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1| L INTRODUCTION, PURPOSE AND SUMMARY
2 | Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
31 A My name is Jason Williamson. My business address is 7581 E. Academy
4 Boulevard, Suite 229, Denver, Colorado 80230.
51 Q ON WHOSE BEHALF ARE YOU TESTIFYING?
6 | A. On behalf of the Applicant, Payson Water Co., Inc. (“PWC” or the “Company”).
7 I became the Company’s President effective June 1, 2013, and since then I have
8 been responsible for management of PWC’s daily operations, including oversight
9 of this rate case.
10| Q. HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY IN THIS
11 PROCEEDING?
12| A Yes. In Phase 1, I submitted direct testimony in support of the Company’s request
13 to consolidate and expedite the financing and rate applications, and in response to
14 the Staff Report. I also testified at the Phase 1 hearings in late September 2013. In
15 this Phase 2, I submitted rebuttal testimony, and I will also be adopting the direct
16 testimony of the prior President, Robert Hardcastle.
17 | Q. WHAT IS THE PURPOSE OF THIS REJOINDER TESTIMONY?
18 | A.  First, I will provide rejoinder testimony that clarifies and explains the relief the
19 Company is seeking in the second phase of this consolidated docket. This section
20 is essentially my rejoinder to Staff. Second, I will address the surrebuttal
21 testimonies of intervenors Kathleen Reidhead and Suzanne Nee.
22 IL RELIEF REQUESTED
23 | Q. HAS THE RELIEF REQUESTED CHANGED OVER THE COURSE OF
24 THESE PROCEEDINGS?
25 | A Yes. The necessity of obtaining speedy financing approval for the TOP-MDC line
26 required bifurcation of these consolidated financing and rate case dockets into two
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1 phases. The first phase resulted in Decision No. 74175 (October 25, 2013).
2| Q. WHAT RELIEF DID THE COMMISSION GRANT IN DECISION
3 NO. 74175?
4 1 A. The Commission authorized PWC to (1) borrow up to $275,000 to construct the
5 TOP-MDC line (“Phase I Financing”); (2) implement a WIFA loan surcharge
6 mechanism to recover the additional revenue needed to service the Phase 1
7 Financing (“Phase 1 DSR Surcharge”); and (3) file an application for elimination
8 of the Water Augmentation Surcharge tariff for Mesa del Caballo (“MDC”) after
9 closing of the Phase 1 Financing.! In addition, the Commission ordered the

10 Company to post a bond or letter of credit in the amount of $10,000 to protect the

11 customers.”

121 Q. WHAT IS THE STATUS OF THE PHASE 1 FINANCING AND

13 CONSTRUCTION OF THE INTERCONNECT?

14 | A. The Phase 1 Financing is scheduled to close between January 10 and January 17.

15 Construction of the line should begin in February and be completed by April.

16 | Q. WAS ABOND POSTED AND FILED?

17 | A. Yes, the Company completed this compliance item on December 9, 2013.

183 | Q. IS THE COMPANY REQUESTING ANY RELIEF IN PHASE 2 THAT

19 IMPACTS THE PHASE 1 DECISION?

20| A Yes.

21 | Q. CAN YOU ELABORATE ON THAT PLEASE, MR. WILLIAMSON?

22 | A Yes. For convenience and clarity, the table below identifies and summarizes the

23 Phase 2 relief sought by the Company.

24

2517 Decision No. 74175 at Ordering Paragraphs 1, 6 & 8.

26 || 21d at Ordering Paragraph 12.
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1 PWC Relief Purpose Systems Staff Position PWC RJ Position Notes
Requested Impacted
2 Financing Finance PWC’s pro MDC Staff supports approval Request to approve Phase 2
Approval Phase 2 rata share of the cost of of the Phase 2 Financing | Financing is being withdrawn
3 — up to $963,000 the Cragin Pipeline with certain conditions® in response to Staff
(“Phase 2 and provide additional recommended conditions
4 Financing”) storage capacity
Debt Service To recover the MDC Staff supports approval Request to approve Phase 2
5 Surcharge additional revenue of the Phase 2 DSR DSR Surcharge is being
(“Phase 2 DSR needed to service the Surcharge with certain withdrawn in response to
6 Surcharge™) Phase 2 Financing conditions® Staff recommended
conditions
7 Include cost of To recover the MDC Staff includes the Phase 1 DSR no longer Termination of the Phase 1
TOP-MDC additional revenue Phase 1 Financing in the | necessary as both the loan DSR Surcharge without
8 Interconnection in | needed to service the capital structure but did amount and minimum project | inclusion of the plant in
rate base and Phase 1 Financing not include the plant in cost ($275,000) are known rate base would leave
9 capital structure without the burden of rate base® and plant will be in service PWC unable to service the
and terminate Staff’s conditions before new rates go into Phase 1 Financing
10 Phase 1 DSR effect
Surcharge |
1 1 0&M To recover sufficient MDC Staff recommends denial | Request withdrawn
Cost Recovery funds to cash flow the at this time b it is consistent with withdrawal of
1 2 Surcharge additional O&M costs “premature”® other Cragin related relief in
for Cragin Pipeline response to Staff
1 3 recommended conditions
Commodity Cost To recover sufficient MDC Unknown, Staff has not Absent approval of a There are no purchased
1 4 Recovery funds to cash flow the addressed in Phase 2 PWAM, the Company will water costs included in the
Surcharge costs of purchasing not have revenue sufficient to | Company’s proposed
1 5 (“PWAM”) water from the Town purchase water from the revenue requirement
of Payson Town of Payson for delivery
1 6 through the TOP-MDC line
Order to Cease This is an alternative MDC Unknown, however PWC cannot continue to
1 7 Using Water from | to Staff's Staff recommends that operate without rate
Non-Compliant recommendation that no rate increases take increases, therefore it will
1 8 Wells new rates not take effect until the NOVs have to cease using water
effect are resolved’ from non-complaint wells
1 9 owned by third-parties
Water To allow for direct EVP Unknown, Staff did not No evidence or argument There are no purchased
20 Augmentation recovery of the address in surrebuttal against this request has been water costs included in the
Tariff occasional but presented Company’s proposed
2 1 substantial costs of revenue requirement
hauling water to the
2 2 East Verde Park
2 3 system
24 ? Direct Testimony of John A. Cassidy (Financing) (“Cassidy Financing Dt.”) at 8-10.
‘1d.
25 * Direct Testimony of John A. Cassidy (Cost of Capital) at 6-7.
¢ Direct Testimony of Crystal S. Brown at 22:1-11.
26 " Surrebuttal Testimony of Jian Liu at 2.
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1 { Q. CANYOU PLEASE EXPLAIN WHY THE COMPANY IS WITHDRAWING
2 CERTAIN REQUESTS FOR RELIEF IN RESPONSE TO STAFF’S
3 RECOMMENDATIONS IN THIS CASE?
4 | A. Yes. There are essentially three aspects of Staff’s recommendations that we are
5 struggling with in this case.
6 First, Staff is using the Phase 1 and Phase 2 Financing and Phase 2 DSR
7 Surcharge related to the Cragin Project to justify a substancial $1.18 million
8 overstatement of the capital supporting the Company’s supporting plant.8 When
9 weighted alongside the return on plant in service, this has the impact of reducing
10 Staff’s revenue requirement by over $17,000 annually.9 Second, Staff makes three
11 significant adjustments to develop its revenue requirement, two to rate base and
12 one to expenses. The two adjustments to rate base (CIAC adjustments)m reduce
13 rate base by over $234,000 and results in a net reduction in the revenue
14 requirement of over $23,000 ($234,000 times 6.4% ROR times 1.54 tax factor).
15 Because CIAC is increased, Staff reduces depreciation and amortization expense
16 by over $26,000."" So, in total, these adjustments by Staff have the impact of
17 reducing the total revenue requirement by approximately $66,000 ($17,500 plus
18 $23,000 plus $26,000). That may not seem like a lot of money to the Commission
19 or Staff, as they are often dealing with Class A and B water companies, or even
20 larger gas and electric companies. But PWC needs every dollar.
21
22
3 Z Rebuttal Testimony of Thomas J Bourassa (l‘{ate Base) (“Bourass‘a Rb.”) at 4. '
Staff rate base of $425,129 times 2.6% difference on ROR times 1.54 tax factor. Notably, the 2.6% is the
24 | o o 55854 G0 and 41,39 ooty captal st with s 4.3% soo o debt and 5.0% costofcquity and
75 | WACC of 6.4%.
19 Surrebuttal Testimony of Crystal S. Brown (“Brown Sb.”) at 5 & 8.
26 | ' See Staff Surrebuttal Schedule CSB-14.
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1 Third, Staff is also recommending that any rate increase be stayed pending
2 the resolution of the ADEQ NOVs issued for third party owned wells in MDC from
3 which we obtain water.'> As I tried to make clear in my testimony throughout this
4 case, this utility is in very poor financial condition. While it may be on us for
5 buying this utility with all of its issues (even though the NOV was not issued until
6 after our acquisition), holding up rate relief for one day will do nothing but delay or
7 even preclude PWC’s ability to address this and many other issues.
8| Q- DID THE COMPANY IDENTIFY ITS AREAS OF CONCERN WITH
9 STAFF’S RECOMMENDATIONS IN ITS REBUTTAL?
10 | A.  Yes, in great detail. Unfortunately, Staff did not change its recommendations in
11 any material manner. That is very disappointing as we have tried very hard to
12 work with Staff as we move forward to try to get this utility on solid footing. I
13 would have hoped Staff would work with us in this rate phase, instead of clinging
14 to ways to reduce our revenue. In any case, Staff has made its choice and,
15 therefore, we have had to make modifications to the relief sought to avoid the
16 potential, detrimental impacts of some of Staff’s recommendations.
17 | Q. DOESN'T THE COMPANY NEED THE RELIEF RELATED TO THE
18 CRAGIN PROJECT?
19 | A.  Yes, but we cannot afford to give up any dollars today to obtain relief we may not
20 need for 2-3 years. Based on the most current information we have from the Town,
21 Cragin will not be ready until sometime in or after 2017, so we will have to come
22 back in back in for another financing and rate proceeding in roughly 24 months.
23 That means more expense and time spent, but that is the course of action Staff is
24 laying out for us with its recommendations in Phase 2.
25
26 | ©2piysp.at2.
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1 Q. WHY CAN'T THE COMPANY JUST GET APPROVAL OF THE PHASE 2
2 FINANCING NOW AND THEN COME IN AFTER IT PAYS FOR ITS
3 SHARE OF THE CRAGIN PROJECT?
4 | A.  Besides the fact that Staff is using that financing to infuse almost a million dollars
5 of debt into our capital structure, we will not be able to afford to pay the debt
6 service on the Phase 2 Financing without additional rate relief. Nor will we be able
7 to afford the associated O&M costs.
8| Q. DO YOU DISAGREE WITH STAFF’S CHARACTERIZATION OF THE
9 RELIEF SOUGHT AS “EXTRAORDINARY?
10 | A. Not entirely. Certainly, the need to expedite the Phase 1 Financing was
11 extraordinary. An incredible opportunity to start sooner to remedy MDC’s water
12 problems presented itself and we could not take advantage of it without financing
13 approval and the means to meet WIFA’s debt service coverage (DSC)
14 requirements.”> But that relief is already in place, so I am not sure how it impacts
15 Phase 2 or justifies Staff’s conditions and adjustments. And, if a debt service
16 surcharge is the bridge to mismatching plant and capital so we get less revenue,
17 then we would rather just have revenues sufficient to service the Phase 1
18 Financing. It is more important to improve this Company’s financial health today
19 than to avoid additional proceedings in the future related to Cragin.
200 Q. WHERE DOES THE PWAM FIT INTO THE PICTURE,
21 MR. WILLIAMSON?
22 | A That’s a good question, and one I will do my best to address. In Phase 1, we
23 sought a PWAM so we could pay Payson for the water to be delivered through the
24 TOP-MDC line. Although the test year included purchased water costs for MDC,
25 those were removed as they were recovered under the hauling tariff for that system,
26 | 1 Decision No. 74175 at 5-8.
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1 and would, under the Company’s recommendation, be recovered under the PWAM
2 going-forward. However, when Staff argued in Phase 1 that the approved
3 commodity rates be deducted from the cost of water from Payson under the false
4 conclusion that the approved commodity rates included purchased water costs for
5 PWC the Company dropped its request for a PWAM in Phase 1." Simply put, we
6 punted the issue because we hoped, and still do, that the Commission will approve
7 new rates, with provision to pay the Town for the water, by the time we would like
8 to start using that water in May 2014.
91 Q. SO WHAT WOULD THE PWAM REQUESTED COVER?
10 | A. The PWAM would cover the cost of water from the Town of Payson. These costs
11 would reflect an additional surcharge on MDC bills only.
12 | Q.  WHAT IS STAFF’S POSITION ON THE PWAM IN PHASE 2?
13 | A. We have no idea. Staff has not addressed this issue in either its direct or
14 surrebuttal filings.
15| Q. ISIT POSSIBLE THAT STAFF IS JUST TAKING THE SAME POSITION
16 AS IT DID IN PHASE 1 OF THIS PROCEEDING?
17 | A. Maybe, but during the Phase 1 hearing Ms. Brown made it clear that Staff really
18 did not have enough time to fully evaluate the PWAM in Phase 1.1 I assumed that
19 Staff would at least confirm one way or another whether Mr. Bourassa was right
20 about the flaw in Staff’'s PWAM approach.'® Again, I will leave the accounting
21 and ratemaking to Mr. Bourassa, but it is clear from his testimony that all
22 purchased water costs have been removed from his determination of the revenue
23 requirement.'” If that’s the case, I do not know how Staff can continue to have the
24 | % 500 Phase 1 transcript at 37:7-20.
5 '3 Phase 1 transcript at 143:12-24.
' Bourassa Rb. at 23-24.
26 || ' Rejoinder Testimony of Thomas J. Bourassa (Rate Base) at 20.
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1 same issue. Hopefully Staff will provide clarification at the hearing. All I can say

2 is that without a PWAM, we won’t be able to buy water for delivery through the

3 newly constructed TOP-MDC line.

