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EXECUTIVE SUMMARY
SUNRISE WATER COMPANY

DOCKET no. W-02069A-08-0406

CONCLUSIONS

The Sunrise Water Company ("Sunrise") is located in the Phoenix Active Management
Area ("AMA") and is subject to its AMA reporting and conservation requirements. Staff
received an ADWR compliance status report in October 2008. ADWR reported that
Sunrise is currently in compliance with departmental requirements governing water
providers and/or community water systems.

Maricopa County Environmental Services Department ("MCESD") reported that
Sunrise's drinking water system (PWS Number 07- 070) is in compliance with regulatory
agency requirements and is currently delivering water that meets State and Federal
drinking water quality standards as required by the Arizona Administrative Code, Title
18, Chapter 4.

A check with the Utilities Division Compliance Section showed no delinquent
compliance items for the Company.

Sunrise has a curtailment plan filed with the Arizona Corporation Commission.

The existing water systems have adequate well production and storage capacity to serve
the existing connections.

RECOMMENDATIONS

Staff recommends an average annual cost of $4,819 be adopted for the water testing
expense in this proceeding.

Staff recommends that Sunrise use Staffs depreciation rates by individual National
Association of Regulatory Utility Commissioners categories.

2.

E.

D.

3.

c.

B.

1.

A.

Staff recommends the acceptance of Staffs proposed meter and service line installation
charges along with the adoption of an installation charge of "At Cost" for meter sizes of
3-inch and larger, as shown in Table I-l.
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1 INTRODUCTION

2 Q- Please state your name, place of employment and job title.

3

4

5

M y na me i s  J ea n W.  L iu . My place of  employment  is  the Ar izona  Corpora t ion

Commission ("Commission"), Utilities Division, 1200 West Washington Street, Phoenix,

Arizona 85007. My job title is Water/Wastewater Engineer.

6

7 Q- How long have you been employed by the Commission?

8 I have been employed by the Commission since October 2005.

9

10 Q- Please list your duties and responsibilities.

11

12

13

14

15

16

As a Water /Wastewater Engineer, my responsibilit ies include: the inspection,

investigation, and evaluation of water and wastewater systems, preparing reconstruction

cost new and/or original cost studies, cost of service studies and investigative reports,

providing technical recommendations and suggesting corrective action for  water  and

wastewater systems, providing written and oral testimony on rate applications and other

cases before the Commission.

17

18 Q. How many companies have you analyzed for the Utilities Division?

19

20

I have analyzed approximately 45 companies for the Utilities Division covering various

responsibilities.

21

22 Q. Have you previously testified before this Commission?

23 A.

A.

A.

A.

A.

Yes, I have testified before this Commission.
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1 Q. What is your educational background?

2

3

4

5

I am a Ph.D. Candidate in Geotechnical Engineering from Arizona State University

("ASU"). I have a Master of Science Degree in Natural Science from ASU and a Master

of Science Degree in Civil Engineering from Institute of Rock & Soil Mechanics

("IRSM"), Academy of Sciences, China.

6

7 Q- Briefly describe your pertinentwork experience.

8

9

10

11

12

From 1982 to 2000, I was employed by IRSM, SCS Engineers, and URS as a Civil and

Environmental Engineer. In 2000, I ~joined the Arizona Department of Environmental

Quality ("ADEQ"). My responsibilities with ADEQ included review and approval of

water distribution systems, sewer distribution systems, and on-site wastewater treatment

facilities. remained with ADEQ until transfening to the Commission in October 2005.

13

14 Q- Please state your professional membership, registrations, and licenses.

15 I am a licensed professional civil engineer in the State of Arizona.

16

17 PURPOSE OF TESTIMONY

18 Q.

19

Were you assigned to provide Staff's engineering analysis and recommendation for

the Sunrise Water Company ("Sunrise" or "Company") in this proceeding?

20 Yes. I reviewed Sunrise's application and responses to data requests. Also I inspected the

21

22

A.

A.

A.

A.

water system on December 19, 2008. This testimony and its attachment present Staff" s

engineering evaluation.
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1 ENGINEERING REPORT

2 Q. Please describe the attached Engineering Report, Exhibit JWL.

3 A.

4

5

6

7

8

Exhibit JWL presents the details and analyses of Staffs findings, and is attached to this

direct testimony. Exhibit JWL contains the following major topics: (1) a description of

the water system and the processes, (2) water use, (3) growth, (4) compliance with the

rules of the ADEQ, Arizona Department of Water Resources ("ADWR"), and the

Commission, (5) depreciation rates, (6) curtailment plan tariff, and (7) Service Line and

Meter Installation Charges.

9

10 The conclusions and recommendations from the Engineering Report are contained in the

l l "EXECUTIVE SUMMARY", above.

12

13 Q- Does this conclude your direct testimony?

14 A. Yes, it does.
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\.
Engineering Report
For Sunrise Water Company
Docket No. W-02069A-08-0406 (Rates)

February 27, 2009

A. LOCATION OF Sunrise Water Company ("SUNRISE" OR "COMPANY")

Sunrise is located in the northern portion of the City of Peoria, Maricopa County,
Arizona. Sunrise's principal business office is located at 9098 W. Pinnacle Peak Road, Peoria,
Arizona 85383. Figure A-1 shows the location of Sunrise within Maricopa County, and Figure
A-2 shows the certificated area. Sunrise's Certificate of Convenience and Necessity includes an
area totaling approximately 2,500 acres or 3.9 square miles. As of December 31, 2007, the
Company reported serving 1,324 water customers including two commercial customers.

B. DESCRIPTION OF WATER SYSTEM

The water system was field inspected on December 19, 2008, by Jean W Liu, Staff
Utilities Engineer, in the accompaniment of Marvin Collins, representing Sunrise.

The Surprise water system (PWS07-070) consists of seven wells, of which five are in
service. Well Number 2 is currently out of service (out of service since January 2006) because
the arsenic level in the water is 37 parts per billion ("ppb"). This level exceeds the U.S.
Environmental Protection Agency's arsenic maximum contaminant level of 10 ppb. Well
Number l has been used as an observation well since 1985. Sunrise operates seven water
storage tanks with a total storage capacity of 1,231,000 gallons. There are four booster stations
and a distribution system. A systern schematic is shown in Figure B-1. Detailed plant facility
descriptions follow:
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Well
Number

Pump HP Pump GPM
Casing Size(in)

& Depth(ft)
Meter

Size(in)

Year
DrilledI

Meter
Size(in)

N A 1968w1

7

N A55-626342 8 and 525

55-626343 50 200 10 and 1190 3 1971I
55-544015 50 200 12 and 1270 6

i
2005

2007

55-566797 60 245 12 and 1170 6

55-571201 125 475 12 and 1232 6

55-206656 40 125 12 and 850 4

55-213220 125 400 12 and 1000 6

NA
2

r

3

4

5

6

1994

1998

1999

1
Capacity (Gallons)

1
1

Quantity
(Each) Location

u | 1

l 20,000

100,000I

I

1

2

1
I 500,000 1 9714 W Pinnacle Peak Road

24925 N 83'" Ave1

1 9202 W Hatfield

I
I

8788 W Camlno De Oro

23000 N 89"° Ave
7880 W William Road

325,000

86,000

Totals : 1,231,000

_.. .L_

Length (ft)Maters al
IPVC 320

PVC 6,910

PVC 108,996

PVC 60,460

PVC 340

PVC 1,760
DIP 290

DIP 102

DIP 6,002

2

4

6

8

10

12

6

8

12

Diameter (inch)

EXHIBIT JWL
Page 2

Table 1 Well Data

Note: GPM = gallons per minute.

Table 2 Storage Tanks

Table 3 Water Mains



Size41

746
549

Quantity l

I

I

5/8 x 3/4-meh
3/4-meh
1- men

3/4-meh

1-1/2-mch 45

2-meh 10
Turbo 3
Turbo 4 4
Turbo 6

1
.

I

I

|

I

Sizen Quantity 1
174

EXHIBIT JWL
Page  3

Table 4 Customer Meters

Tabl e  5  F i re  Hydrants

The existing water system has adequate well production and storage capacity to serve the
existing connections and reasonable growth.

c.  WATER USE

Water Sold

Based on the information provided by Sunr ise,  water  use for  the test  year  2007 is
presented in Figure C-1. Customer consumption experienced a high monthly average water use
of 1,105 gallons per day ("GPD") per connection and a low monthly average water use of 437
GPD per connection for an average annual use of 819 GPD per connection.

Non-Account Water

Non-account water should be 10% or less. Sunrise reported that water pumped for all 5
wells in 2007 was 414.41 million gallons ("MG"), and that water sold was 393.70 MG. The
Company's water loss during the test year was approximately 5.0%.



1 Monitoring PWS#07- 070
for 5 wells

(Tests per 3 years, unless
noted.)

Cost
per
test

No. of
tests per
3 years

Total 3
year cost

Total Coliform - monthly $50 72 3600 $1,200

Inorgamcs (& secondary) MAP MAP MAP MAP

MAPRadiochemical -- (1/ 4 yrs) MAP

1 IOC's, SOC's, VOC's MAP

$4,819

Nitrites MAP

Asbestos -- per 9 years MAP
MAP fees (annual)

Total

MAP

MAP

MAP

MAP
$3,619

EXHIBIT JWL
Page 4

D. GROWTH

At the end of 2000, the Company had 1,020 customers. During the test year, Sunrise had
1,324 water customers including two commercial customers. It is projected that the Company
could have approximately 1,370 customers by December 2012.

E. ARIZONA DEPARTMENT
COMPLIANCE

OF ENVIRONMENTAL QUALITY ("ADEQ")

Compliance

ADEQ or its formally delegated agent within Maricopa County, the Maricopa County
Environmental Services Department ("MCESD"), reported that the Sunrise drinking water
system (PWS Number 07- 070) is in compliance with regulatory agency requirements and is
currently delivering water that meets State and Federal drinking water quality standards as
required by the Arizona Administrative Code, Title 18, Chapter 4.

Water Testing Expense

The Company is subject to mandatory participation in the Monitoring Assistance
Program ("MAP"). Starting January l, 2002, water companies paid a fixed $250 per year fee,
plus an additional fee of $2.57 per service connection, regardless of meter size, for participation
in MAP. Participation in the MAP program is mandatory for water systems that serve less than
10,000 persons (approximately 3,300 service connections).

The Company reported its water testing expense of $2,635 during the test year. Table A
shows Staffs estimated annual monitoring expense of $4,819 with participation in the MAP.
Staff recommends its arial water testing expense of $4,819 be used for purposes of this
application.

Table A Water Testing Expense

Annual Cost



EXHIBIT JWL
Page 5

F. ARIZONA DEPARTMENT OF WATER RESOURCES ("ADWR") COMPLIANCE

Sunrise is located in the Phoenix Active Management Area ("AMA") and is subject to its
AMA reporting and conservation requirements. Staff received an ADWR compliance status
report in October 2008. ADWR reported that Sunrise is currently in compliance with
departmental requirements governing water providers and/or community water systems.

G. ARIZONA CORPORATION COMMISSION
COMPLIANCE

("ACC" or "COMMISSION")

A check with the Utilities Division Compliance Section showed no delinquent
compliance items for the Company.

H. DEPRECIATION RATES

In recent orders, the Commission has been shifting away from the use of composite rates
in favor of individual depreciation rates by National Association of Regulatory Utility
Commissioners ("NARUC"). (For example, a unicorn 2.50% composite rate would not really be
appropriate for either vehicles or transmission mains and instead, different specific retirement
rates should be used.)

Staff has developed typical and customary depreciation rates within a range of anticipated
equipment life. These rates are presented in Table H-1. Staff reconnnends that Sunrise use these
depreciation rates by individual NARUC category.

1. CURTAILMENT PLAN TARIFF

Sunrise has a curtailment plan filed with the ACC.

J. SERVICE LINE AND METER INSTALLATION CHARGES

The Company has requested a change to its service line and meter installation charges.
These charges are refundable advances and the Company's proposed charges are within 2% of
the Staffs recommended range for these charges. Since the Company may at times install
meters on existing service lines, it would be appropriate for some customers to only be charged
for the meter installation. Therefore, separate service line and meter charges have been
developed. Staff recommends the acceptance of Staff" s proposed installation charges along with
the adoption of an installation charge of "At Cost" for meter sizes of 3-inch and larger as shown
in Table J-l .



EXHIBIT JWL
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K. PRO FORMA PLANT ADJUSTMENT

The Company submitted two post-test year plant water main project additions for
inclusion in rate base. These two post-test year project additions are as follows:

1) 91ST Avenue and Pinnacle Peak Road water main,
2) 83rd Avenue and Avendia Del Sol water main.

Both water mains were installed to facilitate compliance with the new federal arsenic
standard. Specifically, they were required because Well Number 2 was taken out of service due
to the arsenic level in the water being 37 parts per billion ("ppb"). This level exceeds the U.S.
Environmental Protection Agency's arsenic maximum contaminant level ("mol") of 10 ppb.
These water mains allow the transfer of water from other wells (that meet the arsenic Mel) to
replace the water from Well Number 2.

Staff has inspected and verified that these two post-test year plant additions were
constructed and placed into service prior to Staff" s inspection on December 19, 2008.

u.
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Figure C-1. Water Use
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Annual
Accrual
Rate (%)

NARUC
Acct. No.

Depreciable Plant
Average

Service Life
(Years)

304 Structures & Improvements 30 3.33
305 Collecting & Impounding Reservoirs 40 2.50
306 Lake, River, Canal Intakes 40
307 Wells & Springs 30
308 Infiltration Galleries 15

2.50
3.33
6.67
2.00
5.00
12.5

"\

: ':?`=.

I 309

330

335

340
340.1

Raw Water Supply Mains 50
Power Generation Equipment 20
Pumping Equipment 8
Water Treatment Equipment *hw=¢!*x.%'. /h,*"% *Q IJ 'H

. i f  . , ": °?Z4'i~.=
ii.. 52"-=§~vI: ' * T =*=»¢...§=-¢ \.

310
311
320

320.1
320.2

Water Treatment Plants 30 I3.33
Solution Chemical Feeders 5

Distribution Reservolrs & Standpipes
Storage Tanks 45
Pressure Tanks 20

Transmission & Distribution Mains 50
Services 30
Meters 12
Hydrants 50
Backflow Prevention Devices 15
Other Plant & Misc Equlpment 15
Office Furniture & Equipment 15
Computers & Software 5

20.0
--.av
3* 9'8=3??8.

9
If., I8

2.22
5.00
2.00
3.33
8.33
2.00
6.67
6.67
6.67

20.00
20.00
4.00
5.00
10.00
5.00

330.1
330.2
331
333
334

336
339
340

341341 Transportation Equipment 5
25
20
10
20

342 Stores Equlpment
343 Tools, Shop & Garage Equipment
344 Laboratory Equipment
345 Power Operated Equipment
346 Communication Equipment
347 Miscellaneous Equlpment
348 Other Tangible Plant

10 10.00
10 I

10.00
10 10.00

EXHIBIT JWL
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Table H-1.  Depreciat ion  Rates



Meter Sizes
Current
Charges

Company
Proposed
Charges

Staff
reconunended

* Meter Charges

Staff
reconunended
Service Line

Charges
Staff recommended

Total Charges

5/8" X 3/4"

3/4"
." ."~¢ . - -mn -» - . . .

"

.¢....-.*........» - ....--..» -»~..-.-»*. -. ..

1-1/2"
......__.-..... . - ................» - » - . - -

2" - Turbine

2" - Compound

3" - Turbine

3" - Coln_pound

4" - Turbine

4" - Compound

6" - Turbine

6" - Compound

- "m»No T388
275
325

550
mm~ m _........» ». -

n -..-._ -..-..-.............

800

No Tariff

No Tariff

No Tariff

No Tariff

No Tariff

No Tar if f

No Tariff

No Tariff 560

700

.--....- ---_-....-..--m-..
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1,875
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At Cost

At Cost
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At Cost

At Cost
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At Cost

At Cost

At Cost

At Cost

At Cost

At Cost

At Cost

At Cost

At Cost

- -

430

445-.» » ...........-.4-..-.

495
.- 4.-.¢.. -_*

550

830

830

130
---...m .-....._¢.-.n .u-

255

315

525
1,045
1,890

At Cost

At Cost

At Cost

At Cost

At Cost

At Cost

At Cost

At Cost
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Table J-1. Service Line and Meter Installation Charges

*Noter Meter charge includes meter box or vault.
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EXECUTIVE SUMMARY
SUNRISE WATER COMPANY

DOCKET NO. W-02069A-08-0406

On August 1, 2008, Sunrise Water Company ("Sunrise" or "Company") filed for
Commission authorization to increase its rates and charges. Sunrise serves approximately 1,324
customers, based on rates and charges that were approved by the Commission in Decision No.
53721, dated August 31, 1983. In this proceeding, the Company seeks total revenues of
$l,590,295, an increase of approximately 22.05 percent or $285,932 over its adjusted test year
revenues of $1,304,363 This proposal results in an operating income of $144,815 or a 10
percent rate ofretum on its Original Cost Rate Base ("OCRB") of $l,448,154.

The Company has proposed a tiered rate structure in this proceeding. Sunrise proposes a
three-tiered rate structure for the %-inch metered customers, with a break-over point of 4,000-
gallons for the first tier, 18,000-gallons for the second tier and above 18,000-gallons for the third
tier. Further, the Company proposes a commodity rate of $3.00 per 1,000-gallons for the first-
tier, $3.40 for the second tier and $3.70 for the third tier. For the larger sized meters, the
Company proposes a two tiered rate structure with different break-over points. For these meters,
the Company proposes a commodity rate of $3.40 per l,000-gallons for the first tier and $3.70
per 1,000-gallon for the second tier. The Company's proposed rate design will increase the
monthly typical bill for a %-inch metered residential customer, with an average consumption of
17,782-gallons, from $62.68 to $73.68, an increase of$ll.l8 or 17.84 percent.

The Company has published and mailed notice of its proposed rate increase within its
certificated areas. On November 17, 2008, the Company docketed an "Affidavit of Publication"
published in the Peoria Times, a newspaper of general circulation within and around its
certificated territory. The Company published the Affidavit of Publication in the Peoria Times
on November 14, 2008, and mailed a copy of the Customer Notice to each customer of record on
the same date.

Staff has reviewed the Company's application, and recommends adoption of its proposed
10 percent rate of return, as an appropriate Fair Value Rate of Return ("FVROR") in this
proceeding. Staff recommends total operating revenues of $1,378,396 based on Staffs analysis
of die Company's filings and the underlying financial records. Staff's recommended revenue
requirement is $26,218 over Staff adjusted test year revenues of $1,352,178, and $211,899 less
than the Company's proposal. Staffs recommended revenue requirement results in an operating
income of$l18,383 or a 10.00 percent FVROR on Staffs adjusted OCRB of$l,l83,834.

Staff reviewed the Company's proposed tiered rate design, and recommends its adoption
as an appropriate modification to the Company's current rate design. Accordingly, Staff
recommends approval of the Company's proposed three tiered rate structure for the %-inch
metered customers, and a two-tiered rate structure for larger sized meters. However, Staff finds
that the Company's proposed second break-over point of 18,000-gallons for %-inch metered
customers is higher than the median and average consumption. As a result, Staff recommends a
second-tier break-over point of 13,000-gallons for %-inch metered customers. Staff" s
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recommended rate design increases the monthly typical bill for a %-inch metered residential
customer, with an average consumption of 17,782-gallons, from $62.68 to $63.90, an increase of
$1.22 or 1.94 percent.
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Direct Testimony of Alexander Shade Iggie
Docket No. W-02069A-08-0406
Page 1

1 INTRODUCTION

2 Q, Please state your name andbusiness address.

3

4

My name is Alexander Shade Iggie. My business address is 1200 West Washington

Street, Phoenix, Arizona 85007.

5

6 Q-

A.

What is your current employment position?

7

8

I am employed with the Utilities Division of the Arizona Corporation Commission

("Commission") as an Executive Consultant III.

9

10 Q,

11

Briefly describe your responsibilities as an Executive Consultant.

In my capacity as an Executive Consultant HI, I perform complex financial analysis and

make recommendations to the Commission on rate base, revenue requirement and rate12

13 I also provide

14

design, for water, wastewater, electric and gas rate proceedings.

recommendations on financing, merger and acquisitions, sales of assets, issuance and

extension of Certificate of Convenience and Necessity as well as other ancillary matters.15

16

17 Q- Please describe your educational background and professional experience.

18

19

20

21

22

I received a Bachelor of Science degree in Accounting from the University of Benin,

Nigeria and a Master of Information Systems Management degree from Keller Graduate

School of Management of Devry University. I am a licensed Certified Public Accountant

in the States of Arizona and Illinois. Shave attended various training classes and courses

regarding regulatory audits, ratemaldng, and other utility related matters. In addition, in

23

24

my over nine years working for the Utilities Division, I have prepared Staff Reports and

and presented oral testimonies in several proceedings before thepre-filed testimonies

Commission.25

A.

A.

A.
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1 PURPOSE OF TESTIMONY

2 Q- What is the purpose of your testimony in this proceeding?

3 I am presenting Staffs analysis and recommendations regarding Sunrise Water

4

5

6

7

Company's ("Sunrise" or "Compally") application for a determination of the current value

of its utility plant and property, and for increases in its rates and charges based thereon.

My testimony addresses the Company's proposal regarding cost of capital, rate base,

revenue requirement and rate design.

8

9 Q- What is the basis of your recommendations?

10 I reviewed the Company's filing and conducted a regulatory audit of its financial

11 statements and records to determine whether sufficient, relevant, and reliable evidence

12

13

14

15

16

exists to support its requested rate increase. The regulatory audit entailed examination and

testing of financial information, accounting records and other supporting documentation,

as well as verifying that the accounting principles applied by the Company were in

accordance with National Association of Regulatory Utility Commissioners ("NARUC")

Uniform System of Accounts ("USoA").

17

18 BACKGROUND

19 Q. Please provide a brief description of the Company.

20

21

22

23

24

Sunrise is certificated by the Commission to provide water service in Maricopa County.

The Commission approved its current rates and charges in Decision No. 53721, dated

August 31, 1983. As of December 31, 2007, Sunrise had approximately 1,324 customers,

comprised of 1,315 residential consumers, approximately 99.6 percent of its customer

base, 2 commercial customers, and 7 hydrant customers. The Company projects a

customer base of 1,370 customers by December 2012. .25

A.

A.

A.
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1 Q, Why is the Company seeking rate relief in this proceeding?

2

3

4

The Colnpany's witness, MI. Ray L. Jones, testifies at page 3 of his Direct Testimony that

its application for a rate increase is necessitated by significant capital investments in

arsenic remediation facilities, rising costs of service, and dwindling earnings Nom

5 customer growth. Sunrise claims that between 1983 and 2006, there was sizeable

6

7

8

customer growth within its certificated area, and that the resulting increase in revenues

enabled it to provide service without seeking a rate relief. The Company now contends

that the current melt-down in the real estate market has negatively impacted revenues

derived from customer growth, and its ability to meet rising cost of service.9

10

11 Q-

12

Please briefly describe the ownership structure of Sunrise and its affiliation with

other companies under the same ownership.

13

14

15

16

17

18

19

20

21

22

A.

A. Sunrise is organized as a Subchapter S corporation. Mr. J. D. Campbell is the Company's

President. The Company's shares are solely held by Mr. Campbell. MI. Campbell is also

the President of West End Water Company ("West End"), a water utility company

certificated by the Commission, as well as other real estate ventures. Sunrise, West End

and J. D. Realty, Inc. ("Realty") (another affiliate) are jointly managed from shared

corporate offices located in Peoria, Arizona. Further, Sunrise and West End share

common management and technical staff. Finally, some elements of the three companies'

operating costs are initially booked directly to Sunrise, before subsequent allocation to the

respective companies. In other words, there is significant commingling of operating costs

in Sunrise's accounting system.
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1 Q- Does Mr. Campbell have other business relationships with Sunrise?

2

3

Yes. Mr. Campbell is the lessor of the Company's corporate offices, vehicles and other

facilities. Issues relating to these transactions will be fully discussed under operating

4 income adjustments.

5

6 CONSUMER SERVICE

7 Q~ Please summarize the Company's consumer service history.

8

9

Staffs search of the Commission database indicates that between 2005 and 2007, the

Company had four (4) complaints; two (2) new service issues and two (2) billing issues.

10

11

The Company had no consumer service issue during 2008, and thus far in 2009. All

reported issues have been successfully resolved.

12

13 Q- Did the Company publish a notice of its pending rate application?

14

15

16

17

Yes. On November 17, 2008, the Company docketed an "Affidavit of Publication" that

was published indie Peoria Times, a newspaper of general circulation within and around

its certificated territory. The Affidavit of Publication was published in the Peoria Times

on November 14, 2008, and a copy of die Customer Notice was mailed directly to each

customer of record on the same date.18

19

20 Q- Did Staff review a sample of the Company's bill format?

21 Yes. Staffs review shows that the Company's bill format is compliant wide Arizona

22 Administrative Code ("A.A.C.") § R14-2-409.B.2.

23

24 Q- Is the Company in good standing with the Corporations Division of the Commission?

25 Yes. Staff has confirmed that the Company is in good standing with the Corporations

26

A.

A.

A.

A.

A.

Division of the Commission.
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1 Q- Has the Company filed a Curtailment Tariff with the Commission?

2

3

Yes. Staff's research of the Company's record indicates that its filed curtailment Tariff is

currently being reviewed by the Commission.

4

5

6

Q- Did Sunrise file a Cross-connection/Backflow Tariff with the Commission"

7

8

Yes. Our review of the Commission records indicates that the Company has a cross-

connection/backtiow tariff on file.

9

10

REVENUE REQUIREMENT

Please summarize the Company's proposed revenue requirement.

11

12

13

Q-

A. The Company proposed total operating revenues of $1,590,295, an increase of $285,932

or 21.92 percent over its reported adjusted test year revenues of $1,304,363 The

Company's proposal results in an operating income of $144,815 or a 10.00 percent rate of

return on an Original Cost Rate Base ("OCRB") of $1,448,154.14

15

16

17

18

19

20

Q. Please state Staff's recommendation for revenue requirement.

21

22

Staff recommends total operating revenues of $1,378,396. Staffs recommended revenue

requirement is $26,218 over Staffs adjusted test year revenues of $1,352,178, and

$211,899 less than the Company's proposal. Sta s recommended revenue requirement

results in an operating income of $118,383 or a 10.00 percent rate of return on Staffs

adjusted OCRB 0f$1,183,834.

23 SUMMARY OF ADJUSTMENTS

24 Q- Please summarize the adjustments addressed in this testimony.

25

A.

A.

A.

A. Staffs analysis addresses the following adjustments:
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1

2

Accumulated Depreciation and Amortization

This adjustment increases the Company's reported accumulated depreciation by $135,964

to reflect the impact of Staff" s use of the group method for calculating depreciation.3

4

5

6

Advances-in-Aid of Construction ("AIAC")

This adjustment reverses the Company's proposal to reduce test year AIAC by $128,356

of projected refunds in 2008.7

8

9

10

11

Test Year Metered Revenues

This adj ustrnent increases test year metered revenues by $47,815 to reinstate the

Company's proposal to normalize test year hydrant water sales.

12

13

14

15

16

Salaries 8; Wages

This adjustment reduces operating expenses by $64,670 to reflect an appropriate level of

remuneration for Mr. Campbell, and to recognize one-half of test year incentive

compensation that was erroneously reported as a component of transportation expense.

17

18

19

20

Purchased Power Expense

This adjustment reverses the Company's proposal to reduce purchased power expense by

$7,069, in order to match pumping cost with its normalized test year hydrant water sales.

21

22

23

Office Supplies Expense

This adjustment reclassifies $1,500 of storage rental cost from office supplies expense to

24 rent expense.
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1

2

3

Outside Services

This adjustment decreases operating expenses by $27,000 to eliminate non-recuning and

unwarranted lobbying fees.

4

5
6
7
8
9

10
11

Water Testing Expense

This adjustment increases water testing expense by $2,184 to reflect an appropriate cost

for Monitoring Assistant Program ("MAP") testing.

12

Rent Expense

This net adjustment of $16,574 encompasses: (1) Staff's recommendations to deny

$37,595 for leased facilities, (2) Staff" s reclassification of $1,500 from office supplies

expense, and (3) Staff" s reclassification of $19,521 from miscellaneous expense.

13

1 4

15

16

Transportation Expense

This net adjustment reduces operating expense by of $23,180 to reflect Staff s

recommendation to decrease operating expense by $8,395, for vehicles leased from a

related party, eliminate $8,485 for incentive compensation, of which one-half or $4,243 is

reclassified to salaries and wages, and to deny $6,300 for non-recurring bonding cost.

1 7

18

1 9

2 0

21

22

23

24

25

26

Miscellaneous Expense

This adjustment shows a net increase of $30,831 to miscellaneous expense. It reflects

Staffs recommendation to deny $3,992 for permits and recording, eliminate $2,285 for

entertainment and promotion, eliminate a negative balance of $6,413 for preliminary

investment in water supply, eliminate a negative balance of $50,216 for capitalized

overhead, and reclassify $19,521 of corporate office lease to rent expense. Staffs net

adjustment of $30,831 results in Staffs adjusted miscellaneous expense of $8,851.
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1

2

3

Depreciation Expense

This adjustment increases operating expenses by $10,210 to reflect Staff" s recalculation of

depreciation expense based on the group method.

4

5

6

Property Tax Expense

This adjustment decreases operating expenses by $21,985 to reflect Staffs recalculation

of test year property tax expense.7

8

9

10

11

12

Q-

A. The Company proposed a 10 percent rate of return in this proceeding.

COST OF CAPITAL

What is the Company's requested cost of capital?

13 Q- Please state the Company's test year end capital structure.

The Company's capital structure is comprised of 100 percent equity. 111 other words, the

Company had no debt at the end of test year.

Q- Did the Company perform a cost of capital analysis?

14

15

16

17

18

19

20

21

22

No. Mr. Jones testifies at page 11, line 16, that the requested rate of return is based on its

survey of Commission approved Return on Equity ("ROE") in 2008. Since the Company

has no debt, it proposes the adoption of a 10 percent ROE as its authorized rate of return in

this instant case.

23

24

Q. Did the Company request a Fair Value Rate of Return ("FVROR")?

25

26

A.

A.

A. No. The Company did not make a specific request for determination of FVROR. It

appears that the Company assumes that a 10 percent rate of return should be adopted as its

FVROR in this proceeding.
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l Q-

2

Does Staff agree with Sunrise that a 10 percent FVROR is a reasonable and an

appropriate rate of return for the Company?

3

4

Yes. Staff finds that the Company's proposed 10 percent FVROR is reasonable and

consistent with recent Commission Orders, as discussed on page 11 of Mr. Jones' direct

testimony.5

6

7

8

Q- What is Staff recommending for FVROR?

Staff recommends adoption of the Company's proposed 10 percent FVROR.

9

10 RATE BASE

Fair Value Rate Base11

12 Q. Did the Company provide any schedule showing elements of Reconstruction Cost

13 New Rate Base ("RCND")?

No. The Company did not present the result of an RCND study in its filing. Therefore, it

appears that the Company intends that its requested OCRB be treated as Fair Value Rate

Base ("FVRB").

Rate Base Summary

Q. Please stateStaff's recommendation for rate base?

14

15

16

17

18

19

20

21

22

A. As shown on Schedule AH-1 and AII-2, Staff reco rds a rate base of $1,183,834,

which is $264,320 less than the Company's proposal of $1,448,154.

23

24

Q. Please summarize Staffs recommended adjustments to rate base.

25

26

A.

A.

A.

A. Staffs rate base adjustments are comprised of an increase of $135,964 to accumulated

depreciation, and an increase of $128,356 to AIAC. The following rate base adjustments

address each of Staff" s recommendations.
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1

2

Rate Base Adjustment No. 1 - Accumulated Depreciation

What is the Conlpany's proposed Accumulated Depreciation?Q-

3 The Company proposed $2,492,247 for test year end accumulated depreciation.

4

5 Q~ Did the Company explain its method for calculating accumulated depreciation?

6 Yes. The Company states that its test year end accumulated depreciation was derived by

7

8

9

10

11

12

applying a 5 percent depreciation rate, approved in Decision No. 53721, to each

depreciable plant in service, from end of prior test year through December 31, 2007. In

calculating its reported accumulated depreciation, the Company adopted a half-year

convention and the specific asset method for computing depreciation. The Company's

reported accumulated depreciation is an aggregate of its recalculated depreciation expense

for each year since the last rate case, and Commission approved balance in Decision No.

13 53721.

14

15 Q- Did Staff review the method utilized by the Company for recalculating accumulated

16 depreciation?

17

18

19

20

21

22

23

24

A.

A.

A. Yes. Staff reviewed the Company's calculation of accumulated depreciation, which is

depicted on its filed Schedule B2-2. Staff confirmed that the Company adopted a half-

year convention and the specific asset method for computing depreciation. The half-year

convention assumes that plant additions acid retirements occur at mid-year, and thus

reco ding 50 percent of an asset's normal depreciation expense in the year it is Hrst

devoted to service as well as the year it is retired from service. Staff also found that the

Company calculated depreciation based on the specific asset method, instead of the group

method, which is generally accepted for rati ng in Arizona.
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1 Q. Please comment on the specific asset method for calculating depreciation.

2

3

4

5

6

7

The specific asset method depreciates each plant item from the time it is placed in service

through the date it is fully depreciated or retired from service. This method requires

tracking of accumulated depreciation on each plant item, in order to ensure that

depreciation is discontinued once the plant item is hilly depreciated or removed Hom

service. This method is different from the group method, which calculates depreciation

based on the pooling of assets in a plant account class without tracing of each plant

8 within the group.

9

10 Q- How is depreciation calculated under the group method?

11

12

13

14

15

16

17

18

As discussed above, the group method does not separately calculate depreciation on each

plant item within an account group. Instead, depreciation is calculated on the entire group

by applying the approved depreciation rate on the account balance at the end of test year.

For each example, plant items categorized as structures and improvements are collectively

depreciated, without tracing of each plant item in the group. Since only a pool of assets

and not individual assets are depreciated under the group method, a plant item that

remains in service is continuously depreciated until it is retired from service or the group

is fully depreciated.

19

20 Q-

21

What is the impact of employing the group method versus the specific asset method

on depreciation and accumulated depreciation?

22

23

24

25

26

A.

A.

A. In general, accumulated depreciation grows faster under the group method, than the

specific asset method. This is due to continuous depreciation of assets that are fully

depreciated but remain in service under the group method. Such plant items are excluded

from calculation of depreciation under the specific asset method. As a result, depreciation

expense included in costs of service is greater under the group method. However, since
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1

2

3

depreciation expense is greater under the group method, accumulated depreciation is

equally higher, thus resulting in a higher deduction in the calculation of rate base. In

summary, the group method results in a higher depreciation expense and in a lower rate

4 base.

5

6 Q- Did the Company employ the specific asset method throughout its filing?

7 No. The Company did not employ the group method in calculating its test year

8

9

10

11

12

depreciation expense. As shown on Schedule C-2, page 15, the Company calculated

depreciation expense by applying its proposed depreciation rate for each plant account

class to adjusted utility plant in services. In other words, the Company did not separately

depreciate each asset, nor did it exclude plant items that have been fully depreciated from

its calculated test year depreciation expense.

13

14 Q~

15

What is the impact of employing group method for calculating depreciation expense

and specific asset method for determining accumulated depreciation?

16

17

18

19

20

21

22

The amount of test year depreciation expense reflected in revenue requirement is greater

than the amount of test year depreciation expense recorded in the Company's accumulated

depreciation. Part of the difference results from the exclusion of plant items deemed fully

depreciated from the calculation of depreciation expense under the specific asset method;

In stating this partial impact, Staff recognizes that the Company's proposed change in

depreciation rates may have created some of the variance between depreciation expense

reflected in operating income, and test year depreciation expense included in accumulated

23

A.

A.

depreciation.
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1 Q- Did Staff recalculate the Company's accumulated depreciation based on the group

method?2

3

4

Yes. Staff recalculated the Company's accumulated depreciation based on the group

method. Consistent with the Company's policy, Staff assumed a half-year convention for

plant additions and retirements. Further, Staff utilized the Commission approved

depreciation rate of 5 percent, in calculating accumulated depreciation from July 31, 1982

through December 31, 2007.

Q- What is the result of Staff's recalculated Accumulated Depreciation?

5

6

7

8

9

1 0

1 1

1 2

Staff s recalculation results in an accumulated depreciation of $2,628,211, which is an

increase of $135,964 over the Company's proposal of $2,492,241

Q- Please explain the difference between Staff's recalculated accumulated depreciation

and that proposed by the Company.

The difference between Staff's recalculated accumulated depreciation and that reported in

the Company's filing is primarily attributed to Staffs use of the group method, as

discussed above.

Q- What is Staffs recommendation for accumulated depreciation and amortization?

13

14

15

16

17

18

19

2 0

21

22

As shown on Schedule AH-4, Staff recommends $2,628,211 for accumulated depreciation.

23

Rate Base Adjustment No. 2 - Advances-in-Aid of Construction

What did the Company propose for Advances-in-Aid of Construction ("AIAC")?Q-

24 The Company proposes $6,256.352 for AIAC. This proposal reflects Company

Adjustment RLJ-6, which reduces AIAC by $128,356 for anticipated refunds.25

26

A.

A.

A.

A.

A.
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1. Q- Why did the Company propose Adjustment RLJ-6?

2

3

4

5

According to Mr. Jones, at Page 6, line 3, "Rate Base Adjustment RLJ-6 decreases

Sunrise's Advances balance to reflect the annual refund of Advances required by line-

extension agreement. As required by the Cornlnission's rules, the refunds will be made on

or before August 31, 2008."

6

7 Q- Does any Commission rule allow for adjustment of test year AIAC by future

refunds?8

9 No. Staff is not aware of any Commission rule that permits reduction of test year AIAC

10

11

12

13

14

15

by forecasted refunds. Ratemaking in Arizona is based on a historic test year, which

requires matching of investments, revenues and expenses at the end of the Company

chosen test year. The Company's proposal is in contravention of this fundamental

principal of ratemaking. Accordingly, Staff finds that the Company's proposal to reduce

test year end AIAC by future refunds creates a mismatch that is inconsistent with soiled

raternaldng principles.

16

17 Q~ What is the impact of Company Adjustment RLJ-9 on rate base?

18 The Company's proposal understates the balance of AIAC and overstates rate base. AIAC

19

20

21

22

is non-investor provided capital, which is treated as a reduction to rate base in ratemaldng.

The Company's proposal reduces the balance of AIAC by future refunds, thus

understating the balance of AIAC that is treated as a reduction to rate base. Therefore,

rate base is reduced by a lesser amount than the test year balance. This results in an

overstatement of rate base on which the Company's investors will earn Commission23

24

25

A.

A.

A.

authorized rate of return. If the Company's proposal is adopted, ratepayers will be

required to provide a return on non-investors' capital.
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1 Q- Is it Staff's conclusion that the Company's proposal to reduce AIAC by future

refunds creates a mismatch and should be denied.2

3

4

Yes. As fully described above, the Company's proposal will result-in approval of returns

on non-investors provided capital. It will overstate revenue requirement and unduly result

in higher rates to ratepayers.5

6

Q- What is Staffs recommendation for AIAC?7

8

9

10

As shown on Schedule AH-5, Staff recommends the Company's reported test year balance

of $6,384,708 for AIAC.

11 OPERATING INCOME

REVENUE S12

13 Q. Please state the Company's reported test year operating income.

The Company reported an adjusted test year operating loss of $60,264.14

15

16

17

18

19

20

Q- What is Staff's adjusted test year operating income?

Staffs adjusted test year operating income is $92,l65, an increase of $152,429 over the

Colnpany's adjusted test year loss of $60,264. The difference between Staffs adjusted

test year operating income and the Company's reported operating loss is attributable tO the

following adjustments.

21

22

23

Operating Income Adjustment No. 1 - Test Year Revenues

Q. What did the Company report for test year adjusted metered revenues?

24

25

A.

A.

A.

A.

A. The Company reported $1,296,025 for test year adjusted metered revenues, which reflect a

reduction of $47,8 l5 for hydrant water sales.
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1

2

Q- Why did the Company reduce test year metered revenues by $47,815 of hydrant

3

4

5

6

7

8

9

10

11

water sales?

The Company claims that "During the test year Sunrise experienced an unusually high

level of hydrant water sales for two reasons. First, the Maricopa County Flood Control

District ("Flood Control"), in cooperation with the City of Peoria and Maricopa

Department of Transportation undertook construction of the 83rd Avenue/Pinnacle Peak

Road Drainage Improvement project." "Second, like much of Arizona, Sunrise

experienced a development boom beginning in 2005 and ending in 2007." The Company

contends that these two factors resulted in a higher than normal hydrant water sales during

the test year. Further, the Company states its proposed adjustment RLJ-8, and related

adjustment RL]-9, are intended to nonnalize hydrant water sales during the test year.

12

Q- How did the Company derive its proposed normalized level of test year hydrant13

14

15

16

17

18

19

20

First,

21

22

23

24

I

25

26

A.

A.

water sales?

As shown on the Colnpany's Schedule C-2, page 12, Sunrise calculated its reported

normalized level of test year hydrant water sales through a series of steps. it

aggregated hydrant water sales between 2003 and 2007, a total of 54,014,740-gallons.

Second, the Company subtracted test year hydrant water sales attributed to Flood Control,

a total of l3,068,700-gallons, from its five year aggregate, resulting in 5-year adjusted

total hydrant water sales of 40,946,040-gallons. Third, the Company averaged its 5-year

adjusted total hydrant water sales by dividing 40,946,040-_allons by 5, resulting in

average hydrant water sales of 8,189,208-gallons. The Company equates its calculated

average of 8,189,208~gallons to be representative of a normal level of future hydrant water

sales. Fourth, the Company determined what constituted excess hydrant water sales by

subtracting its calculated average of 8,189,208-gallons from its actual test year hydrant

water sales of 24,966,230. This calculation results in excess hydrant water sales of
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1

2

3

4

16,777,022-gallons. Then, the Company multiplied its calculated excess hydrant water

sales of 16,777,022-gallons by Commission approved commodity rate of $2.85 per 1,000-

gallons, to derive excess metered revenues of $47,815,attributable to excess hydrant water

sales. Finally, the Company adjusted for presumed above nonna hydrant water sales by

reducing test year metered revenues by $47,815.5

6

7

8

9

10

11

12

Q- Please comment on the Company's methodology for calculating normalized level of

test year hydrant water sales.

13

14

15

16

17

18

19

20

The Company's methodology for calculating its reported normalized level of test year

hydrant water sales is flawed. First, the Company adopts a five year average that is

comprised of three years of very low hydrant water sales. As indicated on Schedule C-2,

page 12, the Company's recorded sales for 2003 is 1,074,700-gallons, 3,640,100-gallons

for 2004, 4,759,101-gallons for 2005, 19,574,700-gallons for 2006, and 24,966,230-

gallons for 2007. Thus, inclusion of sales from 2003 through 2005 is intended to

understate its calculated normalized level of test year hydrant water sales. Second, the

Company understates its normalized level of test year hydrant water sales by deducting

13,068,700-gallons of hydrant water sales to Flood Control, from its calculated 5-year

aggregate. Finally, the Company failed to recognize future earnings from similar sources,

such as the Happy Valley Road Proj et ("I-Iappy Valley").

21 Q- Please explain the concept of normalization in ratemaking.

22

23

24

25

26

A.

A. Because ratemaking in Arizona is based on historic test year, various adjustments are

made to test year end balances to ensure proper matching of rate base, revenues and

expenses. In general, rate base items, such as plant in service and accumulated

depreciation, are determined based on the actual amount recorded at the end of the test

year. However, certain elements of rate making that tend to fluctuate from month to
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1

2

3

4

month are normalized, based on an averaged level. Other elements, such as test year

revenues, are annualized to match test year end customer counts to test year net plant in

service. Also, certain operating expenses, such as depreciation and payroll costs, are

annualized based on end of test year levels. Thus, normalization and annualization are

mechanisms designed to ensure proper matching of rate base, revenues and expenses, on a

going-forward basis.

5

6

7

8

9

10

11

Q- Is the Conlpany's proposal to reduce test year revenues by $47,815 consistent with

the concept ofnormalization?

12

No. As previously discussed, the Company recorded low levels of hydrant water sales

between 2003 and 2005. In 2006 and 2007, the Company's revenues from hydrant water

sales increased significantly. From the information provided by the Company, there has

been no significant fluctuation of hydrant water sales within its certificated area. Rather,

there has been a steady rise in revenues from hydrant water sales, Horn 2003 through

2007. Thus, the Company's adjustment to normalize test year hydrant water sales is

neither supported by empirical data nor standard ratemaldng principles.

13

14.

15

16

17

18

19

20

Q- Please explain Staff's conclusion.

21

22

23

24

25

26

A.

A. The Company's responses to Staffs data requests indicate that in aggregate, its hydrant

waters sales in 2008 exceeded 2007 levels. The Company reported 29,489,400-gallons of

hydrant water sale in 2008, which is 4,523,170-gallons over test year level. Also, the

Company sold 13,455,600-gallons of hydrant water to the new Happy Valley contract,

which is higher than 13,068,700-_allons reported for the Flood Control project during the

test year. In 2008, the Company sold 9,273,300-gallons of hydrant water to the Flood

Control project. From the Company's data, it is evident that the Sunrise generated more

revenues from hydrant water sales in 2008 than the test year. Based on this data, the
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1

2

3

Company's contention that hydrant water sales will decline post test-year is not supported

by its 2008 records. Also, it appears that future revenues Nom the Happy Valley contract

and other prospective contracts will exceed any loss that might result from cessation of the

Flood Control contract.4

5

6

7

8

9

10

Within the context of ratemaddng in Arizona, the Company's contention that future

hydrant water sales could be overstated if test year hydrant water sales in not normalized,

is speculative. The timing and impact of such occurrence is not known and measurable at

this time. Accordingly, Staff finds that the Company's adjustment is speculative and

unnecessary in this instant case.

11

12 Q- Please summarize Staff's findings regarding the proposed adjustment for hydrant

13 water sales.

Staff finds that the Company's proposal to adjusted test year revenues by $47,815 for

hydrant water sales is unwarranted, and recommends denial. As discussed above, the

Company's empirical data indicates dirt at a minimum, it will continue to earn test year

revenues from hydrant water sales. In conclusion, Staff finds that the Company's

adjustment RLJ-8, and the related adjustment RLJ9, are not supported by empirical and

post test-year data

14

15

16

17

18

19

20

21 Q~ What is Staff's recommendation for test year revenues?

22

23

24

Staff recommends an adjusted test year metered revenues of $1,343,840, an increase of

$47,187 over the Company's adjusted test year revenues of $1,296,025. Further, Staff

accepts the Company's test year other operating revenues of $8,338. As shown on

Schedule AH-8, Staff recommends total test operating revenues of $1,352,17825

A.

A.
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1 EXPENSES

2

3

4

Operating Income Adjustment Nos. 2 & 3- Salaries & Wages

Q. What is the Company's proposal for salaries & wages?

A. The Company proposes $414,840 for test year salaries and wages. The Company's

proposal includes an annual salary of $137,826 for its President, MI. Campbell.5

6

7

8

9

10

Q. How is Staff's proposed adjustment to salaries and wages organized?

11

12

Staff's adjustment of $64,670 to salaries and wages is bifurcated into two sections. As

fully discussed below, Operating Income Adjustment No. 2 discusses issues relating to

Mr. Campbell's salaries, and Operating Income Adjustment No. 3 reclassifies incentive

compensation from transportation expense.

13 Operating Income Adiustinent No.2 - Executive Compensation

Q, Please state the Company's reported salary for Mr. Campbell?

A. As shown on Schedule C-2.14, page 1, the Company proposes an annual salary of

$137,826 for Mr. Campbell.

14

15

16

17

18

19

20

Q. Did the Company provide any explanation for proposing an annual salary of

$137,826 for Mr. Campbell?

21

22

23

24

25

A.

Yes. The Company claims that Mr. Campbell is actively engaged in the day-to-day

management of Sunrise, including issues relating to finance, Main Line Extension

Agreements, regulatory matters and other ancillary matters. Further, the Company states

that Mr. Calnpbell's salary is commensurate with his experience and level of participation

in the management of the Company. Schedule C-2.14 indicates that Mr. Campbell is fully

employed by Sunrise, for 40-hours each week.
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1 Q- What is the relationship between Mr. Campbell and the Company?

2 Mr. Campbell is the sole shareholder and President of Sunrise. Mr. Campbell also is the

President of West End Water Company and the Chief Executive Officer of other business3

4 ventures. Finally, Mr. Campbell is the lessor of the Company's corporate offices,

5

6

vehicles, field office and yard, as well as bam, workshop and storage facilities. There is a

significant level of affiliate interest relationship between the Company and Mr. Campbell.

7

8 Q. Please comment on the Company's proposed salary for Mr. Campbell.

9

10

11

12

13

14

15

16

Staff finds that the Company's proposal to allocated 100 percent of Mr. Campbell's salary

of $137,826 to Sunrise is not supported since he engages in other business endeavors. As

previously discussed, Mr. Campbell is the proprietor of several companies, including

Sunrise, West End, and other business ventures. Therefore, Staff finds that it is

impracticable for Mr. Campbell to devote 40-hours per week to the management of

Sunrise, as inferred by the Company's recognition of 100 percent of his salary in this

proceeding. As a result, Staff concludes that it is more appropriate to allocate Mr.

Campbell's annual salary to all his business interests.

17

18 Q- Is Mr. Campbell solely responsible for the management of Sunrise?

19 No. Sunrise's management team is comprised of Mr. Campbell as the President, Mr.

20

21

22

23

24

25

26

A.

A.

A.

Marvin Collins as Operations Manager, and Ms. Sharon Howard as Controller. Mr.

Collins is a Certified Operator with day-to~day responsibility for all technical issues as

well as some administrative supervision. Ms. Howard is responsible for accounting and

supervision of administrative personnel. In other words, Mr. Collins and Ms. Howard

have day-to-day responsibilities for Me operations and management of the Company.

Based on these facts, one can deduce that Mr. Campbell is primarily engaged with policy

formulation and high level management.
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1 Q- What is an appropriate level of remuneratioN for Mr. Campbell?

2

3

4

5

6

7

8

9

10

Staff finds that it would be more appropriate to allocate 50 percent of his compensation to

other business interests. In this tiling, the Company has allocated 20 percent of Mr.

Collins and Ms. Sheron's salaries to West End. Staff finds that this allocation factor is

reasonable and consistent with what was approved by the Commission in West End's most

recent rate case. Also, Mr. Collins and Ms. Sheron are entirely devoted to the

management of West End and Sunrise. In the Case of Mr. Campbell, Staff finds that it

would be appropriate to allocate 20 percent of his time to West End, and 30 percent to his

other business interests.

percent or $68,913 of Mr. Campbell's salary to costs of service in this proceeding.

As a result, Staff concludes that it is reasonable to allocate 50

11

12 Q- How does Staffs recommendation regardingMr. Campbell's salary compare to the

13 Board's resolution?

14 Although the Company's Board does not appear to be independent of Mr. Campbell, Staff

review of its Minutes dated February 13, 2007, indicates that the Board approved an

annual management fee of $70,191.28 for Mr. Campbell. Thus, Staffs recommended

annual salary of $68,913 is reasonable and compares favorably to the management fees

approved by the Company's Board, chaired by Mr. Campbell.

15

16

17

18

19

20 Operating Income Adjustment No.3 - Incentive Compensation

21 Q. Did Staff find incentive compensation that was inappropriately classified as

22 transportation expense?

23

24

A.

A. Yes. Staff found that $8,485 of incentive compensation was recorded as transportation

expense, under a sub-account, titled gas and oil.
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l Q- Is it appropriate to record incentive compensationas transportation expense?

2

3

No. Incentive compensation is considered as paN of employees' remuneration beyond

nonna salaries and wages. Therefore, it should be recorded as a component of salaries

4 and wages.

5

6 Q-

7

Is Staff recommending that the entire $8,485 of incentive compensation be

reclassified to salaries and wages?

8 No.

9

10

Staff recommends recognition of one-half of $8,485 or $4,243 of incentive

compensation as cost of service in this proceeding. As fully discussed under

transportation expense, the remaining $4,242 should be borne by the Company's

shareholders.11

12

13 Q- Whatis Staff's recommendation for incentive compensation?

14

15

16

17

As shown on Schedule AH-9, Adjustment #3, Staff recommends that the Commission

approve $4,243 as an appropriate level of incentive compensation for the Company. A

corresponding adjustment is made to eliminate the effect of this adjustment from

transportation expense.

18

19 Q- Please summarize Staff's recommendation for salaries and wages.

20

21

A.

A.

A.

A. As shown on Schedule All-9, Staff recommends $350,170 for salaries and wages, a net

adjustment of $64,670 to due Company's proposal of $414,840.
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1

2

Operating Income Adjustment No. 4 - Purchased Power

Q. What is the Company proposing for purchased power expense?

3

4

5

A. The Company proposes $169,673 for purchased power expense. This proposal reflects

Company Adjustment RL]-9, a reduction of $7,069 relating to pumping power costs for

hydrant water sales.

6

7 Q- Why did the Company propose Adjustment RLJ-9?

8

9

10

11

12

As exhaustively .discussed in Staff" s Operating Income Adjustment No. 1, Company

Adjustment RL]-9 is a companion adjustment to its proposal to decrease test year

revenues by $47,187 of its hydrant water sales. The Company claims that Adjustment

RL]-9 reduces purchased power expense to a commensurate level with its normalized

hydrant water sales.

13

14 Q- Did Staff recommend denial of the Company's adjustment to decrease test year

15 hydrant water sales?

16 Yes.

17

18 Q-

19

Based on Staff's recommendation regarding test year hydrant water sales, it is still

appropriate to effect a corresponding reduction to purchased power expense?

20

21

22

23

24

A.

A.

A. No. Staffs conclusion to reinstate the Company's adjustment to purchased power

expense is consistent With its recommendation to give full recognition to the Colnpany's

test year hydrant water sales. This conclusion is predicated on Staffs finding that the

Company will continue to pump and sell a similar or higher quantity of hydrant water, on

a going forward basis.
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1 Q- What is Staff's recommendation for purchased power expense?

2

3

4

As shown on Schedule AII-10, Staff recommends adoption Of the Company's recorded

test year purchased power expense of $176,742. Staffs recommendation reinstates the

Company's proposal to eliminate $7,069 of purchased power expense, per Adjustment

RLJ-9.5

6

Operating Income Adjustment No. 5 - Office Supplies Expense

Q. Please state the Company proposed test year office expense.

A. The Company proposes $53,733 for office expense. This expense includes $1,500 for the

lease costs of the Arrowhead Mini Storage facility ("Arrowhead Facility").

7

8

9

10

1 1

12

13

Q. Please describe the nature of the Compally's recorded office expense for the leased

storage facility.

During Staffs audit of the Company's financial records, we found that the Company

leased the Arrowhead Facility, at a monthly cost of $125 which equals total yearly cost of

$1,500.

14

15

16

17

18

19

20

Q. Is the Company's recorded rental expense an appropriate cost of service?

Yes. Staff finds that the costs incurred by the Company for the Arrowhead Facility is

appropriate and reasonable.

21

22 Q. It is appropriate to record rental expense as part of office supplies expense?

23

24

25

A.

A.

A.

A. No. It is more appropriate to classify the lease costs relating to the Arrowhead Facility as

a rent expense. Accordingly, Staff' s adjustment reclassifies $l,500, for the lease cost,

from office supplies expense to rent expense. This adjustment reduces office supplies



l 9

Direct Testimony of Alexander Shade Iggie
Docket No. w-02069A-08-0406
Page 26

1 expense, and a corresponding adjustment to increase rent expense is shown on Schedule

AII-14.2

3

4 Q, What is Staffs recommendation for office supplies expense?

5

6

As shown on Schedule AH-11, Staff recommends $52,233 for office supplies expense,

$1,500 less than the Company's proposal of $53,733.

7

8

9

Operating Income Adjustment No. 6 - Outside Services

Q. Please state the Company's proposal for outside service expense.

10 A. As shown on Schedule C-1, page 1, the Company proposes $45,163 for outside service

11 exp else .

12

13 Q. Did Staff analyze the Company's proposed outside service expense?

14 Yes. Staffs review and audit of test year financial records indicate that the Company's

15 recorded outside service expense includes $27,000 for lobbying activities.

16

17 Q- How is lobbying expense treated in rate proceedings?

18 In general, lobbying expense is treated as a below the line item in ratexnaking. Thus,

19 lobbying expense is excluded from costs of service, and the determination of operating

20 income.

21

22 Q- Why is lobbying expense excluded from ratemaking?

23

24

25

A.

A.

A.

A. As a ratemaking principle, lobbying cost is excluded Hom cost of service because it is an

expense that is incurred at the discretion of the management, for purposes that are not

directly beneficial to the ratepayers. As a result, ratepayers should not be compelled to
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1

2

pay for such activities through rates. In this instant case, the lobbying expense relates to

legislative activities that have no direct benefit to ratepayers.

3

4 Q-

5

If lobbying expense was an allowable expense in rate proceedings, would it be

appropriate to charge the ratepayers the Company incurred cost?

6

7

No. Because the Company has not demonstrated that this expense is recurring or provides

any benefit to ratepayers. Accordingly, it should be disallowed.

9 Q- What is Staffs recommendation for outside services expense?

10

11

As shown on Schedule All-12, Staff recommends $18,213 for outside services, which is

$27,000 less than the Company's proposal.

12

13

14

Operating Income Adjustment No. 7 - Water Testing Expense

Q. What did the Company propose for water testing expense?

15 A. The Company proposes $2,635 for water testing expense.

16

17 Q. Is the Company required to participate in the Monitoring Assistance Program

18

19

20

("MAP") for water testing?

Yes. The Company is subj act to mandatory participation in the MAP. This requirement is

fully discussed by Staff witness MI. Jean W. Liu at page 4 of Staff Exhibit JWL.

21

22 Q. Did Staf f  review the appropriateness of  the Company's reported water testing

23

24

25

8

26

A.

A.

A.

A.

expense?

Yes. Staff s analysis of the Company's reported water testing cost indicates that it is less

than an appropriate level for MAP testing. Based on MAP's parameters for determining

water testing costs, Staff estimates the Company's water testing cost at $4,819.
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1 Q- Is Staff recommending adoption of its calculated MAP water testing cost in this

2

3

4

proceeding?

Yes. Staff recommends adoption of $4,819 as an appropriate level of water testing

expense for the Company.

5

6 Q- What is Staff's recommendation for water testing expense in this proceeding?

7

8

9

10

As shown on Schedule AH-13, Staff recommends $4,819 for water testing expense, which

is $2,184 over the Company's reported test year expense of $2,635.

11

12

Operating Income Adjustment Nos. 8, 9, 10 & 11 - Rent Expense

Q, What did the Company propose for rent expense?

A. The Company proposes $37,664 for rent expense. The Colnpany's proposal is comprised

of $12,487 for barns, workshop, and storage, $69 for equipment rental, and $25,108 for

office and yard rental.

13

14

15

16

17

18

19

20

Q- How is Staff's testimony organized for rent expense?

21

22

23

24

Staffs testimony regarding rent expense encompasses four distinct sub-categories. For

ease of understanding, each category is separately discussed as an adjustment. As fully

discussed below, Operating Income Adjustment No. 8 relates to the Company's lease of

bam, workshop and storage from Mr. Campbell, Operating Income Adjustment No. 9

discusses the Company's lease of office and yard from Mr. Campbell, Operating Income

Adjustment No. 10 reclassifies the cost of Arrowhead Facility from office supplies

expense, and Operating Income Adjustment No.1l reclassifies corporate offices lease cost

from miscellaneous expense.

25

A.

A.

A.
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1 Operating Income Adjustment No.8 - Barn, Workshop & Storage

2 Q- What is the Company's test year lease cost for barn, workshop, and storage?

3 The Company reports a lease cost of $12,487 for bam, workshop, and storage.

4

5 Q. Please describe the purpose of the Compally's reported 'lease expense for barn,

6 workshop and storage.

7

8

The Company claims that the barn is reportedly utilized by its field personnel for storage

and housing of its workshop .

9

10 Q- Did Staff inspect these facilities during audit and engineering field inspection?

11 Yes. Staff inspected these facilities as a part of its audit procedures and field inspection.

12

13

14

15

16

17

During the visit, Staff observed that the bam houses what appears to be a domestic

workshop. In other words, Staff found no evidence that these facilities be being utilized

by the Company as a workshop or that the facilities are necessary for the provision of

service. Further, Staff found that the barn contained significant number of personal

household items that are not required for provision of utility service. Based on Staffs

observation, it appears that the Company's reported cost is unwarranted for provision of

18 service.

19

20 Q- Can the Company store its materials and supplies at its own facility?

21

22

23

24

25

A.

A.

A.

A. Yes. The Company can store its materials and equipment within the premises of Well #7,

at no cost to ratepayers. Well #7 is located on 1.83-acres, approximately one-mile Hom

the Company's corporate offices. The well site is fenced, gated and has adequate space to

store the Company's materials and equipments. Further, the Company has a leased space

at Arrowhead Facility that can be used for safe keeping of historic records. As a result,
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1

2

Staff concludes that the Company's leased bam, workshop and storage, ah unnecessary to

for provision of service.

3

4 Q- Did Staff find that these facilities were leased in an arms-length transaction?

5

6

7

No. The reported cost far exceed market rate for the leased facilities. Staff observed that

these facilities are aged and do not have necessary amenities to attract a market rate of

$12,487 a year. Further, Staff notes that these facilities are owned by Mr. Campbell, who

is the sole shareholder and Chairman of the Board that approves such contracts.8

9

10

11

Q- What is Staff's recommendation regarding barn, workshop and storage?

12

13

Staff recommends that the Commission deny the Company's test year cost for bam,

workshop and storage lease. Accordingly, Staffs adjustment reduces rent expense by

$12,487.

Operating Income Adjustment No.9 - Field Office & Yard Rent

Q- What cost did the Company incur for the lease of yield office and yard?

The Company incurred $25,108 for the lease of field office and yard, during the test year.

14

15

16

17

18

19

20

21

22

Q- What is the purpose of the Company leased field office and yard?

A.

A.

A.

A. The Company claims that the small office contained within Mr. Campbell's residential

property provides meeting space for its field personnel while the yard is being used for

storage.
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1 Q- Please comment on the Company leased office and yard contract.

2 This lease arrangement has similar characteristics with the bam, workshop and storage

3 lease. Again, Staff did not find any evidence to support the Company's claim that diesel

4

5

6

7

8

facilities are necessary for provision of service. As previously discussed, the Company

has ample secured space at Well #7 to store its pipes and related materials. Second, the

Company's Operations Supervisors has an office at the Company's corporate offices that

could be used for planning and meeting with the field personnel. Finally, the lease costs

far exceed market rate for these facilities. Based on the above analysis and Staff" s

observation of these facilities, Staff recommends denial of the related cost as cost of9

10 service in this proceeding.

11

12 Q- What is Staff's recommendation for leased office and yard cost?

13

14

Staff recommends elimination of the cost of office and yard lease, in the amount of

$25,108, from rent expense.

15

16 Operating Income Adjustment No.10 .- Arrowhead Facility Lease

17 Q- Has Staff recommended reclassifying storage lease expense from office supplies

18 expense to rent expense?

19 Yes. As shown of Schedule AH-11 and fully explained under Operating Income

20

21

Adjustment No. 5, Staff has reclassified $1,500 for Arrowhead Facility lease, from office

supplies expense to rent expense.

22

23 Q- Why did Staff reclassify lease expense fromoffice supplies expense to rent expense?

24

25

A.

A.

A.

A. Lease cost is normally recorded as a component of rent expense. Staff found that the

Company erroneously recoded test year lease expense as a component of office supplies
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1

2

expense. This adjustment simply reclassifies the storage facility lease costs, from office

supplies expense, to correct for the Company's error.

3

4 Q_ What is Staffs recommendation regarding the Arrowhead Facility?

5

6

As shown on Schedule AH-14, Staff recommends an increase of $1,500 to rent expense.

This adjustment effects Staffs reclassification of the Arrowhead Facility lease cost from

7 office supplies expense.

8

9

10 Q-

Operating Income Adjustment No. ll - Office Rent

Did the Company include corporate offices lease cost in test year miscellaneous

11 expense?

12 Yes. The Company erroneously recorded $19,521 of corporate offices lease cost as

13 miscellaneous expense, under overhead expense.

14

15 Q. Is rent expense a different account class than miscellaneous expense?

16 Yes. In general, miscellaneous expense is utilized for recording minor expenses that

l 7

18

cannot be classified to other major accounts. Because the Company has a designated

account for rent expense, its corporate offices lease cost should be reclassified to rent

19 expense.

20

21 Q- Did Staff reclassify the Company's corporate office lease costs from miscellaneous

22 expense?

23 Yes. Staff recommends reclassifying $19,521 of corporate offices lease cost from

24

25

miscellaneous expense to rent expense. This reclassification increases Staff adjusted rent

expense by $19,521. A has been made to decreasecorresponding adjustment

26

A.

A.

A.

miscellaneous expense.
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1 Q- Please summarize Staff's analysis regardingrent expense

2

3

4

5

6

As shown on Schedule All-14, Staff recommends a net adjustment of $16,574 to rent

expense. This net adjustment reflects Staffs proposal to eliminate $12,487 for barn,

workshop and storage lease, eliminate $25,108 for office and yard lease, increase rent

expense by $1,500 to effect reclassification of the Arrowhead Facility lease cost, and

increase rent expense by $19,521 to reflect reclassification from miscellaneous expense.

Q- What is Staff's recommendation forrent expense"

7

8

9

10

11

Staff recommends $21,090 for rent expense, $16,574 less than the Company's proposal.

Staffs recommended rent expense reflects the net impact of Staff Adjustment Nos. 8, 9,

10 and 11.

12

Operating Income Adjustment Nos. 12, 13 & 14 - Transportation Expense

Q. Please state the Company's proposal for transportation expense.

A. The Company proposes $74,769 for transportation expense.

13

14

15

16

17 Q.

18 A.

19

What are the characteristics of the Company's test year transportation expense?

20

21

The Company's test year transportation expense is comprised of $21,763 for leased

vehicles, $23,845 for gas and oil, $16,505 for repairs and maintenance, and $l2,656 for

licenses and fees. Further examination shows that the gas and oil expense includes $8,486

for employee bonuses, and the license and fees subaccount includes $6,300 of bonding

fees.22

23

24 Q. How is Staff's adjustments relating to transportation expense organized?

25

26

A.

A.

A. As indicated above, transportation expense is comprised of several subaccounts. Because

Staffs adjustments relates to several subaccounts, an adjustment to each subaccount is



a \

Direct Testimony of Alexander Shade Iggie
Docket No. W-02069A-08-0406
Page 34

1

2

separately discussed for ease of understanding. A summary of Staffs net adjustment to

transportation expense is shown on Schedule AH-15.

3

4

5

6

Q-

7

8

9

10

Operating Income Adiustrnent No.12 - Vehicle Lease

What is the nature of the Company's leased vehicles?

The Company leases three vehicles from Mr. Campbell. The leased vehicles consist of

2005 Ford F-150, 2004 Ford F-250 and 2002 Chevy Silverado. The 2005 Ford F-150 and

2004 Ford F-250 are leased at a unit cost of $703 per month, while the 2002 Chevy

Silverado is leased at $407 per month. These vehicles are currently being used for field

operations.

11

Q- Please comment on the Company's vehicle lease arrangement.

Staff finds that the reported vehicles are necessary for the provision of service; However,

Staffs research of lease offers for newer vehicles of the same make and model indicates

that the reported lease rate for the 2005 Ford F-150 and 2004 Ford F-250 exceeds market

rates.

12

13

14

15

16

17

18

19

20

Q- Did Staff conduct any research of appropriate lease rates for the Company's

21

22

23

24

A.

A.

A.

vehicles?

Yes. Staff researched the internet for market lease rates for 2008 Ford F-150 and Ford F-

250. Staff found that the current market rates range between $538 and $557 per month,

for a 60-month lease. Although the lease rates for new vehicles is generally higher than

rates for older vehicles of the same model, the 2008 rates are representative of what a

willing buyer would pay a willing seller in an arms-length transaction.
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1 Q, Based on the above research, what is as an appropriate lease rate for the Company's

2 vehicles?

3

4

5

6

7

Staff finds that a monthly lease rate of $557 is representative of the market rate for Ford F-

150 and Ford F-250. Based on this finding, Staff has determined that the Company's

annual lease cost per vehicle should not exceed $6,684, a total of $13,368 for both

vehicles. Staffs recalculated lease costs is $3,507 less than the Company's reported costs

of $16,875 for both vehicles.

8

9 Q- Did Staff review the lease cost relating to Chevrolet Silverado?

10 Yes . Staff found the Company's reported lease rate for this vehicle is reasonable.

11

12 Please summarize Staff's recommendation for vehicle lease.

13

14

15

Based on the above analysis, Staff recommends an aggregate cost of $18,255 for the three

leased vehicles. Staff' s recommendation is $3,507 less than the Company's proposal of

$21,763 I

16

17

18

19

20

21

Operating Income Adjustment No.13 - Incentive Compensation

Q, Is the Company proposing an incentive compensation for its employees in this

proceeding?

Yes. The Company reports $8,485 of incentive compensation, in the Torin of bonuses, in

the gas and oil subaccount.

22

23 Q-

24

Is it appropriate to record incentive compensation or employee bonuses under

transportation expense?

25 No. In general, incentive compensation or employee bonuses are recorded under salaries

26

A.

A.

A.

A.

A.

and wages.
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1 Q- What is the Company's rationale for paying incentive bonuses to its employees?

2 The Company claims in its response to Staff data requests AH 3-3, that:

3

4 "Sunrise Water Co. uses incentive bonuses to recognize individuals for

5 their exceptional effort in providing critical services to customers. Often

6 customers needs dictate that personnel work on prob ects and assignments

outside of normal business hours and under difficult conditions. For7

8 example, personnel are recognized for their quick response and

conscientiousness shown in responding to water leaks and customer's9

10 call for service questions and problems during and after normal work

11 hours. Sunrise believes that the extra effort of its employees results in

12

13

14

15

16

17

superior customer service, saves time and expense and assists Sunrise in

meeting its goal to provide safe reliable water that meets or exceed the

safe drinking water standards. In addition, the incentive bonus program

assists in employee retention and insures a knowledgeable work force.

Without the incentive bonus program, Sunrise would need to raise base

salaries to be competitive in the market and to retain employees."

18

19 Q- Please comment on the CoInpany's justifications for providing incentive

20 compensation to its employees.

21

22 employees.

23

24

25

A.

A. Staff is not opposed to the Company's proposal to provide incentive compensation to its

However, Staff found no evidence that the Company's incentive

compensation is based on a predefined performance plan or policy. Absent a predefined

incentive compensation policy, the Company's reported cost appears discretionary.

Further, Staff finds in this case, as with other cases, that incentive compensation provides
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1

2

benefit to investors and ratepayers. As a result, Staff reeormnends that the cost be borne

equally by ratepayers and shareholders .

3

4 Q- What is Staff's recommendation for incentivecompensation in this proceeding?

5

6

7

Staff recommends allocation of one-half or $4,243 of the Company's reported incentive

compensation to the ratepayers. The balance of $4,242, attributable to the benefit of the

Company's investors, should be denied and excluded from cost of service.

8

9

10

In addition, Staff recommends that the Company develop a comprehensive Performance

Based Incentive Compensation, for Staffs review in the next proceeding.

11

12 Q- Did Staff reclassify its recommended incentive compensation to salaries and wages?

13 Yes. As shown on Schedule AII-15, Staff has reclassified $4,243 .of incentive bonuses to

14

15

16

17

salaries and wages, while excluding $4,242 from operating expense. This adjustment

reduces transportation expense by a total of $8,485. As shown on Schedule All-9, Staff

made a corresponding adjustment to increase salaries and wages by $4,243 of incentive

compensation.

18

19

20

Operating Income Adjustment No.14 - License & Fees

Q. Did the Company include bonding fees in its reported transportation expense?

21 Yes. The Company reported $6,300 of bonding fees under the license and fees

22

A.

A.

A.

subaccount.
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1 Q. Are bonding fees necessary for transportation?

2 No.

3

4

Staffs analysis indicates that bonding fees are not a normal component of

transportation expense for a utility company. In this instance, Staff finds no evidence that

the Company's reported bonding fees of $6,300 is a recurring cost of service.

5

6 Q- What is Staff's recommendation regarding bonding fees in this proceeding?

7 Staff recommends eliminating $6,300 of bonding cost Hom transportation expense.

8

9 Q- Please summarize your recommendation for transportation expense.

10

11

12

As shown on Schedule AH-15, Staff recommends a total of $56,477 for transportation

expense, a net reduction of $18,292 to the Company's proposal of $74,769. This net

adjustment reflects Staff Operating Income Adjustment Nos. 12, 13, and 14.

13

14

15

Operating Income Adjustment No. 15, 16, 17, 18, & 19 - Miscellaneous Expense

Q. What did the Company propose for miscellaneous expense?

16 A The Company proposes a negative balance of $21,980 for miscellaneous expense. The

17

18

19

20

Comparly's proposal is comprised of several subaccounts, including permits and recording

fees, entertainment and promotions, capitalized overhead, overhead expense for corporate

office rent, preliminary investment into water supply, and Water Line Extension ("WLX")

repayments.

21

22 Q- How is Staff's testimony regarding miscellaneous expense organized?

23

24

Again, Staffs adjustment to each subaccount is separately discussed under Operating

Income Adjustment Nos. 15, 16, 17, 18, and 19.

25

A.

A.

A.

A.
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1 Operating Income Adjustment No. 15 -Permit and Recording

2 Q, Did the Company incur permit and recording costduring the test year?

3 This

4

A. Yes. The Company recorded $3,992 for permit and recording cost M the test year.

cost was reported as a component of test year miscellaneous expense.

5

6 Q- In general, why do utility companies incur permit and recording fees?

7

8

Permit and recording costs are incurred for capital projects and the costs are capitalized as

a component of original costs.

9

10 Q.

11

Is the Colnpany's proposal to reflect permit and recording fees as an operating

expense appropriate?

12

13

Permit and recording fees are capital costs that should not be recorded as operating

expenses. The Company's recorded permit and recording are non-recuning operating

14 expenses.

15

16 Q- Please state StamPs recommendation regarding test year permit and recording fees.

17

18

Staff recommends removal of permit and recording from cost of service. Accordingly,

Staff reduces transportation expense by $6,300.

19

20 Operating Income Adjustment No. 16 -Entertainment & Promotion

21 Q, What is the Company proposing for entertainment and promotion expense?

22 A. The Company's filing included $4,785 for entertainment and promotion.

23

24 Q- Did Staff review the Company's test year entertainment and promotions cost?

25 Yes. Staff audited the Company's test year ente1"caimnent and promotion cost, and found

26

A.

A.

A.

A.

that it includes $2,285 for flowers, and hosting of retirement parties.
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1 Q. Is Staff recommending denial of $2,285 of entertainment and promotion?

2 Yes. The cost of flowers, and hosting of retirement party do not provide any benefit to

3

4

5

rate payers. If the Company desires to have retirement parties and gift flowers, the cost

should be home by its shareholders, not the ratepayers. Thus, Staffs recommended

amount pertains to cost of employee training.

6

7 Q- What is Staffs recommendation for entertainment and promotion expense?

8

9

Staff recommends $2,500 for employee training, a reduction of $2,285 firm the

Company's proposal.

10

11

12

Operating Income Adjustment No.17 .- Preliminary Investment in Water Supplv

Q, Did the Company reflect the cost of preliminary investment in water supply, in

13 miscellaneous expense?

14 Yes. The Company reported a negative balance of $6,413 for preliminary investment in

15 water supply.

16

17 Q- Is preliminary investment in water supply a recurring expense?

18

19

20

21

22

23

24

A.

A.

A.

A. No. Preliminary investment in water supply is not a reruning operating expense for a

water utility company. If preliminary investment in a capital project does not result in the

construction of a plant item, the cost is written-off in the year of incurrence. In the event

that preliminary investment results in a constructed facility, the cost is capitalized as part

of the plant's original cost. In this instance, the Company is requesting that its cost of

service be reduced by $6,413. If the Company's proposal is adopted, operating expenses

will be understated by $6,413.
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1 Q- What is the appropriate treatment for preliminary investment in water supply?

2

3

The Company's proposal to reduce cost of service by $6,413 should be reversed to correct

Preliminary investment in water supply is non-recuning,for this error. and the

4 Company's proposal understates test year operating expenses.

5

6 Q- What is Staff's recommendation regarding preliminary investment in water supply?

7 As shown on Schedule All-18, Staff increases operating expense by $6,413 to reverse the

8 Company's proposal.

9

10 Operating Income Adjustment No.18 - Capitalized Overhead

11 Q, Did the Company include capitalized overhead in operating expenses?

12

13

A. Yes. The Company reported a negative balance of $50,216 for capitalized overhead in its

test year operating expenses.

14

15 Q- What is the Company's explanation for recording capitalized overhead as an

16

17

18

19

20

21

22

23

A.

A.

A.

operating expense?

The Company witness, Mr. Jones testifies, at Page 5, line 4, that "Income Statement

Adjustment RL] 10 normalizes the level of expense charged to capital. Sunrise charges a

portion of its administrative and general expense to capital projects. The level of expense

charged to capital is dependent upon the level of capital expenditures." The Company

claims dirt because its test year level of administrative and general expense for capital

projects was unusually high, its reported balance of $50,216 reflects a normalized level for

its operations.
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1 Q- Is capitalized overhead a normal operating cost?

2

3

No. The Company is reporting a negative balance of $50,216, which in effect, is a

reduction to cost of service. In other words, the Company's proposal understates cost of

4 service by $50,216.

5

6 Q, Is it typical to record capital costs as part of operating expenses?

7

8

9

10

No. In general, overhead cost incurred for capital projects are capitalized as part of the

plant's original cost. Also, overhead expenses incurred for capital prob acts that have been

recorded as operating expense, are reclassified for capitalization as original cost of the

related plant item.

11

12 Q- Please explain your understanding of the Conlpany's reported capitalized overhead.

13

14

15

16

17

18

19

20

21

22

Staff found in the course of the Company's audit, that Sunrise charges management fees

for projects that it supervises on behalf of developers. Such management fees are included

in the determination of AIAC or CAIC that is paid by developers. The proper treatment is

to capitalize such overhead cost in the original cost of the related projects. Based on our

observation, it appears that Sunrise erroneously books its AIAC and CAIC related

overhead costs to operating expenses. The Company has attempted to correct for this

error by reducing its test year balance by $106,658. However, the Company retained a

negative adjusted balance of $50,216 in its test year cost of service. This remaining

negative balance of $50,216 must be eliminated from operating expenses because it has

been borne by the developers. Second, the Company's reported balance understates cost

23 of service by $50,216. Finally, it is not a normal reruning cost of service to the

24

A.

A.

A.

ratepayers .
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1 Q- What is Staffs recommendation regarding capitalized overhead?

2

3

Based on the above findings, Staff recommends eliminating the company's negative

balance of 850,216 from cost of service. Staffs recommendation will ensure that the

4 Company's operating expense is accurately reflected in this proceeding.

5

6

7

8

9

Further, Staff recommends that the Company adopts proper accounting procedures for

recording capitalized overhead. In this regard, Staff recommends that the Company

adopts National Association of Regulatory Utility Commissioners ("NARUC") Uniform

Systems of Accounting ("USoA") for recording overhead relating to plant.

10

11 Operating Income Adjustment No. 19 - Office Rent

12 Q. Did the Company include rent in its reported miscellaneous expense?

13 Yes. The Company erroneously recorded $19,521 of corporate offices rent as

14 miscellaneous expense.

15

16 Q- Is rent expense adifferent account class than miscellaneous expense class?

17

18

19

Yes. In general, miscellaneous expense is utilized for recording expenses that minor in

nature and cannot be classified to other major accounts. Rent expense is a major operating

expense account class for recording rental and lease costs.

20

21 Q. Is Staff recommending that corporate offices rent be reclassified from miscellaneous

22 expense to rent expense?

23 Yes.

24

Staff recommends reclassifying $19,521 of corporate offices lease cost from

As shown on Schedule A11-16, this

25 A corresponding

26

A.

A.

A.

A.

miscellaneous expense to rent expense.

recommendation decreases miscellaneous expense by $19,521 .

adjustment has been effected to increase rent expense by $19,521 .
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1 Q- Please summarize Staff 's recommended adjustments to miscellaneous expense.

2 Staff"s

3

4

5

6

7

8

Staff recommends an adjusted test year miscellaneous expense of $8,851.

recommendations eliminate $3,992 for permits and recording, decreases entertainment and

promotion by $2,285, increases preliminary investment in water supply by $6,413,

increases capitalized overhead by $50,216 to eliminate the negative balance, and

reclassifies $19,521 from corporate office lease to rent expense. In aggregate, Staff

recommends an increase of $30,831 over the Company reported negative year-end balance

of$2l,980.

9

What is Staff's recommendation for miscellaneous expense?

11 As shown on Schedule AH-16, Staff recommends approval of $8,851 as an appropriate

12 level of miscellaneous expense for the Company.

13

14

15

Operating Income Adjustment No. 20 - Depreciation and Amortization Expense

Q. What is the Company's proposed depreciation and amortization expense?

16

17

A. The Company proposes $395,853 of depreciation and amortization. This is comprised of

$414,748 for depreciation expense, less $18,893 of amortization of CIAC.

18

19 Did the Company propose new deprecation rates in this filing?

20 The Company proposed new depreciation rates for each plant class in this rate filing. The

21 Company claims that its proposed depreciation rates are consistent with rates approved by

the Commission for other water companies.22

A.

A.

Q.
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1 Q- Did Staff review the Company's proposed depreciation rates?

2

3

4

Yes. Staff agrees that the Company's proposed depreciation rates are consistent with

recent Commission approved rates for other water utility companies. Staff recommends

adoption of the new depreciation rates, on a going forward basis.

5

6 Q- Did Staff re-calculate depreciation and amortization expense based on the Company

7

8

9

10

11

12

13

proposed new depreciation rates?

Yes. Staff recalculated depreciation expense by multiplying Staff adjusted test year end

depreciable plant in service by Company proposed depreciation rate for each plant class.

Staffs recalculation results in $406,853 of depreciation expense, which is $10,210 over

the Company's proposal. The variance between Staffs recommended and the Company's

proposed depreciation expense is attributable to the Company's revision to certain

depreciable plant in service, subsequent to its original filing.

14

15 Q- What is StamPs recommendation for depreciation expense?

16 As shown on Schedule AH-17, Staff recommends $406,853 for depreciation and

17 amortization expense.

18

19

20

Operating Income Adjustment No 21 - Property Taxes

Q, What did the Company propose for property taxes?

21

22

23

A.

A.

A.

A. The Company proposes $64,714 for property taxes. The Company's proposal was derived

by employing an adaptation of the Arizona Department of Revenues' ("ADOR)" Centrally

Valued Properties methodology.
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1 Q-

2

Does the ADOR's centrally valued methodology provide an acceptable basis for

determination of property taxes in Arizona?

3

4

Yes. Staff accepts the Company's use of an adaptation of ADOR's Centrally Valued

Properties methodology. However, the Company adopted an assessment ratio of 23.00

percent in its calculation of property taxes. Staff finds that an assessment ratio of 22.50

percent, more appropriately reflects a normalized ratio for a three period.. This is the

period that the revenue requirement approved in this proceeding will be in effect. As

shown of Schedule AII-19, Staff has adopted an assessment ratio of 22.50 percent in the

calculation of its recommended property tax expense.

5

6

7

8

9

10

11 Q- Did Staff recompute property taxes based on ADOR methodology?

12 Yes. Staffs recalculated test property tax expense is based on the same methodology

utilized by the Company. Staff s recalculation results in an adjusted test year property tax

expense of $42,729, which is $21,985 less than the Company's proposal.

13

14

15

16 Q. What is Staff's recommendation for test year property taxes?

17

18

19

20

As shown on Schedule AH-19, Staff recommends adjusted test year property tax expense

of$42,729.

Operating Income - Income Taxes

Q. Did the Company record income tax expense for the test year?21

22 No .

23

24 Q- Is Staff recommending test year income tax expense for the Company?

25

26

A.

A.

A.

A.

A. No.
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1 Q- Please explain why Staff is not recommending test year income tax expense for the

2 Company.

3

4

5

6

7

As previously stated, Sunrise is a Subchapter S corporation under the Internal Revenue

Service ("IRS") codes. The IRS' approval of the Company's request to be treated as a

Subchapter S exempts it Hom corporate tax. Because the Company is exempt from

corporate tax, it does not incur income tax expense as cost Of service. Accordingly, Staff

recommends no income tax expense for the Company in this proceeding.

8

9 RATE DESIGN

10 Q. Please describe the structure of the Conlpany's current rate design

11

12

13

14

15

The Company's current tariff has a single or flat commodity rate of $2.85 for all levels of

consumption. Its authorized monthly minimum charge varies by each meter size, and has

no gallonage. In other words, the company's monthly minimum does not include any

water consumption. Further, the Company has approved tariffs for meter installation

charges and service fees.

16

17 Q- Please describe the Company's proposed rate design in this proceeding.

18

19

20

21

22

The Company is proposing a three-tiered rate design for 3%-inch meter, and a two-tiered

rate design for all other meter sizes. It proposes identical rate structure for residential and

commercial customers on the same meter size. Further, the Company has a different

break<~over point for each meter size, and the break-over point is higher for larger sized

meters. For example, the break-over point for a %-inch meter is 4,000-gallons for the first

23 tier, 18,000-gallons for the second-tier, and above 18,000-gallons for the third-tier. For a

24

25

26

A.

A.

A.

1"-meter, the Company proposes a break-over point of 27,000-gallons for the first tier and

above 27,000-gallons for the second tier. Consistent with its proposed rate structure for

the 8A-inch meter, the Company has proposed three commodity rates. The Company
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1

2

3

4

5

6

7

8

proposes a commodity rate of $3.00 per 1,000-gallons for the first-tier, $3.40 per 1,000-

gallons for the second-tier and $3.70 per l,000~gallons for the third~tier. For other meter

sizes, 1" and above, the Company proposes adoption of the second commodity rate of.

$3.40 per 1,000-gallons for the first tier and the third commodity rate of $3.70 per 1,000-

gallons for the second tier. For example, a customer on a l-inch meter will be billed at

$3.40 per 1,000-gallons for the first-tier and $3.70 per 1,000-gallons for the second-tier.

For both the coin-operated machine and hydrant water sales, the Company proposes a flat

commodity rate of $3.40 per 1,000-gallons.

9

10

11

12

13

For each meter size, the Company is proposing a monthly minimum charge that varies by

meter size, and reflects high rates for larger sized meters. For example, the Company

proposes a monthly minimum charge of $15.00 for a %-inch metered customer, while

proposing a minimum charge of $20.50 for a 1-inch metered customer.

14

15 Q.

16

What is the Company's rationale for proposing an inverted tiered rate structure in

this proceeding?

17

18

19

20

The Company claims that its proposal is intended to promote water conservation by

allocating higher rates to customers that place greater demand on the water system. Also,

the Company states that its proposed break-over points were established below die

average usage for each meter size to encourage customers with the largest consumption

21

A.

patterns to conserve water.
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1 Q.

2

Did the Company propose any modification to its current service charges and service

line and meter installation charges?

3 Yes. The Company proposes higher rates for service charges, and service line and

4

5

installation charges. This proposal reflects prevailing costs of providing these services.

Also, the Company has proposed a new tariff for private fire service.

6

7 Q- Please comment on the Company's proposed rate design.

8 Company that its proposed tiered

9

Staff agrees with the rate structure and the

corresponding break-over points will foster Commission goal of water conservation.

10 However, Staff is recommending a different second break-over point for residential and

commercial customers on %-inch meter.11

12

13 Q- Is Staff recommending adoption of the Company proposed rate design structure in

14 this proceeding?

15 Yes, in part. As previously discussed, Staff finds that the Company proposed tiered rate

structure and the related break-over points are reasonable and consistent with the16

17

18

19

20

21

22

23

24

A.

A.

A.

Commission goal of fostering water conservation in Arizona State. For residential and

commercial customers on %" meter, Staff recommends adoption of the Company's

proposed break-over point of 4,000-gallons for the first tier, while recommending a break-

over point of 13,000-gallons for the second tier and above 13,000-gallons for the third tier.

Further, Staff has reconfigured the Company's rate design to yield higher revenues Hom

monthly minimum charges. To effect this change, Staff recommends a rate design that

yields 27.73 percent of the Company's revenue requirement from monthly minimum

charges.
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1 Q- Please describe Staffs recommended rate design.

2

3

4

5

6

7

8

9

10

11

Staff recommends the adoption of the Company proposed tiered rate structure. To ensure

that the Company generates higher revenues Hom monthly minimum charges, Staff

recommends higher monthly minimum charges than proposed by the Company. For the

%'-meter, Staff recommends a monthly minimum charge of $17.00, which is $2.00 over

the Company's proposal of $15.00. Because Staff is recommending higher monthly

minimum charges, Staffs recommended commodity rate for each tier is lower than the

Company's proposal. For example, Staff is recommending a commodity rate of $1.70 per

1,000-gallons for the first-tier, which is lower than the Company's proposed rate of $3.00

per l,000-gallons. This difference in rate design is attributable to Staff s recommendation

to generate a higher percentage of revenues from monthly minimum charges.

12

13 For service charges, and service line and meter installation charges, Staff recommends

some modifications to the Company's proposal. Staff recommends an increase to the14

15 Company's current service charges to reflect an appropriate cost for each service. For

16

17

service line and meter installation, Staff recommends charges that are based on

engineering analysis. Please see Mr. Liu's testimony, at Section J of Exhibit JWL, and the

related Table J-l, for full analysis of service line and meter installation charges.18

19

20 Q.

21

Did Staff prepare schedules showing present, Company proposed, and Staff

recommended monthly minimum charges and commodity rates?

22 Yes. Staffs Schedule AH-19, page 1 of 2 shows the present minimum charges and

23 commodity rates, the Company's proposed minimum charges and commodity rates, and

Staff" s recommended minimum charges and commodity rates.24

25

A.

A.
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1 Q-

2

Did Staff prepare schedules showing the present, Company proposed and Staff

recommended service charges, and service line and meter installation charges?

3

4

Yes. Schedule AH-19, page 2 of 2, depicts the present, Company' proposed, and Staff"

recommended service charges, and service line and meter installation charges.

5

6 TYPICAL BILL ANALYSIS

7 Q- What is the impact of the Company's proposed rate design on the typical bill of a

residential customer?8

9

10

11

As shown on Company filed Schedule H-4, page 1, its proposed rate design increases the

monthly typical bill for %-inch metered residential customer, with an average

consumption of 17,782-gallons, from $62.68 to $73.68, which is an increase of $11.18 or

12 17.84 percent.

13

14 Q-

15

Please state the typical bill impact of Staff's recommended rate design on a

residential customer with an average consumption.

16

17

18

As shown on Schedule AH-20, Staffs recommended rate design increases the monthly

typical bill for a %-inch metered residential customer, with an average consumption of

17,782-gallons, from $62.68 to $63.90, an increase of $1.22 or 1.94 percent.

19

20 Q- Does this conclude your testimony?

21

A.

A.

A.

A. Yes.
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SUNRISE WATER COMPANY
Docket NG. W-02Q59A-0g-Q408
Test Year Ended December 31, 2007

REVENUE REQUIREMENT

LINE
no. DESCRIPTION

(A)
COMPANY
ORIGINAL

COST

(B)
COMPANY

FAIR
VALUE

(C)
STAFF

ORIGINAL
COST

(D)
STAFF
FAIR

VALUE

1
$ 1 ,44B,t54 $ 1,183,834 $ 1,183,834

2

Adjusted Rate Base

Adjusted Operating Income (Loss)

Current Rate of Return (LE/ LI )

$ 1,448,154

(60,264)

-4.16%

$ $ (60,264)

-4.16%

$ 92,165

7.79%

$ 92,165

7.79%
3

10.00% 10.00% 10.00% 10.00%
4 Required Rate of Return

5 $ $ $ 118,383 $

6 $

144,815

205,079 $ $ 26,218 s

118,383

26,218

1 .o000
7

Required Operating Income (LI * LE)

Operating Income Deficiency (L5 - LE)

Gross Revenue Conversion Factor 1 .3942

1441815

205.079

1 .3942-4 1 .0000

8 $ $ $ $ 28,218

$ 1,352,178
9

Required Revenue Increase (LE * LS)

Adjusted Test Year Revenue $

10

285,932

$ 1,304,363

$ 1,590,295

285,932

1 ,304,363

$ 1,590,295

26,218

$ 1,352,178

$ 1,378,396 $ 1,378,396

21 .92% 21 _92% 1.94% 1.94%
11

Proposed Annual Revenue (LB + LE)

Required Increase in Revenue (%)

References:
Columns [A] and [B]: Company Schedules A-1, A-2, & D-1
Columns [C] and [D]; STAFF Schedules All-2, All-3 and All-8
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Test Year Ended December 31, 2007

Schedule All-2

RATE BASE - ORIGINAL COST

(B) (C)
STAFF

AS
ADJUSTED

LINE
n o . DESCRIPTION

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

$ $ $
$
$

1
2
3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service $

10,408,383
2,492,247
7,916,136 $

135,964
(135,964)

10,408,383
2,628,211
7,780,172

4
LESS."
Net Contribution in Aid of Construction (CIAO) $ 263,407 $ 263,407

6 Advances in Aid of Construction (AIAC) 6,256,352 128,356 35 6,384,708

8 Customer Deposits 91,855 $ 91,855

10 Total Deductions $ 6,611,614
4,t52,031

128,356 $ 6,739,970
3,668,413

11
ADD:
Allowance for Working Capital $

12 Deferred Income Taxes 1431632 1431632

13 Total Additions $ 1431632 $ 143,632

14 Original Cost Rate Base $ 1,448,154 $ (264,320) $ 1,183,834

References:
Column [A], Company Schedule B-1
Column [B]; Column [C] - Column [A]
Column [C]: Schedule All-4, Column [H]

1



ADJ # Description
1
2

Accumulated Depredation _ Schedule All-4
Advances-in-Aid of ConsUudion - Schedule AXL5

v i *

Schedule All~3
SUNRISE WATER COMPANY
Docket ND. W.02g69A.Q5.040)
Test Year Ended December 31 , ZDD7

SUMMARY OF ORIGINAL cosT RATE BASE ADJUSTMENTS

181 ac] [D] [EI [Fl [G] [H]
STAFF

ADJUSTEDLINE
no.

ACCT.
NO.

[A]
COMPANY
AS FILED ADJ #1 ADJ #2 ADJ #3 ADJ #4 ADJ #5 ADJ #5

301 .of
302.00
303.00

s s s s s s s s1
2
3
4
5

DESCRIPTION
PLANT IN SERWCE
Intangible Plant
Organization
Franchises
Land& Land Rights
Subtotal Intangible 3

1,077,568
1,077,568 $

1,077,568
1,077,558

s 318,370 s 318,370

1,999,842 1,999,842

304,00
305.00
306.00
307.00
308.00
309.00
31000
311.00
312.00
313.00

1,685,130 1,685,130

5
7
B
g
10
11
12
13
14
15
16
17

Source of Supply
Structures a Improvements
CoNnecting aMImpoundingRes.
Lake Riva and Omaha Intakes

Wells and Springs
lntlltration Galleries and Tunnels

supplyMains
PowerGenerating Equipment
Electric Pumping Equipment
Coliecling a. lmpoufving Reservvalrs
Lakes, RWers,Other Intakes
Sub\o¢alSource of Supply s 4,003,342 s 4,003,342

320.00
321 .00
323.00
325.00
326.00
325.10

s 76.874 s 75,874
18
19
2D
21
22
23
24

Water Treatment
Water Treaimenl EqWpmen'
St1Jclures s. Improvements
Other Power Produclion
Eeciric Pumping Equipment
DieselPumping Equipment
Gas Engine Pumping Equipment
Subtotal Water Treatment s 76,874 $ 75,874

330,00
331.00
332.00
334.00
335.00
335.00
339.00

s 502,437
3,899,889

419,538
15,295

364,494

s 502,437
3,899,889

419,538
15,295

354,494

25
26
27
2B
29
30
31
32

Transmission 8- Distribution
Distribution Reservoirs s Standpipe
Transmission and Dlstribuikun Mains
Services
Meters
Hydrants
BackflowPrevention Devices
Other Plan! encl Miscellaneous Equipment
Subtotal Transmission & Distribution s 5,201.653 s 5,201 ,553

27,777 s 27,777

12,327 12,327

340.10
340.20
340.30
341.10
342.00
343.00
M4100
345.00
345.10
346.20
348.10
347.00
349.00

8,a42 8.842

33
34
35
36
37
CB
39
40
41
42
43
44
45
46
47

General Plant
Office Funtilure and Eqlipmem
CompUter L Peripheral Equip.
Computer and Software
TransportationEqtipmalt
StoresEquipment
Tools and Work Eqdpmart
LaboratoryEquipment
Power Operated Eqdpmenl
Communications Equipment - Non-Telephone
CommunicationsEquipment - Telephone
CommunicationsEquipment- Otter
Miscellaneous Equipment
Other Tangiblepram
Plant Held lotFuture Use
Subtotal General Plant s 48_946 s 48,945

s s s s s s s s
51
52
53

Total plant In Service
Less:A4:c\l111.llated Depreciation
Ne! Plant inService (L51 . \-53) s

10,408,383
2,492,247
7,916,136 s

135,964
(135,954) s s s s s $

10,408,383
2,S2B,211
7,780,172

263,407 vs # s # as 253,407

6.256.352 12B,35G 8,384,708

91,855 91,855

54
55
55
57
CB
59
GD
61

LEss:
Net Contxibulions in Aid of Canstluction (CIAC)
lmp1.Ne¢Regulatory Contributions
Advances InAla of Construction (AIAC)
imputed RegulatoryAnivances
Customer Meta Deposits
MvesunemTax Credits
Deferred Income Tax Crests (Debils)
Total Deductions s 6,511,614 128,356 s 6,739,970

62
SO
64

ADD:
Allowance for WoNting Capital
Accumuiaied Deferred income Taxes
Total Additions s

143,632
143,632 s

143,532
143,632

s 1,448,154 s (135,954l s (128,356) s s s s $ 1,183,834
S5 Original Cos!Rate Base
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SUNRISE WATER COMPANY
Docket No. W-02069A-08-0405
Test Year Ended December 31 , 2007

Schedule All-4

RATE BASE ADJUSTMENT no. 1 - ACCUMULATED DEPRECIATION

LINE
n o . DESCRIPTION ADJUSTMENT

[C]
STAFF

ADJUSTED

1 Accumulated Depreciation $ 2,492,247

[A]
COMPANY
AS FILED

$ 135,964 $ 2,628,211

REFERENCES:
Column [A]: Company Schedule B-2
Column [B]: Testimony, All
Column [C]: Column [A] + Column [B]

[B]
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SUNRISE WATER COMPANY
Docket No. W-02069A-08-D406
Test Year Ended December 31 , 2007

Schedule All-5

RATE BASE ADJUSTMENT no. 2 nm ADVANCES-IN-AID OF CONSTRUCTION

LINE
no. DESCR\PTlON

[A]
COMPANY
AS FILED

[B] ,

ADJUSTMENT

[C]
STAFF

ADJUSTED

1 Accumulated Depreciation $ 6,256,352 $ 128,356 $ 6,384,708

REFERENCES;
Column [A]: Company Schedule 3-2
Column [B]: Testimony, All
Column [C]: Column [A] + Column [B]
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SUNRISE WATER COMPANY
Docket No. W-02069A-08-0408
Test Year Ended December 31 , 2007

Schedule Al l-6

OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED

[A] [B] [D] [E]

LINE
n o . DESCRIPT ION

C OM PAN Y
TEST YEAR

AS F ILED

S T A F F
TEST YEAR

AD J U ST M EN T S

[C]
ST AF F

TEST YEAR
A S

ADJUSTED

STAFF
PR OPOSED
C H AN GES

ST AF F
R EC OM M EN D ED

$ $ 47, 815 $ $ 2 € , 2 t 8 $
REVENUES:

Metered Water Sales
Other Operat ing Revenue
T o t a l  Opera t ing  R ev enues $

1 ,296,025
8,338

1,304,363 $ 47 , 815 $

1,343,840
8,338

1,352,178 $ 26,218 $

1 ,370,058
8,338

1,378,396

OPERA TING EXPENSES:
414,840 (64,670) 350,170 350,170

7,069

(1 ,ADD)
(27,000)

2,184
(155574)
(23,1 BO)

176,742
14,099
26,549
52,233
18,163
4,819

21 ,090
51 ,5B9
11,141
50,775
25,000
8,851

406,053
42,729

178,742
14,099
26,549
52,233
18,163

4,819
21 ,090
51 ,589
11 ,141
50,775
25,000
8,851

406,063
42,729

169,673
14,099
26,549
53,733
45, 163
2,635

37,664
74,769
11 ,141
50,775
25,000

(21,980)
395,853
64,714

30,831
10, 210

(21 ,985)

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

Salaries & Wages
Purchased Water
Purchase Power
Chemicals
Repairs & Maintenance
Off ice Supplies Expenses
Outside Services
Water Test ing
Rent Expense
Transportat ion Expense
insurance - General Liabil i ty
Insurance - Health & Life
Regulatory Expense
Miscellaneous Expense
Depreciat ion a Amort izat ion
Property Taxes
Income Taxes
T o t a l  Opera t i ng  Ex pens es
Opera t i ng  i nc om e (Los s )

$
$

1 ,364,627
(60,264)

$
$

(104,614)
152,429

$
$

1,260,013
92,185

$
$ 26,218

$
$

1,260,013
118,383

References:
Column (A):  Company Schedule C<1
Column (B):  Schedule Al l-9
Column (C):  Column (A) + Column (B)
Column (D):  Schedules Al l-1 and All-2
Column (E):  Column (C) + Column (D)
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SUNRISE WATER COMPANY
Schedule All-8

Docket No. W-02069A-08-0406
Test Year Ended December 31, 2007

OPERATING INCOME ADJUSTMENT no. 1 -TEST YEAR REVENUES

$

[B]
STAFF

ADJUSTMENT
$ 47,815

LINE
n o .

1
2
3

DESCRIPTION
Metered Revenues
Other Revenues
Total Revenues $

[A]
COMPANY
PROPOSED

1,296,025
8,338

1,304,363 $ 47,815

[C]
STAFF

RECOMMENDED
$ 1,343,840
$ 8,338
$ 1,352,178

References:
Column (A), Company Schedule C-2 & Workpapers
Column (B): Testimony All
Column (C): Column (A) + Column (B)
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SUNRISE WATER COMPANY Schedule All-9

Docket No. W-02069A-08-0406
Test Year Ended December 31, 2007

OPERATING INCOME ADJUSTMENT nos. 2 & 3 - SALARIES & WAGES

[A]
COMPANY
PROPOSED

$ 414,840

ADJ.
#
2
3

LINE
n o .

1
2
3

DESCRIPTION
Salaries 8¢ Wages
Transl. Exp. (Incentive Bonus)
Total , $ 414,840

[B]
STAFF

ADJUSTMENTS
$ (68,913)

4,243
(64,670)$

[C]
STAFF

RECOMMENDED
$ 345,927

4,243
350, 170$

References:
Column (A), Company Schedule C-2 8< Workpapers
Column (B): Testimony All 8 Schedule All-17 (Adj. #13/2)
Column (C): Column (A) + Column (B)
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SUNRISE WATER COMPANY Schedule All-10

Docket No. W-02069A-08-0406
Test Year Ended December 31, 2007

OPERATING INCOME ADJUSTMENT no. 4 - PURCHASED POWER

LINE
no.
1
2

DESCRIPTION
Purchased Power
Total

[A]
COMPANY
PROPOSED

$ 169,673
$ 169,673

[B]
STAFF

ADJUSTMENTS
$ 7,069
$ 7,069

[C]
STAFF

RECOMMENDED
176,742
176,742$

References:
Column (A), Company Schedule C-2 8¢ Workpapers
Column (B): Testimony All
Column (C): Column (A) + Column (B)
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SUNRISE WATER COMPANY
Schedule All-11

Docket No. W-02069A-08-0406
Test Year Ended December 31, 2007

OPERATING ADJUSTMENT no. 5 - OFFICE SUPPLIES EXPENSE

LiNE
no. DESCRIPTION

1 Office Expense (Rent Reclassification)
2 Total

COMPANY
PROPOSED

$ 53,733
53,733

STAFF
ADJUSTMENTS
$ <1,500)

(1,500)

STAFF
RECOMMENDED
$ 52,233

52,233

References;
Column (A), Company Schedule C-2 & Workpapers
Column (B): Testimony All 8< Schedule All-16 (Adj. #10)
Column (C): Column (A) + Column (B)
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SUNRISE WATER COMPANY Schedule AH-12

Docket No. W-02069A-08-0406
Test Year Ended December 31, 2007

OPERATING INCOME ADJUSTMENT no. 6 - OUTSIDE SERVICES

LINE
no .
1
2

DESCRIPTION
Outside Services
Total

[A]
COMPANY
PROPOSED

$ 45163
$ 45463

[B]
STAFF

ADJUSTMENTS
s (27,000)
$ (27,000)

[C]
STAFF

RECOMMENDED
18,163

$ 18,163

References:
Column (A), Company Schedule C-2 8< Workpapers
Column (B): Testimony All
Column (C): Column (A) + Column (B)
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SUNRISE WATER COMPANY Schedule All-13

Docket No. W-02069A-08-0406
Test Year Ended December 31, 2007

OPERATING INCOME ADJUSTMENT NO. 7 -WATER TEST!NG EXPENSE

LINE
no.

1
2

DESCRIPTION
Water Testing Expense
Total

$
$

[A]
COMPANY
PROPOSED

2,635
2,635

TB]
STAFF

ADJUSTMENT
$ 2,184
$ 2,184

[C]
STAFF

RECOMMENDED
4,819
4,819$

References:
Column (A), Company Schedule C-2 . .
Column (B): Testimony All & Staff Engineering Exhibit JWL, Page 4
Column (C): Column (A) + Column (B)
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SUNRISE WATER COMPANY
Docket No. W-02069A-08-0406
Test Year Ended December 31 , 2007

Schedule AH-14

OPERATING ADJUSTMENT NOS, 8, 9, 10 & 11 - RENT EXPENSE

COMPANY
PROPOSED

$ 12,487

ADJ.
#
8

STAFF
RECOMMENDED

$

69
25,108

69

STAFF
ADJUSTMENT
$ (12,487)
$
$
$
$
$

(25,108)
1,500

19,521
(16,574)

9
10
11

1,500
19,521
21,090

LINE
n o .

1
2
3
4
5
6
7

DESCRIPTION
Bam,Workshop & Storage
Ground Lease Expense
Equipment Rental
Office & Yard Rental
Reclassification from Office EXP- (Arrowhead Mini Storage)
Reclassification of Office Rent from Misc. Exp.
Total 37,864

References:
Column (A), Company Schedule C-2 & Workpapers
Column (B): Testimony All, Schedule All-13 for Adj. # 10 & Schedule All-18 for Adj. #11
Column (C): Column (A) + Column (B)

4
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SUNRISE WATER COMPANY Schedule All-15
Docket No. W-02059A-08-0406
Test Year Ended December 31, 2007

OPERATING INCOME ADJUSTMENT nos. 12, 13 & 14 - TRANSPORTATION EXPENSE

LINE
NO.
1
2

DESCRIPTION
Transportation Expense
Total

[A]
COMPANY
PROPOSED

74,769
74,769

[B]
STAFF

ADJUSTMENTS
(18,292)
(18,292)

[C]
STAFF

RECOMMENDED
56,477
56,477

Recalculation of Transportation Expense
Company Staff
As Filed Adjustment

Adj.
Subtotal

ADJ.
#

Staff
Adjusted

$

(1,754)

(1,754)

(8,485) $

(3,507)

(8,485)

12
13

3
4
5
6
7
8
9
10
11

Description
DI Chevy Silverado Trent
01 Chevy Silverado Frank
02 Chevy Silverado Mimi
2005 Ford F150 - Frank
2004 FORD F-250 Trent
Gas & Oil
Auto Expense
Licenses & Fees
Total

4,887
8,438
8,438

23,845
16,505
12,656
74,769

$ (6,300) $ (6,300)

(18,292)
14

$

$

$

4.887

6,684

6,684

15,360

16,505

6,356

56,477

References:
Column (A), Company Schedule C-2 & Workpapers
Column (B): Testimony All & Schedule All-11 (Adj #13/2)
Column (c): Column (A) + Column (B)

J



SUNRISE WATER COMPANY
Docket No. W-02069A-08-D406
Test Year Ended December 31, 2007

Schedule All-16

OPERATING ADJUSTMENT nos. 15, 16 & 17 MISCELLANEOUS EXPENSE

LlNE
NQ*

1
DESCRIPTION
Miscellaneous Expense
Total

COMPANY STAFF
AS FILED ADJUSTMENT

$ (21,980) $ 30,831
$ (21,980) $ 30,831

STAFF
AS ADJUSTED
$ B,852
$ 8,852

Recalculation of Miscellaneous Expense

Company
Adj.

AdJ.
#
15

Staff
Adjusted

$$ $ $

Staff
Adj.

(3,992)

Company
Per GL

3,992
1,580
3,344

877

Company
As Filed

3,992
1,580
3,344

877

1 ,580
3,344

B77

550 550 550

4,785 4,785 (2,285) 15 2,500

(6,413)
(156,874)

19,521
142,925

106,658

(142,925)

(6,413)
(50,216)
19,521

6,413
50,216
(19,521)

17
18
19

0
0

3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18

Permits & Recording Fees
Bank Charges
Dues & Subscriptions
Advertising
Delivery Charges
Contributions
Seminars / Training
Entertainment & Promotion
Security
Prelim invest into water suppl
Capitalized OverHead
Overhead Expense (Rent Reclass.)
Repayment of WLX
P/S
Zoning
Total $ 14,287 $ (36,267) $ (21,980) $ 30,831 $ 8,852

References:
Column (A), Company Schedule C-2 & Wol*kpapers
Column (B): Testimony All 8¢ Schedule All-16 for Adj. #17
Column (C): Column (A) + Column (B)
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SUNRISE WATER COMPANY
Docket No. W-()2g5gA.g8,Q405
Test Year Ended December 31, 2oo7

Schedule All-17

OPERATING ADJUSTMENT no. 18- DEPRECIATION EXPENSE

[A] [C]
DEPREC.
EXPENSEAMOUNT

[B]
DEPREC.

RATE
0.00%
0.00%
0.00%
3.33%
3.33%

12.50%

1 ,077,5SB
318,370

1,999,842
1,e8s.130

10,602
86,595

210,641

75,874 20.00% 15,375

452,193
50,244

3,599,889
419v538

15,295
354,494

2.22%
5.00%
2.00%
3.33%
B.33%
2,00%

10,039
z,s1z

77,998
13,971

1,z74
7,29o

27,777 20.00% 5,555

12,327 5.00% 616

ACCT
NO .
3 0 1
3 0 2
3 0 3
3 0 4
3 0 7
3 1 1
3 2 0

320 . 1
3 2 0 .2
3 3 0

330 . 1
3 3 0 .2
3 3 1
3 3 3
3 3 4
3 3 5
3 3 6
3 3 9
3 4 0

340 . 1
341
3 4 3
3 4 4
3 4 5
3 4 5
3 4 7
3 4 8

DESCRIPTION
Organization Costs
Franchise Costs
Land & Land Rights
Structures & Improvements
Wells & Springs
Electric Pumping Equipment
Water Treatment Equipment

Water Treatment Plants
Solutions & Feeders

Distribution Reservoirs & Standpipes
Storage Tank
Pressure Tanks

Transmission & Distribution Mains
Services
Meters s. Meter Installations
Hydrants
Backflow Prevention Devices
Other Plant & Misc. Equip.
Office Furniture 8< Fixtures
Computer & Software
Transportation Equipment
Tools & Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Intangibles

B,a42 10.00% BB4

Line
No.

1
2
3
4
5
5
7
8
9

1 0
11
1 2
1 3
1 4
1 5
1 8
1 7
LB
1 9
20
21
22
2 3
24
25
2 6
2 7
CB
2 9 Total 10,408,383 423,352

sContribution in Aid of Construction
Composite Depreciation Rate
Amortization of CIAC

425,049
4.07%

17,288 (17,288)

Net Depreciation Expense
Company Reported Depreciation Expense
Staff Adjustment

406,063
395,853

10,21 o

References:
Column (A), Company Schedule C-2 8. Workpapers
Column (B): Testimony All
Column (C): Column (A) + Column (B)
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SUNRISE WATER COMPANY
Docket No. W-02069A-08-0405
Test Year Ended December 31, 2007

Schedule All-18

OPERATING ADJUSTMENT no. 19 - PROPERW TAX EXPENSE

$

$

$

[A]
STAFF

AS ADJUSTED
$ 1,352,178

2
$ 2,704,356

1,378,396
$ 4,082,752

3
$ 1,360,917

2
$ 2,721,835

20,865
181,994

2,560,706
22.50%

576,159
7.41614%

42,729
64,714

(21,985)

$

$

$

$

[B]
STAFF

RECOMMENDED
$ 1,352,178

2
2,704,356
1,378,396

$ 4,082,752
3

1,360,917
2

$ 2,721 ,835
20,865

181,994
2,560,706

22.50%
576,159

7.41614%
$

LINE
n o .

1
2
3
4
5
5
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21

DESCRlPTlON
Staff Adjusted Test Year Revenues - 2007
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 I Line 6)
Department of Revenue Multiplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWlP
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)
Property Tax - Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
lnerease in Property Tax Due to Increase in Revenue Requirement

$

$

42,729
42,729

REFERENCES:
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1 Page 2
Line 21: Line 19 - Line 20
Line 23: Schedule All-1



Monthly Usage Charge
Present
Rates

Company
Proposed Rates

Staff
Recommended Rates

3/4" Residential
1" Residential
1 %-inch Residential
2-inch Residential
3/4" Commercial
1 Commercial
Hydrant Meter 3
Coin-Operated Standpipe

Commodity Rates

s
s
$
s
$
$
$

12.00
16.50
21.50
28.50
12.00
16.50
25.0o

N/A

$
s
$
s
$
s
$

15.00
20.50
26.50
33.00
15.00
20.50
40.00

N/A

$
$
s
s
s
$
s

17.00
28.33
56.65
90.64
17.00
2833

181.28
N/A

3/4" Residential
allows Induced in Minimum
Excess of Minimum - per 1,000 Gallons

All Gallons
From 1 to 4,000 Gallons
From 4,001 - 10,000 Gallons
Over1B,000 Gallons
From 4,001 to 13,000 Gallons
Over 13,000 Gallons

1" Residential
Gallons included in Minimum

Excess of Minimum - per 1,000 Gallons
All Gallons
From 1 to 27,000 Gallons
Over 27,000 Gallons

1 99-inch Residential
Gallons Included in Minimum

Excess of Minimum _ per 1,000 Gallons
All Gallons
From 1 - 35,000 Gallons
Over 35,000 Gallons

2~inch Residential
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
All Gallons
From 1 to 65,000 Gallons
Over 65,000 Gallons

3/4" Commercial
Gallons Induced in Minimum

All Gallons
From 1 to 4,000 Gallons
From 4,001 - 14,000 Gallons
Over 14,000 Gallons
From 4,001 - 13,000 Gallons
Over 13,000 Gallons

1" Commercial
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
All Gallons
From 1 lo 27,000 Gallons
Over 27,000 Gallons

Hydrant Meter 3
Gallons Induced in Minimum

Excess of Minimum - per 1,000 Gallons
All Gallons

Coin-operated Standpipe
Gallons Included in Minimum

N/A

$ 2.85
N/A
NIA
N/A
N/A
N/A

N/A

$ 2.B5
N/A
NIA

N/A

$ 2.B5
N/A
N/A

N/A

$ 2.B5
N/A
N/A

s
N/A

2.B5
N/A
N/A
N/A
N/A
N/A

N/A

$2.55
N/A
N/A

N/A

$2.85

N/A

N/A

$
s
$

N/A
3.00
3.40
3.70

N/A
N/A

N/A

N/A
3.40
3.70

$
$

N/A

$3.40
$3.70

N/A

N/A
$3.40
$3.70

s
s
$

N/A
N/A

3.00
3.40
3.70

N/A
N/A

N/A

3.40
3.70

$
$

N/A

$3.40

$3.40

N/A

$
N/A

1.70
N/A
N/A

2.47
3.09

s
$

N/A

N/A
2.47
3.09

N/A

2.47
3.09

s
$

NIA

N/A
2.47
3_09

$
$

N/A

s
N/A

1.70
N/A
N/A

2.47
3.09

$
s

N/A

2.47
3.09

s
$

N/A

2.47$

2.47

1 ¢n,* !*
Sunrise Water Company
Docket No. W-0ZOG9A-08-0_06
Test Year Ended 12/31/2007

Schedule All-1 g
Page 1 of 2

RATE DESIGN



Service Charges

Present

Rates

Company

Proposed Rates

Staff

Recommended Rates

Establishment
Establishment (After Hours)
Reconnection (Delinquent)
Reconnection (Delinquent and After Hours)
Meter Test
Deposit Requirement;

- Residential Customer
- Non-Residential Customer

Deposit Interest
Reestablish within 12 months
NSF Check
Meter ReRead
Deferred Payment, Per Month
Late Charge per month
Charge for moving Customer Meter
Road cutting or boring

Service Line & Meter Installation Charges

10.00
20.00
10.00
z0.00
5.00

s
s
$
$
$

2 Times the Average Bill
2% Times the Average Bill

s
N/T

ao.0o
nor
N/T
NT
NT
NT
NT

s
$
$
$

35.00
50.00
35.00
50.00
Cost

2 Times the Average Bill
2% Times the Average Bill

5.00%
Number of months off

$ 35.00
$ 15.00

1 .50%
1.50%

Cost
Cost

25.0o
35.00
15.00
25.00
25.00

$
$
$
s
$

Per Rule
Per Rule'

5.00%
Number of months off

s 35.00
$ 10.00

1.50%
1.50%

N/T
NT

5/8 X 3/4" Meter
3/4" Meter
1" Meier
1 1/2" Meter
2" Meter (Turbine)
2" Meter (Compound)
3" Meter & Above

Private Fire Service

N/T
$275.00
$325.00
$550.00
$800.00

N/T
N/T

NlT
$
s
$
$
$

70o
810

1,075
1,875
2,770
Cost

Total
Charge

$
$
$
$
$
$

560
700
810

1,075
1,515
1.875
Cost

Service Line
Charge Meter Charge

$ 430 $ 130
s 445 $ 255
$ 495 $ 315
s 550 $ 525
$ SOO $ 915
$ 830 $ 1,045

Cost Cost

4 Fire Line Service
6" Fire Line Service
B" Fire Line Service

$
$
$

25.00
35.00
45.00

$
$
$

25.00
35.00
45.00

NT : No Tariff
* Per Commission Rules (R14-2-403.B)

In addition to the collection of regular rates, the utility will collect from its customers a proportionate share
of any privilege, sales, use, and franchise tax. Per Commission Rule (14-2»409.D.5).

All Tariff billed at cost shall induce labor, material and parts and all applicable taxes

v ' '
Sunrise Water Company
Docket No. w-02069A-08-0406
Test Year Ended 12/3112007

Schedule AH-19
Page z of 2

RATE DESIGN



3/4" 3/4"

$

Minimum Charge $
1st Tier Rate $

1st Tier Breakover
2nd Tier Rate

2nd Tier Breakover

12.00
2.85

Infinite
2.85

Infinite

3rd Tier Rate $ 2.85

Minimum Charge $
1st Tier Rate $

1st Tier Breakover
2nd Tier Rate $

2nd Tier Breakover

15,00
3.00

4,000
3.40

18,000

3rd Tier Rate $ 3.70

Minimum Charge $
1st Tier Rate

1st Tier Breakover
2nd Tier Rate

2nd Tier Breakover

17.00
1 .7000

4
2.4700
13,000

3.09303rd Tier Rate

Sunrise Water Company
{3't>d<et No. W-02059A.08-0406
Test Year Ended 12/31/2007

Schedule All-20
Page 1 of 1

Typical Bill Analysis
Residential 3/4" Meter

Gallons
Present
Rates

Proposed
Rates

Dollar
Increase

Percent
IncreaseCompany Proposed

Average Usage 17,782 $ 62.68 $ 73.86 $ 11.18 17.84%

Median Usage 13,476 $ 50.41 $ 59.22 $ B.B1 17.48%

Staff Recommended

Average Usage 17,782 $ 62,68 $ 53,90 $ 1 .22 1.94%

Median Usage 13,476 $ 50.41 $ 50.58 $ 017 0.34%

Present & Proposed Rates (Without Taxes)
General Service 3/4-Inch Meter

Gallons Present
Company
Proposed %

Staff
Recommended %

Consumption Increase Bills
$

Bills
12.00
14.85
17 .70
20.55
23.40
25.25
29.10
31 .95
34.80
37.65
40.50
43.35
46.20
49.05
50.41
51 .90
54.75
57.60
60.45
62.68
63.30
66.15
69.00
83.25
97.50

111 .75
126.00
140.25
154.50
225.75
297.00

$

Bills
15.00
18.00
21 .00
24.00
27.00
30.40
33.80
37.20
40.60
44.00
47.40
50.80
54.20
57.60
59.22
61 .00
54.40
57.80
71 .20
73.85
74.50
78.30
82.00

100.50
119.00
137.50
155.00
174.50
193.00
285.50
378.00

25.00% $
21 .21 %
18.64%
16.79%
15.38%
15.81%
16.15%
16.43%
16.67%
16.87%
17.04%
17.19%
17.32%
17.43%
17.48%
17.53%
17.63%
17.71 %
17.78%
17.84%
17.85%
18.37%
18.84%
20.72%
22.05%
23.04%
23.81 %
24.42%
24.92%
26.47%
27.27%

1 ,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11 ,000
12,000
13,000
13,476
14,000
15,000
16,000
17,000
17,782
18,000
19,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
75,000

100,000

17.00
19.47
21.94
24.41
26.88
29.35
31 .82
34.29
36.76
39.23
41 .70
44.17
46.64
49.11
50.58
52.20
55.29
5B.39
61.48
63.90
64.57
67.66
70.76
86.22

101 .69
117.15
132.62
148.08
163.55
240.87
318.20

Increase
41 .57%
31 .09%
23.94%
18.77%
14.86%
11 .w%
9.34%
7.31%
5.52%
4.19%
2.96%
1.88%
0.95%
0.12%
0.34%
0.58%
0.99%
1.36%
1.70%
1.94%
2.01 %
2.29%
2.55%
3.57%
4.30%
4.83%
5.25%
5.58%
5.86%
6.70%
7.14%



EXHIBIT

SURREBUTTAL
3-?

TESTIMONY

OF

ALEXANDER 1. IGWE

DOCKET NO. W-02069A-08-0406

IN THE MATTER OF THE APPLICATION OF
SUNRISE WATER COMPANY AN ARIZONA

CORPORATION FOR A DETERMINAIQN OF THE
CURRENT FAIR VALUE OF ITS UTILITY PLANT AND

PROPERTY AND FOR INCREASES IN ITS RATES
AND CHARGES BASED THEREON FOR UTILITY SERVICE

APRIL 17, 2009



BEFORE THE ARIZONA CORPORATION COMMISSION

KRISTIN K. MAYES
Chairman

GARY PIERCE
Commissioner

PAUL NEWMAN
Commissioner

SANDRA D. KENNEDY
Commissioner

BOB STUMP
Commissioner

IN THE MATTER OF THE APPLICATION OF
SUNRISE WATER co., AN ARIZONA
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I

EXECUTIVE SUMMARY
SUNRISE WATER COMPANY

DOCKET no. W-02069A-08-0406

Staffs surrebuttal testimony is in response to the issues raised by Sunrise Water
Company ("Surmise" or "Company") in its rebuttal testimony. Although the Company has
accepted most of Staffs recommended adjustments to its tiling, it continues to contest the
following issues:

1. Staffs recommendation to deny the Company's proposal to reduce Advances in
Aid of Construction (AIAC") with projected post test year refunds.

2. Staffs recommendation to deny the Company's proposal regarding normalization
of test year hydrant water sales .
Staffs recommendations regarding purchased power, miscellaneous expense,
outside services, rental expense and income taxes. .

Staff has reviewed the Company's rebuttal testimony and recommends as follows:

1. The Company's proposal to reduce test year AIAC by projected refunds is
inconsistent with sound ratemaking principles. Because this is the only rate base
issue in dispute, Staff recommends no change to its recommended rate base of
$1,183,834.

2. Based on the additional information provided by the Company, Staff has
normalized the Company's hydrant water sales over a five year period, comprised
of two years of moderate hydrant water sales and three years of high sales. Staff s
normalization results in a decrease of $33,435 over recorded test year metered
revenues. Accordingly, Staff recommends adjusted test year revenues of
$l,318,743.

3. Staff has increased transportation expense by $4,888 to correct an error in its
direct testimony.

4. Staff has revised miscellaneous expense to include $3,551 for permit and
recording fee.

5. Staff has recalculated property tax to reflect the correct assessment ratio and
composite property tax rate. This revision results in test year property tax of
$60,875, an increase of $18,146 over Staffs previous recommendation of
$42,729.

Staff continues to recommend denial of the following:

1.
2.

3.

$27,000 of outside services incurred for political lobbying.
$37,595 lease expense for bam, workshop, storage, field office and yard. The
Company has ample storage space at Well No. 7 for storing its properties. Also,
Staff has allowed $1,500 for the continued lease of the Arrowhead Mini Storage
for storage of historic records.



3. Staff continues to recommend zero corporate income taxes for Sunrise. The
Company's argument for recognition of income taxes in cost of service is negated
by its election to be treated as a Subchapter S Corporation by the Internal Revenue
Service. As a tax exempt entity, the Company is not subject to corporate income
taxes.

In summary, Staff recommends a revenue requirement of $1,399,838, which results in an
operating income of $118,383 or a 10 percent rate of return on a Fair Value Rate base of
$1,183,834 Finally, Staff recommends adoption of its recommended rate design in this
proceeding.

I
I
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1 INTRODUCTION

2 Q- Please state your name and business address.

3 My name is Alexander Shade Iggie. My business address is 1200 West Washington

4 Street, Phoenix, Arizona 85007.

5

6 Q- Are you the same Alexander Shade Iggie who on February 27, 2009, filed direct

testimony on rate base, revenue requirement, cost of capital, and rate design.7

8 Yes.

9

10 PURPOSE OF TESTIMONY

11 Q- What is the purpose of your testimony in this proceeding?

12

13

My surrebuttal testimony presents Staffs position on issues raised by the Company in its

rebuttal testimony.

14

15 REVENUE REQUIREMENT

16 Q. Please summarize the Company's proposed revenue requirement.

17

18

19

20

The Company proposes a revised revenue requirement of $1,522,229, an increase of

$217,866 over its reported adjusted test year revenues of $1,304,363. The Company's

proposal results in an operating income of $124,801 or a 10.00 percent rate of return on an

Original Cost Rate Base ("OCRB") of $1,248,012

21

22 Q. Please state Staff's revised recommendation for revenue requirement.

23

24

25

A.

A.

A.

A.

A. Staff recommends a revised revenue requirement of $1,399,839, $81,906 over its adjusted

test year revenues of $1,318,743. Staff recommended revenue requirement results in an

operating income of $118,383 or a 10.00 percent rate of return on Staffs adjusted OCRB
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1 of $1,183,834. Staff" s recommended revenue requirement is $122,390 less than the

2 Company's rebuttal proposal of $1,522,229

3

4 SUMMARY OF ADJUSTMENTS

5 Q. Please summarize the adjustments addressed in this testimony.

6 Staff" s analysis addresses the following adjustments:

7

8 Test Year Metered Revenues

9 This  adjustment  reduces  S ta ff  adjusted tes t  year  metered revenues  by $33,435 to

10 normalize test year hydrant water sales.

11

12 Purchased Power

13

14

This adjustment reduces operating income by $4,942 to eliminate pumping power cost

relating to excess hydrant water sales.

15

16

17

18

Transportation Expense

This adjustment increases transportation expense by $4,888 to correct a linkage error in

Staff s direct testimony schedules.

19

20

21

22

A.

Miscellaneous Expense

This adjustment increases miscellaneous expense by $3,351 to reflect test year permit and

recording fee.
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1

2

3

Propertv Tax Expense

This adjustment increases test year property tax by $18,146 to correct for inadvertent

errors in Staff s direct testimony and reflect Staffs revision to test year  revenue and

4 revenue requirement.

5

6 RATE BASE

7 ADVANCES IN AID OF CONSTRUCTION

8 Q-

9

Please comment on the Company's revised proposal to reduce Advances in Aid of

Construction ("AIAC") by one-half of projected post test year refunds.

10

11

As fully discussed in Staffs direct testimony, any proposal to reduce test year AIAC by

prob acted refund is inconsistent with sound rate making principles. It creates a mismatch

12 between test  year  end ra te base and revenue requirement . Further ,  the Company's

13

14

15

proposal overstates rate base, and results in a higher than necessary operating income. In

other words, this proposal would unduly require the Company's ratepayers to provide a

return on non-investor's capital.

16

17 Q- Is Staffproposing any revision to its recommended rate base"

18

19

20

No. Staff continues to recommend a rate base of $1,183,834 The only outstanding rate

base issue relates to the Company's request to decrease test year AIAC by projected post

test year refunds. As discussed above, the Company's proposal is inconsistent with sound

21

A.

A.

rate making principles.
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OPERATING INCOME1

2

3 REVENUES

4 Q- Is Staff recommending any revision to its recommended test year operating income?

5

6

7

Yes. Staff recommends an adjusted test year operating income of $37,287, $54,877 less

than its previous recommendation of $92,165. Staffs revision is attributable to the

following adjustments.

8

9

10

11

Operating Income Adjustment No. 1 - Test Year Revenues

Q. Has the Company discontinued arguing for adoption of its proposed normalized test

year hydrant water sales?

12

13

14

15

No. The Company in its rebuttal testimony continues to argue for adoption of its

nonnalized test year hydrant water sales. The Company contends that because the Flood

Control and the Happy Valley projects have been terminated, post test year, it will no

longer derive revenue from both sources.

16

17 Q- Please comment on the Company's assertions regarding test year hydrant water

18 sales.

19

20

21

22

23

Staff has established that the Company's revenue from 2008 hydrant water sales exceeded

test year levels. However, the Company's has provided additional information indicating

that its hydrant water sales to the Flood Control and Happy Valley projects have expired,

post test year. Based on the current information, Staff finds that it is appropriate to

normalize test year hydrant water sales by averaging hydrant water sales between 2004

24

A.

A.

A.

and 2007.
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1 Q. Why is Staff recommending normalization over a five year period'

2

3

4

5

The Company's data shows that it experienced moderate hydrant water sales in 2004 and

2005, and high sales in 2006 through 2008. Normalizing hydrant water sales over this

five year period is appropriate because it represents two years of moderate hydrant water

sales and three years of high sales.

6

7 Q. Did Staff utilize a normalizationmethoddifferent than the Company?

8

9

10

11

Yes. As fully discussed in Staffs direct testimony, the Company's methodology unduly

understates test year hydrant water sales by excluding sales to the Flood Control project

from its calculations. Staffs methodology appropriately reflects hydrant water sales over

a five-year period that is composed of moderate and high sales.

12

13 Q- What is Staff recommending for test year meter revenues?

14

15

16

As shown on Surrebuttal Schedule AH-5, Staff recommends $1,310,406 of test year

metered revenues, a decrease of $33,434 to Staff" s direct testimony recommendation of

$1 ,343,840. Staff" s recommendation reflects a normalized level of hydrant water sales.

17

18 EXPENSES

19

20

Operating Income Adjustment No. 2 - Purchased Power

Q. Is Staff recommending a revision to purchased power expense?

21 A. Yes. Consistent with Staff' s recommendation to eliminate excess hydrant water sales

22 adjustment reduces purchased pumping power costs to a

23

A.

A.

A.

from metered revenues, this

corresponding level of Staff adjusted hydrant water sales.
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1 Q- How did Staff derive its recommended adjustment to purchased power?

2

3

4

5

Staff derived its adjustment to purchased power by applying the Company's calculated

pumping power cost per 1,000-gallons of $04213 to Staffs calculated excess hydrant

water sales of l 1,731,470-gallons. Staff' s calculation results in an adjustment of $4,942 to

test year purchased power expense.

6

7 Q- What is Staff recommending for test year purchased power expense?

8

9

As shown on Surrebuttal Schedule AII-6, Staff recommends a revised purchased power

expense of $171,800, or $4,942 less than test year recorded costs of$176,742.

10

11

12

Operating Income Adjustment No. 3 - Transportation expense

Q, Did the Company identify on error in Staff's direct testimony schedules for

13 transportation expense?

14

15

Yes. The Company found that Staff" s direct testimony schedules AH-6, All-7 and AH-15

did not reflect the same amount for transportation expense. Staff has acknowledged this

16 errorand corrected for it.

17

18 Q. Please explain Staff's direct testimony recommendation regarding transportation

19

20

21

22

23

A.

A.

A.

A.

€XP€l1S€.

As shown on Staff direct schedule All-15, Staff recommends $56,477 for transportation

expense. However, this amount did not carry forward to Staff direct Schedules AH-6 and

All-7, resulting in a misstatement of Staffs recommendation as $51,589, or $4,888 less

than $56,477.
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1 Q. Is Staff proposing an amendment to correct for this error?

Zi. A.

3

4

Yes. Staff's recommendation for transportation expense is conectly reflected as $56,477

on Surrebuttal Schedules AH- 3 and AH-7. The Company has adopted this

recommendation in its rebuttal testimony.

5

6

7

8

9

10

Operating IncomeAdjustment No. 4 - Miscellaneous Expense (Permit & Recording)

Q. Please comment of the Company's argument for inclusion of permit and recording as

a cost of service in this proceeding.

Staff has reviewed the additional information provided by the Company, especially an

invoice issued by the Maricopa County, dated December 31, 2007 for permit and

11 Staff found that contrary to its previous conclusion, that permit and

12

recording fee.

recording fee is a recurring expense to the Company.

13

14 Q.

15

Is Staff recommending an amendment to reinstate permit and recording fee as a cost

of service in this proceeding?

16

17

18

Yes. As shown on Schedule All-8, Staff has reversed its previous adjustment to eliminate

permit and recording fee from cost of service. To effect this revision, Staff has increased

miscellaneous expense by $3,551 as being test year cost of permit and recording.

19

20

21

Operating Income Adjustment No. 5 - Property Taxes

Q. What is the Company's contention regarding Staff's calculation of property taxes"

22

23

24

25

A.

A.

A. The Company has correctly identified that Staff inadvertently reflected a net book value

("NBV") for vehicles and an inaccurate composite property tax rate in its calculation of

test year property taxes. Further, the Company noted that Staff reflected 10 percent of

Construction Work in Progress ("CWIP") as $20,865, instead of $5,709, and reduced
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1

2

property assessment ratio from 23.0 percent to 22.5 percent. The Company has adopted

22.5 percent as an appropriate property assessment ration in this proceeding.

3

4 Q. Please comment of the Company's assertion regarding Staff's calculation of test year

5 property taxes.

6 Staff has confirmed the Company's asseziions regarding the use of NBV of vehicle,

7 $20,865 of CWIP and a 7.41614 percent assessment ratio. These errors have been

8

9

corrected for this filing. Further, Staff' s revised property taxes reflect its surrebuttal

adjusted test year revenues and recommended revenue requirement.

10

11 Q- What is Staff recommending for test year property taxes"

12

13

As shown on Schedule AH-9, Staff recommends $60,875 for property tax expense,

$18,146 over its previous recommendation of $42,729.

14

15

16

Operating Income - Outside Services

Q. What is the Company's contention regarding outside services?

17

18

19

20

A. The Company contends at  page 11,  line 12 of Mr.  Collins test imony that  "SRW

Consulting assists Sunrise with regulatory compliance by providing regulatory and

legislative monitoring and reporting services." Based on this assertion, the Company is

proposing 50-50 sharing of the $27,000 relating to SRW Consulting fees.

21

22 Q. Please comment of the Company's assertion that the services provided by SRW

23 Consulting benefits ratepayers.

24

25

26

A.

A.

A. Staff does not agree with the Company that the services provided by SRW Consulting are

necessary for provision of water service. Staff is not aware of any other utility that retains

the service of a political lobbying company to monitor regulatory and legislative activities
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1 in Arizona. If the Company desires to retain the services of SRW Consulting, the costs

should be borne by its shareholder(s), not the ratepayers.

3

4

5

Is Staff recommending inclusion of any cost  rela t ing to SRW Consult ing as cost  of

service in this proceeding?

6

7

8

No. For the reasons fully discussed in Staffs direct testimony, the cost incurred for the

services of SRW Consulting is neither necessary for provision of water service nor a

recurring cost of service. Accordingly, the costs should be disallowed in its entirety.

9

10

11

12

Operating Income - Barn, Workshop, Storage, Field Office and Yard Rental

Q. What is the Company's argument for  inclusion of $37,595 for  barn,  workshop, field

office and yard rental in cost of service"

13

14

15

16

17

18

19

20

21

22

2

A.

A.

Q.

The Company continues to assert  that the rental costs relating to these facilit ies are

necessary for provision of service. Mr. Collins argues that Mr. Campbell's residential

premises provides a more secured storage for the Company's supplies, material, tools and

equipment. Mr. Collins states at page 13 of his rebuttal testimony, beginning at line 6 that

"The location has a single source of ingress and egress and is a fenced and occupied, large

compound, ranch-style, residential property. These features provide excellent security and

protect the items from theft and damages. in addition, Sunrise records are stored in

secured containers on the property. The workshop in the barn is used by field crew to

make repairs and to perform other equipment functions, and the field office is used for

field crew meetings and staging."



Surrebuttal Testimony e Alexander Shade Iggie
Docket No. W-02069A-08-0406
Page 10

1 Q- Please comment on the Company's argument for allowing the above rental cost in

2 cost of service.

3

4

5

6

7

8

Well No. 7 provides a secured and sizeable land for storing the Company's supplies,

material, tools and equipment. This property is equally secured with a block feNce and

gate. As indicated in Staffs direct testimony, this property measures approximately 1.83

acres and cost $500,000. This cost is already included in the Company's rate base. In the

course of this proceeding, Mr. Campbell indicated to Staff that the Company acquired a

1.83-acre for Well No. 7, because there was no smaller sized lot available for the well site.

9 In other words, the well location is larger than required for such a plant item. Staff

10

11

12

observed during inspection that there is ample space available at Well No. 7 for storing the

company's properties currently stored outside of Mr. Campbell's residential property.

Staffs observation corroborates the fact that 1.83-acre is excessive for Well. No.7. Staff

13

14

recommendation to relocate the Compally's properties to Well No, 7 insures that the

ratepayers derive some benefit from the excess land purchased for Well No. 7.

15

16 As it relates to storage of the Company's records, Staff has recommended approval of

17

18

$1,500 for the Arrowhead Mini Storage. Staff recommends that all Company records

avoid duplicative and

19

20

should be transferred to the Arrowhead Mini Storage, to

unnecessary cost to ratepayers. Further, Staff observed during inspection of the storage at

Mr. Campbell's residential property, that there were boxes labeled for Westend Water

21

22

23

24

25

Company, J. D. Campbell Realty and other unmarked boxes. If the Commission approves

the Company's request to include the cost of a second storage for Sunrise, the ratepayers

will be paying for a facility that is not necessary to provide service and appears is being

used for other purposes. Therefore, Staff continues to recommend that the Commission

deny the cost relating to this storage facility.

.

26

A.
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1

2

3

4

5

6

7

8

9

The workshop located within the bam has a vice, a tool box and other supplies that may be

useful to the Company. Staff does not agree that this workshop is a must have for the

Company to continue to provide service. Second, there is no evidence that this workshop

is not utilized for the maintenance of Westend Water Company and the maintenance of

Mr. Calnpbell's residence or his other business endeavors. Finally, Staff does not find that

the associated cost of $12,487 represents market rate for this facility. Accordingly, Staff

concludes that the workshop is not required for the provision of service, and the related

costs is excessive, Staff continues to recommend the disallowance of the related cost of

$12,487.

10

11 Q. Please summarize Staff's recommendations regarding barn, workshop, field office

12 and yard rental.

13

14

15

Staff continues to recommend disallowance of the $37,595 relating to these facilities.

There are alternate facilities available for the storage of Company's properties at no

additional cost to ratepayers. The facilities are not required for provision of service, and

the related rental costs exceed market rates.16

17

18

19

20

Operating Income .- Corporate Income Taxes

Q. Does the Company continue to argue for recognition of corporate income taxes as

cost of service?

21 Yes. Mr. Collins summarizes the Company's position as follows: "In summary, while

22

23

Sunrise may be technically exempt from corporate income tax, the business enterprise is

not exempt from income tax." Mr. Collins at page 16, line 11.

24

25

26

A.

A.

Also, Mr. Jones argues in the Company's rebuttal testimony that "...the net income of

Sunrise creates an income tax liability that is a direct result of providing water service and
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1

2

is appropriately recovered in rates. The Commission has included income tax expense in

the rates of Sunrise in the past two cases." Mr. Jones at page 13, line 7.

3

4 Q- Please comment of the Company's arguments for inclusion of income tax expense in

5 cost of service.

6

7

8

9

10

11

12

The Company does not dispute that Sunrise is a subchapter S corporation under the

Internal Revenue Service ("IRS") Codes. Second, the Company does not dispute that it is

not subject to corporate income tax expense, payable by Sunrise to the IRS. It appears

that the Company is arguing for recognition of Mr. Campbell's tax liability for income

earned from the Company's operations. Finally, the Company seems to argue that

because the Commission inadvertently allowed the Company income tax expense in

previous rate cases, the error should be perpetuated in this proceeding.

13

14

15

16

17

18

19

20

The Company's assertions do not justify allowing the Company to recover income tax

expense, for which it has no liability. The Company elected to be exempt from income

taxes by making appropriates filings for IRS approval. The Company's argument that Mr.

Campbell pays income taxes on the Company's operating income is no different than

shareholders' inclusion of corporate dividend distributions in personal income tax tiling.

In fact, the years that an S Corporation incurs losses, the distribution from such losses

reduces the taxable income of affected shareholders. Based on these facts, Staff continues

21 to recommend zero income tax expense for Sunrise.

22

23

24

25

26

A.

Finally, the Company argues that if the Commission does not approve income tax

expense, its ability to make capital improvements could be impaired. This argument is

flawed. Staff has recommended approval of the Company's appropriate cost of service

and the Company's requested rate of return in this proceeding. Thus, if the Company's
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1

2

3

4

5

6

shareholder(s) makes additional capital improvements, the related capital cost will be

included in a future rate base and an appropriate rate of return will be provided on the

investor's capital. The alternative is for the Company to seek long-tenn debt, and the

related cost will be allowed for recovery after a due diligence review. Staff concludes that

the Company's argument relating to prospective capital improvements is irrelevant to the

issue of corporate income tax expense.

7

8 Q. Is Staff recommending any income tax expense for Sunrise?

9 No. The Company has elected to be treated as a Subchapter S Corporation. Therefore, it

10 does not incur any income taxes liability.

11

12 RATE DESIGN

13 Q. Is the Company opposed to any of Staffs recommendation regarding rate design

14

15

16

Yes. The Company is opposed to Staff s recommendation to adopt a second breakover

point of 13,000-gallons, for %-inch metered residential customers. Second the Company

continues to request adoption of its proposed service charges in this proceeding.

17

18 Q.

19

Please comment on the Company's opposition to Staff's recommended second

breakover point for %-inch metered residential customers.

20

21 The

22

23

24

Staffs recommended second breakover point of l3,000-gallons, for 3/-inch metered

residential customers, is intended to encourage more efficient use of water.

Company's customers have a very high consumption pattern, with a median usage of

l3,476-gallons and an average consumption of 17,782-gallons. These consumption

patterns are higher than normal for a typical residential customer.

25

A.

A.

A.
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1

2

3

4

5

6

As  i t  r ela t es  t o  s er vice cha r ges ,  S t a f f  cont inues  t o  r ecommend a dop t ion of  i t s

recommended service charges as appropriate for Sunrise. Sunrise is requesting that Staff

adopt  Sunr ises proposed service charges so tha t  they will be the same as those for

Westend Water Company, however, there is no evidence on the record that Sunrise and

Westend Water Company have the same cost structure. Therefore, it is not necessary to

approve the same service charges for both utilities.

7

8 Q Please summarize Staffs recommendation regarding rate design.

9 Staff continues to recoimnend adoption of its rate design in this proceeding.

10

11 Q. Does this conclude your surrebuttal testimony"

12

A.

A. Yes.
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REVENUE REQUIREMENT

LINE
no.

1
DESCRIPTION
Adjusted Rate Base

(A)
COMPANY
REBUTTAL

3 1,248,012

(B)
STAFF

SURREBUTAL
$ 1,183,834

2 Adjusted Operating Income (Loss) $ (27,466) $ 37,287

3 Current Rate of Return (L2 /LI) -2.20% 3.15%

4 Required Rate of Return 10% 10%

5 Required Operating Income (LI * L4) S 124,801 $ 118,383

6 Operating Income Deficiency (L5 - L2) 39 152,267 $ 81,096

7 Gross Revenue Conversion Factor 1.4308 1

8 Required Revenue Increase (L7* LS) $ 217,866 $ 81,096

9 Adjusted Test Year Revenue $ 1 ,304,363 33 1,318.743

1 0 Proposed Annual Revenue (LB + LE) $ 1,522,229 $ 1,399,839

11 Required Increase in Revenue (%) 16.70% 6.15%

References:
Columns [A]: Company Schedules A-1 Rebuttal 8¢ Schedule C-1 Rebuttal
Columns [B]: Staff Surebuttal Schedules All-2 8¢ All-3

.



SUNRISE WATER COMPANY Surrebuttal Schedule All~2
Docket No. W-02069A-08-0406
Test Year Ended December 31 , 2007

RATE BASE .. ORIGINAL COST

(B)

LINE
no. DESCRIPTiON

(A)
COMPANY

AS
FILED

STAFF
ADJUSTMENTS

(C)
STAFF

DIRECT &
SUREBUTTAL

1
2
3

Plant in Semite
Less: Accumulated Depreciation
Net Plant in Service

$ $ $

$

10,408,383
2.492,247
7,916,136 $

135,964
(135,964) S

10,408,383
2,628.211
7,780,172

4
LESS."
Net Contribution in Aid of Construction (GIAC) $ 263,407 $ $ 263,407

6 Advances in Aid of Construction (AIAC) 6,256,352 128,356 6,384,708

8 Customer Deposits 91,855 91,855

10 Total Deductions $ 6.611,614 $ 128,356 $ 6,739.970

11
ADD.-
Allowance for Working Capita! $ $ $

12 Deferred Income Taxes 143,632 143,632

13 Total Additions $ 143,632 $ $ 143,632

14 Original Cost Rate Base $ 1,448,154 39 (264,320) 39 1,183,834

References:
Column [A], Company Schedule B-1
Column [B]: Column [C] - Column [A]
Column [C]: Schedule All-4, Column [H]



NATER COMPANY
W-02069A-08-0405

led December 31, 2007

Surrebuttal Schedule AH-3

OPERATING INCOME STATEMENT .. TEST YEAR AND STAFF RECOMMENDED

[A] [B] [D] [E]

LINE
NO DESCRIPTION

STAFF
DIRECT

STAFF
SURREBUTTAL
ADJUSTMENTS

[C]
STAFF

SURREBUTTAL
TEST YEAR
ADJUSTED

STAFF
AMENDMENTS

STAFF
SURREBUTTAL

$ $ $ 81,096 $
REVENUES:

Metered Water Sales
Other Operating Revenue

Total Operating Revenues

$ 1,343,840
8,338

$ 1,352,178 $

(33,435)

(33,435) $

1,310,405
8,335

1,318,743 $ 81,096 $

1,391,501
8,338

1,399,839

$ 350,170 $ 350,170 $ 350,170

(4,942)

4,888

176,742
14,099
26,549
52,233
18,163
4,819

21,090
51,589
1 1,141
50,775
25,000
8,851

406,063
42,729

3,351

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

18,146

171,800
14,099
26,549
52,233
18,163
4,819

21,090
56,477
11 ,141
50,775
25,000
12,202

406,063
60,875

171,800
14,099
26,549
52,233
18v163
4,819

21,090
561477
1 1,141
50,775
25,000
12,202

406,063
60,875

OPERA TING EXPENSES'
Salaries & Wages
Purchased Water
Purchase Power
Chemicals
Repairs 81 Maintenance
Office Supplies Expenses
Outside Services
Water Testing
Rent Expense
Transportation Expense
insurance - General Liability
insurance - Health & Life
Regulatory Expense
Miscellaneous Expense
Depreciation & Amortization
Property Taxes
Income Taxes
Total Operating Expenses
Operating Income (Loss)

$1,260,013
$ 92,165

$
$

21,443
(54,877)

$
$

1 ,281 ,456
37,287

$
$ 81,096

$
3

1,281,456
118,383

References:
Column (A): Company Schedule C-1
Column (B): Schedule All-9
Column (C): Column (A) + Column (B)
Column (D): Schedules All-1 and All-2
Column (E): Column (C) + Column (D)
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ATER COMPANY Surebuttal Schedule AH-5
-02069A-08-0406

:I December 31, 2007

ENT no. 1 - TEST YEAR REVENUES

LINE
NO. DESCRIPTION

1 Metered Water Revenue
2 Other Opearting Revenues
3 Total Revenues

$
$

[A]
STAFF

DIRECT
1,343,840

8,338
1,352,178

[B]

ADJUSTMENT
$ (33,435)
$ _

(33,435)

[C]
STAFF

SUREBUTTAL
$ 1,310.405
$ 8,338

1,318,743

Calculation of Excess Hydrant Water Sales 8. Related Revenue

Gallons Gallons
24,966,2304 Test Year Hydrant Water Sales

5
6
7
8
9

Hydrant Water Sales - 2004
Hydrant Water Sales - 2005
Hydrant Water Sales - 2006
Hydrant Water Sales - 2007
Total Hydrant Water Sales

3,640,100
4,759,010

19,574,700
24,965,230
52,939,040

10
11

Average Hydrant Water Sales
Excess Hydrant Water Sales

13,234,760 13,234,760
(11,731,470)

$ 2.8512 Commodity Rate Per 1,000 Gallons

13 Excess Revenues from Hydrant Water Sales $ (33,435)



ATER COMPANY Surebuttal Schedule All-6
-02069A-08-0406

1 December 31, 2007

no. 2 - PURCHASED POWER EXPENSE

[B]
LINE
no.
1
2

DESCRIPTION
Purchased Power
Total

$
$

[A]
STAFF
DIRECT

176,742
176,742

ADJUSTMENT
$ (4,942)
$ (4,942)

[C]
STAFF

SUREBUTTAL
$ 171,800
$ 171,800

Calculation of Purchased Power Expense Relatinq to Excess Hvdrant Water Sales

Gallons
3 Test Year Hydrant Water Sales

Gallons
24,966,230

4
5
6
7
8

Hydrant Water Sales - 2004
Hydrant Water Sales - 2005
Hydrant Water Sales - 2006
Hydrant Water Sales - 2007
Total Hydrant Water Sales

3,640,100
4,759,010

19,574,700
24,965,230
52,939,040

9
10

Average Hydrant Water Sales
Excess Hydrant Water Sales

13.234.760 13,234,760
(11 ,731,470)

11 $ 0.4213

12

Test Year Pumping Power Cost Per 1,000 gallons

Excess Purchased Power $ (4,942)



SUNRISE WATER COMPANY Surebuttal Schedule All-7
Docket No, W-02069A-08-0406
Test Year Ended December 31, 2007

OPERATING INCOME ADJUSTMENT no. 3 - TRANSPORTATION EXPENSE

LiNE
no .

1
2

DESCRIPTION
Transportation Expense
Total

$
39

[A]
STAFF
DIRECT

51 ,589
51,589

[B]
STAFF

ADJUSTMENTS
$ 4,888
$ 4,888

[C]
STAFF

SUREBUTTAL
$ 56,477
$ 56,477

Recalculation of Transportation Expense
Company Staff
As Filed Adjustment

Adj.
Subtota I

Staff
Adjusted

$ $ $ $3
4
5
6
7
8
9

10
11

Description
01 Chevy Silverado Trent
01 Chevy Silverado Frank
02 Chevy Silverado Mimi
2005 Ford F150 - Frank
2004 FORD F-250 Trent
Gas 8 Oil
Auto Expense
Licenses 8< Fees
Total

(1 ,754)
(1 ,754)
(8,485)

(3,507)
(8,485)

$

4,887
8,438
8.438

23,845
16,505
12,656
74,769

(6,300)

$
(6,300)

(18,292) $

4,887
6,684
6,684

15,360
16,505
6,356

56,477

References:
Column (A), Company Schedule C-2 8< Workpapers
Column (B): Testimony All & Schedule All-11 (Adj #13/2)
Column (C): Column (A) + Column (B)



SUNRISE WATER COMPANY Surebuttal Schedule All-8
Docket No. W-02069A-08-0406
Test Year Ended December 31, 2007

OPERATING ADJUSTMENT no. 4 - MISCELLANEOUS EXPENSE

LINE
no,

1
2

DESCRIPTION
Miscellaneous Expense
Total

STAFF
DIRECT

$ 8,851
55 8,851

ADJUSTMENT
$ 3,351
$ 3,351

STAFF
SUREBUTTAL

$ 12,202
$ 12,202

References:
Column (A), Company Schedule C-2 & Workpapers
Column (B): Testimony All 8 Schedule All-16 for Adj. #17
Column (C): Column (A) + Column (B)
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SUNRISE WATER COMPANY
Docket NO W-02069A.08-0406
Test Year Ended December 31, 2007

Surrebut ta l  Schedule AI I~9

OPER A T I N G A D JU ST M EN T  n o .  5  . .  PR OPER T Y T A X  EXPEN SE

$ $

$ $

$ $

$

[ A]
S T A F F

A S  A D J U S T E D
$ 1, 318, 744

2
2 , 637 , 488
1 . 399 , 913
4 , 037 , 401

3
1 , 345 , 800

2
2,691 ,601

5 , 709
$

[ B]
S T A F F

R E C O M M E N D E D
$ 1, 318, 744

2
2 , 637 , 488
1 , 399 , 913
4 , 037 , 401

3
1 , 345 , 800

2
2,691 ,601

5 , 709

$ $

$ $

2, 697, 310
2 2 , 5 0 %

606 , 895
1 0 . 0 3 0 6 0 %

$

$

2, 697 , 310
2 2 . 5 0 %

6 0 5 , 8 9 5
1 0 . 0 3 0 6 0 %

60, 875
4 2 , 7 2 9
18 , 146

L I N E
n o .

1
2
3
4
5
6
7
8
g

1 0
1 1
1 2
1 3
14
1 5
1 6
1 7
1 8
1 9
2 0
2 1

$ 6 0 , 8 7 5
60 , 875

D E S C R I P T I O N
Staf f  Ad jus ted Tes t  Year  Revenues  -  2007
W eigh t  F ac t o r
Subtota l  (L ine 1 *  L ine 2)
S t a f f  R ec om m ended  R ev enue
Subtota l  (L ine 4 +  L ine 5)
N um ber  o f  Years
Three Year  Average (L ine 5  /  L ine 6)
Depar tment  o f  Revenue Mul t ip l ie r
Revenue Base Va lue (L ine 7  *  L ine 8)
P lus :  10% o f  C W I P
Less :  Net  Book  Va lue o f  L icensed Vehic les
Ful l  Cash Value (L ine 9 +  L ine 10 -  L ine 11)
As s es s m ent  R at io
Assessment  Va lue (L ine 12 *  L ine 13)
C om pos i t e  Proper t y  T ax  R at e  -  Obt a ined  f rom  AD OR
Staf f  Tes t  Year  Adjus ted Proper t y  Tax  Expense (L ine 14 *  L ine 15)
Staf f  Tes t  Year  Adjus ted Proper t y  Tax  Expense (D i rec t  Tes t imony )
Staf f  Surrebut ta l  Adjus tment  (L ine 16 -  L ine 17)
Proper t y  Tax  -  S ta f f  Recommended Revenue (L ine  14 *  L ine  15)
Staf f  Tes t  Year  Adjus ted Proper t y  Tax  Expense (L ine 16)
I nc rease in  Proper t y  Tax  Due t o  I nc rease in  Revenue Requi rement $

R E F E R E N C E S :
L ine 15:  Compos i t e  Tax  Rate  obta ined f rom Ar izona Depar tment  o f  Revenue
L ine  17 :  C om pany  Sc hedu le  C -1  Page  2
Line 21:  L ine 19 -  L ine 20
L ine  23 :  Sc hedu le  AH -1
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1

EXECUTIVE SUMMARY
SUNRISE WATER COMPANY

DOCKET NO. W-02069A-08-0406

This supplemental testimony provides Staffs response to Sunrise Water Company's
("Sunrise" or "Company") late exhibits,  which suggest  that  the Arizona Corporat ion
Commission ("Cormnission") allows Limited Liability Companies ("LLC") recovery of income
tax expense, and by inference, other pass-though entities. Staffs analysis indicates that while
the Commission may have inadvertently granted recovery of income tax expense for Fisher's
Landing Water and Sewer Works, LLC ("Fisher") and Winchester Water Company, LLC
("Winchester"), these oversights have been corrected in each utility's subsequent rate filings. In
the case of Wickenburg Ranch Water Company, LLC, it was an application for a new Certificate
of Convenience & Necessity ("CC&N"'), which is not subject to the level of scrutiny accorded a
rate tiling. However, Staff finds that there is the need to correct this omission as soon as
practicable. Based on the above findings, the Company's conclusion from its cited cases is not
supported by subsequent  filings by Fisher  and Winchester ,  and the corresponding
recommendations by Staff

As to the core issue of Commission policy on allowance of income tax recovery for pass-
through entities, such as a LLC, or a Subchapter S corporation ("S-Corp."), or a sole
proprietorship, Staff found Decision No. 60105 to be instructive. In thecae of Camp Verde
Water Systems, inc, the Commission explicitly stated its policy as follows :

"The Company did not request any income taxes since it is a
Subchapter S corporation and the Commission has adopted a
policy of not allowing income taxes for entity wnieh are not
required to pay income taxes. "

Based on the above quote from Decision No. 60105, there is no ambiguity or
misunderstanding that the Commission does not allow recovery of income tax expense for LLCs,
S-Corps and Sole Proprietorships. Further, Decision No. 60105 demonstrates that the
Commission could exercise its discretion by granting exception to its policy, when public interest
is better served by such decision. However, it appears that the Commission exercises its
discretion based on the facts and circumstances surrounding each rate filing. There is no
extraordinary circumstance that would warrant deviation from Commission policy in this instant
case.

In conclusion,Staff finds that its recommendation to deny Sunrise's request for recovery
of income tax expense, is appropriate and consistent with Commission policy.
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Supplemental Testimony of Alexander Shade Iggie
Docket No. W-02069A-08-0406
Page l

1 INTRODUCTION

2 Q-

3

Please state your name and business address.

My name is Alexander Shade Iggie. My business address is 1200 West Washington

4 Street, Phoenix, Arizona 85007 .

5

6 Q.

7

Are you the same Alexander Shade Iggie that has provided oral and written

testimonies in this proceeding?

8 A. Yes.

9

10 PURPOSE OF TESTIMONY

11 Q- Why is Staff filing supplemental testimony in this proceeding?

12

13

14

15

16

17

18

19

During the administrative hearing in this proceeding on May 12, 2009, the Administrative

Law Judge ("ALJ") granted the Utilities Division Staffs ("StafF') request for additional

time to respond to late exhibits presented by Sunrise Water Company ("Sunrise" or

"Company"). The late exhibits suggest that the Arizona Corporation Commission

("Commission") authorizes recovery of income tax expense for Limited Liability

Companies ("LLC"). The Company contends that since it is a pass-through entity under

the Internal Revenue Service ("IRS") Codes, with similar income tax treatment as an LLC,

it should be accorded the same treatment.

20

21

22

23

24

25

A.

A.

The primary purpose of Staffs supplemental filing is to rebut the evidence presented by

the Company in support of its contention that the Commission allows recovery of income

tax expense for LLCs, and by inference, S-Corps. The secondary purpose is to reaffirm

Staffs position and the Commission's policy regarding treatment of income tax expense

for S-Corps, LLCs or Sole proprietorships.
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Supplemental Testimony of Alexander Shade Iggie
Docket No. W-02069A-08-0406
Page 2

1 STAFF ANALYSIS

2. Q- What late Exhibits did the Company present in this proceeding?

3

4

5

6

7

The Company presented a Staff Report and the corresponding Commission decision for

Fisher Landing Water and Sewer Works, LLC ("Fisher"), Wickenburg Ranch Water, LLC

("Wickenburg"), and Winchester Water Company, LLC ("Winchester"). For Fisher, the

Company referenced Docket No. WS-04047A-01-0713, and the related Decision No.

644998. In the case of Wickenburg, the Company cited Docket No. W-03994A-07-0657,

8 and the corresponding Decision No. 70741. Finally, the Company cited the case of

9 Winchester in Docket No. W-04081-02-0957, and DecisionNo. 65219.

10

11 Q- Did the aforementioned cases indicate that the Commission had allowed recovery of

r 12 income tax expense for each utility?

13 Yes.

14

15 Q. Has Staff reviewed the circumstances surrounding the allowance of income tax

16

17

18

19

20

expense in the referenced rate cases?

Yes. Staff found that allowance of income tax expense for each utility resulted Hom an

inadvertent omission. As fully discussed below, Staff has corrected these errors in the

subsequent rate filings for Fisher and Winchester. In Wickenburg, Staffs recommended

income tax expense is not currently being collected from ratepayers.

21

22 Q. Please explain Staffs conclusion regarding Fisher.

23

24

In the case of Fisher, Staff erroneously recommended recognition of income tax expense

in its current rates. Staff reviewed the Company's application and determined that the

25 Company did not request recovery of income tax expense in the referenced docket. Staff

26

A.

A.

A.

A.

has corrected this oversight in Fisher's pending rate application (Docket No. WS-04047A-



Supplemental Testimony of Alexander Shade Iggie
Docket No. W-02069A-08-0406
Page 3

1

2

07-0708). In this docket, Fisher did not request recovery of income tax expense, and Staff

correctly did not recommend income tax expense for the company.

3

4 Q-

5

6

7

8

9

10

11

What are Staff's findings regarding Wickenburg?

The late exhibit presented by Sunrise relates to Wickenburg's application for a new

Certificate of Convenience and Necessity ("CC&N"). In general, new CC&N applications

are based on projected costs that are not subject to the same level of scrutiny as in a rate

application. Staff finds that allowance of income tax expense in Wickenburg's CC&N

application is a result of oversight on the part of Staff However, Staff notes that

Wickenburg is not currently in operations, and is not collecting income tax expense from

ratepayers. Staff anticipates that the Commission will be able to rectify this omission in

the iiuture.12

13

14 Q~

15

Please comment on the Company's assertion regarding Winchester.

Again, the Company is correct that the Commission approved recovery of income tax

16 expense for Winchester in Decision No. 65219. However, the Commission in Decision

17

18

19

No. 70291 (Docket No. W-04081A-07-0466) corrected this oversight by approving Staff' s

recommended revenue requirement, which does not include income tax expense. In this

most recent proceeding, Winchester did not request recovery of income tax expense.

20

21 Q- Did the Company's late exhibits demonstrate that the Commission allows recovery of

22 income tax expense for LLCs?

23

24

25

26

A.

A.

A. No. To the contrary, the Company's late exhibits show that the Commission inadvertently

approved recovery of income tax expense. for Fisher, Wickenburg and Winchester.

However, the Company's attempt to misconstrue these oversights as the Commission

policy is not supported by the most recent proceedings for Fisher and Winchester.



Supplemental Testimony of Alexander Shade Iggie
Docket No. W-02069A-08-0406
Page 4

1 Q- Do the Company's exhibits support its recommendation of including income tax

2 expense in this proceeding?

3 No. First, a search of the Commission database (e-docket) shows that Fisher and

4

5

6

7

8

9

Winchester did not request recovery of income tax expense in their most recent cases.

Second, the Company's affiliate, J. D. Campbell db West End Water Company, which

coincidentally is an S-Corp, did not request recovery of income tax expense in its most

recent proceeding (Docket No. W-01157A-06-0004). In addition, the Company failed to

reference its affiliate as an example of an S-Corp where the Commission did not grant

recovery of income tax expense (Decision No. 68925).

10

11 Q-

12

Did the Company cite Camp Verde Water System, Inc. as an example of an S-Corp

where the Commission allowed recovery of income tax expense?

13

14

15

Yes. The Company witness, MI. Ray L. Jones, stated in his rebuttal testimony, at Page 15

of 20, that the Commission "...has more recently approved income taxes in the rates of

Camp Verde Water System, Inc, an S-Corp."

16

17 Q.

18

19

Why did the Commission authorize recovery of income tax expense for Camp Verde

Water System, Inc.?

In Decision No. 60105, the Commission noted at page 9, line 16 as followsl

20

21

22

23

24

25

26

A.

A.

A.

"The Company did not request any income taxes since it is a

Subc/'iapier S corporation and ire Commission has adopted a

policy of not allowing income taxed for entities which are not

required to pay income taxes. Similarly, Stajdid not recommend

any income taxes. As the hearing, iN Company indicated that

CoBank would not loan the Company money unless line rates



1

Supplemental Testimony of Alexander Shade Iggie
Docket No. W-02069A-08-0406
Page 5

1

2

approved herein would provide for income taxes that would be

paid by the individual shareholders.

3

4

5

6

7

Under the circumstances presented herein, we are not going to

aayust the rate of return for income taxes as requested by the

Company. We are going to allow income taxes in this case at ire

lowest individual/corporate income tax rates of 23.36 pereentfor

combined Federal and State income taxes. "8

9

10 Further at page 16, Finding of Facts No. 17, the Commission states:

11

12 "The Company is a Subchapter S corporation and does not pay

income taxes "13

14

15 Q-

16

What is the significance of Decision No. 60105 regarding Commission

policy on allowance of income taxes for S-Corps?

17

18

19

20

21

22

As indicated above, the Commission stated its policy of not allowing recovery of income

tax expense by non-taxable entities, such as Sunrise. Also, Decision No. 60105

categorically stated that Commission approval of income tax expense for Camp Verde was

due to the peculiar debt covenant imposed by CoBank for its debt financing. In other

words, the Commission exercised its discretion by granting Camp Verde an exception to

its stated policy, due to an extraordinary circumstance surrounding its debt financing.

23

24 Q- Has Staff reviewed recent rate filings by other LLCs?

25 Yes. Staff reviewed previous and current rate filings by the companies shown in Table A

26

A.

A.

below:



TABLE A
COMPANY DOCKET no.

Empirita Water Company, LLC
Christopher Creek Haven Water
Utility Stystem, LLC db Gardner Water Co.
Montezuma Rim rock Water Co LLC
Utility Stystem, LLC - Water Division
JNJ Enterprises LLC Christopher Creek Haven
Division
Eagletail Water Company, LLC
Napo Water Company, LLC

W-03948A-07-0_95
W-20459A-08-0168
W-20459A~08-0167
W-04254A-08-0361
W-04235A-06-0303

w-03880A-02-0462
W-03936A-04-0840
W-02860A-06-0002 &
W-02860A-05-0727

Supplemental Testimony of Alexander Shade Iggie
Docket No. W-02069A-08-0406
Page 6

1

2

3 Q-

4

Did any of the companies listed above propose recovery of income tax expense in cost

of service?

5 No. Staff observed that none of dine LLCs listed above sought recovery of income taxes in

6 rates.

7

8 Q- Did Staff recommend income tax expense for any of the referenced entities?

9 No. Consistent with the Commission policy, Staff did not recommend income tax expense

10 in any of the above filings.

11

12 CONCLUSION

13 Q-

14

Based on Staf f 's analysis, is the Company correct  in  i ts assert ion that  the

Commission generally approves income taxes for pass-through entities?

15 No. Staffs analysis demonstrates that the Commission has consistently adhered to its

16 policy of not approving income tax expense for pass-through entities. However, Staff

notes that the Commission can exercise its discretion based on the facts and circumstances17

18

A.

A.

A.

of each filing. The Company's filing does not warrant such exception.
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1 Q Is Staffs recommendation regarding treatment of income tax expense consistent

2

3

with Commission policy?

Yes. Accordingly, Staff continues to recommend denial of income tax expense for

4 Sunrise.

5

6 Q- Does this concludeyour supplemental testimony?

7

A.

A. Yes.

1
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Sunrise Water Co.

Test Year Ended December 31, 2007

Index of Standard Filing Schedules

Exhibit: RU-1

Index
Page 1

JonesWitness:

Schedule

No. Title

Schedule A-1

Schedule A-2

Schedule A-3

Schedule A-4

Schedule A-5

Computation of Increase in Gross Revenue Requirement

Summary of Results of Operations

Summary of Capital Structure

Construction Expenditures and Gross Utility Plant in Service

Summary Changes in Financial Position

Schedule B-1

Schedule B-2

Summary of Original Cost Rate Base Elements

Original Cost Rate Base pro forma Adjustments

Schedule C-1

Schedule C-2

Schedule C-3

Adjusted Test Year Income Statement

Income Statement Pro forma Adjustments

Computation of Gross Revenue Conversion Factor

Schedule D-1

Schedule D-2

Schedule D»3
Schedule D-4

Summary of Cost of Capital

Cost of Long Term Debt

Cost of Preferred Stock

Cost of Common Equity

Schedule E-1

Schedule E-2

Schedule E-3

Schedule ET

Schedule E-5

Schedule E-7

Schedule E-8

Schedule E-9

Comparative Balance Sheet

Comparative Income Statements

Comparative Statement of Changes in Financial Position

Statement of Changes in Stockholder's Equity

Detail of Utility Plant

Operating Statistics

Taxes Charged to Operations

Notes To Financial Statements

Schedule F-1

Schedule F-2

Schedule F-3

Schedule F-4

Projected Income Statements - Present and Proposed Rates

Projected Changes in Financial Position - Present and Proposed Rates

Projected Construction Requirements

Assumptions Used in Developing Projection

Schedule H-1

Schedule H-2

Schedule H-3

Schedule H-4

Schedule H-5

Summary of Revenues by Customer Classification - Present and Proposed Rates

Analysis of Revenues by Detailed Class

Changes In Representative Rate Schedules

Typical Bill Analysis

Bill Count



Sunrise Water Co.

Test Year Ended December 31, 2007

Computation of Increase in Gross Revenue Requirements

Exhibit: RU-1

Schedule A-1

Page 1

JonesWitness:

Line

No.
Original Cost Adjusted Rate Base s 1,448,154

Adjusted Operating Income (60,264)

Current Rate of Return -4.16%

Required Operating Income s 144,815

Required Rate of Return 10.00%

Operating Income Deficiency $ 205,079

Gross Revenue Conversion Factor 1.3942

Increase in Gross Revenue s 285,932

Customer Classification

Projected

Revenue

Increase Due

To Rates

%

Dollar

Increase

Residential

Commercial

Hydrant

Coin Standpipe

S 275,129

4,600

5,674

897

21.93%

28.59%

22.44%

37.96%

Total Revenue Increase s 286,300 22.05%

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

Supporting Schedules:

B-1 C-1

C-3 H-1



Sunrise Water Co.

Test Year Ended December 31, 2007

Summary Results of Operations

Exhibit:

Witness:

RU-1

Schedule A-2

Page 1

Jones

Prior Years Ended

Line

No.

1

2

3

4

Description

Gross Revenues

12/31/05 12/31/06

$ 1,091,561 s 1,259,706

Test Year

Actual Adjusted

12/31/07 12/31/07

S 1,359,939 S 1,304,363

Proiected Year

Present Proposed

Rates Rates

12/31/08 12/31/08

S 1,304,363 S 1,590,295

Revenue Deductions and

Operating Expenses 1,535,561 1,169,454 1,278,881 1,364,627 1,356,653 1,456,405

Operating Income (444,000) 90,253 81,058 (60,264) (52,290) 133,889

Other Income and

Deductions 5,985 25,574 54,790

5

6

7

8

9

10

11

12

13

Interest Expense 166,323 2,161

Net Income S (604,338) S 115,826 s 133,686 s (60,264) s (52,290) S 133,889

Earned Per Average

Common Share (6,043.38) 1,158.26 1,336.86 (602.64) (52z.90) 1,338,89

Dividends Per

Common Share n/a n/a n/a n/a n/a n/a

Payout Ratio n/a n/a n/a n/a n/a n/a

Return on Average

Invested Capital -194% 13.4% 9.7% -4.4% -3.6% 9.1%

Return on Year End

Capital -155% 8.7% 9.4% -4.2% -3.5% 8.8%

Return on Average

Common Equity -107% 11.6% 8.6% -3.9% -3.1% 7.9%

Return on Year End

Common Equity -120% 7.8% 8.2% -3.7% -3.0% 7.6%

Times Bond Interest Earned

Before Income Taxes n/a n/a n/a n/a n/a n/a

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

22

2 3

24

2 5

2 6

2 7

2 8

2 9

3 0

3 1

32

3 3

34

3 5

3 6

3 7

3 8

3 9

4 0

4 1

4 2

4 3

Times Total Interest and

Preferred Dividends Earned

After Income Taxes n/a n/a n/a n/a n/a n/a

4 4

4 5

4 6

4 7

Supporting Schedules:

E-2 F-1

C-1



Sunrise Water Co.

Test Year Ended December 31, 2007

Summary of Capital Structure

Exhibit: RU-1

Schedule A-3

Page 1

JonesWitness:

Line Test

Year

12131/07Description:

Prior Years Ended

12/31/05 12/31/06

Projected

Year

12/31 /08

Short-Term Debt

Long-Term Debt

Total Debt S s s S

Preferred Stock

Common Equity 502,886 1,491,976 1,623,775 1,757,664

Total Capital & Debt $ 502,886 s 1,491,976 $ 1,623,775 s 1,757,664

Capitalization Ratios:

Short-Term Debt 0.00% 0.00% 0.00% 0.00%

Long-Term Debt 0.00% 0.00% 0.00% 0.00%

Total Debt 0.00% 0.00% 0.00% 0.00%

Preferred Stock 0.00% 0.00% 0.00% 0.00%

Common Equity 100.00% 100.00% 100.00% 100.00%

Total Capita I 100.00% 100.00% 100.00% 100.00%

Weighted Cost of

Short~term Debt n/a n/a n/a n/a

No.

1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

15

1 6

17

1 8

1 9

2 0

2 1

22

2 3

24

2 5

2 6

2 7

2 8

2 9

3 0

3 1

32

3 3

34

3 5

3 6

3 7

3 8

3 9

4 0

Weighted Cost of

Long-term Debt n/a n/a n/a n/a

41

Weighted Cost of

Senior Capital n/a n/a n/a n/a

4 2

4 3

4 4

4 5

4 6

4 7

4 8

4 9

5 0

Supporting Schedules:

E-1 D-1



Sunrise Water Co.

Test Year Ended December 31, 2007

Construction Expenditures and Gross Utility Plant In Service

Exhibit: RU-1

Schedule A-4

Page 1

JonesWitness:

Line

YearNo.

Construction

Expenditures

Net Plant Placed

In Service

Gross Utility

Plant in Service

Prior Year Ended 12/31/2005 s 542,355 S 127,059 s 4,345,818

2,184,689 2,422,434 6,768,252

2,827,994 2,983,791 9,752,043

1

z

3

4 Prior Year Ended 12/31/2006

5

6 Test Year Ended 12/31/2007
7

8 Projected Year Ended 12/31/2008

9

10 Sunnortinz Schedules:

11 F-3

12 E-5

13

14

s 1,180,000 s 1,180,000 s 10,932,043



Sunrise Water Co.

Test Year Ended December 31, 2007

Summary Changes In Financial Position

Exhibit: RU-1

Schedule A-5

Page 1

JonesWitness:

Prior

Year

Ended

12/31/2005

Prior

Year

Ended

12/31/2006

Test

Year

Ended

12/31/2007

Proiected Year

Present Proposed

Rates Rates

12/31/2008 12/31/2008

(52,290)

395,853

133,889

395,853

Source of Funds

From Operations

Net Income

Depreciation and Amortization

Changes in Working Capital

Changes in Amounts due to/from Affiliates

Changes in Accrued Taxes

Total From Operations

(604,338)

203,731

(36,007)

(66,348)

(6,102)

(509,065)

115,826

241,973

198,515

(12,582)

(1)
543,732

133,686

307,762

(45,532)

7,118

(1,118)

401,916 343,562 529,742

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

2,323,685

102,560

873,264

3,299,508

953,798

106,088

721,644

(18,893)

721,644

(18,893)

From Financing

Advances in Aid of Construction

Contributions in Aid of Construction

Paid In Capital

Total From Financing

149,760

207,456

477,575

834,791 1,059,886 702,751 702,751

Total Funds Provided 325,727 3,843,240 1,461,802 1,046,313 1,232,493

15

16

17

18

19

20

21

Application of Funds

Construction Expenditures 577,689 2,184,689 2,827,994 1,180,000 1,180,000

Net Increase/(Decrease) in Cash (251,963) 1,658,552 (1,366,192) (133,687) 52,493

Cash, Beginning of Year

Cash, End of Year

420,226

168,263

168,263

1,826,814

1,826,814

460,622

460,622

326,936

460,622

513,115

22

23

24

25

26

27

28

29

30

31

Supporting Schedules:

E-3

F-2



B Schedules



Sunrise Water Co.

Test Year Ended December 31, 2007

Summary of Original Cost Rate Base Elements

Exhibit: RU-1

Schedule B-1

Page 1

JonesWitness:

Original

Cost

Rate Base*

Gross Utility Plant in Service s 10,408,383

Less: Accumulated Depreciation 2,492,247

Net Utility Plant in Service 7,916,136

Accumulated Deferred Income Taxes 143,632

Less:

Advances in Aid of Construction 6,256,352

Contributions in Aid of Construction - Net of Amort. 263,407

Customer Security Deposits 91,855

Plus:

Working Capita I

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20 Rate Base s 1,448,154

* including pro forma adjustments

21

22

23

24

25

26

27

28

29

Supporting,¢zSchedules:
B-2 B-5

B-3 E-1

RecaD Schedules:

A-1



Sunrise Water Co.

Test Year Ended December 31, 2007

Original Cost Rate Base Pro forma Adjustments

Exhibit: RU-1

Schedule B-2

Page 1

JonesWitness:

[A]
Actual

End of

Test Year

[B] [C] [D] [E] [F]

ADJ

RU-1

ADJ

RU-2

ADJ

RU-3

ADJ

RU-4

ADJ

RU-5

Line

1

2

3

Gross Utility Plant in Service s 9,752,043 $ 287,858 s 168,481

Less: Accumulated Depreciation 1,952,470 539,777

Net Utility Plant in Service 7,799,573 287,858 (539,777) 168,481

Accumulated Deferred Income Taxes 143,632

Less:

Advances in Aid of Construction 6,052,614 332,094

Contributions in Aid of Construction 425,049

Accumulated Amortization of CIAC (8,945)

Contributions in Aid of Construction - Net 416,104

Customer Security Deposits 91,855

Plus:

Working Capital

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24 Rate Base s 1,239,001 s 287,858 s (539,777) s (332,094) s 143,632 s 168,481

25

26

27

28

29

30

31

32

33

Supporting Schedules:

E-1

Recap Schedules:

B-1



Sunrise Water Co.

Test Year Ended December 31, 2007

Original Cost Rate Base Pro forma Adjustments

Exhibit:

Witness:

RU-1

Schedule B-2

Page 2

Jones

[G] [H] [I] [K]
Adjusted

End of

Test Year

ADJ

RU-6

ADJ

RU-7

ADJ

RLI-8

[J]
Total

Pro Forma

Adiustments

Line

No.

1

2

3

Gross Utility Plant in Service $ 200,000 $ 656,339 $10,408,383

Less: Accumulated Depreciation 539,777 2,492,247

Net Utility Plant in Service 200,000 116,563 7,916,136

Accumulated Deferred Income Taxes 143,632 143,632

Less:

Advances in Aid of Construction (128,355) 203,738 6,256,352

Contributions in Aid of Construction 425,049

Accumulated Amortization of CIAC (152,696) (152,696) (161,641)

Contributions in Aid of Construction .. Net (152,696) (152,696) 263,407

Customer Security Deposits 91,855

Plus:

Working Capital

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24 Rate Base s 128,356 s 152,696 $ 200,000 s z09,1s3 s 1,448,154

25

26

27

28

29

30

31

32

33

Supporting Schedules:

E-1



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RU-1

Witness:

Exhibit: RU-1

Schedule B-2

Page 3

Jones

Line

1

2

3

4

Adiust Plant In Service Balance to Conform With Decision No. 53721

Commission Decision No. 53721 dated August 31, 1983 established the Original Cost of Plant in Service

less Depreciation to be $494,038. The finding is based on the Staff Report dated July 31, 1982 in

Docket number U-2069-83-042. In the Staff Report, the Original Cost of Plant In Service was

$571,139. Sunrise Water Co. did not adjust its Plant in Service Balance to conform to the

Commission finding in Decision No. 53721. This adjustment conforms the July 31, 1982

Plant in Service balance to the Commission finding in Decision No. 53721.

Plant In

Service

Balance per

Decision No.

53721

Balance per

7/31/1982

9 4

Amount

Booked in

Subsequent Plant In

Years for PIS Service
on 7/31/1982 Adiustment

$ 38,000 s 33,696 $ 4,304

29,684

23,761

13,896

11,124

15,788

12,637

Land and Land Rights

Structures & Improvements

Wells & Springs

Pumping Equipment

Water Treatment Equipment

Solution Feeders

Distribution Reservoirs & Standpipes

Storage Tanks

Pressure Tanks

Transmission and Distribution Mains

Services

Meters

Hydrants

Office Furniture and Equipment

Computers and Software

Tools, Shop and Garage Equipment

Miscellaneous Equipment

38,064

4,229

383,304

26,807

16,521

10,134

17,819

1,980

179,441

12,549

7,734

4,744

20,244

2,249

203,863

14,258

8,787

5,390

s

635

571,139 s

297

249,585 $ 33,696 s

338

287,858

Plant In Service Balance per Decision No. 53721 s 571,139

Less Plant In Service Balance July 31, 1982 G/L $ 283,281

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

Less Amounts Booked in Subsequent Years for PIS on 7/31/1982 s 33,696

Increase/(Decrease) to Plant In Service Balance s 287,858

42
43

44

45

Adjustment to Rate Base s 287,858



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RU-2

Witness:

Exhibit: RU-1

Schedule B-2

Page 4

Jones

Line

No.

1

2

3

4

Adiust Accumulated Depreciation Balance to Conform With Decision No. 53721

Commission Order No. 53721 dated August 31, 1983 established a depreciation rate of 5.0%

for all classes of depreciable plant. The depreciation rate is detailed in the Staff Report dated July 31, 1982 in

Docket number U-2069-83-042. This adjustment restates Accumulated Depreciation during the period

July 31, 1982 through December 31, 2007 using the approved 5.0% depreciation rate.

5

6

7

8

9

10

11

12

Calculated Accumulated Depreciation Balance at Dec. 31, 2007 s 2,492,247

Accumulated Depreciation Balance Dec. 31, 2007 G/L 1,952,470

Increase/(Decrease) to Accumulated Depreciation Balance s 539,777

Adjustment to Rate Base $ (539,777)

13
14

15

16

17

18

19

20

21

SuDDortin2 Schedules:

B-2.2



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RIJ-3
Witness:

Exhibit: RU~1

Schedule B-2

Page 5

Jones

Line

No.

1

2

3

4

Adjust Advance Balance to Reflect Advances Recorded As Taxable Income

Sunrise Water Co. records all Advances in Aid of Construction in the Advance account. For those

Advances that are considered income for tax purposes, Sunrise Water Co. records

a debit in a contra account to Advances in Aid of Construction and a credit to

Other Water Revenue. When refunds of taxable advances are made, a credit is recorded in the

Advance contra account and a debit is recorded in Miscellaneous Expense. These entries are

tax entries and should be eliminated for regulatory purposes.

WXA Advance contra account Balance Dec. 31, 2007 G/L $ 276,599

5

6

7

8

9

10

11

12

13

14

Meter Advance contra account Balance Dec. 31, 2007 G/L 55,495

Increase/(Decrease) to Advance in Aid of Construction Balance s 332,094

15

16

17

18

Adjustment to Rate Base $ (332,094)



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RU-4

Witness:

Exhibit: RU-1

Schedule B-2

page 6

Jones

Line

No.

Adiust Accumulated Deferred Income Taxes to Reflect Taxes Paid on Taxable Advances

Sunrise Water Co. does not debit Accumulated Deferred Income Taxes to reflect taxes paid

on taxable Advances. This adjustment is needed to reflect the investment in taxes paid on advanced

plant.

Taxable Advance Balance Dec. 31, 2007 G/L s 332,094

Sunrise Water Co. Marginal Tax Rate 43.2505%

Increase/(Decrease) to Accumulated Deferred Income Tax Balance S 143,632

1

2

3

4

5

6

7

8

9

10

11
12

13
14

15

16

Adjustment to Rate Base s 143,632



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RU-5

Exhibit: RU-1

Schedule B-2

Page 7

JonesWitness:

Line

No.

1

2

3

4

Adjust Plant In Service to reflect post test year plant in service

Sunrise Water Co. has completed two post test year improvement projects related to

removal of Well No. 2 from its system due to high levels of arsenic. These improvements

are non revenue producing and should be included in rate base.

Actual Cost 91st Ave Water Main $ 115,270

Actual Cost 83rd Ave. Water Main 45,534

Total Construction Cost 160,804

Construction Overhead Rate 4.77%

5

6

7

8

g

10

11

12

13

14

15

16

17

18

Capitalized Overhead 7,677

Increase/(Decrease) to Plant in Service s 168,481

19

20

21

22

Adjustment to Rate Base S 168,481



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RU-6

Exhibit: RU-1

Schedule B-2

Page 8

JonesWitness:

Adjust Advance Balance to Reflect Refunds Paid

Sunrise Water Co. refunds advances each year based on revenues for the

12-month period between the previous July 1 and June 30 of the current year.

The refund paid in 2008 is known and measurable and is properly included in rate base.

Total Refund Due July 1, 2007 through June 30, 2008 $ 128,356

Increase/(Decrease) to Advance in Aid of Construction Balance s (128,356)

Line

1

2

3

4

5

6

7

8

g
10

11

12

13

14

Adjustment to Rate Base s 128,356



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RU-7

Exhibit: RU-1

Schedule B-2

Page 9

JonesWitness:

Adjust Accumulated Amortization of Contributions in Aid of Construction to Conform With Decision No. 53721:

Line

No.

1

z

3

4

5

6

7

8

9

Commission Decision No. 53721 dated August 31, 1983 established a depreciation rate of 5.0%

for all classes of depreciable plant. The depreciation rate is detailed in the Staff Report dated July 31, 1982 in

Docket number U-2069-83-042. Contributions in Aid of Construction should be amortized using the 5.0%

rate approved in Decision No. 53721. Sunrise Water Co. has not amortized Contribution in Aid of Construction

consistent with Decision No. 53721. This adjustment restates Accumulated Contributions in Aid of Construction

during the period July 31, 1982 through Dec. 31, 2007 using the approved 5.0% amortization rate.

Calculated Accumulated Amortization of CIAC Balance at Dec. 31, 2007 s 161,641

Accumulated Amortization of CIAC Balance Dec. 31, 2007 G/L 8,945

Increase/(Decrease) to Accumulated Amortization of CIAC Balance s 152,696

Adjustment to Rate Base s 152,696

10

11

12

13

14

15

16

17

18

19

20

21

Supporting Schedules:

B-2.7



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RLI-8

Exhibit: RU-1

Schedule B-2

Page 10

JonesWitness:

Line

No.

Adjust Plant In Service to Include Land Placed in Service during 2007, But Not Recorded Until 2008:

Sunrise Water Co. placed well No. 6 into service in 2007. However, the land transfer was not completed

until 2008. It is appropriate to include the land for Well No. 6 in rate base.

Amount Booked for Well No. 6 Land in 2008 s 200,000

Increase/(Decrease) to Plant in Service Balance S 200,000

1

2

3

4

5

6

7

8

9

10

11

12

Adjustment to Rate Base s 200,000



Sunrise Water Co.

Calculation of Net Plant In Service

All Data Original Cost

Exhibit:

Work Paper:

RU -1

B-2.2

Page 1

JonesWitness:

Previous

Test Year

Jul 31, 1982

Fiscal

Year End

Jul 31, 1983

Fiscal

Year End

Jul 31, 1984

Fiscal

Year End

Jul 31, 1985

DEPRECIATION ACCRUAL BY VINTAGE YEAR

s 571,139

s
(38,000)

533,139
0.05

26,657 s

9,942 s 26,268 $ 127,226

Plant In Service Balance /1

Plant In Service Additions /2

less Non Depreciable Plant Balance/Additions /3

Depreciable Plant

Depreciation Rate 5% /1

Annual Depreciation Expense s

9,942

0.05

497 s

26,268

0.05

1,313 s

127,226
0.05

6,361

DEPRECIATION CALCULATION BY VINTAGE YEAR

s 9,942 s 26,268 s 127,226

Line No.

1

2

3
4

5
6

7

8

9

10
11

12

13

14

s

571,139 S
(77,101)

494,038 s 9,942 s 26,268 s 127,226

15

16

17

1 8

19

20

2 1

22

(26,657)

(26,657)

(26,657)

(26,657)

(26,657)

(26,657)

(26,657)

(26,657)

(26,657)

(26,657)

(26,657)

(26,657)

(26,657)

(26,657)

(26,657)

(26,657)

(26,657)

(2,870)

(249)

(497)

(497)

(497)

(497)

(497)

(497)

(497)

(497)

(497)

(497)

(497)

(497)

(497)

(497)

(497)

(497)

(497)

(497)

(704)

(41)

(657)

(1,313)

(1,313)

(1,313)

(1,313)

(1,313)

(1,313)

(1,313)

(1,313)

(1,313)

(1,313)

(1,313)

(1,313)

(1,313)

(1,313)

(1,313)

(1,313)

(1,313)

(1,861)

(1,313)

(109)

(3,181)

(6,361)

(6,361)

(6,361)

(6,361)

(6,361)

(6,361)

(6,361)

(6,361)

(6,361)

(6,361)

(6,361)

(6,361)

(6,361)

(6,361)

(6,361)

(6,361)

(9,012)

(6,361)

(6,361)

(530)

23

24

25

26

27

28

29

30

3 1

32

33

34

35

36

37

38

Plant In Service Balance/Additions
Accumulated Depreciation at July 31, 1982 /1

Net Plant at July 31, 1982 /4

Annual Depreciation Accruals /5 /6

7/31/1983

7/31/1984

7/31/1985

7/31/1986

7/31/1987

7/31/1988

7/31/1989

7/31/1990

7/31/1991

7/31/1992

7/31/1993

7/31/1994

7/31/1995

7/31/1996

7/31/1997

7/31/1998

7/31/1999

7/31/2000

7/31/2001

12/31/2002

12/31/2003

12/31/2004

12/31/2005

12/31/2006
12/31/2007

Depreciation 7~31-83 through 12-31-07 s (456,038) s (9,942) s (z6,268) s (127,226)39

40

41

42

43

SUMMARY BY VINTAGE YEAR

Plant In Service Balance

Accumulated Depreciation

Net Plant In Service

s

s

s

571,139 s

(533,139) s

38,000 s

9,942 s

(9,942) s

- s

26,268 s

(26,268) $

- s

127,226

(127,226)

44

45

46

47

48

49

50

5 1

52

53

/1 - Staff Report Docket No. U-2069-83-042

/2 - Sunrise Water Co. Annual Report to ACC

/3 - Land and Land Rights

/4 - Decision No. 53721, Docket No. U-2069-83-042

/5 - Half Year Convention Used

/6 - Depreciation for year ending 12-31-2002 includes

17 months depreciation due to change from fiscal

year to calendar year

54



Sunrise Water Co.

Calculation of Net Plant In Service

All Data Original Cost

Exhibit:

Work Paper:

Witness:

RU -1

B-2.2

Page 2

Jones

Fiscal

Year End

Jul 31, 1986

Fiscal

Year End

Jul 31, 1987

Fiscal

Year End

Jul 31, 1988

Fiscal

Year End

Jul 31, 1989

DEPRECIATION ACCRUAL BY VINTAGE YEAR

s 25,343 s 27,277 $ 2,349 s 18,923

Plant In Service Balance /1

Plant In Service Additions /2

less Non Depreciable Plant Balance/Additions /3

Depreciable Plant

Depreciation Rate 5% /1

Annual Depreciation Expense s

25,343
0.05

1,267 s

27,277

0.05

1,364 s

2,349

0.05

117 s

18,923

0.05

946

DEPRECIATION CALCULATION BY VINTAGE YEAR

Line no.

1

2

3

4

5
6

7

8

9

10
11

s 25,343 s 27,277 s 2,349 S 18,923

$ 25,343 s 27,277 $ 2,349 s 18,92312

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

(634)

(1,267)

(1,267)

(1,267)

(1,267)

(1,267)

(1,267)

(1,267)

(1,267)

(1,267)

(1,267)

(1,267)

(1,267)

(1,267)

(1,267)

(1,267)

(1,795)

(1,267)

(1,267)

(1,267)

(106)

Plant In Service Balance/Additions
Accumulated Depreciation at July 31, 1982 /1

Net Plant at July 31, 1982 /4

Annual Depreciation Accruals /5 /6

7/31/1983

7/31/1984

7/31/1985

7/31/1986

7/31/1987

7/31/1988

7/31/1989

7/31/1990

7/31/1991

7/31/1992

7/31/1993

7/31/1994

7/31/1995

7/31/1996

7/31/1997

7/31/1998

7/31/1999

7/31/2000

7/31/2001

12/31/2002

12/31/2003

12/31/2004

12/31/2005

12/31/2006

12/31/2007

Depreciation 7-31-83 through 12-31-07 s (25,343) $

(682)

(1,364)

(1,364)

(1,364)

(1,364)

(1,364)

(1,364)

(1,364)

(1,364)

(1,364)

(1,364)

(1,364)

(1,364)

(1,364)

(1,364)

(1,932)

(1,364)

(1,364)

(1,364)

(1,364)

(114)

(27,277) $

(59)
(117)

(117)

(117)

(117)

(117)

(117)

(117)

(117)

(117)

(117)

(117)

(117)

(117)

(166)

(117)

(117)

(117)

(117)

(117)

(2,339) s

(473)

(946)

(946)

(946)

(946)

(946)

(946)

(946)

(946)

(946)

(946)

(946)

(946)

(1,340)

(946)

(946)

(946)

(946)

(946)

(17,898)39

40

41

42
43

SUMMARY BY VINTAGE YEAR

Plant In Service Balance

Accumulated Depreciation

Net Plant In Service

s

$

s

25,343 s

(25,343) $

- s

27,277 s

(27,277) $

- s

2,349 s

(2,339) s

10 S

18,923

(17,898)

1,02544

45

46

47

48

49

50

51

52

53

54

/1 - Staff Report Docket No. U-2069-83-042

/2 - Sunrise Water Co. Annual Report to ACC

/3 - Land and Land Rights

/4 - Decision No. 53721, Docket No. U-2069-83-042

/5 - Half Year Convention Used

/6 - Depreciation for year ending 12-31-2002 includes

17 months depreciation due to change from fiscal

year to calendar year



Sunrise Water Co.

Calculation of Net Plant In Service

All Data Original Cost

Exhibit:

Work Paper:

Witness:

RU -1

B-2.2

Page 3

Jones

Fiscal

Year End

Jul 31, 1990

Fiscal

Year End

Jul 31, 1991

Fiscal

Year End

Ju! 31, 1992

Fiscal

Year End

Jul 31, 1993
DEPRECIATION ACCRUAL BY VINTAGE YEAR

$ 89,397 $ 5,975 s 21,853 s 16,077

Plant In Service Balance /1

Plant In Service Additions /2

less Non Depreciable Plant Balance/Additions /3

Depreciable Plant
Depreciation Rate 5% /1

Annual Depreciation Expense $

89,397
0.05

4,470 s

5,975
0.05

299 s

21,853

0.05

1,093 s

16,077

0.05

804

DEPRECIATION CALCULATION BY VINTAGE YEAR

Line No.

1

z

3

4

5
6

7

8

9

10

11
s 89,397 $ 5,975 $ 21,853 s 16,077

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

s 89,397 s 5,975 $ 21,853 s 16,077

Plant In Service Balance/Additions

Accumulated Depreciation at July 31, 1982 /1

Net Plant at July 31, 1982 /4

Annual Depreciation Accruals /5 /6

7/31/19s3

7/31/1984

7/31/1985

7/31/1986

7/31/1987

7/31/1988

7/31/1989

7/31/1990

7/31/1991

7/31/1992

7/31/1993

7/31/1994
7/31/1995

7/31/1996

7/31/1997

7/31/1998

7/31/1999

7/31/2000

7/31/2001

12/31/2002

12/31/2003

12/31/2004

12/31/2005

12/31/2006

12/31/2007

Depreciation 7-31-83 through 12-31-07 s

(2,235)

(4,470)

(4,470)

(4,470)

(4,470)

(4,470)

(4,470)

(4,470)

(4,470)

(4,470)

(4,470)

(4,470)

(6,332)
(4,470)

(4,470)

(4,470)

(4,470)

(4,470)

(80,085) s

(149)

(299)

(299)

(299)

(299)

(299)

(299)

(299)

(299)

(299)

(299)

(423)

(299)

(299)

(299)

(299)

(299)

(5,054) s

(546)

(1,093)

(1,093)

(1,093)

(1,093)

(1,093)

(1,093)

(1,093)

(1,093)

(1,093)

(1,548)

(1,093)

(1,093)

(1,093)

(1,093)

(1,093)

(17,391) $

(402)

(804)

(804)

(804)

(804)

(804)
(804)

(804)

(804)
(1,139)

(804)

(804)

(804)

(804)

(804)

(11,991)39

40

41

42

43

44

SUMMARY BY VINTAGE YEAR

Plant In Service Balance

Accumulated Depreciation

Net Plant In Service

s

$

$

89,397 s

(80,085) s

9,312 s

5,975 s

(5,054) $

921 s

21,853 s

(17,391) s

4,462 s

16,077
(11,991)

4,086

45

46

47

48

49

50

51

52

53

/1 - Staff Report Docket No. U-2069-83-042

/2 - Sunrise Water Co. Annual Report to ACC

/3 - Land and Land Rights

/4 - Decision No. 53721, Docket No. U-2069-83-042

/5 - Half Year Convention Used

/6 - Depreciation for year ending 12-31-2002 includes

17 months depreciation due to change from fiscal

year to calendar year

54



Sunrise Water Co.

Calculation of Net Plant In Service

All Data Original Cost

Exhibit:

Work Paper:

Witness:

RU -1

B-2.2

Page 4

Jones

Fiscal

Year End

Jul 31, 1994

Fiscal

Year End

Jul 31, 1995

Fiscal

Year End

Jul 31, 1996

Fiscal

Year End

Jul 31, 1997
DEPRECIATION ACCRUAL BY VINTAGE YEAR

s 18,687 s 193,006 $ 492,574 $ 316,800

Plant In Service Balance /1

Plant In Service Additions /2

less Non Depreciable Plant Balance/Additions /3

Depreciable Plant
Depreciation Rate 5% /1

Annual Depreciation Expense s

18,687

0.05

934 s

193,006

0.05

9,650 $

492,574

0.05

24,629 $

316,800

0.05

15,840

DEPRECIATION CALCULATION BY VINTAGE YEAR

Line No.

1

2

3

4

5
6

7

8

9

10

11
s 18,687 s 193,006 s 492,574 s 316,800

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

$ 18,687 $ 193,006 s 492,574 S 316,800

Plant In Service Balance/Additions
Accumulated Depreciation at July 31, 1982 /1

Net Plant at July 31, 1982 /4

Annual Depreciation Accruals /5 /6

7/31/1983

7/31/1984

7/31/1985

7/31/1986

7/31/1987

7/31/1988

7/31/1989

7/31/1990

7/31/1991

7/31/1992

7/31/1993

7/31/1994

7/31/1995

7/31/1996

7/31/1997

7/31/1998

7/31/1999

7/31/2000

7/31/2001

12/31/2002

12/31/2003

12/31/2004

12/31/2005

12/31/2006

12/31/2007

Depreciation 7-31-83 through 12-31-07 s

(467)

(934)

(934)

(934)

(934)

(934)

(934)

(934)

(1,324)

(934)

(934)

(934)

(934)

(934)

(13,003) $

(4,825)

(9,650)

(9,650)

(9,650)

(9,650)

(9,650)

(9,650)

(13,671)

(9,650)

(9,650)

(9,650)

(9,650)

(9,650)

(124,650) s

(12,314)

(24,629)

(24,629)

(24,629)

(24,629)

(24,629)

(34,891)

(24,629)

(24,629)

(24,629)

(24,629)

(24,629)

(293,492) s

(7,920)

(15,840)

(15,840)

(15,840)

(15,840)

(22,440)

(15,840)

(15,840)

(15,840)

(15,840)

(15,840)

(172,920)

SUMMARY BY VINTAGE YEAR

39

40

41

42

43

44

45

46

47

Plant In Service Balance

Accumulated Depreciation

Net Plant In Service

$

s

s

18,687 $ 193,006 $

(13,003) $ (124,650) $

5,684 s 68,356 $

492,574 S

(293,492) s

199,082 $

316,800

(172,920)

143,880

48

49

50

51

52

53

54

/1 - Staff Report Docket No. U-2069-83-042

/2 - Sunrise Water Co. Annual Report to ACC

/3 - Land and Land Rights
/4 - Decision No. 53721, Docket No. U-2069-83-042

/5 - Half Year Convention Used

/6 - Depreciation for year ending 12-31-2002 includes

17 months depreciation due to change from fiscal

year to calendar year



Sunrise Water Co.

Calculation of Net Plant In Service

All Data Original Cost

Exhibit:

Work Paper:

Witness:

RU -1

B-2.2

Page 5

Jones

Fiscal

Year End

Jul 31, 1998

Fiscal

Year End

Jul 31, 1999

Fiscal

Year End

Jul 31, 2000

Fiscal

Year End

Jul 31, 2001

DEPRECIATION ACCRUAL BY VINTAGE YEAR

S 54,080 s 9,731 S 226,804 s 1,102,851

Plant In Service Balance /1

Plant In Service Additions /2

less Non Depreciable Plant Balance/Additions /3

Depreciable Plant

Depreciation Rate 5% /1

Annual Depreciation Expense s

54,080

0.05

2,704 s

9,731

0.05

487 s

226,804 1,102,851
0.05 0.05

11,340 s 55,143

DEPRECIATION CALCULATION BY VINTAGE YEAR

$ 54,080 s 9,731 S 226,804 s 1,102,851

Line No.

1

2

3
4

5
6

7

8

9

10
11

12

13

14

s 54,080 $ 9,731 s 226,804 S 1,102,851

15

16

17

18

19

20

21

22
23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

Plant In Service Balance/Additions
Accumulated Depreciation at July 31, 1982 /1

Net Plant at July 31, 1982 /4

Annual Depreciation Accruals /5 /6

7/31/1983

7/31/1984

7/31/1985

7/31/1986

7/31/1987

7/31/1988

7/31/1989

7/31/1990

7/31/1991
7/31/1992

7/31/1993

7/31/1994

7/31/1995

7/31/1996

7/31/1997

7/31/1998

7/31/1999

7/31/2000

7/31/2001

12/31/2002

12/31/2003

12/31/2004

12/31/2005

12/31/2006

12/31/2007

Depreciation 7-31-83 through 12-31-07 s

(1,352)

(2,704)

(2,704)

(2,704)

(3,831)

(2,704)

(2,704)

(2,704)

(2,704)
(2,704)

(26,815) s

(243)

(487)

(487)

(689)

(487)

(487)

(487)

(487)

(487)

(4,338) s

(5,670)

(11,340)

(16,065)
(11,340)

(11,340)

(11,340)

(11,340)

(11,340)

(89,777) $

(27,571)

(78,119)

(55,143)

(55,143)

(55,143)

(55,143)

(55,143)

(381,403)39

40

41

42

43

SUMMARY BY VINTAGE YEAR

Plant In Service Balance

Accumulated Depreciation

Net Plant In Service

s

s

s

54,080 S

(26,815) s

27,265 s

9,731 s

(4,338) s

5,393 s

226,804 s 1,102,851

(89,777) s (381,403)

137,027 s 721,44844

45

46

47

48

49

50

51

52

53

54

/1 - Staff Report Docket No. U-2069-83-042

/2 - Sunrise Water Co. Annua\ Report to ACC

/3 - Land and Land Rights

/4 .. Decision No. 53721, Docket No. U-2069-83-042

/5 - Half Year Convention Used

/6 - Depreciation for year ending 12-31-2002 includes

17 months depreciation due to change from fiscal

year to calendar year



Sunrise Water Co.

Calculation of Net Plant In Service

All Data Original Cost

Exhibit:

Work Paper:

Witness:

RU -1

B-2.2

Page 6

Jones

Calendar

Year End

Dec 31, 2002

Calendar

Year End

Dec 31, 2003

Calendar

Year End

Dec 31, 2004

Calendar

Year End

Dec 31, 2005

DEPRECIATION ACCRUAL BY VINTAGE YEAR

$ 584,935 s 142,071 s 457,005 s 127,059
Plant In Service Balance /1

Plant In Service Additions /2

less Non Depreciable Plant Balance/Additions /3

Depreciable Plant
Depreciation Rate 5% /1

Annual Depreciation Expense s

584,935
0.05

29,247 S

142,071

0.05

7,104 s

457,005

0.05

22,850 s

127,059

0.05

6,353

DEPRECIATION CALCULATION BY VINTAGE YEAR

s 584,935 s 142,071 $ 457,005 s 127,059

Line No.

1

2

3

4

5
6

7

8

9

10

11

12

13

14

15

16

s 584,935 S 142,071 S 457,005 s 127,059

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

Plant In Service Balance/Additions
Accumulated Depreciation at July 31, 1982 /1

Net Plant at July 31, 1982 /4

Annual Depreciation Accruals /5 /6

7/31/1983

7/31/1984

7/31/1985

7/31/1986

7/31/1987

7/31/1988

7/31/1989

7/31/1990
7/31/1991

7/31/1992

7/31/1993

7/31/1994

7/31/1995

7/31/1996

7/31/1997

7/31/1998

7/31/1999

7/31/2000

7/31/2001

12/31/2002

12/31/2003

12/31/2004

12/31/2005

12/31/2006
12/31/2007

Depreciation 7-31-83 through 12-31-07 $

(26,810)

(29,247)

(29,247)

(29,247)

(29,247)

(29,247)

(173,043) S

(3,552)

(7,104)

(7,104)

(7,104)

(7,104)

(31,966) s

(11,425)

(22,850)

(22,850)

(22,850)

(79,976) s

(3,176)

(6,353)
(6,353)

(15,882)39

40

41

42

43

SUMMARY BY VINTAGE YEAR

Plant In Service Balance

Accumulated Depreciation

Net Plant In Service

s

s

s

584,935 S
(173,043) s

411,892 s

142,071 s

(31,966) s

110,105 s

457,005 s

(79,976) s

377,029 $

127,059

(15,882)

111,17744

45

46

47

48

49

50

51

52

53

54

/1 - Staff Report Docket No. U-2069-83-042

/2 - Sunrise Water Co. Annual Report to ACC

/3 - Land and Land Rights

/4 - Decision No. 53721, Docket No. U-2069-83-042

/5 . Half Year Convention Used

/6 - Depreciation for year ending 12-31-2002 includes

17 months depreciation due to change from fiscal

year to calendar yea r



Sunrise Water Co.

Calculation of Net Plant In Service

All Data Original Cost
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Calendar Calendar Summary

Year End Year End Totals

Dec 31, 2006 Dec 31, 2007 Dec 31, 2007

DEPRECIATION ACCRUAL BY VINTAGE YEAR

$

$

571,139

9,502,458

(774,640)

9,298,957

Plant In Service Balance /1

Plant In Service Additions /2

less Non Depreciable Plant Balance/Additions /3

Depreciable Plant
Depreciation Rate 5% /1

Annual Depreciation Expense s

s 2,422,434 s 2,983,791

(736,640) -

1,685,794 2,983,791

0.05 0.05

84,290 s 149,190

DEPRECIATION CALCULATION BY VINTAGE YEAR

Line No.

1

2

3

4

5
6

7

8

9

10
11

12

13

14

15

16

$ 2,422,434 s 2,983,791 s 10,073,597
_ . $ (77,101)

$ 2,422,434 s 2,983,791 s 9,996,496

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

Plant In Service Balance/Additions

Accumulated Depreciation at July 31, 1982 /1

Net Plant at July 31, 1982 /4

Annual Depreciation Accruals /5 /6

7/31/1983

7/31/1984

7/31/1985

7/31/1986

7/31/1987

7/31/1988

7/31/1989

7/31/1990

7/31/1991

7/31/1992

7/31/1993

7/31/1994

7/31/1995

7/31/1996

7/31/1997

7/31/1998

7/31/1999

7/31/2000

7/31/2001

12/31/2002

12/31/2003

12/31/2004

12/31/2005

12/31/2006

12/31/2007

Depreciation 7-31-83 through 12-31-07 $

(42,145)

(84,290)

(126,435) $

$

s

s

s

s

s

s

s

s

s

s

s

s

s

s

s

s

s

s

s

s

s

s

s
(74,595) s

(74,595) s (

(26,906)

(27,811)

(31,648)

(35,462)

(36,778)

(37,518)

(38,050)

(40,758)

(43,143)

(43,838)

(44,787)

(45,656)

(50,948)

(68,087)

(88,322)

(97,594)

(99,189)

(81,315)

(111,687)

(224,092)

(171,601)

(185,333)

(193,993)

(237,623)

(353,007)

2,415,146)

SUMMARY BY VINTAGE YEAR

39

40

41

42

43

44

45

46

47

Plant In Service Balance

Accumulated Depreciation

Net Plant In Service

s 2,422,434 $ 2,983,791 s 10,073,597

s (126,435) s (74,595) s (2,492,247)

s 2,295,999 s 2,909,196 s 7,581,350

48

49

50

51

52

53

54

/1 - Staff Report Docket No. U-2069-83-042

/2 - Sunrise Water Co. Annual Report to ACC

/3 - Land and Land Rights

/4 - Decision No. 53721, Docket No. U-2069-83-042

/5 - Half Year Convention Used

/6 - Depreciation for year ending 12-31-2002 includes

17 months depreciation due to change from fiscal

year to calendar year



Sunrise Water Co.

Calculation of Contributions in aid of Construction net of Amortization

All Data Original Cost

Line No.

1

2

3

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

cIrc AMORTIZATION CALCULATION BY VINTAGE YEAR

CIAC AMORTIZATION BY VINTAGE YEAR

CIAC Balance/Additions

Accumulated Amortization at July 31, 1982 /1

Net CIAC at July 31, 1982

Annual Amortization /3 /4

7/31/1983

7/31/1984

7/31/1985

7/31/1986

7/31/1987

7/31/1988

7/31/1989

7/31/1990

7/31/1991

7/31/1992

7/31/1993

7/31/1994

7/31/1995

7/31/1996

7/31/1997

7/31/1998

7/31/1999

7/31/2000

7/31/2001

12/31/2002

12/31/2003
12/31/2004

12/31/2005

12/31/2006

12/31/2007

Amortization 7-31-83 through 12-31-07

CIAC Balance /1
CIAC Additions /2

CIAC Balance
Amortization Rate 5% /1

Annual Amortization

s

s

s

$

s

Previous

Test Year

Jul 31, 1982

(28,982)

28,982 $

28,982 s

28,982

- s
28,982

0.05

1,449 s

(1,449)

(1,449)

(1,449)

(1,449)

(1,449)

(1,449)

(1,449)

(1,449)

(1,449)

(1,449)

(1,449)

(1,449)

(1,449)

(1,449)

(1,449)

(1,449)

(1,449)

(1,449)

(1,449)

(1,449)

s

Fiscal

Year End

Jul 31, 1983

0.05

. s

s

S

s

s

Fiscal

Year End

Jul 31, 1984

Exhibit:

Work Paper:

Witness:

0.05

_ s

$

s

s

s

Fiscal

Year End

Jul 31, 1985

(87,732)

87,732

87,732

87,732

87,732

0.05

4,387

(2,193)

(4,387)

(4,387)

(4,387)

(4,387)

(4,387)

(4,387)

(4,387)

(4,387)

(4,387)

(4,387)

(4,387)

(4,387)

(4,387)

(4,387)

(4,387)

(4,387)

(6,214)

(4,387)

(4,387)

(366)

Ru-1

B-2.7

Page 1

Jones

39

40

41

42

43

SUMMARY BY VINTAGE YEAR

CIAC Balance

Accumulated Amortization

Net CIAC

$

$

s

28,982 s

(28,982) $

_ s

$

$

$

s

s

s

87,732

(87,732)

4 4

4 5

4 6

4 7

4 8

4 9

5 0

5 1

/1 - Staff Report Docket No. U-2069-83-042

/2 - Sunrise Water Co. Annual Report to ACC

/3 - Half Year Convention Used

/6 _ Amortization for year ending 12-31-2002 includes

17 months amortization due to change from fiscal

year to calendar year



Sunrise Water Co.
Calculation of Contributions in aid of Construction net of Amortization
All Data Original Cost
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Fiscal

Year End

Ju! 31, 1986

Fiscal

Year End

Jul 31, 1987

Fiscal

Year End

Jul 31, 1988

Fiscal

Year End

Jul 31, 1989

CIAC AMORTIZATION BY VINTAGE YEAR

s s $ s
CIAC Balance /1
CIAC Additions /2

CIAC Balance
Amortization Rate 5% /1

Annual Amortization

0.05

- s
0.05

- s
0.05

_ s
0.05

s

CIAC AMORTIZATION CALCULATION BY VINTAGE YEAR

Line No.

1

2

3

5

6

7

8

9

1 0
1 1

s s s $

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

$ s s s

CIAC Balance/Additions
Accumulated Amortization at July 31, 1982 /1

Net CIAC at July 31, 1982
Annual Amortization /3 /4

7/31/1983
7/31/1984
7/31/1985
7/31/1986
7/31/1987
7/31/1988
7/31/1989
7/31/1990
7/31/1991
7/31/1992
7/31/1993
7/31/1994
7/31/1995
7/31/1996
7/31/1997
7/31/1998
7/31/1999
7/31/2000
7/31/2001
12/31/2002
12/31/2003
12/31/2004
12/31/2005
12/31/2006
12/31/2007

Amortization 7-31-83 through 12-31-07 s s $ s39

40

41

42

43

SUMMARY BY VINTAGE YEAR

44

45

46

47

48

49

50

51

CIAC Balance

Accumulated Amortization

Net CIAC

s
s

s

s
s

s

S
s

s

s
s

$

/1 - Staff Report Docket No. U-2069-83-042
/2 - Sunrise Water Co. Annual Report to ACC
/3 - Half Year Convention Used
/6 - Amortization for year ending 12-31-2002 includes

17 months amortization due to change from fiscal
year to calendar year



Sunrise Water Co.
Calculation of Contributions in aid of Construction net of Amortization
All Data Original Cost
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Fiscal

Year End

Jul 31, 1990

Fiscal

Year End

Jul 31, 1991

Fiscal

Year End

Jul 31, 1992

Fiscal

Year End

Jul 31, 1993

CIAC AMORTIZATION BY VINTAGE YEAR

S s $ s
CIAC Balance /1
CIAC Additions /2

CIAC Balance
Amortization Rate 5% /1

Annual Amortization

0.05

- s
0.05

- s
0.05

_ s
0.05

s

CIAC AMORTIZATION CALCULATION BY VINTAGE YEAR

s s s s

Line No.

