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17 1. Rebuttal Testimony of Jason Williamson; and
18 2. Rebuttal Testimony of Thomas J. Bourassa.
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ORIGINAL and thirteen (§13) copies of the foregoing
were delivered this 13th day of March, 2014, to:

Docket Control

Arizona Corporation Commission
1200 W. Washington St.

Phoenix, AZ 85007

COPY of the foregoing was delivered
this 13th day of March, 2014, to:

Sarah Harpring, ALJ

Hearing Division

Arizona Corporation Commission
1200 W. Washington St.

Phoenix, AZ 85007

Robin Mitchell

Bridaglet Humphrey
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Arnizona Corporation Commission
1200 W. Washington St.

Phoenix, AZ 85007

o Ao 0 Qb PEN_

89 1/$26985.0002




O 0 N N U AW e

NN N N N N e e e e o i e e e e
B A W DN = O VOV ® NN N RAEWN= o

26

FENNEMORE CRAIG

PROFESSIONAL CORPORATION

PHOENIX

FENNEMORE CRAIG, P.C.

Jay L. Shapiro (No. 014650)

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

Attorneys for Verde Santa Fe Wastewater Co., Inc.

BEFORE THE ARIZONA CORPORATION COMMISSION
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INTRODUCTION AND QUALIFICATIONS
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Jason Williamson. My business address is 7581 E. Academy
Boulevard, Suite 229, Denver, Colorado 80230.

ARE YOU THE SAME JASON WILLIAMSON THAT FILED DIRECT
TESTIMONY IN THIS PROCEEDING?

Yes.

HAS ANYTHING CHANGED WITH RESPECT TO YOUR
EMPLOYMENT OR RESPONSIBILITIES?

No.

HAVE YOU REVIEWED THE DIRECT FILING MADE BY STAFF?

Yes.

WHAT WILL YOU ADDRESS IN THIS REBUTTAL TESTIMONY?

The Company is willing to accept Staff’s recommended adjustments to operating
expenses, Staff’s cost of capital and Staff’s rate design, however, the Company
does propose an additional pro forma adjustment to operating expenses related to
sludge removal expense. I will discuss this and the Company’s acceptance of

Staff’s other recommendations in this rebuttal testimony.

SLUDGE REMOVAL EXPENSE

YOU MENTIONED AN ADDITIONAL PRO FORMA ADJUSTMENT TO
SLUDGE REMOVAL EXPENSE. HAS THIS EXPENSE INCREASED
SINCE THE TESY YEAR?

Yes, significantly. The test year expense level was $21,327.82. In 2013, the first
full year following the test year, sludge expense removal was $38,744 .41.
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WHY HAS SLUDGE REMOVAL EXPENSE INCREASED SINCE THE
TEST YEAR?

There are two main factors that have led to our request to increase sludge
processing expense. The biggest factor was that in 2013, the Company expanded
its sludge bagging system from three to six. This capital investment was necessary
as the flows in the Verde Santa Fe development have continued to rise, making
sludge management a more critical operational issue. This expansion has caused
increases in costs associated with the bagging system, including the dewatering
bags, polymer chemical, hauling of the bags to the landfill, and the labor associated
with filling and removing the bags daily.

WHAT IS THE SECOND FACTOR?

The second component of the additional sludge processing costs arises due to
cleaning of the effluent storage ponds on the golf course. These ponds had not
been cleaned for many years, and over the winter, the golf course emptied them
and found a layer of accumulated sludge on the bottom. It is likely that the sludge
were solids from the WWTP that settled and accumulated over that time.
This necessitated the Company renting large trash pumps, hoses, and purchasing
large dewatering bags for the disposal of the material. In the future, the Company
and the Golf Course have agreed that they will be conducting inspections and
cleaning of the effluent ponds every other year. As such, we have included 50
percent of the costs from 2013 associated with the pond cleaning. Mr. Bourassa

explains this further in his rebuttal testimony.'

! Rebuttal Testimony of Thomas J. Bourassa at 3:22 — 4:3.

2-




1| m. RESPONSE TO STAFF DIRECT
2| Q. YOU TESTIFIED THAT THE COMPANY WAS WILING TO ACCEPT
3 STAFF’S OTHER ADJUSTMENTS. CAN YOU PLEASE ELABORATE?
4| A. Yes. Staff did not make many adjustments, and none were made to rate base.
5 The Company does not necessarily agree with Staff’s adjustments to directors’ fees
6 or the equipment lease expenses. Nor do we believe the cost of capital is adequate.
7 But, it is hard to justify fighting Staff on these issues when the amount of
8 additional revenue at stake is relatively low, and given the expense of a contested
9 hearing followed by briefing. As such, we elected to accept Staff’s

10 recommendations, including their adjustments, except for our request for a pro

11 forma adjustment to sludge processing expense. We hope Staff will see this as a

12 reasonable request based on a known and measurable change, which would
13 eliminate all issues in dispute between Staff and the Company in this rate case.

