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IN THE MATTER OF THE
APPLICATION OF SAHUARITA
WATER COMPANY, L.L.C. (“SWC”)
FOR AN OPINION AND ORDER OF
THE COMMISSION (i)
DETERMINING THE FAIR VALUE
OF THE UTILITY PROPERTY OF

(i) 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

SWC FOR RATEMAKING PURPOSES,
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Sahurita Water Company. LLC (“SWC” or the “Company’’) hereby submits this
Notice of Filing Rebuttal Testimony in the above-referenced matter. Specifically file
herewith are the Company’s Rebuttal Testimonies, which include the following
testimonies, along with supporting schedules and/or attachments:

1. Rebuttal Testimony of Marian Homiak;
. Rebuttal Testimony of Mark Seamans;

2

3. Rebuttal Testimony of Mark F. Taylor;

4. Rebuttal Testimony of David S. Cutler, CPA
5

. Rebuttal Testimony of Thomas J. Bourassa, CPA (Rate Base); and
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6. Rebuttal Testimony of Thomas J. Bourassa, CPA (Cost of Capital)

Dated this 17 day of May, 2010.
Thomas J. Bourassa, CPA
Thoma/ J. Bourassa, CPA
129 W. Wood Drive
Phoenix, Arizona 85029

ORIGINAL and thirteen

(13) copies of the

forﬂel:going were filed the
17 day of May, 2010.



BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE
APPLICATION OF SAHUARITA
WATER COMPANY, L.L.C. (“SWC”)
FOR AN OPINION AND ORDER OF
THE COMMISSION (i)
DETERMINING 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
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REBUTTAL TESTIMONY OF
MARJAN HOMIAK
ON BEHALF OF SAHUARITA WATER COMPANY, L.L.C.

May 17, 2010
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Q.1
Al

Q.2
A2

Q.3

A3

Q4

A4

Please state your name and business address.
My name is Marian Homiak. My business address is 4549 East Fort Lowell Road,

Tucson, Arizona 85712.

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.

Please summarize your business and educational experience prior to
commencing employment with the Management Company.

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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Q.5
Q.5

Q.6

A6

Q.7
AT

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.

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 Staff’s 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 the Agreement, each month the Management Company

submits a request to the Water Company for reimbursement of that portion of the
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Q.8

A8

Q.9

A9

Q.10
A.10

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 with both that recommendation, as well as Mr. Michlik’s

indicated underlying reasoning.

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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Q.11

All

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]

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? |

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 the Management Company requests reimbursement from the Water
Company “likely” include a “25 percent mark-up” for Management Company

overhead and profit. That in fact is not the case, as the Commission Staff was
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Q.12

A.12

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.

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?

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.14

A.l4

Q.15

A.15

What occasioned that decision?

An awareness that the Water Company is a regulated public service corporation,
and a desire to remove this subject as an “issue” in Water Company rate
proceedings. Given Mr. Michlik’s testimony, it would appear that such “issue” has
not been removed as yet. Hopefully, my testimony in response to his will allow for

that issue removal goal to be realized.

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 perform
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.

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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Q.16

A.l16

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.

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.

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 the 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 other water companies in Arizona for the test
year. This chart indicates that out of 25 companies surveyed, the Water Company
is 9™ 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 the Water
Company’s ratepayers have been “disadvantaged” by the staffing and services

arrangement between the Water Company and the Management Company.

Q.17 Does that complete your Rebuttal Testimony?
A.17 Yes, it does.
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MANAGEMENT SERVICES AGREEMENT
(Rancho Sahuarita Water Co.)

This Management Services Apgreement ("Agreement") is dated, for reference purposes only,
as of June 1, 2007 ("Effective Date"), by and between Rancho Sahuarita 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. The parties desire to enter into a contractual relationship on the terms and conditions
hereinafter.

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

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

2. Relationship. The parties agree that the relationship of Contractor to Owner shall be
that of an independent contractor, 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 Qutside 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. Contractor shall devote such time, attention and energies to its obligations
hereunder as are reasonably necessary. Contractor shall be free to 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 of Contractor 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 file 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 ! attached hereto and incorporated herein by this
reference. Such compensation shall be due and payable by Owner to Contractor no later than five
(5) business days after invoice from 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 1099-MISC and 1096) upon the reasonable request of Owner from time to time.

8. Contractor Business Expenses. Subject to Section 6 above, Contractor shall be liable
to pay for the 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 of all 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 Indemnification Requirements. Contractor shall indemnify, defend (with
legal counsel selected by Owner) and hold Owner harmless for, from 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 Contractor’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 indemnification obligation shall survive a
termination of this Agreement for a period of two (2) years.

2



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 a 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 a 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.  Governing 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, Attorneys' 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.  Assignability. Contractor shall be permitted assign any or all of its 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 (2) 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:

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

If to Contractor: 4549 East Ft. Lowell Road



Tucson, Arizona 85712
Attention; Fred Lewis
FAX: (520) 529-3137

Each party may designate from 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.  Severability. 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 baving 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 WHEREQF, 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

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

By MKS Equitas Investment Group, Ltd. An Arizona corporation, Member
By: /%A//

Fred Levs'ris, President”



SCHEDULE1

COMPENSATION TO CONTRACTOR

Employes Pay Employee Pay

Employee Name Rate Frequency Status Responsibility
Cindy Gauntt L3 252.29 Bi-weekly  Not dedicated Human Resources
Fred Lewis $ 1,636.55 Bi-weekly  Not dedicated RSMC Controller
Cort Chalfant $ 273091 Bl-weekly Not dedicated Senlor Manager
Hortencia Lopez $ 406.29 Bi-weekly  Not dedicated File Clerk
Rita Lugo $ 219.29 Bi-weekly Not dedicated Accounis Payable
Mike Bowman § 1,633.68 Bi-weekly  Nat dedicated Land Development
Ray Gauthier $ 2,283.29 Bl-weekly  Dedicated Operations Manager
Mark Seamans $  4,27413 Bl-weekly  Dedicated General Manager
Jenna Allen $ 1,599.51 Bi-weekly Dedicated Customer Service Rep.
Diane McKenzie $ 2,667.78 Bi-weekly Dedicated Customer Service Mgr.
Alejandro Novoa $ 171819 Bi-weekly  Dedicated Laborer
Paul Martinez $ 2,685.20 Bi-weekly Dedicated Water Quality Mgr.
Fred Rodriguez $ 177480 Bi-weekly  Dedicated Mechanic
Marian Homlak $ 2,538.90 Bi-weekly Dedicated Controller
Raul Maldonado $ 1,774.80 Bi-weekly  Dedicated Water Operator it

The bi-weekly payrates shown herein inciude FICA, employer paid health Insurance, and 401K matching expense plus a 25% markup to
cover general averhead and profit. This schedule of values is representative of the level of compensation occuring bi-weekly as of the
date hersof 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 incurred by Cantractor (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 Contraclor to Owner in the same manner as regular monthly billings,
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Pay Data

Water Utility Compensation Survey - 2009
001

, “é ’\ itle: Top Utility Executive

; Description' 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
ey, 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 Is a single incumbent job.

%ALL PARTICIPANT DATA
k j T No.of No. of Avérage No. AverageBase  SOth Average  Average  Average
A } L Utilities __lg_cqn"lhl:gp_t.sw _Supervised Py Percentile _lvll@p_\irqudpolnt Maximum
9l 30 362 153,020 135306 117,920 143,259 163,198

3 :7,

K.r

3§ DATA BY POPULATION SERVED

: ‘:\' No, of No. of Average No,  AverageBase  50th Average  Average  Average
g ... ... ... Utitles ncumbents Supervised  Pay Percentlle | Minimum_ Midpoint __Maximum
. , > 1 Milllen 12 11 1241 249,506 252,648 200,894 246,580 296,869
500k - milliion 10 10 436 172,509 169,473 140,760 160,655 183,818
1 250k - 500k 13 13 459 154,045 134,000 117,932 145489 169,644
3 100k - 250k 22 22 276 149,371 141,696 113,025 140,110 168,623
: < 100k 34 34 104 118,040 109,035 85,724 103,365 121,170

i ATA BY NO. OF EMPLOYEES

e No. of No. of Average No.  Average Base  50th Average Average Average
_,& Utilitles  Incumbents  Supervised Pay Percentile Minlmum Midpaint  Maximum
: > 1,000 13 12 1305 231,929 241324 163437 201,258 242,148
'500-1,000 15 15 605 180,729 165,764 160,866 186,849 211,764

i

| ; 200 - 500 15 15 321 139,384 134,999 94,908 124,216 153,956

‘ 4 100 -200 20 20 151 135,488 133,174 111,021 132,568 155,429
1" <100 28 28 43 124,185 115,951 87,910 105,690 123,318

e

d
=

ociation ¥ © American Water Works Assoclation ’ 19




SWE Comporatle. Job

Vice Poeg Presit-T
Dew.fuemcf

Water Utility Compensation Survey - 2009
Job Code: 004
Job Title: Top 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.
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ALL PARTICIPANT DATA

{ No. of No. of Average No,  Average Base  50th Average  Average Average

) Utilities _Incumbents  Supervised  Pay Percentile  Minimum Midpoint  Maximu
64 €5 45 123,378 113,900 92,582 114,274  135,4

DATA BY POPULATION SERVED

— —— —_ Ve Gvm ———— S—— ——— —— PON.

e No. of No. of AverageNo. Average Base  50th -Average Average Avera.ge

[ Utllities  Incumbents  Supervised Pay Percentile Minimum Midpoint  Maxim
> 1 Million 11 11 173 168,253 176,112 123,723 156,937  188,1
500k - milllion 11 11 45 132,104 122,839 101,765 121,558  142,0
250k - 500k 11 11 33 116,604 117,499 86,869 110,825 1315
100k - 250k 17 18 23 114,789 110,000 85,621 104,729 1246
< 100k 14 14 10 96,844 93,985 73,819 89,696 1055

DATA BY NO. OF EMPLOYEES

I 7 7T 777 " Neof " Neof  AverageNo. AverageBase  SOth | Average  Aversge  Aversg

: Utilities Incumbents  Supervised Pay Percentlfe  Minimum Midpoint Maxim
> 1,000 © 10 10 178 173,268 178,965 123,723 156,937 188,1
500 - 1,000 14 14 48 131,122 121,547 100,443 118,816 139,
200 - 500 13 13 a3 107,517 104,986 75,186 99,427  120°
100 - 200 15 15 12 114,553 101,130 92978 110919  123;

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

2 © American Water Works Assoclatic
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Water Utility Compensation Survey - 2009
Code. 007
T'tle' Top Finance Executive

Eb Description: Responsible for management of the water/wastewater's financial resources, including acting as the

f dispersing authority for the Top Executive. Directs and manages the Accounting, Treasury and
’ . Budget Operations, Rate Administration, Contract and Information Services Sectlons. Do not include
i individuals who have responsibilities outside of water/wastewater. This is a single incumbent job.
(RN
N_.l. PARTICIPANT DATA
éj-"- Na.'o-f - No. o-f_ Avéraé; ﬁd." 'A.verage.B'aée ) 30th Average - —Avetage Average
'\f..... Utllities Incumbg_n_tf' ) _S_uggrvfs_gt_i . Pay .. .. Percentile Minimum Midpolnt  Maximum
. 57 57 34 123,110 112,362 96,232 117,833 140,262
i'axm BY POPULATION SERVED
;,; Na, of No. of AverageNo,  AverageBase  50th Average  Average  Average
A Utilities  Incumbents  Supervised Pay Percentile  Minlmum Midpoint  Maximum
] pha il -
u > 1 Million 11 11 82 173,364 166,000 128,338 163,602 196,935
Y S00k-milllion 9 9 26 124,131 124,405 100,600 119,903 138,814
':: 250k - 500k 10 10 30 113,901 92,581 85,103 104,775 130,240
§
*‘ . 100k - 250k 12 12 31 112,316 100,661 91,668 109,847 128,538
"_‘jf < <100k 15 15 15 100,417 103,750 79,096 95,427 112,263
BﬁTA BY NO. OF EMPLOYEES
No. of No. of Average No.  AverageBase  50th Average Average Average
:?'_ Utllitles  Incumbents _ Supervised ~ Pay Percentile Minimum_ Midpoint  Maximum
> 1,000 10 10 84 176,035 174,909 125,901 160,418 193,189
500-1,000 1 i1 38 132,780 124,405 110,045 128,476 149,397
200-500 12 12 27 110,788 113,953 78,648 100,969 126,855
100 - 200 12 12 23 108,282 93,090 90,785 108,211 124,552
<100 12 12 9 97,283 94,185 78,952 93,049 107,650

D American Water Works Association 25
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Water Utility Compensation Survey - 2009 f
Job Code: 010 3
Job Title: Top Human Resources Executive ;‘j

- Job Description: Responsible for the formulation, administration and direction of all human resource programs for
the water/wastewater utility, lincluding: recruitment, selection and employment, compensation,
benefits, training and relations. Do not include individuals who have responsibilities outside of ;f

water/wastewater, This is 3 single incumbent job,

R 2N

e N i
H
ALL PARTICIPANT DATA 3
No.of  No.of Average No.  AverageBase  50th Average  Average  Average g
Utilities  Incumbents  Supervised Pay Percentile  Minimum Midpoint  Maximum ;
39 39 10 106,658 95,976 83,104 100,996 119,684 3
!
3

DATA BY POPULATION SERVED

No, of No.of 'A:n-a;;ge No. ‘A-ver;:g.é' Base soth Average  Average  Average
Utllities  Incumbents  Supervised  Pay Percentile  Minimum Midpeint  Maximum
> 1 Million 10 10 25 142,503 147,630 103,341 130,630 156,225
500k - milllion & 6 5 100,065 88,984 79,882 93,817 109,031
250k - 500k 6 6 6 104,607 97,325 86,231 102,500 124,161
100k - 250k 8 8 5 97,151 102,140 75,283 91,955 108,773
< 100k | 9 S 2 81,042 84,535 64,465 77,438 80,111 E
DATA BY NO. OF EMPLOYEES
No. of No. of Average No,  Average Base  50th Average  Average  Average
Utilities  Incumbents  Supervised  Pay Percentile  Minimum  Midpoint  Maximum 2.
> 1,000 9 S 29 148,114 157,224 106,996 136,007 162,934 .
500-1,000 8 8 6 114,726 123,787 94,279 108,840 125,368
200 - 500 5 5 5 94,477 94,488 69,928 86,825 110,798 '.
100 - 200 11 11 3 87,797 85,300 72,654 86,050 99,579 3
<100 6 6 4 78,444 79,292 59021 72,233 84,794
28 ' © American Water Works Association 3
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Water Utility Compensation Survey - 2009
Job Code: 014
Job Title: Water Operations Manager
Job Description: 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 reservolirs; supervises leak detection activities and 24-hour service department. Do
not include individuals who have responsibillties outside of water/wastewater, This is a single
incumbent job.
ALL PARTICIPANT DATA
No. o}w— N; of T Avéfaké No. Averagé Bése SOtI;-— Average - Average  Average
Utllitles  Incumbents Supervised _ Pay _ Percentlle  Minimum  Midpoint  Maximum
71 72 31 93,667 84,209 75,522 91,313 107,632
DATA BY POPULATION SERVED
No. of No, of Average No. Average Base  50th Average Average  Average
Utilities  Incumbents Supervised Pay . . Pergentile Minimum_ Midpolnt Maximum |
> 1 Million 2 9 66 144,810 125,850 110,501 137,104 161,247
500k - milllion 9 9 23 101,074 100,006 80,069 96,431 113,015
250k - 500k 11 11 31 97,300 80,979 79,468 94,479 112,534
100k - 250k 16 16 ' 44 96,664 102,637 74,151 90,143 106,762
< 100k 26 27 14 70,885 66,972 56,610 67,698 79,284 .
DATA BY NO. OF EMPLOYEES ’
No. of No, of Average No.  Average Base  50th Average Average  Average :
utilities _Incumbents  Supervised  Pay Percentile Minimum_ Midpoint  Maximum |}
> 1,000 10 10 &9 144,530 130,620 110,892 136,917 161,265 ;
]
500 - 1,000 10 10 39 109,088 111,509 86,632 102,301 120,524 {
200 - 500 11 11 32 81,105 81,149 62,291 77,797 95,419 ‘
100- 200 19 19 28 88,191 80,700 71,774 84,575 97,100 ;
<100 21 22 13 74,549 73,494 58,485 71,133 84,174
k7] © American Water Works Association
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1 Water Utility Compensation Survey - 2009 (aQ"‘"‘ e,
] Job Code; 020 §
3 . Job Title: Office/Administrative Services Manager '3
- Job Description: Responsible for direction of the functions of graphics and reproduction, records and facility mapping, g
mail and messenger services, switchboard and other general office functions for the ?
water/wastewater utllity. Do not include Individuals who have responsibilities outside of ,;-,
L water/wastewater. This Is a single incumbent job. ¢
t ?
ALL PARTICIPANT DATA ;
f- T T No. of No. of Average No.  Average Base  50th Average AveraEe Avera'ga _...? r
Yt e . Utlfities _incumbents Supervised  Pay = Percentile Minimum _ Midpoint Maximum | 3
25 25 5 74,423 70,096 58,891 68,526 80,436 ’2?
} .':
: §
DATA BY POPULATION SERVED
No. of No. of AverageNo. Average Base  S50th Aversge  Average  Aversge
_ . .. _Lunties Incumbents  Supervised Pay Percentlle  Minimum Midpoint M.‘.”f‘.'?f"!‘.,J 3
> 1 Million 3 3 * * * b . *
500k - milllion 5 5 5 74,194 70,096 89,729 71,104 82,820
250k - 500k 5 5 5 66,350 70,643 51,387 60,949 71,843
100k - 250k 7 7 5 73,660 69,411 58,968 68,425 78,483
<100k 5 5 3 51,627 43,300 42,686 51,726 59,618
DATA BY NO. OF EMPLOYEES
No. of No. of AverageNo. AverageBase  50th Average  Average  Average g1
e e e Uilies  Incumbents Supewvised  Pay Percentlle Minlmum Midpoint _Maximum E
>1,000 4 4 * * . * * ¥
500- 1,000 6 6 6 80,866 78,308 63,858 73,795 87,306
zoo . 500 3 3 * * - * ¥ 3
100 - 200 7 7 6 69,736 44,756 57,933 68,506 77,994
<100 5 5 3 58,099 63,000 48,255 56,630 63,993

38 © American Water Works Association




Water Utility Compensation Survey - 2009

021

Customer Service Manager

ob Code:
pb Title:

ng,

water/wastewater, This s a single incumbent job,

,SUJQ. ?6.3\"'\ m"

Qus%mu— Se-“\l\u
Md-ascu‘ e

ob Description: Responsible for the customer services, water sales 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

v e oo e - o

‘“s“j . PARTICIPANT DATA
nm__ k-3 No. of No, of Average No,  Average Base  50th Average  Average  Average '
Utilitles  Incumbents  Supervised Pay Percentile  Minimum _Midpoint Maximum
A86 T - - - T T/
66 66 29 82,121 80,257 63,115 77,268 91,999
No. of No, of Average No, AverageBase  SOth Average  Average  Average —’
— e _. Mulides Incumbents  Supervised  Pay _ Percentile  Minimum  Midpoint Maximum
> 1 Million 10 10 42 108,346 106,461 75,440 97,009 117,743
500% - milllion S 8 65 90,038 83,637 68,248 83,059 98,601
250k - 500k 8 8 41 89,971 86,075 74,201 89,826 110,300
100k - 250k 19 19 22 82,329 82,139 63,134 76,563 90,609
< 100k 20 20 9 62,109 57,449 49,370 59,226 68,668
DATA BY NO. OF EMPLOYEES
num No, of No. of Average No, Average Base  SOth Average Average Average
. i Utllities  Incumbents  Supervised Pay Percentile  Minimum Midpoint  Maximum
> 1,000 10 10 40 108,847 106,461 77,008 98,069 118,031
306
500 - 1,000 13 13 69 98,355 89,300 73,497 89,454 107,142
*®
A 200 - 500 11 11 33 83,163 81,323 62,209 78,421 99,888
994 Mk
x 100-200 16 16 11 74,111 76,548 61,130 71,625 81,866
593
> A <100 16 16 7 59,522 57,449 45,247 55,008 63,278
© American Water Works Association 39
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Job Code: 022
Job Title:

Water Utility Compensation Survey - 2009

Accounting Manager/Controller

5 wC P&s vt -~
Conctrollers

Job Description: 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 [s a single incumbent job.

