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BEFORE THE ARIZONA CORPORATION
COMMISSIONERS

BOB STUMP - CHAIRMAN
GARY PIERCE

BRENDA BURNS

BOB BURNS

SUSAN BITTER SMITH

IN THE MATTER OF THE APPLICATION OF DOCKET NO. WS-03478A-12-0307
FAR WEST WATER AND SEWER, INC., AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITY PLANT AND STAFF’S NOTICE OF FILING
PROPERTY AND FOR INCREASES IN ITS FINAL SCHEDULES
WASTEWATER RATES AND CHARGES
BASED THEREON FOR UTILITY SERVICE.

The Utilities Division (“Staff”) of the Arizona Corporation Commission (“Commission”)
hereby provides notice of filing the Final Schedules of Gerald Becker and John A. Cassidy in the
above-captioned matter.

RESPECTFULLY SUBMITTED this 3™ day of May, 2013.

\’\r»@u/ \ S :

Wesley C. Yan Cleve

Robin R. chell

Attorneys, Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

(602) 542-3402

Original and thirteen (133 copies of
the foregoing filed this 3™ day of
May, 2013, with: -

ShE o €=
Docket Control
Arizona Corporation Commission N R
1200 West Washington Street e
Phoenix, Arizona 85007
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Copy of the foregoing mailed this
3" day of May, 2013, to:

Craig A. Marks

CRAIG A. MARKS, PLC

16045 North Tatum Boulevard, Suite 200-676
Phoenix, Arizona 85028

Michelle L. Wood

Residential Utility Consumer Office
1110 West Washington Street, Suite 220
Phoenix, Arizona 85007

Jeffrey W. Crockett

BROWNSTEIN HYATT FARBER
SCHRECK, LLP

One East Washington Street, Suite 2400
Phoenix, Arizona 85004

Robert C. Gilkey
Barbara S. Gilkey
14784 East 49" Street
Phoenix, Arizona 85367

Robert Rist
9593 East 34™ Place
Yuma, Arizona 85365

Rodney Taylor

Kim Taylor

11440 East 26™ Lane
Yuma, Arizona 85367

Seth Davis

Barbara Davis

206 South Arboleda Drive
Merced, California 95341

Jerry S. Durden
12789 East 46™ Street
Yuma, Arizona 85367
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Far West Water & Sewer, Inc., Sewer Division
Docket No. WS-03478A-12-0307
Test Year Ended December 31, 2011

FINAL TESTIMONY OF GERALD BECKER

TABLE OF CONTENTS TO SCHEDULES :

SCH#

TITLE

GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-

N WN -

REVENUE REQUIREMENT

GROSS REVENUE CONVERSION FACTOR

RATE BASE - ORIGINAL COST

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS
RATE BASE ADJUSTMENT #1 ZENON TEMPORARY PLANT
RATE BASE ADJUSTMENT #2 LAS BARRANCAS #1

RATE BASE ADJUSTMENT #3 AFUDC DISALLOWANCE

GWB- 8A RATE BASE ADJUSTMENT #4 LATE FEES DISALLOWANCE
GWB- 8B RATE BASE ADJUSTMENT #5 LEGAL & OTHER FEES DISALLOWANCE
GWB- 8C RATE BASE ADJUSTMENT #6 CAPESTRO MANAGEMENT FEES DISALLOWANCE

GWB- 9

GWB- 10
GWB- 11
GWB- 12
GWB- 13
GWB- 14
GWB- 15
GWB- 16
GWB- 17
GWB- 18

RATE BASE ADJUSTMENT #7 WORKING CAPITAL

OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED

SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR

OPERATING INCOME ADJUSTMENT #1 - SALARIES AND WAGES - OFFICERS AND DIRECTORS
OPERATING INCOME ADJUSTMENT #2 - BAD DEBT EXPENSE

OPERATING INCOME ADJUSTMENT #3 - LEGAL EXPENSE

NOT USED

OPERATING INCOME ADJUSTMENT #4 - DEPRECIATION EXPENSE

OPERATING INCOME ADJUSTMENT #5 - INCOME TAXES

OPERATING INCOME ADJUSTMENT #6 - PROPERTY TAX EXPENSE GRCF COMPONENT



Far West Water & Sewer, Inc., Sewer Division
Docket No. WS-03478A-12-0307
Test Year Ended December 31, 2011

REVENUE REQUIREMENT

LINE
NO. DESCRIPTION

1 Adjusted Rate Base
2 Adjusted Operating Income (Loss)
3 Current Rate of Retumn (L2 /L1)
4 Required Rate of Return
5 Required Operating Income (L4 * L1)
6 Operating Income Deficiency (L5 - L2)
7 Gross Revenue Conversion Factor
8 Required Revenue Increase (L7 * L6)
9 Adjusted Test Year Revenue
10 Proposed Annual Revenue (L8 + L9)
11 Required Increase in Revenue (%)
12 Rate of Return on Common Equity (%)
References:
Column [A]: Company Schedule A-1

Column (B): Company Schedule A-1
Column (C); Company Schedules A-1, A-2, & D-1

A
COMPANY
ORIGINAL

CoSsT

$ 22,800,578

$ (1,187,812

-5.21%
7.41%
$ 1,689,390
$ 2,877,202
1.3437
$ 3,866,046
$ 2,227,982
$ 6,094,028
173.52%
10.00%

