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17 Sahurita Water Company. LLC ("SWC" or the "Company") hereby submits this

18 Notice of Filing Rebuttal Testimony in the above-referenced matter. Specifically file

19 herewith are the Company's Rebuttal Testimonies, which include the following

20 testimonies, along with supporting schedules and/or attachments :

21 1. Rebuttal Testimony of Marian Homiak,

22 2. Rebuttal Testimony of Mark Sear ans,

23 3. Rebuttal Testimony of Mark F. Taylor,

24 4. Rebuttal Testimony of David S. Cutler, CPA

25 5. Rebuttal Testimony of Thomas J. Bourassa, CPA (Rate Base), and

26

IN THE MATTER OF THE
APPLICATION OF SAHUARITA
WATER COMPANY, L.L.C. ("SWC")
FOR AN OPINION AND ORDER OF
THE COIVIIVIISSION (i)
DETERMIMNG THE FAIR VALUE
OF THE UTILITY PROPERTY OF
SWC FOR RATEMAKING PURPOSES,
(ii) FIXING A JUST AND
REASONABLE RATE OF RETURN
THEREON, (iii) APPROVING RATES
AND CHARGES DESIGNED TO
PRODUCE REVENUES SUFFICIENT
TO RECOVER SWC'S COST OF
SERVICE AND AUTHORIZED RATE
OF RETURN, AND (iv) PROVIDING
FOR THE RECOVERY OF CERTAIN
FINANCING AND OPERATING
EXPENSES THROUGH A
SURCHARGE AND A PASS-
THROUGH TARIFF, RESPECTIVELY
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6. Rebuttal Testimony of Thomas J. Bourassa, CPA (Cost of Capital)

Thomas J. Bourassa, CPA

\ 4
A

Thoma# J. Bourassa, CPA
129 W' Wood Drive
Phoenix, Arizona 85029

1
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3 Dated Alis 17 day of May, 2010.
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ORIGINAL and thirteen
(13) copies of the
foregoing were filed the
17 day of May, 2010.
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BEFORE THE ARIZONACORPORATION commlsslon

DOCKET NO. W-03718-09-0359

IN THE MATTER OF THE
APPLICATION OF SAHUARITA
WATER COMPANY, L.L.C. ("SWC")
FOR AN OPINION AND ORDER OF
THE COMMISSION (i)
DETER1VUN1NG THE FAIR VALUE
OF THE UTILITY PROPERTY OF
SWC FOR RATEMAKING PURPOSES,
(ii) FIXING A JUST AND
REASONABLE RATE OF RETURN
THEREON, (iii) APPROVING RATES
AND CHARGES DESIGNED TO
PRODUCE REVENUES SUFFICIENT
TO RECOVER SWC'S COST OF
SERVICE AND AUTHORIZED RATE
OF RETURN, AND (iv) PROVIDING
FOR THE RECOVERY OF CERTAIN
FINANCING AND OPERATING
EXPENSES THROUGH A
SURCHARGE AND A PASS-
THROUGH TARIFF, RESPECTIVELY

PREPARED TESTIMONY

REBUTTAL TESTIMONY OF

MARIAN HO1VHAK

ON BEHALF OF SAID-IUARITA WATER COMPANY, L.L.C.

May 17, 2010



1

2 A.1 My name is Marian Homiak. My business address is 4549 East Fort Lowell Road,

Tucson, Arizona 85712.

Q.1 Please state your name and business address.

By whom are you employed, and in what capacity?

I am employed by Rancho Sahuarita Management Company ("Management

Company"), which provides employee and record-keeping support and services to

Sahuarita Water Company ("Water Company") on a full-time or part-time basis,

depending upon the person and nature of the services provided to the Water

Company. In my particular situation, during the test year, I provided services as

Controller of the Water Company on a full-time basis.

How long have you been employed by the Management Company, and for

how long have you served as Controller for the Water Company?

Approximately five (5) years as to each part of your question.

Q.4 Please summarize your business and educational experience prior to

commencing employment with the Management Company.

3
4
5 Q.2
6 A.2

7
8
9

10
11
12
13 Q.3
14
15 A.3
16
17
18
19 A.4
20
21
22
23
24
25
26

From 1977 to 1987, I was employed by John Mini, Indoor Landscapes, a national

firm in the field of interior landscape design. I served as Vice President of

Operations during my last four years with them. In 1987, I relocated from New

York City, New York to Tucson, Arizona. From 1987 to 1999, I served as

Operations Manager for Catalina In-Home Services, which provided a wide range

of services to individuals with medical problems or disabilities best addressed on a

home-site basis. Subsequently, I enrolled with the University of Phoenix, and
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received a Bachelor of Science degree in Accounting in 2005. Shortly thereafter, I

began my employment with the Management Company.

Please describe your responsibilities as Controller for the Water Company.

As Controller for the Water Company, I am responsible for maintaining and

overseeing the daily accounting functions for the Water Company using Generally

Accepted Accounting Principles. This includes direct management of Accounts

Payable and General Ledger, monthly financial reporting, and cash flow

projections.

In your capacity as Controller for the Water Company, are you familiar with

the manner in which the Management Company is compensated for the

personnel and services which it provides to the Water Company?

Yes, I am quite familiar with that arrangement.

Please describe the nature of the arrangement.

1
2
3
4 Q.s
5 Q.5
6
7
8
9

10
11 Q.6

12
13
14 A.6

15
16 Q.7
17 A.7
18
19
20
21
22
23
24
25
26

The Management Company's provision of personnel and services to the Water

Company is governed by the provisions of a June 1, 2007 Management Services

Agreement ("Agreement") between the Management Company and the Water

Company. A copy of the Agreement was provided to the Commission's Staff on or

about February 15, 2010 in connection with the Water Company's response to the

Commission Staffs Second Set of Data Requests. A copy is also attached to this

Rebuttal Testimony as Appendix "A" for the Commission's convenience.

Under the provisions of due Agreement, each month the Management Company

submits a request to die Water Company for reimbursement of that portion of the

2



salaries or wages of Management Company personnel who devoted time and

provided services to the Water Company during the preceding calendar month. If

the individual in question devoted 100% of his or her time to the Water Company

(such as me), then the entirety of his or her salary or wage and associated taxes

would be attributed to the Water Company for reimbursement of the Management

Company. If the individual in question allocated only a portion of his or her time

to the Water Company during the preceding month, then only that portion or

percentage of that person's salary or wage would be reimbursable to the

Management Company.

Have your read the April 22, 2010 prepared Direct Testimony of Commission

Staff witness Jeffrey Michlik in this proceeding?

Yes.

Are you familiar with Mr. Michlik's recommendation that the Water

Company's proposed "management fee expense" be reduced from $770,603 to

$580,975, or by a downward adjustment of $189,628?

Yes, I am familiar wide both that recommendation, as well as Mr. Michlik's

indicated underlying reasoning.

1
2
3
4
5
6
7
8
9

10
11 Q.8
12
13 A.8
14
15 Q.9
16
17
18 A.9
19
20

21
22 A.10
23
24
25
26

Q.10 What is the nature of his underlying reasoning?

There appear to be two (2) parts or aspects to his reasoning process. The first part

arises from language contained in a paragraph at the end of Schedule 1 to the

Agreement which allows for the Management Company to include in its monthly

reimbursement request to the Water Company "25% for Overhead and Profit"

above the actual costs incurred by the Management Company for the employees
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and services it provides to the Water Company. Against the background of that

language, Mr. Michlik's prepared Direct Testimony states as follows:

"Since the 25 percent mark-up is a term of the management contract,

Staff concludes that the overhead and profit are already likely

included in the salaries." [Prepared Direct Testimony of Jeffrey

Michlik at page 20, lines 7-9] [emphasis added]

The second part of Mr. Michlik's reasoning process appears to arise from the fact

that the Water Company "did not utilize a competitive bidding process to select the

outside service that manages and operates the Company." From that observation

he then concludes that

"The Company has not demonstrated purchasing policies and

safeguards to ensure that the ratepayers are not being disadvantaged."

[Prepared Direct Testimony of Jeffrey Michlik at page 20, lines 18-

19] [emphasis added]
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Q.11 What is the purpose of your Rebuttal Testimony as it relates to this area of

Mr. Michlik's prepared Direct Testimony and his apparent reasoning

process?

A.11 The purpose of my testimony is to specifically rebut with sworn testimony Mr.

Michlik's unsubstantiated assumption that the employee salaries and wages for

which Me Management Company requests reimbursement from the Water

Company "likely" include a "25 percent mark-up" for Management Company

overhead and profit. That M fact is not the case, as the Commission Staff was
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specifically advised in the Water Company's written responses to several of the

data requests contained in the Commission Staff's Second Set of Data Requests.

In addition, my Rebuttal Testimony and Appendices "B", "C" and "D" to this

testimony address Mr. Michlik's suggestion that the Water Company's ratepayers

have been "disadvantaged" by the manner in which the Water Company has

retained the personnel who assist in the management and operation of the Water

Company.

Q.12 What is the basis for your belief that the salaries and wages, which are the

subject of the reimbursement requests received by the Water Company, do

not contain a "25 percent mark-up" for overhead and profit  for the

Management Company?

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

A.l2 Let me begin answering your question by unequivocally stating that the

reimbursement requests do not contain any mark-up or allowance for overhead or

profit in connection with personnel and services provided to the Water Company.

The Agreement reflects a format used by the Management Company in connection

with personnel and services it provides to several different entities, including the

Water Company; and, the language set forth in the paragraph at the bottom of

Schedule 1 is common to each such agreement. It is conceivable that such a

"mark~up" may occur in reimbursement requests or statements presented to those

other entities by the Management Company.

However, in the case of the Water Company, the owner of the Management

Company made a conscious decision to not include any mark-up or allowance for

overhead or profit in reimbursement requests submitted to the Water Company.
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Q.13 What occasioned that decision?

Q.14 Given that you are aware of such a decision by the owner of the Management

Company, how do you know that the reimbursement requests to the Water

Company do not in fact contain some "mark-up" or allowance for overhead

and profit?

Because of my proximity to the Management Company's operations, I am in a

position to know the actual salaries and wages of its employees who perfonn

services for the Water Company. Thus, I am in a position to be sure that the salary

and wage information upon which the reimbursement requests are predicated is

correct. In that regard, the actual payroll information is compiled and the payroll

function is administered by ADP, the Management Company's payroll processor.

In addition, I am also in a position to confirm the accuracy of the allocation of

Management Company employees' time to the Water Company.

1

2

3 A.l3 An awareness that the Water Company is a regulated public service corporation,

4 and a desire to remove this subject as an "issue" in Water Company rate

5 proceedings. Given Mr. Michlik's testimony, it would appear that such "issue" has

6 not been removed as yet. Hopefully, my testimony in response to his will allow for

7 that issue removal goal to be realized.
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26

Q.1s Is there another reason why you believe that the reimbursement requests do

not contain any "mark-up" above the actual cost to the Management

Company of the salaries and wages in question and related taxes?

Yes. Given that the employees of the Management Company in fact receive their

actual salaries and wages, net of deductions, there is no way that the Management
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I

Company could divert or retain for itself any portion of a reimbursement payment

from the Water Company. As an employee of the Management Company, I can

assure you that I would know from my fellow employees if any such diversion or

withholding from salaries and wages was ever attempted, and, none has ever been

attempted or occurred.

Thus, there is no basis in fact for either (i) Mr. Michlik's conjecture that a mark-up

for overhead and profit is "likely" to be included in the Management Company's

salary and wage reimbursement requests of the Water Company, or, (ii) Mr.

Michlik's recommendations that the Water Company's $40,500 pro forma

adjustment to salary be eliminated, and the recorded test year management fee be

reduced by 25 percent.
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Q.16 Would you now please address Mr. Michlik's suggestion that ratepayers have

been "disadvantaged" because the Water Company did not seek competitive

bids for its staffing arrangement.

A.16 Attached to this testimony as Appendix "B" are (i) the results of 2009 Water Utility

Compensation Survey conducted by the American Water Works Association

("AWWA") and (ii) national average salaries adjusted by location from the New

York Times website. We have included both surveys because the AWWA survey

is industry-specific but does not address regional differences. The New York Times

salaries are not industry-specific but they represent the median compensation for

specific jobs in Tucson, Arizona. Attached to this testimony as Appendix "C" is a

comparison of the compensation of Management Company staffing used by the

Water Company on a full-time and a part-time basis during 2008 compared to the

AWWA survey and/or national average salaries adjusted by location from the New
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York Times website. As you will note, the compensation paid by die Management

Company to such employees is quite comparable to and in-line with the prevailing

industry compensation standards reflected in the AWWA and New York Times

surveys for comparable positions.

Attached to this testimony as Appendix "D" is a comparison of the Water

Company's total operating costs to omer water companies in Arizona for die test

year. This chart indicates that out of 25 companies surveyed, the Water Company

is 9th when comparing total expenses per customer, which shows that the Water

Company's operating costs are very reasonable.

Against this background, I do not believe it can correctly be asserted that Me Water

Company/"s ratepayers have been "disadvantaged" by the staffing and services

arrangement between the Water Company and the Management Company.
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Q.17 Does that complete your Rebuttal Testimony?
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MANAGEMENT SERVICES AGREE1v[ENT
(Rancho Sahuarita Water Co.)

This Management Services Agreement ("Agreement") is dated, for reference purposes only,
as of June 1. 2007 ("Effective Date"), by and between Rancho Salluarita Water Co., LLC, an
Arizona limited liability company ("Owner"), and Rancho Sahuarita Management Company, L.L.C.,
an Arizona limited liability company, or its assignee ("Contractor"), in recognition of the following
facts and intentions:

A. Owner operates a private water utility business ("Business") in the Town of
Sahuarita, Pima County, State of Arizona.

B. Contractor owns and operates a business that includes providing employees and
record-keeping support and services.

c .
here'lllafter.

The parties desire to enter into a contractual relationship on the terms and conditions

NOW, THEREFORE, in consideration of the mutual promises of the parties, the parties
agree as follows:

1. Independent Contractor Enzazenuent. Owner hereby engages Contractor as an
independent contractor and Contractor hereby accepts said engagement by Owner upon the terns
and conditions hereinafter set forth.

2. Relationship. The partiesagree that therelationship of Contractor to Owner shall be
that of an independent connector, rather than a Contractor. Contractor shall have no power or
authority to act for, represent or bind Owner in any manner.

3. Control. Hours and Outside Activities.Owner shall not control or direct, or have the
right to control or direct, the details, manner or means by which Contractor performs its obligations
under this Agreement. Connector shall devote such time, attention and energies to its obligations
hereunder as are reasonably necessary. Contractor shall he free ro engage in any activities, in
addition to those required under this Agreement, so long as such activities do not interfere with the
performance of its obligations hereunder.

4. Term. The term of this Agreement shall commence on the Effective Date, and shall
terminate on the earlier of (a)May 31. 2012, or (b) sixty (60) days after Owner shall deliver to
Contractor written notice of Owner's election to terminate this Agreement ("Termination Date") .

5. Services. Contractor shall provide to Owner such employees and record-keeping
support and services in connection with the Business as Owner may request, from time to time, as
Owner shall deem reasonably advisable and in the best interest of the Business. Contractor shall
deliver to Owner written reports, upon the request of Owner from time to time (but no more
'frequently than monthly), with respect to the foregoing employees and record-keeping support and
services. Notwithstanding anything in this Agreement to the contrary, the employees to be provided
by Contractor to provide services for Owner shall be deemed to be employees ofConlraetcr and not



of Owner to the maximum extent permitted by law. Without limiting the generality of the foregoing,
Contractor and not Owner shall be solely responsible to pay before delinquent to all applicable
governmental authorities any and all employment related taxes and to tile before delinquent to all
applicable governmental authorities any and all employment related reports and other documents.

6. Consideration. In consideration for providing the foregoing employees and record-
keeping support and services, Owner agrees that Contractor shall be entitled to receive from Owner
payment of the compensation set forth on Schedule 1 attached hereto and incorporated herein by Alis
reference. Such compensation shall be due and payable by Owner to Contractor no later than five
(5) business days after invoice Hom Contractor.

7. Taxes. Contractor shall be responsible to File and/or pay all taxes that may be
incurred by Contractor in connection with the performance of this Agreement. In addition,
Contractor shall cooperate with Owner in completing such tax forms (including, but not limited to,
Forms l099~lvHsc and 1096) upon die reasonable request of Owner tom time to time.

8. Contractor Business Expenses. Subject to Section 6 above, Contractor shall be liable
to pay for do necessary business expenses that may be incurred by Contractor in its performance of
this Agreement.

9. Contractor Insurance and Indemnification Requirements.

9.1 Contractor Insurance Requirements. During the time of this Agreement, Contractor
shall secure and maintain in force, at Contractor's sole expense, such employment practices liability
insurance coverage in connection with the employees to be provided under this Agreement by
Contractor to Owner in such amounts of coverage as Contractor may determine as reasonable from
time to time and consistent with Contractor's other employment practices liability insurance
requirements or practices. To the extent possible, all such insurance shall name Owner as an
additional insured, and shall provide that Owner shall receive notice from the respective insurance
carrier no later than thirty (30) days prior to cancellation of any such policy. Such policy shall be
issued by such insurance company or companies as Contractor shall reasonably approve. Contractor
shall deliver to Owner copies fall such insurance policies or certificates of such insurance upon the
execution of this Agreement by Contractor and delivery of same to Owner, and Contractor shall
deliver to Owner copies of all renewals, extensions and endorsements of and to all such insurance
policies upon Contractor's receipt of same.

9.2 Contractor Indernnifi cation Requirements.. Contractor shall indemnify, defend (with
legal counsel selected by Owner) and hold Owner harmless for, *dam and against any and all
liability, loss, cost, damage or expense, including but not limited to court costs and reasonable
attorneys' fees, which from or are in connection with Conlractor's performance of its obligations
under this Agreement and/or which arise from or are in connection with the actions or omissions of
the employees to be provided under this Agreement by Contractor to Owner, except to the extent of
the negligence or willful misconduct of Owner, which indeinniticaNon obligation shall survive a
termination of this Agreement for a period of two (2) years.
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10. Waiver. No waiver or modification of this Agreement or of any covenant,
modification or limitation herein contained shall be valid unless in writing and duly executed by the
party to be charged therewith. The waiver by Owner of breach of any provision of this Agreement
by Contractor shall not operate or be construed as a waiver of any subsequent breach by Contractor.
The waiver by Contractor of breach of any provision of this Agreement by Owner shall not operate
or be construed as a waiver of any subsequent breach by Owner.

11. Goveminlz Law and Venue. This Agreement shall be governed by and
construed in accordance with the laws of the State of Arizona. In the event of any dispute, venue
shall be the state court located in Pima County, Arizona.

12. Attomevs' Fees. Should it be necessary for any party hereto to institute any
proceeding to enforce this Agreement by reason of failure of the other party to comply with the
terms and conditions set forth herein, the prevailing party shall be entitled, in addition to all other
relief, to reasonable attorneys' fees and related expenses as may be determined by the court or
arbitrator.

. 13. Assignabilig. Contractor shall be permitted assign any or all omits right, title
or interest in and to this Agreement to any third party with notice of such assignment given to
Owner.

14. Successor Clause. This Agreement shall be binding upon and shall inure to
the benefit of the heirs, personal representatives, successors and assigns of the respective parties
hereto.

15. Entire Agreement. This Agreement contains the entire agreement between
Owner and Contractor with respect to the subject matter hereof, and supersedes all prior written or
oral negotiations, commitments or agreements, if any, between Owner and Contractor,

16. Notices. All notices required to be given hereunder shall be in writing and
shall be conveyed by (a) personal delivery, (b) U.S. Mail by certified or registered mail, postage
prepaid, with return receipt requested or (c) facsimile transmission (provided that such notice by
another approved method hereunder simultaneously), as follows:

Into Owner: 4549 East Ft. Lowell Road
Tucson, Arizona 85712
Attention: Cort Chalfant
FAX: (520) 529-3137

If to Contractor: 4549 East Ft. Lowell Road
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Tucson, Arizona 85712
Attention: Fred Lewis
FAX: (520) 529-3137

Each party may designate Erin time to time another address in place of the address set forth above
by notifying the other party in the same manner as provided in this Section 16.

17. Time of Essence. Time is of the essence of each and every provision hereof

18. Severabilitv. Each and every provision contained in this Agreement is
severable and, in the event that any provision herein shall be determined to be invalid or
unenforceable by any court or arbitrator of competent jurisdiction, this Agreement shall be
interpreted as if such invalid or unenforceable provision was not contained in this Agreement.

19. Interpretation. Contractor and Owner enter into this Agreement freely and
voluntarily, after having received independent legal advice from counsel of their own choosing
concerning the legal requirements and effects of this Agreement. Although counsel for Owner
prepared this Agreement, this Agreement shall not be construed against Owner in any manner or to
any degree.

IN WITNESS WHEREOF, the parties have executed this Agreement to be effective as of the
date first written above.

OWNER:
Rancho Sahuarita Water Co., LLC, an Arizona limited liability company

By Sh opiates Arizona corporation, its Manager

By
Rob Presllaen

CONTRACTOR:
Rancho Sahuarita Management Company, L.L.C., an Arizona limited liability company

By MKS Equitas luvestmen Group, Ltd An Arizona corporation, Member

/By: , , '
Fred Lewis, President
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SCHEDULE 1

COMPENSATION TO CONTRACTOR

Employee Name
$
$
$
$

Status
Not dedicated
Not dedlcatad
No! dedicated
Not dedicated
Not dedicated
Not dedicated
Dedicated
Dedicated
Dedicated
Dedlcated
Dedicated
Dedicated
Dedicated
Dedicated
Dedicated

Cindy Gaunt
Fred Lewis
Cort Chalfant
Hortensia Lopez
Rue Luge
Mike Bowman
Ray Gauthier
Mark Sear ans
Jenna Allen
Diane McKenzie
Alejandro Novoa
Paul Martinez
Fred Rodriguez
Marian Homlak
Raul Maldonado

Employee Pay
Rate

252.29
1 ,635.55
2,730.91

406.29
219.29

1 ,633.6B
2,283.29
4,274.13
1,599.51
2,667.78
1 ,71 B.19
2,695.20
1 ,774.B0
2,538.90
1 ,774-,BO

$
$
$
8
5
5
s
$
$
$
$

Employee Pay
Frequency
Bi-weekly
Bl-weekly
BI-weekly
Bi-weekly
Bl-weekly
BI-weekly
Bl-weakly
BI-weekly
BI-weekly
Bi-weekly
Bi-weekly
Bi-weekly
B1-weekly
Bi-weekly
Bl-weekly

Responsibility
Human Resources
RSMC Controller
Senior Manager
Flle Clerk
Accounts Payable
Land Development
Operatlons Manager
General Manager
Customer Sewlce Rep.
Customer Service Mgr.
Laborer
Water Quallty Mgr.
Mechanic
Controller
Water Operator ll

The bl-weekly payrates shown herein include FICA, employer paid health insurance, and 401K matching expense plus a 25% markup to
cover general overhead and profit. This schedule of values is representative of the level of compensation occurring bl-weekly as of the
date hereof but Is subject to change as actual staff hours are added or deducted based on the demands of Owner. Actual
compensation shall be based on the actual costs for labor lncurred by Contractor (inclusive of full-time dedicated water personnel plus
allocated staff not dedicated to water operations) plus 25% for Overhead and Profit. In addition, this schedule of values does not reflect
year-end employee bonuses which shall be passed through by Contractor to Owner in the same manner as regular monthly billings.
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Pay Data

Water Utility Compensation Survey - 2009

todez

Witte:

Description:

001

Top Utility Executive

Under general direction of the city, managing Board of Directors, mayor, or Board of Water
Commissioners is responsible for managing, planning, coordinating and administering all activities of
the Water Department and/or water company. Responsible for the short and long range strategy of
the organization subject to review by the Board. Do not include individuals who have responsibilities
outside of water/wastewater. This Isa single Incumbent job. .

ML PARTICIPANT DATA

Noon
Utilitles

No. of
Incumbents

Average NO.
Supervised

Average Base
Pay

50th

percentile
Average
Minimum

Average
Midpoint

Average
Maxlmu rn

91 90 362 153,020 135,306 117,920 143,259 1591198

I

AT A BY POPULAT ION SERVED

No. of

Utllities

No. of
incumbents

Average No.
Supervised

Average Base

pay

50th
percentile

Average

Minimum

Average
mrapuim

Average
Maximum

> 1 Million 12 1 1 1241 249.506 252,648 200.894 246,580 296,869

500k ~. mllllion 10 10 436 172,509 169,473 140,760 160,655 183,818

250k - sunk

100k l 250k

13 13 459

Hz 22 275

154,045

149,371

134,000

141,695

117,932

113,025

145,4B9

140,110

< 100k 34 34 104 118,040 109,035 85,724 103,365

169,644

1681623

121,170

ATA BY NO. GF EMPLOYEES

No. of
Utilities

No. of

incumbents
Average No.
Supervised

Average Base
Pay

sort

Percentile
Average

Minimum

Average
Mldpulnt

Average

Maximum
I
\
I

13 12 1309 231,929 241,324 163,437 201.258 242,148> 1,000

sao - 1,oo0 15 15.
15

505 165,764

2000 500 15 321

100 .200 20 20 151

< 100 28 28 43

180,729

139,384

135,488

124,185

134.999

133.174

115,951

160,866 186,849

94,908 1241215

111.021 132,568

87,910 105,690

211,754

153,956

155,429

123,318

usciatinn © American Water Works Association 19



Sec. C°""~P»-.-b-ln.. Job 2
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Water Utility Compensation Survey - 2009

Tap Engineering Executive

Job Description: Responsible for administering all water/wastewater utility engineering/construction programs,
including special projects and the design and construction of Departmental facilities. Do not include
individuals who have responsibilities outside of water/wastewater. This Is a single incumbent job.

Job Code: OOH

Job Title:

¢¢hQ -u-l I-t an-rn I |¢l¢-liMlllll»»lm¢ ! M - . - .. . . . . . - . . - . _ . . - - - - -1-1-1-rl-¢-n-an --» 4-4-4up-uw

ALL PARTICIPANT DATA

l
!

No. of

Utilities

No. of Average Nu.

Incumbents Supervised
Average Base 50th

percentile

Average

Mlnlmum

Average

Midpoint
Average

Maxlmu

64 65 46 123,378 113,900 92,582 114,274 135,4f

DATA BY POPULATION SERVED.
r 'lu-ullllvun
4
n No. of No. of Average No.

Utilities Incumbents Supervised
Average Base
Pay

50th
percentile

- Average
Mlnlmum

. --- --.. Average
Maxlmv.

Average
Mldpnint

> 1 Million 11 11 17-3 169,253 175,112 123,723 155,937 188.1

500k - million 11 11 45 132,104 122,939 101,7ss 121,559 142,0

250k -500k 11 11 33 116,604 117,499 86,869 110,825 131,5

100k iv 250k 17 18 23 114,789 110,000 8S,621 104,729 124,6

< 100k 14 14 10 96,844 93,985 73,819 89,696 1os,s

DATA BY NO. OF EMPLOYEES

r "  . . . . . - . . .  l q o f o g
: Utilities

No.of
Incumbents_ .

Average No.
Supervised

Average Base
Pay

50th
Percentile

Average

Minimum
Average
Mfdpolnt

Average

Maxim

> 1,000

sao - 1,000

10 10 178 173,268 179,965 123,723 156,937 188,]

14 14 48 131,122 121,547 100,443 118,816 139,£

200 Q 500 13 13 107,517 104,986 75,186 1zo,=

10a - 200 15 15 12 114,553 101,130

99,427

92,978 110,919 128,.

< 100 12 13 12 102,705 105,027 73,281 89,707 106,:

22

33

-n

in I

©  American Water Works Association
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Water Utility Compensation Survey- 2009

Code:

-7:-. Title :

007

Top FinanceExecutive

Description: Responsible for management of the water/wastewater's financial resources, Including acting as the
. dispersing authority for the Top Executive. Directs and manages the Accounting, Treasury and

Budget Operations, Rate Administration, Contract and information Semites Sections. Do not include
individuals who have responsibilities outside of water/wastewater. This is a single incumbent job.

PARTICIPANT DATA
no. of
Utllltles

Average Base

Pay

No. of Average No.

incumbents Supervised
50th Average Avuaga
percentile Mlnlrnum Mldpolnt

Average
Maximum

57 57 34 123.110 112,362 96,232 117,833 140,262

8A1A BY POPULATION SERVED

No. of
Utilities

No. of

incumbents
Average No.

Supervised

Average Base

Pay
Ruth

Percentile

Average
Minimum

Average
Midpoint

Average

Maximum

> 1 Mllllon 1 1 1 1 82 173,364 166,000 128,338 163,602 195,935

500k - mlllllon 9 9 zs 124,131 124,405 100,600 119,903 138,814

250k al 500k 10 10 30 8S,103 104,775

100k n zsok 12 12 31

92,581

100,651 91,568 109,847

130,240

128,538

< 100k 15 15 15

113,901

112,316

100,417 103,750 79,096 95.427 112,263

IA  BY no .  O F  EMPLO YEES

No. of no. of
Utilities Incumbents

Average No.
Supervised

Average Base
Pay

50th
Percentile

Average
Minimum

Average
Mldpolnt

Average

Maximum

> 1,000

500 I 1,000

10 10 84 175,035 1741909 125,901 160,418 193,189

11 11 38 132,780 124,405 110,045 128,476 149,397

200 » 500 12 12 27

we 9 zoo 12 12 23

< 100 12 12 g

110,788

108,282

97,289

113,953

93,090

94,185

78,648

9o.7as

78,952

100,969

108,211

93,049

126,855

124,552

107,550

9 American Water Works Association 25



No. of
Utilities

No. of

incumbents
Average Base
Pay

Average No.
Supervised

50th

Percentile
Average
Minimum

Average

Maxi u

Average

Mldnolnt

Job Code:

Job Title:

Job Description: Responsible for the formulation, administration and direction of all human resource programs for
the water/wastewater utility, llncludlng: recruitment, selection and employment, compensation,
benefits, training and relations. Do not include individuals who have responsibilities outside of
water/wastewater. This is a single incumbent job.

oho

Top Human Resources Executive

Water Utility Compensation Survey - 2009

'She c».-?....£~m. 4 .
W -  Q .,
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l
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9
l

I.
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54
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ALL PARTICIPANT DATA

f a
s

'Z¢4
y
r

Q

39 39 10 106,558 95,976 83,104 100,996 119,684

DATA BY  POPULATION SERVE D

No. of

Utilities
No.of`* -
Incumbents

Average Nu.

Supervised
goth

Percentile

Average Base

Pay
Average
Mlhimurn

Average

Mtdp_0IHt
Average
Maxim um

> 1 Million 10 10 25 142,503 147,530 103,141 130,530 156,225
500k - millllon 5 6 5 100,065 88.984 79,882 93.817 109,031

88
250k ¢ 500k 6 6 5 104,607 97,325 89,231 102,500 124,161

if:
100k u zsuk 8 8 5 97,151 102,140 75,283 91.955 108,773

< 100k g g 2 81,042 84,535 64,455 77,438 90,111

DATA BY no. OF EMPLOYEES

No. of
Utilities

No. of

incumbents
Average No.

Supewlsed
Average Base

Pay
$Uth
Percentile

Average
Minlmum

Average
Midpolnt

Average

Maximum

> 1,000

500 - 1,000

9 9 29 148,114 157,224 106,995 136,017 162,934

8 8 5 114,725 123,787 94,279 108,840 125,358
2ND I500 S 5 S 94.477 94,488 59,928 86,825 110,798
100 I200 11 11 3 87,797 85,300 72,654 86,050 99,579
<100 5 6 4 78,444 79,292 59.021 72,233 84,794

28 Q American Water Works Association
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Water UtilityCompensationSurvey -2009

Sec. \'a3\'\*\==-'.
O@e4~¢Dcwv~S

fVla-*4» E.("

Job Code: 014

Job Title: Water Dperatlons Manager

JobDescription: Responsible for the operation of the water distribution system, and control of the flow of filtered
water into and throughout the system; plans and supervises the operation of all pumping stations
and distribution reservoirs; supewlses leak detection activities and 24-hour service department. Do
not include individuals who have responsibilities outside of water/wastewater. This Is a single
Incumbent job.

fun

ALL PARTICIPANT DATA
",;:̀ o§' ___ .-. .