oo b ap e em——

ALL PARTICIPANT DATA
No. of No. of AverageNo. AverageBase  50th Average  Average  Average
Utllities  Incumbents  Supervised Pay Percentile Minimum Midpoint  Maximum
42 43 12 97,540 89,184 77,241 94,107 110,938
DATA BY POPULATION SERVED
No. of - No. of - Av;;age No? —Rv-er.age'sése’m 'SOt_I; N Average Average  Average
Utilities  incumbents  Supervised Pay Percentile  Minimum Midpoint  Maximum
>1 Millien 10 10 16 127,851 126,662 95,675 118,415 141,569
500k - milllion 9 9 15 98,943 89,939 77,660 93,425 108,655
250k - 500k 7 8 10 86,124 83,907 69,285 80,120 93,020
100k - 250k 8 8 10 97,399 98,426 76,444 93,604 110907
< 100k 8 8 6 71,783 74,287 56,234 69,941 84,260
DATA BY NO. OF EMPLOYEES
No. of No, of AverageNo, AverageBase  50th Average  Average  Aversge
Utilities  Incumbents  Supervised Pay Percentile Minimum Midpoint  Maximum
»>1,000 10 10 16 123,737 126,662 93,111 116,151 137,741
500 - 1,000 9 10 18 99,304 89,939 79,375 83,430 108,524
200 - 500 8 8 10 85,048 84,154 67,037 82,527 99,153
100 - 200 11 11 6 90,286 88,428 74,104 87,467 100,134
<100 4 4 * * * * * *
A0 © American Water Works Association

fes~ ¢




— ) | Swe. Position:

(L‘hlt"‘j Teel

Sgtatpees . 1

Water Utility Compensation Survey - 2009

Job Code: 041
Job Title: Water Treatment Plant Operator {[ntermediate)

Job Description: 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 certlfication.

e A R g A P

ALL PARTICIPANT DATA .
f o e o 70;:;}- hil;.:f‘ ' A.ve-;'age No. Av;.rage Base S50tk Average  Average  Average —.‘ .‘f‘
el tilities Incumbents  Supervised  Pay Percentile  Minimum  Midpoint Maximum g
78 614 6 48,583 46,270 40,229 47,483 54,828 1
t
i
.
DAYA BY POPULATION SERVED

l No. of No. of AverageNo.  AverageBase  50th Average  Average  Average } 3
1 Utilities _ Incumbents  Supervised Pay Percentile Minimum Midpoint _Maximum k2
> 1 Million 9 147 49,433 56,921 44,875 - 52,565 60,829 il

500k - milllion 10 91 12 54,943 46,152 45,841 53,261 59,198

250k - 500k 12 114 6 46,954 50440 41,115 47,856 55,717

100k - 250k 20 137 47,396 48,758 37,772 45,087 52,385
< 100k 27 125 1 45,742 45,032 37,566 44,882 52,222 &
DATA BY NO, OF EMPLOYEES &
No, of No. of AverageNo, AverageBase  50th Average  Average  Awerage | f 4
_..Utllitles  incumbents  Supervised Pay Percentlle Minimum Midpoint  Madmum ,_.!g
Ak R . - Rbbabicl k2
>1,000 10 103 6 51,777 57,072 45,967 53,095 60,383 ‘:;,,'
;{ 3
500 - 1,600 15 195 12 48,833 45,894 40,402 46,889 53,450 %
F
200 - 500 16 91 46,809 47,608 38,545 46,248 55,111 :g
100-200 17 111 47,564 45,362 38,470 46,141 52,807 %

<100 20 114 1 47,680 46,396 39,955 47,208 54,356

© American Water Works Assaciation
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Job Code:
Jobh Title:

042

Water Utility Compensation Survey - 2009

Senior/Lead Water Treatment Plant Operator

SLL)L POSI.'}‘IW\:

gemar

Te

U_‘H(\
o

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

%
3

certification,
ALL PARTICIPANT DATA
- e No. of No. of Av;}_aE No. AverageBase  50th Avet'ag:'- Av:rage A\;e}égé -
. o Utilities Incumbents _ Supervised Pay Percentile Minimum Midpoint Maximum |
69 343 7 58,833 56,472 46,303 55,699 64,939
DATA BY POPULATION SERVED
I No, of No. of Average No. AverageBase 50th Average  Average Average |
' . Utilities Incumbents  Supervised Pay Percentile Minimum Mldpglg_t_‘wl}ggy_lmmg
> 1 Miition 8 110 3 68,468 66,696 52,045 63,820 76,010
500k - milllion 9 77 2 57,616 56,420 53,168 62,636 71,208
250k - 500k 9 46 11 49,611 56,700 43,865 54,589 64,295
100k - 250k 20 62 5 55,340 59,356 46,520 55,560 64,827 .
< 100k 23 48 7 52,053 51,418 42,119 50,386 58,598
DATA BY NO. OF EMPLOYEES
! No. of No. of Average No.  AverageBase  SO0th Average  Average  Average .
- L __ Utilities _ incumbents _Supervised  Pay . .—_ JPercentile Minimum Midpoint Maximum :
> 1,000 10 73 7 76,711 66,696 50,589 62,225 74,044
500-1,000 12 101 S 51,654 53,870 45,623 54,060 62,764
200 - 500 15 84 9 49,807 55,078 41,874 51,948 61,616
100 - 200 15 51 3 64,574 57,763 51,862 60,943 69,583
<100 17 34 8 55,463 56,472 43,603 51,853 59,935
© American Water Works Association 55
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HOMEPAGE | MY TIMES | TORAV'S PAPER | VIDEQ | MOST FOPULAR | TIMES TOPICS | : Get Home Dellvery : Lop In  Repister Now

Ehe Netw JJork Times . o
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WORLD | US, | NX/REGION ' BUSINESS | TECHNOLOGY | SCIENCE : HEALTH : SPORTS : OPINION | ARTS ; STVLE | TRAVEL & JOBS . REALESTA
FINDAJOB POST YOUR RESUME J0B SEEKER LOGIN CAREER ADVICE |

EEﬂagclal Syagau% Pingﬁﬂi! Systams Manager Financial Systems Maugaer Flnancial Recrulters
*Find Providers of Finonclal Servicss, -Free 1ehing. No Mo Lengthy  ~Search The Tap Jobs in Financa, -8end Your Rasuma To Top §75k+

Your Business Saiulion Saarches. Candldate Confidentiakly Ragister and Apply ai Dice.com Flnanca Racnlers tn Your Ama.

New Search | Methodology | Help

The medien lotal compensalion including benefils for a typlca
Finandial Systema Manager in Tucson, AZ, |5 $132,707, This basic
markel pricing report was prepared using our Certified Compensation
Professionals’ analysis of survey data collecled from thousands of MR
depariments at employers of all sizes, industries and geographies,

Tolal compensation (base + bonuses + banefils) w123
Median % of
Henefit Amount  Total
Base sal 501,435 68%
ﬁ Bcnumsafy 56,135 5%
[0 Social Sacurity S§7484 6%
W 401x/403b 53,708 3%
[ Disabllity su7e 1%
B Healthcara 56,103 5%
{J Pension $4,878 4%
B Time off $12,008 9%
Tota} $132,707 100%

.| IMPORTANT: Your pay can be dramatically affecied by compensable
faclors such as employer size, Indusiry, employee credentials, years
of experience and others,

To recelve a free Initial analysis or purchase yotsr personal
salary report, click "Next Page”,

Next Page

- Eara Your Degree ™
in 2 Years ar Less.

Associase’s Programs
Bachwlor's Programs
Cervlicare Programs
Daoctoral Pragrams
MEBA. Frograms
Master's Programs

Start Here!

Cost of Living Calculator

7

Movlng-:zn affect both your satary level and your cost of living. The
Cast of Living Wizard reveals the impact. Enter Base Salary

5 _ [(cetstaned )

éxecutive Compensation Wizard

What do top executivas eamn? Actual pay stats at thousands of U.5.

companies, Enter a Company Name:

Values of benefils can vary widely by industry and company.

Compare Base Salary to... Enter a Company Ticker Symbol:
»Nafiongl averape  » New locallon » Relatad job '
Job Assessor

Salary News and Advice from Salary.com

Compare how two apportunities relate to one and other. Evaluta,

Workers Say They're Underpald — But Are They Right?
By SALARY.COM accept, or decline a job offér or avaluate your job statisfaction,
*Begtn

According to Salary.com's 2006/2007 Employas Job Satlsfaction and Retention Survay, 62

parcent of emloyees plan on Jooking for a new job in the next three months, Dissatisfisd

employees have cited a variety of reasons for their desire io leave their company, including lack

gf opé:lnnunlty for advancement, no recognition for achievaments, insufficlent benefits and even  Millionaire Maker
aredom.

Sme Ofi ggm Work Gains In Importance Leam what it takes ta make 1 million dollars by a certain age with

MRllonaire Maker, aur anline calculatar. In less than one minuts, we't
Q;nse;i;r: :‘ﬂﬁ'ﬁ:ﬁﬁm%#‘r?zs"f:g;nzrmbg:r‘:ﬁgrﬂ;'.mb" of hours clocked on the job analyza your Investmants, savings, and other factors in weafth-

How Wen and Women Usa Thelr Time creation. Make your wealth-building plan now,
y SALARY.COM

Working women are spending about an hour more doing housewerk and iaking care of famlly

meml;ers each day than working men do, according to a new report releasad by feh Department

of Labor,

Home | Word! U.§, i N.Y./Reglon | Business: Jechnology! Science : Heally : Spors | Opinjon : Ats: Stvle: Jravel: Jobs Real Estate @ Aulos: PackigTop
Copyripht 2010 The New York Times Coppany : Privacy Pollcy | Search ! Comections RSS! Firstlook i Help ContactUs: WorkforUs: Site Map

Salary Wizard® )5 & registered trademark of Salary.cam
© 2000-2008 Salary.cam, Ing,

Advertise with Us | Pattnursilllps | Abaut Salnry.com, Inc.

http://salary.nyﬁmes.com/salarywizard/layoutscripts/swzl_compresuit.asp?jobcode=FA060... 5/11/2010
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| Get Home Dealivery ; Log [n { Registar Now

EheNew HorkTimes Jobs

Tuesday, May 11, 2010

WORLD | US. | NY/REGION ' BUSINESS | TECHNOLOGY | SCIENCE | HEALTH _ SPORTS |

FINDAJOH POSTYOUR RESUME JOS SEEKER LOGIN CAREER ADVICE ; EMPLOYER CENTR

OPINION | ARTS : STYLE | TRAVEL : JOBS :REAL ESTATE | AUTOS

ting Man

ccounting mana

s A ooy e han 4
Cambiridge Raplstry, -Resumes

New Search | Methodology | Help

Tha median expected satary for a lypical Accounting Manager in

Tucson, AZ, Is $74,981. This basic market pricing report was
prepared using our Certified Compensation Professlonals’ analysis of
survey data collected from thousands of HR depariments at employers
of all Bi2es, industries and geographies,

HR Reported data s of May 2010 salory;..
Accounting Manager 25th Percantila Median 75th Percentiis
Tucsors, AZ $66,17B 574,851 SB4,774

IMPORTANT: Your pay can be dramatically afiecied by compensable
factars such as emplayer size, industry, employee cradentials, years
af experience and othars.

To raceive a free Inftial analysls or purchase your personal
salary report, click "Next Page”,
Next Page l

» Related job

Compare Base Salary to..,
r National avarage # New location

Salary News and Advice from Salary.com

Workers Say They're Underpaid — But Are They Right?
By SALARY.COM

According to Salary.com's 2006/2007 Employee Job Satisfaction and Retention Survey, 62
percent of emloyees plan on lcoking for a new job In the next three months. Dissatisfied
employees have cited a variely of reasons for thelr desire ta leave their company, including tack
of opporiunity for advancement, no recognition for achlevements, Insufficlent benefits and even
boredom.

Time Off from Wark Gains In Importance
By SALARY.COM

American workers are saying they need a break. As thelr number of hours clocked on the Job
hes crept highar, mare tima off has become a bigger priarity.

How Men and Women Use Thelr Time
By SALARY.COM

Working women are spending about an hour mare doing housework and tzking care of family
members each day than working men do, according to a new report released by teh Depariment
of Labor,

Account Manager Salary
-Fres May 2010 salary reporis; matchad

10 your exact job prafile,

Ads by Googla

» Truch Priver
Position Description: United Rentals, ...
Phoenix, AZ

» Manufacturing and Praodyction ...
Jablt Tempe s kaving a JOB FAIR ON AP..,
Tempe, AZ

» Service Assurance Tachalcian ..,
This is @ 3 month contract assignment....
Phoenix, AZ

» SoRtwarg Enginear & Sy, VAV B,
Deszription Belcan is a leading provid.,.
Phaenix, AZ

Cost of Living Calculator

Maving can affect both your salary level and your cost of iving. The
Cost of Living Wizard reveals the Impact, Enter Base Salary

s {(Get Started |

Executive Compensation Wizard

What do top executives eam? Actual pay siats at thousands of U.S.
companles, Enter a Company Name;

GR'" .
Enter a Company

Job Assessor

Ticker Symbai;

Campare how two appartunitles relate to one and other. Evalute,

dectine a jab offer or evaluate your job statisfaction.

Millionaire Maker

Leam what it takes to maka 1 milllon dollars by a cerlaln age with
Milflonaire Maker, our online calculatar. In less than one minute, we'll
anafyze your Investments, savings, and other faciors In wealth-

creation, Make your wealth-bullding plan now.

Copyright 2010 The New York Times Campany : Privacy Poficy * Search ¢ Comeciions
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BSS: Firstlook ! Heln. ContactUs! WaddforUs SiteMap

Salary Wizard® Is a registered trademark of Salary.com
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SWC Rstin? Page 1 of

Humew— Cesoucee.
[P -

Gl Homa Delvery Lof; In  Register How

SRl DT MR E PR RN H AEY D) Y EE R FOTERT KU IANES

GPRERIG ARIS STYLE IRAVEL.  JOBS REAL ESTATE  AUTOS

FIND AJOB  POST YOUR REBUME OB SEEKER LOGH CAREER ADVICE EMPLOYER CENTRAL

HR Masteds Dadgres Healtheare Management Online Associales Degrees  Vensure Employer Sepvices
Top ranking Onllne HR Master Dagrae  Resources for a Value Based Health - Compare onfine schiols and degrees.  Oulsource human msourcos including
from ACU. Fully Accradilod, Management Plan wilh VEHM. Accredilad univarsiiles only. payrall, worker's comp, and mara,

New Search { Methodology | Help

The median lotal compensation including benefits for a typical Humuin
Resawnas Axsistant 11 in Tucson, AZ, is S60,852, This basic market
pricing report was prepared using our Certified Compensation
Professionals’ anaiysis of survey dala coflected from thousands of HR
departmenls al employers of all sizes, indusiries and geographles.

"—-‘-‘-\' :
| Base Salary | Beruses f . i

Median % of

Benefit ‘Amount Total

"} Base salary $41,240 68%
] Bonuses s708 1% .
[m] y $3,216 5% R
Q- $1,597 3% .-
a 5420 1%
=] §6,103 10%
fu] 52,102 %
£ Tuna e 55,174 9%

Total $60,662 100%

IMPORTANT: Your pay can be dramatically affected by compansable
factors such as employer size, indusiry, employee credentials, years
of expatience and others.

To recalva a frae Inltial analysis or purchase your pursonal
salary report, click "Next Page".

lival e

Values af benefits can vary widsly by indusiry and corapany.

Coampare Base Salary 1o..,
U I B R T hation Reloien job

Salary News and Advice from Salary.com

Workars Say They're Underpaid -- But Are They Right?

According lo Salary.com's 2006/2007 Employee Job Satisfaction and Relenlion Survey, 62
percent of emlayeas plan on locking for a new job in the next fhres months. Dissatisfied
employaes have cited a variety of reasons for their desire o leave their company, including lack
of opporiunity for advancement, no recognition for achisvements, insufficient benefits and even

boredom.
Time Off from Wark Gains in Importance

American workers are saying they need a break. As their nimber of hours clocked on the job

has crept higher, mare time off has become a bigger priority.
tHow Men and Women Use Their Time

Warking women are spending about an hour more doing housework ant taking care of family
members each day than working men do, according o a new repoart released by teh Depariment

of Labar.
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Cost of Living Calculator

Moving can affect both your salary level and your cost of fiving, The
Cost of Living Wizard revesls the impact. Enter Base Salary

$ | Get Started |

Executive Compensation Wizard

What do top executives earn? Aclual pay stals at thousands of U.S.
campanies. Enler a8 Company Name:

OR
Enter a Company Ticker Symbol:

{ Search |
Job Assessor

Compare how hvo opporiunities relaie {0 one and other. Evalute,
accept, or decfine a jab alfer or evaluate your jab statisfaction,

|_Begin |
Millionaire Maker"
Leam what it takes to make 1 milliion doltars by a certaln age with

Millionaire Maker, our online calculatar. In less than one minute, we'll
analyze your invesiments, savings, and other faclors in wealth-

creation. Make your wealth-building plan now. | Begin
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New Search | Methodology | Help FinanciolAid.com

The medlian total tion Including benefls for a typlcal Advance Your Carcer,

e medlan campensation including benafits far

Accounts Payable Glerk, Sr. In Tucsan, AZ, 1s 555,358, This basic Choose Y"“’inleﬁg

market pricing report was prepared using our Certified Compensation Get Financial

Professlanals’ analysls of survey data callected fram thousands of HR Learn More - Gat More Info
‘ depariments al employers of all sizes, Industries and gaographles, s | oI AT

Bare Salony | Bemoses et L ticails Care L accounting Y Technolooy
Tt campnsatin (i + bonuses + “iza aED
Median % of
Benefit Amount  Total

) Bass salary §37,223  67%

Borises $78 1% Click Here

[ Social Security S2,804 5%

T

Dis

B ieaiheore 8303 1% Cost of Living Calculator

O Penslon 51,888 3%

;?g:r " 5:;.':?;% 1.,322 Moving can affect both your salary leve! and your cost of fiving. The

IMPORTANT: Your pay cen be dramallcally affectad by compensable
factors such as employer size, Industry, employee credentlals, years
of experience and othars.

To recefve a free (nitial analysis or purchase your personal

salary roport, click "Next Page®,
Next Fage l What do top executives eam? Actual pay stats at thousands of U.S.
companles, Enter a Company Name:

ng Wizard reveals the impact. Enier Base Salary
Get Starled

Executive Compensation Wizard

Values of beneflis can vary widely by industry and company.

SR
Campare Base Salary to... Enter a Company Ticker Symbol:
2 Natlonal average r New location ¥ Related job

Salary News and Advice from Salary.com Job Assessor

!Vomer?cso'ay They're Underpald — But Are They Right? Compare how two opportunities relate to one and other. Evalute,
y SALARY

According to Salary.cont's 2006/2007 Employee Job Satisfaction and Retentian Survey, 62
percent of emloyees plan on |ooking for a new job In {he next three manths. Dissatisfied
employees have cited a variety of reasons for thelr desire to leave thelr company, including lack
of opportunity for advancement, no recognition for achievements, insufficient benefits and even  Millionaire Maker
boredom.

Time Off from Work Gains In Importance Leam what it takes to make 1 milllon dollars by a certaln age with

By SALARY.COM
American warkers are saylng they need a break. As their number of hours clocked on the job gggﬁi‘?ﬁaﬁgsﬁﬁﬂn:;,?,l\;ilagré 'Sﬁﬁaltf;'r: ﬂav:’;(anlltlht?' wel

has crept higher, more time off has become a bigger priority.
craation. Make your wealth-bulldin .| Be
:!ow Meng cgAru:l Women Use Thelr Time y @ flan now
ly SALARY
Working women are spending about an hour more doing housewark and taking care of family
members each day than workingg men do, according to a new repart released by teh Depariment
of Labor,

accept, or decline a job offer or evaluate your job statisfaction.
‘Begln
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New Search | Methodolagy | Help

The median totaf cash compensation for a typicat f-luier Opesnens
Supurasar in Tuesan, AZ 85712, is 565,083, This basic market pricing
reporl was prepardd using our Ceslifisd Compensation Professionals’
analyss of survey data collected from thousands of HR departments at
emplayers of all sizes, indusirles and geographies.
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|
25th Percentile  Medlan  75th Percentile

AZITMIDENTY
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$53271 SB5083 578,728
HF Reponsd dita as of May 3010 salary.qp
25th Parcenliie | Median | 75Ih Percentile
Tucson, AZ 85712 $53.271 $65.,083 $76,728

IMPORTANT: Your pay can be dramalically aflecled by compensable
factors such as employer size, induslry, employes credentials, years
of experience and athers,

Ta recelve o free Inftial analysls or purchase your personal
salary report, click “Next Page™.
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Hew letation
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Salary News and Advice from Salary.com

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

Accarding to Salary.com's 2006/2007 Employee Job Satisfaclion and Retention Survey, 62
percent of emlayees plan on locking for a new job in the nexi three months. Dissatislied
employees have cited a variety of reasons for their desire to leave thelr campany, including lack
of opporiunity for ativancement, no recognition for achisvemants, insulficient benefits and even
boredom.

Tirne Oif fram Work Gains in importance

American workers are saying they need a break. As thelr number of hours clacked on the job
has crept higher, marae time off has bacome a bigger priarity.

