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II.

INTRODUCTION AND PURPOSE OF TESTIMONY
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Ray L. Jones, P.E. My business address is 25213 N. 49th Drive,
Phoenix, Arizona 85083.

ARE YOU THE SAME RAY L. JONES THAT FILED DIRECT AND
REBUTTAL TESTIMONY IN THIS CONSOLIDATED DOCKET?

Yes.

HAS ANYTHING CHANGED WITH RESPECT TO YOUR
EMPLOYMENT OR RESPONSIBILITIES?

No, I am still owner and principal of ARICOR Water Solutions LC, and I am
testifying on behalf of the Applicant Pima Utility Company (“Pima” or the
“Company”).

HAVE YOU REVIEWED THE SURREBUTTAL FILINGS MADE BY
STAFF AND RUCO?

Yes.

WHAT WILL YOU ADDRESS IN THIS REJOINDER TESTIMONY?

My rejoinder testimony is limited to addressing Staff’s conclusion that Pima’s
2.4 million gallon per day (“MGD”) Water Reclamation Facility (““WRF”) has
excess capacity and the related Staff recommendation that the cost of the Phase II
WREF be excluded from Pima’s rate base.

WATER RECLAMATION FACILITY (WRF)

HAVE YOU REVIEWED THE SURREBUTTAL TESTIMONY OF
MARLIN SCOTT, JR. AND CRYSTAL BROWN REGARDING CAPACITY

AT THE WREF?
Yes.
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HAS MR SCOTT ALTERED HIS CONCLUSIONS OR
RECOMMENDATIONS REGARDING THE WRF?

No. Mr. Scott continues to consider the 2.4 MGD WREF to have excess capacity at
this time. |

HAS MS. BROWN CHANGED HER POSITION REGARDING THE WRF?
No. Ms. Brown continues to recommend exclusion of $598,468 in plant costs and
$356,088 for excess capacity plant that she argues is not used and useful.

DID MS. BROWN ADDRESS YOUR REBUTTAL TESTIMONY POINTING
OUT A TECHNICAL PROBLEM WITH THIS ADJUSTMENT?

No. Ms. Brown did not address the issue and did not correct her schedules to
reflect the updated amounts I provided. Staff’s adjustment, which I continue to
disagree with in principle, should be a $595,468 reduction to plant in service and a
reduction to accumulated depreciation of $354,303, if adopted.

WHY DO YOU DISAGREE WITH STAFF’'S CONCLUSION AND
ADJUSTMENT?

Because Pima’s investment in the facility meets the requirements under
Commission rules for inclusion in rate base. Two definitions contained in
Commission rules establish the requirement for the inclusion of plant expenditures
in rate base: |

A.A.C. R14-2-103A.3(h) defines “original cost rate base” as:
An amount consisting of the depreciated original cost,
prudently invested, of the property (exclusive of contributions
and/or advances in aid of construction) at the end of the test
year, used or useful, plus a proper allowance for working
capital and including all applicable pro forma adjustments.

A.A.C. R14-2-103A.3(]) defines “prudently invested” as:

Investments which under ordinary circumstances would be
deemed reasonable and not dishonest or obviously wasteful.
All investments shall be presumed to have been prudently

2
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made, and such presumptions may be set aside only by clear
and convincing evidence that such investments were
imprudent, when viewed in the light of all relevant conditions
known or which in the exercise of reasonable judgment
should have been known, at the time such investments were
made.

Taken together, these rules establish a two-pronged standard for inclusion in rate
base. First, the plant investment must be prudent, and second, that the plant itself

must be used and useful.

Q. DOES THE WRF, INCLUDING THE PHASE II WRF, CONSTITUTE
PRUDENTLY INVESTED PLANT?

A. Yes. As I testified in my rebuttal testimony, “...the design, sizing and phasing of

the Pima WREF, including the Phase II WRF, was a reasonable and prudent decision
based on sound engineering analysis that considered all relevant information

*! In his surrebuttal testimony,

available at the time the decision was made.
Mr. Scott reiterates his support of the project from the 1994 financing case and
does not take any issue with my extensive rebuttal testimony addressing prudency.
Q. DO YOU BELIEVE THE WRF, INCLUDING THE PHASE II WREF, IS
USED AND USEFUL IN THE PROVISION OF SERVICE TO PIMA’S

CUSTOMERS?

A. Yes. As I testified in my rebuttal testimony, “...the Phase II WRF project is an

integral part of the WRF, all of which is in service and used and useful in the

provision of wastewater treatment by Pima.”>

! Rebuttal Testimony of Ray L. Jones (“Jones Rb.”) at 2:17-20.
> Id. at 2:15-16.
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WHY DO YOU BELIEVE THE WRF, INCLUDING THE PHASE II WREF,
IS USED AND USEFUL?

Because it is in service providing substantial benefits to Pima’s customers. I have
investigated the history of the WRF, spent time at the WRF and talked to the
operators of the WRF in reaching my conclusion. It is clear to me that the entire
plant, including the Phase II facilities, are physically used each and every day in
the provision of wastewater treatment services by Pima. Furthermore, the existing
customers of Pima clearly benefit from the added capacity the Phase II components
provide.

WHAT BENEFITS DO PIMA’S CUSTOMERS RECEIVE FROM THE
PHASE II CAPACITY?

Pima’s customers receive several benefits from the Phase II capacity, including the
fundamental benefit of being able to live in Sun Lakes. The Pima WRF, including
the Phase II capacity, was a regulatorily required element of the infrastructure
serving Sun Lakes. If the Phase II capacity had never been constructed, many of
the homes and businesses in Sun Lakes could not have been built.

PLEASE EXPLAIN.

Based on the information available in 1994, Pima’s engineers and its regulators
concluded that 1.6 million gallons per day of capacity would be sufficient to serve
approximately 7,300 homes, and that 2.4 million gallons per day would be required
to serve the approximately 11,000 homes planned fdr Sun Lakes. The design and
sizing was based on prudently selected and regulatorily approved wastewater
design factors. Pima constructed the WREF, at the planned and approved capacities,
with the intention of providing wastewater services to the community of Sun

Lakes.
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In addition to determining the capacity of the Pima WRF, the regulatorily
approved wastewater design factors have a second function related to the
permitting and construction of homes. Under Arizona’s regulatory construct,
before obtaining a building permit to build a home, a developer must obtain
approval for the subdivision and the sanitary facilities serving the subdivision. In
order to obtain approval of the sanitary facilities, a capacity assurance for the
sewage treatment facility serving the subdivision must be obtained. The capacity
assurance for the treatment facility must show that the projected wastewater flows
for the new subdivision, in combination with the projected flows for all previously
approved subdivisions, is less than the constructed design capacity of the serving
sewage treatment facility. All of this capacity analysis must be performed using
the same regulatorily approved wastewater design factors that are required to be
used in the design and sizing of the treatment facility. Put more succinctly, before
building a subdivision, it must be shown that providing service to the subdivision
will not cause the constructed design capacity of the treatment facility to be
exceeded by the design flow of all subdivisions connected to the treatment facility.

In Pima’s case, this means that 1.6 million gallons per day of constructed
capacity would have only been sufficient to allow about 7,300 homes to be
constructed in Sun Lakes. Put another way, if the Phase II capacity had not been
constructed, approximately 3,000 of the existing homes in Sun Lakes could never
have been built.

WHAT OTHER BENEFITS DO PIMA’S CUSTOMERS RECEIVE FROM
THE PHASE I1 CAPACITY?

The Phase II capacity provides Pima with several operational advantages that
provide ongoing benefit to Pima’s customers. For example:

e Operating below rated design capacity provides operational flexibility that
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would not exist at higher flow rates. The operational flexibility allows Pima
to perform routine maintenance at lower cost and without major disruption
of the facility. It also allows Pima greater flexibility in shutting down lift
stations for maintenance.

At current operational flows, Pima is able to staff the facility with only three
full time positions working eight hours per day five days a week. Weekend
coverage is provided by a single person working 8 hours on Saturday, and
conducting a brief operational check on Sunday. In contrast, a facility
operating at its maximum rated capacity would be expected to need a much
heavier staffing, likely 18 to 20 hours per day seven days a week.

At current operational flows, Pima is able to consistently produce a very
high quality effluent that exceeds permit requirements. This consistently
high quality effluent reduces recharge and recovery well operational costs
and provides direct benefit to golf course customers. All customers receive
an indirect benefit since recharging a higher quality effluent preserves

Pima’s groundwater aquifer.

These cost savings and water quality advantages are real customer benefits
provided on a daily basis as a direct result of the Phase 1I capacity.

ON WHAT BASIS DOES STAFF ARGUE THAT THE PHASE II
FACILITIES ARE NOT USED AND USEFUL?

Staff’s argument is based on a comparison of historic flows to rated capacity and is

summarized by the following from Mr. Scott’s surrebuttal testimony:

...the “known and measureable” flows indicate that the 2.4
MGD WRF is excessive and the 1.6 MGD capacity is
adequate at this time.’

3 Surrebuttal Testimony of Marlin Scott, Jr. at 3:14-15.
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IS IT APPROPRIATE TO BASE A USED AND USEFUL
DETERMINATION FOR PIMA ON STAFF’S CAPACITY ANALYSIS?

No it is not.

PLEASE EXPLAIN.

Pima’s wastewater system is essentially built out. My rebuttal testimony shows
that the customers receiving service from Pima’s WRF are the same customers it
was intended to serve. And, as I explained earlier, many of the homes actually
being served would not exist without the Phase II WRF being constructed.
Therefore, in Pima’s case, there is no mismatch between the customers benefiting
from the plant and the customers being asked to pay for the plant. One generation
of customers is not being asked to subsidize a different generation of customers.

It is this intergenerational customer equity issue that a capacity analysis,
such as the one performed by Staff, can help address. That is why Staff routinely
uses a capacity analysis, including a five-year planning horizon, to evaluate the
used and usefulness of plant facilities. The difference is that, in every other case I
am aware of, the water or wastewater system is growing, and a significant portion
of the plant capacity was constructed to serve future customers, creating the
potential for an intergenerational subsidy. A mismatch exists because the full cost
of a facility has been incurred, but some of the customers it is intended to serve and
benefit have not yet arrived. In growing systems, where a mismatch exists,
capacity analysis is an appropriate tool to help determine what portion of the plant
is used and useful and what portion is not.

In contrast, Pima does not have an intergenerational customer equity issue —
there is no mismatch to address. In this case, all a capacity analysis reveals is that
the Pima WREF is not operating at full rated capacity. It provides no indication of

whether the Pima WREF is a prudent investment or used and useful.
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When an intergenerational equity issue does not exist, as in the case of
Pima, a used and useful determination should be made by evaluating the facility
components and operations to determine if they are serving and benefiting the
customers connected to the plant.
AFTER CONSIDERING STAFF’S SURREBUTTAL TESTIMONY, WHAT
ARE YOUR CONCLUSIONS REGARDING THE PIMA WRF?
Pima made a prudent investment in both Phase I and Phase II of the Pima WRF.
The Pima WRF, including Phase II, was necessary to provide wastewater treatment
service to the homes and businesses that are currently connected to the plant. The
Pima WRF serves the customers it was designed to serve. It was not designed to
serve other homes and businesses yet to come or homes and businesses that never
materialized. Reduced flows at the Pima WRF are primarily the result of shifting
demographics within Pima’s customer base. The plant, including the Phase II
WREF at issue in this proceeding, has provided and continues to provide direct and
substantial benefits to Pima’s current customers and is used and useful in providing
wastewater treatment services to those customers.

Pima’s customers are provided wastewater treatment services by the Pima
WRF. They are the same customers that the Pima WRF was designed for and
constructed to serve, and they are the same customers that have benefitted and
continue to benefit from the plant. It is appropriate that Pima’s customers pay for
the cost of the Phase II WRF.
DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY?
Yes.
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INTRODUCTION AND PURPOSE OF TESTIMONY

My name is Marc L. Spitzer. My business address is 1330 Connecticut Avenue,

NW, Washington, DC 20036.
ARE YOU THE SAME MARC SPITZER THAT FILED REBUTTAL

TESTIMONY IN THIS CONSOLIDATED DOCKET?

Yes.

HAS ANYTHING CHANGED WITH RESPECT TO YOUR
EMPLOYMENT OR RESPONSIBILITIES?

No, I am still a partner in the Washington, D.C. office of Steptoe & Johnson LLP,

practicing in the area of Federal and State utilities regulation.
WHAT IS THE PURPOSE OF THIS REJOINDER TESTIMONY?

I will provide rejoinder testimony in response to the surrebuttal filings by Staff and

- RUCO addressing Pima’s request to recover income taxes as part of its cost of

service.

SUMMARY OF PIMA’S REJOINDER POSITION
BRIEFLY SUMMARIZE YOUR REJOINDER TESTIMONY.

The heart of the issue is whether income tax arising from Pima’s income from
operations “exists.” My rebuttal testimony observed that RUCO has confused the
accrual of an income tax liability with the payment of income tax. I further
observed that every dime of income tax liability created by a pass-through entity
and paid by Tier II investors is just as real as income tax paid at the Tier I
(corporate) level. My rejoinder testimony builds upon the rebuttal testimony
through the use of examples that demonstrate that income of Pima (and any pass-

through entity) creates “real” income tax.
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Q. WHAT REASONS DOES RUCO WITNESS RIGSBY GIVE FOR
OPPOSING PIMA’S INCOME TAX ALLOWANCE?

A.  Mr. Rigsby believes the income tax liability arising from Pima’s operations does
not exist." Mr. Rigsby states that because there is no remittance of tax associated
directly with the filing of Pima’s Form 11208 the tax does not exist.> Mr. Rigsby
further asserts that Tier II taxes do not exist because they are paid on the

“personal” returns of Pima’s shareholders.’

Q. ISTHE ISSUE THAT NARROW - THAT TIER II TAXES DON’T EXIST?

A. Yes. Mr. Rigsby’s position is that taxes on Pima’s income, paid by Pima’s

shareholders, don’t exist. In his direct testimony, Mr. Rigsby misstated the holding
of the D.C. Circuit Court of Appeals in BP West Coast Products, LLC v. FERC,
374 F.3d 1263 (D.C. Cir 2004).* Mr. Rigsby also quoted verbatim from David Cay
Johnston.” Mr. Johnston has opined that the use of pass-through entities to operate
common carriage oil pipelines tariffed under the Interstate Commerce Act is
improper and perhaps illegal. I explained in my rebuttal testimony that Congress
permits oil pipelines to operate as master limited partnerships, and Mr. Johnston’s
arguments have been rejected.6

Mr. Rigsby’s reliance on Mr. Johnston is misplaced. If Pima were to be
formed today, it would doubtless be formed as an LLC. Pima was not formed as a

subchapter S corporation in 1972 from any malevolent intent. In surrebuttal

! Surrebuttal Testimony of William A. Rigsby (“Rigsby Sb.”) at 3 — 4.
2Id. See also id. at 8.

3 “So any tax liability owed on the S corporation income is a tax on the personal income of the S
corporation shareholder as opposed to a flowed through corporate tax liability.” Id at 8.

* This citation is inconveniently omitted by Mr. Rigsby in his direct testimony. See Direct Testimony of
William A. Rigsby (“Rigsby Dt.”) at 13.

SId at 13 - 14.
8 BP West Coast Products LLC v SFPP, 121 FERC Y 61,239 (2007).
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testimony, Mr. Rigsby has apparently abandoned the Johnston position and
retreated to the ground that Tier II taxes do not exist.

PLEASE PROVIDE SOME EXAMPLES THAT SHOW TIER II TAXES
EXIST.

Let’s take four case studies. In Example I, Joe decides to go into the utility
business as a sole proprietor. Joe applies for and receives a certificate (Joe’s
Utility Business) and earns $100,000 in income. Joe prepares a Schedule C
reflecting his $100,000 net income from his new utility business and $100,000 is
reported at Line 12 of his Form 1040. If there are no other items of income, loss,
expense, credit, deduction, exemption, efc. for 2011 Joe will remit a check payable
to the United States Treasury in the amount of $21,617 as a direct consequence of
the operation of Joe’s Utility Business.

In Example II, Joe takes on a 50/50 partner (with the permission of the
Commission) who works just as hard as Joe, and each generates $100,000 in utility
net income, producing total taxable income for Joe’s Utility Business in the amount
of $200,000. Under Arizona law, Joe’s Utility Business is now a general
partnership, and under the tax code Joe’s Utility Business is a pass-through entity.
Joe prepares IRS Form 1065 to report income for Joe’s Utility Business that
reflects the two partners’ income tax liability in the amount of $100,000 each.
Joe’s Utility Business submits IRS Form K-1 to Joe showing $100,000 in taxable
income. Joe reports the $100,000 income on Schedule E and again at Line 17 of
his Form 1040. Based on the same facts as Example I, Joe will pay the identical
amount of $21,617 to the United States Treasury as a direct consequence of his
$100,000 share of the income of Joe’s Utility Business.

In Example III, again with the prior approval of the Commission, Joe’s

Utility Business forms an Arizona corporation pursuant to Title X, Arizona
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Revised Statutes, and then makes an S election. Under Arizona law, Joe’s Utility
Business has been converted from an Arizona general partnership to an Arizona
corporation. Under the tax code, Joe’s Utility Business remains a pass-through
entity, albeit under Subchapter S rather than Subchapter K of the Internal Revenue
Code. Assume the same facts as in Example II. Joe will prepare and file IRS Form
11208 rather than Form 1065 to report to IRS the Federal income tax liability of
Joe’s Utility Business. The result on Joe’s personal Form 1040 will be similar to
Example II. Joe will report his share of the income of Joe’s Utility Business at
Schedule E (the difference being the $100,000 is reported as S corporation income
rather than partnership income on Part II) and, again, Joe will remit $21,617 to the
United States Treasury for his share of the income of Joe’s Utility Business.

In Example 1V, Joe’s fellow shareholder retires from the utility business,
leaves the country and becomes a citizen of Ireland. Joe’s Utility Business remains
an Arizona corporation, but the S election for Joe’s Utility Business is terminated
and the entity is now taxable as a C corporation. Assume Joe has his normal year
and Joe’s Utility Business (with just Joe working) earns $100,000. Joe’s Utility
Business would file IRS Form 1120 and the corporate entity would tender a check
to IRS in the amount of $22,250. Joe would only pay taxes on his Form 1040 if he
received dividends during that year.

WHAT CONCLUSIONS DO YOU DRAW FROM THESE FOUR
EXAMPLES?

Joe’s Utility Business earned taxable income in each example above, and in every
case the taxes were paid. The utility generated the taxable income and the taxes
did not disappear. The income tax allowance arises as a result of the conduct of the
utility business—whether Joe’s Utility Business reports the income to IRS on Form

1040 Schedule C, Form 1065, Form 1120S or Form 1120. For utility ratemaking
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purposes, it should not matter whether the check to the United States Treasury is
attached to IRS Form 1040 or IRS Form 1120. In Examples I and IV, the taxes are
paid at Tier I. In Examples II and III, taxes are paid at Tier II—a distinction
without a difference. In all four examples, taxes are paid with respect to the
taxable income of Joe’s Utility Business.
CAN YOU OPINE ON THE CONCLUSIONS MR. RIGSBY MIGHT DRAW
FROM THESE EXAMPLES?
Clearly, he would allow the income tax allowance to Joe’s Utility Business in
Example IV because the payment was reported on Form 1120. Based on his
testimony though, I assume the reporting of the income tax liability of Joe’s Utility
Business on Form 1120S (Example III, which is the situation of Pima) would
disqualify the income tax allowance notwithstanding the payment of tax by Joe on
his Form 1040. I further assume Mr. Rigsby would reach the same result in
Example II, because although the full liability was reported on Form 1065, the tax
was paid by Joe as a partner (Tier II) on his individual income tax return. I am not
sure what he would conclude as to Example I, the sole proprietorship hypothetical.
Either way, granting the allowance because tax is paid at Tier I or rejecting the
allowance because the tax payment is reflected on a personal income tax return,
illustrates that Mr. Rigsby’s position is arbitrary. |

In all four examples, Joe’s Utility Business earns income and income tax is
paid. In all four examples, the same income exists. In all four examples, tax
exists. The only difference is that in Example IV the tax borne by Joe’s Ultility
Business is higher. Example I would illuminate whether Mr. Rigsby believes
income taxes paid to the IRS “cease to exist” because they are paid at Tier II, or

whether they “cease to exist” because the check to IRS is attached to Form 1040.
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Neither theory is sufficient to cause the $21,617 in taxes paid by Joe to cease to
exist in Examples II and III.

IS THERE ANY POLICY RATIONALE TO SUPPORT THE RESULT
PERMITTING AN INCOME TAX ALLOWANCE FOR EXAMPLE IV
(AND POSSIBLY EXAMPLE I) BUT NOT EXAMPLES II AND III?

No.

IN YOUR REBUTTAL TESTIMONY YOU DISCUSSED FERC
PRECEDENT ON THE INCOME TAX ALLOWANCE FOR PIPELINES.
WHAT IS THE RELEVANCE OF FERC’S AUTHORITY IN THIS AREA?
Obviously this Commission is not bound by FERC precedent. Nor should the
Commission follow FERC because it is FERC. However, orders from FERC and
the Federal Courts are, I believe, relevant in two respects. First, FERC grappled
with the “phantom income” argument advanced by Mr. Johnston and relied on by
Mr. Rigsby, at least in his direct testimony. FERC thoroughly analyzed, in the
Policy Statement on Income Tax Allowance, 111 FERC 961,139 (2005), and more
closely in Orders 511 and 511-A, 137 FERC § 61,220 (2011), the question of
whether Tier II taxes are “real.” Secondly, FERC reversed the Lakehead precedent
(Lakehead Pipeline Company, LP, 71 FERC 961,388 (1995) reh’g denied 75
FERC 961,181 (1996). In this proceeding, Pima requests that the Commission re-
evaluate whether disallowance of the income tax allowance is good policy, and
FERC’s prior undertaking provides invaluable insight into this exact issue. FERC
changed its mind because the Lakehead precedent did not produce just and
reasonable rates and created an artificial impediment to investment in utility
infrastructure. In the pipeline sector, much like other businesses, new investment
is flowing into pass-through entities. There is no reason to create a Hobson’s

choice of forcing a company (its investors and ultimately its customers) to either
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pay higher C corporation taxes or forfeit the income tax allowance. FERC changed
its policy in light of the changed circumstances. This Commission should do so as
well, after its own analysis of course, but for similar reasons.

EXPLAIN STAFF’S OBJECTION TO PIMA’S INCOME TAX
ALLOWANCE.

Staff does not deny that the taxes paid by Pima’s sharcholders exist. Staff believes
that the income reported on Forms 1040 by Pima’s shareholders is investment
income, rather than utility operating income.’

HOW DO YOU RESPOND TO THAT ARGUMENT?

Example I demonstrates the flaw in this reasoning. Just because Joe reports
income from Joe’s Utility Business on Form 1040 does not mean the incofne loses
its character as income generated due to the utility providing service, even though
income is reported and tax is paid on a “personal” rather than corporate tax return.
And if Staff concedes that an income tax allowance is appropriate in Example I, on
what non-arbitrary basis would it be denied to Joe in Examples II and III? It is an
unassailable fact that in Examples I, II and III income is earned by Joe’s Utility
Business that is reported in each case on Joe’s Form 1040, resulting in identical
income tax payments to the IRS in the amount of $21,617. There is no legal
requirement that the check to IRS be attached to Form 1120 rather than Form 1040
else the tax allowance be forfeit. Whether the utility files Form 1120, Form 1065,
Form 11208 or Form 1040, income is earned, income is reported and tax is paid.
DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY?

Yes.

7 Surrebuttal. Testimony of Crystal Brown at 9 — 12.
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INTRODUCTION AND QUALIFICATIONS
PLEASE STATE YOUR NAME AND ADDRESS.

