of costs for deferral -
for future regulatory consideration and
treatment. :

Permanent Rate Application. Prepared
schedules and testified on Rate Base,
Plant, Income Statement, Revenue
Requirement, Rate Design, and Cost of
Capital.

Off-site facilities hook-up fee application.

Permanent Rate Application- Water and
Sewer. Prepared schedules and testified
on Rate Base, Plant, Income Statement,
Revenue Requirement, Rate Design, and
Cost of Capital.

Permanent Rate Application — Water.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, and Cost
of Capital.

Certificate of Convenience and Necessity
— Sewer. Prepared pro-forma balance
sheets, income statements, plant
schedules, rate base, financing, and initial
rate design. .




COMPANY/CLIENT

New River Utilities

Johnson Utilities

‘Bachmann Springs Utility |

Avra Valley Co-Op '

" Gold Canyon Sewer Company

Far West Water and Sewer Company

Black Mountain Sewer Company

Balterra Sewer Company

FUNCTION

Extension Certificate of Convenience and
Necessity — Water, Prepared pro-forma
balance sheets, income statements, plant

schedules, rate base, and financing.

Extension of Certificate of Convenience
and Necessity — Sewer. Prepared pro-
forma balance sheets, income statements,”
plant schedules, rate base, financing, and
initial rate design.

Permanent Rate Application — Water and
Sewer. Prepared short-form schedules for
Rate Base, Income Statement, Plant, Bill

- Counts, and Rate Design.

Permanent Rate Application — Water.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
‘Requirement, and Rate Design.

Permanent Rate Application — Sewer.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
Requirement, Rate Design, and Cost of
Capital.

Permanent Rate Application — Sewer.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
Requirement, Rate Design, and Cost of
Capital.

Permanent Rate Application — Sewer.
Prepared schedules and testified on Rate
‘Base, Plant, Income Statement, Revenue
Requirement, Rate Design, and Cost of
Capital. _
Certificate of Convenience and Necessity
— Sewer. Prepared pro-forma balance
sheets, income statements, plant
schedules, rate base, financing, and initial
rate design.




COMPANY/CLIENT
Community Water Company

McClain Water Systems

Valley Utilities Water Company

Beardsley Water Company

Chaparral City Water Company

Pine Water Company, Inc.

Tierra Linda Home Owners Association

Diamond Ventures - Red Rock Utilities

FUNCTION

Permanent Rate Application — Water.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, Revenue
Requirement, and Rate Design.

Certificate of Convenience and Necessity
— Water. Prepared pro-forma balance
sheets, income statements, plant
schedules, rate base, financing, and initial
rate design. ' '

Permanent Rate Application — Water.
Prepared schedules and testified on Rate
Base, Plant, Income Statement, and
Revenue Requirement. Assisted in
preparation of Rate Design.

Permanent Rate Application — Water.
Prepared short-form schedules for Rate
Base, Income Statement, Plant, Bill

Counts, and Rate Design.

Permanent Rate Application. Prepared
schedules and testified on Rate Base,
Plant, and Income Statement. Assisted in
preparation Rate Design.

Interim and Permanent Rate Application,
Financing Application - Water. Prepared
schedules and testified on Rate Base,
Plant, Income Statement, Cost of Capital,
and Rate Design.

Certificate of Convenience and Necessity
— Water. Prepared pro-forma balance
sheets, income statements, plant
schedules, rate base, financing, and initial
rate design.

Certificate of Convenience and Necessity
— Water and Sewer. Prepared pro-forma

_ balance sheets, income statements, plant

schedules, rate base, financing, and initial
rate design.




COMPANY/CLIENT

Arizona-American Water Company, Inc.

Bella Vista Water Company, Inc.

Green Valley Water Company

Gold Canyon Sewer Company

Rio Verde Udtilities, Inc.

Chaparral City Water Company

Livco Water and Sewer Company

FUNCTION

Permanent Rate Application Water and
Sewer (10 divisions). Prepared schedules
“and testimony on Rate Base, Plant,
Income Statement, and Revenue
Requirement. Assisted in preparation of
Rate Design.:

Permanent Rate Application - Water.
Prepared schedules and testimony on Rate
Base, Plant, Income Statement, and
Revenue Requirement. Assisted in
preparation of Cost of Capital and Rate
Design. - N

~ Permanent Rate Applicaﬁon. Prepared

schedules and testimony on Rate Base,
Plant, Income Statement, and Revenue
Requirement. Assisted in preparation of
Cost of Capital and Rate Design.

Permanent Rate Application - Sewer.
Prepared schedules and testimony on Rate
Base, Plant, Revenue Requirement, and
Income Statement. Assisted in
preparation of Cost of Capital and Rate
Design.

Permanent Rate Application — Water and
Sewer. Prepared schedules and testimony
on Rate Base, Plant, Revenue
Requirement, and Income Statement.
Assisted in preparation of Cost of Capital
and Rate Design.

Permanent Rate Application - Water.
Prepared schedules and testimony on Rate
Base, Plant, Revenue Requirement, and
Income Statement. Assisted in preparation
of Cost of Capital and Rate Design.

Permanent Rate Application — Water and
Sewer. Prepared short-form schedules for
Rate Base, Income Statement, Plant, Bill

Counts, and Rate Design.




COMPANY/CLIENT
Cave Creek Sewer Company

Avra CO-OP, Inc.

Town of Oro Valley

Far West Water Company (Water and
Sewer) - » :

Sedona Venture Water and Sewérv -
Vail Water Company

E&T Water Company

New River Utilify

Golden Shores Water

'Ponderosa Utility Company

FUNCTION

Revenue Requirement, Rate Adjustment
and Rate Design - Sewer. =~ ‘

Permanent Rate Application — Water.
Assisted in preparation of Rate Base,
Plant, Income Statement, Revenue
Requirement, and Rate Design.

Revenue-Requirements, Water Rate
Adjustments and Rate Design.

Permanent Rate Application — Water.
Assisted in preparation of schedules for
Rate Base, Income Statement, Revenue
Requirement, Lead-Lag Study, Cost of
Capital, and Rate Design.

Permanent Rate Application — Water and
Sewer. Assisted in preparation of
schedules for Rate Base, Plant, Income
Statement, and Rate Dgsign.

Permanent Rate Application. Assisted in
preparation of schedules for Rate Base,
Plant, Income Statement, and Rate
Design.

Permanent Rate Application - Water.
Assisted in preparation of schedules for
Rate Base, Plant, Income Statement, and
Rate Design. :

Permanent Rate Application - Water.
Assisted in preparation of schedules for
Rate Base, Plant, Income Statement, and
Rate Design.

Permanent Rate Application — Water.
Assisted in preparation of schedules for
Rate Base, Plant, Income Statement, and
Rate Design.

Permanent Rate Application — Water.
Assisted in preparation of schedules for




COMPANY/CLIENT

FUNCTION
" Rate Base, Plant, Income Statement, and

‘Rate Design.




ICR Water Users Association Exhibit

) Test Year Ended December 31, 2006 Schedule A-1
: Computation of Increase in Gross Revenue ) Page 1
i Requirements As Adjusted Witness: Bourassa
]
. ; Line
i No. .
: 1 - Fair Value Rate Base ’ . $ (554,252)
[ 2 : ' A :
: 3 Adjusted Operating Income (33,632) -
; 4 : :
5 Current Rate of Retum } ) . -NIA
[+ .
7 Required Operating Income Operating Margin = 15.00% : $ - 53,276
8- : : . ,
9 Required Rate of Return on Fair Value Rale Base (Operating Margin) . N/A
10 :
11 Operating Income Deficiency -$ 86,908
12 . ) ‘ ) : :
13 Gross Revenue Conversion Factor . 1.0000
14 .
15 Increase in Gross Revenue .
.16 Requirement ) $ 86,908
17 . )
18 Customer : Present Proposed Dollar Percent
19 Classification Rates. - Rates Increase Increase
20 Residential Commercial, Irrigation )
21 5/8 x 3/4 Inch Residential - $ 148282 § 206,976 . $ 58,694 39.58%
22 3/4 Inch Residential - - - 0.00%
23 1 Inch Residential 15,942 21,935 : 5,993 37.59%
24 2 Inch Residential 39,929 57,841 17,912 44.86%
25 Construction Water 417 571 ) 154 36.82%
26 - 0.00%
27 Revenue Anhualization 9,957 14,104 4,147 41.64%
28
29 Subtotal $ 214528 $ 301,427 $ 86,899 40.51%
30
31 Other Water Revenues 53,403 53,403 - 0.00%
32 .
33
34 Total of Water Revenuss (a) $ 267931 354,830 $ 86,899 32.43%
35 -
36
37
38
39
40 .
41 SUPPORTING SCHEDULES:
42 B-1
43 C-1
44 C-3
45 H-1
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i ICR Water Users Association Exhibit
| Test Year Ended December 31, 2006 Schedule A-2
| Summary of Results of Operations Page 1
‘ ' Witness: Bourassa
: _ Projected Year
. . Test Year Present Proposed
Line Prior Years Ended Actual Adjusted Rates Rates
No. _Description 12/31/2004 12/31/2005 12/31/2006 1213112006  12/31/2007 12/31/2007
1 Gross Revenues $ 123675 $ 147067 $ 258309 $ 258921 § 258921 $ 333380
2 ) :
3  Revenue Deductions and 224,438 244016 295,734 - 300,042 300,042 299,097
4 Operating Expenses
5 . -
6  Operating income $ (100,763) $ (96,949) $ (37,425) $ (41,122) $ (41,122) 3 33,383
7
8  Other Income and - 5,983 - 779 959 959 959
9 Deductions ' ’
10
11 Interest Expense - - - - - -
12 " :
13 Net Income $ (100,763) $  (90,967) $ (36,646) $ - (40,162) $ (40,162) $ 34,342
14 . ) ’
15 Eamed Per Average -
16. Common Share (0.22) (0.20) " (0.08) (0.09) (0.09) 0.07
17
, 18 Dividends Per .
19 Common Share - - - - - -
' 20 )
! ) 21 Payout Ratio - - - - - -
22 :
23  Retum on Average
24 . Invested Capital -2.00% -1.83% -0.75% -0.81% -0.66% 0.57%
25 :
26 Retum on Year End )
27 Capital -2.00% -1.84% -0.75% -0.81% -0.56% 0.48%
28 .
29 Retum on Average : , :
30 Common Equity 64.57% 30.16% 8.97% 8.64% 9.11% -8.51%
31
32 Retum on Year End . )
33 Common Equity 48.68% 22.95% 8.71% 9.20% 8.71% -8.89%
34 ’

35 Times Bond Interest Eamed
36 Before Income Taxes - - . -

38 » Times Total Interest and
39 Preferred Dividends Eamed
40 After income Taxes - - - -

41

42

43 SUPPORTING SCHEDULES
44 C4

45 E-2

46 F-1




Line

2
o

F

ICR Water Users Association
Test Year Ended December 31, 2006
Construction Expenditures
and Gross Utility Plant in Service

Prior Year Ended 12/31/2003

Prior Year Ended 12/31/2004

_ Prior Year Ended 12/31/2005

Test Year Ended 12/31/2006

‘Projected Year Ended 12/31/2007

SUPPORTING SCHEDULES:
B-2
E-§
F-3

Construction .

Expenditures
3,528,300
456,133

15,168

29,066

2,350,000

Exhibit

Schedule A-4
Page 1
Witness: Bourassa
Net Plant Gross
Placed Utility
in Plant
. Service  in Service
3,528,300 3,528,300
456,133 456,133
15,168 15,168
29,066 29,066

2,350,000 2,350,000
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ICR Water Users Association

Test Year Ended December 31, 2006

Summary of Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation

Net Utility Plant in Service

Less:
Advances in Aid of
Construction
Contributions in Aid- of
Construction - Net of amortiZation
Customer Meter Deposils
Deferred Income Taxes & Credits

" Investment tax Credits

" Plus;

Unamortized Finance
Charges

Deferred Tax Assets

Allowance for Working Capital

Total Rate Base

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

Exhibit

Schedule B-1
Page 1
Witness: Bourassa
Original Cost Fair Value
Rate base Rate Base
$ 5,331,978 $ §,331,978
625,682 625,682
$ ‘ 4,706,296 $ 4,706,296 -
3,932,263 3,932,263
1,330,469 1,330,469
20,550 20,550
22,734 22,734
$ (554,252) $ (554,252)
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Line .

20

ICR Water Users Association
Test Year Ended December 31, 2006
Original Cost Rate Base Proforma Adjustments

Actual
at
End of
' Test Year

Gross Utility

Plant in Service $ 5,331,978
Less:
Accumulated
Depreciation 601,004
Net Utility Plant ‘ '

in Service $ 4,730,974
Less:
Advances in Aid of

Construction 3,932,263
Contributions in Aid of

Construction - Net 1,344,539
Customer Refundable Meter Deposits 20,550
Deferred Income Tax Liability -
Investment Tax Credits -
Plus:
Unamortized Finance

Charges -
Deferred Income Tax Asset -

. Working capital . - -
Total $ (566,378)
SUPPORTING SCHEDULES:

B-2, pages 2-3
B-5
E-1

Label

1

2

Proforma Adjustments
Amount

24,678

(14,070) .

22,734

Exhibit

Schedule B-2
Page 1

Witness: Bourassa

Adjusted
atend
of
Test Year

$ 5331978
625,682
$ 4,706,296

3,932,263

1,330,469

20,550

22,734

$ (554,252)

RECAP SCHEDULES:
B-1
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ICR Water Users Association -
Test Year Ended December 31, 2006
Original Cost Rate Base Proforma Adjustments
Adjustment 1

Accumulated Depreciation Adjustment

Computed Balance ' S 625,682
Balance per Company Schedule E-1 601,004
Difference $ 24,678
Increase (Decrease) to Accumulated ‘Depreciation $ 24,678

SUPPORTING SCHEDULES
B-2, pages 2a-3m

Exhibit
Schedule B-2

. Page?2

Witness: Bourassa
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{CR Water Users Association
Test Year Ended December 31, 2006
Original Cost Rate Base Proforma Adjustments
Adjustment 2

Computation of Accumulated Amortization

Contributions added in 2004 $  1419,166

Composite Depreciation Rate : 2.50%

Number of Years (half-year convention) 2.5

Accumulated- Amortization Balance at 12/31/2006 $ 88,698

Accumulated Amorization Balance per Books $ 74,628

Difference $ 14,070

Decrease (Increase) to Accumulated Amortization $ 514,0702

Exhibit

Schedule B-2
Page 3

Witness: Bourassa
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ICR Water Users Association Exhibit

Test Year Ended December 31, 2006 Schedule B-5

Computation of Working Capital Page 1’

Witness: Bourassa

Cash Working Capital (1/8 of Allowance

* Operation and Maintenance Expense) $ 21,791
Pumping Power (1/24 of Pumping Power) 677
Purchased Water (1/24 of Purchased Water) 266
Material and Supplies Inventories -
Prepayments : -
Total Working Capital Allowance ' 3 22,734
Working Capital Requested ' $ . 22,734
SUPPORTING SCHEDULES: RECAP SCHEDULES:

E-1 B-1




ICR Water Users Association : Exhibit
Test Year Ended December 31, 2006 ) Schedule C-1
Income Statement Page 1
: Witness: Bourassa
Test Year . Test Year Proposed Adjusted
Line Book . . Adjusted Rate with Rate
No. Results  Label  Adjustment Results Increase Increase
1 Revenues ) : .
2 Metered Water Revenues -$ 204,906 4 $ 9,957 $ 214,863 $ 86908. $ 301,771
3 Unmetered Water Revenues ’ - - -
4 Other Water Revenues - 53,403 53,403 53,403
5 . $ 258,309 $ 9,957 $ 268,266 $ 86,908 § 355,174
6  Operating Expenses .
7 Salaries and Wages - Employees $ - $ - . $ -
8 Purchased Water . 6,388 6,388 6,388
9 Purchased Power 15,577 [ 862 16,239 16,239
10 Fuel for Power Production - - .-
11 Chemicals : ) 2,516 : 2,516 2,516
12 Water Testing 4,946 : 4,946 4,948
13 Repairs and Maintenance 8,170 6 6,372 14,542 14,542
14 Office Expense 1,720 1,720 1,720
15 Contractual Services - Accounting . . 32,649 . 32,549 32,549
16 Contraciual Services - Legal . . 2,911 10 (2,398) 513 513
17 Contractual Services.- Operations 107,355 7/8/9/11 (23,392) 83,963 83,963
18 Contractual Services - Other . - - : -
19 Rentai of Buliding/Real Property . 3,600 3,600 3,600
20 Rental of Equipment . - - -
21 Transportation Expenses . - - -
i 22 Telephone . 751 751 751
! 23 Insurance 8995 8,995 8,995
: 24 Reg. Comm, Exp. - Amortization of Rate Case - 3 20,000 20,000 20,000
25 Bad Debt Expense . } - - -
26 Miscellaneous Expenses . 235 235 235
27 Deprecialion Expenses . 97,180 1 (3,432) 93,748 93,748
28 Property-Taxes . 2,795 2 8,353 11,148 11,148
29 Payroll Taxes - - -
30 Sales Tax Expense - - -
31 Income Tax 45 45 45
32 .
33  Total Operating Expenses $ 295734 $- 6,164 § 301,898 § - $ 301,898
34 Operating Income $ (37.425) $ 3,793 § (33,632) § 86,908 § 53,276
35 Other Income (Expense}
36 Interest Income : 180 . : 180 180
37 Other income 779 779 179
38 Interest Expense : - B -
39 Other Expense ) - - -
40 - - -
41  Total Other income (Expense) 4 959 $. - $ 859 - $ 958
42  Net Profit (Loss) $  (36,466) $ 3,793 $ (32,8673) $ 86,908 $ 54,235
43 ’
44 SUPPORTIN HED! : RECAP SCHEDULES:
45 c2 ’ A
46 E-2 ' '
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ICR Water Users Assoclation

Test Year Ended December 31, 2006

Adjustments to Revenues and Expe

nsos

Lstm CALILYEE]

Exhibit

Schedule C-2
Page 1

Witness: Bourassa

- s
1 2 3 4. § g ubtotal
Depreciation - Property Rate Case Revenue Purchased Power  Corr. to Repairs and
Expense Taxes Expense ization Annualization Msaint. Expense
Reverues 9,957 ’ 9,957
Exp (3.432) 8,353 20,000 662 6,372 31,955
Operating
Income 3432 (8,363} {20,000} 8,957, (662) {6.372) (21,998)
interest . .
‘Expense -
Other
income / -
Expense
Net Income 3,432, (8,353)  {20,000) 9,957 (652) (6,372)  (21,998)
3 s
z 8 2 1 : n R ublg
Contract” Annualize Customer  Management Rermove Rate Remove
Qperator Expense  Billing and Accounting Services Case Expense Non-Recurring Exp.
Revenues . 9,957
Expenses 2,119 325 1,590 (2,398) ) '(27.426) 6,164
Operating
Income (2.119) (325) (1,580) 2,398 27,426 - 3,793
Interest
Expense -
Other
income / -
Expense
Net incoms (2,119) (325) (1,590) 2,398 27,426 - 3,793
Adiustments to Revenues and Expenses
13 14 as 16 n g Total
Revenues 9,957
Expenses - 6,164
Opersting
Incoms - - - - - - 3,793
Interest
Expense .
Other
income / -
Expense
Net Income - - - - . . 3,793
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ICR Water Users. Assoclation Exhibit
Test Year Ended December 31, 2006 . Schedule C-2
Adjustments to Revenues and Expenses Page 2
Adjustiment Number 1 ’ Witness: Bourassa
Line
1  Depreciation Expense
2 .
3 Account Proposed  Degpregjation
4 No. Description - _ Originat Cost Rate Expense
5 301 Organization Cost ' - 0.00% -
6 302 " Franchise Cost - 0.00% -
7 303 Land and Land Rights - 0.00% -
8 304 Structures and Improvements 398,048 3.33% 13,255
9 305 Collecting and Impounding Res. - 2.50% -
10 306 Lake River and Other Intakes S - 2.50% -
11 307 Wells and Springs ) ’ 656,998 3.33% 21,878
12 308 Infiltration Galleries and Tunnels - 6.67% -
13 309 Supply Mains . - 2.00% -
14 310 Power Generation Equipment - 5.00% -
15 3N Electric Pumping Equipment 1,808 12.50% . 226
16 320 Water Treatment Equipment : 106,689 3.33% 3,663
17 330 Distribution Reservoirs & Standpipe - 2.22% -
18 331 Transmission and .Distribution Mains 4,037,457 2.00% 80,749
19 333 Services 68,233 3.33% 2,272
20 334 Meters . 27,117 8.33% 2,259
21 335 Hydrants . - 2.00% -
22 336 Backflow Prevention Devices - 6.67% -
23 339 Other Plant and Miscellaneous Equipment - 6.67% -
24 340 Office Fumiture and Fixtures 141 6.67% 9
25 341 Transportation Equipment - 20.00% -
26 342 Stores Equipment - 4.00% -
27 343 Tools and Work Equipment - 5.00% -
28 344 Laboratory Equipment - 10.00% -
29 345 Power Operated Equipment - 5.00% -
30 346 Communications Equipment 10,533 10.00% 1,053
31 347 Miscellaneous Equipment 1,495 10.00% . 150
32 348 Other Tangible Plant 23,458 - 10.00% 2,346
33 :
34 TOTALS $ 5,331,977 $ 127,750
35
36
37
38  Less: Amortization of Contributions - Balance End of TY $ 1,419,166 2.3959% $ (34,002)
39 —e
40 Total Depreciation Expense ) . . $ 93,748
41 .
42 Test Year Depreciation Expense . ) ___97.180
43 )
44 Increase (decrease) in Depreciation Expense ‘3‘4322
45
46 Adjustment to Revenues and/or Expenses $ 53'4321

£
~




ICR Water Users Association Exhibit

Test Year Ended December 31, 2006 Schedule C-2
Adjustment to Revenues and Expenses Page 3
Adjustment Number 2 ) Witness: Bourassa

Line
No. :

1 Adjust Pri Taxes fo R Pro Revenues:

2 .

3 Adjusted Revenues in year ended 09/31/05 $ 268,266

4 Adjusted Revenues in year ended 09/31/05 268,266

5 Proposed Revenues 355,174

8 Average of three year's of revenue . $ 297,235

: 7 . Average of three year's of revenue, times 2 $ 594,471

! 8 Add:

: .9 Construction Work in Progess at 10% $ 120
10 Deduct: } :
11 Book Value of Transportation Equipment -
12
13 Full Cash Value $ 594,471
14 Assessment Ratio 23.50%
15 Assessed Value 139,701
16 Property Tax Rate 7.9800%
17 .

18 Property Tax ) 11,148
19 Tax on Parcels 0
20

21 Total Property Tax at Proposed Rates $ 11,148
22 Property Taxes in the test year 2,795
23 Change in Property Taxes $ 8,353
24 ’
25

26 Adjustment to Revenues and/or Expenses $ 8,353
27




JCR Water Users Assoclation Exhibit
Test Year Ended December 31, 2006 : Schedule C-2
ADJUSTMENTS TO REVENUES AND/OR EXPENSES i Page 4
Adjustment Number 3 Witness: Bourassa
Line
No.
1 Rate Case Expense
2
3 Estimated Rate Case Expense $ 60,000
4 .
5 Estimated Amortization Period in Years 3
6 o oo .
7 Annual Rate Case Expense - $ 20,000
8 : '
9 Test Year Rate Case Expense : $ -
10 ) a
11 Increase(decrease) Rate Case Expense ’ : s 20,000
12 : )
13 Adjustment to Revenue and/or Expense 3 20,000
14
15
i 16
~ 17
; 18
' 19
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ICR Water Users Association
Test Year Ended December 31, 2006
Adjustment to Revenues and Expenses
Adjustment Number 4

Revenue Annualization

Revenue Annualization

Total Revenue from Annualization .

Adjuétmem to Revenue andfor Expense

PPORTIN HEDULES
C-2 pages 5a to 5¢

"H-1

Exhibit

Schedule C-2
Page 5

Witness; Bourassa

$ 9,957

s 9,957

$ 9,957
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iCR Water Users Assoclation
Test Year Ended December 31, 2001
Adjustment to Revenues and Expenses
Adjustment Number 5

Annualize power cost for additonal gallons from annualization of revenues

Test Year Power Costs

Gallons sold in Test Year (1,000s)

Cost per 1,000 gailons

Additonal gallons from annualization (in 1,000s)

Additional Expense

Adjustment to Revenue and/or Expense

Exhibit

Schedule C-2
Page 6

Witness: Bourassa

15,577

38,525

0.40432
1,838

662

662
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|
' 1CR Water Users Association Exhibit
|

Test Year Ended December 31, 2006 Schedule C-2
Adjustment to Revenues and Expenses Page 7
Adjustment Number 6 Witness: Bourassa

Remove relassification of Repairs and Maintenance for_a 2005 amount

Capital item recorded as expense in 2005 but reclassification recorded in 2006 $ 6,372

Increase (decrease) in Outside Services s $ 6.372

: -
Co~N®O OGS um_\lgs-
N -

10 Adjustment to Revenue and/or Expense ' ) $ ' 6,372




| ' ICR Water Users Assoclation . Exhibit

| . Test Year Ended December 31, 2006 : Schedule C-2

| ) Adjustment to Revenues and Expenses . Page 8
Adjustment Number 7 ) Witness: Bourassa

c
35
@

Expected Increase in ut irvi tor Costs for AQuali r

Current Annual Contract Amount v . - § 70,620
CPI ’ 3.0%

Increase {decrease) in Outside Services $ 2,119

Adjustment to Outside Services $ 2,119

13 Adjustment to Revenue and/or Expense $ 2,119
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ICR Water Users Association Exhibit

Test Year Ended December 31, 2006 Schedute C-2
Adjustment to Revenues and Expenses Page 9
© Adjustment Number 8 ' Witness: Bourassa

Annuaiization of Quiside Service Costs for Accounting and Billing from MDI Financial Serviges.