How Men and Women Use Their Time

| Working women are spending about an hour more doing housework and (aking care of family
mambers aach day than working men do, according to a new repori released by teh Depariment
of Labor,
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Cost of Living Calculator

Moving can affect both your salary tavel and your cost of living, The
Cost of Living Wizard reveals the impacl. Enler Base Salary

5 |_Gel Started |

Executive Compensation Wizard

Whal do lop executives eamn? Aclual pay stals at thousands of U.S.
campanles, Enter @ Company Name:

OR

Enler a Company Ticker Symbol:
{ Search |

Job Assessor

Comgpare haw two ocpporlunities relate to one and olher, Evalule,
accepl, or decline a job offer or evaluate your job siatisfaction.

| Begin [

Millionaire Maker

Leamn whal (i takes to make 1 millian dollars by a certain age with
Millionaire Maker, aur online calculatar. In less than one minute, we'll
analyze yaur investments, savings, and other factors in wealth.

creation. Make your wealth-building plan now. {__Eegln |

Salary wWilwdiios a reqister &l trademark of Salary.cam
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! The Tyra Show & Project Working Mom 2010,
are pastnering to give working parents online degrees,

JOBS REALESTATE: AUTOS

New Search | Methodology | Help

The median total campensation including benefils for & typical Call

Center Representative £ - Inbound in Tucson, AZ, is $42,100. This ONLINE DEGREES
bastc market pricing report was prepared using our Cerilfied
Compensation Professinnals’ analysis of survey data collected from
thousands of HR depariments at employers of all slzes, industies and
geographles.

_In as few as twa years!

Toiat (base + + benefils) - " 123

Median % of
Benefit Amount Total®
£ Basa salary §271453  84%
W Bonuses 5589 1%
S nE oo
E‘ ity S Cost of Living Calculator
M Heslthcare $6,103 14%
1’3;,',':':3 :;:33 :32 Moving can affect both your salary level and your cost of living. The
Tota) $42,100 100% Cost of Living Wizard reveals the impact. Enter Base Szlary
IMPORTANT: Your pay can be dramalically affectad by compensable 3 ... . | GetStared
factars such as employer size, industry, employee credentials, years
of experience and others. Executive Compensation Wizard

To racelve a frae Initial analysis or purchase your personal

salary raport, click "Next Page". What do top exacutives eam? Actual pay stats at thousands of U.S.

Next Page l companles. Enter a Company Name:

Values of benefis can vary widely by industry and company., T B .y
‘ Enter a Company Ticker Symbol:
Compare Base Salary to...
# National aversge  » Naw location » Relaled joh
Job Assessor

Salary News and Advice from Salary.com

, Compare how two opporiunities reiate to ane and other. Evalute,
gyﬂkerfcﬁay They're Underpaid — But Are They Right? accept, or decline a job offer or evaluate your job statisfaction,
o ‘Begln

According to Salary.com's 2006/2007 Employae Job Satisfaction and Retention Survey, 62

percent of emioyees pian on looking for & new job in the next three months, Dissatisfied

employees have cited a variely of reasons for their desire to lsave thelr company, including lack Millionaire Maker
of opportunity for advancement, no recognition for achievements, insufficlent benefits and even

boredom,

Learn what it takes to make 1 million dallars by & cerlaln age with
}J?;Agfcggm Work Gains In Importance Millionaira Maker, our oniine calculatar, in less than one minute, we'll
American workers ara saying they need a break, As thelr number of hours clocked on the job  Bnalyze your investments, savings, and other facturs in wealth-
has crept higher, more time off has become a bigger priarity. creation. Make your wealth-building plan now.
How Men and Women Use Thelr Time
By GALARY.COM

Working wamen ara spending about an hour more dolng housework and taking cara of famlly
"}eﬂ"ﬁm each day than working men do, according to a new report released by teh Depariment
of Labor.
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The maedian lotal cash compensation for a typical Meter Maintenancz
Iachasan in Tueson, AZ 85712, Is $54,035. This basie markat
pricing rapori was prepared using our Cartified Compensation
Prolessionals’ analysi: of survey data collectad lrom thousands of HR
depariments at employers ol all sizes, indusiries and geographies,

e * -
| Base Snlur)'] © ] Bensiits

25th Percentile Median  75th Percentile

duration jostrucior
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Cost of Living Calculator

Maving can affact both your salary leved and your cost of fiving. The
Cost of Living Wizard reveals the impact. Enter Base Salary

$ | Get Started |
548215 $54,035  §57,487 Executive Compensation Wizard

R Ropurien opia as of May 2010 salary.qm
apnTien aaia as ol May fary.om What do tap executives earn'’? Actual pay stals at thousands of U.S.
companles, Enter a Company Name:

26th Percentile | Median | 75th Percentile

OR
Enler a Company Ticker Symbol:

Tucson, AZ 85712 §48,215 $54,035 857,497

IMPORTANT: Your pay can be dramatically affected by compensable
faciors such as employar size, industry, employee credentials, years —————
of experience and athers, |_Search |

To raceive o free initlal analysis or purchase your personal
salary raport, click “Next Page", Joh Assessor

Wy e
haat &

. . Compare how two opportunities relate to ona and other, Evalute,
accepl, or decline a job offer or evaluate your job statisfaction.

Compare Cash Campensation to,.. { Begln |
Hatineat awsrag: s Beanien =elavad il
Milllonalre Maker
Salary News and Advice from Salary.com Learn what It takes to make 1 milllen dollars by a certaln age with
Millionaira Maker, our onfina calculator, In less than one minute, we'll
Warkers Say They're Underpaid -- But Are They Right? analyze yaur Investments, savings, and other faclors In wealth-

tian. th-tuliding pl .{ B
According ta Salary.com's 2006/2007 Employes Juob Satisfaclion and Retenilon Survey, §2 creation. Make your wealth-buiiding plan naw *im-'

percent of emloyees plan on looking for a new job in the nex! three months. Dissatisfied
employees have cited a variely of reasons for thelr desire to leave their company, including fack
of opportunity for advancement, no recognilion for achievemenlts, insufficient benefils snd even
boredom.

Time Off from Work Gains in imponance

American workers ara saying they need a break, As their number of hours clocked on tha job
has crep! higher, more time off has become a bigger priority.

How Men and Women Use Their Time
Working women are spanding aboul an hour more doing housework and taking care of family

members each day than working men do, acrording o @ new repori released by leh Depariment
of Labor,
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- are partnering to give working parents online degrees.
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New Search | Methadology | Help Earn Your Degree Online
The median total compensation including banefits for a ypical Increase ?’OUF salary with an online
Administrative Assistant | [n the United States is $63,280, This basic Bachelor’s or Master’s degree!
market pricing report was prepared using gur Cedified Compensation

Professionals' analysls of survey data collecled from thousands of HR Life Time Earnings (in millions)

depariments at employers of al) sizes, indusiries and gengraphies, ]
‘ v ,‘ Professtonal b $4.4

3 Bachelor's Degree :
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High Schoal
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Benefit Amount

- (), enan Bireay P {} Stmm
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™ v = eT——Ts m Cost of Living Wizard reveals the Impact. Enier Base Salary
PORTANT: Your pay can be dramalically affected by compensable g ‘
factors such as employer size, induslry, employee credentials, years s Get Started
of experience and athers,
To receive a free Initia] analysis or purchase your personal Executive Compensation Wizard
salary report, click "Next Page".
Next Page l What do top executives 2amn? Actual pay stats at thousands of U,5,
campanies. Enter a Company Name:;
Values aof benefits can vary widely by Industry and company. e e
OR
Compare Base Salary to... Enter a Company Ticker Symbof:

r National average  » New localion » Related job
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Salary News and Advice from Salary.com Job Assessor

ng:ﬁrvscﬁgy They're Underpaid - But Are They Right? Compare how two oppartunities relate to one and other. Evalute,
y . o ]

Accarding o Salary.com's 2006/2007 Employee Jab Satisfaction and Retantion Survey, 62 W decline 3 jab affer of evaluate your job stalistaction.

percant of emioyees plan on looking for a new job in the next three months, Dissatisfied Begin

employess have cited a variely of reasons for their desire ta leave thelr company, including lack
gf opporiunity for advancement, no recognition for achfevements, insufficlent benefits and even  Milllonaire Maker
oredom,

Time Off from Work Galns in importance Leam what It takes to make 1 mlilion dollars by a certaln age with

By SALARY.COM : ,
American workers are saying they need a break, As thelr number of hours clocked on the job m:‘g;g:";oxﬁmsmgw":amag‘é L""’leeslf;atz;:gww";'a“['i'ﬁ?- well

has crept higher, more time off has becoame a bigger priority.
R -buidi .
How Men and Worsen Use Thelr Tima creation. Make your wealth-building plan now,
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Warking warnen are spending about an hour more doing housework and taking care of family
n}e&}bers each day than warking men do, according to a new report releasad by teh Department
of Labor,
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New Search | Mathodology | Help

The median axpected salary lor a typical Pianning Direcior In Tuesan,
AZ, s $135,932. This baslc markal pricing report was prepared using
our Cettified Comp ti als' analysis of survey data
collected from thousands ol RR depanmants al employers of all sizes,
industries and geographies.
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5110.985. 5135:932 5;159.105
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Flanming Ditscon 25th Perceniite Madlan 75th Percentlle
Tucsan, AZ $110,%46 $135932 §158,105

IMPORTANT: Yaur pay can be dramalically affected by compensabla
factors such as employer size, industry, employee credentials, years
of experience and others,

To recelve a free Initiat analysls or purchase your personal
salary raport, click "Next Page”.
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Salary News and Advice fram Salary.com

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

According to Salary.com’s 2006/2007 Emplayee Job Salisfaction and Retention Survey, 62

percent of emivyees plan on looking for a new job in the next three months, Dissatisfied

employees have cilsd a variely of reasons for their desire lo leave their company, Including lack

gf opporiunity for advancement, no recognition for achigvemaenis, insufficlent benafils and even
oradom,

Time Off from Work Gains in Importance

American warkers are saying they need a break. As their number of haurs clocked on the job
has crept higher, mare time off has become a bigger priority.

How Men and Woinen Use Thelir Time
Working women are spending aboul an hour more doing housewark and taking care of family

members each day than working men do, according to a new regort released by tsh Depariment
of Labaor,
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Cost of Living Calculator

Moving can affect both your salary level and your cost of fving. The
Cost of Living Wizard reveals the impact. Enter Base Salary

5 | Get Started |

Executive Compensation Wizard

What do top executives earn? Aclual pay stats al thousands of U.S.
companies. Enier a Company Nama:

OR
Enter a Company Ticker Symbol:

l Saarch |

Job Assessor

Compara how wa opportunities relale to one and other, Evalute,
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BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE
APPLICATION OF SAHUARITA

WATER COMPANY, L.L.C. (“SWC”)

FOR AN OPINION AND ORDER OF

THE COMMISSION (i)

DETERMINING THE FAIR VALUE

OF THE UTILITY PROPERTY OF DOCKET NO. W-03718-09-0359
SWC FOR RATEMAKING PURPOSES, -

(ii) FIXING A JUST AND

REASONABLE RATE OF RETURN
THEREON, (iii) APPROVING RATES

AND CHARGES DESIGNED TO

PRODUCE REVENUES SUFFICIENT PREPARED TESTIMONY
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

REBUTTAL TESTIMONY OF
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Q.1
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Q.2

A2

Q.3
A3

Q4

A4

Q.35

Q.5

Please state your name and business address.
My name is Mark Seamans. My business address is Sahuarita Water Co. LLC, 725
W. Via Rancho Sahuarita Road, Sahuarita, Arizona, 85629.

Are you the same Mark Seamans 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.

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.
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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 the hearings in this proceeding do not begin until July 19, 2010,

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

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
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Q.6

A6

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.

Please explain what you mean by “too rigid” and please describe an
alternative approach to Condition No. 8 that the Company would suggest.

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)
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Q.7

AT

Q.8
Al

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 this 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.

Does that complete your Rebuttal Testimony?

Yes, it does.
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Q.1
Al

Q.2

A2

Q.3
A3

Please state your name and business address.
My name is Mark F. Taylor, and my business address is 4001 E. Paradise Falls

Drive, Tucson, Arizona 85712.

By whom are you employed, and in what capacity?

I am a Vice President and a Principal of WestLand Resources, Inc. (“WestLand”).

Please describe the nature of professional services provided by WestLand.

Since our establishment in 1997, WestLand Resources, Inc. has brought together a
team of experts in environmental services, engineering, landscape architecture,
cultural resource, and right of way services. We provide technical consulting

services throughout the southwestern United States.

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

Q4
A4

Q5

Q.5

wastewater system planning and design; water resources planning; biological
systems engineering, irrigation, and water harvesting system design; constructed

wetland design; groundwater recharge system design; and program management.

Please describe your area(s) of responsibility within WestLand.
I am responsible for providing project management, design and technical

supervision, project scheduling, and budget oversight.

Please summarize your educational background and professional experience
as relevant to the testimony you are presenting in this proceeding.
I graduated from the University of Arizona with a Bachelor of Science in Civil

Engineering and a Masters in Business Administration. I have over 25 years of
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Q.6
A.6

Q.7

A7

Q.8
A8

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.

Is Sahuarita Water Company (“Company”) a client of WestLand?

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

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
with CC&N extensions and modifications of the Company’s Designation of

Assured Water Supply pursuant to the Arizona Groundwater Code.

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

Company’s water utility operations. The Company has proposed that $1,779,243
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Q.9

A9

Q.10

A.10

Q.11
All

Q.12
A.12

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

recommended that that amount be excluded from rate base.

Where does the Staff’s recommendation of this nature and this amount
appear?

At page 6, lines 24-page 7, line 17 of the April 22, 2010 prepared Direct Testimony
of Staff witness Jeffry M. Michlik; and, at page 11, lines 4-7 of the April 22, 2010
prepared Direct Testimony of Staff witness Marlin Scott, Jr. In that regard, the
Staff’s conclusion that Well #23 is “not needed” now or until 2014 at the earliest
appears to be predicated upon a “System Analysis” prepared by Mr. Scott, which

appears at page 7 of his prepared Direct Testimony.

Which wells of the Company does Mr. Scott assume are in operation for
purposes of his “System Analysis”?

Well #14 and Well #18.

What production capability does he assume for each well?

Well #14 is assigned a production capability of 1,750 gallons per minute (“gpm”)
by Mr. Scott, and Well #18 has been assigned a production capacity of 1,500 gpm
by him.

Please describe what is meant by the concept of “well redundancy.”

Well redundancy is the duplication of a critical source water component within a
water system with the intention of increasing the reliability of the water system,
usually in the form of a backup or “fail-safe” capability. It is a critical part of

having a safe and reliable water supply.
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Q.13

A.l3

Q.14

A.l4

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 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. 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.

In your opinion, has Mr. Scott included any consideration of or allowance for
well redundancy?

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

How do you typically determine what well or production capacity should be
provided for in a water utility system?

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.
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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.

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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A.15

Q.16
A.16

Yes. Calculating well capacity to provide maximum day demand with 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.

What is the existing well or production capacity of the Company?

The Company currently owns two operating wells, and leases a third well from the
Town of Sahuarita (“Town”). Well No. 14 provides 1,750 gpm, and this well is
leased from the Town. Well No. 18 provides 1,450 gpm, and Well No. 23 provides
1,800 gpm. These two (2) wells are owned by the Company.
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Q.17

A.17

Q.18
A.18

Q.19

A.19

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.

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 unneeded 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 1 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 the
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.

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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Q.20
A20

Q.21
A2l

Q.22
A22

Q.23

A23

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

That is difficult, it not impossible, to predict. However, Well No. 14 and 18 were
drilled in 1970 and 1975 respectively. When the wells were equipped about 10
years ago the casings required some rehabilitation. I’m not aware that the casing
condition has been reviewed since the pumps were installed. It is important to
remember that 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.

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

permanently.

How long does it take to drill and equip a new well?
Between drilling and well construction, pump selection, permitting and
construction, we would typically plan on 10 to 12 months for a well replacement

project.

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?

That is correct.
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Q.24

A24

Q.25

A25

Q.26

A.26

Does the Company have any other source of supply, like an interconnection
with an adjacent water company?

No, there is no other source of supply into the Company’s system.

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?

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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Q.27

A27

Q.28
A.28

Q.29

A.29

Q.30

A.30

Could you summarize your professional opinion about the well capacity of the
Company’s system?
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.

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 the time during which a “fix” of this nature

10
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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.

Q.31 Does this conclude your direct testimony?

A.31 Yes, it does.

11
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Q.1
Al

Q.2
A2

A3

A4

Q.5

AS

Q.6

A6

Please state your name and business address.

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

By whom are you employed, and in what capacity?
I am employed by David S Cutler, CPA, P.C. I am the shareholder and manager of

a 26 person public accounting firm.

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.

Does Appendix “B” to this testimony contain a summary of the services
provided by your accounting firm?

Yes, it does.

Do you and your firm provide services to the Company, and/or any of the
Company’s Members?

Yes.

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 own 66.67% of the Company. We also prepare the
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Q.7

A7

Q.8

Al

Q.9

individual tax return Form 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.

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.

What was the nature of those evidentiary “gaps”?
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A9

Q.10

A.10

Q.11

A.ll

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.

Does the fact that the Sunrise Water Company 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?

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 and Farmers Water Co. cases.

What documentation do you have to demonstrate that the Company in fact
reported taxable income to its Members for calendar 2008?

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’
prorata 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
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Q.12

A.l12

“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.

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.

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 determined 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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Q.13

A.13

(“Mission Peaks”) and the remaining partners of IOF, and it becomes taxable

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

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?

We have prepared proforma 2008 income tax returns for Taxpayer X with all
taxable income passed through from the 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 $178,934, 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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Q.14

A.l4

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 subjected 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.

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.

All members will eventually pay income taxes on income passed through from the
Company. In many cases the 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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A.l5

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. But, these are the

extraordinary exceptions, not the norm.

Does that complete your rebuttal testimony on behalf of the Company in this
proceeding?

Yes, it does.
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APPENDIX A
Educational Background and Professional Experience

of
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 E .
Staff accountant for Peat, Marwick, Mitchell & Company 1981-1982
Senior accountant for Laventhol & Horvath 1982-1984

Controller for a regional securities firm 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
Bookkeeping 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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Notice, see Iustruckions forFom 1085~ . . - - o ‘Sohedule K-1(Form 1065):2008 '

811281 . ) R . L .
2-91-08 e ' . . ' :



SAHUARITA WATER COMPANY, LLC.

SCHEDULE K-1 . CURRENT YEAR INCREASES (DECREASES)

S 1<613.>
o <2B89.>
- <3,023.>

'HER - INCREASES OR DECREASES SUBTOTAL =~ 0

:;[; iTEMxL7fff :  ”‘

' PABTNER NUMBER 2



811262

12-31-08

erl and. prowdes summanzed reportinu :informatxon }
] arale Partner‘s lnstrunhons for SGhedule K-t and the ms!ructmns




ARIZONAFORM . Arlzona Nonresndent and ‘Out“‘ of‘ tate ... .. 2008

T GHECKONE, |
‘Calendaryear [XT~ Fiscalyear [}

neés:‘a't‘:t_i\‘fitiésf o0 A

0 .te partners see Form 120 or Form 120A instructions lor informahon on reportina'me amonnt Irom lin ] 5

83r181 -
10-21-08



46

Forcalundarywzma ortax_ o

oreign transactior

3d partner or other LLC |

. 13 Olher daduchons .

:0000000%

(s 0000000%

14.53“*’?‘*"@“&eaminéé'(lossj |

E:l Secﬁon 704(b) buok

_*See atiached statemant for additional information.,

LHA Fur Paperwork Reducﬁon Act Nahce, see lnstruchnns for Fotm 1065

811201
12-31-08

-ScheduleK-1 (Form 1065) 2008

46



- < .

INTERCHANGE OPPORTUNITY FUND, LLLP

R

© §EE IRS ‘SCH. K-1 INSTRUCTIONS = .~

g K-1,

PARTNER NUMBER 46




~L

INTERCHANGE -OPPORTUNITY ‘FUND, LLLE: - -

SCHEDULE K-1. - OTHER DEDUCTIONS, ‘BOX 13, CODE W

DESCRIP”ION 1-'*-:“=f-n_f}'q ?n5;7”" ER FILING INSTRUCTIONS . ° . AMOUNT .

¥ 39. .

. TOTALS

‘1 314 841. o
S 739. e

”5;;965}53é? '

© s, 344 >
©,<165,038:>
- - <39 >

T amsane
: _.<446,>" 5 
<151,828.>

OTHER IN_REASES OR DECREASES SUBTOTAL ¢_A~[; B I <152;533,>

TOTAL TO SCHEDULE K -1, ITEM L | f'~_}7; :f.[»j L - jA?fi[537,413;

DESCRIPTION:

PARTNER NUMBER 46



Page 2

' partna[s and provtdes summarized reponln' o) mation for.partners. who fils,
: epomng ant ﬁlino iniormaﬁon, see the saparate Partner's lnslruclions for Scbedule K-1: and the instmchons :

Fleporton .o :
Form 5384, line @

Seo thn artnw's Inshncilons

. Form 8848, liie® . -
*orm, 1040 ne 62 -
S___ (haPartnsrslns!rucilms

186.

b Fonn 1116, Part1 -

ad and apportionad lopaﬂna’l_ev_a'[ - S
S S " Faonm 1118, Part ..
Fcﬂ'rl 1115 Pl!’tl

12, - o oethe Parlnu’s lnstuctlons

13.

ihé Partnecs Instructions

q‘_s In;tmctlons

* Sea the Partnar’s Instructions.