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,
Phoenix, Arizona 85029. |

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS CASE?

I am testifying on behalf of the applicant, Pima Utilities Company (“Pima” or the
“Company”).

ARE YOU THE SAME THOMAS J. BOURASSA THAT FILED DIRECT
AND REBUTTAL TESTIMONY ON RATE BASE, INCOME STATEMENT,
REVENUE REQUIREMENT AND RATE DESIGN IN THIS CASE?

Yes. My background and qualifications are discussed in my direct testimony on
those aspects of the case.

DID YOU ALSO PREPARE DIRECT AND REBUTTAL TESTIMONY ON
COST OF CAPITAL ON BEHALF OF PIMA IN THIS CASE?

Yes, I also provided direct and rebuttal testimony on the cost of capital in this case.

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

A. Summary of Company’s Rejoinder Recommendation

HAVE YOU UPDATED YOUR COST OF CAPITAL ANALYSIS?

No. 1 updated my cost of capital analysis in my rebuttal testimony filed on
April 27, 2012, [ updated my cost of capital in my rebuttal testimony because of
the significant period of time between the Company’s direct filing and its rebuttal
filing. I did not feel the need to provide an additional update at this time as my

rebuttal update is less than 1 month old.
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Q. PLEASE SUMMARIZE YOUR RECOMMENDED REJOINDER COST OF
DEBT AND EQUITY, AND YOUR RECOMMENDED REJOINDER RATE
OF RETURN ON RATE BASE.

A.  Icontinue to recommend a cost of equity of 10.50 percent based on my most recent
cost of capital analysis. The results of my cost of capital analysis can be found in
my rebuttal testimony.! The Company’s recommended capital structure consists of
approximately 35.4 percent debt and 64.6 percent common equity as shown on
Rejoinder Schedule D-1. The Company’s recommended cost of debt is 4.25
percent. Based on the Company’s recommended cost of equity, cost of debt and
capital structure, the Company’s weighted cost of capital (“WACC”) is
8.29 percent, as shown on Rejoinder Schedule D-1.

B. Summary of the Recommendations of Staff and RUCO

Q. PLEASE SUMMARIZE THE COST OF DEBT AND EQUITY
RECOMMENDED BY STAFF AND RUCO, AND THEIR RESPECTIVE
RECOMMENDATIONS FOR THE RATE OF RETURN ON FAIR VALUE
RATE BASE.

A. Staff has updated its cost of capital analysis in its surrebuttal testimony and now

recommends a cost of equity of 9.4 percent based on the average cost of equity
produced by its DCF and CAPM models.” Staff also now recommends a capital
structure consisting of approximately 35.4 percent debt and 64.6 percent equity.’
Based on Staff’s recommended capital structure, Staff determined the WACC for

Pima to be 7.6 percent.”

! See Rebuttal Testimony of Thomas J. Bourassa — Cost of Capital (“Bourassa COC Rb.”) at 2.
* See Surrebuttal Testimony of John A. Cassidy at 2.

Id. at 3.

‘Id




1 RUCO still recommends a cost of equity of 9.4 percent.” RUCO is
2 recommending a capital structure of 35.4 percent debt and 64.6 percent equity.’®
3 RUCO’s recommended cost of debt is 4.25 percent. Based on RUCO’s
4 recommended capital structure, RUCO computed a WACC of 7.6 percent.’
5 C. Responses to RUCO Surrebuttal Testimony
61 Q ON PAGE 14 OF HIS SURREBUTTAL TESTIMONY, MR.RIGSBY
7 POINTS OUT THAT YOU DID NOT INCLUDE MIDDLESEX WATER IN
8 YOUR COMPUTATION OF THE AVERAGE PROJECTED RETURNS
9 FOR THE SAMPLE WATER UTILITIES. PLEASE RESPOND. ’
10 | A. I did not include Middlesex Water Company (MSEX) in the average and this was
11 an oversight. In the past, Value Line did not provide this information for MSEX.
12 However, as you will note in Mr. Rigsby’s Attachment A, the projected long-term
13 book return for MSEX is 11.0 percent. Inclusion of MSEX in the average
14 computed in my rebuttal testimony would result in an average return of 10.6
15 percent, which Mr. Rigsby does not mention.
16 | Q.  WHAT ABOUT AMERICAN WATER WORKS COMPANY?
17 | A. Neither Mr. Rigsby nor I include American Water Works Company (AWK) in the
18 respective proxy groups used in our cost of capital analyses. The primary reason I
19 do not include AWK is that it went public in 2006 and there isn’t enough historical
20 earnings information yet to provide a reliable and meaningful basis for use in my
21 analysis. I suspect that eventually I will include AWK but I should note that AWK
22 is the largest water company in the United States, nearly 4 times larger than Aqua
23 America (WTR) in terms of both annual revenues and net plant. See Rejoinder
24
25 | ° See Surrebuttal Testimony of William A. Rigsby at 11.
SId. at13.
26 | "Id at14.
FENNEMORE CRAIG
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Exhibit TJB-COC-RJ1. In my view, AWK’s massive size makes it even less
relevant to small utilities like Pima. That said, the projected long-term return for
AWK is 9.5 percent, as Mr. Rigsby noted.® Including AWK in the computation of
the long-term averaged projected return would still result in a return that is over
10.4 percent. Mr. Rigsby doesn’t disclose this either. Instead, Mr. Rigsby points
out that the Value Line Water Industry long-term composite return is 9.5 pe:rcent.9
WHAT’S WRONG WITH POINTING OUT THIS STATISTIC?

Nothing, except that we don’t know how the composite is derived. Value Line
does not provide long-term estimates for several of the water companies it follows
so I cannot replicate 9.5 percent based on the available information from Value
Line. Furthermore, the composite return likely includes companies that were
excluded for each of our respective proxy groups for valid reasons. So this
composite statistic should be relied upon with caution.

ISN°T THE LONG-TERM COMPOSITE RETURN STATISTIC
14.5 PERCENT FOR THE LDC’S?

Yes. Mr. Rigsby points this out but then dismisses it stating “Pima is after all a
water utility.”'® I find this ironic since Mr. Rigsby has been justifying using LDC’s
in his cost of capital analyses for water utilities for many years because the LDC’s
are similar to water utilities and therefore have comparable risks."" In fact, in his
direct testimony, he states his proxy group LDC’s “have similar operating

2512

characteristics to water providers. If we are to believe Mr. Rigsby, then the

LDC composite should be relevant to an evaluation of his cost of equity

$1d

°Id at 15.

lold

' See Surrebuttal Testimony of William A. Rigsby, filed June 18, 2010 in Docket No. W-02465A-09-
0411, etal., at 12 - 13.

12 See Direct Testimony of William A. Rigsby at 19.
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recommendation. The average of the long-term composite returns Water Industry
and the Natural Gas Industry is 12 percent, which is far greater than Mr. Rigsby’s
recommended 9.4 percent and yet another number he has failed to disclose.

HAVE YOU ANYTHING ELSE TO ADD?

Yes. I have attached the most recent AUS Utility Reports statistics for regulated
water utilities and natural gas distribution companies. See Exhibit TJB-COC-
RJ1. You will note that the average authorized return for the water companies and
the natural gas distribution companies is 9.98 percent and 10.6 percent,
respectively. You will also note that the average earned return on common equity
for the water companies and the natural gas distribution companies is 9.9 percent
and 11.1 percent, respectively. All of these are significantly higher than

Mr. Rigsby’s recommendation of 9.4 percent in this case.

D. Responses to Staff Surrebuttal Testimony
PLEASE RESPOND TO MR. CASSIDY’S CLAIM ON PAGE 5 THAT YOU

MADE AN ERROR IN COMPUTING YOUR GROWTH RATES.

Mr. Cassidy asserts that I used the wrong growth rate for Connecticut Water
Company (CTWS) resulting in an over-statement of my growth rate and ultimately
my DCF cost of equity estimates. However, Mr. Cassidy is simply wrong. As I

have done for many years, I use the average growth estimate of the other water

utilities when there are no growth estimates from any one of my three sources of

growth estimates or only one source provides a growth estimate for a company.
This approach has the same effect as excluding the growth estimate for that
company. Mr. Cassidy may not realize that my approach is no different than the
approach Staff has employed in its own determination of growth estimates for
many years and the approach Mr. Cassidy employs in the instant case. The

difference being that Staff only uses one source for its growth rates (Value Line)
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and I use three. I use three sources in order to provide for a more robust estimate
of growth.

Q. ON PAGE 4 AND 5 OF HIS TESTIMONY, MR. CASSIDY POINTS OUT
THAT YOUR FINANCIAL RISK ADJUSTMENT CHANGED IN YOUR
UPDATED ANALYSIS. WHY DID YOUR FINANCIAL RISK
ADJUSTMENT CHANGE FROM 40 BASIS POINT IN YOUR DIRECT
TEST‘IMONY TO 30 BASIS POINT IN YOUR REBUTTAL TESTIMONY?

A. Because the recommended capital structure changed and contains more debt."”
I thought this would be obvious to Staff and required no additional explanation.
After all, Staff typically uses the Hamada adjustment just as I do when computing a
financial risk adjustment. Additionally, I included the computation supporting the
30 basis point financial risk adjustment in my schedules.'*

Q. HAS MR.CASSIDY PROVIDED ANY RESPONSE TO THE
COMPARABLE EARNINGS ANALYSIS PROVIDED IN YOUR
REBUTTAL TESTIMONY?

A.  No. A check on the reasonableness of the results produced by the DCF and CAPM
methods are highly relevant and should not be completely ignored. 1 am
disappointed (but not surprised) that neither Mr. Cassidy nor Mr. Rigsby
commented on the updated results using the Duff and Phelps risk premium study
data which showed the indicated cost of equity for the water proxy group of 11.2
percent. See Exhibit TJB-COC-RB1. This analysis incorporated elements which I
believed would have garnered acceptance by both RUCO and Staff such as a

relatively low market risk premium and spot interest rates.”’> Further, the build-up

3 See Bourassa COC Rb. at 5 — 6.
' See Rebuttal Cost of Capital Schedule D-4.13.
15 Bourassa COC Rb. at 16.
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method using Duff and Phelps study data does not suffer from many of the
shortcomings of the CAPM, and the DCF for that matter. I can only guess that
since the indicated cost of equity of 11.2 percent was greater than the results of
DCF and CAPM models and, therefore, the results were ignored by both parties.
Like Mr. Rigsby’s recommendation, Mr. Cassidy’s cost of equity recommendation
fails the reasonableness check and should be rejected.

DOES THAT CONCLUDE YOUR REJOINDER TESTIMONY ON COST
OF CAPITAL? |

Yes.
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Pima Utility Company
Test Year Ended December 31, 2010

Computation of Consolidated Capital Structure

Equity Distribution

Per E-1 Water

Per E-1 Wastewater

Water A/D Adjustments per Direct
Sewer A/D Adjustments per Direct
Subtotal

Equity Distribution

Net Equity Balance

Debt

Balance end of Test year
2011 principal payments
Subtotal

Increase in Debt

Net Debt Balance

Total Capital
% Debt
% Equity

12,160,028

7,272,375

588,942
(2,219,610)

17,801,736
(2,500,000)

15,301,736

6,125,000
(1,755,000)

4,370,000
4,000,000

8,370,000

23,671,736
35.36%
64.64%

Exhibit

Rejoinder Schedule D-1
Page 2

Witness: Bourassa
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21
22
23
24
25
26
27
28
29
30
31

Pima UtilityCompany - Water Division Exhibit
Test Year Ended December 31, 2010 Rejoinder Schedule D-3

Cost of Preferred Stock Page 1
Witness: Bourassa

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

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING

SUPPORTING SCHEDULES: RECAP SCHEDULES:
D-1
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Pima UtilityCompany - Water Division Exhibit
Test Year Ended December 31, 2010 Rejoinder Schedule D-4

Cost of Common Equity Page 1
Witness: Bourassa

The Company is proposing a cost of common equity of 10.50% .
SUPPORTING SCHEDULES: RECAP SCHEDULES:
D-4.1 to D-4.16 ' D-1



Auownsa] ‘91 'y-@ SINPaYSS 998 62

Auownsa] ‘gl y-Q aNpayds 93S 8¢
ZL'y-@ 3INpaydos 98s8sg , yX4
8-¥-a 9|npayos 98s | 9¢
T4
144
€C
%S0l AInb3 Jo 1500 papusWIWOIaYy 22
¥4
0c
6l
%C b1 %C €l %6 Aynb3 jo 3s00 pajeatpuyy ]
Ll
%80 %0'L %S0 Suniwald sty Auedwo?) jjews 9l
Sl
%¢"0- %€'0- %¢€°0- Juawisnipy sty [efoueuld 14
€l
[4?
%01 %SCl %68 sajewysa Julodpiw WdvD pue 40Q jo sbessay Ll
ol
6
%601 %LEL %C'8 Serewns3 Wdvo jo sbuey 8
L
%S0l %E’ L1 %L'6 ,SSJEWRST Ymol9 Juejsuo) 400 abuey 9
S
JuIodpIn UBIH MG POUISN 14
€
[4
A
ON
aun

esselnog :SSaUlipA
L'v-a 8Inpaysg Jopuioloy sjinsay jo Alewwng
Nqyx3 Auedwog A1nn ewid




€001

666
GL 0l
GL'6
666
€eol
666

30y
pamoly

HN

AN
dN
dN
dN
4N
[4-4

buney

puogd
s,Apooy

buney
puog
d38S

esseJnog :SSOUM
Z'¥-a 9INpayds sepulofay
naqyx3

$ 1amag/Iajem %001

6°'l¢ $ 1S

zece't ¢ ovve $
6°0€. $ o06¢€C $
geey $ ¢g'LoL $
9'¥G¢ $ L2l $
9v9e’'t ¢ 810§ $
6ci9c ¢ 962. $
2688 $ ¢6Ly $

(suotjjit) (suoljjiu)

Jue|d sanuanay
1oN Bunesado

%6

%96
%06
%86
%L.6
%96
%cCL

SONUDADY
J21ep %

(2102 1udy) sHodsy AN snv,

(0102 'I€ Joqua03( jo Se)
Auedwod AN ewid

abelany

"dIOD MFS
X3S3|PPIN -

JB)JBAA IN21jOBUUOYD °
IB)eAN BILIOJED *
eoliswy enby °
$9)E}S UBdUBWY °

Auedwiod

sannn J493epn Jo dnoug) ejdwes jo sansiia)oeiey) pajas|as
Auedwo Annn ewid

— N < WO

14
¥e
€¢
[44
47

o
N

Jramwcvorwo2rdOILOERR

aur




O~ NOM W M
ANANNANNNNNAN

1-Q 3INP3YRS Jad passnipy ,
(210Z ‘9 Iudy) ejeq JozAjeuy aur] anjeA |

Jramsvorwo2odoIeerR2

(ewlojoid)

VIN VIN %9 ¥9 %V GE 2 Auedwo)d Aymn ewnd

%169 %6°'v€ %V 61 %9°0S abelany
%S 09 %S'6€ % oy %9'€S "dIoD MPS 9
%€ 89 %L LE %G 95 %S €V X9s9IPPIN ‘S
%.L'v9 %€'GE %8 9 %T'€S J3JEAA 1NDNOBULOD b
%0°1L9 %0°6€ %9’ Ly %S I3JeNA BlUIOJIIeD ¢
%199 %€ €S %y ey %995 eouawy enby ‘g
W %€'69 %L 0¢€ %L’ GS %E v $8je)s uedliswly |

Atedwo)

Rinb3 193a b3 19ed
uowiwon wua] -buo uowiwo) wJa | -buo
JON[eA JoXEN ,on[eA yoog

esselnog :SSaU)M
€'~ 8|npayag 1aputofey sainjonsg |ejde)
nayx3 Auedwo) Ann ewid



%099
%¢ee9

%008
%0G'¥
%EL’'S
%1¥'9
%619
%bl'L
9-G 100
ymolo
[eoloisIH
pue aimn4
Jo abesany

[

esseInog :SSouUMM
¥'v-a 9Inpayas Japuiofey
nquyx3

‘9'%-Q SnPaYds 83

2102 '9 Iudy ‘eleq JozAjeuy aulq anjeA ,

"3)iSqaM B0UBUIJ COUBA WoY Bl "|L10Z Ybnosy L€ Jequisoag uo Bulpus ssoud %o0js [enuue u sebueyd jo sbessay |

%LC'8 %1l8'v
%062 %SL'Y
%0001 %009
%GEY %G9
%06°L %9€°C
%8V'8 %EEV
%098 %.l6'V
%L0°8 %1C9
moI -1 100
ainn4 abesany

abesany

(o]

[l

%002 %0S'¥
%EL'E %O0L'S
%05'G 4NN

%08’ %05 ¥
%0’} %05}
%00 | %059
%008 %0S'¥
%05'T %051}
Sda S5d3

vl €]

%06
%CY'S

%059
%05°'G
%00°¢
%0G°S
%00°L
%00°G
PNEeA

oog

4|

%¥9'Y
%61y

JAIN
%0L°L
%EV'E

dAN
%80
%98'S
,991d

NVIG3N dNOYO
JOVHIAY dNOYD

"dIoD MFS -
Xas3IppIN -

JaJepn Inonoauuo) ¢
JOJepA BlLIOjIR) *
eoluswy enby -
$9)e)lS UeouaWwy °

Kueduwion

UIMoIs) JO sajewrjsg ainjn4 pue jsed Jo suosuedwor

Auedwo)d Ann ewid

— AN M WO

(<]
N

T ANMTOVOMNODNDO — NOMIT WO N~
rerrrrrrr e N NNNNNNANN

Zolrwmvmcor\coc»‘?

aur




"9't-0 8npayds Japutofay a9g €
ZL0Z '8 UoIe| ‘eleq 19zAjeuy aul anjeA z
"S)isgem 9oUBUl{ OOUBA WOl Bjed '110Z ‘L§ Jequadaq Buipus saoud ¥o0js jenuue ul sabueyd jo sbeleny .

%Sl %Cy'S
%0G°S %LC'G
%009 %69°¢
%05 %¥8'S
%00 %00°G
%05V %S6°'€
%006 %E€9'L
%00'S %169
Z2NEA 1%nd
joog

%¥0°'9 %LC8 %C8'E %00°C
%019 %062 %0 v %L1'E
%969 %00°0L %C6'€ %00'S
%E0'V %SEY %LLE %00°C
%6¢€'S %06, %.8°C %061
%6.L'S %8¥'8 %Ll'E %00’}
%EL'8 %09'8 %99°'L %05 L
%829 %108 %05’ ¥ %00'C
9-G 10D cUImoI9 ¥-1 100 -Sdd
ymmoloy ainn4 abesony

[eoUOISIH abelony

pue ainjn4

Jo ebelany

lZ]

o]

esseinog :SSaulpm
§'v-a °Inpayds Japuiofoy
nayx3

[s]

NVIGIN dNOYUS
JOVHIAY dNOUO

"d1I0Q MrS -
X9S3IpPIN -

JOJEAA INDIIOBULOY ©
12)epA BlUIOJED °
eouswy enby -
$9Je)S ueduswy -

Rueduioy

yImous) Jo sajewnjsg ainjng pue jsed Jo suosuedwon

Auedwo) Ann ewid

~ NM< WO

8¢
Lz
74
S¢
¥e
€¢
(44
¥4
0¢
6l
8l
Ll
9
St
vi
£l
cl
(33
ol

DT OMNOD

g

aur



"Ajian Joj ajeun}sa 0} pawinsse saln Jayjo Jo abesaAe ‘sjewlss ajbuls o SqejieA. Bjep ou SISUM ,

%.2'8

%06°L %089
%0001 %00'9
%SE ¥ %009
%06°L

%88 %0G°S
%09'8 %000}
%.0'8 %059

A718100) ,8un

(D) wmoin anjea

%0¥° L

%00°¥1
%0.¢C
%SS'v
%€6°6
%0852
%0L'G

[GOUER

%0101

%00°01
%0€°8
%00°¢}
[SPEZ

abessAy  HIMOYO SONINYVI 4O STLVINILSE

sl [v]

esselnog (SSaujip
9'¥-Q 8INpaydg Jepuiofay
nqyx3

€l

[L]

YIMmols) aleys Jad sbujuies jo s)sesalog sysAjeuy

2102 ‘9 ludy jo se ejeq |

NVIA3W dNOUO
JOVHIAV dNOUO

'diog Mr'S -
X9S9IPPIN -

Jajepn Jnonoauuoy -
I2jepn BlLIOHED *
eolaWy enby
$9Je)S ueoUBWY °

Auedwion

Auedwo? A1nn ewid

— N M WO

O NMTWHWOMNOOOT—NOMITW WM O
e e NNANNNNNNN

Zolvwmvmtor\coc»

aur



esselnog :SSaulim
L'v-a 8inpayos sspuiofoy
Nayx3

*Ajuo sesodind uosuedwod 104 ~abejuadiad e se passaidxa

‘1eak swes ay) ul %20}s sy} jo oud enuue abelee auyy Aq papIAIP Jeak e Joj aseys Jad palejdap SPUSPIAIP SI PUSPINQ |enuuy abeleAy ,
"Z10Z ‘9 Iudy 4o se seoud %00lg “Bjeq JazAjeuy aur] anjeA |

%81°€ %0L°¢
%EEE %G1L°E
%8.°¢C %08°C 89°0 $ zeve $
%ECT'Y %68°¢ 2.0 $ 058l $
%C9'E %EL’E ¥6°0 $ €c8c $
%VvC'€ %ve'e 090 $ v6'LL $
%LLE %59C 650 $ TAAAN
%86°C %98'C 01 $ oc9e $
#.0d"a) PIRIA ,°d/’a) PIBIA ,°Q) puspiAig ,d) 9dud
pusping puspiag juaun) 32015
lenuuy juaun) i
abelany

uelpsiN
sbesany

"dioD MrS
Xas3IPPIN -

J8JEAA JNOROBUUOD ¢
Iajep\ elwioe) -
eolaWy enby *
s8jejs ueouaWY °

Auedwo)

dnoug sjdweg A1nn J93ep 10} SPISIA PUBpIAIQ JudIND

Auedwo?d Ann ewid

— N WO

O NNMTNDOMNOO®DNDO —NM LW
e NNNNNN

gl‘—wmvmcorxooc:

au




%S°0L

%E L1
%L'6

{€+Z 5100)
B + pIA AQ=)
Rinb3
j03s0)
pajedipy|
[¥]

esselnog :SSauim
8'v-Q 2INpays Jopuofoy
uqiyxg

14

€

"9'p-Q 2INPaydS 988 “YMMOIS) aining sajewns jskjeuy Jo ebeseny ‘(6) sjes ymoio |,
L Uwn|od ‘p'p-Q SNPAYOS 93 YMOID 3Inin4 pue ised jo abessay (B) sjes ymolo

"(B+1) + °d/°a = °d/*Q = PISIA puSpING PaldadX] ,
"L'$-Q 9Npayag 838 °d/°Q = PIBIA puspiNg Jods |

%L %.E'€ %S1°€ abesany

%06"L %6€°¢ %S1'€ Umolo aimng - 400

%<€E9 %SEC %S1°€ Umolg ainind pue jsed - 400
(D) oI °drta) pIsIA ,(°d°a) PISIA

lel

puspiaig
pajoadxg

[2]

puspiaig
Jods
abelony

[1]