Billing
Cost per Customer Per Month ) $ 2.50°
Additional Bills from Annualization of Revenues o i 94
Increase (decrease) in per Billing Charges $ . 235
Accounting ’
Accounting Fees effectuve July 2007 ($160 per month) $ 1,920
Accounting Fees Recorded during Test Year ] '

January thru June 2006 ($150 per month) $ 900

July thru December 2006 ($155 per month) 930
Annual Cost recorded during the test year ’ 1,830
Increase (decreass) in Accounting Fees )

Increase (decrease) to Outside Services $ 325

Adjustment to. Revenue and/or Expense $ 325

Note: Excludes non-routine services
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ICR Water Users Assoclation
Test Year Ended December 31, 2008
Adjustment fo Revenues and Expenses
Adjustment Number 9

5

nnualization of Quiside Servi for Managgment Services from Miscellan ‘ uctions ing.
Annual Cost at 351-450 pustoi'ner level starting June 2007 ($1,040 per montth) $
~ Amounts Recorded during Test Year Per Contract for 2006

January thru June 2006 ($805 psr month) $ 4,830

July thru December 2006 ($1,010 per month) . " 6,060
Annual Cost recorded during the test year $
Increase (decrease) in Outside Services . $
Adjustment to Revenue and/or Expense ‘ . $

Note: Excludes nen-routine services

12,480

10,890
1,690

1,590

Exhibit

Schedule C-2
Page 10

Witness: Bourassa
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ICR Water Users Assoclation
Test Year Ended December 31, 2006
Adjustment to Revenues and Expenses
Adjustment Number 10

Remove Rate Case Expenses from Legal Expense

Accounting Services - Snell & Wilmer
August 2006
October 2006
December 2006

Total

Adjustment to Revenue and/or Expense

$ 558

471

1,369

$ 2,398
$ (2,398)

Exhibit

Schedule C-2
Page 11

Witness: Bourassa
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ICR Water Users Assoclation
Test Year Ended December 31, 2008
Adjustment to Revenues and Expenses
Adjustment Number 11

Remove Non-recurring Expense from Quiside Services

Yavapai Walter Productions (Contract Termination Settlement)

Adjustment to Revenue and/or Expense

$ " 27,426
- $ (27,426)

Exhibit

Schedule C-2
Page 12

Witness: Bourassa




ICR Water Users Association Exhibit
Test Year Ended December 31, 2006 Schedule C-3

Computation of Gross Revenue Conversion Factor Page 1
Witness: Bourassa

Percentage
of
Incremental

Line Gross

No. _Description Revenues
1 Federal Income Taxes - 0.00%
2
3 State Income Taxes 0.00%
4

"5 - Other Taxes and Expenses 0.00%
6
7
8 Total Tax Percentage’ 0.00%
9 . _
10 Operating Income % = 100% - Tax Percentage 100.00%
11 : ’
12
13

; 14 3
| 15 1 = Gross Revenue Conversion Factor

" 16 Operating Income % 1.0000
17
18 SUPPORTING SCHEDULES: : . RECAP SCHEDULES:

A-1
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ICR Water Users Association ’ Exhibit
Test Year Ended December 31,2006 - Schedule E-1
Comparative Balance Sheets , Page 1

Witness: Bourassa

Test
Year Year Year
Line : Ended Ended Ended
No. 12/31/2006 12/31/2005 12/31/2004
i 1 ASSETS : .
. 2 Plant In Service $ 5331978 $ 5302911 § 5,287,744,
3 . : :
4 Non-Utility Plant - : - - -
5 Construction Work in Progress 1,200 - -
6 Less: Accumulated Depreciation (601,004) (465,033) (330,574)
7  NetPlant T 4,732,174 $ 4,837,878 § 4,957,170
8 -
9 Debt Reserve Fund . $ - $ - $ -
10 :
R $ - 5 - 3 -
12 :
13 CURRENT ASSETS ]
14 Cash and Equivalents $ 129437 $ 82,819 $ 74,664
15 Restricted Cash - - -
16 Accounis Receivabie, Net 12,372 10,074 826
17 Notes/Receivables from Assoc. Companies - - -
138 Unbilled Revenues ’ : - Co- -
19 Materials and Supplies - - -
20 Prepaymenils ) - - -
21 Other Current Assets 3,673 - -
22  Total Current Assets $§ 145482 § 92893 § 75,490
23 :
24 Deferred Debits $ - $ - $ -
25
26 Other Investments & Special Funds $ - $ - $ -
27 .
28 TOTAL ASSETS $ 4877656 $ 4,930,771 § 5,032660
28
30
31 LIABILITIES AND STOCKHOLDERS®' EQUITY
32
33 Member Equity § (420,856) $ (396,325) $ (206,994)
34
35 Long-Term Debt $ - $ - $ -
36
37 CURRENT LIABILITIES .
38 Accounts Payable $ - $ - $ 892
39 Current Portion of Long-Term Debt - - -
40 Payables to Associated Companies - - -
41 Customer Meter Deposits, Current . - - 5,950
42 Accrued Taxes 1,009 929 428
43 Accrued Interest - - -
44 Other Current Liabilities 151 151 -
45 Total Current Liabilities $ 1,160 $ 1,080 §$° 7,270
46 DEFERRED CREDITS
47 Customer Meter Deposits, less current $ 20,550 % 11,550 $ 43,325
48 Advances in Aid of Construction 3,932,263 3,930,773 -~ 3,769,893
49 Accumulated Deferred Income Taxes - - -
50 Contributions In Aid of Construction, Net 1,344,539 1,383,693 1,419,166
51 Assel Retirement Obligations - - - -
52 Total Deferved Credits ) : $ 5297352 $ 5326016 $ 5232,384
53
54 Total Liabilities & Common Equity $ 487765 $ 4,930,771 $ 5,032,660
55 :
56 SUPPORTING SCHEDULES:
57 E-5
58




|

|

| , ICR Water Users Association Exhibit
| i Test Year Ended December 31, 2006 Schedule E-2

| ‘Comparative Income Statements © Page1

) Witness: Bourassa

Test Prior Prior
Year Year Year
Line Ended Ended Ended
No. 12/31/2008 12/31/2005 12/31/2004
1 Revenues :
2 Metered Water Revenues $ 204906 $ 132894 $ 118,706
3 Unmetered Water Revenues - - B
4 Other Water Revenues 53,403 14,172 4,969
5 Total Revenues $ 258309 $ 147,067 $ 123,675
6 Operating Expenses :
7 . Salaries and Wages - Employees $ - $ - $ -
-8 Purchased Water . 6,388 4,460 - 3,766
9 Purchased Power 16,577 15,656 13,255
10 .Fuel for Power Production ' - - -
1 ‘Chemicals 2,516 612 -
12 Water Testing 4,946 1,294 1,828
13 Repairs and Maintenance 8,170 12,137 19,825
14 Office Expense 1,720 4410 . 7,739
i5 Contractual Services - Accounting . 32,549 14,726 -
16 Contractual Services - Legal . 2,911 - -
17 Contractual Services - Operations 107,355 74,598 46,950
18 Contractual Services - Other . - - -
19 Rental of Building/Real Property . 3,600 1,200 -
20 Rental of Equipment . - - -
21 Transportation Expenses . - - -
22 Telephone 751 465 -
23 Insurance * 8,995 2,489 2,462
24 Reg. Comm. Exp. - Amortization of Rate Case - - -
25 Bad Debt Expense . - -
26 Miscellaneous Expenses . 235 10,159
27 Depreciation Expenses . 97,180 98,985 126,163
28 Property Taxes . 2,795 2,095 1,390
29 Payroll Taxes - -
30 Sales Tax Expense - 680 1,010
31 Income Tax » 45 50 50
32
33 -
34 Total Operating Expenses 5 205734 $§ 244,016 § 224,438

wlen

35 Operating Income b (37,425) $ (96,949) $ (100,763)

36 Other Income (Expense)

37 interest Income 180 - 97 62
38 Other income 779 5,083 -
39 Interest Expense - - -
40 Other Expense : - (1,528) (1,189)
41 )

42 Total Other Income (Expense)
43 Net Profit (Loss)

950 § 4552 5 (1.427)
(36.466) 5 (92.307) $__(101.890)

«en




ICR Water Users Association Exhibit
Test Year Ended December 31, 2006 ’ Schedule E-5
Detail of Plant in Service Page 1

|
| o _ " Witness: Bourassa

| Piant
‘ S Additions,
| . Plant Reclass- Plant
‘ ; ' ' Balance ications or Batance
| Line Acct. at or at
| No. ~ No.  PlantDescription 12/31/2005 Retirements 12/31/2006
| 1 . :
301 Organization Cost : $ - $ B $ .

2

3 302 ° Franchise Cost - - -

4 303  Landand Land Rights - : .

5 304  Structures and Improvements 398,048 . 398,048
6 305 Collecting and impounding Res. - - -
7 306 Lake River and Other Intakes - .

8

. 307  Wells and Springs . 656,998 - 656,998
i 9 - - 308 Infitration Galleries and Tunnels - : .
10 309  Supply Mains - S - -
11 310  Power Generation Equipment - - -
12 - 311 Electric Pumping Equipment . - 1,808 1,808
13 320  Water Treatment Equipment 106,689 - 106,689
14 330 Distribution Reservoirs & Standpipe - - -
15 331  Transmission and Distribution Mains 4,037,457 - 4,037,457
16 333  Services 68,233 - 68,233
17 334 - Meters : _ ’ - 27,117 27117
18 335  Hydrants - - -
19 336  Backflow Prevention Devices . — - -
20 339  Other Plant and Miscellaneous Equipment - - -
24 340  Office Fumniture and Fixtures . 141 141
22 341 Transportation Equipment - - -
23 342  Stores Equipment - - -
24 . 343  Tools and Work Equipment - - -
25 344  Laboratory Equipment - ‘ - .
26 345 Power Operated Equipment - - .
R : 27 346  Communications Equipment 10,533 - 10,533
' 28 347 Miscellaneous Equipment 1,495 - 1,495
' 29 348  Other Tangible Plant - ‘ 23,458 - - . 23,458
: 30 Plant Held for Future Use -
31
32 TOTAL WATER PLANT $ 5302911 $ 29,066 $ 5,331,977
33 .
34 SUPPORTING SCHEDULES RECAP SCHEDULES:
35 A-4
36 E-1




ICR Water Users Associaiion
Test Year Ended December 31, 2006

Operating Statistics

Line

WATER STATISTICS:

Total Gallons Sold (in Thousands)

" Water Revenues from Customers:

-
oomﬂmmhwmd‘g

- ar
WK

Year End Number of Customers

e
(o> B¢, BF N

Annual Gallons (in Thoﬁsands)
Sold Per Year End Customer

NNND @
N =2 OO~

Annual Revenue per Year End Customer

N
@

Pumping Cost Per 1,000 Gallons
Purchased Water Cost per 1,000 Gallons

N N
o

Exhibit
Schedule E-7
Page 1
Witness: Bouras

Prior

Test Prior
Year " Year Year
Ended - Ended Ended
12/31/2006 12131/2005 12/31/2004
38,674 35,909 30,994
$ 204906 $ 132,894 118,706
364 302 214
106 119 145
$ 562.93 $ 440.05 _$ 554.70
$ 0.4028 3% 04360 $ 0.4277
$ - $ - $ -
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ICR Water Users Association Exhibit
Test Year Ended December 31, 2006 Schedule E-8

Taxes Charged to Operations

Page 1
Witness: Bourassa

Test Prior Prior
Year Year Year
Ended Ended Ended
. 12/31/2006 12/31/2005 12/31/2004
Description : .
Federal Income Taxes $ - $ - $ -
State Income Taxes " 45 50 50
Payroll Taxes - - -
Property Taxes 2,795 2,095 1,380
Totals $ 2840 $ 2145 % 1,440




ICR Water Users Association Exhibit
Test Year Ended December 31, 2006 Schedule E-9

_ Notes To Financial Statements Page 1
' ' Witness: Bourassa

The Company does not conduct independent audits
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ICR Water Users Association
Test Year Ended December 31, 2006

Exhibit
Schedule F-1

Projected Income Statements - Present & Proposed Rates © Page1

Revenues
Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

Operating Expenses
Salaries and Wages - Employees
Purchased Water .
Purchased Power
Fuel for Power Production
Chemicals
Water Testing
Repairs and Maintenance
Office Expense
Contractual Services - Accounting .
Contractual Services - Legal .
Contractual Services - Operations
Contractual Services - Other .
Rental of Building/Real Property .
Rental of Equipment .
Transportation Expenses .
Telephone
Insurance
Reg. Comm. Exp. - Amortization of Rate Case
Bad Debt Expense .
Miscellaneous Expenses .
Depreciation Expenses .
Property Taxes .
Payroll Taxes
Sales Tax Expense
fncome Tax

Total Operating Expenses
Operating Income
Other Income (Expense)
Interest Income
Otherincome -
Interest Expense
Other Expense
Gainfl.oss Sale of Fixed Assets
Tota!l Other Income (Expense)
Net Profit {Loss)

Witness: Bourassa

At Present At Proposed

Rates - Rates
Test Ye_ar Year Year
Actual Ended Ended
Results © 12/31/2007 12/31/2007
$ 204906 $ 214863 $ 301,771
53403 53,403 53,403
$ 258,309 % 268,266 $ 355,174
$ - 3 - s -
6,388 6,388 © 6,388
15,577 16,239 16,239
2,516 2,516 2,516
4,946 : 4,946 4,946
8,170 14,542 14,542
1,720 1,720 1,720
32,549 _ 32,549 32,549
2,91 513 513
107,355 - 83,963 83,963
3,600 3,600 3,600
751 751 751
8,995 8,995 8,995
- 20,000 20,000
235 235 235
97,180 93,748 93,748
2,795 11,148 11,148
45 45 45
$ 295,734 § 301898 $ 301,898
$ (37.425) $ (33,632) $ 83,276
180 180 180
779 779 779
3 959 $- 959 $ 959
$ _ (36,466) $ (32,673) $ 54,235
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ICR Water Users Association Exhibit
Test Year Ended December 31, 2006 Schedule F-4
Page 1

Assumptions Used in Rate Filing
) Witness: Bourassa

Property Taxes were computed using the method used by the Arizona Department
of Revenue

Projected construction expenditures are shown on Schedule A-4.
Expense adjustments are shown on Schedule C2, and are explaihed in the testimény.

Income taxes were computed using statutory state and federal income tax rates.
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Arizona Department of Environmental Quality
Water Quality Compliance Assurance Unit
1110 W. Washington Street, 5415B-1
Phoenix, AZ 85007

Drinking Water Compliance Status Report

_Public Water System Name: ______Inscription Canyon Ranch System

Public Water System ID #: 13-303

Publié Water System Type: - [X] Community ] Non-transient Non-community ~ [] Transient Non-community
Overall Compliance Status: [ ] No Major Deficiencies [X] Major _Déﬁciencies

Monitoring and Reportmg Status: [] NdMajor Deficiencies [X] Major Deficiencies

Comments:

The ADEQ data base does not show that the required initial two consecutive six month lead and copper monitoring has
been completed. This system is required to provide 20 lead and copper analysis per momtormg period but has only been

providing five per monitoring period.
The ADEQ data base does not show that the required monthly Maxnmum Residual Disinfection Levels (MRDLs) have been

done for this water system.
Operation and Maintenance Status:  {X] No Major Deficiencies [ ] Major Deficiencies

Comments:

Major unresolved/ongoing operation and maintenance deficiencies:

[ } unable to maintain 20psi { ] inadequate storage

[ ] cross connection/backflow problems { ] surface water treatment rule
[ ] treatment deficiencies { ] approval of consfruction

{ ] certified operator [ ] other

Date of last inspection / sanitary survey: 10-5-03

Administrative Orders:

Is an ADEQ administrative order in effect? [1Yes [X]No

Comments:

System information:

Number of Entry Points to the Distribution System' 1 Number of Sources _ 2

Populatxon Served 600 Service Connections 250 Initial Monitoring Year 1999

Evaluation completed by: Jim Puckett

Phone: 602-771-4649 Date: 4-4-07

Because of the previously identified compliance monitoring deficiencies, ADEQ cannot determine if this system is currently
delivering water that meets water quality standards required by Arizona Administrative Code, Title 18, Chapter 4. This
compliance status report does not guarantee the water quality for this system in the future. This compliance status report does
not reflect the status of any other water system owned by this utility company.




Arizona Department of Environmental Quality
- Drinking Water Monitoring and Protection Unit
1110 W. Washington Street, 5415B-1
Phoenix, AZ 85007

Drinking Water Compliance Status Report

Public Water System Name: ICR Talking Rock

Public Water System ID #: 13-263

Public Water System Type: v [X]: Community [] Non-transient Non-community = [} Transient Non-community
Overall Compliance Status: [] No Major Deficiencies {X] Major Deficiencies

Monitoring and Reporting Status: [] No Major Deficiencies [X] Major Deficiencies

Comments:

This system has provided lead and copper momtormg for samples taken on September 2005 and July 2006 but the ADEQ
data base does not show that the requlred initial two consecutive six month lead and copper monitoring has been

completed.
The ADEQ data base does not show that the required monthly Maximum Residual Disinfection Levels (MRDLs) have been

done for this water system. This system has only provided one MRDL analysis in 2006.
Operation and Maintenance Status;  [X] No Major Deficiencies [} Major Deficiencies
Comments:

Major unresolved/ongoing operation and maintenance deficiencies:

[] unable to maintain 20psi [] inadequate storage

[] cross connection/backflow problems [] surface water treatment rule
{1 treatment deficiencies {1 approval of construction

{1 certified operator : [1 other

Date of last inspection / sanitary survey: N/A

Administrative Orders:

Is an ADEQ administrative order in effect? {] Yes [X] No
Comments: :

System information:

Number of Entry Points to the Distribution System __1 Number of Sources _3

Population Served 140 Service Connections _70_ Initial Monitoring Year 2008
Evaluation completed by: - Jim Puckett

Phone: 602-771-4649 Date: 4-4-2007

Because of the previously identified compliance monitoring deficiencies, ADEQ cannot determine if this system is currently
delivering water that meets water quality standards required by Arizona Administrative. Code, Title 18, Chapter 4. This
compliance status report does not guarantee the water quality for this system in the future. This compliance status report does
not reflect the status of any other water system owned by this utility company.




T ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY
?dw Q MONITORING ASSISTANCE PROGRAM
%%,‘m ANNUAL SAMPLING FEE INVOICE

specified due date. If you dispute the amount listed, please contact ADEQ as soon as

KgssibleA To reduce interest cosls on an unpaid invoice. you may remit an amount that you S(emhagen at (602) 771-4445 or toll-free within Arizona at (800)
lieve is not in dispute. However, if nonpayment is due to wilful neglect, you may suffer A

an sdditional five percent peralty of up 10 wenty-five percent of the amount due for each 234-5677, extension 771-4445.

month or fraction of a month the amount is past due.

Pursuant 10 A.R.S. § 49-360 F and A.A.C. R18-4-224 through R18-4-226, "The director shall establish fees for the monitoring
assistance program to be collected from all public water systems...”

:*: PutsuamtoA.R.s.549-113.immsxwillbccharﬁcd if full payment is not reccived by the you have any questions about your invoice, contact W. Scott

Owner Id #: 9230 ’ Invoice Number 63600
To: INSCRIPTION CANYON RANCH SYSTEM Public Water System ID #: 13303
E%I%%XVS‘E?J%EY‘ AZ 86323 » Billing for Calendar Year: 2007
_ Due Date: December 18, 2006 ~
Total AmountDue . . ..... [ $  892.50
AmountPaid .......... e $

t Keep the top portion for your records. t ADEQ Federal Tax #866004791

{ This entire bottom portion must be returned to ADE% ¥
ADEQ Federal Tax #866004791

Annual Sampling Fee Invoice Invoice # 63600
i)l\ésggl}?géggl CANYON RANCH SYSTEM Owner Id #: 9230 MAP
CHINO VALLEY, AZ 86323 Billing for Calendar Year: 2007

13303 - Inscription Canyon Ranch System [Due Date: 12/18/2006
ANNUAL SAMPLING FEE WORKSHEET
|
Base Fee (all MAP SYSIEIMIS) . .« o« oo cv v oo et e et e o L3 250.00
Fee per Connection in 2007. . .. .. ..... .. 250 connections X $ 2.57................. $ 642.50
Total SAMPHNG FEE . + .« v v e v e e e e e e e e 3 892.50
Plus Paid Interest Charges and/or Other AJUSIMENLS . . . oo vt oot e e $ 0.00
Plus Unpaid Interest Charges as of 1/01/2006 . . .« « .ottt on it $ 0.00
Minus Payments Received and/or Other AdJUSHTENLS . . . . .. o oo vn vt $ 0.00
AOURE DUE .+ « o v e v e e e e e e e e e e e e e et e et e e e $ 892.50
Amount received by ADEQ (Make check payable to State Of ATizona) . ... o oo e i v i e e .
* A $12 fee will be charped for any check not honored by the bank. Do not write below this line
Make your check or money order payable to State of Arizona " ICheck Number:
THIS FORM MUST ACCOMPANY YOUR REMITTANCE. : .
Received:
Mail to: Arizona Department of Environmental Quality

PO Box 18228 Postmarked:

Phoenix, AZ 85005-8228 MW1 1110112006
Entered: it
e




AMZUNA ULFAKIMENT UF KENVIRONMENTAL QUALITY
MONITORING ASSISTANCE PROGRAM
ANNUAL SAMPLING FEE INVOICE

Pursuant 1o A.R.S. § 49-113. interest will be charged if full payment is not received by the 3 i 1
* Specifed due dae. |15 you dispuic the amount hsied, pkf; contacs ADEQ 26 so0n s If )fou have any questions about your mvo!ce_, con}act W, Scou
g:s;ib)e. To reduce iniérest cosls on an unpaid invoice, you may remit an amount that you Steinhagen at (602) 771-4445 or toll-free within Arizona at (800)
lieve is not in dispute. However, il nonpayment is due to wilful neglect. you may su fer R .
an additional five percent penalty of up 10 twemy-five percent of the amount due for cach 234-5677, extension 771-4445.
month or fraction of a month the amount is past due. .

Pursuant to A.R.S. § 49-360 F and A.A.C. R18-4-224 through R18-4-226, "The director shall establish fees for the monitoring
assistance program to be collected from all public water systems..."

Owner 1d #: 9230 Invoice Number 63599
To: INSCRIPTION CANYON RANCH SYSTEM Public Water System ID #: 13263
PO BOX 5669 - Billing for Calendar Year: 2007
CHINO VALLEY, AZ 86323 g L
. Due Date: December 18, 2006 N
Total AmountDue .. .. ............ $ 429.90
» AmountPaid .. ................. $ .
t Keep the top portion for your records, t ADEQ Federal Tax #866004791

{ This entire bottom portion must be returned to ADEQQ. ¢ :
ADEQ Federal Tax #866004791

Annual Sampling Fee Invoice Invoice # 63599
INSCRIPTION CANYON RANCH SYSTEM Owner Id #: 9230 MAP
PO BOX 5669 — )
CHINO VALLEY, AZ 86323 ) Billing for Calendar Year: 2007
13263 - Icr Talking Rock {Due Date: 12/18/2006
ANNUAL SAMPLING FEE WORKSHEET
_ Base Fee (all MAP SYSIEIMIS) . oo o\ o v v e veeveeeies vt et ia e L3 250.00
; Fee per Connection in2007. . .. ......... 70 connections X $§ 2.57.. ... ... ... ... $ 179.90
Total SAMPHNG FEE .« « « v e v e ea et et e e e et e e e e $ 429.90
: Plus Paid Interest Charges and/or Other AGJUSIINENTS . « . o v oo v v e e et e $ 0.00
Plus Unpaid Interest Charges as of 11/01/2006. « ..« oo vneanvtniet e $ 0.00
Minus Payments Received and/or Other AJUSIMEDLS . « . « oot o v i e vt v vt $ 0.00
| AMOUDE DUC - o v v e e e e e e e e e e e et ettt e et e e $ 429.90
‘ Amount received by ADEQ (Make check payable to State of Arizona) . . ... ...l $
‘ * A $12 fee will be charged for any check not honored by the bar_tk.} » ) Do not write below this ling
Make your check or money order payable to State of Arizona Check Number:
THIS FORM MUST-ACCOMPANY YOUR REMITTANCE. Received
ived:
Mail to: Arizona Department of Environmental Quality
PO Box 18228 [Postmarked:
Phoenix, AZ 85005-8228 E . MW1 11012006
‘ nlered: WM300Go




ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY
MONITORING ASSISTANCE PROGRAM
ANNUAL SAMPLING FEE INVOICE

* W%‘g&-gﬁE:ﬁwkgﬂm‘?ﬂ\g"mh:' ed if ‘:&.’;’2.?‘3.3%’5.‘5“.1“’”‘3’“": If you have any questions about your invoice, contact W. Scot

?&ag«:& To wluce u..éﬁmxoqrm u“npa“"u:m‘m?sse;ggugﬁ e anamount i gou - Steinhagen at (602) 771-4445 or Mike Hill at (602) 7714518 o

betieve s not In disguic. Howevet {B0npy e ercens of h amount due for each  toll-free within Arizona at (800) 234-5677, extension 771-4445.
month or fraction of 2 month the amount is past due.

| Pursuant to A.R.S. § 49-360 F and ‘A.A.C. R18-4-224 through R18-4-226, "The director shall establish fees for the monitoring
assistance program to be collected from all public water systems..."

Owner Id #: 9230 Invoice Number 62744
To: ICR WATER USERS ASSOCIATION Public Water System ID #: 13303
PO BOX 3663 Billing for Calendar Year: 2006

CHINO VALLEY, AZ 86323
Due Date: January 30, 2006

| Total AmountDue. ..ot .8 828.25
AAmountPaid ..... ... 0 ivenansn $
¢ Keep the top portion for your records. 1 ADEQ Federal Tax #866004791

{ This entire bottom portion must be returned to ADEQ. ¢+~
o . v St ' ADEQ Federal Tax #866004791° -

- Annual Sampling Fee Invoice Invoice # 62744
| {)%RBV(\)/;\&%};gUSERS ASSOCIATION Sorner 14 £ 9230 MAP
! CHINO VALLEY, AZ 86323 _ Billing for Calendar Year: 2006
13303 - Icr Water Users Associati | Due Date: 01/30/2006

ANNUAL SAMPLING FEE WORKSHEET

For the past several years, the MAP Annual invoice has included a credit to refund surplus dollars
above the cost, at the rate of fifty cents (50¢) per connecton. This process is changing. Instead,
a refund check will be issued to all eligible water systems by April 1, 2006. We ask you to be
paticnt and wait until after April 1 to call with questions on the refund.

| Base Fee (all MAP SYSIEIMS) . o .« <« oo s oeen o mo s o maa e se ettt $ 250.00
| Fee per Connection in2006. . . ... ...« ... 225 connections X § 2.57..... ... e $ 578.25
‘ Total SAMPIRE FEE . « « + « o« v v ven s as s am e e e s $ 828.25

Plus Paid Interest Charges and/or Other AQJUSIMENES . . .« o« o vt nn o s nn e v m oo rcoern s 3 ©0.00

Plus Unpaid Interest Charges as of 12/15/2005 . . .« .o vvvvvn et s $ 0.00

Minus Payments Received and/or Other AQJUSIMENLS . . .+ oo vceve v v m e e tion s e S 0.00

ATTOUBE DUC « « v e oo PP s 828.25

Armnount received by ADEQ (Make check payable to State OfATIZONA) . . o v v i v e v vt cmasaso s o on 3

* A $12 fee will be charged for any check not honorgd_ t?y, thc»ban_k. ‘ ‘ R Do not_write below this line
Make your check or moncy order payable to State of Arizona Check Number:
THIS FORM MUST ACCOMPANY YOUR REMITTANCE. eceived:
Mail to: ' nggg: li)ﬂ)zaé'lmcm of Environmental Quality bostmarked:

Phoenix, AZ 85005-8228 _ MW1 12/13/2008
Entered: WM300Go
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Is the water utility located in an ADWR Active Management Area ("AMA™)?
0 ves [¥ wo
Does the Company have au ADWR gallous per capita day ("GPCD') requirement?

[l vES ﬂ NO

It Yeg, please provide the GPCD amount:

Note: If you are filing far more.thaw one sysiem, please provide separate data shieets Jor each system. For explanation of
any.of the above; pleise contactthe Engineering Supervisor at 692-542-7277, )

«* Gallpivs peniped cainot eqital or be loss than. thegallons sold:

(\ié)ﬂ?. Go\( Qo\.wsc ¥ Q-oas\ \Nq‘-br c\)m s‘\cci e \k\e\\ L‘W@Mtn.’\-

|
\
|
|
|
|
’ * This number nuist bé squul o the sumber entered on Page6, Tsold, gallam."
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o e

KGR Water Users Association

| . | WATER COMPANY PLANT

(ADWRID:| Pump | Pump | Casing | Casing, | Moter Year
{ o+ | Number* [ Horsepower [ Yiekd Depth ' .| Size | Drilled
e (gpm) | (Feet) ]
jgsemoLa.| SO 22% | 26o 3 | 19
S8 _s® 430 | zso 3 Zeoz
[o5-Shesol IS S€0 | 220 o | ¥ |Zooz

|
|
|
|
1
LUt T Company Name:

BOOSTER PUMPS | "FIRE HYDRANTS _
Horsepower Quantity Quantity Standard | Quantity Other
5[0 (o (z%s
2% > |

20 =
%0 2

STORAGE TANKS PRESSURE TANKS
Capacity | Quantity Capacity Quantity
210, g0 \ e 3200 | 2
L 20000 | 2 ' : |

16
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Company Name

ICR Water Users’ Assocwtion

Test Year Ended:
Deccmber 31, 2006

Z-z
3
4

5
6
8
10
12

PJc. v' (1 32

Turbo4

Comp. 6.

Turbo 6

For the following three items, please list the utility owned assets in each category.