14 | Q. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

15 A.  Yes.

16

17

18

19

20

21

22

23

24

25

26
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1] L INTRODUCTION AND QUALIFICATIONS
2 | Q. PLEASE STATE YOUR NAME AND ADDRESS.
3| A. My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive,
4 Phoenix, Arizona 85029.
51 Q. ONWHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING?
64 A I am testifying on behalf of the Verde Santa Fe Wastewater Co., Inc., (“VSF” or
7 the “Company”).
8 { Q. HAVE YOU PREVIOUSLY SUBMITTED DIRECT TESTIMONY IN THE
9 INSTANT CASE?
10| A. Yes, my direct testimony was submitted in support of the initial application in this
11 docket. There were two volumes, one addressing rate base, income statement and
12 rate design, and the other addressing cost of capital.
13 | Q. WHAT IS THE PURPOSE OF THIS REBUTTAL TESTIMONY?
14 | A. Iwill provide rebuttal testimony in response to the direct filing by Staff, however,
15 my rebuttal testimony is just one volume.
16 | II. THE COMPANY’S REBUTTAL POSITION
17 | Q. 'WHAT IS THE REVENUE INCREASE THE COMPANY IS PROPOSING
18 IN THIS REBUTTAL TESTIMONY?
19 | A.  The Company proposes a total revenue requirement of $517,202, which constitutes
20 an increase in revenues of $35,651, or 7.85 percent over adjusted test year
21 revenues.
22| Q. HOW DOES THIS COMPARE WITH THE COMPANY’S DIRECT
23 FILING?
24 | A It is lower. In the direct filing, the Company requested a total revenue requirement
25 of $544,674, which required an increase in revenues of $65,213, or 13.60 percent.
26
Prormsmona, Coxvenstion
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1§ Q. WHAT’S DIFFERENT?
2| A In its rebuttal filing, VSF has adopted all of the revenue/expense adjustments
3 recommended by Staff, and proposed adjustments of its own based on a known and
4 measurable change to the test year. The net result of these adjustments is the
5 Company’s proposed operating expenses have decreased by $14,894, from
6 $481,501 in the direct filing to $468,607. There is no change in rate base from the
7 direct filing of $421,337.
8| Q. SO IF STAFF ADOPTS THE COMPANY’S PROPOSED REBUTTAL
9 ADJUSTMENT, THE TWO PARTIES WILL HAVE THE SAME
10 REVENUE REQUIREMENT?
11 § A Yes, as Mr. Williamson explains in his rebuttal testimony, the Company has
12 elected not to dispute any of Staff’s recommended adjustments.
13 | Q. HAVE YOU PREPARED REBUTTAL SCHEDULES?
14 | A, Yes. These schedules are attached to this testimony. Rebuttal Schedule B-2, pages
15 1 and 2, summarizes the Company’s rebuttal OCRB.
16 The Company rebuttal adjustments to revenues and/or expenses are detailed
17 on Rebuttal Schedule C-2, pages 1-7. The rebuttal income statement with
18 adjustments is summarized on Rebuttal Schedule C-1, page 1-2.
19 Rebuttal adjustment 1 reflects the annualized depreciation and amortization
20 expense based on the Company proposed PIS and CIAC balances. There is no
21 change to depreciation and amortization expense at this stage because the
22 Company is not proposing changes to either its PIS or CIAC balances. The Staff
23 recommended depreciation and amortization expense level is the same as the
24 Company’s.
25 Rebuttal adjustment number 2 reflects property tax expense at the Company
26 rebuttal proposed revenue level. The Company proposes a reduction to property
FENNEMORE CRAIG
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1 taxes based upon a lower assessment ratio of 19 percent compared to its direct
2 filing of 20 percent. The Company is proposing an assessment ratio of 19 percent
3 because it reflects the recently passed House Bill 2001 (“H.B 2001”), which enacts
4 a known and measurable change commencing in 2014.

5{ Q. DOES STAFF RECOMMEND AN ASSESSMENT RATIO OF

6 19 PERCENT?

70 A, Yes!

8 | Q. THANK YOU. PLEASE CONTINUE.

91 A.  Rebuttal adjustment number 3 reduces Salaries and Wages expense for director’s
10 wages by $18,529. This adjustment reflects the adoption of the Staff proposed
11 adjustment to Salaries and Wages expense’  Adoption of the Staff
12 recommendation by the Company is made to help eliminate issues between the
13 parties.

14 Rebuttal adjustment number 4 reduces Rent expense by $11,256.
15 This adjustment reflects the adoption of the Staff proposed adjustment to Rent
16 expense that is related to the Company’s lease of wastewater treatment equipment.’
17 Adoption of the Staff recommendation by the Company is made to help eliminate
18 issues between the parties.
19 Rebuttal adjustment number 5 increases sludge removal expense by $12,079
20 for known and measurable changes to the test year.
21 | Q. PLEASE EXPLAIN.
22 § A. The Company’s recommended adjustment consists of two parts. The first part
23 reflects a known and measurable increase of $6,741 to the annual sludge removal
241 Direct Testimony of Crystal S. Brown (“Brown Dt.”) at 13.
25 | % Brown Dt. at 8.
26 3 Brown Dt. at 12.

ProresstonAL CorroRATION
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expense as a result of upgrades to the Company’s sludge bagging process.
The second part reflects the annualized portion of effluent pond clean-up costs or
$5,338. Mr. Williamson explains the additional sludge removal costs in his
rebuttal testimony.