20. R R
" Form' 4952, line 4a
Forti 4852; llne 5
Fﬂfl‘l‘l 4130 :

. See the Parlnar‘s lnstn:cllnns
'_Seo the Paﬂn v slnstructlons ’

L"E<C Hu3 ovOoZ -

’ Fon'n 8611 IInoB

e R -

o M
. Seathe axmur'slnswcllunu g
i  Form8gae; line 11" SR :
T . R } SeethePartrlar'a '
4 SeéﬁiiPm‘smﬁbcllbna .? = :
. U 7
Form 1040 !inn%‘check boxa_» : V  Urirelated Binmlaxablelncpmu
. ] w Pmdonlﬁbuﬁon galn {loss)
mu . A.i o ) ) . Fmg‘75 "n.g X Omuhfarmnﬁm . . Py
811282
12-31-08

46



46

 Schedule of Activities

For ealendar year 2008, of tax year beginning , 2008, and ending __

- ‘_Activ_fty-.{ 8

X ;8'5‘.8,9 B

T2 107,

7,250,

other rental activites ____................occo......

& Seg‘ti_un'42(j)(5) partnerships

— 58

825001 -
04-25-08

—7.166."

46



45 N
ARIZONA -FORM

2008,

Y CHECI(ONF_
. CalendLvear Eﬂ Fl calyear [:l

dress nd ZlP code

. IN_ RGHANGE OPPORTUNITY FUND LLLP

‘ 4"54'9 B FORT LOWELL RD

'Paﬁner'é pé'rc'entage o .

. ‘,.P ( f!sharing

Loss shanng

.......................................................

TUCSONV Az 85712

Before chanue

~of wrminatwn End oi yeaf

:_:,:‘4'0.’0100_0000% 1. 0000000% :

.'L 0000000 %

eeseaterinisinins wves eledas

Ownersmp of capltal

i, L 35.2808517 %) |0, 8874791 %

Type uf partner (Indivndual trust, atc. ) CORPORA'I‘I ON

e ;' : ;NoTE: AL coat::ogA%r':eAaﬂtrj_Eaé&usT-ufés-mls SCHEDULE.

Partl Distﬂbutive Share ltems from Federal Form 1065
Sche 1. Lo S

Arizong -

 Columi (g) om:

uss) from trade or buslness actzvxtles

oss) from rental real esiate aclwmes

Torﬁ’other fental actlwties

-rzands

1.F 3 310

86| Ling 85

mstributfve'
Share -
Amount

~ Addzona xS
“Source < [
lncoma )

28 191fif’”*

§ Anzona basis fmm rm 165 page1 Ime 6

ADOR 91—0033 (08)4

837181
10-21-08

28 191 Llne C19qr030

e TEi Corpurale partners ses Form 120 or Form 120Amstxuchons far Information on repomnu the amcuntfrom line 15



. w5 ! 45 |
551103

2..8 EI Enalkd I:l Amended K-1 " OMB No. 1545-0099

(Form 1055 kN ‘l'v o , Fawu;dwaarzma ortax
' ; Credits; and’ Other ltems
) 15 Credlts '

year bsqinnlng

mdlnn

>{ 16 Forelgn transactions

A7 AJtarnahva mm tax (AMT) iterns
el 2.

18 Tax~exempt mcome and
. nondeductible expenses

R D R capnalgam(loss)
atnonéboutthePartner o o e 2,465, . .
T T S ' ’ ‘ ' B‘V)galn (loss) 19 Dlstnbut[ons S

IS R 313.,:

: 20 Olherlnforrnation -
Com . 1,333. 10

city, slats, and ZIP code

’:CABLE TRUST

ﬁ] lettad partner or nther LLC 1
memberr' R : Cl
D Fnrelgq.parmer . : _" 1?.Sectlon 179deductian

: ‘hell‘? '- 'I‘RUST

o 1301herdeductions g C ) A
8 oo 207. | [ :

STMT
- STMT
lf~employment earmngs (Ioss)

Ending - . 'K :
0.0750000% [
70.0750000% |1
0.0806940% |

hed statémen for additional information.

" Schedule K-1 (Form. 1065) 2008,

8112681
12-31-08

45

Share of Current Year Income,|



. -

INTERCHANGE OPPORTUﬁiT?;FUND,,LLLP»

" PORTFOLIO DEDUCTIONS

SCHEDULE K-1 S
S SUBJECT TO: HE 2% FLOOR BOX 13, CODE K

DESCRIPTION '.;gggingn FILiuG INSTRUCTIONS:

SECTION. 12 cosms S
2% PORTFOLIO DEDUCTIONS FROM

Vsﬁh;xas SCH. K-1 INSTRUCTIONS
SCHEDULE OF ACTIVITIES . S e

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

' AMOUNT

161. .
13,

174,

SCHEDULE K-1 ' = OTHER PORTFOLIO DEDUCTIONS, BOX 13, CODE &

DESCRIP‘ION . PARTNER FILING INSTRUCTIONS

REAL Ef :“:TAXES PASSED

‘Sgﬁvins‘scn.,xfl INSTRUCTIONS

- AMOUNT

19.
62.

37,

* 'CURRENT YEAR INCREASES (DECREASES)

i

AMG?NT A

ME: . (LOS co ' 4;
STATE- INCOME (LOSS)

.11,
. 2,465,

TAL GAIN (LOSS)

<128 >
1 222.:

9.

" CHEDULE . K-1 ‘:'jmcom; SUBTOTAL -

3,683

PARTNER NUMBER 45



» ' (%)

INTERCHANGE OPPORTUNITY FUND, LLLP

INTEREST EXPENSE ONwINVESTMENT DEBTS
PORTFOLIO DEDUCTIONS

SCHEDULE K—l DEDUCTIONS SUBTOTAL

INTEREST:EXPENSE '

OTHERfINCREASES OR DECREASES SUBTOTAL

TOTAL TO SCHEDULE K—l ITEM L

<207.$‘
<307.>

. <514.>

<l.>
<285.>
<l.>

- 2,882.

PARTNER NUMBER 45



Schedule K-1 (Form 1065) 2008

Page 2

This st identlfies the cudes used on Schedule K-1 foralf panners and provides summarlzed repomno inlurmatlon for. partners who file

Form 1040.For detailed reporting and filing infonnatwn. see the separate. Parner's lnstruntlnns for Schadule K-1 and the instructions

for your income tax remrn. i

1.

<C €403 0TVOZ RrALTIQM MDOD> 0@ wm

Ordmury bustess Income (loss) D Ing whather the Income (loss) is
passive or nonpassluu and mtar on yourrolxml £ fo!luws. . .

S B Rupodon .
Passivelogs. - : " Sesthe Fannnr'shsvuctlans
Schedille E, lina 28, column (g}

Schedule E, tine 28, calumn (h)
Schedule E ﬁne 28, calumn (]
Soe lha Paﬂnnr‘e Instmctlnns

Iin .

. chl 1040 ting@a-
Form. 1040 llna b
Schedula E, ling 4. - .
_ Schadyla D, lina §, cnlumn(r)

Schedul D line 12, [u]
H Gnln Workshoet_ line 4
(Schedile D Instructicns)
Sea the Partner'a Inatructions
_Scc the Ptnnor s hslnwons

Sea tha Paitner's lnalrucﬁms
Sea tha Partnc‘s {nstructions
Form a781, Ihu 1 ! )
See Pub, 535 -

Form 1040, Uno21 or Form 982
Sae lhe Ptﬂnﬂ' s Inatrudlons

Soo the PMner s hshw:ﬂnns

cmu:_~> ]

£ S

Sea the Partner's Instiuctions

de'duleA,'llne 1 urFun'n 1040,
llne29 .
Soo the Purtner's Instructions

Ses Form 85!12 lnsbul:ﬂans
See the Parine*a Instructions
Sea the Pmnat's Inshucuona

See-Form-ﬂF_lUS Inslructlma
-For'8003; line 7 .
Form: 8003, {ins 15 .

See th arlnef s lnatruc"uns

'-See the Pstnu' s lns!ructlans

see the Pamer's lnstrucuuus

) 'an 8589, um 1

V'SoeWPmslnsimcﬂons‘

Form 1040 11119 68 check boxa’

Form 8418 fine B

811282
12-31-08 .

8.

20,

A

‘B
c Dlslﬁbullon subju:‘l to udlon 737

¥g<cHan

N COdn

" wm( upporlumty cradit
" Disahled access cradit . -

Empowannenl 2ons and ranawal

. community. employmant credit
. Credil for lnuaaslng rasann:h

-activitles
Cradit for emip ayer soclal sscurlty

.end Madicara taxes
Badmp»wlmhnlding

Inuomo lmm all sources

Ineomu souwar;t at pmnur

Cash and mwkulablo uuwritlus
Othér property

Praconisibirtion gnln (Iass)
Other lnfumwﬂon : R

Reporton -

Form 5884; Ino 3.
Sea tha Partner's Instiuctiona

‘Form 8844, fine 3
Saathe Partner's Instructions
Form 6848, ns &

Form 1040, lins 82
Ses tha Partner's Instructions

Form 1118, Part |

" Form 1118, Part |

Form 1116, Fart |
Form 1118, Fart|

} Form 1118, Past |

Form 11,15,» Ff_:n ]
Form 1118, Part i

Form 1118, fire 12

Form 8873

Form 8873

Sea lha Partnn’s instructions

! 'Sao'tho Panner 13

Instiictions and,

- the Insinictions for

Form 8251, -

Forru'{Dao; Jins 8b -

. See the Partner's Inafructions

Seo the Parfner's Instructions

Soe the Partner’s natructions

Form 4852, line 4a
Form 4852, lirne &
Formi 4138 .-

Sea the.Partna’s Instructions
See the Partnar's Instructions

‘ SeéForm4285

Sb'e the Fm"lnar's Instructions .

B SeeFrxm BBBB

Soq the Partnw‘s
lnah'ucuona :

45



S,che{dule,of-Aqtivities

* For calendar year 2008, g'rtaxwa , 2008, and encing S

lDNumber‘

vaidends' vide
: -’Quallﬁ dmdands

pra_lties

ER I P

825001
04-25.08

45



Resident: Partners Share of Adjustment | : 2008
‘ to- Partnershlp Income SR :

CHECK ONE:

Calenar year [X] _Fiscal year [ 1

)CABLE TRUST INTERCHANGE OPPORTUNITY FUND LLLP
- '  |4549 E FORT LOWELL RD
‘_'-__I'ch_QN Az' 85712

L 55{:1;;'::33: ][ e
.Proﬁtshanng ettt etmeetetet e e - 0__'.p 75 oopof% o 6;7:.5_0.0'00‘~A.
sssharing ; 0.0750000 % - 0.0750000 % |

nershrp ofcapilal ...... ........ _— I SR - 0-0809616% 0. 0806940%

Type of partner (mdlvldual. trust. etc.): TRUST

1 Adjustment of pa ersh|p Income fmm Iederal toArlzana baS|s - from Form 165, page 1, Ines ...... - S | 1 i | 170,476 0o | _
2 .0750
3 'S hare oi tha adjustment of pan.nershlp income from fedeml to
'A‘ri.'z"ph ] aSIs multiplyfne 1 by BUB 2.t se s sessensasessssemmsese e ses e es e s een e Ls |
. enter the amount on Fnrrn 141AZ, pags 2. Schedute B lme 83
If g 3isa negaﬁv i ; enter lhe amounton Form 141AZ, page 2, Schedule B ling BB.
537141

10-21-08 . ADOR 81-0032 {08)



47

s 2008

For calandar year 2noa_, or tax

L51108

] Finay K-‘ [ Amended k-1 _OMB No. 1545-0099
a ; EIH‘? Partner's Share of Cuirent: Year Income;

£
=

Deductlons. Credlts, and Other ltems

Departmentonhe Treasury ’ ;'y'gs‘r;s

undlnn

10rdlnary business mcome (Ioss) 15 Credlts
S . 4.
: ZNetrentaI el estatelncome (ossyy -~ b= -

- <127, > 18 Forelgn tmnsactlons

_’30ther net rental income (Ioss)

: '4.Buar_antaed paymer;ts

. Ba Ordinary dwidends

‘Sinferestincome

1, 225.,,

110. [17 Plternatlve mIn tax(AMT) tems.

ShQualied diidonds - | AL 1.

7RE3yai‘ﬁ§s, . » o
i R 18Tax-exempt1 omeand
BNét,shc_)rt—tenn.capital gain (lus_s) A -rondeducnb!e expenses

92 Net long—term capnal gam ()oss)
' 2.4 65.

9b Collectlhles (28% gam (Iuss)

e oisumutons

. 10 Net-secuun 1231 gain (Ioss)

‘QcUnrecaptured sec. 1250 gam SRR AN R WA,
: " _[:20 Otherinformation . - -

9

' ’11 Other Income (|oss)

- Lim:ied partner or other LLC
: member .
[:] Foreign partner

12Section 179 deduction

Enﬁlno v
. 0.0750000%

|130ther deductions -
| 207, [T
250 I

L*] - - S'I‘M'I"

0.0750000% -

14Salf-employment earnlngs (loss)

*T.Qi‘ofososaﬁs%,‘“

*Seq attached statemient for additional Ifformation

- (-] giner (exDIaIn)

Far%ins Use Only -~ -] ] 4;:, ..

_LHA For Paperwurk Reduction ActNotIce see lnstrucnons foanrm 1065

811281
12-31-08

 Sihedule K-1 (Form 1085) 208"

47



INTERCHANGE OPPORTUNITY FUND, LLLP

SCHEDULE RK-1 ~ PORTFOLIO DEDUCTIONS
BRI - _SUBJECT TO THE 2% FLOOR BOX 13, CODE K

DESCRIPTION R ' PARTNER FILING INSTRUCTIONS AMOUNT |
B _161..

SECTION 212 cosws o ' o
2% PORTFOLIO. DEDUCTIONS FROM SEE‘IRS SCH. K-1 INSTRUCTIONS

SCHEDULE OF ACTIVITIES 14.

rOTAL TO SCHEDULE K 1, BOX 13 CODE K 175.

'OTHER PORTFOLIO DEDUCTIONS, BOX 13, CODE L

~PARTNER FILING INSTRUCTIONS " AMOUNT .

1.
1.

" 10.

ES PASSED

'CHO_RESORT, LLC 19.

62.
37,
4'-

~ &

'CURRENT YEAR INCREASES (DECREASES)

(AMODNT  TOTALS

- 4' -
.'.,t'<127¢’> L
2,465,
Co fv9,

4Nﬁ(LOSS)

;1 INCOME SUBTOTAL f'f. 3,686,
O <207.> o

PARTNER NUMBER 47



» --

INTERCHANGE . OPPORTUNITY FUND, LLLP

>ORTFOLIO DEDUCTIONS
SCHEDULE K-1 DEDUCTIONS SUBTOTAL

:AHUARITA WATER COMP LLC _
| OTHER INCREASES OR DECREASES SUBTOTAL

POTAL TO SCEEDULE K-1, ITEM L

<309.>
|  <516.>
<284.> | |
<284.>
' 2,886.

PARTNER NUMBER 47



Schedule:X<T (Form 1065) 2008 Page 2
This list id the. codes used on Schedule K-1for all partners and provides summarized repnmng information for partners who file
Form 1040, For.detailéd. repomnu and filing’ informalion s¢e the separate Pmnar‘s lnstrucllons !or s::hedu[e K-1and the instmchons
for your income : _ .
g o - Rapart on
1. ordlnuy business i (loss). Deternine whether tha Income (loss) s Form 5884, line 3
passlva ornnnpassiva md unkar on your retum as fallows: . S'gevghgl Partner's Instructions
Repnrl an - Form 8844, lina 3 '
‘Sen th P’é“;:;;‘;“ﬂ‘i“”&, E Sao t.)'i-e”lv’:ad;iy's.ln's!ritcﬂuns
_ Schedule E, line 28, coluran (h). Form 884#, l.lne'c.iv

thqc_.gulg E, tine 28, column ()
Sea tha Partner's 1q‘s'uucuuqe'

* Sénecils E! jina 28, cotumn (g)
.. Seeé tha Partner's Instructions
. Schadyle E, line 28, column ()

" tirie 42; column (f)

" Spe the Parther's Instructions
B Seq the Paﬂnu qlns&uct!oqs .

Fara 1040. [ na 21 wForm 82
" Sea !ha Pnrtner s lns!mctlnna

See m Pmﬁw 's Instructions

Sag t.j’iq f’agﬁlnr‘: Instructions

2.
3.
4.
5.
Ba-
-8
7.
a.
Qa,
@b,
ve.
10..
1.
12 S
13. O
A.
B8
c
2]
=3
E.
G
H
I,
J .
o
L C
M.
‘N E
.0
B
Q.
R.
S .
T
U
ViE
w

13
(3
G’
H * Undistributed cap
|

'-mdn

811262
12-31-08:

Aicohol and ullulosh: hlnfual fuels

. Fotm O478. nrla ]

Galfv Workshéet, tine 4

1B,

B2

1B.

10.

¥

Pmeonh-ihul}on gam (lnss)
“-Other Infnnnallnn L

Form 1040; Vine 62
. Sea the Portner’s Insiructions

) Form 1116, Part |

and apportioned to partner level

Form 1118, Part

Fom 1116, Part |

: Fum 1115. Paxll

i ltx:aled and npporuonud at parinership leval
I . .

} Forrn 1116 Pnril ]

. Form 1116.Partll .

Form 4852, lind 4a-

Faryn 4852, Iine 5

. Sea Fomraaﬂa

See the Pannor's
lnswcﬁms

47




Schedule of Activities

For calendar ysar 2008, or Lax year baginning - .2008 and ending ,

)s2d Nblbly“l‘raded
.| Partnarship

Activity -
Ordxnary busmess mcome (loss) ’ B
Net rental real eslate Income (loss)-

Other netrental lncome {I0SS)  +.voereereeeereersee et e e e isaes -
; _ 1.

3.0 - 14.

i -
2- 14-
825001
04-25-08
: 47



47

1 ARIZONAFORM Resrdent Partner’s Share of Adjustment | . 2008
- h1d6,‘2 K-1. | to Partnershrp lncome -
chedule K-1. = _

; - For the calendar year 2008 orf scal year hegmmng 1 Z 0 1. [ 2 O 0 8 and endmg 12 Z 3 1 [ 2 0 08

CHECK ONE:

— S "ﬂl@ﬂﬂﬁ_ar i1 Flsdal.yearl::lz
er identification number o 4

yidress, and ZIP cods

CHAI\TGE OPPORTUNITY FUND LLLP
49 E' FORT LOWELL RD

OCABLE: TRUST |
TUCSON A7 85712

- Before channe I o
Partnerspercemage of : ortermmalron ' 1 F'.“,'_ of year . |
Proftshannu ............ i R Y 075‘0.0_(_) 0% |__0.075 0000'%
Losssharlna . . e . 0, 07:500‘.00 % , 0. 0750000 %
i L_0.0800439 4] | 0.0806855 4]

Type of partner (mdlwdua! trust, etc.) TRUS T

- Nprs:;cnngonnrezpnnmsns'l}nnsr- u_s;:,rom.,rss, sgmzpuu;_ K-1{NR).

1. Ad;ustmem o! partnersmp Inr:ome frorn Iederal to Ar:zona basss /mm Form 1 65 page 1, Ime 6

2 Partner s rcentage of proﬁt or loss {expressed as a decrmag ~ ,075 _OIY-' ’

3 Partner S drstrhutive shara nr lhe adjustment of partnership income from Iederal to

Arizona basls -multrplyllne 1byllne 2., Ls] - 53] 00 ]

.............................................