41 Q. IS STAFF’S RECOMMENDATION THAT RATE INCREASES BE HELD

5 UP DUE TO OUTSTANDING ADEQ NOVs ALSO RELATED TO THE

6 CRAGIN PROJECT?

71 A. No, it is just another recommendation by Staff that would cause substantial harm to

8 the Company. We cannot go beyond May 1, 2014 without rate increases. This is

9 why I explained in my rebuttal that the NOVs are for wells that we do not own.
10 At present, while we differ in opinion with ADEQ on the applicability of the NOVs
11 to wells we don’t own, we are working with ADEQ on a resolution. We simply
12 don’t have much control over the speed at which ADEQ will arrive at a resolution.
13 Even so, Staff did not change its position, and continues to assert that the
14 Commission should not raise rates until the Company resolves the NOV."™ Givena
15 choice between new rates and the continued use of water from the non-compliant
16 wells owned by third parties in MDC, we have no choice but to go with the rate
17 increases.
18 Q. SO YOU WANT THE COMMISSION TO ORDER THE COMPANY NOT
19 TO USE THE NON-COMPLIANT WELLS?
20 A Yes. If the Commission is inclined to agree with Staff — that no water from the
21 wells ADEQ has found to be in violation should be used to serve PWC customers —
22 then the Commission should tell us not to use the wells unless they are compliant.
23 This is an alternative to and far more preferable to Staff’s recommendation that
24 rates be frozen where they are until ADEQ is satisfied. If Staff’s main concern is
25 non-compliant wells, then it is entirely inconsistent and unfair for Staff to prevent
26 | ®piusp. at2.
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1 necessary rate increases pending ADEQ approval of wells that PWC does not own.
2 In fact, Staff’s proposal is the worst of both worlds for PWC because we would be
3 using the non-compliant wells and necessary rate increases would be held up,
4 further compounding the Company’s financial problems.
5| Q. DOESN'T THE COMPANY SHARE STAFF’S CONCERN ABOUT WATER
6 BEING SUPPLIED FROM WELLS THAT ARE OUT OF COMPLIANCE?
71 A. Of course we are concerned, but there is not and has never been any evidence that
8 the water quality from any of the wells in MDC has been compromised. Rather,
9 this is more of a procedural problem that we are working with ADEQ to resolve,
10 but because such a scenario with third party wells lacks precedent (according to
11 ADEQ), it will take some time.
12 | Q. ISIT POSSIBLE THAT THE NOVs WILL BE RESOLVED BEFORE THE
13 NEW RATES ARE APPROVED?
4] A I hope so and as I mentioned before, we are trying very hard to work with ADEQ
15 to get there, but getting ADEQ to agree to a resolution in this unprecedented
16 scenario will require some time. If ADEQ continues to insist that these MDC wells
17 have to be brought into compliance as if they were owned and operated by the
18 Company, we may face an expensive and time-consuming hurdle. In that case, it
19 may not be prudent to continue to share water from those wells, especially if the
20 TOP-MDC line and PWAM are in place and operational.
21 | Q. WHAT WATER WILL BE USED TO SERVE MDC?
22| A It depends on the final decision issued in this case. We will have three sources
23 from which to choose, including the company-owned wells, water-sharing
24 agreement wells, and the water from the TOP-MDC line. But having these options
25 assumes that we have the revenue to pay the debt service, the means to pay for the
26 TOP water, and the approval from ADEQ to use the third party wells.
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1{ Q. YOU ALSO MENTIONED STAFF’'S RATE BASE AND EXPENSE

2 ADJUSTMENTS. HAS THE COMPANY ALTERED THE RELIEF

3 SOUGHT IN RESPONSE TO THESE THREE ADJUSTMENTS?

4 | A. Not specifically, but Staff’s unwillingness to budge on its plant and expense

5 adjustments makes it imperative that we take steps to keep the revenue requirement

6 from going down further. I cannot understate our need for every dollar of the

7 requested revenue increase.

8 Q. WELL MR. WILLIAMSON, STAFF IS ENTITLED TO DISAGREE WITH

9 YOU ON THESE SORTS OF ADJUSTMENTS, CORRECT?
10 | A. Yes, but that does not make the positions reasonable, fair or supported by the
11 underlying record. For example, on the plant side, in her direct testimony
12 Ms. Brown requested an affidavit from the Company regarding the financing of
13 certain plant that Staff disallowed.'”” We attached two affidavits to my rebuttal
14 attesting to the financing of the plant by the Company’s parent.”’ Those affidavits
15 are uncontested and yet Ms. Brown makes no mention in her surrebuttal of the
16 affidavits she solicited (by a date certain) and we supplied.

17 | Q. ISN’T IT STAFF’S JOB TO MAKE SURE THAT CUSTOMERS DO NOT
18 OVERPAY?

19 | A. I am not privy to Staff’s specific job description, however, I am sure everyone can
20 agree that it is the Commission’s duty to balance the interests of the customers and
21 the Company. Disallowing $70,120 of plant because Ms. Brown believes only
22 invoices satisfy NARUC is out of balance. Staff is aware of the significant efforts
23 Mr. Bourassa and I have made to provide support for the plant going into rate base
24 in this case. There is no evidence that anyone but the Company’s shareholders
25

" Brown Dt. at 10:14-19.
26 0 Rebuttal Testimony of Jason Williamson (“Williamson Rb.”) at Exhibit JW-RB2.
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1 paid for the plant Staff is treating as CIAC, and no evidence that the $470,913 of
2 CIAC and $295,250 of accumulated amortization (“AA”) Staff is putting back into
3 rate base came from anywhere but Star Valley.*! Under these circumstances, Staff
4 could have and should have reversed its recommendation. Instead, Ms. Brown
5 gave us a lecture on the NARUC manual.? Putting form over substance on this
6 issue simply is not fair to PWC’s new owners, that are trying very hard to improve
7 this utility, or in the public interest.
8 | Q. FAIR ENOUGH. WHAT ABOUT THE ADJUSTMENT TO EXPENSES BY
9 STAFF?
10 | A. Staff continues to insist on using test year allocated overhead expenses numbers
11 from Brooke Ultilities to set our rates, and then makes adjustments to that number
12 to reflect circumstances that are no longer possible.”” Brooke Utilities no longer
13 owns any interest in PWC, no longer provides any services to PWC, and the
14 individual whose “bonus” Ms. Brown removed will no longer work for the
15 Company as of January 15, 2014.
16 | Q. WHAT RATIONALE DOES STAFF OFFER FOR ITS ADJUSTMENTS?
17 | A.  Ms. Brown claims the test year numbers have to be used because the new expense
18 levels are an “estimate.” This is wrong. The Company has a Business Services
19 Agreement with JW Water Holdings, which invoices based on a fixed amount pef
20 customer per month. That known and measurable amount reflects our actual costs
21 going forward and that expense level should be used to develop PWC’s revenue
22 requirement. Staff’s essentially has opted to use expense numbers from Brooke
23 Utilities instead of the actual expense numbers for PWC. That decision makes
24
95 | * Williamson Rb at 4-6 and Exhibit JW-RB2.
% Brown Sb. at 4:22 - 5:4.
26 | * Brown Sb. at 10-12.
ortrsiona, Carrosation
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1 little sense and is patently unfair to PWC.
2 | Q. ANYTHING ELSE WITH RESPECT TO THE RELIEF REQUESTED,
3 MR. WILLIAMSON?
4 | A. Just to say that while we appreciate Staff’s help to expedite the Phase 1 relief,
5 we are disappointed with Staff’s intransigence in this second phase. Again,
6 everyone can point fingers and say we are businessmen and made our choices.
7 Butno one can legitimately say we are not trying to make things better.
8 Unfortunately, the recommendations made by Staff in this second phase do not
9 help us do that.
10 | II. REJOINDER TO INTERVENORS
11 | Q. HAVE YOU REVIEWED THE SURREBUTTAL TESTIMONIES FILED BY
12 MS. REIDHEAD AND MS. NEE?
13| A. Yes.
14 | Q. ARE BOTH INTERVENERS CUSTOMERS OF PWC?
15 | A. Yes. Ms. Nee has what appears to be a second home in the Meads Ranch system.
16 Her testimony is focused on rate consolidation and public notice. Ms. Reidhead,
17 who also filed direct testimony, is a part-time resident of the Company’s
18 Deer Creek Village system. Ms. Reidhead’s concerns focus primarily on the
19 requested rate consolidation and the costs for solving water shortages in MDC.
20 I will endeavor to provide rejoinder to both of our customers.
21 A.  Response to Kathleen M. Reidhead
22 1. Consolidation of Rates
23 | Q. MS. REIDHEAD SPENDS MUCH OF HER SURREBUTTAL TESTIMONY
24 OBJECTING TO A CONSOLIDATED RATE STRUCTURE AND TRYING
25 TO ADVANCE THE ARGUMENT FOR COST OF SERVICE STUDIES.
26 SHOULD THE COMPANY BE CONDUCTING THESE STUDIES?
FENNEMORE CRAIG
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1 § A. 1donotbelieve so. To begin with, Staff found the application sufficient over six
2 months ago without a cost of service study. More importantly, Mr. Bourassa is the
3 expert on cost of service studies, and he informs me that these studies are very
4 costly to prepare, increase rate case expense, and are hardly used by this
5 Commission as water utility service rates are set almost entirely on conservation
6 not cost of service. Additionally, this is a small water company with several even
7 smaller systems. It would make it considerably more costly and more difficult to
8 operate if we were to essentially run each system independently based on its own
9 cost of service as Ms. Reidhead seems to be suggesting should be the final result.
10 The move towards, not away from, continued rate consolidation (other than the
11 rates for extraordinary plant investment as with MDC) just makes sense.
12 | Q. WHY?
13 | A. As I explained, this is a small company with several very small systems. But all of
14 the systems are owned and operated by PWC and they all are located in the same
15 general geographical area. Rate consolidation is consistent with the functional
16 consolidation in metering services, billing, collecting, management, and customer
17 service. I assume this is why the predecessor water utilities (United and C&S) had
18 consolidated rate designs as well.?* Consolidated rates are also easier to implement
19 and much less costly to administer, and rate consolidation promotes rate and
20 revenue stability, and improves affordability. It also helps to provide a smoothing
21 effect over discrete cost spikes across the various systems and over time.
22 | Q. BUT WHAT ABOUT MDC?
23 [ A MDC provides the exception to the rule. This system has such special and unique
24 problems with water supply, as well as a history of this system’s customers having
25 to pay the costs of the solutions directly. The Commission in Phase 1 echoed this
26 | 2 go0 Decision No. 62320 (February 17, 2000) and Decision No. 62401 (March 30, 2000).
roesiows Coksomamo
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1 when it niade clear that the costly remedies needed for MDC should be paid for by
2 MDC. *
31 Q. IS MS. REIDHEAD RIGHT TO BE CONCERNED ABOUT HAVING TO
4 PAY FOR THE COSTS OF THE TOP-MDC LINE OR OTHER
5 SOLUTIONS FOR MDC’S WATER SUPPLY ISSUES?
6| A Not under these circumstances. It is clear in the record that we are requesting that
7 MDC pay any extra costs associated with financing, building and operating the
8 TOP-MDC line.
9 2.  Water Augmentation
10| Q. HOW DO YOU RESPOND TO MS. REIDHEAD’S ASSERTION ON
11 PAGE 5 OF HER SURREBUTTAL TESTIMONY THAT CONSTRUCTING
12 THE INTERCONNECTION PIPELINE IS “NOT RATIONAL” BECAUSE
13 THE COST TO AUGMENT THE WATER SUPPLY IS “SIGNIFICANTLY
14 LOWER” THAN THE COST OF THE PIPELINE?
15 | A. Ms. Reidhead is entitled to her opinions, even on matters that do not impact her
16 rates for service for the reasons I just explained. I do respectfully disagree with
17 her, as do Staff and the Commission, both of which have wholeheartedly supported
18 our pursuit of the TOP-MDC line. It would also appear that Ms. Reidhead is
19 confused about the dollar amounts. She seems to believe that purchased water
20 totaled just $2,438 during the test year.*®
21 | Q. HOW MUCH DID IT REALLY COST?
22 | A Nearly $52,000.7 About 77% of that cost was for augmenting the supply to MDC.
23 The other portion was for East Verde Park.
24
25 2 Decision No. 74175 at Ordering Paragraph 7.
% Surrebuttal Testimony of Kathleen M. Reidhead (“Reidhead Sb.”) at 5:34-35.
26 | ? See Bourassa Schedule C-1, page 1.
FENNEMORE CRAIG
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THANK YOU. MR. WILLIAMSON, HASN’T PWC BEEN FORCED TO
SPEND AN INCREASING AMOUNT OF MONEY TO AUGMENT THE
WATER SUPPLY?

Yes. The amount more than doubled between 2010 and 2012.® Plus, the
Company has needed to haul in more gallons each year to meet customer demand.
In 2013, the Company spent over $88,000 for just MDC.? So besides the fact that
customers are subject to severe limitations on how much water they can use,
the costs are annual, considerable and increasing. The costs are also inherently
unpredictable from year to year. I am sure this is why the Commission was on the
previous owner for some time to find a more permanent solution to the water
supply issues in MDC. We are doing that, first with the TOP-MDC line, and then
with the Cragin Project.

DO YOU HAVE ANY FURTHER COMMENTS?

Just that Ms. Reidhead is a customer of Deer Creek, not MDC. The pipeline and
any associated costs do not affect her as she, herself, has recognized.” I’m not
sure why she is so vehemently opposed to the pipeline project that has nothing to
do with Deer Creek. Also, as more fully explained by Mr. Bourassa, under PWC’s
initial request, Ms. Riedhead’s rates would actually be lowered because the amount
spent on purchased water would be removed from the Company’s operating

exXpensces.

3 See Company Schedule E-2, page 1.
* Williamson Rb. at 9:15-18.
3® Decision No. 74175 at Ordering Paragraph 7; Reidhead Sb. at 7.
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1 3. PWC’s Curtailment Tariff
21 Q. ON PAGE 3 OF HER SURREBUTTAL TESTIMONY, MS. REIDHEAD
3 CLAIMS THAT DEER CREEK SHOULD NOT BE SUBJECT TO THE
4 COMPANY’S CURTAILMENT TARIFF. DO YOU AGREE?
51 A I agree that Deer Creek seems to have an ample water supply, but I do not agree
6 that Deer Creek should be released from the tariff.
71 Q.  WHYNOT?
8 A. Because it is our general understanding that the Commission wants company-wide
9 curtailment plans for all of the water utilities under its regulation. It certainly
10 would appear that the Commission specifically wanted all of PWC’s systems
11 subject to curtailment tariffs. The curtailment tariff initially proposed by PWC
12 actually omitted Deer Creek.” However, per the Commission, Deer Creek was
13 ultimately included.*® Therefore, I think this is an issue between Ms. Reidhead and
14 the Commission.
15 B. Response to Suzanne Nee
16 1. Rate Consolidation
17 | Q. LIKE MS. REIDHEAD, MS. NEE DOES NOT SUPPORT THE
18 CONTINUED CONSOLIDATION OF RATES. WHAT IS YOUR
19 RESPONSE TO MS. NEE?
20| A I offer the same reasons I did above.*
21
22
23
24
25 | 3 5ee Company’s application filed December 13, 2004 in Docket No. W-03514A-04-0906,
32 See Decision No. 67821 (August 2, 2005).
26 | 3 see Section I(A)(1) supra.
FENNEMORE CRAIG
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1 2. Water Augmentation
21 Q. ON PAGE 13 OF HER SURREBUTTAL TESTIMONY MS. NEE
3 PROPOSES THAT, IN LEIU OF THE INTERCONNECTION PIPELINE,
4 THE COMPANY PURCHASE HAULING TRUCKS. MIGHT THIS
5 INDEED BE A VIABLE SOLUTION?
61 A The long term solutions for MDC have been analyzed by PWC, the Commission
7 Staff, the Commission engineers, and a number of MDC residents who will
8 directly bear the costs. The majority has concluded that, as far as the long term
9 solutions, the best means is build the TOP-MDC line and then, when competed, to
10 connect to the Cragin pipeline.
11 3. Public Notice
121 Q. MS. NEE ALSO RAISES A FEW QUESTIONS ABOUT THE PUBLIC
13 NOTICE FOR THESE PROCEEDINGS. CAN YOU RESPOND?
141 A Not really. I can only say that we sent out the order that was approved by
15 Judge Nodes after a lot of effort by Staff and the Company to suggest a form of
16 notice of the financing and rate proceedings. I think it is fair to say every one of
17 our customers is now aware (or at least should be) of these proceedings through
18 notice, word of mouth, and the numerous articles that have been published in the
19 Payson Roundup. Ms. Nee has elected to take part in these proceedings as an
20 intervener, and has a chance to raise her concerns about the rates, as do all of our
21 customers.
21 Q DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY?
23 | A Yes.
24
25
26
i, Conronarion
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Attorneys for Payson Water Co., Inc.

BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE APPLICATION | DOCKET NO: W-03514A-13-0111
OF PAYSON WATER CO., INC., AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE FAIR VALUE
OF ITS UTILITY PLANTS AND
PROPERTY AND FOR INCREASES IN ITS
WATER RATES AND CHARGES FOR
UTILITY SERVICE BASED THEREON.

IN THE MATTER OF THE APPLICATION | DOCKET NO: W-03514A-13-0142
OF PAYSON WATER CO., INC., AN
ARIZONA CORPORATION, FOR
AUTHORITY TO: (1) ISSUE EVIDENCE
OF INDEBTEDNESS IN AN AMOUNT
NOT TO EXCEED $1,238,000 IN
CONNECTION WITH INFRASTRUCTURE
IMPROVEMENTS TO THE UTILITY
SYSTEM; AND (2) ENCUMBER REAL
PROPERTY AND PLANT AS SECURITY
FOR SUCH INDEBTEDNESS.
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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 PROCEEDING?

I am testifying in this proceeding on behalf of the applicant, Payson Water
Company (“PWC” or “Company”).

HAVE YOU PREVIOUSLY SUBMITTED DIRECT AND REBUTTAL
TESTIMONY IN THE INSTANT CASE?

Yes, my direct testimony was submitted in support of the initial application in this
docket. There were two volumes, one addressing rate base, income statement and
rate design, and the other addressing cost of capital. My rebuttal testimony was
also submitted in response to the direct testimony of Staff. Like my direct
testimony, there were two volumes, one addressing rate base, income statement and
rate design, and the other addressing cost of capital.

WHAT IS THE PURPOSE OF THIS REJOINDER TESTIMONY?

I will provide rejoinder testimony in response to the surrebuttal filing by Staff.

SUMMARY OF THE COMPANY’S REJOINDER POSITION

WHAT IS THE REVENUE INCREASE THE COMPANY IS PROPOSING
IN THIS REJOINDER TESTIMONY?

The Company proposes a total revenue requirement of $713,624, which constitutes
an increase in revenues of $393,099, or 122.64 percent over adjusted test year

revenucs.




1 Q HOW DOES THIS COMPARE WITH THE COMPANY’S REBUTTAL
2 FILING?
31 A The Company’s proposed rate base and revenue requirement is higher. In the
4 rebuttal filing, the Company requested a total revenue requirement of $680,787,
5 which required an increase in revenues of $360,272, or 112.40 percent. However,
6 these numbers do not include amounts to be collected under the debt service
7 surcharge (“Phase 1 DSR Surcharge”) approved by the Commission in Decision
8 74175 (October 25, 2013) (“Phase 1 Decision™).
9| Q. WHY IS THE REJOINDER REVENUE REQUIREMENT HIGHER?
10§ A PWC is now proposing the inclusion of post-test year (“PTY”) plant in rate base
11 totaling approximately $275,000, along with additional depreciation expense
12 related to the PTY plant.
13| Q. ISN'TIT A LITTLE LATE TO INTRODUCE POST TEST YEAR PLANT
14 AND INCLUDE IT IN RATE BASE?
15 | A. No, not under the circumstances of this case. I believe this position is a reasonable
16 response to Staff’s recommendations in this phase of this case. Staff had a chance
17 to consider the impacts of its recommendations on the Company and make changes
18 in its surrebuttal filing. Staff chose not to do so and now the Company has to act to
19 protect its interests.
20| Q WILL THE TOP-MDC LINE BE USED AND USEFUL?
21 | A Yes. The TOP-MDC line will be in service, serving existing customers before the
22 new rates go into effect. Moreover, the line was the subject of the Phase 1 decision
23 so the parties and the Commission are well aware of the imminent start of
24 construction of this important plant to address the chronic water supply problems
25 facing the MDC system. While no finding of prudency or used and useful has yet
26 been made, I respectfully suggest it will be a simple matter to confirm that the line

FENNEMORE CRAIG
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1 is in place and in service once construction is finished.
2 Q. BUT HOW WILL WE KNOW HOW MUCH THE TOP-MDC LINE COST?
31 A The Company is borrowing $275,000 from WIFA this month to build the line,
4 an amount which Staff agreed and the Commission concluded was reasonable.’
5 Between the estimated construction costs and the related costs of needed approvals,
6 the costs will likely exceed the $275,000. Of course, support for the actual costs
7 will be provided as soon as available. Besides, Staff must feel that number is
8 highly certain. Not only was it used to develop the Phase 1 DSR Surcharge,
9 but Staff also has increased the debt in the Company’s capital structure by
10 $275,000.%
11 | Q. SINCE PWC IS PROPOSING TO INCLUDE THE COST OF THE TOP-
12 MDC LINE IN RATE BASE, IS THE COMPANY ALSO PROPOSING TO
13 ELIMINATE THE PHASE 1 DSR SURCHARGE?
14 A Yes. Since the Company’s proposed rate base and revenue requifement now
15 reflect the cost of the TOP-MDC line, the surcharge mechanism needs to be
16 removed. They are essentially alternative means of collecting revenues for the
17 same purpose — providing revenues to service the WIFA debt.
183 | Q. THEN WHY NOT JUST RETAIN THE PHASE 1 DSR SURCHARGE?
19 | A. Because Staff is using the surcharges to label the relief sought as “extraordinary”
20 justifying serious manipulation of the Company’s capital structure.’
21 This manipulation of the capital supporting PWC’s plant is costing the Company
22 revenues it would otherwise receive. This is in addition to Staff’s recommendation
23
74 | ' Phase 1 Decisionat 7, 15.
2 Direct Testimony of John A. Cassidy (Cost of Capital) at 7. The $1,179,650 Staff inputs into PWC’s capital
25 structure includes $275,000 for the Phase I financing and $904,650 for the Phase 2 financing. See Direct Testimony
of John A. Cassidy (Financing) (“Cassidy Financing Dt.”) at 7.
26 | 3 Surrebuttal Testimony of John A. Cassidy at 2.
FENNEMORE CRAIG
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that part of the monies collected under the surcharge be treated as a regulatory
liability, a future deduction to rate base.* Given these conditions, the Company’s
poor financial health, and the additional burden of administering the debt service
surcharges, the Company has concluded it would be easier and more reasonable to
just put the line in rate base since the cost is already going to be in the capital
structure. Again, it should be recalled that the Company would have been
collecting most of the same revenues under the Phase 1 DSR Surcharge.

Q. IS THE COMPANY ALSO ELIMINATING ITS PHASE 2 FINANCING
REQUEST AND RELATED PHASE 2 DEBT RECOVERY SURCHARGE
MECHANISM?

A.  Yes. Mr. Williamson identifies all of the relief the Company is seeking in a table
in his rejoinder testimony, including the Company’s withdrawal of the requested
Phase 2 financing approval and request for a debt recovery surcharge mechanism.’
However, as I will also discuss herein, the Company still needs approval of a
commodity cost recovery surcharge (aka Purchased Water Adjustment Mechanism
or PWAM) for water purchased from the Town of Payson. The Company’s
proposed revenue requirement does not include any of those purchased water costs.

Q. THANK YOU. PLEASE CONTINUE WITH YOUR DISCUSSION OF THE
DIFFERENCE IN THE COMPANY PROPOSED REJOINDER RATE BASE
AND REVENUE REQUIREMENT COMPARED TO THE COMPANY
PROPOSED REBUTTAL RTAE BASE AND REVENUE REQUIREMENT.

A. The net result of the Company’s proposal to include PTY plant is the Company’s
proposed rate base has increased by $272,571 from its rebuttal filing of $660,266
to $932,837. In addition, the Company’s proposed operating expenses have

* Cassidy Financing Dt. at 9-10.
3 Rejoinder Testimony of Jason Williamson (“Williamson Rj.”) at 3.
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decreased by $829, from $482,220 in the rebuttal filing to $481,391.

WHAT ARE THE PROPOSED REVENUE REQUIREMENTS AND RATE
INCREASES FOR THE COMPANY AND STAFF AT THIS STAGE OF
THE PROCEEDING?

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

Revenue Requirement Revenue Incr. % Increase
Company-Rebuttal $680.787 $360,272 112.40%
Staff $561,246 $240,721 75.10%
Company-Rejoinder $713,624 $393,099 122.64%

RATE BASE
WOULD YOU PLEASE IDENTIFY THE PARTIES’ RESPECTIVE RATE

BASE RECOMMENDATIONS.

Yes, the rate bases proposed by the Company and Staff are as follows:

OCRB FVRB
Company-Rebuttal $ 660,266 § 660,266
Staff $ 425,129 $ 425,129
Company-Rebuttal $ 932,837 $ 932,837

WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED
ORIGINAL COST RATE BASE?

Yes. The Company’s rejoinder rate base adjustments to OCRB are detailed on
rejoinder schedules B-2, pages 3 through 6. Rejoinder Schedule B-2, page 1 and 2,

summarize the Company’s proposed adjustments and the rejoinder OCRB.

5.




1 A. Plant-in-Service (PIS)
21 Q. WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED
3 REJOINDER ADJUSTMENTS TO PLANT-IN-SERVICE AND IDENTIFY
4 ANY ADJUSTMENTS YOU HAVE ACCEPTED FROM STAFF?
5[ A. The Company is proposing an increase to PIS of $274,325 for PTY plant as I
6 discussed in my summary above. Rejoinder rate base adjustment 1-A, and shown
7 on Rejoinder Schedule B-2, page 3, reflects the estimated cost of the TOP-MDC
8 line totaling $274,325.
9 B.  Accumulated Depreciation (A/D)
10| Q. WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED
11 REJOINDER ADJUSTMENTS TO ACCUMULATED DEPRECIATION
12 AND IDENTIFY ANY ADJUSTMENTS YOU HAVE ACCEPTED FROM
13 STAFF?
14 | A The Company is not proposing any adjustments to A/D. Both the Company and
15 Staff agree on an A/D balance of $1,332,825.°
16 C.  Contributions-in-Aid of Construction (CIAC)
17| Q. WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED
18 REBUTTAL ADJUSTMENTS TO CONTRIBUTIONS-IN-AID OF
19 CONSTRUCTION AND/OR ACCUMULATED AMORTIZATION AND
20 IDENTIFY ANY ADJUSTMENTS YOU HAVE ACCEPTED FROM
21 STAFF?
21 A The Company is not proposing any adjustments to CIAC or accumulated
23 amortization (“AA”) and continues to propose CIAC and AA balances of $375,036
24 and $213,231, respectively.
25
26 || °See Payson Rejoinder Schedule B-2, page 1 and Staff Surrebuttal Schedule CSB-3.
FENNEMORE CRAIG




1| Q. DO THE COMPANY AND STAFF AGREE ON THE CIAC AND AA
2 BALANCES?
3 | A. No. Staff is proposing CIAC and AA balances of $916,069 and $537,795,
4 respectively, an increase over the Company proposed CIAC and AA balances of
5 $541,033 and AA by $306,705, respectively.” Staff's proposed increases to CIAC
6 and AA are based upon two separate adjustments, both of which I discussed in my
7 rebuttal testimony.8
8| Q. DID STAFF MODIFY ITS POSITION ON THE TWO PLANT
9 ADJUSTMENTS IN RESPONSE TO THE COMPANY’S REBUTTAL
10 FILING?
11 | A.  No, and that’s disappointing. Staff expressly solicited additional support from the
12 Company, and then ignored it. As a result, nothing has changed. Staff’s first plant
13 adjustment adds $70,120 to CIAC and $11,455 to AA. In sum, Ms. Brown has
14 chosen to assume the plant is CIAC because she is not satisfied with the evidence
15 showing the Company paid for the plant.9 Staff’s second adjustment is for the
16 allegedly unsupported removal of CIAC related to the condemnation of the
17 Star/Quail Valley system. For this adjustment, Staff adds $470,913 to CIAC and
18 $295,250 to AA because Ms. Brown is not satisfied with the evidence showing that
19 the plant in the Star Valley system was CIAC. As a result, this time she assumed
20 the plant wasn’t CIAC."
21
22
23
24 : See Staff Surr'ebuttal Schedule CSB-3.
Rebuttal Testimony of Thomas J. Bourassa (Rate Base) (“Bourassa Rb.”) at 4-6.
25 || ° See Direct Testimony of Crystal S. Brown (“Brown Dt.”) at 10. See also Surrebuttal Testimony of Crystal S.