Column (C): Staff Schedules GWB-2, GWB-3, and GWB-10

$

<«

®)
COMPANY
FAIR
VALUE
22,800,578
(1,187,812)
-5.21%
7.41%
1,689,390
2,877,202
1.3437
3,866,046
2,227,982
6,094,028
173.52%

10.00%

Schedule GWB-1

FINAL
(C) (D)
STAFF STAFF
ORIGINAL FAIR
COST VALUE
$ 19219435 § 19,219,435
$ (554,650)  § (554,650)
-2.89% -2.89%
7.40% 7.40%
$ 1422238 § 1,422,238
$ 1976888  § 1,976,888
1.6612 1.6612
s 3,284,021] [3 3,284,021 |
$ 2,231,115 2,231,115
$ 5515136  § 5,515,136
147.19% 147.19%



Far West Water & Sewer, Inc., Sewer Division
Docket No. WS-03478A-12-0307
Test Year Ended December 31, 2011

LINE

DO A W=

ordh— - N ]

GROSS REVENUE CONVERSION FACTOR

DESCRIPTION

Calculation of Gross Revenue Conversion Factor;

Revenue

Uncollecible Factor (Line 11)

Revenues (L1 - L2)

Combined Federal and State Income Tax and Property Tax Rate (Line 23)
Subtotal (L3 - L4)

Revenue Conversion Factor (L1 /L5)

Calculation of Uncollecttibie Factor:

Unity

Combined Federal and State Tax Rate (Line 17)
One Minus Combined Income Tax Rate (L7 - L8 )
Uncollectible Rate

Uncollectible Factor (L9 * L10)

Calculation of Effective Tax Rate:

Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate

Federal Taxable Income (L12-L13)

Applicable Federal Income Tax Rate (Line 44)

Effective Federal Income Tax Rate (L14 x L15)

Combined Federal and State income Tax Rate (L13 +L16)

Calculation of Effective Property Tax Factor

Unity

Combined Federal and State income Tax Rate (L17)

One Minus Combined Income Tax Rate (L18-L19)

Property Tax Factor (GWB-18, L25)

Effective Property Tax Factor (L20*L21)

Combined Federal and State Income Tax and Property Tax Rate (L17+L22)

Required Operating iIncome (Schedule GWB-1, Line 5)
AdjustedTest Year Operating income (Loss) (Schedule GWB-10, Line 36)
Required Increase in Operating Income (L.24 - L25)

Income Taxes on Recommended Revenue (Col. (C), L48)
tncome Taxes on Test Year Revenue (Col. (A), L48)
Required Increase in Revenue to Provide for Income Taxes (L27 - L28)

Required Revenue Increase (Schedule GWB-1, Line 8)
Uncollectible Rate (Line 10)

Uncollectible Expense on Recommended Revenue (L30 * L31)
Adjusted Test Year Uncollectible Expense - N/A

Required Increase in Revenue to Provide for Uncollectible Exp.

Property Tax with Recommended Revenue (GWB-18, Line 21)
Property Tax on Test Year Revenue (GWB-18, Col A, L19)
Increase in Property Tax Due 1o Increase in Revenue (L35-1.36)

Total Required Increase in Revenue (L26 + L29 + L34+ L37)

Calculation of Income Tax:

Revenue (Sch GWB-10, Col.(C) L4, GWB-1, Col. (D), L10)
Operating Expenses Excluding Income Taxes
Synchronized Interest (L53)

Arizona Taxable Income (L39 - L40 - 1L41)

Arizona State lrcome Tax Rate

Arizona income Tax (L42 x L43)

Federal Taxable Income (L42 - L 44)

Federal Tax

Total Federal Income Tax

Combined Federal and State Income Tax (L43 + L47)

Effective Tax Rate

Calculation of Interest Synchronization:

Rate Base (Schedule GWB-3, Col. (C), Line 18)
Weighted Average Cost of Debt

Synchronized Interest (L50 X L51)

Gy

100.0000%

)]

0.3561%

99.6439%

39.4467%

60.1972% .

1.661208

100.0000%

38.5989%

61.4011%

0.5800%

100.0000%

0.3561%

6.9680%

93.0320%

34.0000%

31.6309%

100.0000%
38.5989%
61.4011%

1.3808%

38.5989%

© o

1,422,238
(554,650)

0.8478%

Schedule GWB-2
FINAL

©

253,722
(989,018)

$ 1,976,888

3,284,021

3 1,242,740

0.5800%

19,047

141,203
95,858

$ 19,047

A

$ 45,345

3 s

®

Test Year

39.4467%

©)

2,231,115
3,774,783
1,018,630

Staff
Recommended

“K|ea H &

(2,562,298)
6.9680%

5,515,136
3,839,175
1,018,630

(178,541)
(2,383,757)
(810,477)
(810,477)

@en 1 B

657,330
6.9680%

“|A P &

(989,018)

45,803
611,527
207,919
207,91¢

| A h WP

253,722

N/A
$ 19,219,435
5.3000%

$ 1,018,630




Far West Water & Sewer, inc., Sewer Division
Docket No. WS-03478A-12-0307
Test Year Ended December 31, 2011

RATE BASE - ORIGINAL COST

LINE

NO.