Yol Juejsuod 494

sisAjeuy moi4 yses pajunoasiq

Auedwo) Ann ewid

QO ™~ N WO~
AN NANNNNNNN

Jrauovworwo2odRIROERR

aur




00" L piemo) ablaAucd 0} Aouapud) widl-buol 1oy 10) pajsnipe ale sejog ayl 6l

‘WNWIJIW 3Yj S| SJBDA OM) INg ‘pasn s| pouad auwi} Jojlews e ‘sauojsiy aoud JooYs Jo ased ay) gl

u) 'sieak any Jo pouad e 19A0 xapuj ISAN 2y} ui sabueyo abejuaoiad Apjoam pue »o0js e Jo aoud Ll
ay) u1 sabueyo abe-juadiad Apjsam uaamjaq diysuoije|as ayj Jo sishjeue uoissaibai e wol paausp

S|, JudlDYJa00 ejeg,, 8y xapu| ajisodwog abueyoxs X001S HOA MBN aU} Uey) aiow %0 (e} Jo) ol

oS 0] SPUd) NO0}S B SOJBDIPUI 06" | JO BJg V "Xapu| aysodwio) abueyoxg ¥O0IS YIOA MAN By} Ul Sl

suopeniony |[eJaA0 0} 3oud S)001S € Jo AJARISUSS [BOLIOISIY BU) JO SINSedW SARE|S) € S| Bjog (9J0N 14"

(2102 ‘9 udy) ejep JezAleuy Jusunsaau| su anjea | €l

45

Ll

oL

L0 abesany 6

8

580 ‘dIogMrS 9 L

0.0 X9S3|PPIN 'S 9

G0 J8jepn Indldosuuc) R4 G

590 I3¥EAA BIUIOjED ‘€ 14

590 eouswy enby 'z €

0.0 $9JE}S UBdLBWY ) Z

LO)ERg Auedwiod |

ON
aunn

esseinog :SSaUMM
6°¥-Q aInpaydg Japujofey sejog jJoyie
Hayx3 Auedwo9 A1nn ewid



%v'€
%V’
%V'e

abeloAy

esselnog SSaujipA
01'¥-Q 8inpayog Japuiofey
nqryx3

%L'E

%8¢t

o
-~
(o]
N

Ainseal] uuel-buo ‘z10z ‘vz Areniged pajep ‘)sed8104 Apspend aur enea ,

Ainseal| 'g°M JESA OF JO 1SEII0) SNSUBSUOD SISEORI0 [BIoUBUI dyD Bnig ZLOT IudY |

%¥v'e

%V'c

N
-~
[
N

abesany
%¥0°'€ 22Ul anjeA
%¥0'€ ,Sisedalod snsuasuo diyo anig
1-0 2102 uondusssg

[enjoy

Z10Z-1102
sajey )seJaju] wua-buo Jo sjsesalo
Auedwo) Annn ewid

gl\—wmvm«n\wo’

aur



%¥S'SL
%¥69L
%96°'GL
%0E€ ¥L

%0€'vL

%681
%EL Pl
%09°LL
%L1'8L
%SZ 9L
%69°0¢
%0418l
%c8elL
%6001
%S9'6
%<C8'L
%901
%¥TLL
%816

JuW) Wnwsig

FEN|
1onEN

esselnog :SSauIp

}1'+-a 8INpayag teputofay

nawpg

%b0'e
%80
%0v'€
%99'¢

%¥0'€

%LL'E
%€0'C
%86°C
%20'€
%EL'E
%8L°€
%S9'¢
%lCY
%ET'Y
%6C'v
%0Sv
%LGV
%S9’
%cCS'v
A1Ed RInSealL
1esj o¢
abelany Ayjuop

%8581
%c0'02
%9¢€'61
%96°L1

%8581

%0081
%9L°LL
%85°0C
%ELLE
%8€ 61
%.8°'€C
%S.L'\C
%6081
%CE VL
%y6'El
%ZECL
%L6°vL
%68°Sl
%0.L°El
tyumsg
1oxien
pajoadxy

‘aAI9S9Y |eiepad "Ainseal) ‘S Jesk o¢ abesaae Ajyjuop v
H00)S 00/ dUIT SNjBA - BIe( 8JEMYOS JoZAjRUY JUBLLSSAU| Sur anjeA woly ejed “(psziienuue) uonetoaidde aoud Jeak g-¢ abeseay ¢
‘(B)ayes ymoub snid suo sawi (04/0Q) PISIA puspialp Jualnd abelaae sienba (°4/tQ) PISIA PUSpING pajdadx] z
SY001S 00LL 9UIT anjep - eje SJemyos JozAjeuy Jusuisanu] aur] anfeA woiy ejeqg syools Buiked puspialp Jo (°4/°Q) PIRIA pusping JusLng sbelsay |

%eSGL + %S0t %¥9'C
%891 + %S1L'C %69C
%le9L  + %66°C %9SC
%SL'SL + %18°C %EYC
%eS'SL + %S0 %v9'C
%l0GL  + %66°C %09°'C
%8L'¥L  + %86°C %192
%i¥LL 4+ %LL'E %0.L'C
%68°LL  + YAZAS %SL'C
%SE9L + %€0°€ %092
%0¥'0C + YA A %88°'C
%ls8L + Y AZA %eL'T
%lSSsL  + %8G'C %€C'T
%llCh  + %lZC %.6°L
%9LLL + %8¢ %G6'L
%0€0L + %c0'C %E€8’L
%eETL + %¥9'T %GE'C
%9L'EL  + %EL'C %l¥'e
%0L°LL + %09°'C %Vve'T
Joygmois +  (°d/A) PISIA dra) pIRIA
pusping pusping
pajoadx3

wnjwald 3siy jJaxJep yuaung jo uopeyndwo)

Auedwog Aynn ewnd

BAY sujuo 981y Jusosy
BAy SYJUOW XIS JUaday
BAy SYIUOW SUIN Jus0ay
BAy SYIUOW aAjaM] JusoaYy
SpUSIL WB-Hoys

papuUsLULLIOSDY

ge4
Zloz ver
LL0Z 98Q
AON

PO

ydag
By

Ane
aunp
Repw
[udy

ey

ged

L10c uer
U

(4
€
o€
6¢
8¢
LC
9¢
14
(4
€C
44

o
N

Jramrvorwo2Td2IReLRR

aun




"LL'$-Q 3Inpayds seg “(dy) wnjwsid %Sk 1exeN Juaund aindwod o} O'| Jo ejaq Yum NdvO pue
$}00JS 00 9UIT SNEAUO LINJaJ J9XJBW JUBLIND SLILLISIOP 0} poylaw ymolb juesuod 40 Buisn paindwod
‘110Z-926} dy3 UozuoH-6uoT |-y BjqeL %00qiEaA UohenieA ZL0Z 19GS JerSbuiuIop (dy) woy wniwald %Sty 19MEN [BOUOISIH .
'6'P-Q 8INPBYDS 89S “ejep JazAjeuy JUSWISBAU| BUlT ANJBA ,
"04°¥-Q NPayog 893 "spieik Aunseas) wusl-buol Jo sjsedsaiod |

%601 abessny

%LEL = ¢ %EVL X cl0 + %V'C NdVO wniisid %siy JoXen jualng

%C'8 = , %99 X ¢L0 + %¥'e WdVO wniwald siy Jo3Ie [edl0)sIH
A = dy X cE¥ed + i

esselnog :SSaUIpA
ZL'v-Q 8Inpayas Jepuiofay (NdV9) 19poiy Buiold 1assy [eyde)d
Nayx3 Auedwop Annn ewnd

4
6l
8l
Ll
9l

glvwmvaI\wmezﬁﬂﬁﬁ

aur




%¢"0-

%L°01

%E€EL
%08

%0°L1

%L'EL
%¢C'8

esseinog :SSOUNAA
€1'+-a eInpayogiapuiofoy
nayx3

, %EPl
¢ %99
GY)]

, %EVL
e %99
(G))

S1'#-0 SINPaYIS UO PuUnoy Ejeq pasandidy

11'-G 8inpayos 9ag “(dy) wniwaid ysiy 19%ie Jusun) aindwed o} ¢°| Jo eleq YIm NdVO pue

$00]S 001 SUIT SN[EA UO LUNJSI JS}IEBW JUSLIND SUILIBISP O} poyaw Yimolb juelsuod 49Q Buisn paindwo) ,
1102-9261 du3 uozuoH-Buo -y a|qe] Yooqiea A uonenieA Z10Z (99S JeiSbuiuoly (dy) woly wniweld jsiy 1eN |eouoisiH ¢

x

X x

690
690

cL0
cLo

6'+-Q aINpayog 8ag
01+~ 2NpPaLpPg 89S

L %bE
L %bE
N

. %PE
L %PE
N

"ejep JazAjeuy JudUSBAU| BUIT ANJEA
"spjaik Linseas) uue-6uo Jo sesasod |

Juswisnipy sty [eroueuld

abeiany

wniwaid sty Joxe juaing
winiwaid Ysty 1eXeN |eoLoIsIH

€]ag PaldAd|ay WdVI

abelany

wnitald Ysiy 19X JusLng
winiwaid sty JoxJe [eouoisiy

WdVO

uonendwon ysiy |erdueuly

Auedwod fnn ewid

O~ NMOMYTWVOMNMODDDO=NM T W
- rmrrT T T - e NNNN NN

glx-wmq-mcol\ooc»

aur



144Y

960
evo
8¥'0
ge’o0
L£°0
0
'8
ejog mey
pasaAajun

esselnog :SsaujiMm
¥1'¥-Q 9Inpayas Japujofoy
nayx3

%159

%S°09
%€'89
%L ¥9
%019
%L 99
%E'69

Ainb3
AN

%6'vE

%S°'6¢
%LLE
%E'Se
%0'6€
%E€E
%L'0€

jq2q
AN

%0°'6€

%8'8¢
%1Cce
%E LY
%S 6¢
%2 6€
%C'ey

ajey
xe]

(2/a.0-1) +1) /'g mey = "g mey

£'%-Q 2INPaYds 995 ,

L10Z ‘LS 1oquiadeq papua Jeah 1o} sejel Xe) aAj0ay] ¢
(29)Age - e1eq 1N = Eejeg mey ,
ejaq mey , (L9°) + €€ = Bjaq pasnipy
SMOJ||0) SB SI BINWLIO) Y] Wi} JaA0 abelane JoBW SY) PIeMO) SOAOW B)aq $,AINJ8S B Jey) SSWINSSE Jnq H0}S 3yl 10 BIep [BoUOo)SIY Sy} Sash aul] anjeA
€17~ 9INPaYDS 998 "Blep J9zAjeuy JuSLW)SaAU| SuIT SnjeA .

8G°0

ejog pajaasjun

uoyeindwo? ysiy jeroueuldy

Auedwod fnn ewid

rAN]

G8'0
0.0
S0
G590
€90
0.0

ejog
A

;oI Jojep o|dwes

"dioD MrS

Xas9|PpIN

I3)EBAA INOIOBUUOYD

JOJEAA ElLIONED

eslawly enby

$3)e)S uedusWY
Auedwio)

—“aN®< 0o

NOOO-NMITVONDBDQ
CHQIL2eER2QINRNILERIISI

g|‘-N«>vm<or~oooa$2

aur



690

._uw.

(eyog mey)29" + ¢¢
ejog
paJsans|ay
pajsnipy
A

esselnog :Ssaujipm
§1'#-Q 9INpayds Japuioley
nayxg

€50

g

((oz7aa0-1)+1) "d="0d
ejog mey
paians|ay

"1-Q 2INPaYS 995 °L10Z/1E/ZL Buipus Jeak 1ss) uo paseq ajel xe ] Jusung

‘siaded yJom 298 ‘soniyn Jojem aidwes Jo ofel ¥0og-oljeyiew Juauny (e)

%0001 008 $ 219'€2 $
%0'8. 00.'62 (®) ¥6°L 206Gl $
%00 - 00'L - $
%00°22 0.¢'8 $ 00'L  0./£'8 $
% (spuesnoyL un {(SpuesnoyL ul)
AN AN Ad
%bL v %0'8. %022
o 293 aa
ajey {epded 1qea
xel Anbz yoog
AN AW

©)ag paJana|ay
uonendwo) ysiy |eloueuly
Auedwog Annn ewid

[eyde) g0l
390})S UoWWoD
OIS peusjald
199Q wig)-buo

Uedios Jo onjonig [ejdes ,
“p1°b-Q SINPAYOS WOY 12 PAISASIUN |

44 Auedwo) Aynn ewnd

a
ejag
mey

pasaaajun

9¢
S¢
(4
€C
[44
74
0c
6l
8l
Ll
9l
Gl
14
€l

gI\—N VT OON~DOOD

aun



%98 wo_:NaEOO [lews 10} wniwald 8zIS vOEm_u>> —&V
%0L0 19999910 %CTY %881 de)-mo1 ZSv $ ‘dIOOMIrS 9 oy
%LE0 2998991°0 %\eC %68'€ ded-oIN 682 $ Xes3|PPIN 'S 6¢
%SS0 199989910 %0€°'€ %08'C 6 9I08g 8T $ 19jep JnOOBUUOD P 215
%0L0 19999910 %ZeV %881 deg-mo7 gpL $ I91ep\ BlWIONED ‘g VA
%€8°0 29999810 %96'v %rL'L ded-pIN 890'c  § eouawy enby 2 e
%0L0 1999994°0 %TT'¥ %88’} dedy-mo7 9.9 $ S9je)g UBduBWyY 7L (1
wnwsid 8215 WBBM 01 e1Paq o) wnwaid §SED SUOTITW e
pajybiapA ELITEIET ) ozIg de) jouen €e
"B}9q Ul SS0UDISYIP 0] 3NP YSU SSPNOXT "MOISq UMOUS SB Sapijin Jajem sjdwes ay} Joy zZ¢
swniwaid ¥su pajesipiul 9y} pue wniwaid %su Q| 91097 au} Usamiaq saoudlayp pajybiam sy} se pandwo) . 1€
"Z85-8.26 (£002) £ * 9oueUlS pue $IjWouodd Jo oc
Moy Auspend) syl ,'PONSIASY 1093 3ZIS dU) pue SH00IS ANiBN, ‘ddeZ ‘W sewoy] ‘Z s|qeL woid 62
"UOI||IW 9OZ$ PUE UOIIW §° L$ USIMIDQ Loteziielded Jaxew yim saiuedwiod sapnjoul ) dlvaq T4
“uoliW ZZy$ uey) ssa| uonezieded joxiew yim saluedwod sapnjoul saluedwod ded-0s0IN v 12
‘uoliw 0Z9'1$ PuUB Lo ZZy$ usamiaq uonezielded Joxiew yim saluedwod sapnjoul sauedwod den-mo ¢ 92
"uolIW 968'9$ PUE LOIIIW 1Z9*1$ USaMIaq uogezifelided Joxew yim sauedwos sapnioul seluedwod ded-pIN z [*rd
¥OOQUESA UOHENIEA ZLOZ ISGS UOSIOqq] ‘JejsBuluIop Jo 8-, BjqeL woy eled,  +2
€2
ze
(¥4
%660 o SONINN JSIEM [[eUS JO} Wl XSy pajewnsy 02
6l
‘SOHINN JSJEMA [EWS 10} 8l
wniwalid Ll
Asty 9l
Gl
14"
€l
%98'€ %019 Ll QOLamwea  2Z1
L
%68°E oc'L ,Seluedwo) dep-ol0lN 0L
6
%88l €Tl Seluedwog dep-mo 8
L
%PiL zhL .Seluedwo) deg-pIN 9
S
- SO 1S [EWS 16§ wnsid [@RIZEE] 14
wniwald ?zIs €
pEN| r4
L
oN
aun

esselnog :SSaulMm
91'$-Q 9Inpay2g Japujofoy ,wniwaid azig
Nnaqyx3 Auedwo) fynn ewld




O 00 3 &N Wn Rk W N =

N NN N NN e e e e e e e e e
W R W N e OO N N B W N =D

26

FENNEMORE CRAIG
A PROFESSIONAL CORPORATION
PHOENIX

FENNEMORE CRAIG

A Professional Corporation

Jay L. Shapiro (No. 014650)

3003 North Central Avenue, Suite 260
Phoenix, Arizona 85012

Telephone (602) 916-5000

Attorneys for Pima Utility Company

0

BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE APPLICATION | DOCKET NO: W-02199A-11-0329

OF PIMA UTILITY COMPANY, AN
ARIZONA CORPORATION, FOR A

DETERMINATION OF THE FAIR VALUE

OF ITS UTILITY PLANTS AND
PROPERTY AND FOR INCREASES

ITS WATER RATES AND CHARGES FOR
UTILITY SERVICE BASED THEREON.

IN

IN THE MATTER OF THE APPLICATION | DOCKET NO: SW-02199A-11-0330

OF PIMA UTILITY COMPANY, AN
ARIZONA CORPORATION, FOR A

DETERMINATION OF THE FAIR VALUE

OF ITS UTILITY PLANTS AND
PROPERTY AND FOR INCREASES
ITS WASTEWATER RATES AND
CHARGES FOR UTILITY SERVICE
BASED THEREON.

IN

REJOINDER TESTIMONY OF
THOMAS J. BOURASSA

(RATE BASE, INCOME

STATEMENT AND RATE DESIGN)

May 25, 2012




O 00 N N U R W =

NN NN NN = e e e e e e e
wh b W N = O O X NN N N REWN =D

26

FENNEMORE CRAIG
A PROFESSIONAL CORPORATION
PHOENIX

TABLE OF CONTENTS

L. INTRODUCTION AND QUALIFICATIONS ..ot 1
I1. SUMMARY OF PIMA’S REJOINDER POSITION .......cccccoovciiimininireneecrieneenas 1
I, RATE BASE ...ttt sttt ettt st st sae e san e te e e seeeebeesnes 4
A. Water Division Rate Base.......co.cceeviiiniiiniiiiniir e 4
1. Plant-in-Service (PIS) and Accumulated Depreciation (A/D) ........... 4

2. Advances-in-Aid of Construction (AIAC) and Contributions-
in- Aid of Construction (CIAC)........ccovviieiireiieenieecitceeeee e 6
B. Wastewater Division Rate Base.........c.cccovvveiiiriiniicnniiiinicveeeeee e, 7
C L PISANA A/D.ceeeeeeeeeeeeseesesesasss st s 8
2. AJAC and CIAC ......ooieriieeteet ettt 9
IV.  INCOME STATEMENT .....cooriiiiiiitiiiiniteeente ettt sesesbes st smseesreesaeeennee s 10
A. Revenue and Expenses — Water and Wastewater Divisions.........c..cccue....... 10
1. Salaries and Wages — Officers and Directors ...........ccoceveeeveeeennennne 10
2. Depreciation EXPense ........ccccceeiiiviiieriiiiniieeeee e 13
3. Miscellaneous EXPense.......c..coovviiiieeriiiiniieeninreceeeeeeee e 14
4. Rate Case EXPense......coocoveeiiiiiiininciiiiiicccceie e 14
5. INCOME TaXES ...couviieriiiiieiie e 17
v RATE DESIGN.....coitiiiieinreinienteeee et te et sineste s saaesbe bt aseneeneeesmeesnne 19
A Water DIVISION ....veeereeiiiiiiiercecie ettt ea e s s 19
1. Proposed Rates - Water DiviSion..........cccoevevvevernniiennnieeneee e 19
2. Comments on Staff Rate Design.........ccccovveeeviiiniiriicnnincnineeniens 21
3. Comments on RUCO Rate Design .......cooccvveveieennirinieeniree e 23
4, Cost of Service Study — Water Rates.........ccoceeeieiveiieeneecieeneecnnens 24
B. Wastewater DIVISION........eeciiiriiiiieneeentecresieenee sttt 25
1. Proposed Rates — Wastewater Division........ccccccvvvivivcieenieeencnecnnnee. 25
2. Comments on Staff and RUCO Rate Designs ........cocoevevvveeiinninncnn. 26

6977845.2/075040.0025
-i-




FENNEMORE CRAIG

A PROFESSIONAL CORPORATION

PHOENIX

O 0 32 N WU R WON e

RN N N N NN R e km e i e et b e
N A W N = S Y X NN A WLNND= o

26

>

> R

IL.

INTRODUCTION AND QUALIFICATIONS
PLEASE STATE YOUR NAME AND ADDRESS.

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

/Phoenix, Arizona 85029.

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?

I am testifying in this proceeding on behalf of the applicant, Pima Utility Company
(“Pima” or the “Company”).

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY IN THE INSTANT
CASE?

Yes. My direct testimony, submitted in support of the initial application in this
docket, consisted of two volumes, one addressing rate base, income statement and
rate design, and the other addressing cost of capital. I also filed two volumes of
rebuttal covering the same issues.

WHAT IS THE PURPOSE OF THIS REJOINDER TESTIMONY?

I will provide rejoinder testimony in response to the surrebuttal filings by Staff and
RUCO. This volume relates to rate base, income statement and rate design. In a
separate volume, I will provide responses to Staff and RUCO on the cost of capital
and rate of return applied to the fair value rate base, and the determination of

operating income.

SUMMARY OF PIMA'’S REJOINDER POSITION
WHAT ARE THE REVENUE INCREASES FOR THE WATER AND

WASTEWATER DIVISIONS THAT THE COMPANY IS PROPOSING IN

THIS REJOINDER TESTIMONY?
For the water division, the Company is proposing a total revenue requirement of
$2,690,054, which constitutes an increase in revenues of $712,426, or 36.02% over

adjusted test year revenues. For the wastewater division, Pima is proposing a total

1




FENNEMORE CRAIG
A PROFESSIONAL CORPORATION

PHOENIX

O 0 NN N W s W

[N N NG T N T N Y N Y N T S S g e N Sy S u VN
[ P =TT - - BN B - RV, B~ VS S =]

26

>

revenue requirement of $3,513,050, which constitutes an increase in revenues of
$416,275, or 13.44% over adjusted test year revenues.

HOW DO THESE COMPARE WITH THE COMPANY’S REBUTTAL
FILING?

They are both slightly lower. In the rebuttal filing for the water division, the
Company requested a total revenue requirement of $2,691,108, which required an
increase in revenues of $713,480, or 36.08%. In the rebuttal filing for the
wastewater division, the Company requested a total revenue requirement of
$3,514,104, which required an increase in revenues of $417,329, or 13.48%. For
the two divisions, the necessary revenue increase has decreased by just over
$1,500.

WHAT’S DIFFERENT?

The Company has revised its adjustment to salaries and wages for officers and
directors which has lowered the revenue requirement slightly. More specifically,
the Company has agreed to reduce employee benefits to the level associated with
its proposed salaries and wages for officers and directors.

For the water division, the net result of these adjustments is: (1) the
Company’s proposed operating expenses have decreased by $753, from $1,735,835
in the rebuttal filing to $1,735,082.

For the wastewater division, the net result of these adjustments is: (1) the
Company’s proposed operating expenses have decreased by $754, from $2,580,167
in the rebuttal filing to $2,579,413. '

The Company continues to recommend a cost of equity of 10.5%. The
Company continues to propose a cost of debt to 4.25% and a capital structure

consisting of 35.36% debt and 64.64% equity. Based on these recommendations
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the overall recommended weighted cost of capital (rate of return) continues to be
8.29%.

THANK YOU. WHAT ARE THE PROPOSED REVENUE
REQUIREMENTS AND RATE INCREASES FOR THE COMPANY,
STAFF, AND RUCO AT THIS STAGE OF THE PROCEEDING?

For the water division, the proposed revenue requirements and proposed rate

increases are as follows:

Revenue Requirement Revenue Incr. % Increase
Company-Rebuttal $2,691,108 $ 713,480 36.08%
Staff-Surrebuttal $2,434,827 $ 457,200 23.12%
RUCO-Surrebuttal $2,394,262 $ 416,636 21.07%
Company-Rejoinder $2,690,054 $§ 712,436 36.04%

For the wastewater division, the proposed revenue requirements and

proposed rate increases are as follows:

Revenue Requirement Revenue Incr. % Increase
Company-Rebuttal $3,514,104 $ 417,329 13.48%
Staff-Surrebuttal $3,421,261 $ 144,486 4.67%
RUCO-Surrebuttal $3,096,775 § 95414 3.08%
Company-Rejoinder  $3,513,050 $ 416,275 13.44%

The vast majority of the dollars in dispute for both divisions relate to the
ROE and recovery of income taxes.
WHAT WOULD BE THE IMPACT TO CUSTOMER BILLS FROM THE
PROPOSED RATE INCREASE?
The average monthly water bill under the proposed rates for a 5/8x3/4 inch
residential customer using an average 6,395 gallons would be $13.74—a $3.08

increase over the present monthly bill. The average monthly wastewater bill under

3
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I11.

the proposed rates for a 5/8 inch residential customer would be $26.03—a $3.30

increase from the present monthly bill.