Brown (“Brown Sb.”) at 5.
26 | '°Brown Dt. at 13 and Brown Sb. at 8.
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1§ Q. DO YOU AGREE WITH MS. BROWN (SURREBUTTAL TESTIMONY AT
2 3-4) THAT ANNUAL REPORTS, ACCOUNTING LEDGERS, AND
3 INCOME TAX RETURNS ARE NOT ADEQUATE FORMS OF
4 EVIDENCE?
5| A.  No. First, while the Company did not provide every single invoice Staff requested,
6 the Company was able to provide supporting invoices from 2009 through the end
7 of the test year. Since Staff did not propose any adjustments to plant for these
8 years, we can presume that Staff found that the Company reflected the plant costs
9 and any related CIAC properly on its books. This is evidence that books of the
10 Company were properly maintained and should provide some level of confidence
11 in the amounts recorded prior to 2009 and reflected in the plant ledgers, income tax
12 returns, and annual reports. Second, the Company’s detail CIAC ledger does not
13 show any new CIAC from the time of acquisition through 2008, the period of time
14 the Company was unable to provide invoices. Therefore, the evidence shows that
15 what Staff calls “unsupported plant” was not CIAC funded plant.
16 | Q. WHY DOES MS. BROWN RELY EXCLUSIVELY ON INVOICES?
17 | A. It would appear the primary argument for rejecting tax returns, general ledgers,
18 annual reports, and all other evidence against her position is that these forms of
19 evidence are “not audited.”'! However, an invoice is not audited, nor, by itself,
20 does it provide evidence of the source of funds used to pay for the plant. Other
21 forms of evidence, such as subsidiary ledgers, loan documents, line extension
22 agreements, hook-up fee reports, cash flow statements, etc. must be used to
23 ascertain the source of the funds. That’s what the Company thought Staff was
24 looking for when Ms. Brown solicited an affidavit attesting to payment for plant.”
25

' Brown Sb. at 4.
26 12 grown Dt. at 10,
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1 The Company provided this additional evidence of PWC’s payment of plant costs
2 that were requested by Staff in Ms. Brown’s direct testimony.13
31 Q. WHAT ABOUT MS. BROWN’S CLAIM THAT SHE IS JUST
4 FOLLOWING NARUC?
51 A Ms. Brown appears to be cherry picking “invoices” as the only acceptable form of
6 evidence per the NARUC Rate Case Audit Manual."* There are other forms of
7 evidence besides invoices listed in the manual, including specifically continuing
8 property records, income tax returns, lists of property units (physical plant
9 inventories), general and subsidiary ledgers, operating/financial reports, and trial
10 balances. I have included as Exhibit TJB-RB-RJ1 a copy of page 14 of the
11 NARUC Rate Case Audit Manual where the recommended records to be reviewed
12 during a regulatory audit are listed.
13 I would also include annual reports submitted to the Commission as
14 additional supporting evidence. The annual reports were prepared from the
15 original books, papers and records of the Company and are a “verified and sworn
16 statement” executed by a company official attesting to the completeness and
17 correctness of the report. Absent evidence to the contrary, which Staff does not
18 even claim exists, it is not reasonable to assume that the annual reports are wrong,
19 as Ms. Brown has done in this case.
200 Q. DOES THE NARUC MANUAL SET FORTH MANDATORY
21 REQUIREMENTS?
22 | A No, the manual is a guideline - a series of suggestions. At page 4 of the manual it
23 || states:
24 .....It is not our intent to provide a checklist for use by commission
auditors, accountants or analysts. Rather, it is our intent to set forth
= Rebuttal Testimony of Jason Williamson at 4-6 and Exhibit JW-RB2.
26 | ' Brown Sb.at4.
sorssatomas Corrosamon




1 the most common, basic regulatory principles, processes, and
procedures used by many regulatory commissions to examine and
2 investigate general rate applications....
3 We offer one caution to those who are concerned about the use
of the phrase “audit manual.” We make use of the word “audit” as it is
4 commonly referred to in regulatory circles. We do not mean it in the
gurist sense of the word, where one might assume a verification of
5 ooked numbers to source documents and a strict sampling of
accounts. Instead, we use it to mean a regulatory review, a field
6 investigation, or a means of determining the apé)ropriateness of a
financial presentation for regulatory purposes. Clearly, the reader
7 should distinguish a regulatory audit from financial audits performed
by independent certified public accountants.
8 That said, the manual is not an excuse to ignore evidence that contradicts an
? adjustment, nor a restriction on the exercise of common sense. The Company
10 submitted substantial evidence in forms consistent with the recommended audit
1 evidence considerations contained in the NARUC Rate Case Audit Manual.
12 Taken together, this evidence shows that the Company has adequately supported its
13 plant and CIAC balances. If Ms. Brown insists NARUC requires otherwise,
14 I respectfully suggest she is reading the manual too narrowly. Running utilities is a
15 real world experience; it is not simply the application of the suggestions from a
16
manual.
17 Q. BUT HOW CAN THE ANNUAL REPORTS AND TAX BE RELIED ON IF
18 AN INDEPENDENT CPA FIRM OR GOVERNMENT AUDITORS DID
19 NOT AUDIT THEM?
20 A. The same way Staff and the Commission rely on these documents every day.
21 Most small utilities do not have independent audits prepared. Financial audits are
22 not required and small firms cannot afford the expense. Besides, Staff admits that
23 the information contained in the income tax returns (signed under penalty of
24 perjury) and annual reports (attested to and verified as accurate upon execution)
25
26
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1 is consistent with the general ledger.”> Again, absent evidence to the contrary,
2 which Staff does not even claim exists, it is reasonable to assume these sworn
3 filings are materially correct.
41 Q. DOES THIS EVIDENCE COMPLY WITH THE ARIZONA
5 ADMINISTRATIVE CODE SECTION CITED BY MS. BROWN
6 (SURREBUTTAL AT PAGE 5)?
7 | A. Iam not alawyer, and neither is Ms. Brown. However, by my reading of the code
8 section, yes. A.A.C. R-14-2-610 D.1 requires that “each utility shall keep general
9 and auxiliary accounting records reflecting the cost of its properties, operating
10 income and expense, assets and liabilities, and all other accounting and statistical
11 data necessary to give complete and authentic information as to its properties and
12 operations.” The annual reports, income tax returns, general and subsidiary
13 ledgers, and physical plant inventories provided to Staff are the accounting records
14 contemplated in the A.A.C.
15 Q. THANK YOU. DO YOU HAVE A SIMILAR VIEW WITH RESPECT TO
16 THE ADEQUACY OF THE EVIDENCE TO SUPPORT THE COMPANY’S
17 REMOVAL OF CIAC RELATED TO THE STAR/QUAIL VALLEY
18 SYSTEMS?
19 | A.  Yes, there is adequate evidence to support the Company’s claim that the CIAC
20 removed for the sale/condemnation was related to the Star/Quail Valley system.
21 I addressed this evidence in my rebuttal testimony.'® The Commission can also
22 consider that when the reorganization took place (Decision No. 60972,
23 June 19,1998) water systems from C&S Water and United Utilities were combined
24 into PWC, the balance of the CIAC transferred to PWC was $883,744. All of the
215 Brown Sb. at 4.
26 | '®SeeBourassaRb. at 5-6.
FENNEMORE CRAIG
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1 CIAC was recorded before Brooke Utilities acquired the predecessor utilities -
2 United Utilities and C&S Water, in 1996. The $883,744 balance was reported in
3 PWC’s 2000 annual report to the ACC. I have included a copy of the relevant page
4 (page 8) of the annual report in Exhibit TJB-RB-RJ2. The Company’s detail
5 CIAC ledger, which shows CIAC amounts by system, reflects the original
6 transferred total balance of $883,774, for all the years through 2007 when a 2008
7 adjustment of $6,462 was made and which reduced the balance to $877,282 where
8 it remained until the sale/condemnation of the Star/Quail Valley system in 2012."
9 In 2012, a total of $584,628 of CIAC and $343,975 of AA related to Star/Quail
10 Valley (specifically identified in the CIAC schedule) were removed due to the
11 sale/condemnation. A copy of the 2008 to 2012 CIAC detail ledger is also
12 included in Exhibit TIB-RB-RJ2. The CIAC detail, which identifies all CIAC by
13 system, had to come from somewhere and the details of the CIAC for the
14 Star/Quail Valley system have remained consistent in the Company’s internal
15 records since 2000 when the CIAC balance was transferred to PWC. I doubt that
16 the Company would have intentionally misrepresented its CIAC detail ledger in
17 anticipation of plant being condemned 12 years later so that it could then remove it
18 and overstate rate base.
19 D. Accumulated Deferred Income Tax
20 | Q PLEASE DISCUSS THE COMPANY PROPOSED REBUTTAL
21 ADJUSTMENT TO DEFERRED INCOME TAX.
22 | A In rebuttal B-2 adjustment 4, as shown on Schedule B-2, page 2, the Company
23 proposes to reduce accumulated deferred income taxes (“ADIT”) by $944.
24 The adjusted ADIT balance reflects the Company’s proposed PIS, A/D, AIAC,
25
26 | ' All of the ACC annual reports (from 2000 through 2012) are consistent with the detail CIAC ledger.
FENNEMORE CRAIG
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1 and CIAC balances as well as a reduction to the state income tax rate. The details
2 of the computation are shown on Schedule B-2, page 6.0 and 6.1.
3| Q. PLEASE RESPOND TO MS. BROWN’S TESTIMONY (SURREBUTTAL
4 AT PAGES 8 AND 9) THAT STAFF’S HIGHER CIAC BALANCE DOES
5 NOT IMPACT THE ACCUMULATED DEFERRED INCOME TAX
6 BALANCE.
7 | A.  This testimony is contradicted by the fact that the ADIT balance she adopted from
8 the Company’s direct filing includes consideration of the CIAC balance in the
9 calculation of the ADIT balance.'® Ms. Brown can’t have it both ways. By adding
10 CIAC, as Staff recommends, the difference between the book and tax basis
11 changes. There will be no depreciation for book purposes on the additional CIAC
12 Staff proposes to add, but the Company does have a tax basis in the plant and will
13 have tax depreciation. This book-tax testimony difference creates a future tax
14 asset. Thus, her computation set forth at page 9 of her surrebuttal testimony is
15 wrong. The bottom line is if the CIAC balance is increased, as Staff proposes,
16 then the difference between the book and tax basis in plant changes and ADITs will
17 be impacted. Based upon Staff’s proposed CIAC balance, the ADIT should be a
18 net deferred tax asset of $56,216 and Staff’s rate base should be $504,684."
19| Q. ARE THERE ANY OTHER RATE BASE ISSUES BETWEEN THE
20 PARTIES?
21 | A. No.
22
23
2415 See Direct Schedule B-2, pages 6.0 and 6.1. At page 6.0, line 8, the CIAC balance (net) is used in the formulation
25 to determine the book value of assets. As shown in the ADIT formulation, the difference between the book and tax
basis in plant is the basis upon which the deferred tax liability (asset) is determined.
26 | " See Bourassa Rb. at 15.
oo Corratamios
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1{ 1v. INCOME STATEMENT (C SCHEDULES)
21 Q- WOULD YOU PLEASE DISCUSS THE COMPANY’S PROPOSED
3 ADJUSTMENTS TO REVENUES AND EXPENSES?
4 | A. The Company rejoinder adjustments to revenues and/or expenses are detailed on
5 Rejoinder Schedule C-2, pages 1-10. The rejoinder income statement with
6 adjustments is summarized on Rejoinder Schedule C-1, page 1-2. The Company’s
7 rejoinder adjustments are the same as described in my rebuttal testimony except for
8 revisions to the Company’s recommended depreciation expense (due to a change to
9 PIS as discussed above), and revisions to property tax expense, interest
10 synchronization, and income tax expense (due to changes in the Company
11 proposed capital structure and revenue requirement). Again, most of the additional
12 revenues were already going to be collected under the Phase 1 DSR Surcharge,
13 sothe change to the customer’s total cost from rebuttal to rejoinder is not
14 significant. I would also note, as discussed further in the Rate Design section, that
15 the costs related to the TOP-MDC line are still being recovered only from MDC
16 customers.
17 Rejoinder adjustment 1 reflects the annualized depreciation expense based
18 upon the Company’s recommend PIS balances. Staff’s recommended depreciation
19 expense level differs due to the different respective recommended PIS and CIAC
20 balances of the two parties.
21 Rejoinder adjustment number 2 adjusts property tax expense to reflect the
22 Company’s proposed rejoinder revenues. Staff has adopted the 19 percent
23 assessment ratio the Company proposed in its rebuttal testimony.?°
24 Rejoinder adjustment number 8 adjusts interest expense to reflect interest
25 synchronization with the Company proposed debt and rate base.
26 | *Brown Sb. at 15.
coresbiomas Carrosamion
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1 Rejoinder adjustment number 9 adjusts income tax expense to reflect the
2 Company proposed revenues and expenses.
3 1. Remaining Revenue and Expense Issues
4 | Q. ARE THERE ANY REMAINING REVENUE AND/OR EXPENSE ISSUES
5 BETWEEN THE PARTIES?
6 A Yes. The Company still disagrees with Staff’s proposal to retain the Brooke
7 Utilities overhead allocation, as adjusted by Staff. The Brooke overhead allocation
8 is clearly non-recurring, and the JW Water Holdings management fee is a known
9 and measurable amount invoiced monthly based on a fixed fee per customer.”
10 Adoption of the Company’s recommendation does not violate the NARUC Rate
11 Case and Audit Manual guidelines, which Ms. Brown again relies on to reject
12 evidence that contradicts her adjustment.22 In fact, it is clear that a known and
13 measurable change to an expense is clearly contemplated by the NARUC
14 guidelines when it states:
15 ...In general, the pro forma adjustments can be viewed as a
ratemaking attempt to transform the relationship between that
16 exists between tﬁe elements of cost of service (revenues,
expenses, taxes, and investment) during the test year to one that
17 would take place during the period that the rates resulting from
18 the rate proceeding take effect.
19 Q. WOULD THE ADOPTION OF THE COMPANY’S RECOMMENDATION
20 ELIMINATE THE ISSUE OF SO CALLED BONUSES THAT WERE
21 INCLUDED IN THE BROOKE OVERHEAD ALLOCATION?
22 | A Yes.
23 | Q. ANY OTHER REMAINING ISSUES?
24 § A. Yes, just one. The Company disagrees with the Staff recommendation to remove
ol I Bourassa Rb. at 12.
26 | *Brown Sb.at4.
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1 $2,438 related to the preparation of consumption reports.' The Company is
2 proposing to implement a water augmentatiori surcharge for East Verde Park as
3 well as a PWAM for MDC customers to pay for the water to be delivered through
4 the TOP-MDC line. These surcharges will cause similarly related consumption
5 report expenses in the future.
6}V RATE DESIGN (H SCHEDULES)
71 Q. WHAT ARE THE COMPANY’S REJOINDER PROPOSED BASE RATES
8 FOR WATER SERVICE?
91 A. The Company’s proposed base rates are:

10 MONTHLY SERVICE CHARGES

11 5/8” x 3/4” Meters $25.42

12 5/8” x 3/4” Meters — MDC customers only $32.95

13 3/4” Meters $38.12

14 1” Meters $63.54

15 1” Meters — MDC customers only $82.38

16 1 1/2” Meters $127.08

17 2” Meters $203.32

18 3” Meter $406.64

19 4” Meters $635.38

20 6” Meter | $1270.75

21 8” Meters $2,033.20

22 COMMODITY RATES

23 5/8” x ¥ Meters 1 to 3,000 $5.90

24 3,001 to 10,000 $7.65

25 Over 10,000 $9.15

26 %> Meters (Residential) 1 to 3,000 $5.90

FENNEMORE CRAIG
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1 3,001 to 10,000 $7.65