Plant in Service

Less: Accumulated Depreciation
Net Plant in Service

WN -~

LESS:
4  Contributions in Aid of Construction (CIAC)
5 Less: Accumulated Amortization
6 Net CIAC
7 Advances in Aid of Construction (AIAC)
8 Imputed Reg AIAC
9 Imputed Reg CIAC
10 Accumulated Deferred Income Tax Credits
Customer Meter Deposits
ADD:
11 Accumulated Deferred income Tax Debits
12 Cash Working Capital
13 Prepayments
14  Supplies Inventory
15 Projected Capital Expenditures
16 Deferred Debits

17 Purchase Wastewater Treatment Charges

18 Original Cost Rate Base

References:

Column (A), Company Schedule B-2
Column (B): Schedule GWB-4
Column (C): Column (A) + Column (B)

Schedule GWB-3

FINAL
(A) (B) (C)
COMPANY STAFF
AS STAFF AS
FILED ADJUSTMENTS ADJUSTED
$ 37,751,132 $ (4,422,004) $ 33,329,128
4,945,733 (426,477) 4,519,256
$ 32,805,399 $  (3,995527) $ 28,809,872
$ 1,726,854 $ - $ 1,726,854
909,423 - 909,423
817,431 - 817,431
10,814,970 (622,519) 10,192,451
26,359 26,359
1,653,938 (208,135) 1,445,803
$ 22,800,578 $ (3,581,143) $ 19,219,435




Far West Water & Sewer, Inc., Sewer Division
Docket No. WS-03478A-12-0307
Test Year Ended December 31, 2011

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

LINE ACCT.
NO. NO, DESCRIPTION
PLANT IN SERVICE:
1 351 Organization Cost
2 352 Franchise Cost
3 353 Land and Land Rights
4 354 Structures & Improvements
5 355 Power Generating Equipment
6 360 Collection Sewers - Force
7 361 Coliection Sewers - Gravity
8 362 Special Collecting Structures
9 363 Sevices to Customers
10 364 Flow Measuring Devices
1 365 Flow Measuring Installations
12 366 Reuse Services
13 367 Reuse Meters and Meter Installations
14 370 Receiving Wells
15 371 Pumping Equipment
16 374 Reuse Distribution Reserviors
17 375 Reuse Transmission and Dist. Sys.
18 380 Treatment and Disposal Equipment
18 381 Plant Sewers
20 382 Outfall Sewer Lines
21 389 Other Plant and Misc. Equipment
22 390 Office Fumiture & Equipment
23 390 Computers & Software
24 391 Transportation Equipment
25 392 Stores Equipment
26 393 Tools, Shop & Garage Equipment
27 394 Laboratory Equipment
28 395 Power Operated Equipment
29 396 Communications Equipment
30 397 Miscellaneous Equipment
31 3388 Other Tangible Plant
32 Totat Plant in Service
33
34 Accumuiated Depreciation
35 Net Plant in Service
36
37 LESS:
38 C inAid of C (CIAC)
3% Less: Accumulated Amortization
40 Net CIAC (L63 - L64)
4 A in Aid of C {AIAC)
42 imputed Reg Advances
43 Imputed Reg CIAC
44 Accumulated Deferred income Tax Credits
45 Customer Meter Deposits
45 ADD:
47 Accumulated Deferred income Tax Debits
48 Working Capital Allowance
49 Pumping Power
50 F T Charges
51 Material and Supplies Inventory
52 Prepayments
53 Projected Capital Expenditures
54 Deferred Debits
55 Original Cost Rate Base

Schedule GWB-4
FINAL
Al 1B} IC] [0 [E] IF} [c] H U]
Zenon Temp Las Barrancas AFUDC interest Legal Other Capestro Working
Plant #1 Di Di Mgt Fees Capital
COMPANY ADJ #1 ADJ #2 ADJ#3 ADJ #4 ADJ #5 ADJ #5 ADJ#7 STAFF
AS FILED GWB-5 GWB-6 GWB-7 GWB-8A GWB-88 GWB-8C GWB-9 ADJUSTED
$ . $ - $ - $ - - $ - - $ -
3,076 3,076
1,413,437 1,413,437
2,477,482 (157,878) (114,449) 21,911) (20,846) 2,162,399
68,993 (3.654) 75) (14) (2.282) 62,268
3,504,328 (622,519) (223,711) (5.243) (321) (24,848) 2,627,686
8,727,577 8,727,577
173.621 173,621
32,488 32,468
16,683 16,683
2,310 (108) s (14) (18) 2,007
74,227 (6,555) (4,571) (821) (985) 61295
1,395,638 (56,002) {34.962) {6,178) (12,663) 1,285,833
17,685,412 (1,060,096) {950,159) (682,992) (129,026) {129,308) 14,733,833
623,671 (51,514) (36,934) (6,949) (7.074) 521,201
1,805 (159) {11) (20) (24) 1,490
394,141 (22,881) (15.958) (2,867) (3,439) 348,997
254,572 (285) (55) 254,233
11,356 (398) (53} 10,906
271,810 271,810
27,089 27,069
17.418 17418
181,667 181,667
17,191 (154) (108) (19) 23) 16,886
136,351 136,351
238,828 238,828
37,751,132 (1,060,096) {622,519) (1473.172) (896,462) (168,183) (201,562) - 33,329,128
4945733 (291,526 (68.477) (34,426) (22,789) {4,270 {4,989) 4,519,256
$ 32805399 $ 68,570) $ {554,042) $ {1,438.746) $ 5873 673! $ (163.923! (196,573) $ 28,809,872
$ 1,726,854 $ - $ - $ 1,726,854
909,423 - 909,423
817,431 - - - 817,431
10,814,870 - (622,519) 10,192,451
26,359 26,359
1,653,938 (208,135) 1,445,803
$ 22800578 $ (768,570) $ 68,477 $_ (1.438746) $ (873, 673! $ (163 923) $ (196,573) (208,135) $ 19,218,435