Utilities
No. of
Incumbents

Average No.
Supervlsed

Average Base
pay

SI - ]  . - ,,
parcendle

Average
Minimum

Average
Mldpolnr

Average
Maximum

71 72 31 93.667 84,209 75,522 91,313 107,632

DATA BY POPULATION SERVED

No. of no. of
Utilities Incumbents

Average No.
Supervised

Average
. Mlnlmum

Average

__ ._ Midpoint

Average
Maximum

> 1 Million 9 9 66

Average Base
Pay

144,810

50th
Persentiie

129,850 110,901 137.104 161,247

500k | mi!lllon 9 9 23 101,074 100,006 80,059 96,431 113.015

250k - 500k 11 11 31 97,300 79,458 94.479 112,534
100k a 250k 15 16 44 96,554

90,979

102,637 74.151 90,143 105,752

< 100k 26 27 14 70,895 55,972 56,610 67,699 79,284

\
I

l
I

DATA BY NO. OF EMPLOYEES

No. of
Utflltf85

No. of
Incumbents

Average No.
Supervised

Average Base
pay

50th
Percentile

Average
Minimum

Average
Mldpoint

Average
Maximum

I
I

s
a

'Q

> 1,000

sao - 1,000

10 10 69 144.530 130,690 110,892 136,917 161,265

10 10 39 109,088 111,509 86,632 102,301

I
II

120,524 i
200 u 500 11 11 32 62,291 77,797 95,419

100 I 200 19 19 28

81,105

88,191 71,774 84,575

< 100 21 22 13 74,549

a1,149

80,700

73,494 58.485 71,133 84.174

97,100 8
I

i

3

|
`l
4
|

r

5
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Water Utility CompensationSurvey - 2009

soc, \9¢>5vx-w.
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Job Code: 020

Job Tntlez ofE4:e/Administrative Services Manager
I

Y
beF

%
g

Job Description: Responsible for direction of the functions of graphics and reproducion, records and facility mapping,
mall and messenger services, switchboard and other general office functions for the
water/wastewater utility. Do not include Individuals who have responsibilities outside of
water/wastewater. This is a single Incumbent job.

».4

4I
I|l

ALL PARTICIPANT DATA

4

B

8
Q

p-

l
I
1
'»q»- a 91--» onan

No. of
Utilities

No. of Average No.
incumbents Supewlsed

Average 8ase

Pay_ _ .

50th

Percentile

Average Average

Minimum Midpoint
Average

Maximum I
I

ZS 25 5 74,423 70,096 58,891 59,525 80,485
I

'_.
.r
1

4*
* I
.g,

'z

:
|
I

4* DATA BY POPULATION SERVED

No. of

Incumbents
Average No.

Supervised
Average Base
Pay

50th

Percentile

No. of
utnmes

Average
Minimum

Average Average
Wampum: Maximum

I

\

an-¢

i
9
4

3.
:
z
\

2
I
9.
L

> 1 Million 3 3 * * U a *

500k - mllllion 5 5 5 74,194 70,096 59,729 71,104 82,820

250k I 500k s 5 5 70,643 51,387 60,949 71.843

1Dok - 25Dk 7 7 5

66,350

73,660 59,411 58,968 68,425 781483

< 100k 5 5 3 51,527 43,300 42,686 51,726 59,618

DATA BY no.  OF EMPLOYEES

No. of
utmues

No. of

lrwtlmbents
Average No.

Supervised
Average B Ase
Pay

Average

M inimum
Average Avelage

Midpoint Maximum

> 1,00a

sao - 1,000

4 4 11 g

50th

Percentile

U * * *

6 6 s 80,865 78.s0a 63,858 73,795 87,305

200 »  500 3 3 4 * 4 * * *

100¢ 200 7 7 6 69,735 44,796 57.933 68.506 77,994
< 100 5 5 3 58.099 63,000 48,255 56,530 53,993

3 •
4 1

J

*
8 38 © American Water Works Asso¢iaxi0n
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S L Q Q ?6.h'+\ w~v-»"

Qug+o»ne¢- Ser\nL1
M4841 e.-r'

I b Code: 021
I

b Title: Customer Service Manager

b Descrlptlon: Responsible for the customer services, watersales and collections functions of the
water/wastewater utility" ensuring the maintenance of customer relations at an effective level,
while handling customer inquiries and problems related to billing, meter reading, service contracts,
revenue collection and inspections. Do not include individuals who have responsibilities outside of
water/wastewater. This Is a single incumbent job.

I PARTICIPANT DATA
No. of
uzurues

Average No.
Super/ised

Average
._ _Minimum

Average
Maximum• I * 1 D n no

No. of
lnwmhents

Average Base 50th

pay Percentile

Average

Mldpolnt
I
a- ¢o¢-nd

GS 66 29 82,121 80,257 53,115 77/258 91,999

ATA BY POPULATION SERVED
No. of
Utilities

No. of

incumbents
Average No.
Supervised

Seth

Percemlie
Average Average Average

Minimum Midpoint Maximum

> 1 Mllllun 10 10 42

Average Base
pay

108,345 105,461 75,440 97,009 117,743
,l

500k »million 9 g 65 90,038 83.637 68,248 83,059 98,601
II

.ad
250k ¢ 500k

108k 41 250k

8 8 41

19 19 22

89,971

824329

86,075

82,139

74,201

63,134

89,826

76,563

110,300

90,609
11

< 100k 20 20 9 52,109 57,449 49,370 59,226 6B,66B

Ge
UATA BY no.  OF EMPLOYEES

No. of
_Utilities

10

No. of
lnwmbems

10

Average no.
Supervised

Average Base
Pay

50th
Percentile

Average
Mtnlmum

Average

Midpoint
Average

Maximum

40 108,847 105,461 77,008 98,059 118,031
N

> 1,000

S00 1,000 13 13 59 98,355 89,300 73,497 89,494 107,142

zoo- 500 11 11 33 83,153 81,323 62,209 79,421 99,888
d

100 I200 16 15 11

< 100 16 is 7

74,111

59,522

75,548

57,449

51,130

46,247

71,625

55,008

s1,s66

63,278

I

i

on

an
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Average

Minimum
Average

Mazdrnum

50th

Percentile
Average
Midpoint

No. of

Utilities
No. of

Incumbents
Average Base
pay

Average No.

supervised

Average Base

pay

No. of

incumbents
Average No.

Supervised
Average

Maximum

Average
Mlnlmum

Average

Mldpolnt

No. of
u u l wes

50th

percentile

Job  Code:

Job  T i t le:

Job  Descrlotion: Responsible for planning, organizing, directing and participating In all accounting functions of the
water/wastewater utility. Do not include Individuals who have responsibilities outside of
water/wastewater. This is a single Incumbent job.

022

Accounting Manager/Controller

Water Utility Compensation Survey - 2009

§ 1 U C . %$ l * l " * " "

C_¢»A_,+r-olle.r"'

ALL  PART IC IPANT  DATA

42 43 Hz 97,940 89,184 7 7 , 2 4 1 94 , 107 110,938

D A T A  B Y  P OP U L A T I ON  S E R V E D

NoS?1-an,83j;8 ...
Utltlties incumbents

10

Average No.
Supervised

..... . . . . . " " so:h
Percentile

Average Base
Pay

Average
Mlnlmum

Average
M ldpo ln t _

Average
Maximum

10 16> 1 Mi l l ion

500k n millllon

zsok D 500k

l o o k  -  2 5 0 k

9 15

7

8

g

8

8

10

1 0

127,851 126,652

98,943 89,939

85,124 83,907

97,394 98,426

95,675 119,415 141,569

77.550 93,425 108,555

69,285 80,120 93,020

75,444 93,604 110.907

< 100k 8 8 5 71,783 74,287 5 5 , 2 3 4 59,941 84 , 250

D A T A  B Y N O.  OF  EM PL OYEES

> 1,000

sao -  1 . 0oo

10

9

1 0

1 0

1 6

1 8

B

11

1 0

6

*

123,737

99,304

85,048

90,285

*

126,662

89,939

84,154

88,428

*

93,111 116,151

79/375 93,430

57,037 82,527

14,104 87,467

* 4-

200 - 5 0 0

100 U 200

< 100 4

8

1 1

4

137,741

108,524

99,153

100,134

4

40 ¢D American Water Works Associat ion
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Water Utility Compensation Survey 2009

Job Code: 041

Job Title: Water Treatment Plant Operator (Intermediate)

JobDescription: Operates and maintains a water treatment plant, Including maintenance of equipment, quality
control/testing and day~to day activities. Typically holds or is working towards an intermediate level
water treatment cenlficatlon.

ALL PARTICIPANT DATA

Nom! No. of Average No.
Utilltlss Incumbent: Supewlsed

Average Base

PW

50th

Percentile
Average
Minimum

Average

Midpoint

Avenge

_MaxImum__J

78 614 s 48,583 461270 40,229 47,483 54,828

DATA BY POPULATION SERVED

I
I

no. of
Ulilliias

Nu. of
Incumbents

Average No.
Supervised

Average 8ase
Pay

50!h
Percentile

Average
Minimum

Average Average
Midpoint _Maximum

> 1 Million 9 147 49,433 ss,s21 44.875 52,565 60,829

500k ¢ millllon 10 91 12 46,152 45.841 53,251 59,19 g

250k w 500k

100k U 250k

12 114 s

20 137

54,943

45,954

47,395

50,440

48,758

41,115

37,772

47,555

45,087

55.717

52,385

< 100k 27 1z5 1 45,742 45,032 37,556 44,892 52,222
3

DATA BY NO. OF EMPLOYEES

L_
No. of No. of
Utilities Incumbents

Average Ng,
Supervised

Seth Average
Percentile Mlnlmum

Average

Midpoint
Average

Maximum

I 'ii

> 1,000 10 103 B

Average Base

_.Prov . .

51,777 57,072 45,967 S3,095 60,383

sao - 1,000 15 195 12 48,833 45,894 40,402 45,889 53145031

,r zoo - 500 16 91 46,248

100 I zoo 17 111

46,809

47,564

47,609

45,362

38,545

38,470 46,141

55,111

52,807

<100 20 114 1 47,680 46,396 39,955 47,209 54.2.56

re

53

58 © American Water Works Association
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Job Cade: 042

Job Title: Senior/Lead Water Treatment Plant Operator

Job Description: Operates and maintains a water treatment plant. Is fully qualh9ed to perform the most complex
fu nations and may direct the work of other operators. Typically holds a high level water treatment
certification.

ALL PARTICIPANT DATA

No. of
Utilities

No. of
incumbents

Average No.

Supervised_

Average Base
Pay

s08\
Percentile

Average Average
Mlnlmum Mldpolnt

Average I
Maximum J

69 343 7 58,833 56.472 46,303 55,599 54,939

DATA BY POPULATION SERVED

No. of
Utllltles

No. of
Incumbents

Average No.
Supewlsed

Average Base
Pay

50th
Percentile

Average

Minimum
Average
Midpoint

Average
Maximum

> 1 million 8 110 3 58,468 66,596 52,045 63,820 76,010

500k lmillllon 9 77 2 57,616 56,420 53,168 62,636 71,208

250k I 500k 9 46 11 49,611 55,700 43.865

100k Q 250k 20 62 5 5S,340 591356 46,520

54,589

55,560

64,295

64,827

< 100k 23 48 7 52,053 51,418 42,119 SD,386 58,598

DATA BY no. OF EMPLOYEES

I No. of
urilmes

No. of
incumbents

Average ND.
Supervised

Average Base

l§!L_._ . 1
50th
percentile

Average
Minimum

Average
Midpoint

I
•
0
II

I

10 73 7 76,711 s6,696

Average
Maxlmum

50,589 sz,z2s 74,044> 1,000

sao - 1,o00 12 101 S 51,654 53,870 45,623 54,050 62,754

200-soo 15 84 g 49,807 55,078 51,948

100 - 200 15 S1 3

61,616

69,583

< 100 17 34 8

54,574

55,463

57,763

56,472

41,874

51,862

43,603

60,943

51,893 59,935

I
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Earn Your Degree
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The median total compensation hdudlng benefits fore tvnlwl
Ftnsndd Systems Manngarln Tucson, AZ. Is $1321707. This baarto
market pricing report was prepared using our Certified Compensation
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Cost of Living Calculator

.gr
V 3 1

a,

Benefit
ii Base salary
l Bonuses
8 SudllSBwrily

l 4D!k!4U3b
1 sahlllly

E l495IUu'zl'8
- Pension

Tlma off
Total

54 of
Tr i a l

69%
5%
ass
3%
1%
5%
4%
9%

100%

Median
Amount
sa1.4as

551135
s'/.4s4
53.708

$978
ss.1oa
s4,s1a

$12,009
5132.707 Moving an affect both your salary lever and your cost of Hvlng. The

Cos nfLlvlng_V§pzard reveals the lm >acL Enter Base Salary

$

Executive Compensation W izard

What do lop executives ham? Actual pay stats at thousands of U.S.
companies. Enler.a Company Nome;

Values of benelils can vary widely by Industry and company. .._

Ellllf?Company Ticker SymbolCompare Base Salary to...

r Nations! average r New Ioeallon r Related Job

| Search I

Job AssessorSalary News and Advice from Salary.com

Compare haw Mo opportunities relate In one and other. Evalula,
accept, or decline a job offer or evaluate your jobstatisfaclion.
|  Begin |

1

Workers Say They're Underpaid - But Are They Right?
e snt.Aav.caw»

swrdlng to Salary.eom's 2005/2007 Employee Job Satlslarzllon end Retention Survey, BE
percent of employees plan on looking fore new job in the next three months, Dissatisfied
employees have died a variety of reasons for their deslrn tn leave their company, lndudhg lack
fopporlunlly for advancement, no recognlllon for achievements, lnsuMclent benefits and even Mi l l ionai re Maker

boredom.

Leem what It lakes to make 1 milton dollars by a certain age with
mlllonelre Megen our antlne calcutetar. In lass than one minute, we'R
analyze your Investments, savings, and other flctora in wealth-
aeatton. Make your wealth-buitdlng plan now. I Begin I

»

I

me Off from Work Gains in Importance
ay eunnmcorn

eritxan workers are saying they need a break. Ah their number of hours docked an the job
as crept higher. more time off has become a bigger plenty.

ow Men and Women Use Thelr Tlme
ySALARY.CDM

rklng women are spending eboutan hour more doing housework and tektng care of Iemlly
embers each day than working men du, according to a new report released by ten Department
f Labor.

F T
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Working women are spending about an hour more doing housework and taking care of family
members.each day lean working men do, according lo a new repos released by ten Depanmenl
of Labor.
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American workers are saying they need a break, As their number of hours clocked on the job
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Leam what It takes to make 1 mllllon dollars by a certain age with
Mlllonalra Maker, our online calculator. In less than one minute, well
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of opportunity for advancement, nm recognition for achievements. lnsufhclent benefits and even
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Time off from Work Gains In Importance
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American workers are saying they need a break. As their number of hours docked on the job
has crept higher. more time oh* has become a bigger priority.

How Men and Women Use Their Tlme
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Working women are spending about an hour more doing housework and taking care aftamlly
members each day than working men do, according to a new report released by ten Department
of Labor.
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employees have cited a varlaly of reasons for their desire to leave their company. Including lack
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members eachday than working men do, according to a new repurlreleasers by ten Department
of Labor.
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Compare how two upporlunlt les relate tn one and other. Evolute.
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Learn what it  takes to make 1 Mllllon dollars by a certain age with
Mllllonalre Maker. our online calculator. In lass than one minute. we' ll
analyze your Investments. savings, and other factors in wealth-
aaallon.  Make your wealth-build lng  plan now.

Workers Say They're Underpaid - But Are They Right?
B SALARYSOM

eeurdlng to Salary.oom's 2005/2007 Employee Job Satisfaction and Retention Sun/ey, BE
percent of ernloyees plan an looking for a new job In the next three months. DlssatlsNed
employees have cited  a var iety of  reasons for their  desire to leave their  company,  Includ ing  lack Millionaire Maker
of opportunity for advancement, no recognit ion for achievements. lnsulliclent benefits and even
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Please state your name and business address.

My name is Mark Sear ans. My business address is Sahuarita Water Co. LLC, 725

W. Via Rancho Sahuarita Road, Sahuarita, Arizona, 85629.

Are you the same Mark Sear ans who previously submitted prepared Direct

Testimony on behalf of Sahuarita Water Company ("Company")?

Yes, I am.

What is the purpose of your Rebuttal Testimony?

My Rebuttal Testimony is intended to respond to Commission Staff ("Staff")

witness Jeffrey Michlik's April 22, 2010 prepared Direct Testimony in which he

discusses nine (9) "conditions" which the Commission's Staff recommends be

applied to the Company as a compliance item in this proceeding in connection with

recovery through rates of the Central Arizona Groundwater Replenishment District

("CAGRD") fee which is paid annually by the Company.

Are these the nine (9) "conditions" set forth at page 27, line 1-page 28, line 12

of Mr. Michlik's prepared Direct Testimony?

Yes.

1 Q.1
2 A.1
3
4
5 Q.2
6
7 A.2

8
9 Q.3

10 A.3
11
12
13
14
15
16
17 Q.4
18

19 A.4
20
21
22 Q.s
23
24 Q.5
25
26

Please describe the Company's position in response to these nine (9) suggested

CAGRD fee "conditions."

The Company has no objection to Condition Nos. 1 through 4, as they are

described at page 27, lines 1- 14 of Mr. Michlik's prepared Direct Testimony.

1



With reference to Condition No. 5, which appears at page 27, lines 16-17, the June

30, 2010 date for providing Staff the new CAGRD fee amount needs to be revised

to reflect the fact die hearings in this proceeding do not begin until July 19, 2010,

and a decision is Lmlikely until sometime in the Fall of 2010.

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

With reference to Condition No. 6, which appears at page 27, lines 19-25, as

presently worded the condition is too vague. For example, which agencies does the

Staff consider to be "the relevant state agencies", and, what is the "supporting

documentation" which the Staff seeks? The answers to these questions (and

appropriate clarifying language) are important because of the "immediate cessation

of the CAGRD adjuster fee" language in Staff's Condition No. 6, in the event

"supporting documentation from the relevant state agencies" is not provided. Also,

the reference to "Pima Active Management Area" in Condition No. 6 should be

corrected by substituting the word Tucson for the word "Pima"

With reference to Condition No. 7, which is set forth at page 28, lines 1-4, the

words "consideration by the Commission" are disturbing [emphasis added]. More

specifically, since the CAGRD fee to be submitted under Condition No. 7 will have

been calculated pursuant to the methodology set forth in Condition No. 6, it would

appear that the only question should be whether the calculation has been properly

performed. Accordingly, the Company is concerned by the uncertain outcome as

to its submission which is implicit in the word "consideration" If the Staff simply

means that the Commission will confirm that the Commission will ascertain that

the CAGRD fee has been properly calculated, then the Company has no objection

and suggests Condition No. 7 be rewritten to reflect that intent. However, if the

Staff intends to suggest that the Commission may refuse to approve a properly

2



calculated CAGRD fee amount, then the Company would object to Condition No.

7.

With reference to Condition No. 8, which appears at page 28, lines 6-8, the

Company believes that the Staff's approach is too rigid.

Q.6 Please explain what you mean by "too rigid" and please describe an

alternative approach to Condition No. 8 that the Company would suggest.

1

2

3

4

5

6

7

8

9 A.6

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

CAGRD is faced with a statutory obligation to acquire substantial new sources of

groundwater and surface water in the near- and long-term future, in order that

CAGRD's member companies (such as the Company) and member lands will be in

a position to continue to satisfy their respective "assured water supply" obligation

under Arizona's Groundwater Management Code. This has required that CAGRD

examine new revenue sources and funding mechanisms, in order to be in a

financial position to respond to this challenge, and, Staff's Condition No. 8 appears

to implicitly recognize this fact. However, Staff's suggested response to this

prospect of change on CAGRD's part is very disturbing.

More specifically, under Condition No. 8, as currently proposed by Staff, the

Company's ability to recover CAGRD fees paid by it would cease immediately if

and when CAGRD altered its current procedure and criteria for calculating and

assessing CAGRD fees. As an alternative, the Company suggests an approach for

Condition No. 8 under which the Company's ability to recover CAGRD fees paid

by it would continue uninterrupted, provided that the Company submitted

sufficient documentation to enable a determination that the CAGRD fees in

question had been correctly calculated, based on the fee determination procedure(s)

3



and criteria then being used by CAGRD. In that regard, and consistent with

Condition No. 6, this information would be submitted by the Company at least 30

days prior to when any change in the CAGRD adjuster amount was to take effect.

What is the Company's position with regard to Condition No. 9, as it appears

at page 28, lines 11-12, of Mr. Michlik's prepared Direct Testimony?

This condition appears to assume that the CAGRD fee would be changed only once

a year by CAGRD. Should that in fact continue to be the case, this condition

would be acceptable to the Company. However, as indicated in my answer

discussing Condition No. 8, it is conceivable that in the future CAGRD may have

occasion to revise its fees more than once in a given year. Accordingly, the

Company suggests that Mis condition be revised to provide that the Company may

reset the CAGRD adjuster amount whenever CAGRD revises its fees to the

Company, subject to the requirement that the Company submit appropriate

information or documentation demonstrating that the revised fee has been correctly

calculated.

1

2

3

4

5 Q.7

6

7 A.7

8

9

10

11

12

13

14

15

16

17

18

19 A.8 Yes, it does.

20

21

22

23

24

25

26

Q.8 Does that complete your Rebuttal Testimony?

4
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Q.1 Please state your name and business address.

By whom are you employed, and in what capacity?

1

2 A.1 My name is Mark F. Taylor, and my business address is 4001 E. Paradise Falls

3 Drive, Tucson, Arizona 85712.

4

5 Q.2

6 A.2 I am a Vice President and a Principal of WestLand Resources, Inc. ("WestLand").

7

8 Q.3

9 A.3 Since our establishment in 1997, WestLand Resources, Inc. has brought together a

10 team of experts in environmental services, engineering, landscape architecture,

11 cultural resource, and right of way services. We provide technical consulting

12 services throughout the southwestern United States.

13

14 The technical expertise offered by WestLand's engineering staff include water and

15 wastewater system planning and design, water resources planning, biological

16 systems engineering, irrigation, and water harvesting system design, constructed

17 wetland design, groundwater recharge system design, and program management.

18

Please describe the nature of professional services provided by WestLand.

Q.4 Please describe your area(s) of responsibility within WestLand.19

20 A.4 I am responsible for providing project management, design and technical

21 supervision, project scheduling, and budget oversight.

22

23 Q.5

24

25 Q.5

26

Please summarize your educational background and professional experience

as relevant to the testimony you are presenting in this proceeding.

I graduated from die University of Arizona with a Bachelor of Science in Civil

Engineering and a Masters in Business Administration. I have over 25 years of

1



experience in water resources engineering, including the design of water systems

for public works projects, master-planned communities, large commercial and

retail centers, and the mining industry. I am responsible for the development of

water system master plans, well, reservoir, booster station, and transmission main

design, water treatment and arsenic treatment design, and the assessment of rates

and development impact fees for private and municipal clients.

Q.6 Is Sahuarita Water Company ("Company") a client of WestLand?

Please describe the nature of professional services that WestLand has

provided to the Company during that period of time.

WestLand has provided master planning, infrastructure design, permitting and

construction inspection services to the Company since the beginning. WestLand

has prepared the original and most current water master plan (November 2007) for

the Company, which includes recommendations for current and future additional

well capacity. In addition, WestLand performs design plan reviews on behalf of

the water company and provides inspection services on all infrastructure

construction. WestLand has coordinated with the water company in connection

wide CC&N extensions and modifications of the Company's Designation of

Assured Water Supply pursuant to the Arizona Groundwater Code.

1

2

3

4

5

6

7

8

9 A.6 Yes. The Company has been a client for approximately 12 years.

10

11 Q.7

12

13 A.7

14

15

16

17

18

19

20

21

22

23

24 A.8

25

26

Q.8 What is the purpose of your Rebuttal Testimony in this proceeding?

My Rebuttal Testimony is intended to address and rebut the conclusion of the

Commission's Staff ("Staff") that Well #23 is "not needed" in connection with the

Colnpany's water utility operations. The Company has proposed that $1,779,243

2



for Well #23 be included as a post-test year plant adjustment. The Staff has

recommended that that amount be excluded from rate base.

1

2

3

4 Q.9

5

6 A.9 At page 6, lines 24-page 7, line 17 of the April 22, 2010 prepared Direct Testimony

7 of Staff witness Jeffry M. Michlik; and, at page ll, lines 4-7 of the April 22, 2010

8 prepared Direct Testimony of Staff witness Marlin Scott, Jr. In Mat regard, the

9 Staffs conclusion that Well #23 is "not needed" now or until 2014 at the earliest

10 appears to be predicated upon a "System Analysis" prepared by Mr. Scott, which

11 appears at page 7 of his prepared Direct Testimony.

12

13 Q.10 Which wells of the Company does Mr. Scott assume are in operation for

14 purposes of his "System Analysis"?

15 A.10 Well #14 and Well #lb.

16

17 Q.11 What production capability does he assume for each well?

18 A.11 Well #14 is assigned a production capability of 1,750 gallons per minute ("rpm")

19 by Mr. Scott, and Well #18 has been assigned a production capacity of 1,500 rpm

20 by him.

21

22 Q.12 Please describe what is meant by the concept of "well redundancy."

23 A.12 Well redundancy is the duplication of a critical source water component within a

24 water system with the intention of increasing the reliability of the water system,

25 usually in the form of a backup or "fail-safe" capability. It is a critical part of

26 having a safe and reliable water supply.

Where does the Staff's recommendation of this nature and this amount

appear?

3



The issue with well outages and emergencies is that you don't know when they are

going to happen and a water company needs to plan for that. In addition to short

term issues that may cause a well to be taken out of service for days or weeks, there

is always the potential that a well casing may fail and Me well may no longer be

usable. If a well casing fails, it can take many months to replace the source of

water with a new production well. This is why redundant well capacity is so

critical, in order to allow the water company to deal with unexpected outages

without them becoming emergency events that threaten the water supply to

thousands of customers.

Q.13 In your opinion, has Mr. Scott included any consideration of or allowance for

well redundancy?

A. 13 Based upon my review of his prepared Direct Testimony, it appears that he has not.

Q.14 How do you typically determine what well or production capacity should be

provided for in a water utility system?
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26

A.14 At a minimum the water company must have sufficient well or production capacity

to meet the maximum day usage, with the largest well assumed to be out of service,

because the well or production source water has to be able to supply the demands

of the water system during the highest peak demand day of the year. In the

Company's certificated service area, this demand typically occurs during early

summer. In that regard, there can be a series of days of very high demand where

the water company is essentially pumping at or near maximum day demand for a

sustained period.

4



In addition, because we never know when a well outage will occur, due to casing

failure or pumping and electrical equipment issues, we also always recommend that

water company provide redundancy in the water system by developing sufficient

storage source capacity to supply maximum day demand with the largest well

assumed to be out of service.

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

Q.15 Is the well redundancy design approach your firm recommends recognized by

any regulatory agencies with jurisdiction over private and public water

systems?
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Yes. Calculating well capacity to provide maximum day demand wide the largest

well out of service is a standard recommendation in emergency operations and

source capacity planning documents. For example, the U.S. Environmental

Protection Agency "Sanitary Survey Guidance Manual for Groundwater Systems"

(October 2008) states with respect to ground water well capacity that

"The capacity should be at least equal to the maximum day demand

of the water system over the previous several years or as determined

by the rules and regulations of the State primacy agency. Public

water systems should be sure that the developed ground water

capacity should equal or exceed the design maximum daily demand

when the highest producing well is out of service." [emphasis added]

This guidance also has been carried through into many planning manuals for

individual states, including the Ten States Standards, and has also historically been

referenced in the Arizona Guidance Manual for Emergency Operations Plan

development.

Q.16 What is the existing well or production capacity of the Company?

1 A.15

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20 A.16

21

22

23

24

25

26

The Company currently owns two operating wells, and leases a third well from the

Town of Sahuarita ("Town"). Well No. 14 provides 1,750 rpm, and this well is

leased from the Town. Well No. 18 provides 1,450 rpm, and Well No. 23 provides

1,800 rpm. These two (2) wells are owned by the Company.

6



Q.17
I

Can the Company meet the required maximum day demand with its current

well capacity?

Yes. The water company can meet the design maximum day demand with any two

of the three wells. The third well in the system provides the previously discussed

and recommended well or production redundancy.

Q.18 Why is redundant well capacity then needed by the Company?

Redundant well capacity is needed for any water system (such as the Company)

that relies on a groundwater source and doesn't have other backup-water supplies.

It is not an option or an urlneeded luxury to have a redundant well when the water

company relies upon only groundwater supplies. Rather, it is a critical part of

having a safe, adequate and reliable water supply.

As I previously indicated, the problem with well outages and emergencies is that

you don't know when they are going to occur, nor for how long, and a water

company needs to plan for that contingency. In addition to short-term issues that

may cause a well to be taken out of service for days or weeks, there is always die

potential that a well casing may fail and the well may no longer be usable. If a

well casing fails, it can take many months to replace the source of water with a new

production well. In the interim, the adequacy and reliability of the affected water

system is either compromised or at risk of being so.

1
2
3 A.17
4
5
6
7
8 A.18
9

10
11

12
13
14
15
16
17
18
19
20
21
22
23 Q.19
24
25
26 A.19

Is it your professional opinion that redundant well or production capacity is

critical to the ability of the Company to provide safe, adequate and reliable

service to its customers?

Yes.
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1

2

3 A.20 That is difficult, it not impossible, to predict. However, Well No. 14 and 18 were

4 drilled in 1970 and 1975 respectively. When the wells were equipped about 10

5 years ago the casings required some rehabilitation. Pm not aware that the casing

6 condition has been reviewed since the pumps were installed. It is important to

remember Mat these wells are 35 and 40 years old. Well casings do have a finite

life span, and as they get older, you do have to plan for their eventual failure.

Sometimes you have warnings, but sometimes it is catastrophic. The Company

does its best to make sure its equipment and wells are in good operating condition,

but there are things that are outside its control.

Q.20 What is the likelihood of failure of the casing in any of its wells?

When problems occur with a well, how long is the well typically out of service?

It can vary from a few days to a few weeks for a mechanical or electrical failure,

and from a few weeks to a month or more for casing inspection, rehabilitation, and

repairs. For the worst casing situations, wells may have to be taken out of service

permanently.

7

8

9

10

11

12

13 Q.21

14 A.21

15

16

17

18

19

20 A.22 Between drilling and well construction, pump selection, permitting and

21 construction, we would typically plan on 10 to 12 months for a well replacement

22 project.

23

24

Q.22 How long does it take to drill and equip a new well?

25

26 A.23 That is correct.

Q.23 So, if one of the Company's two older wells were to fail, it could take up to a

year to replace that well or production capacity?
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Q.24 Does the Company have any other source of supply, like an interconnection

with an adjacent water company?

Are there any other water companies that the Company could connect to if it

needed a backup supply?

No, the Company has previously explored alternate sources of supply, and there are

no water companies with adjacent infrastructure to which the Company could

connect.

If the Company did not have Well No. 23 at all, and one of the other two

existing wells went out of service during the summer, what would be the result

to the Company?

1

2

3

4 A.24 No, there is no other source of supply into the Company's system.

5

6 Q.25

7

8 A.25

9

10

11

12 Q.26

13

14

15 A.26

16

17

18

19

20

21

22

23

24

25

26

In that situation, the Company would be operating on one well. Assuming the

largest well is out of service the available capacity of Well No. 18 is 2,088,000

gallons per day, which is less than the current maximum daily demand of the water

system. Every year, as additional customers are served, this situation will become

worse.

If the outage was sustained, without redundant well capacity the Company

wouldn't be able to keep up adequately with demand, and this would result in the

water company having a water shortage. This is why redundant well capacity is so

critical, in order to allow the water company to deal with unexpected outages

without them becoming emergency events that threaten the water supply to

thousands of customers.
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1

2 Q.27 Could you summarize your professional opinion about the well capacity of the

Company's system?

A.27 The well capacity in this system is sufficient to meet the recommended design

maximum daily demand with the largest well out of service.

Is there excess well capacity in this water system?

There is redundant well capacity, but it should not be considered as "excess"

capacity. To the contrary, for a system that relies solely on groundwater supplies,

the Company must have redundant well capacity, in order to allow for the

contingency of one well being out of service and still being able to meet the water

system demands. This is prudent engineering, and allows for water system

operation that provides for a safe, adequate and reliable water supply.

Because the third well (or Well #23) provides the necessary redundancy to this

water company, is this well "used and useful" in your professional opinion?

Yes, without question.

3
4
5
6
7 Q.28
8 A.28
9

10
11
12
13
14
15 Q.29
16
17 A.29
18
19 Q.30
20
21
22
23 A.30
24
25
26

Would the Company be able to maintain adequate and reliable service to its

customers by relying on its current storage capability, assuming (i) Well #23

did not exist, and (ii) the loss of production capability from one of the other

two wells?

Perhaps for a few days, at most, depending upon weather and the demand then

being imposed upon its system, and, as I previously indicated, many well outages

can last substantially longer. However, the higher the ambient temperatures and

the greater the demand, the shorter Me time during which a "fix" of this nature
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would be sufficient. Moreover, in my professional opinion, a temporary "fix" of

this nature is not consistent with prudent and responsible water system planning.

1

2

3

4

5 A.31 Yes, it does.
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7

8

9

10

11

12

13

14

15

16
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20

21

22

23

24

25

26

Q.31 Does this conclude your direct testimony?
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1 Q.1 Please state your name and business address.