TREATWIENT EQUIPMENT:
3= Chhvwnc\-hof\ Du mDS

STURES:
B Purap Vovses

3 g Wgos€S

Revised 8727002
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BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE DOCKET NO. W-02824A-07-0388
APPLICATION OF ICR WATER
USERS ASSOCIATION, AN ARIZONA
CORPORATION, FOR A
DETERMINATION OF THE
CURRENT FAIR VALUE OF ITS
UTILITY PLANT AND PROPERTY
AND FOR INCREASES IN ITS RATES
- AND CHARGES FOR UTILITY
SERVICE.

REBUTTAL TESTIMONY OF
| THOMAS J. BOURASSA
ON BEHALF OF ICR WATER USERS ASSOCIATION
| DECEMBER 14, 2007




- p—

O 0 NN L AW

(94} =~ W [\ Pt () O e -] ~l (@) W EY w N — )

INTRODUCTION AND PURPOSE OF TESTIMONY

PLEASE STATE YOUR NAME AND ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Dirive,

Phoenix, Arizona 85029.

HAVE YOU PREVIOUSLY SUBMITTED DIRECT TESTIMONY IN THE
INSTANT CASE?

Yes, my direct testimony was submitted in support of the initial application in this
docket by ICR Water Users Association (“ICR” or “Company”).

WHAT IS THE PURPOSE OF THIS REBUTTAL TESTIMONY?

I will provide rebuttal testimony vin response to the direct filing by Arizona

Corporation Commission Utilities DiVision Staff (“Staff””) with respect to the rate

‘base, the income statement, and the revenue requirement and rate design.

WHAT IS THE REVENUE INCREASE THAT THE COMPANY IS
PROPOSING IN THIS REBUTTAL TESTIMONY?
The Company is proposing a total revenue requirement of $356,594 which

constitutes an increase in revenues of $88,547, or 33.03% over test year revenues.

'HOW DOES THIS COMPARE WITH THE COMPANY'S DIRECT
" FILING?

In the direct filing, the Company requc;ted a total revenue requirement of
$355,174, an increase in revenues of $86,908, or 32.40%.

WHY IS THE REQUESTED REVENUE INCREASE HIGHER IN ICR’S
REBUTTAL FILING? |

In its rebuttal filing, ICR has adopted all of the revenue and expense adjustments

recommended by Staff. The net result of these adjustments is a $1,207 increase in

the proposed level of operating expenses compafed to the adjusted test year




o

expense. While not impacting the revenue requirement, the Company’s rebuttal
filing reflects a net decrease in Original Cost Rate Base (“*OCRB”) and Fair Value
Rate Base (‘;FVRB”) of $22,734 from the direct filing. The Company continues to
propose that its OCRB be used as its FVRB.

TO WHAT DO YOU ATTRIBUTE THE REDUCTION IN RATE BASE
FROM THE DIRECT FILING TO THIS REBUTTAL FILING?

Notably, the Company has accepted Staff’s adjustment to remove working capital
of $22,734. |

PLEASE SUMMARIZE THE PROPOSED REVENUE REQUIREMENTS

- AND RATE INCREASES FOR THE COMPANY AND STAFF AT THIS

STAGE OF THE PROCEEDING.

The proposed revenue requirements and proposed rate increases are as follows:

Revenue Requirement Revenue Incr. % Increase
Company-Direct $355,174 $86,908 32.40%
Staff $356,646 $88,547 33.03%
Company Rebuttal $356,594 $88,547 33.03%

IT APPEARS THAT STAFF AND THE COMPANY ARE IN AGREEMENT
ON THE REVENUE INCREASE, CORRECT? |

Yes. There is about a $50 difference in the revenue requ1rement “and is due toa
small difference in the revenue annualization adjustment discussed later in my
testimony. Putting this aside, this difference is inconsequentlal. For all intent and

purposes, the Company and Staff are in agreement.

DO THE COMPANY AND STAFF PROPOSE THE APPROXIMATELY

THE SAME OPERATING MARGIN?
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Yes. The Company proposes an operating margin of 15 percent, while Staff
proposés an operating margin of 15.01 percent. = These are materially the same
operating margins. |

RATE BASE.

WOULD YOU PLEASE »ID.ENTIFY THE PARTIES’ RESPECTIVE RATE
BASE RECOMMENDATIONS?

The rate bases proposed by all parties in the case are as follows:

OCRB FVRB
Company-Direct $(552,252) $(554,252)
Staff $(576,986) $(576,986) ]
Company Rebuttal — $(576,986) $(576,986)

PLEASE SUMMARIZE YOUR ADJUSTMENT(S) TO RATE BASE.

There is only one adjustment to the Company’s proposed rate base and this
adjustment is to working capitél.

HAS THE COMPANY ACCEPTED STAFF’S RECOMMENDATION FOR
ZERO WORKING CAPITAL? |

Yes. While the Company does not agree with Staff’s rationale that Class A, B,
and C utilities should not be allowed to use the formula fnethod and instead must
prepare lead-lag studies to request working capital, it has accepted Staff’s
adjustment to eliminate issues between the parties. See Direct testimony of
Charles H. Myhlhousen (“Myhlhousen- DT”) at 7. Rebuttal Schedule B-2
adjustment number 1 reduces working capital to zero.

WHY DO YOU DISAGREE WITH STAFF’_S RATIONALE?

No method of computing working capital, including lead-lag, is precisely correct.

The purpose of any working capital computation is to produce an amount of
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working capital allowance that is reasonable. The cost of the calculation should
not exceed the benefits. This is true regardless of the size of the utility. Lead-lag
studies are costly to prepare and disagreement between the parties is common.
Thus, the costs generally exceed the benefits. The formula method is simple and
can readily be adjusted for the effects of pro forma adjustments and has been
recognized by numerous regulatory bodies including this Commission.

INCOME STATEMENT.

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED

ADJUSTMENTS TO REVENUES AND EXPENSES AND IDENTIFY ANY
ADJUSTMENTS YOU HAVE ACCEPTED FROM STAFF? |

The Company rebuttal- adjustments are detailed on Rebuttal Schedule C-2, pages
1-6. The rebuttal income statement with adjustments is shown on Rebuttal
Schedule C-1, page 1-2.

Rebuttal adj'_ustmentv 1 decreases metered Water revenues by $219. This
adjustment addresses a correction to a revenue annualization computation error for
the 1 inch metered customer class contained in Company’s direct filing. Staff’s
has made a similar revénue annualization adjustment adjusting revenues down by
$167 (See Myhlhousen DT at 5).

Rebuttal adjustment 2 decreases repairs and maintenanéé expense by $153.
This adjustmcﬁt adopts ‘Staft’s adjustment number 2 (See Myhlhousen DT at 6 and
Staff schedule CRM-9). "

Rebuttal adjustment 3 increases contractual services expense by $2,264.

This adjustment adopts Staft’ s adjustment number 3 (See Myhthousen DT at 6 and

Staff schedule CRM-10).
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Rebuttal adjustment 4 decreases water testing expense by $917. This
adjustment adopts Staff’s adjustment number 4 (See Myhlhousen DT at 6 and
Staff schedule CRM-11). |

Rebuttal adjustment 5 increases property tax expense by $12. The
adjustment reflects an increase in the rebuttal proposed revenues over the
Company"s direct filing proposed revenues. Staff made a similar adjustment to
increase property taxes by $14 (See Myhlhousen DT at 6 and Staff schedule
CRM-12). The Company and Staff are in agreement on the method of computing

property taxes. This method utilized the Arizona Department of Revenue

(“ADOR”) formula and inputs two years of adjusted revenues: plus one year of
proposed revenues. . [ c;omputcd the property taxes based on the Company’s
proposed revenues, and then used the property tax réte that was used in the direct -
filing. |

ARE STAFF AND THE COMPANY IN AGREEMENT TO USE ACCOUNT
SPECIFIC RATES FOR DEPRECIATION AND ARE THOSE RATES THE
SAME AS THE COMPANY PROPOSED IN ITS DIRECT FILING? ‘
Yes, there is no disagreement between Staff and the Company on the level of
depreciétion expense computed using account specific depreciation rates. The
Company utilized Staff’s typical and cuétomary rates to compute dépreciation
expense. See Direct testimony of Thomas J. Bourassa (“Bourassa DT”} at 8.
Staff has recommended that the »Com_pany use Staff’s typical and customary rates
on a going forward basis. See Direct Testimony of J jan W. Liu (“LiuDT”) at 7.
RATE DESIGN (H SCHEDULES).

WHAT ARE THE COMPANY’S REBUTTAL PROPOSED RATES?

The Company’s rebuttal proposed rates for customers with a water meter size of:
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Meter
Size

5/8
3/4

1172
2

3
4
6

.The commodity charges and tiers by meter size are:

Meter
Size

5/8 and 3/4

1172

Monthly Gailons included
Minimum in Monthly Minimum
$ 2620 0
$ 39.30 0
$ 6550 0
$ 131.00 0
$ 209.60 0
$ 419.20 0
$ 655.00 -0
$1,310.00 0
Charge
Tier (gallons per 1,000 gallons
1 to 4,000 $ 2.984
4,001 t0 10,000 ~  $3.834
Over 10,000 $4.454
I t0 25,000 o $3.834
Qver 25,000 $4.454
1 to 50,000 $3.834
Over 50,000 $4.454
I to 80,000 $3.834
Over 80,000 $ 4.454
1 to 160,000 $3.834
Over 80,000 $4.454
1 to 250,000 $3.834
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~ Over 250,000 -~ $4.454
6 1 to 500,000 $3.834
Over 500,000 $4.454
The proposed standpipe rate and bulk water rate is $4.454 per 1,000 gallons with
no minimum monthly charge.
PLEASE EXPLAIN THE DIFFERENCES BETWEEN STAFF AND THE
COMPANY’S RATE DESIGNS.
Both Staff and the Company’s monthly minimums for each meter size are the
same. . Monthly minimums are scaled on the rated flows of a 5/8 inch meter.

Staff is proposing a 3 tier rate design which provides the same break over

- points for the 5/8 inch and % inch metered customers. The Company also

proposes that the same break over points for the 5/8 inch and % inch metered
customers. Staff proposes break over points of 4,000 gallons and 9,000 gallons,
respectively. The Company now proposes 4,000 gallons and 9,000 gallons,
respectively, in order to help eli}minate issues between the parties,

For 1 inch and larger meters, Staff is proposing a 2 tier design with distinct
break over points for each size meter. The Company similarly proposes a three
tier design with distinct break over points for each size meter. The Company’s
break 6ver points are _écaled on the>rated flows on a 5/8 inch meter using the 9,000
gallon second tier break over point of the 5/8 inch and % inch meters as the base.
The Company’s brez;k over pointsbfor the 1 % inch and larger meters are different
than Staff‘s. This is because the 1 ¥ inch and larger meter break over pbints for
Staff’s rates do not use a 9,000 gallon base - rather a 10,000 gallon base is used.

To be consistent, the Company recommends that the larger meter break over

points be scaled using a 9,000 gallon base.




1 |Q. ARE THERE DIFFERENCES BETWEEN STAFF AND THE COMPANY
2 ON THE COMMODITY CHARGES?
31lA.  Yes. While the monthly minimums are the same for both Staff and the
4 Company, there are differences in the commodity rates between the parties. Staff
5 | proposes commodity charge of $2.645 for the first tier of the 5/8 inch and % inch
6 meters while the Company proposes a commodity charge of $2.984. For the
7 second tier, Staff proposes a commodity charge éf $3.960 while the Company
8 proposes a commodity charge of $3..834. For the third tiér, Staff proposes a
9 commodity charge of $4.740 while the Company proposes a commodity charge of
10 $4.454. |
11 {|Q. PLEASE COMMENT ON THE STAFF COMMODITY CHARGES.
12 {|A.  The primary problem with Staff’s commodity charges is that the first tier
13 commodity rate of $2.645 is Jower than the current commodity charge of $2.80.
14 By lowering the commodity charge below what is currently charged sends the
15 wrong price signal to water users — basically, that water costs less. This is not a
16v sound rate design approach in light the Commission’s policy of promoting
17 conservation. | _ . |
18 {{Q. WHAT IS THE IMPACT ON A 5/8 INCH METERED CUSTOMER
‘_19 UNDER STAFF AND THE. COMPANY’S RATE DESIGNS?’
20 {|A The impact on 5/8 inch metered customers under the Company’s proposed rates is.
21 as follows:
22 Meter Size Present Rates Proposed . Dollar Percent -
' Rates Increase
23 5/8 Inch ' -
| Average (7,085 gals) $37.04 $49.96 . $12.93 34.90%
| - 24 Median @s00gals) $29.80 $40.05 $1025 | 3441%
25




I The impact on 5/8 inch metered customers under Staff’s proposed rates is as
2 follows: |
| 3
| 4 Meter Size Present Rates Proposed Dollar Percent
Rates Increase .
ﬁ 51 |5/8Inch
Average (7,085 gals) $37.04 - $48.99 $11.96 32.29%
6 Median (500 gats) $29.80 $38.76 $ 8.96 30.07%
. ; |
811Q. ARE THE COMPANY AND STAFF IN AGREEMENT ON THE
9 PROPOSED METER AND SERVICE LINE INSTALLATION CHARGES?
10 JA.  Yes. See Staff Schedule CRM-13, page 2.
1T {1Q. ~ ARE THE COMPANY AND STAFF IN AGREEMENT ON THE
12 PROPOSED MISCELLANEOUS SERVICE CHARGES? 4
13 ||A.  Yes. The Company agrees with Staff’s proposal for the 1até fee charge of 1.5%
14 per month. See Myhlhousen DT at 9.
15 {|Q. DOES THIS CONCLUDE YOUR TESTIMONY?
16 ||A Yes. |
17 |
18
19
20
21
22 || 08081
23
24
25




ICR Water Users Association Exhibit
Test Year Ended December 31, 2006 Rebuttal Schedule A-1
Computation of increase in Gross Revenue Page 1
Requirements As Adjusted Witness: Bourassa
Line
" No. .
1 Fair Value Rate Base : $ (576,986)
2
3 Adjusted Operating income (35.058)
4 .
5 Cusrent Rate of Refurn N/A
6 .
‘ 7 Required Operating income Operating Margin = 15.00% 3 53,489
8 K
1 9 Required Rate of Return on Fair Value Rate Base N/A
| .10
" Operating Income Deficiency $ 88,547
12
13 Gross Revenue Conversion Factor 1.0000
14
15 Increase in Gross Revenue . R
16 Requirement $ 88,547
17
18 % Increase 33.03%
19 ’
20 Customer Present Proposed Doliar Percent
21 Classification Rates Rates Increase Increase
22 {Residential Commercial, Jrrigation)
23 . :
24 5/8 x 3/4 Inch Residential $ 148,282 $ 207,922 § 59,640 40.22%
25 3/4 inch Residentia! - - - 0.00%
26 1 Inch Residential 15,942 22,328 6,386 - 40.06%
27 2 inch Residential : 39,929 58,391 18,462 46.24%
28 Construction Water- 4117 664 246 59.07%
29  Sublotal $ 204,571 § 289,305 $ 84,734 41.42%
10 i .
31 Revenue Annualization 9,738 13,964 4,226 43.40%
32 .
33 Other Water Revenues 53,403 53,403 - 0.00%
34 .
35 Revenue Reconciliation to GL (335) (335) 0.00%
36
- 37 Total of Water Revenues ’ $ 267,712 § 356,672 $ 88,625 33.10%
38
39
40
41
42
43

44 SUPPORTING SCHEDULES:

45 Rebuttal B-1
46  Rebuttal C-1
‘47 Rebuttal C-3

- 48 Rebuttal H-1




ICR Water Users Association - Exhibit
Test Year Ended December 31,2006 = Rebuttal Schedule B-1

Summary of Rate Base Page 1
Witness: Bourassa

Line Original Cost Fair Value
. No. Rate base Rate Base

1
2 Gross Utility Plant in Service $ 5,331,978 $ 5,331,978
3 Less: Accumulated Depreciation 625,682 625,682
4

- 5 Net Utility Plant in Service $ 4,706,296 3 4,706,296
6
7 Less:;
8 Advances in Aid of
9 Construction 3,932,263 3,932,263
10 Contributions in Aid of . .

1 Construction 1,419,166 . 1,419,166
12 Accumulated Amortization of CIAC (88,697) (88,697)
14 Customer Meter Deposits , 20,550 . 20,550

15 Deferred Income Taxes & Credits -
16 Deferred Assels -

17
18
19 Plus:

20 Unamottized Finance Charges -
21 Material and Supplies Inventories -
22 Prepaymenis -
23 Aliowance for Working Capital -

27 Total Rate Base ~ 3 (576.986) % "~ (576,966)

31 SUPPORTING SCHEDULES:

32 Rebuttal B-2
33  Rebuttal B-5
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ICR Water Users Association
Test Year Ended December 31, 2006
Original Cost Rate Base Proforma Adjustments

Exhibit

Rebuttal Schedute B-2
Page 1

Witness: Bourassa

Rebuttal B-2, pages 2

Rebuttaf
Adjusted Adjusted
at atend
End of of
Test Year Adjustments Test Year
Gross Utility

Plant in Service $ 5,331,978 - $ 5,331,978

Less:

Accumulated

Depreciation . 625,682 - 625,682
Net Utility Plant

in Service $ 4,706,296 § - $ 4,706,296
‘Less:

Advances in Aid of

Construction ) 3,932,263 - 3,932,263
Contributions in Aid of .

Construction (CIAC) : 1,419,166 . - 1,419,166
Acciim. Amortization of CIAC . (88.697) ; (88,697)
Customer Meter Deposits 20,550 0 20,550
Deferred Income Taxes - - -
investment Tax Credits - - -
Plus: .

Unamortized Finance Charges - -
Material and Supplies Inventories - - -
Prepayments - - -
Allowance for Working Capital 22,734 (22,734) -
Total . $ {554,252) $ (22,734) $ (576,986)
SUPPORTING SCHEDULES:
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ICR Water Users Association Exhibit )
Test Year Ended December 31, 2006 Rebuttal Schedule B-2
Original Cost Rate Base Proforma Adjustments . Page 4
Adjustment 1 Witness: Bourassa

o
)
@

Working Capital

Working Capital per Direct Filing ’ $ 22,734
Working Capital Per Rebuttal Filing . -

Difference $ 22,734

wco\lmcnbwro—s%

10 Increase (Decrease) to Working Capital $ 322,7342

13 SUPPORTING SCHEDULES
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ICR Water Users Association Exhibit
Test Year Ended December 31, 2006 Rebuttal Schedule B-5

Computation of Working Capital Page 1
' Witness: Bourassa

Cash Working Capital (1/8 of Allowance

Operation and Maintenance Expense) $ 22,745
Pumping Power (1/24 of Pumping Power) -
Purchased Water Treatment (1/24 of Purchased Water) 677

Total Working Capital Aﬂowancé Rebuttal $ 23,421
Total Working Capital Allowance Requested | $ -
Working Capital per Direct Filing ' s 22,734
Increase (Decrease) in Working Capital $ (22,734)

SUPPORTING SCHEDULES: RECAP SCHEDULES:
Rebuttal B-1




JCR Water Users Association Exhibit
Test Year Ended December 31, 2006 Rebuttal Schedule C-1
Income Statement Page 1
Withess: Bourassa

t

Adjusted Rebuttal Proposed Adjusted
Line ) Book Adjusted Rate with Rate
No. Results Adjustments Results Increase Increase
1 Revenues .
2 Metered Water Revenues $ 214,863 § (219) $ 214643 $ 88,547 $ 303,190
3 Unmetlered Water Revenues - - - -
4 Other Water Revenues 53,403 - 53,403 53,403
5 $ 268,266 $ (219) $ 268,047 $ 88547 $ 356,594
6  Operating Expenses R
7 Salaries and Wages $ - - 8 - $ -
8 Empioyee Pensions and Benefits 6,388 - 6,388 6,388
9 Purchased Water 16,239 - 16,239 16,239
10 Purchased Power - - - .-
M ‘Chermnicals 2,516 - 2,516 2,516
12 Water Testing 4,946 (917) 4,029 4,029
13 Repairs and Maintenance 14,542 (153) 14,389- 14,389
14 Contractual Services - Engineering 1,720 - 1,720 : 1,720
15 - Contractual Services - Accounting 32,549 - 32,549 32,549
16 Confractual Services - Legal 513 - 613 513
17 Contractual Services - Other 83,963 2,264 86,227 . 86,227
T 18 Water Testing - - - -
19 Rental of Building/Real Property - 3,600 - 3,600 3,600
. 20 Rental of Equipment - . - - -
21 Transportation Expenses - - - -
22 Telephone 751 - 751 751
23 Insurance : 8,995 - 8,995 8,995
24 " Regulatory Commission Expense - Ri 20,000 - 20,000 20,000
25 Bad Debt Expense - - - ) ) -
26 Miscellaneous Expense : 235 - 235 235
27 Depreciation Expense 93,748 - 93,748 93,748
28 Property Taxes 11,148 12 11,160 . 11,160
29 Payroli Taxes . - - - -
30 Sales Tax Expense : - - .- -
31 income Tax 45 - 45 ’ 45
32 '
33  Total Operating Expenses $ 301,898 $ 1207 $ 303,105 $ - $ 303,105
34 Operating Income $ (33632) § (1426) $ (35,058) $ .88547 $ 53,489

35 Other Income (Expense)

36 interest income 180 180 . 180
37 Other income : 779 779 779
38 Interest Expense - - -
39 Other Expense - - -
40 )
41  Total Other Income (Expense) $ . 959 § - $ 959 § - $ 959
42  Net Profit (Loss) 3 (32,673) 9 (1426) § (34,099) $ 88547 § 54,448
43 . :
44
a5 ,

- 46 SUPPORTING SCHEDULES: . RECAP SCHEDULES;

. 47 Rebuttal C-1, Page 2 Rebuttal A-1

48 Rebuttal C-2
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ICR Water Users Association Exhibit
Test Year Ended December 31, 2006 Rebuttal Schedule C-2
Adjustments 1o Revenues and Expenses Page 1

Witness: Bourassa

Line Adjustments to Revenues and Expenses
No, i 2 3 4 5 1
1 Revenue - Repairs and Contractuaf Water Property intentionally
2 Annuafization Malntenance Senvices-Other Testing Taxes Left Blank Subtotat
3 Revenues (219) ' (219)
4 - . R
5 Expenses {153) 2,264 917) 12 1,207
[
} 7 Operating - -
| 8 fncome {219) 153 {2.264) 917 {12) - {1,426)
9
10 Interest . : -
1 Expense -
12 Other .
13 lncome/ -
14 ©Bxgpense
15 )
16 Netincome (219) 153 (2,264) 917 (12) - (1.426)
17
18
19 Adiustments to Revenues and Expenses
20 z 8 [ 10 n ”
21 " jonally Intentionally 0 " Y ok tentionally
22 Left Blank Lefl Blank Left Blank Left Blank _ Lefl Blank Left Blank Sublatal
23 . Revenues . . (219)
24
25 Expenses i 1,207
26
27  Operaling
28 Income - - - - - - {1.426)
29
30  interest -
31 BExpense -
32 Other
33 income/ -
M4 E
35 .
36  NetIncome - - - - - - {1,426)
37 =
38
39 . Adjustments to Revepues and Expenses
40 : k] Coa 15 18 i 8
41 ionatly io Intentionall Intentionally Intentionally Inentionally
42 Left Blank Left Blank Left Blank Left Blank Left Blank Left Blank Totat
43  Revenues ’ {219)
44
45 Expenses 1,207
46
47 Operaling .
48 ° lncome - - - - . - - "(1,426)
49 .
50 Interest
51 Expense ~
: 52  Other
i &3 Income / -
i 54 Exp
55 .
56  Net income ~ - ~ - - - {1,426)




Line
No.

1

2
3
4
5
6
7
8
9

0
1

1
1
12
13

14
15
16 .
17
18
19
20

ICR Water Users Association
Test Year Ended December 31, 2006
Adjustment to Revenues and Expenses
Adjustment Number 1

Revenue Annualization

Revenue Annualization per Rebuttal Filing
Revenue Annualization per Direct Filing

Difference

Adjustment to Revenues/Expenses

SUPPORTING SCHEDULE
C-2, pages 2a-2
Staff Adjustment #1 CRM-8

Exhibit

Rebuttal Schedule C-2
Page 2

Wilness: Bourassa

$ 9,738
9,967

$ {219)

$ 219
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ICR Water Users Association Exhibit

| Test Year Ended December 31, 2006 Rebuttal Schedule C-2
) Adjustment to Revenues and Expenses Page 3 )
‘ Adjustment Number 2 Witness: Bourassa
Line
No.
| 1 Repairs and Maintenance
2
3 .
4  Staff Adjusted Repairs and Maintenance (CRM-9) $ 14,389
§ Repairs and Maintenance per Direct Filing 14,542
6 - . .
7
8 Difference $ 163
9
10
11
12 Adjustment to Revenues/Expenses 3 153
13
14

15 SUPPORTING SCHEDULE

16 Staff Adjustment #2 CRM-9




Line

Qm\lmmwaﬂoz

ICR Water Users Association
Test Year Ended December 31, 2006
Adjustment to Revenues and Expenses
Adjustment Number 3

Contractual Services - Qther

Staff Adjusted Contractual Services (CRM-10)
Contractual Services - Other per Direct Filing

Difference

Adjustment to Revenues/Expenses

SUPPORTING SCHEDULE

Staff Adjustment #3 CRM-10

$

s

86,227
83,963

2,264

2,264

Exhibit

Rebuttal Schedule C-2
Page 4

Witness: Bourassa




! v

ICR Water Users Association : Exhibit
- Test Year Ended December 31, 2006 Rebuttal Schedule C-2

Adjustment to Revenues and Expenses . Page 5
i Adjustment Number 4 : Witness: Bourassa

Line
No.

1 Water Testing

2

3

4  Staff Adjusted Water testing Expense (CRM-11) . $ 4,029

5  Water testting Expense per Direct Filing 4,946

6

7

8 Difference $ 917

9

10 .

11 .

12 . Adjustment to Revenues/Expenses . $ (9172 .

13

14

16 SUPPORTING SCHEDULE
16  Staff Adjustment #4 CRM-11




ICR Water Users Association Exhibit

! Test Year Ended December 31, 2006 Rebuttal Schedule C-2
‘ Adjustment to Revenues and Expenses Page 6
} . Adjustment Number & Witness: Bourassa
Line
No. :

1 Adiust Property Taxes to Reflect Proposed Revenues:

2 .

3 Adjusted Revenues in year ended 12/31/2006 $ 268,047

4 Adjusted Revenues in year ended 12/31/2006 268,047

5 Proposed Revenues 356,594

6

7  Average of three year's of revenue $ 297,562

8 Average of three year's of revenue, times 2 $ 595,124

9 Add: .

10 Construction Work in Progess at 10% $ -

11 Deduct:

12 Book Value of Transportation Equipment -

13 ' .

