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has redacted with black marking the specific portions of Mr. James M. Jenkins's

examination that are confidential.

RESPECTFULLY SUBMITTED this 17th day of June, 2010.

LEWIS AND ROCA LLP

Thomas H. Campbell
Michael T. Heller
40 North Central Avenue
Phoenix, AZ 85004

MQ
Attorneys for Arizona-American Water Company

ORIGINAL and thirteen (13) copies
of the foregoing filed this 17th ay
of June, 2010, with:

The Arizona Corporation Commission
Utilities Division - Docket Control
1200 W. Washington Street
Phoenix, Arizona 85007

Copy of the foregoing hand-delivered
this 17th day of June, 2010, to:

Teena Wolfe, Administrative Law Judge
Hearing Division
Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007
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Steve Olga
Utilities Division
Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007

Robin Mitchell
Maureen Scott
Legal Division
Arlzona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007
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Co}Ly of the foregoing mailed/emailed this
1st day of June, 2010, to:

Judith M. Dworkin
Sacks Tierney PA
4250 N. Drinkwater Blvd., Fourth Floor
Scottsdale, AZ 85251-3693
Attorney for Anthem Community Council

Lawrence V. Robertson, Jr.
P.O. Box 1448
Tubac, AZ 85646-1448
Attorney for Anthem Community Council

Daniel W. Pozefsky, Chief Counsel
Residential Utility Consumer Office
1110 West Washington Street
Suite 220
Phoenix, Arizona 85007

Larry Woods
Property Owners and Residents Assoc.
13815 E. Camino Del Sol
Sun City West, AZ 85375-4409

Jeff Crockett
Robert Metli
SNELL & WILMER
One Arizona Center
400 E. Van Buren Street
Phoenix, AZ 85004-2202
Attorneys for Resorts

Bradley J. Herrera
Robert J. Saperstein
Brownstein Hyatt Farber Schreck, LLP
21 E. Carrillo St
Santa Barbara, CA 83101

W.R. Hansen
12302 W. Swallow Drive
Sun City West, AZ 85375

Greg Patterson
Water Utility Association of Arizona
916 W. Adams, Suite 3
Phoenix, AZ 85007
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Desi Howe
Anthem Golf and Country Club
2708 W. Anthem Club Drive
Anthem, AZ 85086
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21

Andrew M. Miller, Town Attorney
Town of Paradise Valley
6401 E. Lincoln Drive
Paradise Valley, AZ 85253

Norman D. James
Fennemore Craig, P.C.
3003 n. Central
Suite 2600
Phoenix, AZ 85012
Attorney for DMB White Tank, L.L.P.

Philip H. Cook
10122 W. Signal Butte Circle
Sun City AZ 85373

Joan S. Burke
Law Office of Joan S. Burke
1650 N. First Avenue
Phoenix, AZ 85003
Joan@jsburke1aw.com
Attorney for Mashie, L.L.C.

Larry D. Woods
15141 W. Horseman Lane
Sun City West, AZ 85375

22

23
Marshall Magruder
P.O. Box 1267
Tubae, AZ 85646

Arizona Reporting Service, Inc.
2200 N. Central Avenue, Suite 502
Phoenix, AZ 85004-1481
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1 1 INDEX TO EXAMINATIONS
CAUTION :

2 2 WITNESS P A G E

3

These proceedings contain par sons
subject to a Protective Order.
Transcripts containing the confidential
par sons are bound under separate
sealed cover.

3 CONSTANCE HEPPENSTALL

4 4

5 5

6 6

7 7

Direct Examination by Mr. Hal lam
Cross-Examination by Mr. Robertson
Cross-Examination by Mr. Magruder
Cross-Examination by Mr. Pozefsky
Cross-Examination by Ms. Scott
Examination by ALJ Wolfe
Redirect Examination by Mr. Hal lam

629
633
644
653
658
667
669

8 8
INDEX TO EXHIBITS

9 9

Docket Control of ACC is receiving
for filing transcripts without the
confidential par sons. The presiding
officer is receiving the original
transcript of the confidential
par sons under seal. Electronic files
and Condensed Transcripts and Indices
containing the confidential par sons
have been distributed to the par ties
who were in attendance during the
confidential proceedings. NO. DESCRIPTION IDENTIFIED ADMITTED

10 10
A-41 630 631

11
CONFIDENTIAL PORTION

PAGES
Profiled Rebuttal Testimony
of Constance Heppenstall
Staff Rate Design

12 461 through 576 12
A-42 630 631

13 13
Profiled Rebuttal Testimony
of Constanee Heppenstall
Intervenor Rate Design

14 14
INDEX TO EXAMINATIONS A-44 463 464

15 15
Prefiled Direct Testimony of
James M. Jenkins
*** Confidential ***WITNESS PAGE

16 16
JAMES M. JENKINS A-45 463 464

17 17
Profiled Direct Testimony of
James M. Jenkins
Redacted Public Version

18 18
A*46 611 628

19 19
Statement of Financial
Accounting Standards No. 92

20

Direct Examination by Mr. Campbell
Examination by ALJ Wolfe
Examination by Commissioner Pierce
Cross~Examination by Mr. Robertson
Cross~Examination by Ms. Scott
Redirect Examination by Mr. Campbell
Recross-Examination by Mr. Robertson

461
474
475
476
556
568
571

to A-4? Decision from 1996 New Jersey
American Water Company Case

614 628

21 21
MICHAEL L. ARNDT

22 22
Anthem-13

Profiled Direct Testimony of
Michael L . Arndt

467 594

23 23

24

Direct Examination by Mr. Robertson
Cross-Examination by Mr. Pozefsky
Cross-Examination by Ms. Scott
Cross-Examination by Mr. Hal lam
Examination by ALJ Wolfe

579
595
600
601
626

24
Anthem-14

Summary of Profiled Direct
Testimony of Michael L. Arndt

577 594

25 25
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1 INDEX TO EXHIBITS 1 BE IT REMEMBERED that the above-entitled and

2 NO DESCRIPTION IDENTIFIED ADMITTED 2 numbered matter came on regularly to be heard before the

3 Anthem-15 3 Arizona Corporation Commission, Hearing Room 1 of said
550 594

4
Response to Data Request
*** Confidential *** 4 Commission, 1200 West Washington Street, Phoenix,

5 5 Arizona, commencing at 9:40 a.m., on the 20th day of
552

6

Anthem~16
Anthem Exhibit No. 15 with
Confidential Information
Redacted

6 may, 2010.

7 7

BE FORE : GARY PIERCE, Commissioner
8

Anthem-17
Page 10 of the 2008 American
Water Company 10-K

587 594 8

TEENA WOLFE, Administrative Law Judge
9 9

10 10 APPEARANCES :

11 11
For the Applicant:

12 12

13 13 Hal lam

14 14

LEWIS AND ROCA, L.L.P.
By Messrs. Thomas H. Campbell and Michael T
40 Nor Rh Central Avenue, Suite 1900
Phoenix, Arizona 85004

15 15
For the Anthem Community Council:

16 16

17 17
4th Floor

18 18

SACKS TIERNEY, p.A.
By Ms. Judith M. Dworkin
4250 Nor Rh Drinkwater Boulevard,
Scottsdale, Arizona 85251

19 19 and

20 20 Robes son, Jr.

21 z1

Mr. Lawrence V.
P.O. Box 1448
Tubac, Arizona 85646

22 22
For the Residential Utility Consumer office

23 23

24 24
Mr. Daniel Pozefsky, Chief Counsel
1110 West Washington Street, Suite 220
Phoenix, Arizona 85007

25 25
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APPEARANCES : 1 ALJ WOLFE: Good morning, and welcome back to

2 2 the Commission.
For the Arizona Corporation Commission Staff:

3 3

4 4

Let's go on the record and take appearances this

morning, beginning with the company.

MR. CAMPBELL:5

Ms. Maureen Scott and Ms. Robin Mitchell
Staff Attorneys, Legal Division
1200 West washington Street
Phoenix, Arizona 85007 5

6 6 Commissioner Pierce.
For Marshall Magruder:

7 7

Thank you, Your Honor,

Tom Campbell and Mike Hal lam of

Lewis and Rica on behalf of the company, and with me at

8 8 counsel table is Mr. Broderick.
In Propria Persons
P.O. Box 1267
Tubae, Arizona B5646

9 9 ALJ WOLFEd Water Utility Association of

10 For W.R. Hansen: 10 Arizona 1

11 11 (No response.)

12

In Propria Persons
12302 West: Swallow Drive
Sun City West, Arizona 85375 12 ALL WOLFE: Let the record reflect no

13 13 appearance.

14 14

15

COLETTE E. Ross
Certified Reporter
certificate No. 50658 15

Anthem Community Council.

Judith Dworkin from Sacks Tierney,MS, DWGRKIN:

16 16 and Lawrence v. Robes son, Jr., for Anthem Community

17 17 Council .

18 la ALJ WOLFE: The Paradise Valley Regor ts.

19 19 (No response.)

20 20 ALJ WOLFE: Let the record reflect no

21 21 appearance.

22 22 The Town of Paradise valley.

23 23 (No response. )

24 24 ALJ WOLFE: Let the record reflect no

25 25 appearance.

ARIZONA REPORTING sERvicE. INC.

www.az-repor ting.com

(602) 274-9944
Phoenix, As
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1 Anthem Golf and Country Club. 1 (No response.)

2 (No response.) 2 ALJ WOLFE: NO appearance.

3 ALJ WOLFE: The DMB White Tank, LLC; Mashie, LLC 3 RUCO.

4 db Car Te Bella Golf Club. 4 MR. POZEFSKY:

5 (No response.) 5 morning, Commissioner Pierce.

Good morning, Your Honor; good

Daniel pozefsky on behalf

6 ALJ WOLFEZ Let the record reflect no appearance 6 of RUCO.

7 for those three par ties. 7 ALJ WOLFE: The Commission's Utilities Division

8 8 Staff.

9 A VOICE:

Marshall Magruder.

He's here. 9 MS. SCQTT 2 Good morning, Your Honor,

10 COM. PIERCE: He is here. 10 Commissioner Pierce Maureen Scott and Robin Mitchell

11 A VOICE: 11 on behalf of the Utilities Division.

12 COM. PIERCE:

He ran off to reproduce something.

I thought he was getting a little 12 ALJ WOLFEI Mr. Magruder, would you like to

13 old for that, 13 enter an appearance this morning?

14 ALJ WOLFE: We will call him again at the end. 14 MR. MAGRUDER: Yes, Your Honor, I would like to

15 COM. PIERCE: My mike is off. 15 enter an appearance.

16 ALJ WOLFE: Mr. W.R. Hansen. 16 ALJ WOLPE:

17 MR. HANSEN: Present • 17

18 ALJ WOLFE : If you would like to sit up at the LB

19 table you are more than welcome. 19 proceeding, and this is Phase II.

The reason some par ties aren't here

is that we have witnesses today that don't -- that are

carryover witnesses from the Phase I par son of the

I just want to make

20 MR. HANSEN : That's fine. 20 that clear for the record.

21 ALJ WOLFE: Philip H. Cook. 21 Mr. Campbell, would you like to call your

22 (No response.) 22 witness?

23 ALL WOLFEZ Let the record reflect no 23 MR. CAMPBELL:

24 appearance. 24 like to call Mr. James Jenkins.

Your Honor, the company would

And we would also like

25 Larry Woods . 25 to request, pursuant to the protective order, that his

ARIZONA REPORTING SERVICE, INC.
www.az-reporting.com

(602) 274-9944

Phoenix, AZ

ARIZONA REPORTING SERVICE, INC .

www . oz-reporting . com

(602) 274-9944

Phoenix, AZ
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1 1 confidential or not. The hearing will be transcribed

2

testimony be subject to the protective order, that the

transcript be sealed, and that the room only contain 2 with this confidential par son The transcript will be

3 folks who have signed the protective agreement. 3 kept closed according to the terms of the protective

4 ALJ WOLFE: Okay. 4 order

5 MR. ROBERTSON : Your Honor, in that regard, if I 5 I will request that after the company gets a

6 might raise a related procedural matter. During the 6 copy of the closed transcript that the company review

7 cross-examination of Mr. Jenkins I willbe referring to 7 the transcript and work with the coir t repot tars to file

8 the ninth set of data requests that the Anthem Community 8 a redacted form that includes all non confidential

9 9 testimony .

10

Council submitted to the company and the company's

Some of the attachments to the company'sresponses 10 At this time the hearing room will be closed. I

responses to the data requests, counsel for the company 11 have to go ask for the cameras to be turned off.

12 advised me, contain what they believe to be confidential 12

13 information. SQ we would like that also to be subject 13

14 to the protective order 14 (The following pages contain confidential

15 ALJ WOLFE: Thank you. We will do that. 15 information.)

16 First let's get Mr. Jenkins sworn in before we 16

17 close the record. 17

18 18

19 ALJ WOLFE :

[James M. Jenkins was duly sworn.)

At this time the hearing will be 19

20 20

21 21

22

closed to all persons who would be required to sign

Exhibit A to the protective order that was issued on

May 6, 2010 in this docket in order to receive the 22

23 I 23

24 24

25

information the company has designated confidential.

will note it has been designated by the company

confidential; I have not yet ruled whether it is 25

ARIZONA REPORTING SERVICE, INC .

www.az-repc>rting.com

(602) 274-9944

Phoenix, AZ
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1 (Beginning of confidential information.) 1 Your Honor, if I might make a request. lam

z 2

3 ALJ WOLFE: Mr. Campbell. 3

completely deaf in my let t ear, and it is that ear that

is closest to Mr. Jenkins.

4 MR. CAMPBELL: Thank you, Your Honor. I do know 4 So if you

5 5

6

that the microphones are off, so we all need to project

so that: everybody in the room can hear. 6

You have a very sot t voice, sir.

could pro sect forcefully it would be most appreciated.

Would it help if you moved yourALJ WOLFE:

7 7 seat, too?

8 JAMES M. JENKINS, 8 MR. ROBERTSON : I don't think it would make that

9 a witness on behalf of the Applicant, having been 9 much difference, and I am so spread out.

10 10 THE WITNESS: I will accommodate. I have a deaf

11

previously duly sworn by the Certified Reporter to speak

the truth and nothing but the truth, was examined and 11 son, so I should pro sect louder. So it is probably

12 testified as follows: 12 pre testimony jitters.

13 13 MR. ROBERTSON: You and I have already begun to

14 DIRECT EXAMINATION 14 bond.

15 BY MR, CAMPBELL: 15 BY MR. CAMPBELL:

16 Q. Mr. Jenkins, would you please state your name 16 Q

17 and business address for the record. 17

In your job of vice president of finances for

the west, what responsibilities do you have for

18 A. My name is James M. Jenkins. And I reside at 18 accounting and financial reporting for the company, and

19 727 Craig Road in Crave Coeur, Missouri. 19 specifically for Arizona-American water Company?

20 Q. Mr. Jenkins, what is your title within the 20 A. Yeah . With respect to Arizona-American, I am

21 American Water f Emily? 21 the finance person that really car tidies that our

22 A. 22 financial statements are in accordance with GAAP, which

23

I am presently the vice president of finance for

the western division. 23 is generally accepted accounting principles.

24 MR. ROBERTSON : Mr. Campbell, if you will excuse 24 The ownership of the financial statements rests

25 me for a moment. 25 with the company, and it is me that signs off and

ARIZONA REPORTING SERVICE, INC.
www.az-report:ing.com

(602) 274-9944

Phoenix, Az
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l 1

2

actually makes that representat ion to Pr icewaterhouse,

as our  f inanc ia l s tatements are  car  t if fed  in  terms of 2

you adopt your  prof iled test imony as your  test imony in

th is  case?

3 being in compliance with GAAP. So I am the one that 3 A. I do.

4 actua lly  s igns  of f  that  the  f inanc ia l s tatements  con form 4 MR. CAMPBELL : Your Honor, I would move the

5 with GAAP requirements 5 admission of A-44 and A-45.

6 Mr. Jenkins, do you have in front: of you what 6 ALJ WOT.-FE : Is  there any ob ject ion to A-44 or

7 has been marked for  ident if icat ion as Exhib it  A-44 and 7 A-45?

8 Exhibit A-45? 8 MR. ROBERTSON' No object ion.

9 A. I do. 9 ALJ WOLFE: A*44 and A-45 are admitted.

10 MR. CAMPBELL And A*44, for the ecord ,  is  a 10 (Exhibits A-44 and A-45 were admitted into

11 11 evidence.)

12

con f ident ia l copy  of Mr. Jenk ins prof iled  test imony

dated May 7, and A-45 is the public version that has 12 BY MR. CAMPBELL:

13 been redacted. 13 Q. Mr. Jenkins, would you provide for the record a

14 BY MR. CAMPBELL: 14

15 Q 15

br ief  summary of  your  prof iled test imony.

I have reviewed Mr. Neidlinger ' s proposedA. Yes.

16

Mr. Jenkins, I am going to ask these quest ions

with  respect  to both  the  exh ib it s . 16

17 17

18

Was your prof iled

testimony prepared by you or under your supervision?

Ye s ,  i t was.A. 18

phase-in with respect to the Pulte repayments that were

made during the 2008 test year and those that were made

And I have also reviewed

19 Q- And do you have any corrections or changes to 19

in  March of  2010 th is year.

the app licab le account ing standards with respect  to

20 that  test imony at  th is  t ime" 20 And those standards include accounting

21 A. Yes, I have one change. And that change is on

And the

21

those payments.

standards cod if icat ion 980-240, which r e f e r s  t o

22 Z2 Financial Accounting Standard No.  92,  as  we ll as

23

the  t it le  page with  re fe rence  to the date.

testimony used the date of May 7, 2009, and that should 23 account ing standards cod if icat ion 9B0-360, which refers

24 be adjusted to May 7th, 2010. 24 90,  as  we l l  as

25 Q- And with  that  long  cor rect ion,  Mr . Jenkins, do 25

to the Financial Account ing Standard No.

the account ing  standards cod if icat ion top ic  980, which

ARIZONA REPORTING SERVICE, INC.
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1 i s really the  reg ia la tory  account ing  for  u t i l i t ies  that 1 Q-

2 are regulated. 2

Mr .  Jenk in s ,  in  add it ion  t o  you r  p r o f i led

testimony, Chairman Mayes had a question the other day

3 And I have conf irmed that  the p lant  that  is 3 that  she spec if ica lly  asked me to ask you.

4 4 So with Your Humor's permission, I would like to

5 5 pose that question now.

6

subject of these advance payments currently is in rate

base, that the prior advance repayments of this plant

have been placed into rate base and deemed prudent by 6 ALJ WOLFE: Yes.

7 the Arizona Corporation Commission. 7 BY MR. CAMPBELL:

8 8 Q

9

And based on my review, I have concluded that if

Mr. Ne j.dlinger's proposal were to be adopted, 9 from Mr.

Chairman Mayes talked in terms of whether, aper t

Neid linger  '  s specif ic  proposal, what would be

10 10

11 Mr. Neid linger 's rate mechanism 11 And by

12 is  inadequate, doesn ' t  a llow the company fu ll cost 12

the accounting and financing repot ting impact of some

ser t of amer titration of the $20 million payment.

that I believe she meant somehow only including i t in

13 recovery. I t 13 rate base over  a per iod  of  years.

14 It 14

15 1: 15

16

denies the company an immediate return on and of.

takes away depreciation expense on the investment.

doesn ' t  inc lude anyth ing  with  respect  to car ry ing  costs 16

Can you address the f inancial account ing and

repot ting implications of an amer titration program"

That account ing for  that would f  a ll underA. yes

17 to keep the company whole. 17 Statement of Financial Accounting Standards 90,

18 18

19 19

20 20

21 21

22 22

23 23

24 24

As we would assess something like that, we would

have to a lso assess the ab il ity  of  the Commiss ion to

25 25 guarantee that that amer titration would continue into the

Q.
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1 And that 1

2

future and couldn't be stopped at some point .

would be par t of the determination as well. 2

category of re jointer testimony since this was filed

of tar his profiled testimony.

3 3

So with your permission I

would like to just ask just a few questions about that.

4 4 ALJ WOLFE: Yes, please proceed.

5 5 BY MR. CAMPBELL:

6 Q And Mr. Jenkins, when you say some guarantee 6 Q- Mr. Jenkins, I would like you to turn first of

7 that the amer titration would be continued, does that 7 al 1 to page 6 of Mr. Arndt's testimony, and look at his

8 include some guarantee that rates would actually be 8 Answer No. 13 which begins on line, roughly line 4.

9 increased to reflect a return on those amer tired 9 A. I have that, yes.

10 par sons? 10 Q

A. That's correct. 11

Found that, thank you.

Let me read you the first sentence and then ask

12 Q Mr. Jenkins, since you filed your profiled 12 you a couple questions . It star ts, FASB's SF

13 testimony, Anthem Council filed a direct testimony of 13 ms. MITCHELL: Could you speak -- excuse me,

14 Michael L. Arndt which has been marked f Cr 14 Your HQHOI_

15 identification as Anthem No. 13, I believe. 15 Can you just speak up just a little bit? lam

16 Mr. Robes son, correct me if I am wrong, but I 16 getting older, too.

17 believe it is Anthem No. 13. 17 MR. CAMPBELL: Maybe we should just

18 Do you have a copy of that in front of you? 18

I am sorry.

move all these desks closer and sit in more of a Kumbaya

19 A. I do. 19

20 Q- And have you had a chance to review that, that 20 ms. MITCHELL! Yes, I'd like that.

Z1 testimony? 21 BY MR. CAMPBELL:

22 A. I have. 22 Q- Let me go back to this first sentence,

23 Q I would like to ask you a few questions about 23 Mr. Jenkins. It star ts with reference to FASB's SFAS92.

24 that testimony. 24 Before I read the rest of the sentence,

25 And again, Your Honor, I guess this is in the 25 Ms. Mitchell, is this carrying better?
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1 ms. MITCHELL: Yes. Thank you very much. 1 applicable.

2 BY MR. CAMPBELL: 2

3 Q. 3

4 A.

Can you explain what FASB stands for.

That stands for the Financial Accounting 4

5 Standards Board. And that's the governing body with 5

But backing up to the pre-1988 standard, what

the guidance effectively allowed in which a phase-in

plan that compensated the company for its full cost

recovery, which means that a guaranteed revenue

6 respect to GAAP financial statements. And GAAP 6

7 financial statements deal with generally accepted 7

requirement stream into the future, carrying costs on

that investment so the company wasn't being put in a

8 8 position of providing interest free loan, a full return

9

accounting principles.

And what does SFAS stand for?Q 9

10 A. That stands for Statement for Financial 10

11 Accounting Standard 11

12 Q. Let me read the entire sentence now. I t says 12

on and of that investment, for pre-1988 proper ty the

standards did allow for the company to book a deferral,

in other words capitalize a deferral, and not have an

adverse financial consequence in the repot Ted earnings

13 FSAB's SFAS92 was issued in August 1987 and relates to 13 for the company -- it car mainly would be adverse in

14 phase-in plans concerning plant completed before 14 terms of the cash flow of the company, because you are

15 January 1, 1988 and plants on which substantial physical 15

16 construction has been performed before January 1, 1988. 16

putting off cash today for future recovery -- but in

terms of reported earnings, there would not be

17 Do you agree with that statement, Mr. Jenkins? 17

18 A. Yes, I do. But it also relates and is 18

necessarily a requirement that we could not defer,

provided the standard, the phase-in plan provided that

19 reflective of plant for post-1988 investment as well. 19 type of mechanism in terms of guaranteed recovery.

20 Q. Okay. So the plant in Anthem that was obviously 20 with respect to the post-1988 plant investment,

21 built at tar 1988 is also covered by this SFAS92? 21 the standard is applied that you are no longer allowed

22 A. Yes, that's correct. And there is an important 22 to actually book a deferral or capitalize those costs

23 distinction between the pre-1988 and the post-1988 23

24 24

25

accounting standards with that guidance. The post-1988

standard is still in effect today and is still 25

and eliminate any type of adverse financial consequence

for a phase-in plan that would guarantee future

recovery, keep the company whole with the proper
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1 carrying costs,  return an investment, and those kinds of a p p ly  in  t h i s  c a s e ,  i s  i t s  f in a l  c on c lu s ion . Do you

2 items . 2 agree with that statement?

3 Q- Mr. Jenkins, let me move on to the next sentence 3 A. No.

4 It  beg ins on 4 Q- That 's for  the reasons you have just  descr ibed?

5 5 A. That's correct.

6

fo llowing  the sentence I just  read  to you.

l ine  T o f  page  6 . And Mr. Arndt  says, in  add it ion,

SFAS92 does not address re funds re lat ing t o  p r i o r AIAC, 6 Q- Can you turn to page 9 of Mr. Arndt's testimony.

7 which is  advances in  a id  of  construct ion Do you agree 7 A.

8 with that statement? B Q.

Okay.

A l l  r i g h t . I  wou ld  l ik e  t o  d ir e c t  you r

9 A. I don't agree with the statement with respect to 9 at ten t ion  on  page  9  to  a  sen tence ,  it  is  ac tua l ly  the

10 address. 10 second half of a sentence that  beg ins rough ly  on line 6,

11 can't cover every example

I mean the standards are written and they

But  the phase-in  p lan  is i t looks l ike.

12 designed, the standards consistent -- let me back up. 12

13 The standards don ' t  necessar ily  cover  a ll the 13

And it  star  ts by saying Anthem's ratable

p lan t  t r ans fe r  p roposa l --  Mr .  Jenk ins ,  j us t  f or  your

in format ion, we have been refer r ing  to that  in

14 funding mechanisms for the investment S o therefore, 14 shot thana, th is phase in, as a phase-in proposal

15 the advance type of  account ing is no d if ferent than any 15 Anthem's ratable p lant transfer proposal does not

16 16 contemp la te  or  r equ ir e  a  d isa l lowance  o f  u t i l i t y  p lan t .

17 17 Do you agree with that statement?

18

other type of debt and equity, debt and equity type of

requirement to support the investment. So just because

there is not a specific reference to advances in aid of is

19 19

20 0- 20

21

construct ion does not mean it  does not apply.

So, Mr . Jenk ins, just  to c lar ify  y  the record,

because you use the word does not cover, did you mean 21

z2 does not mention any type of f inancing arrangement that 22

23 is  app l icab le? 23

It  prov ides no guarantee with respect  to recovery into

the future. The amer titration or the phase-in period of

ZN A. That  is  cor r ec t . 24

25 Q- And then f inally, SFAS92 therefore does not 25

the proposal extends to test  years in the 2013 t ime

frame based oh the rate making practices of the Arizona
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1 Commission. We could be before we could g e t  a  f in a l 1 are  c lear under both  those  that  a  f inanc ia l r ecogn it ion

2 dec is ion to ensure we are get t ing  fu ll recovery  return 2 needs to be made and needs to be

3 on and of we might be in 2015, 2016. 3

4 So a combination of those events, no attempt to 4 MR. CAMPBELL:

5 5

6

keep the company whole, the carry ing th ings and things

that you typically find with a phase-in plan that was 6

Thank you, Mr. Jenkins.

That completes the d irect examinat ion of

Mr .  Jenk ins,  and  he is  ava ilab le  for  cross-examinat ion

7 put together to ensure f u l l  c o s t recovery, i t  i s  j u s t 7 and questions.

8 clear to me and the standards, both under SFAS90 and 8

9 SFAS92, 9 EXAMINATION

10 10 BY ALJ WOLFE:

11 11 Q. I just  have one

12 Q- And  Mr .  Jenk ins ,  there fore  look  at  the  f ina l 12

Good morning, Mr. Jenkins.

quest ion  for  you  at  th is  t ime. Is  t h e r e  a  no t i f i c a t ion

13 sentences or the sentence immediately following the 13 that the company is required to make to the SEC whenever

14 sentence I just read here where Mr. Arndt concludes 14 a write-off becomes probable?

15 SFAS90, therefore, not  does not app ly in  th is case. Do 15 A. I don't know. I don't  know the answer to that

16 you agree with that statement? 16 quest ion, because my pr imary focus is with respect to

17 A. No, not at al l . And that gets to the 17 Arizona-American What gets ro lled  up  on a consolidated

18 LB basis at Arizona-American corporate, I don't see the

19 plant investment.

consistency of pre-1988 plant investment and post-1988

Standards have been clear all along 19 f inanc ia l s tatements  of  that . Bu t  c lea r ly the re  i s , you

20 If  there is  a s ituat ion where the company is  not  a llowed 20 know, communicat ions with respect that at the t ime that

21 fu l l  r ecovery ,  e ither  a  d ir ec t  d isa l lowance  such  as  the 21 event would occur it would come through footnote

22 22 d isc losure and  items like  that  wou ld  take p lace.

23 23 Q- So no d isclosure has been required, as f  Ar as

24

one that Anthem has proposed with no guarantees at all

or a mechanism in which, for example, the company didn't

get  a  re turn  on  it s  investment  to cover  it s  car ry ing 24 you know, based on the recommendation of the Anthem

25 costs ,  wh ich  is  an  ind irect  d isa llowance,  the standards 25 Community Council?
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1 A. Absolutely. Nothing has been disclosed on SEC Q. I understand.

2 And we 2 A. Once it crossed that, I think that's where we

3

at this point, because it is just a proposal.

would wait until if the Commission for some reason was 3 would f all into what the judge was asking.