PAR' NER'S: NSTRUCTIONS

The pannershlp ls requlred ln adjust its i mcome frum a federal toArizuna basns Lme 3of Furm 165 Schadule K-1, is the partner's dzstnhutrve
sham ofthat ad]ustrnent. Repurt the amount from llne 3 on your Anzona tax return according 10 the instructlons balow

Residant ind uuals : : .
) number ‘enterthe amount on Form 140, pag 2 Ilne 312

|
|
.
837141 - o
10-21-08 ADOR ©1-0032 (08)



-Intema! Rew:nue Servlce

Schedule-K-1.
(Form 11203)

Department of the Treasury

Ij 'Fihva'l k1

‘671108

D Amended K-1 OMB. No. 1545- 0130
Shareholdel‘s Share of Curent Year lncorne, )
Daducﬁons Credits, and mherltems

Far calendar year 2008 or tax
year beginnlng

Ordinarybusiness lncnme (Ioss) 13 | Credits

<1 232, 682 >

ending

S Net renml real sstate inc (Ioss)

' <69 783 .3

Shar holder's Share of lng:ome, Dedu;:tlons, - '

Olher net renta! lncome (loss)

4. lntarestincuma S

/830, 432f

:ivldends ,
; 60 089-,";

valxﬁed dwidends o “14- | Foreign transactions

- Royalties

. ENet short term capstal galn (loss)

Ba i Net long-term captlal gain {loss)

01,336,127,

‘8b; Collectibles (28%) galn (loss)

8 iUnrecaptured sec 1250 gam

‘Net section 1231 galn (loss)

12.31-08

Gl -4,739..] x
10 Othar incuma (Ioss) . - 15 Altemauve mln lax (AMT) |tems
100.000000% z
11 Section.1?9 dei:uiction . |18 | ltems affecting shareholder basis |.
3 L C* |- _ 47 573.
12 [ .Other deductluns )
111 748. D |- 1 715 878
- N
L P oy - L “Seeanached sta!ementforaddmonal infurmanon
JBTle WA For Paperwork Reduiction Act Natice, see Instructions for Form 11208, : ) Schedule K-1 {Form:1120S}) 2008

SHAREHOLDER NU'MZBER 1



SHARPE & ASSOCIATES, INC

SCHEDULE K§1.€isz. ~ 'NET SECTION 1231 GAIN (LOSS), BOX 9

DESCRIPTION R o mwouwt SHAREHOLDER FILING INSTRUCTIONS

TRADE OR BUSINESS FROM SCHEDULE - T B
OF ACTIVITIES: . ~ ~ =~ . . 4,739. SEE FORM 1040 INSTRUCTIONS .

TOTAL 'f;if'-:"-  B *,'Vi'“m 4,739,

SCHEDULE K-1 ..~ . DEDUCTIONS - "PORTFOLIO (OTHER),
O BOX 12, CODE L

.AMOUNT’ " SHAREHOLDER FILING INSTRUCTIONS

DESCRIPTION. .

REAL ES S IOF .. 170,957.
Y 3. - TANGERINE , 19,079.

1 L ~ IR 8 ; h 414-

REAL E 'AXES — R :ﬁ___ 3 503.
: : R ol o 4_1"2 .

- 64.
. 8.
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SCHEDULE"'OF  ACT f;;;..,;;.«;,_\ ~© " 190. SEE FORM 1040 INSTRUCTIONS

91,755.

SCHEDULE K-1 -~ - DEDUCTIONS ~ PORTFOLIO (2% FLOOR),
S . “BOX 12, CODE K

DESCRIPTION SR -'Aj_;”3-i - RMOUNT SHAREHOLDER_fILING.INS?RUCTIQNSﬁ

JTHER POR‘I'FOLIO DEDUCTIONS FROM 4 '
SCHEDULE OF. ACTIVITIES 7 96,360. SEE FOR.M 1040 INS'I‘RUCTIONS

TOTAL n:f_"f:=.v" -0 96,360,

SHAREHOLDER 1 -



SHARPE & ASSOCIATES, INC

’CHEDUEﬁikfi ' NONDEDUCTIBLE EXPENSES, BOX 16, CODE C

)ESCRIPTION c. . mwoUNT SHAREHOLDER FILING INSTRUCTIONS

‘XCLUDED MEALS AND ENTERTAINMENT

{XPENSES ' 47,573. SEE FORM 1040 INSTRUCTIONS

*OTAL ‘-Ei~;-f“ S aT,B73.

SHAREHOLDER 1
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Appendix D
Sahuarita Water Company ("SWC")
Computation of Taxable Income

May 2009
Ownership

Sahuarita Water Company Ownership Percentage
Interchange Opportunity Fund, LLLP 66.0000%
Mission Peaks 6600, LLC 33.3333%
Sharpe & Associates, Inc (an S-corporation) 0.6667%

100.0000%

Ownership

interchange Opportunity Fund, LLLP ("IOF"} Percentage
Sharpe & Associates, Inc (an S-corporation) 40.0000%
Partnership partners 16.5000%
Individual partners 15.4500%
LLC partners 13.8000%
Trust partners 11.1000%
Pension and IRA partner 3.0000%
Sharpe Trust #1 0.0750%
Sharpe Trust #2 0.0750%

100.0000%

Income Allocated to Partners

Total Sharpe & Mission
SWC 2008 Federal Taxable Income SWC 10F Associates Inc Peaks
Ordinary S 534,260 352,612 3,561 178,087
Rental . 1,340 884 9 447
Interest 18,395 12,141 122 6,132
Dividend 104,690 69,095 698 34,897
Total SWC 2008 federal taxable income 658,685 434,732 4,390 219,563
Additions to Arizona Taxable Income S 107,903 § 71,216 $ 719 $ 35,968
Taxable Income Passing Through SWC & IOF
to RMS Individual Tax Return

SWCK-1to I0F K-1 pass through to
Total Reported Sharpe & Sharpe & Sharpe Sharpe

Federal Income Tax Return On Form 1040  Associates Inc  Associates Inc Trust #1 Trust #2
Ordinary $ 145,135 $ 3,561 § 141,044 S 1265 S 265
Rental 364 9 353 1 1
Interest 4,996 122 4,856 9 9
Dividend 28,439 698 27,638 52 51
Total SWC income reported on RMS tax return 178,934 4,390 173,891 327 326
Additions to Arizona Taxable Income .S 29,734 S 719 $ 28,910 $ 52 $ 53
SWC income of RMS 1040 $ 178,934 27.165% % of SWC taxable income reported on RMS 1040

Total SWC Taxable Income S 658,685
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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
RMS Tax Return
Income From Tax Return Without Taxable
Federal Form 1040 SWC As Filed Income from SWC
Adjusted Gross Income $ 178,934 $ 1,857,379 $ 1,678,445
Taxable Income 179,636 1,142,090 962,454
Arizona Form 140
Adjusted Gross Income 178,934 1,886,394 1,707,460
Taxable Income 184,302 1,142,968 958,666
RMS Tax Return
Income Taxes Paid Tax Return Without Taxable
Income Taxes Paid on SWC Income As Filed Income from SWC
Federal Form 1040 $ 26,840 $ 202,709 % 175,869
Arizona Form 140 8,368 49,813 41,445
Total Income Taxes Paid $ 35208 $ 252,522 $ 217,314
Income taxes attributable to SWC Taxable Income
Total Income Taxes Paid 35,208 19.60% Combined 2008 tax rate
Federal taxable income 179,636
Total Income Taxes Paid $ 35,208
RMS % ownership 27.17%
imputed SWC income tax based
on RMS income taxes paid $ 129,606
Total SWC 2008 federal taxable in $ 658,685
Combined marginal tax rate 39.50%

Imputed SWC income taxes

based on highest and most
probable marginal income tax

rate

$ 260,181




BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE
APPLICATION OF SAHUARITA

WATER COMPANY, L.L.C. (“SWC”)

FOR AN OPINION AND ORDER OF

THE COMMISSION (i)

DETERMINING THE FAIR VALUE

OF THE UTILITY PROPERTY OF DOCKET NO. W-03718-09-0359
SWC FOR RATEMAKING PURPOSES,

(i) FIXING A JUST AND

REASONABLE RATE OF RETURN

THEREON, (iii) APPROVING RATES

AND CHARGES DESIGNED TO

PRODUCE REVENUES SUFFICIENT PREPARED TESTIMONY
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

REBUTTAL TESTIMONY OF
THOMAS J. BOURASSA
ON BEHALF OF SAHUARITA WATER COMPANY, L.L.C.
(RATE BASE, INCOME STATEMENT, RATE DESIGN)

May 17, 2010
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Q2.
A2.

Q3.

A3.

Q4.
A4

IL

Q6.

Ab.

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.

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS CASE?

On behalf of the applicant, Sahuarita Water Company (“SWC” or the “Company”).
HAVE YOU PREVIOUSLY SUBMITTED DIRECT TESTIMONY IN THE
INSTANT CASE?

Yes, my direct testimony was submitted in support of the initial application in this
docket. There were two volumes, one addressing rate base, income statement and
rate design, and the other addressing cost of capital.

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.

SUMMARY OF SWC’S REBUTTAL POSITION

WHAT IS THE REVENUE INCREASE THAT THE COMPANY IS
PROPOSING IN THIS REBUTTAL TESTIMONY?

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.
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HOW DOES THIS COMPARE WITH THE COMPANY’S DIRECT
FILING?

In the direct filing, the Company requested a total revenue requirement of
$3,377,358, which required an increase in revenues of $1,162,216, or 52.47%.
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?

The rebuttal rate base adjustments proposed by the Company are summarized as
follows:

Post Test Year Plant — The Company has adopted the 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 $1,877,809.

The Company also proposes to true-up the costs of Well #23 and proposes
to reduce PIS by $65,027.
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Q10.

Al0.

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.

IT APPEARS THAT THE PRIMARY INCREASE IN THE RATE BASE IS
DUE TO THE CHANGE IN THE RATE BASE TREATMENT OF ARSENIC
PLANT?

Correct. As you will recall, in its direct filing 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
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All.

Q12.

Al2.

I11.

Q13.

Al3.

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 that will be
forgiven. Together, these two proposed adjustments result in a net increase in rate
base of $2,816,714.

THE RATE BASE TREATMENT OF THE ARSENIC TREATMENT
FACITLITY REFLECTS THE ADOPTION OF STAFF
RECOMMENDATIONS?

As 1 already indicated above, yes it does’. As such, the Company is no longer
requesting an ACRSM.

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 Incr. % Increase
Company-Direct $3,377,358 $1,162,216 52.47%
Staff $2,477,559 $§ 262,416 11.85%
Company Rebuttal $3,518,855 $1,303,702 58.85%

RATE BASE

WOULD YOU PLEASE IDENTIFY THE PARTIES’ RESPECTIVE RATE
BASE RECOMMENDATIONS?

Yes, the rate bases proposed by the parties in the case, are as follows:

OCRB FVRB

! See Direct Testimony of Thomas J. Bourassa (“Bourassa Dt”) at 36-38.
? See Direct Testimony of Jeffrey M. Michlik (“Michlik Dt.”) at 7-8.
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Al4,

Company-Direct $ 7,418,409 $ 7,418,409

Staff $ 8,709,357 $ 8,709,357
Company Rebuttal $10,059,443 $10,059,443
A. Plant-in-service.

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.

Adjustment A reflects an increase to PIS for arsenic treatment facility costs
totaling $4,254,251. 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.”  Further, the plant is necessary to meet the safe drinking water
mandates of the Environmental Protection Agency (“EPA”).’ 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

‘Id
SId
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AlS.
Q1e.

Alé6.

Q17.

Al7.

Q18.

to 348.1 — Other Tangible Plant — Arsenic Media. The Company proposes this
adjustment so that the portion of the arsenic treatment plant (arsenic media costs)
will be reflected in a plant account that properly matches its expected life.

WHAT IS THE EXPECTED USEFUL LIFE OF WATER TREATEMENT
PLANT AND ARSENIC MEDIA PLANT?

30 years for arsenic treatment plant and 1.5 years for arsenic media.

IS THE COMPANY STILL SEEKING AN ACCOUNTING ORDER TO
TRACK ARSENIC TREATMENT OPERATING EXPENSES?

It depends. If the Company’s proposal to reclassify arsenic media costs to a plant
account with a shorter useful life is adopted then the answer is no. The largest cost
the Company anticipates that are related to arsenic treatment is arsenic media
related. These costs are known and measurable as they were included in the
arsenic treatment plant costs which Staff has verified. The Company’s proposal
will allow the Company to recover the bulk of the costs.

WHY DIDN'T THE COMPANY PROPOSE THIS ADJUSTMENT IN ITS
DIRECT FILING?

Because the Company did not propose to include arsenic treatment plant costs in
rate base in its direct filing. As I testified earlier, the Company instead proposed to
only recover debt service through an ACRSM. Since both Staff and the Company
now propose to include the arsenic treatment plan costs in rate base, the
Company’s proposed adjustment is appropriate and should be adopted.

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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A20.

At a minimum there are filter replacement costs that will range from $15,000 to
$20,000 annually. While these costs are not insignificant, they are not fully
known and measureable at this time.

PLEASE CONTINUE.

Adjustment C, of rebuttal B-2 adjustment 1, reflects a decrease to PIS of $312,565
for plant not used and useful. This adjustment reflects an adoption of a portion of
Staff’s proposed PIS adjustment for $327,565.° Specifically, the Company agrees
to remove the plant costs associated with the Estancia De Corazon subdivision
totaling $76,082.” The Company also agrees to remove the cost for wells #12, #17,
#19, and #20 with the exception of $15,000 for a pump motor which was moved
from Well #17 to Well #23 and is currently used and useful. While the Company
believes these wells to be used and useful as monitoring wells, the Company has
agreed to remove these wells in this rate case to help minimize issues between the
parties.

Adjustment D, of rebuttal B-2 adjustment 1, reflects a decrease to PIS of
$65,027 to true-up the costs of Well #23. The adjusted cost of Well #23 is
$1,779,243 which matches the cost reflected in Staff’s engineering testimony.®
PLEASE COMMENT ON THE DISAGREEMENT BETWEEN STAFF AND
THE COMPANY WITH REGARD TO WELL #23?

Staff concludes that Well #23 is not needed at this time and has removed the costs
from PIS.” The Company respectfully disagrees. Well #23 is currently providing

water to existing customers and is necessary for the ongoing provision of adequate

¢ See Table H-1 in Direct Testimony of Marlin Scott Jr. (“Scott Dt.”) at 10.

Id

8 Scott Dt. at 10.
°Scott Dt. at 11; Michlik Dt. 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.

PLEASE EXPLAIN YOUR ADJUSTMENTS TO ACCUMULATED

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.'

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 ADJUSTMENT TO
CONTRIBUTIONS-IN-AID OF CONSTRUCTION?

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 of $1,877,809."

B. Accumulated Depreciation.
Q21.
DEPRECIATION.
A2l
Q22.
A22,
' Michlik Dt. at 10.
"Id at 8.
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D. Advances-in-aid of Construction (“ATAC”).
PLEASE DISCUSS THE COMPANY’S ADJUSTMENT TO ADVANCES-IN-

AID OF CONSTRUCTION?

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.'

E. Accumulated Deferred Income Taxes (“ADITs”).

HAS THE COMPANY PROPOSED A REBUTTAL ADJUSTMENT TO
DEFERRED INCOME TAXES?

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
$8$524,600. The increase reflects the Company’s rebuttgl) 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.

HAVE STAFF CHANGES TO THE COMPANY’S DEFERRED INCOME
TAXES?

Yes. Staff has removed all ADIT from rate base. * This is consistent with Staff’s
recommendation to exclude income taxes from the revenue requirement.

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.

1214 at 4,
BId at12.
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Q27.

A27.

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 the 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?

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 then 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

" Bourassa Dt. at 10.
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base) which means that the actual income taxes through 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 their 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

1S Bourassa Dt. at 16.

11
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Q28.

A28.

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.”® Staff’s challenge to the inclusion of
income taxes rests merely on a technical distinction rather than reality.

ARE THE RETURNS GRANTED A C-CORP THE SAME AS AN S-CORP
OR LLC IF INCOME TAXES ARE EXCLUDED FOR AN S-CORP OR
LLC?

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 through 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,

17 d

12
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Q29.

A29.

Q30.

A30.

WHAT THEN IS THE ADVANTAGE OF A TAX PASS-THROUGH
ENTITY?

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.

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.

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
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Q32.

A32.

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 with 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.

PLEASE COMMENT ON STAFF PROPOSAL TO INCLUDE CUSTOMER
SECURITY DEPOSITS IN RATE BASE.

Staff recommends the inclusion of customer security deposits totaling $96,204 in
rate base (a reduction in rate base).'® 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

'8 Michlik Dt. at 10.
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Q33.
A33.

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 the 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."° 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.

PLEASE COMMENT ON STAFF’S PROPOSED RATE CASE EXPENSE.
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.

1 See Company Direct Schedule E-1.
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Q34.

Q34.

IV.

Q3s.

A35.

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 S 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 another 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.

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 would not agree to a surcharge.

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-1, page 1-2.
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Q36.

A36.

Q37.
A37.

Q38.

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.?’ Staff’s Composite rate is higher as a result. All things being equal,
Staff’s 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, Staff’s 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.

PLEASE CONTINUE.

% See Staff Schedule JMM-16.
2! See Company Direct Schedule B-2, page 6.1 to 6.5.
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A38.

Q39.

A39.

Rebuttal adjustment number 2 increases property tax expense and reflects the
rebuttal proposed revenues. All 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 Staff’s 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.?*

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?

Yes. Staff erroneously concludes that 25 percent of the costs allocated from the
management company are overhead and profit.”> 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 Dt. at 22.
BId at21.

*»H

B 1d at 20.
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Q41
A4l

Q42.

A42.

Q43.

A43.

Q44.
A44,

“likely” was 25% overhead and profit contained in those allocated costs. This is
mere speculation and not supported by the facts in this case.

DO YOU HAVE ANY FURTHER COMMENTS ON THIS ISSUE?

Yes. I wish to note that the allocated payroll cost issue is addressed in greater
detail in the testimony of Company witness, Ms. Marian Homiak. The Company
believes that Ms. Homiak fully rebuts the Staff’s reasoning for its proposed
disallowance of this operating expense.

THANK YOU. PLEASE CONTINUE WITH YOUR DISCUSSION OF THE
INCOME STATEMENT.

Rebuttal adjustment 6 reflects the synchronization of interest expense with the
Company’s proposed rate base.

Rebuttal adjustment 19 reflects income taxes at Company’s proposed rates.
STAFF EXCLUDES INCOME TAXES FROM EXPENSES, CORRECT?
Yes. For the reasons discussed previously, the Company disagrees with Staff.
RATE DESIGN
WHAT ARE THE COMPANY’S REBUTTAL PROPOSED RATES?

The rebuttal proposed rates are listed below.

All Classes
Meter Monthly Gallons included
Size Minimum in Monthly Minimum
5/8 $ 2456 0

3/4 $ 36.84 0

1 $ 6140 0
1172 $ 122.80 0

2 $ 196.48 0

3 $ 392.96 0

19
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4 $ 614.00 0
6 $1,228.00 0
The commodity charges and tiers by meter size are:

Residential, Commercial and Irrigation Class
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Meter Charge
Size Tier (gallons) per 1,000 gallons
5/8x3/4 Residential 1 to 4,000 $3.53
4,001 to 10,000 $4.28
Over 10,000 $4.83
3/4 Residential 1 to0 6,000 $3.53
6,001 to 9,000 $4.28
Over 9,000 $4.83
1 Residential 1 to 10,000 $3.53
10,001 to 25,000 $4.28
Over 25,000 $4.83
5/8x3/4 and 3/4
Commercial, Irrigation 1 to 10,000 $4.28
Over 10,000 $4.83
1 Commercial, Irrigation 1 to 25,000 $4.28
Over 25,000 $4.83
1 ¥2Res., Com., Irr. 1 to 50,000 $4.28
Over 50,000 $4.83
2 Res., Com., Irr. 1 to 80,000 $4.28
Over 80,000 $4.83
3 Res., Com., Irr. 1 to 160,000 $4.28
Over 160,000 $4.83

20
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A45,

Q4e6.

Adé6.

4 Res., Com., Irr. 1 to 250,000 $4.28

Over 250,000 $4.83
6 Res., Com., Irr. 1 to 500,000 $4.28
Over 500,000 $4.83

Standpipe (Construction)
All Meter Sizes All gallons $4.83

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 1 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 1
inch irrigation, 1%z 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.

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
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Q47.

Ad47.

Q4S.
A4S,

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.
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.
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 1 inch
residential and construction water. The difference between the designs is that the
Company proposes a inverted three tier design for 1 inch metered residential
customers as opposed to Staff’s two-tier design. Staff break-over points are mostly
different than the Company’s. However, like the Company, Staff’s break-over
points increase with meter size. The first tier commodity rate of the small
commercial metered customers and 1 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 1 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 Staff’s proposed rate
design at this time with respect to the impact on the various customer class, or on

how Staff’s proposed rates perform under a cost of service study, because Staff’s
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proposed rates do not produce Staff’s recommended revenue requirement. It
appears that Staff’s 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 Staff’s proposed rate design places all of the
revenue increase on the commodity rates and none in the monthly minimums. This
increases revenue instability and increases the risk the Company will not recover
the revenue requirement.

In addition, based on Staff’s proposed rates, it would appear that Staff’s
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 nearly 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 Staff’s proposed rate design is more
heavily subsidized by the other customer classes. I hesitate at this time to provide
the specific indications of the level of subsidization based on a cost of service study
because of the problem with Staff’s proposed rates mentioned earlier. However, at
this point I believe the high subsidization exists because Staff’s 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 Staff’s proposed rates do not produce its
recommended revenue requirement, Staff’s proposed rates for the 5/8x3/4 inch

residential class provides approximately 62.6 percent of the revenues from all
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Q49.

A49.

Q50.

A50.
Qsl.

A5l
Q52.