Far West Water & Sewer, Inc., Sewer Division
Docket No. WS-03478A-12-0307 Schedule GWB-5
Test Year Ended December 31, 2011 FINAL

RATE BASE ADJUSTMENT #1 ZENON TEMPORARY PLANT

(Al (8] [C]
COMPANY STAFF
LINE ACCT AS STAFF AS
NO. NO. Description FILED ADJUSTMENTS ADJUSTED
1 380 1,060,006 {1,080,096) -

References:

Column [A] : Amount rrefiected in Acct. 380, Treatment and Disposal Equipment
Column [B], Col [C] less Col! [A]

Column [C] , Per testimony GWB



Far West Water & Sewer, Inc., Sewer Division
Docket No. WS-03478A-12-0307
Test Year Ended December 31, 2011

RATE BASE ADJUSTMENT #2 LAS BARRANCAS #1

A}
COMPANY
LINE ACCT AS
NO. NO. Description EILED
1 380 622,519
2 AIAC 622,519
3 Accumulated Depreciation 68,477

References;
Column [A] : line 1, amount reflected in Acct. 380, Treatment and Disposal Equipment

Column [A] : line 2, amount rreflected in total AIAC balance
Column [B] , Col [C] less Col [A]
Column [C}] , Per testimony GWB

(B]
STAFF
ADJUSTMENTS
(622,519)
(622,519)

(68,477)

Schedule GWB-6
FINAL

€]
STAFF
AS
ADJUSTED
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Far West Water & Sewer, Inc., Sewer Division

Docket No. WS-03478A-12-0307 Schedule GWB-9
Test Year Ended December 31, 2011 FINAL
RATE BASE ADJUSTMENT #7 WORKING CAPITAL
Cash
Test Year Working
Line Adjusted Revenue Expense Net Lead / Lag Capital
No. Amount Lag Days Lag Days Lag Days Factor Required
1 OPERATING EXPENSES
2 Salaries and Wages S 877,462 45.5768 12.0000 33.5768 0.0920 $ 80,719
3 Group Insurance 27,421 455768 (2.3334) 47.9102 0.1313 § 3,599
4 Sludge Removal 55,247 45.5768 239.8508 (194.2740) (0.5323) $§  (29,406)
5 Purchased Power 342,364 455768 59.8970 (14.3202) (0.0392) $§  (13,432)
6 Chemicals 219,910 45.5768 63.9648 {18.3880) {0.0504) $ (11,079)
7 Repairs and Maintenance 181,981 45.5768 66.6282 {21.0514) (0.0577) $  (10,496)
8 Contractural Services 225,961 45.5768 67.2163 {21.6395) (0.0593) $§  (13,396)
9 Rent - Buildings 20,669 45.5768 (18.5294) 64.1062 0.1756 $ 3,630
10 Rent - Equipment 45,758 455768 25.4922 20.0846 0.0550 $ 2,518
11 Transportation Expense 129,723 45.5768 (11.7634) 57.3402 0.1571 $ 20,379
12 . Insurance 62,877 455768 20.6635 24.9133 0.0683 $ 4,292
13 Depreciation & Amortization - 45.5768 - 45.5768 0.1249 § -
14 Other Operating Expenses 63,066 45.5768 30.0000 15.5768 0.0427 $ 2,691
15  TAXES
16 Taxes Other than Income 76,451 45.5768 15.9481 29.6287 0.0812 $ 6,206
17 Property Taxes 141,203 45.5768 729.6032 (684.0264) (1.8740) $ (264,621)
18 Income Tax 253,722 45.5768 37.8750 7.7018 0.0211 § 5,354
19 Interest 1,018,630 45.5768 17.5322 28.0446 0.0768 $ 78,266
20
21
22
23 WORKING CASH REQUIREMENT $ (134,776)
28
29 Per FWWS Per Staff
30
31 Cash Working Capital, per Above S 73,359 S  (134,776) $ (208,135}
32 Material and Supplies inventories 18,440 18,440 -
33 Working Funds and Special Deposits 1,548,498 1,548,498 0
34 Prepayments 13,641 13,641 -
35 Total Working Capital Allowance, Per Company $ 1,653,938 $ 1,445,803 S (208,135)



Far West Water & Sewer, Inc., Sewer Division
Docket No. WS-03478A-12-0307

LINE
NO.