2 A.1 David S Cutler, CPA, 5995 E Grant Rd #200, Tucson, AZ 85712.

Does Appendix "A" to this prepared Rebuttal Testimony upon behalf of

Sahuarita Water Company, L.L.C. ("Company") contain a summary of your

educational background and professional experience?

Yes, it does.

Do you and your firm provide services to the Company, and/or any of the

Company's Members?

Yes.

3

4 Q.2 By whom are you employed, and in what capacity?

5 A.2 I am employed by David S Cutler, CPA, P.C. I am the shareholder and manager of

6 a 26 person public accounting firm.

7

8 Q. 3

9

10

11 A.3

12

13 Q. 4 Does Appendix "B" to this testimony contain a summary of the services

14 provided by your accounting firm?

15 A.4 Yes, it does.

16

17 Q. 5

18

19 A.5

20

21 Q.6

22

23

24 A.6

25

26

Please describe the nature of the services provided, and, as the case may be,

whether those services are provided to the Company and/or one or more of its

Members.

We prepare income tax returns for the Company and related member entities,

including Interchange Opportunity Fund, LLLP ("IOF") and Sharpe & Associates,

Inc. ("Sharpe"), which together own66.67% of the Company. We also prepare the

1



individual tax return Foci 1040 for the individual who indirectly owns the largest

portion of the Company

What is the purpose of your Rebuttal Testimony as it relates to this rate

proceeding?

My testimony is intended (i) to demonstrate that the Company did report taxable

income to its members for calendar 2008, which is the test period in this rate case,

and (ii) to demonstrate that Member(s) of the Company either did pay income tax

on their respective portion(s) of such taxable income for 2008, or had income

subject to the prospect of taxation. Against the background of such a

demonstration, it is the Company's position that the Commission should approve

the Company's proposed (i) pro forma operating expense adjustment of $104,948

for income taxes, and (ii) inclusion of $338,625 in rate base as accumulated

deferred income taxes.

Q.8 What is your understanding as to why information of that nature would be

relevant to this proceeding?

Based upon discussions that I have had with the Company's attorney for this

proceeding, it is my understanding that my testimony is designed to address and fill

two (2) evidentiary "gaps" that were apparently present in the Sunrise Water

Company and Farmers Water Co. cases decided by the Commission on December

23, 2009 (Decision No. 71445) and March 17, 2010 (Decision No. 71510),

respectively.

1
2
3
4 Q.7
5
6 A.7

7
8
9

10
11
12
13
14
15
16
17
18 A.8
19
20
21
22
23
24
25 Q.9
26

What was the nature of those evidentiary "gaps"?
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Again, based upon my discussions with the Company's rate counsel, it is my

understanding that in each of those cases the utility in question failed to present any

evidence demonstrating (i) that the utility had reported taxable income to its

shareholder(s) for the test period in question, and (ii) that the utility's

shareholder(s) had paid any income tax upon such income or were subject to the

prospect of taxation.

Q.10 Does the fact that the Sunrise Water Companv and Farmers Water Co. cases

involved "S corporations, whereas the Company is a limited liability company,

make a difference with respect to the evidentiary "gap" you are addressing?

A.10 Again, based upon my discussions with the Company's rate counsel, the answer to

your question is "No." In that regard, it is my understanding that in the context of

those two (2) decisions, the Commission views "S" corporations and LLCs to each

be in the nature of a "pass-through" income tax entity. Thus, it is the Company's

position in this proceeding that my Rebuttal Testimony will address and fill the

evidentiary "gaps" which the Commission referred to when deciding the Sunrise

Water Company andFarmers Water Co. cases.

1 A.9
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Q.11 What documentation do you have to demonstrate that the Company in fact

reported taxable income to its Members for calendar 2008?

A.11 Attached to this Rebuttal Testimony as Appendix "C" are copies of Schedules K- 1

which are required by the Internal Revenue Service to report the individual owners '

prorater share of a pass-through entity's taxable income. The 2008 K-1's for the

Company are attached, as well as Forms K-1 that show how the taxable income

flows from the Company through its majority member, Sharpe. Attached to this

Rebuttal Testimony as Appendix "D" is a copy of a recap schedule titled

3



"Computation of Taxable Income" of the various Forms K-1's, which shows the

ownership percentages and demonstrates how the taxable income flows from the

Company down to the ultimate owner/taxpayer's Form 1040 where the income is

subject to the imposition of federal and Arizona income taxes.

Q.12 Please explain (i) the purpose of these document(s), and (ii) the manner in

which they demonstrate that the Company reported taxable income to its

Members for calendar 2008.
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A.l2 Please refer to the attached Appendix "D" ("Computation of Taxable Income") and

the Schedule K-1 's in Appendix C. Appendix "D" shows the percentage of income

allocated to each member of the Company and its majority owner member, Sharpe.

IOF receives 66% of the taxable income of the Company. Sharpe receives .6667%

of the taxable income of the Company. Sharpe also receives 40% of the income

from IOF. There are also two Trusts that receive .075% each from IOF. Finally,

Sharpe and the two Trusts pass their respective taxable income to the individual

income tax return where "Taxpayer X" is required to pay federal and Arizona

income taxes on the taxable income passed through from the Company, subject to

such deductions as might otherwise be available to Taxpayer X, if any. In that

regard, we have not specifically identified that individual at this time for privacy

purposes. If such information is detennined to be necessary by the Commission's

Staff in connection with its review of this testimony and the attached Appendices,

perhaps an appropriate Protective Agreement or Protective Order can be arranged.

The example in this instance shows that Taxpayer X reports approx 27% of the

taxable income earned by the Company on his individual income tax return. The

remaining 73% of taxable income is reported to Mission Peaks 4000, LLC
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("Mission Peaks") and the remaining partners of IOF, and it becomes taxable

income as to each of them as to their respective share(s).

Q.13 What documentation do you have to demonstrate that one or more Members

of the Company paid income tax on all or a portion of its share of the 2008

taxable income which was reported by the Company to its Members?
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A.l3 We have prepared proforma 2008 income tax returns for Taxpayer X with all

taxable income passed through from die Company removed. Due to privacy

concerns we have not attached to this Rebuttal Testimony copies of either the 2008

federal and Arizona income tax returns for Taxpayer X as filed, nor the proforma

copy of the 2008 tax returns with all taxable income passed-through from the

Company removed. As previously indicated, these forms can be made available as

long as the Commission and Staff can assure privacy for Taxpayer X.

Attached to this Rebuttal Testimony as Appendix "E" is a schedule, titled

"Computation of Income Taxes Paid," which shows the difference in the adjusted

gross income, the taxable income and the income taxes paid between the tax

returns as originally filed and the tax returns prepared without the passed-through

share of the Company's income. The share of income passed-through from the

Company to the Taxpayer X 2008 individual tax return was $l78,934, which

resulted in an increase in 2008 federal income taxes of $26,840 and an increase in

2008 Arizona income taxes of $8,368. The increase in 2008 income taxes total

$35,208, which results in an effective 19.60% income tax rate for Taxpayer X's

share of the Company's 2008 taxable income. This effective tax rate is abnormally

low because the majority of the taxable income on the Taxpayer X's 2008 federal

income tax return is from long-term capital gains which are taxed at a preferential
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15% tax rate, which has resulted in an unusually low 2008 effective tax rate for

Taxpayer X's taxable income.

A more accurate predicator rate for federal income taxes would be the highest

marginal tax rate for individuals of 35%. If you add the effective Arizona rate of

4.5% the effective income tax rate that should be used for rate making purposes

should be 39.5%, which would have made the income tax paid by Taxpayer X

$70,679. In addition, according to Mr. Eric M. Bashaw, CPA and Vice President of

Taxation & Accounting for The Greenspun Corporation, which represents Mission

Peaks, the owner of the remaining 33.33% of the Company, Mission Peaks' share

of the Company's taxable income is reported on and is subject to taxation on 18

separate tax returns. These taxpayers would normally be subj ected to a combined

federal and Arizona tax rate on the order of 39.5%. Accordingly, if we apply these

rates to the Company's 2008 taxable income the aggregate income taxes applicable

to the 2008 test year would be $260,181.
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Q.14 Please explain what circumstances would occasion a Member not paying the

full amount of income tax otherwise due on that portion of the 2008 taxable

income reported by the Company which was attributable to such Member.

A.14 A11 members will eventually pay income taxes on income passed through from the

Company. In many cases die payment of income taxes might be deferred to future

years, such as when the tax-paying member has a net operating loss or a suspended

loss from passive activities. In these situations, the income from the Company may

absorb the losses carried over from prior tax years. The member will then have

higher taxable income in future years in the same amount since the loss carryover

to future years is reduced by the current year share of the Company's 2008 income.
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In other words the member will then pay income tax on other income in the same

amount in the year the loss(es) would otherwise be available.

There are rare cases where the Company's share of passed-through income might

never be subjected to income taxes, such as (i) the bankruptcy with liquidation of

all assets of an entity member or (ii) the death of an individual member, who has

previous year end losses that carryover to the current year and exceed the passed-

through share of the Company's taxable income, but cease to exist in the year

following the pass-through of the Company's income. these are the

extraordinary exceptions, not the norm.

But,
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13 A.15 Yes, it does.
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26

Q.15 Does that complete your rebuttal testimony on behalf of the Company in this

proceeding?
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APPENDIX A

Educational Background and Professional Experience
o f

David S. Cutler, CPA

Educational Background 1979-1981

Bachelors of Science in Business Administration, double majoring in accounting & management
information systems, University of Arizona

Professional Exnerience

Staff accountant for Peat, Marwick, Mitchell & Company 1981-1982

Senior accountant for Laventhol & Horvath 1982-1984

Controller for a regional securities Timi in 1984

Begin accounting firm in 1984 with 2 employees

The firm was incorporated in 1994 and has grown to 21 employees and continues to provide a
full range of tax and accounting services
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APPENDIX B

Services Provided by David S. Cutler, CPA, PC

Income tax compliance services

•

•

•

•

•

•

Individual income tax preparation
Business income tax preparation
Estate and gift tax preparation
Pension plan tax preparation
Payroll tax reports and W-2 preparation
Information return reporting

Accounting Services

Review of financial statements
Compilation of financial statements
Preparation of working trial balances
Boole<eeping and payroll services

Management and Advisory Services

Individual and business tax planning
Estate and gift tax planning
Pension and insurance planning
Income tax audit representation
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Schedule K-1 (Form 1055) 2008

This list identifies the codes used on Schedule K-1 for all partners and provides summarized repurtinn information for partners who file
Form 1040. For detailed repcninu and filing inlorrnalion, see the separate Partner's Instructions for Schedule K-1 and the instructions
for your income tax return.
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Partner's Idaritifi/ing number

4

ParII1arsl1ip's employer identification number
s

\

4

9 Q ' * n .

r \ .
i  .

Partner's name,address, and ZIP code
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TUCSON, AZ 85712
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1
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Source

Income

Fafnir 140NR Filets

Enter the. Amount

in Column.(c) on:

i Orclina Income (loss) from trade or business activities 2252.612 1.000000 352.612 \
z..

...t,
\ a 4 .A

Q \°v¢o'» » 5¢',,
g  Q Q  "L a  M C

9x °¢

:`:

4 • vu- 8 • 4 •
*Tr ¢~*`.° n gt' »»*»&. • » *r *;'\_I

°* ' . ° * * v o v  ' °  '  * 'in  4 • • • " '  ' ¢ I
--. 84 *2__¢.1'£ °° • -1* n5'»"»1°¢l5 .. 8 * I4; - 'a

1 * .F°:\* '*¢*§'¢';*1';.1'»¢:,;_'¢
' v ' f •?v:*mv' \?*¢;*~ • • *W-*

2. Net Income(log from rental realestateactivities 884 1.000000 884
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» .»

Like BE

10' Guar én i3ed of  `ents i0nartner

14 » uet'Int>~sa¢niBh 1231 ala. fibS Line BQ
•

e
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, an
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cm
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Income

Form 140NR Filers
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1 6 5
Schedule K-1 (NR)
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Ownershipgf capital
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\

Arizona Nonresident and Out-of-State
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9.6i:3,U1;Partner's Share of Current Year income,
Deductions, Credits, and-Other Items

10rdinar3f businessincome (loss)

I 1 7 8  ' l  0 8 7  •
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17. Alternative min tax (AMT) Items

A 1  l 0 1 9 •

la Tax-exemptincome and
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2Nei rental real estate income (loss)

I 447.
. ~lnforl11ation About the Partnership..=t*v> .¥9,4443

a °f;" net rental Income (loss)

.1I IA Pictnérsh "lzlwcidenlltication number 4 Gliaranlud Qayments

B Partrlersl14J's.n5mé, ac;{irgss. city, site, and ZIP code

.0

3AHURRITA¢WATER'COMPANY, LLC
45433 FoRm LOWELL RD

~so .. 85712

5 lnltureslincome
6 . 1 3 2 .

ggddinayy dividends

J  - . .  3 4 . 8 9 7 ,
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c . it ié fuar wilsra partnership now return

G -UT . 1 Rgiygnigg
. »

J
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. ¢»,_,..;.
'a |. -I

|._ ,
*~» s .

atL 1
..,| -i

N
1.
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1
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5i9

@ united partner or ou1er LLc
member

. . Foreign partner

P A R T N E R S H I P
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/33_3333333y-
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. . > . .
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. ...»..~»nq»»~.....n..."»..».............. $

4 " _ 0 3 ' 0 , 3 6 6 .
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14Sal!-amplpymenfearnlngs (loss)

I re*See a had statement for additional Information.
O* n

I
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o
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•a

44

•
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I
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8
.3
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E
.25
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$ ( .
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Partner's éépital aacnunt analysis:
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contljiBdled duijnq th; year
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11
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»

3 3 . 3 ' 3 3 3 3 3 3 %
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Partnei* 's`  Share of Income, Deductions,

Credits,  etc.
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ScheduleK-1 (Form 1065) 2008

This list identifies Me codes used on Schedule K-1 for all partners and provides summarized reporting information fuT partners who file
Form 1040. For detailed reporting and tiling information, see the separate Partner's Instructions for Schedule K-1 and the instructions
Mryour income tax return.
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Deductions, Credits, and Other Items .
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DESCRIPTION

SCHE1§ULE -KG :
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Form 1040. For detailed geportina and filing information, see the separate Farmers Instructions for Schedule KG and the instructions
for your income taxretum.
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For thecaIendaryear2008oriiscalyearheglnnlng 0 1 / 0 1 / 2 0 0 8 and ending 1 2 / 3 1 / 2 0 0 8 .

CHECK 0nE:
Calendar A r  @ Flscalyear

.CHECK ons;
Original I i? Amended

Partner'sIdentItylno.number
I  *.

. - ,_.»<» '

|

Parillerslllp's employer Identification number
. "?_. .~s ~  1 ' . _.;_

P et's name,address, and ZIP code

I

SHARPE & ASSOCIATES, INC
4549 E FORT LQWELL.RD

CSO AZ 85712

partnership's name, address, and ZIP node

SAHUARITA WATER'COMPANYI LLC

4549. E F@RT .LOWELL RD
TUCSON, As' 85712

End ofya Ar

0.666666'7 %

0.666665'7 %

0. 6666667 %

Beford'chailga
or Qemlnqtinn

0..6666667 %

0. 6666667 %

0'.2242181 %

Put! - Distributive Share ltedls from Federal Form 1065,
Schedule K-1

on

Distributive

Share

Amount

an .
Arizona

Apportionment

Ratio

ac)
Arizona

Source-

Income

Form 140NR Filers

Enter tile Amount

In Cblmimn (c) on:

umm inc0me.(ios9s from trade of business activltiés 3,561 1.000000 3,561
2 Netinboihé tlosstfrom rental Rea! estate activities g 1.0d0000 9
s .netihcomé (loss) from other rental activities

4 T0l3l?Add lilieé'l, 2 anél3 3,570
1»° .
. ~'.-»' * r 1 *

% » ' = Q *  a . 3 570 Lina B10

5 l tiféresn 122 1.000000 122 Line 85

s D8vidends~ 698 1.000000 698 Una BB

1 Ro" CIties Line B10

8 Nét'shorl~tarm caoitafuain (loss) Line BE

9 Netionn-term c8ni1al In less Line BE .

10 I :Guaranteed "énlsio pédhér

11' We:1ncéééubn12a1'na1t»  floss) Lina BE

12' -cizhMncorie (loss) . attach sbnedufe Line B11

la :Re Sact3un i79'ex18ense ' Like 810

14 'Other 8edkiclibn§ - aHas schedule .
°' - _  -  . { .  v s  x y -  - °a , . ' - =_ .n¢: . . r .  : * °_  _ . f  r . L ¢_
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• \.4=_;. '1 W  £1» o w *  - a v

I

nm ll - Piimets iimilgiuziéu shim of the Qdlustmontof
Partnnnhlp Income From Federal to Arizona Bads.

(8)
Distributive.

Share

Amount

(h)
'Arizona

Appo t¥onmei1t

Ratio

fv)
Arizona

Source

Income

Form~14unR Fllér8

Enterilge Amount

in Dolumn (c) on:

15 Adjustment of partnership Rlcome from federal to

Arizona basis - minim FWJH11 165, page 1, #Ne 6 719 1.000000 719 U08 C19 or D30

2
ARIZONA FORM

165 A
Schedule K-nun)

Arizona Nonresident ad OUt-of-State
Partner's Share of Income and~ Deductions

2008

Partner's percentage of:

Profit sharing

Loss sharing

OWnership of capital

Type of partner (ihdivwual, trust, etc.): C O R P O R A T I O N

NOTE: ALL g0gp0RA'[E PARTNERS MUST usETHls SCHEDULE.

FHDOR91-ooas (90) NOTE: Corporate partners see Form 120 or Form 120A Instructions lot information on reporting the amonntirom line 15.

88718 I
10-21-05



~38*31E Partner's  Share of CunrentYear Income,
DeductionS," Credits,  and Other I tems

1 Ordinary business InCome (logs)

I 2 l 090 •
15 Credits

\

16 Foreign transactions

17 Alternative min tax (AMT) Items

A 7 6 2  I

18 Tax-exémpt Income and

nondeductible expenses

4

9

gNat rentalyeal estate income (loss)
I. <68.40'7.>

IInformation About the Partnership
a ° *~" netrental income(loss)

| |  |At Plggnbyshl ' '  . l` " Identification number 4 Gniargnteed payments

I8~. a§'trl't5rsh)p's name, éddrass, city. state. Ann! ZIP code

LLLPINWERCHANGE oppoR'r0n:mr FUND ,
454*g,.=.E~'F(9RT LQWELL RD
TUCSON. AZ 85712

Slnterestlncome
I 652 ,8861

pa Ordinary dividends

I 59 I 383 •
Go Qulalltied dividends

Di

c Ins Center where partnership filed return

O G D . , U T 7R¢iyal1les
. v

0 Chock If thjqis a nvb!l¢'J/ traded partnership(P1P) 8 Maltshop-term capital gain (loss)

Inforlimqatlon Ahvutdhe Pa@-mar
9'a Net long-term capital gain~(Ioss)

I 1.314.841.
6:14 9

0' .a
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9

L 9
0y' 904 9\ **,. * ¢
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9
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b1 1|;:

Parmws identifying number

ass, pity.Si3l89 ana2IP_ code

Ass@@zl§5A#rEs INC
'

40

* 9 :U ¢

.1 ~=""* ..
i".an*"£* 4 *

<Sfl!

-iv
W

•I "¢a 4c s ® n I -Ar3i*'~l
... / ' .,,¢ ..,1 .

*
- '

Cb GTlaclibles (28%)main (loss) 19 Dlétributions ,
A  . 7 0 0  1  o 0 0  •

ac Urrccaptursd sec 1250 gain
B.. 16,307 298;
20 Other information
A 7 1 2 1 269 o10 Net8ection 1231 g81n gloss)

I 4 I 739 | B 165&075_
11 Other income (lass)

Gene'i8l.D&tinhr al:LLC

W

Limitedpartner or other LLC

member ,

` . . Foreign partner

C O R P O R A T I O N

a m
- QL; membeiirirénaber

H '. Domest8b.pil'ti1ér

I What type ofenlléi this partner?

|  ._ a .'¢

I v u » . . I .1. . .111.| »

I

n . .

-e
1Befnqilrg .

.40-..0000000%
Ending

1 . 0 0 0 0 0 0 0 %aro8t

i

K
course " I

, we I .I

p̀amei'g§l;tare0r1iat>llr%ia;5rye§rer;tr; .

9l ! 8 l i tTe no . .1i119fl¢IU0 $

Recourse $ 4,856¢856 .
v.,

12section 179 deduction

la Other deductions
H 1 1 0 1 3 4 4  •
K# S T M T

* S T M T
14 Self-employment earnings (Iossj

*See attached statement for additional information.

3*
, g
O
.3
D

E
u .

.

•

' 9

L
15¢e87;961 .$

$
$
$(
$

1,537,473.
17100712984

418,136 .

RaI'h1gr's capitaI'§cg:ountanalys1s:

Bebinnlng cagiiafa6éou[it..
Gavilh1t=ontribl=1° ddl4rino'1I1vvear
Currentyeal1lncrea§e(decrease)

Wmmw§&dwmwm,mmmmmm
Eridllicbapllalaccourif

|

GAAP Section 704(b) book

(I

@ Ta bas is

0lher(e lain)

bs# 40.0000000% 1¢0000000%
~3522§985I7% 0._ 887479~1%

46

5511138

SFglledule K-1

( cm 1055) karweuauys4u»2oue.orl»x
Department of-the Treasury v-wbwnnlno
Internal Revenue Sewiue ending

Partner 's..Sl- iare of Income, Deductions,

Credi ts;  etc.

> See serrate Instructions.

2008 Final KG Amended K-1 OMB No. 1545-D099

4

l

198

LHA For Paperwork Reduction Act Notice, see Instructions far Form 1085.
\

ScheduleK-1 (Form 1065) zone

811281
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SECT
2%
SGHED

TOTAL TO S.

s<:HED'

CODE DE3CRIPTI0N.f

SCHEDULE ..K.i

L.
W

INTERCHANGE .0PPOR¥rUNITY . .  L L L P

* <§Ei'HER 1aEBucT

OF.
10

v11 .,.1

.TAKE

' »

COSTS
DEDUCTIONS

A C T I V I T I E S

\

<

mia =se:v.4snm1<|».1» nonwnxwxoum" 1"NE0RM1*l;*.l'1on3.

PASS§D
RESQRT I

.PASSED
.DEVCO FUND I

QRTFOLIO
IGNS

K I ;  B O X Y  1 3 ,  C O D E  K

M p'oRmEoL:l:9=-'i8) ~UC'riEI8oNS; '1a.,

SUBJECT

FROM

LLC

.osunsizf DE1:>ue'1=1ons; 4801:= 18

LLC'

.SEE IRS sen.. K-1. LNSTRUGTIQNS

FILING I14 is ' rRue=r1ons

PARTNER FI1:sInG.. INSTRUCTIONS"

Fnooa BQ9£='

431- 112 INSTRUCTIONS

IONS

COME.; L

An&6unT

ISMOUNT

5194931.

=10,107 .

=8s, 8925 .

93.934,

3 2  7 9 1

5 . ,o s9 .

2 , 52.34

i4'7 .

39.

328

tOTAL TQ.. SCHEDULE KI BOX . 13 I CODE L 7 1 , 1 b 4 .
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DESCRIPTION

CASH
TRANSF

SCHEDULE Kg1

roTA. To SCHEDULE K.-1., ITEM L

DESCRIPTION

SCHEDULE KG

T0)A1§°..T0.'g

D1s:scR1P'r1o15T;

SCHEDULE K-41..

RENTS .
N0NRENTAL :

INTERCHMIGE ~.~oppoRT01~1xT¥

~\ ,.

D STR

OTHER INCMEASES OR DECREASES SUBTOTAL

SCHEDULE Ic-1: INCQME s.u18'13oTAL

FIRM CAPMAL .GAIN

INCQM
.ECT

ESTATE

K-1I

. 1nc;l:DEnTAL 1 To

uap.8'.=z:=1°;"aoxf ~.;3:oI>E- 115

.on INVESTMENT
ONS

DEDuc'r12ons. SUBTGTAL

~.( Loss )
>

I T E M : WITHDBAWAIi8l=.~ 1a1~1D,...DIs~r3.IBUrr;;ons.

CURRENT YEAR INCREASES (dECREASES)

bébticmIons , =B6x 181 , .coDE.. W

WITHUEAWALS DIs'I'nIBu§rJ3ons

< Loss )

DE8.TS .

PARTNER FILING.. INSTRUCTIONS

LLLP<

.,<110 , 344 .;.>=
.<1.65 , 0038 I6.

£39:8 >:

~AMo3m~r1-1 .

<446.>
<151,82e;>.

<364.>

1. 314.
59

2 090

2 , sos.
,2.83.
4841;

16

16" ~~0a~v~,29 B ..

..ToTALs

1 »9 6 5 , 5 3 2 .

M d i r n w

1,537,473;

..<275;, 421.>

<152}638.>

,oQ0;
3079298.

wav

339 I

?'kw-..
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Description

of

Activity

Acunyumber

6

100% Dlspnszd public Ly Trod a
Partnashlp

SAHUARITA WATER COMP, LLC
7 RANCHO SAHUARITA Iv, LLC
8 RANCHO SAHUARITA v. Lie

IbNluull 7V 4ctiv` 8Activffv

141 044.
353 m
.4- 4

856 .Al v 889.
27 638.

\ J
A*l

I

»n I8 1 2,107
1 408. 7 250.

807.

32 494. ••8. 9
1,146 7.166.

Other credife

PGs!-1885 depreciation adjustment

Adjusted gain gloss

Portion of adlOsted Uainkoss allocable to sh0rt-term gain/loss

Portion of adjusted gairwoss allocable to long-term galnAoss .

Portion of adjusted galnAoss allocable to section 1231 gainnoss

Depletion (otherthah all and gas) _

oil, gas andgeothermal properties - gross income

Oil, gas afld'geothermal properties - deductions

0ther AmI items ~.

lmlestmentincome
Investment expenses

Royalties

Net shin-term capital gain (loss)

Netlong-termcapttalgaln(loss)
- Collectibles (28%) gain (loss) .

- Unrecapturad Section 1250 gain

Net section 1231 gain (loss)

Other portfolio income

Section1256 contracts and sl.raddlas

Otherihcome I.

Section 179 deduction

Charitzihle contributions

powelb deductions,
lnV55§U[iHI8IB§5W8n58
Sect1orr59(e)(2) expenditures

Other deductions

Net eatnlngs from self-employment ,

Gross far\Tling,0r Fishing income

Gross ncnfarm lncome
LIH credit 7 Section 42(p(5) partnerships

- other'

Oualltled rehabtlltatlon expenditures related to rental real estate

Utherrental credits
Credits related.to other rental activities .

Recapture of LlH credit - Section 42(j)(5) partnerships

-Other

Ordindrybuéinesslncume(loss)

Net rental real estatejncome (loss)

Other net rental Income (toss)

Interestincnmg _.

DIvidenlds - Ordinary dividends _

Quallmad dividends

Namnz J:n'1~1zRcH.n:.nGse: OPPORTUNITY FUND, LLLP
Far. SHARBE & Assoc1:A:L'Es.  INC

46

For ualendu year zone, or lax yew beginning

O

Schedule of Activit ies

I zoos. Bed ending 9

l.D. Number:

4
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Forthe calendar year2008 or fiscal year beginning 0 1 - / 0 1  / 2 0 0 8 and ending 1 2 / 3 1  [ 2 0 0 8 .

CHECK ONE!

Odqlnai E Z ] Amended m
CHECK ONE

calendar year . Fiscal year
Parmar's ideniilying number

. 1
-m

Partnership's employer identmcatlon number
,» -

I

Par?1'€r'él8'§me,'éiddress, and ZIP code

SHARPE. .& ASSOQ1ATES., 1 I N C
.

» _.z
» < ~.~ .4

Partnership's name, address, and zip code

INTERQHANGE OPPORTUNITY FUND, LLLP

4549 E FOR'I LOWELL 'RD
TUCSON, As 85712

Before change
or termination

40.0000000 %

%40.0000000

35. 2898517 %

End of year

1.0000000 %

1.0000000 %

0.8874791 %

Paul - Distributive Share Items from Federal Form 1065,
Schedule K-1

to)
Dlstrib utile

Share

Amount

(tn
Arizona

Appartionmenl

Ratio

(c)

Arizona

Source

Income

Form 140NR Fliers

Enter the Amount

In Column (c) ant

1 Orrin income (loss) from trade or business activities 2.090 1.000000 2,090
2 Net incurs (loss) Iron rental real estate activities <68.407>1.000000 I< 6 8 . 4
a Nat income (loss) from other rental activities

4 'Tum -Adduces 1, 2 and <66.317':»g;_-8; 'Jr 1. - *v*-• \ 0 4 4 00 "f
~L;'€""i- l'==&.=' Hz: :3"'»! 'E <66.3 ztlne B10

5 interest 652.886 1.000000 I652 88 Ume BE
s Dividends 5 9 . 3 8 3 1.000000 59. Line BE
7 Rov2IIlies Una B10
8 rfetshort-term capita! Iain (loss) Line BE
9 Net lunu~tarm.ca0ital gain (loss) 1.314 841 1.000000 1.314 Line BE

Io" .Guasahieéd pévmants to partner

11 Net mc Section 1281~aafn (loss) I4 73 1.000000 A4 Lorie BE
12 Otherlncome (loss) - attach schedule Line B11
13 IRC Section 179expense

Line B10
14 0therldé¢iuE:tions - attach schedule 275,421 1.000000 I275 1

* 1 • "$"' ; "1V¥.Qr '-1:8. UI 4 * § 44 + '»=:.°.Pt'
'Fri' -»$.:»"-§'"~»':f'».;,»'I-*J"»" *3\;4-7'r'l;""=.*t ~'z»'3§&'=°'°

4' + I¢
' *~* *J 40 4 * W y 0 I

Hz »we'*.:'»-.-=!é:_=-3 -#»-~.8.,f~: Q'
-'=!' 2941 ;IJ" 'C ' ' ; _ , t , ~ n / 7 * * 4 7 ' ¢ .ltJ*& _

*"#'3» =1'?.. =8<=.4-» '4:» 828 - é. a { @ = * § 4#* =§8:a=.wf' Hz...

Pan ll - Plniler's llisiributive Sfiardoftlw Adfuatment of
.PaNnmhip Income From Federal to ArizonWasis

(8)

Dlsaibutlve

Share

Amount

(U)
Arizona

Anponionmenl

Ritlo

.. (o)

Arizona

Source

Income

Form 140NR Filers

Enter the Amount

in Column (c) on:

15 Adjustmentofpartnership Income from federal to

Arizona basis - from Fom 165, page 1, Hne 6 28,191 1.000000 28,19 Line C19 or D30

46
ARIZONA FORM

1 6 5
S c h e d u l e  K - 1  ( N R )

Partner'spercentage of:

Profit sharing

Arizona Nonresident and .Out-of-State
Partner's Share of Income ad Deducltions

9

2008

Loss sharing

Ownership of capital

Typeof partner(Indlvidual, trust,etc . ) tCORPORAT ION

noTE: ALL CORPORATE PARTNERS MUST USE THIS SCHEDULE.

Amon 91-0am (ea) .NOTEZ Corporate partners see Foun 1200r Form 120AInsuuolions for Information on reporting the amount fmm line 15.

887101
10~21-0e

I



r . s.

. •.

. . . .
" .

0. . .°

'

.. ' \
$

I .
\ . . " l . n

Partner's Share of Cun'ent Year 1hcome,
Beductions. Creditmand Other=ltems

51 Ddinauy business Income (loss)

4 .

. . . 2 . " . . .

.. .

\

15 Cf8diIs

16; Foreigntransactiuns

A
117 AItarnativ8 i11in tax (AMT) items

1 ' 2 ..

la Thx-exemptiNcqme and

nbndgddctlblp sxpensds

. . .

2 Net rental real estate Income (loss)
I <l28.>

. o . .• 0
.

5 °. is
' : e_ .

ll . . . . . .

"
n *

':t) .
-4-li 1:4 *

`
.
\
* .information About the Parmershlpn

53 ° *;"=t not rental income (lass)

9

.:
I m II I

-..j= 1 .I,I\1I. ';=¢.." gg:,°|=:: I

'Jet rldantliilzatlun number
.A au; I4:4 .4.

.

a

u

. 4 Gularanteed pay.menls

"" s. W

B Pgrtnership*s ri3l:fl1e, address, city, slate, arid ZIP cite.
..:.

r . .

r5» * ..
.. . .

.. ~

". . ... .
¢

s LLLP.FUND,.INTERC8QNGE
»." ". :." . .

\

*.. .

_..

.. * 1
m... RDE FORT-4 5 4.

. . . m-- . .1 v .? .  I . .
x ". .. * .  4

. . . . . . .

OPPORTUNITY
LOWELB
85712

. . .
r 1

I Z
9
SQ

2

1 , 2 2 2 -
Sln erestincoma

111 •
. | 1 n .. . M " . . ¢ L

.
-  . .

q *

Ba v dividends

diwkidqndé,
u . I . . .

