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STATUS OF ORIGINAL EXHIBITS 

EXHIBITS FILED WITH DOCKET CONTROL 
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Staff (S Exhibits’) 

1 through 4,7 through 15 
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1 through 3 , 5  through 14 
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5 Marlin Scott’s Calculation of the 1,800 
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600 of transcript) 
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MSJ-1; to be provided by Staff (see page 600 
of transcript) 
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AlTORNlSY AT LAW 
P.O. Box 1448 

TURAC:, ARuonh 86646 

ROBERTSON, JF 

{saa]-aes-wl~ 

WHAT IS THE PURPOSE OF TEUS REJOJNDER TESTIMONY? 

I will provide rejoinder testimony in response to the surrebuttal filing by Sta€f, 

RUCO and the ktei-venors Mr. Wa~7rzynia.k and Mr. Schoemperlen. More 

specifically, this first volume of my rejoinder testimony relates to rate base, income 

statement and rate design for GWC, In a second, separate volume of my 

testimony, I also provide rejoinder responses to the surrebuttal testimony by Staft 

RUCO and Mr. Schoempalen on Ihe cost of capital and rate of return applied to 

the fair value rate base, and the determination of operating income. 

1, 

01. 
A1 . 

Q2. 

A2. 

Q3* 

A3. 

Q4* 

A4. 

INTRODUCTION AND PURPOSE OF TESTIMONY. 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name i s  Thoinas J. Bourassa. My business address is 139 M7, Wood Drive, 

Phoenix, Arizona 85029. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN TEIS CASE? 

On behalf of the applicant, Goodman Water Company (“GQ7C” or the 

“Company”). 

HAVE YOU PMVIOZTSLY SUBMITTED DIRECT AND REBUTTAL 

lllESTIMONY IN THE INSTANT CASE? 

Yes, my direct testimony was submitted in support of the initial application in thi: 

docket. There were two volumes, one addressing rate base, income statement a n c  

rate design, and the other addressing cost of capital. My rebuttal testimony W E  

also submitted in two separate volumes. Each of those testimonies included m; 

associated schedules. 
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LT. 

Q5. 

A5.  

Q6. 

A6. 

Q7m 

A7. 

SUMMARY OF GWC’S REJOINDER POSITION 

WHAT IS THE REVENUE INCREASE TEAT THE COMPANY IS 

PROPOSING IN THIS REJOINDER TESTIMONY? 

The Company is proposing a total revenue requirement of $855,107 which 

constitutes an increase in revenues of $260,648 or 43.85% over adjusted test yem 

revenues. 

HOW DOES TBls COMPARE WITH TRE COMPANY’S REBUTTM 

FILING? 

In the rebuttal filing, the Company requested a total revenue requirement oi 

$857,176, which required an increase in revenues of $262,717, or 44.19% 

WHAT ARE THE PROPOSED REVENUE REQ’tJIREMENTS AND RATE 

lhTCREASES FOR THE COMPANY, STAFF, RUCO, AND INTERVENERS 

AT THIS STAGE OF THX PROCEEDING? 

The proposed revenue requirements and proposed rate increases are as follows: 

Revenue Requirement Revenue Incr. % Increase 

Company Rebuttal $ 857,176 $ 262,717 44.19% 

RUCO Surrebuttal $ 603,174 $ 8,715 1.47% 

Staff Surrebuttal $ 775,283 $ 180,824 3 0.42% 

Interveners $ 498,047 $ (74,704)l -1 3.04%’ 

Company Rejoinder $ 855,107 $ 260,648 43.85% 

Company proposed direct adjusted test year revenue of $572,751 minus $498,047 as shown ir 
Schoernperlen Surrebuttal Schedule D on page 15 of Surrebuttal Testimony of Jarnet 
Schoemperlen. 
${74,704) divided by $572,751. 2 
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Q8 

A8, 

Q9- 

A9. 

WLN IS THE REQUESTED REVENUE JNCREASE LOWER IN GWC’S 

RE;TOIM)ER FIL,ING COMPARED TO TEE REBUTTAL FILING? 

The Company has revised its property tax computation to utilize a 20% assessment 

ratio rather than a 21% assessment ratio. This has reduced the Company proposed 

djusted property tax expense and has also resulted in a slight reduction to adjusted 

test year income taxes. The Company proposed rate base of $2,298,376 and 

proposed operating expenses other then property taxes and income taxes of 

$490,46 1 remains the same as it proposed in its rebuttal filing. 

HAS TEE COMPANY REVISED ART OF ITS REBUTTAL PROPOSED 

REVENUE AND/OR EXPENSE ADJUSTMENTS OR ADOPTED ANY 
ADDITIONAL ADJUSTMENTS PROPOSED BY STAFF OR RUCO? 

Other than the change to property tax expense and income tax expense mentioned 

above, the rate base and income statement adjustments are the same. These 

adjustments were described in detail in my Rebuttal Testimony. 

QlO. PLEASE SUMMARIZE TBE COMPANY’S OPERATING INCOME 

ADJUSTMENTS TO ITS INITIAL RECOMMENDATIONS AT THIS 

STAGE OF TBE PROCEEDING AND THE POSITIONS OF STA.FF’ ANI 

RUCO. 

A1 0. The operating income adjustments as follows: 

Depreciation Expense - This adjustment increases depreciation expense b! 

$13,620 and reflects the Company’s proposed depreciation rates and plant-in 

service amounts. The Company agrees with the Staff proposed depreciation rates. 

Compare depreciation rates on Coinpany Rejoinder Schedule C-2, page 2 and Staff Surrebutta 
Schedule GLF-16. 
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It also appears that RUCO utilizes the Staff proposec depreciation rates.4 

Differences in the parties’ respective level of depreciation expense are due to 

differences in each of the parties’ recommended plant-in-service amounts. 

Property Taxes - This adjustment reduces property tax expense by $2,250 to reflect 

the application of the modified Arizona Department of Revenue (“ADOR”) 

property tax formula. The Company and Staff agree on the use of the modified 

ADOR formula and the adjusted test year level of property tax of $19,049.5 While 

RUCO utilizes the modified ADOR formulation, RUCO recommends property tax 

expense of $17,729.6 RUCO’s recommended property tax expense excludes 

$1,320 of taxes on parcels where as both the Company and StafT recommendations 

include these property taxes, 

Rate Case ExDense - This adjustment increases mud rate w e  expense by 

$20,000 to $40,000 reflecting the Company’s request for $160,000 of rate case 

expense amortized over 4 years. Staff proposes $160,000 of  rate case expense 

normalized over 4 years or $40,000 annually.7 RUCO has not proposed any 

changes to the Company’s initial request of $80,000 amortized over 4 years 01 

$20,000 annually. 

Revenue Anndization - The Company is proposing a revenue arinualizatior 

adjustment of $21,708. Both Staff and RUCO have adopted the Campmy’s 

Compare depreciation rates on RUCO Surrebuttal Schedule TJC-10 and SMf Surrebutta 
Schedule GLF-16 
’See Company Rejoinder Schedule C-2, page 3 and Staff Surrebuttal Scliedule GLF-17. 

See RUCO Surrebuttal Schedule TJC-11. 
Surrebuttal Testimony of Gordon L. Fox (L‘Fox Sb.”) at 26. 
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proposed revenue mualization adjustment.’ 

Water Testing - This adjustment increases Water Testing Expense by $1,568 and 

reflects the adoption of StafPs proposed adjustment and adjusted test year level of 

expense.’ RUCO has also adopted Staff proposed adjustment to Water Testing 

Expense. lo  

Purchased Power hnualization - This adjustment increases Purchase Power 

Expense by $577 and reflects the increase in pumping power costs for additional 

gallons to be sold by annualizing revenues to the year-end level of customers. 

Both Staff and RUCO have adopted the Company’s proposed revenue 

anoualization adjustment. l1 

Interest Synchronization - Tlis adjustment hicreases Interest Expense by $1,613 

and reflects interest synchronization with rate base. Both Staff and RUCO propose 

to interest synchronize interest expense with their respective recommended rate 

bases.12 

Income Taxes - This adjustment reduces income taxes by $12,794 reflecting the 

application of statutory state and federal income tax rates to the Company’f 

adjusted taxable income. Both Staff and RUCO compute income taxes using t h e  

’ Fox Sb. at 7; Surrebuttal Testimony of Timothy Coley (“Coley Sb.”) at 43. 
Fox Sb. at 27. 

l o  Coley Sb. at 4. 
Fox Sb. at 33; Coley Sb. at 4. 
See Staff Surrebuttal Schedule GLF-2; Coley Sb. at 47. 
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Q l l .  

A l l .  

Q12. 

A12 

applicable state and federal income tax rates to their respective adjusted taxable 

income. 13 

PLEASE SUMMARIZE ANY REMAINING OPERATING INCOME 

rssms m DISPUTE BETWEEN THE PARTIES. 

The following areas remain in dispute Wjth RUCO: 

Salaries and Wages and related Payroll Taxes - RUCO proposes to reduce Salaries 

and Wages by $4,986 and Taxes Other Than Income by $372.14 The Company 

disagrees with RUCO’s proposal. 

Contractual Services - RUCO proposes to reduce Conaydctual Services by 

$2,493.15 The Company disagrees with RUCO’s proposal. 

PLEASE SUMMARIZE THE COMPANY’S PROPOSED RATE BASE 

ADJUSTMENTS TO ITS INITIAL RECOMMENDAmONS AND TH3E 

POSITIONS OF STAID! AP’D RUCO AT THIS STAGE OF THE 

PROCEEDING. 

The rate base adjustments proposed by the Company have not changed from it: 

rebuttal filing. They are summarized as follows: 

Storee Reservoir U~sizing - The Company proposes the removal of $72,350 0. 

l 3  Fox Sb. at 8; Coley Sb. at 47, 
l 4  Coley Sb. at 4. 
l 5  Id. 

6 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

1s 

2c 

21 

22 

2: 

24 

2! 

26 
LAWRENCE V. 

ROBERTSON, JI; 

T U ~ A C ,  AUIZOU a6646 

A’ITORNEY .ST LAW 
P.O. Box 1448 

(520)-398-0411 

costs related to upsizing the 530,000 gallon storage W 1 6  from Account 330.1 - 

Storage Tanks. SMf is in agreement with the Company’s proposal. 

Land - The Company proposes to reduce the laud cost by $35,000 based on the 

appraisal of Company witness, h k  Ferenchak. Staff proposes to reduce the cost 

of land by $379,837.j7 Mi.. Schoemperlen proposes to reduce the land cost by 

$369,500.’’ 

Plant Reclassification - The Company has adopted Staff’s recommendation tc 

reclassify water treatment equipment costs totaling $15,947 from account 320 - 

Water Treatment Plant to account 320.2 - Chemical Solution Feeders.lg Tht 

Company has also adopted StafYs recommendation to reclassify storage reservoii 

costs totaling $836,890 from account 330 - Storage Reservoirs and Standpipe tc 

account 330.1 - Storage Tanks ($384,827) and account 330.2 - Pressure Tank: 

($452,063).’* The net jmpact of both of these plant reclassifications on PIS an( 
rate base is zero. RUCO has not adopted Staffs plant reclassificatioi 

recommendations, 

Accumulated Dmreciation - “he Company proposes to increase accumulater 

depreciation (((Am) by $2,510. This adjustment reflects the impacts of i 

’‘ The actual tank size is 600,000 gallons, but the useable capacity is $530,000 gallons. 
j7  Fox Sb. at 18, Staff originally proposed to reduce the land cost by $369,500 (see Direc 
Testimony, but has revised its recommendation to reduce the land cost by $379,837. 

See Surrebuttal Testimony of James Schoemperlen (“Schoeniperlen Sb.”) at 5 an 
Schoernperlen Schedule M. 
l9  Fox Sb. at 4. 
2o Id. at 6. 

18 
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correction of a computational error for 2007 and the removal of AID related to the 

removal of the cost of the tank upsizing discussed above. Staff proposes to 

reduce A/D by $7,910” whereas RUCO proposes to reduce AID by $3,26822. Both 

RUCO and Staff propose A/D balances which reflect their respective 

recommendations for plant-in-in-service. 

Accumulated Deferred Income Taxes - The Company proposes to reduce 

accumulated deferred income taxes (“ADIT”) by $5,713 to reflect the Company’s 

proposed changes to PIS, and A/D. StafT proposes to reduce ADIT by $16,936 

whereas RUCO proposes to increase ADIT by $50,545. These are presumabl> 

based y o n  StafFs and RUCO’s recommendations to PIS, A B ,  and Advances-in- 

Aid of Construction (“AIAC”). 

Q13, PLEASE SURlMGRlzE ANY REMAINING RATE BASE ISSUES IP 

DISPUTE BETR7EEN THE PARTIES. 

A13. The following areas remain in dispute with Staff and RUCO: 

Not Used and Useful Plant - Staff proposes to remove $128,600 f?om transmissiol 

mains to reflect lines that S h l T  has determined to be not used and Tht 

Company disagrees with Staff’s proposal. 

Excess Capacity - RUCO proposes to eliminate $1,360,580 of PIS costs an( 

21 Fox Sb. at 21. 
22 Coley Sb. at 2. 
23 Fox Sb. at 20, 
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$269,307 of A/D which RUCO deems excess capaCity.2' Mj-. Schoemperlen 

proposes to eliminate of PIS costs $578,003 which Mr. Schoemperlen deems 

excess capacity.25 The Company disagrees with both Mr. Schoemperlen's and 

RUCO's proposals. 

Tank Over-Sizing - Mr. Schoemperlen proposes to remove $132,677 of tank over. 

sizing?6 The tank over-sizing cos1 

wras $72,350 and this is the arnount the Company has proposed as an adjustment. 

The Company disagrees with this amount. 

Advances-in-aid of Construction C"AIAC"] - Staff proposes to remove $128,60C 

from AIAC which is related to its recommendation to remove $128,600 ol 

transmission main ~osts .~ '  Although the Company does not agree with the remova 

of the transmission main costs, if the Conmission adopts Staff recommendatior 

regarding transmission mains, then this would be an appropriate adjustment to tht 

AIAC account. 

RUCO proposes to remove $497,983 of AIAC which is a related adjustmen 

to RUCO's excess capacity adjustments to PIS.28 The Company does not agrot 

with the RUCO proposed excess capacity adjustment and therefore does not agrec 

with RUCO's proposed adjustment to AIAC. 

24 Coley Sb. at 2. 
25 See Schoemperlen Schedule M. 

27 Fox Sb. at 22. 
28 Coley sb.  at 3. 

26 ri, 
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m. 
Q14. 

A14. 

Q15. 

A15. 

RATE, BASE 

WOULD YOU PLEASE IDENTIFY THE PARTIES’ RESPECTIVE RATE 

BASE RECOMMENDATIONS? 

Yes, the rate bases proposed by the pasties at this stage in the proceeding are as 

follows: 

OCRB FVRB 

Company Rebuttal $ 2,298,376 $ 2,298,376 

RUCO $ 1,755,188 $ 1,755,118 

Staff $ 1,974,781 $ 1,974,781 

Interveners $ 1,317,239 $ 1,317,239 

Company Rejoinder $ 2,298,376 $ 2:298,376 

A, ,Plant-in-service. 

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED 

ORIGINAL COST RATE BASE? 

The Company‘s rate base adjustments to OCRB at this stage of the proceeding are 

detailed on rejoinder schedules €3-2, pages 3 through 5. Rejoinder Schedule B-2, 

page 1 and 2, summarize the Company’s proposed adjustments and the rebuttal 

OCRB. 

Rebuttal B-2 adjustment 1, as summarized on Rejoinder Schedule B-2, page 

2, consists of two adjustments labeled as “A”, “B”, and “C” on Rejoinder Schedule 

B-2, page 3. 

Adjustment A, of Rejoinder B-2 adjustment 1, reflects a reclassification of 

plant costs. The Company proposes to reclassify water treatment equipment costs 

totaling $15,947 from account 320 - Water Treatment Plant to account 320.2 - 

10 
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Chemical Solution Feeders. The Company also proposes to reclassify storage 

reservoir costs totaling $836,890 fiorn account 330 - Storage Reservoirs and 

Standpipe to account 330.1 - Storage Tanks ($384,827) and account 330.2 - 
Pressure Tanks ($452,063). Both of these reclassifications reflect the adoption of 

StafPs recommended  reclassification^.^^ The net impact of both of these plan1 

reclassXications on PIS and rate base is zero. 

Adjustment B reflects a decrease to PIS (Account 330.1 - Storage Tanks) 

Staff has adopted this for storage reservoir upsizing costs totaling $72,350. 

adjustment.3o 

Adjustment C reflects a decrease to PIS (Account 3303 - Land and Lanc 

Rights) of $35,000 to reflect an appraisal of the land at the time the land parcel5 

were devoted to public service by Mi-. Ferenchak.3’ 

1. Response to Staff Surrebuttal Testimony on Stafls Proposec 
Land Adiustrnent 

Q16. BREWL\’ SUMMARZZE THE COMPANY AND THE STAF’I? POSITCOP 

REGARDING THE LAND VALUES? 

A16. Put simply, it is Staff position that since the NARUC Guidelhes for Cos 

Allocation and Affiliate Transactions (the “Guidelines”) generally call fo 

recognizing the land transaction (an affiliate transaction) at the lower of prevailin! 

market price or net book value and since the Company has not provided the boo1 

value momt,  Stafi: is proposing to use the 2009 Pinal County Assessor’s Full Cas1 

Value (“FCV’’) as the value of the land for the four 

29 Id. 
30 Fox Sb. at 20. 

3’ See Rebuttal Testimony of John Ferenchak EI (“Ferenchak Rb.”). 
32 Fox Sb. at 17. 
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The Company’s position is that the book value of the land of EC 

development is irrelevant. The value of the land, established by the independent 

appraisal of Mr. Ferenchalc, is the cost to Goodma Water Company at the time’the 

land was devoted to public service which is consistent with the ACC i u l e ~ . ~ ~  The 

Guidelines upon which Staff relies were developed for large electric and gas public 

utility holding companies that provide both regulated and unregulated services and 

products and were not intended to be rules or Not only do the 

Guidelines state this, but the NARUC resolution adopting the Guidelines also states 

this. I have attached the NARUC resolution at Rejoinder Exhibit TJB-RJ1. I have 

also attached at Rejoinder Exhibit TJB-RJ2 a copy of a study prepared by Deloitte 

& Touche back in 1999 when the Guidelines were being drafted by NARUC fcx 

electric and gas utilities. This provides a helpll  background to the types of cos1 

allocations and transfer pricing and an idea of the range of practices among state 

public utility commissions. The bottom line is that the Guidelines have never beer 

formally adopted by the Commission for any type of utility (electric, gas, water: 

andlor wastewater) through proper rule malung by this Commission and should no1 

be applied here. 

Q17. DO YOU HAVE ANY FURTEER COMMEhTS ON THE GUIDELI.NEt 

AND THE APPLICABIWTY OF THOSE GUIDELINES IN THE INSTAN1 

CASE? 

A17. Yes. The method for recording the transfer of assets at the lower of cost OF marke 

value as prescribed in the Guidelines is not universally accepted. While 1 have no 

conducted an exhaustive search, I have found a few examples of policies md/o 

33 See Rebuttal Testimony of Thomas J. Bourassa (“Bourassa Rb,”) at 5. 
34 Id. 
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35 Oregon Administrative Rule 860-036-0739.3.a. 
36 Public Utility Cornmission of Texas, Electric Substantive Rules, Chapter 25, Subchapter K, 
Section (e). 

rules adopted by various public utility commissions. The California Public Utility 

Commission (“CPUC”), for example, requires the transfers of assets from an 

affiliate to a water utility to be at the fair market value, CPUC Standard Practice 

U-21-W, Non-Tariffed Service Offerings and Information on Affiliate Transactions 

states: 

RuIe 21. Trazzsfers of Tangible andIntan ‘ble Assets and Goods to 

good to Water Utility from any affiliated company or its holding 
companies shall be in compliance with the apphcable provisions of 
the statutes, law and consistent Commission olicies. Unless in 

such asset or goods transferred from an affiliated sister company or 
its holding companies to Water Utility shall be at fair market value. 
Water Uality may seek rior authorization from the Commission, 
however, by filing an appication or advice letter for a determination 
of the appropriate value of an asset or good. (emphasis added) 

Water Utility. Any transfer of any tangi f le or intangible asset or 

conflict with the statutes, law and consistent 8 ommission policies, 

The Oregon Public Utility Commission (“OPUC”), on the other hand, requires thal 

when an asset is transferred to a water utility ftom an affiliate, the asset shall be 

recorded as the lower of net book value or fair market value similar to the 

G~idelines.~’ The Public Utility Commission of Texas does not appear to have E 

specific rule for water utilities, however, the applicable rule on Siliate assel 

transfers for electric service providers states: 

Purchase of products, services, or assets by a utility from its 
affiliate. Products, services, and assets shall be priced at levels that 
are fair and reasonable to the customers of the utility and that reflect 
the market value of the product, service, or asset. 

Ql8. PLEASE COMMENT ON STAFF’S DESCRIPTION OF THE 

CIRCUMSTANCES SURROUNDING TEE LAND TRANSACTION? 

1.3 
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A 8. 

Q19. 

A19. 

First, let me state that the Company does not disagree with Staff that non-arm’s 

length transactions require more s~rutiny.3~ To that end, Stdf has no direct 

concerns over accepting the appraisal of the land by Mr. Ferenchak or to Mi. 

Ferenchak‘s independence or his abilities as an appraiser or his personal integrity.38 

However, because Staff has concans of the circumstances surrounding the 

transaction, including the fact that it was not an arm’s length tramaction, Staff 

believes that the transaction requires a “healthy level of skepti~ism’’.~~ In response 

to questions raised by Staf f  related to the valuation date(s) and over the 

independence of Mr. Naifeh;’ the Company engaged Mr. Ferenchak to perform an 

independent appraisal that addressed Staffs concerns. 

WHAT ABOUT THE FAILURE TO RECORD THE LAND TRANSACTION 

mi A TIJMELY MANNER? 

The fact that the land transaction was not recorded in a timely manner is not 

particularly alarming. Bookkeeping mistakes among both small and large utilities 

are not uncommon. In a recent rate case for a relatively large water utility, Bella 

Vista Water4’, retirements were not recorded during the period,of time from wher 

Liberty Water acquired Bella Vista Water hi 2003 to the end of the test yea 

(2009). That said, in my experience there are bookkeeping mistakes identified in 
most cases which range from simple misclassification of plaut assets to failure tc 

record transactions. These mistakes can range for the immaterial to the material. 

37 Fox Sb. at 16. 
38 Fox Sb. at 15-16. 
39 Id. at 16. 
40 Fax Sb. at 15 and 16. 
d l  See Rocket No. TV-02465A-09-0411, et nl. 
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Q20. 

A20, 

QZl. 

A21. 

PLEASE RESPOND TO M R .  FOX’S TESTIMONY ON PAGE 16 THAT 

THE CIRCUMSTANCES PROVIDED TEE COMPANY AND INCENTIVE 

TO OBTAIN A HIGH APPRGZSAL VALUATION AND TO SEEK AN 

APPRAISER THAT WOULR RENDER A FAVORABLE CONCLUSION? 

The facts do not support Mr. FOX’S assertion. While we can disagree about 

whether Mr, Naifeh’s appraisal was independent, Mr. Naifeh has testified that his 

appraisal was not influenced by Mr. Shiner or anyone else and not based upon a 

requested minimum valuation or a specific determination of value.42 Further, Mr, 

Naifeh was hired to prepare an appraisal in 2008 shortly after it was discovered that 

the land was not recorded on the books. There was nothing nefarious about that. 

Mr. Shiner erred in requesting a June 2008 valuation date. However, this vrrm not 

an attempt to maximize the land value or obtain a more favorable opinion of value 

but rather an incorrect assumption on Mr. Shiner’s part about the correct valuation 

date. That said, the question over the value of the land at the time(s) the four 

parcels were devoted to public service has been resolved by the appraisal by Mr, 

Ferenchak with whom Staf€ does not have a concern. 

DOES THE MANNER IN WHICH THE COMPANY PAID FOR THE LAND 

RAISE ANY SUSPICIONS ABOUT THE TRANSACTION? 

No. As Mr. Fox correctly testified, the land was paid for though a coinbination oJ 

stock, cash, and seller short-term financing,.43 This is not unusuai nor should ii 

raise any suspicions as Mr. Fox asserts.44 Mr. Fox does not explain why thc 

42 Naifeh Rb. at 8. 
Fox Sb. at 16. 

44 See Decision 70052 (December 4,2007). Valley Utilities Water Company purchased land an< 
equipment. from an fliliate through a combination of stock and short-term debt. 

43 
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method of financing raises suspicions, only that it does. Mr. Fox’s unexplained 

and unsupported assertion, just as his mention of the failure to record that land in a 

timely fashion, is no more than a distraction. Ultimately, Staff seeks to have the 

land valued at the lesser of market value or book cost as set forth in the NARUC 

audit guidelines for affiliate transactions (the “Guidelines”), Mr. Fox admits that 

even if Mr. Ferenchak’s appraisal i s  an accurate representation of the market value 

of the land at the times the parcels were devoted to public service, the Guidelines 

require the land to be recognized at the book value of EC Devel~prnent.~’ 

Q22, SINCE STAFF FXLED ITS SURREBUTTAL TESTIMONY EIAS THE 

COMPANY PROVIDED THE BOOK VALUE INFORMATION TO ALL OF 

THE PARTIES .IN THCS CASE? 

A22. Yes. Again, while the Company believes that the book value of EC Development 

is irrelevant, the Company has determined the Mly allocated cost (the book value) 

of the four parcels to be $255,000.46 

Q23. UrHY IS THE MARKET VALUE OF THE LANR THE APPROPRIATE 

BASIS? 

A23. Putting aside that utilizing the market price is consistent with the established ACC 

market based transfer prices shauld be considered by the Commission a 

fair since the price for a utilitylaffiliate transaction would be the s m e  as the price 

for a non-affiliate transaction and avoids confiscation by regulators of property thai 

is devoted to public service. 

45 Id. 
See Supplemental Response to [ntervener Data Request 5 .  

47 Bourassa Rb at 5.  
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Q24. 

A24. 

Q25. 

A25, 

Q26. 

A26. 

Q27. 

HAS TEE MARKET VAlLvE OF LAM) PURCHASED FROM AN 

AIWILIATE BEEN RECOGNIZED BY STAFF AND THE COSMMISSION 

mT THE FAST? 
Yes. In Decision 70052 (December 4, 2007) the Commission accepted the 

appraised value of land and other equipment purchased from an affiliate as its cost 

and accepted the method of financing the purchase. In this financing proceeding, 

Valley Utilities Water Conipmy (“VUWC’’) sought approval of the purchase of 

land and equipment from an affiliate. The transaction involved W W C  using a 

combination of stock and a short-term note in the purchase. 

WAS THE BOOK VALUE OF THE LAND AND EQUIPmNT EVER AN 

ISSUE IN THE v[TwCO PZhTANCING CASE? 

No. Staff did not even make an inquiry as to the book value of the land. 

WAS “EIE VALUE OF TFIE LAND INCLUDED IN THE RATE BASE 

ADOPPTED BY THE COlVlMIiSSION IN VUWCO’S SUSSEQUEhT RATE 

CASE? 

Yes. I was WWC’s  rate consultant in that caSe and there were no issues related tc 

the land value.48 

2. ResDonse to Schoernperlen Surrebuttal Testimonv on Prows& 
Land Adiustment 

HAVE YOUR REVIEWED MR. SCHOEMPERLEN’S SURREBUTTAI 

TESTIMOhT REGARDING TEE VALUE OF THE LAND? PLEASE 

4gSee Decision 71482 (February 3,2010) and Docket No. W-01432A-084586. 
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A27 I 

Q28. 

ma. 

Yes. Like Staff, Mi. Schoemperlen proposes using the lower of book value or 

market value for the cost of the land as set forth in the NARUC Guidelines. 

However, the NARUC Guidelines have never been formally established by this 

Commission as the “rules”. Further, as I previously testified this Commission has 

accepted the market value of property purchased from an affiliate as the basis of 

cost. 

3. Response to Staff Surrebuttal Testimonv on Staff‘s Proposed 
Not Used and Useful Plant Adjustment 

DO YOU HAVE ANY ADDITIONAL COlMMENTS REGARDING STAFF’S 

DISALLOW CERTAIN MAINS BECAUSE THEY ARE NOT USED AND 

USEFUL? 

Putting aside the fact t!mt these mains were installed with a reasonable expectation 

of customer growth materializing, Staff‘s recommendation sufferss, in part, from the 

fact that Staff seeks to elinlinate mains that are clearly within the scope of Staffs 5 

year planning horizon customer growth computation and as such must be 

considered used and useful. Let me explain. The Company has installed mains 

and services for 854 lots4’ which the Company seeks to include in rate base. There 

are currently 959 plaited lots and there are no mains installed to serve 105 of those 

lots, StafT projects 875 customers through 2014 (using Staffs 5 year planning 

horizon). So the criteria to evaluate the used and usefulness of plant exceeds the 

available lots that home can be sen~iced, Accordingly, these mains should be 

considered used and useful. 

49 There 837 lots with service lines and 17 without service lines. 
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Q29. WHICH iYLAINS THAT STAFF SEEKS TO DISALLOW SERVE OR WILL 

SERVE A PORTION OF THE AVAILABLE 854 LOTS? 

429. First, the section of main along Running Roses Lane (and Center Circle Trail) 

which Staff seeks to disallow totaling $4O,37g5O was part of Phase V and will serve 

lots 772 through 776, lots 847 and 848, and lots 859 through 845 (14 lots).'l A s  a 

side note, a request for service was received by the owner of Lot 773 just recently 

(April 201 1). Second, the mains and appurtenances along Sparkle Spur Lane will 

serve lots 708-718 (1 1 lots). 

Q30. CURRENTLY, HOW MAW LOTS WITH METERS ARE THERE? 

430.  716. That means there are 139 infill lots (854 - 716 -I- 1) or lots without meters. AI 

the current rate of growth, the 139 lots will be absorbed by the end of 2014, 

Q31. WHAT ABOUT THE COST OF THE OTEER MAINS STL4F"E" SEEKS TO 

DISALLOW? 

Q31. The cost of the 12 inch main fiom Water Plant #1 to the Proposed Well Site #3 

totaling $5Q,58652 and the 12 inch main froin Edwin Road to the end of the linc 

(southwest corner)53 was prudently installed for the reasons cited by Mr. Taylor." 

While these mains do not specifically serve individual lots, the cost of these main: 

were prudently incurred and it is good public policy to recognize these mains. 

50 See Surrebuttal Testimony of Marlin Scott ("Scott Sb.") at 3. 
Phase V construction was halted due to the downturn in the economy and the mains planned fo 

lots 777 through 858 (except for 847 and 848) along Running Roses Lane and related side street2 
were not installed. 
52 Scott Sb. at 3. 

54 See Rebuttal Testiniony of Mark Taylor ("Taylor Rb.'') at Page 16. 
53 Id. 
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Q32. WEREN'T ALL OF =SIC MAINS FUNDED WITH DEVE 

ADVANCES? 

0PER 

A32. Yes. Consequently, rate payem have been shielded from the risk of the installation 

of these mains as the net impact of these mains on rate base is zero. 

Q33, ISN'T THERE A DEPRECIATION EX3?ENSE IMPACT FROM TEIESE 

M m S ?  

A33. Yes. The impact on annual depreciation expense is about $2:572 ($128,600 times 

2%). This translates to about 34 cents per monthly bill based upon the test yem 

end number of customers ($2,572 divided by 626 divided by 12). That said this 

depreciation expense in rates helps the Company meet its refund obligations. 

4. Response to Staff Surrebuttal Testimony on Accumulated 
Deferred Income Taxes fLLADIT") 

Q34. DO YOU HAW ANY COMMENTS ON STAFF'S COMPU",D 

A C m m D  DEFERRED TAX AMOUNT? 

A34. Yes, I believe that Staff3 coniputation contains an error which overstates Staff': 

proposed ADIT balance, k t  me explain. In reviewing Staffs work papers I haw 

found that S M €  over adjusted the AIAC balance used in iis computation b j  

$128,600. In other words, Staff double counted its disallowance to AIAC 0: 

$128,600. The adjusted balance of AIAC set forth in Staffs computation (befort 

adjusting for the unrealized AIAC) is $1,844,705 which is Staff adjusted balance o 

$1,973,305 less the 128,600. However, the $1,973,305 balance already include: 

S t a f f s  reduction of $128,600. The $1,973,305 is the Company's proposed balancc 

of $2,101,905 less $128,600. 
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Q35. 

A35. 

Q36. 

A36. 

Q37. 

A37. 

WHAT IS THE CORRECT BALANCE FOR ADIT BASED ON STAFF’S 

RECOMMENDATIONS? 

$85,656 as shown in the ADIT schedule attached at Rejoinder Exhibit TJB-RJ-3. 

S t a f f s  currently proposed balance of $118,5Q655 is incoirect and $32,850 too 

high.56 

ON PAGE 23, IMR FOX TESTIFIED THAT WHILE HE FINDS THE 

COMPANY’S ADIT METHODLOGY TO BE CORRECT, HE EITHER 

DOES NOT HAVE OR COULD NOT LOCATE THE DATA NECESSARY 
TO VERIFY THE TAX BASIS OF PLANT USED IN THE 

COMPUTATIONS. DO YOU ECAVE A COMMENT? 

Yes. While I believe this information was provided to Staff earlier in the case, I 

will forward to Mr, Fox copies of the relevant portions of the Company’s 2009 

federal tax return which includes the M-1 schedule and the book and tax 

depreciation schedules. 

am not including this information as an attachment. 

Due to the confidential nature of tax return information 1 

5. Response to RUCO’s Surrebuttal Testimony on Excess 
Capacity 

HAVE YOU REVIEWED RUCO’S MODIJ?IF,:D EXCESS CAPACITY 

ADJUSTMENT METHOLODGY AND RATIONALE AND SET FORTH I& 

MR. COLEY’S SURREBUTTAL TESTIMONY? PLEASE COMMENT. 

Yes.  I have reviewed the methodology and the rationale underlying thal 

55 Fox Sb. at 23. 
56 Accordingly, S t a r s  proposed mte base is $32,850 too low. 
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methodology as presented by Mr.. Coley and find that the RUCO approach to 

excess capacity is contrived and has no rationale relationship to the amount of plant 

necessary to serve customers. Further, RUCO seeks to change the Commission’s 

long standing policy regarding a 5 year planning horizon which exists, in part, to 

promote efficient and economical construction of water systems which ultimately 

results in lower costs to rate payers. 

Q38. PLEASE EXPLAXN WHY RUCO’S METHODOLGY HAS NO RATIONAL 

RELATIONSHIP TO THE AMOUNT OF PLANT NECESSARY TO SERVE 

CUSTOMERS. 

A38. Let’s start with the storage tank at Water Plant #3 and assume for the moment thar 

RUCO’s 733 customer base is used as the a l lo~ed  basis of customers including E 

reserve margin.57 Following the Staff engineering witness’s analysis of requirec 

capacity that appears at Exhibit MSJ of Mr. Scott’s surrebuttal testimony, mc 

using 733 customers instead of 875 customers, the required capacity for the storage 

tank is 272,590 gallons which happens to be 91.8% of the usable capacity (8.2% 

excess). RUCO determined that the used and useful capacity of the storage tank i: 

64.15% and 35.85% excess capacity.58 

Q39. PLEASE EXPLAIN HOW YOU DETERMINED THE 272,590 GALLON5 

OF REQUIRED CAPACITY AhTD THE 91.8 PERCENT? 

A39. Following the analysis in Exhibit MSJ of Mr. Scott’s testimony consider tht 

following: 

s7 Coley Sb. at 13. 
’’ Coley Sb. at 17. 

22 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 
LAWRENCE V. 

ROBERTSON, JR 
ATTORNEY AT L A W  

P.O. UOX 1448 
Tumc. A r n Z l m I  85646 

(520)-398-04 I3 

1. The required storage capacity is 408,590 gallons. This amount i s  calculated by 

the fire flow requirement (240,000 GFD) plus the demand at 733 customers of 

168,590 GPD (230 GPD/connection x 733 connections). 

2. The entire 400,000 gallon storage tank, with 316,000 gallons of usable capacity, 

is needed because both wells pump into this tank and this tank serves as the 

chlorination contact chamber. In addition, this tank serves as the main storage 

for fke flow protection for the majority of the water system. 

3. The estimate of the required storage capacity of 408,590 gallons is more than 

the 3 16,000 gallons of usable capacity by 92,590 gallons, 

4, To determine how much of the 600,000 gallon storage tank, with 487,000 

gallons of usage capacity, is needed, consider the fire flow of 180,000 gallons 

(1,500 GPM at 2 hours) for the K-Zone customers plus the 92,590 gallons 

totaling to 272,590 gallons of required capacity. 

5.  The 272,590 of required capacity is 55.9% of the 487,000 gdlons of usable 

capacity. However, the Company has removed the cost for the 190,000 gallon 

up-sizing of the storage tank and this capacity is not part ofthe rate case, which 

would reduce the usable tank capacity to 297,000 gallons (487,000 - 190,000), 

The 272,590 gallons required is 91.8% of the 297,000 gallons of usable tank 

capacity (272,590 / 297,000 x 100). 

Q40. HOW MUCH OP TKE STORAGE TANK COST DOES RUCO SEEK TO 

DIS&LOW? 

A40. $194,456.59 Tbis represents a disallowance of 35.8% of the storage tank cos’ 

($194,456 / $542,431 x loo), Compare this to the computed %xcess” capacity 0: 

8.2% assuming RUCO’s 733 custonier basis is appropriate, which it is not. 

59 Goley Sb. at 18. 
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Q41. 

A41. 

PLEASE CONTINUE WITH YOUR EXPLANATION AS TO WEY RUCO’S 

METHODOLGY HAS NO RATIONAL RNLATIONSBIIP TO TBE 

AMOUNT OF PLANT NECESSARY TO SERVE CUSTOMERS. 