HWN -
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Schedule GWB-10

FINAL
Test Year Ended December 31, 2011
OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED
[A} (B] (C] (0] [E]
STAFF
COMPANY STAFF TEST YEAR STAFF
TEST YEAR TEST YEAR AS RECOMMENDED STAFF
DESCRIPTION AS FILED ADJUSTMENTS ADJUSTED CHANGES RECOMMENDED

Flat Rate Revenue $ 2,053,159 $ 3,133 $ 2,056,292 $ 3,382,840 $ 5,439,132
Other Sewer Revenues 43,064 43,064 43,064
Metered Reuse Revenue 131,759 - 131,759 (98,819) 32,940
Total Operating Revenues $ 2,227,982 $ 3,133 $ 2,231,115 $ 3,284,021 $ 5,515,136
Salaries and Wages $ 802,071 $ (1,362) 3 800,709 $ - $ 800,709
Salaries and Wages - Officers and Directors 137,000 (60,247) 76,753 - 76,753
Employee Pension and Benefits 27,421 - 27,421 - 27,421
Purchased Sewer Treatment - - - - -
Sludge Removal Expense 55,247 - 55,247 - 55,247
Purchased Power 342,364 - 342,364 - 342,364
Chemicals 219,910 - 219,910 - 219,910
Repairs and Maintenance 181,981 - 181,981 - 181,981
Contractual Services - Engineering - - - - -
Contractual Services - Accounting 7,230 - 7,230 - 7,230
Contractual Services - Legal 43,865 (32,975) 10,890 10,890
Contractual Services - Management Fees - - - - -
Contractual Services - Testing 147,025 - 147,025 - 147,025
Contractual Services - Other 60,716 - 60,716 - 60,716
Rent - Buildings 20,669 - 20,669 - 20,669
Rent - Equipment 45,758 - 45758 - 45758
Transportation Expense 129,723 - 129,723 129,723
Insurance - Vehicle 12,610 - 12,610 12,610
Insurance - General Liability 33,142 - 33,142 - 33,142
Insurance - Workman's Compensation 17,125 - 17,125 17,125
Insurance - Other - - - -
Advertising Expense 476 - 476 476
Regulatory Commission Expense - Rate Ca:t 75,000 - 75,000 75,000
Regulatory Expense - Other - - - -
Bad Debt Expense 33,490 {20,450) 13,040 19,047 32,087
Miscellaneous Expense 30,503 - 30,503 30,503
Depreciation Expense 1,497,193 (198,403) 1,298,790 1,298,790
Taxes Other Than Income 76,451 (4,609) 71,842 71,842
Property Taxes 95,728 130 95,858 45,345 141,203
Income Tax $  (676,904) $ (312,114) 3 (989,018) $ 1,242,740 $ 253,722
Total Operating Expenses - 3,415,794 (630,029) 2,785,764 1,307,133 4,092,897
Operating Income (Loss) $ (1,187,812) 3 633,162 $ (554,650) $ 1,976,888 $ 1,422,238
References:

Column {A). Company Schedule C-1

Column (B): Schedule GWB 11

Column (C): Column (A) + Column (B)

Column (D): Schedules GWB 2, Lines 29, 34 and 37
Column (E): Column (C) + Column (D)
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Far West Water & Sewer, Inc., Sewer Division Schedule GWB-12
Docket No. WS-03478A-12-0307 FINAL
Test Year Ended December 31, 2011

OPERATING INCOME ADJUSTMENT #1 - SALARIES AND WAGES - OFFICERS AND DIRECTORS

LINE

NO.
1 Payroll Sandy Braden $ 68,500
2 Sandy's Hours 250
3 Paula's Hours 2075
4 Allowable portion 12.05%
5 Disallowable portion 87.95%
6 Disallowance $ 60,247

Line 1: Amount of payroll proposed for Sandy Braden

Line 2 & 3: Respective hours worked by each per Staff DR 6.3
Line 4: Line2/line 3

Line 5: 1 minus line 4

Line 6: Line 1 times line 5

Lines 1 - 6: See also testimony GWB



Far West Water & Sewer, Inc., Sewer Division Schedule GWB-13
Docket No. WS-03478A-12-0307 FINAL
Test Year Ended December 31, 2011

OPERATING INCOME ADJUSTMENT #2 - BAD DEBT EXPENSE

(Al (B] [C]
LINE COMPANY STAFF STAFF
NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED*
1 $ 33490 $ (20,450) $ 13,040

References:

Column (A), Company Workpapers

Column (B): Testimony GWB

Column (C): Column (A) + Column (B), Per Co Response
to Staff DR 5.8



Far West Water & Sewer, Inc., Sewer Division Schedule GWB-14
Docket No. WS-03478A-12-0307 FINAL
Test Year Ended December 31, 2011

OPERATING INCOME ADJUSTMENT #3 - LEGAL EXPENSE

(Al (B] (C]
LINE COMPANY STAFF STAFF
NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED*
1 $ 43865 $ (32,975) $ 10,890

References:

Column (A), Company Workpapers
Column (B): Testimony GWB

Column (C): Column (A) + Column (B)



Far West Water & Sewer, Inc., Sewer Division
Docket No. WS-03478A-12-0307
Test Year Ended December 31, 2011