AS2.

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.?

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 Seamans addresses in his Rebuttal Testimony.

IS THERE ANY DISAGREEMENT BETWEEN THE STAFF AND THE
COMPANY REGARDING SERVICE LINE AND METER INSTALLATION
CHARGES?

No.

IS THERE ANY DISAGREEMENT BETWEEN THE STAFF AND THE
COMPANY REGARDING MISCELLANEQUS CHARGES?

Except for a disagreement over the deposit interest rate, there are no disagreements.
PLEASE EXPLAIN THE DISAGREEMENT OVER THE DEPOSIT
INTEREST RATE.

The Company recommends a deposit interest rate of 1% whereas Staff

recommends a deposit interest rate of 6%. The Company believes its rate more

% Michlik Dt. at 25-26.
2 Id at 26.
2 1d at 27-28.
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accurately reflects the reality of very low interest rates at the present time than does
Staff’s. In fact, the current average national money market rate is ~ 0.864%.%
Q53. DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY?
AS53. Yes. Although my silence on any issue not discussed herein does not necessarily

constitute agreement with Staff.

¥ WWW Bizrate.com, May 14, 2010.
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Sahuarita Water Company, LLC

Test Year Ended December 31, 2008

Computation of Increase in Gross Revenue

Requirements As Adjusted

Fair Value Rate Base

Adjusted Operating Income

Current Rate of Return

Required Operating Income

Required Rate of Return on Fair Value Rate Base

Operating Income Deficiency

Gross Revenue Conversion Factor

Increase in Gross Revenue Revenue Requirement
Adjusted Test Year Revenues

Increase in Gross Revenue Revenue Requirement
Proposed Revenue Requirement

% Increase

Customer
Classification

5/8x3/4 Inch Residential

3/4 Inch Residential

1 Inch Residential
Subtotal

1 Inch Commercial

2 Inch Commercial

3Inch Commercial
Subtotal

1 Inch Public Authority

2 Inch Public Authority
Subtotal

5/8x3/4 Inch  Irrigation

3/4 Inch Irrigation

1 Inch Irrigation

1.5 Inch Irrigation

2 inch Irrigation

3 Inch Irrigation
Subtotal

3inch Construction

Subtotal Revenues before Annualization
Revenue Annualization

Other Water Revenues

Reconciling Amount H-1 to C-1

Total of Water Revenues

SUPPORTING SCHEDULES;
Rebuttal B-1
Rebuttal C-1
Rebuttal C-3
Rebuttal H-1

Exhibit

Rebuttal Schedule A-1
Page 1

Witness: Bourassa

$ 10,059,443

130,716

1.30%

$ 974,760

9.69%

$ 844,044

1.5446

1,303,712

$ 2,215,143

$ 1,303,712

$ 3,618,855

58.85%
Present Proposed Dollar Percent
Rates Rates increase Increase
$ 1,314,948 2,140,871 § 825,923 62.81%
197,019 304,098 107,079 54.35%
34,678 53,840 19,162 55.26%
$ 1,546,644 2,498,808 $ 952,164 61.56%
$ 899 1,465 $ 566 62.94%
75,830 127,457 51,628 68.08%
6,502 10,731 4,228 65.02%
$ 83,231 139,652 $ 56,422 67.79%
$ 761 1,233 $ 472 62.02%
13,833 22,954 9,120 65.93%
$ 14,595 24,187 $ 9,593 65.73%
$ 22,472 39,175 § 16,703 74.33%
4,820 7,787 2,967 61.55%
51,943 86,166 34,224 65.89%
22,010 36,842 14,832 67.39%
243,475 411,339 167,864 68.94%
1,175 1,979 804 68.42%
$ 345,895 583,289 $ 237,394 68.63%
$ 27,266 39,261 § 11,996 44.00%
$ 2,017,631 3,285,198 § 1,267,568 62.82%
44,664 77,387 32,723 73.26%
157,242 157,242 - 0.00%
(4,394) (972) 3,422 -77.88%
$ 2,215,142 3,518,855 § 1,303,713 58.85%
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Sahuarita Water Company, LLC Exhibit

Test Year Ended December 31, 2008
Summary of Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation

Net Utility Plant in Service

Less:

Advances in Aid of
Construction

Contributions in Aid of
Construction

Accumulated Amortization of CIAC

Deferred Income Taxes & Credits

Plus:

Unamortized Debt Issuance
Costs

Deferred Reg. Assets

Working capital

Total Rate Base

SUPPORTING SCHEDULES:
Rebuttal B-2
Rebuttal B-3
Rebuttal B-5

Rebuttal Schedule B-1
Page 1
Witness: Bourassa

Original Cost Fair Value
Rate base Rate Base
$ 25,274,471 $ 25,274,471
1,368,282 1,368,282
$ 23,906,188 $ 23,906,188
9,258,917 9,258,917
4,314,264 4,314,264
(251,796) (251,796)
525,361 525,361
$ 10,059,443 $ 10,059,443
RECAP SCHEDULES:
Rebuttal A-1



Line
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Sahuarita Water Company, LLC
Test Year Ended December 31, 2008

Original Cost Rate Base Proforma Adjustments

Gross Utility
Plant in Service

Less:

Accumulated
Depreciation

Net Utility Plant
in Service

Less:

Advances in Aid of

Construction

Contributions in Aid of

Construction

Accumuiated Amort of CIAC

Deferred Income Taxes & Credits

Plus:

Unamortized Debt Issuance

Costs

Deferred Reg. Assets

Working capital

Total

SUPPORTING SCHEDULES:

Rebuttal B-2, pages 2

Adjusted
at
End of
Test Year

$ 20,957,540

1,680,847

$ 19,276,692

9,334,999

2,436,455

(251,796)

338,625

$ 7418410

Exhibit

Rebuttal Schedule B-2
Page 1

Witness: Bourassa

Rebuttal
Adjusted
Proforma atend
Adjustment of
Amount Test Year
4,316,931 $ 25,274,471
(312,565) 1,368,282
$ 23,906,188
(76,082) 9,258,917
1,877,809 4,314,264
- (251,796)
186,736 525,361

$ 10,059,443

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

Line
Post Test Year - Arsenic Treatment Plant
Account Description

320 Aresnic Treament Plant
331 Transmission and Distribution Mains

Total

[N Y G O O G G G G Z
ocooo\noum.hwm-ao‘om\'@‘"-‘*“'\’—‘lp

Amount
$ 2,686,523
2,008,000

$ 4,694,523

Exhibit

Rebuttal Schedule B-2
Page 3.1

Witness: Bourassa



Sahuarita Water Company, LLC Exhibit

Test Year Ended December 31, 2008 Rebuttal Schedule B-2
Original Cost Rate Base Proforma Adjustments Page 3.2
Adjustment Number B Witness: Bourassa

Line

Reclassify Arsenic Media Costs

Account Description Amount
320  Arsenic Treament Plant $ (120,000)
348.1 Other Tangible Plant 120,000
Total $ N

[\ JENSE NS N N N (T QU G WG Y Z
ocooo\lmou-hoom—\ocom“o"-"""‘*"\’—‘lp
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22
23
24
25
26
27

Sahuarita Water Company, LLC
Test Year Ended December 31, 2008
Original Cost Rate Base Proforma Adjustments

Adjustment Number C

Plant Not Used and Useful

Account Description
307  Well#17
Less: Pump Motor Used on Well #23

307 Net cost of Well #17

307 Well#12
307 Well#19
307  Well #20

331 Transmission and Distribution Mains
333 Services
335  Hydrants

Total

SUPPORTING SCHEDULE
MSJ Table H-1 (Estancia De Corazon Subdivision)

$ (194,773)
15,000

Amount

$  (179,773)
(56,610)

(100)
(30,250)
(30,159)
(15,673)

$  (312,565)

Exhibit

Rebuttal Schedule B-2
Page 3.3

Witness: Bourassa
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Sahuarita Water Company, LLC
Test Year Ended December 31, 2008
Original Cost Rate Base Proforma Adjustments
Adjustment Number D

Post Test Year Plant - Well #23

Costs for Well #23 per Rebuttal Filing
Costs for Well #23 per Direct Filing

Increase (Decrease) in Plant (Account 307)

SUPPORTING SCHEDULE
MSJ Table H-1 (Estancia De Corazon Subdivision)

$ 1779243
1,844,270
$ 65,027

Exhibit

Rebuttal Schedule B-2
Page 3.4

Witness: Bourassa
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Sahuarita Water Company, LLC
Test Year Ended December 31, 2008
Original Cost Rate Base Proforma Adjustments
Adjustment Number A

Plant Not Used and Useful

Account Description Amount
307 Well#17 ($194,773)
Less: Pump Motor Used on Well #23 15,000
307  Net cost of Well #17 $  (179,773)
307 Well#12 (56,610)
307  Well#19 -
307  Well#20 (100)
331 Transmission and Distribution Mains (2007) (30,250)
333  Services (2007) (30,159)
335 Hydrants (2007) (15,673)
Total $ (312,565)
SUPPORTING SCHEDULE

MSJ Table H-1 (Estancia De Corazon Subdivision)

Exhibit

Rebuttal Schedule B-2
Page 4.1

Witness: Bourassa
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Sahuarita Water Company, LLC
Test Year Ended December 31, 2008
Original Cost Rate Base Proforma Adjustments
Adjustment 3

Contributions-in-Aid of Construction ("CIAC™)

Original WIFA Loan
Principal Forgiven

WIFA Loan, net

Amount transferred to CIAC

4,694,523

1,877,809

2,816,714

1,877,809

Exhibit

Rebuttal Schedule B-2
Page 5

Witness: Bourassa
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Sahuarita Water Company, LLC Exhibit

Test Year Ended December 31, 2008 Rebuttal Schedule B-2
Original Cost Rate Base Proforma Adjustments Page 6
Adjustment 4 Witness: Bourassa

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

Remove AIAC (Estancia De Corazon subdivision) $ (76,082)
Adjustment to AIAC $ (76,082)
SUPPORTING SCHEDULES

MSJ Table H-1 (Estancia De Corazon Subdivision)
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Sahuarita Water Company, LLC Exhibit
Test Year Ended December 31, 2008 Rebuttal Schedule B-5

Computation of Working Capital Page 1
Witness: Bourassa

Line

No.
1 Cash Working Capital (1/8 of Allowance
2 Operation and Maintenance Expense) $ 130,557
3 Pumping Power (1/24 of Pumping Power) 6,140
4  Purchased Water (1/24 of Purchased Water) 177
5 Prepaid Expenses 2,658
6 Meterials and Supplies 103,909
7
8
9  Total Working Capital Allowance $ 243,441
10
11
12 Working Capital Requested $ -
13
14
15 SUPPORTING SCHEDULES: RECAP SCHEDULES:
16 Rebuttal C-1 Rebuttal B-1
17
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Sahuarita Water Company, LLC
Test Year Ended December 31, 2008
Income Statement

Revenues

Metered Water Revenues
Unmetered Water Revenues
Other Water Revenues

Operating Expenses

Salaries and Wages
Purchased Water
Purchased Power

Fuel for Power Production
Chemicals

Repairs and Maintenance
Materials & Supplies
Outside Services

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

Total Other Income (Expense)
Net Profit (Loss)

SUPPORTING SCHEDULES:

Exhibit

Rebuttal Schedule C-1

Page 1

Witness: Bourassa

Rebuttal C-1, page 2

Rebuttal Rebuttal

Adjusted Adjusted Proposed Adjusted

Test Year Adjusted Rate with Rate

Results Adjustment Results Increase Increase
$ 2,057,901 % - $ 2057901 $ 1,303,712 $ 3,361,613
157,242 - 167,242 167,242
$ 2,215,143 $ - $ 2215143 $ 1,303,712 $§ 3,518,855

$ - -8 - $ .
4,256 - 4,256 4,256
147,364 - 147,364 147,364
11,866 - 11,866 11,866
75,423 - 75,423 75,423
30,131 - 30,131 30,131
770,603 (751) 769,852 769,852
8,750 1,632 10,382 10,382
13,195 (11,299) 1,896 1,896
22,358 - 22,358 22,358
21,111 - 21,111 21,111
75,000 - 75,000 75,000
14,724 - 14,724 14,724
109 - 109 109
610,853 123,307 734,160 734,160
11,602 - 11,602 11,602
122,230 2,236 124,466 - 124,466
104,948 (75,223) 29,726 459,668 489,394
$ 2,044,524 $ 39,902 $§ 2,084,427 $ 459,668 $ 2,544,095
$ 170,618 $ (39,902) $ 130,716 $ 844,044 $ 974,760
- (76,134) (76,134) (76,134)
$ - $ (76,134) $ (76,134) $ - 3 (76,134)
$ 170,618 $ (116,036) $ 54582 $ 844,044 $ 898,626

RECAP SCHEDULES;
Rebuttal A-1



| abed -3 [epngay

SINAIHIS dvo3g
Z8G'PS $ €z2'6L § (¥€1'92) $ 162 $ (Zeg't) ¢ e62'1L ¢ (ocz'z) § (z0€'€zl) $ 819021 $
(rEL'9L) - $ (bero) - $ - $ - $ - $ - E - 3
(reL'al) reL'os) -
oLzogeL ¢ egzesl § - $ 152 $ (e£9'l) ¢ e62'LL $ (oez'?) $ (z0c'€2l) $ L9021 $
LZr'v80'c $ (cge'sl) § - [N $ 2£9'L ¢ (66Z'LL) $ 9eZT $ L08€2L $ ¥ZSvv0C $
92,62 (ezz'sD) 8¥6'v0L
9or'vel 9e2'e 0€z'zzL
Z09'LL 209°LL
09L'peL 20£'¢€Z1 £68'0L9
601 601
ZL'P)L ¥Zl'vL
000'62 000's.
Lz Lz
86€2Z 85€'22
968°L (662°LL) G6lL'El
28€'0l z89't 0sL'8
258°'692 (X7A] £09'02L
LeLoe LEL'oE
€ZVY'sL £ZY'SL
008°LL 998°LL
$9g'LvL ¥9g°L¥L
9%2'y 965Z'y

- ¢ - $
eri'gizz $¢ - $ - $ - $ - $ - $ - $ ehL'sizz ¢
TVZ'LSL vT'16)
1062602 $ 106°260'C $

S|NsSay Xer YOuAS EERIVE] BuRsax Baping Soxel 3suadxg SRSy

pajsnipy awaoou} JEETEI] apisinO 191BM - sjusy Auadold uonewsidsqg  IesA isal
pajsnipy paysnipy
lepngay Z 9 g 2 3 Z T <<<<<13av1

BSSEIN0g SSaUNAN

Z 9bed

L-0 8INpayos [ennqasy
naux3

JUSWS)BIS SWooU|
8002 ‘L€ Joqwsoag papu3 JBaA 1S9,
9711 ‘Auedwog Jajepy ejuenyes

X 0} | abed 'z-0 [eungay
:$TFTNAFHOS ONILIOIdNS

(sso7) 1oud 18N
(esuadx3) swoou} 5030 RIOL

asuadx3g Jaylo
asuadx3 )saleu}
(sso[) awodul Jayio
awioou] ysalep|
(asuadx3) swoouj 830
awoou] Buyesadp
sasuadxy Bupesado jejol
X2] SWodu|
soxe ) Auadoid
aWodU] UBY | JOYIQO SaXe |
asuadx3g uonetdaldaq
asuadx3 1geQ peg
asuadxg snoaueljeosiy
asen ajey - “dx3 "wwo) ‘Hay
dxg ‘wiwo) "bay
2§17 pue y)jeaH - aouBINSU]
Apger |eiauas) - asueInsu|
sasuadx3 uoepodsuel ]
sjusy
Bunsa] Jayepn
S3OIAIBS SPISINO
salddng ¢ sjeusjein
aoueusUIRH pue sieday
sjeotuayd
uoloNPoL4 J8MOod 1o} |ang
18Mod paseyand
J91BAA PaseyoIng
sabepp pue sauejes
sasuadxy Bunesad

SBNUDASY JOJBAA JoUI0
SONUAASY JBJBAA PalIBLIUN
SONUSADY JOJe DaJSIBy
SaNuaASY

114

I‘-NC‘)VIO(DI\OOG)

24
i 4



(9co'gLL) - - - - - £€22'6L
(veL'ol)
(zo6'6E) - - - - - £€22'6L
Z06°6E {ezz'sl)
saxe]
awoou)|
[ER[ans zr |5y ot 5 g z
(6sz’L61) (rer'al) 162 (zeo'L) 66C'LL (gez2) (zog'cel)
(rer'oL) (veL'as)
(gz1'sL)) - 162 (2e9°'1) 66211 (9e2'2) (zog'szL)
GZLS1lL s ZE9°L (662°L1) 9ezC 10€°€21
UONeZIUCYIDUAS sabeianag BURsSsL Bupiing Soxe ] 3suadxg
JLEIEN ] S9OINDG SPISINO J12)BAA - Jusy Apadoid uonepaidaqg
JEolaNg ] g 12 € Z T

BsseINog SSAUNIM

| abed

2-0 3Inpayos [epngay
Hqyx3

sosuadxy Jo/pue SeNUSASY 0} sjuswsnipy
8002 ‘L€ 19quadaQ papul JesA JsaL
2711 ‘Auedwioy Joje eienyes

awoouj JoN

asuadx3y
J 3woodu|

U0
asuadx3
ysassu}

awoou|
Bunesado

sasuadxg

SANUBATY

SUWIOOU} 19N

asuadxg

/ 8WodU|
PUIo

asuadx3
1sa.3)u)

awoouy
Buneledo

sasuadx3y

SONUBNDY

l‘-Nﬂﬂ'lOtDl\wO’

=)
Z|

]
£
3



Line

P WOWWWWWWWWWNRNNNNNRNNNND 2 a3 aaa o Z
gcmng'g%918%0’%ﬁ$3§3r%ﬁocooo\lc»mAwm—xocooo\lovmbww—\ocooo\loumhww-so@m\‘o"“"""’N“I_o

Sahuarita Water Company, LLC
Test Year Ended December 31, 2008
Adjustments to Revenues and Expenses
Adjustment Number 1

Depreciation Expense

Acct.
No.
301
302
303
304
305
306
307
308
309
310
311
320

320.1
320.2
330
330.1
330.2
331
333
334
335
336
339
340
340.1
341
342
343
344
345
346
347
348
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 Tunneis
Supply Mains

Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Plant
Chemical Solution Feeders
Dist. Reservoirs & 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

Less: Amortization of Contributions

Total Depreciation Expense

Test Year Depreciation Expense

Increase (decrease) in Depreciation Expense

Adjustment to Revenues and/or Expenses

SUPPORTING SCHEDULE

Rebuttal B-2, page 3
Rebuttal B-2, page 6.5

Adjusted
Original
Cost
7.541
350,861
13,636
171,671

2,343,156

335,668
43,912
2,585,217

1,811,998

12,140,307
2,051,394
1,222,335

656,364
816

0
283,991

146,128

13,856
132

11,818
695
962,974
120,000

$ 25,274,471

$ 4314264

* Fully Depreciated

Exhibit
Rebuttal Schedule C-2
Page 2
Witness: Bourassa

Proposed

Rates
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%

3.5026%

Depreciation

$

Expense

5,717

78,027

16,783
5,489
86,088

40,226

242,806
68,311
101,821
13,127
54

0
18,942

29,226
693

13
1,182
70
96,297

80,400
885,273

(151,113)

734,160
610,853
123,307

123,307



Sahuarita Water Company, LLC
Test Year Ended December 31, 2008
Adjustment to Revenues and/or Expenses
Adjustment Number 2

Property Taxes:

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

Full Cash Value
Assessment Ratio
Assessed Value
Property Tax Rate

Property Tax
Plus: Tax on Parcels

Total Property Tax at Proposed Rates

Adjusted Property Taxes
Change in Property Taxes

Adjustment to Revenues and/or Expenses

$

$

2,215,143
2,215,143
3,518,855
2,649,713
5,299,427

48,652

5,250,774
20%

1,050,155

11.8522%

124,466
0

124,466

122,230
2,236

2,236

Exhibit

Rebuttal Schedule C-2
Page 3

Witness: Bourassa



Line

© o~ mox-b-com—-lg

Sahuarita Water Company, LLC
Test Year Ended December 31, 2008
Adjustment to Revenues and/or Expenses
Adjustment Number 3

Rent - Buildin:

Remove Test Year Rent Expense

Increase(decrease) Rent Expense

Adjustment to Revenue and/or Expense

SUPPORTING SCHEDULES
Staff Schedule JMM-14

Exhibit

Rebuttal Schedule C-2
Page 4

Witness: Bourassa

$ (11,299)

3$ 511,2992
$ (11,299)



Sahuarita Water Company, LLC Exhibit

Test Year Ended December 31, 2008 Rebuttal Schedule C-2
Adjustment to Revenues and/or Expenses Page 5
Adjustment Number 4 Witness: Bourassa

Line
No,

1 Water Testing Expense

2

3

4  Addtional Water Testing Expense $ 1,632

5

6

7

8 Increase (decrease) in Water Testing Expense $ 1,632

9

10

11 Adjustment to Revenue and/or Expense $ 1,632

12

13 SUPPORTING SCHEDULES
14  Staff Schedule JMM-13




Sahuarita Water Company, LLC Exhibit

Test Year Ended December 31, 2008 Rebuttal Schedule C-2
Adjustment to Revenues and/or Expenses Page 6
Adjustment Number 5 Witness: Bourassa

Line
No.
1 Remove beverages costs from Outside Services
2
3
4 Bevarages $ (751)
5
6
7
8 Increase (decrease) in Outside Services $ 751
9
10
11 Adjustment to Revenue and/or Expense $ 751
12

13 SUPPORTING SCHEDULES
14 Staff Schedule JMM-12




Line

COOO\IO)(n-th—ilg

Sahuarita Water Company, LLC

Test Year Ended December 31, 2008
Adjustment to Revenues and Expenses

Adjustment Number 6

Interest Synchronization

Fair Value Rate Base
Weighted Cost of Debt
Interest Expense

Test Year Interest Expense

Increase (decrease) in Interest Expense

Adjustment to Revenue and/or Expense

Weighted Cost of Debt Computation

Amount Percent
Debt $ 2,816,714 18.02%
Equity $ 12,814,367 81.98%
Total $ 15,631,081 100.00%

Exhibit

Rebuttal Schedule C-2
Page 7

Witness: Bourassa

10,069,443

0.76%
$ 76,134

s -

76,134

$ (76,134)

Weighted

Cost Cost

4.20% 0.76%
10.90% 8.94%
9.69%



z T
© \lcun.hwm—\log

Sahuarita Water Company, LLC
Test Year Ended December 31, 2008
Adjustment to Revenues and/or Expenses

Income Tax Computation

Income Before Taxes

Less: Per Exemptions
Std Deduction
Arizona Income Before Taxes

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

Arizona Taxable Income
Arizona Income Taxes
Federal Income Before Taxes
Less Arizona Income Taxes

Exemptions
Std Deduction

Federal Taxabie Income

FEDERAL INCOME TAXES:
10% BRACKET

15% BRACKET

25% BRACKET

28% BRACKET

33% BRACKET

35% BRACKET

Federal income Taxes

Total iIncome Tax

Adjustment Number 7

Effective Federal and State tax rate

Adjusted Test Year Income Taxes at proposed rates

Adjusted income taxes

Increase (decrease) to Income Taxes

Test Year
Adjusted
Results

$ 84,308

$ 29,726

$ 104,948

$ (75,223)

Exhibit

Rebuttal Schedule C-2
Page 8

Witness: Bourassa

Adjusted
with Rate
Increase

S 1388020
4,200

9,354
1,374,466

K| P

60,323
60,323  4.35%

1,314,143

L R -

60,323

<

1,388,020
60,323

7,300
11,400

@ e B

1,308,997 .