4 4 COM. PIERCE: Your Honor, it seemed like we

5

to adopt a proposal similar like that to where it was a

Commission decision, and then the accounting would 5 would have some real haywire experiences all through

6 follow . 6 every rate case if it were everything that was proposed.

7 ALJ WOLFE : Commissioner Pierce. 7 THE WITNESS: Absolutely.

8 COM. PIERCE: Yes, Your Honor. B ALJ WOLFE: Thank you.

9 9 Mr. Robes son, do you have questions for this

10 EXAMINATION 10 witness?

11 BY COM. PIERCE: MR. ROBERTSON : Despite that mental lapse on my

12 Q. I think it is car rain that you have a car rain 12 par t, I do have some questions. Thank you, Your Honor.

13 time period. If you are right, a decision car rain, that 13

14 14 CROSS»EXAMINATION

15

it may be, I don't think it is 24, but I think it may be

2 4 , 4 8 , 7 2 hours, b u t I don't think it would go very 15 BY MR. ROBERTSON:

16 long because of haw the markets are sensitive to that. 16 Q- Good morning, Mr. Jenkins.

17 A. That's correct. 17 A. Good morning.

18

That: would probably f all under

the 8-K and those type of documents that you would file 18 Q

19 with the SEC. 19

I appreciate your willingness to project, and I

will endeavor to do so upon my par t as well. And

20 So at this point, you know, at my level in the 20 welcome tO Arizona.

ZN So I don'f: have 21 A. Thank you.

22 22 Q- I thought I would outline for you the manner in

23

company, this is not a probable event.

anything to report at this point other than what, you

know, as par t of this rate case, in which objecting to 23

ZN it, of course, but it is not probable that something 24

which I intend to proceed with my cross-examination

today, and then I will actually move to the

25 like this would be ordered. 25 cross-examination I
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1 Initially I am going to spend some time 1 A. Yes, I do.

2 z Q. Would I be correct in understanding that with

3 3 the exception -- and I am now referring to Exhibit A-44,

4

exploring your professional background and experience,

par ticularly in connection with possible instances in

the past where you may have had occasion to work with, 4

5 And for 5

6

interpret, and apply both FAS92 and FAS90.

purposes of brevity and reference, I will use Qhose 6

7 characterizati<>ns, FAS92 and FAS90, if that's acceptable 7

which is your May Tth, 2010 unreacted testimony -- that

with the exception of the language which appears on

page 5, line 15, with the words begin confidential in

brackets, and continues on to page 6 ending on line 13,

8 to you. B that the preceding par son of your unreacted testimony

9 A. That's fine. 9 is identical to your redacted testimony, so that for

10 Q. 10

11 11

purposes of comparison, Exhibit A-44 and A°-45 would be

identical in terms of context, except for the additional

12

After I have gone through the background

questions, I actually intend to proceed to your prepared

testimony, both in the unreacted form and, I assume, by 12

13 inclusion in the redacted form, 13

language in Exhibit A-44 that begins on line 15 of

page 5 and continues through line 13 on page 6?

14 Then with regard to the third area, which would 14 A. That's correct.

15 15 Q. Okay. So for

16 15 MR. CAMPBELL: Mr. Robes son, could I interrupt;

17

per rain to your re jointer, since I 'heard that for the

first time this morning, I am going to ask my witness,

Mr. Arndt, who has been here in the room this morning 17 you a second? That attachment is also different between

18 is the two, just so the record is clear.

19

from the outset, and thus he had an opportunity to hear

you, to respond to your rejoinder testimony. And then I 19 THE wiTnEss: We need to add the exhibit.

20 20 MR. CAMPBELL: There is an attachment to the

21 But that's my general 21 testimony, a char t that is attached to the confidential

22

may have some additional questions of you as I listen to

your answers as we move forward.

intended approach at this point. 22 document that is not attached to the public document.

23 23 MR. ROBERTSON:

24

Let me ask you in that regard, do you have

copies of both your unreacted and your redacted 24

And by attachment, Mr. Campbell,

you are referring to Exhibit JMJ-1 that is attached to

25 testimony in front of you? 25 the unreacted?
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1 MR. CAMPBELL: Yes. There is some redact ion in e le c t r ic ,  and  a t  t ha t  t ime ,  b e l ieve  i t  o r  no t ,  t e lephone

2 that document. 2

3 MR. ROBERTSON: Thank you for that 3

was st ill regulated, and then water and sewer companies.

And at what staf f  level were you?Q

4 c l a r i f i c a t i o n . Yes, I would have intended that in my 4 A. At that time when I s tar  Ted  in  'BE  I was a s ta f f

5 quest ion  as we ll. 5

6 BY MR. ROBERTSON: 6

accountant  or  the  beg inn ing  f inanc ia l ana lyst  pos it ion

That; would have been an entry level posit ion?Q

7 Q And the reason I asked you these questions, I 7 A. Yes ,  an  en t r y  leve l pos it ion

B wanted to make it simple for you and me just to work 8 Q- What  were  your  respons ib il it ies  as  a  s ta f f

9 9 accountant?

10 10

You ind icated the different types of

What about your

11

from your unreacted version without any concern there

might be something in the redacted version that we

should be addressing. 11

utilities that you were exposed to.

specific responsibil ities in that position?

12 A. Okay. 12 A.

13 Q. Okay? 13

Well, under the supervision of other employees

and managers with respect to the, at the commission, I

14 14 would have been responsib le to evaluate, for  example, a

15 to your background.

Let 's star t  f irst with some quest icuns per faining

And as I indicated a moment ago, 15

16 16

17

when I g ive you a page and line reference I am going to

be working from A~44. 17

18 18

cc>mpany's r a t e  c a s e  f i l i n g s ,  t a k e  p o s i t i o n s  i n  t e r m s  o f

w h e th e r  t h e  c o s t s  f r o m  a  r e g u l a to r y  p e r s p e c t i v e  s h o u l d

b e  a l l o w e d  o r  n o t ,  a n d  t e s t i s  y  i n  s p e c i f i c  c a s e s  t h a t

w o u l d  h a v e  b e e n  s u b j e c t  t o  a  d o c k e t ,  i f  y o u  w i l l ,  a t  t h e

19 19 I l l ino is  Commiss ion .

20

On page 1, lines 19 to 20 of  your prepared

test imony, you ind icate that you began your career in

1984 with the Illinois Commerce Commission. what were 20 Q When did you begin testis Ying as a witness on

21 21 public util ity matters?

22

your responsibilities as an accountant with the

commission? 22 A.

23 A. Well, I star Ted at t h e  s t a f f  le v e l . I  s ta r  Ted 23

Like many commissions, pretty ear ly, I imagine

1984, 1985, I would assume.

24 at  the  s ta f f  leve l,  and  my  r espons ib i l i t ie s  in c luded 24 Q-

25 audits of  companies, rate cases, or in  the gas, 25

Now, on page 1 at lines 21 and 22 of your

prepared testimony, you indicate that you worked on
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1 1 reco llec t  a l l  those  memor ies ,  I  wou ldn ' t  be  ab le  to

2

e le c t r i c  u t i l i t y  c a s e s . What were your  responsib ilit ies

wit h  r ega r d  t o  e le c t r ic  u t i l i t y  r a t e  cases? 2

3 A. I would have been par t of the audit team that 3

r e ca l l s p e c i f i c a l l y .

When was FAS 90 issued?Q. Okay.

4 It would 4 A. Oh, December 1986.

5 5 Q Have you ever  test if ied  on FAS 90 in an e lectr ic

6

would have invest igated a company rate f iling.

have been prepar ing data requests, par t icipating with

the team in terms of making recommendations in terms of 6 u t i l i t y  r a t e  c a s e ?

7 what costs to a llow for  recovery. It: would have been 7 A. Yes .

8 those kinds of activities. 8 Q What were the circumstances surrounding that

9 Q- When d id  you  f ir s t  tes t is  y  in  an  e lect r ic 9

10 u t i l i t y  r a t e  c a se ? 10

case and what was the nature of your testimony?

I  d on ' t  r e c a l l  a 11  o f  t h e  s p e c i f i c s ,  b u t  i tA.

11 A. I  d o  no t  r e ca l l . 11 would have involved one of  the  nuc lear  p lants  in

12 Q Okay. Do you have any recollect ion of  issues 12 Illinois • S o  i t  w a s  w i t h  r e s p e c t  - -  a t  t h a t  t i m e  w o u l d

13 13 have been a Commonwealth Edison company or an Illinois

14

you may have addressed the f irst t ime that you did

testis y? 14 Power Company.

15 A. I  d o  n o t  r e c a l l . 15 Q- I f  y ou  cou ld  p r o  se c t  j u s t  a  l i t t le  b i t , please.

16 Q. Okay. Do you  reca ll how many e lec t r ic  u t i l it y 16 A. Okay.

17 rate cases you had occasion to test is y in dur ing your 17 Q- You  reca l l the  case  and  that  it  invo lved  a

18 tenure with the Illinois Commission? 18

19 A. I  don ' t  know spec if ica l ly ,  bu t  it  wou ld  have 19

nuclear plant, but you don't recall the specific aspects

of FAS90 that your test imony might have re lated to, is

20 been a handful. 20 that correct?

21 Q. I believe that you may have answered this with 21 A. That ' s  cor rect .

22 one of your previous quest ions, but I wanted to be sure Z2 Q- Were  there  any  other  e lec t r ic  u t i l i t y  r a te  cases

23 not  t o  ove r look  it . Do you recall the issues that you 23 other  than the one you ment ioned that you test if ied  in

24 addressed on the occasions that you test if ied? 24 where you had occasion to address or consider FAS 90?

25 A. Not hav ing that,  you know, in  f ront  of  me to 2s A. No.
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1 Q- When was FAS 92 issued? 1 He d idn ' t

z A. August of 1987. 2

3 Q. Have you ever  test if ied on FAS 92 in an electr ic 3

i n  a  h an d f u l  o f  e le c t r i c  u t i l i t y  c a s e s .

testis y that he had done FAS 90 in a handful, he just

refer red  to one.

4 u t i l i t y  r a t e  c a se ? 4 MR. ROBERTSON: I believe Mr. Campbell is

5 A. I do need to correct something for the record. 5 c o r r e c t

6 6 BY MR. ROBERTSON:

7

with  respect  to FAS90, wh ich  is  p lant  d isa llowances,  I

don ' t  be l ieve  I  have  ever  tes t i f ied . So I got my 7 Q

8 standards mixed up. S o I don't believe I have ever 8

9 test if ied as to FAS 90 when I was at the commission for a 9

If) p lant  d isallowance 10

Just; for clarity of the record, with regard to

FAS90, you have corrected your testimony to indicate

that having thought upon the matter fur thee, you have

not on any occasion testified in an electric utility

With respect to FAS92, which is  the  phase-in rate case involving FAS90, is that correct?

12 account ing ,  I  have  tes t if ied  to  that  be fore . 12 A. As a regulator for an electric utility I don't;

13 Q In  e le c t r i c ut i l i ty rate cases? 13 believe I have.

14 A. In  e le c t r ic  u t i l i t y  r a t e  cases ,  so r r y  abou t 14 Okay. And  I app rec ia te  your  c la r if ica t ion  on \

15 that . 15 that point.

16 Q I am sorry. 16

17 A. Sorry about that. 17

Let's go back to FAS92. I believe I had begun

to ask you whether you have had occasion to testis y in

18 Q. I appreciate the clari fication. 18 any  e lec t r ic  u t i l i t y  r a te  cases  invo lv ing  FAS92 .

19 A. Okay. 19 A. Correct I And I have.

20 Q- So the "perhaps a handful" is now less than a 20 Q. Okay. what  were the cases,  if  you can reca ll

21 hand fu l and  actua lly  none,  is  that  cor rect ,  with  regard 21 the names of the applicants, and what were the

22 to FAS90? 22 circumstances surrounding the test imony relat ing to

23 A. with respect to FAS90, correct. 23 FAS92?

24 MR. CAMPBELL : Excuse me, Mr. Robes son. Just 24 A.

25 to cor rect  the test imony, h is  test imony was he test if ied 25

I j u s t  d on ' t  r e c a l l  a l l  t h e  s p e c i f i c s ,  b u t  i t

would have involved whether a phase-in plan was
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1 qua l i f ied  or  not . 1 Q- When you say qualif ied, are you saying in

2 Q- And would that have been a phase-in plan 2 reference to FAS 92?

3 r e la t ing  to  a  nuc lear  p lan t? 3 A. With reference to FAS92 and whether it was a

4 A. That  is  cor rec t . 4

5 Q. Have you ever test if ied concerning the 5

pre-1998 proper Ty and whether it met those type of

cr iter ia  wh ich were requ ired .

6

Okay.

abandonment  of  an e lect r ic  u t il ity  p lant? 6 Q How many water utility rate cases have you

7 A. I  have  not  ever  tes t i f ied 7 testif ied in?

B Q. 8 A. With respect to my pr ivate sector exper ience?

9 A.

Concerning?

-- concern ing  abandonment  of  an e lect r ic  ut il ity 9 Q Both, regulated and pr ivate sector .

10 power plant. 10 A. Many.

11 Q. Okay. 11 Q Can you provide us with an estimate? Many is a

12

Have you ever test if ied concerning the

d isa l lowance  o f  an  e le c t r ic  u t i l i t y  p lan t ? 12 rather open-ended term.

13 A. I  j u s t  d on ' t r e c a l l . 13 A. Yeah . we l l ,  I  h a v e  t e s t i f i e d  i n  I l l i n o i s  a s

14 Q Have you ever test if ied concerning a phase-in 14 par t of water rate cases I have testif ied in at least

15 p lan  f o r  a n  e le c t r i c  u t i l i t y  p la n t ? 15 four  water  rate  cases in  Missour i.

16 A. As a regulator? Addressing 16 Q. Was that  as  a regu lator  or  in  the p r ivate

17 Q- I wil l move to your  p r ivate  sector  exper ience in 17 sector?

18 a few moments. As a regulator . 18 A. In the private sector. I have submitted written

19 A. Would you repeat the question again 19 test imony,  I be lieve,  in  Iowa. I have submitted wr itten

20 Q- Yes . Have you ever test if ied concerning a 20 test imony and  test if ied  in  Ind iana. I have submitted

21 21 wr it ten test imony in  Ohio,  or  one or  two cases in  Ohio.

22

p hase - in  o f  an  e le c t r ic  u t i l i t y  p lan t ?

I have addressed the subject.A. An d  I  j u s t  - -  i t 22 O You

23 has been too many years ago for  me to recall exact ly, 23

24 you know, what  the spec if ic  issues were. But I imagine 24

May I stop you at th is point  for  a moment.

appear in your answers to be making a d ist inct ion

between submitt ing written testimony and testis Ying.

25 it  involved whether  the phase*in was qualif ied  or  not 25 And in the case of Iowa and Ohio, you ind icated you
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1 Did you also actually 1 rates, I would have done the rate base, the income

2

submitted written testimony.

testify in those two jurisdictions? 2 statement ,  the cap ita l s t ructure.

3 A. 3

4

It is important for the record i n those

j u r is d ic t ion s  a t that t ime those cases were sett led. 4

And then as I developed through the years with

other  test imony, it  wou ldn ' t  be as much in terms of the

5 So,  in  o ther  words ,  it didn't go through the 5 rate base and income statement, it  would  be specif ic

6 cross-examinat ion process like, you know, like we are 6 issues with  respect  to rebut ta l test imony and  items like

7 So that was my 7 that  . But: I have testified pretty much from A to Z with

8

going through here with Arizona.

distinction. 8 respect to the revenue requirement.

9 Q- Okay. Are  there  any  add it iona l wate r  u t i l i t y 9 Q. Have you ever testif ied on FAS 90 in a water

10 10 u t i l i t y  r a t e  c a s e ?

11

cases  that  you  can  reca l l that  you  have  tes t if ied  in

and/or submitted written testimony? 11 A. Yes, I have.

12 A. Not  a t  th is  t ime . 12 Q.

13 Okay. Do you recall the issues you addressed in 13

14 the test imony that you presented or submitted in wr itten 14

15 form? 15

Would you provide us with the specifics as to

the case, the point in time, and the situation that

occasioned testimony being presented on FAS90..

The specifics would have been in Missouri.A. And

16 A. In which, which company cases? 16 it  would  be on top ics such as a phase*in p lan. And in

17 Q As 17

18 A. All of them? lB p lan ts .

Missouri, for example, we had some major water treatment

The st. Joe treatment p lant is what I remember

19 Q. lam 19 most viv id ly here can the witness stand in which par t ies

20

As a  regu la tor  or  in  the  p r ivate  sec tor .

in terested  in  the types of  issues that  you addressed  in 20 were advocat ing implementing a phase-in p lan for  that.

21 21 And I testified, advised the par ties and the

22

your  test imony in  water  u t i l ity  cases.

With  respect  to,  for  example,  a Missour i rateA. 22

23 23

commiss ion with  respect  to the imp licat ions of a

phase-in  p lan in  which no defer ra ls  cou ld  be set  up

24

case, so if  you look at  my test imony in which at tar my

regu latory  exper ience I t ransfer red  in to the Missour i 24 So I

25 operation in st. Louis County and was the manager of 25

under the post-1998 app licat ion of  the standard.

advised the parties that: the company would suffer
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immediate financial impact, adverse financial impact of 1 A. I don't r e c a l l  t h e exact nature of my testimony.

2 no t  b e ing  a l lowed  t o  c o l le c t  i t s  f u l l  c o s t  o f  s e r v ic e . 2 I have not  rev iewed  it  recent ly . But the issue would

3 Q 3 have been involved with an old water treatment plant

4 this response. 4

5

You are  here re fer r ing  to a phase-in  p lan in

My understanding is that FAS90 refers to

disallowances, FAS 92 refers to phase~ins. And my 5

6 6 And so if the commission

7

quest ion that I had asked you was limited to have you

had any occas ion to test ify  with regard  to FAS90 in  a 7

8 8

that was being replaced by a new water treatment plant,

and the depreciation on the old water treatment plant

was not fully depreciated yet.

didn't allow us recovery of the old water treatment

plant, the return on and of that investment. Then we

9

wate r  u t i l i t y  r a t e case.

Le t ' s  c lo s e  t h e  c i r c le  on  t h a t  l in e  o f  in q u i r y 9 had a p lant  d isa llowance for  the old  water  t reatment

10 first, and then if in f act you were talking about a 10 plant . That 's what I  r e c a l l .

11 FAS 92 situation we will proceed to that in a moment or 11 Q. You used the word us in that response. That

12 two. 12 would  suggest  that  you were test ify ing on behalf  of  the

13 A. No, thanks. The issue is sometimes FAS 92 issues 13 app l ican t ,  is  t ha t  co r r e c t ?

14 also app ly to FAS90 issues. S o  t h e r e in  l i e s  a  l i t t l e 14 A. On behalf of the Mj.ssG\.1ri-American Water

15 b it  o f  con fus ion . 15 Company.

16 With respect to FAS 90 in a p lant d isallowance, I 16 Q. would that have been the applicant in that

17 believe I have testified to that specific issue in 17 proceeding?

18 Missou r i  as  we l l . 18 A. That would have been the applicant.

19 Q Do you recall when that testimony would have 19 Q.

20 been? 20

Do you recall whether  or  not  the Missour i

Commission's decision in that proceeding addressed that

21 A. 21 specif ic issue on which you presented test imony?

22 years,  the dates a ll b lend  together .

Given I have been in  th is  industry  for  25 p lus

I don't r e c a l l 22 A. In that specific issue, the Missouri Commission

23 spec i f ica l ly  t he  da tes . 23 upheld an intervenor's recommendation to deny those

24 Q Do you recall the nature of your testimony and 24 costs ,  and  so the  wr ite-of f  took place. The company

25 the issue that you were addressing? 25 appealed the decision. It was won at a higher court

Q.
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1 level, and the company was allowed subsequently to 1 that information.

2 collect those costs in rates. And so the write-off was 2

I think it is very important and that

it be provided well in advance of whatever briefing

3 restored. 3

4 Q- 4

5 5

6 6

schedule Judge Wolfe might establish so that the par ties

can examine that case. And I sense I may be a little

bit older than you, so I can understand the fleeting

memory syndrome from time to time.

7 7

8 8

Now let's go back to FAS92. And let me ask you,

have you had occasion to testify with regard to FAS92 in

9

Mr. Jenkins, I anticipate that Judge Wolfe is

going to be asking the par ties to submit at least one

round of briefs in this proceeding, and possibly two.

So against the background of that assumption on my par t,

would you be willing to provide the par ties and this

record with a citation to the Missouri case that you 9 a water utility rate case?

10 just have been describing, both the commission decision 10 A. Yes, I have.

11 so that we might access it, and also any judicial 11 Q. Do you recall that case and the circumstances

12 decisions that were repot Ted where you have indicated 12 surrounding your having occasion to present testimony?

13 that a court or courts over turned or reversed the 13 A. That would be in reference to st. Joe water

14 decision of the commission? 14

15 A. I would be happy to do that . And then just for 15

treatment plant in which a brand new plant was being

brought on line that resulted in a significant rate

16 16 increase, resulted in a significant rate increase.

17

clarity of the record -- the older you get your memory

gets a little bit faded so that will allow us to make 17 Q- Who would have been the applicant in that case?

is sure that what I have testified to I have actually la A. Would have been Missouri-American, we would have

19 testified to. 19 been filing for the rate increase, which I have been an

20

And in my role as an officer of a

company, sometimes I might forget in terms did I testis y 20 officer of.

21 to it or was I on the receiving end of that as the 21 Q.

Z2 22

23

finance representative signing off on financial

statements that they are f fairly represented, which I 23

24 24

25

have been doing for 11 plus years.

Well, I appreciate your willingness to provideO 25

I am sorry, I didn't mean to speak while you

were still speaking. I believe you may have just

answered the question I am about to ask, but to be sure,

upon whose behalf were you testifying?

And I would have been anA. On Missouri-American.
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1 1 Q- Okay. How do electric utilities finance

2

officer of the company, the vice president, treasurer.

what was of the nature of your testimony withQ 2 construction of nuclear and coal-fired power plants,

3 regard to FAS92 in that case? 3 based on your experience?

4 A. would have been that it, that the standard, the 4 MR. CAMPBELL: Your Honor, I am not -- I would

5 application of that standard would not allow us to defer 5 like to understand the relevance of that question in

6 costs or capitalize those, and there would be financial 6 this context.

7 harm to Missouri-American as a result of it. 7 MR . ROBERTSON : Your Honor, I believe in

8 And the difference in that case versus what we 8

9 9

briefing it may become very per eminent to examine the

means of financing between different types of utilities

10 10 in connection with the application of FAS 92 and FAS 90,

11 11 and the background against which par ticularly FAS92

12 But 12 arose

13

have looked -- what I am examining with Mr. Neidlinger

is in that type of phase~in plan the par ties were

allowing full cost recovery and carrying costs, and so

on a present value term the company was made whole.

still it doesn't help on the initial years of the 13 And so I wanted to have something on the record

14 14

15

phase-in because we have got expense cost that is

incurred, and I was addressing that matter.

what was the commission decision in that case

15

from this witness, to the extent he has knowledge or

understanding, as to how an electric plant is financed.

16 Q 16 And I am going to ask similar questions with regard to

17 with regard to that issue? 17

18 A. The commission ultimately did not approve a LB

water, so that for briefing purposes we are not having

to make asset sons or assumptions in the briefs without

19 phase-in 19 an underlying evidentiary record.

20 Q- would you also be willing t:o provide the 20 MR. CAMPBELL:

21 information necessary to obtain a copy of that decision? 21

Well, my reaction is the issue

here that Mr. Jenkins was brought in and refiled

22 Yes. 22 testimony is a narrow issue of the applicability of

23 Q. Now, was that decision appealed to the hour ts by 23 car rain accounting standards to a water utility under

24 any par Ty? 24

25 A. I don't know. 25

the Neidlinger proposal that stemmed from Mr. Townsley's

And f actual issues relating to electrictestimony.
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1 utilities strike me as irrelevant. 1 and material is questionable. I will allow you to ask a

2 MR. ROBERTSON: your Honor, the background to 2

3 3

few, just a few questions, but we are not going to go

into detail into how nuclear plants were financed in

4 4 this proceeding.

5

FAS 92 and FAS90 is a background in which you had

electric plants coming on line in the late '80s and the

mid '80s where there was substantial cost involved, and 5 MR. RQBERTSON 1 Thank you, Your Honor. I was

6 there was a concern on the par t of regulators with 6 not intending to go in detail. I was going to respond

7 regard to rate shock, appropriate means for mitigating 7

8 rate shock, and on behalf of the financial community on 8

fur thee to your last comment, but since you are allowing

me to ask a few questions, I will just proceed with

9 how you deal with that and report it. 9 those, if that's sati sf actors.

10 10 ALJ WOLFE: Yes .

11

I think it is important to know whether his

interpretation and view of how you apply FAS92 and FAS90 11 BY MR. ROBERTSON:

12 to a water utility situation, that's one of the central 12 Q I believe my question to you, Mr. Jenkins, had

13 issues in this case, with regard to each of those, 13 been how do electric utilities finance construction of

14 14

15

whether he is correct in his assumption or whether

Mr. Arndt is correct in his assumption. 15

nuclear and coal-fired power plants.

In that, in this area, I can only discuss inA.

16 I think the background of where FAS 92 arose and 16 general terms, but in general terms, would be some ser t

17 FAs90, how those utilities were financed versus the 17 of debt as well as some sort of investor supplied

18 financing that's involved in this situation, is very 18 capital

19 19 Q Are you f familiar with the concept of allowance

20 20 for funds used during construction in connection with

21

per eminent to portraying an entire picture of whether or

not FAS92 and FAS90 should be applied to a water

I have very few questions here, but I believeutility. 21

22 it is very per eminent and very material, 22

the financing of electric utility power plants?

I am f familiar with the concept of allowance forA.

23 ALJ WOLFE: Mr. Robes son, the means of 23 funds used during construction, yes.

24 But. 24 Q.

25

financing may be very per eminent and very material.

whether this witness' testimony as to that is per eminent 25

To be sure that we have clarity in the

transcript, what would be your definition or your
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1 understanding of allowance for funds used for 1 plant .

z construction? 2 Is it your understanding that the 2008

20.2 million refund that was made to Pulte and the 2010

Q

3 A. Allowance for funds used during construction, an 3

4 acronym, AFUDC, AFUDC is allowed to be capitalized 4 $3.1 million refund that was made to Pulte were the

5 5

6 6

result of obligations the company had under what

essentially was an advance in aid of construction

7

during the construction cycle of a plant that has an

extended construction period. So generally a company

capitalizes AFUDC if the construction period is going to 7 arrangement?

8 extend more than one month. 8 A. That's correct, to reimburse Pulte for the

9 Q- Are you f familiar with the concept of advances in 9

10 aid of construction as used in financing water utility 10 Q. And those refunds were made pursuant to

11 plant? 11

backbone plant .

Okay.

the refund formula that was set for Rh in the

12 A. Yes. 12 infrastructure agreement in the amendments, is that

13 Q What is an advance in aid of construction? 13 correct?

14 A. Well, an advance in aid of construction is when 14 A. That's correct.

15 15 Q.

16

a developer, for example, may actually build the

backbone par t of a utilir.y's system, and then as par t of 16

Let's move to your prepared testimony.

One last question with regard to the

17 that agreement with the developer, the utility will 17 infrastructure agreements and the amendments. Were the

LB 18

19

agree to reimburse the developer for that backbone par t

of the water and/or sewer utility system. And typically 19

advances that were provided by the developers interest

free in terms of the refund obligations associated with

20 that's over some ser t of period of time specified type 20 them?

21 of arrangements within a contract. 21 A. I don't know specifically.

22 22 Q

23

And than ultimately what happens is the utility

reinvests and actually puts investor supplied capital, 23 prepared testimony.

Mr. Jenkins, I think I am ready to move to your

And z am going to be working from

24 you know, based on the contractual arrangements of 24 your unreacted version. And essentially my questions

25 reimbursing the developer for that backbone utility 25 are intended to be of a clarify Ying nature, and I will
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try and give you page and transcript reference as we 1

2 move forward. 2

rate filing status it is in for a rate case, what level

is it filed with. That would be. that would be what I

3 Let's star t with page 2 and the question and 3

4 answer which appear at lines 17 through 19. There you 4

would recollect of what would be singled out.

When you say to the extent that AmericanQ.

5 5

6

indicate the purpose of your testimony is to indicate

the impact on Arizona-Zkmerican Water Company of 6

Arizona-American Water Company would be singled out as

to its rate case, do you mean in that section where it

7 Do you see that? 7

8

Mr. Neidlinger's phase-in proposal.

I do.A. 8

repot ts on the regulatory status of various proceedings

in various jurisdictions?

9 Do I understand correctly that your prepared 9 A. That's correct.

10 10 Q Now, in the question and answer whichOkay.

11

direct testimony does not address the impact of

Mr. Neidlinger ' s proposal on American Water Company or 11

12 American Water Corporation itself? 12

13 A. That is correct. 13

14 Q Do you know whether or not in the financial 14

15 statements of American water is it a corporation or 15 payment 1

16 company? 16 This is the first time

17 A. American Water Company. 17

18 Q. Do you know whether in 18

begin on page Z of your prepared testimony, at line 20

you are asked if you have reviewed Mr. Neidlinger ' s

phase-in proposal as it relates to the 2008 test year

$20.2 million refund payment and the March 2010 refund

And you make the following statement, which

begins on line 23 of page 2:

these specific payments have been subject to a rate

And that ends on line 24.determination. Do you see

19 19 that par t of your testimony?