RATE BASE

A. Water Division Rate Base
WOULD YOU PLEASE IDENTIFY THE PARTIES’ RESPECTIVE RATE
BASE RECOMMENDATIONS FOR THE WATER DIVISION?

Yes, for the water division the rate bases proposed by the Company, Staff and
RUCO, are as follows:

OCRB FVRB
Company-Rebuttal $9,073,324 $9,073,324
Staff-Surrebuttal $9,122,677 $9,122,677
RUCO-Surrebuttal $ 9,073,286 $9,073,286
Company-Rejoinder $9,073,324 $9,073,324

IS THE COMPANY PROPOSING ANY ADDITIONAL ADJUSTMENTS
TO RATE BASE AT THIS STAGE OF THE PROCEEDING?
No. The Company proposed adjustments to the rate base components since the
direct filing are described in detail in my rebuttal testimony. The adjustments for
water division’s OCRB are detailed on rejoinder schedules B-2, pages 3 through 5.
Rejoinder Schedule B-2, page 1 and 2, summarize the Company’s proposed
adjustments and the rebuttal OCRB.

1. Plant-in-Service (PIS) and Accumulated Depreciation (A/D)
PLEASE DISCUSS THE POSITIONS OF THE PARTIES WITH RESPECT
TO PLANT-IN-SERVICE AND ACCUMULATED DEPRECIATION.

While all the parties are in agreement on the total balance of plant-in-service of

$14,571,679 for the water division, there are minor differences in the individual




I

1 account balances between the Company and RUCO. More specifically, there are
2 minor differences for accounts 307—Wells and Springs, 311-Pumping Equipment,
3 and 320.2—Chemical Solution Feeders. The differences arise because the Company
4 adopted Staff’s adjustment number 3 for capitalized test year expenses which
5 adjusts the plant accounts differently than does RUCO through its adjustments.’
6 For example, Staff’s adjustment increases account 307—Wells and Springs by
7 3,902, account 311-Pumping Equipment by $5,937, and account 333—Services by
8 $15,692. The adjustment increase PIS by $25,692 in total. RUCO’s adjustments
9 (adjustments 3 and 4) increase account 311-Pumping Equipment by $7,273,

10 account 320.2—-Chemical Solution Feeders by $2,566 and account 333—Services by

11 $15,692. The RUCO adjustments also total $25,692.

12 | Q. WHAT IS THE CONSEQUENCE OF THE DIFFERENCES IN THE

13 INDIVIDUAL ACCOUNT BALANCES?

14 | A. RUCO’s recommended level of depreciation expense is somewhat higher than the

15 Company’s—about $550.2

16 | Q. PLEASE CONTINUE. ARE THE PARTIES IN AGREEMENT ON THE

17 RECOMMENDED LEVEL OF ACCUMULATED DEPRECIATION?

18 | A.  Yes. All the parties recommend an A/D balance of $4,788,552 at this stage of the

19 proceeding.’ ‘

20

21

22

23 | ! Compare Staff adjustment 3 as shown in Staff Surrebuttal Schedule CSB-4 with RUCO adjustment 3 and

4 as shown on RUCO surrebuttal schedules RBM-12 and RBM-13.

24 | ? The Company recommends depreciation expense of $667,321, as shown on Rejoinder Schedule C-2,

55 1?1&%& %ioatnd RUCO recommends depreciation expense of $667,869, as shown on Surrebuttal Schedule

26 ;fr(r)ggilctl{; (Slglrg[é?lrllg (ljingo_i;der Schedule B-2, page 1, with RUCO Surrebuttal Schedule RBM-2 and Staff

i oo S
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2. Advances-in-Aid of Construction (AIAC) and Contributions-in-
Aid of Construction (CIAC)

Q. PLEASE DISCUSS THE POSITIONS OF THE PARTIES WITH RESPECT
TO AIAC AND CIAC.

A. The Company and RUCO are in agreement of the balance of AIAC ($0) and net
CIAC ($709,783) at this stage of the proceeding.’ These balances are a result of
reclassifying AIAC to CIAC as proposed by RUCO. Staff continues to
recommend an AIAC balance of $374,236 and a net CIAC balance of $286,194—
which are the balances the Company proposed in its direct filing.’

Q. PLEASE COMMENT ON THE STAFF REASONING FOR NOT
ADOPTING THE PROPOSED ADJUSTMENT.

A. The basis of RUCO’s adjustment was that the developer who provided the original
advance-in-aid of construction has gone bankrupt and Pima is not aware of any
successor entity to which payments can be made. The Company has no
expectation that the AIAC will be paid in the future given the circumstances.

Staff’s reasoning for not adopting RUCO’s adjustment is that the Company
owes the money and has an obligation to pay.® But Staff’s reasoning does make
sense given the circumstances. The problem with this argument is that Pima does
not know whom to pay or even if an entity exists for which the obligation is owed.
If by some remote chance an entity emerges in the future to accept payments, the
Company will deal with those circumstances at that time. In the meantime, it is the
Company that is taking the risk, not the ratepayers. And as a practical matter,

proposed reclassification is a benefit to ratepayers through lower rates.

4 Compare Company Rejoinder Schedule B-2, page 1 with RUCO Surrebuttal Schedule RBM-2.
> See Staff Surrebuttal Schedule CSB-2.
§ See Surrebuttal Testimony of Crystal S. Brown (“Brown Sb.”) at 4.

6
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WHY DOES RUCO’S ADJUSTMENT RESULT IN LOWER RATES?
Because the depreciation on AIAC funded plant is allowed in rates and not allowed
in rates for CIAC funded plant. The reclassification accepted by the Company
results in savings to ratepayers of about $21,000 annually.

WOULDN’T IT COST THE COMPANY ADDITIONAL TIME AND
MONEY TRYING TO TRACK DOWN WHO THE COMPANY SHOULD
PAY?

I would assume so. Likewise, if any successor entity is interested in being paid,
I would think they would have made themselves known and requested payment.
ARE THERE ANY OTHER RATE BASE RELATED DISPUTES
BETWEEN THE PARTIES?

No.

B. Wastewater Division Rate Base

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

Yes, for the wastewater division the rate bases proposed by the Company, Staff and

RUCO, are as follows:

OCRB FVRB
Company-Rebuttal $ 9.832,800 $ 9,832,800
Staff-Surrebuttal $ 9,642,163 $ 9,642,163
RUCO-Surrebuttal $ 9,832,800 $ 9,832,800
Company-Rejoinder $ 9.832,800 $ 9,832,800
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Q. IS THE COMPANY PROPOSING ANY ADDITIONAL ADJUSTMENTS
TO RATE BASE AT THIS STAGE OF THE PROCEEDING?

A. No. The Company proposed adjustments to the rate base components since the
direct filing are described in detail in my rebuttal testimony. The adjustments for
water division’s OCRB are detailed on rejoinder schedules B-2, pages 3 through 5.
Rejoinder Schedule B-2, page 1 and 2, summarize the Company’s proposed
adjustments and the rebuttal OCRB.

1. PIS and A/D

Q. PLEASE DISCUSS THE POSITIONS OF THE PARTIES WITH RESPECT
TO PLANT-IN-SERVICE AND ACCUMULATED DEPRECIATION.

A. The Company and RUCO agree to a PIS balance of $22,039,554 (including a $3
rounding difference). Staff’s recommended PIS balance is $21,478,941, which is
$560,613 lower than the Company’s recommended PIS balance.

Q. WHAT ARE THE REASONS FOR THE DIFFERENCE IN THE PIS
BALANCES BETWEEN THE COMPANY AND STAFF?

A. Two reasons. First, Staff’s PIS balance does not reflect RUCO’s proposed
adjustment of $37,858 discussed in my rebuttal testimony.’” This adjustment was
for removal of certain plant costs that were not included in the sewer division’s
prior rate case. Second, Staff is proposing to remove $598,468 for excess capacity
related to wastewater treatment.® The Company continues to disagree with Staff’s

proposal for the reasons explained by Mr. Jones in his rejoinder testimony.

7 See Rebuttal Testimony of Thomas J. Bourassa — Rate Base, Income Statement and Rate Design
(“Bourassa Rb.”) at 7.

8 Brown Sb. at 4.
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Q. OKAY. PLEASE DISCUSS THE PARTIES’ RECOMMENDED LEVELS
OF ACCUMULATED DEPRECIATION.

A. The Company and RUCO are in agreement on the A/D balance of approximately

$11,503,741.° Staff’s recommended A/D balance of $11,191,864 is lower than the
Company’s recommended balance by $311,877 1% This difference is the result of:
1) Staff’s A/D does not include the $43,881 upward adjustment to A/D for prior
rate case plant costs as reflected in the Company’s proposed adjustment “B”
discussed in my rebuttal testimony; and, 2) Staff proposes a $356,088 downward
adjustment to A/D for its related recommended disallowance of excess capacity
plant costs also discussed in my rebuttal testimony.'!
2. AIAC and CIAC

Q. PLEASE DISCUSS THE POSITIONS OF THE PARTIES WITH RESPECT

TO AIAC AND CIAC.

A. The Company and RUCO are in agreement of the balance of AIAC ($0) and net

CIAC ($703,013) at this stage of the proceeding. 2 These balances are a result of
reclassifying AIAC to CIAC as proposed by RUCO. Staff continues to
recommend an AIAC balance of $285,313 and a net CIAC balance of $359,601—
which are the balances the Company proposed in its direct filing. B As I discussed
earlier, Staff is not adopting the RUCO proposed reclassification of AIAC to CIAC
from a bankrupt developer because Staff argues the Company still has an

obligation to pay. I will not repeat that testimony here.

? Compare Company Rejoinder Schedule B-2, page 1 with RUCO Surrebuttal Schedule TIC-2.
1 Compare Company Rejoinder Schedule B-2, page 1 with Staff Surrebuttal Schedule CSB-2.
"' Bourassa Rb. at 8 — 9.

12 5

13 See Staff Surrebuttal Schedule CSB-2.
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IV.

ARE THERE ANY OTHER RATE BASE RELATED DISPUTES
BETWEEN THE PARTIES?

Yes. The Company has adopted a $37,858 adjustment to PIS related to prior rate
case costs.' Staff has not adopted this adjustment.

INCOME STATEMENT

A. Revenue and Expenses — Water and Wastewater Divisions

PLEASE DISCUSS THE COMPANY PROPOSED ADJUSTMENTS TO
REVENUE AND/OR EXPENSES?

The Company proposed adjustments to the revenue and expense since the direct
filing are described in detail in my rebuttal testimony. The Company is revising
one adjustment to expenses, as will be discussed below. The Company rejoinder
adjustments for the Water Division are detailed on Rebuttal Schedule C-2, pages 1-
13. The rejoinder income statement with adjustments for the water division is
summarized on Rejoinder Schedule C-1, page 1-2. The Company rejoinder
adjustments for the Wastewater Division are detailed on Rejoinder Schedule C-2,
pages 1-13. The rejoinder income statement with adjustments for the wastewater

division is summarized on Rejoinder Schedule C-1, page 1-2.

1. Salaries and Wages — Officers and Directors
PLEASE DISCUSS THE REVISION TO THE COMPANY’S EXPENSE

ADJUSTMENTS.

Based on the Staff surrebuttal testimony,'” the Company is proposing to remove
payroll burden (employee benefits) related to the Company’s removal of salaries
and wages for officers and directors. Accordingly, for both the water and

wastewater division, rejoinder adjustment 4 as shown on Rejoinder Schedules C-2,

" Bourassa Rb. at 7.
15 Brown Sb. at 6.

10
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page 5, reflects the Company’s proposed adjustment to reduce employee benefits
expense.

Q. DOES THERE CONTINUE TO BE A DISPUTE OVER THE LEVEL OF
WAGES AND SALARIES FOR OFFICERS AND DIRECTORS?

A. Yes. The Company continues to propose an expense level of $40,198 for each
division. Staff proposes an expense level of $13,686 for each division.'® RUCO
proposes an expense level of $7,085 for each division."” These expense levels are
far too low to compensate Mr. Robson for the value he brings to the Company.

Q. PLEASE COMMENT ON THE SURREBUTTAL TESTIMONY OF STAFF
AND RUCO REGARDING THIS SUBJECT.

A. For Staff, Ms. Brown’s reliance on NARUC regarding the use of estimates is
unfounded.”®  For starters, we use estimates all the time in rate making.
Ms. Brown’s proposed level of expense itself is an estimate based on her own
views. Every normalization adjustment Ms. Brown has ever proposed results in an
estimate of a future expense level based on the averaging of past levels. Besides,
Mr. Robson’s test year salary of about $90,000 per division was based on actual
costs paid to Mr. Robson and is not an estimate.

In this case, the approximately $40,000 compensation level for each division
is based on Pima’s effort to reach a compromise of the amount that should be
allowed for ratemaking purposes. The Company came up with this level based
upon the amount allowed in the prior rate case, escalated based upon inflation.

The requested salary level of $40,000 per division unquestionably benefits

Pima and its customers because substantial value is provided to a company

' Brown Sb. at 5.
17 See Surrebuttal Testimony of Robert B. Mease (“Mease Sb.”) at 18.
'8 Brown Sb. at 5 — 6.

11
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operating under the guidance and governance of a CEO/Director. As CEO and
Chairman of the Board, Mr. Robson, performs several important function which
contribute to Pima being a well run and efficient organization. These functions
include but are not limited to: 1)assuring legal and regulatory compliance;
2) determining, establishing, and planning the values, mission, vision, and short-
term and long-term goals of the organization; 3) providing oversight to all activities
and assuring a smoothly functioning and efficient organization; 4) assuring
program quality and organizational stability through development and
implementation of standards, controls, policies, procedures and regular evaluation;
and 5) overseeing the fiscal activities of the organization including budgeting,
reporting, and audit. All of these functions provided by a CEO contribute to a well

run company and ratepayers’ benefiting from a well run company.

Q. HASN'T THE COMPANY EXPLAINED THAT THE HOURS ESTIMATE

FOR MR. ROBSON WAS AN ERROR?

A. Yes, but neither Staff nor RUCO will let go of the use of the hours estimate to

support their considerable expense reduction. Mr. Mease actually asserts that he
cannot count on the Company’s rebuttal response that the 56 hours worked (as
initially reported by the Company) was an error and not reflective of the actual
hours worked by Mr. Robson as he does not keep timesheets.' T guess only the
non-utility parties get to make and correct mistakes. Does this mean that whenever
RUCO (or Staff) makes an error and then subsequently corrects that error, as
RUCO did in the instant case with respect to its recommended water division rates
and with its property tax rates, that we cannot rely upon RUCO’s correction?

I think not. The purpose of a contested proceeding is to get the most accurate data

19 Mease Sb. at 18.

12
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possible—parties develop positions, other parties analyze and critique those
positions and oftentimes, as is the case here, errors are found and corrected. The
Commission should then use the most accurate data—and not, as RUCO and Staff
are attempting to do, simply say that the Company’s initial position was an error
therefore the corrected and accurate data will be ignored.
2. Depreciation Expense

PLEASE COMMENT ON THE PARTIES’ RESPECTIVE
RECOMMENDED LEVELS OF DEPRECIATION EXPENSE.

All the parties agree on the depreciation rates for both divisions. For the water
division, the difference between the Company’s recommended level of
depreciation expense and Staff’s is due to differences in each of the parties’
recommended balances of CIAC. As you will recall, Staff has not adopted the
Company’s proposed reclassification of AIAC to CIAC. Consequently, Staff’s
recommended depreciation expense is about $21,000 higher than the Company’s
due to a lower CIAC balance and resulting lower level of amortization.

With respect to RUCO’s level of depreciation expense for the water
division, the difference to the Company’s recommended level is minor (about
$550), and is exclusively the result of relatively small differences in the individual
plant account balances. [ discussed the difference in the account balances
previously in the rate base section of the water division.

For the wastewater division, the difference between the Company’s and
Staff’s recommended depreciation expense is the result of the difference in the
plant balances as well as lower amortization. As you will recall from the rate base
section of my testimony, Staff recommends removal of plant costs it characterizes
as excess capacity and is not adopting the Company’s proposed reclassification of

AIAC to CIAC. These two items combine to produce a level of depreciation
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expense for the wastewater division that is roughly $1,100 lower than the Company
recommendation.
Both the Company and RUCO agree on the recommended level of

depreciation expense for the wastewater division.”’

3. Miscellaneous Expense
Q. PLEASE COMMENT ON THE POSITIONS OF THE PARTIES

REGARDING MISCELLANEOUS EXPENSE.

A. The Company and RUCO are in agreement to reclassify $6,354 of bank fees from
the wastewater division to the water division.?! Staff has not adopted this

adjustment.

4. Rate Case Expense
Q. PLEASE COMMENT ON THE POSITIONS OF THE PARTIES

REGARDING RATE CASE EXPENSE.

A. The Company continues to recommend rate case expense of $200,000 for each
division and recommends rate case expense recovery over 5 years, or $40,000 per
year for each division by means of a surcharge. Staff also recommends rate case
expense of $200,000 for each division but continues to propose that rate case
expense be “normalized” over 5 years, or $40,000 annually in annual operating

22

expenses for each division.

WHY DOES STAFF OPPOSE A SURCHARGE?

'.O

Ms. Brown advances three arguments.23 First, rate case expense does not meet its

>

criteria for a surcharge. Second, Staff has a concern over single issue ratemaking.

Third, surcharges can be burdensome and administratively inefficient.

20 See Surrebuttal Testimony of Timothy J. Coley (“Coley Sb.”) at 6.
*'Id. at 13.

22 Brown Sb. at 20.

2
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Staff’s “criteria” for surcharges appear to apply to adjuster mechanisms,
which is not what the Company is proposing. An adjuster mechanism addresses
the unique characteristics of certain expenses such as purchased water and
purchased power, which are typically volatile, represent a significant portion of
operating expenses, and are out of the control of the Company. A flat surcharge
will be recovered until such time as the Company fully recovers rate case expense.
The surcharge approach addresses the unique characteristic of rate case expense as
compared to all other expenses typically considered in a rate case.

Rate case expense is not a normal recurring annual expense like power,
water, labor, or postage. Rate case expense is paid up-front (generally after the end
of the test year but before new rates are placed into effect) and recovered after-the-
fact during the period of time new rates are in effect. It is, in fact, a prepaid
expense, which is amortized over future periods until such time it is fully
amortized. In this way, revenues are properly matched with expenses—a basic
tenet of generally accepted accounting principles (“GAAP”). A surcharge
approach is the most consistent with GAAP, and benefits the customers the most
by providing them with accurate information on their bill that allows them to
understand the elements that make up their bill.

WHAT ABOUT STAFF’S SECOND ARGUMENT - SINGLE ISSUE
RATEMAKING?

Single issue ratemaking occurs when a change to a single cost item is considered in
isolation and outside the context of the rate setting process. Again, that is not the
case here, and further shows Staff is criticizing the requested surcharge for being
an adjuster mechanism, which it is not. An adjuster mechanism moves rates up or
down based on changes to an expense occurring outside of a rate case, opening up

criticism of single issue ratemaking. While I do support adjuster mechanisms in
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general for certain expenses, that is not what we are talking about here and Staff’s
concern over single issue ratemaking is misplaced. In the instant case, the
proposed surcharge is fixed, is based upon a predetermined authorized amount and
will not change between rate cases except as to cease when the predetermined
amount is fully recovered. Its impact on rates, now and in the future, can be fully
considered within the context of this rate case.

IS A SURCHARGE AN UNDUE ADMINISTRATIVE BURDEN?

I do not know why Staff thinks it is because Ms. Brown does not explain it in her
testimony. In my view, it is the Company that bears the bulk of any administrative
burden in order to collect and track the surcharge as well as to report annually the
surcharge activity to the Commission. Any additional administrative burden Staff
may encounter processing an annual filing are outweighed by the fairness of a bi-
lateral mechanism that will eliminate the very threat of over recovery Staff was
worried about in its direct, and also eliminates the time and effort spent during rate
proceedings arguing about normalization vs. amortization, and for how long.
PLEASE COMMENT ON RUCO’S SURREBUTTAL TESTIMONY
REGARDING RATE CASE EXPENSE.

As mentioned, RUCO supports the surcharge mechanism but continues to propose
rate case expense of $150,000 for each division normalized over 4 years or $37,500
annually for each division.”* I find RUCO’s recommendation perplexing. RUCO
introduced the surcharge approach and acknowledges its merits—eliminating
potential over recovery of rate case expense as well as the fact that rate case
expense, as a prepaid expense, should be amortized, not normalized.” And yet,

RUCO continues to propose a normalization approach. Even worse, its preferred

2 Mease Sb. at 15 — 16.
5 Coley Sb. at 10.

16




O 0 3 N B A W N

N N NN N N = e e i e e ed e e e
WV B W N = O O 0NN N R W= O

26

FENNEMORE CRAIG
A PROFESSIONAL CORPORATION
PHOENIX

> RO

alternative is to lengthen the normalization period to 10 years, presumably to
further alleviate the very concerns regarding over recovery it acknowledges would
be resolved by the surcharge Pima is proposing.”®

WHAT IS WRONG WITH RUCO’S 10 YEAR RECOVERY PROPOSAL?
RUCO’s preferred alternative is simply one-sided. While concerned with potential
over recovery of rate case expense, RUCO appears to have absolutely no concern
the Company will potentially under recover rate case expense if it files sooner than
the normalization period. The Company explained why the lengthy intervals are a
thing of the past, evidence RUCO has largely ignored. And the surcharge approach
addresses both concerns — over and under recovery. There has simply been no
good basis for its rejection raised in this case.

WHY DO YOU THINK THE COMPANY WILL FILE BEFORE THE END
OF 10 YEARS?

Well, let’s not forget that Pima’s new debt issuance matures in 5 years. Pima will
have to refinance this debt and/or pay it off. The cost of debt at that time may be
much higher creating a need to change rates. Second, and more importantly, the
Company plans to undertake a $1.5 million force main improvement project along
with several other significant investments. This new investment will put pressure

on rates.

S. Income Taxes
DO YOU HAVE ANY COMMENTS REGARDING THE TESTIMONY OF

STAFF WITNESS, MS. BROWN, ON INCOME TAXES?
Yes. Ms. Brown is correct that the NARUC USOA requires Pima to record all

expenses and liabilities.”” However, I do not see how this has anything to do with

26 Mease Sb. at 15.
¥ Brown Sb. at 11.
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the issue. As I pointed out in my rebuttal, in ratemaking, besides being estimates,
some expenses considered in the rate making process are completely fictitious,
like, for example, hypothetical interest expense which is not “recorded” per the
NARUC guideline.?® Neither would an amount of chemical expense determined by
averaging the test year and two prior years. But this is about ratemaking, not
reporting and recording.