THANK YOU. PLEASE CONTINUE WITH YOUR DISCUSSION OF THE
COMPANY’S REBUTTAL PROPOSED ADJUSTMENTS TO REVENUES
AND EXPENSES.

Adjustment 6 adjusts income taxes to reflect the Company proposed adjusted test
year revenues and expenses.

DOES THE COMPANY’S PROPOSED INCOME TAX EXPENSE
REFLECT THE REDUCTION IN THE STATE INCOME TAX RATE?

Yes, the state income tax rate is reduced from 6.968 percent to 6.50 percent, which
is a reflection of the enacted H.B 2001’s reduction to the income tax rate for 2014.
DOES STAFF PROPOSE A 6.5 PERCENT STATE INCOME TAX RATE?
Yes.

PLEASE DISCUSS THE COMPANY’S RECOMMENDED RETURN ON
EQUITY AND RETURN ON RATE BASE.

To eliminate issues between the parties, the Company has adopted the Staff
recommended return on equity of 9.6 percent and return on rate base of 9.6 percent

reflecting a 100 percent equity capital structure.’

% The total cost of effluent pond cleaning in 2013 was $10,676 which is expected to occur
every 2 years.

> Direct Testimony of John A. Cassidy at 31.




1§ III. RATE DESIGN (H SCHEDULES)
2| Q. WHAT ARE THE COMPANY’S PROPOSED RATES?
3| A. The Company’s proposed rates are:
4 MONTHLY SERVICE CHARGES
5 Residential $43.24
6 Commercial $43.24 times SFE°
7 Effluent (per 1,000 gallons) $0.23
81 Q. WHAT IS THE IMPACT OF THE COMPANY PROPOSED RATES ON
9 RESIDENTIAL CUSTOMERS?
10 f A.  As shown on Schedule H-2, page 1, the monthly bill under proposed rates for a
11 residential customer is $43.24 — a $3.24 increase over the present monthly bill or a
12 8.1 percent increase.
13| Q. DOES STAFF AGREE WITH THE $0.23 PER 1,000 GALLONS FOR
14 EFFLUENT?
150 A, Yes’
16 | Q. ARE STAFF AND THE COMPANY IN AGREEMENT ON THE
17 PROPOSED MISCELLANEOUS SERVICE CHARGES?
181 A, Yes.
19 | Q. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?
20| A.  Yes.
21
22
23
% One SFE is defined as 10 fixtures (sinks and/or toilets and/or showers, etc.). The SFE
24 | for a commercial customer will be equal to the number of fixtures divided by 10. If the
computed SFE is less than 1.0, the factor will be 1.0, which provides that a commercial
25 | customer pays no less than a residential customer.
26 | 7 Brown Dt. 15.
Prorssmionag Corantion
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Verde Santa Fe Watewater Company, Inc. ' Exhibit

Test Year Ended December 31, 2012 Rebuttal Schedule A-1
Computation of Increase in Gross Revenue Page 1
Requirements As Adjusted Witness: Bourassa
Line
No.
1 Fair Value Rate Base $ 421,336
2
3 Adjusted Operating Income 10,844
4
5 Current Rate of Return 2.60%
6
7 Required Operating Income $ 40,448
8
9 Required Rate of Return 9.60%
10
11 Operating Income Deficiency $ 29,504
12
13 Gross Revenue Conversion Factor 1.2761
14
15 Increase in Gross Revenue
16 Requirement $ 37,651
17
18 Adjusted Test Year Revenues $ 479,551
19 Increase in Gross Revenue Revenue Requirement $ 37,651
20 Proposed Revenue Requirement $ 517,202
21 % Increase 7.85%
22
23 Customer Present Proposed Dollar Percent
24 Classification Rates Rates Increase Increase
25 Residential $ 450,680 $ 487,185 $ 36,505 8.10%
26
27 Commercial VSF Community Center $ 1056 $ 1,142 § 86 8.10%
28 Commercial Amante Club House 1,536 1,660 124 8.10%
29 Commercial VSF Golf Course 3,300 3,567 267 8.10%
30 Commercial Highlands Resort 3,408 3,684 276 8.10%
31
32
33 Effluent VSF Golf Course $ 65,453 $ 7527 $ (57,926) -88.50%
34 - 0.00%
35 Revenue Annualization $ 2440 § 2638 % 198 8.10%
36 Subtotal $ 527,873 $ 507,403 $ (20,470) -3.88%
37
38 C-2 Revenue Adjustment (57,926) - 57,926 -100.00%
39 Other Water Revenues 9,624 9,624 - 0.00%
40 Reconciling Amount (20) 175 195 -975.00%
41 Rounding 0.00%
42 Total of Water Revenues $ 479551 § 517,202 $ 37,651 7.85%
43
44
45 SUPPORTING SCHEDULES:
46 B-1
47 C-1
48 c-3

49 H-1
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Verde Santa Fe Watewater Company, Inc.
Test Year Ended December 31, 2012

Summary of Rate Base

Gross Utility Plant in Service
Less: Accumulated Depreciation

Net Utility Plant in Service

Less:
Advances in Aid of Construction

Contributions in Aid of Construction
Accumulated Amortization of CIAC

Customer Meter Deposits
Deferred Income Taxes & Credits

Plus:
Unamortized Finance
Charges
Prepayments
Materials and Supplies
Allowance for Cash Working Capital