14 Full Cash Value : : $ 595,124

23.50%

15 Assessment Ratio

16 Assessed Value 139,854
17  Property Tax Rate 7.9800%
18

19 Propenty Tax 11,160
20 Tax on Parcels 0
21 .

22 Total Property Tax at Proposed Rates Rebuttal . $ 11,160
23 Property Taxes per Direct Filing 11,148
24 Change in Property Taxes ) $ 12
25

26

27 Adjustment to Revenues and/or Expenses $ 12
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ICR Water Users Association Exhibit
Bill Comparison of Present and Proposed Rates Rebuttal Schedule H-4
Customer Classification 5/8 Inch Meter Page 1
Test Year Ended December 31, 2006 Witness: Bourassa

(Excludes all Revenue Related Taxes)

Present Proposed  Dollar Percent

Usage Bill Bill Increase Increase
: - $ 2000 $ 2620 $ 6.20 31.00%
| 1,000 20.00 2918 $ 9.18 45.92% Present Rates:
2,000. 22.80 32147 $ 937 41.09% Monthly Minimum: $ 20.00
3,000 25.60 3515 $ 955 37.31% Gallons in Minimum 1,000
4,000 28.40 3814 $ 974 34.28% Charge Per 1,000 Gallons
5,000 31.20 4197 $ 1077 34.52% $ 280
6,000 34.00 4580 $ 11.80 34.72%
7,000 36.80 4964 $ 1284 34.89%
8,000 39.60 53.47 $ 13.87 35.03%
9,000 4240 . 5731 § 1491 35.16%
10,000 4520 6176 $ 16.56 36.64%
12,000 50.80 7067 $ 19.87 39.11% Proposed Rates:
14,000 56.40 79.58 $ 23.18 41.09% Monthly Minimum: $ 26.20
16,000 62.00 88.48 $ 26.48 42.72% Gallons in Minimum -
18,000 67.60 97.39 § 2979 44.07% Charge Per 1,000 Gallons :
20,000 73.20 106.30 $ 33.10 45.22% Upto . 4,000 $2.984
25,000 87.20 128.57 $ 4137 47.44% Up to 9,000 $ 3.834
30,000 101.20 150.84 $ 49.64 49.05% Over 9,000 $ 4.454
35,000 115.20 17311 § 57.91 50.27%
40,000 129.20 195.38 § 66.18 51.22%
45,000 143.20 21765 $ 74.45 51.99%
50,000 157.20 23992 § 8272 52.62%
60,000 185.20 284.46 $ 99.26 53.60%
70,000 213.20 329.00 $ 11580 . 54.32%
80,000 . 241.20 373.54 § 132.34 54.87%
90,000 269.20 418.08 $ 148.88 © 55.30%
100,000 297.20 462.62 $ 165.42 55.66%

Average Usage : :

7,085 $ 37.04 $ 4996 $§ 1293 34.90%
Median Usage

4500 $ 2080 $ 40.05 § 1025 34.41%




JCR Water Users Association

Bill Comparison of Present and Proposed Rates

Customer Classification

1 Inch Meter

Test Year Ended December 31, 2006
(Excludes all Revenue Related Taxes)

Usage

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000
10,000
12,000
14,000
16,000
18,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
60,000
70,000
80,000
90,000
100,000

$

" Present Proposed  Dollar
Bill Bill Increase
50.00 $ 6550 $ 15.50
50.00 69.33 $ 19.33
52.80 73.147 $ 20.37
5560 7700 $ 21.40
58.40 80.84 $ 2244
61.20 8467 $ 2347
64.00 88.50 § 24.50
66.80 92.34 § 2554
69.60 96.17 $ 26.57
72.40 100.01 $§ 27.61
75.20 103.84 §$ 2864
80.80 111.561 § 30.71
86.40 119.18 $ 32.78
92.00 126.84 $ 34.84
9760 13451 $ 36.91
103.20 142.18 $ 38.98
117.20 162.90 $ 45.70
131.20 185.17 § 53.97
145.20 20744 $ 6224
1569.20 22971 $ 70.51
173.20 25198 §$ 7878
187.20 27425 $ 87.05

215.20 318.79 $ 103.59
24320  363.33 § 120.13
271.20 407.87 $ 136.67
299.20 452.41 $ 153.21
327.20

496.95 $ 169.75

Average Usage

9470 $ 7372 $101.81 $ 28.09
Median Usage

1,500 $ 5140 $ 7125 $ 19385

Percent

Increase

31.00%
38.67%
38.58%
38.49%
38.42%
38.35%
38.29%
38.23%
38.18%
38.13%
38.09%
38.00%
37.94%
37.87%
37.82%
37.77%
38.99%
41.14%
42.87%
44.29%
45.48%
46.50%

. 48.14%

49.40%
50.39%
51.21%

51.88%

38.11%

38.62%

Exhibit

Rebuttal Schedule H-4
Page 2

Witness: Bourassa

Present Rates:

. Monthly Minimum:

Gallons in Minimum
Charge Per 1,000 Gallons
Ali gallons

Proposed Rates:

Monthly Minimum:

Gallons in Minimum

Charge Per 1,000 Gallons

Upto 22,500
Over 22,500

$50.00
1,000

$ 280

$65.50

$3.834
$4.454




ICR Water Users Association Exhibit

Bill Comparison of Present and Proposed Rates Rebuttal Schedule H-4
Customer Classification 2 Inch Meter Page 3
Test Year Ended December 31, 2006 Witness: Bourassa
(Excludes all Revenue Related Taxes)
Present Proposed Dollar Percent
; Usage Bill Bill Increase Increase
‘ . - $ 16000 $ 20960 $ 4960  31.00%
1,000 160.00 21343 § 5343 33.40% Present Rates:
2,000 162.80 T 217.27 $ 5447 33.46% Monthly Minimum: $160.00
3.000 165.60 22110 $§ 5550 33.52% Gallons in Minimum 1,000
4,000 168.40 22494 $ 56.54 33.57% Charge Per 1,000 Gallons
5,000 171.20 22877 '$ 5757 33.63% All Gallons $ 280
6,000 174.00 23260 $ 58.60 33.68% :
7,000 176.80 23644 $ 59.64 33.73%
8,000 179.60 24027 $ 60.67 33.78%
9,000 182.40 24411 $ 6171 33.83%
10,000 185.20 24794 $ 6274 33.88%
12,000 190.80 25561 $ = ©64.81 33.97% Proposed Rates:
14,000 196.40 26328 $§ 66.88 34.05% Monthly Minimum: $209.60
16,000 202.00 27094 $§ 68.94 34.13% Gallons in Minimum -
18,000 207.60 278,61 $ 7101 34.21% Charge Per 1,000 Gallons
20,000 - 213.20 28628 $§ 73.08 34.28% Up to , 22,500 $ 3.834
25,000 227.20 307.00 $ 79.80 35.12% Over 22500 $ 4.454
30,000 241.20 32927 $  88.07 36.51% '
35,000 255.20 35154 $ 96.34 37.75%
40,000 269.20 373.81 § 104.61 38.86%
45,000 283.20 39608 $ 112.88 39.86%
50,000 297.20 41835 $ 12115 40.76%
60,000 325.20 462.89 $ 137.69 42.34%
70,000 353.20 . 50743 § 15423 43.67%
80,000 381.20 §51.97 $ 170.77 44.80%
90,000 409.20 596.51 $ 187.31 45.77%
100,000 - 437.20 64105 $ 203.85 46.63%
150,000 577.20 863.75 $ 286.55 49.64%
200,000 717.20 1,086.45 § 369.25 51.48%
250,000 857.20 1309.16 $ 451.95 52.72%
300,000 - 997.20 1,531.85 $ 53465 §3.62%
350,000 1,137.20 1,75455° § 617.35 54.29%
400,000 1,277.20 197726 § 700.05 54.81%
450,000 1,417.20 219995 § 78275 55.23%
§00,000 1,5667.20 242265 § 86545 55.58%

Average Usage .

82,182 $ 38731 $§ 56169 $ 174.38 45.02%
Median Usage

22500 $§ 22020 $ 29587 $ 7567 34.36%




ICR Water Users Association
Bill Comparison of Present and Proposed Rates
Customer Classification
’ Test Year Ended December 31, 2006
(Excludes all Revenue Related Taxes)

Present  Proposed Dollar. Percent
Usage Bill Bill Increase  Increase
. $ - $ - $ - 0.00%
1,000 2.80 4.45 1.65 59.07%
2,000 5.60 8.91 3.31 59.07%
3,000 8.40 13.36 4.96 59.07%
4,000 11.20  17.82 ' 6.62 59.07%
5,000 14.00 22.27 8.27 59.07%
6,000 16.80 26.72 9.92 59.07%
7,000 19.60 31.18 11.58 59.07%
8,000 22.40 35.63 13.23 59.07%
9,000 2520 40.09 14.89 59.07%
10,000 28.00 44.54 16.54 59.07%
12,000 33.60 53.45 19.85 59.07%
14,000 39.20 62.36 23.16 59.07%
16,000 44.80 71.26 26.46 59.07%
18,000 50.40 80.17 2077  59.07%
20,000 56.00 89.08 33.08 59.07%
25,000 70.00 111.35 41.35 59.07%
30,000 84.00  133.62 4962 59.07%
35,000 98.00 165.89 57.89 59.07%
40,000 112.00 178.16 66.16 59.07%
45,000 126.00 200.43 74.43 59.07%
50,000 140.00 222.70 8270  59.07%
60,000 168.00 267.24 99.24 59.07%
70,000 196.00 311.78 11578  59.07%
80,000 224.00 356.32 132.32 59.07%
90,000 252.00  400.86 148.86 59.07%
100,000 280.00 .. 445.40 165.40 59.07%
Average Usage
149,000 $ 417.20 $ 663.65 §$ 24645 59.07%
Median Usage
59.07%

74,500 $ 208.60 $ 331.82 § 123.22

Construction Water

Exhibit

Rebuttal Schedule H-4
Page 4

Witness: Bourassa

Present Rates:

Monthly Minimum: $ -
Gallons in Minimum i
Charge Per 1,000 Gallons

$ 280
. Proposed Rates:
Monthly Minimum: $ -
Gallons in Minimum -
Charge Per 1,000 Gallons
'$ 4.454
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INTRODUCTION.

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Robert M. Busch. My business address is P.O. Box 5669, Chino

Valley, AZ 86323.

WHERE ARE YOU EMPLOYED AND WHAT ARE YOUR
RESPONSIBILITIES?

I work for MDI Financial Services as the Water Company Manager. MDI
Financial Services is the managerhent company of ICR Water Users Association
(“ICR” or “Company”). I have been working for ICR since May of 2005. My
responsibilities include the fdllowing: approving invoices for payment, preparing
water use summaries and analysis for the Company’s Board of Directors,
authorizing expenditures for répairs and maintenance up to $2,000>, handling
customer inquiries and complaints, reviewing financial reports, attending regular
Board meetings and reporting monthly water company activities, preparing
annual operating budget and annual reconciliation of expenses due from the
developers, and consulting with the certiﬁed operator on maintenance and

operational issues.

WHAT IS YOUR EDUCATIONAL AND PROFESSIONAL

BACKGROUND?

I obtained an undergraduate degree in Mathematics at the University of Denver,
and subsequently graduated from a one-year specialized engineefing program at
the University of Colorado. |
In addition to providing management services to ICR, I also provide
management services to Granite Oaks Water Users Association. For three year_s,
from 2000 to 2003, I served as the President of the Board of Directors of Granite
Oaks Water Users Association. Prior to this, I was employed by US West (now
Qwest) for over 25 years, with my last position being the Director of Real Estate

and Support Services.
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ON WHOSE BEHALF ARE YOU TESTIFYING?

] am testifying on behalf of ICR, in support of the proposed rate increase.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE COMMISSION?
No, this is my first time.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS
PROCEEDING?

The purpose of my rebuttal testimony is to provide an update of the Company’s
compliance status with the Arizona Department of Environmental Quality
(“ADEQ”). I also will briefly address the contractual relationship between the
golf course and the Company. I will also respond to some of the
recommendaﬁons made by the Arizona Corporation Commission

(“Commission”) Staff in their direct testimony.

SUMMARY.

" PLEASE PROVIDE A SUMMARY OF YOUR REBUTTAL TESTIMONY.

My rebuttal testimony addresses the following:

(l) In response to the discussion in Staff’s engineering report abpﬁt, ICR’s non-
compliance with ADEQ reporting requirements, ICR is currently in
compliance with ADEQ MRDL reporting requirements and expects to be in
compliance Vﬁth ADEQ lead and copper requirements early next year.

(2) In response to Staff’s recommendation rélating to ADEQ compliance, ICR |
agrees that ADEQ compliance should be a condition of the Commission’s
decision, but should not be a -coridition that needs to be met before the new
rates can go into effect. As detailed below, ICR has no control over when
ADEQ’s compliance database will be appropriately updated despite providing
the required information. » |

(3) In response to Staff’s testimony relating to the water delivered to the golf

course, ICR does not sell water to the golf course. ICR, however, does deliver

_3-




1 water to the golf course per the Well Agreement. Under the Well Agreement,
2 the golf course pays wheeling charges and a pro rata share of the operation,
3 maintenance and repair expenses of the water system to ICR.
4 (4) In response to the recommendation made in Staff’s engineering report about
5 separating water use data in future annual reports, ICR secks clarification of
6 this recommendation.
7] m. ADEQ COMPLIANCE.
B Q. WOULD YOU SUMMARIZE THE COMPANY’S COMPLIANCE
9 - STATUS WITH ADEQ AS OF JUNE 26, 2007, THE DATE OF THE RATE
10 APPLICATION?
1A Yes. As a matter of background, the Company operates two water systems—
Y Inscription Canyon Ranch system (PWS #13-303) and the Talking Rock Ranch
g j‘% 13 system (PWS #-413-263)' My company has managed both systems since the
Emgg‘%\% 14’ second ’quarter‘ of 2005. Although not interconnected, bothvsystems originally
jg;;“g 15 operated under one ADEQ public water system number until ADEQ requested
| 53} l-’f’g 16 that the systems be assigned two different numbers. As such, the Talking Rock
8 17 Ranch system was assigned a seéparate public water system number in the first
18 quarter of 2006. o ' '
1v9. For the Inscription Canyon Rapch system, ADEQ iﬂdicated that the
20 quarterly Maximum Residual Disinfectidn Lével (“MRDL”)-reports and the fwo
21 consecutive six-month lead and copper monitoring reports were not completed
29 and submitted. Also, the Company was only providing five lead and cdpper
23 samples per monitoring period, instead of twenty.
24 For the Talking Rock Ranch system, ADEQ indicated that the quarterly |
25 MRDL reports and the two consecutive six-month lead and copper monitoring
| 26 reports were not completed and submitted.
| 27
28
2080134.1




1] Q. SOISIT YOUR UNDERSTANDING THAT COMPANY’S COMPLIANCE
2 DEFICIENCIES ACCORDING TO ADEQ ONLY RELATE TO MRDL
AND LEAD AND COPPER REPORTING? »
3 A. Yes, those are the only two ADEQ compliance issues that the Company is aware
4 of.
5 -
Q. CAN YOU PROVIDE AN UPDATE REGARDING THE COMPANY’S
6 COMPLIANCE WITH MRDL REPORTING?
71 A. Yes, th¢ Company has provided ADEQ with the required quarterly MRDL reports
8 for both of its systems on two separate occasions. The Company first filed each
9 of the MRDL reports when they were originally due (after each quarter in 2005,
10 2006, and 2007). When the Company requested and received an ADEQ
Ry compliance status report, dated April 4, 2007, to submit as an exhibit to the rate
g 12 application, ICR learned that ADEQ’s database showed that the Company did not
IR
cé) >‘§ 13 submit the majority of its MRDL reports. Within thirty days of learning this (by
| 8s28 : '
Zgéfgé 14 May 2007), the Company resubmitted all MRDL reports for the Inscription
?,ngg 15 Canyon Ranch system and Talking Rock Ranch system via certified mail to
5:)! Eé’ 16 ADEQ.
(o]
17 Staff Witness Jian Liu’s direct testimony, filed November 30, 2007, stated
18 that ADEQ’s compliance database still showed that the Company was not in
19 compliance with ADEQ MRDL reporting requirements. Concerned by the fact
20 that ADEQ’s database was still not updated after six months of resubmitting all of
21 its MRDL reports (and iﬁ some instances, years after the reports were originally
22 Submitted), the Company contacted the Drinking Water Monitoring and
23 Protection Unit of ADEQ to determine its compliance status. “According to
24 ADEQ, the Company is now in complete compliance with all MRDL reporting
25 requirements. ADEQ only recently updated ICR’s MRDL compliance status on
26 December 6, 2007. The Company will obtain a copy of this compliance update
27 and file it with the Commission upon receipt.

[N
o]

2080134.1




1| Q. CAN YOU PROVIDE AN UPDATE REGARDING THE COMPANY’S
2 COMPLIANCE WITH LEAD AND COPPER TESTING?
3 A. Yes, as stated in the. Company’s rate application in this matter, the Company
4 initiated a plan to complete two consecutive lead and copper testing, six-months
5 ' apart, for both systems by January 2008. The testing consists of collecting 30 .
6 water samples taken at the same time of day from 30 different customers. This
7 plan was developed with input from ADEQ and pursuant to ADEQ requirements.
g The Company completed the first round of testing in June 2007. The second
9 round of testmg will be completed this month, December 2007. The results of the
10 second round of tests will be available to ‘the Company in January 2008, which
1 will be provided to ADEQ. The Company.expects that the lead and copper test
: 12 results will meet ADEQ standards.
g :§ 13 | Q. DOES THE COMPANY AGREE WITH STAFF’S RECOMMENDATION
= | g1isg TO STAY THE RATE INCREASE UNTIL THE COMPANY IS IN
= gg""’; 14 COMPLIANCE WITH ADEQ?
§§§§ 151 A The Company is not objecting to be in compliance with ADEQ requirements, but
c% I iig 16 proposes a modification to Staff’s recommendation.
5
H Q. WHAT DOES THE COMPANY PROPOSE INSTEAD?
18 A.  The Company proposes that it should ﬁlo, as a compliance item, within one year
19 of the decision date in this matter, documentation from ADEQ demonstrating that
20 the Company is in combliancé with ADEQ. This alternative is appropriate m this
21 case and is consistent with prior Commission decisions. ‘
zj Q. - WHY IS THE COMPANY’S REVISED RECOMMENDATION MORE‘
| SUITABLE IN THIS CASE?
241 A The Company believes that it is currently deliverir_xg safe and reliable water to its™
‘ 25 customers, and is working with ADEQ to make sure that all reporting
‘ 26 requirements are met. The Company has already Satisﬁed ADEQ’s MRDL
27 reporting requirements, but as stated above, the lead and copper testing reports
28

2080134.1
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will not be available to send to ADEQ until January 2008. Once sent to ADEQ
early next year, the Company has no control over how long it will take ADEQ to
update its compliance database. As indicated above, it took ADEQ six months |
(an in some instances, years) to update the Company’s MRDL compliance status
even though the Company submitted its MRDL reports on two different
occasions.A As a result, ICR fears that its new rates will be delayed for an
inordinate amount of time because 'the'ADEQ compliance database will not be

timely or accurately updated with ICR’s lead and copper testing.

IV. GOLF COURSE WATER.

Q. DO YOU AGREE WITH THE STATEMENT IN THE DIRECT
TESTIMONY OF STAFF WITNESS CHARLES MYHLHOUSEN THAT
THE “GOLF COURSE DOES NOT RECEIVE OR PURCHASE ANY
WATER FROM ICR”?

A. In part. The Compahy wants to make sure that Mr. Myhlhousen’s statement is.
not interpreted incorrectly. It is true that ICR does not sell water to the golf |
course. Pursuant to the Well Agreement between ICR, the golf course and
developer of Talking Rock Ranch, there are three wells within the Talking Rock-
Ranch subdivision that supply water to ICR’s customers and the golf course. The
golf course owns two of these wells and ICR owns the third. ICR, as the water
company, pumps and delivers the water from the wells to the golf course. |

Q. DOES THE GOLF COURSE PAY FOR THE DELIVERY OF ATH'IS
WATER? ' ..

A. Yes. Pursuant to the Well Agreement, the golf course pays ICR a wheeling
charge for the delivery of water to the golf course. The golf also pays for a pro
rata share of the operation, maintenancé and repair expenses for the water systém

each month, which is subject to a true-up at the end of the year.

2080134.1
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WATER USE DATA.

PO YOU AGREE WITH STAFF’S RECOMMENDATION REQUIRING
ICR TO SEPARATE OUT THE WATER USE DATA IN FUTURE
ANNUAL REPORTS?

ICR does not necessarily object to Staff’s recommendation but reciu’ests
clarification from Staff. The Company wants to make éure that it is able to
provide the data requested. Currently, the Company can provide the following
information on a monthly basis: |

(1) amount of water pumped from each system;

* (2) amount of water pumped to the golf course; »
(3) amount of water used by the developer of the Talking Rock Ranch
subdivision for construction;
(4) amount of water used by customers (exchjding the golf course)
(5) amount of water unaccounted for; and |

(6) total number of customers.

“ICR can also provide a plant summary for both systems on an annual basis. If

Staff agrees that the information above satisfies their requirements, then ICR has

VL

2080134.1

no objection to Staff’s recommendation.

CONCLUSION.

'DOES THIS COMPLETE YOUR TESTIMONY?

Yes.
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INTRODUCTION.

" WHAT IS THE PURPOSE OF. THIS SUPPLEMENTAL REBUTTAL

" Commission Staff to file rebuttal testimony. My Supplemental Rebuttal Testimony

course.

‘Well Agreement establishes the identity and timeframe of the wells to be

PLEASE STATE YOUR NAME AND'ADDRESS. |
My name is Robert M. Busch. I have been contracted by ICR Water -User's
Association, Inc-. (“ICR” or “Associat_i_oﬁ”) to be the Association’s manager. My
business address is P.O. Box 5669, Chino Valley, AZ 86323. A |

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY IN THIS
PROCEEDING? |

Yes, I submitted Rebuttal Testimony on December 14, 2007. My Rebuttal
Testimony addressed issues raised by Arizona Corporation' Commission

(“Commission™) Staff’s direct testimony in this matter.

TESTIMONY?
At the January 8, 2008 hearing, Administrative Law Judge Marc E. Stern granted

Mr. Dayne Taylor’s intervention, reset the hearing, and issued a new procedural

schedule, which ordered Mr. Taylor to file direct testimony and ICR and

responds to Mr. Taylor’s direct testimony as it relates to (1) the Association’s
compliance with Decision No. 64360, (2) the Talking Rock Ranch (“TRR”) water
system infrastructure, (3) the need for a rate increase, (4) water priority, and (5) the '

contractual relationship between ICR, the TRR developer, and the TRR golf]

PLEASE PROVIDE AN OUTLINE OF YOUR TESTIMONY.

I first provide background information regarding Decision No. 64360. 1 discuss
why the member-owned Association believed it was in compliance with Decision
64360 based upon its compliance filings. I"then discuss the Well Agreement,
which was executed in 2003 by the Association, the TRR developer—Harvard

Investments (“Harvard”), and the TRR golf course. Specifically, I discuss how the
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course and construction water demand.

1L

‘In 2001, ICR filed for approval to extend its certificate of convenience and

that the Association had adequate water for its customers and control over its own

- Commission also required ICR to file copies of Harvard’s Arizona Department of

transferred té ICR and the charges to be paid by the TRR golf course for the water
deliyered to the golf course by ICR. Given that Harvard and the TRR golf course
are not customers of ICR, I explain that the Well Agreement, not the Association’s
tariff, govems the relationship between ICR, Harvard, and the TRR golf course. 1
explain why even though Mr. Taylor asserts that the TRR water s_ystem is
oversized; that fact has no bearing on the Association’s need for a rate increaée_.

Finally I explain how ICR’s residential water customers have pfiority over the golf] |

COMPLIANCE WITH DECISION NO. 64360,

A. SUMMARY OF COMPLIANCE.

PLEASE SUMMARIZE DOCKET NO. W-02824A-01-0450 AND ITS
RESULTING DECISION DECISION NO. 64360. |

necessny (“CC&N”) to serve the subd1v1snon known as Ta]kmg Rock Ranch or
TRR. The Commission approved the extension in Decision 64360 with certain

conditions. Decision 64360 required Harvard to convey two wells to ICR to ensure

water supply. ICR was required to file a copy of the relevant documents

transferring the owneréhip of the wells within 365 days of the Decision date. The

Water Resources Water Adequacy Report for Phase I of TRR, Harvard’s
Certificate of Approval to Construct with the appropriate Main Extension
Agreement, and!ICR’s Yavapai County franchise within 365 days of the Decision
date. The Decision also contained the standa_rd.lariguage that required the

Association. to charge its existing rates -and charges to its customers in the

extension area.
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- Well Agreement specified that the TRR golf course would be charged a wheeling

* Extension Agreemeﬂt, ICR reéson'ably believed that it had fully complied with

DID ICR COMPLY WITH DECISION 643607

ICR believed that it was in compliance with Decision 64360. The required copies
of the Water Adequacyv Report, Approvai to Construct, and franchise were filed
within 365 days of the Decision date. .The Association requested—and the
Commission graﬁted———a short extension of the deadline to file the relevant
documents relating to the transfer of the wells to ICR and an amendment to the
Main Extension Agreement. Before the extension deadline, the Association
docketed with the Commission the Well Agreement and First Amendment to the
Main Extension Agreement, both dated February 25, 2003. - See Docket No. W-
02824A-01-0450. Both agreements set forth which wells were to be transferred to
ICR and the timeframe for such transfer The Well Agreement also set forth the

relationship between ICR, Harvard, and the TRR golf course. In particular, the

charge for the water delivered to the golf course from all three wells in the TRR
well field as well as its share of the operating and maintenance (“O&M”) expenses
associated with the TRR water system. The Commission Staff approved ICR’s

Main Extension Agreement and First Amendment to the Main Extension

Agreement on September 26, 2003. See Supplemental Rebuttal Exhibit | attached.
The Commission- did not ﬁle any comments or objections to the Well Agreement.
Given that (1) the Association doeketed the Well Agreement and First Amendment
to the Main Extension Agreement with the Commlsswn and (2) Commission Staff| .

approved the Main Extenswn Agreement and First Amendment to the Main

Decxslon 64360.
B. SUMMARY OF THE WELL AGREEMENT PROVISIONS WHICH

ARE RELEVANT TO THIS PROCEEDING.

PLEASE DESCRIBE THE WELL’AGREEMENT.
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As stated above, the Commission required Harvard to convey two of its wells to
ICR in Decision 64360. To meet that condition, ICR, Harvard, and the TRR golf
course entered into negotiations to mutually determine which wells were to be
transferred to the Association and .the timeframefor_ such transfer. The parties’
negotiations resulted in the Well Agreement, which was executed on February 25,
2003 and docketed with the Commission, as é compliance item to Decision 64360,
on March 7, 2003. See Well Agreement, attached to T. Bourassa Suppleinental
Rebuttal"festimohy, dated March 14, 2008 (“Beurassa Suppl. Rebuttal T.”), at
Supplemental Rebuttal Exhibit 1.
PER THE WELL AGREEMENT, WHICH WELLS WERE TO BE|
TRAN SFERRED»TO THE ASSOCIATION AND WHEN?
There are three wells in the TRR well field identiﬁed as Production Wells Nos. 1,
2, and 3. Under the Well Agreement, Harvard agreed to transfer Production Well
No. 3 to ICR upon the Commission’s approval of the Main Extension Agreement
and First Amendment- to the Main Extension Agreement. Commis_sion Staff]
approved the Main Extension and First Amendment to the Main Extension
Agreement on September 26, 2003. Harvard executed a bill of sale transferring the
ownership of Production Well No. 3 to ICR and recorded it with Yavapai County
on October 28, 2003.

" Under the Well Agreement, Harvard transferred Productlon Wells No. 1 and
2 immediately to the TRR golf course. These two wells are also referred to as'the
golf course wells. Based upon the Association’s need for domestic water, the Well
Agreement and the First Amendment to the Main Extension Agreement set forth
that the TRR golf course would transfer Production Well No. 2 to ICR upon ICR
serving-its 800th connection. The Well Agreement allows ICR to withdraw up to
554 acre-feet of water from its well(s) annually. As a practical matter, the water
may come from any of the three wells. The Commission approved the First

Amendment to the Mam Extension Agreement -and did not object to the Well

-5-
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Agr-eement. Given these facts, the member-owned Association was under the

water pumped from ICR’s well was delivered to its customers. In addition, there is

‘EXPENSES ‘ THAT HARVARD AND THE TRR GOLF COURSE ARE
RESPONSIBLE TO PAY FOR UNDER THE WELL AGREEMENT. -

iseparate from the O&M expenses it pays. Although the golf course paid for all

belief that it was in compliance with Decision 64360.

DOES PRODUCTION WELL NO. 3 PROVIDE AN ADEQUATE WATER
SUPPLY TO ICR’S CUSTOMERS RESIDING IN TRR TODAY?

Yes. ICR’s well produces enough water to serve the domestic demand in the TRR

subdivision today and for some time in the future. In 2006, only 16 percent of the

a 300,000 gallon storage tank in thc TRR water system, which stores water to be
delivered either the Association’s customers or the golf course.