Let’s nex? consider the installed mains. Earlier I testified than water mains have 

been installed to serve 854 lots. Accepting for the moment RUCO’s proposed 

customer base of 733 which underpins RUCO’s excess capacity approach, there are 

installed mains serving 121 more lots than are required (854 - 733). In other 

wards, 85.8% of the mains are used and useful (733 / 854 x 100) and 14.2% of the 

mains ase considered excess (121 / 854 x 100). However, under the RUCO 

approach, RUCO seeks to recognize onIy 66.9% of the cost of the mains. Let me 

explain, On RUCO Surrebuttal Schedule TJC-5, RUCO computes $1,077,430 as 

the allowed amount for plant account 331- Transmission and Distribution Mains. 

The total balance of transmission and distribution mains at the end of the test year 

was $1,611,321 which is the sum of the $628,673 and $982,648 in column A and 

column C, respectively, on RUCO Surrebuttal Schedule TJC-5 for account 331 - 

Transmission and Distribution Mains. The $1,077,430 is 66.9% ofthe $1,6 1 1,32 1 

($1,077,430/$1,611,321). 

The bottom line is that RUCO seeks to disallow 33.1% (100% - 66.9%) of 

the costs of the mains when mtioiidly only 14.2% of the costs should be 

considered excess under KUC0’’s methodology, assuming that the RUCO’ s 

proposed 733 customer base is even accurate, which it is not. 
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DOES RUCO SEEK TO DISALLOW OTHER PLANT AMOUNTS IN ITS 

EXCESS CAPACITY ADJUSTMENT? 

Yes. RUCO, for example, seeks to allow only 84.2% of the pumping equipment 

costs even though those pumps are currently being used to deliver water to 

customers. The pumping equipment must exist whether there are 626 customers 

(the test year-end level of customers) or there are 854 customers (the currently 

serviceable available lots). As I understand it fiom my conversation with the 

engineers at Westland Resources, the number of pumps and the size of the pumps 

that are required on a small water system are primarily sized based upon fire flow 

requirements and not the number of customers. Further, there is no evidence that 

the system has inore pumps than are needed nor is there any evidence of over- 

sizing of the pumping equipment. Put simply, RUCO's excess capacity adjustment 

for pumping equipment has no merit. 

HOW DID YOU ARRTVE AT THE 84.2 PERCENT FIGURE? 

On RUCO Surrebuttal Schedule TJC-5, RUCO computes $815,621 as the allowed 

amount for plant account 3 1 1- Electric Pumping Equipment. The total balance oi 

account 311 - Electric Pumping Equipment at the end of the test year was 

$968,852, which i s  the s~un of the $686,993 and $281,659 in column A and columr 

Cy respectively, on RUCO Surrebuttal Schedule TJC-5 for account 3 11 - Electric 

Pumping Equipment. The $815,621 is 84.2% of the $968,852 ($815,621 I 

$968,852). In other words, RUCO seeks to disallow 15.8% of the pumping 

equipment costs. 
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Q44. 

A44, 

EAVE YOU REVIEWED THE SURREBUTTAL TESTIMONU OF MS, 

JODI JERTCH CONCERNING RESERVE MARGINS AND EXCESS 

CAPACITY? PLEASE COMMXNT. 

Yes. Ms. Jerich acknowledges that water system cannot be designed and 

constructed to serve the exact number of customers in any sort of economically 

efficient mmer.6’ As such, she acknowledges that a reserve margin is necessary 

to address the “real world dilemma that utilities face in balancing the need to 

accommodate growth without over buildk~g”.6~ The Company agrees with Ms. 

Jerich on these points. Ms. Jerich, however, dismisses the Commission’s long- 

standing 5 year planning horizon policy for determining a reasonable reserve 

margin as merely representing an “engineering approach”.” Admittedly, fhe 5 yea 

planning horizon standard‘s underpinnings are based upon real world endneering 

and the practicalities of planning, designing, and constructing water systems. This 

is how it should be. Otherwise, you end up with contrived and arbitrary methods 

for determining excess capacity that have no basis in reality. The storage capacity 

analysis on the storage tank at Water Plant #3 discussed earlier is a perfecl 

example, The real world en&neerina analysis of the storage tank demonstrates that 

even using RUCO’s so called “reserve margin” customer base of 733 customers 

(one year post test year end number of customers plus 10 % reserve margin63> the 

required storage capacity is 91.8% of the usable capacity. Yet, RUCO’s method 

allows for 64.2% of the cost of storage capacity. 

That said, the 5 year planning horizon standard is more than a mere 

See Surrebuttal Testimony of Jodi A. Jerich (“Jerich Sb.”) at 13. 

Jerich Sb. at 15. 
63 Coley Sb. at 19. 

6’ Id. 
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WHAT M-ESSAGE WOULD IT SEND TO INVESTORS AND UTILITIES 

IN TIXIS STATE IF THE COMAlISSION ABANDONS IN LONG 

STANDING POLICY OF USING A FIVE: YEAR PLANNING EORTZON? 

As I stated in niy rebuttal testimony, such a policy would discourage utilities fron 

making investments to proactively address the needs of its customers. Further, i 

places utilities in tlie proverbid “catch-22” whereby regulators (ADEQ, ADWR 

and sound engineering practices demand certain investments to be made while this 

Commission only recognizes a portion of that investment.64 Just as important, 

however, is that investors and utilities that have relied on this policy when making 

investment decisions in the past would be dealt an unfair and dire hand. 

Arbitrarily changing the rules of the r o d  with respect to utility investment in mid- 

stream would not only be unfair, but would have drastic consequences on the 

ability of utililjes to raise capital and on the cost of capital itself. Uncertainty on 

investments increases risk which in t u n  increases capital costs. Ultimately, it will 

be the rate payers that will face bearing the higher cost of plant and the higher cos1 

of capital if this policy were simply thrown out the door for expediency. 
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Q45, 

A45. 

engineering approach even though its underpinnings are engineering related. There 

are at least thee other important aspects to this standard. First, it encourages 

utilities to construct plant in a prudent and econonlically efficient manner which 

over the long-term reduces costs and ultimately the impact on rate payers. Second, 

it helps to minimize the uncertainty with respect to the recognition of capital when 

those investments are made. Finally, it increases the ability of utility companies t c  

raise capital; capital which is needed in order to enable utilities to provide safe and 

reliable utility service. 

64 Bourassa Rb. at 12. 
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1 OEWED THE SURREBUITAL TESTIMONY OF EMS. 
JODI JERICH CONCE-G THE CONCEPTS OF PRUDENCY AND 
USED AR?) USEF’ULhXESS? PLEASE COMMENT. 

Yes. The Company does not disagree with RUCO that the concepts of prudency 

and used and usefulness are separate concepts. But, these two concepts are 

interrelated concepts, particularly in the context ratemaking in Arizona and in the 

context of this rate case. Prudency is typically taken to be synonymous with used 

and usehl. This is what I believe was the basis for the comments from Mr. Olea I 

quoted in m y  rebuttal Let me explain why prudent and use and usefii 

are synonymous in the context of this rate case. It was prudent for the Company tc 

design, plan, and construct its water system in an economic and efficient manner 

which meets all regulatory requirements and which can reliably and safely serve it: 

customers. Even RUCO does not dispute this. In any case, these objectives a r c  

sound and reasonable objectives of all well managed utilities. Prudency demands 

the use of a reasonable planning horizon in order to accomplish those objectives 

The bench& €or a reasonable planning period has historically been 5 years. It i:: 

this time period which RUCO appears to dispute and seeks to redefine. Haviq 

said that, the 5 year planning horizon policy is where the concept of prudency mc 

the concept of used and usefulness intersect and are interrelated. The Company 

having acted prudently using a realistic and reasonable planning horizon 

constructed a water system that necessarily has capacity over and above that whicl 

was needed to serve the exact number of customers at the end of the test y e a  (bu 

with sufficient capacity to serve customers within a 5 year planning horia;on). Thi, 

does not mean this “extra” capacity is not used and usefid capacity. This “extra” 

capacity is “reserve capacity” which has been deemed used and usefil capacity by 
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Q46. 

A46. 

NAVE f 01 RE 

65 Boruwssa Rb, at 11. 
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Q47. 

A47. 

this Commission in the past. Any capacity beyond a 5 year planning horizon is 

“excess capacity” and has been deemed imprudent and not used and useful. 

PLEASE COMMENT ON THE GOLD CANYON SEWER RATE CASE 

WHICH MS, JENCH DISCUSSES ON PAGE 21 OF HER SURREBUTTAL 

I7ESTlMONY 

In the Gold Canyon Sewer Company (“Gold Canyon”) (Rehearing Decision 70624: 

November 19,2008) which Ms. Jerich cites, the Commission determined that there 

was excess capacity and the excess capacity was disallowed in rate base. G6 The 

mention of prudency is conspicuously absent fi-om the language in the concluding 

paragraph in the Decision. By inference, the Commission concluded the exces: 

capacity costs were imprudent. I form this view because in Decision 69664 (Jmc 

28, 2007), the Commission rejected RUCO’s argument for excess capacity anc  

found that the upgrade costs of the wastewater treatment facility at Gold Canyor 

were prudent and recognized that investment in rate base. As the Commissior 

stated in that decision: 

disallowance 

the events sqounding the decision to maease plant capacity to its 
current level. 

the engineering analyses and the context of 

66 Decision 70624 at 9. 
67 Decision 69664 at 6-7. 
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Q48. 
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Q49. 

A49. 

PLEASE COMMENT THE ARIZONA WATER COMPANY RATE CASE 

WHICH MS. JERICH DISCUSSES ON PAGE 21 OF EXER SURREBUTTAL 

TESTXMONY. 

The facts and circmsmces in the Arizona Water Company (“Arizona Water’’) rate 

case (Decision 64282, December 8, 2001) have no bearing on the facts and 

circumstances in the instant case. As I understand it, Arizona Water had installed a 

new steel casing under a highway to serve a subdivision. However, this casing was 

not connected to f&e Company’s water system and there was an existing water line 

in place.6* Arguably, this plant was not even in service and could not reasonably 

be considered used and useful. 

PLEASE COMMENT THE PWIA UTILITY COMPANY CASE WHICH 

MS. JERICH ALSO DISCUSSES ON PAGE 21-22 OF J3ER 

SURREBUTTAL TESTIMONY. 

Again, the facts and circumstances in l.he Pima UtiZity C ~ w t p ~ ~ z y  (“Pima Utili5 

Company”) rate case (Decision 58743, August 11, 1994) have no bearing on the 

facts and circumstances in the instant case. In that case, the Commission addressed 

the inclusion of C W P  in rate base. CWIP, by its very nature, is a distinct class oj 

plant, and does not provide a relevant coniparison to the instant case. Moreover, ir 

that case, the Commission found that the subject plant was built only to sew€ 

htwe customers and that it was not being used at In the instant case, tht  

evidence shows that GWC prudently constructed its plant and that plant was ir 

service and serving customers as of the end of the test year, 

Decision 64282 at 9. 
69 Decision No. 58743 at 4-5. 
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Q50. 

A50. 

Qsl. 

A51. 

PLEASE COMMENT THE LI”CHIi’IED PARK SERVICE COMPANY 

RATE CASES WBO[CE RIS. JERICH DISCUSSES ON PAGE 22 OF ElER 

SURREBUTTAL TESTIMONY, 

RUCU’s reliance an LitctaJield Park Service Co. (“LPSCO”) rate case in Decision 

50273 (September 20, 1979) also does not support the disallowance of prudently 

built plant sought in this rate case. There, the Commission issued an accounting 

order and held that only 50% of the cost of a new treatment facility should be 

included in rate base because only 50% of the plant was being utilized.70 There is 

little discussion and no findings of fact to explain the actions of the utility in 

building the plant, nor does it appear that the utility disagreed or that the maining 

50% of the plant was used and useful. In fact, nearly 10 years later, LPSCO did 

not challenge StafPs recommendation (adopted by the Commission) to continue 

the disallowance because the plant was still not being ~tilized.~’ Again, the plant at 

issue in this case was prudently built and is used and useful as it is the capacity 

needed to service customers over a reasonable planning horizon of five years. 

ULTIMATELY ISN’T RUCO SUGGESTING THE PLANT WAS NOT 

PRUDENTLY CONSWCTED AND THEREFORE NOT USED AND 

USEFUL? 

Yes. Despite Ms. Jerich’s lengthy discussion on the meaning the terns “prudent” 

and “used and useful”, ultimately it boils down to a question of prudency. This is 

evidenced by the fact that Mr. Coley questions whether the Company actec 

prudently when it built the plant.72 In this case, RUCO ultimately seeks tc 

70 Decision No. 50273 at 2.  
71 LitchJield PmkService Co., Decision No. 56362 (February 22, 1489). 

Coley Sb. at 34. 72 
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Q52. 

A52. 

Q53, 

A53. 

challenge the prudency of the Company’s actions with respect to the construction 

of ils system by redefining the measurement of the reserve margin. In other words, 

RUCO seeks to impose a two year planning horizon using an afier-the-fact analysis 

in place of the long-standing policy of a 5 year planning horizon. 

6 .  Response to Schoemperlen’s Surrebuttal Testimony on Excess 
Caaacitv 

RAVE YOU REVIEWED MR. SCHOEIMPERWEN’S MODIFIED EXCESS 

CAPACITY ADJUSThlENT hlETHOLODGY ANI3 RATIONALE AND SET 

FORTH IN HIS SURREBUTTAL TESTIMONY? PLEASE COMMENT. 

Yes. I have reviewed the methodology and the rationale underlying that 

methodology as presented by Mi.  Schoemperlen and find that, like the RUCO 

approach, his approach to excess capacity has no rationale relationship to the 

amount of plant necessary to serve customers. Further, like RUCO, M i  

Schoemperlen seeks to change the Commission’s long standing policy regarding a 

5 year planning horizon which exists, in part, to promote efficient and economical 

construction of water systems which ultimately results In lower costs to rate payers. 

PLEASE BRJJ3FLY EXPLALN M R .  SCHOEMPERLEN’S MXTECODOLGY 

FOR DETERlSIINING EXCESS CAPACITY. 

Mr. Schoemperlen focuses his adjustment on the Phase IV and V costs and in 

particular on the Company funded portion of these costs. As shown on 

Schoemperlen Surrebuttal Schedule M, the total of the apportioned Phase rV and V 

costs used as the basis of his computation is $755,560. The $755,560 is then 

multiplied by h4i Schoemperlen’s unused capacity factor of 85% and then 

multiplied by 90% to account for reserve capacity. M. Schoemperlen’s computed 
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adjustment to PIS is $5 8,OO ($755,560 x 85% x 90%). 

Q54. HOW DID MR. SCHOEMPEBLEN’S COMPUTE THE UNUSED 

CAPACITY OF 85 PERCENT? 

First, h k  Schoernperlen computes the percentage of “used” lots as of February 20, 

2011 by dividing the total of the r‘used” lots for Phase IV-B, IVC, a future phase, 

and “unpfanned capacity” (capacity €or Eagle Crest West} or 105 lots by the total 

lots planned for Phase IV-E, IVC, a future phase, and “mplanned capacity” 

(capacity for Eagle Crest West) or 701 The percentage of used capacity he 

computes is 15% (105/701 x 100). The percentage of unused lots is therefore 85% 

A54. 

(100% - 15%). 

Q55. WBAT’S WRONG WITH THIS MEX’ECODOLOGY? 

A55. First, Mr. Schoemperlen includes the “unplanned capacity” of 330 for the 

Eagfe Crest West development, However, he has already removed the storage 

tank-upsizing costs which were for this development as part of a separate PIS 

adjustment that he proposes. Recall the $132,677 of storage tank upsizing cost Mr. 

Schoemperlen proposes to disallow.75 That said, the 330 lots should be excluded 

fiom his total of 701 planned lots since there is no capacity costs for these lots. 

Second, Mr. Schoemperlen includes $72,350 of storage tank up-sizing costs in the 

total of his apportioned costs for Phase Tv and V of $755,560. He effectively 

double counts the costs of the tank over-sizing in his computations. 

73 See Schoemperlen Surrebuttal Schedule N. 
74 The Eagle Crest West Development is a future commercial development with planned required 
capacity of 330 equivalent dwelling Units (“EDU’s”). It is assumed that “lots” aid “EDU’s” as 
the same for purposes of Mr. Schoemperlen’s analysis. 
75 &e Schoeinper1e.n Surrebuttal Schedule M. 
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1. The required storage capacity is 41 1,350. This mount is calculated by the fir< 

flow requirement (240,000 GDP) plus the demand at 745 customers of 171,35( 

GPD (230 GPD/connection x 745 connections) 

2. The entire 400,000 gallon storage tank, with 316,000 of usable capacity, ii 

needed because both wells pump into this tank and this tank serves as thr 

chlorination contact chamber. In addition, this tank serves as the main storage 

Q56. 

A56. 

Q57. 

A57. 

76 The 745 is the sum of the 572 used lots for Phase I, 11, m, and IVA and the 105 used lots for 
Phase NB, IVC, and V and a 10% reserve margin (572 + 105 = 677 plus 677 x 10%). 
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PWEASE EXPLAIRT WHY MR SCHOEMPERLEN’S METHODOLGY ELAS 

NO RATIONAL RELATIONSHIP TO THE AMOUNT OF PLANT 

NECESSARY TO SERVE CUSTOMERS. 

Let’s start with the storage tank at Water Plant #3 and assume for the moment that 

Mr. Schoemperlen’s customer base of 745 is used as the allowed basis of 

customers including a reserve margin.76 Following the Staff engineering witness’s 

analysis of required capacity that appears at Exhibit MSJ of Mr. Scott’s surrebuttal 

testimony, and using 745 customers instead of 875 customers, the required cap&@ 

for the storage tank is 275,350 gallons which happens to be 92.7% of the usable 

capacity (7.3% excess). Based on Mr. Schoemperlen methodology the excess 

capacity of the storage tank is computed as 76.5% (85% x 90%). 

PLEASE EXPLAIN HOW YOU DETERMINED THE 273,350 GALLONS 

OF REQUlRED CAPACITY AND THE 92.7 PERCENT? 
Similar to the previous analysis of excess capacity described previously a n c  

following the analysis in Exhibit MSJ of Mr. Scott’s testimony consider tht 

following: 
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for fire flow protection €or the majority of the water system. 

3. The estimate of the required storage capacity of 411,350 is more than the 

316,000 gallons of usable capacity by 95,350 gallons. 

4. To determine how much of the 600,000 gallon storage tank, with 487,000 

gallons of usage capacity, is needed, consider the fire flow of 180,000 gallons 

(1,500 GPM at 2 hours) for the K-Zone customers plus the 95,350 gallons 

totaling to 275,350 gallons of required capacity. 

5. The 275,350 of required capacity is 56.5% of the 487,000 gallons of usable 

capacity. However, the Company has removed the cost for the 190,000 gallon 

up-sizing of the storage tank and this capacity is not part of the rate case, which 

would reduce the usable tank capacity to 297,000 gallons (487,000 - 190,000). 

The 275,350 gallons required is 92.7% of the 297,000 gallons of usable tank 

capacity (275,350 / 297,000 x 100). 

Q58. HOW MUCH. OP THE STORAGE TANK COST DOES RUCO SEEK TO 

DISALLOW? 

A B .  $414,959. This is the total cost of the storage tank including up-sizing or $542,43C 

($470,080 + $72,350)77 times 76.5%. But remember, as I pointed out earlier Mr 

Schoemperlen proposes a separate adjustment for the storage tank up-sizing 0. 

$132,677, The total cost Mr. Schoemperlen seeks to remove is $547,63f 

($414,958 -t $132,677) which is more than the total cast of the storage tad 

including the upsizing cost of $542,430. Mr. Schoemperlen seeks to remove ove 

100% of the cost of this storage tank when a real world engineering analysis show; 

that 92.7% of this tank is used and useful and required to serve customers. 

See Schoemperlen Surrebuttal Schedule M. 
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Q59. 

A59. 

WHAT WOULD BE THE TOTAL ADJUSTRAENT TO RATE BASE 

ASSUMING 92.7% USED CAPACITY OR 7.3% UNUSED CAPACITY OF 

THE STORAGE TANK AT PLANT #3 AND WHAT WOULD T€lE RATE 

BASE? 

The total of the adjustment would be $122,224 ($34,315 -I- $15,559 + $72,350). 

Let me explain. Only 7.3% of the storage tank cost of $470,080 should be 

removed from rate base or $34,3 15 (7.3% x 470,080).78 Further, applying the 7.3% 

to the $41,624, $171,506 apportioned land and structures and improvement costs, 

respectively79, leads to an additional adjustment of $15,559 (7.3% x $41,624 -t 

7.3% x $171,506). Finally, the $72,350 of tank over-sizing costs should be 

removed froin rate base. 

Following the rate base formulation set forth in Mr. Schoemperlen’3 

Surrebuttal Schedule M the rate base would be $1,883,345 and not $1,317,239 as 

shown on Mr. Schoemperlen’s Surrebuttal Schedule M. The computation of t h ~  

$1,883,345 rate base is as follows: 

Re-calculation of Schoeniperlen Adiusted Rate Base 

Bourassa Calculated Fair Value Rate Base (Sched. A-1, P-1) $ 2,397,419 

Staff Adjustment for GWC error in including ECR-West capacity $ (72,350) 

Staff‘ Adjustment for GWC Non-Arms Length Purchase ofLand $ (369,500) 

Excess Capacity Adjustment $ (122,224) 

Net Fair Value &te Base 1,833,345 
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PLEASE RESPOND TO IUR. SHOEMPERLEN’S TESTIMONY THAT THE 

COMPANY DID NOT ACT PRUDENTLY BECAUSE IT DID NOT 

PREPAliE A FINANCIAL ANALYSIS BEFORE UNDERTAmTG OF THE 

STORAGE TANK COST DOES RUCO SEEK TO DISALLOW? 

I am not sure exactly what hh,  Schoemperlen was looking for in terms of a 

‘‘€inancia1 analysis”. But, whatever Mr, Schoemperlen is seeking in terms of a 

financial analysis it does not mean that the Company did not act in a prudent 

manner, Mi-. Shiner describes in detail the planning, designing, funding and the 

decision making involved in the construction of its water system throughout his 

rebuttal testimony. Mi. Shiner fir the addresses this aspect of Mi. Schoemperlen’s 

testimony in his rejoinder testimony. 

INCOME STATIEMENT 

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED 

RlEJOlNDER ADJILTSTMER’TS TO REVENUES AND EXPENSES AND 

IDEKTIFY ANY ADJUSTMENTS YOU HAVE ACCEPTED FROM STAFF 

AND/OR RUCO? 

The Company’s proposed rejoinder adjustments are detailed on Rejoinder Schedule 

C-2, pages 1-8. The rejoinder income staIement with adjustments is summarized 

on Rejoinder Schedule C-1, page 1-2. The cliangedrevisions since the Company’s 

rebuttal filing include a revision to the assessment ratio in the property tax 

computation. 

Rejoinder adjustment 1 increases depreciation and amortization expense. 

Depreciation and amortization expense reflects the Company’s proposed 

adjustnient s to pl ant-in-s crvice. 
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Rejoinder adjustment number 2 adjusts property tax expense to reflect the 

rejoinder adjusted revenues. As mentioned earlier, the assessment ratio was 

revised fiom 21% to 20% fkom the rebuttal filing, The Company’s proposed 

assessment ratio and property tax rates are the same as StafPs. Further, the 

Company’s computed adjusted year property tax expense is the same as Staff’s. 

Rejoinder adjustment number 3 increases mual rate case expense. The 

Company is proposing total rate w e  expense of $160,000 amortized over 4 years 

or $40,000 per year. Staff has adopted the Company’s proposed rate case expense 

of $160,000, but normalized over 4 years or $40,000 RUCO continues 

to propose rate case expense of $80,000 amortized over 4 years or $20,000 per 

yearsR1 

Rejoinder adjustment 4 increases revenues to the annualized mount based 

Staff and RUCO have adopted the on the year-end number of customers. 

Company proposes revenue annualization adjustmenL8’ 

Rejoinder adjustment 5 increases water testing expense by $1,568 to the 

level recommended by StafXg3 RUO has also adopted this adjustment. 

Rejoinder adjustment 6 adjusts purchased power based on the Company’s 

revenue mualization. Both Stdf and RUCO have adopted this adjustment.84 

Rejoinder adjustment 7 synchronizes interest expense with the Company’: 

rebuttal proposed rate base. Both Staff and RUCO interest synchronize interesl 

expense with their respective proposed rate bases. 

ac Fox Sb. at 26. 
*’ Coley Sb. at X. 
” Fox Sb. at 25; Coley Sb. at 43. 
83 Fox Sb. at 27. 
84 Fox Sb. at 33; CoIey Sb, at 43. 
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Q62. 

A62. 

Rejoinder Adjustment 8 computes income taxes based upon the Company 

proposed rejoinder revenue and expense. As you will recall, in the Compmy’s 

rebuttal fding, I adopted Staff‘s method of computing the adjusted test year income 

taxes and computation of the gross-up factor primarily to eliminate issues of 

comparability of the test year level of adjusted operating expenses and adjusted 

operating income. 

k Response to Staff‘s Surrebuttal Testimony on Rate Case Expense 

STAFF PROPOSES TO NORMALIZE RATE CASE EXPENSE RATHER 
TEJAN AMORTIZE RATE CASE EXPENSE. PLEASE EXPLAN THE 
DIF’F’ERENCE AND WHY AMORTIZATION fs THE APPROPRUTJZ 

METHOD, 

Normalization refers to setting an expense level to an mount expected to be 

incurred on an annual basis. The actual expense incurred may be higher or lower 

than the normalization amount, but over time it is assumed that average actual 

expense will converge to the normalized level. Amortization refers the “expensing” 

of a prepaid asset over the expect benefit period. Amortizing an asset over its 

expected benefit period insures the proper matching of expenses with revenues. 

This in essence is the Matching Principle which underlies Generally Accepted Rate 

making Principle (“GAAJ?”) accrual accounting. Rate case expense is incurred 

long before the new rates are put into effect. Therefore, rate case expense is a 

prepaid expense that must be recorded as an asset and amortized. Staffs position 

in this case is a violation of GAAP and should be rejected, 
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Q63. 

A63. 

B. Response to RUCO’s Surrebuttal Testimony on Rate Case Expense 

PLEASE COMMENT ON MS. JERICH’S SURREBUTTAL TESTIMONY 

REGARDING RATE CASE EXPENSE. 

It is unfortunate that Ms. Jerich calls my rebuttal testimony on rate case expense 

%pecious and inflammat~rf’.~~ I simply stated the facts.8G Let’s take them one at 

a time. First, I stated that the Company’s original estimate of $80,000 of rate case 

expense did not contemplate RUCO’s involvement in this case as RUCO typically 

does not get invoIved in Class C and smaller rate case.87 Ms. Jerich does not 

dispute this statement. Further, I never made any statement about whether or not 

RUCO could or should intervene in this rate case. Second, I stated that RUCO’s 

intervention has and will cause a significant increase in rate case expensea8 Ms. 

Jerich does not dispute this fact. Third, I stated that the Company had incurred 

more than $84,000 of rate case expense through the end of March 2010.89 This 

amount was already higher than the Company’s initial estimate of $80,000 for the 

entire rate case. And, this amount did not include the costs of preparing rebuttal 

and rejoinder testimony, the hearing as well as post-hearing briefingsg0 n/rs. Jerich 

does not dispute this testimony either. 

The facts are that the number of intervenors and the positions of the parties 

in any given rate case directly impacts the level of rate case expense. Whether the 

positions of the parties supported by the credible evidence in the case or not, the 

85 Jerich Sb. at 4, 
Bourassa Rb, at 33. 

87 rd. 
s8 Id. 
89 Id, 

Id. 
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Company must respond in order to protect its r ights  and the integrity of the 

process. Further, heaings take longer and are more costly because there are more 

witnesses to cross examine. In addition, the post-hearing briekgs are generally 

more costly because of the number of issues that remain after hearing, All this 

additional work directly impacts rate case expense. 

Q64, DOES THE COMPANY CONTROL THE PROCESS BY WHICH UTILITY 

COMPANIES CHANGE THELR RATES? 

A64. No. It is the Commission that dictates the process and the Company has no control 

over the number of intervenors or the positions that they take. It would be patently 

unfair for this Commission to deny recovery of a reasonable amount of rate case 

expense given the facts and circumstances. 

Q65 HOW MUCH RATE CASE EXPENSE HAS THE COMPANY INCURRED 

THUS FAR IN THE RATE CASE? 

A65. Through June 15, 2011, the Company has incurred over $155,000 of rate case 

expense. The Company anticipates that rate case expense with exceed $200,000 so 

it will absorb a substantial portion of the cost of this rate case. 

Q66. SHOULD TEE COh@ANY HAVE ANTICIPATED THE ISSUE OF 

EXCESS CAPACITY AND THE INTERVENTION OF RUCO IN ITS 

INITITAL ESTTMATE? 

A66. I don’t think it matters whether or not the Company should have anticipated 

RUCO’s involvement or that excess capacity would become a major issue with one 

of the parties. Had the Companj The fact of the matter is that it did not. 

41 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 
LAWRENCE V. 

ROBERTSON, 3R 
ATPORNICY AT h W  

P.O. BOX 144s 
TUUM, ARIZONI 85646 

p m - 3 ~ a o 4 i i  

PLEASE RESPOND TO MS. JERICB’S SURREBUTTAL TESTIMONY ON 

PAGE 6 TlflAT TEEE STAFF R.EP0RT ON THE HOOK-UP FEES 

A67, 

A67, 

Q68. 

A68. 

Q69. 

anticipated these events, its initial estimate of rate case expense would have been 

much higher, perhaps on the order of $15O,OOO to $200,000. 

The Company certainly did not anticipate the involvement of RUCO for the 

reason stated previously. 

DID RUCO PARTICIPATE IN TKE COMPANY’S 2005 RATE CASE? 

No. In the Company’s prior rate case (2005) the Company sought an increase of 

over 150%. 

PLEASE CONTmWE. 
The Company also did not anticipate an issue of over excess capacity. T h e  

Company constructed its system in a prudent manner and in conformance with its 

reasonable expectations of customer growth. As it turns out, Staff finds t h e  

storage tank at Water Plant #3 (adjusted for over-sizing) to be used and useful 

With respect to some of the mains that Staff seeks to exclude because Stafi 

believes that they are not used and useful. I believe that facts do not support tht 

Staff position. Regardless, at best, Staff is seeking to remove $128,600 of main! 

under the position that the plant is not used and usem (and by implication exces: 

capacity). But these mains were fiuided by AIAC and the rate base impact is zero. 

Even if the Company should have anticipated an issue Wi& respect to excesi 

capacity, it certainly could not have anticipated RUCO’s contrived an( 

unsupported excess capacity adjustment methodology and recommendation. 
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A69. 

Q70. 

A70. 

INDICATING THAT TBE COMPANY HAD CAPACITY TO SERVE 1,800 

CUSTOMERS SHOULD HAVE PLACED THE COMPANY ON NOTKZ 

THAT THERE WAS GOING TO BE AN ISSUE OF EXCESS CAPACITY 

IN THIS RATE CASE. 

That’s non-sense. First, I point you to my previous testimony on anticipation of 

excess capacity. Second, the Staff report rejecting the Company’s request for a 

hook-up fee contained no detailed engineering analysis by Staff. f will leave it up 

to Staf€ to support this figure. Third, the HUF Application “case” was not litigated. 

There WEIS no hearing or testimony in that “case”. The Company was ordered to 

file for a HLTF?’ It did not do so voluntarily. Ultimately, the Company did not 

wish to challenge Staffs recommendation. This was because the Company already 

had a high proportion of zero cost capital h d i n g  its plant and a HUF would 

undoubtedly increase that proportion which would have been fimicially unhealthy 

over the long-termg2 

DO YOU ETAW AhrU PIN,!% COMMENTS IN RESPONSE TO MS. 

JERICH’S SURREBUTTAL TESTIMONY REGARDmTG RATE CASE 

EXPENSE. 

Yes. An additional fact, which cannot be disputed by RUCO, is that GWC is a 

small utility that does not have unlimited frnancial resources, The mount of rate 

case expense in this case will have a material financial impact on the Company no 

matter was it is allowed to recover. Rate case expense is paid for upfront before 

new rates are put into effect and then recovered over a period of years. This has a 

detrimental impact on cash flows; cash Bows that could otherwise be used io pay 

Decision 69404 at 
92 Bourassa Rb. 24-25. 
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for utility operations and capital projects. The higher the unrecovered portion rate 

case expense only exacerbates the detrimental financial hipact, 

Finally, I would note that the Company was authorized rate case expense of 

$100,000 in it last rate case. While there were different factors at play in that rate 

case, that rate case was far less controversial than this rate case. 

C. Response to RUCO’s Surrebuttal Testimonv on Salaries and WaPes 
and Contractual Services 

Q71. PLEASE COMMENT ON M R .  COLEY’S SURRBUTTAL TESTIMONY 

CONCERNING SAI.ARIES ANR WAGES AND CONTRACTUAL 

SERWCES. 

Mr. Coley’s position does not rest on whether the compensation levels of both Mr. 

Sears and Mr. Shiner are reasonable given their respective responsibilities and 

services to Goodman, rather that RUCO does not like the fact that the increases the 

Company has proposed amount to 25 percentg3 This is an absurd standard. It 

should not matter what percentage of increase is required to bring the 

compensation to levels that are fair and reasonable. Under RUCO reasoning, if Mr. 

Sears was paid $39,000 for the test year rather than $32,000 and the Company 

proposed an increase of $1,000 to $40,000 (the Company proposed mount in the 

instant case), the percentage of increase would have been only about 2.5 percent. 

Would that level of increase be acceptable to Nr. Coley? 

71. 

The fact of the matter is that even at the levels of compensation proposed by 

fie Company in this case, both Mi-. Sears and Mr. Shiner are vastly under 

93 Coley Sb. at 46. 
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The levels of compensation proposed by the Company are more 

than fair and reasonable and should be adopted. 

V. RATEDESIGN 

Q72. WHAT ARE TEtE COMPANY’S REJOINDER PROPOSED RATES? 

A72. The rejoinder proposed rates are listed below. 

All Classes 

Meter Monthly 

Size Minimum 

5/8 $ 52.20 

3f4 $ 78.30 

1 $ 130.50 

1 1/2 $ 261.01 

2 $ 417.61 

3 $ 835.22 

4 $1,305.04 

6 $2,610.07 

The commodity charges and tiers by meter size me: 

Residential. Cornmercid and Irriaation Class 

Meter 

- Size Tier (gall oris) 

5/8x3/4 Inch 1 to4,000 

4*,001 to 10,000 

Over 10,000 

Gallons included 

in Monthly Minimum 

0 

0 

0 

0 

0 

0 

0 

0 

Charge 

per 1,000 gallons 

$ G.28 

$11.27 

$13.41 

94 Bourassa Rb. at 36-38 
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Q73. 

A n .  

314 Inch 

1 Inch 

1 %Inch 

2 Inch 

3 Inch 

4 Inch 

6 Inch 

Standpipe (Construction) 

All Meter Sizes 

1 to 4,000 

4,001 to 9,000 

Over 9,000 

1 to22,500 

Over 22,5 00 

1 to 34,000 

Over 34,000 

1 to45,OOO 

Over 45,000 

1 to 68:OOO 

Over 68,000 

1 to 90,000 

Over 90,000 

1 to 135,000 

Over 135,000 

All gallons 

$ 6.28 

$1 1.27 

$13.41 

$11.27 

$13.41 

$11.27 

$13.41 

$1 1.27 

$13.41 

$1 1.27 

$13.41 

$1 1.27 

$13.41 

$11.27 

$13.41 

$13.41 

WHAT IS TEE IMPACT OF THE COMPANY'S REJOINDER PROPOSED 

RATES ON AN AVERAGE 5/8x3/4 INCH METERED RESIDENTIAL 

CUSTOMER? 

The present monthly bill for a 5/8x3/4 inch metered residential customer using an 

average of 5:520 gallons is $66.98. The proposed monthly bill for a 5/8x3/4 inch 

metered residential customer using an average of 5,520 gallons would be $94.16, 

an increase of $27.18 or 40.57 percent compared to the present rates. 
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(274. 

A74. 

Q75. 

A75. 

WHAT IS THE IMPACT OF THE COMPAPWS REJOINDER PROPOSED 

RATES ON AN AVERAGE 3/4 INCH MEET3ERED RESIDENTIAL 

CUSTOMER? 

The present monthly bill for a 3/4 inch metered residential customer using an 

average of 6,028 gallons is $91.08. The proposed monthly bill for a 5/8 inch 

metered residential customer using an average of 6,028 gallons would be $125.83, 

an increase of $34.75 or 38.15 percent compared to the present rates. 

PLEASE COMMENT ON THE STAl?F PROPOSED RATE DESIGN. 

Like the Company, Staff is proposing an inverted three tier design for the smaller 

metered residential customers (518 inch and % inch) and an inverted two tier design 

for the small commercial metered customers (5/8 inch and % inch), as well as  1 

inch and larger metered customers (5111 classes), with the exception of 1 inch 

residential and construction water. The break-over points are the same for both 

Staff and the Company. In terms of revenue recovery from the monthly 

minimums, the Staff rate design is similar to the Company’s, although the 

Company shifts more revenue recovery to the commodity rates than does Sta f fs ,  

Under the Staff rate design approximately 57.5% of revenues are recovered from 

the monthly minimums whereas under the Company proposed rate design 

approximately 53.3% of revenues are recovered from the monthly minimums. Ir 

terms of revenue recovery f?om the month minimum and the first tier commoditj 

rates, Staff’s rate design recovers approximately 75% from the monthly minimum 

and first tier commodity rate while the Company’s rate design recovers 

approximately 73 9%. 
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Q76. PLEASE COMMENT ON THE RUCO PROPOSED RATE DESIGN. 

A76. Like the Company, RUCO is proposing an inverted three tier design for the smaller 

metered residential customers (518 inch and % inch) and an inverted two tier design 

for the small commercial metered customers (518 inch and % inch): as well as 1 

inch and larger metered customers (all classes), with the exception of 1 inch 

residential and construction water. The break-over points are the same for both 

RUCO and the Company. In terns o f  revenue recovery fiom the monthly 

minimums, the RUCO rate design is similar to the Company’s although the 

Company shifts more revenue recovery to the comodity rates than does RUCO’s. 