1

z

3

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

s s s s

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

23

2 4

2 5

2 6

2 7

2 8

2 9

3 0

3 1

3 2

3 3

3 4

3 5

3 6

3 7

3 8

CIAC Balance/Additions
Accumulated Amortization at July 31, 1982 /1

Net CIAC at July 31, 1982
Annual Amortization /3 /4

7/31/1983
7/31/1984
7/31/1935
7/31/1986
7/31/1987
7/31/1988
7/31/1989
7/31/1990
7/31/1991
7/31/1992
7/31/1993
7/31/1994
7/31/1995
7/31/1996
7/31/1997
7/31/1998
7/31/1999
7/31/2000
7/31/2001
12/31/2002
12/31/2003
12/31/2004
12/31/2005
12/31/2005
12/31/2007

Amortization 7-31-83 through 12-31-07 s s s s3 9
4 0

4 1

4 2

4 3

SUMMARY BY VINTAGE YEAR

4 4

4 5

4 6

4 7

4 8

4 9

5 0

CIAC Balance

Accumulated Amortization

NetCIAC

s
s

s

S
s

s

s
s

s

s
s

s

51

/1 - Staff Report Docket No. U-2069-83-042
/2 - Sunrise Water Co. Annual Reportto ACC
/3 - Half Year Convention Used
/6 - Amortization for year ending 12-31-2002 includes

17 months amortization due to change from fiscal
year to calendar year



Sunrise Water Co.
Calculation of Contributions in aid of Construction net of Amortization
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Fiscal

Year End

Jul 31, 1994

Fiscal

Year End

Jul 31, 1995

Fiscal

Year End

Jul 31, 1996

Fiscal

Year End

Jul 31, 1997

CIAC AMORTIZATION BY VINTAGE YEAR

s s s $
CIAC Balance /1
CIAC Additions /2

CIAC Balance
Amortization Rate 5% /1

Annual Amortization

0.05

- s
0.05

_ s
0.05

_ s
0.05

s

CIAC AMORTIZATION CALCULATION BY VINTAGE YEAR

Line No.

1

2

3

5

6

7

8

9

1 0
1 1

s s s s

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

2 7

2 8

2 9

3 0

3 1

3 2

3 3

3 4

3 5

3 6

3 7

3 8

s $ s s

CIAC Balance/Additions
Accumulated Amortization at July 31, 1982 /1

Net CIAC at July 31, 1982
Annual Amortization /3 /4

7/31/1983
7/31/1984
7/31/1985
7/31/1986
7/31/1987
7/31/1988
7/31/1989
7/31/1990
7/31/1991
7/31/1992
7/31/1993
7/31/1994
7/31/1995
7/31/1996
7/31/1997
7/31/1998
7/31/1999
7/31/2000
7/31/2001
12/31/2002
12/31/2003
12/31/2004
12/31/2005
12/31/2006
12/31/2007

Amortization 7-31-83 through 12-31-07 s s $ $39
40

41

42

43

SUMMARY BY VINTAGE YEAR

44

45

46

47

48

49

50

CIAC Balance

Accumulated Amortization

Net CIAC

s
s

$

s
S

s

s
s

s

s
s

s

51

/1 - Staff Report Docket No. U-2069-83-042
/2 - Sunrise Water Co. Annual Report to ACC
/3 .. Half Year Convention Used
/6 - Amortization for year ending 12-31-2002 includes

17 months amortization due to change from fiscal
year to calendar year



Sunrise Water Co.

Calculation of Contributions in aid of Construction net of Amortization

All Data Original Cost
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Fiscal

Year End

Jul 31, 1998

Fiscal

Year End

Jul 31, 1999

Fiscal

Year End

Jul 31, 2000

Fiscal

Year End

Jul 31, 2001

CIAC AMORTIZATION BY VINTAGE YEAR

CIAC Balance /1
CIAC Additions /2

CIAC Balance

Amortization Rate 5% /1

Annual Amortization

s $ s

s

0.05

- s
0.05

_ s

67,743 s

67,743

0.05

3,387 s

20,719

20,719

0.05

1,036

CIAC AMORTIZATION CALCULATION BY VINTAGE YEAR

Line No.

1

2

3

5

6

7

8

9

1 0

1 1
s s s 67,743 s 20,719

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

s s s 67,743 s 20,719

CIAC Balance/Additions
Accumulated Amortization at July 31, 1982 /1

Net CIAC atJuly 31, 1982

Annual Amortization /3 /4

7/31/1983

7/31/1984

7/31/1985

7/31/1986

7/31/1987

7/31/1988

7/31/1989

7/31/1990

7/31/1991

7/31/1992

7/31/1993

7/31/1994

7/31/1995

7/31/1996

7/31/1997

7/31/1998

7/31/1999

7/31/2000

7/31/2001

12/31/2002

12/31/2003

12/31/2004

12/31/2005

12/31/2006

12/31/2007

Amortization 7-31-83 through 12-31-07 s s s

(1,694)

(3,387)

(4,798)

(3,387)

(3,387)

(3,387)

(3,387)
(3,387)

(26,815) s

(518)

(1,468)

(1,036)

(1,036)

(1,036)

(1,036)

(1,036)

(7,165)

SUMMARY BY VINTAGE YEAR

39
40

41

42

43

44

45

46

47

48

49

50

51

CIAC Balance

Accumulated Amortization

Net CIAC

S

s

S

s

s

s

s

s

s

67,743 s

(26,815) s

40,928 s

20,719

(7,165)

13,554

/1 - Staff Report Docket No. U-2069-83-042

/2 - Sunrise Water Co. Annual Report to ACC

/3 - Half Year Convention Used

/6 - Amortization for year ending 12-31-2002 includes

17 months amortization due to change from fiscal

year to calendar year



Sunrise Water Co.

Calculation of Contributions in aid of Construction net of Amortization

All Data Original Cost

Exhibit:

Work Paper:

Witness;

Ru-1

B-2.7

Page 6

Jones

Calendar

Year End

Dec 31, 2002

Calendar

Year End

Dec 31, 2003

Calendar

Year End

Dec 31, 2004

Calendar

Year End

Dec 31, 2005
CIAC AMORTIZATION BY VINTAGE YEAR

CIAC Balance /1

CIAC Additions /2

CIAC Balance
Amortization Rate 5% /1

Annual Amortization

s $ $ S z,z80

2,280

0.05

114s

0.05

- s
0.05

_ s
0.05

.. s

CIAC AMORTIZATION CALCULATION BY VINTAGE YEAR

s s s S 2,280

Line No.

1

2

3

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

s S S S 2,280

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

25

2 6

2 7

2 8

2 9

3 0

3 1

3 2

3 3

3 4

3 5

3 6

3 7

3 8

CIAC Balance/Additions

Accumulated Amortization at July 31, 1982 /1

Net CIAC at July 31, 1982

Annual Amortization /3 /4

7/31/1983

7/31/1984

7/31/1985

7/31/1986

7/31/1987

7/31/1988

7/31/1989

7/31/1990

7/31/1991

7/31/1992

7/31/1993

7/31/1994

7/31/1995

7/31/1996

7/31/1997

7/31/1998

7/31/1999

7/31/2000

7/31/2001

12/31/2002

12/31/2003

12/31/2004

12/31/2005

12/31/2006

12/31/2007

Amortization 7-31-83 through 12-31-07 s s $ s

(57)
(114)

(114)

(285)3 9

4 0

4 1

4 2

4 3

SUMMARY BY VINTAGE YEAR

4 4

4 5

4 6

4 7

4 8

4 9

5 0

CIAC Balance

Accumulated Amortization

Net CIAC

$

$

s

s

s

s

S

s

s

s

$

s

z,z80

(285)

1,995

51

/1 - Staff Report Docket No. U-2069-83-042

/2 - Sunrise Water Co. Annual Report to ACC

/3 .. Half Year Convention Used

/6 - Amortization for year ending 12-31-2002 includes

17 months amortization due to change from fiscal

year to calendar year



Sunrise Water Co.

Calculation of Contributions in aid of Construction net of Amortization

All Data Original Cost
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Calendar

Year End

Dec 31, 2006

Calendar

Year End

Dec 31, 2007

Summary

Totals

Dec 31, 2007

CIAC AMORTIZATION BY VINTAGE YEAR

CIAC Balance /1
CIAC Additions /2

CIAC Balance

Amortization Rate 5% /1

Annual Amortization

$ 104,447 $

104,447

0.05

5,222 s

113,146

113,146

0.05

5,657

s
s

28,982

396,067

425,049

s

CIAC AMORTIZATION CALCULATION BY VINTAGE YEAR

s 104,447 s 425,049

Line No.

1

2

3

5

6

7

8

9

10

11

12

13

14

$ 104,447 s

113,146 s

. s
113,146 s 425,049

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

CIAC Balance/Additions

Accumulated Amortization at July 31, 1982 /1

Net CIAC at July 31, 1982

Annual Amortization /3 /4

7/31/1983

7/31/1984

7/31/1985

7/31/1986

7/31/1987

7/31/1988

7/31/1989

7/31/1990

7/31/1991

7/31/1992

7/31/1993

7/31/1994

7/31/1995

7/31/1996

7/31/1997

7/31/1998

7/31/1999

7/31/2000

7/31/2001

12/31/2002

12/31/2003

12/31/2004

12/31/2005

12/31/2006

12/31/2007

Amortization 7-31-83 through 12-31-07 s

(2,611)

(5,222)

(7,834) s

s

$

s

s

$

s

s

s

s

s

$

s

s

s

s

S

s

S

s

s

s

s

s

s
(2,829) s

(2,829) s

(1,449)

(1,449)

(3,642)

(5,836)

(5,836)

(5,836)

(S,836)

(5,836)

(5,836)

(5,836)

(5,836)

(5,836)

(5,836)

(5,836)

(5,836)

(5,836)

(5,836)

(7,529)

(9,741)

(13,930)

(8,810)

(8,810)

(4,846)

(7,148)

(12,588)

(161,641)39

40

41

42

43

SUMMARY BY VINTAGE YEAR

44

45

46

47

48

49

50

CIAC Balance

Accumulated Amortization

Net CIAC

s

s

s

104,447 $

(7,834) $

96,613 s

113,146 $

(2,829) $

110,317 s

425,049

(161,641)

263,408

51

/1 - Staff Report Docket No. U-2069-83-042

/2 - Sunrise Water Co. Annual Report to ACC

/3 - Half Year Convention Used

/6 - Amortization for year ending 12-31-2002 includes

17 months amortization due to change from fiscal

year to calendar year
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Sunrise Water Co.

Test Year Ended December 31, 2007

Adjusted Test Year Income Statement

Exhibit: RU-1

Schedule C-1

Page 1

JonesWitness:

Actual for

Test Year

Ended

12/31/2007

Total

Pro forma
Adjustments

Test Year

Results

After

Pro forma
Adjustments

Proposed

Rate

Increase

Adjusted

With Rate

Increase

s 1,296,025 S

8,338

1,304,363 s

285,932 s 1,581,956

8,338

1,590,295$

1,349,666 $

10,273

1,359,939 s

(53,642) S

(1,935)

(55,577) s 285,932 s

$ s 31,902 s

(9,408)
s

Line

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

382,937

179,081

14,099

26,549

49,245

45,163

2,635

37,664

74,769

11,141

77,595

4,487

414,840

169,673

14,099

26,549

53,733

45,163

z,e35

37,664
74,769

11,141

50,775

25,000

(21,980)

395,853

64,714

17

18

19

20

21

22

23

14,287

307,762

55,953

(26,821)

25,000

(36,267)

88,091

8,761

S

s

1,278,881

81,058
s

$

85,745 s

(141,322) s

1,364,627 s

(60,264) s

80,852

80,852

205,079
s

$

414,840

169,673

14,099

26,549

53,733

45,163

2,635

37,664

74,769

11,141

50,775

25,000

(21,980)

395,853

64,714

80,852

1,445,479

144,815

24

25

26

27

28

s $ s

Revenues

Metered Water Revenues

Other Water Revenues

Total Revenues

Operating Expenses

Salaries and Wages

Purchased Power

Chemicals

Repairs and Maintenance

Office Supplies Expense

Outside Services

Water Testing

Rents

Transportation Expense

Insurance - General Liability

Insurance - Health and Life

Regulatory Expense

Miscellaneous Expense

Depreciation Expense

Property Taxes

Income Taxes

Total Operating Expenses

Operating Income

Other Income (Expense)

Interest and Dividend Income

Interest Expense

Total Other Income (Expense)

Net Income (Loss)
s

s

54,790 s
(2,161)

52,628
133,686

s

$

(54,790) s

2,161

(52,628) s
(193,950) s

s
(60,264) $ 205,079

s
s 144,815

29

30

31

32

33

34

35

Supporting Schedules:

E-2

C-2

Recon Schedules:

A-1



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Pro forma Adjustments

Exhibit:

Witness:

RU-1

Schedule C-2

Page 1

Jones

[A] [B] [C] [D] [E]

ADJ

RU-1

ADJ

RLJ-2

ADJ

RLI-3

ADJ

RU-4

ADJ

RU-5

s (5,827)

s $

(1,935)

(1,935) s $ $ (5,827)

2,649 1,839

(142,925)

s

$

(142,925) s

142,925 s
- s

(1,935) s

2,649 s

(2,649) s

1,839 s

(1,839) s (5,827)

Revenues

Metered Water Revenues

Other Water Revenues

Total Revenues

Operating Expenses

Salaries and Wages

Purchased Power

Chemicals

Repairs and Maintenance

Office Supplies Expense

Outside Services

Water Testing

Rents

Transportation Expense

Insurance - General Liability

Insurance - Health and Life

Regulatory Expense

Miscellaneous Expense

Depreciation Expense

Property Taxes

Income Taxes

Total Operating Expenses

Operating Income

Other Income (Expense)

Interest and Dividend Income

Interest Expense

Total Other Income (Expense)

Net Income (Loss)
$

s 142,925
$

$

- s
(1,935) s

- s
(2,649) $

- s
(1,839) S (5,827)

Line

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

Supporting Schedules: Recap Schedules:

C-1



Sunrise Water Co.
Test Year Ended December 31, 2007
Income Statement Pro forma Adjustments

Exhibit: RU-1

Schedule C-2

Page 2

JonesWitness:

[F] [G] [H] [I] [J]

ADJ

RU-6

ADJ

RU-7

ADJ

RU-8

ADJ

RU-9

ADJ

RU-10

Line

1

2

3
$ (47,815)

s s s (47,815) s s

(5,425) 3,086 (7,069)

106,658

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

s
s

(5,425) $
5 , 4 2 5  s

3 , 0 8 6  $
(3,086)  s

- s
(47,815) s

(7 ,069)  s
7 , 0 6 9  s

106,658

(106,658)

Revenues

Metered Water Revenues

Other Water Revenues

Total Revenues

Operating Expenses

Salaries and Wages

Purchased Power

Chemicals

Repairs andMaintenance

Office Supplies Expense

Outside Services

Water Testing

Rents

Transportation Expense

Insurance - General Liability

Insurance - Health and Life

RegulatoryExpense

Miscellaneous Expense

Depreciation Expense

Property Taxes

Income Taxes

Total Operating Expenses

Operating Income

Other Income (Expense)

Interest and Dividend Income

Interest Expense

Total Other Income (Expense)

Net Income (Loss)
s
$ 5,425

$
s

- s
(3,086)  s

- s
(47,815) s 7,069

s
s (106,658)

29

30

31

32

33

34

Sunoortimz Schedules:



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Pro forma Adjustments

Exhibit: RU-1

Schedule C-2

Page 3

JonesWitness:

[K] [L] [M] [N] [O]

ADJ

RU-11

ADJ

RU-12

ADJ

RLI-13

ADJ

RU-14

ADJ

RU-15

S s S s S

Line

1

2

3

4

5

6
7

8

9

10

11

12

13

14

s 31,902

(33,157) 6,336

88,091

8,761

15

16

17

18

19

20

21

22

23

24

25

26

27

28

s

s

88,091 s

(88,091) $

8,761 s

(8,761) s

(33,157) s

33,157 s

31,902 $

(31,902) $

6,336

(6,336)

Revenues

Metered Water Revenues

Other Water Revenues

Total Revenues

Operating Expenses

Salaries and Wages

Purchased Power

Chemicals

Repairs and Maintenance

Office Supplies Expense

Outside Services

Water Testing

Rents

Transportation Expense

Insurance - General Liability

Insurance - Health and Life

Regulatory Expense

Miscellaneous Expense

Depreciation Expense

Property Taxes

Income Taxes

Total Operating Expenses

Operating Income

Other Income (Expense)

Interest and Dividend Income

Interest Expense

Total Other Income (Expense)

Net Income (Loss)
s

$

- s
(88,091) s

- s
(8,761) s 33,157

s

S
- s

(31,902) $ (6,336)

29

30

31

32

33

34

Supporting Schedules:



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Pro forma Adjustments

Exhibit:

Witness:

RU-1

Schedule C-2

Page 4

Jones

[P] [Q] [R] [S]

ADJ

RU-16

ADJ

RU-17

ADJ

RU-18

Total
Adiustments

s

s s $ s

(53,642)

(1,935)

(55,577)

s 31,902

(9,408)

4,487

25,000

(26,821)

25,000

(36,267)

88,091

8,761

s

$

s

s

25,000 s

(25,000) s
s

s

85,745

(141,322)

s s

Revenues

Metered Water Revenues

Other Water Revenues

Total Revenues

Operating Expenses

Salaries and Wages

Purchased Power

Chemicals

Repairs and Maintenance

Office Supplies Expense

Outside Services

Water Testing

Rents

Transportation Expense

Insurance - General Liability

Insurance - Health and Life

Regulatory Expense

Miscellaneous Expense

Depreciation Expense

Property Taxes

Income Taxes

Total Operating Expenses

Operating Income

Other Income (Expense)

Interest and Dividend Income

Interest Expense

Total Other Income (Expense)

Net Income (Loss)
S

S

(54,790)

2,161

(52,628) $

(52,628) s
- s

(25,000) s
s

s

(54,790)

2,161

(52,628)

(193,950)

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21
22

23

24

25

26

27

28

29

30

31

32

33

34

Supporting Schedules:



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-1

Exhibit: RU-1

Schedule C-2

Page 5

JonesWitness:

Line

No.

1

2

3

4

Adjust Booked Expenses to Remove Refund of Taxable Advances from Miscellaneous Expense

Sunrise Water Co. records all Advances in Aid of Construction in the Advance account. For those

Advances that are considered income for tax purposes, Sunrise Water Co. records

a debit in a contra account to Advances in Aid of Construction and a credit to

Other Water Revenue. When refunds of taxable advances are made, a credit is recorded in the

Advance contra account and a debit is recorded in Miscellaneous Expense. These entries are

tax entries and should be eliminated for regulatory purposes.

5

6

7

8

9

10

11

12

Tax Expense Recorded As Miscellaneous Expense December 21, 2007 G/L s 142,925

Increase/(Decrease) in Miscellaneous Expense s (142,925)

13

14

15

16

Adjustment to Revenues and/or Expenses s (142,925)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-2

Exhibit:

Witness:

RU-1

Schedule C-2

Page 6

Jones

Adjust Booked Revenue to Remove Meter Advance from Other Water Revenue

Sunrise Water Co. records all Advances in Aid of Construction in the Advance account. For those

Advances that are considered income for tax purposes, Sunrise Water Co. records

a debit in a contra account to Advances in Aid of Construction and a credit to

Other Water Revenue, When refunds of taxable advances are made, a credit is recorded in the

Advance contra account and a debit is recorded in Miscellaneous Expense. These entries are

tax entries and should be eliminated for regulator purposes.

Tax Income Recorded As Other Water Revenue December 31, 2007 G/L s 1,935

Increase/(Decrease) in Other Water Revenue s (1,935)

Line

1

2

3

4

5

6

7

8

9

10

11
12

13
14

15

16

Adjustment to Revenues and/or Expenses s (1,935)



Sunrise Water Co.
Test Year Ended December 31, 2007
Income Statement Adjustment RU-3

Exhibit:

Witness:

RU-1

Schedule C-2

Page 7

Jones

Line

No.

1
2
3
4
5
6

Adjust Office Supplies Expense to Reflect Postage Increase

During the Test Year Sunrise Water Co billed its customers using a post card bill. In
anticipation of implementing Best Management Practices as required by new ADWR
regulations, Sunrise has gone to a letter size bill to allow for customer messaging, Each
new bill includes the bill, a return envelope and the mailing envelope. Postage
costs have increased due to the new bill format. In addition postage
rate increases have occurred.

Bills mailed during Test Year per BFA 15,891

7

8

9

10

1 1

12

1 3

14

s
s

0.24

0.26

33.3%

66.7%

0.2533

January 1, 2007 Post Card Rate

May 14, 2007 Post Card Rate

Percentage of Bills Mailed at $0.24

Percentage of Bills Mailed at $.026
Average Postage Cost per Bill During Test Year s

s 0.4z00

0.2533

0.1667

Current Rate for Postage for 8 1/2" x 11" Bill
Average Postage Cost per Bill During Test Year
Per Bill Increase in Postage s

15
16
17
18
19
20
21
22
23
24
25

Total Increase in Postage Expense $ 2,649

Increase/(Decrease) in Office Supplies Expense s 2,649

26

27

28

29

Adjustment to Revenues and/or Expenses s 2,649



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-4

Exhibit: RU-1

Schedule C-2

Page 8

JonesWitness:

Line

1

2

3

4

5

Adiust Office Supplies Expense to Reflect Bill Form and Handling Cost Increase

7

8

9

10

During the Test Year Sunrise Water Co. billed its customers using a post card bill. In
anticipation of implementing Best Management Practices as required by new ADWR

regulations, as of March 2008, Sunrise has used a letter size bill to allow for customer

messaging, Each new bill includes the bill, a return envelope and the mailing envelope.

Form costs have increased due to the new bill format. Additionally, Sunrise Water Co.

has leased a Pitney Bowes machine that folds and stuffs the bills.

Bills mailed during Test Year per BFA 15,891

11

21

22

23

24

25

26

Per Bill Cost New Bill Format

Per Bill Cost for Post Card Bill Forms during Test Year

Per Bill Increase in Bill Form Cost

s

s

S

0.09

0.06

0.03

Increase in Bill Form Expense

Pitney Bowes Annual Lease Expense
S

s

477

1,362

Total Increase in Billing Cost s 1,839

Increase/(Decrease) in Office Supplies Expense $ 1,839

27

28

29

30

31

32

33

34

Adjustment to Revenues and/or Expenses s 1,839



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-5

Exhibit:

Witness:

RU-1

Schedule C-2

Page 9

Jones

Line

No.

Adiust Metered Water Revenue to Reflect Billed Revenue

During the Test Year Sunrise Water Co. recorded Revenue on a cash basis. For regulatory

purposes revenue should reflect billed revenue without regard to actual collections.

Residential and Commercial Metered Water Revenue Dec. 31, 2007 G/L $ 1,273,431

1

2

3

4

5

6

7

8

9

10

Residential and Commercial Metered Water Revenue Per Billing Reports s 1,267,603

Difference Book (Cash Basis) vs. Billed Revenue s 5,827

Increase/(Decrease) in Metered Water Revenue s (5,827)
11
12

13
14

15

16

Adjustment to Revenues and/or Expenses $ (5,827)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-6

Exhibit:

Witness:

RU-1

Schedule C-2

Page 10

Jones

Adjust purchased Power to Remove Personal ExDense

During the Test Year APS billings for Owner's home were charged to

Purchased Power.

Personal Utility Expense:

January

February

March

April

May

June

July

August

September

October

November

December

Total

$

s

$

s

s

$

s

s

s

s

s

s

s

459.13
412.04

287.40

319.41

251.48

351.08

507.30

836.94

700.24

588.05

468.35

243.37

5,424.79

Total Personal Utility Expense Charged to Purchased Power s 5,4z5

Increase/(Decrease) in Purchased Power Expense s (5,425)

Line

no.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Adjustment to Revenues and/or Expenses s (5,425)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-7

Exhibit: RU-1

Schedule C-2

Page 11

Joneswitness:

Adjust Purchased Power to Reflect APS Rate Increase

Calculated Power Adjustment S 3,086

Total change in Pumping Power Expense due to Rate Increase s 3,086

Increase/(Decrease) in Purchased Power Expense $ 3,086

Adjustment to Revenues and/or Expenses S 3,086

Line

1

2

3

4

5

6
7

8

9

10

11

12

13

14

15

Sunnortine Schedules:

C-2.7



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-8

Exhibit: RU-1

Schedule C-2

Page 12

JonesWitness:

Adiust Metered Water Revenue to Reflect Normalized Level of Hvdrant Meter Sales

Sunrise Water Co. makes water available from fire hydrants in its service area to contractors

performing construction within its service area. Hydrant meter sales for the Test Year are

significantly above normal levels due to elevated levels of subdivision construction associated with

high levels of real estate development in 2006 - 2007 and a single large flood control project under

construction during 2007. Normalized hydrant meter sales should be used to avoid inclusion of

nonrecurring revenue in the Test Year

Hydrant Meter Sales (gallons):

Calendar Year 2003

Calendar Year 2004

Calendar Year 2005

Calendar Year 2006

Calendar Year 2007

Total Hydrant Sales (5-years)

1,074,700

3,640,100

4,759,010

19,574,700
24,966,230

54,014,740

Test Year Hydrant Sales for Flood Control Project

Adjusted Total Hydrant Sales (5-Years)

(13,068,700)

40,946,040

Average Adjusted Hydrant Sales (5-Yr Period) (gallons)

Test Year Hydrant Sales

8,189,208

24,966,230

Hydrant Sales in excess of 5-Yr Adjusted Average (gallons) (16,777,022)

Revenue Generated Per 1,000 gallons S 2.85

Line

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

Test Year Hydrant Meter Revenue in Excess of 5-Yr Average $ (47,815)

Increase/(Decrease) in Metered Water Revenue s (47,815)

31

32

33

34

Adjustment to Revenues and/or Expenses s (47,815)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-9

Exhibit: RU-1

Schedule C-2

Page 13
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Line

No.

1

2

3

4

Adiust Purchased Power to Reflect Hvdrant Meter Sales Adjustment

Hydrant Sales are being normalized to 5»Yr Average Sales. Purchased Power should be
reduced to reflect the normalized level of system demand.

s 179,081Test Year Purchased Power Cost December 31, 2007 G/L

Less:
Power for Admin/Shop Buildings

Adjustment RU-6

Test Year Pumping Power Cost

Pumping Power Adjustment (See RLJ~7)

Adjusted Pumping Power Cost $

2,134

5,425

171,522

3,086

174,608

Test Year Gallons Pumped 414,409,000

Test Year Pumping Power Cost per 1,000 gallons s 0.4213

Hydrant Sales Adjustment (See RlJ-8) (16,777,022)

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21
22

Test Year Power Cost Attributable to Hydrant Sales Adjustment s 7,069

Increase/(Decrease) in Purchased Power s (7,069)

23

24

25

26

Adjustment to Revenues and/or Expenses $ (7,069)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-10

Exhibit:

Witness:

RU-1

Schedule C-2

Page 14

Jones

Line

No.

Adjust Miscellaneous Expense to Reflect Normalized Level of Capitalized Overhead

Sunrise Water Co. charges a portion of its administrative and general expenses to capital.

The allocation is based upon the level of capital expenditures in a given year.

During the test year capital expenditures were unusually high. The level of

administrative and general expenses charged to capital should be normalized.

1

2

3

4

5

6

7

8

9

10

11

12

s

13

14

Plant Additions per G/L

Calendar year 2003

Calendar Year 2004

Calendar Year 2005

Calendar Year 2006

Calendar Year 2007

Total Plant Additions (5-years) s

142,071

457,005

127,059

2,422,434

2,983,791

6,132,360

Less: Land Additions

Plant Additions subject to OH allocation s

873,264

5,259,096

s

Capital Overhead Allocation per G/L

Calendar Year 2003

Calendar Year 2004

Calendar Year 2005

Calendar Year 2006

Calendar Year 2007

Total Capital Overhead (5~years) s

3,183

19,844

3,388

67,791

156,874

251,080

Capital Overhead Rate (5-Yr Average) 4.77%

Average Capital Overhead (5-Yr period) s 50,216

Capitalized Overhead during Test Year s 156,874

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

Capitalized Overhead in excess of Normalized Capital Overhead s 106,658

Increase/(Decrease) in Miscellaneous Expense $ 106,658

37

38

39

40

Adjustment to Revenues and/or Expenses s 106,658



Sunrise Water Co.

Test Year Ended December 31, 2007
Income Statement Adjustment RU-11

Adiust Depreciation Expense to Reflect Staff Recommended Depreciation Rates

12/31/2007

Plant

Balances

$ 873,264

321,621

1,989,247

1,689,043

76,874

Plant

Adjustments

RU-1 RU-5 RU-8

$ 204,304

15,788

12,637

Adjusted

Plant

Balances

$ 1,077,568

321,621

2,00s,035

1,701,681

76,874

Staff

Rates

0.00%

3.33%

3.33%

12.50%

Witness:

Exhibit:

\r

Annual

Depreciation

s

RU-1

Schedule C-2

Page 15

Jones

10,710

66,242

211,130

15,375

439,372

48,819

3,471,502

405,494

21,879

366,179

20,244

2,z49

372,345

14,258

8,787

5,390

459,616

51,068

3,843,847

419,752

30,666

371,569

9,754
2,441

69,430

13,503

1,823

7,324

December

303

304

307

311

320

320.2

330

330.1

330.2

331

333

334

335

340

340.1

343

347

31, 2007 Plant Balances

Land and Land Rights

Structures & Improvements

Wells & Springs

Pumping Equipment

Water Treatment Equipment

Solution Feeders

Distribution Reservoirs & Standpipes

Storage Tanks

Pressure Tanks

Transmission and Distribution Mains

Services

Meters

Hydrants

Office Furnlture and Equipment

Computers and Software

Tools, Shop and Garage Equipment

Miscellaneous Equipment

27,777

12,763

8,z07

9,752,043

338

656,339

27,777

12,763

8,545

10,408,383

20.00%

$
2 . 2 2 %

5 . 0 0 %

2 . 0 0 %

3.33%

8 . 3 3 %

2 . 0 0 %

6.67%

20 . 00%

5.00%

1 0 . 0 0 %

5,555

638

821

Staff Recommended Annual Depreciation 4.44% s 414,746

12/31/07 CIAC Balance 425,049

Composite Depreciation Rate 4.44%

Amortization of CIAC $ 18,893

Calculated Depreciation Expense using Staff Recommended Depreciation $ 395,853

Depreciation Recorded during Test Year $ 307,762

Line

M
1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

2 7

2 8

2 9

3 0

3 1

3 2

3 3

3 4

3 5

3 6

3 7

3 8

Calculated Depreciation in excess of Test Year Depreciation $ 88,091

Increase/(Decrease) in Depreciation Expense s 88,091

39
40

41

42

Adjustment to Revenues and/or Expenses $ 88,091



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU»12

Exhibit:

Witness:

RU-1

Schedule C-2

Page 16

Jones

Adjust Propertv Taxes to Reflect Proposed Revenues

S

$
S

s

1,304,363

1,304,363

1,590,295

1,399,673

2,799,347

5,709

Line

No.

1

2

3

4

5
6

7

8

9

10

11

12

Adjusted Revenues in year ended 12/31/07

Adjusted Revenues in year ended 12/31/07

Proposed Revenues

Average of three year's of revenue

Average of three year's of revenue, times 2

Add:

Construction Work In Progress at 10%

Deduct:

Net Book Value of Transportation Equipment $

s

s

s

2,805,055

23.0%

645,163

10.0306%

64,714

55,953

8,761

13

14

15

16

17

18

19

20

21

Full Cash Value

Assessment Ratio (2008)

Assessed Value

Property Tax Rate (Test Year)

Property Tax with Proposed Rates

Property Taxes in Test Year

Change in Property Taxes s

Increase/(Decrease) in Property Taxes s 8,761

22

23

24

25

26

Adjustment to Revenues and/or Expenses s 8,761



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-13

Exhibit: RU-1

Schedule C-2

Page 17

JonesWitness:

Adjust Insurance - Health and Life to Remove Personal Expense

During the Test Year health care expenses for Owner were charged to

Insurance - Health and Life.

Total Personal Health Care Expense Charged to Insurance - Health and Life 33,157

Increase/(Decrease) in Insurance - Health and Life Expense s (33,157)

Line

1

2

3

4

5

6

7

8

9
10

11

12

Adjustment to Revenues and/or Expenses s (33,157)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-14

Exhibit:

Witness:

RU-1

Schedule C-2

Page 18

Jones

Adjust Salaries and Waves Expense

Adjusted Test Year Salary Expenses $ 414,840

Test Year Salary Expense per G/L 382,937

Increase/(Decrease) in Salaries and Wages Expense s 31,902

Adjustment to Revenues and/or Expenses s 31,902

1 Sunrise includes all payroll taxes in its Salaries and Wage Expense Account

Line

No.

1

2

3

4

5

6
7

8

9

10

11

12

13

14

15

16

Supporting Schedules:

C-2.14



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-15

Exhibit: RU-1

Schedule C-2

Page 19

JonesWitness:

Adjust Health Insurance Expense

Adjusted Test Year Health Insurance Expense $ 50,775

Test Year Health Insurance Expense per G/L 44,438

Increase/(Decrease) in Health Insurance Expense s 6,336

Line

No.

1

2

3

4

5

6

7

8

9

10

11

Adjustment to Revenues and/or Expenses s 6,336



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-16

Exhibit: RU-1

Schedule C-2

Page 20

JonesWitness:

Remove Other Income and Expenses to Eliminate Effects on Income Taxes

Test Year Interest Income

Test Year Interest Expense
s 54,790

(2,161)

Total Other Income /(Expense) $ 52,628

Increase/(Decrease) in Other Income/ (Expense) s (52,628)

Line

1

2

3

4

5

6

7

8

9
10

11

12

Adjustment to Revenues and/or Expenses s (52,628)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-17

Exhibit:

Witness:

RU-1

Schedule C-2

Page 21

Jones

Reaulatow Expense

Estimated Rate Case Expense s 75,000

Estimated Amortization Period in Years 3

Annual Rate Case Expense 25,000

Test Year Regulatory Expense

Increase in Rate Case Expense $ 25,000

Increase/(Decrease) in Rate Case Expense s 25,000

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14
15

16

17

Adjustment to Revenues and/or Expenses S 25,000



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-18

Exhibit: RU-1

Schedule C-2

Page 22

JonesWitness:

Calculation of Income Taxes at Proposed Rates

Test Year

Adjusted

Results

Adjusted

with Rate

Increase

Income Before Taxes
Arizona Taxable Income

s (60,264) s

(60,264)

225,668

225,668

Less Arizona Income Tax 6.9680% $ $ 15,725

Apparent Arizona Tax Rate" 5.4994%

Line

1

2

3

4

6

7

8

9

10

11

12

13

14

Federal Income Before Taxes

Less Arizona Income Taxes
Federal Taxable Income

s (60,264) s

s (60,264) s

225,668

15,725
209,943

FEDERAL INCOME TAXES:

15% BRACKET UP TO

25% BRACKETUP TO

34% BRACKET UP TO

39% BRACKET UP TO

34% BRACKET OVER

50,000

75,000

100,000

335,000

335,001

7,500

6,250

8,500

42,878

15

16

17

18

19

20

21

22
23 Federal Income Taxes: s $ 65,128

Effective Federal Tax Rate 31.0217%

Apparent Federal Tax Rates 3 24.1029%

Total Income Tax s s 80,852

Overall Tax Rate 0.0000% 35.8281%

Test Year Income Taxes, Per Books

Increase in Income Taxes
s

Adjustment to Revenues and/or Expense S

Test Year Income Taxes, Adjusted s

Increase in Income Taxes 80,852

Adjustment to Revenues and/or Expense $ 80,852

24

25

26

27

28

29

30
31

32

33

34

35
36

37

38

39

40

41

42

43

44

45

46

47

48

49

1 Apparent Arizona Tax Rate is the tax due divided by the total change in Arizona Taxable Income

2 Apparent Federal Tax Rate is the tax due divided by the total change in Federal Taxable Income

3 Calculation of Apparent Tax Rates is necessary to correctly calculate Gross Revenue Conversion Factor, since

Test Year Taxable Income is less than zero and is taxed at a rate of zero.
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Sunrise Water Co.

Test Year Ended December 31, 2007

Computation of Gross Revenue Conversion Factor

Exhibit:

Witness:

RU-1

Schedule C-3

Page 1

Jones

Line

No.

Calculation of Gross Revenue Conversion Factor

Operating Income Before Taxes

Apparent State Tax Rates

Federal Taxable Income

Apparent Federal Tax Rate'

Effective Apparent Federal Tax Rate

100.0000%

5.4994%

94.5006%

24.1029%

22.7774%

Total Apparent Tax Rate 28.2768%

Operating Income Percentage 71.7232%

1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

13

Gross Revenue Conversion Factor 1.39425

1 4

15

16

17

1 8

1 9

2 0

21

Calculation of Effective Tax Rates

Operating Income Before Taxes

Effective State Tax Rate

Federal Taxable Income

Effective Federal Tax Rate

Effective Federal Tax Rate

100.0000%

6.9680%

93.0320%

31.0217%

28.8601%

Total Effective Tax Rate 35.8281%

22

Calculation of Marginal Tax Rate;

Operating Income Before Taxes

Marginal State Tax Rate

Federal Taxable Income

Marginal Federal Tax Rate

Effective Marginal Federal Tax Rate

100.0000%

6.9680%

93.0320%

39.0000%

36.2825%

2 3

24

2 5

2 6

2 7

2 8

2 9

3 0 Combined Marginal Tax Rate 43.2505%

3 1

32

3 3

34

3 5

3 6

1 .Apparent Tax Rates are used in order to correctly calculate the Gross Revenue Conversion Factor.

2 The Effective Tax Rate is the basis of the Income Tax Expense and is shown for reference purposes.

3 The Combined Marginal Tax Rate is the tax paid on incremental income and is shown for reference purposes.
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Sunrise Water Co.

Test Year Ended December 31, 2007

Summary Cost of Capital

Exhibit: RU-1

Schedule D-1

Page 1

JonesWitness:

End of Test Year End of Projected Year

Line

No. Invested Capital Amount

Cost

Rate

Com-

posite

Cost Amount
Cost

Rate

Com-

posite

Cost

Common Equity s 1,623,775 100% 10.0% 10.0% s 1,757,664 100% 10.0% 10.0%

1

2

3
4

5

6

7

8

9

Supporting Schedules:

D-2 D-3

D-4 E-1

%

RecaD Schedules:

A-3



Sunrise Water Co.

Test Year Ended December 31, 2007
Cost of Long-Term and Short-Term Debt

Witness:

Exhibit: RU-1

Schedule D-2

Page 1

Jones

Line

No.

Not Applicable - No long-term or short-term debt issued or outstanding

1

2

3

4

5

6

7

Supporting Schedules: Recap Schedules:

D-1



Sunrise Water Co.

Test Year Ended December 31, 2007

Cost of Preferred Stock

Witness:

Exhibit: RU-1

Schedule D-3

Page 1

Jones

Line

No.

Not Applicable - No preferred stock issued or outstanding

1

2

3

4

5

6

7

Supporting Schedules: Recap Schedules:

D-1



Sunrise Water Co.

Test Year Ended December 31, 2007

Cost of Common Equity

Witness:

Exhibit: RU-1

Schedule D-4

Page 1

Jones

Line

No.

Sunrise is proposing a 10.0% cost of common equity per its filed testimony

1

2

3

4

5

6

7

Supporting Schedules: Recap Schedules:

D-1
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Sunrise Water Co.

Test Year Ended December 31, 2007

Comparative Balance Sheet

Exhibit: RU-1

Schedule E-1

Page 1

JonesWitness:

projected

Year

Ended

12/31/2008

Test

Year

Ended

12/31/2007

Prior

Year

Ended

12/31/2006

Prior

Year

Ended

12/31/2005

ASSETS

PROPERTY PLANT AND EQUIPMENT

Utility Plant In Service

Construction Work in Progress

Less: Accumulated Depreciation

Net Plant

s 10,932,043

57,088

(2,348,323)

8,640,808 s

s $

S

9,752,043

57,088

(1,952,470)

7,856,661 s

6,768,252 s

212,885

(1,635,763)

5,345,374 S

4,345,818

450,630

(1,391,903)

3,404,545

CURRENT ASSETS

Cash and Equivalents

Special Deposits

Customer Accounts Receivable

Notes/Receivables from Associated Companies

Total Current Assets

s 513,115 s

700

41,402

36,181

591,398 s

460,622 s

700

41,402

36,181

538,905 s

s 168,263

s

1,826,814
7,000

2,106

43,299

1,879,219 s

3,334

30,717

202,314

Line

1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6 TOTAL ASSETS $ 9,232,207 S 8,395,566 s 7,224,593 S 3,606,860

LIABILITIES AND STOCKHOLDERS' EQulTv

Common Equity s 1,757,664 s 1,623,775 s 1,491,976 s 502,886

Long-Term Debt s s s s

CURRENT LIABILITIES

Accounts Payable

Customer Deposits

Accrued Taxes

Total Current Liabilities

s $ s s

s

206,236

91,855

4,983

303,074 $

206,236

91,855

4,983

303,074 s

231,190

86,495

6,101

323,786 s

30,350

84,935

6,102

121,387

DEFERRED CREDITS

Advances in Aid of Construction

Contributions in Aid of Construction

Accumulated Amortization CIAC

Total Deferred Credits

$ 6,774,258

425,049

(27,838)

7,171,468 s

$ s s 2,775,131

207,456

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

25

2 6

2 7

2 8

2 9

3 0

3 1

3 2

3 3

3 4

3 5

3 6

s

6,052,614

425,049

(8,945)

6,468,717 $

5,098,816

311,903

(1,887)

5,408,832 s 2,982,587

Total Liabilities & Common Equity $ 9,232,207 s 8,395,566 s 7,224,593 s 3,606,860

3 7

3 8

3 9
4 0

4 1

4 2

4 3

Supporting Schedules:

E-5

Recap Schedules:

A-3



Sunrise Water Co.
Test Year Ended December 31, 2007
Comparative Income Statements

Exhibit:

Witness:

RU-1

Schedule E-2

Page 1

Jones

Line

No.

Test

Year

Ended

12/31/2007

Prior

Year

Ended

12/31/2006

Prior

Year

Ended

12/31/2005

S $ s

s

1,349,666

10,273

1,359,939 s

1,234,172

25,534

1,259,706 S

1,073,268

18,293

1,091,561

s S s

s
s

3 8 2 , 9 3 7

1 7 9 , 0 8 1

1 4 , 0 9 9

2 6 , 5 4 9

4 9 , 2 4 5

4 5 , 1 6 3

2 , 6 3 5

3 7 , 6 6 4

7 4 , 7 6 9

1 1 , 1 4 1

7 7 , 5 9 5

1 4 , 2 8 7

3 0 7 , 7 6 2

5 5 , 9 5 3

1,278,881

8 1 , 0 5 8
s
s

2 3 1 , 6 2 5

1 8 2 , 9 8 9

8 , 9 7 4

1 7 , 8 2 5

4 5 , 4 0 6

4 6 , 1 5 1

2 , 1 6 5

1 4 8 , 6 5 1

7 4 , 2 6 6

1 3 , 5 6 6

8 6 , 8 9 2

1 5 , 9 1 4

2 4 1 , 9 7 3

5 3 , 0 5 6

1,169,454

9 0 , 2 5 3

s

s

2 1 2 , 7 7 1

1 2 9 , 8 5 1

1 1 , 7 6 6

1 4 , 0 4 2

4 3 , 5 9 3

1 2 8 , 4 8 3

2 , 0 3 5

7 3 , 0 6 4

5 8 , 9 2 6

1 3 , 8 3 7

9 2 , 1 4 8

7 2 , 3 5 9

2 0 3 , 7 3 1

4 7 8 , 9 5 5

1,535,561

(444,000)

1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

s 25,574 s

Revenues

Metered Water Revenues

Other Water Revenues

Total Revenues

Operating Expenses

Salaries and Wages

Purchased Power

Chemicals

Repairs and Maintenance

Office Supplies Expense

Outside Services

Water Testing

Rents

Transportation Expense

Insurance - General Liability

Insurance - Health and Life

Miscellaneous Expense

Depreciation Expense

Property Taxes

Total Operating Expenses

Operating Income

Other Income (Expense)

Interest and Dividend Income

Interest Expense

Total Other Income (Expense)

Net Income (Loss)
s
s

54,790 $
(2,161)
52,628 s

133,686 s
25,574

115,826
S
$

5,985

(166,323)

(160,339)

(604,338)

2 7

2 8

2 9

3 0

3 1

3 2

3 3

Supporting Schedules: Recap Schedules:

A-2



Sunrise Water Co.

Test Year Ended December 31, 2007

Comparative Statement of Changes in Financial Position

Witness:

Exhibit: RU-1

Schedule E-3

Page 1

Jones

Test

Yea r

Ended

12/31/2007

Prior

Year

Ended

12/31/2006

Prior

Year

Ended

12/31/2005

Source of Funds

From Operations

Net Income

Depreciation and Amortization
Changes in Working Capital

Changes in Amounts due to/from Affiliates

Changes in Accrued Taxes

Total From Operations

133,686

307,762

(45,532)

7,118

(1,118)

401,916

115,826

241,973

198,515

(12,582)

(1)
543,732

(604,338)

203,731

(36,007)

(66,348)

(6,102)

(509,065)

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

953,798

106,088

From Financing

Advances in Aid of Construction

Contributions in Aid of Construction

Paid In Capital

Total From Financing 1,059,886

2,323,685

102,560

873,264

3,299,508

149,760

207,456

477,575

834,791

Total Funds Provided 1,461,802 3,843,240 325,727

Application of Funds

Construction Expenditures 2,827,994 2,184,689 577,689

Net Increase/(Decrease) in Cash (1,366,192) 1,658,552 (251,963)

Cash, Beginning of Year

Cash, End of Year

1,826,814

460,622

168,263

1,826,814

420,226

168,263

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

Supporting Schedules: Recap Schedules:

A-5



Sunrise Water Co.

Test Year Ended December 31, 2007

Statement of Changes in Stockholder's Equity

Exhibit: RU-1

Schedule E-4

Page 1

JonesWitness:

Common

Stock

Additional

Paid In Caoitai

Retained

Earnings Total

Balance, December 31, 2004

Additional Paid In Capital

Dividends

Net Income

s 10,000 s 146,859 s

477,575

472,790 s 629,649

477,575

(604,338) (604,338)

Balance, December 31, 2005

Additional Paid In Capital

Dividends

Net Income

s 10,000 s 624,434 s

873,264

(131,548) $ 502,886

873,264

115,826 115,826

Line

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

Balance, December 31, 2006

Additional Paid In Capital

Dividends

Adjustments/Other

Net Income

s 10,000 s 1,497,698 S (15,722) s 1,491,976

(1,887)

133,686

(1,887)

133,686

Balance, December 31, 2007 s 10,000 s 1,497,698 S 116,077 S 1,623,775

17

18

19

20

21

22

23

24

25

Sunnortinfz Schedules: Recap Schedules:



Sunrise Water Co.

Test Year Ended December 31, 2007

Detail of Utility Plant

Exhibit:

Witness:

RLI-1

Schedule E-5

Page 1

Jones

Acct.

Plant

Balance

at

12/31/2006

Plant

Additions,

Reclassifications

or

Retirements

Plant

Balance

at

12/31/2007No. Plant Description

s 873,264 s

88,321

1,496,346

484,437

s
233,300

492,902

1,204,606

873,264

321,621

1,989,247

1,689,043

22,313 54,561 76,874

315,136

35,015

523,156

65,035

303

304

307

311

320

320.2

330

330.1

330.2

331

333

334

335

340

340.1

343

347

124,236

13,804

2,948,346

340,459

21,879

306,100 60,079

439,372

48,819

3,471,502

405,494

21,879

366,179

Land and Land Rights
Structures & Improvements

Wells & Springs

Pumping Equipment

Water Treatment Equipment

Solution Feeders

Distribution Reservoirs & Standpipes

Storage Tanks

Pressure Tanks

Transmission and Distribution Mains

Services

Meters

Hydrants

Office Furniture and Equipment

Computers and Software

Tools, Shop and Garage Equipment

Miscellaneous Equipment

27,777

12,763

8,207

27,777

12,763

8,207

TOTAL WATER PLANT s 6,768,252 s 2,983,791 s 9,752,043

Line

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Supporting Schedules: Recap Schedules:

E-1

A-4



Sunrise Water Co.

Test Year Ended December 31, 2007

Operating Statistics

Exhibit: RU-1

Schedule E-7

Page 1

JonesWitness:

Line

Test

Year

Ended

12/31/2007

Prior

Year

Ended
12/31/2006

Prior

Year

Ended

12/31/2005No.

Gallons Sold - By Class of Service (Thousands)

Residential

Commercial

Coin Sales

Hydrant Sales

Total Gallons Sold

362,088

5,527

959

24,966

393,539

333,801

5,527

959

19,575

359,861

299,592

5,527

959

4,759

310,837

Average Number of Customers

Residential

Commercial

1,311

2

1,313

1,287

2

1,289

1,257

2

1,259

Gallons Per Residential Customer 299,725 279,179 246,892

Revenue Per Residential Customer s 1,037 $ 979 s 868

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Pumping Cost Per 1,000 Gallons 0.4551 0.5085 0.4177



Sunrise Water Co.

Test Year Ended December 31, 2007

Taxes Charged to Operations

Exhibit:

Witness:

RU-1

Schedule E-8

page 1

Jones

Line

Test

Yea r

Ended

12/31/2007

Prior

Year

Ended

12/31/2006

Prior

Year

Ended

12/31/2005No.

Description

Federal Income Tax

State Income Tax

Payroll Tax

Property Tax
26,855

55,953

16,244

53,056

14,922

478,955

Totals 82,808 69,300 493,877

1

2

3

4

5

6

7

8

9

10

11

12

Supporting Schedules: Recap Schedules:



Sunrise Water Co.

Test Year Ended December 31, 2007

Notes to Financial Statements

Exhibit: RLJ-1

Schedule E-9

Page 1

JonesWitness:

The Company does not conduct independent audits.

The Company uses a cash basis for accounting, except that receivables from associated companies

are recorded and certain accounts payable are recorded.

The Company does not record income tax expense.

Line

No.

1

2

3

4

5

6

7

8

9

10

11

Supporting Schedules: Recap Schedules:



F Schedules



Sunrise Water Co.

Test Year Ended December 31, 2007

Projected Income Statements - Present and Proposed Rates

Exhibit: RU-1

Schedule F-1

Page 1

JonesWitness:

Actual

Test Year

Ended

12/31/2007

At Present

Rates

Year Ended

Ended

12/31/2008

At Proposed

Rates

Year Ended

Ended

12/31/2008

$ s

s

1,349,666 $

10,273

1,359,939 $

1,296,025

8,338

1,304,363 $

1,581,956

8,338

1,590,295

Line

1

2

3

4

5

6

7
s 382,937

179,081

14,099

26,549

49,245

45,163

2,635

37,664

74,769

11,141

77,595

s 414,840

169,673

14,804

27,876

56,419

47,421

2,767

39,548

82,246

11,698

50,775

s

14,287

307,762

55,953

(21,980)

395,853

64,714

s

s

1,278,881

81,058
$

s

1,356,653 $

(52,290) s

414,840

169,673

14,804

27,876

56,419

47,421

2,767

39,548

82,246

11,698

50,775

25,000

(21,980)

395,853

64,714

74,752

1,456,405

133,889

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

s $

Revenues

Metered Water Revenues

Other Water Revenues

Total Revenues

Operating Expenses

Salaries and Wages

Purchased Power

Chemicals

Repairs and Maintenance

Office Supplies Expense

Outside Services

Water Testing

Rents

Transportation Expense

Insurance - General Liability

Insurance . Health and Life

Regulatory Expense

Miscellaneous Expense

Depreciation Expense

Property Taxes

Income Taxes

Total Operating Expenses

Operating Income

Other Income (Expense)

Interest and Dividend Income

Interest Expense

Total Other Income (Expense)

Net Income (Loss)
s

$

54,790 s

(2,161)

52,628

133,686
s

s

$
(52,290) s 133,889

29

30

31

32

33

Supporting Schedules:

E-2

Recap Schedules:

A-2



Sunrise Water Co.

Test Year Ended December 31, 2007

Projected Changes In Financial Position - Present and Proposed Rates

Exhibit:

Witness:

RU-1

Schedule F-2

Page 1

Jones

Line

1

2

3

Test

Year
Ended

12/31/2007

At Present

Rates

Year

Ended

12/31/2008

At Proposed

Rates

Year

Ended

12/31/2008

(52,290)

395,853

133,889

395,853

Source of Funds

From Operations

Net Income

Depreciation and Amortization

Changes in Working Capital

Changes in Amounts due to/from Affiliates

Changes in Accrued Taxes

Total From Operations

133,686

307,762

(45,532)

7,118

(1,118)

401,916 343,562 529,742

953,798

106,088

721,644

(18,893)

721,644

(18,893)

From Financing

Advances in Aid of Construction

Contributions in Aid of Construction

Paid In Capital

Total From Financing 1,059,886 702,751 702,751

Total Funds Provided 1,461,802 1,046,313 1,232,493

Application of Funds

Construction Expenditures 2,827,994 1,180,000 1,180,000

Net Increase/(Decrease) in Cash (1,366,192) (133,687) 52,493

Cash, Beginning of Year

Cash, End of Year

1,826,814

460,622

460,622

326,936

460,622

513,115

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

Supporting Schedules:

E-3

F-3

RecaD Schedules:

A-5



Sunrise Water Co.

Test Year Ended December 31, 2007

Projected Construction Requirements

Exhibit:

Witness:

RLJ-1

Schedule F-3

Page 1

Jones

Prooertv Classification

Actual

Test Year

12/31/2007

Thru

12/31/2008

Projected

Thru

12/31/2009

Thru

12/31/2010

Producion Plant 1,985,370 s s s 50,000

Transmission & Distribution Plant 842,624 s 1,180,000 s 1,125,000 S 1,100,000

S 2,827,994 s 1,180,000 $ 1,125,000 s 1,150,000

Line

No.

1

2

3

4

5

6

7

8

9 Total plant

10

11 Supporting Schedules:

12

13

14

Recap Schedules:

F-2 A-4



Sunrise Water Co.

Test Year Ended December 31, 2007

Assumptions Used in Developing Projection

Exhibit: RU-1

Schedule F-4

Page 1

JonesWitness:

No Customer Growth

No Change in Per Customer Consumption

Salaries, Power, Health Insurance, Depreciation and Property Tax Expense PerTest Year Adjustments

Transportation Expense increase by 10%

All other expenses increased by 5%

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

Supporting Schedules: Recap Schedules:



G Schedules
(Not Required)



H Schedules



Sunrise Water Co.

Test Year Ended December 31, 2007

Summary of Revenues by Customer Classification - Present and proposed Rates

Witness:

Exhibit: RU-1

Schedule H-1

Page 1

Jones

Customer Classification

Revenues in the Test Year

Present Proposed

Rates Rates

Proposed Increase

Amount

Residential

Commercial

Hydrant

Coin Standpipe

$ 1,254,578

16,093

25,289

2,364

s 1,529,706

20,693

30,963

3,261

s 275,129

4,600

5,674

897

21.93%

28.59%

22.44%

37.96%

Total Revenues s 1,298,323 s 1,584,624 s 286,300 22.05%

Line

No.

1

2

3

4

5

6

7

8

9

10

11
12

Supnortine Schedules:

H-2
Recap Schedules:

A-1

%



Sunrise Water Co.

Test Year Ended December 31, 2007

Analysis of Revenue by Detailed Class

Exhibit: RU-1

Schedule H-2

Page 1

JonesWitness:

Description

Average

Number

Customers

Average

Consumption

Revenues

Present Proposed

Rates Rates

Proposed

Increase Increase

Amount %

3/4" Residential Meter 733 17,782 S 550,946 $ 663,138 s 112,192 20.36%

3/4" Commercial Meter 1 82,050 $ 2,950 s 3,739 s 789 26.74%

1" Residential Meter 531 26,737 S 590,495 s 724,745 S 134,250 22.74%

1" Commercial Meter 1 378,492 s 13,142 s 16,954 s 3,811 29.00%

1 1/2" Residential Meter 38 33,487 s 52,622 s 64,958 s 12,336 23.44%

2" Residential Meter 9 178,604 s 60,514 S 76,865 $ 16,351 27.02%

3" Hydrant Meter 7 s 25,289 S 30,963 s 5,674 22.44%

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16 Coin Operated Standpipe $ 2,364 s 3,261 s 897 37.96%

Total Residential

Total Commercial

Total Hydrant

Total Coin Standpipe

1,311

2

7

s

s

s

$

1,254,578

16,093

25,289

2,364

$

s

s

s

1,529,706

20,693

30,963

3,261

$

$

$

s

275,129

4,600

5,674

897

21.93%

28.59%

22.44%

37.96%

Total Company 1,320 s 1,298,323 1,584,624 s 286,300 22.05%

$Metered Water Revenues per G.L.

Income Statement Adjustment RU-5 (Billed Revenue)

Income Statement Adjustment RU-8 (Normalized Hyd)

Total Adjusted Booked Revenues

Unreconciled Difference vs. Billed Revenues

Percent Revenue Unreconciled
$

1,349,666

(5,827)

(47,815)

1,296,025

2,299

0.1774%

17

18

19

20

21

22
23

24

25

26

28

29

31

32

33

34

35
36

Suooortina Schedules: Recap Schedules:

H-1

37

38



Sunrise Water Co.
Test Year Ended December 31, 2007

Analysis of Revenue by Detailed Class

Exhibit:

Witness:

RU-1
Schedule H-2

Page 2

Jones

Supplemental Schedule
Breakdown of Revenue at Proposed Rates

By Rate Components

Line 1st

Tier

Total

RevenueNo. Description

Base

Charge

Revenue at Proposed Rates

2nd 3rd

Tier Tier
1

2

3

4

3/4" Residential Meter $ 131,850 s 101,600 $ 264,403 s 165,285 $ 663,138

3/4" Commercial Meter S 180 s 144 $ 571 s 2,844 s 3,739

1-. R
es-

Idential

Mere
r

s 130,585 $ s 407,949 s 186,212 s 724,745

1" Commercial Meter s 246 s S 1,103 s 15,605 S 16,954

5

6

7

8

9

10

11

12

1 1/2" Residential Meter s 11,925 s s 30,863 S 22,170 s 64,958

2" Residential Meter $ 3,729 s s 17,436 s 55,700 s 76,865
13

3" Hydrant Meter s 3,120 $ s 27,843 $ s 30,963

Coin Operated Standpipe s $ S 3,261 s $ 3,261

Total Revenue $ 281,635 s 101,744 s 753,429 s 447,815 s 1,584,624

14

15

16

17

18

19

20 Percentage of Total 17.77% 6.42% 47.55% 28.26% 100.00%
21

22



Sunrise Water Co.

Test Year Ended December 31, 2007

Changes in Representative Rate Schedules

Witness:

Exhibit: RU-1

Schedule H-3
Page 1

Jones

Line

No.

General Water Service Rates

Description Block

Present

Rate

Base Charge

Proposed

Rate Change

Volume Charge

Present Proposed

Rate Rate Change

3/4" Residential Meter s 12.00 s 15.00 s 3.00

1

2

3

4

5

6

7

8

9

10

3/4" Commercial Meter s 12.00 s 15.00 $ 3.00

1" Residential Meter s 16.50 s 20.50 s 4.00

1" Commercial Meter s 16.50 s 20.50 s 4.00

11

12

13

14

15

16

17

1 1/2" Residential Meter s 21.50 s 26.50 s 5.00

2" Residential Meter s 26.50 s 33.00 $ 6.50

Hydrant Meter

Coin Meter

First

Next

Over

First

Next

Over

First

Over

First

Over

First

Over

First

Over

AI I

All

4,000 gal.

14,000 gal.

18,000 gal.

4,000 gal.

14,000 gal.

18,000 gal.

27,000 gal.

27,000 gal.

27,000 gal.

27,000 gal.

35,000 gal.

35,000 gal.

65,000 gal.

65,000 gal.

gal.

gal.
s

s

25.00 $

S

40.00 $

s

15.00

S

s

S

s

$

s

s

S

$

s

s

s

s

s

s

s

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

s

S

s

s

s

s

s

s

s

s

S

s

s

$

s

$

3.00

3.40

3.70

3.00

3.40

3.70

3.40

3.70

3.40

3.70

3.40

3.70

3.40

3.70

3.40

3.40

$

$

S

s

s

s

s

s

s

s

s

s

s

s

s

s

0.15

0.55

0.85

0.15

0.55

0.85

0.55

0.85

0.55

0.85

0.55

0.85

0.55

0.85

0.55

0.55

Other Service Charges

18

19

20

21

22

23

24

25

26

27

28

29

30

Establishment

Establishment (After Hours)

Reconnection (Deliquent)

Reconnection (Deliquent and After Hours)

Meter Test

Present

Rates

$ 10.00

s z0.o0

S 10.00

$ 20.00

$ 5 .00

$

s

s

s

proposed

Rates

35.00

50.00

35.00

50.00

Cost

31 Deposit Requirement (Residential) 2 times the

average bill

2 times the

average bill

32 Deposit Requirement (None Residential Meter)

33 Deposit Interest

2-1/2 times

the average

be

n/ t

34 Re-Establishment (With-in 12 Months) s 80.00

35

36

37

38

39

40

41

NSF Check

Meter Re-Read (If Incorrect)

Deferred Payment, Per Month

Late Charge per month

Charge of Moving Customer Meter

n/t
n/t
n/t
n/t
n/t

2-1/2 times

the average

bill

6.0%
Number of Months off

system times the monthly

minimum bill

35.00

15.00

1.5%

1.5%

Cost

s

s

In addition to the collection of regular rates, the utility will collect from its

customers a proportionate share of any privilege, sales, use, and franchise tax,

per Commission rule A.A.C. 14-2-409(D)(5).

AI! items billed at cost shall include labor, materials and parts, overheads and all applicable taxes.

42

43

44

45

46

47

48

49

n/t - no tariff



Sunrise Water Co.

Test Year Ended December 31, 2007

Changes in Representative Rate Schedules

Exhibit: RU-1

Schedule H-3

Page 2

JonesWitness:

Line

No.

Service Line and Meter Installation Charges Present

Rates

Proposed

Rates

3/4" Meter

1" Meter

1 1/2" Meter

2" Meter (PD or Turbo)

2" Meter (Compound)

3" Meter and above

s

s

S

s

275.00

325.00

550.00

800.00

n/ t

n / t

s 700.00

$ 810.00

$ 1,075.00

s 1,875.00

s 2,770.00

Cost

All service line and meter advances shall include labor, materials and parts, overheads and all applicable taxes,

including gross-up taxes for Federal and State taxes, if applicable.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

n/t - no tariff

Private Fire Service Present

Ratesl

Proposed

Rates

4" Fire Line Sewioe

6" Fire Line Servcie

8" Fire Line Service

s

$

S

25.00

35.00

45.00

s

s

$

25.00

35.00

45.00

17

18

19

20

21

22

23

24

25

1 At the time of filing Sunrise had filed a tariff to establish Private Fire Service at the rates indicated.



Sunrise Water Co.

Test Year Ended December 31, 2007

Typical Bill Analysis

Witness:

Exhibit: RU-1

Schedule H-4

Page 1

Jones

3/4" Residential

Line Monthly

Consumption

Present

Bill

Proposed

Bill

Dollar

Increase

%

IncreaseNo.

1

2

3

4

S

5

6

7

8

g

10

11

12

13

14

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

22,000

24,000

26,000

28,000

30,000

35,000

40,000

45,000

50,000

55,000

60,000

65,000

70,000

75,000

80,000

85,000

90,000

95,000

100,000

125,000

150,000

175,000

14,85 s

17.70

20.55

23.40

26.25

29.10

31,95

34.80

37.65

40.50

46.20

51.90

57.60

63.30

69.00

74.70

80.40

86,10

91.80

97.50

111.75

126.00

140.25

154.50

168.75

183.00

197.25

211.50

225.75

240.00

254.25

268.50

282.75

297.00

368.25

439.50

510.75

18.00 s

21.00

24.00

27.00

30.40

33.80

37.20

40.60

44.00

47.40

54.20

61.00

67,80

74.60

82.00

89.40

96.80

104.20

111.60

119.00

137.50

156.00

174.50

193.00

211.50

230.00

248.50

267.00

285.50

304.00

322.50

341.00

359.50

378.00

470.50

563.00

655.50

3.15

3.30

3.45

3.60

4.15

4.70

5.25

5.80

6.35

6.90

8.00

9.10

10.20

11.30

13.00

14.70

16.40

18.10

19.80

21.50

25.75

30.00

34.25

38.50

42.75

47.00

51.25

55.50

59.75

64.00

68.25

72.50

76.75

81.00

102.25

123.50

144.75

21.21%

18.64%

16.79%

15.38%

15.81%

16.15%

16.43%

16_67%

16.87%

17.04%

17.32%

17.53%

17.71%

17.85%

18.84%

19.68%

20.40%

21.02%

21.57%

22.05%

23.04%

23.81%

24.42%

24.92%

25.33%

25.68%

25.98%

26.24%

26.47%

26.67%

26.84%

27.00%

27.14%

27.27%

27.77%

28.10%

28.34%

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

Average Usage

17,782 S 62.68 s 73.86 s 11.18 17.84%

Median Usage41

42

43

44

13,476 $ 50.41 S 59.22 s 8.81 17.48%



Sunrise Water Co.

Test Year Ended December 31, 2007

Typical Bill Analysis

Witness:

Exhibit: RU-1

Schedule H-4

Page 2

Jones

3/4" Commercial

Line

No.

Monthly

Consumption

Present

M

Proposed
M

Dollar

Increase

%

Increase

s 109.76 $

124.01

134.91

153.41

175.61

220.01

231.11

249.61

268.11

290.31

353.21

475.31

501.21

686.21

s 25.16

29.41

34.51

44.71

47.26

51.51

55.76

60.86

75.31

103.36

109.31

151.81

34,300

39,300

45,300

57,300

60,300

65,300

70,300

76,300

93,300

126,300

133,300

183,300

141.11

175.31

183.86

198.11

212.36

229.46

277.91

371.96

391.91

534.41

22.92%

23.71%

24.45%

25.50%

25.70%

26.00%

26.26%

26.52%

27.10%

27.79%

27.89%

28.41%

Average Usage

82,050 $ 245.84 s 311.59 s 65.74 26.74%

Median Usage

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

65,300 s 198.11 s 249.61 s 51.51 26.00%



Sunrise Water Co.

Test Year Ended December 31, 2007

Typical Bill Analysis

Witness:

Exhibit: RU-1

Schedule H-4

Page 3

Jones

1" Residential

Line Monthly

Consumption

Present

Bill

Dollar

Increase
%

IncreaseNo.

Proposed
M

1

z

3

4

5

6

s

7

8

9

10

11

12

13

14

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

22,000

24,000

26,000

28,000

30,000

35,000

40,000
45,000

50,000

55,000

60,000

65,000

70,000

75,000

80,000

85,000

90,000

95,000
100,000

125,000

150,000

175,000

200,000

225,000

250,000

275,000

300,000

19.35 $

22.20

25.05

27.90

30.75

33.60

36.45

39.30

42.15

45.00

50.70

56.40

62.10

67.80

73.50

79.20

84.90

90.60

96.30

102.00

116.25

130.50
144.75

159.00

173.25

187.50

201.75

216.00

230.25

244.50

258.75

273.00

287.25

301.50

372.75

444.00

515.25

586.50

657.75

729.00

800.25

871.50

23.90 s

27.30

30.70

34.10

37.50

40.90

44.30

47.70

51.10

54.50

61.30

68.10

74.90

81.70

88.50

95.30

102.10

108.90

116.00

123.40

141.90

160.40
178.90

197.40

215.90

234.40

252.90

271.40

289.90

308.40

326.90

345.40

363.90

382.40

474.90

567.40

659.90

752.40

844.90

937.40

1,029.90

1,122.40

4.55

5.10

5.65

6.20

6.75

7.30

7.85

8.40

8.95

9.50

10.60
11.70

12.80

13.90

15.00

16.10

17.20

18.30

19.70

21.40

25.65

29.90

34.15

38.40

42.65

46.90

51.15

55.40

59.65

63.90

68.15

72.40

76.65

80.90

102.15

123.40

144.65

165.90

187.15

208.40

229.65

250.90

23.51%

22.97%

22.55%

22.22%

21.95%

21.73%

21.54%

21.37%

21.23%

21.11%

20.91%

20.74%

20.61%

20.50%

20.41%

20.33%

20.26%

20.20%

20.46%

20.98%

22.06%

22.91%

23.59%

24.15%

24.62%

25.01%

25.35%

25.65%

25.91%

26.13%

26.34%

26.52%

26.68%

26.83%

27.40%

27.79%

28.07%

28.29%

28.45%

28.59%

28.70%

28.79%

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

92.70 s 111.41 S 18.71 20.18%

47

48

49

Average Consumption

26,737 s

Median Consumption
20,500 s 74.93 s 90.20 s 15.28 20.39%



Sunrise Water Co.

Test Year Ended December 31, 2007

Typical Bill Analysis

Exhibit: RU-1

Schedule H-4

Page 4

JonesWitness:

1" Commercial

Line Monthly

Consumption

Dollar

Increase

%

IncreaseNo.

Present

M

Proposed
M

1

2

3

4

s s s 4.17

86.26

105.81

112.61

267.31

291.11

298.76

324.26

374.41

390.56

505.31

513.81

541.01

5

6

7

8

9

10

11

12

13

300

106,300

129,300

137,300

319,300

347,300

356,300

386,300

445,300

464,300

599,300

609,300

641,300

17.36

319.46

385.01

407.81

926.51

1,006.31

1,031.96

1,117.46

1,285.61

1,339.76

1,724.51

1,753.01

1,844.21

21.52

405.71

490.81

520.41

1,193.81

1,297.41

1,330.71

1,441.71

1,660.01

1,730.31

2,229.81

2,266.81

2,385.21

24.00%

27.00%

27.48%

27.61%

28.85%

28.93%

28.95%

29.02%

29.12%

29.15%

29.30%

29.31%

29.34%

1,095.20 s 1,412.82 s 317.62 29.00%

14

15

16

17

18

19

20

Average Consumption

378,492 s

Median Consumption

347,800 $ 1,007.73 s 1,299.26 $ 291.53 28.93%



Sunrise Water Co.

Test Year Ended December 31, 2007

Typical Bill Analysis

Witness:

Exhibit: RU-1

Schedule H-4

Page 5

Jones
1 1/2" Residential

Line

No.

Monthly

Consumption

Present

Bill

Proposed

Bill
Dollar

Increase

%

Increase

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

22,000

24,000

26,000

28,000

30,000

35,000

40,000

45,000

50,000

55,000

60,000

65,000

70,000

75,000

80,000

85,000

90,000

95,000

100,000

125,000

150,000

175,000

200,000

225,000

250,000

275,000

300,000

325,000

350,000

375,000

400,000

425,000

450,000

s 24.35

27.20

30.05

32.90

35.75

38.60

s 29.90 s

33.30

36.70

40.10

43.50

46.90

50.30

53.70

57.10

60.50

67.30

74.10

80.90

87.70

94.50

101.30

108.10

114.90

121.70

128.50

145.50

164.00
182.50

201.00

219.50

238.00

256.50

275.00

293.50

312.00

330.50

349.00

367.50

386.00

478.50

571.00

663.50

756.00

848.50

941.00

1,033.50

1,126.00

1,218.50

1,311.00

1,403.50

1,496.00

1,588.50

1,681.00

5.55

6.10

6.65

7.20

7.75

8.30

8.85

9.40

9.95

10.50

11.60

12.70

13.80

14.90

16.00

17.10

18.20

19.30

20.40

21.50

24.25

28.50

32.75

37.00

41.25

45.50

49.75

54.00

58.25

62.50

66.75

71.00

75.25

79.50

100.75

122.00

143.25

164.50

185.75

207.00

228.25

249.50

270.75

292.00

313.25

334.50

355.75

377.00

22.79%

22.43%

22.13%

21.88%

21.68%

21.50%

21.35%

21.22%

21.10%

21.00%

20.83%

20.68%

20.57%

20.47%

20.38%

20.31%

20.24%

20.19%

20.14%

20.09%

20.00%

21.03%
21.87%

22.56%

23.14%

23.64%

24.06%

24.43%

24.76%

25.05%

25.31%

25.54%

25.75%

25.94%

26.67%

27.17%

27.53%

27.81%

28.03%

28.20%

28.35%

28.47%

28.57%

28.66%

28.73%

28.80%

28.86%

28.91%

41.45

44.30

47.15

50.00

55.70

61.40

67.10

72,80

78.50

84.20

89.90

95.60

101.30

107.00

121.25

135.50

149.75

164.00

178.25

192.50

206,75
221.00

235.25

249.50

263.75

278.00

292.25

306.50

377.75

449.00

520.25

591.50

662.75

734.00

805.25

876.50

947.75

1,019.00

1,090.25

1,161.50

1,232.75

1,304.00

116.94 s 140.36 S 23.42 20.03%

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22
23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

48

49

50

51

52

53

54

Average Consumption

33,487 s

Median Consumption

20,050 s 78.64 s 94.67 s 16.03 20.38%



Sunrise Water Co.

Test Year Ended December 31, 2007

Typical Bill Analysis

Witness:

Exhibit: RU~1

Schedule H-4

Page 6

Jones

z" Residential

Line Monthly

Consumption

Present

Bill

Dollar

Increase

%

IncreaseNo.

Proposed
M

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

s

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

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

55,000

60,000

65,000

70,000

75,000

100,000

125,000

150,000

175,000

200,000

225,000

250,000

275,000

300,000

325,000

350,000

375,000

400,000

425,000

450,000

475,000

500,000

525,000

550,000

575,000

600,000

1,000,000

29.35 S

32.20

35.05

37.90

40.75

43.60

46.45

49.30

52.15

55.00

60.70

66.40

72.10

77.80

83.50

97.75

112.00

126.25

140.50

154.75

169,00

183.25

197.50

211.75

226.00

240.25

311.50

382.75

454.00

525.25

596.50

667.75

739.00

810.25

881.50

952.75

1,024.00

1,095.25

1,166.50

1,237.75

1,309.00

1,380.25

1,451.50

1,522.75

1,594.00

1,665.25

1,736.50

2,876.50

36.40 S

39.80

43.20

46.60

50.00

53.40

56.80

60.20

63.60

67.00

73.80

80.60

87.40

94,20

101.00

118.00

135.00

152.00

169.00

186.00

203.00

220.00

237.00

254.00

272.50

291.00

383.50

476.00

568.50

661.00

753.50

846.00

938.50

1,031.00

1,123.50

1,216.00

1,308.50

1,401.00

1,493.50

1,586.00

1,678.50

1,771.00

1,863.50

1,956.00

2,048.50

2,141.00

2,233.50

3,713.50

7.05

7.60

8.15

8.70

9.25

9.80

10.35

10.90

11.45

12.00

13.10

14.20

15.30

16.40

17.50

20.25

23.00

25.75

28.50

31.25

34.00

36.75

39.50

42.25

46.50

50.75

72.00

93.25

114.50

135.75

157.00

178.25

199.50

220.75

242.00

263.25

284.50

305.75

327.00

348.25

369.50

390.75

412.00

433.25

454.50

475.75

497.00

837.00

24.02%

23.60%

23.25%

22.96%

22.70%

22.48%

22.28%

22.11%

21.96%

21.82%

21.58%

21.39%

21.22%

21.08%

20.96%

20.72%

20.54%

20.40%

20.28%

20.19%

20.12%

20.05%

20.00%

19.95%

20.58%

21.12%

23.11%

24.36%

25.22%

25.84%

26.32%

26.69%

27.00%

27.24%

27.45%

27.63%

27.78%

27.92%

28.03%

28.14%

28.23%

28.31%

28.38%

28.45%

28.51%

28.57%

28.62%

29.10%

535.52 s 674.33 $ 138.81 25.92%

41

42

43

44

45

46

47

48

49

50

51

52

53

54

Average Consumption

178,604 s

Median Consumption

124,800 S 382.18 $ 475.26 s 93.08 24.36%



Sunrise Water Co.

Test Year Ended December 31, 2007

Typical Bill Analysis

Exhibit: RU-1

Schedule H-4

Page 7

JonesWitness:

Hydrant Meter

Line

No.

Monthly

Consumption

Present

Bill

Proposed

Bill

Dollar

Increase
%

Increase

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

50,000
100,000

150,000

200,000

250,000
300,000

350,000

400,000

450,000

500,000

550,000

600,000

650,000
700,000

750,000

800,000

850,000

900,000

950,000
1,000,000

1,500,000

2,000,000

2,500,000

3,000,000

3,500,000
4,000,000

4,500,000

5,000,000

S 167.50

310.00

452.50

595.00

737.50

880.00

1,022.50

1,165.00

1,307.50

1,450.00

1,592.50

1,735.00

1,877.50

2,020.00

2,162.50

2,305.00

2,447.50

2,590.00

2,732.50

2,875.00

4,300.00

5,725.00

7,150.00

8,575.00

10,000.00

11,425.00

12,850.00

14,275.00

$ 210.00

380.00

550.00

720.00

890.00

1,060.00

1,230.00

1,400.00

1,570.00

1,740.00

1,910.00

2,080.00

2,250.00

2,420.00

2,590.00

2,760.00

2,930.00

3,100.00

3,270.00

3,440.00

5,140.00

6,840.00

8,540.00

10,240.00

11,940.00

13,640.00

15,340.00

17,040.00

$ 42.50

70.00

97.50

125.00

152.50

180.00

207.50

235.00

262.50

290.00

317.50

345.00

372.50

400.00

427.50

455.00

482.50

510.00

537.50

565.00

840.00

1,115.00

1,390.00

1,665.00

1,940.00

2,215.00

2,490.00

2,765.00

25.37%

22.58%

21.55%

21.01%

20.68%

20.45%

20.29%

20.17%

20.08%

20.00%

19.94%

19.88%

19.84%

19.80%

19.77%

19.74%

19.71%

19.69%

19.67%

19.65%

19.53%

19.48%

19.44%

19.42%

19.40%

19.39%

19.38%

19.37%

324.22 s 396.97 s 72.74 22.44%

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

Average Consumption

104,990 s

Median Consumption

104,990 s 324.22 s 396.97 s 72.74 22.44%



Sunrise Water Co.

Test Year Ended December 31, 2007

Bil! Count

Exhibit: RU-1

Schedule H-5

Witness: Jones

Rate Schedule:

Description :

General Water Service

3/4" Residential Meter

Minimum Charge: S

Commodity Charge: $

12.00

2.85

Line

Number

of Bills by

Block

Average

Consumption

in Block

Cumulative Bills

No. % of Total

Cumulative Consumption

Amount % of TotalNo. Block

Consumption

by Blocks

1

2

3

4

5

6
7

8

9

10

1 1

12

1 3

14

0

1000

2000

3000

4000

999

1999

2999

3999

4999

256

96

152

212

315

300

1,300

2,300

3,300

4,300

76,800

124,800

349,600

699,500

1,354,500

2.89%

3.97%

5.68%

8.07%

11.62%

76,800

201,600

551,200

1,250,800

2,605,300

0.05%

0.13%

0.35%

0.80%

1.679

15

16

17

1 8

19

20

2 1

22

23

24

25

26

27

28

29

5000

6000

7000

8000

9000

10000

11000

12000

13000

14000

15000

16000

17000

18000

19000

20000

21000

22000

23000

24000

25000

26000

27000

28000

5999

6999

7999

8999

9999

10999

11999

12999

13999

14999

15999

16999

17999

18999

19999

20999

21999

22999

23999

24999

25999

26999

27999

28999

353

379

422

432

388

354

321

359

344

296

280

294

265

268

239

202

226

186

140

137

136

123

125

114

5,300

6,300

7,300

8,300

9,300

10,300
11,300

12,300

13,300
14,300

15,300

16,300
17,300

18,300

19,300
20,300

21,300

22,300

23,300

24,300

25,300

26,300

27,300

28,300

1,870,900

2,387,700

3,080,600

3,585,600

3,608,400

3,646,200

3,627,300

4,415,700

4,575,200

4,232,800

4,284,000

4,792,200

4,584,500

4,904,400

4,612,700

4,100,600

4,813,800

4,147,800

3,262,000

3,329,100

3,440,800

3,234,900

3,412,500

3,226,200

15.60%

19.88%

24.63%

29.50%

33.88%

37.87%

41.49%

45.54%

49.41%

52.75%

55.91%

59.22%

62.21%

65.23%

67.93%

70.20%

72.75%

74.85%

76.43%

77.97%

79.50%

80.89%

82.30%

83.59%

4,476,200

6,863,900

9,944,500

13,530,100

17,138,500

20,784,700

24,412,000

28,827,700

33,402,900

37,635,700

41,919,700

46,711,900

51,296,400

56,200,800

60,813,500

64,914,100

69,727,900

73,875,700

77,137,700

80,466,800

83,907,600

87,142,500

90,555,000

93,781,200

2.86%

4.39%

6.36%

8.66%

10.96%

13.30%

15.62%

18.449

21.379

24.08%

26.82%

29.899

32.82%

35.96%

38.91%

41.53%

44.61%

47.26%

49.35%

51.48%

53.68%

55.75%

57.94%

60.00%

107

106

85

9 1

69

57
70

54

52

65

30

3 1

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

48

49

29000

30000

31000

32000

33000

34000

35000

36000

37000

38000

39000

40000

41000

42000

43000

44000

45000

46000

47000

48000

29999

30999

31999

32999

33999

34999

35999

36999

37999

38999

39999

40999

41999

42999

43999
44999

45999

46999

47999

48999

5 1

48

48

49

ZN

27

24

30

24

32

29,300

30,300

31,300

32,300

33,300

34,300

35,300

36,300

37,300

38,300

39,300

40,300

41,300

42,300

43,300
44,300

45,300

46,300

47,300

48,300

3,135,100

3,211,800

2,660,500

2,939,300

2,297,700

1,955,100

2,471,000

1,960,200

1,939,600

2,489,500

2,004,300

1,934,400

1,982,400

2,072,700

1,125,800

1,196,100

1,087,200

1,389,000

1,135,200

1,545,600

256

352

504

716

1,031

1,384

1,763

2,185

2,617

3,005

3,359

3,680

4,039

4,383

4,679

4,959

5,253

5,518

5,786

6,025

6,227

6,453

6,639

6,779

6,916

7,052

7,175

7,300

7,414

7,521

7,627

7,712

7,803

7,872

7,929

7,999

8,053

8,105

8,170

8,221

8,269

8,317

8,366

8,392

8,419

8,443

8,473

8,497

8,529

84.79%

85.99%

86.94%

87.97%

88.75%

89.39%

90.18%

90.79%

91.38%

92.11%

92.68%

93.22%

93.77%

94.32%

94.61%

94.92%

95.19%

95.52%

95.79%

96.16%

96,916,300

100,128,100

102,788,600

105,727,900

108,025,600

109,980,700

112,451,700

114,411,900

116,351,500

118,841,000

120,845,300

122,779,700

124,762,100

126,834,800

127,960,600

129,156,700

130,243,900

131,632,900

132,768,100

134,313,700

62.01%

64.06%

65.76%

67.64%

69.11%

70.36%

71_94%

73.20%

74.44%

76.03%

77.31%

78.55%

79.82%

81.15%

81.879

82.63%

83.33%

84.22%

84.94%

85.93%

Page 1 of 17



Sunrise Water Co.

Test Year Ended December 31, 2007

Bill Count

Rate Schedule:

Description:

Line

No.

41

42

43

44

45

46

47

48

49

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

11

12

13

14

1

2

3

4

5

6

7

8

9

10

49000

50000

51000

52000

53000

54000

55000

56000

57000

58000

59000

60000

61000

62000

63000

64000

65000

66000

67000

68000

69000

70000

71000

72000

73000

74000

75000

76000

78000

79000

80000

82000

83000

85000

86000

87000

88000

89000

90000

93000

94000

95000

96000

97000

98000

101000

104000

106000

110000

Block

49999

50999

51999

52999

53999

54999

55999

56999

57999

58999

59999

60999

61999

62999

63999

64999

65999

66999

67999

68999

69999

70999

71999

72999

73999

74999

75999

76999

78999

79999

80999

82999

83999

85999

86999

87999

88999

89999

90999

93999

94999

95999

96999

97999

98999

101999

104999

106999

110999

General Water Service

3/4" Residential Meter

Number

of Bills by

Block

26

23

16

19

14

1 8

12

16

1 3

19

1 1

14

7

9

14

10

5

4

8

2

8

3

5

2

4

2

2

4

4

3

2

2

1

1

1

3

1

1

1

1

3

3

2

1

2

2

2

1

2

Average

Consumption

in Block

49,300

50,300

51,300

52,300

53,300

54,300

55,300

56,300

57,300

58,300

59,300

60,300

61,300

62,300

63,300

64,300

65,300

66,300

67,300

68,300

69,300

70,300

71,300

72,300

73,300

74,300

75,300

76,300

78,300

79,300

80,300

82,300

83,300

85,300

86,300

87,300

88,300

89,300

90,300

93,300

94,300

95,300

96,300

97,300

98,300

101,300

104,300

106,300

110,300

Consumption

by Blocks

1,281,800

1,156,900

820,800

993,700

746,200

977,400

663,600

900,800

744,900

1,107,700

652,300

844,200

429,100

560,700

886,200

643,000

326,500

265,200

538,400

136,600

554,400

210,900

356,500

144,600

293,200

148,600

150,600

305,200

313,200

237,900

80,300

246,900

249,900

170,600

86,300

174,600

176,600

178,600

90,300

186,600

188,600

190,600

96,300

97,300

98,300

303,900

104,300

106,300

110,300

Minimum Charge: S

Commodity Charge: S

Cumulative Bills

No. % of Total

8,555

8,578

8,594

8,613

8,627

8,645

8,657

8,673

8,686

8,705

8,716

8,730

8,737
8,746

8,760

8,770

8,775

8,779

8,787

8,789

8,797

8,800

8,805

8,807

8,811

8,813

8,815

8,819

8,823

8,826

8,827

8,830

8,833

8,835

8,836

8,838

8,840

8,842

8,843

8,845

8,847

8,849

8,850

8,851

8,852

8,855

8,856

8,857

8,858

96.45%

96.71%

96.89%

97.10%

97.26%

97.46%

97.60%

97.78%

97.93%

98.14%

98.26%

98.42%

98.50%

98.60%

98.76%

98.87%

98.93%

98.97%

99.06%

99.09%

99.18%

99.21%

99.27%

99.29%

99.33%

99.36%

99.38%

99.43%

99.47%

99.50%

99.52%

99.55%

99.58%

99.61%

99.62%

99.64%

99.66%

99.68%

99.70%

99.72%

99.74%

99.76%

99.77%

99.79%

99.80%

99.83%

99.84%

99.85%

99.86%

12.00

2.85

135,595,500

136,752,400

137,573,200

138,566,900

139,313,100

140,290,500

140,954,100

141,854,900

142,599,800

143,707,500

144,359,800

145,204,000

145,633,100

146,193,800

147,080,000

147,723,000

148,049,500

148,314,700

148,853,100

148,989,700

149,544,100

149,755,000

150,111,500

150,256,100

150,549,300

150,697,900

150,848,500

151,153,700

151,466,900

151,704,800

151,785,100

152,032,000

152,281,900

152,452,500

152,538,800

152,713,400

152,890,000

153,068,600

153,158,900

153,345,500

153,534,100

153,724,700

153,821,000

153,918,300

154,016,600

154,320,500

154,424,800

154,531,100

154,641,400

Cumulative Consumption

Amount % of Total

Witness:

Exhibit: RU-1

Schedule H-5

86.75%

87.49%

88.02%

88.65%

89.13%

89.75%

90.18%

90.76%

91.23%

91.94%

92.36%

92.90%

93.17%

93.53%

94.10%

94.51%

94.72%

94.89%

95.23%

95.32%

95.68%

95.81%

96.04%

96.13%

96.32%

96.41%

96.51%

96.70%

96.91%

97.06%

97.11%

97.27%

97.43%

97.54%

97.59%

97.70%

97.82%

97.93%

97.99%

98.11%

98.23%

98.35%

98.41%

98.47%

98.54%

98.73%

98.80%

98.87%

98.94%

Jones
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Sunrise Water Co.

Test Year Ended December 31, 2007

Bill Count

Exhibit: RU-1

Schedule H-5

Witness: Jones

Rate Schedule:

Description :

General Water Service

3/4" Residential Meter

Minimum Charge: S

Commodity Charge: S

12.00

2.85

Line

No. Block

Number

of Bills by

Block

Average

Consumption

in Block

Consumption

by Blocks No.

Cumulative Bills

% of Total

Cumulative Consumption

Amount % of Total

1 116000 116999 1 116,300 116,300 8,859 154,757,700

117000

119000

120000

122000

124000

147000

153000

154000

155000

159000

117999

119999

120999

122999

124999

147999

153999

154999

155999

159999

1

1

1

1

1

1

1

1

1

2

3

4

5

6

7

8

9

10

11

12

13

14

173000 173999

1

1

117,300

119,300

120,300

122,300

124,300

147,300

153,300

154,300

155,300

159,300

173,300

117,300

119,300

120,300

122,300

124,300

147,300

153,300

154,300

155,300

159,300

173,300

8,860

8,861

8,862

8,863

8,864

8,865

8,866

8,867

8,868

8,869

8,870

99.88%

99.89%

99.90%

99.91%

99.92%

99.93%

99.94%

99.95%

99.97%

99.98%

99.99%

100.00%

154,875,000

154,994,300

155,114,600

155,236,900

155,361,200

155,508,500

155,661,800

155,816,100

155,971,400

156,130,700

156,304,000

99.01%

99.09%

99.16%

99.24%

99.32%

99.40%

99.49%

99.59%

99.69%

99.79%

99.89%

100.00%

156,304,000 8,870 156,304,000

15

16

Totals

Prorated Bins*

Bill Total

8,870

(80)

8,790

Revenue s 105,480 s 445,466

Block 1 Usage

Block 2 Usage

Block 3 Usage

Total Usage

33,866,800

77,765,600

44,671,600

156,304,000

17

18

19

20

21

22

23

Average Number of Customers 733

Average Consumption 17,782

Median Consumption 13,476

24

25

26

27

28

29

30

31

32

33

34

35

36

Customer Minimum Charges are prorated for billing periods less than 25 days and greater than 35 days.

When homes change ownership during a month, two bills are generated. One for each owner for the portion of

the month that owner took water service. The sum of the Minimum Charge billed on each of the two billings

will be equal to the monthly minimum charge for the meter size. The reduction in bill count is necessary

to avoid double counting billing units during months when account ownership changes. The reduction is based

on a total of 144 account ownership changes for Sunrise Water Co. in 2007.
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Sunrise Water Co.

Test Year Ended December 31, 2007

Bill Count

Exhibit: RU-1

Schedule H-5

Witness: Jones

Rate Schedule:

Description:

General Water Service

3/4" Commercial Meter

Minimum Charge: S

Commodity Charge: S

12.00

2.85

Line

Number

of Bills by

Block

Average

Consumption

in Block

Cumulative Bills

% of Total

Cumulative Consumption

Amount % of TotalNo. Block

Consumption

by Blocks No.

1

2

3

4

5

34000

39000

45000

57000

60000

34999

39999

45999

57999

60999

34,300

39,300

45,300

57,300

60,300

34,300

39,300

45,300

57,300

60,300

1

2

3
4

5

6

7

8

9

10

11

12

8.33%

16.67%

25.00%

33.33%

41.67%

34,300

73,600

118,900

176,200

236,500

3.48%

7.48%

12.08%

17.90%

24.02%

65000

70000

76000

93000

126000

133000

183000

65999

70999

76999

93999

126999

133999

183999

1

1

1

1

1

1

1

1

1

1

1

1

65,300

70,300

76,300

93,300

126,300

133,300

183,300

65,300

70,300

76,300

93,300

126,300

133,300

183,300

50.00%

58.33%

66.67%

75.00%

83.33%

91.67%

100.00%

301,800

372,100

448,400

541,700

668,000

801,300

984,600

30.65%

37.79%

45.54%

55.02%

67.84%

81.38%

100.00%

Total 12 984,600 12 984,600

Revenue s 144 s 2,806

Average Number of Customers 1

Block 1 Usage

Block 2 Usage

Block 3 Usage

Total Usage

48,000

168,000

768,600

984,600

Average Consumption 82,050

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Median Consumption 65,300
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Sunrise Water Co.

Test Year Ended December 31, 2007

Bill Count

Exhibit: RU-1

Schedule H-5

Witness: Jones

Rate Schedule:

Description:

General Water Service

1" Residential Meter

Minimum Charge: S

Commodity Charge: $

16.50

2.85

Line

No. Block

Number

of Bills by

Block

Average

Consumption

in Block

Consumption

by Blocks

Cumulative Bills

No. % of Total
Cumulative Consumption

Amount % of Total

1

2

3

4

5

6
7

o

1000

2000

3000

4000

999

1999

2999

3999

4999

192

6 4

7 1

9 1

115

300

1,300

2,300

3,300

4,300

57,600

83,200

163,300

300,300

494,500

192

2 5 6

3 2 7

4 1 8

533

2.99%

3.98%

5.09%

6.50%

8.29%

57,600

140,800

304,100

604,400

1,098,900

0.03%

0.08%

0.18%

0.35%

0.65%

8

9

1 0

1 1

12

13

1 4

15

16

17

5999

6999

7999

8999

9999

10999

11999

12999

13999

14999

15999

16999

138

169

159

188

175

159

162

172

181

171

178

174

18

19

20

21

22

23

24

25

26

27

28

29

5000

6000

7000

8000

9000

10000

11000

12000

13000

14000

15000

16000

17000

18000

19000

20000

21000

22000

23000

24000

25000

26000

27000

28000

17999

18999

19999

20999

21999

22999

23999

24999

25999

26999

27999

28999

147

170

162

148

140

132

130

132

141

112

99

109

5,300

6,300

7,300

8,300

9,300

10,300

11,300

12,300

13,300

14,300

15,300

16,300

17,300

18,300

19,300

20,300

21,300

22,300

23,300

24,300

25,300

26,300

27,300

28,300

731,400

1,064,700

1,160,700

1,560,400

1,627,500

1,637,700

1,830,600

2,115,600

2,407,300

2,445,300

2,723,400

2,836,200

2,543,100

3,111,000

3,126,600

3,004,400

2,982,000

2,943,600

3,029,000

3,207,600

3,567,300

2,945,600

2,702,700

3,084,700

671

840

999

1,187

1,362

1,521

1,683

1,855

2,036

2,207

2,385

2,559

2,706

2,876

3,038

3,186

3,326

3,458

3,588

3,720

3,861

3,973

4,072

4,181

10.44%

13.07%

15.54%

18.47%

21.19%

23.66%

26.18%

28.86%

31.67%

34.33%

37.10%

39.81%

42.10%

44.74%

47.26%

49.56%

51.74%

53.80%

55.82%

57.87%

60.07%

61.81%

63.35%

65.04%

1,830,300

2,895,000

4,055,700

5,616,100

7,243,600

8,881,300

10,711,900

12,827,500

15,234,800

17,680,100

20,403,500

23,239,700

25,782,800

28,893,800

32,020,400

35,024,800

38,006,800

40,950,400

43,979,400

47,187,000

50,754,300

53,699,900

56,402,600

59,487,300

1.07%

1.70%

2.38%

3.30%

4.25%

5.21%

6.29%

7.53%

8.95%

10.38%

11.98%

13.65%

15.14%

16.97%

18.80%

20.57%

22.32%

24.04%

25.82%

27.71%

29.80%

31.53%

33.12%

34.93%

30

31

32

33

34

35

36

37

38

39

40

113

90

100

85

86

76

77

41

42

43

44

45

46

47

48

49

29000

30000

31000

32000

33000

34000

35000

36000

37000

38000

39000

40000

41000

42000

43000

44000

45000

46000

47000

48000

29999

30999

31999

32999

33999

34999

35999

36999

37999

38999

39999

40999

41999

42999

43999

44999

45999

46999

47999

48999

65

65

67

76

71

62

64

61

77

61

55

47

46

29,300

30,300

31,300

32,300

33,300

34,300

35,300

36,300

37,300

38,300

39,300

40,300

41,300

42,300

43,300
44,300

45,300

46,300

47,300

48,300

3,310,900

2,727,000

3,130,000

2,745,500

2,863,800

2,606,800

2,718,100

2,359,500

2,424,500

2,566,100

2,986,800

2,861,300

2,560,600

2,707,200

2,641,300

3,411,100

2,763,300

2,546,500

2,223,100

2,221,800

4,294

4,384

4,484

4,569

4,655

4,731

4,808

4,873

4,938

5,005

5,081

5,152

5,214

5,278

5,339

5,416

5,477

5,532

5,579

5,625

66.80%

68.20%

69.76%

71.08%

72.42%

73.60%

74.80%

75.81%

76.82%

77.86%

79.04%

80.15%

81.11%

82.11%

83.06%

84.26%

85.21%

86.06%

86.79%

87.51%

62,798,200

65,525,200

68,655,200

71,400,700

74,264,500

76,871,300

79,589,400

81,948,900

84,373,400

86,939,500

89,926,300

92,787,600

95,348,200

98,055,400

100,696,700

104,107,800

106,871,100

109,417,600

111,640,700

113,862,500

36.87%

38.47%

40.31%

41.92%

43.60%

45.14%

46.73%

48.12%

49.54%

51.05%

52.80%

54.48%

55.98%

57.57%

59.12%

61.13%

62.75%

64.25%

65.55%

66.86%
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Sunrise Water Co.

Test Year Ended December 31, 2007

Bill Count

Rate Schedule:

Description:

Line

No.

17
18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

48

49

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

49000

50000

51000

52000

53000

54000

55000

56000

57000

58000

59000

60000

61000

62000

63000

64000

65000
66000

67000

68000

69000

70000

71000

72000

73000

74000

75000

76000

77000

78000

79000

80000

81000

82000

83000

84000

85000

86000

87000

88000

89000

90000

91000

92000

93000

94000

95000

96000

97000

Block

49999

50999

51999

52999

53999

54999

55999

56999

57999

58999

59999

60999

61999

62999

63999

64999

65999
66999

67999

68999

69999

70999

71999

72999

73999

74999

75999

76999

77999

78999

79999

80999

81999

82999

83999

84999

85999

86999

87999

88999

89999

90999

91999

92999

93999

94999

95999

96999

97999

General Water Service

1" Residential Meter

Number

of Bills by

Block

47

36

39

40

28

24

29

22

33

36

24

14

19

16

27

22

15
14

20

11

15

10

7

13

13

9

12

6

5

6

5

9

8

5

10

6

4

7

5

6

4

2

4

9

6

8

4

5

2

Average

Consumption

in Block

49,300

50,300

51,300

52,300

53,300

54,300

55,300

56,300

57,300

58,300

59,300

60,300

61,300

62,300

63,300

64,300

65,300
66,300

67,300

68,300

69,300

70,300

71,300

72,300

73,300

74,300

75,300

76,300

77,300

78,300

79,300

80,300

81,300

82,300

83,300

84,300

85,300

86,300

87,300

88,300

89,300

90,300

91,300

92,300

93,300

94,300

95,300

96,300

97,300

Consumption

by Blocks

2,317,100

1,810,800

2,000,700

2,092,000

1,492,400

1,303,200

1,603,700

1,238,600

1,890,900

2,098,800

1,423,200

844,200

1,164,700

996,800

1,709,100

1,414,600

979,500
928,200

1,346,000

751,300

1,039,500

703,000

499,100

939,900

952,900

668,700

903,600

457,800

386,500

469,800

396,500

722,700

650,400

411,500

833,000

505,800

341,200

776,700

523,800

706,400

357,200

451,500

182,600

369,200

653,100

471,500

571,800

385,200

194,600

Minimum Charge: $

Commodity Charge: $

Cumulative Bills

No. % of Total

5,672

5,708

5,747

5,787

5,815

5,839

5,868

5,890

5,923

5,959

5,983

5,997

6,016

6,032

6,059

6,081

6,096
6,110

6,130

6,141

6,156

6,166

6,173

6,186

6,199

6,208

6,220

6,226

6,231

6,237

6,242

6,251

6,259

6,264

6,274

6,280

6,284

6,293

6,299

6,307

6,311

6,316

6,318

6,322

6,329

6,334

6,340

6,344

6,346

88.24%

88.80%

89.41%

90.03%

90.46%

90.84%

91.29%

91.63%

92.14%

92.70%

93.08%

93.29%

93.59%

93.84%

94.26%

94.60%

94.84%
95.05%

95.36%

95.54%

95.77%

95.92%

96.03%

96.24%

96.44%

96.58%

96.76%

96.86%

96.94%

97.03%

97.11%

97.25%

97.37%

97.45%

97.60%

97.70%

97.76%

97.90%

97.99%

98.12%

98.18%

98.26%

98.29%

98.35%

98.46%

98.54%

98.63%

98.69%

98.72%

16.50

2.85

116,179,600

117,990,400

119,991,100

122,083,100

123,575,500

124,878,700

126,482,400

127,721,000

129,611,900

131,710,700

133,133,900

133,978,100

135,142,800

136,139,600

137,848,700

139,263,300

140,242,800
141,171,000

142,517,000

143,268,300

144,307,800

145,010,800

145,509,900

146,449,800

147,402,700

148,071,400

148,975,000

149,432,800

149,819,300

150,289,100

150,685,600

151,408,300

152,058,700

152,470,200

153,303,200

153,809,000

154,150,200

154,926,900

155,450,700

156,157,100

156,514,300

156,965,800

157,148,400

157,517,600

158,170,700

158,642,200

159,214,000

159,599,200

159,793,800

Cumulative Consumption

Amount % of Total

Witness:

Exhibit: RU-1

Schedule H-5

68.22%

69.28%

70.45%

71.68%

72.56%

73.32%

74.26%

74.99%

76.10%

77.33%

78.17%

78.67%

79.35%

79.94%

80.94%

81.77%

82.34%
82.89%

83.68%

84.12%

84.73%

85.14%

85.44%

85.99%

86.55%

86.94%

87.47%

87.74%

87.97%

88.24%

88.48%

88.90%

89.28%

89.52%

90.01%

90.31%

90.51%

90.97%

91.27%

91.69%

91.90%

92.16%

92.27%

92.49%

92.87%

93.15%

93.48%

93.71%

93.82%

Jones
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Sunrise Water Co.

Test Year Ended December 31, 2007

Bill Count

Rate Schedule:

Description:

Line

No.

44

45

46

47

48

49

31

32

33

34

35

36

37

38

39

40

41

42

43

24

25

26

27

28

29

30

16

17

18

19

20

21

22

23

14

15

5

6

7

8

9

10

11

12

13

1

2

3

4

99000

100000

101000

102000

103000

104000

105000

106000

107000

108000

109000

110000

112000

113000

114000

116000

117000

118000

119000

120000

121000

124000

127000

128000

130000

132000

133000

144000

146000

156000

158000

160000

161000

176000

195000

209000

229000

237000

238000

249000

303000

134000

143000

98000

Block

114999

116999

117999

118999

119999

120999

121999

124999

127999

128999

130999

132999

133999

99999

100999

101999

102999

103999

104999

105999

106999

107999

108999

109999

110999

112999

113999

144999

146999

156999

158999

160999

161999

176999

195999

209999

229999

237999

238999

249999

303999

134999

143999

98999

General Water Service

1" Residential Meter

Number

of Bills by

Block

1

5

3

4

2

1

4

5

2

6

3

3

3

2

1

1

2

1

1

1

1

2

1

2

2

2

1

2

1

1

1

1

1

1

1

1

2

1

2

1

1

1

1

1

Average

Consumption

in Block

98,300

99,300

100,300

101,300

102,300

103,300

104,300

105,300

106,300

107,300

108,300

109,300

110,300

112,300

113,300

114,300

116,300

117,300

118,300

119,300

120,300

121,300

124,300

127,300

128,300

130,300

132,300

133,300

134,300

143,300

144,300

146,300

156,300
158,300

160,300

161,300

176,300

195,300

209,300
229,300

237,300

238,300

249,300

303,300

Consumption

by Blocks

114,300

232,600

117,300

118,300

119,300

120,300

242,600

124,300

254,600

256,600

260,600

132,300

266,600

134,300

143,300

144,300

146,300

156,300

158,300

160,300

161,300

352,600

195,300

418,600

229,300

237,300

238,300

249,300

303,300

496,500

300,900

405,200

204,600

103,300
417,200

526,500

212,600

643,800

324,900

327,900

330,900

224,600

113,300

98,300

Minimum Charge: S

Commodity Charge: S

Cumulative Bills

No. % of Total

6,413

6,414

6,415

6,416

6,417

6,418

6,420

6,421

6,423

6,424

6,425

6,426

6,427

6,428

6,392

6,394

6,395

6,396

6,397

6,398

6,400

6,401

6,403

6,405

6,407

6,408

6,410

6,347

6,352

6,355

6,359

6,361

6,362

6,366

6,371

6,373

6,379

6,382

6,385

6,388

6,390

6,391

6,411

6,412

99.74%

99.75%

99.77%

99.78%

99.80%

99.81%

99.83%

99.84%

99.88%

99.89%

99.92%

99.94%

99.95%

99.97%

99.98%

100.00%

99.44%

99.47%

99.49%

99.50%

99.52%

99.53%

99.56%

99.58%

99.61%

99.64%

99.67%

99.69%

99.72%

98.82%

98.86%

98.93%

98.96%

98.97%

99.04%

99.11%

99.14%

99.24%

99.28%

99.33%

99.38%

99.41%

99.42%

98.74%

16.50

2.85

164,638,600

164,871,200

164,988,500

165,106,800

165,226,100

165,346,400

165,589,000

165,713,300

165,967,900

166,224,500

166,485,100

166,617,400

166,884,000

167,305,900

167,452,200

167,608,500

167,766,800

167,927,100

168,088,400

168,441,000

168,636,300

169,054,900

169,284,200

169,521,500

169,759,800

170,009,100

170,312,400

167,018,300

167,161,600

160,388,600

160,689,500

161,094,700

161,299,300

161,402,600

161,819,800

162,346,300

162,558,900

163,202,700

163,527,600

163,855,500

164,186,400

164,411,000

164,524,300

159,892,100

Cumulative Consumption

Amount % of Total

Witness:

Exhibit: RU-1

Schedule H-5

98.07%

98.15%

98.23%

98.32%

98.41%

98.51%

98.60%

98.69%

98.90%

99.02%

99.26%

99.40%

99.54%

99.68%

99.82%

100.00%

96.67%

96.819

96.87%

96.94%

97.019

97.08%

97.23%

97.30%

97.45%

97.60%

97.75%

97.83%

97.99%

94.17%

94.35%

94.59%

94.719

94.779

95.019

95.329

95.45%

95.83%

96.02%

96.21%

96.40%

96.53%

96.60%

93.88%

Jones
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Sunrise Water Co.

Test Year Ended December 31, 2007

Bill Count

Exhibit: RU-1

Schedule H-5

Witness: Jones

Rate Schedule:

Description:

General Water Service

1" Residential Meter

Minimum Charge: S

Commodity Charge: S

16.50

2.85

Line

Number

of Bills by

Block

Average

Consumption

in Block

Cumulative Bills

% of Total

Cumulative Consumption

Amount % of TotalNo. Block

Consumption

by Blocks No.

1

2

3

4

Totals

Prorated Billsl

Bill Tota I

6,428

(58)
6,370

170,312,400 6,428 170,312,400

Revenue s 105,105 $ 485,390

Block 2 Usage

Blocks Usage

Total Usage

119,984,900

50,327,500

170,312,400

Average Number of Customers 531

Average Consumption 26,737

5

6

7

8

9

10

11

12

13

14

15

Median Consumption 20,500

16

17

18

19

20

21

22

23

Customer Minimum Charges are prorated for billing periods less than 25 days and greater than 35 days.

When homes change ownership during a month, two bills are generated. One for each owner for the portion of

the month that owner took water service. The sum of the Minimum Charge billed on each of the two billings

will be equal to the monthly minimum charge for the meter size. The reduction in bill count is necessary

to avoid double counting billing units during months when account ownership changes. The reduction is based

on a total of 144 account ownership changes for Sunrise Water Co. in 2007.
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Sunrise Water Co.

Test Year Ended December 31, 2007
Bill Count

Exhibit: RU-1

Schedule H-5

Witness: Jones

Rate Schedule:

Description:

General Water Service

1" Commercial Meter

Minimum Charge: S

Commodity Charge: $

16.50

2.85

Line

No. Block

Number

of Bills by

Block

Average
Consumption

in Block

Consumption

by Blocks No.

Cumulative Bills

% of Total

Cumulative Consumption

Amount % ofTotaI

1

z

3

4

5

0

106000

129000

137000

319000

999

106999

129999

137999

319999

300

106,300

129,300

137,300

319,300

1

2

3

4

5

7.69%

15.38%

23.08%

30.77%

38.46%

300

106,600

235,900

373,200

692,500

6

7

8

9

1 0

1 1

1 2

13

347000

356000

386000

445000

464000

599000

609000

641000

347999

356999

386999

445999

464999

599999

609999

641999

1

1

1

1

1

1

1

1

1

1

1

1

1

347,300

356,300

386,300

445,300

464,300

599,300

609,300

641,300

3 0 0

106 ,300

129 ,300

137 ,300

319 ,300

347 ,300

356 ,300

386 ,300

4 4 5 ,3 0 0

4 6 4 ,3 0 0

599 ,300

609 ,300

641 ,300

6

7

8

9

1 0

1 1

1 2

13

46.15%

53.85%

61.54%

69.23%

76.92%

84.62%

92.31%

100.00%

1,039,800

1,396,100

1,782,400

2,227,700

2,692,000

3,291,300

3,900,600

4,541,900

0.01%

2.35%

5.19%

8.22%

15.25%

22.89%

30.74%

39.24%

49.05%

59.27%

72.47%

85.88%

100.00%

Total

Prorated Billsl

Bill Total

13

(1)
12

4,541,900 13 4,541,900

14

15

16

17

18

19

20

Revenue s 198 s 12,944

Block 2 Usage

Block 3 Usage

Total Usage

324,300

4,217,600

4,541,900

21

Average Number of Customers 1

Average Consumption 378,492

22

23

24

25

26

27

28

29

Median Consumption 347,800

30

31

32

33

34

35

36

Customer Minimum Charges are prorated for billing periods less than 25 days and greater than 35 days.

When homes change ownership during a month, two bills are generated. One for each owner for the portion of

the month that owner took water service. The sum of the Minimum Charge billed on each of the two billings

will be equal to the monthly minimum charge for the meter size. The reduction in bill count is necessary

to avoid double counting billing units during months when account ownership changes. The reduction is based

on a total of 144 account ownership changes for Sunrise Water Co. in 2007.

37
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Sunrise Water Co.

Test Year Ended December 31, 2007

Bill Count

Exhibit: RU-1

Schedule H-5

Witness: Jones

Rate Schedule:

Description:

General Water Service

1-1/2" Residential Meter

Minimum Charge: S

Commodity Charge: S

21.50

2.85

Line

Number

of Bills by

Block

Cumulative Bills

No. % of Total

Cumulative Consumption

Amount % of TotalNo. Block

Average

Consumption

in Block

Consumption

by Blocks

1

2

3

4

5

6
7

8

9

10

11

12

13

14

0

1000

2000

3000

4000

999

1999

2999

3999

4999

30

17

13

19

14

6

17

10

13

13

13

300

1,300

z,300

3,300

4,300

9,000

22,100

29,900

62,700

60,200

30

47

60

79

93

6.61%

10.35%

13.22%

17.40%

20.48%

9,oo0

31,100

61,000

123,700

183,900

0.06%

0.21%

0.40%

0.82%

1.22%

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

5000

6000

7000

8000

9000

10000

11000

12000

13000

14000

15000

16000

17000

18000

19000

20000

21000

22000

23000

24000

25000

26000

27000

28000

5999

6999

7999

8999

9999

10999

11999

12999

13999

14999

15999

16999

17999

18999

19999

20999

21999

22999

23999

24999

25999

26999

27999

28999

6

5

9

7

2

9

2

9

7

8

5

6

7

8

6

8

4

6

5,300

6,300

7,300

8,300

9,300

10,300

11,300

12,300

13,300

14,300

15,300

16,300

17,300

18,300

19,300

20,300

21,300

22,300

23,300

24,300

25,300

26,300

27,300

28,300

31,800

107,100

73,000

107,900

120,900

133,900

67,800

61,500

119,700

100,100

30,600

146,700

34,600

164,700

135,100

162,400

106,500

133,800

163,100

194,400

151,800

210,400

109,200

169,800

99

116

126

139

152

165

171

176

185

192

194

203

205

214

221

229

234

240

247

255

261

269

273

279

21.81%

25.55%

27.75%

30.62%

33.48%

36.34%

37.67%

38.77%

40.75%

42.29%

42.73%

44.71%

45.15%

47.14%

48.68%

50.44%

51.54%

52.86%

54.41%

56.17%

57.49%

59.25%

60.13%

61.45%

215,700

322,800

395,800

503,700

624,600

758,500

826,300

887,800

1,007,500

1,107,600

1,138,200

1,284,900

1,319,500

1,484,200

1,619,300

1,781,700

1,888,200

2,022,000

2,185,100

2,379,500

2,531,300

2,741,700

2,850,900

3,020,700

1.43%

2.149

2.63%

3.34%

4.14%

5.03%

5.48%

5.89%

6.69%

7.35%

7.55%

8.53%

8.76%

9.85%

10.75%

11.82%

12.53%

13.42%

14.50%

15.79%

16.80%

18.19%

18.92%

20.05%

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

48

49

29000

30000

31000

32000

33000

34000

35000

36000

37000

38000

39000

40000

41000

42000

43000

44000

45000

46000

47000

48000

29999

30999

31999

32999

33999

34999

35999

36999

37999

38999

39999

40999

41999

42999

43999

44999

45999

46999

47999

48999

2

4

5

4

4

3

4

5

4

2

5

5

2

1

2

1

4

1

3

5

29,300

30,300

31,300

32,300

33,300

34,300

35,300

36,300

37,300

38,300

39,300

40,300

41,300

42,300

43,300

44,300

45,300

46,300

47,300

48,300

58,600

121,200

156,500

129,200

133,200

102,900

141,200

181,500

149,200

76,600

196,500

201,500

82,600

42,300

86,600

44,300

181,200

46,300

141,900

241,500

281

285

290

294

298

301

305

310

314

316

321

326

328

329

331

332

336

337

340

345

61.89%

62.78%

63.88%

64.76%

65.64%

66.30%

67.18%

68.28%

69.16%

69.60%

70.70%

71.81%

72.25%

72.47%

72.91%

73.13%

74.01%

74.23%

74.89%

75.99%

3,079,300

3,200,500

3,357,000

3,486,200

3,619,400

3,722,300

3,863,500

4,045,000

4,194,200

4,270,800

4,467,300

4,668,800

4,751,400

4,793,700

4,880,300

4,924,600

5,105,800

5,152,100

5,294,000

5,535,500

20.43%

21.24%

22.28%

23.13%
24.02%

24.70%

25.64%

26.84%

27.83%

28.34%

29.65%

30.98%

31,53%

31.81%

32.39%

32.68%

33.88%

34.19%

35.13%

36.73%
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Sunrise Water Co.

Test Year Ended December 31, 2007

Bill Count

Rate Schedule:

Description:

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17
18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

48

49

49000

50000

51000

52000

53000

54000

55000

56000

57000

58000

59000

60000

61000

62000

63000

64000

65000

66000

68000

69000

70000

71000

72000

73000

74000

75000

76000

77000

79000

80000

81000

83000

86000

87000

89000

91000

92000

93000

95000

96000

97000

100000

101000

102000

104000

107000

109000

114000

115000

Block

49999

50999

51999

52999

53999

54999

55999

56999

57999

58999

59999

60999

61999

62999

63999

64999

65999
66999

68999

69999

70999

71999

72999

73999

74999

75999

76999

77999

79999

80999

81999

83999

86999

87999

89999

91999

92999

93999

95999

96999

97999

100999

101999

102999

104999

107999

109999

114999

115999

General Water Service

1-1/2" Residential Meter

Number

of Bills by

Block

4

2

3

2

4

1

1

1

1

2

2

1

1

2

2

2

1

2

1

2

4

2

4

1

2

2

2

3

3

1

2

1

2

3

4

3

1

1

1

1

2

2

1

1

1

1

2

1

1

Average
Consumption

in Block

49,300

50,300

51,300

52,300

53,300

54,300

55,300

56,300

57,300

58,300

59,300

60,300

61,300

62,300

63,300

64,300

65,300
66,300

68,300

69,300

70,300

71,300

72,300

73,300

74,300

75,300

76,300

77,300

79,300

80,300

81,300

83,300

86,300

87,300

89,300

91,300

92,300

93,300

95,300

96,300

97,300

100,300

101,300

102,300

104,300

107,300

109,300

114,300

115,300

Consumption

by Blocks

98,600

201,200

102,600

209,200

53,300

108,600

110,600

112,600

171,900

174,900

59,300

120,600

61,300

124,600

189,900

257,200

195,900
265,200

136,600

207,900

140,500

285,200

72,300

73,300

74,300

75,300

152,600

154,600

79,300

80,300

162,600

166,600

172,600

87,300

178,600

91,300

92,300

93,300

95,300

96,300

194,600

200,600

101,300

102,300

104,300

107,300

218,600

114,300

115,300

Minimum Charge: $

Commodity Charge: S

Cumulative Bills

No. % of Total

347

351

353

357

358

360

362

364

367

370

371

373

374

376

379

383

386
390

392

395

397

401

402

403

404

405

407

409

410

411

413

415

417

418

420

421

422

423

424

425

427

429

430

431

432

433

435

436

437

76.43%

77.31%

77.75%

78.63%

78.85%

79.30%

79.74%

80.18%

80.84%

81.50%

81.72%

82.16%

82.38%

82.82%

83.48%

84.36%

85.02%
85.90%

86.34%

87.00%

87.44%

88.33%

88.55%

88.77%

88.99%

89.21%

89.65%

90.09%

90.31%

90.53%

90.97%

91.41%

91.85%

92.07%

92.51%

92.73%

92.95%

93.17%

93.39%

93.61%

94.05%

94.49%

94.71%

94.93%

95.15%

95.37%

95.81%

96.04%

96.26%

21.50

2.85

Cumulative Consumption

Amount % ofTotaI

5,634,100

5,835,300

5,937,900

6,147,100

6,200,400

6,309,000

6,419,600

6,532,200

6,704,100

6,879,000

6,938,300

7,058,900

7,120,200

7,244,800

7,434,700

7,691,900

7,887,800

8,153,000

8,289,600

8,497,500

8,638,100

8,923,300

8,995,600

9,068,900

9,143,200

9,218,500

9,371,100

9,525,700

9,605,000

9,685,300

9,847,900

10,014,500

10,187,100

10,274,400

10,453,000

10,544,300

10,636,600

10,729,900

10,825,200

10,921,500

11,116,100

11,316,700

11,418,000

11,520,300

11,624,600

11,731,900

11,950,500

12,064,800

12,180,100

Witness:

Exhibit: RU-1

Schedule H-5

37.39%

38.729

39.40%

40.79%

41.15%

41.87%

42.60%

43.35%

44.49%

45.65%

46.04%

46.84%

47.25%

48.08%

49.34%

51.04%

52.34%
54.10%

55.01%

56.39%

57.32%

59.22%

59.70%

60.18%

60.67%

61.179

62.19%

63.21%

63.74%

64.27%

65.35%

66.46%

67.60%

68.18%

69.379

69.97%

70.59%

71.20%

71.84%

72.48%

73.77%

75.10%

75.77%

76.45%
77.149

77.85%

79.30%

80.06%

80.83%

Jones
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Sunrise Water Co.

Test Year Ended December 31, 2007

Bill Count

Exhibit: RU-1

Schedule H-5

Witness: Jones

Rate Schedule:

Description:

General Water Service

1-1/2" Residential Meter

Minimum Charge: $

Commodity Charge: $

21.50

2.85

Line

Number

of Bills by

Block

Cumulative Bills

No. % of TotalNo. Block

Average

Consumption
in Block

Consumption

by Blocks

Cumulative Consumption

Amount % of Total

1

2

3

4

5

6

7

116000 116999 1

1

1

1

4

1

1

1

1

1

1

1

1

1

116,300 438 12,296,400

8

9

10

11

12

13

14

15

118000

121000

122000

123000

127000

131000

134000

141000

175000

228000

244000

291000

444000

118999

121999

122999

123999

127999

131999

134999

141999

175999

228999

244999

291999

444999

116,300

118,300

121,300

122,300

123,300

127,300

131,300

134,300

141,300

175,300

228,300

244,300

291,300

444,300

118,300

121,300

122,300

493,200

127,300

131,300

134,300

141,300

175,300

228,300

244,300

291,300

444,300

439

440

441

445

446

447

448

449

450

451

452

453

454

96.48%

96.70%

96.92%

97.14%

98.02%

98.24%

98.46%

98.68%

98.90%

99.12%

99.34%

99.56%

99.78%

100.00%

12,414,700

12,536,000

12,658,300

13,151,500

13,278,800

13,410,100

13,544,400

13,685,700

13,861,000

14,089,300

14,333,600

14,624,900

15,069,200

81.60%

82.38%

83.19%

84.00%

87.27%

88.12%

88.99%

89.88%

90.82%

91.98%

93.50%

95.12%

97.05%

100.00%

Totals

Prorated Bil1$1

Bill Total

454

(4)
450

15,069,200 454 15,069,200

Revenue s 9,675 s 42,947

Block 2 Usage

Blocks Usage

Total Usage

9,077,300

5,991,900

15,069,200

Average Number of Customers 38

Average Consumption 33,487

16

17

18

19

20

21

22

23

24

25

26

27

28
Median Consumption 20,050

29

30

31

32

33

34

35

36

37

38

Customer Minimum Charges are prorated for billing periods less than 25 days and greater than 35 days.

When homes change ownership during a month, two bills are generated. One for each owner for the portion of

the month that owner took water service. The sum of the Minimum Charge billed on each of the two billings
will be equal to the monthly minimum charge for the meter size. The reduction in bill count is necessary

to avoid double counting billing units during months when account ownership changes. The reduction is based

on a total of 144 account ownership changes for Sunrise Water Co. in 2007.
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Sunrise Water Co.

Test Year Ended December 31, 2007

Bill Count

Exhibit: RU-1

Schedule H-5

Witness: Jones

Rate Schedule:

Description:

General Water Service

z" Residential Meter

Minimum Charge: $

Commodity Charge: $

26.50

2.85

Line

No. Block

Number

of Bills by

Block

Average

Consumption

in Block

Consumption

by Blocks

Cumulative Bills
No. % of Total

Cumulative Consumption

Amount % of Total

1

2

3

4

5

0

1000

2000

3000

4000

999

1999

2999

3999

4999

300

1,300

2,300

3,300

4,300

z,100

3,900

z,30o

3,300

8,600

7

1 0

1 1

1 2

14

6.14%

8.77%

9.65%

10.53%

12.28%

2,100

6,000

8,300

11,600

20,200

0.019

0.03%

0.04%

0.06%

0.10%

6

7

8

9

1 0

1 1

1 2

13

7

3

1

1

2

2

1

1

1

2

2

3

1

31 4

15

1 6

1 7
1 8

19

2 0

21

2

2

2

1

1

1

1

1

1

1

1

14.04%

14.91%

15.79%

16.67%

18.42%

20.18%

22.81%

23.68%

26.32%

28.07%

29.82%

31.58%

32.46%

33.33%

34.21%

35.09%

35.96%

36.84%

37.72%

38.60%

39.47%

40.35%

41.23%

42.11%

0.15%

0.18%

0.22%

0.26%

0.35%

0.46%

0.64%

0.70%

0.93%

1.10%

1.28%

1.48%

1.58%

1.70%

1.83%

1.979

2.13%

2.33%

2.58%

2.86%

3.21%

3.57%

22

2 3

24

2 5

2 6

2 7

2 8

2 9

5 0 0 0

6 0 0 0

7 0 0 0

8 0 0 0

9 0 0 0

1 0 0 0 0

1 2 0 0 0

1 3 0 0 0

1 5 0 0 0

1 7 0 0 0

1 8 0 0 0

1 9 0 0 0

20000

25000

2 6 0 0 0

28000

3 1 0 0 0

4 1 0 0 0

5 0 0 0 0

5 7 0 0 0

6 9 0 0 0

7 2 0 0 0

7 8 0 0 0

9 7 0 0 0

5 9 9 9

6 9 9 9

7 9 9 9

8 9 9 9

9 9 9 9

1 0 9 9 9

1 2 9 9 9

1 3 9 9 9

15999

17999

18999

19999

20999

25999

26999

28999

31999

4 1 9 9 9

50999

57999

69999

72999

78999

97999

1

1

1

1

1

1

1

1

1

1

1

5 ,300

6 ,300

7 ,300

8 ,3 0 0

9 ,3 0 0

10 ,300

1 2 ,3 0 0

13 ,300

15 ,300

17 ,300

18 ,300

19 ,300
20 ,300

25 ,300

26 ,300

28 ,300

31 ,300

41 ,300

50 ,300

57 ,300

69 ,300

72 ,300

78 ,300

97 ,300

10 ,600

6 ,300

7 ,300

8 ,3 0 0

18 ,600

20 ,600

36 ,900

13 ,300

45 ,900

34 ,600

36 ,600

38 ,600
20 ,300

25 ,300

26 ,300

28 ,300

31 ,300

41 ,300

50 ,300

57 ,300

69 ,300

72 ,300

78 ,300

97 ,300

16

17

1 8

19

2 1

2 3

2 6

2 7

3 0

32

34

3 6

3 7

3 8

3 9

4 0

4 1

4 2

4 3

4 4

4 5

4 6

4 7

4 8

30 ,800

37 ,100

44 ,400

52 ,700

71 ,300

91 ,900

128 ,800

142 ,100

188 ,000

222 ,600

259 ,200

297 ,800

318 ,100

343 ,400

369 ,700

398 ,000

429 ,300

4 7 0 ,6 0 0

520 ,900

578 ,200

647 ,500

719 ,800

798 ,100

895 ,400
3.95%
4.449

3 0

3 1

32

3 3

34

3 5

3 6

3 7

3 8

3 9

4 0

4 1

42

4 3

4 4

4 5

4 6

101999

103999

104999

114999

115999

118999

119999

124999

125999

135999

137999

140999

151999

156999

163999

165999

182999

199999

205999

208999

1

2

2

1

1

2

1

1

1

1

4 7

4 8

4 9

101000

103000

104000

114000

115000

118000

119000

124000

125000

135000

137000

140000

151000

156000

163000

165000

182000

199000

205000

208000

1

1

1

101 ,300

103 ,300

104 ,300

114 ,300

115 ,300

118 ,300

119 ,300

124 ,300

125 ,300

135 ,300

137 ,300

140 ,300

151 ,300

156 ,300

163 ,300

165 ,300

182 ,300

199 ,300

205 ,300

208 ,300

101 ,300

103 ,300

104 ,300

114 ,300

115 ,300

118 ,300

119 ,300

124 ,300

250 ,600

270 ,600

137 ,300

140 ,300

302 ,600

156 ,300

163 ,300

165 ,300

182 ,300

199 ,300

205 ,300

208 ,300

4 9

S 0

51

52

5 3

54

5 5

5 6

SO

6 0

6 1

62

64

6 5

6 6

6 7

6 8

6 9

7 0

7 1

42 .98%

43.86%

44.74%

45.61%

46.49%

47.37%

48.25%

49.12%

50.88%

52.63%

53.51%

54.39%

56.14%

57.02%

57.89%

58.77%

59.65%

60.53%

61.40%

62.28%

996 ,700

1,100,000

1,204,300

1,318,600

1,433,900

1,552,200

1,671,500

1,795,800

2,046,400

2,317,000

2,454,300

2,594,600

2,897,200

3,053,500

3,216,800

3,382,100

3,564,400

3,763,700

3,969,000

4,177,300

4.94%

5.45%

5.97%

6.53%

7.10%

7.69%

8 .28%

8.90%

10.14%

11.48%

12.16%

12.86%

14.36%

15 .13%

15.94%

16.76%

17.66%

18.65%

19.679

20.70%
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Sunrise Water Co.

Test Year Ended December 31, 2007

Bill Count

Rate Schedule:

Description:

Line

No.

15

16

17

18

19

20

21

14

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

22

5

6

7

8

9

10

11

12

13

1

2

3

4

217000

222000

233000

237000

239000

240000

248000

259000

263000

264000

272000

279000

281000

293000

297000

300000

304000

306000

321000

336000

338000

347000

361000

369000

400000

421000

426000

437000

441000

447000

454000

455000

476000

490000

516000

527000

537000

559000

1005000

Block

217999

222999

233999

237999

239999

240999

248999

259999

263999

264999

272999

279999

281999

293999

297999

300999

304999

306999

321999

336999

338999

347999

361999

369999

400999

421999

426999

437999

441999

447999

454999

455999

476999

490999

516999

527999

537999

559999

1005999

General Water Service

2" Residential Meter

Number

of Bills by

Block

1

1

1

1

2

2

z

1

1

1

2

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

Average
Consumption

in Block

217,300

222,300

233,300

237,300

239,300

240,300

248,300

259,300

263,300

264,300

272,300

279,300

281,300

293,300

297,300

300,300

304,300

306,300

321,300

336,300

338,300

347,300

361,300

369,300

400,300

421,300

426,300

437,300

441,300

447,300

454,300

455,300

476,300

490,300

516,300

527,300

537,300

559,300

1,005,300

Consumption

by Blocks

217,300

222,300

466,600

237,300

239,300

240,300

248,300

259,300

263,300

254,300

272,300

279,300

281,300

293,300

297,300

300,300

304,300

306,300

321,300

336,300

338,300

347,300

361,300

369,300

400,300

421,300

426,300

437,300

882,600

894,600

908,600

455,300

476,300

490,300

516,300

527,300

537,300

559,300

1,005,300

Minimum Charge: S

Commodity Charge: S

Cumulative Bills

No. % of Total

72

73

75

76

77

78

79

80

81

82

83

84

85

86

87

88

89

90

91

92

93

94

95

96

97

98

99

100

102

104

106

107

108

109

110

111

112

113

114

63.16%

64.04%

65.79%

66.67%

67.54%

68.42%

69.30%

70.18%

71.05%

71.93%

72.81%

73.68%

74.56%

75.44%

76.32%

77.19%

78.07%

78.95%

79.82%

80.70%

81.58%

82.46%

83.33%

84.21%

85.09%

85.96%

86.84%

87.72%

89.47%

91.23%

92.98%

93.86%

94.74%

95.61%

96.49%

97.37%

98.25%

99.12%

100.00%

26.50

2.85

Cumulative Consumption

Amount % of Total

4,394,600

4,616,900

5,083,500

5,320,800

5,560,100

5,800,400

6,048,700

6,308,000

6,571,300

6,835,600

7,107,900

7,387,200

7,668,500

7,961,800

8,259,100

8,559,400

8,863,700

9,170,000

9,491,300

9,827,600

10,165,900

10,513,200

10,874,500

11,243,800

11,644,100

12,065,400

12,491,700

12,929,000

13,811,600

14,706,200

15,614,800

16,070,100

16,546,400

17,036,700

17,553,000

18,080,300

18,617,600

19,176,900

20,182,200

Witness:

Exhibit: RU-1

Schedule H-5

21.77%

22.88%

25.19%

26.36%

27.55%

28.74%

29.97%

31.26%

32.56%

33.87%

35.22%

36.60%

38.00%

39.45%

40.92%

42.41%

43.92%

45.44%

47.03%

48.69%

50.37%

52.09%

53.88%

55.71%

57.69%

59.78%

61.89%

64.06%

68.43%

72.87%

77.37%

79.63%

81.99%
84.41%

86.978

89.59%

92.25%

95.02%

100.00%

Jones

41

42

43

44

45

46

47

48

49
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Sunrise Water Co.

Test Year Ended December 31, 2007

am Count

Exhibit: RU-1

Schedule H-5

Witness: Jones

Rate Schedule:

Description:

General Water Service

2" Residential Meter

Minimum Charge: S

Commodity Charge: S

26.50

2.85

Line

No. Block

Number

of Bills by

Block

Average
Consumption

in Block

Consumption

by Blocks No.

Cumulative Bills

% of Total

Cumulative Consumption

Amount % of Total

1

2

3

4

Total

Prorated Bills*

Bill Total

114

(1)
113

20,182,200 114 20,182,200

Revenue s 2,995 s 57,519

Block 2 Usage
Block 3 Usage

Total Usage

5,128,200

15,054,000

20,182,200

Average Number of Customers 9

Average Consumption 178,604

5

6

7

8

9

10

11

12

13

Median Consumption 124,800

14

15

16

17

18

19

20

21

22

23

Customer Minimum Charges are prorated for billing periods less than 25 days and greater than 35 days.

When homes change ownership during a month, two bills are generated. One for each owner for the portion of

the month that owner took water service. The sum of the Minimum Charge billed on each of the two billings

will be equal to the monthly minimum charge for the meter size. The reduction in bill count is necessary

to avoid double counting billing units during months when account ownership changes. The reduction is based

on a total of 144 account ownership changes for Sunrise Water Co. in 2007.

Page 15 of 17



Sunrise Water Co.

Test Year Ended December 31, 2007

Bill Count

Exhibit: RU-1

Schedule H-5

Witness: Jones

Rate Schedule:

Description:

General Water Service

3" Hydrant Meter

Minimum Charge: S

Commodity Charge: S

25.00

2.85

Number

of Bills

Total

Consumption

Total

Adjustment RU-8

Adjusted Tota I

81

(3)
78

24,966,230

(16,777,022)

8,189,208

Line

1

2

3

4

5

6

7

8

Revenue s 1,950 s 23,339

Average Number of Customers 7

Average Consumption 104,990

g

10

11

12

13

14

15

16

Median Consumption 104,990
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Sunrise Water Co.

Test Year Ended December 31, 2007

Bill Count

Exhibit: RU-1

Schedule H-5

Witness: Jones

Rate Schedule:

Description:

General Water Service

Coin Operated Standpipe

Minimum Charge: $

Commodity Charge: $ 2.46 1

Number

of Bills

Total

Consumption

Total 959,215

Line

No.

1

z

3

4

5

6

7

8

Revenue s S 2,364

9

10

11

12

13

14

15

16

1 This rate is calculated by dividing the total gallons delivered by the amount collected.
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EXECUTIVE SUMMARY

Marvin E. Collins testifies as follows:

1

2
3
4
5

6

7

8

9

1 0

11

The service area for Sunrise Water Co. ("Sunrise") is located in the northern part of Peoria,
Arizona, bounded by Williams Road on the south, Happy Valley Road on the north, 75d1 Avenue
on the east and 99th Avenue on the west. As of December 31, 2007, there were 1,324 water
customers, all but two are residential.

A11 water is provided by groundwater. There are seven existing wells, of which five are in
service. One well is currently out of service because arsenic levels exceed current standards, and
one well is being used as an observation well. Sunrise operates seven water storage and booster
pumping facilities with a total storage capacity of over 1.2 million gallons. The only treatment
required for the water is chlorination, The water-distnlbution system consists of two pressure
zones, with 35-plus miles of water mains varying in size from two to 12 inches.

To comply with the new federal arsenic standards, Sunrise decided to temporarily take Well No.
2 out of service and to construct a replacement well and associated facilities. New construction at
Well No. 7 consists of a 400 rpm well, a 500,000-gallon storage tank, booster pumps, and
related equipment. The total cost of Well No. 7 and the associated facilities was approximately
$2.8 million. Sunrise was able to secure participation by several developers planning new
subdivisions and commercial properties, reducing Surmise's cost for the Well No. 7 facilities to
$500,000.

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

21
2 2

2 3
2 4

2 5

2 6

2 7

2 8

2 9

3 0

3 1

3 2

3 3

Sunrise undertook two additional projects to address the loss of Well No. 2 as a water supply.
These projects improve the Sunrise water distribution system by better interconnecting the
various booster stations, with the principal benefit of allowing water from the Well No. 7 site to
be delivered to areas in the Sunrise water distribution system that were affected by the loss of
Well No.2.

Sunrise has ten employees, a President, a Manager, a Field Operation Supervisor, a Controller, a
Customer Service Representative, an Accounts Payable Clerk, two fUll-time and one part-time
field laborers, and a shared receptionist.
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I

Q-

INTRODUCTION

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

NUMBER.

1

2

3

4

5

A. My name is Marvin E. Collins. My business address is 9098 W. Pinnacle Peak Rd.,

Peoria, Arizona 85383, and my business phone is (623) 972-6133.

6 Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

7 A. I am employed by Sunrise Water Co. ("Sunrise") as its Manager.

8

9

10

11

Q- WHAT ARE YOUR RESPONSIBILITIES AS SUNRISE'S MANAGER?

12

I am responsible for Sunrise's day-to-day operations, including water treatment, water

distribution, and customer service. I am also responsible for interactions with developers,

and relations with the Arizona Corporation Commission ("Commission") and other

government entities.

Q- PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE.13

14

15

16

17

A. Before joining Sunrise, I held various positions with Citizens Water Resources over a 36-

year career. Most recently, Iwis Citizens' Manager, Customer and Community

Relations, where I was responsible for customer and community relations for Citizens'

Maricopa and Santa Cruz Counties water/wastewater operations.

18

19

20

21

22

23

Q- DO YOU HAVE ANY PROFESSIONAL AFFILIATIONS?

Yes. I belong to and have previously sewed as Chairperson of the Northwest Valley

Chamber of Commerce, the Surprise Economic Advisory Board, and the Surprise

Economic Development Corporation. I am a Life Member of the Arizona Water and

Pollution Control Association. I also belong to the American Water Works Association,

the American Management Association, and the Rotary Club.

24

A.

A.

Q. ARE YOU A CERTIFIED OPERATOR?
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1

2

3

4

Yes. I am an Arizona Department of Environmental Quality ("ADEQ") Grade 3 Water

Distribution System Operator, a Grade 2 Water Treatment Plant Operator, a Grade 2

Wastewater Treatment Plant Operator, and a Grade 2 Wastewater Collection System

Operator.

5

6

7

8

9

Q- HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE COMMISSION?

Yes, I testified in Docket No. W-01157A-05-0706 to support the request of West End

Water Co. ("West End") to expand its Certificate of Convenience and Necessity. I also

prepared the rate filing for West End in Docket No. W-01157A-06-0004, and appeared at

the Open Meeting that resulted in Decision No. 68925.

II PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

10

11

12

Q~

Please refer to the Executive Summary, which precedes my direct testimony.

III DESCRIPTION OF SYSTEM

PLEASE DESCRIBE SUNRISE'S SERVICE TERRITORY.

13

14

15

16

17

18

19

20

21

Q.

The service area is located in the northern part of Peoria, Arizona, bounded by Williams

Road on the south, Happy Valley Road on the north, 75th Avenue on the east and 99th

Avenue on the west. The Certification of Convenience and Necessity is approximately

2,500 acres, or 3.9 square miles. As of December 31, 2007, there were 1,324 water

customers. Sunrise has only two commercial customers, the remaining customers are

single-family residential homes located on lots varying from 18,000 S.F. to several acres

in size.

22

23

24

Q- HOW DOES SUNRISE OBTAIN ITS WATER SUPPLIES?

A.

A.

A.

A.

A.

All water is provided by groundwater. There are seven existing wells, of which five are

in service. One well is currently out of service because arsenic levels exceed current
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1

2

3

4

standards, and one well is being used as an observation well. Because of the

hydrogeology in Sunrise's service area, wells do not produce as much as in other parts of

Maricopa County, so that more wells are required than in most similarly sized systems.

Sunrise's wells vary in output from 125 rpm to 500 rpm.

Q. HOW IS WATER DISTRIBUTED TO SUNRISE'S CUSTOMERS?5

6

7

8

9

A. Sunrise operates seven water storage and booster pumping facilities with a total storage

capacity of over 1.2 million gallons. The only treatment required for the water is

chlorination. The water-distribution system consists of two pressure zones, with 35-plus

miles of water mains varying in size from two to 12 inches.

Q- YOU PREVIOUSLY MENTIONED ARSENIC LEVELS - HAS SUNRISE HAD

TO DEAL WITH THE NEW FEDERAL ARSENIC STANDARD?

10

11

12

13

14

15

16

17

A.

18

19

Yes. The arsenic level for Sunrise's Well No. 2 is 37 ppb. This is significantly above the

new federal standard for arsenic of 10 ppb, so blending is not an option. Sunrise

participated in the Arsenic Remediation Collation, a non-profit organization to help water

companies dealing with the new arsenic standards, and reviewed several proposals for

arsenic removal. The least cost treatment solution for Well No. 2 had a capital cost of

more than $500,000, plus an ongoing O&M cost of $1 .25 per thousand gallons treated.

Because the well only produces 200 gallons per minute, Sunrise explored other options,

including temporarily taldng Well No. 2 out of service.

Q- HOW DID SUNRISE DECIDE TO SATISFY THE FEDERAL ARSENIC

STANDARD?

20

21

22

23

24

25

A. Sunrise decided to temporarily take Well No. 2 out of service and to construct a

replacement well and associated facilities. New construction at Well No. 7 consists of a

400 rpm well, a 500,000-gallon storage tank, booster pumps, and related equipment. The

total cost of Well No. 7 and the associated facilities was approximately $2.8 million.
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1

2

3

Sunrise was able to secure participation by several developers planning new subdivisions

and commercial properties, reducing Sunrise's cost for the Well No. 7 facilities to

$500,000. Well No. 2 will be held in reserve, in the hope that new technology will make

4 arsenic remediation less expensive. Mr. Jones includes Sullrise's share of the Well No. 7

5 construction in his rate-base schedules.

6 Q- HAS SUNRISE CONSTRUCTED ANY OTHER NEW FACILITIES?

7

8

9

Yes, with Well No. 2 out of service, the Well No. 2 booster station is fed by a single well

(Well No. 3), making the facility subject to outage during well maintenance. To improve

system reliability, Sunrise connected Well No. 5 to the new storage tank at Well No. 7.

10 Well No. 5 had previously pumped water straight to the water distribution system. This

11

12

connection was constructed as a part of the Well No. 7 improvements and is included in

the cost for the Well No. 7 project discussed above,

13

14

15

16

17

18

19

20

Sunrise undertook two additional projects to address the loss of Well No. 2 as a water

supply. These projects improve the Sunrise water distribution system by better

interconnecting the various booster stations, with the principal benefit of allowing water

from the Well No. 7 site to be delivered to areas in the Sunrise water distribution system

that were affected by the loss of Well No.2. The first project was an 8-inch water line on

91st Avenue from Pinnacle Peak Road to Monte Lindo. SuMse next installed an 8-inch

water line on 83rd Avenue from Avendia Del Sol to Mariposa Grande. The total cost of

these water-line improvements was $168,481.

21 Mr. Jones includes the cost of these facilities in his rate-base schedules

22 IV EMPLOYEES

23

A.

Q- HOW MANY EMPLOYEES DOES SUNRISE HAVE?
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1

2

Sunrise has ten employees, a President, a Manager, a Field Operation Supervisor, a

Controller, a Customer Service Representative, an Accounts Payable Clerk, two full-time

3 Mr. Jones includes the labor-

4

and one part-time field laborers, and a shared receptionist.

related costs for these employees in his expense schedules.

5 Q~ DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

6 A.

A.

Yes.
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1

2

3

EXECUTIVE SUMMARY

Marvin E. Collins testifies as follows:

4

5

6

7

8

9

10
11

12

13

14

15

16

17

18

19

20

21

Mr. Collins first identifies the recommendations and adjustments proposed by Arizona
Corporation Commission Staff ("Staflf") that are acceptable to Sunrise Water Co. ("Sunrise").

He then explains why it is appropriate to normalize hydrant sales as proposed by Sunrise. Test-
year sales were inflated for three reasons:

l. Constructions activity and resulting hydrant-water sales peaked in 2006, began to decline
in 2007, and has now declined well below 2003 levels,

2. More than one-half of 2007 hydrant water sales were to support a regional flood control
project, which is now complete, and

3. Most of 2008 hydrant-water sales were for the flood control project and for Phase I of the
Happy Valley Road expansion, which is also now complete.

He then provides a discussion of the services provided to Sunrise by SRW Consulting and
explain why they provide benefit to ratepayers and should be included in Sunrise's expenses.

He next explains why Sunrise's rent expense should include costs incurred to lease workshop,
storage, and field office space. The Well No. 7 site could not be used without significant,
expensive construction and a zoning variance. Other existing office space is not adequate.

Finally, he responds to Staff' s testimony position to not include test year income tax expense for
Sunrise. Failure to include these legitimate expenses would financially harm Sunrise and affect
Sunrise's ability to fund future infrastructure projects.
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I

Q.

INTRODUCTION

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

NUMBER.

1

2

3

4

5

A. My name is Marvin E. Collins. My business address is 9098 W. Pinnacle Peak Rd.,

Peoria, Arizona 85383, and my business phone is (623) 972-6133.

6

7

8

Q- ARE YOU THE SAME MARVIN E. COLLINS WHO PREVIOUSLY

SUBMITTED DIRECT TESTIMONY IN THIS DOCKET?

Yes.

II PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

9

10

11

Q-

A.

12

13

14

In my testimony:

I identify the recommendations and adjuswents proposed by Arizona Corporation

Commission Staff ("Staff") that are acceptable to Sunrise Water Co. ("Sunrise") .

•

15

16

17

18

19

20

21

A.

I explain why it is appropriate to nonnalize hydrant sales as proposed by Sunrise.

I provide a discussion of the services provided to Sunrise by Mr. Rip Wilson and

explain why they provide benefit to ratepayers and should be included in Sunrise's

expenses.

I explain why Sunrise's rent expense should include costs incurred to lease workshop,

storage, and Held office space.

Finally, I respond to Staff' s testimony position to not include test year income tax

expense for Sunrise.
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III STAFF ADJUSTMENTS

HAVE YOU REVIEWED STAFF'S DIRECT TESTIMONY IN THIS CASE?

1

2

3

Q~

Yes, I reviewed the testimony provided by Mr. Alexander Iggie and Mr. Jean Liu.

4

5

6

7

8

9

is SUNRISE WILLING TO ACCEPT THE RECOMMENDATIONS MADE BY

STAFF?

Sunrise believes that Staff has completed a thorough review of Sunrise's tiling and has

evenhandedly evaluated Sunrise's plant records, test year income, and test year expenses

and made many sound recommendations that are acceptable to Sunrise. Twill discuss

each of them in tum.

Q- DO YOU ACCEPT STAFF'S COST OF CAPITAL RECOMMENDATION?10

11

12

Yes, Staff has recommended adoption of Sunrise's proposed 10 percent Fair Value Rate

of Return.

13

14

15

Q- WHICH OF STAFF'S RATE BASE ADJUSTMENTS DOES SUNRISE ACCEPT?

Sunrise accepts Staff Rate Base Adjustment No. 1, which increases accumulated

depreciation by $135,964 over Sunrise's proposal of $2,492,241

1 6

1 7

1 8

Q- WHICH OF STAFF'S OPERATING INCOME ADJUSTMENTS DOES SUNRISE

ACCEPT?

Sunrise accepts due following Operating Income Adjustments:

19
20
21
22
23
24
25
26
27
28
29

A.

A.

A.

A.

A.

Operating Income
Adjustment No.

2
3
5
7

10
11
12
13
14

Expense Categorv
Salaries and Wages
Salaries and Wages
Office Supplies Expense
Water Testing Expense
Rent Expense
Rent Expense
Transportation Expense
Transportation Expense
Transportation Expense

Adjustment Amount
(368,913)

$4,243
($1,500)
$2,184
$1,500

$19,521
($3,508)
(538,485)
($6,300)
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1
2
3
4
5
6
7

16
17
18
19
20

Miscellaneous Expense
Miscellaneous Expense
Miscellaneous Expense
Miscellaneous Expense
Depreciation Expense

(552,285)
$6,413

$50,216
($19,521)
$10,210

Total accepted Operating Income Adjustments ($16,225)

8

9

1 0

1 1

1 2

IV

Q-

HYDRANT WATER SALES

WHAT IS STAFF'S RECOMMENDATION REGARDING SUNRISE'S

PROPOSAL TO NORMALIZE HYDRANT WATER SALES REVENUE?

Staff has recommended denial of Sunrise's proposal to normalize hydrant water sales,

which has the effect of increasing test year revenue by $47,815.

Q~ PLEASE SUMMARIZE STAFF'S ASSESMENT OF SUNRISE'S PROPOSED

METHOD FOR CALCULATING NORMALIZED HYDRANT WATER SALES?

13

14

15

1 6

1 7

18

1 9

2 0

Staff states that Sun1°ise's method for calculating normalized hydrant water sales is

flawed. Specifically Staff relies on two reasons for rej ecting Sunrise's method:

The five year average includes three years of very low water sales which results in

understatement of normalized hydrant water sales.

•

Sunrise understates its normalized level of test year hydrant water sales by deducting

the hydrant water sales to the Maricopa County Flood Control District.

Q- DO YOU AGREE WITH STAFF'S ASSESMENT?21

22 No I do not.

23

24

25

26

Q- PLEASE DESCRIBE THE FLOOD CONTROL PROJECT.

A.

A.

A.

A.

The Flood Control Project is the 83rd Avenue / Pinnacle Peak Road Drainage

Improvement Project constructed by the Maricopa County Flood Control District, in

cooperation with the City of Peoria and Maricopa County Department of Transportation.
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1

2

3

4 •

5

6

•7

8

9

10

11

12

The project was designed to provide 100-year protection to the area between Calla Lejos

and Deer Valley Roads, and approximately 87th to 83rd Avenues and 10-year protection

between 87th and 91 st Avenues. The project included several components:

Construction of two detention basins (the Pinnacle Peak Basin at the northwest comer

of 83rd Avenue and Pinnacle Peak Road, and the Avenida del Sol Basin at the

southeast comer of Avenida del Sol and 87th Avenue),

Construction of a 100-year storm drain along Calle Lejos, 87th Avenue, 83rd Avenue,

and Pinnacle Peak Road, and

Construction of a 10-year stone drain along Cielo Grande, Avenida del Sol and

Pinnacle Peak Rd.

Attached as Exhibit MEC-R1 is a Project Design Bulletin issued by the Flood Control

District, which describes the project in greater detail.

•

13

14

15

16

17

Q. IS THE FLOOD CONTROL PROJECT REPRESENTATIVE OF NORMAL

CONSTRUCTION WITHIN SUNRISE'S SERVICE AREA?

18

19

No. This project was an extremely large regional prob et and not representative of

normal construction within Sunrise's service area. As indicated on the Project Design

Bulletin (MEC-1), the prob act spanned across a full square mile of land within the Sunrise

service area and included the excavation of two massive retention basins, the installation

of several miles of storm drain piping, and associated repaving of numerous streets.

Q- WHAT IS THE CURRENT STATUS OF THE FLOOD CONTROL PROJECT

AND SUNRISE'S HYDRANT WATER SALES FOR THE FLOOD CONTROL

PROJECT?

20

21

22

23

24

25

A. By year end 2008, the project was fully complete, the hydrant water account with the

contractor was closed, the hydrant meter had been removed, and all hydrant water sales

had ceased.
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1 Q- PLEASE DESCRIBE THE HAPPY VALLEY PROJECT?

2

3

4

A.

5

6

7

8

9

This project provides a vital east-west link for northern Peoria by constructing the

missing segment of Happy Valley Road over New River between 91st Avenue and

Terramar Boulevard. This new link to Peoria's street network provides additional options

for traffic now using Lake Pleasant Parkway, 83rd Avenue, 67th Avenue, and Deer

Valley Road. The improvements include three lanes in each direction plus bike lanes,

street lighting, landscaping, drainage, and a 16-inch waterline. Attached as Exhibit

MEC-R2 is a city of Peoria presentation from a December 17, 2008, Stakeholder

Meeting describing the project in detail.

10

11

Q. WHAT IS THE CURRENT STATUS OF THE HAPPY VALLEY PROJECT?

12

13

14

Construction of Phase I began on January 15, 2008. The City of Peoria held a Grand

Opening Celebration for the completion of Phase I of this project on December 20, 2008.

The event celebrated the opening of Happy Valley Road from 67th Avenue to 83rd

Avenue.

15

16

17

18

19

The contractor has now moved to Phase II of the project. Phase II will construct Happy

Valley Road from 83rd Avenue to a point just east of Lake Pleasant Parkway. This phase

includes earthwork, asphalt paving (rubberized), storm drainage, waterline, sewer line,

screen walls, curb/gutter, sidewalks, bike lanes, signals, landscaping, etc. This work will

continue into the winter of 2009.

20

21

22

23

Q- WHAT IS THE STATUS OF SUNRISE'S HYDRANT WATER SALES FOR THE

HAPPY VALLEY PROJECT?

24

A.

A. As indicated above, Phase I of the project was completed in December of 2008. By year

end 2008, the hydrant water account with the contractor was closed, the hydrant meter

had been removed and all hydrant water sales had ceased.
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1 Q. WILL SUNRISE BE SELLING HYDRANT WATER FOR PHASE II OF THE

HAPPY VALLEY PROJECT THAT IS CONTINUING CONSTRUCTION IN

2009?

2

3

4

5

No. The City of Peoria will supply all construction water for Phase II of the project from

their water system.

Q- WAS THE HAPPY VALLEY PROJECT REPRESENTATIVE OF NORMAL

CONSTRUCTION WITHIN SUNRISE'S SERVICE AREA?

6

7

8

9

10

11

12

13

14

No. This project was an extremely large regional project, with a budgeted cost in excess

of $35 million, and is not representative of normal construction within Sunrise's service

area. As indicated in the Stakeholder Presentation (MEC-R2), the project includes

construction of a three-mile long missing link of Happy Valley Road, which required

construction of a bridged crossing of the New River. Finally, an additional mile of

Happy Valley Road will be improved and numerous additional improvements will be

made.

Q- DOES SUNRISE EXPECT THE CITY OF PEORIA, MARICOPA COUNTY OR

THE FLOOD CONTROL DISTRICT TO CONSTRUCT ANY PROJECTS OF

SIMILAR SCOPE WITHIN SUNRISE'S SERVICE AREA IN THE FUTURE?

15

16

17

18

19

20

21

22

No. As described above, these projects are large regional projects requiring years of

planning that corrected regional flood control and transportation deficiencies within and

around the Sunrise service area. To my knowledge, there are no similar prob ects being

planned by any of the agencies, and it is unlikely that any projects of this scope will

materialize in the foreseeable iiuture in Sunrise's service area.

23

A.

A.

A.



Sunrise Water Co. Hydrant Meter Sales - Summary of Gallons Sold

Base Sales

Flood Control

Happy Valley

Total Sales

2003

1,074,700

1,074,700

2004

3,640,100

3,640,100

zoos

4,759,010

4,759,010

2006

19,574,700

19,574,700

2007

11,897,530
13,068,700

24,966,230

2008

6,770,500
9,273,300

13,445,600
29,489,400

2009

163,500

163,500

Percentage of Total Sales

Flood Control

Happy Valley

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

0.0%

52.3%

0.0%

31.4%

45.6%

0.0%

0.0%

Note: Base Sales are all sales except sales for Flood Control and Happy Valley Projects

Note: 2009 Data is through March 20, 2009

2

3

1

A.
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•

2
8
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vo
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10,000,000

COULD YOU SUMMARIZE SUNRISES HYDRANT WATER SALES FOR THE

YEARS 2003 THROUGH 2009?

Yes, the requested summary is provided in tabular and graphical format below.

Sunrise Water Hydrant Water Sales

10 _

13,068,.700

13,445,600

5,000,000 4 759,010- . . . L

1,074,700 [ Q 163,500

2003 2004 2005 2006 2007 2008 2009I
!
l Calendar Year Sales (2009 through March zo)

Q

Base Sales Flood Control I HappyValley
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Q- HYDRANT WATER SALES FOR THE FIRST THREE MONTHS OF 2009 SEEM

TO BE VERY LOW; WHY IS THIS?

1

2

3

4

A.

5

6

7

8

There are two reasons for the recent low level of hydrant water sales. First, as noted

above, both the Flood Control Project and the Happy Valley Project (which constituted

the majority of hydrant water sales in 2007 and 2008) are complete, so there a;re no

hydrant water sales for these projects. Second, due to the depressed housing market M

the greater Phoenix area, development and construction activity within Sunrise's service

area has come to a near complete standstill.

9

10

11

12

Construction activity is so depressed that during the first three months of 2009, Sunrise

had only four hydrant water sales accounts during the quarter, delivering a combined total

of 163,500 gallons. If the let quarter sales rate continues throughout the year, Sunrise

will sell well under 1,000,000 gallons of hydrant water during 2009.

13

14

15

16

I am not aware of any new projects under planning or design that would significantly

raise the current hydrant water sales rate for Sunrise in 2009. Further, I expect hydrant

water sales to be similarly depressed through 2010 and beyond. At the current level of

sales, 2009 sales would be well below the 2003 sales level.

17

18

19

20

21

22

23

24

Q- WHY IS IT APPROPRIATE TO NORMALIZE HYDRANT SALES BY

ELIMINATING FLOOD CONTROL SALES?

A. As is indicated above, Sunrise sold a large amount of water for the Flood Control Project

during the 2007 test year. The sales for the Flood Control Project represented 52.3% of

all hydrant water sales during the test year. Because the sales were so large and due to a

large regional project, which is not representative of normal construction within Sunrise's

service area, it is appropriate to normalize sales by eliminating the sales for the Flood

Control Project from the test year hydrant water sales. Further, the Flood Control Project
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1

2

3

4

5

6

7

was complete as of year-end 2008 and will not generate any revenue during 2009 or any

portion of the period for which rates will be in effect. Finally, no other large projects are

expected within Sunrise's service area which could supply replacement revenue for the

Flood Control Project during the period for which rates will be in effect. Widiout

Sunrise's proposed normalization adjustment, test year revenues would not represent

revenues on a going-forward basis and would create a mismatch between revenue and

ratebase.

Q- DOES YOUR RECOMMENDED ELIMINATION OF THE FLOOD CONTROL

SALES TAKE INTO CONSIDERATION THE EFFECT OF THE HAPPY

VALLEY PROJECT?

8

9

1 0

11

1 2

1 3

1 4

1 5

1 6

A. Yes it does. As noted above, the Happy Valley Project, while generating a large volume

of hydrant water sales in 2008, is nothing more than a short-term, nonrecurring regional

construction project that provided a one-time benefit to Sunrise's hydrant meter sales.

The construction of the Happy Valley Project in 2008 and the associated hydrant water

sales by Sunrise, is not in any way indicative of the level of hydrant water sales that

Sunrise will experience on a going forward basis.

Q- WHY IT IS APPROPRIATE TO AVERAGES BASE HYDRANT WATER SALES

OVER THE FIVE-YEAR PERIOD 2003 THROUGH 2007?

17

18

19

20

21

22

23

24

25

A. As seen in the graph below, Sunrise's base hydrant water sales peaked dramatically in

2006. Beginning in the 2007 test year and continuing through 2008 and 2009, hydrant

water sales have steadily declined and are projected to be at or below 2003 levels in

2009. This pattern of hydrant water sales is directly correlated with the Phoenix area

housing boom and bust cycle. This graph clearly demonstrates that the 2007 test year

sales of 11,897,530 gallons are significantly above a normal level of hydrant sales for

Sunrise and represent an unsustainable level of hydrant water sales. Hydrant water sales
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1

2

3

4

5

peaked in 2006 and began rapidly trending back to historic levels during the 2007 test

year. A five-year average is a reasonable method to nonnalize hydrant water sales to

represent expected sales on a going forward basis. Without Sunrise's proposed

normalization adjustment, test year revenues would not represent revenues on a going-

forward basis and would create a mismatch between revenue and ratebase.

Sunrise Water Hydrant Water
Base Sales Only

F
g
i
E

E
E
t
a
I

25,000,000
I

20,000,000
19,574,700

I
15,000,000

11.897 530

E
E
E

E

E

I

I

_'g
om
i n
|:
2
T,
Lu 10,000,000

770.500

3,640,100
5,000,000

1,074,700

o

0
4.759 010 163,500 2

8
8
E

2003 2004 2005 2006 2007 2008 2009

Calendar Year Sales (2009 through March 20)

E
Q
E

6 Q- STAFF STATES THAT INCLUDING THREE YEARS OF VERY Low WATER

7

8

SALES (2003-2005) RESULTS IN AN UNDERSTATEMENT OF NORMALIZED

HYDRANT SALES. DO YOU AGREE?

9

10

11

12

13

A. No. As shown above base hydrant water sales peaked sharply in 2006, began a steady

decline in 2007, and in 2009 are trending below 2003 levels. Contrary to Staff' s

assertion, inclusion of the 2003-2005 sales is necessary to nonnalize Sunrise's hydrant

water sales for Sunrise. Given the extreme collapse of the development and housing

market, it is likely that Sunrise's going-forward hydrant water sales will be well below

i
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1

2

3

the five-year average level of sales. Failure to do a five-year average that includes the

lower period of sales would result in normalized hydrant water sales much greater than

actual hydrant water sales for the years that the rates will be in effect.

4

5

6

V

Q-

OUTSIDE SERVICES

DO YOU AGREE WITH STAFF'S ADJUSTMENT no. 6 PERTAIING TO

OUTSIDE SERVICES?

7

8

9

A. No, I do not. Staff asserts that the services provided by SRW Consulting are for lobbying

activities that are not directly beneficial to ratepayers and proposes to remove the cost

from Sunrise's rates. I disagree with Staffs assertion.

10

11

Q- DO THE SERVICES PROVIDED BY SRW CONSULTING BENEFIT SUNRISE'S

CUSTOMERS?

12

13

14

15

16

17

A. SRW Consulting assists Sunrise with regulatory compliance by providing regulatory and

legislative monitoring and reporting services. In addition, SRW assists Sunrise to

develop communication strategies and manage issues encountered at State regulatory

agencies including the Commission. These services help ensure Sunrise is aware of new

regulatory and legal requirements and assist Sunrise in maintaining productive

relationships with the numerous agencies that oversee its operation. Sunrise procures

these services because keeping current with new regulatory and legal requirements and

maintaining good relationships with regulatory agencies is a vital component of

providing water service in a heavily regulated business environment. Accordingly, I

believe the services provided by SRW Consulting do directly benefit Sunrise's

18

19

20

21

22 customers.

23
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1

2

3

4

5

6

7

8

Q, DO YOU CONSIDER THE SERVCIES PROVIDED BY SRW CONSULTING

LOBBYING?

SRW Consulting rarely provides services for Sunrise that I would consider lobbying. In

Arizona, lobbying is generally defined as attempting to influence the passage or defeat of

any legislation by directly communicating with any legislator or attempting to influence a

formal rule making proceeding by directly communicating with any state officer or

employee. As described above, the vast majority of the services provided by SRW

Consulting are not lobbying.

9

10

11

12

13

Q- IS SUNRISE WILLING TO COMPROMISE IN ORDER TO ACCOMDATE

STAFF'S POSITION ON THIS ISSUE?

Yes. In recognition that SRW Consulting occasionally engages in lobbying activities for

Sunrise, Sunrise has adjusted its rebuttal case to include 50% of the cost of the services

provided by SRW Consulting.

14

15

16

17

18

19

20

21

BARN.. woRksHop. STORAGE, FIELD OFFICE AND YARD RENT

HAVE YOU REVIEWED STAFF'S PROPOSED OPERATING INCOME

ADJUSTMENTS NO. 8 AND NO. 9 REGARDING LEASE COSTS FOR BARN,

WORKSHOP, STORAGE, FIELD OFFICE AND YARD RENTAL.

Yes I have. Staff is recommending disallowance of a total of $37,595 in lease expense

for these facilities. Specifically, OI-8 disallowed the Bam, Workshop and Storage

expenses of $12,487.00 and Staff Report OI-9 disallowed the Held office and yard rent

expenses of $25,l08.00.

Q- DO YOU AGREE WITH STAFF'S ADJUSTMENTS?22

23

A.

VI

Q.

A.

A.

A.

No.
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1

2

Q- WHY DOES SUNRISE LEASE THE BARN, WORKSHOP, STORAGE AND

OFFICE FACILITES FRCM MR. CAMPBELL?

3

4

5

6

7

8

9

10

11

The supplies, material, tools, and equipment stored at these locations include brass

fittings and copper tubing, hand tools and power equipment and other miscellaneous

water facilities piping and fittings. These types of items are highly susceptible to theft

and vandalism. The location has a single source of ingress and egress and is a fenced and

occupied, large acreage, ranch-style, residential property. These features provide

excellent security and protect the items from theft and damage. In addition, Sunrise

records are stored in secure containers on the property. The workshop in the bam is used

by field crews to make repairs and to perform other equipment functions, and the field

office is used for field crew meetings and staging.

12

13

14

15

16

17

18

19

20

Q~ STAFF ASSERTS THAT THAT THERE IS NO EVIDENCE THAT SUNRISE

UTILIZES THE WORKSHOP OR THAT IT IS NECESSARY FOR THE

PROVISION OF SERVICE. DO YOU AGREE?

No, the workshop is used by our field personnel on a regular basis and contained water

company materials and parts at the time of Staff" s visit. Small parts and tools are stored

within the workshop to work on such items as fittings on hydrant meters, chlorine pumps

and motors, small booster pumps and motors, and other water distribution and pumping

equipment. Additionally, Sunrise personnel perform minor maintenance on the vehicles

at the workshop/barn location, such as oil changes and washing the vehicles.

2 1

2 2

2 3

Q- WHERE HAS STAFF RECOMMENDED STORING THESE SUPPLIES

PERFORMING THESE FUNCTIONS?

A.

24

25

A.

A.

Staff recommended using Sunrise Water Co. Well No. 7 for the storage of materials and

equipment. Staff recommended using an off-site storage facility for records. Staff

indicated that they did not find any evidence the workshop was used by Sunrise and did
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1

2

not recommend an alterative. Finally, Staff indicated that there was an office in

Sunrise's corporate office that could be used for crew meetings and staging.

3 Q- IS STAFF'S RECOMMENDATION TO USE WELL SITE NO. 7 FEASIBLE?

4 A.

5

6

7

8

9

10

In order to secure the supplies, material and tools at Well Site No. 7, Sunrise would have

to construct a new, adequately-sized, building. We estimate the construction cost of a

structure of adequate size to replace the existing facilities would be at least $l50,000.00,

including design and permitting. There would also be significant monthly utility bills for

electricity, sewer, garbage, and security services. Contrary to Staffs assertion that use of

Well Site No. 7 would be at no cost to ratepayers, the resulting revenue requirement and

the associated monthly operating costs associated with a building would be significant.

11

12

13

14

15

However, cost is not the biggest obstacle to overcome. Well No. 7 is located within

unincorporated Maricopa County and is zoned R43, which is a minimum one-acre

residential lot. Maricopa County R43 zoning allows for water wells and booster stations

to be installed, but the Maricopa County R43 zoning does not permit building any type of

office or storage facility on the site.

16

17

18

19

20

21

22

23

Construction of a storage facility will require either a Special Use Permit or rezoning of

the site. Under County zoning regulations, a Special Use Pennie is only allowed if the

County considers a storage facility as being attendant to the primary use of the site as a

booster station. It is unlikely that the county would consider a material and equipment

storage facility attendant to the use of the site as a booster station. Rezoning die site is

likely to prove more problematic. Zoning applications in the Sunrise service area are

routinely challenged to protect the one-acre home sites from commercial traffic and

disruption, malting the probability of rezoning the site low.
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1

2

3

Considering the cost and time required to apply for a Special Use Per nit or rezone the

site and the low likelihood of success, the use of the Well No. 7 site for storage is

speculative at best.

4

5

6

Q- IS THERE AN OFFICE IN SUNRISE'S CORPORATE OFFICE AVAILABLE

FOR FIELD PERSONNEL USE?

7

8

9

10

11

12

13

No there is not. The office referenced by Staff is Sunrise's customer service office

occupied by Sharon Chambers on a full time basis. Ms. Chambers conducts billing

activities, answers customer calls, meets with customers, and performs accounts payable

functions from the office. Sunrise's Operations Supervisor, Trent Schimmel, does have a

desk in the office for his personal use when he visits the office to coordinate with Ms.

Chambers on customer service matters, such as receiving and closing customer generated

service orders and delivering meter readings. The office is not adequately sized or

available to stage field crews or accommodate other field crew needs.

14 Q- HAS THE COMMISSION ADDRESSED THESE ISSUES PREVIOUSLY?

15

16

17

A.

18

19

In the recent West End Water Co. ("West End") rate case, Docket No. W-01157A-06-

0004, Decision No. 68925 dated August 29, 2006, the Commission included expenses of

$12,286.00 for rental expense for these facilities. Using the standard 80% I20% split of

costs between Sunrise and West End, this equates to an expense of $49,144.00 for

Sunrise.

Q- WHAT IS SUNRISES CURRENT POSITION REGARDING LEASE COSTS FOR

WORKSHOP, STORAGE AND FIELD OFFICE SPACE ADDRESSED BY

STAFF'S OPERATING INCOME ADJUSTMENTS NO. 8 AND no. 9?

2 0

2 1

2 2

2 3

2 4

A.

A. Sunrise believes Staff" s proposed adjustments should be rejected. The facilities in

question are used and useful to Sunrise and are used in the provision of service to
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1

2

3

Sunrise's customers. The Commission has recently included these expenses in the rates

of Sunrise's sister company, West End, and should likewise allow them for Sunrise.

Staffs assertion that Well Site No. 7 could be used as a no-cost option should be rejected.

4 VII

Q~

INCOME TAX EXPENSE

HAS STAFF RECOMMENDED RECOVERY OF INCOME TAX EXPENSE?5

6

7

A. No. Staff recommends no income expense for Sunrise since Sunrise is a subchapter S

corporation exempt from corporate income tax.

8

9

Q. DOES SUNRISE AGREE WITH STAFF'S RECOMMENDATION?

No, we do not.

Q. WHAT IS SUNRISES POSITION ON INCOME TAX?10

11

12

13

14

A.

15

16

17

18

19

Mr. Jones provides the details of our position in his testimony. In summary, while

Sunrise may be technically exempt from corporate income tax, the business enterprise is

not exempt from income tax. Each year Sunrise prepares an income tax return and Mr.

Campbell includes the taxable income from Sunrise on his personal tax return and pays

the income tax resulting from Sunrise's net income. This is a real cost and is

iiundamentally no different than the numerous C corporations whose parent companies

include their income in the parent's consolidated tax return. The Commission has

included income tax expense in Sunrise's and other similar providers' previous rate cases

and should include income tax expense in the current instance.

Q. IF STAFF'S RECOMMENDATION IS ADOPTED WHAT IMPACT WILL THIS

HAVE ON SUNRISE?

20

21

22

23

24

A.

A. Sunrises' revenues will be reduced by the amount of the income tax expense plus the

resulting savings in property tax. This will, in tum, reduce the after tax net income of

Sunrise by $30,000 to $40,000 depending upon resolution of other contested issues in the
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1

2

case. Mr. Jones calculates that this is equivalent of reducing the recommended return on

equity from 10.0% to 7.02%.

3 Q- HOW WILL THIS AFFECT SUNRISE ON A GOING-FORWARD BASIS?

4 A.

5

The loss of revenue will translate directly into a decrease in the availability of funds for

Sunrise to continue making needed improvements to its system.

6 Q- WHAT IS SUNRISE'S RECORD OF MAKING IMPROVEMENTS TO THE

7

8

9

10

11

12

13

14

SUNRISE SYSTEM?

Unlike many small water companies in Arizona, Sunrise has consistently invested in its

water system. The investment has taken the form of direct investment in land, plant and

facilities and through line extension agreement refunds that exceed the Commission

minimum requirements. This record of investment is evidenced by Sunrise's nearly $1.2

million dollars in rate base that stands in stark contrast to many other similarly situated

water companies that have small or even negative rate base. Because of this investment,

Sunrise is a healthy water utility that provides a high level of service to its customers.

15 The following are examples of recently completed improvement projects funded by

Sunrise.16

17

18

19

20

21

22

23

24

A.

Replacement of well pump at Well No. 3

Replacement of well pump at Well No. 5

Installation of Well No. 6

Installation of %-mile long transmission main from Well No. 6 to Well No. 4

Booster Station

Expansion of Well No. 4 Booster Station

Installation of Well No. 7 and the Well No. 7 Booster Station (Arsenic

Remediation Project)
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1

2

3

4

Installation of 8-inch water main on 91St Avenue from Pinnacle Peak Road to

Monte Lindo

Installation of 8-inch water main on 83"' Avenue firm Avendia Del Sol to

Mariposa Grande

5

6

7

8

9

Q, PLEASE DESCRIBE YOUR PLANS FOR FUTURE IMPROVEMENTS TO THE

SUNRISE SYSTEM?

Sunrise has plans to drill and equip a new well, construct a new well transmission main,

construct an additional water storage tank at the Well No. 4 site, complete several water

main improvement projects, and other related pumping and distribution projects.

10

11

12

13

Q- HISTORICALLY, FROM WHERE HAVE THE FUNDS FOR THESE

IMPROVEMENTS COME?

There have been two sources of funds, retained earnings and equity infusions from Mr.

Campbell.

14

15

16

17

18

Q. How DO YOU PLAN TO ACQUIRE FUNDS FOR CAPITAL EXPENDITURES

IN THE FUTURE?

Sunrise will continue to use retained earnings and will seek equity inilsions from Mr.

Campbell when appropriate. In addition, Sunrise plans to add debt to its capital structure

through the use of WIFA or other available loan funds.

19

20

21

22

23

Q. EARLIER YOU MENTIONED THAT THE LOSS OF REVENUE DUE TO

DISALLOWANCE OF INCOME TAX WILL RESULT IN A DECREASE IN THE

AVAILABILTY OF FUNDS. COULD YOU ELABORATE ON THAT

CONCLUSION?

A.

A.

A.

A.

The loss of revenue will directly impact availability of funds in the following three ways.
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1

2

3

4

5

6

7

8

Retained earnings available for capital improvements will be reduced dollar for dollar

by the amount of the disallowed of income tax expense.

The reduction in revenue will reduce cash flow thereby reducing debt coverage ratios,

reducing the availability of debt financing from WIFA or other debt providers.

Since income taxes must be paid on the income generated by Sunrise, Mr. Campbell

will experience a significant reduction on real ream on equity for Sunrise. As with

any business enterprise, a diminished return on equity for Sunrise will negatively

impact its ability to raise additional capital from its shareholder, Mr. Campbell.

9 Q. WHAT is YOUR OVERALL ASSESMENT OF STAFF'S PROPOSED

10 DISALLOWANCE OF INCOME TAX EXPENSE FOR SUNRISE?

11 A.

12

13

14

15

16

17

The proposed disallowance of income tax is not appropriate for Sunrise. The

Commission has authorized income tax expense in the past for Sunrise, and Sunrise has

used that money to make capital investments for the benefit of its customers. The result

is a healthy utility that provides excellent service to its customers. Denial of income tax

expense at this point, while not the intent of Staff, nevertheless would weaken Sunrise's

financial condition. The reduced cash flow would reduce Sunrise's ability to continue its

record of malting prudent investments into maintaining and growing its water system.

18 Q- DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

19 A. Yes.
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, 9/°"icnpa c°° PROJECT DESIGN BULLETIN

The Flood Control District of Maricopa
County (District), in partnership with the City of
Peoria and the Maricopa County Department of
Transportation, is designing drainage improve-
ments for the vicinity of 83"' Avenue/Pinnacle
Peak Road. The purpose of this bulletin is to
familiarize the public with the project's features
and announce an upcoming public information
meeting that will be held on Wednesday,
November 2, from 6:00 to 7:30 p.m., at the
Sunrise Mountain High School North Campus
(see back page for further details) .

VICINITY MAP

Why is this project needed?

and at the southeast corner of Avenida del Sol
and 87"" Avenue. New stone drains along Celle
Lejos, Cielo Grande, Avenida del Sol, Pinnacle
Peak Road, 83'd Avenue, 87d° Avenue, and
89'1' Avenue will collect storm water and convey it
to the basins via a system of pipes. The collected
water will then be discharged at a controlled rate
into a storm drain that will direct the water south
under 83'd Avenue. The new system ultimately
drains into an existing open channel on the east
side of 83rd Avenue south of
Williams Road.

In the area between 83"' and 91" Avenues,
stone water runoff drains to the south from the
Sunrise Mountains towards Deer Valley Road.
However, many of the streets in this area lack a
storm drain system. Piecemeal growth has
resulted in development without adequate flood
control and drainage infrastructure. Consequently,
some local properties and area streets have
experienced repeated flooding. Over the years, the
flooding has caused property damage, erosion,
and sedimentation problems, such as sand
"islands" forming in roadways.

The project will be designed to mitigate
stone water flooding in the area from Celle Lejos
to Pinnacle Peak Road between 83'd and
91" Avenues. Stone runoff in this area will be
collected and conveyed by drainage pipes to de-
tention basins. Without these improvements,
storm water would be expected to continue to
cause flooding of the streets and neighborhoods
in the area.

What will it look like?

"mm 4

What will be built?

The proposed improvements include the
construction of detention basins at the northwest
corner of 83"d Avenue and Pinnacle Peak Road

The Distti<:t's aesthetics and
open space goal is to enhance
the year-round value of its fa-
cilities by incorporating features
that will preserve the natural
landscape, protect and enhance
local community character, s'



How is the new design different than the original concept?

The project team has investigated several modifications of the previous concept to improve the
effectiveness of and increase the area protected by the proposed drainage improvements. The changes
include the following:

• The new concept for this project provides flood control protection for a larger area, extending
westward to 91" Avenue. With the new concept, storm drains will extend west to 91" Avenue along
Cielo Grande, Avenida del Sol, and Pinnacle Peak Road. The previous stone drain concept extended
west to 89th Avenue.

• The detention basin originally located north of Celle Lejos east of 87th Avenue has been eliminated
and replaced with a basin at the southeast corner of Avenida del Sol and 87"" Avenue. The new site
has a larger area available for the drainage improvements, increasing its potential detention capacity,
and provides a better opportunity for other uses.

• Water collected along Calle Lejos will be transmitted in pipes south along 87"' Avenue. Originally,
this water was to be conveyed east to the Pinnacle Peak basin in a series of pipes and open channels.
However, detailed studies and hydrologic analysis show that the system will function more efficiently
with the new configuration.

Since that mc, the District has improved the
drainage system's design and expanded the project
to provide flood mitigation for a larger area,
reaching as far west as 91" Avenue. This was done
to provide adequate drainage controls for more
residences and properties in the area that have
experienced flooding in the past. The changes that
have come about in the design are highlighted
below (insetly. Both the new and previous
concepts will be available for viewing at the
November 2 public meeting.

improve the aesthetic value of its properties, and
provide opportunities for recreation activities.
Thus, detention basins are often designed to
provide both flood control and recreational uses
for adjacent residents. At this time, the District
anticipates that the 87*'" Avenue basin will be de-
signed to accommodate recreational uses. Due to
its depth and steep sides, the Pinnacle Peak basin
will not be accessible for recreational use.

A Project Aesthetics Advisory Committee
(PAAC) that includes local neighborhood
residents has been fanned to evaluate multi-use
opportunities and aesthetics issues specific to the
area. The PAAC will meet several times during
the course of the design process to review
concepts and provide input to the project team.

How can you participate?

What has been done so far?

The District is committed to providing a
clear understanding of the proposed improvements
to the public and to listening to your concerns
and suggestions. The upcoming public infonnation
meeting will continue the dialogue between the
District and the public about the 83"' Avenue/
Pinnacle Peak Road Drainage Improvement
Project.

Following the November 2 public meeting,
the District will prepare the final design and con-
struction documents, giving full consideration to
public input on the preliminary project concepts.
A follow-up bulletin and public information
meeting are planned for early 2006.

The District began preliminary investigations
for the proposed improvements in 2004. This
pre-design phase consisted of evaluating possible
sites, layouts, and configurations for detention
basins, identifying mild-use opportunities and
aesthetic issues, and preparing the concept and
site development plans. The results of the
preliminary phase were presented at a public
meeting on November 8, 2004.
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Public Information Meeting

Youre invited!

Wed., Nov. 2, 2005, 6:00 to 7:30 p.m.
North Campus of Sunrise Mountain

High School
7877 w. Hillcrest Drive

Please join us
at an informa-
tional meeting
about this
project.

A brief pres-
entation will be
given at 6:15
followed by an
open house.
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Inside this Newsletter:

Public meeting notice
Important news about the
drainage improvement
project near 83"' Ave./
Pinnacle Peak Rd.
Detention basin concepts

mI

I

Need moreinformation?Contact:

Emili Kolevski, Project Manager
Flood Control District of Maricopa County
2801 West Durango Street
Phoenix, AZ 85009
Phone: 602-506-4486; fax: 602-506-8561
Email: emk@maH.maNcopa.gov

Burton Chardon, Senior Civil Engineer
City of Peoria Engineering Division
8401 West Monroe Street
Peoria, AZ 85345
Phone: 623-773-7212; fax: 62,3~773-7211
Email: burtonc@peoriaaz.com

• Pat Fyie,Project Manager
Jacobs Civil Inc.
875 West Elliot Road, Suite 201
Tempe, AZ 85284
Phone: 480-763-8616; fax: 480-763-8601
Email: pat.fyie@jacobs.com

Project infomlation is also available on the
District's web site: www.fcd.maricopa.gov.

-I

Jacobs Civil Inc.
Attn: Laura Gerbis
875 West Elliot Road, Suite 201
Tempe, AZ 85284
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1

2

EXECUTIVE SUMMARY

In his testimony:

3

4

5

6

7

8

9

Mr. Collins supports Sunrise's proposal to normalize hydrant water sales and provide an update
and analysis of Sunrise's 2009 hydrant water sales. Staff's proposed level of normalized hydrant
water sales is 13,234,760 gallons and Sunrise's proposed level of normalized hydrant water sales
is 8,189,208 Staffs proposal is 62% higher than Sunrise's proposal. Both proposals are many
multiples in excess of the 1,000,000 gallons in hydrant water sales projected for 2009 and similar
levels of hydrant water sales expected for the next several years in which new rates will be in
effect.

1 0

11
1 2

13

Mr. Collins reiterates Sunrise's position regarding the services provided to Sunrise by SRW
Consulting. SRW Consulting assists Sunrise with regulatory compliance and helps Sunrise to
develop communication strategies and issue management. These services directly benefit
Sunrise's customers.

1 4

1 5

1 6

17

1 8

1 9

2 0

21

2 2

2 3

2 4

2 5

26
27
28
29

Mr. Collins responds to Staff" s Surrebuttal position regarding rent expense incurred to lease
workshop, storage, and field office space. Sunrise cannot store materials at the site or construct
any sort of a storage/shop building without obtaining a Special Use Permit or rezoning the site.
As previously discussed, successfully obtaining a Special Use Permit or rezoning the site is
speculative at best. Further, the process to apply for a Special Use Permit or rezone the site is
extensive and will require significant staff time, retaining consultants and legal counsel - all of
which come at significant cost. Second, if Sunrise were to successfully obtain a Special Use
Permit or rezone the site, Sunrise would need to install improvements necessary for its use of the
site and any improvements required by Maricopa County, estimated to cost a minimum of
$150,000. The workshop is used by our field personnel on a regular basis and is necessary for
the provision of service. The $12,487 annual cost to rent the facility represents a fair value for
the use of the facility.

Finally, Mr. Collins responds to Staff' s Surrebuttal position regarding test year income tax
expense for Sunrise. Not allowing income-tax expense would undoubtedly weaken Surprise's
ability to attract shareholder capital, which has the potential to significantly impair Sunrise's
ability to make needed capital improvements.
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I1

2

3

4

5

Q-

INTRODUCTION

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

NUMBER.

My name is Marvin E. Collins. My business address is 9098 W. Pinnacle Peak Rd.,

Peoria, Arizona 85383, and my business phone is (623) 972-6133.

6

7

8

Q- ARE YOU THE SAME MARVIN E. COLLINS WHO PREVIOUSLY

SUBMITTED DIRECT AND REBUTTAL TESTIMONY IN THIS DOCKET?

Yes.

II PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?Q-

•

9

10

11

12

13

14

15

16

17

18

19

In my testimony:

provide support for Sunrise's proposal to normalize hydrant water sales and provide

an update and analysis of Sunrise's 2009 hydrant water sales.

I reiterate Sunrise's position regarding the services provided to Sunrise by SRW•

A.

A.

A.

Consulting.

I respond to Staff' s Surrebuttal position regarding rent expense incurred to lease

workshop, storage, and field office space.

Finally, I respond t o  S t a f f s Surrebuttal position regarding test-year income-tax

expense for Sunrise.
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III

Q.

HYDRANT WATER SALES

WHAT IS STAFF'S SURREBUTTAL POSITION REGARDING SUNRISE'S

PROPOSAL TO NORMALIZE HYDRANT WATER SALES REVENUE?

1

2

3

4

5

6

After review of Sunrise's Rebuttal Testimony, Staff concludes that it is appropriate to

normalize test year hydrant water sales by averaging hydrant water sales between 2004

and 2007.

7

8

9

10

11

12

Q- DO YOU AGREE WITH STAFF'S PROPOSED HYDRANT SALES

NORMALIZATION?

No I do not. I appreciate that Staff now recognizes that normalization is needed.

However, as explained by Mr. Jones in his Rejoinder Testimony, the hydrant-sales

normalization methodology proposed by Staff is flawed. The method proposed by

Sunrise is superior and should be adopted.

Q- CAN YOU PROVIDE AN UPDATE OF SUNRISE'S HYDRANT WATER SALES

THROUGH APRIL 2009?

As of April 27, 2009, Sunrise's hydrant water sales are summarized as follows:

13

14

15

16

17

18

19

20

21

Month Gallons

January 7,300

Febnlary 11,800

March 190,400

April 49,700

Total 259,200

22

23

24

Q- HOW WOULD YOU CHARACTERIZE THIS LEVEL OF SALES?

A.

A.

A.

A.

This level of hydrant water sales is very low, which is consistent with the depressed level

of construction activity in the Sunrise service area. project hydrant water sales of
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1

2

3

1,000,000 gallons per year for planning purposes. However, if this rate of sales continues

throughout this year, Sunrise will sell well under 1,000,000 gallons of hydrant water

during 2009.

4

5

6

7

8

Q- HAS YOUR EXPECTATION FOR HYDRANT WATER SALES ON A GOING

FORWARD BASIS CHANGED?

No. I am not aware of any new projects under planning or design that would

significantly raise the current hydrant water sales rate for Sunrise in 2009. Further, I

expect hydrant water sales to be similarly depressed through 2010 and beyond.

Q. HOW DOES THIS PROJECTED LEVEL OF SALES COMPARE TO STAFF

AND SUNRISE'S PROPOSED NORMALIZED LEVEL OF SALES?

9

10

11

12

13

14

15

16

Staff' s proposed level of nonnalized hydrant water sales is 13,234,760 gallons and

Sunrise's proposed level of normalized hydrant water sales is 8,189,208. Staff's proposal

is 62% higher than Sunrise's proposal. Both proposals are many multiples in excess of

the 1,000,000 gallons in hydrant water sales projected for 2009 and similar levels of

hydrant water sales expected for the next several years in which new rates will be in

effect.

17

18

19

20

21

22

IV

Q-

OUTSIDE SERVICES

HAVE YOU CHANGED YOUR POSITION REGARDING THE SERVICES

PROVIDED BY SRW CONSULTING?

I have not. As explained in my Rebuttal Testimony, SRW Consulting assists Sunrise

with regulatory compliance and helps Sunrise to develop communication strategies and

issue management. These services directly benefit Sunrise's customers.

23

24

A.

A.

A.

Q- WHAT IS SUNRISE'S CURRENT POSITION REGARDING SERVCIE

PROVIDED BY SRW CONSULTING?
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1

2

Sunrise continues to propose a 50-50 sharing of the $27,000 relating to SRW Consulting

Fees.

3

4

5

6

7

8

9

1 0

11

V

Q-

BARN, WORKSHOP. STORAGE., FIELD OFFICE AND YARD RENT

HAS STAFF CHANGED ITS POSITION REGARDING THE $37,595 IN COST

ASSOCIATED WITH THE LEASE OF BARN, WORKSHOP, STORAGE, FIELD

OFFICE AND YARD RENT?

No they have not. Staff continues to assert that Well No. 7 provides a no-cost alternative

to leasing of facilities at Mr. Campbell's residential property. Staff also notes that West

End Water Company uses the facilities and that other uses of the facilities are possible.

Lastly, Staff argues that the workshop is not needed for the provision of service and that

the cost is excessive.

1 2

1 3

1 4

Q- IS THE WELL NO. 7 SITE A N0-COST ALTERNATIVE TO THE USE OF MR.

CAMPBELL'S RESIDENTIAL PROPERTY?

15

16

17

18

19

20

21

22

23

24

25

A.

A.

A.

No it is not. As explained in my Rebuttal Testimony, there are several obstacles to using

the Well No. 7 site. First, Sunrise cannot store materials at the site or construct any sort

of a storage/shop building without obtaining a Special Use Permit or rezoning the site.

As previously discussed, zoning applications in the Sunrise service area are routinely

challenged by residents to protect the one-acre home sites from commercial traffic and

disruption, malting the probability of rezoning the site extremely low. The process to

obtain a Special Use Permit is the same as rezoning and is will also gamer resident

opposition. Further, in order to get a Special Use Permit, the County would need to

consider a material and equipment storage facility attendant to the use of the site as a

booster station. Given these obstacles, successfully obtaining a Special Use Permit or

rezoning the site would be nearly impossible. Further, the process to apply for a Special

Use Per nit or rezone the site is extensive and would require significant staff time,
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1

2

3

4

5

6

7

retaining consultants and legal counsel - all of which come at significant cost. Second,

even if Sunrise were to successfully obtain a Special Use Permit or rezone the site,

Sunrise would still need to install improvements necessary for its use of the site and any

improvements required by Maricopa County. Potential improvements include drainage

structures, driveways, parldng, and the actual storage/workshop building. Shave

previously estimated diesel facilities will cost a minimum of $l50,000, and believe the

cost could be substantially more.

8

9

1 0

11

Q- HAVE YOU VERIFIED THESE REQUIREMENTS WITH MARICOPA

12

13

14

COUNTY?

Yes. contacted Mr. Hand Stelling in the Planning and Development Department at

Maricopa County. Mr. Stelling verified that any enclosed or outdoor storage at the site

would require a Special Use Permit or rezoning the site. Mr. Stelling provided a flow

chart describing the extensive County process for obtaining a Special Use Permit or

rezoning the site, which I have attached as MEC-RJ1 .

15

16

17

18

19

20

Q. ARE THE STORAGE AND WORKSHOP FACILITIES USED BY WEST END

WATER COMPANY AND OTHERS?

Consistent with shared use of the administrative offices, the storage and workshop

facilities are used by West End Water Company and are available to Mr. Campbell for

other uses. The costs incurred by Sunrise represent the value of the use of the shared

facilities by Sunrise.

21

22

23

A.

A.

Q- STAFF ARGUES THAT THE WORKSHOP IS NOT NEEDED FOR THE

PROVISION OF SERVICE AND THAT THE COST IS EXCESSIVE. DO YOU

AGREE?
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1

2

3

No, as explained in my Rebuttal Testimony, the workshop is used by our field personnel

on a regular basis and is necessary for the provision of service. The $12,487 annual cost

to rent the facility represents a fair value for the use of the facility.

4

5

6

7

8

9

10

11

Q- WHAT IS SUNRISE'S CURRENT POSITION REGARDING LEASE COSTS

FOR WORKSHOP, STORAGE AND FIELD OFFICE SPACE?

12

13

14

Staff' s proposed adjustments should be rejected. The facilities in question are used and

useful to Sunrise and are used in the provision of service to Sunrise's customers. The

current site provides a secure and safe environment for the storage of the material,

equipment and vehicles used in providing water service to Sunrise customers. Sunrise is

very concerned about the security of the vehicles that would be parked at the Well #7 site

during non-worldng hours. The Commission has recently included these expenses in the

rates of Surlrise's sister company, West End Water Company, and should likewise allow

them for Sunrise. Contrary to Staff, Well Site No. 7 cannot be used as a no or low-cost

alterative.

15

16

17

18

VI

Q-

INCOME TAX EXPENSE

HAS SUNRISE'S POSITION ON INCOME TAX CHANGED?

No it has not. Mr. Jones provides a detailed response to Staffs Surrebuttal Testimony,

which I filly support.

19 Q- IS THERE ANY PORTION OF STAFF'S SURREBUTTAL TESTIMONY THAT

YOU WOULD LIKE TO ADDRESS DIRECTLY?20

21

22

Yes. Staff asserts that Sunrise's argument relating to prospective capital improvements is

irrelevant to the issue of income tax expense. I strongly disagree with Staff" s position.

23 Q~

A.

A.

A.

A.

SPECIFICALLY WHY DO YOU DISAGREE WITH STAFF'S POSITION?



Sunrise Water Company
Docket No. W-02069A-08-0406
Rejoinder Testimony of Marvin E. Collins
Page 7 of 7

1

2

3

4

A. In support of its position, Staff asserts that if Sunrise's shareholder(s) make additional

capital improvements, the related capital cost will be included in a future rate base and an

appropriate rate of return will be provided on the investor's capital. Staffs analysis is

flawed.

5

6

7

8

9

10

11

12

13

14

15

16

In his Rebuttal Testimony, Mr. Jones established that excluding income tax from rates is

the equivalent of a 298 basis point reduction (l0.0% to 7.02%) in the authorized return on

equity to the shareholder(s). Therefore, contrary to Staff's assertion that future

investments by shareholder(s) will earn an appropriate rate of return, shareholder(s) will

actually earn a substantially reduced rate of return. Sunrise, like all businesses, must

compete for capital. Since a shareholder cannot simply ignore the income tax expense

resulting from the net income of Sunrise as Staff does in its recommendation,

shareholders will make their investment decisions based on the substantially reduced,

after tax, rate of return. This reality will undoubtedly weaken Sunrise's ability to attract

shareholder capital. Contrary to Staff's assertion, this weakened ability to attract

shareholder capital has the potential to significantly impair Sunrise's ability to make

needed capital improvements.

Q- DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY?17

18 A. Yes.



Pre-application meeting

Application, ind. Citizen Participation Plan,
accepted by Intake

Application to primary reviewing agendas inducing
Drainage Review, Flood Control,

MCDOT, and Environmental Services

Appllmlion assigned to
Planner

Initial noticing posting
by applicant

l

•

•
D

Planner conducts secondary routing to'
Other governmental agencies
Fire and school districts
Homeowners neighborhood associations
Other interested parties requesting to be notified on routing Hat

Cltizen Participation Plan (implemented by applicant)

Technical Advisory Committee (TAC) meeting

Post TAC resubmiltal

Citizen Participation Plan Results Report submitted

If application is technlcaily sound, Paz hearing Is scheduled

Legal ad. 300' letter. posting of hearing (by applicant),
and completion of staff report

P&Z hearing

Legal ad and abbreviated staff report
I

BOS hearing

Post BOS activity

Exhibit MEC-RJ1

4814094
Planning & Development

Department

Z O N E  C H A N G E / S U P  P R O C E S S

ONEso?
SHOP

PROJECT FLOW CHART
P R E - A P P L I C A T I O N  M E E T I N G

*
A pre-applicat ion meet ing is required for al l  cases. Possible
i t e m s  o f  d l s a l s s i o n  m a y  I n d u c e  r e q u i r e m e n t s ,  c i t i z e n
p a r t i c i p a t i o n  p l a n ,  c o m m u n i t y  a n d  a r e a  p l a n s ,  z o n i n g
p a l i e m s  a n d  t r e n d s .  T h e  p r e - a p p l l c a t l o n  m e e t i n g  w i l l
i nc l ude  o t her '  Count y  agenc ies  s uc h  as  T rans por t a t i on ,
D ra i nage  Rev i ew , Flood Control and Env ironmental
Services.

I 4
A l t e r  t h e  m e e t i n g  a n d  a f t e r  c o n s u l t i n g  w i t h  s t a f f ,  t h e
appl icant  may begin Implement ing the Ci t izen Part ldpat ion
Plan.

i *

F I L I N G  A N  A P P L I C A T I O N

To s ubmi t  an app l i c a t i on,  t he f o l l owing in f ormat ion i s
required:

4
• P re-app l i c a t i on  meet i ng,  app l i c a t i on ,  and  "P roper t y

Owner Author izat ion"  fomls  ( I f  apply  be) .f t

1 • V e r i f i c a t i o n  o f  o w n e r s h i p  o f  t h e  s i t e ,  s u m  a s
recorded deed.

a

J, • A pp l i  s on  f ees  f o r  P l ann i ng,  Dra i nage  Rev i ew,  and
Transportat ion.

an

4 • Photographs of  the s i te and adjacent  propert ies.

4 • P rec i s e  P l an  o f  Dev e l opm en t  ( a l s o  k now as  a  S i t e
Plan).  A Prel iminary Plat  may subst i tute,  I f  appl icable.

1 • Narrat ive Report ,  descr ib ing the reques t ,  jus t i f icat ion
f o r  t h e  r e q u e s t ,  p r o p e r t y  a n d  a r e a  c o n d i t i o n s ,
potent ia l  impac ts ,  proposed improvements ,  serv ices ,
util it ies, etc.

• O t h e r  l n f o m l a t l o n  s u d l  a s  b u i l d i n g e l e v a t i o n s  a n d
de t a i l s ,  f l ou r  p l ans ,  s i gn  de t a i l s ,  l ands c ape  p l ans ,
a rc h i t ec t u ra l  render i ngs ,  a  d ra inage repor t  and / or  a
t raf l l c lmpac t  s tudy .

1 C i t i z e n  P a r t i c i p a t i o n  P l a n ,  d e s c r i b i n g  t h e  p a r t i e s
contac ted by  the appl icant ,  how informat ion about  the
appl icat ion is  disseminated,  how Inquiries are handled,
schedule of  complet ion, etc.

550a
501 North 44M st. Suite 200 I Phoenix AZ 85008 I (602)506-3301 I (602)506-8369 fax

>Intemet~ www.marioopa.gov/plannlng<

1

i

i

1

12/8/2008
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EXECUTIVE SUMMARY

Ray L. Jones testifies as follows:

Mr. Jones sponsors the required schedules A-H. The test year for Sunrise Water Co, ("Sunrise")
is the 12-month period ending December 31, 2007. Mr. Jones calculates Sunrise's rate base,
expenses, and revenues after making certain pro-forma adjustments to account for known and
measurable changes to rate base, expenses and revenues and to present a normalized and realistic
relationship between revenues, expenses and rate base.

1

2
3
4

5

6

7

8

9

10

11

12

13

14

15

Consistent with recent Commission decisions, Mr. Jones recommends an overall cost of capital
of 10.0 percent for Sunrise.

Based on his determinations of rate base, operating income, and required rate of return, Mr.
Jones calculates that Sunrise is entitled to the following rate increase:

$

$

$

Original Cost Rate Base

Adjusted Operating Income

Current Rate of Return

Required Operating Income

Required Rate of Return

Operating

Gross Revenue

Income Deficiency

Conversion Factor

$

1,448,154
(60,264)

-4.16%

144,815

10.0%

205,079

1.3942

Increase in Gross Revenue Requirement S 285,932

16

17

18

Sunrise's current rates consist of a single rate block for all usage. Mr. Jones recommends that
Sunrise adopt a conservation-oriented, three-tier, rate design for %" meters and a conservation-
oriented, two-tier, design for larger meters.
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1

2

3

4

I

Q-

INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND ADDRESS?

My name is Ray L. Jones. My business address is 25213 N. 49th Drive, Phoenix, Arizona

85083.

5

6

7

8

9

1 0

11

1 2

1 3

1 4

1 5

Q- WHAT IS YOUR PROFESSIONAL EXPERIENCE?

I have an extensive background in the Arizona water and wastewater utility businesses. I

began my career as a Staff Engineer wide Citizens Utilities Company ("Citizens") at its

Sun City office in 1985. I held progressively more responsible positions and ultimately

became the Vice President and General Manager for Citizens' Arizona Water and

Wastewater Operations in 1998. When Arizona-American Water Company ("Arizona-

A1nerican") purchased Citizens' water and wastewater operations in 2002, I became

Arizona-American's President. In 2004, I left Arizona-American and formed my own

consulting firm, ARICOR Water Solutions, LC ("ARICOR"). ARICOR provides a wide

range of engineering and regulatory support services to the private utility, municipal

utility, and development sectors.

16

17

18

Q. WHAT IS YOUR EDUCATIONAL EXPERIENCE?

I have a B.S. in Civil Engineering from Kansas University (1985) and an M.B.A. from

Arizona State University (1991).

19

20

21

Q. DO YOU HOLD ANY PROFESSIONAL LICENSES?

I am a licensed Professional Engineer in Arizona and California and I am a Grade 3

Certified Operator for all four Arizona classifications.

22

23

24

Q- WHAT is YOUR EXPERIENCE BEFORE THE COMMISSION?

A.

A.

A.

A.

A.

In my time with Citizens and Arizona-American, I prepared or assisted in the preparation

of multiple filings before the Arizona Corporation Commission ("Commission"),
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1

2

3

4

5

including rate applications and CC&N filings. Since starting ARICOR, I have prepared

several filings and assisted in the preparation of several more filings before the

Commission, including rate applications and CC&N filings. Shave also provided

testimony M all of these cases before the Commission. A summary of my regulatory

work experience is attached as Appendix A.

6

7

8

9

10

Q- ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?

I am testifying on behalf of the applicant, Sunrise Water, Co. ("Sunrise"). Sunrise seeks a

determination of (i) the fair value of its water utility property for ratemaldng purposes,

(ii) a fair and reasonable rate of return thereon, and (iii) increases in its rates and charges

for water utility service in its certificated service area.

11

12

13

14

15

16

Q- WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY?

I testify concerning Sunrise's rate base, its net income (revenue and operating expenses),

its required level of revenues, and its rate design and proposed rates and charges for

service. I sponsor the required tiling schedules (A-H) that accompany this filing. I

prepared these schedules based on my investigation and review of the relevant books and

records of Sunrise.

I I OVERVIEW OF SUNRISE'S APPLICATION.

PLEASE SUMMARIZE SUNRISE'S APPLICATION?

17

18

19

20

21

22

23

Q.

Sunrise requests a rate increase of $285,932, or 22%, to allow it to earn a reasonable rate

of return on its original cost rate base. The test year is the 12-month period ending

December 31, 2007. Sunrise also proposes certain pro-fonna adjustments to account for

known and measurable changes to rate base, expenses and revenues and to present a

normalized and realistic relationship between revenues, expenses and rate base.

24

A.

A.

A.

Q. WHY IS SUNRISE FILING FOR NEW RATES AT THIS TIME?
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1

2

3

4

Sunrise's current rates were approved in Decision No. 53721 dated August 31 , 1983, and

are based on a test year ending July 31, 1982. From 1983 through 2006, Sunrise

experience steady growth, which resulted in Sunrise being able to pay increasing

expenses and support additional rate base without the need for an increase in rates.

However, as more fully explained in Marvin Collins' testimony, in 2007 Sunrise

undertook several significant construction projects to comply with new federal standards

for arsenic levels in drinldng water. The impact of these projects on rate base, together

with the impact of steadily increasing expenses and regulatory requirements, have forced

Sunrise to seek a rate increase at aNs time.

5

6

7

8

9

10

11

12

III

Q-

RATE BASE (B SCHEDULES)

HOW DID SUNRISE ARRIVE AT ITS TEST-YEAR ORIGINAL COST RATE

BASE SHOWN ON SCHEDULE B-1, LINE 24?

13

14

15

16

17

18

The original cost rate base was calculated by establishing the balance of utility plant in

service at the end of the test year, December 31, 2007, per Sunrise's books. Typical rate

base deductions and additions were then calculated to an*ive at the actual end-of-test-year

rate base shown 'm column [A], line 24 of Schedule B-2, page 1. Finally, various pro-

forma adjustments to the actual end-of-test-year rate base were made to arrive at the

adjusted end-of-test-year rate base of $1,448,l54.

19

20

21

22

Q- WHAT ARE RATE BASE ADJUSTMENTS RLJ-1, RLJ-2 AND RLJ-7?

Rate Base Adjustments RLJ-1, RL]-2 and RLJ-7 are adjustments to Plant in Service,

Accumulated Depreciation, and Accumulated Amortization of CIAC to conform

Sunrise's rate base to the requirements of Decision No. 53721 .

23

24

25

A.

A.

A.

In Decision No. 53721 the Commission established a Plant in Service balance for Sunrise

on July 31, 1983, of $571,139. The Commission-determined balance was greater than

the Plant In Service balance on Sunrise's books in July 31, 1983. with the exception of
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1

2

3

4

Land for Well No. 1 and Well No. 2, Sunrise did not make entries to book the Plant in

Service identified by the Commission in Decision No. 53721. Rate Base Adjustment

RL]-l adjusts the December 31, 2007, Plant in Service balance to confonn to Decision

No. 53721 .

5

6

7

8

9

Rate Base Adjustments RLJ-2 and RLJ-7 are also necessary to restate Accumulated

Depreciation and Accumulated Amortization of CIAC to comply with Decision No.

53721, where die Commission established a 5.0% depreciation rate for all depreciable

plant. Sunrise has not recorded depreciation or amortized CIAC at the uniform 5.0% rate

established by the Commission.

1 0

1 1

1 2

13

Rate Base Adjustment RLJ-2 restates the Accumulated Depreciation to conform to the

5.0% rate established by the Commission. Supporting Schedule B-2.2 details the

calculation of Accumulated Depreciation from July 3 l , 1982, through December 3 l ,

2007.

1 4

1 5

1 6

1 7

Rate Base Adjustment RLJ-7 also restates the Accumulated Amortization of CIAC to

conform to the 5.0% rate established by the Commission. Supporting Schedule B-2.7

details the calculation of Accumulated Amortization firm July 31 ,1982, through

December 31, 2007.

18

19

20

21

22

23

Q. WHAT ARE RATE BASE ADJUSTMENTS RLJ-3 AND RLJ-4?

A. Rate Base Adjustments RLJ-3 and RLJ-4 are required to properly account for the tax

impacts of certain advances in aid of construction. Under Federal and State tax law, all

advances received by Sunrise between 1986 and 1996 were treated as taxable income. In

addition, since 2001 advances received for single-customer service lines and meters are

considered income for tax purposes.
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Sunrise has made entries on its books to track the portion of advances received that are

considered taxable income. Specifically, when Sunrise receives a taxable advance,

Sunrise records a credit to Other Water Revenue and debits a contra account to

Advances, reducing the Advance balance on Sunrise's books. Regardless of the taxable

nature of the Advance, for rate malting purposes, the Advance balance should not be

reduced and should remain a deduction to rate base. Accordingly, RL]-3 removes the

1

2

3

4

5

6

7

8

effect of the Advance contra account, so the full value of the Advance account is

deducted from rate base.

9

10

11

12

13

14

15

Since Sunrise has recorded taxable Advances as income and deducted the Advance from

its Advance balance, Sunrise has not accounted for the Deferred Income Tax associated

with the taxable Advances. Once Rate Base Adjustment RLJ-3 is made to restate

Sunrise's Advance balance, it is appropriate to adjust the Accumulated Deferred Income

Tax balance to reflect the income tax-timing difference created by the taxable Advances.

Rate Base Adjustment RLJ-4 calculates the appropriate Accumulated Deferred Income

Tax balance for rate-maldng purposes.

16

17

18

19

20

Q- WHAT ARE RATE BASE ADJUSTMENTS RLJ-5, RLJ-6 AND RLJ-8?

Rate Base Adjustments RLJ-5, RLJ-6 and RLJ-8 are necessary to reflect known and

measureable post-test-year additions to Plant in Service and to reflect refunds of

Advances made post-test year. These adjustments are needed to present a more realistic

relationship between revenues, expenses. and rate base.

21

22

23

24

A.

Rate Base Adjustment RLJ-5 increases Sum°ise's Plant in Service balance to reflect

construction of an 8-inch water line on 91st Avenue from Pinnacle Peak Road to Monte

Lindo, and a 8-inch water line on 83rd Avenue from Avendia Del Sol to Mariposa

Grande. As discussed by Mr. Collins, these projects were needed to comply with the new
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1

2

Federal arsenic standard. The projects are complete and in service as of the date of this

tiling and are properly included in Sunrise's rate base.

3

4

5

6

7

8

Rate Base Adjustment RLJ-6 decreases Sunrise's Advance balance to reflect the annual

refund of Advances required by line-extension agreements. As required by the

Commission's rules, the refunds will be made on or before August 3 l, 2008. The amount

of the refund is based on the revenue period July 1, 2007 through June 30, 2008 and is

known and measureable. The refund represents a significant investment in Plant in

Service by Sunrise and is properly included in Sunrise's rate base.

9

10

11

12

Rate Base Adjustment RLJ-8 is necessary to reflect the land cost associated with Well

No. 6, which was placed in service during the test year. As of the end of the test year, the

land parcel for Well No. 6 had not been transferred to Sunrise. The transfer is now

complete and the cost of the land is properly included in rate base.

13

14

Q- IS SUNRISE SEEKING WORKING CAPITAL IN ITS RATE BASE?

In order to simplify this filing, Sunrise is not requesting a working capital allowance.

15

16

17

18

19

20

21

22

IV

Q-

INCOME STATEMENT (c SCHEDULES)

WHAT ARE INCOME STATEMENT ADJUSTMENTS RLJ-1 AND RLJ-2?

Income statement adjustments RL]-1 and RLJ-2 are related to Rate Base Adjustments

RL]-3 and RLJ-4. The adjustments are necessary to properly account for the tax impacts

of certain advances in aid of construction. Accordingly, Rate Base Adjustment RLJ- l

removes the test-year miscellaneous expense associated with the refund of previously

taxed advances. Rate Base Adjustment RLJ-2 removes test-year revenue resulting from

the receipt of meter and service line advances.

23

A.

A.

Q- WHAT ARE INCOME STATEMENT ADJUSTMENTS RLJ-3 AND RLJ-4?
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1

2

3

4

5

6

Income statement Adjustments RLJ-3 and RLJ-4 adjust Office Supplies Expense to

account for known-and-measureable changes to the cost of billing customers. During the

test year Sunrise billed its customers using a postcard bill. In anticipation of

implementing Best Management Practices, as required by new Arizona Depamnent of

Water Resources regulations, in March 2008 Sunrise began using an 8%" x 11" bill

format to allow for conservation-related customer messaging.

7

8

9

Income Statement Adjustment RL]-3 accounts for increases in postage rates between

January 1, 2007, and the date of this filing as well as additional postage cost for the new

8%" x 11" billing format.

10

11

Income Statement Adjustment RLJ-4 accounts for the increased cost of the 8%" X ll" bill

form as well as the cost of leasing equipment required to fold and stuff the new bill form.

12

13

14

15

Q- WHAT IS INCOME STATEMENT ADJUSTMENT RLJ-5?

Income Statement Adjustment RLJ-5 adjusts book revenues to reflect billed revenues.

Sunrise records revenue on a cash basis. Using billed revenues is more appropriate for

rate-maldng purposes.

Q- WHAT ARE INCOME STATEMENT ADJUSTMENTS RLJ-6 AND RLJ-13?16

17

18

19

Income Statement Adjustments RL]-6 and RLJ-13 reduce Purchased Power Expense and

Insurance - Health and Life Expense, respectively, to eliminate personal expenses

recorded on Sunrise's books.

20

21

22

23

Q- WHAT IS INCOME STATEMENT ADJUSTMENT RLJ-7?

A.

A.

A.

A. Income Statement RLJ-7 accounts for a known-and-measureable increase in electric

utility rates, which took effect in July 2007. Supporting schedule C-2.7 recalculates the

January through June test-year electric bills as if the higher rates had been in effect. The



Sunrise Water Company
Testimony of Ray L. Jones
Page 8 of 15

1

2

adjustment is the difference between the calculated electric bills and the actual billings

for January through June.

3

4

5

6

Q. WHAT ARE INCOME STATEMENTS RLJ-8 AND RLJ-9?

Income Statement Adjustment RL]-8 normalizes hydrant meter sales revenue. Income

Statement Adjustment RL]-9 adjusts Pumping Power Expense to reflect the normalized

level of hydrant meter sales.

7

8

9

10

11

12

13

14

15

16

17

18

19

20

During the test year Sunrise, experienced an unusually high level of hydrant meter sales

for two reasons. First, the Maricopa County Flood Control District, in cooperation with

the City of Peoria and Maricopa County Department of Transportation undertook

construction of the 83rd Avenue / Pinnacle Peak Road Drainage Improvement Project.

This project was an extremely large regional project and not representative of normal

construction within Surlrise's service area. Construction water use on this single project

during die test year was in excess of 13 million gallons and represented over 50% of

Surn'ise's total test-year hydrant sales. The revenue associated with this regional project

is not recuning and should be removed for the test year to present a realistic relationship

between revenue, expenses, and rate base. Second, like much of Arizona, Sunrise

experienced a development boom beginning in 2005 and ending in 2007. Due to elevated

levels of development activity, the hydrant meter sales in the test year, after removing the

sales for the drainage improvements, are much greater than those historically experienced

by Sunrise and should be nonnalized.

21

22

23

24

A.

To provide a more normal and realistic relationship between revenue, expenses and rate

base, Income Statement Adjustments RL]-8 and RLJ-9 are needed. Income Statement

RLJ-8 adjusts hydrant meter revenue to the historical five-year average level of revenue

excluding the sales for the 83rd Avenue / Pinnacle Peak Road Drainage Improvement
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1

2

Project. Income Statement RLJ-9 removes the Purchased Power Expense associated with

test-year hydrant meter sales in excess of the five-year average level of sales.

3 Q. WHAT IS INCOME STATEMENT ADJUSTMENT RLJ-10?

4

5

6

7

8

9

10

11

Income Statement Adjustment RL]-10 normalizes die level of expense charged to capital.

Sunrise charges a portion of its administrative and general expense to capital projects.

The level of expense charged to capital is dependent upon the level of capital

expenditures. Capital expenditures during the test year of approximately $2.9 million

were nearly 250% of the five-year historic average level of capital expenditures of

approximately $1 .2 million. The record-high level of capital expenditure was due

primarily to the construction of Well No. 7 Booster Station at a cost of approximately

$2.8 million.

12

13

14

15

16

17

The record level of capital expenditure resulted in an unusually high level of

administrative and general expense being charged to capital during the test year, which

resulted in an unusually low level of administrative and general expenses charged to

operations. In order to provide a more normal and realistic relationship between revenue,

expenses and rate base, Income Statement RLJ-9 normalizes administrative and general

expense charged to capital to the historical five-year average level.

18

19

20

21

Q- WHAT IS INCOME STATEMENT ADJUSTMENT RLJ-11?

Sunrise asks to use the plant-account-specific depreciation rates that are recommended

and published by Commission Staff. Income Statement Adjustment RLJ-11 restates

depreciation expense, using these depreciation rates.

22

23

Q- WHAT IS INCOME STATEMENT ADJUSTMENT RLJ-12?

24

A.

A.

A. Income Statement Adjustment RLJ-12 restates property taxes consistent with the method

supported by Commission Staff and approved in numerous recent Commission decisions.
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1

2

3

4

5

6

7

Specifically, following the Arizona Department of Revenue - Centrally Valued Properties

method, full cash value was determined by using twice the average of three years of

revenue, plus an addition for CWIP and a deduction for the book value of transportation

equipment. Consistent with Commission practice, I used two times the adjusted revenues

for 2007 and one year of revenue at proposed rates to determine the average revenue. The

assessed value (23 percent of full cash value) was Men multiplied by the property tax rate

to determined adjusted property tax expense.