OPERATING INCOME ADJUSTMENT #4 - DEPRECIATION EXPENSE

LINE ACCT.
NO. NO. DESCRIPTION
1 PLANT IN SERVICE:
2 351 Organization Cost
3 352 Franchise Cost
4 353 Land and Land Rights
5 354 Structures & Improvements
6 355 Power Generating Equipment
7 360 Collection Sewers - Force
8 361 Collection Sewers - Gravity
9 362 Special Collecting Structures
10 363 Sevices to Customers
11 364 Flow Measuring Devices
12 365 Flow Measuring Installations
13 366 Reuse Services
14 367 Reuse Meters and Meter Installations
15 370 Receiving Wells
16 371 Pumping Equipment
17 374 Reuse Distribution Reserviors
18 375 Reuse Transmission and Dist. Sys.
19 380 Treatment and Disposal Equipment
20 381 Plant Sewers
21 382 Oulffall Sewer Lines
22 389 Other Plant and Misc. Equipment
23 390 Office Furniture & Equipment
24 390.1 Computers & Software
25 391 Transportation Equipment
26 392 Stores Equipment
27 393 Tools, Shop & Garage Equipment
28 394 Laboratory Equipment
29 395 Power Operated Equipment
30 396 Communications Equipment
31 397 Miscellaneous Equipment
32 398 Other Tangible Plant
33
34 Less:
35 Amortization of CIAC at Company's Rate
36 Staff Recommended Depreciation Expense
37 Company Proposed Depreciation Expense
38 Staff Adjustment
References:
Col [A] Schedule GWB-4
Col [B] Proposed Rates per Staff Engineering Report
Col [C] Col [A] times Col [B]

(Al
PLANT
BALANCE

3,076
1,413,437
2,162,399

62,268
2,627,686
8,727,577

173,621
32,468
16,683

2,097
61,295
1,285,833

14,733,833
521,201
1,490
348,997
254,233
10,906
271,810

27,069
17,418
181,667
16,886
136,351
238,828
33,329,128

1,726,854

[B]
DEPRECIATION
RATE

0.00%
0.00%
0.00%
3.33%
5.00%
2.00%
2.00%
2.00%
2.00%
10.00%
10.00%
2.00%
8.33%
3.33%
12.50%
2.50%
2.50%
5.00%
5.00%
3.33%
6.67%
6.67%
20.00%
20.00%
4.00%
5.00%
10.00%
5.00%
10.00%
10.00%
10.00%

4.9648%

Schedule GWB-16

FINAL

[C]

DEPRECIATION

$

EXPENSE

72,008
3,113
52,654
174,552

3,472
3,247
1,668
175
2,041
160,729

736,692
26,060
50
23,278
16,957
2,181
54,362

1,353
1,742
9,083
1,689
13,635
23,883
1,384,524

85,734

$

1,298,790

$ 1,497,193

$

(198,403)



Far West Water & Sewer, Inc., Sewer Division Schedule GWB-17
Docket No. WS-03478A-12-0307 FINAL
Test Year Ended December 31, 2011

OPERATING INCOME ADJUSTMENT #5 - INCOME TAXES

[A) [B) [C]
LINE COMPANY STAFF STAFF
NO. DESCRIPTION PROPOSED ADJUSTMENTS RECOMMENDED
1 Income Taxes $_(676,904) $ (312,114) $ (989,018)

References:

Column (A), Company Schedule C-2

Column (B): Testimony GWB

Column (C):; Column (A) + Column (B),
see also Sch. GWB-2, line 48



Schedule GWB-18

Far West Water & Sewer, Inc., Sewer Division
Docket No. WS-03478A-12-0307 FINAL
Test Year Ended December 31, 2011
OPERATING INCOME ADJUSTMENT #6 - PROPERTY TAX EXPENSE GRCF COMPONENT
[A] (8]
LINE STAFF STAFF
NO. [DESCRIPTION AS ADJUSTED | |RECOMMENDED
1 Staff Adjusted Test Year Revenues - 2011 $ 2231115 $ 2,231,115
2 Weight Factor 2 2
3 Subtotal (Line 1 * Line 2) 4,462 229 4,462,228
4  Staff Adjusted Test Year Revenues - 2011 2,231,115
5 Staff Recommended Revenue 5,515,136
6 Subtotal (Line 4 + Line 5) 6,693,344 9,977,365
7 Number of Years 3 3
8 Three Year Average (Line 5/ Line 6) 2,231,115 3,325,788
9 Department of Revenue Mutilplier 2 2
10 Revenue Base Value (Line 7 * Line 8) 4,462,229 6,651,577
11 Plus: 10% of CWIP 243,735 243,735
12 Less: Net Book Value of Licensed Vehicles 77,783 77,783
13 Full Cash Value (Line 10 + Line 11 - Line 12) 4,628,181 6,817,529
14 Assessment Ratio 20.0% 20.0%
15 Assessment Value (Line 13 ® Line 14) 925,636 1,363,506
16 Composite Property Tax Rate 10.3559% 10.3559%
17 Staff Test Year Adjusted Property Tax Expense (Line 15 * Line 16) $ 95,858
18 Company Proposed Property Tax $ 95,728
19 Staff Test Year Adjustment (Line 17 - Line 18) $ 130
20 Property Tax on Staff Recormmended Revenue (Line 15 * Line 16) $ 141,203
21 Staff Test Year Adjusted Property Tax Expense (Line 17) 3 95,858
22 Increase in Property Tax Due to Increase in Revenue Requirement $ 45,345
23 Increase in Property Tax Due to Increase in Revenue Requirement (Line 22) $ 45,345
24 Increase in Revenue Requirement $ 3,284,021
25 increase in Property Tax Per Dollar Increase in Revenue (Line 23 / Line 24) 1.38079%