. . . - \ebuularrnna
g

ITS Canter where partnership filed return
. " P.

. .l.

.

D T
. '¢  . . 1 . H

7p0Iyalti8s

D S Check It this is a publicly tradeii parinprshlp (PTP)
I

r .
B "T short-term capita! gain (loss).

. |
Ig ."" 1. . .
.
" .

II

.
'§E§18t<lI Info;mation=About the Partner

:as§ ;4 8:- 19
go

: 'El l- no94 . .4? .

pa Net long-term capital gain (loss)

I 2 1 4.65 *
.

.
. .. .

=.E Parhler's l'dellEfying mmbén
nu P . . . . r. 0

. I *'.|\»

8 . 3  6 2 0 9 3 2 . 1
L ;;.:h:..=.l\ 5 s I. g»* . ..u' -  J

' = fn-4 P- 1 a ; "'

. . . . . .

oh Cg lleullblns (28%) gain (loss). jg Distributions.
A 1 . 3 1 8 .

. . .: . . .
pa Urirecaplured sec 1250 gain

20.0lherlnfo.rmatlon .
A 1  . 3  3 3  .

Wand ZIP codenaF ner*s H1§=68i3réss.cl1y.'sIHi4';{_ "|. -.» f
1 j=. v.;'}"x1~=>€$<:» ,I:i .: :

_  1 l ; " . 1 " .o M  . . ' _ , a  . 9 . 4
,» »s»¢¥|..s$.\--.»=xn-

TRUST
4 / " . i

L
'up

A8

.. ._ ~w4 == As ;  n e w v= .
:  :  . : f . .

.

9 .

. -

.
10 Nallsa::ticln 1231 gain (loss)

in 309 •
1 1 0 l h e r i n c n m e  ( l o s s )

. . . I
. . . .

LLCAnn
.G E ..

"

e 1 . =; I. *.....w
. » N .1*.. 0

.. 4
@ LImits.d partner or other LLC

member

Foraign.partIIerHE ,;
a s

.f'.

TRUST

(general p Er or

mérnb Qt-m ariager

lilurnestlc D&W1er

of entity is this partner?I M a t i vn e

. cJ .

. .

; - . ..:Q f .* '. . . . \ ... .

; . .

. . . ¢ . .- -
:  "

. , . »
.

.

» .

. a.

. \
Ending

0 »  0'75000[]%

J Partnerfs share of profit. loss, and capital;

Beqinnina

D • 0 '750000%Prof i t

C44

Sc Partner's share bf IIabTliliesatyBar end:
.8 9* . :

" ."

.

financing

0 .

$
$,

$

Nunrscnurse

Gu3IifiBd nunrecuurss

Flecnurse

a. v . . .

v .I
; .  J r . . .

. .. . . .

" .

. . _ 4" . . .
:. .

a

12 sénilvn' 179 deduction

la Other. ded.L1ctionS

2 0 7 .

K*.J
.. .STMT

.
\ .STMT

14 Self~employmen\ earnings (lo:-35)

*Shaa . het! slatément fur additional information. I H

8.c

..w  .

<1
mt
m =

E I
= 8
LL.:

. , . , . .
4

.L
.

. . . »  .
.  "  . : . . *  . . . 36,450..

. . w . . .I . . |
: . . .

. . . . . | . . .v .

. ..

. . .

. . ; . . . .. ..Is .=" . . 82 l.

we _ g ..
. . . . . .

4

<*~§.,=: ,.: "'

2 e
1 3 4. 3 1a

h f.
r e. \ Eu .

.  I

. .. . .

.
. .

.Ur x .

.

. r .

. .

s

. .

$
.$.

.m
st 38¢019.account

Partnerfs capitalacc duritanalysis:

Beginlli'alg capital accourii

capital contMuted.dur¥ng the year

Currant Inc:reasB{dacreasa)

Wiihdrhwals distributiogxs __

Ending capital.. .

GMP Sectiun 7D4(b} hookM
I

.  a .
w

i
Taliasis

her la calm

. .

. 4 0 %

. . .z . . . .
E .:0 . 0 7 5 0 0 0tuts 0 .  0 '750000%

» .. ..

6%
. . . .
. .¢ .

8 ) 0 . 0 8 0 9 6 1 0 .  0 8 0 6 9 4 0 v .

45 I

8511188

2~8 'Final .K-1 . ,Arnenuaaix-1 OMB No. 1545-0099

Fur calendar ya;r2DD8, or lax

Schadniqéjif
(Fem: 10B5)=.~..

Dgp3l'll;'l§nt;hfl_l'iQ Trhasuly
IntemQI.Hqv&.ql1h..$arylca . .  '

yea' bsginnlng _

' ~ . . . . l » . . . . . llafll ,.
Ral?tr\er%5=§l'!8re==ofli?¢=°,{f\¢» D8€ll!¢l§l9l1Ss

5San.i!bii*iii;lfliu'uctiuns.

q

Schedule l<-1 (Fdmnos5) zoosLHA .F3i'§3 5§iBhWun AE! Nqtico, set ldsirhcilons for Form 1665.

8 1 1 2 8 1
1 2 - 3 1 ~ D B

I

45



' q

INTERCHANGE OPPORTUNITY FIJND, LLLP la

SCHEDULE K 1 PORTFOLIO DEDUCTIONS
SUBJECT TO THE 2% FLOOR BOX 1 3 , CODE K

DESCRIPTION PARTNER FILING INSTRUCTIONS

SECTION 212 COSTS
2 % PORTFOLIO DEDUCTIONS FROM
SCHEDULE OF ACTIVITIES

SEE IRS sen. K-.1 INSTRUCTIONS

TOTAL TO SCHEDULE K-1, BOX 13, CODE K

AMOUNT

161..

13 •

174.

SCHEDULE K-1 OTHER PORTFOLIO DEDUCTIONS, BOX 13, CODE L

DESCRIPTION PARTNER FILING INSTRUCTIONS AMOUNT

1 .

9 .

19.

REAL ESTATE TAXES PASSED
THROUGH -FROM RS IV, Luc
REAL ESTATE TAXES PASSED
THROUGH FROM RS v, LLC
REAL'EgTATE TAXES PASSED
THROUGH. FROM RANCHO RESORT, LLC
REAL ESTATE TAXES, PASSED
THROUGH. FROM THE DEVCO FOND.
LLC I
REAL ESTATE TAXES PASSED
THROUGH FROM. RS VIII I LLC
REAL ESTATE sraxss PASSED
THROUGH FROM 'RANCHO DEVCO, LLC
PORTFOLIO .DEDUCTIONS FROM
SCHEDULE OF ACTIVITIES

SEE IRS scH. K-1 INSTRUCTIONS

62.

37 .

4 .

1 .

133 .TOTAL TO SCHEDULE .K-1, BOX 13, CODE L

SCHEDULE K-1 'CURRENT YEAR INCREASES (DECREASES )

I

DESCRIPTION AMOUNT TOTALS

DRDINARY .INQQME (Loss)
RENTAL, REAL 'ESTATE INCOME (LOSS)
INTEREST . IIRICQME
DIVIDEND . 1nco'mE
LONG:-TERM CAPITAL GAIN (Loss )
'SECTION 1231 GAIN (LOSS)

4.
<12a.>
1,zzz.

111.
2,4655

9.

SCHEDULE K-1 INCOME SUBTOTAL 3 , 6 8 3 .

• PARTNER NUMBER 45

e



uh

INTERCHANGE OPPGRTUNITY FUND I LLLP

DEBTSINTEREST. pn» ,rnvEsn4Enm
PORTFOLI@= nn:1;ncTIons"

<207,>.
<307.>.

scHE15uL§8:. icé i, DEDUCTIONS SUBTOTAL <514

P • "LLC
LLC

rAncHo.
SAHU5!&:lITA§,P'll:TE18l=
I NTEREST*  EXPENSE

~<1->
<285~>.

<1;>

.OTHER on t° DEc:REA's1s:sSUBTOTAL
... . . _..,...~.. . ,<2877>

TOTAL To .SCHEDULE K-1 ITEM. L .2 , 882 .

o

PARTNER NUMBER 45

I

9

I
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SchadvlB K-1 (Form1065) 2008
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Description

of

Activity

J4Bllv
. .

' l !¢" R iipnsed

6
Puglldy Tiuded
Partnership

SAID-IUARITA WATER COMP, LLC
7 RANCHO SAHUARITA Iv, LLC
8 RANCHO SAHUARITA V LLC

Acllviiy alI • 7 » 8tlviW

65.
1.

9. . F lf 2 .
5 2 . 4'

| | la ll || |

1 . 4 .
3 13.

z .

61. 2 .
\ 2. 13

iv dl 11 45

Schedule of Activities

For calendar year zoos, or tax year beginning , 2998, and anting ¢

Name: INTERCHANGE OPPORTUNITY FUND z LLLP
Fort .IRREVQCABLE TRUST

LD. Number:

Ordinarybusinessincome(Ioss)

Net rental real estate Income (loss)

Other not rental Income (loss)

Interestlncome

Dividends - Ordinary dividends ..

Guarded dividends

Royalties .. _

Net short-term capital gain (loss)

Nat long-temtcapital gain (loss)

- Cotlectlbies (2B%) gain (loss) 4

- Unrecaptured Section 1250 gain

Net section 1231 gain (loss)

Other portfolio income . 1.

Section 1256 contracts and straddles

Dther Income .

Seotlan 179 deduction

Charitable ccritrlbutions

Portfolio deductions

Investment Interest expense

Sectlon.59(e)(2) expenditures

Other deductions

Net earnings from selfemployment

Gross.farming ur fishing income

Grossnontiarm income

LIH credit - Section 42(i)(5) partnerships

- Other ,

Qualified rehabilitation expenditures related to rental real estate .

Other rental credits

Credits related to other rental activities

Recapture al LlH credit - Section 42(j)(5) partnerships

~0ther
Other credits 44

P0st~198G depreciation adjustment

Adjusted gain or loss-

Portion ofadlusted gain/toss allocable to short-term gain/loss

Portionotadiusted gainAoss allocable to long-term gainhoss

Portion ofadlusted galnNoss allocable to section 1231 gain/loss

Depletion (otherthan oil and gas) .

Oil, gas anti geothermal properties - gross income

Old, gas and qt-iuthermal properties - deductions . .

Other AMT items

Investment lnctlme _.

tnvestrnent expenses

825001
D4-2548

4.

1

4.

45



Forlha calendaryear2008 urnscalyearbsginnlng 0 1 / 0 1 / 2 0 0 8 and ending 1 2 / 3 1 / 2 0 0 8 .

: i n
CHECK ONE:

Orioinél "*"M1§'n5'éti'l3
CHECK ONE:

Calendar year W F isca l  year
Partner's Identifying number

i
Partnsrshlp's employer Identification number

I

I IPéftnér's daitfé, a re§é,alid ZIP Qode

s\ 94 •
.

, r
I E V O C A B L E T R U S T

*J .

4
Wit

.v
W ..--r=-m-4. I

L, -
. 1 1 .

I
. .TUCSON ¢

néilie, altdress, and ZIP code Pa | I

INTERCHANGE OPPORTUNITY FUND, LLLP
4549 E FORT LOWELL RD
Tucson, Az 85712

Before ¢hlllloB
or termlnallon

0 .0 7 5 0 0 0 0  %

0 .0 7 5 0 0 0 0  v .

0 .0 8 0 9 6 1 6  %

End of year

0.0 '7s0000  %

%0.0'750000

0.08069-40 %

1 70.47 00

2
.,...
- za. o• 0

a 52 00

¢

8

2 Pstner's peroanmgs of profit or loss (exp/assed as a decanal

1

45
ARIZONA FORM

.1 B5
Schedule K-1

Partner's distributiveshare of the adjustment of partnership income from federal to

Arizona basis ~mult1'pIyN'ne 1 by l ine

Adjustment of parlnership Income from federal to Arlzona basis - from Fem 165, page 1, line 6

Type ofparlner (individual, twat, elc.):TRUS T

Partner' percentage at

Ownership of capital

Loss sharing

Profit sharing

\

1

9

Resident Partner's Share of Adjustment
to Partnership Income

NOTE! ¢0RPORATE PARTNERS MUST USE FORM 165, SOHEDULE K4(NR).

00900

2008

PARTNER'S INSTRUCTIONS
The pamersrnip is required to adjust its Income from a federal to Arizona basis. Line a of Form 165, Schedule K-1, is the partner's distributive

share of that adjustment. Report the amount from time a on your Arizona tax return according to the Instructions below.

Resident Individuals:

if [ina 3 is a positive number, enter the amount on Farm 140. page 2, line B12.

If line a ia neghtlva number,enter the amount on Form 140, page 2, line 029.

pan-year Resident lndlvlduale:

If line a la a positive number,~enter that portion of line a lhatls allocable to partnership Income taxable by Arizona on Pom 140PY, page 2. line C23.

If line a isa negativenumber, enter that portion of line za that is allocable to partnership Income taxable by Arlzona on Form 140PY, page 2, line D35.

ResidentEstates orResldentTrus¥s:

lfline a is a l50sItive rummier,enter the amount on Form 141AZ, pages, Schedule B, line Ba.

If line a is a negative number, enter the amount on Form 141AZ, pages, Schedule B, line BB.
4

al

837141
10.21-0s ADDR91-ooauoa)



gvAn no1 at
.~

• .

.f§'.:-4

..Pé'r§*IlI Partner's Share of Current Year Income,
Deductions.  Credits,  and Other I tems

10 dlnary buisihess. income (kiss)

1 4 1

15 Credits

18 Forsign trahséptlqhs

1.7 Alternativgftqin1ax(AMu Item.s.

A . 1  I

Q18 Ta-exemptincuma and

nondeductible expenses

. . . .

2 Net.tentaI;real:estate income (loss).

|. <127 »>
. . . .

a "  . .

. .`-P a Information About the Partnership •;
30tf1er net rental inc 1 me. (loss)

..... * . .. , . . .... . .
. 1

oA egideni itiq é tiun humpier
. .

s
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Heginning capital account .
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INTERCHANGE OPPORTUNITY FIJND, LLLP

PORTFOLIO DEDUCTIONS
.SUBJECT TO THE 2% FLOOR BOX 13, CODE K

PARTNER FILING INSTRUCTIONS

SECTION 212 COSTS
2 % PORTFOLIO DEDUCTIONS FROM
SCHEDULE OF ACTIVITIES

SEE IRS son. K-1 INSTRUCTIONS

AMOUNT

161.

14.

175.TOTAL TO SCHEDULE K-1, Box' 13, CODE K

OTHER PORTFOLIO DEDUCTIONS, BOX 13 I CODE L

PARTNER FILING INSTRUCTIONS AMOUNT

REAL ESTATE TAXES
REAL ESTATE TAXES PASSED
THROUGH FROM RS Iv, LLC
REAL ESTATE TAXES PASSED
rrmouqn FROM RS v,  LLC
REAL ESTATE .TAXES PASSED
rHRo0G1-1 FROM RANCHO RESORT I
REAL .-EsTA:l:E.T;axEs PASSED
THROUGH' FROM THE DEVCO FUND I

LLC

1 .

1 .

10.

19.

REAL ESTATE TAIQES PASSED
rHRouG1=1 FROM RS VIII, LLC
REAL ESTATE TAXES PASSED
THROUGH FROM RANCHO DEVCO I LLC

62.

37.

4.

134.POTAL TO SCHEDULE K-1, BOX 13, CODE L

CURRENT YEAR INCREASES (DBCREASES )

AMOUNT TOTALS

DRDINARY- INCOME (Loss)
RENTAL REAL' ESTATE INCOME (Loss )
INTEREST INCOME
DIVIDEND INCOME
LONG-TERM CAPITAL GAIN (Loss)
SECTION 1231. GAIN (Loss )

4.
<127.>
1,z25.

110.
2,465.

9.

3,686.SCHEDULE K-1 INCOME SUBTOTAL

INTEREST EXPENSE ON INVESTMENT DEBTS ' <207 .>

O

PARTNER NUMBER 47



|

INTERCHANGE OPPORTWITY FUND , LLLP

?ORTFQLI6 DEDUCTIONS <309

SCHEDULE K-1 DEDuc'1tI.ons SUBTOTAL <516

SAHUAR1TA~ WATER COMP , LLC < 2 8 4 . >

OTHER ::i:ncREAsEs . oR DECREASES SU8TQTAL <284

POTAL To SCi~1E~DULE K-1 , ITEM L 2,886.

4

4

r x

.

a

|

i r

PARTNER NUMBER 47
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IA=»vl\y.~lanna

6

'1l\l!Il§»nu Publ14:ly Tlnded
Pll' lnGlih ip

1»s ITS WATER COMP, LLC
7 1 | CHO AI-IUARITA "Iv, LL~C
8 •H . AHUARITA.-V,..LLC

¢• •
sAclivi iv 3 7Ivie . ActlviW 8

Ord inary bus iness  income ( loss)

Net  tenlal real estate Income ( loss)

Other  not  rental Income ( loss)

Interes t  income

Divid end s  -  O rd inary d ivid end s  . .

-  Oualt f ied  d ividends _.

R o y a h l w

Net  shor t - term capital gain ( lass)

Ne t  lone- t e r m  wp i t a ic a ln  ( los s )

-  Collec t ib les  (28% ) pain ( loss)

-  Unrecaptured  Sect ion 1250 g ain

Net  sect ion 1231 g ain ( loss)  _

other  por t fo lio Income ._

Sect ion 1258 cont racts  and  st tadd tes

Other  income _.

S ec t ion  UP  d ed uc t ion

Char i t able cont r ibut ions  _

Por t f o lio  d ed uc t ions

Investment  Interest  expanse _

Sec t ion59(e) (2)  expend i t u res

ot her  d ed uc t ions  _

Net  eaminus  f rom se lf -employment  _

G ross  f arm ing  or t ish lng  income

G ross  nonlar rn  income »-¢

Llt - l c red it  -  Sect ion 42(9(5)  par tnerships

- Other _

Clualir ied  rehabilitat ion expend itures related  to rental real estate

Other rental cred its  _

Cred its related  to other rental act ivit ies . .

Recapt ure  o f  L IH c red i t  Sec t lon 42( i ) (5)  par t nersh ips

- Other

t i

O ther  c red i t s  _

Post -1986 d eprec iat ion ad jus tment  _

Ad iustod  gain or  loss _ _

Por t ion otad iusted  g ainnoss allocable to shor t~term oainNoss

Port ion Of  ed lusted  qatnNoss allocable to Iona~term galnlloss

Port ion at  ad justed  oainNoss allocable to sect ion 1231 galrVloss

Deplet ion (other  than oi l and  pas)  .

O il,  gas and  geothermal proper t ies -  g ross income

Oil,  has and  oeothermd  proper t ies  -  d ed uct ions

0t her . AmT  i t ems  _

Inves t m en t  i nc om e .

lnves tn iont  e senses

1»2.

. 1..
s

I 9. » 1.
\ 51;

U

1 . 4.
3 . 14.

1 .

60. 1.
2. 14.

s ~l Q.
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Schedule of Activities

For uzlanda' yes zoos, or lax year bsglnnlnll . 2008. and ending o

Name: I
For: f

GE OPPORTUNITY FUND, LLLP
Tnn1=nmr'Anr.n qupngqi

l.D .  Number .

-Ag

Description

of

Acllvl ly
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04-25-08
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Forthe calendar year zao8 or fescal year beginning D 1  / 0 1  / 2 0 0 8 and ending 1 2  / 3 1 I 2 0 0 8 .

CHECK ONE!

Calendar year l i t Fiscal year

CHECK onE:
n o  < 4 3  . . _-

O r i g i n a l  W  a m e r d e a x g

Partner's Identifying number
1'we;

Parmershl 's employer identification numberI

Tit
Partner's ham e, addrssg, andZIP code

s
- .

Q*Q» 4 » °

.....ll. h-¢ 1 R R E V O C A B L E  T R U S T

'**l-~¢!?!'$

. *4

1
¢&¥_**--,

T u e s OI §T  I  A

T'-Pa resHip's name, address, and ZIP code

INTERCHANGE OPPORTUNITY FUND, LLLP
4549 E FORT 1;owELL RD
TUCSON, AZ 85712

Before change
or termination

0. 0750000 %

0.0'750000 %

0.0809439 "A

End Rf year

0.0750000.%

0.0750000 v/5

D.0806855 %

1 7 0 . 4 7 6 00

2
J

Ero _0'750

a 53 00

.1
-If

I
I

2

1

4 7
A R I Z O N A  F O R M

1 6 5
S c h e d u l e  K - 1

Adjustment of partnership income tram federal to Arizona basis -/mm Form 165, page 1, line 6

Partner's percentage of profit or loss (expressed as a decimal

.Type of partner. (individual, trust. etc.):T R U S  T

Partner's percentage of:

Ownership of capital

Loss sharing

Profit sharing

v-1*-K~

44

Resident Partner's Share of Adjustment
to Partnership Income

NOTE; CORPORATE PARTNERS MUST USE FORM 155, SCHEDULE K-1(NR).

2008

a Partner's arstmmunve share Rf the adjustment of partnership income from federal to

Arizona basis ~MultipIyIH'1e 1 byline 2.. I.

PARTNER'S INSTRUCTIONS
The partnership Is required In adjust its income from a federal to Arizona-basis. Line 3 of Form 165, Schedule K-1. is the partner's distributive

share of that adjustment. Report the amount from line a on your Arizona tax return ancordfng to the instructions below.

Resident Individuals!

If line a is a positive number, enter the amount on Form 140, page 2, line B12.

If line a is a negative number, enter the amount on Form 140, page 2, Ile 029.

Part~Year Resldentlndividuus: _ `

if line a Is a positive number, enter that portion of line a that is allocable to paNnership income taxable by Arizona on Form 140py,.page 2, line C23.

If line 3 Is a negative number, enterthat portion ofIIne3 that is allocable to partnership income taxable by Arizona on Form 140PY, page 2, line D35.

Resident Estates or Resident Tnlsls:

If line a la a positive nun lien enter the amount on Form 141AZ, page 2, Schedule B, Ene BE.

If line 3 is a negative number, enter the amount on Form 141Az, page 2, Schedule B, line ea.

\

B57141
1U-21-DB ADDR 91-0032 (08)



.Share?i;ilder's'Share 0f Currenl Year lncomé,

Déductluns. Credits and Ulherltems
.51 Ordlngry buslne$s lncq{ne(Ioss)

; < 1 2 3 . 2 1  6 = 8 ~ 2 ' .
13 credits

2 . .Net rental real estate Inc (loss)

<69 783»
s 0;herh.etranmIlncome (loss)

.r .iP . .Information About the Carpal*ation
i. . . .

¢ . . .

.4 lniagegi incurs

8130 I 482 l
: . .

.. .

a a II ;
u'A- r ldanti6catinn numberC rpjyraii n'

. . . ;  . ¢ . ..
a
.. . n..

..  ; *.. . . .

: l ". so Ordinary dividends
» :

60 r089 l
|» I

» . .

8 0rahon's name, address, city, sMle and ZIpcode
1  .. -

..  1.

INC
E AlsoSnSHARP CIATES

1. .
v. l"

E454 LOWELL RD9
. u .

. .

.

. " . " 4 .

..

FQRT

AZ 5TUCSON B 712 .Fr
.

Eh Qualified uivlnenkfs 14 Foreign transactions

sf Royalties

of Née Siiiiriétérm capitalgalh.(loss)

¢ .
. . | §

: L : : " l ! ¢ : . : .c. Canter where cul]Jb4'allon filer! return

'QQGBEN um
Ba @Net Juno-term capitaI.ga{n .(loss)

.1 ,'33.61 '127 •
lnfarmason About the Shareholder

:*».4Q-1.

¢ ~ 4 s
J r

. ;. .-  .. - . z

Cb Colléctiblaé; (2 8 %) gaIn"(l¢ss)

| . I
;< . ,.:.;J'*,Z _5¢..-3>L.€,=... .

. .x-£5 l g  .q. . lea ' '..a~i,ai n Up Unrecapturpd sec 1250 gain

r. *
}Net sectlqh 123.1 gain (loss)

. . :4 I ' 7 3 9 I

10 Other Income (loss) 115
A

AlternativeMinlax (AMT) items

3 4 7  a

. in4
1 1

F
. . '*¢*¢.."19` ;

. U* .

. . .

0 1100.0000D0%
.Shareholder's percentage of slbdc

ownership furlaxyear .
D

. . . nu..» - .
. . . . .

. . . .. . .. .

. . . :.

I

ac
o
u'm

9
cm
E
. ==.u..

r

x

,11. Section 179 deduction 18
C *

Items affecting shafeholderbasis

.47 5 7 3 |
12

EL
. Other deductions.

111 I748 I D 1 . . 7 1 5 . 8 7 8  I

K *. 96.360.

L# 9 1 , 7 5 5 .

.

17

A
0.cher information

.

. " . .

890 571.

B . : I2 7 9 6 1 4 . . .

1:'See attached ssatemeril faraatiruwl info 88'

Sched\lle~K~1
(Fo rm 11208 )

Department of the Treasury
~lntema! Revenue Service

a
. a

;.l7in8] K.-1 Amended K-1 OMBND. 1545-.0130

B`?1lEl8

For c:ileridaryuar2008, or tax

. Year beginning

hipdlng..

S h . 4 ¥ ¢ l J 9 I d e r ' s = § h  g r é u n f - l h é é l l i é g .  D é i l g l b t l u n s ,

Cl*=eidit é; .mtG'. San sanarate Instructions

811271
12.31-06 JWA For Phperwqrk Heduétihn Adi Ndll éa..see.lnsmlnllons fur Form 112628. . Sclyqdule;<,1IEbim'1120s) 20os

S H A R E H O L D E R .  : N U M B E R 14

I
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SHARPE & ASSOCIATES, INC

SCHEDULE K-1 NET sEc'rIon 1231 GAIN (Loss), Box 9

DESCRIPTION AMOUNT SHAREHOLDER FILING INSTRUCTIONS

TRADE OR BUSINESS FROM SCHEDULE
OF ACTIVITIES 4',739. SEE FORM 1040 INSTRUCTIONS

4,739.TOTAL

SCHEDULE K-1 DEDUCTIONS _ PORTFOLIO (OTHER) I
Box 12, CODE L

»

DESCRIPTION AMOUNT SHAREHOLDER FILING INSTRUCTIONS

REAL ESTATE TAXES _ IOF
REAL ESTATE TAXES - TANGERINE
REAL ESTATE TAXES _ RS VI
REAL ESTATE TAXES - RS VIII
REAL ESTATE TAXES DEVCO FUND
REAL ESTATE TAXES - RANCHO DEVCO
REAL`ESTATE TAXES _ RS IV
REAL ESTATE TAXES ¢»  RS V
OTHER PORTFOLIO- DEDUCTIONS FROM
SCHEDULE OF ACTIVITIES

77,957.
19,0'/9.

414.
503.
412.
64.
8.

128.

9

TOTAL

190 g SEE FORM 1040 INSTRUCTIONS

91.755 .

SCHEDULE K-1 DEDUCTIONS - PORTFOLIO (2% FLOOR) I
Box 12, coDE K

DESCRIPTION AMOUNT SHAREHOLDER FILING INSTRUCTIONS

DTI-IER PORTFOLIO DEDUCTIONS FROM
SCHEDULE OF ACTIVITIES

tOTAL

96, 360. SEE FORM 1040 INSTRUCTIONS

96,360 •

`\

SHAREHOLDER 1
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aXCLUDEDMEALS AND
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ENTERTAINMENT
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I1 5

104AGtiv QActiv 105
Ordinary business income (loss)

Net rental real estate income (loss)

Other net renal income (loss) .

Interest income

Dividends . Ordinary dividends _

- Qualified dividends __

Royalties

Net short-temm capital gain (loss)

Net long-term petal gain (loss)

- Culiectibles (28%) gain (loss) 4

- Untecaptured Section 1250 gain

Netsection 1281_uain (loss) .

Other pnrtfotio income _

Section 1256 contracts and straddles _

Other Income _

Section 17s deduction

Charitable contributions _

Portfolio deductions

lnvostmenttnterestoxpense ,

Section 59(e)(2) expenditures

Other deductions v

Net eamlnos from self~emplayment

Gross farming or ltshlng income

Gross nonfarm Income _

LIH credit ; Section 42(])(5) Oartnershlps

- Other ..

Qualified rehabilitation expenditures related to rental real estate

Other rental credits .

Credits related to other rental activities _

Reeapmre of UH credit - Section 42(i)(5) partnerships

- Other

v:

I

Other credits _ _

Post-1988 depreciation adjustment .

Aolusted gain or lass

portion ofadjustad gain/loss alia baa to short-term gain/oss

Portion of adjusted geinnoss atlocablé to long-term galnAoss .

Portion of adjusted gain/loss allocable to section 12a1 galrvloss

Depletion (otherthan bal and gas) __

Oil, gas and geothermal properlles - gross income

on, gas and geothermal properties deductions

Other AMT Items _

Investment income _

Ives ant e senses

141 l 044 • .3..561.
353 • 9 .

122.
698.

* 1

s

21.

`820 U

.L

Schedule of Activ it ies

Forcalendaryear2UoB,or tax yuur baglnning , zone.um Wang 0

\

Name :

Description

jot

Activity

LD. Number: ISHARPE& ASSOCIATES INC v
_ -9-» /df? ¢£

wsvlayumnuer 1001. ume §» 1w» ;""
'1o4 X I F ,  L L L P  -

IOF, LLLP 9
.106 SAHUARITA WATER COI~x

in
SAncHo RESORT .HOMES 1 LLC
SAHUARITA WATER COMPANY, LLC

». a L X
tiviw - '106

1

5:54:01
04-as-oo

1



ARIZCNA
SCHEDULE K-1
EQUIVALENT

Shareholder's Information - Resident

Beginning

For Calendar Year 2008, or Fiscal Year
, am! Ending

2008

D No.S
1

A..w ppercentage or owners p
100.000000%

CHECK~ONE_ ,

m

.;;- N

Original

Amended

I

Corp&hioh Naive &`£ddra3s cbmoratfbn in Number
L

SI-IABPE & ASSOCIATES , INC
4549 E. FORT LOWELL RD
TUCSON, AZ 85712

Shareholder's Distributive Share of Income, Adjustments and Arizona Tax Credit Items Amount

ADDITIONSTO INCOME

Non-Arizona municipal interest

Taxes paid to other states

Other addNlons to income 28.910

SUBTRACTIONS FROM INCOME
\

Interest on u.s. Government obligations

Other subtractions from income

r

ARIZONA TAX CREDITS

I

l

837271
04-29-0e
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Appendix D
Sahuarita Water Company ("SWC")

Computation of Taxable Income
May 2009

Sahuarita Water Company Ownership

Interchange Opportunity Fund, LLLP

Mission Peaks 6600, LLC

Sharpe & Associates, Inc (an S-corporation)

Ownership

Percentage
66.0000%

33.3333%

0.6667%

100.0000%

Interchange Opportunity Fund, LLLP ("lOw")

Sharpe & Associates, Inc (an S-corporation)

Partnership partners

Individual partners
LLC partners

Trust partners

Pension and IRA partner

Sharpe Trust #1

Sharpe Trust #2

Ownership
Perc€I'\t3R€

40.0000%

16.5000%

15.4500%

13.8000%

11.1000%

3.0000%

0.0750%
0.0750%

100.0000%

SWC zoos Federal Taxable Income

Ordinary

Rental

Interest

Dividend

s

Total

SWC

534,260

1,340
18,395

104,690

IOF

352,612
884

12,141

69,095

Income Allocated to Partners

Sharpe & Mission
Associates Inc Peaks

3,561 178,087
g 447

122 6,132

698 34,897

Total swc 2008 federal taxable Income 658,685 434,732 4,390 219,563

Additions to Arizona Taxable Income $ 107,903 s 71,215 s 719 s 35,958

Taxable Income Passing Through SWC & IOF
to RMS Individual Tax Return

Federal Income Tax Return

Ordinary

Rents!