8

9

10

11

12

13

14

15

16

Q- WHAT IS INCOME STATEMENT ADJUSTMENT RLJ-14?

Income Statement Adjustment RLJ-14 normalizes Salary and Wage expense. In order to

normalize the expense, the current pay rate of each active employee was used to calculate

a normalized salary expense. The salary expense was used as a base to calculate Social

Security Taxes, Federal Unemployment Tax, Arizona Unemployment Tax, and Arizona

Training Tax payable by Sunrise. Finally, since Sunrise shares employees with West End

Water Company the total loaded Salary and Wage expense was multiplied by the

percentage of time each employee charges to Sunrise to alive at the normalized Salary

and Wage Expense for Sunrise.

17

18

19

20

21

22

Q- WHAT IS INCOME STATEMENT ADJUSTMENT RLJ-15?

Income Statement Adjustment RLJ-15 normalizes Health Insurance Expense. In order to

normalize the expense, the current health insurance cost for each active employee eligible

for insurance coverage was used to determine the base healdi insurance cost. The base

health insurance cost was reduced by the employee contribution to determine Sunrise's

normalized Health Insurance Expense.

23

24

25

Q- WHAT IS INCOME STATEMENT ADJUSTMENT RLJ-16?

A.

A.

A.

Income Statement Adjustment RLJ-16 removes non-utility revenue and expense to

eliminate the effects on income taxes.
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1

2

Q. WHAT IS INCOME STATEMENT ADJUSTMENT RLJ-17?

3

4

5

Sunrise has estimated rate case expense at $75,000 and proposes to collect the expense

over a three-year amortization period. Sunrise will update the estimate as the case

progresses to reflect any changes in expected total rate case expense. Income Statement

Adjustment RLJ-17 adds the rate case amortization to Sunn'se's expenses.

6

7

8

9

10

Q- WHAT IS INCOME STATEMENT ADJUSTMENT RLJ-18?

Income Statement Adjustment RLJ-l8 calculates the test-year Income Tax Expense for

Sunrise, considering the effect of the proposed rate increase. The tax expense is

calculated using Federal and State corporate tax rates, assuming Sunrise tiled as a stand-

alone tax entity.

11 V COST OF CAPITAL (D SCHEDULES)

WHAT IS SUNRISE'S REQUESTED COST OF EQUITY?1 2

13

1 4

1 5

1 6

17

1 8

Q-

Sunrise requests a return on common equity of 10.0%. Sunrise bases its request on a

review of rate orders issued by the Commission during calendar-year 2008. Sunrise has

identified the following rate orders issued during 2008 that contained a return on equity

finding. The identified utilities range from 100% equity capital to a low of 38.5% equity

capital. Based on its review of the Commissions 2008 decisions, a 10.0% return on

equity is appropriate for its capital structure and risk profile.

Company Docket Decision No. Date Equitv Return

Utility Source, LLC

Cordes Lakes Water Company

Arizona-American (Sun Cities
WW)

06-0303 70140

07-0256 70170

06-0491 70209

1/23/08

2/27/08

3/20/08

8.9%

10.0%

10.6%

07-0506 70308

07-0209 70351

4/24/08

5/16/08

11.2%

10.8%

A.

A.

A.

Liv co Water Company

Arizona-American (Sun city
Water)

Average 10.3%
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1

2

3

Q. WHAT IS SUNRISE'S REQUESTED COST OF CAPITAL?

Because Sunrise's capital structure consists of 100% equity, Sunrise is requesting a

10.0% cost of capital for its original cost rate base.

4

5

6

vi

Q,

A

RATE INCREASE

WHAT IS SUNRISE'S REQUESTED RATE INCREASE?

Sunrise is entitled to the following rate increase:

$

$

$

Original Cost Rate Base

Adjusted Operating Income

Current Rate of Return

Required Operating Income

Required Rate of Return

Operating Income Deficiency

Gross Revenue Conversion Factor

s

Increase in Gross Revenue Requirement $

1,448,154
(60,264)

-4. 16%

144,815

10.0%

205,079

1.3942

285,932

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

RATE DESIGN (H SCHEDULES»

WHAT ARE THE H SCHEDULES?

VII

Q-

A.

A.

Schedule H-1 summarizes the revenue billed under present rates and the amount that

would be generated by the proposed increase in metered water rates. Schedule H-2

analyses revenue at present and proposed rates by class and meter size in dollar amount

and percentage. The average number of customers derived from the bill count is also

shown by meter size and in total. Lastly, Schedule H-2 contains a supplemental schedule

that provides a breakdown of revenue at the proposed rates by the components of the

proposed rate design. Schedule H-3 compares present and proposed rates and shows the

changes by blocks. Schedule H-4 compares present and proposed rates and the

percentage increase at various consumption levels for each class of service and meter

size. Schedule H-5 provides the bill count of the bills during the test year.
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1

2

Q- WHAT ARE SUNRISE'S CURRENT AND PROPOSED RATES?

The current and proposed rates are summarized as follows.

Description
Base

Charge

Current Rates
Volume
Charge

(All Usage)

Base
Charge

Proposed Rates

Volume Charge

%" Residential and
Commercial Meters

$12.00 $2.85 $15.00
0 - 4,000 gal

Next 14,000 gal
Over 18,000 gal

$3.00
$3.40
$3.70

1" Residential and
Commercial Meters $16.50 $2.85 $20.50

First 27,000 gal
Over 27,000 gal

$3.40
$3.70

IW' Residential Meter $21.50 $2.85 $26.50
First 35,000 gal
Over 35,000 gal

$3.40
$3.70

2" Residential Meter $26.50 $2.85 $33.00
First 65,000 gal
Over 65,000 gal

$3.40
$3.70

Hydrant Meter $25.00 $2.85 $40.00 A11 Usage $3.40

Coin Operated Meter n/a $2.85 n/a All Usage $3.40

3

4

Q- HAS SUNRISE PROPOSED A CHANGE IN RATE DESIGN?

5

6

7

8

9

10

Yes. Sunrise's current rates consist of a single rate block for all usage. Sunrise proposes

to adopt a conservation-oriented, three-tier, rate design for %" meters and a conservation-

oriented, two-tier, design for larger meters. Hydrant meters and a coin-operated

standpipe would continue to be billed wide a single rate-block. The two-tier rates would

use the wIld and 31ld tier of the %" rate and the single rate-block meters would be billed at

the 2I1d tier of the %" rate. This rate design is consistent with Staff recommend rate

designs in recent cases.

11

12

13

14

A.

A.

For %-inch meters the first break-over point is 4,000 gallons. The next break-over point

is at 18,000 gallons -- approximately the average usage for the %-inch residential meter.

For 1 and 1%-inch meters, the break-over points are 27,000 and 35,000 gallons,

respectively. As with the %-inch meter, the break-over point for the l and 1%-inch
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1

2

3

4

meters are at approximately die average usage for the meter size. The 2-inch meter

break-over point has been set at 65,000 gallons. This break-over point was set

substantially below the average usage to encourage additional conservation for Sunrise's

largest water users.

5

6

7

8

9

10

11

12

13

Q. WHAT IS THE IMPACT OF SUNRISE'S PROPOSED RATES ON THE

AVERAGE % AND 1-INCH RESIDENTIAL CUSTOMER?

The present monthly bill is $62.68 for a %-inch metered residential customer using an

average of 17,782 gallons. The proposed monthly bill is $73.86 for a %-inch metered

residential customer using an average of 17,782 gallons, an increase of $1 l .18, or 17.84

percent compared to the present rates. The present monthly bill is $92.70 for a l-inch

metered residential customer using an average of 26,737 gallons. The proposed monthly

bill is $1 l1.41 for a 1-inch metered residential customer using an average of 26,737

gallons, an increase of $18.7 l , or 20.18 percent compared to the present rates.

14

15

16

17

Q, IS SUNRISE PROPOSING ANY CHANGES TO MISCELLANEOUS SERVICE

CHARGES AND METER AND SERVCIE LINE INSTALLATION CHARGES?

Yes. As detailed in Schedule H-3, Sunrise is proposing to increase these charges to be

consistent with those recommend by Staff in recent cases.

Q DID SUNRISE VERIFY AND PROVE THE TEST YEAR REVENUES?18

19

20

21

22

Yes. Schedule H-5 lists the number of bills by thousand-gallon block and the cumulative

consumption by rate block for each class of customer and meter size. Several adjustments

to the actual bill counts have been made to allow proper verification and proof of die test

year revenues.

23

24

A.

A.

A.

First, one half of the estimated number of prorated bills (bills issued for periods shorter

than 25 days and longer than 35 days) are deducted from the bill count at the bottom of
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1

2

3

4

Schedule H-5. It is necessary to deduct one half of the prorated bills because the base

charge on a prorated bill is reduced. Counting one half of the prorated bills is appropriate

since most prorated bills occur due to an ownership change on the account. In this case

the fanner owner's prorated base charge and the new owner's prorated base charge will

equal the tariff monthly base charge. Second, on page 16 of Schedule H-5 an adjustment

is made to bill counts and consumption to conform to Income Statement Adjustment

RLJ-8. This change is necessary so that proposed revenues 8'om fire hydrant meters can

be calculated using Schedule H-5 as the basis. Lastly, the usage by proposed billing

block is shown at the bottom of each H-5 schedule. Since Sunrise bills all usage at a

5

6

7

8

9

10

11

single consumption rate, the usage by block is not needed to verify and prove revenue. It

is provided so that projected revenues can be calculated from Schedule H-5 .

12

13

14

15

As shown on Schedule H-2, line 24, total calculated revenues at present rates for the test

year were $1 ,298,323, compared to total per-book adjusted revenues of $1,296,025

shown on Schedule H-2, line 3 l. The unreconciled difference of $2,299 amounts to

0.l774% of per-book adjusted revenues.

16

17

Q. DOES THIS CONCLUDE YOUR TESTIMONY?

A. Yes.



Appendix A
Ray L. Jones P.E.

Principal
ARICOR Water Solutions

25213 n. 49"' Drive
Phoenix, Arizona 85083

EMPLOYMENT HISTORY

2004 - Present ARICOR Water Solutions
Principal
ARICOR Water Solutions offers a wide range of services to the private and public
sectors. Representative projects include water resources strategy development, water
rights evaluation and development of regulatory strategies. Services also include
consultation on water and wastewater utility formation, management and operations,
including preparation and testimony in support of filings before the Arizona Corporation
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1998 to 2002 Citizens Water Resources, Arizona Operations
Vice President and General Manager
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providing management and guidance to key operations and support personnel.

1990 to 1998 Citizens Water Resources, Arizona Operations
Engineering and Development Servl'ces Manager
Responsible for management of a diverse group of business growth related activities.
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business growth), management of new development activity (regulated business growth),
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regulatory functions (CC&N's and Franchises), and management of capital budgeting
functions and capital accounting functions.

1985 to 1990 Citizens Water Resources, Arizona Operations
Civil Engineer
Responsible for the planning, coordination and supervision of capital expansion and
major maintenance and rehabilitation projects as assigned. Responsible for development
of capital program for Malicopa County Operations.

EDUCATION

Arizona State University - Master of Business Administration (1991)
University of Kansas - Bachelor of Science in Civil Engineering (1985)
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Year

Utility(ies) Filing Type(s) Docket(s)

1992 Sun City West Utilities Company
CC&N Extension (Expansion of Sun

City West)
U-2334-92-244

1993
Sun City Water Company
Sun City Sewer Company

CC&N Extension (Addition of Coyote
Lakes)

U-1656-93-060
U-2276-93-060

1993 Tubae Valley Water Co., Inc.
CC&N Extension (Various
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U-1595-93-241

1993 Sun City West Utilities Company
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City West)
U-2334-93-293
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Citizens Utilities Company
Sun City Water Company
Sun city Sewer Company
Sun City West Utilities Company
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U-1656-95-417
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1996
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U-2276-96-282
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I
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Sun City West Utilities Company

CAP Water Plan and Accounting
Order (Sun Cities CAP plan)

W-01656A-98-0577
SW-02334A-98-0577

2000

Citizens Water Resources Company
of Arizona

Citizens Water Services Company
of Arizona

CC&N Extension and Accounting
Order (Ant fen Jacka Property and
Phoenix Treatment Agreement)

SW-3455-00-1022
SW-3454-00-1022

Ray L. Jones P.E.
Page 2

PROFESSIONAL CERTIFICATION

Registered Professional Engineer
Professional Engineer -
Certified Operator -

- Civil Engineering - Arizona
Civil Engineering .- California

Wastewater Treatment, Wastewater Collection, Water Treatment, Water Distribution - Arizona

PROFESSIONAL AFFILIATIONS

Director - Water Utilities Association of Arizona (1998 - 2004)
Member - American Society of Professional Engineers
Member - American Water Works Association
Member - Arizona Water Pollution Control Association
Member - Water Environment Federation

CIVIC AND COMMUNITY INVOLVEMENT

Chairman WESTMARC (2008)
Director and Member of the Executive Committee- WESTMARC (1998 - Present)
Co-Chairman, WESTMARC Water Committee (2006 - 2007)
Chairman-Elect WESTMARC (2007)
Member - Corporate Contributions Committee, West Valley Fine Arts Council Diamond Ball (Chairman 2005)
Member - Technical Advisory Committee - Governor's Water Management Commission (2001)
Board Member, Manager & Past Chairman - North Valley Little League Softball

TESTIFYING EXPERIENCE

Testimony has been provided before the Arizona Corporation Commission in the dockets listed below. Unless
otherwise indicated testimony was provided on behalf of the utility.
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of Arizona
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Hook-Up Fee (Verrado)
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WS-01303A-02-0868
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2004
Arizona-American Water Company
Rancho Cabrillo Water Company
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2004
Johnson Utilities Company, LLC

(Representing Pulte Home
Corporation)

CC&N Extension WS-02987A-04-0288

2005
Perldns Mountain Utility Company
Perkins Mountain Water Company

New CC&N & Initial Rates
WS-20379A-05-0489
W-20380A-05-0490

2005 West End Water Company CC&N Extension W-01157A-05-706

2005 Arizona-American Water Company
Approvals Associated with
Construction of Surface Water
Treatment Facility

W-01303A-05-0718

2006 Arizona-American Water Company Ratemaldng WS-01303A-06-0403
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1

2

3

4

5
6

EXECUTIVE SUMMARY

Ray L. Jones testifies as follows:

Mr. Jones sponsors Sunrise's rebuttal revenue requirement.

Mr. Jones accepts a number of Staff income statement adjustments.

Mr. Jones sponsors rate base and operating income and details Sunrise's rebuttal positing
pertaining to remaining points of disagreement with Staff

7
8
9

Sunrise proposes to make a pro-forma adjustment for one-half of a developer Advance
refund that had accrued and become payable as of die end of the test year. The refund
was based on six mondms of test-year revenue and six months of post-test-year revenue.

10

11
12

As discussed in detail by Mr. Collins, test-year hydrant-water sales should be normalized.

As discussed in detail by Mr. Collins, Sunrise proposes to remove 50% of the $27,000 in
outside services proposed to be removed by Staff

13
14
15

As discussed in detail by Mr. Collins, it is appropriate to include $37,595 in lease
expense for workshop, storage and field office space facilities. Staff's adjustment should
be rejected.

16

17
18
19
20

Only some of Staff' s progeNy-tax adjustments are appropriate.

As discussed in detail by Mr. Collins, it is appropriate to recognize income-tax expense.
Further, this is consistent with the Commission's past allowance of this expense for
Sunrise and for other S corporations and LLCs. Finally, disallowing income-tax expense
would effectively reduce Sunrise's authorized return from 10% to 7.02%.

21
22
23

Staffs proposal to increase base charges to yield higher revenues from monthly
minimum charges is acceptable. However, it would be unwise to decrease the break-over
point between the second and third tier from 18,000-gallons to 13,000-gallons.

24
25

Mr. Jones sponsors attached Exhibit RLJ-R1 containing the following updated schedules
referenced in his rebuttal testimony.

26

27

28

29

30

31

Schedule A-1 Rebuttal

Schedule B-l Rebuttal

Schedule B-2 Rebuttal

Schedule C-l Rebuttal

Schedule C-2 Rebuttal

Schedule H-3 Rebuttal
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I1

2

3

4

5

Q.

INTRODUCTION

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

NUMBER.

My name is Ray L. Jones. My business address is 25213 N. 49"' Dr., Phoenix, Arizona

85083, and my business phone is (623) 341-4771.

Q. ARE YOU THE SAME RAY L. JONES WHO PREVIOUSLY SUBMITTED

DIRECT TESTIMONY IN THIS DOCKET?

6

7

8 Yes.

9

10

11

PURPOSE OF TESTIMONY

HAVE YOU REVIEWED STAFF'S DIRECT TESTIMONY IN THIS CASE?

Yes, I reviewed the testimony provided by Mr. Alexander Iggie and Mr. Jian Liu.

Q. WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

•

12

13

14

15

16

17

18

19

20

21

22

23

24

In my testimony:

I sponsor Sunrise's rebuttal revenue requirement.

I respond to Staffs direct testimony positions regarding cost of capital, rate base and

operating income and detail Sunrise's rebuttal positing pertaining to remaining points

•

A.

A.

I I

Q.

A.

A.

of disagreement with Staff.

I sponsor attached Exhibit RLJ-R1 containing the following updated schedules

referenced in my rebuttal testimony.

o Schedule A-1 Rebuttal

o Schedule B-1 Rebuttal

o Schedule B-2 Rebuttal

o Schedule C-l Rebuttal

o Schedule C-2 Rebuttal
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o Schedule H-3 Rebuttal

III

1

2

3

4

5

6

Q-

REBUTTAL REVENUE REQUIREMENT

WHAT IS SUNRISE'S REBUTTAL REVENUE REQUIREMENT?

Sunrise's rebuttal revenue requirement is shown on Schedule A-1 Rebuttal. Sunrise has

reduced its requested revenue increase to $217,866, an increase of 16.70% over adjusted

test-year revenues of $ l ,304,363 .

Q. WOULD YOU SUMMARIZE SUNRISE'S AND STAFF'S REVENUE

REQUIREMENT POSITIONS?

7

8

9

10

11

12

13

14

The proposed revenue requirements and associated rate i1'1CII€aS€S are summarized as

follows:

Sunrise Direct

Staff Direct

Sunrise Rebuttal

Revenue Requirement

$1,590,295

$1,378,396

$1,522,229

Revenue Increase

$285,932

$26,218

$217,866

% Increase

21.92%

1 .94%

16.70%

15

16

17

18

COST OF CAPITAL

DOES SUNRISE ACCEPT STAFF'S COST OF CAPITAL RECOMMENDATION?

Yes, Staff has recommended adoption of Sunrise's proposed 10 percent Fair Value Rate

of Return.

19

2 0

21

2 2

23

2 4

V

Q-

ACCEPTED STAFF ADJUSTMENTS

WHICH OF STAFF'S RATE BASE ADJUSTMENTS DOES SUNRISE ACCEPT?

A.

IV

Q-

A.

A.

A.

Sunrise accepts Staff Rate Base Adjustment No. 1, which increases accumulated

depreciation by $135,964 over Sunrise's proposal of $2,492,247. I have added Rate Base

Adjustment RL]-9 (Page 11, Schedule B-2 Rebuttal) to reflect acceptance of this Staff

adjustment.
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Q- WHICH OF STAFF'S OPERATING INCOME ADJUSTMENTS DOES SUNRISE1

2

3

ACCEPT?

Sunrise accepts the following Operating Income Adjustments:

4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21

Operating Income
Adjustment No .

2
3
5
7

10
11
12
13
14
16
17
18
19
20

EXPCI1S€ Category
Salaries and Wages
Salaries and Wages
Office Supplies Expense
Water Testing Expense
Rent Expense
Rent Expense
Transportation Expense
Transportation Expense
Transportation Expense
Miscellaneous Expense
Miscellaneous Expense
Miscellaneous Expense
Miscellaneous Expense
Depreciation Expense

Adjustment Amount
($68,913)

$4,243
($1,500)
$2,184
$1,500

SB19,521
($3,508)
($8,485)
($6,300)
($2,285)
$6,413

$50,216
(8819,521 )
$10_210

Total accepted Operating Income Adjustments ($16,225)

2 2

2 3

2 4

2 5

HOW DID YOU REFLECT SUNRISE'S ACCEPTANCE OF THESE STAFF

OPERATING INCOME ADJUSTMENTS?

I added Income Statement Adjustment RLJ-19 (Page 23, Schedule C-2 Rebuttal)

incorporating all of the accepted Staff Operating Income Adjustments.

VI

Q~

RATE BASE

WHAT IS THE REMAINING DISAGREEMENT BETWEEN SUNRISE AND

STAFF REGARDING RATEBASE?

26

27

28

29

30

31

32

A.

A.

A.

Sunrise proposed Rate Base Adjustment RLJ-6 decreasing Sunrise's Advance balance by

$128,356 to reflect the refund of Advances made in August of 2008. Staff rejects

Sunrise's proposal and offers its Rate Base Adjustment No.2 restoring $128,356 to

Sunrise's Advance balance.
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1

2

3

4

Q- PLEASE SUMMARIZE STAFF'S POSITION REGARDING THE AIAC

5

BALANCE?

Staff argues that Sunrise's proposal to reduce test-year end AIAC by the amount of a

post-test-year refund creates a mismatch between investor provided capital and revenue

that is inconsistent with sound ratemaldng principals.

Q- DO YOU AGREE WITHS STAFF'S POSITION?6

7

8

9

10

11

A.

12

No I do not. A.A.C. R14-2-103 prescribes the requirements for a filing in support of a

proposed increase in rates or charges of a public service corporation. The requirements

include provisions for pro forma adjustments which are defined as "adjustments to actual

test-year results and balances to obtain a normal or more realistic relationship between

revenues, expenses and rate base." I believe Rate Base Adjustment RLJ-6 is appropriate

and provides a more realistic relationship between revenues and rate base.

Q- PLEASE ELABDRATE?13

14

15

16

17

18

19

A.

20

21

22

A.

The refund payment made in August of 2008 is required by Commission rules and is

based on revenues generated during the period July 1, 2007, through June 30, 2008. By

the end of the 2007 test year, six months of revenue for the 12-month refund period had

been received by Sunrise. Receipt of this revenue creates a known and measureable

liability for refund of Advances during the test year. This is fundamentally no different

than accruing the cost of electricity or any other operating expense which has been

incurred but not yet paid by the end of the test year. Since the refund obligation was

accrued during the test year, it is appropriate to include the known and measureable

refund amount as a pro-forma adjustment to rate base.
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1

2

3

4

5

6

7

8

9

Q. IS SUNRISE WILLING TO COMPROMISE IN ORDER TO ACCOMDATE

STAFF'S POSITION ON THIS ISSUE?

Yes. Sunrise has revised its proposed Rate Base Adjustment RLJ-6 to include only 50%

of the August 2008 refund amount. Sunrise has proposed a 50% reduction in recognition

that the payment is based on six months of revenue received during the test year and six

months of revenue received post test year. In summary, Sunrise proposes to make a pro-

forma adjustment for that portion of the Advance refund that had accrued and become

payable as of the end of the test year. This compromise position creates a more realistic

relationship between rate base and revenue as of the end of the test year.

10

11

12

Q- WOULD YOU SUMMARIZE SUNRISE'S AND STAFF'S RATE BASE

POSITIONS?

Sunrise's and Staff' s rate base positions are summarized as follows:

13

14 Adjusted Rate Base

Sunrise Direct

$1,448,154

Staff Direct

$1,183,834

Sunrise Rebuttal

$1 ,248,012

VII15

16

17

18

19

20

21

22

23

Q-

OPERATING INCOME

A HYDRANT-WATER SALES

WHAT IS STAFF'S RECOMMENDATION REGARDING SUNRISE'S

PROPOSAL TO NORMALIZE HYDRANT-WATER SALES REVENUE?

A.

A.

A.

Staff has proposed Operating Income Adjustment No. 1, rejecting Sunrise's proposal to

normalize hydrant-water sales, which has the effect of increasing test-year revenue by

$47,815. Additionally, Staff has proposed Operating Income Adjustment No.4, rejecting

Sunrise's proposal to normalize power costs consistent with the nonnalized level of

hydrant-water sales.
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1

2

3

Q. HAS SUNRISE CHANGED ITS POSITION REGARDING NORMALIZATION

OF HYDRANT-WATER SALES?

4

5

6

7

8

No, it has not. As explained by Mr. Collins in his rebuttal testimony, Sunrise's base

hydrant-water sales] peaked dramatically in 2006 and began a steady decline to historic

levels beginning in the 2007 test year and continuing through 2008 and 2009. As

explained by Mr. Collins, this pattern of hydrant-water sales combined with sales, for the

Flood Control Project, resulted in 2007 test-year sales significantly above a normal and

sustainable level of hydrant sales for Sunrise.

9

10

11

12

13

Q. WHY HAS SUNRISE PROPOSED TO NORMALIZE HYDRANT-WATER

SALES?

As required by A.A.C. R14-2-103, Sunrise is proposing a pro-fonna adjustment to

establish a normal and more realistic relationship between test-year revenue and the rate

base used to generate the revenue.

Q- WHAT IS SUNRISE'S METHOD OF NORMALIZATION OF HYDRANT-

WATER SALES?

Sunrise has made two adjustments to normalized hydrant-water sales:

Income Statement Adjustment RL]-8:

O

14

15

16

17

18

19

20

21

o

removes hydrant-water sales for the Flood Control Project from the test-year

hydrant-water sales, and

calculates a five-year average of hydrant-water sales for years 2003 - 2007 to

represent a normalized level of hydrant-water sales.

A.

A.

1 Mr. Collins defines base sales as total hydrant-water sales less sales for the Flood Control Project and the Happy
Valley Project.

A.
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1

2

Income Statement Adjustment RLJ-9 reduces pumping-power expense to reflect the

lower normalized level of hydrant-water sales.

3

4

Q. PLEASE SUMMARIZE STAFF'S OBJECTION TO SUNRISE'S PROPOSED

NORMALIZATION OF I-IYDRANT-WATER SALES?

A.

•

5

6

7

8

9

10

11

Staff concludes that Sunrise's hydrant sales normalization proposal is not consistent with

the rate malting concept of normalization. They support this conclusion with the

following statements.

Sunrise recorded low levels of hydrant-water sales between 2003 and 2005.

In 2006 and 2007, Sunrise's revenues from hydrant-water sales increased•

12

13

14

15

16

17

18

19

significantly.

From the information provided by Sunrise, there has been no significant fluctuation

of hydrant-water sales. Rather there has been a steady rise in revenues for hydrant-

water sales.

Sunrise's water sales in 2008 exceeded 2007 levels and included continued sales to

the Maricopa County Flood Control District and sales for the new Happy Valley

Proj et.

Sunrise's statement that future hydrant-water sales could be overstated if test-year

hydrant-water sales is not normalized, is speculative. The timing and impact of such

an occurrence is not known and measureable at this time.

Q- PLEASE EXPLAIN W H Y STAFF'S CONCLUSION SHOULD BE REJECTED?20

21

22

23

24

A. I will take each of Staff' s points in mm.

Contrary to Staff' s assertion, the levels of hydrant-water sales between 2003 and

2005 are not "low", rather, as explained by Mr. Collins, they are representative of

normal levels of hydrant-water sales for Sunrise. Since they are representative of

•
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

normal levels of hydrant-water sales, it is essential they be used in a five-year average

to normalize the unusually high level of sales recorded during the 2007 test year.

Sunrise agrees with Staffs assertion that Surlrise's revenues from hydrant-water sales

increased significantly in 2006 and 2007. However, Mr. Collin's testimony

establishes dirt the increase in sales is not representative of expected sales on a going

forward basis. Therefore, the unsustainable increase in hydrant-water sales is,

contrary to Staff' s assertion, actually justification for normalizing Sunrise's hydrant-

water sales.

Staff" s statement that water sales have not fluctuated, but have instead been on a

steady rise is correct, to a point. Mr. Collins explains that the increase in 2007 and

2008 was entirely due to water sales to the Flood Control Project and the Happy

Valley Project. These two projects account for 52.3% of sales in 2007 and 77.0% of

sales in 2008. Mr. Collins explains that these projects were not representative of

ongoing construction activity in Sunrise's service area and are now completed. Mr.

Collins establishes that Sunrise is not experiencing die level of sales associated with

these projects in 2009, and that Sunrise cannot expect this level of sales in the

foreseeable future. Lastly, Mr. Collins explains that during 2007 and 2008, base

hydrant-water sales were actually decreasing dramatically. la/Ir. Collins' detailed

analysis of the hydrant sales data shows that the steady rise in sales is entirely the

result of non-recum'ng projects that mask a significant fluctuation in base sales,

which should be normalized.

Staflf's statement that Sunrise's water sales in 2008 exceeded 2007 levels and

included continued sales to the Maricopa County Flood Control District and sales for

the new Happy Valley Project is correct, but incomplete. Mr. Collins establishes that

these projects were not representative of on-going construction in the Sunrise service
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

area and that, as of year-end 2008, hydrant-water sales to both of these projects had

ceased. Since Sunrise will receive no revenue from these projects during the period

for which rates will be in effect, the one-time benefit to hydrant-water sales in 2008

from these projects is not relevant to Sunrise's proposal to nonnalize test-year

hydrant-water sales .

It was not speculative, as asserted by Staff, for Sunrise to state that future hydrant-

water sales could be overstated if test-year hydrant-water sales were not normalized.

Mr. Collins establishes through his analysis of base hydrant-water sales that the 2006

peak in hydrant sales was followed by a steady decline in 2007 and 2008 toward

historic levels of sales. This decline was recognized by Sunrise at the time it prepared

its filing and is precisely why Sunrise proposed normalizing hydrant-water sales. As

established by Mr. Collins, the impact of the decline is known and measureable and

failing to normalize hydrant sales will result in overstatement of test-year hydrant-

water sales.

Q. PLEASE SUMMARIZE SUNRISE'S POSITION ON NORMALIZING

HYDRANT-WATER SALES?

15

16

17

18

19

20

21

22

23

24

A.

25

Sunrise sold a large amount of water for the Flood Control Project during the 2007 test

year. Since the sales were so large and were due to a large regional project that is not

representative of nonna construction widiin Sunrise's service area, it is appropriate to

normalize sales by eliminating the sales for the Flood Control Project from the test-year

hydrant-water sales. Due to the housing boom in the Phoenix market, base hydrant-water

sales peaked sharply in 2006, began a steady decline in 2007, and in 2009 are expected to

be below 2003 levels. A five-year average of base hydrant-water sales over the period

2003-2007 is an appropriate method to normalize hydrant-water sales. Without Sunrise's

proposed nonnalization adjustment, test-year revenues will not represent revenues on a



Sunrise Water Company
Docket No. W-02069A-08-0406
Rebuttal Testimony of Ray L. Jones
Page 10 of 20

1

2

3

going forward basis and create a mismatch between revenue and rate base. Staff' s

proposed Operating Income Adjustment No. 1 and Operating Income Adjustment No. 4

should be rejected.

4

5

6

7

8

9

10

OUTSIDE SERVICES

WHAT IS SUNRISE'S POSITION REGARDING STAFF PROPOSED

OPERATING INCOME ADJUSTMENT no. 6?

B

As explained by Mr. Collins in his rebuttal testimony, the Commission should not accept

Staffs adjustment to disallow $27,000 in outside services provided by SRW Consulting.

Mr. Collins has instead proposed an adjustment eliminating $13,500 or 50% of the cost of

the services provided by SRW Consulting.

11

12

13

14

Q~ HOW DID YOU ACCOUNT FOR THE $13,500 REDUCTION IN OUTSIDE

SERVICES PROPOSED BY MR. COLLINS?

I added Income Statement Adjustment RL]-20 (Page 24, Schedule C-2 Rebuttal)

reducing test-year outside services expense by $13,500.

15

16

17

18

19

20

C BARN.. WORKSHOP.. STORAGE. FIELD OFFICE AND YARD RENTAL

WHAT IS SUNRISE'S POSITION REGARDING STAFF PROPOSED

OPERATING INCOME ADJUSTMENT NO. 8 AND OPERATING INCOME

A.

A.

A.

Q.

ADJUSTMENT no. 9?

As explained by Mr. Collins in his rebuttal testimony, the adjustments proposed by Staff

should be rejected.
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1

2

3

4

5

6

7

8

9

1 0

PERMIT AND RECORDING FEES

DO YOU AGREE WITH STAFF'S PROPOSED OPERATING INCOME

ADJUSTMENT NO. 15 ELIMINATING $3,992 FOR PERMIT AND RECORDING

D

FEES?

I am in partial agreement with Staff's recommendation. My review of the actual test-year

charges indicates that $3,350 of the charges is for Sunrise's Annual Operating Per nit

issued by Maricopa County Environmental Services Department. A copy of the Permit

Renewal Invoice is attached as Exhibit RLJ-R2. The Annual Operating Permit is an

operating expense and is properly included in test-year expenses. As noted by Staff, the

remaining $642 is more appropriately charged to capital.

11

1 2

13

1 4

HOW DID YOU ACCOUNT FOR THE $642 IN COST THAT SHOULD BE

CAPITALIZED?

I added Income Statement Adjustment RLJ-21 (Page 25, Schedule C-2 Rebuttal)

reducing test-year revenue by $642.

15

16

17

E PROPERTY TAXES

HAVE YOU REVIEWED STAFF'S PROPERTY TAX ADJUSTMENT?

Yes, I have reviewed the adjustment.

DID STAFF MAKE ANY ADJUSTMENTS TO THE CALCULATION FACTORS

PROPOSED BY SUNRISE?

18

19

20

21

A.

A.

A.

Q.

A.

Yes. Staff made several changes to the factors proposed by Sunrise as described below.

Staff reduced die assessment ratio from 23.0% to 22.5%.•
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1

2

3

Staff increased the CWIP factor from $5,709 to $20,865.

Staff increased the Book Value of Licensed Vehicles from $0 to $181,994.

Staff reduced the Composite Property Tax Rate from 10.0306% to 7.41614%.

4

5

DO YOU AGREE WITH STAFF'S CHANGES?

I agree with Staff's assessment ratio of 22.5%, but I disagree with the Adler changes.

6

7

8

9

10

HAS STAFF INDICATED THEIR POSITION HAS CHANGED SINCE FILING

DIRECT TESTIMONY?

Yes. In its response to Sunrise's first set of data requests, Staff indicated that it now

agrees that the book value of licensed vehicles is $0 and that the composite tax rate is

10.0306%.

11

12

WHERE DID YOU OBTAIN YOUR CWIP FACTOR OF $5,709?

The factor is 10% of the CWIP balance shown on Line 5 of schedule E-1 for the test year.

13

14

15

16

Q- HAVE YOU UPDATED YOUR PROPERTY TAX ADJUSTMENT RLJ-12 TO

REFLECT YOUR REBUTTAL POSITION?

Yes. As indicated on page 16 of Schedule C-2 Rebuttal, Sunrise requests a property tax

expense of $62,283.

17

18

19

20

21

F INCOME TAX

WHAT IS STAFF'S RECOMMENDATION REGARDING INCOME TAX

EXPENSE IN THIS CASE?

A.

A.

A.

A.

A.

Q.

Staff is recommending that income tax expense be excluded from the expenses of

Sunrise.
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Q- WHY DOES STAFF MAKE THIS RECOMMENDATION?1

2

3

A. Staff states that because Sunrise is exempt from corporate tax, Sunrise does not incur

income tax expense as a cost of service.

4 Q- PLEASE COMMENT ON STAFF'S POSITION REGARDING INCOME TAX

EXPENSE?

I do not agree with Staffs position for the reasons outlined below.

The net income of Sunrise creates an income tax liability that is a direct result of•

5

6

7

8

9

10

11

providing water service and is appropriately recovered in rates.

The Commission has included income tax expense in the rates of Sunrise in past rate

12

13

14

15

16

cases.

The Commission has included income tax expense in the rates of other Subchapter S

corporations ("S-Corp"), Subchapter C corporations ("C-Corp"), and Limited

Liability Companies ("LLC") that do not directly pay income tax.

Adoption of Staff" s position will weaken Sunrise's financial condition and result in a

decrease in the availability of funds for Sunrise to continue making needed

improvements to its system.

Q. PLEASE DISCUSS WHY THE INCOME TAX LIABILITY CREATED BY

SUNRISE SHOULD BE RECOVERED IN RATES.

17

18

19

20

21

22

23

A.

A. It is not disputed that the net income generated by Sunrise through the provision of

regulated water services is subj et to State and Federal income tax. That tax liability

would not exist absent the provision of regulated water services by Sunrise. Clearly the

tax is an expense incurred in the provision of water service by Sunrise. Accordingly, like

any other expense prudently incurred in the operation of a regulated entity, the income
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1

2

tax expense should be recovered in rates of die regulated entity, unless circumstances

particular to the regulated entity warrant a disallowance of the income tax expense.

3

4

5

6

Staff' s position is based solely on the technicality that, as an S-Corp, Sunrise does not

directly pay the income tax. Staff provides no other justification for denial of the

expense. Staff' s position to deny a real cost of providing service based on a generic

technicality is flawed and should be rejected.

7

8

9

1 0

11

1 2

13

1 4

1 5

Q~ WHAT DO YOU MEAN BY CIRCUMSTANCES PARTICULAR TO THE

REGULATED ENTITY?

I am talldng about the specific facts of a regulated utilities' case before the Commission.

For example, in the case of a utility that has failed to reinvest a prudent level of earnings

into plant and facilities, the Commission may determine that denying recovery of income

tax expense is appropriate. Or, in the case of a utility that has a small or negative rate

base, it may be appropriate to deny income tax recovery when establishing rates based on

an operating margin. Absent these or other compelling circumstances the income tax

expense should be an allowable expense in the rates of the utility.

Q- HOW HAS THE CGMMISSION TREATED INCOME TAX EXPENSE IN

PREVIOUS SUNRISE WATER CASES?

16

17

18

19

20

I have reviewed Sunrise's files for it two previous rate cases and determined that in both

cases the Commission has approved rates that included the recovery of income tax

A.

A.

expense.
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1

2

3

Q, ARE YOU AWARE OF THE COMMISSION APPROVING RECOVERY OF

INCOME TAXES IN RATES FOR OTHER COMPANIES THAT DO NOT

DIRECTLY PAY INCOME TAXES?

4 Yes I am.

5

6

7

8

9

10

11

12

First, there are numerous C-Corps that do not directly pay income taxes. Under Federal

tax law and Arizona tax law, the parent company of a C-Corps has the option of

including its subsidiary's income on the parent company's tax return. The tax return is

commonly referred to as consolidated tax return. Under this scenario, the parent

company, not the locally regulated C-Corp, pays the income tax. Numerous regulated C-

Corps in Arizona file taxes on a consolidated basis. For these entities, the Commission

routinely calculates income taxes as if the C-Corp filed taxes on a standalone basis and

includes the pro Ronna income tax expense in the rates of those companies.

13

14

15

Second, as noted above, the Commission has authorized recovery of income taxes for

Sunrise in previous cases and has more recently approved income taxes in the rates of

Camp Verde Water System, Inc., an S-Corp.

16

17

Third, I am aware of a very recent decision in the case of Wickenburg Ranch Water LLC

where the Commission included income taxes in approved rates.

Q- If STAFF'S POSTION REGARDING INCOME TAXES IS ADOPTED, WHAT

IMPACT WILL IT HAVE ON THE FINANCIAL CONDITION OF SUNRISE?

18

19

20

21

22

A. It will weaken Sullrise's financial condition. Sunrise's revenue and after-tax net income

will decline. The decline will result in lower operating margins, lower debt coverage

ratios, lower retained earnings, and lower remens on equity.

2 See Decision No. 60105 dated March 19, 1997

3 See Decision No. 70741 dated February 12, 2009

A.
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Q. WHAT WILL BE THE LONG-TERM RESULT OF THIS FINANCIAL1

2

3

4

A.

WEAKENING OF SUNRISE?

The loss of revenue will translate directly into a decrease in the availability of funds for

Sunrise to continue malting prudent investments into maintaining and growing its water

5 system.

•

6

7

8

9

10

11

Specifically, as explained by Mr. Collins, the loss of revenue will directly impact

availability of funds in the following three ways.

Retained earnings available for capital improvements will be reduced dollar for dollar

by the reduction in revenue due to the disallowance of income tax expense.

The reduction in revenue will reduce cash flow thereby reducing debt coverage ratios,

reducing the availability of debt financing from WIFA or other debt providers.

•

12

13

14

15

Since income taxes must be paid on the income generated by Sunrise, Mr. Campbell

will experience a significant reduction on the real return on equity for Sunrise. As

with any business enterprise, a diminished return on equity for Sunrise will negatively

impact its ability to raise additional capital from its shareholder, Mr. Campbell.

Q, MR. COLLINS MENTIONS THAT SUNRISE WILL EXPERIENCE

DIMINISHED REAL RETURN ON REAL EQUITY. HAVE YOU QUANTIFIED

THIS REDUCTION?

16

17

18

19

20

21

A. Yes I have. Based on Sunrise's rebuttal case, excluding income tax from rates is the

equivalent of a 298 basis point reduction in the authorized return on equity. The

calculation is detailed in the table below.



Income Tax

Included in

Revenue

Requirement

Income Tax Not

Included in

Revenue

Requirement

Difference
Percent

Difference

Total Revenues

Operating Expenses

EBIT

Income Tax (included in Rates)

Net Income

Income Tax (Not In Rates)

Real Net Income

Common Equity

In Rate Base

ReaI Return on Equity

s 1,522,229
1,331,829

s 1,455,628
1,330,827

s (66,601)
(1,002)

-4.38%

-0.08%

-34.45%

-100.00%

0.00%

-29.83%

0.00%

-29.83%

190,400
65,599

124,801 (55,599)
(65,599)

124,801 124,801

37,227

0
37,227

s 124,801

s 1,248,012

10.00%

s 87,574

s 1,248,012

7. 02%

$ (37,227)

s

-2.98%
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1

2

3

VIII RATE DESIGN

Q, HAVE YOU REVIEWED THE RATE DESIGN PROPOSED BY STAFF?

A. Yes I have.

4

5

6

7

8

9

Q- HOW HAS STAFF CHANGED THE RATE DESIGN COMPARED TO

SUNRISES PROPOSED RATE DESIGN?

A. Staff has made two changes to the rate design. First, Staff has increased the base charges

to yield higher revenues from monthly minimum charges. Second, Staff has changed the

break-over points for the %" meter size. Specifically, the break-over point between the

second and third tier has been decreased from 18,000-gallons to 13,000-gallons.
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1

2

3

Q. DO YOU AGREE WITH THESE CHANGES?

4

I agree with Staff that Sunrise's proposed rate design did not generate sufficient revenue

from the monthly minimum charges. However, I disagree with Staff' s change to the

break-over point for %" meters.

5

6

7

Q. HAVE YOU ADOPTED STAFF'S RECOMMENDED BASE CHARGES IN

SUNRISE'S REBUTTAL POSITION?

Yes, I have adopted Staff' s recommended base charges.

8

9

10

11

12

13

14

15

16

Q. WHY DO YOU DISAGREE WITH STAFF REGARDING THE CHANGE IN THE

BREAK-OVER POINT FOR THE 3/99 METER SIZE?

I propose a break-over point between tier 2 and tier 3 of 18,000-gallons. This break-over

point was selected to coincide with the average usage of the %" residential class. I

believe it is generally appropriate that tier three billing rates begin when usage exceeds

the average for the meter size, and I have adopted this methodology to set the break-over

points for meter sizes through 1.5-inch diameter. As noted in my direct testimony, I

adopted a break-over point for the two-inch meter below the average usage to encourage

additional water conservation by Sunrise's largest water users.

17

18

19

20

21

22

Q. WHAT IS SUNRISE'S REBUTTAL POSITION REGARDING THE BREAK-

OVER POINT FOR THE SA" METER SIZE?

A.

A.

A.

A.

Sunrise continues to propose a break-over point between tier 2 and tier 3 of 18,000-

gallons for the %" meter size. Sunrise believes dirt establishing the break-over point at

the average usage for the %" meter sends proper conservation price signals to Sunrise

customers without placing undue burden on below average usage.
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1

2

3

Q- WHAT IS YOU POSITION REGARDING STAFF'S PROPOSED SERVICE

4

5

6

7

8

9

CHARGES?

Staff' s service charges for several items are slightly lower than those proposed by

Sunrise. Sunrise proposed service charges that are consistent, with those approved by

the Commission on August 29, 2006, in Decision 68925 for Sunrise's sister company

West End Water Co. Sunrise requests that Staff adopt Sunrise's proposed service charges

so that Sunrise's service charges will be the same as those for West End Water Co. This

will provide administrative convenience for the common customer service staff serving

the two companies.

1 0

11

1 2

1 3

1 4

Q- WHAT IS SUNRISE'S POSITION REGARDING STAFF'S PROPOSED

SERVICE LINE AND METER INSTALLATION CHARGES?

15

16

The charges proposed by Staff are acceptable to Sunrise. However, Staff has included a

cost for installation of a 5/8" x 3/4" meter and service line. Due to the large lot size

throughout Sunrise's service area, Sunrise does not offer the 5/8" x 3/4" meter size as a

service option. Sunrise requests that Staff eliminate the 5/8" x 3/4" meter size from its

recommendation.

17

18

19

Q- HAVE YOU PREPARED A SCHEDULE DETAILING SUNRISE'S REBUTTAL

RATE DESIGN?

Yes, Schedule H-3 Rebuttal provides Sunrise's proposed rate design.

A.

A.

4 The NSF Check charge and Meter Re-Read charge proposed in Sunrise's direct testimony were mistakenly
inconsistent with the West End Water Co. charge. Sunrise has corrected this error in its Schedule H-3 Rebuttal.

A.
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1

2

3

4

5

Q- WHAT IS THE IMPACT OF SUNRISE'S RATE DESIGN ON A TYPICAL

RESIDENTIAL CUSTOMER?

Sunrise's rebuttal rate design increases the monthly bill for a %" metered residential

customer, with an average consumption of 17,782 gallons, from $62.68 to $65.31, an

increase of $2.63 or 4.20%.

6

7

Q. DOES THIS CONCLUDE YOUR TESTIMONY?

A.

A.

Yes, it does.
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Sunrise Water Co.

Test Year Ended December 31, 2007

Computation of Increase in Gross Revenue Requirements
Witness:

Exhibit: RU-R1

Schedule A-1 Rebuttal

Page 1

Jones

Line

Original Cost Adjusted Rate Base s 1,248,012

Adjusted Operating Income (27,466)

Current Rate of Return -2.20%

Required Operating Income $ 124,801

Required Rate of Return 10.00%

Operating Income Deficiency s 152,267

Gross Revenue Conversion Factor 1.4308

Increase in Gross Revenue s 217,866 16.70%

Customer Classification

Projected

Revenue

Increase Due

To Rates

%

Dollar

Increase

Residential

Commercial

Hydrant

Coin Standpipe

s 202,718

3,478

12,517

408

16.16%

21.61%
49.50%

17.26%

Total Revenue Increase $ 219,121 16.88%

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

Supporting Schedules:

B-1 C-1

C-3 H-1
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Summary of Original Cost Rate Base Elements

Exhibit: RLJ»R1
Schedule B-1 Rebuttal

Page 1

JonesWitness:

Original

Cost

Rate Base*

Line

No.

1

2

3

4

Gross Utility Plant in Service s 10,408,383

Less: Accumulated Depreciation 2,628,211

Net Utility Plant in Service 7,780,172

Accumulated Deferred Income Taxes 143,632

Less:

Advances in Aid of Construction 6,320,530

Contributions in Aid of Construction - Net of Amory. 263,407

Customer Security Deposits 91,855

Plus:

Working Capital

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20 Rate Base s 1,248,012

* including pro forma adjustments

21

22

23

24

25

26

27

28

29

Supporting Schedules:

B-2 B-5

B-3 E-1

Recap Schedules:

A-1



Sunrise Water Co.

Test Year Ended December 31, 2007

Original Cost Rate Base Pro forma Adjustments

Exhibit: RU-R1

Schedule B-2 Rebuttal

Page 1

JonesWitness:

[B] [C] [D] [E] [F]

Line

No.

1

2

[A]
Actual

End of

Test Yea r

ADJ

RU-1

ADJ

RU-2

ADJ

RU-3

ADJ

RU-4

ADJ

RU-5

Gross Utility Plant in Service s 9,752,043 s 287,858 s 168,481

Less: Accumulated Depreciation 1,952,470 539,777

Net Utility Plant in Service 7,799,573 287,858 (539,777) 168,481

Accumulated Deferred Income Taxes 143,632

Less:

Advances in Aid of Construction 6,052,614 332,094

Contributions in Aid of Construction 425,049

Accumulated Amortization of CIAC (8,945)

Contributions in Aid of Construction - Net 416,104

Customer Security Deposits 91,855

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Plus:

Working CapitaI

Rate Base s 1,239,001 s 287,858 s (539,777) s (332,094) s 143,632 s 168,481

25

26

27

28

29

30

31

32

33

Supporting Schedules:

E-1

Recap Schedules:

B-1



Sunrise Water Co.

Test Year Ended December 31, 2007

Original Cost Rate Base Pro forma Adjustments
Witness:

Exhibit: RU-R1

Schedule B-2 Rebuttal

Page 2

Jones

[G] [H] [I] [J]

ADJ

RU-6

ADJ

RU-7

ADJ

RU-8

ADJ

RU-9

[K]
Total

Pro Forma

Adjustments

[L]
Adjusted

End of

Test Yea r

Gross Utility Plant in Service s 200,000 S 656,339 $10,408,383

Less: Accumulated Depreciation 135,964 675,741 2,628,211

Net Utility Plant in Service 200,000 (135,964) (19,401) 7,780,172

Accumulated Deferred Income Taxes 143,632 143,632

Less:

Advances in Aid of Construction (64,178) 267,916 6,320,530

Contributions in Aid of Construction 425,049

Accumulated Amortization of CIAC (152,696) (152,696) (161,641)

Contributions in Aid of Construction - Net (152,696) (152,696) 263,407

Customer Security Deposits 91,855

Line

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23
24

Plus:

WorkingCapital

Rate Base s 64,178 s 152,696 s z00,000 s (135,964) s 9,011 s 1,248,012

25

26

27

28

29

30

31

32

33

Supporting Schedules:

E-1



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RU-1
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Schedule B-2 Rebuttal
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JonesWitness:

Adiust Plant In Service Balance to Conform With Decision No. 53721

Line

No.

1

z

3

4

5

6

7

8

9

10

11

12

13

14

Commission Decision No. 53721 dated August 31, 1983 established the Original Cost of Plant In Service

less Depreciation to be $494,038. The finding is based on the Staff Report dated July 31, 1982 in

Docket number U-2069-83-042. In the Staff Report, the Original Cost of Plant In Service was

$571,139. Sunrise Water Co. did not adjust its Plant in Service Balance to conform to the

Commission finding in Decision No. 53721. This adjustment conforms the July 31, 1982
Plant in Service balance to the Commission finding in Decision No. 53721.

Plant In

Service

Balance per

Decision No.

53721

Balance per
7/31/1982

9 4

Amount

Booked in

Subsequent Plant In

Years for PIS Service

on 7/31/1982 Adiustment

s 38,000 S 33,696 $ 4,304

29,684

23,761

13,896

11,124

15,788

12,637

Land and Land Rights

Structures & Improvements

Wells & Springs

Pumping Equipment

Water Treatment Equipment

Solution Feeders

Distribution Reservoirs & Standpipes

Storage Tanks
Pressure Tanks

Transmission and Distribution Mains

Services

Meters

Hydrants

Office Furniture and Equipment

Computers and Software

Tools, Shop and Garage Equipment

Miscellaneous Equipment

38,064
4,229

383,304

26,807

16,521

10,134

17,819

1,980

179,441

12,549

7,734

4,744

20,244

2,249

203,863

14,258

8,787

5,390

$

635

571,139 s

297

249,585 s 33,696 s

338

287,858

Plant In Service Balance per Decision No. 53721 s 571,139

Less plant In Service Balance July 31, 1982 G/L s 283,281

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

23

2 4

25

2 6

2 7

2 8

2 9

3 0

3 1

3 2

3 3

3 4

3 5

3 6

3 7

3 8

3 9

4 0

4 1

Less Amounts Booked in Subsequent Years for PIS on 7/31/1982 $ 33,696

Increase/(Decrease) to Plant In Service Balance s 287,858

4 2

4 3

4 4

4 5

Adjustment to Rate Base s 287,858



SunriseWater Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RLJ-2

Exhibit: RU-R1

Schedule B-2 Rebuttal
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JonesWitness:

Adiust Accumulated Depreciation Balance to Conform With Decision No. S3721

Commission Order No. 53721 dated August 31, 1983 established a depreciation rate of 5.0%

for all classes of depreciable plant. The depreciation rate is detailed in the Staff Report dated July 31, 1982 in

Docket number U-2069-83-042. This adjustment restates Accumulated Depreciation during the period

July 31, 1982 through December 31, 2007 using the approved 5.0% depreciation rate.

Calculated Accumulated Depreciation Balance at Dec. 31, 2007 s 2,492,247

Accumulated Depreciation Balance Dec. 31, 2007 G/L 1,952,470

Increase/(Decrease) to Accumulated Depreciation Balance $ 539,777

Adjustment to Rate Base $ (539,777)

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13
14

15

16

17

18

19

20

21

Supporting Schedules:

B-2.2



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RU-3
Witness:

Exhibit: RU-R1

Schedule B-2 Rebuttal

Page 5

Jones

Line

No.

1

2

3

4

Adjust Advance Balance to Reflect Advances Recorded As Taxable Income

Sunrise Water Co. records all Advances in Aid of Construction in the Advance account. For those

Advances that are considered income for tax purposes, Sunrise Water Co. records

a debit in a contra account to Advances in Aid of Construction and a credit to

Other Water Revenue. When refunds of taxable advances are made, a credit is recorded in the

Advance contra account and a debit is recorded in Miscellaneous Expense. These entries are

tax entries and should be eliminated for regulatory purposes.

WXA Advance contra account Balance Dec. 31, 2007 G/L s 276,599

5

6

7

8

9

10

11

12

13
14

Meter Advance contra account Balance Dec. 31, 2007 G/L 55,495

Increase/(Decrease) to Advance in Aid of Construction Balance s 332,094

15

16

17

18

Adjustment to Rate Base s (332,094)



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RU-4
Witness:

Exhibit: RU-R1
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Line

No.

1

2

3
4

Adiust Accumulated Deferred Income Taxes to Reflect Taxes Paid on Taxable Advances

Sunrise Water Co. does not debit Accumulated Deferred Income Taxes to reflect taxes paid

on taxable Advances. This adjustment is needed to reflect the investment in taxes paid on advanced

plant.

Taxable Advance Balance Dec. 31, 2007 G/L s 332,094

5

6

7

8

9

10

11
12

Sunrise Water Co. Marginal Tax Rate 43.2505%

Increase/(Decrease) to Accumulated Deferred Income Tax Balance s 143,632

13

14

15

16

Adjustment to Rate Base S 143,632



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RIJ-5

Exhibit: RU-R1
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JonesWitness:

Adjust Plant In Service to reflect Dost test year plant in service

Sunrise Water Co. has completed two post test year improvement projects related to

removal of Well No. 2 from its system due to high levels of arsenic. These improvements

are non revenue producing and should be included in rate base.

Actual Cost 91st Ave Water Main $ 115,270

Actual Cost 83rd Ave. Water Main 45,534

Total Construction Cost 160,804

Construction Overhead Rate 4.77%

Capitalized Overhead 7,677

Increase/(Decrease) to Plant in Service s 168,481

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

Adjustment to Rate Base s 168,481



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RU-6

Witness:

Exhibit: RU-R1

Schedule B-2 Rebut-tal
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Line

No.

1

2

3

4

Adjust Advance Balance to Reflect Refunds Paid

Sunrise Water Co. refunds advances each year based on revenues for the

12-month period between the previous July 1 and June 30 of the current year.

The refund paid in 2008 is known and measurable and is properly included in rate base.

Total Refund Due July 1, 2007 through June 30, 2008 s 128,356

5

6

7

8

g

10

11

12

Allow 1/2 for period July 1, 2007 through December 31, 2007 64,178

Increase/(Decrease) to Advance in Aid of Construction Balance s (64,178)

13

14

15

16

Adjustment to Rate Base s 64,178



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RU-7
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JonesWitness:

Adjust Accumulated Amortization of Contributions in Aid of Construction to Conform With Decision No. 53721:

Line

No.

1

2

3

4

5

6

7

8

9

Commission Decision No. 53721 dated August 31, 1983 established a depreciation rate of 5.0%

for all classes of depreciable plant. The depreciation rate is detailed in the Staff Report dated July 31, 1982 in

Docket number U-2069-83-042. Contributions in Aid of Construction should be amortized using the 5.0%

rate approved in Decision no. 53721. Sunrise Water Co. has not amortized Contribution in Aid of Construction

consistent with Decision No. 53721. This adjustment restates Accumulated Contributions in Aid of Construction

during the period July 31, 1982 through Dec. 31, 2007 using the approved 5.0% amortization rate.

Calculated Accumulated Amortization of CIAC Balance at Dec. 31, 2007 s 161,641

Accumulated Amortization of CIAC Balance Dec. 31, 2007 G/L 8,945

Increase/(Decrease) to Accumulated Amortization of CIAC Balance s 152,696

Adjustment to Rate Base s 152,696

10

11

12

13

14

15

16

17

18

19

20

21

Supporting Schedules:

B-2.7



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RU-8
Witness:

Exhibit: RU-R1
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Line

No.

Adiust Plant In Service to Include Land Placed in Service during 2007, But Not Recorded Until zoos:

Sunrise Water Co. placed well No. 6 into service in 2007. However, the land transfer was not completed

until 2008. It is appropriate to include the land for Well No. 6 in rate base.

1

2

3

4

5

6

7

8

Amount Booked for Well No. 6 Land in 2008 s 200,000

Increase/(Decrease) to Plant in Service Balance s 200,000

9

10

1 1

12

Adjustment to Rate Base s 200,000



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RU-9

Witness:

Exhibit: RU-R1

Schedule B-2 Rebuttal
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Jones

Adiustment to account for accented Staff Rate Base Adjustment

Accumulated Depreciation:

Staff Rate Base Adjustment No. 1 s 135,964

Increase/(Decrease) to Accumulated Depreciation Balance s 135,964

Line

No.

1

2

3

4

5

6

7

8

9

10

Adjustment to Rate Base s (135,964)



Sunrise Water Co.

Test Year Ended December 31, 2007

Adjusted Test Year Income Statement

Exhibit: RU-R1
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JonesWitness:

Actual for

Test Yea r

Ended

12/31/2007

Total

Pro forma

Adjustments

Test Year

Results

After

Pro forma

Adiustments

Proposed

Rate

Increase

Adjusted

With Rate

Increase

s $ 217,866 s 1,513,891

8,338

1,522,229s

1,349,666 s

10,273

1,359,939 s

(53,642) s

(1,935)
(55,577) s

1,296,025

8,338

1,304,363 $ 217,866 s

s s (32,768) s

(9,408)
s382,937

179,081

14,099

26,549

49,245

45,163

2,635

37,664

74,769

11,141

77,595

2,987

(13,500)

2,184

21,021

(18,293)

350,170

169,673

14,099

26,549

52,233

31,663

4,819

58,685

56,476

11,141

50,775

25,000

12,201

406,063

62,283

14,287

307,762

55,953

(26,821)

25,000

(2,086)

98,301

6,330

350,170

169,673

14,099

26,549

52,233

31,663

4,819

58,685

56,476

11,141

50,775

25,000

12,201

406,063

62,283

65,599

1,397,428

124,801
s

s

1,278,881

81,058
s

s

52,947 s

(108,524) s

1,331,829

(27,466)
s

s

65,599

65,599

152,267
$

s

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27
28

s s s s

Revenues

Metered Water Revenues

Other Water Revenues

Total Revenues

Operating Expenses

Salaries and Wages

Purchased Power

Chemicals

Repairs and Maintenance

Office Supplies Expense

Outside Services

Water Testing

Rents

Transportation Expense

Insurance . General Liability

Insurance - Health and Life

Regulatory Expense

Miscellaneous Expense

Depreciation Expense

PropertyTaxes

Income Taxes

Total Operating Expenses

Operating Income

Other Income (Expense)

Interest and Dividend Income

interest Expense

Total Other Income (Expense)

Net Income (Loss)
s
s

54,790
(2,161)

52,628 s
133,686 s

(54,790) S

2,161

(52,628) s

(161,152) s
s

(27,466) s 152,267
s
$ 124,801

29

30

31

32

33

34

35

Supporting Schedules:

E-2

C-2

Recap Schedules:

A-1



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Pro forma Adjustments

Witness:

Exhibit: RU-R1

Schedule C-2 Rebuttal
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Jones

[A] [B] [C] [D] [E]

ADJ

RU-1

ADJ

RU-2

ADJ

RU-3

ADJ

RU-4

ADJ

RU-5

s (5,827)

s s

(1,935)

(1,935) s s s (5,827)

2,649 1,839

(142,925)

Line

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

$

s

(142,925) $

142,925 s
- s

(1,935) $
2,649 S

(2,649) $

1,839 s

(1,839) s (5,827)

Revenues

Metered Water Revenues

Other Water Revenues

Total Revenues

Operating Expenses

Salaries and Wages

PurchasedPower

Chemicals

Repairs and Maintenance

Office Supplies Expense

Outside Services

Water Testing

Rents

Transportation Expense

Insurance - General Liability

Insurance - Health and Life

Regulatory Expense

Miscellaneous Expense

DepreciationExpense

Property Taxes

Income Taxes

Total Operating Expenses

Operating Income

Other Income (Expense)

Interest and Dividend Income

Interest Expense

Total Other Income (Expense)

net Income (Loss)
s

s 142,925
$

s

- s
(1,935) s

- s
(2,649) s

- s
(1,839) s (5,827)

29

30

31

32

33

34

Supporting Schedules: Recap Schedules:

C-1



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Pro forma Adjustments

Witness:

Exhibit: RU-R1

Schedule C-2 Rebuttal

Page 2

Jones

[F] [G] [H] [I] [J] [K]

ADJ

RU-6

ADJ

RU-7

ADJ

RU-8

ADJ

RU-9

ADJ

RU-10

ADJ

RU-11

S (47,815)

s s $ (47,815) s s $

(5,425) 3,086 (7,069)

106,658

88,091

s

s

(5,425) s

5,425 s

3,086 s

(3,086) s
- s

(47,815) s

(7,069) s 106,658 s

7,069 S (106,658) s

88,091

(88,091)

Revenues

Metered Water Revenues

Other Water Revenues

Total Revenues

Operating Expenses

Salaries and Wages

Purchased Power

Chemicals

Repairs and Maintenance

Office Supplies Expense

Outside Services

Water Testing

Rents

Transportation Expense

Insurance - General Liability

Insurance. Health andLife

Regulatory Expense

Miscellaneous Expense

Depreciation Expense

Property Taxes

Income Taxes

Total Operating Expenses

Operating Income

Other Income (Expense)

Interest and Dividend Income

Interest Expense
Total Other Income (Expense)

Net Income (Loss)
s

s 5,425
s

$

- s
(3,086) s

- s
(47,815) s 7,069

s . s
s  (106,658)  s (88,091)

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

Suoportina Schedules:



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Pro forma Adjustments

Witness:

Exhibit: RU-R1

Schedule C-2 Rebuttal
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[L] IM] [N] [O] [P] [Q]

Line

No.

ADJ

RU-12

ADJ

RU-13

ADJ

RU~14

ADJ

RU-15

ADJ

RU-16

ADJ

RU-17

$ s s s $ $

s 31,902

(33,157) 6,336

25,000

6,330

s

$

6,330 s

(6,330) $

(33,157) s

33,157 s

31,902 s

(31,902) s

6,336 s

(6,336) s
s

S

25,000

(25,000)

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

s

Revenues

Metered Water Revenues

Other Water Revenues

Total Revenues

Operating Expenses

Salaries and wages

Purchased Power

Chemicals

Repairs and Maintenance

Office Supplies Expense

Outside Services

WaterTesting

Rents

TransportationExpense

Insurance - General Liability

Insurance - Health andLife

Regulatory Expense

Miscellaneous Expense

DepreciationExpense

PropertyTaxes

Income Taxes

Total Operating Expenses

Operating Income

Other Income (Expense)

Interest and Dividend Income

Interest Expense

Total Other Income (Expense)

Net Income (Loss)
$

s

- s
(6,330) s 33,157

s

$
- s

(31,902) $
- s

(6,336) s

(54,790)

z,1e1

(52,628) $

(52,628) s (25,000)

29

30

31

32

33

34

Sunoortina Schedules:



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Pro forma Adjustments

Exhibit: RU-R1
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[R] [S] [T] [U] [v]

ADJ

RU-18

ADJ

RU-19

ADJ

RU-20

ADJ

RU-21

Total

Adiustments

s

s S s s s

(53,642)

(1,935)

(55,577)

$ (54,670) s (32,768)

(9,408)

(1,500)

(13,500)

2,987

(13,500)

2,184

21,021

(18,293)

2,184

21,021

(18,293)

34,823

10,210

(642)

(26,821)

25,000

(2,086)

98,301

6,330

s

S

s

$

(16,225) s

16,225 s

(13,500) s

13,500 s

(642) s

642 s

52,947

(108,524)

s

Revenues

Metered Water Revenues

Other Water Revenues

Total Revenues

Operating Expenses

Salaries and Wages

PurchasedPower

Chemicals

Repairs and Maintenance

Office Supplies Expense

Outside Services

WaterTesting

Rents

Transportation Expense

Insurance. General Liability

Insurance - Health and Life

Regulatory Expense

Miscellaneous Expense

Depreciation Expense

Property Taxes

Income Taxes

Total Operating Expenses

Operating Income

Other Income (Expense)

Interest and Dividend Income

Interest Expense

Total Other Income (Expense)

Net Income (Loss)
s
$

S

$ 16,225
s

$ 13,500
s

s 642
$

s

(54,790)

2,161

(52,628)

(161,152)

Line

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

Sunoorting Schedules:



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-1

Witness:

Exhibit: RU-R1

Schedule C-2 Rebuttal
Page 5

Jones

Adiust Booked Expenses to Remove Refund of Taxable Advances from Miscellaneous Expense

Sunrise Water Co. records all Advances in Aid of Construction in the Advance account. For those

Advances that are considered income for tax purposes, Sunrise Water Co. records

a debit in a contra account to Advances in Aid of Construction and a credit to
Other Water Revenue. When refunds of taxable advances are made, a credit is recorded in the

Advance contra account and a debit is recorded in Miscellaneous Expense. These entries are

tax entries and should be eliminated for regulatory purposes.

Tax Expense Recorded As Miscellaneous Expense December 21, 2007 G/L $ 142,925

Increase/(Decrease) in Miscellaneous Expense s (142,925)

Line

1

2

3

4

5

6

7

8

9

10

11
12

13
14

15

16

Adjustment to Revenues and/or Expenses s (142,925)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-2

Witness:

Exhibit: RU-R1

Schedule C-2 Rebuttal

Page 6
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Adiust Booked Revenue to Remove Meter Advance from Other Water Revenue

Sunrise Water Co. records all Advances in Aid of Construction in the Advance account. For those

Advances that are considered income for tax purposes, Sunrise Water Co. records

a debit in a contra account to Advances in Aid of Construction and a credit to

Other Water Revenue. When refunds of taxable advances are made, a credit is recorded in the

Advance contra account and a debit is recorded in Miscellaneous Expense. These entries are

tax entries and should be eliminated for regulatory purposes.

Tax Income Recorded As Other Water Revenue December 31, zoom G/L s 1,935

Increase/(Decrease) in Other Water Revenue s (1,935)

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

Adjustment to Revenues and/or Expenses s (1,935)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-3

Exhibit: RU-R1

Schedule C-2 Rebuttal
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JonesWitness:

Adjust Office Supplies Expense to Reflect Postage Increase

During the Test Year Sunrise Water Co billed its customers using a post card bill. In

anticipation of implementing Best Management Practices as required by new ADWR

regulations, Sunrise has gone to a letter size bill to allow for customer messaging, Each

new bill includes the bill, a return envelope and the mailing envelope. Postage

costs have increased due to the new bill format. In addition postage

rate increases have occurred.

Bills mailed during Test Year per BFA 15,891

Line

1

2

3

4

5

6

7

8

9

10

11

12

13

14

s

s

0.24

0.26

33.3%

66.7%

0.2533

January 1, 2007 Post Card Rate

May 14, 2007 Post Ca rd Rate

Percentage of Bills Mailed at $0.24

Percentage of Bills Mailed at $.026

Average Postage Cost per Bill During Test Yea r s

s 0.4200

0.2533

0.1667

15

16

17

18

19

20

21

22

Current Rate for Postage for 8 1/2" x 11" Bill

Average Postage Cost per Bill During Test Year

Per Bill Increase in Postage $

Total Increase in Postage Expense s 2,649

Increase/(Decrease) in Office Supplies Expense s 2,649

23

24
25

26

27

28

29

Adjustment to Revenues and/or Expenses $ 2,649



Sunrise Water Co.
Test Year Ended December 31, 2007
Income Statement Adjustment RU-4

Exhibit: RU-R1

Schedule C-2 Rebuttal
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JonesWitness:

Line

1
2
3
4
5

Adjust Office SuDDIies Expense to Reflect Bill Form and Handling Cost Increase

During the Test Year Sunrise Water Co. billed its customers using a post card bill. In
anticipation of implementing Best Management Practices as required by new ADWR
regulations, as of March 2008, Sunrise has used a letter size bill to allow for customer
messaging, Each new bill includes the bill, a return envelope and the mailing envelope.
Form costs have increased due to the new bill format. Additionally, Sunrise Water Co.
has leased a Pitney Bowes machine that folds and stuffs the bills.

Bills mailed during Test Year per BFA 15,891

Per Bill Cost New Bill Format
Per Bill Cost for Post Card Bill Forms during Test Year

Per Bill Increase in Bill Form Cost

$
$
s

0.09

0.06

0.03

Increase in Bill Form Expense

Pitney Bowes Annual Lease Expense

s
s

477

1,362

Total Increase in Billing Cost s 1,839

7
8
9

10
11
21
22
23
24
25
26
27
28
29
30 Increase/(Decrease) in Office Supplies Expense s 1,839

31

32

33

34

Adjustment to Revenues and/or Expenses s 1,839



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-5

Witness:

Exhibit: RU-R1

Schedule C-2 Rebuttal
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Jones

Line

No.

Adiust Metered Water Revenue to Reflect Billed Revenue

During the Test Year Sunrise Water Co. recorded Revenue on a cash basis. For regulatory

purposes revenue should reflect billed revenue without regard to actual collections.

Residential and Commercial Metered Water Revenue Dec. 31, 2007 G/L s 1,273,431

Residential and Commercial Metered Water Revenue Per Billing Reports $ 1,267,603

1

2

3

4

5

6

7

8

9

10

11
12

Difference Book (Cash Basis) vs. Billed Revenue s 5,827

Increase/(Decrease) in Metered Water Revenue s (5,827)

13
14

15

16

Adjustment to Revenues and/or Expenses s (5,827)



Sunrise Water Co.
Test Year Ended December 31, 2007
Income Statement Adjustment RU-6

Witness:

Exhibit: RU-R1

Schedule C-2 Rebuttal
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Jones

Adjust Purchased Power to Remove Personal Expense

Line

1

2

3

4

5

6

7

8

9

10

11

12

13

14

During the Test Year APS billings for Owner's home were charged to

Purchased Power.

Personal Utility Expense:

januafy

February

March

April

May

June

July

August

September

October

November

December

Total

s
s
s
$
s
s
s
s
s
s
s
s
s

459.13

412.04

287.40

319.41

251.48

351.08

507.30

836.94

700.24

588.05

468.35

243.37

5,424.79

15

16

17

18

19

20

21

22

23

Total Personal Utility Expense Charged to Purchased Power $ 5,425

Increase/(Decrease) in Purchased Power Expense s (5,425)

24
25

26

27

Adjustment to Revenues and/or Expenses s (5,425)



Sunrise Water Co.
Test Year Ended December 31, 2007
Income Statement Adjustment RU-7

Witness:

Exhibit: RU-R1

Schedule C-2 Rebuttal
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Jones

Adiust Purchased Power to Reflect APS Rate Increase

Calculated Power Adjustment S 3,086

Total change in Pumping Power Expense due to Rate Increase $ 3,086

Increase/(Decrease) in Purchased Power Expense s 3,086

Adjustment to Revenues and/or Expenses s 3,086

Line

1

2

3

4

5

6
7

8
9

10

11

12

13

14

15

Suooortine Schedules:

C-2.7



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-8

Exhibit: RU-R1

Schedule C-2 Rebuttal
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JonesWitness:

Adjust Metered Water Revenue to Reflect Normalized Level of Hvdrant Meter Sales

Sunrise Water Co. makes water available from fire hydrants in its service area to contractors

performing construction within its service area. Hydrant meter sales for the Test Year are

significantly above normal levels due to elevated levels of subdivision construction associated with

high levels of real estate development in 2006 - 2007 and a single large flood control project under

construction during 2007. Normalized hydrant meter sales should be used to avoid inclusion of

nonrecurring revenue in the Test Year

Hydrant Meter Sales (gallons):

Calendar Year 2003

Calendar Year 2004

Calendar Year 2005

Calendar Year 2006

Calendar Year 2007

Total Hydrant Sales (5-Years)

1,074,700

3,640,100

4,759,010

19,574,700

24,966,230

54,014,740

Test Year Hydrant Sales for Flood Control Project

Adjusted Total Hydrant Sales (5-years)

(13,068,700)

40,946,040

Average Adjusted Hydrant Sales (5-Yr Period) (gallons)

Test Year Hydrant Sales

8,189,208

24,966,230

Hydrant Sales in excess of 5-Yr Adjusted Average (gallons) (16,777,022)

Revenue Generated Per 1,000 gallons s 2.85

Test Year Hydrant Meter Revenue in Excess of 5-Yr Average $ (47,815)

Increase/(Decrease) in Metered Water Revenue s (47,815)

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

Adjustment to Revenues and/or Expenses $ (47,815)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-9

Witness:

Exhibit: RU-R1

Schedule C-2 Rebuttal
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Jones

Line

No.

1

2

3

4

Adjust Purchased Power to Reflect Hvdrant Meter Sales Adjustment

Hydrant Sales are being normalized to 5~Yr Average Sales. Purchased Power should be

reduced to reflect the normalized level of system demand.

s 179,081Test Year Purchased Power Cost December 31, 2007 G/L

Less:
Power for Admin/Shop Buildings

Adjustment RU-6

Test Year Pumping Power Cost

Pumping Power Adjustment (See RU-7)

Adjusted Pumping Power Cost s

2,134

5,425

171,522

3,086

174,608

Test Year Gallons Pumped 414,409,000

Test Year Pumping Power Cost per 1,000 gallons s 0.4213

Hydrant Sales Adjustment (See RU-8) (16,777,022)

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21
22

Test Year Power Cost Attributable to Hydrant Sales Adjustment s 7,069

Increase/(Decrease) in Purchased Power s (7,069)

23

24

25

26

Adjustment to Revenues and/or Expenses s (7,069)



Sunrise Water Co.
Test Year Ended December 31, 2007
Income Statement Adjustment RU-10

Witness:

Exhibit: RU-R1

Schedule C-2 Rebuttal
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Jones

Adiust Miscellaneous Expense to Reflect Normalized Level of Capitalized Overhead

Sunrise Water Co. charges a portion of its administrative and general expenses to capital.
The allocation is based upon the level of capital expenditures in a given year.
During the test year capital expenditures were unusually high. The level of
administrative and general expenses charged to capital should be normalized.

s 142,071

457,005

127,059

2,422,434

2,983,791

6,132,360

Plant Additions per G/L
Calendar Year 2003
Calendar Year 2004
Calendar Year 2005
Calendar Year 2006
Calendar Year 2007
Total Plant Additions (5-years) $

Less: Land Additions

Plant Additions subject to OH allocation s
873,264

5,259,096

s 3,183

19,844

3,388

67,791

156,874

251,080

Capital Overhead Allocation per G/L
Calendar Year 2003
Calendar Year 2004
Calendar Year 2005
Calendar Year 2006
Calendar Year 2007
Total Capital Overhead (5-years) s

Capital Overhead Rate (5-Yr Average) 4.77%

Average Capital Overhead (5-Yr period) s 50,216

Capitalized Overhead during Test Year s 156,874

Capitalized Overhead in excess of Normalized Capital Overhead s 106,658

Increase/(Decrease) in Miscellaneous Expense s 106,658

Line

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

Adjustment to Revenues and/or Expenses s 106,658



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-11

Adiust Depreciation Expense to Reflect Staff Recommended Depreciation Rates

s

12/31/2007

Plant

Balances

873,264

321,621
1,989,247

1,689,043

76,874

Plant

Adjustments

RU-1 RU-S RIJ-8

$ 204,304

15,788

12,637

s

Adjusted

Plant

Balances

1,077,568

321,621

2,005,035

1,701,681

76,874 20.00%

Staff

Rates

0.00%

3.33%

3.33%

12.50%

Witness:

Exhibit; RU-R1

Schedule C-2 Rebuttal
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Jones

Annual

Depreciation

$
10,710

66,242

211,130

15,375

439,372

48,819

3,471,502

405,494

21,879

366,179

20,244

2,249

372,345

14,258

8,787

5,390

459,616

51,068

3,843,847

419,752

30,666

371,569

9,754

2,441

69,430

13,503

1,823

7,324

December31, 2007 Plant Balances

303 Land and Land Rights

304 Structures & Improvements

307 Wells & Springs

311 PumpingEquipment

320 Water Treatment Equipment

320.2 SolutionFeeders

330 Distribution Reservoirs & Standpipes

330.1 Storage Tanks
330.2 Pressure Tanks

331 Transmission and Distribution Mains

333 Services

334 Meters

335 Hydrants

340 Office Furniture and Equipment

340.1 Computers and Software

343 Tools,Shop and Garage Equipment

347 Miscellaneous Equipment

27,777

12,763

8,207

9,752,043

338

656,339

27,777

12,763

8,s4s

10,408,383

2.22%

5.00%

2.00%

3.33%

8.33%

2.00%

6.67%

20.00%

5.00%

10.00%

s,sss

638

821

Staff Recommended Annual Depreciation 4.44% $ 414,746

12/31/07 CIAC Balance 425,049

Composite Depreciation Rate 4.44%

Amortization of CIAC s 18,893

Calculated Depreciation Expense using Staff Recommended Depreciation s 395,853

Depreciation Recorded during Test Year s 307,762

Calculated Depreciation in excess of Test Year Depreciation $ 88,091

Increase/(Decrease) in Depreciation Expense $ 88,091

Line

M
1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37
38

39
40

41

42

Adjustment to Revenues and/or Expenses $ 88,091



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-12
Witness:

Exhibit: RU-R1

Schedule C-2 Rebuttal
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Jones

Adiust Prol0ertv Taxes to Reflect Proposed Revenues

s 1,304,363

1,304,363

1,522,229

1,376,985

2 , 7 5 3 , 9 T

s
s

s

5,709

Adjusted Revenues in year ended 12/31/07

Adjusted Revenues in year ended 12/31/07

Proposed Revenues

Average of three year's of revenue

Average of three year's of revenue, times 2

Add:

Construction Work In Progress at 10%

Deduct:

Net Book Value of Transportation Equipment s

s

s

s

Full Cash Value
Assessment Ratio (zoos)

Assessed Value

Property Tax Rate (Test Year)

Property Tax with Proposed Rates

Property Taxes in Test Year

Change in Property Taxes $

2,759,678

22.5%

620,928

10.0306%

62,283

55,953

6,330

Increase/(Decrease) in Property Taxes s 6,330

Line

1

2

3

4

5

6

7

8

9

10

11
12

13

14

15

16

17

18

19

20
21

22
23

24

25

26

Adjustment to Revenues and/or Expenses $ 6,330



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-13
Witness:

Exhibit: RU-R1

Schedule C-2 Rebuttal
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Jones

Adjust Insurance - Health and Life to Remove Personal Expense

During the Test Year health care expenses for Owner were charged to

Insurance - Health and Life.

Total Personal Health Care Expense Charged to Insurance - Health and Life 33,157

Increase/(Decrease) in Insurance - Health and Life Expense $ (33,157)

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

Adjustment to Revenues and/or Expenses s (33,157)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-14
Witness:

Exhibit: RU-R1

Schedule C-2 Rebuttal
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Jones

Adiust Salaries and Wages Expense

Adjusted Test Year Salary Expenses s 414,840

Test Year Salary Expense per G/L 382,937

Increase/(Decrease) in Salaries and Wages Expense $ 31,902

Adjustment to Revenues and/or Expenses s 31,902

1 Sunrise includes all payroll taxes in its Salaries and Wage Expense Account

Line

No.

1

2

3

4

5

6
7

8

9

10

11

12

13

14

15

16

Sunnortina Schedules:

C-2.14



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-15

Witness:

Exhibit: RU-R1

Schedule C-2 Rebuttal
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Jones

Adiust Health Insurance Expense

Adjusted Test Year Health Insurance Expense s 50,775

Test Year Health Insurance Expense per G/L 44,438

Increase/(Decrease) in Health Insurance Expense $ 6,336

Line

No.

1

2

3

4

s

6

7

8

9

10

11

Adjustment to Revenues and/or Expenses s 6,336



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-16

Exhibit: RU-R1

Schedule C-2 Rebuttal
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JonesWitness:

Remove Other Income and Expenses to Eliminate Effects on Income Taxes

Test Year Interest Income

Test Year Interest Expense

s 54,790

(2,161)

Total Other Income /(Expense) s 52,628

Increase/(Decrease) in Other Income / (Expense) s (52,628)

Line

1

2

3

4

5

6

7

8

9
10

11

12

Adjustment to Revenues and/or Expenses s (52,628)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-17

Witness:

Exhibit: RU-R1
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Jones

Reszulatow Expense

Line

No.

1

2

3

4

Estimated Rate Case Expense S 75,000

Estimated Amortization Period in Years 3

Annual Rate Case Expense 25,000

Test Year Regulatory Expense

5

6

7

8

9

10

11

12

13

Increase in Rate Case Expense s 25,000

Increase/(Decrease) in Rate Case Expense s 25,000

14
15

16

17

Adjustment to Revenues and/or Expenses $ 25,000



Sunrise Water Co.
Test Year Ended December 31, 2007
Income Statement Adjustment RU-18

Exhibit: RU-R1

Schedule C-2 Rebuttal
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JonesWitness:

Calculation of Income Taxes at ProDosed Rates

Test Year

Adjusted

Results

Ad] used
with Rate
Increase

Income Before Taxes
Arizona Taxable Income

s (27,466) s
(27,466)

190,400

190,400

Less Arizona Income Tax 6.9680% $ S 13,267

Apparent Arizona Tax Rate" 6.0896%

Line

No.

1

2

3

4

6

7

8

9

10

11

12

13

14

Federal Income Before Taxes

Less Arizona Income Taxes
Federal Taxable Income

s (27,466)  s

s (27,466)  s

190,400

13,267
177,133

15

16

17

18

19

20

21

22

23

FEDERAL INCOME TAXES:

15% BRACKET UP TO

25% BRACKET UP TO

34% BRACKET UP TO

39% BRACKET UP TO

34% BRACKET OVER

50,000

75,000

100,000

335,000

335,001

7,500

6,250

8,500

30,082

Federal Income Taxes: s $ 52,332

Effective Federal Tax Rate 29.5438%

Apparent Federal Tax Rates 3 25.5778%

Total Income Tax $ s 65,599

Overall Effective Tax Rate 0.0000% 34.4532%

Test Year Income Taxes, Per Books

Increase in Income Taxes
s

Adjustment to Revenues and/or Expense s

Test Year Income Taxes, Adjusted S

Increase in Income Taxes 65,599

Adjustment to Revenues and/or Expense s 65,599

24

25

26

27

28

29

30

31

32

33

34

35
36

37

38

39

40

41

42

43

44

45

46

47

48

49

1 Apparent Arizona Tax Rate is the change in State tax due divided by the change in Arizona Taxable Income

z Apparent Federal Tax Rate is the change in Federal tax due divided by the change in Federal Taxable Income

a Calculation of Apparent Tax Rates is necessary to correctly calculate Gross Revenue Conversion Factor when

Test Year Taxable income is less than zero and is taxed at a rate of zero or when increased income is taxed at

different marginal tax rates.



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-19

Exhibit: RU-R1

Schedule C-2 Rebuttal

page 23

JonesWitness:

Adiustment to account for accepted Staff Operating Income Adiustments

s

Salaries and Wages:

Staff Operating Income Adjustment No. 2

Staff Operating income Adjustment No. 3

Total Salaries and Wages Staff Adjustment $

(68,913)

4,243

(54,670)

Office Supplies Expense:

Staff Operating Income Adjustment No. 5
Total Office Supplies Expense Staff Adjustment

s
s

(1,500)
(1,500)

Water Testing Expense:

Staff Operating Income Adjustment No. 7

Total Water Testing Expense Staff Adjustment
s

s

z,184

2,184

s 1,500

19,521
21,021

Rent Expense:

Staff Operating Income Adjustment No. 10

Staff Operating Income Adjustment No. 11

Total Rent Expense Staff Adjustment $

Line

No.

1

2

3

4

5

6

7

8

9
10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

$

Transportation Expense:

Staff Operating Income Adjustment No. 12

Staff Operating Income Adjustment No. 13

Staff Operating Income Adjustment No. 14

Total Transportation Expense Staff Adjustment s

(3,508)

(8,485)

(6,300)
(18,293)

26

27

28

29

30

31
32

s

Miscellaneous Expense:

Staff Operating Income Adjustment No. 16

Staff Operating Income Adjustment No. 17

Staff Operating Income Adjustment No. 18

Staff Operating Income Adjustment No. 19
Total Miscellaneous Expense Staff Adjustment s

(2,285)

6,413

50,216

(19,521)

34,823

Depreciation Expense

Staff Operating Income Adjustment No. 20

Total Depreciation Expense Staff Adjustment
s

s

10,210
10,210

33

34

35
36

37

38

39

40

Total Accepted Staff Operating Income Adjustments s (16,225)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-20
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JonesWitness:

Partial Acceptance of Staff Operating Income Adjustment No. 6

Outside Servcies Expense:

Cost of Services Provided by SRW Consulting s 27,000

50% Reduction in Cost s (13,500)

Increase/(Decrease) in Outside Services Expense $ (13,500)

Line

No.

1

2

3

4

5

6

7

8

9
10

11

12

Adjustment to Revenues and/or Expenses s (13,500)



Sunrise Water Co.
Test Year Ended December 31, 2007
Income Statement Adjustment RU»20

Witness:

Exhibit: RU-R1
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Partial Acceptance of Staff Operating Income Adiustment No. 15

Miscellaneous Expense:

Permit/Recording Fees that should be capitalized s 642

Increase/(Decrease) in Miscellaneous Expense s (642)

Line

No.

1

2

3

4

5

6

7

8

9

10

Adjustment to Revenues and/or Expenses s (642)



Sunrise Water Co.

Test Year Ended December 31, 2007

Changes in Representative Rate Schedules

Exhibit: RU-R1

Schedule H-3 Rebuttal
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Jones

9/8/2008

Witness:

Revised:

Line

No.

General Water Service Rates

Description Block

Present

Rate

Base Charge

Proposed

Rate Change

Vo\ume Charge

Present Proposed

Rate Rate Change

3/4" Residential Meter s 12.00 s 17.00 $ 5.00 s

3/4" Commercial Meter s 12.00 s 17.00 $ 5.00

1" Residential Meter s 16.50 s 28.33 s 11.83

1" Commercial Meter $ 16.50 s 28.33 s 11.83

s

s

s

s

s

s

s

s

s
1 1/2" Residential Meter s 21.50 s 56.65 s 35.15

2" Residential Meter s 26.50 s 90.64 $ 64.14

Hydrant Meter

Coin Meter

First

Next

Over

First

Next

Over

First

Over

First

Over

First

Over

First

Over

All

All

4,000 gal.

14,000 gal.

18,000 gal.

4,000 gal.

14,000 gal.

18,000 gal.

27,000 gal.

27,000 gal.

27,000 gal.

27,000 gal.

35,000 gal.

35,000 gal.

65,000 gal.

65,000 gal.

gal.

gal.
s

s

s

s

181.28 181.28$

s

s

$

s

s

s

s

S

s

s

S

$

s

s

s

s

s

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

s

$

s

S

s

s

2.12

2.89

3.51

2.12

2.89

3.51

2.89

3.51

2.89

3.51

2.89

3.51

2.89

3.51

2.89

2.89

s

s

s

s

s

$

s

s

S

s

s

$

s

s

s

s

(0.73)

0.04

0.66

(0.73)

0.04

0.66

0.04

0.66

0.04

0.66

0.04

0.66

0.04

0.66

0.04

0.04

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

Other Service Charges

Establishment

Establishment (After Hours)

Reconnection (Deliquent)

Reconnection (Deliquent and After Hours)

Meter Test

Present

Rates

s 10.00

s 20.00

$ 10.00

s 20.00

s 5.00

Proposed

Rates

s 35.00

s 50.00

S 35.00

s 50.00

S 30,00

31 Deposit Requirement (Residential) 2 times the

average bill

2 times the

average bill

32 Deposit Requirement (None Residential Meter)

33 Deposit Interest

2-1/2 times

the average

bill

n/ t

34 Re-Establishment (With-in 12 Months) s 80.00

NSF Check

Meter Re-Read (If Incorrect)

Deferred Payment, Per Month

Late Charge per month

Charge of Moving Customer Meter

n/t
n/t
n/t
n/t
n/t

2-1/2 times

the average

bill

6.0%
Number of Months off

system times the monthly

minimum bill

30.00

10.00

1.5%

1.5%

Cost

s

s

In addition to the collection of regular rates, the utility will collect from its

customers a proportionate share of any privilege, sales, use, and franchise tax,

per Commission rule A.A.C. 14-2-409(D)(5).

All items billed at cost shall include labor, materials and parts, overheads and all applicable taxes.

35

36

37

38

39

40

41

42

43

44

45

46

47

48

49

n/t - no tariff
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Jones

9/8/2008

Witness:

Revised:

Line

No.

Service Line and Meter Installation Charges Present

Rates Srv. Line

Proposed Rates

Meter Tota I

3/4" Meter

1" Meter

1 1/2" Meter

2" Meter (PD or Turbo)

2" Meter (Compound)

3" Meter and above

s

s

$

s

275.00

325.00

550.00

800.00

n/t

n/t

s 445.00

s 495.00

s 550.00

$ 830.00

s 830,00

At Cost

s 255,00

s 315.00

s 525.00

$ 1,045.00

s 1,890.00

At Cost

s 700.00

s 810.00

s 1,075.00

s 1,875.00

s 2,720.00

At Cost

All service line and meter advances shall include labor, materials and parts, overheads and all applicable taxes,

including gross-up taxes for Federal and State taxes, if applicable.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

n/t - no tariff

Private Fire Service Present

Rates

Proposed

Ratesl

4" Fire Line Service

6" Fire Line Servcie

8" Fire Line Service

n/t
n/t
n/t

s

$

s

25.00

35.00

45.00

17

18

19

20

21

22

23

24

25

1 Sunrise has filed a tariff to establish Private Fire Service at the rates indicated.
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MARICOPA counTy
ENVIRONMENTAL SERVICES

DEPARTMENT

BUSINESS SERVICES DIVISION

1001 N Central Ave, Suite 100

Phoenix, Az 85004

PERMIT RENEWAL INVOICE
I,4/88

I//,28? <7

SUNRISE WATER CO
9098 w PINNACLE PEAK RD
PEORIA, AZ 85383

BUSINESS:
ADDRESS:
CITY:
PHONE:

SUNRISE WATER CO
9098 W PINNACLE PEAK RD
PEORIA, AZ
(623) 972-6133

PERMIT: 07070
EXPIRATION: 12/31/07

PERMIT TYPE: WATER PUBLIC/COMMUNITY
1,001 o 10,000 POPUILATION FEE:

BALANCE DUE:
TOTAL:

$3350.00
$3350.00
$3350.00

Please sign and return this invoicewith your remittance prior to Deoember31, 2007. A $30.00 delinquency fee
Pursuant to Maricopa County Health Code, Chapter 1, Regulation 5a, this is an invoice for your permit renewal fee.

becomes due if payment is not received within one calendar month of the due date. pursuant to Regulation 49(3).
No permit is valid until payment ismade in full.

This fee was based on a flat fee amount of $2000.00 and a per well rate of $270.00 and a per plant rate of
$1350.00.

No peewit is transferable from person~to-person or place-to-place and enforcement action may be taken.for

please call (602)506-6668.

Make check payable to Maricopa County Environmental Services Department or MCESD, If you have a billing
question or a mailing address change please call (602) 506-6616 ortill out an Administrative Change Request
form at www. Maricopa.govlenvsvc.

operating without a valid permit, Regulation 4h. If you have questions regarding the Health Code or the Inspection,

IF YOU ARE A NEW OWNER, THIS APPLICATION IS INVALID AND you SHOULD NOT PAY THIS INVOICE.
loVe assume complete responsibility for the business to be conducted at the premises for which l/we are making
application for an operating permit
loVe certify that the establishment will be operated in full compliance with all applicable environmental regulations
duly adopted and all other Local, County, and State rules, Ordinances and Regulations pertaining thereto.
l/we understand that lANe are responsible for knowing the contents of the applicable regulations as they pertain to
said business.

Signature

Please Print Name
Date

Phone

FOR OFFICE USE ONLY
Receipt Number

Date Received

ONLY CHECKS CDNTAINING
PRE- PRINTED NAME AND

ADDRESS WILL BE ACCEPTED
FOR PAYMENT BY THE

DEPARTMENT

FLAT FEE:
no. OF WELLSz

no. OF PLANTS:

$2000.00

5 11 $270.00

0 g $1350.00

Print Date: 11/21/87

v

-EN-97079
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1

2

EXECUTIVE SUMMARY

3
4
5
6

In his testimony:

Mr. Jones sponsors Sunrise's rejoinder revenue requirement. Sunrise's rejoinder revenue
requirement is shown on Schedule A-1 Rejoinder. Sunrise has slightly increased its requested
revenue increase to $222,943. This is an increase of 17.09% over adjusted test-year revenues of
$1 ,304,363 .

7
8
9

Mr. Jones responds to Staff' s surrebuttal testimony positions regarding rate base and operating
income and details Sunrise's rebuttal positing pertaining to remaining points of disagreement
with Staff

10 Post-Test Year Refunds

11
12
13
14
15
16
17
18
19

Sunrise and Staff continue to disagree on the treatment of post-test-year refunds of
Advances in aid of Construction. Sunrise proposes to add that portion of post-test-year
refunds attributable to revenues incurred during the test year to rate base. These refund
payment made in August of 2008 were required by Commission rules and based on
revenues generated during the period July 1, 2007, through June 30, 2008. Since the
refund obligation was accrued during the test year, and paid before rates will go into
effect in this case, die known-and-measureable refund amount should be included as a
pro-fonna adjustment to rate base. Further, this practice is consistent with past
Commission treatment of post test year refunds.

20 Hydrant-Water Sales

21
22
23
24
25

Staff now agrees that it is appropriate to normalize test year hydrant-water sales.
However, Staff' s method is still flawed. Staff does not exclude nonrecurring sales for the
Flood Control Project from its average. Second, because Staffs average does not include
historic low sales, the resulting normalized level of hydrant-water sales significantly
overstates expected hydrant-water sales on a going-forward basis.

26

27
28

29

30

31

Outside Services

Sunrise continues to propose a 50-50 sharing of the $27,000 relating to SRW Consulting
Fees.

Bam, Workshop, Storage, Field Office and Yard Rental

As explained by Mr. Collins, Staff" s proposed adjustments should be rejected.

Income Tax Expense

32
33
34
35
36
37
38
39

There is no material difference between how an S corporation pays taxes and how most
major Arizona utilities pay taxes. Most major utilities in Arizona-including Arizona
Public Service, Tucson Electric Power, Southwest Gas, Arizona-American Water,
Arizona Water, and Chaparral City Water-are C-Corps whose taxes are filed on a
consolidated basis along with other affiliated companies. There is no reason to
discriminate against Sunrise and in favor of APS, TEP, Southwest Gas, Arizona-
American Water, Arizona Water, Chaparral City Water, and the numerous other C-Corps
that are part of consolidated groups.
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1
2
3
4
5
6

7
8
9

10

11

12
13
14

Under the Staff recommendation, shareho1der(s) will actually earn a substantially reduced
after tax rate of return .- a 298 basis-point reduction. A shareholder will undoubtedly
make an investment decisions based on the substantially reduced, after tax, rate of return.
This reality will weaken Sunrise's ability to attract shareholder capital, and contrary to
Staffs assertion, this weakened ability to attract shareholder capital has the very real
potential to significantly impair Sunrise's ability to make needed capital improvements.

As an alternative proposal, Sunrise recommends that the Commission calculate taxes as if
the S-Corp had just one shareholder that derived all of its income from the regulated
utility. Using this method, Sunrise's income-tax liability would $55,449, compared to
$65,599 at the corporate tax rate.

Rate Case Expense

Through month-end March 2009, Sunrise has expended approximately $64,500 in rate
case expenses. To finish the case Sunrise estimates additional expense will be
approximately $25,500, for a total rate case expense of $90,000.

15 Rate Design

16
17
18
19

20
21

Sunrise continues to propose a break-over point between tier 2 and tier 3 of 18,000-
gallons for the %" meter size. Establishing the break-over point at the average usage for
the %" meter sends proper conservation price signals to Sunrise's customers without
placing undue burden on below-average usage.

Sunrise continues to propose service charges that are consistent with those approved by
the Commission for Sunrise's sister company West End Water Co.

22
23

Lastly, Sunrise does not believe a meter and service line installation charge is needed for
the 5/8" x 3/4" meter size, since due to large lots Sunrise does not offer this meter size.

RJl containing the following updated schedules24
25

Mr. Jones sponsors attached Exhibit RLJ-
referenced in my rebuttal testimony.

26

27

28

29

30

31

32

Schedule A-1 Rejoinder

Schedule B-1 Rejoinder

Schedule B-2 Rejoinder

Schedule C-l Rejoinder

Schedule C-2 Rejoinder

Schedule C-3 Rejoinder

Schedule H-3 Rejoinder
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1

2

3

4

5

I

Q-

INTRODUCTION

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

NUMBER.

My name is Ray L. Jones. My business address is 25213 N. 49'h Dr., Phoenix, Arizona

85083, and my business phone is (623) 341-4771 .

6

7

8

Q~ ARE YOU THE SAME RAY L. JONES WHO PREVIOUSLY SUBMITTED

DIRECT AND REBUTTAL TESTIMONY IN THIS DOCKET?

Yes.

II PURPOSE OF TESTIMONY

HAVE YOU REVIEWED STAFF'S REBUTTAL TESTIMONY IN THIS CASE?

9

10

11

Q~

Yes, I reviewed the testimony provided by Mr. Alexander Iggie.

Q- WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

•

12

13

14

15

16

17

18

19

20

21

22

23

24

In my testimony:

I sponsor Sunrise's rejoinder revenue requirement.

respond to Staff' s surrebuttal testimony positions regarding rate base and operating

income and detail Sunrise's rebuttal positing pertaining to remaining points of

•

A.

A.

A.

A.

disagreement with Staff.

I sponsor attached Exhibit RLJ-RJ1 containing the following updated schedules

referenced in my rebuttal testimony.

o Schedule A-1 Rejoinder

o Schedule B-l Rejoinder

o Schedule B-2 Rejoinder

o Schedule C-l Rejoinder

o Schedule C-2 Rejoinder
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o Schedule C-3 Rejoinder

o Schedule H-3 Rejoinder

III

1

2

3

4

5

6

7

Q.

REJOINDER REVENUE REQUIREMENT

WHAT IS SUNRISE'S REJOINDER REVENUE REQUIREMENT?

Sunrise's rejoinder revenue requirement is shown on Schedule A-1 Rejoinder. Sunrise

has slightly increased its requested revenue increase to $222,943. This is an increase of

17.09% over adjusted test-year revenues of $1,304,363

Q- WOULD YOU SUMMARIZE SUNRISE'S AND STAFF'S REVENUE

REQUIREMENT POSITIONS?

8

9

10

11

12

13

14

15

16

17

The proposed revenue requirements and associated rate increases are summarized as

follows:

Sunrise Direct

Staff Direct

Sunrise Rebuttal

Staff Surrebuttal

Sunrise Rejoinder

Revenue Requirement

$1,590,295

$1,378,396

$1,522,229

$1,399,838

$1,527,305

Revenue Increase

$285,932

$26,218

$217,866

$81 ,096

$222,943

% Increase

21.92%

1.94%

16.70%

6.15%

17.09%

18

19

20

21

22

23

24

IV

Q-

RATE BASE

WHAT IS THE REMAINING DISAGREEMENT BETWEEN SUNRISE AND

STAFF REGARDING RATE BASE?

A.

A.

A.

Sunrise and Staff continue to disagree on the treatment of post-test-year refunds of

Advances in aid of Construction. Sunrise proposes to add that portion of post test year

refund attributable to revenues incurred during the test year to rate base. Staff objects to

this rate-base addition.
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1

2

3

4

5

6

7

8

Q. HAS THE COMMISSION INCLUDED POST-TEST-YEAR REFUNDS OF

ADVANCES IN AID OF CONSTRUCTION IN RATE BASE FOR OTHER

COMPANIES?

Yes. In Docket No. WS-01303A-06-0403, Arizona-American Water Company asked

that post-test year refunds in the amounts of $3,068,719 and $1,315,165 be added to the

rate base of the Anthem Water District and Anthem/Agua Fria Wastewater District,

respectively. The relevant portions of the B-2 schedules detailing the requested

adjustments are attached as RLJ-RJ2.

9

10

11

12

13

Q- WHAT POSITION DID STAFF AND RUCO TAKE REGARDING ARIZONA-

AMERICAN'S PROPOSED ADJUSTMENT?

Staff and RUCO both accepted Arizona-American's proposed adjustment without

objection. The full amount of the post-test-year refund was included in the total rate base

recommended by Staff and RUCO .

14

15

16

Q- DID THE COMMISSION ULTIMATELY APPROVE RATES BASED ON A

RATE BASE THAT INCLUDED THE POST-TEST-YEAR REFUND?

Yes.

17

18

19

20

21

22

23

24

Q. IS SUNRISE'S PROPOSAL REGARDING POST-TEST-YEAR REFUNDS

ANALOGOUS TO THE ADJUSTMENT PROPOSED AND APPROVED IN THE

ARIZONA-AMERICAN CASE?

A.

A.

A.

A.

Yes. In both cases, the utility was contractually required to refund advances in aid of

construction during the following year for a liability incurred during the test year. In

Arizona-American's case, refunds were due in July 2006 based on customer-connection

counts as of the end of the test year on December 31, 2005. In Sunrise's case, Sunrise is

requesting inclusion of that portion of the August 2008 refund that is based on revenues
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received during the July 1, 2007, to December 31, 2007, portion of the 2007 test year.1

2

3

Just as in the Arizona-American case, these amounts were fixed, know, and measurable

liabilities as of the end of the test year, which were paid before rates went into effect.

4

5

6

7

8

9

10

11

12

13

Q- WOULD YOU SUMMARIZE SUNRISE'S POSITION REGARDING THE POST-

TEST-YEAR REFUND?

The refund payment made in August of 2008 is required by Commission rules and is

based on revenues generated during the period July 1, 2007, through June 30, 2008. By

the end of the 2007 test year, six months of revenue for the 12-month refund period had

been received by Sunrise, creating a known-and-rneasureable liability for reiiund of

Advances during the test year. Since the refund obligation was accrued during Me test

year, and paid before rates will go into effect in this case, the known-and-measureable

refund amount should be included as a pro-forma adjustment to rate base. Further, this

practice is consistent with past Commission treatment of post test year refunds.

14

15

16

Q- WOULD YOU SUMMARIZE SUNRISE'S AND STAFF'S RATE BASE

POSITIONS?

Sunrise's and Staff's rate base positions are summarized as follows:

17
18

Staff Direct
& Surrebuttal

Sunrise Rebuttal
& Rejoinder

19 Adjusted Rate Base

Sunrise Direct

$1 ,448, 154 $1,183,834 $1,248,012

v2 0

21

2 2

23

2 4

Q.

OPERATING INCOME

A SETTLED ISSUES

WHAT PREVIOUSLY CONTESTED ISSUES HAVE BEEN SETTLED AS A

RESULT OF STAFF'S SURREBUTTAL TESTIMONY?

A.

A.

A.

Staff has adopted Sunrise's rebuttal position on the following issues:
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1

2

3

Transportation Expense

Staff has increased transportation expense by $4,888 to correct a linkage error in Staff' s

direct testimony schedules.

4

5

6

Miscellaneous Expense

Staff has increased miscellaneous expense by $3,35 l to reflect test year permit and

recording fees.

7

8

9

10

11

Property Tax Expense

Staff has adopted Sunrise's proposed CWIP amount, book value of licensed vehicles and

composite properly tax rate. With these changes Staff and Sunrise are calculating

property tax in a consistent manner. However, the recommended amount of property tax

continues to differ due to differing revenue requirements.

B12

13

14

15

16

17

Q-

HYDRANT-WATER SALES

WHAT is STAFF'S SURREBUTTAL POSITION REGARDING SUNRISE'S

PROPOSAL TO NORMALIZE HYDRANT-WATER SALES REVENUE?

Alter review of Sunrise's Rebuttal Testimony, Staff concludes that it is appropriate to

normalize test year hydrant-water sales. Staff proposes to normalize sales by averaging

hydrant-water sales between 2004 and 2007 .

18

19

20

21

22

Q- IS STAFF'S PROPOSED METHOD OF NORMALIZING HYDRANT-WATER

SALES ACCEPTABLE TO SUNRISE?

A.

A. No it is not. Although Sunrise appreciates Staff's recognition of the need to normalize

hydrant-water sales, Staff' s method is still flawed. Sunrise's method is superior and

should be adopted.
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1

2

3

4

5

6

7

8

Q- WHAT ARE THE FLAWS IN STAFFS PROPOSED METHOD FOR

NORMALIZING HYDRANT-WATER SALES?

In general, Staff' s methodology is flawed because it fails to recognize that there are two

distinct events that caused an unsustainable increase in Sunrise's hydrant-water sales

during the test year. First, Sunrise sold a large amount of water for the non-recurring

Flood Control Project during the 2007 test year. Second, due to the housing boom in the

Phoenix market, nonna hydrant-water sales (excluding sales for the Flood Control

Project) peaked sharply in 2006 and began a steady decline in 2007.

9

1 0

11

1 2

1 3

1 4

15

Since Staff does not address these two unique events separately, two distinct flaws in

Staff' s proposed methodology are created. First, since Staff does not exclude the sales

for the Flood Control Project from its average, die non-recurring sales are inappropriately

included in the normalized level of hydrant-water sales proposed by Staff Second, since

Staff averages sales over four years instead of a more appropriate five years as

recommended by Sunrise, the resulting normalized level of hydrant-water sales

significantly overstates expected hydrant-water sales on a going-forward basis.

16 Q- WHY SHOULD SALES FOR THE FLOOD CONTROL DISTRICT BE

EXCLUDED FROM THE AVERAGE USED TO NORMALIZE HYDRANT-

WATER SALES?

17

18

19

20

21

22

23

24

A.

A.

In his Rebuttal Testimony, Mr. Collins established that the Flood Control Project was an

unusually large non-recurring project, not representative of normal construction in the

Sunrise service area. Since Surlrise will not sell hydrant water to the Flood Control

Project, or any similar replacement project, during the period for which rates will be in

effect, the one-time boost in hydrant-water sales during the test year from this project

should be wholly ignored. Including sales from the Flood Control Project in the
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1 normalized average of hydrant-water sales overstates the normalized level of hydrant-

water sales. Overstating hydrant-water sales in tum overstates normalized test year

revenue, which creates a mismatch between test-year revenue and rate base.

2

3

4

5

6

7

8

9

10

11

Q. WHY IS A FIVE-YEAR AVERAGE OVER THE PERIOD 2003-2007

PREFERABLE TO STAFF'S PROPOSED FOUR-YEAR AVERAGE OVER THE

PERIOD 2004-2007?

12

13

In his Rebuttal Testimony, Mr. Collins established through his analysis of base hydrant-

water sales that base hydrant-water sales increased slowly from 2003 to 2005 and peaked

in 2006. He pointed out that the 2006 peak in base hydrant-water sales was followed by a

steady decline in 2007 and 2008. In his Rejoinder Testimony, Mr. Collins provides

evidence that 2009 hydrant-water sales are expected to be significantly lower than 2003

sales. On balance, Mr. Collins establishes that the increase in base hydrant-water sales

was a pealing event, rather than an ongoing trend to ever higher levels of sales.

14

15

16

17

18

To normalize a pealing event, one should equally weight data from low periods,

moderate periods, and peak periods. Sunrise's proposed methodology uses one year of

low sales (2003), two years of moderate sales (2004-2005), and two years of high sales

(2006-2007). Sunrise's balanced approach results in normalized hydrant-water sales of

8,189,208 gallons.

19

20

21

22

23

A.

Staff proposes to use two years of moderate sales (2004-2005) and two years of high

sales (2006-2007), while ignoring years when sales were low. This method results in

normalized hydrant-water sales of 13,234,760 gallons when Flood Control Project sales

are included, and 9,967,835 excluding Flood Control Project sales. These levels of sales

are 62% and 22% above Sunrise's proposed level of normalized sales.
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1

2

3

4

5

6

Staffs overweighting of moderate and high sales years might be appropriate if the

evidence established that Sunrise's hydrant-water sales were trending to ever higher level

of sales. However, as Mr. Collins shows, the hydrant-water sales trend is clearly back to

and even below historic low levels. Therefore, Sunrise's five-year average (using a

balance of low sales, moderate sales and high sales) is preferable to Staff" s proposed

four-year average, which over-weights moderate and high sales years.

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

Q. WHAT IS SUNRISE'S REJOINDER POSITION REGARDING

NORMALIZATION OF HYDRANT-WATER SALES?

A. Sunrise sold a large amount of water for the Flood Control Project during the 2007 test

year. Since the sales were large and non-recuning due to a large regional project that is

not representative of normal construction within Sunrise's service area, it is appropriate

to normalize sales by eliminating the sales for the Flood Control Project from the test-

year hydrant-water sales. Due to the housing boom in the Phoenix market, base hydrant-

water sales peaked sharply in 2006, began a steady decline in 2007, and in 2009 are

expected to be below 2003 levels. A five-year average of base hydrant-water sales over

the period 2003-2007 is an appropriate method to normalize hydrant-water sales.

Without Sunrise's proposed normalization adjustment, test-year revenues will not

represent revenues on a going forward basis and create a mismatch between revenue and

rate base. Staff' s proposed Operating Income Adjustment No. 1 and Operating Income

Adjustment No. 4 from Staffs Direct Testimony and Staffs proposed Operating Income

Adjustment No. l and Operating Income Adjustment No. 2 from Staffs Surrebuttal

Testimony should be rejected.
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1

2

3

4

5

C OUTSIDE SERVICES

HAS THE COMPANY CHANGED ITS POSITION REGARDING OUTSIDE

SERVICES?

No. As explained in Mr. Collin's Rejoinder Testimony, Sunrise continues to propose a

50-50 sharing of the $27,000 relating to SRW Consulting Fees.

6

7

8

9

BARN, WORKSHOP, STORAGE. FIELD OFFICE AND YARD RENTAL

HAS SUNRISE CHANGED ITS POSITION REGARDING BARN, WORKSHOP,

STORAGE, FIELD OFFICE AND YARD RENTAL?

D

No. As explained by Mr. Collins, Staffs proposed adjustments should be rejected.

10

11

12

13

14

E PROPERTY TAXES

HAVE YOU UPDATED YOUR PROPERTY TAX ADJUSTMENT RLJ-12 TO

REFLECT YOUR REJOINDER POSITION?

Yes. As indicated on page 16 of Schedule C-2 Rejoinder, Sunrise requests a property tax

expense of $62,359.

15

16

17

18

19

F INCOME TAX

WHAT IS STAFF'S RECOMMENDATION REGARDING INCOME TAX

EXPENSE IN THIS CASE?

A.

A.

A.

Q.

Q.

Q.

A.

Staff continues to recommend that income tax expense be excluded from the expenses of

Sunrise because it is an S corporation.
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1

2

3

4

Q- WHAT IS THE DIFFERENCE BETWEEN AN S CORPORATION AND A C

CORPORATION?

5

An S corporation (S-Corp) is a corporation which has made a11 election to be taxed under

Subchapter S (Title 26, Subtitle A, Chapter l, Subchapter S, US Code) of the tax code. A

C corporation (C-Corp) is any corporation which has not made this election.

6

7

8

9

10

Q- HOW ARE THE PROFITS OF AN S-CORP TAXED?

An S-Corp's profits are taxed on a pass-through basis rather than at the corporate level.

The corporation's profits are passed-d1rough to the individual tax returns of the

shareholders, and taxes are paid on those profits by the shareholder after combining the

corporation's income with any other income or losses of the shareholder.

11

12

Q. HOW ARE THE PROFITS OF A C-CORP TAXED?

A. There are two possibilities for the taxation of a C-Corp.

13

14

15

By default C-Corps are taxed directly at the corporate level. Under this construct, the C-

Corp completes a tax return and directly pays taxes on the colporation's profits at

corporate tax rates.

16

17

18

19

20

21

A.

A.

An affiliated group of C-Corps can elect to file a consolidated return in lieu of separate

returns. Under this construct, the parent corporation completes a consolidated tax return

on behalf of the entire affiliated group. The parent corporation pays taxes on the profits

of the subsidiary corporation at corporate tax rates after combining the subsidiary

corporation's income with any other income or losses of the parent company and its other

subsidiary corporations.
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1

2

3

4

5

6

Q- ARE YOU AWARE OF C-CORPS REGULATED BY THE COMMISSION THAT

ARE PART OF CONSOLIDATED TAX GROUPS?

It is my understanding that most major utilities in Arizona-including Arizona Public

Service, Tucson Electric Power, Soudiwest Gas, Arizona-American Water, Arizona

Water, and Chaparral city Water-are C-Corps whose taxes are filed on a consolidated

basis along with other affiliated companies.

7

8

9

10

11

12

Q. DOES THE COMMISSION ALLOW INCOME TAX EXPENSES FOR A C-CORP

THAT IS A SUBSIDIARY OF ANOTHER CORPORATION THAT FILES A

CONSOLIDATED TAX RETURN?

Yes. The Commission generally allows the same income tax expense for a standalone C-

Corp and a C-Corp that is part of a consolidated group. The tax expense is also reflected

in the gross revenue conversion factor.

13

14

15

16

Q- HOW IS THE INCOME TAX EXPENSE DETERMINED FOR A C-CORP?

The Commission routinely calculates income taxes as if the C-Corp tiled taxes on a

standalone basis and includes the pro-forma income tax expense in the rates of those

companies.

17

18

19

20

21

Q- FOR A C-CORP THAT IS PART OF A CONSOLIDATED GROUP, DOES THE

COMMISSION TAKE INTO CONSIDERATION THE EFFECTS OF THE

CONSOLIDATION?

A.

A.

A.

A.

No. The income tax expense is calculated as if the C-Corp filed and paid income taxes

on a stand-alone basis.
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Q. WHY SHOULD THE INCOME TAX LIABILITY CREATED BY SUNRISE BE

RECOVERED IN RATES?

1

2

3

4

5

6

7

8

9

10

11

12

13

A. It is not disputed that the net income generated by Sunrise through the provision of

regulated water services is subject to State and Federal income tax. The passed-through

tax liability would not exist absent the provision of regulated water services by Sunrise.

Clearly the tax is an expense incurred in the provision of water service by Sunrise.

Accordingly, like any other expense prudently incurred in the operation of a regulated

entity, the income tax expense should be recovered in rates of the regulated entity, unless

circumstances particular to the regulated entity warrant a disallowance of the income tax

expense. The pro-forma income tax expense proposed by Sunrise is calculated consistent

with the method used by the Commission for a C-Corp that is part of a consolidated

group and represents a fair and reasonable level of income tax expense to be included in

the rates for Sunrise.

14 Q- WHAT IS THE BASIS OF STAFF'S POSITION?

15

16

17

18

19

20

21

A. Staffs position is based almost entirely on the technicality that an S-Corp like Sunrise

does not directly pay income taxes. Staff attempts to reinforce its argument by arguing

that Mr. Campbell's paying income tax on Sunrise's operating income is no different than

shareholder's inclusion of corporate dividend distributions in personal income tax filings.

In an additional effort to reinforce it argument, Staff further opines that when S-Corps

incur losses, the distribution from such losses reduces the taxable income of affected

shareholders.

Q- WHAT IS WRONG WITH STAFF'S POSITION?22

23

24

A. Staffs position is discriminatory and unfair. Staff is basing its position on a distinction

without a difference, rather than fairly and fully evaluating the effect of income taxes on
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1 various forms of legal entities to reach its recommendation regarding income tax

2 treatment.

3

4

5

6

7

8

9

10

There is little difference between the income tax treatment of an S-Corp and the income

tax treatment of a C-Corp that is part of a consolidated group. In each case, the taxable

income of the corporation flows upstream to its stockholder. In the case of an S-Corp,

the stocldiolder consolidates the taxable income with its own taxable income and pays the

resulting income tax. In the case of a consolidated C-Corp, the stockholder (parent

corporation) consolidates the taxable income with its own taxable income (and the

taxable income of any other members of the consolidated group) and pays the resulting

income tax.

11

12

13

There is no reason to discriminate against Sunrise and in favor of APS, TEP, Southwest

Gas, Arizona-American Water, Arizona Water, Chaparral City Water, and the numerous

other C-Corps that are part of consolidated groups.

14

15

16

17

18

19

20

21

22

23

24

Q. Is, AS STAFF CLAIMS, MR. CAMPBELL'S PAYING INCOME TAX ON

SUNRISE'S OPERATING INCOME NO DIFFERENT THAN SHAREHOLDER'S

INCLUSION OF CORPORATE DIVIDEND DISTRIBUTIONS IN PERSONAL

INCOME TAX FILINGS?

A. No. Staffs statement is misleading and a poor analogy. Mr. Campbell, like all

shareholders of S-Corps, must pay income tax on the net income of an S-Corp whether or

not the net income is actually distributed to Mr. Campbell through a dividend. In other

words, Mr. Campbell, or any shareholder of an S-Corp, owes income tax on the entire net

income, even if the S-Corp distributes none of the profit to Mr. Campbell. In contrast,

corporate dividends are actual distdbutions of the corporation's net income to its

shareholders. An income tax liability is created only when a shareholder receives the
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1

2

3

dividend and the taxable income is limited to the amount of the dividend. Clearly, Mr.

Campbell's paying of income tax on the net income of Sunrise is entirely different than

paying income tax on a corporate dividend.

4 Q. DOES MR. CAMPBELL TAKE DIVIDENDS FROM SUNRISE?

5

6

7

8

Mr. Campbell has never taken a dividend from Sunrise. In fact, Sunrise has been unable

to sustain its capital and operating needs through internally generated income and cash

flow. Rather than take dividends, Mr. Campbell has been required to infuse substantial

amounts of equity into Sunrise.

9

10

11

12

13

14

Q- STAFF CLAIMS IT IS A BENEFIT THAT WHEN S-CORPS INCUR LOSSES,

THE DISTRIBUTION FROM SUCH LOSSES REDUCES THE TAXABLE

INCOME OF AFFECTED SHAREHOLDERS; DO YOU AGREE?

No. Presumably Staff makes this statement to imply that S-Corps have some advantage

over C-Corps in regard to treatment of losses which justifies disallowing income tax in

the rates of Sunrise. The statement is potentially true but meaningless.

15

16

17

18

19

20

21

If an S-Corp incurred a loss and if the shareholder had other income, the loss would

reduce the taxable income as stated by Staff However, it is equally true that if a C-Corp

that is part of a consolidated group incurred a loss, and if the consolidated group had

other income, the loss would reduce the taxable income of the consolidated group. There

are also methods for non-consolidated C-Corps to immediately benefit from current year

losses through the restatement of previous years income. Staff' s is mistaken that utilities

established as S-Corps have some unique advantage in the way losses are treated.

22

23

A.

A.

Most importantly, regardless of the font of corporation, a reduction in taxable income

does nothing more than mitigate the harmful effect of a regulated utility's losses. If a
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1

2

3

4

5

6

utility is incurring a loss, it is not earning a rate of return on its capital, is not fully

recovering its depreciation expense, and its financial condition is deteriorating. Using a

mitigating factor, losses potentially providing a tax benefit to shareholders, as a

justification for denying the net income needed to avoid the losses is contrary to the

Commission's constitutional duty to provide just and reasonable rates to the utilities it

regulates.

7

8

9

1 0

11

1 2

1 3

1 4

1 5

1 6

Q. DO YOU AGREE WITH STAFFS CONCLUSION THAT SUNRISE'S

ARGUMENT RELATING TO PROSPECTIVE CAPITAL IMPROVEMENTS IS

IRRELEVANT TO THE ISSUE OF INCOME TAX EXPENSE?

No. Under the Staff recommendation, shareholder(s) will actually earn a substantially

reduced after-tax rate of return, which I calculated in my Rebuttal Testimony to be a 298

basis-point reduction. A shareholder will undoubtedly make an investment decisions

based on the substantially reduced, alter tax, rate of return. This reality will weaken

Sunrise's ability to attract shareholder capital, and contrary to Staff's assertion, this

weakened ability to attract shareholder capital has the very real potential to significantly

impair Sunrise's ability to make needed capital improvements.

17

18

19

20

21

22

23

Q, STAFF OFFERS LONG-TERM DEBT AS AN ALTERNATIVE TO

SHAREHOLDER CAPITAL. IS THIS AN OPTION FOR SUNRISE?

A.

A. Yes it is. Mr. Collins has testified that Sunrise plans to use long-term debt in its capital

structure in the future. However, Staff's failure to include income-tax expense in

Sunrise's rates has several negative impacts to Sunrise's ability to raise debt capital. The

foregone income tax expense is a direct reduction to revenue and cash flow. This has the

effect of lowering debt coverage ratios while simultaneously increasing the need for
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1

2

outside cash. Over time, Sunrise's capital structure will inevitably weaken, potentially to

the point where debt capital is no longer available to Sunrise.

3

4

Q. PLEASE SUMMARIZE SUNRISE'S POSITION REGARDING INCOME TAX

5

6

7

8

9

1 0

11

1 2

13

1 4

1 5

1 6

EXPENSE.

It is not disputed that the net income generated by Sunrise through the provision of

regulated water services is subject to State and Federal income tax. The passed-through

tax liability would not exist absent the provision of regulated water services by Sunrise,

and is an expense incurred in the provision of water service by Sunrise. As such, the

income tax expense should be recovered in rates of the regulated entity. The pro-forma

income tax expense proposed by Sunrise is calculated consistent with the method used by

the Commission for a C-Corp that belongs to a consolidated group and represents a fair

and reasonable level of income tax expense to be included in the rates for Sunrise.

Treating Sunrise differently than the APS, TEP, Southwest Gas, Arizona-American

Water, Arizona Water, Chaparral City Water, and the numerous other C-Corps that are

part of consolidated groups is discriminatory and unfair to Sunrise, the consolidated C-

Corps and their respective customers.

Q. ARE THERE ALTERNATIVE WAYS FOR THE COMMISSION TO

CALCULATE THE INCOME-TAX ALLOWANCE FOR AN s CORPORATION?

17

18

19

20

21

22

A.

A.

As I recommend above, the best method would be to calculate the tax allowance just like

that for a C-Corp that is part of a consolidated group. This method has the advantages of

simplicity, of treating all business entities the same, and of not unduly favoring one form

of business organization over another. However, I do have another alternative.
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1

2

3

4

Q- WHAT IS SUNRISE'S ALTERNATIVE PROPOSAL FOR CALCULATING

TAXES FOR AN s CORPORATION?

I alternatively recommend that the Commission calculate taxes as if the S-Corp had just

one shareholder that derived all of its income from the regulated utility.

Q- HAVE YOU CALCULATED SUNRISE'S TAX LIABILITY IF IT HAD JUST

ONE SHAREHOLDER THAT DERIVED ALL OF ITS INCOME FROM

5

6

7

8

9

10

11

SUNRISE?

Yes. Exhibit RLJ-RJ3 provides the calculation for a mam'ed person filing jointly. The

calculated tax liability is:

Married Filing Jointly

State

$7,253

Federal

$48, 196

Total

$55,449

12

13

14

15

Q- HOW DOES THIS COMPARE TO THE TAX LIABILITY IF SUNRISE WERE A

C CORPORATION?

On my Schedule C-2 Rejoinder, page 22, I calculated the tax liability would be $65,599.

Thus, under my alterative method, the allowed tax liability is $10,150 less.

16

17

18

19

20

21

22

23

Q- IS SUNRISE'S ALTERNATIVE METHODOLOGY FAIR?

A.

A.

A.

A.

Yes. Again, no one disputes that a utility with net income would have to pay taxes,

regardless of the form of the entity. However, Sunrise's alterative methodology adds

the complexity of differing tax rates depending upon the marital status and filing status of

the shareholder. In this example, I used the tax rates for a married person tiling jointly.

The resulting tax would be higher for a single person or a married person filing

separately. It is also conservative, because most, if not all S-Corp shareholders would

have additional income, which would push the pass-through income into a higher tax
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1

2

bracket. Because I assume no non-utility income, the calculated tax liability is most

likely less than the actual tax liability.

3

4

Q. IS THERE ANYTHING ELSE YOU WOULD ADD TO SUNRISE'S

ALTERNATIVE RECOMMENDATION REGARDING INCOME TAX?

5

6

7

8

9

10

11

Yes. While I believe the best method would be to calculate die tax allowance just like

that for a C-Corp that is pan of a consolidated group, as an option to my preferred

alternative, I recommend that for S-Corps the Commission calculate the allowed income

taxes at the lower of the corporate tax rate and the shareholder's tax rate assuming the S-

Corp had just one shareholder that derived all of its income from the regulated utility. By

using the lower of the two amounts, ratepayers are not be harmed if the utility operates as

something other than a C-Corp.

12

13

14

15

16

17

18

19

20

VI

Q-

RATE CASE EXPENSE

HAVE YOU UPDATED SUNRISE'S RATE CASE EXPENSE ESTIMATE?

Yes I have. Through month-end march 2009, Sunrise has expended approximately

$64,500 in rate case expenses. To finish the case Sunrise needed to continue to engage a

consultant and attorney to analyze Staff' s surrebuttal testimony, prepare and file rejoinder

testimony, prepare for hearing, participate in the hearing, prepare closing briefs and

attend Open Meeting. Sunrise estimates this additional expense will be approximately

$25,500, for a total rate-case expense of $90,000. I have updated Income Statement RL]-

18 to reflect an annual rate case expense amortization of $30,000.

21

22

RATE DESIGN

HAS SUNRISE CHANGED ITS POSITION REGARDING RATE DESIGN?

23

24

A.

A.

VII

Q-

A.

No. Sunrise continues to propose a break-over point between tier 2 and tier 3 of 18,000-

gallons for the %" meter size. Establishing the break-over point at the average usage for
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1

2

3

4

5

6

the %" meter sends proper conservation price signals to Sunrise customers without

placing undue burden on below average usage. Sunrise continues to propose service

charges that are consistent with those approved by the Commission for Sunrise's sister

company West End Water Co. Lastly, a meter and service line installation charge is

needed for the 5/8" x 3/4" meter size, since, due to large lot sizes, Sunrise does not offer

this meter size.

7 Q. DOES THIS CONCLUDE YOUR TESTIMONY?

8 A. Yes, it does.
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Computation of Increase in Gross Revenue Requirements
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Schedule A-1 Rejoinder

Page 1

Jones

Line

No.

Original Cost Adjusted Rate Base s 1,248,012

Adjusted Operating Income (32,542)

Current Rate of Return -2.61%

Required Operating Income S 124,801

Required Rate of Return 10.00%

Operating Income Deficiency s 157,344

Gross Revenue Conversion Factor 1.4169

Increase in Gross Revenue s 222,943 17.09%

Customer Classification

Projected

Revenue

Increase Due

To Rates

%

Dollar

Increase

Residential

Commercial

Hydrant

Coin Standpipe

$ 206,336

3,533

12,599

418

16.45%

21.95%

49.82%

17.67%

Total Revenue Increase s 222,886 17.17%

1

2

3

4

5

6

7

8

9

10

1 1

12

1 3

14

1 5

16

17

1 8

19

20

2 1

22

23

24

25

26

27

28

29

30

3 1

32

33

34

SuDDortimzSchedules:

B-1 C-1

C-3 H-1
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JonesWitness:

Original

Cost

Rate Base*

Gross Utility Plant in Service s 10,408,383

Less: Accumulated Depreciation 2,628,211

Net Utility Plant in Service 7,780,172

Accumulated Deferred Income Taxes 143,632

Less:

Advances in Aid of Construction 6,320,530

Contributions in Aid of Construction - Net of Amort. 263,407

Customer Security Deposits 91,855

Plus:

Working Capital

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19
20 Rate Base s 1,248,012

* including pro forma adjustments

21

22

23

24

25

26

27

28

29

SuDDortimz Schedules:

B-2 B-5

B-3 E-1

Recap Schedules:

A-1
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Jones

[B] [C] [D] [E] [F][A]
Actual

End of

Test Yea r

ADJ

RU-1

ADJ

RU~2

ADJ

RU-3

ADJ

RU-4

ADJ

RU-5

Gross Utility Plant in Service S 9,752,043 $ 287,858 s 168,481

Less: Accumulated Depreciation 1,952,470 539,777

Net Utility Plant in Service 7,799,573 287,858 (539,777) 168,481

Accumulated Deferred Income Taxes 143,632

Less:

Advances in Aid of Construction 6,052,614 332,094

Contributions in Aid of Construction 425,049

Accumulated Amortization of CIAC (8,945)

Contributions in Aid of Construction - Net 416,104

Customer Security Deposits 91,855

Line

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23
24

Plus:

Working Capital

Rate Base s 1,239,001 s 287,858 S (539,777) $ (332,094) S 143,632 s 168,481

25

26

27

28

29

30

31

32

33

SupportingSchedules:

E-1

Recap Schedules:

B-1
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Jones

[G] [H] [|] [J]

ADJ

RU-6

ADJ

RU-7

ADJ

RU-8

ADJ

RU-9

[K]
Total

Pro Forma

Adiustments

[L]
Adjusted

End of

Test Yea r

Gross Utility Plant in Semite s 200,000 s 656,339 $10,408,383

Less: Accumulated Depreciation 135,964 675,741 2,628,211

Net Utility Plant in Service 200,000 (135,964) (19,401) 7,780,172

Accumulated Deferred Income Taxes 143,632 143,632

Less:

Advances in Aid of Construction (64,178) 267,916 6,320,530

Contributions in Aid of Construction 425,049

Accumulated Amortization of CIAC (152,696) (152,696) (161,641)

Contributions in Aid of Construction - Net (152,696) (152,696) 263,407

Customer Security Deposits 91,855

Plus:

Working Capital

Line

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24 Rate Base s 64,178 $ 152,696 s 200,000 s (135,964) s 9,011 s 1,248,012

25

26

27

28

29

30

31

32

33

SuDDortin2 Schedules:

E-1
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JonesWitness:

Adiust Plant In Service Balance to Conform With Decision No. 53721

Commission Decision No. 53721 dated August 31, 1983 established the Original Cost of Plant In Service

less Depreciation to be $494,038. The finding is based on the Staff Report dated July 31, 1982 in

Docket number U-2069-83-042. In the Staff Report, the Original Cost of Plant In Service was

$571,139. Sunrise Water Co. did not adjust its Plant in Service Balance to conform to the

Commission finding in Decision No. 53721. This adjustment conforms the July 31, 1982

Plant in Service balance to the Commission finding in Decision no. 53721.

Plant In

Service

Balance per

Decision No.

53721

Balance per

7/31/1982

§ 4

Amount

Booked in

Subsequent Plant In

Years for PIS Service

on 7/31/1982 Adiustment

s 38,000 s 33,696 $ 4,304

29,684

23,761

13,896

11,124

15,788

12,637

Land and Land Rights

Structures & Improvements

Wells & Springs

Pumping Equipment

Water Treatment Equipment

Solution Feeders

Distribution Reservoirs & Standpipes

Storage Tanks

Pressure Tanks

Transmission and Distribution Mains

Services

Meters

Hydrants

Office Furniture and Equipment

Computers and Software

Tools, Shop and Garage Equipment

Miscellaneous Equipment

38,064

4,229

383,304

26,807

16,521

10,134

17,819

1,980

179,441

12,549

7,734

4,744

20,244

2,249

203,863

14,258

8,787

5,390

$

635

571,139 S

297

249,585 s 33,696 s

338

287,858

Plant In Service Balance per Decision No. 53721 s 571,139

Less Plant In Service Balance July 31, 1982 G/L s 283,281

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

Less Amounts Booked in Subsequent Years for PIS on 7/31/1982 $ 33,696

Increase/(Decrease) to Plant In Service Balance s 287,858

Adjustment to Rate Base $ 287,858

42

43

44

45

l .
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Jones

Line

No.

1

2

3

4

Adiust Accumulated Depreciation Balance to Conform With Decision No. 53721

Commission Order No. 53721 dated August 31, 1983 established a depreciation rate of 5.0%

for all classes of depreciable plant. The depreciation rate is detailed in the Staff Report dated July 31, 1982 in

Docket number U-2069-83-042. This adjustment restates Accumulated Depreciation during the period

July 31, 1982 through December 31, 2007 using the approved 5.0% depreciation rate.

5

6

7

8

9

10

11

12

Calculated Accumulated Depreciation Balance at Dec. 31, 2007 s 2,492,247

Accumulated Depreciation Balance Dec. 31, 2007 G/L 1,952,470

Increase/(Decrease) to Accumulated Depreciation Balance $ 539,777

Adjustment to Rate Base s (539,777)

13
14

15

16

17

18

19

20

21

Sunnortins Schedules:

B-2.2
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JonesWitness:

Adiust Advance Balance to Reflect Advances Recorded As Taxable Income

Sunrise Water Co. records all Advances in Aid of Construction in the Advance account. For those

Advances that are considered income for tax purposes, Sunrise Water Co. records

a debit in a contra account to Advances in Aid of Construction and a credit to

Other Water Revenue. When refunds of taxable advances are made, a credit is recorded in the

Advance contra account and a debit is recorded in Miscellaneous Expense. These entries are

tax entries and should be eliminated for regulatory purposes.

WXA Advance contra account Balance Dec. 31, 2007 G/L s 276,599

Meter Advance contra account Balance Dec. 31, 2007 G/L 55,495

Increase/(Decrease) to Advance in Aid of Construction Balance s 332,094

Line

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

Adjustment to Rate Base s (332,094)



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RU-4

Exhibit: RU-RJ1

Schedule B-2 Rejoinder

Page 6

JonesWitness:

Line

No.

Adjust Accumulated Deferred Income Taxes to Reflect Taxes Paid on Taxable Advances

Sunrise Water Co. does not debit Accumulated Deferred Income Taxes to reflect taxes paid

on taxable Advances. This adjustment is needed to reflect the investment in taxes paid on advanced

plant.

Taxable Advance Balance Dec. 31, 2007 G/L $ 332,094

1

2

3

4

5

6

7

8

9

10

11
12

Sunrise Water Co. Marginal Tax Rate 43.2505%

Increase/(Decrease) to Accumulated Deferred Income Tax Balance s 143,632

13
14

15

16

Adjustment to Rate Base s 143,632



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RU-5

Witness:

Exhibit: RU-RJ1

Schedule B-2 Rejoinder

Page 7

Jones

Adiust Plant In Service to reflect post test year Dlant in service

Sunrise Water Co. has completed two post test year improvement projects related to

removal of Well No. 2 from its system due to high levels of arsenic. These improvements

are non revenue producing and should be included in rate base.

Actual Cost 91st Ave Water Main $ 115,270

Actual Cost 83rd Ave. Water Main 45,534

Total Construction Cost 160,804

Construction Overhead Rate 4.77%

Line

1

2

3

4

S

6

7

8

9

10

11

12

13

14

15

16

17

18

Capitalized Overhead 7,677

Increase/(Decrease) to Plant in Service s 168,481

19

20

21

22

Adjustment to Rate Base $ 168,481



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RU-6

Witness:

Exhibit: RU-RJ1

Schedule B-2 Rejoinder

Page 8

Jones

Adjust Advance Balance to Reflect Refunds Paid

Sunrise Water Co. refunds advances each year based on revenues for the

12-month period between the previous July 1 and June 30 of the current year.

The refund paid in 2008 is known and measurable and is properly included in rate base.

Total Refund Due July 1, 2007 through June 30, 2008 S 128,356

Allow 1/2 for period July 1, 2007 through December 31, 2007 64,178

Increase/(Decrease) to Advance in Aid of Construction Balance s (64, 178)

Line

No.

1

2

3

4

5

6

7

8

9

10

11
12

13

14

15

16

Adjustment to Rate Base $ 64,178



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RU-7

Exhibit: RU-RJ1

Schedule B-2 Rejoinder

Page 9

JonesWitness:

Adjust Accumulated Amortization of Contributions in Aid of Construction to Conform With Decision No. 53721:

Line

1

2

3

4

5

6

7

8

9

Commission Decision No. 53721 dated August 31, 1983 established a depreciation rate of 5.0%

for all classes of depreciable plant. The depreciation rate is detailed in the Staff Report dated July 31, 1982 in

Docket number U-2069-83-042. Contributions in Aid of Construction should be amortized using the 5.0%

rate approved in Decision No. 53721. Sunrise Water Co. has not amortized Contribution in Aid of Construction

consistent with Decision No. 53721. This adjustment restates Accumulated Contributions in Aid of Construction

during the period July 31, 1982 through Dec. 31, 2007 using the approved 5.0% amortization rate.

Calculated Accumulated Amortization of CIAC Balance at Dec. 31, 2007 $ 161,641

Accumulated Amortization of CIAC Balance Dec. 31, 2007 G/L 8,945

Increase/(Decrease) to Accumulated Amortization of CIAC Balance s 152,696

Adjustment to Rate Base s 152,696

10

11

12

13

14

15

16

17

18

19

20

21

Sunvonine Schedules:

B-2.7



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RLJ-8

Exhibit: RU-RJ1

Schedule B-2 Rejoinder

Page 10

JonesWitness:

Line

No.

Adjust Plant In Service to Include Land Placed in Service during 2007, But Not Recorded Until 2008:

Sunrise Water Co. placed well No. 6 into service in 2007. However, the land transfer was not completed

until zoos. It is appropriate to include the land for Well No. 6 in rate base.

1

2

3

4

5

6

7

8

Amount Booked for Well No. 6 Land in 2008 s 200,000

Increase/(Decrease) to Plant in Service Balance s 200,000

9

10

11

12

Adjustment to Rate Base s 200,000



Sunrise Water Co.

Test Year Ended December 31, 2007

Rate Base Adjustment RU-9

Witness:

Exhibit: RU-RJ1

Schedule B-2 Rejoinder

Page 11

Jones

Adiustment to account for accented Staff Rate Base Adjustment

Accumulated Depreciation:

Staff Rate Base Adjustment No. 1 S 135,964

Increase/(Decrease) to Accumulated Depreciation Balance
I

$ 135,964

Line

1

2

3

4

5
6

7

8

g

10

Adjustment to Rate Base S (135,964)



Sunrise Water Co.

Test Year Ended December 31, 2007

Adjusted Test Year Income Statement

Witness:

Exhibit: RU-RJ1

Schedule C-1 Rejoinder

Page 1

Jones

Actual for

Test Year

Ended

12/31/2007

Total

Pro forma

Adjustments

Test Year

Results

After

Pro forma
Adjustments

Proposed

Rate

Increase

Adjusted

With Rate

Increase

Line

No.

1

2

3

4

s s s 222,943 s

$

1,349,666

10,273

1,359,939 s

(53,642) s

(1,935)

(55,577) s

1,296,025

8,338

1,304,363 s 222,943 $

1,518,967

8,338

1,527,305

$ s (32,768) s

(9,408)
$382,937

179,081

14,099

26,549

49,245

45,163

z,635

37,664

74,769

11,141

77,595

2,987

(13,500)

2,184

21,021

(18,293)

14,287

307,762

55,953

(26,821)

30,000

(2,086)

98,301

6,406

350,170

169,673

14,099

26,549

52,233

31,663

4,819

58,685

56,476

11,141

50,775

30,000

12,201

406,063

62,359

s

s

1,278,881

81,058
s

s

58,024 S

(113,600) s

1,336,905 s

(32,542) s

65,599

65,599

157,344
s

s

350,170

169,673

14,099

26,549

52,233

31,663
4,819

58,685

56,476

11,141

50,775

30,000

12,201

406,063

62,359

65,599

1,402,504

124,801

$ s $ s

Revenues

Metered Water Revenues

Other Water Revenues

Total Revenues

Operating Expenses

Salaries and wages

Purchased Power

Chemicals

Repairs andMaintenance

Office Supplies Expense

Outside Services

Water Testing

Rents

Transportation Expense

Insurance - General Liability

Insurance - Health and Life

Regulatory Expense

Miscellaneous Expense

Depreciation Expense

Property Taxes

Income Taxes

Total Operating Expenses

Operating Income

Other Income (Expense)

Interest and Dividend Income

Interest Expense

Total Other Income (Expense)
Net Income (Loss)

$

s

54,790

(2,161)

52,628 $

133,686 $

(54,790) s

2,161

(52,628) s

(166,229) $
$

(32,542) s 157,344
s
$ 124,801

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

Supporting Schedules:

E-2

C-2

Recap Schedules:

A-1



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Pro forma Adjustments

Witness:

Exhibit: RU-RJ1

Schedule C-2 Rejoinder

Page 1

Jones

[A] [B] [C] [D] [E]

ADJ

RU-1

ADJ

RU-2

ADJ

RLI-3

ADJ

RU-4

ADJ

RU-5

Line

No.

1

2

3
s (5,827)

$ s

(1,935)

(1,935) s s s (5,827)

z,649 1,839

(142,925)

4

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

20

2 1

22

23

24

25

26

27

28

$

s

(142,925) s

142,925 s
- s

(1,935) s

2,649 s

(2,649) s

1,839 $

(1,839) S (5,827)

Revenues

Metered Water Revenues

Other Water Revenues

Total Revenues

Operating Expenses

Salaries and Wages

Purchased Power

Chemicals

Repairs and Maintenance

Office Supplies Expense

OutsideServices

Water Testing

Rents

TransportationExpense

Insurance - General Liability

Insurance - Health and Life

Regulatory Expense

MiscellaneousExpense

DepreciationExpense

Property Taxes

Income Taxes

Total Operating Expenses

Operating Income

Other Income (Expense)

Interest and Dividend Income

Interest Expense

Total Other Income (Expense)

Net Income (Loss)
s

s 142,925
s

s

- s
(1,935) s

- s
(2,649) s

- s
(1,839) s (5,827)

29

30

31

32

33

34

Supporting Schedules: Recap Schedules:

C-1



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Pro forma Adjustments

Exhibit: RU-RJ1

Schedule C-2 Rejoinder
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JonesWitness:

[F] [G] [H] [I] [J] [K]

ADJ

RLJ-6

ADJ

RU-7

ADJ

RU-8

ADJ

RU-9

ADJ

RU-10

ADJ

RU-11

s (47,815)

s $ s (47,815) s s s

(5,425) 3,086 (7,069)

106,658

88,091

s

$

(5,425) $

5,425 s

3,086 $

(3,086) $
- s

(47,815) s

(7,069) s 106,658 s

7,069 s  (106,658)  s
88,091

(88,091)

Revenues

Metered Water Revenues

Other Water Revenues

Total Revenues
Operating Expenses

Salaries and Wages

Purchased Power

Chemicals

Repairs and Maintenance

Office Supplies Expense

Outside Services

Water Testing

Rents

Transportation Expense

Insurance - General Liability

Insurance - Health and Life

Regulatory Expense

Miscellaneous Expense

Depreciation Expense

Property Taxes

Income Taxes
Total Operating Expenses

Operating Income

Other Income (Expense)

Interest and Dividend income

Interest Expense

Total Other Income (Expense)
Net Income (Loss)

s
S 5,425

s

s
- s

(3,086) s
- S

(47,815) s 7,069
s - s
$ (106,658)  s (88,091)

Line

no.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21
22

23

24

25

26

27
28

29

30

31

32

33

34

Supnortimz Schedules:



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Pro forma Adjustments

Exhibit: RU-RJ1

Schedule C-2 Rejoinder
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JonesWitness:

[L] [M] [N] [O] [P] [Q]

Line

No.

1

2

3

4

ADJ

RLJ-12

ADJ

RU-13

ADJ

RU-14

ADJ

RU-15

ADJ

RU-16

ADJ

RU-17

s $ s s $ s

s 31,902

(33,157) 6,336

30,000

6,406

s

$

6,406 $

(6,406) $

(33,157) $

33,157 s

31,902 s

(31,902) $

6,336 S

(6,336) s
s

s

30,000

(30,000)

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

2s

26

27

28

s

Revenues

Metered Water Revenues

Other Water Revenues

Total Revenues

Operating Expenses

Salaries and wages

Purchased Power

Chemicals

Repairs and Maintenance

Office Supplies Expense

Outside Services

Water Testing

Rents

TransportationExpense

Insurance - General Liability

Insurance - Health and Life

RegulatoryExpense

Miscellaneous Expense

Depreciation Expense

Property Taxes

Income Taxes

Total Operating Expenses

Operating Income

Other Income (Expense)

Interest and Dividend Income

Interest Expense

Total Other Income (Expense)

net Income (Loss)
$

s

- s
(6,406) s 33,157

s

s

- s
(31,902) S

. s
(6,336) s

(54,790)

2,161

(52,628) s

(52,628) s (30,000)

29

30

31

32

33

34

Supporting Schedules:



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Pro forma Adjustments

Exhibit: RU~RJ1

Schedule C-2 Rejoinder
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JonesWitness:

[R] [S] IT] [U] [v]

ADJ

RU-18

ADJ

RU-19

ADJ

RU-20

ADJ

RU-21

Tote I

Adjustments

s

s $ s s s

(53,642)

(1,935)

(55,577)

$ (64,670) $ (32,768)

(9,408)

(1,500)

(13,500)

2,987

(13,500)

2,184

21,021

(18,293)

2,184

21,021

(18,293)

34,823

10,210

(642)

(26,821)

30,000

(2,086)

98,301

6,406

s

s

$

s

(16,225) $

16,225 s

(13,500) s

13,500 s

(642) s

642 s

58,024

(113,600)

s

Revenues

Metered Water Revenues

Other Water Revenues

Total Revenues

Operating Expenses

Salaries andWages

PurchasedPower

Chemicals

Repairs and Maintenance

Office SuppliesExpense

Outside Services

Water Testing

Rents

Transportation Expense

Insurance . GeneralLiability

Insurance - Health and Life

RegulatoryExpense

Miscellaneous Expense

Depreciation Expense

Property Taxes

Income Taxes

Total Operating Expenses

Operating Income

Other Income (Expense)

Interest and Dividend Income

Interest Expense

Total Other Income (Expense)

Net Income (Loss)
s

s

s
s 16,225

s

s 13,500
$

s 642
s

s

(54,790)

2,161

(52,628)

(166,229)

Line

No.

1

2

3

4

5

6

7

8

9

10

1 1

12

13

14

1 5

16

17

1 8

19

20

21

22

23

24

25

26

27

28

29

30

3 1

32

33

34

Sunnortimz Schedules:



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-1

Exhibit: RU-RJ1

Schedule C-2 Rejoinder

Page 5

JonesWitness:

Adiust Booked Expenses to Remove Refund of Taxable Advances from Miscellaneous Expense

Sunrise Water Co. records all Advances in Aid of Construction in the Advance account. For those

Advances that are considered income for tax purposes, Sunrise Water Co. records

a debit in a contra account to Advances in Aid of Construction and a credit to

Other Water Revenue. When refunds of taxable advances are made, a credit is recorded in the

Advance contra account and a debit is recorded in Miscellaneous Expense. These entries are

tax entries and should be eliminated for regulatory purposes.

Tax Expense Recorded As Miscellaneous Expense December 21, 2007 G/L s 142,925

Increase/(Decrease) in Miscellaneous Expense s (142,925)

Line

1

2

3

4

5

6

7

8

9

10

11
12

13

14

15

16

Adjustment to Revenues and/or Expenses s (142,925)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-2

Witness:

Exhibit: RU-RJ1

Schedule C-2 Rejoinder

Page 6

Jones

Line

No.

1

2

Adiust Booked Revenue to Remove Meter Advance from Other Water Revenue

Sunrise Water Co. records all Advances in Aid of Construction in the Advance account. For those

Advances that are considered income for tax purposes, Sunrise Water Co. records

a debit in a contra account to Advances in Aid of Construction and a credit to

Other Water Revenue. When refunds of taxable advances are made, a credit is recorded in the

Advance contra account and a debit is recorded in Miscellaneous Expense. These entries are

tax entries and should be eliminated for regulatory purposes.

3

4

5

6

7

8

9

10

11
12

Tax Income Recorded As Other Water Revenue December 31, 2007 G/L s 1,935

Increase/(Decrease) in Other Water Revenue s (1,935)

13
14

15

16

Adjustment to Revenues and/or Expenses $ (1,935)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-3

Exhibit: RU-RJ1

Schedule C-2 Rejoinder
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JonesWitness:

Line

No.

1

2

3

4

Adjust Office Sunolies Expense to Reflect Postage Increase

During the Test Year Sunrise Water Co billed its customers using a post card bill. In

anticipation of implementing Best Management Practices as required by new ADWR

regulations, Sunrise has gone to a letter size bill to allow for customer messaging, Each

new bill includes the bill, a return envelope and the mailing envelope. Postage

costs have increased due to the new bill format. In addition postage

rate increases have occurred.

Bills mailed during Test Year per BFA 15,891

$

s

0.24

0.26

33.3%

66.7%

0.2533

January 1, 2007 Post Card Rate

May 14, 2007 Post Card Rate

Percentage of Bills Mailed at $0.24

Percentage of Bills Mailed at $.O26

Average Postage Cost per Bill During Test Year S

s 0.4200

0.2533

0.1667

Current Rate for Postage for 8 1/2" x 11" Bill

Average Postage Cost per Bill During Test Year

Per Bill Increase in Postage s

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24
25

Total Increase in Postage Expense S 2,649

Increase/(Decrease) in Office Supplies Expense $ 2,649

26

27

28

29

Adjustment to Revenues and/or Expenses s 2,649



Sunrise Water Co.
Test Year Ended December 31, 2007
Income Statement Adjustment RU~4

Witness:

Exhibit: RU-RJ1

Schedule C-2 Rejoinder

Page 8
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Line

1
2
3
4
5

Adiust Office Supplies Expense to Reflect Bill Form and Handling Cost Increase

During the Test Year Sunrise Water Co. billed its customers using a post card bill. In
anticipation of implementing Best Management Practices as required by new ADWR
regulations, as of March zoos, Sunrise has used a letter size bill to allow for customer
messaging, Each new bill includes the bill, a return envelope and the mailing envelope.
Form costs have increased due to the new bill format. Additionally, Sunrise Water Co.
has leased a Pitney Bowes machine that folds and stuffs the bills.

Bills mailed during Test Year per BFA 15,891

Per Bill Cost New Bill Format

Per Bill Cost for Post Card Bill Forms during Test Year

Per Bill Increase in Bill Form Cost

$
s
$

0.09

0.06

0.03

Increase in Bill Form Expense

Pitney Bowes Annual Lease Expense
s
s

477

1,362

7
8
9

10
11
21
22
23
24
25
26
27
28
29
30

Total Increase in Billing Cost s 1,839

Increase/(Decrease) in Office Supplies Expense s 1,839

31

32

33

34

Adjustment to Revenues and/or Expenses s 1,839



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-5

Witness:

Exhibit: RU-RJ1

Schedule C-2 Rejoinder

Page 9

Jones

Adiust Metered Water Revenue to Reflect Billed Revenue

During the Test Year Sunrise Water Co. recorded Revenue on a cash basis. For regulatory

purposes revenue should reflect billed revenue without regard to actual collections.

Residential and Commercial Metered Water Revenue Dec. 31, 2007 G/L s 1,273,431

Residential and Commercial Metered Water Revenue Per Billing Reports $ 1,267,603

Difference Book (Cash Basis) vs. Billed Revenue s 5,827

Increase/(Decrease) in Metered Water Revenue s (5,827)

Line

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

Adjustment to Revenues and/or Expenses s (5,827)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-6

Witness:

Exhibit: RU-RJ1

Schedule C-2 Rejoinder

Page 10

Jones

Adiust Purchased Power to Remove Personal Expense

During the Test Year APS billings for Owner's home were charged to

Purchased Power.

Personal Utility Expense:

January

February

March

April

May

June

July

August

September

October

November

December

Total

s

s

s

s

s

s

s

$

s

S

s

$

s

459.13

412.04

287.40

319.41

251.48

351.08

507.30

836.94

700.24

588.05

468,35

243.37

5,424.79

Total Personal Utility Expense Charged to Purchased Power s 5,425

Increase/(Decrease) in Purchased Power Expense s (5,425)

Line

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24
25

26

27

Adjustment to Revenues and/or Expenses s (5,425)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-7

Exhibit: RU-RJ1

Schedule C-2 Rejoinder

Page 11

JonesWitness:

Adjust Purchased Power to Reflect APS Rate Increase

Calculated Power Adjustment s 3,086

Total change in Pumping Power Expense due to Rate Increase $ 3,086

Increase/(Decrease) in Purchased Power Expense s 3,086

Adjustment to Revenues and/or Expenses $ 3,086

Line

1

2

3

4

5

6
7

8

9

10

11

12

13

14

15

Supporting Schedules:

C-2.7



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-8

Witness:

Exhibit: RU-RJ1

Schedule C-2 Rejoinder

Page 12
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Line

No.

1

2

3

4

Adiust Metered Water Revenue to Reflect Normalized Level of Hvdrant Meter Sales

Sunrise Water Co. makes water available from fire hydrants in its service area to contractors

performing construction within its service area. Hydrant meter sales for the Test Year are

significantly above normal levels due to elevated levels of subdivision construction associated with

high levels of real estate development in 2006 - 2007 and a single large flood control project under

construction during 2007. Normalized hydrant meter sales should be used to avoid inclusion of

nonrecurring revenue in the Test Year

Hydrant Meter Sales (gallons):

Calendar Year 2003

Calendar Year 2004

Calendar Year 2005

Calendar Year 2006

Calendar Year 2007

Total Hydrant Sales (5-Years)

1,074,700

3,640,100

4,759,010

19,574,700

24,966,230

54,014,740

Test Year Hydrant Sales for Flood Control Project

Adjusted Total Hydrant Sales (5-Years)
(13,068,700)

40,946,040

Average Adjusted Hydrant Sales (5-Yr Period) (gallons)

Test Year Hydrant Sales

8,189,208

24,966,230

Hydrant Sales in excess of 5-Yr Adjusted Average (gallons) (16,777,022)

Revenue Generated Per 1,000 gallons S 2.85

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5
2 6

2 7

2 8

2 9

3 0

Test Year Hydrant Meter Revenue in Excess of 5-Yr Average $ (47,815)

Increase/(Decrease) in Metered Water Revenue $ (47,815)

3 1

3 2

3 3

3 4

Adjustment to Revenues and/or Expenses s (47,815)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-9

Witness:

Exhibit: RU-RJ1

Schedule C-2 Rejoinder

Page 13

Jones

Adiust Purchased Power to Reflect Hvdrant Meter Sales Adiustment

Hydrant Sales are being normalized to 5-Yr Average Sales. Purchased Power should be

reduced to reflect the normalized level of system demand.

s 179,081

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

Test Year Purchased Power Cost December 31, 2007 G/L

Less:

Power for Admin/Shop Buildings

Adjustment RU-6

Test Year Pumping Power Cost

Pumping Power Adjustment (See RLJ-7)

Adjusted Pumping Power Cost S

2,134

5,425

171,522

3,086

174,608

Test Year Gallons Pumped 414,409,000

Test Year Pumping Power Cost per 1,000 gallons $ 0.4213

Hydrant Sales Adjustment (See RU-8) (16,777,022)

15

16

17

18

19

20

21

22

Test Year Power Cost Attributable to Hydrant Sales Adjustment s 7,069

Increase/(Decrease) in Purchased Power s (7,069)

23

24

25

26

Adjustment to Revenues and/or Expenses s (7,069)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-10

Witness:

Exhibit: RU-RJ1

Schedule C-2 Rejoinder

Page 14

Jones

Adiust Miscellaneous Expense to Reflect Normalized Level of Capitalized Overhead

Sunrise Water Co. charges a portion of its administrative and general expenses to capital.

The allocation is based upon the level of capital expenditures in a given year.

During the test year capital expenditures were unusually high. The level of

administrative and general expenses charged to capital should be normalized.

s

Plant Additions per G/L

Calendar Year 2003

Calendar Year 2004

Calendar Year 2005

Calendar Year 2006

Calendar Year 2007

Total Plant Additions (5-Years) s

142,071

457,005

127,059

2,422,434

2,983,791

6,132,360

Less: Land Additions

Plant Additions subject to OH allocation s

873,264

5,259,096

s

Capital Overhead Allocation per G/L

Calendar Year 2003

Calendar Year 2004

Calendar year 2005

Calendar Year 2006

Calendar Year 2007

Total Capital Overhead (5-years) $

3,183

19,844

3,388

67,791

156,874

251,080

Capital Overhead Rate (5-Yr Average) 4.77%

Average Capital Overhead (5-Yr period) $ 50,216

Capitalized Overhead during Test Year s 156,874

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

Capitalized Overhead in excess of Normalized Capital Overhead s 106,658

Increase/(Decrease) in Miscellaneous Expense $ 106,658

37

38

39

40

Adjustment to Revenues and/or Expenses $ 106,658



Sunrise Water Co.

Test Year Ended December31, 2007

Income Statement Adjustment RLJ-11

Adiust Depreciation Expense to Reflect Staff Recommended Depreciation Rates

12/31/2007

Plant

Balances

$ 873,264

321,621

1,989,247

1,689,043

76,874

Plant

Adjustments

RU-1 RU-5 RU-8

s 204,304

15,788

12,637

Adjusted

Plant

Balances

$ 1,077,568

321,621

2,005,035

1,701,681

76,874 20.00%

Staff

Rates

0.00%

3.33%

3.33%

12.50%

Witness:

Exhibit: RU-RJ1

Schedule C-2 Rejoinder

Page 15

Jones

Annual

Depreciation

s
10,710

66,242

211,130

15,375

439,372

48,819

3,471,502

405,494

21,879

366,179

z0,244

2,249

372,345

14,258

8,787

5,390

459,616

51,068

3,843,847

419,752

30,666

371,569

2.22%

5.00%

2.00%

3.33%

8.33%

2.00%

6.67%

20.00%

5.00%

10.00%

9,754

2,441

69,430

13,503

1,823

7,324

December 31, 2007 Plant Balances

303 Land and Land Rights

304 Structures & Improvements

307 Wells & Springs

311 Pumping Equipment

320 Water Treatment Equipment

320.2 Solution Feeders

330 Distribution Reservoirs & Standpipes

330.1 Storage Tanks

330.2 Pressure Tanks

331 Transmission and Distribution Mains

333 Services

334 Meters

335 Hydrants

340 Office Furniture and Equipment

340.1 Computers and Software

343 Tools, Shop and Garage Equipment

347 Miscellaneous Equipment

27,777

12,763

8,207

9,752,043

338

656,339

27,777

12,763

8,545

10,408,383

s,sss
638

821

Staff Recommended Annual Depreciation 4.44% s 414,746

12/31/07 CIACBalance 425,049

Composite Depreciation Rate 4.44%

Amortization of CIAC $ 18,893

Calculated Depreciation Expense usingStaff Recommended Depreciation $ 395,853

Depreciation Recorded during Test Year $ 307,762

Calculated Depreciation in excess of Test Year Depreciation s 88,091

Increase/(Decrease) in Depreciation Expense s 88,091

Line

No.

1

2

3

4

S

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39
40

41

42

Adjustment to Revenues and/or Expenses $ 88,091



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-12

Witness:

Exhibit: RU~RI1

Schedule C-2 Rejoinder
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Jones

Adiust Propertv Taxes to Reflect Proposed Revenues

$

s

s

s

1,304,363

1,304,363

1,527,305

1,378,677

2,757,354

5,709

Line

1

2

3

4

5

6

7

8

9

10

11

12

Adjusted Revenues in year ended 12/31/07

Adjusted Revenues in year ended 12/31/07

Proposed Revenues

Average of three year's of revenue

Average of three year's of revenue, times 2

Add:

Construction Work In Progress at 10%

Deduct:

Net Book Value of Transportation Equipment s

s

s

s

13

14

15

16

17

18

19

20

21

Full Cash Value

Assessment Ratio (2008)

Assessed Value

Property Tax Rate (Test Year)

Property Tax with Proposed Rates

Property Taxes in Test Year

Change in Property Taxes s

2,763,063

22.5%

621,689

10.0306%

62,359

55,953

6,406

Increase/(Decrease) in Property Taxes s 6,406

22
23

24

25

26

Adjustment to Revenues and/or Expenses s 6,406



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-13

Exhibit; RU-RJ1

Schedule C-2 Rejoinder

Page 17

JonesWitness:

Adiust Insurance - Health and Life to Remove Personal Expense

During the Test Year health care expenses for Owner were charged to

Insurance - Health and Life.

Total Personal Health Care Expense Charged to Insurance - Health and Life 33,157

Increase/(Decrease) in Insurance - Health and Life Expense s (33,157)

Line

No.

1

2

3

4

5

6

7

8

9

10

11

12

Adjustment to Revenues and/or Expenses $ (33,157)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-14

Witness:

Exhibit: RU-RJ1

Schedule C-2 Rejoinder

Page 18

Jones

Adiust Salaries and Wages Expense

Adjusted Test Year Salary Expenses s 414,840

Test Year Salary Expense per G/L 382,937

Increase/(Decrease) in Salaries and Wages Expense s 31,902

Adjustment to Revenues and/or Expenses s 31,902

1 Sunrise includes all payroll taxes in its Salaries and Wage Expense Account

Line

No.

1

2

3

4

5

6
7

8

9

10

11

12

13

14

15

16

Supporting Schedules:

C-2.14



Sunrise Water Co.
Test Year Ended December 31, 2007
Income Statement Adjustment RU-15

Witness:

Exhibit: RU-RJ1

Schedule C-2 Rejoinder
Page 19

Jones

Line

No.

Adjust Health Insurance Expense

Adjusted Test Year Health Insurance Expense s 50,775

Test Year Health Insurance Expense per G/L 44,438

Increase/(Decrease) in Health Insurance Expense s 6,336

1

2

3

4

5

6
7

8
9

10

11

Adjustment to Revenues and/or Expenses s 6,336



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment Ru-16

Exhibit: RU-RJ1

Schedule C-2 Rejoinder

Page 20

JonesWitness:

Remove Other Income and Expenses to Eliminate Effects on Income Taxes

Test Year Interest Income

Test Year Interest Expense
s 54,790

(2,161)

Total Other Income /(Expense) s 52,628

Increase/(Decrease) in Other Income / (Expense) $ (52,628)

Line

1

2

3

4

5

6

7

8

9
10

11

12

Adjustment to Revenues and/or Expenses s (52,628)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-17

Witness:

Exhibit: RIJ-RJ1

Schedule C-2 Rejoinder
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Jones

Reszulatorv Expense

Estimated Rate Case Expense s 90,000

Estimated Amortization Period in Years 3

Annual Rate Case Expense 30,000

Test Year Regulatory Expense

Increase in Rate Case Expense s 30,000

Increase/(Decrease) in Rate Case Expense s 30,000

Line

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

Adjustment to Revenues and/or Expenses s 30,000



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-18

Witness:

Exhibit: RU-RJ1

Schedule C-2 Rejoinder

Page 22

Jones

Calculation of Income Taxes at Proposed Rates

Test Yea r

Adj used

Results

Adj used

with Rate

Increase

Income Before Taxes

Arizona Taxable Income
s (32,542) s

(32,542)
190,400

190,400

Less Arizona Income Tax 6.9680% s $ 13,267

Apparent Arizona Tax Rate" 5.9509%

Line

1

2

3

4

6

7

8

9

10

11

12

13

14

Federal Income Before Taxes

Less Arizona Income Taxes

Federal Taxable Income

s (32,542) s

s (32,542) $

190,400

13,267
177,133

15

16

17

18

19

20

21

22

23

FEDERAL INCOME TAXES:

15% BRACKET UP TO

25% BRACKET UP TO

34% BRACKET UP TO

39% BRACKET UP TO

34% BRACKET OVER

50,000

75,000

100,000

335,000

335,001

7,500

6,250

8,500

30,082

Federal Income Taxes: S s 52,332

Effective Federal Tax Rate 29.5438%

Apparent Federal Tax Rates 3 24.9585%

Total Income Tax s s 65,599

Overall Effective Tax Rate 0.0000% 34.4532%

Test Year Income Taxes, Per Books
Increase in Income Taxes

$

Adjustment to Revenues and/or Expense s

Test Year Income Taxes, Adjusted s

Increase in Income Taxes 65,599

Adjustment to Revenues and/or Expense _s 65,599

2 4

2 5

2 6

2 7

2 8

2 9

3 0
3 1

3 2

3 3

3 4

3 5
3 6

3 7

3 8

3 9

4 0

4 1

4 2

4 3

4 4

4 5

4 6

4 7

4 8

4 9

1 Apparent Arizona Tax Rate is the change in State tax due divided by the change in Arizona Taxable Income

z Apparent Federal Tax Rate is the change in Federal tax due divided by the change in Federal Taxable Income

a Calculation of Apparent Tax Rates is necessary to correctly calculate Gross Revenue Conversion Factor when

Test Year Taxable Income is less than zero and is taxed at a rate of zero or when increased income is taxed at

different marginal tax rates.



Sunrise Water Co.
Test Year Ended December 31, 2007
Income Statement Adjustment RLJ-19

Exhibit: RU-RJ1

Schedule C-2 Rejoinder

Page 23

JonesWitness:

Adjustment to account for accepted Staff ODeratinR Income Adjustments

s

Salaries and Wages:
Staff Operating Income Adjustment No. 2
Staff Operating Income Adjustment No. 3

Total Salaries and Wages Staff Adjustment $

(68,913)
4,243

(64,670)

Office Supplies Expense:

Staff Operating Income Adjustment No. 5

Total Office Supplies Expense Staff Adjustment
s
s

(1,500)
(1,500)

Water Testing Expense:
Staff Operating Income Adjustment No. 7

Total Water Testing Expense Staff Adjustment
s
s

2,184

2,184

s
Rent Expense:

Staff Operating Income Adjustment No. 10

Staff Operating Income Adjustment No. 11
Total Rent Expense Staff Adjustment s

1,500

19,521
21,021

Line

No.

1

2

3

4

5

6

7

8

9
10

11

12

13
14

15

16

17

18
19

20

21

22

23

24
25

s

Transportation Expense:

Staff Operating Income Adjustment No. 12

Staff Operating Income Adjustment No. 13

Staff Operating Income Adjustment No. 14

Total Transportation Expense Staff Adjustment s

(3,508)
(8,485)
(6,300)

(18,293)
26

27

28

29

30

31

32

s

Miscellaneous Expense:

Staff Operating Income Adjustment No. 16

Staff Operating Income Adjustment No. 17

Staff Operating Income Adjustment No. 18

Staff Operating Income Adjustment No. 19
Total Miscellaneous Expense Staff Adjustment s

(2,285)
6,413

50,216
(19,521)
34,823

Depreciation Expense

Staff Operating Income Adjustment No. 20

Total Depreciation Expense Staff Adjustment
s
s

10,210

10,210

33

34

35
36

37

38

39

40

Total Accepted Staff Operating Income Adjustments s (16,225)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-20

Exhibit: RU-RJ1

Schedule C-2 Rejoinder

Page 24

JonesWitness:

Partial Acceptance of Staff Operating Income Adjustment No. 6

Outside Servcies Expense:

Cost of Services Provided by SRW Consulting S 27,000

50% Reduction in Cost s (13,500)

Increase/(Decrease) in Outside Services Expense s (13,500)

Line

No.

1

2

3

4

5

6

7

8

9
10

11

12

Adjustment to Revenues and/or Expenses s (13,500)



Sunrise Water Co.

Test Year Ended December 31, 2007

Income Statement Adjustment RU-20

Witness:

Exhibit: RU-RJ1

Schedule C-2 Rejoinder
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Jones

Partial Acceptance of Staff Oneratimz Income Adiustment No. 15

Miscellaneous Expense:

Permit/Recording Fees that should be capitalized s 642

Increase/(Decrease) in Miscellaneous Expense s (642)

Line

No.

1

2

3

4

5

6

7

8

9

10

Adjustment to Revenues and/or Expenses s (642)



Sunrise Water Co.

Test Year Ended December 31, 2007

Computation of Gross Revenue Conversion Factor

Exhibit: RU-RJ1

Schedule C-3 Rejoinder

Page 1

JonesWitness:

Line

PM
1

2

3

4

Calculation of Gross Revenue Conversion Factor

Operating Income Before Taxes

Apparent State Tax Rates

Federal Taxable Income

Apparent Federal Tax Rates

Effective Apparent Federal Tax Rate

100.0000%

5.9509%

94.0491%

24.9585%

23.4733%

Total Apparent Tax Rate 29.4242%

5

6

7

8

9

10

11

12

Operating Income Percentage 70.5758%

Gross Revenue Conversion Factor 1.41692

13

14

15

16

17

18

19

20

21

Calculation of Effective Tax Rates

Operating Income Before Taxes

Effective State Tax Rate

Federal Taxable Income

Effective Federal Tax Rate

Effective Federal Tax Rate

l00.0000%

6.9680%

93.0320%

29.5438%

27.4852%

Total Effective Tax Rate 34.4532%

22

23

24

25

26

27

28

29

30

Calculation of Marginal Tax Rates

Operating Income Before Taxes

Marginal State Tax Rate

Federal Taxable Income

Marginal Federal Tax Rate

Effective Marginal Federal Tax Rate

100.0000%

6.9680%

93.0320%

39.0000%

36.2825%

Combined Marginal Tax Rate 43.2505%

31

32

33

34

35

36

1 Apparent Tax Rates are used in order to correctly calculate the Gross Revenue Conversion Factor.

2 The Effective Tax Rate is the basis of the Income Tax Expense and is shown for reference purposes.

3 The Combined Marginal Tax Rate is the tax paid on incremental income and is shown for reference purposes.



Sunrise Water Co.

Test Year Ended December 31, 2007

Changes in Representative Rate Schedules

Exhibit: RU-RJ1

Schedule H-3 Rejoinder
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Jones

9/8/2008

Witness:

Revised:

Line

No.

General Water Service Rates

Description Block

Present

Rate

Base Charge

Proposed

Rate Change

Volume Charge
Present Proposed

Rate Rate Change

3/4" Residential Meter s 12.00 $ 17.00 $ 5.00

3/4" Commercial Meter S 12.00 s 17.00 s 5.00

1" Residential Meter s 16.50 $ 28.33 s 11.83

1" Commercial Meter s 16.50 s 28.33 s 11.83

1 1/2" Residential Meter s 21.50 s 56.65 $ 35.15

2" Residential Meter $ 26.50 s 90.64 s 64.14

Hydrant Meter

Coin Meter

First

Next

Over

First

Next

Over

First

Over

First

Over

First

Over

First

Over

All

All

4,000 gal.

14,000 gal.

18,000 gal.

4,000 gal.

14,000 gal.

18,000 gal.

27,000 gal.

27,000 gal.

27,000 gal.

27,000 gal.

35,000 gal.

35,000 gal.

65,000 gal.

65,000 gal.

gal.

gal.
s

s

s

s

181.28 181.28s

s

$

S

$

s

s

$

S

s

S

$

s

s

$

s

s

s

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

2.85

s

s

s

s

s

s

s

$

s

s

s

s

s

s

s

s

2.13

2.90

3.52

2.13

2.90

3.52

2.90

3.52

2.90

3.52

2.90

3.52

2.90

3.52

2.90

2.90

s

S

s

s

s

s

s

s

s

s

s

s

s

s

s

s

(0.72)

0.05

0.67

(0.72)

0.05

0.67

0.05

0.67

0.05

0.67

0.05

0.67

0.05

0.67

0.05

0.05

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

Other Service Charszes

Establishment

Establishment (After Hours)

Reconnection (Deliquent)

Reconnection (Deliquent and After Hours)

Meter Test

Present

Rates

s 10.00

$ 20.00

$ 10.00

$ 20.00

$ 5 .00

Proposed

Rates

$ 35.00

s 50.00

s 35.00

$ 50.00

s 30.00

31 Deposit Requirement (Residential) 2 times the

average bill

2 times the

average bill

32 Deposit Requirement (None Residential Meter)

33 Deposit Interest

2-1/2 times

the average

bill

n / t

34 Re-Establishment (with-in 12 Months) s 80.00

2-1/2 times

the average

bill

6.0%
Number of Months off

system times the monthly

minimum bill

s 30.00

s 10.00

1.5%

1.5%

Cost

NSF Check

Meter Re-Read (If Incorrect)

Deferred Payment, Per Month

Late Charge per month

Charge of Moving Customer Meter

n/t
n/t
n/t
n/t
n/t

In addition to the collection of regular rates, the utility will collect from its

customers a proportionate share of any privilege, sales, use, and franchise tax,

per Commission rule A.A.C. 14-2409(D)(5).

All items billed at cost shall include labor, materials and parts, overheads and all applicable taxes.

35

36

37

38

39

40

41

42

43

44

45

46

47

48

49

n/t - no tariff



Sunrise Water Co.

Test Year Ended December 31, 2007

Changes in Representative Rate Schedules

Exhibit: RU-RJ1

Schedule H-3 Rejoinder

Page 2

Jones

9/8/2008

Witness:

Revised:
Line

No.

Service Line and Meter Installation Charges Present

Rates Srv. Line

Proposed Rates

Meter Total

3/4" Meter

1" Meter

1 1/2" Meter

2" Meter (PD or Turbo)

2" Meter (Compound)

3" Meter and above

$

s

$

s

275.00

325.00

550.00

800.00

n/ t

n/t

$ 445.00

s 495.00

s 550.00

$ 830.00

s 830.00

At Cost

s 255.00

$ 315.00

s 525.00

s 1,045.00

s 1,890.00

At Cost

s 700.00

s 810.00

s 1,075.00

S 1,875.00

s 2,720.00

At Cost

1

2

3

4

5

6

7

8

9

10

11

12

13

All service line and meter advances shall include labor, materials and parts, overheads and all applicable taxes,

including gross-up taxes for Federal and State taxes, if applicable.

n/t - no tariff

Private Fire Service Present

Rates

Proposed

R3t€S1

4" Fire Line Servloe

6" Fire Line Servcie

8" Fire LineService

n/t
n/t
n/t

$

s

s

25.00

35.00

45.00

14

15

16

17

18

19

20

21

22

23

24

25

1 Sunrise has filed a tariff to establish Private Fire Service at the rates indicated.
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Arizona American Water Company - Anthem Water
Test Year Ended December 31, 2G05
Rate Base Adjustment LJG-5

Exhibit
Schedule B-2
Page 6
Witness: Gutowski

Maior Refund of Advance to Del W ebblpulte for 2005:

The agreement with Del Webb/Pulte requires that refunds be made based on
the number of ERU's connected as of the end of the year.

Based on the number of ERU's at the end of 2005, Arizona-American's potion
of the refund due to Del Webb/pulte is

Pro forma Refund of Advance for 2005 $3,068.71 g

Line
No.
1
2
3
4
5
G
T
8
g
10
11
12
13
14
to
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50

Workpapers:

•

\Schedules\06 std flag sch Anthem W ater.xls\
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Arizona American Water Company - Anthem1Agua Fria Wastewater
Test Year Ended December 31, 2005
Rate Base Adjustment LJG~5

Exhibit
Schedule B-2
Page 6
Witness: Gutowski

Major Refund of Advance to Del Webb/Pulte for 2005:

The agreement with Del Webb/pulte requires that refunds be made based on
the number of ERU's connected as of the end of the year.

Based on the number of ERU's at the end of 2005, Arizona-American's portion
of the refund due to Del Webb/Pulte is

Pro forma Refund of Advance for 2005 $1,315.165

Line

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
38
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50

Workpapers:

•

• \Schedules\06 std fang sch Anthem AF Wastewater.xls\



Sunrise Water Co.
Test Year Ended December 31, 2007
Income Tax Pro Forma for S-corp
Using Shareholder Tax Rate (Married Filing Jointly)

Exhibit:

Witness:

RU-RJ3

Jones

Calculation of Income Taxes at proposed Rates

Tax on

Shareholder

Wages on

Standalone

Basis

Test Year

Adjusted

Results

Adjusted
with Rate
Increase

Line

No.

1

2

3
4

5

6

7

8

9

$ (32,387) s 180,250

68,913

249,164

(9,042)

(4,200)

235,922

68,913

68,913

(9,042)

(4,200)

55,671

10

11

12

13

14

15

16

20,000

50,000

100,000

300,000

300,001

S18

864

191

518

864

1,680

5,763

s 1,573

17

Arizona Taxes

Sunrise Net Income

Shareholder Wages

Arizona Income

Arizona Standard Deduction

Arizona Personal Exemption

Arizona Taxable Income

ARIZONA INCOME TAXES:

2.59% BRACKET UP TO

2.88% BRACKET UP TO

3.36% BRACKET UP TO

4.24% BRACKET UP TO

4.54% BRACKET OVER

Arizona income Tax

Incremental Arizona Income Tax Attributal to Sunrise

s
s

8,825

7,253

s (32,387) s
s
s

18

19

20

21

22

23

24

25
26

Federal Taxes

Sunrise Net Income

Shareholder Wages

Federal Adjusted Gross Income

Greater of Standard Deduction or Arizona Tax

Federal Exemption
Federal Taxable Income

$
s

s
s

68,913

68,913

(10,900)

(7,000)

51,013 s

180,250

68,913

249,164

(10,900)

(7,000)

231,264

27

28

29

30

31

32

33

34

35

16,050

65,100

131,450

200,300

357,700

357,701

1,605

5,245

1,605

7,358

16,588

19,278

10,218

FEDERAL INCOME TAXES:

10% BRACKET UP TO

15% BRACKET UP TO

25% BRACKET UP TO

28% BRACKET UP TO

33% BRACKET UP TO

35% BRACKET OVER
Federal Income Taxes:

Incremental Federal Income Tax Attributable to Sunrise

s 6,850 s
$

55,046

48,19636

37

38

39
40

41

Total Incremental Income Tax Attributal to Sunrise

Overall Effective Tax Rate

s 55,449

30.7622%

42

43

44

45

46

47

48

s

Test Year Income Taxes, Per Books

Increase in Income Taxes

Adjustment to Revenues and/or Expense

Test Year Income Taxes, Adjusted

Increase in Income Taxes

Adjustment to Revenues and/or Expense s
55,449

55,449

49
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Sunrise Water Co.
Rate Case Expense

5/1/2009

Expenses through April 30, 2009

Date Reference Jrnl Trans Description Debit Amt

5/21/08

7/9/08

8/6/08

9/3/08

9/18/08

10/8/08

11/13/08

1/15/09

2/5/09

2/19/09

4/22/09

5599

5744

5820

5978

6026

6094

6223

6427

6501

6538

6751

CDJ
CDJ
CDJ
CD]
CDJ
CDJ
CD]
CD]
CDJ
CDJ
CD]
CDJ
CDJ

ARICOR WATER SOLUTIONS - Invoice: 08-133
ARICOR WATER SOLUTIONS - Invoice: 08-149
ARICOR WATER SOLUTIONS - Invoice: 08-165
ARICOR WATER SOLUTIONS - Invoice: 08-165
ARICOR WATER SOLUTIONS - Invoice: 08-169
ARICOR WATER SOLUTIONS - Invoice: 08-182
ARICOR WATER SOLUTIONS - Invoice: 08-191
ARICOR WATER SOLUTIONS - Invoice: 08-198
ARICOR WATER SOLUTIONS - Invoice: 08-203
ARICOR WATER SOLUTIONS - Invoice: 09-103
ARICOR WATER SOLUTIONS - Invoice: 09-114
ARICOR WATER SOLUTIONS - Invoice: 09-120
ARICOR WATER SOLUTIONS - Invoice: 09-128

555.00

1,480.60

6,210.00

6,000.00

8,624.10

786.25

7,062.40

4,148.65

1,202.50

1,259.55

1,216.90

508.75

11,753.85

9/18/08

10/29/08

6036

6173

CDJ
CDJ

B.J. COMMUNICATION, INC, . Invoice: 16492
B.J. COMMUNICATION, INC.. Invoice: 16538

600.00

1,104.47

4/8/09 6699 CDJ BERNARD & STALLMAN .. Invoice: 8045 278.53

6/26/08

9/3/08

9/18/08

10/29/08

12/4/08

1/7/09

1/15/09

4/16/09

5695

5971

6019

6168

6287

6401

6421

6715

CDJ
CD]
CDJ
CDJ
CDJ
CDJ
CDJ
CDJ

CRAIG A. MARKS PLC - Invoice: 346
CRAIG A. MARKS PLC - Invoice: 371
CRAIG A. MARKS PLC - Invoice: 383
CRAIG A. MARKS PLC - Invoice: 394
CRAIG A. MARKS PLC .. Invoice: 406
CRAIG A. MARKS PLC - Invoice: 413
CRAIG A. MARKS PLC - Invoice: 428
CRAIG A. MARKS PLC - Invoice: 446
CRAIG A. MARKS PLC - Invoice: 452

870.00

3,630.00

300.00

1,680.00

390.00

450.00

120.00

330.00

3,330.00

12/4/08 6290 CDJ J.D. CAMPBELL - Invoice: 11/08*41001 99,77

9/3/08

10/16/08

5972

6107

CDJ
CDJ

KWIK KOPY PRINTING .. Invoice: 6425 (1)
Kw11< KOPY PRINTING - Invoice: 6580 (1)

549.89

86.10

4/30/09 Ending Balance $ 64,627.31

Estimate of Cost to Finish

ARICOR Water Solutions

Prepare Rebuttal Testimony

Prepare and Attend Hearing

Post Hearing Schedules

Review and Comment Closing Brief

Attend Open Meeting

s 4,625.00

2,960

925

1,110

740

Craig A. Marks, PLC 15,000

Estimated Cost to Complete Rate Case $ 89,987.31

$Total Rate Case Cost

Amortization Period

Annual Rate Case Expense $

90,000.00

3.00

30,000.00
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1

2 WILLIAM A. MUNDELL
Chairman

3 JIM IRVIN
Commissioner

4 MARC SPITZER
Commissioner

6 Docket No. WS-04047A-01 -0713

NOTICE OF FILING
I

IN THE MATTER OF THE APPLICATION OF
FISHER'S LANDING WATER AND SEWER
WORKS. LLC FOR A CERTIFICATE OF
CONVENIENCE AND NECESSITY

F

9 i

10 On March 13, 2002, a hearing was held concerning the CC&N application of Fisher's

11 Landing Water and Sewer Works, LLC ("FLWSW"). In that hearing, Administrative Law Judge Phil

12 Dion decided to keep the record open for additional filings by the parties. During the hearing, there

13 was testimony regarding a pro forma income sheet for water & sewer service submitted by The

14 Arizona Corporation Commission ("Commission") Utilities Division ("Staff"). After the hearing

15 Staff was able to work with FLWSW to confirm the known and measurable quantities that were

16 identified at the hearing. Staff would respectfully request that the Revised pro forma income sheet

17 for water & sewer service (attached) be made a part of the record

18 RESPECTFULLY SUBMITTED this 2181. day of March, 2002

19

20

David Ronald
Attorney, Legal Division
1200 West Washington
Phoenix. Arizona 85007
Telephone: (602) 542-3402

i 24 Original anciten copies of the foregoing
filed this 21" day of March, 2002, with

Arizona Corporation commission

2 7

Docket Control
Arizona Corporation Commission
1200 West Washington
Phoenix. AZ 85007

DQCKETEO
MAR 3 3. 2002

i

\\ADMlN3000_1\DATA\SHARED\LEGAL\DRonald\pleadings\01 -0713nof2.doc



Copies pf the foregoing were mailed
this 21 day of March, 2002, to

3
Kenneth L. Allen
p. O. Box 466
Sonoita. AZ 85637

5
John C. Lacy
2525 E. Broadway Blvd., Suite 200
Tucson. AZ 85716-5300

8 Angola Bennéu

\\ADMIN3000_l\DATA\SHARED\LEGAL\DRonald\pleadings\01-0713nof2.doc



Fisher's Landing Water and Sewer Works
Docket No. WS-04047A-01 -0113

Revised Schedule All-1

PRO FORMA INCOME STATEMENT - WATER

OPERATING REVENUE
58.416Water Sales

Establishment Charges
Total Operating Revenue

$
$
$

40,000
8,000

48,000

$
$
$ 66.416

OPERATING EXPENSES
$ 24,000 $ 24.000

$ 4,800 $

$
$
$
$

3,000
2,400
2,000
2,500

$
s
$
$

$

$

2,400 $

4,000 $

Salaries & Wages
Purchased Sewer Treatment
Sludge Removal Expense
Purchased Power
Pumping Treatment
Sewage Treatment
Water Testing
Repairs and Maintenance
Office Supplies
Outside services
Rents
Transportation
General Insurance
Depreciation
Health & Life Insurance
Income Taxes
Property Taxes
Taxes Other than Property
Miscellaneous Exp
Total Operating Expenses

$ 1,200 $

$ 47,800 $

Operating Income or (Loss) 14.643

Other Income/Expenses
interest income
Other Income/Expenses
Interest Expenses
Other Expenses
Total Other Income/Expenses

Net Income/(Loss) 14.643



ACCT
no. Description

Depreciation
Rate

Plant Per
Company Depreciation

301
302
303
304
305
306
307
308
309
310
311
320

320.1
320.2
330

3330.1
330.2
331
333
334
335
336
339
340

340.1
341
342
343
344
345
346
347
348

Organization
Franchises
Land a Land Rights
Structures & Imps.
Collection & Impounding Resevoirs
Lake, River, Canal Intakes
Wells & Springs
Infiltration Gallaries
Raw W ater Supply Mains
Power Generation Equipment
Electric Pumping Equip
Water Treatment Equip

Water Treatment Plants
Solution Chemical feeder

Distr.Resw. & Standpipe
Storage Tanks
Pressure Tanks

Trans. & Distr. Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant Structure & Misc. Equip
Office Furniture & Equipment
Computer & Software
Transportation Equip
Store Equipment
Tool & Work Equip
Laboratory Equip
Power Operated Equip
Communications Equip
Misc. Equipment
Other Tangible Plant

20,000

I

3009,000

3.33%

2.50%

2.50%

3.33%

6.67%

2.00%

5.00%

12.50%
1,000

500
20,000
4,000

932,8003.33%

20.00%

333

400

15,000

20,000

07800

167
200

2.500

3,000

5002,500

300

120
6,000
1,200

1201 ,200

2.22%

5.00%

2.00%

3.33%

8.33%

2.00%

6.57%

6.67%

6.57%

5.00%

20.00%

4.00%

5.00%

10.00%

5.00%

10.00%

10.00%

0.00%

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

Gross Plant in Service 4,099$ 108,000 $

Fisher's Landing Water and Sewer Works
Docket No. WS-04047A-01 -0713
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Fisher's Landing Water and Sewer Works
Docket No. WS-04047A-01-0713

Revised Schedule All-3

Company

Proposed
$

Recommended

$
$

Monthly Usage Charge
5/8" X 3/4" Meter

3/4" Meter
1" Meter

1%" Meter
2" Meter
3" Meter
4" Meter
6" Meter

$

Flat Rates
Residential
Commercial

$
$

10.00
10.00

$
$

Service Line and Meter Installation Charges
5/8" x 3/4" Meter

3/4" Meter
1" Meter

1%" Meter
2" Meter
3" Meter
4" Meter
6" Meter

s
s
s

$ 50.00
$100.00
$ 75.00
$ 50.00
$ 25.00
$ 25.00

$
$
$
$
$
$

1.50%

Service Charges
Establishment
Establishment (After Hours)
Reconnection (Delinquent)
NSF Check
Meter Re-Read (If Correct)
Meter Test (If Correct)
Deferred Payment
Deposit Interest
Deposit
Re-Establishment (Within 12 Months)

6.00%

Monthly Service Charge for Fire Sprinkler
4" or Smaller
6

10
Larger than 10

Per Commission Rules (R14-2-403.B)
Months off system times the minimum (R14-2-403.D)
1.00% of Monthly Minimum for a Comparable Sized Meter Connection
but no less than $5.00 per month. The Service Charge for Fire Sprinklers
is only applicable for service lines separate and distinct from the primary
water service line
Ih addition to its regular rates and charges, the Company shall collect from its
customers their appropraite share of Privilege, Sales or Use Tax in accordance
with A.A.C. R14-2-409.D.5



Flsher's Landing Water and Sewer Works
Docket No. WS-04047A-01-0713

G 9
' v ' MA 1NCQME ATEMENT

Revised Schedule All-4

REVENUES
Flat Rate Revenues
Measured Revenues

80.400$
$
$

40,000
2,000

42,000

$
$
$ 82.400

Established Charges
Other Operating Revenue $

$
28,000
26,000

$
$

Total Operating Revenue $ 68,000 $ 82.400

$
$

24,000
30,000

$
$

24.000

$ 12,000 $ 12.000

$
$
$
$
$

4,800
2,000
2,500

12,000
2,400

$
$
$
$
$

12.000

$

$

5,000
1 ,000
1 ,800

$
$
$

OPERATING EXPENSES
Salaries & W ages
Purchased Sewer Treatment
Sludge Removal Expense
Purchased Power
Pumping Treatment
Sewage Treatment
Testing
Repairs and Maintenance
Office Supplies
Outside services
Rents
Transportation
General Insurance
Depreciation
Health & Life Insurance
Income Taxes
Property Taxes
Miscellaneous Exp
Total Operating Expenses $ 98,500 $ 74.420

Operating Income or (Loss) $ (30,500) $

Other Income/Expenses
interest income
Other Income/Expenses
\interest Expenses
Other Expenses
Total Other Income/Expenses

Net lncornel(Loss) $ (30.500> $



ACCT
no. Description

Depreciation
Rate

Plant Per
Company

Depreciation
Expense

301

354
355
360
361
382
363
364
365
366
367
370
371
374
375
380
381
382
389
390

390.1
391
392
393
394
395
396
397
398

Organization
Franchises
Land & Land Rights
Structures & Improvements
Power Generation Equipment
Collection Sewers - Force
Collection Sewers - Gravity
Special Collection Structures
Services to Customers
Flow Measuring Devices
Flow Measuring Installations
Reuse Services
Reuse Meter 8t Meter Installations
Receiving Wells
Pumping Equipment
Reuse Distribution Reservoirs
Reuse Transmission gt Distribution System
Treatment & Disposal Equipment
Plant Sewers
Outfall Sewer Lines
Other Plant & Misc. Equip
Office Furniture & Equipment
Computer & Software
Transportation Equip
Store Equipment
Tool, Shop & Garage Equip
Laboratory Equip
Power Operated Equip
Communications Equip
Misc. Equipment
Other Tangible Plant

799
1 ,250

$ 20,000
$ _
$ _

$ 24,000
$ 25,000
$ _

$ 150,000 3,000

20,000 400

10,000
14,000

833
466

3,000 200

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$2,500 500

6,000
1 ,200

20,000
1 ,200

240
60

2,000
60

3.33%
5.00%
2.00%
2.00%
2.00%
2.00%

10.00%
10.00%
2.00%
8.33%
3.33%
12.50%
2.50%
2.50%
5.00%
5.00%
3.33%
6.67%
6.67%
20.00%
20.00%
4.00%
5.00%

10.00%
5.00%

10.00%
10.00%

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
s
$
s
$
$
$
$
$
$

$
$
$
$
$
$
$

Gross Plant in Service $ 296,900 $ 9,809

Fisher's Landing Water and Sewer Works
Docket No. WS-04047A-01 -0713

Revised Schedule All-5

Gross Utility Plant in Service and Depreciation Schedule - Sewer



Fisher's Landing Water and Sewer Works
Docket No. WS-04047A-01-0713 Revised Schedule AH-6

Monthly Usage Charge
5/8" x 3/4" Meter

3/4" Meter
1" Meter

1%" Meter
2" Meter
3" Meter
4" Meter
6" Meter

Company

Proposed Recommended

Flat Rates
Residential
Commercial

10.00
50.00

$
$

Gallons included in flat rates

Service Line Connection Charge 350.00

50.00
75.00
50,00

$
$
$

Service Charges
Establishment
Reconnection (Delinquent)
Deposit
Deposit Interest
Re-Establishment (Within 12 Months)
NSF Check
Late Payment

$ 100.00
50.00

$
$

Per Commission Rules (R14-2-603.B.3)
In addition to its regular rates and charges, the Company shall collect from its
customers their appropraite share of Privilege, Sales or Use Tax in accordance
with A.A.C. R14-2-409.D.5



DOCKETED BY r I _\

p.

I

q

BEFORE THE m9933:3§@,88§i~f&n co1v1mIssIon
p C Ml

I

I
JUN 2 6 2002

l

E
I

1

2 WI.LLIALIV1 A. MUNDELL
C H A R M A N

3 J I M  m v l n
COMMISSIONER ,

4  MARC  SP ITZ E R
5 COMMISSIONER

6

7

IN THE MATTER OF THE APPLICATION OF
FISI-IER'S LANDING WATER AND SEWER
WORKS, LLC FOR A CERTIFICATE OF
CONVENIENCE AND NECESSITY.

DOCKET no. WS-04047A-01-0713

DECISION no. 64998

OPINION AND ORDER

March 12, 2002

Phoenix, Arizona

Philip J. Dion III

DeConcini ,  McDonald,  Yetwin & Lacy ,  P .C. ,  by  John
C. Lacy, on behalf of Fisher's Landing Water and Sewer
Works, LLC, and

David Ronald, Staff Attorney, Legal Division, on behalf
of the Utilities Division of the Arizona Corporation
Commission.

BY THE COMMISSION:

Having considered the entire record herein and being fully advised in the premises, the

Arizona Corporation Commission ("Commission") finds, concludes, and orders that:

1 FINDINGS OF FACT

1. On September 10, 2001, Fisher's Landing Water and Sewer Works, LLC. ("Fisher

Utilicy') filed an application for a Certificate of Convenience and Necessity ("Cer"rificate" or

r

1

"CC&N") to provide water and sewer services to portions of Yuma County, Arizona.

2. On October 23, 2001, the Commission's Utilities Division ("Staff") filed a Sufficiency

Letter indicating that Fisher Utility's application had met the sufficiency requirements per

Commission Rules.

3. On November 5, 2001, the Commission issued a Procedural Order that set the matter

i
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for hearing on January 23, 2002.

4. On December 6, 2001, Fisher Utility filed a Certificate of Mailing Notice to the
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2

3

4

5

6

7

8

l property owners within the proposed service area that complies with Commission rules.

5. On December ll, 2001, Sheppard Water Company, Inc. ("Sheppard") filed a Motion

to Intervene. Sheppard provides water service to the Martinez Lake Resort, which is adjacent to

Fisher Utility's proposed service area.

On December 26, 2001, the Commission issued a Procedural Order that granted

Sheppard's request for intervention.

7. On January 11, 2002, Staff filed a Motion to Continue the Hearing and Extend Time in

this matter, and Applicant did not object to such continuance..

On January 22, 2002, the Commission issued a Procedural Order that granted Staffs

10 Motion and continued the hearing until March 12, 2002 .

9 8.

11

12 10.

13 11.

ON February 14, 2002, Staff filed a Staff Report in this matter.

On March 7,2002, Fisher Utility filed objections to the Staff Repor1:.

On Mach 12, 2002, a full public hearing was held before a duly authorized

14

15

16

17

18
1

19

20 12.

21

22

23

24

25

Administrative Law Judge of the Commission at its offices in Phoenix, Arizona. At the conclusion of

the hearing, the matter was taken under advisement pending submission of a Recommended Opinion

and Order to the Commission. At the hearing, Fisher Utility agreed to waive the applicable timeline

for processing the application because the record was to be held open in order to allow Fisher Utility

and Staff to submit some late-tiled exhibits. Staff and Fisher Utility agreed to work together and tile

documents that would resolve the issues raised in the March 7, 2002 letter and during the hearing.

On March 15 and March 21, 2002, Staff and Fisher Utility submitted late-Filed

exhibits that clarified the legal description of the proposed service area, as outlined in Exhibit A

attached hereto, confirmed that Fisher Utility is currently delivering water that meets the water

quality standards required by the Arizona Department of Environmental Quality ("ADEQ") and

amended Fisher Utility's proposed rates and charges in this matter.

Fisher's Landing, Inc. ("Fisher Resor*t") is a resort and concession business on the

26 Colorado River that has a commercial lease with the State of Arizona

13.

Fisher Resort entered into a commercial lease with the Arizona State Land Department

in 1997. The lease terminates in May 2007. Fisher Resort leased the parcel of land to be used

14.

n

9.

6.
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I

2

exclusively for recreational facilities, including an RV and mobile home park, campsites, boat docks

and other recreational facilities. Fisher Resort pays the Arizona State Land Department a royalty on

3

4

gross receipts for the lease of the property

15. Fisher Resort has existing utility facilities in place that meet the current needs of the

5 resort. However, the Arizona State Land Department has requested Fisher Resort, as a condition of

6

7

8

9

10

the new long-term lease application, to provide water and sewer services to neighboring areas

including the Martinez Lake Resort and numerous private land owners. The areas surrounding Fisher

Resort rely on septic systems for wastewater disposal. Allowing Fisher Resort to extend sewer

facilities will begin to eliminate the reliance on septic tandy, which will provide greater water quality

protections over the long-tenn to the area

To accomplish the requirements proposed in the new long-term lease application

12 Fisher Resort formed Fisher Utility to obtain a Certificate to provide water and sewer services in its

11 16.

14 17.

15 18.

16

17

I 18
1

19

, 20

21

22 19.

23

24

25

26

13 proposed service area

Fisher Utility is wholly owned by Fisher Resort

At the hearing, Staff stated that the current utility service provided by Fisher Resort

was offered as part of a landlord-tenant agreement. Staff stated that because Fisher Resort was not

offering its services to the public, it did not need a Certificate. However, a Certificate would be

necessary if Fisher Resort provides service to Martinez Lake Resort and other private individuals

because Fisher Resort would no longer be sewing customers exclusively under a landlord-tenant

agreement. According to Staff; because Fisher Resort is not a regulated entity at this point, approval

of a sale and transfer of assets from Fisher Resort to Fisher Utility is unnecessary

Fisher Resort currently has an existing water system that consists of a well, a 10,000

gallon storage tank, booster system and a distribution system serving approximately 400 unmetered

customers. Staff Engineering concluded that the source supply has adequate production, but the

storage capacity will need to be increased, possibly to a total storage capacity of 150,000 gallons in

the near future

27 20. Fisher Resort currently has an existing sewer system that contains a lagoon with two

28 ponds, two lift stations and a collection system. Staff Engineering has evaluated the system and Has

64998
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2 21.

l concluded that the system has adequate capacity to serve the proposed service area

Both the water and sewer systems are currently in full compliance with ADEQ

Fisher Utility submitted a water plant-in-sen/ice value of $108,000 and the sewer

4 plant-in-service value of $596,900

3 22.~~~

5 23.

1

Fisher Util i ty stated that upon receipt of  its CC&N, Fisher Resort wil l transfer

6 $108,000 of existing water plant and $279,861 of existing sewer plant to Fisher Utility. Fisher Utility

7 contends that in order to provide sewer service to the Martinez Lake Resort, it would be necessary to

8 invest approximately $300,000 on a proposed batch plant. A Company representative indicated that

9 the shareholders would invest the proposed $300,000 of capital improvement in the form of equity

10 24. Staff recommended that the Commission find that the Fair Value Rate Base ("FVRB")

l l of Fisher Utility's water plant be $108,000

12 25. Staff also recommends that the Commission find that the FVR.B of Fisher Utility's

13 property devoted to sewer plant be $279,861

14 26. Fisher Resorts water system is not within any Active Management Area, and

15 consequently is not subject to reporting and conservation rules

16 27. Fisher Resort presently serves approximately 400 water customers and charges for

17 water service by including a flat monthly charge as a component of rent. Fisher Utility is proposing

18 to eliminate the water service charge from its rental fees and provide a separate water bill

19 28. Fisher Resort currently provides sewer service to 329 customers and charges a flat rate

20 that is included as a component of its rental charge. Fisher Utility is proposing to eliminate the sewer

21 service charge Nom its rental fees and provide a separate sewer bill

22 29. On March 29, 2002, Fisher Utility tiled a letter written by John Lacy, the attorney for

23 Fisher's Utility. The letter indicated dirt the Company had spoken with representatives of Sheppard

24 regarding a memorandum of understanding regarding Fisher Utility providing sewer service to the

25 customers of Sheppard at the Martinez Lake Resort. The letter indicates that Sheppard is unable to

26 work out such an agreement at this time. In the letter, Fisher Utility reiterated that it is willing to

27

28 '1 This includes a proposed capital improvement of$300,000 for a 75,000 god batch plant
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I

1 provide sewer service to Sheppard's customers at such time that Sheppard is ready to receive sewer

2 service and is willing to accept and pay for sewer service at such rates established by the

3 Commission.

4 30.
i

5

6

7 31.

9

11

12

13

Sheppard did not appear for the hearing. However, testimony was received that

indicated that Fisher Utility had spoken to a representative of Sheppard and that Sheppard was aware

of the hearing date of March 12, 2002.

In its application, Fisher Utility proposed a total operating revenue of $48,000, total

8 operating expenses of $47,800, for an operating income of$200 for the water company.

32. In its application, Fisher Utility proposed total operating revenue of $56,000, total

10 operating expenses of $98,500, for an operating loss of $30,500 for the sewer system.

33. On March 21, 2002, Staff filed a notice which stated that Staff was able to work with

Fisher Utility after the hearing to establish agreed upon figures for operating revenue, operating

expenses and net income, as well as rate designs for the water and sewer systems.

In dirt filing, Staff recommended, and Fisher Utility agreed to, an operating revenue14 34.

15 of $66,416, operating expenses of $51,770 for a net income of $14,646 for the water system. The

16

17

18
Q

19

increase of approximately $18,000 in operating revenue is attributable to Me increase in the Hat rates

charged to residential and commercial customers, as well as the institution of service line and meter

installation charges. The increase in operating expenses of approximately $4,000 is primarily

attnlbutable to an increase in income taxes.

l 20 35.

21
r

22

23

g

r
!

24

25

In the March 21, 2002 filing, Staff recommended, and Fisher Utility agreed to, an

operating revenue of $82,400, operating expenses of $74,420 for a net income of $7,980 for the

sewer system. The increase of approximately $26,000 in operating revenue is attributable to the

increase in the flat rates charged to residential and commercial customers, as well as the institution of

service line installation charges. The decrease in operating expenses of approximately $24,000 is

attributable to the exclusion of purchase sewer treatment expense.E
I
I
I

26

27

28 r
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1 36.

2 forth below:

Staff and Fisher Utility's agreed upon rates and charges for the water operations are set
\

NEW CUSTOMER SERVICE LINE
CHARGES:****
(Refundable pursuant to A.A.C. R14-2-405)
5/8" x W' Meter

w' Meter
1" Meter

1 W' Meter
2" Meter
3" Meter
4" Meter
6" Meter

$325.00
325.00
375.00
400.00
500.00
655.00
950.00

1,430.00

METER INSTALLATION CHARGES :
(Refimdable pursuant to A.A.C. R14-2-405))
5/8" x W' Meter

W' Meter
1" Meter

1 W' Meter
2" Meter
3" Meter
4" Meter
6" Meter

s 75.00
145.00
175.00
385.00
875.00

1,320.00
2,090.00
4,205.00

SERVICE CHARGE:

Establishment
EstablishmeNt (After Hours)
Reconnection (Delinquent)
Meter Test (If Correct)
Deposit
Deposit Interest
Reestablishment (Within 12 Months)
NSF Check
Deferred Payment (per month)
Meter Reread (If Correct)

30.00
45 . 00
35.00
30.00

*

*

* *

25.00
1.5%
25.00

i

4" or Smaller
6"
g"

l0"
Larger than 10"

* * *

* * *

# **

*=\=*

* * *

*

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28 r Per Commission rule A.A.C. R~14-2~403(B).

I 64998

I

i
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Months off system times the monthly minimum per Commission rule A.A.C. R14-2
403(D)

% of Monthly Minimum for a Comparable Size Meter Connection, but no less than
$5.00 per month. The Service Charge for Fire Sprinklers is only applicable for service
lines separate and distinct for the primary water sen/ice line
This charge shall he .assessed to customers that are added to the water system after the
date of this Decision

37.

6 set forth below

Staff and Fisher Utility's agreed upon rates and charges for the sewer operations are

7

8
Staff and Fisher Utility

Stipulated

MONTHLY USAGE CHARGE

10

11

12

14

5/8" x W' Meter
%" Meter

Meter
1 W' Meter

2 Meter
3" Meter
4 Meter

Meter
Flat Rates
Residential
Commercial16

Gallons Included in flat rates

Service Line Connection Charge 350.00

17

18

19

20

21

22

SERVICE CHARGE

24

Establishment
Reconnection (Delinquent)
Deposit
Deposit Interest
Reestablishment (Within 12 Months)
NSF Check
Late Payment

38.

Per Commission rule A.A.C. R-14-2-403(B)

Staff made the following recommendations

64998
DECISION NO
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That the Commission authorize Fisher Utility to charge the agreed upon rates and
charges for water service as stipulated to in Finding of Fact No. 36

That the Commission authorize Fisher Utility to charge the agreed upon rates and
charges for sewer service as stipulated to in Finding of Fact No. 37

That Fisher..Utility.install.meters for approximately 72 of its customers including
64 Private meters, 3 meters for the trailer parks and 5 meters for the commercial
customers, no later December 31, 2004? The remainder of the 400 customers may
remain unmetered, at this time, as Staff recognizes it is currently cost prohibitive
to meter Fisher Utility's customers that are either in mobile homes or RV trailers

That the Commission require Fisher Utility to begin monthly meter reading for the
metered customers by January 1, 2005

That the Commission require Fisher Utility to tile a back-flow prevention tariff
and a curtailment tariff for the water system within 90 days of a Decision in this
matter

That the Commission require Fisher Utility to submit a plan on how it will
increase its storage capacity to the Director of the Utilities Division within 365
days after the approximately 72 unmetered customers described above have been
metered

That the Commission require Fisher Utility to file for a rate case for both water
and sewer services no later than July31, 2006, based on a 2005 test year

That the Commission's Decision granting a Certificate be considered null and void
without further Order from the Commission should Fisher Utility fail to meet any
of the above conditions within the time specified

That Fisher Utility use the depreciation rates by individual NARUC category,
delineated in Tables l and 3 in the Staff Report

as

CONCLUSIONS OF LAW

Fisher Utility is a public service corporation within the meaning of Article XV of the

Arizona Constitution and A.R.S. §§40-250, 40-251, 40-281 and 40-282

The Commission has jurisdiction over Fisher Utility and the subject matter of the

application

Notice of the hearing was given in accordance with the law

There is apub1ic need and necessity for sewer and water service in the proposed

service area as set forth in Exhibit A

Fisher Utility is a fit and proper entity to receive a Certificate to provide water and

Fisher Utility shall be required to install meters within this timeframe for all subsequent private and commercial
customers connected to the systems, except for customers residing in mobile homes or RV trailers

64998
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1 sewer in the proposed service area

There are no other entities or public service corporations currently providing water

3 and/or sewer services to the proposed service area as set forth in Exhibit A

Staff recommendations contained in Findings of Fact Nos. 34, 35, 36, 37 and 38 are

5 reasonable

IT IS THEREFORE ORDERED that the Application of Fisher's Landing Water and Sewer

8 Works, LLC for a Certificate of Convenience and Necessity to provide water and sewer service in the

9 area of Yuma County, Arizona, as described in Exhibit A hereto, is approved subject to the

10 conditions set out in this Decision

l l IT IS FURTHER ORDERED that Fisher's Landing Water and Sewer Works, LLC shall

12 comply with Staffs recommendations as set forth in Findings of Fact No. 38

13 IT IS FURTHER ORDERED that Fisher's Landing Water and Sewer Works, LLC shall

14 charge initial rates and charges for water service as set forth below

15

16

17

18

NEW CUSTOMER SERVICE LINE
CHARGES
(Refundable pursuant to A.A.C. R14-2-405)
5/8" x Vi' Meter

w' Meter
1" Meter

1 W' Meter
2" Meter
3" Meter
4" Meter
6" Meter

$325.00
325.00
375.00
400.00
500.00
655.00
950.00
430.00

METER INSTALLATION CHARGES
(Refundable pursuant to A.A.C. R14-2-405))
5/8" X W' Meter

W' Meter
1" Meter

1 W' Meter
2" Meter
3" Meter

Meter
6" Meter

s 75.00
145.00
175.00
385.00
875.00
320.00

2.09000
4.205.00

64998
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SERVICE CHARGE :

s

3

t Establishment
Establishment (After Hours)
Reconnection (Delinquent)
Meter Test (If Correct)
Deposit
Deposit Interest
Reestablishment (Within 12 Months)
NSF Check
Deferred Payment (per month)
Meter Reread (If Correct)

30.00
45.00
35.00
30.00

*

*

* *

25.00
1.5%
25.00

Monthly Service Charge for Fire Sprinkler:
4" or Small
6 "

8 "

10"
Larger than 10"

*=l¢*

* * *

w e *

* * *

**=l=

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

***

****

Per Commission rule A.A.C. R-14-2-403(B).
Months off system times the monthly minimum per Commission rule A.A.C. Rl4-2-
403(D).
l% of Monthly Minimum for a Comparable Size Meter Connection, but no less than
$5.00 per month. The Service Charge for Fire Sprinlders is only applicable for service
lines separate and distinct for the primary water service line.
This charge shall be assessed to customers that are added to the water system after the
date of this Decision

IT IS. FURTHER ORDERED that Fisher's Landing Water and Sewer Works, LLC shall

20 charge initial rates and charges for sewer service as set forth below

Staff and Comnanv
Stimulated

Flat Rates
Residential
Commercial

20.00
50.00

Service Line Connection Charge 350.00

64998
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1

2

SERVICE CHARGES

3

4

Establishment
Reconnection (Delinquent)
Deposit
Deposit Interest
Reestablishment (Within 12 Months)
NSF Check
Late Payment

30.00

35.00

50.00
*

50.00

25.00
5.00

5

6

7

8

9

10

* Per Commission rule A.A.C. R-14-2-403(B).

1

11

12

13

14

15

16

17

18

19

20

21

22

23

24

IT IS FURTHER ORDERED that the aforementioNed rates shall become effective as of

August 1, 2002.

IT IS FURTHER ORDERED that Fisher's Landing Water and Sewer Works, LLC Certificate

of Convenience and Necessity shall be null arid void without further Order of the Commission if

Fisher's Landing Water and Sewer Works, LLC fails to comply with the conditions set forth in

Finding of Fact No. 38.

IT IS FURTHER ORDERED that Fisher's Landing Water and Sewer Works, LLC shall file

tariffs consistent with this Decision within 30 days of the effective of this Order.

IT IS FURTHER ORDERED that Fisher's Landing Water and Sewer Works, LLC shall notify

its customers of the rates and charges authorized herein and the effective date of same by means of an

insert in its first regular monthly billing and shall file a copy of said insert with the Utilities Division

Director within 30 days of the effective date of this Decision.

25

26

27

K

I
a

6499
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7

IT IS FURTHER ORDERED that Fisher's Landing Water and Sewer Works, LLC shall

3 collect from its customers their proportionate share of any Privilege, State, or Use Tax as provided

4 for in Commission Rules

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

6 BY ORDER OF THE ARIZONA CORPORATION COMMISSION

/ W/



1 SERVICE LIST FOR FISHER'S LANDING WATER AND SEWER WORKS
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5

Kenneth L. Alien
P.O. Box 466
Sonoita, Arizona 85637
Attorney for Fisher's Landing Water and Sewer Works, LLC

7

8

John C. Lacy
DeConcini, McDonald, Yetvvin & Lacy, P.C
2525 E. Broadway Blvd., Suite 200
Tucson, Arizona 85716-5300
Attorney for Fisher's Landing Water and Sewer Works, LLC

10

11

12

Wade Noble
1405 w. 16th Street
Yuma, AZ 85364
Attorney for Sheppard Water Company

13

Christopher C. Keeley, Chief Counsel
Legal Division
ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix. Arizona 85007

15

16

17

Ernest G. Johnson, Director
Utilities Division
ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix. Arizona 85007

18

19

20

22

24
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EXHIBIT A
FISI-IER'S LANDING WATER & SEWER WORKS, LLC

SERVICE AREA

All of Sectioiis 20 and 30, Township 5 South, Range 21 West of the Gila and Salt River
Base and Meridian, Yuma Cc>im'ty,." 'Ono

The Southeast Quarter and the East Half of the Southeast Quarter of the Southwest
Quarter of Section 19, Township 5 South, Range 21 West

DECISION NO. @4999
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FROM '. Ernest
Director
Utilities Division

I
i DATE : May 16, 2002

AMENDED STAFF REPORT FOR WINCHESTER WATER COMPANY, L.L.C.'S
APPLICATIONS TO TRANSFER A CERTIFICATE OF CONVENIENCE AND
NECESSITY AND A RATE INCREASE. DOCKET nos. W-=0 .57
AND W-04081A-02-0077 AND W~01939A-02-0077

4a@@*9

Attached is the Amended Staff Report for Winchester Water Company, L.L.C.'s
applications to transfer a Certificate of Convenience and Necessity and a Rate Increase

The Amended Staff Report revises the Staff Report filed on April 17, 2002. The
Amended Staff Report provides $4,285 additional revenue and an $3,388 increase in operating
income to recognize the company's need for significant capital improvements including a new
well and pumping facilities and a wellhead meter on the existing well

Staff recommends Commission approval on both matters.
recommendations at the scheduled hearing on May 16, 2002

Staff will support its

EG] :]DL:rdp

Originator: John D. Lawrence

Attachment: Original and ten copies

I

Arizona Corporation Commission

DOCKETED
MAY 1 72002

W-01939A~0]~0957



Service List for: WINCHESTER WATER COMPANY, L.L.C
Docket Nos. W-01939A-01-0957 and W-04081A-02-0077 and W-01939A-02-0077

i
I
i

Mr. George Fuel fer, PC
262 North Main
Tucson. Arizona 85701
Attorney for Winchester Water Co. L.L.C

Mr. Charles D. Cardinal
Winchester Water Company, L.L.C
6700 North Oracle Rd.. Suite 234
Tucson. Arizona 85704

i
I Mr. James M. Knox

Mr. Gary L. Campbell
Winchester Water Company
2656 North Grannen Road
Tucson. Arizona 85707

Mr. Christopher C. Keeley, Esq., Chief Counsel
Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix. Arizona 85007

I

MI. Ernest G. Johnson, Esq., Director
Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix. Arizona 85007

I

Ms. Lyn Farmer, Esq., Chief Administrative Law Judge
Hearing Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix. Arizona 85007

I
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EXECUTIVE SUMMARY

Winchester Water Company, L.L.C serves potable water to an average of 64 residential users in
a rural subdivision near Willcox. Arizona

The water system was acquired by Winchester in 1987. Winchester did not apply to transfer the
Certif icate of Convenience and Necessity ("CC&N") to operate the water system until the
present filing. The Commission records show the partnership of James M. Knox and Gary L
Campbell as the owner. Staff recommends approval of Winchester's CC&N transfer application

The Company is requesting rates that would increase revenue by 250 percent over Test Year
2000 revenues. Staff recommends rates Mat generate a 99 percent increase in revenue. This will
increase the typical bill by $8.18 from $9.63 to $17.81 for 5/8 X 3/4-inch customers with a
median use of 9,259 gallons. Staff is recommending an inverted three-tier rate structure to
encourage conservation

Customers have complained of low water pressure during periods of high usage. Engineering is
recommending that a second well and pumping facilities be installed within 18 months of any
order in this matter to resolve its inadequate source production and storage capacity

i

W-01939A-0]-0957



AMENDED STAFF REPORT
UTILITIES DIVISION

ARIZONA CORPORATION COMMISSION

i

II

1

i

1

l

WINCHESTER WATER COMPANY. L.L.C
DOCKET nos. W-01939A-01-0957

W-04081A-02-0077
AND W-01939A-02-0077

APPLICATIONS TO TRANSFER A
CERTIFICATE OF CONVENIENCE AND NECESSITY

AND A RATE INCREASE

I
l

MAY. 2002

1

i
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STAFF ACKNOWLEDGMENT

The Staff Repo11 for Winchester Water Company, L.L.C., Docket Nos. W-01939A-
01-0957, W-0408lA-02-0077, and W-01939A-02-0077, was the responsibility of the Staff
members listed below. John D. Lawrence was responsible for the review and analysis of the
Company's applications, recommended revenue requirement, rate base and rate design. Marlin
Scott, Jr. was responsible for the engineering and technical analysis. Richard Martinez was
responsible for reviewing the Commission's records on the Company, determining compliance
with Commission policies/rules and reviewing customer complaints filed with the Commission.
James Fisher was responsible for analyzing the CC&N transfer request.