Unda the RUCO rate design approximately 5 5.4% of revenues are recovered from 

the monthly minimums, whereas under the Company proposed rate design 

approximately 53.3% of revenues are recovered from the monthly minimums. In 

terms of revenue recovery from the month minimum and the first tier commodity 

rates, RUCO’s rate design recovers approxhately 76.4% from the monthly 

minimum and first tier commodity rate while the Company’s rate design recovers 

approximately 73 -9%. 

Q77. HAVE YOU PREPARED SCHEDULES SHOWING “ElE REVENUE: 

RECOVERY FROM THE MONTHLY MINIMUMS AND THE 

COMMODITY RATES UNDETR THE COMPANY’S, STAFF’S, AND 

RUCO’S PROPOSED RATE DESIGNS? 

A77. Yes. Attached hereto at Rejoinder Exhibit TJB-RJ4 are schedules showing t h e  

revenues recovered from the monthly sninitllums and commodity rates for all of the  

parties rate designs. 
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Q78. IS THERE ANY DISAGREEMENT BETWEEN THE STAFF AIYD THE 

COMpAnry REGAFt13mTG SERVICE LINE AND METER INSTALLATION 

CEtARGES? 

A78. No, 

479. IS THERE ANY DISAGREEMENT BETWEEN THE STAFF AND T13LE 

COMPANY REGARDING MISCELLANEOUS CHARGES? 

A79. No. The Company agrees with Staff to eliminate the turn ordoff charge, the 

Company agrees with Staffs proposal to eliminate the affer-hom service charges 

for establishment and reconnection but increase the after-hours charge for all 

savices to $50 which would apply to both the establishment fee and t he  

reconnection fee. 

Q80, DOES THAT CONCLUDE YOUR REJOINDER TESTIMONY? 

A80. Yes. Although my silence on any issue not discussed herein does not nec;essarlly 

constitute agreement with Staff, RUCO, Mr. Wawrzyniak or Mr. Schoemperlen as 

to matters or arguments I have not addressed. 
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The Guidelines ackno~wledge and refereace &e use of seveml cliffierrni pra&cl 
md rne&cds, It is intended that there be latitude in the application of these 
guidelines, subject to regulatory oversight. The implementation and compliant 
with these axit at1ocstim.s arld aEtliate transaction guidelines, by regulated 
utilities wckc &e auihority of jurisdictianrsl regulatory comndssbs, is subjec 
to Federal and state law, Each date or Federal regulatory cormissicn may h a  
unique situations a i d  circmrnslances that gowm &filiate trarrsactions, cost 
allocations, anam service or product pricing stmdards, For example, The 
Public Utility Molding Company Act of I935 requires registered holding 
company systems ta price "at ccrst" the salt: of goods atld sefikes and the 
mdert&ing of conswucti on C O ~ ~ G L S  between .dffrliate companies, 



A, DEFINITIONS 

6 



2.23s general method for charging indirect costs should be on 8 fully all~cate 
cost basis. Under appropriate circmnstmces, regulatory aullrarities may 
consider incremental cast, prevailing market prichg or other methods fur 
allocatbg wsts and pricing transactioos among affiliates. 

3. To the extent possible, all direct and allocated casts bztFIieen regulated and 
nm-regulated seivices mid products should be traceable on the b k s  of the 
applicable reguiated utility to the applicable Uniform System of Acsco-mts. 
Documcntatisn should be made axtilable t o  the appropriate replatitory aut'h01-i 
upon request Fegarding transactions between the regukakd utili@ and its 
&Jiates. 

5. All costs sheuid be classified to services or prodwts which, by their very 
n a u q  are either regultttd, nun-regrtlated, or c o r n o n  to bosh, 



4 .  A description af the cas: slio~atclrs and methods used by the reguhted entit: 
and &e cosr allomtars aid methods used by its affiliates rclated ~ f i  the regulatc 
services an3 pmducts provided to rhe regulated cntity. 



1. An audix trrril should exist wi& raps& to all trmsactians between the 
regulated entipi and its affiliates that relate to regulated services and products. 
The regulator sfiould have complete xccess t o  sII affiliate records necessary to 
ensure h t  cost allocations md afiliate trmactions are conducted in 
accordance with the guidelines. Regulators should fawe complete ctccess 10 
d'i3iate rmords, consistent with state statizfes, to ensure that. the rzgulator has 
access io all relei7mt infixmation necessary to evaluate \xrhether subsidization 
exists. 'Be auditars, not the audited utilities, should determine what 
information is relevant for a particular audit objective. Limitations on access 
would cmpramke the audit process and impnit audit independence. 

2. Each rit;pu.lctted mtity's cost alilocation documentation should be made 
available to the company's internal auditurs for periodic review of the d ~ o ~ ~ ~  
policy and process md b any jurisdicticrnd regulatory suihority when 
appropn'ati: and upon request. 



b. Time received from each non-regulated dElinte. 
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9-0TAL5 $ 426,205 $ 164,6TS $ ;5.1,520 $ 58,436 $ 802,845 
53.34% 20.52% 18.87% 7.28% "10.00% Percent ef Total 

Curnmulatiw % 53.34% 73.85% 92.72% iDO.OO% 



- 
TOTALS $ 418,371 $ 126,885 $ q37,209 $ 51,219 rf 727,683 
Fercmf c i  Toid 57.49% "1.54% 18.03% 7 04% 1 OG.OO% 
r,cn::nul3trvc? Yo 57.49 94 7&.93% 22.96% I30.00% 



54.05% 6.82% 96.78% 

TOTALS $ 311,714 $ 128,235 $ 94,495 $ 38,360 $' 562,803 
Percent oi Totai 55.39% 21 01% '15.79% 6.82% 1 OD. 00% 
Gummutative % 55.39% 76.39% 33. 'I 8% -l oo.oc% 
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Q1. 

Al .  

Q2* 

A2. 

Q3- 

A3. 

44. 

A4. 

11. 

Q5 

INTRODUCTION AND PURPOSE OF TESTIMONY 

PLEASE STATE YOUR NAME AND ADDRESS. 

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive, 

Phoenix, Arizona 85029. 

ON WHOSE BEEALF ARE YOU TESTlFYfNG IN THIS CASE? 

I am testifying on behalf of the applicant, Goodman Water Company (“GWC” or 

the “Company”). 

ARJI YOU THE SAME THOhlAS J, BOURASSA THAT FILED DIRECT 

AND REBUTTAL TESTIMONY IN THIS DOCIC%T? 

Yes. I am submitting separately bound rejoinder testimony on rate base, income 

statement, revenue requirement and rate design, along with this rejoinder testimony 

on the cost of capital 

WHAT IS THE PURPOSE OF THIS VOLUME OF YOUR REJOINDER 

TESTIMONY? 

I will summarize the rejoinder position of the Company and provide a response, as 

appropriate, to the Surrebuttal Testimony of Mr. Manrique on behalf of Staff, the 

Surrebuttal Testimony of h4r. Rigsby on behalf of RUCO, and the Surrebuttal 

Testimony of Mr. Schoemperlen. 

SUMMARY OF REJOINDER TESTIMONY AM) THE PROPOSED COST 
OF CAPITAL FOR TJXE COMPANY 

A. 

WHAT IS THE COMPANY’S REJOINDER POSITION ON THE COST OE 

CAPITAL? 

Summary of Company’s Rejoinder Recommendation 

1 
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ROBERTSON , J 

45. The Company’s position regarding the cost of equity has not changed since iny 

rebuttal testimony was filed on May 17, 201.1. The Company’s proposed capital 

structure is 18.3 percent debt and 8 1.7 percent equity. I continue to recommend a 

cost of equity of 10.2 percent, which results in a weighted cost of capital 

(‘‘WACC”) of 9.89 percent. 

As I explained in my rebuttal testimony: I believe that a return on equity of 

10.2 percent is fair and reasonable, and properly takes into account GWC’s 

financial and business risk. It is based on applying the Discounted Cash Flow 

(L‘DCF”) model and the Capital Asset Pricing Model (‘‘CAPM’) to the sample 

group of publicly traded water utilities normally used by Staff and approved by the 

Commission in setting rates for numerous water and wstewater utilities. The 

return produced by those models was then adjusted downward by 70 basis points to 

account for the absence of debt in the Company’s capital structure, and then: 

fmally, upward by 100 basis points to account for the Company’s extremely small 

size, lack of investment liquidity, and the additional risk that results fiom t h e  

particular rate-making methods employed in Arizona. The table below summarizes 

the Company’s final position: 

Method - Low 

Range of CAPM Estimates 10.2% 

Range DCF Constant Growth Estimates 8.7% 

Average of  DCF and CAPM midpoint 

estimates 9.4% 

Financial Risk Adjustment -0.7% 

Specific Company Risk Premium - 1 .O% 

Indicated Cost of Equity 9.7% 

2 

High 

9.5% 

13.4% 

11.4% 

-0.7% 

- 1 .O% 

11.7% 

Midpoint - 

9.1% 

11.8% 

10.4% 

-0.7% 

1.0% 

10.7% 
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Q6. 

A6. 

Q7* 

Recommended Cost of Equity 10.2% 

I am recommending a 10.2% return on equity rather than the indicated 110.7% 

return on equity in order to help mitigate the impact on rate payers. The schedules 

containing the cost of capital analysis are attached to my cost of capital rejoinder 

testimony, There have been no significant changes in the financial markets that 

affect that analysis, which was performed approximately twelve weeks ago. 

Economic growth remains sluggish after growing at an anemic rate of about 2.0% 

during the fmt half of this year. The unemployment rate remains at over 9.0% and 

the housing market continues to put a drag on the economy. Consumer confidence 

is also on the wane, 

PLEASE SUMMARIZE YOUR RECOMMENDED REJOINDER COST OF 

DEBT AM) EQUITY, AND YOUR RECOMMENDED REJOINDER RATE 
OF RETURN ONRATE BASE. 

The Company's recommended capital structure consists of 18.27 percent debt and 

81.73 percent common equity as shown on Rejoinder Schedule D-1. Based on mq 

updated cost of capital analysis, I am recommending a cost of equity of 10.2 

percent. Based on my 10.2 percent recommended cost of equity and 8.5 percen 

cost of debt, the Company's weighted cost of capital C'WACC") is 9.89 percent, at 

shown on Rejoinder Schedule D-1. 

B. Summary of the Staff, RUCO, and Schoemperlen Recommendations. 

PLEASE S- ' E  THE RESPECTIVE RECOMNIENDATIONS 01: 

STAFF, RUCO, AND SCHOEMPERLEN FOR THE RATE OF WTUM 

3 
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47. 

ON FAIR VALUE RATE BASE. 

Staff is recommending a capital structure consisting of 18.6 percent debt and 81.4 

percent equity.’ Staff determined a cost of equity of 9.3 percent based on the 

average cost of equity produced by its DCF and CAPM models? Staff did not 

consider fum size and fmn-specific risks in it analysis. Staff also determined the 

cost of debt to be 8.5 percent? Based on its 18.6 percent debt and 81.4 percenl 

equity capital structure, Staff determined the WACC for GWC to be 9.2 percent, 

RUCO also did not consider firm-size and fm-specific risks other tha 

financial risk, RUCO determined its recommended cost of equity of 3.0 percen. 

based on the results its DCF and CAPM methods.5 But, RUCO also recommends s 

hypothetical capital structure of 40 percent debt and 60 percent equity and i 

hypothetical cost of debt of 6.13%: Based on its hypothetical 40 percent debt mc 

60 percent equity capital structure, RUCO determined the WACC for GWC to bi 

7.85 percent? The hypothetical capital structure and hypothetical debt results in ar 

effective overall return on equity of only 6.6 percent. This return is clearl! 

inadequate and does not meet the just and reasonable standards its set out in Hop, 

and Bluefield.’ 

Mr. Schoeniperlen recommends a cost of equity of 8.02 per~ent .~  Lik, 

See Surrebuttal Testimony of Juan C. Manrique (“Manrique Sb.”) at 2. 
Id. 
Id# 
Id. 
See Surrebuttal Testimony of William A. Rigsby (“Rigsby Sb.”) at 2. 

Id. 
Id. 
Boumsa Dt. at 13-14. 
See Surrebuttal Testimony of James Schoemperlen (“Schoemperlen Sb.”) at 11 an 

Schoemperlen Surrebuttal Schedule L. 
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m. 

RUCO, Mr. Schoemperlen recommends a hypothetical capital structure of 40 

percent debt and 60 percent equity. Mr. Schoernperlen recommends a cost of debt 

of 5.89 percent which is comprised of 18.32 percent debt at a cost of 8.5 percent 

and 21.68 percent debt at a cost of 3.68 percent. Based on his hypothetical 40 

percent debt and 60 percent equity capital structure, Mr. S’choemperlen determined 

the WACC for CWC to be 7.17 percent.” The hypothetical capital structure and 

hypothetical debt results in an effective overall return on equity of only 5.89 

percent under Mr. Schoemperlen’s approach. Like RUCO’s low effective return 

on equity, the 5,89 is clearly inadequate and does not meet the just and reasonable 

standards as set out in Hope and Bluefteld. 

PLEASE SUMMARIZE THE PARTUS R E S P E C m  COST OP EQUITY 

ESTIMATES AND RECOMMENDATIONS. 

The respective parties’ cost of equity recommendations are summarized below: 

Size& 
Fin, 

Party - DCF CAPM Av?. Overall Recoinmended 

GWC 9.1% 11.8% 10.4% 0.3% 10.7% 10.2% 

Staff 9.2% 9.3% 9.3% - 9.3% 9.3% 

RUCO 9.2% 5.85% 7.52% - 7.12% 9.0% 
Intervener 
Schoemperlen 7.17% 

RESPONSE TO PARTIES’ SURIZ_IEBUTTAL TESTIMONY 

A. Response to Surrebuttal Testimony of §taff, 

lo Id. 
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PLEASE COMMEhT ON MR. ILIANRI[QUE’S SURREBUTTAL 
TESTIMONY ON PAGE 3 THAT YOU HAVE NOT DEMONSTRATED 

THAT ANALSYST ESTIMATES ARE WIDELY-HELD BY INVESTORS, 

Mr. Manrique states that because investors are keenly aware the published books 

and articles that case doubt on the accuracy of research analysts’ forecasts thal 

investors use other methods to assess fkwe growth.” I have b e e  responses, 

First, if widely-held investor expectations did not reflect analyst widely-held 

expectations then why is there so much concern over the accuracy of those 

forecasts. Since 1992, there have been hundreds of papers related to financial 

analysts appearing in a nearly a dozen major research journals.12 Researcher: 

routinely assert that analyst forecasts are optimistic, but the evidence supportin4 

overall optimism is contextually confined and sample period specific. Abarbanel 

and Lehavy note that “[alfter four decades of research on the rationality o 

analysts’ forecasts it is somewhat disconcerting that the most definitive statement: 

observers and critics of earnings forecasters appear willing to agree on are ones fo 

which there is only tentative s~pport.”’~ 

Third, Mr. Manrique provides no evidence (either published holts or 

articles) on the extent investors rely other measures of g r 0 ~ t h . I ~  He just assumes 

that a 50% weighting of historical and future growth rates reflects investor’s 

widely-held expectations. Fourth, and most importantly, he continues to ignore the 

conclusion of Gordon, Gordon and Gould that analyst growth expectations ol 

2: 

’ I  Manrique Sb. at 3. 
l2 Ramnath,S, S. Rock & P. Shane. (2008). The financial analyst forecasting literature: A 
Taxonomy with suggestions for Further research, International Journal ofForecasting, 24,35. 
l 3  Abarbanell J. & . Lehavy. (2003). Biased forecasts or biased earnings? The role of reportec 
earnings in explaining apparent bias and overlunderreaction in analysts’ ean.ings forecasts 
Journal ofAccounbing and Economics, 36, 105-146. 
l 4  Bourassa Rb. at 16. 

21 

2: 

21 
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earnings per share (“EPS’’) of utility stocks provide the best measure of predicting 

returns on these  stock^.'^ 
Finally, at the risk of repeating myself, Mr. Manrique offers no evidence that 

any of the measures of past growth he has used - historical EPS, historical DPS, 

historical sustainable growth - provides a better forecast of future growth for 

utilities than analysts’ estimates of growth.I6 

QlO. AREN’T THIE COST OF EQUXTY ESTIMATES FOR YOUR DCF MODEL 

STMILAR TO STAFF? 

A10. Yes, the mid-point of the Company’s DCF cost of equity estimates is 9.1%“ 

whereas Staffs is 9.2%18. The difference in the over-all cost of equity estimate5 

between Staff and the Company i s  primary due to differences in each of the parties 

respect CAPM estimates. My estimate for the CAPM is 11.8%” whereas Staffs t 
9.3%.2ff 

Q l l .  WHAT IS CAUSING TEEE DIFFERENCE IN THE CAPM ESTIMATES? 

A1 1. There are two main differences. First, the Company uses a forecast estimate of thr 

long-term US. Treasury yield as a proxy for the risk-free rate in its Historica 

Market Risk Premium CAPM whereas Staff uses the average of the 5, 7, and 10 

year U.S. Treasury bonds. The choice of the risk-free rate alone accounts for ih 

l5 David A. Gordon, Myron J. Gordon and Lawrence T Gould, “Choice Among Methods o 
Estimating Share Yield,” Journal of Poutfolio Mumgenzent (Spring 1989) 50-55. 

l6 See Rebuttal Testimony of Thomas 3. Bourassa - Cost of Capital (LCBourassa Rb.”) at 15 
l7 See Company Rejoinder Schedule D-4.1 
l g  See Staff Surrebuttal Schedule JCM-3 
*’See Company Rejoinder Schedule D4.1 
2o See Staff Surrebuttal Schedule JCM-3 
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approximately 220 basis point difference in the Historical Market Risk Premium 

CAPM estimate between Staff and the Company. Second, while both Staff and 

the Company use long-term 30-year U.S Treasury bond yields as a proxy for the 

risk-Bee rate in the Current Market Risk Premium CAPM, the Company uses a 

forecast yield estimate of the long-term U.S. Treasury yield whereas Staff uses a 

spot yield of the long-term US. Treasury yield. This accounts for 80 basis points 

of the approximate 260 basis point difference in the Company’s and Staff% 

respective Current Market Risk Premium CAPh4 estimate. The remaining 200 

basis point difference is due to the Company’s and Staff’s respective choices on the 

current market risk premium estimate. The Company uses a recent six month 

average of current market risk premium estimates whereas Staff uses a spoi 

estimate. 

Ql2, WHY DOES THE COMPANY USE A LONG-TERM US. TREASURk 

BOhTD YIELD IN BOTH THE CURRENT AND HISTORICAL MARKE 4 3 .  

RISK PREMIUM CAPM? 

A12. The appropriate proxy for the risk-fiee rate in the CASM is the return on the 

longest term Treasury bond possible. There are a number of reasons for this 

First, because common stocks are very long-term instruments they are more likc 

very long-term bonds rather than short-term Treasury bills or intermediate-tern 

Treasury notes. Second, as I explained in my rebuttal testimony, the expectec 

stock return is based upon long-term cash flows because the cash flows to investor 

are expected to last indefinitely.21 

21 Bourassa Rb. at 42. 
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Q13. 

A13. 

Q14. 

A14. 

Ql5. 

Af5. 

DOES THE INVESTOR’S HOLDING PERIOD MATTER? 

NO.22 

PLEASE CONTINUE? 
Third, in a risk premium model, the ideal estimate for the risk-free rate has a term 

to maturity equal to the security being analyzed. Since comrnon stock is a very 

long-term investment because the cash flows to investors in the form of dividends 

last indefinitely, the yield on the longest-term possible government bonds provide 

the best measure of the risk-free rate for use in the CAPM. 

WHY DO YOU USE A RECENT SIX MONTEf AVERAGE OF CURRENT 

MARKET RISK PREMXUM ESTINIATES INSTEAD OF A SPOT 

CIIRRENT MARKET RISK PREMIUM ESTIMATE? 

Because it is generally a more stable approach, dthough it still is more volatile thai 

I would like it to be. Spot estimates of the current market risk premium can resulf 

in wild fluctuations in the estimate. In fact, spot estimates separated by just week5 

can cause the Current Market Risk Premium to vary by several hundred basis 

points. For example, if Staff had prepared its current market risk premium just 4 

weeks afier it prepared its estimate in the middle of May 201 1, the spot curreni 

market risk premium estimate would be 10.1% rather than the 8.3% shown in S t d  

Surrebuttal Schedule JCM-3, At that time, Staff Current Market Risk Premim 

CAPM would have produced a cost of equity of 12.0% rather than the 10.6% a: 

shown in Staff Surrebuttal Schedule JCM-3. 

22 Bourassa Rb. at 42. 
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ROBERTSON, d: 

Q16. PLEASE COMMXNT ON MR. MANRIQUE'S SUFWEBUTTAL 

TESTIMONY ON PAGE 5 THAT WHILE FIRM SIZE MAY BE A 

SYSTEMATIC FACTOR IN THE COST OF EQUITY ESTIMATION, IT 

HAS NOT BEEN DEMONSTRATED THAT THIS IS TRUE FOR 

1SEGULATED UTILITES AND TIIEREFORE STAFF REJECTS THIS 

ASSERTKON. 

A16. I find this perplexing. Regulated businesses are not so unique that they arc 

immune from same market and economic forces that impact other non-regulatec 

businesses. While regulated businesses have a protected service territory, theii 

earnings are not guaranteed and they are subject to the same market force: 

(including inflation, interest rates, economic growth) as all other businesses 

Arguably, because of the obligation to serve combined with the inability to changc 

the price of its productshervices without a lengthy rate proceeding, some of thesc 

forces have a greater impact on small utility companies. And, because of th~  

greater impacts on small utiiities they are often precluded from achieving stab11 

and adequate returns; particularly in jurisdictions where historical test years ar 

used with limited out of period adjustments, like Arizona. 

Q17. DO TRE AUTKORS OF MORNIhiGSTAR OR THE DUFF&PRELP1 

STUDY CAUTION USERS NOT TO USE THE SIZE DATA WHET 

REVELOPING DISCOUNT RATES FOR UTLITIY COMPANIIE; 

BECAUSE 'I1B[E RXSULTS OF THEIR STUDIES DO NOT APPLY? 

A17. No. 

Q18. DO OTHER REGULATORS REGOGNTZE TEE HIGHER RISK RELATE1 

TO SMALLER WATER U T I L m S ?  

10 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

2c 

21 

22 

2: 

2 L  

2: 

2e 
LAWRENCE v. 

ROBERTSON, JI 
ATTORIISY AT LAW 

P 0. SOX 1448 
?UahC, A‘dlZOSh 05646 

[5201-398-04 I1 

41 8. 

Q19. 

A1 9. 

Yes, For example, the California Public Utility Commission ((‘CPUC”) recognizes 

the higher business and operational risks of smaller utilities by allowing higher 

returns, Attached at Rejoinder Exhibit TJE3-RJL is a copy of the March 1, 201 1 

CPUC memo regarding rates of return for Class C and D water utilities. For Class 

C water utilities (501 to 2,000 customers) the CPUC cwently allows returns in the 

range of 11.125% to 12.25%. For Class B utilities (2001-9,999 customers), the 

CPUC averages the recently authorized return of the Class A utilities with this oi 

the Class C utilities, So, Class B utilities would receive a return of somewhere 

between that of a Class A utility and that of a Class C utility. GWC would be 

classified as a Class C utility under the CPUC guidelines and would be allowed tc 

earn at least 1 1.25% if it were regulated by the CPUC. 

The Florida Public Utility Commission (“FPUC”) recognizes in its leveragc 

formula as additions to the cost of equity a small company risk premium of 5C 

basis points, a private placement debt premium of 50 basis points, and a bond yielc 

differential of 57 basis p0iuts.2~ 

DOES MR. MANREQUE DISPUTE THE RESULTS FOUND IN YOUF 

COST OF CAPITAL ANALYSIS USING THE: DUF’F & PEELPS S E I  

DATA? 

No. It appears it is just easier to discount this analysis on the assertion that it doe, 

not apply to small utility companies. 

B. Response to RUCO Surrebuttal Testiinony 

23 See Docket No. 110006-WS - Water and wastewater industry annual reestablishment c 
authorized range of return on common equity for water and wastewater utilities pursuant t 
Section 367.081(4)(1), F.S. 
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Q20. PLEASE RESPOND TO MR. REGSBY SURREBUTTAL TESTIMONY ON 
PAGE 8 THAT YOUR RESPONSE TO MR. RIGSBY’S PR0POSA.L FOR A 

HYPOTHETICAL CAPITAL STRUCTURE DESCRIBING IT AS A 

“SLEIGHT OF HAND” AM) AS A “WOLF IN SEIEEP’S CLOTHING” 

WAS UNPROFESSIONAL. 

,420. It is unfortunate that Mr. Rigsby has taken this view. My intent was to describe 

M. Rigsby’s approach as accurately as possible. I believe that these terms are 

appropriate for m approach that pretends to provide a 9.0 percent return on equity 

but actually provides a 6.6% ROE on the Company’s invested equity capital; a faci 

that Mr. Rigsby does not disclose.24 

Q21. WHAT OTEKER FACTS DOES MR. MGSBY NOT DISCLOSE? 

Q2l. Mr. Rigsby also does not disclose (and does not dispute) is that under hi5 

recommendations the Company could not pay dividends from earnings at a leve 

comparable to the publicly traded water utilities.’’ Clearly, his recommendation! 

fail the comparable earnings tests set forth in Hope and Bhefield. Another fact tha 

Mr. Rigsby does not disclose (and does not dispute) is that an investment in GWC 

will lose a significant amount of value under his recommendations.26 11 

consideration of these facts and in light of the story line Mr. Rigsby construct 

surrounding his recommendations I believe my characterization of his approach tc 

the cost of capital recommendation is both accurate and appropriately professional. 

Q22. DOES M R .  RIIGSBY IMPLY THAT HIS REGOMMENDEI 
~ ~ 

24 Bourassa Rb. at 50. 
25 Id, at 54-57. 
26 Id, at 57-58. 
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422. 

HYPOTHETICAL CAPITAL STRUCTURE IS MEANT TO CORRECT A 

GROSSLY UNBATLANCED CAPITAL STRUCTURE? 

He seems to do so.27 However, Mr. Rigsby hasn’t explained why or provided any 

evidence that GWC’s capital structure is grossly unbalanced and not prudent 

considering its size. That said, having exposed Mr. Rigsby’s prior testimony thai 

he does not recommend hypothetical capital structures when there is existing 

debtz8, Mr. Rigsby now claims that he makes decisions regadmg the use of 2 

hypothetical capital structure on a case-by-case basis and that in this particular case 

it is appropriate?’ 

Q23. DOES HE ZXPLAIN WHY? 

423. Yes. According to Mr, Rigsby, in this particular case he believes that becausc 

GWC’s loan is fram a related party that GWC has less financial risk than if thf 

debt were owed to bondholders or a third party financial institution such as i 

bank?’ I take this to mean that Mr. Rigsby employs a hypothetical capita 

structure in this rate case in order to account for his opinion that GWC has a lowe 

f m c i a l  risk than his sample publicly traded water and gas companies. 

Q24, DOES MR. RIGSBY ARGUMENT THAT GWC ETAS LOWER FENANCM 

RISK BECAUSE THE LOAN IS FROM A RELATED PARTY MAlr3 

SENSE? 

Q24. No. In order to buy into Mr. Rigsby argument one must accept the propositi0 

27 Rigsby Sb. at 8.  
28 Bourassa Rb. at 47-47. 
29 Rigsby Sb. at 28. 
30 Id, at 29. 
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Q25. 

A25. 

Q26. 

A24, 

that GWC is less obligated to repay its loan because the loan is froin a related 

party. Or, conversely, that the lender is less entitled to receive payment because 

the lender is a related party. This is absurd. GWC is obligated to repay its loan 

just like my other loan and the fact that the loan is from a related party does noi 

mean that the financial risk to the GWC is lower. 

WHAT IS FINANCIAL RISK? 

Financial risk is the additional risk common equity holder’s bear when a companj 

uses debt financing and it stems from the probability of impairment of a company’s 

ability to provide an adequate return to its equity holders. Remember, dividend! 

common equity holders have only a residual claim on earnings after the debt i! 

paid. In other words, the debt costs must be paid first and the residual earning; 

may or may not be sufficient to support the common equity capital (provide ar 

adequate return). This is one of the reasons why equity capital more risky tha 

debt. 

PLEASE COMMENT ON M R  XGSBY’S TESTIMONY THAT 1 

PRUDEhT CHWF PINANCIAL OFFICER WOULD OPT FOR A 400, 

DEBT AND 60% EQUITY CAPITAL STRUCTURE BECAUSE IT I! 

MORE PRUDENT? 

hh. Rigsby has not demonstrated that a 40% debt Ievel in the capital structur 

would be prudent for a small fm like GWC. Further Mi-. Rigsby has nc 

quantified or provided any evidence on what the impact on the cost of equity woul 

be at that level of debt for a small firm like GWC. In fact, Mr. Rigsby appears t 

have little understanding of the fact: that the earnings of a company must suppo 

both the debt and equity capital. Let me explain. I have shown in my rebuttal, M 

14 
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Q28. PLEASE COMMENT ON MR.RIGSBY’S H Y P O ~ T I C A L  COST OF 

DEBT. 

A28. As already mentioned, Mi-. Rigsby’s hypothetical cost of debt, applicable to 40 

percent of his hypothetical capital structure, is 6.13 percent. He bases this deb1 

cost on the average weighted cost of debt for the large, publicly traded wateI 

utilities in his water proxy group. Because of their size and the fact that they ism 

3’ Bourassa Rb. at 55-56. 
32 Id, at 57, 

Q27. 

A27. 

Rigsby’s recommendations in this w e  result in a payout of over % of 

 earning,^.^' This is not financially sustainable nor is it comparable to the sample 

publicly traded water utilities.32 A prudent chief financial officer would not raise 

the level of debt to 40% under those circumstances. 

DOESN’T M R  IUSGSBIT DEMONSTRATE ON PAGE 30 OF HIS 

SURREBUTTAL TESTIMONY TIXAT THE COMPANY WILL BE ABLE 

TO CASH PLOW ITS DEBT AND PAY DIVIDENDS. 

Yes. But, this completely misses the point. A company may be able to pay 

dividends that exceed its earnings fiom its cash flows from depreciation, but this i: 

not financially sustainable. It is the earnings of a company that supports the 

invested capital. That is, earnings, not cash flow, must be sufficient to cover the  

debt costs and the equity costs. If earnings are not sufficient to provide adequate 

returns to the capital a company, it will not be able to attract capital nor will thc 

company be able to maintain its fmancial integrity; both of which are key element! 

of the standards set forth in Hope and Bhiefiedd. Mr. Rigsby cash flow story linc 

doesn’t measure stand up to scrutiny. 
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DO THE COMMISSION DECISIONS CITED BY M R .  WGSBY ON PAGE 8 

AND 9 OF HIS TESTIMONY SUPPORT THE USE OF A 40% DEBT AND 

60% EQUITY HYPOTHEmCfi CAPITAL STRI.JCTUR.E IN TIXIS RATE 

CASE? 

No. Let me discuss each one. Mr. Rigsby’s first cite is to UniSource Energq 

Corporation (L‘UniSource”), the parent company of Tucson Electric Powei 

(“TEP”), Decision No. 67454 (January 4, 2005). This was not a rate case and L 

hypothetical capital structure was not adopted in that case for any purpose 

Decision 67454 does refer to an earlier decision for TEP, Decision No. 5849; 

(January 13, 1994), in which a hypothetical capital structure was adopted. I3 

Q29. 

A29. 

debt in the public markets, these utilities have published bond ratings and can 

generally command low interests. But, as I have shown, even the large water 

utilities have a wide range of debt costs among their respective debentures ranging 

from 2.5% to over Those interest rates reflect, in large part, the timing oi 

when each debenture was issued. GWC issued its debt during a period of relativelq 

high interest rates and should not be second guessed about its debt cost relative tc 

the publicly traded utilities because it has less control of over the timing of issuinp 

debt and it does not have access to the credit markets.34 1 suspect that if thc 

Company were here today with a 100% equity capital structure that Mi-. Rigsbg 

would be even more assertive in his push for a hypothetical capital structure 

That said, Mr. Rigsby assumes that GWC could raise debt capital at the same cos 

as thme entities. X seriously doubt that it could, and note that Mr. Rigsby ha; 

presented no evidence to support his assumption. 

33 Bourassa Rb. at 63-64 
34 Id. 
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Decision No. 58497, the Commission recognized that TEP became insolvent and 

was forced to negotiate a restructuring plan to avoid bankruptcy  proceeding^.^' As 

a result of the restructuring plan, the TEP’s capital structure consisted of ‘‘over 100 

percent debt.”36 Further, the Commission described TEP as “living generally a 

hand-to-mouth exi~tence.”~’ This was truly an extraordinary situation, as the 

Commission recognized in its decision denying the application of TEP’s parent, 

UniSource Energy Corporation, for approval of its agreement and plan of merger 

with Saguaro Acquisition Corp. in 2005.38 

Mr, Rigsby next cites to Southwest Gas Corporation, Decision No. 68487 

(February23, 2006). Southwest Gas is a large, publicly traded gas utility, wi& 

operations in three states and an original cost rate base of $923 million.39 The 

utility had an actual capital structure consisting of 34S percent common equity, 5.3 

percent preferred stock, and 602  percent debt during the test year ending Augusr 

31, 2004, but by June 30, 2005, its common equity ratio had increased to 3; 

percent4’ The utility and RUCO recomended increasing Southwest Gas’ equiQ 

ratio to 42 percent, while Staff recommended increasing Southwest Gas’ equi’q 

ratio to 40 percent.41 The Commission adopted StafT‘s recommendation, bu 

ordered the utility submit a re-capitalization plan explaining how it intends to 

achieve a common equity ratio of 40 percent before its next rate case?2 The unique 

35 Tucsora Electric Power Co., Decision No. 58497 (Jan. 13, 1994) at 5-6. 
36 Id. at 6. 
37 Id at 87. 
38 See UniSourw Energy Carp., Decision No, 67454 at 29-31,47. 
39 See Decision No. 68487 at 9-10 
40 ~ d .  at 23. 
41 Id. at 23-24. 
42 ri at 25. 
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facts and circumstance presented in that case are not present here. Of particular 

note, the hypothetical capital structure that was adopted in that case was only 

marginally different that the actual capital structure. 

In the Arizona-American’s Mohave Water and Wastewater Districts rate 

case, Decision No. 69440 (May 1, 2007), the utility’s actual capital structure 

consisted of 37,2 percent equity and 623 percent debt.43 The utility and RUCO 

recommended use of a hypothetical capital structure of 40 percent equity and 60 

percent debtsM The utility argued that the use of a hypotheticat capital structure 

was appropriate “because its shareholder is currently experiencing an economic 

loss on its Arizona investment and will continue to do so for at least another five 

Under these circumstances, the Commission adopted the hypothetical 

capital structure proposed by Arizona-American and RUCO, but went on to warr 

that “we offer no assurance that a similar capital structure will be employed it; 

future cases.”46 Obviously, the unique facts and circumstances presented in tha 

case are not present here. Here again, the hypothetical capital structure was onl:, 

marginally different that the actual capital structure. 

In the recent Rio Rico Utilities, Inc. (“RRUI”’) rate case, Decision 72055 

(January 6,20 1 l), the utility had a 100 percent equity capital structure at the end 0: 

its test year. RRUI is a water and wastewater utility with nearly 6,000 water anc 

wastewater customers. In that case, both RRU and Staff proposed the use of t 

100% capital structure while RUCO proposed a hypothetical capital structure 0’ 

40% debt and 60% equity.47 At the Open Meeting and to help resolve issues in tht 

43 See Arizona-American Water Company, Decision No. 69440 at 13. 
44 Id, at 13. 
45 Id. 
‘‘ Id. at 14. 

47 See Rio Rico Utilities, Im., Decision 72059, at 25. 
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Q30. ARE TJ€ERE ANY OTHER RATE CASES THAT MR. RIGSBY DOES NO1 

MENTION? 

A30. Yes, two. The first involve Hack Mountain Sewer Company (“SMSC’), Decisior 

71865, September 1, 2010. In that rate case, BMSC and Staff proposed a 100% 

equity capital structure and RUCO proposed a hypothetical capital structurr 

consisting of 40% debt and 60% equity. BMSC’s actual capital structure wa: 

19.3% debt and 81.7% equity, but because the debt was treated like an operating 

lease from a prior decision, a 100% capital structure was proposed by BMSC. Thc 

Commission adopted a hypothetical capital structure of 20% debt and 80% debt.5’ 

The second case involved Gold Canyon Sewer Company (“GCSC”), 

Decision 70624, Nov 19, 2008, In that rate case, GCSC had a 100% capital 

structure and the Commission adopted a hypothetical 40% debt and 80% equity 

case, RRUI committed to fife a financing application and infuse 20% debt into its 

capital structure.48 It should be noted that RRUI is a subsidiary of Liberty Water 

which is owned by Algonquin Power and Utilities Corp., formerly known as the 

Algonquin Power Income Fund. Algonquin Power and Utilities Corp. is a large 

publicly traded company on the Toronto Stock Exchange (L’TSX‘‘). Having said 

that, based on RRUI’s commitment, RRul offered to use a hypothetical capital 

stnxcfxre of 20 percent debt and 80 percent equity.49 The Commission agreed.s0 

Again, the unique facts and circumstances presented in that case are not present 

here. 

~ 

4 8  Id- at 33. 
49 Id, 

Id. 
See Black Mountain Sewer Company, Decision 71865, at 29. 51 

19 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

1s 

2c 

21 

22 

2: 

2‘ 

2f 

2( 
LAWRENCE V. 