1,670
7,680
17,288 Federal
20,664 Effective
54,153 Tax
327,617 Rate
8 429,071 30.91%

3 489,394

35.26%



Line

Sahuarita Water Company, LLC
Test Year Ended December 31, 2008
Computation of Gross Revenue Conversion Factor

No. _Description

SOONONAW®N

11
12
13
14
15
16
17
18
19
20

Federal Income Taxes
State Income Taxes

Other Taxes and Expenses

Total Tax Percentage

Operating Income % = 100% - Tax Percentage

1 = Gross Revenue Conversion Factor

Operating Income %

SUPPORTING SCHEDULES:

Exhibit

Rebuttal Schedule C-3
Page 1

Witness: Bourassa

Percentage
of
Incremental
Gross
Revenues
30.912%

4.346%

0.000%

35.26%

64.74%

1.5446

RECAP SCHEDULES:

Rebuttal A-1
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Sahuarita Water Company Exhibit

Changes in Representative Rate Schedules Rebuttal Schedule H-3
Test Year Ended December 31, 2008 Page 4
Witness: Bourassa
Line
No
Present Proposed
Other Service Charges Rates Rates
Establishment $ 2500 $ 25.00
Establishment (After Hours) $ 4000 $ 40.00
Reconnection (Delinquent) $ 2500 $ 25.00
Reconnection (Delinguent) - After Hours NT $ 40.00
NSF Check $ 15.00 $ 156.00
Meter test (If Correct) $ 2500 $ 25.00
Meter Reread (if Correct) $ 1500 $ 15.00
Deposit * *
Deposit Interest*™ 6% 1%
Reestablishment (within 12 months) i b
Late Payment Penalty $ 5.00 $5.00 or 1.5% per month
Deferred Payment 1.5% per month 1.5% per month
Moving Meter at Customer Request At Cost At Cost
Main Extension & Addnl Facilities 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.

NN NNMNNDNDAOMNNMNNNNONNOGQ@Q@Q @S @Q @O WD I
OOV ABRONN QO NOOAWN ORI O A GN 2L

IN ADDITION TO THE COLLECTION OF REGULAR RATES, THE UTILITY WILL COLLECT FROM

30 ITS CUSTOMERS A PROPORTIONATE SHARE OF ANY PRIVILEGE, SALES, USE, AND FRANCHISE
31 TAX AND INCOME TAX. PER COMMISSION RULE 14-2-409D(5).

32

33

34

35

36



Sahuarita Water Company Exhibit
Test Year Ended December 31, 2008 Rebuttal Schedule H-3
Meter and Service Line Charges Page 5
Witness: Bourassa

Line

Refundable Meter and Service Line Charges

Present Proposed
Present Meter Proposed Meter
Service Install- Total Service Install- Total

Line ation Present Line ation Proposed

Charge Charge' Charge' Charge’
5/8 x 3/4 Inch NT $ 445 $ 185 §$ 600
3/4 Inch NT $ 445 $ 255 §$ 700
1 Inch NT $ 495 $ 315 § 810
1 1/2 Inch NT $ 550 $ 525 $ 1,075
2 Inch - Turbine 998 $ 830 $ 1045 $ 1,875
2 Inch - Compound 1488 § 830 $§ 1890 $ 2720
3 Inch - Turbine 1378 $ 1045 $ 1670 $ 2,715
3 Inch - Compound 1928 $ 1,165 $ 2545 $ 3,710
4 Inch - Turbine 2208 $ 1490 $ 2670 $ 4,160
4 Inch - Compound 2823 $ 1670 $ 3645 $ 5315
6 inch - Turbine 4218 $ 2210 $ 5,025 $ 7,235
6 inch - Compound 5498 $ 2330 $ 6920 $ 9250

8 Inch NT At Cost At Cost At Cost

10 Inch NT At Cost At Cost At Cost

12 Inch NT At Cost At Cost At Cost
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Sahuarita Water Company
Test Year Ended December 31, 2008
Hook-Up Fees

Off-site Facilities Hook-up Fee

Present

Charge
5/8 x 3/4 Inch $ 350
3/4 Inch 420
1 inch 700
1 1/2 Inch 1,400
2 Inch 2,240
3inch 4,200
4 Inch 7,000
6 Inch or larger 14,000

3

Proposed
Charge

350

420

700

1,400
2,240
4,200
7,000
14,000

Exhibit

Rebuttal Schedule H-3
Page 6

Witness: Bourassa



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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2
[s]

SOPNOOH LN

Sahuarita Water Company, LLC
Test Year Ended December 31, 2008
COMMODITY - DEMAND METHOD FUNCTION FACTORS

Plant and Depreciation Expense Allocations Functions

Description
Wells

Pumps & Equipment
Trans. & Dist. Mains
Structures & improv.

Water Treatment Equip.

Land

Customer

Services

Meters

Fire Hydrants
Transportation Equip.
Office Furniture
Communication Equip.
Specific

Specific

Specific

Total
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

Exhibit

Rebuttal Schedule G-7
Page 2

Witness: Bourassa

Demand Commodity Customer Meter Service
0.90 0.10
0.90 0.10
0.90 0.10
1.00
0.90 0.10
1.00
1.00
1.00
1.00
1.00
0.25 0.75
1.00
0.25 0.75
1.00
1.00
1.00
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Sahuarita Water Company, LLC
Test Year Ended December 31, 2008
Cost of Service Study, Using Commodity Demand Method Page 3
Development of Class Allocation Factors

COMMODITY ALLOCATION FACTOR (C-1)

(a)
Total Gallons Percent
(in 1,000's) of Meter
Meter Size Class In Test Year Total Size
5/8 Inch Res 254,678 61.92% 5/8 Inch
3/4 Inch Res 31,048 7.55% 3/4 inch
1 Inch Res 4,334 1.05% 1 Inch
1 Inch Com 127 0.03% 1 Inch
2 Inch Com 20,746 5.04% 2 Inch
3 Inch Com 1,401 0.34% 3Inch
1 Inch Public Auth 116 0.03% 1 Inch
2Inch Public Auth 956 0.23% 2Inch
5/8 inch Irr 7.516 1.83% 5/8 Inch
3/4 Inch Irr 873 0.21% 3/4 inch
1 Inch frr 12,518 3.043% 1 Inch
1.5 Inch Irr 5,198 1.264% 1.5 Inch
2 Inch Irr 68,849 16.739% 2Inch
3Inch Ier 185 0.045% 3inch
3 Inch Const 2,759 0.671% 3Inch
Totals 411,304 100.00% Totals
CUSTOMER ALLOCATION FACTOR {CS-1)
Percent
Meter Number of Meter
Size Class of Meters Total Size
5/8 Inch Res 4,042 86.66% 5/8 Inch
3/4 Inch Res 430 9.22% 3/4 Inch
1 Inch Res 51 1.09% 1 Inch
1 Inch Com 2 0.04% 1Inch
21Inch Com 16 0.34% 2Inch
3 Inch Com 1 0.02% 3 Inch
1 Inch Public Auth 1 0.02% 1 Inch
2 inch Public Auth 8 0.17% 2 Inch
5/8 Inch I 11 0.24% 5/8 Inch
3/4 Inch Irr 10 0.21% 3/4 Inch
1 Inch 114 42 0.90% 1 Inch
1.5 Inch brr 9 0.18% 1.5 Inch
2 Inch Irr 38 0.81% 2 Inch
3Inch brr 1 0.02% 3 Inch
3 Inch Const 2 0.04% 3 Inch
Totals 4,664 100.00% Totals
METER ALLOCATION FACTOR (M-1) (b)
Weighted Percent
Meter Number Meter Dollars of
Size Class of Meters Cost of Meters Total
5/8 Inch Res 4042 $ 155.00 626,510 69.40%
3/4 Inch Res 430 255.00 109,650 12.15%
1 Inch Res 51 315.00 16,065 1.78%
1 Inch Com 2 315.00 630 0.07%
2 Inch Com 16 1,890.00 30,240 3.35%
3 Inch Com 1 2,545.00 2,545 0.28%
1inch Public Auth 1 315.00 315 0.03%
2inch Public Auth 8 1,890.00 15,120 1.67%
/8 Inch Irr 11 155.00 1,705 0.19%
3/4 Inch Ire 10 255.00 2,550 0.28%
1 Inch Irr 42 315.00 13,230 1.47%
1.5 Inch Ire 9 525.00 4,725 0.52%
2 Inch Irr 38 1,890.00 71,820 7.96%
3Inch Irr 1 2,545.00 2,545 0.28%
3inch Const 2 2,545.00 5,090 0.56%
Totals 4,664 902,740  100.00%

{a) Includes customer and gallon sold annualization.

Exhibit
Rebuttal Schedule

Witness: Bourassa

DEMAND ALLOCATION FACTOR (D-1)

G-7

Equivalent
Number Number
of Meters Equiv- of Meters Percent
and/or alent and/or of
Class Services  Weight Services Total
Res 4,042 1.0 4,042 72.72%
Res 430 1.5 645 11.60%
Res 51 25 128 2.29%
Com 2 25 5 0.08%
Com 16 8.0 128 2.30%
Com 1 16.0 186 0.28%
Public Auth 1 25 3 0.04%
Public Auth 8 8.0 64 1.15%
Irr 11 1.0 11 0.20%
Irr 10 1.5 15 0.27%
lrr 42 25 108 1.89%
Irr 9 5.0 45 0.81%
Ire 38 8.0 304 5.47%
\rr 1 16.0 16 0.29%
Const 2 16.0 32 0.58%
4,664 5,558 100.00%
———
SERVICES ALLOCATION FACTOR (S-1) (b)
Number Install- Weighted Percent
of ation Number of
Class Services Cost Services Total
Res 4,042 § 445.00 1,798,690 85.33%
Res 430 445.00 191,350 9.08%
Res 51 495.00 25,245 1.20%
Com 2 495.00 990 0.05%
Com 16 830.00 13,280 0.63%
Com 1 1,165.00 1,165 0.06%
Public Auth 1 495.00 495 0.02%
Public Auth 8 830.00 6,640 031%
Irr 11 445.00 4,895 0.23%
Irr 10 445,00 4,450 0.21%
lrr 42 495.00 20,790 0.99%
Irr 9 650.00 4,950 0.23%
ler 38 830.00 31,540 1.50%
Irr 1 1,165.00 1,165 0.06%
Const 2 1,165.00 2,330 0.11%
4,664 2,107,975 100.00%

(b) Meter and Service Line cost from Arizona Corporation Commission Memo of February 21, 2008
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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THE FAIR VALUE OF THE UTILITY
PROPERTY OF SWC FOR
RATEMAKING PURPOSES, (ii) FIXING
A JUST AND REASONABLE RATE OF
RETURN THEREON, (iii) APPROVING
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TO RECOVER SWC’S COST OF
SERVICE AND AUTHORIZED RATE
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FOR THE RECOVERY OF CERTAIN
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Q3.
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Q4.

A4,

IL

Qs.

AS.

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.

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.

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.

SUMMARY OF REBUTTAL TESTIMONY AND THE PROPOSED COST
OF CAPITAL FOR THE COMPANY

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,



O 0 0 A L B W N

NN NN = s e e e e e e e e

Q6.

A6.

Q7.

AT.

Qs.

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:

Method Low High Midpoint
Range DCF Constant Growth Estimates 9.1% 10.5% 9.8%
Range of CAPM Estimates 10.4% 14.6% 12.5%
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%
Indicated Cost of Equity 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.
PLEASE SUMMARIZE YOUR RECOMMENDED REBUTTAL COST OF
DEBT AND EQUITY, AND YOUR RECOMMENDED REBUTTAL RATE
OF RETURN ON RATE BASE.

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.

WHY IS YOUR COST OF EQUITY RECOMMENDATION LOWER IN
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YOU REBUTTAL THAN IN YOUR DIRECT TESTIMONY?

When [ 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 in 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.' 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.”> 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, there is a reduction in the current market risk premium in the CAPM

estimate. Second, my growth estimates for the DCF are much lower. Previously,

! Value Line Selection and Opinion, May 14, 2010,

2 Blue Chip Financial Forecasts, May 2010.
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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. Summary of the Staff Recommendation.

PLEASE SUMMARIZE THE RECOMMENDATION OF STAFF FOR THE
RATE OF RETURN ON FAIR VALUE RATE BASE.

Staff is recommending a capital structure consisting of 17.8 percent debt and 81.2
percent equity.” Staff determined a cost of equity of 10.1 percent based on the
average cost of equity produced by its DCF and CAPM models.* Staff also
determined the cost of debt to be 4.2 percent.” Based on its 17.8 percent debt and
81.2 percent equity capital structure, Staff determined the WACC for SWC to be
9.0 percent. 6

PLEASE SUMMARIZE THE PARTIES RESPECTIVE COST OF EQUITY
ESTIMATES.

Party DCEF CAPM  Average
SWC 9.8% 12.6% 10.9%
Staff 9.9% 10.2% 10.1%

IT APPEARS THAT THE DIFFERENCE IN THE RETURN ON EQUITY IS
ABOUT 80 BASIS POINTS. PLEASE COMMENT.

While the difference between the returns on equity has narrowed to only 80 basis

3 See Direct Testimony of Juan C. Manrique (“Manrique Dt.”) at 33.

*Id
SH
$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 Staff’s 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.

CAN YOU ELABORATE?

Yes. The data from the public markets for the 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
stockholders for dividends. When income taxes are disallowed the amount of cash
flows available for dividends is substantially reduced or may even be insufficient.
Two utilities whose only difference is in the recovery of income taxes will have
neither the same net cash flow nor the same value.

Let me illustrate. Assume two utilities (Utility 1 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 $1,000). The revenue requirement for Utility 1 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 1 and Utility 2 are shown

below:
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(Non-tax paying) (Tax paying)

Rate Base $ 1,000 $ 1,000
Income Statement

Revenues $ 100 $ 132

Operating Expenses 10 10

Depreciation 10 10

Income Taxes (assume 40% tax rate) - 32
Net Income $ 80 $ 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 1 and Utility 2 are shown below:

Utility 1 Utility 2
(Non-tax paying) (Tax paying)

Cash Flow

Net Income $ 80 $ 80

Depreciation 10 10

Tax Reimbursement to Shareholder (32) -
Net Cash Flow Available for
Dividends $ 58 $ 90

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:
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Utility 1 Utility 2
(Non-tax paying) (Tax paying)

Payout ratio for dividends 80% 80%
Dividends $ 64 $ 64
Net Cash $ (6 $ 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 1 would need to lower its dividend rate and the
amount of dividends it pays.
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?
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 (P,) ~ 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 (D,/Py) 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=Dy/Py+g
for the growth rate (g). In doing so we get

Equation [2] g=k-Dy/P,
Inputting the expected return (k) of 8.0 percent and expected dividend yield (D/Py)
of 6.4 percent into Equation 2 and doing the math we get

g =8.0% - 6.4%
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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 (D,/Py) becomes 3.2 percent ($32/$1,000). 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 (Py) 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 1 for the investment value (Py). In doing so we
get

Equation [3] Py =Dy/(k-g)

Inputting the expected dividend (D,) 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

Py =$32/(8.0% - 1.6%)

or

Py = $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.

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?

Yes. But the 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
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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/$1000). Just as in the above
example, if the investor’s required return is 8.0 percent, the investment value (Py)
must drop from $1,000 to $500 in order for the investor to earn his required return.
BUT A TAX PASS-THROUGH ENTITY DOES NOT PAY INCOME TAXES
SO AREN’T ITS EARNINGS AFTER-TAX ANYWAY?

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.

CAN YOU EXPLAIN IN MORE DETAIL HOW INCOME FROM SWC OR
ANY NON-TAX PAYING ENTITY IS REPORTED TO THE IRS?
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
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to explain.

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).

PUTTING ASIDE THE INCONSISTENCY IN PRE-TAX VERSUS AFTER-
TAX RETURN DISCUSSION ABOVE, HOW DO THE PARTIES’
RECOMMENDATIONS COMPARE TO OTHER FORECASTS OF
COMMUON EQUITY RETURNS?

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 10.5%
Aqua America 14.0%
California Water 11.0%
Average 11.8%

10
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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 $1079.9 $449.4
Average $1,610.8 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.

REBUTTAL TO STAFF’S COST OF CAPITAL ANALYSIS, TESTIMONY
AND RECOMMENDATIONS

A.  Rebuttal to Staff’s Criticisms of Analysts’ Estimates of Growth

MR. MANRIQUE CRITICIZES YOU FOR GIVING MORE WEIGHT TO
ANALYSTS’ ESTIMATES THAN TO HISTORICAL GROWTH RATES.
HOW DO YOU RESPOND?

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.” 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

” Manrique Dt. at 38.

11
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I explained why a weight greater than 50 percent should be given to analysts’
estimates.®

Q21. WHAT ABOUT MR. MANRIQUE’S ASSERTION THAT ANALYSTS’
ESTIMATES ARE “OVERLY OPTIMISTIC”?

A21. T refer back to my direct testimony at page 30. Gordon, Gordon, and Gould
conducted a study and found analyst forecasts of growth outperformed three
measures of historical growth. They explain that this result should be expected
because analysts would consider historical data in making future projections. Now,
Mr. Manrique characterizes the study as merely an “article” that “describes more
generally the methods exclusively using analysts’ forecasts are ‘popular and

attractive models’, but the article does not support the conclusion that these

9

forecasts should be used alone.” The authors’ own words undermine Mr.

Manrique’s characterization. In their own formal study, the authors concluded:

We have compared the accuracy of four methods for
estimating the growth component of the discounted cash flow
yield on a share: past growth in earnings (KEGR), past
rowth in dividends (KDGR), past retention growth rate
KBRG), and forecasts of growth by security analysts
KFRG). .. For our sample of utility shares, KFRG
performed well, with KBRG, KDGR, and KEGR following in
that order, and with KEGR a distant fourth....

Before closing, we have three observations to make. First,
the superior Iperformance by KFRG should come as no
surprise. All four estimates of growth rely upon past data, but
in the case of KFRG a larger body of past data is used,
filtered through a group of security analysts who adjust for
abnormali‘ﬁioes that are not considered relevant for future
growth....

¥ See Direct Testimony of Thomas J. Bourassa — Cost of Capital (“Bourassa COC Dt.”) at 29-32.
® Manrique Dt. at 37.