2 Over 10,000 $9.15

3 1 Meters 1 to 18,000 $7.65

4 Over 18,000 $9.15

5 1 %2 Meters 1 to 40,000 $7.65

6 Over 40,000 $9.15

7 2” Meters 1 to 60,000 $7.65

8 Over 60,000 $9.15

9 3” Meters 1 to 120,000 $7.65
10 Over 120,000 $9.15
11 4> Meters 1 to 200,000 $7.65
12 Over 200,000 $9.15
13 6” Meters 1 to 450,000 $7.65
14 Over 450,000 $9.15
15 8” Meters 1 to 750,000 $7.65
16 Over 750,000 $9.15
17 { Q. WHAT WILL BE THE AVERAGE 5/8X3/4 INCH METERED CUSTOMER
18 AVERAGE MONTHLY BILL UNDER THE NEW RATES?
19 | A.  As shown on Schedule H-2, page 1, the average monthly bill under proposed rates
20 for a 5/8x3/4 inch metered customer (former United Systems) using an average
21 2,783 gallons is $41.84 — a $20.46 increase over the present monthly bill or a 95.75
22 percent increase. The average monthly bill under proposed rates for a 5/8x3/4 inch
23 metered customer (former C&S Systems) using an average 6,961 gallons is $73.41
24 — a $46.11 increase over the present monthly bill or a 168.90 percent increase.
25 For the 5/8x3/4 inch metered MDC customer using an average 2,998 gallons
26 is $50.64 — a $28.85 increase over the present monthly bill or a 132.43 percent

FENNEMORE CRAIG
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1 increase.
2 | Q. HAVE YOU CHANGED THE COMPANY’S PROPOSED RATE DESIGN?
31 A Yes. The MDC monthly minimums are higher. The MDC rates are higher in order
4 to make up the incremental difference in the revenue requirement caused by the
5 Company’s request to rate base the TOP-MDC line, which line benefits only the
6 MDC customers. The incremental difference in the revenue requirement is
7 approximately $33,000 ($274,325 Phase 1 Project costs times 9.88% ROR plus
8 $6,697 depreciation and amortization). Again, this is essentially the amount that
9 would have been recovered under the Phase 1 DSR Surcharge so the impact on
10 customers of this change is minimal.
11 | Q. WHAT IS THE REVENUE RECOVERY FROM THE MONTHLY
12 MINIMUMS UNDER THE COMPANY PROPOSED RATES?
13 | A. The percentage recovery from the monthly minimums for the Company is
14 53.12 percent. The percentage recovery from the monthly minimums for Staff is
15 48.65 percent. Attached as Exhibit TIJB-RB-RB3 are schedules showing the
16 revenue recovery from the monthly minimums and the commodity rates under the
17 Company and Staff rate designs.
18 1.  Miscellaneous Charges
19 | Q. ARE STAFF AND THE COMPANY IN AGREEMENT ON THE
20 PROPOSED MISCELLANEOUS SERVICE CHARGES?
21 | A Yes.
22 2. Service Line and Meter Charges
23| Q. ARE STAFF AND THE COMPANY IN AGREEMENT ON THE
24 PROPOSED SERVICE LINE AND METER INSTALLATION CHARGES?
25 | A Yes.
26
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1 3. Debt Recovery Surcharge

2| Q. IS THE COMPANY PROPOSING TO ELIMINATE ITS PHASE 1 DEBT

3 RECOVERY SURCHARGE MECHANISM?

4 | A. Yes. The Company’s recommendation to include the TOP-MDC costs in rate base

5 and include the related WIFA debt in the capital structure eliminates the need for a

6 debt recovery surcharge mechanism.

7| Q. IS THE COMPANY PROPOSING TO ELIMINATE ITS REQUEST FOR

8 THE PHASE 2 DEBT RECOVERY SURCHARGE MECHANISM?

9 A. Yes. The Company is dropping its request for financing approval for the Phase 2
10 project costs and accordingly eliminating its request for a debt surcharge recovery
11 mechanism for the debt. The timing of the Phase 2 project remains uncertain and
12 in light of the Staff proposal to impute this potential future debt into the capital
13 structure, which the Company views as unwarranted and punitive, dropping its
14 finance request for Phase 2 is the appropriate course of action at this time.
15 Mr. Williamson discusses the withdrawal of the relief related to the Cragin pipeline
16 in his rejoinder.”

17 4. O&M Cost Recovery Surcharge
18 | Q. IS THE COMPANY PROPOSING TO ELIMINATE ITS REQUEST FOR
19 AN O&M COST RECOVERY SURCHARGE?
20 | A Yes. Like the financing request and debt recovery surcharge request, the Company
21 is dropping is request for an O&M cost recovery surcharge related to Cragin.
22 5. PWAM
23 | Q. IS THERE A DISPUTE BETWEEN STAFF AND THE COMPANY OVER
24 THE PWAM?
25 | A. I don’t know. Staff has not responded to my rebuttal testimony on the need for an
26 | > williamson Rj. at 2-4.
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24

—t

adjuster so the Company can pay for water purchased from Payson.
The Company still needs approval of this surcharge. The revenue requirement in
the current case does not include any recovery for the cost of water purchased from
the Town for delivery through the TOP-MDC line.

DOES THAT CONCLUDE YOUR REJOINDER TESTIMONY?

Yes

I R T N O
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26 24 Bourassa Rb. at 25-26.
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Rate Case and Audit Manual Prepared by NARUC Staff
Subcommittee on Accounting and Finance (2003)

RECORDS TO BE REVIEWED

The following is a list of records that the auditor may consider obtaining or reviewing during the
audit or site visit:

. Affiliate Agreements for Inter-affiliate Transactions

. Audit Committee Minutes

. Billing Records (registers, etc.)

. Board of Director Minutes

. Chart of Accounts and Accounts Manual

. Construction Work Orders

. Construction Budgets

. Continuing Property Records

. Depreciation Studies

. External Independent Audit Reports and Workpapers (looking especially at the
adjustments that the company chose not to make in spite of the auditor’s
recommendations)

. Franchise Fee Records (collection and payment)

. General Ledger and Subsidiary Ledgers

. Income Tax Returns

. Internal Audit Reports and Workpapers

. Invoices

. Lead-Lag Studies

. List of Property Units

. Monthly or Quarterly Operating/Financial Reports

. Monthly or Quarterly Trial Balances

. Organizational Charts (one showing the corporate (parent and affiliate entities)
and one showing internal reporting lines and internal departments)

. Payroll Records

. Property Tax Statements

. Risk Committee Minutes and Documentation

. Sample of Customer Bills (to verify rates and information)

14
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ARIZONA CORPORATION COMMISSION
. UTILITIES DIVISION

ANNUAL REPORT MAILING LABEL - MAKE CHANGES AS NECESSARY

W-03514A . WATER

PAYSON WATER CO., INC
P. 0. BOX 82218
BAKERSFIELD CA 93380

ANNUAL REPORT

FOR YEAR ENDING

12 | 31 {2000

FOR COMMISSION USE

Page 2




[COMPANY NAME: PAYSON WATER GO., ING

BALAN HEET (CONTINUED
Balance Balance
Transferred| Transferred Balance
Acct. from C&S | from United | at End of
No. LIABILITIES 04/01/2000 | 05/01/2000 Year
CURRENT LIABILITIES
231 |Accounts Payable $ $ 615|898 7,007
232 _|Notes Payable (Current Portion)
234 |Notes/Accounts Payable to Associated Company 52,264 293,147 311,757
235 - ICustomer Deposits 1,110 13,300 14,666
236 |Accrued Taxes
237 |Accrued Interest 878
241 [Miscellaneous Current and Accrued Liabilities 1,442 31,240 33,515
TOTAL CURRENT LIABILITIES $ 54816|% 339,180 |§ 366,945
LONG-TERM DEBT (Over 12 Months)
224 _|Long-term Notes and Bonds $§ 1054003 116,886
Deforred Credits
251 |Unamortized Premium on Debt $ $ $
Refundable Meter Advances 2,868 59,789 62,502
252 |Advances in Aid of Construction
255 Accumulated Deferred Investment Tax Credits
271 _ |Contributions in Aid of Construction 883,744 883,744 |
272 [Less: Amortization of Contributions (254,692) (273,545
281 ]|Accumulated Deferred Income Taxes
TOTAL DEFERRED CREDITS $ 2868|¢ 68884118$ 672,701
TOTAL LIABILITIES $ 57684($% 1,133,420 % 1,156,533
CAPITAL ACCOUNTS
201 [Common Stock Issued $ 384113 608,221913% 646,830
211 |Paid In Capital in Excess of Par Value 39,843 324,542 364,385
215 |Retained Eamings (70,306) (365,193) (376,554
218 |Proprietary Capital (Sole Props & Partnerships)
TOTAL CAPITAL $ 7948|$ 567,568|% 634,461
TOTAL LIABILITIES AND CAPITAL $ 65632]9% 1,700,989 | $ 1,790,995

PAGE 8
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EXHIBIT
TJB-RB- RJ3




5/8x3/4 Inch US
5/8x3/4 Inch US - MDC
5/8x3/4 Inch C&S

3/4 Inch US

1Inch US

1 Inch US - MDC

1 Inch C&S

TOTALS

Percent of Total
Cummulative %

Payson Water Company Attachment
Revenue Breakdown Summary Page 1
Company Proposed Rates
Monthly Commodity Commodity = Commodity
Mins First Tier Second Tier Third Tier Total
$ 178,108 $ 53,930 $ 56,792 $ 30,050 $ 318,880
$ 143,530 $ 51,706 $ 30,592 § 2741 % 228,568
$ 49,102 $§ 24853 $ 37,033 $ 39,804 $ 150,881
$ 1,830 $ 767 § 1,392 $ 343 § 4,332
$ 762 § 452 § 114 $ - $ 1,328
$ 989 §$ 245 § - % - $ 1,233
$ 1,525 $ 819 § - $ - $ 2,344
$ 375846 $ 132,770 $ 125923 § 73,028 $ 707,567
53.12% 18.76% 17.80% 10.32% 100.00%
53.12% 71.88% 89.68% 100.00%




5/8x3/4 Inch US
5/8x3/4 Inch C&S
3/4 Inch US

1 Inch US
1 Inch C&S

TOTALS
Percent of Total

Payson Water Company - Staff Revenue Proof Attachment
Revenue Breakdown Summary Page 2
Staff Proposed Rates
Monthly Commodity Commodity = Commodity
Mins First Tier Second Tier Third Tier Total
$ 227,280 $ 71,032 $ 82214 $ 34,465 $ 414,991
$ 38640 $ 16,849 § 34,855 $ 41930 $ 132,274
$ 1,584 $ 520 $ 1,310 § 361 $ 3,774
$ 1,320 $ 694 % 120 $ - $ 2,134
$ 1,320 $ 770 $ - $ - $ 2,090
$ 270,144 $ 89866 § 118499 § 76,755 § 555,264
48.65% 16.18% 21.34% 13.82% 100.00%
48.65% 64.84% 86.18% 100.00%

Cummulative %



RATE BASE
SCHEDULES
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Payson Water Company

Test Year Ended December 31, 2012

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
5/8x3/4 Inch US
5/8x3/4 Inch US - MDC
5/8x3/4 Inch C&S
3/4 Inch US
1Inch US
1Inch US - MDC
1 Inch C&S

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

$ 932,837
(160,866)
-17.24%
$ 92,180
9.88%
$ 253,046
1.5535
$ 393,099
$ 320,525
$ 393,099
$ 713,624
122.64%
Present Proposed Dollar Percent
Rates Rates Increase Increase
$ 189,890 $ 377,796 $ 187,905 98.95%
97,253 227,134 129,881 133.55%
52,037 149,234 97,197  186.78%
1,860 4,605 2,745 147.63%
7,113 21,925 14,812  208.24%
317 1,233 916  288.91%
1,178 2,344 1,165 98.88%
(35,742) (76,704) (40,962) 114.60%
$ 313,906 $ 707,567 $ 393,661 125.41%
5,901 5,901 - 0.00%
718 157 (561) -78.13%
(1) 0.00%
$ 320,525 $ 713,625 $ 393,099 122.64%




Payson Water Company Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule B-1
Summary of Rate Base Page 1
Witness: Bourassa

Line Original Cost Fair Value
Rate base Rate Base
Gross Utility Plant in Service $ 2,433,712 $ 2,433,712
Less: Accumulated Depreciation 1,332,825 1,332,825
Net Utility Plant in Service $ 1,100,886 $ 1,100,886
Less:
Advances in Aid of Construction - -
Contributions in Aid of Construction 375,036 375,036
Accumulated Amortization of CIAC (231,270) (231,270)
Customer Meter Deposits - -
Deferred Income Taxes & Credits 24,283 24,283
Plus:
Unamortized Finance
Charges - -
Prepayments - -
Materials and Supplies - -
Allowance for Working Capital - -
Total Rate Base $ 932,837 $ 932,837

SUPPORTING SCHEDULES:
B-2
B-3
B-5

010101A-h-h-h-h-h-h-hAAwwwwwwwww@NNI\)NNMNNMN—‘—‘—‘—‘—‘—\—‘—‘—‘—‘om\‘mmhwm_\z




Line

WWNNRNNNMNNNMNNNMNNONNS QA AQAa@aaaaaa v
-aocooo\lo:m.hwm-—notomwmm-hwm—xo‘om\‘@mbww-‘lp

Payson Water Company
Test Year Ended December 31, 2012

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:

Unamortized Finance
Charges

Prepayments

Materials and Supplies

Working capital

Total

SUPPORTING SCHEDULES:

B-2, pages 2
E-1

Adjusted
atend
of
Test Year

$ 2,159,387
1,332,825

$ 826,561

375,036

(231,270)

23,339

$ 659,457

Proforma

Adjustment

274,325 $

Exhibit
Rejoinder Schedule B-2
Page 1
Witness: Bourassa
Rejoinder
Adjusted
atend
of
Test Year

2,433,712
- 1,332,825

$ 1,100,886

- 375,036

- (231,270)

944 24,283

$ 932,837

RECAP SCHEDULES:
B-1
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Payson Water Company Exhibit

Test Year Ended December 31, 2012 Rejoinder Schedule B-
Original Cost Rate Base Proforma Adjustments Page 3.1
Adjustment Number 1 - A Witness: Bourassa

Line
No.

1

2

3

4 Acct. Phase 1

5 No. Description Costs

6 301 Organization Cost

7 302 Franchise Cost

8 303 Land and Land Rights

9 304 Structures and Improvements

10 305 Collecting and Impounding Res.
11 306 Lake River and Other Intakes
12 307 Welis and Springs

13 308 Infiltration Galieries and Tunnels
14 309 Supply Mains

15 310 Power Generation Equipment
16 311 Electric Pumping Equipment

17 320 Water Treatment Equipment

18 320.1 Water Treatment Plant

19 320.2 Chemical Solution Feeders

20 330 Dist. Reservoirs & Standpipe

21 330.1 Storage tanks

22 330.2 Pressure Tanks

23 331 Trans. and Dist. Mains 274,325
24 333 Services

25 334 Meters

26 335 Hydrants

27 336 Backflow Prevention Devices
28 339 Other Plant and Misc. Equip.