_s

41

J D. Lawrence
Public utilities Analyst III

Marlin Scott, Jr.
Utilities Engineer

Richard Martinez
Pub Utils Consumer Analyst I

.r

< James Fisher
ecutive Consultant I
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EXECUTWE SUMMARY

Winchester Water Company, L.L.C serves potable water to an average of 64 residential users in
a rural subdivision near Willcox_ Arizona

The water system was acquired by Winchester in 1987. Winchester did not apply to transfer the
Certificate of Convenience and Necessity ("CC&N") to operate the water system until the
present filing. The Commission records show the partnership of James M. Knox and Gary L
Campbell as the owner. Staff recommends approval of Winchester's CC&N transfer application

The Company is requesting rates that would increase revenue by 250 percent over Test Year
2000 revenues. Staff recommends rates that generate a 99 percent increase in revenue. This will
increase the typical bill by $8.18 from $9.63 to $17.81 for 5/8 X 3/4-inch customers with a
median use of 9,259 gallons. Staff is recommending an inverted three-tier rate structure to
encourage conservation

Customers have complained of low water pressure during periods of high usage. Engineering is
recommending that a second well and pumping facilities be installed within 18 months of any
order in this matter to resolve its inadequate source production and storage capacity

t
I
I

i
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WINCHESTER WATER COMPANY, L.L.C.
Docket Nos. W-01939A-01-0957 and
w-04081A-02-0077 and W-01939A-02-0077
Page 1

9

Fact sheet

Companv Statistics:
i
I Original CC&N: Decision No. 35366, dated August 14, 1964

Current CC&N: Decision No. 46038, dated May 2, 1975
Current Rates: Decision No. 35366, dated August 14, 1964
Type of Ownership: Corporation

Location: Winchester Water Company is located in an unincorporated subdivision ten
miles northwest of Willcox in Cochise County.

Rates:
_s

Company Application Docketed: December 6, 2001
Current Test Year Ended: December 31 , 2000
Application Found Sufficient: February 14, 2002

Monthlv Charges:

Current
Rates

Company
Proposed

Rates

Staff
Proposed

Rates
Monthly Minimum Charge
(Based on a 5/8" X 3/4" meter) $7.50 $14.00 $11.35

Excess of Minimum- Per 1,000 Gallons $.50 N/A N/A
9

1,001 to 8,000 Gallons N/A $2.55 N/A

8,001 and up Gallons N/A $3.00 N/A'

1 to 8,000 Gallons N/A N/A $.65
)

8,001 to 13,000 N/A N/A $1.00

I
F

13,000 and up Gallons N/A N/A $1.25

Gallons in Minimum 5,000 1,000 0
l

l

l Customers :

Average number of customers in the Test Year: 64

W-01939A-01 -0957
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I
I
I
I
I
1

Notifications

Customer notification was mailed on December 10, 2001
I

c
| Complaints
I

i

No formal complaints have been filed against the Company

4

\

I

i

i

i

i
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WINCHESTER WATER LOMPANY. L.L.C
Docket Nos. W-01939A-01-0957 and
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Summary of Filing

The Test Year results, as adjusted by Staff, for Winchester Water Company, L.L.C
("Winchester" or "Company") show total operating revenue of $9,371 and a $2,894 operating
loss for no rate of return on an Original Cost Rate Base ("OCRB") of $20,911

Winchester's proposed rates produce operating revenue of $36,000 and operating income
of $25,590 for a 145.34 percent rate of return on an OCRB of $16,919. The Company's
proposed rates would increase the typical residential bill, with a median usage of 9,259 gallons
by $26.00, from $9.63 to $35.63, for an increase of 270 percent (Schedule 5, page 1 of 1)

Staff recommends rates that produce operating revenue of $18,677 that will provide the
Company with operating income of $5,110 for a 24.44 percent rate of return on an OCRB of
$20,9l 1. The typical residential bill, with a median usage of 9,259 gallons, would increase by
$8.18, or 84.9 percent, from $9.63 to $17.81

Companv Background

Winchester Water Company, L.L.C. is an Arizona Limited Liability Corporation engaged
in the business of providing residential potable water service. The Company does not hold a
Certificate of Convenience and Necessity ("CC&N") granted by the Commission

An initial CC&N for the water system was granted in Decision No. 35366, dated August
14, 1964. The initial rates remain in effect. The next CC&N for the system was granted in
Decision No. 46038, dated May 2, 1975. The system was subsequently sold to Charles Cardinal
the current president of Winchester, on September 30, 1987, who did not seek a new CC&N. Mr
Cardinal initially operated the system as a sole proprietorship until July 18, 1995, when
Winchester Water Company, L.L.C. was established

Attachment A details the processing and analysis of Winchester's application for a
CC&N transfer. Staff recommends approval ofdiis application

Consumer Services

Consumer Service records reflect that there were no Complaints or Inquiries made within
the last three years, but there were twelve opinions

The twelve opinions are all oppositions to the current proposed rate increase. These
customers called the Tucson office of the Commission expressing their concerns about the fact
that they encounter extremely low water pressure to their homes, especially during the late
afternoon and into the evening hours. These twelve opinions comprise approximately seventeen
percent of the Compares current customers

w-01939A-01 -0957
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A review of the Company's billing format indicates that it is not conforming to Arizona
Administrative Code ("AAC") Rules and Regulations, specifically R14-2-409 A 1. "Each utility
shall bill monthly for services rendered. Meter readings shall be scheduled for periods of not
less than 25 days or more than 35 days". One billing period during the test year covered 54 days

Compliance

According to the Arizona Department of Environmental Quality, as of February 22, 2001
Winchester's water system has no major deficiencies and is currently delivering water that meets
water quality standards as required by Arizona Administrative Code, Title 18, Chapter 4

The U.S. Environmental Protection Agency has proposed that the Arsenic standard level
be made 10 Parts per billion ("ppb") by 2006. The most recent laboratory analysis by the
Company at its supply well was 1.4 ppb, well within the proposed standard

Winchester's service area is not located in an Active Management Area and is not subject
to conservation and monitoring requirements

The Company is current on filing both its corporate and utility annual reports

Engineering Analvsis

A site inspection was conducted on February 14, 2002, by Marlin Scott Jr., staf f
Engineer, accompanied by Winchester president and operator, Charles Cardinal (See Attachment
B - Staffs Engineering Report)

The water system consists of a well, storage tank, booster system and distribution system
serving the Winchester Heights subdivision. Staff notes that the Company has inadequate source
production and storage capacity to serve its present customers. Engineering recommends that the
Company install a second well and pumping facilities and that these improvements should be
installed within 18 months. (See Attachment C- supplement to Engineering Report)

The site inspection further showed that there are sometimes more than one residential
unit per lot, but only one meter per lot. As a result, this showed a high usage per lot. Since the
system has no meter on the well head,.only an estimate of gallons pumped could be made. Water
loss was estimated at approximately 3.4 percent, which is considered acceptable

The Company's plant in service was evaluated to establish plant values for rate and
charge design. Several of the adjustments to rate base were made based upon Staff Engineerings
recommendations

W-0]939A-01 -0957
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Staff recommends that the Company file a Curtailment Plan Tariff, which generally
conforms to the tariff attached to the Engineering Report, for approval within 90 days after the
effective date of any decision and order pursuant to this proceeding.

I

I

Rate Base

I

As shown on Schedule 2, Page 1, Staffrecoznmends a rate base of $20,911, an increase of
$3,993 over the Company's proposed amount of $16,919. Staff's rate base calculation results
Nom adjustments to increase Plant-in-Service by $15,916, increase Accumulated Depreciation
by $4,899, increase Meter Deposits by $7,100 and increase cash working capital related to the
level of operating and maintenance expenses using the formula method by $76.

As shown on Schedule 2, page 2, Staffs increase to plant resulted from the following
adjustments: .

1. Structures & Improvements was increased by $1,996 to recognize fencing around the
well site.

2. A total of $7,465 was reclassif ied from the Wells & Springs account to Pumping
Equipment ($3,865) and Distribution Reservoirs ($3,600) to reclassify a well pump, a
booster pump and a storage tank f rom the cost of  a well  instal led in 1993 in
accordance with the National Association of Regulatory Util ity Commissioners
("NARUC") Uniform System of Accounts ("USOA").
A booster pump costing $377 was reclassified from Meters to Pumping Equipment.
Services was increased by $14,200 to recognize unrecorded meter installation costs
based on a Staff Engineering estimate.

3.
4.

Accumulated Depreciation was calculated by the Company using an overall rate of 12
percent, except for Meters at 5 percent. Winchester applied those percentages using-a declining
balance method. The declining balance method is not consistent with the NARUC USOA and a
12 percent depreciation rate is unjustified. Staff calculated Accumulated Depreciation using
Engineering's recommended depreciation rates, by account, and the estimated in-service dates
using the half-year convention. Staffs calculation resulted in a pro-forma adjustment that
increased the Accumulated Depreciation balance by $4,899.

I
I

Meter deposits was increased by $7,100 to recognize $100 meter installation and service
charges for each of the Company's 71 customers. The Company has not made any r e a d s  a s

required by R-14-2-405 (B). The rule requires a utility to refund 10 percent of initial Service
Line and Meter Installation Charges each year. Refunds are to be made as a credit to each
customer's bill rendered in November.

n

z
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Operating Revenues

Staff increased metered Water Revenue by $893 to reflect regular monthly billings by the
Company. The Company only bil led 10 times over the twelve month Test Year. Staffs
adjustment resulted in an $893 increase to $9,371 .

I Staff reduced Test Year Other Water Revenues from $1,810 to $0. Staff removed $195
from establishment charges for new service. The Company charged $15.00 for each new service
during the Test Year for new establishments, however, the Company had no tariff for
establishments. Staff further removed $1,615 for reMadable meter installation charges that the
Company erroneously recorded as revenue.1

Operating Expenses

Water Testing Expense was increased by $604 to $879 to reflect Staff Engineering's
calculation on an annual basis.

Depreciation Expense was increased by $201 to $1,869 to reflect Staff 's adjusted plant
balances and the application of recommended depreciation rates.

Income Tax expense was adjusted to $50 for the Test Year to reflect die filing fee for a
return with zero taxable income.

Revenue Requirement and Rate Design

Staff is recommending revenue of $18,677; a $9,306 or 99.31 percent increase over the
Staff adjusted Test Year operating revenue of $9,371. Staffs recommended revenue provides a
24.44 percent return on a rate base of $20,911 and an operating margin of 27.36 percent. Staff
recognizes the Company's situation and need for substantial capital improvements. Staffs
recommended revenue is sufficient to cover operations, maintenance and capital costs (Schedule,
1). '

I
1
I

Winchester's proposed minimum monthly usage charge ("minimum charge") includes
1,000 gallons. The current rates include 5,000 gallons in the minimum charge. Staff is
recommending that no gallons be included in the minimum charge. Winchester proposed an
inverted two-tier rate structure with a breakover point at 8,000 gallons. Staff is recommending
an inverted three-tier rate structure with breaker points at 8,000 and 13,000 gallons.

I

Staf f  recommends serv ice l ine and meter instal lation charges within the current
guidelines established by Engineering. Staff recommends service charges that are consistent
with those recently audiorized by the Commission for other water utilities. Staffs recommended
and the Company's proposed rates are presented on Schedule 4.

i

i
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Staff Recommendations

Staff recommends approval of Winchester's application for a CC&N following a hearing.

Staff further recommends approval of its rates and charges as presented on Schedule 4 of
this Report.

Staff further recommends that the Company be ordered to install a wellhead meter within
90 days after the effective date of any decision and order pursuant to this proceeding.

Staff further recommends that Winchester be ordered to install a second well and
pumping facilities to address its inadequate source supply and storage capacity issue with all
work being completed and in service within 18 months after the effective date of any decision
and order pursuant to this proceeding.. Winchester shall submit a copy of the Arizona
Department of Environmental Quality ("ADEQ") Approval of Construction to demonstrate
compliance with this recommendation within 30 days following its in-service date.

_s

Staff further recommends that its recommended rates be interim, subject to refund, until
such time as the utility is able to confirm installation of the wellhead meter within 90 days and
submits the ADEQ Approval of Construction for a second well widmin 18 months of the decision
in this case. .

Staff further recommends that the Company be ordered to perform meter readings on a
monthly basis in accordance with Arizona Administrative Code ("AAC"), specifically Rule R14-
2-409 (A)(1)-

Staff further recommends that the Company be ordered to immediately begin to refund
meter and installation charges in accordance with R-14-2-405 (B) and file sufficient evidence to
the Cornplifmce Section of the Utility Division by December 31, 2002 that refunds have been
made.

Staff further recommends that Winchester be ordered to adopt Staffs recommended
depreciation rates as shown in Attaclnnent B, Table 4, on a going-forward basis.

Staff further recommends that the Company be ordered to immediately maintain its books
and records in compliance with the National Association of Regulatory Utility Commissioners
Uniform System of Accounts.

Staff further recommends that Winchester file with the Commission a schedule of the
Company's new rates and charges within 30 days alter the effective date of any decision or order
in this matter.

W-0 l939A-01 -0957



WINCHESTER WATER cOMPANY, L.L.C.
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Staff further recommends that, in addition to the collection of the Company's regular
rates and charges, that Winchester be ordered to collect from its customers their proportionate
share of any Privilege, Sales or Use Tax as provided for in A.A.C. R14-2-409 (D).

Staff further recommends that the Company be ordered to file a Curtailment Plan Tariff
for approval by the Utilities Division Director within 90 days after the effective date of any
decision and order pursuant to this proceeding.

_s

W-01939A-01-0957



Company
as

Filed

Staff
as

Adjusted

$9,371
0
0

$8,478
0

1,810

$18,482
0

195

$34,190
0

1,810

$10,288 $9,371 $36,000 $18,677

$9,851
1,869

495
50

$9,247
1 ,658

495
0

$9,247
1,668

495
0

$9,851
1 ,869

495
1 ,352

$11,410 $12,265 $11,410 $13,567

$16,919

145.34%

$20.911

24.44%

N/AN/A

N/A N/A

68.31% 27.36%
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I
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Winchester Water Company, L.L.C.
`D0cke1 No. w-01939A-01-0957
Test Year Ended December 31, 2000

\

es

Schedule 1

»

- Present Rates »-
Company Staff

as as
Filed Adjusted

-- Proposed Rates --

Revenues:
Metered Water Revenue
Unmetered Water Revenue
Other Water Revenues

Total Operating Revenue _s

Operating Expenses:
Operation and Maintenance
Depreciation
Property & Other Taxes
Income Tax

Total Operating Expense

Operating Income/(Loss)
Q

Rate Base O.C.L.D. $16,919 $20,911

Rate of Return - O.C.L.D. -6.53% -13.84%

Times Interest Earned Ratio (Pre-Tax) N/A N/M

Debt Service Coverage Ratio (PreTax) N/A N/M

Operating Margin -10.91 % -30.88%

I

I
I

NOTES: 1. The times interest earned ratio (TIER) represents the abamy of the
Company to pay interest expenses before taxes.

I

2. Operating Margin represents the proportion of funds available to
pay interest and other below the line or non-ratemaking expenses.

I

I
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I Winchester Water Company, L.L.C
Docket No. W-01939A-01 -0957
Test Year Ended December 31. 2000
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Schedule 2
Page 1 of 3

Original Cost
Company Adjustment

Plant in Service $30,123 $15,916 $48,039

Acc um. Depreciation 14.127 19.026

Advances in Aid of Construction
Meter Deposits (Meter & Service Line)

Total Advances $7.100

Contributions Gross

Amortization of CIAC

Net CIAC

1/24 Power

1/8 Operation & Mai ft

inventory

Prepayments

Explanation of Acyustment
A- See Schedule 2, Page 2

B- See Schedule 2, Page 3

C- To recognize customer meter deposits not recorded by the Company

o- See Schedule 3, Page 1



Winchester Water Company, L.L.C
Docket No. w-01939A-01-0957
Test Year Ended December 31. 2000

Schedule 2
Page 2 of 3

Company
Exhibit Adjustment Adjusted

$0 $0 $0

14.965
1 .996

(7,465)
3.962

A
B
B

3.600 B

14.200
(377)

0

C
B

14.200

0

301 Organization
302 Franchises
303 Land 8< Land Rights
304 Structures & improvements
307 Wells & Springs
311 Pumping Equipment
320 W ater Treatment Equipment
330 Distribution Reservoirs & Standpipes
331 Transmission & Distribution Mains
333 Services
334 Meters 8¢ Meter Installations
335 Hydrants
336 Backflow Prevention Devices
339 Other Plant and Misc. Equipment
340 Office Furniture & Equipment
341 Transportation Equipment
343 Tools Shop & Garage Equipment
344 Laboratory Equipment
345 Power Operated Equipment
346 Communication Equipment
347 Miscellaneous Equipment
348 Other Tangible Plant

0

TOTALS $30,123 $15,918

Explanation of¢#ustment
A- To document fencing around the well site, not reported by the Company

B- 1.Company reported a lump sum amount of $14,965 for a well, well pump, booster pump
and storage tank installed in 1993. Staff Engineering reclassified costs to the following
accounts

a. W ell Pump
Booster Pump

b. Storage Tank

3,865 To Electric Pumping Equipment

$3,600 To Distribution Reservoirs

2. In addition, during the Test Year the Booster Pump was replaced for $377. This
amount had been misclassified by the Company in Meters

C- Staff Engineering established an amount for Services, since none were included by the
Company to reflect the cost of meter installations. 71 meters @ $200 each = $14,200



Struct 81 Imp 366 (366)
Wells & Springs 6,805 1 ,873 4,932
Pump Equip 1,844 6,132 (4,288)
Dist Resv 599 (599)
Mains 3,750 6,035 (2,285)
Services 1 ,224 (1 ,224)
Meters 414 B82 268
Other Intangible 1,314 2,115 (801)

$ 14,127 $ 19,026 $ (4,899)

s

Winchester Water Company, L.L.C.
Docket No. W-01939A-01 -0957
Test Year Ended December 31, 2000

Schedule 2
Page 3 of 3

4

Amount

J

Accumulated Depreciation - Per Company
Accumulated Depreciation - Per Staff

$14,127
19,026 A

I Total Adjustment

9

Explanation of Acyustment:

Balances were adjusted by Staff to apply recommended rates.

Accumulated Depreciaiton

Description Per Company Per Staff Difference

Total

a
4
l

I

I

I
|
I

I

A



l

Operating Expenses
601 Salaries and Wages
610 Purchased Water
615 Purchased Power
618 Chemicals
620 Repairs and Maintenance
621 Office Supplies & Expense
630 Outside Services
635 Water Testing
641 Rents
650 Transportation Expenses
657 Insurance - General Liability
659 Insurance - Health and Life
666 Regulatory Commisssion Expense - Rate Case
675 Miscellaneous Expense
403 Depreciation Expense
408 Taxes Other Than Income
408.11 Property Taxes
409 Income Tax

Winchester Water Company, L.L.C
Docket No. W-01939A-01~0957
Test Year Ended December 31. 2000

Revenues
461 Metered Water Revenue
460 Unmetered Water Revenue
474 Other Water Revenues

Total Operating Revenue

Total Operating Expenses

.m ¢~<¢~~.-~ r *

Company
Exhibit

$11,410

$10,288

$8,478

2

2

$0
0

Adjustments

$1 ,772)

(1,810)

(55917)

$893

$0
0

A

B

Schedule 3
Page 1 of 3

$12,265

Adjusted

$9,371

$9,371
0
0

Other Income/(Expense)
419 Interest and Dividend Income
421 Non-Utility Income
427 Interest Expense

XX ReservelReplacement Fund Deposit
426 Miscellaneous Non-Utility Expense

$0

I

Q
I

i

Total Other Income/(Expense)

bi4liM&Ii8*Ji1t'l(IJ



Struct a. lmpr $ 1,996 3.33% 66
Wells & Springs $ 7,500 3.33% 250
Pump Equip 377 280 $ 6,930 12.50% 860
Dist Resv $ 3,600 2.22% 80
Mains $ 6,035 2.00% FD
Services 4,786 $ 14,200 3.33% 393
Meters 1,066 $ 3,163 8.33% 219
Other Intangible $ 2,115 0.00% FD

I

Winchester Water Company, L.L.C
Docket No. W-01939A-01-0957
Test Year Ended December 31. 2000

Schedule 3
Page 2 of 3

METERED WATER REVENUE - Per Company
Per Staff

$8.478

Adjusted by Staff on a Pro-forma basis to reflect regular monthly
billings

OTHER WATER REVENUES
Per Staff

Per Company
($1,810)

Adjusted by Staff to reflect only fees approved by the Commission
The Company charged an Establishment Fee of $15 per new
connection. The Company recorded Meter Installation Charges
as revenue

WATER TESTING - Per Company
Per Staff

To reflect annual testing fees as calculated by Staff Engineering

DEPRECIATION - Per Company
Per Staff

Pro Forma Annual Depreciation Expense

$46,039Plant in Service
Less: non Depreciable Plant

Depreciable Plant $45,539

Description Additions Retirements Balance Expense

Total $ 45,539

Indicates the asset is fully depreciated
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Winchester Water Company, L.L.C
Docket No. W~01939A-01-0957
Test Year Ended December 31. 2000

Schedule 3
Page 3 of 3

I
I

INCOME TAX - Per Company
Per Staff

To reflect the cost of filing a corporate income tax return
with zero income

iI
I
I

Winchester Water Company, L.L.C



Winchester Water Company, L.L.C
Docket no. W-01939A-01-0957
Test Year Ended December 31. 2000

Schedule 4

Present -Proposed Rates

Rates Company
$7.50 $14.00

Monthly Usage Charge
5/8" x 3/4" Meter

3/4" Meter
Meter

1% Meter
Meter

3" Meter
4" Meter
6 Meter

Excess of Minimum - per 1,000 Gallons
1.001 to 8.000 Gallons
8,001 Gallons and UP
1 to 8.000 Gallons
8.001 to 13.000 Gallons
13,000 Gallons and UP

Gallons Included in Minimum

Service Line and Meter Installation Charges
Meter
Meter
Meter

kw' Meter
2" Meter
3" Meter
4" Meter
6 Meter

$100.00
120.00
160.00
300.00
400.00

$250.00
290.00
400.00
750.00

1 .000.00

$0.00 $15.00

0.00% 0.00%

Service Charges
Establishment
Establishment (After Hours)
Reconnection (Delinquent)
Meter Test (If Correct)
Deposit
Deposit Interest
Re-Establishment (Within 12 Months)
NSF Check
Deferred Payment
Meter Re-Read (If Correct)
Late Fee

0.00% 1 .50%

Per Commission Rules (R14-2-403.B)
Months off system times the minimum (R14-2-403.D)
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Gallons
Consumption

siérfwrcaposed

Median Usage

Average Usage

Winchester Water Company, L.L.C.
Docket No. W-01939A-G1 -0957
Test Year Ended December 31, 2000

Company Proposed

0
1,000
2,000
3,000
4,000
5,000
6,000
7,000
8.000
9,000

10,000
15,000
20,000
25,000
50,000
75,000

100,000
125,000
150,000
175,000
200,000

Average Number of  Customers:  64

a

f.. - -(\ -;::'-;~;*i'*-' l,.{;*L'},r:»L: . "1"\ *1"" *.1-43i.1» . \
=1:' i . u* 8 8-1= 4 -= 4 ~;*é§»...

General Serv loe  5 /8  X  3 /4

Present & Proposed Rates (Without Taxes)
General Service 5/8 x 3/4 - Inch Meter

1

Present
Rates

Gal lons

$7.50
1.50
7.50
7.50
7.50
7.50
8.00
8.50
9.00
9.50

10.00
12.50
15.00
17.50
30.00
42.50
55.00
67.50
80.00
92.50

105.00

13,585

g 259

Company
Proposed

Rates

s

$14.00
14.00
16.55
19.10
21.65
24.20
26,75
29.30
31.85
34.85
37.85
52.85
67.85
82.85

157.85
232.85
307.85
382.85
457.85
532.85
807.85

$11.79

Present
Rates

$9.63

- Inch M e t e r

Proposed
Rates

Increase

$ 2 2 2 8

85.7%
86.7%

120.7%
154.7%
188.7%
222.7%
234.4%
244.7%
253.9%
268.8%
278.5%
322.8%
352.3%
373.
426.2%
447.9%
459.7%
487.2%
472.3%
476.1% 18:

°=.1;;es
...,.,...-.,.;|3_39

1488

.93 s--

."35i3Q
41

9

34395

was

9989533

..._§I§; £ S
9 %,i§8§25§=§55

$35.83

$48.60

%

lngfea$e

$26.00

$36.81

3 6
6 7 8 9
9 9

$ 8  8

2 9

Rams

Dol lar

2

8

Staff

2

. 3

Schedule 5

Increase

Percent
Increase

51.3%
60.0%
68.7%
77.3%
86.0°A
94.7%
90.6%
87.1%
83.9%
84.7%
85.5%
92.4%

102.0%
108.9%
126.0%
133.1%
136.9%
139.3%
141.0%
142.2%
143.1%

270.0%

312.2%

84

4
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Winchester Water Company, L.L.C.
Docket No. W-01939A-01-0957

- Test Year Ended December 31, 2000

WIFA LOAN DATA:

Schedule 7

Loan Amount Requested

Down Payment:

Amount Financed: `

Number of years:

Interest rate (r):

$33,018

$0

$33,018

20

8.28%
Compounding Periods:

APR:

12

8.60%

».§:»s

LOAN AMORTIZATION SCHEDULE

Payments

I

Period

Loan

payment

(1)

Beginning-

of-month

principal

(2)

lntofB$t

I r 1 (2»1
(3)

Principal

1(1) I (3)]

(4)

End-of-month

principal

[(2) I (4)]

(5)

Annual

lnterut

(6)

Annual

Principal

m

Annual

Debt Payment

(8)

_s
1

2

3

4

5

6

7

8

9

10

11

12

$281.96

281.96

281.96

281.96

281.96

281.96

281.96

281,96

281.96

281.96

281.96

281.96

$33,018,00

32,963.87

32,909.36

32,854.48

32,799.22

32.74357

32,887.55

32.6314 14

32,574.33

32,517.14

32,459.55

32,401 .56

$227.82

227.45

227.07

226.70

226.31

225,93

22s,s4

225. 15

224.76

224.37

223.97

223.57

$54.13

54.51

54.88

55.26

55.64

56.03

56.41

56.80

57.19

57.59

57.99

58.39

$32,963.87

32,909.36

32,854.48

32,799.22

32,74357

32,687.55

32,631.14

32,574.33

32,517,14

32,459.55

32.401 .Se

32.34318 2,708566 674.82 3,383.48

:

I

I

I
I

I

I

S:/ARA~w&nanoeanalysis.XLS/Loan Calculation

i
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Attachment A
1
11
i SUMMARYOF

CC&N TRANSFER REPORT

r

WINCHESTER WATER COMPANY
DOCKET NO. W-04081A-02-0077

& W-01939A-02-0077

Winchester Water Company, an Arizona partnership engaged in providing water utility service
within portions of Cochise County, currently has 71 metered customers 10 miles northwest of the
community of Willcox

Winchester Water Company ("Winchester") and Winchester Water Company LLC ("Winchester
LLC") (collectively, "Applicants") tiled an application requesting approval for the transfer of
Winchester's assets and Certificate of Convenience and Necessity, ("CC&N") to Winchester

On September 30, 1987, James M. Knox and Gary L. Cmpbellageed to sell their interest in
Winchester to Charles D. Cardinal for the sum of $10.00. The sellers made no application for
regulatory approval of the CC&N transfer at that time, contrary to the requirements of the
Arizona Corporation Commission ("ACC"). However, the ACC requires every public service
company to File an annual report with the Utilities Division, and its records demonstrate that
subsequent to the 1987 transfer, Winchester consistently filed the required reports. In addition
by these annual reports, Winchester consistently informed die ACC that Charles D. Cardinal
retained ownership of Winchester

The Utilities Division has consistently reviewed die performance of the company as to whether
the customers will receive service that is equal to or better than the current CC&N holder in
considering the transfer of a CC&N. In this case the owners of the company agreed to receive
$10.00 for the entire system, whereas the new owner, Winchester L.L.C has continued to meet
the needs of the customers and provide substantial regulatory compliance

I

Staff recommends that the Commission approve Winchester's application for the transfer of
assets and Certificate of Convenience and Necessity to Winchester, LLC



Attachment A

CC&N TR.ANSFER REPORT

WINCHESTER WATER COMPANY
DOCKET no. W-04081A-02-0077

& W-01939A-02-0077

Introduction

On January 30, 2002, Winchester Water Company ("Winchester") and Winchester Water
Company LLC ("Winchester LLC") (collectively, "Applicants") filed an application with the
Arizona Corporation Commission ("ACC") requesting approval for the transfer of Winchester's
assets and Certificate of Convenience and Necessity, ("CC&N") to Winchester LLC

Background

Winchester is an Arizona partnership engaged in providing water utility service within
portions of Cochise County, Arizona. The Company was granted its initial CC&N on August 14
1964, in Decision No. 35366. Winchester L.L.C currently serves 71 metered customers 10 miles
northwest oldie community of Willcox

By this application, Winchester seeks authorization to transfer the water utility assets and
CC&N to Winchester L.L.C. On September 30, 1987, James M. Knox and Gary L. Campbell
agreed to sell their interest in Winchester to Charles D. Cardinal. Mr. Cardinal agreed to provide
the sum of $10.00 for the operating water plant and distribution system sewing lots 1 through
104 in Winchester Heights. On October 2, 1987, the parties executed a Warranty Deed
associated with the sale of Winchester. The sellers made no application for regulatory approval
of the CC&N transfer at that time, contrary to the requirements of the ACC

The ACC requires every public service company to file an annual report with the Utilities
Division. Utilities Division records demonstrate that subsequent to the 1987 transfer, Winchester
consistently Filed the required reports. In addition, by these annual reports, Winchester
consistently informed the ACC that Charles D. Cardinal retained ownership of Winchester

On July 18, 1995, Winchester L.L.C. was formed and filed Articles of Organization with
Corporations Division of the ACC

In considering die transfer of a CC&N, the Utilities Division has consistently reviewed
the performance of a company as to whether the customers will receive service that is equal to or
better than the current CC&N holder. 111 this case the owners of the company agreed to receive
$10.00 for due entire system. Winchester L.L.C has continued to meet the needs of the customers
and provide substantial regulatory compliance. Staff believes the transfer of the CC&N is in the
public interest



Arizona Department of Environmental Quality Compliance

Winchester has no major deficiencies and the ADEQ has determined that this system
PWS # 02-110, is currently delivering water that meets water quality standards required by
Arizona Administrative Code, Title 18, Chapter 4

Recommendations

Staff recommends that the Commission approve Winchester Water Company's
application for the transfer of assets and Certificate of Convenience and Necessity to Winchester
Water Company, LLC

Staff further recommends that the Commission require Winchester Water Company
L.L.C. to file revised tariffs reflecting the authorized rates and ownership of the utility



Attachment B
SUMMARY

OF
ENGINEERING REPORT

F o r
WINCHESTER WATER COMPANY

DOCKET no. W-01939A-01-0957 (Rates)
AND

DOCKET no. W-04081A-02-0077 (Sale/Transfer)

Attachment B is an Engineering Report for Winchester Water Company (Company). In
this report, Staff Engineering finds and recommends :

That a wellhead meter be installed on Well #1 within 90 days after the effective date of
any decision and order pursuant to this proceeding. See Section D, WATER USE.

Using Staffs adjustments in Table 1, Company's Plant-in-Service, as a guideline for
designing rates and charges for this rate proceeding. See Section F, EVALUATION OF
COMPANY'S PLANT-IN-SERVICE.

The Arizona Department of Environmental Quality has determined that the Company's
system has no major deficiencies and is delivering water that meets quality standards
required by Arizona Administrative Code, Title 18, Chapter 4. See Section G,
ARIZONA DEPARTMENT OF ENVrRONiV1ENTAL QUALITY COMPLIANCE.

Using Staffs water testing cost of $879 per year as shown in Table 2. See Section G,
ARIZONA DEPARTMENT OF Env11t<on1v1EnTAL QUALITY COMPLIANCE.

5. Adopting Sta.ff's proposed Service Line and Meter Installation Charges as shown in Table
3. See Section I, OTHERS.

6. Adopting Staffs recommended Depreciation Rates as shown in Table 4. See Section I,
OTHERS 0

That the Company submit a plan on how it will resolve its inadequate source supply and
storage capacity and this plan should be submitted to the Compliance Section of the
Utilities Division within 60 days Mer the effective date of any decision and order
pursuant to this proceeding. See Section I, OTHERS .

4.

7.

8.

3.

2.

1.

That the Company 'file a Curtailment Plan Tariff, as attached, for approval within 90 days
after the effective date of any decision and order pursuant to this proceeding. See Section
1, OTHERS.



Winchester Summary
March 13. 2002
Page 2

That although the prior owner sold this water company for $10.00 in August 1987, the
Company is requesting approval of this sale/transfer of the CC&N in junction with this
rate proceeding. Staff Engineering finds no engineering reason to not approve this sale
and transfer. See Section I. OTHERS

Richard Martinez
Engineering file
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ENGINEERING REPORT
FOR

WINCHESTER WATER COMPANY
DOCKET no. W-01939A-01-0957 (Rates)

AND
DOCKET no. W-04081A-02-0077 et.al. (Sale/Transfer)

A. PURPOSE OF REPORT

This report was prepared in response to rates and sale/transfer of the CC&N applications
filed by Winchester Water Company (Company). This report will provide a description of the
water utility system, evaluate its plant-in-service and growth potential, provide information on its
status with other regulatory agencies, and provide any other information which would impact its
ability to provide service to existing or future customers. Marlin Scott, Jr.,Staff Engineer, and
Richard Martinez, Staff Consumer Analyst, conducted a field inspection of the Company's water
system on February 14, 2002, in the accompaniment of Charles Cardinal, Manager for the
Company.

B. LOCATION OF COMPANY

The Company's water system is located 10 miles northwest of Willcox in Cochise
County with a certificated area covering approximately 1/4 square miles as shown in Figure 1.

I
I

Figure 1. Certificated Area

I

\

. 4
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Winchester Water Company
March 13. 2002
Page 2

DESCRIPTION OF SYSTEM

The water system consists of a well, storage tank, booster system and a distribution
system serving the Winchester Heights Subdivision. The well has an 8-inch casing to a depth of
300 feet and is equipped with a 3 horsepower (Hp) submersible pump having an estimated flow
rate of 35 gallons per minute (no wellhead meter). The well pumps into a 5,000 gallon storage
tank, through a 2-Hp booster pump and into a 2,000 gallon pressure tank before distribution into
the system. The Company served 71 metered connections with 14,075 feet of distribution mains
during the test year. A detailed plant-in-service (P-I-S) listing is shown in Table 1

WATER USE

Figure 2 details the Company's water use during the test year 2000. A high usage of 599
gallons per day (GPD) per connection and a low of 292 GPD per connection were experienced
for an annual average usage of 448 GPD per connection. The high usage is due to more than one
residential home located on some residential lots throughout the subdivision

Figure 2. Water Use

The Company reported ah estimated 11,000,000 gallons of water pumped and 10,632,000
gallons sold. This would result in an estimated non-account water level of 3.4 percent, which
Staff Engineering considers acceptable. Since the Company does not have a wellhead meter, the
reported gallons pumped is questionable. Therefore, Staff Engineering recommends a wellhead
meter be installed within 90 days after the effective date of any decision and order pursuant to
this proceeding

GROWTH PROJECTION

Figure 3 details the customer growth using linear regression analysis. The number of
service connections was obtained from annual reports submitted to the Commission. During the
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The in i t i a l  CC&N was granted to  Padula Water Company in  August  1964 and was la ter
t ransferred to  W inchester  Water  Company in  May 1975.  Th is  water  company ' s  ra tes and
charges have not  changed since the grant ing of  the CC&N back in 1964 and this present  rate
proceeding is the f i rst  rate adjustment  request .  The current  plant - in-service consists of  the
fo l l ow ing fac i l i t i es  in  Table  A.  S taf f  Engineer ing recommends us ing Table  A ' s  p lant  va lues as a
guidel ine for designing rates and charges for this proceeding.

F

test  year 2000,  the Company had 71 customers and i t  i s projected that  the Company could have
approximate ly  110 customers by 2005.

W inches t e r  W at er  Company
M arch  13 ,  2002
Page 3  ,

•

I
|
I

EVALUATION OF COMPANY'S PLANT-IN-SERVICE

( o ld Wel l  1 -64/94)

Table  1 .  Company ' s  P lant - i n -Serv i ce
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311 Electric Pumping Equipment 1 2,968
Well #1, 3-Hp sub. & 2~Hp b/p -93

1

»¢-»¢-_ - -

Well #1, 8" x 300 ft. -93 .
_.. .... . ... ... ......__._._ . _ - . _ _ - - 4 - - - - _  _ . _ _ . . . . - . . .

i II

'7,500fi£Q --_--_----un-nn-nn

s2,968
I

6,930
i
! 3,86538b2)

i(2-Hp booster pump -93) (2802l

2-Hp booster pump -00 i 377 g
8I:

0 L 3,600

36008

f

' 2a .
=~ ._....._.

ib3)

0330 Distribution Reservoirs & Standpipes

I 5,000 gallon storage tank -93
x2,000 gallon pressure tank -64 I

3.x
.

x i
I I

u
I331 x Transmission & Distribution Mains 6,035 6,035 6,035

* _ _ _ _ ,
1
x
I

.

I
: 2" ._ Plastic, 2,900 ft. -64

I i3" -. Plastic, 1,800 ft. -64 _i
i

I1
I

f1i4" -- Plastic, 8,600 ft. -64!
4
I

1
ii 6" _ Plastic, 775 ft. -64

|

I i
.
x:nu- u-'v--u--u-:.

II I

333 0Services
I

I

g,r

5:1;1
=r*°»¢@¢-.*"» '{}: . .~@1 x% " "14'v.*"4 ._

.|4
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I
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.

I
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I
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r
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x
|
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II
I
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I

|
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TOTALS: $30,123
i
1

i
I

I

I

$12,618 $46,039$33,421 igE

Winchester Water Company
March 13, 2002
Page 4

r

Notes: A) Company did not report this fencing in their application, however, Staff Engineering
requested a cost amount and added this plant item at $1 ,996 to die P-I-S.

B) Company reported a lump sum of $14,965 for a well, well pump, booster pump and storage
tank. Staff Engineering reclassified certain amounts as bl, be and be to resemble the actual
P-I-S.

C) Although the Company reported 71 metered connections, no plant amount was included for
Acct. 333 - Services. Therefore, Staff Engineering added $200.00 per meter installed for
Services, for a total of $14,200.

.s



Monitoring - 1 well
(Tests per 3 years, unless noted.)

Cost per
test

No. of tests
per 3 years

Total 3
year cost

Annual Cost

Bacteriological - monthly $15 36 540 180

Inorganics - Priority Pollutants $240 1 240 80

Radiochemical .- per 4 years
.*Ll `

3 ""*?1\ -  7 f
maw * " "

* -l  r 4%.» *¢

": :».;.,§:,»
'M'm

.re " 44 r gg-

.~.-..,.tg;»':' ' tr..=
kg:-H pi-

Gross Alpha $55 4 220 55

Phase II and V:
*.. \ Rh" . * =,4.,M.,

.38-~ Ff=:__~...,..-,..
.»....~?..¢̀ - 1 AW » ,

»
a4 1 :

=?zM'r : - a 1-n 4 .
:~*{-gjg§"*rf3=**»

Nitrate - annual $25 3 75 25

Nitrite ._ once per period $15 1 15 2

Asbestos - per 9 years $180 1 180 20

MAP IOns, SOCs, & VOCs MAP MAP MAP 350

Lead & Copper - annual $25 20 500 167

Total
J"'n;

-4~
»»

so

Zi
, $879

r

Winchester Water Company
March 13, 2002
Page 5 .

D) Company reported a total of $3,540 for meters, of which Staff removed $377 ($1,443~
$377=$1,066 for year 2000) for a new 2-Hp booster pump and reclassified this $377 amount
to Acct. 311 - Electric Pumping Equipment.

G. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY (ADEQ)
COMPLIANCE

Compliance Status: As reported by ADEQ on February 21 , 2002, the Company's water system,
PWS #02-l10, has no major deficiencies and the Company is currently delivering water that
meets water quality standards required by Arizona Administrative Code, Title 18, Chapter 4.

Water Testing: The Company reported its water testing cost at $275 during the test year. Staff
Engineering has evaluated the testing costs with consideration of ADEQ's Monitoring
Assistance Program (MAP) and when combined with other testing requirements, the total
estimated cost is $879. A breakdown of these costs for all testing requirements is shown in
Table 2.

Table 2. Water Testing Cost

J

Note: ADEQ's MAP invoice for the 2001 calendar year was $350.00.

Arsenic: The U.S. Environmental Protection Agency has announced that the arsenic standard in
drinking water will be reduced from 50 parts per billion (ppb) to 10 ppb by 2006. The most
recent lab analysis by the Company indicated that the arsenic level in its source supply at Well
#1 was 1.4 ppb. Based on this arsenic level, the Company is in compliance with the new arsenic
MCL.

.s



Meter Size Current Charges Proposed Charges Staff Recommendation

5/8 x3/4-inch $100 $250 $400

3/4-Meh $120 $290 $470

1 -inch $160 $400 $550

1/2-inch $300 $750 $785

2-inch $400 $1,000 $1,375
3-inch N/A $1,975
4~inch N/A $3,040
6-inch N/A $5,635

Acct. No. Depreciable Plant
Average
Service

Life (Years)

Annual
Accrual
Rate (%)

304 30 3.33

Winchester Water Company
March 13, 2002
Page 6

.I

H. ARIZONA DEPARTMENT OF WATER RESOURCES (ADWR) COMPLIANCE

The Company is not located in an Active Management Area as designated by ADWR and
therefore, has no AMA requirements.

1. OTHERS

Service Line and Meter Installation Charges

The Company is proposing to increase its service line and meter installation charges.
These proposed installation charges are less than Staffs typical guidelines and Staff recommends
its own amounts, which Staff discussed with the Company and the Company concurred with
during the field inspection:

Table 3. Service Line and Meter Installation Charges

Depreciation Rates

Staff Engineering recommends using its own guidelines for depreciation rates. These
rates should be used for annual accrual of depreciation expense on an account-by-account basis
upon adoption by the Commission. Table 4 shows the average service life and the annual
accrual rate for each depreciable account.

Table 4. Depreciation Rates

2.

1.

Structures & Improvements



306 Lake, River, Canal Intakes 40 2.50

307 Wells & Springs 30 3.33

308 Infiltration Galleries 15 6.67

309 Raw Water Supply Mains 50 2.00

310 Power Generation Equipment 20 5.00

311 Pumping Equipment 8 12.5

320 Water Treatment Equipment
320.1 Water Treatment Plants 30 3.33

320.2 Solution Chemical Feeders 5 20.0

330 Distribution Reservoirs & Standpipes ,Q 8.\4x L 8 . s 1

330.1 Storage Tanks 45 2.22

330.2 Pressure Tanks 20 5.00

331 Transmission & Distribution Mains 50 2.00

333 Services 30 3.33

334 Meters 12 8.33

335 Hydrants 50 2.00

336 Bacldllow Prevention Devices 15 6.67

339 Other Plant & Misc Equipment 15 6.67

340 Office Furniture & Equipment 15 6.67

340.1 Computers & Software 5 20.00

341 Transportation Equipment 5 20.00

342 Stores Equipment 25 4.00

343 Tools, Shop & Garage Equipment 20 5.00

344 Laboratory Equipment 10 10.00

345 Power Operated Equipment 20 5.0G

346 Communication Equipment 10 10.00

347 Miscellaneous Equipment 10 10.00

348 Other Tangible Plant

u-.w. »»-

305
-w .-..... ».».n»».¢» »..¢.~. * ..... - ».* ... 4.nm.

Collecting & Impounding Reservoirs 40 2.50

1

1 Winchester Water Company
March 13. 2002
Page 7

i
I
i
I

NOTE: Acct. 398, 01&1er TangH>1e Plant may vary from 5% to 50%. The depreciation rate wou&d
be set in accordance with the specific capital items in this account

Svstem Analvsis

The current well capacity of 35 GPM and storage capacity of 5,000 gallons could
adequately serve up to eight service connections. The system served 71 connections during the

test year 2000. To adequately serve the existing and future customers, the Company is
evaluating the possibility of adding another well site

Staff recommends that the Company submit a plan on how it will resolve its inadequate
source production and storage capacity. This plan should be submitted to the Compliance



Winchester Water Company
March 13, 2002
Page8 .

Section of the Utilities Division within 60 days after die effective date of any decision and order
pursuant to this proceeding.

Curtailment Plan Tariff

A Curtailment Plan Tariff is an effective tool to allow a water company to manage its
resources during periods of shortages due to pump breakdowns, droughts, or other unforeseeable
events. Since the Company does not have this type of tariff, this rate proceeding provides an
opportune time to prepare and file such a tariff. Staffrecomrnends that the Company file a
Curtailment Plan Tariff within 90 days after the effective date of any decision and order pursuant
to dies proceeding. This tariff shall be submitted to the Compliance Section of the Utilities
Division for review and approval. Staff also recommends that this tariff shall generally conform
to the sample tariff found as Attachment - CPT to this Engineering Report. Attachment - CPT is
offered as a template and Staff recognizes the suitability and right of the Company to modify this
attachment according to their specific management, operational, and design requirements.

Sale/Transfer of CC&N Application. W-04081A-02-0077

Winchester Water Company (W-1939) filed an application to transfer its CC&N to
Winchester Water Company, L.L.C. (W-4081). Although the prior owner sold aNs water
company for $10.00 in August 1987, the Company is requesting approval of dies sale/transfer of
the CC&N in junction with its rateproceeding. Staff Engineering finds no engineering reason to
not approve this sale and transfer.

t
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TARIFF SCHEDULE Attachment - CPT

I
I:
i

Utility
Docket No.:
Phone No

Winchester Water Company
W-04081A-02-0957

Tariff Sheet No
Decision No
Effective

1

I

1

I

8
3

9
1

CURTAILMENT PLAN FOR WINCHESTER WATER COMPANY

ADEQ Public Water System Number 02-110

Winchester Water Company ("Company") is authorized to curtail water service to all customers
residential and commercial, within its certificated area under the following terms and conditions

Stage 1 Exists When

i
! Company is able to maintain water storage in the system at 100 percent of capacity and there are

no known problems with its well production or water storage in the system

Restrictions: Under Stage 1, Company is deemed to be operating normally and no
curtailment is necessary

Notice Requirements: Under Stage I, no notice is necessary

Stage 2 Exists When

Company's total water storage or well production has been less than 80 percent of
capacity for at least 48 consecutive hours, and

Company has identified issues such as steadily declining water table, an increased draw
down threatening pump operations, or poor water production creating a reasonable belief
the Company will be unable to meet anticipated water demands in the system

Restrictions: Under Stage 2, the Company may request the customers to voluntarily
employ water conservation measures to reduce water consumption by approximately 50
percent. Outside watering should be limited to essential water, dividing outside watering
on some uniform basis (such as even and odd days) and eliminating outside watering on
weekends and holidays

Notice Requirements: Under Stage 2, the Company is required to notify customers by
delivering written notice door to door at each service address, or by United States first
class mail to the billing address or, at the Colnpany's option both. Such notice shall
notify the customers of the general nature of the problem and the need to conserve water
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Stage 3 Exists When:

Company's total water storage or well production has been less than 50 percenl of
capacity for at least 24 consecutive hours, and

Company has identified issues such as a steadily declining water table, increased draw
down threatening pump operations, or poor water production, creating a reasonable belief
the Company will be unable to meet anticipated water demand on a sustained basis.

Restrictions: Under Stage 3, Company shall request the customer to voluntarily employ
water conservation measures to reduce daily consumption by approximately 50 percent.
Al l  outside watering should be el iminated, except l ivestock, and indoor water
conservation techniques should be employed whenever possible.

Notice Requirements:

Company is required to notify customers by delivering written notice to each
service address, or by United States first class mail to the billing address or, at the
Company's option both. Such Notice shall notify the customers of the general
nature of the problem and the need to conserve water.

Beginning with Stage 3, Company shall post at least two (2) signs showing the
curtailment stage. Signs shall be posted at noticeable locations, like at the well
sites and at the entrance to the major subdivision served by the Company.

3. Company shall notify the Consumer Services Section of the Utilities Division of
die Corporation Commission at least 12 hours prior to entering stage 3.

b.

a.
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Stage 4 Exists When•

Company's total water storage or well production has been less than 25 percent of
capacity for at least 12 consecutive hours, and

Company has identified issues such as a steadily declining water table, increased draw
down threatening pump operations, or poor water production, creating a reasonable belief
the Company will be unable to meet anticipated water demand on a sustained basis.

Restrictions: Under Stage 4, Company shall inform the customers of a mandatory
restriction to employ water conservation measures to reduce daily consumption. Failure
to comply will result in customer disconnection. The following uses of water shall be
prohibited:

9
0
4
4
o

4

O

lrrigaNon of outdoor lawns, trees, shrubs, or any plant life is prohibited
Washing of any vehicle is prohibited
The use of water for dust control or any outdoor cleaning uses is prohibited
The use of drip or misting systems of any kind is prohibited
The filling of any swimming pool, spas, fountains or ornamental pools is
prohibited
Restaurant patrons shall be served water only upon request
Any other water intensive activity is prohibited

Notice Requirements:

Company is required to notify customers by delivering written notice to each
service address, or by United States first class mail to the billing address or, at the
Compa.ny's option, both. Such notice shall notify the customers of the general
nature of the problem and the need to conserve water.

Company shall post at least two (2) signs showing curtailment stage. Signs shall
be posted at noticeable locations, like at the well sites and at the entrance to the
major subdivision served by the Company.

Company shall notify the Consumer Services Section of the Utilities Division of
the Corporation Commission at least 12 hours prior to entering stage 4.

Customers who fail to comply with cessation of outdoor use provisions will be given a written
notice to end all outdoor use. Failure to comply with in two (2) working days of receipt of the
notice will result in temporary loss of service until an agreement can be made to end
unauthorized use of outdoor water. To restore service, the customer shall be required to pay all
authorized reconnection fees.

b.
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MEMORANDUM

DATE: May 2, 2002

TO: John Lawrence
Public Utilities Analyst III
Utilities Division

FROM: Marlin Scott, Jr:/V
Utilities Engineer
Utilities Division

SUPPLEMENT TO ENGINEERING REPORT FOR WINCHESTER
WATER COMPANY
DOCKET no. W-01939A-01-0957 (Rates) &
DOCKET nos. W-01939A-02-0077 and W-04081A-02-0077
(S ale/Transfer)

_s

This memorandum is a supplement to my Engineering Report, dated March 13,
2002, for the above referenced consolidated cases. This supplement will address
Winchester Water Company's ("Company") inadequate source production and storage
capacity of its water system and will recommend a solution to resolve these inadequacies
for consideration in this proceeding.

Discussion

Gr April 30, 2002, the Company responded to Staff Engineeu:fng's data request
with new and additional information that is as follows:

I

Wellhead meter: The Company's estimated cost to install a 1-l/2-inch
meter on the existing well was estimated at $1 ,185. (In the Staff Report,
Staff recommended this meter be installed within 90 days alter the
effective date of any decision in this proceeding.)

2. New well pump: In 2001, outside the Test Year, Well #1 's submersible
pump was replaced with a new and larger pump, The old 3-Hp pump (at
35 rpm) was replaced with a new 5~Hp submersible pump (at 45 rpm).

RE:

3.

1.

Cost of second well: One option to address the inadequacy of the storage
capacity is to add a new source to the system. The Company provided an
estimated cost of $31,833 for this second well and its pumping facilities.

w .
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Additional Storage Capacitv: The other option to address the inadequate
storage capacity is to add additional storage capacity. The Company
provided a cost of $45,000 for a 66,000 gallon storage tank.

1

l

with the installation of a new well pump, the current well capacity of 45 rpm
now adequately serve up to 86 connections (using 0.52 rpm/connection). The system
served 71 connections during the test year 2000. However, the current storage capacity
of 5,000 gallons can only adequately serve up to eight connections (using 600
god/connection). The 0.52 rpm and 600 god factors per connection were calculated
using the Colnpany's Water Use Data Sheet that was submitted with the rate application.

To resolve the inadequacy of the storage capacity, the Company can add a new
well ($31,833) to the system or increase its storage capacity to 66,000 gallons ($45,000).
According to the Company, if a decision were to be made, the Company would select the
new well option.

Recommendation

Staff Engineering concurs with the Company that a second well source for this
water system is the best solution. This second well will not only resolve the inadequate
storage capacity, but more importantly will provide a backup source and supplemental
source for this system. For these reasons, Staff Engineering recommends that a second
well at a cost of $3 l ,833, which is reasonable, be considered in this proceeding.

Staff Engineering further recommends that a wellhead meter (at an installation
cost of $l,l85) also be considered and that the Company be ordered to install this meter
on its Well #1 within 90 days after the effective date of any decision and order pursuant
to this proceeding. Staff believes that the estimated cost of $1,l85 is reasonable.

Engineering File
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IN THE MATTER OF THE APPLICATION OF
JAMES M. KNOX AND GARY L. CAMPBELL
D/B/A WINCHESTER WATER COMPANY FOR
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WINCHESTER WATER COMPANY, L.L.C.
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Arizona Corporation.. Up.

BEFORE THE ARIZONA C MMISSION

SEP 242002

IN THE MATTER OF THE APPLICATION OF
WINCHESTER WATER COMPANY, LLC, FOR
AN INCREASE IN RATES.

DOCKET no. W-04081A-01 -0957

DOCKET no. W-04081A-02-0077
W-01939A-02-0077

DECISION no. 65219

OPINION AND ORDER

May 16 and July 17, 2002

Tucson, Arizona

Teena Wolfe

Mr. Charles Cardinal, Member and General Manager,
Winchester Water Company, LLC; and

Ms. Lisa VandenBerg, Legal Division, on behalf of the
Utilities Division Staff of the Arizona Corporation
Commission.

1

2 WILLIAM A. MUNDELL
CHAIRMAN

3 JIM IRVIN
COMMISSIONER

4 MARC SPITZER
5 COMMISSIONER

6

7

.8

9

10

ll DATESOFHEARING:

12 - PLACE OP HEARING:

13 ADMINISTRATWE LAW JUDGE:

14 APPEARANCES :
15

16

17

18

19 On December .6, 2001, Winchester Water Company, LLC ("Winchester" or "Company")

20 filed with the Arizona Corporation Commission ("Commission") an application for an increase in its

21 rates ("Rate Application"). On January 4, 2002, the Colnmission's Utilities Division Staff ("Staff")

22 filed a letter informing Winchester that its rate application was insufficient and listing the

23 deficiencies. One of the deficiencies Staff listed was that Winchester does not hold a Certificate of

24 r Convenience and Necessity ("CC&N").

On January 30, 2002, James M. Knox and Gary L. Campbell, Partners, db Winchester

26 I Water Company, tiled with the COmMission an application for approval of the sale of assets and

27 | transfer of the partnership's CC&N to Winchester ("CC&N Transfer Application")

BY THE COMMISSION:
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On February 14, 2002, Staff notified Winchester that its Rate Application was

administratively complete.

On March 15, 2002, a Procedural Order was issued granting Staff's February 13, 2002

request to consolidate the Rate Application with the CC&N Transfer Application, and setting the

consolidated matters for hearing.

On April 17, 2002, Staff tiled a Staff Report in the consolidated dockets, recommending

7 approval of the CC&N Transfer Application and making recommendations on the Rate Application.

8 On May 10, 2002, Staff made a filing in the docket indicating that it believed amendments to

9 its Staff Report were needed.

10 On May 16, 2002, a hearing was convened as scheduled before a duly authorized

l l Administrative Law Judge of the Commission. No members of the public appeared to make public

12 . comment. Evidence was taken on the CC&N Transfer portion of the consolidated docket. The

13 hearing on the Rate Applicationportion of the consolidated docket was continued pending the filing

14 of an amended Staff Report and the re-noticing of the Rate Application to Winchester's customers,

15 to include the revised level of Staffs recommended rate increase. »

16 On May 17, 2002, Staff filed an Amended Staff Report. Winchester provided notice to its

17 customers of a new hearing date and the revised level of Staffs recommended rate increase,

18 pursuant to a Procedural Order issued on May 20, 2002. No intervention requests were received. -

19 The continued hearing was held as scheduled on July 17, 2002 before a duly authorized

20 Administrative Law Judge of the Commission. Winchester and Staff appeared and preseNted

21 evidence on the Rate Application. No members of the public appeared to make public comment.

22 Following the hearing on July 17, 2002, the consolidated matters were taken under advisement

23 pending the submission of a recommended Opinion and Order to the Commission.

24 I * * * *

25 Having considered the entire record herein and being bully advised in the premises, the

26 Commission finds, concludes, and Orders that:

27 FINDINGS OF FACT

28 Winchester is an Arizona public service corporation that currently provides water

* * * =\= * * *
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1 utility service to approximately 71 metered residential customers in an unincorporated subdivision

2 called Winchester Heights, located ten miles northwest of Willcox, Cochise County, Arizona.

3 2. The Commission granted a CC&N to James M. Knox and Gary L. Campbell, General

4 Partners db Winchester Water Company ("Partnership") in Commission Decision No. 46038 (May

5 3, 1972) for the service tem'tory that Winchester LLC currently serves. Mr. Charles Cardinal, who is

6 a member of Winchester LLC, acquired the water system in 1987 from the Partnership. The

7 Commission did not approve the 1987 sale of assets, and the CC8:,N is still held by the Partnership.

8 3. The current rates were established in Decision No. 35366 (August 14, 1964), when

9 the Commission granted the original CC&N for the service territory to Joseph V, Padula.

10 4. On December 6, 2001, W inchester LLC f i led the Rate Appl ication with the

11 Commission.

12 » 5. On January 30, 2002, the Partnership filed the CC&N Transfer Application.

13 6, On February 13, 2002, Staff tiled a Motion for Consolidation of the Rate Application

14 wi th the CC&N Transfer Application, and on February 14, 2002, Staff tiled a letter informing

15 Winchester that its. Rate Application was sufficient, and classifying the Company as a Class E

16 Ut i l i ty.

7.

On April 11, 2002, Winchester mailed notice of its rate application and notice of" the

1
1

17 On March 15, 2002, a Procedural Order was issued granting Staffs consolidation

18 request, setting die consolidated matters for hearing, and establishing associated procedural

19 deadlines. r

20 8.

21 CC&N transfer application to its customers.

22 9. On April 17, 2002, Staff tiled its Staff Report on the consolidated matters.

On May 10, 2002, Staff made a f il ing in the docket indicating that it believed23 10.

24 amendments to its Staff Report were necessary.

25 11. On May 16, 2002, a hearing was convened as scheduled. No members of the public

26 appeared to make public eminent. Staff stated that it would be filing an amendment to its Staff

27 Report, to include a change in its recommended rates. Evidence was taken on the CC&N Transfer

28 Application portion of the consolidated docket, but the hearing on the Rate Application portion Of

65219
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1 the consolidated docket was continued, pending the filing of an amended Staff Report and the re-

2 noticing of the Rate Application to Winchester's customers, to include the revised level of Staflf's

3 recommended rate increase.

4 12. On May 17, 2002, Staff tiled an Amended Staff Report, which included revised rate

5 recommendations but no changes to its recommendations regarding the CC&N Transfer Application.

6 13. On May 20, a Procedural Order was issued setting the continued hearing date and

7 associated procedural deadlines.

8 14. On August 15, 2002, Winchester docketed proof of public notice of the July 17, 2002

9 continued hearing on the Rate Application portion of this consolidated docket. The public notice

10 included the percentage of Winchester's requested rate increase as well as the percentage of Staff' s

11 recommended rate increase. No intervention requests were received.

12 . . 15. , On October 2, 1987, the Partnership transferred its water utility assets to Charles D.

13 Cardinal as payment for a debt..The bill of sale listed ten dollars for the sale price, but at the hearing

14 on the CC&N Transfer Application, Mr. Cardinal testif ied that the water uti l i ty assets were

15 transferred to him as partial payment for a building Mr. Cardinal had constructed for the Pa.rtnership .

16 Mr. Cardinal testified that no record exists containing the actual amount of the debt, and that he

17 cannot remember the exact amount. Prior to the January 30, 2002 tiling of the CC&N Transfer

1-8 Application, no request for approval of the 1987 sale was tiled with the Commission.

19 16. In the Staff Report, Staff stated that subsequent to the 1987 sale of assets, Mr.

20 Cardinal consistently filed Annual Reports with the Commission, listing Charles D. Cardinal as the

21 owner of the company.

22 17. On July 18, 1995, Winchester Water Company, LLC (the company referred to herein

23 as "Winchester" or "Company") was formed. Subsequent to the formation of Winchester, the

24 Annual Reports filed with the Commission listed Winchester Water Company, LLC as the owner of

25 the company.

26 18. Mr. Cardinal is the general manager of Winchester. He reads meters, sets meters, and

27 makes system repairs. Winchester also has a certified operator.

28 19. Staff believes that approval of the request to transfer the water utility assets and

65219
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2

3

4

CC&N from the Partnership to Winchester is in the public interest.

20. Winchester is capable of providing water utility service to the service tem'tory

currently certificated to the Partnership.

21. Winchester's Rate Application utilized a test year ending December 31, 2000.

22. Based on test year results for the year ended December 31, 2000, as adjusted by Staff,

6 Winchester realized an operating loss of $2,894.

7 23. The Company proposed an increase in revenues of $26,629, for total Operating

8 Revenues of $36,000, and Operating Income of $25,590, for. a 145.34 percent rate of return on an

9 original cost rate base ("OCRB") of$l6,9l9.

10 24. In Staff"s first Staff Report, Staff recommended an increase in revenues of $5,021, for

11 total Operating Revenues of $l4,392, and Operating Income of $1,722, for an 8.23 percent rate of

12 . return on an OCRB of$20,911.

13 25. In its Amended Staff Report, Staff recommended an increase in revenues of $98306,

14 for total Operating Revenues of $18,677, and Operating Income of $5,110, for a 24.44 percent rate

15 ofretum on an OCRB of$20,9l 1. »

16 26. Following the first customer notification of Winchester's Rate Application, twelve

17 customers contacted the Tucson Consumer Services office. Eleven of those twelve customers stated

18 an opposition to the rate increase. Following the second customer notice of the Rate Application,

19 which included the revision to the amount of Staffs recommended rate increase, no customers

20 contacted the Commission. The customers who contacted the Commission expressed concerns with

21 very low water pressure to their homes, especially during the late afternoon and into the evening

22 hours. The Commission's Consumer Services records reflect that, aside from the twelve opinions,

23 within the last three years, no complaints have been tiled against the Company, and no inquiries

24 have been made regarding the Company.

25 27. Winchester testified at the hearing that the Company is operating at a loss, and a rate

26 increase is necessary just lo Maintain' the current level of service. Mr. Cardinal stated that the

27 Amended Staff Report has addressed, to a large degree, the system's need for improvement and

28 upgrades, and that the Staff recommendations in the Amended Staff Report and at the hearing were

5
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2

reasonable.

28. Winchester's system consists of one well, one storage tank, a booster system, and a

3 distribution system.

29. Staf f  est imates the f low rate of  the wel l  to be 35 gal lons per m inute ("rpm"),  but

I

I

4

5

6 Winchester be required to install a wellhead flow meter on its existing well in order to allow for

7 accurate measurement of water pumped for operating and ratemaddng purposes, and that the meter

8 should be installed within 90 days of this Decision. The Company agreed with this recommendation

9 at the hearing. Staff believes that the Company's estimated cost of $1,185 is reasonable.

10 30. Based on an evaluation of the reported gallonage sold in the test year compared to the

l l system's well capacity and storage capacity, Staff determined that Winchester's system has

12 inadequate source production and storage capacity. Staff noted that although the system served 71

because there is no meter on the wellhead, the actual flow rate is unknown. Staff recommends that

g

I

13 connections during the test year, the system's current storage capacity of 5,000 gallons can only

14 adequately serve up to eight conNections, based on a high usage of approximately 600 gallons .per

15 day ("god") per connection, as reflected in the Company's Water Use Data Sheet.'

16 31. Staf f  s tated that  to rem edy the Com pany's inadequate water  storage problem ,

17 Winchester could either add a new well and pumping facilities to the system, at an estimated cost of

18 $31,833, or add a 66,000 gal lon storage tank, at an estimated cost of $45,000. In addition -to

19 resolving the problem of  inadequate storage capaci ty,  instal lat ion of  an addi t ional  wel l  would

20 provide a backup source and a supplem ental  source for the water system. Staff therefore

21 recommends that the Company be ordered to install a second well and pumping facilities, and that

22 these improvements should be instal led within 18 months of this Decision. The Company agreed

23 with this recommendation at the hearing. Staff believes the Company's estimated cost of $31,833 is

24 reasonable.

25 32. Staff's review of the Company's billing format indicates that it is not in compliance

26 with Commission rule A.A.c§ R14-23409(Al(1), in that one billing period during the test year

27

28
1 Staff noted that the high usage per connection is due to the fact that more than one residential home is located on some
residential lots in the subdivision Winchester serves.

65219
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1 covered 54 days, which is greater than the maximum 35 days allowed by the rule. Staff therefore

2 recommended that the Company be ordered to perform meter readings on a monthly basis in

3 accordance with Commission rules, specifically with A.A.C. R14-2-409(A)(1). At the hearing, the

4 Company stated that it understands the problem and has already undertaken efforts to comply with

5 the rule.

6 33. Ki its review of the Rate Application, Staff noted that the Company has not made any

7 meter installation refunds as required by Commission rule A.A.C. R14-2-405(B). The rule requires

8 a utility to repay an annual credit of 10 percent of initial service line and meter installation charges,

9 said credit to be applied to the bills rendered in November of each year until Nilly paid, and said

10 credit to commence the month of November for all meter installation charges received during the

11 previous calendar year. Staff recommends that Winchester be required to immediately begin to

12 . refund collected meter and installation charges in accordance with A.A.C. R14-2-405(B), and to file

13 wider the Compliance Section of the Utilities Division, by December 31, 2002, sufficient evidence

14 that the refunds have been made. We agree with Staff and will order that the Company immediately

15 begin crediting all delinquent meter installation refunds to the customers to which they are owed,

16 and that all the Company's refund credits shall be brought current no later than the date the

17 Company issues its November 2002 bills. Any amounts that cannot be refunded due to an inability

1-8 to locate the customer should be placed in an interest-bearing account to be used Only for the

19 alternative purpose offending system improvements, in the event the customers owed the refunds

20 cannot be located by the date the Company issues its November 2004 bills. »

21 34. W inchester stated at the hearing that i t  est imates the costs of  the system

22 improvements at approximately $40,000. Winchester's witness testified that the Company intends to

23 pursue financing for the improvements recommended by Staff] and that it understands Mat it must

24 obtain Commission approval to enter into a financing agreement for a term of greater than one year.

25 . w .

26 . . .

27 , ..

28

_ . n
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35. Winchester's present and proposed rates and charges, as well as Staffs recommended

rates and charges, are as follows:

3

4
Present
Rates

Proposed Rates

Company Staff
MONTHLY USAGE CHARGE:

L

5

6

7

8

9

10

$7.50
7.50

$14.00
14.00

\
)

i

5/8"x W' Meter
%" Meter
1" Meter

1 W' Meter
2" Meter
3" Meter
4" Meter

' 6" Meter

$11.35
15.00
20.00
33.00
67,00

101.00
161.00
308.00

11

12
Commoditv Charges
EXcess of Minimum - Per 1,000 gallons
1,001 to 8,000
8,001 and up Gallons .
1 to 8,000 Gallons
8,001 to 13,000
13,001 and up Gallons

$.50
N/A
N/A
N/A
N/A
N/A

N/A
2.55
3.00
N/A
N/A
N/A

N/A
N/A
N/A
.65

1 .00
1 .25

Gallons in Minimum 5,000 1,000 0

SERVICE LINE AND METER INSTALLATION CHARGES1
(Refundable pursuant to A.A.C. R14-2-405)

l
I
I

$100.00
120.00
160.00
300.00
400.00

$250.00
290.00
400.00
750.00

1,000.00

n

I

13

14

15

16

17

18

19

20

21

22

23

24

,5/8" x %" Meter
%"Meter
1" Meter

1 W' Meter
2" Meter
3" Meter
4" Meter
6" Meter

$400.00
470.00
550.00
785.00

1,375.00
1,975.00
3,040.00
5,635.00

SERVICE CHARGES :
I

I 25

26

27

Establishment _
Establishment (After Hours)
Reconnection (Delinquent)
Meter Test (If Correct)
Deposit

$15.00
85.00
25.00
10.00

*

$25.00
40.00
25.00
25.00

*

28
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1

2

3

_Deposit Interest
Reestablishment (Within 12 Months)
NSF Check
Deferred Payment (p Er month)
Meter Re-Read (If Correct)
Late Payment Charge -- per month

*
*m

15.00
1.50%

10.00
5.00

*

**

10.00
1.50%
10.00

1.50%

Per Commission Rule (A.A.C. R14-2-403(B)).
Months off system times the minimum (A.A.C. R14-2-403(D)).

4

5

6 Staff Engineering evaluated the Company's plant in service. Staff recommends that

7 the Company's proposed plant in service account be increased by $l5,916, for a total plant in service

8 balance of $46,039. Staffs adjustment included the establishment of a balance of $14,200 in the

9 Services account, to reflect the costs of meter installations, which were previously unrecorded.

10 Staffs recommended adjustments to plant in service are reasonable and we will adopt them.

l l 37. Staff made an adjustment increasing the Company's accumulated depreciation

12 ' balance by $4,899, for a balance of $19,026. This pro-forma adjustment reflects the use of Staff"s

13 by-account depreciation rates and the estimated plant in-service dates using the half-year convention.

14 Staffs adjustment corrects the Company's use of a declining balance methodology, which is not

15 consistent with the National Association of Regulatory Utility Commissioners ("NARUC") Uniform

16 System of Accounts, and corrects the Company's use of an overall depreciation rate of 12 percent,

17 with the exception of a five percent rate that the Company used for the meters account. Staff

18 increased the Company's meter deposits account from $0 to $7,l00, to recognize $100 meter

installation and service charges, for each of the Company's 71 customers, as advances

38. With the deduction of $19,026 in accumulated depreciation from Winchester's plant

in service amount of $46,039, Winchester's adjusted net utility plant in service balance is $27,013

36.

Deductions to rate base total $7.100, for meter installation advances, and total additions are $998, for

a cash working capital allowance, resulting in an adjusted original cost rate base ("OCRB") of

$20,911. Based on its filing, Winchester's OCRB is the same as its fair value rate base ("FVR.B")

and we therefore determine Winchester's FVRB to be $20,9l 1

39. Staff adjusted the Company's proposed test year Operating Revenues downward by

$917. This adjustment resulted from an $893 increase to metered water revenue to reflect regular

65219
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1 Monthly billings, and from an $1,810 reduction to other water revenues to remove fees collected but

2 not approved by the Commission.

3 40. Staff made three adjustments to test year Operating Expenses, detailed below,

4 resulting in a net increase of $855 to the Company's tiling of $11,140, for total adjusted test year

5 Operating Expenses of $12,265.

6 41. Staff adjusted the Company's proposed depreciation expense to reflect use of the

7 revised by-account depreciation rates that Staff Engineering recommends. Staff also adjusted water

8 testing expense to reflect annual testing fees as calculatedly Staff Engineering, and increased

9 income tax expense to reflect the cost of filing a corporate income tax return with zero income.

10 42. Staff's adjustments to test year Operating Revenues and Operating Expenses are

l l reasonable and we adopt them. As adjusted, Winchester had test year Operating Revenues of $9,371

12 and test year Operating Expenses of $12,265, for an adjusted test year operating loss of`$2,894.

13 43. Staff recommended an increase in revenues of $9,306, for total Operating Revenues

14 of $18,677, which with total Operating Expense of $13,567, results in a recommended operating

15 income of $5,110, for a 24.44 percent rate of return on an OCRB of $20,91 l.

16 44. Staff believes that system improvements are necessary in order for the Company to

17 provide adequate service to its customers, and has recommended that the Company be ordered to

18 make the improvements as it recommends in Findings of Fact Nos. 29 and 31 above. Staff has

19 recommended rates that would provide revenues sufficient to allow the Company to service the debt

20 necessary to complete the recommended improvement projects. Staff calculated how much

21 operating income would be necessary to service a loan to make the recommended improvements by

22 assuming the Company would take a loan at an interest rate of 8.28 percent for a term of 20 years.

23 To protect Winchester's customers, Staff recommended that the rates be interim and subject to

24 refund until such time that the Company confirms that the necessary improvements have been

26 The CompaNy proposed several increases to its Service Charges.

27 recommended service line and meter installation charges that are consistent with those recently

28 authorized by the Commission for other water utilities. Staff recommended service charges are

25 completed.

45. Staff has

65219
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reasonable and we will adopt them.

46. Winchester currently has a rate design consisting of a single tier commodity rate

structure with 5,000 gallons included in the monthly charge. The Company proposes a rate design

comprised of a two-tier, inverted block commodity rate structure with 1,000 gallons included in the

monthly minimum charge. Staff recommends adoption of a three-tier, inverted block commodity

rate structure with no gallons included in the monthly minimum charge, with rates designed to

recover its recommended revenue requirement. Staff believes that its recommended rate design will
I

encourage conservation. We agree that Staf'f"s recommended three-tiered rates are appropriate in

this case and will adopt Staffs proposed rate design.

47. The average monthly water usage in the test year was 13,585 gallons, and the median

1

2

3

4

5

6

7

8

9

10

11 usage was 9,259 gallons.

12 .. 48; The Company's proposed rate increase would increase the monthly bill of the

13 average~usage customer by $36.81, from $11.79 to $48.60, and would increase the monthly bill of

14 die median-usage customer by $26.00, from 9.63 to $35.63 .

15 49. Staff's recommended rate increase would increase the monthly bill of the average-

16 usage customer by $10.49, from $11.79 to $22.28, and would increase the monthly bill of the

17 median-usage customer by $818, from 9.63 to $17.81.

18 50. Staff recommends that its proposed rates and charges appearing on Schedule 4 of the

19 Staff Report be approved, and that the Company be ordered to file with the Commission a schedule

20 of its new rates and charges within 30 days of this Decision. Staff further recommends, however,

that the new rates be made interim, subject to reMind, until such time that the Company confirms

22 installation of the wellhead meter, as recommended by Staff, and submits the ADEQ Approval of

23 Construction for the second well, as recommended by Staff, within 18 months of this Decision.

51.

21

24 We agree that the rates approved herein should be interim pending completion of the

25 improvement projects, as Staff recommends. In addition, however, because the Company has

26 indicated that it must obtain fmancing'for the interim projects, and because Staffs recommended

27 rates include revenues for debt service, the rates should also be subject to refund if the Company

28 fails to timely arrange for the necessary financing,

65219
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1 52.

2

3

4
i
11 5

6

Staff believes that its proposed rates will produce an operating income sufficient to

cover operations, maintenance, capital costs and debt service on the necessary system improvements.

With the safeguard of interim rates subject to refund pending the Company's filing of a financing

application, and pending the filing of evidence that the Company has made the ordered capital

improvements, we End this methodology reasonable in the circumstances of this case, and find that

it results in rates that are just and reasonable. We will therefore adopt Staffs proposed revenue

7 requirement.

8 53. Staff made the following additional recommendations:

9

a.
10

that the Company be ordered to file, within 90 days of this Decision, a curtailment plan
tariff similar to the one shown in Attachment CPT of the Engineering Report attached to
the Staff Report;

11

12 I

that Winchester be ordered to adopt, on a going-fowvard basis, the by-account
'depreciation rates as shown on Table 4 of the Engineering Report attached to the Staff
Report;

13

14
that the Company be` ordered to immediately begin maintaining its books and records in
accordance with the NARUC Uniform System of Accounts; and

15

16

17

d. that the Company be ordered to collect from its customers their proportionate share of
any Transaction, Privilege, Sales, or Use Tax as provided for in A.A.C. R14-2-409(D) in
addition to the collection of its regular rates and charges.

As reported by the Arizona Department of Environmental Quality ("ADEQ"),54.

1-8 Winchester's water system has no deficiencies and is currently delivering water that meets the water

19 quality standards required by Title 18, Chapter 4 of the Arizona Administrative Code.

20 55. Staff reports that Winchester's most recent lab analysis indicates that the arsenic level

21 in its source supply was 1.4 parts per billion ("ppb"). Based on this arsenic level, the Company is

22 well within compliance with the U.S. Environmental Protection Agency's new Maximum

23 Contaminant Level for arsenic of 10 ppb, effective in 2006.

24 56. Winchester is not located in an Active Management Area.

25 57. Winchester is current on all property and sales taxes.

26 58. Winchester is current with Commission filing requirements.

27 59. Staffs recommendations in Findings of Fact Nos. 29, 31, 32, 33, 50, and 53 are

28 reasonable, and we will adopt them.

A

b.

c.
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1

2 l . Winchester and the Partnership are public service corporations within the meaning of

3 Article XV of the Arizona Constitution and A.R.S. §§ 40-281 and 40-282.

4 2. The Commission has jurisdiction over Winchester and the Partnership and the

5 subject matter of the consolidated applications.

6 2.

CONCLUSIONS OF LAW

3.

Notice of the applications was provided as required by law.

There is a continuing need for water utility service in the Partnership's certificated7

8 area. .

9 , 4. Winchester is a fit and proper entity that is ready, willing and able to assume the

10 responsibility of providing water utility service within the Partnership's presently certificated areas,

11 and approval of the transfer of assets and the requested transfer of the CC&N is in the public

12 interest.

13 5.

14 53 should be adopted.

6. Winchester should be ordered to tile a financing application for the capital

Staff"s recommendations as set forth in Findings of Fact Nos. 29, 31, 32, 33, 50, and

15

16 improvements ordered herein.

17 7. To protect Winchester's customers and to ensure that necessary system improvements

18 are timely made, the rates and charges authorized herein should be authorized on an interim basis

19 subject to rebind pending Winchester's filing of a financing application and providing evidence of

20 the completion of the improvements.

21 8.

22 . approved.

The rates and charges authorized herein are just and reasonable and should be

H
ORDER23

24 IT IS THEREFORE ORDERED that the application for approval of the sale of assets and

25 transfer of the Certificate of Convenience and Necessity from James M. Knox and Gary L.

26 Campbell, General Partners; db Winchester Water Company to Winchester Water Company, LLC

27 is hereby approved.

28

65219
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IT IS FURTHER ORDERED that Winchester Water Company, LLC shall file with the

Commission, on or before October 1, 2002, the following schedule of rates and charges:

1

2

3

4

5

MONTHLY USAGE CHARGE:

5/8" x W' Meter
v." Meter
1" Meter

1 W' Meter
2" Meter
3" Meter
4" Meter
6" Meter

$11.35
15.00
20.00
33.00
67.00

101.00
161.00
308.00

Commoditv Charges
1 to 8,000 Gallons
8,001 to 13,000
13,001 and up Gallons

$.65
1.00
1.25

SERVICE LINE AND METER INSTALLATION CHARGES:
(Refimdable pursuant to A.A.C: R14-2-405)

5/8" x %" Meter
%" Meter
1" Meter

1 W' Meter
2" Meter
3" Meter
4" Meter
6" Meter .

$400.00
470.00
550.00
785.00

1,375.00
1,975.00
3,040.00
5,635.00

SERVICE CHARGES:

l l

$25.00
40.00
25.00
25.00

*

*

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

Establishment
Establishment (Acer Hours)
Reconnection (Delinquent)
Meter Test (If Correct)
Deposit
Deposit kxterest

ReestablishMent (Within 12 months)
NSF Check
Deferred Payment (per month) -
Meter Re-Read (If Correct) ` .
Late Payment Charge - per month

V .

* *

10.00
1.50%
10.00

1.50%

Per Commission Rule (A.A.C. R14-2-403(B)).
Months off system times the minimum (A.A.C. R14-2-403(D)).

65219
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IT IS FURTHER ORDERED that the above rates and charges shall be effective on an

2 interim basis for all service provided on and after October 1, 2002, and shall become permanent only

3 after Winchester Water Company has timely complied with all of the following three Ordering

4 Paragraphs.

i 5 IT IS FURTHER ORDERED that Winchester Water Company, LLC shall file with the

6
Commission, within 30 days of this Decision, a complete financing application to cover the costs of

7

8
the capital improvements ordered herein.

9
IT IS FURTHER ORDERED that Winchester Water Company, LLC shall, within 90 days of

10 this Decision, tile documentation, with the Compliance Section of the Commission's Utilities

11 Division, confirming the installation of a wellhead flow meter on its existing well in order to allow

12 for the accurate measurement of water pumped for operating and ratemaking purposes.

13
IT IS FURTHER ORDERED that Winchester Water Company, LLC shall, within 18 months

14
of this Decision, file documentation, with the Compliance Section of the Commission's Utilities

15

16
Division, confirming the installation of a second well and pumping facilities. The confirming

17 documentation shall be a copy of the Arizona Department of Environmental Quality Approval of

18 Construction for the installation of the second well and pumping facilities.

19 IT IS FURTHER ORDERED that if Winchester Water Company, LLC fails to timely file

20 any of the documentation as ordered in the three Ordering Paragraphs above, that Winchester Water

21
Company, LLC shall immediately cease charging the interim rates authorized herein, and shall begin

22

23
charging the rates approved in Decision No. 35366 (August 14, 1964).

IT IS FURTHER OR.DERED that if Winchester Water Company, LLC fails to timely file the
24

25 documentation as ordered in the three Ordering Paragraphs above, that Winchester Water Company,

26 LLC shall file with the Commission, by March 30, 2004, a plan for the full refund to its customers,

27 by September 30, 2004, of the amount of revenues collected by the interim increase in rates

28 authorized herein.9

1
I
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IT IS FURTHER ORDERED that Winchester Water Company, LLC shall immediately begin

performing meter readings on a monthly basis in accordance with Commission rules.

1

2

3

4

IT IS FURTHER ORDERED Winchester Water Company, LLC shall file with. the

Compliance Section of the Utilities Division, by December 31, 2002, evidence that all delinquent

5 meter installation refunds of collected meter and installation charges have been brought current, in

6 accordance with A.A.C. R14-2-405(B), no later than the date the Company issues its November

; 2002 bills, and that any amounts Mat carnot be refunded due to an inability to locate the customer

9 have been placed in an interest-bearing account to be used only for the alternative purpose of

10 funding system improvements, in the event the customers owed the refunds Cannot be located by the

IT IS FURTHER ORDERED that Winchester Water Company, LLC shall notify its

11 date the Company issues its November 2004 bills.

12

13 . .
customers of the rates and charges authorized herein and the effective date of same by means of an

14
insert in its next regular monthly billing.

15 .

l 6

17 Commission a copy of the notice it sends to its customers within 60 days of this Decision.

IT IS FURTHER ORDERED that Winchester Water Company, LLC shall file with the

IT IS FURTHER ORDERED that Winchester Water Company, LLC shall immediately begin18

19 maintaining its books and records in accordance with the NARUC Uniform System of Accounts.

20

21 this Decision, tile with the Commission a curtaihnent plan tarif f  similar to the one shown in

i i Attachment CPT of the Engineering Report attached to the May 17, 2002, Amended Staff Report in

24 this docket, that also includes an additional a provision as follows: "If a customer believes he/she has

25 been disconnected in error, the customer may contact the Commission's Consumer Service Section

26 at 1-800-222-7000 to initiate aN investigation."

27

28

IT IS FURTHER ORDERED that Winchester Water Company, LLC shall, within 60 days of

65219
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1 IT IS FURTHER ORDERED that Winchester Water Company, LLC shall adopt the

2 depreciation rates shown on Table 4 of the Engineering Report attached to the May 17, 2002,

3 Amended Staff Report in this docket.

IT IS FURTHER ORDERED that Winchester Water Company, LLC shall collect from its

BY OR.DER OF THE ARIZONA CORPORATION COMMISSION.

,44' I:,/'

1./4
MISSIONER COMMISSIONER

WITNESS WHEREOF, I, BRIAN C. McNEIL, Executive
Secretary of the Arizona Corporation Commission, have
hereunto set my hand and caused the ofilcial seal of the
Commission to be affixed at the Capitol, in the City of
Phoenix, this m y day of : s e r , 2002.

B NBII! \
EXECUTIVE SECRETARY

DISSENT
TW:m1j

1

i
I

4

5 customers, in addition to the collection of its regular rates and charges, its customers' proportionate

6 share of any Transaction, Privilege, Sales, or Use Tax as provided for in A.A.C. R14-2-409(D).

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

9 r

10

11

12 CHAIRMAN

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

n
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EXECUTIVE SUMMARY
WICKENBURG RANCH WATER LLC

DOCKET no. W-03994A-07-0657

Wickenburg Ranch Water LLC ("Wickenlburg Ranch" or "Company") is an Arizona for
profit Class C public service corporation in the development stages of providing water to a
projected 1,791 customers in and around Wickenburg, Arizona in Maricopa County. The
Arizona Corporation Commission ("Commission") granted Wickenburg Ranch a Certificate of
Convenience and Necessity ("CC&N") and established its rates in Decision No. 42961, dated
November 22, 1972. For various reasons, neither the planned development nor the anticipated
water system was ever built. On November 20, 2007, Wickenburg filed an application with the
Commission for a rate adjustment on a proposed facility in its CC&N.

Since Wickenburg Ranch has no existing facilities and no current customers, Staff
evaluated the Company's rate request in a manner consistent with processing an initial CC&N
application. That is, Staffs recommended rates are based on projected rate base and operating
results for the HM year of operations.

According to the Company's response to a Staff data request, it requests rates that
generate $760,937 of revenue in the 0th year of operations for an operating margin of 10.8
percent and an $82,295 operating income on a negative $687,280 rate base. The Company
requested rates only for 5/8 x 3/4-inch, 3/4-inch and 1-inch meters with monthly minimum rates
of $17.25, $17.25, and $28.75, respectively, and a uniform commodity rate of $2.50 per 1,000
gallons for adj meter sizes. The Company's projected rate base for year five is negative primarily
due to its plan to finance 100 percent of plant with advances~in-aid-o f-construction ("AIAC")
and projected accumulated depreciation exceeds projected cumulative refunds of those advances.
The Company's requested rates would result in a monthly bill of $31.82 for a 5/8 x 3/4-inch
meter customer with projected median usage of 5,827 gallons. .

Staffs rates generate $1,022,057 in year five of operations for a $236,081 operating
income and an 8.0 percent rate of return on a $2,951,001 rate base. Staff's rate base and revenue
requirement are larger than the Company's due to Staffs use of a capital structure composed of
70.0 percent equity, 0.0 percent debt and 30.0 percent combined advances and contributions
versus the Company's capital structure composed of 100.0 percent AIAC. Staffs revenue
requirement is consistent with an expectation for the Company to maintain a balanced capital
structure. In a capital structure inclusive of AIAC and contributions-in-aid-o f-construction
("CIAC"), Staff typically recommends that combined AIAC and CIAC funding not exceed 30
percent of total capital for private and investor-owned utilities. Further, utilities that lack access
to the capital markets should minimize the amount of debt in their capital structures. Avoiding
debt is pMcularly important for utilities that lack access to the capital markets and have no
operating experience that demonstrates the ability to meet debt service requirements.

Staff recommends a three-tier inverted rate structure for 5/8 x 3/4-inch and 3/4-inch
meters and a two-tier inverted rate structure for larger meters. Staff recommends a monthly
minimum charge of $17.25 for 5/8 x 3/4-inch and 3/4-inch meters and monthly minimum



charges for larger meters based on the relative volumetric capacities. Detail of Staffs
recommended rates and charges is presented on Schedule GTM~4. Staffs recommended rates
would result in a monthly bill of $41.29 for a 5/8 x 3/4-inch meter customer with projected
median usage of 5,827 gallons. I

I

E
r

Staff Recommends :

• Approval  of Staffs r a tes and charges as shown in  Schedule GTM-4.  In  addi t ion  to
collection of its regular rates and charges, the Company may collect from its customers a
propor t ionate share of any pr ivi lege,  sales or  use tax per  Commission  Rule (14-2-
409D.5).

That the Commission order Wickenburg Ranch to maintain a capital structure that
includes no more than 30 percent combined advances-in-aid-o f-constnuction and
contributions-in-aid-of-construction with the remainder as equity.

• That the Company file with Docket Control as a compliance item in this docket, a copy
of the ATC for the first subdivision of this development within two years of the effective
date of the order granting this application.

• Authorization of the depreciation rates by plant account presented in  Table A of the
attached Engineering Report.

• That Wickenburg Ranch be required to file a rate application no later than three months
following the fifth anniversary of the date that the Company begins providing service to
its first customer.

• That the Company file notice with Docket Control, as a compliance item in this docket,
that it has begun proving service to its first customer within 15 days of providing service.

That the Company be ordered to file with Docket Control, as a compliance item, a tariff
schedule of i ts new rates and charges with in  30 days after  the effect ive date of the
Decision in this proceeding.

• That the Company be ordered to fi le with  Docket  Control ,  as a  compliance i tem, a
Cur tailment tar iff and a Cross-Connection/Backtlow tar iff with in  30 days after  the
effective date of the Decision in this proceeding.
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Wickenburg Ranch Water, LLC
Docket No. W-03994A-07-0657
Page 1

Introduction

On November 20, 2007, Wickenburg Ranch Water LLC ("Wickenburg Ranch" or
"Company") tiled an application with the Arizona Corporation Commission ("Commission") for
a rate adjustment on a proposed facility near Wickenburg, Arizona. On December 14, 2007, the
application was deemed insufficient by Commission Utilities Division Staff ("Staff"). On
January 22, 2008, Wickenburg Ranch submitted a revised application for a rate adjustment. On
February 21, 2008, the application was found sufficient.

Background

The CC&N for this project, the "Wickenburg Ranch Estates", was granted to Yavapai
Hills Water Company ("Yavapai Hills") by Commission Decision No. 42961 on November 22,
1972. With the exception of a small resort, the Wickenburg Inn and Tennis Ranch, the planned
development to be served by the Yavapai Hills Water Company never materialized. Behnveen
1972 and 1994 the ownership of the property changed several times. In 1994, Petroleum kc.
acquired the property, resort, and Water Company from Yavapai Hills. Petroleum filed an
application to permit the transfer of the Water Company and CC&N from Yavapai Hills to its
subsidiary Wick Water Company ("Wick") which was approved May 15, 1996, by Commission
Decision No. 59646. In 2001, Petroleum/Wick sold the property and resort to a group of
developers known as "CDC", CDC applied for and received a transfer of the water system and
CC&N to CDC Wickenburg Ranch by Commission Decision No. 64252 dated December 4,
2001.

Sometime thereafter (circa 2002) CDC began leasing the resort to an entity known as
"Childhelp", which is an organization involved in the prevention and treatment of child abuse.
Childhelp continued to operate the resort and water system as a licensee as had been approved by
the Commission. Childhelp's lease expired in 2005, leaving the resort vacant.

In 2005, CDC Wickenburg transferred the membership interests in CDC Wickenburg to
AR Wickenburg Ranch. In February 2007, the membership interests were transferred from AR
Wickenburg to Vanwick LLC. In September 2007, CDC Wickenburg amended its articles of
organization changing the name of the water company to Wickenburg Ranch Water LLC.

The Company met with Staff and the parties agreed that since there is virtually no
existing plant and no revenue, the application to adjust rates should be patterned alter an
application for a CC&N rather than a rate application. The Company is requesting a rate
adjustment for its proposed 2,162 acre master planned community because its projections
indicate that the rates established by the Commission in 1972 for Yavapai Hills are now
inadequate to cover projected operating expenses .

Presently, the only improvements to the property consist of a small resort, several wells,
tanks, and 16,000 feet of distribution line, all of which were constructed in the early l970's.
According to the Company, these assets are fully depreciated and are no longer in use due to

i
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their poor condition. The resort, the Wickenburg km and Tennis Ranch, ceased operations in
2005. When completed, the project is anticipated to serve approximately 1,780 residential
customers and eleven commercial entities. The construction, which is anticipated to start in the
third quarter of 2008, will begin with no existing customers and virtually no plant.

Management

Wickenburg Ranch Water LLC is a limited liability corporation engaged in the business
of providing water utility service to customers in Yavapai County, Arizona. According to the
application, Wickenburg Ranch will be managed by Vanwick, LLC. The developer for the
project, who will be providing all of the construction funding, is WT Investors, LLC ("WT
Investors"). All three of these entities are in good standing with the Commission.

The Proposed Water Facilities

The Company has proposed a 2,162-acre master-planned community consisting of 1,780
single family units and eleven commercial entities. The Company is proposing to build a water
system consisting of four wells and approximately 1.0 million gallons of storage capacity.
Construction is anticipated to take approximately three years and the Company projects the
development to sell out within five years. The Company has estimated construction costs to total
$6.6 million (see GTM-5). When fully developed, Wickenburg Ranch Estates commercial
developments will include an 18-hole golf course, a club house, a resort and timeshare, and an
equestrian center. Staff has reviewed the proposed plant-in-service and found that the plant
facilities and costs are reasonable and appropriate. However, Staff makes no "used and useful"
determination of the projected plant used as the basis for a fair value rate base in this proceeding
and no particular future treatment should be inferred for rate-making or rate base purposes in the
future.

Arizona Department of Environmental Qualitv (ADEQ)

Wickenburg Ranch has indicated in its application that the Certificate of Approval to
Construct ("ATC") will be late filed by June 2008. As of the date of this report the Company has
not received the ATC. Staff recommends that the Company file a copy of the ATC for the first
subdivision of the development within two years of the effective date of the order granting this
application.

Arizona Department of Water Resources (ADWR)

On February ll, 2008 ADWR approved the Company's application for a Designation of
having an Adequate Water Supply. Accordingly, ADWR has determined that there is enough
groundwater to meet the Company's projected potable water demands.
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Commission

Staff has reviewed the Commission's records and notes that Wickenburg Ranch Water,
LLC is in good standing with the Commission Corporations Division. Staff has also found no
evidence of public complaints and there are no delinquencies or compliance issues for the
applicant.

Rate Base

The Company's application included five years' projections for plant values, operating
revenues, operating expenses, and the number of customers. Due to the lack of historical
information, projections and assumptions were necessary to establish a fair value rate of return
and initial rates. For the purposes of this report, the original cost rate base is equal to the fair
value rate base.

The Company projects plant in service to total approximately $2.5 million in year one
with additions of $1.0 million to $1.4 million for each of the years two through four (refer to
GTM-5). Wickenburg Ranch projects year five plant in service of $6,639,016 (refer to GTM-5).
Staff has reviewed and has found reasonable the Company's projections for plant-in-service at
the end of year five.

Staff notes that the Company's rate base does not include a value for the land. According
to the application, the land and strucMes will be transferred at no cost to the Company. The
value of the land, according to the Company, "has not been determined yet primarily because the
determination on the location and size of this real estate has not been finalized."

Staffs adjustments increased the Company's proposed rate base by $3,638,281 8'om
negative $687,280 to $2,951,001 as shown in Schedule GTM-1. Details of Staffs adjustments
are discussed below.

Advances-in-Aid-of-Construction ("AIAC"3 - Adjustment No.  1 reduces AIAC by
$3,773,279 from $5,390,398 to $1,617,119. Staff removed 70 percent ($5,390,398 x .7 =
$3,773,279) of Me proposed AIAC bdmce to reflect Staff's expectation for die Company to
maintain a balanced capital structure as further discussed under the topic "Capital Structure"
elsewhere in this report.

Working Capital - Adjustment No. 2 eliminates the Company proposed $134,998 cash
working allowance. The Company has included in its rate base calculation a cash working
capital allowance based on the formula method (e.g., 1/24 of electric power expense and 1/8 of
other operating and maintenance expenses). The formula method always results in a positive
outcome. However, there is no basis for presuming that Wickenburg Ranch will experience a
positive need for a cash working capital allowance in rate base. A lead-lag study is the best
method for determining a value for cash working capital allowance. In the absence of a lead-lag

I
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study, no provision of cash working capital is appropriate. Accordingly, Staff recommends a
zero working capital allowance.

Operating Income

Wickenburg Ranch projects operating expenses of $156,514 in year one, rising each year
with the increasing customer base to $678,642 in year five. The Company projects operating
losses in years one through three, with profitability beginning in year four.

Staff' s adjustments increased the Company's proposed revenue requirement by $261 , 120,
from $760,937 to $1,022,057, and operating income by $153,785 from $82,295 to $236,081,
based on projections for year five of operations, as shown in Schedule GTM-2. Details of Staff' s
adjustments to operating revenues and expenses are discussed below.

Metered Water Sales - Adjustment No. 3 increases this account by $261,l20, from
$750,587 to $l,0ll,707. The Company's proposed year five operating revenues of $760,937,
$750,587 of which is Hom Metered Water Sales and $10,350 is from Other Operating Revenue,
(see GTM-7) are based on providing a 10.8 percent operating margin since its projected rate base
is negative due to zero reliance on investor supplied capital to f inance its plant. Staff
recommends operating revenue sufficient to provide an 8.0 percent rate of return on the projected
rate base in year five of operations under the assumption that plant is financed by a balanced
capital structure.

Staffs adjustments to operating expenses resulted in a net increase of $107,334, Hom
$678,642 to $785,976.

Water Testing - Adjustment No. 4 reduces water testing expense by $4,95, from $8,910
to $3,957, to reflect the on-going normalized level based on year five of operations [$250 +
(1 ,791 customers x $2.07 per connection per year)] = $3,957.

Income Tax Expense - Adjustment No. 5 increases this account by $112,287, f irm
$36,121 to $148,408, to reflect application of the Federal and State statutory rates to Staffs
taxable income.
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Revenue Requirement I
I
F
I

As noted previously, the Compally's proposed $760,937 revenue requirement is based on
providing a 10.8 percent operating margin. The Company used the operating margin basis
instead of a rate base/rate of return basis for determining a revenue requirement because it
projects a negative rate base in year five of operations. The Company's projected rate base for
year five is negative primarily due to its plan to finance 100 percent of plant with advances-in-
aid-of-construction ("AIAC"). AIAC is a reduction to plant in the calculation of rate base.
Initially, the AIAC and plant balances will effectively offset each other resulting is a rate base
approximating zero. The Company projects that depreciation expense will accumulate (causing
a reduction to rate base) more rapidly than AIAC will be refunded (causing an increase to rate
base) resulting in a net reduction to rate base and an overall negative rate base.

Specif ical ly, the application indicates that the land for the development wil l  be
transferred from the developer, JVT Investors to Wickenburg Ranch at no cost. Furthermore, the
Colnpany's application states that all construction will be funded by developer advances.
Wickenburg Ranch has signed a "Water Facilities Extension Agreement" with WT Investors
whereby WT kivestors will provide the necessary construction financing and will be retimed in
the amount of 15 percent of gross annual revenues over fifteen consecutive reMind years. The
Company projects that even if full build-out occurs within 15 years, its capital structure will be
composed of 95 percent advances-M-aid-of-constmction and 5 percent equity.

The Company has not yet submitted its Water Facilities Extension Agreement to the
Commission for approval. Wickenburg Ranch indicated that it will submit the Water Facilities
Extension Agreement and the ATC for approval once the ATC is received from ADEQ.

Staff recommends a $1,022,057 revenue requirement, $261,120 greater than the
Company's request, to provide a $236,081 operating income and an 8.0 percent rate of return on
a $2,951,001 projected rate base in year five of operations under the assumption that plant is
financed by a balanced capital structure. Staff's rate base and revenue requirements are larger
than the Company's due Staffs use of a capital strucwe composed of 70.0 percent equity, 0.0

percent debt and 30.0 percent combined advances and contributions versus the Company's
capital structure composed of 100.0 percent AIAC.

Staff's recommendation is consistent with an expectation for the Company to maintain a
balanced capital structure. In a capital structure inclusive of AIAC and contributions-in-aid-of-
construction ("CIAC"), Staff typically recommends that combined AIAC and CIAC funding not
exceed 30 percent of total capital for private and investor owned utilities. Further, utilities that
lack access to the capital markets should minimize the amount of debt in their capital structures.
Avoiding debt is particularly important for utilities that lack access to the capital markets and
have no operating experience that demonstrates the ability to meet debt service requirements.
The Company should submit a Water Facilities Extension Agreement and other financing
requests, as necessary, to maintain a capital structure where AIAC and CIAC represent no more
than 30 percent of total capital and the remainder is composed of equity.
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Rate Design

The Company requested rates only for 5/8 x 3/4-inch, 3/4-inch and 1-inch meters with
monthly minimum rates of $17.25, $17.25 and $28.75, respectively, and a uniform commodity
rate of $2.50 per 1,000 gallons for all meter sizes. Detail of the Company's proposed rates and
charges is presented on Schedule GTM-4. The Company's requested rates would result in a
monthly bill of $31.82 for a 5/8 x 3/4-inch meter customer with prob ected median usage of 5,827
gallons.

Staff recommends a three-tier inverted rate structure for 5/8 x 3/4-inch and 3/4-inch
meters and a two-tier inverted rate structure for larger meters. Staff recommends a monthly
minimum charge of $17.25 for 5/8 x 3/4-inch and 3/4-inch meters and monthly minimum
charges for larger meters based on the relative volumetric capacities. Detail of Staffs
recommended rates and charges is presented on Schedule GTM-4. Staffs recommended rates
would result in a monthly bill of $41.29 for a 5/8 x 3/4-inch meter customer with projected
median usage of 5,827 gallons.

Staff Conclusions and Recommendations

Staff recommends approval of Staffs rates and charges as shown in Schedule GTM-4. In
addition to collection of its regular rates and charges, the Company may collect from its
customers a proportionate share of any privilege, sales, or use tax per Commission Rule (14-2-
409D.5).

Staff recommends that the Commission order Wickenburg Ranch to maintain a capital
structure that includes no more than 30 percent combined advances-in-aid-o f-construction and
contributions-in-aid-of-construction and the remainder as equity.

Staff recommends that the Company file with Docket Control as a compliance item in
this docket, a copy of the ATC for the first subdivision of this development within two years of
the effective date of the order granting this application.

Staff recommends authorization of the depreciation rates by plant account presented in
Table B of the attached Engineering Report.

Staff further recommends that Wickenburg Ranch be required to file a rate case within
five years of the date that the first customer is served by this utility.

Staff further recommends that the Company file notice with Docket Control, as a comply
item in this docket, that it has begum providing service to its first customer within 15 days of
providing service.

I
I
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Staff further recommends that the Company be ordered to file with Docket Control, as a
compliance item, a tariff schedule of its new rates and charges within 30 days alter the effective
date of the Decision in this proceeding.

Staff recommends that the Company be ordered to file with Docket Control, as a
compliance item, a Curtailment tariff and a Cross-ConnectioWBackflow tariff within 30 days
after the effective date of the Decision in this proceeding.
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Schedule GTM-1

RATE BASE _ ORIGINAL COST

(A) <B>

LINE
n o . COMPANY 1

STAFF
ADJUSTMENTS REF 2

(C)
STAFF

AS
ADJUSTED

1
2
3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$ s $

$

6,539,016
1 ,163,460
5,475,555 $ $

6,639,016
1,163,460
5,475,556

LESS.-

4
5
6

Contributions in Aid of Construction
Less: Accumulated Amortization

Net CIAC

$ $ S

7 Advances in Aid of Construction 3 6,246,010 (3,773,279) 1 2,472,731

8 Customer Deposits 51 ,825 51,825

9 Deferred Income Tax Credits

ADD.-

10 Unamortized Finance Charges

11 Deferred Tax Assets

12 Working Capital 134,998 (134,998) 2

17 Original Cost Rate Base $ (687 ,2ND) $ 3,638,281 $ 2,951,001

References:
1 Column (A), All amounts reflect numbers provided by Company in response to Staff Data

Request No. 3.8, Exhibit 2 (see Schedule GTM-9) .

2 See Schedule GTM-4I
3 Includes developer advances ($5,390,398) and customer advances ($855,611)
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Schedule GTM-2

OPERATING INCOME STATEMENT - COMPANY PROPOSED AND STAFF RECOMMENDED

tBs [C]

LINE
n o. DESCRIPTION

[A]
COMPANY 1
PROPOSED

RATES
YEAR 5

STAFF STAFF
ADJUSTMENTS REFS RECOMMENDED

I

$ 750,587 $ 261,120 3 s 1,011,707
1
2
3
4
5

REVENUES:
Metered Water Sales
Water Sales - Unmetered
Other Operating Revenue
Total Operating Revenues $

10,350
760,937 $ 261,120 s

10,350
1,022,051

$ s s

55,054 55,054

101,446 101,446

OPERATING EXPENSES:
Salaries and Wages 2
Employee Benefits
Purchased Power
Billing Services
Repairs and Maintenance
Office Supplies and Expense 2
Contract Labor
Outside Services
Water Testing
Rents 2

97,380
8,910 (4,953) 4

97,380
3,957

12,613 12,613

3,000
334,386

a_ooo
334,388

S
7

10
11
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

Transportation Expenses 2
Insurance .. General Liability
Insurance - Health and Life z
Regulatory Commission Expense - Rate Case
Miscellaneous Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

29,732
38,121 112,287 5

29.732
148,408

29
30

Total Operating Expenses
Operating Income (Loss)

$
$

678,642
82,295

$
$

107,334
153,785

s
s

785,976
235,081

References:
Column (A): Company Schedule (CW-2)
Column (B): Staff's proposed adjustments
Column (C): Column (A) + Column (B)

1 Company's initial tiling did not contain year 5 detail. All amounts are as per Schedule GTM-11.
2 Company stated that these accounts are included in outside services as a managanent fee.
3 Refer to Schedule GTM - 3.
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STAFF ADJUSTMENTS SUMMARY

(1) $ (3,773,279) To reduce Advances in Aid of Construction (AIAC) from 100 percent of
capital ($5,390,556) to 30 percent of capital.

(2)  s (134,998) To eliminate the Company's working capital allowance that was based on the
formula method. Any allowance for cash working capital should be supported
by a lead-lag study.

(3)  $

(4)  $

261 ,120 To provide an 8.0 percent rate of return,

(4,953) To recognize water testing expenses in year five of operations consistent with
the projected customer base. Staff calculated water testing expenses as
follows; (1 ,791 customers * $2.07 connection) plus the fixed $250 per year
fee or $3,957.

(5)  $ 112,287 To reflect application of the statutory State and Federal income tax rates to
Staffs recommended taxable income.

3
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All Classes - Residential, Commereiam. a Industrial

MonthlyUsage Chafne

5/8"x 3/4"Meter
3I4"Meta

1" MaWr
kw' Meier

2" Meier
3" Meter
4" MB!ef
6" Mda

Present -Proposed Rates-

Rates staff

$6.00
Company

$17.25
17.25
28.75

$
s 1.00

s 2.50 3

Qamoanv Proposed
Fm 2.000 gallons
Second Tier - over 2,000 gallons
Uniform Rams
Sla fl Recommended - 5/8 x 3/4 and3/4 inch wstomels
TiBrOf16 R8!8-1 -3,0COg8110r\S
Tar Two Rate . 3.001 . 10,000 gallows
Ther Three Rate - Over 10,000 gallons
staff Recommended - 1 inch
Tier One Rate ~1 - 20,000 gallons
Tier Two Rate - over2o,00o gallons
staff Recommended . 1.5 ind
Tier One Role -1 - 45.000 gallons
Tsar Two Rate - over45,000 gallons
Staff Recommended . 2 inch
Tee One Rate . 1 . 75,000 gallons
Tier Two Rate - over 75,ooo gallons
Staff Recommended - a inch
Tier Ore Rate ~1 . 1so,ooo gallons
Tier Two Rate - over 150,000 gallons
Staff Recommended - 4 inch
Tier One Rate -1 -250.000 gallons
Tiff Two Rare - over250,000 gallons
Staff Recommended - 6 irlch
Tier Ono Rate - 1 . 500,000 gallons
Tier Two Rate . over500,000 gallons

38
Service Lira and MeterInstallation Charges
518" X 3/4"Meta
8/4"Meta
1"Meier
1%" Meter
2" Turbine
2' C0"M00M1¢
3" TuMine
3" Compound
4" Turbine
4" Compound
6" Turbine
S"C°mP°ul1d

sao
sseo
$850 I
$895 i

s1,55s
w a s
s2.2a5 I
53.070 I
9.440

,ahs i
9185
$7.970

so

Sewice

L ing
s 365
s 375
s 42s
s 460
s 615
s 615
$ 790
s ago
$ 1.130
s 1,195
s 1.695
s 1,740

M199
Qhame

s
s
s
s
s
$
$
s
s
s
$
$

115
Las
225
485
940

1,065
1,445
2,240
2,310
3,200
4,500
s,2<ao

$25.00
35.00
40.00

Service °"@'"9"
1 Eslablishmat
2 Establishment (After Hours)
3 Reconnection (Delinquent)
4 NSF Ched<
5 Mau Re-Read (If Census)
s Meter TOM (w c-=nef.t>
7 Defined Paqrment (per month)
e D€posi\
9 Deposit Interest

10 Re-Estabiidvvlent (Within 12 Months)

25.00 1
25.00
25.00
1.50% E
75.00
0.00% a

merry Sslvice charge for Fl! Spri\l<l€f
4" or Smaller
s"
8"

10"
Larger man 101"

E

* Per Commission Runes (R14-2403.B)
** Months of system times me mhimnm (R14-2-4080)

an muoesafuomhrywmimumforacampananle sizeamemrcomeaion
b\Anolessthan$5.00pamcuth. `ITles€niGecha19eforFi8spri1ldels
isonlyappiicableforsswbe¥l16ss€$J8!3l8at\ddislindfl0mth6primary
water service Its.
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PLANT IN SERVICE - COMPANY
Asset additions by year 1

Year One
$

Additions
Year Two

Additions
Year Three

Additions
Year Four

Additions
Year Five

Plant Total
Year Five

$

500,000 500,000

475,000 475,000

458,427 318,539 374,157 348,876 1 ,500,000

Acct.
No.
301
302
303
304
305
306
307
308
309
310
311
320

320. 1
320.2
330

330. 1
330.2
331
333
334
335
336
339
340

340. 1
341
342
343
344
345
346
347
348

Description
Organization
Franchises
Land & Land Rights
Structures & Improvements
Collecting & Impounding Reservoirs
Lake, River, Canal Intakes
Wells & Springs
lnhltration Galleries
Raw Water Supply Mains
Povier Generation Equipment
Pumping Equipment
Water Treatment Equipment

Water Treatment Plants
Solution Chemical Feeders

Distribution Reservoirs/Standpipes
Storage Tanks
Pressure Tanks

Transmission & Distrib. Mains
Services
Meters & Meter Installations
Hydrants
Bad<flow Prevention Devices
Other Plant & Misc. Equipment
Office Furniture & Equipment

Computers & Software
Transportation Equipment
Stores Equipment
Tools, Shop & Garage Equip.
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Misoellaneous Equipment
Other Tangible Plant

911,624
77,200
39,220
45,292

633,444
135,700
68,080
31,472

744,046
146,250
73,300
36.967

693,772
171,375

85,895
34,469

157,150
78,360

2,982,886
688,275
344,655
148,200

Totals $2,506,763 $1,187,235 $1,374,720 $1,334,187 $ 236,110 $ 6,639,016

' These amounts retha the Company's response to Staff Data Request No. 3.8 (see Schedule GTM-11).

i
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ACCUMULATED DEPRECIATION - COMPANY 1

Depreciation

Rates

0 . 0 0 %

Company

Pmjecaea

Plant in Service

Year F iv e

$

Accumulated

nepleaa r i on

Y e a r  O ns
$ _

Accumulated

Depreciation

Y e a r  Tw o
$ -

Anmmulatsd
Depreciation
YearThree

$ -

ACCUYT\UI3\6d

Depwc ia i ion

Y e a r Four
$ _

Aowmulated
Depreciation
Year Five

$ _

0.oo%
6.67%
3.33%

3.33% 500,000 15,650 33,300 49,950 66,600 83,250

12.50%
3.33%

475,000 59,375 118,750 178,125 237,500 296,875

2.22%
10.00% 1 ,500,000 31,096 92,865 189,270 321 ,826 471 ,826

2.00%
3.33%
8.33%
2.00%

2,982,885
688,275
344,655
148,200

12,367
1 ,285
1 ,634

614

36,934
6,116
7,736
1,835

75,276
15,640
19,727

s_140

127,996
30,453
38,340

6.359

187,654
50,746
63,786

9,323

6.67%

20.00%

5.00%
10.00%

5.00%
10.00%

Acct.
No.
301
302
303
304
305
306
307
308
309
310
311
320

320.1
320.2
330

330.1
330.2
331
333
334
335
336
339
340

340.1
341
342
343
344
345
346
347
348

Description
Organization
Franchises
Land & Land Rights
Structures & Improvements
Collecting & Impounding Reservoirs
Lake, River, Canal Intakes
Wells & Springs
lnnltration Galleries
Raw Water Supply Mains
Power Generation Equipment
Pumping Equipment
Water Treatment Equipment

Water Treatment Plants
Solution Chemical Feeders

Distribution Reservoirs/Standpipes
Storage Tanks
Pressure Tanks

Transmission & Distrib. Mains
Services
Meters & Meter Installations
Hydrants
Backflow Prevention Devices
Other Plant & Misc, Equipment
Office Furniture & Equipment

Computers & Software
Transportation Equipment
Stores Equipment
Tools, Shop & Garage Equip.
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Other Tangible Plant 3.33% I

Totals $ 6,B39,016 s 123,021 s 297.536 s 531,728 s a29,075 $1,163,460

1 These amounts reflect the Company's response to Staff Data Request No. s.a (see Schedule GTM-11).
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L I N E
n o .

1
2
3
4
5

D E SC R I P TI O N

$

Y ear  O ne

[A]

P R O F O R M A  I N C O M E  S T A T
a n d

O R I G I N A L  c o s T  R A T E  B A S E

Y ea r T w o

164 , 942
8 , 750

[ B l

9 5 . 0 %  $
5 . 0 %

21 E N T  1

Y ear  Thr ee

340 , 495
9 , 450

[ C ]

Year F our

[UI

S c h e d u l e  G T M .  7

Y ear  F ive

[ E ]

R E V E N U E S ;
461  M e t e r ed Water Sa les
471 M isc  w e R evvenue (establishment char ges )
474 O t her  Oper at ing R evenue

T o ta l  Op e ra t in g  Re v e n u e s $

4 0 , 5 3 6 7 2 . 7 %  $
4 , 8 5 0 8 . 7%

10, 350
5 5 , 7 3 6  1 0 0 . 0 v .  s 1 7 3 , 6 9 2  1 0 0 . 0 %  $ 3 4 9 , 9 4 5  1 0 0 . 0 % $  5 4 8 , 0 2 5 1 0 0 0 %  $ 7 6 0 , 9 3 7  1 0 0 . 0 %

$ $ s s s

2 . 2 % 5 2 % 7 . 1 % 7 . 7% 8 . 1 %3 , 395

12 , s a2 8 . 0%

1 2 , 9 1 5

18 , 637 7. 5%

2 5 , 6 5 5

25 , 641 7 . 1 %

40 . 040

6 4 , 9 4 0 12 . 4%

5 5 , 0 5 4

1 0 1 , 4 4 6 1 4 . 9 %

9 , 14a
3 , 154

5 . 8 %
2 . 0 %

2 7 , s s e
4 , 053

11 . 0%
1. 6%

4 4 . 9 a 0
6 , 705

1 2 5 %
1. 9%

70 , e40
7 , 846

13 . 5%
1 . 5 %

9 7 / 3 8 0
8 , 9 1 0

1 4 . 3 %
1 . 3 %

8 0 0 0 . 5 % 2 , 262 0 9 % 5. 368 1 . 5% 8 , ae0 1 . 7% 1 2 , 6 1 3 1 . 9 %

1, 000
123 , 021

0 . 8 %
7 8 . 6 %

1 , 5 0 0
174 , 515

0 . 8%
69 . 5%

2 . 0 0 0
234,  192

0 . 6%
65 . 0%

2 , 5 0 0
297 , 347

0 . 5%
5 6 9 %

3 . 0 0 0
3 3 4 , 3 8 6

0 . 4 %
4 9 . 3 %

3 , 414 2 . 2% 8 . 463 3 . 4% 15, 787 4 . 4% 4 . 5% 4 . 4 %

G
7
10
11
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
40
41
42

O P E R A T I N G E X P E N S E S :
B01 Sa la r ies  and  Wages
610 Pu rc h a s e d  Wa te r
515  P u r c has ed  P ow er
S 1 8  C h e mi c a l s
e g o Repairs and Maintenance
621 Of f ice Supplies and Expense
S30 Outs ide  Serv ices '
6 3 5  w a t e r Test ing
6 4 1 Re n ts
660 Transportation Expenses
6 5 7  I n s u r a n c e  - General Liability
6 5 9  I n s u r a n c e  - Health and Life
856 R egu la t o r y C ommiss ion  E xp  -  R at e  C ase
675  M is c e l laneous  E x pens e
4 0 3  D e p r e c i a t i o n Expense
4 0 8  T a x e s Ot her Than I ncome

408 . 11  P r oper t y Taxes
4 0 9  I n c o me  T a x

23 , 419
7 , 402

29 , 732
35 , 121

Tota l  Opera t ing  Expenses
Ope ra t ing  Inc ome  (Los s )

S
S

156, 514
( 100, 778)

1 0 0 0 %  $
$

2 4 9 , 9 1 3  1 0 0 . 0 %  $
(76, 221) $

3 6 0 , 3 2 8  1 0 0 . 0 % $  5 2 2 , 9 9 4 1 0 0 . 0 %  $
( 1 0 3 8 3 ) .  s . . ; 5,o31 s

6 7 8 , 6 4 2  1 0 0 . 0 %
a 2 . 2 s s

N u mb e r of C us t omer s
Resif iemiaa
C ommer c ia l
Tot a l

1 9 4
2

1 9 6

5 4 4
4

54B

9 2 2
6

92B

1 . 3 6 6
9

1 . 375

1 , 7 8 0
1 1

1 , 791

P lant  in Service
Less : Aeeumulat ed Deprec iat ion

s

Net Uti l i ty  Plant In  Serv ice $

2 , 506 , 763
123 , 021

2 , 383 , 742

$  3 , 6 9 3 , 9 9 8
297 , 536

$  3 , 3 8 6 , 4 6 2

S 5 , 028 , 185
531 , 728

$  4 , 4 9 6 , 4 5 7

86, 362, 373
829 , 075

8 , 5 3 3 , 2 9 0

s  6 , 6 3 9 . 0 1 6
1, 163, 460

$  5 , 4 7 5 , 5 5 6

C ust omer  D epos i t s
C us t omer  Met er Advances
Net Advances in Aid of  Construction

1 4 , 7 0 0
1 1 6 , 4 2 0

2 , 390 , 343

2 9 , a 4 0
308 , 558

3 , 358 , 388

3 6 , 7 2 0
496 . 088

4 , 475 , 650

4 7 , 4 4 5
699 . 183

5 , 486 , 962

5 1 , 8 2 5
855 , 511

5 , 390 , 388

P l u s : Allowance f or  Work ing Capita l

P roj ected Rate B ase

R at e  o f  R ecur  on R at e  B ase

s

31 , 200

( 196, 521)

94 . 6%

4 7 , 1 4 5

$ ( 252, 679)

30 . 2%

68 . 273

$  ( 4 2 3 , 7 2 7 )

2 5 %

117, 776

$  ( 582 , 516)

-4. 3%

1 3 4 , 9 9 8

$ ( 687, 281)

- 12 . 0%

Operating Margin 4 8 0 . 8 % -43. 9% - 3 . 0% 4 . 6% 1 0 8 %

'  These  amounts  re f lec t  the  Company 's  response  tn  Sean  Da ta  Reques t  No .  3.8 (see  Schedu le  GTM-10) .

L a s s :

2 Salar ies,  rent ,  t ranspor tat ion,  and similar expenses are included as"outside Ser vices"  ( GTM- 1. 11) .



I

Wickenburg Ranch Water LLC
Docket No. W-03994A-07-0657 Schedule GTM - 8

DEVELOPER ADVANCES AND REPAYMENTS 1

Year
1
2
3
4
5

Gross
Advances

$2,390,343
983,455

1 ,155, 170
1 ,077, 118

Cumulative
Advances

$ 2,390,343
3,373,798
4,528,968
5,606,086
5,606,086

Gross
Operating
Revenue

$ 45,386
173,692
349,945
548,025
760,937

Estimated
Advance

Repayments
$

Cumulative
Repayment
$

Net
Advances
Balance

$ 2,390,343
3,358,388
4,475,650
5,486,962
5,390,399

15,411
53,319

119,125
215,688

$5,606,086 $

15,411
37,908
65,806
96,563

215,688

CUSTOMER METER ADVANCES AND REPAYMENTS 2

Estimated
Customer
Refund

Cumulative
RefundYear

1
2
3
4
5

Cumulative
Deposits

$ 116,420
320,200
539,750
796,820

1 ,032,930

$ $

Net
Deposits

$ 116,420
308,558
496,088
699, 183
855,811

11 ,642
43,662
97,637

177,319

Gross
Deposits

$ 116,420
203,780
219,550
257,070
236,110

s 1,032,930 $

11,642
32,020
53,975
79,682

177,319

CUSTOMER METER DEPOSITS AND REFUNDS 3

Estimated
Customer

Refund
Cumulative

Refund
$ $ $

Year
1
2
3
4
5

Cumulative
Deposits

$ 14,700
41,100
69,600

103,125
134,325

11,760
32,880
55,680
82,500

Net
Deposits

14,700
29,340
36,720
47,445
51,825

I

9
_

Gross
Deposits

$ 14,700
26,400
28,500
33,525
31,200

134,325$ $

11,760
21,120
22,800
26,820
82,500

g
1

1

2

3

Refer to Schedule GTM-12
Refer to Schedule GTM-13
Refer to Schedule GTM-14

i
I

T

i

I

1

l
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5/\eJJ€ GTm-lo

cw-2 (Revised)
WICKENBURG RANCH WATER COMPANY, LLC

PROFORMA INCOME STATEMENT YEARS 1 THROUGH 5 (I)

YR ONE YR Two YR THREE YR FOUR

$ $ $ $ $

YR FIVE

Water Sales
Establishment Charges
Other Operating Revenue

40,536
4,850

164,942
8,750

340,495
9,450

536,925
11,100

750.587
10,350

TOTAL OPERATING REVENUE $ 45,388 $ 178,692 s 349,945 s 548,025 $ 750,937

$ $ $ $ s

3,395
8,154

12,582

12.915
4,053

18,637

25,655
6,705

2s,a41

40,040
7.846

64.940

55.054
8,910

101,446

9,148 27,568 44,980 70,640 97,380

123,021
800

174,515
2,262

234,192
5.368

297,347
8.860

334,386
12,613

GPERATING EXPENSES:
Salaries and Wages
Purchased Water
Power Costs
Water Testing
Repairs and Maintenance
Office Supplies Expense
Outside Services
Rents
Transportation Expense
Taxes Other Than Income 8. Property
Depreciation Expense
Insurance - General Liability
Insurance .. Health and Life
Income Tax
Property Tax
Misoelianeous Expense

3,414
1 ,000

8.463
1 ,500

15,187
2,000

7,402
23,419
2,500

86,121
29,732
3,000

TOTAL OPERATING EXPENSE s

$

522,993 $

25,032 $

678,641

82,295OPERATING INCOMEKLOSS)

156,514 $

(111,128) s

249,912 $

(76,221) $

350,328 s

(10,383) s

$ S $

-

$ $

|

OTHER INCOME/(EXPENSE):
Iraterest Income
Other Income
Other Exposes
tnteresi Expense
TOTAL OTHER INCOME EXPENSE) s s $

NET INCOMEKLOSS) s

s

(111,128) s (781221) $ (10,383)

s

s 25,032 $ 82,295

[Q Same 2 Compahylj ¥8_spon5Q *YG 51444 DMM
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Wickenburg Ranch Water LLC
Docket No. W-03994A-07-0657

Average Usage

staff Reoommwd

Company Proposed

Median Usage

Average Number of Customers: t791

G e n e ra l  S e rv i ce 3/4- Inch M eter

Gallons

5 827

5 827

Present
Rates

$983

$9.83

$9.83

Proposed
Rates

$31 .82

$31 .82

82

Increase

$21 .99

$21 .99

Dollar

GTM-16
Page 1 of 1

Percent
Increase

223.8%

223.8%
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ATTACHMENT A

MEMURANDUM

DATE: June 30, 2008

TO: Gary T. McMurry
Public Utilities Analyst W

FROMM Jiao W. Liu
Utilities] meer

Wickenburg Ranch Water LLC
Docket No. W-03994A-07-0657

Introduction

Wickenburg Ranch Water LLC ("Wickenburg Ranch" or "Company") has submitted an
application to adjust rates. The Company is seeking approval to enable it to provide water
service at reasonable rates and charges to a planned 2,162-acre development consisting of 2,324
housing units (according to the Company the rates that were set back in 1972 are not sufficient to
allow the Company to go forward and serve the area, capital costs have increased so much the
project is no longer economically viable).

In 1972, the Arizona Corporation Commission ("ACC") issued Decision No. 42961
granting Yavapai Hills Water Company a Certificate of Convenience and Necessity ("CC&N")
to provide water service to a planned development near Wickenburg, Arizona. The ownership
has been changed several times since the CC&N was granted in 1972. The Company currently
serves no customers and has virtually no plant.

Company's Proposed Water System

The Company is proposing to construct a water system consisting of 4 groundwater
wells, 1.0 million gallons of storage, booster systems, and a potable water distribution system to
serve approximately 1,780 customers during the first 5 years of operation.

Staff concludes that the Company's proposed water system will have adequate
infrastructure to serve the requested development.

Cost Analvsis

RE:

The Company submitted the following estimated plant~in-service amounts for all major
components of the proposed water system. The Company proposes to fund its development
through Advances in Aid of Construction.
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Wickenburg Ranch Water
June 30, 2008
Page 2

Total for Hydrants :
1.0 million gallons of storage:
Booster systems:
Distribution system:
Wells:

$148,200
$1,500,000
$475,000
$2,982,886
$500,000

Total: $5,606,086

Staff has reviewed the proposed plant-in-service and found the plant facilities and cost to
be reasonable and appropriate. However, no "used and useful" determination of the proposed
plant-in-service was made, and no conclusions should be inferred for rate malting or rate base
purposes in the future.

Arizona Department of Environmental Quality ("ADEQ") Compliance

Compliance Status

The Company does not have any plant facilities at this time, therefore, an ADEQ
compliance status is not applicable at this time.

Approval to Construct

The Company has not received its ADEQ Certificate of Approval to Construct ("ATC")
for construction of the proposed water facilities. Staff recommends that the Company file with
Docket Control, as a compliance item in this docket, a copy of the ATC for the first subdivision
of the project within 24 months of the effective date of the order granting this application.

Projected Water Testing Expenses

The Company is subject  to mandatory par t icipa t ion  in  the Moni tor ing Assistance
Program ("MAP"). Starting January 1, 2002, water companies paid a fixed $250 per year fee,
plus an additional fee of $2.07 per service connection regardless of meter size for participation in
MAP ($2.57 per seMce connection minus $0.50 refund per service connection). Participation in
the MAP program is mandatory for  water  systems,  which  serve less than  10,000 per sons
(approximately 3,300 service connections).

Projected Water  Testing Expenses for  MAP would be $3,935 by using the 5th year  of
operation approximately 1,780 customers.



Wickenburg Ranch Water
June 30, 2008
Page 3

Arizona Department of Water Resources ("ADWR") Compliance

Compliance Status

The Company is not located in an Active Management Area ("AMA") and will not be
subject to any AMA reporting and conservation requirements.

Designation of Adequate Water Supplv

On February 11, 2008 the Company's application for a Designation of hav ing an
Adequate Water Supply was approved by ADWR.

Arizona Corporation Commission ("ACC") Compliance

A check with the Utilities Division Compliance Section showed no delinquencies for
Wickenburg Ranch Water, LLC. (ACC Compliance Section Email dated 5/29/08).

Water Depreciation Rates

The Staffs typical and customary Water Depreciation Rates are presented in Table A and
it is recommended that the Company use these depreciation rates by indiv idual National
Association of Regulatory Utility Commissions category as delineated in the attached Table A.



i NARUC
Account No.

Depreciable Plant
Average

Service Life
(Years)

Annual
Accrual
Rate (%)

304 structures & Improvements 30 3.33
305

i
Collecting & Impounding Reservoirs 40 2.50

!
I 306 Lake, River, Canal Intakes 40 2.50

307 Wells & Springs 30 3.33
308 Infiltration Galleries 15 6.67
309 Raw Water Supply Mains 50 2.00
310

I
Power Generation Equipment 20 5.00

311 Pumping Equipment 8 12.5
320 Water Treatment Equipment

320.1 Water Treatment Plants 30 3.33
320.2 Solution Chemical Feeders 5 20.0
330 Distribution Reservoirs & Standpipes

330.1 Storage Tanks 45 2.22
330.2 Pressure Tanks 20 5.00
331 Transmission & Distribution Mains 50 2.00

i 333 Services 30 3.33
334 Meters 12 8.33 i
335 Hydrants 50 2.00
336 Backflow Prevention Devices 15 6.67
339 OtherPlant& Misc Equipment 15 6.67
340 Office Furniture & Equipment 15 6.67

340.1 Computers & Soiiware 5 20.00
341 ITransportation uipment 5 20.00
342 Stores Equipment 25 4.00
343 Tools, Shop & Garage Equipment 20 5.00
344 Laboratory Equipment 10 10.00
345 Power Operated Equipment 20 5.00
346 Communication Equipment 10 10.00
347 Miscellaneous Equipment 10 10.00

Wickenburg Ranch Water
June 30, 2008
Page 4

Table A. Water Depreciation Rates

METER AND SERVICE LINE INSTALLATION CHARGES

The Company proposed its service line and meter installation charges which are listed in
Table B below. Since the Company may at times install meters on existing service lines, it
would be appropriate for some customers tO only be charged for the meter installation.
Therefore, separate service line and meter charges have been developed. These charges are

l
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refundable advances and the Company's proposed charges are within or below Staf fs
recommended range for these charges. Therefore, Staff recommends acceptance of the
Company's proposed service line and meter installation charges.

Table B. Service Line and Meter Installation Charges

*Note: Meter charge includes meter box or vault.

CURTAILMENT PLAN TARIFF

A Ctwtailment Plan  Tar iff ("CPT") is an  effective tool to allow a water  company to
manage its resources during periods of shortages due to pump breakdowns, droughts, or other
unforeseeable events. Since the Company does not have th is type of tar iff;  th is proceeding
provides an opportune time to prepare and file such a tariff

Staff recommends that the Company file cur tailment tar iff in  the form found on the
Commission's website at:
http://www.azcc.gov/Divisions/Utilities/fornis/Curtai11nentTariffSTANDAR.D.pd£ This tar i ff
shall be docketed as a compliance item in this case within 45 days of the effective date of an
order in this proceeding for review and certification by Staff
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Summary

Conclusions

A. Staff concludes that the Company's proposed water system will have adequate
infrastructure to serve the requested development.

B. Staff concludes that the proposed plant facilities and cost are reasonable and appropriate.
However, no "used and useful" determination of this plant-in-service was made, and no
particular future treatment should be inferred for rate making or rate base purposes in the
fuhlre.

c. The Company does not have any plant facilities at this time; therefore, an ADEQ
compliance status is not applicable at this time.

D. The Company will not be located in an AMA and will not be subject to any AMA
reposting and conservation requirements.

E. On February 11, 2008 the Company's application for a Designation of having an
Adequate Water Supply was approved by ADWR.

F. A check with the Utilities Division Compliance Section showed no delinquencies for
Wickenburg Ranch Water, LLC. (ACC Compliance Section Email dated 5/29/08).

Recommendations

1. Staff recommends that the Company file with Docket Control, as a compliance item in
this docket, a copy of the ATC for the first subdivision of the development within 2 years
of the effective date of the order granting this application.

Staff recommends that the Company use the water depreciation rates by individual
NARUC category as delineated in the attached Table A.

Staff recommends acceptance of the Company's proposed service line and meter
installation charges.

2.

4.

3.

Staff recommends that the Company file curtailment tariff in the form found on the
Commission's website at:
http://www.azcc.gov/Divisions/Uti1ities/fonns/Curtai1mentTariHSTANDARD.pdf This
tariff shall be docketed as a compliance item in this case within 45 days of the effective
date of an order in this proceeding for review and certification by Staff.
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IN THE MATTER OF THE APPLICATION OF
WICKENBURG RANCH WATER, LLC
(FORMERLY CDC WICKENBURG WATER.
LLC) FOR APPROVAL OF A RATE
ADJUSTMENT.
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DECISION no. 70741

OPINION AND ORDER

October 8. 2008

Phoenix. Arizona

Sarah N. Haxpring

Mr. Steve Were, Moyes, Sellers & Sims, on behalf of
Wickenburg Ranch Water, LLC. and

Mr. Kevin Torrey, Staff Attorney, Legal Division, on
behalf of the Utilities Division of the Arizona
Corporation Commission.

BY THE COMMISSION:

1

2 COMMISSIONERS

3

4

5

6

7

8

9

10 DATE oF HEARING:

11 PLACE OF HEARN~1G;

12 ADMINISTRATWE LAW JUDGE'

13 APPEARANCES:

14

15

16

17

18 On November 20, 2007, Wickenburg Ranch Water, LLC ("Wickenburg Ranch") filed with

19 the Arizona Corporation Commission ("Commission") an Application to Adjust Rates.

20 On December 14, 2007, the Commission's Utilities Division Staff ("Staff') filed a Letter of

21 Insufficiency stating that the application did not meet the sufficiency requirements outlined in

22 Arizona Administrative Code ("A.A.C.") R14~2-103.

23 On January 3, 2008, Wickenburg Ranch filed an Affidavit of Publication of Customer Notice

24 showing that notice of its application had been published in The Wickenburg Sun on December 12,

25 19. and 26. 2007.

26 On January 18, 2008, Wickenburg Ranch filed a response to Staffs Letter of Insufficiency.

27

28

I

S. SHARPRING ~Ratemaking\0706570&O doc 1



DOCKET no. W-03994A.07_0657

1 On February 21, 2008, Staff issueda Letter of Sufficiency, stating that Wickenburg Ranch's

2 application had met the sufficiency requirements outlined in A.A.C. R14-2-103 and that Wickenburg

3 Ranch had been classified as a Class C utility.

4 O11 February 28, 2008, a Procedural Order was issued scheduling a telephonic procedural

5 conference for March 17. 2008.

6 On March 4, 2008, Wickenburg Ranch filed a Response to Second Set of Data Requests.

7 On March 17, 2008, a telephonic procedural conference was held before a duly authorized

8 Administrative Law Judge ("ALJ") of the Commission. Wickenburg Ranch and Staff appeared

9 through counsel. During the procedural conference, it was detennined that Staff would file its Staff

10 Report by July 7, 2008, and that Wickenburg Ranch would file any response to the Staff Report by

l l July 28, 2008. There was also a discussion regarding whether a hearing would be needed.

12 On July 8, 2008, Staff filed a Motion to Extend Time to File Staff Report ("Motion to Extend

13 Tilne"), requesting an additional two weeks for Staff to prepare the Staff Report because Staff had

14 just received new information from the Arizona Department of Water Resources ("ADWR") stating

15 that there is insufficient water in the area for the purposes outlined in the application. Staff avowed

16 that Wickenburg Ranch did not object to the requested extension of time.

17 On July 10, 2008, a Procedural Order was issued extending Staff's deadline to file the Staff

18 Report and/or direct testimony and exhibits, scheduling a hearing in this matter for October 8, 2008;

19 establishing associated requirements and deadlines, scheduling a pre-hearing conference for October

20 1, 2008; requiring profiled testimony and exhibits, and extending by 60 days the time period for the

21 Commission's final order in this matter.

22 On July 16, 2008, Wickenburg Ranch filed a Response to Staff"s Motion to Extend Time.

23 stating that Staff's assertion that there is insufficient water in the area for the purposes outlined in the

24 application was erroneous and taking issue with Staff's making such an assertion in a Motion to

25 Extend Time.

26 On August 6, 2008, Wickenburg Ranch filed the Direct Testimony of William Brownlee,

27 Soon Rowell, John Matte, Peter Chan, and Steve Corell. Wickenburg Ranch also filed six exhibits.

28

2 DECISION NO. 7 0 7 4 1
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1 On August 15, 2008, Wickenburg Ranch filed a Certification of Publication and Mailing of

2 Notice of Application stating that notice had been published in The Wickenburg Sun on July 30,

3 2008, that Wickenburg Ranch currently has no licensees or water customers, and that notice was

4 provided to the owners of the Wickenburg Ranch Estates development on July 23, 2008.

5 On September 3, 2008, Staff filed a Staff Report recommending approval of Staff' s

6 recommended rates and changes.

7 On September 15, 2008, Wickenburg Ranch filed a Motion for Extension of Time to File

8 Comments to Staff Report and Motion to Reschedule Prehearing Conference. Wickenburg Ranch

9 stated that Staff had no objection to the extension.

10 On September 19, 2008, a Procedural Order was issued extending to September 29, 2008,

11 Wickenburg Ranch's deadline to respond to the Staff Report and rescheduling the pre-hearing

12 conference to October 6. 2008 .

13 On September 26, 2008, in response to the Staff Report, Wickenburg Ranch filed the Rebuttal

14 Testimony of William Brownlee.

15 On October 6, 2008, the pre-hearing conference proceeded as scheduled. Wickenburg Ranch

16 and Staff appeared through counsel. At the pre-hearing conference, the parties were informed of

17 specific subject areas to address at the hearing.

18 On October 8, 2008, the hearing proceeded as scheduled before a duly authorized ALJ of the

19 Commission at the Commission's offices in Phoenix, Arizona. Wickenburg Ranch and Staff

20 appeared through counsel and presented evidence and testimony. Staff was directed to file, by

21 October 15, 2008, one late~filed exhibit related to Wickenburg Ranch's proposed cash working

22 capital allowance. Wickenburg Ranch was directed to file any response it may have by October 22,

23 2008.

24 On November 25, 2008, Staff filed a late-filed exhibit stating that Staff does not recommend a

25 cash working capital allowance. Wickenburg Ranch did not file a response.

26

27 Having considered the entire record herein and being fully advised in the premises, the

28 Commission finds. concludes_ and orders that:

3 DECISION no. 70741
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1 FINDINGS OF FACT

2 1.

3

4

5

6

7

8 2.

9

10

11

12

13

Wickenburg Ranch is an Arizona limited liability company authorized to provide

water utility service to customers in Yavapai County, Arizona, pursuant to a Certificate of

Convenience and Necessity ("CC&N") originally granted in Decision No. 42961 (November 22,

1972).1 Decision No. 42961 established Wickenburg Ranch's current rates of $6.00 for the first

2,000 gallons or less for each consumer per month and $1.00 per thousand gallons for all water used

in excess of 2,000 gallons per month.

Wickenburg Ranch and its predecessors have never served a single water customer.

The development the CC&N was granted to serve was never built, with the exception of a small

resort that was originally commonly owned with the water utility and later, when ownership

diverged, was granted a license to use and maintain the water system by one of Wickenburg Ranch's

predecessors and thus was never classified as a customer or required to pay rates.2 The resort has

been out of operation since 2005 and is currently undergoing a major demolition and remodel

14 process.

15 3.

16

17

18

19

20

21

22

23

24

The water system plant built to serve the CC&N service area includes a 500,000

gallon storage tank, two 70,000 gallon booster tanks, and 16,000 linear feet of 4-inch distribution

line. The plant dates back to the early 1970s, has been fully depreciated, and is no longer in use due

to its poor condition. Wickenburg Ranch does not intend to place die existing plant into service.

Wickenburg Ranch also has five wells that were drilled more than 30 years ago and that it does not

intend to use as potable water production wells. Wickenburg Ranch states that only one of die wells

was ever equipped and used to supply potable water to the resort.

O11 November 20, 2007, Wickenburg Ranch filed with the Commission an Application

to Adjust Rates, stating that it desires to establish new rates and charges to provide water service to a

2,162-acre master-planned community known as Wickenburg Ranch Estates, which is planned to

25

26

27

28

Decision No. 42961 granted a CC&N to Yavapai Hllls Water Company, an Arizona limited liability partnership. In
1996, in Decision No. 59646 (May 15, 1996), Yavapai Hills Water Company was authorized to transfer its CC&N and to
sell its assets to Wick Water, LLC, a Kansas limited liability company. In 2001, in Decision No. 64252 (December 4,
2001), Wick Water, LLC, was authorized to transfer its CC&N and assets to CDC Wickenburg Water, LLC. In
September 2007, CDC Wickenburg Water filed Amended Articles of Organization with the Commission to change its
name to Wickenburg Ranch Water, LLC.

The Commission recognized this treatment of the resort in Decision No. 59646 (May 15, 1996).

4 .

4 DECISION NO. 70741
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I consist of commercial units and 2,324 housing units.

2 5. Because Wickenburg Ranch has no historical test year data from water utility

3 operations, Staff and Wickenburg Ranch agreed that Wickenburg Ranch's rate application would be

4 treated similarly to an initial CC&N application.

5 6. Notice of the application was published in The Wiekenburg Sun on December 12, 19,

6 and 26. 2007.

13

14 recommended rates and charges.

15 10. On September 26, 2008, Wickenburg Ranch filed the Rebuttal Testimony of William

16 Brownlee in response to the Staff Report.

17 11. On October 8, 2008, a hearing on Wickenburg Ranch's application was held before a

18 duly authorized ALJ of the Commission at the Commission's offices in Phoenix. Arizona.

19 Wickenburg Ranch and Staff appeared through counsel and presented evidence and testimony.

20 Wickenburg Ranch presented testimony from William Brownlee, Some Rowell, John Matta. Marvin

21 Glotfelty, and Peter Chan. Staff presented tesdrnony from Jiao Liu and Gary McMurry. Staff was

22 directed to file, by October 15, 2008, one late~fi1ed exhibit related to Wickenburg Ranch's proposed

23 cash working capital allowance. Wickenburg Ranch was directed to file any response it may have by

24 October 22. 2008 .

12.

7 7. On February 21, 2008, Staff issued a Letter of Sufficiency, stating that Wickenburg

8 Ranch's application had met the sufficiency requirements outlined in A.A.C. R14-2-103 and that it

9 had been classified as a Class C utility.

10 8. Notice of the application and hearing was published in The Wiekenburg Sun on July

11 30, 2008, and was provided to the owners of the Wickenburg Ranch Estates development on July 23,

12 2008. No comments have been received regarding the application.

9. On September 3, 2008, Staff tiled its Staff Report, recommending approval of Staffs

25 On November 25, 2008, Staff filed its late-filed exhibit, stating that it does not

26 recommend a cash working capital allowance because Wickenburg Ranch has not justified the need

27 for one. Staff stated that a cash working capital allowance is generally only granted to larger

28 companies when there is a demonstrated need to cover the time lag between cash payments to-=

5 DECISION NO. 70741
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1

2

3

4

6

vendors and cash receipts from customers and that Class C and larger utilities typically have a

negative cash working capital component and do not need additional funding through this

mechanism. In the absence of actual data from Wickenburg Ranch demonstrating that there will be a

time lag between receipt and disbursement of funds, Staff does not believe that a cash working capital

5 allowance is appropriate. Wickenburg Ranch did not file a response.

13. Wickenburg Ranch and the developer for Wickenburg Ranch Estates, WT Investors,

7 LLC ("JVT"), are both funded through organizations ultimately owned and controlled by Larry Van

8 Tuyl.3 (Tr. at ll, 21-22.) Mr. Van Tuyl has also established another company, Wickenburg Ranch

9 Wastewater, LLC, that will soon be seeking a CC&N to provide wastewater service to Wickenburg

10 Ranch's CC&N service area. (Tr. at 13, 26-27.) Wickenburg Ranch and JVT Investors are both in

11 good standing with the Commission's Corporations Division.

12 14. Wickenburg Ranch obtained a Designation of Adequate Water Supply ("DAWS")

13 from ADWR in February 2008, based on a projected demand of 1,224 acre-feet per year in 2013.

14 (Ex. A-7 at ex. 6.) In May 2006, Wickenburg Ranch had obtained from ADWR an Analysis of

15 Adequate Water Supply ("Analysis") establishing that 1,224 acre-feet per year of groundwater is

16 physically, legally, and continuously available, but also stating that Wickenburg Ranch's projected

17 buildout demand is 1,400.84 acre-feet per year. (Ex. A-7 at ex. 12 to ex. 1.) The Analysis states that

18 an additional 247 acre-feet per year of effluent will be generated at buildout, but that the effluent had

19 not been proven to be physically, legally, or continuously available at that time. (Id.) Wickenburg

20 Ranch witness Marvin Glotfelty testified that the development will phase up to the 1,400.84 acre-feet

21 per year water demand and that the existing groundwater can meet the existing need in the meantime.

22 (Tr. at 55.)

15. The commercial units plamied for Wickenburg Ranch Estates include a resort, a golf

24 course, and potentially a time share resort, depending on market demand. (Tr. at 28.) The planned

25 residential units include 383 custom home lots and 1,941 production housing lots. (Tr. at 18.) Phase

26

23

27

28

Mr. Van Tuyl owns JVT Investors jointly with the Van Tuyl Family Irrevocable Trust, and WT Investors owns
Wickenburg Ranch Estates. (Tr. at 24.) Mr. Van Tull owns VT Wick, Inc. along with his father, Cecil Van Tuyl. (Tr. at
24-25.) VT Wick owns Vanwick, LLC, which owns Wickenburg Ranch. (Tr. at 25.) Larry Van Tuyl controls the entire
enterprise and is the source of the funding for the enterprise. (Tr. at 25.)
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l

2

3

4

5

6

7 16.

8

9

10

11

12

13

14

15

16

17

18

19

20

21

I of the development is planned to include 100 custom home lots, the golf course, and the initial

phase of the resort. (Tr. at 28-29.) Phase I may also include up to 200 lots for production housing,

depending on market demand.4 (Tr. at 29.) As of January 2010, the main lines and arterial roads

should be present for the production home parcels, the custom home lots that have been improved

should have main lines fronting them, and the main well, the water storage facility, and any necessary

treatment facilities should be completed. (Tr. at 22.)

Initially, JVT will be using private wells owned by JVT and located on the golf course

land to irrigate the golf course and landscaping and to provide water for ornamental lakes. (Tr. at 14,

26, 68.) The private wells are not owned by Wickenburg Ranch and will not be part of Wickenburg

Ranch's water system,5 but will be drawing water from the same aquifer as will the water system.

(Tr. at 26, 69, 76.) Mr. Brownlee testified that JVT has an agreement with Yavapai County to be able

to use groundwater as supplemental initiation through irrigation wells on the golf course property.

(Tr. at 14.) The decision to use the private wells to initiate the golf course was based on knowledge

of the Commission's preference not to have water companies irrigate golf courses. (Tr. at 80.) Mr.

Glotfelty testified that the private wells were considered by ADWR in its approval process for the

DAWS. (Tr. at 76-77.) Once effluent is produced through the development, JVT will use effluent

for initiation. (Tr. at 14-15, 26.) Wickenburg Ranch witness Peter Chan testified that it would take

approximately 1,000 to 1,200 houses to produce sufficient effluent to im'gate the golf course, which

will require 284 acre-feet of water for initiation per year.6 (Tr. at 67-68, 72.) Mr. Chan testified that,

at full buildout, Wickenburg Ranch Estates will produce approximately 526 acre-feet of effluent per

year. (Tr. at 70.)

17. Wickenburg Ranch's CC&N service area is not located in an Active Management

23 Area ("AMA") and will not be subject to ADWR reporting and conservation requirements. (Ex. S-1

22

24

25

26

27

28

Development of the production housing lots will be driven by demand Hom homebuilders, as there are currently no
contracts in place to sell those production housing lots in bulk to builders for development. (Tr. at 18-19, 29.) The
production housing land will be developed to "superpad" condition, meaning that it will be graded, that arterial streets
will be in, and that the utilities will be stubbed to the entrance to the pad. (Tr. at 29.) The purchasing homebuilder would
buy the pad and then build the individual lots within the parcel. (Tr. at 30.)

These apparently are not the same wells as referenced in Findings of Fact No. 3.
It appears that 1,268 homes may be a more accurate figure, based on Mr. Chan's estimate of 200 gallons of sewage per

day produced per home. (See Tr. at 69.) One acre-foot is equivalent to approximately 325,851 gallons. The golf course
will thus require 92,541,684 gallons per year, or 253,539 gallons per day. Divided by 200, that results in 1,268.
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2

3

4

1 at 35.)

18. Although Wickenburg Ranch is located outside an Active Management Area, it should

nonetheless be required to comply with some of the conservation goals and management practices of

the Arizona Department of Water Resources ("ADWR"). We will require Wickenburg Ranch to

implement, within 90 days of the effective date of this Decision, at least 10 Best Management

Practices ("BMP") (as outlined in ADWR's Modified Non-Per Capita Conservation Program). Only

7 one of these BMP's shall come from the "Public awareness/PR or Education and Training categories

5

6

8 of the BMPs.

9 19. Because the developer in this case has insisted on building a golf course prior to the

10 availability of effluent for the initiation of that golf course, and because die Commission has

11 becoming increasingly concerned with the prolonged drought in Central Arizona, we believe it is in

12 the public interest to require, as a compliance item in this case, the Company to file appropriate tariffs

18

19

20

21

22

13 for Commission consideration that would condition the provision of water service to any customer on

14 the implementation of full xeriscape landscaping in front yards, as well as the installation of

15 rainwater catchment systems. These tariffs shall contain, at a minimum, the requirements for

16 implementing such a condition of service, details of the estimated costs to the Company, if any,

17 associated with implementation of the condition of service, proposed customer fees and charges, and

any other information that Wickenburg Ranch believes would assist the Commission in evaluating

these tariffs. These tariffs shall also demonstrate compliance with all applicable requirements of

Engineering.

23 Engineering and a Professional Engineer specializing in water and wastewater treatment systems.

24 (Ex. A-6 at 2.) Mr. Chan will serve as the Certified Operator for the water system. ( id. )  In the

ADEQ and any applicable local codes.

20. Wickenburg Ranch initially will be managed through a contract with CSA

(Tr. at 30.) Wickenburg Ranch witness Peter Chan is the President of CSA

25

26

27

future, Wickenburg Ranch intends to do a request for proposals to determine whether another

management Finn would be more beneficial. (Tr. at 30.) Wickenburg Ranch intends always to obtain

its management services through contract. (Tr. at 30.)

28
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1 21. The water rates and charges for Wickenburg Ranch at present, proposed by

2 Wickenburg Ranch,7 and recommended by Staff are as follows:
Present

RatesMONTHLY USAGE CHARGE:
Company
Proposed

Staff
Recommended

5/8" x W' Meter
W' Meter
1" Meter

1%" Meter
2" Meter
3" Meter
4" Meter
5"Meter
6" Meter

$ 11.50
17.25
28,75
57.50
92.00

184.00
287.50
431.25
575.00

s 17.25
17.25
28,75
57.50
92.00

184.00
287.50

N/A
575.00

Gallons included in Minimum 2.000 0 0

Commodity Rates (Per 1,000 Gallons)
5/8" x %" & W' Meter
Over 2,000 Gallons
All Usage
l to 3,000 Gallons
3,001 to 10,000 Gallons
Over 10.000 Gallons

$1 .00
N/A
N/A
N/A
N/A

N/A
$2.50
N/A
N/A
N/A

N/A
N/A

$3.30
5.00
6.00

1" Meter
Over 2,000 Gallons
All Usage
1 to 20,000 Gallons
Over 20,000 Gallons

$1 .00
N/A
N/A
N/A

N/A
$2.50

N/A
N/A

N/A
N/A

$5.00
6.00

1 W' Meter
Over 2,000 Gallons
A11 Usage
1 to 45,000 Gallons
Over 45.000 Gallons

$1 .00
N/A
N/A
N/A

N/A
$2.50

N/A
N/A

N/A
N/A

$5.00
6.00

2" Meter
Over 2,000 Gallons
All Usage
1 to 75,000 Gallons
Over 75.000 Gallons

$1.00
N/A
N/A
N/A

N/A
$2.50

N/A
N/A

N/A
N/A

$5.00
6.00

3" Meter
Over 2,000 Gallons
All Usage

$1.00
N/A

N/A
$2.50

N/A
N/A

3

4 $ 6.00
6.00

5 6.00

6 2188
7 6.00

6.00
8 6.00
9 6.00

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28 Wickenhurg Ranch's proposed rates and charge, as revised, were included in Ex. A-3 at art. 4.7
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1 to 150,000 Gallons
Over 150.000 Gallons

N/A
N/A

N/A
N/A

$5.00
6.00

4" Meter
Over 2,000 Gallons
All Usage
1 to 250,000 Gallons
Over 250.000 Gallons

$1.00
N/A
N/A
N/A

N/A
$2.50

N/A
N/A

N/A
N/A

$5.00
6.00

1

2

3

4

5

6

7

8

9

1 0

6" Meter
Over 2,000 Gallons
A11 Usage
1 to 500,000 Gallons
Over 500.000 Gallons

$1.00
N/A
N/A
N/A

N/A
$2.50

N/A
N/A

N/A
N/A

$5.00
6.00

SERVICE LINE AND METER INSTALLATION CHARGES:
(Refundable pursuant to A.A.C. R14-2-405)

11 Present
Rates

12

13

14

15

16

17

18

5/8" x %" Meter
w' Meter
1" Meter
1 Vs" Meter
2" Turbine Meter
2" Compound Meter
3" Turbine Meter
3" Compound Meter
4" Turbine Meter
4" Compound Meter
6" Turbine Meter
6" Compound Meter

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

Company &
Staff Service
Line Charge

$ 365.00
375.00
425.00
460.00
615.00
615.00
790.00
830.00

1.130.00
1.195.00
1,695.00
1.74000

Company &
Staff Meter
Installation

$ 115.00
185.00
225.00
435.00
940.00

1,665.00
1,445.00
2,240.00
2_310.00
3,200.00
4,500.00
6.230.00

Company &
Staff Total

Recommended
$ 480.00

560.00
650.00
895.00

1.555.00
2.280.00
2_235.()0
3,070.00
3,440.00
4.395.00
6,195.00
7.9700019

20 Present Rates Com pa n v Staff

21

22

23

24

$25.00
35.00
40.00
25.00
25.00
25.00

1.50%

25

$25.00
35.00
40.00
25.00
25.00
25.00

1.50%
75.00

0.00%

26

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A N / A ***

27

SERVICE CHARGES:

Establishment
Establishment (After Hours)
Reconnection (Delinquent)
NSF Check
Meter Re-Read (If Correct)
Meter Test (If Correct)
Deferred Payment (Per Month)
Deposit
Deposit Interest
Reestablishment (Within 12 Months)
Monthly Service Charge for Fire
Sprinkler (Ali Sizes)

28 Per Commission rule (R-14-2-403(B)).
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1

2

3

4

* m
Months off system times the monthly minimum (Rl4-2-403(D)).
1.0 percent of monthly minimum for a comparably sized meter connection, but no less
than $5.00 per month. The service charge for fire sprinklers is only applicable for
service lines separate and distinct from the primary water service line.

Staffs recommended rates and charges are based on projected rate base and operating22.

results for the fifth year of operations. Likewise, Wickenburg Ranch's proposed rates and charges,

5 which were revised subsequent to its initial application, are based on its projections of revenue and

6 expenses for the first five years of sewing customers.

7 23. Staff determined Wickenburg Ranch's original cost rate base ("OCRB") to be

8 $2,95l,001. This is a $3,638,281 increase from Wickenburg Ranch's proposed OCRB of($687,280),

9 resulting from Staffs disallowance of $3,773,279 in advances in aid of construction ("AIAC") and

10 $134,998 in cash working capital.

11 24. Staff recommends eliminating the AIAC because it believes that Wickenburg Ranch

12 should use a capital structure of 70 percent equity and 30 percent AIAC rather than its proposed

13 capital structure of 100 percent AIAC. Staff witness Gary McMurry testified that start-up companies

14 are risky, as they have no customer base, and thus need a stronger equity cushion to protect them

15 against unforeseen events, such as the failure of a pump, a well mining dry, or the discovery of

16 arsenic contamination. (Tr. at 93-94.) Mr. McMurry testified that if a company does not have a cash

17 account to pay for such unforeseen events, the company generally either has to look to the developer

18 or one of the lenders of last resort (the Arizona Water Infrastructure and Finance Authority or the

19 U.S. Department of Agriculture Rural Utilities Service) to obtain funds. (Tr. at 94.) Mr. McMurry

20 also testified that lenders are not very likely to provide a company a loan when the company does not

21 have any equity funds at risk. (Id.) Mr. McMurry cited to a recent Decision involving Double

22 Diamond Utilities, Inc., in which the Commission required a capital structure of 70 percent equity

23 and 30 percent AIAC and also imposed a $500,000 performance bond.8 (Tr. at 95.) Mr. McMurry

24 stated that he believed 11is recommendations were beneficial to Wickenburg Ranch because he did not

25 recommend either a performance bond or 100 percent equity, as is often done for start-up companies.

26 (Id.) Mr. McMun'y also testified that one cannot assume that money can be collected from the

27

28
This was Decision No. 70352 (May 16, 2008), which granted an initial CC&N. The performance bond was required

primarily because the applicant had no experience in successfully operat'mg a public utility.
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1 developer, because that money would be based on sales, which are not certain. (Tr. at 98.) Staff's

2 position was not altered by the testimony that Larry Van Tuyl is actually the source for all of the

3 funding and has the funds available to provide equity as needed. (Tr. at 99-100.)

4 25. Staff recommends eliminating Wickenburg Ranch's proposed cash working capital

5 allowance because a lead/lag study is generally required for Class C utilities. (Tr. at lot.) However,

6 Staff acknowledged at hearing that it would not have been possible for Wickenburg Ranch to

7 complete a lead/lag study, as it has not had any customers. (Id.) Staff also stated that it usually

8 allows cash working capital based on the formula method for an initial CC&N application, but

9 pointed out that this is a ratemaddng case rather than an initial CC&N case. (Tr. at 102.) Staff agreed

10 to analyze whether it desired to change its recommendation on cash working capital and to make a

l l late-filed exhibit with its recommendation. (Tr. at 103.) In its late-filed exhibit, Staff again

12 recommended that the cash working capital allowance be disallowed, as Staff believes that

13 Wickenburg Ranch has not provided, and does not have the data to provide, sufficient justification for

14 a cash working capital allowance. (Staff late-filed ex. at 8.) Staff stated that there is no reason to

15 assume that there is a positive cash working capital requirement and added that Staff consistently

16 recommends no cash working capital allowance in rate base for Class A, B, and C utilities, in the

17 absence of a lead/lag study. (Id.)

18 26. Staff determined that Wickenburg Ranch's fair value rate base ("FVRB") is equal to

19 its OCRB of$2.951.001.

20 27. Staff increased Wickenburg Ranch's proposed water sales revenue by $261,120, to

21 $1,011,707, to provide an 8 percent rate ofretum on FVRB.

22 28. Staff reduced Wickenburg Ranch's proposed operating expenses by $4,953 to reflect a

23 normalized testing expense for the projected customer base of 1,791 customers in year five. Staff

24 explained that water testing expenses are $2.07 per connection plus a fixed $250 per year, resulting in

25 a total of $3,957. Staff also increased Wickenburg Ranch's operating expenses by adding Sl12,287

26 in income taxes, to reflect application of the statutory state and federal income tax rates to Staff's

27 recommended taxable income. These changes bring total operating expenses to $785,976.

28 29. In year five, Wickenburg Ranch's proposed rates and charges would produce totaL
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1 operating revenue of $760,937 and total operating expenses of $678,64l, resulting in operating

2 income of $82,295 or a 10.81 percent operating margin. It is not possible to determine a rate of

3 return from Wickenburg Ranch's proposed rates and charges using Wickenburg Ranch's proposed

4 negative OCRB. However, using Staffs proposed FVRB of $2,951,001, and making Staff's $4,953

5 adjustment to testing expenses, Wickenburg Ranch's proposed rates and charges would result in a

6 2.96 percent rate of retum.9

7 1
8 revenue of $1,022,057 and total operating expenses of $785,976, resulting in operating income of

9 $236,081 or an 8 percent rate of return.

10 31. The Staff Report stated that Wickenburg Ranch's proposed rates would result in an

11 average monthly customer water bill of $3 l .82 for a customer with a 5/8" x W' meter and a projected

12 median usage of 5,827 gallons per month. Based on Wickenburg Ranch's revised rate design, this

13 figure would actually be lower. (See Ex. A-3 at art. 4.)

14 32. The Staff Report stated that Staff's proposed rates would result in an average monthly

15 customer water bill of $41.29 for a customer with a 5/8" x W' meter and a projected median usage of

16 5,827 gallons per month.

17 33. Mr. McMurry testified that Staff's recommended rates would result in overearning if

18 Wickenburg Ranch were pennitted to use a capital Structure of 100 percent AIAC. (Tr. at 95.) Staff

19 did not analyze the reasonableness of Wickenburg Ranch's proposed rates and charges, which are

20 premised on the assumption of a capital structure of 100 percent AIAC, because Staff believes that a

21 capital structure of 100 percent AIAC is just too risky and could not be recommended. (Tr. at 99-

22 100.)

30. The water rates and charges Staff recommended would produce total operating

Staff recommended approval of Staff's proposed rates and charges and also23 34.

24 recommended the following:

25

26

27

28

That Wickenburg Ranch collect from its customers a proportionate share of

any privilege, sales, or use tax per A.A.C. R14-2-409(D)(5),

Wickenburg Ranch proposed rates and charges result in total operating revenues of $760,937 and total operating
expenses of $678,641, resulting in operating income of $82,295. If expenses are reduced by $4,953, operating income is
increased to $87.248.
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1

2

3

4

5

6

7

8

9

10

11

12

That Wickenburg Ranch be required to maintain a capital structure that

includes no more than 30 percent combined AIAC and contributions in aid of

construction ("CIAC"), with the remainder as equity,

That Wickenburg Ranch be required to file with Docket Control, as a

compliance item in this docket, a copy of the Approval to Construct ("ATC")

for the first subdivision of the Wickenburg Ranch Estates development within

two years after the effective date of the order granting this application,

That Wickenburg Ranch use the depreciation rates by plant account presented

in Table A of the Staff Engineering Report,

That Wickenburg Ranch be required to file a rate case application within three

months after the five-year anniversary of the date that Wickenburg Ranch

begins providing service to its first customer,

That Wickenburg Ranch be required to file with Docket Control, as a

compliance item in this docket, within 15 days of providing service to its first

water customer, a notice that it has begun providing service to its first water

13

1 4

15

16

17

18

19

2 0

21

customer:

That Wickenburg Ranch be required to file with Docket Control, as a

compliance item, within 30 days after the effective date of the Decision in this

proceeding, a tariff schedule of its new rates and charges, and

That Wickenburg Ranch be required to file with Docket Control, as a

compliance item, within 30 days after the effective date of the Decision in this

proceeding, a Curtailment tariff and a Cross-ConnectioWBackflow tariff

35. Apart from Staff's recommendations as to capital structure and as to the Curtailment

24 tariff and Cross-Connection/Backflow tariff, Wickenburg Ranch did not object to Staffs

25 recommendations. (Tr. at 83-85.) Wickenburg Ranch's obi section to the Curtailment tariff and Cross-

26 Connection/Backflow tariff filing requirements is that Wickenburg Ranch believes that it has already

27 complied with those filing requirements. (Tr. at 83.) Wickenburg Ranch submitted its Curtailment

28 tariff as part of its Response to Letter of Insufficiency tiled January 18, 2008. (Ex. A-7 at ex. 2?

22

23

b.

d.

g.

f.

h.
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1 ex.4.) Staff acknowledged at hearing that the Curtailment tariff had been filed and would be

2 reviewed and approved. (Tr. at 89.) We also tadce notice that Wickenburg Ranch filed its Cross-

3 Connection/Backflow tariff in September 2008 and that the tariff went into effect on October 5.

4 2008.1

5 36. In his rebuttal testimony, Mr. Brownlee objected to Staff's recommendation for a

6 capital structure of at least 70 percent equity and no more than 30 percent AIAC/CIAC. Mr.

7 Brownlee stated that it is inappropriate for the Commission to require a set capital structure that

8 ]would not allow Wickenburg Ranch to take advantage of opportunities for low-cost water system

9 improvements, such as an offer from a developer to give Wickenburg Ranch land and infrastructure

10 that would result in a capital structure of 60 percent equity and 40 percent AIAC or CIAC.

l l Wickenburg Ranch states that such an opportunity would allow it to gain significant assets at no cost

12 to itself or its customers through rate base. Wickenburg Ranch believes that it should be able to take

13 advantage of this type of situation, rather than being forced to spend its own money and recover its

14 investment through its rates, thereby costing customers in the end. Wickenburg Ranch believes that

15 Staflf's proposed recommendation for capital structure should be a suggestion rather than a

16 requirement. Mr. Brownlee testified at hearing that the funds are available to achieve Staff"s

17 recommended capital structure and that Wickenburg Ranch only objects to Staffs recommended

18 capital structure to the extent that it may limit Wickenburg Ranch's ability to accept contributions of

19 infrastructure and cause Wickenburg Ranch to incur more costs or more capital expenditures to

20 provide water to its customers. (Tr. at 81-82.)

21 37. In his rebuttal testimony, Mr. Brownlee also stated that full build-out may take 10 to

22 20 years or longer, depending on market conditions. Mr. Brownlee added that while construction of

23 the main water supply infrastructure may be substantially completed in three to five years,

24 construction of the distribution system to serve individual parcels will take place as the individual lots

25 are developed. Mr. McMurry testified that Staff has no information to verify how soon homebuilders

26 can be expected to begin purchasing lots in Wickenburg Ranch Estates. (Tr. at 96.)

27

The tariff was originally filed in Docket No. W-03994A-08-0466 on September 5, 2008. A revised tariff was filed on
28 September 16, 2008.

I
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1 38. Wickenburg Ranch witness John Matta testified that Wickenburg Ranch would be able

2 to file the ATC for the first subdivision of Wickenburg Ranch Estates within two years of an order

3 approving the application. (Tr. at 47.) Mr. Matta further testified that an ATC for the pipeline has

4 already been obtained, that an ATC for wells is currently in process, and that an ATC for the water

5 campus 'site, which will include the reservoir, booster pump station, and another well, would be

6 applied for within a few weeks alter the hearing. (Tr. at 49.)

7 39. Mr. McMurry testified that he has no reason to doubt that Wickenburg Ranch would

8 be a fit and proper entity to provide service within its CC&N service area. (Tr. at 96.)

9 40. Staff believes that it would be in the public interest for the Commission to grant

10 Wickenburg Ranch's application, with Staffs recommended capital structure and rate design. (See

Tr. at 96.)

41. We agree with Staff that Staff's recommended capital structure is more appropriate

than is the 100-percent AIAC/CIAC capital structure proposed by Wickenburg Ranch. Although

11

12

13

14

15

16

17

18

19

20

Wickenburg Ranch has provided testimony that Mr. VanTuyl has sufficient funds available and will

provide equity to the operation when needed, we believe that it is in the public interest to establish

with certainty that Wickenburg Ranch will be provided such equity and to what extent. This should

ensure dirt when Wickenburg Ranch is operational and has customers, it will have funds readily

available to make any needed repairs to the system without obtaining a loan or seeldng additional

funding from a third-party developer. In addition, it should help to ensure that Wickenburg Ranch's

customers are required to pay just and reasonable rates and charges from the beginning, as opposed to

21 rates and charges that are substantially lower than is necessary to sustain the water system and that

22 could require substantial increase in the future when facilities need to be repaired or replaced,

42. We also adopt Staffs recommended FVRB, Staff's adjustments to Wickenburg23

24 Ranch's proposed revenues and operating expenses, and Staff's recommended rates and charges.

43. Because an allowance for property tax expense is included in Wickenburg Ranch's

26 rates and will be collected from its customers, the Commission seeks assurances from Wickenburg

25

27 Ranch that any taxes collected from ratepayers have been remitted to the appropriate taxing authority.

28 It has come to the Commission's attention that a number of water companies have been unwilling or.
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1 unable to fulfill their obligation to pay the taxes that were collected from ratepayers, some for as

2 many as 20 years. It is reasonable, therefore, that as a preventive measure Wickenburg Ranch shall

3 annually tile, as part of its annual report, an affidavit with die Utilities Division attesting that

4 Wickenburg Ranch is current in paying its property taxes in Arizona.

5 44. The Commission has become increasingly concerned about the prolonged drought in

6 Central Arizona. Therefore, we believe that Wickenburg Ranch should be required to conserve

7 groundwater and that Wickenburg Ranch should be prohibited from selling groundwater for the

8 purpose of irrigating any golf courses within the certificated area or any ornamental lakes or water

9 features located in the common areas of the proposed new developments within the certificated area.

10 We also believe that Wickenburg Ranch should be required to work with the wastewater provider for

l l its certificated area, once that wastewater provider is approved, to ensure that effluent is used to

12 irrigate any golf courses within the certificated area or any ornamental lakes or water f̀ eatures located

13 in the common areas of the proposed new developments within the certificated area, once effluent is

14 being produced.

15 45. Staffs recommendations set forth in Findings of Fact No. 34(a) through (g) are

16 reasonable and should be adopted. We do not adopt Staff's recommendation set forth in Findings of

17 Fact No. 34(h) because we find that Wickenburg Ranch has already satisfied tile requirements in that

lb recommendation.

19

20 1. Wickenburg Ranch is a public service corporation within the meaning of Article XV

21 of the Arizona Constitution and A.R.S. §§40-250, 40-251, and 40-256.

The Commission has jurisdiction over Wickenburg Ranch and the subject matter of

CONCLUSIONS OF LAW

22 2.

23 the application.

24 3.

25 4.

26 5.

27 reasonable and should be adopted.

28

Notice of the application was given in accordance with the law.

The rates and charges authorized herein are just and reasonable.

Staffs recommendations set forth in Findings of Fact No. 34(a) through (g) are

17 DECISION NO. 70741



DOCKET no. W-03994A-07-0657

ORDER

MONTHLY USAGE CHARGE:

s 17.25
17.25
28.75
57.50
92.00

184.00
287.50
575.00

Commodity Rates (Per 1,000 Gallons)
5/8" X %" & w' Meter
1 to 3,000 Gallons
3,001 to 10,000 Gallons
Over 10.000 Gallons

$3.30
5.00
6.00

1" Meter
1 to 20,000 Gallons
Over 20.000 Gallons

$5.00
6.00

l W' Meter
1 to 45,000 Gallons
Over 45.000 Gallons

$5.00
6.00

2" Meter
1 to 75,000 Gallons
Over 75.000 Gallons

$5.00
6.00

3" Meter
1 to 150,000 Gallons
Over 150.000 Gallons

$5.00
6.00

4" Meter
1 to 250.000 Gallons
Over 250_000 Gallons

$5.00
6.00

1

2 IT IS THEREFORE ORDERED that Wickenburg Ranch Water, LLC, is hereby directed to

3 file with Docket Control, as a compliance item in this docket, on or before February 1, 2009, revised

4 rate schedules setting forth the following rates and charges:

5

6 5/8" x %" Meter
W' Meter

7 1" Meter
8 1%" Meter

2" Meter
9 3" Meter

4" Meter
10 6" Meter

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

6" Meter
1 to 500,000 Gallons
Over 500.000 Gallons

$5.00
6.00

18 DECISION NO . 70741



DOCKET no. W-03994A-07-0657

SERVICE LINE AND METER INSTALLATION
CHARGES'
(Refundable pursuant to A.A.C. R14-2-405)

1

2

3

4

5

6

7

8

9

10

5/8" x w' Meter
w' Meter
1" Meter
1 W' Meter
2" Turbine Meter
2" Compound Meter
3" Turbine Meter
3" Compound Meter
4" Turbine Meter
4" Compound Meter
6" Turbine Meter
6" Compound Meter

Service
Line Charge

$ 365.00
375.00
425.00

460.00
615.00

615.00
790.00

830.00
1.13000
1. 195 .00
1.695.00

1.740.00

Meter
Installation

$ 115.00
185 .00
225.00
435.00
940.00

1.665 .00
1,445.00
2,240.00
2,310.00
3,200.00
4,500.00
6.230.00

Total
$  4 8 0 . 0 0

560.00
650.00
895.00

1,555.00
2.28000
2,235.00

3,070.00
3,440.00
4,395.00

6,195.00

7.97000

$25.00
35.00
40.00
25.00
25.00
25.00

1.50%

13

14

15

16

17

18

19

20

SERVICE CHARGES:

Establishment
Establishment (After Hours)
Reconnection (Delinquent)
NSF Check
Meter Re-Read (If Correct)
Meter Test (If Correct)
Deferred Payment (Per Monde)
Deposit
Deposit Interest
Reestablishment (Within 12 Months)
Monthly Service Charge for Fire
Sprinkler (All Sizes)

***

21

22

23 IT IS FURTHER ORDERED that the above rates and charges shall be effective for all service

24 provided on and alter February 1, 2009.

25 IT IS FURTHER ORDERED that, in addition to collecting its regular rates and charges,

26 Wickenburg Ranch Water, LLC, shall collect from its customers a proportionate share of any

27 privilege, sales, or use tax per A.A.C. R14-2-409(D)(5).

28 IT IS FURTHER ORDERED that Wickenburg Ranch Water, LLC, shall establish and

***

Per Commission rule (R-14-2-403(B)).
Months off system times the monthly minimum (R14-2-403(D)).
1.0 percent of monthly minimum for a comparably sized meter connection, but no less
than $5.00 per month. The service charge for tire sprinklers is only applicable for
service lines separate and distinct from the primary water service line.
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DOCKET no. W-03994A-07-0657

1 maintain a capital structure that includes no more than 30 percent combined advances in aid of

2 construction and contributions in aid of construction, with the remainder as equity.

3 IT IS FURTHER ORDERED that Wickenburg Ranch Water, LLC, shall, within two years

4 tier the effective date of this Decision, tile with the Commission's Docket Control, as a compliance

5 item in this docket, a copy of the Approval to Construct for the first subdivision of the Wickenburg

6 Ranch Estates development.

7 IT IS FURTHER ORDERED that Wickenburg Ranch Water, LLC, shall use the depreciation

8 rates by individual National Association of Regulatory Utility Commissioners plant account set forth

9 in Table A of the Commission's Utilities Division Staffs Engineering Report.

10 IT IS FURTHER ORDERED that Wickenburg Ranch Water, LLC, shall, within three months

l l after the five-year anniversary of the date that it begins providing water utility service to its first

12 customer, file with the Commission a rate case application.

13 IT IS FURTHER ORDERED that Wickenburg Ranch Water, LLC, shall, within 15 days after

14 it begins providing water utility service to its first customer, file with the Commission's Docket

15 Control, as a compliance item in this docket, a notice that it has begun providing service to its first

16 customer.

17 I IT IS FURTHER ORDERED that, in light of the ongoing drought conditions in Central

18 Arizona and the need to conserve groundwater, Wickenburg Ranch Water, LLC, is prohibited from

19 selling groundwater for the purpose of irrigating any golf courses within its certificated area or any

20 ornamental lakes or water features located in the common areas of the proposed new developments

21 within its certificated area.

22 IT IS FURTHER ORDERED that Wickenburg Ranch Water, LLC, shall implement, within

23 90 days of the effective date of this Decision, at least 10 Best Management Practices (as outlined in

24 ADWR's Modified Non-Per Capita Conservation Program) and submit those Best Management

25 Practices to Docket Control within 90 days of the effective date of this Order. Only one of these

26 BMPs shall come from the "Public awareness/PR or Education and Training categories of the BMPs.

27 IT IS FURTHER ORDERED that the Company shall file appropriate tariffs for Commission

28 consideration that would condition the provision of water service to any customer on the

20 DECISIONNO | 70741
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1 implementation of full xeriscape landscaping in front yards, as well as the installation of rainwater

2 catchment systems, by July 31, 2009. These tariffs shall contain, at a minimum, the requirements for

3 implementing such a condition of service, details of the estimated costs to the Company associated

4 with implementation of the condition of service, proposed customer fees and charges, and any other

5 information that Wickenburg Ranch Water, LLC believes would assist the Commission in evaluating

6 these tariffs. These tariffs shall also demonstrate compliance with all applicable requirements of

7 ADEQ and any applicable local codes.

8 IT IS FURTHER ORDERED that Wickenburg Ranch Water, LLC, shall work with the

9 wastewater provider for its certificated area, once that wastewater provider is approved, to ensure that

10 effluent is used to irrigate any golf courses within its certificated area or any ornamental lakes or

11 water features located in the common areas of the proposed new developments within its certificated

12 area, once effluent is being produced.

13

14

15

16

17

18 v ..

19

20

21

22

23

24

25

26

27

28
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DOCKET no. W-03994A-07-0657

1 IT IS FURTHER ORDERED that Wickenburg Ranch Water, LLC, shall annually file, as part

2 of its annual report, an af'ddavit with the Commission's Utilities Division attesting that it is current on

3 paying its property taxes in Arizona.

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

5 BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

6

7

8

) .

4 COMWSIOMR l COMMISSION

IN WITNESS WI-IEREOF, I, MICHAEL p. KEARNS, Interim
Executive Director of the Arizona Corporation Commission,
have hereunto set my hand and caused the official seal of the
Co `ssion to be ,tixed at the Capitol, in the City of Phoenix,
this " / / / day of /'26/44'-My _2009.

W
lvnc 8T;"PTKE ,__ ' 7

IM EXE rIvE DIRECTOR

Eu i COMMISSIONER

11
12
13
14
15
16
17

18 D1SSENT .
19 l '

20 DISSENT
21
22
23
24
25
26
27
28

44
I

/6'((
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l WICKENBURG RANCH WATER, LLC (FORMERLY
CDC WICKENBURG WATER, LLC)

DOCKET NO.: W-03994A-07-0657

Steve Wane
MOYES, SELLERS & SLMS
1850 North Central Avenue, Suite 1100
Phoenix, Arizona 85004-4541
Attorney for Wickenburg Ranch Water, LLC

SERVICE LIST FOR:

2

3

4

5

6

7

8

9

David Green
WICKENBURG RANCH WATER, LLC
C/O MY Builders
4222 East Camelback Road, H100
Phoenix. Arizona 85018-2721

10

11

12

Janice Alward, Chief Counsel
Kevin Torrey, Attorney
Legal Division
ARIZONA CORPORATION COMMISSION
1200 W. Washington Street
Phoenix. Arizona 85007

13

14

15

Ernest Johnson, Director
Utilities Division
ARIZONA CORPORATION COMMISSION
1200 W. Washington Street
Phoenix. Arizona 85007

16

17

18

19

20

21

22

23

24

25

26

27

28
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1 EXECUTIVE SUMMARY
s

2

3

4

5

6

7

8

Jurisdictions that have discussed the issue have generally allowed LLCs and Z-Corps to recover
income tax expenses, because these taxes are "inescapable business outlays and are directly
comparable with similar corporate taxes." 5

The Commission has often allowed recovery of income-tax expenses by LLCs and£Corps,
although it has not been consistent on this issue.

Staff changed its position on the recoverability of income-tax expenses just before its testimony
was due in this case.

9

10
11

Sunrise incurred actual income-tax expense in the test year.

Sunrise's request to recover income-tax expense is consistent with good public policy and avoids
discrimination in favor of C-Corps and against S-Corps and LLCs.
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I1

2

3

4

5

Q.

INTRODUCTION

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE

NUMBER.

My name is Ray L. Jones. My business address is 25213 N. 49111 Dr., Phoenix, Arizona

85083, and my business phone is (623) 341-4771 .

Q. ARE YOU THE SAME RAY L. JONES WHO PREVIOUSLY SUBMITTED

DIRECT, REBUTTAL AND REJOINDER TESTIMONY IN THIS DOCKET?

6

7

8 Yes.

II PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR SUPPLEMENTAL TESTIMONY?Q-

In my testimonyl

I discuss the treatment of income tax expense for rate making purposes for utilities

operating as something other than a C-Corp in states other than Arizona.

I discuss the Commission's actions regarding recovery of income tax expense generally

and with respect to this case.

I update Sunrise's position regarding income tax expense.

9

10

11

12

13

14

15

16

17

18

19

20

21

22

Q. IS YOUR DISCUSSION OF OTHER CASES IN OTHER JURISDICTIONS

INTENDED TO BE COMPREHENSIVE?

A.

A.

A.

A.

No, I would characterize my discussion as representative. Because of the expense, our

case review was limited, so there may be cases that we have missed. If there are multiple

cases from a jurisdiction, I will only discuss one or two of the cases as long as they are

representative of the other cases.



Company State Business Type Citation

Vemah S. Moyston,
d/b/aHobbs Gas
Company

New Mexico Sole Proprietor

Moyston v. New Mexico Public
Service Commission
63 P.U.R.3d 522, 76 N.M. 146,
412 P.2d 840 (1966).

Suburban Utility
Corporation

Texas S-Corp
Suburban Utility Corp. v. Public
Utility Com'n of Texas 652 S.W.2d
358 (Tex. 1983).

Rainier View Water
Company, Inc.

Washington S-Corp

Washington Utilities and
Transportation Com-mission
v. Rainier View Water Co, Inc.,
2002 WL 31432725 (Wash.
U.T.C.)

Greeley Gas Company Kansas S-Corp

Greeley Gas Co. v. State Corp.
Com 'n of State of Kan.
15 Kan.App.2d 285, 807 P.2d 167,
(Kan.App. 1991).

Home Telephone
Company, Inc.

Kansas S-Corp

Home Telephone Co., Inc. v. State
Corp. Com'n ofStafe of Kansas,
31 Kan.App.2d 1002, 76 P.3d
1071 (Kan.App. 2003.).

Madison Telephone,
LLC

Kansas LLC
Re Madison Telephone, LLC, 2007
WL 2126360 (Kan. S.C.C.).

Sunrise Water Company
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III1

2

3

4

5

6

Q-

INCOME TAX TREATMENT BY STATES OTHER THAN ARIZONA

ARE YOU AWARE OF STATES THAT ALLOW INCOME TAX EXPENSE TO

BE INCLUDED IN THE RATES OF UTILITIES THAT ARE NOT C-CORPS?

Yes. Based on my research New Mexico, Texas, Washington, Kansas, Wisconsin,

Hawaii, New Jersey and Vermont have allowed income tax expense for utilities

organized as Sole Proprietorships, S-Corps, or Limited Liability Companies.

7

8

9

10

11

WHAT WERE THE UTILITIES, ORGANIZED AS SOLE PROPRIETORSHIPS,

S-CORPS OR LIMITED LIABILITY COMPANIES, THAT YOU REVIEWED IN

DETERMINING THE STATES IN WHICH THEY OPERATE ALLOW THE

RECOVERY OF INCOME TAX EXPENSE IN RATES?

A.

Q.

A.

The utilities and their State of operation are summarized as follows:



Company State Business Type Citation

CenturyTe1 of the
Midwest-Kendall, Inc.

Wisconsin LLC
Re Cem'uryTel of theMidwest-
Kendall, Inc., 2001 WL 1744202
(Wis. P.S.C.).

CenturyTel of Central
Wisconsin, LLC

Wisconsin LLC
Re CenfuryTel of Central
Wisconsin, LLC, 2002 WL
31970289 (Wis. P.S.C.).

Kukio Utility
Company, LLC

Hawaii LLC
Re Kukio Utility Co., LLC, 2008
WL 435059 (Hawai'i P.U.C.).

1

Maxim Sewerage
Co oration

New Jersey S-Corp
Re Maxim Sewerage Corp., 1998
WL 223177 (N.J. B.P.U.).

Shoreham Telephone
Company, Inc.

Vermont S-Corp
Re Shoreham Telephone Company,
Inc. 239 P.U.R.4th 380, 2005 WL
27529 (Vt. P.S.B.).
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1

2

3

4

5

6

Q- WHAT WERE THE CIRCUMSTANCES OF HOBBS GAS COMPANY

RECEIVING RECOVERY OF INCOME TAX EXPENSE IN NEW MEXICO?

The New Mexico Public Service Commission established rates for Hobbs without any

consideration given to income tax expense. Hobbs appealed the New Mexico

Commission's order and was ultimately awarded recovery of income tax expense by the

New Mexico Supreme Court.

7

8

9

10

11

12

Q. WOULD YOU SUMMARIZE YOUR UNDERSTANDING OF THE NEW

MEXICO COURT'S FINDINGS?

The Court found that rates should include income tax expense in the amount that Hobbs

would pay if it were a C-Corp. In reaching its conclusion the Court stated that Hobbs'

operations were subj ected to income taxes in substantial amounts and that rates which fail

to take income taxes into account are unfair, unjust, unreasonable and discriminatory.

13

14

15

A.

A.

The Court noted that the income taxes paid by Hobbs at individual rates were higher than

those that a C-Corp would pay. The Court disagreed with the Commission's contention

that the Company was no different than a shareholder receiving dividends from a C-Corp

'Ia
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1

2

because Hobbs must pay taxes on 100% of the utility's income, while a stockholder only

pays taxes on declared and issued dividends.

3

4

5

6

Finally, the Court noted that if Hobbs was a C-Corp the rates would be confiscatory due

to the exclusion in income tax expense. The Court noted that confiscatory regulation is

void because it is repugnant to the constitutional guaranties of due process and equal

protection of the laws.

7

8

9

Q- WHAT WERE THE CIRCUMSTANCES OF SUBURBAN UTILITY

CORPORATION RECEIVING RECOVERY OF INCOME TAX EXPENSE IN

10

11

12

TEXAS?

The Public Utility Commission of Texas established rates for Suburban without including

income tax expense. Suburban appealed the Texas Commission's order and was

ultimately awarding recovery of income tax expense by the Texas Supreme Court.

Q- WOULD YOU SUMMARIZE YOUR UNDERSTANDING OF THE TEXAS

COURT'S FINDINGS?

13

14

15

16

17

18

19

20

21

The Texas Court relied in the New Mexico Court's decision in the Hobbs case. In doing

so the Texas Court cited the New Mexico Court's notation that hypothetical tax

calculations made for the purpose of allocating income taxes to a public utility "establish

that the fundamental inquiry is not limited to technical distinctions, but is detennined by

practical economic facts." The Court also noted that disallowed expenses may weaken a

utility's financial position, negatively affecting is ability to raise financing or attract

investors.

22

23

A.

A.

The Court found that income taxes required to be paid by shareholders of an S-Corp are

"inescapable business outlays and are directly comparable with similar corporate taxes"
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1

2

3

paid by C-Corps. The Court held that Suburban was entitled to recover income tax

expenses equal to the lesser of the income taxes actually paid by its shareholders or the

tax it would pay if it were a C-Corp.

4 Q-

5

6

WHAT WERE THE CIRCUMSTANCES OF RAINIER VIEW WATER

COMPANY RECEIVING RECOVERY OF INCOME TAX EXPENSE IN

WASHINGTON?

7

8

9

10

11

Rainier requested rate relief from the Washington Utilities and Transportation

Commission. The Washington Commission issued a rate order which included income

taxes. The Commission Staff petitioned for administrative review of the Order resulting

in the Commission issuing a second order affinning the initial order with respect to the

inclusion of income taxes in the rates of Rainier.

12 Q. WOULD YOU SUMMARIZE YOUR UNDERSTANDING OF THE

WASHINGTON COMMISSION'S FINDINGS?13

14

15

The Washington Commission cited the Hobbs case and Suburban case deciding to allow

income-tax expense for Rainier. It also noted "that the courts of other jurisdictions had

adopted the approach, and that the approach will result in rates that are fair, just, and

reasonable and will avoid concerns related to the Constitutionally-mandated opportunity

to earn a fair return and concerns about different treatment of fundamentally similar

entities." Like the courts in New Mexico and Texas, the Washington Commission

concluded that income tax should be imputed at the lower of the personal or corporate

16

17

18

19

20

21

A.

A.

rate.
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1

2

3

4

5

6

Q. WHAT WERE THE CIRCUMSTANCES OF HOME TELEPHONE COMPANY

RECEIVING RECOVERY OF INCOME TAX EXPENSE IN KANSAS?

The Kansas State Corporation Commission disallowed the inclusion of income tax

expense in the rates of Home. Home appealed the Commission's decision and the

Appeals Court of the State of Kansas allowed recovery of income tax expense in the rates

of Home.

7

8

9

10

11

12

13

14

15

16

17

Q. WOULD YOU SUMMARIZE YOUR UNDERSTANDING OF THE KANSAS

COURT'S FINDINGS?

The Kansas Court based its decision on an earlier Appeals Court of the State of Kansas

decision pertaining to Greely Gas Company. In the Greely case the Court upheld the

Kansas Commission's denial of income tax expense for Greyly because Greely had not

provided proof that its shareholders had incurred income tax expense on the income of

the utility. However, in the Greely case the Court relied on the Suburban case in Texas to

establish that S-Corps in Kansas should be allowed to recover income tax expenses when

it is proven that the shareholder of the S-Corp actually incurred an income tax expense.

Based on past Commission practice, the Kansas court ultimately allowed Home income

tax expenses equal to those it would have paid if it were a C-Corp.

18

19

20

21

22

23

Q- WERE THE CIRCUMSTANCES OF MADISON TELEPHONE RECEIVING

RECOVERY OF INCOME TAX EXPENSE IN KANSAS CONSISTENT WITH

THE GREELY AND HOME CASES?

A.

A.

A. Yes. Madison requested rate relief from the Kansas State Corporation Commission. The

Kansas Commission issued a rate order which included income taxes for the lesser of the

actual income tax paid by the members of the LLC or the imputed taxes at the corporate
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1

2

tax rate. The Commission noted that this is consistent with the Greedy case, which relied

on the Suburban case in Texas.

3

4

5

6

7

8

Q- WHAT WERE THE CIRCUMSTANCES OF CENTURY TEL OF CENTRAL

WISCONSIN AND CENTURY TEL OF THE MIDWEST-KENDALL

RECEIVING RECOVERY OF INCOME TAX EXPENSE?

Both companies were LLC subsidiaries of Century Tel, Inc., a C-Corp. The Wisconsin

Public Service Commission authorized recovery at corporate tax rates for both

companies, while acknowledging that LLCs are not directly liable for income taxes.

9

10

11

12

13

Q. WHAT WERE THE CIRCUMSTANCES OF KUKIO UTILITY COMPANY

RECEIVING RECOVERY OF INCOME TAX EXPENSE?

Kukio applied to and received recovery of income tax expense from the Hawaii Public

Utilities Commission. The order does not provide any discussion of the issue other than

to note that the parties agreed upon an effective tax rate of 37.9699%.

14

15

16

17

18

19

Q- WHAT WERE THE CIRCUMSTANCES OF MAXIM SEWERAGE

CORPORATION RECEIVING RECOVERY OF INCOME TAX EXPENSE?

Based on a stipulation agreement, the New Jersey Board of Public Utilities authorized

rates for Maxim that included income tax expense. The proposed order in the case noted

that Maxim's income tax expense should be based on the C-Corp tax rate since that was

lower than the individual rate applicable to Maxim's shareholders.

20

21

22

23

Q. WHAT WERE THE CIRCUMSTANCES OF SHOREHAM TELEPHONE

COMPANY RECEIVING RECOVERY OF INCOME TAX EXPENSE?

A.

A.

A.

A. Pursuant to a motion of alter a previous decision of the Vermont Public Service Board,

the Vermont Board amended its previous decision denying recovery of income tax



Company State Business Type Citation

South Haven Water Works Indiana S-Corp

South Haven Waterworks
v. Ojice of Utility
Consumer Counselor
621 N.E.2d 653 (Ind.App.
1993)

Monarch Gas Company Illinois S-Corp

Monarch Gas Co. v.
Illinois Commerce
Comm 'n, 366 N.E.2d 945,
51 I1l.App.3d 892, (1977).

Concord Steam Corporation New Hampshire S-Corp
Re Concord Steam Corp.,
71 N.H. P.U.C. 667
(1986).
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1

2

3

expense to allow recovery of income tax expense. The Vermont Commission allowed

income tax at the difference of the taxable dividend rate of 15% and the personal rate

applicable to Shoreham's shareholders of 25.l5%.

4

5

6

7

8

9

ARE YOU AWARE OF STATES THAT HAVE NOT ALLOWED INCOME TAX

EXPENSE TO BE INCLUDED IN THE RATES OF UTILITIES THAT ARE NOT

C-CORPS?

Yes. Based on my research Indiana, Illinois, New Hampshire, Pennsylvania, Florida and

Kentucky have denied income tax expense for utilities organized as S-Corps, or Limited

Liability Companies.

10

11

12

13

14

Q- WHAT WERE THE UTILITIES, ORGANIZED AS S-CORPS OR LIMITED

LIABILITY COMPANIES, THAT YOU REVIEWED IN DETERMINING THE

STATES IN WHICH THEY OPERATE DENIED THE RECOVERY OF INCOME

TAX EXPENSE IN RATES?

A.

A.

Q.

The utilities and their State of operation are summarized as follows:



Company State Business Type Citation

Jackson Sewer Corporation Pennsylvania S-Corp

Pennsylvania Public
Utility Comm 'n v.
Jackson Sewer Corp., 96
Pa.p.U.c. 322, 2001 WL
1658672 (Pa. P.U.C.).

Farr ton Water Resources Florida LLC
Re Farr ton Water
Resources LLC, 2004 WL
2359423 (Fla. P.S.C.)

Ridgelea Investments, Inc. Kentucky S-Corp
Application ofRidgelea
Investments, Inc. 2008 WL
4696006 (Ky. P.S.C.)
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1

2

3

4

5

6

Q. WHAT WERE THE CIRCUMSTANCES OF SOUTH HAVEN WATER WORKS

BEING DENIED RECOVERY OF INCOME TAX EXPENSE IN INDIANA?

The Indiana Utility Regulatory Commission issued an order denying the recovery of

income tax expense in the rates of South Haven Water Works. South Haven appealed the

Indiana Commission's order, which was ultimately affirmed by the Court of Appeals of

Indiana.

7

8

9

10

11

12

13

Q- WOULD YOU SUMMARIZE YOUR UNDERSTANDING OF THE INDIANA

COURT'S FINDINGS?

In affirming the Indiana Commissions order, the Court found that South Haven's request

to recover income tax expense at the 31 % individual tax rate was based on a hypothetical

approach and that South Haven had provided no evidence the South Haven's owners paid

any income tax. The Court considered South Haven's request speculative, arbitrary,

hypothetical and unsupported by the record.

14

15

16

17

Q. WHAT WERE THE CIRCUMSTANCES OF MONARCH GAS COMPANY

BEING DENIED RECOVERY OF INCOME TAX EXPENSE IN ILLINOIS?

A.

A.

A. The Illinois Commerce Commission issued an order denying recovery of income tax

expense for Monarch Gas Company. Monarch appealed the order to the Appellate Court
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1

2

3

of Illinois. The Court affirmed the Commission's order, finding that the Commission

exercised its discretion by rej acting a claimed expense that was not in fact paid by the

company.

4

5

6

7

8

9

Q- WHAT WERE THE CIRCUMSTANCES OF CONCORD STEAM

CORPORATION BEING DENIED RECOVERY OF INCOME TAX EXPENSE IN

NEW HAMPSHIRE?

The New Hampshire Public Utilities Commission issued an order denying income tax

expense to Concord. The order relied upon the Illinois decision pertaining to Monarch in

reaching its conclusion.

Q. WHAT WERE THE CIRCUMSTANCES OF JACKSON SEWER

CORPORATION BEING DENIED RECOVERY OF INCOME TAX EXPENSE IN

PENNSYLVANIA?

10

11

12

13

14

15

16

17

18

19

20

A.

A.

Pursuant to request to increase rates, the Pennsylvania Public Utility Commission issued

an order denying Jackson recovery of income tax expense. The Commission relied on a

previous Pennsylvania Supreme Court decision that standalone tax calculations for a

utility participating in a consolidated tax return would not be allowed since the

standalone calculation did not consider the tax benefits of the consolidation. The

Commission concluded that it did not have the authority to include hypothetical expenses

not incurred and established that a utility cannot collect phantom taxes and should only

be allowed to collect actual taxes paid.
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1

2

3

4

5

6

7

8

Q- WHAT WERE THE CIRCUMSTANCES OF FARMTON WATER RESOURCES

LLC AND RIDGELEA INVESTMENTS, INC. BEING DENIED RECOVERY OF

INCOME TAX EXPENSE IN FLORIDA AND KENTUCKY, RESPECTIVELY?

In both cases the Public Service Commission regulating the utility issued a rate order

denying recovery on income tax expense. In both cases there was little discussion of the

issue. In the Farr ton case, the Florida Commission simply stated that a limited liability

company has no income tax expense. In the Ridgelea case, the Kentucky Commission

stated that income tax expense was removed because Ridgelea is a S-Corp.

IV9

10

11

12

13

14

15

16

Q-

THE ARIZONA CORPORATION COMMISSION HAS NOT TAKEN A

CONSISTENT POSITION CONCERNING RECOVERY OF INCOME TAX

EXPENSE BY LLCS AND S-CORPS.

WHAT HAS BEEN THE ARIZONA CORPORATION COMMISSION'S

POSITION CONCERNING RECOVERY OF INCOME TAX EXPENSE BY LLCS

AND S-CORPS?

The Commission has often allowed recovery of income-tax expense for LLCs and S-

Corps.

17

18

19

20

21

22

23

WHAT EVIDENCE DO YOU HAVE THAT THE COMMISSION HAS OFTEN

ALLOWED RECOVERY OF INCOME TAX EXPENSE BY LLCS AND s-

CORPS?

A.

A.

Q.

A.

First, as I testified earlier, the Commission allowed income-tax expense for Sunrise

Water, an S-Corp, in a previous rate case. Second, at the hearing, Sunrise introduced

Exhibits A-9 through A-14, which demonstrated that the Commission Staff had

recommended and the Commission had approved recovery of income-tax expense for
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1

2

three LLCs: Fisher's Landing Water and Sewer Works, LLC, Winchester Water

Company, LLC, and Wickenberg Ranch Water, LLC.

3

4

5

6

7

8

9

10

11

12

13

14

Q. HAVE YOU DISCOVERED ANY OTHER CASES WHERE THE COMMISSION

HAS ALLOWED RECOVERY OF INCOME TAX EXPENSE BY AN LLC OR s-

CORP?

Yes. I previously discussed the 1997 case of Camp Verde Water System, Inc., Decision

No. 60105, dated March 19, 1997. In this case the Commission allowed recovery of

income-tax expense by an S-Corp where the bank would not loan funds if income-tax

expenses were not allowed. This highlights the economic reality that S-Corps have real

income tax expenses. Because the bank's investment would only be repaid with after-tax

dollars, it insisted on recovery of income-tax expense in rates. This is what I have been

saying all along .- If income-tax expenses are not recovered in rates, there are fewer

dollars available to fund investments. This would effectively reduce the return on

investment.

15

16

17

18

19

20

Q- ARE YOU AWARE OF CASES WHERE THE COMMISSION HAS

DISALLOWED RECOVERY OF INCOME-TAX EXPENSES BY LLCS?

Yes, and I am sure that Staff will cite all these cases. However, this does not change my

point, which is that the Commission has not taken a consistent position on this issue.

Sometimes Staff recommends and the Commission approves recovery of income-tax

expense and sometimes Staff and the Commission take the opposite position.

21

22

23

24

Q. DO YOU BELIEVE THAT THE STAFF'S INCONSISTENCY ON THIS ISSUE IS

EVIDENT IN THIS CASE?

A.

A.

A.

Yes I do. Marvin Collins and I met with Staff in February 2008, before filing our case in

August 2008. The purpose of the meeting was to discuss Staff' s expectations for our
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1

2

3

4

5

6

7

8

filing and explore possible issues considering that Sunrise had not filed for rates in

approximately 25 years. We discussed a number of issues with Staff, but Staff never

raised any issue with income-tax expenses. Over the course of Staff preparing its direct

testimony in this case Sunrise discussed many issues, but never discussed income-tax

expense. Additionally, the issue never came up during Staff s subsequent data requests

or its site audit. The failure of this issue to surface until very late in the processing of this

case is indicative of Staff' s inconsistency on this issue. If Staff had a clear policy on this

issue, the income-tax issue would have most certainly arisen earlier.

9

10

11

12

13

14

15

Q. WHEN DID SUNRISE FIRST BECOME AWARE THAT STAFF WOULD

PROPOSE DISALLOWANCE OF INCOME-TAX EXPENSE?

I received a phone call from Mr. Iggie on February 24, 2009, just three days before

Staff' s testimony was due on February 27, 2009. During that call, Mr. Iggie informed me

for the first time that Staff was considering opposing recovery of income-tax expense for

Sunrise because it was an S-Corp. This was the first time anyone at Sunrise was told that

Staff was considering this position.

16

17

18

19

20

21

22

23

Q. HAVE ANY OTHER STAFF OR COMMISSION ACTIONS DURING THE

COURSE OF THIS CASE DEMONSTRATED INCONSISTENCY ON THE

INCOME TAX ISSUE?

A.

A. Yes. Sunrise filed its application in this docket on August 1, 2008. Just one month later,

on September 3, 2008, Staff recommended recovery of income-tax expense for

Wickenberg Ranch Water, LLC (Exhibit A-13). The Commission approved Staff' s

position on February 12, 2009 (Exhibit A- 14) only days before Staff' s testimony was due

in this case.
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1

2

v

Q-

3

4

SUNRISE'S CURRENT POSITION REGARDING INCOME TAX

HAS YOUR REVIEW OF THE INCOME TAX TREATMENT OF S-CORPS AND

OTHER PASS THROUGH ENTITIES CHANGED SUNRISES POSITION

REGARDING IT REQUESTED INCOME TAX TREATMENT?

5

6

No. To the contrary, the cases serve to support Sunrise's position and reinforce many of

the arguments made by Sunrise supporting its position.

7

8

9

10

11

12

13

Q- WHY SHOULD THE INCOME TAX LIABILITY CREATED BY SUNRISE BE

RECOVERED IN RATES?

14

The net income generated by Sunrise through the provision of regulated water services is

subj et to State and Federal income tax. The passed-through tax liability would not exist

absent the provision of regulated water services by Sunrise. Using the words of the

Texas Supreme Court, the taxes paid by Mr. Campbell on the income of Sunrise are

"inescapable business outlays and are directly comparable with similar corporate taxes."

Like any other expense prudently incurred in the operation of a regulated entity, the

income tax expense should be recovered in rates of the regulated entity, unless

circumstances particular to the regulated entity warrant a disallowance of the income tax

15

16

17 expense.

18

19

20

21

22

Q. WHY IS STAFF'S POSITION FLAWED?

23

24

A.

A.

A.

Sunrise has previously testified that Staff' s position is discriminatory and unfair. Staff

bases its recommendation on a technical distinction, rather than fairly and fully

evaluating the effect of income taxes on various fonts of legal entities to reach its

recommendation regarding income tax treatment. Sunrise agrees with the New Mexico

Supreme court that technical distinctions are not sufficient grounds to reject Sunrise's

request for income tax expense. Since the Arizona commission uses hypothetical income
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1

2

3

4

5

6

tax calculations when determining the amount of income tax to include in the expenses of

consolidated C-Corps, it has effectively agreed with the New Mexico Supreme Courts

statement "that the fundamental inquiry is not limited to technical distinctions, but is

determined by practical economic facts." Sunrise simply requests that it not be

discriminated against relative to the numerous C-Corps that are part of consolidated

groups receiving income tax recovery in Arizona.

7

8

9

10

11

12

13

14

Q- PLEASE SUMMARIZE SUNRISE'S POSITION REGARDING INCOME TAX

15

EXPENSE.

It is not disputed that the net income generated by Sunrise through the provision of

regulated water services is subj et to State and Federal income tax. The passed-through

tax liability would not exist absent the provision of regulated water services by Sunrise,

and is an expense incurred in the provision of water service by Sunrise. Further, if the

expense is not recovered, then fewer funds would be available for investment in the

business. As such, the income-tax expense should be recovered in rates of the regulated

entity.

16

17

18

19

20

21

22

The proforma income-tax expense proposed by Sunrise is calculated consistent with the

method used by the Commission for C-Corps that are members of a consolidated group

and represents a fair and reasonable level of income tax expense to be included in the

rates for Sunrise. Treating Sunrise differently than the APS, Southwest Gas, Arizona-

American Water, Arizona Water, Chaparral City Water, and the numerous other C-Corps

that are part of consolidated groups is discriminatory and unfair to Sunrise, the

consolidated C-Corps, and their respective customers.

23

24

A.

Q. SEVERAL OF THE CASES YOU DISCUSSED EARLIER ALLOWED INCOME

TAX EXPENSE AT THE LOWER OF THE TAX CALCULATED AT THE C-
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2

3

4

5

6

7

CORP RATE OR PERSONAL TAX RATES. IS SUNRISE'S POSITION

CONSISTENT WITH THIS APPROACH?

Yes. Sunrise proposed an alternative way for the Commission to calculate the income tax

for an S-Corp. Sunrise proposed that Commission calculate taxes at personal rates as if

the S-Corp had just one shareholder that derived all of its income from the regulated

utility. The alternative method resulted in an allowed tax liability $10,150 less than

calculating the tax at the C-Corp rate.

8

9

10

13

14

15

16

Q- SEVERAL OF THE CASES DENYING INCOME TAX EXPENSE RELIED ON A

FINDING THAT THERE WAS NO EVIDENCE THAT THE SHAREHOLDER

ACTUALLY PAID INCOME TAX ON THE INCOME OF THE UTILITY. IS

THIS AN ISSUE IN THIS CASE?

No. Several of the jurisdictions asserting the position appear to apply an 'actual taxes

paid" doctrine. The Commission has not adopted this doctrine, because it allows

hypothetical standalone income tax calculation for C-Corps tiling consolidated tax

returns. It does not require a utility to demonstrate the actual taxes paid by its parent

shareholder

17

18

19

20

21

22

23

A.

A.

Even if the Commission did require that a utility demonstrate the actual taxes paid by its

parent shareholder, Surlrise would be allowed recovery of income-tax expense. Mr.

Campbell paid income taxes on Sunrise's test year taxable income of $258,646 at a

combined federal and state marginal rate of 32.5% and an overall effective rate of 23.0%.

This results in actual taxes paid of $84,060 using the marginal rate approach and $59,489

using the effective rate approach. Both figures are in excess of the $55,449 requested by

Sunrise in its alternative recommendation.
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2

Q- DOES THIS CONCLUDE YOUR TESTIMONY?

A. Yes, it does.



Mn:

Hearing Exhibit

Sunrise Water Company
Docket No. W-02069A-08-0406

Cases Discussed in the Supplemental Testimony
of

Ray L. Jones
dated

June zz, 2009

E3(HiBlT



Supreme Court of New Mexico.
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c
Judgment reversed and remanded with di-
rections.

West Headnotes
Supreme Court of New Mexico.

Vemah S. 1v1oysTon, d/b/a Hobbs Gas
Company, Petitioner-Appellant and

Cross-Appellee,
v.

NEW MEXICO PUBLIC SERVICE
COMMISSION, Respondent-Appellee and

Cross-Appellant.
No. 7549.

41 Public Utilities 317A 8-189

April 4, 1966.

317A Public Utilities
3l7AIII Public Service Commissions or

Boards
3l7AIII(c) Judicial Review or In-

tervention
317Akl88 Appeal from Orders of

Commission
3l7Akl89 k. In General. Most

Cited Cases
(Fonnerly 317Ak27)

In view of statute allowing either party to
appeal to Supreme Court from trial court's
decision involving Public Service Commis-
sion's orders and fact that public utility tiled
brief prior to Public Service Commission's
t iling,  public ut ility was appellant  and
Commission was appellate and would be
considered as such. Supreme Court Rules,
rule 15, subs. 2, 3, 1953 Comp. § 68-9-7.

Proceeding by public utility for review of
Public Service Commission's final order de-
termining that rate schedules filed by utility
were excessive and directing utility to file
new rate schedules. From a judgment of the
District Court, Lea County, George L. Reese,
Jr., D.J., upholding the Commission's final
order on all issues but one, the utility and the
Commission appealed. The Supreme Court,
Chavez, J., held that in determining fair value
rate base upon which a public utility was
entitled to earn, the Commission should not
include in such rate base capital costs which
utility improperly treated as expenses and
thus recovered in years in which they were
incurred. The court further held that rates
which failed entirely to take federal and state
income taxes to which utility's operations had
been subjected into account as operating
expenses were unfair, unjust, unreasonable
and discriminatory and that amount equal to
tax utility would pay, if incorporated, was a
reasonable and realistic amount to be de-
ducted from utility's  taxable income for
rate-making purposes.

QS Public Utilities 317A 6-'=*128

317A Public Utilities
317AII Regulation

3l7Ak119 Regulation of Charges
3l7Akl28 k. Operating Expenses.

Most Cited Cases
(Formerly 3 l7Ak7.9)

Improper ly expensed amounts generally
representing labor and overhead costs were
properly excluded from original cost valua-
tion submitted by public utility for
rate-maldng purposes. 1953 Comp. §

© 2009 Thomson Reuters/West. No Claim to Orig. US Gov. Works.
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68-5-14. 317AIII(B) Proceedings Before
Commissions

317Akl65 k. Evidence. Most CitedQS Administrative Law and Procedure
15A €==>763 Cases

(Formerly 317Ak15)
15A Administrative Law and Procedure

15AV Judicial Review of Administrative
Decisions

15AV(D) Scope of Review in Gen-

Public Utilities 317A 4:186

Aral
317A Public Utilities

317AIII Public Service Commissions or
Boards15Ak763 k. Arbitrary, Unreasona-

ble or Capricious Action, Illegality. Most
Cited Cases
On appeal from administrative agency trial
court is limited to determination as to legality
and reasonableness of administrative agen-
cy's action.

317AIII(C) Judicial Review or In-
tewention

Lil Public Utilities 317A e:»194

3l7Akl82 Enforcement or Pre-
vention of Enforcement by Courts of Orders
of Commission

3l7Akl86 k. Determination of
Cause, Review and Remand to Commission.
Most Cited Cases

(Formerly 3 l 7Ak24)
Public Service Commission's action denying
for public Utility's rate-maldng purposes, use
of improperly expensed amounts generally
representing labor and overhead costs which
should also have been included in capital
with materials with which they were asso-
ciated in determination of reproduction cost
was based upon substantial evidence and trial
court's action in overruling Commission's
finding was error.

317A Public Utilities
317AIII Public Service Commissions or

Boards
3l7AIII(c) Judicial Review or In-

tewention
3l7Akl88 Appeal from Orders of

Commission
317Ak194 k. Review and De-

termination in General. Most Cited Cases
(Formerly 317Ak32)

Trial court's judgment will be reversed where
court substituted its judgment and discretion
for that of Public Service Commission but
where agency's order is unreasonable and
capr icious or  unsuppor ted by evidence,
courts have power and authority to set order
aside.

191 Public Utilities 317A €>=>124

L51 Public Utilities 317A 6:465

317A Public Utilities
317AIII Public Service Commissions or

Boards

317A Public Utilities
317AII Regulation

3l7Akl19 Regulation of Charges
3l7Akl24 k. Value of Property,

Rate Base. Most Cited Cases
(Formerly 317Ak7.5)

In determining fair  value rate base upon
which a public utility was entitled to earn,
Public Service Commission should not in-
clude M such rate base capital costs which

© 2009 Thomson Reuters/West. No Claim to Orig. US Gov. Works.
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utility improperly treated as expenses and
thus recovered in years in which they were
incurred. 1953 Comp. § 68-5-14.

Ill Public Utilities 317A e-120

into account as operating expenses were un-
fair, unjust, unreasonable and discriminatory
and amount equal to tax utility would pay, if
incorporated, was a reasonable and realistic
amount to be deducted from utility's taxable
income for rate-making purposes. 1953
Comp. §§ 68-1-1 et seq., 68-3-1, sued. B,
68-3-2, subs. D, F.
*147 **841 Rose & Johnson, Neal & Neal,
Hobbs, for appellant.

Earl E. Hartley, Atty. Gen., Frederick G. Von
Huber, John Jennings, Sp. Asst. Attys. Gen.,
Santa Fe, for appellate.

C. Fincher Neal, Carlsbad, A. J. G. Priest,
Charlottesville, Va., amice curiae.

317A Public Utilities
317AIIRegulation

3 l7Akl 19Regulation of Charges
317Ak120k. Nature and Extent in

General.Most Cited Cases
(Formerly 3 l 7Ak7. 1)

Public Utility Act does not give Public Ser-
vice Commission authority, for purpose of
rate malting, to distinguish between public
utility operated as corporation from one op-
erated as sole proprietorship. 1953 Comp. §§
68-1-1 et seq., 68-3-1, sued. B, 68-3-2,
subs. D, F. CHAVEZ, Justice.

Ill Public Utilities 317A <-128

317A Public Utilities
3 l 7AIIRegulation

3 l7Akl 19Regulation of Charges
3 l7Akl28 k. Operating Expenses.

Most Cited Cases
(Formerly 317Ak7.9)

Income taxes imposed on incorporated public
utility are properly deductible as expenses for
rate-maldng purposes.

This is an appeal from a judgment entered by
the district court of Lea County, New Mex-
ico, which reviewed a final order of the New
Mexico Public Service Commission. The
Commission considered an application by
Hobbs Gas Company, a sole proprietorship
owned by Vernah S. Moyston. The Com-
mission's final order determined that the rate
schedules filed by petitioner, Hobbs Gas
Company, were excessive and directed peti-
tioner to file new rate *I48 schedules de-
signed to produce the revenues found by the
Commission to be just and reasonable.121 Public Utilities 317A 4:128

317A Public Utilities
317AIIRegulation

3 l7Akl 19Regulation of Charges
3l7Akl28 k. Operating Expenses.