Interest

Dividend

Total Reported

On Form 1040

$ 145,135

364
4,996

28,439

SWC K-1 to

Sharpe & Sharpe &

Associates Inc Associates Inc

$ 3,561 $ 141,044

9 353
122 4,856

598 27,638

IOF K-1 pass through to

Sharpe

Trust #1

265 S
1

g

52

s

Sharpe

Trust #2

265
1

9

51

Total SWC income reported on RMS tax return 178,934 4,390 173,891 327 326

Additions to Arizona Taxable Income $ 29,734 s 719 $ 28,910 s 52 $ 53

SWC income of RMS 1040

Total SWC Taxable Income
s
$

178,934

658,585

27.165% % of sec taxable income reported on RMS 1040
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Appendix E
Sahuarita Water Company ("SWC")
Computation of Income taxes paid on

Prorata Share of Sahuarita Water Company
Taxable Income

May 2009

Federal Form 1040

Adjusted Gross Income
Taxable Income

$

Income From
SWC

178,934
179,636

$

Tax Return
As Filed

1,857,379
1,142,090

RMS Tax Return
Without Taxable

Income from SWC
$ 1,678,445

962,454

Arizona Form t40
Adjusted Gross Income
Taxable Income

178,934
184,302

1 ,886,394
1 ,142,968

1,707,460
958,666

Income Taxes Paid

Federal Form 1040
Arizona Form 140
Total Income Taxes Paid

$

Income Taxes Paid
on SWC Income

$ 26,840
8,368

35,208$

RMS Tax Return
Tax Return Without Taxable

As Filed Income from SWC

202,709 $ 175,869
49,813 41,445

252,522 $ 217,314

Income taxes attributable to SWC Taxable Income

Total Income Taxes Paid
Federal taxable income

35,208
179,636

19.60% Combined 2008 tax rate

Total Income Taxes Paid
RMS % ownership

$ 35,208
27.17%

imputed SWC income tax based
on RMS income taxes paid 129,606

Total SWC 2008 federal taxable in $
Combined marginal tax rate

658,685
39.50%

Imputed SWC income taxes
based on highest and most
probable marginal income tax
rate $ 260,181
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1

2

3
A1.

INTRODUCTION AND PURPOSE OF TESTIMONY.
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

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

Phoenix, Arizona 85029.

Qz. ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS CASE?

On behalf of the applicant, Sahuarita Water Company ("SWC" or the "Company").

Qs. HAVE YOU PREVIOUSLY SUBMITTED DIRECT TESTIMONY IN THE

INSTANT CASE?

AS. Yes, my direct testimony was submitted in support of the initial application in this

docket. There were two volumes, one addressing rate base, income statement and

rate design, and the other addressing cost of capital.

Q4. WHAT IS THE PURPOSE OF THIS REBUTTAL TESTIMONY?

I will provide rebuttal testimony in response to the direct filing by Staff. More

specifically, this first volume of my rebuttal testimony relates to rate base, income

statement and rate design for SWC. In a second, separate volume of my testimony,

I also present an update to the Company's requested cost of capital as well as

provide responses to Staff on the cost of capital and rate of return applied to the fair

value rate base, and the determination of operating income.

11.

QS.

SUMMARY OF SWC'S REBUTTAL POSITION

WHAT IS THE REVENUE INCREASE THAT THE COMPANY IS

PROPOSING IN THIS REBUTTAL TESTIMONY?

4

5

6
7 AS.

8

9

10

11

12

13
14 A4.

15

16

17

18

19

20

21

22

23

24

25

26

A6. The Company is proposing a total revenue requirement of $3,518,855, which

constitutes an increase in revenues of $1,303,712, or 58.85% over adjusted test

year revenues.

1



HOW DOES THIS COMPARE WITH THE COMPANY'S DIRECT

FILING?

In the direct filing, die Company requested a total revenue requirement of

$3,377,358, which required an increase in revenues of $1,162,216, or 52.47%.

Qs. WHY IS THE REQUESTED REVENUE INCREASE HIGHER IN SWC'S

REBUTTAL FILING?

Despite recommending a lower rate of return of 9.69 percent compared to 12

percent in its direct filing, in its rebuttal filing, SWC has adopted a number of

adjustments recommended by Staff, as well as proposed a number of adjustments

of its own based on known and measurable changes to the test year. The net result

of these adjustments is: (1) the Company's proposed operating expenses have

increased by $39,902, from $2,044,524 in the direct filing to $2,084,427 and a net

increase of $2,641,032 in rate base from the direct filing of $7,418,409 to

$10,059,443.

PLEASE SUMMARIZE THE COMPANY'S REBUTTAL RATE BASE

ADJUSTMENTS?

1 QS.

2
3 A7.
4
5
6
7 A8.

8
9

10
11
12
13
14
15 QS.

16
17 A9.
18
19
20
21
22
23
24
25
26

The rebuttal rate base adjustments proposed by the Company are summarized as

follows:

Post Test Year Plant _ The Company has adopted die Staff recommendations and

proposes to include arsenic treatment facility costs and associated funding

source(s) in rate base. Plant in service ("PIS") is increased by $4,694,523 and

contributions-in-aid of construction ("CIAC") is increased in $l,877,809.

The Company also proposes to true-up the costs of Well #23 and proposes

to reduce PIS by $65,027.

2



Plant Not Used and Useful - The Company has adopted some of the Staff

recommendations regarding plant not used and useful and proposes to remove

certain costs from PIS. PIS is reduced by $312,565 and advances-in-aid of

construction ("AIAC") is reduced by $76,082.

Plant Reclassification - The Company proposes to reclassify arsenic media PIS

totaling $120,000 from account 320.1 .- Water Treatment Plant to account 348.1 -

other Tangible Plant - Arsenic Media to reflect the shorter useful life of arsenic

media. The net impact on PIS and rate base is zero.

Accumulated Depreciation - The Company proposes to remove accumulated

depreciation ("A/D") totaling $312,565 related to the removal of not used and

useful plant.

Accumulated Deferred Income Taxes - The Company proposes to increase

accumulated deferred income taxes ("ADIT") by $186,736 to reflect the Company

proposed changes to PIS, CIAC, and AIAC.

Q10. IT APPEARS THAT THE PRIMARY INCREASE IN THE RATE BASE IS

DUE TO THE CHANGE IN THE RATE BASE TREATMENT OF ARSENIC

PLANT?

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

Al0. Correct. As you will recall, in its direct tiling the Company proposed that the

arsenic treatment facility costs be excluded from rate base and instead proposed an

Arsenic Cost Recovery Surcharge Mechanism ("ACRSM") for recovery of debt

service on the Water Infrastructure Finance Authority ('WIFA") loan used to fund

3



the arsenic treatment facility? As discussed above, arsenic treatment facility costs

totaling $4,694,523 have been added to PIS. Also discussed above and in

conjunction with the increase to PIS, the Company has increased CIAC by

$1,877,809 in order to reflect the portion of the WIFA debt financing Mat will be

forgiven. Together, these two proposed adjustments result in a net increase in rate

base of $2,816,714.

Q11. THE RATE BASE TREATMENT OF THE ARSENIC TREATMENT

FACITLITY REFLECTS THE ADOPTION OF STAFF

RECOMMENDATIONS?

As I already indicated above, yes it doest.

requesting an ACRSM.

As such, the Company is no longer

Q1z. WHAT ARE THE PROPOSED REVENUE REQUIREMENTS AND RATE

INCREASES FOR THE COMPANY AND STAFF AT THIS STAGE OF

THE PROCEEDING?

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

Revenue Requirement Revenue Inch. % Increase

$3,377,358 $1,162,216 52.47%

$2,477,559 $ 262,416 11.85%

$3,518,855 $1,303,702 58.85%

1

2

3

4

5

6

7

8

9

10 A11.

11

12

13

14

15 A12.

16

17 Company-Direct

18 Staff

19 Company Rebuttal

20

21

22

23 A13. Yes, the rate bases proposed by the parties in the case, are as follows:

24 OCRB FVRB

25

26

111. RATE BASE

Q13. WOULD YOU PLEASE IDENTIFY THE PARTIES' RESPECTIVE RATE

BASE RECOMMENDATIONS?

1 See Direct Testimony of Thomas J. Bourassa ("Bourassa Dt") at 36-38.
2 See Direct Testimony of Jeffrey M. Michlik ("Michlik Dt.") at 7-8.
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Company-Direct

Staff

Company Rebuttal

$ 7,418,409
$ 8,709,357
$10,059,443

S 7,418,409

$ 8,709,357

310,059,443

A. Plant-in-service.

Q14. WOULD YOU PLEASE DISCUSS THE COMPANY'S PROPOSED

ORIGINAL COST RATE BASE, AND IDENTIFY ANY ADJUSTMENTS

YOU HAVE ACCEPTED FROM STAFF?

The Company's rebuttal rate base adjustments to OCRB are detailed on rebuttal

schedules B-2, pages 3 through 6. Rebuttal Schedule B-2, page 1 and 2,

summarize the Company's proposed adjustments and the rebuttal OCRB.

Rebuttal B-2 adjustment 1, as summarized on Rebuttal Schedule B-2, page

2, consists of three adjustments labeled as "A", "B", "C" and "D" on Rebuttal

Schedule B-2, page 3.

1

2

3

4

5

6

7

8

9 A14.

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Adjustment A reflects an increase to PIS for arsenic treatment facility costs

totaling $4,254,25l. Staff has made a similar adjustment The Company agrees

with Staff that that the construction of the water treatment plant has been

completed and is currently in service and treating drinking water for existing

customers.4 Further, the plant is necessary to meet the safe drinking water

mandates of the Environmental Protection Agency ("EPA").5 It is appropriate to

include the plant in rate base at this time.

Adjustment B, of rebuttal B-2 adjustment 1, reflects a reclassification of

arsenic media costs totaling $120,000 from account 320.1 - Water Treatment Plant

3 See Michlik Dt. at 7-8
4 Id.
5 14
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Q.15. WHAT IS THE EXPECTED USEFUL LIFE OF WATER TREATEMENT

PLANT AND ARSENIC MEDIA PLANT?

Q16. IS THE COMPANY STILL SEEKING AN ACCOUNTING ORDER TO

TRACK ARSENIC TREATMENT OPERATING EXPENSES?

Q17. WHY DIDN'T THE COMPANY PROPOSE THIS ADJUSTMENT IN ITS

DIRECT FILING?

1 to 348.1 - Other Tangible Plant ... Arsenic Media. The Company proposes this

2 adjustment so that the portion of the arsenic treatment plant (arsenic media costs)

3 will be reflected in a plant account that properly matches its expected life.

4

5

6 A15. 30 years for arsenic treatment plant and 1.5 years for arsenic media.

7

8

9 Al6. It depends. If the Company's proposal to reclassify arsenic media costs to a plant

10 account with a shorter useful life is adopted then the answer is no. The largest cost

l l the Company anticipates that are related to arsenic treatment is arsenic media

12 related. These costs are known and measurable as they were included in the

13 arsenic treatment plant costs which Staff has verified. The Company's proposal

14 will allow the Company to recover the bulk of the costs.

15

16

17 A17. Because the Company did not propose to include arsenic treatment plant costs in

18 rate base in its direct filing. As I testified earlier, the Company instead proposed to

19 only recover debt service through an ACRSM. Since both Staff and the Company

20 now propose to include the arsenic treatment plan costs in rate base, the

21 Company's proposed adjustment is appropriate and should be adopted.

22

23

24

25

26

Q18. WHAT OTHER COSTS RELATED TO ARSENIC TREATMENT THE

COMPANY EXPECTS TO INCUR ARE NOT INCLUDED IN THE

COMPANY'S REBUTTAL EXPENSES?
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Q19. PLEASE CONTINUE.

Q20. PLEASE COMMENT ON THE DISAGREEMENT BETWEEN STAFF AND

THE COMPANY WITH REGARD TO WELL #23?

1 A18. At a minimum there are filter replacement costs that will range from $15,000 to

2 $20,000 annually. While these costs are not insignificant, they are not fully

3 known and measureable at this time.

4

5 Al9. Adjustment C, of rebuttal B-2 adjustment 1, reflects a decrease to PIS of $312,565

6 for plant not used and useful. This adjustment reflects an adoption of a portion of

7 Staffs proposed PIS adjustment for $327,565.6 Specifically, the Company agrees

8 to remove the plant costs associated with the Estancia De Corazon subdivision

9 totaling $76,082.7 The Company also agrees to remove the cost for wells #12, #17,

10 #19, and #20 with the exception of $15,000 for a pump motor which was moved

11 from Well #17 to Well #23 and is currently used and useful. While the Company

12 believes these wells to be used and useful as monitoring wells, the Company has

13 agreed to remove these wells in this rate case to help minimize issues between the

14 parties.

15 Adjustment D, of rebuttal B-2 adjustment 1, reflects a decrease to PIS of

16 $65,027 to true-up the costs of Well #23. The adjusted cost of Well #23 is

17 $1,779,243 which matches the cost reflected in Staff"s engineering testimony.8

18

19

20 A20. Staff concludes that Well #23 is not needed at this time and has removed the costs

21 from PIS.9 The Company respectfully disagrees. Well #23 is currently providing

22 water to existing customers and is necessary for the ongoing provision of adequate

23

24

25

26

6 See Table H-1 in Direct Testimony of Marlin Scott Jr. ("Scott Dt.") at 10.
7 Id.
s Scott Dr. at 10.
9 Scott Dr. at 11; Michlik Dr. at 7.
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and reliable service. Company witness, Mr. Mark Taylor discusses the reasons in

his rebuttal testimony. Under the circumstances, and like the arsenic treatment

facility, it is appropriate to include Well #23 costs in rate base at this time.

B. Accumulated Depreciation.

Q21. PLEASE EXPLAIN YOUR ADJUSTMENTS TO ACCUMULATED

DEPRECIATION.

A2l. Rebuttal B-2 adjustment 2, as summarized on Rebuttal Schedule B-2, page 2,

consists of one adjustments labeled as "A" on Rebuttal Schedule B-2, page 4.

Adjustment A reflects a decrease to accumulated depreciation for

unrecorded plant totaling $312,565. This a corresponding adjustment to the

removal of plant not use and useful as discussed above. Staff makes a similar

adjustment of $327,565 for the plant not used and useful adjustment it proposes.1°

The $15,000 difference is the pump meter being used in Well #23 .

C. Contributions-in-aid of Construction ("CIAC").

PLEASE DISCUSS THE COMPANY'S

CONTRIBUTIONS-IN-AID OF CONSTRUCTION?

ADJUSTMENT TO

In rebuttal B-2 adjustment 3, as shown on Schedule B-2, page 2, the Company

proposes an increase to CIAC of $1,877,809 to reflect the portion of the WIFA

loan used to fund the arsenic treatment facility that is forgiven. Staff proposes a

similar adjustment 0f$1,877,809."

1
2
3
4
5
6
7
8
9

10
11

12
13
14
15
16 Q22.
17
18 A22.
19
20
21
22
23
24
25
26

10 mi¢ h1ik Dr. at 10.

" Id. at 8.
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D. Advances-in-aid of Construction ("AIAC").
Q23. PLEASE DISCUSS THE COMPANY'S ADJUSTMENT TO ADVANCES-IN-

AID OF CONSTRUCTION?

A23. In rebuttal B-2 adjustment 4, as shown on Schedule B-2, page 2, the Company

proposes a decrease to AIAC of $76,082 to reflect the funding of the plant not used

and useful which has been excluded from PIS and rate base. Staff also proposes to

reduce AIAC by $76,082.12

Accumulated Deferred Income Taxes ("ADITs").

Q24. HAS THE COMPANY PROPOSED A REBUTTAL ADJUSTMENT TO

DEFERRED INCOME TAXES?

A24. Yes. In rebuttal B~2 adjustment 5, as shown on Schedule B-2, page 2, the

Company's ADIT is increased by $185,976 from $338,625 in its direct filing to

$$524,600. The increase reflects the Company's rebutth proposed changes to PIS,

accumulated depreciation, and AIAC. The details of the Company's rebuttal

proposed ADIT adjustment is shown on Schedule B-2, page 7.

Q25. HAVE STAFF CHANGES TO THE COMPANY'S DEFERRED INCOME

TAXES?

A25. Yes. Staff has removed all ADIT from rate base. 13 This is consistent with Staff' s

recommendation to exclude income taxes from the revenue requirement.

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

Q26. PLEASE COMMENT ON STAFF'S ASSERTION THAT THE INCLUSION

OF ACCUMULATED DEFERRED INCOME TAXES IS IN VIOLATION

OF GENERALLY ACCEPTED ACCOUNTING PRINCIPLES AND

STATEMENT OF FINANCIAL ACCOUNTING STANDARDS 109.

'2nd. at 4.

1314 at 12.

E.
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A26. I would agree with Staff if the Company proposed or actually recorded ADITs on

its books. However, the Company is not proposing to record ADITs on its books,

rather it proposes ADITs be included in rate base for rate making purposes. The

income taxes computed for rate making purposes will not match the actual income

taxes recorded on the books (per GAAP) in the future, yet we don't call that a

violation of Generally Accepted Accounting Principles ("GAAP"). Similarly, the

post test year plant (arsenic treatment facility) Staff proposes to include in rate base

in the instant case will not be recorded until 2009, the year it was placed into

service and a year subsequent to the test year. If die Company were to record this

plant on its books in 2008 (the test year) it would be a violation of GAAP and yet

we don't call this rate making treatment a violation of GAAP. Put simply, because

the inclusion of ADIT is a rate making construct, just as the other two examples

given, there is no violation of GAAP.

BUT SWC ITSELF DOES NOT PAY INCOME TAXES. WHY THEN

SHOULD WE INCLUDE ADIT IN RATE BASE AND INCOME TAXES IN

EXPENSES?

A27. First, the Company has proposed the inclusion of ADIT in rate base in order to be

consistent with the inclusion of income taxes in expenses. As I discussed in my

direct testimony, the Company is proposing ADIT for rate making purposes to

insure a proper matching of rate base, revenues, and expenses as the Company also

proposes the inclusion of income taxes in expenses." If income taxes are allowed

in expenses Men ADIT should be recognized in rate base in order to account for the

difference between the allowed income taxes included in rates and the actual

income taxes paid. In the instant case, the ADIT is a liability (a reduction to rate

1
2
3
4
5
6

7
8
9

10
11
12
13
14 Q27.
15
16
17
18
19
20
21
22
23
24
25
26

14 Bourassa Dr. at 10.
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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
2 6 15 Bourassa Dr. at 16.

base) which means that the actual income taxes dirough the end of the test year

were lower than the income taxes included in rates. By including ADIT in rate

base the rate payers are given a "credit" for actual income taxes being lower that

they have paid in dieir rates. The credit or reduction in rate base amounts to nearly

$525,000.

Second, the income tax that must be paid arises from the taxable income of

SWC and it is directly attributable to SWC. While the tax liability flows through to

the members, the Company ultimately pays the tax by distributing cash to its

member owners as a reimbursement for the taxes the member owners must pay.

Third, the required operating income for a tax pass-through entity such as an S-

Corp or a LLC is not the same as that for a C-Corp without ratemaking recognition

of income taxes for the S-Corp or LLC. Otherwise, failure of such recognition

results in an S-Corp or LLC being treated differently than a C-Corp when there is

no sound justification to do so. An S-Corp or LLC which receives a lower revenue

requirement and operating income than a C-Corp because of the failure of such

ratemaking recognition results in inequities because payment for the tax must come

from somewhere. Ultimately the tax payment comes from the S-Corp or LLC itself

because in reality shareholders or members require that their taxes are paid by the

entities that generate them. In fact, as I discussed in my direct testimony, the

situation is analogous to a subsidiary C-Corp utility of a parent holding company

whose tax return is consolidated with the parent." The individual C-Corp utility

does not file a separate tax return, yet this Commission has traditionally allowed

income taxes of the utility to be computed on a stand-alone basis and included in

the revenue requirement for ratemaking purposes. Fourth, rate payers receive an

11



unjustified windfall from the lower revenue requirement and operating income

when income taxes are excluded, as proposed by Staff.

Finally, as I discussed in my direct testimony rate making should be applied

in a manner which produces reasonable, realistic and non-discriminatory results no

matter what the legal form of the utility is.16 Staff's challenge to the inclusion of

income taxes rests merely on a technical distinction rather than reality.

Q28. ARE THE RETURNS GRANTED A C-CORP THE SAME AS AN S-CORP

OR LLC IF INCDME TAXES ARE EXCLUDED FOR AN S-CORP OR

LLC?

1

2

3

4

5

6

7

8

9

10 A28.

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

No, an S-Corp or LLC receives a lower revenue requirement and operating income

than a C-Corp if income taxes are excluded. Consequently, as I already testified, a

10 percent return to investors in C-Corp is not the same as a 10 percent return to

tax pass-through entity like an S-Corp or LLC." The former return is after tax and

the latter is before tax. In fact, the effective return to investors on an S-Corp or

LLC is much lower than that of a C-Corp without the inclusion of income taxes.

In my cost of capital testimony I developed a cost of capital for SWC based

upon publicly traded utilities that are allowed income tax expense in rates. The

returns of those companies are not comparable to SWC if SWC is denied recovery

of income taxes. Two utilities whose only difference is that one is allowed

incomes taxes and the other not will have very different values. I discuss this in

depth in my rebuttal cost of capital testimony at pages 5 Harough 9. Arguably,

investors in an S-Corp or LLC that is denied income tax recovery suffer a

confiscation of investment value as a result.

16 Bourassa Dt. at 16.

1714
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Q29. WHAT THEN IS THE ADVANTAGE OF A TAX PASS-THROUGH

ENTITY?

A29. Shareholders in an S-Corp or members in an LLC avoid double taxation. A C-

Corp is taxed on its income and its shareholders are also taxed on the dividends

received. However, the distinction does not disadvantage rate payers. To the

extent shareholders of S-Corp's or member's of LLC's are not subject to taxation

on dividends, rate payers are not harmed. After all, it's the shareholders who pay

the tax on dividends from C-Corps, not the rate payers. Taxes on dividends are not

considered as part of the revenue requirement.

A second advantage of a tax pass-through entity is that net losses (as well as

net income) pass-through to the owners. A tax pass-through entity is a particularly

attractive form for start-up companies (e.g. utilities with new CC&N's) because the

tax losses can be taken advantage of immediately by the owners who typically have

to subsidize the company in the early years with income from their other sources.

This can improve the ability to raise capital from the owners for start-ups as they

can then take advantage of the tax losses immediately. But, regardless, the

ratepayer is not disadvantaged in any way. Rather there is a more likely chance of

a healthier "start-up" utility as a result. And a healthy utility is always a benefit to

ratepayers and in the public interest.

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

Q30. PLEASE RESPOND TO MR. MICHLIK'S TESTIMONY ON PAGE 11 AND

24 THAT THE COMMISSION HAS DENIED RECOVERY OF INCOME

TAXES FOR PASS-THROUGH ENTITIES IN THE PAST.

A30. On page 11, Mr. Michlik cites the Sunrise Water Company rate case in which the

inclusion of ADIT in rate base was denied because the recovery of income tax was

also denied. I do not disagree with the Commission's conclusion on this

relationship point. If the recovery of income tax in expense is denied, then ADITs

13



should be excluded from rate base. This is consistent with my earlier comments

regarding the proper matching of rate base, revenues, and expenses. However,

whether such denial of ratemaking recognition should occur is an entirely separate

question.

On page 24, Mr. Michlik also cites the Sunrise Water rate case where the

Commission decided that tax pass-through entries should not be allowed recovery

of income taxes because it has been this Commission's "long-standing policy".

While I acknowledge that the Commission has denied recovery of income taxes for

tax pass-through entities in the past, I respectfully disagree wide the so-called

"policy". Based on the merits, as discussed above, I believe that the Commission

should reconsider its "policy".

In addition, I would note that additional testimony on the subject of income

taxes is provided by Company rebuttal witness Mr. David Cutler, CPA. The

Company believes that he provides additional evidence to support ratemaking

recognition in this case, which the Commission has not had before it in previous

water rate proceeding.

F. Miscellaneous.

Q32. PLEASE COMMENT ON STAFF PROPOSAL TO INCLUDE CUSTOMER

SECURITY DEPOSITS IN RATE BASE.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21 A32.

22

23

24

25

26 '8 mi¢h1ikD¢. at 10.

Staff recommends the inclusion of customer security deposits totaling $96,204 in

rate base (a reduction in rate base).18 The Company disagrees with Staff for three

reasons. First, customer security deposits are not capital provided by non-

investors. They represent security for payment of receivables from customers and

14



are used as a means of controlling bad debt expense. Rate payers benefit by lower

bad debt expense. Second, if Staff truly considered the security deposits as a

source of capital then Staff should have included Me annual interest cost in

operating expenses. The annual interest costs are on the order of $4,000 to $5,000

annually. Finally, the Company maintains a separate bank account for customer

security deposits and does not use this cash for any other purpose but to refund

security deposits. Again, this is not non-investor capital. Security deposits are

akin to prepaid expense and materials and supplies inventory which are

components of working capital. The Company is not requesting working capital in

the instant case. However, prepaid expense at the end of the test year was over

$2,600 and materials and supplies were nearly $104,000.19 If customer security

deposits are included in rate base, they should be offset with both prepaid expense

and materials and supplies. Rate base would increase by nearly $10,400 ($2,600

plus $104,000 minus $96,204) rather than Staff proposed decrease to rate base of

$96,204.

Q33. PLEASE COMMENT ON STAFF'S PROPOSED RATE CASE EXPENSE.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17 A33.

18

19

20

21

22

23

24

25

26 19 See Company Direct Schedule E-1.

At this stage of the proceeding, Staff and the Company agree on the total amount of

proposed rate case expense of $225,000. However, Staff proposes to normalize

rate case expense over 5 years for an annual amount of $45,000 while the

Company proposes to amortize rate case expense over 3 years for an annual

amount of $75,000. Not only is there disagreement of the time period, but whether

rate case expense should be normalized or amortized.
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With respect to the time period, while the Company has not been in for a

rate case in 14 years, the Company expects to file rate case more often than every 5

years. Thus, Staff assumption and proposed 5 year period is not appropriate.

With respect to normalization and amortization, the distinction may not

seem important but it has significant implications. Under normalization, if the

Company filed anodier rate case within 5 years and the Company had not

recovered the entire $225,000 of rate case expense, it is lost forever. Under

amortization, the Company would be able to seek recovery of any unamortized

portion in the new rate case. The amortization approach was used by Staff and

adopted by this Commission for many years and it has only been the last few years

where Staff has proposed the normalization approach.

Q34. WHAT IF THE COMPANY DID NOT FILE FOR MORE THAN 5 YEARS?

COULDN'T THE COMPANY OVER RECOVER RATE CASE EXPENSE?

Yes. This could potentially occur. However, there is a simple solution to both the

potential over or under recovery of rate case expense and that is to allow recovery

of rate case expense via a surcharge which would cease upon full recovery of rate

case expense. While the Company would agree to such a proposal, I suspect that

Staff wouldnot agree to a surcharge.

1
2
3
4
5
6
7
8
9

10
11
12
13
14 Q34.
15
16
17
18
19
20
21
22
23
24 A35.
25
26

Iv.

Q35.

INCOME STATEMENT

WOULD YOU PLEASE DISCUSS THE COMPANY'S PROPOSED

REBUTTAL ADJUSTMENTS TO REVENUES AND EXPENSES AND

IDENTIFY ANY ADJUSTMENTS YOU HAVE ACCEPTED FROM STAFF

AND/OR RUCO?

The Company's proposed rebuttal adjustments are detailed on Rebuttal Schedule

C-2, pages 1-8. The rebuttal income statement with adjustments is summarized on

Rebuttal Schedule C-l, page 1-2.
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Rebuttal adjustment 1 increases depreciation and amortization expense.

Depreciation and amortization expense is higher due to the impacts of the

Company proposed rebuttal adjustments to plant-in-service.

PLEASE COMMENT ON STAFF'S CIAC AMORTIZATION RATE USED

IN THE COMPUTATION OF DEPREICATION EXPENSE.

Staff computes amortization of CIAC using a composite rate based on depreciable

plant only." Staffs Composite rate is higher as a result. All things being equal,

Staffs composite rate results in a higher amount of CIAC amortization. The

higher amount of CIAC amortization results in a lower amount of depreciation and

amortization expense. The Company employs a CIAC amortization rate based on

a composite of all plant in service which is the correct method of determining the

composite rate.

WHY?

Under the concept of using a composite rate for amortization of CIAC, a key

assumption is that CIAC is used to fund all plant, not just depreciable plant.

Further, Staffs approach to computing a composite rate is inconsistent with the

composite rates used to recomputed accumulated amortization of CIAC through the

end of the test year." If a composite rate based on only depreciable plant were

used to re-compute CIAC amortization through the end of the test year,

accumulated amortization of CIAC would be higher. As a result, net CIAC would

be lower and rate base would be higher. Yet, Staff has not disputed the Company's

accumulated CIAC balance.

1
2
3
4 Q36.
5
6 A36.
7
8
9

10
11
12
13 Q37.
14 A37.
15
16
17
18
19
20
21
22
23 Q38.
24
25
26

PLEASE CONTINUE.

20 See Staff Schedule Jmm-16.
21 See Company Direct Schedule B-2, page 6.1 to 6.5.
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Rebuttal adjustment number 2 increases property tax expense and reflects the

rebuttal proposed revenues. A11 the parties are in agreement on the method of

computing property taxes, but each computes the property taxes based on their

proposed revenues.

Rebuttal adjustment number 3 removes non-recurring rent expense from

operating expenses. This adjustment reflects the Company's acceptance of Staff" s

proposed adjustment to rent expense."

Rebuttal adjustment 4 increases testing expense by $1,632 to reflect known

and measurable changes to this expense. This adjustment reflects the Company's

acceptance of Staffs proposed adjustment to water testing expense."

Rebuttal adjustment 5 decreases outside services expense by $751 to reflect

the removal of unnecessary expenses. This adjustment reflects the Company's

acceptance of Staff's proposed adjustment to outside services expense.24

STAFF ALSO PROPOSES TO REMOVE NEARLY $190,000 FROM

OUTSIDE SERVICES RELATED TO SALARIES AND WAGES

ALLOCATED TO SWC FOR ITS MANAGEMENT COMPANY. DO YOU

HAVE ANY COMMENT?

1 A38.
2
3
4
5
6
7
8
9

10
11
12
13
14 Q39.
15
16
17
18 A39.
19
20
21
22
23
24
25
26

Yes. Staff erroneously concludes that 25 percent of the costs allocated from the

management company are overhead and profit.25 Putting aside that overhead is a

necessary cost, the cost allocated to SWC from the management company for

payroll and payroll overhead included neither general administrative overhead nor

profit. The Company has provided Staff with actual payroll and benefit

information, and the Company was surprised to learn that Staff concluded there

22 michlik Dr. at 22.
23 Id. at 21 .
24 Id.
25 Id. at 20.
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Q41. DO YOU HAVE ANY FURTHER COMMENTS ON THIS ISSUE?

Q42. THANK you. PLEASE CONTINUE WITH YOUR DISCUSSION OF THE

INCOME STATEMENT.

Q43. STAFF EXCLUDES INCOME TAXES FROM EXPENSES, CORRECT?

1 "likely" was 25% overhead and profit contained in those allocated costs. This is

2 mere speculation and not supported by the facts in this case.

3

4 A4l. Yes. I wish to note that the allocated payroll cost issue is addressed in greater

5 detail in the testimony of Company witness, Ms. Marian Homiak. The Company

6 believes that Ms. Homiak fully rebuts the Staffs reasoning for its proposed

7 disallowance of this operating expense.

8

9

10 A42. Rebuttal adjustment 6 reflects the synchronization of interest expense with the

1 l Company's proposed rate base.

12 Rebuttal adjustment 19 reflects income taxes at Company's proposed rates.

13

14 A43. Yes. For the reasons discussed previously, the Company disagrees with Staff.

15

16

17 A44. The rebuttal proposed rates are listed below.

18 All Classes

19 Meter

20 Size

21 5/8

22 3/4

23 1

24 l 1/2

25 2

26 3

v. RATE DESIGN

Q44. WHAT ARE THE COMPANY'S REBUTTAL PROPOSED RATES?

Monthly

Minimum

$ 24.56

$ 36.84

$ 61.40

$ 122.80

$ 196.48

$ 392.96

Gallons included

in Monthly Minimum

0

0

0

0

0

0
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4 $ 614.00

6 $1,228.00

The commodity charges and tiers by meter size are:

Residential. Commercial and Irrigation Class

Meter

Size

5/8x3/4 Residential

0

0

3/4 Residential

1 Residential

Tier (gallons)

1 to 4,000

4,001 to 10,000

Over 10,000

1 tO 6,000

6,001 to 9,000

Over 9,000

1 to 10,000

10,001 to 25,000

Over 25,000

Charge

per 1,000 gallons

$3.53

$4.28

$4.83

$3.53

$4.28

$4.83

$3.53

$4.28

$4.83

5/8x3/4 and 3/4

Commercial, Irrigation

1 Commercial, Irrigation

1 % Res., Com., Iii.

2 Res., Com., Iii.

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

3 Res., Com., Iii.

1 to 10,000

Over 10,000

1 to 25,000

Over 25,000

1 to 50,000

Over 50,000

1 to 80,000

Over 80,000

1 to 160,000

Over 160,000

$4.28

$4.83

$4.28

$4.83

$4.28

$4.83

$4.28

$4.83

$4.28

$4.83
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4 Res., Com., Iii.

6 Res., Com., Iii.

1 to 250,000

Over 250,000

1 to 500,000

Over 500,000

$4.28

$4.83

$4.28

$4.83

Standpipe (Construction)

A11 Meter Sizes A11 gallons $4.83

Q45. HAVE YOU UPDATED YOUR COST OF SERVICE STUDY USING THE

COMPANY PROPOSED RATES?