ROBERTSON, 31 
ATPORNEY AT LAW 

P.O. BOX 1448 
Tunkc, APIZIUh 81646 

( s ~ I - ~ ~ o - o ~  I I 

capital structure.52 

Q31, HAS THIS COMMSSTON NORMALLY USED HYPOTHETICAL 

CAPITAL STRUCTURES IN SETTING RATES? 

A31. No, With four exceptions that I am aware of (a11 of which were discussed above), 

in recent decisions involving water and sewer utilities, the Commission has usec 

the utility’s actual capital structure. To account for difference in fmancial risk, this 

Commission has, in some cases, adjusted the retwn on equity downward to accoun 

for financial risk priinarily utilizing the Hamada method. 

(232. WHAT IS YOUR ASSESSMENT OF TEIE AUTHORIZED RF,TURB 

COMPARISONS PRESENTED ON PAGES 9 AND 10 OF MR. RJ.GBSY’5 

SURREBUTTAL TESTIMONY. 

A32. I have a few observations. First, I find Mr. Rigsby’s testimony regarding thest 

comparisons a bit petty. While I cannot dispute the fact that my cost of capita 

recommendations have never been adopted by this Commission, I note that in 1 

majority 0% the cases listed neither has Mr. Rigsby’s cost of capital been adoptec 

Second, I observe that the average return of all of the water andlor wastewate 

decisions 0% 9,3% and are appreciably lower than t h e  currently authorized return 

of the sample publicly traded water utilities which are on average over 10.1%.: 

None of the sample publicly traded water utilities currently have operations subjec 

t o  Arizona regulation which means that the 10.1% is the assessment of 0th~ 

regulatory commissions as to a fair and reasonable cost of capital (at least for larg 

publicly traded water utilities). I should note that I earlier discussed som 

52 Gold Canyon Sewer Company, Decision 70624, at 14. 
53 Baurassa Rb. at 11-12. 
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433. DOES MR. RIGSBY’S EXAMPLE ON PAGES 18 ANI) 19 OF BIS 

SURREBUTTAL TESTIMONY JCTSTIFY USING GEOMETRIC ANNUAL 

AVERAGES TO FORECAST TE€E FUTURE? 

A33. No. His example correctfy shows that the geometric annual average is the best way 

to describe what has happened in the past, but our goal is to forecast what ma) 

happen in the future. When we ape determining a forecast of the future from pas1 

data, we never know what the final outcome will be when we hold risky assets. 

examples of regulatory bodies that adopt higher costs of equity for smaller private 

water utilities. That said, the data suggest that this Commission has a propensity to 

adopt lower equity returns. While disappointing, it comes as no surprise to me or 

to investors who already recognize the overall effect of the unfavorable regulatory 

environment here in Arizona.54 

Third, the fact that none of the recommendations proffered by me or the 

other cost of capital Mritnesses that participated in those rate case were adopted by 

this Commission says nothing about my credibility, the credibility of the othei 

witnesses, or of the credibility of the evidence underlying each OUI 

recommendations. How the Commission weighs that evidence and make: 

judgments about the appropriate return in each case is beyond my control 

Needless to say, 1 believe my analysis and approach are sound and supported bj 

the empirical fmancial data and studies. I find some comfort in the fact that I fmc 

myself in the same boat with those of respected PhD.’s like Dr. Thomas Zepp whc 

testified in the Arizona Water Company rate case and Dr. Bente Villadsen wbr 

testified in the Arizona-American Water Company rate case. 

st Id, at 30. 
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Therefore, we look at an average of all of the annual returns from the past to try 

and glean what may happen. If we actually know what is going to happen - 8s hh. 

Rigsby assumes - the asset would be risk-less and not a risky asset like a common 

stock. 

I and other experts would agree with Mi. Rigsby that in evaluating the @ 

performance of an investment the geometric mean is the correct measure. As 

explained in the excerpt from Dr. Morin’s text attached to my rebuttal testimony as 

Rebuttal Exhibit TJB-RBS, the geometric average “is an excellent measure of par 

performance. However, if our focus is on future performance, then the arithmetic 

average is the statistic of interest because it is an unbiased estimate of the  

portfolio’s expected future return . . . .” (italics in text).55 

Q34. WOULD YOU RE COW^ ESTIMATING THE EXPECTED RETURP 

BASED UP TWO YEARS WORTH OF DATA? 

A34. No. It would seem that Mr. Rigsby example is a bit contrived. 

Q35. AT PAGE 20, MR. RTGSBY CI17ES A BOOK BY COPELAND, KOLLEI; 

AND MURRIN (L‘CKM”) TO SUPPORT HIS CLAIM THAT A TRUl 

MARKET RISK PREMIUM MAY LIE SOMEWHERE BETWEEN THI 

ARITBWIETIC AND GEOMETRIC ANNUAL AVERAGES. DOES IT? 

A3 5. No. At page 219, the authors state: 

The arithmetic average is the best estimate of future expected 
returns because all possible paths are given equal weighting. 
The simple geometric average return is 0 percent [in exhibit 
10.61, but h s  is the historical return along a single path that 

5 5  Id. at 135, qu;& Z. Brodie, A. Rane and A.J. Marcus, Investments (McGraw-Hill Irwin 61 
ed. 2005). 
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Q36. 

A36. 

437. 

A37. 

was realized by chance. AIthough the geometric return is the 
correct measure of historical pedormance, it is not foiward- 
looking. 

AT PAGE 20, LMES 18-22, MR. IRIGSBY ALSO CLAIMS THE CIM 

BOOK SHOWS THAT YEAR-TO-WAR RETURNS ARE NOT 

INDEPENDENT, WEUCH MEANS THAT THE ARITEMETIC AVERAGE 

BASED ON AN AVERAGE OF ANNUAL RETURNS HAS LESS 

CREDENCE. WHAT DOES CURRENT RESEARCH SHOW ON THIS 

POINT? 

Morningstar provides updated evidence on this point. Morningstar has determined 

that the yeasly difference between the stock market total return and the income 

return on long-term Treasury securities in any particular year is random, is., t h e r e  

is no serial ~orrelation.’~ Therefore, the arithmetic average of those annual returrx 

provides the best estimate of the average of all “possible paths’’ of concern tc 

CKM. Also, if annual returns are independent of each other, it is appropriate to USE 

annual periods, rather than a longer period such as two years or three years, as ir 

suggested by Mr. Rigsby at page 2 1, to compute arithmetic averages. 

AT PAGE 20-21 OF HIS TESTIMOhT, MR. FUGSBY ALSO DISCUSSES 

OTHER POTENTIAL DATA PROBLEMS RAISED BY CKRl ANE 

STATES THAT AFTER CKM CONSIDERED THOSE PROBLEMS, T€lEIX 

EfXJMATE OF THE MRP WAS IN THE RANGE OF 4.0% TO 5.5%. I$ 

H E  CORRECT? 

No. Based on the data in CKM Exhibit 10.8, they determined that the MRP base( 

on arithmetic annual averages was 7.5%, which is consistent with Morningstar 

56 Morningstar, Xbbotson SBBI 201 1 Valuation Yearbook p55. 
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Q38. ARE THERE OTHER PROBLEMS WITH MR. RIGSBY'L 

CALCULATIONS AT PAGE 21? 

A38. Yes. He adds the risk premium range determined by CKM to a 5-year Treasury 

bond rate, when the MRP range computed by CKM was based on differences 

between returns for large company stocks and long-term government bonds. This 

inconsistency must be corrected if data from CKM are used to niake the CAPM 

estimate, Without the correction, his choice of a 5-year Treasury bond rate biase: 

downward the equity cost range. 

Morh and other reliable sources, They then arbitrarily substitute an average based 

on two-year periods, 6.5%, and combine that average with a negative adjustment of 

1.5% to 2.0% to account for their subjective view that U. S. stock markets will no1 

do as well during the next 100 years as they have in the past, to determine a MRF 

range of 4.5% to 5,0%, Given the updated analysis in Morningstar, which shows 

that annual market returns are random and are not influenced by returns in the prioi 

year, the correct MRP estimated by these authors is 7.5% if we do not apply theii 

subjective downward adjustment, Mr. Rigsby should have relied upon the 7.5% 

M X P  in his O M  estimate. 

Q39. WEUT BAPPENS TO HIS CAPM EQUITY COST ESTIMATE AT PAGE 

21, LINE 15 IF YOU MAKE THE TWO CORRECTIONS YOU HAVE 

IDENTIFIED? 

A39. It increases the equity cost, which Mr. Rigsby determined to fall in a range of 

6.36% to 7.86%57, to 11.9%. The 11.9% is found by adding together a current 

~ 

57 Rigsby Sb. at 21. 
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0 YOU HAVE ANYTHING PURTHER TO ADD ON CKM? 

Yes. I also reviewed the most current edition of the text, Tim Koller, Mart 

Goedhart and David Wessels, Valuation: Measuring and Managing the VaZue q 

Companies (John Wiley & Sons, Inc, 4th ed. 2005). This text does not support Mr 

Rigsby’s argument. The authors state that for longer intervals (here, a period of 8~ 

years) an arithmetic average should be used. They also state that “[tlo estimate thhr 

mean (expectation) for any random variable, well-accepted statistical principle, 

dictate that the arithmetic average is the best unbiased estimator.”60 Mr. Rigsby 

appears to be confusing the calculation of future cash flows beyond one period, 

which may be biased upward or downward, with estimating the current cost of 

equity, I: also note that the authors recommend use of a 10-year Treasury as the 

risk-free rate, while Mr. Rigsby uses a 5-year Treasury, resulting in a lower risk- 

free rate and a lower cost of equity. 
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Q40. 

A40. 

IC g-term Treasury rate of 4.4% a 1 the 7.5% MRP actually estimated by CKM. 

Mr. Rigsby notes that since utilities are generally somewhat less risky than the 

market as a whole and suggests his 9.0% cost of equity is too high.58 If we 

combine his beta of 0.Z5’ to account for this lower utility risk, his revised CAPM 

indicates the cost of equity for a typical water utility is 10.6%, found as 

Equitycost = 4.4% -i- (0.75 x 7.5%) = 1 O,O% 

58 Id. 
59 See RUCO Surrebuttal Schedule WAR-7, page 1 of 2, 
6o Koller, et al., supra, at 299. 
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Q41. 

A41. 

Q42. 

A42. 

MR. RIGSBY ALSO CITES THIS TEXT AS AUTHORITY FOR TEE 

EXISTENCE OF ‘‘SURVIVORSHIP BIAS.’’ 

The authors briefly discuss survivorship bias, which relates to the fact that over the 

past 100 years, the US. stock market has outperformed markets in foreign 

countries such as China, Russia and Poland. Since the purpose here is to estimate 

the cost of equity for GWC by using a proxy group of publicly traded watei 

utilities in the United States, which are treated as being comparable in terms 01 

investment risk, it would be improper to reduce the historic risk premium, which is 

based on differences between the S&P 500 and U.S. Treasury bond income return? 

over the past 84 years, to account for a higher incidence of business failures ir 

foreign countries. 

ON PAGE 22 OF HTS TESTIMONY, MR JUGSBY SUGGESTS THAT YO1 

WERE INCORRECT IN YOUR CWICISM OF HIS USE OF TOTAI 

‘RETURNS ON BONDS TO COMPUTE HCS MARKET RISK PREMIUM 

PLEASE CON1LMENT. 

As I testified, if the total return on a Treasury security is used, additional risk fron 

capital loss or gain is injected into the CAPM estimate, which is inconsistent wid 

treating the Treasury security as a riskless asset.61 Thus, income returns rather tha 

total returns should be used in the estimation of the equity risk premium.62 M 

Rigsby admits that Treasury security income returns ignore the fluctuations in th 

price of the bonds as a result of interest rate changes - which is exslctly what i 

required for treating the security as a riskless asset. I would note that, in the instar 

case, Staff does not use a MRP based upon total r e t m  in its CAPM estimate; 

6’ Bourassa Rb. at 40-41. 
62 Id. at 41. 

26 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

1s 

2c 

21 

2; 

22 

2L 

2: 

2f 
LAWRENCE v. 

ROBERTSON, J1 
AlTDRKET AT LAW 

p.0. BOY 1448 
TUMC. ARIZOHA 85646 

(5201-398-041 I 

Q43. PLEASE RESPOND TO MR. RIGSBY’S TESTIMONY THAT ON THE USE 

OF GEOMETRIC MEANS AND INCOME RETLn_WS ARE 
APPROPROPRIATE BECAUSE THIS INF’ORMATION IS AVAILABLE 

TO INVESTORS. 

A43. Rather than focusing on what method is conceptually correcta, Mi.  Rigsbj 

contends that if an investor has information available, such information should bc 

used to determine the Company’s cost of equity even if its use is improper. Fo. 

example, that Value Line calculates both historic and prospective growth rates on i 

geometric or compound growth rate basis. But the Value Line instructions do no 

explain how Value Line’s projections of future growth are actually determined, no 

would an investor know what type of average is being used. If the test is sirnpl! 

whether investors have infomation available, and not whether its use i 

conceptually correct, then the Commission’s prior rejection of methods such as thc 

risk premium method and the comparable earnings method in past cases wa 

irnproper.6’ In Decision No. 68302 (Arizona Water Company), the Commissio: 

stated that the risk premium methodology is based on a “comparable earnings 

method that “has long been discredited.”66 Even if true, however, an investor ma 

still rely on that method and, mder the logic of Mr. Rigsby, the Commissio 

should have considered it. 

Moreover, there are types of information and methods that the Commission 

presumably for the same reasons.63 

63 See Direct Testimony of Juan C. Manrique (“Manrique Dt.”) at 29. Staff uses historical markel 
risk premium calculated from Ibbotson Associates SBBI 2009 Yearbook data, 
64 Bourassa Rb. at 40. 
65 See Arizona Water Company Decision No. 68302 at 37-38, 
66 Id. at 37. 
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should also consider if it were to accept the arguments of M i  Rigsby. For 

example, Value Line reports projected returns on equity (2014 - 2016) for the water 

utility group and the gas utility group used by Mr. Rigsby in his cost of capital 

analysis have projected returns of 10.8 percent and 11.6 percent, respectively. 

The project Value Line returns are shown below. 

RUCO Water Utility SarnDle Group 

Stock 
Symbol Commny 
ARR American States Water Co. 

WTR AquaAmerica 

CWT California Water Services Group 

SJW smcorp. 
Average 

RUCO Gas Utili& Sample Group 

Stock 
Smbol 

AGL 

AT0 

LG 

NJR 
NWN 

PNY 

SJI 

Company 

AGL Resources, Inc. 

Atmos Energy Corp. 

Laclede Group, Inc. 

New Jersey Resources Corp. 

Northwest Natural Gas 

Piedmont Natural Gas Company 

South Jersey Industry 

67 Value Line Investment Survey April 22,201 1. 
68 Id. 

28 

Value Line Projected 
Book Retug 
on Equitv 

12.5 

13.0 

10.0 

_. 7.5 

10.8 

Value Line Projected 
Book Refup 
on Equity 

12.5 

9.0 

10.0 

13.5 

10.0 

12.5 

17.5 
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69 Sea Direct Testimony of William A Rigsby (“Rigsby Dt.”) at 20. 
70 See, s.g., Win Whittaker, The Discounted Cash Flow Merhdology: Its Use in Estimating a 
Utility’s Cost of Equity, 12 Energy L.J. 265 (1991). 

SWX Southwest Gas C o p  

WGL WGL Holdings, Inc. 

Average 

71 Id, at 281-83 (citing Farmers Union Cent. Exch., Im.  Y. FERC, 734 F.2d 1486 @.C.Cir. 
1984)). 

9.0 

- 10.0 

11.6 

Value Lie’s forecasts are wideiy available and would be considered by 

investors in evaluating an investment in those utilities. In fact, Mr. Rigsby 

specifically selected the four water utilities for his proxy group for GWC because 

Value Line provides long-term estimates of those utilities’ return on conunor 

equity.6g Therefore, if the principal criterion for deciding whether to consider s 

particular equity cost estimate is its availability to investors, the Commissior 

should use Value Line’s projected average rehull of 10.8 percent to estimatt 

GWC’s cost of equity. 

Similarly, the market-to-book (‘‘MB”) ratios of the sample water utilitier 

are widely available to the investment community, along with the book values o 

those utilities’ stocks. Some authorities betieve that it is improper to use a market 

based equity return derived by means of the DCF model with an original cost (Le. 

net book value) rate base when a utility’s stock is trading above book valuee7 

Instead, when an original cost rate base is used, the book value of the sample wate 

utilities’ stocks should be used to calculate the dividend yield to ensw 

methodological con~istency,~’ The average WB ratio of the sample water utilitie 

used by Mr. Rigsby is l.gn, Le., the average market price of those utilities’ stock 

SeeRUCO Surrebuttal Schedule WAR-4, page 2 of 2. 
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Q44. DOES THE: FACT THAT UTILTY RATES ARE NOT SET EVERY 
THIRTY YEARS HAVE ANYTHING TO DO WITH THE PROPER 

CHOICE OF THE LENGTK OF THE m A S U R Y  THAT SHOULD BE 

USED IN THE CAPM AS SUGGESTED BY MR, RXSGBY ON PAGE 22 OF 

HIS TESTIMONY? 

A44. No. This is nonsense. As I explained in my rebuttal testimony, the expected stock 

return is based upon long-term cash flows, regardless of an individual’s holding 

Moreover, short term rates are volatile, fluctuate widely, and are subjeci 

to more random disturbances leading to volatile and unreliable equity r e t u r ~ s . ~ ~  

is nearly two times their book value. That means that the dividend yield 

calculations made by the parties are understated by orler 45 percent. Thus, instead 

of being in 2.78 percent to 3.35 percent range for the sample water utility group, 

the dividend yield should be 240 to 290 basis points higher, and the parties’ DCF 

model estimates should likewise be 240 to 290 basis points higher. 

The bottom line is that investors may well use data from investment source 

such as Value Line and Ibbotson incorrectly, as RUCO contends, or erroneous13 

assume that Vdue Line’s projected earnings and growth rates are based or 

geometric averages, Investors undoubtedly use (and misuse) a variety 0: 

information in deciding whether to invest in securities. But that does not mean thr  

Commission should mc&e the same mistakes in determining the cost of capital fo: 

water utilities. For the reasons stated, there is no conceptual basis for using 

geometric averages to estimate expected returns on equity. Therefore, the cost o 

equity estimates of Mr. Rigsby should be rejected. 

73 Bourassa Rb, at 42. 
74 ~ d .  at 39. 
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TIIDAC. ARIZONA 8664G 

[SZDl-S95-D4 I 1  

Q45. DOES THE ARGUMENT THAT TZLF, ECONOMX IS IMPROVING MAKE 

THE USE OF A CURRENT MAKKET IUSK PREMIUM PASSE? 

A45. Again, no, I End it odd that Mr. Rigsby now seeks to dismiss any consideration of 

the current economic  condition^.'^ After all, he acknowledges the importance of 

considering current economic conditions?6 As I have testified, changes in the 

current market risk premium have been a significant factor in the cost of equity 

authorized by the Commission in the past.77 And, the current market risk premium 

has had impact on the cost of equity in both directions over the years?’ My curreni 

market equity risk premium of 10.9% in the instant: case is lower than currenl 

inarket risk premiums employed by Staff and relied upon when adopting Staff cos! 

of equity in the past.79 Further, while economic conditions have improved sincc 

the start of the recession in 2008, unemployment remains high and the economic 

outlook is still uncertain. Value Line recently commented that “there is no shortage 

of unresolved issues as the second half begins - including the unresolved budge 

talks. However, the key issues remain the domestic economy and, by extensior 

earnings’,. *O 

Q46. ON PAGE 15 AND 16, MR. NGSBY STATES HIS RECOLLECTION OX 

COMMENTS MADE BY PROFESSOR DAMODARAN AM) PROFESSOIF 

MARSTON AT A 2007 CONFERENCE Ell3 SAYS HE ATTENDED. RC 

STUDIES MADE BY THOSE PROFESSORS LXAD YOU TO QUESTIOD 

75 Rigsby Sb. at 23. 

7G Id. at 35. 
77 Bourassa Rb, at 43-45. 
78 Id, 
79 Id, at 44, 
8o See Value Line Selection and Opinion, duly 8,20 1 I ,  
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LAWRENCE V, 

RO BERTSO N , JI 
ATTOBKEY AT LAW 

P.O. Box 1448 
r m h c .  ARWW 85646 

(520)-598-0411 

m T E t E R  THEY WOULD ENDORSE A RANGE OF M R P S  OF 4.oyo TO 

5.5% 2010? 

Yes. I was not at the 2007 conference and do not know what was actually said and 

in what context. I am also not aware of the studies upon which the panelists 

relied. I ani aware of a 2009 estimate of the current MRP estimated by Professor 

Damodaran and I am also aware of a paper written by Dr. Marston which suggests 

these two would not say the current MRP falls in a range of 4.0% to 5.0%. First, 

with respect to Professor Damodaran, I am aware that his current estimate of the 

MEW is 6.43%. Work papers supporting that estimate were provided bq 

Department of Ratepayer Advocates witness Professor J.R Woolridge ir 

California PUC Application 09-05-001, et al., which went to hearing in Augusi 

2009. I was a witness in that case for Valencia Water (Application 09-05-002) anc 

reviewed the work papers supporting the Damodaran estimate. It is possible tha 

Professor Damodaran presented a lower MRP estimate in 2007. 

Second, with respect to Professor Marston, I am aware of a paper, “Ex Anti 

Cost of Equity Estimates of S&P 500 Firms: The Choice between Global ant 

Domestic CAPM, published in Financial Management (Autumn 2003), co-authorer 

with Robert Harris, Dev Mishra and Thomas O’Bien, Professor Marston estimated 

the MRP to be 7.3% based on data for a 16 year period ending in 1998. Given her 

past published study, I m puzzled she would state that the MRP has dropped to 

less than 5,5% at a conference. As with Professor Dmoradan, it is possible that 

Professor Martson presented a lower estimate in 2007, but I am not s u e  on whai 

basis Professor Martson would have based her opinion. 

446. 

Q47. WERE CURRENT MARKET RISK PREhIIUMS LOWER DURING THIS 

TIMIE: PERTOD? 
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LAWRENCE V. 

ROBERTSON, J 
AlTORlEY AT LAW 

P.O. BOX 1448 
TUBhC, LRPaDUA US641 

(5101-398-041 1 

DO YOU HAVE ANY RESPONSE TO THE CAPM CALCULATIONf 

PRESENTED AT PAGE 25 BY MR. RZCSBY? 

Yes. These calculations are simply mechanical applications of the simple versioi 

of the CAPM. They rely on the wrong interest rate concept and MRps attributed tl 

someone who is not a witness in this case. There is no reason to believe the 4% a 

the 5% MRPs are reasonable at this time. Notwithstanding the fact that there is n 

support for either of these calculations, there are serious problems with Mr. 

Rigsby’s claim that equity cost estimates of 5.08% and 5.83% are reasonable when 

the cost of Baa bonds is 5.9%82. A reasonable estimate o f  the cost of equity must 

l447. 

Q48. 

A48, 

Q49. 

A49. 

As I discussed in my rebuttal testimony, during the Black Mountain Company rate 

case in 2006, Staff computed a current MRF’ of 5.7%, which was much lower than 

earlier estimates which over 13%.81 The 5.7% is near the range allegedly offered 

by the panelists mentioned by Mr. Rigsby. 

HAVE YOU REVIE!37ED DR. DAMODARAN’S UPDATED PAPER 

TITLED “EQUITY RISK PREMIUM (ERP): DETERMINANTS, 

ESTZMATZON, AND IMPLICATIONS’’ CITED BY M R  RIGSBY OK 

PAGE 26 OF HIS SURREBUTTAL TESTIMONY? PLEASE COMMENT, 

Yes, Appendix 1 of Dr. Damodaran’s F e b m y  20 11 update shows a market risk 

premium (arithmetic mean) from 1926 to 2010 of 6.03% which is consistent witl 

Morningstar and much higher than Mr. Rigsby‘s cited range of 4.5% to 5%. Thc 

6.03% estimate is dso based the market risk premium of stock over long-tern 

government bonds not 5 -year US,  Treasury bonds as Mr. Rigsby uses. 

Bourassa Rb. at 45. 81 

82 Federal Reserve Website July 1 1,201 1. 
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LAWRRNCE V. 

ROBERTSON, JF 
ATPORNEY AT LAW 

P . 0 ,  BOX 1448 
T u ~ h c .  hlllZDIXA 85646 

(510)-398-0411 

DO YOU HAW ANY COMMENTS ON MR. SCHOEMPEKEN’i 

PROJECTIONS OF RETURNS AND LTIS CONCLUSIONS? 

Mr. Schoemperlen’s projections are flawed for several reasons. Among these 

reasons are: 

1, The rate bases are understated because he double counts the tank 

over-sizing costs. 86 

Q50. 

A50. 

Q5l. 

A5 1. 

83 Rigsby Sb. at 27. 
84 BourassaRb. at 9-10,50. 
85 Rigsby Sb. at 10, 
*‘ See Rejoinder Testimony of Thomas J. Bourassa - Rate Base, Income Statement, and Rate 

be higher than the cost of Baa bonds. 

BUT MR. RIGSBY IS RECOMMENDING A 9.0% RETURN ON EQUITY. 

DOESN’T THAT FtESOLvE THE MATTER FIEGARDING MR. RIGSBY’S 

LOW CAPM RESULTS? 

No. Despite Mr. Rigsby’s story line that he is recommending a 9.0 return that is 

322 to 367 basis points above the current cost of BaaBBB-rated and A-rated 

bonds83, the 9.0% return on equity, like Mr. Rigsby’s hypothetical cost of debt oi 

6.13% cost of debt and hypothetical capital structure, is pure fiction. In reality! 

Mr. Rigsby transfers over 20% of GWC’s equity to debt, provides a law 6.13% 

return on that equity, and ultimately provides for a mere 6.6% return on the actua: 

invested equity capital in RUCO’s proposed rate base for GWC?4 The 6,6% is 24( 

basis points lower than his fictional 9.0% and over 100 basis points lower than thc 

average of Mr, Rigsby’s DCF and CAPM results of 7.54%. Further, Mg5r. Rigsbj 

leave the door open so to speak on this lower cost of equity estimate. 

C ,  Responses to the Surrebuttal Testimony of Mr. Schoemperlen. 
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2. 

3. 

4. 

5. 

6, 

The revenues are overstated because he does not use half-year 

convention on revenue growth. 

The rate of rate base growth is vastly understated because he assumes 

a total system capacity of 1,291 when the tank over-sizing capacity 

costs have already been removed. 330 EDU’s (customers) should be 

deducted from the 1,291 EDU’s (customers) as a result of the 

removal of the tank over-sizing costs. 

The rate of growth in the rate bases base also appears to exclude any 

reserve margin in each year. 

The rate bases are additionally understated because the analysis does 

not reflect the real world engineering analysis that shows that even 

under Mr. Schoemperien’s assumptions about the reserve maring 

requirements, the storage tank at water plant #3 is 92.7% used and 

useful and not 24.5 percent used and usefuLs7 

The analysis ignores the fact that GWC has committed capital which 

is not being recognized. There is an significant disparity between the 

rate bases and the actual total committed capital I GWC. All of the 

capital in a company must be supported.88 

Q52. DOES THAT CONCLUDE YOUR REJOINDER TESTIMONY ON COST 

OF CAPITAL? 

A52. Yes. Although my silence on any issue not discussed herein does not necessarilq 

constitute agreement with StaE, RUCO, or Mr. Schoemperlen. 

Design (“Bourassa Rj. REL”) at 33. 
87 Bourassa Rj. RB at 34. 

Bourassa Rb. at 56. 
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STAJE OF CALIFORNIA 

PUBLtC UTlLlTl€S COMMISSION 
€48 VAN NE36 AVENUE 

B/\N FRANCIEGO, CA 841025288 

March 1,201 I 

Rates of Refurn (ROR) hies of Margin 
Class c 11.25% to  12.25% 23.40 '%e 

CPASS D 12.00% to .13.00% 24.89% 

RE: Rates of Return and Rates of Margin €or Class C and Class I) Water Utilities 

TO: COWSSION 

By this memorandum, the Division of Waler and Audits (DWA) updates its recommended Rates of 
Return and Rates of Margin for Class C and D water utirities.' These updates have bccn d d a W  in 
accordance with Resolution W-4-524, which revised the Stadard Practice that addresses how the rate of 
return and rate of margin are calculated for Class C and D watm utilities. 

DWA considered anumber of factors in determining the rates of retnm. DWA assessed the moveineat in 
w t d  and fowasted interest rates over the last year's (lower actual rates that are forecast to recover to 
near recent historical). In addition, DIVA took into account the high operational risks faced by Class C 
and Class D water utilities and the canstant level of autharizgd rates of return for Class A water utilities 
jn 2010 over 2009 (average of 8.94% and 8.51%, respectively). a 

In determining the rates of margin for Class C ancl D water utilities, DWA considwed the Class B water 
utilities most recent aui%orized average xates of return of lo.%%, their most recent authorized equivalent 
average rate of margin of20,63%, and the recornended mtes o f r e m  €or Class C and D water utilities, 
as calculated. 

If you have any questions regarding the Rates of Return or Rates of M q i n  recommendations, pieme 
c o m t  R a p o n d  Yin of the Division of Water and Audits at (415) 703-1 818, or 2.vv~~cp~tc.,cs,~0v. 

Sincerely, 

Rami Kahlon, Director 
Division of Water and Audits 

Attachment 

' As reqilixed by D.92-03-093, in Phase 1 of L90-11-033 (Water Risk OIQ. 



CALCULATION OF CLASS C & r) WATER COMPANY’ 
RAflES OF RETURN (ROR) & RATES OF iWARCIN 

h btes are calcufated using both return-on-ratebase and rate ofmmgin methods. 
b The method that produces the higher result is us& 
4 ROR is set at a level above or below the recornmended ranges, if warranted. 
0 Where littie or no rate base exists, the ROM is used 

4 The ROM is applied to Operating Expenses to deternine the estimated dollar Iretun, 
which is then compared with the average dollar ROR on rate base. 

b Calculations are based on the assumption that there is a comparable relationship 
between authorized Class B ROR and ROM and Class C and D KUR and ROM. 

b Class C md D water operations, fmances, and risks are rnure similar to those ofthe 
Class B water companies, than with Class A water utilities. 

Data Used in Determinini the Rates of Return and Rata uf Margin 
for Class C and Class D Water Utilities 

Average Class B Ratc of Margln (“ROM’) 
Average Class B bfe ofbturn (4ROR‘) 
Average Class C ROR 
Average Class D ROR 
Average Class C ROM = Average Class 13 ROM * (Average Class C 

Class c water utilities have 501 to 2,000 customers; Class D water utilities have SOQ or less customers. 
Pursuant to D.92-03-093, Ordering Paragraph X and Resolution W-4524, 
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Goodman Water Company 
Test Year Ended December 31,2009 

Cost of Preferred Stock 

Exhibit 
Rejoinder Schedule D-3 
Page 1 
Witness: Bourassa 

Line 

I 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

a 

End of Test Year End of Projected Year 

Shares Dividend Shares Dividend Description 
of Issue Outstanding Amount Requirement Outstanding Amount Requtrement 

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OF? OUTSTANDING 

SUPPORTING SCHEDULES: 
E- I  

RECAP SCHEDULES: 
D-1 



Goodman Water Company 
Test Year Ended December 31,2009 

Cost of Common Equity 

Exhibit 
Schedule D-4 
Page 1 
Witness: Bourassa 

Line 
&k 

1 
2 
3 
4 
5 
6 
7 
8 
9 

I O  
I 1  
12 
13 
14 
15 
16 
17 SUPPORTING SCHEDULES; 
13 D-4.f to D-4.16 
19 
20 

The Company is proposing a cast of common equity of 10.20% . 

RECAP SCHEDULES: 
D-1 
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Lex i s N ex i So 
EXHIBIT I=] 

3 of 69 DOCUMENTS 

DUQUESNE LIGHT CO. ET AL. v. BARASCH ET AL. 

NO. 87-1 160 

SUPREME COURT OF THE UNITED STATES 

488 U S .  299; 109 S. Ct. 609; 102 L. Ed. 2d 646; 1989 U S .  LEXIS 313; 57 U.S.L. W. 
4083; 98 P.U.R.4th 253 

November 7,1988, Argued 
January 11,1989, Decided 

PRIOR HISTORY: APPEAL FROM THE 
SUPREME COURT OF PENNSYLVANIA. 

DISPOSITION: 516 Pa. 142, 532 A. 2d  325, 
affirmed. 

bodies to set utility rates, and appellee Pennsylvania 
Public Utility Commission was essentially an 
administrative arm of the legislature. 

OUTCOME: The Court affirmed the state supreme 
court's decision. 

CASE SUMMARY: 
LexisNexis(R) Headnotes 

PROCEDURAL POSTURE: Appellant utilities 
challenged a decision from the Supreme Court of 
Pennsylvania holding that Pennsylvania law, requiring 
that utility rates be fixed without consideration of a 
utility's expenditures for electrical generating facilities 
that were planned but never built, did not 
unconstitutionally take the utilities' property in violation 
of the F i j h  Amendment Takings Clause. 

OVERVIEW: The state statutory scheme prevented the 
utilities from including in their rate base capital 
expenditures that were made toward developing nuclear 
generating plants that were planned but never built. On 
appeal, the Court upheld the state supreme court's 
decision that the law did not take the utilities' property in 
violation of the U S .  Const. amend. V. The Court held 
that only if the utility rate established by a state did not 
afford sufficient compensation, the state had taken the 
use of utility property without paying just compensation 
and so violated the Takings Clause. However, the overall 
impact of the rate orders at issue was not constitutionally 
objectionable. Also, state legislatures were competent 

Constitutional Law > Bill of Rights > Fiindamental 
Rights >Eminent Domain & Takings 
Energy & Utilities Law > Utility Companies > Rates > 
General Overview 
[HNI] A state scheme of utility regulation does not 
"take" property, within the meaning of the Fifth 
Amendment, simply because it disallows recovery of 
capital investments that are not used and useful in service 
to the public. 66 Pa. Cons. Stat. $1315 (Supp. 1988). 

Civil Procedure > Appeals > Appellate Jurisdiction > 
General Overview 
Civil Procedure > U.S. Supreme Court Review > State 
Court Decisions 
[HNZ] See 28 U.S.C.S. $ 1257(2). 

Civil Procedure > Appeals > Appellate Jurisdiction > 
Final Judgment Rule 



488 US. 299, *; 109 S. Ct. 609, **; 
102 L. Ed. 2d 646. ***; 1989 U.S. LEXIS 313 

Page 2 

Civil Procedure > U.S. Supreme Coirrt Review > State 
Court Decisions 
[HN3] Even though a case has been remanded, the U.S. 
Supreme Court has jurisdiction pursuant to 28 U.S.C.S. , 

1257(2) to review a state court judgment that has finally 
adjudicated the constitutionality of a state statute such 
that outcome of further proceedings is preordained. 

Energy & Utilities Law > Utility Companies > Service 
Terinin ations 
[HN4] See 66 Pa. Cons. Stat. $1501 (1 986). 

Constitutional Law > Bill of Rights > Fundamental 
Rights >Eminent Domain & Takings 
Energy & Utilities Law > Utility Companies > Rates > 
General Overview 
[HNS] The U.S. Constitution protects utilities from being 
limited to a charge for their property serving the public 
which is so "unjust" as to be confiscatory. If the rate does 
not afford sufficient compensation, the state has taken the 
use of utility property without paying just compensation 
and so violated the Ffth and Fourteenth Amendments. 

Energy & Utilities Law > Utility Companies > Rates > 
Genera I Overview 
[HN6] The "fair value" rule is not the only 
constitutionally acceptable method of fixing utility rates. 
Historical cost is a valid basis on which to calculate 
utility compensation. All of the subsidiary aspects of 
valuation for ratemaking purposes cannot properly be 
characterized as having a constitutional dimension, 
despite the fact that they might affect property rights to 
some degree. 

Energy & Utilities Law > Utility Companies > Rates > 
Ratemaking Factors > Rate of Return 
[HN7] It is not theory but the impact of the rate order 
which counts. If the total effect of the rate order cannot 
be said to be unreasonable, judicial inquiry is at an end. 
The fact that the method employed to reach that result 
may contain infirmities is not then important. This 
language does not dispense with all of the constitutional 
difficulties when a utility raises a claim that the rate 
which i t  is permitted to charge is so low as to be 
confiscatory: whether a particular rate is "unjust" or 
"unreasonable" will depend to some extent on what is a 
fair rate of return given the risks under a particular 

rate-setting system, and on the amount of capital upon 
which the investors are entitled to earn that return. At the 
margins, these questions have constitutional overtones. 

Energy & Utilities Law > Utility Companies > Rates > 
Ratemaking Factors >Rate Base 
[HNS] See 66 Pa. Cons. Stat. 9 13 11 (b) (1 986). 

Energy & Utilities Law > Utility Companies > Rates > 
General Overview 
[HN9] State legislatures are competent bodies to set 
utility rates. And the Pennsylvania Public Utility 
Commission is essentially an administrative arm of the 
legislature. The commission must be free, within the 
limitations imposed by pertinent constitutional and 
statutory commands, to devise methods of regulation 
capable of equitably reconciling diverse and conflicting 
interests. This is not to say that any system of ratemaking 
applied by a utilities commission, including the specific 
instructions it has received from its legislature, will 
necessarily be constitutional. But if the system fails to 
pass muster, it will not be because the legislature has 
performed part of the work. 

Energy & Utilities Law > Utility Companies > Rates > 
General Overview 
[HNlO] An otherwise reasonable utility rate is not subject 
to constitutional attack by questioning the theoretical 
consistency of the method that produced it. 

Energy & Utilities Law > Utility Companies > Rates > 
Ratemaking Factors > General Overview 
[HNl I ]  One of the elements always relevant to setting 
the utility rate under Hope is the return investors expect 
given the risk of the enterprise. 

Energy & Utilities Law >Administrative Proceedings > 
US. Federal Energy Regulatory Commission > General 
Overview 
Energy & Utilities Law > Utility Companies > Rates > 
General Overview 
[HN12] A commission is not bound to the use of any 
single formula or combination of formulae in determining 
utility rates. 