29 340 Office Furniture and Fixtures

30 340.1 Computers and Software

3 341 Transportation Equipment

32 342 Stores Equipment

33 343 Tools and Work Equipment

34 344 Laboratory Equipment

35 345 Power Operated Equipment

36 346 Communications Equipment

37 347 Miscellaneous Equipment

38 348 Other Tangible Plant

39 Plant Held for Future Use

40 TOTALS $ 274,325
41

42

43 SUPPORTING SCHEDULE

44 Testimony




Line

- [Z
O‘DQNO)WA(A)N—!I_O

:-AAwwuwwgwwwunnwwwmwnnw—\aa-a-a—x---
N=200Woo~NOO,m WN2000~NDODOARWN_20CONDOEGON =

43
44
45

Acct.
No.
301
302
303
304
305

307
308
309
310
311
320
320.1
320.2
330
330.1
330.2
3N
333

335
336
339
340
340.1
3N
342
343

345
346
347

Description

Organization Cost

Franchise Cost

Land and Land Rights

Structures and Improvements

Collecting and Impounding Res.

Lake River and Other Intakes

Wells and Springs

Infiltration Galleries and Tunnels

Supply Mains

Power Generation Equipment

Electric Pumping Equipment

Water Treatment Equipment

Water Treatment Plant

Chemical Solution Feeders

Dist. Reservoirs & Standpipe

Storage tanks

Pressure Tanks

Trans. and Dist. Mains

Services

Meters

Hydrants

Backflow Prevention Devices

Other Plant and Misc. Equip.

Office Fumiture and Fixtures

Computers and Software

Transportation Equipment

Stores Equipment

Tools and Work Equipment

Laboratory Equipment

Power Operated Equipment

Communications Equipment

Miscellaneous Equipment

Other Tangible Plant

Plant Held for Future Use
TOTALS

PPORTING SCHEDULE
B-2, pages 3.3-3.18

Payson Water Company

Test Year Ended December 31, 2012

Original Cost Rate Base Proforma Adjustments
Adjustment Number 1 - B

Exhibit

Rejoinder Schedule B-
Page 3.2

Witness: Bourassa

Rejoinder Rejoinder
Adjusted Adjusted Plant
Orginal Post Orginal Per
Cost Test Year Plant Cost Reconstruction  Difference
221 - 221 221
16,500 - 16,500 16,500
300,078 - 300,078 300,078
2,531 - 2,531 2,531
273,013 - 273,013 273,013
3,681 - 3,681 3,681
8,310 - 8,310 8,310
217,608 - 217,608 217,608
10,567 - 10,567 10,567
273,800 - 273,800 273,800
439,972 274,325 714,297 714,297
81,823 - 81,823 81,823
199,952 - 199,952 199,952
1,171 - 1,171 1,174
320,820 - 320,820 320,820
72 - 72 72
9,267 - 9,267 9,267
$ 2,159,387 $ 274,325 § 2433712 § 2433712
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Line

Acct.
No.
301
302

Payson Water Company
Test Year Ended December 31, 2012
Original Cost Rate Base Proforma Adjustments
Adjustment Number 2 -A

Description

Organization Cost

Franchise Cost

Land and Land Rights
Structures and Improvements
Coliecting and Impounding Res.
Lake River and Other Intakes
Wells and Springs

Infiltration Galleries and Tunnels
Supply Mains

Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Plant
Chemical Solution Feeders
Dist. Reservoirs & Standpipe
Storage tanks

Pressure Tanks

Trans. and Dist. Mains
Services

Meters

Hydrants

Backflow Prevention Devices
Other Plant and Misc. Equip.
Office Fumiture and Fixtures
Computers and Software
Transportation Equipment
Stores Equipment

Tools and Work Equipment
Laboratory Equipment

Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Tangible Plant

TOTALS

SUPPORTING SCHEDULE

B-2, pages 3.3-3.18

Accumulated
Adjusted Depreciation
Accumulated Per Plant

Depreciation Reconstruction Difference

(4,:;20) (4,(;20) -

119,067 119,067 -
373 373 -
200,653 200,653 -
204 204 -
2,249 2,249 .
100,486 100,486 .
5,038 5,038 -
160,164 160,164 -
336,291 336,291 -
67,115 67,115 -
98,472 98,472 .
524 524 -
244,240 244,240 .
16 16 -
2,253 2,253 -

$

1,332,825 § 1,332,825 § -

Exhibit

Rejoinder Schedule B-
Page 4.1

Witness: Bourassa




Payson Water Company Exhibit

Test Year Ended December 31, 2012 Schedule B-2
Original Cost Rate Base Proforma Adjustments Page 5.0
Adjustment 3 Witness: Bourassa

Contributions-in-Aid of Construction (CIAC) and Accumulated Amortization

Line
No.
Gross Accumulated
CIAC Amortization
Computed balance at 09/30/2012 $ 375,036 $ 231,270
Adjusted balance at 09/30/2012 $ 375,036 $ 231,270
Increase (decrease) $ - $ -
Adjustment to CIAC/AA CIAC $ - $ -
Label 3a 3b

SUPPORTING SCHEDULES
E-1
B-2, page 5.1
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Payson Water Company
Test Year Ended December 31, 2012
Original Cost Rate Base Proforma Adjustments
Adjustment 4
Advances-in-Aid of Construction (AIAC)

Computed balance at 09/30/2012
Book balance at 09/30/2012

Increase (decrease)

-
a;;s:gomwmmawwélozg'

16

17

18

19 SUPPORTING SCHEDULES
20 E-1

21  B-2, page 6.1
22

23

24

25

26

27

28

29

30

31

32

33

34

35

Exhibit

Rejoinder Schedule B-2
Page &

Witness: Bourassa

82,962

82,962

0
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Payson Water Company Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule B-5
Computation of Working Capital Page 1
Witness: Bourassa

Line

Cash Working Capital (1/8 of Allowance

Operation and Maintenance Expense) $ 52,314
Pumping Power (1/24 of Pumping Power) 2,106
Purchased Water (1/24 of Purchased Water) -
Prepaid Expenses

Total Working Capital Allowance $ 54,420
Working Capital Requested $ -
Adjusted Test Year
Total Operating Expense $ 481,391
Less:
Income Tax $ (99,964)
Property Tax 19,978
Depreciation 92,329
Purchased Water -
Pumping Power 50,533
Allowable Expenses $ 418,515
1/8 of allowable expenses $ 52,314
SUPPORTING SCHEDULES: RECAP SCHEDULES:
E-1 B-1
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Docket No. W-03514A-13-0111

Payson Water Company Exhibit
Test Year Ended Decem ber 31, 2012 Rejoinder Schedule C-1
Income Statement Page 1

Witness: Bourassa

Rejoinder
Test Year Test Year Proposed Adjusted

Line Adjusted Adjusted Rate with Rate
No. Resuits Adijustment Results Increase lncrease

1 Revenues

2 Metered Water Revenues $ 313,559 - $ 313,559 § 393,099 $ 706,658

3 Unmetered Water Revenues - - - -

4 Other Water Revenues 6,966 - 6,966 6,966

5 $ 320,525 - $ 320,525 $ 393099 § 713,624

6  Operating Expenses

7 Salaries and Wages $ 55,097 - $ 55,097 $ 55,097

8 Purchased Water - - - -

9 Purchased Power 50,533 - 50,533 50,533
10 Fuel For Power Production - - - -
11 Chemicals 2,181 - 2,181 2,181
12 Repairs and Maintenance 28,089 - 28,089 28,089
13 Office Supplies and Expense - - - -
14 Contractual Services 58,481 (1,683) 56,798 56,798
15 Contractual Services - Management F ees - 173,903 173,903 173,903
16 Water Testing 11,000 - 11,000 11,000
17 Rents - - - -
18 Transportation Expenses - - - -
19 Insurance - General Liability - - - -
20 Insurance - Health and Life 266 - 266 266
21 Reg. Comm. Exp. - Other - - - -
22 Reg. Comm. Exp. - Rate Case 65,000 - 65,000 65,000
23 Miscellaneous Expense 235,253 (209,072) 26,181 26,181
24 Depreciation and Amortization Expense 85,632 6,697 92,329 92,329
25 Taxes Other Than Income - - - -
26 Property Taxes 21,030 (1,051) 19,978 8,167 28,145
27 Income Tax (109,557) 9,593 (99,964) 131,886 31,922
28 - - -
29  Total Operating Expenses $ 503,004 (21,613) $ 481,391 $ 140,053 $ 621,445
30 Operating Income $ (182,479) 21,613 § (160,866) $ 253,046 $ 92,180
31  Other Income (Expense)

32 interest Income - - - -
33 Other income - - - -
34 Interest Expense - (10,819) (10,819) (10,819)
35 Other Expense - - - -
36 Gain(loss) on Disposal of Fixed Assets - - - -
37  Total Other Income (Expense) $ - (10,819) § (10,819) $ - $ (10,819)
38  Net Profit (Loss) $ (182,479) 10,794 $ (171,685) § 253046 § 81,361
39

40 SUPPORTING SCHEDULES: RECAP SCHEDULES:

a1 C-1, page 2 A-1

42 E-2
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Line

:atomstmu-»un-lsz,

Revenues
Expenses

Operating
Income

Interest
Expense

Other
Income /
Expense

Net Income

Revenues
Expenses

Operating

Income

Interest
Expense

Other
Income /
Expense

Net Income

Payson Water Company
Test Year Ended December 31, 2012
Adjustments to Revenues and Expenses

Adjustments to Revenues and Expenses
3 4

Exhibit

Rejoinder Schedule C-2
Page 1

Witness: Bourassa

1 2 3 4 3 6 Subtotal
Depreciation Property Contractual Misc. Expense Management Fees Misc. Expense
Expense Taxes Services Brooke Utilites OH JW Holdings Beaver Dam Write-off
6.697 (1,051) (1,683) (197.722) 173,903 (7,857) (27,713)
(6,697) 1,051 1,683 197,722 (173,803) 7,857 27,713
(6,687) 1,051 1,683 197,722 (173,903) 7,857 27,713
Adjustments to Revenues and Expenses
z 8 9 10 n 12 Subtotal
Intentionally Intentionaily intentionaliy
Misc. Expense Interest Income Left Left Left
Non-Recurring  Syncrhonization Taxes Blank Blank Blank
(3.493) - 9,593 - - - (21,613)
3,493 (9,593) - - - 21,613
(10,819) (10,819)
3,493 (10,819) (9,593) - - - 10,794




Payson Water Company Exhibit

Test Year Ended December 31, 2012 Rejoinder Schedule C-2
Adjustments to Revenues and Expenses Page 2
Adjustment Number 1 Witness: Bourassa

Depreciation Expense

Line
No.
1
2 Adjusted Adjusted
3  Acct. Original Non-depreciable/ Original Proposed Depreciation
4 No. Description Cost Fully Depreciated Cost Rates Expense
5 301  Organization Cost 221 (221) - 0.00% -
-] 302 Franchise Cost - - - 0.00% -
7 303 Land and Land Rights 16,500 (16,500) - 0.00% -
8 304 Structures and Improvements 300,078 300,078 3.33% 9,993
9 305 Collecting and Impounding Res. 2,531 2,531 2.50% 63
10 306 Lake River and Other Intakes - - 2.50% -
1 307 Wells and Springs 273,013 273,013 3.33% 9,091
12 308 Infiltration Galleries and Tunnels - - 6.67% -
13 309  Supply Mains 3,681 3,681 2.00% 74
14 310  Power Generation Equipment 8,310 8,310 5.00% 415
15 311 Electric Pumping Equipment 217,608 217,608 12.50% 27,201
16 320 Water Treatment Equipment 10,567 10,567 3.33% 352
17 320.1 Water Treatment Plant - - 3.33% -
18 320.2 Chemical Solution Feeders - - 20.00% -
19 330 Dist. Reservoirs & Standpipe 273,800 273,800 2.22% 6,078
20 330.1 Storage tanks - - 2.22% -
21 330.2 Pressure Tanks - - 5.00% -
22 331 Trans. and Dist. Mains 714,297 714,297 2.00% 14,286
23 333 Services 81,823 81,823 3.33% 2,725
24 334 Meters 199,952 - 199,952 8.33% 16,656
25 335 Hydrants 1,171 1,171 2.00% 23
26 336 Backflow Prevention Devices - - - 6.67% -
27 339 Other Plant and Misc. Equip. 320,820 320,820 6.67% 21,399
28 340 Office Furniture and Fixtures - - 6.67% -
29 340.1 Computers and Software - - 20.00% -
30 341  Transportation Equipment - - - 20.00% -
31 342  Stores Equipment - - 4.00% -
32 343 Tools and Work Equipment 72 72 5.00% 4
33 344  Laboratory Equipment B - 10.00% -
34 345 Power Operated Equipment - - 5.00% -
35 346 Communications Equipment 9,267 9,267 10.00% 927
36 347 Miscellaneous Equipment - - 10.00% -
37 348 Other Tangible Plant - - 10.00% -
38 TOTALS $ 2433712 § (16,721) $ 2,416,991 $ 109,287
39
40 Gross CIAC Amort. Rate
41  Less: Amortization of Contributions $ 375,036 4.5216% $ (16,958)
42 Total Depreciation Expense $ 92,329
43
44  Adjusted Test Year Depreciation Expense 85,632
45
48 Increase (decrease) in Depreciation Expense 6,697
47
48  Adjustment to Revenues and/or Expenses $ 6,697
49

50 SUPPORTING SCHEDULE
51 B-2, page 3 *Fully Depreciated




Payson Water Company Exhibit
Test Year Ended December 31, 2012 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 $ 320,525 $ 320,525
2 Weight Factor 2 2
3  Subtotal (Line 1 °® Line 2) 641,050 641,050
4 Company Recommended Revenue 320,525 713,624
5 Subtotal (Line 4 + Line 5) 961,575 1,354,674
6 Number of Years 3 3
7 Three Year Average (Line 5/ Line 6) 320,525 451,558
8 Department of Revenue Mutilplier 2 2
9 Revenue Base Value (Line 7 * Line 8) 641,050 903,116
10 Plus: 10% of CWIP (intentionally excluded) - -
11 Less: Net Book Value of Licensed Vehicles - -
12 Full Cash Value (Line 9 + Line 10 - Line 11) 641,050 903,116
13 Assessment Ratio 19.0% 19.0%
14 Assessment Value (Line 12 * Line 13) 121,799 171,592
15 Composite Property Tax Rate - Obtained from ADOR 16.4025% 16.4025%
16 Test Year Adjusted Property Tax Expense (Line 14 * Line 15) $ 19,978 $ 28,145
17 Tax on Parcels - -
18 Total Property Taxes (Line 16 + Line 17) $ 19,978
19 Test Year Property Taxes _$ 21,030
20 Adjustment to Test Year Property Taxes (Line 18 - Line 19) $ (1,051)
21
22 Property Tax on Company Recommended Revenue (Line 16 + Line 17) $ 28,145
23 Company Test Year Adjusted Property Tax Expense {Line 18) $ 19,978
24 Increase in Property Tax Due to Increase in Revenue Requirement $ 8,167
25
26 Increase in Property Tax Due to Increase in Revenue Requirement (Line 24) $ 8,167
27 Increase in Revenue Requirement $ 393,099
28 Increase in Property Tax Per Dollar Increase in Revenue (Line 26/ Line 27) 2.07765%
29
30
31
32
33
34
35
36
37
38
39