Most Cited Cases
(Formerly 3 l7Ak7.9)

Rates which failed entirely to take federal
and state income taxes to which unincorpo-
rated Utility's operations had been subjected

Hobbs Gas Company sought review of the
Commission's final order in the district court
for Lea County, and the district court upheld
the final order of the Commission on all is-
sues but one. However, since the district
court found that the final order of the Com-
mission was in error, because of the failure to
include in the reproduction cost valuation of
the utility plant the sum of $587,559, being

© 2009 Thomson Reuters/West. No Claim to Orig. US Gov. Works.
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die reproduction cost value of the $448,746
held by the district court to have been prop-
erly excluded Hom the original cost valuation
of Hobbs Gas Company's property, the dis-
trict court concluded that the final order of
the Commission was unreasonable and un-
lawful and entered a judgment annulling and
vacating the final order of the Commission,
p u r s u a nt  t o  t he ma nda t e of  s  6 8 -9 -5 ,
N.M.S.A., 1953 Comp. The cause is now
before this court on the respective appeal and
cross-appeal of the parties.

In its conclusions of law, the trial court re-
manded die case for further action by the
Commission, consistent with the judgment.

Hobbs Gas Company, hereinafter referred to
as the 'Company, ' contends that the tr ial
court erred by disallowing a portion of the
original cost of the property in determining
the fair value thereof, and in respect to the
denial by the court of any allowance of in-
come taxes in establishing die rate of return
to be allowed to the Company.

In the district court, the Company succeeded
in having the Commission's order reversed
and remanded. The fact Mat the **842 trial
court did not reverse and remand on all of the
Company's points is unimportant, because
the Company sought to have the Commis-
sion's order reversed and this was accom-
plished. Thus, generally the Company would
be precluded from appealing the trial court's
judgment. 4 C.J.S., Appeal and Error, s l 83b
(3).  However,  s 68-9-7,  N.M.S.A.,  1953
Comp., allows either *149 party to appeal to
this court from a trial court's decision in-
volving the Public Service Commission's
orders.

We first consider a preliminary question
raised by the Commission. The Commission
argues that it is the appellant here and that we
may consider only its presentation of the
facts.  Supreme Court Rule l5(2)(3).  The
Commission bases its argument on the pre-
mise that the Company was not a party ag-
grieved by the trial court's decision, because
the t r ia l cour t  annulled and vacated the
Commission's order, and that this was the
relief prayed for by the Company.

The final judgment of the trial court was filed
September 30, 1963, and on that same day
the Company tiled its notice of appeal. On
October 8, 1963, Me Commission filed its
notice of appeal from the same judgment, and
on October 23, 1963, the Company filed its
notice of cross-appeal.  On February 18,
1964, the Company tiled its brief in chief
with the clerk of this court, and on February
19, 1964, the Commission filed its brief in
chief.

The trial court had no choice but to annual
the entire order of the Commission when it
found part of the order to be unreasonable
and unlawful. The trial court has no power to
modify the order of the Commission.Section
68-9-5, supra. In its findings of fact, the trial
court stated in what manner the order of the
Commission was unreasonable and for what
reasons the order was annulled and vacated.

[ll In view of s 68-9-7, supra, and the order
in which the parties appealed and filed their
briefs, we hold that the Company is the ap-
pellant and the Commission is the appellate
and shall be considered as such.

The Commission bases its appeal on the
contention that the district court, having af-
firmed the final order of the Commission on
all issues except one, erred in annulling and
vacating the Commission's final order. The

© 2009 Thomson Reuters/West. No Claim to Orig. US Gov. Works.
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one issue held against the Commission in-
volves the determination of the district court
that the Commission erroneously denied the
Company a portion of the reproduction cost
in ascertaining the fair value of the Compa-
ny's properly.

The Company presents two issues on which
both the Commission and the district court
found contrary to the position taken by the
Company. The first contention of the Com-
pany concerns the amount which was estab-
lished as the original cost. Secondly, in its
application for rate adjustment, die Company
requested approval of rate schedules which
would allow it to receive $853,573 in total
operating revenues and a net return to the
Company of $l03,642, after deducting what
the Company claimed to be a proper allow-
ance for state and federal income taxes in the
amount of $99,471 .

The order of the Commission, from which
the petition for review was prosecuted, per-
mitted the Company to receive total operat-
ing revenues of $696,553, total operating
deductions of $607,443, yielding a return of
$89,110 without any consideration given to
income taxes, either state or federal. The
Commission found that this would yield to
the Company a rate ofretum of 6.4% on what
they ascertained in the order to be the fair
value rate base of the Company in the amount
of$1,392,355.

vested in the property the sum of $448,746,
that in such years had not capitalized this
amount upon the books of the Company, but
had charged it to operating expenses. The
Commission also found that *150 the Com-
pany was required, under the Commission's
General Order No. 8, to capitalize these items
and determined, by Finding No. 11, that such
items could not be included M ascertaining
the original cost of the Company for the
purpose of establishing the fair value of the
Company. The Commission further found
that the books of the Company, after being
adjusted by the Commission to include
therein certain real property of die Company
that had been owned individually by Mrs.
Moyston and had not theretofore been in-
cluded in the Company's books, showed the
original cost to the Company to be
$l,l86,466, when an applicable depreciation
of $311,064, and that die original cost less
depreciation of the Company's property was
the sum of $875,402, not including the sum
of $448,746 which had been invested in the
Company's property and expensed. These
items were in the nature of service extensions
made by the regular employees of the Com-
pany which, under **843 the Uniform Sys-
tem of Accounts, would normally have been
included as a part of the cost of the property
by capitalizing the same rather than by ex-
pensing them. The Commission accepted Me
reproduction value of the plant, based upon
an inventory taken by the Company of Me
plant's property in the amount of $2,597,697,
plus the value of the real estate which was not
included in the Company's reproduction cost
new appraisal, or a total reproduction cost
new in the amount of $2,735,021. The
Commission then took the unrecorded orig-
inal cost in the amount of $448,746, used the
Handy-Whitman Cost Index of increased
cost in utility construction to arrive at a value

The Commission found that the Company is
a sole proprietorship owned by Vemah S.
Moyston. It found that the test year ending
December 31, 1961, is a preventative period
to be employed for the purpose of rate pro-
ceeding. The Commission found in findings
Nos. 7, 8 and 10, that during the period from
1949 through 1961 the Company had in-
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$448,746 in unrecorded original cost of the
Company, resulted in an unreasonable, arbi-
trary, unjust, discriminatory and confiscatory
order.

of $587,559 now attributable to the original
unrecorded cost on the books of the Com-
pany, deducted that from their appraised
value, and ascertained a reconstruction cost
new of the Company before depreciation in
the amount of $2,l47,462. The Commission
accepted the percent of depreciation shown
by the Company appraisal and which had
been checked by the engineering staff of the
Commission, and aniseed at a reproduction
value of the Company's plant, after depreci-
ation and after deduction of $587,559, in the
amount of $1,8()0,174. This deduction from
the reproduction cost of the Company, in
ascertaining its present value, was not al-
lowed by the district court and was the reason
for the court's reversal of the decision of the
Commission, and was the only item that the
court decided favorably to the Company on
review in the district court. The Commission
then took the book cost of the plant in ser-
vice, gave equal weight to each, and arrived
at the fair value rate base of the Company
plant in service in the amount of $1,337,788,
to which they added the sum of $1,366 for
material and supplies and the sum of $53,201
for working capital, to arrive at a total fair
value rate base in the amount of $l,392,355.
By the use of this rate base, and a return of
$89,110 as the return before an allowance for
state and *151 federal income taxes, the
Commission aniseed at what they found to be
a fair return of 6.4% on the fair value rate
base of the Company so established.

Two questions are presented in this case, the
fir s t  be ing whether ,  under  s  68-5-14 ,
N.M.S.A., 1953 Comp., the Commission, in
determining the fair value rate base upon
which a public utility is entitled to earn,
should include in that rate base capital costs
which the utility improperly treated as ex-
penses and thus recovered in the years in
which they were incurred.Section 68-5-14,
supra, provides:

The Company takes the position before this
court that the final result of the action of the
Commission, and of the action of the district
court in sustaining all portions of the Com-
mission's order except dirt portion which
deducted from the reproduction cost of the
Company the sum of $587,559, arising out of
d ie  inc reased  va lue  in  the  amount  o f

'When in the exercise of its Powers and ju-
risdiction, it shall be necessary for the com-
mission to consider or ascertain the valuation
of the properties or business of a public util-
ity, it shall, in giving at such valuation, give
due consideration to the history and devel-
opment of the property and business of the
particular public utility, to the original cost
thereof, and to the cost of reproduction as a
going concern, and to other elements of value
recognized by the laws of the land for rate
malting purposes. For the purpose of malting
such valuation die members of the commis-
sion and its duly authorized agents and em-
ployees shall at all reasonable times have free
access to the property, accounts, records and
memoranda of the utility whose properly and
rights are being valued, and such utility shall
aid and co-operate with the commission and
its duly authorized agents and employees to
the fullest degree for the purpose of facili-
tating such investigation."

As already noted, die Commission found that
no part of the improperly expensed amounts
totaling $448,746 could be included**844 in
determining the original cost of the Compa-
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my's property. The district court ruled that the
Commission proper ly deducted from the
original cost the sum of $448,746, which was
not shown on the books of the Company as a
part of the original cost of the plant,  but
which represented items expended for labor
and materials and charged to expenses at the
t ime such expenditures  were made,  and
which items were presumably recovered by
the Company from ra tes charged by the
Company during the years in which the ex-
penditures were made. However, the district
court further found that the Commission
deducted this same amount appreciated to the
sum of *152 $587,559 from Me determined
cost of reproduction, and that the cost of re-
production which was fixed by the Commis-
sion at the sum of $2,147,462 as of December
21, 1961, was incorrect as not including the
said sum of$587,559.

'original cost ' the amount improperly ex-
pensed.

In the many instances in which the question
has been decided, the decisions are almost
unanimous that, where prior capital invest-
ments were charged to operating expenses
and the rate apparently fixed on that basis, a
utility cannot later capitalize such amounts in
determining original cost for rate making
purposes. Peoples Gas, Light & Coke Co. v.
Slatterv. 373 111. 31,26 N.E.2d 482, Re Bronx
Gax & Electric Co., (1937) 24 P.U.R.(N.S.)
65; Re Westchester Lighting Co., (1936) 15
P.U.R.(N.S.) 299, Cid of Wheeling v. Nat-
ural Gas Companv of W. Va., 115 W.Va.
149, 175 S.E. 339, Natural Gas Company v.
Public Service Commission, 95 W.Va. 557,
121 S.E.  716,  Colorado Inters ta te Gas
Company v. Federal Power Commission, (10
CCA 1944), 142 F.2d 943. For a complete
review of the authorities, see 9 P.U.R. Digest
2d, Valuation, ss 122, 168, 254.

The district court's decision, as corrected by
the correcting decision, found that all of the
findings of the Commission in its final order
are supported by evidence. The court's find-
ings make it clear that the only error which it
found in the Commission's order stems from
the failure to include in die reproduction cost
valuation of the utility plant  the sum of
$587,559, being the reproduction cost value
of the $448,786 held by the court to have
been properly excluded Hom the original cost
valuation of the Company's property.

Here the Company argues that its properly
has actually cost more than the balance sheet
accounts show. On this point in Re Bronx
Gas & Electric Co., supra, the court stated:

'* * * If a company way be allowed to keep
inaccurate accounts and then not only escape
any responsibility for such inaccuracies but
become entitled to larger property values
than its books show, the usefulness of pub-
licity, uniformity, and proper accounting has
largely been destroyed.

We turn to the dispute as to what amount the
Company should be allowed as the 'original
cost' of its capital investment. The impro-
perly expensed amounts involved here gen-
erally represent the labor and overhead costs
which should also have been included in the
capital accounts with the materials with
which they were associated. The Commis-
sion and the trial court both excluded from

4* * *

'The restoration of such costs to fixed capital
would have another unjust effect. As part of
fixed capital, these charges would ultimately
have to be retired as the property was re-
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moved from service, *153 thus requiring a
larger reserve. Since this reserve is normally
built up through operating expenses, the ul-
timate effect would be no charge operating
expenses again with the same costs that had
once been reported as operating expenses.'

use of these amounts in determining the cost
of reproduction and the trial court overruled
the Commission's finding and allowed the
improperly expensed capital items to be used
in ascertaining the cost of reproduction.

The Company relies strongly upon Hope

Natural Gas Company v. Federal Power

Commission, (4 CCA 1943). 134 F.2d 287,

which holds that capital expenditures should

not be excluded from the rate base on the
ground that such items have been charged to

expense and entered into the rates paid by

customers, since neither the cost of the **845

property nor the company's ownership is

affected by the fact that it may have paid for

the property with the proceeds of rates that

were unreasonably high. We are of the opi-

nion that the Hope case has no application

here. See discussion of Natural Gas Com-

pany v. Federal Power Commission, supra, in

Hope Natural Gas Companv v .  Federal

Power Commission, supra, 134 F.2d page

302.

[31[4][5] The power of the trial court to re-
view and overturn an administrative body's
decision is stated in Ferguson-Steere Motor
Co. v. State Corporation Commission, 63
N.M. 137, 314 P.2d 894:

Q] It is our opinion that the majority of the
decisions reach a just and equitable result on
this question and we so hold. The Commis-
sion and the district court did not err in ex-
cluding the improperly expensed amounts
from the 'original cost' valuation submitted
by the Company for rate malting purposes.

'* * * It is well settled in this state that it is
not the province of the trial court to re-try a
case brought before it on appeal from an
administrative body or agency or to substi-
tute its judgment for that of the agency, but
the trial court is limited to a determination of
whether the administrative agency's action
was legal or reasonable. If the trial court did
substitute its judgment and discretion for that
of the Commission, the trial court erred and
its judgment must be reversed. On the other
hand, the courts are vested wide the power
and authority to set aside an order of such
agency if it is unreasonable, unlawful, arbi-
trary, *154 capricious, or not supported by
evidence. * * * '

We tum next to the dispute over what amount
the Company should be allowed as the re-
production cost of its capital investment. We
reiterate that the improperly expensed
amounts involved here generally represent
the labor and overhead costs which should
also have been included in the capital ac-
counts with the materials with which they
were associated. The Commission denied the

See also, Johnson v. Sanchez, 67 N.M. 41,
351 P.2d 449. Following this rule, we hold
that the Commission's action was based upon
substantial evidence and the trial court's ac-
tion in overruling the Comlnission's finding
was error.

We have been unable to find any cases
holding that, in determining the cost of re-
production of a public utility's plant facilities
for rate malting purposes, improperly ex-
pensed capital items could be added to the
capital accounts in order to show total cost of
reproduction. On Me contrary, several cases
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specifically hold dlat such improperly ex-
pensed capital items must be excluded from
the cost of reproduction.

'To sum up, we have before us two sets of
data for determining the rate base, namely,
the book cost of the property as shown in the
company's annual reports, and the appraised
cost of reproduction.

In Natural Gas Company of W. Va. v. Public
Service Commission, supra, the court stated:

'These appraisals are fatally defective and
are, therefore, rejected in determining a rate
base because they include property on which
die company is not entitled to earn a return, to
die extent that property included was origi-
nally paid for by operating expense charges.
* * *a

*155 See a lso,  Re Mondovi T elephone
Company, (1932) P.U.R. 1933D 142.

'* * * We are of opinion that in any estimate
of the present fair value of the company's
property, based upon reproduction cost new,
less depreciation, there may properly be i11-
cluded in such estimate a reasonable allow-
ance for 'overhead charges," if such charges
have not already been paid as operating ex-
penses, * * *. But no allowance for overhead
costs should be made where they have al-
ready been paid by the public as operating
expenses. The utility should not be permitted
to capitalize such overhead charges and re-
quire the public to keep on paying a return on
expenses already repaid the utility. If, how-
ever, it should be found that actual expendi-
tures have heretofore been made for over-
head costs which have not been charged to
and paid as operating expense, allowance
should be made therefor.'

In Re Plainfield-Union Water Companv,
(1957) 18 P.U.R.3d 79. with regard to the
company's practice of omitting construction
overheads from its plant accounts in the de-
termination of the reproduction cost,  the
commission stated:

In Re Mondovi Telephone Company, (1932)
P.U.R. 1933B 319, the Wisconsin Public
Service Commission had this to say:

'* * * Examination of the company's reports
shows dirt it does not include such overheads
in its plant accounts. If these costs had been
incurred and not capitalized, the charges
must have been made through expenses. To
now include the item in rate base would, in
my opinion, require customers affected by
the proposed rates to pay a return at current
price levels for the recovered costs of an item
charged to expenses in a past period. '

**846 'When a company year after year has
chosen to charge capital expenditures to an-
nual opera t ing expenses,  with resultant
overstatement of expenses and understate-
ment of net income and book cost of prop-
erly, the Commission believes the company
cannot reasonably, at a later date, in deter-
mining a rate base, add to its capital account
these plant expenditures previously absorbed
in operating expenses. * * *

See also, Horton v. Badger State Telephone
& Telegraph Company, (1933) l
P.U.R.(N.S.) 409.

6* * *

The Company cites authorities holding that
past losses are not an element to be consi-
dered in determining the base value and
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whether the rate is confiscatory. We do not
disagree with those authorities but we note
they are distinguishable from the instant
case.

individual capacity. The *l56 Company re-
quested that she be allowed, as a deduction
from income, the same amount payable by
her utility, were it incorporated. This re-
quested amount is substantially**847 lower
than that which was actually paid by her as
the utility owner.

By excluding the improper ly expensed
amounts,  the rate of return in the future
would not decrease because of past losses.
The exclusion is merely a continuation of the
Company's own selection of bold<eeping
methods, and no hardship is involved in re-
quiring the Company to be consistent in their
accounting practices. The Company treated
these amounts as operating expenses and
diereby reduced its income for that period.
When the income is reduced, the allowable
rate of return is increased, the consumer is
subject to the higher rate, and the Company is
entitled to receive an increase in rates. The
increase in rates sought here, however, would
not be equitable if the Company were al-
lowed to assail its prior accounting procedure
and now commence capitalizing overhead
costs and like expenditures. The consumer
would be paying a rate based on capital ac-
counts which have arisen from accounting
methods not actually used in the past and not
intended to be used in the future.

In its final order, the Commission stated:

'However, we are convinced that there is no
law supporting Petitioner's position that an
allowance should be made for income taxes
in this proceeding. She urges that die cases
supporting the allowance of income taxes as
an expense to corporate utilit ies for  rate
making purposes support her position that
she should also have this allowance. But we
must point out that she does not pay a cor-
porate income tax. She pays only the same
income tax on her income from her utility
operation that the corporate public utility
stockholder pays on the dividends which he
receives as a result of his ownership of a
portion of a corporate utility. No considera-
tion is ever given by any regulatory body in
rate malting proceedings to the income taxes
that must be paid on the dividends received
by the individual stockholders of a corporate
utility. Yet, in effect, this is exactly what
Petitioner is asldng us to do.'

[QI The trial court's findings of fact Nos. 1
and 4 are erroneous, insofar as they find the
Commission's findings incorrect as to the
cost of reproduction. We hold that the
Commission's findings of fact Nos. 12, 16,
17, 18, 19, and 22 were just and reasonable
and are supported by substantial evidence.

The trial court stated in its opinion:

The remaining issue arises from the refusal
of the Commission and the trial court to grant
the Company any allowance for either fed-
eral or state income taxes, as expenses of the
utility for rate malting purposes, which were
assessed against Vemah S. Moyston in her

'No authorities have been cited showing that
an individual is entitled to the same treatment
as a corporation, as to allowable tax deduc-
tions, under the equal privilege clauses of the
state and federal constiMtions, but assuming
a constitutional question, it would seem that
the fact that the income derived by the Hobbs
Gas Company from its consumers is paid
over directly to Mrs. Moyston as a part other
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ordinary income, would place her in a sepa-
rate classification from that enjoyed by cor-
porations.

manufactured gas, * * *.'

'I have concluded that the Commission acted
properly in refusing to allow any deduction
as an operating expense for state and federal
income taxes which are assessed against Mrs.
Moyston in her individual capacity, and since
no such taxes are assessable against the
Hobbs Utility Company as a separate entity,
it would be improper to include any assumed
assessment as an operating expense of the
utility.'

From a close reading of the above provisions,
it is plain that the New Mexico legislature has
made no distinction between public utilities
operated as 'individuals, firms, partnerships,
companies, corporations. Nowhere in this
Act is the Commission given authority, for
the purpose of rate malting, to make a dis-
tinction between a public utility operated as a
corporation from one operated as a sole pro-
prietorship.

[ii The New Mexico Public Utility Act, Ch.
68, N.M.S.A., 1953 Comp., states 'm part:

U The Commission, the trial court and the
parties involved in this case all agree that
income taxes imposed on an incorporated
public utility are properly deductible as ex-
penses for rate making purposes. See Gal-
veston Electric Companv v. Citv of Galves-
ton, 258 U.S. 388. 42 S.ct. 351, 66 L.Ed.
Q81 **848Georgia Railwav & Power Co. v.
Railroad Commission, 262 U.S. 625, 43 S.ct.
680, 67 L.Ed. 1144, Re Southern Bell Tele-
phone & Telegraph Company, (1952) 92
P.U.R. (N.S.) 97, 4 P.U.R. Digest ad, Ex-
penses, s 114, 7 P.U.R. Digest 2d, Return, s
46.

'68-3-l(B). It is the declared policy of the
state that the public interest, the interest of
consumers, and the interest of investors re-
quire the regulation and supervision of such
public utilities to the end that reasonable and
proper services shall be available at fair, just
and reasonable rates,  and to the end that
capital and investment may be encouraged
and attracted so as to provide for the con-
struction,*157 development and extension,
without unnecessary duplication and eco-
nomic waste, of proper plants and facilities
for the rendition of service to the general
public and to industry.

'68-3-2(D). 'Person' means individuals,
finns, partnerships, companies, corporations,
* * *

The trial court ruled that, since the income
from the Company was paid directly to Mrs.
Moyston as a part of her ordinary income,
she is placed in a separate classification from
that enjoyed by a corporation. This reasoning
by the trial court is erroneous. For all prac-
tical purposes, Mrs. Moyston is the Company
and she is entitled to and accountable for all
that pertains to its operation.

'68-3-2(F). 'Public utility' or 'utility' means
every person * * * that now does or hereafter
may own, operate, lease or control: * * * (2)
Any plant, property or facility for the manu-
facture, storage, distribution, sale or fur-
nishing to or for the public of natural or

Since Mrs. Moyston is not a resident of New
Mexico, this state can tax her according to
income which she r eceives  f r om doing
business in the state as the Company, and this
tax is an expense of dirt business. We cannot
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ignore the practicality of the situation her
presented. It would be wholly unreasonable
to conclude that the legislature intended that
taxes imposed on the income of an unincor-
porated utility, as distinguished from an in-
corporated utility, are not proper costs of
carrying on its business.

reasoned that, since the Company did not pay
any corporate income tax and none being
assessable against the Company, it would be
improper to allow any portion of the indi-
vidual tax paid by Mrs. Moyston on her in-
come from the utility.

In 73 C.J.S. Public Utilities, s 10- pp.
1005-1006, it is stated:

The trial court and the Commission appar-
ently placed no significance on the fact that,
were the Company to incorporate, the de-
duction sought by Mrs. Moyston would be
proper, and they were unwilling to recognize,
as a corporate tax, a tax not actually paid as
such. In effect, they reiilsed to allow Mrs.
Moyston the benefit of a hypothetical tax.

'* * * The exercise omits power by the state is
further limited, of course, by the state and
federal constitutions, in contravention of
which no regulation may be made, and the
legislature may not, under *158 the pretense
of regulation, deprive a utility of any of its
essential rights and privileges, but all regu-
lations must be in fact within the police
power. Any regulation, therefore, which op-
erates as a confiscation of private property or
constitutes an arbitrary or unreasonable in-
fringement of personal or property rights is
void, because it is repugnant to the constitu-
tional guaranties of due process and equal
protection of the laws. * * *'

Fixing rates so low as to constitute confisca-
tion is the same whether the utility is a cor-
poration or an individual. The constitutional
provisions prohibiting confiscation regula-
tion are the same for individuals as for cor-
porations. Neither the constitution nor our
statute distinguishes between sole proprie-
torships and corporations. The record here is
u contradicted that the rates fixed as to this
utility, if it were owned by a corporation,
would be confiscatory and accordingly
would fail. It, therefore, follows that the rates
set by the Commission and the trial court
must fail as to the Company.

The Commission and the trial court further

In re Hobbs Gas Companv, (1959) 29
P.U.R.3d 526- a decision involving this
Company, such a tax allowance was made as
sought here and, as pointed out in that deci-
sion, the Commission would be required to
make the tax allowance immediately upon
the incorporation of the Company. The result
is to force the proprietor to incorporate the
business, regardless of whether or not she has
sound reasons for operating as a proprietor-
ship. That decision denies to the owner of the
utility the right to select whether or not the
operation is by a corporation or by a pro-
prietorship, by reason of the denial of an al-
lowance of state and federal income taxes.
That decision makes a classification between
corporate utilities and utilities operated as
sole proprietorships, which is not made by
the Nev Mexico legislature and cannot be
made by the Commission, or by the court,
without invading the constitutional rights of
the owner.**849 Further, the consumers
cannot benefit by forcing the Company to
incorporate, because immediately after the
incorporation the Commission, under its own
holdings, would have no choice but to permit
the amount of taxes now requested by the
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proprietor*159 to be passed on to the rate
paying public.

not  exceed a  r ea sonable por t ion of  the
amount of income taxes actually payable by
petitioner on its total company operations
properly allocable to the New Mexico public
utility operation.

'* * *

The New Mexico Public Service Commis-
sion and the Santa Fe County district court
dealt wide a hypothetical tax case in Re
Southern Union Gas Company, (1960) 36
P.U.R.3d 60, (1961) 40 P.U.R.3d 48l.The
Commission's original order is set out in £
P.U.R.3d 60. The case was then appealed to
the district court, reversed and remanded in
cause No. 31074, Santa Fe County, and the
Commission's order complying with the dis-
trict court's decision appears in 40 P.U.R.3d
481. In tha t  case,  Southern Union Gas
Company was engaged in business as a pub-
lic utility in New Mexico, as well as utility
and nonutility operations in other states. The
utility operations, both in and out of New
Mexico, produced profit, but its non-utility
operations produced losses which reduced its
tax liability. The original hearing was on the
Company's application to increase its rates.
In 36 P.U.R.3d 60,  64, the Commission
found that:

'29. Petitioner's New Mexico public utility
operation, during the test year, produced a
substantial income for purposes of taxation,
while petitioner's nonutility operations pro-
duced losses for purposes of taxation, thus
contributing to the reduction of the total i11-
come taxes actually payable by petitioner. '

'23.  Hypothet ica l federa l income taxes
computed on the basis of petitioner's net op-
erating income attributable solely to peti-
tioner's New Mexico public utility operation
for  the test  year  1958,  adjusted,  would
amount to $1,590,110, * * *.

The district court of Santa Fe County, in re-
versing and remanding the Commission's
order, found:
'4. The Commission's order was unreasona-
ble, unlawful and confiscatory in determin-
ing an allowance for Federal income tax in
the manner set out in Finding No. 3, above,
and in failing to determine the reasonable and
proper allowance for Federal income tax by
computing the amount of tax liability which
would be directly associated with and attri-
butable to Petitioner's New Mexico public
*160 utility income as detennined, if Peti-
tioner had no other operations whatever, and
without regard to the income tax effect of
Petitioner's other businesses and activities
and expenses  which a r e t r ea ted by the
Commission as non-utility in character.''24. Petitioner actually paid, on income from

its total company operations, federal income
taxes for  the ca lendar  year  1958 in the
amount of$l,125,528.

6* * *

'27. For the purpose of this proceeding, the
allowance for income taxes for petitioner's
New Mexico public utility operation, should

The Commission, on remand in 40 P.U.R.3d
481, 485- 494, stated:
'* * * The district court vacated the com-
mission's order on the ground that it had im-
properly determined the income taxes to be
a llowed to pet it ioner .  In this  order ,  we
comply with the mandate of the court and
treat petitioner's New Mexico public utility
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operation as a separate entity and in so doing
have greatly increased the income tax al-
lowance. * * *'

The realistic aspect of the case before us is
that income taxes, in the amount the Com-
pany seeks to deduct, have been paid by Mrs.
Moyston as the sole proprietor of the Com-
pany and not as corporate income taxes. Mrs.
Moyston does not seek to deduct her much
higher individual taxes paid on the utility's
income, because she is of the opinion that the
amount equivalent to a corporation's deduc-
tions would give rise to the most just and
reasonable rate of return. We see no reason to
disagree with the Company's candid admis-
sion. The Commission stated that:

The Commission found:
'34. In order to permit petitioner to earn the
return above allowed from its New Mexico
public utility operation alone, after income
taxes attributable to that operation alone, the
sum of $2,556,755**850 should be allowed
petitioner for such income taxes, in accor-
dance with the decision and decree of the
district court in the review action. The
amount so allowed for income taxes reflects
the allocation deemed reasonable by the
commission, to die New Mexico public util-
ity operation. * * *'

*161 * * * She pays only the same income
tax on her income from her utility operation
that the corporate public utility stockholder
pays on the dividends which he receives as a
result of his ownership of a portion of a
corporate utility. No consideration is ever
given by any regulatory body in rate malting
proceedings to the income taxes that must be
paid on the dividends received by the indi-
vidual stockholders of a corporate utility.
Yet, in effect, this is exactly what Petitioner
is asldng us to do.'

To reach this result it was necessary to cal-
culate hypothetical income taxes-taxes not
actually paid or payable. In the above order,
the Commission illustrated that rate making
must be applied in a manner which produces
reasonable and realistic results. The hypo-
thetical tax calculations, such as used in the
above case, establish that the fundamental
inquiry is not limited to technical distinc-
tions, but is determined by practical eco-
nomic facts.

See also, Southern Bell Telephone and
Telegraph Company v. Louisiana Public
Service Commission, 239 La. 175, 118 So.2d
12; which decided that the commission's
determination of telephone rates, based upon
a hypothetical capital structure, was proper
so long as the rates were just and proper. The
court, in listing the states which almost un-
iversally approve of this hypothetical for-
mula, included State Corporation Commis-
sion v. Mountain States Tel. & Tel. Co., 58
N.M. 260, 270 P.2d 685.

The statement, that the Company is in the
same position as a utility stockholder, is in-
correct because Mrs. Moyston pays income
taxes on 100% of the taxable income of the
utility, while a stockholder pays taxes on the
amount declared as a dividend which is paid
out of corporate income by vote of the di-
rectors of the corporation. The stockholders'
dividends are not declared and distributed
from the corporation's income until the cor-
poration deducts the tax payable on its taxa-
ble income and retains that amount of the
remaining income which it deems necessary
for its own purposes. Only after the income
has been reduced in this manner by action of
the directors does the stockholder receive any
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dividends. N.M. 1966.
Moyston v. New Mexico Public Service
Commission
63 P.U.R.3d 522, 76 N.M. 146, 412 P.2d 840

The Commission cites cases in which several
state regulatory commissions fixed rates of
unincorporated public utilities widiout al-
lowance of any federal or state income taxes
as expenses. These decisions of the commis-
sions, with two exceptions, apparently
represent the only decisions on the tax issue
before this court, and we have been unable to
find any court decisions on this issue. The
exceptions are two unreported California
Public Service Commission decisions cited
by amice curiae which allow tax deductions
equal to the amount payable, were the utility
a corporation. These commission decisions,
although partially persuasive, do not aid us in
our decision in this case.

END OF DOCUMENT

[2] It is clear that the Company's operations
are and have been subjected to federal and
state income taxes in substantia1**851
amounts, and that rates which fail entirely to
take such taxes into account as operating
expenses are unfair, unjust, unreasonable and
discriminatory.

We hold that an amount equal to the tax the
Company would pay, if incorporated, is a
reasonable and realistic amount to be de-
ducted from the Company's taxable income
for rate making purposes.

The judgment of the district court is reversed
and remanded with direction that the judg-
ment heretofore entered be vacated and set
aside, and a judgment entered consistent with
this opinion.

It is so ordered.

CARMODY, c.J., and JAMES M. SCAR-
BOROUGH, District Judge, concur.
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Public Utilities 317A 0-169.1

Public Utility Commission entered order
reducing water utility's rates and ordering
extensive improvements to its plant,  and
utility sought judicial review. The 200th
District Court, Travis County, Corer, J., sus-
tained rate and plant improvement order,
and utility appealed. The Supreme Court,
Barrow, J., held drat: (1) Commission's fail-
ure to render its decision within 60-day pe-
riod did not render order void, (2) utility or-
ganized as subchapter S corporation was en-
titled to reasonable cost of service allowance
for federal income taxes actually paid by its
shareholders or for taxes it  would be re-
quired to pay as conventional corporation,
whichever was less, (3) evidence supported
Commission's findings as to cost of service
assessment period, (4) Utility's motion for
rehearing was sufficient as prerequisite for
appeal of Commission's exclusion of cus-
tomer deposits from its rate base, (5) evi-
dence supported findings as to net plant or
invested capital figure, adjusted value ratio,
and age and condit ion adjustments ,  (6)
Commission did not err in fixing rate on ba-
sis of data compiled in previous year, and
(7) utility had burden of proof in defending

317A Public Utilities
317AIII Public Service Commissions or

Boards
3l7AIII(B) Proceedings Before

Commissions
3l7Akl69 Orders

3l7Akl69. l k.  In Genera l.
Most Cited Cases

(Formerly 3 l7Ak169)
Section of Administrative Procedure Act
providing that "final decision or order must
be rendered within 60 days after the date the
hearing is finally closed" was designed to
promote proper, orderly, and prompt con-
duct of business by agency, and was not in-
tended to fix time limitation upon power of
administrative agencies to render decisions
after expiration of 60-day period, 60-day
provision was thus directory, and failure of
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Public Utility Commission to render deci-
sion reducing utility's rate within such time
period did not make order void, especially as
utility was not harmed by delay in that it
was able to charge higher rates during the
interim period. Vernon's Ann.Texas Civ.St.
art. 6252_13a, § 16(dl.

3l7Akl28 k. Operating Expenses.
Most Cited Cases
Public Utility Commission's ra teinaldng
power includes discretion to disallow im-
proper expenses. Vernon's Ann.Texas
Civ.St. art. 14460, § 4l(c)(3).

Lil Public Utilities 317A ~€=-128
18.1 Public Utilities 317A €>=»120

317A Public Utilities
317AII Regulation

317Akl19 Regulation of Charges
3 l7Ak128 k. Operating Expenses.

Most Cited Cases

317A Public Utilities
3 l 7AII Regulation

3 l7Akl19 Regulation of Charges
3l7Akl20 k. Nature and Extent in

General. Most Cited Cases
Proper utility rate determination is based
upon consideration of three factors: utility's
reasonable operating expenses, rate base,
and reasonable rate of return.

Public Utilities 317A o=»129

L31 Public Utilities 317A c-120

317A Public Utilities
317AII Regulation

3l7Akl 19 Regulation of Charges
3 l7Akl29 k. Rate of Return. Most

Cited Cases
Utility must be allowed to recover its operat-
ing expenses together with reasonable return
on its invested capital, and this requirement
is met only if return is sufficient to assure
confidence in financial integrity of enter-
prise, so as to maintain its credit and to at-
tract capital, therefore, it is important that
regulatory agencies do not arbitrarily disal-
low expenditures,  and, if expense can be
shown to be actual, necessary, and reasona-
ble, it should be allowed. Vemon's
Ann.Texas Civ.St. art. l 446c, §§ 39,
41(c)(3l.

317A Public Utilities
3l7AII Regulation

3 l7Akl19 Regulation of Charges
3l7Akl20 k. Nature and Extent in

General. Most Cited Cases
Fundamental principle of ratemaking is that
regulated public utilities are entitled to rates
Which will allow them to collect total reve-
nues equal to their "cost of service," being
defined as sum total of reasonable operating
expenses, depreciation expense, taxes, and
fair and reasonable return, such expenses are
limited to amounts  actua lly rea lized or
which can be anticipated with reasonable
certainty. LI Public Utilities 317A < 128

Lil Public Utilities 317A e-128 317A Public Utilities
317AII Regulation

317Ak119 Regulation of Charges
317Ak128 k. Operating Expenses.

Most Cited Cases

317A Public Utilities
317AII Regulation

317Ak119 Regulation of Charges
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Waters and Water Courses 405 6-203(5)
have reached conclusion that agency must
have reached in order to justify its action,
and, under substantial evidence review,
Commission's order may be overturned only
upon showing that substantial rights of utili-
ty have been prejudiced. Vernon's
Ann.Texas Civ.St. arts. l446c, § 69, 6252-
l3a, § l9(el.

405 Waters and Water Courses
405IX Public Water Supply

405IX(A1 Domestic and Municipal
Purposes

405k203 Water Rents and Other
Charges

la]. Waters
e=»203(6)

and Water Courses 405405k203(5) k. Rate and
Amount in General. Most Cited Cases
Income taxes required to be paid by share-
holders of subchapter S corporation on utili-
ty's income were inescapable business out-
lays and were directly comparable with
similar corporate taxes which would have
been imposed if utility operations had been
canted on by corporation, and thus, utility
organized as subchapter S corporation, in
ratemaldng proceeding, was entitled to rea-
sonable cost of service allowance for federal
income taxes actually paid by its sharehold-
ers or for taxes it would be required to pay
as conventional corporation, whichever was
less. 26 U.S.C.A. §§ 1371-1379.

405 Waters and Water Courses
405IX Public Water Supply

405IX(A) Domestic and Municipal
Purposes

405k203 Water Rents and Other
Charges

Ill Public Utilities 317A Q:-=»194

405k203(6) k. Establishment
and Regulation by Public Authority in Gen-
eral. Most Cited Cases
In water utility's action challenging Public
Utility Commission's rate and plant im-
provement order, substantial evidence sup-
ported Commission's cost of service findings
in relation to attorney fee expense incurred
by utility for obtaining certificate of need,
regulatory and depreciation expenses, and
period of amortization.317APublic Utilities

3l7AIII Public Service Commissions or
Boards

317AIII(cl Judicial Review or Inter-
vention

317Akl88 Appeal from Orders of
Commission

3l7Akl94 k. Review and De-
termination in General.Most Cited Cases
Duty of Supreme Court in reviewing Public
Utility Commission's order establishing cost
of service is to insure that decision is based
on substantial evidence, correct substantial
evidence rule test is whether evidence as
whole is such that reasonable minds could

121 Administrative Law and Procedure
15A <=»31z

15A Administrative Law and Procedure
l5AIV Powers and Proceedings of Ad-

rninistrative Agencies, Officers and Agents
15A1V(A) In General

l5Ak309 Proceedings in General
15Ak312 k. Judicial Proce-

dure, Applicability of Rules of Pleading.
Most Cited Cases
Where pleadings are required in administra-
tive proceedings, their validity should not be
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tested by technical niceties of pleading and
practice required in court trials.

base. Vemon's Ann.Texas Civ.St. art. 6252-
13a, § 16(e).

10 Administrative Law and Procedure
15A 4-669.1

12 Waters and Water Courses 405
c-203(6)

15A Administrative Law and Procedure
15AV Judicial Review of Administrative

Decisions
l5Av(A) In General

l 5Ak669 Preservation of Ques-
tions Before Administrative Agency

l5Ak669.l k. In General.
Most Cited Cases

(Formerly l 5Ak669)
Section of Administrative Procedure Act
providing that "motion for rehearing is pre-
requisite to an appeal" requires that motion
for rehearing be sufficiently definite to ap-
prise regulatory agency of error claimed and
to allow agency opportunity to correct error
or to prepare to defend it. Vemon's
Ann.Texas Civ.St. art. 6252-13a, § l6(e).

405 Waters and Water Courses
405IX Public Water Supply

405IX(Al Domestic and Municipal
Purposes

405k203 Water Rents and Other
Charges

405k203(6) k. Establishment
and Regulation by Public Authority in Gen-
eral.Most Cited Cases
In water utility's action challenging Public
Utility Commission's rate order, substantial
evidence supported Commission's findings
as to net plant or invested capital figure
based on "original cost" valuation rnediod,
adjusted value ratio of 68.8/3l.2%, and age
and condition adjustment to current cost.
Vemon's Ann.Texas Civ.St. art. 1446c, §
41 a .

11 Waters
lw203(12)

and Water Courses 405
13 Public Utilities 317A e-124

405 Waters and Water Courses
405IX Public Water Supply

405IX(A) Domestic and Municipal
Purposes

405k203 Water Rents and Other
Charges

317A Public Utilities
317AII Regulation

3 l7Akl19 Regulation of Charges
3l7Akl24 k. Value of Property;

Rate Base. Most Cited Cases
It is within Public Utility Commission's
broad discretion to consider and adopt par-
ticular method of rate base valuation as long
as it is supported by administrative record
and meets requirements of section of Public
Utility Regulatory Act governing adjusted
value of invested capital. Vemon's
Ann.Texas Civ.St. art. 1446c, § 4l(a).

405k203(l21 k. Review by
Courts and Injunction Against Enforcement.
Most Cited Cases
Motion for rehearing filed by water utility
which alleged that rate base figure estab-
lished by Public Utility Commission was not
supported by substantial evidence was suffi-
cient as prerequisite for appeal on basis that
Commission erroneously excluded dollar
value of customer deposits from its rate

14 Public Utilities 317A e-122
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405IX Public Water Supply
405IX(A) Domestic and Municipal

Purposes
405k203 Water Rents and Other

Charges
405k203(5) k. Rate and

Amount in General. Most Cited Cases
Water utility had burden of proof in pro-
ceeding before Public Utility Commission in
which it defended its existing rates. Vernon's
Ann.Texas Civ.St. art. l 446c, § 40(b).
*360 Sears & Bums, Robert L. Bums, Hou-
ston, for appellant.

317A Public Utilities
317A11 Regulation

3l7Akl 19 Regulation of Charges
3l7Akl22 k. Mode of Regulation.

Most Cited Cases
In malting rates, regulatory agencies do so
for indefinite period into future, but agency
must rely upon record of cost of service in
"test  per iod," which is usually la test  12
months for which there are complete data,
and, consequently, future rates are made on
basis of past costs, although changes occur-
ring after test period, if known, may be tak-
en into consideration by agency to help mi-
tigate effects of inflation M order to make
test year data as representative as possible of
cost situation apt to prevail in future.

Jim Mattock, Atty. Gen., Fernando Rodri-
guez, Asst. Atly. Gen., Austin, for appellate.

BARROW, Justice.
15 Waters
4:-=203(s)

and Water Courses 405

405 Waters and Water Courses
405IX Public Water Supply

405IX(A) Domestic and Municipal
Purposes

405k203 Water Rents and Other
Charges

This is a direct appeal by Suburban Utility
Corporation, a small two shareholder *361
water  utility serving six unincorporated
areas in Hants County, from a district court
judgment sustaining a rate and plant im-
provement order  rendered by the Public
Utility Commission (PUC).  We hold the
PUC's rate order is not supported by sub-
stantial evidence in the record. The district
court judgment is reversed and the cause is
remanded to the PUC for further proceed-
ings consistent with this opinion.

405k203(5) k. Rate and
Amount in General. Most Cited Cases
Public Utilities Commission did not err in
fixing water utility's rates on basis of data
compiled during previous year, where such
was most recent 12-month period for which
operating data could have been obtained, as
utility continued to have remedy of filing for
reduction or increase in rates based upon
changes occurring after record was closed.
Vernon's Ann.Texas Civ.St. art. l 446c, § 42.

16 Waters and Water Courses 405
4>=-»203(s)

405 Waters and Water Courses

In October, 1976, the PUC instituted pro-
ceedings to determine the propriety of the
rates being charged by Suburban. Suburban
did not seek a rate increase. After a two day
evidentiary hearing before an examiner,
which was concluded on April 28, 1977, the
PUC entered a final order on December 6,
l977.M This order reduced Suburban's wa-
ter rates and ordered extensive improve-
ments to its plants. The PUC found the cost
of service for Suburban to be $156,l22, and
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granted Suburban a 4.43 percent rate of re-
tum on an adjusted value of invested capital
rate base of $342,010. Suburban filed a mo-
tion for rehearing which was denied.

charge under its present rate sche-
dule pending final determination.
Such a long delay defeats the prima-
ry purpose of the Public Utility Reg-
ulatory Act, "to assure rates, opera-
tions, and services which are just and
reasonable to the consumers and to
the utilities." Tex.Rev.Civ.Stat.Ann.
art. l446c, § 2.

F n l . An interim order was rendered
on October 26, 1976 requiring Sub-
urban to charge rates set by the Har-
r is  County Commissioners  Cour t
pursuant to article 2372q_-1 of the
Texas Revised Civil Statutes Anno-
tated in its Castlewood Subdivision
service area until a final order was
rendered. All odder subdivisions
s er ved by S ubur ba n wer e t o  be
charged inter im rates identical to
those in effect  as of September  l,
1976. In November 1976, Suburban
requested that the Travis County dis-
trict court enjoin the PUC from en-
forcing the interim order. The court
granted Suburban a temporary in-
junct ion on September  30,  1976,
which was dissolved by the PUC's
final order.

Suburban raises twelve points of error here.
It challenges the findings of the PUC relat-
ing to cost of service, rate base, rate of re-
turn and rate design. At the outset, however,
we must consider Suburban's contention that
the final order of the PUC is void because it
was not rendered within sixty days after the
anal hearing.

[Ll Section 16(d) of the Administrative Pro-
cedure Act (APA), article 6252-13a M pro-
vides, "the anal decision or order must be
rendered within 60 days after die date the
hearing is finally closed." The PUC Rules of
Practice and Procedure contain a similar
provision. 16 Tex.Ad1nin.Code § 21.54. In
Lewis v. Jacksonville Building & Loan As-
sociation, 540 S.W.2d 307, 310 (Tex.l976),
we said:

Suburban appealed to the District Court of
Travis County and requested temporary and
permanent injunctive relief A temporary
injunction was issued on April 3, 1978, but
was dissolved by the court's final judgment
on September  8 ,  1982 M a ff irming the
PUC's order and refusing Suburban a per-
manent injunction. On December 10, 1982,
we denied Suburban's request for temporary
injunctive relief pending the outcome of this
appeal.

FN3. All statutory references are to
Texas Revised Civil Stamtes Anno-
tated.

FN2. The nature of this proceeding
undoubtedly contributed to the long
delay. Suburban did not seek a rate
increase and, by virtue of two tempo-
rary injunctions, was permitted to

There is no absolute test by which it may
be determined whether an administrative
rule or regulation is mandatory or directo-
ry. The prime object is to ascertain and
give effect to the intent of the rule or regu-
lation. Although the word "shall" is gener-
ally construed to be mandatory, it may be
and frequently is held to be directory. In
determining whether the administrative
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agency intended the provision to be man-
datory or directory, consideration should
be given to the entire rule, its nature, ob-
jects and the consequences which would
result from construing it each way. Provi-
sions which do not go to the essence of the
act to be performed, but which are for the
purpose of promoting the proper, orderly,
and prompt conduct of business, are not
ordinarily regarded as mandatory. If the
provision directed doing of a thing in a
*362 certain time without any negative
words restraining it afterwards, the provi-
sion as to time is usually directory.

(Tex.1980), Southwestern Bell Telephone
Co. v.  Public Utility Commission, 571
S.W.2d 503, 512-16 (Tex.1978), Railroad
Commission of Texas v. Houston Natural
Gas Corp., 155 Tex. 502, 289 S.W.2d 559,
573 (1956). First, there must be a determina-
tion by the regulatory authority of the utili-
ty's reasonable operating expenses. After
deciding what utility property will be in-
cluded in the rate base, the next step is die
rate base calculation. After the rate base is
determined, the regulatory authority deter-
mines the rate of return, or the percent of the
rate base which will be recoverable in reve-
nues by the utility.

Section l6(d) is designed to promote the
proper, orderly and prompt conduct of busi-
ness by the agency. Railroad Commission of
Texas v. Calv efFort Worth, 576 S.W.2d 899
(Tex.Civ.App.-Austin 1979- writ read
n.r.e.). It is not intended to fix a time limita-
tion upon the power of administrative agen-
cies to render decisions after expiration of
the sixty days mentioned. While the delay
presented by determination of the rate in this
case demonstrates the need for prompt dis-
position of ratemaldng proceedings, the leg-
islature did not intend that late decisions be
invalidated. We, therefore, hold the sixty
day provision of section l6(d) is directory
and the failure of the PUC to render its deci-
sion in this case within that time period did
not make the order void. We also recognize
that Suburban was not harmed by the delay
as it was able to charge higher rates during
this interim.

[3 A fundamental principle of ratemaldng is
that regulated public utilities are entitled to
rates which will allow them to collect total
revenues equal to their cost of service. P.
Garfield & W. Lovejoy, Public Utility Eeo-
nomics 56 (1964). The cost of service of a
public utility is defined as a sum total of: (a)
reasonable operating expenses, (b) deprecia-
tion expense, (c) taxes, and (d) a fair and
reasonable return. 16 Tex.Admin.Code §
23.22(a). Such expenses are  limited  to
amounts actually realized or which can be
anticipated with reasonable certainty. E.g.
Federal Power Commission v. United Gas
Pipe Line Co., 386 U.S. 237, 242, 87 S.ct.
1003, 1006, 18 L.Ed.2d 18 (1967), J. Bauer,
Updating Public Utility Regulation ll, 139-
40 (1966); 1 J. Priest, Principles of Public
Utility Ratemaking 54 (1969); Public Utility
Economics at 45-46, 392.

[2] In Texas, a properrate determination is
based upon consideration of three factors:
(1) the utility's reasonable operating ex-
penses, (2) the rate base and, (3) a reasona-
ble rate of return. Railroad Commission of
Texas v. Enter, Inc., 599 S.W.2d 292, 294

[4l[51The PUC's ratemaldng power includes
the discretion to disallow improper ex-
penses. See Public Utility Regulatory Act
(PURA), art. l446c, § 4l(c)(3l. The effect
of this policy of "disallowance" is to charge
the expense in question to the utility's stock-
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tax expense as a cost of service. During the

test year of 1976, Suburban operated as a

Subchapter S corporation under the Internal

Revenue Code, therefore, no taxes were paid

by the corporation. All profits realized by

the utility were paid to the two shareholders

as if the corporation were a partnership and

the shareholders paid taxes on it as ordinary

income. At the ratemaking proceeding, Sub-

urban submitted the sum of $9,831.12 as die

amount of federal income taxes it would

have to pay had it been a conventional cor-
poration. The PUC, however, reiiused to al-

low the federal income tax expense on the

basis that hypothetical taxes should not be

allowed a corporation having no legal tax

liability.

holders instead of to the ratepayers. Such a
policy, however, is not without hazard. Un-
der the cost of service method of regulation,
the disallowance of certain expenses results
in the reduction of the return earned on the
rate base. To the extent drat the return is di-
minished by disallowed expenses, the credit
standing of the utility may be weakened, a
fact which would be reflected in terms of the
ease of obtaining necessary financing or at-
tracting new investors. Under section 39 of
the PURA, a utility must be allowed to re-
cover its operating expenses together with a
reasonable return on its invested capital.
Railroad Commission of Texas v. High
Plains Natural Gas Co., 628 S.W.2d 753
(Tex.l98l) (per curium). This requirement is
met only if the return is sufficient to assure
confidence in the financial integrity of the
enterprise, so as to maintain its credit and to
attract capital. Federal Power Commission
v. Hope Natural Gas Co., 320 U.S. 591-
603, 64 S.ct. 281, 288, 88 L.Ed. 333 (1944),
Bluefield Water Works & Improvement Co.
v. Public Service Commission of the State of
West Virginia, 262 U.S. 679, 692-93, Q
S.ct. 675, 678_79. 67 L.Ed. 1176 (1923),
Railroad Commission of Texas v. Enter,
Inc., 599 S.W.2d at 295-96~ *363Railroad
Commission of Texas v. Houston Natural
Gas Corp., 289 S.W.2d at 572. Therefore, it
is important that regulatory agencies do not
arbitrarily disallow expenditures. If the ex-
pense can be shown to be actual, necessary
and reasonable it should be allowed. M. Far-
ris & R. Sampson, Public Utilities: Regula-
tion Management and Ownership95 (1973).

Under Subchapter S of the Small Business
Corporation Act, 26U.S.C.A. §§ 1371-79, a
corporation may elect a tax status which
protects the earnings and profits of the cor-
poration from conventional corporate tax
rates. Nevertheless, the income of the Sub-
chapter S corporation is taxable. All undi-
stributed income of the corporation is distri-
buted pro rata to the shareholders who must
pay taxes on it as ordinary income. There-
fore, for purposes of federal income taxa-
tion, the shareholders of the Subchapter S
corporation are accountable for all that per-
tains to the corporation.

[Q] Suburban urges that the PUC's cost of
service findings are not supported by sub-
stantial evidence and are arbitrary and capri-
cious. Specifically, Suburban urges that the
PUC erred in disallowing a federal income

The propriety of including all taxes among
cost of service expenses has been long es-
tablished. In Galveston Electric Co. v. City
of Galveston, 258 U.S. 388, 399. 42 S.ct.
351, 356, 66 L.Ed. 678 (1922), Justice
Brandeis, spealdng for a unanimous court,
announced that in calculating a proper return
on utility property, "[I]t is necessary to de-
duct from gross revenue the expenses and
charges," including "all taxes." The Court
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then said, "There is no difference in this re-
spect between state and federal taxes or be-
tween income taxes and others." Id. at 399-
42 S.ct. at 356. see also Georgia Railwav &
Power Co. v. Railroad Commission of the
State of Georgia, 262 U.S. 625, 632-33. 43
S.ct. 680, 682, 67 L.Ed. 1144 (1923). Under
the PUC's substantive rules, cost of service
includes "income taxes on a normalized ba-
sis."16 Tex.Admin,Code § 23.22(a)(4).

& B Water Systems, Inc., Docket No. 2351 4
PUC Bull. 1528, 1531 (Mav 1979). The tax
in that case was calculated under *364 the
corporate tax structure in effect at the time
the recommended rates were to be in effect,
as if the utility itself paid corporate income
tax. In a subsequent decision, the PUC ap-
proved a federal income tax allowance for a
sole proprietorship on a conventional corpo-
rate tax basis. See Application of Ingram
Water Supply, Docket No. 2818 6 PUC Bull.
579, 586 (May 1981).In Verna S. Mouton v. New Mexico Public

Service Commission, 76 N.M. 146, 412 P.2d
840, 846-51 (N.M.1966) the New Mexico
Commission excluded federal and state in-
come taxes from the operating expenses
claimed by a gas distributing utility operat-
ing as a sole proprietorship. The Supreme
Court of New Mexico reversed the commis-
sion ruling. That court held that the State's
public utility regulatory act made no distinc-
tion between public utilities operated "as
individuals, firms, partnerships, companies,
[or] corporations." The court added, "For all
practical purposes,  Mrs.  Moyston is the
company and she is entitled to and account-
able for all that pertains to its operation." It
noted that  hypothetical tax calcula t ions
made for the purpose of allocating income
taxes to a public utility "establish that the
fundamental inquiry is not limited to tech-
nical distinctions, but is determined by prac-
tical economic facts." Ultimately, the court
observed that the amount die utility would
pay if incorporated is reasonable and much
less than that actually incurred by the owner
of the utility. This decision appears to be the
only determination by a court of last resort
on this question.

The income taxes required to be paid by
shareholders of a Subchapter S corporation
on a utility's income are inescapable busi-
ness outlays and are directly comparable
with similar corporate taxes which would
have been imposed if the utility operations
had been carried on by a corporation. Their
elimination from cost of service is no less
capricious than the excising of salaries paid
to a utility's employees would be. We there-
fore hold that Suburban is entitled to a rea-
sonable cost of service allowance for federal
income taxes actually paid by its sharehold-
ers on Suburban's taxable income or for tax-
es it would be required to pay as a conven-
tional corporation, whichever is less.

The PUC has, more recently, approved the
imputation of federal income tax liability to
a Subchapter S utility. See Application orB

Suburban alleges several other errors in the
PUC's cost of service findings. It urges the
PUC improperly disallowed an attorney's fee
expense of $6,192 incurred for obtaining a
certificate of need and the cost for im-
provements the PUC ordered Suburban to
make to upgrade its system. Suburban also
contends the PUC erred in calculating its
regulatory expenses and that the fifteen year
period of amortization adopted by the PUC
is unreasonable. In addition, Suburban ar-
gues the PUC erroneously reduced its depre-
ciation expenses by $8,466.
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motion for rehearing alleged:
[1] Our duty in reviewing the PUC's order
establishing the cost of service is to ensure
that the decision was based on substantial
evidence. Railroad Commission of Texas v.
Entex, Inc., 599 S.W.2d at 298; art. l 446c, §
69, art. 6252-l3a, § l9(e). The correct sub-
stantial evidence rule test is whether the evi-
dence as a whole is such that reasonable
minds could have reached the conclusion
that the agency must have reached in order
to justify its action. Dotson, MD. v. Texas
State Board of Medical Examiners, 612
S.W.2d 921, 922 (TeX.1981). Under sub-
stantial evidence review, the PUC's order
may be overturned only upon showing that
"substantial rights of the appellant have been
prejudiced." Vandygriff v. First Savings &
Loan Association of Eorger, 617 S.W.2d
669, 672 (Tex.l98l), art. 6252-13a, § l9(e).

The finding of fact that the adjusted value
of  inves ted capita l for Suburban is
$342,010 confiscates the properly of Sub-
urban and is not reasonably supported by
substantial evidence.

[§] Upon reviewing the record in this case,
we conclude the PUC cost of service ad-
justments are not unreasonable and are sup-
ported by substantial evidence. Each ad-
justment was made upon the basis of expert
opinion. Although the PUC's regulatory ex-
pense calculation yields approximately $200
less than the total annual recovery Suburban
is entitled to under the record, Suburban has
failed to show substantial prejudice as a re-
sult of this mathematical error.

[2] Section 16(e) of the APA provides that
"a motion for rehearing is prerequisite to an
appeal." The purpose of such a motion is to
provide notice to the agency that the moving
party is dissatisfied with its final order and
that an appeal will be prosecuted if the lul-
ing is not changed. The legislature did not
insert any language into section l6(e) con-
cerning specificity in motions for rehearing.
Moreover, where pleadings are required in
administrative proceedings, their validity
should not be tested by the technical niceties
of pleadings and practice required in court
trials. *365 Railroad Commission of Texas
v. Magnolia Petroleum Co., 130 Tex. 484,
109 S.W.2d 967 (1937).

We now Mm to Suburban's allegations re-
garding the PUC's rate base determination.
Suburban argues that the PUC erroneously
excluded the sum of $15,078 in customer
deposits from its rate base. It is undisputed
that this sum should be added to the rate
base figure of $342,010. The PUC, however,
urges that Suburban failed to allege this
point in its motion for rehearing and dias
waived the error. We disagree. Suburban's

[lOl[l1] We are of the view tha t section
16 e requires that the motion for rehearing
be sufficiently definite to apprise the regula-
tory agency of the error claimed and to al-
low the agency opportunity to correct the
error or to prepare to defend it. See United
Savings Assoc. of Texas v. Vandvgriff 594
S.W.2d 163, 168 (Tex.Civ.App.-Austin
1980, writ read n.r.e.), Railroad Commis-
sion of Texas v. Missouri Pacific Railroad
Co., 588 S.W.2d 640, 641 (Tex.Civ.App.-
Beaumont 1979, writ read n.r.e.).  The mo-
tion filed by Suburban was sufficiently spe-
cific regarding the primary question for re-
view on appeal. It alleges that adjusted value
of $342,010 is not supported by substantial
evidence, thereby specifically apprising the
PUC that the order fails to meet the test for
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review of this administrative proceeding.
We therefore hold that Suburban's motion
for rehearing was sufficient as a prerequisite
for  appeal and the PUC erroneously ex-
cluded the sum of $15,078 from Suburban's
rate base.

L41 Suburban also urges that the PUC's net
plant or invested capital figure of $94,169 is
erroneous and in violation of section 41(a)
of the PURA M because it is based, in part,
on the price it paid developers for the plant,
tha t  the PUC's  adjus ted va lue r a t io of
68.8/31.2 percent is not supported by sub-
stantial evidence and, that the PUC adopted
an age and condition adjustment to current
cost which is not supported by substantial
evidence. These contentions are without me-
rit.

determine a reasonable balance
that reflects not less than 60% nor
more than 75% original cost, that
is, the actual money cost, or the ac-
tual money value of any considera-
tion paid other than money, of the
property at the time it shall have
been dedicated to public use,
whether by the utility which is the
present owner or by a predecessor,
less depreciation, and not less than
25% nor more than 40% current
cost less an adjustment for both
present age and condition. The
regulatory authority may consider
inflation, deflation, quality of ser-
vice being provided, the growth
rate of the service area, and the
need for the public utility to attract
new capital in determining a rea-
sonable balance. (emphasis added) .FN4. Section 41 (a) provides:

Sec. 41.  The components of ad-
justed value of invested capital and
net income shall be detennined ac-
cording to the following rules:

The "original cost" valuation method
adopted by the PUC was sponsored by an
expert and is consistent with the mandate of
section 41(a) that the original cost compo-
nent of the rate base be, "the actual money
cost, or the actual money value of any con-
sideration paid other  than money,  of the
[utility] property at the time it shall have
been dedicated to public use, less depreci-
ation ...." See Nichols & Fields, Rate Base
Under the PURA: How Firm is the Founda-
tion?,28 Baylor L.Rev. 861, 863-64, 881
(1976) .  T he inves ted ca p it a l  f igur e of
$94,169 is based upon the tax basis or pur-
chase price of the system plus subsequently
recorded costs, less depreciation and contri-
butions in aid of construction. The PUC's
expert testified that in his estimation the
purchase price best approximated the origi-
nal cost when the plant was first placed into
service. In addition, there is substantial evi-

(a )  Adjusted Value of Invested
Capital. Utility rates shall be based
upon the adjusted value of property
used by and useful to the public
utility 'in providing service includ-
ing where necessary to the finan-
cial integrity of die utility construc-
tion work in progress at  cost  as
recorded on the books of die utili-
ty.  T he adjus ted va lue of  such
property shall be a reasonable bal-
ance between original cost less de-
preciation and current cost less an
adjustment for  both present age
and condition. The regulatory au-
thority shall have the discretion to
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dance to support the PUC's finding as to the

original cost/current cost ratio under section

41(a). The expert testimony on this issue

involved complex calculations designed to

strike a fair balance between current and

original cost by taking inflationary factors

into account. Section 41(a) authorizes the

PUC to exercise its discretion in determining

a "reasonable" balance, and provides that

the PUC "may" consider "inflation" in de-

termining a reasonable balance. The exact

balance is within the discretion of the Com-

mission. Railroad Commission of  Texas v.

Enter, Inc., 599 S.W.2d at 294. The PUC's

finding on *366 age and condition is also

supported by the record. The depreciation

method adopted by the PUC in determining

age and condition was based upon expert

opinion and was shown to be a more appro-

priate method for determining such adjust-

ment because it took into account factors

which present a more precise determination

of remaining life of the plant's facilities.

adopted by the PUC in this case is supported
by the record and complies with section
41(a). We overrule Suburban's fourth point
of error.

[13] In its eleventh point of error, Suburban
urges the PUC's order is invalid because it
fixed rates on the basis of past cost, there-
fore, the PUC has not fixed rates for the fu-
ture. Suburban's rates were based on data
compiled over the 1976 test year. In malting
rates, regulatory agencies presumably do so
for an indefinite period into the future. In
order  to do so,  however ,  the regula tory
agency must rely upon the record of cost of
service in a "test period," or test year which
is usually the latest twelve months for which
there are complete data. See Public Utility
Economics at 45 , see a l s o p
Tex.Admin.Code § 21.2. Consequently, fu-
ture rates are made on the basis of past costs.
Changes occurring after the test period, if
known, may be taken into consideration by
the regulatory agency to help mitigate the
effects of inflation and in order to make die
test year data as representative as possible of
the cost situation that is apt to prevail in the
future. See Ciiv ofEl Paso v. Public Utility
Commission of Texas, 609 S.W.2d 574, 578
(Tex.Civ.App.-Austin 1980. no writ).

_[Ll Suburban also asserts it was denied
procedural and substantive due process of
law because it relied on an alleged prehear-
ing suggestion by the PUC staff that Subur-
ban derive its original cost component of the
rate base pursuant to a valuation method
which the PUC subsequently refused to
adopt. It is within the PUC's broad discre-
tion to consider and adopt a particular me-
thod of rate base valuation as long as it is
supported by the administrative record and
meets the statutory requirements of section
4l(a). cf . Texas Alarm & Signal Association
v. Public Uzililv Commission, 603 S.W.2d
766, 770-773 (Tex.1980), Railroad Com-
mission of Texas v. Lone Star Gas Co., 611
S.W.2d 908, 911 (Tex.Civ.App.-Austin
1981, writ read n.r.e.). As we concluded
above, the "original cost" valuation method

[§_1 The PUC did not err in fixing Subur-
ban's rates on the basis of data compiled
during 1976. This was the most recent
twelve month period for which operating
data could have been obtained. If changes
occurred after the record was closed and the
proceeding terminated, Suburban had the
remedy of filing for reduction or increase in
rates. Seeart. l446c, § 42. Furthermore,
Suburban never attempted to invoke the
PUC's discretion and update the test year
data throughout the proceeding and was par-
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tally responsible for the delays in this case.

[LQ] In its final point of error, Suburban
urges that since it did not propose a rate in-
crease and the PUC did not expressly pro-
pose to reduce the rate,  the PUC had the
burden of proof throughout the raternaking
proceeding.

Section 40(b) of the PURA provides:

571 S.W.2d 503 (Tex.l978)- In that
case, we rejected the "dual rate base"
concept and held section 4l(a) clear-
ly required that the rate of return be
based upon the rate base as defined
in that section. We have since reaf-
firmed that holding in Sunbelt Utili-
ties v. Public Utility Commission of
Texas, 589 S.W.2d 392 (Tex.l979)
andRailroad Commission 0fTexas v.
Enter, Inc., 599 S.W.2d 292
(Tex.l980)-In any proceeding involving any proposed

change of rates, the burden of proof to
show that the proposed change, if pro-
posed by the utility, or that the existing
rate if it is proposed to reduce the rate, is
just and reasonable snail be on the public
utility (emphasis added).

The judgment of the distr ict  court  is re-
versed and the cause remanded to the PUC
for redetermination of Suburban's rates.

Tex.,1983.
Suburban Utility Corp.  v.  Public Utility
Com'I1 of Texas
652 S.W.2d 358

Suburban's entire case consisted of defend-
ing its existing rates. Section 40(b) clearly
places the burden of proof on a utility if it is
defending its existing rates. We therefore
hold Suburban had the burden of proof in
this proceeding.

END OF DOCUMENT

In its other points of error, Suburban urges
the PUC's rate of return and rate design de-
terminations are arbitrary and capricious and
not supported by substantial evidence. Since
we are remanding this case for redetermina-
tion of Suburban's cost of service and rate
base, the PUC will be required to reassess
the rate of return and *367 rate design in
view of those new fu1dings.5n5 It is, there-
fore, unnecessary to consider these points
and we express no opinion as to the holding
of the district court thereon.

FN5. Several months after the PUC's
final order in this case, we decided
Southwestern Bell Telephone Co. v.
Public Utility Commission of Texas,
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Initial Order: The presiding Administrative
Law Judge entered an initial order on May 6,
2002, which proposed that the Commission re-
ject the tariffs filed by the Company and re-
quired the Company to file new tariffs consis-
tent with a reduced revenue requirement.

Washington Utilities and Transportation Com-
mission

v.
Rainier View Water Company, Inc .

Docket No. UW-010877
6th Suppl. Order

Washington Utilities and Transportation Com-
mission

July 12, 2002

Petitions for Administrative review and an-
swers: Commission Staff petitioned the Com-
mission for administrative review of the order
on May 24, 2002. Rainier View answered the
petition on May 30, 2002, and cross-petitioned
for relief. Commission Staff answered the cross-
petition on May 31, 2002. The matter is now
ready for Commission decision.

APPEARANCES: The parties appeared as fol-
lows: Respondent, Rainier View Water Compa-
ny ('Rainier View' or 'Company'), by Richard
A. Finnigan, attorney, Olympia, Commission
Staff, by Mary M. Tennyson, Senior Assistant
Attorney General, Olympia.

*1 Synopsis: This order affirms in part, reverses
in part, and corrects an initial order regarding
Rainier View Water Company. This order re-
jects the Company's proposed 13.6 percent rate
increase, but authorizes an overall rate increase
of $285,688, or 9.45 per cent. The Company
serves over 11,000 homes and businesses, serv-
ing largely residential customers, through 31
water systems located primarily in Pierce Coun-
ty-

Before Showalter, chairwoman and Hemstad
and Oshie, commissioners.

BY THE COMMISSION:Nature of the Proceeding: Rainier View Water
Company, Inc., on June 15, 2001, filed with the
Commission revisions to its currently effective
tariffs that would increase its annual revenues
by $453,157 or 13.6 percent. The Commission
suspended the proposed increase and set the
matter for hearing.

[_ PROCEDURAL HISTORY

Procedural history: The matter was heard upon
due and proper notice to all interested parties
before Administrative Law Judge Marjorie
Schaer on February 13 and 14, 2002, in Olym-
pia, Washington.

Rainier View Water Company, Inc., is a public
service company subject to the jurisdiction of
the Washington Utilities and Transportation
Commission (Commission). Rainier View re-
ceived its most recent prior general rate increase
in June 1996. On June 15, 2001, Rainier View
filed with the Commission revisions to its cur-
rently effective Tariff WN U-2. These tariff re-
visions would increase the Company's annual
revenues by $453,157 (13.6 percent). The Com-
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Ty, and then ascertaining the appropriate spread
of rates charged various customers to recover
that return.

party also proposes to lower the rates charged to
customers on its Indian Springs system in order
to bring those rates to parity with the customers
on its other systems. Following its investigation
of the rate increase request, the regulatory staff
of the Commission (Staff) recommended that
the Company's rates be decreased by $199,820.

In order to accomplish this task, the parties de-
veloped evidence from which the Commission
may determine the following:

1. The appropriate test period, which is defined
here as the most recent 12-month period for
which income statements and balance sheets
were available at the time the proceeding began.
The test period is used for investigation of the
Comparly's operations for the purposes of this
proceeding,

The Commission convened hearings on the is-
sues in this matter on February 13 and 14, 2002.
The parties presented proposed findings and
conclusions and briefs to the Administrative
Law Judge, who entered an order on May 6,
2002, recommending rejection of the Compa-
ny's requested 13.6% rate increase, but propos-
ing that the Commission authorize a 9.2% in-
crease. Commission Staff petitioned for admin-
istrative review, the Company answered the pe-
tition and raised additional issues. Commission
Staff answered matters raised by the Company,
and the matter is now ready for Commission
decision.

2. The Company's results of operations for the
appropriate test period, adjusted for unusual
events during die test period, and for known and
measurable prospective changes,

*2 Format of this Order: We will follow the
format of the initial order, adding text where
needed to reflect  post-hear ing process  and
adopting as our own the text of the initial order
where it is appropriate to do so.

3. The appropriate rate base, which is derived
from the bola nee sheets of the test period. The
rate base represents the net book value of assets
provided by investors' funds, which are used
and useful in providing utility service to the
public for the test period,

H. DISCUSSION rD DECISION
4. The appropriate rate of return on rate base the
Company is authorized to earn,

A. Principles of Utility Rate Setting 5. Any existing revenue excess or deficiency,
and

6. The allocation of the rate increase or de-
crease, if any, fairly and equitably among the
Company's ratepayers.

8. Test Year

The ultimate detenninadon to be made by the
Commission in this matter is whether the rates
and charges proposed in the revised tariffs are
fair, just, reasonable, and sufficient, pursuant to
RCW 80.28.020. These questions are resolved
by determining the Company's adjusted results
of operations during die test year, establishing
the fair value of the Company's property-in-
service (rate base), determining the proper rate
of return permitted the Company on that proper-

The parties have used the 12 months ending De-
cember 31, 2000, as the test period for investi-
gation of the Company's operations for purposes
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of this proceeding. The use of the 12 months
ending December 31, 2000, as the test year is
appropriate and is adopted for this Order.

going that while the effect of federal income
taxes were considered in prior rate proceedings
that were not contested, the Commission had not
specifically considered the question in a con-
tested proceeding.C. Treatment of Federal Income Tax

I. Imputation oflncome Tax

The parties presented opposing positions regard-
ing the issue of Federal income taxes. Because
the issue affects many other adjustments to the
Company's actual results of operation, we begin
with this issue.

The initial order accepted the Company's view,
recommending that the Commissio n impute the
payment of taxes at the rate of 34%. Previously
the Commission approved general rate increases
for Rainier View that included the recovery of
income tax expense in 1992, 1993, 1994 and
1996, the Company's four most recent cases.

The Company is a Subchapter S corporation
and under current law, unlike a 'regular' or
Subchapter C corporation, it has no primary
federal income tax liability. Fmlnstead, company
earnings are considered taxable earnings of its
shareholders. The Company pays federal in-
come taxes on behalf of its owners either by dis-
tributing an amount to the owners to pay the tax
liability or by paying the IRS on behalf of the
owners.

The initial order noted that although the Com-
mission had not considered the issue for this
company, it had approved the imputation of fed-
eral income taxes in WUTC v. Rosario Utilities,
LLC, Docket No. UW-951483, Fourth Supple-
mental Order (November 1996), a strongly liti-
gated case involving a limited liability company
that is taxed similarly to an S corporation. In
addition, the order noted that courts in various
jurisdictions have held that a utility is entitled to
recover income taxes through the proper ad-
justment of the utility's rates, citing Vemah S.
Moyston, d/b/a Hobbs Gas Company v. New
Mexico Public Service Commission, 76 N. M.
146, 412 P. ad 840, 850 (1966) where the court
stated,
It is clear that ...rates which fail entirely to take
such federal income taxes into account as oper-
ating expenses are unfair, unjust, unreasonable
and discriminatory.

*3 The Commission must allow Rainier View
the opportunity to am a fair rate of return on its
invested capital. The Company proposes that the
amount of pro forma net operating income au-
thorized in this case be calculated after 'imput-
ing' Federal income taxes for ratemaldng pur-
poses, that is, to calculate Rainier View's reve-
nue requirement as though its income were di-
rectly taxable, comparable with regulatory
treatment of a C corporation. The Commission
is obligated by statute and by principles of Con-
stitutional law to allow a regulated company the
opportunity to earn a fair return. For a regulated
C corporation, the Commission calculates the
company's revenue requirement to allow an af-
ter-tax return. Rainier View argues that its in-
come should be treated in the same manner.
Commission Staff opposed the proposal,

In Suburban Utility Corporation v. Public Utili-
lv Commission of Texas, 652 S. W . ad 358
(Texas 1983), the Supreme Court of Texas held
at page 364 that a water company designated as
a Subchapter "S corporation was entit led to
recover income taxes paid by its shareholders.
The court stated:
We therefore hold that Suburban is entitled to a
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reasonable cost of service allowance for federal
income taxes actually paid by its shareholders
on Suburban's taxable income or for taxes it
would be required to pay as a conventional cor-
poration, whichever is less.

election, and that die imputation should not
work to the detriment of ratepayers. Conse-
quently, the Commission agrees with die Com-
pany that, absent a reason for doing otherwise,
the tax liability should be imputed at the lower
of the personal or corporate tax schedules.

The initial order acknowledged the existence of
contrary authority, but found from the authority
cited above that the Commission had adopted
this approach, that the courts of other jurisdic-
tions had adopted die approach, and that the ap-
proach will result in rates that are fair, just, and
reasonable and will avoid concerns related to
the Constitutionally-mandated opportunity y to
earn a fair return and concerns about different
treatment of fundamentally similar entities.

2. Flow-Through v. Normalized Tax Methodol-

083'

*4 The initial order recommended calculating
the effect of taxes at 34%, noting that the corpo-
rate and personal income tax rate schedules for
earnings at the Company's level of earnings
would require an equivalent percentage and that
the Company suggested application of the lower
of the two schedules.

The initial order proposed to treat Rainier View
as a C corporation for purposes of calculating
federal income taxes. As a corollary, it adopted
the view that tax-timing differences between
book and tax depreciation must be normalized,
consistent with the Economic Recovery Tax Act
of 1986 ('ERTA '), with Section 168 of the In-
ternal Revenue Code, and with die Commis-
sion's approach in matters involving C corpora-
tions.

Commission Staff request. Commission Staff
does not challenge the initial order 's ruling.
Commission Staff merely notes that the initial
order did not specify the standard for applica-
tion in the future. Staff asks, on a going-forward
basis, what tax schedule it should apply in fu-
ture proceedings. The Company responds that it
does not challenge the result of the order and
that it is neutral on the issue of future applica-
tion.

Although the Company asserts that a normalized
tax calculation would be relatively simple to
make, it did not provide the calculation for the
record. The initial order observed that as a result
the Company's rate base could be overstated,
and considered that observation in determining
to propose rejection of the Company's suggested
worldng capital adjustment. The initial order
would require the Company to send its study to
Staff before the next rate case, and thereafter
maintain an 'off-book' or side-record calcula-
tion of imputed accumulated deferred income
taxes that is well documented and available for
audit.

the Commission. The initial order is correct that
federal income taxes are a cost of doing busi-
ness and are proper expenses to include in the
calculation of rates. However, the imputation of
taxes should recognize that the owner has a
choice of corporate structure, that the owner
may get a substantial economic benefit from the

Commission Staff does not contest the adjust-
ment. However, it asks that the normalization
schedule be first prepared within 90 days after
the entry of the Commission's final order in this
docket. Rainier View opposes the Commission
Staff request.
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Commission decision. The Commission ap-
proves the Commission Staff request that the
normalization schedule be first prepared widiin
90 days following the entry of this order, and
that it be maintained thereafter. The result is not
likely to be burdensome to the Company, and
will ensure that the information is available
when needed.

D. Net-To- Gross Conversion Factor

unusual events or conditions during the test pe-
riod that are inappropriate to consider in ongo-
ing rates (restating adjustments), and for known
and measurable events that will occur prospec-
tively (pro forma adjustments), to best estimate
the relationship between Me Company's costs
and revenues and thus establish rates that are
fair, just, and reasonable and allow the Compa-
ny the opportunity to cam a fair rate of return.
Both parties recommend statements present res-
tating and pro forma adjustments to the actual
results of operations*5 The Net-To-Gross Conversion Factor is used

to calculate the gross operating revenue excess
or deficiency by dividing die net operating in-
come excess or deficiency by the conversion
factor. This calculation gives effect to all reve-
nue-sensitive expenses and taxes that change
with a change in gross operating revenues.

2. Rate Base

The initial order calculated a Net-To-Gross
Conversion Factor of 0.6211986, which no party
objected to. That factor is accepted in this Or-
der.

The appropriate rate base is derived from the
balance sheets of the test period. This rate base
is adjusted to reflect new additions and reduc-
tions to the Company's invested capital, includ-
ing regulatory assets, which occurred during the
test period. The rate base represents the net
book value of assets provided by investors'
funds that are used and useful in providing utili-
ty service to the public for the test period.

E. Results of Operations and Rate Base
a. Uncontested Acyustments

1. Results of Operations

The Company's results of its regulated opera-
tions during the test year form the basis for the
analysis on which the Commission determines
whether the Company needs additional reve-
nues. This determination is made after all ap-
propriate adjustments are made to the test period
results of operations. These adjustments are for

The parties agreed to the actual results of opera-
tions for the test year and the dollar impacts of
the uncontested adjustments to net operating
income and rate base. Table 1 shows uncon-
tested adjustments that were accepted by the
initial order, were not the subject of contest by
any party, and are accepted as reasonable for
purposes of this proceeding.

TABLE 1:
RAINIER VIEW
WATER co.,
INC.

ACTUAL RE-
SULTS OF OP-
ERATIONS &
UNCON-
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TESTED AD-
JUSTMENTS

FOR THE 12
MONTHS
ENDED DE-
CEMBER 317
2000

Lm Description

#Operating

Per Company

Total Rate

Operating

Total Rate

(A)

1

Per Staff

Total Net

Base *

Income

(B)

$597,971

(C)

$5,064,468

Total Net

Base *

Income

(D)

$597,971

(E)

$5,069,911

2

Actual Results
of Operationsz

Rate of Return -
Per Books %

11.81% 11.79%

3 0 (119,220) 0

4

5

0

0

0

0

0

0

6 0 (32,867) 0

7 0 (15,786) 0

8

9

0

42,506

(30,588)

(6,098)

0

42,506

10

Uncontested
Adjustments

Restate Sur- (1 l9,220)
charge Revenues

Building Rent 0

CIAC Adjust- 0
ment

Medical & Den- (32,867)
tal Increases

Generator O&M (15,786)
(Mat.& Sup.)

Power Increases (30,588)

Meter (6,098)
Jeeps/Billing
Software

Total Uncon-
tested Adjusts.

($204,558) $42,506 ($204,558) $42,506

b. Contested Net Operating Income Anyust-
ments
*6 Table 2 shows the contested raternaldng adjust-

ments to Net Operating Income.

TABLE 2: CON-
TESTED NET OP-
ERATING INCOME
ADJUSIMENT s

Lm Staff Company Difference

1

#Contested Net In-
come Adjustments

Bad Debt Expense ($12,005) ($33,674) $21,669
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2 76,076 49,982 26,093

3

Depreciation Ex-
pense Adjustment

Ready-To-Serve
Revenues

CoBank RefLmd

98,095 0 98,095

4

5

4,427

21,166

0

(4,336)

4,427

25,502

6

7

8

1,028

(606)

24,512

0

0

0

1,028

(606)

24,512

9

Salaries & Wages
(Owner)

Legal Adjustment

Regulatory Expense

Interest Income Ad-
justment

Income Tax Adjust-
ment

0 0 0

10 (99,460) 5,409

11 0 (28,478) 28,478

12

13

(14,894)

(31,784)

10,714

(376)

14

15

(4,186)

0

4,186

(46,444)

16

Salaries & Wages - (94,051)
Employees

Reduce Indian
Springs Rates

Rate Case Expense (4,180)

Insurance Adjust- (32,160)
merits

Developer Lawsuit 0

Interest Expense Ad- (46,444)
justment

Depreciation Adj .
Owner's Vehicle

Vehicle Insurance

3,458 0 3,458

17

18 Total Contested Ad-
justments - NOI

376

$39,692

376

(166,829) $206,521

3. Bad Debt Expense

The Company and Commission Staff disagreed
on the level of bad debt expense drat would be
appropriate for ratemaldng purposes. The initial
order accepted the Staff-proposed calculation of
bad debt allowance. No party objected to that
proposal, and the Commission accepts the result
as appropriate for dlis proceeding.

4. Depreciation Expense Acyustment

test period. Depreciation lives and rates are nec-
essarily estimates, and must be trued up when
actual experience becomes available. The inves-
tors deserve to receive M11 capital recovery for
their investment in assets providing service to
the public plus a fair return on any unrecovered
amount. The Company proposed a 'catch-up'
entry but the record contains no detail of the en-
try, rendering impossible an asset-specific ad-
justment. Staff proposed to capitalize and
amortize the amount over the average life of all
plant in service because of the lack of detail and
because the Company's prospective composite
depreciation rate is declining. The initial order

This adjustment relates to a depreciation 'catch-
up' entry booked by the Company during the
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proposed acceptance of the Staffs adjustment,
and made additional adjustments to historical
rate base and deferred taxes to fully account for
the proposal.

similar manner to contributions in aid of con-
struction, or CIAC. The order observed that the
Company's balance sheet shows that the service
connect ions themselves a re included in the
Company's rate base, and reasoned that it  is
therefore appropriate to deduct the Ready-To-
Serve Fee revenues from rate base.

No party took exception to the initial order's
proposal, it is accepted for purposes of this pro-
ceeding.

5. Ready-To-Serve Revenues
The initial order proposed that the average
amount of the test year Ready-To-Sewe Fee
revenues of $154,066, or $77,033, be included
in CIAC. The order reflected this as an adjust-
ment to rate base, stating the principle that the
Company may not recover capital costs from
developers through the fees, and then recover
the same costs again from ratepayers through
depreciation.

Commission Staff proposes to include $154,066
in operating revenues related to receipts during
the test period of so-called 'Ready-To-Sewe
Fees.' Staffs adjustment S-R.A-11 reflects addi-
tional business and occupation taxes that would
be paid if the fees at issue were taxed as ordi-
nary operating revenues.

The Company argued that these fees should not
be included in the Company's regulated books.
As Mr. Fisher testified on rebuttal:
*7 The ready to serve charge was calculated so
that, on balance, using a five year amortization
at a standard purchase price of $600 per connec-
tion and an interest rate of 6%, payments by the
developer to Rainier View and the payments by
Rainier View to the developer would be equal.

Both Commission Staff and the Company ask
changes from the init ia l order .  Commission
Staff asks that the equity component of the capi-
tal structure be adjusted to reflect an average of
the test year 's adjusted CIAC contributions.
Commission Staff notes that the difference is
small (it would change the capital structure from
38.24% equity to 37.45% equity).

It is thus clear that the Ready-To-Sewe Fees
were designed and intended to be a direct offset
to the cost of the plant purchased by the Com-
pany.

The Company opposes the order's proposed rec-
lassification of the revenues from non-operating
revenues to contribution ms in aid of construction.
It argues dirt it would be unfair to penalize the
Company for worldng closely with Staff to de-
velop mechanisms to increase rate base. It asks,
in the alternative, that the change be prospective
only.The initial order determined that revenues from

the Ready to Serve Charges are not operathig
revenues. The order noted that they are not rev-
enue received by an authorized tariff rate, but
instead reduce rate base. The order determined
that because the Ready-To-Serve Fees offset the
cost of the Company's investment in service
connection plant, they should be recognized as a
reduction to plant in service and treated in a

Commission Staff responds that Me Company's
proposed result is inconsistent with a stipulation
that the Company entered into with Staff during
the rate case. Staff also acknowledges that the
Company's argument represents the Company's
intention as to the purpose of the fees, but dis-
putes that Commission Staff ever agreed to the
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Company's approach. went also considered the effect on federal in-
come taxes.

The Commission rejects the Company's excep-
tion and accepts the result of the initial order.
The initial order's result is well-reasoned and
appropriate, and the Company's proposal is not
consistent with sound ratemaldng theory.

No party disagreed with the initial order's pro-
posal, which is accepted for purposes of this
proceeding.

7. Salaries & Wages (Owner)
The Commission rejects the Commission Staff
proposal to recalculate capital structure. The
resulting change would be small, and it would
be premature to take this partial step out of the
context of a more complete analysis that will be
possible in a future proceeding. The Commis-
sion in this order makes decisions that when ful-
ly implemented have the potential to change the
relationships among several of the financial
elements of the Company. The current calcula-
tion of the capital structure fairly represents the
capital structure during the test year. The Staff
proposal should be rejected for purposes of the
present proceeding.

Mr.  Neil H.  Richardson and Mrs.  Paula  M.
Richardson are the owners of Rainier View. Mr.
Richardson works for the Company as its Presi-
dent. Staff proposed adjustment S-RA-4, to re-
duce Mr. Richardson's salary from the test pe-
riod amount of $92,780 to SB49,071, calculated
by increasing the sa lary level shown in the
Company's 1993 proceeding by 25.4% to reflect
the increase in the Consumer Price Index since
then. The Company opposed the Staffs adjust-
ment.

6. CoBank Refund

The initial order proposes to reject the Commis-
sion Staff adjustment. It relied on the Company'
s evidence, including an analysis of growth in
the size of the Company, the complexity of the
industry, a comparison of salaries paid to execu-
tives in the Pacific Northwest, a Millman and
Rober tson survey of Nor thwest  companies,
Census Bureau data, a Wall Street Journal sur-
vey, and a Northshore survey. The information
provides a basis for comparison of Mr. Richard-
son's salary to managers of companies of similar
size and complexity.

*8 During the test year, the Company received a
patronage refund of $6,708 from its bank as a
portion of the interest paid on business loans.
Commission Staff proposed at the hearing that
the funds should be treated as operating reve-
nues. The Company responded that it had al-
ready applied the amount as an offset to the cal-
culation of interest expense and that Staffs pro-
posal would double the effect of the refund.

The initial order rejected both parties' proposals
and treated the rebate as a reduction in the effec-
tive interest rate paid by the Company. The or-
der considered the effect of the rebate as part of
the cost of capital calculation that reduced the
net embedded cost of debt. In its calculation of
the Cost of Capital, the initial order reduced the
Company's interest rate, to 6.75%. The adjust-

The initial order noted the importance of main-
taining a ratemaking standard for determining a
fair compensation for an owner/executive. The
Commission's prior ratemaking treatment in es-
tablishing an appropriate compensation level
has been to authorize an owner/executive a sala-
ry that is comparable to a competitive or pre-
vailing compensation for the type or types of
services the owner-operator performs. Ratepay-
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negative $606). The Company acknowledged
the propriety of this type of 'flow-through' ad-
justment. No party challenged the proposal,
chic h is accepted for purposes of the proceed-
1ng.

ere should not have to pay a higher level of sala-
ry simply because Mr. Richardson is also the
owner, nor should the owner be required to ac-
cept a lower salary because she or he is an own-
er. The owner is compensated for his investment
and risk in the business through the authorized
fair rate of return, and the services actually per-
formed for the company should similarly be
fairly determined and objectively set.

IO. Interest Income Adjustment

Sta ff  proposed r emoving $72,094 of  non-
operating interest income from the Company's
results of operations, which affects the imputed
operating Federal Income Tax. The initial order
accepted the proposal, to which no party took
exception. The adjustment is appropriate and is
accepted for purposes of this proceeding.

The initial order found Mr. Richardson's salary
for the test period reasonable and adopted the
Company's proposed adjustment to increase his
salary by $6,818. In doing so, the initial order
placed some weight on the representations by
the Company that Mr. Richardson had never
received a salary increase greater than that given
to the rank and file employees of Rainier View
and that Mr. Richardson's compensation 'is on
the low end, if not the absolute lowest, of com-
pensation as a percentage of revenue and per-
centage of rate base allowed owners of other
water companies.' Company Brief, pages 22 and
24 All parties agreed that the Company is effi-
ciently run and the level of customer complaints
is very low.

I I. Salaries & Wages - Employees

*9 No party challenged the initial order's pro-
posal. The Commission finds the result appro-
priate and adopts it for purposes of this proceed-
ing.

Commission Staff and the Company both pro-
posed pro forma adjustments to give effect to
employee wage and salary increases. The only
differences between Staff and Company related
to the amount of the adjustment that should be
capita lized,  and to whether  the capita lized
amounts should be added to ra te base.  The
Company's proposed capitalization factor did
not appear in die record. The initial order rec-
ommended the adoption of Staffs adjustment.
No party opposed this result, and the Commis-
sion adopts it for purposes of this proceeding.

12. Parilyfor Indian Springs Rates
8. Legal Aa§ustment

This adjustment relates to rate case expense. An
analysis of this adjustment is included in the
discussion of Rate Case Expense, below.

The record indicates that the rates for the Indian
Springs water system are higher than Rainier
View's overall system rates. Rainier View pro-
posed an adjustment to reflect reduction of the
Indian Springs rates into parity with rates of the
other systems it operates.9. Regulatory Expense

The initial order recommended adoption of the
Staffs proposed adjustment to true-up regulato-
ry expense to the level of restated revenues (a

Commission Staff opposed the adjustment, con-
tending that the adjustment understated the
Company's operating revenue and should be in-
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eluded as part of the effect of proposed rates
rather than as a ratemaking adjustment.

a period of three years, for an annual $22,567 in
net operating income requirement. The initial
order noted that Staff did not argue the matter
on brief, and concluded that Staff had appeared
to abandon its challenge to the Company's costs.

The initial order ruled that an adjustment to re-
flect this effect in the revenue requirement cal-
culation would be appropriate. The initial order
recommended approval of the Company's pro-
posal to reduce the Indian Spring's ra tes to
achieve rate parity and - 'with some reservation'
- the initial order proposed the adoption of the
Company's adjustment.

The initial order observed that the proceeding
included many contested issues, and that it was
burdened by difficulties in determining accurate
accounting numbers and positions. It found that
Rainier View's requested rate case costs at the
time of its brief appeared to be reasonable, giv-
en the scope of the work that the Company has
had to perform, and the order recommended that
the Commission accept the Company's $67,700.

Commission Staff took exception to the propos-
al. Its concerns continue to be the accuracy of
pro forma test year revenues as a result of the
ra te reduct ion and its  implementa t ion.  The
Company responded tha t  i t  r ecognized the
Commission Staff concerns, and it offered to
work with the Staff to design rates that will sa-
tisfy the Staff concern. Commission Staff did
not indicate dissatisfaction with the Company
proposal.

In a related matter, Staff at the hearing proposed
that $3,500 in costs associated with mailings
related to a prior rate case be removed from rec-
orded expenses to r the test period.

The Commission accepts the adjustments and
the result of the order - approval for parity of the
Indian Springs system rates - and directs the
parties to design rates that satisfy the issues of
parity and accuracy that are identified M the par-
ties' presentations.

The initial order recommended that the Com-
mission accept the Company's proposed adjust-
ment to current rate case costs and that it should
also accept the Staff proposal to remove the
$3,500 in mailing costs. It found the net result
of approving the Company's $22,567 in amor-
tized rate case cost, less the $3,500 in mailing
costs, to be $l9,067, for a net operating income
effect (NOI) of $12,584.

13. Rate Case Expense

a. Recovery of the Company's Costs in t71is
Proceeding

Both parties challenged this decision in their
post-hearing pleadings.

*10 In direct testimony, Commission Staff pro-
posed that the Commission allow Rainier View
to recover  $29,500 in rate case costs,  to be
amortized over three years at $9,833 per year.
The Company argues in rebuttal and its post-
hearing brief that its actual costs at that point
exceeded its prior estimate, and it sought recov-
ery of $67,700 in rate case costs, amortized over

Commission Staff challenged the initial order's
conclusion that Staff had abandoned its position
merely because it did not reiterate the position
in its post-hearing brief.  In prior orders, the
Commission has concluded that failure to raise a
matter on brief indicated a party's abandonment
of the position previously stated. Especially in a
complex matter, a brief is a party's opportunity
to state its positions on all of the issues. The
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operating income level, is therefore $20,547Commission may properly conclude that failure
to argue a point, consistent with WAC 480-09-
770, means that the party no longer asks the
Commission to accept a view stated at the hear-
ing. Otherwise, the Commission must comb the
record and the testimony of the witnesses for
every view advanced, and respond to each. We
urge parties to address in briefs all of the mat-
ters that  they want to have the Commission
adopt, to avoid any inference that they no longer
care to argue an unmentioned items.

b. Recovery of Other 1999 Rate Case Costs

Here, the Staff does not persuade us that its es-
timate reflects the actual effort or the reasonable
costs required. As the initial order notes, consi-
dering the number and complexity of the issues
and the difficulties in presentations, the Compa-
ny's estimate seems reasonable.

At the hearing, the Commission Staff also pro-
posed to remove portions of prior rate case ex-
penses. The Company opposed the proposal.
The initial order concluded that rate case costs
from die 1999 filing should be excluded from
consideration in this proceeding. The initial or-
der stated that die purpose of including an amor-
tized portion of rate case costs in rates is to al-
low recovery of a reasonable recurdng level of
rate case expenses. The order concluded that the
amount that it recommended adequately accom-
plished that purpose.

No party challenged the initial order on this
matter. We accept the result for purposes of this
proceeding.The Company seeks in its answer and petition

for administrative review to update its rate case
expense again, to $93,074. Fn3Adjusted to the
NOI level, the proposal would increase costs by
slightly more than $8,000. We have reviewed
the detail, which continues to appear reasonable
in light of the complexity and presentation of
the proceeding. Accepting the proposal is con-
sistent with die initial order's acceptance of the
earlier update. The proposal will be accepted.

14. Insurance Ac8ustments

The Company and the Commission Staff both
proposed adjustments to the Company's actual
insurance expense. The initial order found that
the difference between the two proposals was
small and immaterial, and it proposed the adop-
tion of the Company's adjustment.  No party
challenged the order  on this  point ,  and the
Commission accepts the result of the initial or-
der for purposes of this proceeding.

I5. Developer Lawsuit

The Company sought to recover the legal costs
it incurred in defending itself against a claim
brought by developers in a formal complaint to
the Commission in Docket No. UW-010683,
filed on May 4, 2001 .

*11 Finally, the Company takes two exceptions
to the elimination of the $3,500 in prior mailing
costs. First, it states that it included the reduc-
tion in its own presentation of rate case costs,
which the initial order approved. Second, it
points out that the initial order subtracted the
entire sum from each year  of the three-year
amortization, rather than amortizing it by in-
cluding one-third for each of three years. The
net effect of both actions was to subtract the
costs four times rather than once. The Company
is correct and the unnecessary adjustment is re-
moved. The total rate case expense, at the net

The initial order noted that there was no indica-
tion of the Company's normal level of legal ex-

© 2009 Thomson Reuters/West. No Claim to Orig. US Gov. Works.



2002 WL 31432725 (Wash.U.T.C.) Page 13

senses, to determine whether the proposed re-
covery was appropriate or not. It refused to ac-
cept the adjustment for raternaking purposes. No
party objected to this result, which is accepted
for purposes of the proceeding.

I6. Interest Expense Acyustment

used more as a company vehicle than as a per-
sonal vehicle, that it is used to transport Com-
pany staff to meetings on a regular basis, and
that it is also used regularly by odder Rainier
View employees on official company business.
The Company also argues that  Commission
Staffs surrogate vehicle is a  fla tbed pickup
truck that could hardly be used for the same
purposes that Mr. Richardson's vehicle is used.Staff proposed an interest synchronization ad-

justme nt, in other Commission cases frequently
called a Pro Forma Debt adjustment The ad-
justment synchronizes Federal income taxes to
relate to the final cost of capital determination in
a rate case. The initial order recalculated the ad-
justment to conform with its cost of capital rec-
ommendation. No party challenged the adjust-
ment, which is approved for purposes of this
order.

The init ia l order  found the used,  par t ia lly-
depreciated Navigator equivalent in cost to the
Company of a comparable new but less expen-
sive alternate vehicle. The initial order found it
reasonable or  prudent  for  use as company-
owned vehicle and recommended rejection of
the Staff adjustment. Commission Staff asked
review of the decision, pointing out that the an-
nual depreciation of the Lincoln would exceed
the depreciation of the surrogate new vehicle.I7. Depreciation Adjustment - Owner's Vehicle

The Commission accepts the result of the initial
order. While the annual depreciation of die Lin-
coln is higher than the proxy, the term of the
depreciation of the used vehicle is shorter. We
expect that in any future proceeding, the propor-
tion of company and personal use will be pre-
sented in some verifiable manner, such as a trip
mileage log. We agree with Commission Staff
that ratepayers are entitled to a company that
uses reliable, reasonable resources to accom-
plish its purposes and that on a sufficient record
we would closely review whether costs of a new
luxury vehicle should be replaced with costs of
a new comparable standard vehicle.

The Company has in this docket for the first
time included in its assets (and drug rate base
and depreciation expense) die depreciated value
of a used Lincoln Navigator vehicle used by Mr.
Richardson and others for Company business
and by Mr. Richardson for personal use. Staff
has proposed adjustments to remove the cost of
this vehicle from rate base, depreciation ex-
pense, and vehicle insurance expense, replacing
those costs with the costs of die new Chevrolet
C-35 truck listed in the Company's depreciation
schedule. Staff chose the truck as a proxy be-
cause it is the most expensive vehicle on the
Company's books, except for the Lincoln. Staff
considered the truck's cost to be a reasonable
substitute for a vehicle that could be purchased
and used to perform the Company-related fUnc-
tions currently performed by the Lincoln. Staff
did not propose purchase of another truck for
those functions.

18. Vehicle Insurance

*12 Rainier  View argues dir t  the Lincoln is

Staff recommended a vehicle insurance adjust-
ment to remove excessive insurance costs, based
on costs of insuring the Lincoln Navigator. The
adjustment would increase net operating income
by a small amount. Consistent with the decision

© 2009 Thomson Reuters/West. No Claim to Orig. US Gov. Works.



2002 WL 31432725 WVash.U.T.C.) Page 14

on depreciation of the Lincoln, the Commission
rejects the Commission Staff adjustment.

TABLE: NET OPERA TING INCOME

Table 3 reflects the Commission-determined
adjustments to Net Operating Income for the
contested ratemaldng adjustments to Net Oper-
ating Income.

TABLE 3: CON-
TESTED NET OP-
ERATING INCOME
ADJUSTMENT S

Lm Staff Company Decision

1

2

($12,005)

76,067

($33,674)

49,982

($12,005)

76,076

3 98,095 0 0

4

5

4,427

21,166

0

(4,336)

0

(4,318)

6

7

8

1,028
(606)

24,512

0

0

0

1,028

(606)

24,512

9 0 0 0

10 (94,051) (99,460) (94,051)

11 0 (28,478) (28,478)

12

13

(4,180)

(32,160)

(14,894)

(31,784)

(20,547)

(31,784)

14

15

0

(46,444)

(4,186)

0

0

(46,948)

16 3,458 0 0

17

18

#Contested Net In-
come Adjustments
Bad Debts Expense

Depreciation Ex-
pense Adjustment

Ready-To-Serve
Revenues

CoBank Refund

Salaries & Wages
(Owner)

Legal Adjustment

Regulatory Expense

Interest Income Ad-
justment

Income Tax Adjust-
ment

Salaries & Wages -
Employees

Reduce Indian
Springs Rates

Rate Case Expense

Insurance Adjust-
ments

Developer Lawsuit

Interest Expense Ad-
justment

Depreciation Adj .
Owner's Vehicle

Vehicle Insurance
Total Contested Ad-
justments - NOI

376
$39,692

0
($166,829)

0

($137,157)

F Contested Rate Base Aa§u5tments *13 Several ratemaking adjustments to Average
Rate Base were contested at hearing. These in-
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eluded an adjustment from end-of-period to AV-
erage Rate Base. Worldng Capital Allowance,
and Depreciation Adjustment to Owner's Ve-
hicle.

Neither party excepted to the result of the initial
order, although Commission Staff offered clari-
iication on the calculations that the order used
and the Company asks that the issue be resolved
in its next general rate case.

I . Adjustments to Average Rate Base

The Company and Commission Staff agree on
the utility plant in service, accumulated depreci-
ation and net CIAC numbers.

2. Working Capital Allowance

The Commission accepts the result of the initial
order. If the parties wish to argue the working
capital issue in a future rate case, they are wel-
come to do so. The commission expects that the
accumulated deferred income tax balance will
be calculated and presented in future proceed-
ings.

Commission Staff initially proposed a worldng
capital allowance of $231,387, which the Com-
pany adopted. On brief; Staff changed its pro-
posed adjustment to $240,945 .

3. Rate Base Aa§ustments Related to Net Oper-
ating Income

The initial order reviewed a beginning-end-of-
year average balance sheet approach, citing
prior cases in which it had been adopted. It
noted that Rainier View also used a beginning-
end-of-year average in the present case, and that
Staff accepted die approach. The review indi-
cated that the Company did not have investor-
supplied working capital during the test year.

Three rate base adjustments must be made in
order to reflect adjustments approved in the net
operating income section.

Owner's Vehicle. Consistent with the Commis-
sion's decision regarding the Company's Lincoln
and with the result of the initial order, we reject
both the Commission Staff and the Company
adjustments to depreciation of die owner's ve-
hicle.

The initial order also noted that, if Rainier View
had been keeping its books in a manner consis-
tent with a C corporation, it would be main-
taining a balance of Accumulated Deferred In-
come Taxes (ADIT) that would be used to re-
duce rate base. ADIT is calculated to account
for the tax-timing differences between book de-
preciation and tax depreciation.

Depreciation Expense. A second is an addition
to rate base of $18,243 as a result of the initial
order's decision, uncontested on review, on the
Depreciation Expense Adjustment related to the
Company's depreciation 'catch-up' adjustment.
See paragraph 37 of this order.

Ready-To-Serve fees. The third is a reduction in
rate base of $77,073 as a result of the decision
on Ready-to-Serve Fees. This adjustment is de-
cided above.

The initial order concluded that the record in
this case does not demonstrate the existence of
any investor-supplied worldng capital during the
test period, and it recommended rejecting both
the Staff and the Company working capital ad-
justments.

Table 4 reflects the Commission's determination
of Average Rate Base
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TABLE 4: RATE
BASE

Lm Staff Company Decision

1 0 $18,423

2

3

0

($102,603)

($77,033)
($102,603)

4 240,945 231,387 0

5 (25,409) 24,499 0

6

#Contested Adjust-
ments To Rate Base

Depreciation Ex- 0
pense Adjustment

Ready To Serve Fees 0

Adjust to Average ($99,882)
Rate Base

Worldng Capital
Allowance

Depreciation Adj .
Owner's Vehicle

Total Contested
Adjs. - Rate Base

$115,654 $153,283 ($161,213)

G. Rate of Return rate of return reasonably required by investors
to invest funds into ownership of the utility.

*14 The shareholders deserve a fair rate of re-
tum on capital they have invested in the Com-
pany that is used to provide service to ratepay-
ers. The overall rate of return is the weighted
average cost of the utility's various sources of
capital, and is the cost to obtain the capital it
uses to provide regulated products.

Rainier View proposes to continue using the
rate of return - 12% - that it has historically been
allowed as a return on equity,

A utility has the right under the United States
Constitution to die opportunity to earn a rate of
return sufficient to maintain its financial integri-
ty, attract capital on reasonable terns, and re-
ceive a return comparable to other enterprises of
corresponding risk. Duquesne Light Company
v. Borsch, 488 U. s. 299, 310, 312, 109 Sect.
609, 102 1. Ed. ad 646, 98 p. U. R. 4 th 253
(1989), Federal Power Commission v.  Hope
Natural Gas Co. I, 320 U. S. 591 (1944), Blu-
efield Water Works Improvement Co. v. PSC of
West Virginia, 262 U. s. 679 (1923)

The Commission Staff performed a Discounted
Cash Flow ('DCF') analysis of Rainier View's
cost of equity. A DCF study examines the cur-
rent earnings and investors' expectations about
future growth in earnings and stock value. The
future expectations are discounted to their cur-
rent percentage value,  and added to current
earnings. The result is the investor's required
rate of return. Commission Staff prepared a
DCF study that compared Rainier View's return
with the return earned by a group of companies
that Staff contended are of comparable risk to
Rainier  View's regulated utility operations.
However, Commission Staff chose not to rely
on its DCF study, stating that the indicated re-
turn would not provide sufficient interest cover-
age for the Company's debt instruments.1. Cost ofEquizy

The cost of common equity capital, stated as the
rate of return on common equity, measures the

Staff also prepared a study using an interest
coverage ratio approach based on covenants that
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mission has accepted in recent orders. FN4Rainier  View must meet under its loan with
CoBank. Staffs equity rate of return recommen-
dation is based on its interest coverage ratio ap-
proach. Its use supports the Commission Staffs
overall recommended rate of return of 8.62%.
Staff opposed use of the Company's proposed
12% return, arguing that the return was not the
result of contested litigation and that economic
conditions are not the same now as they were in
the past when the proposed return was used in
calculating the Company's rates.

The Commission accepts the Company's pro-
posed 12% rate of return on equity for purposes
of this proceeding. In making this decision, we
consider the record in this docket, the accep-
tance of the proposed rate of return in prior pro-
ceedings and contexts, and the narrow differ-
ences between Commission Staff and the Com-
pany on overall cost of capital.

2. Cost of Debt
The initial order recommended a return on equi-
ty of 12 per cent, as proposed by the Company.
The init ial order  noted that by adopting the
Company's proposed cost rates of debt and equi-
ty and using the latest available capital structure
at September 30, 2001, the resulting overall rec-
ommended fair rate of return of 8.76%, was on-
ly slightly above the Commission Staff recom-
mendation.

Rainier View proposed use of the average inter-
est rate charged by CoBank during 2001 as the
Company's cost of debt,  noting that CoBank
charges it variable interest rates on much of
Rainier View's debt. Rainier View. It sought a
cost of debt of 6.93%. Staff, in its direct testi-
mony, proposed use of the interest rate charged
by CoBank in November, 2001, as the cost of
debt, arguing that it is the most recent cost of
debt available, and thus the best predictor of
what debt rates will be during the rate year. That
rate was 5.55 percent.

On review, the Commission Staff supported use
of the Staffs DCF approach. The Company op-
posed that recommendation and supported the
initial order.

The initial order ruled that the cost of debt, par-
ticularly variable debt, should be based on an
average of rates over a period of time. It noted
that a one-time, so called 'snap-shot' rate is not
as reliable a predictor of the range of rates that
may be expected during the rate year. It ruled
that the 6.93% figure sought by Rainier View is
the appropriate starting point for setting the cost
of debt. It also ruled that a refund by CoBank of
a portion of interest paid to it should be applied
to reduce the Company's cost of debt to the net
debt cost during the test period. The order found
the embedded cost of debt to be 6.75%.

*15 The Commission accepts the result of the
initial order. Staff acknowledged that its DCF
analysis would not provide sufficient interest
coverage and that we are consequently reluctant
to adopt it. Staffs proposed interest coverage
approach would be unnecessary if an appropri-
ate rate of return can be determined, and could
lead to an unnecessarily slim margin on which
the Company must meet contingencies in its op-
erations. Staff acknowledges that it has used a
12% return historically iii recommending rates
for this company. We observe that while eco-
nomic conditions today differ from those of re-
cent historical times, the proposed 12% return,
for a company of Rainier View's size and risk, is
not out of proportion with the return the Com-

Commission Staff petitions for review, asldng
clarification about the proper calculation of the
average of interest rates. It notes that using an
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that Staff mentions on administrative review and
on which the Commission might make an in-
formed decision.

average in a time of rising interest rates might
create a right to a pro forma adjustment to the
higher rate, and that if rates are falling the Com-
pany could enjoy a windfall. The Company sup-
ported the initial order, stating that a point in
time is not an accurate predictor of the future
and that use of an average avoids problems in-
herent in use of a single point to predict variable
rate interest.

3. Capital Structure

The Company proposes use of a hypodietical
capital structure of 50 percent debt and 50 per-
cent equity, in part to avoid disagreements with
Commission Staff over the calculation of the
Company's actual capital structure.The Commission finds the result of Me initial

order to be proper, and finds that the record is
insufficient to provide the guidance that Com-
mission Staff requests. Based on the record, and
the choice between the parties' two positions,
the initial order adopted an acceptable result.
The order rejected use of reference materials
proposed for official notice because of timing
and lack of oppor tunity to respond. RCW
34.05.452(5) . The sole question was whether in
calc plating interest for a company funded by
variable-rate debt, an average over time is pre-
ferable to a single point in time. We agree wide
the initial order that, given only the choice and
the record in this proceeding, including the prac-
tical limitations on funding their presentations
that affected both parties, the result is proper.

Staff calculates the Company's actual capital
structure as consisting of 70.76% debt and
29.24% equity

*16 If the matter arises in a future proceeding,
the Company and Staff may seek introduction or
notice of appropriate reference materials and
may build a record on which to argue the points

The initial order calculated the latest available
capital structure from the balance sheet in Exhi-
bit No. l at September 30, 2001, as 61.76 per-
cent debt and 38.24 percent equity. It found the
Company's actual capital structure to be the
most accurate view of what the Company's capi-
tal structure will be while the rates are in effect
It also found that the Company's actual capital
structure would provide an appropriate balance
between two long-standing principles of sound
ratemaking: 1) that a utility is entitled to cam a
return on capital sufficient to preserve its cre-
ditworthiness, and 2) that the rate of return on
capital must not burden ratepayers unnecessari-
ly, i.e., it must be economical.

TABLE 5: Capital
Structure, Cost Rates
& Fair Rate of Re-
tum

Ln #Item Embedded

Cost

12.00%

6.75%

Rate of Return

1

2

3

Equity

Debt

Total Capital

Capital

Structure

38 .24%

61.76%

100 .00%

4.59%

4.17%

8.76%
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An overall authorized rate of return of 8.76 per-
cent will provide Rainier View with the oppor-
tunity to earn a return sufficient to maintain its
financial integrity, attract capital on reasonable
terms, and receive a return comparable to other
enterprises of corresponding risk.

RATE OFRETURN

Table 6, below, summarizes the Company's re-

sults of operatic ms for the 12 months ended De-

cember 31, 2000, and incorporates the Commis-

sion's decisions regarding all contested issues

having a revenue requirement impact.

H A CTUAL RESULTS OF OPERA TION AND

TABLE 6: RAINI-
ER VIEW WATER
co., INC.

COMMISSION
DECISION RE-
SULTS OF OPER-
ATIONS

FOR THE 12
MONTHS ENDED
DECEMBERS,
2000

DECISION

Total Average

Retum-

Rate of

Lm

Description

#Operating

1

Total Net

Rate Base

Income

(B)

$597,971

(C )

$5,069,911

%

(D)

11.79%

2 ($204,558) $42,506

3 ($137,157) ($l61,213)

4 $256,257 $4,951,204 5.18%

5 $177,469 $0

6

(A )

Actual Results of
Operation

Total Uncontested
Adjustments

Total Contested Ad-
justments

Results Before Rate
Changes

NOI (Excess)
/Deficiency

Results at Commis-
sion Decision

$433,725 $4,951,204 8.76%

Table 7 below reflects the revenue requirement
calculation for the adjusted results of operations

of Rainier View for the test period based upon
the Commission's decisions in this Order.

TABLE 7: REVENUEREQUIRE-
MENT CALUCATION DECISION

Lm #Description Amount
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$4,951,204

8.76%

$433,725

4

5

$256,257

$177,469

6

7

0.6211986

$285,688

8

(B)

Total Pro Forma Average Rate Base

Overall Authorized Rate of Return - %

Net Operating Income Requirement
(Ln l X (Ln 2/100)

Pro Forma Net Operating Income

Net Operating Income (Excess) or De-
riciency (Ln 3 - Ln 4)

Net-To-Gross Conversion Factor

Gross Revenue (Excess) or Deficiency
(Ln 5/Ln 6)

Percentage Increase G)ecrease) in
Overall Operating Revenues

9.45%

*17 The recommended revenue requirement
calculation reflects a  revenue deficiency of
$285,688. The indicated overall recommended
increase in operating revenues is 9.45%.

an appropriate rate structure. Commission Staff
did not rebuff the suggestion in its reply.

I. Rate Design

T h e  C ommi s s i on  a s k s  t h e  p a r t i e s  t o  a gr e e  on  a

p r op os e d  r a t e  s ch e d u l e  t h a t  a d d r e s s e s  t h e  Com-

mi s s i on  S t a ff  conce r ns .  In  i t s  compl i ance  f i l i ng,

t h e  C omp a n y mu s t  p r e s e n t  wor k  p a p e r s  d e mon -
s t r a t i n g t h e  ca l cu l a t i on  of  t h e  r a t e s  wi t h  r e ga r d

t o  t h e  i mp l e me n t a t i on  of  r e d u c t i on s  for  t h e  In -

d i an  Spr i ngs  cus t omer s .

The Company proposed to lower the rates

charged to customers on its Indian Springs sys-

tem to bring those rates to parity with die cus-

tomers on its other systems. Commission Staff

did not object to the proposal. The Company

also proposed that the general rate case revenue

requirement be recovered through an increase to

both the base rate and the overage (use) as set
out in Exhibit 3 to its brief (which is an update

of Exhibit 14 in the record).

111 FINDINGS OF FACT

The initial order proposed to implement a reduc-
tion in rates for Indian Springs customers via a
recommended methodology.

Having discussed in detail both the oral and do-
cumentary evidence concerning all mater ial
matters inquired into, and having previously
stated findings and conclusions based thereon,
the Commiss ion now makes  the following
summary of the facts. The portions of the pro-
ceeding detailed findings and the discussion per-
taining to the ultimate facts are incorporated
herein by this reference.

Commission Staffs petition for administrative
review noted the Staffs concerns about the rela-
tionship between use of the Indian Springs prior
rates to calculate test year revenues, diem im-
plementing a reduction in those rates that would
alter the future revenue stream. In response, the
Company offered to work with Staff to calculate

(1) The Washington Utilities and Transportation
Commission (the Commission) is an agency of
the State of Washington vested by statute with
the authority to regulate rates, rules, regulations,
practices, accounts, securities, and transfers of
public service companies, including water com-

© 2009 Thomson Reuters/West. No Claim to Orig. US Gov. Works.



2002 WL 31432725 (Wash.U.T.C.) Page 21

parties that have reached the appropriate juris-
dictional threshold.

(2) Rainier View Water Company, Inc. (Rainier
View) is a public service company subject to the
jurisdiction of the Commission.

from individual developers, depending upon the
circumstance, for at least the past ten years. The
federal income tax expense is an obligation that
attaches to income generated by the regulated
operations of the Company. Federal income tax
at an effective tax rate of 34 percent should be
imputed.

(3) Rainier View is a water company engaged in
the business of furnishing potable water to the
public for compensation within Washington
State.

(4) Rainier View provides domestic water ser-
vice to over 11,000 homes and businesses, serv-
ing largely residential customers, through 31
water systems located primarily in Pierce Coun-
ty, Washington.

(5) On June 15, 2001, Rainier View filed with
the Commission revisions to its currently effec-
tive Tariff WN U-2, designated as:

(8) A company subject to taxation should adjust
rate base for the deferred tax component related
to the timing differences for tax depreciation
compared with book depreciation. Rainier View
should be ordered to prepare a study of what the
accumulated deferred income tax balance would
be, if the Company had been previously treated
as a C corporation under a normalized tax ac-
counting methodology. The Company should
provide this study to the regulatory staff of the
Commission (Staff) no later than 90 days after
the date of this order and maintain a continuing
'off-book' or side-record calculation of accumu-
lated deferred income taxes that is well docu-
mented and available for Staffs audit.Eighth Revised Sheet No. 21 canceling Seventh

Revised Sheet No. 21

First Revised Sheet No. 21.1 canceling Original
Sheet No. 21.1

(9) The appropriate Net-To-Gross Conversion
Factor to be used in setting rates for Rainier
View is 0.6211986.

*18 Seventh Revised Sheet No. 32 canceling
Sixth Revised Sheet No. 32.

The Company's proposal would increase its an-
nual revenues by $453,157 or 13.6 percent.

(10) The parties agreed to several adjustments to
the per books numbers from the test year. These
adjustments are listed in Table 1. These adjust-
ments result in a $204,558 decrease in net oper-
adng income and a $42,506 increase in rate
base. These adjustments are consistent with
generally accepted ratemaldng principles and
should be adopted.

(6) The 12-month period ending December 31,
2000 is an appropriate test year to examine for
raternaking purposes in these proceedings.

(11) Seventeen contested net operating income
adjustments to the per books numbers from the
test year are listed in Tables 2 and 3, and the
Commission's decisions are listed in Table 3.

(7) Federal income tax expense should not be
removed from Rainier View's results of opera-
tions for ratemaldng purposes. Rainier View has
been allowed to recover federal income tax ex-
pense both from its general customer base and (12) The Company should be directed to ex-
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amine its prior records and identify the amounts
of Ready-To-Serve Fees which were recorded as
non-operating income, and provide this analysis
to Staff within 90 days after the date of this or-
der.

(21) Additional revenues in the amount of
$285,688 are appropriate and should be allowed.
This is based upon a need to recover an addi-
tional $177,469 in Net Operating Income.

(13) There are three contested rate base adjust-
ments to the per book numbers for the test year.
These adjustments are listed in Tables 4 and 5,
and the resolutions this Order finds correct are
listed in Table 5. These adjustments are consis-
tent with generally accepted ratemaldng prin-
ciples and should be adopted.

(22) The revenues from the Indian Springs sys-
tem should be restated as a step in calculating
and applying increases to the non-Indian
Springs rates. The Indian Springs rates should
then be retiled at parity with the adjusted non-
Indian Springs rates. Commission Staff and the
Company are capable of reaching an agreed me-
thodology to accomplish a proper overall rate
level and should be directed to do so.(14) The appropriate capital structure to be used

in setting rates for Rainier View is 61 .76 percent
debt and 38.24 percent equity. (23) The rates that result from this Order togeth-

er are just, reasonable, and CoI'1'1p€1]satoI'y.
(15) The appropriate cost of equity to be used in
setting rates for Rainier View is 12 per cent. 139
(16) The appropriate cost of debt to be used in
setting rates for Rainier View is 6.75%.

(24) The rates that result from this Order are
neither unduly preferential nor discriminatory.

IV. CONCLUSIONS OFLAW
*19 (17) The appropriate overall return for the
Company is 8.76 per cent.

(18) The calculation of the return on investment
as set forth in Table 5 is reasonable, is supported
by substantial evidence in the record of this case
and should be approved.

Having discussed above in detail all matters ma-
terial to this decision, and having stated general
findings and conclusions, the following provides
summary conclusions of law. Those portions of
the preceding detailed discussion that state con-
clusions pertaining to the ultimate decisions of
the Order are incorporated by this reference.

(19) The results of operations set forth in Table
6 are reasonable, are supported by substantial
evidence in the record of this case and should be
approved.

(1) The Washington Utilities and Transportation
Commission has jurisdiction over the parties to,
and subject matter of, this proceeding. RCW
80.01.040, Chapter 80.04 RCW, Chapter 80.28
RCW.(20) The revenue requirement calculation for the

adjusted results of operations of Rainier View
for the test period based upon the decisions rec-
ommended in this proposed Order set forth in
Table 7 is reasonable, is supported by substan-
tial evidence in the record of this case and
should be approved.

(2) The rates and charges included in, or made
effective by, Rainier View's tariff WN U-2, Se-
venth Revised Sheet No. 21, Original Sheet No.
21.1 and Sixdi Revised Sheet No. 32, do not
produce rates that are just, fair, reasonable and
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sufficient and fail to yield reasonable compensa-
tion for the services rendered, and are rejected.

business days after the Company's compliance
filing is made with the Commission.

(3) A rate increase of 9.45 percent will result in
rates that are fair, just, reasonable, and suffi-
cient.

(4) The Company must prepare a study of what
its accumulated deferred income tax balance
should be, if the Company had been previously
treated as a C corporation under a normalized
tax accounting methodology.  The Company
should tile this study in this docket no later than
90 days following entry for this order, and the
Company must henceforth maintain an 'off-
book' or side-record calculation of accumulated
deferred income taxes,  which is  well docu-
mented and available for Staffs audit.

(4) Rates, term and practices determined in ac-
cordance with the findings and conclusions of
this Order, including separately stating Findings
of Fact and Conclusions of Law, and the for-
going analysis and discussion of the record,
support Commission determined rates, charges
and practices that should be fixed by order as
the just, reasonable, and sufficient rates, charges
and practices that Rainier View should observe
and put in force in accordance with the terms of
this Order.

(5 )  T he C ompa ny mus t  exa mine i t s  p r ior
records and identify the amounts of Ready-To-
S er ve F ees  which wer e r ecor ded a s  non-
operating income, and provide this analysis to
the Staff within 90 days after the entry of this
order.

(5) The Commission should retain jurisdiction
over the subject matter of and the parties to the
proceeding to effectuate the provisions of this
Order.Tit1e 80 RCW.

v. ORDER

(6) The Company must calculate and tile with
the Commission within 90 days the balance of
imputed deferred taxes.  The Company must
maintain this calculation on an ongoing basis and
file changes with the Commission within 30
days after changes occur.

*20 Based on the above findings of fact and
conclusions of law, the Commission hereby
makes and enters the following Order.

DATED at Olympia, Washington, and effective
this day of July, 2002.(1) The Commission has jurisdiction over the

subject matter of and the parties to this proceed-
ing. FOOTNOTES

(2) Rainier View Water Company, Inc., is au-
thorized and required to make appropriate com-
pliance filings, no la tee than ten business days
after the effective date of this Order.

FN1 The S Corporation is defined in 4
USC § 1361 (a)(1). The C Corporation
is defined in 26 USC § 1361 (a)(21.

(3) Commission Staff must examine the com-
pliance filing, and must provide its analysis of
whether  the compliance filing meets the re-
quirements of this Order ,  no later  than five

FN2 The amount of rate base in Table 1,
line 1, columns (c) and (e) differs by a
small amount. Because Staff indicated
that it agreed with the Company, the Ini-
t i a l  O r der  a dop t ed  t he  a mou nt  o f
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$5,069,911 as the amount of per-books
rate base.  Some of the above adjust-
ments of Staff or  the Company have
been divided into contested and uncon-
tested parts. Only the uncontested
amounts are reflected in the table.

FN3 The Company submitted a declara-
tion and detail dated May 30 in which it
presented the update of its actual ex-
penses through April, 2002. Commission
Staff made no procedural objection to its
receipt.

FN4 WUTC v. Avesta, Docket No. UE-
011595,FWh Supplemental Order
(June 18, 2002), WUTC v. PSE, Docket
No. UE-011570/UG-011571,TweM'h
Supplemental Order (June 20, 2002)

END OF DOCUMENT
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190 Gas
l90k14 Charges

190kl4.3 Administrative Regulation
190k14.3(3) k. Proceedings in

General.Most Cited Cases
Utility, which was subchapter S corpora-
tion, was not entitled to include state and
federal income taxes paid by its shareholders
in computing its cost of service for rate-
making purposes where utility failed to
show amount of taxes paid by its sharehold-
ers on its behalf by substantial competent
evidence. 26 U.S.C.A. §§ 1361-1378.March 1, 1991.

m Public Utilities 317A 0-128Utility sought judicial review of Kansas
Corporation Commission (KCC) ratemak-
ing order. Citizen's group intervened in ap-
peal and filed its own application for judicial
review. The Court of Appeals, Elliott,  J. ,
held that: (1) given lack of substantial com-
petent evidence of actual amount of federal
and sta te income taxes pa id by ut ility's
shareholders on account of Utility's sub-
chapter S status, utility could not include
s ta te and federa l income taxes  pa id by
shareholders in computing its cost of ser-
vice, (2) KCC's order, that utility could pass
through to ratepayers only 80% of any in-
crease or decrease in its gas costs, violated
fixed-rate doctrine, and (3) substantial com-
petent evidence did not support KCC's in-
clusion of social and athletic club dues paid
by utility in utility's cost of service.

317A Public Utilities
3l7AII Regulation

3l7Akl19 Regulation of Charges
3l7Akl28 k. Operating Expenses.

Most Cited Cases
State public utilities commission does not
violate filed-rate doctrine, under which
states cannot bar regulated utilities from
passing through to customers Federal Ener-
gy Regulatory Commission (FERC)-
mandated rates, by determining whether rate
is reasonably incurred in view of alternative
available sources, in proper case, commis-
sion may deem expense imprudently in-
curred, even though utility pays FERC-
mandated rate, without overlapping regula-
tory functions of FERC.

Affirmed in part, reversed in part. Bl Public Utilities 317A 128
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dues was
621(c)(8).

unreasonable. K.S.A. 77-

**168 *285Syllabus by the Court

317A Public Utilities
317A11 Regulation

3 l7Ak119 Regulation of Charges
317Akl28 k. Operating Expenses.

Most Cited Cases
State public service commission is not guilty
of attempting to regulate same activity as
Federal Energy Regulatory Commission
(FERC) in deciding question of whether re-
tailer is acting with economic prudence in
malting its purchasing decisions at whole-
sale.

1. Under the facts of this case, the utility, a
subchapter S corporation, did not produce
substantial competent evidence to support its
claim for allowance, as part of its cost of
service, of income taxes paid by its share-
holders on earnings of the utility.

111 Gas 190 <>-=»14.4(8)
2. The tiled rate donne described in Nan-
tahala Power & Light v. Thornburg, 476
U.S. 953, 106 S.ct. 2349, 90 L.Ed.2d 943
(1986), and Mississippi Power v. Miss. ex
rel. Moore, 487 U.S. 354, 108 S.ct. 2428,
101 L.Ed.2d 322 (1988), is applied. Under
the filed rate doctrine, the Federal Energy
Regulatory Commission (FERC) has exclu-
sive authority to determine the reasonable-
ness of certain wholesale rates, and states
cannot bar regulated utilities from passing
through to customers the FERC-mandated
rates.

190 Gas
l90kl4 Charges

l90k14.4 Reasonableness of Charges
190k14.4(8) k. Payments for Gas

by Distributing Companies. Most Cited Cas-
es
Kansas Corporation Commission's order,
that utility could pass through to ratepayer
only 80% of any increase or decrease in its
gas costs under KCC's purchase gas adjust-
ment incentive tariff, violated fixed rate doc-
trine by precluding utility from ever recover-
ing its Federal Energy Regulatory Commis-
sion (FERC)-filed rate, where KCC made no
finding of imprudence in incurring expenses.

Ill Gas 190 €=>14.:4(3)

3.  The Kansas Corporation Commission
has the power  to determine whether  the
FERC-filed rate is reasonably incurred. So
long as the KCC does not interfere wide the
federal regulatory scheme, it may, in a prop-
er case, deem the FERC-mandated expense
imprudently incurred, without overlapping
the regulatory function of FERC.190 Gas

l90k14 Charges
190kl4.3 Administrative Regulation

190)]4.3(3) k.  Proceedings in
General. Most Cited Cases
Substantial competent evidence did not sup-
port Kansas Corporation Commission's in-
clusion of social and athletic club dues paid
by utility in utility's cost of service for rate-
making purposes and thus inclusion of those

4. Under the peculiar  facts and circums-
tances of this utility rate case, even though
the Kansas Corporation Commission has
made no finding of imprudence in FERC-
mandated expenses, the KCC's order prec-
ludes the utility from ever recovering the
FERC-filed rate. Accordingly, the KCC's
purchase gas adjustment incentive tariffs
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violate the filed rate doctrine. of service.

We affirm in part and reverse in part.

The Income Tax Issue

5. In a review of the Kansas Corporation
Commission's decision allowing a public
utility to pass on to ratepayers the cost of
social and athletic club dues, it is held the
utility presented no evidence to show that
those dues were reasonable *286 or pro-
vided any benefit to Kansas ratepayers. As a
result, the utility may not pass through to
ratepayers those dues as part of its cost of
service.
James G. Flahertv and Richard C. Bvrd, of
Anderson, Byrd & Richeson, Ottawa, for
appellant Greeley Gas Co.

[1] Because Greeley has elected subchapter
S corporate status, income tax is paid by die
shareholders rather than by the corporation
itself, which would be the case if Greeley
were a  C corporation. See 26 U.S.C. §§
1361-78 (1988).

Shari Albrecht, Acting Gen. Counsel, and
Robert A. Fox, Asst. Gen. Counsel, of State
Corp. Conl'n, for appellate.

William G. Riggins,  Consumer Counsel,
Topeka, and Patricia R. Hackney, Lawrence,
for intervenor Citizens' Utility Ratepayers
Bd.

The KCC and CURB urge that, because
Greeley's shareholders pay the taxes on the
earnings of die corporationbased on a pro-
portionate share of their ownership, Greeley
itself had no tax liability. KCC and CURB
argue that ratepayers should not be required
to pay the shareholders' tax liabilities. See
Monarch Gas Co. v. Commerce Com., 51
Il1.App.3d 892, 366 N.E.2d 945 (1977);
FPC v. United Gas Pipe Line Co., 386 U.S.
237, 243-44, 87 S.ct. 1003, 1007-08, 18
L.Ed.2d 18 (1967).

Before ELLIOTT, p.J., and LARSON and
PIERRON, JJ.

**169 ELLIOTT, Judge:

Greeley argues dirt income taxes paid on
behalf of the corporation (which apparently
was at a rate lower than that for *287 corpo-
rate taxpayers) should be recognized as part
of corporate Greeley's cost of service. See
K.A.R. 82-1-231(C)(11)(A).

A strong argument can be made favoring
Greeley's position. In Suburban Util. Corp.
v. Public Util. Com'n., 652 S.W.2d 358
(Tex.1983), the Texas Supreme Court al-
lowed the taxes paid by shareholders of a
subchapter S corporation to be recovered
from ratepayers.

In this utility rate case, Greeley Gas Compa-
ny (Greeley) seeks judicial review of the
Kansas Corporation Commission's (KCC)
order disallowing the inclusion of state and
federal income tax in Greeley's cost of ser-
vice and requiring Greeley to change its
purchase gas adjustment (PGA) tariffs to
80/20 incentive tariffs. Additionally, the Cit-
izens' Utility Ratepayers Board (CURB) has
intervened in Greeley's appeal and also filed
its own application for judicial review, seek-
ing reversal of die KCC's allowance of so-
cial and athletic club dues in Greeley's cost

The Texas court reasoned that the utility is
entitled to a reasonable cost of service al-
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lowrance for income taxes actually paid by
the shareholders on the corporate utility's
taxable income or for the taxes it would be
required to pay as a C corporation, whi-
chever is less. 652 S.W.2d at 364. The court
simply recognized the realities of the situa-
tion: (1) regardless of who paid, the taxes
were on the income of the utility and were
"inescapable business outlays." 652 S.W.2d
at 364, and (2) including taxes in cost of
service expenses was well established. 652
S.W.2d at 363. And cf Mouton v. New
Mexico Public Service Commission, 76
N.M. 146, 412 P.2d 840 (1966) (sole pro-
prietor utility) .

ere' actual income tax liability on Greeley's
earnings was. Greeley's expert Richard
Treich merely testified that typically the net
earnings of a subchapter S corporation are
taxed at the shareholders' tax rate of 28%.
He admitted, however, that the individu-
a1*288 tax rate could range from 15 to 33%
and further admitted dirt the 28% rate used
in the rate application was just an estimate
and that none of die taxpayers' income tax
returns had been examined to ascertain what
rate was actually paid

**170 In addition, seven of Greeley's share-
holders are minors and three shareholders
are trusts, facts not considered in the 28%
estimate.The KCC and CURB argue the Texas courts

in two later cases have abandoned the posi-
t ion taken in Suburban. We disagree. A1-
though the later cases disallowed tax ex-
penses not actually incurred by the util ity,
neither involved a subchapter S corpora-
tion or the precise issue presented in the i11-
stant case. As we read the cases, Suburban is
st i l l  good law in Texas. See Public Utility
Com'n. v. Houston Lighting, 748 S.W.2d
439 (Tex. l987), Southern Union Gas v.
Railroad Com'n of Tex., 701 S.W.2d 277
(Tex.App.l985l.

Even under the reasoning of Suburban, i t
was Greeley's burden to establish the in-
come taxes actually paid by its shareholders
on its behalf.

In the present case, had die KCC recognized
the reasoning of Suburban and allowed the
estimated income tax expense in Greeley's
cost of service, it would have, in our opi-
nion, been allowing an expense unsupported
by substantial competent evidence.

Based on Greeley's lack of competent evi-
dence to support its position, the KCC's dis-
allowance of the income tax expense is af-
firmed.

On the other hand, evidence was presented
in the present case that to allow Greeley's
shareholders' full tax expense in cost of ser-
vice would result in an after-tax return on
equity of 17 to 18% . (The KCC allowed
Greeley a rate of return of 14.l5% .) Ob-
viously, the KCC must have the discretion to
make adjustments, in a proper case, to pre-
vent excess rates of return.

The PGA 80/20 Incentive Taryjs' Issue

In the instant case, however, Greeley simply
did not provide the KCC with substantial
competent evidence of what the sharehold-

Q] The KCC, by imposing the PGA 80/20
incentive tariff, ordered that Greeley can
pass through to the ratepayer only 80% of
any increase in its gas costs and, likewise,
only 80% of any decrease in gas costs.
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On this issue, Greeley's primary argument is
that the PGA incentive tariff violates the
filed rate doctrine:

in purchasing at wholesale is never before
FERC, the state commission would not be
gui l ty of  regulat ing die same act iv i ty as
FERC. Kentucky West Virginia Gas v. Pa.
Public Uzililv, 837 F.2d 600, 609 (ad Cir.),
cert. denied 488 U.S. 941. 109 S.ct. 365,
102 L.Ed.2d 355 (1988).  The court  cau-
tioned, however, that a state could not apply
its own laws in such a way as to interfere
with the federal regulatory scheme. 837 F.2d
at 609.

"The filed rate doctrine ensures that sellers
of wholesale power governed by FERC
can recover the costs irlcurred by their
payment of just and reasonable FERC-set
rates. When FERC sets a rate between a
seller of power and a wholesaler-as-buyer,
a State may not exercise its undoubted ju-
risdiction over retail sales to prevent the
wholesaler-as-seller from recovering the
costs of paying the FERC-approved rate."
Nan tahala Power & Light v. Thornburg,
476 U.S. 953, 970, 90 L.Ed.2d 943, 106
S.ct. 2349 [2358] (1986).

See Miss iss ippi  Power v .  Miss.  ex rel .
Moore,  487 U.s.  354,  371-72,  108 S.ct .
2428, 2438-2439, 101 L.Ed.2d 322 (1988)
(FERC has exclusive authority to determine
reasonableness of wholesale rates, states
cannot bar regulated utilities from passing
through to customers the FERC-mandated
wholesale rates).

[3] KCC's reliance on Kentucky West Vir-
ginia and Pike is misplaced. In both of those
cases, there was a finding of imprudence for
specific purchases of power. In the present
case, Laurie Kelly, a managing rate econo-
mist employed by the KCC, testified that
Greeley's prices on existing purchase con-
tracts were, in fact, reasonable. The result of
the KCC's PGA incentive tariff is that, re-
gardless of whether alterative sources are
available, and regardless of the prudence or
lack of prudence on Greeley's part, and
without any finding of impudence by the
KCC, Greeley can never recover the FERC-
filed rate. In light of the factors presented in
this record, we hold the KCC's PGA incen-
tive tariff is violative of the filed rate doc-
trine.

On the other hand, while FERC determines
whether a rate is reasonable, state public
utility commissions do have the power *289
to determine whether that rate is reasonably
incurred in view of alternative available
sources. Thus, in a proper case, the state
commission may deem the expense impru-
dently incurred, even though the utility pays
the FERC-mandated rate, without overlap-
ping the regulatory functions of FERC. Pike
Co. Light & Power Co. v.  Pa. Plc. , 77
Pa.Commw. 268, 274-75, 465 A.2d 735
(1983).

We need not decide whether an incentive
tariff can ever be compatible with the tiled
rate doctrine. Compare re Energv Cost Ad-
iustment Clauses, 41 Pub.Uti1.Rep. 4th
(PUR) 81~ 85-86 (1980) (California rejected
a 90/10 clause but approved a 98/2 clause),
re **171Standard Purchased Gas Adiust-
ment, 40 Pub.Uti1.Rep. 4th (PUR) 619, 622
(N.M.l980) (New Mexico: 90/10 clause is
punitive), Re Consumers Power Co., 14
Pub.Uti1.Rep. 4th (PUR) 370, 410
(Mich.1976) (Michigan approved a 90/10

QS Further, since the question of whether
the retailer is acting with economic prudence
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adjustment) . 264.

We are only holding that under the facts of
this case, absent a specific KCC finding of
imprudence, the PGA 80/20 incentive tariff
violates the filed rate doctrine and must be
reversed.

*290 The Social and Athletic Club Dues Is-
sue

We need not decide the public policy ques-
tion of whether a utility may ever recover
dues to social and athletic clubs. Because the
only evidence before the KCC was contrary
to the inclusion of the dues, there cannot be
substantial competent evidence to support
the KCC's inclusion of the dues in Greeley's
cost of service. Accordingly, the KCC's in-
clusion of those dues must be reversed as
unreasonable.K.S.A. 77-621 (c)(8).[Q] In its application for judicial review,

CURB argues the KCC should not have al-
lowed Greeley to pass through to ratepayers
social and athletic club dues totaling $1,799.
Greeley included in its cost of service dues
paid to such organizations as the Denver
Country Club, Garden of the Gods Club, and
the Ulysses Country Club.

The KCC order is affirmed as to the income
tax adjustment, reversed as to the PGA in-
centive tariff issue, and reversed as to the
membership dues issue.

Kan.App., 1991 .
Greeley Gas Co. v. State Corp. Com'n of
State of Kan.
15 Kan.App.2d 285, 807 P.2d 167, Util. L.
Rep. P 26,059

The only testimony presented on this issue
was by CURB's witness Ellen Blumenthal,
who recommended against the allowance,
stating that Greeley had made no showing
that those social club dues were reasonable
or provided any benefit to Kansas ratepay-
ers. N o rebuttal testimony nor cross-
examination was presented on the issue.

END OF DOCUMENT

The KCC order mentions the testimony but
makes no specific finding or conclusion with
respect to CURB's proposed adjustment. By
that omission, the dues were included in
Greeley's rates. On review, neither the KCC
nor Greeley has briefed this issue.

In Gas Service Co. v. Kansas Corporation
Commission, 8 Kan.App.2d 545, 662 P.2d
16§1_,rev. denied233 Kan. 1091 (1983), the
issue was the propriety of recognizing cha-
ritable contributions, the KCC must make
findings of unreasonableness for those dues
it disallows. 8 Kan.App.2d at 551, 662 P.2d
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Before Wine, chair, and Claus and Moline,
commissioners.

BY THE COMMISSION:

cost areas within its service territory. Home
Telephone is a wholly-owned subsidiary of
Home Enterprises, Inc. (Home Enterprises).
Prefiled Testimony of Steven C. Carver at p.
41.Both Home Telephone and Home Enter-
prises have elected under the Subchapter S
of Internal Revenue Code to be accorded
special income tax treatment under which,
basically, die federal corporate income tax
(Subchapter C rates or taxes) is avoided and
income, deductions and losses are passed
through to the shareholders.See 26 U.S.C.
1361-1379. Each shareholder of the Sub-
chapter S corporation reports the corpora-
tion's income or loss each year M proportion
to their share of the corporation's total
stock on their individual income tax return.

*1 ORDER ON RECONSIDERATION OF
IMPUTED INCOME TAX ADJUSTMENT
AND RATE CASE EXPENSE

The above-captioned matter comes before
the State Corporation Commission of the
State of Kansas (Commission) for consid-
eration and decision. Having reviewed the
files and being fully advised of all matters of
record, the Commission finds and concludes
as follows:

In production

2. On August 7, 2002, the Commission en-
tered an Order Setting Revenue Require-
ments pursuant to K.S.A. 66-1,188, K.S.A.
Supp. 66_1,187(n), 66-1_191, 66-2008(d>,
and K.S.A. 66-117 that established the reve-
nue requirement for Home Telephone. That
order determined the revenue requirement
sufficient to compensate Home Telephone
for the provision of local telephone service,
including the appropriate level of KUSF
support. The revenue requirement did not
include an allowance for an imputed income
tax adjustment because Home Telephone
failed to present record support for such an
adjustment.

1. Home Telephone Company, Inc. (Home
Telephone) provides local telephone ex-
change service to small towns and rural
areas within its service temltory. As a local
telephone exchange provider, Home Tele-
phone receives financial support from the
Kansas Universal Service Fund (KUSF) to
preserve and advance universal service to
customers located in rural, insular, and high

3. Home Telephone sought reconsideration
of the August 7, 2002 Order. In its petition
for reconsideration, Home Telephone chal-
lenged various aspects of the order but did
not challenge the Comlnission's evidentiary
finding regarding the income tax expense

© 2009 Thomson Reuters/West. No Claim to Orig. US Gov. Works.



2003 WL 21436831 (Kan.S.C.C.) Page 2

adjustment .  Home Telephone,  however ,
sought an additional opportunity to provide
record support for an imputed income tax
adjustment. The Commission, acting upon
its discretionary authority under K.A.R. 82-
l-231(l), allowed Home Telephone an ex-
traordinary post-hearing and post-final order
opportunity to provide dirt record support of
an imputed income tax adjustment. Home
Telephone was directed to provide informa-
tion to enable the Commission to make de-
termination on the proposed adjustment that
was  cons is t ent  with the pr incip les  an-
nounced in Greelev Gas Company v. KCC,
15 Kan.App.2d 285 (1991).

5. On November 27, 2002, the Commission
entered its Order Denying Imputed Income
Adjustment because no information, consis-
tent with the principles announced in the
Greeley case, was provided concerning the
actual income tax liability of Home Tele-
phone's shareholders. That order indicated
that if reconsideration was sought, Home
Telephone must submit information, includ-
ing documentation, demonstrating the actual
tax liability of its shareholders on the in-
come generated from its telephone opera-
tions. On December 16, 2002, Home Tele-
phone submitted the federal income tax re-
tums of all but one of its current sharehold-
ers and schedules concerning shareholder
tax liability.

4. On November 5, 2002, Home Telephone
tiled a Report and Motion for Order Adjust-
ing Revenue Requirement. Home Tele-
phone's Report included various schedules it
prepared to show that an imputed income
tax adjustment of $107,369 was appropriate.
On November 8, 2002, Commission Staff
(Staff) filed its Report On Income Tax Issue.
Staff estimated the income tax liability of
Home Telephone's earnings for the test year
as though Home Telephone was a C corpo-
ration. According to Staff, the calculation,
including the synchronization adjustments to
rate base, would result in an increase in the
overall revenue requirement by $74,634. On
November 8, 2002, Home Telephone filed a
Revised Report and Motion for Order Ad-
justing Revenue Requirement and Motion
Regarding Effective Date. Home Telephone
indicated that it accepted Staffs tax compu-
tation and synchronization adjustments. Nei-
ther Home Telephone's initial Report nor
Revised Report contained information show-
ing the actual tax liability that was actually
paid by Home Telephone's shareholders on
the business income generated by Home
Telephone.

6. On March 10,  2003, Home Telephone
filed a Motion for Allowance of Additional
Rate Case Expense. Home Telephone at-
tached billing invoices for the expense it
claimed as additional rate case expense.
Home Telephone asserted that it should be
allowed to recover the additional expense it
incurred because the Commission provided
an additional opportunity for Home Tele-
phone to provide record support for an im-
puted income tax adjustment. Home Tele-
phone specifically noted that the Commis-
sion directed it to discuss its proposed ad-
justment and information with Staff On
March 18, 2003, Staff filed a Response in
opposition of Home Telephone's motion.
Staff pointed out that the opportunity pro-
vided Home Telephone was discretionary
and that Home Telephone could have simply
informed the Commission it was no longer
pursuing an imputed income tax adjustment.
Staff also pointed out that the order directing
Home Telephone to discuss its proposed ad-
justment and information was the result of
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Home Telephone's objection to providing
tax information necessary to calculate and
verify any income tax adjustment. Finally,
Staff pointed out that the invoices attached
to Home Telephone's motion did not contain
a description sufficient to tell whether die
expenses were incurred for the instant dock-
et or for other matters.

which would include the earnings distri-
buted by Home Telephone to Home Enter-
prises.

Imputed Income Tax Adjustment

9. From the additional information submit-
ted on December 16, 2002, it appears that
Home Enterprises files income tax returns
on a consolidated basis with Home Tele-
phone and Home Enterprises' other busi-
nesses.See Pretiled Testimony of Steven
C. Carver at pp. 67-79.Further, according to
that information, both Home Enterprises and
Home Telephone have made an election un-
der Subchapter S of Internal Revenue Code
to be accorded special tax treatment under
which, basically, the federal corporate in-
come tax (Subchapter C rates or taxes) is
avoided and income, deductions and losses
are passed through to the shareholders. Each
shareholder of the Subchapter S corpora-
tion reports the corporation's income or
loss each year in proportion to their share of
the corporation's total stock on their indi-
vidual income tax return.

7. Management (and stockholders) should
have the flexibility to choose corporate
form(s), subject to the obligation of a regu-
lated utility to provide continued utility ser-
vice at just and reasonable rates. In particu-
lar, management should be permitted to use
corporate f`orm(s) to increase net benefits to
the corporation so long as the benefits are
equitably shared between ratepayers and
stockholders and the form of the business
organization does not create conflict with, or
unreasonably put at risk, the public utility
enterprise.

8. Fundamentally, regulated public utilities
are entitled to rates which will allow them to
collect total revenues equal to their 'cost of
service,' being defined as the sum total of
reasonable operating expenses, depreciation
expense, taxes, and fair and reasonable re-
turn, such expenses are generally limited to
amounts actually realized or which can be
anticipated with reasonable certainty. Cor-
porate income tax when incurred by a public
utility is typically treated as an operating
expense. Home Telephone, however, does
not pay corporate income taxes by virtue of
its election to be treated as a Subchapter S
corporation. Rather, the shareholders of
Home Telephone's parent, Home Enterpris-
es, pay individual income tax on their re-
spective distributive share of earnings,

10. When a utility seeks altered rate treat-
ment, including a rate adjustment following
from a change in corporate Tomi, the burden
is on the public utility to show the nature
and amount of benefits stemming from
changes, so that all appropriate adjustments
in rate of return might be made. This is par-
ticularly so where shareholders and man-
agement are closely related and where the
change must be presumed to be beneficial to
management and shareholders, and where
the full and precise effects of the change are
not immediately clear. In the case of a
change to Subchapter S corporate status, as
is at issue here, the Court, in Greeley Gas
Company v. KCC, 15 Kan.App.2d 285
(1991), specifically recognized that such
change in corporate status may effect not
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only taxes paid (and who pays them), but
also the return to shareholders. The Court
stated:

rate adjustments related to the change.

*2 On the other hand, evidence was pre-
sented in the present case that to allow Gree-
ley's shareholders' full tax expense in cost of
service would result in an after tax return on
equity of 17 to 18% . (The KCC allowed
Greeley a rate of return of 14.l5% ). Ob-
viously, the KCC must have the discretion to
make adjustments, in a proper case, to pre-
vent excess rates of return.

11. In this case, Home Telephone did not
approach the Commission at the time when
it made the election the change to a Sub-
chapter S corporate status, nor did it pro-
vide specific information in its subsequent
rate filing to determine die appropriate ad-
justments. Rather, after the fact the utility
states and urges that it is entitled to allow-
ance for corporate income taxes and is pre-
pared to accept the amount equal to the less-
er of, (1) tax payments imputed as if the
company were still operating as a C corpo-
ration or (2) actual taxes paid by its share-
holders. In support of this analysis, Home
Telephone provided copies of tax returns for
the individuals and trusts for all but one of
die stockholders of Home Enterprises and
submitted a schedule to show what Home
Telephone believed to be the average tax
rate for Home Enterprises' stockholders.

13. First, as shown by the individual share-
holder-related documents proffered in this
case, die determination of actual individual
tax payments related to the individual's
share of utility net income is not a matter of
clear and undisputed calculation. Fn'For ex-
ample, according to the additional informa-
tion submitted by Home Telephone, trusts
hold a significant ownership interest in
Home Enterprises and the accurate determi-
nation of income tax attributable to their
share of Home Telephone's net operating
income will require review of further docu-
mentation. The schedules did not attempt to
show the amount of income received by
each shareholder of Home Enterprises that
was attributable to the public utility opera-
tions of Home Telephone. In addition, since
shareholders have differing incomes and
offsets, there is a need to choose among al-
temative assumptions in making determina-
tion of the effect on individuals and the
trusts - e.g., should the attributed income be
assumed to be at the marginal rate(s), and
what adjustments should be made to reflect
differing income levels? This is particularly
problematic in this case because the number
of shareholders identified at the time of the
hearing is different from the number of
shareholders identified by Home Telephone
in its additional information submitted to the
Commission on December 16, 2002.See Ex-
hibits to Steven C. Carver Prefiled Testimo-
ny (Form 1120 and Schedules K-1). The
schedules, on their face, show a substantial
difference between the effective tax rate and
the tax rate derived by Home Telephone.

12. However, the information provided does
not provide sufficient bases to accept the
ca1culation(s) urged by the company. As the
Greeley case indicates and provides, the
schedules and information provided by
Home Telephone do not provide sufficient
analysis to calculate the full economic effect
of the change that must be provided for in

14. Second, in any event, the 'lesser of ' C
and S taxes test, as die Greeley case ex-
plains, does not account for the reality that
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the change in corporate status must be pre-
sumed to produce a net benefit to sharehold-
ers that had not previously been accounted
for in ratesetting. It is reasonable to presume
that the election of S corporate status is
based on the determination that net benefits
flow to management and shareholders, either
in the form of increased net income (because
of the avoidance of double taxation of cor-
porate earnings and individual dividends as
well as lower income tax rates) and/or less
tangible benefits (e.g., flexibility in tax
planning). For example, if the company is
earning $100,000 per year, and was taxed at
40 percent, then prior to the Subchapter S
corporate status a full distribution would
amount to only $60,000, while following the
S corporate  sta tus it  would  amount to
$100,000. A Subchapter S corporate recov-
ery based on hypothetical taxes paid by the
C corporation or actual taxes paid by the S
corporation shareholders would assume
dirt stockholders are entitled to the full net
benefits of the tax savings without otherwise
adjusting pre-subchapter S rates. As the
Greeley case indicates, there may be a need
for appropriate adjustment by reduction in
the rate of return to reflect the greater return
to shareholders from the S corporate status.
Alternatively, there might be consideration
of sharing the tax savings between ratepay-
ers and shareholders in calculating an ap-
propriate allowance for corporate income
taxes. See e.g. Kansas Power & Light Co. v.
KCC, 5 Kan.App.2d 514, 524-29 (1980).

where United Gas Pipeline (United), a pub-
lic utility, claimed it was entitled to include
the amount of income tax it would have paid
had it not elected, under the Internal Reve-
nue Code, to file a consolidated return as a
member of an affiliate group. The Federal
Power Commission refused to allow a hypo-
thetical tax payment to be included in the
Utility's cost of service as a prudent operat-
ing expense but instead computed the allow-
ance for corporate income tax by allocating
the benefits from a consolidated return be-
tween the regulated utility and nonutility
affiliates. The Court affined the Federal
Power Commission's methodology that rec-
ognized the reality that the income tax elec-
tion to file a consolidated tax return affected
the utility's tax obligation, stating:

15. Third, there is, in this case, a further
complicating factor of the consolidated re-
tum filed by Home Telephone/Home Enter-
prises. In Federal Power Commission v.
United Gas Pipeline Companv- 386 U.S.
237 (1967), the Supreme Court of the United
States dealt with an analogous situation

*3 United had not filed its own separate tax
return. Instead it had joined with others in
the filing of a consolidated return which re-
sulted in the affiliated group's paying a low-
er total tax than would have been due had
the affiliates filed on a separate-retum basis.
The question for the Commission was what
portion of the single consolidated tax liabili-
ty belonged to United. Other members of the
group should not be required to pay any part
of United's tax, but neither should United
pay the tax of others. A proper allocation
had to be made by the Commission. Res-
pondents insist that in malting the allocation
the Commission would violate the statute
unless in every conceivable circumstance,
including this one, United is allowed an
amount for taxes equal to what it would
have paid had it filed a separate return. In
their view United should never share in the
tax savings inherent in a consolidated return,
even if on a consolidated basis system losses
exceed system gains and neither the affi-
liated group nor any member in it has any
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tax liability. This is an untenable position
and we reject it. Rates fixed on this basis
would give the pipeline company and its
stockholders not only the fair return to
which they are entitled but also the full
amount of an expense never in fact incurred.
In such circumstances, the Commission
could properly disallow the hypothetical tax
expense and hold that rates based on such an
unreal cost of service would not be just and
reasonable.

directly attributable to utility income where
tax payments may have been affected by
trusts or further agreements, relations and/or
where taxes were paid on multiple sources
of income, and (c) does not provide ade-
quate clarification on the effect of the con-
solidated tax returns on any utility-related
tax allowance.

386 U.S. at 243-44.The tax information and
documents provided by Home Telephone do
not allow ready determination of the tax sav-
ings associated with the consolidated re-
turns, as complied by Home Enterprises.

17. Therefore, since the burden of proof falls
on the public utility and its shareholders to
demonstrate the full effects of the changed
status which was instituted at their direction
and to their presumed benefit, the Commis-
sion cannot allow an imputed corporate in-
come tax adjustment on the record here.

Rate Case Expense

18. In general, the Commission allows rate
case expense to be recovered from ratepay-
ers. The amount allowed in rates is typically
based upon the expenses incurred for attor-
neys and consultants to file and present the
rate case to the Commission. This amount is
then amortized over a period of time to yield
a reasonable level in light of die time be-
tween subsequent rate filings. Regulatory
expense may continually be incurred by the
public utility as questions arise from time to
time concerning rate and tariff schedules
approved by the Commission in any given
rate proceeding.

16. In the circumstances here, the public
utility did not approach the Commission at
the time of the Subchapter S election was
made so that treatment now at issue could be
discussed in advance with relevant facts
immediately at hand (the consequence of
which has allowed Home Telephone to be
overcompensated for income tax expenses
for several years). The Commission recog-
nizes that, particularly where smaller corpo-
rations are involved, there is a premium on
Me most efficient test to determine the
treatment of circumstances like these - and a
test that is least intrusive, if at all intrusive,
on individual shareholder tax returns. None-
theless, and while the Commission appre-
ciates shareholder provision of data here, the
information available to the Commission at
present: (a) does not provide a showing of
the net benefit to shareholders of the change
to Subchapter S corporate status, which
measure is needed to provide for adjustment
to rate of return or other equivalent offset to
allowed revenues, (b) does not permit ready
determination of actual taxes paid that are

19. However, die circumstances here require
special consideration of Home Telephone's
request for rate expenses. First, the rate case
expenses allowed in rates are not typically
based on expenses incurred after an order is
entered establishing die revenue require-
ments of the public utility. Second, the pur-
pose for which Home Telephone sought the
extra proceedings was to provide opportuni-
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ty for Home Telephone to md<e a case for
increased recovery to the benefit of its
stockholders. Third, the additional proceed-
ing was needed because Home Telephone
did not act timely to bring to the Commis-
sion's attention the change of corporate tax
status that is the claimed basis for the further
recovery - a failure that may well have per-
mitted the company to collect uncalled for
tax related payments. Finally, the Company,
as discussed above, did not present evidence
sufficient to permit us to make Me findings
for which the additional proceeding was
sought.

ration that the claimed expenses are related
to the imputed income tax adjustment.

22. The Commission intends to treat Home
Telephone, its management and stocldiold-
ers fairly. However, those interests must be
placed in the context of the special circums-
tances here, as outlined above, and then ba-
lanced with the interests with that Home
Telephone's ratepayers and the ratepayers
throughout the state of Kansas who contri-
bute to the KUSF. In light of these circums-
tances and the need to strike an appropriate
balance, the Commission will allow the re-
covery of the additional rate case expense
requested by Home Telephone. However,
die amortization period of all rate case ex-
pense shall be increased by one year from
five to six years to spread the level of ex-
pense to be more reflective of the historical
time lag between rate cases filed by Home
Telephone. The extension of the amortiza-
tion period is also necessary to ensure that
annualized expense does not overcompen-
sate Home Telephone for the additional pro-
ceedings created by its own choosing.

*4 ITIS, THEREFORE, BY THE CUMMIS-
SION ORDERED THE T.-

20. This additional phase of the proceeding
is an extraordinary opportunity provided by
the Commission to Home Telephone that
benefits Home Telephone's management and
stockholder entirely. Nonetheless, Home
Telephone complains that the Commission
compelled it to participate M this phase not-
withstanding the fact that any adjustment
after the Commission entered its Order Set-
ting Revenue Requirements could likely in-
ure primarily or solely to the benefit of
Home Telephone's management and stock-
holders. Home Telephone had been given
full opportunity to make its case for an im-
puted income tax adjustment at the hearing
held in this matter but it failed to do so. In
exercising its discretionary audrority, the
Commission recognized that Home Tele-
phone is a small rural public utility.

A. Home Telephone's request for an imputed
income tax adjustment is denied.

B. Home Telephone's request for additional
rate case expense is allowed, as provided
above. Staff shall recalculate the KUSF sup-
port and submit schedules showing the re-
sultant change in KUSF support. Any
change in KUSU support shall be effective
upon service of this order.

21. In their own right, and particularly under
the circumstances described above, Home
Telephone's claimed expenses are not insig-
nificant. Nonetheless, although. Staffs
comments about the invoices are well-taken,
the Commission believes that under the facts
and circumstances of this case, the Commis-
sion can accept Home Telephone's represen-

C. This order constitutes final agency action.
Ms. Susan Duffy, Executive Director, 1500

© 2009 Thomson Reuters/West. No Claim to Orig. US Gov. Works.



2003 WL 21436831 (Kan.S.C.C.) Page 8

S.W. Arrowhead Road,  Topeka,  Kansas
66604, is designated to receive service of
any petition for judicial review.

BY T HE C OMMISSION  IT  IS  SO OR-
DERED.

Dated: MAY 02, 2003

FOOTNOTES

FNl The Commission has no interest
in examining die personal income
taxes of stockholders, particularly
where required examination must go
to underlying trust  arrangements,
but, as shown here, such examination
may be inherent in die test.

END OF DOCUMENT
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Re Madison Telephone, LLC
Docket No. 07-MDTT-195-AUD

2. Madison Telephone, LLC (Madison) is a
local exchange camlet operating under tradi-
tional rate of return regulation. Madison is
located approximately 81 miles southwest of
Topeka, in Greenwood County.Kansas State

Corporation
Commission

June 13, 2007

Before Moline, chairman, and Krehbiel and
Moffet, commissioners.

BY THE COMMISSION:

ORDER

Madison provides local telecommunication
services to approximately 665 access lines.
Fn1Madison also acts as an agent for Alltel
Celluar and for Dish Network. It also pro-
vides  long dis t ance and DSL services .
Fn2Madison currently owns an 8% interest in
Kansas Independent Telecommunications
(KIT). FN3 Madison had pledged a $300,000
Certificate of Deposit for KIT's loan at a lo-
cal bank which was recently returned to
Madison and then reinvested in KIT to pro-
vide payment for the bank note and operat-
ing funds for KIT.

*1 The above captioned matter comes before
Me State Corporation Commission of die
State of Kansas (Commission) for consid-
eration and decision. Having examined its
tiles and records, and being fully advised in
all matters of record, the Commission finds
and concludes as follows:

BACKGROUND

3. The Commission initiated this Audit of
Madison on August 28, 2006. *`N4Madison,
nevertheless, bears the burden of proof and
persuasion to produce the evidence neces-
sary to conduct the investigation and must
provide the information needed to establish
that its KUSF support amount is appropriate.
The Company also has the obligation to
show that its KUSF support amount is justi-
fied and reasonable. FNS

1. K.S.A. 2006 Supp. 66-2008 pertains to
the Kansas Universal Service Fund (KUSF)
and addresses contributions, distributions,
Commission review, supplemental funding,
adjustments for rate of return local exchange
carriers, and additional supplemental fund-
ing. The Commission continues to systemat-
ically review the costs of individual local
exchange carriers to provide intrastate tele-
communications service, and has been mod-
ifying the amount of KUSF support received
by each company to equal the level justified

4. From March 1997 through March 2007,
Madison has received annual support from
the KUSF totaling $3,358,386. Fn'Current
annual support amounts to $362,838. The
Audit in this docket utilized the 12-month
period ending December 31, 2005 as the test
year. Following the Audit, Staff filed testi-
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many and schedules indicating that Madi-
son's annual support should be reduced by
$227,020 FN7 . Madison then filed rebuttal
testimony and schedules indicating dirt
Madison's support should be increased by
$87,893. After reviewing Madison's rebuttal
schedules, Staff filed revised schedules indi-
cating that Madison's support should be de-
creased by $149,286.

Structure Consultant, did not testify per
prior stipulation between the parties. Staff
presented testimony of three witnesses: Ann
Diggs, a self-employed CPA, serving as a
Staff Consultant, Karen Hull, Senior Utility
Regulatory Auditor, and Adam Gatewood,
Managing Financial Analyst. Staffs fourth
witness, Roxie McCullar, with William H.
Dunkel & Assoc., and serving as Staff Con-
sultant did not testify per prior stipulation
between the parties.5. Staff and Madison appeared at a pre-

hearing conference and reported to the Hear-
ing Examiner that they attempted to, but
could not reach a settlement. Fn*'The Hearing
Examiner also asked die Company, per
Commission request, to produce additional
information for the evidentiary record con-
cerning its corporate restructuring that took
place in 2001 and its investment in KIT. The
Company timely complied with the request,
and this information is considered part of the
record.

7. The parties prepared and filed simultane-
ous initial briefs on May 4, and reply briefs
on May 15, 2007. Per statute, the Commis-
sion's order is due June 13, 2007. Jurisdic-
tion, to review Madison's KUSF support,
though not contested, is exercised pursuant
to several statutes, including but not limited
to, K.S.A. 66-1.187, 66-1,188, 66-129, and
66-2008(c). Under K.S.A. 2006 Supp. 66-
2008(e), the Commission is permitted to ad-
just the KUSF support of traditional rate of
return LEC's, if such adjustments are 'based
on such carrier's embedded costs, revenue
requirements, investments, and expenses.'

6. The matter then proceeded to a two day
evidentiary hearing on April 12 and April
16, 2007. At the evidentiary hearing, James
M. Caplinger, Sr. appeared on behalf of
Madison, and Bret Lawson appeared on be-
half of Staff and the public generally. At the
time the hearing opened, Madison's rebuttal
position of $87,893 underearnings and
Staffs revised position of $149,286 over-
earnings meant the parties were $237,179
apart. During the hearing, the Commission
accepted into evidence all the pre-filed tes-
timony, exhibits, and schedules of the par-
ties. Madison presented testimony of two
witnesses: Larry DeWitt, Vice President,
and former General Manager of the Compa-
ny, and William Warinner, CPA and Man-
aging Partner of the firm Warinner, Gesin-
ger & Assoc., LLC. Madison's third wit-
ness, Brian D. Dick, an independent Capital

FINDINGS OF FACT

8. The Commission recognizes authority re-
quiring our orders to contain and separately
enumerate the findings of fact upon which
our conclusions of law and our ultimate de-
cision rests. However, with at least 13 issues
in dispute, enumerated facts, in isolation
have little meaning, it is best to make factual
findings at the time the issue is considered,
paying particular attention to the evidence in
the record cited by the parties in their briefs.
We will then make the necessary factual
findings in that context to aid the discussion.
Guiding legal standards, rules, and authori-
ties cited by the parties or applied by the

© 2009 Thomson Reuters/West. No Claim to Orig. US Gov. Works.



2007 WL 2126360 (Kan.S.C.C.) Page 3

Commission will also be discussed in that
context. While we have generally tried to be
consistent with our rulings in the various
KUSF audits, we note the possibility that
facts developed more dioroughly in another
docket concerning a particular issue, might
lead the Commission to reach a different
result. FN9

DISCUSSION

underearning by $87,893, Madison now
claims it is overeating by $445, leaving the
parties $148,841 apart at this stage of the
proceeding compared to the $237,179 gap
that existed prior to the hearing. Fn15Despite
Staffs concerns, the Commission has discre-
tion to relax the rules of evidence. In that
regard, and only for purposes of this docket,
which we believe has been unusually com-
plicated and intensely litigated, we will use
Madison's Brief Exhibit l as the starting
point  in Or der  Exhib i t  A-Commiss ion
Summary of Earnings Adjustments, to quan-
tify the dollar value of the adjustments to
Staffs overeamings position that Madison is
seeking. By doing so, we are able to con-
cisely order and state the disputed issues,
greatly aiding the discussion presented be-
low.

11. Each of die items in Order Exhibit A is
addressed below in the order which it ap-
pears and by referencing the line item or
caption. To summarize, the Commission, as
more fully set forth under the captions be-
low numbered I-XIV, and in Order Exhibit
A, concludes Madison's overearnings
amount is $84,930.

9. After Madison filed its initial application,
Staff conducted its audit and made 4 ad-
justments to Madison's Rate Base (RB 1-4)
and 18 adjustments to Madison's pro Ronna
2005 test period Income Statement (IS 1-
18). FN10 Thereafter, Madison filed testimony
and schedules and made 23 Rebuttal Ad-
justments (RA l-23), which rebutted certain
RB and IS adjustments. "N"After reviewing
these schedules, Staff tiled a set of revised
schedules to correct its state and federal in-
come tax calculation and to accept Madi-
son's rebuttal position concerning Staffs de-
preciation adjustment. Fn12Madison states in
its brief that the Company and Staff reached
agreement on RB 1-3 and IS 1, 2, 3, 4, 8, 10,
15, 16, and 17. Fn13Madison has summarized
the contested RB and IS issues in its Brief
Exhibit 1. These issues and figures appear as
the starting point in our Order Exhibit A,
captioned 'Commission Summary of Eam-
ings Adjustments.' FN14

L A¢ustmentfor Proper Income Tax

12. Madison seeks a $6,597 adjustment con-
tending that Staff double counted income
taxes calculated at the lower tax brackets in
the column labeled total company on page 3
of Revised Exhibit B-4. *""16Madison claims
the methodology used by Staff violates FCC
Rule 36.412(b). This rule states:

10. Staff objects to Madison's Brief Exhibit
1, stating that it presents an entirely new po-
sit ion of Madison than that presented in
Madison's  Rebutta l test imony,  and,  per
Staff, many of the categories, are based on
calculations, if not figures, that are not con-
ta ined in the record.  To a  la rge degree,
Staffs concerns are on point. Brief Exhibit 1
shows that instead of claiming Madison is

*2 '(b) Operating Federal, State and local
income taxes are apportioned among the op-
erations on the basis of the approximate net
taxable income (positive or negative) appli-
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cable to each of the operations. The approx-
imate net taxable income from each of the
operations is the summation of the following
amounts apportioned to each operation by
means of the procedures set forth in this
Manual:

favorably comparing its schedule to Rule
36.4l2(b), and explaining that its calculation
of taxes occurs 'after it has determined the
taxable income on the intrastate portion.' FN17
Staff further supports its position by noting
that the Commission has used its Staffs me-
thodology in previous telephone rate cases.

(1) Operating revenues,

(2) Less operating expenses,
16. After reviewing the parties' arguments,
FCC rule 36.412(b), Staffs schedule B-4,
and the record, the Commission finds as fol-
lows:(3) Less operating taxes except the net in-

come tax being apportioned and except any
other tax not treated as a deductible item in
the determination of taxable income for this
purpose,

(a) Witness Karen Hull prepared revised
schedule B-4 and testified concerning in-
come taxes at the hearing. FN18

(4) Less operating fixed charges.' FCC Rule
36.412(b)

13. Relying in part on the same rule, Staff
contends its methodology is correct, and fol-
lows FCC rules.

(b) Staffs schedules calculate the income
tax applicable to each jurisdictional entity on
separate stand alone basis. Fn'9This is so in-
come tax expense can be directly assigned
to the jurisdictional entity the Commission
regulates, which for KUSF purposes, is the
intra -state jurisdiction. FN20

14. On reply, both parties adhered to their
opening brief positions and offered addi-
tional argument. Madison claims, that
'Staffs methodology for calculating income
tax by applying the total company surtax
exemption to both the state and interstate
jurisdictions' is wrong and actually prohi-
bited by FCC Rule 36.4l2(b). In Madison's
view, income tax expense is to be appor-
tioned between the state and interstate op-
erations on die basis of net-taxable income,
and that the Commission should order Staff
to comply with t a x  la w a nd FCC Rule
36.4l2(b) and modify its income tax calcu-
lation procedures in this proceeding and
those to follow.

(c) Staffs method of calculation differs from
Me tax-code in that it does not calculate in-
come tax on total Company, and therefore it
does match the tax return filed by the com-
pany. F"mHowever, Staffs purpose in mak-
ing its calculation is to determine the proper
amount of tax expense to include when de-
termining the revenue requirement for juris-
dictional (intrastate) operations, what may
be appropriate for determining interstate, or
non-jurisdictional tax-expense is not rele-
vant. FN22

15. On reply Staff defends its methodology
by reviewing the purpose of the calculation,

(d) Staffs method of calculation has been
consistently used in all phone company au-
dits. Fn23Staff's rationale for malting the
computation is that for KUSF purposes, the
company should be treated as if it were an
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exclusively intra-state, regulated entity, and
if it has unregulated or interstate business
activity which may put it in a higher tax-
bracket, the intrastate regulated entity should
not bear those additional costs, which are
ultimately borne by all Kansas rate payers.

Commission ultimately regulates. As with
many accounting and tax rules, there is some
room for interpretation. Staffs interpreta-
tion, again, which we have applied in all the
telephone company dockets to date, is rea-
sonable given the language of the FCC Rule.
Therefore, we decline to accept Madison's
$6,597 adjustment.

17. From our vantage point within die un-
iverse of state regulatory commissions, and
the expertise we have developed from those
ties, we are aware that other Commissions,
in the absence of state statutes specifying
otherwise, use the stand alone approach to
calculate income taxes. We are also aware
that debate exists amongst the various stake-
holders impacted by this issue as to whether
this is the correct approach given that the
unregulated operation could kick the regu-
lated operation into either a higher tax
bracket with earnings or a lower tax bracket
with losses. Given that the purpose of this
docket is to set the sum Madison is entitled
to draw from the KUSF, a iiund that is de-
r ived by telephone cus tomers  paying a
monthly assessment on their bill, we con-
clude tha t  we should cont inue to adopt
Staffs approach in this regard. Moreover, it
would not be competitively neutral, or fair to
change our position in this regard.  Most
likely, a change in position on this point, 10
years into the life of the KUSF, and so close
to the end of die first cycle of audits, would
likely be viewed, in the absence of legisla-
tive direction, as arbitrary, since the rule an-
nounced should be the rule applied.

IL Business Office Expense

18. Apart firm the foregoing discussion, the
Commission further  concludes that Rule
36.4l2(b) does not preclude the stand-alone
method used by Staff Staff is indeed 'appor-
tioning' taxes using net income, it is merely
beginning its computation with the entity the

19. In reference line l(a) of Brief Exhibit 1
and Order  Exhibit  A,  Madison seeks  a
$13,155 reduction to Staffs allocation of
Business Office Expense. Madison claims
that for business office activities performed
by its personnel,  costs were directly as-
signed to regulated and non-regulated opera-
tions based on the hours reported on the em-
ployees' weedy timesheets.  According to
Madison, all business office costs associated
with regulated activities were recorded in
Account 6623, Billing Services,  and Ac-
count 6624, End User Expense. Costs asso-
ciated with non-regulated activities were
recorded in 7 other  accounts.  Depar t ing
from his pre-filed and rebuttal testimony,
Madison's cost expert, Mr. Warinner, testi-
fied on cross-examination that Madison in-
advertently assigned the regulated expenses
in 6623 and 6624 to 'Common' expense cost
pools  t ha t  wer e t hen a s s igned t o non-
regulated operations using the Company's
business office study. "N25lVlr. Warinner testi-
fied that this calculation was incorrect, the
business office study no longer applies be-
cause the Company is doing direct time re-
porting to non-regulated operations. FN26

20. Staff disagrees entirely with Madison's
position on this issue. Staff maintains that
based on its audit, Madison's Billing Servic-
es  and End User  Expenses  a re common
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costs that benefit both regulated and nonre-
gulated customers and must be allocated be-
tween regulated and non-regulated opera-
tions. To support its position, Staff relies on
the Company's Cost Allocation Manual.

21. After reviewing the record, die Commis-
sion finds that:

wholly regulated) and a total of only 78
hours recorded to nonregulated Internet ser-
vices. Staff Workpaper IS 16.1 shows that as
of August 31, 2006 there were a total of 664
customer statements with 102 nonregulated
internet customers. Assuming all of the
hours recorded to nonregulated Internet EX-
penses by the customer service reps were for
Billing, Collections and End User Services,
then these figures establish only .76 hours
per year spent on these activities for these
nonregulated customers, while 3.56 hours
per year were spent on these activities for
regulated customers. Based on our expertise,
this disparity is unreasonable, and lends fur-
ther support to Staffs position that the time
reported to these accounts is in fact, not
wholly regulated and therefore should be
allocated between the Madison's regulated
and nonregulated operations.

*3 (a) Madison's Cost Apportionment Table
lists Account 6623, and indicates that both
regulated and non-regulated customer ser-
vice expense is charged to this account, and
while regulated costs are directly assigned,
non-regulated customer service expenses
appear to be further allocated between regu-
lated and non-regulated activities based on
the business office time study. *`N"This
means there is only one account for the cus-
tomer representatives (Carolyn Bahr and
Sharon Martin) to report time spent on cus-
tomer billing.

(b) The job descriptions for the customer
service representatives indicate they perfonn
a variety of tasks supporting non-regulated
services. They: follow procedures for
processing receipts and cash collection,
maintain credit and customer records, calcu-
late and prepare customer bills and credits,
sell approved products and services to cus-
tomers, and maintain appropriate records for
sales and service. FN28

22. Mr. Warinner did testify that the busi-
ness office study is no longer applicable and
due to direct time reporting, the accounts are
wholly regulated. Fn29However, when faced
with conflicting evidence, as the trier of fact,
our task is to decide what the facts are.
Therefore, when we weigh the evidence in
Mr. Warinner's testimony against the facts
set forth above, and: the fact that his testi-
mony is not supported by any documenta-
tion in his direct pre-filed testimony, his re-
buttal testimony, or the CAM, and his
statement when he first took the stand that
he had no changes to his testimony, we find
that it is highly more plausible that these ac-
counts are not wholly regulated. Even
though our weighing of the evidence should
be more than sufficient to support this fac-
tual finding, we further find the timing of
when the witness recognized his error, un-
dermined his credibility on this point, and
impeded Staffs ability to study the error and

(c) The record does not indicate that the
hours recorded to nonregulated accounts re-
flect a reasonable amount of billing and col-
lection and end user expenses for nonregu-
lated operations. Staff Workpaper IS 11.2
shows a total of 2,363 hours reported during
the test year for the customer service repre-
sentatives Billing Services and End User
Expense (which Madison now claims is
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conduct follow-up examination. 25. The Commission concludes that adjust-
ment l(b) proposed by the company should
be accepted. While it is preferable for in-
voices to be more specific to facilitate com-
pletion of the on site audit, and for the ap-
propriate supporting DR to be of record, the
Commission does not believe Mr. Caplinger
would mislead the Commission by implying
in his questioning, or in his brief, that his
firm 'la1ow[s] nothing about [Madison's]
non-regulated activities.' Fnsl

23. Based on the foregoing facts, inferences,
and reasoning, the Commission concludes
that Madison has not met its burden of proof
to show that all of the payroll costs recorded
in Customer Billing and End User Expense
are wholly regulated. Therefore, the Com-
mission declines to accept the $13,155 ad-
justment proposed in reference line l(a) of
Order Exhibit A, concerning Business Of-
fice Expense.

IV. Consulting and Internal Cost Study
Costs
*4

III Legal Expenses

26. At reference line 1(c) and l(d) of Brief
Exhibit 1 and Order Exhibit A, Madison
seeks to reverse $4,396 and $520 in adjust-
ments concerning consulting and internal
costs respectively. Staffs brief initially ar-
gues that no adjustments should be accepted,
but then suggests an alternative adjustment.
This alternative allows all costs related to
the NECA FN32 cost study, but rejects those
costs not related to the NECA cost study be-
cause they are not supported by the record.

24. At reference line l(b) of Brief Exhibit 1
and Order Exhibit A, Madison seeks to re-
verse a $2,467 adjustment concerning legal
expenses. Ms. Diggs testified that certain
legal bills comprising this amount merely
referenced 'General Corporate Matters' and,
given that Corporate Matters intuitively in-
cludes all the operations of Madison, LLC,
Ms. Diggs believed these legal expenses
should be assigned to non-regulated opera-
tions. Based just on this information, the
Commission would ordinarily agree with
Staff.  However ,  the legal expenses con-
cerned the billings of Mr. Caplinger, who
represented Madison at the hearing. Mr. Wa-
rinner testified that Mr. Caplinger 'just deals
with regulatory issues on behalf of die com-
pany, [so] these [expenses] would all be re-
gulated.' FN30 Mr. Warinner also referenced a
DR, perhaps DR 91. That DR was not en-
tered into die record, however, it was also
discussed during Mr.  Caplinger 's cross-
examination of Ms. Diggs. Ms. Diggs would
neither confirm nor deny that she had seen
the data request response where Madison
stated that Mr. Caplinger's firm is only in-
volved in regulated activities.

FN33

27. The Commission agrees with Staffs al-
ternative adjustment. The Commission finds
that: Ms. Diggs clearly affirmed that certain
invoices supported consulting fees for the
NECA Study (line 13-15, p. 130), but she
did not agree to other fees Madison charac-
ter ized as 'other '  wholly regula ted fees.
Fn34Attempting to impeach Ms. Diggs' direct
testimony, Madison questioned her about
consulting costs associated with intercon-
nection agreements, tariff filings, regulatory
analysis, and public utility costs, but did not
show her the invoice or provide figures as-
sociated with these costs at  the hearing.
Fn35Further, Diggs testified she was unable to
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audit these figures 'at any level.' FN36 From
our vantage point, Madison failed to factual-
ly establish that Ms. Diggs had misclassified
or misallocated these costs when she con-
ducted her audit. Numbers for each of these
costs first appear in Madison's Brief at page
7, but we find that Madison's attempt to link
them directly to Ms. Diggs, mischaracterizes
her testimony.

28. The Commission also reviewed Mr. Wa-
rinner's hearing testimony. From his testi-
mony, we find that he testified about the
NECA cost study costs, but he supplied no
evidence to support the 'other' wholly regu-
lated costs. FN37

merely buys long-distance minutes at
wholesale prices and then resells them at
retail prices, no property is involved, just
income. Fn"Staff argues it is inappropriate to
include tax expenses that are related to non-
regula ted opera t ions in determining die
proper level of KUSF support. Staff asserts
that the classification issue of whether the
tax is really a property tax or an income tax
is irrelevant because the cost-causer is the
long distance operation. Further, Kansas law
holds that a non-facility-based reseller can
be assessed property taxes as a public utility
in accordance with Kansas property tax sta-
tutes. See In re United Teleservices, Inc.,
267 Kan. 570, 582 (1999).

29. Based on these facts and our reasoning
derived there from, we conclude that Madi-
son supported a portion of the consulting
expenses related to the NECA cost study
(line 1[c]) and all of the internal costs of that
study (line 1[d]). As to the other fees Madi-
son characterized as 'other ' wholly regu-
lated totaling $5,010 and appearing for the
first time in its brief, we conclude that Mad-
ison fa iled to carry its  burden of proof.
Therefore, as to line l(c), the Commission
accepts a portion ($3,876) of Madison's pro-
posed adjustment ($4,396), but as to line
l(d), the Commission accepts the full ad-
justment ($520) proposed. 1=n38

31. After reviewing the record, the Commis-
sion finds that: Madison 'Reseller' is in deed
the long distance operation of the company
and is considered a non-regulated activity
for purposes of this audit, the Reseller does
not own properly,  but generates income,
taxes on this income were assessed through
approximately 24 properly tax statements
from two counties and the billing statements
are directed to 'Madison Telephone, LLC
(Reseller)'. Fn40It is also clear that the 'Resel-
ler '  or  non-regulated activity is die cost
causer,  because if long-distance minutes
were not purchased and then resold, there
would be no tax assessment.

V. Property Taxes 32. One of the overarching objectives of
these audits is to ensure that KUSF support
to jurisdictional operations is cost based.
*`N41Therefore, the Commission agrees with
Staff and concludes that Madison's proposed
adjustment reflected in line l(e) should be
rejected.

30. At reference line 1(e) of Order Exhibit
A, Madison seeks to reverse Staffs net ad-
justment of $4,920 concerning certain prop-
er ty taxes billed to Madison 'Reseller ' ,
which is the Colnpany's non-regulated long-
distance operation. Madison concedes that
this is in fact a tax on die long-distance op-
eration, but since the long-distance operation

*5 VL Corporate Operations and Other Ac-
counts - Payroll Allocation Methodology
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(a) Ms. Diggs' pro Ronna adjustment distri-
buted accrued vacation, bonuses and miscel-
laneous time off based on the employees'
total payroll hours in 2005 rather than by
individual employee. FN45

(b) Ms. Diggs stated in her pre-filed testi-
mony that '[t]he Company should allocate
Miscellaneous Time Off and the associated
employee benefits based on the individual
employee's payroll distribution.' FN46

(c) Ms. Diggs clearly explained Me discon-
nect between her pro-fonna adjustment us-
ing a total company basis and the recom-
mendation in her refiled testimony as fol-
lows:

33. At reference lines 2(a) and 2(b) in Brief
Exhibit 1 and Order Exhibit A, Madison
seeks to reverse a net amount of $1,794 re-
lating to Corporate Operations and Other
Accounts. Fn42Specifically, Madison chal-
lenges Staffs Payroll Allocation Methodol-
ogy contending dirt Ms. Diggs used an im-
proper methodology in developing her allo-
cat ions that  were applied to severa l ac-
counts. According to Madison, Ms. Diggs'
methodology: 1) replaces the accounting
procedures and records of the Company dur-
ing the test period with reallocated amounts
based on total company summaries of pay-
roll hours and dollars,  2) fails to comply
with Part 32 accounting procedures, and 3)
is contrary to her  own recommendations
provided in her direct testimony.
Fn43Madison states the net effect, or 'com-
bined total' of Ms. Diggs' methodology re-
duces the amount of directly assigned regu-
lated expenses by $1,794. FN44

'Q. [By Mr. Caplinger] So if it's on a total
company basis, does that comply with your
own recommendation?

4

34. Staff maintains that its payroll adjust-
ment, including the methodology, the calcu-
lation, and application are reasonable and
well supported. According to Staff, several
of the 'allegations' Madison asserts concern-
ing this issue, particularly on page 2-3 of its
Brief; are either based on data Madison did
not provide during the audit, lack eviden-
tiary support in the record, or fail to pin-
point a cite to FCC Part 32 accounting pro-
cedures.

'A. [By Ms. Diggs] Okay. Well, the Com-
pany, when they record payroll, they don't
wait till the end of the year and record it all
at once. My adjustment is coming up - it's a
method of distributing costs that were accu-
mulated M this accrued account that need to
be distributed over an expense account. That
information wasn't available to me other-
wise. I mean it's not like I was doing this on
a payroll period every payroll, I did it on a
total Company basis. That's different from
my recommendation dlat 's requesting the
Company to - or recommending the Compa-
ny to, to allocate miscellaneous time off ac-
count in the same manner dirt they allocate
their  accrued holiday and vacation pay.
That's two separate - they're not connected.

35. Issues concerning audit procedures, cost
allocation methodologies, and test-period
pro-forma adjustments are inherently very
complex and, depending on the issue, con-
tain a certain degree of subjectivity. Based
on citations to the record cited by the par-
ties, the Commission finds:
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g in these two adjustments, made for the sole
purpose of establishing figures for the au-
dit's profonna test-period, are proper or im-
proper. Again, she was calculating an ad-
justment, not keeping records.

*6 'Q. The Company should allocate miscel-
laneous t ime off and the associa ted em-
ployee benefits and payroll taxes based on
the individual employee's payroll distribu-
tion? 38. On this point, we are persuaded by Ms.

Diggs expertise in this 'gray area' of calcu-
lating regulated and nonregulated alloca-
tions. Fn49we find she exercised reasonable
professional judgment, and soundly applied
audit principles of materiality,  and cost-
benefit in terms of time and money, to de-
velop her allocator given the scope of the
audit and the information she was provided.

'A. That's correct. But I am not recording
the Company's payroll in their books. I am
coming up with an annualized - an adjust-
ment to calculate a pro Ronna expense ac-
count for the test period. That's not what the
Company is doing when they are recording
p a yr ol l  ex p ens es  on a  mont hly  b a s is .
They're, they're not comparable.' FN47

36. Based on this testimony the Commission
further finds that:

39. Therefore, based on the findings con-
tained above, the Commission accepts the
allocation methodology used by Ms. Diggs,
and thereby declines to accept the $1,794
adjustment proposed in reference line 2(a)
and 2(b) concerning Corporate Operations
and Other Accounts.

(a) Ms. Diggs did not replace the accounting
records of the Company during the test pe-
riod with re-allocated amounts. She was
malting an adjustment, that at least in part,
was necessary because Madison failed to
provide the actual distribution of leave time
by employee when requested, FN48 and

VIL Corporate Operations-General Alloca-
tor

(b) Ms. Diggs did not fail to follow her own
recommendations she presented to die Com-
pany because calculating a pro-forma test
period adjustment is clearly a different task
than daily, weekly, monthly or other period-
ic bold<eeping.

40. 111 line 2(c) of Brief Exhibit 1 and Order
Exhibit A, Madison requests the Commis-
sion approve the use of a general allocator
for the allocation of common costs that are
included in certain cost pools associated
with Corporate Operations Expense. Madi-
son states that such approval complies with
FCC rules, namely 47 CFR Section 64.901
and FCC Docket 86-111, and would result in
an additional assignment of $3,614 to intras-
tate operations. Madison further claims that
Staff witness Diggs erred by not using the
general allocator, using instead payroll as
the basis for allocation of these Common
Accounts.

37.  The Commission a lso has  reviewed
Madison's claim that Ms. Diggs' methodolo-
gy violates Part 32, and finds that Madison
has not cited to any rule to support its posi-
tion, and even if the Commission were di-
rected to such a rule, we doubt that it would
provide a concrete answer to the question of
whether Ms. Ding's methodology concern-
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43. Given the foregoing conclusion, we tum
to an analysis of the rule contained in Q
CFR Section 64.901, which in relevant part,
states:

41. On Reply, Staff isolated all the argu-
ments made by Madison on this issue, and
rebutted each one. However, the Commis-
sion does not view the issue as being that
complex. First, we must detennine if the or-
der in FCC Docket 86-1 ll that Madison ref-
erences does indeed require the use of gen-
eral allocator as Madison argues. And if not,
then we must look at the rule cited by both
parties, and determine whether Ms. Diggs
correctly applied it in making her calcula-
tions.

*7 '(b) In assigning or allocating costs to
regulated and nonregulated activities, cani-
ers shall follow the principles described
herein: [ ...]

(2) Costs shall be directly assigned to either
regulated or nonregulated activities whenev-
er possible.

(3) Costs which cannot be directly assigned
to either regulated or nonregulated activities
will be described as common costs. Com-
mon costs shall be grouped into homogene-
ous cost categories designed to facilitate
proper allocation of costs between a cannier's
regulated and nonregulated activities. Each
cost category shall be allocated between re-
gulated and nonregulated activities in accor-
dance with the following hierarchy:

(i) When ever possible, common cost cate-
gories are to be allocated based upon direct
analysis of the origin of the costs them-
selves.

42. Madision cites the opening order of
Docket 86-111 to support the premise that
'The FCC ordered that Common General
Expenses (Corporate Operations Expenses)
are to be allocated by the 'use of the General
Allocator." FN50 The precise reference is to
Appendix A, page 4, which we have re-
viewed. Based on this review, we conclude
that the FCC did not order that these ex-
penses be allocated using the General Allo-
cator, but was seeldng comment on the en-
tire 'proposed cost allocations and draft ma-
nual' set forth in this Appendix attached to a
'Notice of Proposed Rulelnaking.' FN51 As
Staff points out in its brief and on reply, in
several other orders issued later in the dock-
et, the FCC actually expressed its 'expecta-
tions' for companies to follow the hierarchy.
In fact, FCC Order released February 6,
1987 in Docket 86-1 ll definitely reflects an
intent that the use of a General Allocator,
which is based on total company costs,
should be minimized. Fn52Therefore, based
on our analysis of the FCC citations pro-
vided by the parties, we are convinced that
the hierarchy contained in the actual rule
itself, rather than the statement contained in
the Appendix to the Notice of Proposed rule
malting, drives the determination of how to
allocate these costs.

(ii) When direct analysis is not possible,
common cost categories shall be allocated
based upon an indirect, cost-causative lin-
kage to another cost category (or group of
cost categories) for which a direct assign-
ment or allocation is available.

(iii) When neither direct nor indirect meas-
ures of cost allocation can be found, the cost
category shall be allocated based upon a
general allocator computed by using the ra-
tio of all expenses directly assigned or attri-
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bated to regulated and nonregulated activi-
ties.'

costs concerning these particular common
cost pools associated with Corporate Costs
could not be allocated based upon the direct
origin of the costs themselves.44. Another State Commission has set forth

the following rationale concerning the above
mle in a manner which we find persuasive: *8 (b) Madison used its general allocator to

allocate these common costs.

(c) Ms.  Diggs examined the costs which
were allocated with the general allocator and
determined instead that the Company's total
payroll cost provided an appropriate, indi-
rect, cost-causative linkage. FN55

(d) Because Ms. Diggs determined that total
payroll cost was an appropriate indirect cost-
causative linkage, there was no need for her
to use a general allocator to allocate these
costs. FN56

'The costing methodology required by the
[FCC] for telecommunications canters to
separate their regulated costs from nonregu-
lated costs provides a [hierarchical] model.
This method directly assigns and apportions
costs between the two operations (regulated
and nonregulated). Costs are directly as-
signed when they can be identified as relat-
ing exclusively to one activity. Costs not
identified solely with one activity are appor-
tioned first on a cost-causative relationship
and then, where cost drivers cannot be iden-
tified, on a general allocation based on the
ratio of all directly assigned costs.This me-
thodology protects ratepayers from subsidiz-
ing competitive ventures, allows ratepayers
to participate in the economies of scale and
scope that may result from the utility and its
subsidiary, and encourages cost reductions
that benefit ratepayers.' FN53

(e) Diggs did not use total payroll cost as a
general allocator in favor of total expenses
as the general allocator. She stopped at level
(ii) of the hierarchy. FN57

On this point, the FCC has stated that is ne-
cessary to guard against cross-subsidy of
nonregulated ventures by regulated services:
'In telephone companies which engage in
nonregulated activities, or which are affi-
liated with entities engaged in nonregulated
activities, cross-subsidy may result either
from improper allocation of common costs
or improper [transfer pricing] ' FN54

(f) Madison is engaged in several competi-
tive ventures, and recently recognized a sig-
nificant loss concerning its investment in
KIT. FN58

45. Based on our review of the record cites
provided by the parties,  the Commission
finds as follows:

46. Based on the foregoing facts, and the
rationale behind the rule, we conclude that
Ms. Diggs correctly applied the allocation
hierarchy set forth in 47 CFR § 64.901.  In
her professional judgment, total payroll cost
provided an appropr ia te,  indirect ,  cost-
causative linkage. We further conclude that
her judgment is supported by the foregoing
rationale concerning the hierarchy of costs
which is to prevent against cross-subsidy of
nonregulated ventures by regulated services
and Madison does have several nonregulated
ventures. Therefore, it is not unreasonable(a) Both parties agreed that the common
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following findings:for the Commission to accept cost computa-
tions that are more conservative and protec-
tive of the KUSF. In other words, the Com-
mission rejects Madison's proposed use of a
general allocator, because we conclude that
Ms. Diggs complied with the rule by using
an indirect cost causative factor to allocate
these costs.

(a) Madison's adjustment is based on a re-
view that it conducted on its own
'[s]ubsequent to April 16, 2007.' FN62

VIII Land and Buildings/Buildings Depre-
ciation Expense

*9 (b) The hearing concluded on April 16,
2007, and dierefore Staff and the Commis-
sion have not been afforded the opportunity
to question Madison on its calculation. FN63

(c) Staff calculated its adjustment based on a
review of the invoices the Company pro-
vided during the audit. FN64

(d) After the Company filed rebuttal testi-
mony, Staff issued DR 94 asldng the Com-
pany to provide a copy of all advertising
spiels, broadcasted information, and printed
infonnation to support why the company
believed that those were not considered 'Im-
age Advertising.' FN65

47. In line 2(d) and 2(e) of Order Exhibit A,
Madison seeks an adjustment of $292 and SO
1,105 to recover an additional sum for rate
of return and building depreciation expense
related to common area expense. Madison
cites to RAO (Responsible Accounting Of-
ficer) letter #30, which states that total com-
pany wages should be used as the basis to
assign these costs. Fn59Staff concedes that it
used both wages and square feet, and square
feet as an allocator is not included M the
rule. Given the small magnitude of the ad-
justment Madison is seeking in this regard
and the apparent intent of the RAO letter to
streamline reporting, the Commission will
accept Madison's proposed adjustment for
purposes of this docket. FN60

(c) The company's response to this data re-
quest was to attach 'samples', and was,
therefore incomplete.

IX Advertising

48. At line (3) of Brief Exhibit 1 and Order
Exhibit A, Madison seeks to reverse an addi-
tional $2,828 of Staffs adjustment concern-
ing advertising expense. Staff contends these
amounts are corporate image advertising
that should not be allowed. Staff notes that
the figure is based on a 'new unsupported
adjustment offered for the first time in
[Madison's] Brief.' FN61

49. On this issue, the Commission makes the

50. A similar situation arose in Docket 01-
RRLT-083-AUD, and is addressed in the
Order Setting Revenue Requirements issued
on June 25, 2001. In £ 33, the Commission
stated that the information should have been
provided when requested by Staff, and cal-
culations based on information not provided
must be disallowed. As in die RRLT docket,
the opportunity for the Commission or Staff
to inquire about the reasonableness of Madi-
son's computations or claimed adjustments
on the record has passed. Nothing in Madi-
son's docket compels us to depart from the
rule set out M RRLT. Therefore, we reject
Madison's proposed adjustment appearing in
line (3) of Order Exhibit A concerning Cor-
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pirate Image Advertising.

X Bonuses

undisclosed bonus in 2006, and that the
Company intends to pay a bonus in 2007,
but that the company didn't know the
amount at dis time and needed to wait and
see how the numbers came in. FN7151. In item 4 on Madison's Brief Exhibit 1

and Order Exhibit A, Madison seeks to re-
cover all the Bonus and Partner Payment
costs Staff removed from test period ex-
penses. After allocation factors are applied
this figure amounts to $46,108. Staff urges
the Commission to reject these costs and
accept its adjustment that removed them
from the test year period.

(g) In its opening brief, Madison, for the
first time, supplied figures for the bonuses in
2006 and 2007 amounting to $60,000 paid in
April of 2006, and $60,000 approved in
March of 2007. Fn72However, the Commis-
sion declines to consider this evidence be-
cause it was not presented during discovery,
during the audit or at the hearing.

52. After considering the record and the ar-
gument of the parties, the Commission finds
as follows:

53. K.A.R. 2006 82-1-231(<:>(4>m(i) pro-
vides guidance concerning Staffs pro Ronna
adjustment concerning Bonus and Partner
Payments:(a) No partuaer payments were made in years

2002, 2003 and 2004. FN66

(b) No Bonus payments were made in 2003
and 2004. In 2002 two bonus payments of
$5,000 were paid. FN67

*10 'These pro Ronna adjustments may in-
clude the following: (i) Adjustments to re-
flect the elimination or normalization of
nonrecumhg and unusual items, and (ii) ad-
justments for known or determinable
changes in revenue and expenses.'(c) The Company has no written criteria for

bonuses and salary increases, many things
are considered: profits, revenues, expenses,
employee effort, and loss time. FN68

(d) No specific study has been completed by
the company to determine whether the level
of profits will be sufficient to provide the
Board Bonuses and Partner Payments in f`u-
ture years. FN69

(e) Partner payments are considered by the
amount of taxable income for each partner.
FN70

Ms. Diggs relied on this standard when she
excluded the bonuses and partner payments.
Fn73The Commission concludes this exclu-
sion is appropriate due to the lack of pay-
ments in the previous years, and the inabili-
ty, based on the information that was made
available during the audit or the hearing, to
determine whether, or to what extent such
payments will be made in the future. There-
fore, the Bonus and Partner Payments are
not known and measurable for future years
and are excluded.

(f) The only mention of bonuses for 2006
and 2007 occurred at the hearing where Mr.
Warinner testified that die company paid an

_/*Q Rate Case Expense

54. While we commend and appreciate all
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the effort by the parties, their representa-
tives, and their consultants, this case square-
ly highlights the high amount of expenses
incurred by both sides relative to the size of
the company and the number of lines. Fn74In
the near future, we hope to address this issue
in some manner to improve the process for
impacted parties in the next round of audits.
Nevertheless, at this time, body Staff and
Madison agree that updated rate case ex-
pense figures need to be included in setting
the revenue requirement. Madison provided
a figure of $30,105 on line 6 of its Brief Ex-
hibit l. Madison has also stated that this fig-
ure was not a final amount. The Commission
has learned through the Hearing Examiner
that the figure on line 6 should reflect an
additional amount of $2,085 for a total of
$32,190 as of this writing. Therefore, we
have included this updated figure in Order
Exhibit A.

income tax expense in Greeley Gas Co. v.
Kansas Corporation Commission, 15 Kan.
App. ad 285 (1991), regardless of who pays
these FICA taxes, the reality is that the tax-
es, are inescapable outlays. However, the
Commission does not agree that the employ-
er portion of the profits on the LLC should
be recoverable by the regulated entity and
ultimately the KUSF. Clearly if Madison
had been a C-Corporation, Madison would
have paid the employer portion on the salary
drawn by these owner/members, not on the
salary drawn and the profits of the C-Corp.
Based on this reasoning, die Commission
will allow a portion of the adjustment Madi-
son proposes which we calculate to be
$ l0,313 .

JUL Se employment Tax

57. To support our computation, we have
attached an explanation and 2 schedules one
of which we have designated as confidential.
These are labeled Commission Order Exhi-
bit B-l, 2, and 3.

HIS Rate of Return

58. Madison expressed a willingness to ac-
cept computations employing a 5.91% rate
of return. Since this is within the range pro-
posed by Staff, the Commission adopts
5.9l%.

55. Madison argues that the employer por-
tion of self-employment taxes paid by the
owners of the company represents a legiti-
mate expense of doing business, regardless
of whether the entity is organized as a C-
corporation, S-corporation, or Limited
Liability Company ( LLC) as in this in-
stance. In this regard, on reference line 5 of
Brief Exhibit l and Order Exhibit A, Madi-
son proposes an adjustment of $16,354.
Staff disagrees entirely with Madison on this
point and asserts that the members of the
LLC, who are also employees of Madison,
accepted the obligation to pay employment
taxes on wages and profits when they chose
to organize as anLLC.

*11 HV Income Tax Acyustment: C-Corp.
vs. S-Corp.

56. To a large degree, the Commission
agrees with Madison on this point. Like the

59. The parties will note that Order Exhibit
A, Commission Schedule of Earnings Ad-
justments, contains columns labeled 'C-
Corp' and 'S-Corp.' After accepting certain
adjustments proposed by Madison, and in-
cluding the true-up for rate case expense,
this dual calculation becomes necessary un-
der Greeley Gas Co. v. Kansas Corporation
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Zion for reconsideration. K.S.A. 66-118b,
K.S.A. 2006 Supp. 77-529(a)(1).

Commission, 15 Kan. App. ad 285, 287
(1991) (for the premise that an S-Corp is
entitled to a reasonable cost of service al-
lowance for income taxes actually paid by
the shareholders on the corporate utilities
taxable income, or for the taxes it would be
required to pay as a C-Corp., whichever is
less.) Fn75Even though Madison is an LLC,
the income tax liability calculation is iden-
tical to the S-Corp income tax calculations.

C. Should either party seek reconsideration,
reference shall be made to the issues as
enumerated above. Any references to the
record included therein, shall be specific and
identifiable to aid our review .

FN76
BY THE COMMISSION IT IS SO OR-
DERED. Dated: JUN 13 2007 ORDER
MAILED JUN 13 2007 Signature Susan K.
Duffy Executive Director

TABLETABULAR OR GRAPHIC MA-
TERIAL SET FORTH AT THIS POINT IS
NOT DISPLAYABLE

Exhibit B-1

60. As Order Exhibit A indicates, we used
Staffs pre-filed weighted average tax-rates
for the individuals to calculate the S-Corp
figure. Since this figure ($6,787) is lower
than the C-Corp figure ($13,502) the ad-
justment to Staffs overeamings should be
based on that lower amount. While our final
adjustment is actually $4,925, (meaning less
is deducted from Staffs overearnings figure)
Order Exhibit A explains that the difference
is due to the dynamics of these computa-
tional models.

M4DI5ONTELEPHONE, LLC

CONCL USION

61. The above findings are incorporated and
summarized on Exhibits A, and B-1, 2 and 3
of this order. Madison's KUSF support is
reduced by $84,930. The new level of sup-
port shall be $277,908.

IT IS THEREFORE, BY THE COMMIS-
SION ORDERED THAT:

A. The above rulings are made. Madison's
KUSF support is reduced by $84,930 effec-
tive the first data month following this order.

B. The parties have fifteen days, plus three
days if service is by mail, from the date of
this Order in which to petition the Commis-

Calculation of Employer Portion of Self
Employment Tax
~The starting point for the calculation of the
employer portion of the self employment tax
for the employees/owners was Diggs At-
tachment AD-3, Workpaper IS 11.2. The
wages were 2006 wages and included the
Christmas bonuses. The amount excluded
board and partner payments. The accrued
vacation, accrued Christmas bonus and
misc. time off amounts were reallocated to
the other accounts based upon the pro rata
share of payroll dollars for the total of the
four employee/owners recorded in the ac-
counts other than accrued vacation, accrued
Christmas bonus and misc. time off Calcu-
lation of the appropriate employer Social
Security tax at the rate of 6.20% and Medi-
care tax at the rate of 1.45% of wages for the
employee/owners in the accounts (post real-
location of accrued vacation, accrued
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(citing Dkt. 01-SKNT-544-AUD, or-
der dated Sept. 10, 2001, p. 52.)

FN6 See
http://www. acc. state. ks. us/telecom/ku
s fsuppor tpd f

FN7 Staff Schedule B-4, p.3, col. J

FN8 Report and Recommendation of
Hearing Examiner, April 11, 2007,
p.2.

Christmas bonuses and misc. time oft) was
performed. The Employer portion of the So-
cial Security and Medicare taxes was added
for each respective account to determine the
amount of employer FICA taxes for each
employee/owner per account. • The employ-
er FICA amount calculated for each account
was multiplied by the respective regulated
percentage as listed in Attachment AD-3,
Staff Workpaper IS 11.1 to arrive at the re-
gulated employer portion of the FICA taxes
for the employee/owners for the company. •
The amount of regulated employer portion
of the FICA taxes for the employee/owners
applicable to Kansas jurisdiction (intrastate)
was determined by multiplying the appro-
priate regulated amount recorded in the ac-
counts by its respective intrastate separation
factor.

FN9 See Docket  01-RRLT-083-
AUD, Order entered June 25, 2001,
£ 11.

FN10 Sta ff  Schedules ,  March 2,
2007, Schedule A-4, B-3 .

TABLETABULAR OR GRAPHIC MA-
TERIAL SET FORTH AT THIS POINT IS
NOT DISPLAYABLE

FN11 Madison Schedules, March 11,
2007, WJW R4.

*12 FOOTNOTES
FN12 The Commission notes that the
parties do not use the same schedule
templates to present their adjust-
ments.FN1 Hearing Transcript (TR, 22.)

FN2 Tr.I, 23. FN13 Madison Brief, p.3-4.

FN14 This Exhibit is attached to the
Order, and follows the same number-
ing method used in Madison's Brief
Exhibit, 1.

FN3 Commission request for infor-
mation made of record. 14 other tel-
ephone companies comprise the bal-
ance of ownership interests. KIT in-
tended to provide ISP and develop a
fiber optic network. It recently rec-
ognized a considerable impairment
loss from those activities, of which
Madison's share was $98,294.

FN15 As previously discussed, Mad-
ison's Rebuttal position was $87,893 .

FN4 Order dated August 28, 2006.

FN16 Madison Brief, 24, Order EX-
hibit A, 'Adjustment for Surtax Ex-
emption.'

FN5 Order dated August 28, 2006 FN17 Tr. 11, 264-65.
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FN36 Tr. 1, 131.
FN18 Tr. 11, 258-269.

FN37 Tr. 1, 45.
FN19 Tr. 11, 259.

FN20 Tr. 11, 264.
FN38 ac: $39,117 X 16.29%  X
60.8353% Z $3,876. Id: $5,244 X
16.29% X 60.8353% = $520.

FN21 Tr. 11, 261, 267.
FN39 Tr. I, 51.

FN22 Tr. 11, 261.

FN23 Tr. 11, 261.
FN40 Attachment KSH-2: Company
Response to D.R. 55.

FN24 Tr. II, 267-68. Fn4l See e.g., K.S.A. 66-6008(c).

FN25 Tr. I, 108. FN42 $5,635 - $3,841 = $1,724

FN26 Tr. I, 110-13, Madison Brief,
5.

FN43 Madison's Brief, p. 10.

FN44 Madison's Brief, 12.
FN27 See Madison's CAM (Cost A1-
location Manual), 16. FN45 Tr. I, 152.

FN28 Direct pre-filed testimony of
Larry DeWitt, Job Descriptions,
p.44.

FN46 Madison's Brief, p.10, (citing,
Diggs' Direct, p.16, Tr. I, 152.)

FN47 Tr. 1, 154-55.
FN29 Tr. 1, 112.

FN48 Staff Hearing Exhibit 7.
FN30 Tr. 1, 128.

FN49 Tr.1, 198.
FN31 Madison Brief, 9, Tr. 1, 125.

FN32 Abbreviation for National Ex-
change Caller Association.

FN33 StaffBrie£ 15.

FN50 Madison Brief 13 [emphasis
added] (quoting FCC Docket 86-111,
Release Number 86-146,  April 3,
1986, 'Notice of Proposed Rulemak-
ing.')

FN34 Tr. 1, 130-line 13-15, Tr. 1,
130-31.

Fn5 l FCC Docket 86-111, Release
Number 86-146, £ 51.

FN35 Tr. I, 130-31. FN52 Staff Reply Brief, 6. See also
FCC Docket 86-111, Order on Re-
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consideration (FCC #87-305 :E 81,
148, 152, & l62.).

habit #8,

FN70 Tr. 1, 60-61.
FN53 Maine PUC Docket 96-053,
Order dated Jan. 28, 2007, pp. 11-13.
(Emphasis Added.)

FN71 Tr. 1, 59.

FN72 Madison Brief, 19-20.
FN54 FCC Docket 86-111, Release
Number 86-146, 'Notice of Proposed
Rule Madding', Apr. 3, 1986, £ 1
(Emphasis Added.)

FN73 Tr. I, 120 line 3-9.

FN55 Tr. 1, 179, In. 9-14.

FN74 As of this writing company
expenses total $311,475 and Com-
mission costs associated total
$81,995.

FN56 Tr. I, 178-79.

FN57 Tr. 1, 178-79.
FN75 Citing Suburban Util. Corp. v.
Public Util. Comm'n., 652 SW 2d
358 (Tex. 1983).

FN58 See £2 aboveand Fn.3.

FN59Madison Brief, 16.
FN76 Hull Direct Testimony, p. 21,
line 4-5.

FN60 The 5.91% rate of return is
adopted under Issue XIII below.

END OF DOCUMENT

FN61 Staff Brief, 24.

FN62 Madison's Brief, p. 17.

FN63 Tr. II, cover.

FN64 Tr. 1, 255-56.

FN65 Staff Hearing Exhibit #4.

FN66 Attachment AD-4, DR 11.

FN67 Attachment AD-4, DR 11.

FN68 Diggs Direct Testimony, pp.
18-19, AD-4, DR 68(c).

FN69 Tr. I, 60-61, Staff Hearing Ex-
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Re CenturyTel of the Midwest-Kendall, Inc.
2815 -TR- 103

Wisconsin Public Service Commission
October 31, 2001

*1 FINAL DECISION

On October 23, 2000, Kendall submitted a peti-
tion for an interim order pursuant to Wis. Stat.
res 196.02, 196.20, 196.395, 196.70 and Wis.
Admin. Code § PSC 2.391 for authority to in-
crease telephone rates for a temporary period.
For  purposes of inter im relief,  Kendall re-
quested an $11.4 million (36.3 percent) annual
increase for intrastate operations based on actual
results for the year ending June 30, 2000 (inte-
rim test year). Kendall, on the above date, also
submitted an application pursuant to Wis. Stat.
§§ 196.02, 196.03, and 196.20 for authority to
increase telephone rates. AT& T Communica-
tions of Wisconsin, Inc., and WorldCom, Inc.
(collectively, the 'IXCs'), also participated as
interveners in this proceeding.

This is the final decision, pursuant to Wis. Stat.
§§ 196.02, 196.03, 196.20, 196.204, and 196.37,
on the petition of CenmryTel of the Midwest-
Kendall, LLC (formerly known as CenturyTel
of the Midwest-Kendall,  Inc.) ( 'Kendall'  or
'company'), as a rate-of-remm regulated tele-
communications utility, for a final order for au-
thority to increase telephone rates. This decision
also disposes of the $8,839,000 annual interim
increase in rates granted by the Commission that
was set subject to refund with interest in an or-
der dated April 18, 2001, in this same proceed-
ing.

Following hearing, an interim decision was is-
sued by the Commission on April 18,  2001,
granting Kendall an $8,839,000 annual rate in-
crease. Interim rates were authorized (subject to
refund with interest) pending the final decision
in this proceeding, when they would be super-
seded by new permanent rates.Final overall rate changes, supplemental to the

interim increase granted earlier by the Commis-
sion, are hereby authorized consisting of a
$493,734 annual rate decrease, which amounts
to an overall 1.1 I percent decrease from interim
rates. Such final rates supersede the interim
rates established earlier in this proceeding.
Kendall shall refund to its customers $1,503,849
of revenues associated with the subject-to-
refund period. The company shall also refund
interest on such revenues in the amount of
$23,204. Refunds shall be made to Kendall's
customers in accordance with the procedures
set forth in this order.

The company's permanent rate application was
processed under the provisions of Wis. Stat. §
l96.20(6). This statutory section provides that a
mid-sized telecommunications company's pro-
posed rates become effective if the Commission
does not issue a final order within 180 days after
receipt of an application, unless the Commission
and company mutually agree to extend this
deadline. At the second prehearing conference
held in this case, the Commission and Kendall
agreed to extend that time period until Novem-
ber l, 2001.
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Hearings were held on the permanent, or final,
rates on July ll, 12, 16, and 23-25, 2001. At the
hearings, Kendall amended its requested in-
crease in rates, calculated from rates in effect
prior to the interim increase granted by the
Commission, to $144657,3()3. In addition, Ken-
dall stated that no refund was required for the
subj et-to-refund period.

6. A reasonable weighted average cost of capital
for the 2001 test year is 9.20 percent.

7. It is reasonable to apply the ratio of net in-
vestment rate base plus plant under construction
to capital applicable primarily to utility opera-
tions and accumulated deferred investment tax
credits to the weighted cost of capital to derive
the required rate of return on net investment rate
base for the 2001 test year.

*2 The Commission discussed this matter at its
open meeting on October 18, 2001. At that open
meeting, the Commission directed its staff to
prepare an order for consideration at its October
30, 2001, open meeting. The parties who ap-
peared before the Commission are listed in Ap-
pendix A. Other individuals who appeared are
listed in the Commission's files. This proceeding
only applies to Kendall's intrastate rates.

8. A reasonable required rate of return to be ap-
plied to the average net investment rate base for
the computation of the overall return require-
ment in dollars for the 2001 test year is 9.79
percent.

Findings of Fact

9. Presently authorized interim rates for Ken-
da1l's telecommunications services will produce
Wisconsin intrastate operating revenue of
$43,642,108 for the 2002 test year.

1. Presently authorized interim rates for Ken-
dal1's telecommunications services will produce
Wisconsin intrastate operating revenue of
$42,228,748 for the 2001 test year.

10. The estimated rate of return on average net
investment rate base at current rates subject to
the Commission's jurisdiction for the 2002 test
year is 10.37 percent.

2. The estimated rate of return on average net
investment rate base at current rates subject to
the Commission's jurisdiction for the 2001 test
year is 12.68 percent.

11. A reasonable utility capital structure for rev-
enue requirement purposes for the 2002 test
year consists of 40 percent common equity and
60 percent long-term debt.

3. A reasonable utility capital structure for reve-
nue requirement purposes for the 2001 test year
consists of 40 percent common equity and 60
percent long-term debt.

12. A reasonable interest rate for long-tenn bor-
rowing for the 2002 test year is 7.33 percent.

4. A reasonable interest rate for long-term bor-
rowing for the 2001 test year is 7.33 percent.

13. A reasonable return on utility common equi-
ty for purposes of the 2002 test year is 12 per-
cent.

5. A reasonable return on utility common equity
for purposes of the 2001 test year is 12 percent.

14. A reasonable weighted average cost of capi-
tal for the 2002 test year is 9.20 percent.

15. It is reasonable to apply the ratio of net in-
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vestment rate base plus plant under construction
to capital applicable primarily to utility opera-
tions and accumulated deferred investment tax
credits to the weighted cost of capital to derive
the required rate of return on net investment rate
base for the 2002 test year.