Energy & Utilities Law > Administrative Proceedings z 
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Ratemaking 
Energy & Utilities Law > Utility Companies > Rates > 
General Overview 
[HN131 The US. Constitution within broad limits leaves 
the states free to decide what rate-setting methodology 
best meets their needs in balancing the interests of the 
utility and the public. 

DECISION: 

Pennsylvania statute disallowing utilities' recovery of 
capital investments in discontinued nuclear power 
projects held not to "take" utilities' property in violation 
of takings clause of Fijih Amendment. 

SUMMARY: 

A group of electric utilities in Pennsylvania planned 
the construction of seven nuclear power plants and 
incurred millions of dollars in preliminary con-ction 
costs, but subsequently cancelled plans for four of the 
nuclear plants in response to events which changed the 
outlook for electric power demand and the desirability of 
nuclear energy. One of the utilities involved sought 
permission from the Pennsylvania Public Utilities 
Commission (PUC) to amortize its expenditures for the 
unbuilt plants over a 10-year period; and the PUC, after 
receiving an investigative report which concluded that the 
utilities' decisions to begin and to end construction of the 
plants had both been reasonable and prudent at the time 
they were made, granted the utility in question a rate 
increase which would include additional revenue to cover 
the first amortization payment (57 Pa PUC 1. 51 PUR 
4rb 198). The Pennsylvania Office of the Consumer 
Advocate moved tor reconsideration of that decision. in 
the light ot a recentlv enacted state statute which 
prohibited puhlic utilities trom includinE! thc cost of 
construction of a tacility in tne rate base unhl the facility 
was "usea ana usefur in service to the public": but the 
PUC. interpreting this statute as iiclt bamng the recovery 
of such costs through amortization, reaffirmed its rate 
order (57 Pa PUC 177, 52 PUR 4th 644), and granted a 
similar rate increase to another utility involved in the 
plant construction project (58 Pa PUC 305, 60 PUR 4th 
593). The Commonwealth Court of Pennsylvania, 
holding that the PUC had correctly interpreted the statute, 
affirmed the PUC's order as to the first utility, and 
affirmed the PUC's order as to the second utility in part 
and reversed in part on other grounds (90 Pa Cmwhh 98. 
494 AZd 58). The Supreme Court of Pennsylvania 

reversed the orders of the Commonwealth Court and 
remanded the cases to the PUC for further proceedings, 
as it held that (1) the controlling language of the statute 
prohibited recovery of the consmetion costs either by 
inclusion in the rate base or by amortization, and (2) such 
a statute did not work a confiscation of utility property 
without just compensation in ViOlatiOn Of the state and 
federal constitutions (SI6 Pa 142,532 A2d325). 

On appeal, the United States Supreme Court 
affirmed. In an opinion by Rehnquist, Ch. J., joined by 
Brennan, White, Marshall, Stevens, OConnor, Scalia, 
and Kennedy, JJ., it was held that (1) a state scheme of 
utility regulation does not "take" a utility's property, 
within the meaning of the takings clause of the Federal 
Constitution's Fijih Amendment, simply because it 
disallows recovery of capital investmenb that are not 
"used and useful in service to the public," and specifically 
(2) the effect application of the Pennsylvania statute 
would have on the rate orders in the present case is not 
constitutionally impermissible where (a) the state's 
ratemaking methodology has been predominantly, but not 
entirely, based on the "historical cost" of utility assets, so 
that the statute's introduction of elements of a "fair value" 
system of valuation is not an arbitrary departure, and (b) 
it has not been shown that the resulting rate orders would 
fail to provide the utilities with a rate of return that would 
be reasonable given the risks under such a ratemaking 
methodology. 

Scalia, J., joined by White and OConnor, JJ., 
concurred, expressing the view that while capital 
reasonably expended by a utility to meet its legal 
obligation to assure adequate service need not be taken 
into account as such in ratemaking formulas, it may need 
to be taken into account in assessing the constitutionality 
of the particular consequences produced by those 
formulas. 

Blackmun, J., dissented, expressing the view that the 
appeal should be dismissed for want of a "final" 
judgment by the state's highest court. 

LAWYERS' EDITION HEADNOTES: 

(***LEdHNl J 

EMINENT DOMAIN $103 

what constitutes taking - utility rate regulation -- 
investment in unbuilt facilities -- 
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Headnote:[ lA][ lB] APPEAL $83.5 

A state scheme of utility regulation does not "take" a 
utility's property, within the meaning of the takings 
clause of the Federal Constitution's Fifth Amendment, 
simply because it disallows recovery of capital 
investments that are not "used and useful in service to the 
public"; thus, a state statute requiring that rates for 
electricity be fixed without consideration of a utility's 
expenditures for electrical generating facilities which 
were planned but never built, even though the 
expenditures were prudent and reasonable when made, 
does not "take" the utility's property i n  violation of the 
Fifth Amendment; the statute's effect on rate orders for 
utilities which had sought to amortize their expenditures 
on nuclear power plants that were planned but never built 
is not constitutionally impermissible where (1) the state's 
ratemaking methodology had been predominantly but not 
entirely based on the "historical cost" of utility assets, so 
that the statute's introduction of elements of a "fair value" 
system of valuation is not an arbitrary departure, and (2) 
i t  has not been shown that the resulting rate orders will 
fail to give a rate of return that is reasonable given the 
risks under such a methodology. 

[***LEdHN2] 

PUBLIC SERVICE COMMISSIONS $2 

state commission -- statutory authority -- 

The authority of the Pennsylvania Public Utilities 
Commission, which exercises a legislative grant of power 
to enforce the Pennsylvania public utilities laws, must 
arise either from the express words of the pertinent 
statutes or by strong and necessary implication therefrom. 

[ * * *LEdHN3] 

APPEAL 1333 

Supreme Court jurisdiction -- 

Headnote: [3] 

On appeal, the United States Supreme Court must 
first inquire into its jurisdiction to decide a case, even 
though the parties have not discussed this issue. 

[ * * *LEdHN4] 

Supreme Court jurisdiction -- final judgment of state 
court -- further state proceedings -- 

Headnote:[4] 

The judgment of a state's highest court, in reviewing 
rate orders of the state public utilities commission which 
allowed utilities to receive increased revenues covering 
amortization payments on the expenses they had incurred 
in preliminary construction work on nuclear power plants 
which were later cancelled, that a state law disallowing 
recovery of such investments by utilities did not 
constitute a "taking" of the utilities' property without just 
compensation in violation of the Federal Constitzrtion's 
Fifth Amendment, is a "final" judgment for purposes of 
the United States Supreme Court's appellate jurisdiction 
under 28 USCS 1257(2), even though the state court 
remanded the case for further proceedings to revise the 
relevant rate orders, since the state court has finally 
adjudicated the constitutionality of the statute in question 
in the context of otherwise completed rate proceedings 
and so has left the outcome of further proceedings 
preordained. (Blackmun, J., dissented from this holding.) 

[***LEdHNS] 

PUBLIC UTILITIES $ 16 

rate regulation -- right to fair return -- 

Headnote:[5] 

The Federal Constitution protects public utilities 
from being limited to a charge for their property serving 
the public which is so unjust as to be confiscatory; if the 
rate does not afford sufficient compensation, the state has 
taken the use of utility property without paying just 
compensation and so has violated the Fifth and 
Fourteenth Amendments to the Federal Constitution. 

[* * *LEdHN6] 

PUBLIC UTILITIES $ 17 

rate regulation -- fair return -- methodology of rate 
order -- 

In determining whether the rates which a public 
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utility is allowed to charge are so low as to violate the 
Fifth and Foiirteenth Amendtnents to the Federal 
Constitution by taking utility property without just 
compensation, it is not theory but the impact of the rate 
order which counts, so that if the total effect of the rate 
order cannot be said to be unreasonable, then judicial 
inquiry is at an end; the Constitution protects the utility 
from the net effect of the rate order on its property, and 
inconsistencies in one aspect of the methodology have no 
constitutional effect on the utility's property if they are 
compensated by countervailing factors in some other 
aspect. 

[ * * * LEdHN71 

PUBLIC UTILITIES $17 

rate regulation -- fair return -- risks -- 

Headnote:[7] 

In determining whether the rates which a public 
utility is allowed to charge are so low as to violate the 
Fifth and Foiirteenth Amendments to the Federal 
Constitution by taking utility property without just 
compensation, whether a particular rate is unjust or 
unreasonable will depend to some extent on what is a fair 
rate of return given the risks under a particular 
rate-setting system, and on the amount of capital upon 
which the investors are entitled to earn that return. 

[***LEdHN8] 

PUBLIC UTILITIES Q 17 

rate regulation -- fair return -- denial of amortization 
_ _  

The total effect of a utility rate order which does not 
allow electrical utility companies to amortize over I O  
years their investments in nuclear power plants which 
were planned but never built is not unjust or 
unreasonable, so as to violate the Fifth and Foiirteenth 
Amendments to the Federal Constitution by taking utility 
property without just  compensation, where ( I )  one of the 
companies involved was authorized to earn a 16.14 
percent return on common equity and an 11.64 percent 
overall return on a rate base of nearly S 1.8 billion, its fi 
35 million investment in the cancelled plants comprised 
roughly 1.9 percent of its total base, and the denial of 

plant amortization would reduce its annual allowance by 
0.4 percent; (2) another company involved was allowed a 
charge of 15.72 percent return on common equity and a 
12.02 percent overall return, its investment in the 
cancelled plants comprised only 2.4 percent of its $401.8 
million rate base, and the denial of amortized recovery of 
its $ 9.6 million investment in the cancelled plants would 
reduce its annual revenue allowance by 0.5 percent; (3) 
no argument has been made that these slightly reduced 
rates would jeopardize the financial integrity of the 
companies, either by leaving them insufficient operating 
capital or by impeding their ability to raise future capital; 
and (4) it has not been demonstrated that these rates 
would be inadequate to compensate current equity 
holders for the risk associated with their investments, the 
first company's embedded cost of debt being 9.42 percent 
while the second company's debt service was at 10.25 
percent. 

[ **  *LEdHN9] 

PUBLIC SERVICE COMMISSIONS $ 1 

ratemaking -- state legislative control -- 

Headnote:[9A][9B] 

The Federal Constitution does not prevent state 
legislatures from giving specific instructions to their 
utility commissions; thus, a state statute which requires 
the state's public utilities commission to fix electricity 
rates without consideration of a utility's expenditures for 
generating facilities that were planned but never built 
does not impermissibly interfere with the commission's 
duty to balance consumer and investor interests. 

[***LEdHNIO] 

PUBLIC UTILITIES $ 17 

rate regulation -- fair return -- methodology of rate 
order -- 

Headnote:[lOA][ 10B][ IOC] 

Because the return investors in a public utility expect 
given the risk of the enterprise is one of the elements that 
is always relevant in determining whether the rates which 
the utility is allowed to charge are so low as to violate the 
Flfth and Fourteenth Amendments to the Federal 
Constitution by taking utility property without just 
compensation, and because the risks a utility faces are in 
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large part defined by the rate methodology used, a state's 
decision to arbitrarily switch back and forth between 
methodologies in a way which requires investors to bear 
the risk of bad investments at some times while denying 
them the benefit of good investments at others would 
raise serious constitutional questions; however, where a 
state's method of valuating utility assets for ratemaking 
purposes has been predominantly but not entirely based 
on historical cost, and i t  has not been shown that 
particular rate orders at issue, as modified by a state 
statute which disallows recovery of investments in 
facilities that are not "used and useful in service to the 
public," fail to give a reasonable rate of return on equity 
given the risks under such a regime, the theoretical 
inconsistency of  applying the used and useful 
requirement--which is normally associated with the fair 
value method of valuation rather than with a historical 
cost approach--is not an error of constitutional 
magnitude; the Federal Constitution does not require the 
adoption of a single theory of valuation for a public 
utility's assets, but rather leaves the states free, within 
broad limits, to decide what rate-setting methodology 
best meets their needs in balancing the interests of the 
utility and of the public. 

[***LEdHNI I ]  

PUBLIC UTILITIES 99 

rate regulation -- 

Headnote:[ 1 I ]  

State legislatures are competent bodies to set utility 
rates. 

[***LEdHN 121 

PUBLIC SERVICE COMMISSIONS 5 I 

legislative control -- 

Headnote:[ 121 

Under Pennsylvania law, the state Public Utilities 
Commission is essentially an administrative arm of the 
state legislature. 

SYLLABUS 

In 1967, appellant Pennsylvania electric utilities 
joined a venture to construct seven nuclear generating 

units. But in 1980, because of intervening events, 
including the Arab oil embargo and the accident at Three 
Mile Island, the participants canceled plans for 
construction of four of the plants. Thereafter appellant 
Duquesne Light Co. applied to the Pennsylvania Public 
Utility Commission (PUC) to obtain a rate increase and 
to amortize its expenditures on the canceled plants over 
10 years. The PUC granted a rate increase that included 
an amount representing the first payment of the 10-year 
amortized recovery of Duquesne's costs in the aborted 
plants. Shortly before the close of the rate proceeding, a 
state law (Act 335) was enacted that provided that an 
electric utility's cost of construction of a generating 
facility shall not be made part of a rate base nor otherwise 
included in rates charged until such time as the facility "is 
used and useful in service to the public." The State Office 
of the Consumer Advocate moved the PUC to reconsider 
in light of this law, but the PUC on reconsideration 
affirmed its original rate order, reading the new law as 
excluding the costs of canceled plants from the rate base, 
but not as preventing their recovery through amortization. 
Meanwhile, the PUC similarly granted appellant 
Pennsylvania Power Co. a rate increase and authorized it  
to amortize its share of the canceled plants over a 10-year 
period. The Consumer Advocate appealed both PUC 
decisions to the Pennsylvania Commonwealth Court, 
which held that the PUC had correctly construed Act 335. 
The Pennsylvania Supreme Court reversed, holding that 
Act 335 prohibited recovery of the costs in question 
either by inclusion in the rate base or by amortization, 
and that the statute did not take appellants' property in 
violation of the Takings Clause of the Fifth Amendment, 
applicable to the States under the Fourteenth Amendment. 
The court remanded the case to the PUC for further 
proceedings to correct its rate orders, giving effect to the 
exclusion required by Act 335. 

Held 

I .  This Court has jurisdiction to decide the case 
under 28 U. S. C. 9 1257(2), which authorizes the Court 
to review by appeal "[flinal judgments . . . rendered by 
the highest court of a State in which a decision could be 
had . . . where is drawn in question the validity of a 
statute of any state on the ground of its being repugnant 
to the Constitution . . . and the decision is in favor of its 
validity." Although the Pennsylvania Supreme Court 
remanded the case for further proceedings to revise the 
rate orders, that court's judgment is final for purposes of 
this Court's appellate jurisdiction. The state court's last 
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word on Act 335's constitutionality has been presented, 
and all that remains is the straightforward application of 
its clear directive to otherwise complete rate orders. Pp. 
306-307. 

2. A state scheme of utility regulation, such as is 
involved here, does not "take" property simply because i t  
disallows recovery of capital investments that are not 
"used and useful in service to the public." Pp. 307-316. 

(a) Under the "prudent investment" or "historical 
cost" rule, a utility is compensated for all prudent 
investments at their actual cost when made (their 
"historical" cost), irrespective of whether individual 
investments are deemed necessary or beneficial in 
hindsight. I t  was ruled in FPC v. Hope Nutzirul Gas Co., 
320 U.S. 591, that historical cost was a valid basis on 
which to calculate utility compensation. Pp. 307-3 12. 

(b) The Constitution does not require that subsidiary 
aspects of Pennsylvania's ratemaking methodology be 
examined piecemeal, as appellants argue. State 
legislahires are competent bodies to set utility rates, and 
the PUC is essentially an administrative arm of the 
legislature. Similarly, an otherwise reasonable rate is not 
subject to constitutional attack by questioning the 
theoretical consistency of the method that produced it, as 
appellants do here by noting Act 335's theoretical 
inconsistency in suddenly and selectively applying the 
"used and useful requirement," normally associated with 
the fair value method of ratesetting, in the context of 
Pennsylvania's system based on historical costs. Pp. 
313-3 14. 

(c) In this case, at all relevant times, Pennsylvania's 
rate system has been predominantly but not entirely based 
on historical costs, and it has not been shown that the rate 
orders in question as modified by Act 335 failed to give a 
reasonable rate of return on equity given the risk under 
such a regime. Therefore, Act 335's limited effect on 
those rate orders does not result in constitutionally 
impermissible rates. Pp. 3 14-3 15. 

(d) But adoption of the "prudent investment" rule as 
the single constitutional standard of valuation would be 
inconsistent with the view of the Constitution that this 
Court has taken since Hope Natural Gas and would 
unnecessarily foreclose alternatives that could benefit 
both consumers and investors. The Constitution within 
broad limits leaves the States free to decide what 
ratesetting methodology best meets their needs in 

balancing the interests of the utility and the public. Pp. 
3 15-3 16. 

COUNSEL: Peter Buscemi argued the cause for 
appellants. With him on the briefs were Alan L. Reed, 
William E. Zeiter, John F. Stillmun 111, James R. Edgerly, 
Stephen L. Feld, Christine A. Hansen, and Larry R. 
Crayne. 

Irwin A. Popowsky argued the cause for appellees and 
filed a brief for appellee David M. Barasch. With him on 
the brief were David M. Barasch, pro se, and Daniel 
Clearfield. Daniel P. Delaney, Bohdan R. Pankiw, and 
John A. Levin filed a brief for appellee Pennsylvania 
Public Utility Commission. * 

* Briefs of amici curiae urging reversal were 
filed for the Edison Electric Institute by Robert L. 
Baum and Peter B. Kelsey; and for the 
Pennsylvania Electric Association by Rex E. Lee, 
David W. Carpenter, Vincent Butler, and David 
T. Evrard. 

Briefs of amici curiae urging affirmance were 
filed for the Consumer Federation of America et 
al. by Scott Hempling and Roger Colton; for the 
National Association of Regulatory Utility 
Commissioners by William Paul Rodgers, Jr.; for 
the National Association of State Utility 
Consumer Advocates by Raymon E. Lark, Jr.; and 
for the National Governor's Association et al. by 
Benna Ruth Solomon, Joyce Holmes Benjamin, 
Beate Bloch, and Brian J. Moline. 

H. Lee Roussell and David M. Kleppinger 
filed a brief for Industrial Energy Consumers of 
Pennsylvania et al. as amici curiae. 

JUDGES: REHNQUIST, C. J., delivered the opinion of 
the Court, in which BRENNAN, WHITE, MARSHALL, 
STEVENS, OCONNOR, SCALIA, and KENNEDY, JJ., 
joined. SCALIA, J., filed a concurring opinion, in which 
WHITE and O'CONNOR, JJ., joined, post, p. 317. 
BLACKMUN, J., filed a dissenting opinion, post, p. 3 17. 

OPINION BY: REHNQUIST 

OPINION 
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[*301] [***653] [**612] CHIEF JUSTICE 
REHNQUIST delivered the opinion of the Court. 

[***LEdHRIA] [ IAIPennsylvania law required 
that rates for electricity be fixed without consideration of 
a utility's expenditures for electrical generating facilities 
which were planned but never built, even though the 
expenditures were prudent and reasonable when made. 
The Supreme Court of Pennsylvania held that such a law 
did not take the utilities' property in violation of the Fifth 
Amendment to the United States Constitution. We agree 
with that conclusion, and hold that [HNI] a [*302] state 
scheme of utility regulation does not "take" property 
simply because it disallows recovery of capital 
investments that are not "used and useful in service to the 
public." 66 Pa. Cons. Stat. $ 1315 (Supp. 1988). 

I 

In response to predictions of increased demand for 
electricity, Duquesne Light Company (Duquesne) and 
Pennsylvania Power Company (Penn Power) joined a 
venture in 1967 to build more generating capacity. The 
project, known as the Central Area Power Coordination 
Group (CAPCO), involved three other electric utilities 
and had as its objective the construction of seven large 
nuclear generating units. In 1980 the participants 
canceled plans for [**613] construction of four of the 
plants. Intervening events, including the Arab oil 
embargo and the accident at Three Mile Island, had 
radically changed the outlook both for growth in the 
demand for electricity and for nuclear energy as a 
desirable way of meeting that demand. At the time of the 
cancellation, Duquesne's share of the preliminary 
construction costs associated with the four halted plants 
was $ 34,697,389. Penn Power had invested S 9,569,665. 

[***LEdHR2A] [2A]In 1980, and again in 1981, 
Duquesne sought permission from the Pennsylvania 
Public Utility Commission (PUC) to recoup its 
expenditures [***654] for the unbuilt plants over a 
IO-year period. The Commission deferred ruling on the 
request until i t  received the report from its investigation 
of the CAPCO construction. That report was issued in 
late 1982. The report found that Duquesne and Penn 
Power could not be faulted for initiating the construction 
of more nuclear generating capacity at the time they 
joined the CAPCO project in 1967. The projections at 
that time indicated a growing demand [*303] for 
electricity and a cost advantage to nuclear capacity. I t  

also found that the intervening events which ultimately 
confounded the predictions could not have been 
predicted, and that work on the four nuclear plants was 
stopped at the proper time. In summing up, the 
Administrative Law Judge found "that the CAPCO 
decisions in regard to the [canceled plants] at every stage 
to their cancellation, were reasonable and prudent." App. 
to Juris. Statement 19h. He recommended that Duquesne 
and Penn Power be allowed to amortize their sunk costs 
in the project over a 10-year period. The PUC adopted 
the conclusions of the report. App. to Juris. Statement li.  

[ ***LEdHR2B] [2B] 

1 The PUC exercises a legislative grant of power 
to enforce the Pennsylvania public utilities laws. 
66 Pa. Cons. Stat. $501 (1 986). "[Tlhe authority 
of the Commission must arise either from the 
express words of the pertinent statutes or by 
strong and necessary implication therefrom." 
Philadelphia v. Philadelphia Electric Co., 504 
Pa. 312, 317, 473 A.  2d 997, 999 (1984) 
(collecting cases). 

In 1982, Duquesne again came before the PUC to 
obtain a rate increase. Again, it  sought to amortize its 
expenditures on the canceled plants over IO years. In 
January 1983, the PUC issued a final order which granted 
Duquesne the authority to increase its revenues S 105.8 
million to a total yearly revenue in excess of S 800 
million. Pennsylvania PUC v. Dirqiiesne Light Co., 57 
Pa. P. U. C. 1, 51 P. U. R. 4th 198 (1983). The rate 
increase included S 3.5 million in revenue representing 
the first payment of the IO-year amortization of 
Duquesne's $ 3 5  million loss in the CAPCO plants. 

The Pennsylvania Office of the Consumer Advocate 
(Consumer Advocate) moved the PUC for 
reconsideration in light of a state law enacted about a 
month before the close of the 1982 Duquesne rate 
proceeding. The Act, No. 335, 1982 Pa. Laws 1473, 
amended the Pennsylvania Utility Code by limiting "the 
consideration of certain costs in the rate base." It 
[*304] provided that [**ti141 "the cost of [***655] 
construction or expansion of a facility undertaken by a 
public utility producing. . . electricity shall not be made a 
part of the rate base nor otherwise included in the rates 
charged by the electric utility until such time as the 
facility is used and useful in  service to the public." 66 Pa. 
Cons. Stat. $ 1315 (Supp. 1988). On reconsideration, the 
PUC affirmed its original rate order. Pennsylvania PUC 
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v. Dirqrresne Light Co., 57 Pa. P. U. C. 177, 52 P. U. R. 
4th 644 (1983). It read the new law as excluding the costs 
of canceled plants (obviously not used and useful) from 
the rate base, but not as preventing their recovery through 
amortization. 

2 Act 335 amended the Pennsylvania Utility 
Code by adding 66 Pa. Cons. Stat. .$ 1315. The 
relevant parts of Act 335 read as follows: 

"AN ACT 

"Amending Title 66 (Public Utilities) of the 
Pennsylvania Consolidated Statutes, providing a 
limitation on the consideration of certain costs in 
the rate base for electric public utilities. 

"Section 1. Title 66 . . . is amended by 
adding a section to read: 

".$ 1315. Limitation on consideration of 
certain costs for electric utilities. 

"Except for such nonrevenue producing, 
nonexpense reducing investments as may be 
reasonably shown to be necessary to improve 
environmental conditions at existing facilities or 
improve safety at existing facilities or as may be 
required to convert facilities to the utilization of 
coal, tl7e cost of construction or expansion of a 
facility undertaken by a public utility producing, 
generating, transmitting, distributing or furnishing 
electricity shall not be made a part of the rate 
base nor otherwise inclzrded in the rates charged 
by the electric utility iintil such time as the facility 
is used arid irsefrrl in service to the public. Except 
as stated in this section, no electric utility property 
shall be deemed used and useful until it is 
presently providing actual utility service to the 
clrstomers. 

"Section 2. This act shall be applicable to all 
proceedings pending before the Pirblic Utility 
Commission and the courts at this time. Nothing 
contained in this act shall be construed to modify 
or change existing law with regard to rate making 
treatment of investment in facilities of fixed 
utilities other than electric facilities. 

"Section 3. This act shall take eJect 

immediately. 

"APPROVED -- The 30th day of December, 
A. D. 1982." (Emphasis added.) 

Meanwhile another CAPCO member, Penn Power, 
also sought to amortize its share of the canceled CAPCO 
power-plants over a 10-year period. The PUC granted 
Penn Power authority to increase its revenues by $ 15.4 
million to a total of $ 184.2 million. Pennsylvania PUC 
v. Pennsylvania Power Co., 58 Pa. P. U. C. 305, 60 P. U. 
R. 4th 593 (1984). Part of [*305] that revenue increase 
represented $ 956,967 for the first year of the 10-year 
amortized recovery of Penn Power's costs in the aborted 
nuclear plants. 

The Consumer Advocate appealed both of these 
decisions to the Commonwealth Court, which by a 
divided vote held that the Commission had correctly 
construed 9 1315. Cohen v. Pennsylvania PUC. 90 Pa. 
Commw. 98, 494 A. 2d 58 (1985). The Consumer 
Advocate then appealed to the Supreme Court of 
Pennsylvania, and that court reversed. Barasch v. 
Pennsylvania PUC, 516 Pa. 142, 532 A. 2d 325 (1987). 
That court held that the controlling language of the Act 
prohibited recovery of the costs in question either by 
inclusion in the rate base or by amortization. The court 
rejected appellants' constitutional challenge to the statute 
thus interpreted, observing that "[tlhe 'just compensation' 
safeguarded to a utility by the foirrteenth amendment of 
the federal constitution is a reasonable return on the fair 
value of its property at the time it is being used for public 
service." Id., ut 163, 532 A. 2 4  at 335. Since the instant 
CAPCO investment was not serving the public and did 
not constitute an operating expense, no constitutional 
rights to recovery attached to it. The court remanded to 
the PUC for fkrther proceedings to correct its rate order, 
giving effect to the exclusion required by Act 335. 3 
Duquesne and Penn Power appealed to this Court arguing 
that the effect of Act 335 excluding their prudently 
incurred costs from the rate violated the Takings Clause 
of the Fifth Amendment, applicable to the States under the 
Foirrteenth Amendment. We noted probable jurisdiction. 
485 US .  933 [***656] (1988). 

3 On October I O ,  1985, too late to affect this 
case, the Pennsylvania Legislature enacted Act 
1985-62 which added 66 Pa. Cons. Stat. .$ 520 
(Supp. 1988) to the state utility code. Under 9 
520, the PUC is now authorized to permit 
amortized recovery of prudently incurred 

' 
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investment in canceled generating units. 

[*306] I1 

[***LEdHR3] [3] [***LEdHR4] [4]Although the 
parties have not discussed it, we must first inquire into 
our jurisdiction to decide this case. See Jackson v. 
Ashton, 8 Pet. 148 (1 834);MansJiefd C. & L. M. R. Co. v. 
Swan, 111 U.S. 379 (1884). Our jurisdiction here rests on 
28 L! S. C. 9 1257(2), which authorizes this Court to 
review [HN2] "[flinal judgments or decrees rendered by 
the highest Court of a State in which a decision could be 
had . . . [b]y appeal, where is drawn in question the 
validity of a statute of any state on the ground of its being 
repugnant to the Constitution . . . and the decision is in  
favor of its validity." [HN3] Although this case has been 
remanded for further proceedings to revise [**615] the 
relevant rate orders, we hold that for purposes of our 
appellate jurisdiction the judgment of the Pennsylvania 
Supreme Court is final. 

We have acknowledged that the words of .$ 1257(2) 
could well be interpreted to preclude review in this Court 
as long as any proceedings remain in state court. Radio 
Station WOW, Inc. v. Johnson, 326 U.S. 120, 124 (1945). 
In Cox Broadcasting Corp. v. Cohn, 420 US. 469, 477 
(1975), however, we recognized that in practice the final 
judgment rule has not been interpreted so strictly. Cox 
outlined four circumstances in which the adjudication of 
a federal issue in a case by the highest available state 
court had been reviewed in this Court notwithstanding the 
prospect of some further state-court proceedings. 

This case falls into the first of the four categories. 
The Pennsylvania Supreme Court has finally adjudicated 
the constitutionality of Act 335 in the context of 
otherwise completed rate proceedings and so has left "the 
outcome of further proceedings preordained." Cox, supra, 
at 479. We do not think that the PUC might undo the 
effects of Act 335 on remand by allowing recovery of the 
disputed costs in some other way consistent with state 
law. The Pennsylvania Supreme Court's interpretation of 
the Act does not leave its [*307] effect in doubt; the 
CAPCO related costs may not be "otherwise included in 
the rates charged." 66 Pa. Cons. Stat. 9 1315 (1986). 
We are satisfied that we are presented with the State's last 
word on the constitutionality of Act 335 and that all that 
remains is the straightforward application of its clear 
directive to otherwise complete rate orders. We therefore 
have jurisdiction. See COX, supra, at 479; Mills v. 

Alabama, 384 US.  214 (1966). 

4 As a result of recent legislation, this Court will 
not long have appellate jurisdiction over cases of 
the instant type. Public L. 100-352, 102 Stat. 662, 
effective September 25, 1988, and applicable to 
judgments rendered on or after that date, 
eliminates substantially all of our appellate 
jurisdiction, including § 1257(2). Persons 
aggrieved by state-court judgments should now 
file a petition for certiorari, rather than appeal. 
See S. Rep. No. 100-300 (1988); H. R. Rep. No. 
100-660 (1988); B. Boskey & E. Gressman, The 
Supreme Court Bids Farewell to Mandatory 
Appeals, 109 S. Ct. LXXXI (1988). 

111 

As public utilities, both Duquesne [***657] and 
Penn Power are under a state statutory duty to serve the 
public. A Pennsylvania statute provides that [HN4] 
"[elvery public utility shall furnish and maintain 
adequate, efficient, safe, and reasonable service and 
facilities" and that "[sluch service also shall be 
reasonably continuous and without unreasonable 
interruptions or delay." 66 Pa. Cons. Stat. .$ 1501 (1986). 
Although their assets are employed in the public interest 
to provide consumers of the State with electric power, 
they are owned and operated by private investors. This 
partly public, partly private status of utility property 
creates its own set of questions under the Takings Clairse 
of the Fifth Amendment. 

[***LEdHRS] [5]The guiding principle has been that 
[HN5] the Constitution protects utilities from being 
limited to a charge for their property serving the public 
which is so "unjust" as to be confiscatory. Covington & 
Lexington Turnpike Road Co. v. Sandford, 164 U S .  578, 
597 (1896) (A rate is too low if i t  is "so unjust as to 
destroy the value of [the] property for all the purposes for 
which it was acquired," and in so doing "practically 
[*308] deprive[s] the owner of property without due 
process of law"); FPC v. Natural Gas Pipeline Co., 315 
US. 575, 585 (1942) ("By long standing usage in the 
field of rate regulation, the 'lowest reasonable rate' is one 
which is not confiscatory in the constitutional sense"); 
FPC v. Texaco Inc., 417 U S .  380, 391-392 (1974) ("All 
that is protected against, in a constitutional sense, is that 
[**616] the rates fixed by the Commission be higher 
than a confiscatory level"). If the rate does not afford 
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sufficient compensation, the State has taken the use of 
utility property without paying just compensation and so 
violated the Fifth and Fourteenth Amendtiients. As has 
been observed, however, "[hlow such compensation may 
be ascertained, and what are the necessary elements in 
such an inquiry, will always be an embarrassing 
question." Smyth v. Atnes, 169 US. 466, 546 (1898). See 
also Permian Basin Area Rate Cases, 390 U S .  747, 790 
(1968) ("[Nleither law nor economics has yet devised 
generally accepted standards for the evaluation of 
rate-making orders"). 

At one time, it was thought that the Constitution 
required rates to be set according to the actual present 
value of the assets employed in the public service. This 
method, known as the "fair value" rule, is exemplified by 
the decision in Smyth v. Ames, supra. Under the fair value 
approach, a "company is entitled to ask . . . a fair return 
upon the value of that which it employs for the public 
convenience," while on the other hand, "the public is 
entitled to demand. . . that no more be exacted from it for 
the use of [utility property] than the services rendered by 
it are reasonably worth." 169 US., ut 547. In theory the 
Smyth v. Ames fair value standard mimics the operation 
of the competitive market. To the extent utilities' 
investments in  plants are good ones (because their 
benefits exceed their costs) they are rewarded with an 
opportunity to earn an "above-cost" return, that is, a fair 
return on the current "market value" of the plant. To  the 
extent utilities' investments turn out to be bad ones (such 
as plants that are [***658] canceled and so never used 
and useful to [*309] the public), the utilities suffer 
because the investments have no fair value and so justify 
no return. 

Although the fair value rule gives utilities strong 
incentive to manage their affairs well and to provide 
efficient service to the public, i t  suffered from practical 
difficulties which ultimately led to its abandonment as a 
constitutional requirement. In response to these 
problems, Justice Brandeis had advocated an alternative 
approach as the constitutional minimum, what has 
become known as the "prudent investment" or "historical 
cost" rule. He accepted the Smyth v. Ames eminent 
domain analogy, but concluded that what was "taken" by 
public utility regulation is not specific physical assets that 
are to be individually valued, but the capital prudently 
devoted to the public utility enterprise by the utilities' 
owners. Missouri ex rel. Southwestern Bell Telephone 
Co. v. Public Service Comm'n, 262 US. 276, 291 (1923) 

(dissenting opinion). Under the prudent investment rule, 
the utility is compensated for all prudent investments at 
their actual cost when made (their "historical" cost), 
irrespective of whether individual investments are 
deemed necessary or beneficial in hindsight. The utilities 
incur fewer risks, but are limited to a standard rate of 
return on the actual amount of money reasonably 
invested. 6 

5 Perhaps the most serious problem associated 
with the fair value rule was the "laborious and 
baffling task of finding the present value of the 
utility.'' Missouri ex rel. Southwestern Bell 
Telephone Co. v. Public Service Comm'n, 262 
U S .  276, 292-294 (1923) (Brandeis, J. 
dissenting). The exchange value of a utility's 
assets, such as powerplants, could not be set by a 
market price because such assets were rarely 
bought and sold. Nor could the capital assets be 
valued by the stream of income they produced 
because setting that stream of income was the 
very object of the rate proceeding. According to 
Brandeis, the Smyth v. Ames test usually 
degenerated to proofs about how much it would 
cost to reconstruct the asset in question, a 
hopelessly hypothetical, complex, and inexact 
process. 262 US., at 292-294. 
6 The system avoids the difficult valuation 
problems encountered under the Smyth v. Ames 
test because it relies on the actual historical cost 
of investments as the basis for setting the rate. 
The amount of a utility's actual outlays for assets 
in the public service is more easily ascertained by 
a ratemaking body because less judgment is 
required than in valuing an asset. 

[*310] [**617] [***LEdHR6A] [6A] [***LEdHR7] 
[7]Forty-five years ago in the landmark case of FPC v. 
Hope Natiiral Gas Co., 320 U.S. 591 (1944), this Court 
abandoned the rule of Smyth v. Ames, and held that 
[HN6] the "fair value" rule is not the only constitutionally 
acceptable method of fixing utility rates. In Hope we 
ruled that historical cost was a valid basis on which to 
calculate utility compensation. 320 US., at 605 ("Rates 
which enable [a] company to operate successfully, to 
maintain its financial integrity, to attract capital, and to 
compensate its investors for the risk assumed certainly 
cannot be condemned as invalid, even though they might 



488 US. 299, *3IO; 109 S. Ct. 609, **617; 
102 L. Ed. 2d 646, ***LEdHR7; 1989 U.S. LEXIS 313 

Page 12 

produce only a meager return on the so called 'fair value' 
rate base"). We also acknowledged in that case that all of 
the subsidiary aspects of valuation for ratemaking 
purposes could not properly be characterized as having a 
constitutional dimension, despite the fact that they might 
affect property rights to some degree. Today we reaffirm 
these teachings of Hope Natural Gar: [HN7] "mt 
[***659] is not theory but the impact of the rate order 
which counts. If the total effect of the rate order cannot 
be said to be unreasonable, judicial inquiry . . . is at an 
end. The fact that the method employed to reach that 
result may contain infirmities is not then important" Id, 
at 602. This language, of course, does not dispense with 
all of the constitutional difficulties when a utility raises a 
claim that the rate which it is permitted to charge is so 
low as to be confiscatory: whether a particular rate i s  
"unjust" or "unreasonable" will depend to some extent on 
what is a fair rate of return given the risks under a 
particular ratesetting system, and on the amount of capital 
upon which the investors are entitled to earn that return. 
At the margins, these questions have constitutional 
overtones. 