I further fail to see how Ms. Brown’s references to the NARUC audit
manual instructions have anything to do with the rate making treatment of income
taxes.” They simply provide instruction of how to audit and say nothing about rate
making. Similarly, Ms. Brown’s reliance on the Arizona Administrative Code
regarding pro forma adjustments to the test year does not support her argument that
income taxes should be disallowed.”® In fact, it does the opposite. Pro forma
adjustments provide for a more normal or more realistic relationship between
revenues, expenses, and rate base. An income tax allowance does just that,
Ms. Brown’s attempt to use a technical distinction notwithstanding. Of course, the
tax liability is real. Ms. Brown admits utility income passed through to the
shareholders.”)  Simply because the utility income is passed through to
shareholders does not change the fact that it is utility income, income which is
subject to tax.>
WHAT ABOUT MS. BROWN’S ARGUMENT THAT THE PASS-
THROUGH IS NOT DISADVANTAGED?

Ms. Brown’s attempt on pages 12-17 to demonstrate that the S-Corp. investor is

2 Brown Sb. at 17.

¥ Id. at18.

YId at11.

1. at9.

*? See Rebuttal Testimony of Marc L. Spitzer at 8 — 10; Rejoinder Testimony of Marc L. Spitzer at 3 — 5.
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not disadvantaged by the disallowance of income taxes fails for several reasons.
These reasons include: 1) errors; 2) inconsistencies; 3) unrealistic and/or invalid
assumptions; 4) confusion between utility income and investment income; and,
5) confusion between income taxes paid and income tax liability. As a result of
these flaws, the fact that this is really just a policy decision for the Commission is
sort of lost when reading Staff’s testimony.

WHY DO YOU BELIEVE THIS IS A POLICY DECISION,
MR. BOURASSA?

Because the income taxes are a cost of service. The Commission needs to decide
whether to allow this cost of service to be recovered through rates. For the policy
reasons addressed in the testimony of Pima’s witnesses, particularly Mr. Spitzer,
allowing a pass-through entity to recover income taxes through rates is good
policy.

RATE DESIGN

A. Water Division

1. Proposed Rates - Water Division
WHAT ARE THE COMPANY’S REJOINDER PROPOSED RATES FOR

WATER SERVICE?
The Company’s proposed rates are:

MONTHLY SERVICE CHARGES

5/8” x 3/4” Meter $ 7.14

3/4” Meter $10.71
1” Meter $ 17.85
1 1/2” Meter $ 35.70
2” Meter $ 57.12
3” Meter $114.24

19
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4> Meter
6” Meter

Irrigation

Gallons in minimum (all classes, except irrigation)

Gallons in minimum (irrigation)

COMMODITY RATES

5/8°X3/4> Meter — Res.

5/87°X3/4” Meter — Com.

3/4° Meter — Res.

3/4” Meter — Com.

1 Meter — Res., Com.

1 12” Meter — Res., Com.

2” Meter — Res., Com.

3" Meter — Res., Com.

20

1 to 4,000
4,001 to 10,000
Over 10,000

1 to 10,000
Over 10,000

I to 4,000
4,001 to 10,000
Over 10,000

1 to 10,000
Over 10,000

1 to 25,000
Over 25,000

1 to 50,000
Over 50,000

1 to 80,000
Over 80,000

1 to 160,000
Over 160,000

$178.50
$357.00
$200.00
0
0

$0.92
$1.22
$1.62
$1.22
$1.62
$0.92
$1.22
$1.62
$122
$1.62
$122
$1.62
$122
$1.62
$1.22
$1.62
$1.22
$1.62
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4” Meter — Res., Com. 1 to 250,000 $1.22

Over 250,000 $1.62
6” Meter — Res., Com. 1 to 500,000 $1.22
Over 500,000 $1.62
Irrigation — all meter sizes All gallons $0.51
Standpipe (bulk) All gallons $1.62

WHAT WILL BE THE AVERAGE 5/8 INCH RESIDENTIAL CUSTOMER
AVERAGE MONTHLY BILL UNDER THE NEW RATES?
As shown on Schedule H-2, page 1, the average monthly bill under proposed rates
for a 5/8x3/4 inch residential customer using an average 6,395 gallons is $13.74—a
$3.08 increase over the present monthly bill or a 28.87 percent increase.

2. Comments on Staff Rate Design
DO THE STAFF RATES PRODUCE THE STAFF RECOMMENDED
REVENUES?
Yes.
HAVE YOU MADE CHANGES TO THE COMPANY’S PROPOSED RATE
DESIGN IN RESPONSE TO THE STAFF RATE DESIGN?

Yes, in response to Staff’s proposed surrebuttal rate design. It has been an ongoing
process of modifying and refining. Staff considered my rebuttal comments about
its rate design and offered a revised rate design that provides a better balance
between revenue stability and conservation. Staff has accomplished this by placing
a greater emphasis on revenue recovery from the monthly minimums. I appreciate
this effort and have followed Staff’s lead by placing a greater emphasis on revenue
recovery from the monthly minimums. But I am still unable to accept some of

Staff’s design elements.
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WHAT DESIGN ELEMENTS DID YOU ACCEPT?
First, as I stated, I placed a greater emphasis on revenue recovery from the monthly
minimums. While I generally agree with recovering more from the fixed part of
the charges for service, in this case I could not place as much emphasis on recovery
from the monthly minimums as Staff primarily because I do not recommend
lowering the first tier commodity rate as does Staff. I will discuss this further
below. Second, I scaled the monthly minimums for the larger meter sizes relative
to the flow of the 5/8x3/4 meter as Staff has done. Third, I have accepted Staff
differentials in the commodity rates between the first and second tier of $0.30 per
thousand and between the second and third tier of $0.40 per thousand. Fourth, I
have lowered the irrigation commodity rate to the same level as Staff.
WHAT DESIGN ELEMENTS WERE YOU UNABLE TO ACCEPT?
First, I have not adopted Staff’s break-over points. The rationale behind Staff’s
proposed break-over points for the 1 inch and larger meters is still unclear to me.
The Company proposed break-over points are scaled relative the second tier of the
5/8x3/4 inch residential meter, which is both typical and rationale, absent some
compelling reason to do otherwise.

Second, I did not accept Staff reduction to the first tier commodity rate. As
I stated in my rebuttal testimony, reducing the cost of water sends the wrong price
signal to customers. As an attempt to compromise, I left the first tier commodity
rate unchanged at $0.92 per thousand gallons.

Third, I did not accept Staff’s monthly minimum for the irrigation class of
$180 which is the current monthly minimum. Instead, I increased the monthly

minimum to $200.
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WERE YOU ABLE TO ACHIEVE THE SAME LEVEL OF REVENUE
RECOVERY FROM THE MONTHLY MINIMUMS AS STAFF?

No. Under the Staff proposed rates approximately 40.0 percent of Staff proposed
revenues are recovered from the monthly minimums. This is shown in Rejoinder
Exhibit TJB-RJ1 at page 3. Under the Company proposed rates approximately
36.6 percent of revenues is recovered from the monthly minimums. This is shown
in Rejoinder Exhibit TJB-RJ1 at page 2. Again, I favor higher monthly
minimums all things being equal, but rate design is as much an art as a science—
the Commission has to find a rate design that provides the Company with its
required revenues, avoids subsidies as much as possible, and provides proper price
signals to customers. The Company has sought to achieve the proper balance in
constructing its rate design in this case.

3. Comments on RUCO Rate Design
PLEASE COMMENT ON RUCO’S PROPOSED RATES.

RUCO has addressed the concerns regarding the rate design I described in my
rebuttal testimony.” The main criticism was that the rate design was too
complicated with monthly minimums and commodity rates differing between
customer classes for the same meter size and commodity rates which differed
between customer classes for the same meter size. The only additional comment
I would provide at this stage is that RUCO’s rate design now provides the least
revenue stability as it recovers only about 32.5 percent of RUCO’s proposed
revenues from the monthly minimums. This is shown in Rejoinder Exhibit

TJB-RJ1 at page 4.

33 Brown Sb. at 21.
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4. Cost of Service Study — Water Rates
HAVE YOU UPDATED YOUR COST OF SERVICE STUDY?

Yes. I have updated my cost of service study to reflect the changes to rate base,
revenues and expenses contained in the Company’s rejoinder filing. As shown on
Rebuttal Schedule G-2, the returns at the rejoinder proposed rates are similar to
those shown in my rebuttal testimony and continue to vary substantially between
the various meter sizes. While all the returns are positive, the 5/8x3/4 inch
customer classes provide only 4.4 percent return, well below the 8.29 percent
requested. The larger sized meters, such as the 1 inch, 2 inch, 3 inch customer
classes are providing much higher returns at about 21.3 percent, 26.3 percent, and
48 percent, respectively. The irrigation class provided for about a 33.5 percent
return. This indicates that the larger meter customer classes as well as the
irrigation class continue to subsidize the 5/8 inch and 3/4 inch customer classes
under the rejoinder proposed rates. However, consistent with the concept of
gradualism, there is improvement in eliminating existing subsidization under the
Company’s proposed rates. In the next rate case, which is expected to be filed in
the next 3-5 years, another step to further this delicate balance can be taken.

HAVE YOU PREPARED A SCHEDULE TO SHOW THE RESULTS OF A
COST OF SERVICE STUDY USING STAFF’S RECOMMENDATIONS?
Yes. Rejoinder Exhibit TIB-RJ2 shows the cost of service study results using the
Staff recommendations for rate base, revenues and expenses, and proposed rates.
This schedule is similar to the G-2 schedule in my cost of service study. As shown
on the schedule, all of the returns from the various customer size classes are
positive. The 5/8x3/4 inch customer classes provide a return of just 2.70 percent,
far below the Company’s 4.40 percent and still well below the 7.60 percent

recommended by Staff. The larger sized meters, such as the 1 inch, 2 inch, and
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3 inch customer classes are providing much higher returns at about 22.7 percent,
26.6 percent, and 52 percent, respectively. The irrigation class provides for a
44.7 percent return. This demonstrates that the larger meter and irrigation class
customer classes subsidize the 5/8 inch and 3/4 inch customer classes to a greater
extent under the Staff proposed rates than does the Company’s despite the
improvement in Staff’s rate design with respect to revenue stability. However, the
returns provided by Staff’s surrebuttal rate design are much improved over the rate

design Staff proposed in its direct testimony.

B. Wastewater Division

1. Proposed Rates — Wastewater Division
WHAT ARE THE COMPANY’S REJOINDER PROPOSED RATES FOR

WASTEWATER SERVICE?
The Company’s proposed rates are:

MONTHLY SERVICE CHARGES

5/8” x 3/4” meters $ 26.03
3/4” Meters $ 40.4S5
1” Meters $§ 6793
1 1/2” Meters $ 134.34
2” Meters $ 214.49
3” Meter $ 416.14
4” Meters $ 650.65
6 Meter $1,301.29
Effluent Sales

Monthly minimum $ 200.00
Gallons in minimum 0
Commodity Rate $ 0.51
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Q. WHAT WILL BE THE AVERAGE 5/8X3/4 INCH RESIDENTIAL
CUSTOMER MONTHLY BILL UNDER THE NEW RATES?

A. As shown on Wastewater Schedule H-2, page 1, the monthly bill under proposed
rates for a 5/8 inch residential customer is $26.03—a $3.30 increase from the

present monthly bill or a 14.50 percent increase.

2. Comments on Staff and RUCO Rate Designs
Q. PLEASE COMMENT ON THE PROPOSED RATE DESIGNS OF STAFF

AND RUCO.

A. All of the parties continue to recommend similar flat rate designs for the
wastewater division. In addition, all of the parties recommend a monthly minimum
for effluent sales and a commodity rate for all gallons.

Q. WHAT ARE THE DIFFERENCES IN RATE DESIGNS BETWEEN THE
COMPANY, RUCO AND STAFF?

A. - Staff continues to only recommend an increase to the monthly minimums for the
5/8x3/4 inch metered customers. The Company’s proposed rate design increases
the monthly minimums for all meter sizes. The larger meter monthly minimums
are the same as under current rates. Since Staff does not explain why this is the
case, it should not be adopted as fair and reasonable. I should also note that Staff’s
rates now produce too little revenue as opposed to its direct filing rate design which
produced too much revenue. The shortfall is on the order of about $69,000. I have
contacted Staff about this issue.

RUCO no longer scales the monthly minimums based on the flows of a
5/8x3/4 inch water meter in response to my rebuttal comments.”* RUCO now

increases the monthly minimums the same across all meter sizes as does the

* Coley Sb. at 16 — 17.
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- Company. I agree with RUCO that the result is a more equitable increase for all

meter sizes in the instant case.”

DO THE RUCO PROPOSED RATES NOW PRODUCE THE RUCO
PROPOSED REVENUES?

Yes.

DO YOU HAVE ANY FURTHER COMMENTS?

Yes. Staff recommends a monthly minimum and commodity rate for the irrigation
customer class in the water division that is different than the monthly minimum
and commodity rate for effluent and recovered effluent sales for the wastewater
division. Specifically, Staff recommends a monthly minimum of $230.00 for the
effluent and recovered effluent sales, and recommends an irrigation monthly
minimum for the water division of $180.00. Staff’s effluent and recovered effluent
commodity rate is $0.50 per thousand gallons while the irrigation commodity rate
for the water division is $0.51 per thousand gallons.

WHAT IS STAFF’S REASONING FOR THE DIFFERENCE?

Staff has not provided an explanation.

PLEASE CONTINUE.

RUCO recommends the same monthly minimum of $180.00 for the effluent and
recovered effluent sales as well as the irrigation monthly minimum for the water
division. However, RUCO’s effluent and recovered effluent commodity rate is
$0.60 per thousand gallons while the irrigation commodity rate for the water

division is $0.47 per thousand gallons.

351d.
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WHAT IS RUCO’S REASONING FOR THE DIFFERENCES IN THE
COMMODITY RATES?

RUCO asserts that the quality of effluent is higher than irrigation water which
justifies a higher commodity rate for the effluent. In my experience and based on
my discussions with the Company, effluent is generally of lesser quality than
groundwater particularly because effluent has higher dissolved solids content
which can cause problems with turf irrigation. In my view, RUCO has it
backwards. RUCO has priced the effluent higher, not lower, than irrigation water.
IF EFFLUENT WATER IS OF LESSER QUALITY THEN WHY IS THE
COMPANY PRICING EFFLUENT WATER AND IRRIGATION WATER
THE SAME?

For a few reasons. First, and most importantly, the Company is recharging unused
effluent into the aquifer to offset groundwater pumping. Irrigation water is
groundwater that comes from the same aquifer which is replenished with recharged
effluent. This integrated nature of the Company’s operations supports pricing this
water the same. Second, under the current rates, effluent water is more expensive
than irrigation water even though effluent water in general is of lesser quality due
to a higher level of dissolved solids. Pricing the water the same in the instant case
moves the pricing to a more balanced level. In the next rate case, and if justified
under the then existing circumstances, the pricing of effluent and irrigation water
can be further adjusted so that irrigation water becomes more expensive than
effluent water. Finally, as I understand it, although higher in total dissolved solids
than irrigation water, the Company’s effluent is of very high quality and well suited
for turf irrigation. For all of these reasons the cost of effluent water, recovered

effluent water, and irrigation water should be priced the same in the instant case.
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RUCO CLAIMS YOU MISSED INCLUDING THE MONTHLY
MINIMUMS FOR RECOVERED EFFLUENT IN COMPUTING
REVENUES. IS THIS CORRECT?

No. Directly delivered effluent and recovered effluent are delivered from the same
effluent water mains to the same delivery point on the golf courses. In other
words, the same infrastructure is used for delivering effluent water whether it is
recovered effluent or directly delivered effluent. Directly delivering effluent
versus delivering recovered effluent simply requires turning a valve at the plant and
reversing the flow of the recharge wells. In any given month, the golf course
receives a varying combination of directly delivered effluent and recovered effluent
depending on the demand and the supply conditions, and this variation is controlled
by Pima, not the golf courses. As I understand RUCO’s position, two separate
monthly minimums would be charged. I do not believe that under the
circumstances that two separate monthly minimums should be charged.

DOES THAT CONCLUDE YOUR REJOINDER TESTIMONY?

Yes.
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Pima Utility Company - Water Division Attachment
Revenue Breakdown Summary Page 1
Present Rates

Present
Monthly Commodity Commodity Commodity
Mins First Tier Second Tier Third Tier Total
5/8x3/4 Inch Residential $ 666,421 $ 468,773 $ 139,254 $ - $ 1,274,448
3/4 Inch Residential $ - $ - $ - $ - $ -
1 Inch Residential $ 42816 $ 19,994 $ 55316 $ - $ 118,126
Subtotal $ 709,237 $ 488,767 $ 194,570 $ - $ 1,392,574
36.00% 24.81% 9.87% 0.00% 70.68%
5/8x3/4 Inch Commercial $ 4241 $ 3,355 §$ 17,492 $ - $ 25,088
3/4 Inch Commercial $ 274 $ 203 $ 1,343 $ - $ 1,819
1 Inch Commercial $ 8,832 §$ 2703 $ 17616 $ - $ 29,151
11/2 Inch Commercial $ 2772 $ 866 $ 6,803 $ - $ 10,440
2 inch Commercial $ 30,264 $ 8,165 §$ 170,037 $ - $ 208,466
Subtotal $ 46,382 $ 15292 $ 213291 § - 3 274,965
2.35% 0.78% 10.83% 0.00% 13.96%
Irrigation $ 9,540 $ 300,594 § - $ - $ 310,134
Irrigation recovered effluent $ - $ (7,324) $ - $ - $ (7,324)
TOTALS $ 765160 $ 797,328 $ 407,861 $ - $ 1,970,349
Percent of Total 38.83% 40.47% 20.70% 0.00% 100.00%

Cummulative % 38.83% 79.30% 100.00% 100.00%




Pima Utility Company - Water Division Attachment
Revenue Breakdown Summary Page 2
Company Proposed Rates

Present
Monthly Commodity Commodity Commodity
Mins First Tier Second Tier Third Tier Total
5/8x3/4 Inch  Residential $ 834,780 $ 347,155 $ 294540 $ 208,881 $ 1,685,356
3/4 Inch Residential $ - $ - $ - $ - $ -
1 Inch Residential $ 47,767 $ 59429 $ 43,496 $ - $ 150,691
Subtotal $ 882,547 $ 406584 $ 338,035 $ 208,881 $ 1,836,047
32.98% 15.19% 12.63% 7.81% 68.62%
5/8x3/4 Inch  Commercial $ 5312 $ 5169 $ 26,238 $ - $ 36,719
3/4 Inch Commercial $ 514 $ 327 $ 2014 $ - $ 2,855
1 Inch Commercial $ 9,853 § 8,720 $ 20,346 $ - $ 38,920
1 1/2 Inch Commercial $ 4712 $ 4623 $ 5783 $ - $ 15,119
2Inch Commercial $ 66,488 $ 71352 $ 176,499 §$ - $ 314,339
Subtotal $ 86,880 $ 90,192 $ 230,880 § - $ 407,952
3.25% 3.37% 8.63% 0.00% 15.25%
Irrigation $ 10,600 $ 428544 $ - $ - $ 439,144
Irrigation recovered effluent $ - $ (73249) $ - $ - $ (7,324)
TOTALS $ 980,026 $ 917996 $ 568915 $§ 208,881 $ 2,675,819
Percent of Total 36.63% 34.31% 21.26% 7.81% 100.00%

Cummulative % 36.63% 70.93% 92.19% 100.00%




5/8x3/4 Inch
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Irrigation

Pima Utility Company - Water Division - Staff Surrebuttal Rates

Residential
Residential
Residential

Commercial
Commercial
Commercial
Commercial
Commercial

Irrigation recovered effluent

TOTALS

Percent of Total
Cummulative %

Attachment

Revenue Breakdown Summary Page 3
Proposed Rates
Present
Monthly Commadity Commodity Commodity
Mins First Tier Second Tier Third Tier Total
$ 818412 $ 264140 $ 241426 $ 180,514 $ 1,504,492
$ - $ - $ - $ - $ -
$ 53,520 $ 62,117 $ 18,822 § - $ 134,459
$ 871,932 $ 326257 $ 260,248 $ 180,514 $ 1,638,951
36.03% 13.48% 10.76% 7.46% 67.73%
$ 5208 $ 4237 $ 22675 $ - $ 32,120
$ 504 $ 268 $ 1,740 § - $ 2,513
$ 11,040 $§ 10125 $ 13,415 § - $ 34,580
$ 4620 $ 4824 $ 3,550 $ - $ 12,994
$ 65,184 $ 79516 $ 123,087 $ - $ 267,787
$ 86,556 $ 98,970 $ 164,467 $ - $ 349,993
3.58% 4.09% 6.80% 0.00% 14.46%
$ 9540 $ 428544 $ - $ - $ 438,084
$ - $ (73249) $ - $ - $ (7,324)
$ 068,028 $ 846,447 $ 424715 $ 180,514 $ 2,419,704
40.01% 34.98% 17.55% 7.46% 100.00%
40.01% 74.99% 92.54% 100.00%



Pima Utility Company - Water Division - RUCO Surrebuttal Rates Attachment
Revenue Breakdown Summary Page 4
Proposed Rates

Present
Monthly Commodity Commodity Commodity
Mins First Tier Second Tier Third Tier Total
5/8x3/4 Inch  Residential $ 672,267 $ 324515 $ 282,468 $ 202,434 $ 1,481,684
3/4 Inch Residential $ - $ - $ - $ - $ -
1 Inch Residential $ 43,833 $ 56994 § 42,153 § - $ 142,979
Subtotal $ 716,100 $ 381,508 $ 324621 $ 202,434 $ 1,624,663
30.09% 16.03% 13.64% 8.51% 68.26%
5/8x3/4 Inch  Commercial $ 4278 $ 5169 $ 25428 $ - $ 34,875
3/4 Inch Commercial $ 276 $ 239 $ 1,952 §$ - $ 2,466
1 Inch Commercial $ 9,042 $ 8,363 §$ 19,718 $ - $ 37,123
1 1/2 Inch Commercial $ 2837 $ 4434 $ 5605 $ - $ 12,875
2 Inch Commercial $ 30,986 $ 68,428 $ 171,052 § - $ 270,465
Subtotal $ 47418 $ 86632 $ 223,754 $ - $ 357,805
1.99% 3.64% 9.40% 0.00% 15.03%
Irrigation $ 10,070 $ 394,933 $ - $ - $ 405,003
Irrigation recovered effluent $ - $ (7324) % - $ - $ (7,324)
TOTALS $ 773588 $ 855,749 $ 548,376 $ 202,434 $ 2,380,147
Percentof Total  32.50%  35.95%  23.04%  8.51%  100.00%

Cummulative % 32.50% 68.46% 91.49% 100.00%



Pima Utility Company

Thomas Bourassa Direct Testimony
(Rate Base)

Exhibit TJB-RJ2
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Pima Utility Company

Thomas Bourassa Direct Testimony
(Rate Base)

Water Division
Schedules
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Pima UtilityCompany - Water Division
Test Year Ended December 31, 2010
Computation of Increase in Gross Revenue

Requirements As Adjusted

Fair Value Rate Base

Adjusted Operating Income

Current Rate of Return

Required Operating Income

Required Rate of Return on Fair Value Rate Base
Operating Income Deficiency

Gross Revenue Conversion Factor

Increase in Gross Revenue
Requirement

Adjusted Test Year Revenues

Increase in Gross Revenue Revenue Requirement
Proposed Revenue Requirement

% Increase

Customer
Classification

{Residential Commercial, Irrigation)
5/8x3/4 Inch Residential

1 Inch Residential
5/8x3/4 Inch Commercial
3/4 Inch Commercial
1 Inch Commercial
11/2Inch Commercial
2 Inch Commercial
lrrigation