Line

Payson Water Company
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 3

Contractual Services

Remove Legal Expense Related to Condemnation

Increase(decrease) Contractual Services
Adjustment to Revenue and/or Expense
Reference

Staff Adjustment #2
Testimony

Exhibit

Rejoinder Schedule C-2
Page 4

Witness: Bourassa

$ (1,683)

$ (1,683)
$ (1,683)




Line
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Payson Water Company
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 4

Miscellaneous Expense

Remove Brooke Utilities Overhead Allocation

Brooke Utilities Overhead Allocation recorded in Test Year

Increase(decrease) Miscellaneous Expense

Adjustment to Revenue and/or Expense

SUPPORTING SCHEDULES
Testimony

Exhibit

Rejoinder Schedule C-2
Page 5

Witness: Bourassa

$ (197,722)

$ 197,722

S o)




Payson Water Company Exhibit

Test Year Ended December 31, 2012 Rejoinder Schedule C-2
Adjustment to Revenues and Expenses Page 6
Adjustment Number 5 Witness: Bourassa

Contractual Services - Management

Line
No.
1 Management Fees - JW Holdings
2
3 Management Fee $ 173,903
4
5
6
7
8 Total Increase (decrease) in Contractual Services - Management $ 173,903
9
10
11 Adjustment to Revenue and/or Expense $ 173,903
12

13 SUPPORTING SCHEDULES
14  Testimony




Payson Water Company Exhibit

Test Year Ended December 31, 2012 Rejoinder Schedule C-2
Adjustment to Revenues and Expenses Page 7
Adjustment Number 6 Witness: Bourassa

Miscellaneous Expense

Line

Remove Beaver Dam Bad Debt Expenses

Beaver Dam Bad Debt Expense $ (7,857)
Adjustment to Purchased Water expense $ (7,857)
Adjustment to Revenue and/or Expense $ (7,857)

RO I©o®N c»m-hww—nl;,z

19 SUPPORTING SCHEDULES
20 Staff Adjustment #5
21 Testimony




Payson Water Company Exhibit

Test Year Ended December 31, 2012 Rejoinder Schedule C-2
Adjustment to Revenues and Expenses Page 8
Adjustment Number 7 Witness: Bourassa

Miscellaneous Expense

Line

No.
1
2 Remove Non-Recurring Expenses
3
4 Cogsdale - Star Valley Deposit Sort $ (825)
5 Arizona Department of Revenue (1,650)
6 ACC Annual Assessment (1,018)
7 Total (3,493)
8
9
10 Increase (decrease) to Miscellaneous Expense $ (3.493)
11
12
13 Adjustment to Revenue and/or Expense $ (3,493)
14
15 Reference
16 Testimony
17
18
19




Line
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Payson Water Company
Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 8

Interest Synchronization

Fair Value Rate Base $
Weighted Cost of Debt

Interest Expense

Test Year Interest Expense

Increase (decrease) in Interest Expense

Adjustment to Revenue and/or Expense

Weighted Cost of Debt Computation

Percent
Debt 20.71%
Equity 79.29%
Total 100.00%

Exhibit

Schedule C-2
Page 9

Witness: Bourassa

932,837
1.16%
$ 10,819
$ -
10,819
$ (10,819)
Weighted
Cost Cost
5.60% 1.16%
11.00% 8.72%
9.88%
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Payson Water Company Exhibit

Test Year Ended December 31, 2012 Rejoinder Schedule C-2
Adjustment to Revenues and/or Expenses Page 10
Adjustment Number 9 Witness: Bourassa
Income Taxes
Test Year Test Year
at Present Rates at Proposed Rates

Compauted Income Tax $ (99,964) $ 31,922
Test Year Income tax Expense - (99,964)
Adjustment to Income Tax Expense $ (99,964) $ 131,886
SUPPORTING SCHEDULE

C-3, page 2




Payson Water Company Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule C-3
Computation of Gross Revenue Conversion Factor Page 1
Witness: Bourassa

Percentage
of
Incremental
Line Gross
No. _Description Revenues
Combined Federa! and State Effective Income Tax Rate 34.262%

Property Taxes 1.366%

Total Tax Percentage 35.628%

Operating Income % = 100% - Tax Percentage 64.372%

1 = Gross Revenue Conversion Factor
Operating Income % 1.5535

NANDNNNS @ @@ et e b owd owd el
AEON OO NDNERONOORNOOAWN =

25 SUPPORTING SCHEDULES: RECAP SCHEDULES:
26 C-3, page 2 A-1

28
29
30
31
32
33
34
35
36
37
38
39
40




DOCKEY NO. W5-02676A-12-0196

Payson Water Company Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule C-3
. Page 2

Witness: Bourassa
GROSS REVENUE CONVERSION FACTOR

Line (A) (B) ©) (] [E] [F}
Ne. Description
alculation of Gross Reven fon Fi
1 Revenue 100.0000
2 Uncollecible Factor (Line 11} 0.00009
3 Revenues (L1-12) 100.0000%
4 Combined Federal and State Income Tax and Property Tax Rate (Line 23) 5.6280%
5 Subtotal (L3 - L4) 4.3720%
6 Revenue Conversion Factor (L1/15) 1.553470
Calculation of Uncollectible Factor:
7 Unity 100.0000%
8 Combined Federal and State Tax Rate (L17) 34.2622%
9 One Minus Combined Income Tax Rate (L7 - L8) 65.737!
10 Uncollectible Rate 0.0000
11 Uncollectible Factor (L8 * L10) 0.0000%
12 Operating Income Before Taxes (Arizona Taxable Income) 10 0
13  Arizona State Income Tax Rate .5000"
14 Federal Taxabie Income (L12 - L13) 5000
15 Applicable Federal Income Tax Rate (L55 Col F) .6922%
16 Effective Federal income Tax Rate (L14 x L15) .7622%
17 Combined Federal and State income Tax Rate (L13 +L16) 34.2622%
Calculation of Effective Property Tax Factor
18  Unity 100.0000%
19 Combined Federal and State income Tax Rate (L17) 34.2622%
20 One Minus Combined Income Tax Rate (L18-L18) 65.7378%
21 Property Tax Factor 2.0776%
22 Effective Property Tax Factor (L20"L21) 1.3658%
23 Combined Federal and Siate income Tax and Propesty Tax Rate (L17+L22) 35.6280%
24 Required Operating Income s 92,180
25 AdjustedTest Year Operating Income {Loss) $ (180,866)
26 Required i in Operating Income (L24 - L25) $ 253,046
27 Income Taxes on Recommended Revenue (Col. (F), L52) $ 31,922
28 Income Taxes on Test Year Revenus (Col. (C), L52) $ (99,964)
29 Required Increase in Revenue to Provide for income Taxes (L27 - 1.28) $ 131,886
30 R R Requil $ 713,624
31 Uncollectible Rate (Line 10) 0.0000%
32 Uncollectible Exp onR ded R (L24 * L25) $ -
33 Adjusted Test Year Uncollectible Exp $ -
34 Required Increase in Revenue to Provide for Uncollectible Exp. $ -
35 Property Tax with Recommended Revenue $ 28,145
36 Property Tax on Test Year Revenue $ 19,978
37 increase in Property Tax Due to increase in Revenue (L35-L36) $ 8,167
38 Total Required Increase in Revenue (L26 + 129 + L37) 393,099
A (8 © ((2)] [E] {F]
Test Year Company Recommended
Total Total
Cafculation of Income Tax: Water Water
39 Revenue $ 320,525 $ 320,525 $ 713,624 $ 713,624
40 Operating Exp Excluding income Taxes 581,355 581,356 588,522 589,522
41 Synchronized Interest (L47) 10,819 10,819 10,819 - 10,819
42 Arizona Taxable Income (L39 - L40 - L41) $ 271,649)] § TS (271849 [ S 113,283 [ § - 1S 113,283
43 Arizona State Effective Income Tax Rate (see work papers) 6.5000% 6.5000% 6.5000% 6.5000%
44 Arizona Income Tax (L42 x L43) $ (17,657} § - $ {17,657) $ 7363 |8 - $ 7363
45 Federal Taxable Income (L42- L44) $ (253,992)| § - $  (253,992) $ 105,920 | § - $ 105,920
46
47 Federal Tax on First Income Bracket ($1 - $50,000) @ 15% $ (7,500)| $ - $ (7.500) $ 7,500 $ 7,500
48 Federal Tax on Second Income Bracket ($50,001 - $75,000) @ 25% $ (6,250} $ - 3$ (6.250) $ 6,250 $ 6,250
49 Federal Tax on Third Income Bracket ($75,001 - $100,000) @ 34% $ (8,500)| $ - $ (8,500) $ 8,500 $ 8,500
50 Federal Tax on Fourth income Bracket ($100,001 - $335,000) @ 39% 3 {60,057)| $ - $ (60,057) $ 2,309 $ 2,309
51 Federal Tax on Fifth Income Bracket ($335,001 -$10,000,000) @ 34% $ - $ - $ - $ - $ -
52
53 Total Federal Income Tax $ (82,307)| $ - $ (82,307) $ 24559 1 § - $ 24,559
54 Combined Federal and State income Tax (L35 + L42) $ (99.964)[ $ - $ (99,964) 3 31922 | § - 3$ 31,922
55 COMBINED Applicable Federal Income Tax Rate [Col. [D}, L53 - Col. [A], L53 / [Col. [D], L45 - Col. [A], L45} 29.6922%
56
57 WATER Applicable Federal Income Tax Rate [Col. [F], L53 - Col. [C], L53] / [Col. [F], L45 - Col. [C], L45] 29.6922%
Calculation of Interest Synchronization: Water
58 Rate Base $ - $ 932,837
59 Weighted Average Cost of Debt 0.0000% 1.1598%
60 Synchronized Interest (L59 X L60) 3 - $ 10,818
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Payson Water Company
Test Year Ended December 31, 2012
Revenue Summary ’
With Annualized Revenues to Year End Number of Customers

Meter Present Proposed Dollar

Size Revenues Revenues Change
5/8x3/4 Inch US $ 189,890 $ 377,796 $ 187,905
5/8x3/4 Inch US - MDC 97,253 227,134 129,881
5/8x3/4 Inch C&S 52,037 149,234 97,197
3/4 Inch US 1,860 4,605 2,745
1Inch US 7,113 21,925 14,812
1 Inch US - MDC 317 1,233 916
1 Inch C&S 1,178 2,344 1,165
Total Revenuers before Annualization $ 349648 $ 784,271 $ 434,623

Company Staff
Meter Present Proposed Dollar
Size Revenues Revenues Change
Revenue Annualization

5/8x3/4 Inch US $ (30,473) $ (58,915) $ (28,443)
5/8x3/4 Inch US - MDC 613 1,434 821
5/8x3/4 Inch C&S 659 1,647 989
3/4 Inch US (112) (273) (161)
1 Inch US (6,429) (20,597) (14,168)
1 Inch US - MDC - - -
1 Inch C&S - - -
Total Revenue Annualization $ (35,742) $ (76,704) $§ (40,962)
Total Revenues with Rev. Annual. $ 313,906 $ 707,567 $ 393,661
Misc. Serv. Rev. 6,966 6,966 -
Star Valley/Quail Valley Misc. Serv. Rev. (1,065) (1,065) -
Unreconciled Difference to C-1 718 157 (561)

Total Revenues , |

Percent

Change
98.95%
133.55%
186.78%
147.63%
208.24%
288.91%
98.88%

124.30%

Percent
Change

93.34%
133.84%
150.12%
143.23%
220.38%

0.00%
0.00%

114.60%
12541%
0.00%
0.00%
-78.13%

0

Exhibit
Rejoinder Schedule H-1
Page 1

Percent Percent
of of
Present Proposed
Water Water
Revenues Revenues
59.24% 52.94%
30.34% 31.83%
16.23% 20.91%
0.58% 0.65%
2.22% 3.07%
0.10% 0.17%
0.37% 0.33%
109.09% 109.90%
Percent Percent
of of
Present Proposed
-9.51% -8.26%
0.19% 0.20%
0.21% 0.23%
-0.04% -0.04%
-2.01% -2.89%
0.00% 0.00%
0.00% 0.00%
-11.15% -10.75%
97.93% 99.15%
2173% 0.976%
-0.332% -0.149%
0.224% 0.022%
0 . (




Payson Water Company Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule H-2
Analysis of Revenue by Detailed Class Page 1
Witness: Bourassa

(@)

Average

Number of

Customers Revenues Proposed Increase
Line at Average Present Proposed Dollar Percent
No. Meter Size 12/3172012 Consumption Rates Rates Amount  Amount
1 5/8x3/4 Inch US 705 2,783 § 2137 § 4184 § 2046  95.75%
2 5/8x3/4 Inch US -MDC 361 2,998 21.79 50.64 28.85 132.43%
3 5/8x3/4 Inch C&S 159 6,961 27.30 73.41 46.11  168.90%
4 3/4inch US 4 7,077 35.32 87.01 51.69 146.35%
5 1inchUS 20 3,932 28.87 93.62 64.75 224.29%
6 1InchUS-MDC 1 2,667 26.43 102.78 76.35 288.91%
7 1InchC&S 2 4,459 49.10 97.65 48.55  98.88%
8
9
10
11
12
13
14
15
16
17
18 Totals 1,252
19

20 (a) Average number of customers of less than one (1), indicates that less than 12 bills were issued during the year.

22 MDC = Mesa Del Caballo




Payson Water Company Exhibit
Test Year Ended December 31, 2012 Rejoinder Schedule H-2
Analysis of Median Bill by Detailed Class Page 2
Witness: Bourassa

@

Average
Number of
Customers Median Bill Proposed Increase
Line at Median Present Proposed Dollar Percent
No. Meter Size and Class 12/31/2012 Consumption Rates Rates Amount Amount
1  5/8x3/4 inch US 705 1,500 $ 1890 $ 3427 % 15.37 81.34%
2 5/8x3/4 inch US-MDC 361 2,500 20.83 47.70 26.88 129.05%
3 5/8x3/4 Inch C&S 159 4,500 23.66 54.59 30.93 130.73%
4 3/4Inch US 4 6,500 33.60 82.60 49.00 145.86%
5 1InchUS 20 2,500 26.11 82.66 56.56 216.65%
6 1lInch US-MDC 1 2,500 26.11 101.50 75.40 288.81%
7 1Inch C&S 2 3,500 47.68 90.31 4263 89.41%
8
9
10
11
12
13
14
15
16
17
18 Totals 1,252
19
20

21 (a) Average number of customers of less than one (1), indicates that less than 12 bills were issued during the year.