[** *LEdHR8A] [8A]Pennsylvania determines rates 
under a slightly modified form of the historical 
cost/pmdent investment system. [**618] Neither 
[*311] Duquesne nor Penn Power alleges that the total 
effect of the rate order arrived at within this system is 
unjust or unreasonable. In fact the overall effect is well 
within the [*312] bounds of Hope, even with total 
exclusion of the [***660] CAPCO costs. Duquesne was 
authorized to earn a 16.14% return on common equity 
and an 11.64% overall return on a rate base of nearly S 
1.8 billion. See Pennsylvania PUC v. Duquesne Light 
CO., 57 Pa. P. U. C., ai 51, 51 P. U. R. 4th, at 243. Its S 
35 million investment in the canceled plants comprises 
roughly 1.9% of its total base. The denial of plant 
amortization will reduce its annual allowance by 0.4%. 
Similarly, Penn Power was allowed a charge of 15.72% 
return on common equity and a 12.02% overall return. 
I t s  investment in the CAPCO plants comprises only 2.4% 
of its 0 401.8 million rate base. See Pennsylvania PUC v. 
PennsyIvania Power Co., S8 Pa. P. U.  C., at 331-332, 60 
P. U. R. 4th. at 618. The denial of amortized recovery of 
its B 9.6 million investment in CAPCO will reduce its 
annual revenue allowance by only 0.5%. 

7 Pennsylvania values property in the rate base 
according to its historical cost. AS provided by 
[HN8] 66 Pa. Cons. Stat. $1311(b) (1986), "[tlhe 

value of the property of the public utility included 
in the rate base shall be the original cost of the 
property when first devoted to the public service 
less the applicable accrued depreciation." 
Accordingly, the PUC declared in Duquesne's rate 
proceeding tl?at "we shall adopt as the fair value 
of the respondent's rate base, the original cost 
measure of value." PennsyIvania PUC v. 
Duqiiesne Light Co.. 57 Pa. P- U. C. I .  S. 51 P. 
U. R. 4th 198, 202 (1983). It held likewise in 
Penn Power's case. See Pennsylvania PI /c  v. 
Pennsylvania Power Co.. 58 Pa. P. U. C. 305. 
310, 60 P. U. R. 4th 593, 597 (1984) (same). 

Having adjusted the historical cost in various 
ways to account for such things as depreciation 
and working capital. the PUC proceeds to set a 
rate of return based largely on the cost of capital 
to the enterprise. The cost of each component of 
the utility's capital i s  considered, i. e., "the cost of 
debt, the cost of preferred stock, and the cost of 
common stock[,] [tlhe latter being determined by 
the return required to sell such stock upon 
reasonable terms in the market" PennsyIvaniu 
PUC v. Duquesne Light Co., supra, ai 42, 51 P. 
U. R. 4th. at 235; Sluefield Water Work & 
Improvement Co. v. Public Service Comm'n of 
West Virginia, 262 US. 679, 692-693 (1923). It 
then exercises "informed judgment" to set the 
total rate of return based on these component 
costs of capital. Ibid. See also Pennsylvania PUC 
v. Pennsylvania Power. supra. at 325-326, 60 P. 
U. R. 4th. at 611-621. 

The bulk of the rate based on capital, then, 
represents a return (set by costs of capital) on a 
rate base (determined by historical cost). These 
are features of the historical cosuprudent 
investment system. Pennsylvania has modified 
the system in several instances, howrv-cr. ~ r r i  
Druncnt investments will never be used snd 
useful For such occurrewe% i t  has allowed 
amortization ofthe capital lost, but does not d n w  

the utility to earn a return on that investment. 
See, e. g., Pennsylvania PUC v. Metropolitan 
Edison Co.. 55 Pa. P. U. C. 478. 486 (1982) 
(amortization of company's investment in 
contaminated Three Mile Island Unit 2); 
PhiIadeIphia Electric Co. v. Pennsylvania PUC. 
61 Pa. Commw. 325, 433 A. 2d 620 (1981) 
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(excluding from the rate base a portion of a 
utility's generating plant that was excess capacity, 
but allowing recovery of the operating expenses, 
including depreciation charges on the entire 
plants); UGI Corp. v. Pennsylvania PUC, 49 Pa. 
Commw. 69, 410 A .  2d 923 (1980) (permitting 
amortization of terminated feasibility studies); 
Pennsylvania PUC v. Philadelphia Electric Co., 
46 Pa. P. U. C. 746, 750 (1973) (IO-year 
amortization of unusual expenses caused by 
tropical storm). The loss to utilities from prudent 
but ultimately unsuccessful investments under 
such a system is greater than under a pure prudent 
investment rule, but less than under a fair value 
approach. Pennsylvania's modification slightly 
increases the overall risk of investments in 
utilities over the pure prudent investment rule. 
Presumably the PUC adjusts the risk premium 
element of the rate of return on equity 
accordingly. 

[***LEdHR8B] [8B]Given these numbers, it 
appears that the PUC would have acted within the 
constitutional range of reasonableness if i t  had allowed 
amortization of the CAPCO costs but set a lower rate of 
return on equity with the result that Duquesne and Penn 
Power received the same revenue they will under the 
instant orders on remand. The overall impact of the rate 
orders, then, is not constitutionally objectionable. No 
argument has been made that these slightly reduced rates 
jeopardize the financial integrity of the companies, either 
by leaving them insufficient operating capital or by 
impeding their ability to raise future capital. Nor has it 
been demonstrated that these rates are inadequate to 
compensate current equity holders for the risk associated 
with their investments under a modified prudent 
investment scheme. * 

8 Duquesne's embedded cost of debt was 9.42%. 
Pennsylvania PUC v. Dirqiresne Light Co., 57 Pa. 
P. U. C., at 44, 51 P. U. R. 4th, at 237. Penn 
Power's debt service was at 10.25%. 
Pennsylvania PUC v. Pennsylvania Power Co., 
58 Pa. P. U. C., at 332, 60 P. U. R. 4th. at 618. 

[*313] [***LEdHR9A] [9A] [***LEdHRlOA] 
[ lOAIInstead, appellants argue that the Constitution 
requires that subsidiary aspects of Pennsylvania's 

ratemaking methodology be examined piecemeal. One 
aspect which they find objectionable is the constraint Act 
335 places on the PUC's decisions. They urge that such 
legislative direction to the PUC impermissibly interferes 
with the PUC's duty to balance consumer and investor 
interest under Permian Basin, 390 US., at 
792.Appellants also note the theoretical inconsistency of 
Act 335, suddenly and selectively applying the used and 
useful requirement, normally associated with the fair 
value approach, in the context of Pennsylvania's system 
based on historical cost. Neither of the errors appellants 
perceive in this case is of constitutional magnitude. 

[***LEdHR9B] [9B] [***LEdHRl 13 [ l  I ]  
[***LEdHR12] [ 12]It cannot seriously be contended that 
the Constitution prevents state legislatures from giving 
specific instructions to their utility commissions. We 
have never doubted that [HN9] state legislatures are 
competent bodies to set utility rates. And the 
Pennsylvania PUC is essentially an administrative arm of 
the legislature. See, e. g., Barusch v. Pennsylvania PUC, 
516 Pa., at 171, 532 A .  2d, at 339 ("The Commission is 
but an instrumentality of the state legislature for the 
performance of [ratemaking]"); Minnesota Rate Cases, 
230 US.  352, 433 (1913) ("The rate-making power is a 
legislative power [***661] and necessarily implies a 
range of legislative discretion"). We stated in Permian 
[**619] Basin that the commission "must be free, within 
the limitations imposed by pertinent constitutional 
[*314] and statzttory commands, to devise methods of 
regulation capable of equitably reconciling diverse and 
conflicting interests." 390 U.S., at 767 (emphasis added). 
This is not to say that any system of ratemaking applied 
by a utilities commission, including the specific 
instructions it has received from its legislature, will 
necessarily be constitutional. But if the system fails to 
pass muster, it will not be because the legislature has 
performed part of the work. 

9 Indeed, the issue of constitutional concern has 
usually been just the reverse of appellants' 
objection. Challenges to state and federal laws 
have been raised on the ground that the 
legislatures have delegated too much authority 
and discretion. See J. W. Hampton, Jr., & Co. v. 
United States, 276 US. 394 (1928) (federal 
delegation of authority to set import tariff rates); 
York R. Co. v. Driscoll, 331 Pa. 193, 200 A .  864 
(1938) (PUC's authorization to exempt utility 
securities from reporting and registration 
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requirements an unconstitutional delegation of 
legislative power under Pennsylvania Constitution 
because it allowed the utility to nullify the 
statutory reporting requirements). 

[***LEdHR6B] [6B]Similarly, [HNIO] an otherwise 
reasonable rate is not subject to constitutional attack by 
questioning the theoretical consistency of the method that 
produced it. "It is not theory, but the impact of the rate 
order which counts." Hope, 320 US.. at 602. The 
economic judgments required in rate proceedings are 
often hopelessly complex and do not admit of a single 
correct result. The Constitution is not designed to 
arbitrate these economic niceties. Errors to the detriment 
of one party may well be canceled out by countervailing 
errors or allowances in another part of the rate 
proceeding. The Constitution protects the utility from the 
net effect of the rate order on its property. 
Inconsistencies in one aspect of the methodology have no 
constitutional effect on the utility's property if they are 
compensated by countervailing factors in  some other 
aspect. 

[***LEdHRI B] [ 1 B] [* **LEdHRlOB] 
[ IOBIAdmittedly, the impact of certain rates can only be 
evaluated in the context of the system under which they 
are imposed. [HNIl ]  One of the elements always 
relevant to setting the rate under Hope is the return 
investors expect given the risk of the enterprise. Id., at 
603 ("[Rletum to the equity owner should be 
commensurate with returns on investments in other 
enterprises having corresponding risks"); Bluefield Water 
Works & Improvement Co. v. Public Service Comm'n of 
West Virginia, 262 U.S. 679, 692-693 (1923) ("A public 
utility is entitled to such rates as will permit it to earn a 
return . . . equal to that generally being made at the same 
time and in the same general part of the country on 
investments in other business undertakings which are 
attended by [*315] corresponding risks and 
uncertainties"). The risks a utility faces are in large part 
defined by the rate methodology because utilities are 
virtually always public monopolies dealing in an essential 
service, and so relatively immune to the usual market 
risks. Consequently, a State's decision to arbitrarily 
switch back and forth between methodologies in a way 
which required investors to bear the risk of bad 
investments at some times while denying them the 
benefit of good investments at others would raise serious 

constitutional questions. But the instant case does not 
present this question. [***662] At all relevant times, 
Pennsylvania's rate system has been predominantly but 
not entirely based on historical cost and it has not been 
shown that the rate orders as modified by Act 335 fail to 
give a reasonable rate of return on equity given the risks 
under such a regime. We therefore hold that Act 335's 
limited effect on the rate order at issue does not result in a 
constitutionally impermissible rate. 

[***LEdHRlOC] [lOCIFinally we address the 
suggestion of the Pennsylvania Electric Association as 
amicus that the prudent investment rule should be 
adopted as the constitutional standard. We think that the 
adoption of any such rule would signal a retreat from 45 
years of decisional law in this area which would be as 
unwarranted as it would be unsettling. Hope clearly held 
that [HN12] "the Commission was not bound to the use 
of [**620] any single formula or combination of 
formulae in determining rates." 320 U.S. at 602. More 
recently, we upheld the Federal Power Commission's 
departure from the individual producer cost-of-service 
(prudent investment) system. In Wisconsin v. FPC, 373 
US. 294 (1963), the FPC had concluded after extensive 
hearings that "the individual company cost-of-service 
method, based on theories of original cost and prudent 
investment, was not a workable or desirable method for 
determining the rates of independent producers and that 
the 'ultimate solution' lay in what has become to be 
known as the area rate approach: 'the determination of 
fair prices . . . based on reasonable financial requirements 
of the industry."' [*316] Id., at 298-299. In upholding 
the FPC's area rate methodology against the argument 
that the individual company prudent investment rule was 
constitutionally required, the Court observed: 

"[Tlo declare that a particular method of 
rate regulation is so sanctified as to make 
it highly unlikely that any other method 
could be sustained would be wholly out of 
keeping with this Court's consistent and 
clearly articulated approach to the 
question of the Commission's power to 
regulate rates. It has repeatedly been 
stated that no single method need be 
followed by the Commission in 
considering the justness and 
reasonableness of rates." Id., at 309 
(collecting cases). 
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See also FPC v. Texaco Inc., 41 7 US. at 387-390. 

The adoption of a single theory of valuation as a 
constitutional requirement would be inconsistent with the 
view of the Constitution this Court has taken since Hope 
Natirral Gas, supra. As demonstrated in Wisconsin v. 
FPC, circumstances may favor the use of one ratemaking 
procedure over another. The designation of a single 
theory of ratemaking as a constitutional requirement 
would unnecessarily foreclose alternatives which could 
benefit both consumers and investors. l o  [HN13] The 
Constitution [***663] within broad limits leaves the 
States free to decide what ratesetting methodology best 
meets their needs in balancing the interests of the utility 
and the public. 

I O  For example, rigid requirement of the prudent 
investment rule would foreclose hybrid systems 
such as the one Pennsylvania used before the 
effective date of Act 335 and now uses again. See 
n. 4, supra. I t  would also foreclose a return to 
some form of the fair value rule just as its 
practical problems may be diminishing. The 
emergent market for wholesale electric energy 
could provide a readily available objective basis 
for determining the value of utility assets. 

A ffirnied. 

CONCUR BY: SCALIA 

CONCUR 

[*317] JUSTICE SCALIA, with whom JUSTICE 
WHITE and JUSTICE O'CONNOR join, concurring. 

I join the Court in reaffirming our established rule 
that no single ratemaking methodology is mandated by 
the Constitution, which looks to the consequences a 
governmental authority produces rather than the 
techniques it employs. See, e. g., FPC v. Texaco Inc.. 
417 US. 380, 387-390 (1974); Wisconsin v. FPC, 373 
U.S. 294, 309 (1963); FPC v. Hope Natirral Gas Co., 320 
US. 591, 602 (1944). I think it important to observe, 
however, that while "prudent investment" (by which I 
mean capital reasonably expended to meet the utility's 
legal obligation to assure adequate service) need not be 
taken into account as such in ratemaking formulas, it may 

need to be taken into account in assessing the 
constitutionality of the particular consequences produced 
by those formulas. We cannot determine whether the 
payments a utility has been allowed to collect constitute a 
fair return on investment, and thus whether the 
government's action is confiscatory, unless we agree 
upon what the relevant "investment" is. For that purpose, 
all prudently incurred investment may well have to be 
counted. As the Court's opinion describes, that question 
is not presented in the [**621] present suit, which 
challenges techniques rather than consequences. 

DISSENT BY: BLACKMLJN 

DISSENT 

JUSTICE BLACKMUN, dissenting. 

The Court, I fear, because of what it regards as the 
investment of time in having this case argued and briefed, 
is strong-arming the finality concept and finding a Cox 
exception that does not exist. We have jurisdiction, 
under 28 U. S. C. 9 1257, only if there is a "final 
judgment" by the "highest court of a State" in which a 
decision could be had. To be sure, we have interpreted 9 
1257 somewhat flexibly to the effect that the finality 
requirement is satisfied in four discrete situations despite 
the need of further proceedings in the state courts: Cox 
Broadcasting Corp. v. Cohn. 420 US. 469, 477 (1975). 

[*318] The Court here concludes that this case falls 
within the first of the four Cox exceptions ("the outcome 
of further proceedings preordained," id., at 479). With all 
respect, I disagree, for this case concerns rates, and there 
is no rate order whatsoever before this Court. The 
Supreme Court of Pennsylvania invalidated the rate 
orders set by the Pennsylvania Commission, and 
remanded the cases for further ratemaking. The Court 
deludes itself when it speaks of preordination of the 
Commission's further action. New rates will be set, based 
upon factors we do not as yet know, and only then will a 
final [***664] judgment possibly emerge in due course. 

I therefore would dismiss the appeal for want of the 
final judgment that 9 1257 requires. 
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PURPOSES OF AGREEMENT 

AND 

LIST OF SIGNATORY PARTIES 

The purpose of this Settlement Agreement (“Agreement”) is to settle identified disputed 

issues related to Docket No. W-02500A-10-03 82, Goodman Water Company’s (“Goodman” or 

“Company”) application to increase rates. This Agreement is entered into by the following 

entities: 

Goodman Water Company 

James Schoemperlen 

Lawrence Wawrzyniak 

Residential Utility Consumer Office 

These entities shall be referred to collectively as “Signatory Parties.” 
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TERMS AND CONDITIONS 

The following numbered paragraphs comprise the Signatory Parties’ Agreement. 

I. RECITALS 

1.1 

1.2 

1.3 

1.4 

1.5 

1.6 

1.7 

1.8 

Docket No. W-02500A-10-0382 was commenced by the filing of a rate application by 
Goodman on September 17, 2010. In its initial application, Goodman was requesting an 
increase in revenues equal to $291,083, or 50.82 percent, for a total revenue requirement 
of $863,834, and a FVRB of $2,397,419. 

On November 8, 2010, the Residential Utility Consumer Office (“RUCO”) filed an 
Application to Intervene. On November 24, 2010, Mr. Lawrence Wawrzyniak and Mr. 
James Schoemperlen, residents of the Eagle Crest Ranch subdivision (“Eagle Crest”) and 
customers of Goodman, filed an Application to Intervene. 

The Commission approved the applications to intervene filed by RUCO, and James 
Schoemperlen and Lawrence Wawrzyniak, (collectively “Individual Intervenors”). 

The Commission scheduled an evidentiary hearing on the rate application to commence 
on June 14,201 1. 

In an Open Meeting on February 2, 2011, the Commission voted to hold a public 
comment meeting in this matter for the residents of Eagle Crest and interested parties 
in or near the local service area. 

On February 15, 2010, the Commission issued a Procedural Order scheduling a public 
comment meeting for May 18, 2011 at the Desertview Performing Arts Center in 
Saddlebrooke, Arizona. 

Numerous residents and interested parties attended the public comment meeting and 
voiced their concern and anger towards the Company for the proposed rate increase. 
According to public comment, given the difficult economic times, a proposed rate 
increase of over 50% would cause great economic hardship on the residents of Eagle 
Crest. In addition, the filing of the requested rate increase has caused a significant rift in 
the Eagle Crest community as residents looked upon the Company and its requested rate 
increase with great suspicion, skepticism and resentment. 

On May 27, 201 1 , the Commission issued a Procedural Order continuing the evidentiary 
hearing scheduled for June 14,201 1 to July 26,201 1. Because the hearing in this matter 
has been publicly noticed to commence on June 14, 201 1, the Commission conducted 
public comment on that date. Again, numerous residents and interested parties attended 
the public comment meeting and voiced their concerns, skepticism and resentment 
towards the Company and the proposed rate increase. 
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1.9 The parties’ litigation positions for hearing associated with proposed revenue increase 
and FVRB were as follows: 

Revenue Increase % Increase FVRB 
Company $260,649 43.85% $2,298,376 
Staff $202 604 34.08% $2,077,253 4%%m-) 1.47% $1,755,118 

(---Wmn- -13.04% $1,3 17,239 
RUCO 
Intervenors 

Settlement $138,000 23.21% $1,755,118 

1.10 The hearing in this matter commenced on July 26, 201 1 and continued through July 28, 
201 1, but did not conclude. At the end of the third day of the hearing, all parties agreed 
that the matter would reconvene on September 12 and 13, 2011, at the Arizona 
Corporation Commission’s Tucson offices. 

1.1 1 Shortly after the hearing concluded, representatives of Goodman approached RUCO to 
inquire as to whether RUCO and the Individual Intervenors would be interested in a 
possible settlement of the issues contested in the rate case. Given the amount of anger 
and resentment towards the Company in the Eagle Crest Community resulting from the 
filing of the rate case, the principals of Goodman decided to reach out to the Intervenors 
and the community, in an effort to reach an agreement that would be acceptable to all 
interested parties and begin to heal the rift in the Community. 

1.12 Given the relative litigation positions of RUCO and the Individual Intervenors (see, 
paragraph 1.9 above), the Company decided to first explore settlement with those parties 
before involving the Commission’s Staff (“Staff ’). It was the Company’s rationale that 
they did not want to waste Staff resources in pursuing settlement if an agreement could 
not first be reached with RUCO and the Individual Intervenors. 

1.13 The Signatory Parties agree that the negotiation process undertaken in this matter was 
open to all Intervenors and provided all Intervenors with an equal opportunity to 
participate. All Intervenors were notified of the settlement process and encouraged to 
participate. 

1.14 On or about August 19, 2011, a settlement conference was scheduled at the offices of 
RUCO. In attendance were representatives of Goodman, RUCO, Mr. Schoemperlen and 
Mr. Wawrzyniak On August 26, 201 1, a second settlement meeting was held in the 
vicinity of Eagle Crest with the same parties in attendance. In addition, both principals of 
Goodman were present. Staff was not yet a party to the settlement negotiations. 
Subsequently, the Staff was apprised of the contents of the Settlement Agreement and 
indicated that it did not intend to become a party to the same. 
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1.15 The points of contention that were discussed were as follows: overall revenue increase; 
fair value rate base; excess capacity; phase-in of rates; rate design; and stay out provision. 
The parties present agreed that the settlement would take the form of a “black box” 
format in which only the specific issues identified herein would be agreed to but that no 
specific revenue/expense, or rate base adjustments would be specifically delineated. 

1.16 The purpose of this Agreement is to settle all issues presented by Docket No. W-02500A- 
10-0382 (“Rate Case”) in a manner that will promote the public interest. 

1.17 The Signatory Parties agree that the terms of this Agreement will serve the public interest 
by providing a just and reasonable resolution of the issues presented by Goodman’s rate 
case, Docket No. W-02500A-10-0382. The adoption of this Agreement will further serve 
the public interest by allowing all parties to avoid the expense and delay associated with 
continued protracted litigation; and, by allowing the residents of the Eagle Crest 
community and the Company to heal the rift which had developed between them for the 
benefit of all concerned. 

11. REVENUE REQUIREMENTRATE BASE 

2.1 For ratemaking purposes and for the purposes of this Agreement, the Signatory Parties 
agree that GWC will receive a total increase of $138,000 and a total revenue requirement 
of 732,459. 

2.2 For ratemaking purposes and for the purposes of this Agreement, the Signatory Parties 
agree for purposes of Docket No. W-02500-10-0382 that fair value rate base is 
$1,755,118. 

2.3 For ratemaking purposes and for the purposes of this Agreement, the Signatory Parties 
agree that as a condition of approval of this Agreement, the Commission will authorize 
Goodman to defer $269,307 of accumulated depreciation through the end of the test year 
and to defer the recording of annual depreciation of $44,136 on utility plant currently in 
service, which is not included in rate base for purposes of this rate case, during the “Stay 
Out” period set forth in paragraph 2.8 below. 

2.4 For ratemaking purposes and for the purposes of this Agreement, the Company agrees 
that there will be no interest recovered on the deferred depreciation expense described in 
paragraph 2.3 above. 

2.5 For ratemaking purposes and for the purposes of this Agreement, the Signatory Parties 
reach no conclusion as to whether or not any “excess” capacity may or may not exist at 
this time on the Company’s system. Any determination of “excess” capacity, if raised as 
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an issue in a future rate proceeding, will be determined on the basis of the then existing 
circumstances. 

2.6 For ratemaking purposes and for the purposes of this Agreement, the Signatory Parties 
agree to the following three (3) year phase-in of the Company’s new rates, with (i) no 
compounding between annual increases, and (ii) the Company waiving its right to 
foregone revenues and any interest thereon: 

Year 1: 1 1.60% 

Year 2: 5.80% 

Year 3: 5.80% 

2.7 For ratemaking purposes and for the purposes of this Agreement, phased-in rates shall 
adjust as described in paragraph 2.6 above no earlier than 12 months after new rates go 
into effect. This translates to 50 percent of the revenue increase included in rates in Year 
1, an additional 25% of the revenue increase included in rates in Year 2, and 25% of the 
revenue increase included in rates in Year 3. 

2.8 For ratemaking purposes and for the purposes of this Agreement, the Company agrees not 
to file for another permanent increase in its rates for water service until at least January 1, 
2015, using a test year no earlier than the twelve (12) months ended December 31,2014. 
The Company retains the right to file for interim “emergency” rates, if necessary. 

2.9 For ratemaking purposes and for the purposes of this Agreement, the Company’s new 
rates shall be based upon the rate design proposed in the Commission Staffs Surrebuttal 
Testimony. 

2.10 The rate design schedule and its average monthly impact on customers is attached hereto 
and made a part hereof as Exhibit A. For a 5/8 x 3/4-inch meter residential customer, 
consuming 5,520 gallons, the average monthly impact under the settlement will be $7.57 
or 11.3 percent in the first year of the proposed phase-in period. For a % inch meter 
residential customer, consuming 6,028 gallons, the average monthly impact under the 
settlement will be $8.21 or 9.0 percent in the first year of the proposed phase-in period. 

111. COMMISSION EVALUATION OF PROPOSED SETTLEMENT 

3.1 This Agreement shall serve as a procedural device by which the Signatory Parties will 
submit their proposed settlement of Goodman’s pending rate case, Docket No. W- 
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02500A-10-0382, to the Commission. This Agreement will not have any binding force or 
effect until its provisions are adopted as an order of the Commission. 

3.2 The Signatory Parties recognize that the Commission will independently consider and 
evaluate the terns of this Agreement. 

3.3 If the Commission issues an order adopting all material terms of this Agreement, such 
action shall constitute Commission approval of the Agreement. Thereafter, the Signatory 
Parties shall abide by the terms as approved by the Commission. 

3.4 The Signatory Parties agree to defend the Settlement Agreement and agree to waive their 
rights to appeal a Commission decision approving the same, provided that the 
Commission approves all material provisions of the Settlement Agreement. 

3.5 Within sixty days after the Commission issues an order in this matter, the Company shall 
file compliance tariffs for Staff review and approval. Subject to such review and 
approval, such compliance tariffs will become effective upon filing for billing cycles on 
and after that date. 

3.6 If the Commission fails to issue an order adopting all material terms of this Agreement or 
adds material terms to this Agreement, any or all of the Signatory Parties may withdraw 
from this Agreement, and such Signatory Party or Parties may pursue without prejudice 
their respective remedies at law. For the purposes of this Agreement, whether a term is 
material shall be left to the discretion of the Signatory Party choosing to withdraw from 
the Agreement. If a Signatory Party withdraws from the Agreement pursuant to this 
paragraph and files an application for rehearing, the other Signatory Parties shall support 
the application for rehearing by filing a document to that effect with the Commission. 

IV. MISCELLANEOUS PROVISIONS 

4.1 Nothing in this Agreement shall be construed as an admission by any of the Signatory 
Parties that any of the positions taken by any Signatory Party in this proceeding is 
unreasonable or unlawful. In addition, acceptance of this Agreement by any of the 
Signatory Parties is without prejudice to any position taken by any party in these 
proceedings. 

4.2 This Agreement represents the Signatory Parties’ mutual desire to compromise and settle 
disputed issues in a manner consistent with the public interest. None of the positions 
taken in this Agreement by any of the Signatory Parties may be referred to, cited, or 
relied upon as precedent in any proceeding before the Commission, any other regulatory 
agency, or any court for any purpose except in furtherance of this Agreement. 

4.3 This case presents a unique set of circumstances and has attracted a large number of 
ratepayers and residents. To achieve consensus for settlement, participants may be 
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accepting positions that, in any other circumstances, they would be unwilling to accept. 
They are doing so because the Agreement, as a whole, with its various provisions for 
settling the unique issues presented by this case, is consistent with their long-term 
interests and with the broad public interest. The acceptance by any Signatory Party of a 
specific element of this Agreement shall not be considered as precedent for acceptance of 
that element in any other context. 

4.4 All negotiations relating to this Agreement are privileged and confidential. No Signatory 
Party is bound by any position asserted in negotiations, except as expressly stated in this 
Agreement. Evidence of conduct or statements made in the course of negotiating this 
Agreement shall not be admissible before this Commission, any other regulatory agency, 
or any court. 

4.5 This Agreement shall be adopted by the Commission in an order that approves all 
material terms of the Agreement, including all modifications made by the Commission 
and approved by the Signatory Parties in such an order. 

4.6 Each of the terms and conditions of the Agreement is in consideration and support of all 
other terms. A ccordingly, the terms are not severable. 

4.7 The Signatory Parties shall make reasonable and good faith efforts necessary to obtain a 
Commission Order approving this Agreement. The Signatory Parties shall support and 
defend this Agreement before the Commission. If the Commission adopts an order 
approving all material terms of this Agreement, the Parties will support and defend the 
Commission's order before any court or regulatory agency in which it may be at issue. 

4.8 This Agreement may be executed in any number of counterparts and by each individual 
Signatory Party on separate counterparts, each of which when so executed and delivered 
shall be deemed an original and all of which taken together shall constitute one and the 
same instrument. This Agreement may also be executed electronically or by facsimile. 

Executed this 15fh day of September, 201 1. 
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GOODMAN WATER COMPANY 

&/-J-Y 
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President 
Goodman Water Coiiipany 
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Lawrence Wawrzyniak 





DOCKET NO. W-025WA-10-0382 GOODMAN WATER COMPANY 
TEST YEAR ENDED DECEMBER 31,2009 
RESIDENTIAL & COMMERCIAL RATE DESIGN IN YEAR 1 OF SETTLEMENT PHASE-IN 

LINE - NO. DESCRIPTION 

1 RECOMMENDED MONTHLY MINIMUM USAGE CHARGE 

PROPOSED 
PRESENT COMPANY SETTLEMENT 

RATES PROPOSED AGREEMENT _ _ _ ~  

2 
3 
4 5/8- INCH 

IRESIDENTIAL. COMMERCIAL AND MISC. CUSTOMERS1 
$42.20 
63.30 

105.50 
211.50 
339.68 
675.20 

1,055.00 
2.110.00 

0.00 
0.00 

$52.20 
78.30 

130.50 
261.01 
417.61 
835.22 

1,305.04 
2,610.07 

0.00 
0.00 

$40.94 
61.41 

102.35 
204.70 
327.52 
614.10 

1,023.50 
2,047.00 
4.094.00 
8.1 88.00 

5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

25 
26 
27 
28 
29 

30 

3 4  - INCH 
1 . INCH 
1 1/2- INCH 
2. INCH 
3. INCH 
4.  INCH 
6 I INCH 
8. INCH 

10. INCH 

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE: 

RESIDENTIAL, COMMERCIAL AND MISC. CUSTOMERS 

RECOMMENDED COMMODITY RATES BY METER SRE 

5/8 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 3,001 TO 
COMMODITf RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 

0 0 0 

3,000 GALLONS: 
9,000 GALLONS: 
9,000 GALLONS: 

$ 3.95 
$ 5.91 
$ 7.11 

$ 6.28 
$ 11.27 
$ 13.41 

$ 4.140 
$ 8.410 
$ 9.481 

3/4 - INCH 
COMMODlTf RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 
COMMODITY RATE (PER 1,000 GAL, OVER MINIMUM) - OVER 
COMMODITY PATE (PER 1,000 GAL. OVER MINIMUM) - OVER 

3,000 GALLONS: 
9,000 GALLONS: 
9,000 GALLONS: 

$ 3.95 
$ 5.91 
$ 7.11 

$ 6.28 
$ 11.27 
$ 13.41 

$ 4.140 
$ 8.410 
$ 9.481 

~~ 

31 1 -INCH 
32 COMMODITY RATE (PER 1,000 GAL, OVER MINIMUM) - ZERO TO 22,500 GALLONS: 
33 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 
34 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

$ 5.91 
$ 7.11 
$ -  

$ 11.27 
$ 13.41 
$ 13.41 

$ 8.410 
$ 9.481 
$ .  

35 
36 1 1/2- INCH 
37 COMMODITY RATE (PER 1.330 GAL, OVER MINIMUM) - ZERO TO 34,000 GALLONS: 
38 COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - OVER 999.999.999.999.999.000 GALLONS: 

$ 5.91 
$ 7.11 
$ -  

5 11.27 
$ 13.41 
$ -  

$ 8.410 
$ 9.481 
$ -  

. .. 
39 COMMODITY RATE  PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

40 
41 2-INCH 
42 COMMODITY RATE (PER 1,000 GAL, OVER MINIMUM) - ZERO TO 
43 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 45.001 TO 999,999,999,999,999,000 GALLONS: 
44 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

45 
46 3-INCH 
47 COMMODrPl RATE (PER 1,000 GAL, OVER MINIMUM) - ZERO TO 68,000 GALLONS: 
48 COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) - 68.001 TO 999,999,999,999,999,000 GALLONS: 
49 COMMOD(PI RATE (PER 1.000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

50 
51 4-INCH 
52 COMMODITY RATE (PER 1,000 GAL, OVER MINIMUM) - ZERO TO 90,000 GALLONS: 
53 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 90,001 TO 999,999,999,999,999,000 GALLONS: 
54 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

55 

45.000 GALLONS: $ 5.91 
$ 7.11 
0 -  

$ 11.27 
$ 13.41 
$ -  

$ 8.410 
$ 9.481 
$ -  

$ 5.91 
$ 7.11 

$ 11.27 
$ 13.41 
$ -  

$ 8.410 
$ 9.481 
$ -  

$ 5.91 
$ 7.11 
$ -  

$ 11.27 
$ 13.41 
$ -  

$ 8.410 
$ 9.481 
$ -  

_ _  
56 -&kUj 
57 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) . ZERO TO 135,000 GALLONS: 
58 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 135,001 TO 999,999,999,999,999,000 GALLONS: 
59 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

60 
61 8-INCH 
62 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 0 GALLONS: 
63 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 
E4 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

65 
66 IO-INCH 
67 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) . ZERO TO 0 GALLONS: 
68 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 
69 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999.999.999.999.999.000 GALLONS: 

$ 5.91 
$ 7.11 

$ 11.27 
$ 13.41 
$ -  

$ 8.410 
$ 9.481 
$ -  $ -  

$ 5.91 $ 10.92 
$ 13.13 
0 -  

$ 8.410 
$ 9.481 
$ -  

$ 7.11 
$ -  

$ 5.91 
$ 7.11 
$ -  

$ 10.92 
$ 13.13 
$ -  

$ 8.410 
$ 9.481 
$ -  



DOCKET NO. W-02500A-10-0382 GOODMAN WATER COMPANY 
TEST YEAR ENDED DECEMBER 31,2009 
RESIDENTIAL 6 COMMERCIAL RATE DESIGN IN YEAR 2 OF SETTLEMENT PHASE-IN 

LINE 
- NO. DESCRIPTION 

1 RECOMMENDED MONTHLY MINIMUM USAGE CHARGE 

PROPOSED 
PRESENT COMPANY SElTLEMENT 
_ _ _ ~  RATES PROPOSED AGREEMENT 

2 
3 
4 518 -INCH 

(RESIDENTIAL. COMMERCIAL AND MISC. CUSTOMERS\ 
$42.20 $52.20 
63.30 78.30 

105.50 130.50 
21 1 .so 261.01 
339.68 417.61 
675.20 835.22 

1,055.00 1,305.04 
2.110.00 2,610.07 

0.00 0.00 
0.00 0.00 

$43.19 
64.79 

107.98 
215.95 
345.52 
647.85 

1,079.75 
2,159.50 
431 9.00 
8.638.00 

5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

3/4 - INCH 
1 - INCH 
1 1/2 - INCH 
2 - INCH 
3 - INCH 
4 -INCH 
6 - INCH 
8 - INCH 

10. INCH 

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE: 

RESIDENTIAL, COMMERCIAL AND MISC. CUSTOMERS 

RECOMMENDED COMMODITY RATES BY METER SIZE 

0 0 0 

5/8 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 3,000 GALLONS: 

9,000 GALLONS: 
9,000 GALLONS: 

$ 3.95 $ 6.28 $ 
$ 5.91 $ 11.27 $ 
$ 7.11 $ 13.41 $ 

4.350 
8.830 
9.993 

COMMODITY RATE (PER 1,000 GAL OVER MINIMUM) . 3.001 TO 
COMMODITY RATE (PER 1,000 GA. OVER MINIMUM) - OVER 

25 
26 3/4- INCH 
27 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 
28 COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - OVER 

3,000 GALLONS: 
9,000 GALLONS: 
9,000 GALLONS: 

$ 3.95 $ 6.28 $ 
$ 5.91 $ 11.27 $ 
$ 7.11 $ 13.41 $ 

4.350 
8.830 
9.993 

~~ 

29 COMMODITY RATE  PER 1,000 GAL. OVER MINIMUM) - OVER 

30 
31 
32 COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - ZERO TO 22,500 GALLONS: 
33 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 
34 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

35 

$ 5.91 $ 11.27 $ 
$ 7.11 $ 13.41 $ 
$ - $ 13.41 $ 

8.830 
9.993 

_ _  
36 1 1/2 -INCH 
37 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 34,000 GALLONS: 
38 COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - OVER 999.999.999,999,999.000 GALLONS: 

$ 5.91 $ 11.27 $ 
$ 7.11 $ 13.41 $ 
$ .  $ -  $ 

8.830 
9.993 ~~ 

39 COMMODIlY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

40 

42 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 45,000 GALLONS: 
43 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 45,001 TO 999,999,999,999,999,000 GALLONS: 
44 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

45 
46 3-INCH 
47 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 68,000 GALLONS: 
48 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 68,001 TO 999,999,999,999,999,000 GALLONS: 
49 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

50 
51 4-INCH 
52 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 90,000 GALLONS: 
53 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 90,001 TO 999,999,999,999,999,000 GALLONS: 
54 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

41 P-INCH 
$ 5.91 $ 11.27 $ 
$ 7.11 $ 13.41 $ 
$ -  $ -  $ 

8.830 
9.993 

$ 5.91 $ 11.27 5 
$ 7.11 $ 13.41 $ 
$ -  $ .  $ 

8.830 
9.993 

$ 5.91 $ 11.27 $ 
$ 7.11 $ 13.41 $ 
s -  $ -  $ 

8.830 
9.993 

55 
56 
57 
58 
59 

60 
61 
62 
63 
64 

65 
66 
67 
68 
69 

B-INCH 
COMMODllY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 135,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 135,001 TO 999,999,999,999,999,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

$ 5.91 $ 11.27 $ 
$ 7.11 $ 13.41 $ 
$ .  a -  $ 

8.830 
9.993 

8-INCH 
COMMODllY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 0 GALLONS: 
COMMODIN RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

$ 5.91 $ 10.92 $ 
$ 7.11 $ 13.13 $ 
$ -  $ -  $ 

8.830 
9.993 

10-INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 0 GALLONS: 
COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

$ 5.91 $ 10.92 $ 8.830 
$ 7.11 $ 13.13 $ 9.993 
$ -  $ -  $ 



GOODMAN WATER COMPANY 
TEST YEAR ENDED DECEMBER 31,2009 
RESIDENTIAL 6 COMMERCIAL RATE DESIGN IN YEAR 3 OF SETTLEMENT PHASE-IN 

DOCKET NO. W-025WA-104382 

PROPOSED 
COMPANY SETTLEMENT 

PROPOSED AGREEMENT 
LINE 
- NO. DESCRIPTION 

PRESENT 
RATES 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 

RECOMMENDED MONTHLY MINIMUM USAGE CHARGE: 

IRESIOENTIAL. COMMERCIAL AN0 MISC. CUSTOMERS1 
5/8 - INCH 
314 -INCH 
1 - INCH 
1 1/2 - INCH 
2 -INCH 
3 -INCH 
4. INCH 
6 - INCH 
8 - INCH 

10 - INCH 

GALLONS INCLUDED IN MONTHLY MINIMUM USAGE CHARGE: 

RESIDENTIAL. COMMERCIAL AN0 MISC. CUSTOMERS 

RECOMMENDED COMMODITY RATES BY METER SIZE 

$42.20 
63.30 

105.50 
21 1.50 
339.68 
675.20 

1,055.00 
2.1 10.00 

0.00 
0.00 

$52.20 $45.25 
78.30 67.88 

130.50 113.13 
261.01 226.25 
417.61 362.00 
835.22 678.75 

1,305.04 1.131.25 
2.610.07 2,262.50 

0.00 4.525.00 
0.00 9.050.00 

0 0 0 

ZERO TO 3,000 GALLONS: 
3,001 TO 9,000 GALLONS: 

OVER 9.000 GALLONS: 

5/8 - INCH 
COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - $ 3.95 

$ 5.91 
$ 7.11 

$ 6.28 $ 4.560 
$ 11.27 $ 9.300 
$ 13.41 $ 10.600 

23 COMMOOrrY RATE (PER 1,000 GAL OVER MINIMUM) - 
24 COMMOOrPl RATE (PER 1.000 GAL. OVER MINIMUM) . 

25 
26 3/4-INCH 
27 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 
28 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 

ZERO TO 
OVER 
OVER 

3,000 GALLONS: 
9,000 GALLONS: 
9,000 GALLONS: 

$ 3.95 
$ 5.91 
$ 7.11 

$ 6.28 $ 4.560 
$ 11.27 $ 9.300 
$ 13.41 $ 10.600 29 COMMOOIN RATE (PER 1,000 GAL. OVER MINIMUM) - 

30 
31 1 -INCH 
32 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 
33 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 
34 COMMOOllY RATE (PER 1,000 GAL. OVER MINIMUM) - 

ZERO TO 22,500 GALLONS: 
OVER 999,999,999,999,999,000 GALLONS: 
OVER 999,999,999,999,999,000 GALLONS: 

$ 11.27 $ 9.300 
$ 13.41 $ 10.600 
$ 13.41 $ 

$ 5.91 
$ 7.11 

35 
36 11R-INCH 
37 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 34,000 GALLONS: 
38 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 
39 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

40 
41 2 -  INCH 
42 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 45,000 GALLONS: 
43 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 45,001 TO 999,999,999,999,999,000 GALLONS: 
44 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) . OVER 999,999,999,999,999,000 GALLONS: 

45 
46 3-INCH 
47 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 68.000 GALLONS: 
48 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 68.001 TO 999,999.999.999.999.000 GALLONS: 
49 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

50 
51 4 -  INCH 
52 COMMOOITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 90,000 GALLONS: 
53 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - 90.001 TO 999,999,999,999,999,000 GALLONS: 
54 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

55 
56 B-INCH 
57 COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - ZERO TO 135.000 GALLONS: 
58 COMMODITY RATE (PER 1.000 GAL. OVER MINIMUM) - 135.001 TO 999,999,999,999,999,000 GALLONS: 
59 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

60 
61 8-INCH 
62 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 0 GALLONS: 
63 COMMODITY RATE (PER 1 ,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 
64 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999.999.000 GALLONS: 

65 
66 10- INCH 
67 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - ZERO TO 0 GALLONS: 
68 COMMODITY RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 
69 COMMOOIN RATE (PER 1,000 GAL. OVER MINIMUM) - OVER 999,999,999,999,999,000 GALLONS: 

$ 5.91 
$ 7.11 

$ 11.27 $ 9.300 
$ 13.41 $ 10.600 
$ - $ -  

$ 5.91 
$ 7.11 
$ -  

$ 11.27 $ 9.300 
$ 13.41 $ 10.600 
$ - $  

$ 5.91 
$ 7.11 
$ -  

$ 11.27 $ 9.300 
$ 13.41 $ 10.600 
s - $  

$ 5.91 $ 11.27 $ 9.300 
$ 7.11 
$ -  

$ 13.41 $ 10.600 
$ - $  

$ 5.91 
$ 7.11 
$ .  

