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Steve Wene, No. 019630
MOYES SELLERS & SIMS LTD.
1850 N. Central Avenue, Suite 1100
Phoenix, Arizona 85004
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swene@lawms.co1n
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COMMISSIONERS
KRISTIN K. MAYES, CHAIRMAN
GARY PIERCE
PAUL NEWMAN
SANDRA D. KENNEDY
BOB STUMP
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16 DOCKET no. W-02062A-09-0466
DOCKET NO. W-02062A-09-0515
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18

I N  T H E  M A T T E R  O F  T H E  A P P L I C A T I O N

O F  S O U T H L A N D  U T I L I T I E S  C O M P A N Y ,

I N C .  F O R  A U T H O R I T Y  T O  I N C U R  L O N G -

T E R M  D E B T SUMMARY OF WITNESS
T E S T I M O N Y

19
AND

20

21
IN THE MATTER OF THE APPLICATION
OF SOUTHLAND UTILITIES COMPANY,
INC. FOR A RATE INCREASE.22

23

24

25 Southland Utilities Company, Inc. ("Company") hereby files its summary of

26 witnesses' testimony. The Company will offer Sonn Rowell and Bonnie O'Connor in its
27

direct case. The Company will also have available Keith Dojaquez if his testimony is
28

necessary to address operational issues.

1



1 Sonn Rowell's Testimony

2

Mrs. Rowell will offer testimony regarding her analysis and recommendations
3

4
concerning the development of the Company gross revenue requirement, taking into

5 account adjusted rate base, adjusted operating income, working capital requirements,

6

current rate of return, required operating income, required rate of return for the historic
7

8
twelve month period, and other relevant factors. Mrs. Rowell will sponsor certain

9 exhibits in support of the rate and finance applications, including both applications and

10
rebuttal testimony offered in this matter.

11

1. Revenue Requirement
12

13
The Company's position is that the revenue requirement is $338,580, which

14 should result in a net income of $38,365. The Company believes Staffs proposed

15
revenue requirement is too low. A comparison of the Company's and Staff" s proposed

16

rates is set forth in Attachment 1.
17

18 The Company disagrees with Staff setting rates based upon a debt service

19 coverage (DSC) of 1.25. DSC is measurement tool used by lenders, it is not a rate setting
20

tool. This requires depreciation cash flow to be used to service the Company's loan
21

22 obligations and leaves the Company without enough money to reasonably operate and

23 maintain the water Company and service the proposed debt. Furlher, if current cash flow

24

from depreciation expense for non-loan plant is used to pay the loan, then recovery of
25

26 equity investment is lost forever.

27

28

2



1 2. Rate Design

2
(A) Monthly Minimum -- The Company's proposed rates result in 50% of the total

3

revenue requirement resulting from monthly minimum charges, and the other 50% of the
4

5
revenue requirement is generated from the commodity rates. This is a widely accepted

6 approach and makes sense here because the Company will have a substantial debt service

7

obligation which will not change due to operating factors.
8

9 (B) Number of Tiers - The Company supports using three tiers, which is standard

10 practice for small water utilities. In light of the administrative hassle and apparent

11
subsidization of the small meter class by the larger meter sizes, the Company cannot

12

13
support a fourth commodity tier.

14 3. Working Capital - Working capital should be allowed for Class C utilities.

15
During the test year, the Company was a Class D - it only becomes a Class C under the

16

proposed rates - so expecting the Company to perform an expensive lead/lag study is
17

18 neither reasonable nor feasible.

19
4. Taxes - Apparently, the Company and Staff agree on the method for calculating

20

taxes, but we disagree on revenue requirement which drives taxes. The proposed
21

22 property tax and income taxes are driven by the proposed revenue and taxable income.

23 As a result, the Company's higher proposed revenue and income calculate to higher

24

property taxes and income taxes.
25

26 5. Water Testing - The water testing expense offered by the Company is an actual

27 audited test year cost, and is reasonable.

28
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Bonnie O'Conn0r's Testimony

2

Mrs. O'Connor will offer testimony regarding Company system, operations, and
3

4 proposed revenue requirement. She will sponsor certain exhibits in support of the rate

5 and finance applications, including the rate and finance applications offered in this

6

matter.
7

8
5 (cont.) Water Testing .- The water testing expense offered by the Company is an

9 actual audited test year cost, and is reasonable. The Company agrees that it tested more

10
often than what is required by law, and that the test for TTHM's was duplicative (55830

11

12
expense), but Staffs proposal does not cover testing expenses on an ongoing basis.

13 6. Backflow Tariff - The Company submitted its application for a backflow tariff

14
submitted to the Commission on July 21, 2010.

15

RESPECTFULLY SUBMITTED this 30th day of August, 2010.
16

17 MOYES SELLERS & SIMS LTD.

18
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20
Steve Were
Attorneys for Southland Utilities Company, Inc.

21

22 Original and 15 copies of the foregoing
filed this 30'*' day of August, 2010, with:23

24

25

26

Docket Control
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

27

28
Cagy of the foregoing emailed this
30' day of August, 2010, to:
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2

Debra Broyes
dbroyles@azcc.gov

3 Robin Mitchell
rmitchel1@azcc.gov4
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