20 20 A. I do.

21

American Water Company.

the financial statements of American Water Company,

Arizona-American Water Company is singled out for

specific treatment or indication as to its financial 21 Q

22 performance? 22

How f familiar are you with the decision that was

issued by the Commission that related to

23 A. In the company's 10-K, which might be about 300 23

24 pages long, to the extern Arizona-American would be 24

Arizona-American Water Company's 2005 test period which

involved the Anthem districts?

25 singled out, it would be more towards the nature of its 25 A. I am not f familiar with them.
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1 Q You are not f familiar with that. Do you know 1 Q.

2 whether or not this case is the first case in which a 2

Do you as a layperson have any reason to believe

that a Commission decision on the 2008 refund treatment

3 3 for ratemaking purposes, a decision in this case might

4

par Ty to the rate case has questioned the reasonableness

of the refund provisions that were set for Rh in the 4 have an influence can how the Commission might address a

5 5 similar question with regard to the 2010 refund payment

6

infrastructure agreement and amendments to the

infrastructure agreement? 6 in a future case?

7 A. I am not aware of any specific concerns raised 7 MR. CAMPBELL: Same objection.

8 in that area. 8 ALJ WOLFE: I believe that does call for a legal

9 Q 9 conclusion, Mr . Robertson .

10 A. Sorry.

I missed the last par t of your response.

I am not aware of any of the specific 10 MR . ROBERTSON : I will defer to Your Honor. I

concerns in that area. 11

12 Q O k a y . I n  b o t h  t h i s  c a s e  o r  i n  a n y  p r e v i o u s 12

think there are only so many ways you can phrase the

question, and I will abide by your ruling.

13 cases? 13 BY MR. ROBERTSON:

14 A. That'S correct. 14 Q.

15 Q 15

I believe I do have a different way to approach

As you were preparing your testimony for this

16

Do you believe that a Commission decision in

this case which involves the 2008 test period on the 16

17 treatment of the refunds that you refer to in your 17

proceeding, were you and your colleagues at the company

concerned that a decision on the 2008 refund payment in

18 answer which begins on line 21 of page 2 of your 18

19 prepared testimony would in any way set a precedent on 19

this proceeding might have the potential to create a

precedent for future cases?

20 20 MR. CAMPBELL : Again, objection. Another

21

how to treat for future ratemaking purposes the

$6.7 million refund payment in Mares of 2010 to which 21

22 you make reference? 22

objection there is to the extent that calls for

privileged information.

23 MR. CAMPBELL: Objection; calls for a legal 23 ALJ WOLFE : Sustained.

24 conclusion. 24 MR, ROBERTSON:

25 BY MR. ROBERTSON: 25

Your Honor, Mr. Campbell's

objection assumes that that concern was specifically
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1 So let me 1 proceeding along -- well, I will wait for Your 2Ionor's

2 2 I don't have that many questions, if any more,

3

discussed with the company's attorneys.

perhaps approach it in a different way.

BY MR. ROBERTSON: 3

ruling.

in this area if I receive a response for the last

4 Q. 4 question. So I will await Your Hone>r's ruling.

5

Did the company have occasion to discuss with

its attorneys what effect a Commission decision in this s ALL WOLFE : Could

6 case on the 200 B Pulte refund might have on future 5 MR. ROBERTSON:

7 regulatory treatment of the 2010 Pulte refund? And I am 7

8 8

9

not asking you for the nature of the advice you might

have received from the c:ompany's attorneys, but rather 9

I have tried very carefully to

phrase the question so I didn't pierce the

attorney/client privilege.

Could I please have the originalALJ WOLFE :

10 whether a conversation of that nature occurred. 10 question read back.

11 A. Our attorney 11 (The record was read by the reporter as

12 MR. CAMPBELL: Let rue, before you answer, I am 12 requested. )

13 13 ALJ WOLFE : YCHL1 may answer the question whether

14 14 a conversation of that nature occurred.

15

going to interpose an objection to -~ the privilege, the

attorney/client privilege goes to conversations and the

substance of the conversation. The nature of that 15 THE WITNESS:

16 question is very close to dealing with the substance of 16

I do not specifically recall all

our conversations, but our attorneys were involved in

17 a conversation. 17 our collective meetings to discuss the testimony that I

18 18 have prepared.

19 19 MR. ROBERTSON : Thank you.

20 20 BY MR. ROBERTSON:

21

In other words, merely the f act that a

person consulted an attorney on a specific issue could

be privileged.

I agree and I have great respect for

Mr. Robes son, and I appreciate his ability to try to 21 O

22 22 testimony.

ZN 23

Let's move to page 3 of your prepared direct

And I am focusing now on the first portion

of your answer to the question which appears on lines 9

ZN

rephrase questions, but I do at least want to note that

objection for the record so his answer to the question

might not be deemed a waiver. 24 and 10.

25 MR. ROBERTSON: Your Honor, I think to move the 25

And that question asks you can you describe the

accounting standards applicable to Mr. Neidlinger ' s
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1 1 not Mr. Neidlinger ' s, is that correct?

2

proposal. And then your answer appears specifically at:

lines 11 through 13 for the first par t of the answer. I 2 A. That's correct.

3 want to ask you some questions about that first 3 Q.

This is my, my interpretation.

Let's turn to page 5 of your prepared testimony.

4 4

5 5

6

paragraph at lines 11 through 13.

Mr. Neidlinger in his proposal and testimony did

not refer to either FAS 92 or FAS 90, did he? 6

And I am looking at the two sentences which begin on

line 1 with the words under the accounting provisions of

SFAS92, and conclude on line 5 with the words ordered

7 A, No, he did not. 7 today by a regulator.

8 Q 8 As I read your discussion of FAS92 and your

9

And have you had occasion to review the

cross-examination of Mr. Neidlinger when he testified 9 description of the application of the requirements of

10 previously in Phase I? 10 FAS92, you are necessarily assuming that FAS92 applies

11 A. I have reviewed his cross-examination. ll to water and wastewater utilities, are you not?

12 Q. He did not in his cross-examination agree that 12 A. I am.

13 either FAS90 or FAS92 were applicable to his proposal, 13 Q And what is the basis for that assumption?

14 did he? 14 A. The basis is that a water and wastewater utility

15 A. As to the specifics, I could not recite that. I 15 such as Arizona-American is a rate regulated utility.

16 could accept it subject to check, but as to the 16 That means it follows the accounting standards

17 specifics, I couldn't recite it. 17 codification 980 which relates to rate regulated

18 Q- Would your answer in essence be that you don't 18 utilities, which is SFAS71. The standard under 980 also

19 recall at this moment? 19 refers to those specific standards which now is what we

Z0 A. That's correct. 20

21 Q When the word applicable appears in both the 21

are referring to as SFAS92, accounting for phase-ins .

So it is, it applies to the water and sewer industry. I

22 question at lines 9 through 10 on page 3 and in your 22 think it has always applied-

23 answer on line 11 of page 3, where you include a 23

24 reference to both FAS92 and FAs90, that reflects a 24 ll plus years.

I have been doing this at a company level for

And that's, from my training, my

25 conclusion upon your par t as to the applicability and 25 expel rise, there wouldn't be anything other than it

ARIZONA REPORTING SERVICE. INC .

www.az-reporting.com

(602) 274-9944

Phoenix, AZ

ARIZONA REPORTING SERVICE, INC.
www.az-repor ting.com

(602) 274-9944

Phoenix, AZ



l 9
i**** CONFIDENTIAL PORTION *****

W-01303A-09-0343l et al. Vol. 111 - Phase II 05/20/2010
507

*¥*** CONFIDENTIAL PORTION *iii*
w-01303A-09-0343, et al. Vol. III - Phase II 05/20/2010

508

1 would apply the same way as it does for the electric 1 intended to address the situation presented by large new

2 industry. 2 electric utility plants that were coming on l ne during

3 Q. Is the linchpin or the threshold for your 3 that point i n time?

4 conclusion as to the applicability of FAS92 and FAS90 4 A.

5 5

In my opinion, it was intended to address large

rate spikes that commissions were having difficulty

6

your reference to rate regulated utility in the context

of FASTS? 6 And the

7 A. Yes. 7

8 Q FAS 92 does not speak of water utilities, does 8

putting into place at one specific moment.

electric utility industry happened to be the vehicle for

But the applicability of that stillthe example.

9 it? 9

10 A. It doesn't make specific reference to water 10 Q

11 utilities, but if we go to the accounting standards

applies to every other rate regulated utility.

Now, when you just addressed the applicability

of that still applies to every other rate regulated

12 codification for FAS 92 12

13 Q Mr. Jenkins, before you begin to read, if you 13

utility, that's your opinion, is that correct?

That is my opinion, yes.A.

14 14 Q.

15

could describe for the record the document you are

looking at so that the par ties and Judge Wolfe will be 15

16 able to reference it if we have occasion to during 16

And again, to confirm my understanding, the

operative feature or threshold for arriving at that

conclusion of applicability for FAS 92 is the rate

17 briefing. 17 regulated utility language of FAs7l, is that correct?

18 A. No, thank you. Accounting standards 18 A.

19 19

That's correct, as well as the accounting

standards codification that FAS 71 has been rolled intcu,

20 20

21 21

as well as SEC guidance, as well as EITF rulings.

See, what has occurred effective June of 2009,

22

codification 980, section 34G~D5, paragraph number 2,

when it refers to the applicability of the standard, it

references utility companies. It makes no specific

reference or call that this only applies to electric 22 we have got an accounting standards codification which

23 companies. 23

24 Q. If we go back to the context of FAS92 itself, 24

25 and the circumstances in which it evolved, was it 25

has taken all this literature and put it in one place

with respect to the specific codification numbers that I

have referred in my testimony. And that is the guidance
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1 for GAAP today. 1 Water Company system. Thank you for correcting my

2 Q. Does that guidance to which you refer 2 phrasing of the question.

3 specifically indicate that FAS 92 was intended to be 3 A. It is one of those age questions again.

4 applied to water and wastewater utilities? 4 Q.

5 A. 5 A.

You have already used that mulligan.

With the American system specifically, I am

6 general.

That guidance refers to utility companies in

It doesn't reference it only applies to 6 But my company prior to

7 7

going on roughly nine years.

that was acquired by the American system. So I had

8 Q. 8 eight years with that.

9

electric or it only applies to gas, et cetera.

Okay. And you are inferring the intent is to

apply it to all utilities, is that correct? 9

So I am up to about 17 years in

the investor-owned utility business and application of

10 A. 10 the standard.

11 Q- 11 Q.

12 12

13

All rate regulated utilities, yes.

So going back to your testimony at the two

sentences appearing at lines 1 through 5 on page 5 of

your testimony, that testimony is based upon your 13

Since you have been with those two companies,

how many times have any of the companies that you were

involved with had occasion to address the very issue

14 understanding and your interpretation as you have just 14 that has been presented in this case with

15 described it, is that correct? 15

16 A. Yes. I t i s based 16

Mr. Neidlinger ' s proposal and the question of whether

FAS 92 applied to it?

17 17 A. With this specific proposal in this case?

18 18 Q- Yes.

19

It is based on my experience.

on my interaction with external auditors that I

par ticipate with on both an annual and quai terry basis

We routinely talk about these specific standards with 19 A. I meet with Pricewaterhouse on our earnings

20 20

21

application to our utility company.

How many years have you been with the ArizonaO 21

every quai tar, and my memory is we did not discuss

Mr. Neidlinger' s filing at that time. It would be a

22 22 subject that I would discuss with them at the next

23

Water Company system?

The Arizona water Company system, probably aboutA. 23 quai tar's meeting as we release our earnings on

24 one year, but 24 Arizona-American's financial statements.

25 Q. I am sorry if I said Arizona. I meant American 25 It is par t of our routine discussions, routine
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1 Would that also be the answer with regard to

2 2 whether his proposal is subject to FAS 90?

3 3 A. That's correct.

4

inquiry, because par t of our obligation for financial

statements is to ensure that both present and future

potential investors as well as creditors are fully

informed. And those are the type of inquiries that I 4 Q- Now, let me go back to the question t:hat I

5 5 star Ted to ask you a moment ago. In your 17 years, both

6

get from Pricewaterhouse, because they provide the next

level of assurance that our financial statements are in 6 with

7 accordance with generally accepted accounting 7 I forget: the name of the company.

8 principles. 8 A. St. Louis County, Missouri.

9 Q Let me see if I understand your question 9 Q I know i t had the word Missouri in it.

lo correctly I It is a little bit different from the 10 A. Right

ll question I asked you, but I will come back to that in a 11 Q. then mare recently with your current

12 moment because I think it is an imper tent bit of 12 employer, have you ever had occasion in a water utility

13 information. 13 rate case to address a proposal of the specific nature

14 But let me lay a foundation here. Is 14 of Mr. Neidlinger's°

15 Pricewaterhouse the outside auditor for your company? 15 A. Your reference to the specific nature of

16 A. Yes. 16 Mr. Ne:i.d1inger's, I must say over my career I do not

17 Q. And is it the outside auditor for the American 17 recall a par ty proposing a phase-in plan and not

18 18 allowing the company full cost recovery with respect to

19

Water Company system as a whole?

That's right.A. I think it is referred to as 19 carrying costs.

20 Pricewaterhousecoopers. 20 O Would the short answer to that question be that

21 Q- Now, do I understand correctly your testimony is 21 you have not previously encountered a proposal of

22 that thus f Ar you have not had occasion to discuss with 22 Mr . Neidlinger 's nature ?

23 Pricewaterhouse whether Mr. Neidlinger's proposal would 23 A. That's correct, one that has the complete denial

24 be subject to FAS92, is that correct? 24 of return on and of and taking things out of rate base

25 A. That's correct. 25 and then rester ting them at a future period, that's
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1 correct. 1

2 Q- I very consciously, as I put together my 2

pure financial accounting it is already in rate base.

Expenses are already being incurred.

3 cross-examination in preparation for your appearance 3 Now, layer that on top of the rate making process

4 today, made a point not to include any legal issues, 4 in Arizona, where we have got a 2008 test year.

5 5

My

reference to in rate base, out of rate base was with

6

because I don't think it is appropriate for an attorney

to cross-examine a witness on legal issues. But you 6 respect to the specific accounting of that transaction.

7 have just used a phrase in your last response that I 7 In terms of the rate making par t of that, this is the

8 think I do need to address. 8 first definitive rate case, despite the f act that we are

g 9 almost, we are moving towards 2010, looks like rates

10

Mr. Neidlingex* ' s proposal relates to the 2008

refund payment made to Pulte, and analytically it also 10 won't be recognized until sometime maybe this year, new

11 relates as a concept. to the 2010 refund payment made to 11 rates, but despite that, from a financial standpoint, it:

12 Pulte, even though that's outside the test period in 12 has been in -- but it has been in rate base, expenses

13 this rate case. 13 have been incurred, et cetera, we have been carrying it.

14 You just said this is the first time you have 14 And now in this specific example, in the

15 How in 15

16 16

raternaking process here, in terms of it being included

in rate base or out of rate base is this will be the

17

seen a proposal that would take away rate base.

Mr. Neidlinger ' s proposal taking away from rate base

something that is being addressed for the first time? 17 determination from a rate making standpoint. It is just

18 18

19

It hasn't previously been included in rate base in the

form of a 2008 refund payment. 19

trailing the actual financials by two to three years.

I think your answer is very helpful, becauseQ-

20 A. In terms of the par t of my challenge before you, 20 when you talked in terms of removing from rate base, you

21 this was a 2008 payment. You know, from a financial 21 were speaking from a financial perspective not a

22 perspective, just got through 2009, I am moving through 22 rate making, is that correct?

23 2010 . And so with respect to something in rate base or 23 A. That's correct.

24 out of rate base, from a financial standpoint we have 24 0. Thank you .

25 already accounted for this transaction. So from just 25 Going back to Mr. Neidlinger' s proposal, in your
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1 experience, my understanding of year testimony is you 1 which I have raised this issue with respect to the

z have not seen a proposal of his specific nature in a z adverse financial consequences on the company, my main

3 water utility rate case in which you were involved, is 3 experience is Missouri because that's where I have been,

4 that correct? 4

5 A. Not that I can recall. 5

resided the longest, the commission has not adopted it.

I want to be sure we have closed the circle onQ.

6 Q. So to your knowledge, would it also be correct 6 this. I don't want ho prolong it, but I want to be sure

7 to conclude from that: that; you are not; aware of any 7 to close the circle.

8 8 Are you aware of any commission decisions, any

g

decision of any regulatory commission involving any of

the companies with which you have been involved that 9

lo 10

regulatory commissions with which you have been

involved, where they have specifically re jested a plan

11

re jested a proposal of Mr. Neidlinger'5 nature because

it was found to be in violation of FAS 90 and FAS 92? 11

12 A. Those within my, within my -- within the western 12

such as that proposed by Mr. Neidlinger because it was

found to be in violation of FAS92 and FAS90?

13 13 A. In terms of the ordering paragraphs of a

14

division companies I am not aware of any that the

commission has implemented a phase-in plan or ordered a 14

15 phase-in plan. 15

decision in a proceeding that I have been directly

involved, all I can say is the commission did not

16 In those times in which I have had direct 16

17 experience, I have been able to bring up the issues like

And what I do recall

17

18 what we are talking about today. 18

approve it. I don't recall if the language, specific

language said we re sect it because it would result in a

write-off specifically under SFAS90 or SFAS 92 .

19 19 Q-

20 20

21 Z1

From that may we conclude that the reason for

not accepting a plan might have been for reasons other

than FAS90 or FAS92?

22 22 A. No, I don't think so.

23

specifically, if somebody has ever recommended a plan

where they wouldn't allow us carrying costs, but during

the course of the proceedings, typically what I recall

is a par ty will say yes, we forget that Cr we included

I can't remember if we did that up front or wethat . 23 Q- why not?

24 24 A. Because of the adverse financial consequences .

25

needed to remind them in terms how the standards apply.

But in any of the cases I have testified to in 25 Q We would have to look to the actual language of
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1 the decision, wouldn't we? 1

2 A. That's correct. 2

3 Q. And are those the two decisions that you have 3

4 4

5

agreed to provide us that we spoke about earlier that

you testified to? 5

6 A. I will provide what, you know, what I agreed to 6

7 provide ¢ 7

8 Q. Let me have you lock, let me have you 8

9 9

10 page 5 at lines 6 through 14. 10

Okay.

look now at the par son of your answer appearing on

Actually it is that par t

appearing at line 6, continuing on to line 10 and ending 11

12 with the words recognized as a loss. 12

13 I think we should be able to move through this 13

14 f fairly quickly in light of some of our previous 14

15 discussion, but I would like to confirm the correctness 15

16 16

17 17

la

of my understanding that your discussion of FAS 90 in

this par son of your testimony and your application of

the requirements of FAS 90 necessarily assumes that 18

19 19

20 20 Q- You referred to all those things . Let's break

21 21 Let°s

22 22

23 23 described it.

those things down for purposes of some questions.

take Mr. Neidlinger ' s proposal as proposed and as you

And let's assume that in a Commission

24 24 order adopting Mr. Neidlinger ' s proposal, it would allow

25 25 the company, as supplements to Mr. Neidlinger ' s
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1 proposal, to capitalize its carrying costs and also 1 that i t would need to, that it would need to collect in

2 2 rates today, because that's a currently incurred cost.

3

there would be Commission language providing an

assurance as to the ability of the company to recover 3 That includes the debt and the equity return . Then i f

4 4

5

those costs and its return on investment in future years

as the plant in question is ratably close to plant in 5

you add the depreciation that's established, that pushes

that number up close to $3 million. That is, that's the

6 service 6

7 7

guarantee that would have to go into the Commission

decision.

8 8

9 A. As I stated earlier, with respect to FAS92, the 9

10 challenge with the kind of statements you are making 10

11 that an accountant would need to assess is the 11

12 I think that calls for a 12

13

probability of that guarantee.

legal determination in terms of if, if there is some 13

14 14

15

sort of guarantee that the company will be allowed to

recover these costs in subsequent rate cases, and future 15

16 Commissions will not be bound -~ and future 16

17 Commissioners would have to follow through and allow 17

18 18

19 19

20 20

21

those rates to go into effect regardless of what was

taking place, regardless of if the company was in for a

rate case for other matters, you know, that's one par t

that would have, we would have to assess then with 21

22 22

23

respect to the return on the investment, which right now

the return on that investment just on the 20 million is, 23 Q- Now, there you are speaking about

24 I think, about $2.7 million. 24 Arizona-American Water Company; you are not speaking

25 I mean these are real dollars for this company 25 about American Water Company, correct?
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1 A. I am speaking for Arizona-American Water 1 recovery of those charges as well as the return on the

2 Company. z investment in the future.

3 O- Let me ask you in that regard, just on 3 I am not sure whether in your description you

4

Okay.

that one point, is Arizona-American Water Company 4

5 required to report to the Securities and Exchange 5

6 Commission on a stand-alone basis? 6 Could you

7 A. No. 7

8 Q- 8

were describing things that would go into the concept of

carrying costs per se that would be capitalized, whether

depreciation was included in that or not.

clarify y that point?

well, first of all, recall what I said isA.

9

Is its repot ting, so to speak, only by vii Tue of

American Water Company's consolidated financial 9 nothing can be capitalized, nothing can be deferred. Sc

10 statements? 10 if the Commission was to motif y the Neidlinger

11 A. 11 proposal

12

Well, we report through American Water's

consolidated financial statements, but we also prepare 12 Q That's what I am talking about.

13 our own audited financial statements at 13 A. and if it was to make it in essence that it

14 Arizona-American. And those audited financial 14 was present value neutral, carrying costs on the plant

15 15 investment, to the extent however you handle

16

statements would be relied upon by third par ties,

creditors, vendors that want to do business with us 16 depreciation, that's a real cost, so the present value

17 17 carrying costs on the depreciation, if it was pushed out

18 18

19

So beyond just what: goes up through the

consolidated level of American Water Works, we produce

our own audited financial statements just to do business 19

20 in the State of Missouri, as any good corporate citizen 20

as par t of the phase-in plan, all those type of items to

make the company present value neutral.

And a big hurdle to get over is the guarantee,

21 would do. 21 And as an accountant, and I

22 Q Let's go back to Mr. Neidlinger' s proposal and 22

23 23

24 24

is it guaranteed recovery.

have to rely on my legal counsel, hut: it would have to

be a guarantee. This  is not something that a par Ty

could come in and object to and all of a sudden it is

25

the supplements to it. You have described you would

need to be able to capitalize the carrying charges, you

would need to be able to have an assurance of the 25 opened up . It is not something that could be revisited
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1 in the next subsequent rate case. I mean it is a 1

2 guarantee » It is there. 2

that revenue requirement stream would go all the way

through the final retirement of that plant.

3 That wouldn't resolve all our problems today. 3

4 4

On a present value basis, to the extent you push

out that $3 million, the company needs to be made whole

5 5 Carrying costs would be

6 6 And in terms of if

7 7

in terms of carrying costs.

your cost of capital, debt/equity.

that was a guarantee, then a present value basis, not a

8 8 cash flow basis, but on a present value basis, the

9 9 company would be neutral on a present value base. But

10 10 it does not mean it would be neutral on a repot ting

11 0. Let's recognize for the moment that you and I 11 basis or on a cash flow basis.

12 sitting here today cannot resolve the assurance or the 12 And that's the distinction I am trying to draw,

13 But 13 because the standards as I explained, the post-198B

14 14

15

guarantee component t:o which you have alluded.

let's talk about two terms that you used and define them

so that we have them in the record. 15

investment such as what we are talking about today is

the company is not allowed to defer those costs. So the

16 What does present value neutral mean as you used 16

17 the term? 17

company's earnings are going to suffer during whatever

period that some ser t of correction or modified approach

18 A. 18

19 19

20

That would mean, for example, if the revenue

requirement to support the $20 million Pulte payment

that was made in the 2008 test year, if the revenue 20

to the Neidlinger methodology that made the company

present value neutral, it will not remove the adverse

financial consequences.

21 21 Q.

22

requirement to support that approximated $3 million

today, our rates should reflect when these new rates go 22

23 into effect, $3 million of revenue requirement, it 23

While we are on carrying costs and the present

value neutral concept, what are the concepts of carrying

costs that you have been including when you have, for

24 should reflect it in year one, year two, year three, all 24 example, arrived at that $3 million figure? what did

25 the way out until -- these are long-lived assets, so 25 that represent?
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1 A. The return on plant investment at the cost of 1 of got pushed out into the future, that would need to

2 2

3

capital in this case, which I think return on equity is

that the cc>mpany is approved to, subject: to check, is 3 Q.

4 around 10.7 percent ROE, so 4

have a carrying cost on it as well.

And by return of you mean what?

Depreciation recovery.A.

5 Q 5 Q. Anything else?

6

But for purposes of this, for flashing out the

concept, it would be whatever the Commission ultimately 6 A.

7 approved? 7

In my example I am not aware of anything else.

If the Commission decided there was something else that

8 A. Yes, good point. For purposes of this, it would 8

9 9 cost.

10

be what the Commission ultimately approved is the return

Sc the debt and equity would be the carryingon equity. 10

you could push out, you would need to put a carrying

But in terms of the Neidlinger proposal, those

are the things I see return on and of and depreciation

11 costs. 11 makes up the basic revenue requirement.

12 Now, keep in mind what happens with these 12 ALJ WOLFE : Mr. Robes son, how much how many

13 A lot of the reasons 13 more questions do you have? I see some pages there.

14

carrying costs is they compound.

these phase-in plans might sound good at the beginning, 14 MR. ROBERTSON: I have -.- the way I do it, Your

15 15 Honor, I have three Post-its let t. I would guess I have

16

but when you get to the end, a carrying cost is no

more -* it is similar to credit card. And so the rates 16 maybe five minutes, because I think we have covered

17 17

18

when you star t out today will be lower, but when you get

on the back side of that, the rates are going to he 18

quite a bit in some of the witness' earlier responses.

I wasn't going to say Post-its, butALJ WOLFE:

19 higher than what they would otherwise have been in 19 I saw those, yes.

20 20 MR. ROBERTSON: I am happy to say it. I live by

21

nominal terms, not in present value terms

Now, you mentioned debt.Q You mentioned equity. 21 them.

22 Are there any other components to the carrying costs? 22 ALJ WOLFE: Five minutes of questions might be

23 A. That is par t of the return on, So whatever of 23 about 15 minutes of answers.

24 24

So we are going to go and

take our break right now, and we will be back here at

25

the overall revenue requirement that would get pushed

out into the future, and if for some reason the return 25 11:40.
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1 (A recess ensued from 11:31 a.m. to 11:51 a.m.) 1

2 ALJ WOLFE . Let's go back on the record. 2

company at its next rate case it was using a 2011

calendar test period, and under Mr. neidlinger ' s

3 Mr. Robes son. 3

4 MR. ROBERTSON: Thank you, Your Honor. 4

proposal, TO percent or three-fif the of the

$20,2 million 2008 refund to Pulte by that point in time

5 BY MR. ROBERTSON: 5 would have been close to plant in service. How would

6 Q. Mr. Jenkins, just before we took the morning 6 this concept of the capitalizing of carrying costs play

7 7 into that next rate case?

8

recess, I believe you and I were at a point where you

had been describing the various components that: would be 8 A. First of all, we will need to get some

9 9 equivalent terms. And you reference the company could

10

within your concept cf carrying charges and you had

indicated the debt and the equity aspects of the cost: of 10 The company cannot

11 11

capitalize the carrying charges.

capitalize the carrying charges. The company can never

12 depreciation .

capital in order to address a recovery of investment

And then I believe you indicated and 12 defer any of the costs that would be pushed off into a

13 Do 13 future period for financial repot ting purposes.

14

anything else the Commission might see fit to add.

you recall that discussion we were having? 14 Q. Okay.

15 A. I do. 15

16 Q. 16

17

Let me ask you, in the event that the Commission

in this case should decide to adopt the Neicilinger 17

18 18

19 19 Q- You appear to be -- have you completed your

20

proposal with some supplements of the nature that we

have been describing, which would include carrying costs

which could be capitalized, which would include what the 20 response?

21 Commission intended to be a form of assurance of 21 A. No.

22 22 Q- Please continue.

23 23 A.

24

recovery in the future, would you describe for me your

understanding of how that would be dealt with when the

company had its next rate case. 24

Okay.

Thank you.

now, with respect to the guarantee and how that

25 And let's assume for discussion purposes the 25 would be reflected in a subsequent rate filing, now, I
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1 am not a lawyer, but in terms of the guarantee, it would 1

2 need to be outside that subsequent rate filing. The 2 Let's talk about the guarantee for a moment .

3 3

4 4

5

type of guarantee that's contemplated in the probability

assessment is that it is ordered today. This is plant

used and useful deserving return on and of for the 5

And I am just exploring with you alternative approaches.

I am not suggesting my client would support these, but I

think it is helpful for the record.

6 investments that have been made, and it is set up in the 6

7 order today. And it has actually got rate recovery 7

Are you saying the guarantee concern could be

addressed if the Commission should decide to recognize a

a dates set. It has nothing to do with whether this 8 return on that $20.2 million through a series of

9 That's revenue 9 predetermined rate increases that would occur over a

10 10

company files a rate case or not.

requirement that, based on a rate regulated utility,

should get recovery today based on cost of service 11

12 basis. So that guarantee would have to be very well 12

period extending into the future, be that three years,

five years, just to illustrate the concept for purposes

of my question?