$ 11.27 $ 9.300 
$ 13.41 $ 10.600 
$ - $  

$ 5.91 
$ 7.11 
8 -  

$ 10.92 $ 9.300 
$ 13.13 $ 10.600 
$ - $  

$ 5.91 
$ 7.11 
$ .  

$ 10.92 $ 9.300 
$ 13.13 $ 10.600 
$ - $  



Goodman Water Company 
Test Year Ended December 31,2009 

Docket No. W-025OOA-10-0382 

PROPOSED SElTLEMENT AGREEMENT TYPICAL BILL ANALYSIS 
Residential, Commercial and Misc. 518 X 314 - Inch Meter - Year 1 of Phase-In 

Average Number of Customers: 531 

Present Proposed Dollar Percent 
Company Proposed Gallons Rates Rates Increase Increase 

Average Usage 5,520 $66.98 $94.45 $27.47 41 .O% 

Median Usage 4,500 $60.96 $82.96 $22.00 36.1% 

- . _ I  - . _ -  . _- 
Proposed Settlement Agreement" 

Average Usage 5,520 $66.98 $74.55 $7.57 11 .3YOt 

Median Usage 4,500 $60.96 $65.98 . 8.2%' 
< 

Present & Proposed Rates (Without Taxes) 
Residential, Commercial and Misc. 518 X 3/4 - Inch Meter - Year 1 of Phase-In 

Gallons of 
Consumption 

0 
1,000 
2,000 
3,000 
4,000 
4,500 
5,000 
5,520 
6,000 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 
20,000 
25,000 
30,000 
35,000 
40,000 
45,000 
50,000 
75,000 

100,000 

Present 
FEileS 

$42.20 
46.1 5 
50.10 
54.05 
58.00 
60.96 
63.91 
66.98 
69.82 
75.73 
81.64 
87.55 
94.66 

101.77 
108.88 
1 15.99 
123.10 
130.21 
137.32 
144.43 
151.54 
158.65 
165.76 
201.31 
236.86 
272.41 
307.96 
343.51 
379.06 
556.81 
734.56 

Company 
Proposed 

!3ates 

$52.20 
58.48 
64.76 
71.04 
77.32 
82.96 
88.59 
94.45 
99.86 

111.13 
122.40 
133.67 
147.08 
160.49 
173.90 
187.31 
200.72 
214.13 
227.54 
240.95 
254.36 
267.77 
281.18 
348.23 
415.28 
482.33 
549.38 
61 6.43 
683.48 

1,018.73 
1,353.98 

% 
lncreaSe 

-3.0% 
-2.3% 
-1.8% 
-1.3% 
6.5% 
8.2% 
9.8% 

11.3% 
12.6% 
14.9% 
16.9% 
18.6% 
19.7% 
20.6% 
21.5% 
22.2% 
22.8% 
23.4% 
23.9% 
24.4% 
24.8% 
25.2% 
25.5% 
26.9% 
27.9% 
28.6% 
29.2% 
29.6% 
29.9% 
31.0% 
31.6% 



Goodman Water Company 
Test Year Ended December 31,2009 

Docket No. W-02500A.10-0382 

PROPOSED SETTLEMENT AGREEMENT TYPICAL BILL ANALYSIS 
Residential, Commercial and Misc. 5/8 X 3/4 - Inch Meter - Year 2 of Phase-In 

Average Number of Customers: 531 

Present Proposed Dollar Percent 
Company Proposed Gallons Rates Rates Increase Increase 

Average Usage 5,520 $66.98 $94.45 $27.47 41 .O% 

Median Usage 4,500 $60.96 $82.96 $22.00 36.1% 

r - .-- r_-_  _. _ _  I - - , - -.- .. 
Proposed Settlement Agreemeni 

Average Usage 5,520 $66.98 $78.49 $11.51 17.2% 

Median Usage 4,500- $60.96 $69.49 $8.53 14.0% 

Present & Proposed Rates (Without Taxes) 
Residential, Commercial and Misc. 518 X 314 - Inch Meter - Year 2 of Phase-In 

Gallons of 
Consumption 

0 
1,000 
2,000 
3,000 
4,000 
4,500 
5,000 
5,520 
6,000 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 
20,000 
25,000 
30,000 
35,000 
40,000 
45,000 
50,000 
75,000 

100,000 

Present 
Bates 

$42.20 
45.95 
49.90 
53.85 
57.80 
60.96 
63.91 
66.98 
69.82 
75.73 
81.64 
87.55 
94.66 

101.77 
108.88 
1 15.99 
123.10 
130.21 
137.32 
144.43 
151.54 
158.65 
165.76 
201.31 
236.86 
272.41 
307.96 
343.51 
379.06 
556.81 
734.56 

Company 
Proposed 
m 

$52.20 
58.48 
64.76 
71.04 
77.32 
82.96 
88.59 
94.45 
99.86 

111.13 
122.40 
133.67 
147.08 
160.49 
173.90 
187.31 
200.72 
214.13 
227.54 
240.95 
254.36 
267.77 
281.18 
348.23 
415.28 
482.33 
549.38 
61 6.43 
683.48 

1,018.73 
1,353.98 

Yo 
locrease 

2.3% 
3.5% 
4.0% 
4.4% 

12.6% 
14.0% 
15.6% 
17.2% 
18.5% 
20.9% 
23.0% 
24.8% 
25.9% 
27.0% 
27.8% 
28.6% 
29.3% 
29.9% 
30.5% 
31 .O% 
31.4% 
31.8% 
32.2% 
33.7% 
34.7% 
35.5% 
36.1% 
36.5% 
36.9% 
38.1% 
38.7% 



Goodman Water Company 
Test Year Ended December 31,2009 

Docket No. W-025OOA-10-0382 

PROPOSED SETTLEMENT AGREEMENT TYPICAL BILL ANALYSIS 
Residential, Commercial and Misc. 518 X 314 - inch Meter - Year 3 of Phase-In 

Average Number of Customers: 531 

Present Proposed Dollar Percent 
Company Proposed Gallons Rates Rates Increase Increase 

Average Usage 5,520 $66.98 $94.45 $27.47 41 .O% 

Median Usage 4,500 $60.96 $82.96 $22.00 36.1% 

- .. .. 
Proposed Settlement Agreement ~ 

Average Usage 5,520 $66.98 $82.37 $15.38 23.0% 

Median Usage 4,500 $60.96 $72.88 $11.93 19.6% 

Present & Proposed Rates (Without Taxes) 
Residential, Commercial and Misc. 5/8 X 3/4 - Inch Meter - Year 3 of Phase-In 

Gallons of 
Consumption 

0 
1,000 
2,000 
3,000 
4,000 
4,500 
5,000 
5,520 
6,000 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19.000 
20,000 
25,000 
30,000 
35,000 
40,000 
45,000 
50,000 
75,000 

100,000 

Present 
Rakx 

$42.20 
45.95 
49.90 
53.85 
57.80 
60.96 
63.91 
66.98 
69.82 
75.73 
81.64 
87.55 
94.66 

101.77 
108.88 
1 15.99 
123.1 0 
130.21 
137.32 
144.43 
151 5 4  
158.65 
165.76 
201.31 
236.86 
272.41 
307.96 
343.51 
379.06 
556.81 
734.56 

Company 
Proposed 

€Eit.es 

$52.20 
58.48 
64.76 
71.04 
77.32 
82.96 
88.59 
94.45 
99.86 

111.13 
122.40 
133.67 
147.08 
160.49 
173.90 
187.31 
200.72 
214.13 
227.54 
240.95 
254.36 
267.77 
281.18 
348.23 
415.28 
482.33 
549.38 
616.43 
683.48 

1,018.73 
1,353.98 

% 
lOcreaSe 

7.2% 

9.0% 
9.4% 

18.0% 
19.6% 
21.3% 
23.0% 
24.4% 
26.9% 
29.1 % 
31 .O% 
32.4% 
33.6% 
34.6% 
35.5% 
36.3% 
37.0% 
37.6% 
38.1 Yo 
38.7% 
39.1 yo 
39.6% 
41.2% 
42.4% 
43.3% 
44.0% 
44.5% 
44.9% 
46.2% 
46.9% 

8.4% 



Goodman Water Company 
Test Year Ended December 31,2009 

Docket No. W-025OOA-10-0382 

PROPOSED SETTLEMENT AGREEMENT TYPICAL BILL ANALYSIS 
Residential, Commercial and Misc. 314 - Inch Meter - Year 1 of Phase-In 

Average Number of Customers: 86 

Present Proposed Dollar Percent 
Company Proposed Gallons Rates Rates Increase Increase 

Average Usage 6,028 $91.09 $126.28 $35.19 38.6% 

Median Usage 4,500 $82.06 $109.06 $27.00 32.9% 

- - , - - - - _. . - n r  - -  
PropbsedSettlemient Agreement. 

Average Usag 9.0% 

Median Usage 4,500 $82.06 $86.45. $4.39 ' 5.4%' 

Present & Proposed Rates (Without Taxes) 
Residential, Commercial and Misc. 3/4 - Inch Meter - Year 1 of Phase-In 

Gallons of 
Consumption 

0 
1,000 
2,000 
3,000 
4,000 
4,500 
5,000 
6,000 
6,028 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19.000 
20,000 
25,000 
30,000 
35,000 
40,000 
45,000 
50,000 
75,000 

100,000 

Present 
&des 

$63.30 
67.15 
71.20 
75.15 
79.10 
82.06 
85.01 
90.92 
91.09 
96.83 

102.74 
108.65 
11 5.76 
122.87 
129.98 
137.09 
144.20 
151.31 
158.42 
165.53 
172.64 
179.75 
186.86 
222.41 
257.96 
293.51 
329.06 
364.61 
400.16 
577.91 

Company 
Proposed 

Eiaki 

$78.30 
84.58 
90.86 
97.14 

103.42 
109.06 
11 4.69 
125.96 
126.28 
137.23 
148.50 
159.77 
173.1 8 
186.59 
200.00 
213.41 
226.82 
240.23 
253.64 
267.05 
280.46 
293.87 
307.28 
374.33 
441.38 
508.43 
575.48 
642.53 
709.58 

1,044.83 
755.66 1,380.08 

O h  

lncrease 

-3.0% 
-2.4% 
-2.1% 
-1.8% 
4.0% 
5.4% 
6.6% 
9.0% 
9.0% 

11 .O% 
12.8% 
14.4% 
15.6% 
16.6% 
17.5% 
18.3% 
19.1% 
19.7% 
20.3% 
20.9% 
21.4% 
21.9% 
22.3% 
24.1% 
25.4% 
26.3% 
27.1% 
27.7% 
28.2% 
29.8% 
30.6% 



Goodman Water Company 
Test Year Ended December 31,2009 

Docket No. W-025OOA-10-0382 

PROPOSED SETTLEMENT AGREEMENT TYPICAL BILL ANALYSIS 
Residential, Commercial and Misc. 3/4 - Inch Meter - Year 2 of Phase-In 

Average Number of Customers: 86 

Present Proposed Dollar Percent 
Company Proposed Gallons Rates Rates Increase Increase 

Average Usage 6,028 $91.09 $1 26.28 $35.1 9 38.6% 

Median Usage 4,500 $82.06 $109.06 $27.00 32.9% 

- .- -- - -  - 
Proposed Se&me'nt Agreerneni- 

Average Usage 6,028 $91.09 $104.58 $13.49 14.8%' 

Median Usage 4,500 $82.06 $91.09 $9.03 11 .O% 

Present & Proposed Rates (Without Taxes) 
Residential, Commercial and Misc. 3/4 - Inch Meter - Year 2 of Phase-In 

Gallons of 
Consumption 

0 
1,000 
2,000 
3,000 
4,000 
4,500 
5,000 
6,000 
6,028 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 
20,000 
25,000 
30,000 
35,000 

45,000 
50,000 
75,000 

100,000 

40,aoo 

Present 
iM?s 

$63.30 
67.1 5 
71.20 
75.1 5 
79.1 0 

85.01 
90.92 
91.09 
96.83 

102.74 
108.65 
1 15.76 
122.87 
129.98 
137.09 
144.20 
151.31 
158.42 
165.53 
172.64 
179.75 
186.86 
222.41 
257.96 
293.51 
329.06 
364.61 
400.1 6 
577.91 

82.06 

Company 
Proposed 

J3a.e.s 

$70.30 
84.58 
90.86 
97.14 

103.42 
109.06 
11 4.69 
125.96 
126.28 
137.23 

159.77 
173.1 8 
186.59 
200.00 
213.41 
226.82 
240.23 
253.64 
267.05 

293.87 
307.28 
374.33 
441.38 
508.43 
575.48 
642.53 
709.58 

1,044.83 

i 48.50 

280.46 

755.66 1,380.08 

Yo 
lDcreaSe 

2.4% 
3.0% 
3.2% 
3.6% 
9.6% 

11 .O% 
12.3% 
14.7% 
14.8% 
16.9% 
18.7% 
20.4% 
21.6% 
22.7% 
23.7% 
24.6% 
25.4% 
26.1% 
26.7% 
27.3% 
27.9% 
28.4% 
28.8% 
30.7% 
32.1% 
33.1 Yo 
33.9% 
34.5% 
35.1% 
36.8% 
37.7% 



Goodman Water Company 
Test Year Ended December 31.2009 

Docket No. W-025OOA-10-0382 

PROPOSED SETTLEMENT AGREEMENT TYPICAL BILL ANALYSIS 
Residential, Commercial and Misc. 314 - Inch Meter - Year 3 of Phase-In 

Average Number of Customers: 86 

Present Proposed Dollar Percent 
Company Proposed Gallons Rates Rates Increase Increase 

Average Usage 6,028 $91.09 $126.28 $35.19 38.6% 

Median Usage 4,500 $82.06 $109.06 $27.00 32.9% 

- _ - . -  ~ ..-. - . - - - - . . - - - - - _ _  - 
Proposed Sehlement Agreement- 

Average Usage $91.09 $109.72 20.5% 

Median Usage $82.06 $95.51 16.4%' 

Present & Proposed Rates (Without Taxes) 
Residential, Commercial and Misc. 3/4 - Inch Meter - Year 3 of Phase-In 

Gallons of 
Consumption 

0 
1,000 
2,000 
3,000 
4,000 
4,500 
5,000 
6,000 
6,028 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 
20,000 
25,000 
30,000 
35,000 
40,000 
45,000 
50,000 
75,000 

100,000 

Present 
Bales 

$63.30 
67.1 5 
71.20 
75.15 
79.10 
82.06 
85.01 
90.92 
91.09 
96.83 

102.74 
108.65 
1 15.76 
122.87 
129.98 
137.09 
144.20 
151.31 
158.42 
165.53 
172.64 
179.75 
186.86 
222.41 
257.96 
293.51 
329.06 
364.61 
400.16 
577.91 
755.66 

Company 
Proposed 

Rates 

$78.30 
84.58 
90.86 
97.14 

103.42 
109.06 
1 14.69 
125.96 
126.28 
137.23 
148.50 
159.77 
173.18 
186.59 
200.00 
213.41 
226.82 
240.23 
253.64 
267.05 
280.46 
293.87 
307.28 
374.33 
441.38 
508.43 
575.48 
642.53 
709.58 

1,044.83 
1,380.08 

% 
locrease 

7.2% 
7.9% 
8.1% 
8.5% 

14.9% 
16.4% 
17.8% 
20.4% 
20.5% 
22.6% 
24.6% 
26.4% 
27.8% 
29.0% 
30.1% 
31.1% 
32.0% 
32.8% 
33.5% 
34.2% 
34.8% 
35.4% 
35.9% 
38.0% 
39.5% 
40.7% 
41.6% 
42.3% 
42.9% 
44.8% 
45.8% 
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Q.1 

A. 1 

Q.2 

A.2 

Q-3 

A.3 

Q-4 

A.4 

Q.5 

Please state your name and business address. 

My name is James A. Shiner, and my business address is 6340 N. Campbell 

Avenue, Suite 278, Tucson, Arizona 85718. 

What is your relationship with Goodman Water Company (“Company”)? 

I am President of the Company and a member of the Board of Directors. In 

addition, I am one of the three (3) owners of the Company; and, in this testimony in 

support of the proposed Settlement Agreement, dated September 15, 20 1 1 

(“Settlement Agreement”), I am speaking on behalf of all of the Company’s 

owners and directors. 

Are you the same James A. Shiner who has previously testified on behalf of 

the Company in this proceeding? 

Yes. 

What is the nature and scope of your testimony at this time? 

I will be discussing those factors which influenced the owners and directors of the 

Company to agree to the terms of the Settlement Agreement, which reflects 

significant concessions by the Company vis-&vis its litigation position(s) during 

previous stages of the evidentiary hearings in this case. Mr. Thomas J. Bourassa, 

the Company’s utility rate consultant, will be presenting testimony regarding the 

details of the Settlement Agreement and the ratemaking matters therein addressed. 

What are the factors which occasioned the willingness of the Company and its 

owners and directors to (i) enter into settlement negotiations with 
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representatives of the Residential Utility Consumer Office (“RUCO”) and the 

Individual Intervenors, James Schoemperlen and Lawrence Wawrzyniak; 

and, (ii) agree to make the significant concessions to which you previously 

referred? 

There were two (2) central factors. The first was a genuine desire by the 

Company’s owners and directors to endeavor to address and heal the very severe 

rift which had developed between the Company and its customers, the residents of 

the Eagle Crest Ranch community, as a result of the Company’s September 17, 

2010 rate increase application. While we had an awareness of customer 

unhappiness with the proposed rate increase shortly after the application was filed, 

the depth and intensity of that dissatisfaction and its implications for the hture 

relationship between the Company and its customers became increasingly evident 

with each passing hearing day and public comment session. The Company’s 

owners and directors intend to have a long-term relationship with the Company’s 

customers. Thus, we concluded that it was in the Company’s interest (i) to 

sincerely explore the possibility of a settlement of this rate case; and, (ii) to be 

willing to make significant concessions vis-a-vis the Company’s previous litigation 

position(s) in this case, as long as we did not jeopardize or unduly burden the 

Company’s near- and long-term financial circumstances. 

The second factor influencing the decision to explore and ultimately reach 

agreement with RUCO and Messrs. Schoemperlen and Wawrzyniak was the 

realization that the Company would never hl ly  recover the costs of prosecuting 

this case, even if the Commission’s final decision provided for recognition of the 

$160,000 in rate case expense we had most recently proposed, and the 

Commission’s Staff had supported, amortized over four (4) years. As of mid- 
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Q.6 

A.6 

August of this year, the Company’s actual incurred rate case expense was over 

$250,000. In addition, we were looking at two (2) or more days of evidentiary 

hearings when we reconvened in September. Further, there would have been 

additional consultant and attorneys’ fees associated with post-hearing briefs, 

possible Exceptions to the Recommended Opinion and Order (“ROO”) and 

appearing at the Open Meeting at which the ROO would be considered by the 

Commission and a final decision rendered on the Company’s application. In all 

likelihood, the Company would never recover these additional expenditures, and 

there was an increasing possibility that they could (if not would) offset (if not 

eclipse) the Company’s requested increase in rates. Thus, the prospect of bringing 

the rate case to an earlier conclusion was worth pursuing. 

In summary, these two (2) factors played a critical role in our decision to 

participate in the settlement negotiations which thereafter occurred, and in our 

willingness to make the concessions we made to reach a settlement. I should also 

note, parenthetically, that the lower rates contained in the proposed settlement 

agreement, coupled with a more positive community environment has the potential 

to yield marginally better home sales and additional connections. 

Which of these two (2) factors was the most important to the Company? 

They were both very important, but for the different reasons I have just described. 

However, I cannot emphasize enough the desire of the Company’s owners and 

directors to make a genuine effort to try and heal the rift that had developed 

between the Company and its customers, in order that collectively we might work 

together to make Eagle Crest Ranch one of southern Arizona’s more desirable 

living areas. 
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In that regard, I want to express our deep appreciation for the constructive 

and forward-looking approach that Messrs. Schoemperlen and Wawrzyniak 

brought to the settlement negotiations; and, also, our appreciation for the positive 

and facilitating role which RUCO contributed to the process throughout. The 

residents of the Eagle Crest Ranch community were very well represented by those 

three (3) parties. 

Q.7 

A.7 

Did you participate in the settlement negotiations? 

Yes, both directly and indirectly. Alexander Sears and I personally participated in 

the final (and definitive) negotiating session which occurred in the Eagle Crest 

Ranch vicinity on August 26, 20 1 1. Mr. Sears is the majority shareholder and also 

Chairman of the Company’s Board of Directors. Previously, he and I had been 

intimately involved with the other members of the Company’s settlement 

negotiating team in (i) developing the Company’s initial settlement proposal and 

(ii) analyzing the responses of Messers. Schoemperlen and Wawrzyniak and 

RUCO to that proposal. Because Mr. Sears and I were each out-of-state, we were 

not able to attend the initial settlement negotiation session at RUCO’s offices on 

August 19,20 1 1. 

Q.8 Why was the Commission’s Staff not invited to participate initially in the 

settlement negotiations? 

A.8 Basically, there were two (2) circumstances which influenced (from our 

perspective) the decision not to initially include the Commission Staff in the 

discussions. The first circumstance was the fact that the Company and the 

Commission’s Staff were not that far apart relatively speaking in terms of the 

-4- 



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 

ROBERTSON, J R .  
ATTORNEY AT LAW 

P.O.  Box 1448 
TUBAC. ARIZONA 8 5 6 4 6 ~  

(520-398-041 1 

amount of rate increase which the Company should be granted, whereas, the 

Company and RUCO and the Individual Intervenors were the proverbial “miles 

apart.” Accordingly, we decided to focus on ascertaining whether or not that 

distance could be closed to a mutually acceptable “mid-point.’’ 

The second circumstance was the limited timeframe within which we were 

attempting to arrange for and conduct settlement negotiations. Given previous 

scheduling commitments of the various people who would be involved, and how 

those preexisting commitments would in turn limit the days upon which everyone 

could meet for settlement negotiating purposes, we decided to initially focus on 

Messrs. Schoemperlen and Wawrzyniak and RUCO for the reason I have 

previously mentioned. 

Third, I was told Commission Staff had no objection to this approach. 

Q.9 Did the Company intend to ultimately explore the prospect of settlement of the 

rate case with the Commission’s Staff? 

Yes, that was our intent all along. In that regard, one of our rate case attorneys 

(Mr. Robertson) orally advised one of the Commission Staff attorneys (Ms. Vohra) 

sometime in mid-August while he was at the Commission in Phoenix on other 

business that some preliminary settlement negotiations were about to begin with 

Messrs. Schoemperlen and Wawrzyniak and RUCO. I have since heard that there 

may have been a misunderstanding between them as to the scope of matters to be 

addressed in those negotiations. But, clearly our intent was to advise the 

Commission’s Staff of the pendency of such negotiations. 

A.9 

Finally, I want to emphasize that at no time did the Company or the 

members of its settlement negotiating team ever intend, in any manner, to offend 
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Q.10 

A.10 

Q . l l  

A.11 

the Commission’s Staff or iscount its importance in this case; and, if the seriatim 

approach we took to the settlement negotiations had that unintended effect, I 

sincerely apologize. 

Do the Company and its owners and directors believe that the proposed 

Settlement Agreement should be approved by the Commission? 

Yes, we do and we strongly support the same. I will defer to Messrs. 

Schoemperlen and Wawrzyniak and RUCO to articulate their respective positions 

and underlying reasons, but I believe that their support is equally strong. 

What about the position of the Commission’s Staff? 

As of the time of the filing of this testimony, I do not know what position the 

Commission Staff has decided to adopt. It is my understanding that at a meeting 

with representatives of RUCO, the Company and Mr. Wawrzyniak on September 

8, 201 1, the Commission’s Staff did indicate that it would not be a signatory party 

to the Settlement Agreement, since it had not been a participant in the negotiations 

which resulted in the same. 

I understand the position of the Commission’s Staff in that regard. 

However, following evaluation of the Settlement Agreement and testimony of 

those signatory parties supporting the same, it is the Company’s hope that the 

Commission’s Staff will decide to either support or take no position on the 

Settlement Agreement. 
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Q.12 

A.12 

Does this conclude your prepared testimony in support of the Settlement 

Agreement? 

Yes, it does. As I previously indicated, Mr. Bourassa’s prepared testimony in 

support of the Settlement Agreement will be discussing the details of that 

document. 
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I. 

Q1* 

Al.  

Q2. 

A2. 

Q3* 

A3. 

Q4 

A4. 

Q5 

A5. 

INTRODUCTION AND PURPOSE OF TESTIMONY. 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive, 

Phoenix, Arizona 85029. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS CASE? 

On behalf of the applicant, Goodman Water Company (“GWC” or the 

“Company”). 

HAVE YOU PREVIOUSLY SUBMITTED DIRECT, REBUTTAL, AND 

REJOINDER TESTIMONY IN THE INSTANT CASE? 

Yes, my direct testimony was submitted in support of the initial application in this 

docket. There were two volumes, one addressing rate base, income statement and 

rate design, and the other addressing cost of capital. My rebuttal testimony was 

also submitted in two separate volumes. My rejoinder testimony was also 

submitted in two volumes. Each of those testimonies included my associated 

schedules. 

WHAT IS THE PURPOSE OF THIS SETTLEMENT TESTIMONY? 

I will provide testimony in support of the proposed Settlement Agreement between 

the Company, RUCO, and the intervenors; Mr. Wawrzyniak and Mr. 

Schoemperlen. 

WHAT ARE THE KEY POINTS O F  CONTENTION THAT ARE 

ADDRESSED IN THE PROPOSED SETTLEMENT AGREEMENT? 

The proposed Settlement Agreement addresses at least two major points of 
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Q6. 

A6. 

Q7* 

A7. 

QS* 

contention. First, the final positions of signatory parties regarc ing “excess 

capacity”, the revenue requirement, and required increase are significantly 

different. Second, there is a fair amount of anger and resentment towards the 

Company in the Eagle Crest Community resulting from the rate case. 

THE SIGNATORIES TO THE SETTLEMENT AGREEMENT AGREED 

THAT THE SETTLMENT WOULD TAKE THE FORM A “BLACK BOX” 

SETTLMENT FORMAT. WHAT IS A “BLACK BOX” SETTLEMENT? 

A “black box” settlement means that although the parties agree on the revenue 

requirement, they do not agree on certain principles or positions and therefore do 

not assign specific amounts to any item or assign specific details on how the 

revenue requirement was determined. 

UNDER THE “BLACK BOX” SETTLEMENT FORMAT, ONLY THE 

SPECIFIC ISSUES IDENTIFIED ARE AGREED TO BY THE SIGNATORY 

PARTIES, BUT NO SPECIFIC REVENUE/EXPENSE, OR RATE BASE 

ADJUSTMENTS ARE SPECIFICALLY DELINEATED. WHY IS SUCH A 

FORMAT IN THE PUBLIC INTEREST? 

“Black box” settlements are sometimes the only way to resolve issues among 

parties in a rate case. 

PLEASE IDENTIFY THE TOTAL REVENUE INCREASE AND REVENUE 

REQUIREMENT AGREED TO IN THE PROPOSED SETTLEMENT 

AGREEMENT AND HOW DOES IT COMPARE TO THE PARTIES FINAL 

POSITIONS IN THE CASE? 
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AS. The signatory parties agree to a rate increase of $138,000 and a total revenue 

requirement of $732,459. The positions of the parties at this stage of the 

proceeding with respect to the revenue requirement and rate increase are: 

Revenue Requirement Revenue Incr. YO Increase 

RUCO $ 603,174 $ 8,715 1.47%’ 

Staff $ 775,283 $ 202,604 34.08%2 

Interveners $ 498,047 $ (74,704)3 - 13 .04%4 

Company $ 855,107 $ 260,648 43.85%5 

Q9. PLEASE IDENTIFY THE FAIR VALUE RATE BASE AGREED TO IN 

THE PROPOSED SETTLEMENT AGREEMENT AND HOW DOES IT 

COMPARE TO THE REJOINDER AND/OR SURREBUTTAL POSITIONS 

OF THE PARTIES IN THE INSTANT CASE? 

A9. The agreed upon fair value rate base (“FVRB”) is $1,755,118. The positions of the 

parties at this stage of the proceeding with respect to the rate base are: 

OCRB FVRB 

RUCO $ 1,755,188 $ 1,755,11S6 

Staff $ 2,077,253 $ 2,077,2537 

Interveners $ 1,317,239 $ 1,317,23g8 

RUCO Surrebuttal Testimony of Timothy J. Coley. 
* Staff Revised Schedules of Gordon L. Fox received on August 17,201 1. 

Company proposed direct adjusted test year revenue of $572,751 minus $498,047 as shown in 
Schoemperlen Surrebuttal Schedule D on page 15 of Surrebuttal Testimony of James 
Schoemperlen. 

$(74,704) divided by $572,75 1. 
Goodman Rejoinder Testimony of Thomas J. Bourassa. 
RUCO Surrebuttal Testimony of Timothy J. Coley. 
Surrebuttal Testimony of James Schoemperlen. 

4 
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Company Rejoinder $ 9 7 $ 2,298, 7 9 

QlO. IN PARAGRAPH 2.3 OF THE PROPOSED SETTLEMENT AGREEMENT, 

THE SIGNATORY PARTIES AGREE THAT AS A CONDTION OF 

APPROVAL OF THIS AGREEMENT, THE COMMISSION SHOULD 

AUTHORIZE GOODMAN TO DEFER $269,307 OF ACCUMULATED 

DEPRECIATION THROUGH THE END OF THE TEST YEAR AND TO 

DEFER ANNUAL DEPRECIATION OF $44,136 ON UTILITY PLANT 

CURRENTLY IN SERVICE. PLEASE EXPLAIN THIS PROVISION. 

A10. This provision recognizes that the agreed upon revenue requirement and lower rate 

base does not recognize certain plant and equipment constructed since the last rate 

case. This provision is a key provision as the Company’s rates have not and will 

not include depreciation at least until the next rate case some time after January 1, 

2015. 

Q11. WILL THE COMPANY BE SEEKING ANY INTEREST ON THE 

DEFERRED DEPRECIATION EXPENSE DESCRIBED ABOVE? 

A l l .  No. 

Q12. IN PARAGRAPH 2.5, THE SIGNATORY PARTIES AGREE TO DEFER 

THE ISSUE OF EXCESS CAPACITY AT THIS TIME. WHAT IS THE 

SIGNIFICANCE OF DEFERRING THIS ISSUE? 

A12. Since the signatory parties could not agree on the issue of the existence of “excess 

* $(74,704) divided by $572,75 1. 
Goodman Rejoinder Testimony of Thomas J. Bourassa. 
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capacity”, the resolution of this issue is deferred until the next rate case. 

Q13. WHAT IS THE TOTAL PERCENT RATE INCREASE AGREED TO BY 

THE SIGNATORY PARTIES AND HOW DOES THIS COMPARE TO THE 

REJOINDER AND/OR SURREBUTTAL POSITIONS OF THE PARTIES IN 

THE INSTANT CASE? 

A13. As stated earlier, the rate increase is $138,000 or an increase over the adjusted test 

year revenues of 23.2%. 

Q14. IN PARAGRAPH 2.6, THE SIGNATORY PARTIES AGREE TO A THREE 

(3) YEAR PHASE-IN OF THE RATE INCREASE. HOW IS THIS A 

FURTHER BENEFIT TO THE RATE PAYERS? 

A14. The phase-in spreads out the overall rate increase of 23.2% over three years 

mitigating the impact of the rate increase on rate payers. The rate payers will see a 

rate increase at the average usage of 11 3% in the first year, a 5.8% increase in year 

two, and a 5.8% increase in year three. 

Ql5. WILL THE COMPANY BE SEEKING RECOVERY OF THE FOREGONE 

REVENUES AND INTEREST ASSOCIATED WITH THOSE REVENUES? 

A15. No. This is another benefit to rate payers as there will be no “hang-over” effect at 

the end of the phase-in period. Typically, recovery of the foregone revenues 

requires a rather substantial increase in rates for some period of time at the end of 

the phase-in period. This provision will result in a savings to rate payers. 
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Q16. 

A16. 

Q17. 

A17. 

IN PARAGRAPH 2.8, THE COMPANY AGREES NOT TO FILE FOR 

ANOTHER PERMANENT INCREASE IN RATES FOR WATER SERVICE 

UNTIL AT LEAST JANUARY 1, 2015, USING A TEST YEAR NO 

EARLIER THAN THE 12 MONTHS ENDED DECEMBER 31, 2014. IS 

THIS ALSO A BENEFIT TO RATE PAYERS? 

Absolutely. The rate payers will have the assurance that the Company will not 

seek additional revenue until at least 20 15. 

PLEASE INDENTIFY THE RATES 

SETTLEMENT AGREEMENT? 