HAS THERE BEEN ANY WATER SHORTAGES IN TRR TO DATE?

No. _ . ,
PLEASE EXPLAIN THE WHEELING CHARGE AND THE O&M

Under the Well Agreement, the wheeling charge is ‘a fee for evéry acre-foot of
water that is delivered from all three wells in the TRR well field, regardless of]
ownership, to the golf course. Based upon the per‘bentage of water pumped from
the ICR well (Production Well No. 3) that is delivered to the golf course, the golf
course pays that same percentage of O&M expehses attributable to the TRR water
system. For example, in 2006 the golf course received approximately 84 percent of]
the water pumped from the ICR well. The golf course, in turn, owed 84 percent of]
the O&M expenses of the TRR water system. In paying its share of expenses, the
golf course sends monthly payments to ICR and also makes one final true-up
payment after the end of the year. In 2006, the golf course also paid 100 percent of]

the electric power costs from all three wells and two pump stations, which are

power costs in 2006, this might not continue since ‘some of these costs are

attributable to ICR residential customers.

-6 -




SHOULD HARVARD AND THE TRR GOLF COURSE BE CHARGED

1] Q.
2 THE TARIFF RATES INSTEAD OF THE CHARGES SPECIFIED IN THE
3 WELL AGREEMENT?
4| A No. Harvard and the TRR golf course are not customers of ICR, so ICR’s tariff]
5 rates do not apply. The Well Agreement, instead, governs the relationship between
6'. ICR, Hérvard, ahd the golf course. Pursuént to the Well Agreement, in exchange
7 " for the transfer of the 'wells and other infrastructure built and financed by Harvard,
8 ICR agreed to deliver water from the wells currently owned by the gdlf course
9 (Productidn Wells Nos. 1 and A2) and tﬁe unused prodﬁctjon» capacity of the ICR
10 well (Production Well No. 3) to the golf courée. This arrangement is no different!
11 than a typical well sharing agreement, which in my geheral understanding, the
12 ’ Commlssmn does not need to approve. |
g :§ 131 Q. WAS IT REASONABLE FOR ICR TO ENTER INTO THE WELL
- BT AGREEMENT WITH HARVARD AND TRR GOLF?
g_s%u{é 15 § A Yes. Under the terms of the Well Agreement, Harvard agreed to transfer
c%) 2—5 16 Production Well No. 3 to ICR at no upfroht cost to ICR. The TRR golf course also
° 17 will be transferring Production Well No. 2 to ICR at no upfront cost to ICR. In
18 exchange for these wells, the pafties agreed that ICR would deliver_the~ water from|
19 the wells currently owned by the golf course (Production Well Nos. 1 and 2) and
20 the unused production capacity from the ICR well (Prbduction Well No. 3) to the
21 golf course. The golf course would then bcAcharged a wheeling charge and its pro
22 rata ‘s'hare of the O&M expenses attributable to the TRR water system. ‘Harvard
23 and the TRR golf course also agreed to have a secondary right to the Association’s
24 domestic customers durihg emergencies. The golf course also agreed to pay for the
: 25 pumping power costs for the three wells in the TRR well field, despite some of]
26 tﬁese costs being attributable to ICR’s residential customers. In light of these
| 27 promises and exchanges, it was reasonable for ICR to enter into this valid Well
28 Agreement. |
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DOES ICR TREAT THE GOLF COURSE AS A CUSTOMER?

| No. There are a variety of differences between the TRR golf course and ICR’s

customers. ICR and the TRR golf course have entered into the Well Agreement.

ICR does not have any well sharing agreéments with its residential customers. The

Well Agreement sets forth the relationship between the golf course and ICR,

including charges and reimbursements.

Iﬁ addition, ICR sends out different invoices to the TRR golf course, namely
invoices relating to O&M expenses. Although ICR bills the golf course-monthly
for wheeling charges, which the golf course pays on a monthly baéis, the 'golf
course also sends an additional ﬁaonthly payment to ICR for its monthly pro rata
share of the O&M expenses. At the end of the year, ICR sends an invoice to the
golf course to true-up the O&M expenses owed fdr the year. '

Another difference is that the golf course pays for the pumping power costs
for the three wells in the TRR well field, the TRR pumping station, and the Double
Adobe pumping station. ICR’s residential customers do not pay for power costs.
WOULD ICR HAVE CONCERNS IF THE COMMISSION DECIDES TO
TREAT THE TRR GOLF COURSE AS A CUSTOMER, REQUIRING THE
PAYMENT OF TARIFF RATES FOR WATER? | '
Yes. TCR would have several concerns with such an outcome. If the Commission
treats the golf course as a customer of ICR, then it would require the golf course to
pay the tariff rates and imbute fictitious revenue from the golf course to the Test
Year. This would be disastrous for the Association and its members, inciuding Mr.
Taylor. It is my understanding that there is no legal obligation on the part of the
golf course to -péy such rafes. So even if éuch revenue is imputed, ICR will not be
receiving this revenue. Given the Association’s need for a rate increase, these
actions could result in the Association going bankrupt. In addition, this action
could lead to a breach of the Well Agreement and legal action against ICR by

Harvard and the TRR golf course for attempting to charge tariff rates.

-3




1 If Commission Staff proposes to impute ﬁctitious revenue from the golf
2 course in the Test Year, an assumption has been made that Harvard and the TRR
3 golf course would be willing to pay tariff rates going forward. ICR is sure that
4 -would not be the case. - ICR believes Harvard and the TRR golf course would
.5 exercise other options, some of which are discussed below. Imputing revenue also _
6 results in other customer rates being reduced. With a decrease in revenue, the
7140 Association would not remain viable.
8 By attempting to void the Well Agreement, the followmg could result:
9 (1) The golf course may decrease or eliminate its use of water from the ICR
10 well and look for another water source. Under the Well Agreement, this would}
11 re'sult= in a depletion of the golf course’s reimbursement to ICR for O&M expenses
12 and payment for wheeled water. Any difninished reimbursement means that these
g :% 13 expenées would be passed on to customers, but cﬁstomer rateﬁ' gqing forward
5§§§§ 14 | would recover little, if any, of those additionai costs. The loss of reimbursement
g A%ué 15 also would further deteriorate ICR’s financial position. Under the tariff rates, ICR
(% .@: 16 would not receive any revenue from the golf course and cusfome_:r rates would be
° 17 grossly understated. For example, ICR accounting witness Thomas Bourassa
18 testifies that if ICR receives no revenue from the golf course, then customer rates
19 ~would be mcreased approximately 70 percent. See Bourassa Suppl Rebuttal T. at|
20 29-30, Proforma Schedule A-1.
21 @)1t ICR were to charge the golf coufSe residential tariff rates in addition to
22 expenses the golf course is responsible for under the Well Agreement, the
23 Association may be subjected to a p'rotracted.legal battle with Harvard and the golf
24 course over the validity of the Well Agreement and/or the golf ~ course’s
25 unwillingness to pay the ICR tariff rates. ICR would incur significant legal costs in
26 tﬁis Scenario_, which it cannot afford.
27
28
-9.




1 | IV. TRR WATER SYSTEM INFRASTRUCTURE.
21 Q. WOULD YOU LIKE TO RESPOND TO INTERVENOR TAYLOR'’S
3 ASSERTION THAT THE ASSOCIATION’S INFRASTRUCTURE TO
4 ‘SERVE TRR IS OVERSIZED?
i 51 A. Yes. His asseﬁion is misleadi,rig and has no bearing on the present rate case. Mr.
‘ 6 Taylor cannot just look at the water system infrastructure as being designed solely'
7 for domestic use. It was not. The systcrﬁ was designed to deliver water to
8 residential customers, the golf course, and for fire protection. Throughout the TRR
9 watervsystem, several 10 inch lines were installed to accommodate thé amount of]
.10 | Water required for fire hydrants in fhe event of a fire emergency. There is one 12|
11 iﬂch transmission line from the TRR well field to the TRR pumpi station.
: 12 Assuming that a 12 inch line, instead of a 10 inch line, was required 'because of the
: g Eé 13 golf course, Mr. Bourassa has testified that fhe affect of any over sizing of this line|
Jg%%% 14 on rates is negligible. See Bourassa Suppl. Rebuttal T..at 20. Furthermore, the
g%é% 15 Commission approved the construction of the current water system when it
:Dé 5; 16 approved the Main. Extension Agreement and First Amendment of the Main
; 17 Exteﬁsion Agreement and extended the Association’s CC&N to serve customers
18 living in TRR. |
94V RATE INCREASE. _
20 | Q IS A RATE INCREASE NECESSARY AT THIS TIME?
21 | A Yes. The Commission has not increased ratés for ICR since the rates were first set
22 in 1995. As the manager of the member-owned Association, I know first hand that
23 the current rates no longer provide a sufficient operating margin to keep the
24 Association viable for the long term. Mr. Bourassa previously provided detailed
25 tcstimony regarding the necessary operating margin and revenue reqﬁirement the |
26 Association requires to remain viabie, and I defer to him for the specifics. I note
i 27 also that the current rate structure is ﬁot tiered to promote water conservation,
‘ 28. which I know is important to the Commission.
|
} g -10-




'WATER PRIORITY. |
Q. PLEASE RESPOND TO INTERVENOR TAYLOR’S ASSERTION THAT
THE ASSOCIATION’S RESIDENTIAL CUSTOMERS DO NOT HAVE
' PRIORITY OF THE WATER FROM THE TRR WELLS.
Mr. Taylor is incorrect. Paragraphs 14(j) and 15(f) of the Well Agreement specify

S

that the Association’s residential customers have priority over the golf course and
construction water demand in times of emergency. Because of this priority, the

Association’s residential customers have the security of having an available water

N R - Y. I Y I
>

supply during emergencies.

'10 - Last summer, the golf course also installed a sensor at the golf course meter.
11 The sensor closes off the delivery line to the golf course. if there is a loss of
; 12 pressure in the TRR water system. This ensures that the ICR would have enough
g :§ 13 water fbr fire and customer needs. v ,

Jg%%é 14 | Q. - IS THE DOMESTIC WATER PRIORITY ONLY FOR WATER PUMPED
nguié 15 FROM THE ASSOCIATION’S WELL OR ALL THREE PRODUCTION].
% <é 16 WELLS IN THE TRR WELL FIELD? | ' '
e 17 | A.  The wétér priority applies to all three production wells in the TRR well field.

18 Q DOES THIS CONCLUDE YOUR TESTIMONY?
19 | A. Yes.
20
21 ]
| 22 8626956.4
23
24
25
26
27
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SUPPLEMENTAL REBUTTAL

EXHIBIT 1




COMMISSIONERS
MARC SPITZER - Chalrinan
WILLIAM A. MUNDELL
JEFF HAJCH-MILLER
MIKE GLEASON

Brlan C. McNeal
Executive Secretary

ARIZONA CORPOURATION COMMISSION

SEP 2 6 2005

_ September 24, 2003

Mr. Michael T. Hallam
Lewis and Roca LLP:

40 North Central Avenue
Phoenix, Arizona 85004-4429

. Dear Mr. Hallam:

The enclosed Main Extension Agreement between ICR Water Company and Harvard
Simon I, LLC, has met the provisions of A.A.C. R14-2-406, or company approved tariffs, and is
approved, excepting those provisions, if amy, not within the jurisdicion of the Arizona
Corporation Commission.

A copy of this agreement will remain on file in-the Utilities Division’s Central Files.

Sincerely,
< "\"\""“"‘ .

~
. \‘

Jirn Fisher
Exectitive Consultant
,\\—’)ﬂi’r#:s Division
JEF:hml '
Enclosures

cc: Brian Bozzo

4200 WEST WASHINGTON STREET; PHOENIX, ARIZONA BSODT-2827 1 400 WEST CONGRESS STREET; TUGSON, ARIZONA 85701-1347
www.cc.state az.us




FIRST AMENDMENT TO MAIN EXTENSION AGREEMENT

4/ THIS FIRST ‘AMENDMENT TO MAIN EXTENSION AGREEMENT is made this
day of February, 2003, by and between ICR WATER USERS ASSOCIATION, an

Anzona public service corporation (“Company”), and HARVARD SIMONT, L.L.C., an Arizona
corporation (“Developer™), for the purposes and consideration hereinafter set forth.

RECITALS

A, Company and Developer previously entered into that certain Main Extension
Agreemcnt, dated March 5, 2001 (“the Agreement”), pertalmng to the extension of water utility
service to 3470 acres of real property generally situated in Yavapai County, Arizona (“the

Property”).

B. Subsequent to execution of the Agrecment, on January 15, 2002 the Arizona
Corporation Commission (“Commission”) issued Decision No. 64360 extending Company s
CC&N conditioned. upon Developer transferring ownership of certain wells and related water

production facilities to the Company.

C. Based on the Commission’s Order, the parties desire to amend and modlfy certain
provisions of the Agreement, as set forth below.

NOW THEREFORE, in consideration of the followmg covenants and agreements, and
other good and valuable consideration, Company and Developer hereby agree to amend the

Agreement, as follows:

1. Amendment to Agreement.

()  Off-Site Facilities, Paragraph 1(a) of the Agreement is amended to
provide that the “Facilities” include two production wells that have been installed and
constructed by Developer and are described as Production Well 3 and Production Well 2 in that
Well Agreement to be executed by Company, Developer and Talking Rock Golf; L.L.C.
concurrently with the execution of this Agreement (the “Well Agreement™). A Rovised Exhibit
“C” reflecting the actual costs of the two production wells is attached hereto and incorporated

herein by this reference.

(b)  Utlity’s Use of the Facilities. Paragraph l(b) of the Agreement is
amended to provide that Company covenants and agrees that Company shall use and operate the
production wells installed and constructed by Developer and transferred to Company pursuant to
the Well Agreement only in accordance with the use restrictions contained in the Well
" Agreement and the conditions and restrictions contained in that Special Warranty Deed from
Bluegreen West Corporauon to Talking Rock Land dated January 26, 2001 and recorded on
January 26, 2001 in book 3807, page 626, records of Yavapai County, Arizona, pursuant to
which Developer’s affiliate acquired the location of the production wells.

(¢)  Transfer of Ownership. Paragraph 5(a) of the Agreement is amended to
provxde that, pursuant to the Well Agreement, (i) immediately after the approval of this First




Amcndmcnt by the Commission or its staff, Developer will transfer and convey Production Well

'3 to the Company, via Bill of Sale in form attached to the Well Agreement; and (i) on or before

the date that the Company provides water service to the 800™ single-family residence at the
Property, Developer’s affiliate, Talking Rock Golf, will transfer and convey Production Well 2
to the Company, via Bill of Sale in form attached to the Well Agreement. All other Facilities
shall be conveyed in accordance with the terms of the Agreement.

(d)  Determination of Amount of Developer Advances. Paragraph 8 of the

Agreement is amended to provide that the actual costs of Production Well 3 and Production Well
2, including all equipment, pumps, motors, valves, pipes, electrical system and other -
appurtenances - installed and constructed by Developer and transferred and conveyed by
Developer or by Talking Rock Golf to Company, shall constitute an advance in aid of
construction and shall be refundable to Developer in accordance with paragraph 9 of the

Agreement.

(e) Agreemenf Submission. Paragraph 13(a) of the Agreement is amended to
provide that the Gompany shall be responsible for promptly seeking Commission approval of
this First Amendment. :

2, Inconsistencies; Governing Agreement. With regard to Production Well 3

.and Production Well 2, in the event of any inconsistencies between the terms and provisions of
the Well Agieement and the terms and provisions of the Agreement, the terms @nd provisions of

the Well Agreement shall govern and prevail. :

3.  Effect on the Apreement. Except as otherwise expressly provided herein, all
terms, covenants and conditions of the Agreement shall remain in full force and effect and be
binding upon the parties. _

IN WITNESS WHEREOF, ICR WATER USERS ASSOCIATION and HARVARD

SIMON I, LLL.C., have caused this First Amendment to Main Extension Agreement to be
executed on their behalf by their duly authorized representatives as of the day and year first

above wriiten.

ICR WATER USERS ASSOCIATION

Date Aporoved: §tpk~w ﬁﬁ%— B Oﬂﬂé/,‘_,

Y 4 _
Decision Mot W‘%@mm, President

Director of Hiitities N
Arizona Corporation Commission HARVARD SIMON I, L.L.C., an Arizona limited

liability company,

By: Harvard Talking Rock, LL.C.
Its Operating Member
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By: Harvard Investments, Inc., an
Nevada corporation
Its Manager




| UPPLEMENT TO EXHIBIT*C”

TALKING ROCK RANCH, Wells and Well Site ]
Yavapa Gounty, Arzona ]
/ : ENGINEER'S OPINION OF PROBABLE CONSTRUCTION COST
Prepared by: Ghephard-Wesnitzer, Inc, For: Harvard investments,
item Description Quantity Untt Unit Price Total
Weits and Well Slte N
Well Driling (3 Wells) - $200.,000.00 $200,000
Elecirical and Gontrols. 1 Is. $75.000.001 §$75,000
Well Manufiold 3l _ea. 12,000.00 §36,000
jSite Work and Sita Plpln: 1 Is, 0,000.00) $80,000/
{Chiornation Equipment 1 Is. $t ! 000.00 $18,000
Chilerination Conduit % i3, $3.000.00] $3,000
Buildin: 1 Ia. $25.000.00 _$25,000
MISCELLANEOUS '
Testng 1 1s. $35,000.00 $5,000
Commission 1] ea. $5,700,00] $5.700
TOTALS 1 ' $427,700
2
501050 4’%
STEPHER FRAKKLIN\G
% HERMAN IS
TN Jomed

3/6/2003 12:17 PM

Pagse 1

98209 Well & Well Site CostEgt




MAIN EXTENSION AGREEMENT

(WATER SERVICE)

THIS AGREEMENT is made this _“5 day of _//fhaz9ff 2001 by and between ICR
»WATI;,R USERS ASSOCIATION, an Arizona public service corporation (“Utility’) and
HARVARD SIMON ], I;.L.Ca, an Arizona limited liability company (“Developer”), for the
ﬁurposes and considerations hereinafier set forth.

RECITALS

A Developet is the Second Beneficiary under the First American Title -Insurancé
Agency of Yavapai, Inc. Trust No. 4750, which trust owns approximately 3470 acres of real
property generally situated in Yavapai County, Arizona, more particularly described in Exhibit
“A* attached hereto and incorporated herein by this reference (the “Property”). Developer is
authorized to obtain water and wastewater utility services for the Pro‘perty.' A portion of the
Pmpm, approximately 400 acres, is currently located within the Utility’s Certificate of
Convenience and Necessity (“CC&N™) as shown in the map attached hereto as Exhibit “B” and
incorporated herein by this referenée. The remainder of the Property, approximately 3070 acres
(the “Extension Area™, is adjacent to utility’s CC&N as shown in Exhibit “B,” but is not 'locatéé
in the certificated service area of the Utility or of any other certificated water utility provider or
in the service area of any municipal water utility service provider. The majority of the Property,
approximately 2,500 acres, is located in an area eligible for membership in the Utility pursuant to
the Utility’s By-Laws. -

B. Utility is a public service corpofa‘tion as defined in Article XV, Section 2 of the

Arizona Constitution and, as such, is regulated by the Arizona Corporation Commiission

(“Commission’). Utility has been granted a CC&N by the Commission authorizing Utility to




provide water utility services. Utility is willing to promptly seek approval of the Commission to

extend its CC&N to include the Extension Area and to take all other action and obtain other

" govemment approvals as necessary in connection with the extension of Utility’s CC&N to

include the Extension Area. Thereafter, Utility is willing to sxtend water utility service 1o the
Property in accordance with the tc@s and conditions set forth in this Agreement and in
accordanée with relevant law, incloding the rules and regulations. of the Commission.

C.  Developer has rcqucsfed that water utility service be extended and provided to the
Property by Utility in furtherance of DCVcloi)ér’s planned - development of the Property.
Developer intends to develop on the property a residential sﬁbdivision to be known as Talking
Rock Ranch that will contain approxin;ately 1500 residential dwellings, ccrmm COMIMOR areas
and a ranch compound with a clubhouse, swimming pool, tennis courts and a health and fitness
center. Developer is willing to construct and install distributién mains, valves, fittings, storagé
facilitics and other water utility facilities both on-site and off-site (the “Facilities”) necessary for v
Utili& to furnish water service to each lot, building or. other customer within the Property and,
following construction, to convey fitle to the Facilities to Utility. All amounts paid by Developer
hereunder will bg treated as an advanée in aid of construction accofdjng to the terms and
conditions set forth hiereinafter. |

D. Developer also intcnd; to construct an 18-hole golf course at the Property, with a
driving range, other practice facilities, storage Jakes and related amenities and facilities (the

“Golf Course”). Developer will supply water to the Golf Course for landscape irrigation, the

filling of lakes and other non-potable purposes.




NOW, THEREFORBE, in consideration of the following covenants and agreements, and
other good and valuable considerét_ion, the receipt and sufficiency of which are hereby
acknowledged, the parties hereby agree as follows:

' AGREEMENTS

1. Construction of Water Utility Facilities by Developer.

(2) Construction of Facilities. At its sole expense, Developer shall

construct. and install, or shall cause to be constructed and installed water utility facilities
consisting of water distribution mains and pipelines, valves, hydrants, fittings, service lines and
all other related items of utility plant, both on-site and oﬁ'—site,ito be used to extend water service
to each lot, building or other customer within the Property (the “Facilities™) as more particularly
described in Exhibit “C” attached hereto-and incorporated herein by this reference, Exhibit “C”
also contains an estimated cost of construction for the Facilities. Utility hereby acknowledges
and agrees that the Property may be developed in separate phases and that Developer may
construct and install the Facilities in phases in a manner that will allow for the provision of water
utility services to each phase as necessary énd in a timely manhcr. The size, design, type and
quality of materials used to construct the Facilitics, as well as the location of the Facilities upon
and under the ground, shall be approved by Utility, which approval shall be promi)tly provided
and which shall not be unreasonably withheld.

()  Uility’s Use of the Facilities. Utility covenants and agrees that it

shall use its best efforts to ensure that the Facilities are not used to serve customers outside the

Property in a manner that Va‘dvcrscly impacts the provision of water utility service to the Property.

Utility further represents to Developer that, in Utility’s judgment, the cost of constructing the




Facilities is disproportionate to anticipated revenues to be derived from fiture customers within
the Property. ,

2. Engineering Plans. Developer has retained Shephard-Wesnitzer, Inc. to
prepare mginecﬁﬂg plans and specifications for ihe Facilities to be constructed bereunder.
Develépcr may retain additional engineers or other consultants as determined in Develaper’s sole.
discretion to be necessary in connection with the design and installation of the Facilities. All
plans and specifications shall be submitted to Utility and its epgineem for review and approval,
fogether with a copy of the subdivision plat for the Property and drawings depicting ihe

infrastructure improvements for the subdivision.

3. Design and Construction Standards; Regulatory Approvals. All Facilities

designed and constructed by Developer hereunder shall be in strict conformance with the plans
and specifications therefor, and the applicable regulations of the Yavapai County Environmental
Services .Departmcnt (“Environmental Services”), Arizona Department of Environmental Quality
(“ADEQ"), the Commission and/or any other govemmental agency exercising jurisdiction over
the design and construction of potable water systems. Priar to construction of any Facﬂltms,
Developer shall obtain approval to construct from either Environmental Services or ADEQ.
Upon completion of the Facilities, Developer shall obtain approval of construction from either
Environmental Services or ADEQ Developer shall also be responsible for obtaining any
additional permits, licenses. and/or approvals required for the construction of the Facilities.
Utility shall cooperaf with and assist Developer promptly, as may be reasonably required, in
obtaining such certificates and approvals. All contractors and subcontractors employed by

Developer in connection with the construction of the Facilities shall be licensed by the Arizona

Registrar of Contractors and shall be qualified in the construction of public water systems.




4. Richt of Inspection; Corrective Action. Utility shall have the right to have

its engineers, thé selection of which shall be subject to Developer’s approval, inspect and test the
Facilitiecs at reasonable times during the course of comstruction as necessary fo ensure
conformance with plans and specifications. If at any itimc before. the final acceptance by Unlxty
of the Facilities any construction, materials or workmanship are found to be defective or

deficient in any way, or the Facilities fail to conform to this Agreement, then Utility may Teject

" such defective or deficient construction, materials and/or workmanship and require Developer to

Fully pay for all necessary corrective construction efforts (“Corrective Action”). Utility reserves
the right to withhold approval and to forbid connection of any defective portion of the Facilities

to Utility’s system unless and until the Facilities have been constructed in accordance with plans

. and specifications and all applicable regulatory requirements. Further, Developer shall promptly

undertake any Co&ect-ive Action required to remedy such defects and deficiencies in
construction, -matcrials and workmanship upon receipt of notice by Utility. The foregoing
notw‘iihstanding, Utility shall not unreasonably withhold or delay acceptance of the Facilities.

5. Transfer of Ownership; As-Built Plans; Warranty.

(a)  Transfer of Ownership. Upon proper completion, testing and final

inspection of the Facilities by Utility, Utility shall issue a written notice of acceptance to

~Developer. Immediately thereafler, Developer shall convey to Utility, via a bill o’f sale in a form

satisfactory to Utility, the Facilities together with any permanent easements and/or righits-of-way
required pursuant to paragraph 7 below. All Facilities so transferred shall thereafter :become and
remain the sole property én,d responsibility of Utility. Developer covenants and agrees that, at
the ﬁme of transfer, the Facilities shall be free and clear of all liens and encumbréncw, and

Developer shall provide evidence in the form of lien waivers or other appropriate documents that

.




all claims of contractors, subcontractors, mechanics and materialmen have been paid and are
fully satisfied.

(b)  As-Built Plans. At the time of transfer, Developer shall provids to
Utility three (3) sets of “as-built” drawings and speifications for the Facilities, certified and
sealed by Developer’s engineers to be true and correct.

(©)  Wamanty. Developer warrants thét, upon their completion, the
Facilities will be frec from all defects and deficiencies in construction, materials and
workmanship for a period of time commensurate with the warranty period provided to Developer
by contractors retained by Developer to construct the Facilities, but in no event, for a period of
less thau one (1) year from the date of Utility’s acceptance. Dunng the warranty period,
Deyeloper agreeé to promptly undertake any Corrective Action required to remedy such défects
and deficiencies upon ﬁotice by Utility. Upon Utility’s acceptance of the Facilities, as provided
in this paragraph, Utility shall be deemed to have accepted the Facilities in “as' is” an‘d. “as-
constructed” condition, subject only to the warranty period concerning defects and deficiencies
in q_onstruction, materials and workmanship provided for herein.

6. ‘Reimbursement for Inspection Costs, Overhead and Other Expenses of

Utility. Developer shall reimburse Utility for Utility’s reasonable fees, costs and expenses.
incurred in connection with its review of the engineering plans and speciﬁéations for the
* Facilities, the preparation of this Agreement and other necessary legal servi;:es, inspection and
testing of the Facilities during their construction, and other fees, ¢costs and ex'pcnsc;s reasonably
and necessarily incurred by Utility with respect to this project during the course of construction

and in connection with obtaining appraval of the Commission to extend Utility’s CC&N to

include the Extension Area (collectively, “Admini‘strative Costs”). Utility covenants to use




reasonzable efforts to incur Administrative Costs only as necessary and prudent. On a monthly
basis, Utility shall provide Developer with a written statement describing with specificity all
Administrative Costs incurred by Utility during the preceding month, together with complete
copies of all bills, statements and invoices supporting such Administrative Costs. Developer
shall make payment on or before the fifteenth (15™) day of the calendar month following the
month in which Utility’s statement is réceive_i Utility hereby acknowledges its receipt of
$5,000.00 as a deposit, which deposit shall be applied as a credit against Administrative Costs

incurred by Utility hereunder.