1 3 defined . 13 A. In terms of -- yes, but I need follow up. And

14 14 the follow-up to that is that that assessment; in terms

15 15 of a guarantee related to probability of recovery, a

16 16 long phase-in period is just unacceptable

17 17

18 18

19

Somebody in my profession would need to very

much look at what the ultimate wording was, work with

the legal counsel in terms of probability of assessment,

you know, can people appeal that, can people attack it

or are future Commissions and Commissioners bound by

All those things get into that mix ofthose decisions. 19 But to the extent the Commission -- and I am not

20 guarantee. 20 a lawyer, I do>n't know all the rules and what the

21 So does that help? 21 history is here in terms of the way Commission decisions

22 Q. I am not sure, to be quite honest, but we will 22 can be over turned or adjusted into the future, but as a

23 find out with a few more follow-up questions. 23

24 24

layperson, obviously the longer that period is, the more

when I assess things from an accounting perspective and

25 25 work with legal counsel, that's a big concern. And that
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1 has to be set up And those are the types of 1 One of the challenges we have in Arizona, given

2 B u t that do:esn't e l i m i n a t e t h e a d v e r s e 2

3

guarantees.

financial consequences on Arizona-Mmerican. 3

its earnings position today and what it has been in the

recent past, is I have got a concern from an accounting

4 Q. We will come back to that in a minute. 4

5 A. Okay. 5

perspective whether the rates that are being set are

truly cost-based rates and that that return is real.

6 Q. Now, the next comment I am about to make is 6 And so you extend, you extend this phase-in type

7 intended to be good natured, and then we will come back 7 period under that type of guarantee, if you will, it

8 to your testimony. 8

9 9

really raises the red flags, is this company being

regulated on its true cost of service, because the

10 10 financial statements don't show it. The financial

11

You have indicated you are not a lawyer, and I

can assure you Mr. Campbell is not about to let you

become one sitting in that chair today. 11 statements are this company has been operating at a

12 A. That's correct. 12 loss. The financial integrity is absolutely impaired.

13 Now, let's talk about the assurance period. If 13 Look at the coverage ratios. One of the

14 the Commission were to come up with a decision designed 14 coverage ratios I know Staff looks at is the times

15 15 interest earned ratio. Go back in history. The

16

to address your concerns and provide for a recovery on

that 20.2 million in a series of increases that would 16

17 occur annually over a five-year period, would that 17

18 address your assurance concern? 18

19 A. No. 19

coverage ratio is well below 1 percent, probably centers

on a half a percent. It is just unacceptable.

And those are the kind of things that, when an

accountant looks at the outcome, is in the equation of

20 Q Why not? 20 this evaluation. And I have got significant concerns

21 A. 21 with that.

22 22

23

One of the challenges that, as the vice

president of finance for Arizona-American, essentially

the lead accountant, if you will, is Arizona-American is 23 but

24 Par t of that b a s i s is it 24

And so that.'s, that's par t of :he reason this

guarantee, it helps in terms of \

it does open the door up for something that's much

25

a rate regulated utility.

collects its costs in rates as they are incurred. 25 larger.
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1

2 2

capitalized with the assurance, are you saying that a

decision of that nature would not be a decision based on

3 3 cost of service by this Commission as it considered the

4 4 record?

5 5 A.

6 6

The Commission, you know, has the authority to

order and implement what it does based on the way the

7 7 Commission sees the evidence.

8 8

What; I am saying as the

lead accountant that has to sign off on the financial

9 9 statements and has to make -- and par t of those

10 10

11 11

12 Q. You have used two phrases in your response, a 12

sign-offs is f air representations to investors, both

current and potential, and creditors, both current and

potential, that I have to look at the decision and the

13 rate regulated company or a race regulated utility and 13 economic consequences of that; decision and a decision

14 cost of service regulation. 14 point has to be made.

15 Now, those are two conceptual phrases. If this 15 And what I am saying is to continue to push off

16 Commission should decide in this case on the basis of 16 cost: recovery out in the future for costs that are here

17 the facts presented in this case and legal arguments 17 today, that under normal rate making practices are

18 made that the Commission does not believe it is 18 included in rates, is -- it is a concern.

19 19

20

appropriate to provide full rate making recognition in

this case for the $20.2 million for whatever the reasons 20

21 might be as a result of its review of the record and the 21

22 22

23 23

24

legal arguments, are you saying that a Commission

decision along the lines of what we have been talking

about that would be a supplement to the Neidlfnger 24 Q- You used a very important word there. You said

25 proposal with the cost or the carrying charges being 25 under normal rate making practices If the Commission in

Q.
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1 th is  case  shou ld  dec ide  for  var ious  reasons that  fu l l 1

2 recogn it ion  of  the  $20.2  mil l ion  re fund  with in  the 2

I have asked you to hypothecate in the last few minutes,

inc lud ing  the t rad it ional rate making  subst itut ion you

3 3 made for your word normal? I want to keep the assurance

4 4

5

context  of  th is rate case would  not  be appropr iate, and

that it  would not be appropr iate to accord what you

character ize as normal ratemaking treatment, but rather 5

concern that you have separate from your repot ting of an

I intend to deal with that in just aincome loss.

6 to take the phased approach that we are now 6 minute .

7 hypothecating, 7 A. I  wou ld  say  we mit igated  it  bu t  not  reso lved  it .

e 8 0. All right. Let's assume a Commission decision

9 9 of the nature that I hypothecated and asked you to

10 10 assume, and let ' s  assume that  occurs in  th is  case with

11 11 new rates effective no later than January 1, 2011. And

12 12 let:'s assume the Commission has the next occasion to

13 13 consider a rate case for Arizona-American water Company,

14 14

15 15

16 16

17 17

they would have a test period of 2010 so you have a

decision effective January 1 of 2012.

What happens to that loss, that operating loss

that you referred to as it relates to this specific

18

But if  you could package this guarantee and

ensure on a present value basis this company has not,

you know, suffered in terms of revenue requirements,
K

18 treatment of the refund amount when you get to the next

19 19 rate case? Would the Commission have an opportunity to

20 20 add ress  it  a t  tha t  po in t  in  t ime?

21 21 A.

22 22

The problem I have got with your example is we

have passed two or about three questions in between, I

23 23

24 24

am not exactly sure.

Feel free to break it out if that helps you inQ-

25 Q- Have we addressed the assurance aspect with what 25 responding.

ARIZONA REPORTING SERVICE, INC .

www. oz-reporting . com

(602) 274-9944

Phoenix,  AZ

ARIZONA REPORTING SERVICE, INC.
www.az-reporting.com

(602) 274-9944

Phoenix, AZ

*i*W* CONFIDENTIAL PORTION *****
W-01303A-09-0343,  e t a l , v o l .  I I I _ Phase 11 05/20/2010

537

***i* CONFIDENTIAL PORTION *****
W-01303A-09-0343,  e t a l . Vo l .  111 - Phase 11 05/20/2010

538

1 A. 1

2

So the  f ir s t  assumpt ion  is  that  we wil l  have  a

ra te  dec is ion  in  th is  case  in  2011. 2 Q. I thought I had asked you to assume

3 Q- Rates e f fect ive January  l,  2011. 3 A.

4 A. Now, your 4 Q-

We are parking that, okay.

-- we dealt  with the guarantee issue.

5 5 A. Okay. So now we are going to assume that this

6

Rates ef fect ive January 1, 2011.

second assumpt ion is  that  we will have rates ef fect ive

January 1, 2012? 6

7 Q Yes . 7

8 A. And based on that assumption, under tradit ional 8

9 ratemaking pract ices of the Ar izona Commission, could 9

10 10 So with respect  to th is guarantee,th is  company realist ica lly  put  together  a 2010 test  year

Because it  does takeand  get  rates  in  e f fect? 11

12 Mr .  Broder ick  and  h is  t eam a  l i t t le  b it  Q r  t ime  to  pu l l 12

13 that together. So cou ld  they  actua lly  put  rates  in to 13

the issue to avoid that is it needs to be a guarantee

where this next filing has nothing to do with the rate

14 effect within six months of  January 2011? 14 recovery of i t .

15 Q Let ' s  sh it  t  it  one year  and  make it  the next  set 15 So,  in  other  words,  it  is  dec ided  now. In that

16 of  rates ef fect ive January 1, 2013 to address that 16

17 concern » The thrust of  my inqu iry  as  in tended  is  to 17

January let, 2011 order the Commission said, you know,

$3 million of  revenue requirement here, in  that

18 f ind  o u t 18

19 19

$3 million I am going to allow, the Commission is going

t o  a l low ha l f  o f i t in rates today, 1 .5  mil l ion ,  and

20 as you enter that heat rate case context and the 20

21 next occasion the Commission has to address it . 21

then automatically outside of  what the company elects to

do in  te rms o f  f i l ing  a  r a te  case ,  au tomat ica l ly  then

22 A. Okay. So f ir s t  we have to get over the 22 the next increase, let:'s say January let of 2012, the

23 guarantee process. 23 other  one and  a ha lf  mill ion  dollars  wou ld  have to go

24 24 into effect. Because

25 25

No par Ty could object, et cetera.

under tradit ional rate making your rates at
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Q. On page 6 at lines 4, continuing on to line 5,

and

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

January let, 2011 the rates ought to go into effect now.

And so carrying costs would need to be on that,

et cetera.

Now, what would happen under that narrow

two-year phase-in, 50 percent, 50 percent of the revenue

requirement, what would happen to the company's earnings

is in year one we would, we would have to -~ we can't

defer anything, so we would have to expense the costs as

incurred. We would under earn. And with the financial

statements of this company, that's taking something

that's already in essence not making any money and

pulling it down even lower. In year two, in theory, we

would over earn because I already expensed the cost that

I am getting recovery on, if you follow.

So that's the nature of post-1988 phase~in plans

and the implementation of them.

Q. Let's go to page 5 of your prepared testimony,

and the question and answer which appear beginning at

line 16 and continuing through line Hz. And I am

basically endeavoring to close the circle here because

we have had a rather extended discussion.

In this question and answer, am I correct in

understanding that your answer and the conclusions

contained within your answer necessarily assume that

FAS 92 and FAS 90 apply to the Neidlinger proposal, and

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24
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I can't remember the rest of your question.

I am sure you will expand if I didn't answer it.

So

1

2

3

4

5

6

7

8

9

10

12

13

14

15

16

17

LB

21

22

23

l
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1 1 A. The company would have had the use of that money

2 2

3 3

as well as the ratepayers would benefit, because rates

are lower because that wouldn't be included into the

4 Q. I have heard two things. I have heard the 4 So we both -- that's a

5 assurance concern and I have heard a timing concern. 5

6 The timing in part, if not in large measure, is in the 6

capitalized investment cost.

good deal for both par ties under that assumption.

Looking at it fromQ. Let me restate my question.

7 7

a

hands of the company as to when it files its next rate

case, whether it is two years out, five years out or 8

9 seven years out. 9

strictly the company's perspective, assuming that it had

not been required to pay any interest on the funds that

were advanced, would it have had the use of those funds

10 10 for the number of years it had them without paying any

11 11 interest on it?

12 12 A. Yes.

13 Q- Okay. Is that -- strike the is that. 13 Q- Okay. Mr. Jenkins, does Arizona-American Water

14 And are those accounting standards to which you 14 Company intend to borrow any money or issue any debt in

15 refer at arriving at that conclusion FAS 92 and FAS90? 15 fiscal year 2010?

16 A. That's correct. 16 A. I believe we -- I believe we are. And I believe

17 Q If we assume for purposes of my question that 17

18 the infrastructure agreement and the amendments to the 18

we have got: a case pending that we just got a decision

I don*t -- I don't have that before me, but I thinkon.

19 19 the Commission recermly ruled and gave us authority to

20 20 borrow money.

21 21 Q-

22 22

So my understanding of your response to my

question is that Arizona-American does intend to borrow

23

infrastructure agreement did not:  provide for any

interest to be paid on the amounts advanced by Del Webb

and by Pul te over  the years ,  would that mean that with

regard to the $20.2 million refund payment that was made

in 2008 that: the company had basical ly had the use of 23 money or issue some debt during fiscal 2010, is that

24 24 correct?

25

that money for a number of years without any interest

being paid on it? 25 A. That's correct.
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1 Q. 1 witness who could answer that final question

z

Do you know if the company intends to borrow the

money or issue any debt in fiscal 2010? 2 Mr. Robertson just posed. I don't have any objection if

3 MR. CAMPBELL: 3 he just wants to ask that question.

4 4 ALJ WOLFE: If that's where you were going, then

5 And 5 please go ahead.

6 6 MR. ROBERTSON : Sure .

7

perhaps this is relevant, but I can't see the relevance,

so I object. 7 THE WITNESS: Can you restate that final

8 MR. ROBERTSON: s question so I could

9 it up, Your Honor.

I would be happy to try and link

The witness has talked several times 9 MR. ROBERTSON :

10 10

11

today about what is and what is not required in the

w o r l d  o f  f i n a n c i a l  r e p o r t i n g ,  _ 11

It really wasn't a question, it

was more responding to an objection that had been

I will see if I can't reframe it as a

12 And 12

13 13

interposed.

question without creating the necessity of recalling

Mr. Broderick to the stand.

14 14 BY MR. ROBERTSON:

15

I was trying to lay as background to a question I am

going to ask what the company's financing plans are with

regard to the next four years, including 2010. 15 Q. When banks are making a determination on an

16 16 interest rate to be charged to a company and let:'s

17

Ultimately what I want to get to is the question

of whether or not banks traditionally look at three to 17 use as a case in point Arizona-American Water Company

18 18

19

five years of financial statements when they are

assessing a situation, and what the importance or lack 19

20 of importance of would be within 20 A.

21 that context, par titularly when it comes to determining 21

22 interest rates for borrowed funds 22

what period of time in terms of years do they request

financial statements for as a par t of their analysis?

My experience would be that banks look both at

history as well as trying to get an idea of what the

future is, what are your future borrowing needs .

23 MR. CAMPBELL: Excuse me, Your Honor, two ZN And one of the biggest questions banks and

24 responses First of all, in terms of the detailed plans 24

25 of Arizona-American, Mr. Broderick is actually the 25

par ties that lend money ask when you are a utility is

they look at your returns. They lock at your interest
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l And as we have talked, these are 1

2

coverage ratios.

substandard for Arizona. 2 And that

3

And, quite frankly, Arizona on

a stand*alone basis is not an investment grade utility. 3

Water being the equity holder, the intention is not to

provide any more equity into Arizona-American.

And that is predicated on thestar Ted in 2008.

4 4

S

So history of negative returns on equity, a history of

very poor interest coverage ratios is what banks look at 5

financials that are being demonstrated.

So that's, that's the point of what I have béaen

6 in deciding whether to lend money, et cetera, and, then, 6 talking about,

7 whether the company can rely on the Commission through 7

We are looking at a company that's not

healthy on a stand-alone basis. And to combine that:

8 the rate making process to recover all its costs and 8 with arther proposal to push costs out in the future is

9 star t producing positive returns. That's my experience 9 a very big concern and something the management has to

10 with what banks look at. 10 take a very serious look at.

11 Q- Now, let's take the utility in question, 11 Q. Do you know whether the decision of American

12 Arizona-American It is currently in a rate case You 12 Water Company to not provide any more equity to

13 13

14 money or issuing debt this year.

have indicated that it intends to proceed with borrowing

What time frame would 14

Arizona-American, which decision you indicated was made

in 2008, was made independent of the selection of 200B

15 the banks look at there? 15 as the test perice for this rate case?

16 You have indicated that based on the test 16 A. I do not know.

17 17 Q- Let's go back to what banks look at. Are you

18 But would 18

19

period, the company is operating at a loss, or not the

full return that was previously authorized.

the banks also be looking at this case and looking 19

saying that they look only at the present situation and

the past, and they do not take the contemplated future

20 zo situation into account when they determine an interest

21

forward a year or two as to what might be anticipated?

Mr. Broderick, in this case. has handled theA. 21 rate?

22 22 A. First of all, I have never worked for a bank

23

specifics of that filing, is probably more aware of

those issues. 23

24 24

that makes all those internal decisions they do to lend

money, but in terms of what a bank and a third par Ty

25

But in terms of just generally speaking,

that's what a bank is going to look at.

And in terms of equity contribution, American 25 looks at, they are looking at financial statements past,
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1 present, and future. l entity?

2 2 A. Private entity.

3

And they are going to measure that

and assess your earnings capability te meet your

And as I have indicated withinterest payments. 3 Q Is that a for-profit or nonprofit entity?

4 Arizona-American, stand-alone, the times interest 4 A. I don't recall. I never asked that question.

5 5 MR . ROBERTSON : Mr. Jenkins, we have traveled a

6 6 I appreciate

7 Q. 7

long road together.
\
\

THE WITNESS: Yes, we have.

8

coverage ratio is currently, you know, around a half

a percent, which is abysmal.

You indicated just a moment ago you have never

Would it be reasonable to say thatworked for a bank. 8 MR. ROBERTSON:

9 you are not: in a position to know what significance or 9 to my questions

your directness in responding

It has been a pleasure, and I wish you

10 10 a safe trip back to Missouri.

11

weight the banks that the company might have occasion to

deal with would give to a Commission decision in this 11 THE WITNESS:

12 12 ALJ WOLFE:

Thank you.

This would be a good time for us to

13

proceeding as it related to this $20.2 million refund

issue? 13 take our lunch break, and at tee that we will have

14 A. Yeah, I don't work for a bank so I don't know 14 cross~examination by RUCO and Staff.

15 their internal review processes and final decision 15 Mr. Pozefsky, do you have cross-examination for

16 points . 16 this witness?

17 Q. And so you don't know what the weighting would 17 MR. POZEFSKY: I don't. I don't, Your Honor.

18 be, is that correct? 18 ALJ WOLFE : Does Staff?

19 A. I don't know. 19 MS. SCOTT: I have some.

20 Q- Earlier in your testimony, which seems like it 20 ALJ WOLFE: Okay. We will wait until of tar the

21 And I 21 lunch break to do that . So we will be back here at

22

was awhile ago, you referred to FASB, or F-A-S-B.

believe you indicated that was the Financial Accounting 22 MR. ROBERTSON : Your Honor.

23 Standards Board, is that correct? 23 ALJ WOLFE: Yes.

24 A. That's correct. 24 MR. ROBERTSON :

25 Q- Is that a government agency or is that a private 25

If I might clarify one point

through you with Mr. Campbell before I release
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1 Mr. Jenkins, so to speak. I had intended to offer the 1 MR. ROBERTSON:

2 company's responses to the Anthem Council's ninth set of 2

Thank you, Your HOWGI.

(A recess ensued from 12:35 p.m. to 1:50 p.m.)

3 And if Mr. Campbell 3 ALJ WOLFE: Let's go back on the record.

4

data requests as Anthem Exhibit 15.

is willing to agree that can be offered without a 4 Mr. Robes son, you said you have some procedural

5 5 issues

6

sponsoring witness, that would save me having to ask

Mr. Jenkins any more questions. 6 MR, ROBERTSON: Yes, Your Honor. I had two

7 7 procedural matters I would like to address. First of

8

But I don't want to forego that foundation is

needed unless he is amenable to that and Your Honor is B all, with regard to Your Honor's request as it relates

9 amenable to admitting Anthem-15 into evidence, subject 9 to the data request, we have had an opportunity over the

10 10 And

11

to the protective treatment of the confidential

material. 11

noon recess to confer with counsel for the company.

Mr. Hal lam made a suggestion, and we feel it is a very

12 ALJ WOLFE: Mr. Campbell. 12 good one, that we take what has been marked as

13 MR. CAMPBELL: We 13

14

we don't have any objection.

do want the confidential par sons to be put in a sealed 14

Anthem-15, which is the responses to the data requests

that include the confidential information -- they are

15 envelope and treated confidentially, but subject to 15

16 that, we have no objection. 16

shaded pages within that copy, and they actually

indicate the words confidential on them --

17 ALJ WOLFE: I just have a copy that you provided 17 ALJ WOLFE: Okay.

18 la MR. ROBERTSON : and that we have that to be

19

me.. and I don't see that any of it is marked as

Have you had a copy marked for admission?confidential. 19 enclosed in an envelope that would be the confidential

20 MR. ROBERTSON: No, Your Honor, I haven't:. 1 ZN

21 will try and take care of that over the noon hour. 21

22 ALJ WOLFEZ Okay. Then I should give this back 22

aspect under the protective order; that we then make a

separate copy of the data request without the

confidential information, which we would request be

23 That would be fine. w e will 23 marked as Anthem-16 for identification and received into

24

to you probably. Okay.

handle that of tar, at tar lunch. 24 evidence.

25 So we will be back here at 1:40. 25 Then of tar Your Honor has had an opportunity to
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1 1 front of you of page 4 of 21 of the direct testimony

2

comment on that suggestion, if you want to, I had

another procedural matter which is in nature of a 2 of Paul G. Towrasley as it was filed in this docket on

3 request of Your Honor. 3 July 2nd, 2009. DQ you have a copy of page 4 in front

4 ALJ WOLFE: 4 of you?

5 deal with it.

That sounds like a reasonable way to

It is the same way that the testimony is 5 A. Yes, I do.

6 dealt with. 6 MR. ROBERTSON: And f Cr the record,

7 MR. ROBERTSON: And we appreciate Mr. Hallam's 7

8 suggestion; it was very constructive. 8

Mr. Towsley's July 2nd, 2009 testimony I believe has

been received into evidence as Exhibit A-3. And r.hat's

9 9 just to tie it together.

10

In checking off my Post-its just before we

recessed for the noon break, I overlooked one piece of 10 BY MR. ROBERTSON:

11 paper that I had intended to ask Mr. Jenkins two 11 Q What I would like you to do, Mr. Jenkins, is

12 questions about. xi take a look at that par son of Mr. Towsley's testimony

13 I have conferred with Mr. Campbell. I had 13 that begins on line 6 and continues through line 19.

14 And Xf Your 14 And take a moment to read that, Exhibit A-3. Look

15

previously distributed this piece of paper.

Honor would allow me to do so, since we haven't begun 15 above, it says Exhibit A-3.

16 with another par Ty yet doing cross, I would like to ask 16 A. Okay, I have read it.

17 him one or two questions about it. They relate to his 17 Q- Now, what I would like you par ticularly to focus

18 interpretation of FAS92 and FAS90 against this 18

19 background . 19

on is the language appearing beginning about the middle

of line 11 and continuing to about the middle of line 13

20 ALL WOLFE: Okay. That seems reasonable to me. ZN which reads as follows, quote:

21 Or is there any objection? 21

Despite the resulting

delay in recognizing these assets, Arizona~American had

22 MR. CAMPBELL: That'5 fine with the applicant. 22

23 BY MR. ROBERTSON: 23

agreed to this condition with Commission Staff,

including an agreed-upon one-year rate moratorium.

24 Q. 24

25

Mr. Jenkins, earlier today I passed out to the

par ties -- and, Your Honor, I believe there is a copy in 25

Against the background of your testimony earlier

today with regard to FAS92 and FAS 90, how was the
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1

2

company able to find it could agree to that condition

with the Staff? 2

books, and subsequent to that recording of goodwill

initially, that has been written off in the company. So

3 A. The accounting for this transaction f alls under 3 as a result of this transaction, this has been a

4 4 write-off with respect to goodwill on Arizona-Amer j.can's

5

business combination accounting and is par t of

It has no relationship to FAS90 and FAS 92.FASI44. So 5 books . But: that's related to the, you know, the

6 6 acquisition accounting rules under FAsl 44 as opposed to

7

the accounting for this was put on the books of

Arizona-American at the f air value, that's what that 7 FAS90 and FAS92.

8 standard is about, and put on the books at the f air 8 MR. ROBERTSON: May I have just one moment, Your

9 value of what was purchased from Citizens. 9 Honor?

10 Q- 10 ALJ WOLFE: Yes.

11

Did you use the words business accommodation in

referring to the type of accounting? 11 MR. ROBERTSON: That's all I had. Thank you,

12 A. A business combination. 12 Your Honor.

13 Q- Business combination. What does that 13 Thank you, Mr. Jenkins.

14 A. Business combination rules, acquisition 14 THE WITNESS: Thank you.

15 accounting rules is what that -- how that standard 15 ALJ WOLFEC Ms. Scott.

16 relates to the accounting that was taking place back in 16 MS. SCOTT: Thank you, Your Honor.

17 that time period. 17 ALJ WOLFE: Oh, everyone.

It doesn't work.18 Q la MS. SCOTT:

19 19

20 20 CROSS-EXAMINATION

Z1

So is it your testimony that FAS 92 and FAS 90 did

not apply because this was in the context of an

acquisition as opposed to a regular rate case?

Yes, that's correct.A. The acquisition accounting 21 BY ms. SCOTT:

22 22 Q- Good of ternoon, Mr. Jenkins.

23

rules was what applied, and those were followed t:hrough

And within those accounting rules the f airspAs144 . 23 A. Good of ternoon.

24 24 Q-

25

value of the assets acquired was recorded on the books .

I would note that goodwill was recorded on the 25

I want to just star t out with a question similar

to Mr. Robes son's last question, but this involves a
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1 recent Commission order that was issued on December 8th 1

2 2

3

of 2009, and it was your last rate case order, 71410.

Are you f familiar with that? 3 A. Yes.

4 A. Generally f familiar, yes. 4

5 Q. Okay . On page 14 -- do you have a copy with 5

With respect to the White Tanks project,

the completion of that plant and it being placed into

service occurred outside the test year in the last rate

6 you ? It is RUCO-1. Dc you have a copy of that? 6 case, or the rate case that this was applicable to, and

7 A. Not of the no, I don't. 7

8 MR. CAMPBELL: we will get one. B

fell outside of those traditional ratemaking mechanisms

So in the future with respect to White Tanks, we have a

9 THE WITNESS . Okay, I have it. 9 future rate making event in which rates will be set on

10 BY MS. SCOTT: 10 the recovery, under the test year rules of the Arizona

11 Q 11 Commission, and that will be the first definitive rate

12

I would ask you to refer to page 14, the O&M

deferral mechanism discussion. And as are my remaining 12 case in which the Commission has an opp or munity to

13 questions, this question is more to fur thee our 13 determine the return on and of, for rate making purposes,

14 understanding and the Commission's understanding of what 14 of that plant being in service.

15 is a difficult accounting issue 15 Now, with respect to the deferrals that have

16 On page 14 and on through page 16 of that 16

17 decision, it talks about some O&M expenses related to 17

taken place from that period of time on to this period

of time, what this f alls under is SFAS71. And we have

18 the White Tanks plant, is that correct? 18 the authority from the Commission to record -- record

19 A. That's correct. 19 to defer the cost as well as record most of the carrying

20 Q- And what the Commission ultimately ruled in that 20 costs.

21 case was to accept the company's proposal to defer the 21 What we weren't allowed to record for financial

22 actual White Tanks plant O&M costs as a regular.ory 22

23 asset, is that correct? 23

repot ting purposes, although the Commission has granted

us, is that between the time period that this plant went

24 A. That;'s correct. 24 into service and for the first definitive term that it

25 25 is placed in service for raternaking, in service for
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1 1

2

operational purposes versus in service for rate making

purposes, that 's referred to as post~construct ion AFUDC 2

3 costs I And we are not  a llowed to cap ita lize  the equ ity 3

4 re tu rn  of  that  car ry ing  cost . 4

5 So Ar izona-American today, f inancial statements 5

6 6

7

are being negatively impacted in a small manner to the

extent  it  can ' t  record  any equ ity  return  dur ing  that 7

8 period. 8

9 Q Okay. 9

10

Then I had a few follow-up quest ions that

are  more  in  the  nature  in f  c lar if icat ion  of  the  record 10

11 and to assist  me in understanding some of your ear lier

12 testimony. 12

13 13

14 14

15 15

16

I believe that you testified that there are two

things here that would be subject to these accounting

rules if the Commission decided to adopt a plan similar

First, you would 16

17

to what Mr. Neidlinger had proposed.

there would not be a return on yournot  be rece iv ing 17

18 investment, nor would there be any guarantee of future 18

19 p lant  inc lus ion  or  a  re turn  of  investment ,  cor rect? 19 Q.

20 A. That ' s  cor rect . Under Mr. Neidlinger ' s rate 20

Now, were you trying to suggest a moment ago

that  if  Ar izona-Amer ican appeals a decis ion there would

21 phase-in mechanism, it doesn't allow a return on nor 21 be a d if ference in  how you wou ld  t reat  it?

22 recovery of  nor  carry ing  costs, 22 A.

23 23

24 24 on that  issue.

25 25

We would have to evaluate the appeal to base

that on whether we felt we were going to win or prevail

But my experience with that, and I have

had experience in Missouri, Missouri for a similar type
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1 of 1 the company needs to f ile a rate case. I f  i t a l l s

2 and then we argued the 2 with in  the test  year ,  then we can request  recovery  of  it

3 case,  because it  is  hard  to get  your  at torney to th ink 3 as part of  that: test year. They wouldn't object,

4 you are going to over  turn a, as a matter  of  law, a 4 e t cetera. And then we would get it as par t of that

5 And as a layperson I know the 5 ratemaking cycle.

6

regulatory commission.

coir  ts g ive a lot  of  deference to commission op in ions, 6 But  there is  noth ing  automat ic  about  it ,  and

7 et cetera. 7 And this

8 Q. okay. 8

there would be no guarantees of recovery.

would star t out with zero and then maybe two years later

9 9 we would get, star t to get our f i rs t recovery of  this

10 10 $3 million exposure that we have.