REFERENCES:
Line 15: Composite Tax Rate, per Company
Line 18: Company Schedule C-1, Line 36
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Far West Water Sewer., Inc., Sewer Division
Docket No. WS-03478A-12-0307
Test Year Ended December 31, 2011

RATE DESIGN

50 Percent Phased In

Typical Bill Analysis
General Service 5/8 x 3/4-Inch Meter
Present Proposed Doilar Percent
Company Proposed Rates Rates Increase Increase
All Residential '$ 2175 $ 6265 $ 40.90 188.05%
(No phase in proposed
by Company)
Staff Recommended
All Residential $ 2175 § 3887 $ 17.12 78.71%
Completely Phased In
Typical Bill Analysis
General Service 5/8 x 3/4-Inch Meter
Present Proposed Dollar Percent
Company Proposed Rates Rates Increase Increase
All Residential $ 2175 $ 6265 $ 40.90 188.05%
Staff Recommended
All Residential $ 2175 $ 55.99 $ 3424 157.43%

Schedule GWB-2
FINAL






Docket No. WS-03478A-12-0307

Far West Water & Sewer, Inc. Cost of Capital Calculation

Capital Structure

And Weighted Average Cost of Capital
Staff Recommended and Company Proposed

Final Schedule JAC-1

(Al (B] {C] D]
Weighted
Description Weight (%) Cost Cost
Staff Recommended Structure
Debt 79.2% 6.7% 5.3%
Common Equity 20.8% 10.0% 21%
Weighted Average Cost of Capital 7.4%
Company Proposed Structure
Debt 79.18% 6.8% 5.4%
Common Equity 20.82% 10.0% 2.1%
Weighted Average Cost of Capital 7.5%

[D]: [B]x[C]
Supporting Schedules: JAC-3 and JAC-4.



Docket No. WS-03478A-12-0307 Final Schedule JAC-2

Intentionally left blank



Docket No. WS-03478A-12-0307

Far West Water & Sewer, Inc. Cost of Capital Calculation

Final Cost of Equity Estimates

Sample Water Utilities

Final Schedule JAC-3

(Al Bl IC] (D] [E]
DCF Method D./P,’ + a = Kk
Constant Growth DCF Estimate 3.0% + 4.9% = 7.9%
Multi-Stage DCF Estimate = 9.4%
Average DCF Estimate 8.7%
CAPM Method Rf + g’ x {(Rp) = k
Historical Market Risk Premium® 1.4% 0.71 x 71% = 6.5%
Current Market Risk Premium* 3.2% + 0.71 X  9.7% = 10.0%
Average CAPM Estimate 8.3%
Average of Overall Estimates 8.5%
Economic Assessment Adjustment 0.6%
Sub-Total 9.1%
Financial risk adjustment 0.9%
Total 10.0%

1 MSN Money and Value Line

2 Schedule JAC-8

3 Risk-free rate (Rf) for 5, 7, and 10 year Treasury rates from the U.S. Treasury Department at www.ustreas.gov

4 Risk-free rate (Rf) for 30 Year Treasury bond rate from the U.S. Treasury Department at www.ustreas.gov

5 Value Line

6 Historical Market Risk Premium {Rp) cal d from Ibbot: A iates SBBI 2012 Yearbook data

7 Testimony


http://www.ustreas.gov
http://WWW.UstreaS.gOv

Docket No. WS-03478A-12-0307 Final Schedule JAC-4

Far West Water & Sewer, Inc. Cost of Capital Calculation
Average Capital Structure of Sample Water Utilities

Al v (B] [C] (D]
Common

Company Debt Equity Total
American States Water 46.0% 54 0% 100.0%
California Water 53.3% 46.7% 100.0%
Aqua America 53.9% 46.1% 100.0%
Connecticut Water 57.1% 42.9% 100.0%
Middlesex Water 43.3% 56.7% 100.0%
SJW Corp 55.7% 44.3% 100.0%
Average Sample Water Utilities 51.6% 48.4% 100.0%
Far West - Actual Capital Structure 79.2% 20.8% 100.0%

Source:
Sample Water Companies from Value Line



Docket No. WS-03478A-12-0307 Final Schedule JAC-5

Far West Water & Sewer, Inc. Cost of Capital Calculation
Growth in Earnings and Dividends
Sample Water Utilities

[A] [B] ] 0] [E]
Dividends Dividends Earnings Earnings
Per Share Per Share Per Share Per Share
2003 to 2012 Projected 2002 to 2011 Projected
Company DPs™? pPs™? EPS' EPS'
American States Water 3.9% 5.9% 5.1% 4.7%
California Water 1.2% 3.4% 6.2% 8.6%
Aqua America 7.7% 4.5% 7.3% 5.6%
Connecticut Water 1.7% 3.5% 0.4% 9.1%
Middlesex Water 1.7% 1.9% 2.4% 8.3%
SJW Corp 4.4% 3.0% 3.7% 4.0%
Average Sample Water Utilities 3.4% 3.7% 4.2% 6.7%
1 Value Line