Revenue Annualization
Subtotal

Other Water Revenues
Reconciling Amount
Rounding

Total of Water Revenues

SUPPORTING SCHEDULES:
B-1
C1
C-3
H-1

Exhibit
Rejoinder Schedule A-1
Page 1

Witness: Bourassa

$ 9,073,324

242 546

2.67%

$ 752,179

8.29%

$ 509,633

1.3979

$ 712,426

$ 1,977,627

$ 712,426

$ 2,690,054

36.02%
Present Proposed Dollar Percent
Rates Rates Increase Increase
$ 1274912 $ 1685953 $ 411,041 32.24%
116,781 149,026 32,244 27.61%
25,431 37,216 11,785 46.34%
1,819 2,855 1,036 56.95%
28,761 38,416 9,655 33.57%
10,567 15,295 4,727 44.74%
208,085 313,756 105,670 50.78%
317,458 446,468 129,010 40.64%
(6,142) (5,841) 301 -4.90%
$ 1977673 $ 2683,143 $ 705,470 35.67%
7,261 7,261 - 0.00%
(7,306) (351) 6,955 -95.20%
- 1 1 0.00%
$ 1977628 $ 2690054 $ 712,426 36.02%
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Pima UtilityCompany - Water Division
Test Year Ended December 31, 2010

Gross Utility Plant in Service
Less: Accumulated Depreciation

Net Utility Plant in Service

Less:

Advances in Aid of Construction
Contributions in Aid of Construction
Accumulated Amortization of CIAC

Customer Meter Deposits
Deferred Income Taxes & Credits

Plus:

Unamortized Finance

Charges

Deferred Tax Assets
Allowance for Working Capital

Total Rate Base

SUPPORTING SCHEDULES:

Summary of Rate Base

Exhibit
Rejoinder Schedule B-1
Page 1
Witness: Bourassa
Original Cost Fair Value
Rate base Rate Base
$ 14,571,659 $ 14,571,659
4,788,552 4,788,552
$ 9,783,107 $ 9,783,107
(0) (0)
1,056,007 1,056,007
(346,223) (346,223)
$ 9,073,324 $ 9,073,324

B-2
B-3
B-5
E-1




Line

Pima UtilityCompany - Water Division
Test Year Ended December 31, 2010
Original Cost Rate Base Proforma Adjustments

Gross Utility
Plant in Service

Less:
Accumuiated
Depreciation

Net Utility Plant
in Service

Less:
Advances in Aid of
Construction

Contributions in Aid of
Construction - Gross

Accumulated Amortization of CIAC

Customer Meter Deposits
Accumulated Deferred Income Tax

Plus:

Unamortized Finance
Charges

Prepayments

Materials and Supplies

Working capital

Total

SUPPORTING SCHEDULES:
B-2, pages 2
E-1

$

$

$

Actual
at
End of Proforma
Test Year Adjustment
14,546,128 25,531
4,788,169 383
9,757,959
374,236 (374,236)
632,418 423,589
(346,223) -

9,097,529

Exhibit

Rejoinder Schedule B-2
Page 1

Witness: Bourassa

Adjusted
atend
of
Test Year

$ 14,571,659

4,788,552

$ 9,783,107

©

1,056,007

(346,223)

$ 9,073,324

RECAP SCHEDULES:
B-1
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Pima UtilityCompany - Water Division
Test Year Ended December 31, 2010
B-2 Adjustment 1 - A
Capitalized Expenses

Plant
Acct Description Amount
307 Wells and Springs $ 3,902
311 Electric Pumping Equipment 5,937
333 Services 15,692
Total $ 25,531
Increase in Plant-in-Service $ 25,531

Reference/Supporting Schedule
Staff Rate Base Adjustment No. 1, Schedule CSB-4

Exhibit

Rejoinder Schedule B-2
Page 3.1

Witness: Bourassa
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Plant
Acct
307
311
333

Pima UtilityCompany - Water Division
Test Year Ended December 31, 2010

B-2 Adjustment 2 - A

Depreciation Related to Capitalized Expenses

Description

Wells and Springs $
Electric Pumping Equipment

Services

Total

Increase in Accumulated Depreciation

Reference/Supporting Schedule
Staff Rate Base Adjustment No. 2, Schedule CSB-5

Amount
3,902
5,937
15,692

Exhibit

Rejoinder Schedule B-2

Page 4.1

Witness: Bourassa
Depr
Rate Years Depreciation
3.00% 05 § 59
3.00% 05 89
3.00% 0.5 235

$ 383

$ 383
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Pima UtilityCompany - Water Division
Test Year Ended December 31, 2010
B-2 Adjustment 3
Reclassify AIAC to CIAC

Advances-in-aid of Construction related to bankrupt developer
Unrefunded AIAC related to bankrupt developer
Total

Increase (Decrease) in AIAC

Increase (Decrease) in CIAC

Reference/Supporting Schedule
RUCO Rate Base Adjustment No. 1, Schedule RBEM-6

Exhibit

Rejoinder Schedule B-2
Page §

Witness: Bourassa

$ 374,236
49,353

$ 423,589

$(374,236)

$ 423,589
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Pima UtilityCompany - Water Division Exhibit
Test Year Ended December 31, 2010 Rejoinder Schedule B-5
Computation of Working Capital Page 1

Witness: Bourassa

Line
No.
1 Cash Working Capital (1/8 of Allowance
2 Operation and Maintenance Expense) $ 87,231
3 Pumping Power (1/24 of Pumping Power) 10,519
4 Purchased Water (1/24 of Purchased Water) -
5 Prepaid Expenses
6
7
8
9  Total Working Capital Allowance $ 97,750
10
11
12 Working Capital Requested $ -
13
14
15
16
17 Adjusted Test Year
18  Total Operating Expense $ 1,735,082
19  Less:
20 income Tax $ 40,270
21 Property Tax 77,191
22  Depreciation 667,321
23  Purchased Water -
24  Pumping Power 252,453
25  Allowable Expenses $ 697,847
26  1/8 of allowable expenses $ 87,231
27
28
29 SUPPORTING SCHEDULES: RECAP SCHEDULES:
30 EA1 B-1
31
32
33
34
35
36
37
38
39
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Pima UtilityCompany - Water Division
Test Year Ended December 31, 2010
Income Statement

Exhibit

Rejoinder Schedule C-1
Page 1

Witness: Bourassa

Direct Rebuttal Proposed Adjusted
Adjusted Adjusted Rate with Rate
Results Adjustment Resuits Increase Increase
Revenues
Metered Water Revenues $ 1,970,366 $ - $ 1,970,366 $ 712,426 $ 2,682,792
Unmetered Water Revenues - - - -
Other Water Revenues 7,261 - 7,261 7,261
$ 1,977,627 $ - $ 1977627 $ 712,426 $ 2,690,054
Operating Expenses
Salaries and Wages $ 220,827 - $ 220,827 $ 220,827
Salaries and Wages - Off. and Dir. 90,294 (50,096) 40,198 40,198
Employee Pensions and Benefits 64,900 (1,040) 63,860 63,860
Purchased Water - - - -
Purchased P ower 252,453 - 252,453 252,453
Chemicals 16,721 - 16,721 16,721
Repairs and Maintenanc e 100,885 (29,489) 71,396 71,396
Office Supplies and Expense 67,321 (460) 66,861 66,861
Contractual Services - Engineering 5,283 (3,902) 1,381 1,381
Contractual Services - Accounting 3,067 - 3,067 3,067
Contractual Services - Legal 14,175 - 14,175 14,175
Contractual Services - Other 54,797 (415) 54,382 54,382
Contractual Services - Water Testing 18,737 (9,812) 8,925 8,925
Rents - Equipment 3,203 - 3,203 3,203
Transportation E xpenses 44,637 - 44,637 44,637
Insurance - Vehicle 17,464 - 17,464 17,464
Insurance - G eneral Liability 10,840 - 10,840 10,840
Insurance - Worker's Comp 1,009 - 1,009 1,009
Reg. Comm. Exp. 3,671 - 3,671 3,671
Reg. Comm. Exp. - Rate Case 50,000 (50,000) - -
Bad Debt Expense 4,766 - 4,766 4,766
Miscellaneous Expense 15,934 (6,354) 9,580 9,580
Depreciation Expense 686,998 (19,677) 667,321 667,321
Taxes Other Than Income 40,883 - 40,883 40,883
Property Taxes 83,358 (6,167) 77,191 9,541 86,732
Income Tax (27,157) 67,427 40,270 193,253 233,523
Total Operating Expenses $ 1,845,067 $ (109,986) $§ 1,735082 % 202,794 $ 1,937,876
Operating Income $ 132,560 $ 109,986 $ 242,546 $ 509,632 §$ 752,178
Other Income (Expense)
interest Income 48,219 - 48,219 48,219
Other income 1,254 - 1,254 1,254
Interest Expense (203,041) 66,693 (136,349) (136,349)
Other Expense (1,692) - (1,692) (1,692)
(758) - (758) (758)
Total Other Income (Expense) $ (156,017) $ 66,693 $ (89,325) § - $ (89,325)
Net Profit (Loss) $ (23,457) $ 176,678 $ 153,221 $ 509,632 § 662,853
SUPPORTING SCHEDULES: RECAP SCHEDULES:
C-1, page 2 A-1
E-2
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Line

No.

1

2

3

4 Revenues
5

6  Expenses
7

8  Operating
9 Income
10

11 Interest
12 Expense
13  Other
14 Income /
15 Expense
16

17  Net Income
18

19

20

21

22

23

24

25 Revenues
26

27 Expenses
28

29  Operating
30 income
31

32 Interest
33 Expense
34 Other
35 Income /
36 Expense
37

38 Net income
39

40

41

42

43

44

45

46 Revenues
47

48 Expenses
49

50 Operating
51 Income
52

53 Interest
54 Expense
§5 Other
56 Income /
57 Expense
58

59  Net Income

Pima UtilityCompany - Water Division
Test Year Ended December 31, 2010
Adjustments to Revenues and Expenses

Adjustments to Revenues and Expenses

Exhibit

Rejoinder S chedule C-2
Page 1

Witness: Bourassa

1 2 3 4 5 6 Subtotal
Depreciation Property Rate Case Salaries & Office Supplies Repairs &
Expense Taxes Expense Wages and Expense Maintenance
(19,677) (6,167) (50,000) (51,136) (460) (29,489) (156,929)
19,677 6,167 50,000 51,136 460 29,489 156,929
19,677 6,167 50,000 51,136 460 29,489 156,929
Adjustments to Revenues and Expenses
7 8 9 10 1" 12 Subtotal
Contractual Contractual Contractual Intentionally Intentionally
Services - Services - Services - Bank Left Left
Engineering Testing Other Eees Blank Blank
(3,902) (9,812) (415) (6,354) (177,413)
3,902 9,812 415 6,354 - - 177,413
3,902 9,812 415 6,354 - - 177,413
Adjustments to Revenues and Expenses
i3 14 15 16 17 8 Total
Intentionally Intentionally Intentionally Intentionally
Left Left Interest Income Left Left
Blank Blank Synch. Taxes Blank Blank
67,427 (109,986)
- - - (67,427) - - 109,986
66,693 66,693
- - 66,693 (67,427) - - 176,678
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Pima UtilityCompany - Water Division
Test Year Ended December 31, 2010
Adjustments to Revenues and Expenses
Adjustment Number 1

Depreciation Expense

Adjusted
Acct. Original Proposed
No. Description Cost Rates
301 Organization Cost - 0.00%
302 Franchise Cost - 0.00%
303 Land and Land Rights 97,637 0.00%
304  Structures and Improvements 315,125 3.33%
305 Collecting and Impounding Res. - 2.50%
306 Lake River and Other Intakes - 2.50%
307 Wells and Springs 610,601 3.33%
308 Infiltration Galleries and Tunnels - 6.67%
309 Supply Mains - 2.00%
310 Power Generation Equipment - 5.00%
311 Electric Pumping Equipment 2,269,738 12.50%
320 Water Treatment Equipment - 3.33%
320.1 Water Treatment Plant - 3.33%
320.2 Chemical Solution Feeders 58,255 20.00%
330 Dist. Reservoirs & Standpipe - 2.22%
330.1 Storage tanks 1,102,197 2.22%
330.2 Pressure Tanks 73,937 5.00%
331  Trans. and Dist. Mains 2,916,048 2.00%
333 Services 4,724,840 3.33%
334 Meters 923,202 8.33%
335 Hydrants 887,381 2.00%
336 Backflow Prevention Devices - 6.67%
339 Other Plant and Misc. Equip. - 6.67%
340 Office Furniture and Fixtures 4,239 6.67%
340.1 Computers and Software 28,479 20.00%
341 Transportation Equipment 61,635 20.00%
342  Stores Equipment - 4.00%
343 Tools and Work Equipment 134,506 5.00%
344  Laboratory Equipment - 10.00%
345 Power Operated Equipment 124,899 5.00%
346 Communications Equipment 238,939 10.00%
347 Miscellaneous Equipment - 10.00%
348 Other Tangible Plant - 10.00%
TOTALS $ 14,571,659
Gross CIAC Amort. Rate
Less: Amortization of Contributions $ 1,056,007 4.9733%

Total Depreciation Expense

Adjusted Test Year Depreciation Expense
Increase (decrease) in Depreciation Expense
Adjustment to Revenues and/or Expenses

SUPPORTING SCHEDULE
B-2, page 3

Exhibit

Rejoinder Schedule C-2
Page 2

Witness: Bourassa

Depreciation
Expense

10,494

20,333

283,717

11,651

24,469
3,697
58,321
157,337
76,903
17,748

283
5,696
12,327
6,725
6,245
23,894

$ 719,&39
$ (52,518)
$ 667,321
686,998
(19,677)
$ (19,677)



Pima UtilityCompany - Water Division Exhibit
Test Year Ended December 31, 2010 Rejoinder Schedule C-2
Adjustment to Revenues and Expenses Page 3
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Adjustment Number 2

Property Taxes

Witness: Bourassa

Test Year Company
DESCRIPTION as adjusted Recommended
Company Adjusted Test Year Revenues - 2007 $ 1,977,627 $ 1,977,627
Weight Factor 2 2
Subtotal (Line 1 * Line 2) 3,955,255 3,955,255
Company Recommended Revenue 1,977,627 2,690,054
Subtotal (Line 4 + Line 5) 5,932,882 6,645,309
Number of Years 3 3
Three Year Average (Line 5/ Line 6) 1,977,627 2,215,103
Department of Revenue Mutilplier 2 2
Revenue Base Value (Line 7 ® Line 8) 3,955,255 4,430,206
Plus: 10% of CWIP - 2010 - -
Less: Net Book Value of Licensed Vehicles 112,708 112,708
Full Cash Value (Line 9 + Line 10 - Line 11) 3,842,547 4,317,498
Assessment Ratio 20.0% 20.0%
Assessment Value (Line 12 ® Line 13) 768,509 863,500
Composite Property Tax Rate - Obtained from ADOR 10.0442% 10.0442%
Test Year Adjusted Property Tax Expense (Line 14 © Line 15) $ 77,191 $ 86,732
Tax on Parcels - -
Total Property Taxes (Line 16 + Line 17) $ 77,191
Test Year Property Taxes S 83,358
Adjustment to Test Year Property Taxes (Line 18 - Line 19) _$ (6,167)
Property Tax on Company Recommended Revenue (Line 16 + Line 17) $ 86,732
Company Test Year Adjusted Property Tax Expense (Line 18) $ 77,191
Increase in Property Tax Due to Increase in Revenue Requirement $ 9,541
Increase in Property Tax Due to Increase in Revenue Requirement (Line 24) $ 9,541
Increase in Revenue Requirement $ 712,426
Increase in Property Tax Per Dollar increase in Revenue (Line 26 / Line 27) 1.33923%



Line

Pima UtilityCompany - Water Division
Test Year Ended December 31, 2010
Adjustment to Revenues and Expenses
Adjustment Number 3

Rate Case Expense

Annual Rate Case Expense per Direct

Amount to include in operating expenses

Increase(decrease) Rate Case Expense

Adjustment to Revenue and/or Expense

REFERENCE
See Testimony

Exhibit

Rejoinder Schedule C-2
Page 4

Witness: Bourassa

$ 50,000

$ 50,000
$ 50,000



Pima UtilityCompany - Water Division
Test Year Ended December 31, 2010
Adjustment to Revenues and Expenses
Adjustment Number 4

Salaries and Wages - Offices and Directors

Line
No.
1
2 Proposed Salaries and Wages for Officers and Directors
3
4  Test Year Salaries and Wages - Officers and Directors
5
6 Increase (decrease) in Salaries and Wages - Officers and Directors
7
8 Proposed Payroll Burden
9 Proposed Salaries and Wages $ 40,198
10 Burden Rate 2.085440%
11 Proposed Payroll Burden
12
13 Test Year Payroll Burden
14
15 Increase (decrease) in Employee Pensions and Benefits
16
17
18
19 Adjustment to Revenue and/or Expense
20
21
22
23
24
25
26
27
28

29 REFERENCE
30 Testimony

$ 40,198
$ 90,294
$ 50,096
$ 838
1,878
$ (1,040)
$ 51,136

Exhibit

Rejoinder Schedule C-2
Page 5

Witness: Bourassa
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Pima UtilityCompany - Water Division
Test Year Ended December 31, 2010
Adjustment to Revenues and Expenses
Adjustment Number 5

Office Supplies and Expense

Remove coffee service expense

Increase (decrease) in Office Supplies and Expense

Adjustment to Revenue and/or Expense

REFERENCE/SUPPORTING SCHEDULES
Staff Adjustment No. 4, Schedule CSB-11

Exhibit

Rejoinder Schedule C-2
Page 6

Witness: Bourassa

460

460

460
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Pima UtilityCompany - Water Division
Test Year Ended December 31, 2010
Adjustment to Revenues and Expenses
Adjustment Number 6

Repairs and Maintenance

Remove capitalized expenses from Repairs and Maintenance
Normalization adjustment for tree removal costs
Total

Increase (decrease) in Repairs and Maintenance

Adjustment to Revenue and/or Expense

REFERENCE/SUPPORTING SCHEDULES
Staff Adjustment No. 3, Schedule CSB-10

Exhibit

Rejoinder Schedule C-2
Page 7

Witness: Bourassa

$ 21,629
7,860
$ 29,489
$ (29,489)
$ (29,489)



Line
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Pima UtilityCompany - Water Division
Test Year Ended December 31, 2010
Adjustment to Revenues and Expenses
Adjustment Number 7

Contractual Services - Engineering

Remove capitalized expenses from Contractual Services - Eng.

Increase (decrease) in Contractual Services - Eng.

Adjustment to Revenue and/or Expense

REFERENCE/SUPPORTING SCHEDULES
Staff Adjustment No. 5, Schedule CSB-12

$ 3,902

$ (3,902)

$ (3,902

Exhibit

Rejoinder Schedule C-2
Page 8

Witness: Bourassa



Line

Pima UtilityCompany - Water Division
Test Year Ended December 31, 2001
Adjustment to Revenues and Expenses
Adjustment Number 8

Contractual Services - Testing

Staff Recommended Testing Expenses
Test Year Testing Expenses

Increase (decrease) in Testing Expense

REFERENCE/SUPPORTING SCHEDULES

Staff Adjustment No. 6, Schedule CSB-13

Exhibit

Rejoinder Schedule C-2
Page 9

Witness: Bourassa

$ 8,925
$ 18,737
$ (9.812)
$ (9.812)



Line
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Pima UtilityCompany - Water Division
Test Year Ended December 31, 2010
Adjustment to Revenues and Expenses
Adjustment Number 9

Contractual Services - Other

Remove expenses from Contractual Services -Other

Increase (decrease) in Contractual Services - Other

Adjustment to Revenue and/or Expense

REFERENCE/SUPPORTING SCHEDULES
Staff Adjustment No. 7, Schedule CSB-14

415

415

415

Exhibit

Rejoinder Schedule C-2
Page 10

Witness: Bourassa




Line

— 2

Pima UtilityCompany - Water Division
Test Year Ended December 31, 2010
Adjustment to Revenues and Expenses
Adjustment Number 10

Miscellaneous Expense

WW Division bank fees recorded on Water Division's books

Increase (decrease) in Miscellaneous Expense

Adjustment to Revenue and/or Expense

REFERENCE/SUPPORTING SCHEDULES
RUCO Adjustment No. 6, Schedule RBM-15

Exhibit

Schedule C-2
Page 11

Witness: Bourassa

$ 6,354

$ (6,354)

$ (6,354)



Pima UtilityCompany - Water Division Exhibit

Test Year Ended December 31, 2010 Rejoinder Schedule C-2
Adjustment to Revenues and Expenses Page 12
Adjustment Number 1§ Witness: Bourassa

Interest Synchronization

Line

Fair Value Rate Base $ 9,073,324

Weighted Cost of Debt 1.50%

Interest Expense $ 136,349

Test Year Interest Expense $ 203,041

Increase (decrease) in Interest Expense (66,693)
Adjustment to Revenue and/or Expense $ 66,693

Weighted Cost of Debt Computation

Weighted
Amount Percent Cost Cost
Debt $ 8,370,000 35.36% 4.25% 1.50%
Equity $ 15,301,736 64.64% 10.50% 6.79%
Total $ 23,671,736 100.00% 8.29%

WNPNMNMNMNMNMNNMMNDNMNMMMNA A A @A bd
COONONRWN-_OW®~NO®OWM Aum—xo“’m\‘o’m#w'\’—‘lp



Pima UtilityCompany - Water Division Exhibit

Test Year Ended December 31, 2010 Rejoinder Schedule C-2
Adjustment to Revenues and/or Expenses Page 13
Adjustment Number 16 Witness: Bourassa
Line
No.
1 Income Tax Computation
2
3 Test Year Adjusted
4 Adjusted with Rate
5 Results Increase
6 Revenue $ 1,977,627 $ 2,690,054
7  Operating Expenses Excluding Income Taxes 1,694,812 1,704,353
8 Synchronized Interest 136,349 136,349
9
10 Income Before Taxes $ 146,467 $ 849,352
11
12 Arizona Income Before Taxes $ 146,467 $ 849,352
13
14 Less: Effective Arizona Income Tax $ 6,479 $ 37,573
15 Rate= 4.4237% '
16
17
18
19
20 Federal Income Before Taxes $ 146,467 $ 849,352
21
22 Less Arizona Income Taxes $ 6,479 $ 37,573
23
24 Federal Taxable Income $ 139,988 $ 811,780
25
26
27
28 FEDERAL INCOME TAXES:
29 Effective Federal Tax Rate = 24.1383% ' $ 33,791 $ 195,950
30
31
32
33
| 34
35 Federal Income Taxes $ 33,791 $ 195,950
36
37
38 Total Income Tax $ 40,270 $ 233,523
39
40 Overall Tax Rate 27.49% 27.49%
41
42 Income Tax $ 40,270 $ 233,523
43 Test Year Income tax Expense (27,157) 40,270
44 Adjustment to Income Tax Expense 3 67,427 $ 193,253
45 - -
46

47 ' See work papers/testimony



Line
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14

16

17

18
19
20
21

22
23
24
25
26
27
28
29
30
31

32
33
34
35
36
37
38
39
40

Pima UtilityCompany - Water Division
Test Year Ended December 31, 2010
Computation of Gross Revenue Conversion Factor

Description
Combined Federal and State Effective Income Tax Rate

Property Taxes

Total Tax Percentage

Operating Income % = 100% - Tax Percentage

1 = Gross Revenue Conversion Factor

Operating Income %

SUPPORTING SCHEDULES:
C-3, page 2

Exhibit

Rejoinder Schedule C-3
Page 1

Witness: Bourassa

Percentage
of
Incremental
Gross
Revenues
27.494%

0.971%

28.465%

71.535%

1.3979

RECAP SCHEDULES:
A-1



Pima UtilityCompany - Water Division Exhibit
Test Year Ended December 31, 2010 Rejoinder Schedule C-3
Page 2
Witness: Bourassa
GROSS REVENUE CONVERSION FACTOR