11 Q Okay. 11 Q.

12 A. a January of  2011 decision, for  example. 12

So are you looking at th is as an upcoming rate

case, most  of  th is  p lant  would  be outs ide the re levant

13 Q Okay. Now, I just want to break this down a 13 test  per iod ,  is  that  the  way you are  v iewing  th is ,  and

14 little bit. Isn't it correct, though, that under the 14 so it  would not be subject to any ratemaking treatment?

15 Commissj .on's decision, or  I shouldn't  say -- under 15 A. Well,  the account ing  for  the t ransact ion would

16 Mr. Neidlinger '  s proposal, wouldn't there be some 16 ref lect what the Commission ordered.

17 recoupment right away from year one? 17 Q Okay.

18 18 And so if the Commission ordered that there

19 A. 19

20

Mr. Neidlinger ' s proposal, the way I understand

i t  i s ,  a n d  I  r e f e r r e d  t o a $3 million revenue 20

A.

wasn't a guarantee of rate recovery, and the company

would need t o  wa it  o r  t ime  it s  r a te  case  be for e  i t  g e t s

21 21 its f irst  component of  the revenue requirement, the

22

requirement, we get zero in rates based on the

Commission decision in January 2011 if you assume rates 22 standards are c lear  that that's denying a return on, of ,

23 went  in to  e f f ec t  a t  tha t  po in t . 23 no carry ing  costs,

24 Then Mr. Neid linger 's  proposal says for  you to 24

25 be ab le  to get  a  p iece  of  th is  over  a  f ive~year  per iod , 25
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1 1

2

A.

2 Q-

3 3

4 4

5

6 Q

A.

5

6

7

Okay. And, again, I just want to make clear

these questions are just meant for clarification

purposes and to fur thee understanding of these issues.

If, for instance, Mr. Neidlinger ' s proposal was

structured a little different so you would recognize

par t of the rate base in year one, 7

8 8

9

That's correct.

Now, the important point with that guarantee,

though, is what -- I know it is hard for, hard enough

for accountants to understand, let alone lay

accountants, there you go.

Or lawyers, lawyers might be the better.

Yes, lay lawyers, there you go.

But the point is, is you can't lose sight,

because even if we got all those guarantees,

10 A.

9

10

1111

The devil is always in the details, but I

appreciate your question and it is an important

question. 12la

13 13

14 14

15

16

15

16

1717

la

19

20

21

22

23

24

18

19

20

21

22

23

24

2525

The rates would go in effect and

ordered as par t of this rate case. The tariff is

already designed that said 1/1/2011, here is a rate

increase, 1/1/2011, 6/30/2011, 12/31/2011. It would

have to be structured to when those rate increases went

into effect and nothing in essence could get in the way,

it was ordered in the decision that this was good plant

to put in rate base from a rate making perspective.

Q. So then that goes to the guarantee aspect of all

of this, correct?
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1 1

2 2

accounting perspective, the Commission can do what it

wants, but from a pure accounting perspective,

33

4 4

5

6

5

6

7 7

8 8

9 9

10

Q. I also just want to divide the two. When you

talk about a guarantee of future plant inclusion and

then you talk about the second piece, the return on the

investment, if the Commission structured something more

in the nature of a guarantee where the rate base was

phased in over a number of years, let's say three just

as a hypothetical, the rate base itself then,

likely that the company | 10

11 11

12 A. The years are a concern, because these are 12

13 current incurred costs. There is no future plant. 13

14 14

1515

16

Remember there is no future plant involved in light of

The plant's here, the

It was made in 2008, which 16

17 17

18 18

19 It is here. 19

20 20

21 21

Z2 22

23 23

24 24

25

the rate making in Arizona.

investment has been made.

fits into the test year practices of Arizona.

So the determination has nothing to do with

future plant. It is all incurred costs.

We got into financial reporting. we are already having

this impact to earnings from 2008, '9, already.

But the point is, is that the longer this period

gets out, out there, my concern is how valid is that

guarantee, can commissions bind future commissions.

And the other point that I made from a pure 25
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2 2

you believe that the same rules would apply with respect

to the Commission allowing the investment in rate base

3 3

4 4 And

5 5

6 6 That 's

7 7

but phasing in rates over a three-year period?

A. The same rules would apply, in my opinion.

whether you phase in revenue requirement or rates it is

important to put things into rate base.

But just phase in the rates.imper tent.

8 a

9 9

10 10

11 11

12 12

13 13

14 14

15 Q- And I think earlier -- I wanted to talk 15

16

Okay.

about the return on this investment. Earlier did you 16

17 lam 17 MS u SCOTT* Okay . That's all I have, Your

18 18 Honor.

19

say that that was approximately 2.7 million?

wondering for what period of time you are talking about.

One year, that's just a pure return on theA. 19

Thank you.

ALJ WOLFE:

20 investment. 20 MR. CAMPBELL:

Mr. Campbell, do you have redirect?

Just a few, thank you.

21 Q 2.7 million? 21

22 A. 2.7 million. 22 REDIRECT EXAMINATION

23 Q- Okay . 23 BY MR. CAMPBELL:

ZN one more line of questions. 24 Q.

25 about a variation. another variation.

I would like to ask you -- I just have

I would like to ask you

And that is: Do 25

Just following up quickly on just a question or

two again, Mr. Jenkins, with Ms. Scott, you referred, I
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1 think, to a $2.7 million number. 1 A. Yes, I do.

2 A. That's correct. 2 Q-

3 Is that the revenue requirement on the 3

If you look at that exhibit, do you remember

there was a question, again, I think it was

4

Q.

$20 million refund amount? 4 Mr. Robertson,

5 A. That's correct. 5

6 Q 6

7 7

8 And 8

9 9

10

Secondly, you had a discussion, I think, with

Mr. Robes son, and it was a question about the

relationship of a phase-in program to ratemaking.

he posited a two-year phase~in and how that would work

into a future rate case, or how it would be recorded. 10

11 11

12 12

13

And you said to the effect in the first year there would

be underearning and in the second year there would be

Do you remember that testimony? 13

14

over earning.

I do.A. xi

15 Q- 15

16 16

17

And isn't it correct that when you say in the

second year there would be over earning, that's assuming

all other f actors remain the same in terms of the actual 17

18 18

19

expenses and any other f actor that went into that

decision, is that correct? 19

20 A. That's correct. 20

21 21 And finally, there was a discussion about

22 22

23 23

24 24

25

That's not from a pure

financial statement achieved return on equity

perspective, that's from just a pure regulatory look at

this one component.

Q. And do you have your testimony in front of you,

and in par titular Exhibit JMJ-1? 25

whether you, the company, earned interest on its, I

think it was, the phrase was, use of developer funds,

talking about the Pulte $20 million refund,

$20.2 million refund. And you said no, we didn't earn
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1 in terest  on the use of  those funds. 1

2 Do you have anything you would like to add or 2

infrastructure agreement and amendments with regard to

those funds that had been previously advanced -- and you

3 clarify y about that answer? 3

4 A. Yes . 4

have indicated by the point your company entered the

scene those funds had been converted to

5 We had the use 5

6

I misspoke with respect to that answer.

The reality is no funds changed hands.

of  the  f  fac i l it ies but no use of cash. 6

in f r as t ruc tu re  --  you  s t i l l  were  not  r equ ir ed  to  pay  any

in terest  unt i l  those  fu ture  po in ts  in  t ime when the

7 MR. CAMPBELL : That's all I have, Your Honor. 7 refund obligat ions became act ivated under the

8 ALL WOLFE 2 Is there any recross on that? 8 infrastructure agreement and the amendments?

9 MR. ROBERTSON: Yes, on that last point. 9 A.

10 10

Yeah, with respect to the company during that

period of time. we would not have had to pay interest.

11 RECROSS'EXAMINATION 11

12 BY MR. ROBERTSON: 12

13 Q. 13

14

W o u l d  i t b e  c o r r e c t  t o  s a y  t h a t  y o u h a d  t h e  u s e

o f  f  f a c i l i t i e s  f o r  w h i c h  y o u w e r e  n o t  r e q u i r e d  t o pay any 14

A n d  a s  I  e x p l a i n e d b e f o r e ,  b o t h  t h e  c o m p a n y  a n d  t h e

r a t e p a y e r  b e n e f i t e d  f o r t h a t , b e c a u s e  d u r i n g  t h e t i me

frame t h a t t h i s ,  t h o s e  t y p e  o f  p a y m e n t s w e r e  r e f l e c t e d

i n rates, it was lower than what it could have been if

15 interest on the funds that had been used to construct i s we would have had to include a carrying cost.

16 th ose  f  a b i l i t i e s? 16 Q- But  f o r  the  ob l ig a t ion , or the refund obligation

17 A. T h a t ' s  c o r r e c t . 17 that is at: issue in this case, the 20.2 million payment

18 Q. 18 that was made in 2008, there was no payment being made

19 19

20

And year  predecessor  in  in terest ,  Cit izens

Ut il it ies ,  a lso had  not  been requ ired  to pay  any

interest on the funds advanced to build  those 20

during the per iod in your previous rate case, cor rect ,

the one that had the 2005 test per iod?

21 f  ab il it ies .  wou ld  that  not  a lso be  cor rect? 21 A. Correct I

22 A. 22 Q. So you basically had  the  use  o f  f  ab i l i t ie s  tha t

23 23

24 24

25

My history does not go back to the Citizens

piece of the equation, so I would be a little Bil; uneasy

about responding to that question.

W o u l d  i t  b e  c o r r e c t .  t o  s a y  t h a t  u n d e r  t h eQ 25

h ad  b een  f u n d ed  b y  t h o se  ad van ces  w i t h o u t  p ay i n g  an y

interest until your obligation under the infrastructure

a g r e e m e n t  r e q u i r e d y o u  m a k e  r e f u n d s ,  c o r r e c t ?
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1 A. 1 ALJ WOLFE : I  see . But h is test imony hasn' t

2 Q.

Yeah, the company as well as the ratepayers.

I understand you want to make the point with 2 been marked confidential?

3 I want to conf irm that you 3 MR. ROBERTSON: Actually, Your Honor, I have no

4 4

5 Correct? 5

6

regard to the ratepayers.

paid  no interest  of  any type unt il the refund payment

ob ligat ion due dates ar r ived.

A. Correct 9 6

I would think if any par Ty had a

So I would defer to

7 MR. ROBERTSON: Th a t ' s  a l l I have. Thank you. 7

concern with regard to the confidentiality of

Mr. Arndt's testimony.

concern it might be the company.

Mr. Campbell in that regard.

8 ALJ WOLFE: Is there anything fur thee, 8 ALJ WOLFE :

9 Mr. Campbell? 9 MR. CAMPBELL:

Mr. Campbell.

well,  our  only concern would be

10 MR. CAMPBELL: Nothing fur thee. T h a n k  yo u ,  Y o u r 10

11 Honor. 11

12 ALJ WOLFE: Thank you for your testimony, 12

i f  any  o f the quest ions are going to require Mr. Arndt

t o  r e f e r  t o  sp ec i f ic s  in  t he  con f id en t ia l  p a r  son  o f  t he

test imony, and I don't know without hear ing the

13 Mr. Jenk ins. 13 So I think the

14 THE WITNESS: Thank you. 14

questions whether they are going to.

sa fe  po in t  wou ld  be  to  keep  it  con f ident ia l. That way

15 ALJ WOLFEZ You are excused. 15 he has the freedom to refer to the confidential portion

16 At th is  t ime the hear ing  room will be open to 16

17 the  pub lic  and  the  con f ident ia l por t ion 17

of the testimony if he so desires.

The other  way to do it  would be to go on the

18 MR. ROBERTSON: No,  we s t i l l  have Mr .  Arnd t . 18

19 ALJ WOLFE: Oh, you want his testimony 19

record , and then if  he gets a quest ion where he is  going

to have to re fer  to the  con f ident ia l par  sons,  he  wou ld

20 con f iden t ia l  as  we l l? 20 have to say stop, I need to refer to confidential

21 MR. ROBERTSON: O h ,  y e s . I  t h o u g h t  t h a t  w e  h a d 21

22 ind icated that f rom the outset, Your  Honor. 22

por t ions,  and  then we go of f  the record  at  that  point

for  that  per iod  o f  t ime.

23 ALJ WOLFE: Oh. 23 So we can do it  e ither  way. Thar.'s our only

24 MR. ROBERTSON: Because he addresses 24 concern ,  is  if  he  wants  to re fer  to  them.

25 Mr. Jenk ins. 25 ALJ WOLFE: That was what I thought would
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probably would be the only reason that we would have 1 ALJ WOLFE : Okay. In the interest of making our

2 to go off the record in that case, too. 2

3 Mr. Robes son, are you aware of anything that 3

4 4

5 5

proceedings as public as possible, at this time the

hearing room will be open to the public, and the

confidential par son of the transcript in this

proceeding will come to a close.

6

Mr. Arndt plans to say that refers to the confidential

par son of Mr. Jenkins' testimony?

Not as of this juncture, YourMR. ROBERTSON: 6 In the event that Mr. Arndt feels it necessary

7 Honor I just conferred with Mr. Arndt. He doesn't 7 to refer to the specifically denoted confidential

8 believe he would have a need to do so. And we will 8 information in Mr. Jenkins' testimony before answering

9 car mainly endeavor to avoid crossing that bright line. 9 the question, he will so inform us so that we can close

10 ALJ WOLFE: Okay. 10 the proceedings.

11 MR. CAMPBELL: Your Honor, may I? 11 MR. CAMPBELL: Your Honor, the only other thing

12 ALJ WOLFE: Yes. 12 as I listen to that, obviously the lawyers have to be

13 MR. CAMPBELL: Just s o i t i s clear, and I think 13 cognizant of that when they form their cross-examination

14 this i s I trust both Mr, Robertson and Mr. Arndt on 14 questions as well.

15 this, because of the nature of cross-examination, we 15 ALJ WOLFE: Yes.

16 16 Right now we will go off the record so that we

17

will have to rely on Mr. Arndt to inform us before he

answers the question if he thinks he has to use 17 can turn on all the electronic equipment.

18 confidential information. We are pretty much dependent 18

19 on him under that scenario. 19 (End of confidential information.)

20 ALL WOLFE: Mr. Robertson, you can counsel your 20

21 witness to do so. 21

22 MR. ROBERTSON: Yes. 22

23

He is sitting right behind

me, Your Honor, so he understands Mr. Campbell's 23

24 concern, and I am sure that he will endeavor to comply 24

25 and avoid any problems in that regard. 25
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1 (Continuation of open hearing.) 1

2 2

understanding that the company would like to be able to

have Ms. Heppenstall testify today as well.

3 ALJ WOLFE: 3 So against that background, if it is acceptable

4

Let:'s go back on the record.

Mr. Robertson, would you like to call your 4 tO Your Honor and I have mentioned this to

5 witness? 5

6 MR. ROBERTSON: Yes. At 6

7

Thank you, Your Honor.

this time the Anthem Community Council would like to 7

8 call to the witness stand Mr. Michael L. Arndt. 8

9 (Michael L. Arndt was duly sworn.) 9

Mr. Campbell -- what I would propose to do is have

Mr. Arndt summarize his prepared direct testimony to, in

addition, by way of a summary response respond to those

aspects of Mr. Jenkins' re jointer testimony this morning

and Mr. Jenkins' cross-examination earlier today that

10 MR. ROBERTSON: Your Honor, Mr. Arndt is going 10 relate to the issues that Mr. Arndt is intending to

11 Two of 11 address »

12

to be sponsoring two exhibits, perhaps three.

them have already been marked for identification. His 12

13 prepared direct testimony, which was filed with the 13

And in addition, as par t of establishing

Mr. Arndt's background for being qualified to comment

14 Commission on May 17, 2010 has been marked as Anthem 14

15 Exhibit 13 f car identification. 15

and testis y upon FASQO and 92, as a par t of my

establishing his qualifications I will ask him a few

16

And the summary of his

direct testimony was filed with the Commission later 16 questions in that regard.

17 this week. 17 But: I thought if we took his summary approach we

18

I don't have the precise date in front of me

at the moment, but I believe within the last two days. 18

19 And that has been marked as Exhibit Anthem-14 for 19 come up on cross-examination

20 identification. ZN

21 And before I begin my direct examination of 21

might be able to cover quite a bit otherwise what might

And obviously the par ties

and Your Honor might ask some questions they would like.

Is that a procedure that is acceptable to Your

22 Mr. Arndt, Your Honor, what I would like to do is 22 Honor?

23 23 ALJ WOLFE : Yes.

24

describe to you how I intend to proceed, if it is

acceptable with Your Honor, in light of the f act that it 24 MR. ROBERTSON! Thank you, appreciate that.

25 is already 2:25 in the of ternoon and it is my 25
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1 MICHAEL L. ARNDT, 1 answers be the same?

2 a witness on behalf of the Anthem Community Council, 2 A. Yes.

3 3 Q. Did you also have an opp or munity to review the

4

having been previously duly sworn by the Certified

Reporter to speak the truth and nothing but the truth, 4

5 was examined and testified as follows: 5

summary of your prepared direct testimony which has been

marked as Anthem Exhibit 14 for identification?

6 6 A. Yes.

7 DIRECT EXAMINATION 7 Q

8 BY MR. ROBERTSON: 8

And do you believe that that summary is a

correct summary of your direct prepared testimony?

9 Q. Would you please state your name and business 9 A. Yes .

10 address for the record. 10 Q- Mr. Arndt, at this time, I would like to refer

11 A. My name is Michael L. Arndt. And my business 11

12 address is 3602 Southwest Zora Circle, Ankeny, Iowa. 12

to Appendix A to your prepared direct testimony, which

is a two-page statement of education and experience.

13 Q And where is Ankeny, Iowa, Mr. Arndt? Could you 13 And in par titular what I would like to have you do, on

14 just give ser t of a frame of reference? 14

15 A. It is a suburb of Des Moines, Iowa. 15

16 Q. 16

17 17

page 2, beginning on roughly line 13 and continuing

through line 21, you indicate as a par t of your

background y ou  hav e  t es t i f i ed  i n  m ore  t han  100  pub l i c

u t i l i t y  r a t e proceedings before  t he Federa l  Energy

18 18 Regulatory Commission and a number of the state

19

Are you the same Michael L. Arndt whose prepared

direct testimony has been marked as Anthem Exhibit 13

for identification and whose summary of direct testimony

has been marked as Anthem-14 for identification? 19

20 A. Yes. 20

21 Q 21

22

Did you prepare your prepared direct testimony,

which is Anthem-13? 22

regulatory commissions that you enumerate on that par t

of your background summary.

What I would like you to do in the interest; of

efficiency today is to describe for Judge Wolfe and the

23 A. Yes. 23

24 Q 24

25

If I were to ask you the questions set for Rh in

your prepared direct testimony at this time, would your 25

par ties your par ticular regulatory background and your

testimonial background as it would relate to how you

acquired a knowledge of FAS92 and FAS90 and how they
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1 have been applied. Q- Please proceed.

2 A. Okay. 2 A.

3 Q 3

I began testis Ying in 1975 as a staff witness

for the Iowa Commerce Commission, so I have been

4 point for the record.

Now, before we get there I want to make one more

Prior to your arriving in Arizona 4 testis Ying in electric, telephone, gas, and water

5 5 company cases for over 35 years.

6 6 In 1979 I went to work in washington, D.C. for

7 7

8 8

the consulting firm of Hess 5. Lim, Incorporated and

continued testis Ying in rate cases on behalf of various

9

for your testimony, we received a data request from the

company as to whether or not you had testified in any

proceedings where you were actually, you yourself,

interpreting FAS92 and FAS90 as you are being called

And you had advised me that you 9 staff commissions throughout the country, on behalf of

10

upon to do so today.

had not, correct? 10 corporations, and on behalf of municipal interveners.

11 A. Yes. As I recall, that data request 11 The FAS90 and FAS92 that is an issue in this

12 12

13

specifically referred to recommendations such as the

recommendation as Mr. Neidlinger had proposed in this 13

rate case, I was testis Ying in cases during that period,

when those -- when they were issued in 1986 and 1987.

14 rate case. 14

15 0- All right . 15

16 A. And excuse me 16

And I am very f familiar with the application of those FAS

standards as they apply to electric utility companies,

because at that time there were numerous nuclear power

17 0. I am sorry. 17 plants going into service at that time with huge cost

is 18 overruns, rate shock applications . So commissions were

19

I wanted to clarify y for the record

that your response was you had not previously testified

on this kind of issue. 19

20 20

proposing various treatments to these which caused some

disallowances for nuclear power plant costs. And some,

21

But now as par t of describing your background, I

would like you to explain how you became acquainted with 21 there were actually even some abandonments that were

22 FAS90 and FAS90, how you acquired your understanding as 22 involved.

23 to how they have been interpreted and applied in the 23 Involved in the review, prudence review of those

24 past in regulatory proceedings. 24 nuclear power plants, there were engineering reviews

25 A, Okay. 25 that were conducted to determine whether or not the
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l 1 electric -- or any water cases where these standards

2

construction that was completed on these nuclear power

plants was completed in a timely f ashia and whether or 2

3 not the, all the costs that were incurred were 3

were applied to to adopt or re sect any rate transfer

proposal such as the one involved in this case.

4 And as a result of those 4 Q Now -- I am sorry, I didn't mean to speak while

5

reasonable and necessary.

engineering reviews, there were some disallowances for 5 you were completing your response.

6 ratemaking purposes, which result in the application of 6

7 FA590 and FAS92 that I am f familiar with. 7

8 8

Subsequent to being retained by the Anthem

Community Council, did you do some research beyond your

own experience to see whether or not you could identify

9 excuse me•

I am not f familiar with any electric -- or,

I am not f familiar with any water cases where 9

10 10FAS90 or FAS92 was applied par ticularly and applicable

in this instance where it relates to refunds related to 11

any regulatory commission cases where FAS 92 and FAS 90

had been applied in the manner that the company is

proposing in this case?

12 advances in aid of construction. And that's the issue 12 A. Yes. I did some searches for any water utility

13 that's applicable in this case. 13 rate cases where FAS 90 or FAS92 had been used as a basis

14 Q. Do you have 14 for disallowance of a ratable transfer of plant, plants

15 15 similar to the one in this case, and I was not able to

16 16 find anything.

17

Let me stop you at this point.

anything else to add in terms of your background

experience in the regulatory setting with regard to an

understanding of FAS92 and FAS90 and how they have been 17 Q. What was the nature of the research you

18 18 under took in that regard?

19

interpreted and applied? I am going to be moving to

having you summarize your prepared direct testimony in a 19 A. I did an internet research.

20 minute, but I wanted to be sure we completed that par t 20 Q-

21 of your presentation first. 21

okay. Let's move on now to your prepared direct

testimony which is set for th fully in Anthem Exhibit 13

22 A. Yes. 22 and summarized in Anthem-14. Would you summarize the

23 23

24

I would just in summary state that the

application of FAS90 and FAS 92 that I am f familiar with

is the application to electric utility companies and 24

principal features of that testimony, please.

The purpose of my testimony was to addressA. Yes.

25 nuclear power plants, and that I am not aware of ZN the concerns expressed by company witness James
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1 M. Jenkins regarding the Anthem witness Dan Neidlinger's accounting standards for -- Statement of Financial

2 ratable plant transfer plan 2 Accounting Standards No. 92, regulated enterprises

3 I noted within my testimony that 3

4 Arizona-American Water Company is a wholly-owned 4

accounting for phase~in plans.

FAS 92 was issued in 1987 to address the high

5 5 cost of electric utility plants at that time And I am

6 American Water 6 not aware of any water cases or wastewater rate cases in

7

subsidiary of American water Corporation or American

Water Works Company, Incorporated.

parent company is the largest investor-owned electric or 7 the United States in which FAS 92 was used as a reason to

8 water utility company in the United States, and is the B re sect or not approve a ratable transfer plan proposed

9 parent of 19 state water subsidiaries. 9 by Mr. Neidlinger.

10 In 19 -- in 2009, American Water Corporation 10 The second, Mr. Jenkins opposes Mr. Neidlinger's

11 reported revenues of $2.45 billion and net plant of 11

12 12

13 13 and disallowances of plant costs.

FAS90 was issued in 1986 and addressed the abandonments

plan arguing it would require reporting loss using

FAS90, regulated enterprises accounting for abandonment

I point out that

14

Anthem witness Neidlinger addresses the issue of

rate shock in this case f acing the Anthem district water 14

15 and wastewater customers, and I reviewed those documents 15 of plants and disallowances of costs of electric utility

16 and I agree there is a significant issue of rate shock 16 plants. There is no abandonment of plant in this case,

17 in this case. 17 and Mr. Neidlirlger's plan aGes not propose any

18 18

19 19

20

Mr. Neidlinger proposes to mitigate rate shock

by deferring the rate making recognition of the

$20.2 million advances in aid of construction refunded 20

disallowance of plant costs.

In addition, I am not aware of any water or

wastewater rate case in the United States fn the past in

21 to Pulte Homes in March of 2068. Mr. Neidlinger 21 which FAS 92 was used as a reason to re sect or not

22 proposes a ratable transfer plan over a five-year period 22 approve a ratable plant transfer plan proposed by

23 from 2009 to 2013. 23 Mr. Neidlinger.

24 24

25

Company witness Jenkins opposes Neidlinger ' s

plan, arguing that it does not comply with the financial 25

Also, the company notes that if the company

elects to report any loss for the adoption of
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l Mr. Neidlinger ' s plan, it would be, it would be reported 1 I believe is not in the nature of confidential

2 in American water corporation's consolidated financial 2 information since it is a form that is filed as a matter

3 statements, if an amount was determined to be material. 3 of public record with the Securities and Exchange

4 4 Commission. And this is the 10-K for American Water

5

As I noted previously, the parent company's

revenues of 2.445 billion and the net plant of 5 Company.

6 10.5 billion would make it questionable whether or not 6 BY MR. ROBERTSON :

7 any amount that we repot Ted would be material or not in 7 Q

B terms of the parent corporation's consolidated financial 8

Mr. Arndt, do you have a copy of page 10 of the

2008 10-K filing that was made by American Water

9 statements. 9 Company?

10 Finally, my testimony notes that the rate shock 10 A. Yes, I do.

11 11 Q. I would like you to take a look at that page.

12 12 And this goes to your materiality observation a moment

13

is an important concern given the economy, and

Mr. Meidlinger ' s plan is, in my opinion, a proper method

to address the issue of rate shock in this case. 13

14 MR. ROBERTSON: Your Honor. I wonder if at this 14

ago as to whether or not the ser t of loss contemplated

by Mr. Jenkins in his testimony, if the Neidlinger plan

15 15 were to be adopted, would be material to American Water

16

time I might approach the witness to give him a

document, and also pass out copies of a document to 16 And you expressed the opinion that you felt it

17 other par ties. 17

Company.

would not.

18 ALJ WOLFEZ Yes. 15

19 MR. ROBERTSON: And I would request that this 19

could you, against the background of Anthem-17,

provide a little more context for that opinion upon your

20 20 par t .

21

par titular document be marked as Anthem Exhibit 17 for

identification. 21 A. Yes. This document and the highlighted sections

22 In response to the council's ninth set of data zz provide the relative revenues and number of customers of

23 23 American Water Corporation's state subsidiaries. As I

ZN

requests, the company provided a copy of its Form 10-K

filing for the period ended December 31, 2008. And what 24 noted in my testimony, the parent company is a wholly

25 we have done is copied page 10 from that document, which 25 owned 19 state subsidiaries within the United States,
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1 and Arizona water Company is just one of those 19 1 A. C o r r e c t

2 subsidiaries. 2 Q

3 In the details of the listing of the states, the 3

And if we look to the symbol on other, which

looks like a cross, and then we look below the line, we

4 4 see the symbol . And that indicates that there are a

5

top seven states are New Jersey, Pennsylvania, Illinois,

Missouri, Indiana, California, and West Virginia. The 5 number of state operations included within that other,

6 6 correct, of which Arizona is just one?

7

two states of New Jersey-American Water Company and

Pennsylvania-American Water Company account for almost 7 Yes. Arizona is one of 13 states that's in the

8 The 8 other category that accounts for 16.7 percent. So if

9

50 percent of the parent company's total revenues.

rest of the set, the total of the top five, top seven 9 you assume that each of those states are approximately

10 companies account for 80.7 percent of the revenues. 10 equal, Arizona would account for approximately 1 percent

11 Of the next seven states. below the first seven 11

12 12

of the total parent company revenues .

And against this background in theOkay.

13 o f s t a t e s .

states, Arizona is not included in those, that category

Arizona f alls in the category of the other, 13 overall financial circumstances of American Water

14 which is the very bottom line, and is a very small 14 Company, you believe that if there were to be any sort

15 par son of the parent: company's total revenues 15 of a loss or a disallowance associated with adoption of

16 Q- Let me see if I can't straighten out the last 16 Mr. Neidlinger ' s proposal, it would not be material for

17 par t of that response. 17 the parent company, is that correct?

18 18 A. That's correct.