24 MDC = Mesa Del Caballo
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Payson Water Company

Changes in Representative Rate Schedules

. Test Year Ended December 31, 2012

Other Service Charges
Establishment

Establishment (After Hours)

Reconnection (Delinquent)

Reconnection (Delinquent and after hours)
Meter Test

Deposit

Deposit Interest*

Re-Estabiishment (With-in 12 Months)

NSF Check

Deferred Payment, Per Month

Meter Re-Read (if correct)

Late Charge per month (per R-14-2-409G(6))
After Hours Service Charge (at customer request)

* PER COMMISSION RULE (R14-2-403.B)

United Systems
Present
Rates
$ 25.00
35.00
20.00
30.00
25.00

*

6.00%

$ 17.50
1.50%
$ 156.00
1.50%
NT

** Months off system times the minimum. PER COMMISSION RULE (R14-2-403.D)

N/T = No tariff.

C&S Systems
Present
Rates

$ 25.00

35.00
20.00
30.00
20.00

*

6.00%

$ 10.00

1.50%

$ 10.00

1.50%
NT

IN ADDITION TO THE COLLECTION OF REGULAR RATES, THE UTILITY WILL COLLECT FROM
ITS CUSTOMERS A PROPORTIONATE SHARE OF ANY PRIVILEGE, SALES, USE, AND FRANCHISE

TAX. PER COMMISSION RULE (14-2-409.D 5).

ALL ADVANCES AND/OR CONTRIBUTIONS ARE TO INCLUDE LABOR, MATERIALS, OVERHEADS,

AND ALL APPLICABLE TAXES.

Exhibit

Rejoinder Schedule H- 3

Page 3

Witness: Bourassa

Consolidated

$

$
$

Proposed
Rates
25.00
remove
20.00
remove
25.00

*

6.00%

17.50
1.50%

15.00
1.50%
$35.00
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N
o

5/8 x 3/4 Inch

3/4 Inch

1 Inch

11/2 Inch

2 Inch

2 Inch / Turbine

2 Inch / Compound
3 Inch

3 Inch / Turbine

3 Inch / Compound
4 Inch

4 Inch / Turbine

4 inch / Compound
6 Inch

6 Inch / Turbine

6 Inch / Compound
8 Inch

Payson Water Company Exhibit
Test Year Ended December 31, 2012
Service Charges

Meter and Service Line Charges

Page 4

Proposed
Proposed Meter
United Systems C&S Systems Service Install-
Present Present Line ation
Total Charge Total Charge Charge* Charge*
$ 430.00 $ 430.00 $ 44500 $ 155.00
480.00 480.00 445.00 255.00
550.00 550.00 495.00 315.00
775.00 775.00 550.00 525.00

1,305.00 1,305.00
830.00

830.00

1,045.00
1,890.00
1,815.00 1,815.00
1,045.00 1,670.00
1,165.00 2,545.00
2,860.00 2,860.00
1,490.00 2,670.00

4,670.00 3,645.00

5,275.00
2,210.00 5,025.00
2,330.00 6,920.00

At Cost At Cost

*Based on Staff update of typical service line and meter installation charges dated

February 21, 2008.

Rejoinder Schedule H-3

Witness: Bourassa

Total
Proposed
Charge*
$ 600.00

700.00
810.00
1,075.00

1,875.00
2,720.00

2,715.00
3,710.00

4,160.00
5,315.00

7,235.00
9,250.00
At Cost
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FENNEMORE CRAIG, P.C.

Jay L. Shapiro (No. 014650)

2394 E. Camelback Road, Suite 600
Phoenix, Arizona 85016
Telephone (602) 916-5000

Attorneys for Payson Water Co., Inc.

BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE APPLICATION | DOCKET NO: W-03514A-13-0111
OF PAYSON WATER CO., INC., AN
ARIZONA CORPORATION, FOR A
DETERMINATION OF THE FAIR VALUE
OF ITS UTILITY PLANTS AND
PROPERTY AND FOR INCREASES IN ITS
WATER RATES AND CHARGES FOR
UTILITY SERVICE BASED THEREON.

IN THE MATTER OF THE APPLICATION | DOCKET NO: W-03514A-13-0142
OF PAYSON WATER CO., INC., AN
ARIZONA CORPORATION, FOR
AUTHORITY TO: (1) ISSUE EVIDENCE
OF INDEBTEDNESS IN AN AMOUNT
NOT TO EXCEED $1,238,000 IN
CONNECTION WITH INFRASTRUCTURE
IMPROVEMENTS TO THE UTILITY
SYSTEM; AND (2) ENCUMBER REAL
PROPERTY AND PLANT AS SECURITY
FOR SUCH INDEBTEDNESS.
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TENNEMORE CRAIG
IFESSIONAL CORPORATION
P

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?
On behalf of the Applicant, Payson Water Company (“PWC” or the “Company”).
YOU ARE THE SAME TOM BOURASSA THAT FILED DIRECT AND
REBUTTAL TESTIMONY IN THIS CASE?

Yes.

DID YOU ALSO PREPARE REJOINDER TESTIMONY ON INCOME
STATEMENT, REVENUE REQUIREMENT AND RATE DESIGN IN THIS
DOCKET?

Yes, my rejoinder testimony on rate base, income statement, revenue requirement
and rate design is being filed in a separate volume at the same time as this
testimony. In this volume, I present my cost of capital rejoinder testimony.

HAVE YOU UPDATED YOUR COST OF CAPITAL ANALYSIS?

No. I updated my cost of capital analysis on my rebuttal testimony filed on
December 6, 2013. I 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.
WHAT IS THE SCOPE OF THIS VOLUME OF YOUR REJOINDER
TESTIMONY?

I will respond as appropriate to the surrebuttal testimony of Mr. Cassidy on behalf
of Staff.
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IL.

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

A. Summary of Company’s Rebuttal Recommendation
HAS THE COMPANY CHANGED ITS POSITION WITH RESPECT TO

THE CAPITAL STRUCTURE?

Yes. The Company is proposing a capital structure consisting of 20.71 percent
debt and 79.29 percent equity. This represents the resulting capital structure when
approximately $275,000 of long-term debt is added to the capital structure.
The cost of the long term debt is 5.6 percent.

WHY IS THE COMPANY IS RECOMMENDING THIS CAPITAL
STRUCTURE?

Because the TOP-MDC line in being funded with funds borrowed from the Water
Infrastructure and Financing Authority (“WIFA”), and as I explained in the rate
base volume of my testimony, PWC is proposing to include the line in rate base.’
The Company’s recommendations are in response to Staff’s imputation of the
Phase 1 debt of approximately $275,000 into the capital structure without
recognizing the plant being funded by that debt. The Company is also dropping its
request for financing of approximately $904,000 for the future Cragin pipeline
(Phase 2 Project costs) which Staff also proposes to impute into the Company’s
capital structure without a corresponding recognition of the plant it is intended to
fund in rate base. Dropping the request for the approximately $904,000 of
additional financing should eliminate any nexus for Staff to impute this future debt
into the capital structure and to create a mismatch between the invested capital of
the Company and the rate base upon which the Company’s earnings are

determined.

! Rejoinder Testimony of Thomas J. Bourassa (Rate Base) at 2.




1| Q. WHATIS THE WEIGHTED AVERAGE COST OF CAPITAL?
2] A The weighted cost of capital (“WACC”) is 9.88 percent based upon a capital
3 structure consisting of 20.71 percent debt and 79.29 percent equity, a cost of debt
4 of 5.6 percent and a cost of equity of 11.0 percent, as shown on Rejoinder Schedule
5 D-1.
6 | Q. WHYDID YOU USE A 5.6 PERCENT DEBT RATE?
71 A. Because that is the rate of the WIFA loan to fund the TOP-MDC line, which loan is
8 expected to close this month.
91 Q. WHAT IS THE WEIGHTED AVERAGE COST OF CAPITAL BASED ON
10 THE COMPANY’S RECOMMENDATIONS?
11 | A. The weighted cost of capital (“WACC”) is 9.88 percent based upon a capital
12 structure consisting of 20.71 percent debt and 79.29 percent equity, a cost of debt
13 of 5.6 percent and a cost of equity of 11.0 percent, as shown on Rejoinder Schedule
14 D-1.
15 B.  Rejoinder to Staff
16 | Q. PLEASE SUMMARIZE THE STAFF COST OF CAPITAL
17 RECOMMENDATIONS IN THIS RATE CASE.
18 | A. Staff continues to recommend a pro forma capital structure consisting of
19 52.8 percent debt and 47.2 percent equity, with a 9 percent recommended cost of
20 equity and a 4.2 percent cost of debt.” Again, Staff bases its pro forma capital
21 structure on the imputation of $1.179 million of WIFA funding future plant into the
22 capital structure of PWC.> As a result of this pro forma adjustment, Staff’s
23 determined cost of equity of 9.0 percent is reduced to an actual return on equity
24 equal to only 6.4 percent (Staff’s WACC). This is not a reasonable return for
2513 Surrebuttal Testimony of John A. Cassidy (“Cassidy Sb.”) at 2.
26 | *1d
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1 PWC, nor can PWC afford to have this sort of maneuvering reduce its revenue

2 requirement.

3| Q. DO YOUAGREE WITH MR. CASSIDY’S REASONS IMPUTING NEARLY

4 A MILLION DOLLARS OF FUTURE DEBT INTO THE CAPITAL

5 STRUCTURE?

6 A No. Mr. Cassidy fails to address the nearly million-dollar mismatch between the

7 Company’s invested capital and rate base,® and as a result, he has not justified his

8 effective 6.4 percent return on equity capital as fair or reasonable. Although Mr.

9 Cassidy identifies the factors that formed the basis of Staff’s recommendation,
10 none speak to the two major flaws in Staff’s position. I will address each one of
11 these factors.’
12 First, consolidation of the rate and financing filings does not serve as a
13 reasonable justification for the imputation of future debt into the capital structure.
14 Consolidation of filings is not particularly unusual or extraordinary, and I fail to
15 see how that justifies the mismatch and the low rate of return on equity capital
16 funding the rate base used to set rates in the instant case. Second, encumbrance of
17 a future asset that is not reflected in rate base by future debt does not provide an
18 excuse for the improper setting of rates in this case. Rates should reflect current
19 investment and reflect the capital costs of the current investment. Third, the
20 expedited nature of Phase 1 of this case can be considered “extraordinary” but that
21 is hardly a justification. The need to expedite this case came out of a desire by
22 PWC to be proactive and obtain a more reliable and less costly water supply for the
23 Mesa Del Caballo system customers. But for the construction scheduling and the
24 goal of getting the TOP-MDC project completed before water hauling would be
21 Rebuttal Testimony of Thomas J. Bourassa — Cost of Capital (“Bourassa COC Rb.”) at 6.
26 | ° Cassidy Sb. at 2.
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1 required, this case would not have need for this case to be on the fast track.
2 Frankly, rather than the slick ratemaking undertaken by Staff in this case to
3 reduce the return by hundreds of basis points, I would have expected Staff to
4 ensure this Company not only had adequate revenue to move forward and achieve
5 financial health, but also a fair return to encourage the kind of proactive investment
6 PWC’s new owners have undertaken. Staff’s manipulated capital structure and the
7 resulting ridiculously low return on equity actually sends the message that utilities
8 should forego proactive steps to produce a more stable water supply at a lower cost
9 because “extraordinary” regulatory relief is simply too costly.
10 | Q. FAIR ENOUGH, MR. BOURASSA. DID MR. CASSIDY IDENTIFY ANY
11 OTHER FACTORS?
12 | A. Yes, the fourth factor - insuring the Company can meet its debt service
13 requirements (e.g. minimum 1.2 DSC) is a consideration of every financing case
14 and 1 fail to see why Mr. Cassidy offers this a special or unique factor. Nor do I
15 see how lowering the Company’s total revenue helps it meet its debt service
16 coverage obligations. Lower revenue actually has the opposite effect.
17 In contrast, the Company’s rejoinder recommendation of a 20.71 percent
18 debt and 79.29 percent equity capital structure is a “more balanced” capital
19 structure. But, unlike Staff’s recommendation, it does not create a mismatch
20 because the plant investment funded with the debt added to the Company’s capital
21 structure is recognized in rate base.
22 | Q. HAS MR. CASSIDY EXPLAINED HOW HIS RECOMMENDED RETURN
23 WILL HELP PWC TO ATTRACT CAPITAL?
24 | A No. Putting aside the fact that PWC has 5 times the business risk of the publicly
25 traded companies in his water proxy group,® Mr. Cassidy has not explained why
26 | ¢Bourassa COCR®. at 10.
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1 his recommended equity return of 9.0 percent (effective 6.4 percent) is reasonable
2 when the publicly traded utilities currently earn 9.7 percent on equity and are
3 projected to earn 9.9 percent on equity, on average. Nor has he explained why
4 9.0 percent is reasonable when the average authorized return of his water proxy
5 group is over 10 percent.” He also has not explained why it is reasonable for PWC
6 to have to pay out well over 100 percent of earnings in order to investors to receive
7 a dividend yield similar to the water utilities in his water proxy group.8 In order
8 for PWC to do so, PWC would need at least a 9.8 percent return on equity.’

9 Even if Mr. Cassidy wants to label this case as “unique” or “extraordinary,”
10 PWC must compete for capital just like all other utilities. Based on the Staff
11 recommendations, investors would be far better off investing in one of the publicly
12 traded utilities in Mr. Cassidy’s water proxy group where they would not only
13 receive a dividend but a much higher total return at much less investment risk.'?

14 | Q. DOES THAT CONCLUDE YOUR REJOINDER TESTIMONY ON COST
15 OF CAPITAL?
16 | A. Yes
17
18
19
20
21
22
23
24 : Bourassa COC Rb. at 5.
Bourassa COC Rb. at 12-13.

25 || ° Bourassa COC Rb. at 14.

' Value Line Analyzer data shows that Mr. Cassidy’s water proxy group has an average total return of 12.85 percent
26 | over the past 3 years. ‘
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Payson Water Company Exhibit
Test Year Ended December 31, 2012 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 Amourt Requirement

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING

SUPPORTING SCHEDULES: RECAP SCHEDULES:
E-1 D-1
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Payson Water Company
Test Year Ended December 31, 2012
Cost of Common Equity

The Company is proposing a cost of common equity of

SUPPORTING SCHEDULES:
D-4.1 to D-4.22

Exhibit

Rejoinder Schedule D-4
Page 1

Witness: Bourassa

11.00% .

RECAP SCHEDULES:

D-1
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