7. Public Streets and Rights-of-Way; Basements: Spacing of Lines. At the

time of transfer of ownership of any Facilities, as provided in paragraph 5 above, Developer shall

provide Utility with evidence satisfactory to Utility that all distribution mains and service lines

within the Property are located within dedicated streets and/or public rights-of-way. In the event

that any distribution mains or service lines are not Tocated within dedicated streets and/or public
n t§-of4way, then at the time of transfer of ownership of such Facilities, Developer shall grant
to Unhty, or shall cause to be granted to Utility, easements and/or nghts-of way, free from all
llens and secunty interests thcreon and in a form that is satisfactory to Utility, over, under, and
across all pipeline routes and all portions of thc Property necessary to operate, maintain and
repair such Facilitics. Unless otherwise mutually agreed upon in writing, such easements and/or
rights-of-way within the Property shall be ﬁ'ce of physical encroachments, encumbmnces-or
obstacles, and shall have a minimum width of ten (10) feet. The distribution mains and service
lines constru¢ted and installed .by Developer within the Property shal! be separated by a

reasonable distance from other utility lines and facilities to prevent damage or conflicts in the

event of repairs or maintenance.
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8. Determination of Amount of Developer Advances. The actual cost of

constructing and installing the Facilities described in paragraph 1 above and all amounts paid by
Developer pursuant to paragraph 6 above shall constitute an advance in aid of construction and
shall be refundable to Developer in accordance with paragraph 9, below. Developer shall
provide Utility with a written statement setting forth in detail Developer’s actual costs of
constmcﬁgn within ten (10) business days following receipt of Utility’s notice of acceptance of
the Facilities, together with éopies of all invoices, bills, st;atements and other documentation
evidencing the cost of construction. The costs of any Corrective Act.l:on, as defined in paragraph
4 above, the costs.of curing any defects arising auﬁng the warranty period, as provided herein,
and the costs of any unreasonable oveﬂime incurred in the construction of the Facilities shall not

be included in the actual cost of constructing and installing the Facilities, and shall not be subject

to refund by Utility hereunder.

9. Refunds of Advances to Developer. Following the District’s acquisitiont
of the Facilities pursuant to paragraph 5(a) hereinabove, Utility shall refund annually to
Developer an amount equal to fifteen percent (15%) of the gross annual operating revenues from
water sales to bona fide customers of Utility within the Property. Such refunds shall be paid by
Utility on or before August 31 of each calendar year for the picceding July 1 to June 30 period,
commencing in the fifth calendar year immediately following the initiation of water utility
service to the first customer within the Property by Company, continuing thereafter in each
succeeding calendar year for a total of twenty (25) years. No interest shall accrue or be payable
on the amounts to be refunded for the Facilities hereunder, and any unpaid balance remaining at

the end of such twenty-five year period shall become a non-refundable contribution in aid of

construction to Utility and be recorded as such in the Utility’s books and records of account. In




no event shall the total amount of the refunds paid by Utility pursuant to this Agreement exceed
the total amount of all refundable advances paid by Developer in connection with the
construction of the Facilities.

10.  Notice. All rotices and other written communications required hereunder shall be-
sent to thc'partie_s as follows:

Swayze McCraine

ICR Water Users Association

P. 0. Box 4413

Prescott, Arizoia 86302 .

Doug Zuber

Harvard Simon I, L.L.C.

¢/o Harvard Investment, Iric.

7600 E. Doubletree Ranch Rd., Suite 220

Scottsdale, AZ 85258
Each party shall advise the other party in writing of any change in the manxer in which notice is
to be provided hereunder.

11.  Risk of Loss: Indemnification. Until Utility has issued its written motice
of acgeptance of the Facilities constructed hereunder, all risk of loss with respect to the Facilities
shall remain with Developer. Developer shall indemnify and hold Utility and its officers,
directors, employees and agents harmless for, from and against all claims or other liability,
whether actyally asserted or threatened, arising out of or related to Developer’s construction of
the Facilities bereunder. Developer’s obligations under this paragraph shall not extend fo amy
claims or liability arising out of Utility’s ownership and operation of the Facilities following
their acceptance.

12.  Utility’s Obligation to Serve.

(@  Developer’s Failure to Perform. Utility shall have no obligation to

accept and operate the Facilities to be constructed hereunder in the event Developer fails to make




any payment provided in this Agreement, fails to complete the construction and installation of
the Facilities in accord'ancé with their plans and specifications or otherwise fails to comply with
any of the terms and conditions of this Agreement in any material respect.

‘ (b) " PFire Protection Services. Utility agrees to provide water for fire

“profection to the Property in accordance with the requirements of Yavapai County and any

private fire and emerge;ncy service providers. Itis understood and agreed that the Facilities have
been designed to allow the',delivcty of water for fire protection puiposes to the Property. The
foregoing nohﬁmstanding, the Utility will s;uppli' only such water at sach pressures as may be
available as a result of the nor‘ma‘l operation of its system, and the Utility shall not be liable for

injuries or damage resulting from causes beyond the Utility’s control.

(¢) Water Supply to Golf Course. ' Utility acknowledges that
Develbper intends to ‘construct the Golf Coutse. Utility further acknowledges that Developer
intends to supply water to the Golf Course for landscape imigation, the filling of lakes and other
non-;;otablc purposes and hereby provides its unconditional cphscnt for Developer to supply

water to the Golf Course for such purposes. Utility further agrees to provide water utility service

to the Golf Course for landscape irrigation, the filling of lakes and other non-potable purposes at

a future date but only upon receipt of Developer’s written request at which time such service _
would be provided consistent with the rules and regulations of the Commission and Utility’sA
Commission approved tariffs. Developer may also request, in w_riting, that such provision of
water utility service by Utility for landscape irrigation, the filling of lakes and other non-potable V
services be on a temporary basis and Utility provides 1ts unconditional consent for Developer to

suspend or terminate such service within its sole discretion.
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13.  Contingencies.

()  Commission Approval. Because a substantial portion of the
Property (i.e., the Extension Area) lies outside Utility’s CC&N, this Agreement is contingent
upon approval by the Commission fo extend the CC&N fo include the Extension Area. Utility
shall be responsible for promptly seeking Commission approval to extend its CC&N to include
the Extension Area as well as for secking approval of this Agreement. The partlw shall
coéperate with and assist each other in connection with obtaining such approval. If the
Commission refuses to approve the extension of Utility’'s CC&N to include the Extension
Agreement, then this Agreement shall be cancelable by any of the parties hereto upon written
notice to the other parties, and no party hereto shall thereafter assert any right or be su_bject to

any obligation imposed heréunder, except for payment by Déveloper of Administrative Costs

reasonably incurred by Utility.

(b) - Franchise Apreement. Utility further agrees to promptly seek

a’p.pro‘val from Yavapai County to extend Utility’s Franchise Agreement with the County to

include the Extension Area and/or any other portion of the Property not presently located within

the Utility’s Franchise area.

14.  Rightof Assimnien_t Developer may assign this Agreement, or any of its

tights and obligations hereunder, to another party provided that written notice of such assignment
is given to Utility prior to the effective date of assignment and that the assignee agrees in writing .
to fully perform Developer's obligations hereunder and to be bound by this Agreement.

15. Condemnation or Sale of Utility. In the event of the condemnation or sale

of the Facilities, Uﬁlity shall promptly péy to Developer any unrefunded portion of Developer’s

11




advances in aid of construction. Payment by Utility shall be made on or before thirty (30) days
from the date on which Utility receives payment.

16.  Aliernative Dispute Resolution. The parties hereto agree that each will

use good faith efforts to resolvc, through negotiation, disputes arising hereunder without
resorting to mediation, arbitration or litigation. However, o the extent that a dxspute arises.
which _can‘no'l be resolved through negotiation, and the dispute dqes not fall within the

jurisdiction of the Commission, the parties agree to the following dispute resolution mechanism: |

()  Mediation. The pafﬁes shall first attempt, in good faith, to resolve
the dispute through medijation administered by the American Arbitration Association under its
Commercial Mediation Rules.

(b)  Arbitration. If the dispute cannot be resolved through mediation,
the matter shall be submitied to binding arbitration in accordance with the rulés of commercial
arbitration (“Rules”) then followed by the Amerjcan Arbitration Association (“AAA”), Phoenix,
Arizo'na. If the claim in dispute does not. cxcécd $20,000, then there shall be a single arbitrator
selected by mutual agreement of the parties, and in the absence of agreement, appointed
according to the Rules. If the claim in dispute exceeds $20,000, the arbitration panel shall
congist of three (3) members, one of whom shall be selected by Developer, one of whom shall be
selected by Utility, and the third, who shall servé as chairman, whom shall be selected by the
AAA. The arbitrator or arbitrators must be knOWIedgeab.ie in the subject matter of the dispute.
The costs and fees of the arbitrator(s) shall be divided equally between the parties. Any decision
of ihe arbitrator(s) shall be supported by written findinigs of fact and conclusions of law, and
shall be based upon sound engineering practice. The decision of the arbitrator(s) shall be final,

subject to the exceptions outlined in the Arizona Uniform Arbitration Act, A.R.S. Section 12-

12



1502, et seg., and judgment may be entered upon the same; provided, however, that any decision
of the arbitrator(s) may be appealed to the Superior Court of Maricopa County if it is based on an
erroneous interpretation, application or disregard of the law applicable to the dispute. The
arbitrator(s) shall control discovery in the proceedings and shall award the prevailing party its
rcasonab‘ic attorneys’ fees and costs. »

17. Commiission Rules and Repulations. This Agreement, and all rights and'
obligations hereunder, shall be subject to the Commission’s rules and regulations regarding the
operation of water utility companies and all applicablc rates, fees, charges, and ariffs of Utility
as approved by the Commission or as may be modified in the future.

18,  Attorneys’ Fees. The prevailing party in any litigation or othe'rlproceediug
conceming of related to this Agreement, or the enforcement of thereof, shall be entitled to
recover its costs and reasonable attorneys’ .fecs.

19.  Time of the Bssence. Time is of the essence of every provision hereof.

20.  Miscellaneous. This Agreement shall be governed by the laws of the State
of Arizona. This Agreement, and each and every term and condition contained herein, shall be
binding upon and inure to the benefit of the successors and assigns of Utility and Developer.
This Agrcefmnt sets forth the entire agreement between ﬁ;e parties and supersedes all prior
negotiations, understandings and agreements between them, except as otherwise expressly
provided herein. No'.change in, addiﬁon to, or waiver of any provisions of this Agreement shall
be binding upon either party unless in writing and signed by both parties. This Agreement may
be executed in two or more original or facsimile counterparts, each of which shall be deemed an
original and all of which together shall constitute but one and the same instrument. In case-any

provision of this Agre¢ment shall be deterrnined to be invalid, illegal or unenforceable, it shall,
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to the extent possible, be modified in such manner as to be valid, legal and enforceable but S0 as

-most nearly to retain the intent of the parties. If such modification is hot possible, such provision

shall be severed from this Agreement. In ¢ither case the validity, legality and enforceability of
the remaining provisions of this Agreement shall not in any way be affected or impaired thereby.
The headings in this Agreement Aa.re inserted for convenience only, and shall not constitute a part
of this Agreement or be used to cornstrue or interpret any of its provisions. The parties have
participated jointly in the negotiation and drafling of this Agxcémcnt. If a question of
interpretation arises, this Agreement shall be construed a3 if drafted Jointly by the parties, and no
presumption or burdex_.l of proof shall arise favoring or disfaVOring. any party by virtue of the
authorship of any provision of this Agreement.

IN WITNESS WHEREOQF, the parties hereto have caused this Agreement to be executed

as of the day and year first above writien.

ICR WATER USERS ASSOCIATION, an
Arizona public service corporation

By / [/f{ g&'ﬂ

Lrase prye

“Utility”
Date Approved e 192205 . | .
HARVARD SIMON, L.L.C., an Arizona

Decision Re.: _———————""""Timited Hability compatzy

D'fE"‘tOv o} Ual'ues
P Lorpufﬁtjon uOTmlSO'Q1

Ji Operahng Member

“Developer”™

1126646.1A/47094.005
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STATE OF ARIZONA )
)ss
County of Maricopa )

The foregoing “instrument was acknowledged before me this ____ day of
, 2003, by , the of HARVARD
INVESTMENTS, INC., a Nevada corporation, the Manager of HARVARD TALKING ROCK,
L.L.C., an Arizona lirhited liability company, the Operating Member of HARVARD SIMON I,
L.L.C., an Arizona limited liability company, on behalf of the comipany.

Notary Public
My Commission Expires:
STATE OF ARIZONA. )
) ss
County of )
The foregoing instrument was ackmowledged before me this day of
, 2003, by , the of ICR

WATER USERS ASSOCIATION, an Arizona public service corporation, on behalf of the
corporation. -

Notary Public

My Commission Expires:

PHX/MGALLOGL/1389287.1/47094.005 6
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- BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE - DOCKET NO. -
APPLICATION OF ICR WATER

USERS ASSOCIATION, AN ARIZONA

CORPORATION, FOR A

DETERMINATION OF THE

CURRENT FAIR VALUE OF ITS

UTILITY PLANT AND PROPERTY

AND FOR INCREASES IN ITS RATES

AND CHARGES FOR UTILITY

SERVICE. o

SUPPLEMENTAL REBUTTAL TESTIMONY OF
THOMAS J. BOURASSA
TO DIRECT TESTIMONY
DAYNE TAYLOR

ON BEHALF OF
ICR WATER USERS ASSOCIATION
MARCH 14, 2008




[ 1|l INTRODUCTION AND PURPOSE OF TESTIMONY

| | 2 ||{Q. PLEASE STATE YOUR NAME AND ADDRESS.

3 |lA. ‘My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,
Phoenix, Arizona 85029. | |

Q. HAVE YOU PREVIOUSLY SUBMITTED DIRECT TESTIMONY IN THE
INSTANT CASE? . | |

|A.  Yes, my direct and rebuttal testimony was submitted in support of' | the initial

application in this docket by ICR Water Users Association (“ICR” or

O 00 = N wn A

“Association”). -

10 {|Q. WHAT IS THE PURPOSE OF THIS SUPPLEMENTAL REBUTTAL

11 TESTIMONY? v

12 [jA. T will to respond to the direct 'testimoﬁy of Intervenor Déyne Taylor with respect
13 to: 1) whether the rates charges to customers and the revenues provided fo ICR

14 during the test year through the Well Agreement are equitable, 2) whether Mr.

15 Taylor’s reéommendatioh to restructuré the Association into two stand-alone

16 || _systems - onie to serve the ICR customers and one to serve the golf course - would

177 lessen the impact on rates to the ICR residential customers, and 3) whether a rate

18 increase would be required if the Well Agreement were not in effect and the golf
19 course paid tariff rates for 'wate,r supplied by the ICR owned well. |

20 Q. HOW WILL YOUR TESTIMONY BE ORGANIZED?

21 ({A. My testimony will be organized as follows: ( 1) I will provide a summary of my
22 testimony and conclusions; (2) as background, I will discuss the Well Agreement
23 between the Association, Talking Rock. Golf Club (“TR Golf”) and Harvard
24 Investments and »ho‘w the Association is compensated for water use; (3) I will

25 || provide a cost of service study and discuss its implications as to whether or not the
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~customers of ICR 4nd TR Golf ‘are treated equitably onder

rates; (4) 1 will provide an analysis of the revenue requirement and rate increase

necessary if TR Golf was served by a separate water system; (5) I will provide an

. analysis of the revenue requirement and rate increase necessary if TR Golf paid

tariff rates; and (6) I will respond to issues raised in Mr. Taylor’s direct testimony.

SUMMARY OF TESTIMONY AND CONCLUSIONS

PLEASE PROVIDE A BRIEF SUMMARY OF YOUR TESTIMONY AND

CONCLUSIONS.

From my analysis of the revenue requirement and required rate increase for a.

system with and without TR Golf and my cost of service study, I conclude. the

following:

1.

From a cost of service sténdpoinf, the revenue received. by the Association
from TR Golf and Harvard Investments for golf course and construction
water under both the present and proposed rates is significantly higher than
if TR Golf was required to pay rates based upon its cost of service. The
revenue provided by the 5/8 inch meter customer class provides
significantly less revenue that their cost of service would dictate.‘

The revenue provided to ICR during the test year by TR Golf and Harvard
Investments was more than equitable to the ICR customers.

From a cost of service standpoint, during the test year ICR customers
benefit from the relatioﬁship with TR Golf. The 5/8 inch meter customer

class, consisting almost exclusively of residential customers, is being

. subsidized by the larger meters and the golf course.

Restructuring the water system into two stand-alone operations (one for the

ICR customers and one for TR Golf) would not reduce the O&M and




B dépreciation” obligations 5T TCR custoniers, but would- in “fact inicrease -

2 such obligations. |

-3 4. An analysis of the revenue r_equireme’nt for ICR, assuming a restructuring
4 the water system into two stand?al'oné operations, would result in much
5 higher rates for the ICR customers. Instead of a 33 percent rate increase, as
6 the Association proposed in the instant case, a 70 pcrceﬁt rate increase —
7 would be réquired to meet the Association’s minimum operating margins.
8 A »5. From a cést of service standpoint,'assuming that TR Golf and Harvard
9 Investments were custvvomers of ICR, which ICR disputes, it would not be

10 equitable to the TR Golf and Harvard Investments to pay the same rates as

11 the ICR residential customers.

12 || THE WELL AGREEMENT

13 {{Q. PLEASE EXPLAIN WHY THERE IS A WELL AGREEMENT AND WHO |

14 ' ARE THE PARTIES TO THE WELL AGREEMENT.

15 ||A.  As described in the testimony of ICR Witness Robert Busch, the member-owned
16 Association entered ihto a Main Extension agreement with Harvard Investments,
17 ~or Harvard Simon I, LLC, (“Harvard”), the developer of the Talking Rock Ranch
18 subdivision in 2003.! Harvard drilled_ three wells in the area in order to provide
19 water to homeowners and to the golf .course within Talking Rock Ranch.

20 ‘Subsequently, ICR, Harvard,' and TR Golf entered into the Well Agreement.

21 Pursuant to the Well Agreement there are three wells connected to ICR’s water

| 22 system, but not all of the wells are owned by ICR. ICR currently owns one of the
i 23 wells (Production Well No. 3). TR Golf currently owns the two other wells
24 ‘
25

! Harvard has assigned its interests to the Well Agreement to Talking Rock Land, LLC ICR is not relatcd to
Harvard, Talking Rock Golf Club, or Talkirig Rock Land, LLC.
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(Production Well Nos. Tard 2). ~Unider the Well Agreement, TR Golf is required
to convey Production erll No. 2 to ICR’_When ICR serves 800 customers in the
Talking -Réck Rarich system. ‘

The water from all _th_reé' wells is used to.providé ‘water to ICR’s Talking
Rock Ranch customers and to deliver water to the golf course. Under the terms of

the Well Agreemeni, TR Golf pays a wheeling charge for all water delivered by

g ICR to the golf course and Harvard pays a wheeling charge for construction water.

The wheeling charge was originally. $10.00 per acre foot and is adjusted annualiy.
It is now $11.59 per acré foot. The Well Agreement contains further provisions
for the handling and delivery of water from the three wells via ICR’s water
system; and sets forth the duﬁes and responsibilitics of each party, including
provisions for TR Golf to payA for maintenance and repair of a portion of ICR’s.

water system as compensation for the use of the system for delivery of water to the

| golf course. A copy of the Well Agreement is attached as Supplemental Rebuttal

Exhibit 1. _

PLEASE EXPLAIN THE AMOUNT OF COMPENSATION PROVIDED

UNDER THE WELL AGREEMENT TO ICR DURING THE TEST YEAR.
The total compensation provided 1o ICR in the Test Year was $62,488. This

amount is made up of $46,944 of recorded reimbursement revenues, $4,‘l29 of
wheeling charges for golf‘ course water and construction water, and $11,415 of

purchased power costs paid for by the TR Golf and Harvard but attributed to ICR

customers.

" PLEASE EXPLAIN THE $11,415 OF PURCHASED POWER

ATTRIBUTED TO ICR CUSTOMERS?




i i A, During the Test Year, TR Golf and Harvard incurred and “paid $79,491 of
2 purchased powet for the three wells in the well field (Production Wells Nbs. 1,2, -
31 ~ and 3), the Talking Rbck Ranch pump station, and the Double Adobe pump |
4 station. ICR was not billed by the golf course for ifs share of the power costs
5 totaling $11,415. More impoﬁantly, it was not included in operating expenses for
6 computing the requirement in the instant case. For my analysis and cost of service
7 study purposes, however, purchased power costs attributed to ICR custémers
8 should be reflected. _

9 ||Q. HOW DID YOU COMP.UTE THE POWER COSTS ATTRIBUTED TO ICR
10 CUSTOMERS? -
11 j{A. First, I computed the power cost per 1,000 gallons by taking the total power costs
12 for the well field and the Talking Rock Ranch pump station and divided it by the
1’3 total number of gallons pumped from the well field. Since the Double Adobe
14 pump station is only used to pump water for de.livery to ICR’s residential
15 customers and not the golf course, the power costs of the Double Adobe pump
16 station are initially exclude_d from this calculation. Next, having computed power
17 cost per 1,000 gallons, I computéd the power costs attributed to ICR customers by
18 multiplying the cost rate computed in the first step to the gallons delivered to ICR
19 customers. I the_ntaké this amount and add the entire power costs of the Double
20 - Adobe pump station in order to get tﬁe'total amount of power costs attributable to
21 ICR customers. |
22 ‘T have computéd IdR’s share of the f)owcr costs on proforma schedule C-2,
23 page 3, attached at Supplemental Rcb-uﬁal Exhibit 2, following the description
24 provided above. The ICR share of the power costs for the well field and the
25 Talking Rock Ranch pﬁmp station totals $4,644. The power costs for the Double




1 " Adobe pumpstat1o~n::t‘;t;aT$6,771 ‘Tpgether, the tbtal: power costs-attributed to-
2 'ICR customers is $11,415. | | -
31{Q. HAVE YOU CONSIDERED THE ANNUALIZED GALLONS FROM ICR
’ 4| . CUSTOMERS ON THE TALKING ROCK RAN CH SYSTEM AS YOU DID .
; -5 - IN COMPUTING THE ANNUALIZED POv‘W"ER COSTS IN THE INSTANT
6 CASE? o i | o
7 1]A.  No. Techhically; the ICR sharg of the power costs would be higher than the
8 amount I computed, but, I d‘o.not have_ data to be able to compute the énhualized
9 gallons for the Talking Rock Ranch system separately. To sofn‘e extent, the ICR
10 . share of the power costs is understated. However, Ib believe the impact would be
11 small and would not materially affect my revenue fequirement analysis and cost of
12 service study. The total. additional quantity of water from the revenue
13 annualization in the instant case is approximately [.6 million géllons. The
14. Talking 'Roék 'Ranch system has approximately one-third of the customers on the
15 entire'system. If you assume that one-third of the annualized gallons, or 528,000
16 gallons (1.6 million gallons times 33 percent), is attributed to the Talking '-R,oék
17 Ranch system and using the computed power cost rate per 1,000 gallons, -or
18 $0.4885, as shown on proforrha schedule C-Z, page 2, the estimated ‘additiona! cost
19 | would Be approximatg:ly $257 ‘(52.8,000 gallohs divided by 1,000 times $0.4885
20 power cost rate). , _ : ,
21 |{Q. HOW DID YOU COMPUTE THE WHEELING CHARGE REVENUES?
22 {A. ~ The wheeling charge is equal to the total acre feet of water delivered to the golf
23 c’oﬁrse €] 83_.8 9 acre féet), plus the total amount of construction water (44 acre feet)
24 on the Talking Rock Ranch system times the-$11.35 per acre foot wheeling
25 charged during the Test Year.




p—

© 0 N A U B WW

UI«BWN—‘O\DOO\IO\U:AUJN»—-Q

' DO YOU HAVE A SCHEDULE SHOWING THE GALLONS PUMPED™ =

AND DELIVERED FROM THE WELL FIELD (THE THREE TALKING
ROCK RANCH WELLS) DURING THE TEST YEAR"

Attached as Supplemental Rebuttal Exhlblt Jisa summary of the water pumped

and dellvered during the Test Year. As you will find, approxxmate]y 125 million
gallons of water was delivered to the golf course during the Test Year. Of that
amount, épproximately 51 million gallons was supplied by the ICR owned well
(Production Well No. 3). There was approxirriately 9.5 million gallons delivered
to ICR customers and unacc’oﬁnted water was approximately 14.3 million gallons.
Construction water has nof been metered in the past, including the' Test Year. So,
the Association has assumed that all unaccounted water is construction water.
HOW WAS THE QUANTITY OF WATER DELIVERED TO THE GOLF
COURSE DETERMINED? '
The water is delivered to the golf course through a 6 inch meter which provides

for the measurement of the quantity of water.

HOW IS THE QUANTITY OF WATER ATTRIBUTED TO THE i
TALKING ROCK RANCH ICR CUSTOMERS COMPUTED?
By subtracting both the quantity of water delivered to the golf course and the

unaccounted quhntity of water from the total quantity of water pumped from the

well field. For the test year and based on Supplemental Rebuttal Exhibit 3 (the
summary of IWater pumped and delivered), the computation is as follows:

Total Gallons Pumped , 148,687,000 galldns

Less:

Gallons Delivered to Golf Course 125,026,000 gallons

Unaccounted Water 14,334,7(_)0 gallons
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 Water Attiibited to ICR Customers ~ 9,506,300 gallons

DO YOU HAVE AN OPINION REGARDING THE TREATMENT OF
UNACCOUNTED WATER AS CONSTRUCTION WATER?

Yes. In my opinion, the unaccounted water is not all construction water. 1

believe that construction water is a fraction of the unaccounted water. The

customer growth on the system was less than 25 customers during the Test Year,

50 it is unrealistic that 14,334,700 gallons of construction water was used durihg

the Test Year. Water loss is preseht on all water systems and can stem from water
leaks, periodic flushing of the water system,- and theft, which unfortunately has
occurred on this water system In my experience, water loss generally ranges from

5 to 10 percent. In fact, the Arizona Corporation Commission (“Commlssxon )

" Engineering Staff accepts water loss of 10 percent or less. Based on the Test

Year, and assuming all of the unaccounted water was water loss rather than
construction water, the water loss would have been approximately 9.6 i)ercent
(14,334,700 gallons divided by 148,867,000 gallons pumped) well within
acceptable ranges.

The point of my comments is that construction water guantities are likely

" overstated, yet for the Test Year and for purposes of the cost of service study all

unaccounted water is treated as construction water.

WHAT HAS THE ASSOCIATION DONE TO HELP DISTINGUISH
BETWEEN CONSTRUCTION WATER AND WATER LOSS? |
In the past year, the member-owned Association has purchased hydrant meters for
measuring deliV_ery of construction water. 1 should note the Association has

informed me that since the downturn in the real estate market there has been very

little new construction activity.
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'COST OF SERVICE STUDY |

- WHAT IS A COST OF SERVICE STUDY?

A cost of service study is an analysis of the adequacy of water revenues and

‘revenue requirements to be met by the various classes of customers under both

existing and proposed rates. The study begins with an allocation of utility plant

and expenses into cost and asset functions which are then allocated to customer
classifications. The study attempts to trace the costs resulting from meeting the
customers’ service_' requirements.  Ideally, the revenues received from each
customer class éhould equal the cost of providing servicé to that customer class. -
The cost to provide service includes the operating and maintenance expenses and
the éapitél costs. Operating and fnaintenance‘ expenses include the costs of
operating the system and the costs of maintaining system facilities and é’quipment.
Capital costs include investmevnt-related cash requirements such as debt service,
contributions to debt service reserves, and capital requirements not financed by
debt. Capital cbs‘ts also include depreciation éxpense and either a return on rate
base (for-profit utilities) or an operating margin (non-profit utilities) as well as

incomes taxes and other taxes, if applicable.

WHAT IS THE PURPOSE OF A COST OF SERVICE STUDY?

‘Typically, the purpose of preparing a cost of service study is to offer guidance in

setting rates to be charged for utility service. The basic premise in establishing

rates for the various classes of customers that are both adequate and equitable is

that rates should reflect the cost of providing utility service. Generally, regulators

should set rates based on the cost of service. Put simply, this assures that the cost

of providing service is allocated equitably among customers and customer classes.