Line ®w ® ©) (] [E) [F]
No. Description
Calculation of Gross Revenue Conversion Factor:
1 Revenue 100.0000%
2 Uncollecible Factor (Line 11) 0.0000%
3 Revenues (L1-L2) 100.0000%
4 Combined Federal and State Income Tax and Property Tax Rate (Line 23) 28.4652%
5 Subtotal (L3 - L4) 71.5348%
6 Revenue Conversion Factor (L1/L5) 1.397921
Calculation of Uncollectible Factor;
7 Unity 100.0000%
8 Combined Federal and State Tax Rate (Line 17) 27.4942%
2 One Minus Combined Income Tax Rate (L7 -L8) 72.5058%
10 Uncollectible Rate 0.0000%
11 Uncoilectible Factor (L9*L10) 0.0000%
Calculation of Effective Tax Rate:
12 Operating Income Before Taxes (Arizona Taxable Income) 100.0000%
13 Arizona State Income Tax Rate 4.4237%
14 Federal Taxable Income (L12 - L13) 95.5763%
15 Applicable Federal Income Tax Rate (Line 54) 24.1383%
16 Effective Federal Income Tax Rate (L14 x L15) 23.0705%
17 Combined Federal and State Income Tax Rate (L13 +L186) 27.4942%
Calculation of Effective Property Tax Factor
18 Unity 100.0000%
19 Combined Federal and State income Tax Rate (L17) 27.4942%
20 One Minus Combined Income Tax Rate (L18-L18) 72.5058%
21 Property Tax Factor 1.3392%
22 Effective Property Tax Factor (L20"L21) 0.9710%
23 Combined Federal and State Income Tax and Property Tax Rate (1.17+L22 28.4652%

24 Required Operating Income $ 752,17¢
25 AdjustedTest Year Operating Income (Loss) $ 242 548
26 Required Increase in Operating Income (L24 - L25) $ 509,833
27 Income Taxes on Recommended Revenue (Col. (E), L52) $ 233,523
28 Income Taxes on Test Year Revenue (Col. F), L52) $ 40,270
29 Required Increase in Revenue to Provide for Income Taxes (L27 - L28) $ 193,263
30 F R qui $ 2,690,054
31 Uncollectiblie Rate (Line 10) 0.0000%
a2z \ i on Rev (L30*L31) $ -
33 Adijusted Test Year Uncollectible Expense $ -
34 qui n to Provide for | Exp. $ -
35 Property Tax with Recommended Revenue $ 86,732
36 Property Tax on Test Year Revenue $ 77191
37 Increase in Property Tax Due to Increase in Revenue (L35-L36) $ 9,541
38 Total Required Increase in Revenue (L26 + 129 + L37, $ 712,427
*) ®) ©) ®) E] [F}
Test Year Company Recommended
Total Total
Calculation of Income Tax; Pima UtilityCompany - Water Division Pima UtilityCompany - Water Division
39 Revenue $ 1,077,627 § 1,977,627 $ 2,690,054 | $ 2,690,054
40 Operating Expenses Excluding income Taxes $ 1694812 § 1,604,812 $ 1,704,353 | § 1,704,353
41 Synchronized Interest (L58) $ 136,349 8 136,349 8 - $ 136,349 § 136,349
42 Arizona Taxable Income (L39 - L40 - L41) $ 146,467 | $ 146,467 | 8 - $ 848,353 § 849,353 | $ -
43 Arizona State Effective Income Tax Rate (see work papers) 4.4237%] 4.4237%) 4.4237% 4.4237%| 4.4237%) 4.4237%|
44 Arizona Income Tax (L42 x L43) $ 8479 |$ 64798 - $ 37573|$ 37,573| $ -
45 Federal Taxable Income (.42 - L44) $ 139,988 | $ 139,988 | $ - $ 811,781 $ 811,781 § .
46 Effective Tax Rate (see work papers) 24.1383%) 24.1383% 24,1383%) 24.1383%)
47 Federal Income Tax (L45 x 1L.46) $ 33791 | $ 33,791 $ 195,950 | § 195,950
48 $ - $ -
49 $ - $ -
50 $ - $ .
51 Total Federal Income Tax $ 33,7911 8 33,7918 - $ 195,950 | $ 195,950 | $ -
52 Combined Federal and State Income Tax (L35 + L42) $ 40,270 § 40270[$ - $ 2335231 8 233,523 | § -
53 COMBINED Applicable Federal income Tax Rate [Col. [D], L51 - Col. [A], L51] / [Col. [D], L45 - Col. [A], L4S 24.1383%
54 WATER Applicable Federal Income Tax Rate [Col. {E], L51 - Col. [B], L51}/ [Col. {E], L.45 - Col. [B], L4E 24.1383%
85
Calculation of interest ization: N/A

56 Rate Base $ 9,073,324 | $ -
57 Weighted Average Cost of Debt 1.5027%) 0.0000%)
58 Synchronized Interest (L56 x L57) $ 136349 8 -
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Pima Utility Company - Water Division
Test Year Ended December 31, 2010

COMMODITY - DEMAND METHOD FUNCTION FACTORS

Plant and Depreciation Expense Allocations Functions

Description
Wells
Pumps & Equipment
Trans. & Dist. Mains
Structures & Improv.
Land
Customer
Services
Meters
Fire Hydrants
Transportation Equip.
Office Furniture
Communication Equip.

Water Treatment Equip.

Total
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00

Demand Commodity Customer
0.80 0.20
0.80 0.20
0.90 0.10
1.00
1.00
1.00
1.00
1.00
1.00
0.25 0.75
1.00
0.25 0.75
0.10 0.90

Exhibit

Rejoinder Schedule G-7
Page 2

Witness: Bourassa
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Pima Utility Company - Water Division Exhibit
Test Year Ended December 31, 2010 Rejoinder Schedule G-7
Cost of Service Study, Using Commaodity Demand Method Page 3

Development of Class Allocation Factors Witness: Bourassa

COMMODITY ALLOCATION FACTOR

DEMAND ALLOCATION FACTOR

Equivalent
(a) Number Number
Total Gallons Percent of Meters Equiv- of Meters Percent
(in 1,000's) of Meter and/or alent and/or of
Meter Size In Test Year Total Size Services Weight Services Total
5/8" x 3/4" 768,141 44.27% 5/8" x 3/4" 9,805 1.0 9,805 83.31%
3/4" 1,511 0.09% 3/4" 4 1.5 6 0.05%
1" 94,602 5.45% 1" 267 25 668 5.67%
1-1/2" 7,359 0.42% 1-1/2" 11 5.0 55 0.47%
2" 44,617 2.57% 2" 97 8.0 776 6.59%
3" - 0.00% 3" - 16.0 0 0.00%
4" - 0.00% 4" - 25.0 0 0.00%
6" - 0.00% 6" - 50.0 0 0.00%
8" - 0.000% 8" - 80.0 0 0.00%
Irrigation 818,738 47.190% Irrigation 4 115.0 460 3.91%
Totals 1,734,968 100.00% Totals 10,188 11,770 100.00%
CUSTOMER ALLOCATION FACTOR SERVICES ALLOCATION FACTOR (b)
Percent Number Install- Weighted Percent
Meter Number of Meter of ation Number of
Size of Meters Total Size Services Cost Services Total
5/8" x 3/4" 9,805 96.24% 5/8" x 3/4" 9,805 $ 445.00 4,363,225 95.00%
3/4" 4 0.04% 3/4" 4 445.00 1,780 0.04%
1" 267 2.62% 1" 267 495.00 132,165 2.88%
1-1/2" 11 0.11% 1-1/2" 11 550.00 6,050 0.13%
2" 97 0.95% 2" 97 830.00 80,510 1.75%
3" - 0.00% 3" 0 1,165.00 0 0.00%
4" - 0.00% 4" 0 1,670.00 0 0.00%
6" - 0.00% 6" 0 2,330.00 0 0.00%
8" - 0.00% 8" 0 2,330.00 0 0.00%
Irrigation 4 0.04% Irrigation 4 2,330.00 9,320 0.20%
Totals 10,188 100.00% Totals 10,188 4,593,050 100.00%
METER ALLOCATION FACTOR (b)
Weighted Percent
Meter Number Meter Dollars of
Size of Meters Cost of Meters Total
5/8" x 3/4" 9805 $§ 155.00 1,519,775 83.43%
3/4" 4 255.00 1,020 0.06%
1" 267 315.00 84,105 4.62%
1-1/2" 1 525.00 5,775 0.32%
2" 97 1,890.00 183,330 10.06%
3" 0 2,545.00 0 0.00%
4" 0 3,645.00 0 0.00%
6" 0 6,920.00 0 0.00%
8" 0 6,920.00 0 0.00%
10" 4 6,920.00 27,680 1.52%
Totals 10,188 1,821,685 100.00%

(a) Includes customer and gallon sold annualization.

(b) Meter and Service Line cost from Arizona Corporation Commission Memo of February 21, 2008
from Marlin Scott, Jr.. Meter costs based on compound meters. Cost of service line and
meter is based on costs aliowed for a compound meter installation.
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Pima Utility Company

Thomas Bourassa Direct Testimony
(Rate Base)

Wastewater Division
Schedules
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Pima UtilityCompany - Wastewater Division
Test Year Ended December 31, 2010
Computation of Increase in Gross Revenue

Requirements As Adjusted

Fair Value Rate Base

Adjusted Operating Income

Current Rate of Return

Required Operating Income

Required Rate of Return on Fair Value Rate Base
Operating Income Deficiency

Gross Revenue Conversion Factor

Increase in Gross Revenue
Requirement

Adjusted Test Year Revenues

Increase in Gross Revenue Revenue Requirement
Proposed Revenue Requirement

% Increase

Customer
Classification

(Residential Commercial, Irrigation)
5/8x3/4 Inch Residential

1 Inch Residential
5/8x3/4 Inch Commercial
3/4 Inch Commercial
1 Inch Commercial
1 1/2 Inch Commercial
2 Inch Commercial
Effluent

Revenue Annualization
Subtotal

Other Water Revenues
Reconciling Amount
Rounding

Total of Water Revenues

SUPPORTING SCHEDULES:
B-1
C-1
C-3
H-1

Exhibit

Rejoinder Schedule A-1

Page 1
Witness: Bourassa

$ 9,832,800

517,362

5.26%

$ 815,139

8.29%

$ 297,777

1.3979

$ 416,275

$ 3,096,775

$ 416,275

$ 3,513,050

13.44%

Present Proposed Dollar Percent

Rates Rates Increase Increase
$ 2658546 $ 3,044,035 $ 385,489 14.50%
145,477 166,571 21,094 14.50%
6,410 7,339 929 14.50%
$ 1,272 § 1,456 184 14.50%
16,909 19,361 2,452 14.50%
12,672 14,509 1,837 14.50%
115,770 132,557 16,787 14.50%
121,512 109,907 (11,605) -9.55%
13,363 11,981 (1,382) -10.34%
$ 3,091,931 $ 3,507,716 $ 415,785 13.45%
6,030 6,030 - 0.00%
(1,186) (696) 490 -41.32%
- 0.00%
$ 309,775 $ 3,513,050 § 416,275 13.44%
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Pima UtilityCompany - Wastewater Division
Test Year Ended December 31, 2010

Summary of Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation

Net Utility Plant in Service

Less:

Advances in Aid of Construction

Contributions in Aid of Construction

Accumulated Amortization of CIAC

Customer Meter Deposits
Deferred Income Taxes & Credits

Plus:

Prepayments

Materials and Supplies
Allowance for Cash Working Capital

Total Rate Base

SUPPORTING SCHEDULES:

B-2
B-3
B-6
E-1

Exhibit
Rejoinder Schedule B-1
Page 1
Witness: Bourassa
Original Cost Fair Value
Rate base Rate Base
$ 22,039,554 $ 22,039,554
11,503,741 11,503,741
$ 10,535,813 $ 10,535,813
0) @
1,281,106 1,281,106
(578,093) (578,093)
$ 9,832,800 $ 9,832,800
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Pima UtilityCompany - Wastewater Division
Test Year Ended December 31, 2010
Original Cost Rate Base Proforma Adjustments

Gross Utility
Plant in Service

Less:
Accumulated
Depreciation

Net Utility Plant
in Service
Less:
Advances in Aid of

Construction

Contributions in Aid of
Construction - Gross

Accumulated Amortization of CIAC

Customer Meter Deposits
Accumulated Deferred income Tax

Plus:

Prepayments
Materials and Supplies
Allowance for Cash Working Capital

Total

SUPPORTING SCHEDULES:
B-2, pages 2
E-1

Actual
at
End of Proforma
Test Year Adjustment
$ 22,055,018 (15,465)
11,546,833 (43,092)
10,508,186
285,313 (285,313)
937,694 343,412
(578,093) -

9,863,272

Exhibit

Rejoinder Schedule B-2
Page 1

Witness: Bourassa

Adjusted
at end
of
Test Year

$ 22,039,554

11,503,741

3 10,535,813

©

1,281,106

(578,093)

$ 9,832,800

RECAP SCHEDULES:
B-1
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Pima UtilityCompany - Wastewater Division Exhibit

Test Year Ended December 31, 2010 Rejoinder Schedule B-2
B-2 Adjustment 1 - A Page 3.1
Capitalized Expenses Witness: Bourassa
Line Plant
No. Acct Description Amount
1 371.1  Pumping Equipment - Lift Stations § 9,179
2 380 Treatment & Disposal Equipment 13,212
3
4
5 Total $ 22,391
6
7
8 Increase in Plant-in-Service $ 22,391
9
10
11
12
13
14

15

16 Reference/Supporting Schedule
17 Staff Rate Base Adjustment No. 2, Schedule CSB-4

18
19
20
21
22
23
24
25
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9

10
11

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

Pima UtilityCompany - Wastewater Division

Test Year Ended December 31, 2010

B-2 Adjustment 1 - B
Prior Rate Case Plant

Plant

Acct Description Amount
371.1  Pumping Equipment - Lift Stations $ (22,507)
371.3 Pumping Equipment - Recharge Wells (10,665)
375 Reuse Transmission and Distribution (3,260)
393  Tools, Shop & Garage Equipment (1,423)
Total $ (37,856)
Increase in Plant-in-Service $ (37,856)

Reference/Supporting Schedule
RUCO Rate Base Adjustment No. 1, Schedule TJC-3

Exhibit

Rejoinder Schedule B-2
Page 3.2

Witness: Bourassa
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Pima UtilityCompany - Wastewater Division
Test Year Ended December 31, 2010
B-2 Adjustment 2 - A
Depreciation Related to Capitalized Expenses

Line  Plant
Acct Description Amount
3711 Pumping Equipment - Lift Station $ 9,179
380  Treatment & Disposal Equipment 13,212
Total

Increase in Accumulated Depreciation

N = A ) cn.hwm—\_‘;z

16

16 Reference/Supporting Schedule
17 RUCO Rate Base Adjustment No. 3, Schedule TJC-6

18
19
20
21
22
23
24
25

Exhibit

Rejoinder Schedule B-2
Page 4.1

Witness: Bourassa

Rate Years Depreciation

Depr
10.00% 0.5
5.00% 0.5
0.5

$ 459
330

$ 789

$ 789



Pima UtilityCompany - Wastewater Division Exhibit

Test Year Ended December 31, 2010 Rejoinder Schedule B-2
B-2 Adjustment2 - B Page 4.2
Prior Rate Case Plant Witness: Bourassa
Line Plant
No. Acct Description Amount

1 371.1  Pumping Equipment - Lift Stations $ (28,400)

2 371.3 Pumping Equipment - Recharge Wells (12,973)

3 375 Reuse Transmission and Distribution (1,123)

4 393  Tools, Shop & Garage Equipment (1,423)

5

6 Total $ (43,920)

7

8

9 Increase in Plant-in-Service $ (43,920)

10

11

12

13

14

15

16

17 Reference/Supporting Schedule
18 RUCO Rate Base Adjustment No. 1, Schedule TJC-3

19
20
21
22
23
24
25
26




Line
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Pima UtilityCompany - Wastewater Division
Test Year Ended December 31, 2010
B-2 Adjustment 3
Reclassify AIAC to CIAC

Advances-in-aid of Construction related to bankrupt developer
Unrefunded AIAC related to bankrupt developer

Total

Increase (Decrease) in AIAC

Increase (Decrease) in CIAC

Reference/Supporting Schedule
RUCO Rate Base Adjustment No. 2, Schedule TJC-5

Exhibit

Rejoinder Schedule B-2
Page 6§

Witness: Bourassa

$ 285,313
58,099

$ 343,412

$(285,313)

$ 343,412



Pima UtilityCompany - Wastewater Division Exhibit
Test Year Ended December 31, 2010 Rejoinder Schedule B-5
Computation of Working Capital Page 1
Witness: Bourassa

Line

Cash Working Capital (1/8 of Allowance

Operation and Maintenance Expense) $ 145,812
Pumping Power (1/24 of Pumping Power) 5,597
Purchased Water (1/24 of Purchased Water) -

Total Working Capital Allowance $ 151,409
Working Capital Requested $ -
Adjusted Test Year
Total Operating Expense $ 2,579,413
Less:
Income Tax $ 140,153
Property Tax 124,635
Depreciation 1,013,793
Purchased Water -
Pumping Power 134,337
Allowable Expenses $ 1,166,495
1/8 of allowable expenses $ 145,812

SUPPORTING SCHEDULES: RECAP SCHEDULES:
E-1 B-1

WWWWWWWWONRNRNRNNNMNNRNRONDN S22 3202 =
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Pima UtilityCompany - Wastewater Division
Test Year Ended December 31, 2010
Income Statement

Exhibit

Rejoinder Schedule C-1
Page 1

Witness: Bourassa

Test Year Test Year Proposed Adjusted
Book Adjusted Rate with Rate
Results Adjustment Results Increase Increase
Revenues
Flat Rate Revenues $ 2,997,389 $ - $ 2997389 $ 416,275 $ 3,413,664
Metered Revenues 93,356 - 93,356 93,356
Other Revenues 6,030 - 6,030 6,030
$ 3,096,775 $ - $ 3,096,775 $ 416,275 $ 3,513,050
Operating Expenses
Salaries and Wages $ 345644 - $ 345,644 $ 345,644
Salaries and Wages - Off. and Dir. 90,294 (50,096) 40,198 40,198
Employee Pensions and Benefits 115,720 (1,040) 114,680 114,680
Purchased Power 134,337 - 134,337 134,337
Chemicals 84,059 - 84,059 84,059
Materials and Supplies 184,532 (22,391) 162,141 162,141
Office Supplies and Expense 188,906 (460) 188,446 188,446
Contractual Services - Engineering 20,305 (19,524) 781 781
Contractual Services - Accounting 3,067 - 3,067 3,067
Contractual Services - Legal 108 - 108 108
Contractual Services - Other 61,500 (7,138) 54,362 54,362
Contractual Services - Water Testing 15,729 12,157 27,886 27,886
Rents - Equipment 698 - 698 698
Transportation Expenses 28,808 - 28,808 28,808
Insurance - Vehicle 3,067 - 3,067 3,067
Insurance - General Liability 20,916 - 20,916 20,916
Insurance - Worker's Comp 222 - 222 222
Reg. Comm. Exp. - - - -
Reg. Comm. Exp. - Rate Case 50,000 (50,000) - -
Bad Debt Expense 9,509 - 9,509 9,509
Miscellaneous Expense 2,174 6,354 8,528 8,528
Depreciation Expense 1,010,700 3,093 1,013,793 1,013,793
Amortization of Deferred Operating Costs 62,925 - 62,925 62,925
Taxes Other Than Income 10,449 - 10,449 10,449
Property Taxes 125,916 (1,281) 124,635 5,581 130,216
Income Tax 85,405 54,748 140,153 112,917 253,070
Total Operating Expenses $ 2654991 $ (75,578) $ 2,579,413 § 118,498 § 2,697,911
Operating income $ 441,784 $ 75,578 § 517,362 $ 297,777 § 815,139
Other Income (Expense)
Interest Income 97 - 97 97
Other income 52 - 52 52
Interest Expense (220,131) 72,370 (147,762) (147,762)
Other Expense (1,639) - (1,639) (1,639)
Gain/Loss Sale of Fixed Assets - - - -
Total Other Income (Expense) $  (221,621) $ 72,370 $ (149,251) $ - $  (149,251)
Net Profit (Loss) $ 220,163 $§ 147,948 $ 368,111 $ 297,777 _ 8 665,888
SUPPORTING SCHEDULES: RECAP SCHEDULES:

C-1, page 2
E-2

A-1




¢d VA4

20 o
-SIMNAZHIS ONILEOddNS S
144
8E1L 3 (1G1'2)) $ vesel  $ 16See ogv $ oel'ls ¢ 000'0S 182°1 (e60'¢) § eo1'0zz__$ (sso7)oadIeN v
- $ - $ - $ - - s - - $ - - (lz91ze) _$ (esuadxa) swosul o0 1101 Z¥
- sjossy paxid Jo Seg ssoueD 84
(6£9'1) asuadx3 Joylo ov
(1£1'022) osuadx3 jsasa| 6c
A awooul JBYO 8¢
16 aLoou| Jsasa)u| 1>
{esuadx3) swoouysolp0 9¢
8ELL $ (G121 ¢ ves'eL  $ iee'zz $ oov $ 9ELIS  $ 000'0§ $ 182’4 $ (es0'¢) $ vel'ivk ¢ awoou| Bupesedo e
(geL’s) $ 16121 $ (pzs'el) ¢ (i6cee)  $ (099) ¢ (oe1°15) ¢ (oo0'0s) $ (sz'1) $ €60'C $ 1664592 § sesuedx3 BunesedQ jejoL  ve
€€
Sov'se Xe| awoou| Z€
(1sz't) 9le'szL sexe] Apadoid 13
6¥b'0L au00u| UBY] JOYO SOXEe] o¢
62629 sis09 "dO pausseq Jo uoheziiowy 62
€60'€ 00£'010°} asuadx3 uojepaideq 8z
174% 4 asuadx3 shoauejjsosIy Fx4
605°6 asuadx3 1q2Q peq 9z
(000'0%) 000'0S ase) djey - "dx3 ‘wwo) "bay [or4
- dx3 ‘wwo) Hay 174
222 dwo? s eNOA - BoUBINSU o d
916'0C Apgen essuag) - soueInsu| [44
190'e SPIYSA - doueINsSy| 74
809'8¢ sesuadx3 uonepodsues | 174
869 swdinb3 - sjuey 6l
51°21 62.'Sl Bupise] JOIEM - SBOINBS NjUOD sl
(ge1's) 005'19 Jay)Q - sed1Meg [enoRALCD 1l
30} |efe - seoiAieg enoEUOD 9l
190'c Bununaooy - SIIAISG [BNPRILOD Sl
(zs'sl) 50€'02 Buusauibu3 - Sa0IASS [ENPBHUOD b1
(oov) 906'88} asuadx3 pue se|ddng 2010 el
(16€'22) Ze6'v81 seyddng pue sjeuaiey z
650'78 sied1way) b
Lee'vel 189M0d paseyoind o1
(ov0't) 0zL'StL SjyeUag pue suoisuad dakoidwg 6
(960'05) $62'06 "3 pue 3O - sebep pue seuejes 8
wo'she $ sebep pue seuejes L
sosuadx3y Bupesadg g
- $ - $ - s - $ - $ - $ - | $ - $ su'oe0't § S
0£0'9 SaNUBA3Y JaY10 1
95€'€6 senusasy passle e
68¢'.66'C ¢ SaNUaARY siey je|d Z
SANUIAMY I
8yj0 BupseL Bulsauibug Soqddng pue  asuedxy pue Sabepy S5uadx osen soxe] topepaidag SYnssyY “ON
- SA0IARS - Sa0INIBS - S3oI098 sjeuaje saddng soys0 % seuees ajey Auadoud yoog aury
|enjoenuod) lenjoenuod)  |enoeluc) JesA 1seL
[} g z 9 g ¥ £ k4 T <<<<<136Y1