Yes. As shown on Rebuttal Schedule G-2, the returns at the rebuttal proposed

rates continue to vary substantially between the various meter sizes. While all the

returns are positive, the 5/8x3/4 inch and % inch residential customer classes

provide returns below the 9.69 percent requested in the instant case at 7.24 percent

and 7.38 percent, respectively. The larger sized meters, such as the l inch

commercial, 2 inch commercial, 3 inch commercial are providing much higher

returns at 11.17 percent, 35.19 percent, and 19.22 percent, respectively. The l

inch irrigation, 1% inch irrigation and 2 inch irrigation are providing returns of

21.68 percent, 23.61 percent, and 35.42 percent, respectively. This indicates that

the larger meter customer classes continue to subsidize the 5/8 inch and % inch

customer classes under the rebuttal proposed rates. However, consistent with the

concept of gradualism, there is improvement in eliminating existing subsidization

under the Company's proposed rates.

1

2

3

4

5

6

7

8

9 A45.

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25 A46.

26

Q46. WHAT IS THE IMPACT OF THE COMPANY'S REBUTTAL PROPOSED

RATES ON AN AVERAGE 5/8x3/4 INCH METERED RESIDENTIAL

CUSTOMER?

The present monthly bill for a 5/8x3/4 inch metered residential customer using an

average of 5,424 gallons is $27.12. The proposed monthly bill for a 5/8x3/4 inch

21



metered residential customer using an average of 5,424 gallons would be $44.78,

an increase of $17.66 or 65.10 percent compared to the present rates.

Q47. WHAT IS THE IMPACT OF THE COMPANY'S REBUTTAL PROPOSED

RATES ON AN AVERAGE 3/4 INCH METERED RESIDENTIAL

CUSTOMER?

The present monthly bill for a 3/4 inch metered residential customer using an

average of 6,142 gallons is $54.93. The proposed monthly bill for a 5/8 inch

metered residential customer using an average of 6,142 gallons would be $58.69,

an increase of $20.94 or 56.48 percent compared to the present rates.

1

2

3

4

5

6 A47.

7

8

9

10

11 A48.

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q48. PLEASE COMMENT ON THE STAFF PROPOSED RATE DESIGN.

Like the Company, Staff is proposing an inverted three tier design for the smaller

metered residential customers (5/8 inch and % inch) and an inverted two tier design

for the small commercial metered customers (5/8 inch and % inch), as well as 1

inch and larger metered customers (all classes), with the exception of l inch

residential and construction water. The difference between the designs is that the

Company proposes a inverted three tier design for l inch metered residential

customers as opposed to Staffs two-tier design. Staff break-over points are mostly

different than the Company's. However, like the Company, Staffs break-over

points increase with meter size. The first tier commodity rate of the small

commercial metered customers and l inch and larger metered customers is the

same as the second tier of the small residential metered customers. The second tier

of the small commercial metered customers and l inch and larger metered

customers is the same as the third tier of the small residential metered customers.

It is difficult to be too specific in my comments on Staffs proposed rate

design at this time with respect to the impact on the various customer class, or on

how Staffs proposed rates perform under a cost of service study, because Staffs

22



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

proposed rates do not produce Staffs recommended revenue requirement. It

appears that Staffs proposed rates produce too much revenue - on the order of

$180,000. I notified Staff of my concern in this regard a few days ago when I

discovered the problem. Staff has acknowledged the problem and indicted it will

be corrected in its surrebuttal testimony. As of this juncture, and based on Staff' s

proposed rates, it would appear that Staffs proposed rate design places all of the

revenue increase on the commodity rates and none in die monthly minimums. This

increases revenue instability and increases the risk the Company will not recover

the revenue requirement.

In addition, based on Staffs proposed rates, it would appear that Staffs

proposed rate design shifts revenue recovery away from the 5/8x3/4 inch

residential class to the larger metered customer classes. The 5/8x3/4 inch metered

residential customer is the largest customer class comprising Nealy 87 percent of

the customers and providing over 65 percent of revenues. I am confident I would

find the 5/8x3/4 inch residential class under Staffs proposed rate design is more

heavily subsidized by the other customer classes. I hesitate at this time to provide

the specific indications of Me level of subsidization based on a cost of service study

because of the problem with Staffs proposed rates mentioned earlier. However, at

this point I believe the high subsidization exists because Staffs proposed rate

design contains a relatively low monthly minimum and a relatively low first-tier

commodity rate for the 5/8x3/4 inch metered residential customers. This will result

in a revenue shift away from the5/8x3/4 inch residential customers to the other

customer classes. Recognizing that Staffs proposed rates do not produce its

recommended revenue requirement, Staffs proposed rates for the 5/8x3/4 inch

residential class provides approximately 62.6 percent of the revenues from all

23



customer classes. Under the present rate design, the 5/8x3/4 inch residential

customers provide more than 65 percent of revenues.

PLEASE COMMENT ON STAFF'S TESTIMONY CONCERNING THE

COMPANY REQUEST TO TREAT CENTRAL ARIZONA GROUND

WATER REPLENISHMENT DISTRICT FEES AS A PASS-THROUGH

CHARGE?

While Staff takes issue as to how the Central Arizona Ground Water

Replenishment District fees are characterized, Staff agrees with the Company on

the rate making treatment of the fees.26 Further, Staff agrees with the basic

methodology for computing the fee." Staff does recommend several conditions

with regard to the CAGRD fees as a compliance item," which Company witness

Mr. Mark Sear ans addresses in his Rebuttal Testimony.

IS THERE ANY DISAGREEMENT BETWEEN THE STAFF AND THE

COMPANY REGARDING SERVICE LINE AND METER INSTALLATION

CHARGES?

1
2
3 Q49.
4
5
6
7 A49.
8
9

10
11
12

13 Q50.
14
15
16 A50.
17 Q51.

No.

IS THERE ANY DISAGREEMENT BETWEEN THE STAFF AND THE

COMPANY REGARDING MISCELLANEOUS CHARGES?

Except for a disagreement over the deposit interest rate, there are no disagreements.

Q52. PLEASE EXPLAIN THE DISAGREEMENT OVER THE DEPOSIT

INTEREST RATE.

18

19 A51.

20

21

22 A52.

23

24

25

26

The Company recommends a deposit interest rate of 1% whereas Staff

recommends a deposit interest rate of 6%. The Company believes its rate more

26 michlik Dr. at 25-26.

27 ld. at 26.
2X 14. at 27-28.
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().864%.29

Q53. DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY?

1 accurately reflects the reality of very low interest rates at the present time Dian does

2 Staff's. In fact, the current average national money market rate is

3

4 A53. Yes. Although my silence on any issue not discussed herein does not necessarily

5 constitute agreement with Staff.

6

7

8

9

10

11

12

13

14

15

16

17

18

I9

20

21

22

23

24

25

26
29 Ww'v»f.Bizmx¢.¢0m,May 14, 2010.

25



Sahuarita Water Company
Docket No. W-03718A-09-0359
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(RATE BASE, INCOME STATEMENT, AND RATE DESIGN)
May 17, 2010

SCHEDULES



Sahuarita Water Company, LLC
Test Year Ended December 31, 2008

Computation of Increase in Gross Revenue
Requirements As Adjusted

Exhibit
Rebuttal Schedule A-1
Page 1
Witness: Bourassa

Fair Value Rate Base $ 10,059,443

Adjusted Operating Income

Current Rate of Return

130,716

1.30%

$ 974,760

9.69%

Required Operating Income

Required Rate of Return on Fair Value Rate Base

Operating Income Deficiency

Gross Revenue Conversion Faclor

$ 844,044

1 .5445

Increase in Gross Revenue Revenue Requirement 1,303,712

Adjusted Test Year Revenues
Increase in Gross Revenue Revenue Requirement
Proposed Revenue Requirement
% Increase

$
$
$

2,215,143
1,303,712
3,518,855

58,85%

Dollar
Increase

Percent
Increase

Customer
Classification
5/8x3/4 Inch
3/4 Inch
1 Inch

Residential
Residential
Residential
Subtotal

$ $ $ 62.81%
54.35%
55.26%
61 .5G%$

Present
Rates
1,314,948

197,019
34,678

1,546,644 $

Proposed
Rates
2,140,871

304,098
53,840

2,498,808 $

825,923
107,079
19,162

952,164

1 Inch
2 Inch
3 Inch

Commercial
Commercial
Commercial
Subtotal

$ $ $ 62.94%
68.08%
65.02%
67.79%$

899
75,830
6,502

83231 $

1,465
127,457

10,731
139,652 $

566
51 ,628
4,228

56,422

1 Inch
2 Inch

Public Authority
Public Authority
Subtotal

$ $ $ 62.02%
65.93%
65.73%$

761
13,833
14,595 $

1,233
22,954
24,187 $

472
9,120
9,593

518x3/4 Inch
3/4 Inch
1 Inch
1.5 Inch
2 Inch
3 Inch

Irrigation
Irrigation
Irrigation
Irrigation
Irrigation
Initiation
subtotal

$ $ $

$

22,472
4,820

51,943
22,010

243,475
1,175

345,895 s

39,175
7,787

86,166
36,842

411 ,339
1,979

583,289 $

16,703
2.967

34,224
14,832

167,864
804

237,394

74.33%
81.55%
85.89%
87.39%
68.94%
68.42%
68.63%

3 Inch Construction $ 27,266 $ 39,261 $ 11,996 44,00%

Subtotal Revenues before Annualization
Revenue Annualization
Other Water Revenues
Reconciling Amount H-1 to C-1
Total of Water Revenues

$ 1 ,267,5s8
32,723

$

2,017,631 $
44,664

157,242
(4,394)

2,215,142 $

3,285,198 $
77,387

157,242
(972)

3,518,855 $
3,422

1,303,713

62.82%
73.26%
0.00%

-77.88%
58.85%

Line

MQ*
1
2
3
4
5
5
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52

53
54
55
56
57
58

SUPPORTING scHEDuLEs;
Rebuttal B-1
Rebuttal C-1
Rebuttal C-3
Rebuttal H-1



Sahuarita Water Company, LLC
Test Year Ended December 31, 2008

Summary of Rate Base

Exhibit
Rebuttal Schedule B-1
Page 1
Witness: Bourassa

Original Cost
Rate base

Fair Value
Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation

$ 25,274,471
1,368,282

$ 25,274,471
1,368,282

Net Utility Plant in Service $ 23,906,188 $ 23,906,188

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction

Accumulated Amortization of CIAC

9,258,917

4,314,264

(251,796)

9,258,917

4,314,264

(251 ,796)

Deferred Income Taxes & Credits 525,361 525,361

Plus:
Unamortized Debt Issuance
Costs

Deferred Reg. Assets
Working capital

Total Rate Base $ 10,059,443 $ 10,059,443

Line

*LQ
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

SUPPORTING SCHEDULES:
Rebuttal B-2
Rebuttal B-3
Rebuttal B-5

RECAP SCHEDULES:
Rebuttal A-1



Sahuarita Water Company, LLC
Test Year Ended December 31, 2008

Original Cost Rate Base Proforma Adjustments

Exhibit
Rebuttal Schedule B-2
Page 1
Witness: Bourassa

Adjusted
at

End of
Test Year

Proforma
Adjustment

Amount

Rebuttal
Adjusted
at end

of
Test Year

Gross utility
Plant in Service $ 20,957,540 4,316,931 $ 25,274,471

Less :
Accumulated
Depreciation 1,680,847 (312,565) 1,368,282

Net Utility Plant
in Service $ 19,276,692 $ 23,906,188

Less:
Advances in Aid of
Construction 9,334,999 (76,082) 9,258,917

Contributions in Aid of
Construction 1 ,877,809

Accumulated Amort of CIAC

2,436,455

(251,796)

4,314,264

(251,796)

Deferred Income Taxes 8< Credits 338,625 186,736 525,361

Plus:
Unamortized Debt Issuance
Costs

Deferred Reg. Assets
Working capital

Total $ 7,418,410 $ 10,059,443

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
25
27
28
29
30
31
32
33
34
35

36
37
38
39
40
41
42
43
44
45
46
47
48

SUPPORTING SCHEDULES:
Rebuttal B-2, pages 2

RECAP SCHEDULES:
Rebuttal B-1
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Sahuarita Water Company, LLC
Test Year Ended December 31, 2008

Original Cost Rate Base Proforma Adjustments
Adjustment Number A

Exhibit
Rebuttal Schedule B-2
Page 3.1
Witness: Bourassa

Post Test Year - Arsenic Treatment Plant

Account
320
331

DescriDtion
Aresnic Treatment plant
Transmission and Distribution Mains

$
Amount
2,686,523
2,008,000

Line

N&
1
2
3
4
5
6
7
8

9
10
11
12
13
14
15
16
17
18
19
20

Total $ 4,694,523



Sahuarita Water Company, LLC
Test Year Ended December 31, 2008

Original Cost Rate Base Proforma Adjustments
Adjustment Number B

Exhibit
Rebuttal Schedule B-2
Page 3.2
Witness: Bourassa

Reclassifv Arsenic Media Costs

Account
320

348.1

Description
Arsenic Treatment Plant
Other Tangible Plant

$
Amount

(120,000)
120,000

Line

t i ;
1
2
3
4
5
e
7
8

9
10
11
12
13
14
15
16
17
18
19
20

Total $



Sahuarita Water Company, LLC
Test Year Ended December 31 | 2008

Original Cost Rate Base Proforma Adjustments
Adjustment Number C

Exhibit
Rebuttal Schedule B-2
Page 3.3
Witness: Bourassa

Plant Not Used and Useful

Account
307

Amount
$ (194,773)

15,000
307
307
307
307
331
333
335

Description
WeII#17

Less: Pump Motor Used on Well #23
Net cost of Well #17
Well #12
Well #19
Well #20
Transmission and Distribution Mains
Services
Hydrants

$ (179,773)
(56,610)

(100)
(30,250)
(so, 159)
(15,673)

Total $ (312,565)

Line
M
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

SUPPORTING SCHEDULE
MSJ Table H-1 (Estancia De Corazon Subdivision)



Sahuarita Water Company, LLC
Test Year Ended December 31, 2008

Original Cost Rate Base Proforma Adjustments
Adjustment Number D

Exhibit
Rebuttal Schedule B-2
Page 3.4
Witness: Bourassa

Post Test Year Plant - Well #23

Costs for Well #23 per Rebuttal Filing
Costs for Well #23 per Direct Filing

$ 1,779,243
1 ,844,270

Increase (Decrease) in Plant (Account 307) $ (65,027)

Line

No
1
2
3
4
5
6
7
8

9
10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULE
MSJ Table H-1 (Estancia De Corazon Subdivision)
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Sahuarita Water Company, LLC
Test Year Ended December 31, 2008

Original Cost Rate Base Proforma Adjustments
Adjustment Number A

Exhibit
Rebuttal Schedule B-2
Page 4.1
Witness: Bourassa

Plant Not Used and Useful

Account
307

Amount
($T94,7l73}

307
307
307
307
331
333
335

Description
Well#17
Less: Pump Motor Used on Well #23

Net cost of Well #17
Well #12
Well #19
Well #20
Transmission and Distribution Mains (2007)
Services (2007)
Hydrants (2007)

15,000
$ (179,773)

(56,610)

(100)
(30,250)
(30,159)
(15,673)

Total $ (312,565)

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

SUPPORTING SCHEDULE
MSJ Table H-1 (Estancia De Corazon Subdivision)



SahuaritaWaterCompany, LLC
Test Year Ended December 31, 2008

Original Cost Rate Base Proforma Adjustments
Adjustment 3

Exhibit
Rebuttal Schedule B-2
Page 5
Witness: Bourassa

Contributions-in-Aid of Construction ("CIAC")

$

$

4,694,523

1,877,809

Original WIFA Loan

Principal Forgiven

WIFA Loan, net $ 2,816,714

Line

m ;
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
31
32
33
34
35
36

Amount transferred to CIAC $ 1,877,809



Sahuarita Water Com party, LLC
Test Year Ended December 31, 2008

Original Cost Rate Base Proforma Adjustments
Adjustment 4

Exhibit
Rebuttal Schedule B-2
Page 6
Witness: Bourassa

Advances-in-Aid of Construction r'AIAc">

Remove AIAC (Estancia De Corazon subdivision) $ (76,082)

Adjustment to AIAC $ (76,082)

Line

1

2

3

4

5

6
7

8

9

10

11

12

13

14
15

16

17

18

19

20

SUPPORTING SCHEDULES
MSJ Table H-1 (Estancia De Corazon Subdivision)
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Sahuarita Water Company, LLC
Test Year Ended December 81, 2008

Computation of Working Capital

Exhibit
Rebuttal Schedule B-5
Page 1
Witness: Bourassa

Cash Working Capital (1/8 of Allowance
Operation and Maintenance Expense)

Pumping Power (1/24 of Pumping Power)
Purchased Water (1/24 of Purchased Water)
Prepaid Expenses
Meterials and Supplies

$ 130,557
6,140

177
2,658

103,909

Total Working Capital Allowance $ 243,441

Working Capital Requested $

Line

M
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17

SUPPORTING SCHEDULES:
Rebuttal C-1

RECAP SCHEDULES:
Rebuttal B-1



Sahuarita Water Company, LLC
Test Year Ended December 31, 2008

Income Statement

Exhibit
Rebuttal Schedule C-1
Page 1
Witness: Bourassa

Adjusted
Test Year
Results Adjustment

Rebuttal
Adjusted
Adjusted
Results

Proposed
Rate

Increase

Rebuttal
Adjusted
with Rate
Increase

$ 2,057,901 S $ 2,057,901 $ 1,303,712 $ 3,361,613

157,242
2,215,143 $ $

$

157,242
2,215,143 $ 1,303,712 $

157,242
3,518,855$

$ $
4.256

147,364
4,256

147,364
4,256

147,364

11,866
75,423
30,131

770,603
8.750

13,195
22,358
21,111

(751)
1.632

(11299)

11 ,see
75,423
30,131

769,852
10,382
1.896

22,358
21,111

11,866
75,423
30,131

769,852
10,382
1,896

22,358
21 ,111

123,307

$
$

75,000
14,724

109
610,853
11,602

122,230
104,948

2,044,524
170,618

$
$

2,236
(75,223)
39,902 $

(39,902) $

75,000
14,724

109
734,160

11,602
124,466
29,726

2,084,427
130,716

$
$

459,668
459,668
844,044

$
$

75,000
14,724

109
734,160
11 ,602

124,466
489,394

2,544,095
974,760

Operating Expenses
Salaries and Wages
Purchased Water
Purchased Power
Fuel for Power Production
Chemicals
Repairs and Maintenance
Materials & Supplies
Outside Servioes
Water Testing
Rents
Transportation Expenses
Insurance - General Liability
Insurance - Health and Life
Reg. Comm. Exp.
Reg. Comm. Exp. - Rate Case
Miscellaneous Expense
Bad Debt Expense
Depreciation Expense
Taxes Other Than Income
Property Taxes
Income Tax

Total Operating Expenses
Operating income
Other Income (Expense)

Interest Income
Other income (loss)
Interest Expense
Other Expense

(76,134) (76,134) (76,134)

Total Other Income (Expense)
Net Profit (Loss)

$
$ 170,618

$
$

(76,134) $
(116,036) $

(76,134) $
54,582 $ 844,044

$
$

(76,134)
898,626

Line

1 Revenues
2 Metered Water Revenues
3 Unmetered Water Revenues
4 Other Water Revenues
5
6
7
8
g
10
11
12
13
14
15
to
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

SUPPORTING SCHEDULES:
Rebuttal C-1, page 2

RECAP SCHEDULES:
Rebuttal A-1
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Sahuarita Water Company, LLC
Test Year Ended December 31, 2008

Adjustments to Revenues and Expenses
Adjustment Number 1

Exhibit
Rebuttal Schedule C-2
Page 2
Witness: Bourassa

Depreciation Expense
Adjusted
Original

Cost
Proposed

Rates
Depreciation

Expense
7,541

350,861
13,636

171,671 5,717

2,343,156 78,027

335,668
43,912

2,585,217

16_783
5.489

86,088

1,811,998 40,226

12,140,307
2,051,394
1,222,335

656,364
816

0
283,991

242,806
68,311

101,821
13,127

54
0

18,942

146,129 29,226

Acct.

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

348.1

Description
Organization Cost
Franchise Cost
Land and Land Rights
Structures and Improvements
Collecting and Impounding Res.
Lake River and Other Intakes
Wells and Springs
Infiltration Galleries and Tunnels
Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Plant
Chemical Solution Feeders
Dist. Reservoirs 8¢ Standpipe
Storage tanks
Pressure Tanks
Trans. and Dist, Mains
Services
Meters
Hydrants
Backflow Prevention Devices
Other Plant and Misc. Equip.
Office Furniture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment
Tools and Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant
Other Tangible Plant - Arsenic Media Costs

TOTALS

13,856
132

0.00%
0.00%
0.00%
3.33%
2.50%
2.50%
3.33%
6.67%
2.00%
5.00%

12.50%
3.33%
3.33%

20.00%
2.22%
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%

10.00%
10.00%
10.00%
67.00%

693
13

$

11,818
695

962,974
120,000

25,274,471 $

1,182
70

96,297
80,400

885,273

Less: Amortization of Contributions $ 4,314,264 3.5026% $ (151,113)

Total Depreciation Expense

Test Year Depreciation Expense

$ 734,160

610,853

Increase (decrease) in Depreciation Expense 123,307

Adjustment to Revenues and/or Expenses $ 123,307

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
43
44
45
46
47
48
49
50

51
52

53
54
55
56

SUPPORTING SCHEDULE
Rebuttal B-2, page 3
Rebuttal B-2, page 6.5

* Fully Depreciated



Sahuarita Water Company, LLC
Test Year Ended December 31, 2008

Adjustment to Revenues and/or Expenses
Adjustment Number 2

Exhibit
Rebuttal Schedule C-2
Page 3
Witness: Bourassa

Prooertv Taxes:

s

$
$

2,215,143
2,215,143
3,518,855
2,649,713
5,299,427

s

Adjusted Revenues in year ended 12/31/08
Adjusted Revenues in year ended 12/31/08
Proposed Revenues
Average of three year's of revenue
Average of three year's of revenue, times 2
Add:
Construction Work in Progess at 10%
Deduct:
Book Value of Transportation Equipment 48,652

Full Cash Value
Assessment Ratio
Assessed Value
Properly Tax Rate

$ 5,250,774
20%

1,050,155
11.8522%

Property Tax
Plus: Tax on Parcels

124,466
0

$Total Property Tax at Proposed Rates
Adjusted Property Taxes
Change in Property Taxes $

124,466
122,230

2,236

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
31
32
33

Adjustment to Revenues and/or Expenses $ 2,236



Sahuarlta Water Company, LLC
Test Year Ended December 31, 2008

Adjustment to Revenues and/or Expenses
Adjustment Number s

Exhibit
Rebuttal Schedule C-2
Page 4
V\htness: Bourassa

Rent - Building

Remove Test Year Rent Expense $ (11,299)

$ (11 ,299)

(11299)

Increase(decrease) Rent Expense

Adjustment to Revenue and/or Expense $

Line

M
1
2
3
4
5
6

7
8

g
10

11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES
Staff Schedule JMM-14



Sahuarita Water Company, LLC
Test Year Ended December 31, 2008

Adjustment to Revenues and/or Expenses
Adjustment Number 4

Exhibit
Rebuttal Schedule C-2
Page 5
Witness: Bourassa

Water Testing Expense

Addtional Water Testing Expense $ 1 ,632

Increase (decrease) in Water Testing Expense $ 1 ,632

Adjustment to Revenue and/or Expense $ 1,632

Line

FQ.-
1
2
a
4
5
e
7
8

9
10
11

12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES
Staff Schedule JMM-13



Sahuarita Water Company, LLC
Test Year Ended December 31, 2008

Adjustment to Revenues and/or Expenses
Adjustment Number 5

Exhibit
Rebuttal Schedule C-2
Page 6
Witness: Bourassa

Remove beverages costs from Outside Services

Bevarages $ (751)

Increase (decrease) in Outside Services $ (751)

Adjustment to Revenue and/or Expense $ (751)

Line

P M
1
2
3

4
5
6
7
8

9
10
11

12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES
Staff Schedule JMM-12



Sahuarita Water Company, LLC
Test Year Ended December 31, 2008

Adjustment to Revenues and Expenses
Adjustment Number 6

Exhibit
Rebuttal Schedule C-2
Page 7
Witness: Bourassa

Interest Svnchronization

Fair Value Rate Base
Weighted Cost of Debt
Interest Expense

$ 10,059,443
0.76%

$ 76,134

Test Year Interest Expense $

Increase (decrease) in Interest Expense 76,134

Adjustment to Revenue and/or Expense $ (76,134)

Weiqhted Cost of Debt Computation

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

Debt

Equity

Total

$

$

$

Amount

2,816,714

12,814,367

15,631,081

Percent

18.02%

81 .98%

100.00%

Cost

4.20%

10.90%

Weighted

Cost

0.76%

8.94%

9.69%



Sahuarita Water Company, LLC
Test Year Ended December 31, 2008

Adjustment to Revenues and/or Expenses
Adjustment Number 7

Exhibit
Rebuttal Schedule C-2
Page 8
Witness: Bourassa

Income Tax Computation

Test Year
Adjusted
Results

Adjusted
with Rate
Increase

Income Before Taxes $ 84,308 $ 1,388,020

Less: Per Exemptions
Std Deduction

Arizona Income Before Taxes

$
$
$

4,200
9,354

1 ,374,466

ARIZONA INCOME TAXES
Less Than 10,000
Less Than 25,000
Less Than $50,000
Less Than $150,000
Over $150,000
Less Arizona Income Tax

60,323
60,323 4.35%

Arizona Taxable Income

ArizonaIncome Taxes

Federal Income Before Taxes

Less Arizona Income Taxes

$

$ 1,314,143

$ 60,323

$ 1,388,020

$ 60,323

Exemptions
Std Deduction

$
$

7,300
11,400

Federal Taxable Income $ 1,308,997

FEDERAL INCOME TAXES:
10% BRACKET
15% BRACKET
25% BRACKET
28% BRACKET
33% BRACKET
35% BRACKET
Federal Income Taxes $

1,670
7,680

17,288 Federal
20,664 Effective
54,153 Tax

327,617 Rate
429,071 30.91%

Total Income Tax $ 489,394

Effective Federal and State tax rate 35.26%

Adjusted Test Year Income Taxes at proposed rates

Adjusted income taxes

$

$

$

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
50
51
52
53

54
Increase (decrease) to Income Taxes

29,726

104,948

(75,223)



Sahuarita Water Company, LLC
Test Year Ended December 31, 2008

Computation of Gross Revenue Conversion Factor

Exhibit
Rebuttal Schedule C-3
Page 1
Witness: Bourassa

Description
Federal Income Taxes

Percentage
of

Incremental
Gross

Revenues
30,912%

State Income Taxes 4.346%

Other Taxes and Expenses 0.000%

35.26%Total Tax Percentage

Operating Income % = 100% - Tax Percentage 64.74%

Gross Revenue Conversion Factor1
Operating Income % 1 .5446

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

SUPPORTING SCHEDULES: RECAP SCHEDULES:
Rebuttal A-1
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Sahuarita Water Company
Changes in Representative Rate Schedules

Test Year Ended December 31, 2008

Exhibit
Rebuttal Schedule H-3
Page 4
Witness: Bourassa

Line
No.

1
2
3

Proposed
Rates

4
$
$
$

Present
Rates

25.00
40.00
25.00

NT
15.00
25.00
15.00

25.00
40.00
25.00
40.00
15.00
25.00
15.00

$
$
$

$
$
$
$
$
$
$

* *

6% 1%

Other Service Charges
Establishment
Establishment (After Hours)
Reconnection (Delinquent)
Reconnection (Delinquent) - After Hours
NSF Check
Meter test (If Correct)
Meter Reread (if Correct)
Deposit
Deposit Interest"
Reestablishment (within 12 months)
Late Payment Penalty
Deferred Payment
Moving Meter at Customer Request
Main Extension 8= Add fl Facilities

*** ***

$ 5.00 $5.00 or 1.5% per month
1.5% per month 1.5% per month

At Cost At Cost
At Cost At Cost

* Per Commission Rule A.A.C. R-14-2-403(B)
** Per Commission Rule A.A.C. R-14-2-403(B)
*** Per Commission Rule A.A.c. R14-2-403(D) - Months off the system times the monthly minimum.

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

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 AND INCOME TAX. PER COMMISSION RULE 14-2-409D(5).



Sahuarita Water Company
Test Year Ended December 31, 2008

Meter and Service Line Charges

Exhibit
Rebuttal Schedule H-3
Page 5
\Maness: Bourassa

Line

M
1
2
3
4

Refundable Meter and Service Line Charges

Present
Service

Line
Charge

Present
Meter
Install-
ation

Charge

Total
Present
Charge

NT
NT
NT
NT

Proposed
Service

Line
Charge'

Proposed
Meter
Install-
ation

Charge'

Total
Proposed
Charge'

$
$
$
$
$
$
$
$

998
1 ,488
1 ,878
1 ,928
2,208
2,823
4,218
5,498

$
$
$
$
$
$
$
$
$
$
$
$

445
445
495
550
830
830

1,045
1 ,165
1,490
1,670
2,210
2,330

$
$
$
$
$
$
$
$
$
$
$
$

155
255
315
525

1 ,045
1 ,890
1 ,070
2,545
2,570
3,645
5,025
6,920

$
$
$
$
$
s
$
$
$
$
$
$

600
700
810

1 ,075
1,875
2,720
2,715
3.710
4,150
5,315
7,235
9,250

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

5/8 X 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch - Turbine
2 Inch - Compound
3 Inch - Turbine
3 Inch - Compound
4 Inch - Turbine
4 Inch - Compound
6 inch - Turbine
6 inch - Compound
8 Inch
10 Inch
12 Inch

NT
NT
NT

At Cost
At Cost
At Cost

At Cost
At Cost
At Cost

At Cost
At Cost
At Cost



Sahuarita Water Company
Test Year Ended December 31, 2008

Hook-Up Fees

Exhibit
Rebuttal Schedule H-3
Page 6
V\/itness: Bourassa

Off-site Facilities Hook-up Fee

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

5/8 X 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch or larger

$

Present
Charge

350
420
700

1 ,400
2,240
4,200
7,000

14,000

$

Proposed
Charge

350
420
700

1 ,400
2,240
4,200
7,000

14,000



Sahuarita Water Company
Docket No. W-03718A-09-0359

THOMAS J. BOURASSA
REBUTTAL TESTIMONY

(COST OF SERVICE)
May 17, 2010

SCHEDULES
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Sahuarita Water Company, LLC
Test Year Ended December 31, 2008

COMMODITY - DEMAND METHOD FUNCTION FACTORS
Plant and Depreciation Expense Allocations Functions

Exhibit
Rebuttal Schedule G-7
Page 2
Witness: Bourassa

Total Commoditv
0.10
0.10
0.10

Customer Meter ServiceDemand
0.90
0.90
0.90
1.00
0.90
1.00

0.10

1.00
1.00

1.00

0.25
1.00
0.75
1.00
0.750.25

1.00

Factor
F-1
F-2
F-3
F-4
F-5
F-6
F-7
F-8
F-9

F-10
F-11
F-12
F-13
SF-1
SF-2
SF-3

1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00

1.00

Line

M
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20

Description
Wells
Pumps & Equipment
Trans. & Dist. Mains
Structures & Improve.
Water Treatment Equip.
Land
Customer
Services
Meters
Fire Hydrants
Transportation Equip.
Office Furniture
Communication Equip.
Specific
Specific
Specific 1.00
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Sahuarita Water Company, LLC
Test Year Ended December 31, 2008

Cost of Service Study, Using Commodity Demand Method
Development of Class Allocation Factors

Exhibit
Rebuttal Schedule G-7
Page 3
V\Atness: Bourassa

colvlmoDITv ALLOCATION FACTOR (C-1]

Meter Size
5/8 Inch
3/4 Inch
1 Inch
1 Inch
2 Inch
3 Inch
1 Inch
2 Inch

5/8 Inch
3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch
s Inch
Totals

Class
Res
Res
Res
Com
Com
Com

Public Auth
Public Auth

In
Ii i
Ii i
Ii i
Ii i
Ii i

Const

(al
Total Gallons
(in 1,000's)
In Test Year

254,678
31 ,048
4,334

127
20,748
1 ,401

116
958

7,516
B73

12,518
5,198

6B,B49
185

2,759
411,304

Peluem
of

T¢>tBI
e182%
7.55%
1.05%
0.03%
5.04%
0.34%
0.03%
0.23%
133%
0.21%

3.043%
1.264%

16.739%
0.045%
0.871%

100.b0%

Meier
Size

5/B Inch
3/4 Inch
1 Inch
1 Inch
2 Inch
3 Inch
1 Inch
2 Inch

5/8 Inch
3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch
3 Inch
Totals

Class
Res
Res
Res
Com
Com
Com

Public Auth
Public Auth

lee
Ii i
Ii i
Ii i
Ii i
Ii i

Const

DEMAND ALLOCATION FACTOR (D-11
Equivalent

Number
of Meters

and/or
Services

4,042
B45
12B

5
128
16
3

64
11
15

105
45

304
16
32

5,s5a

Number
of Meters

and/or
Services

4,042
430
51
2

16
1
1
8

1 1
10
42
9

38
1
2

4.664

Equiv-
alent

Weight
1.0
1.5
2.5
2.5
80

16.0
2.5
8.0
1.0
1.5
2.5
5.0
8.0

16.0
16.0

PemeM
Of

Told
12.12%
11 .so%
2.29%
0.09%
2.30%
0.29%
0.04%
1 .15%
0.20%
0.21%
189%
0.81%
5.41%
0.29%
0.58%

100.00%

CUSTOMER ALLOCATION FACTOR (CS-1 I SERVICES ALLOCATION FACTOR (S-1) (bl

Meter

S122
5/8 Inch
3/4 Inch
1 Inch
1 Inch
2 Inch
3 Inch
1 Inch
2 Inch

5/8 Inch
3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch
3 Inch
Totals

Class
Res
Res
Res
Com
Com
Com

Public Auth
Public Auth

Ii i
Ii i
Ii i
Ii i
lee
Ii i

Const

Number
of Meters

4,042
430
51
2

16
1
1
8

11
10
42

9
38
1
2

4,es4

Percent
Of

Trial
ss.ss%
9.22%
1.09%
0.04%
0.34%
0.02%
0.02%
0.17%
0.24%
0.21%
0.90%
0.19%
0.01%
0.02%
0.04%

100.00%

Meter

843
5/8 Inch
3/4 Inch
1 Inch
1 Inch
2 Inch
3 Inch
1 Inch
2 Inch

5/8 Inch
3/4 Inch
1 Inch

1,5 Inch
2 Inch
3 Inch
3 Inch
Totals

Class
Res
Res
Res
Com
Com
Com

Public Aulh
Public Auth

lee
Iii
Iii
Iii
Iii
Iii

Const

Number
of

Services
4,042

430
51
2

16
1
1
8

11
10
42
g

38
1
2

4.664

$

Install-
ation
Cost
445.00
445.00
495.00
495.00
830.00

1,105.00
495.00
830.00
445.00
445.00
495.00
550.00
830.00

1,165.00
1,165.00

Weighted
Number
Services
1,798,690

191,350
25,245

990
13,280
1,165

495
6,640
4,895
4,450

20,790
4,950

31,540
1,165
2,330

2,107,975

Percent
d

Teal
85.33%
9.08%
1.20%
0.05%
0.63%
0.06%
0.02%
0.31%
0.23%
0.21%
0.99%
0.23%
1.50%
0.06%
0.11 %

100.00%

METER ALLOCATION FACTOR (M-1) (b)

Meier
Size

5/8 Inch
3/4 Inch
1 Inch
1 Inch
2 Inch
3 Inch
1 Inch
2 Inch

5/8 Inch
3/4 Inch
1 Inch

1.5 Inch
2 Inch
3 Inch
3 Inch
Totals

Class
Res
Res
Res
Com
Com
Com

Public Auth
Public Auth

Ii i
Ii i
lee
lee
Ii i
lee

Const

Number
of Meters

4,042
430
51
2

16
1
1
8

11
10
42

9
38
1
2

4,664

$

Meter
Cost
155.00
255.00
315.00
315.00

1,890.00
2,545.00

315.00
1,890.00

155.00
255.00
315.00
525.00

1,890.00
2,545.00
2,545.00

Weighted
Dollars

of Meters
626,510
109,650
18,085

830
30,240
2,545

315
15,120
1,705
2,sso

13,230
4,725

71,B20
2,545
5,090

902,740

Potent
Cl

Talal
59.40%
12.15%
1 .7s%
0.07%
3.35%
0.28%
0.03%
1 .87%
0.19%
0.28%
1 .47%
0.52%
7.95%
0.28%
0.55%

100.00%

(a) Includes customer and gallon sold annualization.
(b) Meter and Sewioe Line cost from Arizona Corporation Commission Memo of February 21, 200s

from Marlin Scott, Jr.. Meter costs based on compound meters. Cost of service line and
meter is based on costs allowed for a compound meter installation.
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1.
Q1.