19 19 Q- Okay. Let's proceed now to the second aspect of

20

Is it your testimony that for

the top seven, that the subtotal line item indicates

that they represent 80.7 percent of the total revenues

of American Water Company? 20

21 A. 80.7 percent of customers. They represent 21

the summary approach I suggested we would follow today.

And I would like you to address those aspects of

22 22

23

83.3 percent of the total operating revenues.

And then the other, which is the nextQ Okay . 23

Mr. Jenkins' re jointer testimony or his

cross-examination testimony that you par titularly would

24 line item, represents the 16.7 percent of operating ZN like to address, with the understanding that you will do

25 revenues and 19.3 percent of total customers, correct? 25 your very best not to reference any information he might
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1 knave referred to that might f all into the nature of 1 determination?

2 confidentiality. 2 A. Yes . I think we referred to it several times as

3 A. Okay. Mr. Jenkins in his oral testimony today, 3 carrying costs.

4 4

5 5

The f act they have not paid carrying

costs on these funds in the past would be appropriate

for no carrying costs for these costs in the future

6

rebutting the testimony that I filed, makes numerous

statements that the Anthem witness Neidlinger' s proposal

does not allow for full cost recovery and would require 6

7 an immediate write-off. 7

until they are recognized in rate base, under

Mr. Neidlinger' s proposal.

8 B Second, I would note that this issue is fur thee

9

I would emphasize that he

admitted that that's his interpretation of the

accounting standards and requirements that are required. 9 complicated by the numerous legal issues involved in

10 10 this case, whether or not the company sought and

11

I would note that this is a very unique case.

It involves advances in aid of construction of 11

12 $20 million in which the company has not paid any 12

received appropriate regulatory approval for these

advances, and whether there was an economic feasibility

13 interest on. And I believe that the fact that the 13

14 company has paid no interest on these advances makes it 14

study performed to determine whether or not the refunds

of these amounts were appropriate or not.

15 a proper and as a reason for the Commission not to allow 15 Third, I would point out that if, if the company

does elect to make an immediate write-off for financial16 a return on any deferrals in this case as Mr. Neidlinger 16

17 17

18 18

repot ting purposes, there are tax advantages to that

immediate write-off in the f act that they could take

19 19

20 20

immediate deduction for those amounts for tax purposes

on a consolidated financial or consolidated federal

21 Q. 21 income tax return that would represent a significant

22 22

23 23

24

has proposed. Since they paid no interest in the past

on these funds, I don't think, in terms of a matching

principle, I believe no return would be appropriate, it

would be an acceptable alternative.

Now, when you say no return would be

appropriate, do you mean that within the context of

Mr. Neidlinger's proposal, that until the various

increments of plant were close to plant in service and 24

benefit to the company.

And finally, Mr. Jenkins admitted in his

cross~examination that if the company does take an

25 thereafter became the subject of a rate base ZN immediate write-off of those assets, in future periods
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1 there would be no assets or costs to offset the revenues 1 data request with the confidential information redacted.

2 that would be recovered through regulatory actions in 2 If you would like me no hold off moving that until we

3 the future. So there, in his terms, there would be ser t 3 have actually physically produced it, I would be happy

4 of an over recovery over the first initial write-off 4 to do so.

5 period. 5 ALJ WOLFE: Yes, I would.

6 6 MR . ROBERTSON :

7 Q.

That's all my summary.

Now, does this aspect of your summary address 7

Then I will limit my motion or

request at this time to Anthem-13, 14, 15 and 17.

B both Mr. Jenkins' re jointer and his cross-examination on 8 ALJ WOLFEI Okay. And Anthem-15, there has been

9 points that you wanted to address? 9 a stipulation to Anthem-15, so it is admitted.

10 A. Yes, I believe it does. 10 (Exhibit Anthem-15 was admitted into evidence.)

11 0- Okay. 11 ALL WOLFE : Is there any objection to Anthem 13,

12 12 14 or 17?

13 13 MR. HALLAM: No.

14

And the prepared direct testimony that

you have previously submitted speaks to your thoughts at

the base level with regard to FAS90 and FAS92, what they

were intended for and whether or not they are applicable 14 ALJ WOLFE: Anthem-13, 14 and 17 are admitted.

15 to these f act circumstances, is that correct? 15 (Exhibits Anthem-13, Anthem-14, and Anthem-17

15 A. Yes. 16 were admitted into evidence.)

17 MR. ROBERTSON! Your Honor, in the interest to 17 MR. ROBERTSON: And I am sorry, I indicated that

18 18 Mr. Arndt is available for cross-examination.

19

moving the proceeding along, I believe at this point I

will tender Mr. Arndt for cross-examination at this 19 ALJ WOLFE : Thank you,

20 time . I would like to move the admission of Anthem-14, 20 Mr. Pozefsky, does RUCO have questions for

21 Anthem-15 -- no, I am sorry -- Anthem 13, 14 and 15, and 21 Mr. Arndt?

22 16 and 17. 22 MR. POZEFSKY . We do.

23 ALJ WOLFE: Okay. I haven'l; seen a copy of 23

24 Anthem-1 6 . 24

25 MR. ROBERTSON: Anthem~16 is going to be the 25
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1 CROSS-EXAMINATION prohibited by FAS 92 or, as you said in your testimony,

2 BY MR. POZEFSKY: 2

3 Q- Good of ternoon, Mr. Arndt. 3

FAS 90 from implementing the phase-in proposal?

Your Honor, I think that raisstatesMR. HALLAM:

4 A. Good of ternoon. 4

5 Q- So it is your testimony that FAS 92 does not 5

the company's testimony. He is indicating that the

company is prohibited from doing that, and that's not

6 6 Mr. Jenkins' contention.

7

prevent the company from implementing Mr. Neidlinger ' s

proposed phase-in proposal? 7

His testimony goes to the

financial repot ting impacts and financial impacts of

8 A. No. B that plan

9 Q How do you respond 9 ALJ WOLFE : Mr. Pczefsky, would you like to

10 MR. ROBERTSON: Excuse me. I wonder if we might 10 rephrase your question?

11 have that last question and answer read back. I want: Co 11 MR. POZEFSKY: Maybe I could modify that par son

12 be sure the witness answered the question the way 12 of the

13 Mr. Pozefsky phrased it. 13 BY MR. POZEFSKY:

14 (The record was read by the reporter as 14 Q.

15 requested. ) 15

16 MR. ROBERTSON 9 I was confused. Your Honor. I 16

I don't want to misstate the oornpany ' s position,

but how do you respond in fit Rh grade English to the

company's re section, if you will, or opposition to the

17 17 phase-in proposal?

18 LB A.

19

think the import of the question required a yes response

because it was characterized the witness' testimony and

But that's perhaps confusionthe witness responded no. 19

20 on my par t. So I apologize for interrupting 20

21 Mr. Pozefsky' s cross. Z1

22 MR. POZEFSKY: No problem, Larry. 22

23 BY MR, POZEFSKY: 23

My position is that the FAS standards that are

issued by the Financial Accounting Standards Board are

opinions from a nonprofit, private organization that

issues opinions as to the proper accounting for

financial repot ting purposes.

For ratemaking purposes, the Commission in this

24 Q Mr. Arndt, how do you respond, in fifth grade 24 state has jurisdiction over what is done for regulatory

25 English, to the company's contention that it is 25 purposes. And there is nothing in FAS 90 or 92 that
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1 prohibits this Commission from adopting Mr. neidlingers 1 statement?

2 2 A.

3

ratable plant transfer proposal.

Well, Mr. Arndt, in your testimony, you stateQ 3

4 and I am on page 6 -- that SFAS92 does not address 4

well, the company has the election whether or

not to report a loss if a deferral plan such as proposed

by Anthem in this case is adopted by the commission.

5 refunds related to prior AIACS, correct? 5

6 A. 6

In my opinion, any adjustment would not be

material to the total parent company corporation

7 Q.

Which line are you referring to?

Page 6, line 8, 7 and 8. 7

e A. That's correct. And I believe Mr. Jenkins B

financial statements, and would be supported by a

footnote within the financial statements to explain the

9 agreed to that this morning, that FAS90 or FAS92 makes 9 reasons why the Commission made the decision to adopt

10 no reference to advances in aid of construction for 10 the ratable plant transfer plan and how the Commission

11 water utility companies. 11 intends for those amounts to be recovered in the future.

12 Q- But could a broad reading of FAS90 or FAS92 12 And there is additional issues that I think

13 support what the company is claiming? 13 should also be included in the footnote, would be the

14 A. Well, a broad reading could support that there 14 f act that -- and this also would be addressed by the

15 15 Commission regarding the legal issues question in this

16 adjustment 16 case, whether or not the company sought appropriate

17

would be a need for some financial repot ting statement

But for ratemakinq purposes, the Commission

has the authority in this jurisdiction to decide whether 17 legal approval of these infrastructure agreements prior

18 or not to approve or re sect Mr. Neidlinger ' s proposal. 18 to making the refunds.

19 19 0.

20 20

Finally, Mr. Arndt, the last area I would like

to touch upon, just so I can get: a sense of where you

21 that. 21

22

And there is nothing that in either one of those FAS90

or 92 statements prohibits the commission from doing

I think that's pretty obvious.

So a decision by this Commission to approve theQ_ ZN

are coming from Gr where the council is, on page 10 of

your testimony there is a Q and A about additj.<Jnal

23 phase-in proposal would not be in conflict of -- would 23 comment concerning the proposal ~- I suspect that's

24 not conflict with the provisions of SFAS 90 or 92, even 24

25 if given a broad reading; would that be a f air ZN

Mr. Neidlinger ' s proposal -- where you say the company's

20.2 million AIAC payments to Pulte Homes during the
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1 2008 test year in this case represents an abnormal and l CROSS-EXAMINATION

2 extraordinary event which needs to be addressed for 2 BY ms. SCOTT:

3 rate making purposes. 3 O Good of ternoon, Mr. Arndt.

4 You would agree, would you not, Mr. Arndc, that 4 A. Good of ternoon.

5 advances themselves are not unusual or abnormal for  a 5 Q

6 u t i l i t y  t o  r e c e iv e ? 6

I wanted to follow up with you on -- is it A-17,

I believe? -- the exhibit that was just passed out. I

7 A. There are advances, but  in  th is case, the 7 th ink  you  ind icated ,  d id you not, that the amount at

8 advances, as pointed out by Mr. Neid linger, are so huge e is sue  here  is  not  mater ia l?

9 9 A.

10

and the legal basis of those advances are in question,

it results in a form of rate shock in this case that in 10

On a total company consolidated basis, I do not

believe that the amount would be mater ial,  g iven the

11 11 f act that the company has total plant in excess of

12

my opinion needs to be addressed by the Commission.

So when you say that in this case those advancesQ. 12 $10.5 billion.

13 are abnormal, what you are referring to is the amount of 13 Q. Okay. Are there accounting standards to

14 the advances; would  that  be f  a ir  to say ' 14 determine mater iality? And  if  so,  cou ld  you en lighten

15 A. The amount, and also these are not events that. 15

16 occurred frequently. 16

17 Q Okay. And is that the basis for your statement 17 A.

18 that they represent an extraordinary event? 18

us on that for purposes of the accounting standards that

we are talking about?

I think the standards that would apply in this

case is whether or not the item would be material to

19 A. Yes . 19 investors in  which th is  company re lies on and to -- most

20 MR. POZEFSKY: Thank you, sir. T h a t ' s  a l l  I 20 of  the ,  major ity of the company stockholders in this

21 have a 21 So the

22 ALJ WOLFE 2 Ms. Scott. 22

case and most cases are the parent company.

mater ia l standards of  whether  or  not  an issue is

23 MS. scoT'r: Thank you. 23 I t  c ou ld

24 24

mater ia l or  not  would  app ly to several th ings .

apply to the financial statements, consolidated

25 25 f inancial statements issued by the parent company, and
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1 other  th ings such as the consolidated federal income tax Q I just: wanted to go back for a second.

2 r e tu rns  that  a re  f i led  by the parent company. 2 Mr. Robertson was kind enough to talk -- have you speak

3 Q Okay. And then I just wanted to get your 3 a  l i t t l e  a b ou t your exper ience, but I just  wanted to

4 4

5

opin ion. As f  Ar  as the wr ite-of f ,  who eventually

determines whether  there will be a wr ite-of f  and in what 5 t op ic .

clarify y what your exact experience has been on this

And  I th ink  I you ind icated  -- and  p lease

6 amount? 6 cor r ec t  me  i f  I  miss ta te  th is  - -  I  t h ink  you  ind ica ted

7 A. 7 you had worked at the commission at the time when

8

For f inancial repot t ing purposes, the company

would make, in my opinion, the company would make that 8

9 election whether or not: they decided to make a 9

car rain nuclear p lants were being bu i l t and that you

looked at her rain d isallowances. Is  that  a  f  a ir

10 write-off » 10 statement? O r  i f  no t  p lease ,  i f  y ou  cou ld  j u s t  exp la in

11 Q- And if  they had  outs ide aud itors,  wou ld  it  be 11

12 the outs ide aud itor ,  do you th ink,  that  wou ld  u lt imate ly 12

for  us exact ly what your exper ience was at that t ime.

I worked for the Iowa State CommerceA. Yes.

13 make that determination, or the company? 13 Commission up unt il 1979. And after December of 1979 I

14 A. It  would be d iscussed with the auditors and I 14 moved to Washington, D.C. and worked for the consult ing

15 th ink  it  wou ld  p robab ly  be  a  j o in t  dec is ion . 15 f irm of  Hess 6 L im, Incorporated. And Hess & Lim,

16 MS. SCOTT: Okay. That's all I have, Your 16 Incorporated ' s  c l ien ts  invo lved  mun ic ipa l it ies ,  var ious

17 Honor 17 state commissions, corporations, so we had a  var ie ty  o f

LB Thank you, Mr. Arndt. 18 clients. And we testif ied and worked on cases

19 ALJ WOLFE: Mr. Hal lam. 19 throughout the country in just about every state in the

20 MR. HALLAM: Thank you, Judge. 20 United States.

21 21 So dur ing the per iod when those two f inancial

22 CROSS~EXAMINATION 22 statements were issued, which was 1986 and 1987, I was

23 BY MR. HALLAM: 23

24 0 Good of ternoon, Mr. Arndt. 24

an employee of Hess s. Lim, Incorporated and we were

represent ing  c lients in  cases in  which nuclear  power

25 A. Good of ternoon. 25 p lants were coming on line and in  which the issue of

ARIZONA REPORTING SERVICE, INC.

www.az-reporting.com

(602) 274-9944

Phoenix, AZ

ARIZONA REPORTING SERVICE, INC .

www.az-repor ting.com

(602) 274-9944

Phoenix, AZ



w-01303A-09-0343, et al. Vol. III Phase II 05/20/2010
603

W-01303A-09-0343, et at. Vol. III Phase 11 05/20/2G10
604

1 extraordinary high costs, which is specified in FAs92, 1 A. Yes.

2 was an issue. 2 Q-

3 Okay . 3

And I know you just spoke to working with public

utilities for rate making purposes, but have you ever

q

And did those cases that you have

testified in, did they involve phase-in plans that were 4

5 5

advised a public utility as to financial repot ting with

regard to FAS90 and FAS92?

6

being proposed?

There was plans in which the nuclear power plantA. 6 A.

7 was brought in over a period -- a point: of time to avoid 7

One of the services that Hess & Lim provided was

preparing financial statements for municipalities . And

8 rate shock. 8 we did prepare financial statements that were filed with

9 Q- And in those cases you testified specifically as 9 And I don't recall specifically

10 to the application of FAS90 and FAS92? IO

regulatory commissions.

the issues of FAS 90 or FAS 92 coming up in those cases.

11 A. Most of those cases in which I testified in 11 Q. Okay . So as f Ar as you can recall is it f air to

12 12 say you don't recall any, any advisement by you as t:o

13 recall. 13 FAS90 and FAS92 in chose matters?

14

involved Texas utilities, and maybe some others, I don't

But the plants, the abandonments, and the

deferrals and the disallowances had been determined in 14 A. Not in the preparation of those financial

15 separate proceedings, and we were involved in rate making 15 statements.

16 proceedings that occurred after the prudence reviews had 16 Q

17 been conducted. 17 A.

18 Q 18

19 question

Okay. I am not sure you have answered my

Did you specifically testify as to FAS90 and 19

Okay.

Again, the FAS90 and FAS92 related to very large

electric utility companies with nuclear power plants

that came on line.

20 FAS92? 20 Q- Okay. And I take it from your, the description

21 A. 21

22 22

of your experience, that you have never served as an

officer of any public company?

23

I testified to the application, but I didn't

specifically -- I don't recall making specific

recommendations to any deferred plans, deferral plans. 23 A. I was the president of Hess & Lim for a short

24 Q- okay. And am I correct, Mr. Arndt, that you are 24

25 a CPA? 25

period, and Hess a Lim was a corporation.

That was a poorly wordedQ. Let me rephrase that .
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1 question. Ever served as an officer of a public 1 that was filed on May 7th, 2010. I reviewed the

2 utility? 2

3 A. 3

testimony of one of RUCO's witnesses that testified as

to Mr. Neidlinger' s proposal. I reviewed the company's

4 Q.

Not as a public utility.

So have you ever been in a situation where you 4 data responses that were provided in the -- which was

5 5 just made an exhibit. And I reviewed other items

6 6

7 A. 7

on-line such as value Line applicable to the company,

and other information that was provided on-line at the

8

have had to make a representation as to the accuracy of

financial statements for a public utility?

I have reviewed audit work papers and discussed

them with clients as to the application and revenue 8 company's website.

9 9 Q- Okay . Did you also review the accounting

10

requirement indications and rate cases, but I have not

advised public utilities as to the application of 10 standards that are at issue here, FAS90 and FAS92?

11 11 A. I have reviewed those for years.

12

accounting standards.

Okay.Q And I guess, given that, it would be f air 12 Q Okay. Did you review the -- you mentioned in

13 to say that you haven't had to advise them as to FAS90 13 your testimony that there has been a new codification of

those standards.14 and F`AS9Z? 14 Did you review the new codification?

15 A. 15 A. Yes .

16

Well, again, as I stated, we ~- one of the

services provided by Hess 6 Lim was to prepare financial 16 Q- You mentioned a second ago that you had reviewed

17 statements for municipalities. And I don't recall 17 Mr. Neidlinger ' s testimony.

LB specifically at that time whether the issue of FAS90 and 18

And I believe on page 3 of

I apologize for

19 It was a separate item. 19

your testimony, you confirm that again.

referencing page 3, because I am going to ask you to

20

FAS 92 came up.

That's f air.Q. Can you just describe for us 20 look at page 4 now.

21 21 Star ting at line 13, you discuss

22

briefly in preparation of your testimony which documents

you reviewed? 22 And then actually at line

23 A. I reviewed Mr. Neidlinger ' s testimony, which was 23

Mr. Neidlinger' s proposal.

15, you indicate that Mr. Neidlinger proposes that the

24 two sets of testimony that was filed in March 8th, 2010 24 deferred amounts be transferred under plant in service

25 and May 3rd, 2010. I reviewed Mr. Jenkins' testimony 25 rather than over the five-year period of 2009 through

Q.
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1 2013, Do you see that statement? 1 A. No.

2 A. Yes. 2

3 3

And I stated previously that I think that

the -- I haven't addressed this with him specifically,

but it is my understanding that one of the reasons that

4 proposal 4

5

You indicated you reviewed Mr. Neidlinger' s

Do you know if his proposal provides, or

recommends, I should say, any guarantee of recovery of 5

no carrying costs be allowed is the f act that these

advances in aid of construction have been to the

6 6 c:ompany's benefit for several years with no interest

7 A. 7 charges .

8

those future amounts for the company?

Well, the guarantee would be provided by the

Commission to the ultimate determination they make on 8 Q Okay . You have indicated that you have had a

9 what to do with this plan. I don't believe that in his 9 lot of experience in raternaking over the years. What

10 10 would be your understanding of how the, if this plant

11 11

12

proposal specifically that he required -- that he

recommended an implementation of rate increases each

year through tariff provisions like Mr. Jenkins 12 Would it he plant

13 mentioned this morning. 13

was par t as Mr. Neidlinger recommends, how would the

company report that on its books?

held for future use?

14 Q. Okay. So is it f air to say that under his 14 A.

15 proposal the company would be required to come back in 15

16 for a future rate case to recover those amounts? 16 financial repot ting purposes

17 A. I believe that's par t of his recommendation, but 17

For financial reporting purposes, the company

would make the determination of how to report that for

I believe for regulatory

neidlinqer recommended that the

18 the Commission could make a different determination how LB

repot ting purposes, Mr.

plant be included in some, some form of a

19 to recognize those deferrals. 19 contra-account.

20 Q. Car mainly. I am asking you about his proposal 20 Q So by contra-account, is that f air to say plant

21 Is it f air his proposal for the company is for come back 21 held for future use?

22 in for future rate cases? 22 A.

23 A. 23 Q.

That's one option.

And if it is held that way, would it be your

24 Q.

That's my understanding.

And does his proposal recommend that the company 24

25 recover carrying costs over those time periods? 25

opinion that the company would have any obligation to

maintain that plant?
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1 A. I believe that: the company not only has an 1 should be applied to advances in aid of construction in

2 obligation to maintain that plant under the f act that 2 this case. And I take issue with that because in this

3 3 rate case there are several unique issues in this case

4

they are required to provide safe and reliable service

to its customers, and I believe also that the company 4 that do not necessarily make FAS92 applicable, including

5 has a benefit, extreme benefit to them to continue to S

6 6

7

maintain that plant since they are continuing to recover

revenues from those customers and providing service. 7

the f act of the legal issues, whether or not the company

sought and received appropriate regulatory approval for

the infrastructure agreement: the f act that the advances

8 Q Okay. 8 in aid of construction are, were no interest loans in

9 your testimony.

I f I could ask you, turn to page 6 of

You have indicated that you have 9 effect no the company, and which the company benefited

10 experience in FAS 92 and relied on that experience in 10 significantly over the years; and also there are issues,

11 making your recommendations 11 tax benefits, the tax benefits that I mentioned

12 Star ting at line, I guess it is line 4 and a 12 previously.

13 half, your answer to answer 13, you indicated that FASB, 13 o. Car mainly. We have heard that testimony. But I

14 SFAS 92 was issued in 19 -f or in August 1987, and 14

15 relates to phase-in plans concerning plant completed 15

specifically just wanted to confirm that your testimony

is that FAS92 does not apply to plant constructed of tar

16 before January 1, 1988, and plants on which substantial 16 1988 .

17 physical construction had been performed before 17 A. I do not believe that in this case this issue

18 January 1, 1988. 18

19 you have heard 19

relates to a refund applicable to advances in aid of

It doesn't relate to plant that's beenconstruction.

20 Is it your testimony that 20 abandoned. It doesn't relate to plant disallowed or

21

Is it your testimony

Mr. Jenkins testis y today.

that is the only application for FAS 92? 21 doesn't relate to plant that was constructed during this

22 A. In my opinion that was the purpose of FAS92, to 22 period so I don't think it applies .

23 23 O Okay . Putting aside this case, in general, does

24 24

25

address the issue of electric utility plants at that

time and the high cost of completed plants.

Mr. Jenkins makes an interpretation that this 25

FA$92 apply to plant constructed of tar 1988?

Well, an interpretation could be that: to theA.

Q.
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1 extent plant was constructed at tar that period that 1 Q 2.

2 2 3 ?

3

would not apply.

MR. HALLAM: Okay. Your Honor, if I could 3 Q. Dash 2. Sorry, it is confusing. I t i s the

4 approach ? 4

5 ALJ WOLFEZ Yes. 5

third page what you have, but it is marked page Z.

Okay, I have that.A.

6 BY MR. HALLAM: 6 Q- Okay . And the second paragraph of that page, do

7 Q. 7 you see that?

8

Mr. Arndt, you should now have what has been

marked as Exhibit A-46. Do you have that with you? a A. Yes.

9 A. Yes. 9 Q- And could you read for us the first sentence of

10 Q. Okay. And is that document the Statement of 10 that paragraph.

11 Financial Accounting Standards No. 92? A. The statement is effective for fiscal years

12 A. Yes. 12 beginning after December 15, 1987 and applies to

13 Q. The one we have been discussing? 13 existing and future phase-in plans.

14 A. Yes. 14 Q. If I could also ask you to turn to page

15 Q- If I could ask you to turn to the third 15

Okay.

what is marked at the bottom as FAS9Z-4 .

16 is A. Okay .

17

Okay.

page of that document, at the bottom of that page it

references FAS 92-2? 17 Q And there is a paragraph number 4 on the left

18 A. 18 column I Do you see that?

19 Q Are 19 A. Yes.

20 you there?

Which paragraph?

It is the second paragraph of that page.

Just let me know when you are there. 20 Q- And if you wouldn't mind, could you read that

21 A. 21 paragraph for us.

22 Q- No.

Okay, begins FASB statement No. 90?

Perhaps I gave you the wrong document. Do 22 A.

23 you have FAS92 in front of you? 23

If a phase-in plan is ordered by a regulator in

conjunction with plant in which no substantial physical

24 A. Yes. Are you referring to the page number at 24 construction had been performed before January let,

25 the bottom that says FAS92 dash 25 19881 none of the allowable costs that are deferred fer
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1 Mr. Jenkins thought that he was aware of one or two

2 2 cases, which he agreed to provide

3 3 Q Okay.

4 4 A.

5 Q 5 Q

-- orders relating to.

That is true, he did indicate that.

6 6

7

future recovery by regulatory ~- regulator under the

plan for rate making purposes shall be capitalized for

general purpose financial reporting purposes therein

referred to as financial repot ting.

Okay. Based on your reading of these two

paragraphs, do you think it is f air to say, and I

understand you haven't had a chance on the stand to read 7 aware of any other water cases?

So other than Mr. Jenkins' testimony, are you

And I think you

8 the entire standard, but do you believe these references 8 indicated that you have done some internet searches to

9 and standards seem to indicate that plant construction 9 try and locate those.

10 completed at tee 1988 is also subject to these standards? 10 A. Yes . I am not aware of any. I am not aware of

11 A. Well, the standards, to the extent that they the two cases, the one case or two cases that he

12 apply to a water company, and an issue such as this 12 mentioned.

13 13 MR. HALLAM: Your Honor, if I could* approach.

14

advance in aid of construction would apply for financial

repot ting purposes, but not for financial regulatory 14 BY MR. HALLAM:

15 purposes 15 Q. Mr. Arndt, you should now have in front of you

16 Q- Okay. Moving to that, you indicated earlier and 16 what has been marked as Exhibit A-47. Do you have that

17 you have just indicated again that you are not aware of 17 document ?

18 these standards being applied in the water utility area, 18 A. Yes.

19 is that f air? 19 Q. And looking at the first page, there is a

20 A. Yes. 20 well, under the reference to public utility repot t, slip

21 Q- And I think you stated earlier that you had done 21 And I

22 some research and were not able to locate any commission 22

copy, there is an indication of the case name.

will just read that. It is New Jersey*Araerican Water

23 decision or commission matter in which these issues were 23 Company, Inc. DO you see that?

24 addressed in the water context, is that f air? 24 A Yes.

25 A. Yes. And during cross-examination today I think 25 Q. And obviously by its name that is a water
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1 company, is that f air? 1 Do you see those two sentences?

2 A. Yes. 2 A. Yes.

3 Q- And if ycau also look down a few lines below, it 3 Q-

4 indicates that the date of this decision is 1996. Do 4

Okay. And then going on it indicates the

company's witness, Michael J. Hamilton, testified that

5 you see that? 5 the statement on Financial Accounting Standard No. 92,

6 A. Yes. 6 SFAS No. 92, dunes not prohibit the use of a rate

7 Q- If I could ask you to turn to page 8 of that 7

8 decision . 8

9 A. Yes . 9

phase-in of pro sect costs but it does restrict how the

utility may book phased-in deferred costs for financial

repot ting purposes. Under SFAS 92 even with board

10 0 10

11

And with your indulgence, your voice may be

getting tired so I am going to read you a few sections

approval the company stated it would be prohibited from

booking any deferred costs for financial reporting

12 Or if you like, I could hay& you 12 purposes

13

while you read along

read it first. 13 Do you see those sentences as well?

14 A. 14 A. Yes .

15 Q

Which paragraphs are you referring to?

This would he the paragraph on the right column, 15 Q. Is it f air to say that, and understanding that

16 the first full paragraph that star ts the company. Do 16 you haven't; had a chance co review the whole case, but

17 you see that paragraph? 17 at least this paragraph indicates that FAS 92 was at

18 A. Yes. 18 issue in this case?

19 Q. Okay. It indicates that the company 19 A. Yes. And it relates to the financial repot ting

20 subsequently retained outside expel rise to review 20

21 21

22

various alternatives, including a phase-in approach for

Based on that review the companythe project cost. 22

purposes, what I mentioned previously, that the FAS

standards apply to financial repot ting purposes, but the

commission can make a determination for regulatory

23 23 purposes of what to do.

24

determined that a phase-in approach would create

unacceptable consequences in financial repot ting for the 24 Q And I believe Mr. Jenkins testified to

25 company. 25

Right.

that f act today as well, isn't that correct?
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A. I don't recall that he testified to that 1 construction and it applies to financial repot ting

2 specifically, but it has been a long time. 2

3 Q. Okay. Car mainly 3

purposes rather than stating any prohibition for rate

regulatory purposes.