' 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.

12
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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 information."" In addition, a stock’s current price already reflects known
historic information on that company, including its past dividend and earnings
history.'? 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 wusing 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 30™ ANNUAL FORUM OF
THE SOCIETY OF UTILITY AND REGULATORY FINANCIAL
ANALYSTS CONTRADICT WHAT THE AUTHORS HAVE
CONCLUDED?

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

! Bourassa COC Dt. at 30.

12 Id
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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.”® I am sure Mr.
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.'

DOES MR. MANRIQUE STATE THAT INVESTORS RELY ON ANALYST
ESTIMATES?

Yes.”” He also states that investors rely “to some extent on past growth as well.”'®
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.

DO YOU HAVE FURTHER REBUTTAL TO MR. MANRIQUE’S
“OVERLY OPTIMISTIC” TESTIMONY?

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

1 Manrique Dt. at 38.

1 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 Staff’s Schedule JCM-9.

' Manrique at 38.

16 Id
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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 the 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.
DO YOU HAVE ANY FURTHER COMMENTS ON THE TOPIC OF
STAFF’S DCF GROWTH ESTIMATES, MR. BOURASSA?
Yes. Iam attaching a copy of document filed with the public utilities commission
in a 2005 California rate case to this volume of my rebuttal testimony.'” 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. Financial analysts exert a strong influence on the
expectations of many investors who do not possess the
resources to make their own forecasts, that is, they are a cause
of g. The accuracy of these forecasts in the sense of whether
they turn out to be correct is not at issue here, as long as they
reﬂvect widcei;y held expectations. As long as the forecasts are
typical and/or influential 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 dgrounds that it is difficult to forecast earnings and
dividends for only one year, let alone for longer time periods.
This objection is unfounded, however, because it is present
investor expectations that are being priced; it is the consensus
Jorecast that is embedded in price and therefore in required

' Exhibit TJB-COC-RBI
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return, and not the future as it will turn out to be. 13

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:

We have seen that 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
security analysts available from sources such as IBES are far
superior to the data available to Malkiel and Cragg. Eq (7) is
not as elegant as Eq (4), but it has a good deal more intuitive
appeal. It says that investors buy earnings, but what they will
pay for a dollar of earnings increases with the extent to which
the earnings are reflected in the dividend or in appreciation
through growth.”

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 Cragg and Malkiel
demonstrate that analysts’ forecasts are superior to historical growth rate
extrapolations. These studies show that:

Efficient market hypotheses suggest that valuation should reflect the

information available to investors. Insofar as analysts’ forecasts are

more precise than 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

' Roger A. Morin. New Regulatory Finance (2006) 298 (emphasis added).
19 Gordon, Myron J., “Pricing of Common Stocks”, Seminar (March 27, 1990) at 12-13.
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a proper equity cost determination.

hypothesis that analysts® forecasts are needed even when calculated
growth rates are available. As we noted when we described the data,
security analysts do not use simple mechanical methods to obtain
their evaluations of companies. The growth-rate figures we obtained
were distilled from careful examination of all aspects of the
companies’ records, evaluation of contingencies to which they might
be subject, and whatever information about their prospects the
analysts could glean from the companies themselves from other
sources. It is therefore notable that the results of their efforts are
found to be so much more relevant to the valuation than he various
simpler and more “objective” alternatives that we tried.*

Vander Weide and Carleton further note;

[Olur studies affirm the superiority of analyst’s forecasts over simple
historical growth extrapolations in the stock price formation process.
Indirectly, this finding lends support to the yse of valuation models
whose input includes expected growth rates.”

THAT’S A LOT OF EXPERT COMMENTARY, BUT WHAT DOES IT ALL
MEAN IN THIS CASE?
It means that the level of accuracy of analysts’ forecasts is an after-the-fact
evaluation with little relevance to the issues at hand here. What really matters is
that analysts’ forecasts strongly influence investors and hence the market prices

they are willing to pay for stocks. Therefore, they should play a prominent role in

forecasts sufficient weight in its analysis. Even Mr. Dreman, who Mr. Manrique

relies on*, admits that:

We have also seen that in spite of high error rates being

2 John G. Cragg and Burton G. Malkiel, “Expectations and the Structure of Share Prices” National Bureau of

Economic Research (University of Chicago Press, 1982) Chapter 4.

*! James H. Vander Weide and Willard T. Carleton, “Investor Growth Expectations: Analysts vs.
History” (The Journal of Portfolio Management, Spring 1988) 78-82.
2 Manrique Dt. at 35-36.
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recognized for decades, neither analysts nor investors who
$£§59usly depend on them have altered their methods in any

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.

HOW DO YOU RESPOND TO MR. MANRIQUE’S REFERENCE TO
PROFESSOR JEREMY SIEGEL?

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 make such assumptions for forecasting purposes, these assumptions
are frequently violated when examining historical data. As it turns out, the
historical growth in the stock price, book value, dividends, and earnings for the

water utility industry has not been the same.”> Estimates of long-term growth rates

% David Dreman, Contrarian Investment Strategies: The Next Generation 115-116 (Simon & Schuster 1998).
? Manrique Dt. at 38-39. '
% See Rebuttal Schedule D.4-3 and Rebuttal Schedule D.4-4.
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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 therefore 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 the contrary, an
investment in SWC does not provide the same level of liquidity. This lack of
liquidity creates additional investment risk.

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:

19
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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

bias that existed in the late 1990s has indeed diminished. In

summary, I believe that current analysts' forecasts are more

reliable than they were during the late 1990s. Therefore,

analysts' forecasts remain the proper ) ojool to use in

perjgrming a Gordon Model DCF analysis.
I believe that Dr. Malkiel’s testimony should eliminate any disagreement on this
issue.
B. Firm Specific Risk
IS MR. MANRIQUE CORRECT THAT PRIOR COMMISSION
DECISIONS DID NOT FIND A FIRM SIZE PHENOMENON FOR
REGULATED UTILITIES?
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.” 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 that if the differences in risk between small utilities like

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).

¥ Bourassa COC Dt. at 15-23
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Q31.

A3l.

Q32.

A32.

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.

DO INVESTORS CONSIDER SMALL FIRM RISKS AS WELL AS
REGULATORY RISKS?

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 SWC.?® In fact, SWC is but a
small fraction of the size of the water utilities in Staff’s proxy group. And none of
the water utilities in Staff’s water proxy group operate exclusively in Arizona and
are subject to this jurisdiction’s regulatory requirements and policies.”

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.

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?

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

2 Bourassa COC Dt. at 17.
» Id. at 16-22.
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fees, and regulatory responsiveness, such as the approval of arsenic recovery
mechanisms and arsenic remedial surcharge mechanisms.*® I will address each of
the alleged “attractive attributes” Mr. Manrique has identified.

LEST START WITH ACCOUNTING ORDERS. ARE ACCOUNTING
ORDERS AN “ATTRACTIVE ATTRIBUTE” OF REGULATION IN
ARIZONA?

No. I 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
limits their attractiveness.

WHAT DO YOU MEAN?

In Arizona, accounting orders are narrowly tailored for specific circumstances and
generally only allow utilities to track certain, specified costs. No rate recovery is
authorized or assured. Rather, accounting orders issued by this Commission
postpone consideration of any cost recovery until a future rate case. In fact, the
uncertainty inherent in an accounting order is illustrated in the pending Litchfield
Park Service Company rate case, where Staff opposes recovery of costs incurred
pursuant to a recent Commission-issued accounting order.’’  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

30 Manrique Dt. at 41.

31 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.*?

WHAT ABOUT THE RECOGNITION OF ¢“KNOWN AND
MEASURABLE” CHANGES?

Again, this 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 projected 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 than 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

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

3 And, I don’t believe that I have ever seen a revenue

by the Commission.’
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 service without this mechanism in
place. In fact, this is the approach the Company proposed in its initial rate
application.>® 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.

33 See, e.g. Chaparral City Water Company, Decision 68176 (Sept. 30, 2005); Arizona Water Company (Eastern
Group), Decision No. 66849 (March 19, 2004).

3* See Direct Testimony of Thomas J. Bourassa — Rate Base, Income Statement, Rate Design (“Bourassa RB Dt.”) at

37.
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Q38.

A38.

OTHER JURISDICTIONS ATTRACTIVE 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

S In addition, in certain states in which Aqua

a final decision in a rate case.’
America operates, utilities are allowed surcharges to reflect changes in certain costs
until such time as the costs are incorporated into base rates.”” 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.
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?

I am not aware of any recently acquired utilities. I am aware several Arizona

% Bourassa COC Dt at 22,

*1d.
37 ]d
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utilities® 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 that 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 Bluefield Water
Works apply in Arizona too.

ARE YOU AWARE OF ANY STUDIES THAT SUPPORT YOUR
TESTIMONY THAT ARIZONA IS NOT AN ATTRACTIVE
REGULATORY ENVIRONMENT?

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.

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 Bluefield standard

%8 &.g. Arizona-American Water Company, Arizona Water Company, American States Water Company, Algonquin
Power & Utilities Corp.

% Assessing U.S. Utility Regulatory Environments, Rating Directs, Standard and Poor’s (November 7, 2008).
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requires the return on equity be commensurate with returns on enterprises with
comparable risks (the “comparable earning standard”). The impact of the various
factors on investment risk that I have discussed throughout my testimony, such as
small size, construction risk, regulatory risk, lack of diversification, small customer
base, liquidity risk, etc., are factors which make SWC more risky and therefore not
comparable to the large publicly traded water companies.

Mr. Manrique does not dispute the data contained in Morningstar supporting
small company risk premiums.*® It stands to reason that SWC would have higher
beta than the sample water companies.*’ Yet, Mr. Manrique blindly accepts that the
average beta of the much larger publicly traded water utilities as the beta for
SWC.*?

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.

I find it ironic that Mr. Manrique has now essentially admitted that the Staff’s often
cited Annie Wong study® does not prove that a firm size effect does not exist in
the regulated utility industry. It would appear that the Commission’s reliance on
Staff’s unequivocal conclusion that the firm size phenomenon does not exist for

regulated utilities in the Black Mountain Gas rate case was unwarranted.**

“* Small company risk premiums are the risk premiums not explained by the higher betas for small companies.

“1 Bourassa COC Dt. at 8.

2 Manrique Dt. at 28.

* Wong, Annie. “Utility Stocks and the Size Effect: An Empirical Analysis.” Journal of the Midwest Finance
Association. 1993. Pp. 95-101.

* Manrique Dt. at 42-43.
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PLEASE CONTINUE.

Risks that would obviously be considered by any rational investor are simply
ignored by Mr. Manrique. Would a rational investor really regard an equity
investment in SWC as presenting less risk than an equity investment in Aqua
America or in Connecticut Water Services, which have AA- and A bond ratings,

respectively? The answer is a resounding “no”.

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 ASSERTION?

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

4> But this has

utilities have higher proportions of these zero-cost capital sources.
nothing to do with an equity investor’s risk. The investor is concerned about
earning a fair return on the funds he has invested.

Mr. Manrique suggests that because refunds are often revenue based that
this decreases risk to the investor.*® 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.

WHAT ABOUT MR. MANRIQUE’S SUGGESTION ON PAGE 41 THAT

4 Bourassa COC Dt. at 20.
¢ Manrique Dt. 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 funded 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 11 percent return after the refunds.
In fact, until the increase is recognized, the return to investors goes down.
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 ATAC 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
($100/$1,100).

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.

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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Q47.

A47.

Q48.

A48.

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 flows, which increases risk to
the Company as the eventual plant replacements will require the Company to raise
additional capital to fund the replacements.

BUT AREN’'T THE COSTS TO MAINTAIN PLANT INCLUDED IN
RATES, AS SUGGESTED BY MR. MANRIQUE?

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
recovered, 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.

D.  Rebuttal to Remaining Staff’s Criticisms of SWC DCF Analysis
PLEASE RESPOND TO MR. MANRIQUE’S TESTIMONY ON PAGE 40
REGARDING YOUR USE OF A 5-YEAR TIME PERIOD TO MEASURE
HISTORICAL GROWTH RATES.

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.

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.
DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY ON COST OF
CAPITAL?

Yes. Although my silence on any issue not discussed herein does not necessarily

constitute agreement with Staff.
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Cost of Preferred Stock Page 1
Witness: Bourassa

End of Test Year End of Projected Year
Description Shares Dividend Shares Dividend
of Issue Outstanding Amount Reguirement Outstanding Amount Requirement

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING
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Test Year Ended December 31, 2008
Cost of Common Equity

The Company is proposing a cost of common equity of

SUPPORTING SCHEDULES:
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Exhibit

Rebuttal Schedule D-¢
Page 1
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Appendix B

Analyst Growth-Forecast Research

This survey, prepared at the request of SDG&E by Dr. James H. Vander Weide,

Research Professor of Finance and Economics at Duke University, summarizes nine
articles that address whether analysts’ growth forecasts are overly optimistic. Seven of
the nine articles reviewed find no evidence that analysts® growth forecasts are overly
optimis;ic. Two find evidence of optimism, but also conclude that optimism has been
declining significantly over time. Of these two studies, one finds that analysts® forecasts
for the S&P 500.are pessimistic for the last four years of the study. The summaries are

- listed in chronological order.

Crichfield, T., Thomas Dyckman.aud Josef Lakonishok (1978). “An evaluation of
gecurity analysts® forecasts.” The Accounting Review 53(3): 651-663.

The authors study the ability of security analyst to provide unbiased estimates of eamings

per share and compare analysts’ forecasts to forecasts made using simple statistical
models based on historical EPS data. Their study is based on data during the period 1967
- 1976 from the Earnings Forecaster published by Standard & Poor’s, and the final
sample consists of 46 fimhs. The authors conclude that the analysts perform well in terms
of forecast dccuracy when compared to the forecasts praduced by five statistical models.
Their tests also support the hypothesis that analysts predict EPS changes without
significant systematic bias.

‘Elton, E. J., Martin J. Gruber and Mustafa N. Gultekin (1984). “Professional
expectations: accuracy and diagnosis of errors.” Journal of Financial and Quantitative
Analysis 19(4): 351-363. .

The authors examine five questions regarding analysts’ EPS forecasts: (1) what is the
size and pattern of analysts” errors; (2) what is the source of errors; (3) are some firms
more difficult to predict than others; and (4) is there an association between etrors in
forecasts and divergence of analysts’® estimates, The authors use the VB/E/S database of
eamings forecasts for a sample of 414 firms for the three years 1976 through 1978, and
they compare the /B/E/S forecasts to actual earnings for each of the next two years. The
authors conclude that analysts were accurate in estimating the average level of 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. '

Givoly, D., and Josef Lakonishok (1984). “Properties of analysts’ forecasts of earnings: a
review and analysis of the research.” Journal of Accounting Literature.3: 119-148.

" Givoly and Lakonishok review the status of the research on security analysts’ forecasts

up to 1984, and they conclude that: (1) the performance of analysts® forecasts is in
general superior to that of statistical models, a result that is consistent with a rational
market for forecasting services, where the higher costs of financial analysts’ forecasts is
compensated with better performance; and (2) financial analysts’ forecasts incorporate
the past history of realizations dnd predictions in an unbiased manner.

Brown, L. D. (1997). “Analyst forecasting errors: additional evidence.” Financial

. Analysts Journal November/December: 81-88.

Using data from I/B/E/S for the period 1985 - 1996, Brown studies whether:

(1) analysts’ forecasts are optimistic; (2) potential optimistic bias is constant over time;
and (3) analysts’ forecasting errors are smaller for S&P 500 firms, firms with large
market capitalization, firms with greater analyst following, and firms in particular :
industries. For the entire périod, Brown finds that model and median values of analysts' : i
forecast errors are zero, but mean errors are negative. He finds that the negative mean .
forecast error results from a relatively small number of large forecast etrors, indicating
that these errors are associated with large accounting write-offs for a small number of
firms in certain years. In addition, he finds that: (1) the mean analyst forecast error
decreases significantly over the period of his study; and (2) optimistic bias of mean
forecasts for S&P 500 firms is significantly less than optimistic bias for all firms, and,
indeed, analysts for S&P 500 firms are, on average, pessimistic for the years 1993 ~
1996; (3)optimistic bias is less for large firms than for small firms; and (4) optimistic bias
is less for firms in certain industries compared to other industries, with the best forecasts
for the following industries: food and related produets, trausportation equipment,
communications, and electric, gas, sanitary services.

Keane, M. P., and David B. Runkle (1998). “Are financial analysts’ forecasts of cotporate
profits rational.” The Journal of Political Economy 106(4): 768-805.

Keane and Runkle 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 that gives comrect statistical inference when forecast etrors are carrelated, and they
show that previous studies’ failure to account for comelation 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 to problems caused by correlation in analysts’ earnings forecasts, the authors
also address the problems caused by 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 paper strongly supports the view that

: professxonal stock market analysts make rational forecasts of earnings per share for the

companies they follow.

Abarbanell, J., and Reuven Lehavy (2003), “Biased forecasts or biased eammgs? The
role of repomd eamings in explaining apparent bias and over/underreaction in analysts®
earnings forecasts.” Journal of Accounting & Economics 36: 105-146.

Abarbanell and Lehavy mvestlgate whether the apparent bias in analysts’ earnings
forecasts that appears in some research studies is explained by large accounting write-offs
and special charges made by a small number of sample firms. The Abarbanell/Lehavy
study is based on a large database of consensus eatnings forecasts provided by Zacks for
the period 1985 — 1998, When Abarbariell/Lehdvy examine the distribution of anialysts’
forecast errors over this time period, they find that the only statistical indication that

supports the argurrient for analyst optimism is a fairly large negative mean forecast error.
- . In confrast, the median error is zero, suggesting imbiaséd forecasts, while the perceiitage

of positive errors is significantly greater than the percentage of negatwe errors

(48 percent versus 40 percent), suggesting apparent analyst pessimism. Similar to Brown
(1997), Abarbanell/Lehavy explain this phenomenon by observing that the left tail (the
optimistic tail of the distribution) contains significantly more extreme errors of greater
magnitide than the right tail (the pe‘ssir’nistic tail) of the distribution.
Abarbanell/Lehavy’s conclusion is supported by a correlation study that examines the
relationship between extreme negative forecast errors with extreme negative unexpected
accruals. The correlation study indicates a direct connection between the extreme errors
in the left tail of the error distribution and unexpected accounting accruals. Once the
effect of accounting accruals is removed the study, Abarbanell/Lehavy find that the mean
forecast error beeomes zéro, indicating that there is no tendency for analysts’ forecasts to
be optimistic. >

Ciccone, S. J. (20‘65). “Trends in analyst eamings forecast properties.” International
Review of Financial Analysis 14: 1-22.

Ciccone examines trends in analysts forecast dispersion, error, and optimism using First
Call 120,022 quarterly observations from 1990 —2001. He finds that analyst optimism
declined significantly over the period of his study and that analysts’ forecasts for
profitable firms became pessimistic in the last several years of his study period. He
concludes that analyst optimlsm isno longet an igsue and that, “[1]f anything, analysts
have a new concern: carnings pessimism for profit firms.”
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Clarke, J., Stephen P. Ferris, Narayanan Jayaraman, and Jinsob Lee (2006). “Are analyst
recommendations biased? Evidence from corporate bankruptcies.” Journal of Financial
and Quantitative Analysis 41(1): 169-196.

The authors test whether a bids exists in analysts’ recommendations for firms that filed
for bankyuptcy in the period 1995 — 2001, Their database consists of a final set of 289
firms that filed for bankruptcy 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 baukruptcy as measured by the Altman z-
score. The authors test for optimism by comiparing the analysts’ recommendations for the
companies in the bankrupt group to the matched sample of companies in the fon-
bankrupt group in five categories—strong buy, buy, hold, under-perform, and sell. They
find that, on average, analysts’ recommendations are significantly lower for the
companies that eventually go bankrupt than for the matched companies that do not file
for bankruptcy. From this comparison, the authors conclude that the hypothcsxs that
analysts’ recommendations are optimistic should be rejected.

Yang, R., and Yaw M. Mensah (2006). “The effect of the SEC’s regulation fair
dlsclosure on analyst forecast attributes.” Joumal of Financial Regulation and
Corpliance 14(2): 192-209.

Regulation fair disclosure (“Reg FD”), issued on October 23, 2000, prohibits selective
disclosure of material non-public information to financial analysts institutional investors,

*.and others prior to making it available to the general public. Before the imiplementation
-of Reg. FD, most conference calls with analysts were accessible only to certain analysts

and institutional investors. The authors éxamine whether Reg. FD has influenced
analysts® earnings forecast accuracy and forecast dispersion for companies that routinely
conduct conference calls as well as for companies that do not conduct conference calls,
Using /B/E/S forecast data for the period October 1998 through September 2002 and
12,806 ﬁnn-quartcr observations in pre-Reg FD period and 13,104 firm-quarter
observations in the post—Reg FD period, the authors examine the descriptive statistics of
analysts” forecast errors in the pre-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 zero in both the pre-and post-Reg. FD periods.
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