INTRODUCTION AND QUALIFICATIONS

PLEASE STATE YOUR NAME AND ADDRESS.

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

Phoenix, Arizona 85029.

1
2
3
4 AL.
5
6 QS.

7 AS.

8

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS CASE?

I am testifying on behalf of the applicant, Sahuarita Water Company ("SWC" or

the "Company").

ARE YOU THE SAME THOMAS J. BOURASSA THAT FILED DIRECT

TESTIMONY IN THIS DOCKET?

Yes, my direct testimony was presented in two volumes. My background

information and qualifications are set forth in the rate base and revenue

requirement volume of my direct testimony.

QS. DID YOU ALSO PREPARE REBUTTAL TESTIMONY ON THOSE ISSUES

IN THIS DOCKET?

Yes, my rebuttal testimony on rate base, income statement, revenue requirement

and rate design is being filed in a separate volume at the same time as this

testimony.

11. SUMMARY OF REBUTTAL TESTIMONY AND THE PROPOSED COST
OF CAPITAL FOR THE COMPANY

9 Qs.
10
11 AS.
12
13
14
15
16 A4.
17
18
19
20
21
22 Qs.
23
24 A5.
25
26

A. Summary of Company's Rebuttal Recommendation

WHAT IS THE PURPOSE OF THIS VOLUME OF YOUR REBUTTAL

TESTIMONY?

I will provide updates of my cost of capital analysis and recommended rate of

return using more recent financial data. I also will provide rebuttal as appropriate

to the direct testimony of Mr. Manrique on behalf of Staff.

1



Q6. HOW HAS THE INDICATED RETURN ON EQUITY CHANGED SINCE

THE DIRECT FILING WAS MADE LAST JUNE ?

The cost of equity has decreased, as indicated by the Discounted Cash Flow

("DCF") model and the Capital Asset Pricing Model ("CAPM"). The table below

summarizes the results of my updated analysis using those models :

Low

9.1%

10.4%

High

10.5%

14.6%

Midpoint

9.8%

12.5%

Method

Range DCF Constant Growth Estimates

Range of CAPM Estimates

Average of DCF and CAPM midpoint

estimates 9.8% 12.6% 11.2%

Financial Risk Adjustment -0.8% -0.8% -0.8%

Specific Company Risk Premium 0.5% 0.5% 0.5%

9.5% 12.3% 10.9%

The schedules containing my updated cost of capital analysis attached to this

rebuttal testimony. Also attached is one exhibit, which is discussed below.

Indicated Cost of Equity

PLEASE SUMMARIZE YOUR RECOMMENDED REBUTTAL COST OF

DEBT AND EQUITY, AND YOUR RECOMMENDED REBUTTAL RATE

OF RETURN ON RATE BASE.

1
2
3 A6.
4
5
~6
7
8
9

10
11

12
13
14
15
16
17 QS.

18
19
20 A7.
21
22
23
24
25
26

The Company's recommended capital structure consists of 18 percent debt and 82

percent common equity as shown on Rebuttal Schedule D-1. Based on my updated

cost of capital analysis, I am recommending a cost of equity of 10.9 percent. Based

on my 10.9 percent recommended cost of equity and 4.2 percent cost of debt, the

Company's weighted cost of capital ("WACC") is 9.69 percent, as shown on

Rebuttal Schedule D-1 .

Q8. WHY IS YOUR COST OF EQUITY RECOMMENDATION LOWER IN

2



YOU REBUTTAL THAN IN YOUR DIRECT TESTIMONY?

When I prepared my direct testimony in June 2009, the economy was still in the

midst of a severe recession and a crisis was occurring in the financial markets. The

Dow Jones average had fallen by 38 percent and the S&P 500 dropped by 40

percent M just a couple of months. During this period, there was a "flight to

quality" that led to an increase in the traditional spread between required returns on

Treasury securities and other assets as investors turned away from common stocks

and corporate bonds in favor of treasuries. During the past ten months, both the

economy and the financial markets have improved.

Economists now believe the recession ended in the summer of 2009. The

current outlook for the economy has improved. For 2010 the economy is expected

to grow at a 3.0 - 3.5 percent rate.1 However, economists continue to express

concerns over the high unemployment rate, the federal deficits, and the looming

debt crisis in Europe which may dampen the economic outlook.2 But, at this point,

inflation seems to be in check and the Federal Reserve is expected to keep interest

rates low though the end of the year.

WHAT HAS BEEN THE EFFECT OF THESE CONDITIONS ON YOUR

RECOMMENDED COST OF EQUITY?

As stated, my updated analysis indicates cost of equity is 10.9 percent, which is

110 basis points lower than the 12.0 percent cost of equity I proposed for SWC in

my direct testimony. There are two primary reasons for the reduction in the cost of

equity. First, Mere is a reduction in the current market risk premium in the CAPM

estimate. Second, my growth estimates for the DCF are much lower. Previously,

1
2 AB.
3
4
5
6

7
8
9

10
11
12
13
14
15
16
17 QS.
18
19 A9.
20
21
22
23
24
25
26

1 Value Line Selection and Opinion, May 14, 2010.

2 Blue Chip Financial Forecasts, May 2010.

3



my cost of equity estimates based on the DCF model and the CAPM ranged from

10.0 percent to 15.8 percent with a mid-point of 12.9 percent after adjustments for

financial risk and firm-specific risks.

B. Summarv of the Staff Recommendation.

Q10. PLEASE SUMMARIZE THE RECOMMENDATION OF STAFF FOR THE

RATE OF RETURN ON FAIR VALUE RATE BASE.

A10. Staff is recommending a capital structure consisting of 17.8 percent debt and 81.2

percent equity.3 Staff determined a cost of equity of 10.1 percent based on the

average cost of equity produced by its DCF and CAPM mode1s.4 Staff also

determined the cost of debt to be 4.2 percent.5 Based on its 17.8 percent debt a.nd

81.2 percent equity capital structure, Staff determined the WACC for SWC to be

9.0 percent. 6

Q11. PLEASE SUMMARIZE THE PARTIES RESPECTIVE COST OF EQUITY

ESTIMATES.

Party

SWC

Staff

DCF

9.8%

9.9%

CAPM

12.6%

10.2%

Average

10.9%

10.1%

Q12. IT APPEARS THAT THE DIFFERENCE IN THE RETURN ON EQUITY IS

ABOUT 80 BASIS POINTS. PLEASE COMMENT.

A12. While doe difference between the returns on equity has narrowed to only 80 basis

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

3 See Direct Testimony of Juan C. Manrique ("Manrique Dt.") at 33.

4 14

5 14

6 Id.
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points, there is an important distinction between the parties with respect to the

recommendation on earnings for SWC. Both the Company's and Staffs respective

recommended return is an after-tax return. However, Staff recommends before tax

operating income whereas the Company recommends an after-tax operating

income. In other words, Staff is mixing apples and oranges when it comes to

SWC's rate of return and earnings.

Q12. CAN YOU ELABORATE?

1

2

3

4

5

6

7

8 A12.

9

10

11

12

13

14

15 A13.

16

17

18

19

20

21

22

23

24

25

26

Q13.

Yes. The data from the public markets for die publicly traded water utilities used

by Staff in its cost of capital analysis is reported on an after-tax basis. Earnings,

for example, are reported after-tax and dividends are paid from after-tax earnings.

The return determined by Staff is therefore an after-tax return. The comparison of

the public traded water utilities to SWC is only meaningful when SWC's earnings

are determined on an after-tax basis.

WHY?

After-tax earnings more appropriately reflect the amount that is available to the

stocldiolders for dividends. When income taxes are disallowed the amount of cash

Hows available for dividends is substantially reduced or may even be insufficient.

Two utilities whose only difference is in die recovery of income taxes will have

neither the same net cash flow nor the same value.

Let me illustrate. Assume two utilities (Utility l and Utility 2) are allowed

an 8 percent return on a $1,000 rate base. Both utilities have $10 in operating

expenses and $10 in depreciation and both utilities are allowed to earn $80 (8.0%

times $l,000). The revenue requirement for Utility l is $100 without recognition

of the income taxes. Utility 2's revenue requirement is $132 with the recognition

of income taxes. The income statement for Utility l and Utility 2 are shown

below:

5`



Utility 1
(Non-tax paying)

Utility 2
(Tax paying)

Rate Base $ 1,000 s 1,000

Income Statement
Revenues
Operating Expenses
Depreciation
Income Taxes (assume 40% tax rate)

Net Income

s 100
10
10

$

s 80 s

132
10
10
32
80

Return on Rate Base 8.0% 8.0%

As shown, each utility receives the same 8.0 percent return or $80. However, from

a cash flow standpoint, the results are very different. Utility 1 will have a cash

flow available for dividends that is far less than Utility 2. The cash flow statement

for Utility l and Utility 2 are shown below:

Utility 1
(Non-tax paying)

Utility 2
(Tax paving)

Cash Flow
Net Income
Depreciation
Tax Reimbursement to Shareholder

Net Cash Flow Available for
Dividends

$ 80
10

(32)

EB 80
10

$ 58 $ 90

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

As shown, Utility 1 has $32 less cash available for dividends than Utility 2 ($90

minus $58). Assuming an 80 percent payout ratio, each utility will need to pay out

$64 in dividends. This is illustrated below:

6



Payout ratio for dividends
Dividends
Net Cash

Utility 1
(Non-tax paving)

80%
64

(6)
$
$

Utility 2
(Tax paying)

80%
64
26

$
$

As shown, Utility 1 will not have enough cash flow to pay the same dividends as

Utility 2. In fact it will be short by $6. On the other hand, Utility 2 will have $26

left to reinvest. In order for Utility 1 to have the same net cash flow after paying

dividends as Utility 2, Utility l would need to lower its dividend rate and the

amount of dividends it pays.

Q.14 WHAT WOULD HAPPEN IF UTILITY 1 LOWERED ITS DIVIDEND

RATE TO A POINT WHERE IT WOULD HAVE THE SAME NET CASH

AS UTILITY 2 AFTER PAYING DIVIDENDS?

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

Al4. The investment value must go down. To show why this has to be the case, let's

start by assuming that the investor purchased stock for $1,000 (P0) .- which

happens to be the rate base investment value for each utility in the example above.

Also continue to assume, as in the above example, the investor expects an 8.0

percent return (k) on his/her investment. The expected dividend yield (D1/p0) is 6.4

percent ($64/$1,000). The expected growth rate in dividends is 1.6 percent. We

can find the growth rate (g) by solving the constant growth DCF model

Equation [1] k = D1/P0 + g

for the growth rate (g). In doing so we get

Equation [2] g = k - D1/P0

Inputting the expected return (k) of 8.0 percent and expected dividend yield (Di/Pol

of 6.4 percent into Equation 2 and doing the math we get

g = 8.0% - 6.4%

7



or

g = 1.6%

When Utility 1 reduces its dividend to $32 ($6 plus $26) - which it must do

if it is to have the same net cash of $26 available to reinvest as Utility 2 - then the

expected dividend yield (D1/P0) becomes 3.2 percent ($32/$l,000). Remember,

the investor's expected return is 8.0 percent, so according to the constant growth

DCF model (Equation 1 above) the return drops to 3.8 percent as shown below

k = 3.2% + 1.6% = 4.8%

If the investor's required return is 8.0 percent, the investment value (PO) must drop

from $1,000 to $500 in order for the investor to earn his required return. We can

show this by first solving Equation l for the investment value (P0). In doing so we

get

Equation [3] P0 = D)/(k-g)

Inputting the expected dividend (DI) of $32, the expected return (k) of 8.0 percent,

and the growth rate (g) of 1.6 percent into Equation 3 and doing the math we get

P0 = $32/(8.0% - l.6%)

or

P0 = $500

Thus, the value of an investment in Utility 1 drops to $500 while the value of an

investment in Utility 2 remains at $1,000 even though both utilities have the same

rate base and rate of return.

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

Q15. BUT WHAT IF UTILITY 1 DOES NOT REIMBURSE THE INVESTOR

FOR INCOME TAXES; DOESN'T UTILITY 1 END UP WITH THE SAME

NET CASH FLOW AFTER PAYING DIVIDENDS AS UTILITY 2?

A15. Yes. But due investor still ends up with a 3.2 percent dividend yield and a loss of

investment value from $1,000 to $500. This is because the investor must pay the

8



taxes of $32 from the $64 of dividends he/she receives which nets him/her only

$32. The effective dividend yield is 3.2 percent ($32/$l000). Just as in the above

example, if the investor's required return is 8.0 percent, die investment value (P0)

must drop from $1,000 to $500 in order for the investor to earn his required return.

Q16. BUT A TAX PASS-THRQUGH ENTITY DOES NOT PAY INCOME TAXES

SO AREN'T ITS EARNINGS AFTER-TAX ANYWAY?

Al6. No. Let me explain. Tax pass-through entities do not pay taxes directly, but in

reality they do pay taxes by reimbursing investors. The distinction between a tax

paying entity and a tax pass-through entity with respect to income taxes is form

over substance. One would think that since a tax pass-through entity does not pay

income taxes directly that the cash flows available to investors increase thereby

making the entity more valuable. This is not true.

The income from the tax pass-through entity is attributed to the investor(s)

who must report that income on their tax return. That income is subject to tax. If it

were not, then we have just discovered a whole new source of revenue for the IRS

and we can substantially reduce the federal budget deficits. Putting that aside, the

payment of incomes taxes must come from somewhere and that somewhere is the

entity that generates the tax liability to the investor. If the investor does not get

reimbursed from the non-tax paying entity for income taxes, he/she effectively

receives a negative return on his/her investment. For an investor to expect a

negative return on his/her investment or to expect the value of his investment to

decrease is not rational.

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

Q17. CAN YOU EXPLAIN IN MORE DETAIL HOW INCOME FROM SWC OR

ANY NON-TAX PAYING ENTITY IS REPORTED TO THE IRS?

A17. Company witness, Mr. David Cutler explains how the income from SWC is passed

to its member owners and how that income is subject to tax. I will leave it to him

9



to explain.

Q18. WHAT IF THE INVESTOR IN A TAX PASS-THROUGH ENTITY HAS

TAXABLE INCOME OR TAX DEDUCTIONS FROM OTHER SOURCES

THAT IMPACT THE AMOUNT ACTUAL TAXES HE/SHE PAYS IN A

GIVEN YEAR?

To consider the individual investor's other taxable income and tax deductions in

how much income tax should be recovered by SWC or any other tax pass-through

utility would result in cross-subsidization of the investor and rate payers which

should not be countenanced by this Commission. This is why income taxes for

tax-paying utilities (C-Corporations) are computed on a stand-alone basis even

when they are owned by and file consolidated tax returns with a parent entity. It

should be no different for tax pass-through utilities (S-Corporations or Limited

Liability Companies).

1

2

3

4

5

6 A18.

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Q19. PUTTING ASIDE THE INCONSISTENCY IN PRE-TAX VERSUS AFTER-

TAX RETURN DISCUSSION ABOVE, HOW DO THE PARTIES'

RECOMMENDATIONS COMPARE TO OTHER FORECASTS OF

COMMON EQUITY RETURNS ?

All. Value Line, a reputable publication that has been used by all of the parties' cost of

capital witnesses, publishes forecasts of returns on common equity for larger

publicly traded companies. These water utilities are included in my sample group

and in Staff' s sample group. Value Line (April 23, 2010) projects the following

returns on equity for those utilities :

American States Water

Aqua America

California Water

Average

10.5%

14.0%

11.0%

11.8%

10



All of these utilities are significantly larger than SWC. AUS Utility Reports (May

2010) reports the following information for these utilities (in millions of dollars) :

Net Plant Revenue

American States Water $ 962.1 $361.0

Aqua America $2,790.5 $670.5

California Water $l079.9 $449.4

Average 281,610.8 million $493.6million

Moreover, these utilities operate in jurisdictions such as California and

Pennsylvania that use projected or partially projected test years, and authorize

surcharges and other cost recovery mechanisms which allow the recovery of

increases in costs outside a general rate case. Therefore, they are less risky than

SWC. These data provide an unbiased indication that the Staff recommendation

for SWC is too low and should not be adopted by the Commission.

111. REBUTTAL TO STAFF'S COST OF CAPITAL ANALYSIS, TESTIMONY
AND RECOMMENDATIONS

A. Rebuttal to Staffs Criticisms of Analysts' Estimates of Growth

Q20. MR. MANRIQUE CRITICIZES YOU FOR GIVING MORE WEIGHT TO

ANALYSTS' ESTIMATES THAN TO HISTORICAL GROWTH RATES.

HOW DO YOU RESPOND?

A20. First, it is important to note that Mr. Manrique does not reject analyst estimates of

growth; he just disagrees with the amount of weight I gave these estimates.7 Staff

gives 50 percent weight to analysts' estimates and 50 percent weight to historical

growth data. So the dispute between Mr. Manrique and me comes down to

something between 50 percent and my "greater" emphasis. In my direct testimony

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 7 Manrique Dr. at38.
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Q21. WHAT ABOUT MR. MANRIQUE'S ASSERTION THAT ANALYSTS'

ESTIMATES ARE "OVERLY OPTIMISTIC"?

We have compared the accuracy of four methods for
estimating the growth component o the discounted cash flow
yield on a share: (est growth in earnings (KEGR), past
roth in divider s (KDGR), past retention growth rate
KBRG), and forecasts of growth by security analysts

For our sample of utility shares, KFRG
performed well, with KBRG, KDGR, and KEGR following in
that order, and withKEGRa distant fourth....

KFRG).

by KFRG should come as no
but

Before closing, we have three observations to make. First,
the superior performance
surprise. All 83m estimates of growth rely upon past data,
in the case of KFRG a larger body of past data is used,
filtered through a group of security analysts

that are not considered
growth....
abnorma1ii0es

who adjust for
relevant for future

1 I explained why a weight greater than 50 percent should be given to analysts'

2 estimates.8

3

4

5 A2l. I refer back to my direct testimony at page 30. Gordon, Gordon, and Gould

6 conducted a study and found analyst forecasts of growth outperformed three

7 measures of historical growth. They explain that this result should be expected

8 because analysts would consider historical data in making future projections. Now,

9 Mr. Manrique characterizes the study as merely an "article" that "describes more

10 generally the methods exclusively using analysts' forecasts are 'popular and

l l attractive models', but the article does not support the conclusion that these

12 forecasts should be used alone."9 The authors' own words undermine Mr.

13 Manrique's characterization. In their own formal study, the authors concluded:

14

15

16

17

18

19

20

21

22

23

24

25

26

8 See Direct Testimony of Thomas J. Bourassa - Cost of Capital ("Bourassa COC Dt.") at 29-32.

9 Manrique Dr. at 37.

10 David A. Gordon, Myron J. Gordon and Lawrence I. Gould, "Choice Among Methods of Estimating Share Yield,"
Journal of Portfolio Management (Spring 1989) 50-55.
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1
2
3
4
5
6
7
8
9

10
11

12
13
14
15

16 Q22.
17
18
19
20

As I have testified, to the extent that past results provide useful indications of

future growth prospects, analysts' forecasts of growth would already incorporate

that infolmation." In addition, a stock's current price already reflects known

historic information on that company, including its past dividend and earnings

history.12 If investors rely on analysts' growth rate forecasts, those are the relevant

forecasts for determining equity costs.

In summary, Mr. Manrique offers no quantitative or conceptual argument to

rebut Gordon, Gordon, and Gould, and offers no evidence that any of the measures

of past growth he has used -.- historical EPS, historical DPS, historical sustainable

growth - provides better a forecast of future growth for utilities than analysts'

estimates of growth. Mr. Manrique is using Staff's inputs into the DCF model

mechanically without considering the reasons for using those inputs.

Unfortunately, Staff's inputs gives less weight to the best estimate of future growth

in order to drive down the cost of equity.

DOESN'T MR. MANRIQUE'S TESTIMONY ON PAGE 37 REFERENCING

PROFESSOR GORDON'S REMARKS AT THE 30TH ANNUAL FORUM OF

THE SOCIETY OF UTILITY AND REGULATORY FINANCIAL

ANALYSTS CONTRADICT WHAT THE AUTHORS HAVE

CONCLUDED?

21 A22.
22

23

24

25 "BourassaCOCDt. at30.

26 1214

No. In the quoted remarks, Professor Gordon does not say anything about past

growth rates. There is no guidance on which past growth rates (EPS, DPS, or book

value) should be used, if any, or what weight past growth rates should be given

13



when estimating the growth rate in the DCF model. That is the issue. Mr.

Manrique agrees that "Professor Gordon would temper the typically higher

analysts' growth rates with the typically lower GNP growth rate."13

Manrique would also agree that I have tempered my estimate by considering past

growth rates that are well below the long-term GNP (or GDP) growth rate.14

I am sure Mr.

Q23. DOES MR. MANRIQUE STATE THAT INVESTORS RELY ON ANALYST

ESTIMATES?

A23. Yes.l5 He also states that investors rely "to some extent on past growth as we11."16

That is true, but he does not demonstrate the extent to which investors rely on past

growth rates - he simply states that they are considered. Again, if analysts'

estimates already consider past growth, then Staff vastly overstates the impact of

past growth rates in its DCF model. It is, basically, a type of "double-counting"

that produces extremely low results.

Q24. DO YOU HAVE FURTHER REBUTTAL TO MR. MANRIQUE'S

"OVERLY OPTIMISTIC" TESTIMONY?

A24. Yes. For my second specific response to the assertion that analysts' estimates are

"overly optimistic," I point to Value Line. Value Line is in the business of selling

information to investors, and all of the parties have relied on Value Line in their

cost of equity estimates. Value Line has every incentive to provide accurate

forecasts to encourage investors to continue to subscribe to its publications. Value

Line does not sell stock and has no incentive to bias upward its buy/sell
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13 Manrique Dr. at 38.

14 See Rebuttal Schedule D.4-4, column 5. The average of historical growth rates is 5.68%. The long-term GDP
growth rate is 6.6% as shown on Staffs Schedule JCM-9.

is Manrique at 38.

16Id.
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recommendations and estimates of future growth. Zacks and Morningstar provide

similar investment services. Neither markets stock .. they sell information, which

won't be purchased if it is inaccurate or biased. Yahoo Finance is a free service,

but it does not earn commissions from die sales of stock. In sum, Mr. Manrique's

testimony is simply wrong. None of these services has any reason to provide

inaccurate information to its users.

Q25. DO YOU HAVE ANY FURTHER COMMENTS ON THE TOPIC OF

STAFF'S DCF GROWTH ESTIMATES, MR. BOURASSA?

Yes. I am attaching a copy of document filed with the public utilities commission

in a 2005 California rate case to this volume of my rebuttal testimony.17 This

document was prepared by Mr. Gary Hayes, a witness for San Diego and Electric

Company. It lists a number of sources that further contradict Mr. Manrique's claim

that analysts typically make upwardly biased forecasts of growth.

Additionally, to further support the use of analyst forecasts of growth, Dr.

Morin states :

Because of the dominance of institutional investors and their
influence on individual investors, analysts' forecasts of long-
run growth rates provide a sound basis for estimating required
returns. Financia
expectations of many investors who do not possess the

of g. The

14 did held expectations.
typical an or '

analysts exert a strong influence on the

resources to make their own forecasts, that is, they are a cause
accuracy of these forecasts in the sense of whether

the turn out to be correct is not at issue here, as long as they
re As long as the forecasts are

inf luentlal in that they are consistent with
current stock price levels, they are relevant. The use of
analysts' forecasts in the DCF model is sometimes denounced
on the rounds that it is diff icult to forecast earnings and
dividend for only one year,
This objection is unfounded, however, because it is present
investor expectations that are being priced; it is the consensus
forecast that is embedded in price and therefore in required

let alone for longer time periods.
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return, and not the future as it will turn out to be. 18

Dr. Myron Gordon, the same Professor Gordon Mr. Manrique quotes in his

testimony and the "father" of the standard regulatory version of the DCF model

utilized by Mr. Manrique and myself in the instant case, has also recognized the

significance of analysts' forecasts of growth in EPS in a speech he gave in March

1990 before the Institute for Quantitative Research and Finance. He said:

security

We have seen dirt earnings and growth estimates by security
analysts were found by Malkiel and Cragg to be superior to
data obtained from financial statements for the explanation of
variation in price among common stocks. Estimates by

analysts available from sources such as IBES are far
superior to the data available to Malkiel and Craig. Eq (7) is
not as elegant as Eq (4), but it has a good deal more intuitive
appeal. It says that investors buy earnings,
pay for a dollar of earnings increases with the extent to which
the earnings are reflect in the dividend or in appreciation
through growth.19

but what they will

Professor Gordon recognized that total return is largely affected by the terminal

price, which is mostly affected by earnings (hence the common use of

price/earnings multiples in evaluating stock prices).

As noted by Dr. Gordon, studies performed by Crags and Mariel

demonstrate that analysts' forecasts are superior to historical growth rate

extrapolations. These studies show that:
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25 18 Roger A. Morin. New Regulatory Finance (2006)298 (emphasis added).

2 6 19 Gordon, Myron J., "Pricing of Common Stocks", Seminar (March 27, 1990) at 12-13.

Efficient market hy theses suggest that valuation should reflect the
information available to investors.
more precise Dian other types we should therefore expect their
differences from other measures to be reflected in the market. It is
therefore noteworthy that our regression results do support the

Insofar as analysts' forecasts are
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hypodiesis that analysts' forecasts are needed even when calculated
growth rates are avallable. As we noted when we described the data,
security analysts do not use Sim la mechanical methods to obtain
their evaluations of companies. Tie growth-rate H ares we obtained
were dist i l led f rom careful examinat ion of  a l l of  the
companies' records,
be subject,

sources. l
found to be so muc more relevant to the valuation than (the various
simpler and more "objective " alternatives that we tried. 2

aspects
evaluation of contingencies to which they might

and whatever information about their prospects the
analysts could glean from the companies themselves from other

It is there ore notable that the results of their efforts are

Vander Weide and Carleton further note:

[O]ur studies affirm the superiority of analyst's forecasts over simple
historical growth extrapolations in the stock price formation process.

this finding lends support to the use of valuation models
whose input includes expected growth rates.2
Indirectly,

Q26. THAT'S A LOT OF EXPERT COMMENTARY, BUT WHAT DOES IT ALL

MEAN IN THIS CASE?
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14 A26. It means that the level of accuracy of analysts' forecasts is an after-the-fact

15 evaluation with little relevance to the issues at hand here. What really matters is

16 that analysts' forecasts strongly influence investors and hence the market prices

17 they are willing to pay for stocks. Therefore, they should play a prominent role in

18 a proper equity cost determination. Staff, however, has failed to give these

19 forecasts sufficient weight in its analysis. Even Mr. Dre ran, who Mr. Manrique

20 relies 0n22, admits that:

21

22

23

We have also seen that in spite of high error rates being

20 John G. Craig and Burton G. Malkiel, "Expectations and the Structure of Share Prices" National Bureau of
Economic Research (University of Chicago Press, 1982) Chapter 4.

2 4 21 James H. Vander Weide and Willard T. Carleton, "Investor Growth Expectations: Analysts vs.

2 5 History" (The Journal of Portfolio Management, Spring 1988)78-82.

22 Manrique Dt. at 35-36.
26
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recognized for decades, neither analysts nor investors who
religiously depend on deem have altered their methods in any
way.

This is my point. If investors rely on analysts' growth rate forecasts, those

forecasts should be used to determine the cost of equity, proportionate to investor

reliance, not in a manner that depresses the import of that reliance. Analysts'

growth rates influence the prices investors will pay for stocks and thus impact the

dividend yields. The dividend yields change until the sum of the dividend yield

plus the growth rate equals investors' perceived cost of equity. Had the growth

forecasts been lower - as Mr. Manrique suggests they should be - the stock prices

would be lower and dividend yields would be higher, but there would not

necessarily be any difference in the ultimate estimate of the cost of equity.

Q27. HOW DO YOU RESPOND TO MR. MANRIQUE'S REFERENCE TO

PROFESSOR JEREMY SIEGEL?
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24 23 David Dre ran, Contrarian Investment Strategies: The Next Generation 115-116 (Simon & Schuster 1998).

25 24 Manrique Dr. at 38-39.

2 6 25 See Rebuttal Schedule D.4-3 and Rebuttal Schedule D.4-4.

A27. Mr. Manrique's reliance on the quote from Jeremy Siegel that "dividends and not

earnings are meaningful" is puzzling." The DCF model assumes, among other

things, that a firm will have a stable dividend payout policy and a stable return on

the book value of its stock. Thus, it is assumed that the stock's price, its book

value, dividends paid, and earnings all grow at the same rate. While it is

appropriate to mice such assumptions for forecasting purposes, these assumptions

are frequently violated when examining historical data. the

historical growth in the stock price, book value, dividends, and earnings for the

water utility industry has not been the same.25 Estimates of long-term growth rates

As it turns out,

18



should take this into account. Furthermore, I have not used earnings in my DCF

model; I used earnings growth as a proxy for growth. Earnings generate the funds

used to pay dividends. Growth in earnings provides more cash flows from which

dividends are paid. As a consequence, earnings growth is obviously extremely

important to investors, and is dierefore an entirely appropriate proxy for growth in

the DCF model.