The impact on the intrastate universal service
fund, which reimburses companies for high rate
assistance credits, would be catastrophic.

16. A reasonable required rate of return to be
applied to the average net investment rate base
for the computation of the overall return re-
quirement in dollars for the 2002 test year is
9.87 percent.

23. Local loop costs are not traffic sensitive ah
meaning that they do not vary with usage. Eco-
nomic theory does not provide a method of cal-
culating the efficient allocation of non-traffic
sensitive costs. Ramsey Pricing, aldiough not
universally accepted, calls for those costs to be
allocated primarily to the least elastic service.

*3 Conclusions f Law
17. The Federal Communications Commission
(FCC) created total element long run incremen-
tal cost (TELRIC) as a standard for pricing un-
bundled network elements (UNEs) and inter-
connection. It is intended as a means of pricing
individual pieces (elements) of the network.

1. The Commission concludes that it has author-
ity under Wis. Stat. §§ 196.02, 196.03, 196.20,
196.204, and 196.37 to issue the following or-
der.

18.  Total service long-run incremental cost
(TSLRIC) was created by 1993 Wisconsin Act
496 (Act 496) as a price floor and as a means of
testing for cross- subsidies.

2. The information submitted by Kendall is suf-
ficient to allow the Commission to determine
whether a refund is necessary for the subject-to-
refhnd period.

19. TELRIC is typically higher than TSLRIC,
because TELRIC includes a markup to reflect a
reasonable profit and an allocation of joint and
common costs.

3. The information submitted by Kendall is suf-
ficient to allow the Commission to determine
whether excess revenue exists for purposes of
establishing permanent rates and to use that in-
formation in authorizing permanent rates.

20. Kendall is a telecommunications utility with
less than 150,000 access lines.

4. It is appropriate to compare Kendall's revenue
requirement for the 2001 test year with revenues
at present rates (including the interim rate in-
crease) for purposes of determining whether a
refund with interest is required for the subject-
to-refUnd period.

21. The local loop is the connection between the
customer's premises and the telephone company
central office. The local loop may be all copper,
or may be composed of copper and fiber optics.

22. If all local loop costs were recovered solely
dirough local rates, the resulting rates would be
extremely high. This would result in a large
number of customers having unaffordable rates
and would trigger high rate assistance credits.

5. It is inappropriate for either the 2001 or 2002
test years to impute additional revenues asso-
ciated with discounts available under tariffs or
individual contracts pursuant to Wis. Stat.  §
196.194 in determining Kendall's revenues at
present rates.
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test year.
6. It is appropriate in this case to include allow-
ance for funds used during constnlction
(AFUDC) income as an operating revenue and
telecommunications plant under construction in
net investment rate base for development of
Kendall's revenues at present rates and revenue
requirement for the 2001 and 2002 test years.

14. It is appropriate to compare Kendall's reve-
nue requirement for the 2002 test year with rev-
enues at present rates (including the interim rate
increase) to determine excess revenue for pur-
poses of establishing permanent rates.

7. It is reasonable for Kendall's 2001 test year
revenues to include various adjustments as de-
tailed elsewhere in this order.

15. It is reasonable for Kendall's 2002 test year
revenues to include various adjustments as de-
tailed elsewhere in this order.

16. It is appropriate to include income taxes in
Kendall's 2002 test year revenue requirement.

17. It is reasonable for the 2002 test year reve-
nue requirement to include various other ad-
justments as detailed elsewhere in this order.

8. It is reasonable to determine that it was ap-
propriate for the company to incur costs for
loading of customer information into MAR-
TENS/TELEMAP and that a portion of such
costs qualify for amortization under the Com-
rnission's deferred accounts policy over a three-
year period commencing with the 2001 test
year.

18. It is reasonable to impute a balanced capital
structure for Kendall for 2002 test year.

9. It is reasonable to conclude that Kendall met
the burden of proof under Wis. Stat. §
196.52(3)(b)2. to justify inclusion of affiliated
charges, as adjusted by the Commission, in both
its 2001 and 2002 test year revenue require-
ments.

19. Presently authorized rates are unreasonable
since they produce an excessive rate of return on
average net investment rate base for the 2002
test year of 10.37 percent.

10. It is appropriate to include income taxes in
Kendall's 2001 test year revenue requirement.

20. A reasonable annual decrease in operating
revenues to produce a 9.87 percent return on
Kendall's average net investment rate base for
Wisconsin intrastate operations for the 2002 test
year is $493,734.

11. It is reasonable for the 2001 test year reve-
nue requirement to include various other ad-
justments as detailed elsewhere in this order.

21. It is reasonable to approve final rates for in-
trastate service for the 2002 test year for the re-
spective customer classes as shown in Appen-
dices B and C.12. It is reasonable to impute a balanced capital

structure for Kendall for 2001 test year.

13. A refund to Kendall's customers is required
for the subject-to-refund period because present-
ly authorized rates produce an excessive rate of
return on net investment rate base for the 2001

22. It is reasonable to require Kendall to file a
long-term financial plan to increase its level of
equity to at least 40 percent.

23. It is reasonable to require Kendall to report
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federal universal service funds received, includ-
ing those received under the 'Safety-Valve' me-
chanism.

33. It is reasonable to implement the rates for
optional services and additional features, as
shown in Appendix B.

24. A primary function of access services is to
transport a call from the customer's premises to
the INC point of presence. Access service is a
'telecommunications service' under Wis. Stat. §
196.20)(5).

34. It is reasonable for Kendall to use a whole-
sale discount of 8.6 percent.

25. Wis. Stat. § 196.204(6)(a)1. to 3. apply to
the business access line and usage services pro-
vided by Kendall.

35. It is reasonable for access rates to include a
contribution to shared costs and to joint and
common costs, including the local loop. It is
reasonable to use canter common line charge
(CCLC) charges, as shown in Appendix C, to
accomplish that purpose.

26. There is no evidence in the record to demon-
strate that business access line and usage sewic-
es provided by Kendall fail to meet the stan-
dards of Wis. Stat. § l96.204( 6)(b).

36. It is not reasonable for Kendall to charge an
intrastate primary interexchange can*ier charge
(PICC) charge.

27. It is reasonable to have the rates for the
Kendall exchange match the rates in the 19 ex-
changes formerly owned by Wisconsin Bell,
Inc. (Ameritech Wisconsin).

37. It is reasonable to charge separate rates for
tandem switching, common trunk port and
common multiplexing.

28. It is reasonable to set business rates at ap-
proximately one and one-half times the residen-
tial rate.

38. It is not necessary to provide rate shock mi-
tigation at this time.

29. It is reasonable to charge the same residen-
tial and business rates in all exchanges, instead
of having those rates vary based on size of call-
ing areas.

39. Kendall has charged rates that are not in
compliance with its tariffs. The instances identi-
lied to date have been rectified, but it is reason-
able to order the company to conduct an internal
audit of its billing system to ensure that all ta-
riffed rates are being correctly billed.

30. It is reasonable to eliminate per call charges
and to implement a flat rate pricing structure for
local service, as shown in Appendix B.

40. Kendall has not correctly assigned telephone
numbers in the Village of Rock Springs. As a
result, customers are being billed inappropriate-
ly- It is reasonable to order the company to recti-
fy this situation and to issue refunds.31. It is not reasonable or necessary to change

the charge for extended community calling
(ECC) services. 41. It is not reasonable to make the rate changes

in this order contingent on Kendall's filing of
interconnection agreements.32. It is reasonable to implement the CENTREX

pricing structure proposed by Kendall.
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42. It is reasonable to require Kendall to per-
form a lower of cost or fair market value (LO-
COM) study of charges from affiliates and to
file such study with the Commission,  as set
forth in this order.

rate of 3.75 percent for both the 2001 and 2002
test years for local service revenue estimates,
based on recent composite growth rates for con-
secutive 12-month periods.

43. It is reasonable to require Kendall to refile
with the Commission new affiliated interest
agreements, with the exception of agreements
with other regulated incumbent telecommunica-
tions companies, where existing agreements do
not incorporate the LOCOM/higher of cost or
fair market value (HOC OM) methodology.

*4 Opinion

Applicant and Its Business

Kendall was unable to apply the inter im in-
crease, as authorized by the Commission, to its
CENTREX customers under  long-term con-
tracts. This resulted in a reduction in revenues at
present rates of $534,610. While the IXCs ar-
gued that the Commission should impute this
amount of additional revenue as if Kendall had
increased rates for these customers, die Com-
mission notes that individual contracts are per-
mitted under Wis. Stat. § 196.194, Therefore,
the Commission determines that it is appropriate
to reflect this reduction in revenues at present
rates and not impute such additional revenues.

Kendall is a telecommunications utility, as de-
fined in Wis. Stat. § 196.01(10), engaged in
providing telecommunications utility service in
20 exchanges located throughout the state of
Wisconsin. Telecommunications service is pro-
vided to approximately 94,000 access lines.
Kendall is a limited liability company ( LLC),
and its ultimate parent corporation is Century-
Tel, Inc. (CenturyTel), based in Monroe, Loui-
siana. Kendall purchased 19 of the 20 exchanges
in which it  currently provides service from
Ameritech Wisconsin on December l, 1998.

The IXCs also posited that additional revenues
should be imputed for discounts for CENTREX
and other competitive services by increasing
intrastate revenues at present rates. As with the
CENTREX customers under  contract , the
Commission notes the availability of Wis. Stat.
§ 196.194 to companies such as Kendall. Reten-
tion of these customers under individual con-
tracts provides some contribution to cover a por-
tion of the joint and common costs of the com-
pany. In addition, no record evidence was pro-
vided that the individual contracts were non-
compensatory.Net Operating Income

On May 14, 2001, the company filed revised
local service revenue forecasts for the 2001 and
2002 test years. The revised forecasts were low-
er than those previously provided to Commis-
sion staff during the course of its revenue re-
quirement audit. The Commission determines
that the revised estimates should be accorded
limited weight, because they have not been veri-
fied. The Commission therefore determines that
it is appropriate to utilize an annualized growth

The IXCs argued that the company's revenues at
present rates should be increased for federal
universal service fund (USF) monies to be re-
ceived by Kendall or its affiliates during the test
years. The Commission determines that it is in-
appropriate to adjust Kendall's revenues, since
Kendall is not currently nor expected to be eli-
gible for such monies during the test years. The
Commission also believes that it is inappropriate
to adjust Kendall's revenues for USF monies
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received by its affiliates, since they are separate
legal entities.

for amortization for AMDOCS costs over a ten-
year period, commencing in the fourth quarter
of 2001 ,

Kendall and Commission staff applied a 3.41
percent uncollectible factor to local revenues for
die 2001 and 2002 test years. The IXCs argued
that this factor is significantly higher than Ame-
ritech Wisconsin and Verizon North-Wisconsin
Operations' rate of 2.3 percent, and would cause
other customers to pay for Kendall's non-paying
customers and flawed collection policies. The
Commission finds, however, that actual data
provided by Kendall on the record supports use
of a 3.41 percent uncollectible factor for 2001
and 2002 test year purposes. The Commission
further notes that any inadequacy in Kendall's
collection policy and methods was not docu-
mented in the record.

Kendall also requested consideration in the 2001
and 2002 revenue requirement, under the Com-
mission's deferred accounts policy, of approx-
imately $3.7 million of costs associated with
loading of customer information into MAR-
TENS/TELEMAP, asking for a five- year amor-
tization of such costs commencing with the
2001 test year. MARTENS is a mainframe-
based application utilizing a database of cus-
tomer and plant facility information that allows
the customer service center to provision new
services automatically. TELEMAP is a PC-
based application that interfaces Autocad, which
provides an electronic record for use by engi-
neering and records staff; allowing for quick
retrieval of plant facility records. Approximately
$3.2 million of the costs were incurred in calen-
dar year 2000, with the remainder booked in
2001.

*5 In its  order  dated November  2,  1995,  in
docket 05-US-102, the Commission stated that
it adopted, subject to review on a case-by-case
basis, inclusion of AFUDC income as an operat-
ing revenue and telecommunications plant under
construction in net investment rate base for de-
velopment of revenue requirement or earnings
calculations. The Commission affirms in dies
case inclusion of AFUDC income in revenues at
present rates, noting that no party opposed this
treatment.

The evaluation criteria set forth in the Commis-
sion's Statement of Position ('SOP') 94-01, De-
ferred Accounts, are as follows: (1) The amount
is outside the control of the utility, (2) The ex-
penditure is unusual and infrequently recuning,
(3) The immediate recognition of the expendi-
ture causes the utility serious financial harm or
significantly distorts the current year's income,
or (4) The immediate recognition of the expend-
iture causes significant ratepayer impact.

The cost of AMDOCS, an end user billing sys-
tem, is allocated to each CenturyTel affiliate,
including Kendall. An issue in this proceeding
concerned whether the amortization associated
with AMDOCS should be included in Kendall's
revenue requirement and, if so, when die amor-
t iza t ion per iod should commence and what
should be the length of the amortization period.
Based on the record,  the Commission deter-
mines that it is appropriate to include in Ken-
dall's 2001 and 2002 test year total company
expenses $129,502 and $518,007, respectively,

While the Commission believes that it was rea-
sonable for the company to expend these monies
and that the company is not required to satisfy
all of the criteria set forth in the deferred ac-
counts policy for such expenditures to be eligi-
ble for deferral, the Commission shares the con-
cem of the IXCs that the expenditures in calen-
dar year 2000 should not be considered under
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this policy. Normally the Commission's deferred
accounts authorizations are prospective in na-
ture. This issue was first brought to the Com-
mission's attention in the final phase of this pro-
ceeding. Consistent with previous authoriza-
tions, the Commission determines that approx-
imately $. 5 million qualifies for amortization
under the deferred accounts policy, commencing
in 2001. The Commission believes that a shorter
amortization period, three years in length, is
reasonable for this amortization.

listed interest disallowances, as set forth in the
1995 order, for application to 2001 and 2002
test year expenses. While parties did not gener-
ally object to this approach, the IXCs suggested
that the Commission update the building space
per employee adjustment to reflect a lower
space threshold. The Commission believes dirt
it is reasonable for purposes of determining
Kendall's 2001 and 2002 test year expenses to
utilize die approach employed by Commission
staff, based on an update of the Commission's
methodology used in docket 05-TI-136.The
Commission does not believe that it is necessary
in this proceeding to update the building space
threshold, based on the De minims amount asso-
ciated with this item.

*6 Significant amounts of charges from Ken-
da1l's affiliates are included in die company's
operating expenses. Kendall has the burden of
proof under Wis. Stat. § l96.52(3)(b)2. to estab-
lish the reasonableness of the payment or com-
pensation between Kendall and its affiliates. If
the company does not meet this burden, the al-
ternative is exclusion of a portion or the entirety
of such affiliated charges from Kendall's reve-
nue requirement calculations for the 2001 and
2002 test years.

While the Commission finds that the company
has met its burden of proof concerning inclusion
of affiliated charges in the revenue requirement,
the Commission directs that Kendall should per-
form a LOCOM study of its charges from affili-
ates, as detailed later in this order. However, the
Commission believes it is unnecessary at this
time to postpone the issuance of a final decision
in this proceeding.

On the record, the IXCs questioned whether
Kendall met this burden of proof, including the
amounts at the affiliate level and the allocation
of such amounts to Kendall. The Commission
determines that, for purposes of this proceeding,
Kendall has met this burden, based on documen-
tation of cost center amounts at the affiliate lev-
el and details concerning the allocation of such
costs to Kendall. Further, the company refuted
the IXCs' allegations of unsupported increases
in affiliate charges to the satisfaction of the
Commission.

The Commission nonnally allows income tax
expense of an entity organized as a corporation
in determining revenue requirement. Kendall
was previously a corporation, it voluntarily
elected to become an LLC and not ified the
Commission in a  let ter  dated December  18,
2000. On a monthly basis, the company pays its
ultimate parent, Centu1yTel, for federal and
state income taxes based on corporate tax rates
because CenturyTe1 files a consolidated tax re-
turn on behalf of all Centu1yTel affiliates. The
Commission has not previously addressed the
issue of weedier  income taxes should be al-
lowed in a revenue requirement determination
for an LLC.

The Commission performed a comprehensive
review of CenturyTe1's affiliated activities in
1995 in docket 05-TI-136.Because this same
level of Commission resources was unavailable
for this proceeding, Commission staff updated
the Commission's methodology concerning affi-
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*7 The affiliated interest agreement between
CenturyTel and Kendall states that costs of ser-
vices performed under this agreement 'may' in-
clude reasonable charges for such things as
property, franchise, occupational, payroll, sales
or use taxes. It does not list income taxes as one
cost of service. The list is not an exclusive list,
however, and Kendall argues that income taxes
are another such cost of service. Those costs are
documented in the record as actual costs of
business on a monthly basis. Based on the fore-
going, the Commission determines that it is ap-
propriate to include federal and state income
taxes at the corporate tax rates in Kendall's 200 l
and 2002 test year expenses.

affiliates' employees to the most recent general
inflation rate of 2.4 percent for the 2002 test
year. In addition, the Commission detennines
that it is appropriate to adjust the payroll-related
benefits based on the reduced salaries estimate.

The Commission has evaluated the most recent
general inflation rates of 3.1 percent for 2001
and 2.4 percent for 2002, based on economic
forecasts that it receives, and determines that it
is appropriate to incorporate these increases in
Kendall's 2001 and 2002 test year expenses, re-
spectively. This includes an adjustment of the
nonpayroll affiliated charges from the 1.5 per-
cent increase estimated by the company for
2002.

Kendall included a live percent increase in sala-
ries for both its own employees and those of its
affiliates in its 2002 test year projections. The
Commission notes that in its previous decisions
that increases in excess of the general inflation
rate have generally been excluded from revenue
requirement determinations. The Commission is
not persuaded by the evidence presented by the
company on the record and, therefore, adjusts
the 2002 salary increase for both Kendall and its

The Commission concurs with the other staff
adjustments as presented in the record not oth-
erwise discussed above, including but not li-
mited to disallowance of investor relations
costs. The income statements considered rea-
sonable and just for Kendall's inc°astate opera-
tions at present rates for purposes of this pro-
ceeding for the 2001 and 2002 test years are as
follows:

2001 Test Year

$29,452,000

8,263,000

448,871

2002 Test Year

$30,395,000

8,438,000

448,871

Wisconsin Intrastate Income State-
ment
Operating Revenues
Local Service Revenue
Lntrastate Access Revenue
Long Distance Network Service Rev-
enue
Miscellaneous Revenue
Gross Operating Revenues
Uncollectible Revenues
Total Operating Revenues
Operating Expenses

Plant Specific
Plant Nonspecific
Depreciation-Straight Line
Amortization

5,068,877

$43,232,748

1,004,000

$42,228,748

5,396,237

$44,678,108

1,036,000

$43,642,108

$7,758,740

3,148,291

12,313,597

25,100

$7,950,452

3,225,759

15,445,037

125,100
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4,841,933

2,407,747

$30,595,408

1,320,459

579,322

5,020,159

2,756,486

$34,522,993

1,365,297

382,679

2,334,501 1,534,746

Customer Operations

Corporate Operations

Subtotal

Taxes Other Than Income Taxes

State Current & Deferred Income
Taxes

Federal Current & Deferred Income
Taxes

Total Operating Expenses

Net Operating Income

$34,829,690

$7,399,058

$37,805,715

$5,836,393

Net Investment Rate Base basis, inclusion of telecommunications plant
under consMction in net investment rate base
and AFUDC income as an operating revenue in
development of revenue requirement or earnings
calculations. The Commission affirms in this
case inclusion of telecommunications plant un-
der construction in net investment rate base, not-
ing that no party opposed this treatment.

*8 Based on the foregoing discussion concern-
ing income taxes, the Commission determines
that it is appropriate to include accumulated de-
ferred income taxes at the corporate tax rates in
Kendall's 2001 and 2002 test year net invest-
ment rate base. In addition, consistent with the
non-inclusion of the acquisition adjustment in
other elements of revenue requirement, the
Commission believes it is reasonable that such
deferred taxes should be adjusted to exclude ac-
quisition adjustment-related deferred tax
amounts from Kendall's net investment rate
base.

The Commission concurs with the other staf f
adjustments as presented in the record not oth-
erwise discussed above, including but not l i-
mited to valuation of net investment rate base at
net book value. The net investment rate bases
considered reasonable and just for Kendall's in-
trastate operations for purposes of this proceed-
ing for the 2001 and 2002 test years are as fol-
lows:

In its order dated November 2, 1995, in docket
05-US-102,  the Commission stated that  i t
adopted, subject to rev iew on a case-by-case

Wisconsin Intrastate Net Investment
RateBase

Plant in Service

Accumulated Depreciation

Accumulated Deferred Income

Taxes

Net Plant in Service

Materials and Supplies

Plant Under Construction

Net Investment Rate Base

2001 Test Year

$154,758,721

101,404,816

2002 Test Year

$165,878,266

113,852,935

(444,994)
$53,798,899

3,720
4,559,824

$58,362,443

285,581

$51,739,750

3,720

4,559,824

$56,303,294
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Pro Forma Rate of Return come for the 2001 and 2002 test years at present
rates would result in the following rates of re-
tum on respective net investment rate bases:Estimated Wisconsin intrastate operating in-

Net Operating Income

Net Investment Rate Base

Earned Rate of Return

2001 Test Year

$7,399,058

$58,362,443

12.68%

2002 Test Year

$5,836,393

$56,303,294

10.37%

Capital Structure and Cost of Capital there is to bondholders that their loan will be
repaid and not be defaulted. The higher the risk
of default, the higher the interest rate required
by investors. The record contained data regard-
ing die extent to which the cost of equity and
debt changes, based on the balance between eq-
uity and debt. This data supports the theory that
a balanced capital structure will minimize the
cost of capital.

As a result of the financing that was used to ac-
quire the 19 Ameritech Wisconsin exchanges,
the books of Kendall will show approximately
10 percent equity and 90 percent debt for the
2001 and 2002 test years. The debt consists of
an intercompany loan. The interest rate on the
intercompany loan is based on CenturyTel's
weighted average cost of debt, which was iden-
tified to be 7.33 percent. As stated earlier, Cen-
turyTel is Kendall's ultimate parent company.
Kendall used debt to finance both the utility and
non-utility portions of the acquisition. If die
loan was not an intercompany loan, but instead
was issued by an independent third party, the
interest rate on the loan might have been any-
where between 15 and 20 percent.

Act 496, effective September 1, 1994, changed
the Comlnission's authority over security is-
suances for telecommunications utilities. As a
result of Act 496, die Commission does not ap-
prove the issuance of securities for telecommu-
nications utilities, unlike energy utilities for
which the Commission does reapprove security
issuances. For telecommunications utilities, if
the utility has not maintained a balanced capital
structure, the Commission may impute a rea-
sonably balanced capital structure pursuant to
Wis. Stat. § 201.15.

*9 Capital structure is the term that is used to
describe the proportions of equity and debt a
company holds. A balanced capital structure
will provide a lower cost of capital than a capi-
tal structure that is not balanced. Debt is gener-
ally lower cost capital than equity, as it has a
senior claim to assets over equity capital in a
bankruptcy situation and is tax deductible. Equi-
ty capital generally has a higher cost than debt
because it only has a residual claim to earnings
and dividends are not tax deductible. However,
debt can become more costly than equity when
it is considered to be very high-risk debt. If eq-
uity is viewed like a down payment, the greater
the equity a company holds, the more safety

The Commission determines that because of the
large intercompany loan, Kendall is entirely de-
pendent on its parent company, CenturyTel, to
raise capital. CenturyTel holds approximately
40 percent equity and 60 percent debt. Moody's
Investor Service currently rates CenturyTel's
debt Baa2, the lowest rating considered to be
investment grade debt. The Commission deter-
mines that Kendall ratepayers effectively re-
ceive the financial strength of CenturyTel, as it
would be difficult for Kendall to raise capital
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independently, and CenturyTel has continued to
provide capital to Kendall since the acquisition.
While energy utilities in Wisconsin can and do
have different levels of financial strength than
dieir parent companies because of the Commis-
sion's authority over energy utility security is-
suances in Wisconsin, die financial strengdi of
telecommunications utilities should be evaluated
differently than energy utilities in Wisconsin.

with a regulated telecommunications utility. The
Commission determines that the cost of equity
should reflect  the fact  that  CenturyTe1 has
access to capital in the large capital markets.
CenturyTel is  included in the Standard and
Poor's list of 500 large companies (S& P 500).
CenturyTe1 stock is traded on the New York
Stock Exchange.

The Commission determines that Kendall has
not maintained a balanced capital structure. The
Commission detennines that it is reasonable to
impute a balanced capital structure. Based on
the infonnation on cost rates, proportions of eq-
uity and debt, and debt ratings, the Commission
determines that a capital structure consisting of
40 percent equity and 60 percent debt is a rea-
sonably balanced capital structure to use in the
determination of a  revenue requirement for
Kendall.

There was a wide range of estimates of inves-
tors' required returns on equity. The determina-
tion of a return on equity includes an element of
subjectivity due to the differing modeling tech-
niques and assumptions that forecast required
returns on equity. Investors' required returns
cannot be observed directly, but can only be in-
ferred based on observations of current perfor-
mance and indica t ions  of  fu tur e expected
changes in performance. The Commission de-
termines that 12 percent is a reasonable return
on equity to use in die calculation of revenue
requirement.

Cost ofEquily and Cost of Debt
Weighted Cost of Capilal

*10 The Commission detennines that 7.33 per-
cent is a reasonable cost of debt to use in the
determination of the revenue requirement. This
is the weighted cost of debt of CenturyTel. The
Commission determines that the cost of equity
should reflect the risk and returns associated

Based on the above proportions of equity and
debt and cost rates, the following is the
weighted cost of capital the Commission deter-
mines is reasonable for the 2001 and 2002 test
years:

Percent

Annual

Cost Rate

Weighted

Cost

-PP

Common Equity

Long-Term Debt

Weighted Cost of Capital

40.00%

60.00%

12.00%

7.33%

9.20%

4.80%

4.40%

Required Rates of Return on Net Investment
Rate Base

The Commission determines that it is appropri-

ate to adjust the weighted cost of capital to a
required return on net investment rate base via a
ratio of net investment rate base plus plant under
construction to capital applicable primarily to
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utility operations and accumulated deferred i11-
vestment tax credits, as set forth by Commission
staff. The ratio's numerator for both the 2001
and 2002 test years has also been adjusted to
exclude acquisition adjustment- related accumu-

lated deferred income taxes, in accordance wide
the foregoing discussion. The required rates of
return on net investment rate base determined to
be reasonable and just for the 2001 and 2002
test years are as follows:

2001 Test Year

9.20%

2002 Test Year

9.20%Weighted Cost of Capital
Ratio of Net Investment Rate Base
Plus Plant Under
Construction to Capital Applicable

Primarily to Utility
Operations and Accumulated Deferred
Investment Tax
Credits
Required Rate of Return on Net In-
vestment Rate Base

93.93%

9.79%

93.25%

9.87%

Calculation of Excess Revenue for the Test
Years

Based on the foregoing, excess revenue for the

2001 and 2002 test years is calculated as fol-

lows:

2002 Test Year2001 Test Year

Earned Rate of Return on Intrastate
Net

Investment Rate Base at Present Rates 12.68% 10.37%

Required Rate of Return on Net 111-
vestment

9.79% 9.87%

2.89% 0.50%

Rate Base

Excess Earnings as a Percent of Net

Investment Rate Base

Amount of Excess Earnings for the
Test

Year

Excess Revenue at Present Rates
Based on

Excess Earnings and Provision for
State

and Federal Income Taxes, Uncollec-
tibles,

and Assessments Associated With
Such

Excess Revenue

$1,682,581 $281,768

$2,948,340 $493,734
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Calculation of Total Refund Amounts for
the Subject-to-Refund Period
*11 enue requirement for the 2001 test year, pro-

rated for the portion of a calendar year during
which the interim rates were in effect and sup-
plemented with interest at a six percent annual
rate until refunded to customers.

The Commission's interim order at page 11
stated, in part, 'In the event that the permanent
rate proceeding finds that interim rates produce
revenues in excess of a reasonable revenue re-
quirement, Kendall's customers will be entitled
to a refund equal to the amount of excess reve-
nues.' Pages ll and 12 of that same order also
required Kendall, in the event of a refund, to
pay interest at the rate the Commission has ap-
proved for customer deposits, which is six per-
cent for the calendar year 2001, in accordance
with Wis. Admin. Code § PSC 165.()51(5).

On April 23, 2001, Kendall implemented the
interim rates authorized by the Commission in
its order dated April 18, 2001, for its access cus-
tomers. Interim rates for local customers were
implemented on May 3, 9, 11, and 17, 2001,
based on billing cycle dates. The company will
implement final rates audiorized herein for its
access customers effective on the mailing date
of this order. However, it is anticipated that rate
changes for local customers will not occur until
November 9, ll, and 17, and December 3, 2001.
These dates frame the time limits of the subj ect-
to-refund period established by the interim or-
der.

While the IXCs in this proceeding argued that
the Commission should direct the company to
refund monies to those customers whose final
rates were lower than the interim rates previous-
ly authorized by the Commission, the Commis-
sion determines that it is reasonable that the to-
tal refund amount be based on a comparison of
revenue at present rates with the company's rev-

Based on the foregoing, refunds to Kendall's
customers for the subject-to-refund period are
calculated as follows:

$2,948,340

$1,503,849

Excess Revenue at Present Rates for the 2001

Test Year

Principal Amount to be Refunded to Kendall's

Customers Based on the Pro Rata Portion of

the 2001 Test Year During Which Interim

Rates Were Subj et to Refund

Interest on Such Principal Amount at a

Six Percent Annual Rate

Total Amount to be RefUnded to Kendall's

Customers

$23,204

$1,527,053

If the company is unable to implement the final
rates and/or the refund as described herein, addi-
tional principal and/or interest should be added
to the above-calculated amounts.

tamer Basis

Calculation of Refund Amounts on a Per Cus-

Kendall is required to issue refunds to custom-
ers. The total amount of the refund is shown
above. It is not necessary or reasonable to issue
the refunds based solely on the difference be-
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tween interim rates and present rates, because
the elimination of per call charges makes such a
calculation difficult for individual customers.
Instead, the Commission has determined that the
following distribution of refunds is reasonable
and just.

An essential tenant of an incremental cost study
is that the study calculate the additional cost of
providing a service, assuming that the firm is
already providing all other services it offers.
See Wis. Stat. § l96.015(2). Since none of the
other services function if the local loop in not in
place, it is clear that the local loop is not a com-
ponent of the incremental cost of local service.
The loop is a shared or joint and common cost
of all telecommunications services.

*12 Each residential customer will receive a re-
fund of $1.00 for each month he or she received
service during which the interim rates were in
effect. Business and CENTREX customers not
under individual contracts will receive a refund
of $2.00 per month for each month they re-
ceived service during which the interim rates
were in effect. If a customer was in service for
only a portion of a month, the refund amount
will be adjusted accordingly. The remainder of
the refund amount will be divided by the total
number of terminating access minutes for which
the interim CCLC was charged to determine the
credit per tenninating CCLC minute. IXCs will
receive refunds equal to the credit per terminat-
ing CCLC minute times the number of terminat-
ing CCLC minutes they were billed at the inte-
rim CCLC rate. The exact per terminating
CCLC minute credit will depend on the exact
number of business and residential customers,
and their time in service, but should be approx-
imately $0.01 per minute.

Therefore, allocating the entire cost of the local
loop to residential and business service is an in-
equitable allocation of a joint cost. It is not rea-
sonable to allocate 100 percent of a joint and
common cost to residential and/or business ser-
vices. The cost of the local loop should be di-
vided among all services, like other shared
costs, with some of the cost being recovered
from local rates, some from access rates, and
some from other services.

Treatment of Local Loop Costs

This determination also has an effect on the TS-
LRIC costs filed in this docket. The TELRIC
cost studies would still apply to unbundled local
loops, because when the competitor buys an un-
bundled local loop, the competitor is actually
buying the buried copper, and the service should
be priced accordingly. For retail local service,
however, the TSLRIC cost should not include
the local loop. Therefore, the price floor for lo-
cal service can be estimated by removing the
loop component from Kendall's 'order of mag-
nitude' TSLRIC numbers. These studies are not
complete enough to state that the TSLRIC cost
is that particular number, but can provide a gen-
eral guideline and assurance that the authorized
rates are above TSLRIC, given that the autho-
rized rates are several times the adjusted TS-
LRIC numbers. Such rates reflect TSLRIC plus
a reasonable allocation of the local loop cost.

Telephone customers do not purchase copper
loops - telephone customers purchase the ability
to make telephone calls. The telephone compa-
ny cannot reasonably sell local loops to end us-
ers as a distinct service, but only as a component
of the ability to make telephone calls. Only
competitors will purchase a local loop as a
product in its own right, and then only so that
they can combine the loop and their own switch-
ing to provide to customers the ability to make
telephone calls.

© 2009 Thomson Reuters/West. No Claim to Orig. US Gov. Works.



2001 WL 1744202 (Wis.P.S.C.) Page 16

Rate Design located in towns, closer to central offices, so
their average cost of service is lower. In addi-
tion to balancing these factors, the Commission
also took into account the resulting magnitude
of the increases in local rates, and adopted a ra-
tio which sets business rates at 1.5 times resi-
dential rates.

*13 Currently, the rates for a number of servic-
es, including local service, optional services,
and nonrecuning charges, vary between the
Ameritech Wisconsin exchanges and the Ken-
dall exchange. This difference results because
the rates for the Kendall exchange were set in a
Kendall-specific rate case, and those of the other
19 exchanges were a legacy of Ameritech Wis-
consin. The Commission finds that the rates for
the Kendall exchange should be set to match
those of the other exchanges.

It is not necessary or appropriate to change the
rates for Extended Community Calling.

It is not appropriate to include the revenue im-
pact of the change to voice mail offered under
contract shown in the company's exhibit, since
that particular entry was included in error.

Traditionally, when a company serves several
exchanges with markedly different calling areas,
the Commission has set the rates in the ex-
changes with smaller calling areas lower than
the rates in larger exchanges. This reflected the
greater value customers in larger calling areas
received. A competitive market, however,
would reverse these differences. Exchanges with
larger calling areas are both more competitive
and generally have greater density, and these
exchanges therefore have lower average costs.
Once again, the Commission has to balance tra-
ditional ratemaldng principles wide the emer-
gence of competition. A reasonable compromise
is to set rates in all exchanges at the same level,
as proposed by the company.

Currently, the rates for business customers are
significantly higher than for residential custom-
ers. In the former Ameritech Wisconsin ex-
changes, the monthly business rate is approx-
imately 2.5 times the residential rate. In the
Kendall exchange, it is not quite twice the resi-
dential rate. Traditionally, the Commission had
set business rates markedly higher than residen-
tial rates for several reasons: (1) business cus-
tomers derived much of the value of their ser-
vice Hom the ability of residential customers to
call them, (2) business customers could write
off the cost of telephone service on their taxes
as a business expense, and (3) business custom-
ers had a greater ability to pay. In contrast, a
more competitive market would set the relative
prices of business and residential service ac-
cording to different factors: (1) competitors are
more likely to target business customers, and
business rates should therefore be priced lower,
and (2) business customers are more likely to be

Currently, the customers in the Ameritech Wis-
consin exchanges pay per call charges for local
calls. Customers in the Kendall exchange do
not. Kendall has proposed eliminating per call
charges in all exchanges, and charging only a
flat monthly fee for local service. The company
testified that customers, overall, prefer this ar-
rangement. Individual customers, primarily
those who make relatively few calls, testified
that they opposed the elimination of per call
charges, and some requested that per call
charges remain as an optional service. The
Commission notes that, in its experience, only
the customers most likely to pay more under a
change to rate structures will testify, and that
optional per call plans have been markedly un-
successful for other companies. The Commis-
sion also notes that omer small and mid-sized
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appropriate to impute additional revenues for
contracted CENTREX beyond those actually
received under the CENTREX contracts.

telephone companies that have tried per call or
per minute charges have abandoned their plans,
primarily because of customer dissatisfaction. It
is reasonable, in this case, to eliminate per call
charges for local service. Access Rate Design

*14 Currently, CENTREX service is offered in
the 19 former Ameritech Wisconsin exchanges
under the Ameritech Wisconsin CENTREX ta-
riff. Kendall finds this tariff to be unwieldy and
has proposed a simpler tariff. Under Kendall's
proposed CENTREX tariff, the rate for die first
CENTREX line would be set at the business rate
plus $12.00. Additional lines would be charged
the business rate minus $5.00. The company
presented evidence and testimony that the addi-
tional lines would be less costly, since the ex-
pense of the drop wire connection would be in-
curred by, and recovered from, the first line.
Term and volume discounts would apply. Ken-
da1l's proposed tariff is reasonable.

In docket 05-TR-103, die Commission deter-
mined that access rates were to be set in local
rate cases. Access rates were to be reduced,
where possible, provided that local rates are not
raised excessively. In that docket, the Commis-
sion concluded that it was not appropriate to set
access rates at long-run incremental cost. The
Commission makes the same finding here. It is
reasonable to allocate some portion of shared
and common costs to access rates. The access
rates shown in Appendix C include such an al-
location and are reasonable.

Since, as discussed above, it is reasonable for
access to contribute to shared loop costs, it is
reasonable to use a CCLC as a vehicle to ac-
complish that goal. Since originating CCL Cs are
more price elastic than terminating CCL Cs, it is
also reasonable to set the terminating CCLC
higher than the originating CCLC.

It is not reasonable for Kendall to charge an in-
trastate PICC. A PICC merely disguises a local
rate increase, while adding the complexity of
requiring the IXCs to pass that charge through
to the local customers.

The IXCs argued that the discounts for CENT-
REX service constituted a response to competi-
tive pressure, that the company had no incentive
to limit those discounts if they could be recov-
ered elsewhere, and that the Commission should
exclude the impact of the discounts by imputing
revenues at full, non-discounted rates. The dis-
counts are offered under individual contract au-
thority, pursuant to Wis. Stat. § 196.194, which
requires that all individual contracts be compen-
satory. Individual contract authority is only
available if the company can show that competi-
tive alternatives exist and that the company will
likely lose the customer entirely without indi-
vidual contract authority. The rationale is that
the company, and its customers, is better off if
the customer provides some contribution to
shared costs, rather than none. No evidence was
provided that any CENTREX contract is not
compensatory or not providing some contribu-
tion. Given this, the Commission does not find it

The FCC had, in the past, used a single, com-
bined tandem switching rate to recover the costs
of tandem switching, common multiplexing and
common trunk ports. In recent years, the FCC
has required the larger local exchange carriers to
separate these components into individual rate
elements. Ameritech Wisconsin had separated
these elements, and was charging the three sepa-
rately at the time it sold the exchanges to Ken-
dall. Kendall is charging separate rates for
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transport in die 19 purchased exchanges, but a
combined rate in the Kendall exchange.

lows the Commission to waive die applicability
of this subsection to basic local exchange ser-
vice if the Commission finds that the waiver is
consistent with the factors under Wis. Stat. §
196.()3(6).

*15 Other companies that are Kendall's size
have not been required to separate diesel rate
elements by the FCC. Kendall has proposed
combining the three elements into a single tan-
dem switching rate. The IXCs objected to this
proposal. Neither party showed evidence of se-
rious harm. However, given that the charges are
currently separated in 19 of the 20 exchanges,
and given that some customers might choose to
purchase only one or two of these components,
it is reasonable to order that the rates remain
separate in the former Ameritech Wisconsin ex-
changes, and be separated in the Kendall ex-
change.

Wis. Stat. § 196.204(5)(b) exempts companies
of Kendall's size from Wis. Stat. §
l96.204(5)(a) for basic local exchange service
(Rls) and business access line and usage ser-
vice, although the Commission may order that
Wis. Stat. § 196.204(5)(a) does apply to these
companies. If subsection (a) does not apply, the
statute prevents the utility from lowering its Rl
rate below the statewide average rate (currently
$13.67) or TSLRIC, whichever is lower, and
prevents it from lowering its business access
line and usage prices below TSLRIC.

Kendall has proposed modifications to its spe-
cial access rates. The company's proposal brings
the rates more in line with its interstate special
access rates, and with die special access rates
charged by other CentL1ryTel affiliates in Wis-
consin. These proposed changes are reasonable.

Rate Shock Mitigation

The rates approved by the Commission (as
shown in Appendix B) do not constitute de-
creases for residential rates. Even if they were
construed as decreases, the final rates are still
above both the company's 'order of magnitude'
TSLRIC costs (excluding loop costs, as de-
scribed above) and are above the statewide av-
erage rate, $13.67.

The rate increases approved in this docket do
not require mitigation, because the rate changes
are not large enough, when considered together
with the elimination of per call charges, to re-
quire such.

Application ofWis. Stat. §196.204

The rates approved by the Commission (as
shown in Appendix B) constitute decreases for
business rates. Since these rates represent de-
creases, the final rates must exceed TSLRIC.
The rates are so far above the company's 'order
of magnitude' TSLRIC costs (excluding loop
costs, as described above) that the Commission
can confidently find that they exceed TSLRIC,
despite the questions it has about die accuracy
of those cost studies. Those cost studies may be
inaccurate, but the potential error is not large
enough to raise concerns Mat the approved rates
might be below the price floors.

In this docket, the Commission must address
Wis. Stat. § 196.204(5) and (6).Wis. Stat. §
196.204(5)(a) states that all services must ex-
ceed TSLRIC costs. A price which exceeds TE-
LRIC cost would automatically pass this test,
since TELRIC will be higher than TSLRIC, as a
function of the manner in which those costs are
calculated. Wis. Stat. § 196. 204(5)(a) also al- *16 Wis. Stat. § 196,204(6) states that all ser-
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reasonably available from competitors. The
Commission concludes that, since no other pro-
vider has overbuilt Kendall's network to the ex-
tent that competitive loops and outside plant are
generally available from providers other than
Kendall (although some competitive loops may
be available in limited areas), this requirement is
met.

vices must pass an imputation test, if that ser-
vice meets all three threshold requirements.Wis.
Stat. § 196.204(6)(d) has provisions very similar
to Wis. Stat. § 196.204(5), in that subdiv. 2. ex-
empts telecommunications utilities with less
than 150,000 access lines, unless the Commis-
sion applies subdiv. l., but it has one substantial
difference. Whereas Wis. Stat. § l 96.204(5) al-
lows the company to which TSLRIC pricing
applies to reduce business line and usage rates if
the rates exceed TSLRIC, Wis. Stat. §
l96.204(6)(d) does not allow a company to re-
duce business line and usage prices at all if it is
not subj et to the imputation test. Since the rates
approved by the Commission constitute de-
creases in the rates for business access line and
usage service, the Commission must apply that
imputation test before it can authorize those
rates.

The third threshold requirement is that the utili-
ty's own offering uses that same non-
competitive service or its functional equivalent.
In providing local service, Kendall is using local
loops, which are the functional equivalent to an
unbundled local loop. The Commission there-
fore determines that this threshold is met.

As described above, it is reasonable to set the
business service rates for Kendall at the levels
shown in Appendix B. The Commission finds
that Wis. Stat. § 196.2()4(61( bl, which is an im-
putation test, applies to business access line and
usage services offered by Kendall. The thre-
shold requirements for the imputation test are
spelled out in Wis. Stat. § l96.204(6l(al.

If a service meets the three threshold require-
ments, then that service must pass an imputation
test. The imputation test requires that the price
for the competitive service exceed the sum of
the tariffed inputs plus the TSLRIC costs of the
other inputs, which combine to create the ser-
vice. As described above, the 'order of magni-
tude' TSLRIC studies for local service (exclud-
ing the loop) are much lower than the rate for
business access line and usage service. Moreo-
ver, no party to this docket produced any evi-
dence that the rates for business access line and
usage services would not pass an imputation
test. Based on this, the Commission finds it rea-
sonable dirt the rates for business access line
and usage services pass the imputation test re-
quired by this statute. If any party believes that
the rates do not pass this test, that party may tile
a complaint with the Commission, and die
Commission will investigate this issue in greater
depth.

The first threshold requirement is that the utility
has a service offering that competes with anoth-
er provider. Kendall has testified that it faces
competition and its demand statistics show that
competitors are purchasing both resold local
services and the interconnection and unbundled
loops necessary to provide facilities-based com-
petition for local service. From this, the Com-
mission concludes that Kendall does offer local
service in competition with competitors, at least
in some of its service areas. Adequacy of the Record

The second threshold requirement is that Ken-
dall uses a UNE or network function that is not

*17 The IXCs have recommended that the
Commission find that the record in this case is
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plated another rate case in the future.insufficient to justify the requested increases,
and that the application be dismissed. Specifi-
cally, the IXCs pointed to the lack of Kendall-
specific TSLRIC cost studies and TSLRIC data.
Commission staff has also testified to problems
with the quantity and quality of the supporting
data supplied.

Information to be Filed in Future Rate Cases

The Commission finds that the level of informa-
tion supplied, although marginal, is not suffi-
cient to warrant dismissal of the rate case. As
discussed above, the Commission finds that the
TSLRIC information was barely sufficient to
determine that the rates for business access line
and usage services are above TSLRIC, as are
access and other rates. The Commission also
finds that the level of supporting information is
adequate to set final rates in this case, although
once again it just barely meets that threshold.
Specifically, the Commission finds troubling the
lack of historical data, which is partly beyond
the company's control because it only recently
purchased 19 of its 20 exchanges, as well as the
lack of price times quantity data and other sup-
porting information.

While the Commission determines that the in-
formation filed by Kendall in this proceeding is
sufficient to conclude the final phase, it also de-
termines that the quality of the data necessitates
requiring the company to refile a rate case with-
in two years. The Commission expects that fu-
ture rate case filings must be more complete, in
part to allow the Commission to process the ap-
plication in the time frame prescribed in Wis.
Stat. § 196.20(6), and to obviate the need to re-
quire refiling in the future. Future filings will
require information concerning price times test
year quantity for all services, historical data and
calculations to support these test year demand
figures, TELRIC studies for UNEs and inter-
connection, and analysis of TSLRIC levels ver-
sus proposed rates and imputation set forth in
Wis. Stat. § 196.204(5) and (6) for the specific
company's services. The Commission has di-
rected Commission staff to develop a more for-
mal set of guidelines for rate case filings, and
submit it to the Commission for approval.

Requirements and Limitations on Future Rate
Cases Filing oflnterconnection TarS`

The Commission has concerns about the quality
and quantity of the information filed in support
of this application. While it does find that the
information is sufficient to set final rates in this
docket, the Commission is not convinced that
the rates will remain appropriate in the long
term. Therefore, the Commission directs Ken-
dall to file a rate case within two years of the
date of this order. The Commission also finds
that it would not be appropriate for Kendall to
enter into an alternative regulatory plan using
these rates as a departure point. Therefore, the
Commission determines that Kendall may not
file for alternative regulation until it has com-

*18 The IXCs recommended that any rate in-
creases approved in this docket be made contin-
gent on Kendall filing tariffs for interconnection
service. Kendall responded that it was willing to
negotiate interconnection agreements, pursuant
to 47 U.S.C. § 251, and had already done so in
many cases. Kendall argued that it was not ne-
cessary to file tariffs to accomplish interconnec-
tion, since competitors could opt into the exist-
ing agreements. The Commission finds that it is
not reasonable to make rate increases contingent
on tiling such tariffs, and further finds that ta-
riffs covering interconnection are not required.
The Commission is available to mediate or arbi-
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trade if companies fail to reach interconnection
agreements.

Village fRock Springs

low the Commission to completely resolve this
problem in this docket. The company and staff
have worked on methods of resolving this prob-
lem, and should continue to do so. The company
must ensure that customers who were charged
ECC rates for calls within the village receive
full refunds, and that village residents are not
overcharged for such calls in the future.

The Village of Rock Springs is open territory,
and customers in the village may choose to re-
ceive service from either Kendall or Verizon
North-Wisconsin Opera t ions,  s ince the ex-
change boundaries for  these two companies
overlap at this point. The two companies' ex-
changes do not have an extended area service
arrangement to allow for calls between the two
exchanges to be treated as local calls. Instead,
the calls are charged for as ECC calls.

Initiation of Separate Rate Case for All Centu-
13/Tel Companies in Wisconsin

The Commission determined, years ago, that it
was not reasonable for village residents to pay
ECC charges to call their neighbors, just be-
cause the neighbors had chosen the other Tele-
phone company. Therefore,  the Commission
ordered a special arrangement, in which cus-
tomers in the village were to have special tele-
phone numbers, and calls between those num-
bers were not to be charged ECC or toll charges.
This arrangement was codified in the tariffs of
both Verizon North-Wisconsin Operations and
Ameritech Wisconsin (the previous owner of the
exchanges).

As previously discussed, the Commission has
addressed the threshold question as to whether
the present rate case should be dismissed or de-
nied due to insufficient evidence by determining
that it should not be dismissed or denied. The
IXCs suggested that a separate case should be
initiated which would address the rates of all 12
of the CenturyTel incumbent local exchange
carrier companies in Wisconsin on a combined
basis and include consideration of any changes
in the level of universal service funding for any
of those companies.

*19 The Commission does not consider this to
be an appropriate course of action at this time,
as the 12 CenturyTel companies in this state are
separate legal entities and must be accorded
such treatment for revenue requirement purpos-
es.

Reporting Requirements

When Kendall bought the exchange including
the Village of Rock Springs, its service repre-
sentatives were apparently unaware of this re-
quirement, and did not assign the special num-
bers only to village residents, nor did the repre-
sentatives ensure that the village residents were
always given the special numbers. As a result,
some village residents were charged ECC rates
for calls to other village residents, in violation
of Kendall's tariff

Long-Term Financial Plan

This problem was identified in a public hearing,
late in the rate case process. Time does not al-

The Commission determines that it is reasonable
to require Kendall to tile a long-term financial
plan to increase the financial strength of Kendall
on a stand-alone basis. The Commission deter-
mines that Kendall is totally dependent on Cen-
turyTel to raise capital. CenturyTel has a Baan
bond rating, the lowest rating that is considered
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to be investment grade debt. If CenturyTel's fi-
nancial position deteriorates, it may become re-
luctant to raise capital. In order to ensure the
continued provision of quality service to rate-
payers at reasonable rates, Kendall should be
able to raise capital independently. The issuance
of debt in order to pay three times book value
for the Ameritech Wisconsin exchanges has ti-
nancially weakened Kendall. Kendall has not
requested and will not receive a return from ra-
tepayers on the amount Kendall paid over book
value for the properties. Paying interest on the
amount over book value will continue to be a
drain on Kendall's cash flow.

Federal Universal Service Funding

Kendall should increase the amount of equity it
holds and maintain that larger amount of equity.
As the Commission has determined that a hold-
ing of 40 percent equity would provide a rea-
sonably balanced capital structure,  Kendall
should plan to increase its level of equity to at
least 40 percent. Kendall's plan should forecast
both utility and non-utility earnings as well as
debt service obligations on the full amount of
debt issued for the acquisition.

The Federal Communications Commission has
established restrictions on the provision of fed-
eral universal service funding for tenitories ac-
quired by rural companies from non-rural com-
panies. Based on Kendall's costs, it would not
have qualified for rural universal service fund-
ing even if this restriction did not exist. Rural
federal universal service funding offers a 'Safe-
ty-Valve' mechanism that allows tenitories ac-
quired from a non-rural utility to receive some
USF support for substantial new investment. If
Kendall becomes eligible for  'Safety-Valve'
funding, it would receive half of the funds a util-
ity would otherwise receive. The Commission
believes it is important to be informed where
telecommunication temltories are receiving only
limited universal service funding because of this
limitation. Accordingly, the Commission will
require reporting of federal universal service
funding received in the future, including those
funds received under the 'Safety-Valve' me-
chanism.

Audit of Kendall's Billing System

*20 The record identifies several situations
where Kendall was not charging its customers
the rates specified in its tariffs on tile with the
Commission. In light of these circumstances, the
Commission considers it appropriate to direct
Kendall to perform an audit of its billing system
and report the results of such study to die Com-
mission within 120 days of the mailing date of
this order.  Such audit may be performed by
CenturyTel personnel, rather than by an outside
vendor.

The Commission considered whether to apply
dividend restrictions to Kendall. It also consi-
dered the application of a structural separation
requirement and quality of service requirements.
As CenturyTe1 has continued to provide capital
to Kendall as necessary, the Commission has
determined not to apply any of these restrictions
or requirements at this time. Kendall's iiuture
performance can be evaluated based on the
long-term financial plan the Commission has
required Kendall to tile.  If Kendall does not
meet its financial objectives, the Commission
can consider these other tools that are available
to protect ratepayers and ensure the continued
provision of safe reliable service at reasonable
rates.

LOCOMStudy

The Commission generally subscribes to valua-
tion of charges from affiliates to the regulated
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amounts of $25,000 or less exist during the
above-specified three-month period.

incumbent local exchange canter (i.e., Kendall)
at LOCOM rather than simply at fully distri-
buted cost. Conversely, charges from Kendall to
its affiliates should be at HOC OM. The excep-
tion would be transactions with other regulated
incumbent telecommunications companies,
which should be at cost regardless of whether
the charges are to or from the affiliate.

Re/iling ofA]§'iliated Interest Agreements

The record indicates that only one of Kendall's
affiliated interest agreements currently contains
a reference to the LOCOM/HOCOM methodol-
ogy. In accordance with the above detennina-
tion, Kendall is directed to refile all affiliated
interest agreements that do not contain the LO-
COM/HOCOM methodology, with the excep-
tion of agreements with other regulated incum-
bent telecommunications companies, within 60
days of the mailing date of this order.

The Federal Communications Commission has
adopted an exception to the above, wherein
charges of non-utility affiliates that exist solely
to provide services to members of the utility's
corporate family are allowed to utilize fully dis-
tributed cost, which is synonymous with Centu-
ryTel's current practice. The Commission has
not previously adopted this exception and does
not believe that it is appropriate to adopt it at
this time.

*21 Order

1. The access rates set forth in Appendix C shall
be effective for access customers on the mailing
date of this order. Other rates in Appendix B
shall be effective at the time of die next practic-
able billing cycle.

2. Kendall shall file a long-term financial plan,
as described herein, within 120 days of the is-
suance of this order.

3. Kendall shall place into effect the rates shown
in Appendices B and C.

4. Kendall shall place into effect CENTREX
rates in accordance with its proposed tariff and
based on the business rates in Appendix B.

Commission staff and the IXCs suggested that
the Commission should direct Kendall to per-
form a LOCOM study for charges from its affil-
iates in cases when comparable market values
exist. (A HOC OM component of this study is
not required since Kendall does not provide ser-
vices to its affiliates, other than incumbent local
exchange carriers.) The Commission herein de-
termines that it is appropriate to direct that the
company perform such a study for the three pre-
vious full calendar months prior to die mailing
date of this order, and file the results with the
Commission within 120 days of this order. The
Commission recognizes that the administrative
burden associated with such a study is mini-
mized to a certain extent by limiting the fair
market valuations to those situations where
comparable market values exist. However, the
Commission also recognizes that requiring the
company to perform the study for de minims
activity is not warranted. Therefore, the Com-
mission specifies that a study is not required for
a particular service when aggregate dollar

5. Within 30 days after the mailing date of the
final decision in this proceeding, Kendall shall
file tariffs incorporating the rates and charges
contained in this order, unifying the rates and
charges in the Kendall and former Ameritech
Wisconsin exchanges and incorporating a
wholesale discount rate of 8.6 percent on its re-
sale offerings. Kendall shall not change rates not
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explicitly addressed in this order. LOCOM/HOCOM methodology.

6. Kendall shall issue refunds as described
above, report to the Commission the dates on
which refunds are issued, and the amounts re-
funded. Kendall shall also provide copies of the
calculations used in determining those amounts.

12. Kendall shall work with staff to ensure that
all customers in the Village of Rock Springs re-
ceive refunds for any ECC charges on calls
made to other customers in the village, and that
such charges do not apply in the fUture.

7. Wis. Stat. § 196.204(6)(b) applies to the busi-
ness access line and usage services provided by
Kendall.

13. Kendall shall file a new rate case within two
years of the date of mailing of this order, incor-
porating the filing guidelines to be developed by
Commission staff for such filings. Until comple-
tion of that rate case, Kendall may not file for
alterative regulation.

8. Kendall shall perform an internal audit of its
billing system and report the results of such
study to the Commission within 120 days of the
mailing date of this order. 14. Jurisdiction is retained.

*22 Dated at Madison, Wisconsin,9. Kendall shall report to the Commission if it
receives federal universal service funding at
such time as it becomes eligible for such fund-
ing in the future and shall also report the level of
federal universal service funding, as specified in
this order.

Notice of Appeal Rights

10. Within 120 days after the mailing date of the
final decision in this proceeding, Kendall shall
file with the Commission an accounting of all
charges Hom affiliates, above $25,000 in aggre-
gate value on a service-by-service basis, for the
three H111 calendar months preceding the month
of mailing of this decision and a comparison of
fair market value for each service when a com-
parable market value exists. If the company be-
lieves that a comparable market value does not
exist for a particular service, it shall include an
explanation as to the particulars for such belief.

Notice is hereby given that a person aggrieved
by the foregoing decision has the right to file a
petition for judicial review as provided in Wis.
Stat. § 227.53. The petition must be filed within
30 days after the date of mailing of this deci-
sion. That date is shown on the first page. If
there is no date on the first page, the date of
mailing is shown immediately above the signa-
ture line. The Public Service Commission of
Wisconsin must be named as respondent in the
petition for judicial review.

11. Within 60 days after the mailing date of the
final decision in dies proceeding, Kendall shall
file new affiliated interest agreements, with the
exception of agreements with other regulated
incumbent telecommunications companies,
when existing agreements do not incorporate the

Notice is further given that, if the foregoing de-
cision is an order following a proceeding which
is a contested case as defined in Wis. Stat. §
227.01(3), a person aggrieved by the order has
the further right to file one petition for rehearing
as provided in Wis. Stat. § 227.49. The petition
must be tiled within 20 days of the date of mail-
ing of this decision.
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If this decision is an order after rehearing, a per-
son aggrieved who wishes to appeal must seek
judicial review rather than rehearing. A second
petition for rehearing is not an option.

by Ms. Deborah Kuhn, Attorney WorldCom,
Inc. 205 North Michigan Avenue, 11 th Floor
Chicago, IL 60601 (PH: 312-260-3326/FAX:
312-470-5571) (Email: Debo-
rah.Kuhn@wcom.com)This general notice is for the purpose of ensur-

ing compliance with Wis. Stat. § 227.48(2), and
does not constitute a conclusion or admission
that any particular party or person is necessarily
aggrieved or that any particular decision or or-
der is final or judicially reviewable.

AT&T COMMUNICATIONS OF WISCON-
s1n, INC.

Revised 9/28/98

by Mr. Clark Stalker, Attorney AT&T Corpo-
rate Center 222 West Adams Street, Suite 1500
Chicago, IL 60606 (PH: 312-230-2653A=Ax:
312-230-8211) (Email: estalker@att.eom)

APPENDIXA
Courtesy List:

The following parties appeared before the agen-
cy in this matter.

Public Service Commission of Wisconsin

Mr. Niles Berman, Attorney Wheeler, Van
Siclde & Anderson, S.C. 25 West Main Street,
Suite 801 Madison, WI 53703 (PH: 608-255-
7277/FAX: 608-255-6006) (Email: nber-
man@wheelerlaw.eom)(Not a party but must be served) 610 N. Whit-

ney Way P.O. Box 7854 Madison, WI 53707-
7854 Mr. Timothy J. Steffes CenturyTel 2615 East

Avenue La Crosse, WI 54602 (PH: 608-796-
7895/FAX: 608-796-7890) (Email:
Tim.Steffes@Centur3/Tel.com)

CENTURY TELEPHONE ENTERPRISES and
CENTURYTEL OF THE MIDWEST-
KENDALL, INC.

Mr. Phillip Uekert AT&T Communications of
WI, INC. 44 E. Mifflin Street, Suite 600 Madi-
son, WI 53703-2877 (PH: 608-259-2223/FAX:
608-259-2203) (Email: puekert @art. com)

by Mr. Bradley D. Jackson, Attorney Mr. Mark
Edwards, Attorney Foley & Lardner 150 East
Gilman Street Madison, WI 53703 (PH: 608-
257-5035/FAX: 608-258-4258) (Email: bjack-
son@foleylaw.com) APPENDIX B

Current Rate

$8.75

New Rate

$15.30

$15_20 $15.30

W O R L D C O M ,  I N C .
Service

Single Party Residence - Former Ame-
ritech Exchanges

Single Party Residence - Kendall Ex-
change

Single Party Business - Former Ame-
ritech Exchanges

$22.60 $23.25
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$28.05 $23.25

$19.95

$22.60

$29.80

$11.30

$15.30

$23 .25

$23 .25

$11.63

Single Party Business - Kendall Ex-
change

pty School Ln Unlmt EAS

Coinless COCOTs

COCOTs

1 Pty Business Vacation rate - Am.
Exchanges

1 Pty Business Vacation - Kendall
exchange

Message pty Sts

Custom Bus Serv Add] Ln

1 Pty Residence Vacation

Lr Unlimited EAS Vacation

1 Pty Residence Employ

1 Pty Residence Employ

Basic Valu Pkg

Basic Valu 30 Pkg

Valu Plus Pkg

Valu Plus 30 Pkg

2nd R1 - Kendall

2nd R1 - Ameritech Ex.

System Trunk

PRI Access Line-36 Mo

PRI Access Line-60 Mo

BRI Access Line-Bus

BRI Access Line-Bus

BRI Access Line-Res

Flexline

Payphone Line

Payphone Line

Full Pub Coinless

Smart Public Payphn Coin

3-Way Calling - Res

Call Forward

Call Fwd W/Remote Actv

Call Forward Busy Bus

Call Forward Busy Res

Call Forward No Ans Bus

Call Forward No Ans

Call Forward-Business

Call Fwd W. Rems Act-Bus

Call Fwd W. Rest Act-Bus

$14.03 $11.63

$22.60

$14.75

$4.38

$7.60

$2.85

$2.88

$18.25

$18.25

$26.75

$26.75

$12.20

$8.75

$29.20

$440.00

$430. 00

$24.00

$25.00

$16.00

$9.95

$14.85

$20.30

$28.50

$14.85

$1.25

$1.25

$5.00

$0.75

$0.75

$0.75

$0.75

$1.25

$0.75

$5.00

$23.25

$23.25

$7.65

$7.65

$7.65

$7.65

$27.80

$30.49

$36.30

$36.30

$15.30

$15.30

$31 .40

$430.00

$420.00

$95.00

$95.00

$95.00

$17.95

$26.90

$26.90

$26.90

$26.90

$5.00

$5.00

$1.95

$125

$1.25

$1.25

$1.25

$5.00

$1.95

$1.95
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Custom Bus Call Fwd

Ccf 2 Ftr Discount Bus

Ccf 2 Ftr Discount Res

Ccf 3 Ftr Discount Bus

Ccf 3 Ftr Discount Bus

Ccf 3 Ftr Discount Res

Ccf 3 Ftr Discount Res

Ccf 4 Ftr Discount Bus

Ccf 4 Ftr Discount Res

Ccf 5 Ftr Discount Bus

Ccf 5 Ftr Discount Res

Ccf 6 Ftr Discount Bus

Ccf6 Ftr Discount Res

Ccf7 Ftr Discount Bus

Call Waiting m Residence

Call Waiting ah Bus

Custom Bus Call Wait

Do Not Disturb-Res

Multi-Ring Residence

Multi-Ring Residence

Multi-Ring Business

Multi-Ring Business

Speed Call 8

Speed Call 8

Speed Call 8 #Business

Distinctive Ring Business

Caller I.D. Business

Caller I.D. Residence

Caller I.D. Residence

Cling Sta# Id Tmk

Wake Up Service-Res

Cntx Caller Id

BRI Sw Voice 'B' Chan-Bu

BRI Sw Data 'B' Chan-Bus

BRI A/T Sw V/D 'B'-Bus

BRI Pk Sw Data 'D'-Bus

BRI Access Line-Res

BRI Sw Voice Sew' B'-Res

BRI Sw Data Serf 'B'-Res

BRI A/T Sw V/D 'B'-Res

Combined Res/Bus Service

Combined Bus/Bus Service

$2.75

$(0.75)

$(1.54)

$(1.50)

$(1 .13)

$(4.00)

$(3.08)

$(2.00)

$(6.00)

$(2.50)

$(8.00)

$(3.00)

$(10.00)

$1.00

$1.25

$1.25

$2.75

$1 .25

$1.50

$2.00

$1.50

$4.00

$1.25

$5.00

$5.00

$4.00

$4.75

$4.75

$6.50

$5.00

$1.25

$2.71

$5.60

$4.00

$4.00

$6.50

$16.00

$4.00

$4.00

$4.00

$5. 75

$14.85

$5.00

$(0.91)

$(1.83)

$(3.00)

$(2.74)

$(3.00)

$(2.74)

$(4.00)

$(4.00)

$(5.00)

$(5.00)

$(6.00)

$(6.00)

$(7.00)

$5.00

$5.00

$5.00

$1.50

$3.00

$3.00

$3.00

$3.00

$3.50

$3.50

$3.50

$5.00

$7.00

$7.00

$7.00

$7.00

$3.50

$2.50
$_

$-

$_

$_

$95.00
$_

$_

$_

$17.95

$26.90

© 2009 Thomson Reuters/West. No Claim to Orig. US Gov. Works.



2001 WL 1744202 (Wis.P.S.C.) Page 28

Touchstone-Res

Touchstone-Bus

$1.00

$1.00

$_

$_

APPENDIX C

Switched Access

Originating CCLC

Terminating CCLC

Local Switching 2

INFOSUR

Transport Termination

Transport Facility

Tandem Switching

Common Trunk Port

Common Multiplexing

800 Database Query

Current Rate

Former Am. Exchs.
$_

$0.0348660

$0.0060730

$0.0004900

$0.0001900

$0.0000310

$0.0015850

$0.0004920

$0.0000380

$0.0010380

Current Rate

Kendall Exchange

$0.0100000

$0.0348660

$0.0192000

$0.0139000

$0.0057000

$0.0002000

n/a

n/a

Wa

$0.0055000

New Rate

A11 Exchanges

$0.0100000

$0.0250000

$0.0150000

$0.0239400

$0.0004800

$0.0000510

$0.0053200

$0.0004920

$0.0000380

$0.0117700

Current Rate

Former Am. Exchs.

Current Rate

Kendall Exchange

New Rate

A11

$0.25

$24.00

n/a

N/A

eliminate

$35 .38

$42.00 N/A $55.60

Entrance Facility Services

Exchanges

Intrastate PICC

Entrance Facility - DSO 2
wlre

Entrance Facility - DSO 4
wire

Entrance Facility - DS1

EF DS1 Transport

Entrance Facility - DS3

EF DS3 Transport

DTT CMT - DSO

DTT CMT - DSI

DTT CMT - DS3

DTT CMF - DSO

DTT CMF - DS1

DTT CMF - DS3

SS7 Entrance Facility

SS7 CMT

SS7 CMF

SS7 STP Port

$165.00

N/A

N/A

N/A

$20.70

$70.00

N/A

$1.38

$20.00

N/A

$42.00

$20.70

$1 .38

$886.00

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

$151.63

$30.33

$2,426.08

$343.69

$7.50

$50.00

$320.00

$0.30

$5.36

$90.98

$55.60

$7.50

$0.30

$900.00

Optional Features
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VG Bridging4-wire
VG Bridging - 4. ADDS

$14_00

$8.00

Current Rate

Former Am. Exchs.

$14.00

$8.00

Current Rate

Kendall Exchange

$13 .70

$13 .70

New Rate

AilSpecial Access Services

Exchanges

CT - Metallic

CT - DSO 2 wire

CT - DSO 4 wire

CT - 2.4K

CT - 4.8K

CT - 9.6K

CT - 19.2K

CT - 56.0K

CT - 64.0K

CT - DS1

CT - DS1 Transport

CT - DS1 3 Year

CT - DS1 5 Year

CT - DS3

CT Loop Transport - DS3

CMF - Metallic

CMF - DSO

CMF - 2.4K

CMF - 4.8K

CMF - 9.6K

CMF - 19.2K

CMF - 56.0K

CMF - 64.0K

CMF .. DS1

CMI* - DS1 3 Year

CMF - DS1 5 Year

$24.00

$24.00

$42.00

$85.00

$85.00

$85.00

$85.00

$85.00

$85.00

$165.00

N/A

N/A

N/A

N/A

N/A

$2.00

$1.38

$1.00

$1.00

$1.00

$1.00

$1.00

$1.00

N/A

N/A

$20.00

$104.00

$20.00

$20.70

$13.00

$13.00

$13.00

$13.00

$13.00

$13.00

N/A

CMF - DS3

CMT - Metallic

CMT - DSO

CMT - 2.4K

CMT - 4.8K

CMT - 9.6K

CMT - 19.2K

CMT - 56.0K

CMT - 64.0K

CMT - DSI

$24.00

$24.00

$42.00

$85.00

$85.00

$85.00

$85.00

$85.00

$85.00

$165.00

N/A

$165.00

$165.00

N/A

N/A

$2.00

$1.38

$1.00

$1.00

$1.00

$1.00

$1.00

$1.00

$20.00

$20.00

$20.00

$104.00

$20.00

$20.70

$13.00

$13.00

$13.00

$13.00

$13.00

$13.00

$70.00

$35.38

$35.38

$55.60

$88.96

$88.96

$88.96

$88.96

$88.96

$97.86

$151.63

$30.33

$165.00

$165.00

$2,426.08

$343.69

$0.30

$0.30

$0.30

$0.30

$0.30

$0.30

$0.30

$0.30

$5.36

$20.00

$20.00

$90.98

$7.50

$7.50

$7.50

$7.50

$7.50

$7.50

$7.50

$7.50

$50.00
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CMT - DS1 3 Year

CMT - DS1 5 Year

CMT - DS3

$60.00

$105.00

$858.11

N/A

$70.00

$858.11

$60.00

$105.00

$320.00

END OF DOCUMENT
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Re CenturyTel of Central Wisconsin,
2055-TR-102
5846-TR- 102

LLC

Wisconsin Public Service Commission
September 24, 2002

a $7,878,834 increase for TUSA, which amount
to an overall 8.6 percent increase from August
21, 2001, authorized interim rates for Central
and an overall 27.4 percent increase from Au-
gust 21, 2001, authorized interim rates for TU-
SA. Such final rates supersede the interim rates
established in the 2055-NC-100, 2055-TR-100,
2055-TR-101, 5846-NC-100, 5846-TR-100, and
5846-TR-101 proceedings. No refunds are re-
quired for any subject-to-refund period for ei-
ther company.

BY THE COMMISSION:
Introduction

*I FINAL DECISION

This is the final decision, pursuant to Wis. Stat.
88 196.02, 196.03, 196.20, 196.204, and 19637,
on the applications of CenturyTel of Central
Wisconsin, LLC, ('Central') (Utility No. 2055)
and Telephone USA of Wisconsin, LLC, ('TU-
SA') (Utility No. 5846) (together 'Applicants'),
as rate-of-return regulated telecommunications
utilit ies,  for  authority to increase telephone
rates. This decision disposes of the interim ini-
t ia l ra tes  author ized by the Public Service
Commission ('Commission') that were set sub-
ject to refund in Orders dated September 13,
2000, in dockets 2055-NC-100 and 5846-NC-
100, and in an Order dated November 3, 2000,
in dockets 2055-TR-100 and 5846-TR-100. This
decision also disposes of the interim increases in
rates granted by the Commission that were set
subject to refund in an Order dated August 21,
2001, in dockets 2055-TR-101 and 5846-TR-
101.

Applicants were created effective October 1,
2000, through the purchase by CenturyTe1, Inc.
('CenturyTel'), of 77 exchanges FN1 from Veri-
zon North, Inc. ( 'Verizon'), formerly GTE
North, Inc. On September 13, 2000, the Com-
mission issued Orders FN2 authorizing each AP-
plicant to operate as a public utility on an inte-
rim basis pending permanent certification. Ini-
tial rates authorized were the rates that Verizon
had been charging at the 77 exchanges.

Final overall rate changes, supplemental to the
interim increases granted earlier by the Com-
mission, are hereby authorized consisting of  a
$2, 799, 70] annual rate increase for Central and

On November 3, 2000, the Commission granted
pennanent operating authority to the Applicants.
FN3At the same time, the Commission issued an
Interim Order FN4 affirming its decision to keep
all rates at the previous levels and malting such
rates subject to refund if revenues were found to
be excessive following collection of data for one
year. This Interim Order also made provision for
increasing access rates, which the Applicants
had proposed to do in their applications for op-
erating authority, in the event that an Applicant
could demonstrate a revenue shortfall prior to
the required filing of a rate case following one
year of operation.
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August 20, 2001, die day immediately prior to
the effective date of the Comlnission's decision
dated August 21, 2001, in dockets 2055-TR-101
and 5846-TR-101. Revenues at present rates
reflect pre-August 21, 2001, rates for the entire
2001 test (bridge) year.

On May 29, 2001, Central and TUSA submitted
applications pursuant to Wis. Stat. §§ 196.20,
196.395,  and 196.70 for authority to increase
telephone rates for a temporary period. Appli-
cants requested an annual increase for intrastate
operations based on actual results for the six
months ending March 31, 2001. A hearing was
held on the applications on June 27, 2001. The
Commission issued an Order dated August 21,
2001, in dockets 2055-TR-101 and 5846-TR-
101, authorizing annual increases in intrastate
access ra tes of $4,261,706 for  Centra l and
$3,658,864 for  TUSA. Such increases were
granted on a subject-to-refund basis.

Applicants' revenue requirements are also de-
termined for January 1, 2002, through Decem-
ber 31, 2002 (2002 test year). The 2002 test year
serves a dual purpose:

1. To determine whether a refund is necessary
for the subject-to-refUnd period commencing
August 21, 2001. Revenues at present rates re-
flect the interim increase in canter access rates
authorized in the August 21, 2001, decision for
the entire 2002 test year, and

*2 On January 18, 2002, the Applicants submit-
ted applications for authority to increase tele-
phone rates. Central requested a $4,714,202
(14.7 percent) annual increase (over and above
the August 21, 2001, authorized interim in-
crease) for intrastate operations based on actual
results for the year ending September 30, 2001.
TUSA requested a $10,912,390 (38.6 percent)
annual increase (over and above the August 21,
2001, authorized interim increase) for intrastate
operations based on actual results for the year
ending September 30, 2001. Both Central and
TUSA posited that no refund was necessary for
any subj et-to-refund periods.

2. To establish future (forward-looldng perma-
nent) rates for Central and TUSA's customers.

AT&T Communications of Wisconsin, Inc., and
WorldCom, Inc. (collectively, the 'IXCs'), and
the Citizens Utility Board ('CUB') participated
as interveners in this proceeding.

The Applicants' permanent rate application was
processed under the provisions of Wis. Stat. §
196.20(6). This statutory section provides that a
mid-sized telecommunications company's pro-
posed rates become effective if the Commission
does not issue a final order within 180 days after
receipt of an application, unless extended up to
30 days by the hearing examiner or extended by
mutual agreement between the Commission and
the company. At the prehearing conference in
this proceeding, held on April 1, 2002, there
was a stipulation that the 180-day period for
purposes of Wis. Stat. § 196.20(6) would end on
September 3, 2002. On August 16, 2002, the
Commission staff filed a motion for a 30-day
extension of the date by which an order may be
issued in this proceeding. Neither Applicants
nor any party opposed the motion. By order of
the Commission's  administra t ive law judge
dated August 21, 2002, the deadline was ex-
tended to October 3, 2002.

In this proceeding, the base year covered the
period October 1, 2000, through September 30,
2001, the first 12 months' operations for Appli-
cants. The bridge year for purposes of determin-
ing Applicants' revenue requirements is January
1, 2001, through December 31, 2001. This year
is used for determining whether a refund is ne-
cessary for the subject-to-refund period through
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rowing for the 2001 test year is 7.25 percent for
both companies.

5. A reasonable return on utility common equity
for purposes of the 2001 test year is 12.25 per-
cent for both companies.

Hearings were held on June 25 and 26, 2002, in
Madison. At the hearings, Applicants modified
their requested annual increase amounts to
$4,248,821 for Central and $10,749,509 for
TUSA. Hearings were also held on July 16,
2002, in Madison, Menomonie, and Green Bay
and on July 17, 2002, in Madison, La Crosse,
and Platteville. The Commission discussed this
matter at its open meetings on September 17 and
19, 2002. The parties who appeared before the
Commission are listed in Appendix A. Other
individuals who appeared are listed in the
Commission's files. This proceeding applies on-
ly to Applicants' intrastate rates.

6. Based on the above, reasonable weighted av-
erage costs of capital for the 2001 test year are
9.64 percent for Central and 9.89 percent for
TUSA.

*3 Findings of Fact

7. It is reasonable to apply the respective ratios
of net investment rate base plus plant under con-
struction to capital applicable primarily to utility
operations and accumulated deferred investment
tax credits to the weighted costs of capital to
derive the required rates of return on net in-
vestment rate base for the 2001 test year for
Central and TUSA.

1. Pre-August 21, 2001, authorized interim rates
for Central's telecommunications services will
produce Wisconsin intrastate operating revenue
of $28,179,457 for the 2001 test year. Pre-
August 21, 2001, authorized interim rates for
TUSA's telecommunications services will pro-
duce Wisconsin intrastate operating revenue of
$25,041,952 for the 2001 test year.

8. Reasonable required rates of return to be ap-
plied to the average net investment rate bases
for the computation of the overall return re-
quirements in dollars for the 2001 test year are
9.70 percent for Central and 10.17 percent for
TUSA.

2. The estimated rates of return on average net
investment rate bases at preAugust 21, 2001,
authorized interim rates subj et to the Commis-
sion's jurisdiction for the 2001 test year are 4.69
percent for Central and 0.40 percent for TUSA.

9. Currently authorized interim rates for Cen-
tral's telecommunications services will produce
Wisconsin intrastate operating revenue of
$32,048,268 for the 2002 test year. Presently
authorized interim rates for TUSA's telecom-
munications services will produce Wisconsin
intrastate operating revenue of $28,331,479 for
the 2002 test year.

3. Reasonable utility capital structures for reve-
nue requirement purposes for the 2001 test year
consist of 47.86 percent common equity and
52.14 percent long-term debt for Central and
52.80 percent common equity and 47.20 percent
long-term debt for TUSA, the latter based on
CenturyTe1's capital structure at December 31,
2001.

10. The estimated rates of return on average net
investment rate bases at current rates subj et to
the Commission's jurisdiction for the 2002 test
year are 6.60 percent for Central and 1.20 per-
cent for TUSA.

4. A reasonable interest rate for long-term bor-
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pricing individual pieces (elements) of the net-
work.

11. Reasonable utility capital structures for rev-
enue requirement purposes for the 2002 test
year consist of 54.99 percent common equity
and 45.01 percent long- term debt for Central
and 52.80 percent common equity and 47.20
percent long-term debt for  TUSA, the latter
based on CenturyTel's capital structure at De-
cember 31, 2001.

18.  Tota l service long-mn incremental cost
('TSLRIC') was adopted by 1993 Wisconsin
Act 496 ('Act 496') as a price floor and as a
means of testing for cross- subsidies.

12. A reasonable interest rate for long-term bor-
rowing for the 2002 test year is 7.25 percent for
Central and TUSA.

19. TELRIC is typically higher than TSLRIC,
because TELRIC includes a markup to reflect a
reasonable profit and an allocation of joint and
common costs.

13. A reasonable return on utility common equi-
ty for purposes of the 2002 test year is 12.25
percent for Central and TUSA.

20. Applicants are each telecommunications
utilities with less than 150,000 access lines.

14. Based on the above, reasonable weighted
average costs of capital for the 2002 test year
are 10.00 percent for Central and 9.89 percent
for TUSA.

21. The local loop is the connection between the
customer's premises and the telephone company
central office. The local loop may be all copper
or may be composed of copper and fiber optics.

15. It is reasonable to apply the respective ratios
of net investment rate base plus plant under con-
struction to capital applicable primarily to utility
operations and accumulated deferred investment
tax credits to the weighted costs of capital to
derive the required rates of return on net in-
vestment rate base for the 2002 test year for
each company.

22. If all local loop costs were recovered solely
through local rates, the resulting rates would be
extremely high. This would result in a large
number of customers having unaffordable rates
and would trigger high rate assistance credits.
The impact on the intrastate universal service
fund ('USF'), which reimburses companies for
high rate assistance credits, would be detrimen-
tal to customers.

16. Reasonable required rates of return to be
applied to the average net investment rate bases
for die computation of the overall return re-
quirements in dollars for the 2002 test year are
10.06 percent for Central and 10.18 percent for
TUSA.

23. Local loop costs are not traffic sensitive,
meaning that they do not vary with usage. Eco-
nomic theory does not provide a method of cal-
culating the efficient allocation of non-traffic
sensitive costs. Ramsey Pricing, although not
universally accepted, calls for those costs to be
allocated primarily to the least elastic service.

17. The Federal Communications Commission
('FCC') created total element long run incre-
mental cost ('TELR1C') as a standard for pric-
ing unbundled network elements ('UNEs') and
interconnection. It is intended as a means of

24. The Applicants offer a 9 cents toll rate and
have not proposed to adjust this rate as a part of
this proceeding.
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25. The Applicants are required to file a rate
case if they seek an adjustment in toll rates.

net investment rate base for  development of
Applicants' revenues at present rates and reve-
nue requirements for the 2001 and 2002 test
years.26. It is reasonable to use Common Carrier Line

Charge ('CCLC') rates to recover the shared
loop cost attributable to access customers. 6. It is reasonable for Applicants' 2001 test year

revenues to include various adjustments as de-
tailed elsewhere in this order.27. It is reasonable to maintain a rate disparity

between business and residential rates such that
business rates exceed residential rates by a ratio
of approximately 1.3:1 .

*4 Conclusions fLaw

1. The Commission concludes that it has author-
iw under Wis. Stat. §§ 196.02, 196.03, 196.20,
196.204, and 196.37 to issue the following or-
der.

7. It is reasonable to determine that it was ap-
propriate for Central to incur costs for loading
of customer information into the Canter Order
and Provisioning System ('COPS') and MAR-
TENS and that a portion of such costs qualify
for amortization under the Commission's de-
ferred accounts policy over a four-year period
commencing with the 2001 test year. It is rea-
sonable to determine that it was appropriate for
TUSA to incur costs for loading of customer
information into COPS and that such costs qual-
ify for amortization under the Commission's de-
ferred accounts policy over a four-year period
commencing with the 2001 test year.

2. The information submitted by Applicants is
sufficient to allow die Commission to determine
whether a refund is necessary for all subject-to-
refund periods for both companies.

3. The information submitted by Applicants is
sufficient to allow the Commission to determine
whether revenue deficiencies exist for purposes
of establishing permanent rates and to use that
information in authorizing permanent rates.

8. It is appropriate to determine that Applicants'
lower of cost or fair market value ('LOCOM')
studies of charges from affiliates are reasonable
for purposes of this proceeding.

4. It is appropriate to compare Applicants' reve-
nue requirements for the 2001 test year with
revenues at pre-August 21, 2001, authorized
rates (excluding the interim rate increase) for
purposes of determining whether a refund with
interest is required for the October 1, 2000,
through August 20, 2001, subject-to-refund pe-
riod.

9. It is reasonable to conclude that Applicants
met the burden of proof under Wis. Stat. §
196.52(3)(b)2. to justify inclusion of affiliated
charges, as adjusted by the Commission, in both
their 2001 and 2002 test year revenue require-
ments.

10. It is appropriate to include income taxes in
Applicants ' 2001 test  year  revenue require-
ments.

5. It is appropriate in this case to include allow-
ance for funds used dur ing construction
('AFUDC') income as an operating revenue and
telecommunications plant under construction in

11. It is reasonable for the Applicants' 2001 test
year revenue requirements to include various
other adjustments as detailed elsewhere in this
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order. capital structure for the 2002 test year for Cen-
tra1's revenue requirement calculations. It is rea-
sonable to utilize CenturyTe1's capital structure
at December 31, 2001, for TUSA's 2002 test
year revenue requirement calculations.

12. It is reasonable to utilize Central's projected
capital structure for the 2001 test year for Cen-
tral's 2001 test year revenue requirement calcu-
lations. It is reasonable to utilize CenturyTel's
capital structure at December 31, 2001, for TU-
SA's 2001 test year revenue requirement calcu-
lations.

20. Presently authorized rates are deficient since
they produce rates of return on average net in-
vestment rate base for the 2002 test year of 6. 60
percent for Central and 1.20 percent for TUSA.

13. It is reasonable to utilize CenturyTel's
blended average cost of debt of 7.25 percent for
Applicants' 2001 cost of long-tenn debt.

21. Reasonable annual increases in operating
revenues to produce a 10.06 percent return on
Central and 10.18 percent return on TUSA's re-
spective average net investment rate base for
Wisconsin intrastate operations for the 2002 test
year are $2,799,701 and $7,878,834, respective-
ly-

14. RefUnds to Applicants' customers are not
required for any subject-to-refund period be-
cause revenues at respective authorized rates
produce insufficient rates of return on net in-
vestment rate base for both the 2001 and the
2002 test years. 22. It is reasonable to approve final rates for in-

trastate service for the 2002 test year for the re-
spective customer classes as shown in Appen-
dices B, C, and D.

15. It is appropriate to compare Applicants' rev-
enue requirement for the 2002 test year with
revenues at present rates (including the August
21, 2001, interim rate increase) to determine
whether refunds are required for the subject-to-
refund periods commencing August 21, 2001,
and whether a revenue deficiency exists for pur-
poses of establishing permanent rates.

23. It is reasonable to require Applicants to re-
port federal USF moniess received, including
those received under the safety-valve mechan-
ism.

16. It is reasonable for Applicants' 2002 test
year revenues to include various adjustments as
detailed elsewhere in this order.

24. A primary function of access services is to
transport a call between the customer's premises
and the INC point of presence. Access service is
a 'telecommunications service' under Wis. Stat.
§ 196.2()4(5).

17. It is appropriate to include income taxes in
Applicants' 2002 test year revenue require-
ments.

25. The rates approved herein are reasonable
pursuant toWis. Stat. § 196.03(6).

18. It is reasonable for the 2002 test year reve-
nue requirements to include various other ad-
justments as detailed elsewhere in aNs order.

26. Wis. Stat. § 196.20)(6) applies to the Appli-
cants' toll services.

19. It is reasonable to utilize Central's projected
27. Based on the toll rate entered on this record,
the Commission is bound by the imputation re-

© 2009 Thomson Reuters/West. No Claim to Orig. US Gov. Works.



2002 WL 31970289 (Wis.P.S.C.) Page 7

quirement to set access rate components at le-
vels, that when combined, do not exceed that
toll rate.

racy of Applicant's projections. In addition, no
adjustment is appropriate at this time for un-
substantiated improvements in the state of the
economy in Applicants' service areas for the
2002 test year.*5 Opinion

Applicants and Their Business

Applicants are telecommunications utilities, as
defined in Wis. Stat. § 196.01(101, engaged in
providing telecommunications utility service in
77 exchanges located throughout the state of
Wisconsin. Telecommunications service is pro-
vided to approximately 132,000 access lines.
Fn Applicants are each a limited liability compa-
ny (' LLC'), and the ultimate parent corpora-
tion is CenturyTel, based in Monroe, Louisiana.
Applicants purchased the exchanges in which
they currently provide service from Verizon, on
October l, 2000.

Net Operating Income

In late 2001 and early 2002, TUSA replaced 15
VIDAR FNe central office switches in its service
territory. As noted above, the Commission de-
tennines that TUSA's trending technique uti-
lized in determining its 2002 test year local rev-
enues at present rates is reasonable. However,
the question arose on the record as to whether
TUSA's 2002 projection adequately considered
the additional revenues to be realized from op-
tional telecommunications services purchased
by customers in those areas where the VIDAR
switches were replaced. The Commission notes
that in some situations where switches were re-
cently replaced, an increase in revenues was not
realized by TUSA until several months after re-
placement. Therefore, the Commission consid-
ers it inappropriate to increase TUSA's 2002
local service revenues at present rates for this
item.

CUB proposed an approximate increase of
$583,000 in Central's 2002 long distance reve-
nues at present rates and a slight decrease in
TUSA's 2002 long distance revenues based on
its analysis. Applicants provided information in
Delayed Exhibit 99 supporting an increase of
$54,000 in Central's long distance revenues and
a $540,000 decrease in TUSA's revenues from
the originally-filed 2002 test year estimates,
Commission staff did not present any adjust-
ment to Applicants' original 2002 long distance
revenue estimates at the June 2002 hearings.

The record in this proceeding is replete with
discussion concerning whether any adjustments
to Central and TUSA's 2002 test year local ser-
vice revenues at present rates are warranted. The
CUB generally recommended that Applicants'
local revenues at present rates be increased for
various reasons, including a projected improve-
ment in the economy. Applicants noted that up-
dated information confirmed their originally-
tiled 2002 projections, Commission staff did not
reflect any adjustments to such estimates, other
than reclassifying TUSA's UNE and collocation
revenues from miscellaneous revenues to local
revenues and increasing the UNE revenues to an
updated estimate. Based on the Commission's
review of the record in this proceeding, no ad-
justment to either company's estimate of 2002
local service revenues at present rates, other
than staffs UNE and collocation item for TU-
SA, is appropriate based on the confirmed accu-

*6 While utilization of Applicants' trending
technique appears to support the revised projec-
tions in Delayed Exhibit 99, the Commission is
concerned that further analysis of Applicants'
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updated revenues at present rates and revenue
requirement might support additional adjust-
ments to various items, some wide the potential-
ly offsetting effect on Applicants' revenues
and/or revenue requirement. Such information is
not contained in this record. Therefore, the
Commission determines that no adjustment to
Applicants' 2002 long distance revenues at
present rates is appropriate at this time. Com-
missioner Garvin dissented.

Zion declines to adjust Applicants' revenues in
this regard, it determines that it is appropriate to
impose a reporting obligation on Applicants
concerning receipt of any federal USF monies,
including, but not limited to, safety-valve sup-
port funding.

In its order dated November 2, 1995, in docket
05-US-102, the Commission stated that it
adopted, subject to review on a case-by-case
basis, inclusion of AFUDC income as an operat-
ing revenue and telecommunications plant under
construction in net investment rate base for de-
velopment of revenue requirement or earnings
calculations. The Commission affirms in this
case inclusion of AFUDC income in revenues at
present rates for both companies, based on the
cost rate for long-tenn debt determined to be
reasonable in this decision and the record in this
proceeding. The Commission notes in this re-
gard that Central and TUSA share similar oper-
ating characteristics with CenturyTel of the
Midwest-Kendall, LLC (Kendall), for which the
Commission affirmed inclusion of AFUDC in-
come in revenues at present rates in its decision
dated October 31, 2001, in docket 28l5-TR-
103. FN7

The Commission is required under Wis. Stat. §
l96.09(9l to biennially issue an order audioriz-
ing a range of annual depreciation rates for each
class of plant and a composite range of annual
depreciation rates for all classes of plant. On
January 17, 2001, the Commission issued its
biennial depreciation Order in docket 05-DT-
104, specifying a range of composite deprecia-
tion rates of 6.25 percent to 9.25 percent. The
Commission finds that Applicants' depreciation
rates are just and reasonable under Wis. Stat. §
196.09(9)(b) for the 2001 and 2002 test years
since they fall within the docket 05-DT-104 au-
thorized range. As noted later in the discussion
of Applicants' required returns on equity, the
Commission declines the CUB's invitation to
decrease the required returns by 100 basis points
based on the CUB's interpretation that Appli-
cants' depreciation rates are excessive outside of
the 05-DT-104 arena.

An issue concerned whether either or both com-
pany's revenues at present rates should be in-
creased for federal USF monies to be received
by Applicants during the test years. While it is
anticipated that Applicants may be eligible for
federal USF safety valve support funding in July
2003, the Commission determines that it is in-
appropriate to adjust Applicants' revenues, since
Applicants are not currently eligible nor are they
expected to be eligible for such monies during
the 2001 or 2002 test years. While the Commis-

*7 Applicants also requested consideration in
the 2001 and 2002 revenue requirements, under
the Commission's deferred accounts policy, of
costs associated wide loading of customer i11-
fonnation into the COPS and MARTENS, FN8
asldng for a four-year amortization of such costs
commencing wide the 2001 test year. COPS fa-
cilitates the provisioning of special access cir-
cuits, trunks, and facility circuits, it also tracks
circuit order status, channel assignment, and the
physical inventory associated with orders.
COPS also interfaces with the Carrier Access
Billing System ('CABS') to facilitate the billing
of installed circuits to customers. MARTENS
consists of cable pair assignment, which assists
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in adding new customers and addressing trouble
reports. MARTENS is a mainframe-based ap-
plication utilizing a database of customer and
plant facility information that allows the cus-
tomer service center to provision new services
automatically. It also assists in adding custom-
ers and addressing trouble reports. The specific
total amounts a t  i s s u e  f o r  C en t r a l  wer e
$382,500, as updated, for COPS and $337,456
for MARTENS; TUSA's total COPS loading
costs at issue amounted to $400,000. A majority
of the COPS loading costs were incurred in ca-
lendar year 2001, with a small amount booked
in 2000 and additional amounts in 2002, all of
Central's MARTENS loading costs were in-
curred in either calendar year 2001 or 2002.

docket 2815-TR-l03.Therefore,  the amounts
associated with calendar year 2000 will be disal-
lowed from the deferral calculation. Fn°Normally
the Commission's deferred accounts authoriza-
tions are prospective in nature. This issue was
first brought to the Commission's attention in
the final phase of this proceeding.  While it
would have been preferable that such requests
for deferred accounts treatment be initially prof-
fered in the interim phase, dockets 2055-TR-lOl
and 5846-TR-101, the Commission acknowl-
edges that both the 2001 and 2002 test years are
at issue in the current proceeding. Therefore, the
Commission determines that all of the requested
amounts incurred subsequent to calendar year
2000 qualify for amortization under the deferred
accounts policy, FN10 commencing in the fourth
quarter of 2001. The Commission believes that
the requested four-year amortization periods are
reasonable for these amortizations.

The evaluation criteria set forth in the Commis-
sion's Statement of Position ('SOP') 94-01, De-
ferred Accounts, are as follows: (1) The amount
is outside the control of the utility, (2) The ex-
penditure is unusual and infrequently recuning,
(3) The immediate recognition of the expendi-
ture causes the utility serious financial harm or
significantly distorts the current year's income,
or (4) The immediate recognition of the expend-
iture causes significant ratepayer impact.

*8 Significant amounts of charges from Appli-
cants' affiliates are included in the company's
operating expenses. Applicants have the burden
of proof under Wis. Stat. § l96.52(3)(b)2.  to
establish the reasonableness of the payment or
compensation between Applicants and their af-
filiates. If the Applicants do not meet this bur-
den, the alternative is exclusion of a portion or
the entirety of such affiliated charges from AP-
plicants' revenue requirement calculations for
the 2001 and 2002 test years.

The Commission notes  tha t  the COPS and
MARTENS loading costs are unusual and infre-
quently recur*ing, thus satisfying criterion num-
ber 2. This is sufficient to be eligible under the
Commission's deferred accounts policy, in that
it meets at least one of the evaluation criteria.
While the Commission believes that it was rea-
sonable for the Applicants to expend these mo-
nies for COPS and MARTENS and that the Ap-
plicants are not required to satisfy all of the cri-
teria set forth in the deferred accounts policy for
such expenditures to be eligible for deferral, the
Commission believes that the expenditures in
calendar year 2000 should not be considered
under this policy, as it determined for Kendall in

On the record, the IXCs questioned whether
Applicants met this burden of proof; including
the amounts at the affiliate level, the allocation
of such amounts to Applicants, and LOCOM
studies filed with the Commission by Appli-
cants. The IXCs posited that it was necessary
for Applicants to introduce all of the supporting
documentation on the record to satisfy this bur-
den of proof The Commission determines that,
for purposes of this proceeding, Applicants have
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met this burden, based on documentation of cost
center amounts at die affiliate level, details con-
cerning the allocation of such costs to Appli-
cants, and the LOCOM studies filed with the
Commission. While it is correct that all support-
ing documentation was not  entered into the
record, adequate information is available to the
Commission to render a decision concerning the
sufficiency of documentation associated with
such burden of proof The Commission finds
that the testimony and exhibits in this proceed-
ing support a finding that Applicants have met
this burden of proof with the exception of vari-
ous adjustments suggested by Commission staff.
The record also supports a finding that the AP-
plicants ' LOCOM studies demonstrate that,
where comparable market values exist, charges
from affiliates to Applicants are at the lower of
cost or fair market value.

parent, CenturyTel, for federal and state income
taxes based on corporate tax rates because Cen-
turyTel files a consolidated tax return on behalf
of all CenturyTel affiliates. Applicants provided
the monthly journal entries demonstrating in-
come tax accruals and the applicable affiliated
interest agreement covering income taxes. The
Commission previously addressed the issue of
whether income taxes should be allowed in a
revenue requirement detennination for an LLC
in docket 2815-TR-103 concerning Kendall.

*9 In its initial brief filed in this proceeding on
July 23, 2002, TUSA conceded 'that they have
not met their burden of proof with regard to the
corporate income tax status of Telephone USA
Investments, Inc., which holds 10 percent of the
equity of Telephone USA. In addition, 1 percent
of Telephone USA is owned by individual in-
vestors. ' Based on TUSA's acknowledgment,
the Commission disallows ll percent of TU-
SA's income tax expense for both the 2001 and
2002 test years.

The Commission performed a comprehensive
review of CenturyTel's affiliated activities in
1995 in docket 05-TI-l36.Because this same
level of Commission resources was unavailable
for this proceeding, Commission staff updated
the Commission's methodology concerning affi-
liated interest disallowances, as set forth in the
1995 Order, for application to 2001 and 2002
test year expenses. The Commission finds that it
is reasonable for purposes of determining Ap-
plicants' 2001 and 2002 test year expenses to
utilize die approach employed by Commission
staff, based on an update of the Commission's
methodology used in docket 05-TI-l36.

The IXCs contend that Central and TUSA, be-
ing LLCs, are not directly liable for income
taxes, they also state that there is no evidence to
support the 40.135 percent composite corporate
income tax rate. Fn12The IXCs also argue that
ratepayers should share the tax benefit realized
by CenturyTel when it  consolidates income
from a number of affiliated entities in filing the
consolidated tax returns.

The Commission normally allows income tax
expense of an entity organized as a corporation
in determining revenue requirement. Applicants
are organized as LLCs, both share a common
parent corporation, CenturyTel. Central is 100
percent owned by CenturyTel, whereas TUSA is
89 percent  owned by CenturyTel.  Fnllon a
monthly basis, Applicants pay their ultimate

Although the Commission acknowledges that
LLCs are not directly liable for income taxes,
the payments of income taxes at corporate in-
come tax rates are documented in the record as
actual costs of business on a monthly basis for
all of Central's operations and 89 percent of
TUSA's operations and are covered by an affi-
liated interest agreement. The Commission be-
lieves that, based on a stand-alone approach to
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determination of Applicants' income taxes, no
portion of any consolidated income tax benefit,
other than the inferred deductibility of state in-
come taxes for purposes of determining inferred
federal tax liabilities, should be attributable to
die Applicants. Based on the foregoing, the
Commission detennines that it is appropriate to
include federal and state income taxes at the 35
percent and 7.9 percent corporate tax rates, re-
spectively, in Applicants' 2001 and 2002 test
year expenses, consistent with the Commission's
Kendall decision, to the extent noted above.

*10 The Commission typically disallows costs
associated with institutional and goodwill adver-
tising and charitable contributions and asso-
ciated activity costs. While all parties were in
agreement that 25 percent of the public relations
department's time was associated wide these ac-
tivities and should be disallowed, the IXCs con-
tended that, due to a lack of proof on die record
that the other 75 percent of this department's
time benefits ratepayers that purchase regulated
services, all of the public relations costs should
be disallowed from Applicants' revenue re-
quirements for both test years. The Commission
is not swayed by Me IXCs' argument concerning
this matter and implements a 25 percent disal-
lowance, consistent with its decision in the
Kendall rate case in docket 2815-TR-103 .

Applicants included a three percent increase in
salaries for their own employees and those of
their affiliates in their 2002 test year projections.
The Commission notes that in its previous deci-
sions increases in excess of the general inflation
rate have generally been excluded from revenue
requirement determinations. However, in this
record Applicants presented evidence that union
employees of Central and TUSA received 3.25
percent wage increases in February 2002, non-
union employees received three percent merit
increases in April 2002. Based on the fact that
such wage increases have already been granted
for 2002, die Commission determines that the
actual wage increases of 3.25 percent for union
employees and three percent for non-union em-
ployees, as well as associated payroll-related
benefits for both employee categories, should be
allowed for determination of Applicants' 2002
test year revenue requirements.

The initial separations studies for Central and
TUSA are expected to be completed later this
year. The intrastate separations percentages aris-
ing from such studies will be applied to Appli-
cants' actual total company expenses in deter-
mining actual intrastate expense amounts. In the
absence of actual separations studies for Central
and TUSA, the Commission detennines that the
intrastate separations percentages as tiled by
Applicants, based on Verizon's separations
study updated for estimated Central and TUSA
plant and traffic information, are reasonable for
purposes of determining Applicants' 2001 and
2002 intrastate expenses in this proceeding.

The Commission has evaluated the most recent
general inflation rate of 1.7 percent for 2002,
based on economic forecasts that it receives, and
determines that it is appropriate to incorporate
this increase in Applicants' 2002 test year ex-
penses.

The Commission concurs with the other staff
adjustments as presented in the record not oth-
ervvise discussed above. The income statements
considered reasonable and just for Applicants'
intrastate operations at present rates for purpos-
es of this proceeding for the 2001 and 2002 test
years are as follows:

Central's Wisconsin Intrastate Income
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Statements

2001 Test Year 2002 Test Year

$21,515,000

6,851,000

2,295,635

1,686,573

$28,506,457

327,000

$28,179,457

1,705,633

$32,367,268

319,000

$32,048,268

$6,571,474

2,577,991

9,628313

34,054

3,433,256

2,298,605

$24,543,693

1,176,704

27,984

$7,416,332

2,670,135

10,512,676

136,216

3,652,005

2,382,710

$26,770,074

1,280,840

179,982

107,861 712,451

Operating Revenues

Local Service Revenue $21,608,000

Intrastate Access Revenue 2,438,000

Long Distance Network Service Rev- 2,773,884
enue

Miscellaneous Revenue

Gross Operating Revenues

Uncollectible Revenues

Total Operating Revenues

Operating Expenses

Plant Specific

Plant Nonspecific

Depreciation-Straight Line

Amortization

Customer Operations

Corporate Operations

Subtotal

Taxes Other Than Income Taxes

State Current & Deferred Income
Taxes

Federal Current & Deferred Income
Taxes

Total Operating Expenses

Net Operating Income

$25,856,242

$2,323,215

$28,943,347

$3,104,921

TUSA's Wisconsin Intrastate Income
Statements

2001 Test Year 2002 Test Year

$16,620,000

3,352,000

3,626,307

$16,005,000

7,176,000

3,668,834

Operating Revenues

Local Service Revenue

Intrastate Access Revenue

Long Distance Network Service Rev-
enue

Miscellaneous Revenue

Gross Operating Revenues

Uncollectible Revenues

Total Operating Revenues

1,903,645

$25,501,952

460,000

$25,041,952

1,928,645

$28,778,479

447,000

$28,331,479

Operating Expenses

Plant Specific $6,892,951 $7,618,338
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2,958,841

10,214,974

18,468

2,612,611

2,096,365

$24,794,210

1,175,362

(226,769)

3,205,272

11,121 ,697

73,875

3,006,224

2,280,965

$27,306,371

1,274,483

(176,015)

(916,472) (721,483)

Plant Nonspecific

Depreciation-Straight Line

Amortization

Customer Operations

Corporate Operations

Subtotal

Taxes Other Than Income Taxes

State Current & Deferred Income
Taxes

Federal Current & Deferred Income
Taxes

Total Operating Expenses

Net Operating Income

$24,826,331
$215,621

$27,683,356

$648,123

Net Investment Rate Base

* l l  B a s e d  on  t h e  for e goi n g d i s cu s s i on  con ce r n -
i n g  i n c om e  t a x e s ,  t h e  C om m i s s i on  d e t e n n i n e s

t ha t  i t  i s  appropr i a t e  t o i ncl ude  accumul a t ed  de -
f e r r e d  i n c o m e  t a x e s ,  w i t h  t h e  e x c e p t i o n  o f  l l

p e r c e n t  o f  T U S A ' s  a c c u m u l a t e d  d e f e r r e d  i n -

come  t axes ,  a t  t he  cor por a t e  i ncome  t ax  r a t e s  i n

Ap p l i ca n t s ' 2 0 0 1  a n d  2 0 0 2  t e s t  ye a r  n e t  i n ve s t -

ment  ra t e  bases .

t i e s  have  occur r ed  i n  va r i ous  pa r t s  of  t he  Uni t ed

S t a t e s ,  n o  p a r t y w a s  a b l e  t o  p r od u ce  e v i d e n ce

t ha t  a not he r  r e gu l a t or y j u r i s d i ct i on  ha s  a dop t e d

i mpu t a t i on  of  a ccumul a t e d  de fe r r e d  i ncome  t a x -

e s  i n  con s i d e r a t i on  of  r e ve n u e  r e q u i r e me n t  for

a n y a cq u i r i n g  e n t i t y.  Wh i l e  t h e  C ommi s s i on  i s

con ce r n e d  wi t h  t h e  i n t e r ge n e r a t i on a l  e q u i t y a s -

pe ct s  of  t h i s  i s s ue ,  i t  i s  not  s u ff i c i e n t l y s wa ye d

t o  a n  e x t e n t  t o  ou t w e i gh  t h e  f a c t s  t h a t :  1 )  t h e

a c c u m u l a t e d  d e f e n 'e d  i n c o m e  t a x e s  n o  l o n g e r

ex i s t  on  Ver i zon 's  books ,  2 )  t he  de fe r r ed  i ncome

t a xe s  we r e  not  t r a ns fe r r e d  t o App l i ca n t s  a nd  do

n ot  a p p e a r  on  Ap p l i ca n t s '  b ook s ,  a n d  3 )  a s  e vi -

d e n c e d  b y t h e  r e c o r d ,  C U B 's  p r op os e d  a d j u s t -

me n t  ha s  not  be e n  a pp r ove d  i n  a ny j u r i s d i c t i on .

T h e r e for e ,  t h e  Commi s s i on  wi l l  n ot  i mp u t e  a d -

d i t i on a l  a ccu m u l a t e d  d e fe r r e d  i n com e  t a x e s  i n

t h e  d e ve l op m e n t  o f  Ap p l i ca n t s '  n e t  i n ve s t m e n t
r a t e  ba s e s  for  r e ve nue  r e qu i r e me n t  pu r pos e s  for

e i ther  the  2001 or  2002 tes t  years .

T h e  C U B  p o s i t e d  t h a t  t h e  C o m m i s s i o n  s h o u l d

i mp u t e  a d d i t i on a l  a ccu mu l a t e d  d e fe r r e d  i n come

taxes  associ a t ed  wi th  p l an t  purchased  by Cent ra l

a n d  T U S A  f r o m  V e r i z o n .  T h i s  a d j u s t m e n t ,  i f

a d op t e d  b y t h e  C om m i s s i on ,  w ou l d  f u r t h e r  r e -

d u c e  t h e  n e t  i n v e s t m e n t  r a t e  b a s e s  o f  Ap p l i -

c a n t s .  T h e  C o m m i s s i o n  a g r e e s  w i t h  C U B  t h a t

V e r i zon  a cc r u e d  a ccu m u l a t e d  d e f e r r e d  i n com e

t a x e s  a s s o c i a t e d  w i t h  t h e  p l a n t  p u r c h a s e d  b y

Ap p l i c a n t s  w h i l e  i t  w a s  ow n e d  b y V e r i z on ,  i t

a l s o  a gr e e s  t h a t  t h e  cu s t ome r s  cu r r e n t l y s e r ve d

b y Ap p l i ca n t s  a r e  t h e  s a me  cu s t ome r s  for me r l y

s e we d  b y Ve r i zon .  Howe ve r ,  t h e  Commi s s i on  i s

a l s o  cogn i za n t  t h a t  wh e n  t h e  s a l e  wa s  con s u m-

m a t e d ,  t h e  a ccu m u l a t e d  d e fe r r e d  i n com e  t a x e s

as soci a t ed  wi t h  t he  acqu i r ed  p l an t  ceased  t o ex -

i s t  on  t h e  b ook s  of  Ve r i zon  a n d  we r e  n ot  t r a n s -

fe r r ed  t o Appl i can t s .  Whi l e  purchases  of proper -

In  i t s  Or d e r  d a t e d  Nove mb e r  2 ,  1 9 9 5 ,  i n  d ock e t

0 5 -US -1 0 2 , t he C om m i s s i on s ta t ed tha t i t

a d o p t e d ,  s u b j e c t  t o  r e v i e w  o n  a  c a s e - b y- c a s e

b a s i s ,  i n c l u s i o n  o f  t e l e c o m m u n i c a t i o n s  p l a n t

u n d e r  con s t r u c t i on  i n  n e t  i n ve s t me n t  r a t e  b a s e
a n d  A F U D C  i n c o m e  a s  o p e r a t i n g  r e v e n u e  i n

deve l opment  of  r evenue  r equ i r ement  or  ea r n i ngs

c a l c u l a t i o n s .  T h e  C o m m i s s i o n  a f i i n n s  i n  t h i s
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case inclusion of telecommunications plant un-
der construction in Applicants' net investment
rate bases, consistent with its determination
concerning inclusion of AFUDC income as op-
erating revenue in Applicants' revenues at
present rates in this proceeding and the Com-
mission's decision concerning Kendall in docket
2815-TR-103.

mining Applicants' 2001 and 2002 intrastate net
investment rate bases in this proceeding, consis-
tent with the Commission's determination else-
where in this decision that the tiled percentages
are reasonable for purposes of determining Ap-
plicants' intrastate expenses for both test years.

The Commission determines that the intrastate
separations percentages as filed by Applicants,
which are applied to Applicants' total company
net investment rate base components in deter-
mining intrastate net investment rate base
amounts, are reasonable for purposes of deter-

*12 The Commission concurs with the other
staff adjustments as presented in die record not
odierwise discussed above. The net investment
rate bases considered reasonable and just for
Applicants' intrastate operations for purposes of
this proceeding for the 2001 and 2002 test years
are as follows:

Central's Wisconsin Intrastate Net
Investment Rate Bases

Plant in Service

Accumulated Depreciation

Accumulated Deferred Income

Taxes

Net Plant in Service

Materials and Supplies

Plant Under Construction

Net Investment Rate Base

2001 Test Year

$138,346,958

88,634,586

2002 Test Year

$150,409,589

98,004,433

3,436,583
$46,275,789
526
3,283,121
$49,559,436

8,632,818
$43,772,338

526
3,283,121

$47,055,985

TUSA's Wisconsin Intrastate Net In-
vestment Rate Bases

Plant in Service

Accumulated Depreciation

Accumulated Deferred Income

Taxes

Net Plant in Service

Materials and Supplies

Plant Under Construction

Net Investment Rate Base

2001 Test Year

$146,116,491

95,031,913

2002 Test Year

$158,368,846

104,635,867

1,622,969

$49,461,609

2,843

4,658,490

$54,122,942

4,247,516

$49,485,463

2,843

4,658,490

$54,146,796

Pro Fonda Rate of Return Estimated Wisconsin intrastate net operating
incomes for the 2001 test years at pre-August
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21, 2001, rates and for the 2002 test years at
August 21, 2001, rates would result in the fol-

lowing rates of return on respective net invest-
ment rate bases:

Central

Net Operating Income

Net Investment Rate Base

Earned Rate of Return

TUSA

Net Operating Income

Net Investment Rate Base

Earned Rate of Return

2001 Test Year

$2,323,215

$49,559,436

4.69%

2001 Test Year

$215,621

$54,122,942

0.40%

2002 Test Year

$3,104,921

$47,055,985

6.60%

2002 Test Year

$648,123

$54,146,796

1.20%

Capital Structure and Cost of Capital posed capital structure, it did not oppose inter-
veners' alternative for the 2001 test year, how-
ever, Central believed if an alternative is consi-
dered for its 2002 test year proposal, Century-
Tel's May 31, 2002, capital structure of 58.60
percent common equity and 41.40 percent long-
term debt should be utilized in lieu of the year-
end 2001 parent company capital structure.
Commission staff supported use of the estimated
capital structures for Central in determining
Central's revenue requirements for the respec-
tive test years.

The purchase of the 77 exchanges by Applicants
from Verizon created significant acquisition ad-
justment amounts (i.e., purchase price in excess
of net book value) on Central and TUSA's
books. Applicants are not requesting rate recov-
ery for the acquisition adjustment amounts. In
eliminating such acquisition adjustment from
Central's books, the company reduced its com-
mon equity, consistent with the Commission's
policy for such adjustments. Subsequent to the
acquisition adjustment elimination, additional
equity was infused into Central by CenturyTel.
The estimated capital structure for Central's
2001 and 2002 test years consisted of 47.86 per-
cent common equity and 52.14 percent long-
term debt for 2001, and 54.99 percent common
equity and 45.01 percent long-term debt for
2002.

*13 In the case of TUSA, the company's elimi-
nation of the acquisition adjustment was initially
accomplished via a reduction in long-term debt,
contrary to the Commission's policy for such
adjustments. Subsequently, TUSA eliminated
the acquisition adjustment from equity, resulting
in a negative common equity situation for the
company. TUSA proposed to incise additional
equity into the company in 2002, ultimately re-
sulting in a 60 percent common equity and 40
percent long-term debt capital structure for TU-
SA for the 2002 test year. Delayed Exhibit 100
was tiled iii this proceeding by TUSA purpor-
tedly in support of such equity infusion. As for
Central, interveners proposed use of Century-
Tel's December 31, 2001, capital structure for
both of TUSA's test years. TUSA likewise
raised a counterproposal to use CenturyTe1's

Interveners suggested, in the alternative, that die
December 31, 2001, capital structure of Cen-
tral's parent company, CenturyTel, consisting of
52.80 percent common equity and 47.20 percent
long-term debt, should by utilized for both of
Central's test years in recognition of the fact that
Cerltral's long-term debt represents borrowings
from its parent company and its complete de-
pendency on the parent company for all capital
needs. While the company would prefer its pro-
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May 31, 2002, capital structure for TUSA's
2002 test year. Interveners questioned whether
Delayed Exhibit 100 should be considered proof
that the equity infusion actually occurred, point-
ing out deficiencies in the filed document. TU-
SA countered with a proposal that Me Commis-
sion condition the effective date of TUSA's new
permanent rates on the filing (and Commission
review) of a corrected tiling demonstrating that
die equity infusion had actually been accom-
plished.

documents and accompanying journal entries.
While the Commission is supportive of equity
infusions resulting in reasonably balanced capi-
tal structures, the Commission does not believe
that is appropriate to, in effect, allow for a reo-
pening of the record by adopting TUSA's pro-
posal to allow a corrected filing to be made with
the Commission. The appropriate time for sub-
mittal of such information is during the eviden-
tiary hearing. Filing this information after the
fact would entail, at a minimum, filed comments
by interveners and, perhaps, an additional hear-
ing. Such course of action is not reasonable at
this time.

In light of TUSA's negative equity situation in
2001, Commission staff proposed imputation of
a 40 percent common equity and 60 percent
long-term debt capital structure for TUSA's
2001 test year revenue requirement calculations.
For 2002, Commission staff posited that TU-
SA's proposed 60 percent common equity and
40 percent long-term debt capital structure
should be used for its 2002 test year if the
Commission was convinced that Delayed Exhi-
bit 100 was successful in demonstrating the eq-
uity infusion.

*14 Therefore, the Commission determines that,
while contrary to standard policy on capital
structure, it is appropriate in this proceeding that
CenturyTel's December 31, 2001, capital struc-
ture of 52.80 percent common equity and 47.20
percent long-term debt be used for TUSA's 2001
and 2002 test years. This exception to the stan-
dard approach is necessary due to the significant
uncertainty associated with TUSA's capital
structure ratios. The Commission rejects use of
CenturyTel's May 31, 2002, capital structure for
TUSA's 2002 test year since such data is unau-
dited and has not been reviewed in detail by the
Commission in this proceeding. Likewise, the
Commission believes that imputation of TUSA's
capital structure for either test year is unneces-
sary in this proceeding pursuant to Wis. Stat. §
201.15.

With respect to Central, the Commission deter-
mines that the estimated capital structure of
47.86 percent common equity and 52.14 percent
long-term debt is reasonable for Central's 2001
test year. In addition, the estimated capital struc-
ture of 54.99 percent common equity and 45.01
percent long-term debt is determined to be rea-
sonable for purposes of Central's 2002 test year
revenue requirement calculations. For Central,
the Commission determines that it is not appro-
priate to utilize the parent company's capital
structure for either of Central's test years.

Cost of Debt

In the case of TUSA, the Commission is not
convinced that Delayed Exhibit 100 proves that
the purported equity infusion has actually oc-
curred. Deficiencies include a mismatch be-
tween dollar amounts appearing in the signed

Applicants argued on the record that an 8.13
percent long-term debt cost rate, rather than the
parent company's blended average cost of debt
of 7.25 percent, should be utilized in determin-
ing the debt cost rate for both test years for AP-
plicants. The companies reasoned that Century-
Tel, die parent company, issued debt with a cost
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rate of 8.13 percent in October 2000, virtually
coincident with Applicants' purchase of the 77
exchanges from Verizon, and, therefore,this was
the appropriate debt cost rate. Questions con-
cerning potential double recovery of interest
costs and whether other debt incurred to make
the purchase was actually lower were raised by
interveners.

The Commission determines that 7.25 percent is
a reasonable cost of debt to use in the detenni-
nation of the revenue requirements for both
companies for both test years. This is the
weighted cost of debt of CenturyTeL No infor-
mation on the record demonstrates that the 8. 13
percent cost rate proposed by Applicants is in-
extricably linked to Applicants, and, there-
fore,the Commission does not believe it is ap-
propriate to use this cost rate in Mis proceeding.
Use of the 7.25 percent debt cost rate is consis-
tent with past Commission decisions to use a
blended, or 30 average, cost of debt, rather than
the cost rate associated with a specific debt in-
strument, for revenue requirement determina-
tions.

Cost ofEquily

The IXCs recommended a return on equity of
10.25 percent for both companies, noting that
the small telephone company target rate of re-
turn is not appropriate since Applicants are mid-
sized companies and that no showing has been
made that Applicants are rislder than a small
telephone company. The CUB also recommend-
ed a return on equity of 10.25 percent, positing
that the Applicants are less risky than the parent
company, CenturyTe1. CUB points out that the
parent company's annual report notes the unique
competitive advantages of the local exchange
business and fewer competitors in rural markets.
The CUB also noted dirt, although Applicants
depreciation rates are within the Commission's
guidelines established in docket 05-DT-104, ex-
tremely short remaining lives for Applicants'
plant support CUB's claim of excessive depreci-
ation and, therefore, justifies a 100 basis point
reduction in the required rates of return on equi-
ty for both companies. Commission staff pro-
posed returns on equity in the 11 to 12 percent
range, noting that firm-specific risks should not
weigh into the Commission's decision concern-
ing the appropriate return, since such risks can
largely be diversified away by holding a portfo-
lio of securities. Staff cited the Commission's
finding in its Interim Decision in dockets 2055-
TR-lol and 5846-TR-101 that the small tele-
phone company returns on equity were not de-
veloped as a method of detemrining the required
return on equity in a rate case, however, staff
stated they could be used as a reference point
for such discussion.

Applicants generally based their revenue defi-
ciencies for Central and TUSA on the formula
for computing a small telephone company target
return on equity pursuant to Wis. Stat. §
196.215(5)(b)4. Applicants initially calculated
return on equity percentages of 14.03 percent
and 13.53 percent for Central and TUSA, re-
spectively. Applicants also advocated a 100 ba-
sis point upward adjustment for both companies
for unique capital requirements and an addition-
al 100 basis point increase for TUSA for com-
petitive threats facing the company. This re-
sulted in proposed rates of return on equity of
15.03 percent for Central and 15.53 percent for
TUSA.

*15 The Commission reiterates its decision in
the interim proceeding in dockets 2055-TR-101
and 5846-TR-101 that the target returns on equi-
ty used by Applicants for their proposed returns
were developed for the purpose of reviewing
affiliated interest transactions, and were not de-
veloped as a method of determining return on
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The Commission specifically rejects the CUB's
argument that Applicants' depreciation rates are
'excessive,' citing Applicants' rebuttal testimo-
ny showing that plant remaining lives are rea-
sonable. The Commission determines that 12.25
percent is a reasonable return on equity to use in
the calculation of revenue requirements for both
companies' 2001 and 2002 test years.

equity in a rate case. With respect to the firm-
specific risks, while the Commission believes
that no explicit adjustments should be made to
the required return based on firm-specific risks,
it recognizes that Applicants are sewing rural
markets and need to invest in the infrastructure
to improve service quality. In its Kendall deci-
sion on October 31, 2001, the Commission au-
thorized a 12 percent rate of return on equity.
Although a somewhat lower rate of return could
be justified based on a general lowering of in-
terest rates since that time, the Commission
finds that a rate of return on equity for both
companies of 12.25 percent for both test years is
reasonable given the need to provide incentives
for additional investment in diesel companies.

Weighted Cost of Capital

Based on the above proportions of equity and
deb t  a nd cos t  r a t es ,  t he fo l lowing i s  t he
weighted cost of capital the Commission deter-
mines is reasonable for Central for the 2001 test
year:

Central - 2001 Test Year

Common Equity

Long-Term Debt

Weighted Cost of Capital

#Annual

Percent

47.86%

52. 14%

Weighted

Cost Rate

12.25%

7.25%

Cost

5.86%

3.78%

9.64%

Likewise, the following is the weighted cost of
capital the Commission determines is reasona-

be for Central for the 2002 test year:

Annual

Cost

Weighted

Rate CostCentral - 2002 Test Percent
Year

Common Equity

Long-Term Debt

54.99%

45.01%

12.25%

7.25%

6.74%

3.26%

10.00%Weighted Cost of
Capital

Based on the above proportions of equity and
deb t  a nd cos t  r a t es ,  t he fol lowing i s  t he
weighted cost of capital the Commission deter-

mines is reasonable for TUSA for both the 2001
and 2002 test years:

TUSA

Common Equity

Long-Term Debt

#Annual

Percent

52.80%

47.20%

Weighted

Cost

12.25%

7.25%

Rate

6.47%

3.42%

Cost
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Weighted Cost of
Capital

9.89%

Required Rate of Return on Net Investment Rate
Base

construc t ion to c api ta l  appl i c abl e  pr imar i l y  to
uti l i ty  operat ions and accumulated deferred in-
vestment tax credits, as set forth by Commission
staff  The required rates of  return on net invest-
ment rate  base  determined to be reasonable  and
just for Central  for the 2001 and 2002 test years
are as fol lows:

The Commission determines that i t  i s appropri -
a te  to  ad ju s t  the  we i ghted  cost  of  c api ta l  to  a
required return on net investment rate base via a
ratio of net investment rate base plus plant under

2001 Test Year

9.64%

2002 Test Year

10.00%
Central

Weighted Cost of Capital

Ratio of Net Investment Rate Base
Plus Plant Under

Construction to Capital Applicable
Primarily to Utility

Operations and Accumulated Deferred
Investment Tax

Credits

Required Rate of Return on Net In-
vestment Rate Base

99.39%

9.70%

99.36%

10.06%

*16 The required rates of  re turn on net invest-
ment rate  base  determined to be reasonable  and

just for TUSA for the 2001 and 2002 test years
are as follows:

2001 Test Year

9.89%

2002 Test Year

9.89%
TUSA

Weighted Cost of Capital

Ratio of Net Investment Rate Base
Plus Plant Under

Construction to Capital Applicable
Primarily to Utility

Operations and Accumulated Deferred
Investment Tax

Credits

Required Rate of Return on Net In-
vestment Rate Base

97.23%

10.17%

97.19%

10.18%

Calculation of Revenue Deficiencies for the Test
Years

Based on the foregoing, revenue defic iencies for
Central  for the 2001 and 2002 test years are cal-
culated as fol lows:

Central

Earned Rate of Return on Intrastate

2001 Test Year 2002 Test Year
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Net

Investment Rate Base at Present Rates 4.69% 6.60%

Required Rate of Return on Net In-
vestment

Rate Base

Earnings Deficiency as a Percent of
Net

9.70% 10.06%

Investment Rate Base

Amount of Earnings Deficiency for
the

5.01% 3.46%

$2,483,752 $1,631,218Test Year

Revenue Deficiency at Present Rates
Based

on Excess Earnings and Provision for
State

and Federal Income Taxes, Uncollec-
tibles,

and Assessments Associated with
Such

Revenue Deficiency $4,262,927 $2,799,701

Based  on  t he  for egoi ng,  r evenue  de fi ci enci e s  for

TUSA for  t h e  2 0 0 1  a n d  2 0 0 2  t e s t  ye a r s  a r e  ca l -

cu l a t ed  as  fol l ows :

2001 Test Year 2002 Test YearTUSA

Earned Rate of Return on Intrastate
Net

InvestMent Rate Base at Present Rates 0.40% 1.20%

Required Rate of Return on Net In-
vestment

Rate Base

Earnings Deficiency as a Percent of
Net

10.17% 10.18%

9.77% 8.98%Investment Rate Base

Amount of Earnings Deficiency for
the

Test Year

Revenue Deficiency at Present Rates
Based

on Excess Earnings and Provision for
State

and Federal Income Taxes, Uncollec-
tibles,

and Assessments Associated With
Such

$5,289,613 $4,861,516
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Revenue Deficiency $8,572,630 $7,878,834

Calculation of Total Refund Amounts, if Any, for
the Subject-to-Refund Periods

company cannot reasonably sell local loops to
end users as a distinct service, but only as a
component of the ability to make and receive
telephone calls. Only competitors will purchase
a local loop as a product in its own right, and
then only so that they can combine the loop with
their own switching to provide to customers the
ability to make and receive telephone calls.

Applicants' rates authorized by the Commission
in earlier Orders in dockets 2055-NC-100,
5846-NC-100, 2055-TR-100, 5846-TR-l00,
2055-TR-101, and 5846-TR-101 remain subject
to refund with interest pending issuance of the
Commission's decision in this proceeding. The
Commission's Interim Order in dockets 2055-
TR-101 and 5846-TR-lOl at page 14 stated, in
part, 'In the event that the permanent rate pro-
ceeding finds that interim rates produce reve-
nues in excess of a reasonable revenue require-
ment, Applicants' customers will be entitled to a
refund equal to the amount of the excess reve-
nues. 4

An essential tenet of an incremental cost study
such as a TELRIC study is that the study calcu-
lates the additional cost of providing a service,
assuming that the fem is already providing all
other services it o]jfers. See Wis. Stat. §
196.015(2). Since none of the other services are
available if the local loop in not in place, it is
clear that the local loop is not a component of
the incremental cost of local service. The Com-
mission, in its Decision dated October 31, 2001,
in docket 2815-TR-103, determined that the
loop is a shared or joint and common cost of all
telecommunications services.

While the IXCs in this proceeding argued that
the Commission should direct the company to
refund monies to those customers whose final
rates were lower than the interim rates previous-
ly authorized by the Commission, the Commis-
sion determines that it is reasonable that the to-
tal refund amount be based on a comparison of
each company's revenue at present rates, as de-
fined herein, with its respective revenue re-
quirement for the 2001 and 2002 test years.
While the Commission would have determined
that it is appropriate to supplement any principal
amounts to be refunded to customers with inter-
est if a refund is required, no refund is necessary
for any subject-to-refund period for either com-
pany based on the criteria deemed reasonable
immediately above.

Therefore, allocating the entire cost of the local
loop to residential and business service is an i11-
equitable allocation of a joint cost. It is not rea-
sonable to allocate 100 percent of a joint and
common cost to residential and/or business ser-
vices. The cost of the local loop should be di-
vided among all services, like other shared
costs, with some of the cost being recovered
from local rates, some from access rates, and
some from other services. This decision is con-
sistent with the Commission's decision in Ken-
dall.

Treatment of Local Loop Costs In this case, the Commission determines that the
TSLRIC and TELRIC studies provided M con-
junction with this case should be accepted. Be-
cause these studies are not company-specific
and do not provide a clear rationale for the divi-

*17 Telephone customers do not purchase cop-
per loops, telephone customers purchase the
ability to make telephone calls. The telephone
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Zion between the business and residential loop
cost, the studies have no specific application
other than as evidentiary. The Commission de-
termined that it was reasonable to use these stu-
dies as guidelines in reviewing and setting the
rate levels in this case.

Local Rate Design

Currently, the rates for all local services are the
rates in effect at the time these areas were pur-
chased from Verizon. Rates for access services
were increased on an interim basis and made
subject to refund by a Commission Order in
dockets 2055-TR-101 and 5846- TR-101 dated
August 21, 2001 .

Business Rates. Currently, the rates for business
customers are significantly higher than for resi-
dential customers. The basic monthly business
rate is approximately 46 percent higher than the
residential rate for unlimited service. However,
business customers pay for all local usage at a
rate of 6 cents for calls within the caller's ex-
change and 12 cents per call to extended area
service ('EAS') exchanges.

*18 Applicants proposed no increase to their
business rates, citing competition and die asser-
tion that business rates already cover the cost of
providing service to diode customers. Tradition-
ally, the Commission has set business rates
markedly higher than residential rates for sever-
al reasons: (1) business customers derived much
of the value of their service from the ability of
residential customers to call them, (2) business
customers could write off the cost of telephone
service on their taxes as a business expense, and
(3) business customers had a greater ability to
pay. In contrast, a more competitive market
would set the relative prices of business and res-
idential service according to different factors:
(1) competitors are more likely to target busi-
ness customers, and business rates should there-
fore be priced lower, and (2) business customers
are more likely to be located in towns, closer to
central offices, so their average cost of service is
lower. In addition to balancing these factors, the
Commission also takes into account the result-
ing magnitude of the increases in local rates,
and adopts a smaller percentage increase in
business rates than for residential rates. The ap-
proved rates appropriately allocate a portion of
the increased revenue requirement to business
customers for TUSA. The Commission deter-
mines that in consideration of all of these fac-
tors, as well as factors listed in Wis. Stat. §
l96.03(6), a ratio of approximately 1.3:l for
business to residential rates is reasonable. Simi-
larly, the Commission takes into account the
relationship between business rates and 800 ser-
vice, outgoing wide-area telephone service
('OUTWATS'), Coin 2-Way Service and Coin
service and approves rates for those services
consistent wide the increase in business rates.

Furthermore, residential customers with unli-
mited service are subject to a surcharge for EAS
based on the size and distance to the exchanges
with which their exchange has EAS. The EAS
charge ranges from zero, at exchanges with no
EAS, to a maximum of $5.00 with different
rates at each exchange. The weighted average
EAS charge is $2.36 for Central and $3.25 for
TUSA. Adding average usage to the business
line rates and average EAS costs to the residen-
tial-unlimited line rates, the current ratio of
business to residential-unlimited rates is l.59:1
for Central and 1.5l:1 for TUSA. Since residen-
tial customers have options for lower cost ser-
vice, the average of business to all residential
rates is even greater for both companies.

Residential Rates. The Applicants currently of-
fer three classes of residential service: (1) Unli-
mited usage residential service is currently
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priced at $16.93 per month, (2) Value Pak ser-
vice with a usage allowance of $3.60 is current-
ly priced at $l4.l7 per month, and (3) Eco ro
Pak service with no usage allowance is currently
priced at $11.15 per month. Finally, there is a
Vacation/Employee service currently available
for $6.73 per month. Value Pak and Eco ro Pak
service customers pay 6 cents for each intraexc-
hange call and 12 cents for each EAS call. Cen-
tral proposed increasing local residential rates
by approximately 26 percent and TUSA pro-
posed raising its local residential rates by ap-
proximately 38 percent. All parties other than
the Applicants agree that any revenue deficiency
burden not assigned to access rates should be
borne by both residential and business custom-
ers.

company serves several exchanges with mar-
kedly different calling areas, the Commission
has set the rates in the exchanges with smaller
calling areas lower than the rates in exchanges
with larger  calling areas.  This reflected the
greater value received by customers with larger
calling areas received. Applicants' exchanges
with larger calling areas are generally located
near large cities such as Green Bay, Appleton,
Eau Claire, or Menomonie. with local calling to
such a city, customers are able to accomplish
most of dieir calling without incurring toll or
ECC charges. This makes their service more
valuable than service to customers in rural areas
with a limited local calling scope.

The Commission is concerned about raising lo-
cal rates for TUSA to the extent required in this
case. However, because the statutes require that
the Commission apply the imputation test to the
Applicant 's toll services,  the Commission is
compelled to set a cap on the access rates it can
authorize. Fn"This means that the remaining
revenue deficiency must come from local ser-
vice revenues. The Commission finds that the
access rates approved herein will result in local
rates that are slightly less than those proposed
by Central, the local rates approved for USA are
higher that the Applicant proposed.

The current EAS rate structure the Applicants
inherited from Verizon sets rates based on the
relative size of the customer's exchange and the
exchange with which they have EAS, and the
distance between the exchanges. Such an
amount is calculated for each EAS route and the
total is the EAS charge for that exchange.

*19 At current rates, the ratio of the business
rate to the residential-unlimited rate is 1.59 for
Central and 1.51 for TUSA. It is reasonable for
the Commission to provide for an approximate
1.311 ratio for the average business rate, includ-
ing usage, to the average residential rate for un-
limited service plus the EAS charge. The local
rates authorized by the Commission are found in
Appendix B.

Applicants proposed an across-the-board in-
crease of 20 percent in EAS charges. Under this
proposal, the maximum rate would be $6.00.
Staff proposed revising the EAS charge to simp-
ly reflect the total size of the local calling area.
A simplified rate structure would group the ex-
changes into seven bands, with the maximum
rate still set at $6.00. For some customers, die
resulting rate is less than the rate proposed by
the Applicants, but for many customers, the in-
crease proposed by staff is greater. The resulting
EAS revenue increase is greater under the staff
proposal. The Commission adopts the staff pro-
posal as a better alignment of the EAS rate to
the value of the service and to create better un-
iformity in the EAS rate. The rates approved for
EAS are found in Appendix D.

Extended Area Service. Traditionally, when a Extended Community Calling. In the 1993 Order
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FN14 adopting ECC, the Commission set a rate of
5 cents per minute for such calls. Verizon sub-
sequently reduced the rate it charges to 4 cents
per minute. In this proceeding, Applicants pro-
pose to increase die rate back to the original 5
cents per minute.

Dix B.

The Commission is reluctant to authorize an in-
crease in ECC rates. Long distance rates, both
interstate and intrastate, have declined since
ECC was originally established and customers
are now able to call across the country at rates
of five cents per minute or less. However, the
significant increase in the revenue requirement
for each Applicant is reasonably allocated
among all services to the extent practical. The
rate of 5 cents per minute is the rate still charged
by most local telephone companies, it is reason-
able and will be authorized as shown in Appen-

*20 Other Local Service Rate Elements. Appli-
cants proposed several increases to other local
service rates including Directory services, non-
recurring charges, Directory Assistance, Custom
Calling (Vertical) Features, and Centrex Ser-
vice. The Commission has determined that the
increases proposed for these rate elements are
reasonable and are not contested by the parties.
The rates for these elements will be approved as
shown in Appendix B. The revenue changes for
die various service classifications as proposed
by the Applicants and authorized by the Com-
mission are summarized below. The revenues
for access service are compared to the interim
revenue increases authorized in dockets 2055-
TR-101 and 5846-TR-101.

CENTRAL

Service Classification

Centrex

Custom Calling (Vertical) Features

Directory Assistance

Extended Community Calling

Nonrecuning Service Charges

Directory Services

Extended Area Service

Local Lines

Access

Total

Proposed

$16,781

236,227

42,615

419,338

104,225

24,599

195,372

2,236,160

1,438,885

$4,714,202

Authorized

$16,781

236,227

42,615

419,338

104,225

24,599

475,741

2,038,752

(558,577)

$2,799,701

TUSA

Service Classification

Centrex

Custom Codling (Vertical) Features

Directory Assistance

Extended Community Calling

Nonrecurring Service Charges

Directory Services

Extended Area Service

Proposed

$14,624

143,209

28,217

241,091

104,933

21,893

120,482

Authorized

$14,624

143,209

28,217

241,091

104,933

21,893

212,046
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Local Lines

Access

Total

2,987,058

7,250,883

$10,912,390

6,435,385

677,436

$7,878,834

Updated Demand Figures. In its original filing
for permanent rates, Applicants provided the
Commission with demand forecasts for each of
the local service elements for which they sought
rate modifications. As part of the investigation
of the case, Commission staff reviewed actual
revenue in relation to the forecasted revenue
based on these demand figures and verified their
accuracy. At the technical hearing, Applicants
provided the Commission with updated demand
forecast figures for only selected local service
revenue elements. While actual figures for de-
mand are useful in determining and updating
forecasts, it is not necessary where the Appli-
cants agree that the original figures provided
were 'remarkably accurate.' Further, the Com-
mission has the benefit of knowing that the orig-
inal demand forecasts reflect all services and
have been reviewed and verified by Commis-
sion staff. It is not reasonable to allow the AP-
plicants to change only selected data that cannot
be verified by staff and do not reflect all servic-
es. For these reasons, the Commission will use
the demand forecast figures provided to the
Commission as part of Applicants' original fil-
ing to determine pennanent local rates. Com-
missioner Garvin dissents on this issue.

*21 In docket 05-TR-103, the Commission de-
termined that access rates were to be set in local
rate cases. Access rates were to be reduced,
where possible, provided dirt local rates are not
raised excessively. In that docket, the Commis-
sion concluded that it was not appropriate to set
access rates at long-run incremental cost. The
Commission makes the same finding here. It is
reasonable to allocate some portion of shared
and common costs of the local loop to access
rates. Because, as discussed above, it is reason-
able for access to contribute to shared loop
costs, it is reasonable to use a CCLC as a ve-
hicle to accomplish that goal. Because originat-
ing CCL Cs are more price elastic than terminat-
ing CCL Cs, it is also reasonable to set the ter-
minating CCLC higher Dian the originating
CCLC. In this proceeding, Central proposed a
terminating CCLC rate of 4.1638 cents per
minute and TUSA proposed a terminating
CCLC rate of 12.7718 cents per minute.

Access Rate Design

Wis. Stat. § l96.204(6) states that all services
must pass an imputat ion test i f  that serv ice
meets all three threshold requirements. Wis.
Stat. § l96.204(6)(d) exempts 'basic local ex-
change service' from the imputation test for tel-
ecommunications utilities wi th less dram
150,000 access lines. In this case, as in others,
the Commission has determined that the Appli-
cants will be treated as separate entities, each
with less than 150,000 access lines. Under Wis.
Stat. § l96.0l(lg), the definition of 'basic local
exchange service' includes ECC and EAS ser-
v ice, making those serv ices exempt from the
imputation test.

In this proceeding, access customers (e.g.,
IXCs) asserted that the proposed access rates
were too high, especially the CCLC rates. They
argued that the CCLC is effectively an implicit
subsidy of local service since the entire cost of
the local loop may be aMbuted to the local cus-
tomer. They contend that any subsidy of local
rates should be explicit, as provided by federal
and state universal service programs . Wis. Stat. § l96.204(6) requires that the rates
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for competitive services cover the imputed cost
of providing those services. Applicants offer toll
service, a competitive service that meets all of
the under Wis. Stat. §
196.204(6)(a). FN15 Pursuant to the test outlined
in Wis. Stat. § 196.204(6)(b), FN16 the Applicants'
toll rate of 9 cents per minute prohibits the
Commission from setting access rates such drat
the sum of all elements of access would exceed
this amount. This means that the prices charged
by Applicants for originating and terminating
access, added to the other costs of providing toll
service, cannot exceed 9 cents per minute. The
proposed access rates for both Applicants ex-
ceed this level, in the case of TUSA, die pro-
posed access rates greatly exceed this level.

requirements

such action is prevented is by imputing the
company's own charges, as though it did actual-
ly pay itself for those items, and comparing the
cost thus imputed to the rate that company is
billing end users for the competitive service.

The Commission is sympathetic to TUSA's ar-
gument about robust competition in its service
territory. The Commission is also concerned
that its decision herein may result in increased
local rates beyond that anticipated by the record.
However, no party presented any legal discus-
sion as to why the evidence in this record is
consistent or inconsistent with the requirements
of the statute. In the absence of evidence to the
contrary, the Commission's options are clearly
limited by Wis. Stat. § 196.204(6).

The Commission is concerned that the parties in
this case did not follow the calculation metho-
dology outlined in Wis. Stat. § 196.204(6)(b) to
determine whether the toll rate presented in this
record (given the proposed access rates) passes
the imputation test. AT&T's witness calculated
an imputation test by using a statewide average
of the access rate components rather than the
tariffed component rates proposed for each of
the Applicants in this case, as required by Wis.
Stat. § 196.2()4(6)(b). Applicants argued in their
brief that the toll rate, even considering the pro-
posed access rates, passed the imputation test
without providing the supporting figures and
documentation to the Commission, instead they
noted that their costs were not the same as those
identified by the AT&T witness.

Because Applicants did not seek to adjust the
toll rate presented in this record, the Commis-
sion's decision with regard to access rates is dri-
ven by the application of the imputation re-
quirement to that toll rate. The Commission
cannot authorize access rates that would violate
the imputation requirement under the law.

The FCC had, in the past, used a single, com-
bined tandem switching rate to recover the costs
of tandem switching, common multiplexing and
common trunk ports. In recent years, Me FCC
has required the larger local exchange camlets to
separate these components into individual rate
elements. Verizon had separated these elements,
and was charging for the three elements sepa-
rately at the time it sold the exchanges to Appli-
cants.*22 The use of statewide average access costs is

contrary to die letter and spirit of the statute. An
imputation test is required in order to prevent a
company that provides both competitive and
noncompetitive services from taking advantage
of the fact that it does not really 'pay itself' for
the noncompetitive elements required to provide
the competitive service. The method by which

In the interim rate increase authorized by the
Commission in August 2001, for both compa-
nies, their access rates reverted to the old sme-

ture for these access elements. In this proceed-
ing, Applicants proposed to restructure these
elements to conform to the interstate method of
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formally, whether any further action is required
concerning adjustments to Applicants' rates.

pricing, reverting to the structure in place prior
to the interim rate increase. This proposal is rea-
sonable and will be authorized at the rates set
forth in Appendix C. *23 Order

Applicants have proposed modifications to their
special access rates. The companies' proposal
brings the rates more in line with their interstate
special access rates, and with the special access
rates charged by other CenturyTe1 affiliates in
Wisconsin. These proposed changes are reason-
able. The access rates shown in Appendix C,
including the CCLC charges, are reasonable.

1. This order shall be effective upon mailing.
The rates set forth in Appendices B, C, and D
shall be effective upon the filing of tariffs pur-
suant to Wis. Stat. §§. 196.22 and 196.19.

Federal Universal Service Funding

2. Applicants shall file tariffs incorporating the
rates and charges contained in this order within
60 days of the mailing date of this order, or,
within 30 days of a Commission order disposing
of any motion brought  under Wis. Stat.  §.
19639, whichever is later.

3. Wis. Stat. § 196.204(6)(b) applies to the toll
services provided by Applicants.

4. Applicants shall report to the Commission if
they receive federal USF monies at such time as
they become eligible for such funding in the fu-
ture and shall also report the level of federal
universal service funding, as specified in this
order. Jurisdiction is retained.

Dated at Madison, Wisconsin,

The FCC has established restrictions on the pro-
vision of federal USF monies for territories ac-
quired by rural companies from non-rural com-
panies. Based on Applicants' costs, they would
have qualified for rural USF monies if this re-
striction did not exist. Rural federal USF offers
a safety-valve mechanism that allows tenitories
acquired from a non-rural utility to receive some
USF support for substantial new investment.
When Applicants become eligible for safety-
valve funding (estimated to occur in July 2003),
they will receive half of the funds a  ut ility
would otherwise receive. The Commission be-
lieves it is important to be informed when tele-
communications companies are receiving only
limited USF monies because of this limitation.
In addition, since the Commission has deter-
mined herein that no adjustment to Applicants'
revenues at present rates is warranted in this
proceeding, implementation of a reporting re-
quirement for any and all federal USF monies
received by Applicants is appropriate. Accor-
dingly, the Commission will require reporting of
federal USF monies received in the future, in-
cluding those funds received under the safety-
valve mechanism. Upon receipt of such reports,
the Commission will address, formally or in-

Notice of Appeal Rights

Notice is hereby given that a person aggrieved
by the foregoing decision has the right to file a
petition for judicial review as provided in Wis.
Stat. § 227.53. The petition must be filed widiin
30 days after the date of mailing of this deci-
sion. That date is shown on the first page. If
there is no date on the first page, the date of
mailing is shown immediately above the signa-
ture line. The Public Service Commission of
Wisconsin must be named as respondent in the
petition for judicial review .
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Chicago, IL 60601 (PH: 312-260-3326/FAX:
312-470-5571) (Email: Debo-
rah.Kuhn@wcom. com)

Notice is further given that, if the foregoing de-
cision is an order following a proceeding which
is a contested case as defined in Wis. Stat. §
227.01(3), a person aggrieved by die order has
the further right to file one petition for rehearing
as provided in Wis. Stat. § 227.49. The petition
must be filed within 20 days of the date of mail-
ing of this decision.

AT&T COMMUNICATIONS OF WISCON-
SIN

By Mr. Arthur J. LeVasseur, Attorney Fischer,
Franklin & Ford 500 Griswold Street,  Suite
3500 Detroit, MI 48226 (PH: 313-962-
5210/FAX: 313-962-4559) (Email: art-
lev@voyager.net)

If this decision is an order after rehearing, a per-
son aggrieved who wishes to appeal must seek
judicial review rather than rehearing. A second
petition for rehearing is not an option. CITIZENS' UTILITY BOARD

This general notice is for the purpose of ensur-
ing compliance with Wis. Stat. § 227.48(21, and
does not constitute a conclusion or admission
that any particular party or person is necessarily
aggrieved or that any particular decision or or-
der is final or judicially reviewable.

*24 By Ms. Mary Wright, Attorney Ms. Rebec-
ca A. Schmidt, Attorney Cullen, Weston, Pines
and Bach LLP 122 West Washington Avenue,
Suite 900 Madison, WI 53703 (PH: 608-251-
0101/FAX: 608-251-2883) (Email:
wright@cwpb.com) (Email:
schmidt@cwpb.com)

Revised 9/28/98

Appendix A
CTC TELCOM, INC. and CHEQUAMEGON
TELECOMMUNICATIONS COMPANY, INC.

SERVICE LIST (April 4, 2002)

CENTURYTEL OF CENTRAL WISCONSIN,
LLC, and TELEPHONE USA OF WISCON-

SIN, LLC

By Mr. Michael L. Theis Theis Communica-
tions Consulting, LLC 7633 Ganser Way, Suite
202 Madison, WI 53719-2092 (PH: 608-829-
0271/FAX: 608-829-2755) (Email: mi-
ket@theisconsulting.com)

By Mr.  Bradley Jackson,  Attorney Foley &
Lardner 150 East Gilman Street P.O. Box 1497
Madison, WE 53701-1497 (PH: 608-257-
5035/FAX: 608-258-4258) (Email: bjack-
son@foleylaw.com)

PUBLIC SERVICE COMMISSION OF WIS-
CONSIN (Not a party, but must be served) 610
North Whitney Way P.O. Box 7854 Madison,
WI 53707-7854

Courtesy Copies:
MCI
INC.

WORLDCOM COMMUNICATIONS,

By Ms. Deborah Kuhn, Attorney WorldCom,
Inc. 205 North Michigan Avenue, nth Floor

Mr.  Niles  Berman,  Attorney Wheeler ,  Van
Siclde & Anderson, S.C. 25 West Main Street,
Suite 801 Madison, WE 53703-3398 (PH: 608-
441-3824/FAX: 608-255-6006) (Email: nber-
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man @wheelerlaw.com) (Email: cstalker@att. com)

Mr. Clark M. Stalker AT&T Corp. 222 West
Adams Street, Suite 1500 Chicago, IL 60606
(PH: 312-230-2653/FAX: 312-230-8211)
Local Rates

Service

Appendix B

Proposed

Central

Rates

TUSA

Authorized

Central

Rates

TUSA

$19.95 $25.75

17.10 23.00

14.2020.00

24.80 33.40

32.65 41.30

Residential-

Unlimited $20.00
$21.65

Value Pak 18.00
19.65

Eco ro Pak 15.00
16.65

Vacation/Employee 10.00 14.00
10.00 10.83

Business-

One-paity 24.80
24.80

Coin-2-Way Svc
32.65 32.65

Coin Line 24.80
24.80

800 Service - 24.80 - 33.40

OUTWATS - 24.80 - 33.40

24.80 33.40

Proposed and

Central and

Authorized

TUSA

Directory Services

Unlisted Number

Nonpublished No .

Add'l. Listing-Res.

Add'l. Listing-Bus.

$1 .20

2.25

1 .20

1 .50

Authorized

TUSA

Residential

Proposed and

Central and

Business

$40.00 $22.00

Nonrecum'ng
Charges

Primary Service
Order

Subsequent SO

Record Change

21.00 11.00

3.00 2.00
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13.00 13.00

33.00 22.00

13.00 13.00

20.00 20.00

12.00 12.00

33.00 33.00

10.00 10.00

2.50 2.50

8.00 8.00

5.00 5.00

$.75

$.05 per minute

Business Residential

$7.00

6.00

6.00"

$6.00

5.00

5.00

11.95

6.00

8.95

5.00

20.00 20.00

Reconnection

CO Line Connection

Trip Charge

NSF Check charge

Intercept & Referral

Number Change

Number Search

Bill Copy

Change Order

1-pty CO Line
Conn.

Directory Assistance

Extended Communi-
ty
Calling

Custom Calling Fea-
tures

Call Waiting

3-Way Calling

Selective Call For-
ward

Caller ID w/Name

Selective Call Ac-
cept

Remote Call For-
warding

VIP Alert

Pay Per Use

Busy Redial

Call Return

3-Way Calling

Centrex

First Line

Additional Lines

6.00 5.00

Per Activation

$0.95

0.95

0.95

Monthly

$38.80

19.80

Appendix C DISPLAYABLE

TABLETABULAR OR GRAPHIC MATERI-
AL SET FORTH AT THIS POINT IS NOT

Appendix D Extended Area Service
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Rate

$3.15

Central

Current Proposed Autho-
rized

Rate

$3.00

Rate

$3.78

TUSA

Current Proposed Autho-
rized

Rate

$5.27

Rate

$4.39 $4.00Alma
Center

Arcadia $1.73

Argyle $0.

$2.08

00

$1.00

$0.00

Rate

Balsam
Lake

Barron

$0.00

$4.13

$1.53

$4.00

$1.84 $3.00

Augusta $2.63 $3.16 $5.00

$3.44

Bir-
chwood

$2.35 $2.82 $4.00

$2.16

$1.09

$3.73

$3.00

$1 .00

$5.00

Boyce-
ville

Butternut $1.29

Centuria $4.04

Colfax $3.86

$1.55

$4.85

$4.63

$2.00

$3.00

$4.00

$1.82 $2.18 $2.00 Eastman $2.87 $3 .44 $3.00

Bangor $1.80

Benton $0.91

Black $3.11
Creek

Black
River
Falls

Blair $2. 07 $2.48 $1 .00 $5.00 $6.00 $6.00

$3.91 $3.00

Elk
Mound

Elmwood $2.53 $3.04 $2.00

$2.63

$1.43

$5.00

$1.00

$0.81

Glenwood $0.00
Clty

Glidden

Gillett $0.97

$0.00

$1.00

$0.00

$1.98

$1.94

$2.80

$1.90

$5.00

$1_00

$1.00

$5.00

$0.00

Hayward $0.96

Knapp $2.59

Lake- $1 .51
wood

Lao fa

$0.00

$1.15

$3.11

$1.81

$0.00

$2.00

$4.00

$2.00

$3.01 $4.00 $1 .70 $2.04 $2.00

$3.32 $3.98 $3.00 $2.25 $2.70 $1.00

$4.81

$4.33

$4.01

$2.58

$3.67

$1.00

$3.00

$5.00

$2.00

$5.00

Maiden
Rock

Mellen $0.00

Park Falls $0.32

Pepin $0.49

Plum city $2.49

Prairie du $0.97
Chien

Prescott $3.25

$0.00

$0.38

$0.59

$2.99

$1.16

$0.00

$0.50

$0.50

$1.00

$1.00

Center- $3.26
ville

Cleghom $2.19

Darling- $1.19
ton

Denmark $1.65

Ettrick $1.62

Fairchild $2.33

Fall $1.58
Creek

Fountain $2.51
City

Gales-
ville

Gratiot $4.01

Hinton $3.61

Holden $3.34

Kingston $2.15

Luxem- $3.06
burg

Marke- $0.60
son

$0.72 $1.00 $3.90 $4.00
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Morose $1.46

Menillan $2.39

$1.75

$2.87

$3.00

$3.00

$1.34

$3.89

$3.00

$3.00

Mindoro $2.24

Montfort $2.51

$2.69

$3.01

$2.00

$3.00

$2.59

$1.33

$3.11

$1.60

$4.00

$3.00

Muscoda $1.06 $1.27 $0.50 $1.85 $3.00

$2.72 $5.00 $1.27 $1.52 $3.00

$2.93

$3.19

$1.90

$1 .90

$1.00

$1.00

$5.00

$5.00

Rice Lake $1.12

Saint $3.24
Croix
Falls

Seneca

Spider
Lake

Springbro $1.54
ok

Stone
Lake

Suring $1.82

Wabeno $2.32

Wauzeka $2.54

Wheeler $2.70

$2.18

$2.78

$3.05

$3.24

$3.00

$3.00

$3.00

$4.00

New $2.27
Franken

Nichols $2.44

Osseo $2.66

Pickett $1.58

Rosen- $1.58
dale

Seymour $2.58

Shiocton $1.66

$1.58

$3.10

$1.99

$1.90

$5.00

$5.00

$2.00

Winter $0.00 $0.00 $0.00

$3.70

$1.42

$4.44

$1.70

$3.00

$0.50

$0.88 $1.06 $1.00

Shullsbur
g
Taylor

Trem-
pealeau

Wauto-
ma

White-
hall

Wiota

$3.43 $4.12 $2.00

$3.79 $4.55 $0.50

*25 FOOTNOTES FN4 Interim Order in dockets 2055-TR-
100 and 5846-TR-100.

FN1 Central purchased 42 exchanges,

whereas TUSA purchased 35 exchanges.

Exchanges are listed in Appendix D.

FN5 As of December 31, 2001, Central
served approximately 70,000 access
lines, while approximately 62,000 access
lines were sewed by TUSA.FN2 Separate Orders in dockets 2055-

NC-100 and 5846-NC-100.

FN3 Final Decision in the combined

proceeding in dockets 2055-NC-100 and

5846-NC-100.

FN6 VIDAR switches have not been

manufactured for many years and the

technology is obsolete. Many custom
calling features are not available on VI-

DAR switches .
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FN11 The other 11 percent ownership of
TUSA consists of Telephone USA In-
vestments, Inc. (10 percent), and indi-
vidual investors (one percent).

FN7 Application of CenturyTe1 of the
Midwest-Kendall, Inc., for Rate Increase
and Petition for Emergency Order for
Rate Increase, Final Decision dated Oc-
tober 31, 2001, Order correcting Final
Decision dated November 21, 2001, and
Order Denying Petitions for Reconside-
ration and Rehearing dated December
TG, 2001.

FNI2 35 percent federal corporate in-
come tax rate and 7.9 percent state cor-
porate income tax rate, after recognition
that state income taxes are deductible for
federal income tax purposes.

FN13 See discussion under Access Rate
Design, below.

FN8 MARTENS costs also include costs
associated with STELLARMAP. STEL-
LARMAP,  another  name for  TELE-
MAP, is GIS mapping software which
assists  in t racking outside plant  and
creating work order drawings.

FN14 Final Order in docket 05-TV-119,
dated September 30, 1993 .

FN9 The Commission addressed deferral
of Kendall's MARTENS loading costs in
docket 2815-TR-103, excluding costs
incurred in calendar year 2000 from de-
ferral over  a  three-year  period,  com-
mencing in the fourth quarter of 2001.
Kendall's 2001 and 2002 test year reve-
nue requirements were at issue in that
proceeding.

FNIn addit ion,  while in actuality no
MARTENS loading costs were incurred
by Central in calendar year 2000, the
Commission notes  tha t  exclusion of
2000 cos ts  from defer ra l eligibili ty
would also have been applicable if any
amounts were incurred in dirt year for
this activity.

F n l 5 Wis. Stat. § 196.204(6) provides
in relevant part:
(a) Iii addition to the other requirements
of this section, a telecommunications
utility shall meet the imputation test in
this subsection if all of the following ap-
ply:
1. The telecommunications utility has a
service offering that competes with an
offering of another telecommunications
provider.
2. The other telecommunications provid-
er's offering utilizes a service, including
any unbundled service element or basic
network function, from the telecommu-
nications utility that  is not available
within the relevant market or geographic
area on reasonably comparable terms
and conditions from any other telecom-
munications provider.
3. The telecommunications utility's own
offering uses that same noncompetitive
service, or its functional equivalent.

FN10 After exclusion of calendar year
2000-incurred amounts, the COPS total
company amounts eligible for deferred
accounts treatment are $373,949 for
Central and $392,534 for TUSA. FN16 Wis. Stat. § 196.204(6) provides

in relevant part:
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(b) The price of a telecommunications
service subj et to an imputation test shall
exceed the sum of all of the following:
1. The tariffed rates, including access,
carrier common line, residual intercon-
nection and similar charges, for the non-
competit ive service or  its  funct ional
equivalent that is actually used by the
telecommunications utility in its service
offering, as those rates would be charged
any customer for the use of that service.
2. The total service long-run incremental
costs of all other components of the tele-
communications utility's service offer-
ing, including access charges actually
paid.

FN17 No change.

END OF DOCUMENT
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Re Kuldo Utility Company, LLC
Docket No. 2007-0198
Dec.&Order No. 23975

Hawaii Public Utilities Commission
January 18, 2008

Before Caliboso, chairman, and Cole and Kon-
do, commissioners.

BY THE COMMISSION:

wastewater utility services, including the gather-
ing, storage, transmission, distribution,
processing, and other provision and elimination
of water, within its authorized service area on
the island of Hawaii. Fn2Ku.ldo provides water
and sewer  services to por t ions of a  master
planned community known as the Kuldo Beach
Club, and a residential development called Ma-
nini'owali in North Kona, on die island of Ha-
waii. Fn3Kukio also provides water services to
the restroom at Kua Bay Beach Park (aka, the
Kekaha Kai State Park) and for the park's initial
landscaping needs. FN4It also supplies untreated
bulk water on an interruptible basis to the Kuldo
Golf & Beach Club for initiation purposes. FN5

PROPOSED DECISION AND ORDER In 2007, Kukio obtained commission approval
to expand its service territory to provide water
service (only) to the Kuldo Mauka subdivision
and the adj cent Stroud subdivision. FN6

By this Proposed Decision and Order, the com-
mission approves a rate increase of $232,341 or
10.71% over revenues at present rates for KU-
KIO UTITY COMPANY, LLC's ('Kuldo') wa-
ter operations for the test year ending December
31, 2008 ('Test Year'). Also, for Kuldo's sewer
operations, the commission approves an overall
decrease of $28,030 or 3.23% in Test Year rev-
enues at present rates. In doing so, die commis-
sion approves the Stipulation of Settlement
Agreement In Lieu of Rebuttal Testimonies
('Stipulation'), jointly filed by Kukio and the
DIVISION OF CONSUMER ADVOCACY,
DEPARTMENT OF COMMERCE AND
CONSUMER AFFAIRS ( 'Consulner  Advo-
cate') FN1 on December 27, 2007.

B. Application

I. Background

A. Kukio

On July 20, 2007, Kukio filed an Application FN7
requesting approval of rate increases and revised
rate schedules and rules. Kukio states that the
current rates do not and will not produce suffi-
cient revenues to allow it to earn a fair rate of
return on its prudently incurred investment.
*N*'Thus, Kuldo seeks: 1) to implement compen-
satory rates which will replace its existing, ini-
tial rates approved by the commission in Deci-
sion and Order No. 20103 that are not compen-
satory and were based on a 'zone of reasonable-
ness,' FN9 2) to address the concerns of the Con-
sumer Advocate and the commission expressed
in Decision and Order No. 20103 in connection
with determining the exact costs that should be
included in rate base as to facilities that were or
are to be transferred to Kuldo from its parentKukio is a public utility that provides water and
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and sole member ,  WB Kuldo Resor ts ,  LLC
('WB Kuldo'), as compared to those costs that
are being recovered through contributions-in-
aid-of-construction ('CIAC'), and 3) to establish
new rates for both its water and sewer services
based on actual experience since 2003 for its
existing and new customers. FN10

be provided an 8.85% rate of return for water
services. Fn12Regarding its wastewater opera-
tions, Kukio requests commission approval of a
general rate increase of approximately $65,888,
or an approximate 7.6% increase, from the pro
Ronna revenue amount of $863,122 at present
rates for the Test Year. Fn13If approved, Kuldo
would be provided an 8.85% rate of return. FN14

Kukio's present and proposed rates are as fol-
lows:

Specifically, for its water operations, Kukio re-

quests commission approval of a general rate
increase of approximately $238,603, or an ap-

proximate 11.0% increase from the pro forma

revenue amount of $2,170,266 at present rates

for the Test Year. Fn11If approved, Kuldo would
Present Rate

Monthly Water Meter Charges:

Meter Size/ Service

Percent

Increase(monthly

charge/meter)

$11 .50

$11 .50

$11 .50

Proposed Rate

(monthly

charge/meter)

$12.80

$12.80

$12.80

11.3%

11.3%

11.3%

3/4' (commercial)

5/8' (residential)
14

(residential/commercial)

1 1/2' (commercial)

2' (commercial)

$30.00

$30.00

$33.30

$33.30

11.0%

11.0%

Rate/Gallons:
Monthly Water Consumpt ion Charge

Block/Definition

(gallons/month/meter)

Percent

Increase

Present Rate

Rate/1000

gal.

$4.75

$6.75

Proposed Rate

Rate/1000

gal.

$5 .273

$7.493

11.0%

11.0%

$8.75 $9.713 11.0%

Block I (0- 29,999)

Block II

(30,000- 74,999)

Block III

(75,000- above)

Monthly Bulk

Interruptible Users

$2.3069 Cost* + 20%

-PP

*Cost of production and
delivery of water
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Residential

Proposed Rate

(per month)

$60.00 per

dwelling unit

Percent

Increase

20%

Monthly Sewer Stand-By Charges
Type of Service Present Rate

(per month)

$50.00 per

dwelling

unit

$50.00 per

toilet

Commercial $60.00 per
toilet

20%

Monthly Sewer Quantity Charge ... Rate/Gallons *

Type of Service Present Rate

Rate/1000

gal.

Percent

Increase

* *

Residential and

Commercial

.Pp

$3.50

Proposed

Rate

Rate/1000

gal.

$4.201 20%

*Per thousand gallons of
domestic water consump-
tion.

.Pp

**The actual average per-
cent increase will be less (to
approximately 7.6%)

since the Application pro-
poses a new base for the
existing PCAF charge.

In addition, Kuldo seeks approval to establish an
Automatic Power Cost Adjustment Factor
('PCAF') for its water service to allow it to in-
crease or decrease its rates based on any corres-
ponding increase or decrease in its cost for elec-
tricity, and to revise the existing PCAF fionnula
pertaining to its sewer service. FN15

Kukio served copies of its Application on the
Consumer Advocate. The Consumer Advocate
did not object to the completeness of LWC's
Application. Fn17Hence, the filing date of Kuldo's
complete Application is July 20, 2007, consis-
tent with HRS §§ 269-16(d) and m m. FN18

C. Public Hearing ProcessFurthermore, Kuldo requested, pursuant to HAR
§ 6-61-92, that its unaudited financial state-
ments, submitted with its Application, be ac-
cepted in lieu of audited financial statements as
required underHAR § 6-61-75(b)(l). FN16

The commission's Notice of Public Hearing was
published statewide in various newspapers, in
accordance with HRS §§ 1-28.5, 269-12(c), and
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FNI92(59-16(b). On September 6, 2007, Kuldo
notified its ratepayers of the date, time, and lo-
cation of the upcoming public hearing, in accor-
dance with HRS 8 269-12(0). FN20

e. Is the rate of return requested fair?

Order No. 23927, filed on December 24, 2007.

On October 11, 2007, the commission held a
public hearing on Kuldo's Application, at the
Kealakehe Intermediate School cafeteria in Kai-
lua-Kona, Hawaii, pursuant to HRS §§ 269-
l2(c) and 269-l6(f) (2). At the public hearing,
Kevin Hirdde, the Chief Financial Officer for
WB Kuldo, and the Consumer Advocate orally
testified and submitted written comments. 1=nz1

E. Discovery

On October 25, 2007, the transcript of proceed-
ings for the public hearing held on October 11,
2007 was filed.

On November 21, 2007, the Consumer Advo-
cate submitted Information Requests ('IRs') to
Kuldo, CA-IR-1 to 53 (which had been infor-
mally provided to Kuldo on October 4, 2007,
November 5 and 9, 2007). On November 21,
2007, Kukio submitted responses to CA-IR-1 to
46 (including confidential information), CA-IR-
47 to 50, and CA-IR-51 to 53.

D. Stipulated Issues

Upon completion of the discovery process, the
Consumer Advocate, on November 30, 2007,
filed its Direct Testimony. Following Kuldo's
review of the Consumer Advocate's filing, the
Parties engaged M settlement discussions.As set forth in Order No. 23927, filed on De-

cember 24, 2007, the underlying issue is whedi-
er Kuldo's proposed increases in its rates and
charges are reasonable. This issue, in tum, in-
volves the determination of the following sub-
issues:

F. Stipulation

1. Is Kuldo's proposed rate increase reasonable?

On December 27, 2007, the Parties submitted
the Stipulation of Settlement Agreement in Lieu
of Rebuttal Testimonies, Exhibits KW - A to
KW - C and KS - A to KS - C, Attaclnnent l,
and Certificate of Service.

a. Are the proposed tariffs, rates and charges
just and reasonable? II. Discussion

b. Are the revenue forecasts for Test Year end-
ing December 31, 2008 ('Test Year') at present
rates and proposed rates reasonable?

HRS § 269-16(t) states in relevant part:

c. Are the projected operating expenses for the
Test Year reasonable?

(f) Notwithstanding any law to the contrary, for
public utilities having annual gross revenues of
less than $2,000,000, the commission may make
and amend its rules and procedures to provide
the commission with sufficient facts necessary
to determine the reasonableness of the proposed
rates without unduly burdening the utility com-
pany and its customers. In the determination of
the reasonableness of the proposed rates, the

d. Is the projected rate base for the Test Year
reasonable, and are the properties included in
the rate base used or useful for public utility
purposes?
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commission shall:

(2) Hold a public hearing as prescribed in sec-
tion 269-l2(c) at which the consumers or pa-
trons of the public utility may present testimony
to the commission concerning the increase. The
public hearing shall be preceded by proper no-
tice, as prescribed in section 269-12, and

commission in the proposed decision and order,
setting forth the basis for its objection or nonac-
ceptance, provided that the proposed decision
and order shall have no force or effect pending
the commission's final decision.  If notice is
filed, the above six-month period shall not apply
and the commission shall make every effort to
complete its deliberations and issue its decision
within the nine-month period from the date the
public utility's completed application was filed
as set forth in subsection (d). Any party that
does not accept the proposed decision and order
under this paragraph shall be entitled to a con-
tested case hearing, provided that the parties to
the proceeding may waive the contested case
hearing.

(3) Make every effort to complete its delibera-
tions and issue a proposed decision and order
within six months from the date the public utili-
ty tiles a completed application with the com-
mission, provided that all parties to the proceed-
ing strictly comply with the procedural schedule
established by the commission and no person is
permitted to intervene. If a proposed decision
and order is rendered after the six-month period,
the commission shall report in writing the rea-
sons therefor[e] to the legislature within dirty
days after rendering the proposed decision and
order. Prior to the issuance of the commission's
proposed decision and order, the parties shall
not be entitled to a contested case hearing.

Public utilities subject to this subsection shall
follow the standard chart of accounts to be ap-
proved by the commission for financial report-
ing purposes. The public utilities shall file a cer-
tified copy of the annual financial statements in
addition to an updated chart of accounts used to
maintain their financial records with the com-
mission and consumer advocate within ninety
days from the end of each calendar or fiscal
year, as applicable, unless this timeframe is ex-
tended by the commission. The owner, officer,
general partner, or authorized agent of the utility
shall certify that the reports were prepared in
accordance with the standard chart of accounts.

If all parties to the proceeding accept the pro-
posed decision and order, the parties shall not be
entitled to a contested case hearing, and section
269-15.5 shall not apply. If the commission
permits a person to intervene, the six-month pe-
riod shall not apply and the commission shall
make every effort to complete its deliberations
and issue its decision within the nine-month pe-
riod from the date the public utility's completed
application was filed, pursuant to subsections
(b), (c), and (d).

HRS § 269-16(f).

If a party does not accept the proposed decision
and order, either in whole or in part, that party
shall give notice of its objection or nonaccep-
tance within the timeframe prescribed by the

Kuldo is a public utility with annual gross oper-
ating revenues of less than $2 million. As such,
Kukio filed its Application pursuant to HAR §
6-61-88 (Requirements for General Rate In-
crease Applications by a Public Utility with An-
nual Gross Operating Revenues of Less than
$2,000,000) and HRS § 269-16, specifically,
subsection (f).
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Kukio and the Consumer Advocate are the only
parties in this proceeding, there are no interve-
nors. Accordingly, the commission must make
every effort to issue its Proposed Decision and
Order within six months from the tiling date of
Kukio's completed Application, 'provided that
all parties to the proceeding strictly comply with
the procedural schedule established by the
commission and no person is pennitted to inter-
vene.' FN22

See Stipulation, at 1-2 and 6-7. The Parties ac-
lmowledge that the Stipulation is subject to the
commission's review and approval, and that the
commission is not bound by the Stipulation.

The commission timely issues this Proposed
Decision and Order, in accordance with HRS §
269-16M (3).

In this regard, it is well-settled that an agree-
ment between the parties in a rate case cannot
bind the commission, as the commission has an
independent obligation to set fair and just rates
and arrive at its own conclusion.1n re Hawaiian
Elem. Co., Inc., 5 Haw. App. 445, 698 P.2d 304
(1985). With this mandate, die commission
proceeds in reviewing whether the Parties' Sti-
pulation appears just and reasonable, taken as a
whole.A. Parties' Stipulation

1. Terms and Conditions 2. Summary of the Stipulation

Exhibits KW - A, KW - B, and KW - c, at-
tached to the Stipulation show Kukio's revenue
requirement, expenses, customer usage informa-
tion, rate base, and summary results of water
operations resulting from the Stipulation. In par-
ticular, for water operations, the Parties agreed
to a revenue requirement of $2,402,607,
representing a total revenue increase of
$232,341 over revenues at present rates, or ap-
proximately l0.7l%. FN23

Exhibits KS - A, KS - B, and KS - C, attached
to the Stipulation show Kuldo's revenue re-
quirement, expenses, customer usage informa-
tion, rate base, and summary results of sewer
operations resulting from the Stipulation. In par-
ticular, for sewer operations, the Parties agreed
to a revenue requirement of $840,992,
representing a total revenue decrease of $28,030
over revenues at present rates, or an approx-
imate 3.23% reduction. FN24

The Stipulation reflects the Parties' global set-
tlement of all issues. In reaching their global
agreement, the Parties note:
WHEREAS the Parties agree that dies Stipula-
tion shall be in lieu of Kuldo filing Rebuttal
Testimonies to the Consumer Advocate's Direct
Testimony and Exhibits, filed on November 30,
2007, and any further discovery amongst the
Parties, and WHEREAS, the Parties understand
and acknowledge that the [c]ommission is not
bound by this Stipulation between the Parties,
and that this Stipulation is subj act to the review
and approval of the [c]oinmission.... The Par-
ties have agreed that that following provisions
of this Stipulation are binding between them
with respect to the resolution of the specific is-
sues and matters previously of disagreement in
the subject docket. In all respects, it is unders-
tood and agreed that the agreements evidenced
in this Stipulation represent the Parties' agree-
ment to fully and finally resolve all issues in the
subject docket on which they had previously
had differences for die purpose of simplifying
and expediting this proceeding.

The Parties have agreed to a return on rate base
of 8.85%. FN25
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2. OperatingExpenses
B. Water Operations

I. Operating Revenues

In Kuldo's Application, Exhibits KW 6, (line 7,
column 4), Kuldo originally sought a Test Year
revenue requirement of $2,408,869. M26In its
Direct Testimony, the Consumer Advocate pro-
posed a Test Year revenue requirement amount
of $2,402,607. FN27

Kukio was granted its CPCN in 2003, and that

was its first rate tiling. As the Consumer Advo-

cate states, '[y]ears 2003, 2004 and 2005 to a

lesser degree were, therefore, viewed as 'start

up' years, resulting in fluctuations in the histori-

cal level of expenditures in each of those years.'

FN30 Since the company is still in its build-out
period, the more stable years of 2006 and 2007

to-date should be used when analyzing the ma-

jor expenses incurred. FN31

As set forth in Exhibit KW - A, attached to the
Stipulation, the Parties have agreed upon an
amount of $l,431,490 for Kuldo's Test Year to-
tal operating and maintenance ('O&M') ex-
penses and depreciation expense at present and
proposed rates, respectively. Fn32In doing so, the
Consumer Advocate made certain adjustments
to Kuldo's proposed O&M expense items for
various reasons detailed in its Direct Testimony.

For water operations, Kuldo has accepted the

Consumer Advocate's Test Year revenue re-

quirement amount (line 8, column 3) [consisting

of $1,895,380 in total operating expenses, de-

preciation and taxes (line 29, column 3) plus

$507,227 in operating income alter income tax-

es (line 30, column 3), based on an 8.85% stipu-

lated rate of return on the stipulated average rate

base amount of $5,731,375 (lines 32 and 31,

respectively), column 3]. FN28 The result is a rev-

enue increase of $232,341, or approximately

10.71% from revenues at present rates for water

operations. FN29

FN33

Based on the evidence in the record relating to

the Parties' agreed-upon amounts for items that

comprise Kukio's water operating revenues (i.e.,

operating expenses, depreciation, and taxes),

discussed further below, the commission finds

reasonable the Parties' stipulated amount for

Kukio's Test Year total water operating reve-

nues.

A discussion of each of Kuldo's O&M expense
items, the additional information and analyses
provided by Kukio to the Consumer Advocate
as part of the settlement negotiations and dis-
cussions, as set forth in the Stipulation, and the
resulting settlement reached between the Parties,
follows below.

The Parties agree on the following operations

and maintenance expense amounts for the test

year: FN34

Parties'

Agreement

$789,819

$297,146

Kuldo's

Estimate

X

x

CA's

Estimate

No objection

No objection

Operations/Maintenance

Electricity

Operations Contractor

Fees*

System Repair $9,000 x No objection
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$1,000

$15,000

$8,114

$40,000

$3,000

X

X

X

X

x

No objection

No objection

No objection

No objection

No objection

$1,500

$5,000

$2,000

$7,245

$24,200

$1,449

$3,000

X

x

x

X

$30,000

X

X

No objection

No objection

No objection

No objection

x

No objection

No objection

& Maintenance

Equipment Maintenance

Meter Installation

Land Lease

Chemicals

Treatment Test &

Supplies

Gas Fuels & Lube

Materials & Supplies

Freight & Hauling

Insurance

Rate Case Amortization

Legal Expense

Engineer & Other

Professional

Other Expenses

Total O&M Expenses

$500

$1,207,973

x No objection

In general, the operations and maintenance ex-
pense amounts  (excluding contractor  fees)
represent the normalized level of funds Kuldo
will expend during the test year to operate its
facilities to provide water services to its rate-
payers.

i n cr e a s e  w i t h  t h e  n e w con t r a c t  a n d  a l s o  t h e  i n -

c r e a s e  o f  t h e  n u m b e r  o f  m e t e r s read . T h u s ,  for

se t t l ement  pur poses ,  we  f i nd  t he  t e s t  yea r  s t i pu-

l a t ed a m ou n t for ope r a t i ons con t r a ct o f

$297 , 146  r ea sonab l e .

T h e  c o m m i s s i o n  f i n d s  r e a s o n a b l e  t h e  P a r t i e s '

s t i p u l a t e d  a mou n t s  for  op e r a t i on s  a n d  ma i n t e n -

ance  expenses .
With regard to water operations contractor fees,
Kuldo has retained Island Utility Services, Inc.
('ITS') to staff, operate and maintain the day-to-
day facilities for both its water and sewer ser-
vices. FN35IUS provides a full range of technical
services and expertise. Fn36By utilizing ITS, Ku-
kio will benefit from the expertise not available
from its own employees and it is less expensive
than hiring full-time employees. FN37

3. Depreciat ion Expense

The Parties have agreed upon a Test Year ex-
pense amount for  depreciation of $223,517.
Fn4*The calculations are based on the Applica-
tion, at Exhibits KW 9-1 (line 28, column 8),
and KW 9-30 (line 28, column 11). The Con-
sumer Advocate apparently did not object, as it
included the same amount in its Direct Testimo-
ny. Fn4'The commission finds that the stipulated
amount for depreciation expense is reasonable.

K u k i o  s t a t e s  t h a t  t h e  'n e w  con t r a c t  a m ou n t  fo r

t h e  p r i o r  ye a r  w a s  r e cove r e d  i n  F e b r u a r y 2 0 0 6

and  t he  mont h l y r a t e  r evi sed  i n  2006 . ' FN38 The

c on t r a c t  i n c l u d e s  a n  a n n u a l  i n c r e a s e  o f  3 %  i n

con t r act  fe e s .  * 'N"Based  on  t he  above ,  i t  i s  r e a -

sonab l e  t ha t  t he  s i gn i f i can t  i ncr ease  i n  d i s t r i bu-

t i on  mon t h l y fe e s  mi gh t  h a ve  b e e n  t h e  mon t h l y

4. Taxes Other Wean Income Taxes
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Revenue taxes, otherwise known as taxes other
than income taxes ('TOTIT '), consist of the: (1)
State Public Service Company Tax ('PSCT'),
5.885 percent; and (2) State Public Utility Fee,
0.50 percent. The commission finds reasonable
the Parties' stipulated amount of $153,406 (ap-
plying the tax rates of 5.885 and 0.5 percent to
the proposed revenue of $2,402,607). FN42 The
commission agrees with the Parties' methodolo-
gy and tax rate to be used in calculating the
TOTIT, therefore, we find the stipulated amount
of $153,406 on taxes on revenue reasonable.

assets purchased with shareholder funds, other-
wise referred to as shareholder investments, or
through contributions from sources other than
shareholder funds. Fn48The key factors for de-
termining the net plant-in-service include plant-
in-service and accumulated depreciation. The
Parties stipulate to an end-of-year 2007 net
plant-in-service amount of $10,535,466 FN49 and
an end-of-year 2008 net plant-in-service amount
of $l0,219,210, Fns0 constituting an average
2008 Test Year net plant-in-service amount of
$10,377,338. Fn5l

5. Income Taxes i. Plant-in-Service

Kukio's end-of-year 2007 and 2008 p1ant-in-
sewice amount averages $12,790,756. Fn52The
Consumer Advocate did not object to this sum.
Fn53The parties stipulated to an average Test
Year plant-in-sewice amount of $12,790,756.

Kuldo calculated its test year estimated income
tax expense using the graduated federal and
state income tax rates, FN43 thus the income taxes
expense amount will differ resulting from dif-
ferent revenue requirement projections. Fn"4The
Parties agreed upon the methodology in deriving
the effective income tax rate of 37.9699% .
Fn45The Test Year income tax expense of
$310,484 is derived by applying the effective
income tax rate of 37.9699% to the taxable in-
come at the proposed rate of $817,711. Fn46The
commission agrees with the Parties' methodolo-
gy and the effective income tax rate, thus, finds
the Test Year income tax expense of $310,484
is reasonable.

ii. Accumulated Depreciation

6. Rate Base

Kuldo's end-of-year 2007 accumulated depre-
ciation amount was $2,255,290. Fn55End-of-year
2008 accumulated depreciation was $2,571,546.
Fn5°Thus, the average Test Year depreciation
amount is $2,413,418. Fn57The Consumer Advo-
cate did not object to these amounts. Fn58Based
on this analysis, the Parties stipulated to a Test
Year accumulated depreciation of $2,413,418.
Fn59The commission finds this average to be rea-
sonable.Pages 1 and 2 of KW - C of the Stipulation sets

forth the Parties' agreed-upon calculations for
Kukio's test year rate base for water operations
of $5,73l,375. Fn47In general, Kuldo's rate base
consists of the rate base components discussed
below:

b. Aeeumulated Deferred Income Taxes

a. Net Plant-in-Service

Kukio proposed an average Test Year ADIT
amount of $563,929. Fn6°The Consumer Advo-
cate did not object to, nor recommend any ad-
justments to this amount. Fn°'The Parties stipu-
lated to an average Test Year ADIT amount of
$563,929, which amount is a deduction from theGenerally, plant-in-service represents the utility
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Test Year average rate base. FN62

Excess capacity is comprised of two compo-
nents, production, and treatment and transporta-
tion. Kuldo's average Test Year production
excess capacity amount was $1,071,959 Fn72The
Consumer Advocate did not object to, nor modi-
fy this amount. Fn73The Parties have stipulated to
a Test Year excess capacity amount for produc-
tion 0f$11071,959. FN74

For treatment and transportation, Kuldo's aver-
age Test Year excess capacity amount was
$1,941,599 Fn75The Consumer Advocate did not
object, nor recommend any adjustment to this
amount. Fn76The Parties have agreed to a Test
Year excess capacity amount for treatment and
transportation of $1 ,941 ,599. FN77

Prior to January 1, 2007, Kuldo purchased water
to serve its customers from its parent WB Kuldo
Resorts. Fn63Effective as of January 1, 2007, die
HR wells and equipment are being transferred to
Kukio. Fn64The Consumer Advocate reviewed
the costs that should be included in rate base for
the facilities that were or are to be transferred to
Kuldo from its parent company, and had no sig-
nificant concerns regarding the costs or the val-
ue of the said facilities. Fn°5The average Test
Year ADIT amount is derived by applying the
effective tax rate of 37.9699 percent to the dif-
ference between the test year average accumu-
lated tax depreciation and the test year average
accumulated book depreciation. The Parties
agreed upon the methodology, the tax rate and
the stipulated ADIT amount of $563,929. The
commission agrees with the methodology and
tax rate, thus, for settlement purposes, we find
the test year ADIT amount of $563,929 reason-
able.

e. Working Capital

c. Committed Capacity

Kuldo's average Test Year committed capacity
amount for Makalei was $1,076,627. Fn'6The
Consumer Advocate did not object to, nor rec-
ommend any adjustment. Fn67Therefore, the Par-
ties stipulated to a capacity amount for Makalei
of$1,076,627. FN68

Kuldo's average Test Year committed capacity
amount for 'others' (other than Makalei) was
$92,513. Fn69The Consumer Advocate did not
object to, nor recommend any adjustment.
Fn70Therefore, the Parties stipulated to a capacity
amount for 'others' of $92,513. Fn7'This amount
will be deducted from the Test Year average
rate base.

In its Application, Kuldo proposed a Test Year
worldng cash requirement of $101,144 and the
methodology for computing the working cash
assumed that the worldng cash requirement
equated to 1/12"1 of total estimated test year op-
erating expenses. Fn78Using the l/l2"" factor to
compute working capital is a commonly ac-
cepted methodology for small utilities such as
Kuldo that do not generate sufficient revenues
to justify incuring the costs of performing a
lead/lag study Fn79. The Consumer Advocate
agrees upon the 1712"' factor methodology.
*`N80However, the Consumer Advocate proposes
a Test Year worldng capital amount of
$l00,664, which reflects the reduction of $5,800
to the Test Year rate case amortization expense.
Fn8'Kuldo has agreed to the Consumer Advo-
cate's recommendation and the stipulated
amount of $100,664 for working cash at present
rates. Fn82we agree with the methodology and
also find the stipulated amount is reasonable.

d. Excess Capacity 7. Rate of Return
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As part of its Application, Kukio sought a return

on rate base of 8.85%. Fn'*3The Consumer Advo-
cate did not object, nor recommend any adjust-

ment to this return on rate base. Fn84The Parties

stipulated to 8.85% for Kuldo's water opera-

tions. FN85

23916, filed on December 20, 2007, in Docket
No. 2006-0486, and In re Waikoloa Sanitary
Sewer Co., db West Hawaii Sewer Co ., Inte-
rim Decision and Order No. 23940, filed on De-
cember 28, 2007, in Docket No. 05-0329.Under
the circumstances, the commission finds that the
stipulated rate of return of 8.85% is fair and rea-
sonable.

8. Rate Design

The Parties stipulated to the following rate de-
sign based upon the expense items and rate base
discussed above and to provide a Test Year rev-
enue requirement of $2,402,607, representing a
total revenue increase of $232,34l, or approx-
imately 10.71% for Kuldo's water operations.

The agreed-upon rate of return of 8.85% is
based on the same rate of return found to be fair
by the commission in the following water and
sewer dockets: Fn86In re Punt Sewer & Water
Co., Inc ., Decision and Order No. 23376, filed
on April 20, 2007, in Docket No. 2006-0423,In
re KRWC Corp. ,  db Kohala Ranch Water
Company , Decision and Order No. 23404, filed
on May 1, 2007, in Docket No. 05-0334,In re
Late Water Co., LLC , Decision and Order No.
23522, filed on June 29, 2007, in Docket No.
2006-0502,In re  Nor th Shore Wastewater
Treatment , Proposed Decision and Order No.
Meter Present Rate Proposed Rate
Size/Service

Monthly Meter Charges

Percent

Increase

10.87%

10.87%

3/4'

5/8'
14

1 1/2'
24

44

Other sizes

-PP

$11.50

$11.50

$11_50

$30.00

$30.00

$30.00

$30.00

$12.75

$12.75

$12.75

$33.25

$33.25

$33.25

$33.25

10.87%

10.83%

10.83%

10.83%

10.83%

*Monthly charge per in-
stalled meter

Monthly Water Consumption Charge Rate/Gallons

Block/Definition

(gallons/month/meter)

Percent Increase

Block I
(0-29,999)

Present

Rate

Rate/1000

gal.

$4.75

Proposed

Rate

Rate/1000

gal.

$5.2587 10.71%
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$6.75 $7.4729 10.71%Block 11

(30,000-74,999)

Block HI

(75,000- above)

$8.75 $9.6871 10.71%

The slight differences in the above percent in-
creases result from rounding the monthly
charges and do not materially impact the overall
settlement revenue requirement.

taxes plus $144,264 in operating income after
income taxes, based on an 8.85% stipulated rate
of return on the stipulated average rate base
amount of $1, 630,104. *'N94The result is a reve-
nue decrease of $28,030, or approximately
3.23% from revenues at present rates for waste-
water operations. Fn'5The contributing factors for
the differences in sewer operation revenue re-
quirements are rate case amortization expenses,
worldng cash amounts, and excess capacity.

See Stipulation, at 22. Upon review, die com-
mission finds reasonable the Parties' stipulated
rate design, which provides Kuldo with a rea-
sonable opportunity to earn its test year revenue
requirement.

9. Monthly Bulk Interruptible Rate

The Parties agreed to retain the existing Bulk
Interruptible Rate without modification. FN87

10. Power Cost Aa§ustment Factor for Water
Operations

Based on the evidence in the record relating to
the Parties' agreed-upon amounts for items that
comprise Kuldo's operating revenues (i.e., oper-
ating expenses, depreciation, and taxes), dis-
cussed Mrther below, the commission finds rea-
sonable die Parties' stipulated amount for Ku-
ldo's Test Year total wastewater operating reve-
I1L1€S_

Kuldo requests the establishment of a PCAF for
its water operations. Fn88The Consumer Advo-
cate did not object. Fn8°The Parties have agreed
to adopt Kukio's proposed PCAF formula. FN90

2. Operating Expenses

C. Wastewater Operations

I. Operating Revenues

As set forth in Exhibit KS - A, attached to the
Stipulation, the Parties have agreed upon an
amount of $554,724 for Kukio's Test Year total
O&M expenses and depreciation expense at
present and proposed rates. Fn9'The Consumer
Advocate generally accepted Kuldo's proposed
O&M expense amounts, with a few adjustments.Kukio's Application originally sought a Test

Year revenue requirement of $929,010. 1=n911n its
Direct Testimony, the Consumer Advocate pro-
posed a Test Year revenue requirement amount
of$797,673. FN92

A discussion of each of Kukio's O&M expense
items, the additional information and analyses
provided by the Consumer Advocate, and the
resulting settlement reached between the Parties
on each O&M expense item follows below.

The Parties have agreed upon a Test Year reve-
nue requirement amount of $840,992 for sewer
operations. Fn93This amount consists of $696,728
in total operating expenses, depreciation, and The Parties agree on the following operations
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and maintenance expense amounts for the test year: FN98

Parties'

Agreement

$100,755

$229,444

Kukio's

Estimate

X

X

CA's

Estimate

No objection

No objection

$25,000 X No objection

$1,000

$1,500

x

X

No objection

No objection

$500 X No objection

$1,000

$7,000

X

X

No objection

No objection

$1,500

$2,000

$1,000

$8,000

$17,600

$1,500

$2,000

X

x

x

X

$23,400
X

X

No objection

No objection

No objection

No objection

x

No objection

No objection

Operations/Maintenance

Electricity

Operations Contractor

Fees

System Repair

& Maintenance

Equipment Maintenance

Other Repairs and

Maintenance

Safety Equipment &

Supply

Chemicals

Treatment Test &

Supplies

Gas Fuels & Lube

Materials & Supplies

Freight & Hauling

Insurance

Rate Case Amortization

Legal Expense

Engineer & Other

Professional

Other Expenses

Water for Treatment

Mai ft. & Trash Removal

Lift Station & Force Mn.

Total O&M Expenses

$500

$39,696

$4,000

$56,167

$500,162

X

X

x

$68,895

No objection

No objection

No objection

x

In general, the operations and maintenance ex-
pense amounts  (excluding contractor  fees)
represent the normalized level of funds Kuldo
will expend during the test year to operate its
facilities to provide water services to its rate-
payers.

the day-to-day facilities for both its water and
sewer services. FN991"US provides a full range of
technical services and expertise. Fn100By utilizing
ITS, Kuldo will benefit from the expertise not
available from its own employees and it is less
expensive than hiring full-time employees. FN101

with regard to wastewater operations contractor
fees, similar to water operation services, Kuldo
has retained ITS to staff; operate and maintain

The new contract amount for the prior year was
recovered in February 2006 and the monthly
rate revised in 2006.' FN102 The current amount is
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provided in confidential attachment Response to
CA-IR-39b. Fnl03The functions covered are pro-
vided in the contracts, as well as the annual in-
crease of 3% for the contract period through
August 31, 2008. 1=n104An increase of 3% effec-
tive on September 1, 2008 was used to be con-
sistent with the prior contracts. FN105

5. Income Taxes

The commission finds the stipulated amount of
$229,444 for the wastewater operations contract
fee is reasonable.

The commission finds reasonable the Parties'
stipulated amounts for wastewater operations
and maintenance expenses.

3. Depreciation Expense

The differences between the Parties' income tax
projections resulted from the differing revenue
requirement projections. After agreeing upon
the revenue requirement, they stipulated to in-
come tax amounts of $98,270 and $88,307, at
present and proposed rates, respectively, for the
Tax Year. Fn109The Parties agreed upon the me-
thodology in deriving the effective income tax
rate of 37-9699%. Fn"°The Test Year income tax
expense of $88,307 is derived by applying the
effective income tax rate of 37.9699% to the
taxable income at proposed rate of $232,571.
Fnlllwe agree with the Parties' methodology and
die effective income tax rate, thus, we find the
Test Year income tax expense of $88,307 is rea-
sonable.

6. Rate Base
The Parties have agreed upon a Test Year ex-
pense amount for depreciation of $54,562.
Fn'°"Kuldo initially proposed an amount of
$66,927, however, during discussions, the Con-
sumer Advocate proposed an adjustment to the
excess capacity factor, and any adjustment
would correspondingly result in an adjustment
to the Test Year expense amount for deprecia-
tion. Fn107The commission finds that the stipu-
lated amount for depreciation expense is reason-
able.

Pages 1 and 2 of KS - C of the Stipulation sets
forth the Parties' agreed-upon calculations for
Kuldo's test year rate base for wastewater opera-
tions of $1,630,l04. Fn112In general, Kukio's rate
base consists of the rate base components dis-
cussed below :

a. Net Plant-in-Service

4. Taxes Other Than Income Taxes The Parties stipulated to an average 2008 Test
Year net plant-in-service amount for sewer op-
erations of $5,016,941, 1=n113Th€ average is based
on the end-of-year 2007 amount of $5,095,580
and end-of-year 2008 net plant-in-service
amount of $4,938,302 FN114

Based on the Parties' stipulation regarding the
revenue requirement, they agreed upon taxes on
revenue amounts of $55,487 and $53,697 (ap-
plying the tax rates of 5.885 and 0.5 percent to
the proposed revenue of $840,992), at present
and proposed rates, respectively, for the Test
Year. Fn'°8The commission agrees with the Par-
ties' methodology of calculating the TOTIT,
therefore, we find the stipulated amount of
$53,697 on taxes on revenue is reasonable.

i. Plant-in-Service

Kuldo proposed an average Test Year amount of
$5,715,480 for its plant-in-service. Fn115The
Consumer Advocate did not object, nor adjust
this amount. Fn116The Parties stipulated to the
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$5,715,480 amount for plant-in-sewice for
wastewater operations. FN117 c. Excess Capacity

ii. Accumulated Depreciation

The Parties stipulated to an amount for accumu-
lated depreciation which is the straight average
of the end-of-year 2007 and end-of-year 2008
amount. Kuldo's end-of-year 2007 accumulated
depreciation was $619,900. Fn"8End-of-year
2008 accumulated depreciation was $777,178.
Fn"9Thus, the average Test Year depreciation
amount is $698,539. *'N120The Consumer Advo-
cate did not object to diesel amounts. Fn121Based
on this analysis, the Parties stipulated to a Test
Year accumulated depreciation of  $698,539.
Fn122The commission finds this average to be
reasonable.

b. ADIT

Kukio acknowledges that a portion of its plant
in service for sewer operations is in excess of
what would be needed to serve its customer base
in the Test Year, including an additional amount
for unforeseen flows. Fn127The Parties differed in
methods to calculate capacity until Kuldo ex-
plained the unusual usage patters of its custom-
ers who are seasonal occupants and only utilize
wastewater services for portions of the year, as
compared to customers who are generally full-
time residents. Fn128Kukio states that the highest
usage months occur in December, January, and
from April through June (Christmas, New Year
season, as well as spring break and summer).
FN129 Kuldo claims that regardless of annual av-
erage usage per day, it must nevertheless ensure
sufficient capacity during these high-occupancy
periods, higher than the annual average daily
flows calculated by the Consumer Advocate to
compute excess capacity. Fn130Based on the
above, the Parties agreed to utilize the average
of the highest maximum daily flow amounts for
December 2006, April 2007, and May 2007;
resulting in an excess capacity factor of
65.3ll%. Fn'3'The Parties stipulated to an aver-
age Test Year excess capacity amount of
$2,990,619. Fnl32

For wastewater, the Kuldo proposed an average
Test Year ADIT amount of $437,898, FN123 based
upon the end-of-year 2007 amount of $407,546
and end-of -year 2008 amount of  $468,250.
1=n124Th€ Consumer Advocate did not object to,
nor recommend any adjustments to these
amounts. 1=n125The Parties stipulated to an aver-
age Test Year ADIT amount of $437,898, which
amount is a deduction from the Test Year aver-
age rate base. FN126

d. Working Capital
The average Test Year ADIT amount is derived
by applying die effective tax rate of 37.9699
percent to the difference between the test year
average accumulated tax depreciation and die
test year average accumulated book deprecia-
tion. The Parties agreed upon the methodology,
the tax rate and the stipulated ADIT amount of
$437,898. The commission agrees with the me-
thodology and tax rate, thus, for settlement pur-
poses, we find the test year ADIT amount of
$437,898 is reasonable.

In its Application, Kuldo proposed a Test Year
working capital amount of $43,056. Fnl33The
Consumer Advocate proposed $42,741. Fn134The
Parties were in agreement as to the methodology
used to calculate working capital, however, the
difference resulted form their differing operat-
ing expenses estimates. Fn135The Parties came to
agreement on the operating expense projections
and the excess capacity factor affecting certain
operating expenses, therefore, stipulated to an
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average Test Year amount for worldng capital
of $41,680. Fn'"The commission agrees with the
methodology and also finds the stipulated
amount to be reasonable.

8. Rate Design for Wastewater Operations

7. Rate ofReturnfor Sewer Operations

The Parties stipulated to the following rate de-
sign to provide a reasonable opportunity for
Kuldo to earn the Test Year revenue require-
ment of $840,992, representing a total revenue
decrease of ($28,030), or an approximately
3.23% decrease from revenues at present rates.
Fn'4°The stipulated rate design is as follows:

Monthly Stand-By Charges

As part of its Application, Kuldo sought a return
on rate base of 8.85%. Fn137/he Consumer Ad-
vocate did not object, nor recommend any ad-
justment to dies return on rate base. Fnl38The Par-
ties stipulated to 8.85% for Kuldo's wastewater
operations. Fn1s9
Type of Service Present Rates Proposed Rate Percent

Increase

7.8%Residential

Commercial

$50.00 per

dwelling unit

per month

$50.00 per

toilet per

month

$53.90 per

dwelling unit

per month

$53.90 per

toilet per

month

7.8%

Monthly Quantity Charge - Rate/Gallons *
Type of Service Present Rates Proposed Rate Percent

Increase

7.9%Residential and

Commercial

$3.50 $3.7750

*Per thousand gallons of metered domestic wa-
ter consumption.

See Stipulation, at 42. Upon review, the com-
mission finds reasonable do Parties' stipulated
rate design, which provides Kukio with a rea-
sonable opportunity to earn its test year revenue
requirement.

Stipulation results from arms-lengdi negotia-
tions, involving 'give and take' on both sides.
The commission finds that the Parties' Stipula-
tion, taken as a whole, appears just and reasona-
ble. Accordingly, for purposes of this proceed-
ing, the commission approves the Parties' Stipu-
lation, consistent with the terms of this Proposed
Decision and Order. Nonetheless, the commis-
sion's approval of the Parties' Stipulation, or of
the methodologies used herein, may not be cited
as precedent by any parties in any future com-
mission proceeding.

The Parties' stipulated rate increase provides
Kukio with a reasonable opportunity to earn its
test year revenue requirement of $2,401,607 for
water and $840,992 for wastewater. The Parties'
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9. Amended Service Territory Map Test Year for water operations, as set forth in
Exhibit A, attached, are reasonable.

2. The operating revenues and expenses for the
Test Year for wastewater operations, as set forth
in Exhibit B, attached, are reasonable.

3. Kuldo's Test Year revenue requirement of
$2,402,607 for water is reasonable.

4. Kuldo's Test Year revenue requirement of
$840,992 for wastewater is reasonable.

In addition to the rate increases and revisions,
Kukio also seeks expansion of its territory with-
in this docket. Specifically, it intends to provide
water and wastewater services Phase III of the
Manini'owali development ('Phase III') (so that
it would be servicing the entire Manini'owali
development), which is being developed by WB
Manini'owali, LLC, and affiliate of WB Kuldo
Resorts. Fn141when Docket No. 04-0137 was be-
ing determined, Kukio decided to exclude the
approximately 15 units in Phase III because of
water pressure issues, those issues have since
been resolved. Fn'42Kukio states that Phase III
rates would be at the same tariff rates as that
currently charged the rest of the Manini'owali
development. FN143

5. Kukio's rate of return of 8.85% is fair, as well
as the rate base of $5,731,375 for water, and
$1,630,104 for wastewater, which are reasona-
ble.

After review, the commission finds that Kuldo's
request to expand its service territory to include
Phase III of Manini'owali is reasonable. Kuldo
shall file an updated service territory map of its
tariff

6. Kuldo is entitled to an increase in revenues of
$232,341 or 10.71% over revenues at present
rates, and total operating revenues of
$2,402,607 for its water operations.

OIL Summary of Findings and Conclusions

7. Kuldo may decrease its rates to produce an
annual revenue decrease for wastewater opera-
tions of $28,030, or approximately 3.23%, re-
ducing Kukio's revenue requirement to
$840,992.

8. The Parties' stipulated rate design is reasona-
ble.

The Parties' Stipulation results from arms-length
negotiations, involving 'give and take' on both
sides. The commission finds that the Parties'
Stipulation, taken as a whole, appears just and
reasonable. Accordingly, for purposes of this
proceeding, the commission approves the Par-
ties' Stipulation, consistent with the terns of this
Proposed Decision and Order. Nonetheless, the
commission's approval of the Parties' Stipula-
tion, and of the methodologies used herein, may
not be cited as precedent by any parties in any
future commission proceeding.

9. Kukio's proposal to establish and implement
its PCAF is reasonable.

In sum, the commission finds and concludes:

1. The operating revenues and expenses for the

10. Kuldo shall promptly file its revised tariff
sheets, and rates schedules for the commission's
review and approval, which implement the i11-
creases in rates and charges authorized by this
Proposed Decision and Order, with copies
served upon the Consumer Advocate. Kuldo's
filing shall include its approved PCAF, and an
updated map of its authorized service territory.
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IV. Acceptance or Non-Acceptance
commission is free to review anew the entire
docket and all issues therein.

V. OrdersConsistent with HRS § 269-16(D(3>, within ten
days from the date of this Proposed Decision
and Order, each of the Parties shall notify the
commission as to whether it: FN144

THE COMMISSION ORDERS:

1. Accepts in Toto, the Proposed Decision and
Order. If the Parties accept the Proposed Deci-
sion and Order, they 'shall not be entitled to a
contested case hearing, and [HRS] section 269-
15.5 shall not apply.' H R S  § 2 6 9 - 1 6 M m

1. The Parties' Stipulation, filed on December
27, 2007, is approved, consistent with the terms
of this Proposed Decision and Order.

2. Kuldo may increase its rates to produce addi-
tional revenues of $232,34l, or approximately
10.71% over revenues at present rates for its
water operations, as shown on Exhibit A, at-
tached, representing an increase in Kukio's rev-
enue requirement to $2,402,607 .

2. Does not accept, in whole or in part, the Pro-
posed Decision and Order. If so, said party shall
give notice of its objection or non-acceptance
and set forth the basis for its objection or non-
acceptanceld. Moreover, the party's objection
or non-acceptance shall be based on the evi-
dence and information contained in the current
docket record, i.e., the materials available to the
commission at the time of its issuance of the
Proposed Decision and Order.

3. Kukio may decrease its rates to produce an
annual revenue decrease for wastewater opera-
tions of $28,030, or approximately 3.23% de-
crease, as shown in Exhibit B, attached,
representing a decrease in Kukio's revenue re-
quirement to $840,992.

Any party that does not accept the Proposed De-
cision and Order 'shall be entitled to a contested
case hearing, provided that the parties to the
proceeding may waive the contested case hear-
ing.'Id. The commission shall make every effort
to complete its deliberations and issue its Deci-
sion and Order by July 22, 2007.Id.

4. Kukio is authorized to am an 8.85% rate of
return on its average test year rate base of
$5,731,375 for water, and $1,630,104 for
wastewater.

The underlying purpose of HRS § 269-16(1) is
to expedite the ratemaldng process for public
utilities with annual gross revenues of less than
two million dollars.  Consistent  thereto,  the
commission has completed its review and timely
issues dies Proposed Decision and Order. None-
theless, the commission makes it clear that if it
is required to issue a Decision and Order due to
the non-acceptance of the Proposed Decision
and Order by one or both of the Parties,  the

5. Kukio shall promptly file its revised tariff
sheets and rates schedules for the comlrlission's
review and approval, which implement the
changes in rates and charges authorized by this
Proposed Decision and Order, with copies
served upon the Consumer Advocate. Kuldo's
filing shall include its approved PCAF and an
updated map of its authorized service temltory,
consistent with the terms of this Proposed Deci-
sion and Order. Kuldo's revised tariff sheets and
rate schedules, including the implementation of
its approved PCAF, shall take effect upon the
commission's approval of said filing.
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ABLE TABLETABULAR OR GRAPHIC
MATERIAL SET FORTH AT THIS POINT IS
NOT DISPLAYABLE

6. Within ten days from the date of this Pro-
posed Decision and Order, each of the Parties
shall notify the commission as to whether it ac-
cepts, in Toto, or does not accept, in whole or in
part, this Proposed Decision and Order, consis-
tent with Section IV, above. A party's objection
or non-acceptance shall be based on the evi-
dence and information contained in the current
docket record.

CERTIFICA TE OF SER VICE

7. The failure to comply with any of the re-
quirements noted in the ordering paragraphs,
above, may constitute cause to void this Pro-
posed Decision and Order, and may result in
further regulatory action as authorized by State
law.

DONE at Honolulu, Hawaii January 18, 2008.
APPROVED AS TO FORM: Signature Jodi L.
K. Yi Commission Counsel

I hereby certify that I have this date served a
copy of the foregoing Proposed Decision and
Order No. 23975 upon the following parties, by
causing a copy hereof to be mailed,  postage
prepaid, and properly addressed to each such
party. CATHERINE p. AWAKUNI EXECU-
TIVE DIRECTOR DEPARTMENT OF COM-
MERCE AND CONSUMER AFFAIRS DIVI-
SION OF CONSUMER ADVOCACY p.  o.
Box 541 Honolulu, HI 96809 KEVIN HINKLE
c/o KUKIO UTILITY COMPANY, LLC P.O.
Box 5349 Kailua-Kona, HI 96745~5349 KENT
D. MORIHARA, ESQ. MICHAEL H. LAU,
ESQ. KRIS n. NAKAGAWA, ESQ. RHONDA
L. CHING, ESQ. MORIHARA LAU & FONG
LLP 841 Bishop Street, Suite 400 Honolulu, HI
96813 Counsel for  Kukio Utility Company,
LLC DATED: January 18, 2008

FOOTNOTES

FNI The Consumer Advocate is an ex
officio party to this proceeding, pursuant
to Hawaii Revised Statutes ('HRS') §
269-51 and Hawaii Administrative Rules
( 'HAR') § 6-61-62(a). Kukio and the
Consumer Advocate are collectively re-
ferred to as the 'Parties.'

TABLETABULAR OR GRAPHIC MATERI-
AL SET FORTH AT THIS POINT IS NOT
DISPLAYABLE TABLETABULAR OR
GRAPHIC MATERIAL SET FORTH AT THIS
POINT IS NOT DISPLAYABLE TABLETA-
BULAR OR GRAPHI C  MATERI AL  SET
FORTH AT THIS POINT IS NOT DISPLAY-
ABLE TABLETABULAR OR GRAPHIC
MATERIAL SET FORTH AT THIS POINT IS
NOT DISPLAYABLE TABLETABULAR OR
GRAPHIC MATERIAL SET FORTH AT THIS
POINT IS NOT DISPLAYABLE TABLETA-
BULAR OR GRAPHI C  MATERI AL  SET
FORTH AT THIS POINT IS NOT DISPLAY-
ABLE TABLETABULAR OR GRAPHIC
MATERIAL SET FORTH AT THIS POINT IS
NOT DISPLAYABLE TABLETABULAR OR
GRAPHIC MATERIAL SET FORTH AT THIS
POINT IS NOT DISPLAYABLE TABLETA-
BULAR OR GRAPHI C  MATERI AL  SET
FORTH AT THIS POINT IS NOT DISPLAY-

FN2 Kuldo was granted a certificate of
public convenience and necessity
('CPCN ') in Decision and Order  No.
20103,  t i led on March 23,  2003,  a s
amended by Order No. 20688, filed on
November 26, 2003, in Docket No. 01-
0433.
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FN3 See Application, at 3.

FN4 See Application, at 3.

went of Position Regarding Complete-
ness of Application, filed on August 9,
2007, in accordance with HRS § 269-
16 d .

FN5 See Application, at 3-4 (citing De-
cision and Order No. 21836, filed on
May 25, 2005, in Docket No. 04-0137).

FN18 See Order No. 23716, filed on Oc-
tober 12, 2007.

FN6 See Application, at 4 (citing Deci-
sion and Order No. 23492, filed on June
14, 2007, in Docket No. 2006-0414).

FN7 Kuldo's Application, Exhibits KUC
1 & 2, KW 3 through 10, KS 3 through
10, KUC T-100 through 200, Verifica-
tion, and Certificate of Service, filed on
July 20, 2007 (collectively, 'Applica-
tion').

FN8 See Application, at Exhibit KUC-T-
100, page 14.

FN9 See Application, at Exhibit KUC-T-
100, page 16.

FN10 Application, at 6.

FN11 See Application, at 5.

FN12 See Application, at 5.

FN13 See Application, at 5.

FN14 See Application, at 5.

Fnl9 Specifically, the commission's No-
tice of Public Hearing was published on
September 20 and 27, October 4 and 9,
2007, in The Garden Island, Hawaii Tri-
bune-Herald, Honolulu Star-Bulletin,
The Maui News, and West Hawaii To-
day. On October ll, 2007, the Honolulu
Star-Bulletin filed an Affidavit of Publi-
cation for September 20, 2007, Septem-
ber 27, 2007, October 4, 2007, and Oc-
tober 9, 2007. On October 12, 2007, the
West Hawaii Today newspaper filed an
Affidavit of Publication for September
20, 2007, September 27, 2007, October
4, 2007, and October 9, 2007. On Octo-
ber 17, 2007, the Maui News newspaper
filed an Affidavit of Publication for Sep-
tember 20, 2007, September 27, 2007,
October 4, 2007, and October 9, 2007.
On October 19, 2007, the Hawaii Tri-
bune-Herald newspaper filed an Affida-
vit of Publication for September 20,
2007, September 27, 2007, October 4,
2007, and October 9, 2007. On October
19, 2007, the Garden Island newspaper
filed an Affidavit of Publication for Sep-
tember 20, 2007, September 27, 2007,
October 4, 2007, and October 9, 2007.FN15 See Application, at 12.

FN16 See Application, at 9-12. By Order
No. 23716, filed on October 12, 2007,
the commission waived the requirement
of audited financial reports.

FN20 See Kuldo's letter, dated October
4, 2007, with a copy of the notice en-
closed.

FN17 See Consumer Advocate's State-
Fn2l Rick Fluegel, a homeowner, also
testified at the public hearing. In general,
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his comments expressed a concern of the
rates being high, as well as the possibili-
ty of the utility being sold in the near fil-
ture and the potential of that triggering
another rate increase. He did not disag-
ree with issues proposed in Kukio's Ap-
plication.

FN33 See Stipulation,  a t  8,  CA-T-1,
pages 16 to 20, and Exhibit CA-104.

FN22 HRS § 269-16M (3).

FN34 The third and four th columns
identify whose estimate the other party
accepted for settlement purposes. For
example,  for  electr icity expense,  the
Consumer Advocate accepted Kukio's
estimate of$789,819.

FN23 See Stipulation, at 22.

FN24 See Stipulation, at 41-42.
FN35 See Application, at Exhibit KUC-
T-100, page 4.

FN25 See Stipulation, at 21 and 41, Ex-
hibit KW - A, page 1, (line 32, column
3), and Exhibit KS - A, page 1, (line 34,
column 3).

FN36 See Application, at Exhibit KUC-
T-100, page 4-6.

FN37 See Application, at Exhibit KUC-
T-100, page 6.

FN26 See Stipulation, at 7, and Exhibit
KW 6 of the Application, (line 7, col-
umn 4).

FN38 See Kuldo's Response to CA-IR-
l 8d.

FN27 See Consumer Advocate's Direct
Testimony, at CA-101 .

FN39 See Application, at Exhibit KW 9-
4, and Kukio's Response to CA-IR-18e.

FN28 See Stipulation, at 7, and Exhibit
KW - A.

FN40 See Stipulation, at Exhibit KW
A, page 1, (line 25, column 3).

FN29 See Stipulation, at 8. FN41 See Direct Testimony, at CA-T-1,
Exhibit CA-101 ,

FN30 See Direct Testimony, at CA-T-1,
page 17. FN42 See Stipulation, at 16, and Exhibit

KW - A, page 5.

FN43 See Stipulation, at Exhibit KW
A, page 4.

FN31 Kuldo did not file separate finan-
cial reports for year 2004 (o111y consoli-
dated fuiancial statements), thus, an av-
erage of 2005 and 2006 will be utilized
instead of a three-year average. FN44 See Stipulation, at 16.

FN32 See Stipulation, at 8, and Exhibit
KW - A page 1., (line 26, columns 1 and
3).

FN45 See Stipulation, at Exhibit KW
A, page 4.
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FN46 See Stipulation, at Exhibit KW
A, page 3. FN59 See Stipulation, at 18, and Exhibit

KW - C, page 1, (line 2, column 3).
FN47 See Stipulation, at Exhibit KW -
C, page 1, and KW - A, page 1 (line 31,
columns 1 and 3).

FN60 See Stipulation, at 18, and Appli-
cation, at Exhibits KW 8-5, and KW 8-1,
page 1 (line 4, column 4).

FN48 See Direct Testimony, at CA-T-1,
page 23 . Fn6l See Direct Testimony, at CA-T-1,

Exhibit CA- 1024
FN49 See Stipulation, at Exhibit KW
C, page 1 (line 3, column 1). FN62 See Stipulation, at 18, and KW

C, page 1, (line 7, column 3).
FN50 See Stipulation, at Exhibit KW
C, page 1 (line 3, column 2). FN63 See Application, at Exhibit KUC-

T-100, pages 6-7.
FN51 See Stipulation, at Exhibit KW
C, page 1 (line 3, column 3). FN64 See Application, at Exhibit KUC-

T-100, page 7.
FN52 See Stipulation, at 17, and Appli-
cation, at Exhibit KW 8-1, (line 1, col-
umns 2 to 4) .

FN65 See Direct Testimony, at CA-T-1,
page 24-25.

FN53 See Direct Testimony, at. CA-T-1,
page 24, (lines 11 to 14).

FN66 See Application, at Exhibit KW 8-
1, (line 8, column 4).

FN54 See Stipulation, at 18, Exhibit KW
- C, page 1, (line 1).

FN67 See Direct Testimony, at CA-T-1,
Exhibit cA-102.

FN55 See Stipulation, at 18, and Appli-
cation, at Exhibit KW 8-1, page 1 (line
2, column 2).

FN68 See Stipulation, at 19, and Exhibit
KW - C, page 1, (line 15, column 3).

FN56 See Stipulation, at 18, and Appli-
cation, at Exhibit KW 8-1, page 1, (line
2, column 3).

FN69 See Application, at Exhibit KW 8-
1, (line 9, column 4).

FN70 See Direct Testimony, at CA-T-1,
Exhibit CA-102.

FN57 See Stipulation, at 18, and Appli-
cation, at Exhibit KW 8-1, page 1, (line
2, column 4).

FN71 See Stipulation, at 19, and Exhibit
KW - C, page 1, (line 16, column 3).

FN58 See Direct Testimony, at CA-T-1,
Exhibit CA-102.