Rounding
Total Rate Base

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

Exhibit

Rebuttal Schedule B-1
Page 1

Witness: Bourassa

Original Cost Fair Value
Rate base Rate Base
$ 1,555,530 $ 1,555,530
658,177 658,177
$ 897,353 $ 897,363
978,305 978,305
(502,287) (502,287)
1 1
$ 421,336 $ 421,336




Verde Santa Fe Watewater Company, inc. Exhibit
Test Year Ended December 31, 2012 Rebuttal Schedule B-2
Original Cost Rate Base Proforma Adjustments Page 1
Witness: Bourassa

e
=
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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
Allowance for Cash Working Capital

Rounding
Total

SUPPORTING SCHEDULES:

B-2, pages 2
E-1

Adjusted
at
End of
Test Year

©~

1,555,530

658,177

$ 897,353

978,305

(502,287)

1

$ 421,336

Proforma

Adjustment

Rebutttal
Adjusted
atend
of
Te ar

1,665,530

658,177

897,363

978,305

(502,287)

1

421,336

RECAP SCHEDULES:
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Line

390.1

393
394
395
396
397
398

Verde Santa Fe Watewater Company, Inc.
Test Year Ended December 31, 2012
Original Cost Rate Base Proforma Adjustments

Adjustment Number 1 -A

Description

Organization Cost

Franchise Cost

Land and Land Rights
Structures & Improvements
Power Generation Equipment
Collection Sewers - Force
Collection Sewers - Gravity
Manholes & Cleanouts
Special Collecting Structures
Servcies to Customers

Flow Measuring Devices
Flow Measuring Installations
Reuse Services

Reuse Meters and Meter Installatior
Receiving Wells

Pumping Equipment - Lift Stations
Other Pumping Equipment
Pumping Equipment - Recharge We
Reuse Distribution Reserviors
Reuse Transmission and Distributio
Treatment & Disposal Equipment
Plant Sewers

Outfall Sewer Lines

Other Plant & Misc Equipment
Office Furniture & Equipment
Computers & Software
Transportation Equipment

Stores Equipment

Tools, Shop & Garage Equipment
Laboratory Equipment

Power Operated Equipment
Communication Equipment
Miscelianeous Equipment

Other Tangible Plant

Rounding

Recorded
Orginal
Cost
30,909

45,400
108,242

328,735

73,179
12,958

4,676
630

79,507

Plant

Per Adjustment

Reconstruction
30,909

45,400
108,242

328,735

73,179
12,958

79,507

Required

TOTALS $

B-2, pages 3.2 - 3.16

1,655,530

$ 1555530 $

Exhibit

Rebuttal Schedule B-2
Page 3.1

Witness: Bourassa
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390.1
391
392
393
394

396
397
398

Verde Santa Fe Watewater Company, Inc.
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 & Improvements
Power Generation Equipment
Collection Sewers - Force
Collection Sewers - Gravity
Manholes & Cleanouts
Special Collecting Structures
Servcies to Customers

Flow Measuring Devices
Flow Measuring Installations
Reuse Services

Reuse Meters and Meter Installatior
Receiving Wells

Pumping Equipment - Lift Stations
Other Pumping Equipment
Pumping Equipment - Recharge Wk
Reuse Distribution Reserviors
Reuse Transmission and Distributio
Treatment & Disposal Equipment
Plant Sewers

Outfall Sewer Lines

Other Plant & Misc Equipment
Office Furiture & Equipment
Computers & Software
Transportation Equipment

Stores Equipment

Tools, Shop & Garage Equipment
Laboratory Equipment

Power Operated Equipment
Communication Equipment
Miscellaneous Equipment

Other Tangible Plant

Rounding

Recorded
Accumulated

Depreciation

34,745

189,023

42,078
4,652

Accumulated
Depreciation
Per Plant
Reconstrudion

34,745

189,023

42,078
4,652

Adjustment
Required

TOTALS

B-2, pages 3.2 -3.16

$ 658,177 $ -

Exhibit

Rebuttal Schedule B-2
Page 4.1

Witness: Bourassa
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Verde Santa Fe Watewater Company, Inc.
Test Year Ended December 31, 2012
Original Cost Rate Base Proforma Adjustments
Adjustment 3

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

Exhibit

Rebuttal Schedule B-2
Page 5.0

Witness: Bourassa

Accumulated
Amortization

$ 502,287

$ 502,287

Gross

CIAC
Computed balance at end of test year $ 978,305
Adjusted balance at end of test year $ 978,305
Increase (decrease) $ -
Adjustment to CIAC/AA CIAC $ -
Label 3a

SUPPORTING SCHEDULES
E-1
B-2, page 5.1

3b



1982206 - 202°16G - 811009 - £€0'6¥9 - 8P6°L69 - OVIOIN 7
54
810’9y coL'Lzy 181'8.¢8 ziz'eze 1GE'082 uonezuowy Peleinwnody  Zp
sie'sy sie'sy [+17:3:14 Gi6'sy GLe'sy (uonueAuod 1A Z/|) uogeziowy Ly
%0000'S %0000°S %0000°G %0000'S %0000'G ajey uogezpowy  Op
6¢
g€
G0E'8.L6 - S0E'8L6 - G0E'8.6 - G0E'8L6 - GOE'8L6 - aviD L€
9€

ge

soueieg SUORIPPY souTieg SUOIPPY duejeg SUORIPPY eousieg SUCRIPPY aoueieg SUORIPPY ve
£e