Cost-based rates also send an appropriate price signal to customers because the
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" amount paid for service approximates the cost to provide the service. In other

words, subsidies between customers are minimized.
There are many factors at play when rates are set which may result in rates

which are not adequate and/or equitable between the various classes of customers.

Non-economic factors may be at ‘play when rates are set. For example, the

regulatory body may favor subsidizing one class of customer by shifting costs to

other classes of customers, or shifting revenues within-one class of customer to
subsidize members within that class. Lifeline or discounted rates, which are

sometimes used to assist low-income customers in areas with high utility costs, are

prime examples of subsidization of a class of customers by other customers. If
, possxble Lifeline or discounted rates should not apply toa whole customer class.

~If Lifeline or dlscounted rates are needed, they should be offered only to

customers meeting some income test.

'Another example is rate designs intended to encourage conservation.
Conservation-based rates deviate from cost-of-service principles because larger
water users pay- more than their cost of service. Inverted-tier rates shift revenue

recovery into the upper rate blocks in order to send a price signal to customers,

‘regardless of the cost to serve those customers. This may be a desirable ‘social

p_olicy, but these rates may also be regarded as unfair and discriminatory by larger

water users on economic grounds.

Thus, public policy may have a significant impact on rate design. The
Commission should consider the impact that these sorts of alternative rate designs
have on other customers, and the degree that such approaches deviate from cost-

based rates, which may result in inequities and, in extreme cases, cause customers

to develop alternatives to service from the utility provider.




~ |llo. DID YOU PREVIOUSLY PREPARE A COST OF SERVICE STUDY AND
2 SUBMIT IT WITH THE ASSOCIATION’S ORIGINAL APPLICATION?
3 llA.  No. Cost of service studies are costly to prepare and as a result they are not
4 typically prepared for non-profit, small water utilities like ICR. For larger
5 ~ utilities, cost of service studies may or may not be prepared depending on whether
6 there is a compelling need to do so, such as a signiﬁcant change in the rate design.
7 In the absence of a cost of service study, rates are set using geneli'al rate design
8 principles in conjunction with the general' rate design objectives and policies of
‘ 9 regulators. | Under these conditions the rate design may or may not reflect the cost
10 of service for the various classes of customers. Based upon the ass'erﬁons of |
11 Intervenor Taylor, however, the Association felt compelled to prepare a cost of
12 service study in order to refute his contention that the reeidential customers were
13 subsidizing the golf course and to demonstrate that from a cost of service
14 standpoint, rate payers are not_disadvantaged by the Well Agreement. The cost of
15 service study is attached heretn as Supplefn'ental Rebuttal Exhibit 4.
16 I should also note that despite the additional costs incurred by ICR in
17 responding to Mr. Taylor’s assertions, ICR has not yet requested additional rate
18 case expense.
19 || Q. HOW IS YOUR COST OF SERVICE STUDY ORGANIZED?

: 20 ||A The standard filing requirements call for Schedules G-1 through G-7. I have also
21 included Schedules G-8, G-9, and G-10. These schedules show cost based rate
22 designs which I will explain later in my testimony.

23 G Schedules with nigher numbers, i.e. 5, 6 and 7 contain the allocation
24 factors and actual allocations to functions. These functions are then carried
25
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 forward to the summary G schedules 1, 2, 3 and 4, whxch allocate expenses and e

plant (by function) to classes of customers (by meter size).
I will start my analysis using Schedule G-7 and end with Schedules G-2

and G-1. Twill then describe Schedules G-8 and G-9.
WHAT IS A FUNCTION? »
Functions refer to the plant and the expenses needed to gét the water (the
commodity) from the source (well or surface water) to the customer. The
functions are commodity, demand, customer, meter, and service.

| Commodity refers to the actual volume of water delivered; The commodity
functioﬁ is used to 'derivé_ the commodity rate or the rate charged per uhit of

measurement, i.c., 1,000 gallohs of water. Demand refers to how the water system

is sized to deliver the water, which is normally determined by total customers and

fire flow requiremehts. Hence, the system is built to be able to deliver water (the
commodity) to customers, as well as the demand placed on the water system when

water is used to contain or fight a fire.

Customer, service, and meter functions are also used fo develop the
mohthly minimum charged to each class of customer. The full cost of the demand
function shduld also be included in the monthly minimum charge.' Howe\'zer, the
prabtice of Commission Staff has been to allocate a portion of vthe demand

function to both the commodity rate and to the monthly minimum charge.

Demand, customer, service and meter functions refer to the delivery of the

- water from the Association’s wells, surface sources or reservoirs through the

transmission and distribution mains to the individual customer’s premises. The

costs associated with demand, customer, service and meter. functions are incurred
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" whether the customer uses 1,000 :g{llbﬁs or .1;0'().0,6'00' gal'lons" of water éach

month.

Fire protection assets (e.g., hydrants) and expenses associated with fire
protection, including depreciation, should be allocated to the customer function
because fire protection generally benefits all customers on the system. This has

been the Commission’s policy with regard to fire protection costs.

WHAT TYPE OF COST OF SERVICE STUDY DID YOU PREPARE TO
SUPPORT THE PROPOSED RATES AND WOULD YOU PROVIDE A
MORE DETAILED EXPLANATION OF FUNCTIONS? ‘

I used the Commodity / Demand Method for the cost of service study. This
method normally separates expenses and assets into three primary functions or
components: commodity; demand; customer (with further breakdown of customer

costs and plant into meter and service line).

Commodity costs are costs that tend to vary (change) with the production or

output of water. These costs would consist primarily of power costs, chemicals,

water treatment, purchased water, and other variable expenses. Please note that I

included a portion of the demand function into the commodity function to adhere
to Commission Staff’s past practices.

Demand costs are capital and maintenance costs of facilities related to
meeting the peak demand or peak usage requirements. The plant .ass'ets which
cause the bulk of the demand cost are transmission and distribution mains.

Customer costs are those costs related to serving and/or having customers,

without regard to the amount of water used. These costs would include meter

reading, billing, customer accounting and collection, and the capital costs and




|
|
i Tl maintenance costs related to the meters, sérvmeé, and Customer equipment suchas ™~ -
2 .mcfers, service lines, computers, office furniture, transportation equipment, etc.
31Q. AFTER COSTS ARE ALLOCATED TO FUNCTIONS, HOW ARE
4 1] EXPENSES AND ASSETS THEN ALLOCATED TO THE INDIVIDUAL
| 5 CLASSES OF CUSTOMERS? ‘ |
6 |lA. After the expenses and vasset's are allocated to the commodity, demand, customer,
| 719 ‘service, and fncter functiotxs, the values for the functions were then gllocated‘to
8 various customer classes. Customer classes are based on meter sizes on the
9 system. : :
10 || Q. | DOES A C_OST OF SERVICE STUDY PROVIDE DATA TO DETERMINE
11 HOW THE TIERED RATE DESIGN SHOULD BE SET? |
12 ||A No. The cost of service study will provide the cost of the commodity, but it will
13 not provide data on where rate tiers should be set. The tiers rates can be based on
14 studying the usage by the customers.
15 {|{Q.. WOULD YOU PLEASE DESCRIBE AND EXPLAIN THE SCHEDULES
16 WHICH COMPRISE YOUR COST OF SERVICE STUDY, AND WOULD
17 -YOU DESCRIBE HOW THE VARIO_US FUNCTIONS WERE
1‘8 DEVELOPED?
19 {A.  The allocaﬁons for the developmenf of the class allocation factors are shown on
20 , Séhedule G-7, pages 1 through 3.
21 “The commodity allocation is based on the number of gallons of water used
22 by customers on vérious sizes of meters, plus the gallons from the revenue .
23 ‘annualization to year end number of customers, divided by the total gallons of
24 water sold (including gallons from the revenue annualizatioh) dﬁring the Test
25 Year. Thus, if 80,000,000 gallons of water were sold through the 5/8 inch meters,
|
1
\
|
|
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out bf a tbtaf of 100,000,000 gallons of ‘water sold by the water utility, this meter

size would be allocated 80% of the commodity cost.

| The deinana allocation factor consists of the number of meters for each size
of meter on the system, multiplied by the equivalent weight of each size of meter.
Th'e‘equivalent weight is determincd by the flow capacity of each meter. A 5/8
inch meter can flow 20 gallons per minute, while a 6 inch meter can flow 1,000 ,
gallons per minute. Thus, one 6 inch meter is eduiValcnt to approximately fifty
5/8 inch meters. The larger meters are restated into equivalent 5/8 meters to
derive a monthly meter chafgc for thé 5/8 inch meter. Then based on flow
éapa‘cify, monthly minimums are developed for'larger meters.

 The customer allocation factor is the number of customeré on each size
meter. The allocation is based on total meters, not equivalent meters.. It cosfs no
more to read a 6 inch meter than a 5/8 inch meter, nor does it cost more to issue a
bill, -

I computed the meter allocation factor by multiplying the number of meters
times the most recent cost of installing a .r.neter. (Costs were used from the
Commission Staff Engineering memorandum originated by Marlin Scott, Jr., dated
June 30, 2004.)_ The dollar weighted value of meters is then divided by the total

computed meter cost to derive the meter allocation factor to each class of

" customer.

. The service line allocations were computed in the same manner as the

‘meters. That is, I used the values listed on the Commission Staff memorandum to

derive a total value of the service lines. The allocation to each service line size

was the result of dividing the dollar value of the service lines for cach customer

class by the total dollar value of the service lines.
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‘Schedule G-7, page 2.1 lists the allocation of expensés for Tepairs and "
maintenance and for contract services from A Quality Water, the outside contract -
operator of the water system. A Quality Water pfovides services for meter

reading, water system operations, routine repairs and maintenance, and regulatory

. compliance work. Allocation factors for repairs and maintenance were determined

by examining t’he'rcpairs and maintenance expenses recorded during the test year
and use of professional judgrhent. . | |

The depreciation expense éllocaﬁbns shown on Schedule G-6, page 2,
apply the allocation factors shown on Schedule G-7, pa'ge 2, times the depreciation
expense for each plant asset. For the demand function fof Wells, Mains, Water
Treatment Equiprﬁent, and Pumping Equipment, I assumed an allocation factor of
90 percent. Ten péi‘cent of plant values and related depreciation expense for
Wells, Mains, Water Treatment Equipment, and Pumping 'Equipment was
allocated to the commodity function.

Thé depreciation expense was computed with the Association’s proposed
depreciation rates. The proposed depreciatidh rates arcv the same rates as proposed
in the current case and are based on Commission Staff’s recommendations in other
rate cascé. }

The operatic_in and -méint_enance expense allocation to functions
(commodity, demand, éustomer,' SerVice, and meter)‘are shown on Schedule G-6,
page 1. | 7 A

On Schedﬁie G-S, ﬁage 2,1 allbcated net plant rather than gross plant, via
deducting the accumulated depreciation from each plant asset.

I deducted the advances in aid of construction (“AIAC”) and contributions

in aid of construction (“CIAC™) from the plant balances normally financed with




-~
I 11l AIAC and CIAC, which would be primarily fransmission and distribution maids. 1~
‘ 2 - allocated the AIAC and CIAC to both the demand and commodity functions to be -
3 consistent with my -allocation of the transmission and distribution mains. The
4 allocations are S-hoWn on Schedule G-5, page 2.
5 | "fhen I computed rate baseé for e'a_ch function (commodity, demand,
6 ‘customer, service and meter). The rate baSés by function are shown on Schedule
7 | G-5, page 1. Rate base is not a factor in détermining the revenue requirement for
8  non-profit utilities like ICR. |
9 Schedule G-4 allocates the commodity, demand, customer, service and
10 meter expenses to meter sizes using the allocatidn factors developed on Schedule
11 . G-7, page 3. |
12 ‘ Schedule G-3 allocétes the rate bﬁses for commodity, demand, customer,
13 service, and meter to customer clasées, which are meter sizes. Again, rate base is
14 not a factor in determining the revenue requirement for non-profit utilities like
15 ¢ ICR.
16 Schedules G-1 and G-2 derive the operating margins by customer classes
17 (meter sizes) at present and pfoposed rates respeCtively. The operating margins
18 | are computed by dividiﬁg the operating income for each meter size by the
19 revenues provided through rates for that meter size.
20 Property taxes are allocated based on revenue, as this revenue is the main
21 factor in the method used by the Arizbna Department of Revenue to determine the
22 ~full cash value of the utility.
23 Income Taxes are allocated based on taxable income on Schedules G-1 and
24 G-2. 1should note that for nonéproﬁt utilities, the only income tax is the required
25 filing fee.v Inéome taxes have little impact on the cost of service as a result.
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 WHAT CONSIDERATIONS HAVE YOU MADE IN THE STUDY?

Theré are a number of special considerations.

First, for purposes of this study, and because the golf course is provided
service through a 6 inch meter, the golf course is i.néludéd in the cost of service
study as 1f it was a 6 inch metered customer. As Mr Busch has testified in his
Supplemental Rebuttal Testimon);, fhe golf course is not a customer of the
Association. | |

~Second, to devélop the commodity allocation factors I hsed approximately
139.3 million gallons for the golf course 6 inch meter. This quantity of water
represents the quantity of water delivered to the golf course (approximately 125
million gallons) plus the unaccounted water (approximately 14.3 million gallons)
6btained from all three wells on the Talking Rock Ranch side of the system. In
reality, only 51 million gallons was deliyered through the system to the golf course
from Association owned well (Production Well No. 3). I used approximately‘
139.3 million gallons for the golf course because charges to the golf course
include é wheeling charge for the use of the ICR mains to transport water to. the
golf course and for construction water. |

Third, fér purposes of the cost of service‘ study, $11,415 of power costs
paid for by the golf course that are attributable to ICR’s customers are included in
operating expenses and allocated to meter sizes other than the golf course 6 inch
meter. | |

Fourth, 1 1,415 of power costs paid by the golf course that are attributable
to ICR cust_omérs aré included in revenues from the golf course 6 inch meter.

Fifth, all purchased power costs in the study have been allocated to the 2

inch and smaller meters as none of the power costs in operating expenses are
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attributed to the golf course 6 inch meter. As have proviously discusséd; the golf
course pays all the power costs on the Talking Rock Ranch side of the system
including some 'cosfs attributable to ICR customers. The power costs recorded on
ICR’s books .during theA Test Yeaf are attributed to ICR customers >'only and not the
golf course. Total purchased powér in the sfudy 'tbtals $27,654, which includes
$16,239 recorded on the ICR books during the Test Year plus the $1 1,415 ‘paid for
by the golf course. |

Sixth, an attempt was made in this study to account for and allocate to the

golf course 6 inch meter cost of service for the potential over sizing of the water

'system to allow ICR to deliver large volumes of water to the golf course. It is not

clear whether or not any over sizing was actually made to the system fto

accommodate the delivery of water to the golf course. The Talking Rock Ranch

transmission mains were designed to deliver water to customers at full build-out
which may have required the size mains presently installed. Nevertheless, to
address potential criticism of the study due to exclusion of over sizing impacts,
they were included. The potential incremental plant cost was estimated to be
$158,395. This cost is the increment cost of increasing the transmission main size

from 10 inch fo 12 inch. The depreciation impact for over sizing is $3,168 and

this cost is allocated entirely to the golf course 6 inch meter cost of service. .

WHAT IS THE RANGE OF THE OPERATING MARGINS FOR THE
VARIOUS METER SIZES AT PRESENT RATES?

As shown on-Schedule G-1, the Qperating margins vary substantially between the
various meter sizes at present rates. The golf cburse 6 inch meter provides the

highest operating margins at present rates at 38.68 percent. The 5/8 inch meter

size provides the lowest operating margin at present rates at a negative 35.81
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percent. The 5/8 inch meter size is serving most of the customers on the System "~

whilé at the same time providing the lowest operating margin — even one that is
signiﬁcantly negative. |

WHAT IS THE OPERATING MARGIN FOR THE VARIOUS. METER
SIZES AT PROPOSED RATES? |

As gh0wn on Schedule G-2, the operating margins at proposed rates also vary
substantially between the various metef sizes. The. golf coursé 6 inch meter
provides the highest opérating margin at 40.24 percent. The 5/8 inch meter size
providés the lowest operating margin at pfcsent rates at 1.68 percent. Even uhder '
proposed rates, the 5/8 inch meter size provides the lowest operating margin.

WHAT DOES THE COST OF SERVICE-STUDY INDICATE?

1
The 5/8 meter size is being subsidized by the 2 inch meter size and the golf course - ;
6. inch meter.. If the goal of the proposed rate design is to achieve an overall 14.5 |
percent operating margin and the 5/8 inch meter size provides for only 1.68
percent operatihg margin, then the 5/8 inch meter class is not paying its “fair
share” of the cost of service.  The deficit in the revenues provides by 5/8 inch
meter size is being made up by the 2 inch meter size and the golf course 6 inch
whose opérating margins are far greater than the overall 14.5 percent operating
margin at 36.03 percent and 40.24 percent, respectively.
More importantly, the overall operating margin ét proposed rates provided
by meter sizes other than the golf course 6 inch meter is 9.13 percent — less than

the 14.5 percent operating margin. Without the golf course 6 inch meter, with a.

40.24 percent, the overall operating margin would not be achieved.




; 1o, way DG YOU REFER T0 & 145 PERCENT ‘OPERATING MARGIN %
2 WHEN, IN THE INSTANT CASE, THE OPERATING MARGIN USED TO'
3 COMPUTE THE REVENUE REQUIREMENT IS 15 PERCENT?

4 1A | The overall operating margm in the cost of service study at proposed rates is 14 5
5 percent due primarily to the inclusion of power costs of $11,415 in operatmg
6 e‘xpenses. and in revenues. The net effect oﬁ operating income is zero but the
71 operating margin is skewed because total revenues are highef. You will find on
8 the G-2 schedule that the total operating income of $53,489 matches the
9 A’ssociationv"s rejoinder schedule C-1 operating income of $53,489 at proposed
10 rates. Put simply, we are dividing the operating income by a higher revenue
11 number so-the operating margin is lower but the operati‘ng income in dollars is the
12 same. - | | . , »
13 ||Q. IF THE COST OF OVER SIZING THE MAINS WERE DOUBLED OR
14 EVEN TRIPLED, WOULD THE INDICATIONS OF THE COST OF
15 | SERVICE STUDY AND YOUR CONCLUSIONS CHANGE?
16 {|A No. If the plant costs fof over sizing were tripled to $475,185 ($158,395 times 3)
17 the depreciation impact would triple to $9,504 (33,168 times 3). The golf course
18 -6 inch meter would still provide a much 'higher operating margin than the 5/8
19 meter at'present‘ aﬁd proposed rates. In fact, the operating margin for the golf
20 course 6 inch meter at preéent and propdsed rates would be 30.30 percent and
21 31.98 percent, resﬁéctively. Compare this to the operating margins shown in the
22 cost of service study of 38.68 percent and 40.24 percent, respectively. The 5/8
23 - inch meter would still be subsidized by the golf course even though the 5/8 inch
24 meter operating margin would improve to a negative 33.37 percent and 3.44
25 percent under present and proposed fates, respectively. |

I




1 0. DID YOU PREPARE SCHEDULES SHOWING RATE DESIGNS BASED ~

2 ON THE COST OF SERVICE STUDY? . -

3 {|A. - Yes. Cost baSed monthly minimums and commodity rates are shown _

4 | " Schedules G-8 and G-9. Schedule G-8 shows cost based rates for ICR customers
5 exclusive of the golf course, while Schedule G-9 shows cost based rates for the

6 golf course assuming the golf course is a customer. However, as I stated éarlief,

7 Mr. Busch has testified that fhe golf course is not a customer, so Schedule G-9 ‘is

8 for demonstfa_tive purpbses only. |

9 It is important to note that the combined fate designs will achieve the over
10 all 14.5 percent operating margin. The rate design on Schedule G-8 (for ICR
11 customers) will achieve a 9.18 percent operating}margin, while the réte design on
12 Schedule G-9 (for the golf course and construction water) will achieve a 40.24
13 peréent operatingl margin.
14 ||Q. WOULD YOU PLEASE DISCUSS SCHEDULE G-8?
15 lA.  Schedule G-8 computes the cost based monthly minimums for each meter size and
16 the commbdity rates. The golf course cost of service is excluded from thé
17 computation as I have computed cost based monthly minimums and cominodity
r18 rates for the golf course separately on Schedule G-9 which I will discuss later. On
19 Schedule G-S, in the monthly minimums for each size meter, I have included the
20 demand related expenses and capital costs. The computed monthly minimum
21 gives guidance on the rates that should be charged regardless of customer water
22 usage. The proposed rates in the instant case as to monthly minimﬁm charges on
23 the H-3 schedule are noticeably below what the computed monthly minimums
24 shown on Schedule G-8, page 3.
25 The computed commodity rate is substantially below the proposed




-t

[\®] NI [\84 N [ 3] N — bk i bt — Pt [, [y — [

O 0 N N W A W

’ commodlty rate (and for that matter, below the present commodlty rates) for the

first tier (compare to the proposed commodxty rates shown on the Association’ s
Rebuttal Schedule H-3). The disparity (computed cost vs.A proposed rates)
continues as you compare the proposed rates ﬁsing tier two or three tier rates.

WHAT IS THE MONTHLY MINIMUM FOR A CUSTOMER ON A 5/8
INCH METER THAT YOU COMPUTED IN YOUR COST OF SERVICE

STUDY?

The monthly minimum, with no water in that minimum; should be $S3.00 when
you include the allocations for expenses and plant \\for the function of demand,
customer, meter and service line. _ ‘

HOW DOES THE COMPUTED MONTHLY MINIMUM CHARGE
COMPARE TO THE ASSOCIATION S- PROPOSED MONTHLY
MINIMUM?

The proposed monthly minimﬁm for a 5/8 inch meter is $26.20, or approximately
49 percent of the computed monthly minimum of $53.00 as shown on Séhedule G-
8, page 3. Thus, the proposed monthly minimum does not reflect the actual cost
for the monthly mmlmum |

WHAT IS THE COMPUTED COMMODITY CHARGE WITHOUT
REGARD TO TIERS, THAT WOULD BE DERIVED FROM YOUR COST
OF SERVICE STUDY? |

The computed commodity rate is $1.13 per 1,000 gallons of water from the cost of
service study (Schedule G-8, page 3).

HOW DOES THE COMPUTED COMMODITY RATE 'COMPARE TO

THE ASSOCIATION PRESENT YAND PROPOSED .COMMODITY

RATES?
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““The present commodity rate being charged is $2.80 pef 1,000 g sallons.This rateis -

approximatély 2.5 times what it costs to produce the water.

The Association’s proposed corﬁmodity rates are $2.984 for tier one,
$3.384 for the tier .two, and $4.454 for tier three for the 5/8 inch meter. The
proposed second tier rates are nearly 3 times the cost to produce the water while
the proposed third tier rate is nearly 4 times the cost to produce the water. Thus,
the proposed second tior and third tier commodity rates are vastly overstated when
compared to the cost to produce the water.

DOES THE FACT THAT THE ASSOCIATION WILL BE COLLECTING
MONTHLY MINIMUMS SUBSTANTIALLY BELOW THE MONTHLY
MINIMUM COST AND COMMODITY RATES SUBSTANTIALLY
ABOVE THE COMMODITY COST ADD RISK TO THE ASSOCIATION?
Yes. The risk is quite substantial. Invorfed multi-tier ratés designs as proposed in
this .case encourage conservation. If conservation is actually achieved, usage will
decline and it will cause a substantial shortfall in the revenues the Association
coliects. That means that it will be impossible to actually achieve the requested
operating margm '

COULD YOU ILLUSTRATE THE ABOVE ANSWER?

Yes. Schedule G-10 illustrates what happens when conservation is achieved. The
operating margin is shown based on a 5/8 inch metered customer. 1 have
constructed the illustration showing the proﬁt or loss that is achieved at mcrements
of 1,000 gallons through 100,000 gallons of monthly usage. The cross over point
going from a loss to a profit is between 10,000 and 12,000 gall,ons and is

substantially above the average usage for the 5/8 inch meter customer class of

approximately 7,100 gallons. By pricing the monthly minimum substantially
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“below cost and the commodity rate substantially above cost, the- Association will -

under earn if water sales drop. Conversely, if water sales increase, there is the

potential to over.eam. Although in this particular case, since the average usage is
well below the break-even point, the potential to over earn is less likely than the
potential to under earn. |

THE ASSOCIATION CURRENTLY HAS A 'SINGLE TIER RATE
DESIGN. IS MOVING FROM A SINGLE TIER DESIGN TO A TWO OR
THREE TIER DESIGN THE RISKA YOU REFER TO? _

Yes. With the proposed rate design, the monthly minimum is being substantially
Subsidized by the commodity rate. In other words, thé Association must recover
jarge amount of fixed costs, through sales of water,"which can vary based on
weather, or conservation efforts. Any conservation by customers will substantially
impact the Association’s net income.

WHAT HAPPENS WHEN THE MONTHLY MINIMUMS AND
COMMODITY RATES ARE NOT PRICED AT COST?

Two things can happen. If cusiomers don’t conserve and usage increases rather

than decreases, the Association will over earn. If customers conserve, or just use

‘less water due to more rainfall, the Association will under earn. If usage changes

substantially, either up or down, the impacts I just referred to will be magnified.
BUT EVEN IF THE MONTHLY MINIMUMS AND COMMODITY RATES
ARE PRICED AT COST, WOULDN'T THE ASSOCIATION STILL OVER
OR UNDER EARN IF CUSTOMERS USE MORE OR LESS WATER,
THAN WAS USED TO IN THE TEST YEAR?

Yes, but to a far lower extent.
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'WHAT WOULD BE A SINGLE TIER RATE DESIGN FOR ICR

CUSTOMERS ASSUMING APPROXIMATELY THE SAME LEVEL OF
REVENUES WERE RECOVERED THROUGH THE MONTHLY

" MINIMUM AS PROVIDED BY THE ASSOCIATION’S PROPOSED

MONTHLY MINIMUMS?

On Schedule G-8; page 4, I set forth a computation of a single tier rate design.

_The rate design assumes rates charged a rate sufficient to recover the ICR

customers cost of service which would include the 9.18 percent operating margin.

As shown, the 5/8 inch month minimum would be $26.78 and the commodity rate -

- $4.158. M_y c'omputétioncontemplateé 45 percent of the demand costs and 45

percent of the customer, service and meter costs included in the computation of the
monvthly. minimum. - The 45 percent is‘épproximatcly the percentagé of proposed
revenues recovered through the monthly minimums in the instant case. In my
experience, the monthly minimums under Staff’s proposed rate dcsigns typically
recover 40 fo 50 pel;cent of the “fixed costs”. Thus 45 percent is not an
unreasonable figure. V

The computed monthly minimum of $26.78 is relétivefy close to the
proposed monthly minimum of $26.20. The computed commédity rate of $4.158
is higher thém both the proposed first tier rate of $2.984 and the proposed second
tier rate of $3.83>4, but lower than the third tier rate of $4.454.  Because th.c
commodity rates for the first and second tier are below the computed commodity

rate, the Association faces increased risk. of not recovering the revenue

" requirement if water sales are negatively impacted by conservation and weather.
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'WOULD YOU PLEASE DISCUSSmSCHEDULE G997 T

—

Schedule G-9 computes the cost based monthly minimum for the golf course 6

inch meter and the .commodity rate assuming it were charged a rate sufficient to

“recover its cost of service which would include the 40.24 pcrcent operating

margin. As on Schedule G-8, Thave included the demand related costs and capital
costé on Schedule G-9 in the monthly minimum. The computed monthly
minimum provides_ guidance oﬂ the rate that should be charged regardless of the
golf course water usage. As can be seen from Schedule G-9, page 3, the
computed com'modity rafe is substantially below the pro;iosed commodity rates for
the second an thlrd tiers as shown on Rebuttal Schedule H-3 for the 6 inch meter.
DOES YOUR COMPUTATION INCLUDE WATER QUANTITIES FROM
ALL THREE WELLS AND NOT S’I‘RICTLY FROM THE ASSOCIATION
OWNED WELL?
Yes, this is to be consistent with the gallons used in the cost of service study for
the golf course and constructlon water. The water from the two proﬁuction wells
not currently owned by the Assocnatlon is not the Association’s water to sell.
Only 51 million gallons came from to the ICR owned well and used on the golf
course.  Construction. ‘water of 14.3 million gallons came from the two other
px;oduction wells. By using 139 million gallons, the commodity cost is skewed to
the gollfv' course. |

I should also note that the power costs associated with serving the golf
course are not included in the study. As I testified, TR Golf and Harvard currently
pay over $68,000 of power costs attributed to the golf course and construction

water. If ICR takes responsibility for all power costs, then the commodity rate

would be higher as a result.
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WHAT IS THE MONTHLYA

L-2EE--TE S B R o

INCH METER THAT YOU COMPUTED IN YOUR COST OF SERVICE

’ STUDY"

The monthly minimum, with no water in that minimum, should be approx1mately
$3009 when you i'nclude the allocations for expenses and plant for the function of
demand customer, meter andservice line. i

HOW DOES THE COMPUTED MONTHLY MINIMUM | CHARGE
COMPARE TO THE ASSOCIATION’S PROPOSED MONTHLY
MINIMUM FOR A 6 INCH METER? |
The proposed monthly minimum for a 6 inch meter is $1,310, or app__roXimately 43
percent of thé computed monthly minimum of $3,009 as shown on Schedule G-9, ..
page 3. Thus, the proposed monthly minimum does not reflect-the actual cost for

the monthly minimum if the proposed monthly minimum were to be used.