FN72 See Application, at Exhibit KW 8-
1, (line 10, column 4) and KW 8-6.
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FN73 See Direct Testimony, at CA-T-1,
Exhibit CA-102.

FN85 See Stipulation, at 21, and KW
A, page 1, (line 32, column 3).

FN74 See Stipulation, at 20; and Exhibit
KW - C, page 1, (line 17, column 3).

FN86 Similar to Kukio, the listed utility
companies have less than $2 million an-
nual gross revenue.

FN75 See Application, at KW 8-1, (line
11, column 4) . FN87 See Stipulation, at 23 .

FN76 See Direct Testimony, at CA-T-1,
Exhibit CA-102.

FN88 See Application, at 12, and Exhi-
bit KUC-T-200, page 38.

FN77 See Stipulation, at 20, and KW
C, page 1, (line 18, column 3).

FN89 See Direct Testimony, at CA-T-1,
page 31, (lines 14 to 18).

FN78 See Application, at KW 8-1, and
KW 8-8.

FN90 See Stipulation, at 24.

Fn9l See Stipulation, at 25 and Applica-
tion, at Exhibit KS 6, (line 7, column 4).

FN92 See Direct Testimony, at Exhibit
CA-108.

F N79  S ee Dec is ion a nd Or der  No.
13971, (Docket No. 7984, Waikoloa Sa-
nitary Sewer Company), Decision and
Order No. 16372, (Docket No. 96-0366,
West Hawaii Utility company), and De-
cision and Order No. 19812, (Docket
No. 01-0275, Kaupulehu Waste Water
Company).

FN93 See Stipulation, at 25, and Exhibit
KS - A, page 1, (line 7, column 3).

FN80 See Direct Testimony, at CA-T-1,
page 26.

FN94 See Stipulation, at 25, and Exhibit
KS - A, page 1, (lines 33 and 34, column
3).

FN81 See Direct Testimony, at CA-T-1,
page 27.

FN95 See Stipulation, at 25, and Exhibit
KS - A, page 1, (line 7, column 2).

FN82 See Stipulation, at Exhibit KW
C, pages 1 to 3.

FN96 See Stipulation, at 26, and Exhibit
KS - A page 1, (line 28, columns 1 and
3).

FN83 See Application, at Exhibits KW
6, (line 15, column 4), and KW 10-1
(line 8, column 3).

FN97 See Stipulation, at 26, and CA-T-
1, pages 39 to 42, and Exhibit CA-111.

FN84 See Direct Testimony, at CA-T-1,
page 28, (lines 1 to 5).

FN98 The third and four th columns
identify whose estimate the odder party
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accepted for settlement purposes. FN112 See Stipulation, at Exhibits KS -
C, page 1 and KS - A, page 1, (line 33,
columns 1 and 3).FN99 See Application, at Exhibit KUC-

T-100, page 4.

FN100 See Application, at Exhibit KUC-
T-100, page 4-6.

FN113 See Stipulation, at 39, and Exhi-
bit KS - C, (line 3, column 3).

FN101 See Application, at Exhibit KUC-
T-100, page 6.

FN114 See Stipulation, at 36, and Exhi-
bit KS - C, (line 3, columns 1 and 2).

FN102 See Kuldo's Response to CA-IR-
39c.

FN115 See Application, at Exhibit KS 8-
1.

FNIO3 See Kuldo's Response to CA-IR-
39b (filed under and subject to Protec-
tive Order No. 23602) .

Fn1l6 See Direct Testimony, at CA-T-
1, page 45, (lines 5 to 8).

FN104 See Kuldo's Response to CA-IR-
39b (filed under and subject to Protec-
tive Order No. 23602), and 3rd.

FN117 See Stipulation, at 37, and Appli-
cation, at Exhibit KS - C, page 1, (line
1).

FN105 See Kuldo's Response to CA-IR-
39d.

FN118 See Stipulation, at 37, and Appli-
cation, at Exhibit KS 8-1, page 1, (line 2,
column 2).

FN106 See Stipulation, at 35, and Exhi-
bit KS - A, page 1, (line 27, column 3).

FN119 See Stipulation, at 37, and Appli-
cation, at Exhibit KS 8-1, page 1, (line 2,
column 2) .

FN107 See Stipulation, at 34, and Appli-
cation, at Exhibit KS 9-30, (line 22).

FN120 See Stipulation, at 37, and Appli-
cation, at Exhibit KS 8-1, page 1, (line 2,
column 4).

FN108 See Stipulation, at 35, and Exhi-
bit KS - A, page 1, (line 29). FN121 See Direct Testimony, at CA-T-

1, and Exhibit CA-109.
FN109 See Stipulation, at 35, and Exhi-
bit KS - A, page 1, (line 30) and page 3. Fnl22 See Stipulation, at 37, and Exhi-

bit KS - C, page 1, (line 2, column 3).
FN110 See Stipulation, at Exhibit KS
A, page 4. Fnl23 See Stipulation, at 37, and Appli-

cation, at Exhibits KS 8-5, (line 9, col-
umn 5) and KS 8-1, page 1, (line 5, col-
umn 4).

Fn11l See Stipulation, at Exhibit KS
A, page 3.
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1, page 48, (lines 8 to 12).FN124 See Stipulation, at 37, and Appli-
cation, at Exhibits KS 8-5, (line 9, col-
umns 3 and 4) and KS 8-1, page 1, (line
5, columns 2 and 3).

FN139 See Stipulation, at 41, and Exhi-
bit KS - A, page 1, (line 34, column 3).

FN125 See Direct Testimony, at CA-T-
1, Exhibit CA-109.

FN140 See Stipulation, at 41 to 42.

FN126 See Stipulation, at 37, and KS
C, page 1, (line 7, column 3).

FN141 See Stipulation, at 43, and Ku-
1do's Response to CA-IR-48.

FN127 See Stipulation, at 38.
FN142 See Stipulation, at 43, and Ku-
1do's Response to CA-IR-48.

FN128 See Stipulation, at 39. FN143 See Stipulation, at 43-44, and
Kuldo's Response to CA-IR-48 .

FN129 See Stipulation, at 39-40.

FN130 See Stipulation, at 39.

FN131 See Stipulation, at 40, and Exhi-
bit KS - C, page 1, (lines 17 to 22).

FN144 This deadline is consistent with
the deadline to move for reconsideration
of a commission decision or order.See
HAR §§ 6-61-137 (ten-day deadline to
file a motion for reconsideration), 6-61-
21(e) (two days added to the prescribed
period for service by mail), and 6-61-22
(computation of time).

FN132 See Stipulation, at 40, and Exhi-
bit KS - C, page 1, (line 22, column 4).

Fnl33 See Stipulation, at 40, and Exhi-
bits KS 8-1, (line 14, column 4), KS 8-6,
(line 23, column 4).

END OF DOCUMENT

FN134 See Direct Testimony, at. CA-T-
1, page 48.

FN135 See Stipulation, at 41, and CA-T-
1, pages 47 to 48.

FN136 See Stipulation, at 41, and Exhi-
bit KS - C, page 1, (line 23, column 4).

FN137 See Application, at Exhibits KS
6, (line 15, column 4) and KS 10-1, (line
8, column 3).

FN138 See Direct Testimony, at CA-T-
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analysis. Maxim's proposal would have resulted
in a pre-tax return of $769,021 and utility oper-
ating income of $382,273 .PUR slip copy

Re Maxim Sewerage Corporation
BPU Docket No. WR97010052

OAL Docket No. PUC3154-97N

The Board transmitted this matter to the Office
of Administrative Law (OAL) as a contested
case. A Prehearing conference was held by Ad-
ministrative Law Judge (ALJ) Louis McAfoos,
III on April 28, 1997.New Jersey Board of Public Utilities

April 01 , 1998

Before Tate, president, and Armenti, commis-
sioner.

In June, 1997, the Company submitted updated
financial statements which adjusted its proposed
increase to $1,172,624 or 86.2%.

BY THE BOARD: A Public Hearing was held in Howell Township,
New Jersey on July 16, 1997. The Township of
Howell  int er vened in this  ma t t er  a nd wa s
granted Intervenor status on July 16, 1997.

*1 On January 24,  1997,  Maxim Sewerage
Corporation (Maxim or Company),  a public
utility of the State of New Jersey, filed a petition
with the Board of Public Utilities (Board) pur-
suant to N J S A . 48:2-21 and 48:2-21.2 request-
ing an overall increase in base revenues of
$1,287,251 or l03.4%.

Evidentiary Hearings were held on July 23, 24,
28 and 29, 1997. A11 parties, with the exception
of Intervenor Howell Township submitted briefs
and reply br iefs regarding the proposed in-
crease. Howell Township objected to any poten-
tial settlement but did not submit a written posi-
tion to the ALL.

Maxim operates a sewage collection transmis-
sion system serving approximately 2,115 cus-
tomers within its service temltory consisting of a
por t ion of Howell Township in Monmouth
County, New Jersey.

On December ll,  1997, ALJ McAfoos issued
an Initial Decision. Exceptions were filed by the
Ratepayer Advocate, the Company and Board
Staff. No exceptions were received ham Howell
Township. The Initial Decision did not compute
the overall revenue requirement increase asso-
ciated with this findings. Staff asserted that the
ALJ's findings would result in an increase of
$327,162 or 24.26%. The Company calculated
the increase to be $469,915 and the Ratepayer
Advocate believed the ALJ's findings resulted in
an increase of $320,000.

Maxim has no net original rate base. Its rate
base consists of capital contributions and cus-
tomer advances exceeding the cost of utility
plant in service.  Maxim also has no capital
structure. Pursuant t o  N J S A . 42:2-21.2, the
Board is not required to make a finding of rate
base under these circumstances.  Maxim has
contended that based upon these circumstances,
it should be permitted to establish rates based
upon an operating ratio and a net profit margin
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On January 28,  1998 the OAL granted the
Board an additional forty-five (45) days to re-
view the Initial Decision.

On March 5, 1998 the Board directed that a re-
quest be made to the OAL for an additional ex-
tension of time of the review period to April 25,
1998.

The Board has thoroughly reviewed the findings
made by the ALJ in his Initial Decision and the
terns of the stipulation submitted by the Com-
pany, the Ratepayer Advocate and the Staff.
Based upon its review, die Board HEREBY RE-
./ECTS the ALJ's initial decision and HEREBY
ADOPTS the stipulation. The Board FINDS the
stipulation to be reasonable, in the public inter-
est, and in accordance with the law. The stipula-
tion will result in a lower overall increase in an-
nual revenues than the increase recommended
by the ALJ. Moreover, the tariff design propos-
als regarding the rolling out of the PSTAC rate
and additional charges agreed upon in the stipu-
lation are consistent with the findings of the
ALJ.

Subsequent to the issuance of the ALJ's Initial
Decision, the Company, the Staff and the Rate-
payer Advocate held further settlement discus-
sions. On March 18, 1998, a stipulation of set-
tlement ('stipulation') amongst those parties was
executed for submission to the Board for con-
sideration in this matter. The stipulation was
submitted to Howell Township and no com-
ments were received.

*2 The stipulation agrees that the Company
shall be entitled to an overall rate increase of
$235,000 or 17.45% in annual revenues.

The stipulation includes revised tariff pages
which conform to the terms of the settlement.
Accordingly, the revised tariff is HEREBY AC-
CEPTED for service rendered on and after the
date of this Order. DATED: April l, 1998

The stipulation also agrees dirt the Company's
tariff should be designed to roll out of base rates
any expenses related to, and the recovery of any
costs associated with purchased sewerage treat-
ment expense. The Company's Purchased Sewe-
rage Treatment Adjustment Clause (PSTAC)
rate was adjusted to address said costs. Pursuant
to the terms of the stipulation, the Company will
also be permitted to institute:

SERVICE LIST

A) an insufficient funds charge equal to the ac-
tual bank charges incurred by the Company for
checks returned due to insufficient funds,

B) a reconnection fee of $100.00 for a customer
who is disconnected from Me system for non-
payment of a  valid bill or  interference with
Maxim's usage of its sewerage system.

CONCL USIONS

Ira G. Megdal, Esq. Davis, Reberkenny & Ab-
ramowitz 499 Cooper Landing Road Cherry
Hill, New Jersey 08002 Blossom A. Peretz, Esq.
Anthony R. Francioso, Esq. Margaret Mayora,
Esq. Division of the Ratepayer Advocate 31
Clinton Street Newark, New Jersey 07101 Jo-
seph Quirolo, DAG Carla Vivian Bello, DAG
Department of Law and Public Safety Public
Utilities Section 124 Halsey Street Newark New
Jersey 07102 Dennis Melofchik, Esq. Chryssa
Yaccorino,  Esq.  Schibell & Meanie,  L.L.C.
1806 Highway 35 South P.O. Box 2237 Ocean,
New Jersey 07712 Dr. Son Lin Lai, Office of
the Economist Dante Mugrace, Division of Wa-
ter and Wastewater Dave Gartenberg, Division
of Water and Wastewater Board of Public Utili-
ties Two Gateway Center Newark, New Jersey
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07102
In June 1997 Maxim submitted updated finan-
cial statements which revised its proposed in-
crease to $l,172,624.00, amounting to an 86.2
percent increase in revenues.

Evidentiary hearings were held on July 23, 24,
28, and 29, 1997.

Ira G. Megdal, Esq., for petitioner Maxim Se-
werage Corporation (Davis, Reberkenny &
Abramowitz, attorneys) Joseph Quirolo, Deputy
Attorney General, for Staff of the Board of Pub-
lic Utilities (Peter Vemiero, Attorney General of
New Jersey, attorney) Margaret Mayora and
Anthony Franciose, Deputy Ratepayer Advo-
cates, for the Division of the Ratepayer Advo-
cate (Blossom A. Peretz, Ratepayer Advocate,
attorney) Richard D. Schibell, Esq., intervenor
for Howell Township (Schibell & Merrie, at-
torney)

STATEMENT OF FACTS

*3 Record Closed: October 19, 1997 Decided:
December 3, 1997

Maxim operates a sewage collection transmis-
sion system servicing approximately 2,115 cus-
tomers, with its service ten'itory consisting of a
portion of Howell Township in Monmouth
County, New Jersey.

BEFORE LOUIS G. McAFOOS, ALJ t/az

On January 23, 1997, Maxim Sewerage Corpo-
ration ('Maxim' or 'Company'), a public utility
of the State of New Jersey, filed a petition pur-
Sllant to1viJs.A. 48:2-21 and 48:2-21.2 with the
Board of Public Utilities (Board) requesting an
increase in base revenues of $l,287,251.00, or
103.4 percent.

Maxim has no net original rate base. Maxiln's
rate base consists ahnost exclusively of capital
contributions and customer advances which ex-
ceed utility plant in service. In addition, Maxim
has no capital structureand, pursuant to NlS.A .
42:2-21.2, the Board is not required to make a
finding of a rate base under certain circums-
tances. Maxim contends that its financial cir-
cumstances place it within these exceptions. As
a result, Maxim is proposing to establish rates
based upon an operating ratio and net profit
margin analysis.The Board transmitted the matter to the Office

of Administrative Law (OAL) as a contested
case pursuant to N.LS.A. 52:14B-1 to -15 and
N J S A . 52:14F-1 to -13. A telephone prehear-
ing conference was held on April 28, 1997, and
a public hearing was held in Howell Township
on July 16, 1997. Over one hundred members of
the public attended the public hearing.

Revenue Requirements

There remain subsequent to hearing several is-
sues in controversy. These issues include man-
agement salaries, purchased sewage treatment
charges, uncollectable accounts, regulatory
commission expenses, professional services,
maintenance expenses/collection, depreciation
on contributed property, federal income tax cal-
culation, property insurance, and rate of re-
turn/operating ratio.

The Township of Howell intervened in this mat-
ter and appeared through counsel at the hear-
ings. However, the Township took no position,
submitted no brief and refused to enter into set-
tlement discussions with the three other parties,
thus thwarting any settlement possibilities. Management Salaries
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was no evidence of the day-to-day duties of Mr.
Solondz or the time he spent in the management
of the Company, it would be totally inappro-
priate to give him a 400 percent salary increase.
The 5 percent recommended increase would be
the same wage increase as other Company em-
ployees were scheduled to receive. Staff of die
Board of Public Utilities concurs with the Rate-
payer Advocate's recommendation on this issue.

Maxim has requested in its petition that the
Board recognize for ratemaking purposes salary
increases for its two management employees,
president Ben D. Shiriak and vice president and
treasurer Daniel Solondz. The Company pro-
poses that the salaries of both of these individu-
als be increased to $55,000 per year. Mr. Shi-
riad<'s salary is currently $41,080 and Mr. So-
1ondz's salary is currently $12,000. At hearing,
Mr. Shiriak testified that he currently devotes
ten to twelve hours per week to management of
the business. Mr. Shiriak also testified that Mr.
Solondz devotes a fair portion of his time to
management of die business, but keeps no daily
time records nor other indicia of precisely how
many hours per week he works. Mr. Solondz is
an entrepreneur, a part owner of Maxim with
investments in many businesses in this state.

Given the lack of evidentiary support for the
salary increases proposed by the Company, Mr.
Shiriak's assertions that he will not be assuming
any additional duties on behalf of the Company,
and the nebulous nature of the duties of Mr. So-
londz, I FIND the recommendations of the Ad-
vocate and Staff reasonable and I hereby adopt
them.

Purchased Sewage Treatment Charges
*4 Mr. Shiriak testified that the requested
$55,000 salary was fair and reasonable and
comparable to management salaries at other wa-
ter utilities in the state. Specifically, he said that
the Adelphia Sewer Company, which supplies
utility services in the Monmouth County area
comparable to service supplied by Maxim, pays
its president $49,577 per year. Considering the
sizes and locations of the two companies, Mr.
Shiriak believes the comparison is viable. Mr.
Shiriak was not able to specify management sal-
aries at any other sewer companies for purposes
of comparison.

Maxim Sewerage Corporation currently oper-
ates as a sewage collection utility, having aban-
doned its sewage treatment plant many years
ago. Currently sewage is treated by the Ocean
County Utilities Authority (OCUA). The
OCUA's annual treatment rate is $3,253.00 per
million gallons of sewage treated. This rate will
remain in effect for calendar year 1998 and pos-
sibly longer.

For purposes of this petition, Maxim has esti-
mated that 245 million gallons of sewage will be
treated in 1997. This equals a total treatment
expense to Maxim of $796,985.00 (Exhibit P-2
at 6) .

The Ratepayer Advocate, through its witness
Andrea C.Crane, recommended that Mr. Shiriak
continue to receive his current salary of $41,080
per year and recommended an increase of 5 per-
cent for Mr. Solondz, which would raise his sal-
ary to $12,600. Ms. Crane contended that Mr.
Shiriak's salary is already comparable to that of
Adelphia's president. with regard to Mr. So-
londz's salary, she contended that because there

The Ratepayer Advocate has recommended an
adjustment in the treated volume level to 242.6
million gallons. This number represents the ac-
tual volume treated during the twelve-month
period ending March 31, 1997. The sewage
treatment expense would therefore be reduced to
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$789,178.00 The Staff has recommended that
for purposes of this proceeding the metered flow
data for the twelve-month period ending June
30, 1997, of 244.205 million gallons of sewage
be employed. This represents an actual update
of die Advocate's recommended March 31 , 1997
level.

I FIND the Staffs more recent figures to be rea-
sonable and more reflective of the current state
of experienced flow to the OCUA.

Uncollectable Accounts Expense

that the use of a three-year average is normally
more appropriate. However, given the circums-
tances of this case, with a large increase antic-
ipated and already experienced uncollectables of
over $2,200.00, I FIND that the uncollectable
accounts expense level should be set at
$3,500.00 per year for the purposes of this case.
This represents the midpoint of the experienced
uncollectable accounts expense and the Compa-
ny's estimated annual uncollectable accounts
expense. Inasmuch as the Company already has
uncollectable accounts of $2,200.00 at mid-year,
prior to any rate relief, this allowance is reason-
able.

Regulatory Commission Expenses

*5 In its petition, the Company proposed to in-

crease its uncollectable accounts expense to

877500.00 per year, an increase of $6,564.00

over the previous year's figure of $936.00 The

Company contends that this requested increase

reflects an anticipated rise in the number of col-

lection actions, home visits and phone calls re-

quired to attempt collection of past-due bills. At

hearing, Mr. Shiriak testified as to the number

of special arrangements and modified plans en-

tered into by the Company with customers. Mr.

Shiriak estimated that approximately 200 cases
are filed in Monmouth County Superior Court,

Special Civil Part, each year in an attempt to

collect delinquent accounts. As of July l, 1997,

the Company's uncollectable accounts expense
was $2,200.00, with an average uncollectable

account of $240.00.

Maxim has requested a regulatory commission
expense level of $l23,000.00, to be recovered in
rates with no annualization. The $123,000.00
expense level consists of $30,000.00 to reflect
legal Purchased Sewerage Treatment Adjust-
ment Clause (PSTAC) costs, rate case legal ex-
penses of $45,000.00, expert witness fees of
$20,000.00, accounting expenses of $l2,000.00,
engineering expenses of $6,000.00, and miscel-
laneous printing, court reporter and other fees of
$10,000.00 The Company does not propose to
reflect any sharing of these costs between rate-
payers and its investors.

The Ratepayer Advocate and Staff proposed that

the Company's requested $7,500.00 uncollecta-

ble accounts expense be adjusted to $995.00 per

year. This figure is obtained by averaging the

uncollectable rates of the last three calendar

years (1994, 1995, 1996), which results in a .07

percent uncollectable rate, and applying this rate

to pro forma revenues at present rates.

111 the Company's most recent PSTAC filing,
Docket No. WR96080628, the parties entered
into a stipulation concluding the litigation. In
the stipulation, dated May 20, 1997, it was
agreed by the parties that Maxim had made no
claim for the costs associated with the PSTAC
tiling. The stipulation provided that Maxim
could prosecute a claim for recovery of the ex-
penses associated with that proceeding in its
next base rate case. The Company has so under-
taken that claim in this matter.

I agree with Staff and the Ratepayer Advocate
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The Ratepayer Advocate has recommended
three adjustments with respect to the Company's
regulatory commission expense. Through its
witness Ms. Crane, the Advocate contends that
inasmuch as the Company failed to request the
recovery of PSTAC expenses in die PSTAC fil-
ing, it should now be barred from seeking such
recovery in this docket. Therefore, the Advocate
has recommended that the Company's request
for $30,000.00 reflecting the PSTAC cost be
denied.

$20,544.53 be recognized as reasonable PSTAC
rate case expenses. Staff disagrees with the Ra-
tepayer Advocate in its claim that the PSTAC
expenses should have been litigated in the
PSTAC filing, and would recognize these ex-
penses as legitimate expenses in this base rate
case.

*6 The Advocate also recommends that there be
a 50/50 sharing of all regulatory commission
expenses between ratepayers and shareholders.
While acknowledging that in small water and
sewer company cases the Board normally does
not require a 50/50 sharing, but allows full re-
covery from ratepayers, in this case, because the
Utility's plant in service was financed by devel-
opers and not by investors, such a sharing be-
tween ratepayers and investors would be appro-
priate.

Staff recommends the elimination of two ex-
penses with respect to the base rate case filing.
First, it recommends a downward adjustment of
$10,000.00 of the professional fees paid to
Gluck Shaw, a public relations fem which un-
dertakes lobbying activities on behalf of the
Company. Staff believes that costs associated
with lobbying activities do not represent costs
necessary for the utility to provide safe, ade-
quate and proper service (Staffs Initial Brief at
17). The second expense disallowance relates to
engineering fees in the amount of $740.00.Staff
contends that the Company failed to provide any
substantiation as to the nature of these expenses
or as to the services performed for them.

Further, the Advocate recommends that the al-
lowed expenses be amortized over a period of
two years rather than recovered in a single year.
This amortization period of two years recogniz-
es the fact that Maxim has filed base rate cases
in 1993, 1994 and 1997. Therefore, it is antic-
ipated that a future base rate case would be filed
within two years and it is reasonable to recover
base rate expenses over the full period of the
anticipated life of the rates.

With respect to the 50/50 sharing of rate case
expenses, Staff supports the position of the
Company and recommends that there be no
sharing in this matter. The Staff contends that
given the size of the Company it would be inap-
propriate to require sharing of rate case ex-
penses.

The three adjustments recommended by the Ra-
tepayer Advocate would reduce the Company's
requested expenses of $123,000 to $47,500.

Staff of the Board of Public Utilities has rec-
ommended a regulatory commission expense of
$102,804.00 amortized over a two-year period.
The Staff in its brief recommends that

Having reviewed the testimony of the parties, I
FIND that the Staffs position is most reasona-
ble. Given the circumstances of this Company,
its financial condition and size, a 50/50 sharing
of rate case expenses between shareholders and
ratepayers is inappropriate. Such a sharing has
not been required by the Board in numerous
cases involving small water and sewer utilities
over the past fifteen years. As regards the pro-
posed adjustments for lobbying expenses and
unquantified engineering fees, I FIND the
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Staffs recommended adjustment appropriate
and hereby adopt it. As regards the recovery of
PSTAC expenses in this docket, having re-
viewed the stipulation of the parties and consi-
dering the circumstances in this case, I CON-
CLUDE that it is appropriate and reasonable for
the Company to seek recovery of these expenses
in this docket. It was obviously the contempla-
tion of the parties in entering into the PSTAC
stipulation that such a recovery could be re-
quested by the Company in this matter. Such a
request has been made and the level of expenses
has been demonstrated to my satisfaction.
Therefore I will allow $20,544.00 of PSTAC
expenses to be recovered by the Company in
this docket.

*7 Given the Company's recent history of base
rate filings, I FIND it reasonable that the base
rate case expenses be recovered over a two-year
period as recommended by Staff and the Rate-
payer Advocate.

I agree wide the Staff that the realignment ex-
pense of $14,363.00 should be amortized over a
two-year period. However, I disagree with the
Staffs suggestion that an additional downward
adjustment of $10,194.00 be made to reflect
what it characterizes as a 'discrepancy between
1996 actual expenses shown on Schedule R-14
and 1996 expenses shown on Schedule R-15
[which] may relate to moM breaks which oc-
curred in 1996.'Staffs Initial Brief at 22. The
record is unclear on this issue and Staffs brief is
unpersuasive as to the reasonableness of such an
additional adjustment. Given the Ratepayer Ad-
vocate's position on this issue, I must reject
Staffs proposal for this adjustment. Therefore I
FIND that an appropriate maintenance expense
to be allowed the Company would be
$4l,810.00, aniseed at by taldng the Company's
pro forma collection system maintenance ex-
pense of $49,670.00 and reducing it by
$7,860.00, reflective of two-year amortization
of the realignment expenses.

Maintenance Expenses/Collection System
Depreciation Expense

The Company has proposed a pro forma collec-
tion system maintenance expense of $49,670.00.
The Ratepayer Advocate has accepted the Com-
pany's proposal without adjustment.

Maxim has proposed in this docket a deprecia-
tion expense level on its plant of $77,165.00.
This claim consists of test-year depreciation of
$67,336.00 and pro forma depreciation expenses
of $9,829.00. The $9,829.00 of pro forma de-
preciation is all attributable to contributed prop-
erty. Of the $67,336.00 test-year depreciation
expense, $8,375.00 is associated with plant
owned and purchased by the Company,
$49,644.00 represents depreciation on contri-
buted property, and $9,317.00 represents depre-
ciation on contributed property acquired under
the 1986 Internal Revenue Code and for which
Maxim has paid income taxes.

The Staff of the Board of Public Utilities has
taken exception to the inclusion of $14,363.00
of expenses dealing with the realignment of
storm and sanitary lines. Staffs Initial Brief at
21. The Staff believes that the examination of
the realignment issue is a non-recurring expense
and that the associated costs should be amor-
tized over a two-year period. Therefore, the
Staff recommends that a total collection system
maintenance expense of $32,973.00, based upon
Me actual 1996 expenses of $25,113.00 plus
$7,860.00 reflective of a two-year amortization
of the realignment expenses, should be allowed.

The Ratepayer Advocate has recommended dis-
allowance of the entire proposed depreciation
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expense. The Advocate contends that given the
circumstances of this case, where the majority
of the Company's facilities are contributed plant
and plant funded by customer advances, these
funds are not investor-supplied capital. The de-
preciation allowance serves in effect as a return
of contributed or advanced capital to the Com-
pany Mough depreciation expense charges, and
such a return would be inappropriate given the
fact that investors have contributed so little
capital to aNs utility.

cover because, effectively, there is nothing to
be recovered.

*8 The Staff of die Board of Public Utilities,
while agreeing with the Ratepayer Advocate
that there should be no recognition of deprecia-
tion in this case because die vast majority of the
plant was contributed, nevertheless does recog-
nize that $8,375.00 of the depreciation expense
can be attributed to plant purchased by the
Company. Therefore, the Staff would recognize
$8,375.00 in depreciation expenses.

In cases dealing with small water and sewer
companies the Board has allowed depreciation
on contributed property given the special cir-
cumstances of these small companies. In partic-
ular, I note that In re West Keansburg Water
Company , BPU Dot. No. 838-737 (l984).In re
Bayshore Sewerage Company, 36 PUR 3rd 504
(1972), and In re Maxim Sewerage Company,
98 PUR 3rd 470 (1973), all resulted M the
Board allowing depreciation expenses on con-
tributed property. It is apparent that the Board
has adopted a policy where in certain circums-
tances, such as are found here, where the ma-
jority of a small utility plant has been contri-
buted, to ensure the ongoing viability of the op-
eration the recovery of depreciation expenses
even on contributed property is permissible.
Neither the Ratepayer Advocate nor Staff has
offered any compelling reason why the Board's
usual practice should not be followed M this
case.

Based on the testimony presented and my re-
view of die applicable Board decisions, I adopt
the Company's position and find that the
$77,165.00 depreciation expense claimed by the
Company is reasonable.

Federal Income Tax Calculation

The issue of depreciation on contributed proper-
ty has been discussed by the Board of Public
Utilities on numerous occasions in the past. As
pointed out by the Company, there are two pre-
vailing theories on how depreciation on contri-
buted property should be handled by regulatory
bodies. One theory holds dirt since a utility
owns and must ultimately replace its facilities, it
should be entitled to a reasonable depreciation
allowance as part of its annual operating ex-
penses. This will permit the utility to build up a
reserve so that when replacements must be
made, funds will be available for construction.
The other prevailing theory is that depreciation
on contributed property should not be allowed
because recognition of depreciation serves to
penni a regulated utility to recover its invest-
ment in plant, and where there is no investment
supported by shareholder equity (because the
property in question has been conmbuted), it
follows that there should be no depreciation re-

The Company projected total pro Ronna income
tax expenses of $386,748.00 using a tax rate of
45.97 percent. The Company is incorporated as
a Subchapter S Corporation. As a Subchap-
ter S Corporation, Maxim's taxable income is
reported on the income tax returns tiled by its
individual shareholders. As such, any income or
loss generated is calculated at the individual's
federal and state income tax rate. If the Compa-
ny were organized as a C Corporation i t  would
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come on line.

I FIND that  the position of the Company and
Staff is reasonable and will allow the inclusion
of an additional $1,310.00 for property insur-
ance. I am satisfied that the 5 percent increase
represents a premium increase to cover actual
expenses resulting from pol icy inclusions of
new plant, and not merely an inflation adjust-
ment.

use a federal income tax rate of 34 percent and
no state income taxes would be applicable. The
Ratepayer Advocate and Staff recommend that
an income tax rate of 34 percent be recognized
for the purposes of this filing. Staff and the Ra-
tepayer Advocate contend that the utility's rate-
payers should not have to support a higher ef-
fective tax rate (45.97 percent) simply because
the Company has chosen to organize itself as an
S Corporation. The Company did not show any
tangible benefits to the ratepayers 80111 its deci-
sion to incorporate as an S Corporation. Tary§'Provisions

In its petition, Maxim has proposed a number of
changes to its tariff regarding several specific
issues. These include an insufficient funds
charge, collection fees, a late-payment fee, a
door-to-door collection fee, attorney's fees, pro-
visions dealing with interference with the sys-
tem, and a reconnection fee. Each of these pro-
posals will be addressed in tum.

*9 I concur with the position of the Ratepayer
Advocate and Staff and FIND that ab sen t any
compell ing reason to the contrary, an income
tax rate of 34 percent should be used in this pro-
ceeding and an appropriate adjustment made in
the pro Ronna income tax expense. The Com-
pany has failed to provide any testimony as to
why ratepayers should support the higher effec-
tive tax rate because the Company has chosen
one form of incorporation over another. Insujicient-Funds Charge

Properly Insurance The Company has proposed a new section to its
tariff instituting a charge of $25.00 for checks
returned for insufficient funds. The Ratepayer
Advocate disagrees with this proposal, contend-
ing that the Company has not provided adequate
record support for the implementation of such a
charge and that the Company is currently reco-
vering these costs through other avenues.

The Company has proposed an increase in its
property insurance premium in the amount of
$ 1 ,3 1 0 .0 0 ,  or  5  pe rcent ,  ov e r  i t s  ex i s t i ng
$25,890.00 insurance expense to $27,200.00 on
a pro forma basis. Mr. Shiriak testified that the 5
percent increase is mandated by an increase in
exposure incurred by the Company, reflecting
additional plant. The Board Staff recommends that the charge be

limited to the actual bank charge for checks re-
turned due to insufficient funds. The Staff notes
that Mr.  Shi r i ak  tes t i f i ed d i rt  current l y  the
Company is not being charged by its bank for
the return of bad checks. Therefore, the imple-
mentation of a $25.00 charge at this time would
be inappropriate. However, an appropriate tariff
provision designed to recover actual costs of
returned checks would be reasonable. I concur

The Ratepayer Advocate has recommended that
the 5 percent adjustment be disallowed and no
additional insurance expense be permitted above
the $25,890.00 level . Staff has recommended
the inclusion of the 5 percent increase, agreeing
wide Mr. Shiriak's proffer that the increase is
required due to the addition of the utility plant
recently placed in service and anticipated to
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with the Staffs view that a tariff provision pro-
viding for  the recovery of experienced bad-
check charges is reasonable, and I FIND that the
Company should be permitted to implement
such a charge for bank fees actually incurred.

Collection Fees

The Company has proposed the inclusion of a
tariff provision allowing for the recovery of
costs associated with 'door-to-door collection
efforts' in the form of a $25.00 fee. Board Staff
disagrees with this proposal, citing the lack of
any record testimony which would support the
$25.00 fee. I agree with Staff and FIND that die
Company has failed to support this request with
any record testimony on actual costs of door-to-
door collection efforts as a basis for the $25.00
fee. I further agree that such an effort could be
interpreted by the ratepaying public as coercive
and I believe that such efforts would be coun-
terproductive. Sufficient remedies are available
to the Company in court to recover past-due ac-
counts from resident ratepayers.

*10 Maxim has proposed that it be pennitted to
collect  a  fee of $25.00 from any customer
against whom a court action for collection is
brought. The Board Staff objects to the imple-
mentation of such a collection fee. Staff notes
that if the Company institutes a court action
against a customer for the recovery of past-due
amounts, court costs can be requested. I FIND
Staffs position to be reasonable and I reject the
Company's proposal for a separate charge. Attorney's Fees

Late-Payment Fee Maxim has proposed that it be authorized to in-
clude a tariff provision which would allow it to
recover reasonable attorney's fees and expenses
for any customer found liable to the Company
for unpaid bills.

The Board Staff disagrees with this proposal,
believing that the recovery of such fees should
be included in any court action instituted by the
Company.

I agree with Staff and FIND that this proposed
tariff provision is inappropriate and unneces-
sary. Reasonable court costs will in all probabil-
ity be awarded in those circumstances where the
Company is  successful in br inging act ions
against delinquent ratepayers.

The Company has proposed inclusion of a tariff
p r ovis ion which would a l low i t  t o a s sess
monthly interest of 1 1/2 percent against any
balance due starting thirty days after the due
date. Board Staff objects to the inclusion of this
tariff provision, contending that the Company
has not offered any proof which would support a
tariff provision allowing a late-payment fee. The
Staff also notes that N J A C . 14:3-7.l4(f)(2)
prohibits a late-payment charge 'for a rate sche-
dule applicable to a state, county or municipal
government entity or any residential custom-
er.'Staffs Initial Brief at 47. Therefore, given
the fact that the proposed tariff provision would
apply only to commercial customers and the fact
that the Company has failed to adequately sup-
port the inclusion of any such provision, IFIND
this proposed tariff provision to be inappropriate
and not supported by the record.

Intern%rence with the System

Door - to - Doo r Collection Fee

The Company has proposed three new tariff
provisions implementing fines which will be
levied against customers who interfere with its
system. The first  provision would allow the
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Company to levy a $100.00 penalty against any
customer who interferes with its system. The
second provision would allow the Company to
reclassify a customer to a four inch business rate
if that customer discharges into the system any
water other than waste water. The third provi-
sion would penalize the customer $100.00 for
each year the customer maintains an illegal con-
nection to the system.

Having reviewed this issue, I find that the Staffs
recommendation of a $100.00 reconnection fee
is reasonable. In those instances where a cus-
tomer voluntarily seeks a suspension of service
and then a later reconnection, it is appropriate
that a reasonable fee be charged. Unlike a water
utility, where the Company need merely access
the customer's meter pit and turn on its water
service, a sewage company must make a physi-
cal reconnection of the service. While there has
been no quantification of the actual cost in-
curred, it is reasonable to assume that a $100.00
charge for his service would be compensatory to
the Company. Therefore, I FIND that the inclu-
sion of this tariff provision is reasonable.

*11 The Staff disagrees with each of the Com-
pany's three proposed provisions, noting that the
current rules and regulations of the Board of
Public Utilities provide the Company with ade-
quate safeguards in each of these circumstances.
The Company, after following appropriate pro-
cedures, may discontinue service to a customer
who undertakes any of the above-mentioned ac-
tivities. The implementation of fines or penalties
would only add confusion and the probability of
additional litigation.

Earnings Requirement

I agree with the position of the Staff and FIND
that each of these proposed tariff provisions is
unnecessary, inappropriate and not supported by
the record evidence. Again, sufficient avenues
are available to the Company under the Board's
present rules and regulations to enable the
Company to safeguard its system and to provide
all customers with safe, adequate and proper
service.

Given the Company's capitalization, where be-
cause of the large contributed plant balance the
Company has a negative rate base, the Compa-
ny's earnings requirement and how it should be
determined are of special import in this case.
The Company's expert, Henry G. Mulle, and the
Ratepayer Advocate's expert, Matthew I. Kahal,
have proposed differing concepts on determin-
ing an appropriate earnings requirement for the
Company.

Reconnection Fee

The Company has proposed a reconnection
charge of $350.00. The Company did not offer
any record testimony supporting this expense.

In every case, the appropriate return to be al-
lowed to the stockholders of a company is a ma-
jor area of concern to the Board. The allowed
return is that amount over and above the recov-
ery of the appropriate operating expenses the
Company will experience. In most cases, the
allowed level of net income is determined by
taking the allowed rate base and applying that
rate base to an appropriate overall return. This
rate of return on rate base is usually based on
the actual capital structure of a public utility.

The Staff of the Board of Public Utilities, while
disagreeing with the $350.00 charge, does rec-
ommend that the Company be authorized a re-
connection fee of $100.00. N ls . A . 48:2-21 .2provides as follows:
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In giving at any determination as to the just-
ness or reasonableness of any existing rate, fare
or charge or in prescribing a just and reasonable
rate, fare or charge, the board shall not be
bound:

*12 1. To find a rate base, if it determines that

risks, and concluded in an appropriate operating
margin level for Maxim. This led me to an oper-
ating ratio analysis, a net profit margin analysis,
and ultimately to a return requirement' (Exhibit
P-16 at 4). la/Ir. Mulle derived his profit margin
analysis by examining profit margins of certain
other public water utilities. Based upon his
study of a proxy group of water utilities over a
ten-year period, Mr. Mulle derived an indicated
profit margin for Maxim of 15.10 percent (Ex-
hibit P-3 at Schedule 1). Therefore the Company
should be authorized to cam net income of
$382,273.00.

(a) the applicable operating expenses plus de-
preciation and taxes of conducting the business,
for which the rate, fare or charge is established,
computed on the basis of the 12 months next
preceding the month in which the proceeding is
initiated, exceeds the revenue from such opera-
tion ...or

(b) the gross operating revenue of the public
utility, computed on the basis of the 12 months
next preceding the month M which the proceed-
ing is initiated, exceeds the depreciated book
cost of its property used and useful in its busi-
ness as a public utility, or

Mr. Mulle also developed two rate proposal
bases using different methodologies. If the rate
base, rate of return approach is applied to a re-
placement cost rate base, an indicated return of
$555,074.00 is required. The witness developed
a replacement cost rate base in view of the fact
that Maxim has no original cost rate base. Fur-
ther, if a fair value rate base is developed, the
resulting net income would be $369,527.00, or
only slightly less than the income indicated by
the use of the witness's profit margin analysis.

(c) the product or service is a new offering and
not covered by an existing rate, fare or charge
approved by the board.

Rate Base, Rate of Return Methodology
When the board shall prescribe a rate, fare or
charge without finding a rate base, it shall, in its
determination, make a finding of the facts on the
basis of which it prescribed such rate, fare or
charge.

Staff and the Ratepayer Advocate object to the
Company's methodologies in developing these
rate base approaches.

On advice of counsel, Mr. Mulle, recognizing
that given the circumstances of this case the
Company would fall within the provisions of
N J S A . 48:2-21 .2, has proposed as his preferred
methodology a net profit margin analysis. As he
stated, 'Recognizing that Maxim would have a
negative rate base under traditional ratemaldng
principles, and noting that Maxim is not capital
intensive ..., I analyzed the operating margins
of other entities with reasonably comparable

In developing his replacement cost rate base,
Mr. Mulle took the 1996 gross utility plant and
inflated it by using an estimate of accumulated
inflation. After adjusting for accumulated de-
preciation and cost-free capital, the Company's
proposed 'traditional rate base,' based on re-
placement cost, is $1,534,090.00. The witness
then increased that figure by adding back one-
half of accumulated depreciation and cost-free
capital, or customer advances and contributions.
The accumulated depreciation and cost-free cap-
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ital figures were adjusted by Mr. Mille to take
into account inflationary pressures. Adjusted for
inflation, Mr. Mulle's replacement cost rate base
amounts to $6.9 million. The Advocate objects
to this derivation.

C.F.R. § 35.929-2(b).  The record is devoid of
any indicat ion of noncompliance by OCUA
[with] this requirement. Thus, it must be as-
sumed that the rates charged by OCUA to the
recipients of its waste treatment services are
rates which are based on replacement cost and
are in full regulatory compliance.'*13 The Advocate also questions Mr. Mulle's

assumptions in computing his fair value rate
base, particularly with regard to the use of die
consumer price index and the absence of any
engineering studies. The Advocate contends that
a detailed engineering study to evaluate the ac-
tual replacement costs of the plant would be the
preferred alternative to employing the consumer
price index as a surrogate. Failing the produc-
tion of any such engineering study, Mr. Mulle's
proposed fair value rate base should be rejected.

Staff argues that inasmuch as the rates currently
being charged by the OCUA contain a compo-
nent  which would cover  the replacement  of
plant paid for by CWA funds, and mere is noth-
ing in die CWA or its rules which would sug-
gest that replacement cost rates are required for
plant not constructed with CWA funds, Maxim's
argument that it is required to charge rates ref-
lective of a replacement cost rate base fails.
Even taken to its logical conclusion, it is undis-
puted that Maxim's rates currently contain a
component which reflects costs of the OCUA to
cover  replacement  of the author ity's  sewer
treatment facilities at some future time.

As regards the Board's possible use of a rate
base, rate of return approach, the Company has
argued that pursuant to the federal Clean Water
Act (CWA), 33 US.C.A. § 1251 etseq., and reg-
ulations promulgated thereunder, 40 C A R .  §
35.900 etseq., subscribers receiving waste
treatment services from the OCUA, a recipient
of federal CWA funds, are required to adopt a
rate structure which recognizes replacement
costs.  Both the Ratepayer Advocate and the
Staff take issue with this claim.

Therefore I agree with the Staff and Ratepayer
Advocate that there exists no requirement in the
Clean Water  Act for  Maxim to charge rates
which are reflective of a replacement cost rate
base, nor would the Board of Public Utilities be
required to deviate from its historical employ-
ment of an original cost rate base in this situa-
tion if it chose to use such a basis for its deci-
sion.

Alternative to Rate Base

As noted by Staff in its reply brief,  it  is the
OCUA and not Maxim Sewerage which is die
recipient of federal CWA funds. It would logi-
cally follow, therefore,  that it  is the OCUA
whose rates must be in conformity with the re-
quirements of the CWA. Maxim Sewerage, as a
customer of the OCUA, would not be covered
by such structure. As Staff points out at page 8
of its reply brief, 'If the OCUA rate structure did
not comply with federal law, it would not have
received federal CWA funds. Similarly, OCUA
is obligated to review its operation and mainten-
ance charges not less than every two years. Q

*14 Both the Ratepayer  Advocate and Staff
question the necessity of the Company's em-
ploying alternative methods to the rate base, rate
of return methodology historically employed by
the Board. The Ratepayer Advocate contends
that the Company does not fall under the provi-
sions of N J S A . 48:2~2l.2 because it does not
satisfy the requirements of the statute. The Ad-
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vacate cites In re the Revision oRates Filed by
Redo-Flo Corp. of New Jersey Increasing its
Rates, 76 NJ. 21, 27-28 (1978), which states
that N l s . A . 48:2-21 .2'permits the Board to dis-
pense with a rate base determination when it
finds (1) that the utility sustained a net operating
loss over the preceding 12 months and (2) that
the proposed increases M rates will not yield a
net operating profit over the next succeeding 12
months. 'It  is the Advocate's contention that
while the Company has shown on the record
that it satisfies the first of these two prongs, it
has failed to satisfy the second.

Mr. Kahal, following through with the Advo-
cate's position that the Company has failed to
satisfy the requirements of N.IS.A. 48:2-2.1 et-
seq., has proposed a traditional rate base, rate of
return analysis for the Company. Mr. Kahal has
employed a hypothetical capital structure aniv-
ing at an indicated rate of return of 3.59 percent.
In arriving at this recommendation, Mr. Kahal
used a proxy group consisting of nine publicly
traded water companies. The group consisted of
six water companies listed in the Value Line
Investment Survey, plus three additional utilities
located in the northeastern part of the United
States. Using the companies' balance sheets as
of December 31, 1996, Mr. Kahal derived the
proxy group's average capital structure. Mr.
Kahal testified that the average common equity
of the proxy group amounted to 34.18 percent.
Taking this number and applying a 10.5 percent
indicated return on equity and assigning a zero
cost to preferred, long-term debt, short-terrn
debt, contributions in aid of construc-
tion/advances or zero-cost capital, Mr. Kahal
arr ived at  a  recommended earning levels of
$70,219.00 for Maxim. This amount is approx-
imately one-fifth of the amount recommended
by Mr. Mulle.

Board Staff in its initial brief opines that the
Company's realized financial position does not
satisfy the requirements of N.LS.A. 48:2-21.2
and therefore it is not entitled to propose that the
Board forego a rate base, rate of return determi-
nation in this matter. It appears that the Board
Staff comes to this conclusion only after exclud-
ing from the Company's recommended total
revenue requirement $789,178.00 of purchased
treatment costs, reflecting the charges of the
OCUA for treating the Company's sewage. The
Staff makes this adjustment without citing any
statutory or regulatory precedent requiring the
exclusion of these costs.

I agree with the Company that N J S A . 48:2-
21.2 simply talks in terms of gross operating
revenues. Absent any specific recognition of
adjustment, the Staffs position is untenable and
I reject it. I also reject the Advocate's position,
agreeing with the Company that in showing that
it satisfies either requirement of 48:2-21.2 there
would not be a requirement for the Board to de-
termine rate base. The Advocate's arguments
and its reference to Redo-Flo simply are not per-
suasive and should be rejected by the Board.

*15 Mr. Kahal's assignment of zero cost to cer-
tain capitalization components reflects his belief
that the Company has no debt or preferred
standing and to assign any arbitrary percentage
to them would serve to inflate the indicated rate
of return. Further, the Company presented no
plans to show it intended to restructure its capi-
talization to include a debt component.

Advocate 's Position

The Company strongly objects to Mr. Kahal's
study. The Company's primary objections relate
to the assignment by Mr. Kahal of zero cost to
all capitalization components other than the cost
of equity. Further, die Company contends that
Mr. Kahal's employment of a 10.5 percent indi-
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cared return on equity is inappropriately low and
his discounted cash flow study is flawed. Com-
pany witness Mulle, employing various metho-
dologies including discounted cash flow, com-
parable earnings, risk premium analysis and
capital asset pricing models, testified that each
indicated a cost of equity in the range of 12 to
13 percent.

I CONCL UDE, given the testimony presented to
me, that it would be most appropriate for the
Board to reject the profit margin analysis of the
Company as unnecessary.  A traditional rate
base, rate of return approach is reasonable and
should be employed. I agree with the Company
dirt N J S A . 48:2-21.2 is applicable in this case
and that the Company has satisfied die require-
ments of the statute. Thus the Board need not
find a rate base in this matter. I further note that
the statute states quite clearly that the Board
shall not be bound to find a rate base if the re-
quirements of paragraphs A, B or C are found.
While the Board is not bound to it, it is still able
to employ a rate base, rate of return analysis in
giving at a determination of fair and just rates.

believe this is the appropriate action to employ
in this matter.

I will not specifically discuss each of the me-
thodologies employed by Mr. Mulle in deter-
mining an appropriate return on equity. Each of
the methodologies be employed has supporters
in the regulatory community. In fact, the dis-
counted cash flow method employed by Mr.
Mulle and Mr. Kahal enjoys broad support as an
appropriate method for determining the cost of
equity. Both experts have applied their judg-
ment in reaching conclusions as to the appropri-
ate return on equity allowance. Perceived inves-
tors' expectations, market pressures and other
intangibles are all the subject of discussion and
are open to varied opinions by financial expert
witnesses. Suffice it to say that the range of re-
turns on equity determined by Mr. Mulle in his
studies averaged approximately 175 basis points
above those recommended by Mr. Kahal in his
testimony.

Board Staff 'm its brief agrees with the Ratepay-
er Advocate that the appropriate vehicle for the
Board to employ in this matter is a traditional
rate base, rate of return study employing a hypo-
thetical capital structure.

DISCUSSION

*16 I note that the Advocate's expert has prof-
fered a hypothetical capital structure employing
approximately 31 percent equity and assigning a
cost rate of 10.5 percent. The Staff in its rec-
ommendations has employed a  hypothetical
capital structure with 46.6 percent equity, as-
signing a cost rate of ll percent. However, the
Staff has offered no justification for the em-
ployment of an ll percent cost rate and appears
from its brief to determine that a 46.4 percent
equity is justified because of cer tain extra-
record statistics it  has employed. Staff then
compares this number to the 46.89 percent equi-
ty structure Mr. Mulle reported for his group of
nine water companies (Rebuttal Exhibit P-31,
Schedule 6, updated, at lines 6 and 7) and con-
cludes it is a reasonable figure to employ.

As previously stated, all parties to this proceed-
ing, in discussing an appropriate return to be
awarded in this matter, have employed com-
monly accepted ratemaking principles, utilizing
expert opinion as to the reasonableness of cer-
tain adjustments. I find merit in all the positions.

I am therefore presented with three recommend-
ed earnings requirements: $70,219.00 if Mr.
Kahal's methodology is employed, 8100,000.00
if the Staffs  methodology is  employed and
$100,000.00 if the Staffs methodology is em-
ployed and $382,273.00 if Mr. Mulle's metho-
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recommended return to be just and reasonable
given die circumstances of this case and one
which should allow the utility to regain a rea-
sonable financial position and undertake identi-
fied system improvements.

*17 I hereby FILE my initial decision with the
BOARD OF PUBLIC UTILITIES for considera-
tion.

This recommended decision may be adopted,
modified or rejected by the BOARD OF PUB-
LIC UTILITIES , which by law is authorized to
make a final decision in this matter: If the Board
of Public Utilities does not adopt, modify or re-
ject this decision within forty-five (45) days and
unless such time limit is otherwise extended,
this recommended decision shall become a final
decision in accordance with N J S A . 52: l4B-10.

Within thir teen (13) days from the da te on
which this recommended decision was mailed to
the parties, any party may file written excep-
tions with the SECRETARY OF THE BOARD
OF PUBLIC UTILITIES, 2 Gateway Center,
Newark, NJ 07102, marked 'Attention: Excep-
tions.' A copy of any exceptions must be sent to
the judge and to the other parties.

LOUIS G. McAFOOS, ALJ t/a DATE Dec 3,
1997 Receipt Acknowledgedz Signature
BOARD OF PUBLIC UTILITIES DATE Dec
ll,  1997 Mailed to Parties: OFFICE OF
ADMINISTRATIVE LAW DATE

Date: 12/11/97 Re: Initial Decisions for Receipt

doggy is employed. These indicated returns are
all reflective of a company whose capitalization
includes only $147,500.00 of investor-supplied
equity capital. Obviously any of the proffered
returns are reasonable and will result  in the
Company being far healthier than it is now. I
agree with the Ratepayer Advocate and Staff
that it is appropriate given the circumstances of
this case that a hypothetical capital structure be
employed assigning a cost rate only to the equi-
ty components and no cost  rate to the other
components of the structure. The rationale em-
ployed by Mr. Kahal is reasonable and I will
adopt it. I must, however, deviate from both the
Ratepayer Advocate's and Staffs position in my
ultimate analysis. I believe that a more appro-
priate result will follow if the Board's recom-
mended equity structure of 46.6 percent is em-
ployed. I note that this structure more closely
approximates that of Mr. Mulle's reported group
of nine water companies, which I find a more
persuasive quantification in this case. Therefore
I will employ a capital structure of 47 percent
equity, approximating the mid-point between
the recommendations of Staff and Mr. Mulle.
As for the cost rate, I note that the parties have
recommended returns on equity ranging from
10.5 percent to approximately 13 percent. Given
the uncertainties of any such return on equity
calculations, the range of returns suggested by
the experts,  the Company's overall financial
condition and the inherent risks attached to this
utility which are agreed to by all parties, I will
assign a cost rate of 12 percent to the equity
component of the hypothetical capital structure.
As previously found, I assign to zero cost to any
other component in this hypothetical capital
structure. The resulting weighted cost will then
be 5.64 percent. When applied to the indicated
rate base of $l,955,960.00, the resulting rec-
ommended return is $110,316,001 FIND this

Receipt of the following decisions Horn the Of-
tice of Administrative Law (as well as a copy of
this form) is acknowledged as of the date indi-
cated below:

OAL Docket No. PUC Case Name
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3154-97 Maxim Sewerage

Board of Public Utilities 2 Gateway Center Ne-
wark, New Jersey 07102 Signature Board of
Public Utilities Date: 12-11-97

APPEARANCES :

3. Petitioner's rates reflect the recovery of se-
wage treatment charges invoiced by the Ocean
County Utilities Authority ('OCUA'). Currently,
a portion of the sewerage treatment costs are
recovered by Maxim through its Rate Schedule
No. 1 base rates, and an additional portion is
recovered through its  Purchased Sewerage
Treatment Adjustment Clause ('PSTAC').

Ira G. Megdal, Esquire, (Davis, Reberkenny &
Abramowitz, attorneys) for Maxim Sewerage
Corporation, Petitioner Andiony R. Francioso,
Esquire, Assistant Deputy Ratepayer Advocate,
and Margaret Mayora, Esquire, Assistant Depu-
ty Ratepayer Advocate Division of the Ratepay-
er Advocate Joseph Quirolo, Esquire, Deputy
Attorney General, on behalf of the Staff of the
Board of Public Utilities Dennis Melofchik,
Esq., and Chryssa Yaccorino, Esq. (Schibell &
Mendie, L.L.C.) for Howell Township

TO THE HONORABLE BOARD OF PUBLIC
UTILITIES:

4. By the present Petition, Maxim proposes to
'roll-out' of its Rate Schedule No. 1 rates all
costs associated with sewerage treatment pro-
vided by the OCUA. Maxim proposes to roll all
such costs into the PSTAC. The result of this
proposal will be neutral to the ratepayers. How-
ever, it will be of substantial benefit to the rate-
maldng and administrative process. In addition
to the roll-out of sewerage treatment costs, Max-
im has proposed several other changes in this
case to recover certain administrative, collection
and account-related costs.

1. On January 24, 1997, Maxim Sewerage Cor-
poration ('Maxim', 'Company' or 'Petitioner'), a
public utility corporation of the State of New
Jersey, filed a petition seeldng to increase the
level omits base revenues $1,287,251 or 103.4%.
During the case, the Company tiled revised
schedules reflecting actual, rather than pro-
jected, results through December 31, 1996.
These schedules were received in evidence as
Exhibit P-3. Pursuant to Exhibit P-3, Petitioner
sought a revenue increase over proforma reve-
nues of eighty-six percent (86%).

5. This case was transmitted to the Office of
Administrative Law ('OAL') for hearing as a
contested case. On March 18, 1997, the OAL
issued a Notice of Filing. This case was as-
signed to the Honorable Louis G. McAfoos, III,
T/A for hearing. Judge McAfoos convened a
prehearing conference on April 28, 1997.

6. The parries to this case included the Ratepay-

er Advocate ('RPA') and the Staff of the Board

('Staff'). Howell Township was granted interve-

DOI' status.

2. Petitioner operates a sewage collection and
transmission system within its defined service
territory consisting of a portion of the Township
of Howell, New Jersey. Within its service terri-
tory, Petitioner serves approximately 2,500 cus-
tomers.

7. Pursuant to appropriate public notice, a public

hearing was held in this matter on July 16, 1997

at  Howe l l  Townsh ip  High School, Howell

Township, New Jersey.
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8. Evidentiary hearings were held July 23, July
24, July 28 and July 29, 1997 at Mercewille,
New Jersey. At the hearings, Petitioner adduced
testimony through three witnesses. They were:
(1) Ben D. Shiriak, President, Maxim, (2) Henry
G. Mulle, President, H.G. Mulle & Associates,
L.L.C., an expert on cost of money, and (3)
Leon Fink, CPA, a principal in the firm of Ab-
off, Fink, Schwartz, Baize & O'Reilly.

lm's Fifth Revised Sheet No. 7, which reflects
the base rate portion of Maxim's Tariff and
gives effect to the entire revenue increase ema-
nating from this case. The Company has rolled
out of base rates any expenses related to, and the
recovery of any costs associated with purchased
sewerage treatment expense.

9. The Ratepayer Advocate presented testimony
through Andrea C. Crane, a Vice President of
The Columbia Group, Inc. and Matthew I. Kah-
al, a principal at Exeter Associates, Inc., and an
expert on cost of money.

15. Also included within Exhibit 'A' is Third
Revised Sheet No. 9. This reflects the Compa-
ny's PSTAC. The PSTAC reflects the roll-in of
purchased sewerage treatment expense from
base rates, but reflects no other increase.

10. The Company adduced Exhibits P-1 through
P-32 and the Ratepayer Advocate adduced Ex-
hibits RPA-1 through RPA-11. No other party
presented testimony or exhibits.

16. Attached hereto as Exhibit 'B' is a proof of
revenues, demonstrating that the tariff sheets
included within Exhibit 'A' are designed to re-
cover total revenues of approximately
$l,582,000. The parties hereto agree that the
proposed tariff sheets are just and reasonable,
and should be accepted by the Board with an
order accepting this Stipulation.11. On December 3, 1997, Judge McAfoos is-

sued his Initial Decision, which was mailed to
the parties on December 12, 1997. 17. The Tariff sheets contained within Exhibit

'A' reflect certain miscellaneous service charges.
The parties to this Stipulation agree that these
service charges are appropriate.

12. Briefs and reply briefs to Judge McAfoos as
well as exceptions and replies to exceptions
were filed by the Company, Staff and the RPA.
No other party submitted a brief, reply brief,
exceptions or reply to exceptions. In order to
resolve this case on an amicable basis, the par-
ties hereto agree to the terns of this Stipulation.

*18 (1) Insujicient Funds Charge. The parties
agree that the Company may recover from its
customers a charge for checks returned due to
insufficient funds. The amount of this charge
shall be the actual bank charges incurred by the
Company, and the Tariff will be amended to
reflect this insufficient funds charge.

13. The parties to this Stipulation agree that
Maxim shall be entitled to a rate increase of
$235,000. Test year revenues, for the test year
ending December 31, 1996 were $1,346,954.
After applying the revenue increase of
$235,000, rates in this proceeding should be de-
signed to recover approximately $1,582,000.

(2) Reconnection Fee. The parties agree that the
Company should be permitted to charge a cus-
tomer who is disconnected from the system a
reconnection fee in the amount of One Hundred
Dollars ($l00.00). The Company's Tariff will be
amended to reflect this reconnection fee.14. Attached hereto as Exhibit 'A' is Maxim's

Tariff Incorporated within this Tariff is Max-
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]\L4XIM SEWERAGE CORPURATION TA-
RIFF FOR SEWERAGE SERVICE APPLICA-
BLE TO HOWELL TQWNSHIP MONMOUTH
COUNTK NEWJERSEY

18. This Stipulation contains terms, each of
which is interdependent with the others and es-
sential in its own right to the signing of this Sti-
pulation. Each term is vital to the agreement as a
whole, since the parties expressly and jointly
state that they would not have signed the agree-
ment had any tern been modified in any way.
Since the parties have compromised in numer-
ous areas, each is entitled to certain procedures
in the event that any modifications whatever are
made to this Stipulation.

An INTRODUCTION TO CUSTOMERS

The tariff located here in the company's office is
available and open for your review. The compa-
ny is responsible to maintain its tariff on an ab-
solutely current basis and must, by State law
and regulations, maintain it in exactly the same
format as its company's tariff which is on file at
the Board of Public Utilit ies,  Two Gateway
Center, Newark, New Jersey. The Division of
Water and Wastewater on the 9th floor.

19. If any modification is made to the terms of
this Stipulation, the signatory parties each must
be given the right to be placed in the position it
was in before the Stipulation was entered into. It
is essential that each party be given the option,
before the implementation of any new rate re-
sulting from any modification of this Stipula-
tion, either to modify its own position to accept
the proposed changes, or to resume the proceed-
ing as if no agreement had been reached. This
proceeding would resume at the point where it
was terminated which was subsequent to the
Init ia l Decision of the Administra t ive Law
Judge, subsequent to the submission of Excep-
tions by all parties, and prior to an Order of the
Board.

If, after your review of this tariff and discussion
with appropriate utility employees, you still
have questions regarding clarification or inter-
pretation, please contact the Board of Public
Utilities, Division of Water and Wastewater,
Bureau of  Ra tes  a t  (973) 648-2275 or  the
Board's Division of Customer Relations, if you
have billing problems, at 1-800-624-0241 (toll
free).

20. The parties believe that these procedures are
fair to all concerned, and therefore, they are
made an integral and essential element of this
Stipulation. MAXIM SEWERAGE CORPO-
RATION By: Ira G. Megdal, Esq. BLOSSOM
A. PERETZ,  ESQ. ,  RATEPAYER ADVO-
CAT E NEW JERSEY DWISION OF T HE
RATEPAYER ADVOCATE By: Anthony R.
Francioso, Esq. Margaret Mayors, Esq. Asst.
Deputy Ratepayer Advocate Dated: March 18,
1998 STAFF, BOARD OF PUBLIC UTILI-
TIES BY: PETER VERNIERO, ATTORNEY
GENERAL By: Joseph Quirolo, Esq. Deputy
Attorney General

*19 You have the right to review this tariff at
the Company's offices or at the Board's offices
in Newark. Your inquiries will be handled by
the Board's Staff in an expeditious manner in
order to protect your rights as well as those of
the sewer company. Please feel free to exercise
this  r ight  by telephoning or  by visit ing the
Board's offices at any time between the hours of
9:00 a.m. and 5:00 p.m., Monday through Fri-
day, or by writing a letter. The letter should con-
tain the writer's name, address and phone num-
ber-including the area code. If the writer is a
customer of record, the account number should
be included.
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The Company has available here in its office
and will provide for your review a handout en-
t it led 'An Overview of Common Customer
Complaints and Customer  Rights. 'This is  a
summary of the most frequent customer com-
plaints and rights, it does not include all cus-
tomer rights or utility obligations.

with simple interest at a rate established annual-
ly by the Board of Public Utilities. Once the
customer has established satisfactory credit with
die utility, the deposit shall be returned to the
customer with interest due. The customer has
the option of receiving the deposit refund either
by a check or a credit on the account. If a resi-
dential customer's deposit is not returned, the
utility shall credit the customer's account with
the accrued interest  once every 12 months.
( N J A C . 14:3-7.5.)(5) Where a water or sewer
utility furnishes unmetered service, for which
payment is received in advance, it may not re-
quire a deposit. (N.LA.C. 14:3-7.6)

The Board of Public Utilities is responsible for
die final interpretation and enforcement of a
utility's tariff provisions and rates. The utility is
bound by New Jersey's statutes and the Board's
regulations. If a conflict should exist in the tariff
that is detrimental to the customer, the Board's
regulations supersede the tariff provision absent
specific approval to the contrary by the NJ
Board of Public Utilities. A utility company
may provide for more liberal treatment than that
provided for in the Board's regulations.

DEFERRED PA YMENT ARRANGEMENTS

AN OVER VIEW OF COMMON CUSTOMER
COMPLAINTS AND CUSTOMER RIGHTS

(1) No public utility shall refuse to furnish or
supply service to a qualified applicant. (2) The
utility shall not place the name of a second indi-
vidual on the account of a residential customer
unless specifically requested by said second in-
dividual. ( N J A C . 14:3-3.2)

DEPOSITS

*20 (6) A customer is entitled to at least one de-
ferred payment plan in one year. In the case of a
residential customer who receives more than
one utility service from the same utility (ex:
electr ic and gas,  water  and sewer) and the
amount which is in arrears is a combination of
those services, the utility shall offer a separate
deferred payment agreement for each service.
(N.[A.C. 14:3-7.l3(d).) The Company MUST
re-negotiate the deferred payment agreement
should the customer's financial situation change
significantly. The Company must also issue a
new discontinuance notice each time it intends
to shut off service, including defaults on the
terms of the agreement. In the case of a residen-
tial customer who receives more than one utility
service from the same utility and has subse-
quently entered into an agreement for each sepa-
ra te service,  default  on one such payment
agreement shall constitute grounds for disconti-
nuance of only that  service.  (NJ AC .  14 :3 -
7.13(d).)

DISCONTINUANCE OF SER VICE

(3) If after notice of the methods of establishing
credit and being afforded an opportunity, a cus-
tomer has not established credit, the utility may
requir e a  r ea sonable depos it .  T he depos it
amount shall be determined by taldng the cost of
service for one year,  dividing by twelve and
multiplying that figure by 2. EX: 12 months to-
tal bills = $763.54 divided by 12 = $63.63 mul-
tiplied by 2 = $127.26 deposit, or $127. (4) The
utility must furnish a receipt to any customer
posting a deposit. The deposit will be returned (7) A water or sewer utility shall not discontinue
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a ny compla int  a ga ins t  t he u t i l i t y ha ndled
promptly by that utility. (Board Order, Docket
No. C08602155.) (12) Each utility shall, upon
request, furnish its customers with such infor-
mation as is reasonable in order that the custom-
ers may obtain safe, adequate and proper ser-
vice. (NJA. C . 14:3-3.3(a).) Each utility shall
inform its customers, where peculiar or unusual
circumstances prevail, as to the conditions under
which sufficient and satisfactory service may be
secured from its system. ( N J A C . 14:3-3.3(b).)
Each utility shall supply its customers with in-
formation on the furnishing and performance of
service in a manner that tends to conserve ener-
gy resources and preserve the quality of the en-
vironment. ( N J A C . 13;3-3_3(d).) (13) [Re-
served for future use.] (14) [Resewed for future
use.]

[Reserved for future use.]

*21 (15) A sewer utility must maintain records
of customers accounts for each billing period
occurring within a six (6) year period. Such
records shall contain all information necessary
to permit  computation of the bill. (N J A C .
14:3-7.8). (16) [Reserved for future use.]

TERRITORY SER VED

The territory to which the tariff applies is lo-
cated in the Township of Howell,  County of
Monmouth, and is more particularly described:

Beginning at Aldrich Road opposite the wester-
ly line of tax map Lot 17, Block 54.01 and mn-
ning.

service because of nonpayment of bills in cases
where a charge is in dispute provided the undis-
puted charges are paid and a request is made to
the Board within 5 days for investigation of the
disputed charge. The company must advise the
customer of the right to appeal to the Board of
Public Utilities. (nJ . A . c . 14:3-7.l3(a).) (8) A
customer has at least fifteen (15) days to pay a
bill. A water or sewer company may not discon-
tinue water or sewer service unless written no-
tice is given at least ten (10) days prior to the
discontinuance. The notice shall not be given
until after the expiration of the proposed said
fifteen (15) day time to pay a bill. ( N J A C .
14:3-7.l2(a).) The notice shall contain sufficient
information for the customer to notify the Board
of Public Utilities of the nature of the dispute.
The utility shall make a good faith effort to de-
termine which of its residential customers are
over 65 years of age, and shall make good faith
efforts to notify such customers of disconti-
nuance of service by telephone in addition to
notice by regular mail. This effort may consist
of an appropriate inquiry set forth on the notice
informing customers that they may designate a
third party to receive notice of discontinuance.
Utilities shall annually notify all residential cus-
tomers that, upon request, notice of disconti-
nuance of service will be sent to a designated
third party as well as to the customer of record
( N J A C . 14:3-7.l2.)(9) Public utilities shall not
discontinue residential service except between
the hours of 8:00 a.m. and 4:00 p.m. Monday
through Thursday, unless there is a safety re-
lated emergency. There shall be no involuntary
termination of service on Fridays, Saturdays,
and Sundays or on the day before a holiday or
on a holiday, absent such emergency. (10) The
occupant of a multiple family dwelling has the
right to be notified of a pending service discon-
tinuance at least fifteen (15) days prior to the
water or sewer company's actually discontinuing
service. (11) A customer has the right to have

1) Northeastwardly along Aldrich Road to a
point opposite the westerly line of tax map Lot
2.01,  Block 65,  thence 2) Northwestwardly
along the westerly line of tax map Lots 2.01 thru
2.09, Block 65, to the northwesterly comer of
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Lot 2.09, thence 3) Northeastwardly along the
northerly line of tax map Lots 2.10 and 2.11,
Block 65, to the southwesterly comer of the
westerly terminus of Cedar Road, thence 4)
Northwardly along said terminus, the westerly
line of tax map Lots 19 thru 27, Block 65, the
westerly terminus of Spruce Road and the wes-
terly line of tax map Lot 34, Block 65 to the
northwesterly comer of said Lot 34, thence 5)
Eastwardly along the northerly line of tax map
Lots 34 thru 41, Block 65, to the northeasterly
comer of said Lot 41, thence 6) Southeastward-
ly along the easterly line of tax map Lots 42 thru
47,  Block 65,  the easter ly terminus of Fern
Road, the easterly line of tax map Lots 48 thru
53 and 55, Block 65 to Aldrich Road; thence 7)
Northeastwardly along Aldrich Road to Winde-
ler Road, thence 8) Eastwardly along Windeler
Road to Oak Glen Road, thence 9) Southwardly
along Oak Glen Road to Maxim Southard Road,
thence 10) Soudiwestwardly along Maxim Sou-
t ha r d R oa d t o  Locus t  Avenue,  t hence l l )
Northwestwardly and westwardly along Locust
Avenue to a point opposite the westerly line of
tax map Lot 30, Block 237.21, fierce 12) Nor-
theastwardly along the westerly line of tax map
Lots 30, 29, 28 and 27, Block 237.21, the wes-
terly terminus of Lewis Street, the westerly line
of tax map Lots 26, 25, 24, 23 and 23.01, Block
237.22, the westerly terminus of Albert Street
and the westerly line of tax maps Lot 21 and
20.04, Block 237.23 to the southwesterly comer
of the westerly terminus of Solomon Street,
thence 13) Northeastwardly along said terminus,
the northwesterly line of tax map Lots 19.02,
19.01 and 19, Block 35.85, the northwesterly
terminus of Gold Street, the northwesterly line
of tax map Lots 18.01, 18, 17.01, 17 and 16,
Block 35.86 and tax map Lots 40, 39 and 38,
Block 35.31 to an angle point in said Lot 38,
thence 14) Northwestwardly along a property
line of Lot 38 and the westerly line of tax map
Lots 36, 35, 34, 33, and 32, Block 35.31 to an

angle point in the westerly line of said Lot 33,
thence 15) Northeastwardly along the westerly
line of tax map Lots 32, 31, 30, 29, 28 and 27,
Block 35.31 to an angle point in the southerly
line of tax map Lot 22, Block 35.31, thence 16)
Northwestwardly along the southwesterly line
of tax map Lots 22, 21, 20, 19, 18, 17, 16, 15,
14, 13, 12, 11 and 10, Block 35.31 to the nor-
theasterly comer of tax map Lot 9, Block 35.31 ,
thence 17) Southwardly along the easterly line
of tax map Lots 9, 8, 7, 6, 5, 4, 3, 2 and 1, Block
35.31 to the southeasterly comer of said Lot 1,
thence 18) Westwardly along the southerly line
of tax map Lot 1, Block 35-31, Dre southerly
terminus of Putnam Road, the southerly line of
tax map Lots 14, 13, 12, ll, 10, 9, 8, 7, 6, 5, 4,
3, 2 and 1, Block 35.32, the southerly terminus
of South Longview Road and the southerly line
of tax map Lot ll, Block 35.36 to die southwes-
terly comer of Lot ll, Block 35.36, thence 19)
Northwestwardly along the westerly line of tax
map Lots ll, 10, 9, 8 and 7, Block 35.36 to the
southeasterly comer of tax map Lot 76.02,
Block 35.84, thence 20) Northwestwardly along
the southerly line of tax map Lots 76.02 and
76.03, Block 35.84 to U.S. Highway Route No.
9, thence 21) Northwardly along U.S. Highway
Route No. 9 to a point opposite the southerly
line of tax map Lot 7.02, Block 83, thence 22)
Southwestwardly along the southerly line of tax
map Lot 7.02, Block 83 to the southwesterly
comer of said Lot, thence 23) Northwardly
along the westerly line of tax map Lot 7.02,
Block 83 to Hilltop Road, thence 24) North-
wardly crossing Hilltop Road to the southwes-
terly comer of tax map Lot 21, Block 84.21,
thence 25) Northwestwardly along the westerly
line of tax map Lots 21 and 21.03, Block 84.21
to Aldrich Road, thence 26) Northeastwardly
along Aldrich Road to U.S. Highway Route No.
9, thence 27) Southwardly along U.S. Highway
Route No. 9 to a point opposite the northerly
line of tax map Lot 67, Block 54.01, thence 28)
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Northeastwardly along the northerly line of tax
map Lot 67, Block 54.01 to the common comer
between tax map Lots 67 and 73, Block 54.01,
thence 29) Northwestwardly along the westerly
line of tax map Lot 67, Block 54.01 to a com-
mon comer between tax map Lots 11 and 67,
Block 54.01, thence 30) Northeastwardly along
the northerly line of tax map Lots 67, 40, 39, 37,
36 and 35, Block 54.01, to the southwesterly
comer of tax map Lot 28, Block 54.01, thence
31) Northwestwardly along the westerly line of
tax map Lots 27, 26, 25, 24 and 17, Block 54.01
to Aldrich Road the place of beginning.

STANDARD TERMS AND CONDITIONS

*22 2. Definitions:

stiucted and which is used for dwelling or
commercial purposes which uses sewer service
lying along the lines of the sewerage system of
the company may be connected with said sewe-
rage system. 3.2 Before any connection shall be
made to said sewerage system by any owner of
properly along the line thereof, said owner shall
make application in writing to the Company
upon proper forms supplied for that purpose by
The Company. Such owner shall not make any
connection until the consent of the Company is
granted and all necessary approvals have been
granted by Governmental agencies having juris-
diction. 3.3 Plans and specifications for such
connection to sewerage system must comply
wide all rules and regulations as are in effect and
as may be applicable to the applicant. 3.4 The
owner of any property connecting with said se-
werage system must make the house connection
at his own expense. Any damage to the pave-
ment, sidewalk, curb or gutter resulting from the
making of such house connection shall be re-
paired at the owner's expense. 3.5 The owner of
any property connected to the sewerage system
may not interfere with Maxima's usage of any
clean-out belonging to Maxira's system. Said
owner may not.tamper with or obstruct the
clean-out.

4. Customer's Deposits for Service.

4.1 Deposits are not required.

2.1 As used or referred to in these regulations,
unless a different meaning clearly appears from
the context. 2.2 'Person' means any person, firm,
association or corporation. 2.3 'Company'
means the Maxim Sewerage Corporation. 2.4
'House Connection' means the sewer line run-
ning from a building to the curb line and con-
necting with the 'Service Connection] 2.5
'Service Connection' means die sewer line ex-
tended from the curb line and to the moM or lat-
eral in the street. 2.6 'Service Charge' means the
combination of the annual charge or rental
schedule, rate schedule no. 1, original sheet no.
19, of these regulations for sewerage service by
the Company, and the purchased sewerage
treatment adjustment clause, original sheet no.
20. 2.7 A 'clean-out' means the vertical pipe
from the lateral to the ground, its cover, and any
box above it.

5. Applicable to Service Use of:

3. Applications.

5.1 Domestic and Commercial sewerage will be
carried and treated. Industrial Waste will be
permitted in this sys mm only if capable of being
treated. This service specifically excludes dis-
charges of swimming pools and sump pumps
into the sanitary system.3.1 A11 property upon which any building shall

have been erected or constructed or upon which
any building shall hereafter be erected or con- 6. Character of Service :
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6.1 Service is available at any and all times and
is continuous.

7. [Reserved for future use.] 8. Terms of Pay-
ment:

the due date or if the customer interferes with
Maxim's usage of its sewerage system, the com-
pany may cause the sewer connection of the
customer to be physically disconnected after
providing proper notice of the company's inten-
tion to physically disconnect Such notice shall
provide full disclosure of reconnection fees. The
reconnection fee shall be $100.00. Customers
shall be provided an opportunity to enter a de-
ferred payment plan either before or after dis-
connection. The reconnection fee, if applied,
shall be billed to the customer's account

8.1 The annual service charge, as provided in
Rate Schedule No. 1, shall be payable in ad-
vance in semi-annual insta llments.  Service
charges for connection after the due date of a
semi-annual period shall be based on the pro-
rata percentage of the semiannual period re-
maining after the connection. 8.2 The service
charge shall be due and payable in advance,
semi-annually, on the first day of January and
July, of each year, and in the case of new con-
nections, in advance of the date of the new con-
nection. When a user exceeds the minimum ser-
vice charge,  the excess above the minimum
shall be payable thirty (30) days after the bill is
p r esented by the Compa ny for  t he excess
amount. 8.3 No discounts are allowed, and all
service charges are for 'net cash.'

11 . Special Provisions:

9. Additional Treatment Charges:

9.1 In addition to the charges shown on Rate
Schedule No. 1 (Sixth Revised Sheet No. 7) any
user which discharges pollutants that cause an
increase in treatment costs by the Ocean County
Utilities Authority ('OCUA'), shall pay the in-
creased treatment costs in accordance with
guidelines for user charge systems adopted by
the OCUA. As of January 1, 1998, charges were
$03171 per pound of suspended solids, and
$03320 per pound of biochemical oxygen de-
mand (BOD).

10. Disconnection of Service:

11.1 Rates apply to normal sewerage as defined
by the N.J. Department of Environmental Pro-
tection ('DEP') and the Ocean County Utilities
Authority ('OCUA'). Maxim Sewerage Corpo-
ration reserves the right to require pretreatment
prior to discharge into the sewer system if the
sewerage contains harmful substances such as
gasoline, P.C.B.s, oil, explosive liquids, grease,
phenols, acids, alkalies, lint, excessive deter-
gents or any other toxic or hazardous substances
as defined by DEPE and/or OCUA. This para-
graph includes but is not limited to Laundromats
or dry cleaners where the owner will be required
to provide a screen or filter to remove excessive
lint before discharge into the sewer system, 11.2
As of January 1,  1997,  OCUA has imposed
these loca l  l imit s  for  indus t r ia l  a nd non-
domestic waste water discharged to its northern
plant: 300 ppm B.O.D., 300 ppm T.S.S. Any
charges imposed by OCUA for treating these or
any other special substances shall be passed
through to the specific customer. 11.3 No addi-
tional charge shall be established for recirculat-
ing water or air-cooled air conditioning units.
Non-recirculating water air conditioning units
shall be charged based upon a meter reading at
the tariff rate per 1,000 gallons. 11.4 Any cus-
tomer malting payment with a check returned

10.1 In the event of nonpayment by a customer
of a valid bill for service after (30) thirty days of
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for insufficient funds shall be charged the actual
bank charge incurred by Maxim, said sum paya-
RATE SCHEDULE no. 1

be with the original amount due.

BILLS TO BE RENDERED SEMI-ANNUALLY

Type of Property
Single Family Dwelling
Two Family Dwelling
Apartment Dwelling (let Apt.)
Each Additional Apartment
Town House Dwelling Unit

Annual Base Service Charge

$304.00

608.00

304.00

304.00

304.00

*23 Air  Condit ioning Units using water  for
cooling agent (See Paragraph 11.3, Special Pro-
visions) SPECIAL PROVISIONS

SIONS

Business Commercial, Industrial, Religious and
School Use.

Subscribers with sewerage in excess of B.O.D.
and T.S.S. limits imposed by Ocean County
Utilities Authority (See Paragraphs 11.1 and
11.2, Special Provisions.) SPECIAL PROVI-

Minimum charges for sewer service shall be
based on water service as follows:

Service Size (Inches)

5/8

3/4

1

1 1/2

2

3

4

Annual Base Service Charge

$ 203.00

304.00

507.00

1,015.00

1,624.00

3,045.00

5,075.00

Rates are found on Third Revised Sheet No. 9When water meter reading are available, the
customer shall be billed at $3.05 per thousand
gallons, or the minimum service charge, whi-
chever is greater. If the water is privately sup-
plied, Maxim shall be permitted to install a me-
ter at the source of supply.

PURCHASED SEWERAGE TREATMENT AD-
JUSTMENT CLA USE

Purchased Sewerage
Clause

Treatment Aayustment

In addition to the Base Rate set forth in Rate
Schedule No. 1, the Purchased Sewerage Treat-
ment Adjustment Clause rates, in accordance
with N J A C . 14:9-8.1 etseq., shall be:

FLATRATE SERVICE

Type of Property Annual Sewerage Treatment A¢§ustment Clause
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Single Family Dwelling

Two Family Dwelling

Apartment Dwelling (1 st Apt.)

Each Additional Apartment

Town House Dwelling Unit

$307.00

614.00

307.00

307.00

307.00

Business, Commercial, Industrial, Religious and
School Use

Minimum charges for sewer service shall be
based on water service size as follows:

Sewiee Size (Inches)

5/8

3/4

1

1 1/2

2

3

4

Annual Sewerage Treatment Aayustment Clause

$205.00

307.00

512.00

1,023.00

1,637.00

3,070.00

5,117.00

METERED SERVICE $3.25 per thousand gal-
lons

T h e  a b ove  ch a r ge  a r e  b a s e d  u p on  t h e  B oa r d  o f

Publ i c Ut i l i t i e s ' e s t imate  of Maxim's  twelve  (12)

m o n t h  a v e r a g e  c o s t  o f  p u r c h a s e d  s e w e r a g e

t r e a t me n t .  The  e s t i ma t e d  t we l ve  ( 12 )  mon t h  a v-

e r age  cos t  sha l l  be  pe r i od i ca l l y r ede t e r mi ned  by

t he  Board  M accordance  wi t h  t r ee -up  procedures

set  for th in N J A C . 14:9-8 .1  e t seq .

TABLETABULAR OR GRAPHIC MATERI-
AL SET FORTH AT THIS POINT IS NOT
DISPLAYABLE TABLETABULAR OR
GRAPHIC MATERIAL SET FORTH AT THIS
POINT IS NOT DISPLAYABLE

END OF DOCUMENT
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l-lRe Shoreham Telephone Company, Inc.
Docket No. 6914

Vermont Public Service Board
January 4, 2005

Board grants the carrier's motion to amend
the rate decision to allow an income tax ex-
pense that compensates the shareholders of
the carrier for the difference between the tax
they pay on distributions and the tax they
would face if the cam'er were a Subchapter
C corporation. It also grants the can*ier's
motion to increase the working capital al-
lowance to reflect a 30-day lag, rather than a
15-day lag.

Board also approves an adjustment to the
carrier's revenue requirement to reverse the
effect of an inadvertent error.

P.U.R. Headnote and Classification

1 .

RATES

ORDER denying, in large part, a motion to
alter a decision that set intrastate rates for a
telecommunications carrier using a residual,
or 'total company," ratemaldng methodolo-
gy. The interstate rates of the carrier are set
by the Federal Communications Commis-
sion (FCC) using the average schedule me-
thodology. The residual rate-maldng metho-
dology relies on separations factors set by
the FCC (with the FCC mandated rate of
return on equity) to determine interstate
costs and deducts the result from total com-
pany costs to determine intrastate costs as a
remainder. Inasmuch as interstate cost re-
covery is provided to the camlet in the form
of interstate revenues that are derived ac-
cording to the average schedule, it is possi-
ble to determine the intrastate revenue re-
quirement by subtracting average schedule
interstate revenues from total company rev-

s32
Vt.p.s.B. 2005
[VT.] Jurisdiction and Powers - State com-
mission - Determination of intrastate reve-
nue requirement - Residual rate making -
'Total company' methodology - Average
schedule telecommunications carrier.

venues.

Re Shoreham Telephone Company, Inc.

P.U.R. Headnote and Classification
Board finds that if the carrier were to elect
to change its federal status to become a cost
company, which it has the right to do under
federal law, that decision would be reviewed
as part of a future rate case. It adds that if it
were to find that the decision to change to a
cost company was unreasonable and had no
other effect but to increase rates, it might
impute to the intrastate costs of the camlet
any cost differential that resulted.

2.
RATES

s103
Vt.p.s.B. 2005
[VT.] Jurisdiction and Powers - State com-
mission - Average schedule telecommunica-
tions carrier - Determination of intrastate
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telecommunications rates - Residual rate
making - 'Total company' methodology.

rate making
by.

'Total company' methodolo-

Re Shoreham Telephone Company, Inc. Re Shoreham Telephone Company, Inc.

P.U.R. Headnote and Classification P.U.R. Headnote and Classification

3.
RATES

6.
RATES

sl43
Vt.p.s.B. 2005
[VT.] Reasonableness - Average schedule
telecommunications carrier - Detennina-
tion*381 of intrastate cost of service - Resi-
dual rate malting - 'Total company' metho-
dology.

s47
Vt.p.s.B. 2005
[VT.] Jurisdiction and Powers - State com-
mission - Determination of intrastate reve-
nue requirement - Federal law no bar to re-
sidual rate-maldng methodology - Tele-
communications canter.

Re Shoreham Telephone Company, Inc. Re Shoreham Telephone Company, Inc.

P.U.R. Headnote and Classification P.U.R. Headnote and Classification

4.
RATES

7.
TELEPHONES

sl98
Vt.p.s.B. 2005
[VT.] Unit for rate-making - Intrastate oper-
ations - Residual rate making - 'Total com-
pany' methodology - Telecommunications
camlet.

s5
Vt.p.s.B. 2005
[VT.] Jurisdiction and Powers - State com-
mission - Intrastate rate making - Residual
or 'total company' methodology.

Re Shoreham Telephone Company, Inc.
Re Shoreham Telephone Company, Inc.

P.U.R. Headnote and Classification
P.U.R. Headnote and Classification

5.
RATES

8.
APPORTIONMENT

s532
Vt.p.s.B. 2005
[VT.] Telecommunications - Determination
of intrastate revenue requirement - Residual

s7
Vt.p.s.B. 2005
[VT.] Telecommunications - Determination
of intrastate revenue requirement - Methods
and bases - Residual or 'total company' ap-
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poach. Subchapter S corporation - Future liabili-
ties dirt will never occur - Refund to rate-
payers - Telecommunications carrier.Re Shoreham Telephone Company, Inc.

P.U.R. Headnote and Classification Re Shoreham Telephone Company, Inc.

9.
EXPENSES

P.U.R. Headnote and Classification

12.
VALUATIONsl14

Vt.p.s.B. 2005
[VT.] Income tax - Subchapter S corpora-
tion - Treatment in a manner similar to in-
vestors in public companies - Allowance for
difference in tax rate paid - Telecommunica-
tions carrier.

s293
Vt.p.s.B. 2005
[VT.] Cash working capital allowance
day lag - Telecommunications carrier.

30-

Re Shoreham Telephone Company, Inc.
Re Shoreham Telephone Company, Inc.

P.U.R. Headnote and Classification
P.U.R. Headnote and Classification

10.
EXPENSES

13 .
VALUATION

s317
Vt.p.s.B. 2005
[VT.] Cash working capital allowance
communications camlet - 30-day lag.

Tel-

Re Shoreham Telephone Company, Inc.

sl14
Vt.p.s.B. 2005
[VT.] Accumulated deferred income taxes -
Accumulations by Subchapter S corpora-
tion - Future liabilities that will never occur
- Refund to ratepayers - Telecommunica-
tions carrier. P.U.R. Headnote and Classification

Re Shoreham Telephone Company, Inc. 14.
EXPENSES

P.U.R. Headnote and Classification

11 .
REPARATIONS

s89
Vt.p.s.B. 2005
[VT.] Estimated rate case expenses -
Grounds for exclusion - Telecommunica-
tions carrier.s15

Vt.p.s.B. 2005
[VT.] Grounds for allowing - Accumulated
deferred income taxes - Accumulations by

Re Shoreham Telephone Company, Inc.
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P.U.R. Headnote and Classification
**1 L INTRODUCTION

15.
EXPENSES

s118
Vt.p.s.B. 2005
[VT.] Bad debt - Amortization of non-
recuning bad debt - Telecommunications
canter.

Re Shoreham Telephone Company, Inc.

P.U.R. Headnote and Classification

16.
EXPENSES

s12
Vt.p.s.B. 2005
[VT.] Ascertainment - Amortization of non-
recurring costs - Telecommunications carri-
er.

Re Shoreham Telephone Company, Inc.

P.U.R. Headnote and Classification

On November 19, 2004, Shoreham Tele-
phone Company, Inc. ('Shoreham' or
'Company ') filed a motion with the Public
Service Board ('Board'), pursuant to
V.R.C.P. 59(e) and Board Rules 2.103,
2.105 and 2.206, to alter or amend its Final
Order in this docket, entered on November
4, 2004. The Vermont Department of Public
Service ('DPS' or 'Department') filed res-
ponsive comments on December 3, 2004. In
this Order, we deny Shoreham's motion in
large part, finding that Shoreham has not
demonstrated a basis for altering our deci-
sion. We grant Shoreham's motion on two
points: (1) we will allow an income tax ex-
pense that compensates Shoreham's share-
holders for the difference between the tax
they pay on distributions and the tax they
would face if Shoreham was a Subchapter C
corporation, and (2) we will increase the
worldng capital allowance to reflect a 30-
day lag, rather than the 15 days we used in
our Order of November 4, 2004. In addition,
we make an adjustment to increase Shore-
ham's revenue requirement to correct an in-
advertent error.17.

REVENUES
IL SHOREIL4M'S MOTION

s5
Vt.p.s.B. 2005
[VT.] Telecommunications - Billing and col-
lection services - Inclusion in total company
revenues for rate-maddng purposes.

Re Shoreham Telephone Company, Inc.

In its Motion to Alter or Amend, Shoreham
raised issues related to 'total company'
ratemaldng, income taxes, accumulated de-
ferred income taxes, cash working capital,
rate case expenses, federal universal service
funds, bad debt, and inclusion of non-
regulated revenue. These issues are ad-
dressed in tum, below.*382 Before Dworkin, Caen, and Burke,

board members.
'Total Company ' Ratemaking

BY THE BOARD:
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[1-8] In its Motion to Alter or Amend, Sho-
reham reiterates its argument Hom the main
case that the Board lacks statutory jurisdic-
tion to impose a 'total company' ratemaldng
methodology that uses revenues generated
by Shoreham's interstate properly to subsid-
ize reductions in its intrastate rates. Again,
Shoreham argues that the Vermont Supreme
Court, in its 1949 New England Telephone
decision, FN1 defined the limits of the Board's
statutory authority in this case and, in the
succeeding 55 years, the Vermont General
Assembly has not expanded the limits of the
Board's jurisdiction to allow 'total company'
ratemaking.

Nowhere, Shoreham argues, has the Board
or the Hearing Officer cited any record evi-
dence to support the claim that the 'total
company' methodology does not use inter-
state revenues to subsidize intrastate rates.
Finally, Shoreham suggests that because
there has not been a determination made by
interstate regulators that Shoreham is 'over-
earning' on the interstate side, the Board is
without authority to suggest that Shoreham
is being overcompensated for its interstate
costs and, therefore, excess revenues can be
used to offset intrastate costs.

Shoreham's arguments, as more fully out-
lined below, are not significantly different
from its arguments in the main case. We re-
jected those assertions in our November 4,
2004, Order ('Final Order'). As Shoreham
has presented no new meaningful argu-
ments, we are unpersuaded that we should
alter our decision Mat 'total company' rate-
making is the appropriate methodology for
determination of Shoreham's intrastate rates
and that such a methodology is permissible
under both state and federal law .

In disagreeing with the Board's analysis of
its authority to use 'total company' ratemak-
ing, Shoreham argues that it is plain from
the Board's own 'Attachment' to the Final
Order that the Board's total-company me-
thodology begins with the inclusion of Sho-
reham's interstate property in the 'total com-
pany' rate base that the Board uses to set
intrastate rates. Further, Shoreham suggests
that it has repeatedly cited to the preiiled
and live testimony of the Department's wit-
nesses to show that the 'total company'
ratemaldng relies on using 'excess' inter-
state revenues to subsidize intrastate rates.

**2 Shoreham's position regarding 'total
company' ratemaldng mischaracterizes our
application of this methodology to its rate
base. As we *383 explained in detail in our
Final Order, 'total company' ratemaking:
accepts the interstate/intrastate cost separa-
tion factors that are inherent in the 'average
schedule' interstate rates. The methodology
then applies the FCC's allowed 11.25% re-
turn on equity to these interstate cost alloca-
tions, thus assuring that Shoreham has a fair
opportunity to recover its interstate costs. It
also uses an intrastate return rate that we es-
tablish for determining a return on intrastate
investment, and then employs a weighted
average of the interstate and intrastate re-
turns in conjunction with the total regulated
rate base and expenses of Shoreham to pro-
duce a revenue requirement of the Company
as a whole. Thereafter, the methodology
simply derives the state share of revenues by
subtracting interstate revenues (which are
based on the average schedule allocations
plus FCC-detennined return) from the total.
Under this approach, Shoreham has a rea-
sonable opportunity to am its authorized
return on equity (or exceed it) in the inter-
state jurisdiction because the Board simply
accepts the FCC's allocations and return on
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equity. Similarly, Shoreham can earn a fair
return on its intrastate investment (as deter-
mined using the implied 'average schedule'
separations factors). FN2

This discussion makes it plain that interstate
property is not used in the rate base used to
set intrastate rates, nor are interstate reve-
nues employed. Shoreham's interstate rate
base is fully compensated at an FCC ap-
proved rate of return and, as shown in the
Attachment to the Final Order, is kept sepa-
rate from intrastate rate base. In fact, 'total
company' ratemaldng assumes that the
Company is earning its lull allowed return
on interstate investment. Thus, when we use
the 'total company' methodology, we de-
termine 'total company' rate base, separate
out the interstate rate base using average
schedule separations factors (and give it its
federally authorized return on equity) and
use the remainder as the intrastate rate base.

rely on FCC separations factors to determine
interstate costs (with the FCC mandated re-
turn on equity of 1 l.25.%), which are then
deducted from 'total company' costs to de-
termine intrastate costs as die remainder.
Since interstate cost recovery is provided to
the Company in the form of interstate reve-
nues that are derived according to the aver-
age schedule, it is possible to determine the
intrastate revenue requirement by subtract-
ing average schedule interstate revenues
from 'total company' revenues. This proce-
dure does not,  as al leged by Shoreham,
touch interstate costs or revenues as we de-
termine the intrastate revenue requirement,
therefore, we do not use interstate revenues
to 'subsidize' Shoreham's intrastate rates.
Also, because the Board does not use inter-
state revenues for that purpose, Shoreham's
argument that there has been no detennina-
tion by interstate regulators that Shoreham is
'overearning,' is irrelevant.

Next,  Shoreham asserts that nei ther the
Hearing Off icer nor the Board has cited to
any record evidence to support the claims
that the 'total company' ratemaldng metho-
dology does not use interstate revenues to
'subsidize' intrastate rates. Our understand-
ing of  'total  company' ratemaldng, as we
outlined in our Final Order on Page 55 and
as set out again above, is supported by the
testimony of Department witness Smith.
Just as the states subtract from the total cost
base of a Part 36 canter the costs that are
determined by FCC regulation to be inter-
state, many states deduct from the total cost
base of an 'average schedule' company that
part attributed by the average schedule to be
interstate usage and treat the residuum as
intrastate. FN3

**3 Shoreham further argues that the Com-
pany has not elected or chosen, as the Board
states in the Final Order, the 'average sche-
du1e' methodology, but rather accepted that
methodology as a condit ion of  i ts sett le-
ments sev eral  decades before the FCC
adopted its separations rules. Shoreham is an
'average schedule' company, it argues, be-
cause it did not elect to become a cost *384
company. We agree that in the Final Order
we may have mischaracterized the precise
history as to how Shoreham became an 'av-
erage schedule' company. This does not
change, however, our assertion that Shore-
ham remains an 'average schedule' compa-
ny today at its option, and that the effect of
this decision by die company is that 'the
costs allocated to intrastate rates (using Sho-
reham's cost allocations) plus the costs allo-
cated to interstate rates (using the averageThus, with 'total company' ratemaldng, we
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schedule methodology) would exceed Sho-
reham's total costs.' FN4

the Hawaii Public Utilities Commission re-
lated to the Hawaiian Telephone Company
('Hawaiian T. C.') FN9 supports its contention
that the Board, pursuantto the New England
Telephone decision, lacks jurisdiction to im-
pose 'total company' ratemaking. Again, we
disagree with Shoreham's analysis. A careful
reading of the decision reveals that, as sug-
gested by the DPS, the Hawaii Commission
only rejected the Hawaii Public Utility Divi-
sion's argument that the Hawaiian T.C. case
must be decided on a 'total company' basis
because dirt was the approach that the
Commission used M prior cases. The Hawaii
Commission merely found that it was not
constrained by its own precedent and it
could set rates only for the intrastate opera-
tions of the Hawaiian T.C. Because we
agree that our jurisdiction is limited by
Vermont law to Shoreham's intrastate rates,
and because we are only setting Shoreham's
intrastate rates in this docket, this Hawaii
case adds nothing to the discussion of our
jurisdiction in this case.

Shoreham also argues that the Board at-
tempts to escape the jurisdictional con-
straints of Vermont law by relying on feder-
al and state decisions. We disagree. Our
cites to the Crockett Telephone, Mid-Plains
Telephone, and Pine Tree Telephone FN5 cas-
es were intended only to show that other
states, the FCC, and other courts have found
that 'total company' ratemaldng is a sound
methodology and that it does not impermiss-
ibly intrude into interstate revenues and
costs that are within the sole purview of the
FCC. Regulation of interstate revenues, as
Shoreham suggests our Order does, would
violate federal law. The federal decisions
concluding that 'total company' ratemaldng
does not violate federal law, by necessity,
conclude that it does not involve regulation
of interstate rates. Thus, as we have outlined
in detail in our Final Order and reiterated
again above, 'total company' ratemaking is
not proscribed by the 1949 New England
Telephone decision because it does not in-
trude into interstate matters. FN6

* *4 Imputation of 'total company' average
schedule ratemaking methodology

Shoreham also suggests that our jurisdic-
tional analysis is not furthered by our cita-
tion to the U.S. Supreme Court's 1986 deci-
sion in Louisiana Public Service Commis-
sion. Fn7While we disagree with the Compa-
ny's assertion, we note that our reference to
this case was for the limited purpose of
showing the basis for jurisdictional separa-
tion. Because it was not intended for any
other purpose, Shoreham's statement FNS that
our omission of the last sentence of the
quoted paragraph in the decision is 'telling'
has no basis or merit.

Shoreham also argued that the Board has
improperly expanded its authority by sug-
gesting that it could continue to impute a
'total company' average schedule ratemak-
ing methodology if Shoreham elects to con-
vert to a 'cost-based' company under Feder-
al law. The Company has the following
problems with this Board suggestion: (1) the
Board's 'dictum' could apply such an impu-
tation to other rate-regulated local exchange
carriers, even if they are not average sche-
dule companies under federal law, (2) this
warning to Shoreham signals the regulated
community that the Board may impute any
ratemaking methodology that, in the Board'sFinally, Shoreham argues that a decision by
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Shoreham elects to change its federal status
to become a cost company, which it has the
right to do under federal law, that decision
would be reviewed as part of a future rate
case. If it is found at that time that this deci-
sion was unreasonable and had no other ef-
fect but to increase rates, we might impute
to the Company's intrastate costs any cost
differentials that resulted. This issue is not
now before us so, as the DPS points out, at
this time our statement to the Company has
no legal force and effect and, as such, it is
dicta.

judgment, would result in lowest total costs
to Vermont ratepayers, and (3) if Shoreham
decides to make reasonable plant invest-
ments that approximate the average of local
companies nationally, die Board could dis-
regard the Company's actual interstate costs
and impute interstate costs that are signifi-
cantly below the national average so as to
artificially maintain low intrastate rates for
Vermonter  customers .  In summary,  the
Company suggests that *385 the Board does
not have authority 'for the purposes of in-
trastate ratemaldng, to disregard an intrastate
cost-election validly made under federal
law.' Fnl0 Income Tax

The DPS argues that Shoreham lacks a
foundation for asserting that the Board has
exceeded its authority by suggesting in dic-
tum that the Board might take some future
actions because dictum does not represent a
binding adjudication of a controversy or
point of law. As such, the Department sug-
gests that Shoreham's concerns are ground-
less, speculative, and do not represent a mis-
take or inadvertent act that would warrant
reconsideration.

[9] Shoreham urges the Board to amend its
Final Order and recognize income tax ex-
penses as a cost of service. Specifically,
Shoreham reiterates its request to allow the
imputation of income tax expense as if Sho-
reham were a SubChapter C Corporation.
Additionally, Shoreham asserts that the
Board violated its due process rights under
Vermont's Administrative Procedure Act
('APA '), specifically 3 V.S.A. § 809 (c).
The Department states that the Board has
legitimately exercised its discretion in disal-
lowing all income tax expense from Shore-
ham's cost of service.

In malting the statement in our Final Order
that the Company finds obi ectionable as dic-
tum, we are only reiterating a basic principle
that we apply to all rate reviews, which is
that companies retain an obligation to act
reasonably and that this Board can adjust
rates where a company makes an unreasona-
ble decision so that ratepayers are not
harmed by a company's choice. In the con-
text of 'total company' ratemaldng, Shore-
ham is expected to make significant discre-
tionary decisions that may affect the rates of
its ratepayers taldng into consideration
whether those decisions are also in the best
interest of its customers and shareholders. If

**5 Shoreham has not advanced any new
arguments that persuade us to reconsider our
Final Order and impute income tax expense
at the C Corporation rate. As we stated in
our Final Order, Shoreham is an S Corpora-
tion. Therefore, it is not obligated to pay
federal or state income taxes. The tax obli-
gation is, instead, passed on to the owners of
Shoreham. As such, we deny Shoreham's
request to impute an income tax expense
that is not actually incurred.
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We also find Shoreham's arguments regard-
ing alleged violations of Vermont's rules
under the APA are misplaced. Shoreham
asserts that because the parties to this inves-
tigation did not recommend a zero tax al-
lowance option, it was not notified of the
possibility that die Board may choose to dis-
allow income tax expenses. Also, Shore-
ham asserts there is no evidence in the
record to support the Board's decision.
Fnllwe disagree. As noted by the Depart-
ment, witness Berhns, on the DPS' behalf,
submitted refiled testimony stating that if
personal income taxes paid by Shoreham's
owners were not deemed relevant in deter-
mining the income tax expenses allowed for
recovery in Shoreham's rates, then the result
for ratemadcing purposes is that corporate
income taxes should be zero. FIv12mI. Berlins'
testimony informed our original decision to
disallow income tax expenses. Shoreham
was fully aware that zero income allowance
was an option for consideration. Although
the Hearing Officer and the DPS recom-
mended a different approach, it can not be
said that Shoreham was denied an opportu-
nity to argue against the zero allowance op-
tion.

seeking reconsideration due to this over-
sight.

Nevertheless, Shoreham's arguments relative
to a fair rate of return on investment have
prompted us to reconsider a part of our rul-
ing on income taxes, although not for the
reasons specifically advanced by Shoreham.
As noted, our original ruling disallowed re-
covery of all income tax expenses. This rul-
ing had the effect of treating Shoreham's in-
vestors/owners differently than other Ver-
mont investors of public companies. Ver-
mont investors of C Corporations are re-
sponsible for paying their individual state
and federal income taxes on their investment
earnings, under federal law stock dividends
and capital gains are taxed at 15%. Similar-
ly, Shoreham's investors/owners are respon-
sible for paying their income taxes on in-
vestment income. But, due to their tax status
as owners of an S Corporation the Arnold's
pay a composite personal income tax of ap-
proximately 25.15% on all distributions
from the Company. In order to treat Shore-
ham's investors/owners in a similar manner
as other Vermont investors in public compa-
nies, we find it appropriate to allow Shore-
ham to recover the difference in tax rates.
Accordingly, we have increased Shoreham's
expenses by $4,773. This adjustment takes
into account the difference between the
combined federal and state income tax rate
of 23.08% FN13 on stock dividends and capi-
tal gains paid by Vermont investors of C
Corporations, and the 25.15% composite
personal income tax rate paid by Shoreham's
owners/investors.

Accumulated
( 'ADIT ')

Deferred Income Taxes

Moreover, Shoreham has the burden to
demonstrate that its costs are reasonable.
Here, the undisputed evidence shows that
Shoreham does not incur income taxes. Sho-
reham also can not point to a mandate that
requires Board rulings to strictly adhere to
only the recommendations of the parties or
the Hearing Officer. *386 Shoreham had
numerous opportunities to advance argu-
ments opposed to the zero tax allowance
during technical hearings, in proposed find-
ings, on brief and in oral arguments. Appar-
ently, Shoreham has simply failed to antic-
ipate all of the Board's options and is now * * 110, 11] Shoreham has accumulated
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this matter.

Shoreham correctly points out that the Board
did not specifically authorize the collection
of these funds in an Order approving a bot-
tom-line settlement in Docket 6401 .That ml-
ing merely determined that the settlement
resulted in just and reasonable rates based
on the record evidence.

funds from ratepayers for the purpose of
paying deferred income tax liabilities. It did
so by including in its cost of service an in-
come tax expense equal to what Shoreham
would have incurred if it were a Subchapter
C Corporation even though it is not obli-
gated to pay any income taxes. This practice
also adjusted income tax expenses to reflect
the accelerated depreciation of certain assets
under federal tax law. Shoreham has accu-
mulated a large ADIT based upon the input-
ted future tax liabilities.

Cash Working Capital

We clearly stated in our Final Order that
Shoreham's customers shall receive the full
benefit of these funds that had been pre-
viously paid by customers and then set aside
by Shoreham's owners to pay for future in-
come tax liabilities that will never occur.
The balance of the ADIT account now ap-
proximates $611,143> as of the end of the
2002 historic test year. Fn'4Even after ac-
knowledging the benefits of its past practic-
es, Shoreham now argues that the ADIT bal-
ance must be given to Shoreham's owners
rather than returned to customers on grounds
that the Board never explicitly authorized
the collection of these funds in Docket 6401,
Shoreham's last rate case.

[12, 13] Shoreham argues that the Board's
ruling on the Cash Worldng Capital
('CWC') allowance is in conflict with the
evidence in the record. Specifically, Shore-
ham asserts that the evidence clearly indi-
cates that customer payments are due within
30 days of billing and not 30 days after ser-
vices are rendered. Also, *387 Shoreham
contends that it pays its bills within 15 days
of receipt and, in the case of payroll ex-
penses, weekly. This lag, according to Sho-
reham, is more in line with the Company's
recommendation to establish an allowance
based on a 45-day factor.

The Department avers that there is ample
basis for the Board's ruling on the treatment
of ADIT and maintains that reiiunding the
funds back to customers is consistent with
generally accepted accounting principles.

The DPS opines that because Shoreham's
witness testified that he saw no reason not to
use a 15-day allowance, there is no basis for
reconsidering the Final Order in this issue.

We find that Shoreham's arguments are un-
persuasive and would be patently unfair to
customers if we were to reconsider our rul-
ing. Also, Shoreham has not advanced any
new arguments or pointed to an error that
the Board made. Therefore, we deny Shore-
ham's request to reconsider our ruling on

The competing recommendations of the De-
partment and Shoreham lead us to believe
that a lead-lag study would provide a more
compelling case of the actual investment in
working capital. However, a lead-lag study
was not presented in this case. In the ab-
sence of such a study, we are persuaded that
a 30-day CWC allowance is the best reflec-
tion of the investment necessary to sustain
daily operations,  and we will change the
CWC allowance accordingly.
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our ruling relative to FUSF.
Rate Case Expenses

Bad Debt
**7 [14] Shoreham asks the Board to recon-
sider its ruling that excluded the full esti-
mated rate case expenses associated with
this investigation. After three days of tech-
nical hearings, multiple rounds of comments
and oral argument on the proposal for deci-
sion and additional comments on the Board's
Final Order, we have found that Shoreham is
not entitled to update its cost of service fil-
ing to include rate case expenses. Any ac-
tions taken now that would allow Shoreham
this opportunity would conflict with Ver-
mont law. Shoreham had sufficient opportu-
nity to make a demonstration that a cost of
service update was necessary for the provi-
sion of adequate and efficient service. Sho-
reham neither requested to make such a
demonstration, nor explicitly made one as
part of its main case in this investigation. It
would be an error to allow Shoreham to
make a selective last minute adjustment to
its cost of service now that the record has
closed. Shoreham will have the opportunity
to include these costs, to the extent they
have been prudently incurred, in its next cost
of service filing.

[15, 16] Shoreham seeks a clarification of
our ruling relative to the treatment of bad
debt expenses. As pointed out by the De-
partment, the Board adopted the findings,
conclusions and recommendations of the
Hearing Officer, except those that were
amended. Fn16on pages 38-39 of the proposal
for decision, the Hearing Officer recom-
mended that Shoreham amortize $25,885
over a three-year period in order to address
the unusually high bad debt expenses of two
large interexchange long distance carriers
that were not recurring in nature, and in-
clude recurring bad debt expenses of $8,830
as a known and measurable change for the
purpose of setting rates. The Board did not
amend the Hearing Officer's findings and
recommendation on this point. Therefore,
the Hearing Officer's recommendation on
the treatment of bad debt expense has been
adopted. An additional $8,628 has been in-
cluded as a reduction in Total Company rev-
enues in the cost of service calculations that
are attached hereto FN17 and represents the
amortization of the non-recurring bad debt
expenses associated with the Worldcom and
Global Crossing accounts.Federal Universal Service Funds ('FUSF ')

Inclusion of Non-regulated RevenueShoreham reiterates arguments previously
filed with its comments on the proposal for
decision that an 'error' 1=n15 in calculating
federal universal service support caused a
double-counting of a portion of its revenue.
In response, the Department denies the exis-
tence of any error and maintains that its cal-
culations of FUSF are correct. Shoreham has
neither presented new evidence nor pointed
to an error made by the Board. Therefore,
we deny Shoreham's request to reconsider

[17] Shoreham reiterates its arguments that
the Hearing Officer 'inadvertently included
$66,712 of non-regulated revenue in die
Company's total company revenues' and that
such *388 revenues should be eliminated
from the Board's calculations. Shoreham
refers to a document that it identifies as
'Shoreham's 2003 Supplement Annual Re-
port' as support for reconsideration. FN18
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**8 The $66,712 is comprised of two reve-
nue streams, according to Shoreham. Of the
total, $54,742 was generated from billing
and collection services that Shoreham pro-
vided to other telecommunication canters
and was included in the Department's total
company cost of service. The Department, in
response, disagrees with Shoreham that such
billing and collection revenue should be ca-
tegorized as non-regulated and eliminated
from the Company's total revenue.

enue requirement was made in order to re-
verse the effect of an inadvertent error. The
error,  which was discovered when Board
staff prepared the latest calculations of the
cost of service, had the unintended effect of
reducing Shoreham's 'total company' reve-
nue requirement. The error was originally
created when the Board's additions to rate
base and changes to cash working capital
were not fully allocated for the purposes of
setting Shoreham's 'total company' rate of
return on rate base.

At tached hereto a re a  new set  of  Excel
spreadsheets that incorporate the adjust-
ments outlined above.

111 ORDER

The remaining amount of $11,970 was gen-
erated from non-regulated services. The De-
partment stated that if the $11,970 of non-
regulated revenue has not already been elim-
inated from Shoreham's cost of service, it
should be eliminated for the purpose of set-
ting rates. Based on the record evidence, it is
clear that the Department correctly omitted
these non-regulated revenues from the 2002
test year.

IT IS HEREBY ORDERED, ADJUDGED
AND DECREED by the Public Service
Board of the State of Velmont that:

As Shoreham has neither presented new evi-
dence nor pointed to an error made by the
Board, we deny the request to reconsider our
ruling on this point. Billing and collection
revenues were correctly amibuted to Shore-
ham's 'total company' revenues for the pur-
pose of setting the rates. In addition, the De-
partment's cost of service tiling has already
eliminated die $11,970 in  2 0 0 2 non-
regulated revenues. Were the Board to elim-
inate these revenues again on reconsidera-
t ion,  it  would have the effect  of double
counting non-regulated revenues and erod-
ing die amount of revenues generated from
regulated services.

1. Shoreham is authorized to charge rates
designed to yield annual intrastate revenues
of $822,404, thereby reducing its intrastate
revenues by $l,237,l43. This revenue re-
duction shall be implemented in three equal
rate reductions as follows: the first third for
January l, 2005, and subsequent months, the
second third by August l, 2005, and the ti-
nal third by August 1, 2006.

Reversal of Cost of Service Error

2. As stated in our Order of November 4,
2004, and as revised in our Order Re: Mo-
tion for Clarification and Motion for En-
largement of Time,  dated November  23,
2004, Shoreham shall,  after consultation
with the Vermont Department of Public Ser-
vice, file revised intrastate tariffs with the
Public Service Board within 30 days of die
date of today's Order to incorporate this re-
duction in its rates. Shoreham shall also pro-An additional adjustment to Shoreham's rev-
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FN3 Smith pf at 11.pose specific rate reductions for the second
and third phase at that time. The Department
shall file comments within 15 days of re-
ceipt of Shorehaln's proposal. The Board
will open an investigation of this tariff filing
upon receipt .  Any proposed ra te design
changes must include a refund mechanism
for customers that is retroactive to January
1, 2005.

FN4 Final Order at 59.

3. Shoreham shall make a compliance filing,
within 45 days of the date of today's Order,
that shows the recalculated ADIT and any
proposed amortization period. Any party
who wishes  to comment  on Shoreham's
compliance tiling shall do so within 30 days
of the Company's filing, and the Board will
consider such comments prior to ruling on
that proposal.

FN5 See Crockett Telephone Com-
pany, et al. v. FCC 963 F. ad 1564
U.S. App, D.C. 397 (1992), see Peti-
tion of Mid-Plains Telephone, Inc.,
Docket No. 3650-DR-100, Final Or-
der (Wisconsin Public Serf.
Comm'n, Mar. 14, 1989), see Pine
Tree Telephone and Telegraph Com-
pany, et al. v. Public Utilities Com-
mission, Supreme Judicial Court of
Maine, August 23, 1993, at 63.

4. Except as amended herein, all other pro-
visions*389 of the Public Service Board's
Orders in this docket of November 4, 2004,
and November 23, 2004, remain in full force
and effect.

**9 Dated at Montpelier, Vermont, this 4th
day of January, 2005.

.SK 9

F N6  S hor eha m seems  t o  imp ly,
without stating, that die mere inclu-
sion of interstate costs and revenues
in the calculation is enough to ex-
ceed the Board's jurisdiction. We see
no basis for this conclusion in the
NET case. Our methodology sets i11-
trastate costs by excluding interstate
costs and revenues, which is consis-
t ent  with the Court's directive.
Moreover, since this methodology is,
in fact, simply a form of separations,
the 1973 New England Telephone
decision makes clear that it is within
our authority.

TABLETABULAR OR GRAPHIC MA-
TERIAL SET FORTH AT THIS POINT IS
NOT DISPLAYABLE

FN7 See Louisiana Public Service
Commission v. FCC, 476 U.S. 355,
360 (1986).

*399 FOOTNOTES

FN1 See Petition Qr New England
Tel. & Tel. Co., 115 Vt. 494, 503
(1949).

FN8 Shoreham's Motion to Alter or
Amend, page 8, fn. 13.

FN2 Final Order at 55.

FN9 See In re: Hawaiian Telephone
Company, Docket No. 4983 (Hawaii
Pub. Utils. Comm'n, Jan. 20, 1978),
23 P.U.R. 4th 385 (1978).
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FN10 Shoreham's Motion to Alter or
Amend at 12.

Vt.Sup.Ct.] Re New England Teleph. & Te-
162. Co., 79 PUR NS 508, 115 Vt. 494, 66
A.2d 135 (1949).

FN11 Shoreham's Motion at 14. END OF DOCUMENT

FN12 DPS Comments at 7, Berhns
pf direct at 7.

FN13 Calculated as: 0.15+[(1-
0.15)times 0.095] = 23.08%.

FN14 Exh. STC-1, Schedule 2.

FN15 Motion at 19.

FN16 Final Order, Section VIII, at
78 (issued 11/4/04).

FN17 See Schedules C and C.1(co1.
E).

FN18 We assume that Shoreham is
refening to the 2002 supplemental
annual report, not its 2003 supple-
ment as the 2003 supplement report
was not a part of the record evidence.
Moreover, the amounts recorded by
Shoreham for billing and collections
and non-regulated services in 2003
differ Hom the amounts mentioned
in Shoreham's motion for reconside-
ration.

EDITOR'S APPENDIX

PUR Citations in Text

U.S.Sup.Ct.] Louisiana Pub. Service Com-
mission v. Federal Communications Com-
mission, 476 U.S. 355, 74 PUR4th 1, 90
L.Ed.2d 369, 106 S.ct. 1890 (1986).
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p-
l 5Ak763 k. Arbitrary, Unreasona-

ble or Capricious Action, Illegality. Most
Cited CasesCourt of Appeals of Indiana,

Third District.

SOUTH HAVEN WATERWORKS, A D1-
VISION OF RELIABLE DEVELOPMENT

CORPORATION, Appellant,

Administrative Law and Procedure 15A
c = 7 9 1

OFFICE OF the UTILITY CONSUMER
COUNSELOR and the Indiana Utility Regu-

latory Commission, Appellees.
No. 93A02-9208-EX-375.

leA Administrative Law and Procedure
15AV Judicial Review of Administrative

Decisions
15AV(E) Particular Questions, Re-

view of

Oct. 4, 1993.

15Ak784 Fact Questions
15Ak791 k. Substantial Evi-

dence. Most Cited Cases

Water utility appealed a decision of the Util-
ity Regulatory Commission on its petition
requesting increase in water service and se-
wage disposal rates for service area. The
Court of Appeals, Hoffman, J., held that: (1)
utility was not entitled to recover through
increased rates individual income tax attri-
butable to shareholders, (2) contributions-in-
aid-of-construction (CIAC) were properly
excluded from utility's rate base, and (3)
evidence support 9.9% rate of return.

Public Utilities 317A e-194

Affirmed.

West Headnotes

_[ll Administrative Law and Procedure
15A <==763

317A Public Utilities
3l7AIII Public Service Commissions or

Boards
317AIII(C) Judicial Review or Inter-

vention
3l7Akl88 Appeal from Orders of

Commission
317Akl94 k. Review and De-

termination in General. Most Cited Cases
Multiple-tier standard of review is applica-
ble to Utility Regulatory Commission's or-
ders, court on review must inquire weedier
specific findings exist as to all factual de-
terminations material to ultimate conclu-
sions, whether substantial evidence within
record as a whole supports findings of fact,
and whether decision, ruling, or  order is
contrary to law.15A Administrative Law and Procedure

l 5Av Judicial Review of Administrative
Decisions

15AV(D) Scope of Review in Gen-
m Public Utilities 317A ev-»123

eras 317A Public Utilities
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317AII Regulation
3 l7Akl 19 Regulation of Charges

3 l7Akl23 k. Reasonableness of
Charges in General. Most Cited Cases
Utility Regulatory Commission's paramount
goal in each rate proceeding is to establish
level of rates and charges sufficient to allow
utility to meet its operating expenses as well
as a return on investment to compensate its
investors.

317AII Regulation
3l7Akl 19 Regulation of Charges

3l7Akl28 k. Operating Expenses.
Most Cited Cases
Adjustment of utility's rate for income tax
expenses is available only when corporate
utility can demonstrate that taxes were ac-
tually paid.

Lil Public Utilities 317A €=»119.1

Ill Public Utilities 317A €r»~128 317A Public Utilities
317AII Regulation

317Ak119 Regulation of Charges
317Ak119.1 k. In General. Most

Cited Cases
Utility Regulatory Commission's rate mak-
ing decisions may not be based upon specu-
lation.

317A Public Utilities
317AII Regulation

3 I7Akl 19 Regulation of Charges
317Ak128 k. Operating Expenses.

Most Cited Cases
Operating costs represent one component in
equation to detennine utility's total revenue
requirement, and taxes paid by utility are
included within its operating costs.

Ill Public Utilities 317A <€==>124

_[§_]. Waters
e-»z03(6)

and Water Courses 405
317A Public Utilities

317AII Regulation
3 l7Akl19 Regulation of Charges

3 l7Akl24 k. Value of Property;
Rate Base. Most Cited Cases
Utility's "rate base" is equal to company's
net investment in physical properties plus
allowance for working capital.

405 Waters and Water Courses
405IX Public Water Supply

405IX(A) Domestic and Municipal
Purposes

405k203 Water Rents and Other
Charges ]§_]. Waters

< :2 0 3 (6 )
and Water Courses 405

405k203(6 ) k .  Establ i shment
and Regulation by Publ ic  Authori ty  in Gen-
eral . Most Ci ted Cases
W a t e r  u t i l i t y  w h i c h  w a s  a Subc hapte r  S
corporation and d id  not  pay  taxes  was not
ent i t l ed  to  an ad ju s tment  to  ope ra t i ng  ex-
penses for a hypothetical t ax .

405 Waters and Water Courses
405IX Public Water Supply

405IX(A) Domestic and Municipal
Purposes

405k203 Water Rents and Other
Charges

81 Public Utilities 317A 1 2 8 405k203(6) k. Establishment
and Regulation by Public Authority in Gen-
eral. Most Cited Cases317A Public Utilities

© 2009 Thomson Reuters/West. No Claim to Orig. US Gov. Works.



621 N.E.2d 653
621 N.E.2d 653
(Cite as: 621N.E.2d 653)

Page 3

Utility Regulatory Commission properly ex-
cluded contributions-in-aid-o f-construction
(CIAC) from water utility's rate base in the
absence of evidence that CIAC was not con-
tributed plant or which portions of plant
were not contributed.

[21 Waters
4:-=203(6)

and Water Courses 405

Appellant South Haven Waterworks [South
Haven] appeals the decision of the Indiana
Utility Regulatory Commission [IURC] on
South Haven's June 1991 petition requesting
an increase in its water service and sewage
disposal rates for its service area within rural
Porter County, Indiana.

405 Waters and Water Courses
405IX Public Water Supply

405IX(A) Domestic and Municipal
Purposes

405k203 Water Rents and Other
Charges

As restated, South Haven raises three issues
on appeal:

(1) whether the IURC erred in determining
that South Haven, organized as an S Corpo-
ration, cannot recover through increased
rates the individual income tax attributable
to the shareholders,

(2) whether the IURC erred in excluding
contributions-in-aid-o f-construction from
South Haven's rate base, and

40)k203(6) k. Establishment
and Regulation by Public Authority in Gen-
eral. Most Cited Cases
Evidence supported 9.9% fair rate of return
for water utility on its property devoted to
utility service, Utility Regulatory Commis-
sion noted that utility presented evidence
that rates of return on low-risk investments
ranged between 5.1% and 8.% but Commis-
sion detennined that utility was not a low-
risk investment, and Commission adjusted
utility's rate of return based in part on evi-
dence that Department of Environmental
Management had mandated improvements
to utility's water and sewer systems.
*654 James L. Weiser, Weiser & Sterba,
Highland, Daniel W. McGill,  Michael G.
Banta, Robert E. Heidorn, Barnes & Thom-
burg, Indianapolis, for appellant.

(3) whether the IURC erred in determining a
fair rate of return on South Haven's property
devoted to providing utility service.

Robert K. Johnson, Acting Consumer Comi-
selor, Randal S. Forbes, Diane M. Moore,
Asst. Consumer Counselors, Office of the
Utility Consumer Counselor, Indianapolis,
for appellees.

[_LI A multiple-tier standard of review is ap-
plicable to the IRC's orders.  A court  on
review must inquire whether specific find-
ings exist as to all factual determinations
material to the ultimate conclusions, wheth-
er substantial evidence within the record as a
whole supports the findings of fact ,  and
whether the decision, ruling, or order is con-
trary to law. Citizens Action Coalition v.
Public Serv. (1993). Ind.App., 612 N.E.2d
199, 201, Sullivan, J., concuning and dis-
senting, Garv-Hobart Water v. Utility Reg.
Com'n (1992). Ind.App., 591 N.E.2d 649,
652.

HOFFMAN, Judge.
South Haven first contends that although it
is organized as a Subchapter S corporation
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for federal income tax purposes and does not
pay or incur income taxes as a taxable enti-
ty, the IURC should have recognized that
the utility's income flows through to the
shareholders and allowed South Haven to
recover the amount of individual income tax
attributable to the shareholders. In its order,
the IURC stated:

652. Operating costs represent one compo-
nent in the equation to determine the utility's
total revenue requirement. See Citizens Ac-
tion, 612 N.E.2d at 201. The taxes paid by a
ut ility are included within its  opera t ing
costs. Thus, without the adjustment for tax-
es, operating expenses will be lower result-
ing in a lower *655 total revenue require-
ment. cf. id.(equation for total revenue re-
quirement)."Petitioner's argument that the utility should,

for ratemaldng purposes, pay taxes, is the
hypothetical approach. The distinguishing
factor [in] the case of Indianapolis Water is
that the corporation incurs stand-alone tax
liability though its taxes are paid through a
consolidated tax return with its parent. Un-
der Petitioner's theory, Indianapolis Water
Company's ratepayers would pay the taxes
incurred by Indianapolis Water Company's
parent's shareholders when they receive their
quarterly dividend payments, of course, this
is not permitted in utility ratemaldng. We
therefore find that since Petitioner will never
pay income taxes, while an S corporation,
its ratepayers should not pay for such taxes
through rates.

The Public notes the tax advantages realized
by the utility's shareholders by choosing S
corporation status, chief among them the
avoidance of double taxation. The utility's
income is not taxed at the corporate level,
instead, any tax liability flows through to the
shareholders.  Accordingly,  South Haven
will never incur a tax liability while it re-
tains S corporation status.

Finally, even if Petitioner's argument for tax
expense were sound, no evidence has been
provided demonstrating that Petit ioner 's
owner pays taxes, or in what amount. The
only evidence offered regarding the taxes
Petitioner's owner pays are testimonial allu-
sions to an effective 31% individual tax
rate."

South Haven contends that it should be al-
lowed an adjustment to its expenses for a tax
liability at the 31% individual tax rate, the
maximum personal income tax rate in effect
at the time of the hearing. South Haven ar-
gues that its S corporation status should be
viewed similarly to a subsidiary of a C cor-
poration. The C corporation as the parent
pays the tax liability incurred by its subsidi-
ary. However, as noted by the IURC, in the
parent/subsidiary situation, the subsidiary
incurs a stand-alone tax which is paid by the
parent. Then shareholders are taxed on any
dividends distributed. Under its current sta-
tus, South Haven is not a taxable entity.

r21131141 The IURC'S paramount goal in
each rate proceeding is to establish a level of
rates and charges sufficient to allow the util-
ity to meet its operating expenses as well as
a return on investment to compensate its in-
vestors. Citizens Action, supra, 612 N.E.2d
at 201; Garv-Hobart, supra, 591 N.E.2d at

[51[61 Moreover, as found by the IURC,
South Haven has presented no evidence that
its shareholders actually paid income taxes
attributable to income from South Haven
during the test year or at any other time. The
adjustment for income tax expenses of a
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corporation is available only when the cor-
poration can demonstrate that taxes were
actually paid. Office of Util., Etc. v. Indiana
Cities (1982)- Ind.App., 440 N.E.2d 14, 15-
Q. To assign a 31% tax liability as an oper-
at ing expense incurred by South Haven
would be speculative, arbitrary, hypothetical
and unsupported by the record. See id. The
IRC's ratemaking decisions may not  be
based upon speculation. Citizens Action, su-
pra, 612 N.E.2d at 201. Further, the IURC
must "make some determination of the ac-
tual tax liability [of the util ity], rather than
use a hypothetical figure." (Emphasis added
i n Indiana Cit ies. )  Indiana Cities, 440
N.E.2d at l5,quoting City of Muncie v. Pub-
lic Serviee Commission (1978), 177
Ind.App. 155. 378 N.E.2d 896~ 898-899.

from states, municipalities, customers, de-
velopers or others as incentives to upgrade
water and sewer systems to accommodate
larger customers without burdening existing
customers for the improvements.

The IURC properly determined that South
Haven is not entitled to an adjustment to op-
erating expenses for a hypothetical tax.

South Haven presented testimony that its
shareholders, as the shareholders of Reliable
Development Corporation, contributed
95% of the CIAC listed on its books. South
Haven asserts that as the owner of the plant
it is entitled to a return on the fair value of
the entire plant including the portion listed
as CIAC. While South Haven owns the
plant, the portions contributed are not in-
vestments for which a return is allowed.
South Haven requests that the IURC ignore
South Haven's own accounting entries which
list the contributed plant as CIAC and in-
stead treat the contributed plant as an in-
vestment.

In its decision, the IURC stated:

"Petitioner makes much of the Public's fail-
ure to produce evidence that the ratepayers
paid for the contributions with the lot pur-
chase price. However, Petitioner*656 pro-
vided no evidence that it purchased the 'con-
tributed' plant upon which it now seeks a
return. For these reasons, we find that CIAC
should not be included in Petitioner's rate
base for purposes of determining a fair re-
turn." (Original emphasis.)

[7118] Next, South Haven contends that the
IURC erred in excluding contributions-im
aid-of-construction [CIAC] from South Ha-
ven's rate base. The "rate base" is equal to
the company's net investment in physical
properties plus an allowance for worldng
capital. Indianapolis Water v. Public Service
Com'n (1985), Ind.App.. 484 N.E.2d 635,
637. The Utility's rate base is then used to
calculate its fair rate of return. Id. By defini-
tion, CIAC are donations provided at no cost
to the utility. SeeIND.CODE §§ 8-1-2-10
and 8-1-2-12 (1988 Ed.) (prescribing the
manner by which utilities' accounts will be
maintained), and 170 lAC 6-2-2, 170 lAC 8-
2-1 (prescribing rules for classification of
accounts for water and sewer utilities and
adopting the National Association of Utility
Regulatory Commissioner's Uniform System
of Accounts). Such donations may stem

The Public contends on appeal that authority
from other jurisdictions has allowed judicial
notice or a presumption that when utilities
share common ownership with land devel-
opment companies it is common practice
and presumed that the costs of the contri-
buted plant were included in the purchase
price of lots and homes. Here, the IURC did
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not take administrative notice of the prac-
tice. Further, other than testimony which
alluded to the practice, the Public did not
present any evidence to that effect. Howev-
er ,  as  noted by the IURC,  South Haven
failed to present any evidence that the CIAC
was not contributed plant or which portions
of the plant were not contributed. The IURC
did not act improperly by refusing to include
CIAC in South Haven's rate base.

We note,  however ,  the Commission may
consider myriad factors when determin-
ing a fair rate of return. What constitutes a
fair rate of return 'is precisely the type [of
determination] committed to die expertise
and informed regulatory judgment of the
Commission. '  This court  will review the
Commission's findings to determine whether
they are sufficient to allow an intelligent re-
view of its fair rate of return determination,
but in no case will this court conduct its own
extensive search of the record to identify
facts relevant to the detennination. If we
conclude the Commission's ultimate find-
ings are supported by basic findings of fact,
we will not disturb its ultimate findings."
(Citations omitted.)

[21 Finally, South Haven argues that the
IURC improperly determined a fair rate of
return at the rate of 9.9% on its property de-
voted to utility service. South Haven agrees
with the IRC's determination that its rates
should be based upon a fair rate of return
rather than original cost calculation. Howev-
er, South Haven contends that because the
fair rate of return applied by the IURC re-
sults in a slightly lower return than the orig-
inal cost method, the 9.9% rate must be in-
correct.  Further, South Haven complains
that the evidence in the record does not ade-
quately support the 9.9% figure.

Garjv-Hobart, supra, 591 N.E.2d at 653.

The IRC's order  reflects several compo-
nents in its determination. The IURC consi-
dered inter alia, South Haven's rate base,
inves tment  r isk and environmenta l im-
provement costs.

The calculation of fair rate of return and this
Court's role when reviewing the calculation
was explained in Garry-Hobart:

The IURC rejected South Haven's recom-
mendation of a fair value rate base because
it included CIAC. However, it did utilize
South Haven's methodology in determining
fair value rate base as 1.2 times South Ha-
ven's original cost rate base depreciated.

The IURC noted that the Public presented
evidence that the rates of return on low-risk
investments ranged between 5. 1% and 8.5%.
The IURC determined that South Haven was
not a low-risk investment.

"In determining what constitutes a 'fair rate
of return,' the Commission generally calcu-
lates a composite 'cost of capital' by adding
together the weighted costs of various com-
ponents of the utility's capital structure, e.g.,
its  long term debt ,  prefer red stock,  and
common stock. The resulting figure, when
expressed as a percentage of the utility's
combined debt and equity accounts, is then
compared to the utility's existing rate of re-
turn. This serves as an initial point of refer-
ence in establishing a 'fair rate of return' for
utility operations.

Additionally, the IURC adjusted South Ha-
ven's rate of return based in part on evidence
that die Indiana Department of Environmen-
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tal Management had mandated improve-
ments to South Haven's water and sewer
systems. The IURC stated that the mandates
should be viewed as necessary in the interest
of the public and "a major factor to be con-
sidered in setting a fair rate of return."

*657 The above factors indicate a consi-
dered determination within the IRC's ex-
pertise. There being sufficient evidence to
support the rate of return fixed by the IURC,
such was not error.

Accordingly, the order of the IURC is af-
firmed.

Afflrmed.

STATON and CHEZEM, JJ., concur.
Ind.App. 3 Dist.,1993.
South Haven Waterworks, a Div. of Reliable
Development Corp. v. Office of Utility Con-
sumer Counselor
621 N.E.2d 653

END OF DOCUMENT
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317A PUBLIC UTILITIES
317AIII Public Service Commissions or

Boards
317AIII(C)Judicial Review or Inter-

vention
317A 188 Appeal from Or-

ders of Commission
3l7A 0-195 k.  Presumptions

in favor of order or findings of commission.
Most Cited Cases

Formerly 3 l7Ak33Ill.App. 1977.
Findings and conclusions of Illinois Com-
merce Commission are held to be prima fa-
cie t rue and will not  be set  aside unless
against manifest weight of the evidence, on
review, courts are limited to determination
whether Commission acted within scope of
its authority, whether it made findings in
support of its decision, whether findings
have substant ia l suppor t  in record,  and
whether constitutional rights have been vi-
olated. S.H.A. ch. Ill 2/3 , § 72.

The Circuit Court,  Fayette County, Ray-
mond O. Hom, J., reversed order of the Illi-
nois Commerce Commission fixing rates for
gas utility, and Commission appealed. The
Appellate Court, George J. Moran, J., held
that Illinois Commerce Commission proper-
ly rejected inclusion of income taxes utility
would have paid had it  not elected to be
taxed through its stockholders in computing
operational expenses for purposes of acting
on proposed tariff increase.

Reversed. [2] PUBLIC UTILITIES 317A e-194

[1] PUBLIC UTILITIES 317A e-194

317A PUBLIC UTILITIES
317AIII Public Service Commissions or

Boards
317AIII(C)Judicia1 Review or Inter-

vention
Appeal from Or-3 1 7 A W 1 8 8

dees of Commission
317A 194 k.  Review and

317A PUBLIC UTILITIES
317AIII Public Service Commissions or

Boards
317AIII(C)Judicial Review or Inter-

vention
317A 18-=l88 Appeal from Or-

ders of Commission
317A 8-194  k.  R eview a nd

determination in general. Most Cited Cases
Formerly 317Ak32
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[2] PUBLIC UTILITIES 317A <>=»19s
Most Cited Cases

Formerly 317Ak33Ill.App. 1977.
Order of Illinois Commerce Commission is
presumed valid and decision of Commission
is entitled to great weight as tribunal ap-
pointed by law and informed by expertise,
such deference is particularly important in
rate-making function where court may not
substitute its judgment for sound judgment
of the Commission, which nevertheless may
not ignore pertinent elements affecting rate
structure.

317A PUBLIC UTILITIES
317AIII Public Service Commissions or

Boards
317AIII(C)Judicial Review or Inter-

vention
317A 188 Appeal from Or-

ders of Commission
317A 195 k. Presumptions

in favor of order or findings of commission.
Most Cited Cases

Formerly 3l7Ak33Ill.App. 1977.
Order of Illinois Commerce Commission is
presumed to be valid and will not be set
aside unless against manifest weight of evi-
dence or clearly contrary to rule of law.

[4] PUBLIC UTILITIES 317A e--129

[3] PUBLIC UTILITIES 317A c=»194

317A PUBLIC UTILITIES
317AII Regulation

317A 119 Regulation of Charges
317A € l29 k. Rate of return.

Most Cited Cases
Formerly 317Ak7. 10Ill.App. 1977 .

Public utility is entitled to fair return on val-
ue of properly used in service to public, in
order to achieve fair rate of return, rates set
by Illinois Commerce Commission must be
sufficient to cover operating expenses, de-
preciation, necessary reserves and to provide
for Commission-determined rate of return.

317A PUBLIC UTILITIES
3l7AIII Public Service Commissions or

Boards
3l7AIII(C)Judicial Review or Inter-

vention
317A 188 Appeal from Or-

ders of Commission
317A I I94 k.  Review and

determination in general. Most Cited Cases
Formerly 3 l 7Ak32

[5] INTERNAL REVENUE 220 ~e=388s

[3] PUBLIC UTILITIES 317A e-195
220 INTERNAL REVENUE

220V Income Taxes
220V(O) Small Business Corpora-

tions ( Subchapter S Corporations)
220 3885 k. In general. Most

317A PUBLIC UTILITIES
317AIII Public Service Commissions or

Boards
317AIII(C)Judicial Review or Inter-

vention
317A 188 Appeal from Or-

ders of Commission
317A €`»==195 k. Presumptions

in favor of order or findings of commission.

Cited Cases
Formerly 220k820Ill.App. 1977.

Subchapter S method of attributing income
directly to stockholders does not convert
corporate entity into a partnership nor does
employment of shareholders by Subchapter
S corporation convert shareholders from
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employees to partners.
(I,R.C.1954) § 1371 et seq.

26 U.S.C.A.

[6] WITNESSES 410 e-298

156111 Equitable Estoppel
l 56III(F) Evidence

156 04118 k. Weight and suffi-
ciency of evidence. Most Cited Cases
Il1.App. 1977.
Party claiming estoppels must prove facts and
circumstances entitling it to estoppels by
clear and unequivocal evidence.

[9] ESTOPPEL 156 6.-54

410 WITNESSES
410111 Examination

410III(D) Privilege of Witness
410 298 k. Privilege as to pro-

duction of documents. Most Cited Cases
Il1.App. 1977.
Officer of Subchapter S corporation may
not invoke Fifth Amendment privilege
against self-incrimination in refusing to pro-
duce corporate records pursuant to Internal
Revenue Service subpoena. 26 U.S.C.A.
(I.R.C.1954) § 1371 et seq., U.S.C.A.Const.
Amend. 5.

156 ESTOPPEL
156111 Equitable Estoppal

I 56III(A) Nature and Essentials in
General

156 54 k. Knowledge of facts.
Most Cited Cases

[9] ESTOPPEL 156 e=»ss
[7] GAS 190 c.==14.4(7)

Q

190 GAS
190

190
Charges

14 Charges
14,4 Reasonableness o f

156 ESTOPPEL
156111 Equitable Estoppel

156III(A) Nature and Essentials in
General

156 0-55 k. Reliance on adverse
party. Most Cited Cases Il1.App. 1977.
Party claiming estoppels must show actual
reliance on representation of other and ina-
bility to determine true facts.

[10] ESTOPPEL 156<>=62.2(2)

156 ESTOPPEL
156111 Equitable Estoppel

156III(A) Nature and Essentials in
General

IE>=>

190 18'-14.4(7) k. Operating ex-
penses in general. Most Cited Cases I1l.App.
1977.
Illinois Commerce Commission, findings of
which were supported by substantial evi-
dence in the record, did not abuse its discre-
tion by rejecting inclusion of income taxes
utility would have paid had it not elected to
be taxed through its stockholders in compu-
ting operational expenses for purposes of
determining whether and to what extent gas
utility was entitled to proposed tariff in-
crease. 26 U.S.C.A. ([.R.C.1954) § 1371 et
Sm, S.H.A. ch. 111 2/3 , § 72.

[8] ESTOPPEL 156 4>==>118

156 ESTOPPEL

156 62 Estoppel Against
Public, Government, or Public Officers

156 62.2 States and
United States

156 8'-=62.2(2) k. Particular
state officers, agencies or proceedings. Most
Cited Cases Il1.App. 1977.
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setting function, acts as protector of public
interest in seeldng to keep rates as low as
possible while insuring utility fair and rea-
sonable rate of return, and thus mere nonper-
fonnance of discretionary duty of Commis-
sion is insufficient as basis for estoppels, par-
ticularly where utility has and will continue
to receive fair and reasonable rate of return.

P.U.R. Headnote and Classification

Where gas utility had received and would
continue to receive fair  rate of return to
which it was statutorily entitled, it had not
shown necessary injury or reliance required
to invoke doctrine of estoppels in connection
with Illinois Commerce Commission's rejec-
tion of inclusion of taxes corporation would
have paid had it not elected Subchapter S
treatment in computing operational expenses
on utility's request for tariff increase. 2§_
U.S.C.A. (I.R.C.1954) § 1 3 7 1  et  s eq .,
S.H.A. ch. 111 2/3 9 §§ 8, 19. APPEAL AND REVIEW

[11] ESTOPPEL 156 0-62.1

156 ESTOPPEL
156111 Equitable Estoppel

156III(A) Nature and Essentials in
General

s15. Generally.
I11.App. 1977
The findings and conclusions of a commis-
sion are held to be prima facie true and will
not be set aside by a reviewing court unless
against the manifest weight of the evidence.

Monarch Gas Co.  v.  Illinois  Commerce
Commission,

P.U.R. Headnote and Classification

156  €= '62 Estoppel Against
Public, Government, or Public Officers

1 5 6  C - 6 2 . 1  k .  I n  gener a l .
Most Cited Cases I1l.App. 1977.
Estoppal against public bodies is not favored
and exceptional circumstances are required
before doctrine will be invoked, more than
mere nonfiction on part of public officials
involved is required.

APPEAL AND REVIEW

[12] ESTOPPEL 156 w62.2(2)

156 ESTOPPEL
156111 Equitable Estoppal

156III(A) Nature and Essentials in
General

s32. Generally.
Ill.App. 1977
A reviewing court's review of a commission
order is limited to a determination of (1)
whether the commission acted within the
scope of its authority, (2) whether it made
findings  in suppor t  of  i t s  decis ion,  (3)
weedier the findings had substantial support
in the record, and (4) whether constitutional
rights have been violated.

156 18962 Estoppel Against
Public, Government, or Public Officers

156 62.2 States and
United States Monarch Gas Co.  v.  Illinois  Commerce

Commission,156 IF>-62.2(2) k. Particular
state officers, agencies or proceedings. Most
Cited Cases Ill.App. 1977.
Illinois Commerce Commission, in its rate-

P.U.R. Headnote and Classification
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APPEAL AND REVIEW court of Fayette County reversing an order
of the Illinois Commerce Commission fixing
rates for the Monarch Gas Company.s32. Generally.

Ill.App. 1977
An order of the commission is presumed to
be valid, and will not be set aside by a re-
viewing court unless it is against the manif-
est weight of the evidence or clearly con-
trary to a rule of law.

Monarch Gas Co.  v.  I llinois  Commerce
Commission,

P.U.R. Headnote and Classification

RETURN

On November  21 ,  1974 ,  Mona r ch Ga s
Company filed proposed tariff revisions for
its general service area which would i11-
crease revenue by approximately $58,000
per year. Pursuant to statutory authority, the
Illinois Commerce Commission suspended
the increase until April 20, 1975, and later
extended the suspension until September 25,
1975. On September 25, 1975, the Commis-
sion entered its order granting a portion of
the proposed tariff increase. The increase
raised the rate of return on Monarch's origi-
nal investment minus depreciation to 8.75%.

sly. Generally.
Ill.App. 1977
A public utility is entitled to a fair return on
the value of its property used in service to
the public, and in order to achieve the fair
rate of return, the rate set by the commission
must be sufficient to cover operating ex-
penses, depreciation, necessary reserves, and
provide for the commission determined rate
of return.

Monarch Gas Co.  v.  I llinois  Commerce
Commission,

The Commission found that in 1970 Mo-
narch had elected, pursuant to Subchapter S
of the Internal Revenue Code (26 U.S.C. s
1371 et seq.), to be taxed through its stock-
holders on the taxable income of the corpo-
ration, in lieu of paying the corporate tax.
As Monarch itself paid no income tax, the
Commission rejected the inclusion of the
amount the corporation would have paid in
computing the operational expenses. Pur-
suant to section 68 of the Public Utilities Act
(Ill.Rev.Stat.l975, ch. 1112/3, par. 72), this
portion of the Commission's order was ap-
pealed to the circuit court. The Commission
now appeals from the reversal of its order by
the Circuit Court.

William J. Scott, Atty. Gen. of the State of
Illinois, Chicago, Hercules F. Bolos, Sp-
Asst. Atty. Gen., Rodney C. Howard, Mary
C. Ubatuba, Asst. At'tys. Gen., for defen-
dant-appellant.

Frank M. Pfeifer, Springfield, for plaintiff-
appellee.

GEORGE J. MORAN, Justice:

In this appeal the Commission notes that
judicial review of its orders is limited by sta-
tute, and contends that the evidence fully
supports its order. Monarch contends that
the rejection of income tax expenditures fru-
strates the purpose of the tax code and is
thereby unlawful. Monarch also urges that
the failure to include income tax expendi-This is an appeal from an order of the circuit
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tores as an operating expense lowers the rate
of return to 6.l9%, below the 8.75% Rate
the Commission allowed. Finally, Monarch
argues that the Commission is stopped
from rejecting its claimed expense by its
failure to object to the income tax expenses
in the annual report by Monarch to the
Commission following its Subchapter S
election in 1970.

Commerce Commission, 387 Ill. 256, 275,
56 N.E.2d 432, 440;I1linois Bell Telephone
Co. v. Illinois Commerce Commission, 414
111. 275, 288, 111 N.E.2d 329, 336.IAn order
of the Commission is presumed valid and
the decision of the Commission is entitled to
great weight as a tribunal appointed by law
and informed by experience. (Iowa-Illinois
Gas & Electric Co. v. Illinois Commerce
Commission, 19 Ill.2d 436, 442, 167 N.E.2d
414, 417;Village of Apple River v. Illinois
Commerce Commission, 18 Ill.2d 518- 523,
165 N.E.2d 329. 332.)This deference to the
Commission is particularly important in the
rate-maldng function where the court may
not substitute its judgment for the sound
judgment of the Commission. (Illinois Bell
Telephone Co. v. Illinois Commerce Com-
mission, 55 Ill.2d 461, 470, 303 N.E.2d 364.
369,Iowa-Illinois Gas & Electric Co. v. Illi-
nois Commerce Commission, 19 Ill.2d 436,
442, 167 N.E.2d 414, 417.)Nevertheless, the
Commission may not ignore pertinent ele-
ments affecting the rate structure. (Illinois
Bell Telephone Co. v. Illinois Commerce
Commission, 414 Ill. 275, 286, Ill N.E.2d
329, 335,Illinois Bell Telephone Co. v. Illi-
nois Commerce Commission, 55 Ill.2d 461,
470, 303 N.E.2d 364, 369.lwith these prin-
ciples in mind, we turn to the consideration
of the particular issues raised.

[l][2] The authority to review and the scope
of review of Illinois Commerce Commission
orders derives from section 68 of the Public
Utilities Act (I11.Rev.Stat. ch. 1112/3, par.
72).  The findings and conclusions of the
Commission are held to be prima facie true
and will not be set aside unless against the
manifest weight of the evidence. In review,
the courts are limited to a determination of
(1) whether the Commission acted within
the scope of its authority,  (2) whether it
made findings in support of its decision, (3)
whether the findings have substantial sup-
port in the record, and (4) whether constitu-
tional r ights have been violated.  (Illinois
Bell Telephone Co. v. Illinois Commerce
Commission, 55 Ill.2d 461, 469, 303 N.E.2d
364, 369;Sunset Trails Water Co. v. Illinois
Commerce Commission, 7 Ill.App.3d 449,
456, 287 N.E.2d 736, 740.)An order of the
Commission is presumed to be valid, and
will not be set aside unless it is against the
manifest weight of the evidence or clearly
contrary to a rule of law.Vi1lage of Mav-
wood v. Illinois Commerce Commission, 23
Ill.2d 447, 453, 178 N.E.2d 345, 348;Illinois
Central Railroad Co. v. Illinois Commerce
Commission, 387 Ill. 256, 275, 56 N.E.2d
432, 441.

[3] The determination of rates is historically
a  legis la t ive,  not  a  judic ia l , function.
(Illinois Central Railroad Co. Illinoisv.

[4] A public utility is entitled to a fair return
on the value of die property used in service
to the public. In order to achieve the fair rate
of return, the rates set by the Commission
must be sufficient to cover operating ex-
penses, depreciation, necessary reserves and
provide for the Commission determined rate
of return. (Illinois Bell Telephone Co. v. Il-
linois Commerce Commission, 414 Ill. 275,
286, ill N.E.2d 329, 335,Illinois Bell Tele-
phone Co. v. Illinois Commerce Commis-
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Zion, 55 I11.2d 461, 470, 303 N.E.2d 364,
369.)While income taxes are normally in-
cluded in operating expenses, the Commis-
sion here determined that no income taxes
were actually paid by the corporation. Mo-
narch does not challenge this finding, but
contends as a matter of law it is entitled to
compensation for the amount the corpora-
tion would have paid had it not elected un-
der Subchapter S of the Internal Revenue
Code (26 U.S.C. s 1371 et seq.) to be taxed
at the shareholder level.

ship of the Internal Revenue Code and the
rate regulation of public utilities only infre-
quently. In City of  Alton v.  Commerce
Commission, 19 Ill.2d 76, 165 N.E.2d 513,
the public utility opted for the accelerated
depreciation as provided for by section 167
of the Internal Revenue Code rather than
straight line depreciation. The Commission
allowed the utility to subtract from gross
income the amount of taxes the utility ac-
tually paid plus the increment that would
have been paid had the utility not elected to
depreciate under the accelerated method. In
rejecting the contention that the Internal
Revenue Code required this result, the court
noted:
"We must remember, furthermore, that we
are not here dealing with the tax treatment of
utilities but with the pricing of their product,
that is, with the rate charged for their servic-
es. Congress has provided that all corpora-
tions may reduce their taxes by accelerated
depreciation. It has not required the money
thus retained to be used for expansion."Citv
of Alton v.  Commerce Commission,  19
Ill.2d 76, 89, 165 N.E.2d 513, 521.

[5][6] Monarch contends that the purpose of
Subchapter S would be frustrated if income
taxes were not included in operating ex-
penses. We do not agree. It is true, as Mo-
narch contends, that the Subchapter S me-
thod of attributing income directly to stock-
holders does not convert the corporate entity
into a partnership. (United States v. Silver-
man. 359 F.Supp. 1113 (N.D.I11.1973).)
Thus an officer of the Subchapter S corpo-
ration may not invoke the fifth amendment
privilege against self-incrimination in refus-
ing to produce corporate records pursuant to
an Internal Revenue Service subpoena.
(United States v. Richardson, 469 F.2d 349
(10th Cir. 1972), United States v. Silverman,
359 F.Supp. 1113 (N.D.Ill.l973l.) Nor does
the employment of shareholders by the Sub-
chapter S corporation convert the share-
holders from employees to partners.
(Wilhelm v. United States. 257 F.Supp. 16
(D.Wvo.l966).) But this is not dispositive of
the issue here. Monarch fails to cite, and our
research does not disclose, any intent on the
part of the Congress to require the inclusion
of income taxes that would have been paid
in the operating cost of a public utility sub-
ject to state regulation.

In reversing the Commission order, the court
noted that while the continuous deferral of
taxes due is within the discret ion of the
Commission, the benefit of the election of
the accelerated depreciation must go to the
ratepayers, and not to the utility sharehold-
ers.

Illinois courts have dealt with the relation-

In Federal Power Commission v. United Gas
Pipe Line Co., 386 U.S. 237, 87 S.ct. 1003,
1009,  18 L.Ed.2d 18 (1967),  the ut ility
claimed it was entitled to include the amount
of income tax it would have paid had it not
elected, under the Internal Revenue Code, to
file a consolidated return as a member of an
affiliated group. Because of the losses of
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some of the members, the utility paid taxes
in an amount lower than it would have paid
had it not opted to file the consolidated re-
turn. In dealing with the contention that the
Internal Revenue Code required the inclu-
sion of the full tax bill as a part of the cost of
service, the court stated:
"There is no frustration of the tax laws inhe-
rent in the Commission's action. The affi-
liated group may continue to tile consolidat-
ed returns and through this mechanism set
off system losses against system income,
including United's fair return income. The
tax law permits this, but it does not seek to
control the amount of income which any af-
filiate will have. Nor does it attempt to set
United's rates. This is the inunction of the
Commission, a function performed here by
rejecting that part of the claimed tax expense
which was no expense at all, by reducing the
cost of service and therefore rates, and by
allowing United only a fair return on its in-
vestment."Federa1 Power  Commission v.
United Gas Pipe Line Co., 386 U.S. 237,
246_47. 87 S.ct. 1003, 1009, 18 L.Ed.2d 18.

ejected the cla imed expense,  Monarch's
second contention must also fail. The Com-
mission granted an 8.75% Rate of return.
Monarch does not question the reasonable-
ness of this rate, but instead alleges that its
effective rate of return was only 6.19% Due
to the Colnmission's failure to include in-
come tax expenses in the operat ing ex-
penses.  As the income tax expense was
properly rejected, the contention is without
merit.

[7] We find the rationale of these cases to be
persuasive. Subchapter S permits a corpo-
ration to elect to "pass-through" its income
and thereby avoid a double tax on the in-
come. It does not purport to control the de-
termination of the operating expenses and
rates of public utilit ies.  This function is
properly vested in the Illinois Commerce
Commission. The Commission exercised its
discretion by rejecting a claimed expense
that was not in fact paid by the company. Its
findings were supported by substantial evi-
dence in the record and were not against the
manifest weight of the evidence. No error of
law or abuse of discretion was committed.

Nor is Monarch's claim of estoppels merito-
rious. In 1970, Monarch elected to file
as  a Subchapter S corporation and has
continued to do so. In its annual reports to
the Commission, Monarch has included in-
come taxes as an element of its expenses.
No objection by the Commission was con-
veyed to Monarch.  Monarch's  ta r iff  re-
mained constant during the period as no in-
creases were sought. Monarch relies on sec-
tion 8 (providing for the general supervision
of utilities by the Commission) and section
19 (providing for the correction of erroneous
or defective reports) of the Public Utilities
Act (Ill.Rev.Stat.l975, ch. 1112/3, pars. 8
and 19) for its claim of estoppels.

As we find the Commission properly re-

[8][9] The party claiming estoppal must
prove the facts and circumstances entitling it
to estoppels by clear and unequivocal evi-
dence.(Spence v. Washington National In-
surance Co., 320 Ill.App. 149~ 50 N.E.2d
l28.)The claiming party must show actual
reliance on the representation of the other
and an inability to determine the true facts.
(Levin v.  Civil Service Commission,  52
Ill.2d 516, 288 N.E.2d 97.)
"Estoppal is based on the principle dirt the
party stopped has by word or conduct, af-
firmatively or negatively, intentionally or
through culpable negligence, induced anoth-
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et to believe and act on such words and con-
duct, and as a consequence would suffer in-
jury if contrary assertions or denials were
a11owed."Jennings v. Bituminous Casualtv
Corp., 47 I1l.App.2d 243. 249-50, 197
N.E.2d 513, 517.

Zion, 18 I11.2d 518, 523, 165 N.E.2d 329,
332.)Mere non-performance of a discretio-
nary duty of die Commission is clearly in-
sufficient as a basis for estoppal, particularly
where the utility has and will continue to
receive a fair and reasonable rate of return.

[10] In this case, Monarch has received, and
will continue to receive, the fair rate of re-
turn to which it is statutorily entitled. It has
not shown the necessary injury or reliance
required to invoke the doctrine of estoppels.

For the foregoing reasons the order of the
circuit court of Fayette County is reversed
and the order of the Illinois Commerce
Commission is affirmed.

Reversed.

CARTER, P. J., and JONES, J., concur.
[11] In addition, another principle militates
against Monarch's claim of estoppal. Estop-
pel against public bodies is not favored, and
exceptional circumstances are required be-
fore the doctrine will be invoked. (People ex
rel. Brown v. State Troopers Lodge No. 41,
7 Ill.App.3d 98, 286 N.E.2d 524.)More than
mere non-action on the part of the public
officials involved is required. (People v.
Thomas, 361 111. 448, 198 N.E. 363.)
"It is said that since the State cannot be sued
widiout its consent,  an inevitable conse-
quence is that it cannot be bound by estop-
pel. More importantly, perhaps, is the possi-
bility that application of caches or estoppels
doctrines may impair the functioning of the
State in die discharge of its  government
functions, and that valuable public interests
may be jeopardized or  lost  by the negli-
gence, mistakes or inattention of public offi-
cials."Hickey v. Illinois Central R. R. Co.,
35 Ill.2d 427, 447-48. 220 N.E.2d 415, 425-
426.

END OF DOCUMENT

The Illinois Commerce Commission, in its
rate setting fLulction, acts as a protector of
the public interest in seeking to keep rates as
low as possible while insuring the utility a
fair and reasonable rate of return. (Village of
Apple River v. Illinois Commerce Commis-
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Re Concord Steam Corporation
Interveners: New Hampshire Hospital and Con-

cord Hospital
DR 85-304, Third Supplemental Order No.

18,484

l l

New Hampshire Public Utilities Commission
November 18, 1986

so - Estimates for the future - Weather normali-
zation.
NH.P.U.C. 1986
In determining a steam company's revenue re-
quirement, the company's test-year sales were
normalized to account for the warmer than nor-
mal winter last experienced, but the revenue re-
quirement and weather adjustment were based
only on the company's eight-month winter heat-
ing season operations, not its entire test-year
experience. p. 679.PETITION by a company seeldng increased

rates for its provision of steam heating service,
granted as modified. Re Concord Steam Corporation

P.U.R. Headnote and Classification P.U.R. Headnote and Classification

1 ,
Valuation

3 .
Expenses

s246 - Properly included or excluded - Leased
property - Terms of lease as a factor.
NH.P.U.C. 1986
Where a utility selling steam energy had entered
into a multiyear lease for a diesel generator,
with the terms of the lease stating that title to the
equipment would pass to the steam company
upon the expiration of the lease, the commission
treated the lease as a form of long-tenn debt fi-
nancing, thus making it appropriate to capitalize
the lease payments and include the generator in
rate base rather than treat the annual lease pay-
ments as expenses. p. 674.

sol - Officer life insurance - Requirement for
financing - Effect on the provision of service.
NH.P.U.C. 1986
Because commission approval of a utility's fi-
nancing does not mean that all related costs of
the financing will be approved automatically for
rate-maldng purposes, a steam company's costs
in securing life insurance for its officers were
disallowed where, although the insurance was
required before the company could obtain fi-
nancing, the insurance was shown to be for the
benefit of stockholders, not ratepayers, and was
shown not to be absolutely necessary to the pro-
vision of service. p. 68 l.

Re Concord Steam Corporation
Re Concord Steam Corporation

P.U.R. Headnote and Classification
P.U.R. Headnote and Classification

2.
Revenues 4.

Expenses
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revenue was taxed through its shareholders, die
company was denied a federal income tax ex-
pense adjustment upon its declaration to give up
its subchapter S status, with the commission
saying that no income tax expense adjustment
would be appropriate until termination of its S
status was complete. p. 684.

Re Concord Steam Corporation

sl19.1 - Research - Required air quality study -
Nonrecurdng nature of item as a factor.
NH.P.U.C. 1986
Although nonrecum'ng expenses are usually not
includable in a utility's cost of service, a steam
company was allowed to amortize its costs in
investigating its emissions and air quality where
the study had been mandated, but the utility was
not allowed to directly reflect the expenses in its
cost of service. p. 682. P.U.R. Headnote and Classification

Re Concord Steam Corporation 7.
Expenses

P.U.R. Headnote and Classification

5 .
Expenses

s89 - Rate case expense - Reasonableness - Me-
thods of recovery.
NH.P.U.C. 1986
A utility's rate case expenses are legitimate, re-
coverable expenses if they are reasonable and
within the average parameters of cases before
the commission, but a utility may be ordered to
recover its rate case expenses through use of a
surcharge mechanism rather than through
straight amortization. p. 683.

Re Concord Steam Corporation

s86 - Payments to affiliates - Supply costs
Supply price versus royalties.
NH.P.U.C. 1986
A steam company's expenses were reduced to
reflect an unreasonable and unapproved transac-
tion the company had entered into which had
required the company to pay a normal supply
price to its wood supplier while also paying
royalties to a subsidiary of the supplier, with the
steam company's president having an interest in
the subsidiaries and profiting Hom the transac-
tion, the result of the arrangement was that the
company had essentially been paying twice for
the same supply of wood and that the company
had not been insulated from the risks of the ven-
ture if anything went wrong in the supply flow.
p. 685.

P.U.R. Headnote and Classification
Re Concord Steam Corporation

6.
Expenses P.U.R. Headnote and Classification

8.
Expenses

st 14 - Federal income taxes - Responsibility for
taxes - Subchapter S status.
NH.P.U.C. 1986
W here a steam company had elected to be
treated as a ' subchapter S' company, *668
thus paying no federal income taxes because its

s19 - Late payment charges - Unpaid fuel bills
Ratepayer versus shareholder responsibility.
NH.P.U.C. 1986
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alternate fuels and other sources of heating ser-
vice, and thus its overall operations and risks are
more appropriately associated with gas than
with water utilities. p. 694.

Ratepayers should not have to bear Me burden
of late payment charges imposed on a utility by
virtue of its failure to timely pay its own fuel
supply bills, as such failure reflects inefficiency
and economic waste which should not be
charged to ratepayers but borne by shareholders
instead. p. 689.

Re Concord Steam Corporation

Re Concord Steam Corporation

P.U.R. Headnote and Classification

9.
Expenses

APPEARANCES: Orr and Reno by Charles F.
Leahy, Esquire and David Marshall, Esquire on
behalf of Concord Steam Corporation, New
Hampshire Attorney General by Peter C. Scott,
Esquire, Assistant Attorney General, on behalf
of New Hampshire Hospital, Wadleigh, Starr,
Peters, Dunn and Chiesa by Theodore Wad-
leigh, Esquire on behalf of Concord Hospital,
Daniel Landing, Assistant Finance Director,
Robert Lessels, Water Engineer and James Le-
nihan, Rate Analyst, on behalf of the Commis-
sion Staff

By the COMMISSION:

REPORT

s70 - Maintenance costs - Replaceable equip-
ment - Capitalizing versus expensing.
NH.P.U.C. 1986
Although it had been recommended that a steam
company replace certain of its older equipment
rather than invest in repair work, the mainten-
ance costs incurred by the company in malting
repairs were not totally disallowed, but were
ordered to be capitalized rather than expensed.
p. 690. 1. PROCEDURAL HISTORY

Re Concord Steam Corporation

P.U.R. Headnote and Classification

10.
Return

This docket emanates from the Commission's
decision in Concord Steam Corporation's
(Company) last rate case (DR 82-239). In Re-
port and Order No. 16,408 issued on May 5,
1983, 68 NH PUC 334 (1983), die Commission
accepted a settlement agreement (Agreement) of
the parties which recommended a rate design
consisting of a base rate of $8.20 per M pounds
of steam and an energy cost adjustment *669
(ECA). FN1 Paragraph 3(d) of the Agreement
prov ides that i f  the Company's future steam
sales exceed or fall short of 491 ,000,000 pounds
by 10,000,000 pounds or more, any party to the
Agreement or the Commission may, upon mo-
tion, request that the base rate and ECA be re-
opened. In addition, paragraph 3(d) also states
as follows:

s96 - Steam heating company - Comparative
factors - Gas versus water utilities.
NH.P.U.C. 1986
In setting a reasonable rate of return on common
equity for a steam company, the commission
used the discounted cash flow method and gas
rather than water utilities as the standard for in-
dustry comparisons, because although a steam
company certainly uses water to generate its
steam, it also produces heat and competes with
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That a re-opening of that component of the Me-
ter Rate which includes all charges to CSC other
than energy costs will reconsider only those
elements of income and expense which have
been subject to material changes from the pro-
jections contained in Exhibit A and Schedules 7
and 8 attached hereto and incorporated herein
by reference.

At the September 24 procedural hearing, the
Company moved to have the Commission con-
sider the temporary rate petition. The Commis-
sion's hearing examiner denied the motion be-
cause that issue had not been included in the
Order of Notice scheduling the hearing. By Or-
der of Notice of even date, the Commission
scheduled a hearing on temporary rates for Oc-
tober 2, 1985.

On May 10, 1985, the Company filed a Motion
To Reopen (Motion) in which it represented that
its annual steam sales had fallen by over
100,000,000 pounds annually and that it had
experienced a material change in those income
and expense items referred to in paragraph 3(d).
The Company requested that the Commission
adjust its meter rate pursuant to paragraph 3(d)
by increasing it by $.85 (or 10.4%) from $8.20
to $9.05. The calculation of the increase and
supporting documentation were set forth in the
written testimony of Roger Bloomfield, the
Company's president, which, along with revised
tariff pages reflecting the increase, were submit-
ted with the Motion. Fn2The tariff pages entitled
'6th Revised Page No. 11, superceding 5th Re-
vised Page No. ll', bore an issued date of May
10, 1985 and an effective date of July l, 1985.

The October 2, 1985 hearing was held as sche-
duled. Offering testimony in support of the peti-
tion were Mr. Bloomfield and Richard LeClair,
CPA, of Nathan Wechsler and Company. Also
on October 2, the Commission issued Report
and Order No. 17,884 (70 NH PUC 835) M
which it accepted the procedural schedule pro-
posed by pa;rties*670 at the September 24 hear-
ing. The schedule provided for a hearing on the
merits on November 14, 1985. On October 9,
1985, the Commission issued Report and Sup-
plemental Order No. 17.893 (70 NH PUC 840)
fixing temporary rates at the $9.05 level re-
quested, but established October 1, 1985 as the
effective date instead of July 1, 1985. FN3

On October 31, 1985, the Company filed a 're-
vised' 6th Revised Page No. 11 and a Report of
Proposed Rate Adjustment reflecting a base rate
of $10.00 per M pounds of steam and proposed
that they be substituted for the 6th Revised Page
No. 11 and the Report of Proposed Rate Ad-
justments tiled on May 5, 1986. The Company
also filed written direct testimony of Mr.
Bloomfield in support of the $10.00 rate.

On May 27, 1985, the Commission issued Order
No. 17,617 (70 NH PUC 403) suspending the
proposed tariff pages pursuant to RSA 378:6 to
allow for an investigation. Thereafter, the
Commission issued an Order of Notice on Sep-
tember 4, 1985 reopening docket number DR
82-239 but assigning it a new docket number,
DR 85304, and scheduling a prehearing confe-
rence for September 24, 1985. Prior to the hear-
ing, the Company filed a petition requesting that
the Commission set temporary rates pursuant to
RSA 378:27 at $9.05 per M pounds of steam,
the level requested by the May 10, 1985 filing,
to take effect as of July 10, 1986.

In response thereto, on November 7, 1985, the
Staff filed a Motion To Continue the November
14 hearing to allow sufficient time to evaluate
the amended tariff filing. In addition, by letter of
even date, New Hampshire Hospital (NHH)
filed an Objection to the amended filing and a
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Motion To Extend Procedural Schedule. By let-
ter dated November 8, 1985, the Company ob-
jected to any postponement of the November 14
hearing.  By letter  of the Executive Director
da ted November  7 ,  1985,  the Commiss ion
granted Staffs motion to continue and stated
that the hearing would be rescheduled on mo-
tion of the parties.

beyond die scope of the step-adjustment pro-
ceedings. The Commission found dirt the in-
crease requested*671 in the October 31 filing
could only be considered in the context of a full
rate case. Accordingly, the Commission directed
the Company to make a new rate filing in ac-
cordance with the Commission's tariff filing re-
quirements set forth in (N.H. Admin. Rules No.
PUC Chapter 1600). The Commission also indi-
cated it would give due consideration to a re-
quest from die Company to waive certain of the
filing requirements.

On November 13, 1986, the Company filed a
Motion to reschedule the November 14 hearing
to December 5. NHH's Objection thereto, filed
on November 18, 1985, stated that its counsel
would be unavailable on that date.  By letter
dated December 2, 1985, the Commission sche-
duled a hearing on December 10, 1985 on the
Company's Motion and notified the parties that
they should 'be prepared to address the ques-
tions as to whether Concord Steam Corpora-
tion's [October 31, 1985] request exceeds the
scope of the contemplated step increase and
whether the Commission should entertain a new
rate case to address the issues in this docket' .

On December 17, 1985, the Company filed a
Notice of Intent to File Rate Schedules and a
Request For Waiver of Certain Tariff Filing Re-
quirements (Request). In the Request, the Com-
pany requested that the Commission allow the
tariff page filed on October 31, 1985 ($10 per M
pounds of steam) to become effective on Janu-
ary 1, 1986. In addition it requested that the
Commission:

1. waive the 30-day delay between tiling the
Notice of Intent and the filing of proposed new
rate schedules (PUC Rule 1603.01);

On December 9, 1985, one day before the hear-
ing, the Company filed 7th Revised Page No.
11. The tariff page was identical to the 6th Re-
vised Page No. 11 included in the October 31
filing except that the identifying caption was
changed from 6th to 7th. In the transmittal letter
accompanying the tar iff page the Company
stated that the change was made on the advice
of die Commission Staff and that 7th Revised
Page No. 11 was intended to supercede and re-
place the 6th Revised Page No. ll. On Decem-
ber 18, 1985, the Commission issued Order No.
18, 008 (70 NH PUC 1068) rejecting the 6th
Revised Page No. 11 filed on October 31, 1985
and suspending 7th Revised Page No. 11 pend-
ing investigation thereon. FN4

2. waive any requirement that CSC refile a pro-
posed new tariff page or report of proposed rate
changes which would duplicate those already
filed with the Commission on October 31, 1985,
the effect ive da te of which was never  sus-
pended.

At the December 10 hearing, the Commission
determined tha t  the October  31 f iling was

3. waive any and all other rules which would
have the effect of preventing CSC's temporary
rate of $9.05 per M pounds of steam from not
being effective from October 1, 1985 and CSC's
proposed rate change to $10.00 per M pounds
from becoming effective on a pennanent, or in
the alternative, on a temporary basis, January l,
1985.
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The Company's rationale for requesting such a
comprehensive waiver was that all interested
parties had received adequate notice by virtue of
their involvement in the proceedings thus far.
Thereafter, on December 26, 1985, the Compa-
ny filed a Motion For Modification and Other
Relief (Motion) in which it requested, inter alia,
the following:

Offering testimony and exhibits on behalf of the
Company were Roger Bloomfield, the Compa-
ny's president and William D. Biser, CPA, Na-
than Wechsler & Company. Daniel D. Landing,
Assistant Finance Director, and Mark Collin,
Economis t  I I ,  t es t if ied on beha lf  of  S ta ff
Fn°Briefs were submitted by die Company and
NHH.

11. RATE BASE1. that Order No. 18,008 be withdrawn or mod-
ified and clarified in a manner consistent with
the foregoing motion, A. Position of the Parties

2. that a temporary rate of $10.00 per M pounds
of steam sold be fixed and determined effective
January 1, 1986, and

3. that a procedural hearing be held as soon as
practicable to establish a schedule for fixing and
determining a permanent rate in the within pro-
ceeding. FNS

The Company's proposed rate of $10.00 per M
pounds is based on a rate base of $4,208,808
This rate base was computed using an average
of five quarterly balances of plant in service,
accumulated depreciation, contributions in aid
of construction and materials and supplies. The
working capital was calculated utilizing the bal-
ance sheet approach based on live quarterly bal-
ances.

In response to the Notice, Request and Motion,
the Commission issued an Order of Notice on
January 6, 1986, *672 scheduling a hearing on
January 23, 1986 for the purpose of determining
whether to grant the requested temporary rates
effective January 1, 1986, or thereafter, and to
determine a procedural schedule for adjudicat-
ing the remaining issues in this docket. The Jan-
uary 23, 1986 hearing was held as scheduled
and was concluded on January 24, 1986.

During the hearings, the Company revised its
filing and updated its test year to December 31,
1985, as recommended by Staff. The revised
rate base, $3,883,309 (Exhibit 7), was also cal-
culated by using an average of five quarterly
balances for the various components. The orlly
difference between the original and revised fil-
Mg was the calculation of working capital. In
calculating the cash worldng capital component,
the Company abandoned the balance sheet ap-
proach in favor of the formula utilized by the
Federal Energy Regulatory Commission
(FERC) which Staff recommended. The FERC
approach computes the cash working capital
component by taldng forty-five days (12.5%) of
all operation and maintenance expenses.

On January 29, 1986, the Commission issued
Report and Second Supplemental Order No.
18,095 (71 NH PUC 104) in which it set tempo-
rary rates at $9.38 per M pounds of steam for all
service rendered on or after January 1, 1986. In
addition, it established a procedural schedule
requiring the Company to file tariff filing data
by February 14, 1986, hearings on June 3 and 4,
1986 and appropriate discovery between those
dates. Hearings were held on June 3, 4 and 16.

In its Brief, the Company stated it would accept
Staffs Prepayment Calculation. Thus, the Com-
pany's proposed rate base is as follows:
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Plant in Service

Less: Acc um. Dept.

Net Utility Plant

$4,284,357.40

586,609.20

3,697,748.20

Less: Def. Fed. Income Taxes

Def. State Taxes

Contributed Capital

163,106.00

33,601.00

62,921 .00

3,438,120.20

Add: Worldng Capital:

Cash Worldng Capital
Prepayments
M & S Inventory
RATE BASE

312,555.00

35,597.00

93,353.80

3,879,621.00

working capital using the FERC formula.

*673 During die hearings Staff submitted a re-
vised calculation of $3,774,755.80 which re-
sulted from a reduction in the operation and
maintenance costs used to derive cash worldng
capital. Staffs calculation is as follows:

Staffs initial rate base calculation,
$3,784,942.68 (Exhibit 4), was also calculated
utilizing five quarterly balances of the various
components to obtain an average test year end-
ing December 31, 1985. Additionally, Staff re-
duced rate base by the December 31, 1984 year
end balance of deferred federal income taxes
and deferred state taxes. Staff calculated cash
Plant in Service
Less: Acc um. Dear.

4,184,357.40

575,085.20

Net Utility Plant 3,609,272.20

Working Capital:

(62,921.00)
(163,106.00)

(33,601.00)

Contributed Capital

Defy Federal Income Tax

Defy State Tax

Cash Worldng Capital

[45 Days O&M Expense]

Materials & Supplies

Prepayments

296,161.00

93,353.80

35,596.80
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Total Working Capital 165,483.60

RATE BASE 3,774,755.80

Sta f f  and  the  Company  d i f f e r  w i th  r e spe c t  to
two items: the appropriate level  of cash working
capi tal  and the  proper treatment of  the  Compa-
ny's lease of a diesel f ired generator.

Commission or i ts Staff .  According to the Com-
pany, the capital ized lease  is functional ly  a pur-
chase  wi th a  f i ve -year  te rm f inanc ing .  Moreo-
ver ,  the  Company points out that capi ta l izat ion
is permitted by General ly  Accepted Accounting
Pr inc ip l e s  (GAAP)  whe re ,  a s  i n  th i s  i ns tance ,
d i e  l e a se  su bs tant i a l l y  t r ans f e r s  the  r i sk s  and
benefits of ownership of the property.

I n  1 9 8 1 ,  t h e  C o m p a n y  e n t e r e d  i n t o  a  l e a s e
agreement wi th E.F .  Hutton whereby  the  Com-
pany rece ived the  r ight to use  a diese l  f i red ge-
nerator to he lp meet demand during emergency
si tuations. The lease  provides that at the end of
i ts te rn (5  years) t i t l e  in die  generator wi l l  pass
to the Company. Given the automatic transfer of
ti tle , die  company 'capital ized' the lease prior to
its last rate case and the balance was included in
the  r a te  base  approve d  by  d i e  Commi ss i on i n
Report and Order No. 16 ,408 i ssued on May 5 ,
1983 .  68  NH PUC 334 (1983) .  Consi stent wi th
d i r t  dec i s ion,  the  Company  inc luded the  l e ase
($l00,000) in i ts plant in service in this proceed-
ing .  In addi t ion,  i t  inc luded corresponding de -
pre c i a t i on of  $11 ,524 .00  i n  the  c a l cu l a t i on of
the depreciation reserve f igure.

Staff disputes the Company's contention that the
l e a se  i s  e s se nt i a l l y  a  f i nanc ing  me c han i sm.  I t
c i te s  the  Company 's  handwr i t ten s ta tement  on
Exhibit 10, an excerpt from the Company's 1982
annual  report, in which the Company states that
' [ a ]u thor i z a t i on  f or  th i s  l e a se  was  not  sou ght
f rom the  Commission pursuant to RSA 369 be-
cause the legal  obl igation between the parties is
a lease ,  not a debt obl igation'.  Staf f  argues that
the  Company  cannot  have  i t  body  ways .  I f  the
l e a s e  i s  a  f i n a nc i ng ,  t he  S t a f f  c on t e nd s  t ha t
Commission authorization pursuant to RSA 369
mu s t  be  obta i ne d  be f or e  the  l e a se  c an  be  i n -
c l u de d*6 7 4  i n  r a t e  ba se ,  i f  i t  i s  not ,  the n  d i e
lease  payments should be  treated as an expense
and the generator should not be inc luded e i ther
in rate base or the capital structure.

Staff argues that rate base treatment of the lease
is inappropriate. It contends that the generator is
rented equipment, and as such, the annual lease
payments should be recovered through rates as
an expense. S t a f f  a nd  t he  C om pa ny  a l s o  d i s a g r e e  on  t he

amount of  cash wor ldng capi ta l  to be  inc luded
in the  work ing  c api ta l  computa t ion.  As  s ta ted
above , whi le  both part ies uti l ize  the  FERC me-
thod, they  cannot agree  on what leve l  of  opera-
tion and maintenance expenses should be recov-
ered through rates and used in the  ca lcu lat ion.
Their respective positions in this regard are dis-
cussed below in the section deal ing with operat-
ing income.

T he  C ompa ny  s t r ong l y  d i s a g r e e s  w i th  S t a f f s
posi t ion. I t  argues the  proper ratemaking treat-
ment of  the  l ease  was de te rmined by  the  Com-
mission in the 1983 dec ision, where in, as stated
above, the Commission approved the capital iza-
t ion of  the  lease  and inc luded i t  in rate  base .  I t
f u r the r  po i n t s  ou t  t ha t  t he  C ompa ny  ha s  i n -
c l u de d  the  e q u ipme nt  i n  u t i l i t y  p l ant  and  has
deprec i a ted  i t  ac cord ing l y  for  the  y ears  1982 ,
1983, 1984 and 1985 without objection from the NH H  su ppor t s  S t a f f s  pos i t i on  r e g a r d i ng  t he
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disputed issues in this proceeding with the ex-
ception of the capitalized lease. NHH agrees
with the Company that the lease was properly
capitalized and should be included in rate base.
It takes the position that the lease was in effect a
financing arrangement requiring Commission
approval under RSA 369. Because that approval
was not obtained, NHH argues that the Com-
mission should impose a penalty on the Compa-
ny which could be either elimination of the lease
from the capital structure or exclusion of the
value of the generator from rate base.

ratemaldng purposes. The terms of the lease
transfer possession and complete control to the
Company during the pendency of the lease. The
Company has thus assumed all the risks and will
receive all the benefits of ownership. In addi-
tion, title will pass to the Company at the end of
the lease's term which is sometime in 1986. Ac-
cordingly, the cost of die generator - the total
amount of the lease payments - less accumu-
lated depreciation will be included in the Com-
pany's rate base and an appropriate amount of
depreciation will be included in the depreciation
expense figure.

B. Commission Analysis

[1] The parties do not dispute the Company's
need for and use of the diesel generator, both of
which are amply supported by the record. Ra-
ther, the parties disagree on how the cost of the
generator should be reflected in the Colnpany's
rates.

In its Brief, the Company is highly critical of
Staffs position regarding the diesel generator.
As stated above, it argues that the proper rate-
maldng treatment of the lease was determined
by the Commission in the Company's 1983 rate
case and that the Staff had no *675 right to raise
the issue in this proceeding. The Company
stated at page 21 of its Brief as follows:

As stated above, the Company obtained the use
of the generator by virtue of a multi-year lease.
Under its terms, the Company pays rent to the
lessor on a regular basis. Generally, such rental
payments are considered expenses (as opposed
to assets), recoverable through rates so long as
they are both reasonable and recurring. Howev-
er, where the terms of a lease in effect transfer
all the benefits and risks of owning an asset and
provide for an automatic transfer of title at the
end of the lease term to the utility, treating lease
payments as an expense M the ratemaking
process is inappropriate. In diode instances the
above-described GAAP approach should be ap-
plied, the lease should be treated as an asset and
be capitalized as part of net plant. The cost of
the leased equipment shall be included in rate
base and depreciated over its useful life.

Is not the Staff as obligated as the Company to
read the historical record and follow established
precedents which bind the Company? Or is the
situation a one-way street in which Staff, as un-
bridled advocates, may assert any position at
any time, no matter what the historic record re-
veals, and whether or not the position asserted
has any support in applicable principles of utili-
ty regulation?

The Commission finds that the Company's lease
of die diesel generator should be capitalized for

In light of die Company's criticism, we re-
viewed the record of the Company's last rate
case, DR 82-239. We find no mention of the
diesel generator issue in either the Settlement
Agreement (Agreement) or the schedules at-
tached thereto. The diesel generator may have
been the subject of settlement discussions
among the parties, however there is nothing in
the Agreement stating that the issue was re-
solved. In addition, the financial schedules at-
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cached to the Agreement make no reference to
the generator. While the generator may be in-
cluded under specific headings, there is no way
to ascertain that from the schedules themselves.
Moreover, there is no mention of the issue in the
Settlement Agreement or in Report and Order
No. 16,408.As far as the Commission is con-
cerned, the issue of the proper ratemaking
treatment of the generator was never raised,
considered or determined.

Er, we hereby put the Company on notice that
we consider capitalized leases of the type in-
volved in this proceeding to be financing me-
chanisms subject to the provisions of RSA 369.
Any similar future 'financings' by the Company
will require Commission approval.

As an alternate penalty, NHH argues that the
Commission should eliminate the capitalized
lease from the capital structure. As discussed
below, we have not included the lease in the
capital structure, however, not because the *676
Company failed to obtain approval pursuant to
RSA 369.

We agree with the parties that the capitalized
lease agreement is in essence a long-term debt
financing of the generator. As stated above, both
the Staff and NHH argue that the Company
should have obtained Commission approval as
required by RSA 369 prior to entering into the
lease agreement. Fn7They further argue that the
Commission should penalize the Company and
exclude the generator from rate base until such
approval is obtained. While we agree that RSA
369 approval should have been obtained, we
decline to penalize the Company. For the rea-
sons stated above, we find that the generator is
properly included in the Company's rate base.
Moreover, given that the lease has already ex-
pired or is about to do so, the need for Commis-
sion approval would arguably be moot. Howev-

Regarding the cash working capital computa-
tion, we agree with the parties' recommendation
that the Federal Energy Regulatory Commission
(FERC) method should be utilized where no
'lead-lag' study has been provided. As stated
above, the FERC approach estimates a utility's
cash working capital to be approximately 45
days or 12.5% of the colnpany's operation and
maintenance expense level where billing is done
on a monthly basis. Applying the FERC ap-
proach to the operation and maintenance ex-
pense level approved herein, we calculate the
Company's cash worldng capital as follows:

Total Proforma Operating Expenses

per Commission Income Statement

Less: Late Payment

Royalty Payments (See

discussion below in

IH. B. 7.)

$2,423,519

8,053

73,440

2,342,026

In view of the above, we find the Company's rate base to be as follows:

Utility Plant in Service

Add: Repairs to Equipment

Less: Accumulated Depreciation

Depreciation--Repairs

4,284,357

17,800

586,609
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of Equipment 607

3,714,941

Working Capital:

Contributed Capital

Deferred Federal Income Tax

Deferred State Tax

Cash Worldng Capital

Materials and Supplies

Prepayments

(62,921)

(163,106)

(33,601)

292,753

93,354

35,397

RATE BASE 3,876,817

111. OPERA TING INCOME

A. Revenue

1. Position of the Parties

merits to that figure: 1) the revenue associated
with the temporary rate increase as proved by
the Commission in Report and Supplemental
Order No. 17,893 issued on October 9, 1985
was excluded, and 2) a readier normalization
was made, that is, the revenue figure was in-
creased to reflect a warmer than normal heating
season in the test year. The adjustments resulted
in a revenue figure of $2,857,447. Mr. Lanning's
calculation of these adjustments is set forth in
Exhibit 13. It provides in pertinent part as fol-
lows:

As set forth in the income statement in Mr. Lan-
ning's original testimony (Exhibit 4), Staff orig-
inally proposed a revenue figure of $2,905,614
which represents the revenue received by the
Company in the test year (the 12 months ending
December 31, 1985). In his revised testimony
(Exhibit 13),  Mr. Lanning made two adjust-

1. Calculation of Weather Adjustment

30 year average through December
1985

DegreeDays 7,547

12 months through December 1985 7,286

Weather adjustment factor due to war-
mer

than normal 1985 weather 1.0346

Calculation of Cohen Sales during
heating
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season (Jan.-Apr., Oct.-Dec.):

Total Cohen Sales during 1985

Heating Season %

11,570 Mlbs

86,84

10,047

1. Calculation of weather adjustment:

Heating Mlbs. sold 1985 test year

Jan.-Apr., Oct.-Dec.)

Less Cohen sales during heating sea-
son(B)

270,226.57 Mlbs.

10,047 Mlbs.

Weather adjustment factor

260,179.57 Mlbs.
1.0346

269,181.78 Mlbs.
260,179.57 Mobs.

9,002.21
Less actual sales

Mlbs. weather adjustment to normal-
1ze

Rate during test year

Revenue adjustment

3.65

32,858.00

2. Calculation of temporary rate in test year:

Sales October-December 1985 net of

Cohen Sales

Temporary rate

Revenue decrease

95,324 Mlbs.

.85

(81,025.00)

Total adjustment to revenue (41,167.00)

statistical norm.*677 To determ ine how the t es t  year  heat i ng

season compares with past years, the Staff ana-

lyzed heat ing degree day data compi led by the

Concord W eather Stat ion.  *N'*That  data estab-

l ished that the number of heating degree days in

the test year (7,286) was lower than the average
num ber  of  heat ing degree days in  d ie past  30

years (7,547). Accordingly, Staff  concluded that

the test  year  heat ing season was warmer than

normal  and that  the Company's test  year reve-

nues should be adjusted upward to ref lect  the

Staffs adjustment factor of 1.0346 is derived by
dividing the degree day variance by the histori-
cal average (261 =d= 7,547 = .0346) and adding
1. By applying the factor to the test year retail
sales during the heating months, Staff concludes
that an additional 9,002.21 M lbs of steam
would have been sold during a normal heating
season, and, accordingly, additional revenues of
$32,858.00 received.
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The Company proposes a revenue figure of

$2,824,589 (Exhibit 7). This figure includes test

year revenues and one adjustment thereto. The

Company agrees with the Staff that temporary

rate revenues should be eliminated. Unlike the

Staff, the Company proposed no weather ad-
justment. However, during the hearings the
Company agreed through Mr. Blooomfield's
testimony, that a weather adjustment was ap-
propriate. In its Brief, the Company submitted
the following calculation:

30 year average degree days

through December 1985

7,482

12 month degrees days (1/1/85

through 12/31/85

7,296

Weather Adjustment Factor:

(Degree day variance from

average, 186 degree days) divided

(30 year average degree days,

7,482) (1.00) = 1.02485

To 'normalize' revenues:

Total sales (1985 PUC Report)

Less sales to Cohen

315,860 M lbs.

11,570 M lbs.

304,290 M lbs.

Times weather adjustment factor 1.02485

Equals 'nonnalized sales' 311,851 Mlbs.

Difference in sales (311,851 M

- 304,290 M) = 7,561 M x $3.65

per M lbs. = 27,599.849

culation yielded a figure of 311,851 M lbs. in
normalized sales, the Company argues that
310,000 should be used because it constitutes
the mid-point of its historical experience over
the past several years.

*678 The $5,258 difference between Staff and

the Company results from several data varia-

tions. First, the historical and test year degree

day figures differ for reasons described below.

Second, the Company uses total test year sales
in stead of the 8 month heating season Staff re-

commends. Lastly, notwithstanding dirt its cal- While it does not strenuously object to Staffs
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the Company's load is process steam used to
heat water for laundry and kitchen use at two
hospitals. The Company contends patient popu-
lation rather than degree days determine the ex-
tent of that load.

calculation, the Company argues that there is no
point in refining the weather adjustment factor
to a period less than the full 12 month test pe-
riod because of a less than direct relationship
between degree day variation and steam sales.
According to the Company, much of its heating
load serves older buildings and may be as much
a function of wind conditions as of ambient
temperature. Moreover, a significant portion of

NHH's weather adjustment calculation is as fol-
lows:

30-year average

1985 actuals

7547

7289

WEATHER ADJUSTMENT

FACTOR
(30-year average divided by

1985 actuals)

1.03540

1985 Sales (Total)

Sales to Co-Gen

1985 Sales (Customers)

315,860

11,570

304,290

NORMALIZED SALES
(1985 sales times weather

adjustment factor)

315,061

Difference in Sales 10,771

ADDITIONAL REVENUEIO

(8,058 times $3.65)

$ 39,314

7,547 and 7,482 respectively, NHH contends
that the Colnpany's figure is not an historical
average, it argues that the Company's figure is
based on old heating season data instead of cur-
rent data including the test year and is invalid.

*679 Like the Company, NHH's calculation was
submitted in its Brief along with 3 attachments
reflecting data obtained from the Concord Cli-
matological Station (CCS). Staff also utilized
the CCS data and thus the Staffs and NHH's
figures are the same except for a minor discre-
pancy between their 1985 degree day data tig-
ures (Staff 7,286; NHH 7,289). with regard to
the difference between the NHH/Staff and
Company 30 year historical average figures,

NHH's adjustment factor differs from that pre-
sented by the other parties. Staff and the Com-
pany divide the degree day variance between the
historical and test year by the historical average
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number of degree days and add 1. NHH argues
that this is an incorrect approach, it contends
that the factor should be derived by dividing the
degree day variance by the 1985 actuals and
adding one because the goal of the adjustment is
to normalize the 1985 figures.

made to 1985 test year sales.

NHH agrees with the Company that the calcula-
tion should be based on the lull year instead of
the 8 month period recommended by Staff on
the grounds dirt exclusion of the summer
months requires the extrapolation of several iig-
ures and probably assumes more precision in the
degree day formula than is justified.

NHH argues that the Company has failed to
meet its burden of establishing that 310,000 M
pounds should be utilized as the normalized
steam sales figure given that both the 1983 and
1984 sale figures as contained in Exhibit 2 were
substantially higher. FN11

2. Commission Analysis

We will adopt the heating degree day data
which Staff and NHH obtained from the Con-
cord Climatological Station (CCS). CSS data
has consistently been utilized by the Commis-
sion in determining weather adjustments to rev-
enue. See Re Gas Service, Inc., 65 NH PUC at
pp. 77, 78,63 NH PUC at pp. 4-6. We find die
30-year average number of heating degree days
to be 7547 and the 1985 heating degree days to
be 7289. Accordingly, the Company's unsubs-
tantiated figures will be rejected. We agree with
NHH dlat the Company's figure is based on old
heating season data and is inappropriate for the
adjustment calculation. We will adopt NHH's
calculation of the adjustment factor. Given that
the goal of the adjustment*680 is to normalize
the 1985 test period revenue, 1985 heating de-
gree data and not the historical average should
be used in calculating the adjustment factor.
Thus, we will adopt 1.0354 as the adjustment
factor which is calculated as follows: 258 =d=
7289 '= .0354 c-1 = 1.0354.

Lastly, we find that the adjustment should be
based on the 8 month heating season and not the
full test year. Changes in temperature only af-
fect sales during the heating season. To include
sales during non-heating months - non-heating
load - would result in an overstatement of the
revenue adjustment.

[2] The Commission has allowed adjustments to
revenue to account for an abnormally warm or
cold test year where a correlation between de-
gree-day changes and sales is established. Re
Gas Service, Inc., 65 NH PUC 76, 78 (1980),
Re Gas Service, Inc., 63 NH PUC 2, 4 (1978).
The record in this proceeding clearly establish-
es, and indeed all parties agree, that the Compa-
ny's heat-related load is affected by changes in
the weather and that the test year heating season
was warmer than nonna. We accept the parties'
recommendation that a weather adjustment be

In view of the above, the Commission's weather
adjustment calculation is as follows:

30 year average 7547

1985 Actuals 7289

Weather Adjustment Factor 1.0354
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1985 Heating Season Sales

G8x. 13, Sch. F)

Less Cohen Sales during heating season

270,226.57 M lbs.

(Ex. 13, Sch. F) 10,047 M lbs.

260,179.57

Weather adjustment Factor 1.0354

269,389.93

Less Actual Sales 260,179.57

M lbs. weather adjustment 9210.36

Rate during test year 3.65

Revenue Adj vestment 33,617.80

Adding  $9210 .36  to te s t  y e ar  sa l e s  of  304 ,290
M  l b s .  y i e l d s  n o r m a l i z e d  t e s t  y e a r  s a l e s  o f
313 ,500 .  M lbs.  We wi l l  u t i l i ze  normal ized test
year sales in determining the Company's rate per
M pounds of steam. That calculation is set forth
in Section VI below.

B. Pro Forma Adjustments to Test Year Ex-
penses

was  re qu i re d  by  C i t i bank ,  N.A.  i n  c onne c t i on
with i ts providing a le tter of  credi t to support a
$5 ,000 ,000 tax-exempt industr i a l  revenue  bond
f i n a n c i n g  t h e  C o m p a n y o b t a i n e d  i n 1983
through Shearson Lehman Brothers. The f inanc-
ing was approved by  the  Commission in Report
and  Orde r  No.  16 ,807  i s su e d  on De c e mbe r  l ,
1983  (68  NH PUC 728)  (DF 83-361 ) .  Al so in-
cluded in the test year expenses are annual  costs
assoc i a ted  wi th the  f inanc ing  tota l ing  $12 ,573
s u c h  a s  r ema r k e d i n g ,  r e g i s t r a r  a n d  a g e n t  f e e s .1. Annual Charges for New Hampshire Munic-

ipal Bond Bank Financing

During the  test  year  the  Company  incurred ex-
penses  of  $29 ,365  for  premiums on l i f e  insu r -
anc e  pol i c i e s  f or  i t s  pre s i de nt ,  Roge r  B loom-
field, and its vice president, Sheldon Morri l l , the
bene f i c i ary  of  which i s  the  Company .  Accord-
i ng  to  the  C ompany ,  Mr .  B l oomf i e l d ' s  po l i c y

Staff argues that a pro Ronna adjustment should
be made to test year expenses to eliminate the
life insurance premiums on the grounds the
Company's ratepayers do not derive any benefit
from the policies. In support thereof Staff con-
tends dirt in the event either policy matures, the
proceeds would be recorded as equity and used
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to pay off the Company's debt thereby increas-
ing the amount of equity in the Company's capi-
tal structure. Thus, because the increased equity
benefits the Company's stocldiolders and not its
ratepayers, Staff takes the position that the costs
of the life insurance policies should be borne by
the stockholders. NHH concurs with Staffs rec-
ommendation.

borne by the Company's  s tockholders .  The
Company did not address Mr. Morrill's policy,
the premiums for which were also eliminated by
Staff.

According to Staff, the insurance premium and
other  financing costs referred to as 'hidden
costs' were not disclosed to the Commission in
the DF 83-361 financing proceeding. Unlike the
premiums, Staff makes no adjustment for the
hidden costs but instead *681 recommends that
they be investigated by the Commission. NHH
argues that the hidden costs are financing costs
and therefore should not be included as part of
the cost of service. NHH would include the hid-
den costs as part of the financing costs in the
long term debt component of the Company's
capital structure only if they were adequately
presented to the Commission in Docket DF 83-
361.

[3] It is well established that Commission ap-
proval of a utility's financing pursuant to RSA
369 does not carry with it  a  finding that the
costs of the financing are reasonable for rate-
maldng purposes. That determination is left to
the time when a utility seeks to pass the costs of
the tinancings to its ratepayers. In Re Seacoast
Anti-Pollution League, 125 N.H. 708, 490 A.2d
1329 (1985),  the New Hampshire Supreme
Court stated as follows:

Our holding does not assure that the costs of
securities will ultimately be recovered through
rates charged to customers. When a utility has
exhibited inefficiency, improvidence, economic
waste, abuse of discretion, or action inimical to
the public interest, the costs may not be passed
on to ratepayers. See Re Public Service Co. of
New Hampshire, supra, [122 N.H. 1062, 1076,
51 PUR4th 298, 454 A.2d 435, 443 (1982)1.

The Company argues that Mr. Bloomfield's pol-
icy was required by Chase Manhattan as pre-
condition to its providing the 1983 $5 million
tax-exempt financing. Thus, without the policy,
the Company could not have obtained the fi-
nancing and its favorable interest rate which
was significantly lower than other debt financ-
ing alternatives available at that time. Given that
the lower rate directly benefits the Company's
ratepayers, the Company contends that the pre-
mium costs should be recovered through rates.
While the Company does not object to including
the premium costs in the long term debt cost
component of the Company's capital structure, it
takes the position that the proper ratemaldng
treatment would be to include them as an ex-
pense in the cost of service. In any event, it re-
jects Staffs recommendation that the costs be

The life insurance policies are clearly not a ne-
cessary cost of providing service to the Compa-
ny's ratepayers. Their sole purpose is to pre-
serve, protect and indeed enhance the invest-
ment  of the Company's  s tocldiolders in the
Company.  Should the policies  ma ture,  the
proceeds would ultimately be used to reduce or
eliminate the Company's debt obligation thereby
increasing the equity component of the Compa-
ny's capital structure to the benefit of the Com-
pany's stockholders. Moreover, an increase in
the equity component generally results in a
higher cost of capital and, as a result, higher
rates for the Company's ratepayers. Thus, given
that the policies are a stocldiolder-related ex-
pense, the Company's stockholders and not its
ratepayers should bear their cost. Accordingly,
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we will accept Staff and NHH's pro forma ad-
justment eliminating the life insurance pre-
miums.

Company's facilities, including $26,000 in con-
sulting fees paid to Woodman Engineering and
$8,810 in legal fees. The investigation has been
ongoing since 1983. Recent developments in-
clude the tiling of a suit in the Merrimack Coun-
ty Superior Court on June 20, 1986 by the State
of New Hampshire against the Company alleg-
ing violations of air quality during 1985.

The Company's argument that but for the life
insurance policies the 1983 financing and its
then favorable rates would not have been possi-
ble is not supported by the record of that pro-
ceeding, there is no mention therein *682 of the
policies. If, as the Company now asserts, the life
insurance policies were an integral part of the
financing, the Company had an obligation pur-
suant to RSA 369 et seq. to present all of the
terms and conditions and their costs to the
Commission which the Company failed do. Had
the Commission been made aware of the life
insurance policies, our decision to approve the
financing may well have been different given
the equity impact discussed above.

Both Staff and NHH argue that the costs are
non-recumlng and should not be included in the
Company's ongoing cost of service. Instead,
they propose that the total cost of $34,810 be
amortized over a five-year period at a rate of
$6,962 per year. Staff further recommends that a
deferred account should be established and that
the amortization be increased as additional ex-
penses are incurred. The Company disagrees
with the proposed amortization. Given the in-
vestigation's lengthy history and recent lawsuit,
the Company argues that costs similar to those
incurred during the test year will continue to be
incurred in the future.

with regard to the hidden costs, we ind that
they are recurring costs commonly incurred in
conjunction with a financing and should be re-
covered through rates. Moreover, they are prop-
erly included as an expense item in the Compa-
ny's cost of service. We reject NHH's recom-
mendation that the hidden costs be included as
part of the long term debt costs in the Compa-
ny's capital structure. The only costs recovered
in that manner are costs related to the issuance
of the security, such as broker and legal fees.
PRemarketing, registrar and agent fees are not
part of the original issuance costs.

[4] It is well established that only recurring ex-
penses may be included in a Utility's cost of ser-
vice. Non-recuning expenses are excluded be-
cause they are not indicative of a utility's ongo-
ing cost of service. The Commission stated Q
Re Public Service Co. of New Hampshire, 69
NH PUC 67, 78, 57 PUR4th 563, 574 (1984) as
follows:

2. Costs Incurred In Connection With T71e In-
vestigation Of T71e New Hampshire Air Re-
source Agency

The rule applicable to non-recurring expenses is
clear and unambiguous: they are to be excluded
from a utility's revenue requirement because
they are not reflective of its ongoing cost of
providing service. See e.g., Public Service Co.
of New Hampshire v. New Hampshire, 120
N.H. 150, 162, 163, 30 PURed 61, 153 A.2d
801 (1959); Re Public Service Co. of New
Hampshire, 65 NH PUC 251, 259, 260 (1980).
Test year expenses, as adjusted for known and

During the test year the Company incurred
$34,810 in expenses in connection with an in-
vestigation by the New Hampshire Air Re-
sources Agency of the air quality, specifically
the emission rates for mass particulates, of the
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measurable changes, are deemed indicative of a

utility's revenue requirement over the period

when the new rates are to be effective.*683

Non-recurring expenses are known and measur-

able changes (Id., 65 NH PUC at pp 259-261).

Thus, unless such expenses are excluded, rate-

payers will be required to pay such expenses on

an annual basis in spite of the fact that they are

no longer being incurred by the Company.

item to be recovered from a utility's ratepayers.
Therein the Court stated at page 296 as follows
(91 N.H. at p. 296, 38 PUR NS at p. 88):

Excluding non-recurring expenses from a utili-
ty's cost of service does not always prevent their
recovery from ratepayers. Certain non-recurring
expenses may be amortized over a defined pe-
riod of years. Based on the evidence before us,
we find the $34,810 test year expense to be non-
recurring. We find that the investigation ex-
penses are necessary and should therefore be
amortized over a 5-year period. Thus, we will
eliminate $34,810 from test year expenses and
include an amortization amount of $6,962.

with reference to the company's own rate case
expense, the Commission assigns various rea-
sons for denying its amortization. Among the
reasons, excessive costs, some allocation to oth-
er matters, ability to pay and payment of all or a
large part out of operating expense, and difficul-
ty in determining a reasonable allowance, are
given. These reasons are insufficient for die
denial. Difficulty in performing the duty to de-
termine what is just and reasonable is no relief
from the duty. Excessive and improper charges
may be found in amount as well as a fact. If un-
reasonably incurred, if undue in amount, if
chargeable to other accounts, they may be to
that extent reduced.

3. Rate Case Expenses

[5] The test year general and administrative ex-
penses contain rate case expenses of $1,907 per-
taining to this proceeding. Staff argues that rate
case expenses should not be included in the
Company's cost of service but should instead be
investigated and, if reasonable, surcharged in
accordance with accepted Commission practice.
The Company strongly disagrees. It argues that
the surcharge and investigation proposals con-
stitute an unjustified departure from well-
established Commission policy which is neither
desired nor desirable. NHH takes no position on
the manner in which rate case expenses should
be recovered.

In determining whether rate case expenses are
reasonable, the Commission relies on its discre-
tion based on its experience with expenses in
other proceedings and its own experience. Re-
port accompanying Supplemental Order No.
18,294 at page 6 (DR 85-2, Penni chuck Water
Works). Rate case expenses have been disal-
lowed or reduced in several cases. Re Lakes
Region Water Co., Inc., 68 NH PUC 154
(1983), Re Hillsboro Water Co., Inc., 67 NH
PUC 785 (1982), Re Gas Service, Inc., 65 NH
PUC [sic] (1980), Re Union Teleph. Co., 65 NH
PUC 30 (1980). In Report and Supplemental
Order No. 18,294 issued on June 4, 1986 (71
NH PUC 351),*684 the Commission disallowed
certain legal expenses incurred by Pennichuck
Water Works, Inc. in connection with a rate
proceeding which were found to be unreasona-
ble.

In New Hampshire v. Hampton Water Works
Co., 91 N.H. 278, 38 PUR NS 72, 18 A.2d 765
(1941), the New Hampshire Supreme Court held
that rate case expenses are a legitimate expense

Historically, recovery of rate case expenses has

been accomplished by amortizing the total

amount over a one or two year period. This has
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been accomplished by including the amortized
amount in base rates or recovering it by means
of a surcharge on a customer's monthly bill. Pre-
sently, the Commission has been utilizing the
surcharge method. Fn12In some instances the sur-
charge has reflected both rate case expense re-
coupment and any temporary rate refund or re-
coupment.

view, we will order the Company to file a de-
tailed affidavit of its rate case expenses with the
revised tariff pages reflecting the increase ap-
proved herein. In addition, we will order the
Company to file a mechanism to recoup or re-
fund reflecting the difference between rate case
expense recoupment and temporary rate refund
discussed below. If the rate case expenses are
greater than the temporary rate refund the me-
chanism will be a surcharge to collect the re-
coupment, if the rate case expenses are less, the
mechanism will be a refund. Whether the result
is a refund or recoupment, the amortization pe-
riod shall be one year.

The Comlnission's review of rate case expenses
has generally been accomplished within the con-
fines of the rate case proceeding. However, in
lengthy and heavily litigated proceedings where
rate case expenses are substantial, the Commis-
sion will conduct a separate investigation, usual-
ly involving a separate hearing. In those in-
stances the approved expenses will be recovered
by means of a surcharge. This approach was uti-
lized in the recent Pennichuck Water Works,
Inc. and Manchester Gas Company rate cases.
In Report and Order No. 18,365 issued on Au-
gust ll, 1986 in DR 85-214 (Manchester Gas
Company) the Commission stated at pages 22-
23 as follows (71 NH PUC at p. 458):

4. Tax Liability ofSubehapter S Corporation

[w]e will order the Company to file an affida-
vit of rate case expenses. The expenses are to be
detailed in such a manner that the purpose of
each cost is easily discernable. Upon receipt of
the affidavit the Commission will review the
expenses. Based on that analysis the Commis-
sion will then determine whether a further hear-
ing is necessary to address whether die amount
requested to be recovered is reasonable,

[6] During the test year the Company paid no
federal income taxes. The Company elected,
pursuant to Subchapter*685 S of the Internal
Revenue Code, to be taxed through its stock-
holders on its taxable income in lieu of paying a
corporate income tax. As a Subchapter S cor-
poration, the Company's income is considered
its stockholders' income in calculating the taxes
owed by the stockholders. FN13

Staff argues that no federal tax effect should be
included in the Company's revenue deficiency
calculation because the Company has not in-
curred any federal income tax expenses. NHH
concurs. It asks the Commission to adopt die
finding of the Illinois Appellate Court in Mo-
narch Gas Co. v. Illinois Commerce Commis-
sion, - IlLApp.3d 's 366 N.E.2d 945 (1977).
Therein, the Court upheld the decision of the
Illinois Commerce Commission to reject the
utility's claim that it was entitled to the amount
it would have paid if a Subchapter S election
had not been made. The Court stated as follows:

The Company's test year rate case expenses of
$1,907 do not reflect all of the rate case ex-
penses associated with this proceeding, especial-
ly those incurred during 1986. Thus, the base
rate-amortization method of recouping rate case
expenses cannot be utilized. Accordingly, we
will adopt the surcharge approach described
above. To accomplish our 'reasonableness' re-

Subchapter S permits a corporation to elect to
'pass-through' its income and thereby avoid a
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double tax on the income. It does not purport to
control the detennination of the operating ex-
penses and rates of public utilities. This function
is properly vested in the Illinois Commerce
Commission. The Commission exercised its dis-
cretion by rejecting a claimed expense that was
not in fact paid by the company.

[7] During the test  year  the Company made
payments totaling $73,440 to Wood Fuel Pro-
duction Company (Wood Fuel) which were re-
covered from its ratepayers through the above
described ECA. Staff examined the payments in
the context of its audit  of the Company and
raised several issues at the hearings through the
testimony of Mr. Landing.Id., 366 N.E.2d at p. 949.

The Company argues that a federal tax effect
pro Ronna should be included in determining the
Company's revenue deficiency whether or not
the Company has selected Subchapter S status.
This would be accomplished by segregating the
utility's income from its stockholders' and com-
puting tax liability on the segregated amount.
The Company is willing to waive this request
and terminate its Subchapter S status as of De-
cember 31, 1986 on the condition the Commis-
sion allows an automatic adjustment be made as
of January 1, 1987 to reflect a pre-determined
tax effect pro Ronna included M its Brief.

*686 Staff argues that wood was not provided
by Wood Fuel but by Connecticut Valley Chip-
ping Co., (ConVal), to which the Company also
paid a fee.  Staff therefore contends that the
Company made duplicate payments for the same
wood. In addition, Staff, along with NHH, ar-
gues tha t  the Company's  t ransact ions with
Wood Fuel violate the provisions of RSA 366
regarding public utilities and their affiliates.
NHH recommends dirt the Commission there-
fore disallow the payments to Wood Fuel pur-
suant to RSA 366:4. For body reasons, Staff and
NHH contend that the Company be ordered to
refund $73,440 to the Company's ratepayers
through the ECA.We agree with Staff and NHH that the Company

should not include a federal income tax calcula-
tion in its rates. By virtue of its Subchapter S
election, the Company pays no income taxes.
Given that rates should only reflect actual ex-
penses, a federal tax adjustment is inappropriate.
In addition, we reject the Company's request for
an automatic adjustment. The Company's termi-
nation of its Subchapter S Sta tus  is  by no
means certain, it may choose to keep its S status
after reviewing the recently passed revisions to
the Internal Revenue Code. Moreover, as a mat-
ter of policy, we refuse to approve any further
step adjustments for the Company at this time
because of the difficulties such adjustments
have presented in this proceeding.

The Company strongly disputes that duplicate
payments were made for wood purchases or that
its contractual relationship wide Wood Fuel vi-
olated RSA 366. The Company provides a de-
tailed summary including relevant documents of
Wood Fuel and its relationship with the Compa-
ny in its Brief. The Company acknowledges that
'royalties' were paid to Wood Fuel but states:

(T)he payment in compromise of threatened liti-
gation and in consideration of the assignment of
Wood Fuel of its rights under its agreement with
ConVal can in no sense be treated as a broker-
age fee or as a 'double payment' for the same
'product'. (Brief at 50)

5. Payments to Wood Fuel Production Compa-

ny The Company asserts that die arrangement un-
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Der the Termination and Assignment of Rights
Agreement was proper, that it has been malting
payments pursuant to this agreement since Janu-
ary, 1982, and that the Company was reporting
its fuel purchases monthly as required by the
Commission, and that these reports were subject
to audit.

for WFP for authority to transact business in
New Hampshire on May 19, 1981.

(6) The purpose of WFP was to establish a
wood fuel processing center in Concord, New
Hampshire. The plant was to have processed
construction wood waste into densities, dried
wood fuel for use by Concord Steam and other
users. (Brief at 42)The payment of 'royalties' to Wood Fuel Pro-

duction has raised very serious issues, the extent
of which were not apparent until Commission
questioning during the hearing resulted in dis-
closure of the real purpose of the royalty pay-
ment. The payments raise serious issues both
because of the large amount involved - a total of
some $400,000, and the fact that the contractual
arrangements between Roger Bloomfield, Wood
Fuel Products and Concord Steam were not dis-
closed to the Commission.

(7) A special credit was created by the Windfall
Profits Tax Act o f 1980 for producers of en-
hanced processed wood fuel which provided the
primary economic incentive for the equity in-
vestors. (2 Tr 129)

(8) Concord Steam entered into a Qualified
Wood Fuel Sales Purchase Agreement with
WFP dated April 2, 1981, the same date as the
formation of WFP.

Based upon the record in this proceeding, the
Commission can make the following factual
Endings about these arrangements:

(9)The sources of wood fuel from industrial
wood waste did not materialize and WFP de-
termined in August 1981 to pursue an alterna-
tive method which would qualify for the tax
credit. Apparently, WFP intended to purchase
wood fuel and dry or process it for use by Con-
cord Steam.

(1) On April 2, 1981, a limited partnership
known as Wood Fuel Production Co. was
formed under the laws of New York State.
(BriefWFP Co. 3)

(2) Roger Bloomfield, individually, and KIC
Fuel Co. were die general partners.

(10) WFP entered into a contract with Connecti-
cut Valley Chipping Co., Inc. on August 11,
1981 for a supply of raw wood.

(3) There were also 14 limited partners of WFP
(Brief WFP Co. 2) who supplied the equity
capital for the partnership.

(11) Negotiations relative to the specifications
and the new price of the processed filet failed.

(4) KIC Fuel Co. was affiliated with the invest-
ment banldng firm o f Lazard Freres & Co. and
the limited partners were members of the Lazard
Hun. Lazard Freres was also the investment
banker for Concord Steam Company.

(12) Mr. Bloomfield attempted to cancel the
contract between Concord Steam and Wood
Fuel. (Sept. 9, 1981 letter referenced M WFP
Co. 4, Company Brief).

(5) Roger Bloomfield filed an application*687
(13) WFP refused and cited its willingness to
meet its obligation through the Connecticut Val-
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lay Chipping contract. her of Wood Fuel Production Company effec-
tive March 15, 1982.

(14) The specifications of the wood which Con-
cord Steam could have received were not satis-
factory to Concord Steam and could not be
used. (2 Tr 133-134)

These factual findings relative to the events sur-
rounding WFP lead the Commission to a num-
ber of additional findings relative to the proprie-
ty of Concord Steam's conduct in this matter.