2 Value Line — Ten- year historical dividend growth updated from 2003-2012 as it is known and measureable.

3 Vatue Line — Projected DPS growth covers the four-year period, 2012-2018.



Docket No. WS-03478-12-0307

Far West Water & Sewer, Inc. Cost of Capital Calculation

Sustainable Growth
Sample Water Utilities

Final Schedule JAC-6

[A] [B] [C] O] [E] [F]
Retention Retention Stock Sustainable  Sustainable
Growth Growth Financing Growth Growth
2002 to 2011 Projected Growth 2002 to 2011 Projected
Company br br Vs br+vs br+vs
American States Water 3.6% 5.3% 2.6% 6.2% 7.8%
California Water 2.2% 4.8% 2.3% 4.5% 71%
Aqua America 4.4% 5.2% 2.4% ©.8% 7.6%
Connecticut Water 2.2% 4.0% 1.0% 3.2% 5.0%
Middlesex Water 1.3% 3.3% 3.5% 4.9% 6.8%
SJW Corp 3.7% 2.9% 0.1% 3.8% 3.0%
Average Sample Water Utilities 2.9% 4.2% 2.0% 4.9% 6.2%

[B]: Value Line
[C]: Value Line
[P]: Value Line and MSN Money

* [E} [B]+[D]

[FI: [CI+[D]
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Far West Water & Sewer, Inc. Cost of Capital Calculation
Calculation of Expected Infinite Annual Growth in Dividends
Sample Water Utilities

(Al | (8]

Description g

DPS Growth - Historical’ 3.4%

DPS Growth - Projected’ 3.7%

EPS Growth - Historical’ 4.2%

EPS Growth - Projected’ 6.7%

Sustainable Growth - Historical? 4.9%

Sustainable Growth - Projected? 6.2% ]
Average 4.9%

1 Schedule JAC-5
2 Schedule JAC-6
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Far West Water & Sewer, Inc. Cost of Capital Calculation
Muiti-Stage DCF Estimates
Sample Water Utilities

[A} [B] [C] D] [E] [F] [H] Ul
Current Mkt. Projected Dividends® (Stage 1 growth) Stage 2 growth® Equity Cost
Company Price (P,)' [ (@) Estimate (K)'
2/20/2013 d4 d, ds dy
American States Water 52.3 1.30 1.36 1.43 1.50 6.5% 8.9%
California Water 20.0 0.66 0.69 0.73 0.76 6.5% 9.7%
Aqua America 28.7 0.69 0.73 0.76 0.80 6.5% 8.8%
Connecticut Water 29.9 0.98 1.03 1.08 1.13 6.5% 9.7%
Middlesex Water 19.1 0.75 0.79 0.83 0.87 6.5% 10.3%
SJW Corp 27.4 0.74 . 0.78 0.82 0.86 6.5% 9.1%
N n Average 9.4%
P = Z D, N D (1+g) 1
= (1+K) K-g, (1+K)
Where : P, = currentstockprice

D, = dividends expected during stage 1
K = costofequity

= years of non — constant growth

= dividend expected in yearn

= constant rate of growth expected after year n

1 [B] see Schedule JAC-7
2 Derived from Vaiue Line information
3 Average annual growth in GDP 1929 - 2011 in current dollars.

4 Internal Rata of Return of Projected Dividends
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Far West Water & Sewer, Inc. Cost of Capital Calculation
Capitalization
Amount
Outstanding as of Percentage of
Interest Rate Annual Interest 12/31/2011 Capital Structure
Long-Term Debt
6.50% $ 175,175 $ 2,695,000
6.375% 1,360,425 21,340,000
10.00% 194,245 1,942 448
Long-Term Debt 6.66% $ 1,729,845 $ 25,977,448 74.23%
Short-Term Debt 7.5% 114,426 1,520,505
7.40% 15,669 211,837
Short-Term Debt 7.51% 130,095 1,732,342 4.95%
Total Debt 6.71% $ 1,859,939 § 27,709,790 79.18%
Common Equity
Common Shares Outstanding
Paid in Capital
Retained Earings
Total Common Equity $ 7,285,912 20.82%
Total Capitalization $ 34,995,702 100.00%
Staff Adjustments to Equity:
Stockholders’ Equity -- Consolidated
Common Stock $ 900,000
Paid in Capital 9,430,633
Retained Earnings -- Water and Sewer (2,764,670)
Total Stockholders’ Equity -- Consolidated $ 7,565,963
Company Equity Adjustments
Plant in Service $ (3,229,531)
Accumulated Depreciation 522,158
Contributions in Aid of Construction (CIAC) 713,313
Accumulated Amortization of CIAC (393,502)
Company Equity Adjustments $ (2,387,562)
Reversing Adjustments to Equity made by Staff
Section 14 Phase 1l Costs Excluded $ 2,165,201
Less: A/D on Section 14 Phase Il Costs Excluded (57,690)
Net Staff Reversing Adjustments $ 2,107,511
Total Common Equity, as Adjusted by Staff $ 7,285,912

Sources:

Stockholders’ Equity -- Consolidated: RLJ Schedule E-1, p. 3, "Comparative Balance Sheet" (Water and Sewer Consolidated).
Company Equity Adjustments: RLJ Schedule D-1, lines 14-18.
Reversing Adjustments to Equity made by Staff: RLJ Schedule B-2, pages 2 and 3 (Equity Adjustments as shown on line 38).