4 If I could ask you then to turn to page 9 of 4 Q. Understood. But in this case the Commission,

5 5

6 6

relying on the company's testimony regarding FAS92,

appears to have determined that the phase-in was not

7

that same case, and there is a paragraph once again on

the right column that star ts with a star 11. And here

it indicates: 7 appropriate. Would you agree?

8 The board, at tar review of the entire record 8 A. In this case,

9 herein, finds that the full revenue requirement 9 Q- Okay .

10 attributable to the tri-county pro sect should be 10 A. I don't know what all the circumstances were and

11 11

12

recognized for rate purposes with no phase~in and

concurs with the ALJ's initial decision on this issue. 12

13 We are concerned that any phase-in plan would not only 13

I don't know whether there were legal issues similar to

the legal issues that were involved in this case

concerning an infrastructure agreement, and I don't know

whether advances in aid of construction were involved at14 result in the deferral of real earnings but also could 14

15 result in the inability of the company to recognize for 15 all.

16 financial repot ting purposes any revenue deferred as 16 Q. Okay. T h a t : ' 5 f air.

17 par t of the phase-in. The company has stated that if 17 Your testimony -- let me take you to page 8 of

18 18 And there once again you discuss some

19 19

20

the board were to accept a phase-in plan, there would be

an immediate write-off required of the deferrals related

This would require the company to 20

your testimony.

provisions of FAS 90 that refer to electric utility, the

electric utility industry. Do you see these statements?

21 21 A. Yes.

22

to the phase-in plan.

recognize a loss in any period full recovery is not

provided. 22 Q. And is it your testimony that FAS90 also only

23 Do you see those sentences, I take it? 23 applies to the electric industry?

24 A. Yes. 24 A.

25

And again, this does not apply, on my

reading of this, it does not apply to advances in aid of 25

My testimony is that FAs90, which was issued in

1986, was issued for the purposes to deal with the
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1 abandonments and disallowances of completed plants 1 Q Okay. Moving to the next page, page 9, star ting

2 related to electric utility companies 2 at line 19, you discuss revenue figures for American

3 And in this case we do not have an electric 3 Water. Do you see those figures?

4 4 A. Yes.

5 5 Q And earlier in your testimony you also discussed

6

utility company, we don't have any abandonments, and we

don't have any disallowance of costs.

All right.Q- So in this proceeding, it is your 6 Do

7 7

some figures that were found in the company's 10-K.

you recall that?

8

testimony that FAS90 does not apply to regulated

utilities as a whole, but simply only applies to the s A. Yes.

9 9 Q-

10

electric industry?

No, I didn't say that.A. I said that the - - I d o 10

11 not believe that the FAS90 applied to the circumstances 11

And is it f air to say that your testimony on

these issues, and I think you discussed materiality, as

focused at the American water, the parent company level?

12 that exist in this case. 12 A. Well, going back to one of the earlier questions

13 Q So it is only as relates to this case that you 13 on determination of materiality, I think the

14 believe FAS doesn't apply? 14

15 A. It could relate to other cases, too. It would is

16 16

determination of materiality on a company which is a

wholly-owned subsidiary of the largest water utility in

the United States, that determination of materiality of

17 Q- Okay. 17 whether or not: something would be reported in the

18 18 consolidated financial statements would be based on how

19

have to be evaluated on an individual company basis.

Do you think it would be f air, if FAS 92

were to apply outside of the electric industry, that

FAS90 might also apply? 19 the issue addresses that in terms of materiality to the

20 A. The company could make an election to account 20 consolidated financial statements in the parent

21 for car rain items for financial repot ting purposes in 21 company's financial repot ts.

22 car rain ways based on FAS90 or FAS92. The company would ZN Q-

23 be the one to make that election. But FAS 90 or FAS 92 23

Okay. And have you had the opportunity to make

a determination of materiality on behalf of the public

24 24 utility?

25

does not prohibit the plan that was proposed by the City

of Anthem in this case. 25 A. In my opinion, on a consolidated basis, it would

ARIZONA REPORTING sERvicE. INC.

www.az-report:ing.com

(602) 274-9944

Phoenix, AZ

ARIZONA REPORTING SERVICE, INC.

www.az-reporting.com

(602) 274-9944

Phoenix, AZ

w-01303A-09-0343, et al. Vol. III Phase II 05/20/2010
621

W-01303A-09-0343 I et al. Vol. III Phase II 05/20/2010
622

1 not be material 1 Q. Okay.

2 Q I am sorry. Maybe the question was poorly 2

But let me just try to get to the

relevance of your discussion of materiality.

3 worded . 3 A.

4

Have you in your professional experience had

the opportunity to make a determination on behalf of a 4 Q-

Okay.

Is it your opinion that because this is not

5 5

6 A. 6

material, that FAS90 and FAS92 would not apply?

I stated several reasons why FAS90 and 92A. No.

7

public utility as to materiality?

Of whether advising a utility whether or not to

include something in the financial statement for 7 does not apply in this case, and I don't, I don't think

s materiality? 8 materiality was one of the reasons. The materiality is

9 Q- Yes. 9 whether or not the company would report this in its

10 A. 10

11

Again, one of our services we provided was

preparing financial statements for municipalities 11

financial repot ting purposes to its stockholders.

And in terms of materiality, for example, if I

12 Q- Okay . 12

13 A. utility companies, and you make a 13

was an investor, I would buy stock in the parent

company, and in making a determination whether or not to

14 determination of materiality in those cases. 14

15 Q Okay. 15

16

So in your opinion, it is not appropriate

to examine the materiality as it relates to 16

buy stock in the parent company, the financial

statements that are issued, their primary concern to

investors would he the consolidated returns, not an

17 Arizona-American Water Company? 17 individual state which is one of 19 states that the

18 18

19 19

parent company owns, and is one of the smallest state

utilities within that group of subsidiaries under the

20

Well, you could examine the materiality as a

in terms of the Arizona-American Water Company financial

But I think it is the determining f actor ofstatements. K G parent I

21 whether or not to include and report the item in 21 Q okay. I think you answered this before with a

Z2 consolidated financial statements and consolidated 22 question from Ms. Scott, but let m e just confirm. who

23 federal income tax returns which are filed with the 23 i s i t that will determine the financial repot ting,

24 The determination would be made on 24 assuming the Commission were to approve this type of

25

federal government.

a consolidated basis. 25 phase-in plan? Is it the company that would determine

A.
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1 1 testimony?

2 A. 2 A. Yes .

3 3 Q. Just star  t ing with one term in that statement,

4

the financial reporting impact of that plan?

Yes, I believe that, it is my understanding that

the company has the responsibility on how they report

things to the financial community fer financial 4 you ind icate that the company ought to inform investors

5 5 that these costs would be recovered Do you think the

6

reporting purposes.

And the company will a lso have a responsib ility , 6 company could take the posit ion that these costs would

7 i s  i t  n o t  t r u e , to  de te rmine  how it  wi l l  t r eat  that 7 be recovered?

8 phase-in plan for purposes of f inanc ia l  r epor t ing  f o r B A. Well, I havervt seen the Commission order

9 9

10

Arizona-American Water Company?

And they would include within thoseA. Yes . 10
6

11 f inancial statements the reasons support ing the

12 12

approving the deferral plan recommended by

Mr. Neidlinger, but I would assume that the Commission

order would contain language that these costs be

recovered in future ratemakirxg proceedings. And also it

13 13

14

Commission's basis for any adjustments they adopt that

the company felt  was mater ial enough to report within

it s  f inanc ia l s ta tements . 14

is my understanding that the Commission would fully

exp la in  the  r easons  for  the ir  dec is ion .

15 Q. If I could ask you to turn to the bottom 15 Q Okay. So if the company wasn't car rain of the

16

Okay.

of page 9, and then we will move to page 10, moving to 16 future recovery in a future rate case, do you think this

17 17

18

your point about the type of disclosure you would advise

the company to make. 18 A.

19 You exp la ined , just  star  t ing  at  the very  last 19

20 to

would be an appropriate note in the company to include?

They could f ashia the note however they

determined was appropriate. But in my opinion if the

Commission stated within their order that these costs

21 21

22 22

23

word on page 9 and then moving to page 10, chat: the

notes would explain the contemplated deferred ratemakinq

recognition of car rain water and wastewater net plant

costs associated with the 2008 Pulte refund and inform 23

would be recovered in future ratemaking proceedings and

that the p lan was approved for  th is par  t itu lar  case for

the circumstances that exist i n  t h i s case, and the

24 investors that these costs would be recovered in future 24 circumstances were detailed within the Commission's

25 rate cases involving the company. Do you see that 25 order ,  that  that should be  d isc losed  in the financial
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notes • 1 And

2 Q. And  I th ink  you  --  we l l,  le t  me jus t 2

Commission's reasoning for  making their  decis ion.

as I stated, there is numerous issues that need to be

3 3

4

Okay.

confirm again that you said you have advised companies

as to f inanc ia l repot  t ing  and  poss ib ly  notes  to p lace  in 4

addressed  in  th is  case  regard ing  th is  item, inc lud ing

the legal issues of  whether  or  not  the appropr iate

5 f inancia l statements. 5

6 A. Yes. 6

regulatory approval was approved.

Okay. But  as  you  jus t  ind icated ,  once  aga in  itQ.

7 Q Okay. 7

8 B

will be the <:ompany's determinat ion as to the f inancial

repot  t ing  for  th is  item?

9

Is  that a yes?

And i sn't i t true that typ ically companies use

footnotes in  the ir  f inanc ia l repot  t ing  to address 9 A.

10 mater ial events? 10

11 A. Yes. 11

12

But that goes back to  the  mater ia l it y

issue, whether or not the company would even determine 12

The company has the ultimate responsibility in

the financial repot ting. I don't think that the

Commission is obligated to tell the company how to

report things for financial repot ting purposes.

13 13 MR HALLAM* Okay. Your Honor, I  have no

14

i t  wou ld  be  app rop r ia te  to  d isc lose  th is  i t em in  the ir

conso l ida ted  f inanc ia l. 14 fur thee questions for Mr. Arrmdt.

15 Q. 15

16

It is your testimony the company ought to use a

note  to  exp la in  th is  even t ,  is  tha t  not  t r ue? 16 EXAMINATION

17 A. No. i be lieve my test imony is if  the company 17 BY ALL WOLFE:

18 made a determination, f i r s t  o f  a l l ,  t h a t  t h e y  e le c t e d  t o 18 Q- Good at ternoon, Mr. Arndt.

19 write, make any loss, any accounting adjustment for 19 A. H i .

20 20 Q The Commission has to make a determination as to

21

f inanc ia l repor t ing  purposes to repor t a lo s s  r e la t ed  t o

this item; second, that they would make a determination 21

22 whether  or  not it  was mater ia l, whether or not to 22

23 disclose i t in financial statunentsi and, third, if  they 23

whether  to accept  the neid linger  proposal or  a

mod i f i c a t ion  o f  i t . Is  i t  you r  op in ion  tha t  the

Commission should ignore whether the company will f ind

24 d id  make the determinat ion to d isc lose on f inancia l 24 i t  necessary  to  r ecogn ize  losses  f or  f inanc ia l r epor t ing

25 s tatements  that  the  f inanc ia l note  fu l ly  d isc lose  the 25 purposes?
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1 A. 1 MR. ROBERTSON: That's a two-par t question. May

2 2 I briefly confer with my co-counsel? Because we may

3

I don't think that that should be a major

determination within the Commission's opinion, because

there are so many issues involved in this case and such 3 have none.

4 4 ALJ WOLFE:

5

a unique circumstance that is presented in this case

that I believe the Commission should do what they feel s MR. HALLAM :

Okay.

Before we -- I apologize. I

6 is right, and that the financial repot ting purposes is a 6 realized I have not moved Exhibit A-46 and A-47, and I

7 result what the Commission feels is right, the right 7 would like t o d o s o a t this time.

8 determination of this issue. 8 ALJ WOLFE: Is there any objection to A-46 or

9 Q- So is your answer that the Commission should 9 A-47?

10 consider it? 10 MR. ROBERTSON: No objection.

11 A. I do>n't think that the Commission should -- I 11 ALJ WOLFE: A-.46 and A-47 are admitted.

12 mean i t could be a f actor to be considered, but I don't 12 (Exhibits A-46 and A-47 were admitted into

13 13 evidence.)

14

think I would give it major consideration, because as

the company pointed out, that if there was a write-off 14 MR. ROBERTSON: And I will be just one moment.

15 in the first year, it would be offset in future years 15 (Brief pause.)

16 16 MR. ROBERTSON: Your Honor, I am pleased to

17 17 report we have no redirect.

18

with over recovery, given all circumstances remaining the

same, because if the company took the extreme position

that these assets should be written off in the future, 18 ALJ WOLFE: Thank you for your testimony. You

19 there would be revenues generated from these assets 19 are excused as a witness.

20 20 THE WITNESS: Thank you.

21 21 ALJ WOLFE: And we will take our afternoon break

22

which still exist for rate making purposes in which the

company would report revenues of which there are no

costs associated since they wrote them off in the first 22 and come back here in 15 minutes.

23 year. 23 (A recess ensued from 3:45 p.m. to 3:58 p.rn.)

24 ALJ wo1.FE~ Do you have redirect? And do you 24 ALJ WOLFE: Let's go hack on the record.

25 have a lot? We are coming on break time. 25 And returning to the company's witnesses, would
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you like to call your next witness, Mr. Hal lam? 1 back up.

2 MR. HALLAM: Thank you, Judge. The company 2

3 would call Constance Hsppenstall 3

Do you have in front of you two exhibits that

have been marked Exhibit A-41 and Exhibit A-42?

4 4 A. I do.

5 CONSTANCE HEPPENSTALL, 5 Q. And are those exhibits -- A-41, I believe, is

6 6 your rebuttal to staff rate design testimony, is that

7 7 correct?

8

a witness on behalf of the Applicant, having been first

duly sworn by the car tiffed Reporter to speak the truth

and nothing but the truth, was examined and testified as 8 A. Correct ¢

9 follows: 9 Q. And A~42 would be your rebuttal to intervenor

10 10

DIRECT EXAMINATION 11

rate design testimony, is that correct?

That's correct.A.

12 BY MR. HALLAM: 12 Q And star ting with Exhibit A-41, was that

13 Q- Good afternoon, Ms. Heppenstall 13

14 A. Good at ternoon. 14

testimony prepared by you or under your direction and

supervision?

15 Q 15 A. It was.

16 16 Q.

17

Thank you for your patience.

If you could, provide your name and business

address for the record. 17

And do you have any ccwrrections to make to that

testimony at this time?

18 A. Constance E. Heppenstall, 207 Senate Avenue, 18 A. No, I do not.

19 Camp Hill, Pennsylvania. 19 Q. Okay .

20 Q. 20

And with regard to Exhibit A-42, was that

testimony prepared by you or under your direction and

21 A. 21 supervision?

22 Q

And by whom are you employed?

I am employed by Gannett Fleming, Ire.

And what is your general position at Gannett 22 A. Yes, it was.

23 Fleming, Inc.? 23 And do you have any corrections to make to

Exhibit A-42 at this time?

Q.

24 A. 24

25 Q.

I am a rate analyst at Gannett Fleming.

And as par t of this proceeding -~ well, let me 25 A. I do not,
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Q. 1 to, Mr. Magruder.

2

And do you adopt Exhibits A-41 and A-42 as your

rebuttal testimony in this proceeding? 2 MR. MAGRUDER: It is the model that we have

3 A. Yes, I do. 3 talked about that she wrote.

4 MR. HALLAM : Your Honor, at this time I would 4 ALJ WOLFE: If you want to provide it as an

5 move for admission of Exhibits A-41 and A-42. 5 exhibit you're car mainly welcome to.

6 ALJ WOLFE: Is there any objection to A~41 or 6 MR. MAGRUDERI No. No, Your Honor.

7 A-42? 7 ALJ WOLFE: That is a very good question, but I

8 (No response.) 8 haven't -- I don't really know that much about it yet.

9 ALL WOLFE: A-41 and A-42 are admitted. 9 Maybe we will find out more when we hear from

10 (Exhibits A-41 and A-42 were admitted into 10 Ms. Heppenstall. Maybe you can ask some questions about

11 evidence. )

12 MR. ROBERTSON: Your Honor, might I inquire 12 MR. MAGRUDER: Okay. Thank you, okay.

13 through you of Mr, Hal lam with reference to that A-42, 13 BY MR. HALLAM:

14 14 Q.

15 15

16

does that include the rebuttal exhibits which appear to

be attached to that testimony, CEH-1, and I believe

there is -- and CEH-2, are they all intended to be par t 16

Ms. Heppenstall, did you have an opp or munity to

review the model prepared by Mr. Magruder?

Yes, I did.A.

17 of A-42, or are they going to be additional exhibits? 17 Q

18 MR. HALLAM : LB

And could you provide us your comments on his,

at least his initial model that was provided in this

19 MR. ROBERTSON! 19 proceeding.

20 ALJ WOLFE: 20 A. Yes. Mr. Magruder, unfold lunately, was not able

21 MR. MAGRUDER: 21 to attend the training session for Version 2 of this

22 22 Excel spreadsheet model, and was using a Version 3. And

23

They will be par t of A-42.

Thank you.

Mr. Magruder.

This is just a query, but there

has been a CD-ROM sot aware program that's been used

during this, these proceedings. Should it be admitted 23 to make

24 as an exhibit? 24

in any case, we put in his, his rate design.

We came up about 953,000 too much revenue for the

25 ALL WOLFE: I don't know what you are referring 25 company. In addition, there was a larger shit t between
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1 commercial and residential revenue. 1 A. Yes.

2 I have since discussed this with Mr. Magruder, 2 O

3 and we have discovered where the glitch was. He was 3

4 4

Could you describe for the record what is

Version 3, and then subsequently describe what is

Version 4, so that somebody reading just the transcript

5 5

6

just showing apparently step one of the -- because step

three shows multiple steps, he was just showing the step

And we have since resolved the issue.one o f it. 6

might be able to know what we are talking about.

A. If you don't mind, I wouldThat would be fine.

7 MR. HALLAM; And a t this time 7 like to star t out with Version 1 and 2 as well.

8

Okay.

Ms. Heppenstall is available for cross~examination, 8 Q. I think that would be very helpful.

9 Judge . 9 A. Great. Thank you.

10 ALJ WOLFE : Mr. Robes son, does the council have 10 If, i n f act - - back in, I think, December I was

11 questions for this witness? 11 asked to create a rate consolidation model for all the

12 MR. ROBERTSON: A few, Your Honor. 12 water and sewer districts of the company. In this, this

13 13 is a -- explains -- it is f fairly complicated. I was

14 CROSS-EXAMINATION 14 looking at it even this morning.

15 BY MR, ROBERTSON: 15 The current first block for each district, there

16 Q Good at ternoon, Ms. Heppenstall. 16 are four district first blocks, meaning, you know, there

17 A. Good of ternoon. 17 are 3,008 blocks in that first, or 4,00D, or et cetera.

18 Q My questions are going to be addressed 18 So all the blocks are different pretty much between all

And the rates are all different and the19 primarily, if not exclusively, to Exhibit A-42. Do you 19 the districts.

20 have that in front of you? 20 So I was charged to

21 A. I do. 21

customer charges are all different.

bring a model in that would create one rate design that

22 Q 22 would then be applied to all districts, both water and

23

On page 1 of your prepared testimony, star ting

at line IT and continuing on to line 22, you discuss the 23 sewer

24 difference between Version 3 and Version 4 of the water 24 Version 1 was presented as a prototype, I

25 and wastewater rate consolidation models, do you not? 25 believe, on a conference call which I believe was just
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l And it was 1 for some communities. So we were asked to see what a

2

with Staff, but I am not quite sure.

discussed that added flexibility needed to be made to 2 step would look like And we decided at that time a

3 that model so that more options of different blocks 3

4 could be added. That became Version 2. Version 2 was 4

three-step, Version 3 would then be a three-step move

And that is what I created, again with some more

5 then distributed at a work session where there was 5 training as to how to use that .

6 training on how to use this, this model. 6 And that -- when we were charged with that, that

7 This model consists of various Excel 7 became a very complicated issue. Because as I said,

8 For 8 every district has its own rate design.

9

spreadsheets that all need to be opened at once.

example, if -* and it is, it is designed to incorporate 9

How do you

merge them, how do you merge them toward each other.

10 10

11 11

12

as many different blocking as a user would want.

However, I did indicate if a block is not, you know, is

not in there, please call me, because you will get an 12

And in discussions, again at Fleming, we decided

that we would create a rate design based on Version 2

that would move all at once and then say take those

13 error message, you know, if you put I want 750,000 as a 13 rates and apply a percentage to them.

14 block, it may not work in this, so call me and I am very 14 For example, Mohave would only get, say,

15 15 60 percent of those rates, irregardless what their rates

16 a day. 16 are now, they would get 60 percent: of the consolidated

17

comfortable to change that and get it back to you within

It is that kind of thing that we went over in

the training sessions, the pity alls as well as how much 17 rates And that's how we moved them in steps based on

18 flexibility. lB

19 As an outcome of that meeting, it was asked of 19

20 me to create a stepped version so that Version 2 just 20

21 created one movement. You move from your the 21

that, you know, initial percentage.

And I based that initial percentage a little bit

on judgment, knowing that we just had some rate changes

and anticipated some more, and then each step at tar that

22 consolidated, the non consolidated rates, which I call 22 Or for some cases, if we were

23 and which are the rates in this case as well as the 23

24 agreed to, rates agreed to in the previous case, right 24

25 to consolidated rates And that's a pretty drastic move 25

was purely an equal step.

close, if you were at 95 percent of the rate, of the

consolidated rate, we would move you to 100 in the

So it was a little bit of a judgment onsecond step.
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l our par t. 1 other minor corrections that I made. I was advised by

2 Then we were asked in a DR to create a five-step 2 Staff that the model had incorporated some minor

3 model . And in that model we were requested to do equal 3 differences in exact, in present rates. They were off.

4 revenue changes between each step. So that was -- we 4 And I made those corrections as well. And there was a

5 5 labeling issue of a rate tariff in Sun City as well.

6 two more steps.

created two more steps in that, and that is version 4,

And we modified how we did those steps 6 Q. Now, you have been in the hearing room

7 7

8

as best we could in equal revenue, equal revenue steps.

The other modification to that one in version 3, a

throughout the hearings this week, have you not?

Except for this morning, yes.A.

9 I did not move private fire at non potable rates on those 9 Q Okay. You were here at the time that Chairman

10 percentages. So 10 Mayes requested that some additional modeling be done

11

I just went right to 100 percent.

those were not phased in. The DR asked me to phase in it which would exclude Sun City, is that correct?

12 12 A. That's correct.

13

non potable rates, which I did, with the exception of

Anthem because I felt it would have been too much of an 13 Q And you were also here when I requested that

14 14 some modeling be done, additional modeling with

15

up and down and not a good exercise.

You mention that Version 4 was developed inQ. 15 additional input assumptions that would include Sun

16 response to a data request. Do you recall if that was a 16 City, correct?

17 data request that Anthem submitted to the company? 17 A. I believe -- I think I was a little confused as

18 A. I believe it was. lB

19 Q Okay. 19

to that request. But I think if you could even repeat

that... Like I say, I have been working on those models

20 20 this morning.

21 21 Q. Actually, I was going to move to that and ask

22

Now, have you at this point completely

described the changes in input assumptions or the

differences in input assumptions that you made between

Version 3 and version 4? I just want to be sure we have 22

23 covered that before we move on to my next set of 23

24 questions. 24

you, where you star Ted working on the additional models,

if you have been requested, and perhaps you could

describe the input assumptions that you have been asked

25 A. Great. Thank you. No. There were a couple 25 to include, and we can see if any may have been let t out
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1 just listening to your response 1

2 A. Yes. I was working on those this morning, and I 2

have the three and five steps company-wide with the

five-eighths inch meter equal to the one-inch meter?

3 What 3 would I be correct that: t;wo of those options that are

4

worked on them yesterday morning before hearings.

I have done is a model that excludes Sun City, however, 4

5 keeps the five-eighths and one-inch meter size the same, 5

G make them different, and for each those options, 6

completed, the differences would be then pulling apart

the five-eighths inch and the one-inch?

Listening to you, I believe you are correct.Q-

7 7 M S DWORKIN : Yes, she is.

8

three-year and five-year phase-ins.

Then I did the same analysis for excluding Sun 8 MR. ROBERTSON : my co-counsel concurs you are

9 City as well as Sun City West, not individually, 9 correct I

10 10 THE WITNESS: Thank you.

11

excluding Sun City West, for, say, five-eighths inch and

one-inch meter, different rates for five-eighths and 11 BY MR. ROBERTSON:

12 one-inch meters and three years and five years . 12 Q When do you anticipate that those models will be

13 I was also working with the wastewater side 13 run? And have you discussed with your colleagues at the

14 excluding Sun City and excluding Sun City West, 14

15 15

16

three-year phase-in, five-year phase-in, and also

looking at the five-eighths inch, one»inoh issue. 16

company and Mr. Hal lam and/or I*4r_ Campbell how the

results of those models might find their way into this

proceeding in this evidentiary record?

17 Q. And the only par t missing, so to speak, from my 17 A. I don't: think that has been determined yet to my

18 18 knowledge .

19 19 for those options.

20

perspective would be going back to my request earlier

this week that you do one with all of those additional

assumptions you have mentioned with regard to meter 20 d i s c u s s e d .

I have what I call the bones in good shape

I am not for these other two we just

So I think we are well on our way to having

21 sizes. what is included, what is not, in three years and 21 that f fairly quickly.

22 22 Now, I travel tonight into tomorrow, so it is

23

five years, but do it company-wide, include Sun City and

Sun city West. 23 going -- tomorrow is going to be a shot t day.

24 A. 24 Q-

25

Would I be correct in saying that two of those

options have been done, in that Version 4 and Version 3 25 next week

Assuming that this hearing carries over into

and the odds at this point would suggest it
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1 l closer to those rates by 5200,000 for five years.

2

will -- would you anticipate those model results would

be available either by next Tuesday of ternoon or before 2 In order for that to happen, somebody else has

3 next Friday at the latest? 3 to, they need to raise, and then somebody else would

4 A. I would hope they would be, yes. 4 come the other direction, would go down. So it kind of

5 Q Okay. 5

6

Let's go back to your prepared testimony,

again, page 1 of 2, and I am looking at Exhibit A-42. 6

moves as a step that way.

Does that help?

7 At lines 21 and 22, you indicate that Version 4 varies 7 Q. I think so.

B 8 How many rate consolidation models have you had

9 9 occasion to design over the years?

10

the percentage of consolidated rates by district so that

each district has an equivalent dollar increase in each

Could you he a little more specific as to exactlys t e p . 10 A. For something this diverse and complicated, this

11 11 is the first one. I have never been asked to do this.

12

what you mean there, and perhaps you could give us an

example. 12

13 A. And what I should say is increase or decrease. 13

However, as my job as a rate analyst I work with other

companies who are, who are under single tariff pricing

14 That was, that was left out of there, because obviously 14 And

15 if you are going to have an increase in some and you 15

16 want to keep your revenue requirement the same, some are 16

who may have a purchase of another water company.

par t of my job is to bring them into, you know,

whatever, zone one or whatever the, you know, the

17 going to have to decrease and some are going to have to 17 overall single tariff pricing is, and to analyze, you

18 i n c r e a s e . 18 know, how that comes into the fold, so to speak.

19

It is just the way it works.

For example, say Paradise Valley, for example, 19 Q. Let me ask you whether or not you have an

20 if the total increase that they would need in their one 20 c~p-inion » If one of the concerns of the Commission would

21 district to come to these consolidated rates was, say, 21 be if it decides that it is very seriously considering

22 you know, a million dollars, that's just an example -~ I 22 adopting consolidation for Arizona-American Water

23 23 Company, and for purposes of my question let's assume

24

am pulling it out of my head, so please, you know -- if

I were doing a five-step change in rates, the idea would 24

25 have to be, would be that in each steep that would move 25

company-wide consolidation, if one of the concerns is

mitigation of the changes in rates that are going to
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1 occur in different districts vis~é~vis what those rates 1 CROSS-EXAMINATION

2 z BY MR. MAGRUDER:

3 3 Q Good morning, Ms. Heppenstall.

4

would be were stand-alone rates continued, do you

believe the three-year version is more appropriate or

the five-year version would be more appropriate for 4 A. Good morning.

5 mitigation purposes? 5 Q- Good of ternoon.

6 A. You know, I think we have seen both. I really 6 A. Yes.

7 don't have a judgment on that 7 Q I am Marshall Magruder and you are Ms. Constance

8 Q Okay. 8 Heppenstall . I have got a couple questions.

9

Do you anticipate at this point or do you

know at this point, when the results of the additional 9 A. Okay .

10 10 Q. What does the company model Version 4 use for

11 total revenue, what are the sources"

12

modeling scenarios that you are currently working on are

complete, are available, whether you would be returning

as a witness to provide testimony in connection with 12 A. It is, the total revenue is the revenue that was

13 explaining those results? 13

14 A. Are you asking if I would be coming back as a 14

approved in the previous case for those, those districts

that have current approved revenue requirements as well

15 witness to explain those results? 15 as the company rebuttal revenue requirement.

16 Q- Yes. 16 Q

17 A. I don't have plans at this time. 17 A.

So it is the company's rebuttal revenue?