2102 1402 0102 6002 8002 Ze

354

414
62
£98'0 L - 611°G6L ove'Zey 08Liiy - 676°'8EY - L12°99p = JVIDIN 82
7
44 4%>4 925281 S8L vyl 9giv'all 8v9°'88 uoleZIUOWY pPeleNWINIdY 92
sie'sy Tre'se 89112 89.'LZ 88L'LT {uonueAuo iA Z/)) uofjeziowy  GZ
%0000°'S %0000°G %0000°G %0000°G %0000°G 8jey uopeziowy 4z
174
144

S0E'8.L6 - S0E'8.6 ove'zey GOE'GSS - G9E°GSS - G9E'GSS - %4
VD o2
13
soueieg SUORIPPY soueieg SUORIPPY souEEg SUCRIPPY souejeg SUORIPPY ssuejeg SUCTHPPY 8l
Ll
2002 9002 $002 002 £002 9t
St
vl
€l
S8v'ver - £62'22S SL6°LoY 6S0'8E 1 (001) P€8'GYL 000'9L 119'sL 056'22 OVIOIN 21
313
088°09 Zil'ee 16E'G1 9LL'L 66t uoneZIUOWY peEINWNY 0}
89.'LZ ozL'LL G19'L 8LL'S 6€6'L (UONUSAUOD JA Z/1) uoReZRioOwy 6
%0000°'S %0000°S %0000°'G %0000°'S %0000°G ey uojeziyowry 8
uogezniowy £
9
G9E'65S - G9E'GSS SL6'10Y 0Spest (001) 095°€S) 000'9L 085'2L 05S'LL oviD ¢
v
€
sduereg SuoRIppy ueeg suopIppY sduejeg suonippY aduejeg SuoRippY sduejeg suonippy L6641 E2) [4
ssuejeg 1

2002 1002 0002 6661 8661 "oN

sur

eSSRINOg [SSSUPM
1'g ebed

2-9 snpeyds
g

(9VID) uoiINIISUOD JO pie-u-SuoRNgUIU0D
Z10Z ‘1€ Jequiada(] pepu3 Jee A 1se
au) ‘Auedwio) 19jemajepy 34 BjueS IPISA




c
3
o

om\!mmhwwalg

Verde Santa Fe Watewater Company, Inc.

Test Year Ended December 31, 2012
Computation of Working Capital

Cash Working Capital (1/8 of Allowance
Operation and Maintenance Expense)

Pumping Power (1/24 of Pumping Power)

Purchased Water (1/24 of Purchased Water)

Total Working Capital Allowance

Cash Working Capital Requested

Total Operating Expense
Less:

Income Tax

Property Tax
Depreciation

Purchased Water
Pumping Power
Allowable Expenses

1/8 of allowable expenses

SUPPORTING SCHEDULES:
E-1

Exhibit

Schedule B-5
Page 1

Witness: Bourassa

$ 43,711
1,540
1,540
$ 46,792
$ -

Adjusted Test Year
$ 468,607

$ 2,826
20,114
22,039
36,970
36,970

&

349,688
43,711

r
am
=

b

&

RECAP SCHEDULES:




Verde Santa Fe Watewater Company, inc. Exhibit
Test Year Ended December 31, 2012 Rebuttal Schedule C-1
Income Statement Page 1
Withess: Bourassa

Rebuttal

Adjusted Test Year Proposed Adjusted

Line Book Adjusted Rate with Rate
No. Results Adjustment Results Increase Increase

1 Revenues

2 Flat Rate Revenues $ 462,400 $ - $ 462,400 $ 37651 $ 500,051

3 Unmetered Water Revenues 7,527 - 7527 7,527

4 Other Water Revenues 9,624 - 9,624 9,624

5 $ 479,551 $ - $ 479551 $ 37651 § 517,202

6  Operating Expenses

7 Salaries and Wages $ 31,683 (18,529) $ 13,154 $ 13,154

8 Purchased Wastewater Treatment - - - -

9 Sludge Removal 21,328 12,079 33,407 33,407
10 Purchased Power 36,970 - 36,970 36,970
1 Chemiicals 13,584 - 13,584 13,584
12 Materials and Supplies 5,772 - 5772 5,772
13 Office Supplies and Expense - - - -
14 Contractual Services - Accounting - - - -
15 Contractual Services - Professional 5,130 - 5,130 5,130
16 Contractual Services - Maintenance - - - -
17 Contractual Services - Other 227,098 - 227,098 227,098
18 Water Testing 9,784 - 9,784 9,784
19 Rents 31,0585 (11,256) 19,799 19,799
20 Transportation Expenses 4,103 - 4,103 4,103
21 Insurance - General Liability 5,108 - 5,108 5,108
22 Insurance - Health and Life - - - -
23 Reg. Comm. Exp. - Other 2,355 - 2,355 2,355
24 Reg. Comm. Exp. - Rate Case 25,000 - 25,000 25,000
25 Miscellaneous Expense 22,364 - 22,364 22,364
26 Bad Debt Expense - - - -
27 Depreciation and Amortization Expense 22,039 - 22,039 22,039
28 Taxes Other Than Income - - - -
29 Property Taxes 21173 (1,059) 20,114 526 20,641
30 Income Tax (1,045) 3,871 2,826 7,620 10,446
31 - - -
32 Total Operating Expenses $ 483,501 3 (14,894) $ 468,607 $ 8146 § 476,753
33 Operating Income $ (3.950) $ 14894 $ 10944 $ 29504 $ 40,448
34 Other Income (Expense)