' WHAT IS THE COMPUTED COMMODITY CHARGE FOR THE GOLF

COURSE, WITHOUT REGARD TO TIERS, THAT WOULD BE DERIVED
FROM YOUR COST OF SERVICE STUDY? ' |

The computedv cor’n‘niodity rate is $0.20 per 1,000 gallons ($65.17 per acre foot) of
water as shown on Schedule G-9, page 3.

WHAT WOULD BE A SINGLE TIER RATE DESIGN FOR THE GOLF
COURSE ASSUMING APPROXIMATELY THE SAME LEVEL OF
REVENUES WERE RECOVERED THROUGH THE MONTHLY :
MINIMUM AS 'PROVIDED BY THE ASSOCIATION’S PROPOSED
MONTHLY MINIMUMS? |

On Schedule G-9, page 4, I set forth a computation of a single tier rate design. As

shown, the 6 inch month minimum would be approximately $1,655 and the
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* commodity rate $0.317. Again, my computation contemplates 45 percent of the

demand costs and 45 percent of the customer, service and meter costs included in
the computation of the monthly minimum, as discussed earlier. The computed

monthly minimum of $1,655I is higher than the proposed 6 inch meter monthly

minimum of $1,310. The computed commodity rate of $0.317 is significantly

lower than bbth the proposed first tier rate of $3.834 and the proposed second tier

- rate of $4.454 for the 6 inch meter.

" ANALYSIS OF THE REVENUE REQUIREMENT WITHOUT THE GOLF

COURSE
WHAT IS THE PURPOSE OF YOUR ANALYSIS OF THE REVENUE
REQUIREMENT WITHOUT THE GOLF COURSE?

The purpose of my analysis is to determine the revenue increase or decrease that

would be required if the gbl’f course were to be served by a separate stand alone

system.

PLEASE EXPLAIN YOUR ANALYSIS.
The proforma analysis assumes the revenues provided by TR Golf and Harvard
(for golf course water énd construction water) to ICR are eliminated from
revenues, and power costs currently paid for by TR Golf and Harvard on behalf of
ICR customers are iﬁcluded m operating expenses. It also assumes the revenue
increase required would be nécessary to achieve an required operating income
equal to the required operating income of 7$53,489-on the Association’s Rebuttal

Schedule A-1 To illustrate, 1 prepared proforma schedules A-1, C-1, and C-2,

attached as Supplemental Rebuttal Exhibit 2.

As shown on the proforma schedule A-1, the adjusted operating income

without the golf course is a negative $97,546.  To achieve the same operating
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income as the Association has proposed in th

s case, oF $53489, a 14:53 percent
operating mérgin 18 réquiréd and-a revenue increase of $151,183 is necessary.
The revenue increésc; over the pfoformﬁ adjusted‘revehues is neaﬂy 70 percent |
compared to the 33 peréent proposed by the Aséociation in the instaﬁt case.
PLEASE EXPLAIN THE PROFORMA SCHEDULE 'C-l, ‘AND_ THE
ADJUSTMENTS MADE TO DETERMINE THE OPERATING INCOME
WITHOUT THE GOLF COURSE IS A NEGATIVE $97,546.

The proforma schedulev C-1 shows adjusted the revenues and expenses without the
golf course. The proforma C-l schedule starts with the adjusted test year
fevenues and expenses per the Association’s Rebuttal Schedule C-1. The rebuttal

adjusted revenues, operating income, and operating expenses are $268b,047,

$35,058, and $303,105, respectively. Next, revenue and expense adjustments to .
. reflect fhé revenues and operating expenses without the golf course are shown. -

" The details of the adjustments are shown on the proforma schedule C-2, pages 1

through 3 and are as follows:

L Adjustment number 1 removes 46,944 of golf course expense

reimbursement revenues recorded during the test year.

2. Adjustment number 2 removes $4,277 of wheeling charge attributed

to the golf course and construction water from metered revenues.

3. Adjustment number 3 increases purchased power by $11,415 of

power costs incurred by TR Golf and Harvard but attributable to ICR

customers_. _ ‘
WHY DID YOU NOT ADJUST DEPRECIATION EXPENSE?

Because the depreciation expense will be there whether or not the golf course is

present. With the golf course absent from the system, the full amount of
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" depreciation will need 10 berecovered

DOES THE ASSOCIATION’S CAPITALIZATION =~ CONSIST -
 EXCLUSIVELY OF ZERO COST CAPITAL?

Yes. - All of the Associalion’s plant-in-service is funded withA either AIAC or
‘CIAC. It is no surprise that the rate base in the instant case is negative. In other
words, there is no member equity financing any of the plant.

WHY IS THERE DEPRECIATION IF THE PLANT IS EXCLUSIVELY
FUNDED WITH ZERO COST-CAPITAL? '

While no depreciaﬁon 1s allowed in rates for plant funded with CIAC,
depreciation is allowed in rates for plant funded with AIAC. Presumably, the
cash flows from depreciation are used for refunds-on AIA.C. Generally, in the
early years of an AIAC contract, refunds are less than the depreciation cash flows
providing a positive net cash flow to the Association. Thvis helps provide some
financial stability while the system grows to full build-out. For most refundable
line extension agreements, by the time full build-out occurs, the agreement expires
and any rerﬁaining un-refunded balance reverts to a CIAC. Typically, no more
than about 30-40 percent of the original line extenslon agreement amount ever
gets refunded. o _

WOULD DEPRECIATION EXPENSE AND RATES .BE LOWER IF THE
ICR PLANT WAS 100 PERCENT CONTRIBUTED? |
Yes. However, I believe that havingv 100 pefccnt conlributed plant isn’t
financially healthy Depreciation is recovery of investment in plant. Eventually,
plant has to be upgraded and/or replaced. Cash flows from deprecxatxon

particularly for non-profit companies, can be used to build up a plant replacement

reserve for these eventualities. Cash reserves can also be used to address unusual




W

|
T 1l events such as significant emergency repairs. 1T rates were lower ds a result of = T - s

i B
2 100 percent contributed plant, the Association (and its ratepayer members) would
3 not have this cash “cushion”, so to speak. Non-profits, in particular, should have

-4 an apprbpriate cash réserve since their abilify to raise additional capital is li‘mited.
51Q. IT APPEARS FROM YOUR PROFORMA SCHEDULE C-1 'I‘HAT
6 | " OPERATING EXPENSES INCREASE WITHOUT THE GOLF COURSE
7 PRESENT?

"8 |A. | That’s correct. If tﬁe gblf course is no longer there, ICR customers will need to
N

pay the power costs that are currently being paid for by TR Golf and Harvard.

10 Q; ‘WHAT IS THE NET IMPACT ON THE ICR OPERATING INCOME
11 " WITHOUT THE GOLF COURSE? |

12 ||A. - Operating incomé drops from a negative $35,058 to a negative $97,546 - a

13 || reduction in operating income of $62,488. In order to achieve the same operating
- 14 income as propbsed in the instant case, a $151,183 increase is required compare to
15 the $88,547 increase proposed by the Association in the instant case.

16 || V. RESPONSE TO THE DIRECT TESTIMONY OF DAYNE TAYLOR

17 |{Q. ~ PLEASE RESPOND TO .MR. TAYLOR’S RECOMMENDATION TO.

18 CREATE TWO STAND-ALONE SYSTEMS: ONE FOR THE GOLF

19 COURSE AND ONE FOR THE ICR CUSTOMERS. |
% 20 |1Q.  Mr. Taylor seems to make this recommendation on the belief that by creating two
21 . stand-alone systems, the operating and maintenance and deprcciaﬁon obligations
22 | to the residential ;custdmers would be considerably less. See Direct testimony of
23 Dayne Taylor (“Taylor Dt.”) at Recommendations. As my analysis of the
24 revenué requirement without the golf course shows, operating expenses would

25 increase, not decrease. Even if potential “over sizing” of the water system exists,
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 the impact on operating'exrienée’isﬁ"ém;iﬁ_ﬁxs‘ the cost of service study shows, the’

estimated impact is less than $3,200 annually. Even 1f this amount is taken into
conmderatmn operatmg expenses (meludmg deprec1at10n) would increase, not

decrease.

PLEASE RESPOND TO MR. TAYLOR’S TESTIMONY ON PAGE 3, IN

WHICH HE ASSERTS THAT LOWER “RATES” ARE CHARGED TO

' THE‘GOLF COURSE THAN TO THE RESIDENTIAL CUSTOMERS.

Putting aside the fact that TR Golf and Harvard are not customers of ICR, the cost
of service study demonstrates that TR Golf-and Harvard are paying significantly
more than their cost of seNice. In fact, residential customers are being subsidized
by both the 2 inch meter size and golf coutse 6 inch meter. Even if TR Golf and
Harvard were to be considered customers, based on the cost of service study, my
recommendatxon would be that they not be charged the same rates as residential
customers. In fact, I would- recommend rates for the golf course that are designed
to recover the cost of service. Thus, no subsidization would occur under the new
rate design in order to equitable to all classes of customers. This in turn would
mean that residential customers pay more and the golf course less under a fair and

equitable rate design. I have previously discussed a single tier rate design which

would maintain the current level of subsidization afforded to residential customers

by the golf course on pages 28 and 29 of my testimony. If all classes of customers
were to contribute equally (no subsidization), the golf course would pay lower
rates, while the 5/8 inch meter (residential class) would pay higher rates.

HAVE LARGE VOLUME USERS LIKE GOLF COURSES BEEN
AFFORDED RATES bIFFERENT THAN RESIDENTIAL‘CUSTOMERS

- BY THIS COMMISSION?
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Yes. - An éxample is Chaparral City Water Company. In Decision 68176 -

(September 30, 2005), the irrigation/bulk water commodity rates were much lower
than the commodity rates for residential customers. In Decisibn_68176, the
irrigation/bulk commodity rate approved was $1.56 per 1,000 gallons. This rate
applied to all gallons sold. The commodity rates .for the residcntial qlass
customefs (3/4 inch meter) were $1.68, $2.52, and $3.03 per 1,000 gallons for the
first, second and third tiers, respectively. o »

IF THE GOLF COURSE WERE TO PAY TARIFF RATES WOULD YOU
RECOMMEND THE "GOLF COURSE PAY THE SAME COMMODITY
RATES AS THE RESIDENTIAL CUSTOMERS?

No. - The cost of service study already demonstrates that the golf course is

‘subsidizing the residential class (5/8 inch meter). If the golf course‘_paid

residential rates, the residential class would be even more subsidized than it
already is.  Further, if TR Goif were to be charged the proposed rates in the
instant case, the revenues provided to ICR would, at a minimum, increase four-
fold to nearly $240,000 aﬁnually. The increase to the golf course. rﬁay have the
unintended consequences, such as a protracted and costly legal battle to unravel
the Well Agreément and much higher rates to ICR customers in the future if the
golf course leaves the system - as rhy analysis of the revenue requirement without
the golf course demonstrates. |

HOW DID YOU COMPUTE THE $240,000?

I assumed the golf course would pay the $1,310 monthly minimum. Annually,
this is $15,720. The first block revenues (425,000 gallons) would be computed as

12 months times 425 (thousand gallons) times the proposed commodity rate of

$3.834 equaling $19,553. The second block revenues would be computed as




‘ | |
S 1 50 878 (thousand gallons) annual gallons from the Association owned well less the: !
2 first block gallons of 5,400 (thousand gallons) times the second tier commodlty
3 ‘rate of $4,454 equaling $202,559. Together the revenues equal $237, 832
4 ($15,720 + $19,533 + $202,559), nearly $240,000. My computation does not
5 include wheeling charges for the balance of the water . from the other two
| 6 pljoduction wells delivered to the golf course and construction water.
7 11Q. PLEASE CONTINUE. _
| 8 [|A.  Putting aside the further subsidization of lhe residential class if proposed rates are
9 used, an unintended consequence of such an increase would be that the golf course:
10 leaves the syslem, no - longer providing current subsidization to residential
11 ougtomers. As I will discuss, my analysis of the revenue requirement without the
12 golf course shoWs that residential customers would see a nearly 70 percent
13 increase rather than tho 33 percent increase proposed in the instant case. >In
14 addition, in lny non-legal opinion, the Association may face significant legal costs
15 to sever the Well Agreement — costs which it cannot afford.
16 || Q. WHAT WOULD HAPPEN IF THE COMMISSION IMPUTES REVENUES
17 FROM . THE GOLF COURSE TO ICR AT THE PROPOSED RATES FOR
18 ICR CUSTOMERS AND THE”ASSOCIAT'ION DOES NOT RECOVER
19 THOSE REVENUES?
20 HA The revenues produced by the imputed rates would be a fiction. This will have
21 serious financial consequences to the Association. Ultimately, the member-
22 customers of ICR will suffer.
23 || Q. BASED ON YOUR TWO ANALYSES (THE COST OF SERVICE STUDY
| 24 AND THE ANALYSIS OF THE REVENUE REQUIREMENT WITHOUT
25 THE GOLF COURSE), DO ICR CUSTOMERS BENEFIT FINANCIALLY




A. Yes. Assuming the Well Agreement remains in place and the same level of

I

 revenues provided during the Test Year are provided to the Association in the

future, ICR customers Will benefit.
Q. DOES THAT CONCLUDE YOUR TESTIMONY?
A. Yes.
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SUPPLEMENTAL REBUTTAL

EXHIBIT 1




WELL AGREEMENT

THIS WELL. AGREEMENT (this “Agreement”) is made this /?_5_’_1_1 day of
[~ 4y 33~y , 2003 by and between ICR WATER USERS ASSOCIATION, an Arizona public
service co%ration (*Utility”), -HARVARD SIMON 1, LL.C., an Arizona limited lability
company (“Developer™), and TALKING ROCK GOLF, L.L.C., an Arizona limited liability
company (“Talking Rock Golf”) for the purposes and considerations hereinafter set forth.

RECITALS

A. Developer is the Second Beneficiary under the First American Title Insurance
Agency of Yavapai, In¢. Trust Ne. 4750, which trust owns approximately 3,470 acres of real
property situated in Yavapai County, Arizona, more particularly described in Exhibit “A”
attached hereto and incorporated herein by this reference (the “Property™). Developer is
authorized to obtain water and wastewater utility services for the Property. A portion of the
Property, approximately 400 acres, was previously located within Utility’s Certificate of
Convenience and Necessity (“CC&N™) as shown in the map attached hereto as Exhibit.“B” and
incorporated herein by this reference. Until recently, the remainder of the Property,
approximately 3,070 acres (the “Extension Area”), as shown in Exhibit “B,” was not located in
the certificated service area of the Utility or of any other certificated water utility provider or in
the service area of any municipal water utility service provider. The majority of the Property,
approximately 2,500 acres, is Jocated in an area eligible for membership in Utility pursuant to

Utility’s By-Laws.

B. Utility is a public service corporation as defined in Article XV, Section 2 of the
Arizona Constitution and, as such, is regulated by the Arizona Corporation Comumission
(“Commission”). Utility has been granted a CC&N by the Commission authorizing Utility to
provide water utility services. ’ ,

C. Developer is developing a residential community at the Property to be known as
the Talking Rock Ranch that will contain approximately 1627 residential dwellings, certain
common areas and a ranch compound with a clubhouse, swimming pool, tennis courts and a
health and fitness center. Developer requested that water utility service be extended and
provided to the Property by Utility in furtherance of Developer’s planned development of the
Property. Pursuant to that Main Extension Agreement (Water Service) dated:March 5, 2001,
between Utility and Developer (the “Main Extension Agreement”), Utlity sought approval from
the Commission to exténd Utilities’ CC&N fo include the Extension Area and to take all other
actionis and obtain other government approvals as necessary in connection with the extension of
Utility’s CC&N to include the Extension Area. Thereafter, Utility is willing to extend water
utility service to the Property in accordance with the terms and conditions set forth in the Main
Extension Agreement and in accordance with relevant law, including the rules and regulations of

the Comnission. .

D. Pursuant to the Main Extension Agreement, Developer is obligated to construct
and install certain Facilities, as defined in the Main Extension Agreement, including without
limitation an off-site water transmission main (the “Off-Site Main") described in Exhibit “C” to
the Main Extension Agreement. ’
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E. On January 15, 2002, the Commission issued Decision No. 64630, extending
Utilitiess CC&N to include the Extension Area, subject 1o certain conditions stated in the
o Decision. One condition stated in Decision No. 64630 is that Developer should advance to

Utility the wells Developer hes drilled for the purpose of providing water to the Property.

| F. Pursuant to that First Amendment to Main Extension Agreement to be executed
| by the parties concurrently with their execution of this Agreement (the “First Amendment”), the
Facilities to be constructed and installed by Developer will include the Production Wells, as
herein defined. Upon the Commission’s approval of the First Amendment, the term ‘Main
Extension Agreement’ used herein shall mean the Main Extension Agreement as modified by the

First Amendment. . .
X . : |

G. Talking Rock Golf has constructed an 18-hole golf course at the Property, with a -
driving range, other practice facilities, storage lakes and related amenities and facilities (the
“Golf Course”). Except as provided in the Main Extension Agreement, Talking Rock Golf will
arrange for its own supply of water to the Golf Course for construction of the Golf Course, and
for landscape irrigation, lake fill and other nonpotable purposes, as provided in this Agreement. :

H.  Developer has drilled two wells on the real property described on Exhibit “D"

(the “Wellsite™). Talking Rock Golf owns the Wellsite. Pump tests of the wells indicate that the

wells at the Wellsite have the potential to produce an adequate quality and quantity of water for

1 Utility to use as a domestic water supply for the Property. In addition, pump. tests indicate that

wells at the Wellsite and at property adjacent to the Wellsite have the potential to produce an

adequate quality and quantity of water to supply construction water and to provide the Golf
Course with water for landscape irrigation and lake fill purposes.

L Utility wishes to use water from wells drilled at the Wellsite as a domestic water
supply for the Property, and Developer is willing to convey certain wells at the Wellsite to
Utility for use as the domestic water supply for the Property, on the terms, conditions and
restrictions contained herein. ‘

. NOW, THEREFORE, in consideration of the following covenants and agreements, and
other good and valuable consideration, the receipt and sufficiency of which are hereby
acknowledged, the parties hereby agree as follows:

AGREEMENTS

(R

1. Construction of Wells by Developer.

(@)  Developer has caused two wells to be drilled, constructed, installed
and equipped at the Wellsite, as depicted on Exhibit “E.” Production Well 2 and Production
Well 3, both as depicted on Exhibit “E”, are sometimes referred to herein, individually, as a
“production Well,” and, together, as the “Production Wells.” In addition, Developer has caused
a third well to be drilled, constructed, installed and equipped at property located immediately
adjacent to the Wellsite (the “Adjacent Property”), which well is depicted on Exhibit “E” as
Production Well 1. Well pump tests conducted by Southwest Ground-water Consultants, Inc.
indicate that Production 'Well 2 has an estimated production capacity of 530 gallons per minute
(*gpm™), assuming pumping for 12 hours per day independent of Production Well 1 and
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Production Well 3, and Production Well 3 has an estimated production capacity of 430 gpm,

assuming pumping for 12 hours per day, independent of Production Well 1 and Production Well

2. Developer has provided to Utility a copy of a letter dated October 31, 2002 summarizing the
pump tests run by Southwest Ground-water Consultants, Inc. on Production Well 2 and

Production Well 3. _ .

() Developer obtained approval to construct the Production Wells
from all agencies having regulatory jurisdiction, including Yavapai County Environmental
Services Department and Arizona Department of Environmental Quality (“ADEQ™). Developer
has caused Production Well 2 and Production Well 3 to be drilled, constructed, installed and
equipped at the Wellsite in substantial accordance with the design for the same approved by
Yavapai County Environmental Services Department and ADEQ. Utility’s engineers have tested
and inspected Production Well 2 and Production Well 3. Based on that inspection and testing,
Utility has requested several modifications to the equipment installed at the Production Wells as
described in that letter to Shephard-Wesnitzer, Inc. from Dava and Associates dated June 19,

2002 (the “Well Modifications™).

2. Transfer and Conveyance of Production Well 3. Immediately following

the approval of the First Amendment by the Commission or the Commission staff (as necessary)

and the approval by the Commission or the Commission staff (as necessary) of this Well
Agreement, if such approval is required by the Commission, Developer will transfer and convey
Production Well 3 to Utility, including all equipment, pumps, motors, valves, pipes, electrical
system, and other appurtenances, by Bill of Sale in form attached as Exhibit “F,” and on the
terms and conditions stated in paragraph 4. In the Bill of Sale for Production Well 3, Developer
will also transfer and convey to Utility the piping, valves and other facilities necessary to connect
Production Well 3 to the Off-side Main (such piping, valves and other facilities being referred to
Herein as the “PW-3 Connection Facilities™).

3 Transfer and Conveyance of Production Well 2. Onior before the date that
Utility provides water service to the 800" single-family residence at the Property, Talking Rock
Golf will transfer and convey Production Well 2 to Utility, including all equipment, pumps,
motors, valves, pipes, electrical system and other appurtenances, by Bill of Sale in the form
attached as Exhibit “F,” and on the terms and conditions stated in paragraph 4. In the Bill of
Sale for Production Well 2, Talking Rock Golf will-also transfer and convey to Utility the piping,
valves and other facilities necessary to connect Production Well 2 fo the Off-Site Main (such
piping, valves and other facilities being referred to herein as the “PW-2 Connection Facilities™).

4.  Terms and Conditions of Transfer and Conveyance. The transfer and
conveyance of Production Well 2 and the transfer and conveyance of Production Well 3 shall
each be on the following terms and conditions:

(a) Concurrently with the execution of the Bill of Sale for Production
Well 3 and the execution of the Bill of Sale for Production Well 2, as the case may be, Talking
Rock Golf will grant an easement to Utility over, under, upon end across the Wellsite, together
with an access easement over and across the Wellsite and other property allowing ingress and
egress to the Production Well then being conveyed from a public right-of-way, and a pipeline
easement, if necessary, for the Off-Site Main or for the PW-3 Connection Facilities and the PW-
2 Connection Facilities, in form attached as Exhibit “G"™ (each, an “Easement”). The Wellsite
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and other property over which the Easement is granted is referred to herein as the “Easement
Area”, '

(b) Each Production Well and the Easement therefor will be
transferred, conveyed and granted subject to taxes and assessments not yet due and payable, and
subject to the terms, limitations and conditions stated in this Well Agreement and all matters of
record. Notwithstanding the foregoing, all monetary liens encumbering the Production Well then
being transferred will be released at the time of the transfer and conveyance (other than liens for
taxes and assessments not yet due and payable). Any monetary liens encumbering the Easement
Area for a Production Well will be released at the time the Easement for the Production Well is
granted, unless the holder of the monetary lien has consented to the Easement. At the time of the
transfer, Developer will provide evidence in the form of lien waivers or other appropriate
documents that all claims of contractors, subcontractors, mechanics and materialmen with
respect to the Production Well then being transferred have been paid and are fully satisfied.
Without limiting the foregoing, Utility acknowledges and agrees to accept each Production Well
and each Easement subject to the conditions and restrictions contained in that Special Warranty
Deed from Bluegreen West Corporation to- Talking Rock Land, L.L.C. dated January 26, 2001
and recorded on January 26, 2001 in book 3807, page 626, records of Yavapai County, Arizone,
pursuant to which the Wellsite was conveyed to Talking Rock Land, L.L.C., an Arizona limited
Hability company, an affiliate of Developer (“Talking Rock Land”™).

(c)  Prior to the transfer of a Production Well to Utility, Utility shall
have its engineers test and inspect the Production Well then being transferred at reasonable times
as determined by the parties. Following testing and inspection, Utility shall issue a written
notice of acceptance of the Production Well then being transferred to Developer (as to
Production Well 3) or to Talking Rock Golf (as to Production Well 2); provided, however, that
(i) ADEQ has issued an approval of construction for the Production Well; (ii) the Production
Well in question is reasonably acceptable to Utility; and (iii) all Well Modifications have been
completed at the Production Well in question, to the reasonable satisfaction of Utility. Utility
shall consider a Production Well to be reasonably acceptable to Utility under subparagraph (ii)
above if the Production Well is in substantially the same condition as existed at Utility’s earlier
inspection and testing of the Production Well referred to in paragraph 1(b), except that the Well
Modifications shall have been completed and except for ordinary wear and tear. At the time of
the transfer, Developer shall provide to Utility three (3) sets of “as-built” drawings and
specifications for the Production Well then being transferred, certified and sealed by Developer’s
engineer to be true and correct. ' '

(d)  Developer warrants that, upon transfer to Utility, Production
Well 3will be free from all defects and deficiencies in construction, materials and/or
workmanship for a period of time commensurate with the warranty period provided to Developer
by contractors retained by Developer to construct Production Well 3, but in no event, for a period
of less than one (1) year from the date of Utility’s acceptance. Talking Rock Golf warrants that,
upon transfer to Utility, Production Well 2 will be free from all defects and deficiencies in
construction, materials and/or workmanship for one (1) year from the date of Utility’s acceptance
of Production Well 2. During the warranty period, Developer, as to Production Well 3, and
Talking Rock Golf, as to Production Well 2, agree to promptly undertake any necessary
corrective construction efforts required to remedy any defects and deficiencies in construction,
materials and/or workmanship upon notice by Utility. Upon Utility’s acceptance of a Production
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 Well, Developer shall assign any guaranties and warranties issued in connection with
construction of that Production Well that are still in effect. Upon Utility’s acceptance of a
Production Well, Utility shall be deemed to have accepted that Production Well in an “as is” and
“as-constructed” condition, subject only to the warranty period conceming defects and
deficiencies in construction, materials andf/or workmanship provided for herein. Each
Production Well will be transferred, conveyed and granted without representation or warranty as
to the quantity or quality of water that may be produced from the Production Well, either at the

time of the conveyance or in the future,

(&)  Without the express written consent of Developer and Talking
Rock Golf, Utility shall not increase the production capacity of a Production Well transferred
and conveyed by Developer to Utility beyond the production capacity of that Production Well
identified in the Bill of Sale for that Production Well.

o This Agreement shall survive each transfer and conveyance of a
Production Well and the grant of each Easement. All terms, conditions, covenants and
restrictions pertaining to the use of the Production Wells contained in this Agreement shall
continue in full force and effect after each such transfer, conveyance and grant. In particular,
Utility will accept each Production Well transferred and conveyed to Utility subject to the
production limitations stated in paragraph 12 and the limitations on location of use stated in

paragraph 13.

5. Water Service. Afier Developer or Talking Rock Golf transfers and
conveys a Production Well to Utility under paragraph 2 or paragraph 3, Utility will deliver water