For Anthem and Sun city.Sorry.

18 Q 18 Q. Okay. If there is minor changes made before the

19

Okay. Do you know how the company anticipates

presenting the results of those different additional 19 case is over, is it easy to change the total revenue

20 modeling endeavors? 20 number?

21 A. I d o not. 21 A. Yes, it is.

Z2 MR. ROBERTSON: Okay. That's all I have. Thank 22 Q-

23 you and have a safe trip home. 23 Anthem district?

What revenue requirement did you use for the

In par titular, does it include the

24 THE WITNESS: Thanks . 24 Neidlinger proposal?

25 ALJ WOLFE: Mr. Magruder. 25 A. I said revenue requirements I used for the
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Anthem district were the company's rebuttal revenue 1 probably being accepted in your present model?

2 requirements. 2 A.

3 Q It is the company's rebuttal revenue 3 Q Okay.

I really hadn't done that analysis.

About how many revenue classes Cr

4 requirements? 4

5 A. That is correct. 5

categories are you looking at a total model?

I couldn't tell you, but I have never countedA.

6 Q. 6 them up . Let's say there is 10 per each meter size per

7 A.

Okay. what exceptions exist in the model?

I believe my testimony indicates car rain rate 7 each residential, and for commercial there is quite a

8 zones or car rain tariff groups that were excluded. 8 few.

9 would you like me to read those? 9 Q. Quite a few. And these were exceptions because

10 Q- I think it is important for the record that they 10 they were unique, is that correct?

11 b e there. 11 A. These were exceptions decided upon by the

12 A. In the water rate consolidation the -- let me be 12 company.

13 specific. They were excluded for rate consolidation 13 Q. Can you use this model for

14 Their rates would remain either where they are or where 14

By the company.

sensitivity analysis?

15 they will be in the case: C2M3 Arizona Water contract, 15 A. In what sense?

16 CSM1 Agua Fria _ OWU PI Surprise, A5M1 Sun City public 16 0. Control one variable and see what it does across

17 interruptible - Peoria, E7M2 Anthem wholesale (Phoenix) 17 the board? For example, the fixed charge for five

18 OWU, and apartment classes in Mohave and Havasu 18

19 In the wastewater districts: A2 MSP Sun City 19

and -- five-eighths and three-quar tar inch, <:harsg& it

from $10 to 15 and 20 and to see what its impacts are?

20 sewer Paradise Park I/U, E5M2 Anthem wholesale (Phoenix) Z0 A. Yes.

21 OWU, and P7A1 Mohave effluent -- sewer effluent sales. 21 Q- okay.

22 Q In your opinion ~~ it sounded like you had a lot 22

That's the point of the model, yes, sir.

I would like to have you look at your

exhibits in your rebuttal testimony, if you don't mind.

23 of different rate categories you just mentioned. 23 A. They are both called rebuttal testimony.

24 A. Yes. 24 In your second rebuttal, which I believe is

Exhibit A.-42.

Q.

25 Q. About what percentage of the total revenue is 25
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1 A. Great. Yes. l different step goes up that percentage?

2 Q. On Exhibit cEH-1, page 1, and I think it is 2 A. Except

3 important that I am going to ask you how we read this 3 Q.

4 4 A.

Under Sun City?

Except for private fire

5

page so we understand how to look at your results, in

this example I see under sun City there are five steps, 5 Okay.

6 is that correct? 6 which I discussed before. They were, they

7 A. That is correct. 7 were brought. all the way to the rate right away.

8 Q- And in step one what does that 73 percent 8 Q. Okay.

9 indicate in that first column, first line? 9

And the customer charge right now in step

one is $12.46, and it ends up at $16.97, is that

10 A. As I indicated, in order to do a way of doing 10 correct?

11 11 A. In this model, that is correct.

12

stepped races, we determined that a percentage of the

consolidated rat;e would be used. So that; 73 percent is 12 Q- Okay. And for Sun City West we see it is going

13 a percentage of the final consolidated rate, our goal 13 to decrease about 12 percent. Would you agree with

14 14 that?

15

that we are heading toward, which would be in step five

where you can see in Sun City we are at 100 percent. 15 A. Yes, I would.

16 So in this example, which is purely as an 16 Q.

17 17 Agua Fria.

And on the next two pages of tar we would see

And it is going to decrease about 5 percent,

LB 18 is that correct?

19

example, Sun city would move from 73 percent of the

targeted consolidated rates to 80 percent to 87 percent

to 93 percent to 100 percent . 19 A. That's correct.

20 Q, Okay. So it will have about a shit t of about 20 Q- And Anthem will decrease about what percent?

21 27 percent 21 A. 108 percent.

22 A. That's correct. 22 Q- Pretty large decrease. The next one in Tubae,

23 Q And 23

24 the steps are shown there.

during the course of the five phases.

And that is reflected in all 24

it is going to decrease about what percent?

51 percent.A.

25 of the numbers in the various columns, for each 25 Q. Okay. And Mohave is going to
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1 A. It will increase by 36 percent 1 A. Yes.

2 Q Okay. And Havasu is going to go 2 Q- Okay. And continuing in your exhibit there is a

3

36 percent.

down maybe 27 percent? 3 second -- there is the water -- excuse me. There is

4 A. That's correct. 4

5 Q- An increase of 8 percent for Paradise Valley? 5

another par t on page 9, and it talks about commercial

OPA turf rates and blocks, is that correct?

6 A. That's correct. Now, that is based on the 6 A. That is correct.

7 consolidated, yes, on the consolidate rates. 7 Q. And it is in the same format as we have just

8 Q On the consolidated five~step program? 8 looked at for each of the water districts, is that

9 A. That's correct. 9 correct?

10 Q In your experience testis Ying before or working 10 A. Yes.

with other rate cases, do these rate changes seem to be 11 0 And would it have the same percentage changes

12 extraordinarily large, from your viewpoint? 12 for each water district for those rates?

13 A. On some, yes, and -- yes. 13 A.

14 Q. 14 Q- Okay.

It should, yes.

Could you define OPA and turf as par t of

15

The increases, do they seem to be -- have you

tried to reduce the amount of increases as you worked 15 this, what they mean?

16 through the model? 16 A. These are other public authority. And OPA and

17 A. Well, actually, you know, I should hesitate that 17 turf, these are turf customers and these are -- I am not

lB I am a modeler, I am not the company. I am not making 18 f familiar with those customers. This is just terminology

19 I am creating a model to 19 by the company.

20

rate design decisions here.

use to f facilitate that. 20 Q Okay. Would it be possible to make a special

21 Q. 21 rate category for resort ts or golf courses similar to

22

Did you do the input data or did the

company -- or did somebody else do the input data? 22 this?

23 A. 23 A. That would be up to the company.

24

I put the input data physically with how I was

advised by the company. 24 Q. Okay . But it is not insurmountable and too hard

25 Q- But advised by the company? 25 to do?
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1 A. Oh, in my model? 1 decrease for the combined Agua Fria/Anthem wastewater

2 Q Yes . 2 district?

3 A. No. 3 A. That is correct.

4 Q- And then we continue with one last 4 Q- And a De ~~ let's see. I t i s a decrease for

5

Okay.

exhibit, cEH-2. And what is that exhibit for? 5 that and an increase for Mohave?

6 A. That is similar to CEH-1. It is showing 6 A. No, decrease for Mohave as well.

7 wastewater rates. 7 Q- Excuse me. I agree, decrease for them, too.

8 Q Okay. And does it use the same percentages of 8 Okay.

9 change that you used in the 9

10 A. No, it does not. That:'s a totally different 10

So those are the changes that you recommend or

that; are in the present Version 4 of the model?

11 system u A. That is correct.

12 Q 12 Q.

13 A.

Totally different system, okay.

Or different rates. 13 A.

And do they have the company's sanction?

I am not sure these steps do, because I was

14 Q. 14 asked very specifically to do it by revenue. There is

15 15 only one way to do that. Sc the revenue should be

16

So if we look at Sun City, then we are going to

see about a 27 percent increase for them in wastewater?

I am looking on page 1 of CEH-2 --A. 16 very the rates should be very similar to what we had

17 Q- Yes. 17

18 A. and I see a 37 percent. 18

in Version 3, which were approved by the company, yes .

But the steps were done purely to keep the revenue the

19 Q- 37 percent? Excuse me. 19 same by

20 A. Okay. 20 Q. To keep the same. And how close are you with

21 Q 21 respect to revenue being the same?

22

My error.

And a slight decrease for Sun City West of about 22 A. A couple thousand dollars.

23 T percent? 23 Q. And how can I determine if the company would

24 A. I think an increase of 7 percent. 24 consider this their rate submittal for the consolidated

25 Q 7 percent, okay. And a pretty significant 25 rates?
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1 MR. CAMPBELL: Your Honor, I am not sure -- I 1 A. Yes, I am.

2 z Q Okay . You were asked to come up with a

3 witness. 3

4 4

consolidation proposal in this case?

I consolidation model.A.

5 position .

don't believe it is an appropriate question for this

He has had plenty of opp or munities to ask

questions of three witnesses to determine the company's

Ms. Heppenstall is here to talk about the 5 Q. Consolidation model.

6 model . 6

And in f act you have come

up with a consolidation model with four different

1 MR. MAGRUDER; Okay. 7 versions?

a model . I like your model.

I have read through your

And in this intervenor's B A. That's correct.

9 viewpoint, model 4, version 4 rate structure in five 9 Q

10 steps, I would like to have on the record that this 10

Hypothetically, let'5 just assume that

consolidation is approved. Can you explain which

11 intervenor would be satisfied if that was implemented in 11

12 this case. And I consider that those rates are f air and 12

revenue requirement would be applied to the Mohave

district under each version of the c:ompany's

13 reasonable. Even though I have my own set, I considered 13 consolidation model?

14 yours as acceptable, same thing for wastewater. I 14 A. The revenue requirements should be the revenue

15 consider, I would support those rates, too. 15

16 And with that, I have no more questions. Thank 16

requirement approved in the last case for the water, and

I believe the sewer is par t of this case.

17 you . 17 Q And I believe in response to Mr. Magruder, you

18 THE WITNESS: Thank you. 18 said for the Anthem water district the revenue

19 ALJ WOLFE: Mr. Pozefsky 19 requirement that you used would be the recommendation in

20 20 the c:ornpany's rebuttal, is that correct?

21 CR055-EXAMINATI0N 21 A. That's correct.

22 BY MR. POZEFSKY: ZN Q-

23 Q- Good morning -- good at ternoon 23

24 Ms. Heppenstall, you are a rate analyst, is that 24

And if I gave you the same scenario but this

time asked you which test year did you apply, would your

answer for the Mohave be the test year in the last rate

25 correct? 25 case, 2007, for the water?
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1 A. For the water, that would be cor rect . 1 Q- Okay. But you wouldn' t  know if  Mr . Herbert  d id ,

2 Q. In 2008, for the wastewater and for the Anthem? 2 correct?

3 A. To water or  waste -* for  Anthem it would be the 3 A. I would not know.

4 4 Q.

5

most recent case company rebuttal .

And if I asked you the same scenario, butQ 5

You are aware as a rate analyst  in Ar izona, when

the  company  f i le s  a  r a t e  app l ica t ion ,  i t  is  a lso  t o  b e

6

Okay.

this time with f air value rate base and f air value rate 6 based on a test year, is  t ha t  co r r e c t ?

7 of return applied, would your answer be the same? 7 MR. HALLAM: Your  Honor ,  I would  just  ob ject  to

8 A. Yes. 8 Ms. Heppenstall is not a rate analyst in Arizona. So to

9 Q- So you are using two different revenue 9 the  ex tent  the  quest ion  assumes it ,  it  is  inapp rop r ia te .

10 requirements for e8 ch version and two d if ferent test 10 BY MR. POZEFSKY:

11 years for  each vers ion in  your  consolidat ion proposal, 11 W e l l ,  l e t me lay a l i ttle foundation. You did

12 correct" 12 respond when I asked you whether or not you were a rate

13 A. I  am,  yes ,  tha t  is  cor r ec t . 13 analyst You are a rate analyst, correct"

14 Q. Have you ever proposed a consolidated rate 14 A. Yes, I am.

15 15 Q- Are you f  familiar  with rate app licat ions here in

16 A. 16 Arizona?

17 17 A. I par ticipated as an aide to Mr. Herbert in the

18

design based on two different test years?

My - - I don't propose rate designs, really.

Actually it is Paul Herber t who really does that for our

So no, I have never done that. I do a rate is last case.

19

company.

consolidation model. 19 Q- Quay.

20 Q- 20

So you are aware, then, when a company

f i les  a  ra te  case  in  Ar izona,  that  bas ica l ly  the  company

21 A.

Do you know, has Mr. Herbert ever done that?

I don't knew. 21 chooses a test year?

22 Q 22 A. Yes.

23

Same thing, same response if I asked you whether

or not you proposed a consolidated rate design based on 23 Q. And -- okay.

24 two different revenue requirements? 24

25 A. I don't  propose rate design. 25

Okay.

Finally, Ms. Ilepperastall,  does a revenue

requirement for  each ind iv idual d ist r ict  remain the same
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1 as author ized  in  the prev ious dec is ion in  your 1 witness?

2 consolidation model? 2 MS. SCOTT: I do. I  w i l l  t r y  a n d  f i n i s h ,

3 A. The total revenue requirement is calcu lated 3 No, I don't think I am going I

4 using the revenue requirement f rom each d istr ict  in 4

s 5

though, by 5:00.

don ' t  th ink  I am going  to go that  long .

You can take as long as you need to.ALJ WOLFE;

6

previous cases, as well as the company's rebuttal

revenue requirement in  th is case, for  a tota l revenue 6

7 requirement with in each d istr ict  the revenue 7 CROSS-EXAMINATION

e requirement -- our goal was to create one revenue 8 BY MS. SCOTT:

9 requirement. 9 Q- Good of ternoon, Ms. Heppenstall

10 Q. Using the revenue requirement recommended or 10 A. Good of ternoon.

11 proposed in this case with the revenue requirement that 11 Q.

12 was author ized  in  the last  case,  cor rect? 12

I guess I would like to star t by following up on

the line of questions that Mr. Pozefsky just asked you,

13 A. C o r r e c t ,  i n  t o t a l . 13 because I am trying to comprehend how the model handles

14 Q. what weighted average cost of capital  did you 14 car rain th ings. And, you know, you are aware that we

15 And was it the same ones 15 are  dea l ing  with  a  ra te  order  f or  some of  the  d is t r ic t s

16

use in Anthem and Sun City?

that  were author ized  in  the last  dec is ion? 16 that was issued in December of 2009, correct?

17 A. I am not  involved with that . 17 A. Correct

18 Q. who would be? Would that be your cost of 18 Q. And did you review that Commission order?

19 capital? 19 A. not in  great d e t a i l ,  n o .

20 A. I believe it  would be Mr. Broder ick would know 20 Q- Okay. I want to -- do you have RUCO-1?

21 that. 21 A. I don't.

22 MR. POZEFSKY: Thank you, 22 Q RUCO-1, the exhibit?

23 Ms. Heppenstall.

Okay.

That's all I have. 23 A. I don't think I do.

24 THE WITNESS: 24 ALJ WOLFE: Let ' s  go of f  the  record  and  locate

25 ALL WOLFE:

Thank you.

Does Staf f  have quest ions for  th is 25
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l 1 A.

2

(Brief pause.)

ALJ WOLFE: We are back on the record. The 2

3 witness has a copy of RUCO~1. 3

What I used was what the company supplied as the

billing determinants used in that case multiplied Ny the

I kind of came at it from another direction.rates.

4 BY MS. SCOTT: 4 What I needed to know was what was the approved usage by

5 Q. Okay. And Ruco-1 is the Corrinission's Decision 5 each customer class, and what were the rates that were

6 No. 71410 in Docket No. 08-02279 correct? 6

7 A. Subject to check. 7

approved in that ease. And that's what I used to input

into my model, so that I could then apply consolidated

8 Q- Okay.

I am just seeing this.

If you look at the caption of the case, B rates to those billing determinants.

9 it: shows you the various districts that were involved in 9 Q. okay . And would you look on page 76 of Decision

10 that case, correct? xo 714 10 .

A. Correct. 11 A. Yes.

12 Q. 12 Q. Would you look at paragraph 13.

13

And they are Agua Fria, Havasu water, Agua Fria

water, I am sorry, Paradise valley water, Sun City West 13 A. Yes.

14 water and Tubae water, correct? 14 Q. And would you agree that paragraph 13 talks in

15 A. Yes. 15 terms of a revenue neutral change?

16 Q. And then mohave wastewater? 16 A. Yes.

17 A. Yes. 17 Q. How did the model ensure that the changes were

la Q Okay. So let's just take one of those. Let's 18 revenue neutral?

19 Do you know whether in 19 A. What I ..- we took what the approved rates were

20

take Sun City West water.

Decision No. 71410, do you know whether there was a 20

21 distinct revenue requirement determined for Sun city 21

from this case, applied them to billing determinants

that were used to determine the revenue requirements

22 West water? 22

ZN A. I imagine there was. 23

which I assumed would produce the correct revenue

requirements as approved by this case.

24 Q- Okay. And is that what you used for purposes of 24 I added -- when you say net revenue neutral, and

25 your model? 25 I read there was some discussion in this case what
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1 revenue neutral means, my goal is to be revenue neutral 1

2 in total. 2

And the combination of those two you implemented

throughout all of the districts based upon different

3 Q- And that's what I wanted to get to next. 3 billing determinants and

4 A. Okay. 4 A. Right what I then I said, okay, here is the

5 Q 5

6 6

number we need to get to through looking at the last

And it is in the 70 million range.case and this case.

7

So your goal is not with respect to each

district in the model maintaining revenue neutrality,

but your goal for purposes of the model was to use all 7 Here is the number I need to get to.

8 of the various, for instance, water districts in B

9 Decision No. 71410, and your revenue neutrality 9

Then you set up, I set up an assumptions

page that said, okay, what rates based on, you know,

10 determination was based upon the total, is that correct? 10 company's guidance, you know, we could figure out what

A. 11 rates, if applied to all districts using each dist:-ict's

12

Including the company revenue requirements in

this case for Anthem and Sun City, and looking at it as 12 individual billing determinants for each different rate

13 a whole, as a star ting point, because it was 12 ZOI19 r what rates will create that. And that's the

14 company-wide. 14 process.

15 Q. Okay. So -- I see. Okay. So let me just 15 Q.

16 summarize my understanding now I think what you just 16

So what: rates, if applied to each individual

district, would come up with the cumulative revenue

17 17 requirement?

la la A. That's correct, with -- and adjusting each

19

said was that for purposes of implementing the revenue

neutrality requirement in Decision No. 71410, you took

the total revenue requirement for all of the districts, 19 district:t's blocks to the same blocking as well.

20 for instance the water districts in this case, the ZN Q- And again, and I am just, I am just a

21 21

Okay.

lawyer so this is more difficult, I think, for me to

22

original decision, and then what you believe may be

approved in this case, and for those purpQ5es you used 22 with respect

23 the company's rebuttal amount 23

ser t through than someone as yourself.

then to each district, how did you determine how much to

24 A. Correct. 24 allocate to each district?

25 Q- correct? ZN A. That you take -- you know, we developed a rate
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1 1 It was also to see the individual impact on these

2 2 districts.

3

design that would somewhat stay -» well, the company

developed a rate design that would produce these, the

overall revenue requirement, without going too much 3 Q.

4 4

As f Ar as the commodity rates, how did you

determine what commodity rates to use or what the

5

the company didn't want to go too much out of the bounds

as to the current structure of rates . 5 breakdowns would be there?

6 We added more blocks, however, more usage 6 A. well, that was really the c:ompany's decision

7 blocks, tried to keep commercial/residential consumption 7 Q. Okay. Let's see. I think I have a few more

8 rates the same or similar They had the same customer 8 questions

9 charge, commercial and residential. 9 This is just a question on my par t following up

10 Then at that point, when you -- I wish I could 10 on, I believe it was, Mr. Rober son's question

11 show the model, because I do show you that for each 11 And maybe, Your Honor, the company could think

12 meter size, say f car a five-eighths inch, I have a 12 about this. If Ms. Heppenstall comes back to go over

13 calculation of what those rates would produce by each 13

14 distr ct . And t:hat's it is not that, you know, how 14

the model runs, I am wondering if perhaps she eculd walk

through the model for the benefit of all par ties here.

15 much I determined would be attributed to each district. 15

16 It is what falls out of the model once you apply these 16 might

17 rates 17

And I am only suggesting that because she thought it

I heard her say at; one point that she thought

it: might be helpful if we all could see, you know, how

18 You say, okay, the five-eighths inch customers 18 her model was structured.

19 in Havasu, these rates would produce this much, and 19 ALJ WOLFE :

20 that's what you see going into the consolidated rate 20

Are you talking about something that

would be similar to the training that has been talked

21 Havasu column. And that's the way I was able to see, 21 about, referred to in this proceeding?

I don't think it would be that22 22 MS. SCOTT:

23

you know, were we able to see what the revenue impact is

of those rates. 23 extensive, no. I think if

24 Q. 24 ALJ WOLFE:

25 A.

okay.

And that was ser t of the purpose of the model. 25

But are you talking about like an

Excel spreadsheet being presented so that everyone could
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1 see it, is that what you are referring to? 1 extending. And we can talk about that more maybe

2 MS. SCOTT: I think that that might be 2 tomorrow, whenever we have more time.

3 I don't know. I see a couple 3 MR. I-IALLAM:

4 I don't know if the 4 ALJ WOLFE;

Car mainly.

I think it would be a good idea. So

5

beneficial for people.

people shaking their heads yes.

company would be willing to do that. But I just offer 5 Thank you.

6 that . 6

I am glad the company would agree tv that.

MS. SCOTT: I just have one or two more

7 ALJ WOLFE : Mr. Hal lam. 7 questions.

8 MR. HALLAM: Having discussed 8 BY MS. SCOTT:

9 9 Q-

10 10

Just as a very general matter, since you were

the modeler in this case, do you know offhand how much

11

12

Car mainly, Judge.

it with my client, I am told that there are other

members of the company that would be happy to do that

and more than qualified to do that. So certainly I

guess we would have to clarify what; the appropriate 12

13 forum would be for than But we car mainly understand 13

the -- what percentage of the revenue, overall revenue

requirement the fixed charges were designed to generate?

The way I developed the model was Te show as anA.

14 the desire for that information and we could walk 14

15 through the results with individuals that are local to 15

example of what the fixed charge would generate purely

looking at residential. I did an analysis as to it

16 the company. 16

17 ALJ WOLFE: 17

would, it would generate roughly 40 percent, was what my

I think I did a quick -- I can't remember

18 18

19

I car mainly agree that the

Commission would benefit from having that information in

order to inform its decision, how it works. And I think 19

goal was .

what my analysis, where the company is now, but it

seemed to me it was around that amount.

20 that many of the interveners would also -- who aren't 20 Q And that would be for each district?

21 here today -- would also benefit from seeing how it 21 That: was what my goal was.

22 would work. 22 Q. Overall?

23 Sc I would ask the company to work on that. And 23 A. Well, I was looking, right, just at consolidated

24 24 rates, yes.

Z5

maybe we can set a date, even of tar the evidentiary

I think it might behearing dates that we have so f Ar. 25 MS. SCOTT: Okay. Your Honor, I think that's
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1 all I have for now. Thank you. 1

2 ALJ WULFE: Thank you 2

there was just a little bit overage of revenue?

That's correct.A.

3 3 Q.

4 EXAMINATION 4

Would you be able to, using your model, to find

out what the percentage of revenue is in the fixed

5 BY ALJ WOLFE: 5 charges in your model as well?

6 Q. Good at ternoon, Ms. Heppenstall. Thank you for 6 A. I don't have that calculation done right now. I

7 7 could. It would take -- I would need to do I could

8

sitting through our proceedings so many days

It has been interesting.A. 8 do that.

9 Q. 9 Q. I really appreciate it. I know I am giving you

10 Mr. Hal lam asked you. 10

11

I just had a follow-up question to what

He asked you if you had a chance

to review the Magruder model, and you said that you had. 11

a lot of homework, but I would appreciate that being

done, because if there is interest in adoption of that,

12 A. Let me -- I reviewed what was in Mr. Magruder's 12 of those tiers by the Commission, we would want to know

13 testimony and took his billing, his rate design and 13

14 input it, put it in my model. So I did not look at his 14

whether it would yield the revenues that the company

would be entitled to, and how much of the fixed charges

15 model, just to be clear. 15 would be in the residential.

16

I leaked at his rate design,

because I did not have access to his model, and put it 16 A. Are we still talking about Mr, Magruder's

17 actually in the Version 2 model 17 model

18 Q. Would you be able to put it in the Version 4 LB 0. Yes.

19 model as well? How difficult would that be? 19 A. or my model?

20 A. 20 No, in your model.

21 Q.

That would not be a problem.

And does the model have a proof of revenues 21

22 function? 22

I am pretty sure you looked

at that pretty closely, but I am just saying if there is

an interest in the tier structure in the Magruder

23 A. Yes, it does. It is just looking at two columns 23 proposal, we would like to know whether it would

24 24 actually be workable.

25

and making sure they add.

And so Chat'.'s how you found out thatQ. Okay . 25 A. Thank you. Sure
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1 ALJ WOLFE: Do you have any redirect, 1 miss that. Yes, Tuesday. I don't know. Let's look at

2 Mr. Hal lam? 2 who else I have on Tuesday.

3 MR. HALLAM: Just one very simple question, 3 MR. HALLAM : Neidlinger, I believe.

4 Judge . 4 ALJ WOLFE: Mr. Neidlinger will be testis Ying

5 5 Tuesday at the beginning.

6 REDIRECT EXAMINATION 6 MS. DWORKIN: Yes, a t 1:00.

7 BY MR. HALLAM: 7 ALL WOLFE: So Mr. Becker would come on of tar

8 Q. Ms. Heppenstall, I believe earlier you indicated B Mr. Neidlinger.

9 that the Mohave wastewater district was in this case. 9 MS. SCOTT: Okay, thank you .

10 Isn't it true that the Mohave wastewater district was in 10 ALJ WOLFE Anything else?

11 the last rate case? 11 MR. POZEFSKY: What about business casual

12 A. That's true. I had it backwards. 12 tOMOIIOW 5

13 MR. HALLAM: That:'s all I had, Judge. 13 ALJ WOLFE: Right • You can come with no ties if

14 ALL WOLFE' Thank you very much for your 14 you like.

15 testimony. 15 And if anyone is listening who didn't hear

16 THE WITNESS . Thank you . 16 earlier about we are not meeting here on Monday, it is

17 ALJ WOLFE : You are excused as a witness. 17 on the Commission's hearing calendar, of tar tomorrow, we

LB So tomorrow morning we will star t off with Desi la

19 Howe, Daniel Kelly, and Rodney Moore . 19

20 Are there any other procedural issues we need to 20

will be reconvening on Tuesday at 1:00 p.rn.

MR. HALLAM: Judge, we would plan to bring

Mr. Crooks and Mr. Gross in tomorrow if time allows, and

21 talk about today? 21 I hope it will.

22 MS. SCOTT: Your Honor, I was wondering if it 22 ALJ WOLFE: I hope so, too.

23 23 Mr. Robes son.

24

would be possible for Mr. Becker to go on Tuesday of

next week. He was scheduled for today 24 MR. ROBERTSON: Your Honor, I think Mr. Hal lam

25 ALJ WGLFE: oh, I am sorry. I didn't mean to 25 may have responded to what I was about to inquire.
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1 l STATE OF ARIZONA
SS.

2

After we get through Mr. Howe and Mr. Kelly and

Mr. Crooks, who would be the additional witnesses? Is 2

)
)

COUNTY OF MARICOPA )

3 Mr. Hal lam suggesting that Mr. Gross would be our next 3

4 witness? 4

5 ALJ WOLFE' Yes. 5

6 MR. ROBERTSON: 6

7

Assuming we get through

Mr. Gross, I neglected to bring my list of witnesses, 7 I, COLETTE E. Ross, Certified Reporter

8 who would be the next witness on Your Honor's list 8 no. 50658 for the State of Arizona, do hereby car tit y

9 tomorrow? 9 that the foregoing printed pages constitute a full, true

10 ALJ WOLFE: Mr. Hansen isn't available tomorrow, 10

11 so it looks like it would be Mr. Magruder. 11

and accurate transcript of the proceedings had in the

foregoing matter, all done to the best of my skill and

12 MR. ROBERTSON! Mr. Magruder, okay. 12 ability.

13 ALJ WOLFE: And then Mr. Woods and then 13

14 Ms. Jeri cf. And Mr. Moore is testis Ying tomorrow as 14 WITNESS my hand this 29th day of May, 2010.

15 well . 15

16 MR. ROBERTSON : 16

17 ALJ WOLFE: 17

18

That's right.

And then Mr. Rigs by would be

following Ms. Jericho, and then the Staff witnesses. 18

19 MR. ROBERTSON: 19

20 ALJ WOLFE 2 20

COLETTE E. ROSS
certified Reporter
Certificate No. 50658

21 MR. ROBERTSON :

Thank you.

Is that clear for everyone?

Yes, it is very clear. 21

22 ALJ WGLFE: Thank you very much. Have a good 22

2323 evening •

(The hearing recessed at 4:59 p.m.) 2424

25 25
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