Of course, I'd also note that I don't disagree with Professor Siegel that the

price of a stock is always equal to the present value of all future cash flows. I am

sure Professor Siegel would agree that future cash flows would not only include

dividends but the future sales price of the stock. I would also add that an

investment in the stock of a publicly traded utility is much more liquid than an

investment in SWC. If investors are unhappy with the return provided by a

publicly traded stock they can sell the stock within minutes. On Me contrary, an

investment in SWC does not provide the same level of liquidity. This lack of

liquidity creates additional investment risk.
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19 A28.
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DO YOU HAVE ANY FURTHER RESPONSE TO MR. MANRIQUE

REGARDING THE ISSUE OF USING ANALYSTS' FORECASTS AND

THE APPROPRIATE WEIGHT THEY SHOULD BE GIVEN?

Yes, I have one more comment. I find Mr. Manrique's reliance on a quotation

from Dr. Burton G. Malkiel is somewhat confusing. Dr. Malkiel is the Chemical

Bank Chairman's Professor of Economics at Princeton University and author of the

widely read national bestseller book on investing entitled, "A Random Walk Down

Wall Street." Mr. Manrique quotes Dr. Malkiel's apparent criticism of analysts'

estimates. Yet, in November 2002, Professor Malkiel affirmed his belief in the

superiority of analysts' earnings forecasts when he testified before the South

Carolina PUC:
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bias that existed in the late 1990s has indeed diminished. In
summary, current anal Sts' forecasts are more
reliable than they were during the ate Therefore,
anal sts' forecasts remain the t o  u s e  i n
per o

With all the publicity given to tainted analysts' forecasts and
investigations instituted by the New York Attorney General,
the National Association of Securities Dealers, and the
Securities & Exchange Commission, I believe the upward

I believe that
l990s.

pro Er of!
_/Yrming a Gordon Model DCF ana/s'is.2J

I believe that Dr. Malkiel's testimony should eliminate any disagreement on this

issue.

B. Firm Specific Risk

Q29. IS MR. MANRIQUE CORRECT THAT PRIOR COMMISSION

DECISIONS NOT FIND A FIRM SIZE PHENOMENON FOR

REGULATED UTILITIES?

Dm

A29. Yes, Mr. Manrique is correct, although the Commission's failure to recognize that

small firms are riskier than large firms - despite an abundance of empirical

financial evidence indicating otherwise - is another reason why it is more risky for

smaller utilities to do business in Arizona. Putting that aside, there are many

reasons why smaller utilities are more risk than larger utilities. I have discussed

these reasons extensively in my direct testimony and will not repeat that testimony

here.27 The simple fact is that a rational investor is not going to view an equity

investment in SWC as having the same risk as the purchase of publicly traded stock

in a substantially larger utility such as Aqua America, American States Water or

California Water Service.

The bottom line is dirt if the differences in risk between small utilities like
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26 See Rebuttal testimony of Dr. Burton G. Malkiel, South Carolina Electric and Gas Co., Docket No. 2002-223-E,
pp. 16-17 (emphasis added).

27 Bourassa COC Dt. at 15-23
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SWC and the large, publicly traded water utilities used to estimate the cost of

equity are ignored, SWC's equity cost will be understated and unreasonable.

Q30. INVESTORS CONSIDER SMALL FIRM RISKS AS WELL AS

REGULATORY RISKS?

DO

Of course. Contrary to Mr. Manrique's assertions, the investment related to such

factors as firm size and Arizona's regulatory environment are important to

investors. These risks are not captured by the market data of the water utility proxy

group Staff uses to estimate the cost of equity for SWC. None of the utilities in

Staff's water proxy group are of comparable size to sec." In fact, SWC is but a

small fraction of the size of the water utilities in Staffs proxy group. And none of

the water utilities in Staff's water proxy group operate exclusively in Arizona and

are subj et to this jurisdiction's regulatory requirements and policies."

Q31. IS THERE A WAY TO PRECISELY QUANTIFY THE EFFECT OF THESE

ADDITIONAL RISKS ON THE RETURN REQUIRED BY AN INVESTOR?

No. But that does not justify ignoring the differences between the sample utilities

and SWC, as Staff proposes.

Q32. HOW DO YOU RESPOND TO MR. MANRIQUE'S ASSERTION THAT

THE ARIZONA REGULATORY ENVIRONMENT IS NO LESS

FAVORABLE THAN THE REGULATORY ENVIRONMENTS FACED BY

THE SAMPLE UTILITIES?
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25 28 Bourassa coe Dr. at 17.
26 2914. at 16-22.

I disagree with him. Mr. Manrique testifies that the regulatory environment in

Arizona has many "attractive attributes," including the ability to seek accounting

orders, the recognition of known and measurable changes, the wide use of hook-up
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fees, and regulatory responsiveness, such as the approval of arsenic recovery

mechanisms and arsenic remedial surcharge mechanisms.30 i will address each of

the alleged "attractive attributes" Mr. Manrique has identified.

Q33. LEST START WITH ACCOUNTING ORDERS. ARE ACCOUNTING

ORDERS AN "ATTRACTWE ATTRIBUTE" OF REGULATION IN

ARIZONA?

No. am not aware that regulatory mechanisms similar to accounting orders are

not available to any of the sample water utilities in the regulatory jurisdictions in

which they operate. Therefore, accounting orders do not make Arizona attractive

to investors relative to other investments. Besides, the nature of accounting orders

I

Q34. WHAT DO YOU MEAN?

In fact, the

pursuant to a recent Commission-issued accounting order.31 Staff testimony

regarding the SWC's request for an accounting order in the instant case for future

consideration of significant arsenic media costs that were not recognized in the

Company's initial rate application demonstrates how difficult and how narrowly
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7 A33.
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11 limits their attractiveness.
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13 A34. In Arizona, accounting orders are narrowly tailored for specific circumstances and

14 generally only allow utilities to track certain, specified costs. No rate recovery is

15 authorized or assured. Rather, accounting orders issued by this Commission

16 postpone consideration of any cost recovery until a future rate case.

17 uncertainty inherent in an accounting order is illustrated in the pending Litchfield

18 Park Service Company rate case, where Staff opposes recovery of costs incurred
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30 Manrique Dt. at 41.

See Direct Testimony of Jeffery M. Michlik (water division) in Docket W-01427A-09-0104 at 12-14. Staff is
recommending denial of recovery of costs related to the potential contamination of its water supply due to the
proximity of a federally designated superfund site, although Staff has suggested consideration in a future rate case.
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Staff views the applicability of accounting orders."

Q35. WHAT ABOUT THE RECOGNITION

MEASURABLE" CHANGES?

OF "KNOWN AND

A35. Again, divs is not a regulatory attribute unique to Arizona. In fact, I am not aware

of any jurisdictions that utilize an historic test year where adjustments based on

known and measurable changes cannot be made to either the test year rate base or

to test year revenue and expenses in order to make the test year a more "normal"

representation of the costs of service during the period in which the rates will be in

effect. Arguably, the failure to allow such changes would be unlawful.

In contrast, California, in which three of the six sample water companies

(American States, California Water, and SJW Corp.) primarily operate, uses future

test years in setting rates. Under that state's rate making system, future expenses

can be increased to reflect expected changes including prob ected inflation, revenues

can be adjusted to reflect expected future erosion of revenues from water

conservation, and future expected capital investment can be recognized in rate

base. This regulatory approach is more attractive to investors Dian the simple

recognition of known and measurable changes to an historical test year.

Moreover, California allows adjuster mechanisms that permit utilities to

recover increases in purchased power and purchased water costs due to increases

rates charged by power and water providers. More recently, in connection with

implementing conservation-oriented rate structures, California has authorized water

revenue adjustment mechanisms to be implemented in order to offset revenue

erosion due to conservation. In some cases, California allows utilities to file for

adjustment mechanisms when unexpected significant capital investment has to be
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32 See Direct Testimony of Jeffry M. Michlik ('Michlik Dt.") at 29-30.
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made. By allowing revenues to change between rate cases to match known

increases in investment and operating expenses, utilities are given a reasonable

chance to earn their authorized return.

In contrast, adjuster mechanisms for purchased water and purchased water

have been uniformly opposed by Staff over the past decade, and they have denied

by the Commission." And, I don't believe that I have ever seen a revenue

conservation adjustment adopted by the Commission for an Arizona water utility

with inverted-tier rates designed to encourage water conservation.

DIDN'T THE COMMISSION PROVIDE ARSENIC COST RECOVERY

MECHANISMS IN THE PAST?

To some extent. But generally these mechanisms have only for allowed recovery

of debt service costs not capital and depreciation. That was beneficial, particularly

for utilities that could not cash flow the debt sen/ice without this mechanism in

place. In fact, this is the approach the Company proposed in its initial rate

application.34 However, these mechanisms did not include recovery of increases in

operating and maintenance costs associated with the arsenic facilities. And, the

Commission has made it clear that such mechanisms were special cases intended to

address extraordinary circumstances, and their approval did not establish a

precedent for adjuster mechanisms in general. Thus, while approval of the ACRMs

was certainly helpful to the water utilities that obtained them, they do not make

Arizona's regulatory environment more attractive to investors than other

jurisdictions, which routinely authorize cost recovery mechanisms .
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33 See, e.g Chaparral city Water Company, Decision 68176 (Sept. 30, 2005), Arizona Water Company (Eastern
Group),Decision No. 66849 March 19, 2004).

34 See Direct Testimony of Thomas J. Bourassa - Rate Base, Income Statement, Rate Design ("Bourassa RB Dt.") at
37.
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Q37. ARE THERE ANY OTHER "ATTRACTIVE ATTRIBUTES" THAT MAKE

OTHER JURISDICTIONS ATTRACTWE RELATIVE TO ARIZONA?

Yes. For instance, as I discussed in my direct testimony, in many states in which

Aqua America operates, utilities are permitted to implement surcharges to recover

additional depreciation and capital costs outside the context of a rate case." Aqua

America also operates in jurisdictions that allow utilities to implement rates before

a final decision in a rate case." In addition, in certain states in which Aqua

America operates, utilities are allowed surcharges to reflect changes in certain costs

until such time as the costs are incorporated into base rates.37 Pennsylvania allows

water utilities to collect a distribution system improvement charge ("DISC") for the

replacement of mains, storage tanks and other distribution system infrastructure.

Similarly, Middlesex operates utilities in Delaware, which also allows for the

implementation of a DISC for the recovery of depreciation and capital costs outside

the context of a rate case. Delaware also allows plant expected to be constructed

within three years from the end of the test period to be included in rate base. These

attributes are attractive to investors, and none of them are available in Arizona.

Q38. HOW DO YOU RESPOND TO MR. MANRIQUE'S TESTIMONY ON

PAGE 41 THAT INVESTORS CONTINUE TO ACQUIRE ARIZONA

UTILITIES AND INVEST CAPITAL IN ARIZONA SO THERE IS NO

REASON TO BELIEVE CAPITAL INVESTED IN ARIZONA IS AT A

DISADVANTAGE?
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I am not aware of any recently acquired utilities. I am aware several Arizona
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1 38 who have expressed concerns over their ability to attract capital in

Arizona. These concerns are directly related to the returns provided and the

regulatory environment in Arizona. But dirt isn't the point. We are attempting to

develop a fair and reasonable return on invested capital and, ultimately, rate of

return on rate base. The Commission has broad discretion, and may choose to use

historic test years with limited out-of-period adjustments, refuse to approve

adjuster mechanisms for water and wastewater utilities, and impose inverted-tier

water rates without considering the impact on the utility's revenues. But if it does

choose to adopt these policies, it cannot also ignore the impact on investment risk.

The criteria established by the Supreme Court in decisions such as Blue field Water

Works apply in Arizona too.

utilities

Q39. ARE YOU AWARE OF ANY STUDIES THAT SUPPORT YOUR

TESTIMONY THAT ARIZONA IS NOT AN ATTRACTIVE

REGULATORYENVIRONMENT?

Yes. Standard and Poor's, for example, issued a report in November 2008 that

ranked Arizona among the least credit supportive regulatory environments."

Investors do recognize the overall effect of the unfavorable regulatory environment

here in Arizona.

Q40. PLEASE RESPOND TO MR. MANRIQUE'S TESTIMONY ON PAGE 42

THAT REGULATORY RISK IS A FIRM-SPECIFIC RISK AND

INVESTORS CANNOT EXPECT TO BE COMPENSATED FOR FIRM-

SPECIFIC RISKS.

Mr. Manrique's assertion is undermined by the fact that the Blue field standard
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26 39Assessing U.s. Utility Regulator Environments,Rating Directs, Standard and Poor's (November 7, 2008).

38 Ag. Arizona-American Water Company, Arizona Water Company, American States Water Company, Algonquin
Power & Utilities Corp.
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Q41. ON PAGE 42 OF HIS TESTIMONY MR. MANRIQUE STATES THAT

THERE IS NO ACCEPTED ANALYSIS THAT DEMONSTRATES THAT

UTILITIES ARE SUBJECT TO THE SAME SIZE DEPENDENT BETAS AS

THE MARKET. PLEASE RESPOND.

1 requires the return on equity be commensurate with returns on enterprises with

2 comparable risks (the "comparable earning standard"). The impact of the various

3 factors on investment risk that I have discussed throughout my testimony, such as

4 small size, construction risk, regulatory risk, lack of diversification, small customer

5 base, liquidity risk, etc., are factors which make SWC more risky and therefore not

6 comparable to the large publicly traded water companies.

7 Mr. Manrique does not dispute the data contained in Morningstar supporting

8 small company risk premiums.40 It stands to reason that SWC would have higher

9 beta than the sample water companies.41 Yet, Mr. Manrique blindly accepts that the

10 average beta of the much larger publicly traded water utilities as the beta for

ll SWC.42

12

13

14

15

16 A4l. I find it ironic that Mr. Manrique has now essentially admitted that the Staff's often

17 cited Annie Wong study43 does not prove that a firm size effect does not exist in

18 the regulated utility industry. It would appear that the Commission's reliance on

19 Staff's unequivocal conclusion that the firm size phenomenon does not exist for

20 regulated utilities in the Black Mountain Gas rate case was unwarranted.44

21
22 40 Small company risk premiums are the risk premiums not explained by the higher betas for small companies.

41 Bourassa coo Dr. at 8.
2 3

42 Manrique Dr. at 28.
2 4

2 5

2 6 44 Manrique Dr. at 42-43 .

43 Wong, Annie. "Utility Stocks and the Size Effect: An Empirical Analysis." Journal of the Midwest Finance
Association. 1993. Pp. 95-101.
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Q42. PLEASE CONTINUE.

C. Risks Associated with Advances and Contributions

MR. MANRIQUE ALSO TESTIFIES THAT ADVANCES AND

CONTRIBUTIONS REDUCE A UTILITY'S RISK. HOW DO YOU

RESPOND TO THAT ASSERTIUN?

I agree with Mr. Manrique that plant financed with AIAC and CIAC can provide

benefits through access to zero-cost capital. This may eliminate the need to go into

the capital markets to raise additional capital. As I stated, this is why many smaller

utilities have higher proportions of these zero-cost capital sources.45 But this has

nothing to do with an equity investor's risk. The investor is concerned about

earning a fair rems on the funds he has invested.

Mr. Manrique suggests that because refunds are often revenue based that

this decreases risk to the investor.46 This does not make sense. Like debt service

payments, AIAC refunds take priority over investor claims on the cash flows

available to pay dividends. So, like debt, AIAC increases investor risk not the

other way around.

Q44. WHAT ABOUT MR. MANRIQUE'S SUGGESTION ON PAGE 41 THAT

1

2 A42. Risks that would obviously be considered by any rational investor are simply

3 ignored by Mr. Manrique. Would a rational investor really regard an equity

4 investment in SWC as presenting less risk than an equity investment in Aqua

5 America or in Connecticut Water Services, which have AA- and A bond ratings,

6 respectively? The answer is a resounding "no".
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45 Bourassa coo Dr. at 20.

46 Manrique Dr. at 40.
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THE REFUNDS OF AIAC RESULT IN RATE BASE INCREASES

ALLOWING FOR A GREATER POTENTIAL EARNINGS?

I have two comments. First, refunds of AIAC do not necessarily result in an

increase in rate base as implied by Mr. Manrique. It depends on the refund stream

and how fast the AIAC ftmded plant is depreciated. Second, assuming that some

increase in rate base does occur as a result of AIAC refunds, investors don't get

higher returns on the increase in their investment. That is, they don't get 10

percent return before the refunds are made and ll percent return after the refunds.

In fact, until the increase is recognized, the return to investors goes down.

Q45. PLEASE EXPLAIN.

Assume for simplicity that a utility's annual net earnings are $100 and the amount

of rate base investment is $1,000. The utility is earning a 10 percent return

($100/$1,000 times 100). If a refund of AIAC is made that increases the utility's

investment by $100, then the amount of investment has increased to $1,100. But if

earnings are still $100, the return on rate base investment decreases to 9.1 percent

(35100/$1,l00).

Admittedly, this is a simplistic example. In reality, plant is depreciated and

when refunds are made they do not result in a $1 for $1 increase in rate base. And,

by the time the utility files its next rate case, the impact of the refunds on rate base

may be completely wiped by the depreciation of plant. In the meantime, it is the

investor who suffers from an erosion of his/her return. The bottom line is that the

implication by Mr. Manrique that AIAC refunds decrease investment risk because

they potentially increase earnings is wrong.
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Q46. PLEASE CONTINUE.

There are disadvantages to AIAC and CIAC. For example, a high percentage of

zero-cost capital in a utility's capital structure is detrimental to the long-term cash
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flows of the Company because (1) the utility is not allowed to earn a return on

plant financed with AIAC and CIAC, and (2) the utility is not allowed to recover

depreciation on plant financed with CIAC. Keep in mind that plant financed with

AIAC and CIAC must be maintained and eventually has to be replaced. Further,

advances have to be refunded, diverting the utility's cash flow. Together, these

factors place additional stress on earnings and cash Hows, which increases risk to

the Company as the eventual plant replacements will require the Company to raise

additional capital to fund the replacements.

Q47. BUT AREN'T THE COSTS TO MAINTAIN PLANT INCLUDED IN

RATES, AS SUGGESTED BY MR. MANRIQUE?

A47. Not necessarily. Recovery of the level of expenses included in rates for

maintenance and repair expenses is not guaranteed. Further, significant emergency

repairs that are not contemplated in the level approved in a rate case are not

and are often characterized as non-recurring. In addition, any

capitalized repairs that the Company makes, like other investments, are recognized

or recovered between rate cases.

recovered,

D. Rebuttal to Remaining Staff's Criticisms of SWC DCF Analvsis

Q48. PLEASE RESPOND TO MR. MANRIQUE'S TESTIMONY ON PAGE 40

REGARDING YOUR USE OF A 5-YEAR TIME PERIOD TO MEASURE

HISTORICAL GROWTH RATES.

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

A48. Mr. Manrique criticizes my use of 5 years of historical data to estimate growth. I

can provide similar criticism of Mr. Manrique's decision to use 10 years of

historical data. I believe a 5-year historical time period is more appropriate

because it includes one recent period of economic expansion and one period of

economic recession. A 10-year period includes one period of economic expansion

and two periods of economic recession. Regardless of the time period, however,
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past growth rates may be misleading because past growth rates may reflect changes

in relevant variables that may not be expected to continue in the future. Value Line

reports both 5- and 10-year historical growth in earnings, dividends, book value,

cash flow, and revenues. Long-term analysts' forecasts are reported for 5-year

periods. This information would not be reported unless it represented value to

investors, whether for informational, forecasting, or analytical purposes .

Q49. WOULD IT HAVE MATTERED IF YOU USED 10-YEAR HISTORICAL

DATA IN YOUR ANALYSIS?

For all practical purposes, my 5-year and 10-year estimates of growth as well as

my overall cost of equity in the instant case would have been about the same.

Q50. DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY ON COST OF

CAPITAL?

1

2

3

4

5

6

7

8 A49.
9

10

11

12 A50.
13

14

15

16

17

18

19

20

21

22

23

24

25

26

Yes. Aldiough my silence on any issue not discussed herein does not necessarily

constitute agreement with Staff.
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Sahuarita Water Company, LLC
Test Year Ended December 31, 2008

Cost of Preferred Stock

Exhibit
Rebuttal Schedule D-3
Page 1
Witness: Bourassa

End of Test Year End of Protected Year

Description
of Issue

Shares

OutstandinG1 Amount
Dividend

Requirement
Shares

Outstanding Amount
Dividend

Requirement

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING

Line

No.

1

2

3

4

5

6

7

8
g

10

11
12

13

14

15

16

17

18

19

20

SUPPORTING SCHEDULES:
E-1

RECAP SCHEDULES:
D-1
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Sahuarita Water Company, LLC
Test Year Ended December 31, 2008

Cost of Common Equity

Exhibit
Rebuttal Schedule D-¢
Page 1
\Mtness: Bourassa

The Company is proposing a cost of common equity of 10.90%

Line
No.

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
l g
20

SUPPORTING SCHEDULES:
E-1

RECAP SCHEDULES:
D-1
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May 17, 2010
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Appendix B

Analyst Growth-Forecast Research

This survey, prupaueid'at the request of SDG8¢B by Dr. James H. Vander Weider,

Research Profeksiuur of Finance and Boonnugics at Duke University, summarizes nine

attieles that address whether analysts' growth fcuecasts an overly optindstic. Seven of

opltinnis6a Two End enid5nce of op6Msm. b\xt so conclude drat opdnuism has been

dbclhling siguiicamliyuvcr tims. Ofthesetwostl1dim,oneiinds Mat aumalww' forecasts

fcr&eS&P500amupe§simis6ct'ord1plastfcivlryea:s¢fMestudy. Me swmariw are

Iiswdixlchrannlctgicalordet.

the nine articles reviewed find no evidence that analysts' growth forecasts are overly

Crichfield, T.,Thomas DyckmlanbandJosefLakonishok (1978). "An evaluation of
security analyze' forecasts." The Accounting Review 53(3): 651-668 .

The aullwu study the ability ofseaxrity analyst to provide \unbiased estimates of earnings
pa-maxisaudeqmnnpaieallmljngtg* fmmtswramen» n» n» usmg» imp1¢s¢» usu¢a1
nuoddsbasetlonhis» t0ulL:icalEPS am. Tlneirstildyisbasodondallnduringlhepcriod 1967
r 1976 Eom tl:» Eama1gfFanec¢;vrerp11b1ismwdby S&uu&lrd&Pocr's, and thsiinual

szmnpleconsists o§46 Thoauthlnirs dnmtcludethlalttheanalystspérfdnhwellintelms
offouscast snrscwnnaldywhum cunnrpauud tn the fuxeeastapmaduoedby Ive staxisgioal models.
Their tests also suqvportfhehypotlmcsis that analysts predict EPS clxannges without
siguiicant syitemialliohias.

Elton, B; I., Martin I. Gruber and Mustafa N. Gultekin (1984). "Professional
expectations' accuracy and diagnosis of errors." Journal ofFinanciaI and Quantitative
Analysis 19(4)~ 351-363. .

The authors examine five questions regarding analysts' EPS forecasts: (I) what is the
size and pattern of analysts' errors; (2) what is the source of errors; (3) are some finns
more difficult to predict1l:an.others; and (4) is there an association between errors in
forecasts and divergence Ofainalysts' estirhates. The authors use the I/B/EIS database of
earnings forecasts for a sample otl4l4 Eirnus for the three years 1976 through 1978, and
they compare the I/B/E/S forecasts to actual earnings for each of the next two years. The
authors coinelude that analysts were accurate 'm estimating the average level o f growth in
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earnings for all stocks in the sample. However, analysts did have greater divergence of
opinion for some industries, and the diversion in analysts' opinions is positively related to
forecast error. .

a

Givoly, D., and Josef onishok (1984). "Properties of analysts' forecasts ofeamings: a
review and analysis of the research."JournalafAc./:ouniing Literature.3: 119-148.

.GivolyandLalnonishokrcviewdwslzntus ofdneresearchonswnityanalysts' forecasts
up to 1984, and dzeycoucluds tM: (1) the pucioxmance ofamrzdysh' foneizasu is 'm
gameudsupuior to thatofsmisdcdmodels, aresultMatiscunsiatentwitharatioanal
mlldnct &rfbwcastinlg Se:vices,wh¢re the higher costs financial amalysu' forecasts is

a~nd(2) Enancinl analysts' fowecasb incorpouluhs
the past history ofrwlizatioms ind pmledicliowls in an unbiased manna.

I3
Brown, L. D. (1997). "Analyst forecasting errors' additionalevidence." Financial

.Analysts Journal November/December: 81-88.

using data aw IIB/B/S for the period 1985 _ 1996, Brown studies whether:
(1) analysts' &>:ecasts are optimistic; (2) potential optimistic bias is constant over time;
:mad (3) analysts' forecasting earns are anaalla' for S&P 500 fiznus, Sis with large
nsrlrket crlqL:ilnli2:=Hition, iirnnrs with greater analyst following, Md fume in particular

For the entire period, BIGWII Ends lilatmodel aNd Nnerlian values ofantdysts'
forecasterrors arezem, butmeaneunrs are negative. I-Ie6nds thatthcnegativernean
forecast amer results Rom a relatively small number of large forecast errors, indicating
thattlxeseexrors aecountingwrits-dffs for s ssuls11n\mnlu\ber of
Bnnutsincertimyears. Mad» didsm4M5n&Mt {1)thcmeantt:sa1ystfclrecnstenor
decrees -~: ~'gncilzicantly over the period of his study; and (2) Optimistic bias of :Sean
forecasts for S&P 500 inns is dgniicsntly less than optimistic bias for all Ennis, and,
indeed, analysts for.S&.P 500 ams axe, on average, pessimistic for the years 1993 -
1996; (3)optil!iistie bias is less for large Elms tlmauln forsnnall firms; and (4) optimistic bias
is lessforiirms in certain industries ccuuupared to other industries, with the best forecasts
for do following indusuiesz food and mania predicts, transportation ° qvi1» u=\° n1.
comamrmications, and ctecsric, gas, sanitary services.

Knapp, M. P., aid David B. Rmmklu (1998). "Areiinansial analysts' fomcaistsof coiporatc
pnuifits rational." The Jozanul qfPoliticaI Economy 106(4): 768-805.

Keene and Rankle demonstrate that previous inferences regarding analyst optimism are
strongly affected by correlation in analyst forecast errors across forecasts and firms and
by unexpected accounting write-Offs and special charges. They develop a new estimator
of bias ltiat gives correct staiistieai inference when forecast errors are correlated, and they
show that previous studies' failure to account for correlation led to a conclusion that
analysts are optimistic, Using an I/B/E/S database over the period 1983 - 1991, they also
demonstrate that a correct test for analyst optimism leads to the conclusion that analysts
are unbiased.
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In addition tn problems caused by correlation in analysts' earnings forecasts, the authors
also addresstheproblems causedby unanticipated accounting accruals. Similar to
Abarbanell (2003), they demonstrate that statistical tests of optimism are distorted by
discretionary special accounting charges in the forecast period. Failure to adjust for
discretionary special accounting charges in the company sample under study distorts
statistical results in the direction of favoring the conclusion of biased analysts' forecasts.
The authors conclude that the evidence iN their papa strongly supports the view that
professional stock nnarlket analysts make rational forecasts of earnings per share for the
companies they follow. -

|

Abarbanell, I., and Reuven Lehavy (2003). "Biased forecasts or biased earnings? The

role ofzeported earnings in eatplaining apparent bias and over/underreaction in analysts'
earnings forecasts." Journal ofAccoun!ing & Economics 36: 105-146.

Abaltamdl mdLeimlvy investigate willa' the appatuumbias 'm asumlysu' timings
f¢¢» ¢a=ufnmpp¢.n» msnmnnmgsaamm snudiaun¢>q» u» i1n» aby1» rgea» ¢¢~» n4ingwrite-one

clxlarganudebyamnnlllnnxmbarofsamqsleinnus. TheAbarbanell/I.elmvy
studyisbasedonalargodauliuaaofcamsmsu1eahuintgfoucwastspwuvidedbyZdl¢imfor
We péiibd 19851 1998. WhurAbarba1ri~eil/LeMvy wnmimne a~ism'1=lu» u° n of analysts'
fcubcatIt6d*¢u'aovdthislimepaliod,&1ey61ud&at&eoulysWsHca1ilmdica1iumthat

.suppuwtithearguiwemtforamln1y§tu@1iimuiaumisaWldylnrgsnngativomnnnforucasterror.
. Inwnimt,uwnnedia1deu» arismo,suggeaemngunhvinsed&f¢sma,yvhi1ethepe1:ceu¢age _

dfpositivb GHWI is Hwan &d Per¢bnmgc of negative Unum
(48 pexcdtveraus40 puuen¢),suggcsti1ng apparentanalyst pessimism. Siniila2r9o Brown
(1997),Abarbane1IlLel1acvy uxplainthispheun~onnonomby obse!vingthat&nleRtail(H1e
gpdmigigQi1° fgdiguibu&0lgl)¢ggQ§nlgi iH¢ant]ymmg¢g¢mgggpgqggfgggger
magnitude than Boo dght1aiI(&ae padmis&c mil) of the distribution.
Ab~albml¢In1]/I¢ei:atvy's cozuclusioniasuppcmtedbyacemMaticm1studyd1atexamin~esthe
re1adon1shipbdvveenextrmenega&1ru fcncaste1ronvvit11 e::humsneyrlive uncmzpecned
aculuals. 'I`heconelationstudyindicutosaiizredconnectionbdwemthe exlremunexzors
inW1eRtai1of¢oerrordistllhutinal1andmnzxpec» &9dawncmmuiggaccruals. Oncedle
eibotof aceuvuntinggndualsisremoved&estudy,Abaxbalnell/LebawIixlH&atthcm¢an
8m1sca§t'eucmbeeumul=s tam lnldica£ng Tina! these is no tcndamcy for analysts' forecasts to
bscptimistic. v

I

C i d ine, S. I. (2005). "'I'iv:nds in amdyst earnings forecast pwpaties." Infernarional
ReWtw afF1uanclaI Analysts' 14: 1-22.

Ciwsutls examines fiends in anslysts forecsstdispelsion, arm, and optimismusingFirst

Call 120,022 WWIWWIY observations firm [990-201)1. He iilnds thatow opt i m i sm
daclinlnddgni'dcantly<werthe paiodofhis study andthatamalysts' fdsecssls far
proiitablefilnns beoamspessiuuistic'm&sMsaveula1ywsofM study period He
concludes am analyst optimism is no longer an issue and that, "[i]fanyduimg,analysts
halvsanswcousan: camrnlingspcssimismilorprof'xt5nnus." . 8
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Clarke, J., Stephen P. Ferris, Narayanan Iayaramau, and Jingo Lee (2006). "Are analyst
recommendations biased? Evidence &o1i1 corporate bankruptcies." Journal ofFinaneial
and Quantitative Analysis 41(1): 169~l96.

The authors test whether a bias exists in analysts' recommendations for firms that filed
for baankzuptcy in the period 1995 - 2001. Their database consists of a final set of 289
Iinuus that filed for balnlauptcy during this period and that have I/B/E/S analysts' forecasts.
As a comparison sample, the authors identify a matching group of firms with the same
SIC code and that have a similar likelihood of halnkruptcy admeasured by the Altman z-
score. The authors test for optimism by comparing the analysts' recommendations for the
companies in thebankruptgroup to the matched sample of companies in the Non-
baulnrupt group in five categories--strong buy, buy, hold, undevperfozm, and sell. They
find that, on average, analysts' recommendations are significantly lower for the
companies that eventually go bankrupt than for the matched complies that do not file
for bankruptcy. From this comparison, the authors conclude that the hypothesis that
analysts' recommendations are optimistic should be rejected. .

Yang, R., and Yaw M. Mensch (2006). "The effect of the SEC's regulation fair
disclosure on analyst forecast attributes." Journal ofFinaneial Regulation and
Compliance 14(2): 192-209. .

Regulation fair disclosure ("1z 8. FD"), issued on October 23, 2000, prohibits selective
disclosure of mateuriad non-public inltbrmation tO Elultwurcial analysts, institutional investors,

. wad wtlllurs prior to-nua1d1:\g it auvailaible to the general public Before the implernmrtation
oReg. FD,moncnlnfueneemnsmman¢l4suvvaemes&banlymcauinamal lysu
and ansamaonal investors. The aullinws examine whcthumrkcg. FD has iluMmoed
analysts' eawmings forecast accuracy :Md forecast dispersion fur companies that routinely
condnrct confsranse calls as well as forodmpanies thatdo.notooumduotonu1ference ails.
UsiI18 IIB/EIS forecast datafor me period Qctober 1998 tlw° "8h Septexunber 2002 and
12,806 iizlnnn-'quarter observations 'm pre-RegFD period and 13,104 Elm-quarter
observations 'm the post-Reg FD period, the authors examine the descriptive statistics of
analysts' forecast errors in tlrepre-Reg. FD and post-Reg. FD environments. They
conclude that Reg. FD had little influence on analysts' forecast errors: the mean forecast
error was approximately mo in both die pre-and post-Reg. FD periods. -
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