BSSEINOY SSBUJIM
1'Z obed
1-0 8Inpaydsg Japujofey

JuRWelelS SWooU|
0102 ‘1€ Jequia0a( pspul JesA Jsa
uoisIAIg Jejemalsep - AuedwodAnn eund




| abed ‘|-
SIINAIHDS dvoTd

888'699 $ 111162 J11°89€ (8¥2'vS) 0.€'2L 3 - $ - § - $ (se'9) 4
(1ggebl) ¢ - (15z'sv1) - 3 0.€7ZL $ - [ 5 - 4 - g
(6£9°1) (6€9°1)
(292'L¥1) (292'i¥1) oLe'cL
[AY] 2S
16 16
6EL'GI8 $ 12067 $ ToELlS ¢ (Bwl'vS) §¢ - $ $ $ - $ - $ - $ (rse'9) $
116°2692 $ 86¥'8LL $ ELV'6I5T $ 8PLVS $ - $ $ $ - $ - $ - $ pse9 $
0L0°'eSC L16'2h1 €sLovs 8vL'vS
91z'0¢l 18G'G Ge9'vel
6¥¥'oL 6¥1'0L
G26'29 §26'29
€6L'€10°L €6L'€10°)
825'8 825'8 $5e'9
6056 605'6
2z (444
916'02 916'02
190'e 190°¢
808'8Z 808'8Z
869 869
988'12 988'12
29¢'¥S 2985
801 801
190°¢ 190°¢
184 18L
ov¥'esl ovv'esl
W29l wL'zol
650'¥8 650'¥8
Le€'vel LE€'VEL
089'vi1 089'vi1
8610V 8610V
yro'Sre $ Pro'she $
0G0'€lS'e $ SlZ9ly $ 6Lr'960C § - $ - $ $ $ - $ - $ - $ b $
0€0'9 0£0'9
95€'e6 95€'e6
yo9'el¥'e $ GLZOl ¢ 688L66C $

aseanu| aseany] Synsey XE} owiooU] UONEZIUOI(IOUAS Sueg Suelg Nueig Suelg Nuelg S84

ajley pm ajey pajsnipy 1sal9)ui we ue ¥ ¥ D] jueg

paisnipy pasodoid Jes) 159 Ajeuonuayyy  Ajeuopusiu]  Ajeuoyuajul Ajeuonueyu Alreuonuaju)

s St St I £ E43 m ot

esselnog SSSUjIMA
Z'z ebed

}-0 8jnpayog Jeputofey
HqIyx3

¢3 A4
<0 )4
‘$3INA3HIS ONILHOddNS 14

(sso1) oad 1eN  ¢F

(esuadx3) swoou) J8y3Q |B10L 2P
Sjassy paxid Jo ajeg ssoq/ule 154
asuadx3 JaYI0 oy

asuadx3 1sale) 6¢
awiooul JaYlo 8¢
awooy| Jsase] e

(asuadx3) swosuj 18410 9¢
awodu) bugesed) ce
sosuadx3 BunesadQ [ej0l  $¢

€e

Xe] aloou| €

saxe] Apadoid 1€

BLIOOU| UBY JOYIQ Saxe] 0e

1509 "dO paweje( Jo uopeZRIOWY 62
asuadx3 uopepaidag 8z

asuadx3 snosuejaosiy Ix4

asuadx3 19aQq peg 9z

ase) ajey - 'dx3 ‘wwo) ‘bay (4
“dx3 ‘wwo) ‘Boy ¥2

dwio) s eyIoM - souBINSU| [5r4
Alger eseusg - aoueInsu) 22
SPIYSA - aouBINSU| ¥4
sasuadx3 uonepodsuel | (/74

Juawdinb3 - sjuay 61
Bunsa] JajepA - S80IAISS U0 8l

18I0 - S82IAISS [enjDRIUOD Ll

|eba - saojAIeg [enpeRUOD 9l
BupuNooDY - S8VIAIES [ENDRIUOD Sl
Bupesuibug - saoiAIeg [ENPERUOD vl

asuadx3 pue sajiddng 200 el

sajiddng pue sjeusjey ZL

spedlwsyd X%

Jamod peseydind ol
sjyauag pue suoisuad aakoidwy
‘a1q pue Yo - sabepp pue sauees
sabepa pue seliees

sosuadx3 Bunesedo

senusAsy JOUI0

sanusAsy paslo

senusAsy sjey jeld
senusasy

glrwmtmwv\wm

aun

JUBWSIE)S BUWIODU|
0102 ‘L€ Joquada( papug JeaA 1seL
uolsIAlq 18jemaysep - Auedwodiynn ewtd




Line
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Revenues
Expenses

Operating
Income

Interest
Expense

Other
Income /
Expense

Net income

Revenues
Expenses

Operating
Income

Interest
Expense

Other
Income /
Expense

Net Income

Revenues
Expenses

Operating
Income

Interest
Expense

Other
Income /
Expense

Net income

Pima UtilityCompany - Wastewater Division

Test Year Ended December 31, 2010
Adjustments to Revenues and Expenses

Adjustments to Revenues and Expenses

Exhibit

Rejoinder S chedule C-2
Page 1

Witness: Bourassa

1 2 3 4 5 -] Subtotal
Depreciation Property Rate Case Salaries & Office Supplies Materials
Expense Taxes Expense Wages and Expense and Supplies
3,093 (1,281) (50,000) (51,136) (460) (22,391) (122,175)
(3,093) 1,281 50,000 51,136 460 22,391 122,175
(3,093) 1,281 50,000 51,136 460 22,391 122,175
Adjustments to Revenues and Expenses
7 8 9 10 1 12 Subtotal
Contractual Contractual Contractual Intentionally Intentionally
Services - Services - Services - Bank Left Left
Engineering Testing Other Eees Blank Blank
(19,524) 12,157 (7,138) 6,354 - - (130,326)
19,524 (12,157) 7,138 (6,354) - - 130,326
19,524 (12,157) 7,138 (6,354) - - 130,326
Adjustments to Revenues and Expenses
13 14 15 16 17 18 Total
intentionally Intentionally Intentionally Intentionally
Left Left Left Interest Left
Blank Blank Blank Syncrhronization Income tax Blank
54,748 (75,578)
- - (54,748) - 75,578
72,370 72,370
- 72,370 (54,748) - 147,948




Line
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Pima UtilityCompany - Wastewater Division
Test Year Ended December 31, 2010
Adjustments to Revenues and Expenses
Adjustment Number 1

Depreciation Expense

Exhibit

Rejoinder Schedule C-2
Page 2

Witness: Bourassa

Adjusted
Acct. Proposed Depreciation
No. Description Cost Rates Expense
351 Organization Cost - 0.00% -
352 Franchise Cost - 0.00% -
353 Land and Land Rights 91,528 0.00% -
354  Structures & Improvements 250,433 3.33% 8,339
355 Power Generation Equipment - 5.00% -
360 Collection Sewers - Force 97,523 2.00% 1,950
361.1 Collection Sewers - Gravity 3,854,512 2.00% 77,090
361.2 Manholes & Cleanouts 1,791,722 2.00% 35,834
362 Special Collecting Structures - 2.00% -
363 Servcies to Customers 632,249 2.00% 12,645
364 Flow Measuring Devices - 10.00% -
365 Flow Measuring Installations - 10.00% -
366 Reuse Services - 2.00% -
367 Reuse Meters and Meter Installations - 8.33% -
370 Receiving Wells 226,251 3.57% 8,077
371.1 Pumping Equipment - Lift Stations 1,530,818 10.00% 153,082
371.2 Other Pumping Equipment 103,441 10.00% 10,344
371.3 Pumping Equipment - Recharge Wells 1,425,535 10.00% 142,554
374 Reuse Distribution Reserviors - 2.50% -
375 Reuse Transmission and Distribution 134,184 2.00% 2,684
380 Treatment & Disposal Equipment 9,897,283 5.00% 494,864
381 Plant Sewers - 5.00% -
382 Outfall Sewer Lines - 3.33% -
389 Other Plant & Misc Equipment 972,509 6.67% 64,866
390 Office Furniture & Equipment 6,529 6.67% 435
390.1 Computers & Software 10,884 20.00% 2,177
391 Transportation Equipment 21,830 20.00% - *
392 Stores Equipment - 4.00% -
393 Tools, Shop & Garage Equipment 154,777 10.00% 15,478
394 Laboratory Equipment 1,993 10.00% 199
395 Power Operated Equipment 0 5.00% 0
396 Communication Equipment 118,828 10.00% 11,883
397 Miscellaneous Equipment - 10.00% -
398 Other Tangible Plant - 10.00% -
Post-in-service AFUDC 716,722 4.52% 32,396
TOTALS $ 22,039,554 $ 1,074,898
Gross CIAC Amort. Rate
Less: Amortization of Contributions $ 1,281,106 4,7698% $ (61,106)
Total Depreciation Expense $ 1,013,793
Adjusted Test Year Depreciation Expense 1,010,700
Increase (decrease) in Depreciation Expense 3,093
Adjustment to Revenues and/or Expenses $ 3,093

SUPPORTING SCHEDULE

B-2, page 3




Pima UtilityCompany - Wastewater Division Exhibit

Test Year Ended December 31, 2010 Rejoinder Schedule C-2
Adjustment to Revenues and Expenses Page 3
Adjustment Number 2 Witness: Bourassa

Property Taxes

Line Test Year Company
No. DESCRIPTION as adjusted Recommended
1 Company Adjusted Test Year Revenues - 2007 $ 3,096,775 $ 3,096,775
2 Weight Factor 2 2
3 Subtotal (Line 1 * Line 2) 6,193,550 6,193,550
4 Company Recommended Revenue 3,096,775 3,513,050
5 Subtotal (Line 4 + Line 5) 9,290,325 9,706,600
6 Number of Years 3 3
7 Three Year Average (Line 5/ Line 6) 3,096,775 3,235,533
8 Department of Revenue Mutilplier 2 2
9 Revenue Base Value (Line 7 * Line 8) 6,193,550 6,471,066
10 Plus: 10% of CWIP - 2010 3,971 3,971
11 Less: Net Book Value of Licensed Vehicles - -
12 Full Cash Value (Line 9 + Line 10 - Line 11) 6,197,521 6,475,038
13 Assessment Ratio 20.0% 20.0%
14 Assessment Value (Line 12 * Line 13) 1,239,504 1,295,008
15 Composite Property Tax Rate - Obtained from ADOR 10.0552% 10.0552%
16 Test Year Adjusted Property Tax Expense (Line 14 * Line 15) $ 124,635 $ 130,216
17 Tax on Parcels - -
18 Total Property Taxes (Line 16 + Line 17) $ 124,635
19 Test Year Property Taxes _$ 125,916
20 Adjustment to Test Year Property Taxes (Line 18 - Line 19) $ (1,281)
21
22 Property Tax on Company Recommended Revenue (Line 16 + Line 17) $ 130,216
23 Company Test Year Adjusted Property Tax Expense (Line 18) $ 124,635
24 Increase in Property Tax Due to Increase in Revenue Requiremeni $ 5,581
25
26 Increase in Property Tax Due to Increase in Revenue Requirement (Line 24) $ 5,581
27 Increase in Revenue Requirement $ 416,275
28 Increase in Property Tax Per Dollar Increase in Revenue (Line 26 / Line 27) 1.34070%
29
30
31
32
33
34
35
36
37
38
39




Pima UtilityCompany - Wastewater Division
Test Year Ended December 31, 2010
Adjustment to Revenues and Expenses
Adjustment Number 3

Rate Case Expense

Annual Rate Case Expense per Direct

Amount to include in operating expenses

Increase(decrease) Rate Case Expense

Adjustment to Revenue and/or Expense

REFERENCE
See Testimony

$ 50,000

S (50000)
S (50000)

Exhibit

Rejoinder Schedule C-2
Page 4

Witness: Bourassa
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Pima UtilityCompany - Wastewater Division
Test Year Ended December 31, 2010
Adjustment to Revenues and Expenses
Adjustment Number 4

Salaries and Wages - Offices and Directors

Proposed Salaries and Wages for Officers and Directors $ 40,198

Test Year Salaries and Wages - Officers and Directors $ 90,294

Increase (decrease) in Salaries and Wages - Officers and Directors $ (60,096)
Proposed Payroll Burden

Proposed Salaries and Wages $ 40,198

Burden Rate 2.085440%

Proposed Payroll Burden $ 838

Test Year Payroll Burden 1,878

Increase (decrease) in Employee Pensions and Benefits $ (1,040
Adjustment to Revenue and/or Expense $ (51,136)

REFERENCE
See Testimony

Exhibit

Rejoinder Schedule C-2
Page 5

Witness: Bourassa
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Pima UtilityCompany - Wastewater Division
Test Year Ended December 31, 2010
Adjustment to Revenues and Expenses
Adjustment Number 5

Office Supplies and Expense

Remove coffee service expense

Increase (decrease) in Office Supplies and Expense

Adjustment to Revenue and/or Expense

REFERENCE/SUPPORTING SCHEDULES
Staff Adjustment No. 4, Schedule CSB-12

Exhibit

Rejoinder Schedule C-2
Page 6

Witness: Bourassa

460

460

460
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Pima UtilityCompany - Wastewater Division
Test Year Ended December 31, 2010
Adjustment to Revenues and Expenses
Adjustment Number 6

Materials and Supplies Expense

Remove capitalized expenses from Material and Supplies expense

Total

Increase (decrease) in Materials and Supplies

Adjustment to Revenue and/or Expense

REFERENCE/SUPPORTING SCHEDULES
Staff Adjustment No. 3, Schedule CSB-11

$ 22,391
$ 22,391
$ 22,391
$ 22,391

Exhibit

Rejoinder Schedule C-2
Page 7

Witness: Bourassa
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Pima UtilityCompany - Wastewater Division
Test Year Ended December 31, 2010
Adjustment to Revenues and Expenses
Adjustment Number 7

Contractual Services - Engineering

Remove capitalized expenses from Contractual Services - Eng.

Increase (decrease) in Contractual Services - Eng.

Adjustment to Revenue and/or Expense

REFERENCE/SUPPORTING SCHEDULES
Staff Adjustment No. 5, Schedule CSB-13

$ 19,524

$ (19,524)

$ (19,524)

Exhibit

Rejoinder Schedule C-2
Page 8

Witness: Bourassa




No.
1
2
3
4
5
6
7
8
9
10
1
12
13
14
15

16
17
18
19
20

Pima UtilityCompany - Wastewater Division
Test Year Ended December 31, 2010
Adjustment to Revenues and Expenses
Adjustment Number 8

Contractual Services - Testing

Staff Recommended Testing Expenses
Test Year Testing Expenses

Increase (decrease) in Testing Expense

REFERENCE/SUPPORTING SCHEDULES
Staff Adjustment No. 7, Schedule CSB-15

27,886
15,729

12,167

12,157

Exhibit

Rejoinder Schedule C-2
Page 9

Witness: Bourassa
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Pima UtilityCompany - Wastewater Division
Test Year Ended December 31, 2001
Adjustment to Revenues and Expenses
Adjustment Number 9

Contractual Services - Other

IDA Bond Fees
Bonuses
Total

Increase (decrease) in Contractual Services - Other

Adjustment to Revenue and/or Expense

REFERENCE/SUPPORTING SCHEDULES
Staff Adjustment No. 6, Schedule CSB-14

Exhibit

Rejoinder Schedule C-2
Page 10

Witness: Bourassa

$ 6,700
438
7,138

$ (7,138

$ (7,138
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Pima UtilityCompany - Wastewater Division
Test Year Ended December 31, 2010
Adjustment to Revenues and Expenses
Adjustment Number 10

Miscellaneous Expense

Bank fees recorded on Water Division's books

Increase (decrease) in Miscellaneous Expense

Adjustment to Revenue and/or Expense

REFERENCE/SUPPORTING SCHEDULES
RUCO Adjustment No. 6, Schedule TJC-14

Exhibit

Schedule C-2
Page 11

Witness: Bourassa

$ 6,354

$ 6,354

$ 6,354




Pima UtilityCompany - Wastewater Division Exhibit
Test Year Ended December 31, 2010 Rejoinder Schedule C-2
Adjustment to Revenues and Expenses Page 12
Adjustment Number 16 Witness: Bourassa

Interest Synchronization

Line

Fair Value Rate Base $ 9,832,800

Weighted Cost of Debt 1.50%

Interest Expense $ 147,762

Test Year Interest Expense $ 220,131

Increase (decrease) in Interest Expense (72,370)
Adjustment to Revenue and/or Expense $ 72,370

Weighted Cost of Debt Computation

Weighted
Amount Percent Cost Cost
Debt $ 8,370,000 35.36% 4.25% 1.50%
Equity $ 15,301,736 64.64% 10.50% 6.79%
Total $ 23,671,736 100.00% 8.29%

GRNRONNNMNNNNRNRORN=S 2 2 a0 2o aa Z
COONODONRERWNSAOO®NOON Awm—xo‘-"““mm#w'\’—‘lp
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Pima UtilityCompany - Wastewater Division
Test Year Ended December 31, 2010
Adjustment to Revenues and/or Expenses
Adjustment Number 17

Income Tax Computation

Exhibit

Rejoinder Schedule C-2
Page 13

Witness: Bourassa

Test Year Adjusted
Adjusted with Rate
Results Increase

Revenue $ 3,096,775 $ 3,513,050
Operating Expenses Excluding Income Taxes 2,439,260 2,444,841
Synchronized Interest 147,762 147,762
Income Before Taxes $ 509,753 3 920,447
Arizona Income Before Taxes $ 509,753 $ 920,447
L ess: Effective Arizona Income Tax $ 22,550 $ 40,718
Rate = 442%
Federal Income Before Taxes $ 509,753 $ 920,447
Less Arizona Income Taxes $ 22,550 $ 40,718
Federal Taxable Income $ 487,203 $ 879,730
FEDERAL INCOME TAXES:
Effective Federal Tax Rate 24.14% " $ 117,603 $ 212,352
Federal Income Taxes $ 117,603 $ 212,352
Total Income Tax $ 140,153 $ 253,070
Overall Tax Rate 27.49% 27.49%
Income Tax $ 140,153 $ 253,070
Adjusted Test Year Income tax Expense 85,405 140,153
Adjustment to Income Tax Expense $ 54,748 $ 112,917

' See work papers/testimony




Line

No.
1
2
3
4
5
6
7
8
9

Pima UtilityCompany - Wastewater Division Exhibit
Test Year Ended December 31, 2010 Rejoinder Schedule C-3

Computation of Gross Revenue Conversion Factor Page 1
Witness: Bourassa

Percentage
of
Incremental
Gross
Description Revenues
Combined Federal and State Effective Income Tax Rate 27.4942%
Property Taxes 0.9721%
Total Tax Percentage 28.4663%
Operating Income % = 100% - Tax Percentage 71.5337%
1 = Gross Revenue Conversion Factor

Operating income % 1.3979
SUPPORTING SCHEDULES: RECAP SCHEDULES:
C-3, page 2 A-1



Pima UtilityCompany - Wastewater Division
Test Year Ended December 31, 2010

Line

GG h NS

Igo®~

12
13

15

16
17

18
19
21

22
23

24

26

27

29

30

32

33

35

37

38

39
40
49
42

44
45

47
48
49
50
52
53

55

56
57
58

GROSS REVENUE CONVERSION FACTOR

Exhibit

Rejoinder Schedule C-3
Page 2

Witness: Bourassa

*) ®) © © {E] F
Description

Calculation of ss Revenue Conversion Factor:
Revenue
Uncollecible Factor (Line 11)
Revenues (L1-L2)
Combined Federal and State income Tax and Property Tax Rate (Line 23) 663%
Subtotal (L3 - L4) 337%
Revenue Conversion Factor (L1 /LS) 1.397942
Calculation of Uncollectible Factor:
Unity 100.0000%
Combined Federal and State Tax Rate (Line 17) 27.4942%
One Minus Combined Income Tax Rate (L7 -L8) 72.5058%
Uncollectible Rate 0.0000%
Uncollectible Factor (L8 L10) 0.0000%
Calculation of Effective Tax Rate:
Operating Income Before Taxes (Arizona Taxable Income) 100.0000%
Arizona State Income Tax Rate 4.4237%
Federal Taxable Income (L12 - L13) 95.5763%
Applicable Federal Income Tax Rate (Line 54) 24.1383%
Effective Federal Income Tax Rate (L14 x L15) 23.0705%
Combined Federal and State Income Tax Rate (L13 +L16) 27.4942%
Calculation of Effective Property Tax Factor
Unity 100.0000%
Combined Federal and State income Tax Rate (L17) 27.4942%
One Minus Combined Income Tax Rate (L.18-L18) 72.5058%
Property Tax Factor 1.3407%
Effective Property Tax Factor (L20*L.21) 0.9721%
Combined Federal and State Income Tax and Property Tax Rate (L17+L.22 28.46683%
Required Operating Income $ 815,139
AdjustedTest Year Operating Income (Loss) $ 517,362
Required Increase in Operating Income (L24 - L25) $ 207,777
Income Taxes on Recommended Revenue (Col. (E), L52) $ 253,070
Income Taxes on Test Year Revenue (Col. (F}, L52) $ 140,153
Required Increase in Revenue to Provide for Income Taxes (L27 - L28) $ 112,017

quil $ 3,513,050
Uncollectible Rate (Line 10) 0.0000%
L i onR R (L30*L31) $ -
Adjusted Test Year Uncollectible Expense $ -
Requi inR to Provide for ible Exp. $ -
Property Tax with Recommended Revenue $ 130,218
Property Tax on Test Year Revenue $ 124,635
Increase in Property Tax Due to Increase in Revenue (L35-L36) $ 5,581
Total Required Increase in Revenue (L26 +L29 ¢ L37, $ 418,275

A B) © ()] E] [F]
Test Year Company Recommended
Total Total |

Calculation of I X Pima UtilityCompany - Wastewater Division Pima UtilityCompany - Wastewater Division
Revenue $ 3,008,775| $ 3,008,775 $ 3,513,050| $ 3,513,050
Operating Expenses Excluding Income Taxes $ 2,439,260 $ 2,439,260 $ 2444841 % 2,444,841
Synchronized Interest (L58) $ 147,762 | $ 147,762 | $ - $ 147,762 | $ 147,762
Arizona Taxable Income (L39 - L40 - L41) $ 509,753 | $ 509,753 | $ - $ 920,448 § 920,448 | § .
Arizona State Effective Income Tax Rate (see work papers) 4.4237% 4.4237% 4.4237%) 4.4237% 4.4237%] 4.4237%|
Arizona Income Tax (L42 x L43) $ 22,550 | $ 22,550 | § - $ 40,718 | $ 40,7181 $ -
Federal Taxable Income (L42 - L44) $ 487,203 $ 487,203 $ . $ 879,731 § 879,731 § -
Effective Tax Rate (see work papers) 24.1383%) 24.1383% 24.1383%) 24.1383%
Federal Income Tax (L45 x L46) $ 117603|$ 1176031 8 . $ 212,352 $ 2123521 8 .
Total Federal Income Tax $ 117,603 | $ 117,603 | $ - $ 212,352 § 212352 $ -
Combined Federal and State Income Tax (L35 + L42) $ 140,153 | § 140,153 | $ - $ 253,070 253,070 8 -
COMBINED Applicable Federal Income Tax Rate [Co!. [D], L51 - Col. [A], L51)/ [Col. [D], L45 - Col. [A], L45
WATER Applicable Federal Income Tax Rate [Col. [E], L51 - Col. [B], L51] / [Col. [E}, L45 - Col. [B], L45 24.1383%
Calculation of Interest Synchronization: N/A
Rate Base $ 9,832,800 | $ -
Weighted Average Cost of Debt 1.5027%) 0.0000%
Synchronized Interest (L56 x L57) $ 147,762 § hd
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