35 Interest Income - - - -
36 Other income 3,726 - 3,726 3,726
37 Interest Expense - - - -
38 Other Expense (34) - (34) (34)
39 - - - -
40 Total Other Income (Expense) $ 3,692 $ - $ 3692 $ - $ 3,692
41  Net Profit (Loss) $ 52582 $ 14894 § 14636 $ 29504 § 44,140
42

43 SUPPORTING SCHEDULES: RECAP SCHEDULES:

44 C-1, page 2 A-1

45 E-2
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Verde Santa Fe Watewater Company, Inc. Exhibit
Test Year Ended December 31, 2012 Rebuttal Schedule C-2
Adjustments to Revenues and Expenses Page 1
Witness: Bourassa

:3om~:mmaw~a|§%

588498688

Revenues
Expenses

Operating
Income

Interest
Expense

Other
Income /
Expense

Net income

Revenues
Expenses

Operating
Income

Interest
Expense

Other
Income /
Expense

Net Income

justments to Revenues and Ex es

1 2 3 4 § 6
Subtotal
Depreciation Property Director's Rent Sludge Income
Expense Taxes Salaries Expense Removal Taxes
- (1,059) (18,529) (11,256) 12,079 3871 (14,894)
- 1,059 18,529 11,256 (12,079) (3,871) 14,894
- 1,059 18,529 11,256 (12,079) (3.871) 14,894
Adjustments to Revenues and Expenses
7 8 8 10 n 12 Subtotal
Intentionally  Intentionally Intentionally Intentionally Intentionally Intentionally
Left Left Left Loft Left Left
Blank Blank Blank Blank Blank Blank
- - - - - - (14,894)
- - - - - - 14,894
- - - - - - 14,894
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Verde Santa Fe Watewater Company, inc.
Test Year Ended December 31, 2012

Adjustments to Rev and Exp
Adjustment Number 1
Depreciation Expense
Adjusted
Acct. Original Non-depreciable/ Original Proposed

No. Description Cost Fully Depreciated Cost Rates
351 Organization Cost 30,909 (30,909) - 0.00%
352  Franchise Cost - - - 0.00%
353 Land and Land Rights 45,400 (45,400) - 0.00%
354 Structures & Improvements 108,242 108,242 3.33%
355  Power Generation Equipment - - 5.00%
360 Collection Sewers - Force - - 2.00%
361.1 Collection Sewers - Gravity 328,735 328,735 2.00%
361.2 Manholes & Cleanouts - 2.00%
362 Special Collecting Structures - - 2.00%
363 Servcies to Customers 73,179 73,179 2.00%
364 Flow Measuring Devices 12,958 12,958 10.00%
365 Flow Measuring Installations - - 10.00%
366 Reuse Services - - 2.00%
367 Reuse Meters and Meter Installations - - 8.33%
370 Receiving Wells - - 3.57%
371.1  Pumping Equipment - Lift Stations - - 10.00%
371.2 Other Pumping Equipment - - 10.00%
371.3 Pumping Equipment - Recharge Well - - 10.00%
374 Reuse Distribution Reserviors - - 2.50%
375 Reuse Transmission and Distribution - - 2.00%
380 Treatment & Disposal Equipment 865,491 865,491 5.00%
381 Plant Sewers - - - 5.00%
382 Outfall Sewer Lines - - 3.33%
389  Other Plant & Misc Equipment - - 6.67%
390 Office Furniture & Equipment 5,803 5,803 6.67%
390.1 Computers & Software - - 20.00%
391  Transportation Equipment - - 20.00%
392  Stores Equipment - - 4.00%
393 Tools, Shop & Garage Equipment 4,676 4,676 10.00%
394 Laboratory Equipment 630 630 10.00%
395 Power Operated Equipment - - 5.00%
396 Communication Equipment - - 10.00%
397 Miscellaneous Equipment - - 10.00%
398 Other Tangible Plant 79,507 79,507 10.00%
- 10.00%

TOTALS 1,556,530 $ (76,308) $ 1,479,221
Gross CIAC Amort. Rate
Less: Amoitization of Contributions $ 978,305 4.3997%

Total Depreciation Expense

Adjusted Test Year Depreciation Expense

Increase (decrease) in Depreciation Expense

Adjustment to Rev

and/or Exp

SUPPORTING SCHI
B-2, page 3

*Fully Depreciated

Exhibit

Rebuttal Schedule C-2
Page 2

Witness: Bourassa

Depreciation
Expense

3,604

6,575

1,464
1,296

$ 65,081

$ (43,043)
$ 22,039

22,039

$=-



Verde Santa Fe Watewater Company, Inc. Exhibit

Test Year Ended December 31, 2012 Rebuttal 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 $ 479,551 $ 479,551
2 Weight Factor 2 2
3 Subtotal (Line 1 ® Line 2) 959,102 959,102
4 Company Recommended Revenue 479,551 517,202
S Subtotal (Line 4 + Line 5) 1,438,653 1,476,304
6 Number of Years 3 3
7 Three Year Average (Line 5/ Line 6) 479,551 492,101
8 Department of Revenue Mutilplier 2 2
9 Revenue Base Value (Line 7 * Line 8) 959,102 984,203