(15) The original contract between Concord
Steam and WFP did not provide specifications
for the wood to be supplied.

• Although Roger Bloomfield acting individual-
ly was clearly an affiliate of Concord Steam
within the meaning of RSA 366, Concord Steam
did not file with the Commission the Qualified
Wood Fuel Sales Purchase Agreement entered
into with WFP on April 2, 1981 as required by
RSA 36623.

(16) WFP was willing to assign the ConVal
brokerage agreement to Concord Steam which
would give Concord Steam control over the
wood supply and specifications, in exchange for
Concord Steam assuming the liabilities of WFP.
(1 Tr l38-139). • Failure to disclose this contract and the WFP

partnership agreement prevented the Commis-
sion from ascertaining the nature of the ar-
rangements and the nature of the royalty pay-
ment.

(17) The royalty payment over a year period
was to reimburse investors for the net losses in-
curred by WFP in developing the processing
plant which amounted to some $400,000. (2 Tr
139) • It is clear from Staffs testimony which inter-

preted the royalty fee as a double payment for
wood supply,  that despite interrogatories in
1982-1983 and a Staff audit, that the true pur-
pose of the 'royalty' payment was not disclosed.

(18) This arrangement was formalized by the
execution of the Termination and Assignment of
Rights Agreement. (Exh. 9)

(19) At the time of the termination a partnership
amendment was *688 executed whereby Roger
Bloomfield's partnership interest was reduced
from 10% to 1%.

It was only as a result of extensive questioning
by the Commission during the hearing process
that the Commission and Staff learned that the
royalty payment was to reimburse WFP inves-
tors for some $400,000 in losses in that ill-fated
WFP enterprise. (2 Tr 138-139)(20) Although the effective date of the Agree-

ment is indicated as September 10, 1981, it was
not actually executed and delivered until the end
of December 1981.

The Commission has recently expressed its con-
cerns about insulating ratepayers from the risks
of unregulated enterprises in the context of a
holding company situation. (DR 84-345, Re
Concord Nat. Gas Corp., 70 NH PUC 778, 781
119851>1

(21) Royalty payments commenced in January
1982, with respect to iiuel consumed in Decem-
ber 1981, and will terminate in November 1986.

(22) Mr. Bloomfield resigned as a General Part- In dies context, the Commission's responsibility
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must be to ensure that the holding company's
utility ratepayers are not required to bear any
increased cost arising from either the higher risk
itself or any adverse consequences resulting the-
refrom u

and since the amount is so large that a refund
could have serious financial consequences for
the Company, the Commission will open a sepa-
rate docket to determine the proper disposition
of this issue.

We are also cognizant of two events that have
caused certain significant changes in Concord
Steam's financial situation - the death of Mr.
Bloomfield and a recent Supreme Court deci-
sion relative to the City of Concord sewer
charge to Concord Steam. Since these changes
will be important in assessing Concord Steam's
financial situation in the disposition of a Com-
mission ordered refund, we will consider the
effect of these changes in the same docket.
Since the payment of the royalty through the
ECA has also raised Commission concerns
about the Company's ECA mechanism costs, the
Commission will also investigate whether the
Company's ECA should be restructured in the
manner of the semi-annual cost of gas and
Energy Cost Recovery Mechanisms to provide
for, inter alia, semiannual review of the Compa-
ny's fuel costs. The Commission will issue an
order of notice shortly detailing the scope of this
proceeding as well as any legal issues it wishes
the parties to address.

The Company did not file the Purchase Agree-
ment with the Commission and, in fact, did not
offer it during the proceedings. Failure to tile
the agreement alone is sufficient statutory basis
for the disallowance of costs. However, a re-
view of the testimony relative to the purchase
agreement and the partnership agreement leads
the Commission to conclude that Mr. Bloom-
field did not act prudently in entering into these
agreements. The purchase agreement did not
provide specifications for the fuel to be pro-
vided Concord Steam. Consequently, WFP was
in *689 a position to use the contract as a lever
to force Concord Steam to assume WFP's
losses. Furthermore, Mr. Bloomfield did not
have management control over WFP, as the
Company freely admits in its brief. (Brief at 48)
The Agreement was carefully structured to give
Mr. Bloomfield a 10% General Partner interest
although he was providing no equity funds. At
the same time his general partnership interest
was subject to conversion by KIC Fuel Co.,
which held the ultimate general partnership au-
thority and whose inter est in WFP was as a tax
shelter. Thus, Roger Bloomfield stood to profit
handsomely if things went well, but neither he
nor Concord Steam were protected if things
went sour. This is precisely the land of 'wheel-
ing and dealing' at ratepayers' expense that
Commissions are required to prevent.

6. Late Payment Charges

[8] Staff and NHH also recommend that an ad-
ditional $8,053 be refunded through the ECA to
the Company's ratepayers. It represents the
amount of  late payment charges paid by the
Company to its oil vendors during doe test year.
Staff and NHH argue that failure to make timely
payments constitutes inefficiency and economic
waste and that the costs thereof should not be
passed on to the ratepayer.

Based upon this analysis, the Commission finds
that  the royal ty charges were an improper
charge to Concord Steam's ratepayers. Since this
matter involves charges beginning in January
1982 and the record in this case does not pro-
vide the exact amount collected from ratepayers

Regarding the late payment charges, die Com-
pany contends that it was not able to obtain suf-
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ticient financing during 1985 and as a result was
unable to pay its fuel and other bills as they
came due. It argues that the late charges resulted
from circumstances over which the Company
had no control and that incurring late charges
was not a management decision to voluntarily
load expenses on ratepayers.

1981 to 1985. According to the Staff, the graph
establishes that during the 5-year period, the
Company's expenses have increased dispropor-
tionately relative to its decrease in sales. Staff
recommends that the Commission investigate
the trend to verify that the Company is not in-
creasing rates in response to a sales decline in-
stead of decreasing expenses in proportion to
the drop in sales. Specifically, Staff suggests
that the Commission investigate consulting fees,
payroll expenses and recurring maintenance
costs. However, it does not propose any adjust-
ment in this proceeding.

We agree with Staff and NHH that the Compa-
ny's ratepayers should not bear the costs of the
Company's failure to pay its bills on time. This
is consistent with our holding in prior decisions
where the Commission found that *690 late
payment charges constitute inefficiency and
economic waste and should be excluded from
rates. Re Policy Water Systems, Inc., 67 NH
PUC 455 (1982), Re Concord Nat. Gas Corp.,
67 NH PUC 180 (1982); Re Manchester Gas
Co., 64 NH PUC 480 [sic] (1979). We disagree
with the Company's contention that circums-
tances beyond its control rendered it unable to
make timely payments. If the Company was ex-
per iencing financia l difficult ies in 1985,  it
should have filed for temporary rate relief soon-
er than September. We hereby reaffirm our prior
holdings Mat 'penalties incurred in connection
with fuel costs are not a legitimate expense to be
charged to the ratepayer- .[but] are the re-
sponsibility of management to be borne by the
stocldiolders.'67 NH PUC at pp. 180, 181.

The Company rejects Staffs recommendation
and maintains that the record establishes its
commitment to cost control, especially with re-
gard to payroll expenses. It characterizes Staffs
references to specific expenses as a 'grab bag of
irresponsible innuendo, suggesting significant
waste and mismanagement. ' Brief at 34. NHH
does not share this view of Staffs concerns. It
states as follows at page ll of its Brief:

The Hospital believes the staff has a responsibil-
ity to thoroughly investigate a company and to
share with the company and with the Commis-
sion any concerns that staff may have. When
staff observes that a company's costs have risen
while its sales have fallen, this observation may
be brought forward.

Despite our finding, we will not order a refund
in the context of this docket. The manner in
which the $8,053 should be refunded will be
considered in the forthcoming investigation.
However, given our findings herein, we will ex-
clude the late payment charges from the work-
'mg capital calculation.

7. Other Operating Expenses

NHH is correct in its characterization of Staffs
role. with regard to Staffs concerns, we note
that many of the adjustments it recommended
have been adopted. Further adjustments may be
warranted, but there is insufficient evidence to
make them at this time. The Commission and
Staff will continue to closely monitor the Com-
pany's expenses and will take whatever action
we deem necessary. However, we decline to
commence a formal investigation at this time.Staff presented a graph in Exhibit 4 which com-

pares the Company's sales and expenses firm
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8. Maintenance Costs service. However, we do not accept Staffs rec-

ommendation that no rate recovery be allowed.

Without exception, the expenses were incurred
to increase the useful lives of the respective

equipment. We will capitalize the costs and ad-

just rate base accordingly. This approach is con-

sistent with past decisions. See Re Lakes Region

Water Co., Inc., 68 NH PUC 134 (1983), Re

Pennichuck Water  Works, 64 NH PUC 206

(1979). We will capitalize $17,800 and increase

depreciation by $607.00 (composite rate of 3.41

per the Company's 1985 Annual Report to the

Commission). Accumulated depreciation will

also be increased by $607.00.

[9] Staff argues that a pro forma adjustment
should be made to test year expenses to elimi-
nate $17,800 in repair*691 costs including
$11,000 for repair of the #5 boiler, $1,200 to
repair dump truck seals and $5,600 for conveyor
repair. According to Staff, these costs should
not be included in rates because they are ex-
traordinary, unreasonable, and more important-
Iy, nonrecurring. Staff argues that prudent and
efficient management dictates that the equip-
ment should be replaced. The Company con-
tends that Staffs assertions are unsupported by
the record.

9. Summary of Test Year Proforma Aayustments
to Operating ExpensesThe record supports Staffs contention that the

above-described costs are non-recurring. Accor-

dingly, we will remove them Hom the cost of
Life Insurance Premiums

Air Quality Investigation (net)

Rate Case Expense

Equipment Repair Expense

(29,365)

(27,848)

( 1,907)

(17,800)

Depreciation 607

Total (76,313)

C. Operating Income Statement Based on the foregoing the operating income

statement is as follows:

Test Year

Ending

I2/3]/8.5

Proforma Test

Year Ending

12/3]/85

Revenue $2,905,614 Less Effect of Tem-
porary Rates

Proforma

A¢#ust

(81,025)

Weather Adjustment 33,618 2,858,207

Operating Expenses:

© 2009 Thomson Reuters/West. No Claim to Orig. US Gov. Works.



71 N.H. P.U.C. 667 Page 27

Fuel

Other Product Costs

Distribution

Customer Acct.

Adm. & Gen.

(17,800)

1,692,535

489,576

48,289

9,776

1,692,535

507,376 Repair to Equip.

48,289

9,776

242,463 Air Quality Inv.

Life Insurance

Rate Case Expense

2,500,439

(27,848)

(29,365)

( 1,907)

(76,920)

183,343

2,423,519

Other Operating Ex-
penses:

Depreciation

Amortization

108,114 Capitalized

16,188

607 108,721
16,188

Taxes

Income

Property

Other

Rents

Operating In-
come/Loss

142,822

23,739

83,673 83,673

30,549 28,906

142,822

23,739

83,763

59,455

*692 IV. Rate of Return - Cost of Capital overall cost of capital, the current capital struc-
ture and the debt costs.

Neither the Company nor the Hospital filed tes-
timony on the cost of capital. Mr. Bloomfield
based his overall rate of return request of 9% on
the Commission's 1983 findings and derived his
cost of equity request as a residual from this

Staff presented the testimony of Mark Collin
who recommended the following capital struc-
ture and costs rates:

Amount

Component

Ratio

Component

Cost Rate

Weigh Ted Avg.

Cost Rate

Type of

Capital

Long Term

Debt

Common Equity

Total

$3,255,000

613,128

$3,868,128

0.8415

0.1585

110000

8.01%

12.75

6.74%

2.02

8.76%

M r .  Col l i n  u s e d  t h e  De ce mb e r  3 1 ,  1 9 8 5  ca p i t a l structure offered by the Company in its data re-
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sponge and entered in the Temporary Rates
hearing (Ex. T-2). The response was drawn
from the unaudited Accountants' Compilation
Report available at the time. He did not include
the Company's capitalized lease, arguing that it
did not rep resent funds advanced by investors.
Mr. Collin employed the Discounted Cash Flow
(DCF) methodology to compute the cost of eq-
uity. He established a range of 12.43%  to
12.82% by applying the methodology to two
sample groups, one composed of seven water
companies and a second composed of ten gas
companies. He recommended a cost rate for
ratemaking purposes of l2.75%.

*693 6) Concord Steam has a narrow and dimi-
nishing customer base.

The Company in Brief criticizes Mr. Collin's
selection of a sample, first by dismissing his use
of the water company sample group and second-
ly by objecting to the two gas companies with
the lowest return as being 'aberrant.' The Com-
pany then argues that the results from the DCF
method based on its proposed gas sample should
act as a floor for a cost of equity finding. It as-
serts that Mr. Collin's sample is not comparable
to Concord Steam because of the following rea-
sons:

The Company cites previous Commission deci-
sions in support of its arguments on comparabil-
ity, in particular Re Concord Electric Co., 63
NH PUC 240 (1978) (Concord Electric, 1978)
and Re Concord Nat. Gas Corp., 67 NH PUC
668 (1982) (Concord Natural Gas, 1982). The
Company concludes its argument by stating that
the Company's 'situation is almost unique. The
best guide to what is an allowable return on its
common equity are historic returns which have
been allowed by this Com mission adjusted for
the Company's present circumstances.' Compa-
ny Brief at 61.

1) the difference in size,

2) the sample companies are not located in New
Hampshire,

3) there is no trading activity in the Company's
stock,

The Hospital supports adoption of the Staffs
methodology and conclusions. It suggests that
the Company's attack on sample comparability
is unsupported by evidence citing more compa-
rable data and rather urges the Commission to
select companies with the highest return. The
Hospital also notes that the Company's stock-
holder enjoys additional benefits because of its
Subchapter S status and its cogeneration poten-
tial. These benefits may offset aspects of the
Company's operations that may present greater
risks than the sample. The Hospital concluded
that 'while the closely-held company may offer
different risks and benefits to the stockholder,
the Company has not carried its burden of pre-
senting better evidence or a better method of
analysis.' Hospital Brief at 18.

4) the Company has not paid dividends;

5) Mr. Collin did not attempt to compare the
individual elements of the DCF method as they
relate to Concord Steam and the sample compa-
nies, and

In reviewing the capital structure, the Commis-
sion notes that the audited statement of the
Company's common equity capital as reported
in the 1985 PUC report differs in the amount of
the earned surplus and in the total:

Unaudited Audited
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Common Stock

Capital Surplus

Earned Surplus

Total Common Equity

91,200

220,653

301,275

613,128

91,200

220,653

265,669

577,522

The parties have subsequently agreed that the
audited numbers are the appropriate figures for
ratemaking purposes, and the Commission con-
ours.

13.96% (Brief at Ex. cc, Exhibit T-5).

While we are rejecting inclusion of the capital
lease in the capital structure on the principle that
there is no evidence regarding the cost rate of
the lease, we note that the effect of including the
capital lease is de minimums. Moreover, since
the last payment on the lease will be made in
November 1986, it is not an expense that the
Company will incur while the rates are in effect.

We will not include the capitalized lease in the
capital structure. There is no record evidence
before the Commission on the cost rate of the
lease and no substantiation of how the Company
has calculated its 'effective rate of interest. '
Even the Company brief and data responses are
ambiguous on the cost rate, citing it variously as
13.9% (Brie at p. 14, Response to Data Request
]29 per cost rates as of March 31, 1986) and

Therefore, we will adopt the fol1owing*694 as
the capital structure to determine the rate of re-
tum:

Amount Component Ratio

s 91,200

220,653

265,669

577,522

0.0238

0.0576

0.0693

0.1507

Type of CapitaI
Common Equity

Common Stock
Capital Surplus
Earned Surplus
Sub-Total
Long Term Debt

Long Term Bonds
Total Capital

3,255,000

3,832,522

0.8493

1.0000

line, rather than capital costs, and are further
discussed above in the section dealing with op-
erating expense. The Commission finds that the
cost of debt to Concord Steam is 8.01%.

There is no dispute among the parties in regard
to the cost of debt. Mr. Collin's recommendation
of 8.01% includes in the cost of the debt the an-
nual interest cost, issuance costs amortized over
the life of the long term debt issue and the an-
nual fees for the letter of credit. Additional costs
of servicing long term debt issues (registrar and
agent fees to banks, the N.H. Municipal Bond
Bank fee, annual remarkeding fees to Shearson-
Lelnnan and the premiums on life insurance on
Roger Bloomfield) are properly designated as
operating expenses, either above or below the

[10] The primary cost of capital issue is the cost
rate to be applied to the equity component. As
Concord Steam is the only regula ted steam
company under our jurisdiction and steam dis-
tribution companies are not followed by the fi-
nancial analyst services (Valueline, etc.), it is
first necessary to determine which utility indus-
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tries are most comparable to steam utilities. Mr.
Collin has testified that while superficially a
steam company appears to most closely resem-
ble water utilities since 'the product flowing
through the company's pipes is water' (Ex 12,
Collin Testimony, p. 11) it also 'competes with
alternate fuels and methods of heating more like
a gas company. Thus, the results from using a
water company sample must be adjusted to re-
flect the additional risks facing the steam com-
pany.'Ibid, p.l2. The Commission agrees with
Mr. Collin's analysis.  The product sold by a
steam company is composed of water and heat.
Concord Steam is clearly rislder than a water
company. However, while it does compete with
alternate fuels and methods of heating like a gas
company, its operational risk is less than that of
a gas company because of its ability to shift
among fuels to produce that heat. We find the
samples proposed by Mr. Collin to be a reason-
able solution to the problem of identifying com-
parable utilities for his DCF methodology.

possible and the appropriate standard of compa-
rability is between the Company and the sample
companies. Mr. Collin's analysis has thus estab-
lished die relevant comparability.

The Company asserts that any result from the
DCF method applied to a sample of large active-
ly traded companies should be increased if ap-
plied to Concord Steam. The Company's argu-
ments in regard to size, location and trading ac-
tivity and the relevance of the findings in Con-
cord Electric, 1978 and Concord Natural Gas,
1982 have been fully analyzed in Manchester
Gas, 1986 and we find nothing in the Company
cross-examination or Brief to cause us to change
those conclusions. The particular form of Con-
cord Steam's ownership creates as many bene-
fits for its stockholder as it does additional risks,
we find that there is no reason to modify the
DCF results to compensate for alleged risks re-
lating to that stockholder's decision to receive
his profits in the font of consulting fees rather
than dividends.

The Company's criticism of Mr. Collin's inclu-
sion of Michigan Energy has been analyzed M
Re Manches ter  Gas  Co. ,  71  NH PUC 446
(1986) (Manchester  Gas,  1986) and there is
nothing in the instant docket to disturb those
findings. The Company offers no rationale for
the exclusion of Bay State Gas other than that
its cost of capital is below the average for the
remainder of the sample. Therefore, we find die
results of the DCF methodology as applied to
the *695 sample of gas companies, and the con-
sequent range for Concord Steam's cost of equi-
ty of 12.43% to 12.82% (average for water utili-
ties to average for gas utilities) to be reasonable.

Finally, in arguing that the best guide to an al-
lowable rate of return is the historic allowed re-
turns adjusted for the Company's present cir-
cumstances, the Company in Brief cites that the
Commission found its 1980 19-20% equity re-
turn only bordering on excessive and a 1983
14.75% return reasonable in its last rate case.
Company Brief, at 61-62. The Company pre-
sumably considers its narrowing customer base
to be a relevant circumstance but overlooks that
one of the changed circumstances to be taken
into account is the general level of interest rates.
In 1980, the prime rate peaked at 21 .25%, and in
1983, it stood at l2.5%. Today's prime rate is
7.5% and other interest rates have similarly de-
clined. If the Commission were to rely simply
on past findings and current conditions to derive
a cost of equity for Concord Steam, based on the
cases cited by the Company, our current find-

The Company errs when it suggests that a prop-
erly applied DCF method requires comparability
between each element of the equation (yield and
dividend) as it relates to the Company and the
sample. Such comparison is neither necessary or

© 2009 Thomson Reuters/West. No Claim to Orig. US Gov. Works.



71 N.H. P.U.C. 667 Page 31

12.75% as a reasonable rate of return for Con-

cord Steam.
inks would be in the range of 7.06 8.70% mod-
iiied by wha tever  other  cir cumstances  the
Commission deemed appropriate. However, the
Commission finds that the more sophisticated
analysis performed by Mr. Collin is the pre-
ferred approach to cost of capital determina-
tions, and we here adopt his recommendation of

Therefore,  for  ratemaldng purposes we will
adopt the following cost of service and cost
rates:

Amount

Component

Ratio

Component

Cost Rate

Weighted Avg.

Cost Rate

s 577,522 .1507 12.75% 1.92%

Type of

Capital

Common

Equity

Long Term

Debt

Total

3,255,000

$3,832,522

.8493

1.0000

8.01% 6.80%

8.72%

*696 v. REVENUE REQUIREMENT Based on the foregoing analysis, we calculated
the Company's revenue deficiency as follows:

RATE BASE

COST OF CAPITAL

REQUIRED NET OPERATING 1nco1v1E

NET INCOME

REVENUE DEFICIENCY

TAX ADJUSTMENT

REQUIRED INCREASE

$3,876,817

8.72%

$338,058

59,455

$278,603

6,69314

$285,296

VI. RATE STRUCTURE In view of the above, we calculate the Compa-
ny's rate per M pounds of steam as follows:

Return on rate base $ 338,058

Test year costs

Add: State Tax Adjustment

Less: Fuel Costs

$2,798,752
6,693

1,692,535

Non Fuel Costs 1,112,910

$1,450,968

Estimated SteamLoad 313,500 M lbs.
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Base Rate

Energy Cost Adjustment

s 4.63

$ 4.55

$ 9.18

We will order the Company to file revised tariff
pages reflecting this rate. The increase approved
herein shall take effect for all service rendered
on or after December 1, 1986.

Concord Steam Corporation on December 9,
1985 reflecting a rate of $10.00 per M pounds of
steam be, and hereby is, rejected, and it is

VII. REFUND
FURTHER ORDERED, that Concord Steam
Corporation file revised tariff pages reflecting
the approved rate, and it is

FURTHER ORDERED, that Concord Steam
Corporation shall instead be allowed to collect
additional annual gross revenues of $285,296 at
a rate of $9.18 per M pounds of steam, and it is

FURTHER ORDERED, that because the tempo-
rary rate increase effective for service rendered
on or after January 1, 1986 is greater than the
increase approved herein, Concord Steam Cor-
poration shall file a detailed calculation of the
amounts overcollected under said temporary
rates, and it is

As stated above, the Commission set temporary
rates at $9.35 per M pounds of steam for service
rendered on or after January 1, 1986 in Report
and Second Supplemental Order No. 18,095 is-
sued on January 29, 1986 (71 NH PUC 104).
Because this decision sets permanent rates at
$9.18 per M pounds, the Company will have to
refund the excess amount that has been co1-
lected from customers since January 1, 1986.
We will order the Company to submit a detailed
calculation of the amounts overcollected during
that period. In addition, as stated above, we will
order *697 the Company to tile a mechanism to
recoup or refund the difference between rate
case recoupment and temporary rate refund. If
the rate case expenses are greater than the tem-
porary rate refund, the mechanism will be a sur-
charge to collect the recoupment, if the rate case
expenses are less, die mechanism will be a re-
fund. Whether the result is a refund or recoup-
ment, the amortization period shall be one year.

FURTHER ORDERED, that Concord Steam
Corporation shall tile an affidavit detailing and
describing the rate case expenses it seeks to re-
cover, and it is

Our Order will issue accordingly.

SUPPLEMENTAL ORDER

FURTHER ORDERED, that Concord Steam
Corporation shall calculate and file a mechan-
ism which will allow it to refund or recoup the
difference between the amounts overcollected
under temporary rates and its rate case expenses
in accordance with Me discussion in the fore-
going Report, and it is

Upon consideration of the foregoing Report,
which is made a part hereof, it is hereby FURTHER ORDERED, that the above-stated

items shall be filed by November 17, 1986 to
allow for sufficient review prior to the Decem-ORDERED, that 7th Revised Page 1 filed by
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Ber 1, 1986 effective date of the increase ap-
proved herein.

By order of the Public Utilities Commission of
New Hampshire this eighteenth day of Novem-
ber, 1986.

FN] Under the Agreement, the Compa-
ny's fuel costs are recovered through
both the base rate and the ECA. $4.50 of
the $8.20 base rate is allocated to recov-
er fuel costs, the remainder are recov-
ered through the ECA. Fuel costs below
$4.50 per M pounds of steam are to be
refunded. The ECA methodology is de-
scribed in detail in the Company's tariff.

FN2 The Company did not seek a re-
opening of the ECA.

31, 1985 filing appropriately designated
the tariff page included therein as 6th
Revised Page No. ll because Ir was
substituted for the original 6th Revised
Page No. 11 filed on May 10, 1985. It
argued that because 6th Revised Page
No. 11 filed May 10, 1985 was sus-
pended but not disallowed, the caption
'6th Revised Page No. 11 was still avail-
able to be used in a substitute page,
While the Company did not agree with
Staffs recommendation as discussed in
footnote 4, it made the change to '7th' to
prevent further delay. The Company ar-
gued that Order No. 18,008 suspending
7th Revised Page No. ll mistakenly pre-
sumes that it is intended to commence a
new rate filing instead of accomplishing
a simple substitution. It therefore argued
that Order No. 18,008 should be mod-
ified, clarified or withdrawn to reflect
the Company's reason for filing it.

FN3 At the October 2, 1985 hearing the
Company indicated it would be willing
to accept October 1, 1985 instead of July
1, 1985 as the effective date for tempo-
rary rates.

FN6 Mr. Landing was also called to tes-
tify by the Company.FNl 7 RSA 369:l
provides as follows:

FN4 The tariff page submitted by the
Company in conjunction with the rate
increase requested in its Motion To Reo-
pen was designated 6th Revised Page
No. 11. The tariff page submitted with
the October 31 filing was likewise des-
ignated 6th Revised Page No. 11. Be-
cause of the confusion that could result
from having two pages wide the same
designation, Staff recommended that the
Company change the designation on the
October filings tariff page from 6th to
7th which, as stated above, the Company
did by letter dated December 9, 1986.

FN5 With regard to Order No. 18,008,
the Company believes that its October

A public utility engaged in business in
this state may, with the approval of the
commission but not otherwise, issue and
sell its stock, bonds, notes and other evi-
dences of indebtedness payable more
Dian 12 months after the date thereof for
lawful corporate purposes. The proposed
issue and sale of securities will be ap-
proved by the commission where it finds
that the same is consistent wide the pub-
lic good. Such approval shall extend to
the amount of the issue authorized and
the purpose or purposes to which the se-
curities or the proceeds thereof are to be
applied, and shall be subject to such rea-
sonable terms and conditions theas
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commission may find to be necessary in
the public interest, provided, however,
that the provisions of RSA 293-A shall
be observed by corporations organized
under the laws of this state in respect of
the corporate audiorization required and
of other formalities to be observed.

Fnll NHH took no position on the tem-
porary rate adjustment to revenues.

FN8 A heating degree day is determined
by subtracting the average daily temper-
ature from 65 degrees. Thus, if the aver-
age daily temperature for a particular
day was 30, it would be recorded as a 35
heating degree day.

FN12 The surcharge approach was uti-
lized in the following rate case deci-
sions: Report and Order No. 17,767 is-
sued on July 25, 1985 in DR 84-239, Re
Concord Electric Co., 70 NH PUC 665,
Report and Order No. 18,294 issued on
June 4, 1986 in DR 85-2, Re Pennichuck
Water Works, Inc.,  71 NH PUC 351,
Report and Order No. 18,365 issued on
August  11 ,  1986 in DR 85-214,  Re
Manchester Gas Co., 71 NH PUC 446.

FN9 There is an error in the Company's
calculation. 7,561 x $3.65 = 27,597.65,
not 27,599.84.

FN13 The Company's sole stockholder is
its President, Roger Bloomfield.

FN10 In an°iving at $39,314, the Com-
pany multiplied $3.65 by 10,771, not
8,058.

FN14 The State tax effect proforma is
calculated as follows:

Rate Base

Equity Component of Return

Income Required

Business Profits Tax Effect

Required Revenue After Taxes

Less Income Required

$3,876,817
1.92%
$4,435
.9175

$81,128
74,435
$6,693

END OF DOCUMENT
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Subsequently, three Formal Complaints
were filed against the proposed rate change,
namely, the Complaint of Michael Malloy,
(Complainant Malloy), et al. at Docket No.
R-00005997C0001, Honorable Steven
Nickol, (Representa t ive Nickol) ,  a t  R-
00005997C0002, and that of OCA at Docket
No. R-00005997C0003.By Opinion and Or-
der entered January ll, 2001, the Commis-
sion suspended the filing by operation of
law until August 22, 2001, unless permitted
by Commission Order to become effective at
an earlier date. (66 Pa. C.S. § l308(d)).

Pennsylvania Public Utility Commission
September 28, 2001

Before Thomas,  cha irman,  Bloom,  vice
chairman, and Wilson, Jr. and Fitzpatrick,
commissioners.

BY THE COMMISSION:

OPINION AND ORDER

Subsequent to the Commission's January 11,
2001 Order, the Parties, with ALJ Debra
Paist acting as a settlement judge, met in an
attempt to amicably resolve the proceeding.
The settlement efforts were not, however,
successful. Consequently, JSC, on or about
April 9, 2001, filed with dies Commission, a
Petition for Extraordinary Rate Relief (Joint
Petition) pursuant to Section l308(e) of the
Public Utility Code (Code), 66 Pa. C.S. §
l308(eJ.

*1 Before the Commission for consideration
are the Exceptions of Jackson Sewer Cor-
poration (JSC) and the Office of Consumer
Advocate (OCA) filed to the Recommended
Decision (RD) of Administrative Law Judge
(ALJ) Herbert S. Cohen, which was issued
on July 26, 2001. Reply Exceptions were
filed by JSC and the OCA.

L HISTORY OF THE PROCEEDING

It is noted that JSC, through local counsel in
York County,  a lso t iled an action in the
Court of Common Pleas against Jackson
Township Authority (Authority) alleging,
inter alia, the imposition of discriminatory
rates against it, and also that the Authority
provide sewage collection services to cus-
tomers within JSC's exclusive certificated
territory without the provision of just com-
pensation. JSC represented that it  would
pass on to its  customers any ra te relief
granted by the York County Court of Com-
mon Pleas pertaining to discriminatory rates.

On or about November 22, 2000, JSC filed
Tariff Supplement No. 8 to Tariff-Sewer PA
PUC No. 1 proposed to become effective
January 22, 2001, for bills rendered on and
after January 1, 2001, for service rendered
on and after September 1, 2000.
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for a Treatment Sewage Surcharge as con-
tained in Supplement No. 9.

(c) The amortization of cleanup and disposal
expenses related to the JSC sewage treat-
ment plant will be accomplished in accor-
dance with JSC's proposed amortization
schedule following the implementation of
the rates provided for herein.

In its Petition for Extraordinary Rate Relief,
JSC requested that the Commission: (1) al-
low the immediate 'pass through surcharge'
for the Authority's treatment costs as billed
to JSC, (2) allow JSC to suspend the collec-
tion of its then existing tariffed rate pending
the resolution of the Commission's investi-
gation pertaining to the requested rate de-
crease at Docket R-00005997 and, (3) pro-
vide for a true-up should the action in the
York County Court of Common Pleas result
in a change in the rates charged to JSC.

Following the execution of the Stipulation
and Agreement, the OTS, as per its terms,
withdrew from the instant proceeding.

Subsequently, on May 24, 2001, the Com-
mission issued its Opinion and Order un-
animously approving same.

On April 19, 2001, the OCA filed an An-
swer to the Petition. On April 19, 2001, a
Prehearing Conference was held, at which
time appearances were entered by JSC, the
Commission's Office of Trial Staff(OTS),
and by the OCA. At the April 19th Prehear-
ing Conference it was determined that while
neither the OTS nor the OCA supported the
emergency relief, neither office would file
objections to the subject Petition.

On May 30, 2001, JSC filed Supplement No.
9 to Sewer-Pa. P.U.C. No. 1. revising rates
for sewer service, establishing a Treatment
Surcharge Adjustment Clause, and describ-
ing die methodology for calculating same.

*2 On May 3, 2001 the Parties filed a Joint
Petition for Settlement (Settlement Petition)
relative to the Petition for Extraordinary
Rate Relief. On May 7, 2001, ALJ Cohen
issued a Recommended Decision approving
the Settlement Petition in its entirety. On
May 14, 2001, the OTS and JSC entered into
a Stipulation and Agreement agreeing to the
following terms:

A Public Input Hearing was held on May 30,
2001, in JSC's service territory. An eviden-
tiary hearing on the base rate proceeding
was held on June 7,2001. The OCA (the on-
ly remaining party actively contesting the
case) offered the testimony of two witnesses
and sponsored three exhibits, The tran-
scribed record consists of 126 pages of tes-
timony. JSC and the OCA filed Briefs.

The ALJ's Recommended Decision was is-
sued on July 26, 2001. Exceptions and Rep-
lies to Exceptions were filed by JSC and the
OCA as noted above.

(a) That the parties agree to amend Supple-
ment No.8 to Tariff-Sewer-Pa. P.U.C. No. 1
to reflect a monthly fee of $18.00, $54.00
per quarter and $216.00 per year, per cus-
tomer. In addition no separate additional
usage charge will be imposed.

II, THE COMPANY

(b) That the Company's tariff shall provide
A description of JSC reprinted Hom pages
4-5 of the Recommended Decision:
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Jackson Sewer Corporation was incorpo-
rated and has been doing business in Penn-
sylvania since 1971. It is authorized to pro-
vide service within certain exclusive areas
within Jackson Township, York County, by
this Commission as evidenced by its Certifi-
cate of Public Convenience.
Jackson Sewer served 194 customers in
Jackson Township, as of July 31, 2000,
namely, 193 residential and 1 commercial
customer. Specifically, JSC's certificated
service area includes both the Twin Pines
and Pine Springs areas. JSC has collection
lines and facilities in place to service the res-
idential development known as Twin Pines.
JSC is also the certificated provider of se-
wage collection services in a development
known as Pine Springs. However, in 2000,
the Jackson Township Sewer Authority laid
its own collection lines in that area and it is
currently providing sewage collection as
well as treatment services for that area. The
Authority's provision of service to the Pine
Springs Area is not before this Commission
and is being litigated in the Court of Com-
mon Pleas of York County. JSC's collection
system is primarily located in the Twin
Pines area and feeds into a 'transmission'
main which heretofore carried the sewage to
the JSC Treatment Plant. As noted above,
the sewage is currently diverted along this
transmission line to a line now transporting
the raw sewage to the Authority's Treatment
Plant.
*3 On or about November 22, 2000 JSC
filed under Supplement No. 8 to Tariff-
Sewer PA. PUC No. l, under 66 Pa. C.S.A.
§ 1308, to become effective January 22,
2001, for bills rendered on and after January
1,2001 and, inter alia, to accomplish a de-
crease in JSC's tariffed rate, and to establish
a 'pass through surcharge' for those charges
incurred by JSC on behalf of its customers

for the treatment of sewage which would
henceforth be provided by the Jackson
Township Authority ('Authority').
Specifically, in Supplement No. 8, the Com-
pany proposed a treatment surcharge, a base
rate decrease, and a surcharge reconciliation
process. The treatment surcharge, or 'pass
through,' provided for a direct pass through
on a dollar-for-dollar basis to Jackson Sewer
customers of those charges now being levied
by the Authority on Jackson Sewer to pro-
vide treatment services to the Company's
customers. The surcharge is presently de-
signed to be $700.00 per year, per customer,
($l75.00 per quarter), and to recover an es-
timated $135,800 in armual revenues. The
Authority' s resolution imposing the sur-
charge also imposed an additional fee of
$7.78 per thousand gallons in excess of
50,000 gallons per day. The total annual
revenue increase proposed represents the per
customer charge JSC will be billed by the
Authority for the Authority' s treatment of
the wastewater of JSC's 194 customers (the
number of customers at the time Supplement
No. 8 was filed).
Supplement No. 8 was designed to reduce
the Company's tariffed base rate by approx-
imately 22%, from an average $312.00 per
year to $240.00 per year (or from an average
metered rate of $78.00 per quarter to a flat
rate of $60.00) per quarter), to reflect the
removal of the costs and expenses relating to
the provision of treatment services from the
Company's own treatment plant, since
treatment services are now being provided
by the Authority.
Supplement No. 8 also proposes a treatment
surcharge adjustment clause, so that the
company will have die ability to bill its cus-
tomers only that amount which it is billed by
the Authority. (JSC M.Br. 2,3).
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II]. DISCUSSION

A. Introduction

term 'preponderance of the evidence' means
one party must present evidence which is
more convincing, by even the smallest
amount, than the evidence presented by
another party. (Id.). The litigant's burden of
proof before administrative tribunals as well
as before most civil proceedings is satisfied
by establishing a preponderance of evidence
which is substantial and legally credible.
(Samuel .L Lansberrv, Inc. v. Pa. PUC, 578
A.2d 600, 602, (Pa. Cmwlth. 1990)).

According to JSC, the instant proceeding
involves questions regarding the fairness of
its base rate claim. JSC submits that its
claim for operating revenues, expenses, de-
preciation, taxes, as well as its rate of return,
and its rate structure should be found to be
fair and reasonable. As such, JSC requested
a total rate base of $48, 994.00.

The OCA recommends that the Commission
set a maximum yearly rate of $700.00 per
customer. The OCA submits that this
represents a full retail rate and reflects
treatment, collection, and billing services. In
the event the Commission rejects its primary
recommendation of $700.00 per customer,
the OCA submits that die Company's rates
should be reduced by $47,247.00 resulting
in a revenue requirement of $l3,435.00.

in the instant matter, we have carefully con-
sidered the concerns and arguments of the
parties, contained in the hearing transcripts,
Briefs, Exceptions, and Reply Exceptions.
Initially, we note that we are not required to
consider expressly or at great length each
and every contention raisedby a party to our
proceedings. (University of Pennsylvania v.
Pennsylvania Public Utility Commission,
483 A.2d 1217, 1222 (Pa. Crnwlth. 1984)).
Any argument that is not specifically ad-
dressed shall be deemed to have been duly
considered and denied without further dis-
cussion.

B. JSC Rate Base Claims

1. EngineeringFees

Pursuant to Section 332(a) of the Public
Utility Code (Code), 66 Pa. C.S. § 332(al,
the Complainant, as the party bringing the
action, bears the burden of proving that he is
entitled to relief. Section 3l5(a) of the Code
provides that 'In any proceeding upon mo-
tion of the Commission, involving any pro-
posed or existing rate of any public utility,
or in any proceeding upon complaint involv-
ing any proposed increase in rates, the bur-
den of proof to show that the rate involved is
just and reasonable shall be upon the public
utility.' (66 Pa. C.S. § 315(all.

(a) Positions of the Parties

JSC claimed the net book value of Engineer-
ing Fees from 1983 of $3,727.00, and engi-
neering fees Hom 1984 of $2,594.00 in rate
base. JSC has also included the concomitant
Annual Depreciation Expense related to
these rate base items in this case.*4 The Supreme Court of Pennsylvania has

held that the term 'burden of proof' means a
duty to establish a fact by a preponderance
of the evidence. (Se-Ling Hosiery v. Mar-
Quiles,364 Pa. 45, 70 A.2d 854 (1950)). The

The OCA recommended an adjustment to
remove the claimed amount from rate base.
The OCA reasoned that JSC failed to pro-
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vide adequate justification for including the
net book value of these Engineering Fees in
rate base.

(b) ALJ Recommendation

*5 The OCA rejoins that JSC has the burden
of proof in this proceeding. The OCA points
out that in its initial interrogatory response,
JSC indicated that  the Engineer ing Fees
were rela ted to the treatment plant .  The
OCA notes that although JSC revised its re-
sponse, it never produced any documenta-
tion to support the revision. The OCA ar-
gues that an item cannot be included in rate
base without evidence that it is 'used and
useful' in providing utility service. (OCA
R.Exc., pp. 3-4).

(d) Disposition

The ALJ proffered the following resolution
of this issue:
While Mr. Stoltzflus testified that ' ...from
my recollection, [those fees] were paid to
Gordon Brown and Associates who was the
engineer  for  t he development  of  T win
Pines,' he produced no evidence/documents
or other justification to support said claim.
As noted by OCA, the burden of proof to
establish the justness and reasonableness of
every element of the rate increase request is
upon the Company. 66 Pa. C.S. § 3l5(a).
Moreover, the evidence adduced by a utility
to meet this burden must be substantial. See,
B r o ckwa y  Gl a s s  v .  Pa .  PUC . 6 3  P a .
Commw. 238, 437 A.2d 1067 (1981), Eurle-
son v. Pa. PUC, 501 Pa. 433, 461 A.2d 1234
(1983). The Company has not met these cri-
teria. Accordingly, I recommend adoption of
the ()CA's engineering adjustments as noted
supra.

Pursuant to Section 332(a) of the Public
Utility Code (Code), 66 Pa. C.S. § 332(a),
the party requesting affirmative relief from
the Commission bears the burden of proof in
the proceeding .

(R.D., p- 15).

(c) Exceptions and Replies

The record clearly shows that JSC offered
inadequate evidentiary support for its claim.
As the ALJ noted, JSC offered only the re-
collection of its President regarding the fees.
(R.D., p. 13). JSC's Exceptions do not refute
that finding. We find that JSC's evidence did
not  r ise to the level required by Section
332(3) of the Code, 66 Pa. C.S. § 332(a).
(See Brockway Glass v. Pa. PUC, 437 A.2d
1067 (Pa. Cmwlth. 1981) and Burleson v.
Pa.  PUC, 461 A.2d 1234 (Pa .  Cmwlth.
1983) cited by the ALJ). Therefore, we will
deny JSC's rate base and concomitant An-
nual Depreciation Expense claims without
further comment.

Accordingly, the Exceptions of JSC relative
to this issue are denied.

JSC argues that its President testified under

oath that these Engineering Fees were for

the design of the collection system, and do

not relate to the treatment facilities which

are being removed from rate base. JSC ar-

gues that its inability to produce documents

to support these costs should be excused be-

cause it would be unreasonable to expect

copies of invoices for items which have

been in rate base for eighteen years. (JSC

Exe., pp. 9-10)

2. Vehicle and Equipment Costs
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(a) Position of the Parties ALJ further noted that the Pace American
trailer is needed to transport the generator
for service calls. The ALJ recommended
that the Dodge truck topper not be included
in the rate base as the record did not provide
information regarding the use of the topper.
(R.D., pp. 14-16)

JSC requests a rate base of $48, 994.00. In-
cluded in this f igure are the following: (1)
Dodge truck topper, $248.00 (original cost
$450.00 less depreciation reserve o f
$202.00); (2) 1997 Pace American trailer,
$3,062.00 (original cost $5,479.00 less de-
preciation reserve of $2,417.00), and, (3)
Honda generator (original cost $4,200.00
less depreciation reserve of $726.00). JSC
states that these items are used by the Com-
pany's Owner/Manager, Kenneth Stoltzfiis,
in the provision of the Company's collection
serv ices and, therefore, are properly in-
cluded in the rate base. (JSC M.B., pp. 25-
26).

(c) Exceptions and Replies

*6 JSC excepts to the ALJ's disallowance of
the cost of the Dodge truck topper, less its
depreciation expense, from the rate base.
JSC contends that its testimony demon-
strates that the truck topper is used in the
transportation of equipment and supplies,
including the Honda generator and chemi-
cals relating to the provision of sewer utility
service. (JSC Etc., pp. ll-12).The OCA asserts that the Dodge truck top-

per, Pace American trailer, and Honda gene-
rator should be removed from the rate base.
The OCA argues that JSC has no employees
and that all of its service operations are per-
fonned by outside contractors. As such,
there is no reason for the customers to sup-
port the costs of company-owned vehicles.
The OCA further argues that there are no
pumps or other electricity-dependent items
remaining in the rate base, and that JSC has
not provided any details regarding the ongo-
ing use of the generator. Thus, there is no
justification for the inclusion of this item in
the rate base. (OCA M.B., pp. 12-13).

OCA rejoins that the ALJ acted reasonably
by disallowing JSC's claim to include the
truck topper in the rate base. OCA notes that
the Company has not provided any infonna-
tion regarding what supplies and chemicals
are being transported on an ongoing basis
related to the operation of the collection sys-
tem. OCA argues that just because the com-
pany owns an item does not justify its inclu-
sion in the rate base. (OCA R. Exe., pp. 3-
4).

(b) AL,/Recommendation

The OCA also filed Exception to the ALJ's
approval of do JSC's claims for the Honda
generator and the Pace American trailer.
OCA argues that the Company must first
establish that these items are used for pro-
viding utility service. OCA submits that JSC
does not have a plant or other equipment
that is electricity-dependent. Based on the
foregoing, OCA maintains that there is no
reason to include the cost of the generator.
OCA further submits that JSC's service op-

The ALJ approved JSC's request to include
the Honda generator and the Pace American
trailer in JSC's rate base. The ALJ noted that
Mr. Stoltzfus makes emergency service calls
when necessary, and that the generator is an
essential piece of equipment that can be uti-
lized in any service-related emergency. The
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verify that Jackson Sewer's lines are flowing
properly. Additionally, if there are accidents
involving Jackson Sewer facilities ...I must
respond no matter what.

rations are performed by outside contrac-
tors. As support for its position dirt there is
no evidence of record related to the present
usefulness of the generator and trailer, the
OCA asserts that JSC has not had any cus-
tomer complaints in the past year. The OCA
argues that although the generator and trailer
may have been used in the past to provide
utility service, there is no credible evidence
dirt the equipment is currently used for such
purposes, or will be so used in the fume.
(OCA Etc., pp. 8-9).

*7 (JSC St. No. 4, pp. 2-3).

JSC submits that it did not include pumps or
other electricity-dependent equipment in the
rate base because all such items have been
fully depreciated. Therefore, the Company
submits that OCA's argument that there is no
need to include the electrical generator and
the trailer  which transports it ,  must fail.
Lastly, JSC notes that die lack of customer
compla ints  aga ins t  JSC is  unrela ted to
whether or not the equipment claimed in the
rate base is used in providing utility service.
(JSC R.Exc., pp. 6-8).

(d) Disposition

The ALJ recommended that JSC be allowed
to include its vehicle and equipment costs in
its rate base, with the exception of a 'truck
topper.' The ALJ's reason for not including
the topper in the rate base was simply that
'nothing in the record tells me what, if any-
thing, the Topper is still being used for. '
(R.D., p. 14). On review of the record, we
find the ALJ's analysis on this issue to be
overly strict and not in accord with the evi-
dence.

JSC, in its Replies, rejoins that the evidence
indicates that the Honda generator and the
Pace American trailer are used in the con-
tinuing provision of sewage collection ser-
vice. JSC referred to the testimony of Mr.
Stoltzfus to rebut OCA's argument that be-
cause the Company has no employees, it has
no use for service equipment. Mr. Stoltzfus
testified as follows:
I am the Manager and must respond to all
operational service calls. IfI have the ability
to resolve the problem, I do.  I also must
make a determination as to whether to enlist
the assistance of a contractor. If there is a
problem anywhere in JSC's systems, collec-
tion systems, and I receive a call concerning
the power, I have to have alternative power
sources, hence JSC has the Honda Generator
($3,474) for pumps and lighting if the call
comes at night, or if there is a power failure
and I need light to determine what the nature
of the problem. I am the individual who re-
sponds. I have done so in various situations
including the loss of power when an electric
transformer in the area exploded. Due to the
loss of power, we had to use the generator
for  power  for  l ights  and power  for  the
pumps. When customers call Jackson Sewer
with sewage problems, and indicate their
commode isn't worldng, I have to go out and

JSC presented evidence that the Pace Amer-
ican trailer and the Dodge truck topper were
'used for the transportation of supplies and
chemicals relating to sewer service.' (JSC
St. 4, p. 3). As noted by JSC in its Excep-
tions, 'the Track Topper is used in the trans-
portation of equipment and supplies, includ-
ing the Honda Generator and chemicals re-
lating to the provision of sewer utility ser-
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vice.' (JSC Etc., p. 12). being sewed at the end of
---'(Id-)-

the test year

2. ALJ Recommendation

*8 The ALJ recommended that the Commis-
sion reject the OCA's proposed annualiza-
tion adjustment. He found that the proposed
annualization adjustment had, in effect, been
accomplished by JSC's claim. Also, the ALJ
concluded that the OCA's proposal would
ignore the actual circumstances pertaining to
the number of customers sewed by JSC.
(R.D., p. 17).

It is well settled that when a utility's proper-
ty is used and useful in the public service its
cost is properly included in the rate base
upon which the return is calculated.
(Barasch v. Pennsvlvania Public Utiliiv
Commission, 516 Pa. 142, 164, 532 A.2d
325, 335-336, (1987). As demonstrated by
die evidence presented, the truck continues
to be used by JSC in the provision of its col-
lection services. We, therefore, conclude
that the topper necessarily is also used. Ac-
cordingly, we shall grant the Exceptions of
JSC and permit the $248.00 (original cost of
$450.00 less depreciation reserve of
$202.00) claimed by JSC for the topper, to
be included in the rate base.

3. Exceptions and Replies

C. Operating Revenues

I. Positions of the Parties

JSC calculated operating revenues based on
actual revenues collected from its customers.
JSC claimed $59,118.00 in sales revenues
and $154.00 in customer penalties, for total
operating revenues at present rates of
$59,272.00 (See JSC M.B., pp. 27-28 citing
JSC St. 5, p. 3).

In its Exceptions, the OCA argues that the
actual revenues received by JSC do not ac-
curately reflect Me future revenue require-
ments of the Company. According to the
OCA, JSC did not provide sufficient evi-
dence regarding residences in the system
that did not receive service during the test
year. Therefore, the OCA contends that op-
erating revenues in this case must be calcu-
lated by considering the revenue potential of
all the residences in the system. (OCA
Exc.,pp. 10-ll). The OCA emphasizes dirt
its adjustment is based on the number of
customers (194) being served by JSC at the
end of die test year. (OCA Exo., p. 11).The OCA took the position that JSC's oper-

ating revenues should be determined by
multiplying JSC's present rate ($78.00 per
quarter per customer) by the number of sew-
er connections (194), for a total of
$60,528.00. Thus, the OCA proposed an ad-
justment of $1,410.00 to JSC's claim. (R.D.,
p. 16). The OCA's proposed operating reve-
nue detennination was based on, inter alia,
application of a revenue annualization ad-
justment based on ' ...a utility's annual sales
revenues based on the number of customers

JSC rejoins that the OCA's method of calcu-
lation does not accurately reflect JSC's fu-
ture revenue requirements because it results
in an overstatement of revenues by amounts
that JSC has not, and cannot be expected to
collect. JSC maintains that actual revenue
figures accurately reflect its revenue re-
quirements.

4. Disposition
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We note that the objective of test year fig-
ures is to reflect typical conditions.Dauphin
Const. Water Supplv Co. v. Pa. PUC, 423
A.2d 1357 (Pa. Cmwlth. 1980). Moreover,
we generally rind it proper to adjust test year
figures when revenues for the test year do
not accurately indicate future revenue trends
due to unusual circumstances. (Peoples Nat-
ural Gas Co. v. Pa. PUC, 409 A.2d 446 (Pa.
Cmwlth. 19791, Green v. Pa. PUC, 473
A.2d 209 (Pa. Cmwlth. 19841).

There is no indication in the record that the
actual revenues collected by JSC were af-
fected by any unusual circumstances. To the
contrary, testimony presented supports the
conclusion that the revenues actually col-
lected during the test year were typical. For
example, it was noted by witness Flicldnger
that 'there are frequently unoccupied resi-
dences on the system.' Further, we note that
JSC's calculations take this fact into account.
The OCA's calculations do not. Therefore,
we conclude that the operating revenues
claimed by JSC reasonably reflect future
revenue trends and that adoption of the
OCA's proposed adjustment would lead to
an overstatement of revenues. Accordingly,
we will deny the OCA's Exceptions. The
recommendation of the ALJ relative to this
issue is, hereby, adopted.

$3,200.00 fee for clerical expenses. JSC
submits that Mr. Stoltzfus is the sole person
managing and ¢a1l1'>'i118 out the daily opera-
tions of the Company. JSC presented the
following testimony regarding the services
Mr. Stoltzfus performs for JSC:
*9 °Mr. Stoltzfus is responsible for reading
and monitoring meters because JSC no
longer employs an outside company to per-
form this task,
• Additional work will be required of Mr.
Stoltzfus related to the breakdown and clean
up of the facility,
• Mr. Stoltzfus has ongoing responsibilities
related to the rate case and the matter in the
Court of Common Pleas,
• JSC intends to change from a quarterly to a
monthly billing cycle, which will necessarily
increase Mr. Stoltzfus' workload,
• JSC does not operate like large water com-
panies which have managers for each ac-
count section such as distribution, metering,
and pumping, instead, Mr. Stoltzfus manag-
es each division,
• Mr. Stoltzfus is on call and responsible for
service calls 24 hours a day, every day,
• Mr. Stoltzfus spent approximately 560
hours working for JSC in 2000,
• The $10,000.00 fee breaks down to ap-
proximately $192.00 per week for 24-hour,
on-call service by Mr. Stoltzfus.

Mr. Stoltzfus is not paid an hourly rate by
JSC, he works under a set contract fee.

D. Expenses

1. Management Fees
JSC submits that a $10,000.00 management
fee is extremely modest given the expansive
list of duties carried out by Mr. Stoltzfus.
(JSC M.B., pp. 29-32, Tr., pp. 64, 79).(a) Position of the Parties

JSC claimed expenses of $13,200.00 for
clerical support costs and management fees.
Specifically, JSC claimed a $10,000.00
management fee for Mr. Stoltzfus and a

The OCA does not contest JSC's claim of
$3,200.00 for clerical fees. However, OCA
contends that if  any management fees are
allowed, they should not exceed $l,500.00.
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OCA argues that the majority of the admin-
istration of the system was related to treat-
ment plant functions. As JSC no longer has
to carry out treatment plant related duties
such as submitting monthly discharge re-
ports to the Department of Environmental
Protection (DEP), the OCA believes that the
majority of the remaining work will be per-
formed by contractors. The OCA argues that
JSC failed to provide any itemized evidence
to support the management or clerical fees.
Further, OCA argues that the breakdown
a nd  c l ea n- u p  wor k  d i s c u s s ed  b y  M r .
Stoltzfus is not performed on an annual ba-
sis and, therefore, cannot support a request
for normalized level of management fees.
(OCA M.B., pp. 17-22).

with an affiliated interest. Furthermore, Sec-
tion 210249, 66 Pa. C.S. § 2l02(c), places
the burden of proof upon a utility to show
that amounts paid under such a contract 'are
not in excess of the reasonable price for fur-
nishing such services, and that such services
are reasonable and proper.' The OCA cites
Burner v. Pa. PUC, 382 Pa. 622, 116 A.2d
738 (1955), in support of its argument that a
utility must meet the statutory burden of
providing adequate evidence related to its
dealings with affiliates and that a utility
must prove dirt the costs of its dealings with
such affiliates are reasonable. (OCA Exc.,
pp. 12-18).

(b) ALJRecommendation

*10 JSC rejoins that the ALJ was correct in
recommending the allowance of its man-
agement  fees  ba sed on the evidence of
record. JSC cited the Commission's decision
in Pa. PUC v. Fawn Lake Forest Co., 77 Pa.
PUC 153. (1992), in support of its argument.
In Fawn Lake, the Commission granted the
PresidentManager of a utility a salary based
on the expansive list of duties he was re-
sponsible for performing 365 days a year.
JSC noted that because Mr. Stoltzfus has no
dealings with affiliates, neither Section 2102
of the Code, nor the Berger case is applica-
ble here.

The ALJ approved JSC's request for a
$10,000.00 management fee and $3,200.00
in clerical support costs. The ALJ denied
OCA's subsequent recommendation that the
management fee be reduced by $8,500.00.
The ALJ stated that $10,000.00 management
fee is reasonable given the scope of the
functions performed by Mr. Stoltzfus. The
ALJ recommended, however, that Mr.
Stoltzfus submit to the Commission, the
contract entered into between JSC and him-
self (R.D., pp. 17-21) (d) Disposition

(c) Exceptions and Replies We note that the OCA correctly indicates
that the Code requires scrutiny of Affiliated
Interests Expenses pursuant to Sections
2101-2107 of the Code, 66 Pa .  C.S.  §§
2101-2107. Section 2101(1) defines an affi-
liated interest as 'every corporation and
person owning or holding directly or indi-
rectly 5% or more of the voting securities of
such public  u t i l i ty. ' (66 Pa. C.S. §
2102(l)).Section 2l02(c) places the burden

The OCA excepts to the ALJ's allowance of
the Company's claim for $10,000.00 in
management fees, arguing that the proposed
sum is unsubstantiated and, therefore, not in
accord with the Code. The OCA argues that
Section 2l02(a) of the Code, 66 Pa. C.S. §
2l02(a), requires Commission approval of
contracts or arrangements a utility may have
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eluded in the rate base.

2. General Ojice Expense

of proof upon the utility to show that
amounts paid under an affiliate contract 'are
not in excess of the reasonable price for fur-
nishing such services and that such services
are reasonable and proper.' (66 Pa. C.S. §
2102(c)).

(a) Positions of the Parties

Mr. StoltzfUs is the sole shareholder and
owner of JSC, and for all intents and pur-
poses, his dealings with JSC are dealings
with himself This situation is unique and
different from Burner, which involved a util-
ity dealing with a separate entity. The instant
matter is more easily compared to the situa-
tion M Fawn Lake, where we granted a
management fee of $36,000.00 to the Presi-
dent/Manager of a small water utility, and a
$12,600.00 salary to the Office Manager,
when a detailed but not exhaustive list of
duties and responsibilities was provided. In
that case, we rejected OCA's argument that
an itemized list of management's time was
critical to the allowance of the fees in the
rate base. FN1

JSC claimed a total general office expense
of $2,930.00. This sum included rent for a
separate building, utilities, and office costs,
such as the use of a copier and fax machine.
(R.D., p. 22, JSC Brief, p. 32).

The OCA contended that because $2,520.00
of the amount claimed related to rent paid to
Mr. StoltzfUs, JSC's claim for general office
expenses trust be treated as an affiliated in-
terest transaction. The OCA fiirther argued
that Section 2106 of the Code, 66 Pa. C.S. §
2106, required JSC to provide proof of its
actual costs and reasonable allocations
among JSC and other affiliated business in-
terests with respect to the general office ex-
pense. According to the OCA, JSC failed to
provide such proof Therefore, Me OCA
took the position that the entire $2,930.00
must be disallowed. (OCA St. 1-S, pp. 5-6).Mr. Stoltzfus explained that he is not com-

pensated on an hourly basis and thus keeps
no timekeeping records. Mr. Stoltzfus esti-
mated that he spent approximately 560 hours
working for JSC in 2000. Although, as noted
by OCA, Mr. Stoltzfus' workload will likely
decrease, because he is no longer responsi-
ble for treatment plant related duties, he re-
mains responsible for all billing and 24-hour
emergency maintenance. Also, as correctly
noted by OCA, given Mr. Stoltzfus' testimo-
ny regarding the many duties he performs
for JSC 365 days a year, both day and night,
we believe that a management fee of
$10,000.00 is reasonable.

(b) ALJ Recommendation

Accordingly, we shall grant JCS's request
that the $10,000.00 management fee be in-

*11 The ALJ recommended that the Com-
mission grant JSC's claim for general office
expenses in the amount of $2,930.00. ALJ
Cohen, referring to his discussion regarding
JSC's claim for Management Fees, supra,
rejected the OCA's position on the applica-
bility of the affiliated interest provisions of
the Code to the transactions involved with
JSC and Mr. Stoltzfus. (R.D., p. 23). ALJ
Cohen, noting that Mr. Stoltzfus has no oth-
er business interests and is not a salaried
employee or officer of any other corpora-
tion, additionally concluded that the
$245.00 per month rent expense (inclusive
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of rent, utilities, use of copier and fax ma-
chine) was reasonable. (Id.).

(c) Exceptions and Replies

highest possible return to the ultimate own-
ers is incompatible with the semi-public na-
ture of the utility business, which the man-
agement directs. It therefore follows that the
commission should scrutinize carefully
charges by affiliates, as inflated charges to
the [utility] may be a means to improperly
increase the allowable revenue and raise the
costs to consumers ....'

In its Exceptions, the OCA contends that the
ALJ erred in finding that JSC provided suf-
ficient support for its claim for general of-
fice expenses. Specifically, the OCA argues
that Section 2106 of the Code. 66 Pa. C.S. §
2106, must be strictly construed as requiring
JSC to provide records detailing charges for
utilities, the square footage of the JSC of-
fice, and comparable rental rates. According
to the OCA, JSC's failure to provide such
records prevents this Commission from de-
tennining whether Mr. StoltzfUs' charges for
general office expenses are reasonable.
(OCA Exc., p. 18).

(See also , 66 Pa. C.S. § 2102(c), Butler
Twp. Water Co. v. Pa. PUC, 473 A.2d 219
(Pa. Cmwlth. Ct. 1984)).

JSC maintains that testimony presented by
Mr. Stoltzfus was sufficient to support its
claim. (JSC R. Exe., p. 10).

(d) Disposition

We note that Mr. Stoltzfus offered die fol-
lowing testimony in support of JSC's claim
for general office expense:
This rent was included in our last rate pro-
ceeding. JSC does not own the properly.
JSC does not pay utility bills, it does not
have a separate phone line, electricity
charges, or office equipment such as a com-
puter, copier, typewriter, or fax machine.
The amount of $2930 for general office ex-
pense which includes rent and also utilities,
is extremely low and constitutes less than
$245.00 per month It is unreasonable to
assume JSC can occupy office space for free

I believe that JSC saves money with this
arrangement, because the alternative, which
would require renting space at some other
location, would require JSC to pay rent, lia-
bility insurance, property insurance, maM-
tenance costs such as snow removal and
grass cutting, utilities, and require additional
time and money for me to travel to JSC's
offices. Simply the cost of covering utilities
in an alternate location could well exceed
$250.00 per month.

*12 (R.D., p. 22).

In Pa. PUC v. Pa.-American Water Co., 82
Pa. P.U.C. 381, 391-92 (Order entered July
26» 1994), we stated the responsibilities of a
utility in regard to affiliated interest transac-
tions:
The utility [has] a two-fold burden: f irst, to
show that the inter-affiliate transaction was
reasonably necessary, and second, to dem-
onstrate that the amounts paid or payable
therefor 'are not in excess of the reasonable
costs of furnishing such services.' The wis-
dom of imposing such an obligation on the
utility is pointed out in Solar Electric Co. v.
Pennsylvania Public Ut il i ty Commission,
137 Pa. Superior Ct. 325, 374, 9 A.2d 447,
473 [(l939)], where it was said: 'The desire
of public utility management ...to secure the Mr. Stoltzfus further indicated dart the office
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reminded that one of the generally accepted
rate-maldng principles is that uti l i t ies are
permitted to set rates which wi l l  recover
those operating expenses, reasonably neces-
sary  t o provide service to customers.
(Western Pa. Water Co. v. Pa. PUC, 422
A.2d 906 (Pa. Cmwlth. Ct.  1980), Butler
Twp. Water Co. v. Pa. PUC, 473 A.2d 219
(Pa. Cmwlth. Ct. 1984)1.

space was not shared with any of his 'other
business interests,' because he had none. He
also stated that '[t] he address is the same as
my home ...but it's not the same building
[a]l1 the equipment, the utilities, all the costs
and equipment that are tied to that office is
for Jackson Sewer only.' (Tr. 57, 62). Final-
ly, Mr. Stoltzfus testified that he was not an
employee or officer of any other company or
corporation. (Tr. pp. 64, 82). Additionally,
we note that OCA Witness Kraus testified
that rent is generally a normal cost of doing
business. (OCA St. l S, pp. 5-6).

For the above reasons, we will deny the
OCA's Exceptions.

3. Rate Case Expense

(a) Positions of the Parties

JSC claimed a rate case expense of
$18,000.00, amortized over three years, or
an annual rate case expense level of
$6,000.00. (R.D., p. 24, JSC Brief, p. 35).

The OCA accepted Me rote case expense of
$18,000.00 claimed by JSC. However, the
OCA recommended that the expense be
normalized rat. her than amortized and that
the normalization period be five years randier
than three. (R.D., p. 25, OCA Brie£ p. 23).

Based on our examination of the record evi-
dence, we conclude that JSC's $245.00 per
month all inclusive rent expense claim is
'reasonable and proper.' In so concluding,
however, we note dirt JSC has not complied
with all of the technical requirements of
proof set forth in Section 2106 of the Code,
66 Pa. C.S. § 2106. Nevertheless, Section
2106 provides, in pertinent part 'The com-
mission may, where reasonable, approve or
disapprove such contracts or arrangements
without the submission of such cost records
or accounts.' Based on the foregoing, we
conclude that JSC has sufficiently justified
this expense as reasonable. Therefore, denial
of the expense claimed is not warranted in
this case.

(b) ALJ Recommendation

We note that evidence of reasonable alloca-
tions among JSC and odder affiliated busi-
ness interests, as required by Section 2106,
was not available in this case because there
were no other business interests involved.
Thus, there was no apportioning between
other business interests to be done. We fur-
ther note that sufficient evidence was pro-
duced to allow us to conclude that the ex-
penses claimed by JSC were neither exces-
sive nor unreasonable. Moreover, we are

The ALJ recommended that the Commission
adopt a rate ease expense adjustment based
upon a five-year normalization of the total
rate case expense of $l8,000.00. (R.D., p.
25). His reasoning was explained, as fol-
lows:
Expenses which will probably occur again,
albeit irregularly and infrequently should be
amortized. See Pa. P.UC. v. York Water
Co., 78 PUR ad 113, 132 (1968). However,
expenses, which are regularly recurring,
should be normalized. Normalized simply
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means that a normal, annual amount of ex-
pense is determined and included in rates.
Thus, normalization should be applied in the
instant situation. I am constrained to follow
the precedents established in the eases cited
by OCA, supra.
*13 Accordingly, I recommend adoption of
OCA's adjustment to the Company's claim
for annual rate ease expense. Thus, the ad-
justment to the Company's claim for annual
rate ease expense, using a five-year normali-
zation period, is $2,400 ($l8,000/5=$3,600;
$3,600-$6,000=[$2,400]. OCA St. 1, pp. 16-
17.

Haven, Docket No. R-00943156 (Order en-
tered July 6, l 995)). In fact, we have con-
cluded in previous eases that historical expe-
rience should not be utilized as a guide for
normalization allowance when it is known
that such experience is not representative of
the future. (Id.). In such cases, we have con-
cluded that it is proper to use other factors,
such as the prospect of an impending rate
increase request, to determine the nonnaliza-
tion period. (Id.) .

(R.D., p. 25).

(c) Exceptions and Replies

In its Exceptions, $SC argues that the ALS
erred in recommending a normalization pe-
riod of five years. JSC maintains that the
normalization period should be no more Dian
three years because, given the company's
current financial circumstances, it

It is clear that history is not indicative of the
future in this case. Given the uncertain fi-
nancial situation in which JSC finds itself
frequent filing of rate cases appears likely.
Under the circumstances, we conclude that a
three-year normalization period is appropri-
ate. Accordingly, we will grant JSC's Excep-
tions and allow JSC to recover a level of rate
case expense of $6,000.00 based upon a
three-year normalization of estimated rate
case expense of $l8,000.00. Therefore, the
Exceptions of JSC relative to dies issue are
granted.

4. Amortization ExpensesThe OCA, in its Replies, asserts that the
five-year period should be used because it
has been five years since JSC last filed a rate
case.

(a) Positions of the Parties

(d) Disposition

The ALJ appears to have adopted the OCA's
argument that a live-year normalization is
appropriate because it has been five years
since JSC's last rate case. However, we note
that die frequency of rate case filings is not
the sole criterion for determination of a
proper normalization period. (See, Pa. PUC
v. Western Utilities, Inc., Docket No. R-
00963856, (Order entered January 28,
1998), Pa. PUC v. Borough of Schuylkill

JSC proposed that the costs for the follow-
ing expenses be amortized over a period of
time between seven and ten years: (1) Scop-
ing and repairing the collection lines, esti-
mated at a cost of $30,000.00 and amortized
over a period of ten years for an annual ex-
pense of $3,000.00, (2) cleaning the lines,
estimated to cost $21,000.00 and amortized
over a period of seven years for an annual
expense of  $3,000.00,  (3)  c leaning the
sludge pond, estimated at $25,000.00 and
amortized over five years for an annual ex-
pense of $5,000.00, and, (4) plant closing
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costs to clean up and dismantle the plant,
estimated at $21,000.00 and amortized over
a period of seven years for an annual ex-
pense of$3,000.00. (JSC M.B., p. 37).

*14 The OCA, through its witnesses Kraus
and Fought, opposed JSC's claims for amor-
tization expenses associated with line scop-
ing and repair, line cleaning, and treatment
plant dismantling projects, based on die po-
sition that none of the projects had begun
nor had any costs been incurred by JSC.
(OCA M.B., p. 24).

The OCA further contested the proposed
amortization period for scope and repair
work claimed by JSC. The OCA proposed
that the costs of a project of this magnitude
should be depreciated, over the remaining
life of the lines in service. This would be for
a period of twenty-tive years as of Decem-
ber 31, 2000, as shown on the Depreciation
Schedule contained within Exhibit A to JSC
Statement No. 1, and resulted in an annual
depreciation cost of $l,200.00, or $1,800.00
less than the annual cost claimed by JSC.
(R.D., p. 28).

Specifically, with regard to scope and repair
lines, the OCA observed that the project had
not been started and no costs have been in-
curred. The OCA further criticized JSC's
general history of timeliness for completing
DEP projects and the implications for this
particular project. Also, the OCA noted that
JSC did not begin the bidding process to se-
cure a contractor for the project and sug-
gested that the Company would initiate the
projects only if its proposed rate increase
were granted. (OCA M.B., p. 26-27).

Again, the OCA, alternatively pointed out
that assuming that JSC had completed clean-
ing the sludge pond and plant closing
projects, it would lengthen the proposed live
and seven year amortization periods. The
OCA proposed an adjustment resulting in an
amortization expense of $1,667.00 for clean-
Mg the pond and $1,400.00 with respect to
dismantling the plant. (R.D., p. 29).

(b) ALJ Recommendation

ALJ Cohen agreed with the position of the
OCA. He concluded that the costs for the
above-cited projects should not be permitted
until the actual work is completed. (R.D., p.
30). Also, when such work is completed, the
ALS would further recommend adopting the
OCA's proposed lengthened amortization
periods, where applicable. (Id.).

With regard to line cleaning, the OCA takes
the position that the claim is premature. Fur-
ther, the OCA points out that JSC's claims
that the lines will be cleaned every seven
years is belied by the record. The record in-
dicates that the lines had been in service
since 1975, and have never been cleaned.
(OCA M.B., p. 27 citing OCA St. l, p. 20).
The OCA challenges the Company's claim
tha t  the project  will be as  extensive as
claimed. FN2

(c) Exceptions and Replies

Concerning plant closing costs, the OCA
again objects based on the fact, inter alia,
that the project has not been started and no
contractor has been selected.

JSC tiled extensive Exceptions to the ALJ's
recommendation. (JSC Exe., pp. 12-24). We
have carefillly reviewed these Exceptions.
The Exceptions De not cite this Commission
to any portion of the record to support a de-
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tennination that the expenses are certain to
be incurred within six months from the end
of the test year. Essentially JSC argues that
the utility is a small company operating at a
deficit, and cannot assume out of pocket
costs without seine definitive manner in
which to recover the tests. (See e.g., JSC
EXC., p. 17, 21, 23).

for unanticipated, extraordinary, and nonre-
cunring expenses. Fn3The OCA specifically
responds to JSC's Exceptions regarding the
individual projects for which it seeks ex-
pense recognition by arguing that JSC has
presented no reason why its ratepayers
should, at this time, be responsible for bear-
ing the costs of scoping and repairing the
collection lines. To the extent such lines
need repair as a result of damage caused by
the Authority, the OCA notes that the pend-
ing litigation, which includes a claim for
damages to JSC's collection lines, will not
allow its customers to recoup any monies
they have paid for such work. Consequently,
the OCA asserts that JSC would have the
opportunity to collect twice for this expense.

*15 JSC further points out that due to the
age of its system, the manner in which se-
wage collection services are new to be pro-
vided, and the new requirements under the
Township's Code, it has an obligation on an
ongoing basis to check the integrity of its
system (scoping and repair collection lines),
comply with DBP regulations (sludge pond
cleaning), and to act to avoid DEP related
lines (plant closing costs) . Additionally, the OCA would distinguish

JSC's circumstances from diode in Pa. PUC
v. The York Water Co., 78 PUR ad 113, 131
(1968). The OCA explains that in York Wa-
ter, the utility submitted evidence pertaining
to contractor's current estimates and bids on
the maintenance projects involved. (OCA
R.Exc., p. 9). Finally, the OCA asserts that
the ALJ properly rejected this claim based
on the observation that it is not certain that
the proposed expenses will be incurred with-
in six months from the end of the test year.

The OCA, in its Replies, emphasizes its po-
sition regarding the amortization of an ex-
pense. The OCA states, in pertinent part:
The amortization of an expense is 'the
process by which the full amount of an atyp-
ical, nonrecuning expense is recovered over
a fixed number of years. 'Butler Township
Water Co. v. Pa. RUC., 473 A.2s 213, 222
(Pa. Commw. 1984). Amortizations are an
exception to the rule against retroactive
ratemaking, used when the expense is ex-
traordinary and nonrecurring.

(OCA R.Exc., p. 7) (Citations omitted).

Thus, the OCA points out that in the eases
where an amortization had been permitted,
the expense had already been incurred by
the utility. This, asserts the OCA, is a key
distinction from JSC's claim in this proceed-
ing. (OCA R.Exe., p. 8). The expenses
claimed for amortization by JSC, states the
OCA, are not within the exception permitted

As with the scoping and cleaning project,
the OCA continues to oppose JSC's amorti-
zation claim for line cleaning based on the
fact that no expenses have been incurred for
this project and no contractor has been se-
lected to perform the task. (OCA R.Exc., p.
ll). The OCA refutes JSC's suggestion Mat
this work is needed in order to bring it into
compliance wide the Township's require-
ments. (OCA R.Exc., p. 12). Further, the
OCA distinguishes Pa. PUC v. Honey Brook
Water Co., 38 Pa. PUC 705 (1961), a case
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Code § 53.54). We hasten to point out, how-
ever, that we do not intend to suggest that
such options necessarily will be permitted if
and when they are sought.  Such requests
will be considered based on the facts pre-
sented at the time. Our purpose herein is
simply to make JSC aware of the existence
of these options and to advise JSC of the
availability of appropriate Commission Staff
to assist JSC in its efforts to operate as a vi-
able sewage utility.

cited by JSC, Nom the instant case. In Ho-
ney Brook Water Co., the expenses claimed
by the utility were actually incurred. (Id.).
While the OCA concedes that the DEP regu-
lations cited by JSC may be applicable re-
garding the cleaning of the sludge pond and
plant closing, it argues that JSC has pre-
sented no assurance that the regulations will
be complied with. (OCA R.Exc., p. 13).
Therefore, these expenses should not be in-
cluded in rates until the projects are com-
pleted.(Id.). Finally, die OCA continues to
press its view that should the projects be
completed, its alternative amortization pro-
posals should be applied.

Based on the foregoing, the Exceptions of
JSC are denied relative to this issue.

5. Income Taxes
(d) Disposition

(a) Positions of the Parties
*16 On consideration of the positions of the
Parties, we shall adopt the recommendation
of ALJ Cohen and, therefore, the Exceptions
of JSC shall be denied. We agree with the
ALJ's conclusion regarding amortized ex-
penses. (R.D., pp. 26-30). He found it uncer-
tain and 'problematical' that the proposed
projects would ever be completed in light of
statements made by Mr. Stoltzfus. The ALJ
also found that the proposed timetable for
the projects does not appear to be within a
definite period, i.e., no bidding or selection
of a contractor has been initiated, (R.D., p.
30).

JSC claimedIncome Tax Expense is in the
amount of $1,162.00 at proposed rates. JSC
argued that even though it is a Subchapter
S Corporation, income tax expense is a
normal cost of doing business. (JSC M.B., p.
40).

The OCA opposed the claim, arguing that
since JSC has been established as a Sub-
chapter S Corporation for tax purposes, all
income, deductions and credits are allocated
to the individual shareholders and, as such,
'income taxes are not appropriately included
in expenses in this case. (OCA M.B., p. 15).

(b) ALJ Recommendation
Based on the foregoing, we agree with the
OCA that there is no basis for permitting the
amortization of expenses that are merely
speculative. This Commission cannot, how-
ever, simply ignore the fact that JSC is expe-
riencing financial challenges. We encourage
JSC to familiarize itself with the Emergency
Maintenance and Operation Fund (EMOF)
and Reserve Account options available un-
der the Commission's Regulations. (52 Pa.

The ALJ recommended rejection of JSC's
claim. The ALJ reasoned as follows:
I agree wide the position advocated by OCA
on this issue. While a Subchapter S corpo-
ration is required to file a tax return under
its own name, any gain or loss is attributable
to the shareholder[s] who must report such
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losses or gains on their own individual in-
come tax forms. Stated otherwise, the gain
or loss is an individual, not a corporate one.

(R.D., p. 31).

(c) Exceptions

In the matter before us, JSC's Income Tax
claim represents a hypothetical expense, or
'phantom tax' because it is not known what
tax liability, if any, would result to the indi-
vidual.  Accordingly, we shall deny JSC's
Exceptions on this issue, and adopt the find-
ing and recommendation of the ALJ.

E. Rate of Return
JSC maintains that denial of its Income Tax
expense claim is confiscatory. JSC argues
that die purpose of a rate proceeding is to
determine just and reasonable rates.  JSC
opines that there is no difference between
providing a return to JSC to pay the taxes
directly, or to allow the shareholders an ade-
quate level of return to pay the taxes. (JSC
Exe., p. 24) .

I. Positions of the Parties

JSC proposed a 'fallout' rate of return of
7.72%, which represents its original cost rate
base. The ALJ observed that the 7.72% is
not the result of any rate of return evidence.
The 7.72% rate of return results from all the
adjustments to operating revenues, operating
expenses, and original cost rate base.

Without having specifically accepted this
overall rate of return factor, die OCA used it
to calculate the overall revenue requirement
for JSC in lieu of performing a complete rate
of return analysis including 'discounted cash
flow.'

In i t s  Replies  to Except ions ,  the OCA
rejoins that in Barasch v. Pa. PUC Utililv
Commission, 507 Pa. 561. 493 A.2d 653,
654 (1985), (Barasch), the Pennsylvania
Supreme Court has held that separate tax
return calculations used by a utility compa-
ny, which failed to account for the tax bene-
fits realized by participation in a consolidat-
ed tax return, will not be sanctioned. The
OCA asserts that Barasch, supra, articulated
the basic ratemaking maxim, that only ex-
penses which are actually paid, or payable,
by the utility may be included for the pur-
poses of ratemaldng.

2. ALJ Recommendation

(d) Disposition

The ALJ proffered the following analysis
and recommendation:
Since the 7.72% is a 'fallout' rate of return,
the Company position is not that the 7.72%
is a fair rate of return number (as the Com-
pany admits at M Br. p. 44 'The Company
has never represented that this was a just and
reasonable rate of return.'), but that whatev-
er  return 'fa lls  out '  as  the result  of fa ir
claims with respect to rate base, revenues,
expenses, and taxes is a fair return.
Based on the Company's premise, and die
lack of any rate of return evidence, I would

*17 We agree with the ALJ's finding and
recommendation.Baraseh, supra, stands for
the proposition that the Commission does
not have the authority to penni the inclu-
sion of hypothetical expenses not incurred,
and more specifically, establishes the 'actual
taxes paid' doctrine, prohibiting a utility
from collecting 'phantom taxes.'
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accept as a fair rate of return that which
'falls out' as a result of what, in my opinion,
are fair levels of rate base, revenues, ex-
penses and taxes that do not exceed the
Company's request of an 'implied' 7.72%
fair rate of return on rate base.

theology. Our review of the record evi-

dence indicates that this methodology results
in a reasonable rate of return for JSC. Given
JSC's size and financial straits, putting on
evidence in support of a higher rate of re-
turn, would have necessitated more re-
sources spent on legal and technical support.

(R.D., PP- 32-36).

3. Exceptions and Replies
As noted, the oveniding factor is that the
rate of return on overall rate base of 7.72%,
which results firm our adjustments to ex-
penses and rate base, does not result in an
excessive rate of return.

JSC argues that in consideration of its small
size and in an attempt to hold down costs for
its customers, it did not engage the services
of a rate of return expert. Thus, JSC points
out that the proposed level of revenues pro-
duced a fall out rate of return of 7.72%.

Accordingly, we will deny the Exceptions of
JSC and adopt die fall out rate of return me-
thod recommended by the ALJ. This pro-
duces an overall rate of return of 7.72%. FN4

F. RATE DESIGN

I. Treatment Surcharge

(a) Substance of Surcharge

However, JSC excepts to what it categorizes

as an implicit assumption that 7.72% was its

claimed rate of return. JSC argues that it

claims that $216.00 per customer per year is

a reasonable rate. JSC submits that given the

size and risk of a utility the size of JSC,

whatever return that rate produces cannot be
found to be excessive. (JSC Exc., pp. 25-

26).
( i)  Positions of the Parties

The OCA replies that it has accepted JSC's
fall out proposal for purposes of calculating
the revenue requirement. The OCA submits
that JSC is attempting to justify a higher rate
of return by arguing that the 7.72% figure is
inappropriate. The OCA opines that if JSC
wanted to make a different rate of return
claim, it could have done so in its case in
chief (OCA R.Exc., p. 17).

JSC pointed out that it has historically billed
its customers on a quarterly basis. When
JSC filed Supplement No.8 to Tariff-Sewer
No. l on November 22, 2000, it requested
that that the tariffs and rates contained there-
in be applied to bills rendered on and alter
January 1, 2001, which would include bills
for service rendered in October, November,
and December, 2000.

4. Disposition

*18 The size of the utility involved in the
matter before us is a factor which counsels
in favor of the simplified rate of return me-

JSC seeks to cover the treatment costs it was
being billed by the Authority. In the Com-
mission's January 11, 2001 Suspension Or-
der, it was recognized that the tariff supple-
ment was filed to be effective for bills ren-
dered on and after January 1, 2001. Pursuant
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rendered by the Authority in the previous
month with no reconciliation or true up with
a maximum amount of $700.00 per year.

to a subsequently tiled Petition for Emer-
gency Rate Relief, JSC tiled Supplement
No. 9 which contained a treatment surcharge
to recover treatment costs and temporarily
suspended collection of the base rate. (iD ALJ Recommendation

JSC stated that, 'In a final order in this pro-
ceeding, there are two specific aspects of
Jackson Sewer's tariff which must be ad-
dressed by this Commission, i.e., (1) the
substance of surcharge and (2) the applica-
bility for bills rendered on and after January
1, 2001.' (JSC M.Br., p. 47).

JSC would have the surcharge in the follow-
ing proposed form become effective upon
five-day's notice:

Rates For Service And Use Of Sewage Fa-
cilities FN5
The minimum charge to each customer shall
be a flat fixed rate of $216.00 per year or
$54.00 per quarter or $18.00 per month.
This amount plus the TSAC will be billed to
customers monthly or quarterly at the option
of the Company.
Late payment penalty of 1.25 percent will be
added on bills not paid within twenty days
after receipt of bills.
The costs for treatment of the sewage will be
fully billed to Jackson Sewer's customers
based on the actual figures billed by the
Jackson Township Sewer Authority. The
initial annual rate, subject to change pur-
suant to the annual true up is $ .

(R.D., pp. 37-38).

The OCA opposed the JSC proposal. The
OCA argued that the proposed surcharge is
cumbersome, speculative, and unfair to rate-
payers. The OCA proposed that JSC bill its
customers each month based upon the bill

*19 The ALJ recommended as follows:
I agree with the OCA position that utiliza-
tion of the Authority's previous months bill
and dividing same by the number of cus-
tomers, is the most reasonable and fair way
for the Company to present its bills to its
customers.
By estimating the bills, customers will have
to wait until the annual reconciliation is per-
formed before died receive a refund, if one
is due. In order to prepare and file an ad-
justment/reconciliation statement, it is my
understanding that it would need to employ
the services of an accountant and an attorney
to present it to the Commission. This would
add considerable expense to the Company's
operation. By using the Authority's figures,
guesswork is eliminated and customers re-
ceive a timely picture of their monthly con-
sumption, which in turn, could encourage
further conservation measures. I fail to see
how the customers would be confused by
the Company's utilization of OCA's pro-
posed billing methodology. No matter what
billing procedure the Company may even-
tually employ, it should in some fashion i11-
form its customers how it calculates their
bills. I further recognize that many, if not
most utilities bill on a monthly basis. More-
over, OCA properly notes that the Company,
in a prior proceeding before the Commission
urged the utilization of a usage billing pro-
cedure.
After reviewing the record, I recommend
that the Company's proposed tariff mechan-
ism should be rejected, and that of the OCA
adopted.
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(R.D., pp. 39-40).

(iii) Exceptions

adjustment clauses, 66 Pa. C.S. § 1307, JSC
argues that it is assured of the recovery of its
costs and no more. In contrast, JSC states
that the ALJ's recommendation is not appro-
priate because it: (1) adds a great deal of
administrative burden on the Company to
perform monthly rate calculations, (2) con-
fuses customers with the varying flat rate
charge; and, (3) places the risk of shortfall
due, inter alia, to customers going off the
system and customers who do not pay their
bill, on JSC. (Etc., pp. 27-28).

In its Exceptions, JSC argues that it is en-
titled to recover the cost of known expenses
incurred in rendering service where it is re-
quired to do so by law. JSC asserts that
without an annual reconciliation, it will not
be assured of the recovery of the costs. JSC
maintains that under the Treatment Sur-
charge Adjustment Clause (TSAC), it would
only recover treatment expenses dollar for
dollar. (JSC Exc., p. 27)

The OCA contends that JSC's proposal is
flawed because it contains no mechanism for
providing interest to customers in the case of
an overrecovery on JSC's part. The OCA
Eurther argues that there is no reason for JSC
to go through a complex estimation and re-
conciliation when it will have the actual bill-
ing from the Authority to bill its customers.
(R.Exc., p. 21).

*20 On consideration of the position of JSC,
we generally agree that its proposal is fair
for a Company the size of JSC, and has ad-
ministrative efficiencies. It is well settled
that this Commission is not to act as a super
board of directors for a utility company.
(Northern Pennsylvania Power Co. v. Penn-
svlvania Public Utility Commission, 5 A.2d
133 (Pa. Cmwlth. 1939). We are of die opi-
nion that, in this instance, JSC is qualified to
evaluate its own capabilities. Accordingly,
we conclude that this is an issue that JSC's
managerial discretion may determine.

(iv) Disposition

Although we do share some of the concerns
of the OCA, we find that the process which
the OCA proposes would be overly cumber-
some for a small utility such as JSC. We
find that JSC has provided a viable alterna-
tive. Specifically, JSC proposes estimating
the treatment costs on an annual basis and
conducting a reconciliation, or trueup, at the
beginning of each year. (See JSC Etc., pp.
26-28). The advantages of its proposal, ar-
gues JSC, is that it is a far less complex and
fairer mechanism for the recovery of die
TSAC costs. (Etc., p. 28). Consistent with
other approved dollar-for-dollar recovery
mechanisms, i.e ., Section 1307 automatic

Based upon the foregoing discussion, we
will grant JSC's Exceptions, to the extent
consistent with this Opinion and Order, and
reverse the ALJ and adopt JSC's projected
surcharge. We will direct JSC to submit its
reconciliation filing within twenty days fol-
lowing the last day of each 12-month cycle.

Although we are adopting JSC's proposal,
we share the concerns of the OCA regarding
interest on over-collections on the treatment
surcharge. In order to create an incentive to
prevent over-collections, we shall direct JSC
to provide interest on overcollected treat-
ment surcharge amounts. We direct further
that such interest be calculated based upon
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the prevailing Pennsylvania Residential
Mortgage Interest Rates, as set by the Penn-
sylvania Secretary of Banking. Interest
payments should be credited to customers
through the annual surcharge.

2. Recovery oflneurred Authority Treatment
Costs

the Authority and the prospective annual
charge. This resulted in a total annual bill
per customer of$1,283.33.(Id.). JSC empha-
sizes that the unrecovered amount represents
costs it would already have paid to the Au-
thority and which it suspended during the
litigation of the Emergency Rate Relief Peti-
tion. Further, JSC would convert to monthly
billing of its customers to aid in its cash
flow. (JSC M.B., p. 49-50).The second issue relating to rate design per-

tains to JSC's unrecovered treatment costs
billed by the Authority from the period Sep-
tember 2000 through March 2001, plus the
costs from July 2001, to the date of a final
order entered in this proceeding.

(a) Positions of the Parties

*21 OCA opposed JSC's request based on
the position that approval of such unreco-
vered sewage treatment expenses would vi-
olate the prohibition against retroactive
ratemaking. (OCA M.B., pp. 38-40, citing
Philo. Elem. Co. v. Pa. PUC, 502 A.2d 722
(Pa. Cmwlth. 1985), for the proposition that
ratemaldng is prospective in nature, and
Blue Man. Cons. Water Co. v. Pa. PUC, 426
A.2d 724 (Pa. Cmwlth. 1981) for the propo-
sition that an exception to the prohibition
against retroactive ratelnaldng is for unanti-
cipated expenses where the expenses are ex-
traordinary and nonrecurring. (See OCA
R.B., pp. 31-32).

The Authority began to bill JSC for treat-
ment costs in September 2000, at a monthly
charge of$ll,3l6.67. (JSC MB, p. 48). JSC
explains that this amount exceeded JSC's
revenues. Therefore, in order to pay these
costs, JSC proposed that beginning January
l, 2001, it would bill its customers for the
prior quarter to recover the treatment costs
for October through December 2000. (JSC
MB, p. 49). It was not until June 2001, fol-
lowing the Commission's approval of the
Settlement Petition for Emergency Rate Re-
lief that JSC was permitted to bill and begin
collecting the monies payable to the Author-
ity for treatment costs, April, May and June
2001. (JSC M.B., p. 49).

(b) ALJRecommendation

Based on the foregoing, JSC proposed that it
collect the treatment surcharge revenues for
the period September 2000 - March 2001,
plus the costs from July 2001 to the date of a
final Commission Order in this proceeding.
(JSC M.B., p. 49). JSC presented a table
calculating the proposed unrecovered
amount of sewage treatment costs billed by

The presiding ALJ agreed with the position
of the OCA, that JSC's proposal would vi-
olate the general prohibition against retroac-
tive ratemaldng. The ALJ stated, in pertinent
part, as follows:
I recommend adoption of the OCA's posi-
tion on this issue. In general, rates are set
prospectively. The issue is not whether past
rates were reasonable, it is what rates will be
reasonable in the future. Thus, retroactive
ratemaldng is generally not pennitted. I also
agree with die OCA's opinion that granting
retroactive effect to the Company's proposal,
would be akin to giving its customers the

© 2009 Thomson Reuters/West. No Claim to Orig. US Gov. Works.



96 Pa.P.U.C. 322, 2001 WL 1658672 (Pa.P.U.C.) Page 23

status of investors.  Customers would be
burdened with these costs but would not re-
ceive the benefit of the settlement rate re-
duction. The Company's proposal should be
denied.

(R.D., p. 42).

(c) Exceptions and Replies

Ty's billed charges (TSAC charge) and its
base rates:
. . . the Company would change over  to a
monthly billing cycle starting November 1,
2001, for both base rate and TSAC charge.
As calculated in Jackson Sewer's brief, die
TSAC would include diode costs incurred
between September of 2000 and April of
2001, when the Company was permitted to
begin billing for the Authority's treatment
charges under the settlement. The customers
would pay as part of their monthly bills, a
surcharge (TSAC) to recover the accrued but
unrecovered charges for the earlier period as
well as the prospective annual Authority
charges. The TSAC, as calculated, would be
billed during the first twelve months follow-
ing the entry of the Commission's Order in
this proceeding.

JSC tiled extensive Exceptions to the ALJ's
recommendation on this issue.  It  fur ther
provided a corrected calculation of the unre-
covered costs at issue in this proceeding not-
ing that its prior calculation inadvertently
failed to reflect previous payments by JSC
customers for service rendered between Sep-
tember of 2000 and April of 2001, which
included cost  for  the pr ior  provision of
treatment service. (JSC Etc., p. 29).

*22 (JSC Exe., p. 28).
JSC explains that in its original tiling, it
sought to recover the rates for bills rendered
on or after September 1, 2000 - the date on
which it began to be billed by the Authority.
(See Supplement No. 8, since wididrawn).
(JSC Etc., p. 28). It notes that it had no abil-
ity to collect any costs pertaining to the Au-
thority's charges until we entered our May
21, 2001 Order which approved the Joint
Petition for Settlement in connection with
the Extraordinary Rate Relief Petition. JSC
notes that one bill was issued pursuant to the
settlement terms for treatment charges billed
to the Company for service rendered be-
tween April and June of 2001 .

JSC states dir t  the recalculated monthly
TSAC charge, $87.69, would be charged in
addition to the approved base rate.  (JSC
Etc., p. 29). JSC supports its proposal by
emphasizing the unique and extraordinary
nature of these costs which arise as a result
of the unique change to the Author ity's
treatment of sewage. It  was not until the
Company was forced to file its Petition for
Extraordinary Rate Relief that the parties
acknowledged that JSC had no choice but to
pay the Authority and JSC was permitted to
begin collecting the Authority's cost. (JSC
Exc., p. 30).

JSC further explains dirt it proposes to bill
its customers on or after October 1, 2001,
for treatment charges related to service ren-
dered between July 1, 2001 and September
30, 2001. (JSC Exo., p. 28). JSC then repeats
its proposal for the recovery of the Authori-

The OCA, in its Replies, repeats its concern
that rates should be effective for service on
or after the entry date of the Commission
Order in this proceeding. (OCA R.Exc., p.
22). The OCA continues to rely upon Philo.
Elec. Co. v. Pa. PUC and Blue Man. Const.
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Water Co. v. Pa. PUC to emphasize that
ratemaldng is prospective in nature and the
exception to this principle relates to extraor-
dinary and nonrecurdng expenses and not
the Commission-approved rate increase it-
self. (OCA R.Exc., p. 23).

The OCA relies upon cases pertaining to the
general prohibition against retroactive rate-
maldng. However, these cases are distin-
guishable from the circumstances presented
here. The prohibition against retroactive
ratemaldng clearly constrains this Commis-
sion from establishing rates which are calcu-
lated to retroactively recover surpluses or
refund deficits created by inaccuracies in
prior rate authorizations. (Pike Counlv Light
and Power Co. v. Pa. PUC, 487 A.2d 118
(Pa. Cmwlth. 1985)). JSC's inability to col-
lect the actual charges billed by the Authori-
ty, but not recovered from ratepayers, is not
a result of either the Company or the Com-
mission seeking to revisit a prior rate autho-
rization.

The OCA concludes its replies by noting
Section 1308 of the Code, 66 Pa. C.S. §
1308, provides that existing rates continue
during the suspension of die rate case and
that the ability to change rates is a forward-
looldng process. Finally, the OCA notes the
recovery of the unrecovered treatment sur-
charge revenues would result in a bill of ap-
proximately $107.69 per month for Septem-
ber 2001 through August 2002, without, in
its view, adequate legal or equitable basis.
(OCA R.Exc., pp. 23-24).

(d) Disposition
*23 JSC's request to amortize the actual ex-
penses incurred for the payment of sewage
treatment costs paid to the Authority, for the
period of time at issue, more closely resem-
bles the circumstances under which a utility
present a claim where there was no opportu-
nity to claim such costs in an earlier rate
case. Under these circumstances, the doc-
trine of retroactive ratemaking will not oper-
ate to deny recovery of such costs. Fn°(See
Columbia Gas of Pa. v. Pa. PUT 613 A.2d
74 (Pa. Cmwlth. 1992) (utility permitted to
recover expenses pertaining to budget
troubled customers which became owing in
the past, but under the peculiar circums-
tances of the case, represented the first time
that the utility had an opportunity or a rea-
son to seek recovery of that money in
rates)).

On consideration of the positions of the Par-
ties relative to this issue, we conclude that
the uncompensated treatment costs incurred
by JSC on behalf of its customers, between
September 1, 2000 and March 31, 2001, are
properly recoverable in this proceeding,
consistent with the other rate design conclu-
sions we have made in this proceeding. The
ALJ agreed with the OCA that recovery of
these uncompensated expenses should not
be permitted, concluding that recovery
would be tantamount to retroactive ratemak-
ing. (R.D., pp. 40-42, also OCA R.Exc., pp.
22-24). We disagree. These uncompensated
costs clearly represent unique and extraordi-
nary expenses. Thus, while the Commission
must protect the 'public interest,' it also has
a responsibility to treat utilities that it regu-
lates fairly. Fairness dictates that JSC should
be allowed to recover diesel uncompensated
costs.

Additionally, we find that the costs at issue
in this proceeding meet the extraordinary
and nonrecurring standards for their authori-
zation in this proceeding. We agree with the
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The testimony of the participants in the Pub-
lic Input Session has been duly accorded
such consideration as specified in 52 Pa.
Code § 69.321, Policy Statement on Public
Input hearings.

position of JSC that the costs were occa-
sioned by a 'unique' occurrence, i.e., the
Authority's ordinance and subsequent bill.
Also, the nature of the bill is further analog-
ous to the transition from cash to accrual
basis addressed in the litigation over recov-
ery of benefits other Dian pensions to retired
employees. (Popowski v. Pa. PUC, 643
A.2d 1146 (Pa. Cmwlth. 1993) (Pennsylva-
nia-American Water Co. OPEB rate in-
crease)).

v. CONCLUSION

Based on the foregoing, we shall reverse the
ALJ on this issue. We shall grant the Excep-
tions of JSC consistent with the discussion.

IV. PUBLIC INPUT SESSION

The Commission Conducted a Public Input
Session in this proceeding on May 30, 2001,
at 7:00 p.m., at the Spring Grove Area Se-
nior High School, Spring Grove, Pennsylva-
nia. Six members of the public testified, in-
cluding Representative Steven R. Nickol,
whose constituents include customers of
Jackson Sewer Corporation.

We have carefully reviewed the record as
developed in this proceeding, including the
ALJ's Recommended Decision and the Ex-
ceptions filed thereto. Premised upon our
review, and the reasons outlined above, we
will penni the Company to file tar iffs or
tariff supplements designed to produce rev-
enues of $30,565.06 This recommended
rate base of $30,565.00 represents a de-
crease of $28,707.00 or 48.43% over test
year  revenues of $59,272.00, and is
$15 , 995 . 00  or  34 . 36% lower  t ha n t he
$46,560.00 level requested by the Company.
Based on our adjustments described, supra,
we estimate that a typical metered residen-
tial customer's bill (exclusive of any sur-
charge) will reflect charges of $157.55 per
annum, $39.39 per quarter, or $13.13 per
month. As such, we hereby grant, ire part,
and deny, in part, the parties' Exceptions.
Accordingly, the ALJ's Recommended De-
cision is adopted, as modified by this Opi-
nion and Order, THEREFORE,

ITIS ORDERED:

1. That the Exceptions of Jackson Sewer
Corporation are granted, in part,  and de-
nied, in part, to the extent consistent with
this Opinion and Order.

At the Session, concern was expressed re-
garding JSC's role as an independently oper-
ated collections system in view of the exis-
tence of the Authority. Several members of
the public also expressed concern with rising
utility costs and the ability of JSC's custom-
ers to pay for any rate increase. Additional-
ly, the opinion was expressed that customers
of JSC should not be required to pay more
than customers of the Authority. Further,
concerns were expressed regarding JSC's
continuing ability to oversee the system and
of capacity problems faced by both JSC and
the Authority. It was opined that such prob-
lems were likely to adversely impact the en-
vironment as well as future utility costs.

2. That the Exceptions of the Office of Con-
sumer Advocate are granted, in part,  and
denied, in part, to the extent consistent with
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this Opinion and Order. County Court of Common Pleas shall be re-
flected in the next reconciliation following
actual receipt of the monies, and credited to
the customers in equal installments over a
12-mondi period.

3. That the Recommended Decision of Ad-
ministrative Law Judge Herbert S. Cohen is
adopted, as modified by this Opinion and
Order.

4. That Jackson Sewer Corporation cancel
Supplement No. 9 to Sewer-Pa. P.U.C. No.
1, and not allow it to become effective, the
same having been found to be unjust, unrea-
sonable and, therefore, unlawful.

9. That the formal complaints filed at Dock-
et Nos. R-00005997C0001, R-
00005997C0002, and R-00005997C0003, be
partially sustained to the extent consistent
with this Opinion and Order and partially
denied to the extent inconsistent with this
Opinion and Order. That the Commission's
Secretary mark the Complaints at Docket
Nos. R-00005997C0001, R-
00005997C0002, and R-00005997C0003
closed upon entry of this Opinion and Order.

5. That Jackson Sewer Corporation shall
file a compliance tariff, containing rates,
rules and regulations, effective on one day's
notice, for service rendered on and after the
effective date, designed to produce annual
operating revenues not in of
$30,565.00.

excess 10. That, upon Commission approval of the
tariff filed in compliance with die Commis-
sion order at Docket No. R-00005997, the
Commission's Secretary mark the case at
Docket No. R-00005997 closed.

6. That Jackson Sewer Company's proposed
Treatment Surcharge Adjustment Clause and
annual reconciliation process is approved,
provided that interest on over-collections is
taken into consideration and credited to cus-
tomers through the reconciliation process.

*24 (SEAL) ORDER ADOPTED: Septem-
ber 7, 2001 ORDER ENTERED: SEP 28
2001

TABLETABULAR OR GRAPHIC MA-
TERIAL SET FORTH AT THIS POINT IS
NOT DISPLAYABLE

7. That Jackson Sewer Company be pennit-
ted to recover  uncompensated treatment
costs associated with treatment services pur-
chased from the Jackson Township Authori-
ty during the period of September 1, 2000
through March 31, 2001, with recovery of
such expenses being amortized and collected
over a 12-month period beginning with the
first customer billing cycle occurring not
less than thirty (30) days after die entry date
of this Opinion and Order.

FOOTNOTES

8. That any recovery to Jackson Sewer
Company of uncompensated treatment costs
resulting from the litigation before the York

FN1 We note that in Fawn Lake an
Affiliated Interest Agreement was
entered into between six water utili-
ties, the President/Manager, his wife,
and the Office Manager. We do not
believe that such an agreement is ne-
cessary here due to Mr.  Soltzfus '
unique status as own-
er/manager/operator of this single
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utility. We further note that our deci-
sion here applies to the particularly
unique facts of dies case and does not
diminish our power or discretion to
act otherwise in future cases involv-
ing Sections 2101-2107 of the Code.

vertently omitted from the calcula-
tion of the revenue level recom-
mended by the ALJ. Thus no ad-
justment to the level of rate case ex-
pense from the ALJ's Decision is ne-
cessary.

FN2 The OCA also objects to the
testimony of JSC's witness Stahlman
who stated that the Authority had
regulations requiring the cleaning of
collection lines. (OCA M.B., p. 28
citing Tr. 100-104). The OCA moves
that the Commission determine that
this testimony violates52 Pa. Code §
5.243(e), because it should have
been raised in the ease-in-chief Al-
ternatively, the OCA responds that
upon a review of the Jackson Town-
ship Code, the testimony does not
support die assertion that the lines

FN5 The minimum charge for ser-
vice and use of facilities will be
changed M JSC's compliance tiling
to reflect the adjustments made to
rate base, and operating expenses.

FN6 The OCA apparently takes die
position that cases discussing re-
troactive ratemaking pertain to ex-
penses and not the recovery of a base
rate amount. (OCA R.Exc., p. 23).
The costs sought to be amortized
solely relate to unrecovered expenses
for the Authority's bills to JSC for
treatment costs.must be cleaned to comply with die

Township's requirements. (OCA
M.B., p. 29). END OF DOCUMENT

FN3 The OCA also restates a con-
oem that it has often repeated in this
proceeding, that the claim of JSC
would inappropriately change the
role of JSC's customers from rate-
payers to investors. (OCA R.Exc., p.
8).

FN4 It should be noted that the
changes from the ALJ's recommend-
ed level of revenues, to the level of
revenues resulting firm dies Opinion
and Order is only $73.00. Addition-
ally, it is necessary to point out that
although the ALJ recommended a
reduction in the annualized level of
rate case expense, the computation of
the reduction of $2,400.00 was inad-
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BY THE COMMISSION:

H
PUR Slip Copy FINAL ORDER GRANTING CERTIFICATE

NO. 622-W
Re Farr ton Water Resources LLC

Docket No. 021256-WU
PSC-04-0980-FOF-

TO FARMTON WATER RESOURCES LLC
AND SETTING INITIAL RATES AND
CIL4RGES

Florida Public Service Commission
October 8, 2004 BACKGROUND

APPEARANCES: F. MARSHALL DETERD-
ING, ESQUIRE, and JOHN L. WHARTON,
ESQUIRE, Rose, Sundstrom & Bentley, LLP,
2548 Blairstone Pines Drive, Tallahassee, Flori-
da 3230l .0n behal f  of  Farr  ton Water  Re-
sources LLC. PATRICK J.  MCNAMARA,
ESQUIRE, De la Parte & Gilbert, P.A., Post Of-
fice Box 2350, Tampa, Florida 33601-2350.0n
behalf of the City of Titusville, Florida. SCOTT
KNOX, ESQUIRE, Office of the County Attor-
ney,  2724 Judge Fran Jameson Way, Viera,
Florida 32940.0n behalf of Erevara' County.
WILLIAM J. BOSCH, ESQUIRE, County of
Volusia Legal Department, 123 West Indiana
Avenue, DeLand, Florida 32720-4613.0n be-
hal f  o f  Volus ia  County. KATHERINE E.
FLEMING, ESQUIRE, MARTHA c. BROWN,
ESQUIRE, and JENNIFER A. RODAN, Es-
QUIRE, Florida Public Service Commission,
2540 Shu nard Oak Boulevard, Tallahassee,
Florida 32399-0850.0n behalf of the Florida
Public Service Commission.

On December 20,  2002,  Fannton Water  Re-
sources LLC (Farr ton or utility) filed an AP-
plication for an Original Certificate to Provide
Water Service in Volusia and Brevard Counties
pursuant to section 367.031, Florida Statutes,
and Rule 25-30.033, Florida Administrative
Code. Volusia County (Volusia), Brevard Coun-
ty (Brevard), and the City of Titusville (Titus-
ville) objected to the application, asserting that
there is no need for service in the proposed ser-
vice area, that the application is inconsistent
with local comprehensive plans, and that the
service proposed by the utility is exempt from
our jurisdiction.

*1 The following Commissioners participated in
the disposition of this matter:

J .  T ERRY DEASON RUDOLPH
BRADLEY

'RUDY'

The service hearing on this matter was held on
May 13, 2004, in New Smyrna Beach, Florida.
A Prehearing Conference was held on May 17,
2004, in Tallahassee, Florida. The technical por-
tion of the administrative hearing was held on
June 22-23, 2004, in Tallahassee, Florida. The
proposed service territory, as modified, consists
of 50,000 acres, of which 10,000 acres are in
Brevard County and 40,000 are in Volusia
County. According to Farr ton, there is no de-
velopment currently planned for the proposed
service territory. The utility will serve the Mi-
ami Tract Hunt Club, the Miami Corporation,
and the Clark Cattle Station located within die

..
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proposed service territory. Famlton's Applica-
tion seeks a certificate for retail potable, fire
protection, and bulk raw water service.

strewed for the accomplishment of this purpose.

STIPULA TIONS

*2 (4) This chapter shall supersede all other
laws on the same subject, and subsequent incon-
sistent laws shall supersede this chapter only to
the extent that they do so by express reference.
This chapter  shall not  impair  or  take away
vested rights other than procedural rights or
benefits.

The following stipulations reached by the par-
ties, noting that Volusia, Brevard, and Titusville
took no position, are reasonable and are hereby
accepted as set forth below.

1. Farinton has provided evidence that it has
continued use of the land upon which the utility
treatment facilities are or will be located.

2. Return on equity shall be based on the current
leverage graph formula in effect at the time of
the Commission vote in this proceeding.

3. The Allowance for Funds Used During Con-
struction (AFUDC) shall be based on the current
leverage graph formula in effect at the time of
the Commission vote in this proceeding.

COMMISSION JURISDICTION

The Florida Public Service Commission (PSC or
the Commission) has exclusive, preemptive ju-
risdiction over private water and wastewater
utilities under chapter 367, Florida Statutes. As
section 361.011, Florida Statutes, provides:
* * *

Farr ton argues that the language of section
367.011 is very clear, and the courts have re-
peatedly interpreted our regulatory jurisdiction
over private utilities as broad, exclusive and
preernptive.See, for example, Hill Top Devel-
opers v. Holidav Pines Service Corp., 478 So.
ad 368, 371 (Fla. ad DCA 1985) (power and
authority of the Public Service Commission is
preemptive), Florida Power Corp. v. Seminole
County, 570 So. ad 105, 107 (Fla. 1991) ('While
the authority given to cities and counties in Flor-
ida is broad, both the constitution and statutes
recognize that cities and counties have no au-
thority to act in areas that the legislature has
pre-empted.'). We, too, have interpreted our ju-
risdiction this way. In Order No. PSC-92-0104-
FOF-WU, issued March 27, 1992, in Docket
No. 910114-WU,In Re: Application of East
Central Florida Services, Inc., for an original
certificate in Brevard, Orange, and Osceola
Counties, a case that is factually similar to this
case, we found that our jurisdiction pursuant to
section 367.011 preempted the local govern-
ments' claim to control the service area and cer-
tiiication process of a private water and waste-
water utility.

(2) The Florida Public Service Commission
shall have exclusive jurisdiction over each utili-
ty with respect to its authority, service, and
rates.

(3) The regulation of utilities is declared to be in
the public interest, and this law is an exercise of
the police power of the state for the protection
of the public health, safety, and welfare. The
provisions of dies chapter shall be liberally con-

The law on this issue is well-settled, and the lo-
cal government intewenors appear to agree that
section 367.011 provides this Commission ju-
risdiction over die certification of private utili-
ties, but the interveners still claim that odler
laws provide indirect local governmental control
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tempt to invoke section l53.53~ Florida Statutes,
in creating a requirement for local government
approval prior to certification is not contem-
plated either by the plain language of section
367.011. Florida Statutes, or by the certification
requirements of section 367.045, Florida Sta-
tutes. Similarly, Titusville's and Volusia's at-
tempt to limit our certification authority by in-
voldng section 367.045(5)(b). Florida Statutes,
is misplaced. Section 367.045(5)(b) also pro-
vides that 'the commission shall consider, but is
not bound by, the local comprehensive plan of
the county or municipality.'See, City of Oviedo
v. Clark, 699 So. ad 316, 318 (Fla. let DCA
1997), where the court said:
We hold that the PSC correctly applied the re-
quirements of section 367.045(5)(b). The plain
language of the statute only requires the PSC to
consider the comprehensive plan. The PSC is
expressly granted discretion in the decision of
whether to defer to the plan.

over certification as well. Brevard argues that
under section 153.53(l), Florida Statutes, FN1 a
water  and sewer  dist r ict  crea ted by county
commissions has the authority to consent to
construction of a water system within the dis-
trict pursuant to section 153.86. Florida Statutes.
Fn2Brevard contends that we cannot grant Farm-
ton a certificate in this case because Farr ton
failed to apply for Brevard's water district's ap-
proval for construction of facilities and thus
Farr ton cannot meet the certification require-
ments ire section 367.045, Florida Statutes. Ti-
tusville and Volusia also acknowledge our juris-
diction, but they argue we are constrained in our
exercise of that jurisdiction by the requirement
of section 367.045(5l(bl. Florida Statutes, which
requires us to consider compliance wide local
comprehensive plans when we grant a service
area. Titusville argues that we should decline
jurisdiction over Farr ton, given the nature of
Farmton's proposal, the exemptions available,
and the local comprehensive plans. Volusia con-
tends that the Legislature intended the certifica-
tion process to be a cooperative effort when land
use issues or matters of particular concern to
local governments are raised in certification
proceedings.

Based on the provisions of chapter 367, Florida
Statutes, court decisions, and prior Commission
orders, we rind that we have exclusive preemp-
tive jurisdiction over the certification of private
utilities.

FARMTON NOT EXEMPT FROM COMMIS-
SION JURISDICTION PURSUANT TO SEC-
TION 367.022, FLORIDA STA TUTES

*3 None of these arguments effectively ad-
dresses the exclusive and preemptive language
of section 367.011. While section 153.53, Flori-
da Statutes, gives a local water and sewer dis-
trict authority to approve construction of a water
system widiin die district, that statute does not
restrict our certification authority. It deals with
construction of facilities, not certification of a
utility service area. Section 367.011(4l. Florida
Statutes, clearly states that this chapter super-
sedes all other laws on the same subject. Chap-
ter 153, Florida Statutes, was enacted before
chapter 367, Florida Statutes, and is therefore
expressly superseded as a limitation on our au-
thority to regulate private utilities. Brevard's at-

Farmton's application proposes to provide retail
potable water service, fire protection service,
and bulk raw water service. The interveners
have argued that the proposed retail potable wa-
ter service, bulk raw water service, and fire ser-
vice would be exempt under section 367.022,
Florida Statutes, which sets out  exemptions
from our jurisdiction. In particular , section
367.022 provides a exemptions for:
* * *
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(6) Systems with capacity or proposed capacity
to serve 100 or fewer persons.

* * *

service is not exempt from our jurisdiction be-
cause section.367.022(l2) only provides an ex-
emption for the sale or resale of bulk supplies of
water  to a  governmental authority.  Farr  ton
states that while its original calculation of pro-
posed bulk facilities was premised upon a po-
tential for service to Titusville, Farmton's wit-
nesses also provided examples of additional
t yp es  of  b u lk  r a w wa t er  s er v ice  t o  non-
governmental entities that would not be exempt.

(12) The sale for resale of bulk water supplies of
water or the sale or resale of wastewater sewic-
es to a governmental authority or to a utility re-
gulated pursuant to this chapter either by the
commission or the county.

Titusville contends that Farmton's proposed re-
tail potable water service is exempt because sec-
tion 367.022(6) specifically exempts systems
with the capacity or proposed capacity to serve
100 or fewer persons. Rule 25-30.055, Florida
Administrative Code, defines service of 100 or
fewer persons as a capacity, excluding fire flow
capacity, of no greater than 10,000 gallons per
day. Titusville also contends that Farr ton is ex-
empt from our jurisdiction pursuant to section
367.022(l2) and Rule 25-30.055 because Fann-
ton does not have a contract or  commitment
from any entity to provide bulk water service
and the potential customers that Fannton has
identified are government entities. Titusville
further contends that Farmton's proposed fire
service is not in the public interest and that Mi-
ami Corporation, the property owner, can pro-
vide itself fire protection without our certifica-
tion.

According to Witness Hartman, the capacity of
the retail potable water wells is estimated to be
118,000 gallons per day. Rule 25-30.055(1)_
Florida Administrative Code, provides:
A water or wastewater system is exempt under
section 367.022(6), Florida Statutes, if its cur-
rent or proposed water or wastewater treatment
facilities and distribution or collection system
have and will have a capacity, excluding fire
flow capacity, of no greater than 10,000 gallons
per day or if the entire system is designed to
serve no greater than 40 equivalent residential
connections (ERCs).

*4 Fannton responds that section 367.022(6),
which provides that systems with the capacity or
proposed capacity to serve 100 or fewer persons
are exempt from Commission jurisdiction, does
not apply to its application because its proposed
potable water service exceeds this minimum.
Farr ton also asserts that its proposed fire ser-
vice is not exempt from our jurisdiction since
section 367.022 makes no specific reference to
an exemption related to fire service. Farr ton
further contends that its proposed bulk water

Based on Mr. Hartman's testimony that Farr ton
will have the capacity to provide 118,000 gal-
lons per day, Farr ton has the proposed suffi-
cient capacity to serve 472 ERCs, pursuant to
Rule 25-30.055, Therefore, the utility's retail
potable water service is not exempt from Com-
mission jurisdiction. Witness Hartman also pro-
vided examples of types of bulk raw water ser-
vice that the utility could serve that would not
be exempt from Commission jurisdiction, such
as die Osceola County fire district station, in-
dustrial customers, and Bell Ridge mobile home
park. Section 367.022, Florida Statutes, does not
provide a specific exemption for fire protection.
Furthermore, it is our practice to grant one cer-
tificate for the provision of all classes of water
service, and we often grant a certificate and ap-
prove tariffs for services that will not be imme-
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diately used. As we stated in East Central:
Indeed, it is common for this Commission to
grant an original water certificate and approve
rates for services for which there is no present,
quantifiable need, but which may be in demand
at a future time. Numerous utilities have ap-
proved tariffs with general service rates and/or
multi-residential rates even though the utility's
current customer base is residential only. Some
have approved tariffs with residential rates even
though the utility serves only general service
customers. The granting of a certificate to pro-
vide water service in a tem'tory does not imply
that the certificate is issued for any specific
class of service.

Order No. PSC-92-0104-FOF- , at p. 19.

*5 Fannton's application proposes retail potable
water service, fire protection service, and bulk
raw water service.  The interveners have not
shown that these services are exempt under sec-
tion 367.022, Florida Statutes. Since Farmton's
proposed retail potable water service is not ex-
empt from Commission jurisdiction, we find
that Farr ton is not exempt pursuant to the pro-
visions of chapter 367, Florida Statutes.

there is no need for service, Farr ton believes
that it has adequately outlined the current and
future needs for potable water, fire flow, and
bulk water  services.  The City of T itusville
points out that for retail service, Farr ton failed
to obtain or present evidence to support its posi-
tion, and that it camouflaged the lack of scientif-
ic study or basis by concocting a series of con-
fusing assumptions to attempt to create the ap-
pearance of need. The potential customers for
bulk raw water are identified as government
utilities, which would be exempt pursuant to
section 367.022(12)_ Florida Statutes.  For tire
service, Titusville points out that Miami Corpo-
ration is the sole owner of the property, and it is
unnecessary for a landowner, through a subsidi-
ary, to charge itself for fire protection service.
Brevard County believes dirt the utility's re-
quest is excessive and that it failed to provide
evidence to support a need for potable water
service on the 10,000 acres within Brevard
County. Volusia County believes that the testi-
mony and exhibits in this case are noticeably
lacing in substantial competent evidence re-
garding a clear need for service in this area be-
cause the area is an unpopulated wilderness
without need for such services at dies time or
into the reasonably foreseeable future.

NEED FOR SER VICE

Section 367.045( l)(b), Florida Statutes, requires
an examination of the need for service in die
requested area, and Rule 25-30.033(1)(e), Flori-
da Administrative Code, requires an applicant
for an original certificate to provide a statement
showing the need for service in the proposed
area. The modified application reflects a pro-
posed territory which includes approximately
10,000 acres in Brevard County and 40,000
acres in Volusia County.

As reflected in the utility's application, the pro-
posed service area boundaries, which include
approximately 50,000 acres within die counties
of Volusia and Brevard, are generally conti-
guous with the property boundaries of its parent
company, Miami Corporation. Farr ton indi-
cated that the existing and proposed retail pota-
ble service is and will be provided to customers
across the proposed service area. The area in-
cludes commercial uses such as corporate head-
quarters, single family homes, and recreational
buildings.

While the City of Titusville and Brevard and
Volusia Counties have taken the position that Fannton is seeking this certificate in part for
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long-range planning purposes to allow it to be
prepared to provide service as and when needed
to any residential, commercial or industrial de-
velopment in the area. In order to manage the
resources properly, Farr ton witness Underhill
believes that a certificate is necessary to control
the withdrawal of water so that overpumping
would not result in salt water intrusion and ruin
the groundwater below the Farr ton property.

sent and ultimately more costly to customers, it
would fragment the water resource management
for the water demands within the area. While
explaining various other needs for water service,
Farr ton witness Hartman stated that it is a tre-
mendous benefit if water is provided for the
health, safety, and welfare of the area. Mr.
Hartman and Mr. Underhill both testified that
there has been a customer request for water ser-
vice from the Bell Ridge campgrounds, an en-
clave not owned by the Miami Corporation,
which has 100 units.

The fire protection service will also be provided
across the Miami Corporation property. With
two existing wells, the total facilities necessary
for the provision of the tire protection water
supply will consist of the development and con-
struction of 10 fire protection wells. The utility
believes that these wells will enhance the tire
fighting capabilities for Miami Corporation.
Mr. Underhill recognized that when the existing
Are wells were installed by Miami Corpora-
tion, a PSC certificate was not needed. Howev-
er, he believes that a PSC certificate is neces-
sary as part of the overall package of putting
together all the needs and managing the re-
sources properly.

*6 Currently Farr ton has three retail service
customers that include the Miami Tract Hunt
Club, the Miami Corporation, and the Clark
Cattle Station. The retail potable water treat-
ment facilities will be located near the proposed
customers. The utility received a letter from Mi-
ami Hunt Club Inc. requesting service for its
260 member hunt club. Mr. Underhill testified
that currently there has been no agreement
reached to extend the hunting lease between the
Miami Corporation and the 261 family mem-
bers Miami Tract Hunt Club beyond May of
2006. Four campgrounds are planned with twen-
ty-five campsites each. Mr. Underhill indicated
that as the need expands, the utility would be
prepared to meet the needs. He believes that
there are significant needs that are already exist-
ing for potable water service. Although it is un-
clear what the future needs will be within the
territory, Mr. Underhill states that there are ab-
solutely no current plans by the landowner for
further development, and, as such, no plans for
substantial changes in the number of persons
receiving potable water service. He states that
there are places in and surrounded by the pro-
posed temltory that may, in the near future, re-
quire or request potable water service. He sug-
gested that there is likely to be a transition Hom
the silviculture operations towards residential,
commercial, and industrial development of
properties. In order to properly plan for the fu-
ture, he believes that setting up a utility when
those needs arise would not only be less effi-

The bulk raw water will be needed to supply
non-potable water outside of the proposed ser-
vice area. The utility believes that even though
entities outside of the service area do not wish
to be included in the service area at this time,
the planning and development of Farr ton will
place the utility in the position to provide bulk
raw water for their use in the future. Farr ton
anticipates that nearby water utilities will be in
need of additional bulk raw water. This is be-
cause water supply forecasts from the St. Johns
River Water Management District (SJRWMD)
indicate that resources may be stressed and al-
ternative water supplies may be needed. Mr.
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Underhill believes that it is apparent that the
bulk raw water need will increase as urban areas
approach the area. Although there have been
discussions with the City of Titusville, Mr. Un-
derhill agreed that there are no contracts with
Titusville or with any governmental or private
entity.

stated that raw water resources have been a sig-
nificant and not a speculative need in the Titus-
ville water service area for 20 years. Neither the
City of Cocoa nor Brevard County has offered
to meet the raw water needs for Titusville. A
component of Farmton's application serves the
regional need for raw water in an appropriate
fashion while allowing for  proper  water  re-
source stewardship.  The SJRWMD witness
Burldew testified that Titusville has applied to
modify its  exist ing consumptive use permit
(CUP). Mr. Hartman believes that the fact that
Farr ton has offered to assist and help Titusville
with its raw water supply problems is a positive
way to facilitate the appropriate and responsible
development of water resources.

*7 Brevard witnesses Martens and Scott both
testified that there is currently no existing or
planned residential or commercial development
proposed in the certificated area applied for by
Farr ton. Mr. Martens indicated that Brevard
County has thousands of self-service potable
water supply wells and he does not see that such
facilities generate the need for a utility. Titus-
ville witness Grant also testified that there is no
need for potable water service because much of
the existing needs in the proposed service area
can be met  with the exis t ing wa ter  supply
sources and infrastructure and additional potable
water  demands based on future growth de-
scribed in the application are purely speculative.
Grant indicated that she works closely with each
of the public water utilities in norther Brevard
County, and is not aware of any presently exist-
ing demand for bulk water in the region.

Volusia  witness Marwick test ified tha t  the
south-central portion of Volusia County has
never been included within any of the ground-
water  simulat ion models used by either  the
SJRWMD or the Volusia Water Alliance (Volu-
sia County). However, she also indicated that if
there is any need for service, Volusia County
through the Water Authority of Volusia (WAV),
will incorporate the area and its water supply
demands into the regional water supply plan.
WAV was created ire 2003 to oversee the man-
agement of Volusia  County's water  supply.
However, Mr. Hartman believes that as long as
Farmton's service area contains the impacts of
water withdrawals within the service area, then
the importance of the Farr ton area being in-
cluded in a simulation model is not great, but is
rather informational to update those models.

Mr.  Underhill believes that  the interveners '
s ta tements that  the service is  not  current ly
needed are clearly wrong in that there is demand
for several types of service within the territory.
Mr. Hartman also disagreed with witness Grant
about her statement that there is no need for a
utility in this area. There are requests for service
in the proposed area for a public water utility,
and an investor-owned utility that offers raw,
fire protection, and potable water services pro-
vides many benefits for the area. Using East
Central as an example, he provided a summary
in which raw, fire, and potable water service are
provided and the significant  public benefit
which was der ived from those services.  He

*8 SJRWMD witness Burklew testified that the
SJRWMD has not received an application for a
CUP from Farr ton. At the hearing, he agreed
with the premise that a utility must be certiti-
cated by this Commission prior to obtaining a
CUP.
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Mr. Underhill testified that until such time as
there are customers for whom the construction
of water facilities would be needed, there is no
reason for Farr ton to apply for water manage-
ment district (WMD) permits. He indicated that
the utility will certainly do so as soon as re-
quests for services are made. He reaffirms that it
does not change the fact of Fannton's need to
plan for the provision of such services and for
the appropriate, efficient, and effective man-
agement with the least environmental and re-
source impacts. He believes that Farrnton is in
the best position to do that. He points out that
section 367.031, Florida Statutes, specifically
provides that a utility should obtain a PSC cer-
tificate before it obtains a CUP.

Order No. PSC-92-0104-FOF- , at pp. 20-21

Based on the record, we find that there appears
to be a need, although limited, for potable water
service, fire protection service, and bulk service
in the proposed service area, however, it is not
known when a ll fonts of service will be re-
quired.  Though die evidence shows that  the
need for service is not pervasive throughout the
territory, when considering all three services, we
believe that the utility has proven that the need
exists in both Brevard and Volusia Counties.
Consistent with our finding in East Central, it is
not in die public interest to carve up the Farm-
ton territory, which is owned by the utility's par-
ent company, and cediiicate only a portion of
the territory.

COMPREHENSIVE PLANS

We believe that the utility's application com-
plies with section 367.045(1)(b)_ Florida Sta-
tutes, which requires an examination of the need
for service in the requested area. This is consis-
tent with our practice in dealing with a large
service area owned by a single entity. In East
Central, we stated:
We are concerned with the size of the proposed
certificated territory in this case, some 300,000
acres, and the configuration of the facilities
within that tem'tory. Clearly, the need for ser-
vice is not pervasive throughout the territory.
This concern, however, is not cause to deny cer-
tification. We do not think it is in the public in-
terest at this time to carve up a vast tem'tory,
which is all owned by one entity, so as to certif-
icate only scattered portions thereof Instead, we
f`orewarn ECFS tha t  pur suant  to Section
367.1 l l(1), Florida Statutes, we may delete any
part of a utility's certificated territory, whether
or  not there has been a  demand for  service,
within five years of authorizing that service.

Section 367.045(4), Florida Statutes, provides
that notwithstanding the ability to object on any
other  ground,  a  county or  municipality has
standing to object on the ground that the is-
suance of a certificate violates established local
comprehensive plans developed pursuant to
chapter 163, Florida Statutes. Section
367.045(5)(b), Florida Statutes, provides that, if
an objection is made, we shall consider, but are
not bound by, the local comprehensive plan of
the county or municipality. Although Farmton's
position is that its application is consistent with
the Volusia and Brevard County comprehensive
plans, the other parties, including the staff wit-
ness representing the Department of Community
Affairs (DCA), take the position that die appli-
cation is inconsistent with the comprehensive
plans.

Therefore, in consideration of the foregoing, we
find that there is a need for water service in the
proposed certificated tem'tory.

*9 Farr ton witness Landers testified that chap-
ter 367, Florida Statutes, supersedes chapter
163, with respect to the regulation of privately
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created pursuant to chapter 153, Florida Sta-
tutes, provides that the Brevard County Water
and Sewer District makes the determination as
to whether to approve the construction of a wa-
ter or sewer system.

owned utilities. He testified that a PSC applica-
tion would never be inconsistent with a compre-
hensive plan because the definition of develop-
ment pursuant to section 380.04, Florida Sta-
tutes, contained in chapter 163, Florida Statutes,
and die county comprehensive plans, does not
define a PSC service territory as development.
Therefore, the creation of a PSC regulated water
utility and designation of a service territory is
not development subject to comprehensive plan
regulation. He testified that the comprehensive
planning process is a tool to manage, not prohi-
bit, growth and development. Each county has a
comprehensive plan that sets forth rules on how
a landowner or developer can develop land and
those plans can be amended pursuant to chapter
163, Florida Statutes. The development process
includes a number of approvals that are required
to meet the specifics of a particular development
and, in most cases, having a central water sys-
tem is a prerequisite to having a substantial
commercial or residential development. Filing
an application with the Commission is the cor-
rect first step in the process. He also testified
that a PSC certificate does not, in itself stimu-
late development or create any impacts on natu-
ral resources.

Brevard County's comprehensive plan contains
several objectives that address urban sprawl.
Objective 4 recognizes the importance of pro-
tecting agricultural land because the industry
benefits the economy, reduces the extent of ur-
ban sprawl and the costs of providing public fa-
cilities and services, provides environmental
benefits, and provides open space and visual
beauty. Objective 5 of the comprehensive plan
states that Brevard County shall maximize the
use of existing facilities to discourage urban
sprawl.

Brevard County Comprehensive Plan

Brevard witnesses Martens and Scott testified
that potable water service should not be ex-
tended into agricultural areas of Brevard unless
the Board of County Commissioners has a
chance to discuss the potential land use implica-
tions and deems it to be in the public interest.
Mr. Scott also testified that it is inefficient to
attempt to provide centralized potable water
service in an area that can only be used for agri-
culture. The granting of a certificated area to
provide water services in an agricultural area
could set up an attempt at leapfrog development
unless the system were limited to providing bulk
raw water to other retail water providers in areas
outside of the proposed certificated area.

Brevard County's position is that Farmton's ap-
plication is inconsistent with its comprehensive
plan because Farr ton has not applied for the
approval of the County Commission in either its
capacity as governing body of the County or the
Brevard County Water and Sewer District. Poli-
cy 3.4 of the Potable Water Element of the Bre-
vard County Comprehensive Plan provides that
newly proposed service areas, expanding re-
stricted service areas, or PSC regulated service
areas must be reviewed and approved by Bre-
vard County, and Farr ton has not sought that
approval. Ordinance No. 03-032, which was

*10 Witness Scott testified that the utility's ap-
plication for a certificate is not in violation of
Brevard's comprehensive plan, but he believes
that Brevard needs to review a proposed Com-
mission regulated service territory and deem it
consistent with its comprehensive plan prior to
us granting approval. However, witness Scott is
not aware of any violation of the comprehensive
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plan case law in regards to what Farr ton pro-
poses. He agrees that there are certain develop-
ment planning advantages for large tracts of
land owned by single landowners.

quire or greatly benefit from central water ser-
vice can be pursued and potent ia lly imple-
mented. Mr. Landers states that the Brevard
witnesses suggest that the land use plan can be
amended to allow other uses than those current-
ly allowed on any property. To him, this refer-
ence identifies a right that all land owners have
under Florida's Growth Management statutes
and rules, a right to seek an amendment to the
Comprehensive Plan. It is Mr. Landers' opinion
that designation of a water services territory will
not in and of itself generate sprawl and that the
Brevard plan contains numerous anti-sprawl
policies, as required by chapter 163, Florida Sta-
tutes. Using East Central, as an example, he ar-
gues that  a  proper ly pursued and approved
amendment to the future land use map would
not constitute sprawl.

Fannton witness Landers agreed with the con-
cept that from a planning standpoint,  urban
sprawl is undesirable. However, he disagreed
with the premise that a central water system in a
nonurban,  rural,  forested,  uninhabited area
would be the first step towards urban sprawl. He
believes that urban sprawl occurs largely be-
cause of fragmented land ownership and the
first step to urban sprawl has already been taken
by allowing residential development to occur on
small acreage. This is supported by DCA tech-
nical memos on the subject. He believes that it
is the large land owners, like Farr ton, who have
the potential to best manage their property.

*ll Farr ton witness Hartman stated that Bre-
vard County's referenced comprehensive plan
policy could be appropriate if Brevard County
has taken back jurisdiction from the Commis-
sion and if the applicant was solely in Brevard
County.  However,  since the application is a
multi-county application, Mr. Hartman main-
tains that this portion of the policy statement
does not apply, If Farr ton wishes to establish
its service area, it is iillly capable of doing so
through the same process. Mr. Hartman believes
that we have exclusive authority to certificate
water utilities and not Brevard County, especial-
ly when there is a multi-county utility involved.

Volusia County Comprehensive Plan

Mr. Landers testified that the Brevard County
policy on water service areas provides that al-
though Brevard is not permitted to extend ser-
vices into the agricultural areas, Brevard will
accept facilities and provide utilities in agricul-
tural areas. This policy does not prohibit others
from establishing districts through which water
service can be provided, in fact, it actually es-
tablishes a mechanism through which they can
do so. It appears to him that these rules provide
support for establishment of water service teni-
tories rather than absolutely prohibiting them.
While he maintains that we have ultimate juris-
diction over the granting of a water service terri-
tory,  this  would appear  to es tablish bas ic
grounds for Farr ton to establish a water service
territory. Therefore, it is Mr. Landers' opinion
that Farmton's request is consistent with those
provisions of the Brevard County Comprehen-
sive Plan because a water service territory, in
and of itself, is neither a land use nor develop-
ment as defined by Florida's planning statutes
and rules, and any development that would re-

Volusia County's position is that Farmton's ap-
plication is inconsistent with the guiding goals,
policies, and objectives of Volusia's comprehen-
sive plan, including the Future Land Use Ele-
ment. Volusia's major concern is unplanned or
harmful urban growth in areas not contiguous to
existing urban areas and the preservation of its
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natural resources. un der  th e Depa r tmen t  of Commun i ty Affa i r s
Rule 9J-5,  Flor ida Admin istra t ive Code,  there
a r e  seven  ca t eg or i es  or  i n d i ca t or s  of  u r ba n
sprawl. Mr. Thomson did not agree that the Vo-
lusia County service area was inconsistent with
th e compr eh en sive p lan  because of in t er lock

agreements with  municipali t ies to provide ser -
vice to unincorporated areas.  He acknowledged
that as far  as he knew, Volusia has never  taken
any action against a util i ty that proposed to re-
ceive a cer tificate from this Commission. Also,
he agreed that large tracts of land being owned
by single landowners provide positive opportun-
ities for planning purposes.

Volusia witnesses Thomson and Marwick stated
that the proposed application to establish a wa-
ter utility is inconsistent with the comprehensive
plan for Volusia County, and that the policies in
the plan limit the provision of water and sewer
service to urban future land use designations
except for limited circumstances where a bona
fide threat to the health, safety, and welfare can
be established or if the comprehensive plan is
amended to change the land use designation.
The Future Land Use Plan Categories that en-
compass the area in the Farr ton application do
not include urban land use. The land use desig-
nations within Farmton's proposed service tem'-
tory are Environmental System Comldor (ESC),
Forestry Resource (FR), and Agricultural Re-
source (AR). The witnesses testified that central
water service is not required for nonurban areas
and, to date, Volusia has not considered any
changes to its plan to establish urban land uses
within the Farr ton service area to justify the
creation of a utility. Furthermore, the witnesses
point out that the application does not address a
need dirt could be considered consistent with
the plan. These land use designations are not
intended to support uses which will require an
extensive, central water service system as pro-
posed by Farr ton.

*12 It is Farr ton Witness Lander's opinion that
the future land use element is not as restrictive
as claimed, and that significant uses that would
benefit from central water services are permitted
under the plan. These provisions of the land use
element do not prohibit the establishment of a
water  service ter r itory as  regula ted by the
Commission, and the establishment of a water
service ten*itory is not, in and of itself; a 'land
use' or 'development' as defined by the Volusia
County Comprehensive Plan or State Statute.
The use of a residential Planned Unit Develop-
ment (PUD) is consistent with the ESC, FR, and
AR land use categories. Therefore, development
that would require and could be supported by
central water service is pennitted in the Volusia
County comprehensive plan upon Farmton's
lands.

Witness Thomson agreed that comprehensive
plans can be modified over time. Although de-
signating a service area would not impact natu-
ral resources, the action to do so would be in-
consistent with the plan under chapter 163. Mr.
Thomson agreed that Volusia would not lose
any of that authority and that our certification
does not have any force or effect over any de-
velopment proposal. However, it would play
into the decision making process. In reference to
urban sprawl, Mr. Thomson points out,  that
there is no strict definition of sprawl, although

According to Witness Landers,  the Volusia
County comprehensive plan identifies a right
that all land owners have under Florida's growth
ma na gement  s t a tu t es  a nd mies  to seek a n
amendment to the comprehensive plan. The fact
that Farr ton is the owner of a very large tract of
currently rural land provides a very special land
management opportunity that has been recog-
nized by the State of Florida. Witness Landers
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believes that Farrnton's ownership and proposed
water utility provides an opportunity to manage
a land and water resource in order to preserve
the rural,  environmental and agricultural re-
sources as desired by Volusia County while
providing a sound basis for such innovative de-
velopment as rural villages or new towns. He
believes that the resulting preservation of envi-
ronmentally sensitive areas is consistent with
the goals of Volusia's comprehensive plan, as
well as consistent with the rural land planning
strategy that DCA lays out in its Technical Me-
mos and later actions concerning urban sprawl.

change, would be a logical step to ensure avail-
ability of water as and when needed.

Witness Landers argued that chapter 163 does
not enable local governments to regulate private
utility certificated service areas through the
comprehensive planning process. He also ar-
gued that the Planned Development Cluster pro-
vision for lands in Volusia County's plan con-
tradicts Witness Thomson's assertions on this
topic. He believes Mat this is due to the fact that
Volusia County has determined all areas not
within another governmental utility service area
as its service area. It is clear to him that being in
the Volusia service area does not mean that Vo-
lusia would actually serve the area. There is no
classification in the land use or zoning for a
PSC certificated territory. Therefore, Mr. Lan-
ders believes a certificate by itself should not
constitute 'development' in Volusia County, and
that Farr ton is proceeding in proper order with
the initial authority for certifying a water service
territory with the Commission.

*13 DCA witness James testified that the DCA
believes that the Utility's proposal is inconsistent
with several goals, objectives, and policies of
Volusia and Brevard Counties and the City of
New Smyrna Beach Comprehensive Plans. She
points out dirt the utility services are proposed
in an area that is completely rural with some of
these areas containing natural resources that are
environmentally sensitive, and the proposed
services may result in urban sprawl develop-
ment patters. At the hearing, witness James
agreed that the granting of a PSC certificate was
not inconsistent with the comprehensive plans
of Brevard and Volusia Counties, and that it was
not development or land use. She indicated that
her concern was that a certificate could be part
of a possible domino-effect that could lead to a
certain type of development even though the
counties would retain the power and authority of
comprehensive plan enforcement. In reference
to urban sprawl and its effect on the environ-
ment, she had no knowledge of any case where
the granting of a certificate led directly to urban
sprawl or harmed the environment.

Mr. Hartman stated that, in his experience, there
is no correlation between a PSC certificate and
urban sprawl or that the utility element of the
Comprehensive Plan under chapter 9J-5, would
preclude certification in and of itself. In refer-
ence to the countywide service areas,  to his
knowledge the countywide generalized service
area has not had an impact on other entities as
they may expand or modify their utility service
areas.

Fannton witness Underhill stated that both the
comprehensive plan and water supply plan are
documents that are regularly reviewed to reflect
changes to growth patterns and demand as part
of responsible planning. He notes that since wa-
ter is an essential prerequisite to development it
would seem that planning for water resources
prior to anyone requesting a PUD, DRI, or other

Summary

Based on die evidence, we believe that Farm-
ton's request to provide water service in the pro-
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posed service tem'tory appears to be inconsistent
with portions of the Brevard County compre-
hensive plan. Policy 3.4 of the Brevard County
comprehensive plan provides that newly pro-
posed service areas, expanding restricted service
areas, or PSC regulated service areas must be
reviewed and approved by Brevard County. The
Brevard County witness testified that Farmton's
application is not inconsistent with the compre-
hensive plan, but also testified that the County
must review and approve Farrnton's proposal
prior to this Commission granting approval. The
testimony is not clear whether that provision
contemplates that Brevard needs to review a
proposed PSC regulated service territory and
deem it consistent with Brevard's comprehen-
sive plan prior to our approval. Assuming that
Brevard County is the authority on the provi-
sions of its comprehensive plan, the granting of
a PSC certificate to Farr ton prior to Brevard
County reviewing and approving the Farr ton
proposal appears to be inconsistent with the
Brevard County's comprehensive plan.

process, as detailed in the comprehensive plans
for Brevard and Volusia Counties, does not su-
per sede our  author ity pur suant  to section
367.011, Florida Statutes.  In East Central, we
said:
Section 367.01 l(l), Florida Statutes, states that
this Commission has exclusive jurisdiction over
each utility with respect to its authority, service,
and rates. Section 367.0ll(4)- Florida Statutes,
states that Chapter 367 supersedes all other laws
on the same subject and that subsequent incon-
sistent laws shall supersede Chapter 367, Flori-
da Statutes, only to the extent they do so by ex-
press reference. Chapter 163 does not make ex-
press reference to Chapter 367. Section
163.3211, Florida Statutes, specifically states,
Nothing in this act is intended to withdraw or
diminish any legal Powers or responsibilities of
state agencies or change any requirement of ex-
isting law that local regulations comply with
state standards or rules.'

In consideration of the above, we do not think
that ECFS's certification is inconsistent with
Chapter 163 .With respect to the Volusia County comprehen-

sive plan, the policies in the plan limit the provi-
sion of water and sewer service to urban future
land use designations except for limited cir-
cumstances where a  bona fide threat  to the
health, safety, and welfare can be established or
if the comprehensive plan is amended to change
the land use designation. The land use catego-
ries that encompass the area in the Farr ton ap-
plication include Environmental System Coni-
dor (ESC), Forestry Resource (FR), and Agri-
cultural Resource (AR), none of which are con-
sidered urban areas. Therefore, Farmton's appli-
cation appears to be inconsistent with the por-
tion of die Volusia County plan that limits the
provision of water service to urban areas.

Order No. PSC-92-0104-FOF- 9 at p. 26

*14 We believe, however, that consistent with
our  finding in East Central , the planning

The evidence presented clearly shows that a
county's control over development is not re-
duced with the issuance of a certificate. The
counties' hands are not tied when it comes to
enforcement of their own comprehensive plans
if and when rezoning is needed. Our certifica-
tion does not deprive the counties of any author-
ity they have to control urban sprawl on the
Farr ton properties. This  includes Brevard
County's right to maximize the use of existing
facilities to discourage urban sprawl and the use
of Ordinance No. 03-032 to approve the con-
struction of a water or sewer system, and Volu-
sia County's concerns over the construction of
water facilities in nonurban areas. Therefore, we
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find that the issuance of a PSC certificate does
not result in urban sprawl or hand to the envi-
ronment.

In conclusion, although Farmton's application or
our granting of a certificate to Farr ton appears
to be inconsistent with provisions of the Brevard
and Volusia County comprehensive plans, pur-
suant to Section 367.045(5)(b), Florida Statutes,
in light of the evidence presented in this case,
that inconsistency shall not cause us to deny the
utility's application.Ciz*v of Oviedo, 699 So. 2d
at 3181

COMPETITION WITH OR DUPLICA TION OF
FA CILITIES

s o n property and any utility, including die Bre-
vard County utilities department, can provide
the limited type of service required by the one
campsite in Brevard County. Titusville points
out that Farr ton never requested service from
any of the surrounding local governmental. enti-
ties and that bulk service will be duplicative
with Titusville's planned bulk facility. Volusia
County suggests that if Fannton's application is
approved, it would create a situation where Vo-
lusia County and Farr  ton were both legally
designated as the service providers, creating
competition and confusion. It would also create
a duplication of service, as Volusia is able, au-
thorized, and expected to eventually extend its
existing system through the adjacent City of
Edgewater.

Pursuant to section 367.045(5l(a), Florida Sta-
tutes, we may not grant a certificate of authori-
zation for a proposed system which will be in
competition with, or duplication of, any other
system or portion of a system, unless we first
determine that such other system or portion the-
reof is inadequate to meet the reasonable needs
of the public or that the person operating the
system is unable, refuses, or neglects to provide
reasonably adequate service. Section
367.021(11), Florida Statutes, defines 'systeln'
as facilities and land used and useful in provid-
ing service.

Titusville provides water service within five
miles of Farr ton. Brevard County is within two
miles and Volusia County via the City of Edge-
water is less than one mile from the proposed
Farr ton territory.

Farr ton witness Hartman testified that no other
system serves the proposed area, and it is his
opinion that the proposed utility will not be in
competition with or duplicate the services of
any other water utility system. Even if there
were such systems in the area, the existence of
the facilities owned by Fannton currently pro-
viding those services would mean that service
by any other entity would be a clear duplication
of Farmton's existing service, and would be ex-
tremely inefficient.

*15 Farr ton believes that there is little evidence
that the creation of a utility will be in competi-
tion with, or duplication of any system operated
by die three local governments. Although there
was testimony that local governments might be
able to provide service to the Farr ton properties
in the future, we have held that we cannot de-
termine whether a proposed system will be in
competition with or a duplication of another
system when such other system does not exist.
Brevard County believes that it has facilities
that can provide service to the Miami Corpora-

Brevard County witness Martens testified that
the County Commission has enacted an ordin-
ance that requires any water provider or supplier
to obtain the consent of the County Commission
to construct facilities. Farr ton has not sought
consent under this provision. Martens contends
that, if Fannton were to build a water treatment
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facility, it would be a duplication of the Brevard
system at the Minis plant, to the extent dirt the
Mims Plant has excess capacity. In reference to
Titusville's proposed raw water lines from a
wellfield in northern Brevard County duplicat-
ing county services, he pointed out that the dis-
trict has acknowledged Titusville's application
to construct. Mr. Martens did indicate that Bre-
vard County has been exceeding its consump-
tive use penni (CUP) with the SJRWMD for
more than two years. He did not think that Bre-
vard had an obligation to serve the unincorpo-
rated areas of the county, although it has a right
to do so under the comprehension plan consid-
eration. Mr. Martens agreed that if facilities
were already in place at Farr  ton, Brevard's
proposal to provide service would be a duplica-
tion of service. He also indicated that it is cus-
tomary for the developer to build the facilities
and dedicate them to the county for operation
and maintenance.

Witness Grant testified that Titusville is well
positioned to meet the potable water needs of
any communities in the vicinity of its service
area that are not served by Brevard or another
municipality. However, the urbanizing areas of
northern Brevard County, that are not in the
City of Titusville's service area, are in the Bre-
vard County service area. Titusville does not
have plans to expand its service area in the near
term, because there is not an unmet need for
potable water service in northern Brevard Coun-
ty at the present time. She points out that if a
need for potable water supplies developed in
that area, Titusville is in a very good position to
meet those needs. Brevard County would also
be in a good position to supply the need in the
proposed service a rea  in nor thern Brevard
County. Titusville and Brevard have a history of
worldng cooperat ively to ensure that  water
supply needs are met. She believes that when a
need arises, Titusville and Brevard will work
cooperatively with any developers to determine
which utility can best meet the water supply
needs and reach an appropriate agreement. Ti-
tusville has a CUP application pending with the
SJRWMD for the construction of a wellfield in
northern Brevard County. Ms. Grant stated that
Titusville's application does not ask to increase
pumping,  however ,  it  does identify another
wellfield from which Titusville can draw water.
She indicated that Titusville also purchases pot-
able water from the City of Cocoa. Given its
excess water treatment plant capacity, she be-
lieved that it would be cheaper for Titusville to
obtain raw water  rather  than its current ar-
rangement with Cocoa.

*16 Mr. Hartman points out Mat Brevard Coun-
ty does not provide either raw water service, fire
protection service, or potable water service to
the proposed certificate area. In addition, Bre-
vard has not provided facilities, costs, specific
plans, nor included the area within Brevard's
active utility operations area. Farmton's pro-
posed service area is outside of the established
North Brevard water system service area and
therefore would not use such capacity. He notes
that Brevard County has not planned for and has
not developed the cost of service to provide ser-
vices for Fannton customers, and that the Farm-
ton area and development of water resources
does not adversely impact Brevard's existing
water system or the expansions planned by Bre-
vard. He believes that Mr. Martens has not testi-
fied that Brevard County could or would have
facilities to serve countywide or to serve sys-
tems that are not planned for at this time by
county utilities.

Mr. Hartman points out that Titusville's water
treatment plant is several miles away and would
require a costly duplication of pipelines for ser-
vice, and such service could not be as efficient
or effective as service provided by Farr ton. In
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addition, Brevard County does not have the Wa-
ter Use Permit capacity or facilities to provide
the services currently needed.

prent to Volusia County.

Farr ton witness Drake notes that Titusville's
service area does not include the Farr ton area.
He pointed out that Ms. Grant's statement that
Titusville will meet all its projected needs, is
contradicted by the fact that it has applied to the
SJRWMD for a new wellfield in order to meet
projected demands. Mr. Drake does not agree
that Titusville is in a good position to meet the
potable water needs of northern Brevard Coun-
ty, which includes the Farr ton area. He be-
lieves that it is unlikely that Titusville could
provide potable water at a reasonable cost to
customers in northern Brevard County when the
potable water would have to be pumped from
Titusville's plant, versus it being pumped and
treated locally. The proposal to meet the needs
for water service in this area would therefore be
very costly, many times the costs which service
by Farr ton would entail.

Mr. Hartman suggests that Farmton's water use
would be contained primarily on-site and would
not impact any of Volusia's systems. The City of
Edgewater would not be impacted and the cones
of influence would not overlap. Volusia County
does not have a system in its southeastern area
of the county, and the closest county system is
over 10 miles away. Volusia County also does
not have any plans for service to the Farr ton
area. Mr. Hartman stated that the Brevard and
Volusia County ordinances and their active utili-
ty service areas do not apply in this case. Mr.
Hartman points out that while witnesses from
Brevard, Titusville, and Volusia have suggested
their ability to provide service as and when there
is need to this area, none proposed to provide
the raw water, tire protection or potable water
service to Farr ton. None have planned to serve
the area, none have the availability to serve the
area, and none have budgeted to serve the area.

*17 In reference to Titusville's SJRWMD appli-
cation status, it is Mr. Drake's opinion that
Farr ton would be the far superior provider of
water because it has significantly more land area
in which to develop groundwater supplies, and
has a vested interest in limiting adverse impacts
to its lands, wetlands and silviculture operations.
This includes the permitted wetland mitigation
banks that are on the properly.

In East Central, we addressed the issue of com-
petition or duplication of proposed systems,
stating:
We cannot determine whether a proposed sys-
tem will be in competition with or a duplication
of another system when such other system does
not exist. We do not believe Section
367.045(5)(a), Florida Statutes, requires this
Commission to hypothesize which of two pro-
posed systems might be in place first and, thus,
which would compete with or duplicate the oth-
er. Engaging in such speculation would be of
little use.

Order No. PSC-92-0104-FOF- , at p. 22

Volusia County witness Marwick testified that
while the Miami Corporation has not demon-
strated a need for a potable water distribution
system and treatment facilities, if such a need is
ever demonstrated, Volusia utilities, through
WAV, is prepared to serve the area. However,
she did state that Volusia County requires de-
velopers to provide and dedicate potable water
and wastewater systems within any new devel-

Based on the testimony provided by Brevard
and Volusia County, and the city of Titusville,
those entities do not have existing facilities
within the proposed Farr ton service territory.
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son.Although Volusia County indicated that it is
prepared to serve the Farr ton territory if a need
is demonstrated, no testimony was provided to
show that it has the capacity or plans to do so.
The nearest Brevard County water facility,
Mims, is two miles away, but is exceeding its
CUP. Titusville's service area is five miles away
from Farmton's proposed service area. In addi-
tion, none of the interveners adequately ad-
dressed the need for raw water, fire protection,
or retail potable water service. When consider-
ing the three services, we believe that the utility
has shown that it can best provide the required
water service in its proposed service territory in
both Brevard and Volusia Counties. Miami
Corporation is already providing a limited
amount of water to the hunt club as well as sev-
eral other MiamiCorporation facilities.

According to Farmton's application, Farr ton is
a limited liability corporation, incorporated in
Delaware on February 26, 2002, and registered
to do business in Florida on March 20, 2002.
Because Farr ton is a limited liability corpora-
tion, it has no corporate officers or directors.
Falmton's application further states that Farr ton
Management LLC is its sole member and own-
er. Farr ton Management LLC is owned by the
Miami Corporation, which has owned and ma-
naged the land and water resources in Farmton's
proposed service area for over 75 years.

*18 While both Volusia and Brevard Counties
testified that they would serve or have a right to
provide water service throughout each of their
respective counties, these statements of intent
are insufficient to demonstrate that Farmton's
proposal would be in competition with, or dup-
lication of those systems. Consistent with our
findings in East Central, since the interveners
have not demonstrated that they have existing
facilities in place to serve Fannton, we find that
the utility's application complies with section
367.045(5l(a). Florida Statutes, in that it will not
be in competition with, or duplication of any
other system.

In its application, Farr ton indicated that be-
cause it cannot receive utility revenue from ex-
isting customers until this Commission approves
its rates and charges, there is no detailed balance
sheet, statement of financial condition, or oper-
ating statement available for Farr ton. Instead,
Farr ton filed financial statements for Farr ton
Management LLC which indicate that Farr ton
Management LLC had $1,247,917 of member
capital as of March 31, 2004.

FINANCIAL ABILITY

The original financial statement for Fannton
Management LLC was accompanied by an affi-
davit from Farr ton Management LLC which
indicated that it will provide or assist Farr ton in
securing necessary f̀ unding to meet all reasona-
ble capital needs and any operating deficits on
an as and when needed basis. Since Farr ton
Management LLC's assets come from its mem-
ber's capital, our staff requested that Farr ton
provide a similar pledge of financial support
from the Miami Corporation.Farr ton Witness
Underhill provided an affidavit to that effect.
Mr. Underhill is Vice President of Operations
for Farr ton. He has also been Director of Oper-
ations of the Farr ton property for the Miami
Corporation for the last 25 years. Mr. Under-
hill further testified that the basis for his posi-

Section 367.045m(b>. Florida Statutes, and
Rule 25-30.033(l)(e), Florida Administrative
Code, require a statement showing the financial
ability of the applicant to provide service. Farm-
ton believes it has demonstrated its financial
ability to serve. Titusville and Brevard believe
dirt Farr ton has not. Volusia has taken no posi-
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cause they are hearsay and not enforceable.son that the Miami Corporation has the ability
to provide for any of Fannton's capital needs is
the value of the land which Miami Corporation
owns free and clear. In addition, Mr. Underhill
testified that Farr ton has no expectations of any
need for capital improvements, as there is no
anticipated development of any significance
within the proposed service ten*itory. The only
possibility of significant capital expenditures is
for bulk raw water services. However, under
Farmton's proposed service availability policy, a
substantial amount of the capital cost will be
paid by the proposed customer. Mr. Underhill
believes that if any additional capital costs exist,
those costs can easily be met from funding pro-
vided by Farmton's parent.

In support of Titusville's argument that the one
page summary of the assets and liabilities of
Farmton's parent company is not sufficiently
detailed for us to determine whether Fair ton, or
its parent, has the financial ability to operate the
water systems proposed in the application in a
safe and reliable manner,  it  cited Order No.
PSC-01-0992-PAA-WU, issued April 20, 2001,
in Docket No. 001049-WU,In Re: Application
for original water certificate in Charlotte Coun-
ly by Little Gasparilla Water Utility, where we
conducted a detailed review of a recent tax re-
turn, balance sheet, and profit and loss state-
ment.

*19 In its Brief, Farr ton stated that none of the
interveners provided any evidence at hearing in
support of the position that Farinton has not es-
tablished financial ability. In its Brief, Titusville
did not factually dispute that Farinton had fi-
nancial ability. Instead, Titusville argued that
Farlnton's filing on financial ability was defi-
cient because:

(1) Farr ton did not provide a detailed financial
statement required by Rule 25-30.033( l)(r),
Florida Administrative Code, even though it has
been in existence for over a year,

The requirement for a showing of financial abil-
ity for Farmton's application falls under Rule
25-30.033(1)(e). Florida Administrative Code,
not Rule 25-30.033m(r)_ Florida Administra-
tive Code. With respect to the detailed financial
statement required by Rule 25-30.033( l)(r),
Farmton's application contained a statement that
it has no detailed balance sheet, statement of
financial condition, or operating statement be-
cause it cannot charge for service until we ap-
prove its rates and charges. Although at least
one fiscal year has passed since Farr ton was
established, Farmton's authority to charge for
service is still pending before us.

(2) Rule 25-30.033( l)(r), Florida Administrative
Code, does not allow for the substitution of a
parent's financial statement for that of the utili-
W;

(3) The one page summary of Fannton Man-
agement LLC's assets and liabilities is not suf-
ficiently detailed to make a determination of
financial ability, and

With respect to the substitution of a parent's fi-
nancial statement for that of die utility, it has
been our practice to accept a statement of the
parent's financial ability in original certificate
cases where the utility has not yet established a
financial history. FN3In addition, we have tradi-
tionally recognized the vested interest of a par-
ent  in the financia l s tability of the ut ility.
Fn4Farmton provided a statement of assets and
liabilities of Farr ton Management LLC which
indicated that the parent has sufficient assets,

(4) The affidavits of support provided by Farm-
ton's parents are not competent evidence be-
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without debt, to cover over half of the capital
cost of constructing the utility facilities. In addi-
tion, Witness Underhill testified that the value
of the land, which Miami Corporation owns
free and clear, should demonstrate that it has the
financial ability to provide for any of Farmton's
capital needs.

palty's representation that Farr ton would re-
ceive financial bacldng. We agree with Brevard
that Farr  ton is a  limited liability company.
With respect to Brevard's remaining statements,
we believe that they have been addressed above.

Based upon the financial statement provided for
Farr ton Management LLC, the pledges of fi-
nancial support by Falmton's parent and grand-
parent, and the corporate longevity and holdings
of the Miami Corporation, we find that Fann-
ton has demonstrated the financial ability to
serve the requested temltory.

*20 Rule 25-30.033(l)(e) is silent on the specif-
ic information necessary for a showing of finan-
cial ability. In the order cited by Titusville, the
evidence of financial ability was a corporate tax
return along with a balance sheet and profit and
loss statement for a utility that was already in
existence and charging rates.  As previously
stated, Fannton has provided an explanation
why it does not yet have a financial statement.

TECHNICAL ABILITY

In its brief; Titusville asserts that the affidavits
of Farmton's parent companies are not compe-
tent evidence of a commitment to provide finan-
cial support to Farr ton. Therefore, Titusville
asserts that the affidavits cannot be used as evi-
dence of the matters asserted in the documents
because hearsay evidence cannot be considered
except to corroborate other non-hearsay evi-
dence. Titusville argues that Farr ton failed to
offer  any non-hearsay evidence of financial
commitments by its parent companies. The affi-
davits corroborate Farr ton Witness Underhill's
testimony at the hearing. Mr. Underhill,  em-
ployed by Miami Corporation as the Director
of Operations for Farr ton, provided testimony
that Farr ton does have the financial ability to
provide service and stated that Fannton Man-
agement, LLC has ample resources to fund the
utility's needs and has pledged to do so.

Section 367.()45(1)(b)_ Florida Statutes, and
Rule 25-30.033(l)(e)_ Florida Administrative
Code, require a utility applying for an original
certificate to provide information showing that it
has the technical ability to provide service in the
area requested. Technical ability usually refers
to the utility's operations and management abili-
ties, and whether it is capable of providing ser-
vice to the development in question.

As noted, Brevard's position is that Farr ton
Water Resources,  LLC is a limited liability
company with no directors or officers and it has
produced no financial statements or tax returns.
The only evidence on financial ability is a third

Farr ton witnesses Underhill, Drake, and Hart-
man testified that Farr  ton has the technical
ability to provide the service proposed in its ap-
plication. In addition to Mr. Underhill's exten-
sive experience in managing water resources
and knowledge of those issues, the services of
Hartman & Associates, as consulting engineers,
and other regulatory experts will be enlisted to
assist in operating the utility. The same person-
nel who have operated the water facilities for
many years in the past will continue to operate
those in the future, simply worldng for the utili-
ty instead of the landowner. The utility will em-
ploy competent, experienced persons in utility
areas for those purposes. Farr ton believes that
since there was no evidence to the contrary, we
should find that it has sufficient technical ability
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to serve the requested territory.

*21 Titusville believes that there is not compe-
tent substantial evidence that Fannton has the
technical ability to operate the utility in a man-
ner that will provide safe and reliable water ser-
vice. According to, the evidence, Fannton's only
experience is with agricultural operations. It has
no experience with the types of potable water
facilities identified in the application. Farmton's
vice president of operations has no experience
managing a public water utility. Pursuant to Or-
dinance 03-032, Brevard County believes that
by failing to apply to the District board for con-
sent and construction plan approval, we cannot
find that Farr ton has the technical ability to
provide potable water service. Volusia County
takes no position.

that it has sufficient capacity in the existing or
proposed facilities, and that there was no evi-
dence to the contrary. According to Farmton's
application, the retail potable water treatment
facilities will be located near the proposed cus-
tomers. One existing well will be used for retail
service and six will be constructed. The facili-
ties necessary for the provision of the fire pro-
tection water supply will consist of two existing,
and the development and construction of 10 ad-
ditional, fire protection wells. The utility be-
lieves that these wells, which will be strategical-
ly located throughout the service area, will en-
hance the fire fighting capabilities for Miami
Corporation. During Phase I, the utility plans
for the development and construction of seven
bulk raw water supply wells and the associated
equipment and water transmission mains. Eight
addit iona l water  supply wells  will be con-
structed during Phase II. The bulk raw water
service will consist  of pumping water  from
wells and delivering it to the entities in need of
such water for treatment to potable drinking wa-
ter standards. Farr ton anticipates that nearby
water utilities will be in need of additional bulk
raw water. Farr ton witnesses Drake and Hart-
man contend that the application and supporting
documents reflect that Farr ton has the capacity
to serve all of the needs for existing services and
are in the best position to obtain additional ca-
pacity needed for the other proposed, services.

The utility has represented that it will employ
competent, experienced persons for the technic-
al purposes of operating a utility. With the con-
tinued services of Hartman and Associates,
coupled with the exist ing exper ience of the
Farr ton employees, we see no indication that a
high level of technical ability cannot be main-
tained by the utility. Also, as previously stated,
certification does not deprive the counties of
any authority. This includes Brevard County's
use of Ordinance No. 03-032 to approve the
construction of a water or sewer system. We
have no reason to believe that the utility will not
adhere to dirt ordinance when it is appropriate
for it to do so. Therefore, we find that the utility
has die e>dsting and potential technical ability to
serve all the needs of the requested territory.
This is consistent with our decisions in other
original certificate applications. FNS

PLANT CAPACITY

*22 Titusville points out that Farr ton has re-
quested this Commission to certificate a 50,000
acre territory. However, the wells proposed are
small and not interconnected, and therefore will
not provide sufficient capacity to serve the ten'i-
tory. Brevard County believes dirt there is no
dispute that Brevard County has enacted Ordin-
ance 03-32 creating a water and sewer district,
and Mat Farr ton has not applied to the District
for consent to construct facilities. Volusia Coun-
ty took no position in the matter.

Farr ton believes that the application and the
testimony of its witnesses clearly demonstrate
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that Farr ton has provided evidence that it has
continued use of die land upon which the utility
treatment facilities are or will be located. Ac-
cordingly, the utility shall file an executed and
recorded copy of its lease with the Miami Cor-
poration by October 21, 2004.

We find Farmton's position persuasive.  Mr.
Hartman testified that Fannton either has or is
taldng appropriate measures to ensure sufficient
plant capacity to provide the proposed service.
Pursuant to section 367.031, Florida Statutes, a
utility must obtain a certificate of authorization
from the Commission prior to being issued a
permit by the DEP for the construction of a new
water or wastewater facility or prior to being
issued a consumptive use or drilling permit by a
water  management distr ict .  We believe that
Farr ton is correct in pursuing a PSC certificate
prior to approaching the DEP, WMD, Brevard
County, or any other entity that may require au-
thorization to construct the facilities necessary
to provide water service. We believe that the
utility has shown that it is has the financial and
technical ability to efficiently provide sufficient
existing and potential capacity for all services
needed in the proposed service area. In refer-
ence to Brevard County's Ordinance 03-032, it
was previously noted that certification does not
deprive the counties of any authority they have
to oversee urban sprawl on the Farr ton proper-
ties. This includes Brevard County's use of Or-
dinance No. 03-032 to approve the construction
of a water or sewer system. We believe that the
utility will adhere to that ordinance when it is
appropriate for it to do so. Therefore, we find
that Farinton has sufficient existing and poten-
tial capacity for all services needed in the pro-
posed service area.

NOTICING AND FILING REQ UIREMENTS

LAND

Rules 25-30.030 and 25-30.033. Florida Admin-
istrative Code, set forth the filing and noticing
requirements for this Application. Farr ton con-
tends that Witness Hartman provided testimony
concerning the noticing requirements of our
rules and specifically stated that Farmton's no-
ticing complies with the rules and statutes. Ti-
tusville asserts that Farr ton failed to meet the
filing requirements by filing incomplete and in-
correct information. According to Titusville, it
is difficult to understand the service Farr ton
proposes because Farr ton has prepared many
exhibits changing its proposed service, but has
never amended its Application. While it is true
that Fannton filed multiple exhibits changing its
proposed service, there is no rule requirement
that Farr ton amend its application. Titusville
further asserts that Farr ton failed to provide
any credible evidence of need, any financial
statement, proof of financial ability, proof of
technical ability, and proof of public interest.
We disagree.  Based on the evidence in the
record, Farr ton has provided this information
in accordance with our rules. Accordingly, we
find that Farr ton has met the filing and noticing
requirements set forth in Rules 25-30.030 and
25-30.033. Florida Administrative Code.

GRANTING OF CERTIFICA TE NO. 622- W
Rule 25-30.033mM. Florida Administrative
Code, requires evidence that the utility owns the
land upon which the utility treatment facilities
are, or will be, located or a copy of an agree-
ment which provides for the continued use of
the land. Parties have stipulated, noting that Vo-
lusia, Brevard, and Titusville took no position,

*23 Based on the above, we find that Farr ton
has demonstrated: 1) that there is a need for ser-
vice, 2) that the application will not be in com-
petition with, or duplication of, any other sys-
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tem, and 3) that it has the financial and technical
ability to provide for service along with the abil-
ity to pursue the steps necessary to obtain suffi-
cient plant capacity. In addition, we believe that
granting of a certificate to Fannton will not de-
prive the counties of their ability to control de-
velopment under their comprehensive plans or
ordinances. As such, we find dirt Farr ton has
proven that its application is in the public inter-
est. Accordingly, Certificate No. 622-W shall be
issued to Farr  ton Water  Resources LLC to
serve the territory described in Attachment A,
attached hereto,  and to charge the rates ap-
proved herein.

Rate Base Farmton's projected rates are based
on the rate base calculations shown on Schedule
No. 1. The projected rate base for retail potable
water, fire protection, and bulk raw water ser-
vices is $7,616, $495, and $l,773,568, respec-
tive1y, based on the Utility's projected costs at
80% of the design capacity of Phases I and II,
which is expected to be reached in 2009 or eight
years from start-up.

RETURN ONEQUITY

We find that Farmton's projected rate base for
retail potable water, tire protection, and bulk
raw water services are reasonable and are here-
by approved. Projected rate base is established
only as a tool to aid us in setting initial rates and
is not intended to formally establish rate base.

Rule 25-30.033(3), Florida Administrative
Code, provides that the return on common equi-
ty be established using the current equity 1eve-
rage formula established by order of the Com-
mission pursuant to section 367.081(4), Florida
Statutes, unless there is competent substantial
evidence supporting the use of a different return
on common equity. Farr ton has projected a
capital structure of 40% equity and 60% debt.
Therefore, we find a return on equity for Farm-
ton of ll.40%, with a range of plus or minus
100 basis points, is consistent with the current
leverage graph formula found in Order No.
PSC-04-0587-PAA-WS and a 40% equity ratio,
and is hereby approved.

Cost of Capital Famlton's projected capital
structure, shown on Schedule 2, consists of 40%
equity and 60% debt. Farr ton had originally
proposed cost of capital of 9.00% based on a
return on equity of l1.10%. As previously dis-
cussed, return on equity is 11.40% pursuant to
the current leverage graph formula in Order No.
PSC-04-0587-PAA-WS.The utility's projected
cost of debt is 7.60%, which we find to be rea-
sonable. As such, we find that the Utility's initial
rates shall reflect an overall cost of capital of
9.12% based on 40% equity at 11.40% and 60%
debt at 7.60%.

RATES AND CI-MRGES

*24 Return on Investment The projected return
on investment is shown on Schedule 3 as net
operating income. Based on the projected rate
base for each system in Schedule 1 and the pro-
jected overall cost of capital of 9.12%, we find
that the return on investment for retail potable
water, fire protection, and bulk raw water shall
be $695, $45, and $161,749, respectively.

Pursuant to Rule 25-30.033, Florida Administra-
tive Code, Farr ton filed proposed initial rates
for retail potable, fie protection, and bulk raw
water. None of the parties have disputed the ac-
tual rates and charges. Instead, Titusville dis-
putes the need for the rates and charges. Brevard
and Volusia Counties have taken no position.

Revenue Requirements The projected revenue
requirement, operating and maintenance ex-
penses, depreciation and amortization, and taxes
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other than income are shown on Schedule 3.
The Utility's proposed operating and mainten-
ance expenses at 80% of design capacity, in-
cluding purchased power, contractual services,
and rent royalties for use of the land, appear rea-
sonable. As a limited liability company, Farm-
ton has no income tax expense. Therefore, rev-
enue requirements for retail potable water, fire
protection, and bulk raw water services of
$8,164, $4,192, and $553,403, respectively, are
reasonable and are hereby approved.

Miscellaneous Service Charges Rule 25-30.460-
Florida Administrative Code, defines four cate-
gories of miscellaneous service charges. Farm-
ton's proposed miscellaneous service charges,
shown on Schedule 4, are consistent with this
rule and are hereby approved.

Farr ton shall file revised tariff sheets contain-
ing the rates and charges approved herein by
October 21, 2004. The tariff shall be effective
for services rendered or connections made on or
after the stamped approval date on die tariff
sheets, pursuant to Rule 25-30.475, Florida
Administrative Code. Farr ton is hereby put on
notice that it shall charge the rates and charges
in its approved tariff until authorized to change
by the Commission.

SER VICE A VAILAEILITY C}L4RGES

Pursuant to Rule 25-30.580(l), Florida Admin-
istrative Code, the maximum amount of contri-
butions-in-aid-of-construction, net of amortiza-
tion, should not exceed 75% of the total original
cost, net of depreciation, of die utility's facilities
and plant when the facilities and plant are at
their designed capacity.

Rates and Rate Structure The approved rates for
retail potable water, fire protection and bulk raw
water service, shown on Schedule 4, are based
on the utility's proposed revenue requirements,
adjusted to reflect the return on equity. The ap-
proved monthly retail potable water rates for
residential and general service customers in-
clude a base facility charge based on meter size
and a uniform charge per 1,000 gallons of
usage. Farmton's Exhibit 41 included a separate
base facility charge of $83.00 per month for
each 2 inch well used by die hunt camp based
on expected demand at each well. Farr ton Wit-
ness Hartman clarified that it was Farmton's in-
tent to bill based on meter size and not ERCs.
Therefore, we find that the hunt camp customers
shall be billed using the base facility charge
based on meter size, and not a charge based on
demand (per ERC). The proposed rates for fire
protection include a monthly base facility
charge per well. The proposed bulk raw water
rate structure includes an annual base charge per
0.5 MGD of committed capacity, a td<e or pay
gallonage charge per 1,000 gallons of commit-
ted capacity, and a gallonage charge for usage
above the committed capacity.

*25 Farr ton believes the appropriate service
availability charges are diode contained in Exhi-
bit 3. Titusville believes that the service availa-
bility charges in Farmton's initial application are
inappropriate because Farr ton never sought to
include the changes in Exhibit 41 in its applica-
tion. Brevard and Volusia have no position.

Farr ton originally requested approval of the
following service availability charges.

Service

Retail potable, per ERC
(350 GPD)

System Capacity Charge

$356.65

CIAC Level

75%
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Fire protection, per well $2,640.00

Bulk raw water, per ERC $421 .5 l
(350 GPD)

100%

60% per Gallon $1.20443

Retail Potable Service
facilities. Fannton proposes to collect 60% of its
capital costs in CIAC. According to its proposed
service availability policy, Farr ton will be re-
sponsible for construction and ownership of all
wells and facilities up to die point of delivery of
service to the customer. The point of delivery
for  raw bulk water  is described to be at  the
boundary of Farmton's service ten*itory. The
customer will be responsible for construction
and ownership of all facilities beyond the point
of delivery.

Fannton's proposed system capacity charge for
retail potable water service of $356.65 per ERC
is based on the estimated capital costs for con-
struction of its retail potable water wells and
associated facilities. Farmton's proposed service
availability policy and charges will result in
contributions-in-aid-o f-construction (CIAC) for
retail potable water service in the amount of
75% of its capital cost. According to its pro-
posed service availability policy, Farr ton will
be responsible for the construction and owner-
ship of all proposed water facilities, including
all wells, treatment, and distribution facilities up
to the point of delivery of service to the custom-
et .

Protection

Titusville has taken the position that Farmton's
service availability charges are inappropriate
because it never sought to amend its application
to include the revisions in Exhibit 41. Farr ton
argued that Titusville did not provide any evi-
dence or witness, nor did it elicit any evidence
on cross-examination in support of its position
that Farmton's service availability charges were
inappropriate.

Farmton's proposed system capacity charge for
fire protection service of $2,640 per well is
based on the estimated capital costs for the con-
struction of the wells and associated facilities.
Farr ton proposes to recover 100% of the cost
of its fire protection facilities through CIAC.
According to its proposed service availability
policy, Farr ton will be responsible for con-
struction and ownership of all proposed fire pro-
tection wells and facilities up to the point of de-
livery of service to the customer.

Bulk Raw Water

*26 We believe that neither Exhibit 38 nor EX-
hibit 41 modify Farmton's proposed service
availability charges. Exhibit 38 redistributed the
capital costs for retail potable service based
upon a different meter configuration than origi-
nally proposed. However, the total capital cost
upon which service availability charges were
calculated remained unchanged. Exhibit 41 re-
moved income tax expense from the revenue
requirement, but the capital costs and ERCs
used to calculate service availability charges
were not changed.

Fannton's proposed system capacity charge for
bulk raw water service of $421.51 per ERC
($1.20443 per gallon) is based on the estimated
capital costs for its bulk raw water wells and

Although the proposed system capacity charge
for fire protection is designed to allow Farr ton
to recover 100% of its capital investment asso-
ciated with diode assets, Farr ton also proposes
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to limit the collection of CIAC to 60% of its in-
vestment in bulk raw water facilities. In the ag-
gregate, Farmton's projected CIAC level at de-
sign capacity for retail potable water, fire pro-
tection, and bulk raw water facilities is expected
to be approximately 60%.

ORDERED that Certificate No. 622-W shall be
issued to Farr ton Water Resources LLC, 1625
Maytown Road, Osteen, Florida, 32764. It is
further

ORDERED flat all matters contained herein,
whether set forth in the body of this Order or in
the schedules attached hereto are incorporated
herein by reference. It is further

Accordingly, we find that Farmton's proposed
service availability policy and charges as set
forth herein are consistent with the guidelines of
Rule 25-30-580, Florida Administrative Code,
and are hereby approved. The charges shall be
effective for connections made on or after the
stamped approval date on the tariff sheets.

ORDERED that Farr ton Water Resources LLC
initial rates and charges shall be those set forth
in the body of this Order. It is further

ALLOWANCE FOR FUNDS USED DURING
CONSTRUCTION (AFUDC)

ORDERED that a return of equity of 11.40%,
with a range of plus or minus 100 basis points,
is  hereby approved for  Fannton Water  Re-
sources LLC. It is furtherRule 25_30.033(4)_ Florida Administrative

Code, allows utilities obtaining initial certifi-
cates to accrue allowance for funds used during
construction (AFUDC) for projects found eligi-
ble pursuant to Rule 25-30.116(1), Florida Ad-
ministrative Code.

ORDERED that Farr ton Water Resources LLC
shall t ile tar iffs which reflect  the rates and
charges approved in this Order. It is further

The leverage graph formula in Order No. PSC-
04-0587-PAA-WS generates a return on equity
of 11.40% at Farmton's proposed 40% equity
ratio. This return on equity results in an annual
AF UDC  r a t e  of  9 . 1 2 % a nd a  d i s cou nt ed
monthly rate of 0.7596837%. We find that these
rates are hereby approved and shall apply to the
qualified construction projects beginning on or
after the date the certificate of authorization is
issued.

*27 ORDERED that an allowance for funds
used during construction for Fannton Water Re-
sources LLC of 9.12% and a monthly dis-
counted rate of 0.7596837% shall be applied to
qualified construction projects beginning on the
date the certificate of authorization is issued. It
is further

ORDERED that Farr ton Water Resources LLC
shall file revised tariff sheets containing the ap-
proved rates and charges by October 21, 2004. It
is further

Based on the foregoing, it is

ORDERED by the Florida Public Service
Commission that Farr ton Water Resources
LLC's application for an original water certifi-
cate is hereby granted to serve the territory set
forth in Attachment A. It is further

ORDERED that Fannton Water Resources LLC
shall tile an executed and recorded copy of its
lease with Miami Corporation by October 21,
2004. It is further

ORDERED that the rates and charges set forth
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herein shall be effective for services rendered or
connections made on or after the stamped ap-
proval date on the tariff sheets pursuant to Rule
25-30.475, Florida Administrative Code.  I t  is
further

and/or wastewater utility by filing a notice of
appeal with the Director, Division of the Com-
mission Clerk and Administrative Services and
filing a copy of the notice of appeal and the lil-
ing fee with die appropriate court. This filing
must be completed within thirty (30) days after
the issuance of this order,  pursuant to Rule
9.110, Florida Rules of Appellate Procedure.
The notice of appeal must be in the form speci-
fied in Rule 9.900(a), Florida Rules of Appellate
Procedure.

ORDERED this docket shall be closed admini-
stratively after the time for tiling an appeal has
run, upon verification that the utility has filed an
executed and recorded copy of its lease, and
upon the filing and approval of the revised tariff
sheets.

A TTA CHMENTA
By ORDER of  the F lor ida  Public  Ser vice
Commission this 8th day of October, 2004. Farr ton Water Resources, LLC. Water Tem'to-

ry
NOTICE OF FURTHER PROCEEDINGS OR
JUDICIAL RE VIE W TOWNSHIP 18 SOUTH, RANGE 33 EAST,

VOLUSIA COUNTY, FLORIDA

ALL OF SECTIONS 13 AND 14 THE EAST
1/2 OF SECTIONS 15 AND 22 ALL OF SEC-
T1ons 23, 24, 25, 26, 27, 28, 31, 32, 33, 34, 35
AND 36.

The Florida Public Service Commission is re-
quired by Section 120.569(1)_ Florida Statutes,
to notify parties of any administrative hearing or
judicial review of Commission orders that is
available under Sections 120.57 or 120.68, Flor-
ida Statutes, as well as the procedures and time
limits Mat apply, This notice should not be con-
stmed to mean all requests for an administrative
hearing or judicial review will be granted or re-
sult M the relief sought.

*28  T OWNS HIP  19  S OUT H,  RANGE 33
EAST, VOLUSIA COUNTY, FLORIDA

ALL OF SECTIONS 1, 2, 3, 4, 5, 6, 7, 8, 9, 10,
11, 12, 13, 14, 15, 16, 17, 18, 19, 20, 21, 22, 23,
24,25,26,27,28,29

LESS AND EXCEPT THE SOUTHWEST 1/4
OF THE SOUTHWEST 1/4 OF THE
SOUTHWEST 1/4 OF SECTION 5

LESS AND EXCEPT THE EAST 1 4 OF THE
SOUTHWEST 1/4 OF THE NORTHWEST
AND THE SOUTHWEST 1/4 OF THE
SOUTHWEST 1/4 OF THE SOUTHWEST 1/4
OF SECTION 6

/

Any party adversely affected by the Commis-
sion's final action in this matter may request: 1)
reconsideration of the decision by filing a mo-
tion for reconsideration with the Director, Divi-
sion of the Commission Clerk and Administra-
tive Services, 2540 Shu nard Oak Boulevard,
Tallahassee, Florida 32399-0850, within fifteen
(15) days of the issuance of this order in the
form prescribed by Rule 25-22.060, Florida
Administrative Code, or 2) judicial review by
the Florida Supreme Court in the case of an
electric, gas or telephone utility or the First Dis-
tr ict Court of Appeal in the case of a water LESS AND EXCEPT THE WEST 1/2 OF THE
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NORTHWEST 1/4 OF THE SOUTHWEST
1/4; AND THE WEST 1/2 OF THE EAST 1/2
OF THE SOUTHWEST 1/4 OF THE
SOUTHWEST 1/4; AND THE EAST 3/4 OF
THE NORTHEAST 1/4 OF THE SOUTH-
WEST 1/4;  AND THE WEST 1/2 OF THE
SOUTHWEST 1/4 OF THE SOUTHEAST 1/4;
AND THE WEST 1/2 OF THE NORTHWEST
1/4 OF THE SOUTHEAST 1/4;  AND THE
WEST 1/4 OF THE NORTHEAST 1/4 OF THE
SOUTHEAST 1/4; AND THE WEST 1/4 OF
THE SOUTHEAST 1/4 OF THE NORTHEAST
1/4; AND THE EAST 1/2 OF THE SOUTH-
WEST 1/4 OF THE NORTHEAST 1/4 OF
SECTION 7

OF BEGINNING.

LESS AND EXCEPT THE EAST 1/2 OF THE
SOUTHWEST 1 4 OF THE SOUTHEAST 1 4;
AND THE EAST 1/2 OF THE WEST 1/2 OF
THE SOUTHEAST 1/4 OF THE SOUTHEAST
1/4;  AND THE SOUTHEAST 1/4 OF THE
SOUTHEAST 1/4 OF THE SOUTHEAST 1/4
OF SECTION 8

/ /

LESS AND EXCEPT THAT PART OF SEC-
TION 18 DESCRIBED AS FOLLOWS:
COMMENCE AT THE NORTHWEST COR-
N E R  O F SECTION 18, TOWNSHIP 19
SOUTH, RANGE 33 EAST, VOLUSIA
COUNTY FLORIDA; THENCE RUN
N.8923'07'E., FOR A DISTANCE OF 1,487.87
FEET; THENCE RUN S.0044'27'E., FOR A
DISTANCE OF 253.23 FEET TO THE POINT
OF BEGINNING; THENCE RUN
N.8951'24'E.,  FOR A DISTANCE OF 50.00
FEET, THENCE RUN S.0044'47'E., FOR A
DISTANCE OF 100.76 FEET; THENCE RUN
S.8859'51'W., FOR A DISTANCE OF 50.01
FEET, THENCE RUN N.0044'27'W., FOR A
DISTANCE OF 101.51 FEET TO THE POINT
OF BEGINNING.

LESS AND EXCEPT THE NORTH 1/2 OF
THE NORTHEAST 1/4 OF SECTION 16

LESS AND EXCEPT THAT PART OF SEC-
TION 18 DESCRIBED AS FOLLOWS:
COMMENCE AT THE NORTHWEST COR-
N E R  O F SECTION 18,  TOWNSHIP 19
SOUTH, RANGE 33 EAST, VOLUSIA
COUNTY FLORIDA; THENCE RUN
N.8923'07'E., FOR A DISTANCE OF 1,643.36
FEET; THENCE RUN S.0052'09'E., FOR A
DIS T ANC E OF  1 , 185 . 77  F EET  T O T HE
POINT  OF  BEGINNING;  T HENCE RUN
N.8916'13'E.,  FOR A DISTANCE OF 49.07
FEET, THENCE RUN S.0040'06'E., FOR A
DISTANCE OF 99.13 FEET; THENCE RUN
S.89'33'32'W., FOR A DISTANCE OF 48.72
FEET, THENCE RUN N.0052'09'W., FOR A
DISTANCE OF 98.89 FEET TO THE POINT
OF BEGINNING.

LESS AND EXCEPT THAT PART OF SEC-
TION 18 DESCRIBED AS FOLLOWS:
COMMENCE AT THE NORTHWEST COR-
NER  OF  S EC T ION 18,  TOWNSHIP 19
SOUTH, RANGE 33 EAST, VOLUSIA
COUNTY FLORIDA; THENCE RUN
N.8923'07'E., FOR A DISTANCE OF 1,486.51
FEET, THENCE RUN S.0121'39'E., FOR A
DISTANCE OF 515.09 FEET TO THE POINT
OF BEGINNING; THENCE RUN
S.8933'37'E., FOR A DISTANCE OF 521.14
FEET, THENCE RUN S.0032'06'W., FOR A
DISTANCE OF 150.63 FEET; THENCE RUN
S.8920'51'W., FOR A DISTANCE OF 515.94
FEET, THENCE RUN N.0121'39'W., FOR A
DISTANCE OF 160.55 FEET TO THE POINT

LESS AND EXCEPT THAT PART OF SEC-
TION 18 DESCRIBED AS FOLLOWS:
COMMENCE AT THE NORTHWEST COR-
NE R  OF  S E C T ION 18,  TOWNSHIP 19
SOUTH, RANGE 33 EAST, VOLUSIA
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COUNTY FLORIDA; THENCE RUN
N.8923'07'E., FOR A DISTANCE OF 1,704.56
FEET, THENCE RUN S.0020'35'E., FOR A
DIS T ANC E OF  1 , 482 . 69  F EET  T O T HE
POINT  OF  BEGINNING;  T HENCE RUN
N.8918'56'E.,  FOR A DISTANCE OF 52.32
FEET; THENCE RUN S.0122'15'E., FOR A
DISTANCE OF 99.28 FEET; THENCE RUN
S.8928'14'W., FOR A DISTANCE OF 54.10
FEET; THENCE RUN N.0020'35'W., FOR A
DISTANCE OF 99.13 FEET TO THE POINT
OF BEGINNING.

DISTANCE OF 105.02 FEET; THENCE RUN
S.8935'52'W., FOR A DISTANCE OF 71.22
FEET, THENCE RUN N.0101'27'W., FOR A
DISTANCE OF 104.89 FEET TO THE POINT
OF BEGINNING.

*29 LESS AND EXCEPT THAT PART OF
SECTION 18 DESCRIBED AS FOLLOWS:
COMMENCE AT THE NORTHWEST COR-
N E R  O F SECTION 18,  TOWNSHIP 19
SOUTH, RANGE 33 EAST, VOLUSIA
COUNTY FLORIDA; THENCE RUN
N.8923'07'E., FOR A DISTANCE OF 1,916.36
FEET, THENCE RUN S.0055'35'E., FOR A
DISTANCE OF 883.67 FEET TO THE POINT
OF BEGINNING; THENCE RUN
N.8929'23'E., FOR A DISTANCE OF 70.19
FEET, THENCE RUN S.0050'18'E., FOR A
DISTANCE OF 100.39 FEET; THENCE RUN
S.8923'11'W., FOR A DISTANCE OF 70.04
FEET, THENCE RUN N.0055'35'W., FOR A
DISTANCE OF 100.51 FEET TO THE POINT
OF BEGINNING.

LESS AND EXCEPT THAT PART OF SEC-
TION 18 DESCRIBED AS FOLLOWS:
COMMENCE AT THE NORTHWEST COR-
N E R  O F SECTION 18,  TOWNSHIP 19
SOUTH, RANGE 33 EAST, VOLUSIA
COUNTY FLORIDA; THENCE RUN
N.8923'07'E., FOR A DISTANCE OF 2,343.64
FEET, THENCE RUN S.0114'33'E., FOR A
DIS T ANC E OF  1 , 359 . 09  F EET  T O T HE
P OINT  OF  BEGINNING;  T HENCE RUN
N.8911'54'E.,  FOR A DISTANCE OF 53.60
FEET; THENCE RUN S.0038'10'E., FOR A
DISTANCE OF 104.13 FEET; THENCE RUN
S.8935'27'W., FOR A DISTANCE OF 52.50
FEET, THENCE RUN N.0114'33'W., FORA
DISTANCE OF 103.77 FEET TO THE POINT
OF BEGINNING.

LESS AND EXCEPT THAT PART OF SEC-
TION 18 DESCRIBED AS FOLLOWS:
COMMENCE AT THE NORTHWEST COR-
N E R  O F SECTION 18, TOWNSHIP 19
SOUTH, RANGE 33 EAST, VOLUSIA
COUNTY FLORIDA; THENCE RUN
N.8923'07'E., FOR A DISTANCE OF 3,011.48
FEET, THENCE RUN S.0114'00'E., FOR A
DIS T ANC E OF  1 , 059 . 93  F EET  T O T HE
POINT  OF  BEGINNING;  T HENCE RUN
N.8911'46'E., FOR A DISTANCE OF 98.01
FEET; THENCE RUN S.0053'04'E., FOR A
DISTANCE OF 105.26 FEET; THENCE RUN
S.8937'56'W., FOR A DISTANCE OF 97.38
FEET; THENCE RUN N.0114'00'W., FOR A
DISTANCE OF 104.52 FEET TO THE POINT
OF BEGINNING.

LESS AND EXCEPT THAT PART OF SEC-
TION 18 DESCRIBED AS FOLLOWS:
COMMENCE AT THE NORTHWEST COR-
N E R  O F SECTION 18,  TOWNSHIP 19
SOUTH, RANGE 33 EAST, VOLUSIA
COUNTY FLORIDA; THENCE RUN
N.8923'07'E., FOR A DISTANCE OF 2,099.62
FEET; THENCE RUN S.0101'27'E., FOR A
DISTANCE OF 763.77 FEET TO THE POINT
OF BEGINNING; THENCE RUN
N.8929'50'E., FOR A DISTANCE OF 71.22
FEET, THENCE RUN S.0101'23'E., FOR A LESS AND EXCEPT THE WEST 1/2 OF THE
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SOUTHWEST 1/4; AND THE SOUTHWEST
1/4 OF THE NORTHWEST 1/4 OF SECTION
19

OF THE NORTHEAST 1/4 OF SECTION 23

LESS AND EXCEPT THE EAST 1/2 OF THE
NORTHEAST 1/4 OF THE NORTHEAST 1/4
OF SECTION 20

LESS AND EXCEPT THE WEST 1/2 OF THE
NORTHWEST 1/4 OF THE NORTHEAST 1/4
OF SECTION 27

T OGET HER WIT H T HE EAST  1/2 ;  T HE
EAST 1/2 OF THE NORTHWEST 1/4; AND
ALL THAT PART OF THE SOUTHWEST 1/4
OF SECTION 30, LYING EAST OF THE ST.
JOHNS RIVER

TOGETHER WITH ALL OF THAT PART OF
THE NORTHEAST LYING NORTH OF THE
ABANDONED FLORIDA EAST COAST
RAILROAD; THE NORTHEAST OF THE
NORTHWEST 1/4; AND THE SOUTH 13.67
CHAINS OF THE SOUTHEAST 1/4 OF THE
NORT HWES T  1 /4  LYING NORT H AND
EAST OF THE RIVER IN SECTION 31

TOGETHER WITH ALL OF SECTIONS 32,
33 ,  34  AND 35  LYING NORT H OF T HE
ABANDONED FLORIDA EAST  COAST -
RAILROAD RIGHT-OF-WAY

LESS AND EXCEPT A PORTION OF SEC-
T ION 21 ,  M OR E P AR T IC ULAR LY DE-
SCRIBED AS FOLLOWS: COMMENCE AT
THE NORTHEAST CORNER OF SECTION
21 ,  T OWNS HIP  19  S OUT H,  R ANGE 33
EAST, VOLUSIA COUNTY, FLORIDA;
THENCE RUN S.0154'33'E. ,  ALONG THE
EAST LINE OF SAID SECTION 21 FOR A
DISTANCE OF 996.18 FEET; THENCE RUN
S.0154'21'E., FOR A DISTANCE OF 364.58
FEET  T O T HE POINT  OF  BEGINNING;
THENCE RUN S.0154'36 'E. ,  FOR A DIS-
TANCE OF 1,325.86 FEET; THENCE DE-
PARTING SAID EAST LINE, RUN
S.8930'18'W., FOR A DISTANCE OF 1,316.67
FEET, THENCE RUN N.0218'23'W., FOR A
DISTANCE OF 266.34 FEET; THENCE RUN
S.8942'43'W., FOR A DISTANCE OF 497.23
FEET, THENCE RUN N.0157'48'W., FOR A
DISTANCE OF 1,047.99 FEET; THENCE
RUN N.8911'44'E. ,  FOR A DISTANCE OF
1,816.46 FEET TO A POINT IN THE AFO-
R EMENT IONED EAS T  LINE AND T HE
POINT OF BEGINNING.

LESS AND EXCEPT THE SOUTHWEST 1/4
OF THE NORTHEAST 1/4 OF SECTION 34
LYING NOR T H OF  T HE ABANDONED
FLORIDA EAST COAST RAILROAD
RIGHT-OF-WAY

ALL OF SECTION 36.
*30 LESS AND EXCEPT THE WEST 1/2 OF
THE SOUTHWEST 1/4 OF THE SOUTH-
WEST 1/4 OF THE NORTHEAST 1/4 OF
SECTION 22

TOVWVSHIP 20 SOUTH RANGE 33 EAST VO-
LUSL4 CQUNTK FLORIDA

ALL OF SECTIONS 1, 12, 13 AND 24

TOWNSHIP 19 SOUTH, RANGE 34 EAST,
VOLUSIA COUNTY, FLORIDA

LESS AND EXCEPT THE EAST 12 CHAINS
O F  T H E  S O U T H  1 0  C H A I N S  O F  T H E
NORTHEAST 1/4 OF THE NORTHWEST 1/4;
AND THE SOUTHEAST 1/4 OF THE
NORTHWEST 1/4; AND THE SOUTHWEST ALL oF SECTIONS 5, 6, 7, 8, 17, 18, 19, 20,
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21,28,29, 30, 31, 32,AnD33

LESS AND EXCEPT THE WEST 1/2 OF THE
SOUTHEAST 1/4 OF THE NORTHWEST 1/4;
AND THAT PART OF THE SOUTHEAST 1/4
OF THE SOUTHEAST 1/4 OF THE NORTH-
WEST 1/4 LYING WITHIN THE RAILROAD
RIGHT -OF-WAY,  AND T HAT  PART  OF
T HE SOUT HEAST  1/4  OF T HE SOUT H-
WEST 1/4 LYING NORTH OF THE SOU-
THERLY RAILROAD RIGHT-OF-WAY
LINE; AND THE SOUTHWEST 1/4 OF THE
SOUTHEAST 1/4 OF SECTION 30

TOWNSHIP 20 SOUTH, RANGE 34 EAST,
BREVARD COUNTY, FLORIDA

ALL OF sEcT ion 4 ,  5 ,  6 ,  7 ,  8 ,  17,  18,  19
AND 20

TOWNSHIP 20 SOUTH, RANGE 34 EAST
AND TOWNSHIP 21 SOUTH, RANGE 34
EAST, BREVARD COUNTY, FLORIDA;
AND TOWNSHIP 21 SOUTH, RANGE 33
EAST, VOLUSIA COUNTY, FLORIDA

DISTANCE OF 650.12 FEET; THENCE
S1804'14'E, A DISTANCE OF 650.06 FEET;
T HENCE N7828 '51 'E ,  A DIS T ANCE OF
650.12 FEET; THENCE S1804'14'E, A DIS-
TANCE OF 650.06 FEET; THENCE
S7828'51'W, A D I S T AN C E  O F 1,300.24
FEET; THENCE S1804'14'E, A DISTANCE
OF 5,850.53 FEET; THENCE N7828'51'E, A
DISTANCE OF 1,300.24 FEET; THENCE
S1804'14'E, A DISTANCE OF 650.06 FEET;
T HENCE S7828 '51 'W,  A DIST ANCE OF
1,300.24 FEET; THENCE S1804' 14 'E,  A
DISTANCE OF 1,300.12 FEET; THENCE
S7828'51'W, A D I S T AN C E  O F 1,300.24
FEET; THENCE S1804'14'E, A DISTANCE
OF 650.06 FEET; THENCE N7828'51'E,  A
DISTANCE OF 2,600.48 FEET; THENCE
S1804'14'E, A DISTANCE OF 650.06 FEET;
T HENCE S7828 '51 'W,  A DIST ANCE OF
21,437.63 F E E T  T O THE SOUTHWEST
CORNER OF SECTION 37, TOWNSHIP 21
SOUTH, RANGE 33 EAST; THENCE
N0925 '57 'W,  A DIST ANCE OF 3 ,351 .19
FEET; THENCE S8942'37'E, A DISTANCE
OF 4,129.52 FEET, THENCE N0057'50'W, A
DISTANCE OF 5,354.01 FEET; THENCE
N0100 '59 'W,  A DIST ANCE OF 5 ,235 .95
FEET; THENCE N0122'29'W, A DISTANCE
OF 2,576.62 FEET, THENCE N7815'40'E, A
DISTANCE OF 10,900.37 FEET TO THE
POINT OF BEGINNING.

ALL OF SECTIONS 6, 7, 8, 10, 11, 12, 25, 26,
27; A PORTION OF SECTION 13 AND 24
VOLUSIA COUNTY AND A PORTION OF
SECTION 37 OF THE PLAT OF INDIAN
RIVER PARK SUBDIVISION OF THE BER-
NARDO SEQUI GRANT  RECORDED IN
PLAT BOOK 2, PAGE 33 OF THE PUBLIC
RECORDS OF BREVARD COUNTY, FLOR-
IDA BEING MORE PARTICULARLY DE-
SCRIBED AS FOLLOWS .

*31 LESS AND EXCEPT THE SOUTHWEST
1 / 4  OF  T HE S OUT HWES T  1 / 4  OF  T HE
NORTHWEST 1/4 OF SECTION 24.

TABLETABULAR OR GRAPHIC MATERI-
AL SET FORTH AT THIS POINT IS NOT
DISPLAYABLE

BEGINNING AT THE SOUTHEAST COR-
N E R  O F SECTION 20, TOWNSHIP 20
SOUTH, RANGE 34 EAST THENCE
N7815'40'E, A DISTANCE OF 2,203.90 FEET,
THENCE S 1804 '14 'E ,  A DIS T ANC E OF
5,203.03 FEET,  THENCE S7828'51 'W,  A

FOOTNOTES

FN1 Section 153.53 provides:
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(1) Subject to this law, the board of county
commissioners of any county may establish one
or more districts as it shall in its discretion de-
termine to be necessary in the public interest.
Any such district shall consist of only unincor-
porated contiguous areas of such county, com-
prising part but not all of the areas of such coun-
ty. As used herein, 'unincorporated areas' shall
mean a ll lands outs ide of the incorpora ted
boundaries of towns, cities, or other municipali-
ties of the state whether existing under the gen-
eral law or special act and shall include any
lands, areas, or property within the district of
any special tax districts, school district, or any
other public corporations or bodies politic of
any nature whatsoever, except municipalities.

FN4 See, Order PSC-03-0787-FOF-
WS, issued July 2, 2003, in Docket No.
020991-WS,In re: Application for trans-
fer of majority organizational control of
Service Management Systems, Inc.,
molder of Certyieates Nos. 517-W and
450-S in Brevard County, from Petrus
Group, L.P. to ID Osprey, LLC d/b/a
Aquarina Utilities , and Order PSC-03-
0518-FOF-WS, issued April 18, 2003, in
Docket No. 020382-WS,In re: Applica-
tion for transfer of facilities and Certni-
cate Nos. 603-W and 519-S in Polk
County from New River Ranch, L.C.
d/b/a River Ranch to River Ranch Water
Management, LLC.

FN2 Section 153.86 provides:
No sewage disposal plant or other facilities for
the collection and treatment of sewage or any
water treatment plant or other facilities for the
supply and distribution of water, shall be con-
structed within any district unless the district
board shall give its consent thereto and approve
the plans and specifications therefor, subject,
however, to the terms and provisions of any res-
olution authorizing any bonds and agreements
with bondholders.

FN5 PSC-02-0179-FOF-WS, issued
February 11, 2002, in Docket No.
010859-WS,In re: Application for origi-
nal certificate to operate a water and
wastewater utility in Sumter County by
North Sumter Utility Company, L.L.C. ,
PSC-96-0124-FOF-WU, issued January
24, 1996, in Docket No. 950120-WU,In
re: Application for certieate to provide
water service in Manatee and Sarasota
Counties by Braden River Utilities, Inc.

FN3 See, Order No. PSC-02-0l79-FOF-
WS, issued February 11, 2002, in Dock-
et No. 010859-WS,In re: Application for
original certificate to operate water and
wastewater utility in Sumter County by
North Sumter Utility Company, L.L.C. ,
and Order No. PSC-01-1916-FOF-WS,
issued September 24, 2001, in Docket
No. 990696-WS,In re.' Application for
original certuicates to operate a water
and wastewater utility in Duval County
and St. Johns Counties by Nocatee Utili-
ty Corporation.

END OF DOCUMENT
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H STAFF REPORT RIDGELEA INVEST-
MENTS, INC.Slip Copy

In the Matter of: APPLICATION OF RIDGE-
LEA INVESTMENTS, INC. FOR AN AD-

JUSTMENT OF RATES PURSUANT TO THE
ALTERNATIVE RATE FILING PROCE-

DURE FOR SMALL UTILITIES
2008-00364

CASE no. 2008-00364

Kentucky Public Service Commission
Done at Frankfort, Kentucky, this 14th day of

October, 2008.

ORDER

Pursuant to a request by Ridgelea Investments,
Inc. ("Ridgelea") for rate case assistance, Com-
mission Staff ("Staff") performed a limited re-
view of the utility's test year operations for the
calendar year ended December 31, 2007. The
scope of Staffs review was limited to obtaining
information as to whether the test period operat-
ing revenues and expenses were representative
of normal operations. Insignificant or immateri-
al discrepancies were not pursued and are not
addressed herein.

BY THE COMMISSION

On October 6, 2008, Ridgelea Investments, Inc.
("Ridgelea") filed its application for Commis-
sion approval of its proposed sewer rates.
Commission Staff, having performed a limited
financial review of Ridgelea's operations, has
prepared the attached report containing its find-
ings and recommendations regarding the pro-
posed rates. All parties should review the report
carefully and submit any written comments on
Staffs findings and recommendations or re-
quests for a hearing or an informal conference
within 10 days of the date of this Order.

IT IS THEREFORE ORDERED that all parties
shall have 10 days from the date of this Order to
submit written comments regarding the attached
Staff Report or to request a hearing or an infor-
mal conference in this matter. If no request for a
hearing or an informal conference is received by
that date, this case shall stand submitted to the
Commission for decision.

Upon completion of the review, Staff assisted
Ridgelea in the development and preparation of
a rate application for its operations in Franldin
County, where it provides sewer service to 199
customers from three sewage treatment plants.
The application included an adjusted pro Ronna
operating income statement wherein adjust-
ments were made to test year operating revenues
and expenses that were known and measurable
and deemed to be reasonable, as shown in At-
tachment A. The rates proposed by Ridgelea
were based on the pro forma income statement
as shown in die application. The application also
includes the calculation of Ridgelea's revenue
requirement for its Franklin County operations
using an 88% operating ratio, which is frequent-
ly used by the Commission to determine reve-
nue requirements for small sewer utilities. To
generate the revenue requirement of $71,640 for
Franldin County operations, Ridgelea is propos-
ing to increase its annual revenues from sewer
rates by $l8,865, an increase of 35.75 percent
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over normalized sewer revenues of $52,775 . justments and the calculation of the proposed
rates. Jack Kaninberg is responsible for the de-
termination of the revenue requirement. Based
on the recommendations herein, Staff is of the
opinion that the rate as shown in Attachment B
of this report is reasonable and should be ap-
proved by this Commission.

Signatures

Prepared by: Jack Kaninberg Financial Analyst,
Water and Sewer Revenue Requirements
Branch Division of Financial Analysis

Prepared by: Jason Green Rate Analyst Water
and Sewer Rate Design Branch Division of Fi-
nancial Analysis

On August 29, 2008, the Commission received
the rate application from Ridgelea. This applica-
tion was deemed deficient because the customer
notice failed to list the proposed percentage in-
crease, and on October 6, 2008, Ridgelea cured
this deficiency by filing the proper customer
notice. Ridgelea's current rate for its Franldin
County operations is a flat monthly fee of
$22.10, which it proposes to increase by 35.75
percent to $30.00. Based on its review, Staff
finds dirt Ridgelea's statement of adjusted test
period operations is reasonable and reflective of
normal operations and should be used to deter-
mine the revenue requirement. Staff further
finds that the method that Ridgelea used to de-
termine its revenue requirement is correct and
reasonable. Accordingly, Staff recommends ap-
proval of Ridgelea's requested rates.

ATTACHMENT A

STAFF REPORT CASE NO. 2008-00364
Jason Green is responsible for all revenue ad-
Ridgelea 2007 PSC Grantland Franklin re- Franklin Ad-
2008 Pro Report reported ported justments
Forma At-
tachment A

Ref. Franklin Adjusted

A$102,059

$1,900

$50,324

$350

$51,735
$1,550

$1,040

$7,505 B

$52,775
$9,055

$3,250 0 $3,250 $11,725 C $14,975

$59,088 $10,756 $48,332 ($31,007) D $17,325

$12,970 $6,484 $6,486 0 $6,486

$11,900 $3,984 $7,916 0 E $7,916

Revenues

Own-
er/Manager
Fee

Sludge Haul-
ing

Misc.-
Trtmt./Disp.

Fuel/Power-
Pumping

Agency Col-
lection Fee

Outside Ser-
vices Em-
ployed

$25,493 $500 $1,500 0 F $1,500

Total Sewer
O&M

$114,601
0

$22,074

$23,493

$92,527

($23,493)

($34,725)

0

$57,802
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$2,841 $2,446 $395 0 $395

$815 0 $815 $3,411 G $4,226

Depreciation
Expense

Amortization
Expense

Taxes Other
Than Income

$17,387 $2,157 $15,230 ($14,065) H $1,165

Total Oper-
ating Ex-
penses

$135,644 $26,677 $108,967 ($45,924) $63,043

$684

$136,328

$684

$27,361

0

$108,967

0

($45,924)

I 0

$63,043

($34,269)

$21

$22,963
$21

($57,232)

0

$46,964

0 J

($10,268)

0

Income Taxes

Total Sewage
Op. Exp.

n o t

Interest In-
come

Other Interest
Expense

Net Income

($319) 0 ($319) $319 K 0

($34,567) $22,984 (857,551) $47,283 ($10,268)

$ 63,043 - Pro Forma Operating Expenses for Franklin County Opera-
tions

88% - Divide by 88% Operating Ratio

$ 71,640 - Revenue Requirement for Franldin County Operations

$ 52,775 - Nonnalized Revenues for Franklin County Operations

S 18,865 - Increase Requested for Franklin County Operations

$71,640 / 12 = $5,970 / 199 customers
monthly rate

$30.00

Explanatory Notes:

A. Normalized Revenues for the three Franldin
County plants serving 199 customers, based on
Commission Staffs billing analysis.

The Commiss ion frequently a l lows an own-
er/manager fee of $3,600 for the owner/operator
of a single sewage treatment plant, and in this
case the owner operates four separate plants in
two noncontiguous counties. By al l  accounts
Ridgelea's owner is heavily involved and spends
significant time in operational matters for these
aged and failing plants. Staffs discussions with
an employee of the Kentucky Division of Water
indicated that the owner often responds in per-
son to frequent emergency situations associated
with the Franldin County sewers despite his lo-
cation in Cincinnati, Ohio.

B. Owner/Manager Fee was adjusted to in-
clude an owner/manager fee of $9,055 for the
three Franklin County plants. In 2007, Ridgelea
reported management fees of $350 for Grant-
land and $1,550 for all three Franldin County
plants combined. Ridgelea's owner has never
filed a rate case in Kentucky, and is generally
unfamiliar with PSC rate-maldng practices, in-
cluding the allowance of an  owner/manager fee.

In addition, in preparing this application Staff
has made significant adjustments to Ridgelea's
reported 2007 expenses for its Franklin County
operations, as detailed below. Because Ridgelea
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is generally unfamiliar with PSC practices, its
documentation for various expenses was less
than desirable, which is exacerbated by the fact
that most of Ridgelea's maintenance and repair
work is performed by Ridgelea's owner or his
affiliated service company Perfect-A-Waste.
Under these circumstances, Staff has removed
the undocumented expenses reported by Ridge-
lea, but has included an owner/manager fee of
$9,055 for the three Franklin County plants, an
average of $3,018 per plant.

D. Miscellaneous Treatment & Disposal Ex-
pense was adjusted to remove expenses totaling
$31,007 from Franldin County operations. Rid-
gelea reported a total expense for 2007 of
$59,088 - consisting of $10,756 at Grantland
and $48,332 in Franldin County - and this total
included $20,325 of undocumented accounts
payable. Of the remaining $38,763, checks were
written to Ridgelea's owner totaling $l5,448,
but no invoices exist to detail die work per-
fonned, at which Franldin County plant, or the
time spent. According to Ridgelea's owner, he
generally visits the plants on a weekly basis,
performs various maintenance duties, and does
the grass cutting.

C. Sludge Hauling Expense was adjusted to
include pro forma expenses of $11,725 for
sludge hauling and $3,250 for sludge dumping
fees charged by the City of Frankfort. PSC Staff
noted that Ridgelea's sludge hauling is done by
Perfect-A-Waste Sewage, an unregulated sewer
services company owned by Ridgelea's owner.
Staff also noted that an unusually heavy volume
of sludge hauling costing $7,000 was done in
May 2007, and questioned whether this occurs
annually. According to Ridgelea's owner, such
heavy volumes are hauled annually to comply
with environmental requirements,  and such
work has been done in the past by nonaffiliated
companies at a significantly higher price than
the $7,000 paid in 2007. Therefore, this expense
has been included in pro forma operations.

Another $20,656 in checks were written to die
owner's Perfect-A-Waste service company,
some of which were not supported by invoices.
The invoices that do exist show Perfect-A-
Waste billed monthly charges of $650 for com-
bined routine maintenance at the three Franklin
County plants, and also billed other charges for
effluent samples, chlorine, cleanings, and mis-
cellaneous items.

In preparing this application, PSC Staff has re-
moved a significant portion of these expenses
due to inadequate documentation, detailed as
follows:

Accounts
payable EOY

Checks Writ-
ten

2007 PSC
Report

$20,325

Grantland
Reported

$6,500

Franklin re- Franklin Ad- Franklin Ad- Notes
ported justments justed

$13,825 ($13,825) 0 Remove -not documented

$2,350 $500 $1,850 0 $1,850Outside Ven-
dors

Charles
Hurdler
(Owner)

Perfect-A-

$15,448 ??? $9,834 ($9,834) 0 No invoices

$20,656 $1,092 $19,564 ($4,089) $15,475 5 invoices missing
Waste
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$309 $309Unaccted for

Subtotal

Paid from
LOC

Checks Total

Totals

??? ???

0
$31 ,248

??'?

0

($13,923)

???

0 Disregard

$17,325

0 Disregard

$38,763

$59,088

$4,256

$10,756

$34,507

$48,332

???

($27,748)

?-($3,259)

$17,325

$17,325 $3,259 unexplained.

remove

E. Agency Collection Fees of $7,916 for the
Franldin County plants were not adjusted. How-
ever, Staff notes that, unless Ridgelea aggres-
sively pursues alternatives to its current billing
and collection arrangement in Franklin County,
this expense will increase if any rate increase is
granted. The Farmdale Water District currently
bills for Ridgelea and charges 15% of all reve-
nues collected.  The PSC has previously ex-
pressed its longstanding concerns with this ar-
rangement in other cases, and in this case Staff
has not included any increase in this expense.

with Franldin County lega l ma t ter s  which
should not reasonably recur on an ongoing ba-
sis. Staff has removed all of these fees from pro
forma opera t ions,  a lthough it  has included
amor t iza t ion of the Kentucky lega l fees  in
Amortization Expense.

G. Amortization Expense was adjusted to in-
clude three items totaling $4,226: the amortiza-
tion of the acquisition adjustment of $815, a
$2,731 amortization over five years of the Ken-
tucky legal fees of $13,656 that were removed
from Outside Services Employed Expense, and
a $680 amortization over five years of the five-
year discharge pennies costing $3,400 at the
dire Franddin County plants (removed below
from Taxes Other Than Income Expense) .

F. Outside Services Employed Expense was
adjusted to remove expenses totaling $23,493
from Franldin County operations. Ridgelea re-
ported a total expense of $25,493, consisting of
$2,000 in accounting fees and $23,493 in legal
fees. The accounting fees were allocated $500 to
Grantland and $1,500 to Franldin County, and
Staff made no adjustment. Of the $23,493 in
total legal fees, $4,300 were accounts payable
for which Ridgelea did not provide documenta-
tion, $5,537 were legal fees associated with In-
diana (non-jurisdictional) operations which
Franldin County customers should not be ex-
pected to bear, and $13,656 were fees associated

H. Taxes Other Than Income Expense was
adjusted by $14,065 to remove expenses asso-
ciated wide Franldin County operations. Ridge-
lea reported $17,387 in total expense, of which
$2,157 was related to Grantland and $15,230
was related to the Franldin County plants. The
details of Staffs adjustment to this account are
as follows:

Category 2007 PSC
Report

Grant Franklin re-
ported

Franklin Ad-
justments

Franklin Ad- Notes
justed

-Fines $10,675

$3,200

$0

$1,200
$10,675

$2,000

($10,675)

($2,000)

0

0 Remove and amortize.-5 year Per-
mits

-Other Li-
censes & Per-

$1,944 0 $1,944 ($1,400) $544 Remove & amortize Edge-
wood 5-yr. permit.
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its

-Taxes $1,568 $957 $611 $10

-Total $17,387 $2,157 $15,230 ($14,065)

$621 Allows $606 property tax and
$15 filing fee.

$1,165

I .  I n c o m e  T a x e s  E x p e n s e w a s  r e m o v e d  f o r

r a t e - m a l d n g  p u r p o s e s  b e c a u s e  R i d g e l e a  i s  a

Subchap t e r  S  Cor por a t i on .

move d  for  r a t e -ma l d n g  p u r p os e s ,  u n d e r  t h e  a s -

s u mp t i on  t h a t  R i d ge l e a  i s  u s i n g t h e  p r oce e d s  of

a  one -yea r  not e  t o he l p  pay cur r en t  and  pas t -due

opera t i ng expenses .

J. Interest Income of $21 was removed for

rate-maldng purposes because it is immaterial

and because Ridgelea is not generating suffi-

cient revenues to accrue cash.

ATTACHMENT B

STAFF REPORT CASE NO. 2008-00364
STAFF'S RECOMMENDED RATE

K .  O t h e r  I n t e r e s t  E x p e n s e  o f  $ 3 1 9 re-w a s
Monthly Sewer Rate

Flat Rate $30.00 per month

END OF DOCUMENT
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