The final proposed rates are: 

All Classes 

Meter Monthly 

Size Minimum 

518 $ 45.25 

314 $ 67.88 

1 $ 113.13 

1 112 $ 226.25 

2 $ 362.00 

3 $ 678.75 

4 $1,131.25 

6 $2,282.50 

-6- 

UNDER THE PROPOSED 

Gallons included 

in Monthly Minimum 

0 

0 

0 

0 

0 

0 

0 

0 
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The commodity charges and tiers by meter size are: 

Residential, Commercial and Irrigation Class 

Meter 

518x314 Inch 

314 Inch 

1 Inch 

1 %Inch 

2 Inch 

3 Inch 

4 Inch 

6 Inch 

Standpipe (Construction) 

All Meter Sizes 

Tier (gallons) 

1 to 3,000 

3,001 to 10,000 

Over 10,000 

1 to 3,000 

3,001 to 9,000 

Over 9,000 

1 to 22,500 

Over 22,500 

1 to 34,000 

Over 34,000 

1 to45,OOO 

Over 45,000 

1 to 68,000 

Over 68,000 

1 to 90,000 

Over 90,000 

1 to 135,000 

Over 13 5,000 

All gallons 

-7- 

Charge 

per 1,000 gallons 

$ 4.560 

$ 9.300 

$10.600 

$4.560 

$9.300 

$10.600 

$ 9.300 

$10.600 

$ 9.300 

$10.600 

$ 9.300 

$10.600 

$ 9.300 

$10.600 

$ 9.300 

$10.600 

$ 9.300 

$10.600 

$10.600 
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The rate will be phased-in as follows: 

YEAR 1 

All Classes 

Meter 

Size 

518 

314 

1 

1 112 

2 

3 

4 

6 

Monthly 

Minimum 

$ 40.94 

$ 61.41 

$ 102.35 

$ 204.70 

$ 327.52 

$ 614.10 

$1,023.50 

$2,047.00 

The commodity charges and tiers by meter size are: 

Residential, Commercial and Irrigation Class 

Meter 

Tier (gallons) 

518x314 Inch 1 to 3,000 

3,001 to 10,000 

Over 10,000 

314 Inch 1 to 3,000 

3,001 to 9,000 

Over 9,000 

1 Inch 1 to 22,500 

-8- 

Gallons included 

in Monthly Minimum 

0 

0 

0 

0 

0 

0 

0 

0 

Charge 

per 1,000 gallons 

$4.140 

$ 8.410 

$9.481 

$4.140 

$ 8.410 

$9.481 

$ 8.410 
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1 ?4 Inch 

2 Inch 

3 Inch 

4 Inch 

6 Inch 

Standpipe (Construction) 

All Meter Sizes 

YEAR 2 

All Classes 

Meter 

Size 

518 

314 

1 

1 112 

2 

3 

Over 22,5 00 

1 to 34,000 

Over 34,000 

1 to45,OOO 

Over 45,000 

1 to 68,000 

Over 6 8,000 

1 to 90,000 

Over 90,000 

1 to 135,000 

Over 135,000 

All gallons 

Monthly 

Minimum 

$ 43.19 

$ 64.79 

$ 107.98 

$ 215.95 

$ 345.52 

$ 647.85 

-9- 

$9.481 

$ 8.410 

$9.481 

$ 8.410 

$9.481 

$ 8.410 

$ 9.481 

$ 8.410 

$ 9.481 

$ 8.410 

$ 9.481 

$9.481 

Gallons included 

in Monthly Minimum 

0 

0 

0 

0 

0 

0 
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1 $1,079.75 

6 $2,159.00 

The commodity charges and tiers by meter size are: 

Residential, Commercial and Irrigation Class 

Meter 

&e Tier (gallons) 

5/8x3/4 Inch 1 to 3,000 

3,001 to 10,000 

Over 10,000 

3/4 Inch 1 to 3,000 

3,001 to 9,000 

Over 9,000 

1 Inch 1 to 22,500 

Over 22,5 0 0 

1 %Inch 1 to 34,000 

Over 3 4,O 00 

2 Inch 1 to45,OOO 

Over 45,000 

3 Inch 1 to 68,000 

Over 6 8 ,O 00 

4 Inch 1 to 90,000 

Over 90,000 

6 Inch 1 to 135,000 

Over 1 3 5,000 

-10- 

0 

0 

Charge 

per 1,000 gallons 

$4.350 

$ 8.830 

$ 9.993 

$4.350 

$ 8.830 

$9.993 

$ 8.830 

$ 9.993 

$ 8.830 

$ 9.993 

$ 8.830 

$ 9.993 

$ 8.830 

$9.993 

$ 8.830 

$9.993 

$ 8.830 

$9.993 
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Standpipe (Construction) 

All Meter Sizes All gallons $9.993 

YEAR 3 

All Classes 

Meter 

Size 

518 

314 

1 

1 112 

2 

3 

4 

6 

Monthly 

Minimum 

$ 45.25 

$ 67.88 

$ 113.13 

$ 226.25 

$ 362.00 

$ 678.75 

$1,13 1.25 

$2,282.50 

Gallons included 

in Monthly Minimum 

0 

0 

0 

0 

0 

0 

0 

0 

The commodity charges and tiers by meter size are: 

Residential, Commercial and Irrigation Class 

Meter Charge 

Tier (gallons) per 1,000 gallons 

518x314 Inch 1 to 3,000 $ 4.560 

3,001 to 10,000 $ 9.300 

Over 10,000 $10.600 

314 Inch 1 to 3,000 $4.560 

3,001 to 9,000 $9.300 

-1 1- 



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 

LAWRENCE $6 
ROBERTSON, J R .  

ATTORNEY AT LAW 
P.O. Box 1448 

TUBAC,  ARIZONA 8 . 5 6 4 6 ~  
(520-398-041 1 

1 Inch 

1 %Inch 

2 Inch 

3 Inch 

4 Inch 

6 Inch 

Standpipe _ -  (Construction) 

All Meter Sizes 

Over 9,000 

1 to 22,500 

Over 223  00 

1 to 34,000 

Over 34,000 

1 to 45,000 

Over 45,000 

1 to 68,000 

Over 68,000 

1 to 90,000 

Over 90,000 

1 to 135,000 

Over 135,000 

All gallons 

$10.600 

$ 9.300 

$10.600 

$ 9.300 

$10.600 

$ 9.300 

$10.600 

$ 9.300 

$10.600 

$ 9.300 

$10.600 

$ 9.300 

$10.600 

$10.600 

Ql8. DO YOU BELIEVE THAT THE COMMISSION’S ADOPTION OF THE 

PROPOSED SETTLEMENT AGREEMENT STRIKES A FAIR BALANCE 

OF THE INTERESTS BETWEEN THE COMPANY AND RATE PAYERS? 

A18. Yes, under the circumstances of the instant case I believe the proposed Settlement 

Agreement strikes a fair balance between the Company and its rate payers. 

Q20. DOES THAT CONCLUDE YOUR TESTIMONY? 

A20. Yes. 

-12- 
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Sign of the Times ... 
Some of the residents of Eagle Crest Ranch have lost their homes to foreclosure. These homes are being left 
vacant and the front yards of these properties are starting to look bad. Weeds are taking over and trash is 
scattered throughout the yards. Please report vacant homes to Lewis Management Resources. If Lewis 
Management and the Eagle Crest Homeowners Association can determine the home is indeed vacant, they can 
have the property cleaned up and charge the owner (bank) the cost of the clean-up. 

Is My Tree Coming Back? 

Our Community is dotted with many dead trees and the right time in the season to 
plants from the hard freeze we had in February. These remove plants and replace 
dead plants that are in HOA camrnon area are going to  them with new ones. If you have 
be mapped and removed. The Homeowners Executive dead plants on your property 
Advisory Committee (HEAC) and the landscape commit- and would like to replace them 
tee will be putting a plant replacement plan together in with another species, please fill 
the near future. The goal is to  replace these dead plants out an architectural review submittal form and submit it 
with a variety that use less water. This will lower the wa- to Lewis Management Resources and they will forward it 
ter bill for the HOA. to the architectural review committee (ARC). Please do 

not start any landscaping projects or exterior modifica- 

downloaded from the 

Dead trees and plants On homeowner property are the tions without ARC approval. ARC submittal forms can be 
property owner's responsibility. The HEAC will be send- 
ing out reminder letters to those owners this month. It is www~eaglecrestranch.org. 

web site 

Community Yard Sale 
The Eagle Crest Ranch com- 
rnunity yard sale will be held 
on October 29,2011. This 
date is in conjunction with the 
Saddlebrook yard sale. Hav- 
ing the sale at the same time 
as Saddlebrook will increase 
traffic for our sale. The Golden Goose resale shop 
will be driving around after the sale to pick up any 
unsold items that residents would like to donate. 
If you have any questions regarding the sale 
please feel free to contact Lewis Management. 

' Goodman Water Rate Increase 
On Monday, October 3, 2011, the residents 
of Eagle Crest Ranch had a Town Hall meet- 
ing to learn the details of a proposed settle- 
ment agreement between the Intervenors 
and Goodman Water Company (GWC). This 
agreement is between the Intervenors and 
GWC. It is not an agreement between Eagle - -. 
Crest Ranch Homeowners Association (ECR) and GWC. Of 
course the residents of ECR will benefit i f this proposed set- 
tlement is approved by the ACC. 

e 
~ - ~ ~ ~ ~ , ~ ~ ~ ~ ' ' ~ ~ ~ ~ ~ ~ ~ ,  '.xiid 

e 

The meeting agenda was: 
+ Introductions / Meeting Procedures 
+ Intervenors update: Jim Schoernperlen, Larry Wawrzyniak 

and RUCO 
(Conilnued on page 2) 



You can contact Lewis 
Management Resources at 
(520) 742-5674 or 
www.lrnri.org. Your 
association manager is 
Jason Marx. 
Lewis Management and their 
parent company Associa are 
offering some services that are 
very beneficial to you as a 
homeowner in Eagle Crest 
Ranch. Associa Advantage 
(www.essociaadvantage.com) 
offers homeowners exclusive 
discounts and coupons on mer- 
chandise and services that 
every homeowner can use. 
Associeerge 
(www.associerge.com) is a 
virtual concierge service that is 
free to all residents in Eagle 
Crest Ranch. Please check out 
these free services. 

Communications 
Corn mittee: 
Steve Moncure will 
be assuming 
responsibility for 
updating and 
maintaining the 
community website by the end 
of this month, as well as 
responsibility for maintenance 
of the-mail list from Wayne and 
Betsy King. The community 
thanks them for their service. 
We hope to minimize any prob- 
lems that may arise during this 
transition period. Any resident 
who would like to submit mate- 
riel for possible inclusion on 
the website or newsletter, 
please feel free to send them 
to Steve at 
smoncurel@msn.com. 

Goodman Water Rate Increase 
(Conllnued from page 2) 

+ Senator Melvin: Legislation Update 
+ Public Comment Period 

The meeting was called to order at 
6:30 PM and adjourned a t  8:OO PM. 
Many residents stayed after the 
meeting to talk with the speakers. 

Jim Schoemperlen opened the meet- 
ing with a thorough explanation of 
the pro's and con's of the proposed 
settlement and detailed the financial 
implications. Negotiations resulted in 
a lower proposed rate. Instead of an 
immediate 49% increase in year 1 
there will be a 23.2% increase 
phased in over 4 years consisting of 
11.6% in year 1,5.8% in years 2 & 3 
and 0% year 4. This equates to an 
effective 4.7% increase annually over 
the 4 year period). 

Larry Wawrzyniak explained what has 
changed over the last year concern- 
ing the analysis by the ACC Staff on 
the capacity of GWC. y e  gave a de- 
tailed technical explanation of how 
this analysis effects the perceived 
and legal position of GWC. He ex- 
plained how the proposed settlement 
does not limit ECR from future nego- 
tiations on the capacity issue. 

The Director of the Residentiat Utili- 
ties Consumer Office (RUCO), Ms. 
Jodi Jerich, and some of her staff (Mr. 
Dan Pozefsky, Chief Counsel and Mr. 

Bill Rigsby, Finance and Rate Ease 
Analyst) drove from Phoenix to sup- 
port the meeting. The residents of 
Eagle Crest Ranch were very grateful 
for their presence at this very impor- 
tant meeting. 

Senator AI Melvin spoke on plans for 
future "Rate Payer Bill of Rights" leg- 
islation. He has always and will con- 
tinue to support our community. His 
comments were inspiring and set the 
bar high for all of us. 

The majority of the residents were 
accepting of the settlement proposal 
that the Interveners and RUCO 
crafted. Based on the applause and 
comments after the meeting, the ma- 
jority of Eagle Crest Ranch residents 
in attendance want the ACC commis- 
sioners to agree with this settlement. 

There were 125 residents in atten- 
dance. Only three residents spoke 
against the proposed settlement. 
One resident even asked "why can't 
we just agree with GWC and be done 
with this". After the meeting, another 
resident that was totally opposed to 
the agreement, commented he had 
changed his mind. He said "I am in 
favor of this agreement after what I 
heard tonight". 

In a follow up action, Senator Melvin 
has been asked to draft a letter to 
the ACC commissioners requesting 
that they approve the settlement 

News from the Streets 
We are all aware of the street parking problems in Eagle Crest Ranch. This is 
a safety concern as emergency vehicles have a hard time maneuvering 
through the neighborhood when cars are parked in the street. Street parking is 
in violation of the HOA covenants conditions and restrictions (CC&Rs). The 
safety committee is currently issuing parking violation stickers to those cars 
parked in the streets. These violators are repoited to Lewis Management who 
will send violation letters to those individuals. This program is working, and 
will continue to limit street parking within Eagle Crest Ranch. 

http://www.lrnri.org
mailto:smoncurel@msn.com
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BEFORE THE ARIZONA CORPORATION COMMISS 

COMMISSIONERS Arizona Corporation Zomnissjo; 

WILLIAM A. MSJNDELL 
MARC SPITZER 
MIKE GLEASON 
KRISTIN K. MAYES 

JEFF HATCH-MILLER, Chairman DOCKETED 
FEB 0 2 20dS 

IN THE MATTER OF THE APPLICATION OF DOCI(ET NO. W-02500A-05-0443 
GOODMAN WATER COMPANY FOR AN 
EXTENSION OF ITS CERTIFICATE OF 
CONVENIENCE AND NECESSITY. DECISION NO. 68444 

OPINION AND ORDER 

DATE OF HEARING: December 8,2005 

PLACE OF HEARING: Tucson, Arizona 

ADMINISTRATIVE LAW JUDGE: Jane L. Rodda 

APPEARANCES: Mr. Michael McNulty, LEWIS & ROCA, 
LLP, on behalf of Goodman Water 
Company; and 

Ms. Linda Fisher, Staff Attorney, Legal 
Division, on behalf of the Utilities 
Division of the Arizona Corporation 
Commission. 

BY THE COMMISSION: 
* * * * * * * * * * 

Having considered the entire record herein and being fully advised in the premises, the 

Arizona Corporation Commission (“Commission”) finds, concludes, and orders that: J 

FINDINGS OF FACT 

1. On June 17,2005, Goodman Water Company (“Goodman” or “Company”) filed with 

the Commission an Application to Extend its Certificate of Convenience and Necessity (“CCN” or 

“Certificate”) in Pin4 County. 

2. By its application, Goodman is seeking Commission authority to extend its service 

territory to include a planned development known as Eagle Crest West. 

3. On July 12, 2005, Commission Utilities Division Staff (“Staff’) notified Goodman 

S:UaneU7CNV006\goodmanCCN E x t . d o c  1 
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DOCKET NO. W-0250044-05-0443 

:hat the application was insufficient pursuant to the requirements of the Arizona Administrative 

Code. 

4. On August 23,2005, the Company provided additional documentation in support of its 

3pplication. 

5. On September 16,2005, Staff filed a Sufficiency Letter indicating the application had 

met the suffrciency requirements of A.A.C. R14-2-402(C). 

6. By Procedural Order dated September 22, 2005, the matter was set for hearing in 

Tucson, Arizona, and procedural guidelines and deadlines were established. 

7. On November 18, 2005, Staff filed its Staff Report that recommends approval of the 

application. 

8. The hearing convened as scheduled on December 8,2005, at the Commission’s offices 

in Tucson, Arizona. 

9. Goodman currently provides water utility service to approximately 500 connections in 

an 800 acre development known as Eagle Crest located near Oracle Junction in Pinal County, 

Arizona. 

10. Goodman was originally incorporated in 1985 as Panarama Properties, Inc. dba 

Goodman Water Company. The Commission approved a CC&N in Decision No. 561 18 (September 

15, 1988). Pursuant to Decision No. 65651’ February 18,2003), on March 5,2003, Goodman filed 

a Notice of Name Change, indicating that the corporation changed to Goodman Water Company. 

The only shareholders of Goodman are Mr. James Shiner, President, Mr. Alexander Sears and D.R. 

Horton, Inc. 
.l 

11. The proposed extension area will extend the Company’s current service territory by 

approximately 188 acres. The legal description of the proposed extension area is attached hereto, and 

incorporated by reference, as Exhibit A. The proposed extension area is contiguous to Goodman’s 

current CC&N. 

12. Goodman currently has two wells with a total production capacity of 1,240 gallons 

Decision No. 6565 1 authorized Goodman to issue $1,047,680 of common stock. I 

2 DECISION NO. 68444 
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per minute (gpm), a n d m D 3  gallons of storage capacity. The existing production and storage can 

serve approximately 1,000 connections. 
. +#- I- 

---t- 
\ 

13. Based on histmica1 gfowth rates, Goodman’s current CC&N area could have a total of 

1,300 customers at the end of five years. The Company predicts 450 additional customers in the 

proposed extension area at the end of five years. __ 

14. The proposed extension area will be developed in two phases. Ground breaking for 

the first phase will not occur prior to June 2006. The development will be a mixed use community 

with approximately 420 residential lots and 27 acres of commercial development. The master 

developer is Eagle Crest West LLC, which is owned by Mr. Shiner and Mr. Sears. 

15. The Company proposes to construct a new 800 gpm well and a 530,000 gallon storage 

tank in the proposed extension area which will serve customers in the Company’s existing CC&N 

area as well as in the proposed extension area. 

16. Staff believes that the existing system has adequate production and storage capacity to 

serve the existing and proposed CC&N extension area within a conventional five-year planning 

period and can reasonably be expected to develop additional storage and production as required in the 

fbture . 

17. Goodman will finance the facilities required for the expansion through a combination 

of a sale of stock2 and Developer Line Extension Agreements. Advances in Aid of Construction are 

often take the form of Main Extension or Line Extension Agreements (“MXAs”). The minimum 

criteria for MXAs are established by A.A.C. R14-2-406. Usually the agreements require the 

developer to design, construct and install (or cause to be installed), all facilities to provide adequate 

service to the development. The developer pays all costs of constructing the required facilities. 

Upon acceptance of the facilities by the utility, the developer conveys the facilities to the developer 

through a warranty deed. Utility companies will often refund 10 percent of the annual water revenue 

associated with development for a period of 10 years. Staff recommends that Goodman file with 

Docket Control, as a compliance item in this docket, for Staff review and approval, a copy of the 

4 

’ The Company understands that it is required to come to the Commission for financing authority. 

3 DECISION NO. 68444 
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hlly executed main extension agreements for water facilities for the extension area within 365 days 

of a decision in this matter. 

18. The Arizona Department of Environmental Quality (“ADEQ’) has determined the 

Company’s existing system is currently delivering water that meets the water quality standards 

required by Arizona Administrative Code, Title 18, Chapter 4. 

19. The U.S. Environmental Protection Agency (“‘EPA”) has reduced the arsenic 

maximum contaminant level (“MCL”) in drinking water from 50 micrograms per liter (“pg/I”’) to 10 

pgA. The date for compliance with the new MCL is January 23,2006. The most recent lab analysis 

by the Company indicates that the arsenic level in its source supply wells in 2 pg/l. Based on this 

arsenic concentration, the Company is in compliance with the new arsenic MCL: 

20. Goodman is within the Tucson Active Management Area. Because Goodman supplies 

less than 250 acre-feet of water annually for non-irrigation use, it is considered a ‘‘small provider” 

and is not subject to the gallons per capital per day (“GPCD’) limit and conservation rules, and is 

only required to monitor and report water use. ADWR indicates that Goodman is in compliance with 

its monitoring and reporting requirements. 

21. A Curtailment Plan Tariff is an effective tool to allow a water company to manage its 

resources during periods of shortages due to pump breakdowns, droughts, or other unforeseeable 

events. Goodman has an approved Curtailment Plan Tariff that has been in effect since February 18, 

2003. 

22. The Company is current with its property and sales taxes, and is in complaicne with all 
J 

Commission Orders and rules. 

23. Goodman has proposed to provide water utility service to the extension area under its 

authorized rates and charges. Staff concurs. 

24. Every applicant for a CC&N andor CC&N Extension is required to submit to the 

Commission evidence showing that the applicant has received the required consent, franchise or 

permit from the proper authority. If the applicant operates in an unincorporated area, the company 

has to obtain a franchise from the county. Staff recommends that Goodman be required to file with 

Docket Control, as a compliance item in this docket, a copy of the fianchise agreement from Pinal 

4 DECISION NO. 68444 
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County for the requested area within 365 days of the decision in this matter. 

25. At the time of the hearing, Goodman submitted evidence that it had applied to Pinal 

County for a franchise, but as of the date of this Order, had not submitted a copy of the County 

franchise as recommended by Staff. 

26. Staff M h e r  recommends that Goodman file with Docket Control as a compliance 

item in this docket, a copy of the developer’s Certificate of Assured Water Supply for the “Eagle 

Crest West” extension area, within 365 days of the effective date of this Order. 

27. Staff also recommends that the Decision granting the requested CC&N extension be 

considered null and void should Goodman fail to meet any of Staffs recommended conditions within 

the times specified. 

28, Because an allowance for the property tax expense of Goodman is included in the 

Company’s rates and will be collected from its customers, the Commission seeks assurances from the 

Company that any taxes collected from ratepayers have been remitted to the appropriate taxing 

authority. It has come to the Commission’s attention that a number of water companies have been 

unwilling or unable to fulfill their obligation to pay the taxes that were collected fiom ratepayers, 

some for as many as twenty years. It is reasonable, therefore, that as a preventive measure Goodman 

should annually file, as part of its annual report, an affidavit with the Utilities Division attesting that 

the company is current in paying its property taxes in Arizona. 

CONCLUSIONS OF LAW 

1. Goodman is a public service corporation within the meaning of Article XV of the 
cl 

Arizona Constitution and A.R.S. $6 40-281 and 40-282. 

2. The Commission has jurisdiction over Goodman and the subject matter of the 

application. 

3. 

4. 

Notice of the application was provided in accordance with law. 

There is a public need and necessity for water service in the proposed extension area 

set forth in Exhibit A. 

5 .  Goodman is a fit and proper entity to receive a CC&N to provide water service in the 

proposed extension area. 

5 DECISION NO. 68444 
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DOCKET NO. W-02500A-05-0443 

6. Staffs recommendations contained in Findings of Fact Nos. 17,23,24,26 and 27 are 

reasonable and should be adopted. 

ORDER 

IT IS THEiMFORE ORDERED that the application of Goodman Water Company for an 

extension of its Certificate of Convenience and Necessity to provide water service in Phal County as 

described in Exhibit A hereto, is approved. 

IT IS FURTHER ORDERED that Goodman Water Company shall charge its existing rates 

and charges within the approved extension area. 

IT IS FURTHER ORDERED that Goodman Water Company shall file with Docket Control 

as a compliance item in this docket, for Staff review and approval, a copy of thk fully executed main 

extension agreement(s) for water facilities for the extension area within 365 days of the effective date 

of this Order. 

IT IS FURTHER ORDERED that Goodman Water Company shall file with Docket Control 

as a compliance item in this docket, a copy of the developer’s Certificate of Assured Water Supply 

for the “Eagle Crest West” extension area, within 365 days of the effective date of this Order. 

IT IS FURTHER ORDERED that Goodman Water Company shall file with Docket Control 

as a compliance item in this docket a copy of the franchise agreement from Pinal County for the 

requested area within 365 days of the effective date of this Order. 

IT IS FURTHER ORDERED that the Decision granting the requested CC&N extension be 

considered null and void should Goodman Water Company fail to meet the above conditions within 

the times specified. 
* 

. . .  

. . .  

. . .  

. . .  

. , .  

. . .  

. . .  
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DOCKET NO. W-02500A-05-0443 

IT IS FURTHER ORDEWD that Goodman Water Company shall annually file as part of its 

annual report, an affidavit with the Utilities Division attesting that the Company is current in paying 

its property taxes in Arizona. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 

:OMMISSIONER COMMISSIONER COMMISSIONER- 

IN WITNESS WHEREOF, I, BIUAN C. McNEIL, Executive 
Director of the Arizona Corporation Commission, have 
hereunto set my hand and caused the official seal of &e 
Commission to be affixed at the Capitol, in the City of Phoenix, 
this 2 , d  day of F A .  , 2006. 

EXECUTIVE DIRECTOR / 

IISSENT 

bi 
XSSENT 
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DOCKET NO.: 

Mr. Christopher Hill 
Goodinan Water Company 
6340 N. Campbell Ave, Suite 278 
Tucson, Arizona 85718 

Mr. Michael McNulty 
Lewis and Roca, LLP 
One South Church Avenue, Suite 700 
Tucsoii, Arizona 85701 

Mr. Christopher Kempley, Chief Counsel 
Legal Division 
ARIZONA CORPORATION COMMISSION 
1200 ‘+‘r’cst Washington Street 
Phoenix, Arizona 85007 

hlr. E-nest Johnson, Director 
Utilities Division 

1200 \Vest Washington Street 
?!u i \-, Arizona 85007 

AR1ZI)NA CORPORATION COMMISSION 

DOCKET NO. W-02500A-05-0443 
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W-02500A-05-0443 
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IXXKEX' NO. \5-02500A-05-0443 

h a t  portion of the West half of Section 32, Township 10 South, Range 14 East of the Gila and 
Salt River Base and Meridian. Pinal County, Arizona, lying West of the foIlowing described line: 

Commencing at the Northwest corner of said Section 32; 

Thence North 89 degrees 07 minutes 49 seconds East, along the North line of said Section 32, a 
distancs of 638.22 feet to a point on a line being 60.00 feet West of and parallef to the existing 
right of way line of State Highway 77 (also known as U.S. Highway 89) and the POINT OF 
BEGINNING; 

Thence South 10 degrees 44 minutes 03 seconds East, along said parallel line, a distance of 2167 
feet; 

Thence, along a curve to the Ieft, having a radius of 23,078.31 feet, an arc length of 677.14 feet; 

Thence South 12 d e p s  24 minutes 55 seconds East, a distance of 1148.18 feet; 

Thence South 1 I &gees 40 minutes 24 seconds East, a distance of 293.70 feet; 

Thence, from a focal tangent bearing of South 10 degrces 09 minutes 55 seconds East, along a 
curve to the right, having a radius of 3659.72 feet  an arc len,gh of 591.48 feet; 

Thence South 00 degrees 36 minutes 10 seconds West, a distance of 293.70 feet; 

Thence South 01 degree3 20 minutes 41 seconds West, a distance of 210.08 feet to a point on the 
South line of said Section 32 and the POINT OF TERNINUS. 

. .  

. .  . 
. '  . EXHIBIT A 

z 
n 
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m 
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DATE: September 2,20’  0 

RE: COMPLIANCE ITEM FOR DEClSION NO. 694-04 - TIHE MATTER OF THE 
APPLICATION OF GOODMAN WATER COMPANY FOR A U T E  INCREASE 
(DOCKET NO. rJ-025OOA-O6-028 1) 

On April 16, 2007, the Commission granted Goodman Water Company (‘6Comgany35) a 
rate increase per Decision I $0. 69404,. The Decision ordered: 

I ’  

as u compliance ire, n in this Docker, j o y  Srafs  review by July 31, 2007 
Goodman Watei Company shall f i l e  a hook-up fee farff wrlh Docker Control, 

Decision No. 69401 , Findings of Fact No. 48,  stated that in the rate proceeding mo p m y  
recommended the hook-up fee matter md that the concept of the hook-up fee should be ~ ~ p l ~ i - e d  
and the Company be direct :d to tjt’ile a proposed hook-up fee tariff for Staff review. 

Campany’s FfUeg 

On July 3 1 ~ 2007, he Company filed a hook-up fee (,‘HUP9> tariff under il new docket 
number, W-025008-07-0,+52. This new docket number was issued in error and was 
administratively closed a ~ d  the HUF tariff filing was placed in W-02500A-06-0281 as a 
compliance matter. 

In its filing, the Co npmy proposed capital expenditure totaling $940,000 for a new Well 
#3 and related equipmen The Company further 
proposed that the proportion of construction costs to be funded by the HUF tariff is 40 percent. 
As a result, the Companq proposed a HUF starting at $500 for a 5/8 x 3/4-inch meter and 
graduated for larger meter iizes. 

including engineering and contingency. 

According to the mnpany’s Annual Report, the Company’s water system consists of 
two wells (totaling 1.240 ;PM), two storage tanks (totaling 930,000 gallons) and 8 distribution 



Docket Control Center 
September 2,2010 
Page 2 

system serving 599 cusionv rs as of December 2007. Based on these plant capacities, this system 
can currently serve approxi. ;lately 1,800 customers. 

In its filing, the Cor ipany proposed capital expenditure totaling $940,000 for a new Well 
#3 and related equipment, ixluding engineering and contingency. Through data requests to the 
Company, Staff discovered that the capital plant and expenditure was not for a new Well #3, but 
actually for a Water Plant 40. 3 site consisting of a 340,000 gallon storage tank and a booster 
system that will serve on11 a portion of the water system. Based on this finding, Staff has 
determined that the proposcd Water Plant No. 3 would not meet the HUF tariff requirements 
because this water plant site would not benefit the entire water system. As a result, Staff 
concludes that this Compm y is not a good candidate for a HUF Tariff. 

Staff recommends hat the Commission not authorize a JXJF tariff for this Company 
because the proposed water facilities related to the requested HUF Tariff will not benefit the 
entire water system. In ad( ition, Staff concludes that the water system has sufficient capacity to 
meet the customer growth t lrough 20 4 3. 

S MOMS J: lhm 

Originator: Marlin Scott, Ir 
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Michael F. McNuTty 
Attorney for Goodman Wa er Coinpany 
Lewis & Roca, LLP 
One South Church Avenue Suite 700 
Tucson, Arizona 85701 -1 6 1 

Goodman Water Company 
6340 North Campbell Avei tue, Suite 248 
Tucson, Arizona 857 18 

Garciela Peschard-Abkin 
39705 South Mountain She dow Drive 
Tucson, Arizona 85739 

Patricia Friedrich 
Post Office Box 8 I65 
Tucson, Arizona 85738 

I 

Dean and Raynelle Duhl 
40895 Rock Ledge LOOP 
Tucson, Arizona 85739 

Michael D. Oaks 
39443 South Cinch Strap Place 
Tucson, Arizona 85739 

John H. Resse 
39436 South Mountain Shadow Drive 
Tucson, Arizona 85739 

Ellen Kirton 
39327 South Mountain Shadow Drive 
Tucson, Arizona 85739 

Kevin Hernandez 
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Janice Alward, Chief Counsel 
Legal Division 
Arizona Corporation Commission 
E 200 West Washington Street 
Phoenix, Arizona 85007 

Heather Robinson 
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Tucson, Arizona 85739 

Steward Wallace 
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Lawrence Wawrzyniak 
39485 South Mountain Sh; dow Drive 
Tucson, Arizona 8573% 

Louis and Pauline Gurrieri 
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ARIZOK 4 WATER AND WASTEWATER RESIDEYTIAL RATES ~ 2009 

Drinking Water Residential Rate Survey 

of Arizona 
Wate r  Infrastructure Finance Authority 

Please provide rate and demographicmfornation currenl as of f a n u q  I, 2013. 

1. Please answerthe following demographic informstion 
Syst, =m name: 
PW5 ID b: 
Semke Count?: 

Form completed b) (Name): 
rrtle: 
Contact Fhane # 

Emaik 

2, Please identify t h e  3wnership type of your system. (Please check one) 
- Municipakty - Investor-owned 

District - Association - 

3. Please fill In the correspondlrg dares fcr thefolkwing Items. 
C u n n t  rates wentinto effect: , I (Mh'l/DDFYW) 
Projectec next rate adjustment: I '  , (Mh'l(DDfYYW) 

4. P l c z c  pmvidc thc following Systcrn clwndcristci f a  thc mos: rcccnt fiscal LX 

calendar year. (hdicate "unknown"ifanestiiate is not avaiable.) 
Annual ha te r  System revenue {SI: 
Annual million gallons sold: 
The snnual million gallons soid is: estimated or : metered 

5. Please provide the following number o2 bystem connections. 
# of residential coniectims (4): 
jw of commercial connections (6 1: 
Tntd # nf ronnprtinnp (A+R=T)r 

FdgC 1 Uf j 
RFC ,"i 
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ti, For your Jtlllty, most resldenual charges are calculated uslng whKh of the 
follow ng rretersizes: (Please checkone) 

lrr - 518-9 - 314" ___ 
Other (Please specify) 

7 Please prwide the following infornation regarding the base [meterlcharge for 
residential zustcmers. 

Base (meter) montily charge ($1: 
# of patlons induded in base (meter) charge [if any): 

8, W l i a l  i, Ltir iiuiribti uC gdliurts wilttiir tire fulluwittg Lici,(trluch>) ut uxc~iciige- 
f o r  your utility's a t e  structure? If p u r  utlity does not have tiered rates (a uniform 
rate is assessed) please input "All" in Tieri. - - 

Tier :Block) 1 

Tiler [Block) z 
Tier :Block) 3 
I ier  lock) 4 

o -so00 gal 
+oca - 8,000 gal 
Above 8,300 gal 
BJ !A P4 ot Applicable) 

Tier :Block) 5 N/A 

9, Whzt is the commodity Lharge ( 5 )  per 2,000 gallms wthin the following tiers 
(blocks) of 'JX oargcs for your utility's rate s h c t u r d  If your uti1 ty assctlses a 

uiifonn rat? forall water usage, please input this rate inner I. 

Tier :Block) 1 $1.89 

Tier [Black) 3 $2.23 

Tiel :BIurk) 5 N /A 

YoJr RcsDOnse S a m k  Response 

Tier :Btock) 2 $2.05 

Tier :Block) 4 N/A 

10. Please provide the residential customer's montkly charge [5)forthefollcwing 
usages (exc1udine;an.f applicable taxes or additionzl mis:ellaneous fees). 

5r000 gal ons: 
7,503 gallons: 
io,ooo gallons: 
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11. Please provide any comments below that mayfuther explain p u r  aisyl’em, Of 

provide suggestins OR how we can improve the suvey. 

Upon completion of this survey, please send a copy of y e w  utilrty’s rate schedule to: 

Rocky Cra ly  
1031 5.Caldnrell St. 
SJik 130 

Ciarlotte, NC 28203 

Fax: (704) 373-rl13 
h a i l ;  w a f t r i -  

Ph: 17n4) 373-”99 

Please contact Rocky Crale) with any questions usin2 the contact information 
provided above. Thank you lor your participation! 

Page 3 of 3 
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Wastewater Residential Rate Survey 

of Arizona 
Water Infrastructure Finance &thocity 

Pkase provide rate and demographic information current as of January 1,2010. 

1. Please answer the following demographic infomation. 
System name: 
Service County: 

Form completed by (Name): 
Tie: 
Contact phone #? 
Email: 

2. Wease identify the ownership type of your system. ( W e e  check one) 

- Disict - ASSociath 
- Municipality - Investor-owned 

3. Wease fill in the corresponding dates for the fdbvkg items. 
Current rates went into effect: I I ( M M I D D W )  
Projected next Fate adjustment I I ( M M I D D W )  

4. Please prwide the following System characteristiics for the most recent fiscal or 
cakndar year. (Indicate “unknown” if an estimate is not a v a h b k )  

A n n d  Wastewater System revenue ($): 
Annual mikm gallons of effluent treated 

5. Please provide the fdowing number of System connections. 
d of residential connections (A): 
X of commercial connections (B): 
Totzd # of connections (A+B=C): 

Page i of 3 
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6. For your utility, most residential charges are based on which of the following: 
(Please check all that apply) 
- Winter water usage 
- Actual water usage 
- Actual water usage with a cap 
- Flat rate (fixed amount per month regardless of  usage) 
OLtier  l lease bpeLiTy) 

- Number of fixtures 
- Meter size 

7. Please provide the f ollowing information regarding the base [meter) charge for 
residential customers. If your utility assesses a f l a t  rate. not linked to any commodity 
usage, please input the fbt rate for the base chage. 

B a x  (mctcr) monthly chargc ($j 
f of include d in base (meter] charge (if any): 

8. What is the number of gallons within the  following tiers {bbcks) of use charges 
for your utility's rate structurez If your utility does not have tiered rates [ a  u ~ i f o m  
rate is assessed) piease input lLAH" in Tier 1. 

-&f-a== 
u - 6,uuo gal 
Above 6 . 0 ~ )  ga I 
N#A (Not Applicable) 

v 
Tim (BkoCti) 1 

Tier (Block) 2 

Tier (Block) 3 
Tier (Bflock) 4 NCA 
Tier (Block) 5 W A  

9. What is the commodity charge [SI per f,ooo gallons within the following tiers 
(blocks) ot use charges tor your utility's rate structure? It your Utirky assesses a 
uniform rate for all usage, please input this la te  in Tier 5. 

Your Resno nse Samok Resnonse 
Tier (Block) i $3.26 

Tier (Block) 1 $4*33 
mer (Block) 3 rip4 
Tier (Block) 4 N,rA 
Tier (Block) 5 W A  

io. Please provide the residential customer's monthly charge ($1 forthe folhwtng 
consumption (cncludingany applicable h c s  or addiiionid misccllancous fccs). 

5,000 gallons of  effluent 
7,500 gallons ot ettluent: 
10,000 gallons of effluent: 

Page 2 of  3 
RFC 
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11. Please provide any comments bebw t h a t  may further rxplah y o u  answers, or 
pmvide suggeestions oil: how we san improve t h e  survey. 

Upon completion of this sunrey. please send a copy cf your utilty's rate schedule to: 

Please contact Rocky Craley with any questbns ~smg the mntact infarmation 
provided about. Thank you far you participation! 

Page 3 of 3 
RFC 1 . 1  
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