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) 959,102 984,203

13 Assessment Ratio 19.0% 19.0%
14 Assessment Value (Line 12 * Line 13) 182,229 186,998
15 Composite Property Tax Rate - Obtained from ADOR 11.0379% 11.0379%
16 Test Year Adjusted Property Tax Expense (Line 14 * Line 15) $ 20114  $ 20,641
17 Tax on Parcels - -
18 Total Property Taxes (Line 16 + Line 17) $ 20,114

19 Adjusted Test Year Property Taxes _$ 21,173

20 Adjustment to Test Year Property Taxes (Line 18 - Line 19) S (1,069

21

22 Property Tax on Company Recommended Revenue (Line 16 + Line 17) $ 20,641
23 Company Test Year Adjusted Property Tax Expense (Line 18) % 20,114
24 Increase in Property Tax Due to Increase in Revenue Requirement 2 526
25

26 Increase in Property Tax Due to Increase in Revenue Requirement (Line 24) $ 526
27 Increase in Revenue Requirement $ 37.651
28 Increase in Property Tax Per Dollar Increase in Revenue (Line 26 / Line 27) 1.39813%
29

30

3

32

33

34

35

36

37

38

39
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Verde Santa Fe Watewater Company, Inc.

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

Director's Salaries and Wages

Director's Fees per Staff
Test Year Directors Fees

Adjustment to Salaries and Wages

Adjustment to Revenues and/or Expenses

Reference
Staff Adjustment No. 1
Testimony

Exhibit

Rebuttal Schedule C-2
Page 4

Witness: Bourassa

$ 13,154
S 31683

$ (18,529)

$ (18,529)
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Verde Santa Fe Watewater Company, Inc.

Test Year Ended December 31, 2012
Adjustment to Revenues and Expenses
Adjustment Number 4

Rent Expense

Rent Expense on WW Treatment Facilities per Staff
Test Year Rent Expense on WW Treeatment Facilities
Adjustment to Rent Expense

Adjustment to Revenues and/or Expenses

Reference
Staff Adjustment No. 1

Testimony

$ 19,799
s 31085

$ (11,256)
S (11.256)

Exhibit

Rebuttal Schedule C-2
Page 5

Witness: Bourassa



Verde Santa Fe Watewater Company, Inc. Exhibit

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

Sludge Removal Expense

Line

Sludge Removal Assocaited with Effluent Ponds $ 10,676
Annualization Period (years) 2
Annualized expense $ 5,338

Additional Cost of sludge bagging process 6,741

Total Adjustment to Sludge Removal Expense $ 12,079

L I S S Z
Aw,\,_‘omm\lmmawnalp

15 Adjustment to Revenues and/or Expenses $ 12,079
16

17

18

19

20

21

22

23

24

25

26 SUPPORTING SCHEDULES
27 Testimony

28
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Verde Santa Fe Watewater Company, Inc. Exhibit

Test Year Ended December 31, 2012 Rebuttal Schedule C-2
Adjustment to Revenues and/or Expenses Page 7
Adjustment Number 6 Witness: Bourassa
Income Taxes
Test Year Test Year
at Present Rates at Proposed Rates

Compauted Income Tax $ 1,905 $ 7,041
Test Year Income tax Expense - 1,905
Adjustment to Income Tax Expense $ 1,905 $ 5,136
SUPPORTING SCHEDULE

C-3, page 2
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Verde Santa Fe Watewater Company, Inc.
Test Year Ended December 31, 2012
Computation of Gross Revenue Conversion Factor

Description
Combined Federal and State Effective iIncome Tax Rate

Property Taxes

Exhibit

Rebuttal Schedule C-3
Page 1

Witness: Bourassa

Percentage
of
Incremental
Gross

Revenues
20.525%

1.111%

Total Tax Percentage

Operating Income % = 100% - Tax Percentage

1 = Gross Revenue Conversion Factor

Operating Income %

SUPPORTING SCHEDULES:
C-3, page 2

21.636%

78.364%

1.2761

RECAP SCHEDULES:
A-1




DOCKET NO. WS-02676A-12-0196

Verde Santa Fe Watewater Company, Inc. Exhibit
Test Year Ended December 31, 2012 Rebuttal Schedule C-3
Page 2
Witness: Bourassa
GROSS REVENUE CONVERSION FACTOR
Line (G ® © (D) IE) IF)
No, Descrivtion

Calcultion of Gross Revenue Conversion Factor:
1 Revenue 100.0000%
2 Uncollecible Factor (Line 11} 0.0000%
3 Revenues(L1-12) 100.0000%
4 ombined Federal and State Income Tax and Property Tax Rate (Line 23) 21.6362%
5 Subtotal (L3- L4) 78.3638%
8 Revenue Conversion Factor (L1 /L5) 1.276099

Calculation of Uncallectble Factor:
7 Unity 100.0000%
8 Combined Federal and State Tax Rate (L17) 20.5250%
9 One Minus Combined ncome Tax Rate (L7-18) 79.4750%
10 Uncollectible Rate 0.0000%
11 Uncollectible Factor (L9* L10) 0.0000%

Calculation of Effective Tax Rate:

12 Operating Income Before Taxes (Arizona Taxable lncome) 100.0000%
13 Aiizona State Income Tax Rate 6.5000%
14 Federal Taxable income (L12-L13) 93.5000%
15 Apglicable Federal Income Tax Rate (LS5 Col F) 15,0000%
16 Effective Federal income Tax Rate (L14 x L15) 14.0250%
17 Combined Federal and State Income Tax Rate (L13 +118) 20.5250%

Calculation of Effective Propery Tax Factor
18 Unity 100.0000%
18 Combined Federal and State Income Tax Rate (L17) 20.5250%
20 One Minus Combined ncome Tax Rate (L18-L19) 79.4750%
21 Property Tax Factor 1.3981%
22 Effective Property Tax Factor (L20°L21) 1.1112%
23 Combined Federal and State Income Tax and Property Tax Rate (L17+.22) 21.6362%
24 Required Operating Income $ 40,448
25 AdustedTest Year Operating Income (Loss) $ 10,944
26 Required Increase in Operating Income (L24 - L25) $ 29,504
27 Income Taxes on Recommended Revenue (Cal. (F), L52) $ 10,446
28 Income Taxes on Test Year Revenue (Col. (C), L52) S 2,826
20 Required Increase in Revenue to Provide for Income Taxes (L27 - L28) $ 7620
30 R 3 517,202
31 Uncollectible Rate (Line 10) 0.0000%
32 L Exp on R (24 * L25) $ -
33 Adusted Test Year Uncollectible Expense $ -
34 Required Increase in R to Provide for Uncollectible Exp. $ -
35 Propesty Tax with Recommended Revenue $ 20,641
38 Propesty Tax on Test Year Revenue $ 20114
37 Increase in Property Tax Due to increase in Revenue (L35-136) $ 526
38 Total Required Increase in Revenue (L26 + 129 + L37) S 37,651

A) (3 ©) [(2)] IE} IFl
Test Year C Recommended
Total Total i
Wastewater Wastewater

39 Revenue $ 479,551 $ 479,551 $ 517,202 $ §17,202
40 Openating Expenses Exciuding Income Taxes 465,781 465,781 466,307 466,307
41 Synchronized interest (L47) - - - -
42 Adzona Taxable income (L30 - L40 - L41) $ 13,770 $ 13,770 $ 50,894 s $0,894
43 Asizona State Effective income Tax Rate (see work papers) 6.5000% 6.5000%] 8.5000% 8.5000%|
44 Anizona lncome Tax (L42 x £43) s 895 $ 895 $ 3,308 $ 3,308
45 Federal Taxable Income (L42- L44) $ 12,875 $ 12,878 $ 47,586 $ 47,586
48
47 Federal Tax on First Income Bracket ($1 - $50,000) @ 15% $ 1,931 - 1S 1,831 $ 7138} $ - s 7.138
48 Federal Tax on Second Income Bracket ($50,001 - $75,000) @ 25% $ - |3 - |8 - $ - |3 - $ -
49 Federal Tax on Third Income Bracket ($75,001 - $100,000) @ 34% $ - |$ - | - s - |$ - |$ -
50 Federal Tax on Fourth Income Bracket ($100,001 - $335,000) & 39% $ - |8 - |8 - $ - s - s -
51 Federal Tax on Fifth Income Bracket ($335,001 -$10,000,000) @ 4% $ - s - s - $ - s - 1S -
52
53 Total Federal mcome Tax $ 1,831 3 1.g:gj $ 7,138 $ 7138
54 Combined Federal and State Income Tax (L35 + L42) $ 2,826 $ 2826 $ 10,446 3 10448
55 COMBINED Applicable Federal Income Tax Rate [Cot. {D], L53 - Col. [A}, L53/ [Col. [D], L45 - Col. [A), L45] 15.0000%
568 WASTEWATER Apphicable Federal Income Tax Rate iCol. [El. L53 - Col. §Bl, L531/ICol. [E), L45 - Col. [B], L45}
57 WATER Applicable Federal Income Tax Rate [Col. [F}, L53 - Col. [C], L53] / (Col. [F), L45 - Col. [C), L45) 15.0000%
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Line

—-—ed wh b ek ) b Z
mmawn-—-o“’“""’"‘““"‘"‘l_o

Verde Santa Fe Watewater Company, Inc. Exhibit
Test Year Ended December 31, 2012 Rebuttal Schedule D-3
Cost of Preferred Stock Page 1
Witness: Bourassa

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

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING

SUPPORTING SCH LES: RECAP SCHEDULES:
E-1 D-1




Line

NZaisaionisce~oarwnff

Verde Santa Fe Watewater Company, inc.
Test Year Ended December 31, 2012
Cost of Common Equity

The Company is proposing a cost of common equity of

SUPPORTING SCHEDULES:
Testimony

Exhibit

Rebuttal Schedule D-4
Page 1

Witness: Bourassa

9.60% .

RECAP SCHEDULES:
D-1
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